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Abstract 

 

Dette projekt tager sit udgangspunkt I litteratur, der hævder, at den danske CSR-kommunikation nærmer 

sig den amerikanske CSR-kommunikation i sit udtryk (Morsing & Schultz, 2006; Matten & Moon, 2008). 

Undersøgelser foretaget i projektet viser, at denne litteratur har henholdsvis den instrumentale tilgang 

(Porter & Kramer, 2006) og den politisk-normative tilgang (Scherer & Palazzo, 2011) som baggrund. I CSR-

litteraturen er endnu en tilgang opstået, den kommunikative tilgang (Schultz, Castelló, & Morsing, 2013), og 

da der endnu ikke er foretaget et komparativt studie af den danske og den amerikanske CSR-

kommunikation med denne tilgang som baggrund, vælges denne som den teoretiske baggrund for dette 

projekt. Med afsæt i CSR-teori og kulturteori udvikles en symbolsk/dialogisk-sondring, som anvendes til at 

skelne mellem den amerikanske og den danske CSR-kommunikation. Desuden præsenteres en række 

sproglige virkemidler, i.e. metaforer, konnotationer, talehandlinger og aktive/passive sætninger, som 

forventes at blive anvendt forskelligt i henholdsvis den danske og den amerikanske CSR-kommunikation. I 

projektet opstilles en række påstande, som forventes be- eller afkræftet igennem projektets analyse.  

 

Projektet gennemføres som en indholdsanalyse (Krippendorff, 2013), der er både kvantitativ og kvalitativ i 

sin tilgang. Selve analysen i projektet er kvalitativ, idet den udføres som læsning af en række tekster, og da 

læsning altid er kvalitativ (Krippendorff, 2013). Resultaterne af analysen er derimod kvantitative, da de er 

numeriske og målbare (Krippendorff, 2013). 

 

Som grundlag for analysen i projektet udvælges en række virksomheder, otte danske og otte amerikanske, 

på baggrund af deres renommé i deres hjemland, og deres årsrapporter og pressemeddelelser fra årene 

2011-2013 udgør den empiriske data, som analyseres igennem programmet Nvivo. Datasættet indeholder 

årsrapporter og pressemeddelelser fra årene 2011, 2012 og 2013, hvilket skyldes, at projektet er initieret af 

et ønske om at undersøge udviklingen i brugen af de sproglige virkemidler over tid i et forsøg på at 

afdække, om den danske CSR-kommunikation nærmer sig den amerikanske CSR-kommunikation i sit 

udtryk.  

 

I forhold til de opstillede påstande viser analysen en række overraskende resultater. I forbindelse med den 

udviklede symbolsk/dialogisk-sondring, som anvendes til at skelne mellem den amerikanske og den danske 

CSR-kommunikation, er der en forventning om, at den amerikanske CSR-kommunikation i højere grad end 



Signe Fjællegaard Jensen Master's Thesis 30.01.15 
 MCO - Multicultural Communication in Organizations 
 

Copenhagen Business School   Page ii of ii 

 

den danske vil anvende de ovenfor omtalte sproglige virkemidler. Imidlertid viser resultaterne tværtimod, 

at de sproglige virkemidler anvendes i langt højere grad i den danske CSR-kommunikation end i den 

amerikanske CSR-kommunikation. Dette er tilfældet med både konnotationer, talehandlinger og 

aktive/passive sætninger, som alle identificeres i langt højere antal i den danske kommunikation end i den 

amerikanske. Analysen viser, at især de danske årsrapporter skiller sig ud i deres anvendelse af de sproglige 

virkemidler, idet det antal gange, hvert sproglige virkemiddel anvendes, er væsentligt højere end i de 

amerikanske årsrapporter. Det anslås i projektet, at denne forskel skyldes forskelligheder i de nationale 

love omkring årsrapporter. Desuden afslører analysen også, at de amerikanske virksomheder publicerer et 

større antal pressemeddelelser om CSR-aktiviteter end de danske virksomheder gør. Med hensyn til 

udviklingen over tid er resultaterne af analysen meget fluktuerende og derfor svære at konkludere på. 

Projektet antager, at dette kan tilskrives et forholdsvist snævert datasæt, som kun indeholder data for tre 

år og for et begrænset antal firmaer, hvorfor et enkelt udsving kan have stor betydning for de samlede 

resultater. Det til trods, spores der en nedgang i antallet af gange hvert sproglige virkemiddel anvendes i de 

danske tekster, og der kan argumenteres for, at den danske CSR-kommunikation derfor nærmer sig den 

amerikanske i sit udtryk. Dog viser det sig, at denne tendens også gør sig gældende for den amerikanske 

anvendelse af de sproglige virkemidler, og der stilles spørgsmålstegn ved, om der derfor er tale om global 

tendens frem for en amerikanisering, som det foreslås i projektet. I projektet konkluderes det, at der 

fortsat er store forskelle på den amerikanske og den danske CSR-kommunikation, og at lighed mellem de to 

ligger, hvis overhovedet, langt ude i fremtiden.  

 

 

 

Antal anslag: 4.427 (1,9 SP) 
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Introduction 

 

 

"Alas, let us take a look back at our initial question: why should Scandinavian companies 

want to engage in more CSR initiatives? First, the Scandinavian countries with their 

participative democracy have strong states to provide social services to their societies, 

second, Scandinavian managers perceive themselves as already rather socially 

responsible, and third, there is no alarming distrust to Scandinavian companies among 

the general public." (Morsing, Midttun, & Palmås, 2007, pp. 10-11).  

 

The above argument combined with the fact that "The concept of corporate social responsibility (CSR) has 

been at the forefront of the international academic and professional literature and of corporate attention 

for quite some time." (Golob, Podnar, Elving, Nielsen, Thomsen, & Schultz, 2013, p. 176) make CSR stand 

out as a research area of interest. The fact that "CSR has shifted from an irrelevant and obscure idea to one 

of the most widely accepted concepts in the academic and business world in the past 20 years." (Golob, 

Podnar, Elving, Nielsen, Thomsen, & Schultz, 2013, p. 176) adds to the attractiveness of CSR and CSR 

communication as research area. The increasing attention to and the increasing acceptance of CSR as valid 

concept entail a vast amount literature on the topic of CSR which provides a solid foundation for further 

research in the area.  

 

In connection with the argument first presented in this section, one branch of CSR literature argues that the 

European CSR communication is becoming more similar to the American CSR communication (Matten & 

Moon, 2008; Morsing, Midttun, & Palmås, 2007). Through their framework of implicit and explicit CSR, 

Matten and Moon (2008) argue that the former more implicit European CSR communication is becoming 

more explicit like the American approach to CSR. Likewise, Morsing, Midttun and Palmås (2007) argue that 

the business case approach to CSR communication, which is argued to be dominant in the American CSR 

communication, is beginning to overshadow the normative case approach, which has previously been the 

most applied approach in Scandinavian CSR communication. Through this, they contend that Scandinavian 

CSR communication is becoming more similar to American CSR communication (Morsing, Midttun, & 

Palmås, 2007).  

 

Simultaneously, another branch of CSR literature, which focuses on the nature of CSR, is also developing 

and the abovementioned branch of CSR literature has its grounds in this. According to this branch of 
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literature, CSR is perceived to have a rather conflictive character and a clear cut definition of the concept 

has not been agreed upon (Schultz, Castelló, & Morsing, 2013). For a number of years, though, the 

dominant view on CSR has been the instrumental view (Schultz, Castelló, & Morsing, 2013), in which CSR 

"…is treated as an operational and manageable resource, which provides pragmatic legitimacy to corporate 

actions." (Schultz, Castelló, & Morsing, 2013, p. 683). Moreover, this view considers CSR as "…an instrument 

and strategic tool for value creation that increases the financial performance of corporations by improving 

its reputation." (Schultz, Castelló, & Morsing, 2013, p. 683).  

 

As an alternative to the instrumental view, the political-normative view on CSR (Scherer & Palazzo, 2011) 

developed. The political-normative view argues that "…in order to respond to the globalization 

phenomenon and the emerging post-national constellation, it is necessary to acknowledge a new political 

role of business that goes beyond mere compliance with legal standards and conformity with moral rules." 

(Scherer & Palazzo, 2011, p. 906). Additionally, Scherer and Palazzo (2011) "…argue that political CSR can 

be understood as a movement of the corporation into the political sphere in order to respond to 

environmental and social challenges..." (Scherer & Palazzo, 2011, p. 910).  

 

Recently, however, a third view on CSR has gained grounds, i.e. the communicative view (Schultz, Castelló, 

& Morsing, 2013). This view on CSR contradicts the instrumental view by arguing that "CSR cannot be seen 

as a fixed script or tool that might be used by corporations in order to produce fixed effects…" (Schultz & 

Wehmeier, 2010, p. 13). Rather, it is based on a belief that communication creates reality and that 

organizations are constituted through this communication (Schultz, Castelló, & Morsing, 2013). It sees CSR 

as "…a symbolically mediated, communicative event…" (Schultz, 2013, p. 362), which is being "…co-

constituted between organizations and publics and mediated in communication networks…" (Schultz, 

Castelló, & Morsing, 2013, p. 689). 

 

The above argument that the European and the Scandinavian CSR communication, hence the Danish, is 

becoming more similar to the American CSR communication (Matten & Moon, 2008; Morsing, Midttun, & 

Palmås, 2007) combined with the recent argument that CSR is created through communication (Schultz & 

Wehmeier, 2010) presents an interesting research area. Presuming validity of the argument that CSR is 

created through communication (Schultz & Wehmeier, 2010), it could be argued to provide new insights in 

the area to investigate possible differences and similarities between Danish and American CSR 

communication from a purely communicative perspective. That is, it appears interesting to investigate if 

the same linguistic tools are applied in Danish and American CSR communication.  
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The above leads to the following research question:  

 

Due to increased globalization, how have Danish and American CSR communication developed with regards 

to linguistics and are they converging over time? 

 

In order to answer this research question, the project will look more thoroughly into relevant research on 

CSR in order to build a profound theoretical foundation for the project. This theoretical foundation will look 

into the development in CSR research in an attempt to accede to possible developments in the area.  

 

Starting from this theoretical foundation, the project will analyze CSR communication from a number of 

Danish and American companies to try to detect any possible similarities and differences between the two. 

In addition, the project will also try to uncover any possible changes in the Danish and the American CSR 

communication over time.  

 

Moreover, the project will discuss the results of the analysis in combination with main arguments from the 

theoretical foundation and finally, the project will aim to conclude on the things uncovered during the 

research. It is the aim of the project that the results and the conclusions from this research will add 

substantially to existing CSR research. 
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Theory 

 

 

This project takes its starting point in academic literature arguing that Danish CSR communication is 

becoming more similar to its American counterpart (Matten & Moon, 2008; Morsing, Midttun, & Palmås, 

2007). The study by Morsing, Midttun and Palmås (2007) has its theoretical foundation in the instrumental 

view on CSR (Porter & Kramer, 2006), while the study by Matten and Moon (2008) is grounded in the 

political-normative view (Scherer & Palazzo, 2011). The following looks further into these theoretical 

foundations and develops a theoretical basis for the project to build on.  

 

 

Theoretical starting point  
 

 

The instrumental view 

As stated above, it can be argued that the business case approach (Morsing, Midttun, & Palmås, 2007) is 

rooted in the instrumental view on CSR (Schultz, Castelló, & Morsing, 2013). This is backed by Scherer and 

Palazzo (2011), who argue that people operating through the instrumental view simultaneously adopt the 

business case approach.  

 

Therefore, it seems useful to look further into the instrumental view on CSR in order to prove the 

connection of the two. The main premise, which the instrumental view on CSR is built on, is that 

"…corporations have to maximize their profits and managers have fiduciary responsibilities to the 

shareholders…" (Schultz, Castelló, & Morsing, 2013, p. 682). Another premise underlying the instrumental 

view is that "…there is a separation between the private and the public spheres, where the state has to 

prevent corporate externalities…" (Schultz, Castelló, & Morsing, 2013, p. 682). In the instrumental view, CSR 

is considered  
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"…an instrument and strategic tool for value creation… that increases the financial 

performance of corporations… by improving its reputation…, by influencing the loyalty 

and motivation of employees…, or by improving brand awareness and credibility toward 

consumers… and thus purchases…" (Schultz, Castelló, & Morsing, 2013, p. 683) 

 

With the instrumental view there is a wish to do good for society, but only if it is for the benefit of the 

company (Porter & Kramer, 2006). Therefore, with this view, the selection process of areas to focus on is 

carefully weighed against company resources and capabilities in order to optimize outcomes for the 

company (Porter & Kramer, 2006). Through this, CSR is considered a strategic tool, i.e. "Organizations that 

make the right choices and build focused, proactive, and integrated social initiatives in concert with their 

core strategies will increasingly distance themselves from the pack." (Porter & Kramer, 2006, p. 91). 

To finish off this description of the instrumental view on CSR, the view leaves CSR "…as an operational… 

and manageable resource…, which provides… legitimacy to corporate actions." (Schultz, Castelló, & 

Morsing, 2013, p. 683). 

 

With the business case approach, companies have to "…make rational sense of their CSR engagement and 

as such arguing beyond the obligation to society as reason for engaging in CSR activities." (Morsing, 

Midttun, & Palmås, 2007, p. 3), which seems to correspond to Porter and Kramer's (2006) argument that 

the instrumental view argues for doing good for society if it, at the same time, is for the benefit of the 

company. This close correspondence seems to support the argument that the business case approach is 

rooted in the instrumental view on CSR. Furthermore, the instrumental view argues for "…improving brand 

awareness and credibility toward consumers… and thus purchases…" (Schultz, Castelló, & Morsing, 2013, p. 

683), which can be assumed to be the point of origin for the business case approach argument that 

"…companies need to appear as socially responsible to attract consumers…" (Morsing, Midttun, & Palmås, 

2007, p. 3). In addition, the business case approach involves that "…companies need to develop attractive 

and sensitive cultures to attract and maintain the most qualified people…" (Morsing, Midttun, & Palmås, 

2007, p. 3), which, again, can be assumed to originate from the important instrumental argument that 

"…influencing the loyalty and motivation of employees…" (Schultz, Castelló, & Morsing, 2013, p. 683) is 

important. Finally, the fact that both the instrumental view and the business case approach see CSR as an 

instrument and evolve around maximizing profits and gaining competitive advantage (Morsing, Midttun, & 

Palmås, 2007; Porter & Kramer, 2006) seems to finalize the debate and to clearly indicate that the business 

case approach is grounded in the instrumental view on CSR.  
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The normative case and the business case approach  

With the above as their theoretical foundation, Morsing, Midttun and Palmås (2007), through an analysis of 

the CSR practice in Scandinavia, argue that the Scandinavian CSR practice has over time changed its focus 

from the normative case to the business case approach. In fact, the study argues that "…Scandinavian 

companies recently are witnessing a turn towards the business case overshadowing the normative case." 

(Morsing, Midttun, & Palmås, 2007, p. 4) and continues by arguing that "...today we find the corporate self-

interest far more conspicuously demarcated in arguments and actions of CSR in the Scandinavian companies 

than we used to only one decade ago." (Morsing, Midttun, & Palmås, 2007, p. 4). It is implicitly implied in 

the study that the Scandinavian CSR practice is thereby becoming more similar to the American CSR 

practice (Morsing, Midttun, & Palmås, 2007).  

 

According to the study, CSR grounded in the normative case approach is rooted in a desire to do good and 

in a sense of obligation to the general society (Morsing, Midttun, & Palmås, 2007).  

 

However, in this study, it is the business case approach which is of interest, since it is this approach that is 

gaining grounds in Scandinavia and therefore in Denmark. The focus of this approach is for companies to 

"…make rational sense of their CSR engagement and as such arguing beyond the obligation to society as 

reason for engaging in CSR activities." (Morsing, Midttun, & Palmås, 2007, p. 3). The business case 

approach is built around four main arguments, i.e. "…(1) risk management…, (2) civic positioning…, (3) 

market positioning…, [and] (4) organisational functioning…" (Morsing, Midttun, & Palmås, 2007, p. 3). To 

elaborate, each of the arguments is, respectively, based on the following assumptions:  

 

Risk management: "…companies have to establish mechanisms to prevent crisis or 

scandals to occur…" (Morsing, Midttun, & Palmås, 2007, p. 3) 

Civic positioning: "…companies depend on civil society's acceptance of them as 

legitimate stakeholders in society…" (Morsing, Midttun, & Palmås, 2007, p. 3) 

Market positioning: "…companies need to appear as socially responsible to attract 

consumers…" (Morsing, Midttun, & Palmås, 2007, p. 3) 
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Organisational functioning: "…companies need to develop attractive and sensitive 

cultures to attract and maintain the most qualified people as well as to maintain a high 

alertness towards changes in stakeholder expectations." (Morsing, Midttun, & Palmås, 

2007, p. 3). 

 

In total, it can be said that the business case approach evolve around companies gaining competitive and 

financial advantage over their competitors (Morsing, Midttun, & Palmås, 2007).  

 

The study by Morsing, Midttun and Palmås (2007) argues that the change in the Scandinavian CSR approach 

is entailed by increased globalization. It is argued that "…the larger global issues on CSR is entering the 

Scandinavian debate and requesting a rational business answer to: why do we need to engage in CSR 

initiatives?" (Morsing, Midttun, & Palmås, 2007, p. 33), which facilitates a transition to the business case 

approach as depicted by the study.   

 

 

Critique of the instrumental view 

Despite the fact that the instrumental view on CSR (Porter & Kramer, 2006) have prevailed for a long time, 

massive critique of it exists in academic literature.  

 

The instrumental view is based on a strict division of organizations and state institutions (Scherer & Palazzo, 

2011), but critique following from this division argues that due to deficiencies in state systems and due to 

increased globalization, this description of society is no longer adequate (Scherer & Palazzo, 2011). In this 

respect, globalization is "…defined as a process of intensification of cross-border social interactions due to 

declining costs of connecting distant locations through communication and the transfer of capital, goods, 

and people." (Scherer & Palazzo, 2011, p. 901). According to this view, globalization "…leads to growing 

transnational interdependence of economic and social actors, an increase in both opportunities and risks, 

and to intensified competition." (Scherer & Palazzo, 2011, p. 901). Moreover, the instrumental view's 

argument that governments and nation states formulate the norms and values to guide organizational 

behavior (Scherer & Palazzo, 2011) is questioned due to the same deficiencies in state systems and due to 

this increased globalization (Scherer & Palazzo, 2011). This is backed by the argument that globalization 

entails a "…loss of the regulatory power of state institutions due to ‘the fragmentation of authority, the 
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increasing ambiguity of borders and jurisdictions; and the blurring of the lines between the public and the 

private sphere’…" (Scherer & Palazzo, 2011, p. 902).  

 

In addition, with the instrumental view, "…CSR is perceived as a tool to be managed measured, and 

controlled by managers in order to achieve desirable reputations and favorable stakeholder relationships." 

(Schultz, Castelló, & Morsing, 2013, p. 686), but this element of organizational control is questioned and 

criticized due to a belief that "…controlling multiple publics and complex discourses out of the organization 

is problematic." (Schultz, Castelló, & Morsing, 2013, p. 686).  

 

Finally, the instrumental view's belief in a clear connection between CSR initiatives and increased financial 

performance (Schultz, Castelló, & Morsing, 2013) is questioned due to the fact that studies are not able to 

decisively prove the effect of this connection (Schultz, 2013). 

 

As a result of the above critique, a second view on CSR, i.e. the political-normative view (Scherer & Palazzo, 

2011), developed.  

 

 

The political-normative view 

First, it can be argued that the political-normative view (Scherer & Palazzo, 2011) forms the basis for the 

implicit/explicit framework (Matten & Moon, 2008). In order to support this argument, it will be useful to 

look further into this view on CSR. 

 

According to Scherer and Palazzo (2011), the role of business in society has changed during the past 

decades due to increased globalization. As mentioned above, globalization is "…defined as a process of 

intensification of cross-border social interactions due to declining costs of connecting distant locations 

through communication and the transfer of capital, goods, and people." (Scherer & Palazzo, 2011, p. 901). 

This change has entailed that the line between private business and nation-state governance is no longer as 

clear cut (Scherer & Palazzo, 2011) and that "Many business firms have started to assume social and 

political responsibilities that go beyond legal requirements and fill the regulatory vacuum in global 

governance." (Scherer & Palazzo, 2011, p. 899). This social commitment of the business firms includes that 

they engage in e.g.  
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"public health, education, social security, and protection of human rights…; address 

social ills…, malnutrition, homelessness, and illiteracy…; define ethics codes…; protect the 

natural environment…; engage in self-regulation to fill global gaps in legal regulation 

and moral orientation…; and promote societal peace and stability…" (Scherer & Palazzo, 

2011, p. 899) 

 

Scherer and Palazzo (2011, p. 910) further "…argue that political CSR can be understood as a movement of 

the corporation into the political sphere in order to respond to environmental and social challenges…" and 

that "on the global playing field, corporations are addressed as economic and political actors." (Scherer & 

Palazzo, 2011, p. 922). Through this, the political-normative view on CSR sees corporations as political 

actors and believes that they influence the creation of norms and values (Schultz, Castelló, & Morsing, 

2013). According to this view, organizations are "…politically responsible for the setting, implementation, 

and development of norms and values of contemporary society." (Schultz, Castelló, & Morsing, 2013, p. 

683). With this, communication is considered to play an important role and it is argued that communication 

should be "…dialogic, … deliberative communication with stakeholders" (Schultz, Castelló, & Morsing, 2013, 

p. 684). However, this dialogue is assumed to be "…relatively controlled…" (Schultz, Castelló, & Morsing, 

2013, p. 686) by the organizations. As part of the increased globalization, new media is, in the political-

normative view, seen "…as instruments… [to] further improve the dialogue and engagement…" (Schultz, 

Castelló, & Morsing, 2013, p. 684) with and of stakeholders (Schultz, Castelló, & Morsing, 2013).  

 

According to the political-normative view, "The power to address issues of public concern, to define 

standards for behavior, and to determine the conditions under which the social issues can unfold is shifting 

from state institutions to the corporations and civil society actors." (Schultz, Castelló, & Morsing, 2013, p. 

683). This transition depicted by the political-normative view can be argued to correspond to the transition 

depicted by the implicit/explicit framework (Matten & Moon, 2008), i.e. both theories argue for a shift in 

focus from the general society to corporations (Schultz, Castelló, & Morsing, 2013; Matten & Moon, 2008) 

and this seems to provide reason for the argument that the implicit/explicit framework takes its starting 

point in the political-normative view. This is further backed by the argument that "Instead of simply 

adapting to the environment … or manipulating the perceptions of the most important social constituencies 

…, [corporations] need to engage in a process of "moral reasoning"…" (Schultz, Castelló, & Morsing, 2013, 

p. 684), which can also be said to substantiate the contention that the implicit/explicit framework has its 

grounds in the political-normative view (Schultz, Castelló, & Morsing, 2013). It seems plausible to believe 

that the concept of implicit CSR (Matten & Moon, 2008), which is considered "…as a reaction to, or 
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reflection of, a corporation's institutional environment…" (Matten & Moon, 2008, p. 410), is grounded in the 

political-normative view, since this view argues that the power to address issues and define standards for 

behavior has previously been with state institutions, but has now shifted to corporations (Schultz, Castelló, 

& Morsing, 2013). That is, it seems rather obvious that the concept of implicit CSR is based on the notions 

expressed by the political-normative view.  

 

Likewise, it seems plausible to argue that the concept of explicit CSR (Matten & Moon, 2008) is grounded in 

the political-normative view. Explicit CSR is perceived to "…refer to corporate policies that assume and 

articulate responsibility for some societal interests." (Matten & Moon, 2008, p. 409). Moreover, Matten and 

Moon (2008) argue that it is about corporations being "…attributed to, and ready to claim, social 

responsibilities…" (Matten & Moon, 2008, s. 404). The definition of explicit CSR seems to suit the political-

normative view's conception of organizations being political actors (Schultz, Castelló, & Morsing, 2013), i.e. 

the political-normative view argues that "The power to address issues of public concern, to define standards 

for behavior, and to determine the conditions under which the social issues can unfold…" (Schultz, Castelló, 

& Morsing, 2013, p. 683) is now with corporations. As with the concept of implicit CSR, the connection 

between the political-normative view and the concept of explicit CSR seems rather obvious, which again 

backs the argument that the implicit/explicit framework has its grounds in the political-normative view.  

 

 

The implicit/explicit framework 

As previously mentioned, Matten and Moon (2008) in their framework of implicit and explicit CSR 

communication argue that the former primarily implicit European CSR communication is becoming more 

explicit and therefore becomes more similar to the American CSR communication. According to the 

framework, "…many U.S. corporations have both been attributed to, and ready to claim, social 

responsibilities, [but] this has not been so common elsewhere." (Matten & Moon, 2008, p. 404). Matten and 

Moon (2008) continue by arguing "…that corporations elsewhere in the world have recently begun to adopt 

the language and practice of CSR – particularly in Europe…" (Matten & Moon, 2008, p. 404). 

Matten and Moon (2008) use the term "explicit CSR" to  
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"…refer to corporate policies that assume and articulate responsibility for some societal 

interests. They normally consist of voluntary programs and strategies by corporations 

that combine social and business value and address issues perceived as being part of the 

social responsibility of the company." (Matten & Moon, 2008, p. 409).   

 

Furthermore, they add that "…explicit CSR rests on corporate discretion, rather than reflecting either 

governmental authority or broader formal or informal institutions." (Matten & Moon, 2008, p. 409).  

On the other hand, the term "implicit CSR" is used to describe  

 

"…corporations' role within the wider formal and informal institutions for society's 

interests and concerns. Implicit CSR normally consists of values, norms, and rules that 

result in requirements for corporations to address stakeholder issues and that define 

proper obligations of corporate actors in collective rather than individual terms." 

(Matten & Moon, 2008, p. 409).  

 

It is argued by Matten and Moon (2008) that implicit CSR is based on norms, values, and laws in the 

companies' surrounding society and that it is these norms, values, and laws that are explicit rather that the 

companies' actions. That is, companies take actions to live up to the norms, values, and laws of society, but 

do not communicate explicitly about these actions and therefore their CSR is implicit (Matten & Moon, 

2008).  

 

The above definitions are used to describe the two different approaches to CSR communication and the 

definitions have grounds in two parameters of differentiation, i.e. language and intent (Matten & Moon, 

2008). In terms of language, "…companies practicing explicit CSR use the language of CSR in communicating 

their policies and practices to their stakeholders, whereas those practicing implicit CSR normally do not 

describe their activities this way." (Matten & Moon, 2008, p. 410).  

 

With regards to intent, the framework highlights a difference between implicit and explicit CSR (Matten & 

Moon, 2008). This difference is grounded in voluntarism, i.e.  
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"…corporations practicing implicit CSR might conduct practices similar to those of 

corporations practicing explicit CSR. Implicit CSR, however, is not conceived of as a 

voluntary and deliberate corporate decision but, rather, as a reaction to, or reflection of, 

a corporation's institutional environment, whereas explicit CSR is the result of a 

deliberate, voluntary, and often strategic decision of a corporation." (Matten & Moon, 

2008, p. 410).  

 

As mentioned above, Matten and Moon (2008) argue that the European, hence the Danish, CSR has 

previously been primarily implicit, but has recently shifted to be more explicit like the American CSR. It is 

argued that this transition is fostered by "…increasingly standardized and rationalized practices in 

organizations across industries and national boundaries." (Matten & Moon, 2008, p. 411).   

 

From the studies by Morsing, Midttun, and Palmås (2007) and Matten and Moon (2008) and their 

arguments that Danish CSR communication, due to increased globalization, is becoming more similar to 

American CSR communication (Matten & Moon, 2008; Morsing, Midttun, & Palmås, 2007), the following 

proposition to be examined in the present study can be developed.  

 

Proposition 1:  

Due to increased globalization, Danish CSR communication is becoming more similar to 

its American counterpart.  

 

 

Critique of the political-normative view 

Even though the political-normative view (Scherer & Palazzo, 2011) on CSR developed as a reaction to the 

critique of the instrumental view (Porter & Kramer, 2006), this view is also critiqued in academic literature 

(Schultz, Castelló, & Morsing, 2013).   

 

As with the instrumental view, though to a smaller degree, the political-normative view also evolve around 

an element of control by seeing CSR as a manageable tool. This constitutes part of the critique of the 

political-normative view (Schultz, Castelló, & Morsing, 2013). Moreover, the political-normative belief that 

CSR is "organizational-centric" (Schultz, Castelló, & Morsing, 2013, p. 686) is critiqued by the argument that 

it is not possible to control people outside of the organization, since communication cannot be centrally 



Signe Fjællegaard Jensen Master's Thesis 30.01.15 
 MCO - Multicultural Communication in Organizations 
 

Copenhagen Business School   Page 15 of 93 

controlled by the organization (Schultz, Castelló, & Morsing, 2013), because it is "…constituted in each 

interaction…" (Schultz, Castelló, & Morsing, 2013, p. 686). Finally, the political-normative view is also 

criticized for reducing "…communication to … societal goal-driven consensus making…" (Schultz, Castelló, & 

Morsing, 2013, p. 682), for being too "…focused on the functional implications of CSR for organizations and 

society…" (Schultz, Castelló, & Morsing, 2013, p. 682), and for paying too little attention to communicative 

dynamics (Schultz, Castelló, & Morsing, 2013).  

 

Again, in order to meet the critique, a third view on CSR and CSR communication has evolved, i.e. the 

communicative view (Schultz, Castelló, & Morsing, 2013).  

 

 

Structuralism  

In order to truly understand the two above presented views on CSR communication, it seems necessary to 

look into their theoretical background. Both of the above views on CSR can be argued to be struturalistic in 

their approach. Basically, "Structuralism in general is an attempt to shift away from the humanistic 

viewpoint that people are self-directing, autonomous agents…" (Elliott, 2009, p. 55) and argues instead for 

underlying structures providing meaning to the interaction between people (Elliott, 2009). Structuralism is 

built around a notion "…that people live their lives within the context of larger structures – social, cultural, 

political and historical – and that such structures shape and even determine individual decisions, choices, 

beliefs and values." (Elliott, 2009, p. 55). Moreover, it is believed that these structures "…give coherence, 

regularity and meaning to social interactions." (Elliott, 2009, p. 55). Language is the starting point for 

structuralism and it is argued that language is enabled by the abovementioned structures (Elliott, 2009). 

Therefore, "…individual speech – as a universal element of all societies and cultures – would not be possible 

without an enabling structure to give words meaning." (Elliott, 2009, p. 55), as they "…convey meaning only 

to the extent to which they accord with the structural rules of language…" (Elliott, 2009, p. 55). According to 

Saussure, the so-called founder of structuralism, "…our language pre-exists us as individuals, and we must 

assimilate ourselves to its pre-existing forms and rules." (Elliott, 2009, p. 56). Through this, structuralism 

"…attempt[s] to interrogate such linguistic rules governing objects, events and interactions in fields beyond 

language itself." (Elliott, 2009, p. 55). 
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Towards a communicative perspective  
 

 

As an alternative to the two above presented views on CSR and CSR communication, a third view has 

recently developed (Schultz, Castelló, & Morsing, 2013). This view is called the communicative view 

(Schultz, Castelló, & Morsing, 2013) and is, as opposed to the other views, constructivistic in its approach to 

CSR communication (Schultz, Castelló, & Morsing, 2013). 

 

 

The communicative view 

According to the communicative view on CSR, "…CSR dynamics derive not only from multiple social 

relations, … CSR is communicatively constituted in complex and dynamic networks." (Schultz, Castelló, & 

Morsing, 2013, p. 685). Through communication and interaction, "Different actors such as corporations, 

government institutions, the media, and consumers organize and negotiate the knowledge about the 

meaning and expectations to corporate responsibility…" (Schultz, Castelló, & Morsing, 2013, p. 685). With 

communication being the central and decisive factor in this view, it is argued that  

 

"Communication is … a socially constitutive process by which through the use of 

language (discourse) meanings, knowledge, identities, social structures, and the various 

means of the contact of the organization with the environment are produced, 

reproduced, or changed…" (Schultz, Castelló, & Morsing, 2013, p. 684).  

 

Furthermore, it is argued that "Within these communication processes, CSR is making sense while also 

giving sense to actors, as they produce, translate, and integrate CSR into their specific reality 

constructions…" (Schultz, Castelló, & Morsing, 2013, p. 685). This view on CSR entails that CSR is seen as 

"…a communicative event and symbolic resource." (Schultz, Castelló, & Morsing, 2013, p. 685), which is 

"…constituted in complex, reciprocal communication processes…" (Schultz, Castelló, & Morsing, 2013, p. 

686). The communicative view also holds that through the use of aspirational talk, i.e. through the 

articulation of desired futures, CSR communication is part of setting the agenda for CSR actions (Schultz, 

Castelló, & Morsing, 2013).  
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Constructivism  

A decisive factor that is part of differentiating the communicative view (Schultz, Castelló, & Morsing, 2013) 

from the instrumental (Porter & Kramer, 2006) and the political-normative view (Scherer & Palazzo, 2011) 

is the fact that the communicative view is constructivistic in its approach (Schultz, Castelló, & Morsing, 

2013).   

 

The main idea behind constructivism was originally pronounced by Jean Piaget (Fosnot, 2005), who argued 

that "…what we call knowledge does not and cannot have the purpose of producing representations of an 

independent reality, but instead has an adaptive function." (Fosnot, 2005, p. 3). He further argued that 

"Knowledge, then, could be treated not as a more or less accurate representation of external things, 

situations, and events, but rather as a mapping of actions and conceptual operations that had proven viable 

in the knowing subject's experience." (Fosnot, 2005, p. 4). This is entailed by his belief that  

 

"…what we see, hear, and feel – that is, our sensory world – is the result of our own 

perceptual activities and therefore specific to our ways of perceiving and conceiving. 

Knowledge … arises from actions and the agent's reflection on them." (Fosnot, 2005, p. 

4).  

 

This entails a constructivistic approach to knowledge, which  

 

"…describes knowledge not as truths to be transmitted or discovered, but as emergent, 

developmental, nonobjective, viable constructed explanations by humans engaged in 

meaning-making in cultural and social communities of discourse." (Fosnot, 2005, p. 1 in 

Preface).  

 

Through and in accordance with this approach to knowledge,   

 

"Learning … is viewed as a self-regulatory process of struggling with the conflict between 

existing personal models of the world and discrepant new insights, constructing new 

representations and models of reality as a human meaning-making venture with 

culturally developed tools and symbols, and further negotiating such meaning through 
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cooperative social activity, discourse, and debate in communities of practice." (Fosnot, 

2005, p. 1 in Preface).  

 

 

Approaches to CSR communication 
 

 

After having looked into different views on CSR communication, it seems appropriate to look into different 

approaches to CSR communication that are in correspondence with the communicative view (Schultz, 

Castelló, & Morsing, 2013).  

 

In their work, Morsing and Schultz (2006) develop three approaches to CSR communication and argue that 

these are different based on their way of including stakeholders. The three strategies are the Stakeholder 

information strategy (Morsing & Schultz, 2006), the Stakeholder response strategy (Morsing & Schultz, 

2006), and the Stakeholder involvement strategy (Morsing & Schultz, 2006). 

 

With the Stakeholder information strategy (Morsing & Schultz, 2006), CSR communication is communicated 

"…one-way, from the organization to its stakeholders. Communication is basically viewed as 'telling not 

listening'…" (Morsing & Schultz, 2006, p. 326). The intent with this strategy is to "…inform the public as 

objectively as possible about the organization." (Morsing & Schultz, 2006, p. 327) and to "…ensure that 

favorable corporate CSR decisions and actions are communicated effectively to the company's 

stakeholders." (Morsing & Schultz, 2006, p. 327).  

 

On the other hand, with the Stakeholder response strategy (Morsing & Schultz, 2006), CSR communication 

"…is based on a 'two-way asymmetric' communication model…" (Morsing & Schultz, 2006, p. 327) This 

model "…assumes an imbalance from the effects of public relations in favour of the company, as the 

company does not change as a result of the public relations." (Morsing & Schultz, 2006, p. 327). With this 

strategy, "…the company has the sole intention of convincing its stakeholders of its attractiveness." 

(Morsing & Schultz, 2006, p. 327) and the company perceives stakeholders "…as being influential, but as 

passively responding to corporate initiatives." (Morsing & Schultz, 2006, p. 327). 
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Finally, the Stakeholder involvement strategy (Morsing & Schultz, 2006) "…assumes a dialogue with [the 

organization's] … stakeholders. Persuasion may occur, but it comes from stakeholders as well as from the 

organization itself, each trying to persuade the other to change." (Morsing & Schultz, 2006, p. 328). It is 

considered essential to this strategy that "…companies engage frequently and systematically in dialogue 

with their stakeholders in order to explore mutually beneficial action." (Morsing & Schultz, 2006, p. 328). 

The basic assumption behind this strategy is that "…while informing and surveying is necessary, it is not 

sufficient. Stakeholders need to be involved in order to develop and promote positive support as well as for 

the company to … develop its CSR initiatives." (Morsing & Schultz, 2006, p. 328).  

 

From the above, it can be argued that companies can practice either a symbolic or a dialogic kind of CSR 

communication. That is, it can be argued that the Stakeholder information strategy is symbolic in its 

communication, since it portrays the companies' CSR initiatives without including the companies' 

stakeholders in the formulation of these (Morsing & Schultz, 2006). The strategy is purely one-way 

communication and the intent is to portray the company's initiatives (Morsing & Schultz, 2006). It seems 

that the companies practicing the Stakeholder information strategy want the positive side effects that can 

be expected to come from CSR communication without having to spend the resources it will require to 

involve its stakeholders, i.e. it can be considered a symbolic way of showing how the company does good.  

 

On the other hand, the Stakeholder involvement strategy can be argued to be dialogic in its approach, since 

it entails that the company engages in dialogue with its stakeholders in the development and the 

formulation of its CSR initiatives (Morsing & Schultz, 2006). With this strategy, CSR communication is a 

reciprocating process in which the company and its stakeholders influence each other (Morsing & Schultz, 

2006). Therefore, the Stakeholder involvement strategy can be considered dialogic.   

 

Finally, the Stakeholder response strategy can be considered to be somewhere in between, since it shares 

characteristics with both the Stakeholder information strategy and the Stakeholder involvement strategy, 

i.e. this strategy is to some point symbolic and to some point dialogic.  
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Cultural dimensions and differences 
 

 

In order to be able to present a truly comparable study of CSR communication in Denmark and The United 

States, it seems necessary to look into the national cultures of these two countries, since it can be expected 

that there are fundamental differences between the two. To be able to look into and compare the national 

cultures of Denmark and The United States, the world renowned principles developed by Geert Hofstede 

(Geert Hofstede) will be applied.  

 

The original study developed by Hofstede analyzed national cultures based on a very large dataset 

(National cultural dimensions). Through this analysis, four dimensions that distinguish different national 

cultures emerged, i.e. Power Distance, Individualism vs. Collectivism, Masculinity vs. Femininity, and 

Uncertainty Avoidance (National cultural dimensions). The dimensions are defined as follows:  

 

Power Distance: "This dimension expresses the degree to which the less powerful 

members of a society accept and expect that power is distributed unequally. The 

fundamental issue here is how a society handles inequalities among people." 

(Dimensions) 

 

Individualism vs. Collectivism: "The high side of this dimension, called individualism, can 

be defined as a preference for a loosely-knit social framework in which individuals are 

expected to take care of only themselves and their immediate families. Its opposite, 

collectivism, represents a preference for a tightly-knit framework in society in which 

individuals can expect their relatives or members of a particular in-group to look after 

them in exchange for unquestioning loyalty." (Dimensions) 

 

Masculinity vs. Femininity: "The masculinity side of this dimension represents a 

preference in society for achievement, heroism, assertiveness and material rewards for 

success. Society at large is more competitive. Its opposite, femininity, stands for a 

preference for cooperation, modesty, caring for the weak and quality of life. Society at 

large is more consensus-oriented." (Dimensions) 
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Uncertainty Avoidance: "The uncertainty avoidance dimension expresses the degree to 

which the members of a society feel uncomfortable with uncertainty and ambiguity. The 

fundamental issue here is how a society deals with the fact that the future can never be 

known: should we try to control the future or just let it happen?" (Dimensions) 

 

In terms of Power Distance, Denmark scores 18 (Denmark), while The United States scores 40 (United 

States), which is more than twice as much as Denmark.  

According to The Hofstede Centre, this leaves Denmark "…at the very low end of this dimension compared 

to other countries." (Denmark). From this, The Hofstede Centre extract some values, that characterize the 

Danish society, i.e. "With a very egalitarian mindset the Danes believe in independency, equal rights, 

accessible superiors and that management facilitates and empowers." (Denmark). This entails that "Power 

is decentralized… Workplaces have a very informal atmosphere with direct and involving communication 

and on a first name basis…" (Denmark).  

On the other hand, The United States scores 40 on the Power Distance dimension (United States) and it is 

believed that this entails "…an explicit emphasis on equal rights in all aspects of American society and 

government." (United States). The Hofstede Centre adds that "…hierarchy is established for convenience, 

superiors are accessible and managers rely on individual employees and teams for their expertise." (United 

States). Through this, "Both managers and employees expect to be consulted and information is shared 

frequently.  At the same time, communication is informal, direct and participative to a degree." (United 

States).  

 

With regards to Individualism vs. Collectivism, Denmark scores 74 (Denmark), while The United States 

scores 91 (United States).  

Denmark's score of 74 leaves the Danish society with "…a high preference for a loosely-knit social 

framework in which individuals are expected to take care of themselves and their immediate families only." 

(Denmark). Moreover, "Danes are also known for using a very direct form of communication." (Denmark).  

The United States scores 91 on this dimension, which means that "The society is loosely-knit…" (United 

States) and it is expected "…that people look after themselves and their immediate families only and should 

not rely (too much) on authorities for support." (United States). 

 

On Masculinity vs. Femininity, Denmark scores 16 (Denmark) and The United States scores 62 (United 

States), which is a considerable difference.  
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With a score of 16, Denmark is "…considered a feminine society." (Denmark). In a society like this "…it is 

important to keep the life/work balance and you make sure that all are included." (Denmark). This means 

that "Conflicts are resolved by compromise and negotiation…" (Denmark) and that "…Danes are known for 

their long discussions until consensus has been reached." (Denmark). In the workplace this means that "An 

effective manager is supportive to his/her people, and decision making is achieved through involvement." 

(Denmark).  

With a score of 62, The United States scores rather high. This score is grounded in the claim that "Behavior 

in school, work, and play are based on the shared values that people should “strive to be the best they can 

be” and that “the winner takes all”." (United States). According to The Hofstede Centre, this entails that 

"…Americans will tend to display and talk freely about their “successes” and achievements in life." (United 

States). Moreover, in the American society, "There exists a “can-do” mentality which creates a lot of 

dynamism in the society, as it is believed that there is always the possibility to do things in a better way" 

(United States). 

 

Finally, with Uncertainty Avoidance, Denmark scores 23 (Denmark) and The United States scores 46 (United 

States). That is, the United States scores twice as much as Denmark.  

Denmark's score of 23 "…means that that Danes do not need a lot of structure and predictability in their 

work life. Plans can change overnight, new things pop up and the Danes are fine with it." (Denmark). For 

Denmark, this dimension entails that "Curiosity is natural and is encouraged from a very young age." 

(Denmark) and the Danes believe that "What is different is attractive!" (Denmark).  

In terms of the United States, its average score of 46 is argued to cause that "…the perceived context in 

which Americans find themselves will impact their behaviour more than if the culture would have either 

scored higher or lower." (United States). According to The Hofstede Centre, the American society has "…a 

fair degree of acceptance for new ideas, innovative products and a willingness to try something new or 

different…" (United States). Moreover, they also argue that "Americans tend to be more tolerant of ideas or 

opinions from anyone and allow the freedom of expression." (United States) and "At the same time, 

Americans do not require a lot of rules and are less emotionally expressive than higher-scoring cultures." 

(United States). 

 

Based on the above, a second proposition can be formulated in order for the project to attempt to uncover 

national culture's effect on CSR communication.  
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Proposition 2:  

Since The United States scores higher on Power Distance, Individualism vs. Collectivism, 

Masculinity vs. Femininity, and Uncertainty Avoidance compared to Denmark, CSR 

communication from companies in Denmark and The United States will appear different. 

 

 

Critique of Hofstede and his dimensions 

Despite the fact that Hofstede's cultural dimensions are highly recognized and applied in numerous studies 

(Geert Hofstede), there is also a branch of literature that rejects Hofstede and his findings (Baskerville, 

2003; Venaik & Brewer, 2013; McSweeney, 2013). 

 

According to Baskerville (2003), Hofstede is mistaken in the very groundwork of his study. Baskerville 

(2003) contends that Hofstede is wrong in believing that a nation equals a culture. She insists that "Cultures 

do not equate with nations…" (Baskerville, 2003, p. 6) and argues that a single nation can consist of 

numerous cultures (Baskerville, 2003). Moreover, Baskerville (2003) also objects against the way Hofstede 

distinguish between the countries in the study by giving them scores on his dimensions. According to 

Baskerville (2003), cultures cannot be characterized based on "…fixed numeric measures." (Baskerville, 

2003, p. 8).  

 

Next, Baskerville (2003) also objects to the way "…Hofstede related the cultural dimensions with other 

studies of country or national differences for the purposes of making international comparisons." 

(Baskerville, 2003, p. 9). She argues that  

 

"…the embeddedness of the four dimensions in the social, political or economic measures 

indicates that the dimensions identified by Hofstede describe characteristics of different 

nations, most of which could be identified as socio-economic in origin." (Baskerville, 

2003, p. 10) 

 

and continues by arguing that "These are not cultural dimensions, and much socio-economic data may 

reflect mechanisms of social organization, or strengths and opportunism of different nations, which may be 

epiphenomenal to historical origins." (Baskerville, 2003, p. 10).  
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Venaik and Brewer (2013) support Baskerville (2003) in her criticism of Hofstede and his cultural studies. 

Venaik and Brewer (2013) add to Baskerville's (2003) critique by rejecting that Hofstede's findings can be 

applied to subcultures or individuals and contend that  

 

"In fact we object to the use of Hofstede and GLOBE scores for “individuals” and for 

“people” and for any other collective grouping of human beings except “nation” or 

“society,” which is the sample boundary used to define the national culture dimensions in 

the Hofstede and GLOBE studies." (Venaik & Brewer, 2013, p. 470). 

 

This objection to the application of Hofstede's dimensions to individuals or subcultures is based on Venaik 

and Brewer's (2013) belief that "…the items used to measure these national culture dimensions are not 

related at the level of individuals." (Venaik & Brewer, 2013, p. 471) and that "“Scores on national 

dimensions cannot be used to predict the behavior of a particular individual.”" (Venaik & Brewer, 2013, p. 

473). Venaik and Brewer (2013) extend their argument by stating that they 

 

"…believe there is no logical or empirical basis for using the Hofstede and GLOBE 

national culture dimensions to characterize individuals separately, or grouped in any 

form other than as a total population in a country..." (Venaik & Brewer, 2013, p. 473). 

 

Further, Venaik and Brewer (2013) assess that the misuse of Hofstede's dimensions is caused by the fact 

that Hofstede himself uses his dimensions in the assessment of individuals or subgroups and argue that 

"…both Hofstede and GLOBE themselves interpret and use their dimensions as if they apply to individuals 

and organizations." (Venaik & Brewer, 2013, p. 478).  

 

McSweeney (2013) joins Baskerville (2003) and Venaik and Brewer (2013) in the criticism of Hofstede and 

argues that Hofstede's study is based on the ecological fallacy. According to McSweeney (2013), the 

ecological fallacy is built on the 

  

"…false assumption: that if a population (or other ecology) has, or is believed to have, or 

is calculated to have, a certain characteristic each of the members of that population, or 

its sub-populations, also have that characteristic." (McSweeney, 2013, p. 486) 

 



Signe Fjællegaard Jensen Master's Thesis 30.01.15 
 MCO - Multicultural Communication in Organizations 
 

Copenhagen Business School   Page 25 of 93 

McSweeney (2013) believes that studies conducted on the basis of Hofstede's dimensions and thereby the 

ecological fallacy will be flawed, which he bases on his argument that  

 

"Relationships identified at one level may be true of a lower level but alternatively they 

may be stronger or weaker at the lower level; they may not exist they may be different; 

or they may even be in the reverse direction." (McSweeney, 2013, p. 486). 

 

McSweeney (2013) expands his argument by contending that "Stereotyping national populations on the 

basis of an essentialized culture … is politically correct racism." (McSweeney, 2013, p. 486) and adds that "A 

“value” code replaces the “genetic” code as a partitioning criterion and explanation of difference." 

(McSweeney, 2013, p. 486). The argument is substantiated by McSweeney's (2013) insistence "…that 

downward determination of behaviour by national culture is untrue and implausible." (McSweeney, 2013, p. 

488). 

 

In addition to this criticism, McSweeney (2013) agrees with Venaik and Brewer (2013) by alleging that 

Hofstede is aware of the ecological fallacy, but that he himself is guilty of applying his work to areas that do 

not concern national cultures which are the intended research area of his study and that Hofstede 

therefore is part of diffusing this misunderstanding.  

 

Despite the fact that Hofstede and his cultural studies (National cultural dimensions) are highly criticized 

(Baskerville, 2003; Venaik & Brewer, 2013; McSweeney, 2013), his principles will still be applied in this 

study. This approach is chosen since no other cultural study proves itself more trustworthy and more 

applicable than Hofstede's.  

 

 

National culture's effect on CSR communication  

Knowledge of the national cultures in Denmark and in The United States combined with the knowledge of 

different strategies for CSR communication should make it possible to make presumptions about the CSR 

communication in these two countries.  

 

In Denmark, "Power is decentralized… Workplaces have a very informal atmosphere with direct and 

involving communication…" (Denmark) and in addition, "Danes are also known for using a very direct form 
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of communication." (Denmark). This combined with the argument that "Conflicts are resolved by 

compromise and negotiation…" (Denmark) and that "…Danes are known for their long discussions until 

consensus has been reached." (Denmark), argues for a more dialogic approach to CSR communication in 

Denmark. It seems plausible that Danish companies are dialogic in their approach to CSR communication, 

because they are using direct and involving communication in their workplace (Denmark) and since this can 

be expected to be transferred to the companies' stakeholders in terms of CSR communication. Moreover, 

the fact that Danish companies use compromise and negotiation to reach consensus (Denmark) appears to 

support the argument of Danish companies being dialogic in their approach to CSR communication, since it 

can also be expected that these values are transferable to CSR communication and that Danish companies 

therefore are willing to engage in negotiation with their stakeholders in order to reach consensus.  

 

On the other hand, in The United States, "…hierarchy is established for convenience..." (United States) and 

the society is "…based on the shared values that people should “strive to be the best they can be” and that 

“the winner takes all”." (United States). Through this, "…Americans will tend to display and talk freely about 

their “successes” and achievements in life." (United States). The above characteristics could be said to argue 

for a symbolic approach to CSR communication in American companies. The fact that hierarchy is 

established for convenience (United States) could argue for the symbolic approach, since hierarchy in the 

context of CSR communication could imply that employees are placed higher than stakeholders and 

therefore have the right to formulate the company's CSR initiatives and since it could be argued to be more 

convenient for the company not to include its stakeholders. Moreover, the "…'telling not listening'…"-

mentality (Morsing & Schultz, 2006, p. 326) of the Stakeholder information strategy seems to correspond to 

the American way of displaying and talking "…freely about their “successes” and achievements in life." 

(United States), since it could be argued that the Stakeholder information strategy is primarily about 

showing the company's achievements within the area of CSR. The fact that Americans "…“strive to be the 

best they can be”…" (United States) also argues for the symbolic approach, since this approach allows the 

companies to portray their CSR initiatives to the public and thereby also allows them to show how much 

good they do.  

 

From the above, another proposition to be investigated in the project can be formulated.  
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Proposition 3:  

Due to the focus on communication, dialogue, and consensus in Denmark, Danish CSR 

communication will appear dialogic, while American CSR communication will appear 

symbolic due to the values of striving to be the best and talking freely about successes.  

 

 

From theory to analysis  
 

 

With the two abovementioned studies and their theoretical background in mind, it seems interesting to 

look further into the comparison of Danish and American CSR communication. As stated above, the study 

by Matten and Moon (2008), which is grounded in the political-normative view (Scherer & Palazzo, 2011), 

argues for a transition in European CSR communication with the effect that it becomes more similar to 

American CSR communication. Likewise, Morsing, Midttun and Palmås (2007), taking their starting point in 

the instrumental view (Porter & Kramer, 2006), depict a turn in Scandinavian CSR communication to the 

business case approach (Morsing, Midttun, & Palmås, 2007), thereby also implying that it becomes more 

similar to the American CSR communication. A third view on CSR and CSR communication, i.e. the 

communicative view (Schultz, Castelló, & Morsing, 2013), has been presented above, but no comparative 

study of the Danish and the American CSR communication has yet been conducted with this view as point 

of departure. Therefore, such a study could be seen as a considerable contribution to the area of CSR 

research.   

 

Thus, with this research gap as motivation, this project will present a comparative study of the Danish and 

the American CSR communication with the communicative view on CSR (Schultz, Castelló, & Morsing, 2013) 

as its theoretical foundation.   

 

With the communicative view as its theoretical foundation, this study will look into the communicative and 

linguistic tools employed in the Danish and the American CSR communication in order to be able to 

compare the use of these between the two countries and to uncover any possible changes over time in 

both countries.  

 

In terms of communicative and linguistic tools and features, this project will look into the use of metaphors, 

the use of connotations, the use of speech acts, and the voice of the texts.  
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Metaphors 

Kövecses (2010, p. 4) defines metaphors as "…understanding one conceptual domain in terms of another 

conceptual domain.". Metaphors are used because  

 

"If we want to fully understand an abstract concept, we are better off using another 

concept that is more concrete, physical, or tangible than the abstract target concept for 

this purpose. Our experiences with the physical world serve as a natural and logical 

foundation for the comprehension of more abstract domains." (Kövecses, 2010, p. 7).   

 

Moreover, texts can appear more intense and real through the use of metaphors, since "You can make your 

language catchier by using stylistic figures such as metaphors … Which are linguistic features that have an 

intensifying effect on the content they are used to depict." [own translation] (Frederiksen, 2011, p. 127). 

This is backed by Kövecses (2010), who argues that we can use metaphors, when "…we wish to create some 

special effect in the listener or reader." (Kövecses, 2010, p. 78).  

 

In previous research, metaphors connected to CSR communication has been investigated, but not the same 

way as intended in this paper (Gond, Palazzo, & Basu, 2009). For example, Gond, Palazzo, and Basu (2009) 

do not look into metaphors used in CSR communication, but suggest their so-called 'mafia metaphor' to 

describe CSR communication in its entirety. That is, they argue that  

 

"…A corrupt but legitimate business firm and the Mafia might be seen as quite similar, 

sharing an extreme profit motive with significant overlaps in organizational cultures. The 

metaphor of the Mafia might in fact highlight potential moral pathologies that are 

embedded in mainstream economic theory and management behaviours." (Gond, 

Palazzo, & Basu, 2009, p. 58) 

 

Moreover, the existing metaphor of CSR initiatives being corporate citizenship has been investigated by 

Moon, Crane, and Matten (2005), who partly reject this metaphor. They argue that 

 

"We concur with them in that the metaphor of citizenship on grounds of legal and 

administrative status through the minimalist model is not appropriate for corporations. 

While corporations therefore 'are' not citizens (in the sense of status) we contend that 
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corporations could reasonably claim to act 'as if' they were metaphorically citizens in 

that their engagement in society resembles that of citizens." (Moon, Crane, & Matten, 

2005, p. 448) 

 

Again, this discussion of metaphors of CSR communication appears to be a discussion of CSR 

communication in its entirety rather than of individual metaphors used in this kind of communication.   

Instead, this paper aims to look into the number and kinds of metaphors applied in CSR communication. 

This new way of investigating the use of metaphors in CSR communication, can be said to add to the 

originality of this paper.   

 

From this and from the previous discussions, another proposition to be looked into can be formulated: 

 

Proposition 4: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will contain a higher number of metaphors 

compared to Danish CSR communication.  

 

 

Connotations 

According to Helder (2009), certain words can have positive or negative connotations. When a word has 

either a positive or a negative connotation, its means that the "…Connotation refers to the associations that 

are connected to a certain word or the emotional suggestions related to that word." (Helder, 2009, p. 130). 

Through the use of such connotations, "...a sender can choose a specific perspective…" (Helder, 2009, p. 

130) to portray to its audience. The use of connotations facilitates that the sender can portray a certain 

mood or attitude without explicit doing so (Helder, 2009).   

 

In terms of connotations, it appears that no previous research has been undertaken that can be compared 

to the approach aimed for in this project. With this being the case, this project will be a first mover in the 

area and will therefore, expectedly, be able to present new material that presumably will add to the 

existing knowledge about CSR communication. 

 

From the above, the following can be asserted:  
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Proposition 5: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will employ a larger number of words with 

positive and negative connotations compared to Danish CSR communication.   

 

 

Speech acts 

Yule (1996) argues that whenever people express something "…they perform actions via those utterances." 

(Yule, 1996, p. 47) and he classifies these actions via words as speech acts. Through the use of speech acts, 

"The speaker normally expects that his or her communicative intention will be recognized by the hearer." 

(Yule, 1996, p. 47). Yule (1996) further classifies speech acts into five subcategories based on "…the 

speaker's communicative intention in producing an utterance." (Yule, 1996, p. 47). The five categories are 

declarations, representatives, expressives, directives, and commisives (Yule, 1996). These are defined as 

follows:  

 

- "Declarations are those kinds of speech acts that change the world via their utterance… 

the speaker has to have a special institutional role, in a specific context, in order to 

perform a declaration appropriately." (Yule, 1996, p. 53) 

 

- "Representatives are those kinds of speech acts that state what the speaker believes to 

be the case or not… In using a representative, the speaker makes words fit the world." 

(Yule, 1996, p. 53) 

 

- "Expressives are those kinds of speech acts that state what the speaker feels. They 

express psychological states… In using an expressive, the speaker makes words fit the 

world (of feeling)." (Yule, 1996, pp. 53-54) 

 

- "Directives are those kinds of speech acts that speakers use to get someone else to do 

something. They express what the speaker wants… In using a directive, the speaker 

attempts to make the world fit the words (via the hearer)." (Yule, 1996, p. 54) 
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- "Commisives are those kinds of speech acts that speakers use to commit themselves to 

some future actions. They express what the speaker intends… In using a commissive, the 

speaker undertakes to make the world fit the words (via the speaker)." (Yule, 1996, p. 

54) 

 

In terms of previous research, the amount of research connecting CSR communication and speech acts is 

rather limited. With grounds in the CCO (communication constitutes organizations) perspective, 

Schoeneborn and Trittin (2013) argue that "…specific speech acts create accountability and commitment in 

the context of CSR." (Schoeneborn & Trittin, 2013, p. 193). In this connection, they further argue that 

"…certain forms of talk can be action and that certain speech acts (such as promises) can talk the 

communicative reality they speak of into being." (Schoeneborn & Trittin, 2013, p. 194). Despite of their 

conclusion that  

 

"…the CCO view invites us to differentiate between various speech acts within CSR 

communication and to examine to what extent such acts can compel an organization to 

give substance to the verbal commitments that such speech acts imply." (Schoeneborn & 

Trittin, 2013, p. 202), 

 

they never get to investigate the speech acts any further. Therefore, it is believed that this paper, with its 

focus on specific speech acts and their use in CSR communication, will add substantially to this specific 

research area.  

 

From this, the following proposition to be investigated in the project can be developed.  

 

Proposition 6: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will employ a larger number of speech acts 

compared to Danish CSR communication.   
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Voice of the text 

In terms of the voice of the text, active and passive sentence structures can be used strategically in order to 

convey a particular perspective in the text (Helder, 2009). Through the use of the active sentence structure, 

the sender can underline "...what the Doer has achieved (positive) or caused (negative)... In this way, focus 

is on the Doer." (Helder, 2009, p. 127). On the other hand, the passive sentence structure entails an 

increased focus on the affected (Helder, 2009). That is,  

 

"…if the sender wants to stress who 'the bad guys' are, he will choose passive 

constructions including the actor in the form of a by-phrase at the end. By appearing at 

the end of the sentence, the agent is given more prominence and the focus (topic) will be 

on what is affected by the actions of the Doer, i.e. the Affected." (Helder, 2009, p. 127).  

 

As with connotations, it has not been possible to uncover any previous research looking into the voice of 

the text in connection with CSR communication. Therefore, since this paper will be the first to investigate 

this area, it will be novel in its approach.  

 

The knowledge of the above-mentioned linguistic tool combined with the knowledge of national cultures 

and that of strategies to CSR communication, make it possible to develop yet another proposition to be 

examined in the project.  

 

Proposition 7: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will employ a larger number of active and 

passive sentences compared to Danish CSR communication.   
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Methodology  

 

 

Research design  
 

 

This study aims to present an analysis of Danish and American CSR communication in comparison in order 

for the project to contribute to the existing research within this area. By answering the above formulated 

research question and the associated propositions, the project will look into Danish and American CSR 

communication and the use of linguistics tools in the two. Through the analysis of these linguistic tools, the 

study will try to detect any changes over time in order to try to uncover if the Danish CSR communication is 

becoming more similar to its American counterpart as argued by existing studies (Morsing, Midttun, & 

Palmås, 2007; Matten & Moon, 2008). 

 

In order to be able to present an unambiguous and reliable study with appertaining results, this research 

will be conducted as a content analysis (Krippendorff, 2013). The approach of the content analysis 

(Krippendorff, 2013) was chosen as methodological foundation due to its approach to text analysis. First of 

all, "Content analysis entails a systematic reading of a body of texts…" (Krippendorff, 2013, p. 10) and 

moreover, it "…is a research technique for making replicable and valid inferences from texts (or other 

meaningful matter) to the contexts of their use." (Krippendorff, 2013, p. 24). Besides, "…content analysis is 

an empirically grounded method, exploratory in process, and predictive or inferential in intent." 

(Krippendorff, 2013, p. 1), which is exemplified in this study through the formulation of the propositions 

pertaining to the research question. That is, the propositions are predictive and inferential and through the 

analysis, i.e. the exploratory process, it is investigated whether or not these predictions and inferences are 

true. Finally, the fact that "…content analysis provides new insight… [and] increases a researcher's 

understanding of particular phenomena…" (Krippendorff, 2013, p. 24) seems to correspond to the 

objectives of this project.  

 

One of the premises of content analysis is its aim for validity and another is its aim for replicable research 

(Krippendorff, 2013). These premises entail a quest for quantitative results that are countable and 

measurable (Krippendorff, 2013). However, in contemporary content analysis the quest for complete 

quantification in research is being replaced by a quest for content analysis that is at the same time both 
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quantitative and qualitative in its approach (Krippendorff, 2013). In the present study this will also be the 

case. That is, this study will aim for results that are measurable and replicable, i.e. quantitative, but the 

search for these, i.e. the analysis, will be qualitative in its approach. To elaborate, this study presents an 

analysis in which the use of several linguistic tools is investigated and the aim of this analysis is to present 

the results numerically and graphically, i.e. quantitatively. However, the analysis itself will be qualitative, 

since it is conducted through the reading of texts. According to Krippendorff (2013), "Reading is 

fundamentally a qualitative process, even when it results in numerical accounts." (Krippendorff, 2013, p. 26) 

and "Ultimately, all reading of texts is qualitative, even when certain characteristics of a text are later 

converted into numbers." (Krippendorff, 2013, p. 22). Krippendorff (2013) upholds that despite the fact that 

computer programs are often used to conduct the analysis itself, which is also the case in this study, the 

analysis will still be qualitative in its approach since computer programs will only conduct the analyses 

based on the algorithms which the researcher defines. In the present study this is embodied by a number 

of linguistic tools being used as the codes for analysis. Through the use of these codes, a series of texts will 

be analyzed. Despite the development and the use of these codes, the application of them will be done 

through reading of the texts and this process will be qualitative, even though it will bring about numerical 

results that are quantitative.   

 

Moreover, even though the results of the analysis will be presented numerically and graphically, these, in 

order to answer the propositions and the research question, will additionally be presented and concluded 

upon in writing.  

 

To sum up, this project aims to present a content analysis that is both quantitative and qualitative in its 

approach. Quantification is aimed for through a thoroughly described methodology and research design 

that result in a valid and replicable study (Krippendorff, 2013). Moreover, the results of the analysis will be 

quantitative, since they will be presented numerically and graphically (Krippendorff, 2013). At the same 

time, however, the project is also qualitative, since the analysis will be conducted qualitatively through the 

reading of a number of texts (Krippendorff, 2013).    
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Case collection 
 

 

The choice of case companies for this project was thoroughly thought through. In order to be able to 

present a true and fair representation, it was important for the project to uncover case companies from the 

two countries that were as comparable as possible. Many factors were considered, but since the project's 

focus is CSR and CSR communication, it was decided that the case companies should be comparable in 

terms of their reputation in their respective countries. Therefore, it was chosen that the project should 

analyze material from the eight most reputable companies in Denmark and The United States, respectively. 

In order to uncover which companies met these demands, the Reputation Institute 

(http://www.reputationinstitute.com/) was consulted. Each year, the Reputation Institute releases reports 

conducted on the basis of its RepTrak® model, which is used for "…quantifying and analyzing reputation 

across stakeholders." (Measurement & Analytics). The Institute's reports on Denmark and The United 

States from 2013 were downloaded and through these, the case companies were identified. The eight most 

reputable companies in the respective countries are listed below:  

 
Denmark:  

1. Lego Group 
2. Novo Nordisk 
3. Danfoss 
4. A.P. Møller – Mærsk 
5. Google 
6. Grundfos 
7. Falck  
8. Carlsberg Group 

The United States: 
1. Walt Disney Company  
2. Intel  
3. Amazon.com  
4. Kraft  
5. UPS 
6. Johnson & Johnson 
7. General Mills 
8. John Deere   

 

However, besides the results from the reports, it was also considered where the different companies were 

founded, since it was considered important for the validity of the project that only companies founded in 

the respective countries were included as case companies. That is, only companies which are founded in 

The United States are included in this part of the analysis and only companies that are founded in Denmark 

are included in that part of the analysis. This means that Google, which is not founded in Denmark, cannot 

be included in the Danish data set. This left the project with a list of case companies presenting itself as 

follows: 
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Danish companies:  American companies: 
  

1. Lego Group  
(www.lego.com) 

1. Walt Disney Company 
(www.thewaltdisneycompany.com) 

2. Novo Nordisk  
(www.novonordisk.com) 

2. Intel  
(www.intc.com) 

3. Danfoss  
(www.danfoss.com) 

3. Amazon.com  
(www.amazon.com) 

4. A.P. Møller – Mærsk  
(www.maersk.com) 

4. Kraft 
(www.kraftfoodsgroup.com) 

5. Grundfos 
(www.grundfos.com) 

5. UPS 
(www.investors.ups.com) 

6. Falck  
(www.falck.com) 

6. Johnson & Johnson  
(www.investor.jnj.com) 

7. Carlsberg Group  
(www.carlsberggroup.com) 

7. General Mills  
(www.generalmills.com) 

8. Matas  
(www.investor.matas.dk) 

8. John Deere 
(www.deere.com)   

 

 

Data collection 
 

 

With the list of case companies as a starting point, it was chosen that the data set for the analysis in the 

project should be constituted by annual reports and press releases from each of the case companies. This 

choice was based on a desire to look into the case companies' communication about their CSR initiatives in 

communication other than their CSR strict communication. This choice was believed to make it possible for 

the project to investigate how the case companies communicate about their CSR initiatives in a broader 

context. Moreover, this data set was thought to present a more differentiated and true picture than e.g. 

the CSR reports of companies.  

 

In order for the project to be able to look into possible changes over time, it was decided that the data set 

should consist of annual reports and press releases from the years 2011, 2012, and 2013, i.e. from January 

1st, 2011 to December 31st, 2013. Moreover, this was decided in order for the project to attempt to uncover 

if and possibly how the Danish and the American CSR communication are becoming more similar over time. 
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The data, i.e. the annual reports and the press releases from each of the case companies, were extracted 

from the companies' websites (the URL's can be seen in parentheses after the names of the case companies 

in the above) and can be seen in Appendix 1 – 219 on the enclosed CD. 

 

As previously stated, the data set includes the case companies' annual reports and press releases from the 

years 2011, 2012, and 2013. In the annual reports, any parts in the content lists named with keywords 

associated with CSR were analyzed. A list of such keywords has been developed by Robert Strand (2013) 

and this list, which can be seen below, helped decide which parts of the annual reports to analyze. In terms 

of press releases issued by the companies in the period January 1st, 2011 to December 31st, 2013, each 

company released a considerable amount. Therefore, only press releases with keywords associated with 

CSR in their headings were included in the data set. The list of such keywords presented by Robert Strand 

(2013) was applied in this process of selecting the press releases from each case company too. 

 

 

Category Keywords 

CSR strict 
Corporate Social Responsibility, CSR, Corporate Responsibility, CR, Social 
Responsibility 

CSR synonyms  
Sustainability, Sustainable, Citizenship, Ethics, Stakeholder, Triple Bottom 
Line, Stewardship  

Compliance & compliance 
related terms 

Compliance, Governance, Business Conduct 

CSR related terms 
Health, Safety, Environment, Community, Diversity, Inclusion, External 
Relations, External Affairs, Philanthropy, Green, Renewable 

None  No keywords found 

Table 1: Keywords associated with CSR (Strand, 2013, p. 725) 

 

 

From the above considerations, the data set for the project presented itself as depicted below.  
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Source Annual Report Press Release All 

Danish companies    

Lego 3 2 5 

Novo Nordisk 3 1 4 

Danfoss 3 0** 3 

A.P. Møller Mærsk 3 1 4 

Grundfos 3 7 10 

Falck 3 3 6 

Carlsberg 3 1 4 

Matas 3 0** 3 

American companies    

The Walt Disney Company 3 6 9 

Intel 3 48 51 

Amazon.com 3 0 3 

Kraft  2* 2** 4 

UPS 3 43 46 

Johnson & Johnson 3 42 45 

General Mills 3 15*** 18 

John Deere 3 1 4 

Total 47 172 219 

* Kraft has only annual reports from the years 2012 and 2013 available on their homepage. 

** These companies have only press releases from the year 2013 available on their homepages.  

*** General Mills has only press releases from the years 2012 and 2013 available on their homepage. 

Table 2: Data set 

 

 

  



Signe Fjællegaard Jensen Master's Thesis 30.01.15 
 MCO - Multicultural Communication in Organizations 
 

Copenhagen Business School   Page 39 of 93 

 

Data analysis 
 

 

For the analysis, the electronic program Nvivo 10, developed by QSR International 

(http://www.qsrinternational.com/), was deployed. The program supported the research aspired by this 

project by offering tools for analysis. For a more thorough presentation of the program, please visit 

http://www.qsrinternational.com/products_nvivo.aspx. By employing Nvivo, the project investigated the 

use of the linguistic tools in Danish and American CSR communication and, at the same time, tried to 

uncover if this use had changed over time. Each text in the data set was analyzed in an attempt to uncover 

the use of metaphors, connotations, speech acts, and the voice of the text. Through the use of Nvivo, it was 

possible for the project to detect which kind of speech acts were used in Danish and American CSR 

communication, respectively, and how the voice of the text was used in the two. Moreover, Nvivo allowed 

for the project to uncover the amount of metaphors used and for it to look into the utilization of positive 

and negative connotations in both the American and the Danish CSR communication. As a beneficial 

feature, Nvivo made it possible for the project to present the results of the analysis graphically in order to 

increase the comprehension of these.  

 

The coding structure presented below was developed and used to analyze the empirical data through the 

use of Nvivo. The coding structure was developed based on the theory section of the project, but was open 

to additions and corrections during the process of analysis. It was expected that the analysis, through the 

investigation of the empirical data, might uncover unforeseen elements that would entail a change in the 

coding structure. However, despite the fact that the analysis presented highly unexpected results, the 

coding structure remained unchanged throughout the analysis.  

 

 

Code Subcode Examples 

Connotations   

 Positive connotations 
"Code of Business Conduct and Ethics", "participate", 
"improve", "volunteering", "healthy".* 

 Negative connotations 
"battle", "hunger", "critical", "wrongdoing", "code 
violations".* 

Metaphors  - 
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Speech acts   

 Commissives 

"The Carlsberg Group is committed to conducting its 
operations in a socially and environmentally responsible 
way", "We will work towards reducing the weight or 
thickness of packaging materials and collaborate with 
our suppliers to reduce our carbon footprint", "We will 
continue our efforts to reach our targets for water and 
energy efficiency".* 

 Declarations - 

 Directives - 

 Expressives - 

 Representatives 

"These principles have guided us over the years and 
continue to set the tone of integrity for the entire 
Company. At all levels, the employees of 
Johnson&Johnson are committed to the ethical principles 
embodied in Our Credo and these principles have been 
woven into the fabric of the Company.", "UPS helps drive 
positive change for organizations and communities in 
need across the globe.", "Our vast research expertise 
provides significant opportunities to continuously 
improve the Group’s environmental impact through the 
development of new solutions and the use of alternative 
raw materials and new processes and products.".* 

Voice of the text   

 Active sentence 

"In 2011, we contributed $28 million in product donations 
to Feeding America®, the nation’s largest network of food 
banks, and other hunger relief agencies.", "we work to 
make the world a better place.", "We pursue sustainable 
business practices worldwide through operational 
efficiency, fleet advances, facility engineering projects 
and conservation enabling technology and service 
offerings.".* 

 Passive sentence 

"In 2011, we were recognised for our environmental 
achievements by the Newsweek Green Ranking.", 
"General Mills has been named to the Dow Jones 
Sustainability North America Index by S&P Dow Jones 
Indices". * 

*See Appendix 220 – 226 for a full presentation of the results of the analysis.  

Table 3: Coding structure 

 

With regards to the codes containing subcodes, only the subcodes were applied in the process of analysis, 

since only the subcodes provide the necessary insights into the empirical data.  
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First, all the annual reports from both the Danish and the American companies were retrieved and 

analyzed, and thereafter the press releases from the case companies in both countries were retrieved and 

analyzed the same way as the annual reports had been.  
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Results 

 

 

The following will look into the results of the analysis of the annual reports and the press releases from the 

Danish and the American case companies. In order to increase comprehension and for enhancement of 

transparency, the results of the analysis will be presented in tables and graphs.  

 

In the next, the findings from the analysis will be presented on the basis of the individual propositions 

developed in the theory section of this project. The propositions with their pertaining results will be 

presented one at the time. Propositions 4-7 and their pertaining results will be presented first, as the 

conclusions to these propositions will be used to build the conclusions to propositions 1 to 3. Propositions 

1-3 will be presented in the sequence 3, 2, 1.  

 

 

Proposition 4 
 

 

Proposition 4: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will contain a higher number of metaphors 

compared to Danish CSR communication.  

 

The analysis of the annual reports and the press releases from both the Danish and the American 

companies revealed that none of the companies, neither Danish nor American, employed any metaphors in 

their CSR communication. This was highly unexpected, especially with regards to the American CSR 

communication, which was expected to contain more metaphors than the Danish CSR communication due 

to its symbolic nature. Prior to the analysis, it was expected that several different metaphors would be 

employed in the CSR communication, from both the Danish and the American companies, in order for the 

companies to portray their CSR efforts in more easily understandable terms (Kövecses, 2010), and for the 

communication to be more catchy and more intense (Frederiksen, 2011).  

 



Signe Fjællegaard Jensen Master's Thesis 30.01.15 
 MCO - Multicultural Communication in Organizations 
 

Copenhagen Business School   Page 43 of 93 

This part of the analysis as related to Proposition 4 leaves questions as to why the results turned out so 

different from what was expected. The empirical data used for the analysis is constituted by annual reports 

and press releases and this might be part of the explanation for the 'lack of' metaphors. It seems that this 

type of communication about CSR initiatives is used primarily to communicate the results and the effects of 

already initiated CSR efforts. That is, this type of communication is more focused on portraying the positive 

effects of CSR initiatives, what has been done in the past, than on portraying what to do in the future. This 

focus on results that have already been obtained could be argued to entail a language not employing 

metaphors, since the results should be able to speak for themselves and do not need to be communicated 

through a metaphor to be understood by the reader. Moreover, it could be argued that the annual reports 

and the press releases used as empirical data in the project are constructed with a rather high formality 

level (Helder, 2009), since these kinds of communication are aimed primarily at investors and the press. The 

senders of this communication, i.e. the Danish and the American case companies, have no direct personal 

relationship to the receivers of this communication, i.e. their investors and the press, and this requires that 

the communication of the companies are constructed with a higher formality level (Helder, 2009). This 

possibly higher formality level could be assumed to result in a more limited use of metaphors than 

expected, since it could be argued that an extensive use of metaphors would decrease the formality level of 

the texts in question.  

 

Since the results of the analysis presented themselves as they did, it is not possible for the project to 

describe the development over time in CSR communication with regards to metaphors as a linguistic tool. 

Likewise, with regards to metaphors, it is neither possible for the project to determine if the Danish CSR 

communication is becoming more similar to its American counterpart as suspected.  

 

 

Proposition 5 
 

 

Proposition 5: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will employ a larger number of words with 

positive and negative connotations compared to Danish CSR communication.   
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With regards to words with positive and negative connotations, the results of the analysis of the Danish and 

the American CSR communication present themselves as follows.  

 

Negative connotations: 

American 2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 4 16 2 11 2 19 8 46 

Press Releases 40 442 41 487 38 397 119 1326 

Total 44 458 43 498 40 416 127 1372 

         Danish 2011 2012 2013 Total 

 
Sources References Sources  References Sources References Sources References 

Annual Reports 6 393 5 414 6 292 17 1099 

Press Releases 7 36 2 10 3 36 12 82 

Total 13 429 7 424 9 328 29 1182 

Table 4: Negative connotations 

 

 

 

  

Figure 1: Negative connotations 
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Positive connotations: 

American  2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 6 300 5 149 5 171 16 620 

Press Releases 55 3663 56 3973 46 3538 157 11174 

Total 61 3963 61 4122 51 3709 173 11794 

         Danish 2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 6 2349 6 2105 6 2028 18 6482 

Press Releases 9 354 2 46 4 245 15 645 

Total 15 2703 8 2161 10 2273 33 7127 

Table 5: Positive connotations 

 

 

As depicted by the above tables and graphs, the analysis of the CSR communication from the Danish and 

the American case companies uncovers that in total for the years 2011-2013, the American communication 

employs 1,372 words with negative connotations in 127 sources (about 11 per source), while the Danish 

communication in 29 sources employs 1,182 words with negative connotations (about 41 per source). On 

the other hand, in terms of positive connotations, the American communication in 173 sources employs 

Figure 2: Positive connotations 
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11,794 words with positive connotations (about 68 per source) and the Danish communication employs 

7,127 words with positive connotations in 33 sources (about 216 per source).  

 

Especially the Danish annual reports stand out compared to the American communication. In total for the 

years 2011-2013, the American annual reports employ 46 words with negative connotations in 8 sources 

(about 6 per source). Correspondingly, the Danish annual reports employ 1099 words with negative 

connotations in 17 sources (about 65 per source). American annual reports employ 620 words with positive 

connotations in 16 sources (about 39 per source), while the Danish annual reports employ 6482 words with 

positive connotations in 18 sources (about 360 per source). This will be further commented on in the 

section following proposition 7. 

 

In terms of both positive and negative connotations, these results reveal that, with the number of sources 

taken into consideration, the Danish CSR communication contains a far more extensive amount of words 

with both positive and negative connotations than the American communication does.  

 

Regarding development over time, the results of the analysis illustrate that the number of Danish annual 

reports employing words with positive and negative connotations is more or less stable. However, it seems 

that the number of words with positive and negative connotations in the Danish annual reports is 

decreasing. The results are somewhat fluctuating for the number of words with negative connotations, but 

seems overall to be decreasing.  

With regards to the American annual reports, it is not possible to conclude on the development over time 

concerning the use of words with negative connotations, since both the number of reports and the number 

of words with negative connotations are rather fluctuating. However, as with the Danish annual reports, it 

seems that the use of words with positive connotations in the American annual reports is also decreasing 

over time.  

In terms of the press releases, both Danish and American, it appears harder to conclude on the results 

presenting themselves from the analysis. Both the numbers of press releases employing words with 

positive and negative connotations and the numbers of words with positive and negative connotations 

employed are rather fluctuating and there are great deviations from year to year. Therefore, no clear 

picture of the development over time renders visible. This will be further commented on in the section 

following proposition 7. 
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To sum up, the allegations set forth in proposition 5 can be said to be not true. Actually, the contrary to 

what was expected appeared as the result of the analysis. That is, the Danish CSR communication turned 

out to employ a larger number of words with positive and negative connotations compared to its American 

counterpart.  

 

 

Proposition 6 
 

 

Proposition 6: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will employ a larger number of speech acts 

compared to Danish CSR communication.   

 

In terms of the use of speech acts, the results of the analysis of the Danish and the American CSR 

communication present themselves as follows.  

 

Commissives: 

American 2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 0 0 0 0 0 0 0 0 

Press Releases 3 3 3 3 6 8 12 14 

Total 3 3 3 3 6 8 12 14 

         Danish 2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 6 40 6 40 3 6 15 86 

Press Releases 2 2 0 0 0 0 2 2 

Total 8 42 6 40 3 6 12 14 

Table 6: Commissives 
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Representatives: 

American 2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 3 6 1 3 1 4 5 13 

Press Releases 15 39 8 14 15 29 38 82 

Total 18 45 9 17 16 33 43 95 

         Danish 2011 2012 2013 Total 

  Sources References Sources References Sources References Sources References 

Annual Reports 6 47 6 19 4 16 16 82 

Press Releases 6 9 0 0 2 4 8 13 

Total 12 56 6 19 6 20 24 95 

Table 7: Representatives 

 

Figure 3: Commissives 
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As illustrated by the preceding tables and graphs, commissives (Yule, 1996) and representatives (Yule, 

1996) are the only speech acts identified through the analysis of the empirical data. With regards to 

commissives, the American part of the data set employs 14 commissives in 12 sources (about 1 per source) 

in the years 2011-2013, while the Danish part of the data set contains 88 commissives in 17 sources (about 

5 per source). Next, when looking into representatives, it appears from the analysis that the American 

communication uses 95 representatives in 43 sources (about 2 per source), as the Danish communication 

employs 95 representatives in 24 sources (about 4 per source).  

 

Again, it is particularly the Danish annual reports that make the Danish CSR communication stand out 

compared to the American. The Danish annual reports employ 86 commissives in 15 sources (about 6 per 

source) compared to 0 commissives in the American annual reports. In terms of representatives, the Danish 

annual reports contain 82 representatives in 16 sources (about 5 per source), while the American annual 

reports contain 13 representatives in 5 sources (about 3 per source).  

 

With regards to press releases, the American data set employs commissives and representatives in a larger 

number of sources, but with the number of sources taken into account, there is no noticeable difference 

between the Danish and the American communication in their employment of the two. This will be further 

commented on in the section following proposition 7. 

Figure 4: Representatives 
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That is, these results portray that the Danish CSR communication employs speech acts, i.e. commissives and 

representatives, to a further extent than does its American counterpart.  

 

When looking into the development over time, it appears that the number of Danish sources employing 

speech acts, i.e. commissives and representatives, decreases during the course of the years 2011-2013, and 

so does the number of commissives and representatives employed. The American communication is harder 

to conclude from, since the results are rather fluctuating. The American press releases appear to contain an 

increasing number of commissives over the years, while the American annual reports contain none at all. 

On the other hand, the number of representatives used in both the American press releases and the 

American annual reports seems to be decreasing, as are the number of press releases containing them. The 

number of American annual reports containing representatives is fluctuating, and therefore it is not 

possible to conclude on this development during the years 2011-2013. All in all, it seems that the use of 

speech acts, i.e. commissives and representatives is decreasing through the years 2011-2013 for both the 

Danish and the American CSR communication. This will be further commented on in the section following 

proposition 7. 

 

Conclusively, the claims of proposition 6 have been rebutted by the results of the analysis of the empirical 

data. The results presented themselves quite differently from what was expected, as the Danish CSR 

communication employed more speech acts than the American communication.  

 

 

Proposition 7 
 

 

Proposition 7: 

Since American CSR communication is symbolic and Danish CSR communication is 

dialogic, American CSR communication will employ a larger number of active and 

passive sentences compared to Danish CSR communication.   

 

The results, regarding the voice of the text, of the analysis of the Danish and the American CSR 

communication present themselves as illustrated below.  
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Active sentences: 

American 2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 3 10 1 5 1 7 5 22 

Press Releases 25 81 18 56 26 81 69 218 

Total 28 91 19 61 27 88 74 240 

         Danish 2011 2012 2013 Total 

  Sources References Sources References Sources References Sources References 

Annual Reports 6 123 6 94 5 74 17 291 

Press Releases 5 12 1 5 4 17 10 34 

Total 11 135 7 99 9 91 27 325 

Table 8: Active sentences 

 

 

  

Figure 5: Active Sentences 
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Passive sentences: 

American 2011 2012 2013 Total 

  Sources References Sources  References Sources References Sources References 

Annual Reports 0 0 0 0 0 0 0 0 

Press Releases 0 0 0 0 1 1 1 1 

Total 0 0 0 0 1 1 1 1 

         Danish 2011 2012 2013 Total 

  Sources References Sources References Sources References Sources References 

Annual Reports 1 2 0 0 0 0 1 2 

Press Releases 0 0 0 0 0 0 0 0 

Total 1 2 0 0 0 0 1 2 

Table 9: Passive sentences 

 

 

The foregoing tables and graphs portray how the Danish and the American CSR communication employ the 

linguistic tool 'voice of the text', i.e. active and passive sentences. By the graphs it is shown that the 

American communication in total for the years 2011-2013 contains 240 active sentences in 74 sources 

(about 3 per source), while the Danish communication in the same period employs 325 active sentences in 

27 sources (about 12 per source).  

 

Figure 6: Passive Sentences 
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With regards to passive sentences, the number of these identified in both the American and the Danish 

communication is so diminutive that this part of the analysis seems insignificant for the conclusions of the 

project. That is, in total, one passive sentence is identified in the American communication, while two are 

identified in the Danish. It is presumed that this diminutive use of passive sentences is caused by the focus 

entailed by these (Helder, 2009). That is, passive sentences entail an increased focus on whom or what is 

affected by the doer (Helder, 2009) and this can be considered not to be desirable for this type of 

communication, where a focus on the doer's achievements, as brought about by active sentences (Helder, 

2009), is preferable. This is assumed to be the reason for the diminutive use of this type of sentences. 

Therefore, in the following, no further comments will be made on the use of passive sentences. 

 

As with the other linguistic tools, it seems that it is the Danish annual reports that constitute the big 

difference. In the years 2011-2013, the Danish press releases contain 34 active sentences in 10 sources 

(about 3 per source), as the American press releases contain 218 active sentences in 69 sources (about 3 

per source). That is, this amounts to roughly 3 in each source for both the Danish and the American 

communication. On the other hand, the Danish annual reports contain 291 active sentences in 17 sources 

(about  17 per source), while the American annual reports contain 22 active sentences in 5 sources (about 4 

per source), which portrays that the Danish annual reports employ active sentences to a far greater extent 

than the American annual reports. This will be further commented on in the section following this 

proposition. 

 

That is to say, in total, the Danish CSR communication employs more active sentences than does its 

American counterpart with the Danish annual reports constituting the difference.  

 

During the course of the years 2011-2013, it seems interesting to look into the changes in the use of active 

sentences in the Danish CSR communication compared to the American CSR communication. The American 

development is rather hard to conclude from, since the results are quite fluctuating. From 2011 to 2012 

both the number of sources and the number of active sentences employed decrease, but then from 2012 

to 2013 the numbers rise to about their previous levels. Conversely, when looking at the Danish 

communication, these results also portray a somewhat inconsistent picture. However, it appears that the 

number of sources employing active sentences is decreasing, while the number of active sentences 

employed in each source seems to be rather consistent. This will be further commented on in the section 

following this proposition. 
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In brief, the assertions presented by proposition 7, i.e. that the American CSR communication employs a 

larger number of active and passive sentences compared to the Danish CSR communication, is proven 

faulty by the results of the conducted analysis. In contrast to what was expected, the analysis proved that 

the Danish CSR communication in fact employs a larger number of active sentences than does the American 

CSR communication. The number of passive sentences identified through the analysis turned out to be so 

minor that it proved itself insignificant to the project.   

 

 

Comments to propositions 5-7  
 

 

In propositions 5-7 two tendencies seem to recur. That is, it appears from the propositions that it is hard to 

conclude on the development over time due to fluctuations in the data, and that the Danish annual reports 

stand out in the employment of the linguistic tools as compared to the American annual reports in the data 

set. These two tendencies will be commented on in the following.  

 

The fluctuations of the data, which make conclusions on the development over time difficult, can be argued 

to be caused by a rather restricted data set. The data set includes data from the years 2011-2013, i.e. three 

years, and therefore a fluctuation in the results from one year can make the results of the entire data set 

appear fluctuating and therefore hard to conclude upon. This seems to account to all the fluctuations 

identified in propositions 5-7. Each fluctuation could be looked further into, but this is not considered 

relevant to the project, since the preceding seems to provide reason enough.  

 

With regards to the Danish annual reports, which employ a larger amount of each of the linguistic tools 

investigated in the project as compared to the American annual reports, it appears that this difference 

could maybe be explained by differences in national law. That is, without having looked into the Danish and 

the American national laws regarding annual reports, it is suspected that these have an influence on the 

design of the annual reports and therefore also on the use of the linguistic tools investigated in the project.  

 

The above is believed to account for the two tendencies uncovered in propositions 5-7 and is considered to 

explain the reasons for the recurrence of these tendencies.  
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Proposition 3 
 

 

Proposition 3:  

Due to the focus on communication, dialogue, and consensus in Denmark, Danish CSR 

communication will appear dialogic, while American CSR communication will appear 

symbolic due to the values of striving to be the best and talking freely about successes.  

 

In the theory section of this project, a symbolic/dialogic distinction of approaches to CSR communication 

was developed. The two lines of approaches were connected to the national cultures of Denmark and 

America, respectively. The theoretical work undertaken in the development of this distinction still seems 

plausible and well substantiated with its point of departure in academically acknowledged theory about 

CSR communication (Morsing & Schultz, 2006) and academically acknowledged theory about national 

cultures (National cultural dimensions). That is, the Danish and the American scores on the Power Distance, 

the Individualism vs. Collectivism, the Masculinity vs. Femininity, and the Uncertainty Avoidance 

dimensions (National cultural dimensions), respectively, can be argued to substantiate this distinction of 

CSR communication in the two countries.  Moreover, no findings in the project provide reason to reject the 

idea of a symbolic/dialogic distinction and the hypothesis that the American CSR communication is 

symbolic, while the Danish CSR communication is dialogic.  

 

However, the supposition that the American symbolic approach would entail an increased use of the 

linguistic tools compared to the Danish dialogic approach has been proved incorrect by the results of the 

analysis of the project's empirical data. On the contrary, the analysis made evident that the Danish CSR 

communication employed linguistic tools to a higher degree than did the American CSR communication. As 

illustrated by the above investigations of proposition 4-7, this turned out to be the case for each of the 

linguistic tools investigated in the project. From this, it can be inferred that the dialogic approach to CSR 

communication, as opposed to what was expected, employs linguistic tools to a higher degree than does 

the symbolic approach to CSR communication. This can be presumed to also apply to other linguistic tools 

not investigated in the project.    
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The faulty assumption that the symbolic approach to CSR communication would employ linguistic tools to a 

higher degree than the dialogic approach was prompted by a belief that companies practicing the symbolic 

approach needed the increased use of linguistic tools in order to convince their stakeholders of the 

propriety of their CSR communication. That is, the CSR communication is expected to be the companies' 

only way of engaging their stakeholders in their approaches to CSR and therefore it was expected that they 

would employ all conceivable measures to portray their CSR initiatives in a flattering and convincing 

manner. On the other hand, by engaging in dialogue with its stakeholder, companies practicing the dialogic 

approach were expected not to need, and therefore not employ to the same extent, the presumably 

positive effects following from the use of the linguistic tools, since the stakeholders of the companies are 

expected to be included in the process of formulating and acting on CSR initiatives in other ways than 

through the CSR communication.  

 

From the above, it can be summarized that the allegations of proposition 3 are considered to be true. That 

is, Danish CSR communication is considered to be dialogic in its approach, while American CSR 

communication is considered to be symbolic. However, the conviction that the symbolic approach would 

entail an increased use of linguistic tools has been dismissed by the analysis of this project, since the results 

of the analysis shed light over the fact that the dialogic approach did in fact employ linguistic tools to a 

further extent.  

 

 

Proposition 2 
 

 

Proposition 2:  

Since The United States scores higher on Power Distance, Individualism vs. Collectivism, 

Masculinity vs. Femininity, and Uncertainty Avoidance compared to Denmark, CSR 

communication from companies in Denmark and The United States will appear different. 

 

As proven by the above investigations of propositions 4-7, Danish CSR communication, with the number of 

sources taken into account, employs linguistic tools to a greater extent than its American counterpart. This 

obtains for words with positive and negative connotations, speech acts, i.e. commissives and 

representatives, and active sentences. In total for the years 2011-2013, the linguistic tools are identified 
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13,516 times in the 180 sources (about 75 per source) constituting the American data set, whereas they are 

identified 8,745 times in the 39 sources (about 224 per source) constituting the Danish data set. These 

results increase recognition of the assertion that the Danish CSR communication employs linguistic tools to 

a greater extent than American CSR communication, as they illustrate that there in average is identified 75 

uses of the linguistic tools in each of the sources in the American data set, whereas there are identified 224 

uses in each of the sources in the Danish data set. That is, the use of the linguistic tools in Danish and 

American CSR communication, respectively, can be said to be part of making the CSR communication from 

the two countries appear different.  

 

Another feature to look into is the number of press releases on the subject of CSR initiatives. The press 

releases incorporated in the data set are chosen based on their heading, i.e. only press releases with 

keywords associated with CSR (Strand, 2013) in their heading are included in the data set. The numbers of 

Danish and American press releases, respectively, differ considerably. As portrayed in the methodology 

section of this project, 15 press releases are incorporated in the Danish part of the data set, compared to 

157 press releases in the American part of the data set. To be exact, over the course of the years 2011-

2013, the eight Danish case companies published 15 press releases with keywords associated with CSR 

(Strand, 2013) in their heading, whereas the eight American case companies published 157 press releases 

with keywords associated with CSR (Strand, 2013) in their heading. That is, the American case companies 

publish about ten times more press releases about CSR issues than the Danish case companies do. This can 

be said to be a feature that makes CSR communication from Danish and American companies appear 

different.  

 

Finally, the inferences made from the results pertaining to proposition 4-7 leave another interesting point 

related to the different appearances of Danish and American CSR communication. From the look into the 

results pertaining to these propositions, it becomes evident that the Danish annual reports employ 

linguistic tools to a far greater extent than the American annual reports do. This manifests itself for both 

positive and negative connotations, speech acts, and the use of active and passive sentences.  

With regards to negative connotations, American annual reports employ 46 words with negative 

connotations in 8 sources (about 6 per source), as the Danish annual reports employ 1099 words with 

negative connotations in 17 sources (about 65 per source).  

On the other hand, American annual reports employ 620 words with positive connotations in 16 sources 

(about 39 per source), while the Danish annual reports employ 6482 words with positive connotations in 18 

sources (about 360 per source).  
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The same picture emerges when looking into speech acts, as the Danish annual reports employ 86 

commissives in 15 sources (about 6 per source) and 82 representatives in 16 sources (about 5 per source), 

compared to 13 representatives in 5 sources (about 3 per source) and 0 commissives in the American 

annual reports.  

Lastly, the Danish annual reports contain 291 active sentences in 17 sources (about 17 per source), while 

the American annual reports contain 22 active sentences in 5 sources (about 4 per source).  

These results indicate that the number of American annual reports employing the linguistic tools is lower 

than the number of Danish annual reports employing the same tools. At the same time, the number of 

references to the linguistic tools employed in the American annual reports is lower than the number of 

references to linguistic tools employed in the Danish annual reports. This makes it evident that the use of 

linguistic tools in the annual reports does indeed leave the Danish and the American CSR communication 

appearing differently.  

 

To sum up, the total use of linguistic tools in Danish and American corporate communication about CSR 

initiatives, the number of press releases on the subject of CSR initiatives, and the use of linguistic tools in 

the Danish and the American annual reports, respectively, leave Danish and American CSR communication 

appearing differently. It is suspected that this is caused by the cultural differences uncovered in the theory 

section of this project, as these can be argued to lead to different cultural expectations to CSR 

communication.  

 

 

Proposition 1 
 

 

Proposition 1:  

Due to increased globalization, Danish CSR communication is becoming more similar to 

its American counterpart.  

 

In the previous discussions of propositions 5-7, the development over time was also commented on and it 

seems that the inferences made from these discussions are useful when looking into proposition 1.  

 

First, with regards to proposition 5 and words with positive and negative connotations, it appeared that the 

numbers presenting themselves as results of the analysis were rather fluctuating and therefore hard to 
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conclude upon. From the Danish part of the data set, it appeared that a development in the press releases 

could not be traced, while the Danish annual reports were consistent in the number of sources employing 

words with positive and negative connotations, but the number of connotations employed in each source 

decreased during the years 2011-2013. About the same manifested itself for the American part of the data 

set, i.e. the development in the press releases could not be concluded upon, but the use of words with 

positive connotations in the American annual reports were decreasing during 2011-2013.  

 

Secondly, as for proposition 6 and speech acts, the number of Danish sources employing these decreased a 

long with the number of speech acts used in each source. The results of the analysis pertaining to the 

American part of the data set are again hard to draw conclusions from as the results are rather fluctuating, 

but it appears that there is a tendency for the number of sources employing speech acts and the number of 

speech acts employed in each source to be decreasing.  

 

Finally, when looking at proposition 7 and active sentences, the results of the analysis are, again, hard to 

conclude on. This accounts to the results regarding both the Danish and the American part of the data set. 

However, there might be a slight tendency for the number of sources, both Danish and American, 

employing active sentences to decrease.  

 

The abovementioned findings related to propositions 4-7 are not clear. Nonetheless, it appears that there is 

tendency for the number of sources employing the investigated linguistic tools to decrease just as it 

appears that the number of times each linguistic tool is employed in the sources is decreasing. This 

accounts for both the American and the Danish part of the data set.  

 

Connecting the above findings to the allegations set forth in proposition 1, leaves the impression that the 

Danish CSR communication, through the reduction in the number of sources employing the linguistic tools 

and the reduction in the number of times each linguistic tool is employed in the sources, is in fact 

approaching its American counterpart. However, it is interesting that the same development seems to 

account for the American CSR communication too, i.e. the American CSR communication also appears to be 

reducing the number of sources employing the linguistic tools in question and the number of times each 

linguistic tool is employed in the sources. This could be argued to raise the issue if the tendency might be a 

question of a global trend rather than an Americanization as suspected by the project, but this lies without 

the scope of this research. Despite the fact that the Danish CSR communication appears to be approaching 

its American counterpart, the differences in the employment of the linguistic tools are still considerable and 
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the evidence presenting itself from the analysis of the empirical data does not seem to suggest that the 

Danish and the American CSR communication will become similar in its written expression any time soon. 

This assertion also stems from the fact that the Danish and the American annual reports are so different in 

their approach to CSR communication and from the fact that the American use of press releases to report 

on CSR initiatives is far more extensive than the Danish use. That is, resemblance between Danish and 

American CSR communication seems to lie, if at all, many years ahead.  
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Conclusion 

 

With its point of departure in literature arguing that Danish CSR communication is becoming more similar 

to its American counterpart (Morsing, Midttun, & Palmås, 2007; Matten & Moon, 2008), this project looked 

into the use of linguistic tools in annual reports and press releases from eight Danish and eight American 

companies, which were selected based on their reputation in their home country. In order to be able to 

investigate the development over time, the data set included data from the years 2011-2013.  

 

To begin with, through the examination of previous academic work on CSR communication (Morsing & 

Schultz, 2006) and on national differences (National cultural dimensions), a symbolic/dialogic distinction of 

CSR communication was developed to distinguish the Danish and the American CSR communication. Due to 

different scores on a number of cultural dimensions (National cultural dimensions), it was proposed that 

the American CSR communication is symbolic, while the Danish CSR communication is dialogic.  

 

The analysis concluded that the symbolic/dialogic distinction stood up to scrutiny, but that the assumption 

that the symbolic approach would entail an extended use of the linguistic tools was faulty. That is, through 

the use of Nvivo, the analysis undertaken in the project revealed highly surprising results. It was expected 

that the American CSR communication, symbolic in its approach, would employ linguistic tools to larger 

extent than the dialogic Danish CSR communication. On the contrary, it was proven that the Danish CSR 

communication did in fact contain a larger number of each of the linguistic tools investigated in the 

analysis. This accounts for all the linguistic tools examined, i.e. positive and negative connotations, speech 

acts, and active and passive sentences.  

 

Through the analysis it was also uncovered that the American case companies issued a rather large amount 

of press releases on the subject of CSR as compared to the Danish case companies. Moreover, it was also 

uncovered that the Danish annual reports, in particular, stand out in the employment of the linguistic tools 

as the number of times each linguistic tool was employed is considerably higher than in the American 

annual reports. It was suggested that this difference could be caused by differences in national laws 

regarding annual reports.  

 

With regards to the development over time in the use of the linguistic tools, the results presenting 

themselves from the analysis were rather fluctuating and therefore difficult to conclude from. It was 

implied that these fluctuations could be caused by a rather restricted data set only including data from 
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three years. However, it was concluded that the use of the linguistic tools were decreasing over time in 

both the American and the Danish CSR communication. This could imply that the Danish communication 

might be approaching its American counterpart, but the project concluded that resemblance between the 

two lies, if at all, many years ahead. Finally, the project raised the question if this tendency to employ the 

linguistic tools to a smaller extent might be more of a question of a global tendency rather than a question 

of Americanization as suspected by the project. 

 

Conclusively, this project derived that American CSR communication is symbolic in its approach, while 

Danish CSR communication is dialogic. Moreover, it was concluded that the American case companies 

issued a greater amount of press releases on the subject of CSR communication as compared to the Danish 

case companies. Next, it was inferred that the Danish CSR communication employed the investigated 

linguistic tools to far greater extent than the American CSR communication, in particular with regards to 

the Danish annual reports. Finally, it was uncovered that the use of the linguistic tools in both the Danish 

and the American CSR communication decreased over time, but it was questioned if resemblance between 

the two will ever occur.   

  



Signe Fjællegaard Jensen Master's Thesis 30.01.15 
 MCO - Multicultural Communication in Organizations 
 

Copenhagen Business School   Page 63 of 93 

Limitations and further research 

 

The empirical data used for analysis in this project was chosen based on a wish to look into how the case 

companies exploit the opportunity to communicate about their CSR initiatives in communication other than 

their CSR strict communication and through this to look into the potential differences between Danish and 

American communication. The ensuing data set emerged as very divergent from the Danish to the 

American companies. Especially with regards to press releases, the Danish and the American data set 

turned out different and diverged in numbers. This could be argued to be a constraint on the project, but 

on the other hand this divergence in numbers was part of proving an important difference between the 

Danish and the American approaches to CSR communication.  

 

Next, it could be argued that the data set, constituted by eight Danish and eight American companies, is too 

restricted, since the material from one company might be able to influence the outcome of the analysis in a 

certain direction. That is, the statistical significance of the differences should be considered. Moreover, the 

number of press releases in both the Danish and the American part of the data set was highly diverging 

from company to company and this could also be argued to be a drawback for the project, since one 

company's press releases might be able to influence the outcome of the analysis.  

However, any such influences were accepted since the case companies were chosen based on their 

reputation in their home country, i.e. the eight case companies from each country are the eight most 

reputable companies in the country in question, and are therefore considered to be comparable and to be 

able to present a fair presentation of the CSR communication in Denmark and The United States, 

respectively. 

 

Besides, the Danish and the American data sets also included the case companies' annual reports from the 

years 2011-2013. From the results of the analysis it appeared that the differences between the Danish and 

the American annual reports were many and great. The results proved very interesting to the project, but it 

might be argued that the differences uncovered are not caused by different approaches to CSR 

communication in the case companies but rather by different approaches to CSR communication in the 

national laws regarding annual reports. That is, the national laws surrounding the annual reports could be 

argued to be a determining factor for how the annual reports are formed and formulated and might 

therefore be seen to affect the results of the analysis. Despite of this, it is believed that the annual reports 
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provide a true and fair view of the approaches to CSR communication in Denmark and The United States 

respectively, since they are in fact a representation of the national approaches in the two countries.  

 

With regards to the analysis conducted in the project, some might argue that it is very dependent on the 

person by whom it was conducted. It could be argued that the project might have benefitted from a second 

analyst in order to secure the validity of the analysis. That is, with a second analyst it would have been 

possible to compare the analyses conducted by the two in order to secure that the results were not 

influenced by person-specific circumstances and preferences. However, this was not possible, since the 

project was conducted as a one-man study, but objectivity was aspired to throughout the analysis.  

 

The partial conclusion for each of the propositions presented in the result section is based on the results of 

the analysis. To be more specific, the conclusions are based on how many times each linguistic tool is 

identified in each source, i.e. the total number of times the linguistic tool is identified in the data set in 

question is divided by the number of sources in which it is identified in order to present the average. It is 

believed that this approach provides the fairest presentation, since the two data sets, the Danish and the 

American, are rather different in numbers. By looking into the results per source, this difference is 

accounted for and does not affect the conclusions of the project. The average use of each linguistic tool per 

source is believed to be the desirable outcome of the analysis as these numbers are more comparable than 

the total numbers of use in each of the data sets. The fact that the American data set is somewhat larger 

than the Danish data set is accounted for and incorporated in other parts of the result section.  

 

In the result section of the project an attempt is made to look into the development in CSR communication 

over time, i.e. the development in the use of each linguistic tool is examined. However, it could be argued 

that the data set is too restricted for the project to be able to conclude on this development. To be precise, 

the data set contains data only from the years 2011-2013 and therefore any fluctuations from year to year 

affect the results of the analysis quite significantly. It would have been desirable for the project to include 

data from a longer period of time, e.g. five or ten years, but for reasons of time and space restrictions this 

was not considered possible.  

 

In further research, it could be interesting to include the companies' CSR reports from the years 2011-2013 

as part of the data set in order to see if the results of the analysis would replicate themselves or if the 

results would change with these as part of the data set. It seems that it would extend the scope of the 

project if these CSR reports were included as a greater amount of the case companies' CSR communication 
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would then be accounted for in the analysis. It could be argued that the analysis would then paint a fuller 

picture of the Danish and the American CSR communication in comparison. Moreover, it could also be 

interesting to look into the case companies' social media communication on CSR. As with the CSR reports, 

this could be argued to make the project more complete and the conclusions more valid, since an extended 

and enlarged data set could be said to increase the strength of the project. Additionally, social media 

communication has gained grounds over the years and a look into the development of CSR communication 

in this could be argued to present some very interesting insights.  
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grundfos-prize.html 
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Appendix 26: Grundfos (September 30, 2011): Two CSR Awards for Grundfos. Retrieved November 18, 2014 

from http://www.grundfos.com/about-us/news-and-press/news/two-csr-awards-for-grundfos.html 

Appendix 27: Falck (April 18, 2012): Annual Report 2011. Retrieved March 23, 2014 from 

https://www.falck.com/SiteCollectionDocuments/Annual%20reports/Falck_annual_report_2011.pdf 

Appendix 28: Falck (April 24, 2013): Annual Report 2012. Retrieved March 23, 2014 from 

https://www.falck.com/SiteCollectionDocuments/Annual%20reports/Falck_annual_report_2012.pdf 

Appendix 29: Falck (March 20, 2014): Annual Report 2013. Retrieved March 23, 2014 from 

https://www.falck.com/SiteCollectionDocuments/Annual%20reports/Falck_annual_report_2013.pdf 

Appendix 30: Falck (December 27, 2012): Falck buys safety training company in USA. Retrieved November 

19, 2014 from https://www.falck.com/en/press/news/2012/falck-buys-safety-training-company-in-usa 

Appendix 31: Falck (June 14, 2013): Falck opens safety training centre in Mexico. Retrieved November 19, 

2014 from https://www.falck.com/en/press/news/2013/falck-opens-safety-training-centre-in-mexico 

Appendix 32: Falck (October 25, 2013): Falck Safety Services will be represented in Canada. Retrieved 

November 19, 2014 from http://www.falck.com/en/press/news/2013/falck-safety-services-will-be-

represented-in-canada 

Appendix 33: Carlsberg (n.d.g.): Annual Report 2011. Retrieved March 23, 2014 from 

http://www.carlsberggroup.com/investor/downloadcentre/Pages/AR2012_28022012.aspx 

Appendix 34: Carlsberg (n.d.h.): Annual Report 2012. Retrieved March 23, 2014 from 

http://www.carlsberggroup.com/investor/downloadcentre/Pages/CarlsbergASAnnualReport2012.aspx 

Appendix 35: Carlsberg (n.d.i.): Annual Report 2013. Retrieved March 23, 2014 from 

http://www.carlsberggroup.com/investor/downloadcentre/Pages/CarlsbergASAnnualReport2013.aspx 

Appendix 36: Carlsberg (February, 26, 2013): Carlsberg Group consolidates position as the most efficient 

global brewer and sharpens focus on sustainable packaging. Retrieved November 20, 2014 from 

http://www.carlsberggroup.com/investor/news/Pages/PR04_2013_CSR_260213.aspx 

Appendix 37: Matas (n.d.j.): Annual Report 2010 - 2011. Retrieved March 23, 2014 from 

http://investor.matas.dk/financials.cfm 

Appendix 38: Matas (n.d.k.): Annual Report 2011 - 2012. Retrieved March 23, 2014 from 

http://investor.matas.dk/financials.cfm 

Appendix 39: Matas (n.d.l.): Annual Report 2012 - 2013. Retrieved March 23, 2014 from 

http://investor.matas.dk/financials.cfm 

Appendix 40: The Walt Disney Company (n.d.m.): Annual Report 2011. Retrieved March 19, 2014 from 

http://thewaltdisneycompany.com/investors/financial-information/annual-report 
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Appendix 41: The Walt Disney Company (n.d.n.): Annual Report 2012. Retrieved March 19, 2014 from 

http://thewaltdisneycompany.com/investors/financial-information/annual-report 

Appendix 42: The Walt Disney Company (n.d.o.): Annual Report 2013. Retrieved March 19, 2014 from 

http://thewaltdisneycompany.com/investors/financial-information/annual-report 

Appendix 43: The Walt Disney Company (April 1, 2011): THIRD GRADE COMBINATION CLASS IN LOUISIANA 

SELECTED AS WINNERS OF DISNEY'S PLANET CHALLENGE ELEMENTARY ENVIRONMENTAL COMPETITION. 

Retrieved November 25, 2014 from http://thewaltdisneycompany.com/disney-news/press-

releases/2011/04/third-grade-combination-class-louisiana-selected-winners-disneys 

Appendix 44: The Walt Disney Company (June 18, 2012): DISNEY FRIENDS FOR CHANGE AMBASSADORS 

PROGRAM LAUNCHES TO INSPIRE MILLIONS OF KIDS AND FAMILIES TO MAKE A DIFFERENCE IN THEIR 

COMMUNITIES. Retrieved November 25, 2014 from http://thewaltdisneycompany.com/disney-news/press-

releases/2012/06/disney-friends-change-ambassadors-program-launches-inspire 

Appendix 45: The Walt Disney Company (March 29, 2012): DISNEY PUBLISHES TARGETS TO TRACK 

CITIZENSHIP PERFORMANCE. Retrieved November 25, 2014 from 

http://thewaltdisneycompany.com/disney-news/press-releases/2012/03/disney-publishes-targets-track-

citizenship-performance 

Appendix 46: The Walt Disney Company (April 19, 2011): SEVENTH GRADE CLASS IN ILLINOIS SELECTED AS 

WINNER OF INAUGURAL DISNEY'S PLANET CHALLENGE MIDDLE SCHOOL ENVIRONMENTAL COMPETITION. 

Retrieved November 25, 2014 from http://thewaltdisneycompany.com/disney-news/press-

releases/2011/04/seventh-grade-class-illinois-selected-winner-inaugural-disneys 

Appendix 47: The Walt Disney Company (April 14, 2011): DISNEY CRUISE LINE KICKS OFF EARTH MONTH BY 

HONORING YOUNG ENVIRONMENTAL CHAMPIONS IN DISNEY'S PLANET CHALLENGE. Retrieved November 

25, 2014 from http://thewaltdisneycompany.com/disney-news/press-releases/2011/04/disney-cruise-line-

kicks-earth-month-honoring-young-environmental 

Appendix 48: The Walt Disney Company (March 22, 2011): THE WALT DISNEY COMPANY ISSUES 2010 

CORPORATE CITIZENSHIP REPORT. Retrieved November 25, 2014 from 

http://thewaltdisneycompany.com/disney-news/press-releases/2011/03/walt-disney-company-issues-

2010-corporate-citizenship-report 

Appendix 49: Intel (n.d.p.): Annual Report 2011. Retrieved March 19, 2014 from 

http://www.intc.com/annualsArchive.cfm 

Appendix 50: Intel (n.d.q.): Annual Report 2012. Retrieved March 19, 2014 from 

http://www.intc.com/annualsArchive.cfm 
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Appendix 51: Intel (n.d.r.): Annual Report 2013. Retrieved June 11, 2014 from 

http://www.intc.com/annuals.cfm 

Appendix 52: Intel (June 5, 2013): At Intel, "We Recycle" for World Environment Day. Retrieved November 

26, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2013/06/05/chip-shot-at-

intel-we-recycle-for-world-environment-day 

Appendix 53: Intel (January 11, 2011): CEA Hands Sustainability Props to Intel. Retrieved November 25, 

2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/01/11/chip-shot-cea-

hands-sustainability-props-to-intel 

Appendix 54: Intel (January, 25, 2011): Cheers to Good Health. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/01/25/chip-shot-cheers-to-good-

health 

Appendix 55: Intel (September 23, 2011): Connecting a World of Opportunity through the ‘1Mx15’ Health 

Program. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/09/23/connecting-a-world-of-

opportunity-through-the-1mx15-health-program 

Appendix 56: Intel (September 17, 2013): Dow Jones Sustainability Indexes Recognize Intel for 15th Year. 

Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2013/09/17/chip-shot-dow-jones-

sustainability-indexes-recognize-intel-for-15th-year 

Appendix 57: Intel (May 16, 2013): Employee Engagement and Sustainability Thrive at Intel. Retrieved 

November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2013/05/16/employee-engagement-and-

sustainability-thrive-at-intel 

Appendix 58: Intel (September 26, 2012): EPA Awards Intel for Sustained Excellence in Green Power. 

Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/09/26/chip-shot-epa-awards-intel-for-

sustained-excellence-in-green-power 

Appendix 59: Intel (September 23, 2013): EPA Recognizes Intel in Sustained Green Leadership. Retrieved 

November 26, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2013/09/23/chip-

shot-epa-recognizes-intel-in-sustained-green-leadership 

Appendix 60: Intel (December 19, 2011): First Intel Capital Investment in Latin American Healthcare IT. 

Retrieved November 25, 2014 from 



Signe Fjællegaard Jensen Master's Thesis 30.01.15 
 MCO - Multicultural Communication in Organizations 
 

Copenhagen Business School   Page 75 of 93 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/12/19/chip-shot-first-intel-capital-

investment-in-latin-american-healthcare-it 

Appendix 61: Intel (April 22, 2011): Games to “Go Green”. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/04/22/chip-shot-games-to-go-green 

Appendix 62: Intel (January 3, 2011): GE and Intel's Telehealth and Independent Living Company is 

Operational Today. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/01/03/ge-and-intels-telehealth-and-

independent-living-company-is-operational-today 

Appendix 63: Intel (October 3, 2011): Glimpse of the Future of Healthcare at Intel Healthcare Innovation 

Virtual Summit. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/10/03/chip-shot-glimpse-of-the-

future-of-healthcare-at-intel-healthcare-innovation-virtual-summit 

Appendix 64: Intel (November 14, 2012): Green500 List Names Intel® Xeon Phi™ Coprocessor- based System 

"Beacon" the World's Most Energy-efficient Supercomputer. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/11/14/green500-list-names-intelr-

xeon-phitm-coprocessor-based-system-beacon-the-worlds-most-energy-efficient-supercomputer-in-the-

world 

Appendix 65: Intel (January 31, 2011): Handy Apps to Track Your Health. Retrieved November 25, 2014 

from http://newsroom.intel.com/community/intel_newsroom/blog/2011/01/31/chip-shot-handy-apps-to-

track-your-health 

Appendix 66: Intel (June 8, 2012): Health and Wellness Go Mobile. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/06/08/chip-shot-health-and-wellness-

go-mobile 

Appendix 67: Intel (July 11, 2012): Intel Abuzz with Sustainability Bee Project. Retrieved November 26, 2014 

from http://newsroom.intel.com/community/intel_newsroom/blog/2012/07/11/chip-shot-intel-abuzz-

with-sustainability-bee-project 

Appendix 68: Intel (August 31, 2011): Intel Aims Tablets at Enterprise, Retail and Healthcare. Retrieved 

November 25, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/08/31/chip-

shot-intel-aims-tablets-at-enterprise-retail-and-healthcare 

Appendix 69: Intel (January 31, 2011): Intel Among Top 100 Most Sustainable Corporations. Retrieved 

November 25, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/01/31/chip-

shot-intel-among-top-100-most-sustainable-corporations 
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Appendix 70: Intel (April 22, 2013): Intel and Oregon Health & Science University Join to Fight Cancer with 

HPC. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2013/04/22/intel-and-oregon-health-

science-university-join-to-fight-cancer-with-hpc 

Appendix 71: Intel (July 18, 2012): Intel and the Futures Group Collaborate to Transform Healthcare in 

Africa. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/07/18/chip-shot-intel-and-the-

futures-group-collaborate-to-transform-healthcare-in-africa 

Appendix 72: Intel (January 30, 2012): Intel and United Nations Population Fund Committed To Boost 

Health Workers' Skills Around the World. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/01/30/intel-and-united-nations-

population-fund-committed-to-boost-health-workers-skills-around-the-world 

Appendix 73: Intel (January 18, 2012): Intel Announces Creation of Institute for Sustainable Connected Cities 

in London. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/01/18/chip-shot-intel-announces-

creation-of-institute-for-sustainable-connected-cities-in-london 

Appendix 74: Intel (September 30, 2011): Intel Capital Invests in Healthcare IT Company CareCloud. 

Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/09/30/chip-shot-intel-capital-invests-

in-healthcare-it-company-carecloud 

Appendix 75: Intel (April 21, 2011): Intel Doesn't Just Make Green, We Grow it Too. Retrieved November 

25, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/04/21/chip-shot-intel-

doesnt-just-make-green-we-grow-it-too 

Appendix 76: Intel (May 19, 2011): Intel Employees Champion Corporate Responsibility. Retrieved 

November 25, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/05/19/intel-

employees-champion-corporate-responsibility 

Appendix 77: Intel (February 1, 2011): Intel Increases Renewable Energy Credit Purchase to 2.5 Billion 

Kilowatt Hours. Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/02/01/intel-increases-renewable-

energy-credit-purchase-to-25-billion-kilowatt-hours 

Appendix 78: Intel (June 14, 2012): Intel is Founding Partner in mPowering Frontline Health Workers. 

Retrieved November 26, 2014 from 
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http://newsroom.intel.com/community/intel_newsroom/blog/2012/06/14/chip-shot-intel-is-founding-

partner-in-mpowering-frontline-health-workers 

Appendix 79: Intel (January 28, 2013): Intel Matches 100 Percent U.S. Electricity Use with Green Power. 

Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2013/01/28/chip-shot-intel-matches-100-

percent-electricity-use-with-green-power 

Appendix 80: Intel (November 11, 2011): Intel Paves the Way in Green Power. Retrieved November 25, 

2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/11/17/chip-shot-intel-

paves-the-way-in-green-power 

Appendix 81: Intel (October 22, 2012): Intel Ranks as One of the Greenest Companies. Retrieved November 

26, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2012/10/22/chip-shot-intel-

ranks-as-one-of-the-greenest-companies 

Appendix 82: Intel (November 21, 2013): Intel Receives U.S. Green Building Council Leadership Award. 

Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2013/11/21/chip-shot-intel-receives-us-

green-building-council-leadership-award 

Appendix 83: Intel (December 10, 2012): Intel Recognized for Environmental, Social Responsibility 

Performance. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/12/10/chip-shot-intel-recognized-for-

environmental-social-responsibility-performance 

Appendix 84: Intel (February 1, 2011): Intel Renewable Energy Powers Up!. Retrieved November 25, 2014 

from http://newsroom.intel.com/community/intel_newsroom/blog/2011/02/01/chip-shot-intel-

renewable-energy-powers-up 

Appendix 85: Intel (October 26, 2011): Intel Selected for Computerworld's 2011 Top Green IT Vendor List. 

Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/10/26/chip-shot-intel-selected-for-

computerworlds-2011-top-green-it-vendor-list 

Appendix 86: Intel (May 17, 2012): Intel Sets 2020 Environmental Goals. Retrieved November 26, 2014 

from http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/17/intel-sets-2020-

environmental-goals 

Appendix 87: Intel (April 12, 2013): Intel Shines On Best Corporate Citizens Ranking. Retrieved November 

26, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2013/04/12/chip-shot-intel-

shines-on-best-corporate-citizens-ranking 
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Appendix 88: Intel (June 23, 2011): Intel Speaks about Internet Safety for Children. Retrieved November 25, 

2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/06/23/chip-shot-intel-

speaks-about-internet-safety-for-children 

Appendix 89: Intel (October 17, 2013): Intel to Drive Sustainability with Society of Cable 

Telecommunications Engineers Standards Program. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2013/10/17/intel-to-drive-sustainability-

with-society-of-cable-telecommunications-engineers-standards-program 

Appendix 90: Intel (April 26, 2012): Intel Tops Green and Sustainable Rankings. Retrieved November 26, 

2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2012/04/26/chip-shot-intel-tops-

green-and-sustainable-rankings 

Appendix 91: Intel (May 17, 2012): Intel Unveils 2011 Corporate Responsibility Report, Launches 2020 

Goals. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/17/chip-shot-intel-unveils-2011-

corporate-responsibility-report-launches-2020-goals 

Appendix 92: Intel (May 25, 2011): Intel’s Rosalind Hudnell Named a Top Executive in Diversity. Retrieved 

November 25, 2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2011/05/25/chip-

shot-intel-s-rosalind-hudnell-named-a-top-executive-in-diversity 

Appendix 93: Intel (May 17, 2013): Intel's 2012 CSR Report Shows Strengths in Employee Engagement and 

Sustainability. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2013/05/17/chip-shot-intels-2012-csr-

report-shows-strengths-in-employee-engagement-and-sustainability 

Appendix 94: Intel (April 18, 2012): Intel's Corporate Citizenship Thrives. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/04/18/chip-shot-intels-corporate-

citizenship-thrives 

Appendix 95: Intel (February 16, 2011): Intel's High-Tech Gym Shows Improvement in Employee Health. 

Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/02/16/chip-shot-intels-high-tech-gym-

shows-improvement-in-employee-health 

Appendix 96: Intel (September 8, 2011): Lucky #13. Intel Again Named to Dow Jones Sustainability Index. 

Retrieved November 25, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2011/09/08/chip-shot-lucky-13-intel-again-

named-to-dow-jones-sustainability-index 
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Appendix 97: Intel (November 8, 2012): Student Entrepreneurs from India Win Intel Award for Green 

Innovation. Retrieved November 26, 2014 from 

http://newsroom.intel.com/community/intel_newsroom/blog/2012/11/08/student-entrepreneurs-from-

india-win-intel-award-for-green-innovation 

Appendix 98: Intel (December 13, 2012): Green Data Centers: Why They Matter. Retrieved November 26, 

2014 from http://newsroom.intel.com/community/intel_newsroom/blog/2012/12/13/chip-shot-green-

data-centers-why-they-matter 

Appendix 99: Amazon (April 13, 2012): Annual Report 2011. Retrieved March 19, 2014 from 

http://phx.corporate-ir.net/phoenix.zhtml?c=97664&p=irol-reportsAnnual 

Appendix 100: Amazon (April 12, 2013): Annual Report 2012. Retrieved March 19, 2014 from 

http://phx.corporate-ir.net/phoenix.zhtml?c=97664&p=irol-reportsAnnual 

Appendix 101: Amazon (April 10, 2014): Annual Report 2013. Retrieved May 23, 2014 from 

http://phx.corporate-ir.net/phoenix.zhtml?c=97664&p=irol-reportsAnnual 

Appendix 102: Kraft (n.d.s.): Annual Report 2012. Retrieved March 19, 2014 from 

http://ir.kraftfoodsgroup.com/annuals.cfm 

Appendix 103: Kraft (n.d.t.): Annual Report 2013. Retrieved March 19, 2014 from 

http://ir.kraftfoodsgroup.com/annuals.cfm 

Appendix 104: Kraft (November 27, 2013): HOCKEY PARADISE PAVED FOR A PARKING LOT? KRAFT 

HOCKEYVILLE IS BACK TO HELP KEEP COMMUNITY RINKS ALIVE. Retrieved December 1, 2014 from 

http://newscenter.kraftfoodsgroup.com/phoenix.zhtml?c=253200&p=irol-newsArticle&ID=1938064 

Appendix 105: Kraft (April 12, 2013): KRAFT LAUNCHES FIRST CELEBRATION OF COMMUNITY SERVICE. 

Retrieved December 1, 2014 from 

http://newscenter.kraftfoodsgroup.com/phoenix.zhtml?c=253200&p=irol-newsArticle&ID=1923172 

Appendix 106: UPS (n.d.u.): Annual Report 2011. Retrieved March 19, 2014 from 

http://www.investors.ups.com/phoenix.zhtml?c=62900&p=irol-reportsannual 

Appendix 107: UPS (n.d.v.): Annual Report 2012. Retrieved March 19, 2014 from 

http://www.investors.ups.com/phoenix.zhtml?c=62900&p=irol-reportsannual 

Appendix 108: UPS (n.d.w.): Annual Report 2013. Retrieved March 19, 2014 from 

http://www.investors.ups.com/phoenix.zhtml?c=62900&p=irol-reportsannual 

Appendix 109: UPS (December 19, 2011): Advocating a Low-carbon, Environmentally-friendly and Green 

Lifestyle. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q4/Advocating+a+Low-

carbon%2C+Environmentally-friendly+and+Green+Lifestyle 
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Appendix 110: UPS (December 6, 2012): Blue and Brown Make Green. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q4/Blue+and+Brown+Make+Green 

Appendix 111: UPS (February 28, 2011): Expanding UPS Green Fleet Travels 200 Million Miles. Retrieved 

December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/Expanding+UPS+Green+Fleet+Travels+2

00+Million+Miles 

Appendix 112: UPS (November 22, 2011): Le Café Goes Green with Help from Brown. Retrieved December 

1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q4/Le+Caf%C3%A9+Goes+Green+with+Hel

p+from+Brown 

Appendix 113: UPS (February 20, 2013): More Than 6,400 UPS Drivers Prove There is Safety in Numbers. 

Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q1/More+Than+6%2C400+UPS+Drivers+Pr

ove+There+is+Safety+in+Numbers 

Appendix 114: UPS (February 20, 2013): NASCAR Gives UPS the Green Flag in 2013. Retrieved December 1, 

2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q1/NASCAR+Gives+UPS+the+Green+Flag+i

n+2013 

Appendix 115: UPS (October 3, 2011): New UPS Returns Services in Europe Offer Convenience, 

Sustainability. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q4/New+UPS+Returns+Services+in+Europe

+Offer+Convenience%2C+Sustainability 

Appendix 116: UPS (January 11, 2012): Taiwan Employees Delivered Nearly 1,500 Hours of Service in 2011 

Devoted to Environmental Sustainability. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q1/Taiwan+Employees+Delivered+Nearly+

1%2C500+Hours+of+Service+in+2011+Devoted+to+Environmental+Sustainability 

Appendix 117: UPS (February 1, 2012): The UPS Foundation Donates $6M to Champion Diversity. Retrieved 

December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q1/The+UPS+Foundation+Donates+%246

M+to+Champion+Diversity 

Appendix 118: UPS (February 7, 2011): The UPS Foundation Donates $7 Million to Diversity Programs. 

Retrieved December 1, 2014 from 
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http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/The+UPS+Foundation+Donates+%247+

Million+to+Diversity+Programs 

Appendix 119: UPS (July 24, 2013): The UPS Foundation Donates $7.6M To Champion Diversity And Support 

Veterans. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q3/The+UPS+Foundation+Donates+%247.6

M+To+Champion+Diversity+And+Support+Veterans 

Appendix 120: UPS (September 4, 2013): The UPS Foundation Donates Over $7 Million To Community 

Safety Programs. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q3/The+UPS+Foundation+Donates+Over+

%247+Million+To+Community+Safety+Programs 

Appendix 121: UPS (June 20, 2012): The UPS Foundation Donates to Groups Cultivating Diversity. Retrieved 

December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q2/The+UPS+Foundation+Donates+to+Gro

ups+Cultivating+Diversity 

Appendix 122: UPS (May 24, 2011): UPS and Live Nation Entertainment Form Green Sponsorship Alliance. 

Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q2/UPS+and+Live+Nation+Entertainment+

Form+Green+Sponsorship+Alliance 

Appendix 123: UPS (October 15, 2013): UPS And State Of Mexico Team Up To Build Healthcare Clinic. 

Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q4/UPS+And+State+Of+Mexico+Team+Up+

To+Build+Healthcare+Clinic 

Appendix 124: UPS (August 1, 2011): UPS Appoints Healthcare Director for Asia Pacific. Retrieved 

December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q3/UPS+Appoints+Healthcare+Director+for

+Asia+Pacific 

Appendix 125: UPS (February 1, 2013): UPS Continues its Legacy of Community Support with Robust Year of 

Contributions. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q1/UPS+Continues+its+Legacy+of+Commu

nity+Support+with+Robust+Year+of+Contributions 

Appendix 126: UPS (February 23, 2012): UPS Drivers Establish "Remarkable" Safety Record. Retrieved 

December 1, 2014 from 
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http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q1/UPS+Drivers+Establish+%22Remarkable

%22+Safety+Record 

Appendix 127: UPS (October 1, 2012): UPS Employees Focus on Communities, Environmental Sustainability 

During Annual Global Volunteer Event. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q4/UPS+Employees+Focus+on+Communiti

es%2C+Environmental+Sustainability+During+Annual+Global+Volunteer+Event 

Appendix 128: UPS (October 25, 2012): UPS Expands Global Healthcare Network with Three New Facilities 

in Asia Pacific Region. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q4/UPS+Expands+Global+Healthcare+Netw

ork+with+Three+New+Facilities+in+Asia+Pacific+Region 

Appendix 129: UPS (November 23, 2011): UPS Expands Healthcare Capabilities to Asia with Two Cold Chain 

Offerings. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q4/UPS+Expands+Healthcare+Capabilities+

to+Asia+with+Two+Cold+Chain+Offerings 

Appendix 130: UPS (February 5, 2013): UPS Expands Healthcare Network in Key Locations Across North 

America. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q1/UPS+Expands+Healthcare+Network+in+

Key+Locations+Across+North+America 

Appendix 131: UPS (February 5, 2013): UPS Expands Healthcare Network in Key Locations Across North 

America (Canada). Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q1/UPS+Expands+Healthcare+Network+in+

Key+Locations+Across+North+America+%28Canada%29 

Appendix 132: UPS (January 4, 2011): UPS Expands Healthcare Network with New Facilities in Asia, Europe, 

U.S. and Canada. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/UPS+Expands+Healthcare+Network+wit

h+New+Facilities+in+Asia%2C+Europe%2C+U.S.+and+Canada 

Appendix 133: UPS (February 19, 2013): UPS Expands Renewable Energy Output at New Jersey Facilities. 

Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q1/UPS+Expands+Renewable+Energy+Out

put+at+New+Jersey+Facilities 

Appendix 134: UPS (February 8, 2011): UPS Expands UK Green Fleet Ahead of London 2012 Games. 

Retrieved December 1, 2014 from 
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http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/UPS+Expands+UK+Green+Fleet+Ahead

+of+London+2012+Games 

Appendix 135: UPS (March 20, 2012): UPS Foundation Donating to Humanitarian Relief, Road Safety 

Initiatives. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q1/UPS+Foundation+Donating+to+Humani

tarian+Relief%2C+Road+Safety+Initiatives 

Appendix 136: UPS (November 21, 2011): UPS Foundation Grants $58,000 to Child Welfare and 

Environmental Organizations. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q4/UPS+Foundation+Grants+%2458%2C00

0+to+Child+Welfare+and+Environmental+Organizations 

Appendix 137: UPS (November 18, 2013): UPS Hails Landmark Drug Distribution Safety And Licensing 

Legislation. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q4/UPS+Hails+Landmark+Drug+Distributio

n+Safety+And+Licensing+Legislation 

Appendix 138: UPS (February 24, 2011): UPS Manager in Omaha Honored for Outstanding Community 

Service. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/UPS+Manager+in+Omaha+Honored+for

+Outstanding+Community+Service 

Appendix 139: UPS (March 16, 2011): UPS Names Scott Wicker First Chief Sustainability Officer. Retrieved 

December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/UPS+Names+Scott+Wicker+First+Chief+

Sustainability+Officer 

Appendix 140: UPS (May 30, 2013): UPS Officially Opens Hangzhou Healthcare Facility As Part Of Global 

Expansion. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q2/UPS+Officially+Opens+Hangzhou+Healt

hcare+Facility+As+Part+Of+Global+Expansion 

Appendix 141: UPS (December 19, 2011): UPS Partners with Feed the Children to Deliver Community 

Support in Cebu. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q4/UPS+Partners+with+Feed+the+Children

+to+Deliver+Community+Support+in+Cebu 

Appendix 142: UPS (July 22, 2013): UPS Pioneers Aviation Safety, Implements New Fire-Resistant Shipping 

Containers. Retrieved December 1, 2014 from 
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http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q3/UPS+Pioneers+Aviation+Safety%2C+Im

plements+New+Fire-Resistant+Shipping+Containers 

Appendix 143: UPS (September 16, 2013): UPS Ranks as a Global Leader in Global Sustainability and 

Technology. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q3/UPS+Ranks+as+a+Global+Leader+in+Gl

obal+Sustainability+and+Technology 

Appendix 144: UPS (August 14, 2012): UPS Strengthens China's Supply Chain and Healthcare Logistics 

Offering with New Appointment. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q3/UPS+Strengthens+China%27s+Supply+C

hain+and+Healthcare+Logistics+Offering+with+New+Appointment 

Appendix 145: UPS (September 7, 2011): UPS Supports Canadian Communities with Grants Totalling More 

Than US$200,000. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q3/UPS+Supports+Canadian+Communities

+with+Grants+Totalling+More+Than+US%24200%2C000 

Appendix 146: UPS (August 8, 2011): UPS Survey: Global Healthcare Execs Face Risks with Complex Changes 

Ahead. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q3/UPS+Survey%3A+Global+Healthcare+Ex

ecs+Face+Risks+with+Complex+Changes+Ahead  

Appendix 147: UPS (October 12, 2012): UPS Survey: Healthcare Execs in Asia Concerned About Increasing 

Competition. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q4/UPS+Survey%3A+Healthcare+Execs+in+

Asia+Concerned+About+Increasing+Competition 

Appendix 148: UPS (August 28, 2012): UPS Survey: Product Protection Rises as a Top Supply Chain Concern 

Among Healthcare Execs. Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q3/UPS+Survey%3A+Product+Protection+R

ises+as+a+Top+Supply+Chain+Concern+Among+Healthcare+Execs 

Appendix 149: UPS (July 31, 2012): UPS Sustainability Report Hits "A Plus" Mark for Transparency. 

Retrieved December 1, 2014 from http://www.pressroom.ups.com/Press+Releases/Archive/2012/Q3 

Appendix 150: UPS (April 25, 2013): UPS to Acquire Hungarian Healthcare Logistics Company CEMELOG. 

Retrieved December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q2/UPS+to+Acquire+Hungarian+Healthcar

e+Logistics+Company+CEMELOG 
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Appendix 151: UPS (April 7, 2011): UPS to Become First Global Carrier to Add EVAS Safety Gear. Retrieved 

December 1, 2014 from 

http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q2/UPS+to+Become+First+Global+Carrier+

to+Add+EVAS+Safety+Gear 

Appendix 152: Johnson & Johnson (n.d.x.): Annual Report 2011. Retrieved March 19, 2014 from 

http://www.jnj.com/about-jnj/publications 

Appendix 153: Johnson & Johnson (n.d.y.): Annual Report 2012. Retrieved March 19, 2014 from 

http://www.jnj.com/about-jnj/publications 

Appendix 154: Johnson & Johnson (n.d.z.): Annual Report 2014. Retrieved March 19, 2014 from 

http://www.jnj.com/about-jnj/publications 

Appendix 155: Johnson & Johnson (May 2, 2012): Johnson & Johnson to Participate In 2012 Deutsche Bank 

Securities, Inc. 37th Annual Health Care Conference. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/johnson-johnson-to-participate-in-2012-deutsche-bank-securities-inc-37th-

annual-health-care-conference 

Appendix 156: Johnson & Johnson (April 12, 2012): JOHNSON’S Baby Launches New Charitable Platform 

JOHNSON’S BABY CARES To Support Maternal And Baby Health. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/johnsons-baby-launches-new-charitable-platform-johnsons-baby-care-to-

support-maternal-and-baby-health 

Appendix 157: Johnson & Johnson (May 4, 2011): Johnson & Johnson to Participate in Bank of America 

Merrill Lynch 2011 Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=574382 

Appendix 158: Johnson & Johnson (May 6, 2011): JOHNSON'S Launches Campaign to Help Ensure Families 

Across the Country Can 'Treasure the Joy' of a Healthy Baby. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/JOHNSONS-Launches-Campaign-to-Help-Ensure-Families-Across-the-

Country-Can-Treasure-the-Joy-of-a-Healthy-Baby 

Appendix 159: Johnson & Johnson (June 27, 2011): ASP Launches GLOSAIR™ Healthcare Environmental 

Decontamination at The 2011 APIC Conference To Protect Against The Risk Of Deadly Infections In 

Healthcare Facilities. Retrieved December 1, 2014 from http://www.jnj.com/news/all/ASP-Launches-

GLOSAIR-Healthcare-Environmental-Decontamination-at-The-2011-APIC-Conference-To-Protect-Against-

The-Risk-Of-Deadly-Infections-In-Healthcare-Facilities 

Appendix 160: Johnson & Johnson (July 14, 2011): Johnson & Johnson Launches “Healthy Future 2015,” Its 

Citizenship And Sustainability Goals. Retrieved December 1, 2014 from 
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http://www.jnj.com/news/all/Johnson-Johnson-Launches-Healthy-Future-2015-Its-Citizenship-And-

Sustainability-Goals 

Appendix 161: Johnson & Johnson (August 31, 2011): “Healthy Vision™ With Dr. Val Jones” Radio Show 

Highlights the Importance of Good Vision to Children’s Performance in School, Sports, and Life. Retrieved 

December 1, 2014 from http://www.jnj.com/news/all/healthy-vision-with-dr-val-jones-radio-show-

highlights-the-importance-of-good-vision-to-childrens-performance-in-school-sports-and-life 

Appendix 162: Johnson & Johnson (September 6, 2011): Johnson & Johnson To Participate In Morgan 

Stanley Global Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=603502 

Appendix 163: Johnson & Johnson (September 20, 2011): Johnson & Johnson Makes Strong Progress in First 

Year of Initiative to Improve Health of Millions of Women and Children in the Developing World. Retrieved 

December 1, 2014 from http://www.jnj.com/news/all/Johnson-and-Johnson-Makes-Strong-Progress-in-

First-Year-of-Initiative-to-Improve-Health-of-Millions-of-Women-and-Children-in-the-Developing-World 

Appendix 164: Johnson & Johnson (September 12, 2011): Neutrogena Wave for Change™ Donates Over a 

Quarter of Million Dollars to Benefit Disaster Relief, Education & Environmental Charities. Retrieved 

December 1, 2014 from http://www.jnj.com/news/all/Neutrogena-Wave-for-Change-Donates-Over-a-

Quarter-of-Million-Dollars-to-Benefit-Disaster-Relief-Education-and-Environmental-Charities 

Appendix 165: Johnson & Johnson (November 13, 2012): Steering Drivers In The Right Direction, “Healthy 

Vision™ With Dr. Val Jones” Radio Show Offers Information, Advice About Driving In The Dark. Retrieved 

December 1, 2014 from http://www.jnj.com/news/all/steering-drivers-in-the-right-direction-healthy-

vision-with-dr-val-jones-radio-show-offers-information-advice-about-driving-in-the-dark-november-2012 

Appendix 166: Johnson & Johnson (November 10, 2011): Janssen Pharmaceutical Companies Launch 

Healthy Minds Initiative to Spur Neuroscience Collaboration and Support Millions Suffering from Brain 

Disorders. Retrieved December 1, 2014 from http://www.jnj.com/news/all/janssen-pharmaceutical-

companies-launch-healthy-minds-initiative-to-spur-neuroscience-collaboration-and-support-millions-

suffering-from-brain-disorders 

Appendix 167: Johnson & Johnson (November 28, 2011): Johnson & Johnson to Participate in the Piper 

Jaffray 23rd Annual Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=627355 

Appendix 168: Johnson & Johnson (November 22, 2011): Johnson & Johnson to Participate in the Piper 

Jaffray 23rd Annual Health Care Conference. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/johnson-and-johnson-to-participate-in-the-piper-jaffray-23rd-annual-health-

care-conference 
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Appendix 169: Johnson & Johnson (January 26, 2012): Janssen Healthcare Innovation Announces JANSSEN 

CONNECTED CARE CHALLENGE to Spur Innovation in Patient Care. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/janssen-healthcare-innovation-announces-janssen-connected-care-

challenge-to-spur-innovation-in-patient-care 

Appendix 170: Johnson & Johnson (February 9, 2012): Johnson & Johnson to Participate in 2012 Leerink 

Swann Global Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=647667 

Appendix 171: Johnson & Johnson (February 27, 2012): New Patient Guidebook, “Live Healthier – Weight 

Loss Options for Treating Obesity,” Now Offered by the American College of Physicians Foundation. 

Retrieved December 1, 2014 from http://www.jnj.com/news/all/new-patient-guidebook-live-healthier-

weight-loss-options-for-treating-obesity-now-offered-by-the-american-college-of-physicians-foundation 

Appendix 172: Johnson & Johnson (Fberuary 28, 2012): Johnson & Johnson To Participate In Cowen And 

Company 32nd Annual Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=652252 

Appendix 173: Johnson & Johnson (March 23, 2012): Ethicon Endo-Surgery Highlights Commitment to 

Nurse Education, Patient Safety and Key Product Innovations at the Association for Perioperative Registered 

Nurses (AORN) Conference. Retrieved December 1, 2014 from http://www.jnj.com/news/all/ethicon-endo-

surgery-highlights-commitment-to-nurse-education-patient-safety-and-key-product-innovations-at-the-

association-for-perioperative-registered-nurses-aorn-conference 

Appendix 174: Johnson & Johnson (March 28, 2012): New Edition Of Healthy Visiontm With Dr. Val Jones 

Kicks Off Sports Eye Safety Month With Information and Advice on Eye Protection and Protective Eyewear. 

Retrieved December 1, 2014 from http://www.jnj.com/news/all/new-edition-of-healthy-visiontm-with-dr-

val-jones-kicks-off-sports-eye-safety-month-with-information-and-advice-on-eye-protection-and-

protective-eyewear 

Appendix 175: Johnson & Johnson (April 12, 2012): JOHNSON’S Baby Launches New Charitable Platform 

JOHNSON’S BABY CARES To Support Maternal And Baby Health. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/johnsons-baby-launches-new-charitable-platform-johnsons-baby-care-to-

support-maternal-and-baby-health 

Appendix 176: Johnson & Johnson (May 2, 2012): Johnson & Johnson to Participate In 2012 Deutsche Bank 

Securities, Inc. 37th Annual Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=669807 

Appendix 177: Johnson & Johnson (June 12, 2012): Dermatologist, Optometrist Share Important 

Information About Complete UV Protection On New Edition Of Healthy Vision™ With Dr. Val Jones. 
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Retrieved December 1, 2014 from http://www.jnj.com/news/all/dermatologist-optometrist-share-

important-information-about-complete-uv-protection-on-new-edition-of-healthy-vision-with-dr-val-jones 

Appendix 178: Johnson & Johnson (September 4, 2013): Johnson & Johnson to Participate in Morgan 

Stanley Global Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=788654 

Appendix 179: Johnson & Johnson (September 11, 2012): OneTouch® Teams With Celebrity Chef Sam 

Talbot To Teach Healthy Eating For People with Diabetes. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/onetouch-teams-with-celebrity-chef-sam-talbot-to-teach-healthy-eating-for-

people-with-diabetes 

Appendix 180: Johnson & Johnson (September 26, 2012): Future impact of environmental scorecards, 

hospital global purchasing guidelines revealed in new report at 2012 CleanMed Europe Conference. 

Retrieved December 1, 2014 from http://www.jnj.com/news/all/future-impact-of-environmental-

scorecards-hospital-global-purchasing-guidelines-revealed-in-new-report-at-2012-cleanmed-europe-

conference 

Appendix 181: Johnson & Johnson (September 27, 2012): Janssen Connected Health Challenge Europe 2012 

Launching To Spur Healthcare Innovation. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/janssen-connected-health-challenge-europe-2012-launching-to-spur-

healthcare-innovation 

Appendix 182: Johnson & Johnson (September 27, 2012): Janssen Presents Sustainable Health Care 

Programs at CleanMed Europe Conference, Malmo, Sweden. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/janssen-presents-sustainable-health-care-programs-at-cleanmed-europe-

conference-malmo-sweden 

Appendix 183: Johnson & Johnson (October 23, 2012): Johnson & Johnson’s Wellness & Prevention, Inc. and 

Lake Nona Institute Join Forces to Create Measurable Health and Wellness Community Program. Retrieved 

December 1, 2014 from http://www.jnj.com/news/all/johnson-johnson-wellness-prevention-inc-and-lake-

nona-institute-join-forces-to-create-measurable-health-and-wellness-community-program 

Appendix 184: Johnson & Johnson (November 7, 2012): Johnson & Johnson to Participate in Credit Suisse 

2012 Healthcare Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=719351 

Appendix 185: Johnson & Johnson (November 13, 2012): Steering Drivers In The Right Direction, “Healthy 

Vision™ With Dr. Val Jones” Radio Show Offers Information, Advice About Driving In The Dark. Retrieved 

December 1, 2014 from http://www.jnj.com/news/all/steering-drivers-in-the-right-direction-healthy-

vision-with-dr-val-jones-radio-show-offers-information-advice-about-driving-in-the-dark-november-2012 
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Appendix 186: Johnson & Johnson (January 8, 2013): “Healthy Vision™ With Dr. Val Jones” Show Highlights 

The Impact Of Nutrition On Vision And Eye Health. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/healthy-vision-with-dr-val-jones-show-highlights-the-impact-of-nutrition-on-

vision-and-eye-health 

Appendix 187: Johnson & Johnson (February 5, 2013): Janssen Neuroscientists and Colleagues Challenge 

Healthcare Industry to Create Integrated Approaches to Healthcare Innovation in Newly Published Article. 

Retrieved December 1, 2014 from http://www.jnj.com/news/all/janssen-neuroscientists-and-colleagues-

challenge-healthcare-industry-to-create-integrated-approaches-to-healthcare-innovation-in-newly-

published-article 

Appendix 188: Johnson & Johnson (February 6, 2013): Johnson & Johnson to Participate in 2013 Leerink 

Swann Global Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=738454 

Appendix 189: Johnson & Johnson (February 20, 2013): Johnson & Johnson to Participate in 2013 Citi Global 

Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=741789 

Appendix 190: Johnson & Johnson (February 26, 2013): “Healthy Vision™ With Dr. Val Jones” Show Now 

Available On All About Vision®. Retrieved December 1, 2014 from http://www.jnj.com/news/all/healthy-

vision-with-dr-val-jones-show-now-available-on-all-about-vision 

Appendix 191: Johnson & Johnson (April 16, 2013): Johnson & Johnson Makes an Impact on TEDMED Great 

Challenges of Health and Medicine. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/leading-with-purpose-driving-innovation-johnson-johnson-makes-an-impact-

on-tedmed-great-challenges-of-health-and-medicine 

Appendix 192: Johnson & Johnson (September 5, 2012): Johnson & Johnson to Participate in Morgan 

Stanley Global Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=704635 

Appendix 193: Johnson & Johnson (September 24, 2013): Janssen Healthcare Innovation Launches 

Care4Today™ Mobile Health Manager 2.0. Retrieved December 1, 2014 from 

http://www.jnj.com/news/all/Janssen-Healthcare-Innovation-Launches-Care4Today-Mobile-Health-

Manager-2 

Appendix 194: Johnson & Johnson (October 8, 2012): Three-Year Data Demonstrates Sustained 

Improvements in Health Related Quality of Life in Patients with Superficial Femoral Artery Disease Treated 

with the S.M.A.R.T.® Stent. Retrieved December 1, 2014 from http://www.jnj.com/news/all/Three-Year-
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Data-Demonstrates-Sustained-Improvements-in-Health-Related-Quality-of-Life-in-Patients-with-Superficial-

Femoral-Artery-Disease-Treated-with-the-SMART-Stent 

Appendix 195: Johnson & Johnson (October 31, 2013): Dr. Fikry Isaac Awarded Leadership in Health Care 

Award by U.S. Chamber of Commerce. Retrieved December 1, 2014 from http://www.jnj.com/news/all/Dr-

Fikry-Isaac-Awarded-Leadership-in-Health-Care-Award-by-US-Chamber-of-Commerce 

Appendix 196: Johnson & Johnson (November 5, 2013): Johnson & Johnson to Participate in Credit Suisse 

2013 Health Care Conference. Retrieved December 1, 2014 from 

http://www.investor.jnj.com/releasedetail.cfm?ReleaseID=804519 

Appendix 197: Johnson & Johnson (December 5, 2013): Janssen Pharmaceutica NV Extends Commitment to 

Global Mental Health Scholarships as Part of Its Healthy Minds Programme. Retrieved December 1, 2014 

from http://www.jnj.com/news/all/Janssen-Pharmaceutica-NV-Extends-Commitment-to-Global-Mental-

Health-Scholarships-as-Part-of-Its-Healthy-Minds-Programme 

Appendix 198: General Mills (n.d.a.2.): Annual Report 2011. Retrieved March 19, 2014 from 

http://investors.generalmills.com/quarterly-earnings  

Appendix 199: General Mills (n.d.b.2.): Annual Report 2012. Retrieved March 19, 2014 from 

http://investors.generalmills.com/quarterly-earnings 

Appendix 200: General Mills (n.d.c.2.): Annual Report 2013. Retrieved March 19, 2014 from 

http://investors.generalmills.com/quarterly-earnings 

Appendix 201: General Mills (September 5, 2012): New customer service facility achieves LEED Gold 

certification from U.S. Green Building Council. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2012/September/leed_2012/01fcb057-2ace-

4417-92ff-29030cfa1f22 

Appendix 202: General Mills (April 26, 2012): General Mills Foundation celebrates Champions for Healthy 

Kids' 10th anniversary. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2012/April/chk_legacy_4_26/74968f9e-d241-

430e-b9fd-1305cf87cefe 

Appendix 203: General Mills (June 4, 2012): General Mills celebrates Twin Cities communities of color 

through annual grant program. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2012/June/CommunitiesofColor/a2a6c6be-

55fb-4272-b2d0-f2f9bacc25bf 

Appendix 204: General Mills (April 4, 2012): General Mills releases 2012 Global Responsibility Report. 

Retrieved December 1, 2014 from 
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Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2012/April/DiversityInc/c9d3cb4c-4c24-44ab-

8611-edb4e37ee58d 
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ingredients by 2020. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2013/September/sourcing_10/bb896820-

1235-403a-be63-d1a939a37856 

Appendix 207: General Mills (September 5, 2013): General Mills launches $1.1 million sustainable sourcing 

program in Peru. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2013/September/peru_sourcing/9622b2ed-

0a88-488a-b084-aba31198f5ac 

Appendix 208: General Mills (September 13, 2013): General Mills named to esteemed Dow Jones 

Sustainability Index. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2013/September/DJSI_north_america/31e3e0a

2-2798-49cd-9411-24a6a666436f 

Appendix 209: General Mills (April 29, 2013): General Mills advances on DiversityInc’s Top 50 Companies for 

Diversity list. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2013/April/DiversityInc/12cac64c-2df1-4c92-

89a5-ee7e685ae3a2 

Appendix 210: General Mills (April 30, 2013): General Mills reports progress on global responsibility efforts. 

Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2013/April/csr_2013/6e8e12c0-983b-4a9b-

b475-cf94d5586d68 

Appendix 211: General Mills (December 6, 2013): General Mills updates community on soil vapor testing in 

Minneapolis neighborhood. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2013/December/eh_update/2521deb4-00ac-

4a22-a321-f455f9c51d1a 

Appendix 212: General Mills (October 29, 2012): Nominate community volunteers for Local and Emerging 

Legend awards. Retrieved December 1, 2014 from 
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Appendix 213: General Mills (January 16, 2012): Naomi Tutu inspires audience to reach for the beloved 

community as keynote speaker at 22nd annual Dr. Martin Luther King Jr. Holiday Breakfast. Retrieved 

December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2012/January/MLK_2012/6d4f977c-77c3-4139-

8bb4-3949e10abb8f 

Appendix 214: General Mills (February 24, 2012): USAID honors General Mills with global citizenship 

recognition. Retrieved December 1, 2014 from 

http://www.generalmills.com/News/NewsReleases/Library/2012/February/partners_food_solutions_hono

r_2_24/eecf1f78-91a8-4b96-bd3b-c9f6325518d2 

Appendix 215: General Mills (February 20, 2013): Häagen-Dazs and General Mills to help smallholder 

farmers increase yields and improve sustainability practices in Madagascar. Retrieved December 1, 2014 

from 

http://www.generalmills.com/News/NewsReleases/Library/2013/February/madagascar_vanilla/c94e7370-

76b6-4b79-82e0-f588b7557357 

Appendix 216: John Deere (n.d.d.2.): Annual Report 2011. Retrieved March 19, 2014 from 
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proxy/default.aspx 

Appendix 217: John Deere (n.d.e.2.): Annual Report 2012. Retrieved March 19, 2014 from 

http://investor.deere.com/our-company/investors-relations/financial-information/annual-reports-and-

proxy/default.aspx 
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proxy/default.aspx 
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 2011 2010 2009 2008 2007
     

Income Statement:     

Revenue  18,731   16,014   11,661   9,526   8,027 
Expenses (13,065)  (10,899)  (8,659)  (7,522)  (6,556)
Operating profit  5,666   4,973   2,902   2,100   1,449 
Financial income and expenses  (124)  (84)  (15)  (248)  (35)
Profit before income tax  5,542   4,889   2,887   1,852   1,414 
Net profit for the year  4,160   3,718   2,204   1,352   1,028

Balance Sheet:
Total assets  12,904   10,972   7,788   6,496   6,009 
Equity  6,975   5,473   3,291   2,066   1,679 
Liabilities   5,929   5,499   4,497   4,430   4,330 

Cash Flow Statement:
Cash flows from operating activities  3,828   3,744   2,712   1,954   1,033 
Investment in property, plant and equipment  1,451   1,077   1,042   368   399 
Investment in intangible assets  129   123   216   75   34 
Cash flows from financing activities  (2,519)  (3,477)  (906)  (1,682)  (467)
Total cash flows  (233)  (871)  558   128   592 

Employees:
Average number (full-time)  9,374   8,365   7,286   5,388   4,199 

Financial ratios (in %):
Gross margin 70.5  72.4   70.3   66.8   65.0 
Operating margin (ROS) 30.2  31.1   24.9   22.0   18.1 
Net profit margin 22.2  23.2   18.9   14.2   12.8 
Return on equity (ROE) 66.8  84.8   82.3   72.2   71.6 
Return on invested capital (ROIC I) 133.4  161.2   139.5   101.8   69.7 
Return on invested capital (ROIC II) 134.2  157.9   138.0   113.8   77.1 
Equity ratio 54.1  49.9   42.3   31.8   27.9 

Financial ratios have been calculated in accordance with the “Recommendations and Financial Ratios 2010”, issued by the 

Danish Society of Financial Analysts. For definitions, please see the section on accounting policies.

Parentheses denote negative figures.

Financial Highlights
The LEGO Group

(mDKK)

FINANCIAL HIGHLIGHTS
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MANAGEMENT’S STATEMENT

Board of Directors

Niels Jacobsen Kjeld Kirk Kristiansen Thomas Kirk Kristiansen

Chairman Deputy Chairman 

Søren Thorup Sørensen Eva Berneke Torben Ballegaard Sørensen

  Kåre Schultz

Management’s Statement

The Management Board and the Board of Directors have 

today considered and adopted the Annual Report of LEGO 

A/S for the financial year 1 January – 31 December 2011.

The Consolidated Financial Statements are prepared in 

accordance with International Financial Reporting Standards 

as adopted by the EU, and the Financial Statements are pre-

pared in accordance with the Danish Financial Statements 

Act. Moreover, the Consolidated Financial Statements and the 

Financial Statements are prepared in accordance with addi-

tional Danish disclosure requirements for Financial Statements. 

Management’s Review is prepared in accordance with the 

Danish Financial Statements Act. 

In our opinion, the Consolidated Financial Statements and the 

Financial Statements give a true and fair view of the financial 

position at 31 December 2011 of the Group and the Company 

and of the results of the Group and Company operations and 

consolidated cash flows for the financial year 1 January - 31 

December 2011.

In our opinion, Management’s Review includes a true and fair 

account of the development in the operations and financial 

circumstances of the Group and the Company, of the results 

for the year and of the financial position of the Group and 

the Company as well as a description of the most significant 

risks and elements of uncertainty facing the Group and the 

Company.

We recommend that the Annual Report be adopted at the 

Annual General Meeting.

Billund, 21 February 2012

Management Board

Jørgen Vig Knudstorp  

President and CEO  
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Independent Auditor’s Report
To the Shareholders of LEGO A/S

INDEPENDENT AUDITOR’S REPORT

Report on Consolidated Financial Statements 
and Parent Company Financial Statements
We have audited the Consolidated Financial Statements and 

the Parent Company Financial Statements of LEGO A/S for the 

financial year 1 January to 31 December 2011, which comprise 

income statement, balance sheet, statement of changes in 

equity and notes including summary of significant account-

ing policies for both the Group and the Parent Company, as 

well as statement of comprehensive income and cash flow 

statement for the Group. The Consolidated Financial State-

ments are prepared in accordance with International Financial 

Reporting Standards as adopted by the EU and any further 

disclosure requirements of the Danish Financial Statements 

Act, and the Parent Company Financial Statements are pre-

pared in accordance with the Danish Financial Statements Act.

Management’s Responsibility for the Consolidated 
Financial Statements and the Parent Company Financial 
Statements
Management is responsible for the preparation of Consoli-

dated Financial Statements that give a true and fair view in 

accordance with International Financial Reporting Standards 

as adopted by the EU and further Danish disclosure require-

ments in accordance with the Danish Financial Statements 

Act and for preparing Parent Company Financial Statements 

that give a true and fair view in accordance with the Danish 

Financial Statements Act. Further Management is responsible 

for such internal control as Management determines is neces-

sary to enable the preparation of Consolidated Financial State-

ments and Parent Company Financial Statements that are free 

from material misstatement, whether due to fraud or error.

Auditor’s Responsibility
Our responsibility is to express an opinion on the Con-

solidated Financial Statements and the Parent Company 

Financial Statements based on our audit. We conducted our 

audit in accordance with International Standards on Auditing 

and additional requirements under Danish audit regulation.  

This requires that we comply with ethical requirements and 

plan and perform the audit to obtain reasonable assurance 

whether the Consolidated Financial Statements and the Parent 

Company Financial Statements are free from material mis-

statement.

An audit involves performing procedures to obtain audit 

evidence about the amounts and disclosures in the Con-

solidated Financial Statements and the Parent Company 

Financial Statements. The procedures selected depend on 

the auditor’s judgment, including the assessment of the risks 

of material misstatement of the Consolidated Financial State-

ments and the Parent Company Financial Statements, whether 

due to fraud or error. In making those risk assessments, the 

auditor considers internal control relevant to the Company’s 

preparation of Consolidated Financial Statements and Parent 

Company Financial Statements that give a true and fair view in 

order to design audit procedures that are appropriate in the 

circumstances, but not for the purpose of expressing an opin-

ion on the effectiveness of the Company’s internal control. An 

audit also includes evaluating the appropriateness of account-

ing policies used and the reasonableness of accounting esti-

mates made by Management, as well as evaluating the overall 

presentation of the Consolidated Financial Statements and the 

Parent Company Financial Statements. 

We believe that the audit evidence we have obtained is suffi-

cient and appropriate to provide a basis for our audit opinion. 

The audit has not resulted in any qualification. 

Opinion
In our opinion, the Consolidated Financial Statements give 

a true and fair view of the Group’s financial position at 31 

December 2011 and of the results of the Group’s operations 

and cash flows for the financial year 1 January to 31 Decem-

ber 2011 in accordance with International Financial Reporting 

Standards as adopted by the EU and further Danish disclo-

sure requirements in accordance with the Danish Financial 

Statements Act.

Moreover, in our opinion, the Parent Company Financial State-

ments give a true and fair view of the Parent Company’s 

financial position at 31 December 2011 and of the results of the 

Parent Company’s operations for the financial year 1 January 

to 31 December 2011 in accordance with the Danish Financial 

Statements Act.

Statement on Management’s Review
We have read Management’s Review in accordance with the 

Danish Financial Statements Act. We have not performed 

any procedures additional to the audit of the Consolidated 

Financial Statements and the Parent Company Financial State-

ments. On this basis, in our opinion, the information provided 

in Management’s Review is consistent with the Consolidated 

Financial Statements and the Parent Company Financial State-

ments.

Billund, 21 February 2012 

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerskab

Mogens Nørgaard Mogensen Henrik Kragh

State Authorised Public Accountant State Authorised Public Accountant
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MANAGEMENT’S REVIEW

Management’s Review

2011 was a year of continued strong growth for the LEGO 

Group. The sale of LEGO® products grew considerably all 

over the world, and the Group’s earnings increased.

The LEGO Group’s profit before tax amounted to DKK 5,542 

million in 2011 against DKK 4,889 million the year before. The 

result is considered highly satisfactory.

Sales
The LEGO Group’s revenue increased by 17.0% in 2011 to DKK 

18,731 million against DKK 16,014 million the year before. 

Recent years’ growth on the North American market contin-

ued at the same pace in 2011. Also most European and Asian 

markets achieved two-digit sales increases. However, due to 

the financial crisis in certain European markets, the rate of 

increase on several Western European markets declined dur-

ing the last months of the year.  

Sales of several licence-based product lines were consider-

ably above expectations in 2011. This applies to LEGO products 

based on Star WarsTM, Harry PotterTM and Pirates of the Carib-

beanTM. Also LEGO City and LEGO Technic continued to show 

considerable growth, while LEGO® DUPLO® continues its 

moderate growth rate. As a theme, LEGO Ninjago, which is a 

combination of traditional building sets and so-called spinners 

launched at the beginning of 2011, exceeded expectations and 

was the biggest product launch in company history.

The online game LEGO Universe, which was launched at the 

end of 2010, did not meet expectations, and in November 2011 

it was decided to discontinue the development of the game.

Licence and royalty expenses
Licence and royalty expenses increased in 2011 to DKK 1,249 

million from DKK 988 million in 2010.

The item includes royalty to the KIRKBI Group for the use 

of the LEGO trademark, as well as licence agreements with 

inventors, designers and other licensees for the use of intel-

lectual rights.

Licence income from other companies’ use of the LEGO 

Group’s trademarks increased in 2011 by DKK 79 million to DKK 

224 million.

Operating profit 
The LEGO Group’s operating profit amounted to DKK 5,666 

million in 2011 against DKK 4,973 million in 2010.

The operating margin (ROS) was 30.2% in 2011 against 31.1% in 

2010.

Financial income and expenses
Net financials amounted to an expense of DKK 124 million in 

2011 against an expense of DKK 84 million in 2010.

Corporation tax
Corporation tax amounts to DKK 1,382 million against DKK 1,171 

million the year before. The effective tax rate for the year is 

25%, against 24% in 2010.

Profit for the year
The LEGO Group’s profit for the year amounted to DKK 4,160 

million in 2011 against DKK 3,718 million in 2010, which is a high-

er increase than expected at the beginning of the year.

Equity and cash flows
The LEGO Group’s assets increased by DKK 1,932 million in 

2011 and amount to DKK 12,904 million against DKK 10,972 mil-

lion at the end of 2010.

Return on invested capital (ROIC) was 133.4% in 2011 against 

161.2% in 2010.

After recognition of the profit for the year and distribution of 

dividend, the LEGO Group’s equity has increased by DKK 1,502 

million to DKK 6,975 million in 2011.

At the end of 2011, the equity ratio of the LEGO Group was 

54.1%.

Return on equity for the LEGO Group reached 66.8% in 2011 

against 84.8% in 2010.

Cash flows from operating activities amounted to DKK 3,828 

million against DKK 3,744 million in 2010, impacted by higher 

tax payments.

Cash flows from investing and financing activities amounted to 

DKK -4,061 million against DKK -4,615 million in 2010.

Capacity investments
In 2011, the LEGO Group continued recent years’ extensive 

investments in production capacity. In the autumn of 2011, new 

moulding halls were opened at the LEGO factory in Monter-

rey, Mexico. A new high-bay warehouse in the same factory is 

expected to be put into use in 2012.

In March 2011, a comprehensive expansion of the LEGO factory 

in Kladno, the Czech Republic, was initiated, which is expected 

opened in the spring of 2012.

It has moreover been decided to build a new factory in Nyír-

egyháza, Hungary, which is to replace the existing leased fac-

tory in the same town. 
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MANAGEMENT’S REVIEW

Intellectual capital resources
The average number of full-time employees was 9,374 in 2011 

against 8,365 in 2010. The increase is attributable to the large 

increase in activities in connection with the considerable sales 

growth. 

The continued growth in the number of employees places 

high demands on the Group in respect of recruiting, welcom-

ing and introducing new employees. Therefore, high priority 

was given to these activities also in 2011.

An important condition for the continued success of the LEGO 

Group is the continuous development of the skills of LEGO 

employees. Therefore, both talent development and general 

competence development are very important elements of the 

Group’s People & Culture strategy.

All employees in the LEGO Group are comprised by a Perfor-

mance Management Program (PMP). This Program ensures 

that the goals set for the performance of the employees relate 

directly to the overall objectives of the Group. On a current 

basis during the year, the manager and the employee follow 

up on whether the goals are achieved. A differentiated bonus 

scheme is attached to the Program. A total evaluation of the 

employee’s performance compared with the defined goals, 

which is carried out at year end, decides the amount of bonus 

for each individual employee.

Since 2007 the LEGO Group has doubled in size and in-

sourced the majority of its manufacturing. As a result, the size 

and complexity of the organisation has grown. To remain resil-

ient, the LEGO Group has in 2011 simplified its organisational 

set up and created new coherence in its operations. The aim 

is to create stronger collaboration in the core marketing and 

operations processes. 

As a consequence, the Group expects to be more scalable 

and adaptable to the challenges facing the business, such 

as growth in emerging markets, and the digitalisation of the 

business. 

To facilitate this simplification and collaboration, the higher lev-

els of management have been restructured and one layer has 

been removed. A few individuals have left management as a 

result of these changes, and a new broader group of 22 per-

sons now make up the Corporate Management team.

Research and development activities
Each year, new launchings account for approximately 60% of 

the LEGO Group’s sales to consumers. Therefore, the Group 

has considerable development activities, comprising anything 

from trend spotting and anthropological studies to the actual 

development of specific products and campaigns. Approxi-

mately 140 designers from about 20 different countries make 

up the creative core of product development.

Moreover, the LEGO Group cooperates with a number of edu-

cational institutions concerning various research projects with-

in, among other things, children’s play and new technologies.

Sustainability
In 2003, as the first company in the toy industry, the LEGO 

Group signed the UN Global Compact. This was a confirma-

tion of the many years’ support of human rights, labour stand-

ards and the environment. Global Compact has later been 

extended to include anti-corruption. 

The LEGO Group confirms its support to Global Compact. 

The LEGO Group issues Progress Report 2011 describing how 

the LEGO Group is working within the areas of human rights, 

labour standards, the environment and anti-corruption.

The Progress Report 2011 thus constitutes the statutory state-

ment of social responsibility pursuant to section 99 a of the 

Danish Financial Statements Act.

The Progress Report 2011 also describes the LEGO Group’s 

efforts to achieve its non-financial goals.

Market development
The LEGO Group’s main activity is the development, produc-

tion, marketing and sale of play materials. The market for 

traditional toys, in which the Group operates, has been slightly 

decreasing in the USA in 2011. In Southern Europe, markets 

decreased considerably, whereas the rest of Europe and 

Asia showed good growth rates. One exception is, however, 

Japan, where the after-effects of the natural disaster in March 

mean that, for the year as a whole, the market has decreased 

slightly.
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LEGO® sales
As a theme, the new product line LEGO Ninjago sold consid-

erably better than expected and became one of the best sell-

ing product lines in 2011.

However, LEGO City and LEGO Star Wars are still topping the 

list of best selling lines.

Also LEGO Technic and the LEGO minifigures as collector’s 

items have achieved considerable increases, while sales of 

LEGO DUPLO and the board games, LEGO Games, have 

been in line with the year before.

At the end of 2010, the LEGO Group entered the market for 

online pay games for the first time through the launching of 

LEGO Universe, a so-called MMOG (massively multiplayer 

online game). Despite a very positive feedback and many play-

ers in the zone of the game where it was free to play, it turned 

out not to be possible to obtain a satisfactory number of pay-

ing subscribers. The game was therefore closed down at the 

end of January 2012.

The LEGO Group achieved double-digit sales growth rates on 

nearly all markets in 2011. One exception is Japan, which was 

hit hard by the natural disaster at the beginning of the year, 

but nevertheless showed growth.

In the rest of Asia, which is still a relatively small market for the 

LEGO Group, sales growth in 2011 by far exceeded expecta-

tions.

The English-speaking countries are, however, still the most sig-

nificant growth drivers and have all exceeded the expectations 

for the year.

Direct sales to consumers, accounting for some 10% of the 

LEGO Group’s total sales, also saw considerable growth in 

2011.

Finally, increased management focus meant that the LEGO 

Group’s sale of products to the educational sector nearly dou-

bled in 2011; however, from a relatively small base.

Thanks to the growth generated during the year, the LEGO 

Group’s global market share at the end of 2011 amounts to 

approximately 7.1%.

Expectations for 2012
On the basis of the financial development during the last 

months of 2011, stagnation is expected on the European mar-

kets, while minor increases in the market for traditional toys are 

expected in the rest of the world. 

Based on the Group’s good results for 2011, continued sales 

growth is expected in 2012. However, the financial challenges 

in many European economies are expected to result in lower 

growth rates for the year.

The LEGO Group expects satisfactory results for 2012.

MANAGEMENT’S REVIEW
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   Note 2011 2010
     

Revenue   3  18,731   16,014 

Production costs   4,6,7  (5,519)  (4,413)
Gross profit     13,212   11,601 
     

Sales and distribution expenses    4,6,7  (5,257)  (4,627)
Administrative expenses   4,5,6,7  (1,104)  (931)
Other operating expenses   4,6,7,9  (1,185)  (928)
Special items   4,7,8  -  (142)
Operating profit        5,666   4,973 
     

Financial income   10  34   21 

Financial expenses   11  (158)  (105)
Profit before income tax     5,542   4,889 
     

Tax on profit for the year   12  (1,382)  (1,171)
Net profit for the year     4,160   3,718 
     

     

Allocated as follows:     

Parent Company shareholders     4,137   3,696 

Non-controlling interests     23   22 
     4,160   3,718 

     

Consolidated statement of other comprehensive income     

     

Profit for the year    4,160 3,718
Cash flow hedges     (184)  (201)
Tax on cash flow hedges     46   38 

Currency translation differences     (2)  143 

Total other comprehensive income for the year     4,020   3,698 
     

Allocated as follows:     

Parent Company shareholders     3,997   3,676 

Non-controlling interests     23   22 
     4,020   3,698 
     

INCOME STATEMENT

Income Statement and consolidated statement of other 
comprehensive income 1 January – 31 December

The LEGO Group
(mDKK)
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   Note 2011 2010

ASSETS     
     
Non-current assets     

Development projects     12   78 

Software     102   26 

Licences, patents and other rights     76   81 

Intangible assets    13  190   185 
     

Land, buildings and installations     1,140   863 

Plant and machinery     1,239   983 

Other fixtures and fittings, tools and equipment     502   384 

Fixed assets under construction     514   338 

Property, plant and equipment   14  3,395   2,568 
     

Deferred tax assets   20  114   180 

Investments in associates   15  3   3 

Other non-current assets     117   183 
     

Total non-current assets     3,702   2,936 
     

Current assets     

Inventories   16  1,541   1,327 

Trade receivables   17  3,845   3,321 

Other receivables     603   584 

Prepayments     462   34 

Current tax receivables     244   12 

Receivables from related parties   31  1,950   1,956 

Cash and cash equivalents   30  557   802 

Total current assets     9,202   8,036 
     

TOTAL ASSETS     12,904   10,972 
     

BALANCE SHEET

Balance Sheet at 31 December
The LEGO Group

(mDKK)
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   Note 2011 2010

EQUITY AND LIABILITIES     
     
EQUITY     

Share capital   18  20   20 

Reserve for hedge accounting     (252)  (114)
Reserve for currency translation     (140)  (138)
Retained earnings   19  7,321   5,684 

LEGO A/S’ share of equity     6,949   5,452 

Non-controlling interests     26   21 

Total equity     6,975   5,473 
     

LIABILITIES     
Non-current liabilities     

Borrowings   26  818   826 
Deferred tax liabilities   20  50   21 

Pension obligations   21  55   52 

Provisions   23  72   75 

Other long-term debt   22  63   92 

Total non-current liabilities     1,058   1,066 
     

Current liabilities     

Borrowings   26  7   6 

Trade payables     1,611   1,518 

Current tax liabilities     97   297 

Provisions   23  34   3 

Other short-term debt   22  3,122   2,609 

Total current liabilities     4,871   4,433 
     

Total liabilities     5,929   5,499 
     

TOTAL EQUITY AND LIABILITIES     12,904   10,972 
         

BALANCE SHEET

Balance Sheet at 31 December
The LEGO Group

(mDKK)
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Balance at 1 January 2011  20   (114)  (138)  5,684   5,452   21   5,473 
         

Other comprehensive income/ 

(expenses) for the year  -   (138)  (2)  4,137   3,997   23  4,020 

Dividend relating to prior year  -   -   -   (2,500)  (2,500)  (18) (2,518)
Balance at 31 December 2011  20   (252)  (140)  7,321   6,949  26   6,975 
         

       

     

Balance at 1 January 2010  20   49   (281)  3,488   3,276   15   3,291 
         

Other comprehensive income/ 

(expenses) for the year  -   (163)  143   3,696   3,676   22   3,698 

Dividend relating to prior year  -   -   -   (1,500)  (1,500)  (16)  (1,516)
Balance at 31 December 2010  20   (114)  (138)  5,684   5,452   21   5,473 

STATEMENT OF CHANGES IN EQUITY

Statement of changes in Equity
The LEGO Group

(mDKK)

   Reserve  LEGO
  Reserve for  Group’s Non-
 Share hedge exchange Retained share of controlling Total
 capital accounting adjustment earnings equity interests equity
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   Note 2011 2010
   

Cash flows from operating activities:      

Profit before income tax     5,542   4,889 

Interest paid etc     (158)  (105)
Interest received etc     34   21 

Income tax (paid)/received     (1,672)  (939)
Other reversals with no effect on cash flows   28  690   445 

Changes in working capital   29  (608)  (567)
Net cash generated from operating activities     3,828   3,744 

     

Cash flows from investing activities:      

Purchases of property, plant and equipment    14  (1,451)  (1,077)
Purchases of intangible assets   13  (129)  (123)
Proceeds from sale of property, plant and equipment     38   62 

Net cash generated from investing activities     (1,542)  (1,138)
     

Cash flows from financing activities:     

Dividend paid to shareholders     (2,500)  (1,500)
Dividend paid to non-controlling interests     (18)  (16)
Paid to related parties     (8,003)  (1,956)
Repayment from related parties     8,009   - 
Repayments of borrowings     (7)  (5)
Net cash (used in)/generated from financing activities     (2,519)  (3,477)
     

Total cash flows     (233)  (871)
     

Cash and cash equivalents at 1 January     802   1,630 

Exchange gains/(losses) on cash and cash equivalents     (12)  43 

Cash and cash equivalents at 31 December   30  557   802 
         

CASH FLOW STATEMENT

Cash Flow Statement 1 January – 31 December
The LEGO Group

(mDKK)
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NOTES

Notes
The LEGO Group

The Consolidated Financial Statements of the LEGO Group 

have been prepared in accordance with International Financial 

Reporting Standards (IFRS) as adopted by the EU and addi-

tional Danish disclosure requirements.     

   

The Financial Statements have been prepared in accordance 

with the historical cost conversion, as modified by the revalua-

tion of financial assets and financial liabilities (including finan-

cial instruments) at fair value. 

      

Effects of new accounting standards  

  

All new and amended standards and interpretations effective 

as of 1 January 2011 have been adopted. Standards relevant to 

the LEGO Group are:

•	 Annual	improvements	consisting	of	a	number	of	minor	

amendments to existing standards     

   

The amendment is in accordance with current accounting 

policies and therefore, the implementation of the amendment 

has no impact on recognition and measurement.   

     

The following standards that are not adopted by the EU at the 

balance sheet date which are relevant to the LEGO Group 

are: 

•	 IFRS	13	on	fair	value	measurement.	General	standard	on	the	

statement of fair value. The basic principle is that an asset is 

measured at fair value whereas a liability is measured at the 

amount which a third party would charge as payment for 

undertaking the liability. Effective date 1 January 2013.

•	 Amendment	of	IAS	19	on	employee	benefits.	All	actuarial	

gains and losses are recognised in other comprehensive 

income. The interest element is calculated based on the net 

liability. Effective date 1 January 2013.    

   

Management is currently assessing the potential impact. It 

is the Management’s immediate assessment that the above 

mentioned changes in Reporting Standards and interpreta-

tions will not have any significant impact on recognition and 

measuring.      

 

Consolidation practice    

      

The Consolidated Financial Statements comprise LEGO A/S 

(Parent Company) and the companies in which LEGO A/S 

directly or indirectly holds more than 50% of the votes or oth-

erwise exercises control (subsidiaries). LEGO A/S and these 

companies are referred to as the LEGO Group.   

    

Subsidiaries are fully consolidated from the date on which 

control is transferred to the LEGO Group. They are de-consoli-

dated from the date on which control ceases.    

    

Associates are all entities over which the LEGO Group has 

significant influence but not control, and are generally repre-

sented by a shareholding of between 20% and 50% of the vot-

ing rights. Investments in associates are accounted for using 

the equity method of accounting and are initially recognised 

at cost.       

 

Intercompany transactions, balances and unrealised gains 

on transactions between group companies are eliminated. 

Unrealised losses are also eliminated unless the transaction 

provides evidence of impairment of the asset transferred. 

Subsidiaries’ accounting policies have been changed where 

necessary to ensure consistency with the policies adopted by 

the LEGO Group.      

 

Non-controlling interests include third party shareholders’ 

share of the equity and the results for the year in subsidiaries 

which are not 100% owned.      

  

The part of the subsidiaries’ results that can be attributed to 

non-controlling interests forms part of the profit or loss for the 

year. Non-controlling interests’ share of the equity is stated as 

a separate item in equity.      

  

      

Foreign currency translation   
    

Functional and presentation currency
Items included in the financial statements of each of the 

LEGO Group’s entities are measured using the currency of the 

primary economic environment in which the entity operates. 

The Consolidated Financial Statements are presented in Dan-

ish kroner (DKK), which is the functional and presentation cur-

rency of the Parent Company.     

  

Transactions and balances
Foreign currency transactions are translated into the functional 

currency using the exchange rates prevailing at the dates of 

the transactions. Foreign exchange gains and losses result-

ing from the settlement of such transactions and from the 

translation at balance sheet date exchange rates of monetary 

assets and liabilities denominated in foreign currencies are 

recognised in the income statement, except when deferred in 

equity as reserve for exchange rate adjustments.   

Note 1. Significant accounting policies
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Notes
The LEGO Group

NOTES

Group companies
The results and financial position of subsidiaries that have a 

functional currency different from the presentation currency 

are translated into the presentation currency as follows:  

     

•			Assets	and	liabilities	for	each	subsidiary	are	translated	into	

DKK at the closing rate at the balance sheet date.

•			Income	and	expenses	for	each	subsidiary	are	translated	at	

average exchange rates.

•		Differences	deriving	from	translation	of	the	foreign	subsidiar-

ies’ opening equity to the exchange rates prevailing at the 

balance sheet date, and differences owing to the translation 

of the income statements of the foreign subsidiaries from 

average exchange rates to balance sheet date exchange 

rates are recognised in other comprehensive income and 

classified as a separate reserve for exchange adjustments 

under equity.      

 

      

Derivative financial instruments

Derivative financial instruments are initially recognised in the 

balance sheet at cost and are subsequently measured at fair 

value. Derivative financial instruments are recognised in other 

receivables and other short-term debt.    

   

Changes to the fair value of derivative financial instruments 

which meet the criteria for hedging the fair value of a recog-

nised asset or a recognised liability are recognised in the 

income statement together with any changes in the fair value 

of the hedged asset or liability attributable to the hedged risk. 

      

The effective portion of changes to the fair value of derivative 

financial instruments which meet the criteria for hedging future 

cash flows are recognised in other comprehensive income 

and in a separate reserve under equity. Income and expenses 

relating to these hedge transactions are transferred from equi-

ty when the hedged item affects the income statement. The 

amount is recognised in financial income or expenses.  

 

Currency options are initially recognised at cost, which equals 

fair values of considerations paid, and subsequently re-

measured at fair value at the end of the reporting period. Fair 

value changes on options designated as cash flow hedging 

instruments comprise changes attributable to changes in the 

spot rate.  Fair value changes attributable to the time value 

are recognised in financial income or expenses in the income 

statement.  

In case of settlement of a derivative designated as a cash flow 

hedge, the accumulated fair value adjustment remains in equi-

ty until the hedged transaction occurs. If the hedged transac-

tion is no longer expected to take place, any accumulated fair 

value adjustments are transferred from equity to the income 

statement under financial income or expenses.

Income Statement

Recognition of sales and revenues
Sales represent the fair value of the sale of goods excluding 

value added tax and after deduction of provisions for returned 

products, rebates and trade discounts relating to the sale.  

     

Provisions and accruals for rebates to customers are made in 

the period in which the related sales are recorded. Historical 

data are readily available and reliable and are used for esti-

mating the amount of the reduction in sales.   

    

Revenues from the sale of goods are recognised when all the 

following specific conditions have been met and the control 

over the goods has been transferred to the buyer.

•	 Significant	risks	and	rewards	of	ownership	of	the	goods	

have been transferred to the buyer.

•	 The	revenues	can	be	measured	reliably.

•	 It	is	probable	that	the	economic	benefits	associated	with	

the transaction will flow to the LEGO Group.

•	 Costs	incurred	or	to	be	incurred	in	respect	of	the	transac-

tion can be measured reliably.    

   

These conditions are usually met by the time the products are 

delivered to the customers.     

  

Licence fees are recognised on an accrual basis in accord-

ance with the relevant agreements.    

   

Revenues are measured at the fair value of the consideration 

received or receivable.     

  

Other operating expenses
Other operating expenses include royalty and research and 

development costs.      

 

Special items
Special items include significant amounts that can not be 

attributed to normal operations such as specific impairment of 

intangible assets and fixed assets. Special items also include 

provisions for restructuring costs etc. and reversals of provi-

sions for restructuring.      

  

      

 

      

Note 1. Significant accounting policies, continued
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Notes
The LEGO Group

NOTES

Taxes
The tax expenses for the period comprise current and 

deferred tax. Tax is recognised in the income statement, 

except to the extent that it relates to items recognised in other 

comprehensive income. In this case, the tax is also recog-

nised in other comprehensive income.    

   

Deferred income tax on temporary differences arising 

between the tax bases of assets and liabilities and their car-

rying amounts is provided in full in the Consolidated Financial 

Statements, using the liability method.    

   

Deferred tax reflects the effect of any temporary differences. 

To the extent calculated deferred tax is positive, this is rec-

ognised in the balance sheet as a deferred tax asset at the 

expected realisable value. Deferred tax assets are recognised 

only to the extent that it is probable that future taxable profit 

will be available against which the temporary differences can 

be utilised.      

 

Any changes in deferred tax due to changes in tax rates are 

recognised in the income statement.    

   

      

Balance Sheet

Software and development projects
Research expenses are charged to the income statement as 

incurred. Software and development projects that are clearly 

defined and identifiable and which are expected to generate 

future economic profit are recognised as intangible non-

current assets at historical cost less accumulated amortisa-

tion and any impairment loss. Amortisation is provided on a 

straight-line basis over the expected useful life which is nor-

mally 3-6 years. Other development costs are recognised in 

the income statement.     

  

Borrowing costs related to financing development projects 

that take a substantial period of time to complete and whose 

commencement date is on or after 1 January 2009 are includ-

ed in the cost price.      

  

Licences, patents and other rights
Acquired licences, patents and other rights are capitalised on 

the basis of the costs incurred. These costs are amortised 

over the shorter of their estimated useful lives and the con-

tractual duration.      

 

      

 

       

Property, plant and equipment
Land and buildings comprise mainly factories, warehouses 

and offices. Property, plant and equipment (PPE) are meas-

ured at cost, less subsequent depreciation and impairment 

losses, except for land, which is measured at cost less impair-

ment losses.       

 

Depreciation is calculated using the straight-line method to 

allocate the cost of each asset to its residual value over its 

estimated useful life as follows:    

   

Buildings 40 years

Installations 10-20 years

Plant and machinery 5-15 years

Moulds 2 years

Furniture, fittings and equipment 3-10 years

The residual values and useful lives of the assets are reviewed 

and adjusted, if appropriate, at each balance sheet date.   

     

Gains and losses on disposals are determined by comparing 

the proceeds with the carrying amount and recognised in the 

income statement.       

 

Cost comprises acquisition price and expenses directly 

related to the acquisition until the time when the asset is ready 

for use. The cost of self constructed assets comprises direct 

expenses for wage consumption and materials. Borrowing 

costs related to financing self constructed assets that take 

a substantial period of time to complete and whose com-

mencement date is on or after 1 January 2009 are included in 

the cost price.       

 

Leases
Leases of assets where the LEGO Group has substantially 

all risks and rewards of ownership are capitalised as finance 

leases under property, plant and equipment and depreciated 

over the estimated useful lives of the assets, according to the 

periods listed under the section Property, plant and equip-

ment. The corresponding finance lease liabilities are recog-

nised in liabilities.      

Operating lease expenses are recognised in the income 

statement on a straight-line basis over the period of the lease. 

      

Impairment of assets
Assets that are subject to depreciation and amortisation are 

tested for impairment whenever events or changes in circum-

stances indicate that the carrying amount may not be recover-

able. Assets under development are tested for impairment at 

each reporting date.     

  

      

Note 1. Significant accounting policies, continued
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Notes
The LEGO Group

An impairment loss is recognised for the amount by which the 

carrying amount of the asset exceeds its recoverable amount. 

The recoverable amount is the higher of the fair value of an 

asset less expenses to sell and value in use. For the purposes 

of assessing impairment, assets are grouped at the lowest 

levels for which there are separately identifiable cash flows 

(cash generating units).     

  

Non-current assets held for sale
Non-current assets held for sale are measured at carrying 

amount at the time of classification as held for sale or at a 

lower net realisable value.     

  

Inventories
Inventories are measured at the lower of cost and net realis-

able value. Cost is determined using the first-in, first-out (FIFO) 

method.        

The cost of raw materials, consumables and purchased 

goods comprises the invoice price plus delivery expenses. 

The cost of finished goods and work in progress comprises 

the purchase price of materials and direct labour costs plus 

indirect production costs. Indirect production costs include 

indirect materials and wages, maintenance and depreciation 

of plant and machinery, factory buildings and other equipment 

as well as expenses for factory administration and manage-

ment.      

 

Receivables
Trade receivables are initially recognised at fair value and 

subsequently measured at amortised cost less provisions for 

losses. Provisions for losses are made on the basis of an indi-

vidual assessment of the risk relating to each receivable.   

     

Equity

Reserve for hedge accounting
The reserve for hedge accounting consists of the effective 

portion of gains and losses on hedging instruments desig-

nated as cash flow hedges.     

  

Reserve for exchange adjustments
The reserve for exchange adjustments consists of exchange 

rate differences that occur when translating the foreign sub-

sidiaries’ financial statements from their functional currency 

into the LEGO Group’s presentation currency. On disposal of 

the net investment, the reserve for exchange adjustments of 

that foreign subsidiary is recognised in the income statement.  

      

Dividend distribution
Dividends are recognised as a liability in the period in which 

they are adopted at the Annual General Meeting.   

    

Liabilities

Borrowings
Borrowings are initially recognised at fair value, net of trans-

action expenses incurred. Borrowings are subsequently 

measured at amortised cost. Any differences between the 

proceeds and the redemption value are recognised in the 

income statement over the period of the borrowings using the 

effective interest method.     

  

Borrowings are classified as current liabilities unless the LEGO 

Group has an unconditional right to defer settlement of the 

liability for at least 12 months after the balance sheet date.  

     

Employee benefits
Wages, salaries, social security contributions, paid annual 

leave and sick leave, bonuses and non-monetary employee 

benefits are accrued in the year in which the associated 

services are rendered by the employees of the LEGO Group. 

Where the LEGO Group provides long-term employee ben-

efits, the costs are accumulated to match the rendering of the 

services by the employees concerned.    

   

Retirement benefit obligation
Costs regarding defined contribution plans are recognised 

in the income statement in the periods in which the related 

employee services are delivered.     

   

Net obligations in respect of defined benefit pension plans 

are calculated separately for each plan by estimating the 

amount of future benefits that employees have earned in 

return for their service in the current and prior periods; that 

benefit is discounted to determine its present value, and the 

fair value of any plan assets is deducted. Discount rates are 

based on the market yield of high quality corporate bonds 

in the country concerned approximating to the terms of the 

LEGO Group’s pension obligations. The calculations are 

performed by a qualified actuary using the Projected Unit 

Credit Method. When the benefits of a plan are increased, the 

portion of the increased benefit relating to past service by 

employees is recognised as an expense in the income state-

ment over the vesting period. To the extent that the benefits 

are vested, the expense is recognised in the income state-

ment immediately.

Actuarial gains and losses are recognised in the income 

statement in the period in which they occur.   

    

Net pension assets are recognised to the extent that the 

LEGO Group is able to derive future economic benefits in the 

way of refunds from the plan or reductions of future contribu-

tions.      

 

Note 1. Significant accounting policies, continued
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The LEGO Group

NOTES

Provisions 
Provisions are recognised when the LEGO Group identifies 

legal or constructive obligations as a result of past events and 

it is probable that it will lead to an outflow of resources that 

can be reliably estimated. In this connection, the LEGO Group 

makes the estimate based upon an evaluation of the individu-

al, most likely outcome of the cases. In cases where a reliable 

estimate cannot be made, these are disclosed as contingent 

liabilities.      

 

Further provisions for restructuring expenses are only recog-

nised when the decision is made and announced before the 

balance sheet date. Provisions are not made for future operat-

ing losses.      

 

Provisions are measured at the present value of the estimated 

obligation at the balance sheet date.    

   

Other liabilities
Other liabilities are measured at amortised cost unless specifi-

cally stated otherwise.     

  

Cash Flow Statement

The consolidated cash flow statement shows cash flows for 

the year broken down by operating, investing and financing 

activities, changes for the period in cash and bank overdrafts 

and cash and bank overdrafts at the beginning of the year.  

     

Cash flows from operating activities are calculated indirectly 

as the profit for the year adjusted for non-cash items, financial 

expenses paid, income taxes paid and changes in working 

capital.      

 

Cash flows from investing activities comprise payments 

relating to acquisitions and disposals of activities, intangible 

assets, property, plant and equipment, fixtures and fittings as 

well as fixed asset investments. Furthermore they comprise 

interest and dividends received.    

   

Cash flows from financing activities comprise proceeds from 

borrowings, repayment of interest-bearing debt and dividend 

paid to shareholders.      

  

Cash and cash equivalents comprise cash and bank over-

drafts etc. that can readily be converted into cash reduced by 

short-term bank debt.

Note 1. Significant accounting policies, continued
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Financial ratios
        
Financial ratios have been calculated in accordance with the “Guidelines and Financial Ratios 2010”, issued by the Danish Society 

of Financial Analysts.

 

Gross margin: Gross profit x 100

  Revenue   

        

        

Operating margin (ROS): Operating profit (EBIT) x 100   

  Revenue   

        

        

Net profit margin: Net profit for the period x 100      

  Revenue   

        

        

Return on equity (ROE): Net profit for the period x 100   

  Average equity   

        

        

ROIC I: EBITA before special items x 100   

  Average invested capital   

        

        

ROIC II: EBITA after special items x 100   

  Average invested capital   

        

        

Equity ratio: Equity (incl. Non-controlling interests) x 100   

  Total liabilities and equity   

        

        

Average invested capital is calculated as property, plant and equipment, inventories and receivables excluding tax receivables 

less provisions, excluding provisions relating to restructuring and deferred tax, and less short-term debt, excluding mortgage 

loans and tax. At the statement of ROIC II, provisions relating to restructuring are moreover deducted. 

Notes
The LEGO Group

NOTES

Note 1. Significant accounting policies, continued
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Note 2. Significant accounting estimates and judgements

When preparing the Annual Report it is necessary that Management makes a number of accounting estimates and judgements 

that affect the reported amounts of assets and liabilities and the reported amounts of revenues and expenses. 

Estimates and judgements used in the determination of reported results are continuously evaluated. Management bases the 

judgements on historical experience and other assumptions that Management assesses are reasonable under the given circum-

stances. Actual results may differ from these estimates under different assumptions or conditions.   

    

The following accounting estimates and judgements are those that Management assesses to be material for the Annual Report:

Property, Plant & Equipment
Assessment of estimated residual value and useful life of Property, Plant & Equipment requires judgements. It is Management’s 

assessment that the estimates are reasonable (note 14).

Inventories
Calculation of indirect production costs requires estimates and judgements regarding various assumptions. The sensitivity of the 

measurement to these assumptions can be significant. It is the assessment of Management that the assumptions and estimates 

made are reasonable (note 16).      

 

      

Note 3. Revenue

Revenue contains sale of goods and licence income. Sale of goods amounts to DKK 18,507 million (DKK 15,869 million in 2010), and 

licence income amounts to DKK 224 million (DKK 145 million in 2010).      

  

      

Note 4. Expenses by nature

    2011 2010
Raw materials and consumables used     3,098   2,800 

Employee expenses (note 6)     3,418   2,878 

Depreciation and amortisation (note 7)     637   606 

Licence and royalty expenses     1,249   988 

Other external expenses     4,663   3,769 

Total operating expenses and restructuring expenses     13,065   11,041 
        

   

Note 5. Auditors’ fees

    2011 2010
Fee to PwC: 

Statutory audit of the Financial Statements      9   9 

Other assurance engagements      1   1 

Tax assistance     5   5 

Other services      6   2 
     21   17 

Notes
The LEGO Group

(mDKK)

NOTES
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Note 6. Employee expenses     

 

    2011 2010
Wages and salaries     3,048   2,638 

Termination benefit and restructuring     33   - 
Pension costs, defined benefit plans (note 21)     6   6 

Pension costs, defined contribution plans     191   131 

Other expenses and social security expenses     140   142 

     3,418   2,917 

Classified as:
Production costs     1,096   937 

Sales and distribution expenses     1,367   1,196 

Administrative expenses     673   535 

Other operating expenses     242   210 

Intangible assets     12   6 

Property, plant & equipment     28   33 

     3,418   2,917 
      

Including Key Management Personnel:

Salaries     29   25 

Termination benefit     3   - 
Short-term incentive plans    10   11 

Long-term incentive plans     7   10 
     49   46 

Including fee to Board of Directors:     3   3 
      

Incentive plans comprise a short-term incentive plan based on yearly performance and a long-term incentive plan related to 

long-term goals regarding value creation.        

 

Average number of full-time employees     9,374   8,365
      

 

Notes
The LEGO Group

(mDKK)

NOTES
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Note 7. Depreciation and amortisation

    2011 2010
Licences, patents and other rights     17   9 

Software     109   166 

Buildings and installations     29   24 

Plant and machinery     379   342 

Other fixtures and fittings, tools and equipment     103   65 
     637   606 
      

Classified as:
Production costs     441   347 

Sales and distribution expenses     125   59 

Administrative expenses     70   49 

Other operating expenses     1   1 

Special items     -   150 
     637   606 

The LEGO Group has impaired intangible fixed assets amounting to DKK 99 million and property, plant and equipment amount-

ing to DKK 8 million. The total impairment is expensed with DKK 49 million as production costs and DKK 58 million as sales and 

distribution expenses. 

Note 8. Special items      

 

    2011 2010
Impairment     -   150 

Employee related expenses     -   2 

Reversal of provisions for restructuring     -  (4)
Other     -   (6)
     -   142 
        

   

Note 9. Research and development costs

    2011 2010
Research and development costs charged during the year     335   306 

     335   306 
     

 

Notes
The LEGO Group

(mDKK)

NOTES
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Note 10. Financial income

    2011 2010
Interest income from related parties     21   3 

Interest income from credit institutions measured at amortised cost    5   3 

Other interest income     8   3 

Exchange gain, net     -   12 

     34   21 
      

 

Note 11. Financial expenses

    2011 2010
Interest expenses on mortgage loans measured at amortised cost    4   4 
Interest expenses to related parties     4   6 

Interest expenses to credit institutions measured at amortised cost    15   9 

Other interest expenses     6   - 
Loss from derivative financial instruments     116   86 

Exchange loss, net     13   - 
     158   105

Note 12. Tax on profit for the year      

 

    2011 2010
Current tax on profit for the year     1,306   1,316 

Deferred tax on profit for the year     94   (45)
Other     4   1 

Value adjustment on deferred tax     (27)  (13)
Adjustment of tax relating to previous years, current tax     14   (62)
Adjustment of tax relating to previous years, deferred tax     (9)  (26)
     1,382   1,171 
        

Income tax expenses are specified as follows:
Calculated 25% tax on profit for the year before income tax     1,386   1,222 

Tax effect of:      

Higher/lower tax rate in subsidiaries     (9)  16 

Non-taxable income     (32)  (4)
Non-deductible expenses     30   38 
Deferred tax, effect of change in tax rate      -   (3)
Adjustment of tax relating to previous years     6   (88)
Changed valuation of deferred tax asset and liability     (27)  (13)
Other     28   3 
     1,382   1,171 
      

Effective tax rate    25% 24%

Notes
The LEGO Group

(mDKK)

NOTES
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Note 13. Intangible assets

    Licences,

  Development  patents and

  projects Software other rights Total

Cost at 1 January 2011   78   197   178   453 

Exchange rate adjustment to year-end rate   -   -   2   2 

Additions   76   43   10   129 

Disposals   -   -   -   - 
Transfer   (142)  142   -   - 
Cost at 31 December 2011   12   382   190   584 
      

Amortisation and impairment losses at 1 January 2011   -   171   97   268 

Amortisation for the year   -   20   7   27 

Impairment losses for the year   -   89   10   99 

Amortisation and impairment losses at 31 December 2011   -   280   114   394 

Carrying amount at 31 December 2011  12 102 76  190 

The LEGO Group has impaired intangible fixed assets amounting to DKK 249 million. The impairment losses in 2011 amount to 

DKK 99 million (DKK 150 million in 2010). The impairment losses are due to a challenging market situation and due to closedown of 

IT projects. In assessing the value in use the LEGO Group has used a pre-tax discount rate of 13,54%, reflecting the LEGO Group’s 

overall WACC.      

    Licences,

  Development  patents and

  projects Software other rights Total

Cost at 1 January 2010   116   38   171   325 

Exchange rate adjustment to year-end rate   -   (2)  7   5 

Additions   123   -   -   123 

Disposals   -   -   -   - 
Transfer   (161)  161   -   - 
Cost at 31 December 2010   78   197   178   453 
      

Amortisation and impairment losses at 1 January 2010   -   5   88   93 

Amortisation for the year   -   16   9   25 
Impairment losses for the year   -   150   -   150 

Amortisation and impairment losses at 31 December 2010   -   171   97   268 

Carrying amount at 31 December 2010  78 26 81  185 
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Note 14. Property, plant and equipment

   Other 

   fixtures & Fixed

 Land,  fittings, assets

 buildings & Plant & tools and under

 installations machinery equipment construction Total

Cost at 1 January 2011  1,429   3,589   907   338   6,263 

Exchange adjustment to year-end rate  (29)  (26)  (5)  (13)  (73)
Additions   67   578   217   589   1,451 

Disposals  (81)  (192)  (86)  -   (359)
Transfers  293   79   28   (400)  - 
Cost at 31 December 2011  1,679   4,028   1,061   514   7,282 

      

Depreciation and impairment losses at 1 January 2011  566  2,606   523   -   3,695 

Exchange adjustment to year-end rate   (2)  (9)  2   -   (9)
Depreciation for the year   29   379   95   -   503 

Impairment losses for the year  -   -   8   -   8 

Disposals  (54)  (187)  (69)  -   (310)
Depreciation and impairment losses at 31 December 2011 539   2,789   559   -   3,887 

      
Carrying amount at 31 December 2011  1,140   1,239   502   514   3,395 
         
Including assets under finance leases  31   -   -   -   31 
      

Property, plant and equipment in general
An obligation regarding the purchase of property, plant and equipment of DKK 334 million exists at 31 December 2011 (DKK 58 mil-

lion at December 2010).

Assets under finance leases
Assets under finance leases consist of buildings. 
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Note 14. Property, plant and equipment, continued

   Other 

   fixtures & Fixed

 Land,  fittings, assets

 buildings & Plant & tools and under

 installations machinery equipment construction Total

Cost at 1 January 2010  1,255   3,195   725   219   5,394 

Exchange adjustment to year-end rate  43   1   35   7   86
Additions   86   529   190   272   1,077 

Disposals  (64)  (178)  (52)  -   (294)
Transfers  109   42   9   (160)  - 
Cost at 31 December 2010  1,429   3,589   907   338   6,263 

      

Depreciation and impairment losses at 1 January 2010  556   2,429   479   -   3,464 

Exchange adjustment to year-end rate  6   3   18   -   27 

Depreciation for the year  24   342   65   -   431 

Disposals  (20)  (168)  (39)  -   (227)
Depreciation and impairment losses at 31 December 2010  566  2,606   523   -   3,695 

Carrying amount at 31 December 2010  863   983   384   338   2,568 
         
Including assets under finance leases  61   -   -   -   61 
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Note 15. Investments in associates     

 

    2011 2010
Cost at 1 January    4   4 

Cost at 31 December     4   4 

Value adjustment at 1 January     (1)  (1)
Share of profit/(loss)     -   - 

Value adjustment at 31 December     (1)  (1)

Carrying amount at 31 December    3   3 

The LEGO Group’s share of net profit for the year and total assets (including goodwill and liabilities) of associates, of which none 

are publicly listed amounts to:   

   

   

 LEGO Group’s share of
  Results for Total Total Total  Profit for
 Revenue the year assets liabilities equity Equity the year 

KABOOKI A/S, Denmark (19.8%) 130   (4)  47   31  16   3   - 

The financial information regarding KABOOKI A/S is based on estimates.    

 

Investments in associates comprise of KABOOKI A/S, Denmark. The LEGO Group owns 19.8% of the share capital, and is consid-

ered to have significant influence in KABOOKI A/S as the LEGO Group is represented on the Board of Directors of KABOOKI A/S. 

The company is therefore classified as investment in associate.      

      

 

 

Note 16. Inventories     

 

    2011 2010
Raw materials and components     124   121 

Work in progress     521   428 

Finished goods    896   778 
    1,541   1,327 

Cost of sales recognised in production costs    3,806   3,113 

Including:

Write-down of inventories to net realisable value     26   11 

Notes
The LEGO Group

NOTES

(mDKK)



30   The LEGO Group – Annual Report 2011

Note 17. Trade receivables     

 

    2011 2010
Trade receivables (gross)    3,984   3,466 

Provisions for bad debts:      

Balance at the beginning of the year     (145)  (140)
Exchange adjustment to year-end rate     4   (7)
Change in provisions for the year     17   (19)
Realised losses for the year     (15)  21 

Balance at the end of the year     (139)  (145)

Trade receivables (net)     3,845   3,321 
      

All trade receivables fall due within one year. The nominal value is considered equal to the fair value of receivables falling due 

within one year from the balance sheet date.

The age distribution of gross trade receivables is as follows:

    2011 2010
Not overdue     3,346   2,984 

0 - 60 days overdue    492   366 

61 - 120 days overdue    19   1 

121 - 180 days overdue     6   5 

More than 180 days overdue     121   110 
     3,984   3,466 
      

77% of total trade receivables are covered by insurance (79% in 2010) and therefore this part of the credit risk is reduced to the 

risk relating to the insurance companies concerned. DKK 921 million (DKK 721 million in 2010) corresponding to 23% of trade receiv-

ables (21% in 2010) are not covered by insurance.      

 

The LEGO Group has no single significant trade debtor, nor are the trade receivables concentrated in specific countries. The 

LEGO Group has fixed procedures for determining of the LEGO Group’s granting of credit. The LEGO Group’s risk relating to trade 

receivables is considered to be moderate. For more information, see note 25.      

      

  

Note 18. Share capital

The share capital consists of (mDKK):     

 

 1 A-share of DKK 1,000 or multiples hereof (2010: 1)      

 9 B-shares of DKK 1,000 or multiples hereof (2010: 9)      

 10 C-shares of DKK 1,000 or multiples hereof (2010: 10)

 20 Total shares at 31 December 2011 (2010: 20)
 

The total number of shares is 205 (205 in 2010). All issued shares are fully paid up.    

 

Each ordinary A-share of DKK 1,000 gives 10 votes, while each ordinary B-share of DKK 1,000 gives 1 vote, and each ordinary 

C-share of DKK 1,000 gives 1 vote. C-shares can as a maximum receive an annual dividend of 8%.   

 

Shareholders that own more than 5% of the share capital:
KIRKBI A/S, Koldingvej 2, 7190 Billund, Denmark

Koldingvej 2, Billund A/S , Koldingvej 2, 7190 Billund, Denmark      

      

 

Notes
The LEGO Group
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Note 19. Dividend per share

Dividend of DKK 2,500 million was paid in May 2011, corresponding to DKK 12.2 million in average per share (DKK 1,500 million in 

2010, DKK 7.3 million in average per share).   

 

Proposed dividend for 2011 is DKK 3,000 million, corresponding to DKK 14.6 million in average per share.   

      

    

Note 20. Deferred tax

    2011 2010
Deferred tax, net at 1 January    159   12 

Exchange adjustment to year-end rate     1   8 

Income statement charge     (58)  84 

Charged to other comprehensive income     (38)  55 
     64   159 

Classified as:
Deferred tax assets     114   180 

Deferred tax liabilities    (50)  (21)
     64   159 
      

    Provision

   Deferred for deferred Deferred

2011   tax assets tax tax net

Non-current assets   98   (20)  78 

Receivables   5   -   5 

Inventories    131   (125)  6 

Provisions    72   (4)  68 

Other liabilities    74   (46)  28 

Other     25   (147)  (122)
Offset    (292)  292   - 
Tax loss carry-forwards    1   -   1 
    114   (50)  64 

    Provision

   Deferred for deferred Deferred

2010   tax assets tax tax net

Non-current assets    73   (19) 54 

Receivables   6   (9)  (3)
Inventories    101  (114)  (13)
Provisions    97   (2)  95 

Other liabilities   42   (4)  38 

Other    42   (62)  (20)
Offset    (189)  189   - 
Tax loss carry-forwards   8   -   8 
    180   (21)  159 

Tax loss carry-forwards
Tax assets relating to tax loss carry-forwards are capitalised based on an assessment of whether they can be utilised in the 

future. DKK 0 million of the LEGO Group’s capitalized tax losses expires after 1 year, and DKK 1 million expires after 5 years (DKK 5 

million in 2010 does not expire before 5 years).

Notes
The LEGO Group

NOTES

(mDKK)
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Note 21. Pension obligations

Defined contribution plans:
In defined contribution plans, the LEGO Group recognises in the income statement the premium payments (eg a fixed amount 

or a fixed percentage of the salary) to the independent insurance companies responsible for the pension obligations. Once the 

pension contributions for defined contribution plans have been paid, the LEGO Group has no further pension obligations towards 

current or past employees. The pension plans in the Danish company and some of the foreign companies are all defined contri-

bution plans. In the LEGO Group, DKK 191 million (DKK 131 million in 2010) have been recognised in the income statement as costs 

relating to defined contribution plans. 

Defined benefit plans:
In defined benefit plans, the LEGO Group is obliged to pay a certain pension benefit. The major defined benefit plans in the 

Group include employees in Germany, in US and in UK. In the LEGO Group, a net obligation of DKK 30 million (DKK 26 million in 

2010) has been recognised relating to the LEGO Group’s obligations towards current or past employees concerning defined ben-

efit plans. The obligation is calculated after deduction of the plan assets. In the LEGO Group, DKK 6 million (DKK 6 million in 2010) 

have been recognised in the income statement.  

 

No new employees will be included in the defined benefit plans.     

  

    2011 2010
The amounts recognised in the balance sheet are calculated as follows:
Present value of funded obligations    (109)  (109)
Fair value of plan assets     121   119 

     12   10
Present value of unfunded obligations     (42)  (36)
Net liability recognised in the balance sheet     (30)  (26)

Of which included as part of the liabilities    (55)  (52)
Of which included as part of the assets (other receivables)    25   26 

The change in present value of defined benefit obligations over the period is as follows:
Present value at 1 January     (145)  (145)
Exchange adjustment to year-end rate     (1)  (3)
Transfer to plan assets     -   8 

Pension costs relating to current financial year     (1)  (2)
Interest expenses     (7)  (7)
Actuarial losses/(gains)     (7)  (8)
Benefits paid    5   12 

Disposals in connection with cancellation of pension scheme    5   - 
Present value at 31 December     (151)  (145)

Notes
The LEGO Group

(mDKK)

NOTES
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Note 21. Pension obligations, continued

    2011 2010
The change for the year in fair value of plan assets is as follows:
Plan assets at 1 January    119   114 

Exchange adjustment to year-end rate    1   4 

Transfer from defined benefit obligations     -   (8)
Expected return on plan assets     5   5 

Actuarial (losses)/gains    4   6 

Employer contributions     1   2 

Benefits paid     (3)  (4)
Disposals in connection with cancellation of pension scheme     (6)  - 
Plan assets at 31 December     121   119 

   2011  2010
Plan assets are specified as follows:
Shares  4  3%  6  5%
Debt instruments   94  78%  87  73%
Other   23  19%  26  22%
   121  100%  119  100%

    2011 2010
The amount recognised in the income statement is specified as follows:
Pension costs relating to current financial year     1   2 

Interest expenses     7   7 

Expected return on plan assets     (5)  (5)
Actuarial losses, net     3   2 
     6   6 

Classified as:
Administrative expenses     6   6 
     6   6 

Movements in the net liability recognised in the balance sheet are as follows:
Net liability at 1 January    26   31 

Exchange adjustment to year-end rate     1   (2)
Total expenses charged to the income statement     6   6 

Contributions paid     (3)  (9)
Net liability at 31 December    30   26

The actual return on plan assets amounts to    9   11 

Notes
The LEGO Group

(mDKK)

NOTES
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Note 21. Pension obligations, continued

The actuarial assumptions applied in the calculations vary from country to country due to local economic and social conditions. 

The average assumptions applied are specified as follows:     

 

    2011 2010
Discount rate    2% - 5% 3% - 6%
Expected return on plan assets     3% - 5% 4% - 6%
Future salary increases     2% - 4% 2% - 4%
Future pension increases     2% - 3% 2% - 4%

      
 2011 2010 2009 2008 2007
Present value of defined benefit obligation  (151)  (145)  (145)  (123)  (160)
Fair value of plan assets  121   119  114 96 112
  (30)  (26)  (31)  (27)  (48)

Note 22. Other debt

    2011 2010
Wage-related payables and other charges    915   780 

Debt to related parties     242   209 

Finance lease obligations     36   62 

Other current liabilities     1,992   1,650 
     3,185   2,701 

Specified as follows:
Non-current     63   92 

Current    3,122   2,609 
    3,185   2,701

Finance lease obligations
The fair value of obligations regarding assets under finance leases corresponds to the carrying amount. The fair value is estimat-

ed to equal the present value of expected future cash flows at a market interest rate for similar leases.   

 

    2011 2010
Obligations regarding finance leases are as follows:

0-1 year     7   7 

1-5 years     26   53 

> 5 years    24   27 
    57   87

Notes
The LEGO Group

(mDKK)

NOTES
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Note 22. Other debt, continued

    2011 2010
Finance lease obligations, continued
Reconciliation of carrying amount and gross liability:

Carrying amount of the liability    36   62 

Interest expenses not yet accrued     21   25 

Gross liability    57   87

No contingent leases have been recognised in expenses in 2011 or 2010. None of the assets under finance leases have been 

subleased.      

 

Note 23. Provisions

2011   Restructuring Other Total
Provisions at 1 January     13   65   78 

Exchange adjustment to year-end rate    (1)  -   (1)
Additions   33   6   39 

Used    (1)  -   (1)
Reversed    (7)  (2)  (9)
Provisions at 31 December    37   69   106 

Specified as follows:
Non-current     72 

Current     34 
      106 

2010   Restructuring Other Total
Provisions at 1 January     33   87   120 

Exchange adjustment to year-end rate    1   1   2 

Additions    4   18   22 

Used    (9)  (4)  (13)
Reversed    (16)  (37)  (53)
Provisions at 31 December    13   65   78 

Specified as follows:
Non-current     75 

Current     3 
      78 

Provisions for restructuring obligations relate primarily to close-down and reduction of production facilities, close-down of activities 

and redundancy programmes. The majority of these obligations is expected to result in cash outflows in the period 2012-2015.  

 

Other provisions consist of various types of provisions, including provisions for legal disputes. The majority of other provisions is 

expected to be used within the next 2 years. 
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Note 24. Contingent assets, contingent liabilities and other obligations

Contingent liabilities and other obligations      
    2011 2010
Guarantees     97   73 

Operating lease obligations     1,324   1,110 

Other obligations     639   7 

    2,060   1,190 

The LEGO Group leases various offices, warehouses and plant and machinery under non-cancellable operating leases. 

The leases have varying terms, clauses and rights.

The LEGO Group also leases plant and machinery under cancellable operating leases. The LEGO Group is required to give vari-

ous notices of termination of these agreements.

Lease expenses for the year charged to the income statement amount to:   283  233

Future minimum lease payments under non-cancellable operating leases are specified as follows:  

 

Related parties
0-1 year     25   32 

1-5 years     -   - 
> 5 years     -   -
     25    32 

Other
0-1 year    285   248 
1-5 years    642   544 

> 5 years     372   286 
     1,299    1,078 

Security has been given in land, buildings and installations with a net carrying amount of DKK 178 million (DKK 177 million in 2010) 

for the LEGO Group’s mortgage loans.      

 

The Group has utilised tax losses in non-Danish jurisdictions in the Danish joint taxation until 31 December 2004. The deferred 

tax of this amounts to DKK 116 million, of which DKK 1 million has been recognised as provision for deferred tax. The remaining 

amount of DKK 115 million is not expected to be recaptured.     

 

The Group is part in certain legal disputes. It is Management’s assessment, that the settlement of these legal disputes will not 

impact the financial position of the Group.

Notes
The LEGO Group
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NOTES
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Note 25.  Financial risks

Credit risk
Financial instruments are entered into with counterparties with a credit rating of A+/A1 or higher from Standard & Poor’s or Moody’s 

Investor Service.      

 

Similarly, the LEGO Group only uses insurance companies with a credit rating of A-/A3 or higher from Standard & Poor’s or 

Moody’s Investor Service. The LEGO Group does not use credit ratings when hedging electricity consumption.   

 

Credit risk regarding trade receivables is disclosed in note 17.      

 

For Banks and financial institutions, only independently rated parties with a minimum rating of A are accepted. The LEGO Group 

uses the related company KIRKBI Invest A/S for loans and deposits. No independently rating exists but no significant risks are rec-

ognised. The maximum credit risk corresponds to the carrying amount of loans granted and receivables, cf note 26. No significant 

risks are recognised.     

 

The credit risks of the LEGO Group are considered to be low.     

 

Foreign exchange risk
The LEGO Group has significant net inflows in EUR, USD and GBP, while CZK, HUF and MXN account for the most significant 

exposure on the outflow side.     

 

The LEGO Group’s foreign exchange risk is managed centrally based on a foreign exchange policy approved by the Board of 

Directors. Forward contracts and options are used to cover purchases and sales in foreign currencies. These forward contracts 

are mainly classified as hedging and meet the accounting requirements for hedging of future cash flows.   

 

Isolated effects on profit before tax and equity after tax of currency increase against DKK at 31 December 2011 which Management 

considers probable are specified as follows:

   %-change 2011 2010

EUR:
Equity   2%  (18)  (8)
Net profit for the year   2%  (4)  (2)

USD:
Equity   10%  (277)  (192)
Net profit for the year   10%  33   15 

GBP:
Equity   10%  (32)  (2)
Net profit for the year   10%  7   (5)

CZK:
Equity   10%  64   38 

Net profit for the year   10%  15   (16)

MXN:
Equity   10%  68   35 

Net profit for the year   10%  49   2 

HUF:
Equity   10%  6   13 

Net profit for the year   10%  (13)  (17)

(mDKK)
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Note 25.  Financial risks, continued     

 

Interest rate risk
The LEGO Group’s interest rate risk relates to interest-bearing debt and interest-bearing assets. The LEGO Group’s interest-bear-

ing assets consist mainly of liquid funds. Liquid funds yield interest on the short-term money market. An increase in the interest 

level of 1.0% for 2011 would have had a positive impact on the LEGO Group’s profit before tax of approx. DKK 6.4 million (negative 

DKK 7.8 million in 2010). The LEGO Group’s interest rate risk is considered insignificant and is not expected to have a significant 

impact on the LEGO Group’s results.     

 

Other market risk

Electricity derivatives
The LEGO Group has entered into electricity derivatives in order to hedge part of the LEGO Group’s electricity consumption for 

2012-2013. The LEGO Group does not use hedge accounting on electricity derivatives. As a consequence the profit before tax has 

been affected negatively with DKK 3.7 million (positively DKK 4.0 million in 2010). An increase/decrease in the electricity price of DKK 

0.05 per kWh would have increased/reduced the net income with DKK 3.1 million (DKK 4.0 million in 2010) based on the net present 

value of the derivatives.     

 

Liquidity risk
Liquidity is managed centrally and is continually assessed. It is ensured that, at any given time, sufficient financial resources are 

available. Based on the financial reserves with banks and credit facilities available in credit institutions and from related parties, 

there are no liquidity problems. The liquidity risk is therefore not significant. Furthermore excess liquidity is placed at KIRKBI Invest 

A/S why the counterparty risk is assessed to be low.     

 

Capital risk management
Dividend of DKK 2,500 million has been paid in 2011 (DKK 1,500 million in 2010). It is expected that the dividend for 2011, to be paid 

in 2012, will amount to DKK 3,000 million. The dividend payment reflects the strategy behind the capital structure where the LEGO 

Group is the operational company and any surplus liquidity is distributed to the Parent Company KIRKBI A/S.
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Note 26. Financial assets and liabilities

The maturity profile of financial liabilities is disclosed according to category and class distributed on period to maturity. All interest 

payments on and repayments of financial assets and liabilities are based on contracts. Interest payments on floating-rate instru-

ments are fixed by means of a zero coupon interest structure. None of the cash flows are discounted.   

 

At 31 December 2011 forward contracts have been applied for hedging of cash flows covering future financial periods. The hedg-

ing mainly relates to the LEGO Group’s sales of goods and services in USD, EUR, GBP, AUD and CAD as well as purchases of 

goods in CZK, MXN and HUF. Besides forward contracts, the LEGO Group has at 31 December 2011 dedicated options for the 

hedging of sales in USD for the financial year 2012. All contracts are expected to expire - and thus affect results - in the financial 

years 2012 and 2013.     

 

The following table shows the timing of cash flows related to financial liabilities and hedging instruments.   

        

     31 December 2011
  Carrying Fair   Over Total cash 
  amount value 0-1 year 1-5 years 5 years flows

Measured at amortised cost
Debt to credit institutions  825   825   24   649   222   895 

Trade payables   1,611   1,611   1,611   -   -   1,611 

Other debt   2,743   2,743   2,693   26   24   2,743 
   5,179   5,179   4,328   675   246   5,249 

Derivative financial instruments
Measured at fair value through the income statement   103   103  103   -   -   103 

Measured at fair value through other 

comprehensive income   339   339   303   36   -   339 
   442   442   406   36   -   442 

Total financial liabilities  5,621   5,621   4,734   711   246   5,691 

Measured at amortised cost (loans and receivables)
Trade receivables   3,845   3,845  3,845   -   -   3,845 

Other receivables   591   591   591   -   -   591 

Receivables from related parties   1,950   1,950   1,950   -   -   1,950 

Cash at bank and in hand   557   557   557   -   -   557 
   6,943  6,943   6,943   -   -   6,943 

Derivative financial instruments 
Measured at fair value through the income statement  8  8  8   -   -   8 

Measured at fair value through other 

comprehensive income   4   4   4   -   -   4 
   12   12   12   -   -   12

Total financial assets  6,955  6,955   6,955   -   -   6,955 

(mDKK)
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Note 26. Financial assets and liabilities, continued

     31 December 2010
  Carrying Fair   Over Total cash 
  amount value 0-1 year 1-5 years 5 years flows

Measured at amortised cost
Debt to credit institutions   832   832   21   659   237   917 

Trade payables   1,518   1,518   1,518   -   -   1,518 

Other debt   2,429   2,429   2,337   72   20   2,429 

   4,779   4,779   3,876   731   257   4,864 

Derivative financial instruments
Measured at fair value through the income statement  114   114  114   -   -   114 

Measured at fair value through other 

comprehensive income   158   158   158   -   -   158 
   272   272   272   -   -   272 

Total financial liabilities   5,051   5,051   4,148   731   257   5,136

Measured at amortised cost (loans and receivables)
Trade receivables   3,321   3,321  3,321   -   -   3,321 

Other receivables   511   511   511   -   -   511 

Receivables from related parties   1,956   1,956   1,956   -   -   1,956 

Cash at bank and in hand   802   802   802   -   -   802 
   6,590   6,590   6,590   -   -   6,590

Derivative financial instruments
Measured at fair value through the income statement   41  41   38   3   -   41 

Measured at fair value through other 

comprehensive income   66   66   66   -   -   66 
   107   107   104   3   -   107

Total financial assets   6,697   6,697   6,694   3   -   6,697 
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Notes
The LEGO Group

NOTES

Note 26. Financial assets and liabilities, continued

The following table presents the LEGO Group assets and liabilities measured at fair value at 31 December 2011  

 

- Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1)

- Inputs other than quoted prices included within level 1 that are observable for the assets or liablity, either directly (that is, as 

prices) or indirectly (what is, derived from prices) (level 2)

- Inputs for assets or liabilities that are not based on observable market data (that is, unobservable inputs) (level 3)  

    

     31 December 2011
    Level 1 Level 2 Level 3 Total

Assets
Financial assets at fair value through income statement:

 - Derivative financial instruments    - 8   -   8 

Financial assets at fair value through other comprehensive income:

 - Derivative financial instruments     -   4   -   4 

Total assets     -   12   -   12 

Liabilities
Financial liabilities at fair value through income statement:

 - Derivative financial instruments     -   103   -   103 

Financial assets at fair value through other comprehensive income:

 - Derivative financial instruments     -   339   -   339 

Total liabilities     -   442   -   442 

     31 December 2010
    Level 1 Level 2 Level 3 Total

Assets
Financial assets at fair value through income statement:

 - Derivative financial instruments     -   41   -   41 

Financial assets at fair value through other comprehensive income:

 - Derivative financial instruments     -   66   -   66 

Total assets     -   107   -   107 

Liabilities
Financial liabilities at fair value through income statement:

 - Derivative financial instruments     -   114   -   114 

Financial assets at fair value through other comprehensive income:

 - Derivative financial instruments     -   158   -   158 

Total liabilities     -   272   -   272 

(mDKK)
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Note 27. Derivative financial instruments

Total hedging activities
The LEGO Group uses a number of derivatives to hedge currency exposure. The hedging activities are categorised into hedging 

of forecast transactions (cash flow hedges), and hedging of assets and liabilities (fair value hedges).

The changes in fair value of the financial instruments qualifying for hedge accounting are recognised directly under other com-

prehensive income until the hedged items affect the income statement.  

The changes in fair value of the financial instruments not qualifying for hedge accounting are recognised directly in the income 

statement. This includes time value of options. 

All changes in fair value of hedging of assets and liabilities (Fair value hedging) are recognised directly in the income statement.

The table below shows the fair value of hedging activities specified by hedging instruments and the major currencies. 

 

    31 December 2011
  Contract Positive Negative Period
  amount fair value fair value covered

Hedging of forecast transactions qualifying for hedge accounting
USD   4,021   -   170   22 months 

JPY   434   -   38   21 months 

GBP   498   -   19   12 months 

CZK   692   -   39   10 months 

Other   1,921   4   73   22 months 

Total forward contracts   7,566   4   339  

USD  431   -   -   15 months 

Total currency options   431   -   -  

Total cash flow hedges for which hedge accounting applies  7,997  4   339 

Other forecast transaction hedges for which hedge accounting is not applied 

Other   -   4   6   1 month 

Total forward contracts   -   4   6  

Electricity  28   -   4   36 months 

Energy contracts  28   -   4  

USD   -   4   3   15 months 
Total currency options   -   4   3  

Total cash flow hedges for which hedge accounting is not applied 28  8   13  

Total contracts of forecast transactions  8,025   12   352  

Hedging of assets and liabilities
Other  491   -   90   1 month 

Total forward contracts   491   -   90  

Total hedging activities  8,516   12   442 

Notes
The LEGO Group

(mDKK)

NOTES
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Note 27. Derivative financial instruments, continued     

 

    31 December 2010
  Contract Positive Negative Period
  amount fair value fair value covered

Hedging of forecast transactions qualifying for hedge accounting
USD  2,442 38   15   24 months 

MXN   468   7   -   24 months 

CZK  498   10   -   10 months 

AUD   346   -   55   10 months 

Other  1,030   11   88   15 months 

Total forward contracts  4,784   66   158  

USD  558   -   -   12 months 

GBP  500   -   -   12 months 

Total currency options   1,058   -   -

Total cash flow hedges for which hedge accounting applies  5,842   66   158

Other forecast transaction hedges for which hedge accounting is not applied
Electricity   18   4   -   24 months 

Energy contracts   18   4   -

USD   -   16   9   12 months 

GBP   -   14   9   12 months 
Total currency options   30   18

Total cash flow hedges for which hedge accounting is not applied 18   34   18

Total contracts of forecast transactions   5,860   100   176

Hedging of assets and liabilities
USD  635   3   9   1 month 

Other   840   4   87   1 month 

Total forward contracts   1,475   7   96

Total hedging activities   7,335   107   272 

Notes
The LEGO Group

NOTES

(mDKK)
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NOTES

Note 27. Derivative financial instruments

    2011 2010
Development in hedging reserves
Fair value adjustment at 1 January      (114)  49 

Change in market value     (228)  (199)
Delivered and recognised in the income statement      44   (19)
Change in deferred tax    46   55 

Fair value adjustment at 31 December     (252)  (114)

Recognised in the income statement
Financial income      (44)  19 
     (44)  19

Note 28. Other reversals with no effect on cash flows

    2011 2010
Depreciation, amortisation and impairment     637   606 

Loss on sale of property, plant and equipment     11   5 

Net movements in provisions     28   (42)
Financial income     (34)  (21)
Financial expenses     158   105 

Other adjustments     (110)  (208)
     690   445

Note 29. Changes in working capital

    2011 2010
Inventories    (214)  (271)
Trade and other receivables     (971)  (1.207)
Trade and other payables     577   911 
     (608)  (567)

Note 30. Cash and cash equivalents 

    2011 2010
Cash and cash equivalents    557   802 
     557   802 

Notes
The LEGO Group

(mDKK)
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Note 31. Related party transactions

The Parent of the LEGO Group is LEGO A/S, a company incorporated in Denmark, whose shares are owned by KIRKBI A/S (75%) 

and Koldingvej 2, Billund A/S (25%). The shares in KIRKBI A/S are wholly owned by the Kirk Kristiansen family (Billund, Denmark). 

Related parties are considered to be Key Management, KABOOKI A/S, KIRKBI A/S, subsidiaries of KIRKBI A/S, KIRKBI AG Group and 

Merlin Entertainments Group, in which the above-mentioned family has significant interest. None of the related party transactions 

are secured.

The following transactions were carried through with related parties:    

 

    2011 2010

Transactions with KIRKBI A/S
Interest charged     (3)  (3)
Rent charged     (26)  (24)
Service fee charged     (2)  (2)
     (31)  (29)

Total transactions with KIRKBI A/S    (31)  (29)

Transactions with associates
Purchase of products     (7)  (4)
Trademark fee received     8   6 
     1   2 

Total transactions with associates    1   2 

Transactions with other related parties
Sale of products    257   133 

Interest received    21   3 

Service fee received    -   3 

Donations received     10   6 

Trademark fee received     9   9 
     297   154 

Rent charged     (1)  (3)
Interest charged     (1)  (4)
Service fee charged     (26)  (32)
Trademark fee charged     (680)  (568)
     (708)  (607)

Total transactions with other related parties     (411)  (453)

Notes
The LEGO Group

NOTES

(mDKK)
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Note 31. Related party transactions, continued

Remuneration to Key Management Personnel is disclosed in note 6. 

Transactions with related parties were carried out on an arm’s length basis.     

 

Year-End balances arising from sales/purchases of goods/services:

    2011 2010

Balances with KIRKBI A/S
Receivables     -   11 
Payables    (2)  (2)
     (2)  9 

Balances with associates
Receivables    1 

Payables     (1)  - 
     -   - 

Balances with other related parties
Receivables    26   20 

Payables     (231)  (235)
    (205)  (215)

Loans:      KIRKBI Invest A/S
Balance at 1 January 2011 - Loan investment      1.956 

Loans advanced during the year      7.656 

Repayments - loan investment      (7.680)
Interest charged      - 
Interest received      18 

Balance at 31 December 2011      1.950 

Specified as follows:
Current      1.950 

Non-current       - 
     1.950 

     KIRKBI Invest A/S
Balance at 1 January 2011 - Loan borrowing     - 
Loans raised during the year      (330)
Repayments - loan borrowing     330 

Interest charged     - 
Interest paid      - 
Balance at 31 December 2011      - 

Notes
The LEGO Group

(mDKK)

NOTES
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Note 31. Related party transactions, continued     
      
     KIRKBI Invest A/S
Balance at 1 January 2010 - Loan investment      - 
Loans advanced during the year     3.580 

Repayments - loan investment      (1.625)
Interest charged     3 

Interest received      (2)
Balance at 31 December 2010      1.956 

Specified as follows:
Current       1.956 

Non-current      - 
      1.956 

      
     KIRKBI Invest A/S
Balance at 1 January 2010 - Loan borrowing      - 
Loans raised during the year      (500)
Repayments - loan borrowing     500 

Interest charged      (3)
Interest paid      3 

Balance at 31 December 2010      - 

The LEGO Group has no loans from associates.      

      

 

NOTES

(mDKK)

Notes
The LEGO Group
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   Note 2011 2010

Revenue     60   56 

Gross profit     60   56 

     

Other operation expenses     (103)  (73)

Operating profit       (43)  (17)

     

Dividend from subsidiaries     2,537   1,513 

Financial income   2  -   28 

Financial expenses   3  (50)  (44)
Profit before income tax     2,444   1,480 

     

Tax on profit for the year   4  36   12 

Net profit for the year     2,480   1,492 
     

     

Proposed distribution of profit     

Dividend     3,000   2,500 

Retained earnings     (520)  (1,008)
     2,480   1,492 
     

Income Statement 1 January - 31 December
PARENT COMPANY

(mDKK)

INCOME STATEMENT
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   Note 2011 2010

ASSETS      
Non-current assets
Patents      -   1 

Intangible assets   5  -   1 

     

Land, buildings and installations     6   6 

Property, plant and equipment   6  6   6 

     

Investments in subsidiaries     5,853   5,846 
Investments in associates     3   3 

Other non-current assets    7  5,856   5,849 
     

Total non-current assets     5,862   5,856 

     

Current assets     

Tax receivables     21   4 

Other receivables     35   8 

Total current assets     56   12 
     

TOTAL ASSETS     5,918   5,868 
     

Balance Sheet at 31 December
PARENT COMPANY

(mDKK)

BALANCE SHEET
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   Note 2011 2010

EQUITY AND LIABILITIES     
EQUITY     

Share capital   8  20   20 

Retained earnings     16   536 

Proposed dividend     3,000   2,500 

Total equity     3,036   3,056 
     

LIABILITIES     
Non-current liabilities     

Borrowings   9  600   600 

Deferred tax liabilities   10  7   23 

Total non-current liabilities     607   623 
     

Current liabilities     

Debt to subsidiaries     2,204   2,127 

Trade payables     5  -
Other short-term debt     66   62 

Total current liabilities     2,275   2,189 
     

Total liabilities     2,882   2,812 
     

TOTAL EQUITY AND LIABILITIES     5,918   5,868 
         

Contingent liabilities and other obligations   11   

 

     

Balance Sheet at 31 December
PARENT COMPANY

(mDKK)

BALANCE SHEET
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Statement of changes in Equity
PARENT COMPANY

STATEMENT OF CHANGES IN EQUITY

(mDKK)

  Share Retained Proposed

  capital earnings dividend Total

Equity at 1 January 2011   20   536   2,500   3,056 

Dividend relating to prior year  -   -   (2,500)  (2,500)
Net profit for the year   -   2,480   -   2,480 

Proposed dividend   -   (3,000)  3,000  - 
Equity at 31 December 2011  20   16   3,000   3,036 

Equity at 1 January 2010  20   1,544   1,500   3,064 

Dividend relating to prior year  -   -   (1,500)  (1,500)
Net profit for the year  -   1,492   -  1,492 

Proposed dividend   -   (2,500)  2,500   - 
Equity at 31 December 2010  20   536   2,500   3,056 
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Notes
PARENT COMPANY

NOTES

NOTE 1. Significant accounting policies  

     

The Annual Report of LEGO A/S has been prepared in 

accordance with the provisions of the Danish Financial State-

ments Act applying to enterprises of reporting class B.   

     

      

Income Statement
Recognition of sales and revenues
Sales represent the fair value of the sale of goods excluding 

value added tax and after deduction of provisions for returned 

products, rebates and trade discounts relating to the sale. 

 

Provisions and accruals for rebates to customers are made for 

the period in which the related sales are recorded. Historical 

data are readily available and reliable and are used for esti-

mating the amount of the reduction in sales.  

 

Revenues are recognised when realised or realisable and 

earned. Revenues are considered to have been earned when 

LEGO A/S has substantially accomplished what it must do to 

be entitled to the revenues.    

 

Taxes      

Current income tax, based on taxable income for the year, is 

expensed together with changes in deferred tax for the year. 

    

Deferred income tax on temporary differences arising 

between the tax bases of assets and liabilities and their car-

rying amounts is provided in full in the Consolidated Financial 

Statements, using the liability method.   

 

The provision of deferred tax reflects the effect of any tax 

losses carried forward etc. to the extent it is considered likely 

that such items can be utilised against future taxable income. 

To the extent calculated deferred tax is positive, this is rec-

ognised in the balance sheet as a deferred tax asset at the 

expected realisable value.  

Any changes in deferred tax due to changes in tax rates are 

recognised in the income statement.    

   

      

 

Balance Sheet

Translation policies
Other balance sheets in foreign currencies are translated into 

Danish kroner at the exchange rates at the balance sheet 

date. Realised and unrealised gains and losses are recog-

nised in the income statement.    

 

Intangible assets
Acquired patent rights are capitalised on the basis of the 

costs incurred. These costs are amortised over the shorter of 

their estimated useful lives or the contractual duration.  

     

Property, plant and equipment
Land and buildings comprise mainly factories, warehouses 

and offices. Property, plant and equipment (PPE) are meas-

ured at cost, less subsequent depreciation and impairment 

losses, except for land, which is measured at cost less impair-

ment losses.      

 

Depreciation of other assets is calculated using the straight-

line method to allocate the cost of each asset to its residual 

value over its estimated useful life as follows:   

    

Buildings 40 years

Installations 10-20 years

Other fixtures and fittings, tools and equipment 3-10 years 

  

 

The residual values and useful lives of the assets are reviewed 

and adjusted, if appropriate, at each balance sheet date. The 

carrying amount of an asset is written down immediately to 

its recoverable amount if the carrying amount of the asset is 

higher than its estimated recoverable amount.  

 

Gains and losses on disposals are determined as the dif-

ference between selling price and carrying amount and are 

recognised in the income statement. Borrowing costs incurred 

at the construction of the qualifying asset are capitalised in 

the period in which the asset is made ready for use.   

 

Cost comprises acquisition price and expenses directly 

related to the acquisition until the time when the asset is 

ready for use. The cost of self constructed assets comprises 

direct expenses for wage consumption and materials. Interest 

related to financing self constructed assets is recognised in 

the income statement.     

  

      

 



The LEGO Group – Annual Report 2011   53

NOTES

Investments in subsidiaries and associates
Subsidiaries of the Parent Company are recognised at cost 

less accumulated impairment losses. LEGO A/S recognises 

income from the investments only to the extent that LEGO A/S 

receives dividend from the subsidiaries.   

 

Associates are all enterprises in which the LEGO Group exer-

cises significant influence but not control, generally through 

a shareholding of between 20% and 50% of the voting rights. 

Investments in associates are accounted for by using the 

equity method of accounting and are initially recognised at 

cost.       

Receivables
Other receivables are initially recognised at fair value and 

subsequently measured at amortised cost less provisions 

for losses. Provisions for losses are made on the basis of an 

individual assessment of the risk relating to each receivable.  

 

Borrowings
Borrowings are initially recognised at fair value, net of trans-

action expenses incurred. Borrowings are subsequently 

measured at amortised cost. Any differences between the 

proceeds and the redemption value are recognised in the 

income statement over the period of the borrowings using the 

effective interest method.     

  

Borrowings are classified as current liabilities unless LEGO A/S 

has an unconditional right to defer settlement of the liability for 

at least 12 months after the balance sheet date.  

 

Dividend distribution
Dividend distribution for the year proposed by Management 

is disclosed as a separate equity item. Dividend is recognised 

as a liability in the period in which it is declared at the Annual 

General Meeting.     

 

Other liabilities
Other liabilities are measured at amortised cost unless specifi-

cally stated otherwise.

NOTE 1. Significant accounting policies, continued

Notes
PARENT COMPANY
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Notes
PARENT COMPANY

NOTES

NOTE 2. Financial income

    2011 2010
Interest income from subsidiaries     -   1 

Exchange gain, net     -   27 

     -   28 
      

 

NOTE 3. Financial expenses 

    2011 2010
Interest expenses on mortgage loans     10   9 

Interest expenses to related parties     3   3 

Interest expenses to subsidaries     37   32 
     50   44 
      

 

NOTE 4. Tax on profit for the year

    2011 2010
Current tax on profit for the year     (21)  4 

Deferred tax on profit for the year     (2)  11 

Adjustment of tax relating to previous years, current tax      1   (3)
Adjustment of tax relating to previous years, deferred tax      (14)  - 
     (36)  12 

(mDKK)
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Notes
PARENT COMPANY

NOTES

(mDKK)

NOTE 5. Intangible assets

     Patents
Cost at 1 January 2011      4 

Cost at 31 December 2011     4 

Depreciation and impairment losses at 1 January 2011     3 

Depreciation for the year      1 

Depreciation and impairment losses at 31 December 2011      4 

Carrying amount at 31 December 2011     0
      

 

     Patents
Cost at 1 January 2010     4 

Cost at 31 December 2010     4 

Depreciation and impairment losses at 1 January 2010      2 

Depreciation for the year      1 

Depreciation and impairment losses at 31 December 2010     3 

Carrying amount at 31 December 2010     1
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Notes
PARENT COMPANY

(mDKK)

NOTES

NOTE 6. Property, plant and equipment

    Other fixures

   Land, & fittings,

   buildings & tools and

   installations equipment Total

Cost at 1 January 2011    6   7   13 

Cost at 31 December 2011    6   7   13 

Depreciation and impairment losses at 1 January 2011    -   7   7 

Depreciation and impairment losses at 31 December 2011    -   7   7 

Carrying amount at 31 December 2011   6  -  6

    Other fixures

   Land, & fittings,

   buildings & tools and

   installations equipment Total

Cost at 1 January 2010    6   7   13 

Cost at 31 December 2010    6   7   13 

Depreciation and impairment losses at 1 January 2010    -   7   7 

Depreciation and impairment losses at 31 December 2010    -   7   7 

Carrying amount at 31 December 2010   6  -  6

Assets under finance leases
No assets have been recognised under finance leases.     
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Notes
PARENT COMPANY

NOTES

(mDKK)

NOTE 7. Other non-current assets

    Investments Investments

    in in

    associates subsidiaries

Cost at 1 January 2011     4   5,846 
Additions     -   7 

Cost at 31 December 2011     4   5,853 

Value adjustment at 1 January 2011     (1)  - 
Value adjustment at 31 December 2011     (1)  - 

Carrying amount at 31 December 2011    3  5,853 

    Investments Investments

    in in

    associates subsidiaries

Cost at 1 January 2010     4   5,498 

Additions     -   348 

Cost at 31 December 2010     4   5,846 

Value adjustment at 1 January 2010     (1)  - 
Value adjustment at 31 December 2010     (1)  - 

Carrying amount at 31 December 2010    3  5,846 

NOTE 8. Share capital

    2011 2010
The Company’s share capital consists of:
A-shares of DKK 1,000 or multiples hereof     1   1 

B-shares of DKK 1,000 or multiples hereof     9   9 

C-shares of DKK 1,000 or multiples hereof     10   10 

Total shares at 31 December     20   20 

There have been no changes in the share capital during the last 5 years.     

 

Shareholders holding more than 5% of the share capital:
KIRKBI A/S, Koldingvej 2, 7190 Billund, Denmark

Koldingvej 2, Billund A/S, Koldingvej 2, 7190 Billund, Denmark     
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Notes
PARENT COMPANY

(mDKK)

NOTES

NOTE 9. Long-term debt

    Due  Due between 

   Total debt within 1 year 2 and 5 years 
Banks and other credit institutions    600   -   600 
    600   -   600 
    

NOTE 10. Deferred tax

    2011 2010
Deferred tax, net at 1 January     (23)  (34)
Change in deferred tax     16   11 

Provision for deferred tax, net at 31 December      (7)  (23)

Classified as:
Deferred tax liabilities      (7)  (23)
     (7)  (23)

NOTE 11. Contingent liabilities and other obligations

The Company is jointly and severally liable for tax in companies included in the joint taxation scheme.    

    

The Company has utilised tax losses in non-Danish jurisdictions in the Danish joint taxation until 31 December 2004. The deferred 

tax of this amounts to DKK 116 million, of which DKK 21 million has been recognized as provision for deferred tax. The remaining 

amount of DKK 95 million is not expected to be recaptured.
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GROUP STRUCTURE

 Denmark Associates: 
 LEGO System A/S KABOOKI A/S 19.8% (Denmark) 
 LEGO ZOOM International ApS, 51% 
 
 Europe (other) 
 LEGO Park Holding UK Ltd. 
 – LEGO Lifestyle International Ltd. (UK) 
 LEGO Company Limited (UK) 
 LEGO Education Europe Ltd., 51% (UK) 
 LEGO Belgium n.v. 
 LEGO Netherland B.V. 
 LEGO Sverige AB 
 LEGO Norge A/S 
 Oy Suomen LEGO Ab (Finland) 
 LEGO GmbH (Germany) 
 LEGO Handelsgesells. GmbH (Austria) 
 LEGO S.A.S. (France) 
 LEGO S.p.A. (Italy) 
 LEGO S.A. (Spain) 
 LEGO Lda. (Portugal) 
 LEGO Production s.r.o. (Czech Republic) 
 LEGO Trading s.r.o. (Czech Republic) 
 LEGO Schweiz AG 
 LEGO Hungária Kft. 
 LEGO Manufacturing Kft. (Hungary) 
 LEGO Polska Sp. z.o.o.
 LEGO Romania S.R.L. 
 LEGO Ukraine LLC 
 OOO LEGO (Russia) 
 LLD Share verwaltungs GmbH (Germany) 
 – LLD Share Gmbh & Co. KG (Germany) 
 
 Americas 
 LEGO do Brazil Ltda. 
 LEGO Canada Inc. 
 LEGO Mexico S.A. de C.V 
 Administratión de Servicios LEGO, S. de R.L. de C.V. (Mexico) 
 LEGO Operaciones de Mexico S.A. de C.V. (Mexico) 
 LEGO Real Estate, S.A. de C.V. (Mexico) 
 LEGO System Inc. (US) 
 – LEGO Dacta Inc. (US) 
          – Dacta and Pitsco LLC, 51% (US) 
 – LEGO Brand Retail Inc. (US) 
 
 Asia/Africa/Australia 
 LEGO Hong Kong Limited 
 LEGO Australia Pty. Ltd. 
 LEGO New Zealand Ltd. 
 LEGO Korea Co. Ltd. 
 LEGO South Africa (Pty.) Ltd. 
 LEGO Japan Ltd. 
 LEGO Company Ltd. (Hong Kong) 
 LEGO Singapore Pte. Ltd.        

Ownership is 100% unless stated otherwise       

 

LEGO A/S is 75% owned by KIRKBI A/S and is included in the Consolidated Annual Report of KIRKBI A/S. 

KIRKBI A/S is the ultimate Parent Company.

GROUP STRUCTURE
LEGO A/S - AS OF 31 DECEMBER 2011

 LEGO A/S, Denmark
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Progress Report

In the Progress Report you will find 
detailed information on the
progress of the LEGO Group’s work 
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governance (ESG) areas in 2011.
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on progress required by UN Global 
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http://aboutus.lego.com/en-us/
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In the Annual Report you will find 
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Group’s financial results in 2011.
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(mDKK) 2012 2011 2010 2009 2008

Consolidated Income Statement:

Revenue  23,405  18,731 16,014 11,661 9,526

Expenses  (15,453)  (13,065) (10,899) (8,659) (7,522)

Operating profit  7,952  5,666 4,973 2,902 2,100

Financial income and expenses  (430)  (124) (84) (15) (248)

Profit before income tax  7,522  5,542 4,889 2,887 1,852

Net profit for the year  5,613  4,160 3,718 2,204 1,352

Consolidated Balance Sheet:

Total assets  16,352  12,904 10,972 7,788 6,496

Equity  9,864  6,975 5,473 3,291 2,066

Liabilities  6,488  5,929 5,499 4,497 4,430

Consolidated Cash Flow Statement:

Cash flows from operating activities  6,220  3,828 3,744 2,712 1,954

Investment in property, plant and equipment  1,729  1,451 1,077 1,042 368

Investment in intangible assets  61  129 123 216 75

Cash flows from financing activities  (4,535)  (2,519) (3,477) (906) (1,682)

Total cash flows  (88)  (233) (871) 558 128

Employees:

Average number (full-time)  10,400  9,374 8,365 7,286 5,388

Financial ratios (in %):

Gross margin 71.1 70.5  72.4  70.3 66.8

Operating margin 34.0 30.2  31.1  24.9 22.0

Net profit margin 24.0 22.2  23.2  18.9 14.2

Return on equity (ROE) 66.7 66.8  84.8  82.3 72.2

Return on invested capital 140.2 133.4  161.2  139.5 101.8

Equity ratio 60.3 54.1  49.9  42.3 31.8

Financial ratios have been calculated in accordance with the “Recommendations and Financial Ratios 2010”, issued by the
Danish Society of Financial Analysts. For definitions, please see the section on accounting policies.

Parentheses denote negative figures.

Financial Highlights
The LEGO Group
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Management’s Review 

In 2012, the LEGO Group continued its strong 
growth of recent years. LEGO® products in-
creased their market share all over the world, and 
the Group’s Sales increased by DKK 4.7 billion to 
DKK 23.4 billion. The LEGO Group’s profit before 
tax amounted to DKK 7.5 billion in 2012 against 
DKK 5.5 billion the year before. The result is con-
sidered highly satisfactory. 

Sales 
The LEGO Group’s revenue increased by 25.0% 
in 2012 to DKK 23,405 million against DKK 18,731 
million the year before. 
With double-digit growth rates, North America, 
Asia and Central & Eastern Europe delivered im-
pressive results in LEGO sales in 2012, while the 
growth rates in some Southern Europe markets 
were more moderate but still in healthy single 
digits despite very challenging market dynamics.

LEGO Star Wars™ and LEGO City continue to be 
the best selling product lines, with LEGO Ninjago, 
launched in 2011, following closely. The new prod-
uct line LEGO Friends that was launched at the 
beginning of 2012 has performed considerably 
above expectations.

Licence and royalty expenses 
Licence and royalty expenses increased in 2012 to 
DKK 1,506 million from DKK 1,249 million in 2011. 
The item includes royalty to the KIRKBI Group for 
the use of the LEGO trademark, as well as licence 
agreements with inventors, designers and other 
licensees for the use of intellectual rights. 
Licence income from other companies’ use of the 
LEGO Group’s trademarks increased in 2012 by 
DKK 26 million to DKK 250 million. 

Operating profit 
The LEGO Group’s operating profit amounted to 
DKK 7,952 million in 2012 against DKK 5,666 mil-
lion in 2011. 
The operating margin was 34.0% in 2012 against 
30.2% in 2011. 

Financial income and expenses 
Net financials increased to an expense of DKK 

430 million in 2012 against an expense of DKK 124 
million in 2011, mainly related to currency hedging.
 
Corporation tax 
Corporation tax amounts to DKK 1,909 million against 
DKK 1,382 million the year before. The effective tax 
rate for the year is 25.4% against 24.9% in 2011.

Profit for the year 
The LEGO Group’s profit for the year amounted to 
DKK 5,613 million in 2012 against DKK 4,160 million 
in 2011, which is a higher increase than expected 
at the beginning of the year.

The very positive results are first and foremost 
related to the continued successful innovation of 
the product portfolio. As new products make up 
approximately 60% of the total sales each year,  
a highly innovative and consumer oriented devel-
opment process is key to continued success. 
Furthermore, the company’s operating model, 
and the strategy of manufacturing close to the 
markets, ensures a constant focus on optimisation 
and improvement, while securing end to end col-
laboration to deliver against customer demands. 

Equity and cash flows 
The LEGO Group’s assets increased by DKK 3,448 
million in 2012 and amount to DKK 16,352 million 
against DKK 12,904 million at the end of 2011. 

Return on invested capital was 140.2% in 2012 
against 133.4% in 2011. The increase is driven  
by increase in operating margin.

After recognition of the profit for the year and 
distribution of dividend, the LEGO Group’s equity 
has increased by DKK 2,889 million to DKK 9,864 
million in 2012. 

At the end of 2012, the equity ratio of the LEGO 
Group was 60.3%. 

Return on equity for the LEGO Group was 66.7% 
in 2012 against 66.8% in 2011. 
Cash flows from operating activities amounted to 
DKK 6,220 million against DKK 3,828 million in 2011.

The LEGO Group – Annual Report 2012 5



Capacity investments 
Due to the strong growth, the LEGO Group  
continues recent years’ extensive investments 
in production capacity. Cash flow investments in 
property, plant and equipment amounted to DKK 
1.7 billion in 2012.

In September 2012, the LEGO Group inaugurated 
a comprehensive expansion of the factory in 
Kladno, the Czech Republic, and at the same 
time announced that the plant will be further 
expanded over the years 2013-2014.

At the LEGO factory in Monterrey, Mexico, a new 
high-bay warehouse was put into use in the fourth 
quarter of 2012. In 2011, it was decided to build a 
new factory in Nyíregyháza, Hungary, which is to 
replace the existing leased factory in the same 
town. Construction of the new plant began in 
October 2012, and the new factory is expected 
to open in 2014.

Finally in Billund, Denmark, investments are plan-
ned in moulding and engineering capabilities. 

Intellectual capital resources 
As a consequence of the company’s considera-
ble sales growth, a large number of new employ-
ees joined the LEGO Group in 2012. The average 
number of full-time employees was 10,400 in 2012 
against 9,374 in 2011. 

Welcoming a high number of new employees 
places high demands on the company’s capabili-
ties within recruiting and onboarding. In 2012, the 
strengthening of a global onboarding initiative con-
tinued in order to meet this important challenge. 

The considerable growth, which is expected to 
continue in the coming years, is only possible 
because of the skills, dedication and commitment 
of LEGO employees. It is therefore of the utmost 
importance for the company to secure continuous 
development of the skills of its employees. Con-
sequently, both talent development and general 
competence development are very important ele-
ments of the Group’s People & Culture strategy. 

All employees in the LEGO Group participate in  
a Performance Management Program (PMP).  
This Program ensures that the goals set for the 
performance of the employees relate directly to the 
overall objectives of the Group. On a current basis 
during the year, the manager and the employee 
follow up on whether the goals are achieved.  
For white collars a differentiated bonus scheme is 
attached to the Program, whereas blue collars are 
rewarded on a team based scheme. 
A total evaluation of the employee’s and the com-
pany’s performance compared with the defined 
goals, which is carried out at year end, decides  
the amount of bonus for each individual employee. 

Research and development activities 
Each year, new launchings account for approxi-
mately 60% of the LEGO Group’s sales to con-
sumers. Therefore, the Group has considerable 
development activities, comprising anything from 
trend spotting and anthropological studies to the 
actual development of specific products and cam-
paigns. Approximately 160 designers from about 
20 different countries make up the creative core 
of product development that is mainly based at 
company headquarters in Billund, Denmark.

Moreover, the LEGO Group cooperates with a 
number of educational institutions concerning 
various research projects within, among other 
things, children’s play and new technologies. 

Sustainability 
In 2003 the LEGO Group was the first company in 
the toy industry to sign the UN Global Compact. 
This was a confirmation of the company’s many 
years’ of support of human rights, labour stand-
ards and the environment. The UN Global Compact 
has later been extended to include anti-corruption. 

The LEGO Group confirms its support to Global 
Compact. The LEGO Group has issued its Progress 
Report 2012 describing how the LEGO Group is 
working within the areas of human rights, labour 
standards, the environment and anti-corruption. 

Management’s Review – continued
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The Progress Report 2012 thus constitutes the 
statutory statement of social responsibility 
pursuant to section 99 a of the Danish Financial 
Statements Act. 

The Progress Report 2012 also describes the LEGO 
Group’s efforts to achieve its non-financial goals. 

Market development 
The LEGO Group’s main activity is the develop-
ment, production, marketing and sale of play 
materials. The market for traditional toys, in 
which the Group operates, experienced a de-
cline in global value in 2012. North America saw 
a slight decrease in 2012, and in Europe growth 
was only seen in the central and Eastern parts of 
the area. Southern European markets decreased 
considerably, whereas the toy market in the 
Northern parts of Europe stagnated or experi-
enced low decline rates. In contrast, the toy mar-
ket in Asia experienced high growth rates during 
2012, except the large Japanese toy market that 
saw a decrease during the year.

LEGO® sales 
It has been a challenge to attract more girls 
to the LEGO play experience. In an attempt to 
solve this challenge, the new product line LEGO 
Friends was launched at the beginning of 2012. 
During its first year on the market, the product 
line has proved a huge success, and in spite of a 
considerable increase of production capacity on 
this particular line during the year, the very strong 
demand could not fully be met. LEGO Ninjago 
which was launched in 2011 continued its popular-
ity in 2012 as the third largest product line in the 
portfolio, while LEGO City and LEGO Star Wars™ 
topped the list of best selling lines again in 2012.

Double-digit sales growth rates were achieved 
in most markets in 2012. The strong growth of 
recent years in the company’s largest market, 
North America, continued, and in Asia, which is 
still a relatively small market for the LEGO Group, 
the sales growth was very strong. This is particu-
larly encouraging since the Asian markets are 
focus areas for the company in the coming years.

In Europe, the LEGO Group achieved sales 
growth in all markets, despite challenging  
market conditions. 

Through own online channels and brand retail 
stores, direct sales to consumers, accounting for 
some 10% of the LEGO Group’s total sales, also 
saw considerable growth in 2012. 

Finally, the LEGO Group’s sale of products to the 
educational sector continued its strong growth 
from the previous year; however, from a relatively 
small base.
 
Thanks to the growth generated during the year, 
the LEGO Group’s global market share of the  
toy industry at the end of 2012 amounts to  
approximately 8.6% up from 7.1% in 2011. 

Expectations for 2013 
Global economic developments are expected 
to continue to impact the market for traditional 
toys. Economic forecasts project a continued 
difficult economic environment in both Western 
and Southern Europe and in North America, 
while Asia and parts of Eastern Europe are ex-
pected to continue robust growth.

Based on the LEGO Group’s good momentum at 
the end of 2012, continued sales growth is expect-
ed in 2013. However, the economic challenges in 
many European and North American markets are 
expected to result in lower growth rates for the 
company than achieved in recent years. 

The LEGO Group expects satisfactory results 
for 2013.

Management’s Review – continued
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Management’s Statement

Management

Board of Directors

Niels Jacobsen 
Chairman

Søren Thorup 
Sørensen

Kjeld Kirk Kristiansen 
Deputy Chairman

Eva Berneke

The Management Board and the Board of  
Direc tors have today considered and adopted 
the Annual Report of LEGO A/S for the financial 
year 1 January – 31 December 2012.
 
The Consolidated Financial Statements are pre-
pared in accordance with International Financial 
Reporting Standards as adopted by the EU, and 
the Financial Statements are prepared in accord-
ance with the Danish Financial Statements Act. 
Moreover, the Consolidated Financial Statements 
and the Financial Statements are prepared in 
accordance with additional Danish disclosure 
requirements for Financial Statements. Manage-
ment’s Review is prepared in accordance with 
the Danish Financial Statements Act.
 

In our opinion, the Consolidated Financial  
State ments and the Financial Statements give  
a true and fair view of the financial position at 31 
December 2012 of the Group and the Company 
and of the results of the Group and Company 
operations and consolidated cash flows for the 
financial year 1 January - 31 December 2012.
 
In our opinion, Management’s Review includes a 
true and fair account of the development in the 
operations and financial circumstances of the 
Group and the Company, of the results for the 
year and of the financial position of the Group 
and the Company as well as a description of  
the most significant risks and elements of 
uncertain ty facing the Group and the Company.
 
We recommend that the Annual Report be 
adopted at the Annual General Meeting.

Thomas Kirk 
Kristiansen

Torben Ballegaard 
Sørensen

Kåre Schultz

Billund, 8 February 2013

Jørgen Vig Knudstorp
President and 
Chief Executive Officer

John Goodwin
Executive Vice President and
Chief Financial Officer

8



Independent Auditor’s Report
To the shareholders of LEGO A/S

Report on Consolidated Financial Statements 
and Parent Company Financial Statements
We have audited the Consolidated Financial 
Statements and the Parent Company Financial 
Statements of LEGO A/S for the financial year  
1 January to 31 December 2012, which comprise 
income statement, balance sheet, statement of 
changes in equity and notes including summary 
of significant accounting policies for both the 
Group and the Parent Company, as well as state-
ment of comprehensive income and cash flow 
statement for the Group. The Consolidated Fi-
nancial Statements are prepared in accordance 
with International Financial Reporting Standards 
as adopted by the EU and any further disclosure 
requirements of the Danish Financial Statements 
Act, and the Parent Company Financial State-
ments are prepared in accordance with the Dan-
ish Financial Statements Act.

Management’s Responsibility for the 
Consolidated Financial Statements and the 
Parent Company Financial Statements
Management is responsible for the preparation 
of Consolidated Financial Statements that give 
a true and fair view in accordance with Interna-
tional Financial Reporting Standards as adopted 
by the EU and further Danish disclosure require-
ments in accordance with the Danish Financial 
Statements Act and for preparing Parent Com-
pany Financial Statements that give a true and 
fair view in accordance with the Danish Financial 
Statements Act. Further Management is respon-
sible for such internal control as Management 
determines is necessary to enable the prepara-
tion of Consolidated Financial Statements and 
Parent Company Financial Statements that are 
free from material misstatement, whether due to 
fraud or error.

Auditor’s Responsibility
Our responsibility is to express an opinion on 
the Consolidated Financial Statements and the 
Parent Company Financial Statements based 
on our audit. We conducted our audit in accord-
ance with International Standards on Auditing 
and additional requirements under Danish audit 

regulation. This requires that we comply with 
ethical requirements and plan and perform the 
audit to obtain reasonable assurance whether 
the Consolidated Financial Statements and the 
Parent Company Financial Statements are free 
from material misstatement. 

An audit involves performing procedures to 
obtain audit evidence about the amounts and 
disclosures in the Consolidated Financial State-
ments and the Parent Company Financial State-
ments. The procedures selected depend on the 
auditor’s judgement, including the assessment of 
the risks of material misstatement of the Consoli-
dated Financial Statements and the Parent Com-
pany Financial Statements, whether due to fraud 
or error. In making those risk assessments, the 
auditor considers internal control relevant to the 
Company’s preparation of Consolidated Finan-
cial Statements and Parent Company Financial 
Statements that give a true and fair view in order 
to design audit procedures that are appropriate 
in the circumstances, but not for the purpose 
of expressing an opinion on the effectiveness 
of the Company’s internal control. An audit also 
includes evaluating the appropriateness of ac-
counting policies used and the reasonableness 
of accounting estimates made by Management, 
as well as evaluating the overall presentation of 
the Consolidated Financial Statements and the 
Parent Company Financial Statements. 

We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide 
a basis for our audit opinion. The audit has not 
resulted in any qualification.

Opinion
In our opinion, the Consolidated Financial State-
ments give a true and fair view of the Group’s 
financial position at 31 December 2012 and of the 
results of the Group’s operations and cash flows 
for the financial year 1 January to 31 December 
2012 in accordance with International Financial 
Reporting Standards as adopted by the EU and 
further Danish disclosure requirements in accord-
ance with the Danish Financial Statements Act.

The LEGO Group – Annual Report 2012 9



Independent Auditor’s Report – continued
To the shareholders of LEGO A/S

Moreover, in our opinion, the Parent Company 
Financial Statements give a true and fair view 
of the Parent Company’s financial position at 31 
December 2012 and of the results of the Parent 
Company’s operations for the financial year  
1 January to 31 December 2012 in accordance  
with the Danish Financial Statements Act.

Billund, 8 February 2013
PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Mogens Nørgaard Mogensen 
State Authorised Public Accountant

Statement on Management’s Review
We have read Management’s Review in accord-
ance with the Danish Financial Statements Act.  
We have not performed any procedures additional 
to the audit of the Consolidated Financial State-
ments and the Parent Company Financial State-
ments. On this basis, in our opinion, the information 
provided in Management’s Review is consistent 
with the Consolidated Financial Statements and 
the Parent Company Financial Statements.

Henrik Trangeled Kristensen
State Authorised Public Accountant
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(mDKK) Note 2012 2011

Revenue 3  23,405  18,731 

Production costs 4,6,7  (6,758)  (5,519)

Gross profit  16,647  13,212 

Sales and distribution expenses 4,6,7  (6,150)  (5,455)

Administrative expenses 4,5,6,7  (1,326)  (1,104)

Other operating expenses 4,6,7,8  (1,219)  (987)

Operating profit  7,952  5,666 

Financial income 9  19  34 

Financial expenses 10  (449)  (158)

Profit before income tax  7,522  5,542 

Tax on profit for the year 11  (1,909)  (1,382)

Net profit for the year  5,613  4,160 

Allocated as follows:

Parent Company shareholders  5,583  4,137 

Non-controlling interests  30  23 

 5,613  4,160 

Consolidated statement of other comprehensive income:

Profit for the year 5,613 4,160

Change in market value of cash flow hedges  42 (228)

Reclassification of cash flow hedges from Equity to be recognised in the 
income statement as part of financial income/expenses  346 44

Tax on cash flow hedges  (97)  46 

Currency translation differences  23  (2)

Total other comprehensive income for the year  5,927  4,020 

Allocated as follows:  

Parent Company shareholders  5,897  3,997 

Non-controlling interests  30  23 

 5,927  4,020 

Consolidated income statement and consolidated 
statement of other comprehensive income
1 January – 31 December
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(mDKK) Note 2012 2011

ASSETS

Non-current assets:

Development projects  37  12 

Software  104  102 

Licences, patents and other rights  68  76 

Intangible assets 12  209  190 

Land, buildings and installations  1,688  1,140 

Plant and machinery  1,615  1,239 

Other fixtures and fittings, tools and equipment  746  502 

Fixed assets under construction  517  514 

Property, plant and equipment 13  4,566  3,395 

Deferred tax assets 19  131  114 

Investments in associates 14  3  3 

Other non-current assets  134  117 

Total non-current assets  4,909  3,702

Current assets:

Inventories 15  1,705  1,541 

Trade receivables 16  4,950  3,845 

Other receivables  630  603 

Prepayments  226  462 

Current tax receivables  22  244 

Receivables from related parties 29  3,442  1,950 

Cash at banks 28  468  557 

Total current assets  11,443  9,202 

TOTAL ASSETS  16,352  12,904 

Consolidated Balance Sheet 
at 31 December
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(mDKK) Note 2012 2011

EQUITY AND LIABILITIES

EQUITY

Share capital 17  20  20 

Reserve for hedge accounting  39  (252)

Reserve for currency translation  (117)  (140)

Retained earnings 18  9,888  7,321 

LEGO A/S’ share of equity  9,830  6,949 

Non-controlling interests  34  26 

Total equity  9,864  6,975 

LIABILITIES

Non-current liabilities:

Borrowings 25  210  818 

Deferred tax liabilities 19  21  50 

Pension obligations 20  54  55 

Provisions 22  71  72 

Other long-term debt 21  72  63 

Total non-current liabilities  428 1,058

Current liabilities:

Borrowings 25  608  7 

Trade payables  2,112  1,611 

Current tax liabilities  96  97 

Provisions 22  64  103 

Other short-term debt 21  3,180  3,053 

Total current liabilities  6,060  4,871 

Total liabilities  6,488  5,929 

TOTAL EQUITY AND LIABILITIES  16,352  12,904 

Consolidated Balance Sheet – continued
at 31 December
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(mDKK)
Share 

capital

Reserve  
for hedge-  
accounting

Reserve for 
currency 

translation
Retained 
earnings

LEGO A/S’ 
share of 

equity

Non-
controlling 

interests
Total

 equity

Balance at 1 January 2012  20  (252)  (140)  7,321  6,949  26  6,975

Profit for the year – – –  5,583  5,583  30  5,613 

Acquisition of non-controlling 
interest in subsidiaries – – –  (16)  (16) –  (16)

Other comprehensive income/ 
(expenses) for the year –  291  23 –  314 –  314 

Dividend relating to prior year – – –  (3,000)  (3,000)  (22)  (3,022)

Balance at 31 December 2012  20  39  (117)  9,888  9,830  34  9,864 

(mDKK)
Share 

capital

Reserve  
for hedge-  
accounting

Reserve for 
currency 

translation
Retained 
earnings

LEGO A/S’ 
share of 

equity

Non-
controlling 

interests
Total

 equity

Balance at 1 January 2011  20  (114)  (138)  5,684  5,452  21  5,473

Profit for the year – – –  4,137  4,137  23  4,160 

Other comprehensive income/ 
(expenses) for the year –  (138)  (2) –  (140) –  (140)

Dividend relating to prior year – – –  (2,500)  (2,500)  (18)  (2,518)

Balance at 31 December 2011 20  (252)  (140)  7,321  6,949  26  6,975 

Consolidated statement of changes in Equity

The LEGO Group – Annual Report 2012 15



(mDKK) Note 2012 2011

Cash flows from operating activities: 

Operating profit 7,952 5,666

Interest paid etc  (449)  (158)

Interest received etc  19  34 

Income tax paid  (1,836)  (1,672)

Other reversals with no effect on cash flows 27 957 566

Change in inventories (164) (214)

Change in trade and receivables (896) (971)

Change in trade and other payables 637 577

Net cash generated from operating activities  6,220  3,828 

Cash flows from investing activities: 

Purchases of property, plant and equipment 13  (1,729)  (1,451)

Purchases of intangible assets 12  (61)  (129)

Proceeds from sale of property, plant and equipment  17  38 

Net cash generated from investing activities  (1,773)  (1,542)

Cash flows from financing activities:

Dividend paid to shareholders  (3,000)  (2,500)

Dividend paid to non-controlling interests  (22)  (18)

Acquisition of non-controlling interest  (16)  – 

Payment to related parties 29  (32,564)  (8,004)

Repayment from related parties 29  31,074  8,010 

Repayments of borrowings  (7)  (7)

Net cash used in financing activities  (4,535)  (2,519)

Total cash flows  (88)  (233)

Cash and cash equivalents at 1 January  557  802 

Exchange losses on cash at banks  (1)  (12)

Cash at banks at 31 December 28  468  557 

Consolidated Cash Flow Statement
1 January – 31 December

The LEGO Group16



The Consolidated Financial Statements of the LEGO Group 
have been prepared in accordance with International Financial 
Reporting Standards (IFRS) as adopted by the EU and additional 
Danish disclosure requirements.
 
The Consolidated Financial Statements have been prepared in 
accordance with the historical cost conversion, as modified by 
the revaluation of financial assets and financial liabilities (includ-
ing financial instruments) at fair value.

Effects of new accounting standards

All new and amended standards and interpretations issued by 
IASB and endorsed by the EU effective as of 1 January 2012 have 
been adopted by the LEGO Group. The application of the new 
IFRS’s has not had a material impact on the Consolidated Finan-
cial Statements in 2012 and we do not anticipate any significant 
impact on future periods from the adoption of these new IFRS’s.

The following standards which have been endorsed by the EU 
but are not yet effective are relevant for the LEGO Group: 
•	 	IFRS	10	on	consolidation.	The	standard	clarifies	the	notion	

of control. Control over another entity exists if the reporting 
entity has power over the investee, exposure or right to vari-
able return from its involvement with the investee and has the 
ability to use its power over the investee to affect the amount 
of the investor’s return. Effective date 1 January 2013, however 
according to the EU endorsement 1 January 2014. 

•	 	IFRS	13	on	fair	value	measurement.	A	general	standard	on	 
determination of fair value. The basic principle is that fair val-
ue of an asset is its sales value whereas fair value of a liability 
is the amount which a third party would charge as payment 
for undertaking the liability. Effective date 1 January 2013. 

•	 	Amendment	of	IAS	19	on	employee	benefits.	All	actuarial	
gains and losses are recognised in other comprehensive 
income. The interest element is calculated based on the  
net liability. Effective date 1 January 2013.

It is the Management’s assessment that the above mentioned 
changes in accounting standards and interpretations will not 
have any significant impact on the Consolidated Financial 
Statements upon adoption of these standards.

Consolidation practice

The Consolidated Financial Statements comprise LEGO A/S 
(Parent Company) and the companies in which LEGO A/S directly 
or indirectly holds more than 50% of the votes or otherwise exer-
cises control (subsidiaries). LEGO A/S and these companies are 
referred to as the LEGO Group.

Subsidiaries are fully consolidated from the date on which con-
trol is transferred to the LEGO Group. They are de-consolidated 
from the date on which control ceases.

Associates are all entities over which the LEGO Group has  
significant influence but not control, and are generally repre-
sented by a shareholding of between 20% and 50% of the vot-
ing rights. Investments in associates are accounted for using the 
equity method of accounting and are initially recognised at cost. 

Intercompany transactions, balances and unrealised gains on 
transactions between group companies are eliminated. Unreal-
ised losses are also eliminated unless the transaction provides 
evidence of impairment of the asset transferred. Subsidiaries’ 
accounting policies have been changed where necessary to en-
sure consistency with the policies adopted by the LEGO Group.

Non-controlling interests include third party shareholders’ share 
of the equity and the results for the year in subsidiaries which are 
not 100% owned. 

The part of the subsidiaries’ results that can be attributed to 
non-controlling interests forms part of the profit or loss for the 
period. Non-controlling interests’ share of the equity is stated as 
a separate item in equity. 

Foreign currency translation

Functional and presentation currency
Items included in the financial statements of each of the LEGO 
Group’s entities are measured using the currency of the primary 
economic environment in which the entity operates. The Con-
solidated Financial Statements are presented in Danish kroner 
(DKK), which is the functional and presentation currency of the 
Parent Company.

Transactions and balances
Foreign currency transactions are translated into the functional 
currency using the exchange rates prevailing at the dates of the 
transactions. Foreign exchange gains and losses resulting from 
the settlement of such transactions and from the translation at 
balance sheet date exchange rates of monetary assets and 
liabilities denominated in foreign currencies are recognised 
in the income statement, except when deferred in equity as 
reserve for exchange rate adjustments.

Group companies
The results and financial position of subsidiaries that have  
a functional currency different from the presentation currency  
are translated into the presentation currency as follows:
•	 	Assets	and	liabilities	for	each	subsidiary	are	translated	into	

DKK at the closing rate at the balance sheet date.
•	 	Income	and	expenses	for	each	subsidiary	are	translated	 

at average exchange rates.
•	 	Differences	deriving	from	translation	of	the	foreign	subsidiaries	

opening equity to the exchange rates prevailing at the balance 
sheet date, and differences owing to the translation of the 
income statements of the foreign subsidiaries from average 
exchange rates to balance sheet date exchange rates are 
recognised in other comprehensive income and classified as  
a separate reserve for exchange adjustments under equity.

Note 1. Significant accounting policies
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Derivative financial instruments

Derivative financial instruments are initially recognised in the 
balance sheet at cost, which equals fair value of considerations 
paid, and are subsequently measured at fair value. Derivative 
financial instruments are recognised in other receivables and 
other short-term debt.

Fair Value Hedge
Changes to the fair value of derivative financial instruments 
which meet the criteria for hedging the fair value of a recognised 
asset or a recognised liability are recognised in the income 
statement together with any changes in the fair value of the 
hedged asset or liability attributable to the hedged risk.

Cash Flow Hedge
The effective portion of changes to the fair value of derivative 
financial instruments which meet the criteria for hedging future 
cash flows are recognised in other comprehensive income and 
in a separate reserve under equity. Income and expenses relat-
ing to these hedge transactions are reclassified from equity 
when the hedged item affects the income statement or the 
hedged transaction is no longer to take place. The amount is 
recognised in financial income or expenses. Fair value changes 
attributable to the time value of options are recognised in finan-
cial income or expenses in the income statement.

Other Derivatives
Changes to the fair value of other derivatives are recognised  
in the financial income or expenses.

Income Statement

Recognition of sales and revenues 
Sales represent the fair value of the sale of goods excluding 
value added tax and after deduction of provisions for returned 
products, rebates and trade discounts relating to the sale.

Provisions and accruals for rebates to customers are made in the 
period in which the related sales are recorded. Historical data 
are readily available and reliable and are used for estimating the 
amount of the reduction in sales.

Revenues from the sale of goods are recognised when all the 
following specific conditions have been met and the control 
over the goods has been transferred to the buyer.
•	 	Significant	risks	and	rewards	of	ownership	of	the	goods	 

have been transferred to the buyer. 
•	 	The	revenues	can	be	measured	reliably.
•	 	It	is	probable	that	the	economic	benefits	associated	with	 

the transaction will flow to the LEGO Group.
•	 	Costs	incurred	or	to	be	incurred	in	respect	of	the	transaction	

can be measured reliably.

These conditions are usually met by the time the products are 
delivered to the customers.

Licence fees are recognised on an accrual basis in accordance 
with the relevant agreements.

Revenues are measured at the fair value of the consideration 
received or receivable.

Production cost 
Production cost comprises costs incurred to achieve revenue 
for the year. Cost comprises raw materials, consumables, direct 
labour costs and indirect production costs such as maintenance 
and depreciation, etc. 

Administrative expenses 
Administrative expenses comprise expenses for Management, 
administrative staff, office expenses, depreciation, etc.

Sales and distribution expenses 
Distribution expenses comprise costs in the form of salaries to 
sales and distribution staff, advertising and marketing expenses 
as well as depreciation, etc.

Other operating expenses
Other operating expenses include royalty and research and 
development costs.

Taxes
The tax expenses for the period comprise current and deferred 
tax. Tax is recognised in the income statement, except to the 
extent that it relates to items recognised in other comprehen-
sive income. In this case, the tax is also recognised in other 
comprehensive income.

Deferred income tax on temporary differences arising between 
the tax bases of assets and liabilities and their carrying amounts 
is provided in full in the Consolidated Financial Statements,  
using the liability method. 

Deferred tax reflects the effect of any temporary differences.  
To the extent calculated deferred tax is positive, this is recognised 
in the balance sheet as a deferred tax asset at the expected 
realisable value. Deferred tax assets are recognised only to the 
extent that it is probable that future taxable profit will be available 
against which the temporary differences can be utilised.

Any changes in deferred tax due to changes in tax rates are 
recognised in the income statement.

Balance Sheet

Software and development projects
Research expenses are charged to the income statement as 
incurred. Software and development projects that are clearly 
defined and identifiable and which are expected to generate 
future economic profit are recognised as intangible non-current 
assets at historical cost less accumulated amortisation and 
any impairment loss. Amortisation is provided on a straight-line 
basis over the expected useful life which is normally 3-6 years. 
Other development costs are recognised in the income state-
ment. An annual impairment test of the intangible fixed assets 
under construction is performed. 

Note 1. Significant accounting policies – continued
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Borrowing costs related to financing development projects that 
take a substantial period of time to complete and whose com-
mencement date is on or after 1 January 2009 are included in 
the cost price. 

Licences, patents and other rights
Acquired licences, patents and other rights are capitalised on the 
basis of the costs incurred. These costs are amortised over the 
shorter of their estimated useful lives and the contractual duration.

Property, plant and equipment
Land and buildings comprise mainly factories, warehouses and 
offices. Property, plant and equipment (PPE) are measured at 
cost, less subsequent depreciation and impairment losses, ex-
cept for land, which is measured at cost less impairment losses.

Depreciation is calculated using the straight-line method to 
allocate the cost of each asset to its residual value over its 
estimated useful life as follows:

Buildings  40 years
Installations 10-20 years 
Plant and machinery 5-15 years 
Moulds 2 years 
Furniture, fittings and equipment 3-10 years

The residual values and useful lives of the assets are reviewed 
and adjusted, if appropriate, at each balance sheet date.

Gains and losses on disposals are determined by comparing 
the proceeds with the carrying amount and recognised in the 
income statement.

Cost comprises acquisition price and expenses directly related 
to the acquisition until the time when the asset is ready for use. 
The cost of self constructed assets comprises direct expenses 
for wage consumption and materials. Borrowing costs related to 
financing self constructed assets that take a substantial period 
of time to complete and whose commencement date is on or 
after 1 January 2009 are included in the cost price.

Leases
Leases of assets where the LEGO Group has substantially all 
risks and rewards of ownership are capitalised as finance leases 
under property, plant and equipment and depreciated over the 
estimated useful lives of the assets, according to the periods 
listed under the section property, plant and equipment. The cor-
responding finance lease liabilities are recognised in liabilities.

Operating lease expenses are recognised in the income state-
ment on a straight-line basis over the period of the lease.

Impairment of assets
Assets that are subject to depreciation and amortisation 
are tested for impairment whenever events or changes in 
circumstances indicate that the carrying amount may not be 
recoverable. Intangible assets under development are tested 
for impairment at each reporting date.

An impairment loss is recognised for the amount by which the 
carrying amount of the asset exceeds its recoverable amount. The 
recoverable amount is the higher of the fair value of an asset less 
expenses to sell and value in use. For the purposes of assessing 
impairment, assets are grouped at the lowest levels for which there 
are separately identifiable cash flows (cash generating units).

Inventories
Inventories are measured at the lower of cost and net realisable 
value. Cost is determined using the first-in, first-out (FIFO) method.

The cost of raw materials, consumables and purchased goods 
comprises the invoice price plus delivery expenses. The cost of 
finished goods and work in progress comprises the purchase 
price of materials and direct labour costs plus indirect produc-
tion costs. Indirect production costs include indirect materials 
and wages, maintenance and depreciation of plant and machin-
ery, factory buildings and other equipment as well as expenses 
for factory administration and management.

Receivables
Trade receivables are initially recognised at fair value and 
subsequently measured at amortised cost less write down for 
losses. Provisions for losses are made on basis of an objective 
indication if an individual receivable or a portfolio of receivables 
are impaired.

Equity

Reserve for hedge accounting
The reserve for hedge accounting consists of the effective  
portion of gains and losses on hedging instruments designated 
as cash flow hedges.

Reserve for currency translation
The reserve for exchange adjustments consists of exchange rate 
differences that occur when translating the foreign subsidiaries 
financial statements from their functional currency into the LEGO 
Group’s presentation currency. On disposal of the net investment, 
the reserve for exchange adjustments of that foreign subsidiary 
is recognised in the income statement.

Dividend distribution
Dividends are recognised as a liability in the period in which 
they are adopted at the Annual General Meeting.

Liabilities

Borrowings
Borrowings are initially recognised at fair value, net of transaction 
expenses incurred. Borrowings are subsequently measured at 
amortised cost. Any differences between the proceeds and the 
redemption value are recognised in the income statement over 
the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the LEGO 
Group has an unconditional right to defer settlement of the 
liability for at least 12 months after the balance sheet date.

Note 1. Significant accounting policies – continued
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Employee benefits
Wages, salaries, social security contributions, paid annual leave 
and sick leave, bonuses and non-monetary employee benefits 
are accrued in the year in which the associated services are 
rendered by the employees of the LEGO Group. Where the 
LEGO Group provides long-term employee benefits, the costs 
are accumulated to match the rendering of the services by the 
employees concerned.

Retirement benefit obligation
Costs regarding defined contribution plans are recognised 
in the income statement in the periods in which the related 
employee services are delivered. 

Net obligations in respect of defined benefit pension plans are 
calculated separately for each plan by estimating the amount 
of future benefits that employees have earned in return for their 
service in the current and prior periods; that benefit is discount-
ed to determine its present value, and the fair value of any plan 
assets is deducted. Discount rates are based on the market 
yield of high quality corporate bonds in the country concerned 
approximating to the terms of the LEGO Group’s pension obli-
gations. The calculations are performed by a qualified actuary 
using the Projected Unit Credit Method. When the benefits of a 
plan are increased, the portion of the increased benefit relating 
to past service by employees is recognised as an expense in 
the income statement over the vesting period. To the extent 
that the benefits are vested, the expense is recognised in the 
income statement immediately. 

Actuarial gains and losses are recognised in the income  
statement in the period in which they occur.

Net pension assets are recognised to the extent that the LEGO 
Group is able to derive future economic benefits in the way of 
refunds from the plan or reductions of future contributions.

Provisions
Provisions are recognised when the LEGO Group identifies legal 
or constructive obligations as a result of past events and it is 
probable that it will lead to an outflow of resources that can be 
reliably estimated. In this connection, the LEGO Group makes 
the estimate based upon an evaluation of the individual, most 
likely outcome of the cases. In cases where a reliable estimate 
cannot be made, these are disclosed as contingent liabilities.

Further provisions for restructuring expenses are only re-
cognised when the decision is made and announced before 
the balance sheet date. Provisions are not made for future 
operating losses.

Provisions are measured at the present value of the estimated 
obligation at the balance sheet date.   
    
Other liabilities
Other liabilities are measured at amortised cost unless specifi-
cally stated otherwise. 

Note 1. Significant accounting policies – continued

Cash Flow Statement

The consolidated cash flow statement shows cash flows for  
the year broken down by operating, investing and financing  
activities, changes for the period in cash and bank overdrafts 
and cash and bank overdrafts at the beginning of the year.

Cash flows from operating activities are calculated indirectly as 
operating profit adjusted for non-cash items, financial expenses 
paid, income taxes paid and changes in working capital.

Cash flows from investing activities comprise payments relating 
to acquisitions and disposals of activities, intangible assets, 
property, plant and equipment, fixtures and fittings as well as 
fixed asset investments. Furthermore they comprise interest and 
dividends received.

Cash flows from financing activities comprise proceeds from 
borrowings, repayment of interest-bearing debt and dividend 
paid to shareholders.  

Cash and cash equivalents comprise cash that can readily be 
converted into cash reduced by short-term bank debt.

Financial ratios
Financial ratios have been calculated in accordance with the 
“Guidelines and Financial Ratios 2010”, issued by the Danish 
Society of Financial Analysts.

Average invested capital is calculated as property, plant and 
equipment, inventories and receivables excluding tax receiva-
bles less provisions, excluding provisions relating to restruc-
turing and deferred tax, and less short-term debt, excluding 
mortgage loans and tax.

GROSS PROFIT X 100

REVENUE

Gross margin

OPERATING PROFIT (EBIT) X 100

REVENUE

Operating 
margin

NET PROFIT FOR THE PERIOD X 100

REVENUE

Net profit 
margin

NET PROFIT FOR THE PERIOD X 100

AVERAGE EQUITY

Return on
equity (ROE)

EBITA BEFORE RESTRUCTURING X 100

AVERAGE INVESTED CAPITAL

ROIC

EQUITY (INCL. NON-CONTROLLING INTERESTS) X 100

 TOTAL LIABILITIES AND EQUITY

Equity ratio
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Note 5. Auditors’ fees
(mDKK) 2012 2011

Fee to PwC:

Statutory audit of the Financial Statements  9  9 

Other assurance engagements  1  1 

Tax assistance  6  5 

Other services  4  6 

 20  21 

Note 4. Expenses by nature
(mDKK) Note 2012 2011

Raw materials and consumables used  4,380  3,098 

Employee expenses 6 3,845  3,378 

Depreciation and amortisation 7  654  637 

Licence and royalty expenses  1,506  1,249 

Other external expenses 5,068  4,703 

Total operating expenses  15,453  13,065 

Note 2. Significant accounting estimates  
and judgements

When preparing the Consolidated Financial Statement it is necessary that Management makes a number of accounting estimates 
and judgements that affect the reported amounts of assets and liabilities and the reported amounts of revenues and expenses. 

Estimates and judgements used in the determination of reported results are continuously evaluated. Management bases the 
judgements on historical experience and other assumptions that Management assesses are reasonable under the given  
circumstances. Actual results may differ from these estimates under different assumptions or conditions.

The following accounting estimates and judgements are those that Management assesses to be material:

Property, plant and equipment
Assessment of estimated residual value and useful life of property, plant and equipment requires judgements. It is Management’s  
assessment that the estimates are reasonable (note 13).

Inventories
Calculation of indirect production costs requires estimates and judgements regarding various assumptions. The sensitivity of the 
measurement to these assumptions can be significant. It is the assessment of Management that the assumptions and estimates 
made are reasonable (note 15).

Note 3. Revenue
Revenue contains sale of goods and licence income. Sale of goods amounts to DKK 23,155 million (DKK 18,507 million in 2011),  
and licence income amounts to DKK 250 million (DKK 224 million in 2011). 
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Note 6. Employee expenses

(mDKK) Note 2012 2011

Wages and salaries  3,467  3,048 

Termination benefit and restructuring  5  33 

Pension costs, defined benefit plans 20  2  6 

Pension costs, defined contribution plans  214  191 

Other expenses and social security expenses  193  140 

Total employee costs for the year  3,881  3,418 

Employee costs included in:

Intangible assets  (10)  (12)

Property, plant and equipment (26)  (28) 

Total employee costs expensed in the income statement 3,845 3,378

Classified as:

Production costs 1,300  1,096 

Sales and distribution expenses  1,535  1,367 

Administrative expenses  816  673 

Other operating expenses  194  242 

 3,845  3,378 

Including Key Management Personnel:1

Salaries  18  29 

Termination benefit –  3 

Short-term incentive plans  8  10 

Long-term incentive plans  9  7 

 35  49 

Including fee to Board of Directors:  3  3

Incentive plans comprise a short-term incentive plan based on yearly performance and  
a long-term incentive plan related to long-term goals regarding value creation. 
 

Average number of full-time employees  10,400  9,374 

1   Key Management includes Executive Vice Presidents and the CEO.
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Note 7. Depreciation and amortisation

Note 8. Research and development costs

Note 9. Financial income

(mDKK) 2012 2011

Licences, patents and other rights  12  17 

Software  31  109 

Buildings and installations  87  29 

Plant and machinery  408  379 

Other fixtures and fittings, tools and equipment  116  103 

 654  637 

Classified as:

Production costs  529  441 

Sales and distribution expenses  111  125 

Administrative expenses  13  70 

Other operating expenses  1  1 

 654  637 

In 2012 the LEGO Group has not had any impairment write down on intangible fixed assets (2011 DKK 99 million). The LEGO Group 
has had an impairment write down on property, plant and equipment amounting to DKK 29 million (2011 DKK 8 million). The total 
impairment is expensed with DKK 29 million (2011 DKK 49 million) as production costs and DKK 0 million (2011 DKK 58 million) as 
sales and distribution expenses.  

(mDKK) 2012 2011

Research and development costs charged during the year  352  335 

 352  335 

(mDKK) 2012 2011

Interest income from related parties  8  21 

Interest income from credit institutions measured at amortised cost  7  5 

Other interest income  4  8 

 19  34 
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Note 10. Financial expenses

Note 11. Tax on profit for the year

(mDKK) 2012 2011

Interest expenses on mortgage loans measured at amortised cost  3  4 

Interest expenses to related parties  3  4 

Interest expenses to credit institutions measured at amortised cost  7  15 

Other interest expenses  7  6 

Loss from derivative financial instruments  382  116 

Exchange loss, net  47  13 

 449  158 

(mDKK) 2012 2011

Current tax on profit for the year  1,980  1,306 

Deferred tax on profit for the year  (43)  94 

Other  (4)  4 

Value adjustment on deferred tax  1  (27)

Adjustment of tax relating to previous years, current tax  (8)  14 

Adjustment of tax relating to previous years, deferred tax  (17)  (9)

 1,909  1,382 

Income tax expenses are specified as follows:

Calculated 25% tax on profit for the year before income tax  1,881  1,386 

Tax effect of:

Higher/lower tax rate in subsidiaries  (13)  (9)

Non-taxable income  (25)  (32)

Non-deductible expenses  33  30 

Adjustment of tax relating to previous years  (29)  6 

Changed valuation of deferred tax asset and liability  1  (27)

Other  61  28 

 1,909  1,382 

Effective tax rate 25.4% 24.9%
       

The LEGO Group24



Note 12. Intangible assets

(mDKK)
Development 

projects Software

Licences,
patents and
other rights Total

Cost at 1 January 2012  12  382  190  584 

Exchange rate adjustment to year-end rate  –  2  (1)  1 

Additions  38  18  5  61 

Disposals  –  (2)  –  (2)

Transfer  (13)  13  –  – 

Cost at 31 December 2012  37  413  194  644 

Amortisation and impairment losses at 1 January 2012  –  280  114  394 

Amortisation for the year –  31  12  43 

Disposals –  (2)  –  (2)

Amortisation and impairment losses at 31 December 2012 –  309  126  435 

Carrying amount at 31 December 2012 37 104 68  209 

(mDKK)
Development 

projects Software

Licences,
patents and
other rights Total

Cost at 1 January 2011  78  197  178  453 

Exchange rate adjustment to year-end rate – –  2  2 

Additions  76  43  10  129 

Transfer  (142)  142 – –

Cost at 31 December 2011  12  382  190  584 

Amortisation and impairment losses at 1 January 2011 –  171  97  268 

Amortisation for the year –  20  7  27 

Impairment losses for the year –  89  10  99 

Amortisation and impairment losses at 31 December 2011 –  280  114  394 

Carrying amount at 31 December 2011 12 102 76  190 

In 2011 the LEGO Group has impaired intangible fixed assets amounting to DKK 99 million. The impairment losses are due to  
closedown of IT projects. In assessing the value in use the LEGO Group has used a pre-tax discount rate of 13.54%, reflecting  
the LEGO Group’s overall WACC. 
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(mDKK)

Land, 
buildings & 
installations

Plant &  
machinery

Other fixtures 
& fittings, 
tools and 

equipment

Fixed 
assets under 
construction Total

Cost at 1 January 2012  1,679  4,028  1,061  514  7,282 

Exchange adjustment to year-end rate  48  19  10  15  92 

Additions  104  609  169  847  1,729 

Disposals  (15)  (262)  (112)  –  (389)

Transfers  492  175  192  (859)  – 

Cost at 31 December 2012  2,308  4,569  1,320  517  8,714 

Depreciation and impairment losses  
at 1 January 2012  539  2,789  559  –  3,887 

Exchange adjustment to year-end rate  3  7  4 –  14 

Depreciation for the year  58  408  116 –  582 

Impairment losses for the year  29  –  – –  29 

Disposals  (9)  (250)  (105) –  (364)

Depreciation and impairment losses at 
31 December 2012  620  2,954  574 –  4,148 

Carrying amount at 31 December 2012  1,688  1,615  746  517  4,566 

Including assets under finance leases  27 – – –  27 

Property, plant and equipment in general
An obligation regarding the purchase of property, plant and equipment of DKK 388 million exists at 31 December 2012  
(DKK 334 million at 31 December 2011). 

Assets under finance leases
Assets under finance leases consist of buildings.

Note 13. Property, plant and equipment
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(mDKK)

Land, 
buildings & 
installations

Plant &  
machinery

Other fixtures 
& fittings, 
tools and 

equipment

Fixed 
assets under 
construction Total

Cost at 1 January 2011  1,429  3,589  907  338  6,263 

Exchange adjustment to year-end rate  (29)  (26)  (5)  (13)  (73)

Additions  67  578  217  589  1,451 

Disposals  (81)  (192)  (86)  –  (359)

Transfers  293  79  28  (400) –

Cost at 31 December 2011  1,679  4,028  1,061  514  7,282 

Depreciation and impairment losses  
at 1 January 2011  566  2,606  523  –  3,695 

Exchange adjustment to year-end rate  (2)  (9)  2 –  (9)

Depreciation for the year  29  379  95 –  503 

Impairment losses for the year – –  8 –  8 

Disposals  (54)  (187)  (69) –  (310)

Depreciation and impairment losses  
at 31 December 2011  539  2,789  559 –  3,887 

Carrying amount at 31 December 2011  1,140  1,239  502  514  3,395 

Including assets under finance leases  31 – – –  31 

Note 13. Property, plant and equipment  
– continued
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Note 14. Investments in associates

(mDKK) 2012 2011

Cost at 1 January  4  4 

Cost at 31 December  4  4 

Value adjustment at 1 January  (1)  (1)

Share of profit/(loss)  – –

Value adjustment at 31 December  (1)  (1)

Carrying amount at 31 December  3  3

Investments in associates comprise of KABOOKI A/S, Denmark. The LEGO Group owns 19.8% of the share capital, and is considered 
to have significant influence in KABOOKI A/S as the LEGO Group is represented on the Board of Directors of KABOOKI A/S.  
The company is therefore classified as investment in associates.

Note 15. Inventories

(mDKK) 2012 2011

Raw materials and components  136  124 

Work in progress  600  521 

Finished goods  969  896 

 1,705  1,541 

Cost of sales recognised in production costs  4,222  3,806 

Including:

Write-down of inventories to net realisable value (profit)/losses  (27)  26
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Note 16. Trade receivables

(mDKK) 2012 2011

Trade receivables (gross)  5,002  3,984

Provisions for bad debts:

Balance at the beginning of the year  (139)  (145)

Exchange adjustment to year-end rate  –  4 

Change in provisions for the year  69  (13) 

Realised losses for the year 18 15

Balance at the end of the year  (52)  (139)

Trade receivables (net)  4,950  3,845

All trade receivables fall due within one year. The nominal value is considered equal to the fair value of receivables falling due 
within one year from the balance sheet date. 

The age distribution of gross trade receivables is as follows: 

(mDKK) 2012 2011

Not overdue  4,353  3,346 

0 - 60 days overdue  601  492 

61 - 120 days overdue  7  19 

121 - 180 days overdue  9  6 

More than 180 days overdue  32  121 

 5,002  3,984
            
76% of total trade receivables are covered by insurance (77% in 2011) and therefore this part of the credit risk is reduced to the  
risk relating to the insurance companies concerned. DKK 1,180 million (DKK 921 million in 2011) corresponding to 24% of trade  
receivables (23% in 2011) are not covered by insurance.       
 
The LEGO Group has no single significant trade debtor, nor are the trade receivables concentrated in specific countries. The 
LEGO Group has fixed procedures for determining of the LEGO Group’s granting of credit. The LEGO Group’s risk relating to trade 
receivables is considered to be moderate. For more information, see note 24.  
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Note 17. Share capital

Note 19. Deferred tax
(mDKK) 2012 2011

Deferred tax, net at 1 January  64  159 

Adjustment of deferred tax relating to previous years  84 –

Exchange adjustment to year-end rate –  1 

Income statement charge  59  (58)

Charged to other comprehensive income  (97)  (38)

 110  64 

Classified as:

Deferred tax assets  131  114 

Deferred tax liabilities  (21)  (50)

 110  64 

2012 2011

The share capital consists of:

A-shares of DKK 100,000 9 9

A-shares of DKK 10,000 10 10

B-shares of DKK 500,000 3 3

B-shares of DKK 100,000 67 67

B-shares of DKK 10,000 80 80

C-shares of DKK 500,000 16 16

C-shares of DKK 100,000 20 20

Total shares at 31 December 2012 205 205

The total number of shares is 205 (205 in 2011). All issued shares are fully paid up. 

Each ordinary A-share of DKK 1,000 gives 10 votes, while each ordinary B-share of DKK 1,000 gives 1 vote, and  
each ordinary C-share of DKK 1,000 gives 1 vote. C-shares can as a maximum receive an annual dividend of 8%.

Shareholders that own more than 5% of the share capital:
KIRKBI A/S, Koldingvej 2, 7190 Billund, Denmark
Koldingvej 2, Billund A/S, Koldingvej 2, 7190 Billund, Denmark

Note 18. Dividend per share
Dividend of DKK 3,000 million was paid in May 2012, corresponding to DKK 14.6 million in average per share  
(DKK 2,500 million in 2011, DKK 12.2 million in average per share). 

Proposed dividend for 2012 is DKK 3,000 million, corresponding to DKK 14.6 million in average per share.
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Note 19. Deferred tax – continued

2012

(mDKK)
 Deferred  
tax asset

 Provision for 
deferred tax

Deferred  
tax net

Non-current assets  96  (13)  83 

Receivables  7  –  7 

Inventories  164  (141)  23 

Provisions  74  (2)  72 

Other liabilities  79  (53)  26 

Other  11  (114)  (103)

Offset  (302)  302 –

Tax loss carry-forwards  2 –  2 

 131  (21)  110 

2011

(mDKK)
 Deferred  
tax asset

 Provision for 
deferred tax

Deferred  
tax net

Non-current assets  98  (20)  78 

Receivables  5 –  5 

Inventories  131  (125)  6 

Provisions  72  (4)  68 

Other liabilities  74  (46)  28 

Other  25  (147)  (122)

Offset  (292)  292 –

Tax loss carry-forwards  1 –  1 

 114  (50)  64 

Tax loss carry-forwards 
Tax assets relating to tax loss carry-forwards are capitalised based on an assessment of whether they can be utilised in the future. 
DKK 0 million of the LEGO Group’s capitalised tax losses expires after 1 year, and DKK 2 million expires after 5 years (DKK 1 million 
in 2011 does not expire before 5 years).         
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Note 20. Pension obligations

(mDKK) 2012 2011

The amounts recognised in the balance sheet are calculated as follows:

Present value of funded obligations  (124)  (109)

Fair value of plan assets  118  121 

 (6)  12 

Present value of unfunded obligations  (42)  (42)

Net liability recognised in the balance sheet  (48)  (30)

Of which included as part of the liabilities  (54)  (55)

Of which included as part of the assets  6  25 

The change in present value of defined benefit obligations over the period is as follows:

Present value at 1 January  (151)  (145)

Exchange adjustment to year-end rate  (2)  (1)

Pension costs relating to current financial year  (2)  (1)

Interest expenses  (7)  (7)

Actuarial gains  (10)  (7)

Benefits paid  6  5 

Disposals in connection with cancellation of pension scheme  –  5 

Present value at 31 December  (166)  (151)

Defined contribution plans
In defined contribution plans, the LEGO Group recognises in the 
income statement the premium payments (eg a fixed amount 
or a fixed percentage of the salary) to the independent insur-
ance companies responsible for the pension obligations. Once 
the pension contributions for defined contribution plans have 
been paid, the LEGO Group has no further pension obligations 
towards current or past employees. The pension plans in the 
Danish company and some of the foreign companies are all 
defined contribution plans. In the LEGO Group, DKK 214 million 
(DKK 191 million in 2011) have been recognised in the income 
statement as costs relating to defined contribution plans.  

Defined benefit plans 
In defined benefit plans, the LEGO Group is obliged to pay a 
certain pension benefit. The major defined benefit plans in the 
Group include employees in Germany and in the UK. In the 
LEGO Group, a net obligation of DKK 48 million (DKK 30 million 
in 2011) has been recognised relating to the LEGO Group’s obli-
gations towards current or past employees concerning defined 
benefit plans. The obligation is calculated after deduction of the 
plan assets. In the LEGO Group, DKK 2 million (DKK 6 million in 
2011) have been recognised in the income statement. 

No new employees will be included in the defined benefit plans.
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Note 20. Pension obligations – continued

(mDKK) 2012 2011

The change for the period in fair value of plan assets is as follows:

Plan assets at 1 January  121  119 

Exchange adjustment to year-end rate  1  1 

Expected return on plan assets  4  5 

Actuarial gains  13  4 

Employer contributions  1  1 

Benefits paid  (3)  (3)

Disposals in connection with cancellation of pension scheme  (19)  (6)

Plan assets at 31 December  118  121 

(mDKK) 2012 % 2011 %

Plan assets are specified as follows:

Shares – 0%  4 3%

Debt instruments  78 66%  94 78%

Other  40 34%  23 19%

 118 100%  121 100%
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Note 20. Pension obligations – continued

The actuarial assumptions applied in the calculations vary from country to country due to local economic and social conditions. 
The average assumptions applied are specified as follows:

(mDKK) 2012 2011

Discount rate 2% - 5% 2% - 5%

Expected return on plan assets 3% - 5% 3% - 5%

Future salary increases 2% - 4% 2% - 4%

Future pension increases 2% - 3% 2% - 3%

(mDKK) 2012 2011 2010 2009 2008

Present value of defined benefit obligation  (166)  (151)  (145)  (145)  (123)

Fair value of plan assets  118  121 119 114 96

 (48)  (30)  (26)  (31)  (27)

(mDKK) 2012 2011

The amount recognised in the income statement is specified as follows:

Pension costs relating to current financial year  2  1 

Interest expenses  7  7 

Expected return on plan assets  (4)  (5)

Actuarial losses, net  (3)  3 

 2  6 

Classified as:  

Administrative expenses  2  6 

 2  6 

Movements in the net liability recognised in the balance sheet are as follows:

Net liability at 1 January  30  26 

Exchange adjustment to year-end rate  –  1 

Total expenses charged to the income statement  2  6 

Contributions paid  (3)  (3)

Disposals in connection with cancellation of pension scheme  19 –

Net liability at 31 December  48  30 

The actual return on plan assets amounts to  17  9
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Note 21. Other debt

(mDKK) 2012 2011

Wage-related payables and other charges  1,074  915 

Debt to related parties  317  242 

Finance lease obligations  32  36 

VAT and other indirect taxes  262  188 

Amortised debt  168  180 

Discounts  621  515 

Other current liabilities  778 1,040

 3,252  3,116 

Specified as follows:

Non-current  72  63 

Current  3,180 3,053

 3,252  3,116 

Finance lease obligations          
The fair value of obligations regarding assets under finance leases corresponds to the carrying amount. The fair value is estimated 
to equal the present value of expected future cash flows at a market interest rate for similar leases.   

(mDKK) 2012 2011

Obligations regarding finance leases are as follows: 

0-1 year  7  7 

1-5 years  26  26 

> 5 years  16  24 

 49  57 

Reconciliation of carrying amount and gross liability:

Carrying amount of the liability  32  36 

Interest expenses not yet accrued  17  21 

Gross liability  49  57 
            
No contingent leases have been recognised in expenses in 2012 or 2011. 
None of the assets under finance leases have been subleased. 
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Note 22. Provisions

2012

(mDKK) Restructuring Other Total

Provisions at 1 January  37  138  175 

Exchange adjustment to year-end rate – – –

Additions  9  96  105 

Used  (32)  (63)  (95)

Reversed  (7)  (43)  (50)

Provisions at 31 December  7  128  135 

Specified as follows:

Non-current  71 

Current  64 

 135 

2011

(mDKK) Restructuring Other Total

Provisions at 1 January  13  65  78 

Exchange adjustment to year-end rate  (1) –  (1)

Additions  33  75  108 

Used  (1) –  (1)

Reversed  (7)  (2)  (9)

Provisions at 31 December  37 138  175 

Specified as follows:

Non-current  72 

Current 103

 175 

Provisions for restructuring obligations relate primarily to close-down and reduction of production facilities, close-down of activities, 
loyalty programmes and redundancy programmes. The majority of these obligations is expected to result in cash outflows in the 
period 2013-2015. 

Other provisions consist of various types of provisions, including provisions for legal disputes. The majority of other provisions is 
expected to be used within the next 2 years. 
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Note 23. Contingent assets, contingent  
liabilities and other obligations

(mDKK) 2012 2011

Guarantees  66  97 

Operating lease obligations  2,004  1,324 

Other obligations  450  639 

 2,520  2,060 

The LEGO Group leases various offices, LEGO retail stores, warehouses and plant and machinery under  
non-cancellable operating leases. The leases have varying terms, clauses and rights.

The LEGO Group also leases plant and machinery under cancellable operating leases. 
The LEGO Group is required to give various notices of termination of these agreements.

(mDKK) 2012 2011

Lease expenses for the year charged to the income statement amount to:  392  283 

Future minimum lease payments under non-cancellable operating leases are specified as follows:

(mDKK) 2012 2011

Related parties:

0-1 year  42  25 

1-5 years  68  – 

> 5 years  187  – 

 297  25 

Other:

0-1 year  330  285 

1-5 years  870  642 

> 5 years  507  372 

 1,707  1,299 

Security has been given in land, buildings and installations with a net carrying amount of DKK 178 million (DKK 178 million in 2011)  
for the LEGO Group’s mortgage loans.

The Group has utilised tax losses in non-Danish jurisdictions in the Danish joint taxation until 31 December 2004. The deferred tax 
of this amounts to DKK 116 million, of which DKK 0 million has been recognised as provision for deferred tax. The amount of DKK 116 
million is not expected to be recaptured.

The Group is part in certain legal disputes. It is Management’s assessment, that the settlement of these legal disputes will not 
impact the financial position of the Group.
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Note 24. Financial risks

(mDKK)
%- 

change 2012 2011

EUR:

Equity 10%  (47)  (89)

Net profit for the year 10%  (6)  (22)

USD:

Equity 10%  (158)  (277)

Net profit for the year 10%  (8)  33 

GBP:

Equity 10%  (30)  (32)

Net profit for the year 10%  8  7 

CZK:

Equity 10%  60  64 

Net profit for the year 10%  22  15 

MXN:

Equity 10%  42  68 

Net profit for the year 10%  10  49 

HUF:

Equity 10%  9  6 

Net profit for the year 10%  5  (13)

The financial instruments included in the foreign exchange 
sensitivity analysis are the Group’s; Cash, Accounts Receivable, 
Accounts Payable, Current and Non-Current Loans and Foreign 
Exchange Forwards and Foreign Exchange Options.

The LEGO Group has centralised the management of the 
Group’s financial risks. The overall objectives and policies  
for the Group’s financial risk management are outlined in  
an internal Treasury Policy.

The LEGO Group only hedges commercial exposures and  
consequently does not enter into derivative transactions for 
trading or speculative purpose. A fully integrated Treasury  
Management System is used to manage all financial positions.

Credit risk

Financial instruments are entered into with counterparties 
with a credit rating of A- or higher from Standard & Poor’s.

Similarly, the LEGO Group only uses insurance companies with 
a credit rating of A- or higher from Standard & Poor’s. The LEGO 
Group does not use credit ratings when hedging electricity 
consumption. 

Credit risk regarding trade receivables is disclosed in note 16. 

For banks and financial institutions, only independently rated 
parties with a minimum rating of A- are accepted as main 
banks. The LEGO Group uses the related company KIRKBI  
Invest A/S for loans and deposits. No independently rating  
exists but no significant risks are recognised. The maximum 
credit risk corresponds to the carrying amount of loans 
granted and receivables, cf note 25. No significant risks  
are recognised.
 
The credit risks of the LEGO Group are considered to be low.

Foreign exchange risk

The LEGO Group has significant net inflows in EUR, USD and 
GBP, while CZK, HUF and MXN account for the most significant 
exposure on the outflow side.

The LEGO Group’s foreign exchange risk is managed centrally 
based on a foreign exchange policy approved by the Board of 
Directors. Forward contracts and options are used to cover pur-
chases and sales in foreign currencies. These forward contracts 
are classified as hedging and meet the accounting requirements 
for hedging of future cash flows. 

Isolated effects on profit and equity after tax of currency increase 
against DKK at 31 December 2012 which Management considers 
probable are specified as follows:   
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Note 24. Financial risks – continued

Interest rate risk

The LEGO Group’s interest rate risk relates to interest-bearing 
debt and interest-bearing assets. The LEGO Group’s interest-
bearing assets consist mainly of liquid funds. Liquid funds yield 
interest on the short-term money market. An increase in the 
interest level of 1.0% for 2012 would have had a positive impact 
on the LEGO Group’s profit before tax of approx. DKK 11.9 mil-
lion (DKK 6.4 million in 2011). The LEGO Group’s interest rate 
risk is considered insignificant and is not expected to have a 
significant impact on the LEGO Group’s results

Other market risk

Electricity derivatives 
The LEGO Group has entered into electricity derivatives in 
order to hedge part of the LEGO Group’s electricity consump-
tion for 2012 to 2014. The LEGO Group does not use hedge ac-
counting on electricity derivatives. As a consequence the profit 
before tax has been affected negatively with DKK 2.3 million 
(negatively DKK 3.7 million in 2011). An increase/decrease in  
the electricity price of DKK 0.05 per kWh would have increased/
reduced the net income with DKK 1.5 million (DKK 3.1 million in 
2011) based on the net present value of the derivatives.

Liquidity risk
Liquidity is managed centrally and is continually assessed. It is 
ensured that, at any given time, sufficient financial resources 
are available. Based on the financial reserves with banks and 
credit facilities available in credit institutions and from related 
parties, there are no liquidity problems. The liquidity risk is 
therefore not significant. Furthermore excess liquidity is placed 
at KIRKBI Invest A/S why the counterparty risk is assessed to 
be low.

Capital risk management 
Dividend of DKK 3,000 million has been paid in 2012 (DKK 2,500 
million in 2011). It is expected that the dividend for 2012, to be 
paid in 2013 will amount to DKK 3,000 million. The dividend  
payment reflects the strategy behind the capital structure where 
the LEGO Group is the operational company and any surplus 
liquidity is distributed to the Parent Company KIRKBI A/S.
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Note 25. Financial assets and liabilities

31 December 2012

(mDKK)
Carrying 
amount Fair value 0-1 year 1-5 years

Over
 5 years

Total  
cash flows 

Measured at amortised cost (Liabilities):

Debt to credit institutions  818  818  613  39  195  847 

Trade payables  2,112  2,112  2,112  –  –  2,112 

Other debt1  1,929  1,929  1,904  26  16  1,946 

 4,859  4,859  4,629  65  211  4,905 

Derivative financial instruments:

Measured at fair value through  
the income statement  17  17  17  – –  17 

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)  24  24  24  –  –  24 

 41  41  41  – –  41 

Total financial liabilities  4,900  4,900  4,670  65  211  4,946 

Measured at amortised cost (Assets):

Trade receivables  4,950  4,950  4,950 – –  4,950 

Other receivables1  283  283  283 – –  283 

Receivables from related parties   3,442  3,442  3,442 – –  3,442 

Cash at bank and in hand  468  468  468 – –  468 

 9,143  9,143  9,143 – –  9,143 

Derivative financial instruments:

Measured at fair value through  
the income statement  23  23  23 – –  23 

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)  76  76  66  10 –  76 

 99  99  89 10 –  99 

Total financial assets  9,242  9,242  9,232  10 –  9,242 

1  Prepayments are excluded from the other receivables balance and taxes and duties payable and wage related payables are excluded from 
other debt balance as this analysis is only required for financial instruments.

The maturity profile of financial liabilities is disclosed according 
to category and class distributed on period to maturity.  
All interest payments on and repayments of financial assets 
and liabilities are based on contracts. Interest payments on 
floating-rate instruments are fixed by means of a zero coupon 
interest structure. None of the cash flows are discounted.

At 31 December 2012 forward contracts have been applied for 
hedging of cash flows covering future financial periods. 

 

The hedging mainly relates to the LEGO Group’s sales of  
goods and services in USD, EUR, GBP, AUD and CAD as well  
as purchases of goods in CZK, MXN and HUF. All contracts  
are expected to expire - and thus affect results - in the financial 
years 2013 to 2014.

The following table shows the timing of cash flows related to 
financial liabilities and hedging instruments. 
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Note 25. Financial assets and liabilities 
– continued
31 December 2011

(mDKK)
Carrying 
amount Fair value 0-1 year 1-5 years

Over
 5 years

Total  
cash flows

Measured at amortised cost (Liabilities):

Debt to credit institutions  825  825  24  649  222  895 

Trade payables  1,611  1,611  1,611 – –  1,611 

Other debt1  1,633  1,633  1,604  26  24  1,654 

 4,069  4,069  3,239  675  246  4,160 

Derivative financial instruments:

Measured at fair value  
through the income statement  103  103  103 – –  103 

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)  339  339  303  36 –  339 

 442  442  406  36 –  442 

Total financial liabilities  4,511  4,511  3,645  711  246  4,602 

Measured at amortised cost (Assets):

Trade receivables  3,845  3,845  3,845 – –  3,845 

Other receivables1  396  396  396 – –  396 

Receivables from related parties   1,950  1,950  1,950 – –  1,950 

Cash at bank and in hand  557  557  557 – –  557 

 6,748  6,748  6,748 – –  6,748 

Derivative financial instruments:

Measured at fair value  
through the income statement  8  8  8 – –  8 

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)  4  4  4 – –  4 

 12  12  12 – –  12 

Total financial assets  6,760  6,760  6,760 – –  6,760 

1   Prepayments are excluded from the other receivables balance and taxes and duties payable and wage related payables are excluded from 
other debt balance as this analysis is only required for financial instruments.

The LEGO Group – Annual Report 2012 41



Note 25. Financial assets and liabilities 
– continued

31 December 2012

(mDKK) Level 1 Level 2 Level 3 Total

ASSETS

Financial assets at fair value  
through income statement:

Derivative financial instruments – 23 – 23

Financial assets at fair value  
through other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) –  76 –  76 

Total assets –  99 –  99 

LIABILITIES

Financial liabilities at fair value  
through income statement:

Derivative financial instruments –  17 –  17 

Financial liabilities at fair value  
through other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) –  24 –  24 

Total liabilities –  41 –  41 

The following table presents the LEGO Group assets and liabilities measured at fair value at 31 December 2012

•	 	Quoted	prices	(unadjusted)	in	active	markets	for	identical	assets	or	liabilities	(level	1)

•	 	Inputs	other	than	quoted	prices	included	within	level	1	that	are	observable	for	the	assets	or	liabilities,	either	directly	(that	is,	as	
prices) or indirectly (what is, derived from prices) (level 2)

•	 	Inputs	for	assets	or	liabilities	that	are	not	based	on	observable	market	data	(that	is,	unobservable	inputs)	(level	3)
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Note 25. Financial assets and liabilities 
– continued

31 December 2011

(mDKK) Level 1 Level 2 Level 3 Total

ASSETS

Financial assets at fair value  
through income statement:

Derivative financial instruments – 8 – 8

Financial assets at fair value  
through other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) – 4 – 4

Total assets – 12 – 12

LIABILITIES

Financial liabilities at fair value  
through income statement:

Derivative financial instruments – 103 – 103

Financial liabilities at fair value  
through other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) – 339 – 339

Total liabilities – 442 – 442

Note 26. Derivative financial instruments

Total hedging activities
The LEGO Group uses a number of derivatives to hedge  
currency exposure. The hedging activities are categorised  
into hedging of forecast transactions (cash flow hedges),  
and hedging of assets and liabilities (fair value hedges).
 
The changes in fair value of the financial instruments qualifying for 
hedge accounting are recognised directly under other comprehen-
sive income until the hedged items affect the income statement. 

The changes in fair value of the financial instruments not  
qualifying for hedge accounting are recognised directly in  
the income statement. This includes time value of options.
All changes in fair value of hedging of assets and liabilities (Fair 
value hedging) are recognised directly in the income statement.

The table below shows the fair value of hedging activities 
specified by hedging instruments and the major currencies.

The LEGO Group – Annual Report 2012 43



31 December 2012

(mDKK)
 Contract 

amount 
 Positive  

fair value 
 Negative  
fair value 

 Period 
covered 

Hedging of forecast transactions qualifying  
for hedge accounting:

USD (Sale of currency)  2,002  36  12  18 months 

JPY (Sale of currency)  136  14 –  11 months 

GBP (Sale of currency)  503 –  8  11 months 

CZK (Purchase of currency)  504  1 –  11 months 

Other (Purchase of currency)  477  12 –  18 months 

Other (Sale of currency)  779  13  4  12 months 

Total forward contracts  4,401  76  24 

USD (Sale of currency)  506 – –  3 months

Total currency options  506 – –

Hedging of balance items qualifying 
for hedge accounting:

USD (Sale of currency)  763  10  5  2 months 

JPY (Sale of currency)  53  5  –  2 months 

GBP (Sale of currency)  229 –  6  2 months 

CZK (Purchase of currency)  148 – –  2 months 

Other (Purchase of currency)  51 –  1  2 months 

Other (Sale of currency)  310  3  3  2 months 

Total Forward contacts  1,554  18  15 

Total for which hedge accounting applies  6,461  94  39 

Other forecast transaction hedges  
for which hedge accounting is not applied:

Electricity  10 – 2  24 months 

Energy contracts  10 – 2  

USD (Time value) 5  3 months 

Total currency options – 5 –

Total for which hedge accounting is not applied  10  5  2 

Total of forecast transactions  6,471  99  41 

Note 26. Derivative financial instruments  
– continued
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Note 26. Derivative financial instruments  
– continued

31 December 2011

(mDKK)
 Contract 

amount 
 Positive  

fair value 
 Negative  
fair value 

 Period 
covered 

Hedging of forecast transactions qualifying  
for hedge accounting:

USD (Sale of currency)  4,021  –  170  22 months 

JPY (Sale of currency)  434  –  38  21 months 

GBP (Sale of currency)  498  –  19  12 months 

CZK (Purchase of currency)  692  –  39  10 months 

Other (Purchase of currency) 633  – 41  22 months

Other (Sale of currency) 1,288  4  32  22 months 

Total forward contracts  7,566  4  339 

USD (Sale of currency)  431  –  –  15 months

Total currency options  431  –  –

Total for which hedge accounting applies  7,997  4  339

Other forecast transaction hedges  
for which hedge accounting is not applied:

Other (Sale of currency)  –  4  6  1 month

Total forward contracts  –  4  6 

Electricity  28  –  4  36 months

Energy contracts  28 –  4 

USD (Sale of currency)  –  4  3  15 months

Total currency options –  4  3 

Total for which hedge accounting is not applied  28  8  13

Total of forecast transactions  8,025  12  352

Hedging of assets and liabilities:

Other  491 –  90  1 month

Total forward contracts  491 –  90 

Total hedging activities  8,516  12  442
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Note 27. Other reversals with 
no effect on cash flows

(mDKK) 2012 2011

Depreciation, amortisation and impairment  654  637 

Loss on sale of property, plant and equipment  8  11 

Net movements in provisions  (40)  28 

Other adjustments  335  (110)

 957 566

(mDKK) 2012 2011

Cash at banks  468  557 

 468  557 

Note 28. Cash at banks 
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Note 29. Related party transactions

            
 

(mDKK) 2012 2011

Transactions with KIRKBI A/S:

Sale of assets to  2 –

Interest charged  (3)  (3)

Rent charged  (28)  (26)

Service fee charged  –  (2)

Total transactions with KIRKBI A/S  (29)  (31)

Transactions with Koldingvej 2, Billund A/S:

Interest received  1 –

Total transactions with Koldingvej 2, Billund A/S 1 –

Transactions with associates:

Purchase of products  (6)  (7)

Trademark fee received  7  8 

Total transactions with associates  1  1

The Parent of the LEGO Group is LEGO A/S, a company incorporated in Denmark, whose shares are owned by KIRKBI A/S (75%) and 
Koldingvej 2, Billund A/S (25%). The shares in KIRKBI A/S are wholly owned by the Kirk Kristiansen family (Billund, Denmark). Related 
parties are considered to be Key Management, KABOOKI A/S, KIRKBI A/S, subsidiaries of KIRKBI A/S, KIRKBI AG Group and Merlin 
Entertainments Group, in which the above-mentioned family has significant interest. None of the related party transactions are 
secured.

The following transactions were carried through with related parties: 
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(mDKK) 2012 2011

Transactions with other related parties:

Sale of products  331  257 

Interest received  7  21 

Donations received  6  10 

Trademark fee received  13  9 

 357  297 

Rent charged  (2)  (1)

Interest charged  –  (1)

Service fee charged  (45)  (26)

Trademark fee charged  (853)  (680)

 (900)  (708)

Total transactions with other related parties  (543)  (411)

Remuneration to Key Management Personnel is disclosed in note 6. 
Transactions with related parties were carried out on an arm’s length basis. 

Year-End balances arising from sales/purchases of goods/services:

(mDKK) 2012 2011

Balances with KIRKBI A/S: 

Payables  (2)  (2)

 (2)  (2)

Balances with associates:

Receivables  – 1

Payables  (1)  (1)

 (1) –

Balances with other related parties:

Receivables  32  26 

Payables  (319)  (231)

 (287)  (205)

Note 29. Related party transactions – continued
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Note 29. Related party transactions – continued

(mDKK)
Koldingvej 2, 

Billund A/S
KIRKBI  

Invest A/S

Balance at 1 January 2012 - Loan investment –  1,950 

Loans advanced during the year1  2,802  26,601 

Repayments - loan investment1  (2,802)  (25,111)

Interest received –  2 

Balance at 31 December 2012 –  3,442 

Specified as follows:

Current –  3,442 

Non-current –  – 

–  3,442 

Balance at 1 January 2012 - Loan borrowing  –  – 

Loans raised during the year1  –  (3,161)

Repayments - loan borrowing1  –  3,161 

Balance at 31 December 2012  –  – 

(mDKK)
Koldingvej 2, 

Billund A/S
KIRKBI  

Invest A/S

Balance at 1 January 2011 - Loan investment  –  1,956 

Loans advanced during the year2  –  7,656 

Repayments - loan investment2  –  (7,680)

Interest received2 –  18 

Balance at 31 December 2011 –  1,950 

Specified as follows:

Current –  1,950 

Non-current – –

–  1,950 

Balance at 1 January 2011 - Loan borrowing – –

Loans raised during the year2 –  (330)

Repayments - loan borrowing2 –  330 

Balance at 31 December 2011  –  – 

1 Payments to related parties amounting to (32,564) and payments from related parties amounting to 31,074
2 Payments to related parties amounting to (8,004) and payments from related parties amounting to 8,010
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Parent  
Company
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(mDKK) Note 2012 2011

Revenue  77  60 

Gross profit  77  60 

Other operation expenses  (61)  (103)

Operating profit  16  (43)

Dividend from subsidiaries  3,049  2,537 

Financial income 2  1  – 

Financial expenses 3  (28)  (50)

Profit before income tax  3,038  2,444 

Tax on profit for the year 4 1  36 

Net profit for the year  3,039  2,480 

Proposed distribution of profit:

Dividend  3,000  3,000 

Retained earnings  39  (520)

 3,039  2,480 

Income Statement
1 January – 31 December
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Parent Company

(mDKK) Note 2012 2011

ASSETS

Non-current assets:

Patents  –  – 

Intangible assets 5  –  – 

Land, buildings and installations  6  6 

Property, plant and equipment 6  6  6 

Investments in subsidiaries  6,341  5,853 

Investments in associates  3  3 

Other non-current assets 7  6,344  5,856 

Total non-current assets  6,350  5,862 

Current assets

Receivables from subsidiaries  10  – 

Tax receivables  1  21 

Other receivables  2  35 

Total current assets  13  56 

TOTAL ASSETS  6,363  5,918 

Balance Sheet 
at 31 December
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Balance Sheet – continued
at 31 December

(mDKK) Note 2012 2011

EQUITY AND LIABILITIES

EQUITY

Share capital 8  20  20 

Retained earnings 55  16 

Proposed dividend  3,000  3,000 

Total equity  3,075  3,036 

LIABILITIES

Non-current liabilities

Borrowings 9  –  600 

Deferred tax liabilities 10  6  7 

Total non-current liabilities  6  607 

Current liabilities

Borrowings 9  600  – 

Debt to subsidiaries  2,614  2,204 

Trade payables  2  5 

Current tax liabilities  1  – 

Other short-term debt  65  66 

Total current liabilities  3,282  2,275 

Total liabilities  3,288  2,882 

TOTAL EQUITY AND LIABILITIES  6,363  5,918 

Contingent liabilities and other obligations 11
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Parent Company

Statement of changes in Equity 

(mDKK)
Share  

capital
Retained  
earnings

Proposed 
dividend Total

Balance at 1 January 2012  20  16  3,000  3,036 

Dividend relating to prior year   –  –  (3,000)  (3,000)

Net profit for the year   –  3,039  –  3,039 

Proposed dividend –  (3,000)  3,000  – 

Equity at 31 December 2012    20  55  3,000  3,075 

(mDKK)
Share  

capital
Retained  
earnings

Proposed 
dividend Total

Balance at 1 January 2011  20  536  2,500  3,056 

Dividend relating to prior year   –  –  (2,500)  (2,500)

Net profit for the year   –  2,480  –  2,480 

Proposed dividend –  (3,000)  3,000  – 

Equity at 31 December 2011   20  16  3,000  3,036 
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The Financial statement of the Parent Company has been pre- 
pared in accordance with the provisions of the Danish Financial 
Statements Act applying to enterprises of reporting class B.

Income Statement

Recognition of sales and revenues
Sales represent the fair value of the sale of goods excluding 
value added tax and after deduction of provisions for returned 
products, rebates and trade discounts relating to the sale.

Provisions and accruals for rebates to customers are made for 
the period in which the related sales are recorded. Historical 
data are readily available and reliable and are used for estimat-
ing the amount of the reduction in sales.

Revenues are recognised when realised or realisable and 
earned. Revenues are considered to have been earned when 
LEGO A/S has substantially accomplished what it must do to  
be entitled to the revenues.

Taxes
Current income tax, based on taxable income for the year, is 
expensed together with changes in deferred tax for the year.

Deferred income tax on temporary differences arising between 
the tax bases of assets and liabilities and their carrying amounts 
is provided in full using the liability method. 

The provision of deferred tax reflects the effect of any tax loss-
es carried forward etc. to the extent it is considered likely that 
such items can be utilised against future taxable income. To 
the extent calculated deferred tax is positive, this is recognised 
in the balance sheet as a deferred tax asset at the expected 
realisable value.

Any changes in deferred tax due to changes in tax rates are 
recognised in the income statement.

Balance Sheet

Translation policies
Other balance sheets in foreign currencies are translated into 
Danish kroner at the exchange rates at the balance sheet date. 
Realised and unrealised gains and losses are recognised in 
the income statement.

Intangible assets
Acquired patent rights are capitalised on the basis of the costs 
incurred. These costs are amortised over the shorter of their 
estimated useful lives or the contractual duration.

Property, plant and equipment
Land and buildings comprise mainly factories, warehouses 
and offices. Property, plant and equipment (PPE) are meas-
ured at cost, less subsequent depreciation and impairment 
losses, except for land, which is measured at cost less impair-
ment losses.

Depreciation of other assets is calculated using the straight-
line method to allocate the cost of each asset to its residual 
value over its estimated useful life as follows:

Buildings 40 years
Installations 10-20 years
Other fixtures and fittings tools and equipment 3-10 years

The residual values and useful lives of the assets are reviewed 
and adjusted, if appropriate, at each balance sheet date. The 
carrying amount of an asset is written down immediately to 
its recoverable amount if the carrying amount of the asset is 
higher than its estimated recoverable amount.

Gains and losses on disposals are determined as the difference 
between selling price and carrying amount and are recognised 
in the income statement. Borrowing costs incurred at the con-
struction of the qualifying asset are capitalised in the period  
in which the asset is made ready for use. 

Cost comprises acquisition price and expenses directly 
related to the acquisition until the time when the asset is 
ready for use. The cost of self constructed assets comprises 
direct expenses for wage consumption and materials. Interest 
re lated to financing self constructed assets is recognised in 
the income statement.

Investments in subsidiaries and associates
Subsidiaries of the Parent Company are recognised at cost 
less accumulated impairment losses. LEGO A/S recognises 
income from the investments only to the extent that LEGO A/S 
receives dividend from the subsidiaries. 

Associates are all enterprises in which LEGO A/S exercises 
significant influence but not control, generally through a  
shareholding of between 20% and 50% of the voting rights.  
Investments in associates are accounted for by using the eq-
uity method of accounting and are initially recognised at cost. 

Receivables
Other receivables are initially recognised at fair value and  
subsequently measured at amortised cost less provisions  
for losses. Provisions for losses are made on the basis of an 
individual assessment of the risk relating to each receivable. 
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Parent Company

Borrowings
Borrowings are initially recognised at fair value, net of transac-
tion expenses incurred. Borrowings are subsequently measured 
at amortised cost. Any differences between the proceeds and 
the redemption value are recognised in the income statement 
over the period of the borrowings using the effective interest 
method.

Borrowings are classified as current liabilities unless LEGO A/S 
has an unconditional right to defer settlement of the liability for 
at least 12 months after the balance sheet date.

Dividend distribution
Dividend distribution for the year proposed by Management 
is disclosed as a separate equity item. Dividend is recognised 
as a liability in the period in which it is declared at the Annual 
General Meeting.

Other liabilities
Other liabilities are measured at amortised cost unless specifi-
cally stated otherwise. 
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NOTE 1. Significant accounting policies – continued

NOTE 2. Financial income

NOTE 3. Financial expenses

(mDKK) 2012 2011

Interest expenses on mortgage loans  5  10 

Interest expenses to related parties  3  3 

Interest expenses to subsidaries  20  37 

 28  50 
       

(mDKK) 2012 2011

Interest income from subsidiaries  1  – 

 1  – 
       



(mDKK) Patents

Cost at 1 January 2012  4 

Cost at 31 December 2012  4 

Depreciation and impairment losses at 1 January 2012  4 

Depreciation for the year  – 

Depreciation and impairment losses at 31 December 2012  4 

Carrying amount at 31 December 2012 0

(mDKK) Patents

Cost at 1 January 2011  4 

Cost at 31 December 2011  4 

Depreciation and impairment losses at 1 January 2011  3 

Depreciation for the year  1 

Depreciation and impairment losses at 31 December 2011  4 

Carrying amount at 31 December 2011 0
      
       
       

NOTE 5. Intangible assets
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NOTE 4. Tax on profit for the year

(mDKK) 2012 2011

Current tax on profit for the year (1)  (21)

Deferred tax on profit for the year  (1)  (2)

Adjustment of tax relating to previous years, current tax  1  1 

Adjustment of tax relating to previous years, deferred tax  –  (14)

(1)  (36)
       



Parent Company

(mDKK)

Land, 
buildings & 
installations

Other fixtures 
& fitting, 

tools and 
equipment Total

Cost at 1 January 2012  6  7  13 

Disposals  –  (6)  (6)

Cost at 31 December 2012  6  1  7 

Depreciation and impairment losses at 1 January 2012  –  7  7 

Disposals  –  (6)  (6)

Depreciation and impairment losses at 31 December 2012  –  1  1 

Carrying amount at 31 December 2012 6 – 6

(mDKK)

Land, 
buildings & 
installations

Other fixtures 
& fitting, 

tools and 
equipment Total

Cost at 1 January 2011  6  7  13 

Cost at 31 December 2011  6  7  13 

Depreciation and impairment losses at 1 January 2011 –  7  7 

Depreciation and impairment losses at 31 December 2011 –  7  7 

Carrying amount at 31 December 2011 6 – 6

Assets under finance leases
No assets have been recognised under finance leases.
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NOTE 7. Other non-current assets

NOTE 8. Share capital

(mDKK) 2012 2011

The Company’s share capital consists of:

A-shares of DKK 1,000 or multiples hereof  1  1 

B-shares of DKK 1,000 or multiples hereof  9  9 

C-shares of DKK 1,000 or multiples hereof  10  10 

Total shares at 31 December 2012  20  20 

There have been no changes in the share capital during the last 5 years. 

Shareholders holding more than 5% of the share capital:
KIRKBI A/S, Koldingvej 2, 7190 Billund, Denmark
Koldingvej 2, Billund A/S, Koldingvej 2, 7190 Billund, Denmark

(mDKK)  
 Investments in 

associates 
 Investments in 

subsidiaries 

Cost at 1 January 2012   4  5,853 

Additions   –  490 

Disposals  (2)

Cost at 31 December 2012  4  6,341 

Value adjustment at 1 January 2012  (1) –

Value adjustment at 31 December 2012  (1) –

Carrying amount at 31 December 2012 3  6,341 

(mDKK)  
 Investments in 

associates 
 Investments in 

subsidiaries 

Cost at 1 January 2011  4  5,846 

Additions –  7 

Cost at 31 December 2011  4  5,853 

Value adjustment at 1 January 2011  (1) –

Value adjustment at 31 December 2011  (1) –

Carrying amount at 31 December 2011 3  5,853 
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Parent Company

NOTE 9. Borrowings

2012

(mDKK)  Total debt 
 Due within 

1 year 
 Due between 
2 and 5 years 

Banks and other credit institutions  600  600 –

 600  600  – 

2011

(mDKK)  Total debt 
 Due within 

1 year 
 Due between 
2 and 5 years 

Banks and other credit institutions 600  – 600

600  –  600 

NOTE 10. Deferred tax

(mDKK) 2012 2011

Deferred tax, net at 1 January  (7)  (23)

Change in deferred tax  1  16 

 (6)  (7)

Classified as:

Deferred tax liabilities  (6)  (7)

 (6)  (7)

NOTE 11. Contingent liabilities and other  
obligations

The Company is jointly and severally liable for tax in companies included in the joint taxation scheme. 

The Company has utilised tax losses in non-Danish jurisdictions in the Danish joint taxation until 31 December 2004.  
The deferred tax of this amounts to DKK 116 million, of which DKK 21 million has been recognised as provision for deferred tax.  
The remaining amount of DKK 95 million is not expected to be recaptured.
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Group structure

LEGO A/S

Americas Asia/Africa/
AustraliaEurope (other)

•	 	LEGO	do	Brazil	Ltda.
•	 LEGO	Canada	Inc.
•	 	LEGO	Mexico	S.A.	de	C.V
•	 	Administratión	de	Servicios	

LEGO, S. de R.L. de C.V. 
(Mexico)

•	 	LEGO	Operaciones	
de Mexico S.A. de C.V. 
(Mexico)

•	 	LEGO	Real	Estate,	S.A.	de	
C.V. (Mexico)

•	 	LEGO	System	Inc.	(US)
 - LEGO Dacta Inc. (US)
  -  Dacta and Pitsco LLC, 

51% (US)
•	 	LEGO	Brand	Retail	Inc.	

(US)

•	 	LEGO	System	A/S	 	
   
 

    
  

•	 	LEGO	Park	Holding	UK	Ltd.
 -  LEGO Lifestyle  

International Ltd. (UK)
•	 	LEGO	Company	 

Limited (UK)
•	 	LEGO	Education	 

Europe Ltd. (UK)
•	 	LEGO	Belgium	n.v.
•	 	LEGO	Netherland	B.V.
•	 	LEGO	Sverige	AB
•	 	LEGO	Norge	A/S
•	 	Oy	Suomen	LEGO	Ab	

(Finland)
•	 	LEGO	GmbH	(Germany)
•	 	LEGO	Handelsgesells.	

GmbH (Austria)
•	 	LEGO	S.A.S.	(France)
•	 	LEGO	Brand	Retail	S.A.S.	

(France)
•	 	LEGO	S.p.A.	(Italy)
•	 	LEGO	S.A.	(Spain)
•	 	LEGO	Lda.	(Portugal)
•	 	LEGO	Production	s.r.o.	

(Czech Republic)
•	 	LEGO	Trading	s.r.o.	 

(Czech Republic)
•	 	LEGO	Schweiz	AG
•	 	LEGO	Hungária	Kft.
•	 	LEGO	Manufacturing	Kft.	

(Hungary)
•	 	LEGO	Polska	Sp.	z.o.o.
•	 	LEGO	Romania	S.R.L.
•	 	LEGO	Ukraine	LLC
•	 	OOO	LEGO	(Russia)
•	 	LLD	Share	verwaltungs	

GmbH (Germany)
 -  LLD Share Gmbh & Co. 

KG (Germany)

•	 	LEGO	Hong	Kong	Limited
•	 	LEGO	Australia	Pty.	Ltd.
•	 	LEGO	New	Zealand	Ltd.
•	 	LEGO	Korea	Co.	Ltd.
•	 	LEGO	South	Africa	(Pty.)	Ltd.
•	 	LEGO	Japan	Ltd.
•	 	LEGO	Company	Ltd.	 

(Hong Kong)
•	 	LEGO	Singapore	Pte.	Ltd.
•	 	LEGO	Trading	(Beijing)	Co,	Ltd.

Ownership is 100% unless stated otherwise. 

LEGO A/S is 75% owned by KIRKBI A/S and is included 
in the Consolidated Annual Report of KIRKBI A/S. 
KIRKBI A/S is the ultimate Parent Company.

1 LEGO A/S owns 19.8% of KABOOKI A/S which is an associate

Denmark1
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detailed information on the LEGO Group’s 
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(mDKK) 2013 2012 2011 2010 2009

Consolidated Income Statement:

Revenue 25,382  23,095  18,731 16,014 11,661

Expenses (17,046)  (15,489)  (13,065) (10,899) (8,659)

Operating profit 8,336  7,606  5,666 4,973 2,902

Financial income and expenses (97)  (84)  (124) (84) (15)

Profit before income tax 8,239  7,522  5,542 4,889 2,887

Net profit for the year 6,119  5,613  4,160 3,718 2,204

Consolidated Balance Sheet:

Total assets 17,952  16,352  12,904 10,972 7,788

Equity 11,075  9,864  6,975 5,473 3,291

Liabilities 6,877  6,488  5,929 5,499 4,497

Consolidated Cash Flow Statement:

Cash flows from operating activities 6,744  6,220  3,828 3,744 2,712

Investment in property, plant and equipment 2,644  1,729  1,451 1,077 1,042

Investment in intangible assets 103  61  129 123 216

Cash flows from financing activities (3,466)  (4,535)  (2,519) (3,477) (906)

Total cash flows 574  (88)  (233) (871) 558

Employees:

Average number (full-time) 11,755  10,400  9,374 8,365 7,286

Financial ratios (in %):

Gross margin 70.1 70.6 70.5  72.4  70.3 

Operating margin 32.8 32.9 30.2  31.1  24.9 

Net profit margin 24.1 24.3 22.2  23.2  18.9 

Return on equity (ROE) 58.4 66.7 66.8  84.8  82.3 

Return on invested capital 114.4 134.9 133.4  161.2  139.5 

Equity ratio 61.7 60.3 54.1  49.9  42.3 

The Financial Highlights for 2012 and 2013 are adjusted as a consequence of a change in classification in the Income Statement. 
The Financial Highlights for 2011, 2010 and 2009 have not been changed. The change in classification in the Income Statement is 
described in Note 1.

Financial ratios have been calculated in accordance with the “Recommendations and Financial Ratios 2010”, issued by the
Danish Society of Financial Analysts. For definitions, please see the section on accounting policies.

Parentheses denote negative figures.

Financial Highlights
The LEGO Group
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Kåre Schultz
Member of the Board since 2007.
Executive Vice President and COO of Novo Nordisk A/S, Denmark.  
Chairman of the Board of Royal Unibrew A/S

Board of Directors

Management Board

Niels Jacobsen 
Chairman of the Board since 2008. 
President and CEO of William Demant Holding A/S.   
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Executive Vice President and 
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Entertainments PLC.
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The LEGO Group continued its strong growth in 
2013 as revenue increased by DKK 2.3 billion in 
2013 to DKK 25.4 billion against DKK 23.1 billion 
the year before.

Revenue growth excluding foreign exchange 
impacts was 11% year over year on a local cur-
rency basis.

Despite very challenging market conditions most 
markets maintained double digit sales growth and 
even in the declining US toy market the LEGO 
Group achieved sales growth during the year.

The LEGO Group’s profit before tax amounted 
to DKK 8.2 billion in 2013 against DKK 7.5 billion 
the year before. The result is considered very 
satisfactory.

Licence and royalty expenses 
Licence and royalty expenses increased in 2013 
to DKK 1.6 billion from DKK 1.5 billion in 2012. The 
item includes royalty to the KIRKBI Group for the 
use of the LEGO trademark, as well as licence 
agreements with inventors, designers and other 
 licensees for the use of intellectual property rights.

Operating profit 
The LEGO Group’s operating profit amounted to 
DKK 8.3 billion in 2013 against DKK 7.6 billion in 2012.

The operating margin was 32.8% in 2013 against 
32.9% in 2012. 

Financial income and expenses 
Net financials created a total expense of DKK 
97 million in 2013 against an expense of DKK 84 
million in 2012.

Corporation tax 
Corporation tax amounts to DKK 2.1 billion against 
DKK 1.9 billion the year before. The effective tax 
rate for the year is 25.7% against 25.4% in 2012.

Profit for the year 
The LEGO Group’s profit for the year amounted to 
DKK 6.1 billion in 2013 against DKK 5.6 billion in 2012, 
which is as expected at the beginning of the year.

The positive results are closely related to the 
constant and innovative expansion of the product 
portfolio. As new products make up approximate-
ly 60% of the total sales each year, an innovative 
and consumer-oriented development process 
is a fundamental parameter to the continued 
success. Also the company’s operating model, 
and the strategy of manufacturing close to the 
markets, ensures an ongoing focus on optimisa-
tion and improvement, while securing frictionless 
collaboration in our value chain to deliver on 
customer demands. 

Equity and cash flows 
The LEGO Group’s assets increased by DKK 
1.6 billion in 2013 and amount to DKK 18 billion 
against DKK 16.4 billion at the end of 2012.

Return on invested capital was 114.4% in 2013 
against 134.9% in 2012. The decrease is primarily 
driven by the significant capacity investments in 
new production facilities to meet future global 
consumer demand.

After recognition of the profit for the year and 
distribution of dividend, the LEGO Group’s 
equity has increased by DKK 1.2 billion to DKK 
11.1 billion in 2013.

At the end of 2013, the equity ratio of the LEGO 
Group was 61.7% against 60.3% in 2012.

Return on equity for the LEGO Group was 58.4% 
in 2013 against 66.7% in 2012. Cash flows from 
operating activities amounted to DKK 6.7 billion 
against DKK 6.2 billion in 2012.

Management’s Review
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Capacity investments 
In 2013 the LEGO Group stepped up its extensive 
investments in production capacity. Investments in 
property, plant and equipment amounted to DKK 
2.6 billion in 2013 against DKK 1.7 billion in 2012.

In March 2013 the LEGO Group announced its 
plans to build a manufacturing facility in China 
to solely supply the Asian market. Asia – includ-
ing China – is a rapidly growing and future core 
market for the LEGO Group. Thus the move is a 
natural consequence of the Group’s strategy of 
having production close to its core markets in 
order to secure short lead-time and world class 
service to customers and consumers. Construc-
tion began in 2013 and the plant is expected to 
be operational by 2017.

A significant expansion of the LEGO factory in 
Kladno, the Czech Republic, commenced in 2013 
and is expected to be finalised in 2016. 

In Nyíregyháza, Hungary, the construction of a 
new factory to replace the existing leased factory 
in the same town continued during 2013. The new 
factory will open in 2014.

At the LEGO factory in Monterrey, Mexico, the 
building of an expansion to the packaging 
facilities commenced in 2013. The facilities are 
expected to open in 2014.

Intellectual capital resources 
The LEGO Group welcomed a large number of 
new employees to the company during 2013. 
Since the LEGO Group has a low employee 
turnover rate (see Responsibility Report 2013
for details) the large intake of new employees 
was mainly due to the company’s growth. The av-
erage number of full-time employees was 11,755 
in 2013 against 10,400 in 2012.

As a consequence of the Group’s ambition 
to globalise its activities an increased focus 

has been placed on attracting a more diverse, 
global workforce. It was therefore decided dur-
ing 2013 to set-up a structure for the company’s 
non-manufacturing sites that will be able to 
attract a diverse, global workforce. While the 
headquarters remain in Billund, Denmark, major 
regional sites will be set up in London, Singa-
pore and Shanghai as well as at the present 
US facilities in Enfield, each with significant top 
management presence. (Read more on diversity 
in the Responsibility Report 2013.)

The considerable success of the company is 
only possible because of the skills, dedication 
and commitment of LEGO employees. It is of 
the utmost importance to the company and its 
performance to ensure a clear link between the 
overall targets and objectives of the company 
and the individual employees’ targets. Therefore 
all employees in the LEGO Group participate in 
the Performance Management Program (PMP). 
This Program ensures that the goals set for the 
performance of the employees relate directly 
to the overall objectives of the Group. On a 
current basis during the year, the manager 
and the employee follow up on whether the 
goals are achieved. The goals can be either 
individual or shared with other colleagues to 
foster collaboration. A total evaluation of the 
employee’s and the company’s performance 
compared with the defined goals, which is 
carried out at year end, decides the amount of 
bonus for each individual employee.

Research and development activities 
Each year, new launches account for approxi-
mately 60% of the LEGO Group’s sales to con-
sumers. The considerable development activities 
that enable such an extensive degree of inno-
vation comprise a wide range of activities from 
trend spotting and anthropological studies to 
the actual development of specific products and 
campaigns. More than 180 designers from about 
24 different countries make up the creative core 

Management’s Review – continued
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of product development that is mainly based at 
the company headquarters in Billund, Denmark.

Moreover, the LEGO Group cooperates with a 
number of educational institutions concerning 
various research projects within, among other 
things, children’s play and new technologies.

Responsible business conduct 
The LEGO Group wants to have a positive impact 
on its stakeholders and its surroundings. This is 
at the core of the Group’s culture and the founda-
tion of the strategy it pursues.

In 2003 the LEGO Group was the first company 
in the toy industry to sign the United Nations 
Global Compact. This was a confirmation of the 
company’s many years’ of support of human 
rights, labour standards, anti-corruption and the 
environment. 

The LEGO Group confirms its support to United 
Nations Global Compact and has issued its 
Responsibility Report 2013 (COP report) describ-
ing how the Group is working within the areas of 
human rights, labour standards, the environment 
and anti-corruption. The Responsibility Report 
2013 constitutes the statutory statement of cor-
porate social responsibility pursuant to section 
99 a of the Danish Financial Statements Act. 

The Responsibility Report 2013 also constitutes 
the statutory statement of corporate social re-
sponsibility pursuant to section 99 b of the Dan-
ish Financial Statements Act. 

The Report furthermore describes the LEGO 
Group’s efforts to achieve its non-financial goals. 
The Responsibility Report 2013 is available at:
www.LEGO.com/responsibility 

Market development 
The LEGO Group’s main activity is the development, 
production, marketing and sale of play materials. 

The market for traditional toys, in which the Group 
operates, declined slightly in global value in 2013. 

North America saw a decrease in 2013, whereas 
European markets were flat but with very varying 
developments; for example the French market 
was slightly positive, whereas the Austrian market 
grew high single digits. In Asia, the Japanese 
market continued its decline, whereas the emerg-
ing Chinese market saw growth.

LEGO® sales 
All major LEGO markets experienced growth in 
2013. The large US, UK and Central and North-
ern European markets achieved healthy single 
digit growth rates, whereas markets like France, 
Spain, Russia and China grew double digits. Sales 
growth was very strong in many Asian markets. 
Despite being a relative small part of total LEGO 
Group sales, this is particularly encouraging since 
the Asian markets are among the focus areas for 
the company in the coming years.

Among the top selling lines in 2013 were core 
themes like LEGO® City, LEGO® Star Wars™ and 
LEGO DUPLO. LEGO® Friends that was launched 
in 2012 and LEGO® Chima that was launched at 
the beginning of 2013 added the most to sales 
growth in 2013. The pre-school products under 
the LEGO® DUPLO® brand as well as the LEGO® 
Technic and LEGO® Creator products also 
experienced high growth rates in 2013. 

The pre-school products under the LEGO®  
DUPLO® brand as well as the LEGO® Technic and 
LEGO® Creator products also experienced high 
growth rates in 2013.

During 2013 the LEGO Games product line of 
board games was phased out. Even though  
the product line received very positive  
feedback from consumers it did not succeed  
in becoming a long-term sustainable concept  
for the LEGO Group. 

Management’s Review – continued
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Finally, the LEGO Group’s sale of products to the 
educational sector continued its growth, however, 
from a small base.

During the coming years the LEGO Group  
expects to grow moderatly ahead of the global 
toy market that is expected to grow low single 
digit. This is expected to be achievable due to 
the Group’s continued focus on innovation and its 
commitment to global expansion.

The majority of the LEGO Group’s sales are in 
foreign currency, the risks relating to currency  
are described in note 24.

Events after the reporting date
No events have occurred after the balance  
sheet date to this date which would influence  
the evaluation of the annual report.

Expectations for 2014 
The global market for traditional toys is expected 
to experience flat to low digit growth in 2014, 
however with considerable regional differences.

The LEGO Group expects continued sales growth 
in 2014, in line with the long term expectations 
mentioned above. The LEGO Group expects sat-
isfactory results for 2014.

Management’s Review – continued
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The Management Board and the Board of  
Direc tors have today considered and adopted 
the Annual Report of LEGO A/S for the financial 
year 1 January - 31 December 2013.
 
The Consolidated Financial Statements are pre-
pared in accordance with International Financial 
Reporting Standards as adopted by the EU, and 
the Parent Company Financial Statements are 
prepared in accord ance with the Danish Finan-
cial Statements Act. Moreover, the Consolidated 
Financial Statements are prepared in accordance 
with additional Danish disclosure requirements. 
Manage ment’s Review is prepared in accordance 
with the Danish Financial Statements Act.
 
In our opinion, the Consolidated Financial  
State ments and the Parent Company Financial 
Statements give a true and fair view of the finan-

cial position at 31 December 2013 of the Group 
and the Parent Company and of the results of the 
Group and the Parent Company operations and 
consolidated cash flows for the financial year 1 
January - 31 December 2013.
 
In our opinion, Management’s Review includes a 
true and fair account of the development in the 
operations and financial circumstances of the 
Group and the Parent Company, of the results 
for the year and of the financial position of the 
Group and the Parent Company as well as a 
description of the most significant risks and ele-
ments of uncertain ty facing the Group and the 
Parent Company.
 
We recommend that the Annual Report be 
adopted at the Annual General Meeting.

Billund, 21 February 2014

Management Board

Jørgen Vig Knudstorp
President and Chief Executive Officer

Mads Nipper 
Executive Vice President and Chief Marketing Officer

John Goodwin
Executive Vice President and Chief Financial Officer

Bali Padda
Executive Vice President and Chief Operating Officer

Board of Directors

Niels Jacobsen
Chairman

Søren Thorup Sørensen

Kjeld Kirk Kristiansen 
Deputy Chairman

Eva Berneke

Thomas Kirk  
Kristiansen

Jan Nielsen

Kåre Schultz

Management’s Statement
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Report on Consolidated Financial 
Statements and Parent Company 
Financial Statements
We have audited the Consolidated Financial 
Statements and the Parent Company Financial 
Statements of LEGO A/S for the financial year  
1 January to 31 December 2013, which comprise 
income statement, balance sheet, statement 
of changes in equity and notes including sum-
mary of significant accounting policies for both 
the Group and the Parent Company, as well as 
statement of comprehensive income and cash 
flow statement for the Group. The Consolidated 
Financial Statements are prepared in accordance 
with International Financial Reporting Standards 
as adopted by the EU and any further disclosure 
requirements of the Danish Financial Statements 
Act, and the Parent Company Financial State-
ments are prepared in accordance with the Dan-
ish Financial Statements Act.

Management’s Responsibility for the 
Consolidated Financial Statements and the 
Parent Company Financial Statements
Management is responsible for the preparation 
of Consolidated Financial Statements that give 
a true and fair view in accordance with Interna-
tional Financial Reporting Standards as adopted 
by the EU and further Danish disclosure require-
ments in accordance with the Danish Financial 
Statements Act and for preparing Parent Com-
pany Financial Statements that give a true and 
fair view in accordance with the Danish Financial 
Statements Act and for such internal control as 
Management determines is necessary to enable 
the preparation of Consolidated Financial State-
ments and Parent Company Financial Statements 
that are free from material misstatement, whether 
due to fraud or error.

Auditor’s Responsibility
Our responsibility is to express an opinion on 
the Consolidated Financial Statements and the 

Parent Company Financial Statements based 
on our audit. We conducted our audit in accord-
ance with International Standards on Auditing 
and additional requirements under Danish audit 
regulation. This requires that we comply with 
ethical requirements and plan and perform the 
audit to obtain reasonable assurance whether 
the Consolidated Financial Statements and the 
Parent Company Financial Statements are free 
from material misstatement. 

An audit involves performing procedures to 
obtain audit evidence about the amounts 
and disclosures in the Consolidated Financial 
Statements and the Parent Company Financial 
Statements. The procedures selected depend 
on the auditor’s judgement, including the as-
sessment of the risks of material misstatement 
of the Consolidated Financial Statements and 
the Parent Company Financial Statements, 
whether due to fraud or error. In making those 
risk assessments, the auditor considers internal 
control relevant to the Company’s preparation of 
Consolidated Financial Statements and Parent 
Company Financial Statements that give a true 
and fair view in order to design audit proce-
dures that are appropriate in the circumstanc-
es, but not for the purpose of expressing an 
opinion on the effectiveness of the Company’s 
internal control. An audit also includes evaluat-
ing the appropriateness of accounting policies 
used and the reasonableness of accounting 
estimates made by Management, as well as 
evaluating the overall presentation of the Con-
solidated Financial Statements and the Parent 
Company Financial Statements. 

We believe that the audit evidence we have ob-
tained is sufficient and appropriate to provide a 
basis for our audit opinion. 

The audit has not resulted in any qualification.

Independent Auditor’s Report
To the shareholders of LEGO A/S
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Opinion
In our opinion, the Consolidated Financial State-
ments give a true and fair view of the Group’s 
financial position at 31 December 2013 and of the 
results of the Group’s operations and cash flows 
for the financial year 1 January to 31 December 
2013 in accordance with International Financial 
Reporting Standards as adopted by the EU and 
further Danish disclosure requirements in accord-
ance with the Danish Financial Statements Act.

Moreover, in our opinion, the Parent Company 
Financial Statements give a true and fair view 
of the Parent Company’s financial position at 31 
December 2013 and of the results of the Parent 
Company’s operations for the financial year  
1 January to 31 December 2013 in accordance  
with the Danish Financial Statements Act.

Billund, 21 February 2014
PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Mogens Nørgaard Mogensen 
State Authorised Public Accountant

Statement on Management’s Review
We have read Management’s Review in accord-
ance with the Danish Financial Statements Act.  
We have not performed any procedures additional 
to the audit of the Consolidated Financial State-
ments and the Parent Company Financial State-
ments. On this basis, in our opinion, the information 
provided in Management’s Review is consistent 
with the Consolidated Financial Statements and 
the Parent Company Financial Statements.

Henrik Trangeled Kristensen
State Authorised Public Accountant

Independent Auditor’s Report – continued



The LEGO Group – Annual Report 2013 12



The LEGO 
Group



The LEGO Group – Annual Report 2013 14

(mDKK) Note 2013 2012

Revenue 3 25,382  23,095 

Production costs 4,6,7 (7,598)  (6,794)

Gross profit 17,784  16,301 

Sales and distribution expenses 4,6,7 (6,635)  (6,150)

Administrative expenses 4,5,6,7 (1,359)  (1,326)

Other operating expenses 4,6,7,8 (1,454)  (1,219)

Operating profit 8,336  7,606 

Financial income 9 13  19 

Financial expenses 10 (110)  (103)

Profit before income tax 8,239  7,522 

Tax on profit for the year 11 (2,120)  (1,909)

Net profit for the year 6,119  5,613 

Allocated as follows:

Parent Company shareholders 6,076  5,583 

Non-controlling interests 43  30 

6,119  5,613 

Consolidated statement of comprehensive income:

Profit for the year 6,119 5,613

Items that will be reclassified subsequently to the Income statement,  
when specific conditions are met:

Change in market value of cash flow hedges 258  42 

Reclassification of cash flow hedges from Equity to be recognised as part of 
the relevant items of the income statement (185)  346 

Tax on cash flow hedges (18)  (97)

Currency translation differences (257)  23 

Items that will not be reclassified subsequently to the Income statement:

Remeasurements of defined benefit plans  (1) –

Total comprehensizve income for the year 5,916  5,927 

Allocated as follows:  

Parent Company shareholders 5,874  5,897 

Non-controlling interests 42  30 

5,916  5,927 

Consolidated Income Statement and Consolidated 
Statement of Comprehensive Income
1 January – 31 December
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(mDKK) Note 2013 2012

ASSETS

Non-current assets:

Development projects 71  37 

Software 131  104 

Licences, patents and other rights 58  68 

Intangible assets 12 260  209 

Land, buildings and installations 1,777  1,688 

Plant and machinery 2,114  1,615 

Other fixtures and fittings, tools and equipment 846  746 

Fixed assets under construction 1,553  517 

Property, plant and equipment 13 6,290  4,566 

Deferred tax assets 19 140  131 

Investments in associates 14 3  3 

Prepayments 146 –

Other non-current assets 289  134 

Total non-current assets 6,839  4,909 

Current assets:

Inventories 15 1,824  1,705 

Trade receivables 16,25 4,870  4,950 

Other receivables 25 946  630 

Prepayments 74  226 

Current tax receivables 65  22 

Receivables from related parties 25,29 2,310  3,442 

Cash at banks 25,28 1,024  468 

Total current assets 11,113  11,443 

TOTAL ASSETS 17,952  16,352 

Consolidated Balance Sheet 
at 31 December
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(mDKK) Note 2013 2012

EQUITY AND LIABILITIES

EQUITY

Share capital 17 20  20 

Reserve for hedge accounting 94  39 

Reserve for currency translation (374)  (117)

Retained earnings 11,335  9,888 

LEGO A/S’ share of equity 11,075  9,830 

Non-controlling interests –  34 

Total equity 11,075  9,864 

LIABILITIES

Non-current liabilities:

Borrowings 25 205  210 

Deferred tax liabilities 19 126  21 

Pension obligations 20 57  54 

Provisions 22 88  71 

Debt to related parties 25,29 600 –

Other long-term debt 21 68  72 

Total non-current liabilities 1,144  428

Current liabilities:

Borrowings 25 88  608 

Trade payables 25 2,201  2,112 

Current tax liabilities 85  96 

Provisions 22 110  64 

Other short-term debt 21 3,249  3,180 

Total current liabilities 5,733  6,060

Total liabilities 6,877  6,488 

TOTAL EQUITY AND LIABILITIES 17,952  16,352 

Contingent assets, contingent liabilities and other obligations 23

Financial risks 24

Derivative financial instruments 26

Consolidated Balance Sheet – continued
at 31 December
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(mDKK)
Share 

capital

Reserve  
for hedge-  
accounting

Reserve for 
currency 

translation

Retained 
earnings

LEGO A/S’ 
share of 

equity

Non- 
controlling 

interests
Total

 equity

Balance at 1 January 2013 20 39 (117) 9,888 9,830 34 9,864

Profit for the year – – – 6,076 6,076 43 6,119

Other comprehensive income/ 
(expenses) for the year – 55 (257) – (202) (1) (203)

Acquisition of non-controlling 
interest in subsidiaries – – – (129) (129) (44) (173)

Dividend paid relating to prior 
year – – – (3,000) (3,000) (32) (3,032)

Extraordinary dividend paid – – – (1,500) (1,500) – (1,500)

Balance at 31 December 2013 20 94 (374) 11,335 11,075 – 11,075

(mDKK)
Share 

capital

Reserve  
for hedge-  
accounting

Reserve for 
currency 

translation
Retained 
earnings

LEGO A/S’ 
share of 

equity
Non-control-
ling interests

Total
 equity

Balance at 1 January 2012  20  (252)  (140)  7,321  6,949  26  6,975

Profit for the year – – –  5,583  5,583  30  5,613 

Other comprehensive income/ 
(expenses) for the year –  291  23 –  314 –  314 

Acquisition of non-controlling 
interest in subsidiaries – – –  (16)  (16) –  (16)

Dividend paid relating to prior 
year – – –  (3,000)  (3,000)  (22)  (3,022)

Balance at 31 December 2012  20  39  (117)  9,888  9,830  34  9,864 

Consolidated Statement of Changes in Equity
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(mDKK) Note 2013 2012

Cash flows from operating activities: 

Operating profit 8,336 7,606

Interest paid etc (110)  (103)

Interest received etc 13  19 

Income tax paid (2,090)  (1,836)

Other reversals with no effect on cash flows 27 822 957

Change in inventories (119) (164)

Change in trade receivables, other receivables and prepayments (230) (896)

Change in trade and other payables 122 637

Net cash generated from operating activities 6,744  6,220 

Cash flows from investing activities: 

Purchases of property, plant and equipment 13 (2,644)  (1,729)

Purchases of intangible assets 12 (103)  (61)

Proceeds from sale of property, plant and equipment 43  17 

Net cash generated from investing activities (2,704)  (1,773)

Cash flows from financing activities:

Dividend paid to shareholders (4,500)  (3,000)

Dividend paid to non-controlling interests (32)  (22)

Acquisition of non-controlling interest (141)  (16)

Payment to related parties 29 (23,875)  (32,564)

Repayment from related parties 29 25,607  31,074 

Repayments of borrowings (525)  (7)

Net cash used in financing activities (3,466)  (4,535)

Total cash flows 574  (88)

Cash and cash equivalents at 1 January 468  557 

Exchange losses on cash at banks (18)  (1)

Cash at banks at 31 December 28 1,024  468 

Consolidated Cash Flow Statement
1 January – 31 December
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The Consolidated Financial Statements of the LEGO Group 
have been prepared in accordance with International Financial 
Reporting Standards (IFRS) as adopted by the EU and additional 
Danish disclosure requirements.
 
The Consolidated Financial Statements have been prepared in 
accordance with the historical cost conversion, as modified by 
the revaluation of financial assets and financial liabilities (includ-
ing financial instruments) at fair value.

Change in classification in the Income Statement

The LEGO Group seeks to reduce the impact from sudden cur-
rency and commodity movements on its operations by entering 
into financial derivative instruments to provide more predict-
ability of exchange rates and certain commodities in the short 
term. Previously, the Group has classified realised gains and 
losses from these financial instruments as cash flow hedges as 
part of Financial Income or Financial Expenses. To better reflect 
the underlying operating nature of the transactions, the Group 
has decided to classify these gains and losses as part of the 
hedged items in the Income Statement.

In 2012 a loss of DKK 346 million originally classified into finan-
cial items has been reclassified to Revenue with DKK 310 million 
and Production costs with DKK 36 million.

In 2013 an income DKK 185 million has been reclassified to Rev-
enue with DKK 167 million and Production costs with DKK 18 million.

Effects of new and amended accounting  
standards

All new and amended standards and interpretations issued by 
IASB and endorsed by the EU effective as of 1 January 2013 have 
been adopted by the LEGO Group. The application of the new 
IFRS’s has not had a material impact on the Consolidated Finan-
cial Statements in 2013 and we do not anticipate any significant 
impact on future periods from the adoption of these new IFRS’s.

The adoption of IAS 19R has only an immaterial impact on each 
previous financial year, hence, the LEGO Group has fully adopted 
the amendment in 2013 without restating previous years’ compa-
rable amounts and disclosures.

The following standards which are not yet effective and have not 
yet been endorsed by the EU are relevant for the LEGO Group:

•	 		IFRS	9,	Financial	instruments.	IFRS	9	is	the	new	standard	
on classification and measurement of financial instruments. 
Among other amendments, it introduces a new hedge ac-
counting model that is designed to be more closely aligned 
with risk management activities.  It includes amendments 
to the treatment of option premiums and the possibility to 
hedge net positions. IASB has not yet set an effective date for 
the new standard. 

•	Annual	Improvements	2010-2012	cycle	and	Annual	Improve-
ment 2011-2013 cycle. This comprises minor adjustments to a 
number of existing standards. The amendments are effective for 
annual periods beginning on or after 1 July 2014.

It is Management’s assessment that the above mentioned 
changes in accounting standards and interpretations will not 
have any significant impact on the Consolidated Financial 
Statements upon adoption of these standards.

Consolidation practice

The Consolidated Financial Statements comprise LEGO A/S 
(Parent Company) and the companies in which LEGO A/S directly 
or indirectly holds more than 50% of the votes or otherwise exer-
cises control (subsidiaries). LEGO A/S and these companies are 
referred to as the LEGO Group.

Subsidiaries are fully consolidated from the date on which control 
is transferred to the LEGO Group. They are de-consolidated from 
the date on which control ceases.

Associates are all entities over which the LEGO Group has  
significant influence but not control, and are generally repre-
sented by a shareholding of between 20% and 50% of the voting 
rights. Investments in associates are accounted for using the 
equity method of accounting and are initially recognised at cost. 

Intercompany transactions, balances and unrealised gains on 
transactions between group companies are eliminated. Unreal-
ised losses are also eliminated unless the transaction provides 
evidence of impairment of the asset transferred. Subsidiaries’ ac-
counting policies have been changed where necessary to ensure 
consistency with the policies adopted by the LEGO Group.

Non-controlling interests include third party shareholders’ share 
of the equity and the results for the year in subsidiaries which are 
not 100% owned. 

The part of the subsidiaries’ results that can be attributed to 
non-controlling interests forms part of the profit or loss for the 
period. Non-controlling interests’ share of the equity is stated as a 
separate item in equity. 

Foreign currency translation

Functional and presentation currency
Items included in the financial statements of each of the LEGO 
Group’s entities are measured using the currency of the primary 
economic environment in which the entity operates. The Con-
solidated Financial Statements are presented in Danish kroner 
(DKK), which is the functional and presentation currency of the 
Parent Company.

Note 1. Significant accounting policies
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Transactions and balances
Foreign currency transactions are translated into the functional 
currency using the exchange rates prevailing at the dates of the 
transactions. Foreign exchange gains and losses resulting from 
the settlement of such transactions and from the translation 
at balance sheet date exchange rates of monetary assets and 
liabilities denominated in foreign currencies are recognised 
in the income statement, except when deferred in equity as 
reserve for exchange rate adjustments.

Group companies
The results and financial position of subsidiaries that have  
a functional currency different from the presentation currency  
are translated into the presentation currency as follows:

•	 	Assets	and	liabilities	for	each	subsidiary	are	translated	into	
DKK at the closing rate at the balance sheet date.

•	 	Income	and	expenses	for	each	subsidiary	are	translated	 
at average exchange rates.

•	 	Differences	deriving	from	translation	of	the	foreign	subsidiaries	
opening equity to the exchange rates prevailing at the balance 
sheet date, and differences owing to the translation of the 
income statements of the foreign subsidiaries from average 
exchange rates to balance sheet date exchange rates are 
recognised in other comprehensive income and classified as  
a separate reserve for exchange adjustments under equity.

Derivative financial instruments

The effective portion of changes to the fair value of derivative 
financial instruments which meet the criteria for hedging future 
cash flows are recognised in other comprehensive income 
and in a separate reserve under equity. Income and expenses 
relating to these hedge transactions are reclassified from equity 
when the hedged item affects the income statement or the 
hedged transaction is no longer to take place. The amount is 
recognised in financial income or expenses. Fair value changes 
attributable to the time value of options are recognised in finan-
cial income or expenses in the income statement.

Fair Value Hedge
Changes in the fair value of derivatives that are designated and 
qualify as fair value hedges are recorded in the Income State-
ment, together with any changes in the fair value of the hedged 
asset or liability that are attributable to the hedged risk.

Cash Flow Hedge
The effective portion of changes in the fair value of derivatives 
that are designated and qualify as cash flow hedges is recog-
nised in other comprehensive income. The gain or loss relating 
to the ineffective portion is recognised immediately in the in-
come statement. Amounts accumulated in other comprehensive 
income are reclassified to the Income Statement in the period 
when the hedged item affects the Income Statement.                                                                         

Other Derivatives
Changes to the fair value of other derivatives are recognised  
in the financial income or expenses.

Income Statement

Recognition of sales and revenues 
Sales represent the fair value of the sale of goods excluding 
value added tax and after deduction of provisions for returned 
products, rebates and trade discounts relating to the sale.

Provisions and accruals for rebates to customers are made in 
the period in which the related sales are recorded. Historical 
data are readily available and reliable and are used for estimat-
ing the amount of the reduction in sales.

Revenues from the sale of goods are recognised when all the 
following specific conditions have been met and the control 
over the goods has been transferred to the buyer.

•	 	Significant	risks	and	rewards	of	ownership	of	the	goods	 
have been transferred to the buyer. 

•	 	The	revenues	can	be	measured	reliably.
•	 	It	is	probable	that	the	economic	benefits	associated	with	 

the transaction will flow to the LEGO Group.
•	 	Costs	incurred	or	to	be	incurred	in	respect	of	the	transaction	

can be measured reliably.

These conditions are usually met by the time the products are 
delivered to the customers.

Licence fees are recognised on an accrual basis in accordance 
with the relevant agreements.
Revenues are measured at the fair value of the consideration 
received or receivable.

Production costs  
Production costs comprise costs incurred to achieve revenue 
for the year. Costs comprise raw materials, consumables, direct 
labour costs and indirect production costs such as mainte-
nance and depreciation, etc. 

Administrative expenses 
Administrative expenses comprise expenses for Management, 
administrative staff, office expenses, depreciation, etc.

Sales and distribution expenses 
Distribution expenses comprise costs in the form of salaries to 
sales and distribution staff, advertising and marketing expenses 
as well as depreciation, etc.

Other operating expenses
Other operating expenses include royalty and research and 
development costs.

Note 1. Significant accounting policies – continued
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Taxes
The tax expenses for the period comprise current and deferred 
tax. Tax is recognised in the income statement, except to the 
extent that it relates to items recognised in other comprehen-
sive income. In this case, the tax is also recognised in other 
comprehensive income.

Deferred income tax on temporary differences arising between 
the tax bases of assets and liabilities and their carrying 
amounts is provided in full in the Consolidated Financial State-
ments, using the liability method. 

Deferred tax reflects the effect of any temporary differences.  
To the extent calculated deferred tax is positive, this is recognised 
in the balance sheet as a deferred tax asset at the expected 
realisable value. Deferred tax assets are recognised only to the 
extent that it is probable that future taxable profit will be available 
against which the temporary differences can be utilised.

Any changes in deferred tax due to changes in tax rates are 
recognised in the income statement.

Balance Sheet

Software and development projects
Research expenses are charged to the income statement as 
incurred. Software and development projects that are clearly 
defined and identifiable and which are expected to generate 
future economic profit are recognised as intangible non-current 
assets at historical cost less accumulated amortisation and 
any impairment loss. Amortisation is provided on a straight-line 
basis over the expected useful life which is normally 3-6 years. 
Other development costs are recognised in the income state-
ment. An annual impairment test of the intangible fixed assets 
under construction is performed. 

Borrowing costs related to financing development projects 
that take a substantial period of time to complete and whose 
commencement date is on or after 1 January 2009 are in-
cluded in the cost price. 

Licences, patents and other rights
Acquired licences, patents and other rights are capitalised on the 
basis of the costs incurred. These costs are amortised over the 
shorter of their estimated useful lives and the contractual duration.

Property, plant and equipment
Land and buildings comprise mainly factories, warehouses and 
offices. Property, plant and equipment (PPE) are measured at 
cost, less subsequent depreciation and impairment losses, ex-
cept for land, which is measured at cost less impairment losses.

Depreciation is calculated using the straight-line method to 
allocate the cost of each asset to its residual value over its 
estimated useful life as follows:

Buildings  40 years
Installations 10-20 years 
Plant and machinery 5-15 years 
Moulds 2 years 
Furniture, fittings and equipment 3-10 years

The residual values and useful lives of the assets are reviewed 
and adjusted, if appropriate, at each balance sheet date.

Gains and losses on disposals are determined by comparing 
the proceeds with the carrying amount and recognised in the 
income statement.

Cost comprises acquisition price and expenses directly related 
to the acquisition until the time when the asset is ready for use. 
The cost of self constructed assets comprises direct expenses 
for wage consumption and materials. Borrowing costs related to 
financing self constructed assets that take a substantial period 
of time to complete and whose commencement date is on or 
after 1 January 2009 are included in the cost price.

Leases
Leases of assets where the LEGO Group has substantially all 
risks and rewards of ownership are capitalised as finance leases 
under property, plant and equipment and depreciated over the 
estimated useful lives of the assets, according to the periods 
listed under the section property, plant and equipment. The cor-
responding finance lease liabilities are recognised in liabilities.

Operating lease expenses are recognised in the income state-
ment on a straight-line basis over the period of the lease.

Impairment of assets
Assets that are subject to depreciation and amortisation 
are tested for impairment whenever events or changes in 
circumstances indicate that the carrying amount may not be 
recoverable. Intangible assets under development are tested 
for impairment at each reporting date.

An impairment loss is recognised for the amount by which the 
carrying amount of the asset exceeds its recoverable amount. 
The recoverable amount is the higher of the fair value of an as-
set less expenses to sell and value in use. For the purposes of 
assessing impairment, assets are grouped at the lowest levels 
for which there are separately identifiable cash flows (cash 
generating units).

Inventories
Inventories are measured at the lower of cost and net realisable 
value. Cost is determined using the first-in, first-out (FIFO) method.

The cost of raw materials, consumables and purchased goods 
comprises the invoice price plus delivery expenses. The cost of 
finished goods and work in progress comprises the purchase 
price of materials and direct labour costs plus indirect produc-
tion costs. Indirect production costs include indirect materials 

Note 1. Significant accounting policies – continued
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and wages, maintenance and depreciation of plant and machin-
ery, factory buildings and other equipment as well as expenses 
for factory administration and management.

Other receivables and prepayments
Other receivables and prepayments recognised under assets 
include VAT, financial instruments and royalty etc. and prepaid 
expenses on leases. 

Receivables
Trade receivables are initially recognised at fair value and 
subsequently measured at amortised cost less write down for 
losses. Provisions for losses are made on basis of an objective 
indication if an individual receivable or a portfolio of receivables 
are impaired.

Equity

Reserve for hedge accounting
The reserve for hedge accounting consists of the effective  
portion of gains and losses on hedging instruments designated 
as cash flow hedges.

Reserve for currency translation
The reserve for exchange adjustments consists of exchange 
rate differences that occur when translating the foreign subsidi-
aries financial statements from their functional currency into the 
LEGO Group’s presentation currency. On disposal of the net in-
vestment, the reserve for exchange adjustments of that foreign 
subsidiary is recognised in the income statement.

Dividend distribution
Dividends are recognised as a liability in the period in which 
they are adopted at the Annual General Meeting.

Liabilities

Borrowings
Borrowings are initially recognised at fair value, net of transaction 
expenses incurred. Borrowings are subsequently measured at 
amortised cost. Any differences between the proceeds and the 
redemption value are recognised in the income statement over 
the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the LEGO 
Group has an unconditional right to defer settlement of the li-
ability for at least 12 months after the balance sheet date.

Employee benefits
Wages, salaries, social security contributions, paid annual leave 
and sick leave, bonuses and non-monetary employee benefits 
are accrued in the year in which the associated services are 
rendered by the employees of the LEGO Group. Where the 
LEGO Group provides long-term employee benefits, the costs 
are accumulated to match the rendering of the services by the 
employees concerned.

Retirement benefit obligation
Costs regarding defined contribution plans are recognised in 
the income statement in the periods in which the related em-
ployee services are delivered. 

Net obligations in respect of defined benefit pension plans are 
calculated separately for each plan by estimating the amount 
of future benefits that employees have earned in return for their 
service in the current and prior periods; that benefit is discount-
ed to determine its present value, and the fair value of any plan 
assets is deducted. Discount rates are based on the market 
yield of high quality corporate bonds in the country concerned 
approximating to the terms of the LEGO Group’s pension obli-
gations. The calculations are performed by a qualified actuary 
using the Projected Unit Credit Method. When the benefits of a 
plan are increased, the portion of the increased benefit relating 
to past service by employees is recognised as an expense in 
the income statement over the vesting period. To the extent 
that the benefits are vested, the expense is recognised in the 
income statement immediately. 

Actuarial gains and losses arising from experience adjustments 
and changes in acturial assumptions are charged or credited to 
other comprehensive income in the period in which they occur. 

Past service costs are recognised immediately in profit/loss.

Net pension assets are recognised to the extent that the LEGO 
Group is able to derive future economic benefits in the way of 
refunds from the plan or reductions of future contributions.

Provisions
Provisions are recognised when the LEGO Group identifies legal 
or constructive obligations as a result of past events and it is prob-
able that it will lead to an outflow of resources that can be reliably 
estimated. In this connection, the LEGO Group makes the estimate 
based upon an evaluation of the individual, most likely outcome 
of the cases. In cases where a reliable estimate cannot be made, 
these are disclosed as contingent liabilities.

Further provisions for restructuring expenses are only recognised 
when the decision is made and announced before the balance 
sheet date. Provisions are not made for future operating losses.
Provisions are measured at the present value of the estimated 
obligation at the balance sheet date.   
    
Other liabilities
Other liabilities are measured at amortised cost unless specifically 
stated otherwise.
 

Cash Flow Statement

The consolidated cash flow statement shows cash flows for  
the year broken down by operating, investing and financing  
activities, changes for the period in cash and bank overdrafts 
and cash and bank overdrafts at the beginning of the year.

Note 1. Significant accounting policies – continued
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Cash flows from operating activities are calculated indirectly as 
operating profit adjusted for non-cash items, financial expenses 
paid, income taxes paid and changes in working capital.

Cash flows from investing activities comprise payments relating 
to acquisitions and disposals of activities, intangible assets, 
property, plant and equipment, fixtures and fittings as well as 
fixed asset investments. Furthermore they comprise interest 
and dividends received.

Cash flows from financing activities comprise proceeds from 
borrowings, repayment of interest-bearing debt and dividend 
paid to shareholders.  

Cash and cash equivalents comprise cash that can readily be 
converted into cash reduced by short-term bank debt.

Financial ratios
Financial ratios have been calculated in accordance with the 
“Guidelines and Financial Ratios 2010”, issued by the Danish 
Society of Financial Analysts.

Average invested capital is calculated as property, plant and 
equipment, inventories and receivables excluding tax receiva-
bles less provisions, excluding provisions relating to restruc-
turing and deferred tax, and less short-term debt, excluding 
mortgage loans and tax.

GROSS PROFIT X 100

REVENUE

Gross margin

OPERATING PROFIT (EBIT) X 100

REVENUE

Operating 
margin

NET PROFIT FOR THE PERIOD X 100

REVENUE
Net profit 
margin

NET PROFIT FOR THE PERIOD X 100

AVERAGE EQUITY
Return on
equity (ROE)

OPERATING PROFIT BEFORE AMORTISATION (EBITA) X 100

AVERAGE INVESTED CAPITAL

ROIC

EQUITY (INCL. NON-CONTROLLING INTERESTS) X 100

TOTAL LIABILITIES AND EQUITY

Equity ratio

Note 1. Significant accounting policies – continued
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When preparing the Consolidated Financial Statement it is necessary that Management makes a number of accounting estimates 
and judgements that affect the reported amounts of assets and liabilities and the reported amounts of revenues and expenses. 

Estimates and judgements used in the determination of reported results are continuously evaluated. Management bases the 
judgements on historical experience and other assumptions that Management assesses are reasonable under the given  
circumstances. Actual results may differ from these estimates under different assumptions or conditions.

The following accounting estimates and judgements are those that Management assesses to be material:

Property, plant and equipment
Assessment of estimated residual value and useful life of property, plant and equipment requires judgements. It is Management’s  
assessment that the estimates are reasonable (note 13).

Inventories
Calculation of indirect production costs requires estimates and judgements regarding various assumptions. The sensitivity of the 
measurement to these assumptions can be significant. It is the assessment of Management that the assumptions and estimates 
made are reasonable (note 15).

(mDKK) 2013 2012

Fee to PwC:

Statutory audit of the Financial Statements  9  9 

Other assurance engagements  4  1 

Tax assistance  9  6 

Other services  7  4 

 29  20 

(mDKK) Note 2013 2012

Raw materials and consumables used  3,890  4,416 

Employee expenses 6  4,310 3,845

Depreciation and amortisation 7  764  654 

Licence and royalty expenses  1,602  1,506 

Other external expenses  6,480 5,068

Total operating expenses  17,046  15,489 

Note 2. Significant accounting estimates  
and judgements

Note 5. Auditors’ fees

Note 4. Expenses by nature

Revenue contains sale of goods and licence income. Sale of goods amounts to DKK 25,095 million (DKK 22,845 million in 2012),  
and licence income amounts to DKK 287 million (DKK 250 million in 2012). 

Note 3. Revenue
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(mDKK) Note 2013 2012

Wages and salaries  3,840  3,467 

Termination benefit and restructuring  54  5 

Pension costs, defined benefit plans 20 –  2 

Pension costs, defined contribution plans 20  251  214 

Other expenses and social security expenses  221  193 

Total employee costs for the year  4,366  3,881 

Employee costs included in:

Intangible assets  (24)  (10)

Property, plant and equipment  (32) (26) 

Total employee costs expensed in the income statement  4,310 3,845

Classified as:

Production costs  1,485 1,300

Sales and distribution expenses  1,688  1,535 

Administrative expenses  913  816 

Other operating expenses  224  194

 4,310  3,845

Including Key Management Personnel (Management Board):

Salaries 26  18 

Pension 1 1

Short-term incentive plans 12  8 

Long-term incentive plans 12  9 

51  36 

Including fee to Board of Directors: 3  3

Incentive plans comprise a short-term incentive plan based on yearly performance and  
a long-term incentive plan related to long-term goals regarding value creation. 

Average number of full-time employees 11,755  10,400 

Number of employees (Headcount) 13,869 12,264

Note 6. Employee expenses
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(mDKK) 2013 2012

Licences, patents and other rights  10  12 

Software  40  31 

Buildings and installations  81  87 

Plant and machinery  496  408 

Other fixtures and fittings, tools and equipment  137  116 

 764  654 

Classified as:

Production costs  636  529 

Sales and distribution expenses  113  111 

Administrative expenses  14  13 

Other operating expenses  1  1 

 764  654 

In 2013 the LEGO Group has not had any impairment write down on property, plant and equipment (2012 DKK 29 million). The total 
impairment in 2012 of DKK 29 million is expensed as production costs. 

(mDKK) 2013 2012

Research and development costs charged during the year 451  352 

451  352 

(mDKK) 2013 2012

Interest income from related parties 2  8 

Interest income from credit institutions measured at amortised cost 6  7 

Other interest income 5  4 

13  19 

Note 7. Depreciation and amortisation

Note 8. Research and development costs

Note 9. Financial income
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(mDKK) 2013 2012

Interest expenses on mortgage loans measured at amortised cost  2  3 

Interest expenses to related parties  11  3 

Interest expenses to credit institutions measured at amortised cost  4  7 

Other interest expenses  7  7 

Exchange loss, net  86  83 

 110  103 

(mDKK) 2013 2012

Current tax on profit for the year  2,143  1,980 

Deferred tax on profit for the year  (26)  (43)

Other  12  (4)

Effect of changes in deferred tax asset and liability due to change in tax rate (3)  1 

Adjustment of tax relating to previous years, current tax  (108)  (8)

Adjustment of tax relating to previous years, deferred tax  102  (17)

 2,120  1,909 

Income tax expenses are specified as follows:

Calculated 25% tax on profit for the year before income tax  2,060  1,881 

Tax effect of:

Higher/lower tax rate in subsidiaries  41  (13)

Non-taxable income  (82)  (25)

Non-deductible expenses  25  33 

Other  76  33 

 2,120  1,909 

Effective tax rate 25,7% 25.4%

Note 10. Financial expenses

Note 11. Tax on profit for the year
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(mDKK)
Development 

projects Software

Licences,
patents and
other rights Total

Cost at 1 January 2013 37 413 194 644

Exchange rate adjustment to year-end rate – (2) – (2)

Additions 88 15 – 103

Disposals – (49) – (49)

Transfer (54) 54 – –

Cost at 31 December 2013 71 431 194 696

Amortisation and impairment losses at 1 January 2013 – 309 126 435

Amortisation for the year – 40 10 50

Disposals – (49) – (49)

Amortisation and impairment losses at 31 December 2013 – 300 136 436

Carrying amount at 31 December 2013 71 131 58 260

(mDKK)
Development 

projects Software

Licences,
patents and
other rights Total

Cost at 1 January 2012  12  382  190  584 

Exchange rate adjustment to year-end rate –  2  (1)  1 

Additions  38  18  5  61 

Disposals –  (2) –   (2)

Transfer  (13)  13 – –  

Cost at 31 December 2012  37  413  194  644 

Amortisation and impairment losses at 1 January 2012 –  280  114  394 

Amortisation for the year –  31  12  43 

Disposals –  (2) –  (2)

Amortisation and impairment losses at 31 December 2012 –  309  126  435 

Carrying amount at 31 December 2012 37 104 68  209 

Note 12. Intangible assets
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(mDKK)

Land, 
buildings and 

installations
Plant and  

machinery

Other fixtures 
and fittings, 

tools and 
equipment

Fixed 
assets under 
construction Total

Cost at 1 January 2013 2,308  4,569  1,320  517  8,714 

Exchange adjustment to year-end rate  (111)  (29)  (48)  (4)  (192)

Additions  254  772  230  1,388  2,644 

Disposals  (157)  (208)  (73) –  (438)

Transfers  62  242  44  (348) –

Cost at 31 December 2013  2,356  5,346  1,473  1,553  10,728 

Depreciation and impairment losses  
at 1 January 2013  620  2,954  574 –  4,148 

Exchange adjustment to year-end rate  (11)  (14)  (14) –  (39)

Depreciation for the year  81  496  137 –  714 

Disposals (111)  (204)  (70) –  (385)

Depreciation and impairment losses  
at 31 December 2013 579  3,232  627 –  4,438 

Carrying amount at 31 December 2013 1,777 2,114 846 1,553 6,290

Including assets under finance leases 22 – – – 22

Property, plant and equipment in general
An obligation regarding the purchase of property, plant and equipment of DKK 816 million exists at 31 December 2013 
(DKK 388 million at 31 December 2012). 

Assets under finance leases
Assets under finance leases consist of buildings.

Note 13. Property, plant and equipment
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(mDKK)

Land, 
buildings and 

installations
Plant and  

machinery

Other fixtures 
and fittings, 

tools and 
equipment

Fixed 
assets under 
construction Total

Cost at 1 January 2012  1,679  4,028  1,061  514  7,282 

Exchange adjustment to year-end rate  48  19  10  15  92 

Additions  104  609  169  847  1,729 

Disposals  (15)  (262)  (112) –  (389)

Transfers  492  175  192  (859) – 

Cost at 31 December 2012  2,308  4,569  1,320  517  8,714 

Depreciation and impairment losses  
at 1 January 2012  539  2,789  559 –   3,887 

Exchange adjustment to year-end rate  3  7  4 –  14 

Depreciation for the year  58  408  116 –  582 

Impairment losses for the year  29 – – –  29 

Disposals  (9)  (250)  (105) –  (364)

Depreciation and impairment losses  
at 31 December 2012  620  2,954  574 –  4,148 

Carrying amount at 31 December 2012  1,688  1,615  746  517  4,566 

Including assets under finance leases  27 – – –  27 

Note 13. Property, plant and equipment  
– continued
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(mDKK) 2013 2012

Cost at 1 January 4  4 

Cost at 31 December 4  4 

Value adjustment at 1 January (1)  (1)

Share of profit/(loss) – – 

Value adjustment at 31 December (1)  (1)

Carrying amount at 31 December 3  3

Investments in associates comprise of KABOOKI A/S, Denmark. The LEGO Group owns 19.8% of the share capital, and is considered 
to have significant influence in KABOOKI A/S as the LEGO Group is represented on the Board of Directors of KABOOKI A/S.  
The company is therefore classified as investment in associates.

(mDKK) 2013 2012

Raw materials and components  133  136 

Work in progress  746  600 

Finished goods  945  969 

 1,824  1,705 

Cost of sales recognised in production costs 5,327  4,222 

Including:

Write-down of inventories to net realisable value (profit)/losses 12  (26)

Note 14. Investments in associates

Note 15. Inventories
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(mDKK) 2013 2012

Trade receivables (gross)  4,918  5,002 

Provisions for bad debts:

Balance at 1 January (52)  (139)

Change in provisions for the year (1)  69 

Realised losses for the year 5 18

Balance at 31 December (48)  (52)

Trade receivables (net) 4,870  4,950 

All trade receivables fall due within one year. The nominal value is considered equal to the fair value of receivables falling due 
within one year from the balance sheet date. 

The age distribution of gross trade receivables is as follows:

(mDKK) 2013 2012

Not overdue  4,510  4,353 

0 - 60 days overdue  355  601 

61 - 120 days overdue  9  7 

121 - 180 days overdue  3  9 

More than 180 days overdue  41  32 

 4,918  5,002 

76% of total trade receivables are covered by insurance (76% in 2012) and therefore this part of the credit risk is reduced to the 
risk relating to the insurance companies concerned. DKK 1,161 million (DKK 1,180 million in 2012) corresponding to 24% of trade 
receivables (24% in 2012) are not covered by insurance. 

The LEGO Group has no single significant trade debtor, nor are the trade receivables concentrated in specific countries. The 
LEGO Group has fixed procedures for determining the LEGO Group’s granting of credit. The LEGO Group’s risk relating to trade 
receivables is considered to be moderate. For more information, see note 24.

Note 16. Trade receivables
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(mDKK) 2013 2012

Deferred tax, net at 1 January  110  64 

Adjustment of deferred tax relating to previous years –  84 

Change in deferred tax asset and liability due to change in tax rates  3 (1)

Exchange adjustment to year-end rate  (5) –

Income statement charge  (76)  60 

Charged to other comprehensive income  (18)  (97)

 14  110 

Classified as:

Deferred tax assets  140  131 

Deferred tax liabilities  (126)  (21)

 14  110 

2013 2012

The share capital consists of:

A-shares of DKK 100,000  9 9

A-shares of DKK 10,000  10 10

B-shares of DKK 500,000  3 3

B-shares of DKK 100,000  67 67

B-shares of DKK 10,000  80 80

C-shares of DKK 500,000  16 16

C-shares of DKK 100,000  20 20

Total shares at 31 December  205 205

The total number of shares is 205 (205 in 2012). All issued shares are fully paid up. 

Each ordinary A-share of DKK 1,000 gives 10 votes, while each ordinary B-share of DKK 1,000 gives 1 vote, and  
each ordinary C-share of DKK 1,000 gives 1 vote. C-shares can as a maximum receive an annual dividend of 8%.

Shareholders that own more than 5% of the share capital:
KIRKBI A/S, Koldingvej 2, 7190 Billund, Denmark
Koldingvej 2, Billund A/S, Koldingvej 2, 7190 Billund, Denmark

Dividend of DKK 3,000 million and extraordinary dividend of DKK 1,500 was paid in May 2013, in total DKK 4,500 million, 
corresponding to DKK 22.0 million in average per share (DKK 3,000 million in 2012, DKK 14.6 million in average per share).  

Proposed dividend for 2013 is DKK 5,000 million, corresponding to DKK 24.4 million in average per share.

Note 17. Share capital

Note 19. Deferred tax

Note 18. Dividend per share
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2013

(mDKK)
 Deferred  
tax asset

 Provision for 
deferred tax

Deferred  
tax net

Non-current assets  64  (39)  25 

Receivables  2  (1)  1 

Inventories  156  (152)  4 

Provisions  96  –  96 

Other liabilities  66  (43)  23 

Other  11  (164)  (153)

Offset  (273)  273 –

Tax loss carry-forwards  18 –  18 

 140  (126)  14 

2012

(mDKK)
 Deferred  
tax asset

 Provision for 
deferred tax

Deferred  
tax net

Non-current assets  96  (13)  83 

Receivables  7  –  7 

Inventories  164  (141)  23 

Provisions  74  (2)  72 

Other liabilities  79  (53)  26 

Other  11  (114)  (103)

Offset  (302)  302 –

Tax loss carry-forwards  2 –  2 

 131  (21)  110 

Tax loss carry-forwards
Tax assets relating to tax loss carry-forwards are capitalised based on an assessment of whether they can be utilised in the future. 
DKK 18 million of the LEGO Group’s capitalised tax losses expires after 5 years (DKK 2 million in 2012 expires after 5 years).

Note 19. Deferred tax – continued
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Defined contribution plans
In defined contribution plans, the LEGO Group recognises in the 
income statement the premium payments (eg a fixed amount 
or a fixed percentage of the salary) to the independent insur-
ance companies responsible for the pension obligations. Once 
the pension contributions for defined contribution plans have 
been paid, the LEGO Group has no further pension obligations 
towards current or past employees. The pension plans in the 
Danish companies and some of the foreign companies are all 
defined contribution plans. In the LEGO Group, DKK 251 million 
(DKK 214 million in 2012) have been recognised in the income 
statement as costs relating to defined contribution plans. 

Defined benefit plans 
In defined benefit plans, the LEGO Group is obliged to pay a 
certain pension benefit. The major defined benefit plans in the 
Group include employees in Germany and in the UK. In the 
LEGO Group, a net obligation of DKK 57 million (DKK 48 million in 
2012) has been recognised relating to the LEGO Group’s obliga-
tions towards current or past employees concerning defined 
benefit plans. The obligation is calculated after deduction of the 
plan assets. In the LEGO Group, DKK 4 million (DKK 2 million in 
2012) have been recognised in the income statement and DKK 
1 million (DKK 0 million in 2012) has been recognised in other 
comprehensive income.

No new employees will be included in the defined benefit plans.

(mDKK) 2013 2012

The amounts recognised in the balance sheet are calculated as follows:

Present value of funded obligations  (124)  (124)

Fair value of plan assets  115  118 

 (9)  (6)

Present value of unfunded obligations  (48)  (42)

Net liability recognised in the balance sheet  (57)  (48)

Of which included as part of the liabilities (57)  (54)

Of which included as part of the assets –  6 

The change in present value of defined benefit obligations over the period is as follows:

Present value at 1 January (166)  (151)

Effect of ammended accounting standard (9) –

Exchange adjustment to year-end rate  1  (2)

Pension costs relating to current financial year  (1)  (2)

Interest expenses  (7)  (7)

Actuarial gains  5  (10)

Benefits paid  5  6 

Present value at 31 December  (172)  (166)

Note 20. Pension obligations
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(mDKK) 2013 2012

The change for the period in fair value of plan assets is as follows:

Plan assets at 1 January  118  121 

Exchange adjustment to year-end rate  (2)  1 

Expected return on plan assets  (4)  4 

Actuarial gains  5  13 

Employer contributions  1  1 

Benefits paid  (3)  (3)

Disposals in connection with cancellation of pension scheme –  (19)

Plan assets at 31 December  115  118 

Movements in the net liability recognised in the balance sheet are as follows:

Net liability at 1 January 48  30 

Effect of ammended accounting standard 9 –

Exchange adjustment to year-end rate 1 – 

Total expenses charged to the income statement 3  2 

Total income charged to other comprehensive income (1) –

Contributions paid (3)  (3)

Disposals in connection with cancellation of pension scheme –  19 

Net liability at 31 December 57  48 

The actual return on plan assets amounts to 1  17 

The actuarial assumptions applied in the calculations vary from country to country due to local economic and social conditions. 
The average assumptions applied are specified as follows:

(mDKK) 2013 2012

Discount rate 3% - 5% 2% - 5%

Expected return on plan assets 3% - 5% 3% - 5%

Future salary increases 2% - 4% 2% - 4%

Future pension increases 2% - 4% 2% - 3%

Note 20. Pension obligations – continued
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(mDKK) 2013 2012

Wage-related payables and other charges  1,084  1,074 

Debt to related parties  315  317 

Finance lease obligations  31  32 

VAT and other indirect taxes  266  262 

Amortised debt  148  168 

Discounts  676  621 

Other current liabilities 797  778 

 3,317  3,252 

Specified as follows:

Non-current  68  72 

Current  3,249  3,180 

 3,317  3,252 

Finance lease obligations
The fair value of obligations regarding assets under finance leases corresponds to the carrying amount. The fair value is estimated 
to equal the present value of expected future cash flows at a market interest rate for similar leases.

(mDKK) 2013 2012

Obligations regarding finance leases are as follows: 

0-1 year  6  7 

1-5 years  24  26 

> 5 years  10  16 

 40  49 

Reconciliation of carrying amount and gross liability:

Carrying amount of the liability  28  32 

Interest expenses not yet accrued  12  17 

Gross liability  40  49 

No contingent leases have been recognised in expenses in 2013 or 2012. 
None of the assets under finance leases have been subleased. 

Note 21. Other debt
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2013

(mDKK) Restructuring Other Total

Provisions at 1 January  7  128  135 

Additions  71  109  180 

Used  (14)  (60)  (74)

Reversed  (9)  (34)  (43)

Provisions at 31 December  55  143  198 

Specified as follows:

Non-current  88 

Current  110 

 198 

2012

(mDKK) Restructuring Other Total

Provisions at 1 January  37  138  175 

Additions  9  96  105 

Used  (32)  (63)  (95)

Reversed  (7)  (43)  (50)

Provisions at 31 December  7  128  135 

Specified as follows:

Non-current  71 

Current  64 

 135 

Provisions for restructuring obligations relate primarily to close-down and reduction of production facilities, close-down of activities, 
and redundancy programmes. The majority of these obligations is expected to result in cash outflows in the period 2014-2015. 

Other provisions consist of various types of provisions, including provisions for legal disputes and loyalty programmes. The majority 
of other provisions is expected to be used within the next 2 years. 

Note 22. Provisions
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(mDKK) 2013 2012

Guarantees  320  66 

Operating lease obligations  2,243  2,004 

Other obligations  219  450 

 2,782  2,520 

The LEGO Group leases various offices, LEGO retail stores, warehouses and plant and machinery under non-cancellable operating 
leases. The leases have varying terms, clauses and rights.

The LEGO Group also leases plant and machinery under cancellable operating leases. 
The LEGO Group is required to give various notices of termination of these agreements.

(mDKK) 2013 2012

Lease expenses for the year charged to the income statement amount to:  421  392 

Future minimum lease payments under non-cancellable operating leases are specified as follows:

(mDKK) 2013 2012

Related parties:

0-1 year  45  42 

1-5 years  75  68 

> 5 years  176  187 

 296  297 

Other:

0-1 year  392  330 

1-5 years  985  870 

> 5 years  570  507 

 1,947  1,707 

Security has been given in land, buildings and installations with a net carrying amount of DKK 233 million (DKK 178 million in 2012) 
for the LEGO Group’s mortgage loans. 

The Group has utilised tax losses in non-Danish jurisdictions in the Danish joint taxation until 31 December 2004. The deferred tax 
of this amounts to DKK 116 million, of which DKK 0 million has been recognised as provision for deferred tax. The amount of DKK 116 
million is not expected to be recaptured.

The Danish companies in the Group are jointly and severally liable for corporate income tax accordingly to the joint taxation in the 
LEGO Group, KIRKBI A/S and in the companies controlled by KIRKBI A/S. The total amount of current tax liabilities, as well as related 
current tax credit counterparts are shown in the annual report of KIRKBI A/S, which is the administration company of the joint taxa-
tion. The Danish companies in the Group are furthermore jointly and severally liable for Danish taxes at source withheld on behalf of 
nonresident companies for dividend, royalty and interest.

The Group is part in certain legal disputes. It is Management’s assessment, that the settlement of these legal disputes will not 
impact the financial position of the Group.

Note 23. Contingent assets, contingent  
liabilities and other obligations
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The isolated effects of the financial instruments on profit and 
equity after tax of a currency strengthening of 10% against DKK 
at 31 December 2013 are specified as follows: 

The LEGO Group has centralised the management of the 
Group’s financial risks. The overall objectives and policies  
for the Group’s financial risk management are outlined in  
an internal Treasury Policy.

The LEGO Group only hedges commercial exposures and  
consequently does not enter into derivative transactions for 
trading or speculative purpose. A fully integrated Treasury  
Management System is used to manage all financial positions.

Credit risk

Financial instruments are entered into with counterparties 
with a credit rating of A- or higher from Standard & Poor’s.

Similarly, the LEGO Group only uses insurance companies with 
a credit rating of A- or higher from Standard & Poor’s. The LEGO 
Group does not use credit ratings when hedging electricity 
consumption. 

Credit risk regarding trade receivables is disclosed in note 16. 

For banks and financial institutions, only independently rated 
parties with a minimum rating of A- are accepted as main 
banks. The LEGO Group uses the related company KIRKBI  
Invest A/S for loans and deposits. No independent rating  
exists but no significant risks are recognised. The maximum 
credit risk corresponds to the carrying amount of loans granted 
and receivables, cf. note 25. No significant risks  
are recognised.
 
The credit risks of the LEGO Group are considered to be low.

Foreign exchange risk

The LEGO Group has significant net inflows in EUR, USD and 
GBP, while CZK, HUF and MXN account for the most significant 
exposure on the outflow side.

The LEGO Group’s foreign exchange risk is managed centrally 
based on a foreign exchange policy approved by the Board of 
Directors. Forward contracts and options are used to cover pur-
chases and sales in foreign currencies. These forward contracts 
are classified as hedging and meet the accounting requirements 
for hedging of future cash flows. 

(mDKK)
%- 

change 2013 2012

EUR:

Equity 10% 6  (47)

Net profit for the year 10% 21  (6)

USD:

Equity 10% (160)  (158)

Net profit for the year 10% (29)  (8)

GBP:

Equity 10% (56)  (30)

Net profit for the year 10% (2)  8 

CZK:

Equity 10% 44  60 

Net profit for the year 10% 32  22 

MXN:

Equity 10% 53  42 

Net profit for the year 10% 31  10 

HUF:

Equity 10% 40  9 

Net profit for the year 10% 38  5 

A positive amount in the foreign exchange sensitivity analysis is 
an increase in the LEGO Group Equity/Net profit for the year.

The financial instruments included in the foreign exchange 
sensitivity analysis are the Group’s; Cash, Accounts Receivable, 
Accounts Payable, Current and Non-Current Loans and Foreign 
Exchange Forwards and Foreign Exchange Options.

Note 24. Financial risks
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Interest rate risk

The LEGO Group’s interest rate risk relates to interest-bearing 
debt and interest-bearing assets. The LEGO Group’s interest-
bearing assets consist mainly of liquid funds. Liquid funds yield 
interest on the short-term money market. An increase in the 
interest level of 1.0% for 2013 would have had a positive impact 
on the LEGO Group’s profit before tax of approx. DKK 15.4 mil-
lion 2013 (DKK 11.9 million in 2012). The LEGO Group’s interest 
rate risk is considered immaterial and is not expected to have a 
significant impact on the LEGO Group’s results.

Other market risk

Electricity derivatives 
The LEGO Group has entered into electricity derivatives in 
order to hedge part of the LEGO Group’s electricity consump-
tion for 2014 to 2015. The LEGO Group does not use hedge 
accounting on electricity derivatives. As a consequence the 
profit before tax has been affected negatively with DKK 1.0 mil-
lion (negatively DKK 2.3 million in 2012). An increase/decrease in 
the electricity price of DKK 0.05 per kWh would have increased/
reduced the net income with DKK 4.3 million (DKK 1.5 million in 
2012) based on the net present value of the derivatives.

Liquidity risk
Liquidity is managed centrally and is continually assessed. It is 
ensured that, at any given time, sufficient financial resources 
are available. Based on the financial reserves with banks and 
credit facilities available in credit institutions and from related 
parties, there are no liquidity problems. The liquidity risk is 
therefore not significant. Furthermore excess liquidity is placed 
at KIRKBI Invest A/S which is why the counterparty risk is as-
sessed to be low.

Capital risk management 
Dividend of DKK 4,500 million has been paid in 2013 (DKK 3,000 
million in 2012). It is expected that the dividend for 2013, to be 
paid in 2014 will amount to DKK 5,000 million. The dividend pay-
ment reflects the strategy behind the capital structure where the 
LEGO Group is the operational company and any surplus liquid-
ity is distributed to the Parent Company KIRKBI A/S.

Note 24. Financial risks – continued
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The maturity profile of financial liabilities is disclosed according 
to category and class distributed on period to maturity.  
All interest payments on and repayments of financial assets 
and liabilities are based on contracts. Interest payments on 
floating-rate instruments are fixed by means of a zero coupon 
interest structure. None of the cash flows are discounted.

At 31 December 2013 forward contracts have been applied for 
hedging of cash flows covering future financial periods. 

The hedging mainly relates to the LEGO Group’s sales of  
goods and services in USD, EUR, GBP, AUD and CAD as well  
as purchases of goods in CZK, MXN and HUF. All contracts  
are expected to expire - and thus affect results - in the financial 
years 2014 to 2015.

The following table shows the timing of cash flows related to 
financial liabilities and hedging instruments. 

31 December 2013

(mDKK)
Carrying 
amount Fair value 0-1 year 1-5 years

Over
 5 years

Total  
cash flows 

Measured at amortised cost (Liabilities):

Debt to credit institutions  293  293  89  42  179  310 

Debt to related parties  600  600  19  676 –  695 

Trade payables  2,201  2,201  2,201 – –  2,201 

Other debt1  1,909  1,909  1,884  24  10  1,918 

 5,003  5,003  4,193  742  189  5,124 

Derivative financial instruments:

Measured at fair value through  
the income statement

19 19 19 – – 19

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)

30 30 21 9 – 30

49 49 40 9 – 49

Total financial liabilities 5,052 5,052  4,233 751 189 5,173

Measured at amortised cost (Assets):

Trade receivables  4,870  4,870  4,870 – –  4870 

Other receivables1  403  403  403 – –  403 

Receivables from related parties  2,310  2,310  2,310 – –  2,310 

Cash at bank and in hand  1,024  1,024  1,024 – –  1,024 

8,607 8,607 8,607 – – 8,607

Derivative financial instruments:

Measured at fair value through  
the income statement

108 108 108 – – 108

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)

155 155 155 – – 155

263 263 263 – – 263

Total financial assets 8,870 8,870 8,870 – – 8,870

1   Prepayments are excluded from the other receivables balance and taxes and duties payable and wage related  
payables are excluded from other debt balance as this analysis is only required for financial instruments.

Note 25. Financial assets and liabilities
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31 December 2012

(mDKK)
Carrying 
amount Fair value 0-1 year 1-5 years

Over
 5 years

Total  
cash flows 

Measured at amortised cost (Liabilities):

Debt to credit institutions  818  818  613  39  195  847 

Trade payables  2,112  2,112  2,112 – –  2,112 

Other debt1  1,929  1,929  1,904  26  16  1,946 

 4,859  4,859  4,629  65  211  4,905 

Derivative financial instruments:

Measured at fair value through  
the income statement  17  17  17 – –  17 

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)  24  24  24 – –  24 

 41  41  41 – –  41 

Total financial liabilities  4,900  4,900  4,670  65  211  4,946 

Measured at amortised cost (Assets):

Trade receivables  4,950  4,950  4,950 – –  4,950 

Other receivables1  283  283  283 – –  283 

Receivables from related parties   3,442  3,442  3,442 – –  3,442 

Cash at bank and in hand  468  468  468 – –  468 

 9,143  9,143  9,143 – –  9,143 

Derivative financial instruments:

Measured at fair value through  
the income statement  23  23  23 – –  23 

Measured at fair value through other  
comprehensive income (Cash Flow Hedging)  76  76  66  10 –  76 

 99  99  89 10 –  99 

Total financial assets  9,242  9,242  9,232  10 –  9,242 

1   Prepayments are excluded from the other receivables balance and taxes and duties payable and wage related payables are excluded from 
other debt balance as this analysis is only required for financial instruments.

Note 25. Financial assets and liabilities 
– continued
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The following table presents the LEGO Group’s assets and liabilities measured at fair value at 31 December 2013:

•	 	Quoted	prices	(unadjusted)	in	active	markets	for	identical	assets	or	liabilities	(level	1).

•	 	Inputs	other	than	quoted	prices	included	within	level	1	that	are	observable	for	the	assets	or	liabilities,	either	directly	(that	is,	as	
prices) or indirectly (what is, derived from prices) (level 2).

•	 	Inputs	for	assets	or	liabilities	that	are	not	based	on	observable	market	data	(that	is,	unobservable	inputs)	(level	3).

31 December 2013

(mDKK) Level 1 Level 2 Level 3 Total

ASSETS

Financial assets at fair value through  
income statement:

Derivative financial instruments – 108 – 108

Financial assets at fair value through  
other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) – 155 – 155

Total assets – 263 – 263

LIABILITIES

Financial liabilities at fair value through  
income statement:

Derivative financial instruments – 19 – 19

Financial liabilities at fair value through  
other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) – 30 – 30

Total liabilities – 49 – 49

Note 25. Financial assets and liabilities  
– continued
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31 December 2012

(mDKK) Level 1 Level 2 Level 3 Total

ASSETS

Financial assets at fair value through  
income statement:

Derivative financial instruments – 23 – 23

Financial assets at fair value through  
other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) –  76 –  76 

Total assets –  99 –  99 

LIABILITIES

Financial liabilities at fair value through  
income statement:

Derivative financial instruments –  17 –  17 

Financial liabilities at fair value through  
other comprehensive income:

Derivative financial instruments (Cash Flow Hedging) –  24 –  24 

Total liabilities –  41 –  41 

Total hedging activities
The LEGO Group uses a number of derivatives to hedge  
currency exposure. The hedging activities are categorised  
into hedging of forecast transactions (cash flow hedges),  
and hedging of assets and liabilities (fair value hedges).
 
The changes in fair value of the financial instruments qualifying for 
hedge accounting are recognised directly under other comprehen-
sive income until the hedged items affect the income statement. 

The changes in fair value of the financial instruments not  
qualifying for hedge accounting are recognised directly in  
the income statement. This includes time value of options.
All changes in fair value of hedging of assets and liabilities (Fair 
value hedging) are recognised directly in the income statement.

The table below shows the fair value of hedging activities 
specified by hedging instruments and the major currencies.

Note 25. Financial assets and liabilities  
– continued

Note 26. Derivative financial instruments
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31 December 2013

(mDKK)
 Contract 

amount 
 Positive  

fair value 
 Negative  
fair value 

 Period 
covered 

Hedging of forecast transactions qualifying  
for hedge accounting:

USD (Sale of currency)  1,741  97  4  17 months 

JPY (Sale of currency)  258  39 –  12 months 

GBP (Sale of currency)  716 –  11  12 months 

CZK (Purchase of currency)  163 –  10  11 months 

Other (Purchase of currency)  317  5  5  17 months 

Other (Sale of currency)  378  14 –  12 months 

Total forward contracts  3,573  155  30 

Hedging of balance sheet items qualifying 
for hedge accounting:

USD (Sale of currency)  1,320  79  9  2 months 

JPY (Sale of currency)  52  9 –  2 months 

GBP (Sale of currency)  134 –  4  2 months 

CZK (Purchase of currency)  598 –  5  2 months 

Other (Purchase of currency)  130 4 –  2 months 

Other (Sale of currency)  224  16 –  2 months 

Total Forward contacts  2,458  108  18 

Total for which hedge accounting applies 6,031 263 48

Other forecast transaction hedges  
for which hedge accounting is not applied:

Electricity 18 – 1 24 months

Energy contracts 18 – 1

Total for which hedge accounting is not applied 18 – 1

Total of forecast transactions 6,049 263 49

Note 26. Derivative financial instruments  
– continued
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31 December 2012

(mDKK)
 Contract 

amount 
 Positive  

fair value 
 Negative  
fair value 

 Period 
covered 

Hedging of forecast transactions qualifying  
for hedge accounting:

USD (Sale of currency)  2,002  36  12  18 months 

JPY (Sale of currency)  136  14 –  11 months 

GBP (Sale of currency)  503 –  8  11 months 

CZK (Purchase of currency)  504  1 –  11 months 

Other (Purchase of currency)  477  12 –  18 months 

Other (Sale of currency)  779  13  4  12 months 

Total forward contracts  4,401  76  24 

USD (Sale of currency)  506 – –  3 months

Total currency options  506 – –

Hedging of balance sheet items qualifying 
for hedge accounting:

USD (Sale of currency)  763  10  5  2 months 

JPY (Sale of currency)  53  5   –  2 months 

GBP (Sale of currency)  229 –  6  2 months 

CZK (Purchase of currency)  148 – –  2 months 

Other (Purchase of currency)  51 –  1  2 months 

Other (Sale of currency)  310  3  3  2 months 

Total Forward contacts  1,554  18  15 

Total for which hedge accounting applies  6,461  94  39 

Other forecast transaction hedges  
for which hedge accounting is not applied:

Electricity  10 – 2  24 months 

Energy contracts  10 – 2  

USD (Time value) – 5 –  3 months 

Total currency options – 5 –

Total for which hedge accounting is not applied  10  5  2 

Total of forecast transactions  6,471  99  41 

Note 26. Derivative financial instruments  
– continued
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(mDKK) 2013 2012

Cash at banks  1,024  468 

 1,024  468 

(mDKK) 2013 2012

Depreciation, amortisation and impairment 764  654 

Loss on sale of property, plant and equipment 10  8 

Net movements in provisions 63  (40)

Other adjustments (15)  335 

822  957 

Note 27. Other reversals with  
no effect on cash flows

Note 28. Cash at banks 
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(mDKK) 2013 2012

Transactions with KIRKBI A/S:

Sale of assets to –  2 

Interest charged –  (3)

Rent charged  (43)  (28)

Service fee charged  (3) – 

Total transactions with KIRKBI A/S  (46)  (29)

Transactions with Koldingvej 2, Billund A/S:

Interest received –  1 

Total transactions with Koldingvej 2, Billund A/S – 1

Transactions with associates:

Purchase of products  9  (6)

Trademark fee received  (9)  7 

Total transactions with associates  –  1 

Transactions with KIRKBI Invest A/S Group:

Interest received  2  7 

Service fee charged  (37)  (37)

Rent charged  (3)  (1)

Interest charged  (10) – 

Trademark fee charged  (920)  (853)

Total transactions with KIRKBI Invest A/S Group  (968)  (884)

Transactions with Merlin Entertainments Group:

Sale of products  322  330 

Trademark fee received  16  13 

Service fee charged  (9)  (7)

Total transactions with Merlin Entertainments Group  329  336 

The Parent of the LEGO Group is LEGO A/S, a company incorporated in Denmark, whose shares are owned by KIRKBI A/S 
(75%) and Koldingvej 2, Billund A/S (25%). The shares in KIRKBI A/S are wholly owned by the Kirk Kristiansen family (Billund, 
Denmark). Related parties are considered to be Key Management, KABOOKI A/S, KIRKBI A/S, subsidiaries of KIRKBI A/S, 
KIRKBI AG Group and Merlin Entertainments Group, in which the above-mentioned family has significant interest. None of 
the related party transactions are secured.

The following transactions were carried through with related parties:

Note 29. Related party transactions
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(mDKK) 2013 2012

Transactions with other related parties:

Sale of products 1 1 

Donations received 9  6 

Rent charged (1)  (1)

Service fee charged (1)  (1)

Total transactions with other related parties 8 5

Remuneration to Key Management Personnel is disclosed in note 6. 
Transactions with related parties were carried out on an arm’s length basis. 

Year-End balances arising from sales/purchases of goods/services:

(mDKK) 2013 2012

Balances with KIRKBI A/S: 

Payables –  (2)

–  (2)

Balances with associates:

Receivables – –  

Payables –  (1)

–  (1)

Balances with KIRKBI Invest A/S Group:

Receivables –  5 

Payables  (314)  (314)

 (314)  (309)

Balances with Merlin Entertainments Group:

Receivables  22 26

Payables  (2)  (3)

 20  23 

Balances with other related parties:

Receivables 1 1 

Payables – (2)

1  (1)

Note 29. Related party transactions – continued
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Year-End balances regarding loans:

(mDKK)
Koldingvej 2, 

Billund A/S
KIRKBI  

Invest A/S

Balance at 1 January 2013 - Loan investment –  3,442 

Loans advanced during the year1  3,500  20,375 

Repayments - loan investment1  (3,500)  (21,507)

Balance at 31 December 2013 –  2,310

Specified as follows:

Current –  2,310 

Non-current – –

–  2,310 

Balance at 1 January 2013 - Loan borrowing – –

Loans raised during the year1 –  (600)

Balance at 31 December 2013 – (600)

Specified as follows: 

Current – –

Non-current – (600)

– (600)

(mDKK)
Koldingvej 2, 

Billund A/S
KIRKBI  

Invest A/S

Balance at 1 January 2012 - Loan investment –  1,950 

Loans advanced during the year2  2,802  26,601 

Repayments - loan investment2  (2,802)  (25,111)

Interest received –  2 

Balance at 31 December 2012 –  3,442 

Specified as follows:

Current –  3,442 

Non-current – –

–  3,442 

Balance at 1 January 2012 - Loan borrowing – –

Loans raised during the year2 –  (3,161)

Repayments - loan borrowing2 –  3,161 

Balance at 31 December 2012 – –

1 Payments to related parties amounting to DKK (23,875) million and payments from related parties amounting to DKK 25,607 million
2 Payments to related parties amounting to DKK (32,564) million and payments from related parties amounting to DKK 31,074 million

Note 29. Related party transactions – continued
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Parent  
Company
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(mDKK) Note 2013 2012

Revenue 85  77 

Gross profit 85  77 

Other operating expenses 2 (67)  (61)

Operating profit 18  16 

Net profit for the year from subsidiaries 6,089  5,577 

Financial income 3 –  1 

Financial expenses 4 (28)  (28)

Profit before income tax 6,079  5,566 

Tax on profit for the year 5 (3) 1

Net profit for the year 6,076 5,567

Proposed distribution of profit:

Dividend 5,000  3,000 

Reserve from the use of the equity method (4,524) 2,528

Retained earnings 5,600  39

6,076  5,567 

Income Statement
1 January – 31 December
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(mDKK) Note 2013 2012

ASSETS

Non-current assets:

Patents – –

Intangible assets 6 – –

Land, buildings and installations 6  6 

Property, plant and equipment 7 6  6 

Investments in subsidiaries  14,197 13,096 

Investments in associates  3  3 

Other non-current assets 8  14,200  13,099 

Total non-current assets  14,206  13,105 

Current assets

Receivables from subsidiaries 2  10 

Tax receivables –  1 

Other receivables 2  2 

Total current assets 4  13 

TOTAL ASSETS  14,210 13,118 

Balance Sheet 
at 31 December
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(mDKK) Note 2013 2012

EQUITY AND LIABILITIES

EQUITY

Share capital 9  20  20 

Reserve from the use of the equity method  2,029 6,755

Retained earnings  4,155 55

Proposed dividend  5,000  3,000 

Total equity  11,204  9,830 

LIABILITIES

Non-current liabilities

Deferred tax liabilities 11 3 6

Debt to related parties 13 600 – 

Total non-current liabilities 603  6 

Current liabilities

Borrowings 10  –  600 

Debt to subsidiaries  2,309  2,614 

Trade payables  1  2 

Current tax liabilities 3  1 

Other short-term debt  90  65 

Total current liabilities  2,403  3,282 

Total liabilities 3,006  3,288 

TOTAL EQUITY AND LIABILITIES  14,210  13,118 

Contingent liabilities and other obligations 12

Related party transactions 13

Balance Sheet – continued
at 31 December
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(mDKK)
Share  

capital

Reserve from 
the use of the 

equity method
Retained  
earnings

Proposed 
dividend Total

Equity at 1 January 2013 20  6,755 55  3,000  9,830 

Dividend paid relating to prior year – – –  (3,000)  (3,000)

Extraordinary dividend paid – –  (1,500) –  (1,500)

Net profit for the year –  (4,524)  5,600 –  1,076 

Currency translation adjustments – (257) – – (257)

Entries recognised directly on equity in 
subsidiaries – 55  – –  55

Proposed dividend –  –  –  5,000  5,000 

Equity at 31 December 2013 20  2,029  4,155  5,000  11,204 

(mDKK)
Share  

capital

Reserve from 
the use of the 

equity method
Retained  
earnings

Proposed 
dividend Total

Equity at 1 January 2012  20 –  16  3,000  3,036 

Adjustment due to change  
in accounting policy  –  3,913 – –  3,913 

Adjusted equity as of 1 January 2012  20  3,913  16  3,000  6,949 

Dividend paid relating to prior year  –  – –  (3,000)  (3,000)

Net profit for the year –  2,528  39  –  2,567 

Currency translation adjustments – 23 – – 23

Entries recognised directly on equity in 
subsidiaries – 291 –  – 291 

Proposed dividend  – – –  3,000  3,000 

Equity at 31 December 2012  20  6,755  55  3,000  9,830 

Statement of Changes in Equity 
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The Financial Statements of the Parent Company have been 
prepared in accordance with the provisions of the Danish Finan-
cial Statements Act applying to enterprises of reporting class C, 
(medium-sized).

The accounting policy are the same as for the Consolidated 
Financial Statements with the following additions. 

The accounting policies for the Financial statements of the Par-
ent company are unchanged from the last financial year with the 
exception of the below mentioned change.

Change in accounting policy
The accounting policy for Investments in subsidiaries and as-
sociates are changed in 2013. Earlier investments in subsidiar-
ies and associates were recognised at cost less accumulated 
impairment losses.

As a result of the changed accounting policy, Investments in 
subsidiaries and associates are now recognised using the 
equity method. For further details see the accounting policy 
regarding Investments in subsidiaries and associates below.

The change in accounting policy applies with retrospective 
effect from 1 January 2012.

The impact of the change in the accounting policies are high-
lighted in the below table:

(mDKK)
Income 

statement

Investments
in 

subsidiaries Equity

Amounts according to 
Annual Report 2012

3,039 6,341 3,075

Adjustments due to 
change in accounting 
policy

2,528 6,755 6,755

Adjusted totals 5,567 13,096 9,830

Supplementary accounting policies for  
the Parent company

Taxes
Current income tax, based on taxable income for the year, is 
expensed together with changes in deferred tax for the year.

Deferred income tax on temporary differences arising between 
the tax bases of assets and liabilities and their carrying 
amounts is provided in full using the liability method.

The provision of deferred tax reflects the effect of any tax loss-
es carried forward etc. to the extent it is considered likely that 
such items can be utilised against future taxable income. To 
the extent calculated deferred tax is positive, this is recognised 
in the balance sheet as a deferred tax asset at the expected 
realisable value. 

Any changes in deferred tax due to changes in tax rates are 
recognised in the income statement.

Investments in subsidiaries and associates
Subsidiaries and associates of the Parent Company are recog-
nised under the equity method, which is at the respective share 
of the net asset values in subsidiaries and associates.

Any costs in excess of net assets in the acquired company is 
capitalized in the Parent company under Investments in sub-
sidiaries as part of the investments (“Goodwill”). Amortisation of 
the goodwill is provided under the straight-line method over a 
period not exceeding 5 years based on estimated usefull life.

To the extend it exceeds declared dividend from subsidiaries, 
net revaluation of Investments in subsidiaries and associates is 
transferred to Net revaluation reserve according to the equity 
method under Equity.

Profits in subsidiaries and associates are disclosed as profit 
after tax in the Income statement of the Parent company.

Equity
Dividend distribution

Dividend distribution proposed by Management for the financial 
year is disclosed as a separate item under Equity.

NOTE 1. Significant accounting policies
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NOTE 2. Employee expense

(mDKK) 2013 2012

Management Board1:

Salaries 26 18

Pension 1 1

Short-term incentive plans 12 8

Long-term incentive plans 12 9

51 36

Including fee to Board of Directors:

3 3

No. of employees 4 4

1   Management Board includes Executive Vice Presidents and the CEO for the LEGO Group. Employee expenses to Management Board are 
total amount expensed in all entities within the LEGO Group.

(mDKK) 2013 2012

Interest income from subsidiaries –  1 

–  1 

NOTE 3. Financial income

(mDKK) 2013 2012

Interest expenses on mortgage loans  2  5 

Interest expenses to related parties  11  3 

Interest expenses to subsidaries  15  20 

 28  28 

NOTE 4. Financial expenses
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(mDKK) Patents

Cost at 1 January 2013  4 

Cost at 31 December 2013  4 

Depreciation and impairment losses at 1 January 2013 4

Depreciation and impairment losses at 31 December 2013 4 

Carrying amount at 31 December 2013 – 

(mDKK) Patents

Cost at 1 January 2012  4 

Cost at 31 December 2012  4 

Depreciation and impairment losses at 1 January 2012  4 

Depreciation and impairment losses at 31 December 2012  4 

Carrying amount at 31 December 2012 –

(mDKK) 2013 2012

Current tax on profit for the year 3 (1)

Deferred tax on profit for the year  (3)  (1)

Adjustment of tax relating to previous years, current tax  3  1 

3 (1)

NOTE 5. Tax on profit for the year

NOTE 6. Intangible assets
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(mDKK)

Land, 
buildings & 
installations

Other fixtures & 
fitting, tools 

and equipment Total

Cost at 1 January 2013 6 1 7

Cost at 31 December 2013 6 1 7

Depreciation and impairment losses at 1 January 2013 – 1 1

Depreciation and impairment losses at 31 December 2013 – 1 1

Carrying amount at 31 December 2013 6 – 6

(mDKK)

Land, 
buildings & 
installations

Other fixtures & 
fitting, tools  

and equipment Total

Cost at 1 January 2012  6  7  13 

Disposals –  (6)  (6)

Cost at 31 December 2012  6  1  7 

Depreciation and impairment losses at 1 January 2012 –  7  7 

Disposals –  (6)  (6)

Depreciation and impairment losses at 31 December 2012 –  1  1 

Carrying amount at 31 December 2012 6 – 6

Assets under finance leases
No assets have been recognised under finance leases.

NOTE 7. Property, plant and equipment
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(mDKK)  
 Investments in 

associates 
 Investments in 

subsidiaries 

Cost at 1 January 2013  4 6,341

Additions  – 327

Cost at 31 December 2013 4 6,668

Value adjustment at 1 January 2013  (1)  6,755 

Currency translation adjustments –  (257)

Share of net profit for the year –  6,089 

Dividend –  (5,113)

Entries recognised directly on equity in subsidiaries –  55 

Value adjustment at 31 December 2013  (1)  7,529 

Carrying amount at 31 December 2013 3  14,197 

(mDKK)  
 Investments in 

associates 
 Investments in 

subsidiaries 

Cost at 1 January 2012   4  5,853 

Additions  –  490 

Disposals –  (2)

Cost at 31 December 2012  4  6,341 

Value adjustment at 1 January 2012  (1)  –

Adjustment due to change in accounting policy – 3,913

Adjusted value adjustment at 1 January 2012 (1) 3,913

Currency translation adjustments –  23

Share of net profit for the year – 5,577 

Dividend –  (3,049)

Entries recognised directly on equity in subsidiaries – 291 

Value adjustment at 31 December 2012  (1)  6.755 

Carrying amount at 31 December 2012 3  13,096 

NOTE 8. Other non-current assets
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(mDKK) 2013 2012

The Company’s share capital consists of:

A-shares of DKK 1,000 or multiples hereof  1  1 

B-shares of DKK 1,000 or multiples hereof  9  9 

C-shares of DKK 1,000 or multiples hereof  10  10 

Total shares at 31 December  20  20 

There have been no changes in the share capital during the last 5 years. 

Shareholders holding more than 5% of the share capital:
KIRKBI A/S, Koldingvej 2, 7190 Billund, Denmark
Koldingvej 2, Billund A/S, Koldingvej 2, 7190 Billund, Denmark

NOTE 9. Share capital

2012

(mDKK)  Total debt 
 Due within 

1 year 
 Due between 2 

and 5 years 

Banks and other credit institutions  600  600 –

 600  600 –

NOTE 10. Borrowings

(mDKK) 2013 2012

Deferred tax, net at 1 January  (6)  (7)

Change in deferred tax  3  1 

Deferred tax, net at 31 December  (3)  (6)

Classified as:

Deferred tax liabilities  (3)  (6)

 (3)  (6)

NOTE 11. Deferred tax
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The Company is jointly and severally liable for corporate income tax accordingly to the joint taxation in the LEGO Group, KIRKBI 
A/S and in the companies controlled by KIRKBI A/S. The total amount of current tax liabilities, as well as related current tax credit 
counterparts are shown in the annual report of KIRKBI A/S, which is the administration company of the joint taxation. The Company 
is furthermore jointly and severally liable for Danish taxes at source withheld on behalf of nonresident companies for dividend, 
royalty and interest.

The Company has utilised tax losses in non-Danish jurisdictions in the Danish joint taxation until 31 December 2004. The deferred 
tax of this amounts to DKK 116 million, of which DKK 0 million has been recognised as provision for deferred tax. The remaining 
amount of DKK 116 million is not expected to be recaptured.

(mDKK) 2013 2012

Transactions with associates:

Trademark fee received 8 7

Total transactions with associates 8 7

Balances with KIRKBI Invest A/S:

Loan 600 –

600 –

NOTE 12. Contingent liabilities and other  
obligations

NOTE 13. Related party transactions
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LEGO A/S

Americas Asia/Africa/
AustraliaEurope (other)

•	 	LEGO	do	Brazil	Ltda.
•	 	LEGO	do	Brasil	Comércio	

e Distribuicão de Brinque-
dos Ltda

•	 LEGO	Canada	Inc.
•	 	LEGO	Mexico	S.A.	de	C.V
•	 	Administratión	de	Servicios	

LEGO, S. de R.L. de C.V. 
(Mexico)

•	 	LEGO	Operaciones	
de Mexico S.A. de C.V. 
(Mexico)

•	 	LEGO	Real	Estate,	S.A.	de	
C.V. (Mexico)

•	 	LEGO	System	Inc.	(US)
 - LEGO Dacta Inc. (US)
  -  Dacta and Pitsco LLC, 

(US)
•	 	LEGO	Brand	Retail	Inc.	

(US)

•	 	LEGO	System	A/S •	 	LEGO	Park	Holding	UK	Ltd.
 -  LEGO Lifestyle  

International Ltd. (UK)
•	 	LEGO	Company	 

Limited (UK)
•	 	LEGO	Education	 

Europe Ltd. (UK)
•	 	LEGO	Belgium	n.v.
•	 	LEGO	Netherland	B.V.
•	 	LEGO	Sverige	AB
•	 	LEGO	Norge	A/S
•	 	Oy	Suomen	LEGO	Ab	

(Finland)
•	 	LEGO	GmbH	(Germany)
•	 	LEGO	Handelsgesells.	

GmbH (Austria)
•	 	LEGO	S.A.S.	(France)
•	 	LEGO	Brand	Retail	S.A.S.	

(France)
•	 	LEGO	S.p.A.	(Italy)
•	 	LEGO	S.A.	(Spain)
•	 	LEGO	Lda.	(Portugal)
•	 	LEGO	Production	s.r.o.	

(Czech Republic)
•	 	LEGO	Trading	s.r.o.	 

(Czech Republic)
•	 	LEGO	Schweiz	AG
•	 	LEGO	Hungária	Kft.
•	 	LEGO	Manufacturing	Kft.	

(Hungary)
•	 	LEGO	Polska	Sp.	z.o.o.
•	 	LEGO	Romania	S.R.L.
•	 	LEGO	Ukraine	LLC
•	 	OOO	LEGO	(Russia)
•	 	LLD	Share	verwaltungs	

GmbH (Germany)
 -  LLD Share Gmbh & Co. 

KG (Germany) 
•	 	LEGO	Turkey	Oyuncak	

Tiearet Anonim Sirketi

•	 	LEGO	Hong	Kong	Limited
•	 	LEGO	Australia	Pty.	Ltd.
•	 	LEGO	New	Zealand	Ltd.
•	 	LEGO	Korea	Co.	Ltd.
•	 	LEGO	South	Africa	(Pty.)	Ltd.
•	 	LEGO	Japan	Ltd.
•	 	LEGO	Company	Ltd.	 

(Hong Kong)
•	 	LEGO	Singapore	Pte.	Ltd.
•	 	LEGO	Trading	(Beijing)	Co,	Ltd.
•	 LEGO	India	Private	Limited
•	 	LEGO	Trading	(Malaysia)	 

Sdn. Bhd.
•	 	LEGO	Toy	Manufacturing	 

(Jiaxing) Co., Ltd.

Denmark1

Ownership is 100% unless stated otherwise. 

LEGO A/S is 75% owned by KIRKBI A/S and is included 
in the Consolidated Annual Report of KIRKBI A/S. 
KIRKBI A/S is the ultimate Parent Company.

1 LEGO A/S owns 19.8% of KABOOKI A/S which is an associate.

Group Structure
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The LEGO Group
Aastvej
7190 Billund
Denmark
Tel.: +45 79 50 60 70
www.LEGO.com 

In our Responsibility Report 
you will find detailed 
 information on the 
LEGO Group’s non-financial 
results for 2013.

www.LEGO.com/responsibility
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LEGO Group actions to reduce packaging
materials’ impact on the environment
The LEGO Group has taken several steps to reduce the environmental impact of packaging materials and paper
used in LEGO® products.

The LEGO Group has taken several steps to reduce the environmental impact of packaging materials and paper
used in LEGO® products.

“There are three key areas where the LEGO Group is working at reducing the impact on the environment when it
comes to packaging materials for our products,” says Helle Sofie Kaspersen, Vice President Corporate Governance
and Sustainability, the LEGO Group.

The first and most ambitious goal is to reduce the amount of packaging materials used. As documented in
the Progress Report 2010 the LEGO Group is actively working towards this.

“Secondly we w ill always use recycled fiber when it is possible from a chemical product safety point of view. Last
year more than 75 percent of the packaging material the LEGO Group use for packaging is actually made from
recycled material,” says Helle Sofie Kaspersen, and adds:

“Thirdly when it is not possible to use recycled fibers, we must ensure, that the pulp based packaging we use is
produced in a sustainable manner.”

The LEGO Group has taken action to ensure this, as decision is made to use only FSC certified fibers in packaging
materials for LEGO products in future. 

“We have been working towards this for several months, and are currently developing an ambitious
implementation plan to meet our objectives in this area. We expect to be well under way in a year’s time,” says
Helle Sofie Kaspersen.

While the LEGO Group w ill only use FSC certified fibers in packaging materials in future Helle Sofie Kaspersen
acknowledges, that it w ill be more difficult to control, if suppliers in addition to FSC certified fibers also manufacture
paper based materials which leads to deforestation.

“However, it is our intent that we w ill only source material from suppliers that are not involved in deforestation,”
says Helle Sofie Kaspersen.

The LEGO Group plans to continue w ith regular updates to stakeholders about the implementation of this and other
aspects of the sustainability area

For further information
For further information, please contact:
Charlotte Simonsen, Head of Corporate Communications:
ph: +45 79 50 65 79
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Smaller LEGO® boxes easier on the environment
In line with its ambition to reduce its carbon footprint, the LEGO Group in 2013 will be introducing smaller
boxes, which lower the CO2 impact of its packaging by about 10%.

In 2013 the LEGO Group will introduce a new series of environmentally friendly, smaller LEGO boxes containing
the same number of LEGO bricks. The change will reduce the LEGO Group’s annual consumption of cardboard
for boxes by about 4,000 tons depending on the number of sets sold.

At the same time the cardboard used in the new boxes will carry FSC certification. FSC (Forest Stewardship
Council) is an international certificate guaranteeing that paper, cardboard, etc., comes from sustainable
forests.

“We are introducing the new boxes as an environmental measure, and hope at the same time that consumers
will welcome the visible change. We’re reducing the size of our boxes because we think it makes sense for
shoppers, customers and for our business – and because we harbour an ambition to exert a positive effect on
our surroundings. We believe we share responsibility for our planet, the wider community, and the
generations who will follow us,” says Jørgen Vig Knudstorp, CEO of the LEGO Group.

In 2013 all new products launched will be packed in smaller boxes, and by 2015 all LEGO products on the
market will be packed in the smaller boxes. The change will reduce the CO2 impact from packaging by about
10%, and the smaller boxes will make it possible to save approx. 18% of the cardboard used for LEGO boxes.

New boxes a benefit everyone
The reason for the LEGO Group’s focus on reducing packaging is that approx. 15% of the Group's total CO2
impact is associated with its packaging. But the new boxes are good news not only for the environment.

“Consumers will find it easier to handle the packaging, retailers will have space for more boxes on their
shelves, and we’ll use less energy in transporting the goods to the shops. So it’s a win win situation for
everybody,” says John Goodwin, CFO of the LEGO Group.

Benefits from invisible improvements
The LEGO Group is currently engaged in a number of other initiatives which may not be as visible to the
consumer but nevertheless have a major effect on the environmental impact.

Roughly a quarter of the LEGO Group’s total carbon emissions stem from the manufacturing of LEGO bricks.
Efforts are therefore being made to mould LEGO elements more efficiently.

John Goodwin: “In 2012 we improved the energy efficiency of our production by 4.1%. Reducing energy
consumption by that much really does make a difference to the environment – even though it may not be
visible to shoppers.”

Investment in wind energy
Over the past five years the LEGO Group has increased its sales by more than 15% a year – and this rate of
growth has brought the Group’s environmental impact into stronger focus. In 2012 the LEGO Group – via its
parent company – invested in an offshore wind park off northern Germany.

“It’s an investment I’m proud of because it means that by 2015 we will be generating renewable energy
corresponding to our own energy consumption for many years ahead,” says Jørgen Vig Knudstorp.

The amount of sustainable energy from the off-shore wind farm will correspond to the annual power
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consumption of about 100,000 households.

You can read more about LEGO Group activities and results in sustainability and other fields in the
company’s Progress Report.

Facts:
References in the text to “the LEGO Group’s total CO2 impact” relate to carbon emissions from areas such as:
· Transport
· Production
· Packaging
· Sales
· Recycling

For further information, please contact:
Roar Rude Trangbæk, Press Officer
Tel.: +45 7950 4348
Mob.: +45 3065 3164
E-mail: RRT@LEGO.com
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Smaller LEGO® boxes easier on the environment
In line w ith its ambition to reduce its carbon footprint, the LEGO Group in 2013 introduced
smaller boxes, which lower the CO2 impact of its packaging by about 10%.
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Financial, social and 
environmental performance



Key figures
2011
  2011 2010 Change

Financial performance
Sales total DKK million 66,346 60,776 9.2%
Diabetes care DKK million 50,425 45,710 10.3%
– of which modern insulins DKK million 28,765 26,601 8.1%
– of which Victoza® DKK million 5,991 2,317 158.6%
Biopharmaceuticals DKK million 15,921 15,066 5.7%
Gross profit DKK million 53,757 49,096 9.5%
Gross margin % of sales 81.0 80.8 
Sales and distribution costs % of sales 28.6 29.9 
Research and development costs % of sales 14.5 15.8 
Administrative expenses % of sales 4.9 5.0 
Operating profit DKK million 22,374 18,891 18.4%
Net profit DKK million 17,097 14,403 18.7%
Effective tax rate % 22.0 21.2 
Capital expenditure, net DKK million 3,003 3,308 (9.2%)
Free cash flow DKK million 18,112 17,013 6.5%

    Long-term
Long-term financial targets    financial targets1

Operating profit margin % 33.7 31.1 35%
Growth in operating profit % 18.4 26.5 15%
Operating profit after tax to net operating assets1 % 77.9 63.6 90%
Cash to earnings (three-year average) % 112.8 115.6 90%

Social performance
Healthcare professionals trained or educated in diabetes 1,000 835 373 123.9%
Donations DKK million 81 84 (3.6%)
Employees (total) Number 32,632 30,483 7.0%
Average of full-time employees Number 31,499 29,423 7.1%
Employee turnover % 9.8 9.1 
Relevant employees trained in business ethics % 99 98 

Long-term social targets    Long-term
Least developed countries where Novo Nordisk     social targets
sells insulin according to the differential pricing policy % 75 67 100%
Engaging culture Scale 1–5 4.3 4.3 4.0
Diverse senior management teams % 62 54 100% by 2014

Environmental performance
Energy consumption  1,000 GJ 2,187 2,234 (2.1%)
Water consumption 1,000 m3 2,136 2,047 4.3%
CO2 emissions from energy consumption 1,000 tons 93 95 (2.1%)

    Long-term
Long-term environmental targets    environmental targets
Energy consumption (change compared with 2007) % (21) (20) 11% reduction by 2011
Water consumption (change compared with 2007) % (34) (37) 11% reduction by 2011
CO2 emissions from energy consumption (change compared with 2004) % (56) (55) 10% reduction by 2014

Share performance
Diluted earnings per share/ADR DKK 29.99 24.60 21.9%
Dividend per share (proposed) DKK 14.00 10.00 40.0%
Closing share price (B shares) DKK 660 629 4.9%
Market capitalisation (B shares)2 DKK billion 296 292 1.4%

1. The long-term financial targets were updated in February 2012. Please refer to p 6.
2. Novo Nordisk B shares (excluding treasury shares).

See more performance highlights on pp 14–15.



For nearly 90 years, Novo Nordisk has combined drug discovery 

with technology to turn science into solutions for people with 

diabetes. We also provide treatments for people with haemophilia 

and growth hormone deficiency and for women experiencing 

symptoms of menopause. We leverage our expertise with protein 

molecules, chronic disease management and device technology 

to provide innovative treatments that make a difference in quality 

of care.

Novo Nordisk has more than 32,000 employees in 75 countries 

and markets products in more than 190 countries. Our B shares 

are listed on NASDAQ OMX Copenhagen and our ADRs are listed 

on the New York Stock Exchange under the symbol NVO. For more 

information about our company, visit novonordisk.com. 

We report on our financial, social and environmental performance 

in one integrated report and we report additional information 

online. This public filing contains references and links to information 

posted on the company’s website; such information is not incor - 

porated by reference into the public filing. The management review, 

as defined by the Danish Financial Statements Act, is com prised 

of pp 2–54 and 100–101.

Material and business-critical information is reported in the annual 

report. Information for specific stakeholder groups is reported at 

annualreport2011.novonordisk.com. We value feedback and 

welcome questions or comments about this report or our perfor-

mance at annualreport@novonordisk.com.
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Sten Scheibye
Chairman of the Board of Directors 

Novo Nordisk has been a focused pharmaceutical company 

specialising in therapeutic proteins, primarily for diabetes care,  

for nearly 90 years. Our company is characterised by a deep 

disease knowledge within diabetes, a long-term focus and a 

commitment to making innovative treatments broadly available  

– also in areas outside diabetes.

According to new data announced in 2011, diabetes affects around 

366 million people globally and is responsible for the deaths of 

nearly 4.6 million adults each year. In comparison, 1.8 million people 

died from HIV/AIDS in 2009. Diabetes and other chronic diseases 

are becoming more prevalent all over the world as urbanisation 

increases and more people live longer. 

There has never been more need for a company like Novo Nordisk.

While the short-term outlook for the global economy and for many 

parts of the healthcare industry is uncertain, the Board of Directors 

is of the firm belief that Novo Nordisk must continue to invest in 

innovations in treatment and in expanding its business footprint in 

all corners of the world. As the company expands globally, we only 

do business the ‘Novo Nordisk Way’. This means we operate in ways 

that balance financial, social and environmental responsibility for 

the benefit of patients, employees, healthcare professionals, share  

holders and society at large. 

The results achieved in 2011 in terms of both sales and new product 

development are remarkably strong in light of the difficult eco no mic 

and regulatory climate. Novo Nordisk’s balance sheet and cash 

flow remain strong, and the Board has confidence in the strategic 

direction and growth prospects for the company. We have 

therefore consistently increased the dividend in recent years, raising 

dividends by 33% to 10.00 Danish kroner per share for 2010. The 

proposed dividend for 2011 is 14.00 kroner per share, a 40% increase. 

We have also continued our share repurchase programme, repur  

chasing shares worth 12 billion kroner in the 12-month period 

ending January 2012.

The coming years will be extraordinarily important for Novo Nordisk’s 

long-term development. On one hand the company has never 

had a more promising pipeline of new products than it has today. 

Extremely important launches are on the horizon. On the other 

hand, the pharmaceutical industry is under immense pressure 

globally from measures to reform healthcare and reduce spending 

on pharmaceuticals, particularly for new and innovative products. 

In light of this, the Board has concluded that Lars Rebien Sørensen, 

Novo Nordisk’s president and chief executive officer, is the right 

person to steer the company through this exciting – and chal - 

lenging – period. I am therefore pleased that Lars has accepted 

the Board’s proposal to extend his contract by three years, so that 

it now expires in 2019.

Novo Nordisk has in 2011 continued to increase sales and expand 

its business at a remarkable pace, and the Board would like to 

express its appreciation for the leadership shown by Lars Rebien 

Sørensen and his Executive Management team and the hard work 

and dedication of the entire Novo Nordisk organisation.

Sten Scheibye
Chairman of the Board of Directors

Letter from the Chairman
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Lars Rebien Sørensen
President and chief executive officer

Just as we thought the global economy was recovering from the 

financial crisis in 2008, we were reminded midway through 2011 

that there is still a long way to go.

We saw slow or no economic growth and growing public debts in 

European countries and the US, with the focus swinging between 

the instability in the euro zone and the political stalemate in the US 

Congress preventing adoption of long-term financial measures to 

deal with soaring public debt.

The situation has been likened to the Great Depression in the 

1930s, with hardship felt today by millions of people who have 

lost their jobs or their savings, but the situation today is different 

nevertheless. It seems more like a crisis of confidence – confidence 

in our financial systems, in our democracies’ ability to agree on 

long-term solutions, and in ourselves and each other.

What we are witnessing is a giant transfer of wealth and jobs from 

economies in the West to emerging economies in Asia, the Middle 

East, Latin America and, to some extent, Africa. This is painful for 

those affected negatively, but we must not forget that more jobs 

are being created than lost and that the livelihood of hundreds of 

millions of people is improving, creating the foundation for more 

equal growth in the future. I am confident that many companies 

will emerge from the crisis as more innovative, having realised 

that innovation is the only sustainable engine for growth. This means 

finding better ways of providing goods and services and solving 

unmet needs in a financially, socially and environmentally respon - 

sible way.

With public spending under pressure, provision of healthcare has 

again been in focus and, consequently, the pharmaceutical industry 

has had to make significant adjustments. No market we serve has 

been untouched by this trend. In 2011, Novo Nordisk faced the 

consequences of healthcare reforms in many markets – with our 

business in the US and Europe particularly affected.

 
Review of 2011
Given the current climate, it is rewarding that Novo Nordisk was 

able to grow sales by 11% in local currencies in 2011. This growth 

was driven by our full portfolio of modern insulins, NovoRapid®, 

Levemir® and NovoMix®, but most significantly by the increasing 

demand for Victoza®, our treatment for type 2 diabetes, which 

became the leader in the GLP-1 category of diabetes treatments.

This sales growth, combined with continued focus on efficiency 

of our operations, resulted in operating profit growth of 18% 

reported and 22% in local currencies. This is significantly above 

results for the general pharmaceutical industry.

Equally significant were the finalisation of the clinical activities and 

filing for regulatory approval in Europe, Japan and the US of a new 

generation of insulin products. These are based on the ultra-long 

principle of Degludec, allowing for a half-life twice as long as the 

basal insulins most commonly used today. With these products it 

is our hope that we can offer both the world’s longest-acting basal 

insulin, Degludec, and a combination of this basal insulin with the 

world’s leading short-acting insulin, NovoRapid® (NovoLog®), 

DegludecPlus, which will offer people with diabetes superior 

Letter from the CEO

Innovation is the only 
sustainable engine for growth.
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glucose control, reducing the risk of hypoglycaemia (too low 

blood sugar) and providing greater dosing flexibility. Degludec is 

also designed to provide people with diabetes the flexibility to 

administer their insulin at any time of day, at different times from 

day to day.

We also saw innovation across a broad range of our therapeutic 

areas, with progress in the development of a new clotting factor, 

vatreptacog alfa, intended to improve treatment for haemophilia 

patients with inhibitors. We also made progress in the development 

of molecules to support the expansion of our presence into 

haemophilia A and B, as well as in a strong portfolio of inflammation 

development projects.

The year was also a success for the millions of people with diabetes 

and other chronic conditions. I was encouraged by the outcome 

of the United Nations High-Level Meeting on non-communicable 

diseases in New York in September. Novo Nordisk played a part in 

the adoption of a UN declaration on diabetes in 2006, and last year 

we again played a role as all UN member states pledged to develop 

diabetes strategies and set targets for improvement in screening, 

treatment and outcomes. This was a moment for celebration for 

people with diabetes throughout the world. We believe the pledge 

by UN member states can be translated into concrete action to 

increase awareness of the threat diabetes poses.

Our new vision statement and updated guiding principles and 

values, The Novo Nordisk Way, clearly states that “we never 

compromise on quality and business ethics”. With this we want to 

send a clear signal, internally as well as externally, regarding what 

our stakeholders can expect from each of us at Novo Nordisk. To 

support this commitment to integrity and high standards, in 2011 

we further strengthened our efforts to ensure adherence to our 

global policies and procedures.

Not all went according to plan, however, in 2011. 

Healthcare reforms in Europe, combined with the anaemic 

expec tations of the future pharmaceutical market, forced us to 

re-allocate resources from our European organisation to fast-growing 

markets in the US and Asia. This led to the unfortunate redundancy  

of approximately 300 positions. We value our people and we did not 

take this decision lightly. Securing cost-efficiency, however, is the only 

guarantee for the long-term success of our company.

In Asia, a major earthquake off the coast of Japan caused a giant 

tsunami which killed thousands and caused severe property damage 

as well as contributing to a nuclear meltdown close to our factory 

in Koriyama.

We were proud to see our Japanese colleagues standing firm while 

confronted with great personal hardship, ensuring our ability to 

deliver life-saving medicines to the people of Japan while protec ting 

the assets of our company.

Looking ahead
We have significant confidence in our people, our pipeline and 

our products. Unlike most of the pharmaceutical industry, Novo 

Nordisk will undertake a year of major investments in 2012. This 

includes investment in further market expansion of our current 

portfolio, in preparing for the launch of our new-generation 

insulins and in research and development activities for the medium 

to long term.

Our focus in 2012 will be on:

  The regulatory process for approval of Degludec and DegludecPlus 

in our main markets and preparations for the launch of these 

new-generation insulins.

  Execution and monitoring of the phase 3 clinical programme for 

liraglutide in obesity.

  Clinical development of fixed combinations of Degludec and 

Victoza®, which may offer a new option for intensification of 

the treatment of type 2 diabetes.

  Clinical development of vatreptacog alfa, for improved treatment 

of haemophilia with inhibitors.

  Expansion of our international organisation, particularly in fast- 

growing regions in the areas of sales and marketing, production 

and research and development.

  Co-organising the European Diabetes Leadership Forum under 

the auspices of the Danish EU presidency to reach consensus 

about what it will take to address the current challenges and 

change diabetes.

With significant investment and continued focus on development, 

we expect continued growth for Novo Nordisk in 2012 and beyond.

I would like to thank the entire Novo Nordisk organisation for their 

contributions to our success this year, our stakeholders and partners 

for their collaboration, and our shareholders for their confidence 

and continued support.

Lars Rebien Sørensen
President and chief executive officer

In 2011, all UN member 
states pledged to develop 
diabetes strategies and set 
targets for improvement.
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Performance 
in 2011
Despite continued global economic turmoil, 2011 was a positive year 

for Novo Nordisk with strong sales growth, good performance 

against long-term financial, social and environmental targets 

and very significant progress in the clinical development pipeline. 

Sales increased by 9% in Danish kroner and by 11% measured in 

local currencies during 2011 compared to 2010. Sales growth was 

realised in both diabetes care and biopharmaceuticals. Victoza® 

and modern insulins were the main contributors to growth, with 

Victoza® sales increasing by 159% (166% in local currencies) and 

sales of modern insulins increasing 8% (11% in local currencies). 

Sales growth was realised in all regions. Sales in North America 

increased by 13% and in International Operations by 12%, both 

in Danish kroner, and by 18% and 17% respectively in local 

currencies. Sales growth in 2011 was reduced by approximately 

2 percentage points due to healthcare reforms in the US, several 

European markets, Turkey and China.

Novo Nordisk achieved a significant milestone in 2011, as applications 

for marketing authorisation of two new-generation insulins, 

Degludec1 and DegludecPlus2, were filed in major markets. We 

made significant progress in the development of solutions for the 

range of haemophilia and other rare bleeding disorders, including 

initiation of a phase 3 trial programme for a fast-acting treatment 

of haemophilia with inhibitors. A phase 1 trial was also initiated for 

a long-acting growth hormone formulation. 

In addition, we exceeded long-term targets for resource optima-

tisation, both in terms of reduced energy and water consumption 

for production and CO2 emissions from energy consumption for 

production. We also continued to exceed our long-term target for 

employee engagement. Notable progress was made in reaching 

targets for insulin sales in least developed countries and increasing 

diversity in our senior management teams.

Financial performance
2011 performance against 
long-term financial targets
By focusing on growth, profitability, operating assets and generation 

of cash, our four long-term financial targets guide Novo Nordisk’s 

financial development. Our historic long-term financial targets are 

operating profit growth, operating margin, operating profit after tax 

to net operating assets and cash conversion. The realised per for-

mance for three of the four ratios exceeded the target level while 

the operating margin performance was progressing towards the 

target. See p 6 for an update on the long-term financial targets.

Diabetes care sales development
Sales of diabetes care products increased by 13% measured in 

local currencies and by 10% in Danish kroner to DKK 50,425 

million in 2011 compared to 2010. Novo Nordisk is the world 

leader in diabetes care and now holds a global value market share 

of 24% compared to 23% at the same point in time last year.

Modern insulins, human insulins 
and protein-related products
In 2011, sales of modern insulins, human insulins and protein-

related products increased by 5% measured in local currencies 

and by 3% in Danish kroner to DKK 41,859 million compared to 

2010, driven by North America, International Operations and 

Region China. Global insulin sales growth was negatively impacted 

by healthcare reforms in the US, Europe, Turkey and China as well 

as by a decline in human insulin sales in Europe, the US and Japan.

O
u
r 

2
0
11

 a
cc

o
m

p
lis

h
m

e
n
ts

 a
n

d
 r

e
su

lt
s

2011 was a positive year for Novo 
Nordisk with strong sales growth.

1. Internal designation for insulin degludec.
2. Internal designation for insulin degludec/insulin aspart.
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Sales of modern insulins increased by 11% in local currencies and 

by 8% in Danish kroner to DKK 28,765 million compared to 2010, 

reflecting steady sales growth. North America, International 

Operations and Europe were the main contributors to the growth. 

Sales of modern insulins constitute more than 72% of Novo Nordisk’s 

sales of insulin.

North America

Sales of modern insulins, human insulins and protein-related 

products in North America increased by 9% in local currencies 

and by 4% measured in Danish kroner in 2011. This reflects 

continued solid sales performance especially of NovoRapid® and 

Levemir® offset by a decline in human insulin sales and a negative 

impact of approximately 5 percentage points from the US health-

care reform enacted in March 2010. Currently, around 46% of 

Novo Nordisk’s modern insulin volume in the US is being sold in 

the prefilled device FlexPen® compared to around 43% in the 

same period last year. 

Europe

Sales in Europe decreased by 1% in local currencies and by 1% 

measured in Danish kroner in 2011. This reflects continued sales 

growth for modern insulins offset by a decline in human insulin 

sales. The growth of the insulin volume in Europe is currently low, 

below 3%, and Novo Nordisk’s full year insulin sales are negatively 

impacted by market share losses, especially in the UK, and by 

healthcare reforms implemented during 2010 and 2011 in a number 

of European markets. Currently, around 96% of Novo Nordisk’s 

insulin volume in Europe is being sold for use in devices.

International Operations

Sales in International Operations increased by 10% in local currencies 

and by 6% in Danish kroner in 2011. The growth is primarily driven 

by modern insulins with all three insulin analogues growing solidly, 

complemented by modest sales growth of human insulin. 

Currently, around 58% of Novo Nordisk’s insulin volume in 

International Operations’ non-tender markets is being sold for  

use in devices.

Region China

Sales in Region China increased by 10% in local currencies and by 

10% in Danish kroner in 2011. The main contributor to growth was 

sales of modern insulin with the entire portfolio growing strongly, 

while sales of human insulin in 2011 were at the same level as sales 

in 2010, primarily as a result of implementation of a healthcare 

reform in China during 2011. Currently, around 96% of Novo 

Nordisk’s insulin volume in China is being sold for use in devices.

Japan & Korea

Sales in Japan & Korea decreased by 4% in local currencies and 

in  creased by 1% in Danish kroner in 2011. The sales development 

reflects sales growth for modern insulins being offset by a decline 

in human insulin sales. Furthermore, continuous low market growth, 

below 3%, is impacting overall growth. The device penetration in 

Japan remains high with approximately 98% of Novo Nordisk’s 

insulin volume being used in devices, primarily FlexPen®.

Victoza® (GLP-1 therapy for type 2 diabetes)
Victoza® sales reached DKK 5,991 million during 2011, reflecting 

solid sales performance in all regions. The global roll-out is 

continuing with nearly 50 countries having launched. Victoza® 

achieved global market share leadership with 58% value market 

share in the GLP-1 segment in November 2011 compared to 30% 

in November 2010. Furthermore, the GLP-1 class’s value share of 

the total diabetes care market increased to 4.5% in November 

2011 compared to 3.2% in November 2010.
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Long-term financial 
target update
Novo Nordisk operates with four long-term financial targets to 

balance short- and long-term considerations, thereby ensuring 

a focus on shareholder value creation. The target ‘Return on 

Invested Capital’ (ROIC) has been changed to ‘Operating profit 

after tax to net operating assets’ to more accurately describe 

the financial elements included in the ratio. Further, the target 

level has been increased to 90% from 70%. The previous 

target level assumed that proposed accounting rules regarding 

treatment of operating leases, the draft International Financial

Reporting Standard ‘Leases’ (ED/2010/09), would be 

implemented in the near future. However, the implementation 

has now been postponed and the actual content is currently 

unclear and as such, this assumption no longer applies.

The target levels are based on the assumption of a continuation 

of the current business environment and the current scope of 

business activities and have been prepared assuming that 

currency exchange rates remain at the levels outlined in Outlook 

2012 on p 13. Should any of these assumptions change, the time 

horizon for achieving the long-term targets may be extended or 

it may be necessary to revise the targets.

Performance against long-term financial targets Result 2011 Previous targets Updated targets

Operating profit growth 18% 15% 15%

Operating margin 34% 35% 35%

Operating profit after tax to net operating assets (previously ROIC) 78% 70% 90%

Cash to earnings  106%

Cash to earnings (three-years average) 113% 90% 90%
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North America

Sales of Victoza® in North America increased by 167% in local 

currencies and by 155% measured in Danish kroner in 2011 

compared to 2010. This reflects continuous GLP-1 market expansion 

driven by Victoza®, and the value market leadership position Victoza® 

achieved during 2011.

Europe

Sales in Europe increased by 114% in local currencies and by 115% 

measured in Danish kroner in 2011. This reflects continued roll-out 

across Europe and in particular solid sales growth in France, the 

UK and Italy.

International Operations

Sales in International Operations increased by 781% in local 

currencies and by 776% measured in Danish kroner in 2011. This 

reflects a low comparison base from 2010 but also very solid sales 

performance especially in Brazil and the countries of the Middle East.

Region China

Victoza® was launched in China during the fourth quarter of 2011 and 

although initial market feedback is positive, actual sales are limited.

Japan & Korea

Sales in Japan & Korea increased, from a relatively low base in 2010, 

by 348% in local currencies and by 370% measured in Danish 

kroner in 2011. The sales performance in 2011 is encouraging and 

reflects the expiry of the 14 days prescription limitation mid-2011 

and a significant commercial focus on Victoza® throughout the year.

NovoNorm®/Prandin®/PrandiMet® 
(oral antidiabetic products)
In 2011, sales of oral antidiabetic products declined by 3% measured 

in local currencies and by 6% in Danish kroner to DKK 2,575 million 

compared to 2010. The sales development primarily reflects lower 

sales in Europe due to generic competition in several European 

markets.

Biopharmaceuticals 
sales development
In 2011, sales of biopharmaceutical products increased by 8% 

measured in local currencies and by 6% measured in Danish kroner 

to DKK 15,921 million compared to 2010 primarily driven by North 

America and International Operations. 

NovoSeven® (bleeding disorders therapy)
Sales of NovoSeven® increased by 7% in local currencies and by 4% 

in Danish kroner to DKK 8,347 million compared to 2010. All regions 

contributed to the sales growth of NovoSeven®; International 

Operations was the primary contributor to growth followed by 

Europe and North America.
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Victoza® reached global market 
share leadership in the GLP-1 
segment in 2011.

Sales by therapy area

■ Diabetes care

■ Haemostasis management
(NovoSeven®)

■ Growth hormone therapy

■ Hormone replacement
therapy

■ Other products

DKK billion

0 10 20 30 40 50 60 70

2011

2010

2009

2008

2007

66.3

60.8

51.1

45.6

41.8

Sales growth 
Local and reported rates

 In DKK as reported

 In local currencies

%

2007 2008 2009 2010 2011
0

5

10

15

20

25

0 10 20 30 40 50 60 70

DKK billion

Sales by
geographic region

■ North America

■ Europe

■ International Operations

■ Japan & Korea

■ Region China

2011

2010

2009

2008

2007

66.3

60.8

51.1

45.6

41.8

2007 2008 2009 2010 2011
0

20

40

60

80

100

%

Modern insulins 
Global value market share
of modern insulin segment

 NovoRapid®

 NovoMix®

 Levemir®

0 2 4 6 8 10

DKK billion

Research and
development costs

■ Diabetes care
 (excl pulmonary
 diabetes projects)

■ Biopharmaceuticals

7.2

7.5

7.9

9.6

9.62011

2010

2009

2008

2007

2007 2008 2009 2010 2011
0

20

40

60

80

100

%

Insulin volume
market share 
Geographic region

 North America

 Europe

 International Operations

 Japan & Korea

 Region China

Novo Nordisk Annual Report 2011     7



Norditropin® (growth hormone therapy)
Sales of Norditropin® increased by 5% measured in local currencies 

and by 5% measured in Danish kroner to DKK 5,047 million 

compared to 2010. The sales growth was driven by International 

Operations, North America and Japan & Korea, partly offset by a 

decline in Europe. Novo Nordisk is the second-largest company in 

the global growth hormone market with a 24% share measured 

in volume.

Other products 
Sales of other products within biopharmaceuticals, which primarily 

consist of hormone replacement therapy (HRT)-related products, 

increased by 15% measured in local currencies and by 13% in Danish 

kroner to DKK 2,527 million compared to 2010. This development 

primarily reflects continued sales progress for the low dose Vagifem® 

that was launched in North America and Europe in 2010. Sales 

growth was furthermore supported by GlucaGen® sales in the US 

and Japan, and partly off-set by a decline in Activelle® sales following 

patent expiry in Europe.

Development in costs 
and operating profit
The cost of goods sold grew by 8% to DKK 12,589 million in 2011. 

Reported gross margin increased by 0.2 percentage point to 81.0% 

compared to 80.8% in 2010. Measured in local currencies the gross 

margin increased by 0.4 percentage point in 2011 reflecting a 

positive product mix impact due to the upgrade from human insulins 

to modern insulins. 

In 2011, total non-production-related costs increased by 5% in local 

currencies and by 3% in Danish kroner to DKK 31,877 million 

compared to 2010.

Sales and distribution costs increased by 4% to DKK 19,004 million 

primarily as a result of increased sales promotion in the US and 

China, sales force expansion in the US in the fourth quarter of 2010 

and costs related to the ‘Manufacturer’s fee’ part of US health-

care reform.

Research and development costs of DKK 9,628 million remained 

at an absolute level similar to 2010. Whereas the cost level in 2010 

reflects execution of the phase 3a programmes for both Degludec 

and DegludecPlus, the cost level in 2011 reflects the initiation of 

pivotal trial activities within diabetes care, obesity and haemophilia.

Licence fees and other operating income constituted DKK 494 

million in 2011 compared to DKK 657 million in 2010. This decline 

is primarily due to a non-recurring income from a patent settlement 

during the first quarter of 2010.

Operating profit in 2011 increased by 18% to DKK 22,374 million 

compared to 2010. In local currencies the growth was 22%.

Net financials and tax
Net financials showed a net expense of DKK 449 million in 2011 

compared to a net expense of DKK 605 million in 2010. As of 31 

December 2011, foreign exchange hedging losses of around DKK 

1,200 million have been deferred for recognition in the income 

statement in 2012.

For 2011, the foreign exchange result was an expense of DKK 322 

million compared to an expense of DKK 1,341 million in 2010. The 

foreign exchange loss in 2011 reflects losses on foreign exchange 

hedging contracts primarily related to the Japanese yen due to the 

appreciation versus the Danish krone in 2011 compared to the 

exchange rate level prevailing in 2010 and in the last quarter of 2009.

Also included in net financials is the result from associated 

companies with an expense of DKK 4 million. In 2010, the result 

from associated companies was an income of DKK 1,070 million 

as Novo Nordisk recorded a non-recurring income of approximately 

DKK 1.1 billion from the sale of shares in ZymoGenetics, Inc.

The effective tax rate for 2011 was 22%.

Capital expenditure 
and free cash flow
Net capital expenditure for property, plant and equipment for 2011 

was DKK 3.0 billion compared to DKK 3.3 billion in 2010. The main 

investment projects in 2011 were the insulin filling plant in Tianjin, 

China, filling capacity for biopharmaceuticals and new device manu- 

facturing capacity in Denmark and the US.

Free cash flow for 2011 was DKK 18.1 billion compared to DKK 

17.0 billion in 2010.

Equity
Total equity was DKK 37,448 million at the end of 2011, equivalent 

to 57.9% of total assets, compared to 60.2% at the end of 2010. 

Please refer to p 59 for further elaboration of changes in equity 

during 2011.
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Treasury shares and 2011 
share repurchase programme
During 2011, Novo Nordisk repurchased 18,261,205 shares at an 

average price of DKK 598.92 per share, equivalent to a cash value 

of DKK 10.9 billion. During January 2012 Novo Nordisk repurchased 

1,567,117 shares at an average price per share of DKK 678.25, 

equivalent to a cash value of DKK 1.1 billion. Novo Nordisk thereby 

concluded the 12-month share repurchase programme initiated on 

2 February 2011.

Employee share programmes in 2011
Under a share savings programme, approximately 8,000 employees 

in Denmark have purchased a total of 250,000 shares. The shares 

were purchased at a price of DKK 638.21 – the market price on 7 

December 2011. The company does not incur any costs related to 

this programme. 

Holding of treasury shares 
and reduction of share capital
As of 1 February 2012, Novo Nordisk A/S and its wholly-owned 

affiliates owned 26,007,303 of its own B shares, corresponding 

to 4.5% of the total share capital.

In order to maintain capital structure flexibility, the Board of Directors 

will, at the Annual General Meeting in 2012, propose a reduction 

in the B share capital from DKK 472,512,800 to DKK 452,512,800 

by cancelling 20,000,000 B shares of DKK 1 from the company’s 

own holdings of B shares at a nominal value of DKK 20,000,000, 

equivalent to 3.4% of the total share capital. After implemen-

tation of the share capital reduction, the company’s share capital 

will amount to DKK 560,000,000 divided into an A share capital 

of DKK 107,487,200 and a B share capital of DKK 452,512,800.

Proposed dividend and 2012 
share repurchase programme
At the Annual General Meeting on 21 March 2012, the Board of 

Directors will propose a 40% increase in dividend to DKK 14.00 

per share of DKK 1, corresponding to a payout ratio of 45.3%. 

For 2010, the payout ratio was 39.6%. No dividend will be paid 

on the company’s holding of treasury shares.

The Board of Directors has approved a new DKK 12 billion share 

repurchase programme to be executed during the coming 12 

months. Novo Nordisk will initiate its share repurchase programme 

in accordance with the provisions of the European Commission's 

Regulation no 2273/2003 of 22 December 2003 (the Safe Harbour 

Regulation). For that purpose, Novo Nordisk has appointed J.P. 

Morgan Securities Ltd. as lead manager to execute a part of its 

share repurchase programme independently and without influence 

from Novo Nordisk. The purpose of the programme is to reduce 

the company's share capital. Under the agreement, J.P. Morgan 

Securities Ltd. will repurchase shares on behalf of Novo Nordisk 

for an amount of up to DKK 2.5 billion during the trading period 

starting 2 February 2012 and ending on 25 April 2012. A maximum 

of 128,433 shares can be bought during one single trading day, 

equal to 20% of the average daily trading volume of Novo Nordisk 

B shares on NASDAQ OMX Copenhagen during the month of 

January 2012, and a maximum of 7,320,681 shares in total can 

be bought during the trading period. At least once every seven 

trading days, Novo Nordisk will issue an announcement in respect 

of the transactions made under the repurchase programme.

Social performance
We actively manage three dimensions of social performance: 

improving care for people whose healthcare needs we serve; 

developing our employees and ensuring a healthy and safe work 

environment; and making a positive contribution to the communities 

in which we operate.

2011 performance against 
long-term social targets
Adoption of our long-established differential pricing policy, a 

measure of our progress to expand access to diabetes care, continued 

during 2011. During the year, we met targets related to employee 

engagement and made progress towards the target of diversity in 

all senior management teams.

Patients
Access to care
As the leader in diabetes care, our global reach allows us to help 

more people with diabetes. We estimate that 24 million people 

were treated with Novo Nordisk’s injectable diabetes care products 

during 2011. More than 40% of people treated are in countries 

served through Novo Nordisk’s International Operations region. 

See map on pp 28–29.

Novo Nordisk’s long-term efforts to expand access to care and 

treatment include the establishment of the World Diabetes 

Foundation (WDF) in 2002. In 2011, the company donated DKK 65 

million to the foundation, which supports sustainable initiatives to 
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build healthcare capacity to prevent and treat diabetes in developing 

countries. The company’s regular contribution was DKK 51 million, 

equivalent to 0.125% of net insulin sales for the year, in accordance 

with obligations previously agreed to by the company’s share-

holders. During 2011, the company made a special contribution of 

DKK 14 million to WDF for activities relating to the UN High-Level 

Meeting on non-communicable diseases, including diabetes. Novo 

Nordisk also supports the Novo Nordisk Haemophilia Foundation 

(NNHF), established in 2005. In 2011, we donated DKK 16 million to 

NNHF. For more information on the foundations, see pp 34 and 39.

Clinical trials
The number of people participating in Novo Nordisk’s clinical trials 

increased by 16% in 2011 compared with 2010. A total of 22,445 

people participated in Novo Nordisk’s clinical trials in 2011, 

compared with 19,361 in 2010.

Pricing
Our goal is for our differential pricing policy to be accepted in all 

least developed countries. We sold human insulin at or below the 

policy price, not to exceed 20% of the average prices in the western 

world, in 75%, or 36 of 48, of the least developed countries 

during 2011.

Capacity building
To achieve sustainable improvements in access to care and personal 

health, we seek to improve the ability to diagnose and treat diabetes. 

Over the years, our investments in training and education of 

healthcare professionals have been significantly scaled up. During 

2011, approximately 835,000 healthcare professionals worldwide 

attended training programmes conducted or sponsored by Novo 

Nordisk. We also reached approximately 626,000 people with 

diabetes, providing training on how to manage their condition.

In addition to enrolling about 3,400 children with type 1 diabetes 

in our Changing Diabetes® in Children programme during 2011, 

taking the total to nearly 5,000, we trained about 1,000 healthcare 

providers and established more than 40 clinics. The programme 

supports diagnosis and treatment of diabetes in children in 

developing countries.

Employees
Our global growth continued as projected, with new employees 

primarily added in International Operations, North America and 

Region China. At the end of 2011, the total number of full-time 

employees was 31,499, an increase of 7% compared to 2010. At 

the end of 2011, Novo Nordisk employed 32,632 people. In the 

same period, employee turnover increased to 9.8% from 9.1%.

Engagement
The ability to manage global growth and stimulate productivity and 

innovation is tracked through a set of engagement scores from 

our annual employee survey, eVoice. In 2011, the consolidated 

engagement score (on a scale of 1 to 5, with 5 being the best score) 

was 4.3, which was consistent with 2010. Annual scores have met 

our target of 4.0 or above consistently since 2006.

Diversity
We believe that fostering workplace diversity is a prerequisite for 

achieving global growth. Our ambition is that by 2014 all senior 

management teams will include employees of both genders and 

different nationalities. While pursuing this objective we insist that 

all positions are filled by the best candidate. Though we have 

chosen two dimensions of diversity to track at the senior level, our 

focus is broader, ensuring equal opportunities, non-discrimination 

and an inclusive working culture.

At the end of 2011, diversity in terms of gender and nationality was 

reflected in 62% of the 29 senior management teams, compared 

with 54% of 28 at the end of 2010.

Health and safety
The frequency of occupational injuries decreased to 3.4 per million 

working hours in 2011, compared with 4.9 per million working 

hours in the previous year.

Regrettably, a Novo Nordisk sales representative in Bangladesh 

died in a car accident while on Novo Nordisk business in 2011. 

With thousands of employees on the roads around the world, we 

introduced a new global company car guideline in 2011 that 

includes the stipulation that company cars must have above-

average safety ratings using regional benchmarks.

Assurance
Quality
As sales and production output have increased, quality levels, 

measured in terms of inspection findings, have been maintained. 

In 2011, 76 inspections of Novo Nordisk’s production facilities were 

concluded with no significant re-inspections or warning letters.

In 2011, Novo Nordisk had five instances of products recalled from 

the market, in line with 2010. Three recalls were implemented in 

single countries due to product storage issues in the distribution 

chain. Two recalls, involving several countries, were the result of 

product defects relating to production. None of the products 

recalled caused any harm to patients. In all cases, we cooperated 

with local health authorities to ensure appropriate information was 

provided to pharmacies, medical practitioners and patients.

Values
In 2011, we rolled out an updated version of our values-based 

management system, the Novo Nordisk Way, with significant focus 

on ensuring that the values are actively lived across the organisation.
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The Novo Nordisk Way outlines expectations for employee 

behaviour, and adherence to the corporate values is audited as 

part of our ongoing internal assurance process. Values audits, 

called facilitations, are conducted by our global facilitator team, 

consisting of senior people with deep understanding of our 

business and the business environment.

From 1 October 2010 to 30 September 2011, 59 facilitations were 

conducted at unit level, covering more than 13,000 employees. 

Nearly 2,000 employees were interviewed to determine how 

corporate values are being complied with throughout the orga ni-

sation. The primary finding during the facilitation year was that 

the rollout and training related to the new, updated Novo Nordisk 

Way was effectively implemented.

Business ethics
As we grow, onboarding more than 5,000 new employees annually, 

ongoing training helps ensure that all new employees understand 

their responsibilities and the company’s values-based management 

system. Training programmes are developed to address emerging 

trends, such as changes in the regulatory environment. Annual 

business ethics training is required for all relevant employees. In total, 

99% completed the required training in 2011 compared with 98% 

in 2010.

Business ethics audits are conducted using a risk-based approach, 

with on-site interviews and documentation reviews to assess 

compliance with Novo Nordisk’s business ethics procedures. During 

2011, 43 business ethics audits were conducted, an increase from 

35 in 2010.

Our employees have an obligation to report any instances of 

suspected misconduct. This obligation can be met by reporting to 

a manager or company legal counsel. Novo Nordisk also provides 

the option to report suspected business ethics misconduct 

anonymously through a compliance hotline monitored by the 

Audit Committee.

During 2011, 66 cases were reported through the compliance 

hotline, compared with 53 in 2010. Cases reported concerned 

potential instances of business ethics issues, fraud, violations of 

the Novo Nordisk Way, quality concerns and other issues. With 

the introduction of the new Novo Nordisk Way, the most significant 

area of increase was in failures to comply with the company values. 

Disciplinary actions were taken in all substantiated cases. None of 

these cases had any material impact for Novo Nordisk.

Supplier audits
To ensure product quality and manage potential risks in our supply 

chain, we conduct both quality and responsible sourcing audits. In 

2011, a total of 177 audits were conducted, compared with 192 in 

2010. These audits found no significant critical non-conformities.

Environmental 
performance
2011 performance against 
long-term environmental targets
Performance on environmental dimensions improved and we 

successfully exceeded long-term targets for reduction of energy 

consumption, water consumption and CO2 emissions. 

Water and energy consumption for production decreased in 2011 by 

34% and 21% respectively compared with the 2007 baseline, 

exceeding the long-term targets of 11% reductions in both areas by 

2011 compared with 2007. Consumption decreases were mainly due 

to optimisations in insulin bulk production of diabetes care products.

With CO2 emissions from energy consumption in 2011 down 56% 

compared with the 2004 baseline, the company remains on track 

to achieve its long-term target of an absolute reduction by 2014.

Inputs
Energy consumed for production decreased in 2011 by 2.1%, to 

2.2 million GJ. Water consumption, however, increased from 2.0 

million cubic metres in 2010 to 2.1 million cubic metres in 2011, 

an increase of 4.3%.
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Outputs
The total volume of waste increased 62% to 41,376 tons in 2011 

from 25,627 tons in 2010. The increase was primarily due to the 

fact that yeast slurry, previously reused as pig feed, is now disposed 

of at biogas plants and therefore treated as recycled waste. For this 

reason, 70% of waste was recycled in 2011 compared with 51% 

in 2010.

While sales and production increased in 2011, CO2 emissions related 

to production fell by 2% compared with 2010 levels. This was due 

to increased energy efficiency in all production facilities globally. 
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Energy consumption and CO2 
emissions decreased in 2011.

Environmental target update
With the achievement in 2011 of the company’s long-

term targets for energy and water consumption, we have 

framed a new environmental strategy towards 2020 and 

set interim targets for 2014. Focusing on resource pro - 

ductivity, the new target levels are to keep the annual 

rate of increase below the projected rate of growth in 

production.

We believe that the new targets for 2012–2014 are 

ambitious. We have achieved a 34% reduction in water 

consumption for production since 2007. Because a 

substantial portion of the water used by Novo Nordisk  

is for fermentation and purification of insulin, finding 

opportunities to further reduce water consumption is 

challenging. While we have reduced energy consumption 

for production by 21% since 2007, we have more options 

regarding energy usage. The target for constraining 

growth in energy consumption is therefore lower than 

the target for constraining growth in water consumption.

The target levels are based on the assumption of a 

continuation of the current business environment 

and given the current scope of business activities.

Performance against  Result Annual targets
environmental targets 2011 2012–2014

Energy consumption (2.1)% < 3.3%
(change compared to prior year)

Water consumption 4.3% < 5.4%
(change compared to prior year)
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Outlook 2012
The current expectations for 2012 are summarised in the table below:

Novo Nordisk expects sales growth in 2012 of 7–11% measured in 

local currencies. This is based on expectations of continued market 

penetration for Novo Nordisk’s key products, as well as expectations 

of continued intense competition, generic competition to oral 

antidiabetic products, and a continued impact from the implemen-

tation of healthcare reforms primarily in the US and Europe. Given 

the current level of exchange rates versus Danish kroner, the 

reported sales growth is expected to be around 4 percentage points 

higher than growth measured in local currencies.

For 2012, growth in operating profit is expected to be around 10% 

measured in local currencies. The outlook for growth in operating 

profit reflects significant expenditure related to the expected launch 

of the ultra-long-acting insulin Degludec. Given the current level 

of exchange rates versus Danish kroner, the reported operating 

profit growth is expected to be 7 percentage points higher than 

growth measured in local currencies. 

For 2012, Novo Nordisk expects a net financial expense of around 

DKK 1,000 million. The current expectation primarily reflects a net 

loss on the foreign exchange contracts hedging Novo Nordisk’s 

exposure in US dollar, Japanese yen and Chinese yuan. The 

accounting effect of foreign exchange hedging contracts has, in 

line with Novo Nordisk’s accounting policies, been deferred for 

loss recognition in 2012 when the hedged operating cash flows 

will be realised.

The effective tax rate for 2012 is expected to be  22–23%. 

Capital expenditure is expected to be around DKK 3.5 billion in 

2012, primarily related to investments in filling capacity for bio- 

pharma ceuticals in Denmark, filling capacity for insulin in Russia, 

and new prefilled device production capacity in Denmark and the 

US. Expec tations for depreciation, amortisation and impairment 

losses are around DKK 2.9 billion and free cash flow is expected 

to be around DKK 18 billion. 

All of the above expectations are based on the assumption that 

the global economic environment will not significantly change 

business conditions for Novo Nordisk in 2012 and that currency 

exchange rates, especially the US dollar, will remain at the current 

level versus the Danish krone during the remaining part of 2012.

Novo Nordisk has hedged expected net cash flows in a number of 

invoicing currencies and, all other things being equal, movements 

in key invoicing currencies will impact Novo Nordisk’s operating 

profit as outlined in the table below:

The financial impact from foreign exchange hedging is included 

in note 28 pp 80–82.
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Forward-looking statements

Novo Nordisk’s reports filed with or furnished to the US Securities and Exchange Commission 

(SEC), including this document and Form 20-F, both expected to be filed with the SEC in February 

2012, and written information released, or oral statements made, to the public in the future by 

or on behalf of Novo Nordisk, may contain forward-looking statements. Words such as ‘believe’, 

‘expect’, ‘may’, ‘will’, ‘plan’, ‘strategy’, ‘prospect’, ‘foresee’, ‘estimate’, ‘project’, ‘anticipate’, ‘can’, 

‘intend’, ‘target’ and other words and terms of similar meaning in connection with any discussion 

of future operating or financial performance identify forward-looking statements. Examples of 

such forward-looking statements include, but are not limited to:

  statements of targets, plans, objectives or goals for future operations, including those related 

to Novo Nordisk’s products, product research, product development, product introductions and 

product approvals as well as cooperation in relation thereto 

  statements containing projections of or targets for revenues, costs, income (or loss), earnings 

per share, capital expenditures, dividends, capital structure, net financials and other financial 

measures

  statements regarding future economic performance, future actions and outcome of contingencies 

such as legal proceedings, and

  statements regarding the assumptions underlying or relating to such statements.

In this document, examples of forward-looking statements can be found under the headings 

‘Performance in 2011, ‘Outlook 2012’ and elsewhere. 

These statements are based on current plans, estimates and projections. By their very nature, 

forward-looking statements involve inherent risks and uncertainties, both general and specific. 

Novo Nordisk cautions that a number of important factors, including those described in this 

document, could cause actual results to differ materially from those contemplated in any 

forward-looking statements.

Factors that may affect future results include, but are not limited to, global as well as local political 

and economic conditions, including interest rate and currency exchange rate fluctuations, delay 

or failure of projects related to research and/or development, unplanned loss of patents, 

inter ruptions of supplies and production, product recall, unexpected contract breaches or 

terminations, government-mandated or market-driven price decreases for Novo Nordisk’s 

products, introduction of competing products, reliance on information technology, Novo 

Nordisk’s ability to successfully market current and new products, exposure to product liability 

and legal proceedings and investigations, changes in governmental laws and related interpretation 

thereof, including on reimbursement, intellectual property protection and regulatory controls 

on testing, approval, manufacturing and marketing, perceived or actual failure to adhere to 

ethical marketing practices, investments in and divestitures of domestic and foreign companies, 

unexpected growth in costs and expenses, failure to recruit and retain the right employees and 

failure to maintain a culture of compliance.

Please also refer to the overview of risk factors in ‘Risk Management’ on pp 22–24. 

Unless required by law, Novo Nordisk is under no duty and undertakes no obligation to update or 

revise any forward-looking statement after the distribution of this document, whether as a result 

of new information, future events or otherwise.

Expectations are as reported, Current expectations 
if not otherwise stated 2 February 2012

Sales growth 

 in local currencies 7–11% 

 as reported Around 4 percentage points higher

Operating profit growth 

 in local currencies Around 10% 

 as reported Around 7 percentage points higher

Net financials Expense of around DKK 1,000 million

Effective tax rate 22–23%

Capital expenditure Around DKK 3.5 billion

Depreciation, amortisation and impairment losses Around DKK 2.9 billion

Free cash flow Around DKK 18 billion

Key Annual impact on Novo Nordisk’s Hedging 
invoicing operating profit of a 5%  period 
currency movement in currency (months)

USD DKK 775 million 11

JPY DKK 170 million 12

CNY DKK 100 million 121

GBP DKK 75 million 11

1. USD used as proxy when hedging Novo Nordisk’s CNY currency exposure.
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Performance highlights

DKK million 2007 2008 2009 2010 2011 2010–2011

Financial performance      Change
Sales
  Modern insulins (insulin analogues) 14,008 17,317 21,471 26,601 28,765 8.1%
  Human insulins  12,572 11,804 11,315 11,827 10,785 (8.8%)
  Victoza® – – 87 2,317 5,991 158.6%
  Protein-related products 1,749 1,844 1,977 2,214 2,309 4.3%
  Oral antidiabetic products (OAD) 2,149 2,391 2,652 2,751 2,575 (6.4%)

  Diabetes care total 30,478 33,356 37,502 45,710 50,425 10.3%

  NovoSeven®  5,865  6,396 7,072 8,030 8,347 3.9%
  Norditropin® 3,511  3,865 4,401 4,803 5,047 5.1%
  Hormone replacement therapy 1,668  1,612 1,744 1,892 2,054 8.6%
  Other products 309  324 359 341 473 38.7%

  Biopharmaceuticals total 11,353  12,197 13,576 15,066 15,921 5.7%

Total sales by business segment 41,831 45,553 51,078 60,776 66,346 9.2%

  North America 13,746  15,154 18,279 23,609 26,586 12.6%
  Europe 16,350  17,219 17,540 18,664 19,168 2.7%
  International Operations1 5,870  6,353 6,835 8,335 9,367 12.4%
  Japan & Korea 3,843  4,196 4,888 5,660 6,223 9.9%
  Region China1 2,022 2,631 3,536 4,508 5,002 11.0%

Total sales by geographical segment 41,831 45,553 51,078 60,776 66,346 9.2%

Underlying sales growth in local currencies 13% 12% 11% 13% 11% 
Currency effect (local currency impact) (5%) (3%) 1% 6% (2%) 

Total sales growth as reported 8% 9% 12% 19% 9% 

Other financial performance
Depreciation, amortisation and impairment losses 3,007 2,442 2,551 2,467 2,737 10.9%
Operating profit 8,942 12,373 14,933 18,891 22,374 18.4%
Net financials 2,029 322 (945) (605) (449) (25.8%)
Profit before income taxes 10,971 12,695 13,988 18,286 21,925 19.9%
Net profit for the year 8,522 9,645 10,768 14,403 17,097 18.7%

Total assets 47,731 50,603 54,742 61,402 64,698 5.4%
Equity 32,182 32,979 35,734 36,965 37,448 1.3%

Capital expenditure, net 2,268 1,754 2,631 3,308 3,003 (9.2%)
Free cash flow2 9,012 11,015 12,332 17,013 18,112 6.5%

Financial ratios
Percentage of sales
  Sales outside Denmark  99.2% 99.2% 99.2% 99.4% 99.3% 
  Sales and distribution costs 29.6% 28.2% 30.2% 29.9% 28.6% 
  Research and development costs  20.4% 17.2% 15.4% 15.8% 14.5% 
  Administrative expenses 6.0% 5.8% 5.4% 5.0% 4.9% 

Gross margin2 76.6% 77.8% 79.6% 80.8% 81.0% 
Net profit margin2 20.4% 21.2% 21.1% 23.7% 25.8% 
Effective tax rate2 22.3% 24.0% 23.0% 21.2% 22.0% 
Equity ratio2 67.4% 65.2% 65.3% 60.2% 57.9% 
Return on equity (ROE)2 27.4% 29.6% 31.3% 39.6% 46.0% 
Cash to earnings2 105.7% 114.2% 114.5% 118.1% 105.9% 
Payout ratio2 32.8% 37.8% 40.9% 39.6% 45.3% 
Payout ratio excl non-recurring events3 34.9% 36.6% 40.9% 42.8% 45.3% 

      Long-term
Ratios for long-term financial targets       financial targets4

Operating profit margin2 21.4% 27.2% 29.2% 31.1% 33.7% 35%
Operating profit growth (1.9%) 38.4% 20.7% 26.5% 18.4% 15%
Operating profit after tax to net operating assets 27.2% 37.4% 47.3% 63.6% 77.9% 90%
Cash to earnings, (three-year average) 87.0% 97.6% 111.5% 115.6% 112.8% 90%
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 2007 2008 2009 2010 2011 2010–2011

Social performance      Change
Patients:
People with diabetes using Novo Nordisk 
injectable products (million) (estimate) N/A N/A N/A N/A 24 
Healthcare professionals trained or educated 
in diabetes (1,000)  N/A N/A 425 373 835 123.9%
People with diabetes trained (1,000) N/A N/A 416 494 626 26.7%
Donations (DKK million) 76 78 83 84 81 (3.6%)
New patent families (first filings) 116 71 55 62 80 29.0%

Employees:
Employees (total) 26,008 27,068 29,329 30,483 32,632 7.0%
Average of full-time employees 24,344 26,069 27,985 29,423 31,499 7.1%
Employee turnover 11.6% 12.1% 8.3% 9.1% 9.8% 

Assurance:
Relevant employees trained in business ethics N/A N/A N/A 98% 99% 
Fulfilment of action points from facilitations 
of the Novo Nordisk Way 91% 92% 93% 93% 93% 
Product recalls 3 2 2 5 5 –
Warning Letters and re-inspections 0 0 0 0 0 –
Company reputation with external 
key stakeholders (scale 1–7) N/A N/A N/A N/A 5.6 

      Long-term 
Long-term social targets      social targets
Least developed countries where Novo Nordisk sells 
insulin according to the differential pricing policy  72% 64% 73% 67% 75% 100%
Engaging culture (employee engagement) (scale 1–5)  4.1 4.2 4.3 4.3 4.3 4.0
Diverse senior management teams  N/A 43% 50% 54% 62% 100% by 2014

Environmental performance      Change
Inputs:
Energy consumption (1,000 GJ) 2,784 2,533 2,246 2,234 2,187 (2.1%)
Water consumption (1,000 m3) 3,231 2,684 2,149 2,047 2,136 4.3%

Outputs:
CO2 emissions from energy consumption (1,000 tons) 236 215 146 95 93 (2.1%)
Wastewater (1,000 m3)  2,764 2,542 2,062 1,935 2,036 5.2%
Total waste (tons) 23,345 24,314 26,362 25,627 41,376 61.5%

      Long-term 
Long-term environmental targets      environmental targets
Energy consumption       11% reduction
(change compared with 2007) N/A (9%) (19%) (20%) (21%) by 2011
Water consumption       11% reduction
(change compared with 2007) N/A (17%) (34%) (37%) (34%) by 2011
CO2 emissions from energy consumption       10% reduction
(change compared with 2004) 12% 2% (31%) (55%) (56%) by 2014

Share performance
Basic earnings per share/ADR in DKK2 13.49 15.66 17.97 24.81 30.24 
Diluted earnings per share/ADR in DKK2 13.39 15.54 17.82 24.60 29.99 
Dividend per share in DKK 4.50 6.00 7.50 10.00 14.00 
Total dividend 2,795 3,650 4,400 5,700 7,742 

1. As of 1 January 2011, Region China is reported as a separate geographical region. Before 2011, Region China was part of International Operations.  
The historical figures for 2007–2010 have been restated and are comparable with the 2011 regional set-up.

2. For definitions, please refer to p 65.
3. Impact of Zymogenetics, Inc. share divestment, discontinuation of all pulmonary diabetes projects and impact of DAKO A/S share divestment.
4. The long-term financial targets were updated in February 2012. Please refer to p 6.
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JENNY PETTERSSON

The Young Leaders in Diabetes programme involves young people like Jenny from Stockholm, Sweden, working with and for young 

people with diabetes to improve awareness and address the particular challenges involved in being young with diabetes. Representing her 

country’s diabetes association, Jenny took part in the Young Leaders in Diabetes Programme in Dubai during the World Diabetes Congress 

held by the International Diabetes Federation in December 2011. Novo Nordisk is proud to be among the founding partners of this programme.
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The Novo 
Nordisk Way
Novo Nordisk is its people. As the company grows and globalises, 

it is important that we continue to build on a strong foundation 

of shared values. The Novo Nordisk Way, our values-based manage-

ment system, was updated in 2011. In a concise and compelling 

form it makes clear to employees what the company’s ambitions 

are, how we will achieve them, and what we value as an 

organisation. To support it, we have framed 10 essentials that 

describe how our values are put into action in the way we work 

and collaborate and the way we interact with other people. 

During 2011, employees around the world explored the essence of 

the Novo Nordisk Way and what it means to them. Nearly every one, 

97% of employees, participated in training activities. The updated 

and simplified format has been welcomed, in particular the emphasis 

on patients at the front and centre of everything we do and the clear 

language on respect for everyone. The values are also consistent 

with the universal principles for responsible business conduct 

expressed by the UN Global Compact, to which Novo Nordisk has 

been a signatory since 2002.

A follow-up methodology involving values audits, or facilitations, 

helps us assess and manage the degree to which the Novo Nordisk 

Way is actively put into practice throughout our company. To 

support this process, we have a global facilitator team of senior 

people with deep understanding of our business and business 

environment. The head of the team has a formal reporting line to 

the chairman of the Board.

For some units, these audits take place annually; for others, the 

process takes place once every three to five years. Observations 

from this process are reported to the Board of Directors each 

year. See more about facilitations on pp 11 and 43.
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The Novo Nordisk Way
In 1923, our Danish founders began a journey to change 

diabetes. Today, we number thousands of employees across 

the world with the passion, the skills and the commitment to 

continue this journey to prevent, treat and ultimately cure 

diabetes.

serious chronic conditions where we can make a difference.

biological medicines and make them accessible to patients 

throughout the world.

results is what allows us to help patients live better lives, 

offer an attractive return to our shareholders and 

contribute to our communities.

and environmental considerations – we call it the Triple 

Bottom Line.

treat everyone with respect.

potential.

Every day we must make difficult choices, always keeping in 

mind what is best for patients, our employees and our 

shareholders in the long run.

It’s the Novo Nordisk Way.

The Essentials
The Essentials are 10 statements describing what the Novo 

Nordisk Way looks like in practice. 

The Essentials are meant as a help for managers and 

employees in evaluating the extent to which their 

organisational units are acting in accordance with the Novo 

Nordisk Way, ie the degree to which we are ‘walking the talk’. 

The Essentials are helpful in identifying actions which 

business units can take to further align processes and 

procedures with the thinking and values that characterise the 

Novo Nordisk Way.

 1.  We create value by having a patient-centred business 

approach.

 2.  We set ambitious goals and strive for excellence.

 3.  We are accountable for our financial, environmental and 

social performance.

 4.  We provide innovation to the benefit of our stakeholders.

 5.  We build and maintain good relations with our key 

stakeholders.

 6.  We treat everyone with respect.

 7.  We focus on personal performance and development.

 8.  We have a healthy and engaging working environment.

 9.  We optimise the way we work and strive for simplicity.

10.  We never compromise on quality and business ethics.

The Novo Nordisk Way expresses 
our deeply rooted values.
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Our business
Novo Nordisk is a focused healthcare company specialising in 

thera peutic proteins, providing life-saving treatments for people 

with diabetes and rare bleeding disorders. We also offer treatment 

for growth hormone deficiency, as well as low-dose hormone 

replace ment therapy products. Finally, we carry out research and 

development projects targeting treatment of obesity and inflam-

mation.

Offering treatment for unmet medical needs and improving care 

for people with chronic disease is what drives our ambition and 

determines our strategic focus. We seek to leverage our core 

strengths in protein engineering and chronic disease treatment in 

areas where we see potential for global market leadership.

We aim to grow our business in ways that are both responsible 

and sustainable, managing in accordance with the Novo Nordisk 

Way and the Triple Bottom Line principle.

Our corporate strategy
Novo Nordisk’s business is focused on those therapy areas that 

leverage our distinct capabilities and strengths: developing and 

delivering superior protein analogues and the large-scale manu-

facturing and global commercial infrastructure necessary to make 

these analogues widely available.

Our protein analogues are supported by innovative devices that make 

treatment more convenient, which is linked to improved rates of 

treatment compliance and health outcomes. Striving to continuously 

improve chronic disease therapy, we have designed these devices 

to improve dose accuracy, convenience and general user-friendliness. 

The same technologies are used across our entire product line.

Our high-quality, cost-effective global manufacturing infrastructure 

helps Novo Nordisk make innovative treatments accessible to people 

around the world. Our manufacturing infrastructure is supported 

by a lean, flexible supply chain.

Although Novo Nordisk focuses on relatively few therapy areas, we 

sell our products in more than 190 countries with market leadership 

in both developed and emerging markets. Our launches of Victoza® 

in multiple markets demonstrated our global reach. This ability is 

due to our competence in and collaboration between our regulatory 

affairs and sales and marketing organisations, as well as our relation-

ships globally with healthcare specialists.

Expand leadership in diabetes care
For those millions of people who live with diabetes, our goal is to 

offer treatment options that are safe and convenient so that they 

can live their lives to the fullest. Novo Nordisk is uniquely positioned 

to address the issues at the core of the diabetes pandemic. We are 

the only company with a full portfolio of human and modern insulins 

on the market, and our new-generation insulins, Degludec and 

DegludecPlus, were submitted for regulatory approval in 2011. 

See p 33. We are also developing even faster-acting bolus insulin 

to be taken at mealtimes, which is currently in phase 1 clinical trials.

The primary intention of our research efforts in diabetes is to 

address the unmet medical need to safely and effectively lower 

blood glucose while reducing the risk of hypoglycaemia. As well 

as developing new-generation insulins, longer term we hope to 

radically change insulin delivery by offering tablets in addition to 

injectable treatments. The development of oral formulations for 

both insulin and Glucagon-Like Peptide-1 (GLP-1) analogues is still 

at an early stage and many technological challenges remain. Our 

current work involves searching for the most suitable compounds 
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Novo Nordisk’s corporate strategy
Therapy area Compounds and capabilities Strategic focus

The Novo Nordisk Way

Diabetes

Obesity

Haemophilia

Growth disorders

Inflammation

GLP-1

Coagulation factors

Human growth hormone

Insulin and GLP-1

Monoclonal antibodies

Expand leadership

Establish presence

Achieve leadership

Achieve leadership

Establish presence
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and the best method of oral delivery, one that will ensure that the 

active ingredients are not destroyed or degraded in the gastro-

intestinal tract before being absorbed.

We also seek to expand our leadership within GLP-1 treatment. With 

the successful launch of Victoza® (liraglutide), our once-daily GLP-1 

analogue, we have the leading GLP-1 treatment for the early stages 

of type 2 diabetes in adults.

We are now building a GLP-1 portfolio with the intention to provide 

an even broader range of treatment options, including longer-acting 

versions to improve convenience. Our late-stage GLP-1 pipeline 

includes two new treatments, a fixed combination of Victoza® with 

Degludec, which may offer the benefits of both compounds in a 

convenient solution, and a novel once-weekly GLP-1 analogue, 

semaglutide.

While there is not yet a cure for type 1 diabetes, we are conducting 

research in cooperation with leading academic centres to tackle 

the roots of the condition. At our Hagedorn Research Institute, we 

are making progress towards preventing and ultimately curing 

diabetes through projects involving stem cell biology and beta cell 

regeneration. For information on our efforts to find a cure, see 

annualreport2011.novonordisk.com.

Establish presence 
in obesity treatment
Obesity is known to be a major risk factor in developing type 2 

diabetes, cardiovascular disease and a range of other life-threatening 

diseases. Despite the growing prevalence of severe and morbid 

obesity globally, there are currently only a few treatment options.

In studies of people with diabetes and people with obesity who do 

not have diabetes, liraglutide has shown the potential to reduce food 

intake with the result of controlling weight. We are therefore 

exploring the option of using liraglutide as a new way of treating 

high-risk patients, those with obesity-related medical conditions 

such as high blood pressure and high cholesterol levels.

Gaining regulatory approval for antiobesity medications remains 

a major challenge. Compounds developed by other pharmaceutical 

companies to target obesity have experienced significant challenges 

in obtaining regulatory approval due to concerns about side effects 

outweighing potential benefits. However, given the results seen so 

far in randomised controlled trials, we believe liraglutide can offer 

benefits for people with severe obesity and co-morbidities.

Achieve leadership in haemophilia
Our ambition is to achieve leadership in haemophilia by improving 

the efficacy of prevention and treatment of bleeding episodes with 

improved treatment options for all patients. With a significant 

number of compounds in clinical development, we are set to build 

a strong portfolio of recombinant products, covering all the main 

segments of the haemophilia market.

We introduced NovoSeven® for the treatment of haemophilia 

patients with inhibitors 15 years ago and it remains the leading 

recombinant bypassing agent available for the 3,500 people with 

haemophilia who have developed inhibitors to conventional 

treat ments. To further improve treatment of bleeding episodes 

for people with inhibitors, we have a fast-acting recombinant 

factor VIIa analogue, vatreptacog alfa, with improved efficacy in 

phase 3 clinical development.

We are leveraging our core protein capabilities and our under-

standing of haemophilia to develop factor VIII and factor IX 

com pounds for the treatment of haemophilia A and B respectively. 

The primary focus of these development projects is to treat and 

prevent bleeding episodes and consequently reduce damage to 

joints. In 2011, these projects were either recruiting patients in phase 

3 trials or approved to initiate phase 3 trials.

Novo Nordisk filed for regulatory approval of a recombinant factor 

XIII treatment in the US and Europe during 2011. This treatment, if 

approved, will be the only recombinant treatment option for the 

600 people worldwide diagnosed with congenital factor XIII 

deficiency.

Achieve leadership 
in growth disorders
Novo Nordisk’s strategy in growth hormone therapy is to achieve 

leadership by providing innovative and convenient products and 

devices as well as a full range of service offerings for physicians and 

patients in markets where services can be delivered. Norditropin® 

is the only liquid, room temperature-stable growth hormone 

product available in a prefilled pen device, the ergonomic 

Norditropin® FlexPro® with an easy-touch dosing mechanism.

We are also developing a long-acting growth hormone formulation, 

currently in phase 1 trials.

Establish presence in inflammation
Our expertise in design of therapeutic proteins and chronic disease 

care can be leveraged to address the significant unmet medical 

needs in diseases caused by chronic autoimmune inflammation. 

Initial clinical tests of first-in-class, protein-based therapuetic agents 

that reduce the overactive immune response indicate the potential 

to offer significant benefit to patients, but these projects are still 

at an early stage of clinical development.

There are a significant number of people with autoimmune inflam- 

matory diseases who do not adequately respond to current 

treatments. In order to successfully build a presence in treatment 

of inflammation, we are investing in early-stage research with the 

hope of finding the underlying mediators of inflammatory 

conditions and developing new treatments, particularly for 

patients who are unresponsive to current treatments.
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Our goal is to offer treatments 
that are as safe and 
convenient as possible.
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Triple Bottom Line 
management
We aim to grow our business in ways that are both profitable and 

responsible. Recognising that long-term business success relies on 

a healthy economy, environment and society, we manage our 

business in a way that addresses multiple dimensions of perfor- 

mance: financial, social and environmental. We apply the Triple 

Bottom Line principle as a lens for decision making. This approach 

supports long-term success by creating shared value for society 

and our investors. 

Our Triple Bottom Line business principle is anchored in our company 

bylaws, the Articles of Association, and the Novo Nordisk Way. 

We drive our social and environmental performance with the 

same diligence and focus as our financial performance. All business 

units are responsible for monitoring and reporting on their perfor- 

mance in all three dimensions, based on long-term goals and targets 

cascaded through the balanced scorecard process. Managers and 

employees are also encouraged to take initiatives that extend 

beyond compliance measures. 

Our corporate priorities reflect initiatives in support of business 

objectives as well as broader sustainability goals. Our main con-

tributions include expanding access to healthcare and promotion 

of healthy lifestyles, offering an inclusive, healthy and engaging 

working environment, driving carbon reduction and climate 

advocacy, pursuing resource efficiency, combating corruption 

and ensuring consistent responsible business practices and good 

governance.

In 2011, we strengthened internal governance and oversight  

of our corporate sustainability efforts and made progress  

in embedding the Triple Bottom Line more firmly across the 

organisation. The Sustainability Committee, with representation 

from all parts of the business, has overall responsibility for setting 

direction for strategic and proactive management of the sus-

tainability agenda. This includes implementation of initiatives  

in support of the company’s long-term sustainable growth and  

in accordance with the UN Global Compact and other voluntary 

commitments. For more about the internal Novo Nordisk boards 

and committee structure for managing multiple dimensions of 

performance, see annualreport2011.novonordisk.com.

The financial, social and environmental priorities that determine 

the indicators we use to manage performance are listed on pp 

14–15.

Deliver competitive financial results
Growing our business and delivering competitive financial results is 

what allows us to help patients live better lives, offer an attractive 

return to our shareholders and contribute to our communities.

Our targets for operating profit margin, operating profit growth 

and the ratio of operating profit after tax to net operating assets 

provide a guide to the level of growth and profitability to which 

we aspire. The targets also help management establish a balance 

between growing our business profitably in the near term and 

ensuring the company is able to make investments in longer-term 

growth, including investments in clinical development of 

improved therapies.

The growth target for operating profit has been viewed as the 

cornerstone financial target since we began using financial 

targets in 1996. It allows for deviations in individual years if 

necessitated by business opportunities, market conditions or 

exchange rate movements. The continued improvement in 

efficiencies at our manufacturing facilities around the world 

and, longer term, in the productivity of our global sales force 

supports improvements in our operating margin, as does 

improvement in the ratio of administrative costs to sales. Our 

cash to earnings helps ensure that we are able to pay an 

attractive dividend.

Offer a healthy and engaging 
working environment
We believe that having a healthy and engaging working 

environment helps attract, motivate and retain employees and 

that this is critical to sustaining our company’s growth and 

positive contributions to society. Employees around the world 

advocate healthy lifestyles, improved prevention, detection and 

treatment of diabetes, and patient support activities through 

their work as well as through voluntary initiatives. On World 

Diabetes Day in November 2011, for instance, more than 7,500 

employees in more than 50 countries engaged over 1 million 

people in activities to raise awareness about the diabetes 

pandemic. 

 

We have a long-term target to maintain a high level of employee 

engagement, which is assessed through the annual company-

wide survey, eVoice. Survey questions also assess adherence to 

company values, employees’ perceptions of the quality of manage-

ment, their working environment and well-being. This information 

is used by local and corporate management to address any issues 

discovered through employees’ feedback. 

As our business becomes increasingly global, it becomes even 

more important to embrace diversity and embody a global 

mindset. We believe that diverse management teams are best 

suited to drive performance, foster innovative thinking and 

nurture collaboration between people with different perspec-

tives. We aim to increase diversity because we believe doing so 

offers a competitive advantage.

Our leadership development programmes emphasise personal 

leadership and respect for the integrity of each individual. 

Training for managers includes decision-making that balances 

short- and long-term considerations and considers multiple 

dimensions of performance.

Helping people live better lives
Helping people live better lives is at the core of our business. We 

act on the premise that everyone has a right to health. Access to 

care is not only an issue in developing countries. As we seek to 

reach out to more people, we have now begun to report 

estimates of the number of people treated using Novo Nordisk 

diabetes care products.

O
u
r 

b
u
si

n
e
ss

O
u
r 

b
u
si

n
e
ss

Helping people live better lives 
is at the core of our business.

20     Novo Nordisk Annual Report 2011

www.annualreport2011.novonordisk.com/additional-information/governance/boards-and-committees.aspx


A decade ago we began addressing the issues of inadequate 

access to health, introducing a preferential pricing policy in all of 

the least developed countries, launching dedicated programmes 

for underprivileged populations, including women and children, 

and advocating the need for Changing Diabetes® and Changing 

Possibilities in Haemophilia®. 

While we have made progress, we also realise that a different 

approach is needed to increase the scale of our impact, particularly 

as global health becomes a higher priority on the political agenda. In 

2011, we announced a new approach to access to health, informed 

by candid stakeholder dialogues and high-level engagements with 

policymakers. See novonordisk.com/sustainability.

We have also reaffirmed that low-priced insulin will remain in the 

company’s portfolio in low-income countries. Much more can be 

done, yet success hinges on the ability of governments, industry 

and civil society acting together to deliver sustainable, effective 

responses. In 2011, Novo Nordisk worked on several fronts to 

forge partnerships that have the potential to be transformational 

over time. 

Promoting responsible 
business practices
We never compromise on quality and business ethics. In a business 

environment in which compliance requirements constantly increase, 

Novo Nordisk has further geared up to manage developments. 

This is the result of significant efforts invested in expanding the 

business ethics compliance programme with global policies and 

procedures, governance structure, training, audits and 

investigations.

All relevant Novo Nordisk employees are required to be trained 

annually in business ethics guidelines and we train third parties 

who act on our behalf to align understanding of compliance 

requirements and Novo Nordisk’s ethical standards. We have also 

now improved tracking and disclosure of financial interactions 

with healthcare providers. 

We drive progress through systematic management and oversight. 

While seeking to exploit opportunities to act in ways that are 

both responsible and profitable, we also vigilantly manage risks 

to our business by monitoring trends and continuously adapting 

our business practices. Our enterprise risk management system 

considers both financial and non-financial risks, along with 

plans or processes to manage these risks.

From this platform, focused on mitigating risks, we are reinforcing 

a strong ethical mindset in every aspect of the way we do business. 

Expectations for working with integrity are embedded in job 

descriptions, management systems and internal audit processes.

Adherence to voluntary guidelines and participation in 

stakeholder dialogues helps us anticipate and prepare for new 

requirements. Prior to the adoption of the United Nations 

Guiding Principles on Business and Human Rights, Novo Nordisk 

has been actively engaged in shaping the agenda for businesses’ 

responsibility to respect human rights, and in 2011 we commis-

sioned an analysis to assess which additional steps will be 

necessary to take in order to live up to the guidelines.

Decoupling environmental 
impacts from business growth
While growing our business and increasing sales, we seek to 

reduce the consumption of natural resources and manufactured 

inputs, such as packaging, generated by our business activities 

and supply chain. In addition to reducing negative impacts, our 

approach focuses on contributing to solving global challenges 

such as climate change.

Over the past decade, we have demonstrated the ability to 

decouple resource consumption and emissions from sales 

growth. In 2011, we expanded our environmental management 

from a focus on resource productivity optimisation related to 

production to include sustainability aspirations across the entire 

value chain for our customer footprint and our contribution to 

communities.

Contributing to sustainable growth
Case studies of our business approach in different markets 

quantify benefits to patients, cost savings in healthcare systems 

and productivity gains resulting in sustainable societal value.

Through our Blueprint for Change programme we document 

shared value creation and assess the potential for enhanced 

value. Our most recent study is from the US and shows how 

concerted efforts to improve prevention and early detection of 

type 2 diabetes can improve quality of life and reduce healthcare 

costs. Doing so has given us a competitive edge in terms of strong 

relations with stakeholders, a highly engaged workforce in the US 

and recognition as a great place to work. See novonordisk.com/

sustainability.
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Environmentally 
responsible

Socially 
responsible

Patients

Our Triple Bottom Line approach
Financially and economically responsible
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Risk 
management
We believe that our dynamic approach to risk management ensures 

that key risks are proactively identified, assessed and managed. For 

shorter-term risks, we have an ongoing assessment process that 

takes into account the likelihood of an event, its potential impact on 

the business and the need for mitigating action.

Maintaining and monitoring a systematic, integrated process to 

continually assess business risks is the responsibility of Executive 

Management. The Risk Management Board, which has repre-

sentatives of senior management from all parts of the business 

and is chaired by the chief financial officer, sets the strategic 

direction for the risk management process and challenges the 

overall risk profile for Novo Nordisk.

Most important risks
Below are the risks we assess as having the greatest potential 

impact on our business. The risks are not ranked, but are categorised 

and described, including 2011 developments in each risk area.

In the process of setting our strategy, we also identify risks that 

are potential barriers to the achievement of our long-term 

ambitions. For these risks, see pp 18–21.

Market risks 
Price pressures
Healthcare costs are rising and, in many countries, are outstripping 

the pace of economic growth. There is increasing economic, political 

and regulatory pressure to contain these costs, including spending 

on pharmaceutical products. The continued global economic crisis 

has further exacerbated this trend. Examples of how Novo Nordisk’s 

key markets are affected include:

  US: Healthcare reform legislation was enacted in 2010. 

Continued federal budget issues could lead to further pricing 

reforms for products purchased through the Medicare and 

Medicaid programmes.

  Europe: As the region’s debt crisis builds, a number of European 

governments have announced or implemented several rounds 

of healthcare reforms, intensifying an already challenging 

operating environment with significant pricing pressures.

  China: Price reductions for pharmaceutical products were 

introduced in September 2011 as part of healthcare reforms. 

Provincial-level tenders have been introduced in some parts of 

the country.

Documenting treatment benefits is one way to ensure that 

innovation is properly valued. Novo Nordisk conducts a 

considerable number of clinical and health-economic studies to 

substantiate the benefits of our products for patients and society, 

particularly for improved diabetes treatment.

Biosimilar competition
The market for therapeutic proteins is becoming more accessible 

to biosimilar producers. Regulatory processes in Europe and the 

US may change to facilitate potential approval of biosimilar 

products without full clinical development once patents expire. 

Increasing pressure on governments to contain healthcare costs 

makes this scenario more likely.

To address this risk, Novo Nordisk is continuously developing in- 

novative medicines to address unmet medical needs. One example 

is our new generation of insulins, Degludec and DegludecPlus. In 

2011, more than half of Novo Nordisk’s diabetes care sales were 

for modern insulins under patent protection. Novo Nordisk anti- 

cipates that the expiration of certain patents could impact sales 

within the next five years, but the potential launch of new products 

should offset the impact of currently protected products going 

off patent.

Earlier generations of insulin products have been off patent for 

years so this is a risk with which Novo Nordisk is familiar and has 

considerable experience addressing. Biosimilar human insulin 

products have been present on the European market for several 

decades but have had only a marginal impact. In countries such 
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Novo Nordisk’s risk policy
Our policy for risk management is to proactively manage 

risk to ensure continued growth of our business and to 

protect our people, assets and reputation. This means 

that we will:

system while maintaining business flexibility

business

Our risk willingness
Our risk willingness is characterised by the following:

treatment of serious diseases such as diabetes and 

haemophilia. We accept the high level of risk involved 

in bringing such products to market to meet the needs 

of patients in terms of both safety and efficacy.

lowest level possible in both clinical trials and already 

marketed products. The well-being of patients is 

paramount.

of financial risks.

business continuity planning, regular inspections and 

back-up facilities.

For more about our risk management process, see 

annualreport2011.novonordisk.com.
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as India and China, where Novo Nordisk has long had biosimilar 

competition, Novo Nordisk has maintained an insulin volume 

market share of more than 60%.

Research and development risks
Bringing new products to market
Continued growth in our business depends on Novo Nordisk’s 

ability to develop and offer better treatments to patients. At each 

stage of the development process, which includes extensive non- 

clinical tests and clinical trials as well as an elaborate regulatory 

approval process, we may encounter serious obstacles which may 

delay our product initiatives and add substantial expense, or which 

could cause us to abandon a project altogether. Significant delays 

in bringing new products such as Degludec and DegludecPlus to 

market would impact our ability to reach long-term financial 

targets.

In our experience, there is a less than 35% chance of a diabetes 

product candidate in phase 1 in the pipeline ultimately being 

approved for marketing, while the chance of success is around 

40% for phase 2 product candidates and rises to around 70% for 

phase 3, although there remains significant uncertainty regarding 

the timing and success of the regulatory approval process. As the 

Novo Nordisk pipeline becomes more diversified, these figures are 

likely to decline towards industry standards over a longer period. 

The reasons for delays or failure include, for instance, failure of 

the product candidate in non-clinical studies because of safety 

concerns; problems in completing formulation and other testing 

and work necessary to support a regulatory approval process; 

adverse reactions to the product candidate or indications of other 

safety concerns; failure of clinical trial data to support the safety 

or efficacy of the product candidate; inability to manufacture, in  

a timely and cost-efficient manner, sufficient quantities of the 

product candidate for development or commercialisation activities; 

and failure to obtain, or delays in obtaining, the required regulatory 

approvals for the product candidate or the facilities in which it is 

manufactured.

As a result of the risks and uncertainties involved in progressing 

through non-clinical development and clinical trials, and the time 

and cost involved in obtaining regulatory approvals, we cannot 

reasonably estimate the nature, timing, completion dates and costs 

of the efforts necessary to complete the development.

Production and quality risks
Supply disruptions
Failure or breakdown in any of the company’s vital production 

facilities could adversely affect the results of operations and could 

potentially cause employee injuries or infrastructure damage. Fire- 

prevention design, alarms and fire instructions, annual inspections, 

back-up facilities and safety inventories are aimed at mitigating 

this risk. To spread this risk geographically and optimise costs and 

supply logistics, we have established production capacity on five 

continents. See the map of our production facilities on pp 28–29.

Significant decisions were made in 2011 with regard to the 

geographical spread of our facilities. The Board of Directors 

approved investment plans for implementation of new filling and 

packaging facilities for biopharmaceutical products, ensuring 

back-up production capacity for all filled biopharmaceutical 

products. After the earthquake, tsunami and nuclear power plant 

failure in Japan in March, our packaging plant in Koriyama, 60 

kilometres from the affected nuclear power plant, had to close 

for two weeks. An additional warehouse has been established 

450 kilometres from the affected area and a number of measures 

are in place or are being considered to ensure supply to the Japanese 

market in the event of a future emergency.

Risk of product recalls
Product safety is directly linked to patient well-being, so product 

safety and quality are paramount concerns from both financial and 

reputational perspectives. While the gross risk is high, with product 

safety issues having the potential to adversely affect operations, 

we believe that our vigorous efforts to proactively manage and 

mitigate this risk effectively reduce the company’s net risk profile.

We have a global quality system in place, which ensures effective 

mitigation of risks to patient safety and product quality by struc- 

tured and controlled design, development and production risk 

reductions. The risk reduction activities span the entire life cycle 

of any of our products and are ensured by the completeness and 

full compliance of our quality management system with all 

regulatory requirements including standard operating proce- 

dures, quality audits, quality improvement plans and systematic 

senior management reviews.

For information on Novo Nordisk’s product recalls from 2007 to 

2011, see pp 10 and 96.

Financial risks
Exchange rates
Novo Nordisk’s reporting currency and the functional currency of 

corporate operations is the Danish krone, which is closely linked to 

the euro in a narrow range of ±2.25. The majority of our sales, 

however, are in US dollars, European euros, Chinese yuan, Japanese 

yen and British pounds. Exchange rate risk is therefore the company’s 

biggest financial risk and the risk has grown in importance as the size 

of international markets and the share of sales in different currencies 

have increased. To manage this risk, the company hedges expected 

future cash flows for selected key currencies.

For more information on how the company manages this risk, see 

note 27 to the Consolidated financial statements on pp 79–80.

Tax cases
In the course of conducting a global business, transfer pricing 

disputes may occur. Our policy is to pursue a competitive tax level, 

meaning at or below the average for the company’s peer group, in 

a responsible way. This means paying relevant tax in jurisdictions 

where business activity generates profits. Generally, Novo Nordisk 

affiliates pay tax in the countries in which they operate.

We also seek to keep tax levels stable and predictable. To manage 

uncertainties regarding tax, we have negotiated multi-year 

agreements in key jurisdictions.

For details on taxes paid by the company in 2011, see note 9 on p 69.
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Product safety and quality are 
paramount concerns, so we
vigorously manage quality risks.
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Ethical risks
Marketing practices
In a competitive environment with increasing regulation, mar- 

keting practices can be the source of legal action or reputational 

risk. Our reputation as a trusted healthcare partner is integral to 

effectively maintaining and growing our business. At the same 

time, the regulatory context for marketing activity is constantly 

changing. A business ethics policy and global business ethics 

procedures, paired with close monitoring of performance, 

reporting requirements and audits and reviews, all aim to 

mitigate these risks. Significant resources are also dedicated  

to training sales and marketing people around the world.

In May 2009, Novo Nordisk entered into a Deferred Prosecution 

Agreement (DPA) for a three-year period with the US Department 

of Justice relating to certain actions undertaken by Novo Nordisk 

under the Oil For Food Programme for Iraq. We must comply with 

the terms of the DPA in order for the case to be dismissed. Novo 

Nordisk has subsequently enacted a detailed programme to en- 

sure compliance with the DPA, including a reinforced governance 

structure, enhanced third-party due diligence systems and periodic 

testing of systems, policies and procedures.

In February 2011, the office of the US Attorney for the District of 

Massachusetts served Novo Nordisk with a subpoena calling for 

the production of documents regarding potential criminal offences 

relating to the company’s marketing and promotion practices for 

the products NovoLog®, Levemir® and Victoza®. Novo Nordisk is 

cooperating with the US Attorney in this investigation.

In June 2011, Novo Nordisk settled a civil case with the US 

Department of Justice and two individuals regarding alleged 

improper marketing of NovoSeven®. As part of the settlement, 

Novo Nordisk paid 25 million US dollars in total, but denied any 

wrongdoing. In addition to the financial settlement related to 

marketing practices in the United States regarding NovoSeven®, 

as part of the agreement with the US Department of Justice, our 

US affiliate entered into a five-year Corporate Integrity Agree-

ment with the Office of the Inspector General of the US Depart-

ment of Health and Human Services. Under that agreement, our 

US affiliate will add additional reporting and other procedures to 

its already robust compliance programme. Corporate Integrity 

Agreements are customary in this type of settlement and most  

of the major pharmaceutical companies operating in the US are 

party to similar types of agreement.

Significant legal issues relating to marketing practices are 

included in note 31 on pp 86–87.

Legal risks
Intellectual property
Patent rights are a very important tool for promoting innovation, 

leading to new and better products and processes, and stimulating 

long-term economic growth and job creation. Governments may 

not recognise the validity of patents or may be unable or unwilling 

to uphold intellectual property rights. We will enforce our patent 

rights in cases of infringement when this is deemed advisable by 

Executive Management after careful analysis of the patient, social, 

commercial and legal aspects of enforcement. Similar analysis is 

applied to decisions to defend Novo Nordisk’s patent rights against 

other legal challenges. Significant legal issues related to intellectual 

property are included in note 31 on pp 86–87.

Other legal risks
Novo Nordisk operates in a complex global legal and regulatory 

environment with diverse national, regional and international 

legislation. Legal issues may arise relating to product liability claims, 

company practices and government investigations.

For more information on significant legal issues, see note 31 on 

pp 86–87.
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WINNIE MARGIT HANSEN

Winnie works as a process operator at our production site in Hjørring, Denmark, where she is responsible for quality control of 

NovoTwist® needles. By aligning processes, Winnie and her colleagues are now able to produce more needles with shorter lead times, 

without compromising high quality standards. Winnie sees her role as delivering the highest-quality products to people with diabetes 

exactly when they need them.

Novo Nordisk Annual Report 2011     25



Therapy area Indication Compound Description

Diabetes care

Diabetes

Type 1 and 2 
diabetes

Insulin degludec
Ultra-long-acting basal insulin. Submitted for 
marketing authorisation in five markets in 2011. 

Type 1 and 2 
diabetes

Insulin degludec/
insulin aspart

Ultra-long-acting basal insulin in combination with a boost of bolus insulin 
aspart. Submitted for marketing authorisation in four markets in 2011.

Type 2 diabetes
Insulin degludec/
liraglutide

Liraglutide and insulin degludec in a combination. Phase 3 trials ongoing.

Type 2 diabetes Semaglutide Once-weekly GLP-1 analogue. Phase 2 completed.

Type 1 and 2 
diabetes

NN1218 Ultra-fast-acting insulin. Phase 1 trials ongoing.

Type 1 and 2 
diabetes

NN1953 Long-acting oral insulin analogue. Phase 1 trial ongoing.

Type 2 diabetes Liraglutide depot Once-weekly liraglutide formulation. Phase 1 trial initiated during 2011. 

Type 2 diabetes NN9924 Long-acting, oral GLP-1 analogue formulation. Phase 1 trial ongoing.

Type 2 diabetes NN9926 Long-acting, oral GLP-1 analogue formulation. Phase 1 trials ongoing. 

Obesity Obesity Liraglutide Once-daily GLP-1 analogue. Phase 3a programme ongoing.

Biopharmaceuticals

Haemophilia

Congenital FXIII 
deficiency

Catridecacog
Recombinant coagulation factor XIII. Submitted for regulatory approval 
in the US in the first quarter and in the EU in the second quarter of 2011.

Haemophilia A Turoctocog alfa Recombinant coagulation factor VIII. Phase 3 completed in 2011. 

Haemophilia with 
inhibitors

Vatreptacog alfa
Fast-acting recombinant coagulation factor VIIa analogue. 
Phase 3 trial initiated during the second quarter of 2011. 

Haemophilia B N9-GP
Long-acting recombinant coagulation factor IX derivative.  
Phase 3 trial initiated during the second quarter of 2011.

Haemophilia A N8-GP
Long-acting recombinant coagulation factor VIII derivative.  
Phase 3 start planned for 2012.

Haemophilia NN7415
Novel haemophilia treatment in the form of a monoclonal 
antibody against a tissue factor pathway inhibitor. 

Growth 
hormorne

Growth hormone 
deficiency

NN8640 Long-acting growth hormone formulation. Phase 1 trial initiated January 2012.

Inflammation

Rheumatoid 
arthritis

Anti-IL-20 Humanised recombinant monoclonal antibody. Phase 2a trial completed.

Crohn’s disease Anti-NKG2d Humanised recombinant monoclonal antibody. Phase 2a trial ongoing.

Rheumatoid 
arthritis

Anti-NKG2d Humanised recombinant monoclonal antibody. Phase 2a trial ongoing.

Rheumatoid 
arthritis

Anti-C5aR Humanised recombinant monoclonal antibody. Phase 1 trial ongoing.

Rheumatoid 
arthritis

Anti-IL-21 Humanised recombinant monoclonal antibody. Phase 1 trial ongoing.

Rheumatoid 
arthritis

Anti-NKG2a Humanised recombinant monoclonal antibody. Phase 1 trial ongoing.
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Pipeline overview
In 2011, progress was made throughout Novo Nordisk’s clinical 

development pipeline. This overview illustrates key development 

activities, including entries into the pipeline and progression of 

development compounds. See more at novonordisk.com/investors 

and clinicaltrials.gov.

Phase 1
Studies in a small group (usually 10 to 100) of healthy volunteers, 

and sometimes patients, to investigate how the body handles new 

medication and establish maximum tolerated dose.
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Phase 2
Testing a drug at various dose levels in a larger group of patients 

to learn about its effect on the condition and its side effects. In 

phase 2, clinical trials are carried out to evaluate efficacy (and 

safety) in specified populations of patients. The outcome of phase 

2 trials is clinical proof of concept and the selection of dose for 

evaluation in phase 3 trials.

Phase 3
Studies in large groups of patients worldwide comparing the new 

medication with a commonly used drug or placebo for both safety 

and efficacy in order to firmly establish its benefit–risk relationship. 

Phase 3a covers trials conducted after efficacy of the medicine is 

demonstrated but prior to regulatory submission, whereas phase 

3b covers clinical trials completed after regulatory submission.

Intended clinical benefit Phase 1 Phase 2 Phase 3
Filed/regulatory 

approval

Long-acting basal insulin with duration of action of more than 24 hours 
for flexible once-daily treatment and an improved safety profile.

A soluble fixed combination of long-acting insulin combining 
basal insulin coverage with a distinct meal peak of insulin.

Combination of basal insulin degludec and the GLP-1 analogue liraglutide 
providing the benefits of the two components in a single preparation.

Provides the clinical benefits of a GLP-1 analogue with less frequent injections.

Ultra-fast-acting insulin for further improvement 
of glycaemic control in relation to a meal.

Basal insulin delivered as a tablet.

Provides the clinical benefits of a GLP-1 analogue with less frequent injections.

A long-acting GLP-1 analogue delivered as a tablet.

A long-acting GLP-1 analogue delivered as a tablet.

Sustainable weight loss for people with severe obesity, 
including those at particular risk of developing diabetes.

Prophylactic treatment of people with FXIII congenital deficiency.

Prevention and treatment of bleeds in people with haemophilia A.

Effective and sustained resolution of bleeds in people with haemophilia and 
inhibitors, reducing the need for re-treatment and the time to pain relief.

Prophylaxis and treatment of bleeds in people with haemophilia B.

Prophylaxis and treatment of bleeds in people with haemophilia A.

Potential prophylactic treatment of haemophilia with subcutaneous administration.

Provides the clinical benefits of growth hormone with less frequent injections.

Novel mechanism of action intended to improve treatment outcomes 
in patients who do not respond adequately to existing treatments.

Novel mechanism of action intended to improve treatment outcomes 
in patients who do not respond adequately to existing treatments.

Novel mechanism of action intended to improve treatment outcomes 
in patients who do not respond adequately to existing treatments.

Novel mechanism of action intended to improve treatment outcomes 
in patients who do not respond adequately to existing treatments.

Novel mechanism of action intended to improve treatment outcomes 
in patients who do not respond adequately to existing treatments.

Novel mechanism of action intended to improve treatment outcomes 
in patients who do not respond adequately to existing treatments.
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Novo Nordisk at a glance
Novo Nordisk is a world leader in diabetes care and has a leading 

position in haemophilia treatment. We also provide growth 

hormone therapy and hormone replacement therapy and have 

development projects targeting inflammation, obesity and the 

full spectrum of rare bleeding disorders. We have more than 

32,000 employees working in 75 countries. See pp 89–90 

for a list of our subsidiaries.

 North America

 Europe

 International Operations

 Japan & Korea

 Region China

 Headquarters and corporate hubs

 Research and development centres

 Production facilities

 Affiliates

 Representative offices
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People treated with injectable
Novo Nordisk diabetes care
products by geographic
region (estimate)

■ North America 14%

■ Europe 23%

■ International Operations 42%

■ Japan & Korea 5%

■ Region China 16%

Sales by geographic region

■ North America 40.1%

■ Europe 28.9%

■ International Operations 14.1%

■ Japan & Korea 9.4%

■ Region China 7.5%
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Full-time employees (average)
by geographic region

■ North America 15.2%

■ Europe 56.2%

■ International Operations 13.1%

■ Japan & Korea 3.2%

■ Region China 12.3%

People in clinical trials
by geographic region

■ North America 34.5%

■ Europe 34.2%

■ International Operations 24.1%

■ Japan & Korea 3.3%

■ Region China 3.9%
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TRACEY SAVERINO

Tracey, from Bronxville, New York, was diagnosed with gestational diabetes while expecting her baby. Tracey was able to manage the 

condition by focusing on portion control, healthier eating and getting more exercise. Gestational diabetes affects 3–15% of all pregnancies. 

Managing the condition is important to avoid complications for both the mother and infant.
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Diabetes care
Novo Nordisk has pioneered many therapeutic breakthroughs in 

diabetes care and today diabetes remains our primary focus. We 

are the market leader in diabetes care, with about 50% of the 

total insulin market, 43% of the modern insulin (insulin analogue) 

market and 58% of the Glucagon-Like Peptide (GLP-1) analogue 

market based on volume at year-end.

While diabetes care has improved greatly in recent decades, there 

are still millions of people dying, losing their eyesight or requiring 

amputations because of poorly controlled diabetes.  We know 

that people with diabetes often suffer complications because of 

poor blood glucose control.1

 

This is a result of a number of factors, including undertreatment 

because of fear of hypoglycaemia or weight gain, a common side 

effect of insulin treatment. People with diabetes also struggle to 

follow complex treatment regimens exactly, and insulin doses are 

sometimes missed. Lack of access to diabetes medicine and care 

is still a barrier to treatment for millions.

In our efforts to defeat diabetes, we have focused our research 

and development activities on addressing the unmet medical 

need to reduce blood glucose without the side effect of low 

blood glucose episodes, called hypoglycaemia. Findings from a 

landmark study in the UK showed that reducing blood glucose 

levels by close to 1% would reduce diabetes-related deaths by 

more than 20% and reduce microvascular complications by 

nearly 40%.2 Microvascular complications include diabetic 

retinopathy, which causes 10,000 cases of blindness annually  

in the US alone.3 

We are dedicated to Changing Diabetes® and improving the 

health of people with diabetes. We do this by developing 

innovative treatments intended to serve individual needs and 

different stages of diabetes. In addition, we work with govern-

ments, healthcare providers, patient organisations and people 

with diabetes to improve standards of care throughout the world.

The diabetes pandemic
Diabetes is a chronic disease currently estimated to affect more 

than 366 million people. If current trends persist, the International 

Diabetes Federation predicts that the number of people affected 

by diabetes will rise to more than 550 million by 2030. Globally, 

diabetes accounted for 11% of total spending on healthcare in 2011.4

For diabetes, the rule of halves tells the story of missed oppor-

tunities along the care pathway, which includes prevention, 

diagnosis, access to care, achieving treatment targets and 

achieving desired outcomes. Of the estimated 366 million people 

with diabetes, only about half have been diagnosed. 

The millions of people whose diabetes is undiagnosed and 

therefore untreated are at risk of developing complications that 

will significantly impair their quality of life and increase healthcare 

costs. The cost of treatment is usually a small fraction of overall 

spending on diabetes care, with most spending allocated for 

serious complications related to inadequate medical care. In the 

US and Europe, for instance, insulin accounts for 3% of the total 

cost associated with treating diabetes.
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Modern insulins 
Sales development

■ NovoRapid®

■ NovoMix®

■ Levemir®
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Key events in diabetes

and DegludecPlus filed in four markets.

® approved for paediatric use in the EU.

® approved for treatment of gestational 

diabetes in the EU.

® approved for add-on therapy to Victoza® 

for type 2 patients in the EU.

fixed-dose combination.

®, our newest innovation in prefilled devices, 

approved in the EU and introduced in the UK.

Diabetes rule of halves
Of the estimated 
366 million people 
with diabetes …

about 
50% are 
diagnosed …

of which 
about 50% 
receive 
care …

of which 
about 50% 
achieve 
treatment 
targets …

Only around 6% 
are estimated to 
have well-managed 
diabetes and desired 
health outcomes

of which 
about 50% 
achieve 
desired 
outcomes.

Evidence from medical literature suggests that approximately half of most common chronic disorders 
are undetected: the ‘rule of halves’. Actual rates of diagnosis and treatment vary in different countries.5,6
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Unfortunately, it is not only those with undiagnosed diabetes who 

go untreated. Only half of people diagnosed have access to treatment. 

Ensuring access to care can prevent complications and support 

human, social and economic development by reducing the burden 

untreated diabetes places both on healthcare systems and families.

Of those people whose diabetes has been diagnosed and who 

are receiving treatment, it is estimated that only half achieve 

treatment targets and only half of those are achieving desired 

outcomes. Unfortunately, only by achieving treatment targets can 

the risk of developing severe complications be substantially reduced.
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Stroke
Risk: 
Up to four times as likely.

Effective treatment: 
Reduces stroke.

Heart attack

Risk: 
Three times as likely, 
and heart disease is up 
to four times as likely.

Effective treatment: 
Reduces the risk 
of heart failure.

Blindness
Risk: 

Diabetes is a leading 
cause of blindness.

Effective treatment: 
Reduces deterioration 

in eyesight.

Total kidney failure
Risk: 

Three times as likely.

Effective treatment: 
Reduces the causes 

of kidney failure.
Amputation
Risk: 
A leading cause of 
non-traumatic lower 
limb amputations.

Effective treatment: 
Reduces the number 
of amputations.

Progression of type 2 diabetes 
and treatment intensification
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Diet and exercise

Tablets
NovoNorm®

PrandiMet®

GLP-1
Victoza®

Insulin
Levemir®

NovoRapid®

NovoMix®

What is diabetes?
Diabetes is a metabolic disorder affecting the way our bodies use 

digested food for growth and energy. Over 4 million people die 

of complications caused by diabetes every year and millions more 

suffer disabling, costly and life-threatening complications such as 

heart attack, stroke, kidney failure, blindness and amputation. 

Diabetes has two main forms: type 1 and type 2 diabetes. 

Type 1 diabetes is a lifelong autoimmune disease that develops 

when the body creates an immune reation against its own 

cells, destroying beta cells in the pancreas. As a result, the 

pancreas stops producing insulin, typically at a young age. At 

least 90% of people with diabetes have type 2, which is 

caused by a combination of lifestyle and genetic factors. 

People with type 2 diabetes may still make their own insulin  

in the pancreas, but the insulin produced is insufficient and  

is not used as effectively by the body.

Most of the long-term health complications associated with 

diabetes are due to persistent high blood glucose levels, which 

can cause kidney damage, neurological damage, cardiovascular 

damage, damage to the retina or damage to the feet and legs.

Diabetes-related deaths could be reduced by 20% if average 

blood glucose levels (HbA1c) were reduced by 1%.2

Diabetes treatment
For type 1 diabetes, insulin is introduced at diagnosis and is 

required for the rest of the person’s life. Treatment guidelines for 

type 2 diabetes call for different approaches at different stages. 

For type 2 diabetes, the first step is lifestyle changes – diet and 

exercise – and initiation of tablet therapy (metformin). If treat- 

ment targets are not met, GLP-1 therapy, such as Victoza®, or 

basal insulin, such as long-acting Levemir®, may be added. 

As a third step, treatment guidelines call for a transition to 

intensive insulin treatment to maintain good glycaemic 

control. This may include adding a rapid-acting modern 

insulin at mealtimes, such as NovoRapid®, in addition to a 

basal insulin. For insulin initiation, a modern premix insulin 

such as NovoMix® with dual release to cover both mealtime 

and basal requirements may also be used.

One challenge in managing diabetes is to maintain appropriate 

blood glucose levels, adjusting insulin dosing as necessary to 

balance the impact of food and exercise. Low blood glucose 

levels cause hypoglycaemia, which, if untreated, can lead to 

seizures or unconsciousness. In rare cases, hypoglycaemia can 

lead to permanent brain damage or death.

Potential complications  
of uncontrolled diabetes

32     Novo Nordisk Annual Report 2011



Different pathways  
to diabetes control
Modern insulin portfolio
Using protein engineering, we have created a portfolio of insulins 

that offers options for individual treatment needs, accommodating 

different treatment norms and capabilities worldwide. Modern 

insulins are designed to mimic the body’s own physiological 

insulin regulation of blood glucose levels more closely than 

injected human insulin, resulting in better glucose control, lower 

levels of hypoglycaemia and increased convenience for people 

with diabetes. 

Novo Nordisk’s modern insulin portfolio includes:

  Levemir®, a soluble, long-acting modern insulin for once-daily 

use for type 1 and 2 diabetes. When it is time to begin insulin, 

Levemir® provides glucose control with a favourable weight 

profile. Weight maintenance is important because insulin has 

long been associated with weight gain, a barrier to beginning 

insulin treatment according to diabetes experts. Levemir® is also 

the first and only basal insulin analogue approved for two- to 

five-year-olds with diabetes.

  NovoRapid® (NovoLog® in the US), the world’s most widely 

used rapid-acting insulin for use at mealtimes. For people with 

type 2 diabetes who have uncontrolled blood glucose levels 

while on a basal insulin, intensification with NovoRapid® helps 

attain and maintain treatment goals. NovoRapid® is used by 

people with both type 1 and type 2 diabetes. It is also approved 

in some markets for women who are pregnant or 

breastfeeding.

  NovoMix® 70/50/30 (NovoLog® Mix 70/30 in the US) is a 

dual-release modern insulin that covers both mealtime and 

basal requirements. It can be used either to initiate or intensify 

insulin therapy. 

We are committed to producing safe treatments. All of our 

modern insulins have been investigated in many randomised, 

controlled trials and in observational studies in real-life use.

New-generation insulins
Our focus on improving the lives of people with diabetes led us to 

develop two new-generation insulins, Degludec and DegludecPlus, 

which were filed for regulatory approval in key markets in 2011. 

These new-generation insulins are designed to have an ultra-long 

action for the treatment of type 1 and type 2 diabetes, providing 

stable and consistent blood glucose control while reducing the 

rate of hypoglycaemia, particularly at night when hypoglycaemic 

events are difficult to manage. It is known that many healthcare 

providers and people with diabetes intentionally undertreat to 

avoid incidences of hypoglycaemia, allowing higher levels of 

blood glucose with the potential for health complications.

Degludec is designed to provide greater dosing flexibility, with 

more than 40 hours' glucose control. This flexibility can give 

people with diabetes the flexibility to administer once-daily 

treatment at a different time from day to day. DegludecPlus 

combines ultra-long-acting insulin degludec and the most pre- 

scribed rapid-acting insulin, NovoRapid®, providing both basal 

and mealtime glucose control.

The regulatory filings for Degludec and DegludecPlus were largely 

based on results from the BEGIN™ and BOOST™ clinical trial 

programmes. Data from the 17 trials have shown Degludec to 

effectively lower blood glucose levels, while demonstrating a 

lower rate of hypoglycaemia, particularly at night, relative to 

insulin glargine. In addition, Degludec will offer greater flexibility 

as to time of administration and, when used with FlexTouch®, can 

allow larger single doses than other insulin devices on the market. 

At present, many people need to take two injections to get their 

total insulin dose.

 

BEGIN™ and BOOST™ were the largest clinical trial programmes 

in the history of insulin therapy, involving nearly 10,000 people 

with type 1 and type 2 diabetes. The programmes were designed 

after consulting with regulatory agencies in the EU, Japan and 

the US.

Innovative early treatment
Victoza®, or liraglutide, is the first and only human Glucagon-Like 

Peptide (GLP-1) analogue with 97% similarity to the natural gut 

hormone. Like natural GLP-1, once-daily Victoza® works by 

stimulating the beta cells in the pancreas to release insulin only 

when blood sugar levels are high.

Until recently, most available treatments for diabetes involved 

trade-offs for physicians and people with diabetes. While effec-

tive at lowering blood glucose, they carried a high risk of inducing 

low blood sugar episodes (hypoglycaemia) and weight gain.

GLP-1 therapies are a major innovation in the treatment of type 2 

diabetes because they lower glucose while having a very low risk 

of triggering hypoglycaemia, and, for most people with diabetes, 

they also support weight loss. In type 2 diabetes, the ability of the 

pancreas to release insulin in response to glucose is impaired. 

GLP-1 therapies help address this defect by acting directly on 

beta cells in the pancreas so that more insulin is released when 

blood glucose is high.

Victoza®, the only once-daily GLP-1 analogue, can be used by 

adults with type 2 diabetes who are unable to achieve blood 

glucose goals with lifestyle changes and metformin. For most 

people with type 2 diabetes, Victoza® offers significant blood 

glucose reduction with the benefit of some weight loss in a 

flexible dose that can be taken once daily. Treatment guidelines 

now call for the use of GLP-1 as an option for early treatment of 

type 2 diabetes. 

Victoza® is the leading GLP-1 treatment globally and has steadily 

expanded the market for GLP-1 treatment. Now available in 

nearly 50 markets, Victoza® was also approved for use in China 

during 2011. Victoza® achieved blockbuster status in 2011 with 

sales of more than 1 billion US dollars globally. It has been used 

to treat approximately 600,000 people worldwide.
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We seek to help people control 
their diabetes to live longer, 
more productive lives.
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We are exploring longer-acting formulations for GLP-1 treatment. 

Liraglutide depot, a slow-release formulation, is being tested for 

once-weekly use in phase 1 clinical trials. We are also exploring 

the GLP-1 analogue semaglutide for once-weekly use. For more 

information, see pp 26–27.

Device technology supports 
innovative treatments
We continue to focus on making the most preferred treatment 

devices even better. FlexTouch®, our latest innovation in prefilled 

devices, which has been designed to improve the experience of 

performing daily injections, was launched in Europe in 2011. We 

intend to make Degludec and DegludecPlus available in FlexTouch®, 

the first insulin pen that will have the potential to deliver up to 

160 insulin units in a single injection. 

Usability studies have shown that FlexTouch® features are valued 

by patients and healthcare providers. FlexTouch® has a conical 

shape, which is more ergonomic and may help to improve 

stability when injecting. Patients especially appreciate that 

FlexTouch® is the first insulin pen with no push-button extension. 

FlexTouch® also has an easy-touch button, a large, easy-to-read 

scale, accurate and consistent dosing, and an audible click that 

provides a signal when dialling doses up or down or when the  

full dose has been administered.7,8,9

FlexPen®, the world’s most widely used prefilled insulin pen, is 

available for all Novo Nordisk modern insulins and Victoza®. It 

eliminates the need to manually load treatment into a delivery 

device or use a separate vial and syringe.

Changing Diabetes® 
A global commitment 
to people with diabetes
Changing Diabetes® is Novo Nordisk’s global commitment to im-

prove conditions for the millions of people who live with diabetes 

around the world today, and those who are at risk of developing 

diabetes tomorrow. It is a global advocacy and partner platform 

from which we advocate the prevention and earlier detection of 

diabetes, as well as improved treatment, care and health outcomes. 

It is also the framework for a series of partnership programmes 

for interventions and outreach activities, many of which address 

the specific needs of vulnerable groups such as those with low 

incomes, women and children. 

2011 marked a turning point in our fight against diabetes when the 

United Nations convened a special General Assembly to address the 

global challenge of non-communicable diseases, including diabetes. 

Novo Nordisk, represented by President and CEO Lars Rebien 

Sørensen, participated in this historic event, which highlighted the 

serious threat non-communicable diseases present to global social 

and economic development, and the need for concerted action. We 

welcome and support the call to action resulting from the meeting 

and have reaffirmed our commitment to continue our long-term 

efforts to change diabetes through partnerships.

Concerted action to improve 
access to diabetes care
Ahead of the UN High-Level Meeting, we revisited our access to 

health strategy in consultation with key stakeholders, notably the 

World Health Organization, representing different viewpoints, 

insights and regional perspectives. Ten years ago, Novo Nordisk 

launched its first Access to Health strategy, which resulted in the 

establishment of the independent World Diabetes Foundation, 

our differential pricing policy in least developed countries, 

initiatives to improve healthcare capacity and efforts aimed at 

vulnerable population groups, such as the Changing Diabetes®  

in Children programme and the Changing Diabetes® in Pregnancy 

programme. 

Our insights from the past 10 years were captured in a report 

released in 2011, Access to Diabetes Care – Our Approach. While 

our stakeholders recognise that Novo Nordisk has done much to 

improve access to diabetes care in the least developed countries 

of the world, the lack of access to insulin remains a significant 

concern. Dialogues with stakeholders have helped inform our 

priorities going forward with a better understanding of where to 

strengthen our efforts. See novonordisk.com/sustainability.

Our commitment to discover and develop innovative biological 

medicines and make them accessible to patients throughout the 

world is part of the Novo Nordisk Way. Because healthcare systems 

are at different stages of development, different solutions are 

needed in different countries. Novo Nordisk has the unique 

advantage of the broadest portfolio of diabetes treatments. We 

have also committed to keeping low-priced insulin as a key building 

block of our portfolio and making it available in low- and middle-

income countries. Access to diabetes care is a global concern and 

this will be the premise for our access to diabetes care strategy.

Many barriers to insulin access are linked to distribution systems, 

tendering and government policies. As part of our efforts to find 

an innovative, integrated approach to diagnosis, treatment and 

diabetes control for those at the base of the economic pyramid, 

we launched a pilot project in Kenya in December 2011. A public– 

private partnership involving the Kenyan government and other 

stakeholders, the project seeks to reduce direct and indirect costs 

of treatment by limiting price mark-ups in the supply chain and 

reducing travel costs and lost work days by printing prices on 

insulin packaging and distributing insulin at more locations. In our 

search for a sustainable business model for the base of the pyramid, 

additional projects will be launched in 2012 in rural India and 

Nigeria. To improve access to affordable insulin, Novo Nordisk has 

conducted pilot projects in eight least developed countries and 

recruited staff to address barriers in supply chains.

Another priority is to strengthen the capacity of healthcare 

systems by training healthcare providers to diagnose and treat 

diabetes and its complications. In 2011, Novo Nordisk either 

trained or sponsored training for about 835,000 healthcare 

providers. To empower people with diabetes to better care for 

themselves, in 2011 we also trained or funded training for about 

626,000 people.

In our efforts to strengthen healthcare system capacity, Novo 

Nordisk established the World Diabetes Foundation in 2002. This 

independent and non-profit foundation supports the prevention 

and treatment of diabetes where it is needed most, providing 

funding for local initiatives that improve healthcare system 
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capacity. To date it has supported 278 projects in 100 countries. 

We contribute a portion of our insulin sales to the Foundation 

each year, in line with an agreement with our shareholders. These 

contributions totalled 606 million Danish kroner during the 

period from 2002 to 2011. In financial terms, this is our biggest 

single commitment to the improvement of diabetes care in low- 

and middle-income countries. Novo Nordisk also has two seats 

on the Foundation’s board. See pp 9 and 86 for more information. 

Better treatment and care for all
The 2011 UN High-Level Meeting concluded in a UN Declaration 

that calls attention to the threat diabetes and other chronic con- 

ditions pose, and stresses the need for prevention, early detection 

and early intervention. This focus is in line with our long-term efforts 

to increase awareness of diabetes among policymakers. We are 

committed to engaging with stakeholders to explore how the UN 

Declaration can be translated into concrete action to achieve this 

objective. 

Through 87 Diabetes Leadership Forums and regional or national 

roundtables in 78 countries since 2005, we have engaged more 

than 10,000 key stakeholders to date, helping to reach consensus 

about what it will take to address the current challenges and change 

diabetes. During 2012, the European Diabetes Leadership Forum 

will be held in Copenhagen under the auspices of the Danish EU 

Presidency. The event will be hosted by the Danish Diabetes 

Association and the OECD, and Novo Nordisk will co-organise the 

Forum. We will also continue our efforts to follow up on previous 

leadership forums in Russia, China, sub-Saharan Africa, the Middle 

East and North Africa, all of which involve commitments to action 

that will benefit people with diabetes.

Through our national Changing Diabetes® programmes, we 

promote better education of healthcare professionals and wider 

availability of screening for diabetes to help save lives and reduce 

long-term economic costs. One example is our Ask.Screen.Know 

initiative in the US, which supports diabetes screening for people 

in the US’s Medicare programme who are at risk of diabetes. It is 

estimated that only 10% of people with risk factors have been 

screened since Medicare began offering screenings in 2005. We 

encourage physicians to have at-risk patients screened and to talk 

with their patients about blood sugar numbers and healthy life- 

style changes. See AskScreenKnow.com and the Ask.Screen.

Know page on Facebook.

Understanding the needs of people with diabetes is a cornerstone 

of our advocacy work. The second Diabetes Attitudes, Wishes 

and Needs (DAWN™) study represents one of the most significant 

new initiatives from Novo Nordisk to learn from people with 

diabetes and those who care for them. It is a follow-up to our 

landmark study in 2001 to assess the needs of people with diabetes 

globally, with the aim of improving patient involvement, self-

management and psychosocial support. The largest study of its 

kind, the new DAWN™ study will involve more than 16,000 

people worldwide to establish a new understanding and awareness 

of the needs of people with diabetes and those who care for them.

Working in partnership 
across healthcare systems
Most developing countries have no facilities for treating children 

with diabetes. Children with type 1 diabetes have high mortality 

rates, with life expectancies of less than one year in some countries 

in sub-Saharan Africa. Our Changing Diabetes® in Children pro- 

gramme provides the necessary medical and laboratory equipment, 

organises training of healthcare professionals, puts in place 

patient education and creates systems for adequate monitoring 

and follow-up. In addition, insulin and diabetes supplies are 

provided free of charge for the duration of the programme. With 

the ambition of reaching 10,000 children with diabetes within 

five years, we made a 25 million US dollar commitment in 2008.

In 2011, we expanded the programme to India and Ethiopia, enrolled 

about 3,400 children and established more than 40 new clinics 

under the Changing Diabetes® in Children programme, which now 

provides treatment for about 5,000 children.

As part of our contribution to the UN Secretary General’s Every 

Woman Every Child programme, Novo Nordisk has launched its 

Early Origins of Health initiative with the aim of preventing future 

cases of diabetes through screening and treatment of gestational 

diabetes. The initiative is based on partnerships with industry 

peers, the World Diabetes Foundation and the United Nations 

Foundation where each will contribute their expertise in the field 

of health literacy, nutrition, research, access to health, and 

connecting people, ideas and resources.

Our ongoing Changing Diabetes® in Pregnancy programme ties 

to the Early Origins of Health initiative. We have set up local 

public–private partnerships in India, Colombia and Nicaragua 

with an ambition to reach 60,000 pregnant women. We work 

with local health authorities and other partners to train health-

care professionals, build capacity in the health system for 

gestational diabetes screening and management, and test 

innovative ways to effect lifestyle change. The hope is to identify 

cost-effective ways of reducing the burden of diabetes.
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World Diabetes 
Foundation’s 
impact 2002–2011
  More than 5.6 million people have been screened for diabetes 

  More than 5,000 clinics and micro clinics have been created 

or strengthened by WDF

  1.4 million people with diabetes have been registered and 

treated through diabetes clinics

For more information on the WDF visit worlddiabetesfoundation.org.
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ALFRED MONAMETSI

Alfred, from Johannesburg, South Africa, was diagnosed with haemophilia at birth and has been more mobile since beginning to use 

NovoSeven®. As a pastor and certified coach, being able to get out into the community is an important part of doing what Alfred loves: 

helping people. He hopes that future improvements in treatment will make it even easier for people with haemophilia to lead normal lives.
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Biopharma-
ceuticals
We use our understanding of chronic conditions to make a 

difference for people with haemophilia and other rare bleeding 

disorders, growth hormone disorders, symptoms of menopause 

and inflammatory diseases. Our specialised expertise in proteins 

gives us an advantage in developing innovative treatments in 

these therapy areas. 

Commitment
to haemophilia
We see a future where all people with haemophilia have the 

opportunity to live the life they desire. Our commitment to 

haemophilia builds on our 20 years of research into bleeding 

disorders and our promise to work with and listen to patients to 

improve treatment. For details of our strategy to achieve our 

haemophilia ambition, see p 19. 

We developed our recombinant, activated factor VII product, 

NovoSeven®, for the 3,500 people with haemophilia who have 

developed inhibitors, or neutralising antibodies, to their normal 

treatment. NovoSeven® provides effective treatment for bleeding 

episodes. It was a significant innovation when launched in 1996 

and remains the only room temperature-stable recombinant 

bypassing agent available for people who have haemophilia with 

inhibitors. 

NovoSeven® is also the only recombinant medication approved 

for the treatment of bleeding episodes in acquired haemophilia, 

factor VII deficiency and, in Europe, Glanzmann’s thrombasthenia. 

Thanks to its therapeutic properties, 15 years after launch 

NovoSeven® achieved sales growth of 4% in Danish kroner. We 

are continuing to look for ways to make treatment for people 

with haemophilia with inhibitors even more effective. 

To support our ambition and also help people with general 

haemophilia, we have developed the broadest pipeline of 

haemophilia research and development projects in the pharma-

ceutical industry, including treatments for haemophilia A and B. 

See p 38.

As we seek to expand our portfolio and achieve leadership in the 

treatment of haemophilia, we are developing compounds 

targeting faster, more efficient long-acting and even sub-

cutaneous (as opposed to intravenous) prevention and treatment 

of bleeding. During 2011, we made significant progress in the 

development of solutions for the range of haemophilia and other 

rare bleeding disorders. See pp 19 and 26–27.
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Biopharmaceuticals
Sales development

■ Haemostasis management
 (NovoSeven®)

■ Growth hormone therapy

■ Hormone replacement
 therapy

■ Other products

DKK billion

11.4

15.9

12.2

15.1

2011

2010

2009

2008

2007

13.6

Key events in
biopharmaceuticals

factor VIII treatment for haemophilia A.

recombinant treatment for people with haemophilia B.

recombinant treatment for haemophilia with inhibitors.

treatment for people with haemophilia A. Decision 

made to initiate a phase 3 trial in 2012.

the only recombinant treatment for ultra-rare 

congenital factor XIII deficiency.

formulation.

Novo Nordisk aspires to
offer treatment for all
people with haemophilia

Haemophilia A
Approx 250,000 patients

Haemophilia B 
Approx 50,000 patients

Inhibitor segment
Approx 3,500 patients

Source: Stonebraker JS et al. Haemophilia 2010; 16:20–32. Haemophilia A and B patients 
represent those characterised as severe.
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Changing Possibilities 
in Haemophilia®

To help build a better tomorrow for people with haemophilia, we 

partner with the haemophilia community to deliver innovative 

treatments, access to care, education and community support to 

empower patients.

We recognise that medical products do not address all aspects of 

haemophilia. To strengthen understanding of life with haemophilia, 

we initiated a psychosocial study to determine how to best support 

the needs of people with haemophilia. Interviews have been 

conducted with 900 people to date, including those with 

haemophilia, caregivers and healthcare professionals, in 12 countries. 

This study, called HERO for Haemophilia Experiences, Results and 

Opportunities, is inspired by our decade of experience with 

psychosocial studies in diabetes. 

The initial findings, reported at the meeting of the International 

Society of Thrombosis and Haemostasis in Kyoto, Japan, in July 

2011, underline the importance of psychosocial issues in 

haemophilia, which include family tensions, problems of inte-

gration at school, fear of stigmatisation, and concerns about 

integration at work, forming relationships and starting a family.

When the study is finalised in 2012, it will be the largest 

international study into the social and psychological aspects of 

life with haemophilia. More information about HERO is available 

at changingpossibilities.com.

We collaborate with patient and medical organisations around 

the world to drive knowledge about haemophilia and offer training 

to the medical community to improve access to diagnosis and care 

for people with haemophilia globally. Through the Novo Nordisk 

Haemophilia Access to Insight programme we offer support to 

encourage doctors and scientists to enhance their understanding 

of haemophilia and share best practices to improve care. We also 

sponsor an accredited training programme, the Haemophilia 

Academy, as well as scientific sessions at major congresses.

Because haemophilia and other bleeding disorders are relatively 

rare, support for people with bleeding disorders and the com-

munities that support them is critical. To help people with inhibitors 

meet others like them to share information, Novo Nordisk has set 

up a Facebook page for the approximately 800 people with 

inhibitors in the US. Through the changingpossibilities-US.com 

website, we also help caregivers and teenagers connect with 

others like themselves to share experiences.

This year, we launched the Best Buddy award programme in the 

UK at an event at the Houses of Parliament in collaboration with 

the UK Haemophilia Society. The programme raises awareness of 

haemophilia and rare bleeding disorders and recognises the vital 

support provided by the families, carers, friends and teachers of 

children with these conditions. 

Novo Nordisk was an official sponsor of World Haemophilia Day, 

17 April, in 2011. The designated day promoted awareness and 

understanding of haemophilia. Novo Nordisk sponsored activities 

in more than 20 countries, reaching thousands of people. Novo 

Nordisk is also a sponsor of the World Federation of Hemophilia’s 

50th birthday celebrations, which begin in 2012.
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What is haemophilia?
Haemophilia is an inherited or acquired bleeding disorder 

that prevents blood from clotting. More than 300,000 

people worldwide are living with severe haemophilia. 

They lack, either partially or completely, an essential 

clotting factor needed to form stable blood clots.

The treatment for haemophilia involves intravenous 

administration of replacement clotting factors. Treatment 

may be administered only when bleeding occurs or, 

increasingly, on a preventive basis, which is called 

prophylactic treatment.

People with haemophilia A may have either no or decreased 

ability to produce clotting factor VIII. Those with haemophilia 

B have deficiencies in producing clotting factor IX.

Some people with haemophilia develop inhibitors, or 

resistance (due to antibody formation), to their normal 

replacement treatment. For these 3,500 people, factor 

VIIa provides clotting action to treat bleeds.

For people with haemophilia, bleeds often occur in the 

joints, particularly the knees and ankles. Bleeds can also 

occur in the muscles, soft tissues, gastrointestinal tract, 

and even in the brain. Surgery, and even tooth extractions, 

require careful medical intervention to control bleeding. 

Without treatment, uncontrolled bleeding can cause 

stiffness, pain and severe joint damage leading to impaired 

mobility. An intracerebral haemorrhage will often be fatal. 

While, thankfully, haemophilia is not becoming more 

common, more people in the world are now having the 

condition properly diagnosed and treated. Also, as 

treatment improves, those with this lifelong condition are 

living longer lives.

Location of bleeds 
and their consequences

Impact on joints:

causes a strong inflammatory 
reaction that predisposes to 
further bleeding.

treatment of repeated joint 
bleeds results in a ‘target 
joint’.

and extremely painful, 
and mobility is restricted.

erodes completely and 
permanent joint damage 
(arthropathy) occurs.

orthopaedic reconstructive 
surgery.

Brain

Muscles

Joints

Gut

Kidneys

Nose and gums

Head and neck
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Expanding access to care
We partner with physicians, policymakers and the wider 

haemophilia community to secure optimal care for people 

affected by haemophilia globally.

To give surgical teams an understanding of options for managing 

necessary surgical procedures for people with haemophilia, we 

launched an ongoing training programme in 2009. People with 

haemophilia may suffer joint damage from repeated bleeds. Joint 

replacement may end chronic pain, but there are special challenges 

in performing surgery on people with haemophilia with inhibitors. 

Four-day training programmes are being held at haemophilia 

centres worldwide, with each session accommodating up to four 

surgical teams.

Our commitment to the global haemophilia community includes 

efforts to close the gap in care between developed and 

developing countries. We established the non-profit Novo 

Nordisk Haemophilia Foundation (NNHF) in 2005 to address the 

significant need to improve access to care and treatment in 

developing countries. An estimated 75% of the global population 

of people with haemophilia and other rare bleeding disorders live 

in the developing world, and many go undiagnosed or receive 

inadequate care and treatment. Without adequate care, quality 

of life and life expectancy are often significantly reduced.

Our donations to the NNHF, totalling 90 million Danish kroner from 

2005 to 2011, support projects and fellowships in 33 developing and 

emerging countries. NNHF programmes improve access to care by 

focusing on capacity building, awareness creation and diagnosis and 

registries. By working with partners across all areas of the 

haemophilia and allied bleeding disorder community with local 

ownership of projects, the NNHF aims to ensure the sustainability of 

development programmes. See nnhf.org for more information.

Other therapy areas
As a focused healthcare company, we consider our core strengths 

in protein engineering and chronic disease treatment when 

determining which therapy areas to enter. We also assess the 

potential for global market leadership.

Growth hormone therapy
Through our 40-year commitment to growth hormone therapy 

and our expertise in protein molecules, we have become one of 

the world’s leading producers of human growth hormone. Growth 

hormone deficiency is due to a defect in the pituitary gland at the 

base of the brain. If the pituitary gland does not produce enough 

growth hormone, growth is slower than normal. Children need 

growth hormone to grow to normal height. In adults, growth 

hormone is needed to maintain the proper amounts of body fat, 

muscle and bone to reduce metabolic complications and maintain 

a good quality of life.

Norditropin® is the only liquid growth hormone product with a 

formulation that does not require refrigeration after first use and 

is available in a prefilled, ready-to-use device.1 Although Norditropin® 

is a man-made form of growth hormone, it is identical to growth 

hormone produced by the body. Norditropin® is approved for the 

treatment of certain growth hormone deficiencies in children and 

adults. In some markets, it is approved to help children of short 

stature as a result of Noonan syndrome or Turner syndrome grow 

taller. Research shows that children of short stature may be more 

likely to experience difficulty at school, while adults with growth 

hormone deficiency may have below-average health-related 

quality of life.

Our commitment to growth hormone therapy includes 

development of a long-acting formulation, which is currently in 

phase 1 clinical trials. One example of our ongoing efforts to 

build upon scientific research to improve patient care is the 

NordiNet® International Outcome Study, an electronic patient 

data registry intended for endocrinologists. We also engage in 

activities to raise awareness of the need for diagnosis and 

treatment of growth hormone disorders among general health 

practitioners.

We have drawn on our technological expertise in injection devices 

to improve growth hormone delivery systems and products. In 

2011, we launched a new prefilled device, Norditropin® FlexPro®, in 

Australia. Norditropin® FlexPro® was first launched in 2010 in 

Europe, Japan and the US. Its features include an easy-touch dose 

button and an audible click, which lets the user know when the full 

dose has been delivered. The pen is also shorter, with the intention 

to make it easier to hold and handle for both children and adults.

Hormone replacement therapy
Our market-leading hormone therapy products Vagifem® and 

Activelle® (Activella® in the US) build on our 35 years of experience 

with hormone treatment for menopausal symptoms. Vagifem® 10 μg, 

the lowest effective dose available for the local treatment of vaginal 

atrophy, was launched in Spain, Finland and Norway during 2011. 

Our long-standing position is that hormone replacement therapy for 

women should be prescribed at the lowest effective dose and for a 

time period consistent with treatment goals and assessed risks.
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We partner with the haemophilia 
community to deliver access 
to care and empower patients.

Novo Nordisk 
Haemophilia 
Foundation’s 
impact 2005–2011
People reached through educational activities More than 13,000

People with haemophilia retested or diagnosed More than 12,600

Healthcare providers trained in haemophilia care More than 7,700

Projects initiated with local partners 53

Fellowships awarded to healthcare professionals 17

1.  Only the 5 μg and 10 μg sizes are room temperature-stable. All Norditropin® products must be 
refrigerated prior to first use. Do not freeze. After initial use, FlexPro® 5 mg/1.5 ml and 10 mg/1.5 
ml delivery pens can either be stored outside the refrigerator (at up to 25°C or 77°F) for use within 
three weeks, or in the refrigerator (between 36°F and 46°F) for use within four weeks. The 
FlexPro® 15 mg/1.5 ml and NordiFlex® 30 mg/3 ml delivery pens must always be refrigerated 
(between 36°F and 46°F) – both prior to and after the initial injection – for use within four weeks.
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NANCY SHAMMOUT

For Nancy, a diabetes product specialist in Amman, Jordan, working for Novo Nordisk means being a part of improving life for people 

with diabetes. She works with healthcare providers and patients in Jordan to improve awareness of modern insulins and how they can 

improve glucose control.
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Corporate 
governance
Novo Nordisk seeks to create sustainable value and our 

corporate governance framework is designed to support this. 

While our corporate governance framework complies with 

applicable laws and requirements, it is designed specifically for 

Novo Nordisk.

Framework
The Novo Nordisk Way forms the foundation of our internal 

values-based framework, with values that are consistent with the 

principles of good governance. Our corporate governance frame-

work aligns with internal principles as well as external regulations 

and codes. This includes compliance with applicable securities 

laws and corporate governance standards in Denmark and the 

US, including the Danish Corporate Governance Recommendations.

The values of the Novo Nordisk Way reflect the shared values of 

the Novo Group, of which Novo Nordisk is a member. The holding 

company of the Novo Group is Novo A/S, a Danish limited liability 

company wholly owned by the Novo Nordisk Foundation, a 

commercial foundation. See novonordiskfonden.dk.

Novo Nordisk adheres to the Charter for Companies in the Novo 

Group, which is available online at novo.dk. However, all strategic 

and operational matters are solely decided by the Board and 

Management of Novo Nordisk.

Governance structure
Our company holds itself accountable to shareholders for its 

performance. We seek to enhance the accuracy, completeness 

and reliability of the information provided in annual reporting 

through internal controls, assurance and independent audits. 

Reporting helps shareholders assess the actions of the Board 

and Management. 

Shareholders
Novo Nordisk’s share capital is divided into A shares and B shares. 

All A shares are held by Novo A/S, which also holds B shares, as 

reported on p 53. The B shares are traded on NASDAQ OMX 

Copenhagen and in the form of ADRs on the New York Stock 

Exchange. Each A share (nominal value 1 Danish krone) carries 

1,000 votes and each B share (nominal value 1 Danish krone) 

carries 100 votes. Special rights attached to A shares include 

pre-emptive subscription rights in the event of an increase of the 

A share capital and pre-emptive purchase rights in the event of 

a sale of A shares and priority dividend if the dividend is below 

0.5%, while B shares take priority for dividends between 0.5% 

and 5% and for winding-up proceedings.

Shareholders have ultimate authority over the company and 

exercise their right to make decisions at general meetings in 

person, by proxy or by correspondence. Resolutions can generally 

be passed by a simple majority. However, resolutions to amend 

the Articles of Association require two-thirds of votes cast and 

capital represented, unless other adoption requirements are 

imposed by the Danish Companies Act. We are not aware of the 

existence of any agreements with or between shareholders on 

the exercise of votes or control.

At the annual general meeting, shareholders approve the annual 

report and any amendments to the company’s Articles of 

Association. Shareholders also elect board members and the 

independent auditor.

The Board has decided that general meetings should be conducted 

by physical attendance. Shareholders may, however, vote by proxy 

or correspondence, either electronically or by mail. The meeting is 

webcast and can be viewed online at novonordisk.com.

General meetings must be called with three to five weeks’ 

notice. The meeting agenda is sent out with a combined proxy 

and voting form, allowing shareholders to vote on each agenda 

item separately. A shareholder’s right to attend and vote at a 

general meeting is determined by shares owned as of the record 

date, which is one week prior to the general meeting. All share-

holders may, no later than six weeks prior to the general meeting, 

request that proposals for resolution be included on the agenda. 

The deadline for applying for an admission card to a general 

meeting is no later than three days prior to the general meeting. 

All documents relating to general meetings are published on 

Novo Nordisk’s website at least three weeks prior to the event.

Board of Directors
The company has a two-tier board structure consisting of the 

Board of Directors and Executive Management. The two bodies 

are separate and no one serves as a member of both. On behalf 

of shareholders, the Board determines the company’s overall 

strategy and actively contributes to developing the company as a 

focused, sustainable, global pharmaceutical company. The Board 

supervises Executive Management in its decisions and operations. 

It may also issue new shares or buy back shares in accordance 

with authorisations granted by the general meeting and recorded 

in the meeting minutes. For minutes from the general meeting, 

see novonordisk.com/about_us.

The Board has 12 members, eight of whom are elected by share-

holders at general meetings and four by employees in Denmark. 

Shareholder-elected board members serve a one-year term and 

may be re-elected. Members must retire at the first general 

meeting after reaching the age of 70. The majority of the 

shareholder-elected board members, five out of eight, are 

independent as defined by the Danish Corporate Governance 

Recommendations. See p 50. 

A proposal for nomination of board members is presented by 

the Chairmanship to the Board, taking into account required 

competences as defined by the Board’s competence profile, and 

reflecting the result of a self-assessment process facilitated in 

some years by external consultants. The assessment process is 

based on written questionnaires and evaluates the Board’s 

composition and the skills of its members, including whether 

each board member and executive participates actively in board 

discussions and contributes with independent judgement.
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Our corporate governance 
framework supports 
sustainable value creation.
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The self-assessment and the Board’s competence profile are 

used in the nomination process. The competence profile was 

significantly revised in 2011 to include special competences 

relating to the chairmanship, aspirations regarding Board 

diversity and a 12-year guiding principle on Board tenure.

To ensure that discussions include multiple perspectives 

representing the complex, global pharmaceutical environment, 

the Board aspires to be diverse in gender and nationality. 

Currently, about 40% of the Board is either female or a citizen 

of a country other than Novo Nordisk’s home market. Half of 

the shareholder-elected board members are non-Danes. While 

the Board is 8% female, no shareholder-elected board members 

are female.

The self-assessment conducted in 2011 resulted in enhancements 

in the succession process and preparedness as well as improve-

ments to nomination criteria for new board members. In order to 

support continued fulfilment of the Novo Nordisk Way, criteria for 

board members include integrity, accountability, financial literacy 

and desire for innovation. Members are also expected to have 

experience managing major companies that develop, manufacture 

and market products and services globally. The competence 

profile, which includes nomination criteria, is available online 

at novonordisk.com/about_us. 

Under Danish law, Novo Nordisk’s employees in Denmark are 

entitled to be represented by half of the total number of board 

members elected at the general meeting. In 2010, employees 

elected four board members from among themselves. Board 

members elected by employees serve a four-year term and have 

the same rights, duties and responsibilities as shareholder-elected 

board members.

The Board met seven times during 2011. Four meetings were 

attended by all board members; three of the members were 

excused from attending one meeting each during the year. With 

the exception of agenda items reserved for the Board’s internal 

discussion at each meeting, executives attend and may speak, 

without voting rights, at board meetings to ensure that the Board 

is adequately informed of the company’s operations. Executives 

provide regular feedback from meetings with investors to give 

board members an insight into major shareholders’ views of the 

company.

Chairmanship
The annual general meeting directly elects the chairman and the 

vice chairman. In 2011, the Chairmanship held seven meetings 

and both members attended all meetings. 

The Chairmanship carries out administrative tasks such as 

planning board meetings to ensure a balance between overall 

strategy setting and financial and managerial supervision of the 

company. It also reviews the fixed asset investment portfolio. 

Other tasks include recommending the remuneration of directors 

and executives, and suggesting candidates for election by the 

general meeting.

In practice, the Chairmanship has the roles and responsibilities of 

a nomination committee and a remuneration committee, and 

presents proposals to the Board. The Board has not established 

separate committees, believing that each board member must 

have the opportunity to contribute actively to discussions and 

have access to all relevant information about remuneration and 

nomination.

In March 2011, the annual general meeting elected Sten Scheibye 

as chairman and Göran A Ando as vice chairman. See novonordisk.

com/about_us for a detailed report on the Chairmanship’s 

activities.

Ad hoc nomination team
To enhance focus on the succession preparedness of the Board 

and of Executive Management, an ad hoc nomination team, 

consisting of the Chairmanship plus Jørgen Wedel and Henrik 

Gürtler, was established to prepare the Board's discussions 

regarding nomination of board members and succession in 

Executive Management. This team served throughout 2011 

but is not intended to be a permanent committee of the Board.

Audit Committee
The three members of the Audit Committee are elected by 

the Board from among its members. All members qualify as 

independent and have been designated as financial experts as 

defined by the US Securities and Exchange Commission (SEC). 

Under Danish law, all members qualify as financial experts and 

two of the members also qualify as independent. In 2011, the 

Audit Committee held four meetings, attended by all members.

The Audit Committee assists the Board of Directors with oversight 

of the external auditors, the internal audit function, complaints 

regarding fraud or violations of ethics, values or quality controls, the 

financial and non-financial reporting process and post-investment 

reviews. The Audit Committee conducts a self-assessment annually, 

evaluating whether each member participates actively in discussions 

and contributes with independent judgement. In March 2011, the 

Board re-elected Kurt Anker Nielsen as chairman and re-elected 

Jørgen Wedel and Hannu Ryöppönen as members of the Audit 

Committee. See novonordisk.com/about_us for a detailed report 

on the Audit Committee’s activities.

Concerns regarding possible breaches of business ethics or 

financial fraud, violations of the Novo Nordisk Way or quality 

lapses may be raised anonymously by employees and other 

stakeholders through the global compliance hotline. Complaints 

made through the compliance hotline are received by the Audit 

Committee Secretariat. Complaint handling is monitored by the 

Chairmanship or the Audit Committee, depending on the nature 

of the complaint. As such the hotline works independently of 

Executive Management. The compliance hotline is accessible 

by telephone and online in nine languages. 

Novo Nordisk’s risk management and internal controls in relation 

to financial processes are designed to effectively control the risk 

of material misstatements. A detailed description of the internal 

controls and risk management system implemented in relation to 

financial reporting processes is available at novonordisk.com/

about_us. Novo Nordisk is in compliance with US Sarbanes–Oxley 

Act section 404, which requires Novo Nordisk to design and 

implement an adequate system of internal controls over financial 

reporting processes to ensure that there are no material mis-

statements in the financial reporting. The company’s conclusion 

and the auditor’s evaluation of the internal controls over financial 
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Possible business ethics misconduct 
may be raised through the 
global compliance hotline.
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reporting are included in its Form 20-F filing to the US Securities 

and Exchange Commission.

Executive Management 
The Board has delegated responsibility for day-to-day manage-

ment to Executive Management. Executive Management consists 

of the president and chief executive officer plus four other 

executives. They are responsible for organisation of the company 

as well as allocation of resources, determination and implemen-

tation of strategies and policies, direction-setting and ensuring 

timely reporting and provision of information to the Board and 

the stakeholders of Novo Nordisk. Executive Management meets 

at least once a month and often more frequently. The Board 

appoints members of Executive Management and determines 

remuneration. The Chairmanship reviews the performance of 

the executives.

Assurance
External audit
The company’s financial reporting and the internal controls over 

financial reporting processes are audited by an external auditor 

elected at the annual general meeting. The auditor acts in the 

interest of shareholders and reports any significant findings 

regarding accounting matters and any significant internal control 

deficiencies to the Audit Committee and to the Board. As part of 

the company’s commitment to financial, social and environmental 

responsibility, Novo Nordisk voluntarily includes an assurance 

report for non-financial reporting in its annual report. The assurance 

provider reviews whether the non-financial performance 

information covers aspects deemed to be material and verifies the 

internal control processes of the information reported.

Internal audit
The company’s internal audit function, Group Internal Audit, 

reports to the Audit Committee. The internal audit function 

provides independent and objective assurance primarily within 

internal control of financial processes and business ethics.

To ensure that the internal financial audit function works 

independently of Management, its charter, audit plan and budget 

are approved by the Audit Committee. The Audit Committee 

must approve the appointment, remuneration and dismissal of 

the head of the internal audit function.

Three other types of internal audit – quality audits, organisational 

audits and values audits, called facilitations – help ensure that the 

organisation adheres to high quality standards and operates in 

accordance with the Novo Nordisk Way. For information on 

facilitations see pp 10 and 17.
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Corporate governance codes and practices

The applicable corporate governance codes for each stock 

exchange and a review of Novo Nordisk’s compliance are 

available at novonordisk.com/about_us. In accordance with 

Section 107b of the Danish Financial Statements Act, Novo 

Nordisk has disclosed the mandatory corporate governance 

report at novonordisk.com/about_us/corporate_governance/

compliance.asp.

Novo Nordisk follows the majority of the Danish Corporate 

Governance Recommendations, but does not conform in the 

following ways:

  The Board does not have a remuneration committee.

  The Board does not have a nomination committee (as defined 

by the Danish Corporate Governance Recommendations).

  Existing executive employment contracts allow for severance 

payments of more than 24 months’ fixed base salary plus 

pension contribution.

Explanations of deviations from these recommendations are 

given on pp 42 and 47.

As a foreign listed private issuer, Novo Nordisk is in compliance 

with the corporate governance standards of the New York Stock 

Exchange, where Novo Nordisk’s ADRs are listed. 

Framework AssuranceGovernance structure

Shareholders

Board of Directors

Organisation

Executive Management

Audit 

Committee

Chairman- 

ship

External 

codes and 

regulations
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Remuneration report
In keeping with our aim to attract, retain and motivate talented 

individuals, remuneration at Novo Nordisk is designed to be 

competitive. For executives and employees, remuneration 

rewards short- and long-term performance and is aligned 

with the interest of the shareholders.

Novo Nordisk’s remuneration principles provide guidance for 

remuneration of the Board and Executive Management. The 

principles are online at novonordisk.com/about_us.

Remuneration is assessed on an annual basis against a bench-

mark of Scandinavian companies and European pharmaceutical 

companies that are similar to Novo Nordisk in size and complexity 

in accordance with the remuneration principles for the Board of 

Directors and Executive Management. The results of the annual 

remuneration bench marking for board members are presented 

to the Board by the chairman at its October meeting. At the 

2012 annual general meeting a proposal will be made to align 

the remuneration benchmarks for the Board and Executive 

Management.

Board of Directors’ remuneration 
The remuneration of the Board of Directors is comprised of 

a fixed base fee, a multiplier of the fixed base fee for the 

Chairmanship and members of the Audit Committee, fees 

for ad hoc tasks and a travel allowance.

At the December meeting, the Board agrees on recommendations 

for remuneration levels for the next financial year. In connection 

with the approval of the annual report, the Board endorses 

the actual remuneration for the past financial year and the 

recommendation on remuneration levels for the current financial 

year. This is then presented to the annual general meeting for 

approval.

Based on the benchmark assessment in October 2010, the Board 

determined that, in order to continue to attract and retain 

talented board members, it would be appropriate to make an 

adjustment to the annual fixed base fee paid to each board 

member. As a consequence, the Board proposed to the 2011 

annual general meeting an adjustment of the fixed base fee 

to 500,000 Danish kroner, and this was approved.

The benchmark assessment also led the Board to propose to 

the annual general meeting that the chairman receive 3.0 times 

the base fee and the vice chairman and the audit committee 

chairman receive 2.0 times the base fee. The proposal for other 

members of the audit committee was 1.5 times the base fee. 

These proposals were approved by the 2011 annual general 

meeting.

Travel and other expenses 
All board members who do not reside in Denmark are paid a fixed 

travel allowance when attending board meetings in Denmark. No 

travel allowance is paid to board members when attending board 

meetings outside Denmark. The travel allowance is 3,000 euros 

for Europe-based board members and 6,000 euros for US- and 

Asia-based board members. Expenses such as travel and accom-

modation in relation to board meetings as well as relevant 

continuing education are reimbursed. Novo Nordisk also pays 

social security taxes imposed by foreign authorities and bank 

transfer fees.

Variable remuneration
Board members are not offered stock options, warrants, 

restricted stock or participation in other incentive schemes.
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Board of Directors
In 2011, the base fee for members of the Board of Directors was DKK 500,000 (DKK 400,000 in 2010).

1.  2011 amounts reflect changes in base payment, multiples and travel allowance approved at the 2011 general meeting. 

These changes were proposed based on benchmark assessments and the need to continue to attract and retain talented board members.

2. Ad hoc fees are for the research and development facilitator, a position that was abolished for 2011. Göran A Ando received 0.3 million Danish kroner in 2010.

3. First elected at the annual general meeting in March 2011.

4. Johnny Henriksen resigned as of March 2010. Pamela J Kirby resigned as of March 2011.

20111 2010

  Fee for    Fee for
 Fixed ad hoc tasks and Travel  Fixed ad hoc tasks and Travel 
DKK million base fee committee work2 allowance Total base fee committee work2 allowance Total

Sten Scheibye (chairman of the Board) 1.5 – – 1.5 1.0 – – 1.0
Göran A Ando (vice chairman of the Board) 1.0 0.1 0.1 1.2 0.6 0.3 0.1 1.0
Kurt Anker Nielsen (chairman of the Audit Committee) 0.5 0.5 – 1.0 0.4 0.5 – 0.9
Hannu Ryöppönen (Audit Committee member) 0.5 0.3 0.1 0.9 0.4 0.2 0.1 0.7
Jørgen Wedel (Audit Committee member) 0.5 0.3 0.3 1.1 0.4 0.2 0.1 0.7
Bruno Angelici3 0.4 – 0.1 0.5 – – – –
Henrik Gürtler 0.5 – – 0.5 0.4 – – 0.4
Johnny Henriksen4 – – – – 0.1 – – 0.1
Ulrik Hjulmand-Lassen 0.5 – – 0.5 0.3 – – 0.3
Pamela J Kirby4 0.1 – – 0.1 0.4 – 0.1 0.5
Thomas Paul Koestler3 0.4 – 0.2 0.6 – – – –
Anne Marie Kverneland 0.5 – – 0.5 0.4 – – 0.4
Søren Thuesen Pedersen 0.5 – – 0.5 0.4 – – 0.4
Stig Strøbæk 0.5 – – 0.5 0.4 – – 0.4

Total 7.4 1.2 0.8 9.4 5.2 1.2 0.4 6.8
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Executive remuneration
Executive remuneration is proposed by the Chairmanship and 

subsequently approved by the Board.

Remuneration packages for executives comprise a fixed base 

salary, a cash-based incentive, a share-based incentive, a pension 

contribution and other benefits. The split between fixed and 

variable remuneration is intended to result in a reasonable part of 

the salary being linked to performance, while promoting sound 

long-term business decisions to achieve the company’s objectives. 

The aggregate maximum amount that may be granted as an 

incentive for a given year is currently equal to 14 months’ fixed 

base salary plus pension contribution. All incentives are subject 

to claw-back if it is subsequently determined that payment was 

based on information that was manifestly misstated.

Fixed base salary
The fixed base salary accounts for 35–55% of the total value 

of the remuneration package. The base salary is intended to 

attract and retain executives with the professional and personal 

competences required to drive the company’s performance.

Cash-based incentive
The cash-based incentive is designed to incentivise individual 

performance and short-term achievements in line with company 

targets, and may result in an annual payout of up to four months’ 

fixed base salary plus pension contribution for reaching individ-

ualised targets. In cases of extraordinary individual performance, 

the maximum annual payout may be up to six months’ fixed base 

salary plus pension contribution. For 2011, this maximum has 

been capped at five months’ fixed base salary plus pension 

contribution. The individualised performance targets are linked 

to goals in the company’s Balanced Scorecard. Short-term targets 

for the chief executive officer are fixed by the chairman of the 

Board of Directors, while the targets for the other members of 

Executive Management are fixed by the chief executive officer. 

The Chairmanship of the Board evaluates the degree of achieve-

ment for each member of Executive Management based on input 

from the chief executive officer.

Share-based incentives
The long-term, share-based incentive programme, designed to 

promote the collective performance of Executive Management 

and align the interests of executives and shareholders, may result 

in an annual allocation of up to eight months’ fixed base salary 

plus pension contribution. Share-based incentives are linked to 

both financial and non-financial targets. The programme is based 

on a calculation of shareholder value creation compared with 

planned performance and may, subject to the Board’s assess-

ment, be reduced to reflect underperformance in meeting 

significant research and development or sustainability targets. 

Aligned with Novo Nordisk’s long-term financial targets, the 

calculation of shareholder value creation is based on reported 

operating profit after tax reduced by a weighted average cost 

of capital-based return requirement on average net operating 

assets. A proportion of the calculated shareholder value creation 

is allocated to a joint pool for the participants, who include 

Executive Management and senior vice presidents. 

The allocation to the joint pool can also be adjusted by the Board to 

reflect achievement of development milestones in the research and 

development pipeline and sustainability targets, which include 

long-term environmental targets, employee training objectives 

and company reputation objectives. 

Once the joint pool has been approved by the Board, the total 

cash amount is converted into Novo Nordisk B shares at market 
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Executive remuneration

At maximum performance:
fixed versus variable pay

■ Fixed base salary 39%

■ Cash-based incentive 13%

■ Share-based incentive 33%

■ Pension 13%

■ Other benefits 2%

At on-target performance:
fixed versus variable pay

■ Fixed base salary 52%

■ Cash-based incentive 9%

■ Share-based incentive 22%

■ Pension 15%

■ Other benefits 2%

Remuneration package 
components

Board of 
Directors

Executive 
Management

Severance 
payment

Cash-based 
incentive

Pension

Other benefits

Share-based 
incentive

Fixed base salary Yes

Yes

No

No

No

No

Yes

Yes

Yes

Yes

Yes

Yes
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Executive Management and other members of the Senior Management Board

 Fixed base Cash-based Pension Other Share-based Total
DKK million salary incentive  benefits incentive remuneration

2011 Executive Management:
Lars Rebien Sørensen 7.3 3.1 2.7 0.3 – 13.4 
Jesper Brandgaard 4.5 1.5 1.5 0.3 – 7.8 
Lise Kingo 4.1 1.4 1.3 0.3 – 7.1 
Kåre Schultz 4.9 1.7 1.7 0.3 – 8.6 
Mads Krogsgaard Thomsen 4.5 1.9 1.5 0.3 – 8.2 

Executive Management in total 25.3 9.6 8.7 1.5 – 45.1 

Other members of the Senior Management Board in total1 70.8 26.3 22.4 10.8 – 130.3

Joint pool2     56.9 56.9

2010 Executive Management:
Lars Rebien Sørensen 6.6 2.2 2.2 0.3 – 11.3 
Jesper Brandgaard 4.3 1.4 1.4 0.3 – 7.4 
Lise Kingo 3.9 1.3 1.3 0.3 – 6.8 
Kåre Schultz 4.7 1.6 1.7 0.3 – 8.3 
Mads Krogsgaard Thomsen 4.3 1.4 1.4 0.3 – 7.4 

Executive Management in total 23.8 7.9 8.0 1.5 – 41.2 

Other members of the Senior Management Board in total1 62.5 23.8 20.9 10.3 – 117.5

Joint pool2     64.3 64.3

1.  The total remuneration for 2011 includes remuneration to 26 (24 in 2010) senior vice presidents, one (three in 2010) of whom retired or left the company. The 2011 remuneration for one retiring, 

senior vice president (three in 2010) is included in the table above, whereas a settlement of 5 million Danish kroner (25 million Danish kroner in 2010) is not included.

2.  The joint pool is locked up for three years before it is transferred to the participants employed at the end of the three-year period. The value is the cash amount of the share bonus granted in the 

year using the grant-date market value of Novo Nordisk B shares. Based on the split of participants at the time of establishment of the joint pool, approximately 30% of the pool will be allocated to 

the members of Executive Management and 70% to other members of the Senior Management Board (2010: 30% and 70% respectively). In the lock-up period, the joint pool may potentially be 

reduced in the event of lower-than-planned value creation in subsequent years.

Management’s long-term incentive programme
The shares allocated to the joint pool for 2008 (166,302 shares) were released to the individual participants subsequent to the approval 

of the Annual Report 2011 by the Board of Directors and the announcement on 2 February 2012 of 2011 full year financial results. 

Based on the share price at the end of 2011, the value of the released shares is as follows:

     Number Market value1

Value as at 31 December 2011 of shares released 2 February 2012     of shares (DKK million)

Executive Management:
Lars Rebien Sørensen     15,578 10.2 
Jesper Brandgaard     10,381 6.9 
Lise Kingo     10,381 6.9 
Kåre Schultz     10,381 6.9 
Mads Krogsgaard Thomsen     10,381 6.9 

Executive Management in total     57,102 37.8 

Other members of the Senior Management Board in total2     98,820 65.2 

1. The market value of the shares released in 2011 is based on the Novo Nordisk B share price of 660 Danish kroner at the end of 2011.

2. In addition, 10,380 shares (market value: 6.9 million Danish kroner) were released to retired members of Management.

Lars Rebien Sørensen serves as a member of the Board of Directors of Danmarks Nationalbank, from which he received remuneration of 21,841 Danish kroner in 2011 (compared with 20,000 kroner 

in 2010), as a member of the Board of Directors of DONG Energy A/S, from which he received remuneration of 175,000 kroner in 2011 (compared with 175,000 kroner in 2010) and as a member of 

the Supervisory Board of Bertelsmann AG, from which he received remuneration of 85,000 euros in 2011 (compared with 50,000 euros in 2010). As of 12 July 2011, Mr Sørensen has also served as a 

member of the Board of Directors of Thermo Fisher Scientific Inc, but has not received any remuneration. Jesper Brandgaard serves as chairman of the Board of Directors of SimCorp A/S, from which 

he received remuneration of 753,455 kroner in 2011 (compared with 794,425 kroner in 2010). Kåre Schultz serves as a member of the Board of Directors of LEGO A/S, from which he received remuneration 

of 300,000 kroner in 2011 (compared with 300,000 kroner in 2010). Kåre Schultz also serves as chairman of the Board of Directors of Royal Unibrew A/S, from which he received remuneration of 

625,000 kroner in 2011 (compared with 156,250 kroner in 2010). Mads Krogsgaard Thomsen serves as a member of the Board of Directors of Cellartis AB, from which he received remuneration of 

50,000 Swedish kroner in 2011 (50,000 kroner in 2010).
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price, which is calculated as the average trading price on 

NASDAQ OMX Copenhagen in the open trading window 

following the release of financial results for the prior year. The 

shares in the joint pool are allocated to the participants on a pro 

rata basis: the chief executive officer has three units, executive 

vice presidents have two units each and senior vice presidents 

have one unit each.

The shares in a joint pool in any given year are locked up for three 

years before they are transferred to participants. If a participant 

resigns during the lock-up period, his or her shares will remain 

in the joint pool for the benefit of the other participants. In the 

lock-up period, the Board may remove shares from the joint pool 

in the event of lower-than-planned value creation. The value of 

the joint pool will change during the lock-up period depending 

on the development in the share price, aligning the interests of 

participants with those of shareholders. 

Pension
The pension contribution is 25–30% of the fixed base salary 

including bonus. Pension contributions are made to provide an 

opportunity for executives to build up an income for retirement. 

Other benefits
Other benefits are added to ensure that overall remuneration is 

competitive and aligned with local practice. Executives receive 

non-monetary benefits such as company cars and phones. Such 

benefits are approved by the Board by delegation of powers to the 

Chairmanship. In addition, executives may participate in employee 

benefit programmes such as employee share purchase programmes. 

Severance payment
Novo Nordisk may terminate employment by giving executives 

12 months’ notice. Executives may terminate their employment 

by giving Novo Nordisk six months’ notice. In addition to the 

notice period, executives are entitled to a severance payment. 

Existing employment contracts allow severance payments of up 

to 36 months’ fixed base salary plus pension contributions in the 

event of a merger, acquisition or takeover of Novo Nordisk. If an 

executive is terminated by Novo Nordisk for other reasons, the 

severance payment is three months’ fixed base salary plus 

pension contribution per year of employment as an executive, 

taking into account previous employment history. 

In no event will the severance payment be less than 12 months’ or 

more than 36 months’ fixed base salary plus pension contribution. 

For new employment contracts, the severance payment will be no 

more than 24 months’ fixed base salary plus pension contribution, 

which will bring Novo Nordisk into alignment with the Danish 

Corporate Governance Recommendations in the long term.

Organisation
On a global basis, compensation packages for employees are 

guided by five broad principles:

  A total rewards approach 

In addition to a fixed base salary, incentives and benefits, 

non-financial remuneration such as continuing education, 

career progression and working environment are important 

elements of the ‘total rewards’ package.

  Market-linked 

Salaries, incentives and benefits are positioned and maintained 

at the level required to be competitive in local markets, generally 

between the local market median and upper quartile. Novo 

Nordisk also provides adequate life insurance, healthcare and 

pension provisions irrespective of local competitive practice.

  Performance-linked 

There is a transparent, direct link between employee performance 

and remuneration. Variable pay is used to reward performance, 

with base pay increases reflecting market conditions.

  Transparency 

Clear communication of remuneration programmes is a priority, 

and all costs associated with compensation practices are known 

and publicly disclosed.

  Flexibility 

Subject to corporate governance or legal requirements, flexibility 

is encouraged. Flexible solutions must be cost neutral to Novo 

Nordisk, and adequate levels of insurance must be maintained.
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Remuneration rewards short- 
and long-term performance.
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Sten Scheibye
Formerly President and CEO of 

Coloplast A/S, Denmark (retired). 

Member of the Board of Novo 

Nordisk A/S in 2003, vice chairman 

in 2004 and chairman since 2006.

Management duties: Trade 

Council of Denmark (chair), the 

Danish Industry Foundation 

(chair), the Denmark-America Foundation (chair), the Board of 

Governors of the Technical University of Denmark (chair), the 

Danish Fulbright Commission (vice chair), member of the board of 

Gambro AB, Sweden, Rambøll Gruppen A/S, Dades A/S, RM 

Rich. Müller A/S, the Rich. Müller Foundation, the Aase and Ejnar 

Danielsen Foundation and the Knud Højgaards Foundation.

Special competences: Knowledge of the healthcare industry, 

particularly in relation to patients requiring chronic care, and 

managerial skills relating to international organisations.

Education: BComm (1983) from Copenhagen Business School, 

Denmark, PhD in Organic Chemistry (1981) and MSc in Chemistry 

and Physics (1978), both from the University of Aarhus, Denmark.

Göran A Ando
Formerly CEO of Celltech Group 

plc, UK (retired). Member of the 

Board of Novo Nordisk A/S in 2005 

and vice chairman since 2006.

Management duties: Symphogen 

A/S, Denmark (chair), S*Bio Pte 

Ltd, Singapore (vice chair), 

member of the board of Novo 

A/S, Denmark, EDBI Pte Ltd, Singapore, EUSA Pharma, UK, 

Chroma Therapeutics, UK, and Molecular Partners AG, 

Switzerland. Scientific Advisory Board, Southwest Michigan First, 

US (chair), Scientific Advisory Board of Bausch & Lomb, US, and 

senior adviser to Essex Woodlands Health Ventures Ltd., UK.

Special competences: Medical qualifications and extensive executive 

background within the international pharmaceutical industry.

Education: Specialism in general medicine (1978) and degree in 

medicine (1973), both from Linköping Medical University, Sweden.

Henrik Gürtler
President and CEO of Novo A/S, 

Denmark, since 2000. Formerly 

member of Corporate 

Management of Novo Nordisk 

A/S with special responsibility for 

Corporate Staffs. Member of the 

Board of Novo Nordisk A/S since 

2005.

Management duties: Novozymes A/S (chair), Copenhagen 

Airports A/S (chair) and COWI Holding A/S (chair), all in Denmark.

Special competences: Knowledge of the Novo Group’s business 

and its policies, and knowledge of the international biotech industry.

Education: MSc in Chemical Engineering (1976) from the 

Technical University of Denmark.

Thomas Paul Koestler
Executive with Vatera Holdings 

LLC, US. Member of the Board of 

Novo Nordisk A/S since 2011.

Management duties: Member of 

the board of Momenta 

Pharmaceuticals Inc., US.

Special competences: Extensive 

R&D knowledge, both generally and within the field of regulatory 

affairs. Significant know-how about the pharmaceutical industry 

in general and how large international corporations operate. 

Additional knowledge of the US market.

Education: PhD in Medicine & Pathology (1982) from the Roswell 

Park Memorial Institute and BSc in Biology (1975) from Daemen 

College, both in the US.

Ulrik Hjulmand-Lassen
Senior IT Quality Advisor in IT 

Governance. Member of the 

Board of Novo Nordisk A/S since 

2010.

Education: CISM (2011). Trained 

as an MCSA/IT Security (2009) 

and as an ISO 9001 lead auditor 

(2006). BSc (1985) from the 

Technical University of Denmark/DIA-E.

Bruno Angelici
Formerly executive vice president 

of AstraZeneca (retired). Member 

of the Board of Novo Nordisk A/S 

since 2011.

Management duties: Member of 

the board of Smiths Group plc, 

UK, and Wolters Kluwer, NL, 

member of the Global Advisory 

Board at Takeda Pharmaceutical Company Limited, Japan.

Special competences: Extensive global experience with two 

companies in the fields of pharmaceuticals and medical devices 

and in-depth knowledge of strategy, sales, marketing and 

governance of major companies.

Education: AMP (1993) from Harvard Business School and MBA 

(1978) from Kellogg School of Management at Northwestern 

University, both in the US. Law degree (1973) from Reims 

University and BA in Business Administration (1971) from École 

Supérieure de Commerce de Reims, both in France.
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Anne Marie Kverneland
Laboratory technician, currently 

working as a full-time shop 

steward. Member of the Board of 

Novo Nordisk A/S since 2000.

Education: Degree in medical 

laboratory technology (1980) 

from the Copenhagen University 

Hospital, Denmark.

Kurt Anker Nielsen
Formerly CFO and deputy CEO of 

Novo Nordisk A/S. CEO of Novo 

A/S, Denmark, from 2000 to 

2003 (retired). Member of the 

Board of Novo Nordisk A/S since 

2000. Chairman of the Audit 

Committee of Novo Nordisk A/S 

since 2004.

Management duties: Dalhoff Larsen & Horneman A/S (chair), 

Reliance A/S (chair), Collstrup’s Mindelegat (chair), Novozymes 

A/S (vice chair), and member of the board of the Novo Nordisk 

Foundation, Veloxis Pharmaceuticals A/S and Vestas Wind 

Systems A/S, all in Denmark. Chairman of the audit committees 

of Novozymes A/S, Veloxis Pharmaceuticals A/S and Vestas Wind 

Systems A/S, all in Denmark.

Special competences: In-depth knowledge of Novo Nordisk A/S 

and its businesses, working knowledge of the global 

pharmaceutical industry and experience in working with 

accounting, financial and capital market issues.

Education: MSc in Commerce and Business Administration (1972) 

from Copenhagen Business School, Denmark.

Jørgen Wedel
Formerly executive vice president 

of the Gillette Company, US 

(retired). Member of the Board of 

Novo Nordisk A/S since 2000. 

Member of the Audit Committee 

of Novo Nordisk A/S since 2005.

Special competences: 

Background as a senior sales and 

marketing executive in a globally operating consumer-oriented 

company within the fast-moving consumer goods industry, as 

well as particular insight into the US market. In addition, 

competences in relation to auditing and accounting.

Education: MBA (1974) from the University of Wisconsin in the US 

and MSc in Commerce and Business Administration (1972) from 

Copenhagen Business School, Denmark, majoring in accounting 

and financing.

Stig Strøbæk
Electrician, currently working as a 

full-time shop steward. Member 

of the Board of Novo Nordisk A/S 

since 1998.

Management duties: Member of 

the board of the Novo Nordisk 

Foundation since 1998.

Education: Diploma as an electrician. Diploma in further training 

for board members (2003) from the Danish Employees’ Capital 

Pension Fund (LD).

Søren Thuesen Pedersen
Currently working as an external 

affairs director in Quality 

Intelligence. Member of the Board 

of Novo Nordisk A/S since 2006. 

Management duties: Member of 

the board of the Novo Nordisk 

Foundation since 2002.

Education: BSc in Chemical Engineering (1988) from the 

Engineering Academy of Denmark.

Hannu Ryöppönen
Formerly CFO and deputy CEO of 

Stora Enso Oyj, Finland (retired). 

Member of the Board of Novo 

Nordisk A/S since 2009. Member 

of the Audit Committee of Novo 

Nordisk A/S since 2009.

Management duties: Private 

equity funds Altor 2003 GP 

Limited (chair), Altor Fund II GP Limited (chair) and Altor III GP 

Limited (chair), all in Jersey, Rautaruukki Oyj (vice chair), member 

of the board of Tiimari Oyj, Neste Oil Oyj and Amer Sports Oyj, all 

in Finland, Korsnäs AB, Sweden, and the private equity fund 

Value Creation Investments Limited, Jersey. Chairman of the audit 

committees of Amer Sports Oyj and Rautaruukki Oyj and member 

of the audit committee of Neste Oil Oyj, all in Finland.

Special competences: International executive background and 

thorough understanding of managing finance operations in 

global organisations, in particular in relation to accounting, 

financial and capital markets issues, but also experience in private 

equity and Mergers & Acquisitions (M&A).

Education: BA in Business Administration (1976) from Hanken 

School of Economics, Helsinki, Finland.

Novo Nordisk Annual Report 2011     49



G
o
ve

rn
a
n

ce
, 

re
m

u
n

e
ra

ti
o

n
 a

n
d

 l
e
a
d

e
rs

h
ip Name (male/female) First elected Term Nationality Date of birth Independence1

Sten Scheibye (m) 2003 2012 Danish 3 Oct 1951 Independent

Göran A Ando (m) 2005 2012 Swedish 6 Mar 1949 Not independent2

Bruno Angelici (m) 2011 2012 French 20 Apr 1947 Independent

Henrik Gürtler (m) 2005 2012 Danish 11 Aug 1953 Not independent2

Ulrik Hjulmand-Lassen3 (m) 2010 2014 Danish 28 Apr 1962 Not independent

Thomas Paul Koestler (m) 2011 2012 American 11 Jun 1951 Independent

Anne Marie Kverneland3 (f) 2000 2014 Danish 24 Jul 1956 Not independent

Kurt Anker Nielsen (m) 2000 2012 Danish 8 Aug 1945 Not independent2,4

Søren Thuesen Pedersen3 (m) 2006 2014 Danish 18 Dec 1964 Not independent

Hannu Ryöppönen (m) 2009 2012 Finnish 25 Mar 1952 Independent4,5

Stig Strøbæk3 (m) 1998 2014 Danish 24 Jan 1964 Not independent

Jørgen Wedel (m) 2000 2012 Danish 10 Aug 1948 Independent4,5

1. As designated by NASDAQ OMX Copenhagen in accordance with section 5.4.1 of Recommendations on Corporate Governance.

2. Member of Management or the Board of Novo A/S or the Novo Nordisk Foundation.

3. Elected by employees of Novo Nordisk.

4. Mr Nielsen, Mr Ryöppönen and Mr Wedel qualify as independent Audit Committee members as defined by the US Securities and Exchange Commission (SEC).

5. Mr Ryöppönen and Mr Wedel qualify as independent Audit Committee members as defined under part 8 of the Danish Act on Approved Auditors and Audit Firms. 

Organisational structure: Senior Management Board

1.  Employee total includes those who work for NNE Pharmaplan A/S, NNIT A/S and Steno Diabetes Center A/S. Morten Nielsen (NNE Pharmaplan) and Per Kogut (NNIT) are also members of the Senior 

Management Board.

2.  From 1 January 2012.

Biopharmaceuticals
Flemming Dahl

Diabetes API
Jan Hoff2

Diabetes Finished Products
Henrik Wulff

Devices & Supply 
Chain Management

Susanne Hundsbæk-Pedersen

Operations
Kåre Schultz

23,150 employees

Finance, Legal and IT
Jesper Brandgaard
4,294 employees1

Research & Development
Mads Krogsgaard Thomsen 

4,079 employees

Corporate Relations
Lise Kingo

1,107 employees1

Novo Nordisk
Lars Rebien Sørensen

Legal Affairs
Ole F Ramsby

Business Assurance
Kim Bundegaard

Diabetes Research Unit
Peter Kurtzhals

Corporate Finance
Lars Green

Global Quality
Lars Guldbæk Karlsen

Haemophilia R&D Portfolio
Anne Prener

IT & Corporate 
Development

Lars Fruergaard Jørgensen

Corporate People 
& Organisation

Lars Christian Lassen

Biopharmaceuticals 
Research Unit

Per Falk

Global Development
Peter Kristensen

Regulatory Affairs
Peter Bonne Eriksen

Device R&D
Jesper Kløve

CMC Supply
Jesper Bøving

Global Marketing
Jakob Riis

Product Supply
Per Valstorp

Global Marketing
Jakob Riis

Region China
Ronald Christie 

Japan & Korea
Claus Eilersen

International Operations
Jesper Høiland

North America
Jerzy Gruhn

Europe
Martin Soeters
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Lars Rebien Sørensen
Lars Rebien Sørensen joined Novo 

Nordisk’s Enzymes Marketing in 

1982. Over the years, he has 

completed several overseas 

postings, including in the Middle 

East and the US. Mr Sørensen 

was appointed a member of 

Corporate Management in May 

1994, and in December 1994 he 

was given special responsibility within Corporate Management 

for Health Care. He was appointed president and chief executive 

officer in November 2000.

Board positions: DONG Energy A/S and Danmarks Nationalbank, 

both in Denmark, Thermo Fisher Scientific Inc., US, and member 

of the Bertelsmann AG Supervisory Board, Germany.

Education: BSc in International Economics (1983) from Copenhagen 

Business School, Denmark, and MSc in Forestry (1981) from the 

Royal Veterinary and Agricultural University (now the Faculty of 

Science of the University of Copenhagen), Denmark.

Jesper Brandgaard
Jesper Brandgaard joined Novo 

Nordisk in 1999 as senior vice 

president of Corporate Finance. 

He was appointed executive vice 

president and chief financial 

officer in November 2000.

Board positions: SimCorp A/S 

(chair), NNE Pharmaplan A/S 

(chair) and NNIT A/S (chair), all in Denmark.

Education: MBA (1995) and MSc in Economics and Auditing 

(1990) from Copenhagen Business School, Denmark.

Mads Krogsgaard Thomsen
Mads Krogsgaard Thomsen 

joined Novo Nordisk in 1991. He 

was appointed executive vice 

president and chief science officer 

in November 2000. He sits on the 

editorial boards of international 

journals. He is a former president 

of the National Academy of 

Technical Sciences (ATV), 

Denmark. Since 2000 he has served as adjunct professor of 

pharmacology at the Royal Veterinary and Agricultural University 

(now the Faculty of Science of the University of Copenhagen), 

Denmark.

Board position: Cellartis AB, Sweden, and the University of 

Copenhagen, Denmark.1

Education: DSc (1991), PhD (1989) and DVM (1986) from the 

Royal Veterinary and Agricultural University (now the Faculty of 

Science of the University of Copenhagen), Denmark. 

Kåre Schultz
Kåre Schultz joined Novo Nordisk 

in 1989 as an economist in Health 

Care, Economy & Planning. In 

November 2000, he was 

appointed chief of staffs. In March 

2002, he took over the position of 

executive vice president and chief 

operating officer.

Board positions: Royal Unibrew A/S (chair) and LEGO A/S, both in 

Denmark.

Education: MSc in Economics (1987) from the University of 

Copenhagen, Denmark.

Lise Kingo
Lise Kingo joined Novo Industry 

A/S in 1988 and worked over the 

years to build up the company’s 

Triple Bottom Line approach. In 

1999, Ms Kingo was appointed 

senior vice president, Stakeholder 

Relations. In 2002, she was 

appointed executive vice 

president and chief of staffs in 

Novo Nordisk, assuming global responsibility for Quality, Human 

Resources, Business Assurance, Corporate Communications, 

Corporate Branding, Public Affairs and Corporate Sustainability. 

She is adjunct professor at the Medical Faculty, Vrije Universiteit, 

Amsterdam, the Netherlands.

Board position: Steno Diabetes Center A/S (chair).

Education: MSc (Hons) in Responsibility and Business Practice 

(2000) from the University of Bath, UK, BCom in Marketing 

Economics (1991) from Copenhagen Business School, Denmark, 

and BA in Religions and Ancient Greek Art (1986) from the 

University of Aarhus, Denmark. 1.  From 1 January 2012.
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Shares 
and capital 
structure
We aim to communicate openly with shareholders about the 

company’s financial and operational development as well as 

strategies and targets. Through active dialogue, we seek to 

obtain fair and efficient pricing of Novo Nordisk shares.

To keep investors updated on financial and operating performance 

as well as the progress of clinical development programmes, Novo 

Nordisk hosts conference calls with Executive Management 

following key events and the release of financial results, which 

are also accessible by webcast. Executive Management and 

Investor Relations also travel extensively to ensure that all investors 

with a major holding of Novo Nordisk shares can meet with Novo 

Nordisk on a regular basis and that a number of smaller investors 

and potential investors also have access to the company’s 

management. 

Roadshows are primarily held in major European and North 

American financial centres. In addition, a wide range of other 

investor activities are held during the year. In 2011, meetings with 

investor groups were held in Brazil, China, Denmark, India, 

Switzerland and the US. Investors and analysts are also invited to 

join presentations of the most recent scientific results in connection 

with the two major scientific diabetes conferences, the American 

Diabetes Association and the European Association for the Study 

of Diabetes.

Share price performance
Novo Nordisk’s share price increased by 4.9% from its 2010 close 

of 629 Danish kroner to its 31 December 2011 close of 660 kroner. 

This was more than the 2011 performance of the NASDAQ OMX 

Copenhagen 20 Index, which decreased by 14.8% in 2011. In 2010, 

Novo Nordisk’s share price and the NASDAQ OMX Copenhagen 

20 Index increased by 89.5% and 35.6%, respectively. 

In 2011, Novo Nordisk’s share price increased slightly less than the 

MSCI Europe Health Care Index, which increased by 10.0% 

measured in Danish kroner. Measured in US dollars, the price 

of Novo Nordisk B shares increased by 2.5%, which is below the 

dollar gain of 10% for the MSCI US Health Care Index. We believe 

the development of the company’s share price is a reflection 

of our leading position in the growing diabetes care market, 

coupled with a continued improvement in operating performance 

and encouraging progress in research and development. 

Factors believed to have positively contributed to share price 

performance in 2011 include solid operating performance driven 

by strong sales growth and continuous productivity increases, which 

led to an improvement in the operating margin of 2.6% in 2011 

up from 31.1% in 2010. Significant progress in the clinical develop-

ment pipeline has also been positive for Novo Nordisk. Sales growth 

was driven by the successful global rollout of Victoza® and continued 

penetration of our modern insulins.

The regulatory submission of the two new-generation insulins, 

Degludec and DegludecPlus, represented a historic milestone for 

Novo Nordisk, and is believed to have had a positive impact on 

the share price. Other notable examples of progress in the clinical 

development pipeline included initiation of phase 3 trials for a 

fixed combination of insulin degludec and liraglutide, a fast-acting 

treatment for haemophilia patients with inhibitors, a long-acting 

factor IX compound for the treatment of haemophilia B, and the 

use of liraglutide for obesity. On the negative side Novo Nordisk 

experienced increased competitive pressure, especially in the US 

market, in the first half of 2011.

Capital structure
The Board of Directors believes that the current capital and share 

structure of Novo Nordisk serves the interests of the shareholders 

and the company. Our guiding principle is that any excess capital, 

after the funding of organic growth opportunities and potential 

acquisitions, is returned to investors. We apply a pharmaceutical 

industry payout ratio to dividend payments complemented by 

share repurchase programmes. As decided at the 2011 Annual 
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We aim to communicate openly 
with shareholders about the 
company’s financial development.

Price development 
and monthly turn-
over of Novo 
Nordisk’s B shares
on NASDAQ OMX 
Copenhagen 2011

 Novo Nordisk’s B share
 closing prices in DKK (left)

■ Turnover of B shares 
in DKK billion (right)
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Price development 
of Novo Nordisk’s 
B shares relative
to the MSCI US
Health Care Index 
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General Meeting, a reduction of the company’s B share capital, 

corresponding to approximately 3.3% of the total share capital, 

was implemented in May 2011 by cancellation of treasury shares. 

This enables Novo Nordisk to continue to buy back shares without 

exceeding the limit for a holding of treasury shares of 10% of the 

totalt share capital. During 2011 and January 2012, Novo Nordisk 

repurchased shares worth 12 billion Danish kroner, compared to 

9.5 billion kroner in 2010. 

For the coming 12 months, Novo Nordisk has initiated a new share 

repurchase programme with an expected total repurchase value 

of B shares amounting to a cash value of 12 billion kroner. Since 

2008, the share repurchase programme has primarily been 

conducted in accordance with the provisions of European 

Commission Regulation No 2273/2003 of 22 December 2003, 

also known as the Safe Harbour Regulation. This programme 

gives the selected financial institutions the mandate to purchase 

shares independently of Novo Nordisk. 

At the 2012 annual general meeting, the Board of Directors will 

propose a further reduction of the company’s B share capital, 

corresponding to approximately 3.4% of the total share capital, by 

cancellation of 20 million treasury shares. After implementation of 

the share capital reduction, the company’s share capital will amount 

to DKK 560,000,000 divided into an A share capital of DKK 

107,487,200 and a B share capital of DKK 452,512,800.

Share capital and ownership
Novo Nordisk’s total share capital of 580,000,000 Danish kroner 

is divided into A share capital of nominally 107,487,200 kroner 

and B share capital of nominally 472,512,800 kroner, of which 

24,440,186 kroner is held as treasury shares (figures as of 31 

December 2011). The company’s A shares (nominal value 1 krone) 

are not listed and are held by Novo A/S, a Danish public limited 

liability company that is 100% owned by the Novo Nordisk 

Foundation. More information on share capital is included in note 

18 on p 75. According to the Articles of Association of the 

Foundation, the A shares cannot be divested by Novo A/S or the 

Foundation. Novo A/S also held 40,412,800 kroner of B share 

capital (figures as of 31 December 2011). Each holding of 1 krone 

of the A share capital carries 1,000 votes. Each holding of 1 krone 

of the B share capital carries 100 votes. With 25.5% of the total 

share capital, Novo A/S controls 73.2% of the total number of votes, 

excluding treasury shares. 

The total market value of Novo Nordisk’s B shares excluding 

treasury shares was 296 billion kroner at the end of 2011. Novo 

Nordisk’s B shares are quoted on NASDAQ OMX Copenhagen 

and on the New York Stock Exchange in the form of ADRs. The B 

shares are traded in units of 1 krone and the ratio of Novo Nordisk’s 

B shares to ADRs is 1:1. The B shares are issued to the bearer but 

may, on request, be registered in the holder’s name in Novo 

Nordisk’s register of shareholders. As Novo Nordisk B shares are 

in bearer form, no official record of all shareholders exists. Based 

on available sources of information about the company’s share-

holders as of 31 December 2011, it is estimated that shares were 

distributed as shown in the charts on this page. At the end of 

2011, the free float of listed B shares was 70.3%.

Form 20-F
We expect to file our Form 20-F Report for 2011 with the United 

States Securities and Exchange Commission in February 2012. 

The report can be downloaded from novonordisk.com/investors.

Payment of dividends
Shareholders’ enquiries concerning dividend payments, transfer 

of share certificates, consolidation of shareholder accounts and 

tracking of lost shares should be addressed to Novo Nordisk’s 

transfer agents (see back cover). Novo Nordisk does not pay a 

dividend on its holding of treasury shares. As illustrated in the 

figure above, Novo Nordisk has consistently increased both the 

payout ratio and the dividend paid over the last five years. The 

dividend for 2010 paid in March 2011 was 10.00 Danish kroner 

per share of 1 krone.

At the 2012 annual general meeting, the Board of Directors will 

propose a 40% increase in the dividend for 2011 to 14.00 Danish 

kroner per share of 1 krone.
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Our guiding principle is that 
excess capital, after the funding 
of organic growth opportunities, 
is returned to investors.

Breakdown of shareholders 
% of capital (% of votes)

■ Novo A/S, Bagsværd,
Denmark 25.5% (73.2%)

■ Novo Nordisk A/S 4.3% (0.0%)

■ Other 70.2% (26.8%)

Geographic distribution 
of share capital* 
% of capital

■ Denmark 43%

■ North America 32%

■ UK 13%

■ Other 12%

 * Calculated using shareholders’ registered home
 country not, as in 2010, based on the location

  of the bank holding shares in custody.

Dividend payments
and payout ratio

■ Dividend for the year (left)

Payout ratio (right)

1. 2007 and 2008 payout ratio adjusted
for the AERx® discontinuation cost and the
 divestment of Dako’s business activities.

2. 2010 payout ratio adjusted
for ZymoGenetics divestment.

3. Pending approval at the 2012 Annual
General Meeting.
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The proposed dividend payments for Novo Nordisk shares are 

shown in the table below:

Analyst coverage
Our company is currently covered by 40 analysts, including the 

major global investment banks that regularly produce research 

reports about Novo Nordisk. A list of analysts covering Novo 

Nordisk can be found at novonordisk.com/investors.

Internet
Our homepage for investors is novonordisk.com/investors. It 

includes historical and updated information about Novo Nordisk’s 

activities: press releases from 1995 onwards, financial and 

non-financial results, a calendar of investor-relevant events, 

investor presentations, background information and recent 

annual reports.
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Proposed dividend payment for 2011
A shares of DKK 1 B shares of DKK 1 ADRs

DKK 14.00  DKK 14.00  DKK 14.00 

Financial calendar 2012
Annual general meeting 21 March 2012

Dividend B shares ADRs

Ex-dividend 22 March 2012 22 March 2012

Record date 26 March 2012 26 March 2012

Payment 27 March 2012 3 April 2012

Announcement of financial results

First three months   27 April 2012

Half year   9 August 2012

First nine months   31 October 2012

Full year   31 January 2013

54     Novo Nordisk Annual Report 2011

www.novonordisk.com/investors/analyst_coverage/analyst_coverage.asp
www.novonordisk.com/investors


C
on

so
lid

at
ed

 fi
na

nc
ia

l, 
so

ci
al

 a
nd

 e
nv

iro
nm

en
ta

l s
ta

te
m

en
ts

 2
01

1

Consolidated
financial,
social and
environmental
statements
2011
Consolidated financial statements
56 Income statement and Statement of comprehensive income
57 Balance sheet
58 Statement of cash flows
59 Statement of changes in equity
60 Notes to the Consolidated financial statements

Consolidated social statement 
(supplementary information)
91 Statement of social performance
92 Notes to the Consolidated social statement

Consolidated environmental statement 
(supplementary information)
97 Statement of environmental performance
98 Notes to the Consolidated environmental statement

Novo Nordisk Annual Report 2011     55



C
on

so
lid

at
ed

 fi
na

nc
ia

l s
ta

te
m

en
ts

56     Novo Nordisk Annual Report 2011

In
co

m
e 

st
at

em
en

t 
an

d 
St

at
em

en
t 

of
 c

om
pr

eh
en

si
ve

 in
co

m
e 

fo
r 

th
e 

ye
ar

 e
nd

ed
 3

1 
D

ec
em

be
r

Income statement and Statement of comprehensive income for the year ended 31 December

DKK million Note 2011 2010 2009

Income statement

Sales  2, 3 66,346 60,776 51,078
Cost of goods sold 2, 4, 6 12,589 11,680 10,438

Gross profit  53,757 49,096 40,640

Sales and distribution costs 2, 4, 6 19,004 18,195 15,420
Research and development costs 2, 4, 6 9,628 9,602 7,864
Administrative expenses 2, 4, 5, 6 3,245 3,065 2,764
Licence fees and other operating income, net 2, 4, 6 494 657 341

Operating profit  22,374 18,891 14,933

Share of profit/(loss) of associated companies, net of tax 13 (4) 1,070 (55)
Financial income 7 514 382 375
Financial expenses 8 959 2,057 1,265

Profit before income taxes  21,925 18,286 13,988

Income taxes 9 4,828 3,883 3,220

Net profit for the year  17,097 14,403 10,768

Earnings per share:
Basic earnings per share (DKK) 10 30.24 24.81 17.97
Diluted earnings per share (DKK) 10 29.99 24.60 17.82

Statement of comprehensive income

Net profit for the year  17,097 14,403 10,768

Other comprehensive income:
Realisation of previously deferred (gains)/losses on cash flow hedges 
to Income statement  658 (422) 900
Deferred gains/(losses) on cash flow hedges arising during the period   (1,170) (643) 352
Exchange rate adjustments of investments in subsidiaries   (173) 300 528
Deferred gains/(losses) on equity investments   8 (14) (1)
Share of other comprehensive income of associated companies, net of tax   – (9) 9
Other   (28) 27 10
Tax on other comprehensive income, income/(expense)  9 190 346 (25)

Other comprehensive income for the year, net of tax  (515) (415) 1,773

Total comprehensive income for the year  16,582 13,988 12,541
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Balance sheet at 31 December

DKK million Note  2011 2010

Assets

Intangible assets 11  1,489  1,458
Property, plant and equipment 12  20,931 20,507
Investments in associated companies 13  39 43
Deferred income tax assets 20  2,414 1,847
Other financial assets 14  234 254

Total non-current assets   25,107 24,109

Inventories 15  9,433 9,689
Trade receivables 14, 16  9,349 8,500
Tax receivables   883 650
Other receivables and prepayments 14, 17  2,376 2,403
Marketable securities  14  4,094 3,926
Derivative financial instruments 14, 28  48 108
Cash at bank and in hand 14  13,408 12,017

Total current assets   39,591 37,293

Total assets   64,698 61,402

Equity and liabilities

Share capital 18  580 600
Treasury shares 18  (24) (28)
Retained earnings   37,111 36,097
Other reserves   (219) 296

Total equity   37,448 36,965

Loans 14, 19  502 504
Deferred income tax liabilities 20  3,206 2,865
Retirement benefit obligations 21  439 569
Provisions 22  2,324 2,023

Total non-current liabilities   6,471 5,961

Current debt   14, 19  351 562
Trade payables 14  3,291 2,906
Tax payables   1,171 1,252
Other liabilities 14, 23  8,534 7,954
Derivative financial instruments 14, 19, 28  1,492 1,158
Provisions 22  5,940 4,644

Total current liabilities   20,779 18,476

Total liabilities   27,250 24,437

Total equity and liabilities   64,698 61,402
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Statement of cash flows for the year ended 31 December

DKK million Note 2011 2010 2009

Net profit for the year  17,097 14,403 10,768

Adjustment for non-cash items 24 9,117 8,449 6,701
Change in working capital 25 434 297 (279)
Interest received  332 218 284
Interest paid  (215) (252) (98)
Income taxes paid 9 (5,391) (3,436) (1,998)

Net cash generated from operating activities  21,374 19,679 15,378

Proceeds from the divestment of ZymoGenetics, Inc.  – 1,155 –
Purchase of intangible assets and other financial assets 11, 14 (259) (513) (415)
Proceeds from sale of property, plant and equipment  70 68 1
Purchase of property, plant and equipment 12 (3,073) (3,376) (2,632)
Net change in marketable securities  (197) (2,913) –

Net cash used in investing activities  (3,459) (5,579) (3,046)

Repayment of loans  (507) – –
Purchase of treasury shares, net 18 (10,595) (8,820) (6,395)
Dividends paid 10 (5,700) (4,400) (3,650)

Net cash used in financing activities  (16,802) (13,220) (10,045)

Net cash generated from activities  1,113 880 2,287

Cash and cash equivalents at the beginning of the year 26 11,960 11,034 8,726
Exchange gains/(losses) on cash and cash equivalents  (16) 46 21

Cash and cash equivalents at the end of the year  13,057 11,960 11,034

Additional information:1

Cash and cash equivalents at the end of the year 26 13,057 11,960 11,034
Marketable securities at the end of the year 14 4,094 3,926 1,013
Undrawn committed credit facilities2  4,832 4,473 4,465

Financial resources at the end of the year  21,983 20,359 16,512

Net cash generated from operating activities  21,374 19,679 15,378
Net cash used in investing activities   (3,459) (5,579) (3,046)
Net change in marketable securities  197 2,913 –

Free cash flow  18,112 17,013 12,332

1. Additional non-IFRS measures. Please refer to p 65 for definition.
2. At year-end, the Group had an undrawn committed credit facility amounting to DKK 4,832 million (DKK 4,473 million in 2010). The undrawn committed credit facility is a  

EUR 650 million (EUR 600 million in 2010 and 2009) facility committed by a portfolio of international banks. The facility matures in 2016.



C
on

so
lid

at
ed

 fi
na

nc
ia

l s
ta

te
m

en
ts

Novo Nordisk Annual Report 2011     59

St
at

em
en

t 
of

 c
ha

ng
es

 in
 e

qu
it

y 
at

 3
1 

D
ec

em
be

r

Statement of changes in equity at 31 December

 Share Treasury Retained  Other reserves Total Total
 capital shares earnings    other
    Exchange Cash Tax and  reserves 
    rate flow  other  
    adjust- hedges adjust-  
DKK million    ment  ments  

2011

Balance at the beginning of the year 600 (28) 36,097 571 (672) 397 296 36,965

Net profit for the year   17,097     17,097
Other comprehensive income for the year    (173) (512) 170 (515) (515)

Total comprehensive income for the year   17,097 (173) (512) 170 (515) 16,582

Transactions with owners:
Dividends (note 10)   (5,700)     (5,700)
Share-based payments (note 29)   319     319
Purchase of treasury shares (note 18)  (18) (10,821)     (10,839)
Sale of treasury shares (note 18)  2 242     244
Tax on sale of treasury shares   (123)     (123)
Reduction of the B share capital (note 18) (20) 20      –

Balance at the end of the year 580 (24) 37,111 398 (1,184) 567 (219) 37,448

 Share Treasury Retained  Other reserves Total Total
 capital shares earnings    other
    Exchange Cash Tax and  reserves 
    rate flow  other  
    adjust- hedges adjust-  
DKK million    ment  ments  

2010

Balance at the beginning of the year 620 (32) 34,435 271 393 47 711 35,734

Net profit for the year   14,403     14,403
Other comprehensive income for the year    300 (1,065) 350 (415) (415)

Total comprehensive income for the year   14,403 300 (1,065) 350 (415) 13,988

Transactions with owners:
Dividends (note 10)   (4,400)     (4,400)
Share-based payments (note 29)   463     463
Purchase of treasury shares (note 18)  (20) (9,478)     (9,498)
Sale of treasury shares (note 18)  4 674     678
Reduction of the B share capital (note 18) (20) 20      –

Balance at the end of the year 600 (28) 36,097 571 (672) 397 296 36,965
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1   Basis of preparation of the Consolidated 
    financial statements

The Consolidated financial statements have been prepared in accordance 
with International Financial Reporting Standards (IFRS) as issued by the 
International Accounting Standards Board (IASB), as well as in accordance 
with International Financial Reporting Standards (IFRS) as endorsed by the 
European Union. 

Furthermore, the Annual Report has been prepared in accordance with 
additional Danish disclosure requirements for the annual reports of listed 
companies. 

The Consolidated financial statements have been prepared on the historical 
cost basis except for the revaluation of available-for-sale financial assets 
such as equity investments and marketable securities measured at fair value 
through Other comprehensive income and derivative financial instruments 
measured at fair value through the Income statement.

Key accounting estimates and assumptions

The use of reasonable estimates is an essential part of the preparation of 
the Consolidated financial statements in conformity with IFRS as issued 
by the IASB and IFRS as endorsed by the European Union. Management is 
required to make estimates and assumptions that affect the application  
of accounting policies and reported amounts of assets, liabilities, sales, 
costs, cash flow and related disclosures at the date(s) of the Consolidated 
financial statements.

Management bases its estimates on historical experience and various other 
assumptions that are held to be reasonable under the circumstances. These 
form the basis for making judgements about the reported financial position 
and result of operations and cash flow that are not readily apparent from 
other sources. Actual results could differ from these estimates. The esti-
mates and underlying assumptions are reviewed on an ongoing basis and, 
if necessary, changes are recognised in the period in which the estimate is 
revised. 

Management regards the following to be the key accounting estimates and 
assumptions used in the preparation of the Consolidated financial state-
ments.

Sales rebates and provisions
Novo Nordisk has provisions and accruals for expected sales rebates, whole-
saler charge-backs and other rebates, including Medicaid in the United 
States and similar rebates in other countries. 

Such estimates are based on analyses of existing contractual or legal obliga-
tions, historical trends and the Group’s experience. They are calculated 
on the basis of a percentage of sales for each product as defined by the 
contracts with the various customer groups.

Sales discounts and sales rebates are predominantly issued in Region  
North America. In that region, significant sales rebates and discounts com-
prise rebates from sales covered by Medicare and Medicaid, the US state 
and federal programmes for public healthcare insurance.

Provisions for Medicaid and Medicare rebates have been calculated using  
a combination of historical experience, product and population growth,  
price increases, the impact of contracting strategies and specific terms in 
the individual agreements. For Medicaid, the calculation of rebates involves 
 interpretation of relevant regulations that are subject to challenge or 
change in interpretative guidance by government authorities. Although  
accruals are made for Medicaid and Medicare rebates at the time sales are  
recorded, the actual rebates related to the specific sale will typically be 
invoiced to Novo Nordisk up to six months later. Due to the time lag, the 
 rebate adjustments to sales in any particular period may incorporate  
revisions of accruals for prior periods.

Customer rebates are offered to a number of managed healthcare plans. 
These rebate programmes imply that the customer receives a rebate after 
attaining certain performance parameters relating to product purchases, 
formulary status and pre-established market share milestones relative  
to competitors. Since they are contractually agreed upon, rebates are 

estimated according to the specific terms in each agreement, historical 
 experience, anticipated channel mix, product growth rates and market 
share information. Novo Nordisk considers the sales performance of pro-
ducts subject to managed healthcare rebates and other contract discounts, 
and adjusts the provision periodically to reflect actual experience. 

Wholesaler charge-backs relate to contractual arrangements existing 
between Novo Nordisk and indirect customers, mainly in the US, whereby 
products are sold at prices lower than the list price charged to wholesalers. 
A wholesaler charge-back represents the difference between the invoice 
price to the wholesaler and the indirect customer’s contract price. Provisions 
are calculated for estimated charge-backs using a combination of factors 
such as historical experience, current wholesaler inventory levels, contract 
terms and the value of claims received but not yet processed. Wholesaler 
charge-backs are generally settled within one to three months of incurring 
the liability.

The carrying amount of provisions for sales rebates is DKK 5,666 million as 
at 31 December 2011. Please refer to note 22 for further information on 
provisions for sales rebates. Furthermore, please refer to note 3 for a gross-
to-net sales reconciliation.

Novo Nordisk considers the provision established for sales rebates to  
be reasonable and appropriate based on currently available information. 
However, the actual amount of rebates and discounts may differ from  
the amounts estimated by Management as more detailed information 
becomes available. 

Indirect production costs (IPCs)
Production costs for work in progress and finished goods include IPCs such 
as employee costs, depreciation, maintenance etc.

IPCs are measured based on a standard cost method which is reviewed 
regularly to ensure relevant measures of utilisation, production lead time 
and other relevant factors. Changes in the parameters for calculation  
of IPCs could have an impact on the gross margin and the overall valuation 
of inventories. 

The carrying amount of IPCs on inventory is DKK 5,125 million as at  
31 December 2011. Please refer to note 15 for further information.

Novo Nordisk considers the carrying amount of IPCs on inventory to be 
reasonable and appropriate based on currently available information. How-
ever, the actual amount of IPCs may differ from the amounts estimated by 
Management as more detailed information becomes available.

Allowances for doubtful trade receivables
Trade receivables are stated at amortised cost less allowances for potential 
losses on doubtful trade receivables. 

Novo Nordisk maintains allowances for doubtful trade receivables in anti-
cipation of estimated losses resulting from the subsequent inability of 
customers to make required payments. If the financial circumstances of the 
customers were to deteriorate, resulting in an impairment of their ability  
to make payments, additional allowances could be required in future 
periods. Management analyses trade receivables and examines historical 
bad debt, customer concentrations, customer creditworthiness, current 
 economic trends and changes in customer payment terms when evaluating 
the adequacy of the allowance for doubtful trade receivables. 

As a result of the generally troubled economic climate in Europe and  
thereby also the Eurozone countries, Novo Nordisk has increased its focus 
on the development in the outstanding trade receivables from this region. 
Payment history as well as current economic conditions and indicators are 
taken into account in the valuation of trade receivables. Please refer to  
note 2 for a geographical split of trade receivables and the allowance for 
trade receivables.

The carrying amount of trade receivables is DKK 9,349 million and allow-
ances for doubtful trade receivables is DKK 892 million as at 31 December 
2011. Please refer to note 16 for further information.

Provisions and contingencies
Deferred income tax assets and liabilities 
Novo Nordisk is subject to income taxes around the world. Significant 
judgement is required in determining the worldwide accrual for income 
taxes, deferred income tax assets and liabilities, and provision for uncertain  

Notes to the Consolidated financial statements
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tax positions. Novo Nordisk recognises deferred income tax assets if it 
is probable that sufficient taxable income will be available in the future 
against which the temporary differences and unused tax losses can be 
utilised. Management has considered future taxable income in assessing 
whether deferred income tax assets should be recognised. 

The carrying amount of deferred income tax assets and deferred income  
tax liabilities is DKK 2,414 million and DKK 3,206 million respectively as at  
31 December 2011. Please refer to note 20 for further information. 

Legal disputes
Provisions for legal disputes consist of various types of provisions linked to 
ongoing legal disputes. Management makes judgements about provisions 
and contingencies, including the probability of pending and potential future 
litigation outcomes which by their very nature are dependent on inherently 
uncertain future events. When determining likely outcomes of litigations  
etc, Management considers the evaluation of external counsels input about 
each case, as well as known outcomes in case law.

The carrying amount of provisions for legal disputes is DKK 1,554 million as 
at 31 December 2011. Please refer to note 22 for further information and  
note 31 for a description of significant pending litigations.

Although Management believes that the total provisions for legal pro-
ceedings are adequate based upon currently available information, there 
can be no assurance that there will not be any changes in facts or matters 
or that any future lawsuits, claims, proceedings or investigations will not  
be material.

Financial accounting policies

The principal accounting policies set out below have been applied con-
sistently in the preparation of the Consolidated financial statements for all 
the years presented.

Adoption of new and revised IFRSs
Novo Nordisk has adopted all new or amended and revised accounting 
standards and interpretations (‘IFRSs’) issued by IASB and IFRSs endorsed  
by the European Union effective for the accounting year 2011. Based on  
an analysis by Novo Nordisk, the application of the new IFRSs has not had 
a material impact on the Consolidated financial statements in 2011 and 
we do not anticipate any significant impact on future periods from the 
 adoption of these new IFRSs.

New IFRSs that have been issued but not yet come into effect
In addition to the above, IASB has issued a number of new or amended  
and revised accounting standards and interpretations (IFRSs) that have 
been  endorsed by the European Union but not yet come into effect. Novo 
Nordisk has thoroughly assessed the impact of these IFRSs which are not 
yet effective and determined that we do not anticipate any significant 
impact on the Consolidated financial statements from the adoption of these 
standards. 

IASB has issued IFRS 9 ‘Financial Instruments’ which is required to be 
adopted by 1 January 2015. This is part of the IASB’s project to replace  
IAS 39 and the new standard will substantially change the classification and  
measurement of financial instruments and hedging requirements. Further-
more, IASB has issued an amendment to IAS 19 ‘Employee Benefits’ that 
makes changes to the recognition and measurement of defined benefit 
pension expenses and termination benefits, and to the disclosure of all 
employee benefits. The amendment is required to be adopted by 1 January  
2013. Novo Nordisk has assessed the impact of the standard and the 
amendment and determined that they will not have any significant impact 
on the Consolidated financial statements. The new standards and the 
amendment have not yet been endorsed by the European Union.

Defining materiality
Novo Nordisk’s Consolidated financial statements are a result of processing   
large numbers of transactions and aggregating those transactions into 
classes according to their nature or function. When aggregated, the trans  - 
actions are presented separately in classes of similar items in the con-
solidated financial statements. If a line item is not individually material, it is 
aggregated with other items of a similar nature in the statements or in the 
notes. 

Throughout IFRS there are substantial disclosure requirements. Novo 
 Nordisk provides specific disclosures required by an IFRS unless the informa-
tion is immaterial or not applicable.

Principles of consolidation
The Consolidated financial statements incorporate the financial statements 
of Novo Nordisk A/S and entities controlled by Novo Nordisk A/S. The results 
of subsidiaries acquired or disposed of during the year are included in the 
consolidated income statement from the effective date of acquisition and 
up to the effective date of disposal, as appropriate. Comparative figures are 
not restated for disposed or acquired companies.

Where necessary, adjustments are made to the financial statements of sub-
sidiaries to bring their accounting policies in line with Novo Nordisk policies. 
All intra-Group transactions, balances, income and expenses are eliminated 
in full when consolidated.

When Novo Nordisk loses control of a subsidiary, the profit or loss on  
disposal is calculated as the difference between (i) the aggregate of the fair  
value of the consideration received and the fair value of any retained 
 interest and (ii) the previous carrying amount of the assets (including good-
will) and liabilities of the subsidiary.

Translation of foreign currencies
Functional and presentation currency
Items included in the financial statements of each of Novo Nordisk’s entities 
are measured using the currency of the primary economic environment in 
which the entity operates (functional currency). The Consolidated financial 
statements are presented in Danish kroner (DKK), which is the functional 
and presentation currency of the Parent company.

Translation of transactions and balances
Foreign currency transactions are translated into the functional currency 
using the exchange rates prevailing at the dates of the transactions. Foreign 
exchange gains and losses resulting from the settlement of such trans-
actions and from the translation at year-end exchange rates of monetary 
assets and liabilities denominated in foreign currencies are recognised in the 
Income statement.

Translation differences on non-monetary items, such as financial assets 
classified as available for sale, are included in the fair value reserve in Other 
comprehensive income. 

Translation of Group companies
Financial statements of foreign subsidiaries are translated into Danish 
 kroner at the exchange rates prevailing at the end of the reporting period 
for assets and liabilities, and at average exchange rates for income state-
ment items. 

All effects of exchange rate adjustment are recognised in the Income state-
ment, with the exception of exchange gains and losses arising from:

• the translation of foreign subsidiaries’ net assets at the beginning of the 
year at the exchange rates at the end of the reporting period

• the translation of foreign subsidiaries’ income statements using average 
exchange rates, whereas balance sheet items are translated using the 
exchange rates prevailing at the end of the reporting period

• the translation of non-current intra-Group receivables that are considered 
to be an addition to net investments in subsidiaries

• the translation of investments in associated companies.

The above exchange rate gains and losses are recognised in Other com-
prehensive income.

Sales and revenue recognition
Sales are measured at the fair value of the consideration received or receiv-
able. Sales are reduced for realised and estimated customer returns, rebates 
and other similar allowances.

Revenue from the sale of goods is recognised when all the following condi-
tions are satisfied:

• Novo Nordisk has transferred to the buyer the significant risks and 
 rewards of ownership of the goods.

• Novo Nordisk retains neither continuing managerial involvement to the 
degree usually associated with ownership nor effective control over the 
goods sold.

• The amount of revenue can be measured reliably.
• It is probable that the economic benefits associated with the transaction 

will flow to the entity.
• The costs incurred or to be incurred in respect of the transaction can be 

measured reliably.
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Provisions for rebates and discounts granted to government agencies, 
wholesalers, retail pharmacies, managed care and other customers are 
recorded as a reduction of revenue at the time the related revenues  
are recorded or when the incentives are offered. They are calculated on 
the basis of historical experience and the specific terms in the individual 
agreements. The sales rebate accruals and provisions are included in Other 
current liabilities and Provisions for other liabilities.

Where there is historical experience or a reasonably accurate estimate of 
expected future returns can otherwise be made, a provision for estimated 
sales returns is recorded. Revenue recognition for new product launches 
is based on specific facts and circumstances relating to those products, 
 including estimated demand and acceptance rates for well-established 
products with similar market characteristics. Where shipments of new or 
 existing products are made on a sale or return basis, without sufficient 
historical experience for estimating sales returns, revenue is only recorded 
when there is evidence of consumption or when the right of return has 
expired. 

Provisions for revenue deductions are adjusted to actual amounts as 
 rebates, discounts and returns are processed.

Research and development
All internal research costs are expensed in the Income statement as 
 incurred. 

Due to the long duration and significant uncertainties relating to the  
development of new products, including risks associated with clinical trials 
and regulatory approval, it is concluded that Novo Nordisk’s internal  
development costs in general do not meet the capitalisation criteria. This 
is because the technical feasibility criteria are not considered to be fulfilled 
until a high probability of regulatory approval can be determined. Hence, 
internal research and development costs are expensed in the Income 
statement as incurred. The same principles are applied to property, plant 
and equipment with no alternative use developed as part of a research 
and development project. However, property, plant and equipment with 
alternative use or used for general research and development purposes is 
capitalised and depreciated over its estimated useful life.

For acquired in-process research and development projects, the effect 
of probability is reflected in the cost of the asset, and the probability 
recognition criteria are therefore always considered satisfied. As the cost 
of acquired in-process research and development projects can often be 
measured reliably, these projects fulfil the capitalisation criteria as intangible 
assets upon acquisition. However, further internal development costs 
subsequent to acquisition are treated in the same way as other internal 
development costs.

Licence fees and other operating income
Licence fees and other operating income comprise licence fees and income 
of a secondary nature in relation to the main activities of Novo Nordisk. 
Non-Novo Nordisk-related net profit from the two wholly owned sub-
sidiaries NNIT A/S and NNE Pharmaplan A/S is recognised as other operating 
income. Licence fees are recognised on an accrual basis in accordance with 
the terms and substance of the relevant agreement. Licence fees and other 
operating income also include income from sale of intellectual property 
rights.

Intangible assets
Goodwill
Goodwill represents any cost in excess of identifiable net assets, measured 
at fair value, in the acquired company. Goodwill recorded under Intangible 
assets is related to subsidiaries. 

Patents and licences
Patents and licences, including acquired patents and licences for in-process 
research and development projects, are carried at historical cost less ac-
cumulated amortisation and any impairment loss. Amortisation is calculated 
using the straight-line method to allocate the cost of patents and licences 
over their estimated useful lives. Estimated useful life is the shorter of the 
legal duration and the economic useful life. The estimated useful life of 
intangible assets is regularly reviewed. The amortisation of patents and 
licences begins after regulatory approval has been obtained, which is the 
point in time from which the intangible asset is available for use in the 
production of the product.

Other intangible assets
Internal development of computer software and other development costs 
related to major IT projects for internal use that are directly attributable 
to the design and testing of identifiable and unique software products 
 controlled by Novo Nordisk are recognised as intangible assets under Other 
intangible assets if the recognition criteria are met. The computer software 
has to be a significant business system and the expenditure must lead to  
the creation of a durable asset.  

In order for an internally generated intangible asset to qualify for  
recognition, it is required that the related internal development project is 
at a sufficiently advanced stage and that the project is economically viable. 
Amortisation is calculated using the straight-line method over the estimated 
useful life of 3–10 years. The amortisation commences when the asset is 
available for use, ie when it is in the location and condition necessary for it 
to be capable of operating in the manner intended by Management.

Property, plant and equipment
Property, plant and equipment is measured at historical cost less accu-
mulated depreciation and any impairment loss. The cost of self-constructed 
assets includes costs directly attributable to the construction of the assets. 
Subsequent cost is included in the asset’s carrying amount or recognised 
as a separate asset, as appropriate, only when it is probable that future 
economic benefits associated with the item will flow to Novo Nordisk and 
the cost of the item can be measured reliably. In general, constructions of 
major investments are self-financed and thus no material interest on loans 
 (borrowings) is capitalised as part of the cost.

Depreciation is provided under the straight-line method over the estimated 
useful lives of the assets as follows: 

• Buildings: 12–50 years
• Plant and machinery: 5–16 years
• Other equipment: 3–16 years
• Land: not depreciated

The assets’ residual values and useful lives are reviewed and adjusted,  
if appropriate, at the end of each reporting period. An asset’s carrying 
amount is written down to its recoverable amount if the asset’s carrying 
amount is higher than its estimated recoverable amount. 

Gains and losses on disposals are determined by comparing the proceeds 
with the carrying amount and are recognised in the Income statement.

Leasing
Leases are classified as finance leases whenever the terms of the lease 
substantially transfer all the risks and rewards of ownership to the lessee. 
All other leases are classified as operating leases. The use of finance leases 
in the Consolidated financial statements is immaterial and they are part  
of property, plant and equipment.

Operating lease payments are recognised in the Income statement as an 
expense on a straight-line basis over the lease term, except where another 
systematic basis is more representative of the time pattern in which eco-
nomic benefits from the leased asset are consumed. Contingent rentals 
arising under operating leases are recognised as an expense in the period in 
which they are incurred. 

Impairment of assets 
Intangible assets with an indefinite useful life and intangible assets not yet 
available for use are not subject to amortisation and are tested annually  
for impairment irrespective of whether there is any indication that they may 
be impaired. 

Assets that are subject to amortisation, such as intangible assets in use 
or with definite useful life, and other non-current assets are reviewed for 
impairment whenever events or changes in circumstances indicate that  
the carrying amount may not be recoverable. Factors considered material 
that could trigger an impairment test include the following:

• Development of a competing drug
• Changes in the legal framework covering patents, rights or licences
• Advances in medicine and/or technology that affect the medical treat-

ments
• Lower-than-predicted sales
• Adverse impact on reputation and/or brand names
• Changes in the economic lives of similar assets
• Relationship with other intangible or tangible assets
• Changes or anticipated changes in participation rates or reimbursement 

policies. 
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If the carrying amount of goodwill, intangible assets or other non-current 
assets exceeds the recoverable amount based upon the existence of one or 
more of the above indicators of impairment, any impairment is measured 
based on discounted projected cash flows.

Intangible assets and other non-financial assets (other than goodwill) that 
have suffered impairments are reviewed at each reporting date for possible 
reversal of the impairment.

Investments in associated companies
Investments in associated companies are accounted for under the equity  
method of accounting (ie at the respective share of the associated  com - 
panies’ net asset value applying Novo Nordisk’s accounting policies). Good-
will relating to associated companies is recorded as part of the investment 
under Investments in associated companies.

Financial assets
Novo Nordisk classifies its investments in the following categories:

• Available-for-sale financial assets 
• Loans and receivables
• Financial assets at fair value through the Income statement (derivatives).

The classification depends on the purpose for which the investments were 
made. Management determines the classification of its investments on 
initial recognition and re-evaluates this at the end of every reporting period 
to the extent that such a classification is permitted and required.

Recognition and measurement
Purchases and sales of investments are recognised on the settlement date. 
Investments are initially recognised at fair value. 

Available-for-sale financial assets and financial assets at fair value  
are subsequently carried at fair value. Loans and receivables are carried at 
amortised cost using the effective interest method. 

Fair value disclosures are made separately for each class of financial instru-
ments at the end of the reporting period.

Derecognition
Investments are derecognised when the rights to receive cash flows from 
the investments have expired or have been transferred, and Novo Nordisk 
has transferred substantially all risks and rewards of ownership.

Available-for-sale financial assets
Available-for-sale financial assets consist of equity investments and market-
able securities and are included in Other financial assets unless Manage-
ment intends to dispose of the investment within 12 months of the end of 
the reporting period. If that is the case, the current part is included as Other 
receivables and prepayments.

Unrealised gains and losses arising from changes in the fair value of finan-
cial assets classified as available for sale are recognised in Other compre-
hensive income. When financial assets classified as available for sale are 
sold or impaired, the accumulated fair value adjustments are included in the 
Income statement.

The fair values of quoted investments (including bonds) are based on cur-
rent bid prices at the end of the reporting period. Financial assets for which 
no active market exists are carried at cost if no reliable valuation model can 
be applied.

Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or deter-
minable payments that are not quoted in an active market. If collection is 
expected within one year (or in the normal operating cycle of the business 
if longer), they are classified as Current assets. If not, they are presented as 
Non-current assets.

Trade receivables and Other receivables and prepayments are recognised 
initially at fair value and subsequently measured at amortised cost using  
the effective interest method, less provision for allowances. Provision for  
allowances is made for trade receivables when there is objective evidence 
that Novo Nordisk will not be able to collect all amounts due according to 
the original terms of the receivables.
 

The provision for allowances is deducted from the carrying amount of  
Trade receivables and the amount of the loss is recognised in the Income 
statement under Sales and distribution costs. When a trade receivable  
is uncollectible, it is written off against the allowance account for trade 
receivables. Subsequent recoveries of amounts previously written off are 
credited against Sales and distribution costs in the Income statement.

Financial assets at fair value through the Income statement (derivatives)
Novo Nordisk uses forward exchange contracts, currency options, interest 
rate swaps and cross-currency swaps to hedge forecast transactions,  
assets and liabilities, and net foreign currency investments in foreign sub-
sidiaries in accordance with the specific rules of IAS 39 ‘Financial Instru-
ments: Recognition and Measurement’. 

Upon initiation of the contract, Novo Nordisk designates each derivative 
financial contract that qualifies for hedge accounting as one of:

• Hedges of the fair value of a recognised asset or liability or a firm commit-
ment (fair value hedge)

• Hedges of the fair value of a forecast financial transaction (cash flow 
hedge)

• Hedges of a net investment in a foreign operation (net investment 
hedge).

All contracts are initially recognised at fair value and subsequently re-
measured at their fair values based on current bid prices at the end of the 
reporting period. 

Forward exchange contracts and currency swap hedges recognised as  
assets or liabilities in foreign currencies are measured at fair value at the end 
of the reporting period. Value adjustments are recognised in the Income 
statement along with any value adjustments of the hedged asset or liability 
that is attributable to the hedged risk. 

The value adjustments on forward exchange contracts and interest rate 
swaps designated as hedges of forecast transactions are recognised directly 
in Other comprehensive income, given hedge effectiveness. The cumulative 
value adjustment of these contracts is transferred from Other compre-
hensive income to the Income statement as a reclassification adjustment 
under Financial income or Financial expenses when the hedged transaction 
is recognised in the Income statement. 

Currency swaps used to hedge net investments in subsidiaries are measured 
at fair value based on the difference between the swap exchange rate and 
the exchange rate at the end of the reporting period. The value adjustment 
is recognised in Other comprehensive income.

Furthermore, Novo Nordisk uses currency option hedges of forecast trans-
actions. Currency options are initially recognised at cost, which equals fair 
value of considerations paid, and subsequently re-measured at their fair 
values at the end of the reporting period. The cumulative value adjustment 
of the currency options for which hedge accounting is applied, which is 
the intrinsic value of the options, is transferred from Other comprehensive 
income to the Income statement as a reclassification adjustment under 
Financial income or Financial expenses when the hedged transaction is 
recognised in the Income statement. Gains and losses on currency options 
that do not meet the detailed requirements for allowing hedge accounting 
are recognised directly in the Income statement under Financial income or 
Financial expenses.

The fair value of financial assets and liabilities is measured on the basis of 
quoted market prices of financial instruments traded in active markets.  
If an active market exists, fair value is based on the most recently observed 
market price at the end of the reporting period.

If a financial instrument is quoted in a market that is not active, Novo 
Nordisk bases its valuation on the most recent transaction price. Adjust-
ment is made for subsequent changes in market conditions, for instance by 
including transactions in similar financial instruments that are assumed to 
be motivated by normal business considerations.

If an active market does not exist, the fair value of standard and simple 
financial instruments, such as foreign exchange forward contracts, interest 
rate swaps, currency swaps and unlisted bonds, is measured according to 
generally accepted valuation techniques. Market-based parameters are used 
to measure fair value.
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When a hedging instrument expires or is sold, or when a hedge no longer 
meets the criteria for hedge accounting, any cumulative gain or loss existing 
in equity at that time remains in equity and is recognised when the forecast 
transaction is ultimately recognised in the Income statement. When a 
forecast transaction is no longer expected to occur, the cumulative gain or 
loss that was reported in equity is immediately transferred to the Income 
statement under Financial income or Financial expenses.

Inventories 
Inventories are stated at the lower of cost and net realisable value. Cost 
is determined using the first-in, first-out method. Cost comprises direct 
production costs such as raw materials, consumables and labour as well as 
production overheads such as employee wages, depreciation, maintenance 
etc. The production overheads are measured based on a standard cost 
method, which is reviewed regularly to ensure relevant measures of utilisa-
tion, production lead time, etc. 

If the expected sales price less completion costs and costs to execute sales 
(net realisable value) is lower than the carrying amount, a write-down is 
recognised for the amount by which the carrying amount exceeds its net 
realisable value.

Inventory manufactured prior to regulatory approval is capitalised as an 
asset but provided for until there is a high probability of regulatory approval 
of the product. Before that point a provision is made against the carrying 
amount to its recoverable amount and recorded as R&D costs. At the point 
when a high probability of regulatory approval is obtained, the provision 
recorded is reversed, up to no more than the original cost.

Tax
The tax expense for the period comprises current and deferred tax, 
including adjustments to previous years. Tax is recognised in the Income 
statement, except to the extent that it relates to items recognised in Other 
compre hensive income.

Deferred income taxes arise from temporary differences between the ac-
counting and taxable values of the individual consolidated companies and 
from realisable tax-loss carry-forwards using the liability method. The tax 
value of tax-loss carry-forwards is included in deferred tax assets to the 
extent that the tax losses and other tax assets are expected to be utilised  
in future taxable income. The deferred income taxes are measured 
 according to current tax rules and at the tax rates expected to be in force  
on elimination of the temporary differences. 

Unremitted earnings are retained by subsidiaries for reinvestment. No 
 provision is made for income taxes that would be payable upon the distri-
bution of such earnings.

Employee benefits
Wages, salaries, social security contributions, annual leave and sick leave, 
bonuses and non-monetary benefits are recognised in the year in which 
the associated services are rendered by employees of Novo Nordisk. Where 
Novo Nordisk provides long-term employee benefits, the costs are accrued 
to match the rendering of the services by the employees concerned.

Pensions
Novo Nordisk operates a number of defined contribution plans throughout  
the world. In a few countries, Novo Nordisk still operates defined benefit 
plans. The costs for the year for defined benefit plans are determined  
using the projected unit credit method. This reflects services rendered by 
employees to the dates of valuation and is based on actuarial assumptions 
primarily regarding discount rates used in determining the present value of 
benefits, projected rates of remuneration growth and long-term expected 
rates of return for plan assets. Discount rates are based on the market yields 
of high-rated corporate bonds in the country concerned. 

Actuarial gains and losses are recognised as income or expenses when the 
net cumulative unrecognised actuarial gains and losses for each individual 
plan at the end of the previous reporting period exceed 10% of the  
higher of the defined benefit obligation and the fair value of plan assets at 
that date. These gains or losses are recognised over the expected average 
remaining working lives of the employees participating in the plans. 

Past service costs are allocated over the average period until the benefits 
vest. 

Pension assets are only recognised to the extent that Novo Nordisk is able to 
derive future economic benefits such as refunds from the plan or reductions 
of future contributions.

Novo Nordisk’s contributions to the defined contribution plans are charged 
to the Income statement in the year to which they relate.

Share-based compensation
Novo Nordisk operates equity-settled, share-based compensation plans.  
The fair value of the employee services received in exchange for the grant  
of the options or shares is recognised as an expense and allocated over the 
vesting period.

The total amount to be expensed over the vesting period is determined by 
reference to the fair value of the options or shares granted, excluding the 
impact of any non-market vesting conditions. The fair value is fixed at grant 
date. Non-market vesting conditions are included in assumptions about 
the number of options or shares that are expected to vest. At the end of 
each reporting period, Novo Nordisk revises its estimates of the number of 
 options or shares that are expected to vest. Novo Nordisk recognises the  
impact of the revision of the original estimates, if any, in the Income state- 
 ment and in a corresponding adjustment to Equity (change in proceeds) 
over the remaining vesting period. Adjustments relating to prior years are 
included in the Income statement in the year of adjustment. 

Liabilities
Generally, liabilities are stated at amortised cost unless otherwise specified.

Loans are recognised initially at fair value, net of transaction costs incurred. 
Loans are subsequently stated at amortised cost; any dif ference between 
the proceeds (net of transaction costs) and the redemption value is 
 re cognised in the Income statement over the period of the loans using the 
effective interest method. Loans are classified as  Current debt unless Novo 
Nordisk has an unconditional right to defer settle ment of the liability for  
at least 12 months after the end of the reporting period.

Provisions 
Provisions, including legal disputes, are recognised where a legal or con-
structive obligation has been incurred as a result of past events and it is 
probable that there will be an outflow of resources that can be reliably 
 estimated. In this case, Novo Nordisk arrives at an estimate on the basis of 
an evaluation of the most likely outcome. Disputes for which no reliable 
 estimate can be made are disclosed as contingent liabilities.

Provisions are measured at the present value of the anticipated expenditure 
for settlement of the legal or constructive obligation using a pre-tax rate 
that reflects current market assessments of the time value of money and 
the risks specific to the obligation. The increase in the provision due to the 
passage of time is recognised as interest expense.

Product returns 
Novo Nordisk has recorded provisions for expected product returns. 
Provisions are based on an analysis of the estimated rate of return, which 
is determined based on historical experience of customer returns and con-
sidering any other relevant factors.

Treasury shares
Treasury shares are deducted from the share capital at their nominal value 
of DKK 1 per share. Differences between this amount and the amount paid 
for acquiring, or received for disposing of, treasury shares are deducted 
from Retained earnings. 

Statement of cash flows 
The Statement of cash flows and financial resources is presented in accord-
ance with the indirect method commencing with Net profit for the year. 
Cash and cash equivalents consist of cash and marketable securities with 
original maturity of less than three months offset by short-term bank loans. 
Financial resources consist of cash and cash equivalents, bonds with original 
term to maturity exceeding three months and undrawn committed credit 
facilities expiring after more than one year.
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Financial definitions

ADRs
An American Depositary Receipt (or ADR) represents ownership in the 
shares of a non-US company and trades in US financial markets.

Basic earnings per share (EPS) 
Net profit divided by the average number of shares outstanding.

Diluted earnings per share 
Net profit divided by the sum of average number of shares outstanding, 
including the dilutive effect of share options ‘in the money’. The dilutive  
effect of share options ‘in the money’ is calculated as the difference 
 between the following:

1) the number of shares that could have been acquired at fair value with 
proceeds from the exercise of the share options
2) the number of shares that would have been issued assuming the exercise 
of the share options. 

The difference (the dilutive effect) is added to the denominator as an issue 
of shares for no consideration.

Effective tax rate 
Income taxes as a percentage of profit before income taxes.

Equity ratio 
Total equity at year-end as a percentage of total assets at year-end.

Gross margin 
Gross profit as a percentage of sales.

Net profit margin 
Net profit as a percentage of sales.

Number of shares outstanding 
The total number of shares, excluding the holding of treasury shares.

Operating profit margin 
Operating profit as a percentage of sales.

Other comprehensive income (OCI)
Other comprehensive income comprises all items recognised in equity for 
the year other than those related to transactions with owners of the com-
pany. Examples of items that are required to be presented in OCI are:

• Foreign exchange rate adjustments in foreign subsidiaries
• Actuarial gains and losses arising on defined benefit plans
• Changes in fair value of financial instruments in a cash flow hedge.

Payout ratio 
Total dividends for the year as a percentage of net profit.

Return on equity (ROE)
Net profit for the year as a percentage of shareholders’ equity (average).

Non-IFRS financial measures
In the Annual Report 2011, Novo Nordisk discloses certain financial 
measures of the Group’s financial performance, financial position and cash 
flows that reflect adjustments to the most directly comparable measures 
calculated and presented in accordance with IFRS. These non-IFRS financial 
measures may not be defined and calculated by other companies in the 
same manner, and may thus not be comparable with such measures.

The non-IFRS financial measures presented in the Annual Report 2011 are:
• Cash to earnings
• Financial resources at the end of the year
• Free cash flow
• Operating profit after tax to net operating assets.

Cash to earnings
Cash to earnings is defined as ‘free cash flow as a percentage of net profit’.

Financial resources at the end of the year
Financial resources at the end of the year is defined as the sum of cash and 
cash equivalents at the end of the year, bonds with original term to maturity 
exceeding three months and undrawn committed credit facilities.

Free cash flow
Novo Nordisk defines free cash flow as ‘net cash generated from operating 
activities less net cash used in investing activities’ excluding ‘Net change in 
marketable securities’.

Operating profit after tax to net operating assets
Operating profit after tax to net operating assets is defined as ‘operating 
profit after tax (using the effective tax rate) as a percentage of average 
 inventories, receivables, property, plant and equipment, intangible assets  
and deferred tax assets less non-interest bearing liabilities including 
 provisions and deferred tax liabilities (where average is the sum of above 
assets and liabilities at the beginning of the year and at year-end divided  
by two)’. 
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2   Segment information

Operating segments are reported in a manner consistent with the internal 
reporting provided to Management and the Board of Directors. 
 
Business segments

Novo Nordisk operates in two business segments based on different 
 therapies: Diabetes care and Biopharmaceuticals.

The Diabetes care business segment includes research, development, 
 manufacturing and marketing of products within the areas of insulin, GLP-1 
and related delivery systems, oral antidiabetic products (OAD) and obesity.

The Biopharmaceuticals business segment includes research, development, 
manufacturing and marketing of products within the areas of haemophilia, 
growth hormone therapy, hormone replacement therapy, inflammation 
therapy and other therapy areas.

Management monitors the operating results of its business segments sepa-
rately for the purpose of making decisions about resource allocation and 
performance assessment. Segment performance is evaluated on the basis 
of operating profit consistent with the Consolidated financial statements. 
Financial income and expenses and income taxes are managed on a Group 
basis and are not allocated to business  segments.

There are no sales or other transactions between the business segments. 
Costs have been split between business segments according to a specific 
allocation with the addition of a minor number of corporate overheads 
allocated systematically between the segments. Licence fees and other 
 operating income has been allocated to the two segments based on the 
same principle. Segment assets comprise the assets that are applied directly 
to the activities of the segment, including intangible assets, property, plant 
and equipment, other financial assets, inventories, trade receivables, and 
other receivables and prepayments. 

No single customer represents more than 10% of the total sales and no 
operating segments have been aggregated to form the reported business 
segments.

Business segments

DKK million 2011 2010 2009 2011 2010 2009 2011 2010 2009

Segment sales Diabetes care Biopharmaceuticals Total

NovoRapid® / NovoLog® 12,804 11,900 9,749      
NovoMix® / NovoLog®Mix 8,278 7,821 6,499      
Levemir® 7,683 6,880 5,223      
Total modern insulins 28,765 26,601 21,471      
Human insulins 10,785 11,827 11,315      
Victoza® 5,991 2,317 87      
Protein-related products 2,309 2,214 1,977      
Oral antidiabetic products (OAD) 2,575 2,751 2,652      

Diabetes care total sales 50,425 45,710 37,502      

NovoSeven®    8,347 8,030 7,072   
Norditropin®    5,047 4,803 4,401   
Hormone replacement therapy    2,054 1,892 1,744   
Other products    473 341 359   

Biopharmaceuticals total sales     15,921 15,066 13,576   

Total business segments – 
other key figures
Total sales 50,425 45,710 37,502 15,921 15,066 13,576 66,346 60,776 51,078
  Change in DKK (%) 10.3% 21.9% 12.4% 5.7% 11.0% 11.3% 9.2% 19.0% 12.1%
  Change in local currencies (%) 12.6% 15.7% 11.1% 7.6% 5.4% 9.3% 11.4% 13.0% 10.6%
Cost of goods sold 10,762 10,131 9,001 1,827 1,549 1,437 12,589 11,680 10,438
Sales and distribution costs 16,476 14,815 12,877 2,528 3,380 2,543 19,004 18,195 15,420
Research and development costs 6,402 6,744 5,257 3,226 2,858 2,607 9,628 9,602 7,864
Administrative expenses 2,485 2,260 2,044 760 805 720 3,245 3,065 2,764
Licence fees and other operating 
income, net 285 342 187 209 315 154 494 657 341
Operating profit  14,585 12,102 8,510 7,789 6,789 6,423 22,374 18,891 14,933

Depreciation, amortisation and 
impairment losses included in costs 2,051 1,887 1,973 686 580 578 2,737 2,467 2,551
Additions to non-current assets 
(other than financial assets and 
deferred tax assets) 2,654 3,068 2,129 678 795 896 3,332 3,863 3,025

Assets allocated to business segments 34,853 34,947 29,703 8,998 7,906 8,984 43,851 42,853 38,687
Assets not allocated to business 
segments1       20,847 18,549 16,055
Total assets       64,698 61,402 54,742

1. The part of total assets that has not been allocated to either of the two business segments includes Cash at bank and in hand, Marketable securities, Derivative financial instruments 
and tax assets etc.
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2   Segment information (continued)

Geographical segments

Novo Nordisk operates in five geographical regions:

• North America: the US and Canada
• Europe: the EU, EFTA, Albania, Bosnia-Hercegovina, Croatia, Macedonia, 

Serbia, Montenegro and Kosovo
• Japan & Korea: Japan and Korea
• Region China: China, Hong Kong and Taiwan
• International Operations: all other countries

Sales are attributed to geographical regions according to the location of  
the customer. Allocation of property, plant and equipment and total assets 
are based on the location of the assets.

The country of domicile is Denmark, which is part of Region Europe. 
Denmark is immaterial in relation to Novo Nordisk’s activities in terms of 
 geographical size and the operational business segments. Less than 1% of 
the total sales is realised in Denmark. Sales to external customers attributed 
to the US are collectively the most material to the company. The US is the 
only country where sales contribute more than 10% of total sales. Sales to 
the US represent more than 90% of sales in Region North America.

Geographical segments

DKK million 2011 2010 2009 2011 2010 2009

 North America Europe

Sales 26,586 23,609 18,279 19,168 18,664 17,540
  Change in DKK (%) 12.6% 29.2% 20.6% 2.7% 6.4% 1.9%
  Change in local currencies (%) 17.9% 22.4% 15.2% 2.4% 4.6% 5.2%
Property, plant and equipment 1,329 987 905 15,681 15,669 15,445
Trade receivables 2,081 1,689 1,255 3,652 3,437 3,243
Hereof allowance for trade receivables (22) (19) (22) (333) (200) (187)
Total assets 5,465 3,680 3,232 47,202 46,654 42,933

DKK million 2011 2010 2009 2011 2010 2009

 International Operations2 Japan & Korea

Sales 9,367 8,335 6,835 6,223 5,660 4,888
  Change in DKK (%) 12.4% 21.9% 7.6% 9.9% 15.8% 16.5%
  Change in local currencies (%) 17.1% 22.3% 14.9% 5.1% 3.3% 1.8%
Property, plant and equipment 1,672 1,929 1,785 207 213 188
Trade receivables 2,052 1,995 1,555 377 446 361
Hereof allowance for trade receivables (535) (408) (391) (2) 0 0
Total assets 6,419 6,327 5,439 1,388 1,158 1,003

DKK million 2011 2010 2009 2011 2010 2009

 Region China2 Total

Sales 5,002 4,508 3,536 66,346 60,776 51,078
  Change in DKK (%) 11.0% 27.5% 25.6% 9.2% 19.0% 12.1%
  Change in local currencies (%) 11.7% 19.9% 26.4% 11.4% 13.0% 10.6%
Property, plant and equipment 2,042 1,709 903 20,931 20,507 19,226
Trade receivables 1,187 933 649 9,349 8,500 7,063
Hereof allowance for trade receivables 0 0 0 (892) (627) (600)
Total assets 4,224 3,583 2,135 64,698 61,402 54,742

2. As of 1 January 2011, Region China is reported as a separate geographical region. Before 2011, Region China was part of International 
Operations. The historical figures for 2010 and 2009 have been restated and are comparable with the 2011 regional set-up.
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3   Gross-to-net sales reconciliation

DKK million 2011 2010 2009

Gross sales 84,386 75,811 62,459

US Medicaid and Medicare rebates (5,075) (4,124) (2,447)
US managed healthcare rebates (2,551) (2,494) (2,121)
US wholesaler charge-backs (5,894) (4,994) (3,720)
Non-US healthcare plans and 
programme rebates (695) (543) (431)
Sales returns and discounts (3,825) (2,880) (2,662)

Total gross-to-net sales adjustments (18,040) (15,035) (11,381)

Total net sales 66,346 60,776 51,078

4   Employee costs

DKK million 2011 2010 2009

Wages and salaries 16,127 14,520 13,231
Share-based payment costs (note 29) 319 463 259
Pensions – defined contribution plans 1,155 1,052 958
Pensions – retirement benefit 
obligations (note 21) (2) 210 152
Other social security contributions 1,189 1,067 898
Other employee costs 1,491 1,510 1,332

Total employee costs for the year 20,279 18,822 16,830

Change in employee costs included 
in assets under construction (496) (559) (485)
Change in employee costs included 
in inventories (37) 76 (21)

Total employee costs expensed 
in the Income statement 19,746 18,339 16,324

Included in the Income statement:   
Cost of goods sold 4,302 4,006 3,952
Sales and distribution costs 7,961 7,240 6,063
Research and development costs 3,980 3,697 3,218
Administrative expenses 1,993 2,059 1,811
Licence fees and other operating  
income, net 1,510 1,337 1,280

Total included in the Income statement 19,746 18,339 16,324

Average number of full-time employees 31,499 29,423 27,985
Year-end number of full-time employees 32,136 30,014 28,809

DKK million 2011 2010 2009

Remuneration to Executive 
Management:
Salary 35 32 30
Pension 9 8 8
Other benefits 1 1 1

Total 45 41 39

Fee to Board of Directors 9 7 7

Share-based payments are allocated in the joint pool with other members of 
the Senior Management Board. Please refer to note 29 and  ‘Remunera tion 
 report’ in ‘Corporate governance, remuneration and leadership,’ pp 44–47, 
for further information on remuneration to the Board of Directors and 
Executive Management.

5   Fee to statutory auditors

DKK million 2011 2010 2009

Statutory audit  24 25 25
Audit-related services 5 6 6
Tax advisory services 13 15 13
Other services 3 4 3

Total fee to statutory auditors 45 50 47

6   Depreciation, amortisation and impairment losses

DKK million 2011 2010 2009

Included in the Income statement:  
Cost of goods sold 1,880 1,832 1,851
Sales and distribution costs 95 60 43
Research and development costs  633 460 528
Administrative expenses 58 56 55
Licence fees and other operating  
income, net 71 59 74

Total depreciation, amortisation and 
impairment losses 2,737 2,467 2,551

Refer to notes 11 and 12 for the split between Intangible assets and 
Property, plant and equipment.

7   Financial income

DKK million 2011 2010 2009

Interest income  274 235 313
Foreign exchange gain (net) – 86 62
Foreign exchange gain on 
derivatives (net) 240 61 –

Total financial income 514 382 375

8   Financial expenses

DKK million 2011 2010 2009

Interest expenses1 275 500 384
Foreign exchange loss (net) 256 – –
Foreign exchange loss on 
derivatives (net) – – 95
Loss on currency options (net) 200 82 56
Capital loss on investments etc  27 23 16
Other financial expenses 95 46 52
Foreign exchange loss on 
derivatives transferred from Other 
comprehensive income (net) 106 1,406 662

Total financial expenses 959 2,057 1,265

1. Interest expenses include interest on tax cases ongoing or settled during the year.
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9   Taxes

DKK million  2011 2010 2009

Current tax on profit for the year  4,534 3,477 2,382
Deferred tax on profit for the year (note 20)  257 495 840

Tax on profit for the year  4,791 3,972 3,222
Adjustments related to previous years – current tax  277 504 (54)
Adjustments related to previous years – deferred tax  (240) (593) 52

Income taxes in the Income statement   4,828 3,883 3,220

Computation of effective tax rate:
Statutory corporate income tax rate in Denmark  25.0% 25.0% 25.0%
Deviation in foreign subsidiaries’ tax rates compared with the Danish tax rate (net)  (3.0%) (2.5%) (2.2%)
Non-taxable income less non-tax-deductible expenses (net)  (0.2%) (1.2%) 0.2%
Other  0.2% (0.1%) 0.0%

Effective tax rate  22.0% 21.2% 23.0%

Tax on other comprehensive income for the year, (income)/expense (note 20)  (190) (346) 25 

Tax on other comprehensive income for the year relates to tax on deferred (gains)/losses on cash flow hedges and internal profit (note 20).

Income taxes paid
Income taxes paid in Denmark  2,825 1,826 792
Income taxes paid outside Denmark  2,566 1,610 1,206

Total income taxes paid  5,391 3,436 1,998

10   Earnings per share and dividend

DKK million  2011 2010 2009

Net profit for the year  17,097 14,403 10,768

Average number of shares outstanding in 1,000 shares 565,433 580,438 599,197
Dilutive effect of outstanding share bonus pool and options ‘in the money’1 in 1,000 shares 4,699 5,039 5,126

Average number of shares outstanding, including dilutive effect of options ‘in the money’  in 1,000 shares 570,132 585,477 604,323

Basic earnings per share1 DKK 30.24 24.81 17.97
Diluted earnings per share1 DKK 29.99 24.60 17.82

1. For further information on outstanding share bonus pool and options, refer to notes 29 and 30.

Dividend
At the end of 2011, proposed dividends (not yet declared) of DKK 7,742 million (DKK 14.00 per share) are included in Retained earnings. 
The declared dividend included in Retained earnings was DKK 5,700 million (DKK 10.00 per share) in 2010 and DKK 4,400 million (DKK 7.50 per share)  
in 2009. No dividend is declared on treasury shares.
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11   Intangible assets

DKK million   2011 2010

Cost at the beginning of the year   2,277 1,794
Additions during the year   259 487
Disposals during the year   (1) (46)
Effect of exchange rate adjustment   3 42

Cost at the end of the year   2,538 2,277

Amortisation and impairment losses at the beginning of the year   819 757
Amortisation for the year   107 80
Impairment losses for the year   125 –
Amortisation and impairment losses reversed on disposals during the year   (1) (41)
Effect of exchange rate adjustment   (1) 23

Amortisation and impairment losses at the end of the year   1,049 819

Carrying amount at the end of the year   1,489 1,458

Intangible assets primarily relate to patents and licences DKK 696 million (DKK 795 million in 2010), internally developed software DKK 518 million  
(DKK 412 million in 2010) and other intangible assets DKK 275 million (DKK 251 million in 2010). Historically Novo Nordisk’s growth has been organic without 
material acquisition of rights. Intangible assets not yet available for use amounts to DKK 980 million (DKK 978 million in 2010).

Impairment tests in 2011 and 2010 of assets not yet available for use were based upon Management’s projections and anticipated net present value of  
future cash flows from cash-generating units. Management has used a pre-tax discount rate (WACC) of 8% based on the risk inherent in the related activity’s 
current business model and industry comparisons. Terminal values used are based on the expected life of products, forecasted life cycle and cash flow over 
that period, and the useful life of the underlying assets. In 2011, an impairment loss of DKK 125 million (DKK 0 in 2010) related to patents has been recognised 
due to discontinuation of development projects.

Amortisation and impairment losses for the year are presented in the Income statement as follows:

DKK million   2011 2010

Cost of goods sold   47 42
Sales and distribution costs   35 13
Research and development costs   139 19
Licence fees and other operating income, net   11 6

Total amortisation and impairment losses for the year    232 80
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12   Property, plant and equipment

 Land and Plant and Other Payments on Total
 buildings machinery equipment account and 
    assets in 
    course of 
DKK million    construction 

2011
Cost at the beginning of the year 13,598 17,243 2,861 4,516 38,218
Additions during the year 312 262 293 2,206 3,073
Disposals during the year (228) (522) (167) – (917)
Transfer from/(to) other items 982 937 85 (2,004) –
Effect of exchange rate adjustment (64) (75) 8 97 (34)

Cost at the end of the year 14,600 17,845 3,080 4,815 40,340

Depreciation and impairment losses at the beginning of the year 5,048 10,806 1,857 – 17,711
Depreciation for the year 623 1,471 289 – 2,383
Impairment losses for the year 29 93 – – 122
Depreciation and impairment losses reversed on disposals during the year (165) (462) (157) – (784)
Effect of exchange rate adjustment (10) (20) 7 – (23)

Depreciation and impairment losses at the end of the year 5,525 11,888 1,996 – 19,409

Carrying amount at the end of the year 9,075 5,957 1,084 4,815 20,931

2010
Cost at the beginning of the year 12,855 16,709 2,740 2,907 35,211
Additions during the year 142 394 146 2,694 3,376
Disposals during the year (35) (830) (156) – (1,021)
Transfer from/(to) other items 372 727 76 (1,175) –
Effect of exchange rate adjustment 264 243 55 90 652

Cost at the end of the year 13,598 17,243 2,861 4,516 38,218

Depreciation and impairment losses at the beginning of the year 4,387 9,913 1,685 – 15,985
Depreciation for the year 581 1,453 285 – 2,319
Impairment losses for the year 37 30 1 – 68
Depreciation and impairment losses reversed on disposals during the year (29) (708) (145) – (882)
Effect of exchange rate adjustment 72 118 31 – 221

Depreciation and impairment losses at the end of the year 5,048 10,806 1,857 – 17,711

Carrying amount at the end of the year 8,550 6,437 1,004 4,516 20,507

Depreciation and impairment losses for the year are presented in the Income statement as follows:

DKK million   2011 2010

Cost of goods sold    1,833 1,790
Sales and distribution costs    60 47
Research and development costs    494 441
Administrative expenses    58 56
Licence fees and other operating income, net    60 53

Total depreciation and impairment losses for the year     2,505 2,387

13   Investments in associated companies

Investments in associated companies relates to Harno Invest A/S (formerly Dako A/S) only. The carrying amount at 31 December 2011 amounts to DKK 39 
 million (DKK 43 million in 2010) based on the 2010 annual report of Harno Invest A/S. Public accounting information for 2011 is not yet available. There have 
not been any changes related to investments in associated companies during the year.

In 2010, Novo Nordisk sold its 22,143,320 shares in ZymoGenetics, Inc. at a price of USD 9.75 per share. The sale resulted in non-recurring income of 
DKK 1,092 million. The income from the transaction is exempt from tax charges under applicable Danish tax laws. Also during 2010, Novo Nordisk transferred 
Innate Pharma SA to Other financial assets as Novo Nordisk no longer holds any significant influence in the company.
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14   Financial assets and liabilities

 Available- Financial Loans Cash  Total
 for-sale assets and and cash 
 financial measured at receivables equivalents 
 assets at fair value   
 fair value through the   
  Income   
DKK million  statement   

2011
Other financial assets 191  43  234
Trade receivables (note 16)   9,349  9,349
Other receivables (note 17)   2,376  2,376
– less prepayments (note 17)   (935)  (935)
Marketable securities (bonds)1 4,094    4,094
Derivative financial instruments (note 28)  48   48
Cash at bank and in hand    13,408 13,408

Total financial assets at the end of the year 4,285 48 10,833 13,408 28,574

  Financial Financial Financial  Total
  liabilities liabilities liabilities 
  measured at measured at measured at 
  fair value amortised fair value 
  through the cost through Other 
  Income  comprehensive 
DKK million  statement  income 

Loans (note 19)    502  502
Current debt (note 19)    351  351
Trade payables   3,291  3,291
Other liabilities (note 23)   8,534  8,534
– less taxes and duties payable (note 23)   (537)  (537)
Derivative financial instruments (note 28)  184  1,308 1,492

Total financial liabilities at the end of the year   184 12,141 1,308 13,633

 Available- Financial Loans Cash  Total
 for-sale assets and and cash 
 financial measured at receivables equivalents 
 assets at fair value   
 fair value through the   
  Income   
DKK million  statement   

2010
Other financial assets 216  38  254
Trade receivables (note 16)   8,500  8,500
Other receivables (note 17)   2,403  2,403
– less prepayments (note 17)   (617)  (617)
Marketable securities (bonds) 3,926    3,926
Derivative financial instruments (note 28)  108   108
Cash at bank and in hand    12,017 12,017

Total financial assets at the end of the year  4,142 108 10,324 12,017 26,591

  Financial Financial Financial  Total
  liabilities liabilities liabilities 
  measured at measured at measured at 
  fair value amortised fair value 
  through the cost through Other 
  Income  comprehensive 
DKK million  statement  income 

Loans (note 19)   504  504
Current debt (note 19)   562  562
Trade payables   2,906  2,906
Other liabilities (note 23)   7,954  7,954
– less taxes and duties payable (note 23)   (318)  (318)
Derivative financial instruments (note 28)  446  712 1,158

Total financial liabilities at the end of the year  446 11,608 712 12,766

1. Danish AAA-rated mortgage bonds issued by Danish credit institutions governed by the Danish Financial Supervisory Authority of DKK 4,083 million (DKK 3,857 million in 2010), 
refer to note 27. Redemption yield on the bond portfolio is 1.18%. In addition Novo Nordisk owns nominal EUR 1.5 million (EUR 9 million in 2010) corresponding to DKK 11 million 
(DKK 69 million in 2010) of Greek zero-coupon state bonds related to the settlement in 2010 of overdue hospital accounts receivable.

For a description of the credit quality of financial assets such as Trade receivables, Cash at bank and in hand, Marketable securities, and Current debt and 
Derivative financial instruments, refer to notes 27 and 28.
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14   Financial assets and liabilities (continued)

Maturity analysis
 Equity Maturity Maturity Maturity  Total
 investments < 1 year > 1 year > 5 years 
DKK million   < 5 years  

2011
Other financial assets  191   43 234
Trade receivables (note 16)  9,349   9,349
Other receivables (note 17)  2,376   2,376
– less prepayments (note 17)  (935)   (935)
Marketable securities (bonds)  2,311 1,783  4,094
Derivative financial instruments (note 28)  48   48
Cash at bank and in hand  13,408   13,408

Total assets at the end of the year by maturity 191 26,557 1,783 43 28,574

Loans (note 19)    196 306 502
Current debt (note 19)   351   351
Trade payables  3,291   3,291
Other liabilities (note 23)  8,534   8,534
– less taxes and duties payable (note 23)  (537)   (537)
Derivative financial instruments (note 28)  1,400 92  1,492

Total liabilities at the end of the year by maturity  13,039 288 306 13,633

2010
Other financial assets  216   38 254
Trade receivables (note 16)  8,500   8,500
Other receivables (note 17)  2,403   2,403
– less prepayments (note 17)  (617)   (617)
Marketable securities (bonds)  3,174 752  3,926
Derivative financial instruments (note 28)  108   108
Cash at bank and in hand  12,017   12,017

Total assets at the end of the year by maturity 216 25,585 752 38 26,591

Loans (note 19)    145 359 504
Current debt (note 19)   562   562
Trade payables  2,906   2,906
Other liabilities (note 23)  7,954   7,954
– less taxes and duties payable (note 23)  (318)   (318)
Derivative financial instruments (note 28)  1,020 138  1,158

Total liabilities at the end of the year by maturity  12,124 283 359 12,766

Fair value measurement hierarchy
Financial assets and liabilities measured in the Balance sheet at fair value can be categorised using the fair value measurement hierarchy below. There have  
not been any transfers between the categories ’Active market data’ and ’Directly or indirectly observable market data’ during 2011 or 2010.

 Active Directly or Not based on Total
 market indirectly observable 
 data observable market 
  market data 
DKK million  data  

2011
Total financial assets 4,153 48 132 4,333

Total financial liabilities – 1,492 – 1,492

2010
Total financial assets 3,983 108 159 4,250

Total financial liabilities – 1,158 – 1,158



C
on

so
lid

at
ed

 fi
na

nc
ia

l s
ta

te
m

en
ts

N
ot

es
 –

 C
on

so
lid

at
ed

 fi
na

nc
ia

l s
ta

te
m

en
ts

74     Novo Nordisk Annual Report 2011

15   Inventories

DKK million 2011 2010

Raw materials 1,432 1,378
Work in progress 5,035 6,344
Finished goods 3,781 3,268

Total inventories (gross) 10,248 10,990

Inventory write-downs at year-end 815 1,301

Total inventories (net) 9,433 9,689

Indirect production costs included in work 
in progress and finished goods (net) 5,125 5,090

The movements in the inventory write-downs 
can be specified as follows:
Inventory write-downs at the beginning of the year 1,301 724
Inventory write-downs during the year 303 832
Utilisation of inventory write-downs (500) (139)
Reversal of inventory write-downs (289) (116)

Inventory write-downs at the end of the year  815 1,301

16   Trade receivables

DKK million 2011 2010

Trade receivables (gross) 10,241 9,127
Allowances at the end of the year  892 627

Trade receivables (net) 9,349 8,500

Trade receivables (net) are equal to an average 
credit period of 51 days (51 days in 2010).

Trade receivables can be specified as follows:
Non-impaired trade receivables
– Not yet due 8,503 7,425
– Overdue by between 1 and 179 days 712 727
– Overdue by between 180 and 359 days 134 128
– Overdue by more than 360 days 0 220

Total exposure to credit risk 9,349 8,500

Allowances for trade receivables1 892 627

Trade receivables (gross) 10,241 9,127

Allowances for doubtful receivables can be 
specified as follows:
Carrying amount at the beginning of the year 627 600
Confirmed losses (66) (14)
Reversal of allowances for possible losses (18) (141)
Allowances for possible losses during the year 361 164
Effect of exchange rate adjustment (12) 18

Carrying amount at the end of the year 892 627

1. Refer to segment note on p 67 for disclosure of Trade receivables and allowance for 
trade receivables per region. For further description of credit risk in the Eurozone, 
please refer to note 27 p 80.

17   Other receivables and prepayments

DKK million 2011 2010

Prepayments1 935 617
Interest receivable 113 97
Amounts owed by related parties 88 111
Deposit 558 455
VAT receivable 122 474
Other receivables2 560 649

Total other current assets 2,376 2,403

1. Comprises prepayments to ongoing research and development activities and  
payments made concerning subsequent financial years etc.

2. Other receivables comprise miscellaneous duties and work in progress for third  
parties etc.
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20   Deferred income tax assets and liabilities

DKK million 2011 2010

At the beginning of the year (1,018) (1,555)
Deferred tax on profit for the year (257) (495)
Adjustment relating to previous years 240 593
Deferred tax on items recognised in 
Other comprehensive income 190 346
Exchange rate adjustments 53 93

Total deferred tax assets/(liabilities), net (792) (1,018)

18   Share capital

  A share B share Total share
DKK million  capital capital capital

Development in share capital:
2007  107 540 647
2008  – (13) (13)
2009  – (14) (14)
2010  – (20) (20)

At the beginning of the year  107 493 600

2011  – (20) (20)

At the end of the year  107 473 580

At the end of 2011, the share capital amounted to DKK 107 million in A share capital (equal to 107 million A shares of DKK 1) and DKK 473 million 
in B share capital (equal to 473 million B shares of DKK 1).

Treasury shares    2011 2010
 Market value As % of share As % of share Number of Number of
 DKK million capital before capital after B Shares B Shares
  cancellation cancellation of DKK 1 of DKK 1
    (million) (million)

Holding at the beginning of the year 17,742 4.7%  28 32
Cancellation of treasury shares (12,580) (3.3%)  (20) (20)

Holding of treasury shares, adjusted for cancellation 5,162 1.4% 1.4% 8 12
Purchase during the year 10,839  3.2% 18 20
Sale during the year (244)  (0.4%) (2) (4)
Value adjustment 374   – –

Holding at the end of the year 16,131  4.2% 24 28

Purchase of treasury shares during the year relates to the DKK 12 billion share repurchase programme for 2011 of Novo Nordisk B shares. The purpose of 
the programme was a reduction of the company’s share capital. Sale of treasury shares relates to exercised share options, long-term share-based incentive 
programme, employee share savings programmes and employee shares. In addition to the purchased treasury shares during 2011 totalling DKK 10,839 million, 
share transactions with a value of DKK 98 million in late December were due in early January 2012.

At the end of the year 4.7 million shares of the treasury B shareholding are regarded as hedges for the long-term share-based incentive programme and share 
options to employees.

19   Debt

DKK million 2011 2010

Loans1 502 1,009
Current debt (bank overdrafts) 351 57
Derivative financial instruments 1,492 1,158

Total debt 2,345 2,224

The debt is denominated in the following 
currencies:
DKK 82 76
EUR 501 506
USD 983 1,022
JPY 404 582
Other currencies 375 38

Total debt 2,345 2,224

1. Terms to maturity between 2016 and 2022 and with a weighted average interest  
rate of 0.97%.



C
on

so
lid

at
ed

 fi
na

nc
ia

l s
ta

te
m

en
ts

N
ot

es
 –

 C
on

so
lid

at
ed

 fi
na

nc
ia

l s
ta

te
m

en
ts

76     Novo Nordisk Annual Report 2011

20   Deferred income tax assets and liabilities (continued)

 Property, Intangible Indirect Internal Trade Tax-loss Other Offset Total
 plant and assets production profit receivables carry-  within 
DKK million equipment  costs   forward  countries 

2011
Net deferred tax asset/(liability) at 1 January 2011 (1,279) 545 (1,272) 2,703 49 113 (1,877) – (1,018)
Income/(charge) to the Income statement 227 (316) (9) 136 70 (21) (104)  (17)
Income/(charge) to Other comprehensive income    41   149  190
Exchange rate adjustment (8) 15 0 0 (2) (5) 53  53

Net deferred tax asset/(liability)  
at 31 December 2011 (1,060) 244 (1,281) 2,880 117 87 (1,779) – (792)

Specified as follows:
Deferred tax asset at 31 December 2011 173 550 – 2,880 117 87 863 (2,256) 2,414
Deferred tax liability at 31 December 2011 (1,233) (306) (1,281) – – – (2,642) 2,256 (3,206)

2010
Net deferred tax asset/(liability) at 1 January 2010 (1,267) 470 (1,262) 2,106 101 44 (1,747) – (1,555)
Income/(charge) to the Income statement (14) (15) (10) 426 (54) 61 (296)  98
Income/(charge) to Other comprehensive income    171   175  346
Exchange rate adjustment 2 90 0 0 2 8 (9)  93

Net deferred tax asset/(liability)  
at 31 December 2010 (1,279) 545 (1,272) 2,703 49 113 (1,877) – (1,018)

Specified as follows:         
Deferred tax asset at 31 December 2010 189 549 0 2,703 49 113 478 (2,234) 1,847
Deferred tax liability at 31 December 2010 (1,468) (4) (1,272) 0 0 0 (2,355) 2,234 (2,865)

Tax-loss carry-forward
Further to the above, the tax value of tax-loss carry-forward of DKK 221 million (DKK 176 million in 2010) has not been recognised in the Balance sheet 
due to the likelihood that the tax losses will not be realised in the future. Of the unrecognised tax-loss carry-forward, DKK 2 million expires within one year, 
DKK 3 million between two to five years and DKK 216 million after more than five years. 

21   Retirement benefit obligations

Most employees in the Group are covered by post-employment retirement plans, primarily in the form of defined contribution plans but in a few cases in the 
form of defined benefit plans. Group companies sponsor these plans either directly or by contributing to independently administered funds. The nature of 
such plans varies according to the legal regulations, fiscal requirements and economic conditions of the countries in which the employees are employed, and 
the benefits are generally based on the employees’ remuneration and years of service. The obligations relate both to existing retirees’ pensions and to pension 
entitlements of future retirees.

The Group’s defined benefit plans are primarily located in Japan, Germany, the US and Switzerland. Post-employment benefit plans are usually funded by 
payments from Group companies and by employees to funds independent of the Group. Where a plan is unfunded, a liability for the retirement obligation is 
recognised in the Balance sheet. In accordance with the Accounting policies, the costs recognised for post-employment benefits are included in Cost of  
goods sold, Sales and distribution costs, Research and development costs, and Administrative expenses.

Other post-employment benefits consist mostly of post-retirement healthcare plans, principally in the US. The following shows a five-year summary reflecting 
the funding of retirement obligations and the impact of historical deviations between expected and actual return on plan assets and actuarial 
adjustments on plan liabilities.

DKK million  2011 2010 2009 2008 2007

Retirement benefit obligations  1,363 1,452 1,063 1,103 885
Fair value of plan assets  (859) (766) (620) (649) (566)

Net unfunded retirement benefit obligations  504 686 443 454 319
Unrecognised actuarial gains/(losses)1  (65) (117) 13 (35) 43

Net retirement benefit obligations recognised in the Balance sheet  439 569 456 419 362

1. Actuarial gains/(losses) on plan assets and plan liabilities for the year are predominantly related to actuarial adjustments while experience adjustments are immaterial.
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DKK million 2011 2010 2009

Costs recognised in the 
Income statement for the year
Current service costs 155 137 118
Interest costs 52 50 45
Expected return on plan assets1 (28) (26) (20)
Actuarial (gains)/losses 17 (11) 30
Curtailment (241) – (20)
Past service costs (1) – (1)
Other 21 7 –

Total charge to Income statement (25) 157 152

Costs recognised in Other 
comprehensive income for the year
Effect of exchange rate adjustment 23 53 –

Total charge to the Statement of  
comprehensive income (2) 210 152

The costs are recognised in the 
Income statement as employee costs 
by function and consist of: 

Defined benefit pension plans 80 137 107
Post-employment medical benefits (82) 73 45

1. Actual return on plan assets was a gain of DKK 8 million in 2011 (a gain of  
DKK 13 million in 2010).

Novo Nordisk expects to contribute approximately DKK 90 million to its 
defined benefit plans in 2012 (actual DKK 128 million in 2011).

  2011  2010

 DKK  DKK 
 million % million %

Weighted average asset 
allocation of funded 
retirement obligations
Coverage insurance1 575 67% 522 68%
Equities 49 5% 83 11%
Bonds 152 18% 88 12%
Cash at bank 75 9% 63 8%
Property 8 1% 10 1%

Total 859 100% 766 100%

1. Novo Nordisk’s defined benefit payments in Germany and Switzerland are  
reimbursed by the international insurer Allianz regardless of the value of the plan 
 assets. The only risk related to the pension in these countries is therefore counter-
party risk against Allianz.

 2011 2010

The assumptions used for valuation of 
defined benefit plans and post-employment 
medical benefits are as follows
Discount rate 4% 4%
Projected return on plan assets 3% 3%
Projected future remuneration increases 2% 2%
Medical cost trend rate 3% 5%
Inflation rate 2% 2%

Actuarial valuations are performed annually for all major defined benefit 
plans. The overall expected rate of return is determined based on low-risk 
investments in bonds in the relevant currencies.

The effect of a 1 percentage point increase or decrease in the medical cost 
trend rate would have an effect of below DKK 10 million (DKK 22 million in 
2010) on the service costs and the defined benefit obligation for the Group.

21   Retirement benefit obligations (continued)

DKK million   2011 2010

 Pension Medical  
 plans benefits Total Total

Retirement benefit 
obligations
At the beginning of the year 1,138 314 1,452 1,063
Current service costs 115 40 155 137
Interest costs 36 16 52 50
Actuarial (gains)/losses (65) 36 (29) 107
Past service costs 0 (27) (27) (1)
Benefits paid  (71) (4) (75) (32)
Curtailments1 (97) (144) (241) –
Exchange rate adjustment 36 7 43 115
Other 33 0 33 13

At the end of the year 1,125 238 1,3632 1,452

1. Curtailment relates to changes in defined benefit plans in Japan and US in 2011.
2. Present value of partly funded retirement benefit obligations amounts to DKK 1,071 

million (DKK 1,070 million in 2010). Present value of unfunded retirement benefit 
obligations amounts to DKK 292 million (DKK 382 million in 2010).

DKK million 2011 2010

Fair value of plan assets
At the beginning of the year 766 620
Expected return on plan assets 28 26
Actuarial gains/(losses) (20) (13)
Employer contributions 128 84
Benefits paid to employees (75) (19)
Exchange rate adjustment 20 62
Other 12 6

At the end of the year 859 766

DKK million 2011 2010

Net retirement benefit obligations 
recognised in the Balance sheet 
Net unfunded retirement benefit obligations 504 686
Unrecognised actuarial gains/(losses) 
on pension plans (net) (82) (144)
Unrecognised actuarial gains/(losses) 
on post-employment medical benefits (net) (12) 24
Unrecognised past service costs 29 3

At the end of the year 439 569

Amount recognised in the Balance sheet is reported as Non-current 
liabilities.

DKK million 2011 2010

Net retirement benefit obligations
At the beginning of the year 569 456
Recognised in the Statement of 
comprehensive income (2) 210
Employer contributions (128) (84)
Benefit paid to employees (net) – (13)

At the end of the year 439 569
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25   Change in working capital

DKK million 2011 2010 2009

Trade receivables  (849) (1,437) (482)
Other receivables and prepayments 27 (441) (258)
Inventories 256 327 (405)
Trade payables 385 664 (39)
Other liabilities 580 1,141 960
Exchange rate adjustments 35 43 (55)

Total change in working capital 434 297 (279)

26   Cash and cash equivalents

DKK million 2011 2010 2009

Cash at bank and in hand 13,408 12,017 11,296
Bank overdrafts (note 19) (351) (57) (262)

Cash and cash equivalents  
at the end of the year 13,057 11,960 11,034

22   Provisions

 Provisions Provisions Provision Other 2011 2010
 for sales for product for legal provisions3 Total Total
DKK million rebates returns1 disputes2  

At the beginning of the year 4,364 534 1,371 398 6,667 4,398
Additional provisions, including increases to existing provisions 9,314 241 795 161 10,511 8,121
Amount used during the year (7,787) (247) (151) (43) (8,228) (5,914)
Adjustments, including unused amounts reversed during the year (328) 22 (445) (31) (782) (221)
Effect of exchange rate adjustment  103 5 (16) 4 96 283

At the end of the year 5,666 555 1,554 489 8,264 6,667

Non-current – 333 1,554 437 2,324 2,023
Current 5,666 222 – 52 5,940 4,644

Total provisions 5,666 555 1,554 489 8,264 6,667

1. Novo Nordisk issues credit notes for expired goods as a part of normal business. Consequently, a provision for future returns is made based on historical statistical product  
returns, which represents Management’s best estimate. 

2. Provisions for legal disputes represent Management’s best estimate. Please refer to note 31 for further information on commitments and contingencies.
3. Other provisions consist of various types of provisions including employee benefits such as jubilee benefits etc. 

23   Other liabilities

DKK million   2011 2010

Employee costs payable   3,369 3,042
Accruals   2,992 3,059
Taxes and duties payable   537 318
R&D clinical trials   211 354
Other payables1   1,425 1,181

Total other liabilities   8,534 7,954

1. Other payables primarily consist of accruals related to royalty payments, deferred income and interest accruals etc.

24   Adjustments for non-cash items

DKK million  2011  2010 2009

Reversals of non-cash income statement items
Income taxes (note 9)  4,828 3,883 3,220
Depreciation, amortisation and impairment losses (note 6)  2,737 2,467 2,551
Interest income and interest expenses, net (notes 7, 8)  1 265 71
Share-based payment costs (note 29)  319 463 259
Share of (profit)/loss in associated companies  4 (1,070) 55

Changes in non-cash balance sheet items
Increase/(decrease) in provisions and retirement benefit obligations (notes 21, 22)  1,467 2,382 649

Other adjustments
(Gains)/losses from sale of property, plant and equipment  (3) 71 (3)
Unrealised (gain)/loss from marketable securities  28 (43) 21
Other, including difference between average and year-end exchange rate, 
unrealised exchange (gain)/loss etc  (264) 31 (122)

Total adjustments for non-cash items  9,117 8,449 6,701
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Foreign exchange sensitivity analysis:
A 5% increase/decrease in the following currencies will impact Novo 
 Nordisk’s operating profit as outlined in the table below:

 Estimated for 
DKK million 2012 2011

USD 775 620
JPY 170 155
CNY 100 120
GBP 75 85

A 5% increase/decrease in all other currencies versus EUR and DKK would 
affect the hedging instruments’ impact on Other comprehensive income 
and Income statement as outlined in the table below:

 5% increase in all 5% decrease in all
 currencies against currencies against
DKK million DKK and EUR DKK and EUR

2011
Other comprehensive income (1,011) 1,026
Income statement 54 (38)

Total (957) 988

2010
Other comprehensive income (862) 893
Income statement 93 (38)

Total (769) 855

The higher foreign exchange sensitivities in 2011, compared with 2010, are 
primarily a result of higher expected future cash flow, which outweighs the 
lower covers for USD and JPY as described above.

The financial instruments included in the foreign exchange sensitivity 
 analysis are the Group’s Cash, Trade receivables and Trade payables, Current 
and non-current loans, Current and non-current financial investments, 
 Foreign exchange forwards and Foreign exchange options hedging trans-
action exposure, Interest rate swaps and Cross-currency swaps.

Not included are anticipated currency transactions, Investments and Non-
current assets. 

Novo Nordisk only hedges invested equity in major foreign affiliates to a  
very limited extent. Equity hedging takes place using long-term cross- 
currency swaps. At the end of 2011, hedged equity represented 13% of  
the Group’s JPY equity. At the end of 2010, 15% of the Group’s JPY equity 
was hedged.

Interest rate risk
In general, DKK and EUR interest rates declined in 2011. The Danish two-
year interest rate was 1.08% at the end of 2011, down from 1.85% at the 
end of 2010. The three-month Cibor interest rate was 1.00% at the end of 
2011, down from 1.21% at the end of 2010.

Changes in interest rates affect Novo Nordisk’s financial instruments. At 
the end of 2011, an increase in the interest rate level of 1 percentage point 
would, all else being equal, result in a decrease in the fair value of Novo 
Nordisk’s financial instruments of DKK 17 million (a decrease in the fair 
value of DKK 8 million in 2010).

The financial instruments included in the sensitivity analysis consist of 
Marketable securities, Deposits, Current and non-current loans, Interest rate 
swaps and Cross-currency swaps. Not included are Foreign exchange for-
wards and Foreign exchange options due to the limited effect that a parallel 
shift in interest rates in all currencies has on these instruments.

27   Financial risk

Novo Nordisk has centralised the management of the Group’s financial 
risks. The overall objectives and policies for the company’s financial risk 
management are outlined in an internal Treasury Policy, which is approved 
by the Board of Directors. The Treasury Policy consists of the Foreign 
Exchange Policy, the Investment Policy, the Financing Policy and the Policy 
regarding Credit Risk on Financial Counterparts, and includes a description 
of permitted financial instruments and risk limits.

Novo Nordisk only hedges commercial exposures and consequently does 
not enter into derivative transactions for trading or speculative purposes. 
Novo Nordisk uses a fully integrated Treasury Management System to 
manage all financial positions. All positions are marked-to-market based on 
real-time quotes and risk is assessed using generally accepted standards.

Foreign exchange risk
Foreign exchange risk is the principal financial risk for Novo Nordisk and 
as such has a significant impact on the Income statement and Other com-
prehensive income, the Balance sheet and the Statement of cash flows.

The majority of Novo Nordisk’s sales are in EUR, USD, JPY, CNY and GBP. 
Consequently, Novo Nordisk’s foreign exchange risk is most significant in 
USD, JPY, CNY and GBP, while the EUR exchange rate risk is regarded as low 
due to the Danish fixed-rate policy towards EUR.

The overall objective of foreign exchange risk management is to limit the 
short-term negative impact on earnings and cash flow from exchange rate 
fluctuations, thereby increasing the predictability of the financial results.

Novo Nordisk hedges existing assets and liabilities in key currencies as  
well as future expected cash flows up to a maximum of 24 months forward. 
During 2011, the hedging horizon has varied between 10 and 15 months  
for USD, JPY, CNY and GBP. Currency hedging is based upon expectations 
of future exchange rates and mainly uses foreign exchange forwards and 
foreign exchange options matching the due dates of the hedged items. 
 Expected cash flows are continually assessed using historical inflows, 
budgets and monthly sales forecasts. Hedge effectiveness is assessed on a 
regular basis. 

Key currencies:

Exchange rate    
DKK per 100 USD  JPY  CNY GBP

2011
Average 536 6.73 83 859
End of year 575 7.42 91 890
Year-end change 2.5% 7.7% 7.1% 2.7%

2010 
Average 562 6.42 83 869
End of year 561 6.89 85 867
Year-end change 8.1% 22.6% 11.8% 5.3%

The financial contracts existing at the end of the year cover the expected 
future cash flow for the following number of months:

DKK million 2011 2010

USD 12 months 15 months
JPY 12 months 14 months
CNY1 12 months 12 months
GBP 12 months 10 months

1. USD used as proxy when hedging Novo Nordisk’s CNY currency exposure.
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27   Financial risk (continued)

Liquidity risk
Novo Nordisk ensures availability of required liquidity through a com-
bination of cash management, highly liquid investment portfolios and 
uncommitted as well as committed facilities. Novo Nordisk uses cash pools 
for optimisation and centralisation of cash management. For non-cash 
pool affiliates, surplus cash above the balance required for working capital 
management is deposited centrally.

Credit risk
Credit risk arises from the possibility that counterparties to transactions  
may default on their obligations causing financial losses for the Group.  
Novo Nordisk considers its maximum credit risk on financial assets to be  
DKK 17,550 million (2010: DKK 16,051 million) and DKK 11,024 million 
(2010: DKK 10,540 million) on Trade receivables, Other receivables less 
prepayments and Other financial assets (refer to note 14 for details of the 
Group’s total financial assets). 

To manage credit risk on financial counterparties, Novo Nordisk only enters 
into derivative financial contracts and money market deposits with financial 
counterparties possessing a satisfactory long-term credit rating from both 
Standard and Poor’s and Moody’s. Furthermore, maximum credit lines de-
fined for each counterparty diversify the overall counterparty risk. The credit 
risk on bonds is limited as investments are made in highly liquid bonds  
with solid credit ratings. The table to the right shows Novo Nordisk’s credit 
exposure on cash, fixed income marketable securities and financial  
derivatives.

Credit exposure on Cash at bank or in hand, Marketable securities and 
Derivative financial instruments (market value)

 Cash at Marketable Derivative Total
 bank or securities financial 
DKK million in hand  instruments 

2011
AAA-range  4,083  4,083
AA-range 6,223  16 6,239
A-range 7,156  32 7,188
Not rated or 
below A-range 29 11  40

Total 13,408 4,094 48 17,550

2010
AAA-range  3,857  3,857
AA-range 4,739  44 4,783
A-range 7,233  64 7,297
Not rated or 
below A-range 45 69  114

Total 12,017 3,926 108 16,051

Credit risk on Trade receivables and Other receivables and prepayments is 
less material as Novo Nordisk has no significant concentration of credit risk,  
with exposure being spread over a large number of counterparties and 
customers. However, due to the troubled economic climate in the Eurozone, 
the group has increased its focus on the development in the outstanding 
trade receivables from this region (please refer to note 2 for split on allow-
ance for trade receivables by geographical segments).

Capital structure
Novo Nordisk’s capital structure is characterised by a substantial equity 
ratio. This is in line with the general capital structure of the pharmaceutical  
industry and reflects the inherent long-term investment horizons in an 
industry with typically more than 10 years’ development time for pharma-
ceutical products. Novo Nordisk’s equity ratio, calculated as equity to total 
liabilities, was 57.9% at the end of the year (60.2% at the end of 2010).

28   Derivative financial instruments 

Novo Nordisk uses a number of derivatives to hedge currency exposure. Novo Nordisk’s currency-hedging activities are categorised into hedging of forecast 
transactions (cash flow hedges), hedging of assets and liabilities (fair value hedges), and hedging of net investments. None of the derivatives are held for 
 trading. However, not all derivatives are designated for hedge accounting.

Total hedging activities
The table below summarises the fair values of all the hedging activities of Novo Nordisk.

  2011   2010 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Currency-related instruments
Forward contracts, cash flow hedges 18,906  1,256 16,538  658
Currency options, cash flow hedges 4,805 116  5,929 108 
Cross-currency swaps, cash flow hedges    818  20
Forward contracts, fair value hedges 2,534  176 2,318  411
Cross-currency swaps, net investment hedges 166  56 166  40

Total currency-related instruments 26,411 116 1,488 25,769 108 1,129

Interest-related instruments
Interest rate swaps, cash flow hedges 250  4 561  29

Total interest-related instruments 250 – 4 561 – 29

Total derivatives included in:
Derivative financial instruments (current assets)  48   108 
Derivative financial instruments (current liabilities)   1,492   1,158
Equity, Other reserves  68    

Total hedging activities 26,661 116 1,492 26,330 108 1,158
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28   Derivative financial instruments (continued)

Hedging of forecast transactions (cash flow hedge)
The table below shows the fair value of cash flow-hedging activities for 2011 and 2010 specified by hedging instrument and the major currencies. The fair 
value of the financial instruments qualifying for hedge accounting is recognised directly in Other comprehensive income until the hedged items affect 
the Income statement. At year-end, a loss of DKK 1,184 million is deferred via Other comprehensive income (a net loss of DKK 672 million in 2010). The fair 
values of the financial instruments not qualifying for hedge accounting are recognised directly in the Income statement.

  2011   2010 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Hedging of forecast transactions qualifying 
for hedge accounting

USD 14,250  896 11,264  292
JPY 2,763  276 3,605  355
GBP 1,314  59 1,063  
Other 579  25 606  11

Total forward contracts (forecasted cash flow) 18,906 – 1,256 16,538 – 658

USD 4,007 66  4,103  
JPY 798 2    

Total currency options1 (forecasted cash flow) 4,805 68 – 4,103 – –

EUR/USD    504  4

Total cross-currency swaps (variable payments  
on debt instruments) – – – 504 – 4

EUR/EUR 250  (4) 251  10

Total interest rate swaps (variable payments  
on debt instruments) 250 – (4) 251 – 10

Total cash flow hedges for which hedge 
accounting is applied 23,961 68 1,252 21,396 – 672

  2011   2010 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Other forecast transaction hedges for which 
hedge accounting is not applied

USD2  46  1,826 108 
JPY2  2    

Total currency options – 48 – 1,826 108 –

EUR/USD3      3
JPY/DKK    314  13

Total cross-currency swaps – – – 314 – 16

DKK/DKK    310  11
EUR/EUR3   8   8

Total interest rate swaps – – 8 310 – 19

Total cash flow hedges for which hedge 
accounting is not applied – 48 8 2,450 108 35

Total contracts of forecast transactions 23,961 116 1,260 23,846 108 707

1. A positive value of DKK 68 million qualifying for hedge accounting has been realised during 2011 and is recognised directly under Other comprehensive income until the hedged  
items affect the Income statement. Contract amount at year-end relates to options not yet realised. As the time value of options does not qualify for hedge accounting that part is 
presented in the table below.

2. The positive value represents the time value of the options for which hedge accounting cannot be applied. 
3. The contract value is disclosed in the table above. The negative fair value is related to the period before hedge accounting was applied.

The maturity of the swaps existing at the end of 2011 is December 2012 (December 2011 and December 2012 at the end of 2010). 
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28   Derivative financial instruments (continued)

Hedging of assets and liabilities (fair value hedge)
The table below shows the fair value of fair value-hedging activities for 2011 and 2010 specified by hedging instrument and the major currencies. 
All changes in fair values are recognised in the Income statement, amounting to a loss of DKK 176 million in 2011 (a net loss of DKK 411 million in 2010). 
As the hedges are highly effective, the net gain or loss on the hedged items is similar to the net loss or gain on the hedging instruments.

  2011   2010 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

USD 478  81 890  225
JPY 731  72 647  166
GBP 376  7 262  7
Other 949  16 519  13

Total forward contracts 2,534 – 176 2,318 – 411

Total hedging of assets and liabilities 2,534 – 176 2,318 – 411

The financial contracts existing at the end of the year hedge the currency exposure on assets and liabilities in the Group’s major currencies other than DKK  
and EUR, ie primarily assets and liabilities in USD, JPY and GBP. Other comprises AUD at DKK 399 million (DKK 161 million in 2010), CAD at DKK 170 million 
(DKK 0 in 2010) and PLN at DKK 380 million (DKK 358 million in 2010).

Hedging of net investments in foreign subsidiaries (net investment hedge)
The table below shows the fair value of hedging activities relating to net investments in foreign subsidiaries for 2011 and 2010 specified by hedging 
instrument and the major currencies. All changes in fair values relating to currency are recognised directly in Other comprehensive income.

  2011   2010 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Total cross-currency swap JPY/DKK 166  56 166  40

Total hedging of net investments in foreign subsidiaries 166 – 56 166 – 40

The maturity of the swap existing at the end of 2011 is November 2012 (November 2012 at the end of 2010). The financial contract existing at the end  
of the year hedge 13% (15% in 2010) of the net investments in JPY. No other net investments have been hedged.

Presentation in the Income statement and Other comprehensive income
The fair value adjustments are recognised as follows:

  2011   2010 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Fair value through the Income statement
Cash flow hedges for which hedge accounting is not applied  48 8  108 35
Fair value hedges   176   411

Total fair value adjustments through the Income statement – 48 184 – 108 446

Fair value through Other comprehensive income
Cash flow hedges for which hedge accounting is applied  68 1,252   672
Net investment hedges (included in exchange rate adjustment)   56   40

Total fair value adjustments through  
Other comprehensive income – 68 1,308 – – 712

Total fair value adjustments – 116 1,492 – 108 1,158
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29   Share-based payment schemes

DKK million 2011 2010 2009

Employee shares 96 241 49
Long-term share-based incentive 
programme (Senior Management Board) 57 64 54
Long-term share-based incentive 
programme and share options 
(Management group below 
Senior Management Board)1 166 158 156

Share-based payment expensed in the  
Income statement 319 463 259

1. Includes long-term share-based incentive programme for 2007–2011 and share  
option programme for 2006.

Employee shares
In 2010, a general employee share programme was implemented in 
Denmark with exercise in 2010. Outside Denmark the programme was 
structured as share options with the same initial benefit per employee as in 
Denmark. The cost of the programme outside Denmark is amortised over 
the period 2010–2013.

Long-term share-based incentive programme
For a description of the programme, please refer to the ‘Remuneration 
report’ in the section ‘Corporate governance, remuneration and leadership’, 
pp 44–47.

On 1 February 2012, The Board of Directors approved the establishment  
of a joint pool, for members of the Senior Management Board, for the 
financial year 2011 by allocating a total of 89,712 Novo Nordisk B shares. 
This allocation amounts on average to 6.5 months fixed base salary plus 
pension contribution per participant, corresponding to a value at launch of  
the programme of DKK 57 million. This amount was expensed in 2011. The 
share price used for the conversion was the average share price (DKK 634) 
for Novo Nordisk B shares on NASDAQ OMX Copenhagen in the period 
2–16 February 2011. Based on the split of participants when the joint 
pool was established, approximately 30% of the pool will be allocated to 
 members of Executive Management and 70% to other members of the 
Senior Management Board. 

The shares allocated to the joint pool for 2008 (166,302 shares), 
 corresponding to a value at launch of the programme of DKK 55 million 
expensed in 2008, were released to the individual participants subsequent 
to the approval of the Annual Report 2011 by the Board of Directors and 
after the announcement on 2 February 2012 of the 2011 full year financial 
results.

For the management group below the Senior Management Board, a 
share-based incentive programme with similar performance criteria was 
introduced in 2007.

The shares allocated to the joint pool for 2008 (508,944 shares), corre-
sponding to a value at launch of the programme of DKK 181 million  
amortised over the period 2008–2011, were released to the individual  
participants subsequent to the approval of the Annual Report 2011 by the 
Board of Directors and after the announcement on 2 February 2012 of the 
2011 full year financial results. The number of shares to be transferred is 
lower than the original number of shares allocated to the share pool as 
some participants had left the company before the release conditions of the 
programme were met. 

For 2009, this group consisted of about 675 employees. The allocation to 
the joint pool was DKK 186 million, corresponding to 605,218 shares. The 
cost of this allocation will be amortised over the period 2009–2012.

For 2010, this group consisted of about 700 employees. The allocation to 
the joint pool was DKK 208 million, corresponding to 548,936 shares. The 
cost of this allocation will be amortised over the period 2010–2013.

For 2011, this group consisted of about 740 employees. The allocation to 
the joint pool was DKK 188 million, corresponding to 297,133 shares. The 
cost of this allocation will be amortised over the period 2011–2014.

The total number of shares in the joint pools relating to the years 2009, 
2010 and 2011 is as follows:

 Number 
Year allocated to pool of shares Vesting

Senior Management Board
2009 177,066 2013
2010 168,576 2014
2011 89,712 2015

 435,354 

Management group below 
Senior Management Board
2009 605,218 2013
2010 548,936 2014
2011 297,133 2015
Cancelled (51,534) 

 1,399,753 

Total 1,835,107 

For the service entities NNIT and NNE Pharmaplan, separate share-based  
incentive programmes have been set up which are similar to the general 
Novo Nordisk programme but operate with entity-specific targets. In 2011, a 
general employee share programme was implemented in NNIT. In Denmark 
approximately 965 employees have purchased 38,600 Novo Nordisk shares 
at a price of DKK 310 per share equal to a cost of DKK 12 million. Outside 
Denmark the programme was  structured as share options.

Share options
Novo Nordisk established share option schemes in 1998–2006 with the 
purpose of motivating and retaining a qualified management group and 
ensuring common goals for Management and the owners. Each option 
gives the right to purchase one Novo Nordisk B share. All share options are 
hedged by treasury shares. No options have been granted since 2006 as the 
long-term incentive programme from 2007 onwards has been share-based.

The options are exercisable three years after the issue date and will expire 
after eight years. The exercise price for options granted based on perform-
ance targets for the financial years 2000–2006 was equal to the  market 
price of the Novo Nordisk B share at the time the plan was established. The 
options can only be settled in shares.

The internal rules for trading in Novo Nordisk securities by board members, 
executives and certain employees only permit trading in the 15-calendar-day 
period following each quarterly announcement.

Assumptions
The fair value of the Novo Nordisk B share options has been calculated 
 using the Black-Scholes option pricing model.

The expected volatility is calculated as one-year historic volatility – average 
of daily volatilities.

The assumptions used are shown in the table below:

 2011 2010 2009

Expected life of the option in years 
(average)  2 4 6
Expected volatility  23% 21% 26%
Expected dividend per share (in DKK) 14.00 10.00 7.50
Risk-free interest rate 
(based on Danish government bonds) 0.20% 2.00% 2.00%
Novo Nordisk B share price 
at the end of the year (in DKK) 660 629 332
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29   Share-based payment schemes (continued)

  Average  Calculated
  exercise price  fair value
 Share per option Fair value per option
Outstanding share options in Novo Nordisk options DKK DKK million DKK

Outstanding at the end of 2009 5,599,447 135 1,056 189

Employee share options granted in 20101 273,000  163 597
Exercised in 2010 – ordinary share option plans (2,363,122) 155 (446) 189
Exercised in 2010 – employee share options (2,170) 0 0 189
Expired in 2010 (57,708) 166 (11) 189
Cancelled in 2010 (12,553) 135 (2) 189
Value adjustment2   950 

Outstanding at the end of 2010 3,436,894 110 1,710 498

Exercised in 2011 – ordinary share option plans (624,760) 74 (311) 498
Exercised in 2011 – employee share options (506,300) 0 (252) 498
Cancelled in 2011 (126,500) 0 (63) 498
Value adjustment2   15 

Outstanding at the end of 2011 2,179,334 153 1,099 504

1. Granted to all employees outside Denmark under the 2010 employee share option programme, with a benefit equal to the benefit obtained by the Danish-based employees  
under the employee share programme.

2. The fair value has been calculated using the Black-Scholes model with the parameters existing at year-end of the respective year.

Management’s share options
 At the Exercised Additions  
 beginning during during At the end Fair value4

Share options in Novo Nordisk of the year the year the year3 of the year DKK million

Executive Management:
Lars Rebien Sørensen 39,000 (39,000)  – –
Jesper Brandgaard 18,500 (18,500)  – –
Lise Kingo – –  – –
Kåre Schultz – –  – –
Mads Krogsgaard Thomsen 18,500 (18,500)  – –

Executive Management in total 76,000 (76,000) – – –

Other members of the Senior Management Board in total 125,350 (60,350) 36,325 101,325 49.7

Total 201,350 (136,350) 36,325 101,325 49.7

3. Additions during the year cover the holdings of share options by the Senior Management Board members appointed in 2011.
4. The fair value has been calculated using the Black-Scholes model with the parameters existing at year-end of the respective year.
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29   Share-based payment schemes (continued)

  Issued Exercised  Outstanding/ Exercise 
Exercisable and outstanding  share share  exercisable price 
share options in Novo Nordisk  options options Cancelled share options DKK Exercise period

2003 Ordinary share option plan  2,185,000 (1,898,550) (82,666) 203,784  98  6/2/07 –  5/2/12
2004 Ordinary share option plan  1,618,832 (1,112,916) (118,000) 387,916 134 31/1/08 – 30/1/13
2005 Ordinary share option plan  1,640,468 (1,045,050) (155,618) 439,800  153  31/1/09 – 30/1/14
2006 Ordinary share option plan  2,229,084 (1,166,547) (187,053) 875,484 175 31/1/10 – 30/1/15

Exercisable at the end of 2011  7,673,384 (5,223,063) (543,337) 1,906,984  

2008 Employee share options  694,500 (509,350) (185,150) 0 0 1/11/11
2010 Employee share options  273,000 (650) – 272,350 0 1/12/13

Outstanding at the end of 20115  8,640,884 (5,733,063) (728,487) 2,179,334  

5. All share options will vest if there is a change of control of Novo Nordisk A/S.

 Average Exercised
 market price share
Average market price of Novo Nordisk B shares per trading period in 2011 DKK options

2 February – 16 February 634 367,710
27 April – 11 May  640 68,550
5 August – 19 August  568 47,700
27 October – 10 November  586 647,100

Total exercised options  1,131,060

30   Management’s holdings of Novo Nordisk shares

The internal rules for trading in Novo Nordisk securities by board members, executives and certain employees only permit trading in the 15-calendar-day period 
following each quarterly announcement. 

 At the beginning Addition Sold/transferred  At the end Market value1

 of the year  during the year during the year of the year DKK million

Board of Directors:
Sten Scheibye 800   800 0.5
Göran A Ando 1,600   1,600 1.1
Bruno Angelici – 500  500 0.3
Henrik Gürtler –   – –
Ulrik Hjulmand-Lassen 844 213  1,057 0.7
Thomas Paul Koestler – 1,600  1,600 1.1
Anne Marie Kverneland 2,591 35 (151) 2,475 1.6
Kurt Anker Nielsen  81,704 400 (400) 81,704 53.9
Søren Thuesen Pedersen 309 135 (120) 324 0.2
Hannu Ryöppönen 1,600 650  2,250 1.5
Stig Strøbæk 490  (100) 390 0.3
Jørgen Wedel 11,000 4,000  15,000 9.9

Board of Directors in total 100,938 7,533 (771) 107,700 71.1

Executive Management:
Lars Rebien Sørensen 10,920 53,901 (9,851) 54,970 36.3
Jesper Brandgaard 4,959 28,478 (5,500) 27,937 18.4
Lise Kingo 259 9,978 (9,893) 344 0.2
Kåre Schultz 62,569 9,978 (21,330) 51,217 33.8
Mads Krogsgaard Thomsen 26,427 30,178 (8,000) 48,605 32.1

Executive Management in total 105,134 132,513 (54,574) 183,073 120.8

Other members of Senior Management Board in total 91,355 151,542 (98,447) 144,450 95.3

Joint pool for Executive Management and 
other members of the Senior Management Board2 637,455 89,712 (160,155) 567,0123 374.3

Total 934,882 381,300 (313,947) 1,002,235 661.5

1. Calculation of the market value is based on the quoted share price of DKK 660 at the end of the year.
2. The annual allocation to the joint pool is locked up for three years before it is transferred to the participants employed at the end of each three-year period. Based on the  

split of participants when the joint pool was established, 30% of the pool will be allocated to the members of Executive Management and 70% to other members of the  
Senior Management Board. In the lock-up period, the joint pool may potentially be reduced in the event of lower-than-planned value creation in subsequent years.

3. Excludes 34,644 shares currently assigned to five retired Senior Management Board members.
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The latest interest rate fixing has been used to compute the contractual 
obligation for interest on variable-rate debt instruments.

The operating lease commitments are related to non-cancellable operating 
leases primarily related to premises, company cars and office equipment. 
Approximately 68% of the commitments are related to leases outside  
Denmark. The lease costs for 2011 and 2010 were DKK 1,059 million and  
DKK 933 million respectively.

The purchase obligations primarily relate to contractual obligations in 
connection with investments in property, plant and equipment as well as 
purchase agreements regarding medical equipment and consumer goods. 
Novo Nordisk expects to fund these commitments with existing cash and 
cash flows from operations.

Research and development obligations contain uncertainties in relation to 
the period in which payments are due because a proportion of the obliga-
tions are dependent on milestone achievements. The due periods disclosed 
are based on Management’s best estimate. Novo Nordisk has engaged in 
research and development projects with a number of external enterprises. 
Most of these obligations relate to post-approval study on the LEADER® 
programme. 

DKK million 2011 2010

Other guarantees 589 555
Other guarantees primarily relate to guarantees 
issued by Novo Nordisk in relation to rented 
property

Security for debt 1,385 1,366
Land, buildings and equipment etc at carrying 
amount

World Diabetes Foundation
At the Annual General Meeting of Novo Nordisk A/S in 2002, the share-
holders agreed on a donation to the World Diabetes Foundation (WDF), 
obligating Novo Nordisk A/S for a period of 10 years from 2001 to make 
annual donations to the Foundation of 0.25% of the net insulin sales of the 
Group in the preceding financial year. 

At the Annual General Meeting in 2008, a new donation in addition to  
the existing obligation was agreed to by the shareholders. According to  
this agreement, Novo Nordisk is obliged to make annual donations to the 
Foundation of 0.01% in the period 2008–2010 and 0.125% in the  
period 2011–2017 of the net insulin sales of the Group in the preceding 
financial year.

The annual donation for the period 2011–2017 will not exceed the lower 
of DKK 80 million or 15% of the taxable income of Novo Nordisk A/S in the 
financial year in question. 

In 2011, the donation amounts to DKK 65 million (DKK 69 and 68 million 
in 2010 and 2009), which is recognised in Administrative expenses in the 
Income statement. The 2011 donation includes an extra donation of  
DKK 14 million to support predetermined WDF activities. Futhermore Novo 
Nordisk has committed to pay an additional amount of DKK 11 million in 
2012 to support predetermined WDF activities.

Contingencies

Novo Nordisk is currently involved in pending litigations, claims and 
 investigations arising out of the normal conduct of its business. Whilst 
 provisions that Management deems to be reasonable or appropriate have 
been made for probable losses, there are uncertainties connected with 
these estimates. Novo Nordisk does not expect the pending litigations, 
claims and investigations, individually and in the aggregate, to have a  
material impact on Novo Nordisk’s financial position, operating profit or 
cash flow in addition to the amounts accrued.

See note 1 for the principles for making accounting estimates and judge-
ments about pending and potential future litigation outcomes.

31   Commitments and contingencies

Commitments

The total contractual obligations and recognised non-current debt as at 
31 December 2011 can be specified as follows:

Payments due by period

 Less 1–3 3–5 More Total
 than years years than 
DKK million 1 year   5 years 

Loans – 97 99 306 502
Retirement benefit 
obligations 13 26 24 376 439

Total non-current 
liabilities recognised 
in the Balance sheet 13 123 123 682 941

Interest payments 
related to loans 6 11 9 13 39
Operating leases1 848 1,283 882 1,999 5,012
Purchase obligations 1,920 1,975 4 0 3,899
Research and develop-
ment obligations 1,241 1,448 85 0 2,774

Total obligations 
not recognised in the 
Balance sheet 4,015 4,717 980 2,012 11,724

Total contractual 
obligations 4,028 4,840 1,103 2,694 12,665

As at 31 December 2010, the contractual obligations and recognised 
non-current debt can be specified as follows:

Payments due by period

 Less 1–3 3–5 More Total
 than years years than 
DKK million 1 year   5 years 

Loans – 48 97 359 504
Retirement benefit 
obligations 17 33 31 488 569

Total non-current 
liabilities recognised 
in the Balance sheet 17 81 128 847 1,073

Interest payments 
related to loans 8 16 13 22 59
Operating leases1 785 1,147 682 813 3,427
Purchase obligations 1,386 1,327 1,361 189 4,263
Research and develop-
ment obligations 1,078 876 475 81 2,510

Total obligations 
not recognised in the 
Balance sheet 3,257 3,366 2,531 1,105 10,259

Total contractual 
obligations 3,274 3,447 2,659 1,952 11,332

1. No material finance lease obligations exist in 2011 and 2010.
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In February 2011, the office of the US Attorney for the District of Massa-
chusetts served Novo Nordisk with a subpoena calling for the production of 
documents regarding potential criminal offences relating to the company’s 
marketing and promotion practices for the following products: NovoLog®, 
Levemir®, and Victoza®. This matter is now being conducted by the US 
Attorney for the District of Columbia. Novo Nordisk is cooperating with the 
US Attorney in this investigation. Novo Nordisk does not expect the pend-
ing claims to have a material impact on Novo Nordisk’s financial position, 
 operating profit or cash flow.

In June 2005 Novo Nordisk filed a patent infringement lawsuit against 
 Caraco Pharmaceutical Laboratories, Ltd. (‘Caraco’), a generic pharmaceuti-
cal company, and its Indian parent, Sun Pharmaceutical Industries, Ltd., in 
the US District Court for the Eastern District of Michigan regarding Caraco’s 
abbreviated new drug application (‘ANDA’) for a generic version of Prandin® 
(repaglinide). In January 2011, the District Court ruled that Novo Nordisk’s 
US Patent No. 6,677,358 (the ‘358 patent’), which is directed toward the 
use of repaglinide in combination with metformin for the treatment of 
type 2 diabetes, is invalid and unenforceable. Novo Nordisk immediately 
appealed this decision on the merits to the US Court of Appeals for the 
Federal Circuit; the appeal is stayed pending a decision by the US Supreme 
Court in a related issue. In December 2011, following Caraco’s request 
for review, the US Supreme Court heard oral argument pertaining to the 
Federal Circuit’s reversal of an interlocutory decision by the District Court in 
Michigan regarding availability of a counterclaim to correct the FDA Orange 
Book use code narrative for Prandin®; a decision by the Supreme Court on 
this issue is expected in 2012.

Novo Nordisk is involved in patent infringement litigation with two ad-
ditional ANDA applicants for generic versions of Prandin®: Paddock Labo-
ratories and Sandoz Inc. The collateral estoppel decision in the Paddock 
case has been appealed to the Federal Circuit and is stayed pending the 
decision by the US Supreme Court. Cases involving Sandoz are pending in 
the US District Courts for the Eastern District of Michigan and New Jersey. 
Additionally, Novo Nordisk is involved in a patent infringement lawsuit  
with Lupin Ltd. in the US District Court for the Southern District of New 
York in which Novo Nordisk asserts that Lupin’s ANDA for a generic version 
of  PrandiMet® (repaglinide/metformin HCl) infringes Novo Nordisk’s 
‘358  patent’. This case is stayed pending the Federal Circuit appeal of the 
decision on the merits in the Caraco case. 

Also pending before the District Court for the Eastern District of Michigan 
is a consolidated class action where a putative class of direct purchasers of 
Prandin® asserts that Novo Nordisk has violated US antitrust laws in delay-
ing the entry of generic  versions of Prandin®.

At present, it is unclear whether or when a generic version of Prandin® or 
PrandiMet® will be available in the US market.

Novo Nordisk does not expect the pending claims related to Prandin® to 
have a material impact on Novo Nordisk’s financial position, operating profit 
or cash flow.

In addition to the above, the Novo Nordisk Group is engaged in various 
ongoing tax audits and investigations. In the opinion of Management,  
these pending audits and investigations are not expected to have a material 
effect on Novo Nordisk’s financial position, operating profit or cash flow.

Disclosure regarding Change of Control
The EU Takeover Bids Directive, as partially implemented by the Danish 
Financial Statements Act, contains certain rules relating to listed companies 
on disclosure of information that may be of interest to the market and 
potential takeover bidders, in particular in relation to disclosure of change 
of control provisions. 

For information on the ownership structure of Novo Nordisk, please refer 
to ‘Shares and capital structure’ on pp 52–54. For information on change 
of control clauses in share option programmes, please refer to note 29, 
‘Share-based payment schemes’ on pp 83–85 and in relation to employee 
contracts of Executive Management of Novo Nordisk, please refer to the 
‘Remuneration report’ in the section Governance, remuneration and leader-
ship, pp 44–47.

In addition, Novo Nordisk discloses that the Group has significant agree-
ments to which the Group is a party and which take effect, alter or 
terminate upon a change of control of the Group following implementation 
of a take-over bid. If effected, a takeover could – at the discretion of each 
relevant counterparty – lead to the termination of one or more of such 
agreements and a total loss of approximately 4% of Novo Nordisk’s sales, 
corresponding to approximately 4% of Novo Nordisk‘s gross profit.

31   Commitments and contingencies (continued)

Pending litigation against Novo Nordisk
Along with a majority of the hormone therapy product manufacturers in  
the US, Novo Nordisk is a defendant in product liability lawsuits related 
to hormone therapy products. There are currently 48 cases against Novo 
 Nordisk involving individuals who allege to have used a Novo Nordisk 
 hormone therapy product. These products (Activella® and Vagifem®) have 
been sold and marketed in the US since 2000. Until July 2003, the products 
were sold and marketed exclusively in the US by Pharmacia & Upjohn 
Company (now Pfizer Inc.). According to information received from Pfizer, 
66 individuals (compared with 72 individuals in 2010) currently allege, in 
relation to similar lawsuits against Pfizer Inc., that they too have used a 
Novo Nordisk hormone therapy product. Novo Nordisk has one case listed 
for trial in 2012. Novo Nordisk does not expect the pending claims to have 
a material impact on Novo Nordisk’s financial position, operating profit or 
cash flow.

In November 2006, Novo Nordisk A/S and the Italian affiliate Novo Nordisk 
Farmaceutici S.P.A. were sued by A. Menarini Industrie Farmaceutiche 
Riunite s.r.l. and Laboratori Guidotti S.P.A. (‘Menarini’) in the Civil Court 
in Rome. Menarini claims that Novo Nordisk breached an alleged contract 
with Menarini for the sale and distribution of insulin and insulin analogues 
in the Italian market or, alternatively, has incurred a pre-contractual or extra-
contractual liability arising from negotiations between the parties. Novo 
Nordisk disputes the claims made by Menarini. A hearing on the matter is 
scheduled to take place in July 2012. Novo Nordisk cannot predict how long 
the litigation will take or when it will be able to provide additional informa-
tion. Novo Nordisk does not expect the pending claim to have a material 
impact on Novo Nordisk’s financial position, operating profit or cash flow.

Novo Nordisk Inc. is currently a defendant in a case filed in the US alleging  
that Novo Nordisk and a number of other pharmaceutical companies 
provided a false Average Wholesale Price for certain drugs covered by 
 Medicaid. This case has been brought by the State of Louisiana. A similar 
case brought by the State of Alabama has been resolved. Novo Nordisk 
does not expect the pending claim to have a material impact on Novo 
 Nordisk’s financial position, operating profit or cash flow.

Novo Nordisk Inc. is one of more than 20 pharmaceutical companies that 
have been named as defendants in putative class action lawsuits alleging 
that their sales representatives have been denied overtime compensation by 
being improperly classified under state and federal laws. Three cases were 
filed against Novo Nordisk in 2011 in US District Courts in California, New 
York and Georgia. The plaintiffs claim that Novo Nordisk owes them and 
other purported class members back wages, as well as penalties,  interest, 
and attorneys’ fees. Novo Nordisk believes these lawsuits are without merit 
and will defend against them vigorously. In mid-June 2012 it is expected 
that the US Supreme Court will announce its decision in an appeal in a 
similar case brought against another pharmaceutical company. The Court’s 
ruling in that case could potentially influence the outcome of one or more 
of the cases pending against Novo Nordisk. Novo Nordisk does not expect 
the pending claim to have a material impact on Novo Nordisk’s financial 
position, operating profit or cash flow.

In addition to the above, the Novo Nordisk Group is engaged in certain
litigation proceedings. In the opinion of Management, settlement or
continuation of these proceedings is not expected to have a material
effect on Novo Nordisk’s financial position, operating profit or cash flow.

Pending claims against Novo Nordisk and investigations 
involving Novo Nordisk
In May 2009 Novo Nordisk entered into a Deferred Prosecution Agreement 
(DPA) for a three-year period with the US Department of Justice relating  
to certain actions undertaken by Novo Nordisk under the Iraq Oil for Food 
Programme. Under the terms of the DPA Novo Nordisk must comply with 
the DPA (including US regulation related to the Foreign Corrupt Practices 
Act and Foreign Assets Control) in order for the case to be dismissed. If 
Novo Nordisk breaches the DPA, the prosecution may resume.

In light of the DPA, Novo Nordisk has in 2010 identified and self-reported  
certain US Foreign Assets Control concerns to the US authorities. Novo 
 Nordisk does not expect the DPA to have a material impact on Novo 
 Nordisk’s financial position, operating profit or cash flow.
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32   Related party transactions

Novo Nordisk A/S is controlled by Novo A/S (incorporated in Denmark), 
which owns 25.5% of the shares in Novo Nordisk A/S, representing 73.2% 
of the total number of votes, excluding treasury shares. The remaining  
shares are widely held. The ultimate parent of the Group is the Novo 
Nordisk Foundation (incorporated in Denmark). Both entities are considered 
related parties.

Other related parties are considered to be the Novozymes Group due to 
joint ownership, associated companies, the directors and officers of these 
entities, and Management of Novo Nordisk A/S. 

In 2011, Novo Nordisk A/S acquired 5,100,000 B shares, worth DKK 2.9 
billion, from Novo A/S as part of the DKK 12.0 billion share repurchase  pro- 
gramme. The transaction price was DKK 571 per share and was calculated 
as the average market price from 4 to 10 August 2011 in the open window 
following the announcement of the financial results for the second quarter 
of 2011. 

In 2010, Novo Nordisk A/S acquired 5,100,000 B shares, worth DKK 2.6 
billion, from Novo A/S as part of the DKK 9.5 billion share repurchase pro-
gramme. The transaction price was DKK 503 per share and was calculated 
as the average market price from 5 to 19 August 2010 in the open window 
following the announcement of the financial results for the second quarter 
of 2010. 

In 2009, Novo Nordisk A/S acquired 3,570,000 B shares, worth DKK 1.1 
billion, from Novo A/S as part of the DKK 19 billion share repurchase pro-
gramme. The transaction price was DKK 311 per share and was calculated 
as the average market price from 6 to 7 August 2009 in the open window 
following the announcement of the financial results for the second quarter 
of 2009. 

The Group has had the following material transactions with related parties, 
(income)/expense:

DKK million 2011 2010 2009

Novo Nordisk Foundation
Donations to Steno Diabetes 
Center A/S via Novo Nordisk  (45) (38) (32)

Novo A/S
Services provided by Novo Nordisk  (2) (3)  (8)
Purchase of Novo Nordisk B shares 2,912 2,567 1,111
Sale of treasury shares 
(related to share options) – (2) (2)

Novozymes
Services provided by Novo Nordisk (268) (395) (357)
Services provided by Novozymes 73 83 118

Associated companies
Purchased intangible assets and fees 
and royalties etc paid to associated 
companies by Novo Nordisk  – 16 184
Received intangible assets and fees 
and royalties etc paid by associated 
companies to Novo Nordisk  – (4) –

Transactions with associated companies are included up until the date of 
transfer or disposal. 

There are no contingent liabilities towards associated companies. 

There have not been any material transactions with any director or officer  
of Novo Nordisk, Novozymes, Novo A/S, the Novo Nordisk Foundation  
or associated companies. For information on remuneration to the Manage-
ment of Novo Nordisk, please refer to ‘Remuneration report’ in ‘Corporate 
governance, remuneration and leadership’, pp 44–47, and note 4. There 
have not been and are no loans to the Board of Directors or Executive Man-
agement in 2011, 2010 or 2009.

There are no material unsettled transactions with related parties at the end 
of the year.
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33   Companies in the Novo Nordisk Group

Activity

 Country Year of Currency Issued Percentage    
  incorporation/  share capital/ of shares    
  acquisition  paid-in capital owned • • • •

Parent company
Novo Nordisk A/S Denmark 1931 DKK 580,000,000 – • • • •

Subsidiaries by region

Europe
Novo Nordisk Pharma GmbH Austria 1974 EUR 36,336 100  •  
SA Novo Nordisk Pharma NV Belgium 1974 EUR 69,000 100  •  
Novo Nordisk Pharma d.o.o. Bosnia-Hercegovina 2009 BAM 97,792 100  •  
Novo Nordisk Pharma EAD Bulgaria 2005 BGN 5,880,000 100  •  
Novo Nordisk Hrvatska d.o.o. Croatia 2004 HRK 5,000,000 100  •  
Novo Nordisk s.r.o. Czech Republic 1997 CZK 14,500,000 100  •  
FeF Chemicals A/S Denmark 1989 DKK 10,000,000 100 • •  
Novo Nordisk Region Europe A/S Denmark 2002 DKK 108,370,500 100    •
Steno Diabetes Center A/S Denmark 2008 DKK 1,000,000 100   • •
Novo Nordisk Farma OY Finland 1972 EUR 420,500 100  •  
Novo Nordisk  France 2003 EUR 5,821,140 100  •  
Novo Nordisk Production SAS France 1959 EUR 57,710,220 100 •   
Novo Nordisk Pharma GmbH Germany 1973 EUR 614,062 100  •  
Novo Nordisk Hellas Epe. Greece 1979 EUR 1,050,000 100  •  
Novo Nordisk Hungária Kft. Hungary 1996 HUF 371,000,000 100  •  
Novo Nordisk Limited  Ireland 1978 EUR 635 100  •  
Novo Nordisk Farmaceutici S.p.A. Italy 1980 EUR 516,500 100  •  
UAB Novo Nordisk Pharma Lithuania 2005 LTL 2,150,000 100  •  
Novo Nordisk Farma dooel Macedonia 2006 MKD 14,068,285 100  •  
Novo Nordisk B.V. Netherlands 1983 EUR 61,155 100  •  
Novo Nordisk Scandinavia AS Norway 1965 NOK 250,000 100  •  
Novo Nordisk Pharma Sp. z.o.o. Poland 1996 PLN 29,021,000 100  •  
Novo Nordisk Comércio Produtos Farmacêuticos Lda. Portugal 1984 EUR 250,000 100  •  
Novo Nordisk Farma S.R.L. Romania 2005 RON 2,795,000 100  •  
Novo Nordisk Pharma d.o.o. Belgrade (Serbia) Serbia  2005 EUR 640,000 100  •  
Novo Nordisk Slovakia s.r.o. Slovakia 2007 EUR 265,552 100  •  
Novo Nordisk, trženje farmacevtskih izdelkov d.o.o. Slovenia 2006 EUR 2,679,286 100  •  
Novo Nordisk Pharma S.A. Spain 1978 EUR 1,502,500 100  •  
Novo Nordisk Scandinavia AB Sweden 1971 SEK 100,000 100  •  
Novo Nordisk FemCare AG Switzerland 2003 CHF 1,100,000 100  •  •
Novo Nordisk Health Care AG Switzerland 2000 CHF 159,325,000 100  •  •
Novo Nordisk Pharma AG Switzerland 1968 CHF 50,000 100  •  
Novo Nordisk Holding Limited United Kingdom 1977 GBP 2,802,130 100    •
Novo Nordisk Limited United Kingdom 1978 GBP 2,350,000 100  •  

North America
Novo Nordisk Canada Inc. Canada 1983 CAD 200 100  •  
Novo Nordisk Region North America II A/S Denmark 2011 DKK 500,000 100    •
Novo Nordisk US Holdings Inc. United States 2007 USD 50,000 100    •
Novo Nordisk Pharmaceutical Industries Inc. United States 1991 USD 55,000,000 100 •   
Novo Nordisk Inc. United States 1982 USD 283,837,600 100  • • 

Japan & Korea
Novo Nordisk Region Japan & Korea A/S Denmark 2002 DKK 15,500,000 100    •
Novo Nordisk Pharma Ltd. Japan 1980 JPY 2,104,000,000 100 • •  
Novo Nordisk Pharma Korea Ltd. South Korea 1994 KRW 6,108,400,000 100  •  
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33   Companies in the Novo Nordisk Group (continued)

Activity

 Country Year of Currency Issued Percentage    
  incorporation/  share capital/ of shares    
  acquisition  paid-in capital owned • • • •

International Operations
Aldaph SpA Algeria 1994 DZD 1,742,650,000 100 • •  
Novo Nordisk Pharma Argentina S.A. Argentina 1997 ARS 7,465,150 100  •  
Novo Nordisk Pharmaceuticals Pty. Ltd. Australia 1985 AUD 500,001 100  •  
Novo Nordisk Pharma (Private) Limited Bangladesh 2007 BDT 17,500,000 100  •  
Novo Nordisk Produção Farmacêutica do Brasil Ltda. Brazil 2002 BRL 896,834,727 100 •   
Novo Nordisk Farmacêutica do Brasil Ltda. Brazil 1990 BRL 32,995,945 100  •  
Novo Nordisk Farmacêutica Limitada Chile 2006 CLP 758,271,200 100  •  
Novo Nordisk Pharma Operations A/S Denmark 2009 DKK 500,000 100    •
Novo Nordisk Region International Operations A/S Denmark 2002 DKK 113,303,310 100    •
Novo Nordisk Egypt LLC Egypt 2004 EGP 50,000 100  •  
Novo Nordisk India Private Limited India 1994 INR 265,000,000 100  •  •
PT. Novo Nordisk Indonesia Indonesia 2003 IDR 827,900,000 100  •  
Novo Nordisk Pars Iran 2005 IRR 10,000,000 100  •  
Novo Nordisk Ltd Israel 1997 ILS 100 100  •  
Novo Nordisk Lebanon Lebanon 2007 LBP 600,000,000 100  •  
Novo Nordisk Pharma (Malaysia) Sdn Bhd Malaysia 1992 MYR 500,000 100  •  
Novo Nordisk Mexico S.A. de C.V. Mexico 2004 MXN 387,816,547 100  •  
Novo Nordisk Pharma SAS Morocco 2006 MAD 2,597,000 100  •  
Novo Nordisk Pharmaceuticals Ltd. New Zealand 1990 NZD 1,000,000 100  •  
Novo Nordisk Pharma Limited Nigeria 2006 NGN 10,000,000 100  •  
Novo Nordisk Pharma (Private) Limited Pakistan 2005 PKR 43,000,000 100  •  
Novo Nordisk Pharmaceuticals (Philippines) Inc. Philippines 1999 PHP 50,000,000 100  •  
Novo Nordisk Limited Liability Company Russia 2003 RUB 188,243,360 100  •  
Novo Nordisk Production Support LLC Russia 2010 RUB 5,100,000 100 •   
Novo Investment Pte Limited Singapore 1994 SGD 12,000,000 100    •
Novo Nordisk Pharma (Singapore) Pte Ltd. Singapore 1997 SGD 200,000 100  •  
Novo Nordisk (Pty) Limited South Africa 1959 ZAR 8,000 100  •  
Novo Nordisk Pharma (Thailand) Ltd. Thailand 1983 THB 15,500,000 49  •  
Novo Nordisk Tunisie SARL Tunisia 2004 TND 400,000 100  •  
Novo Nordisk Saglik Ürünleri Tic. Ltd. Sti.  Turkey 1993 TRY 25,296,300 100  •  
Novo Nordisk Pharma Gulf FZ-LLC United Arab Emirates 2005 AED 100,000 100  •  
Novo Nordisk Venezuela Casa de Representación C.A. Venezuela 2004 VEF 6,182,957 100  •  

Region China
Novo Nordisk (China) Pharmaceuticals Co., Ltd. China 1994 USD 374,800,000 100 • •  
Beijing Novo Nordisk Pharmaceuticals Science & 
Technology Co., Ltd. China 2006 USD 13,200,000 100   • 
Novo Nordisk Hong Kong Limited Hong Kong 2001 HKD 500,000 100  •  
Novo Nordisk Pharma (Taiwan) Ltd. Taiwan 1990 TWD 9,000,000 100  •  

Other subsidiaries
NNIT A/S1 Denmark 1998 DKK 1,000,000 100    •
NNE Pharmaplan A/S1 Denmark 1989 DKK 500,000 100    •

Associated companies
Harno Invest A/S Denmark 1992 DKK 70,419,910 30    •

1. In addition to the listed companies, NNIT A/S and NNE Pharmaplan A/S have their own subsidiaries.
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Statement of social performance for the year ended 31 December

 Note 2011 2010 2009

Patients
People with diabetes using Novo Nordisk injectable products (million) (estimate) 2 24 N/A N/A
Healthcare professionals trained or educated in diabetes (1,000) 3 835 373 425
People with diabetes trained (1,000) 3 626 494 416
Least developed countries where Novo Nordisk sells insulin according 
to the differential pricing policy  4 75% 67% 73%
Donations to the World Diabetes Foundation (DKK million)  65 69 68
Donations to the Novo Nordisk Haemophilia Foundation (DKK million)  16 15 15
Animals purchased for research 5 66,401 62,927 57,315
People participating in clinical trials 6 22,445 19,361 11,130
Active patent families  7 807 817 905
New patent families (first filings) 7 80 62 55

Employees
Employees (total) 8 32,632 30,483 29,329
Average of full-time employees   31,499 29,423 27,985
Employee turnover  8 9.8% 9.1% 8.3%
Engaging culture (employee engagement) (scale of 1–5) 8 4.3 4.3 4.3
Diverse senior management teams 8 62% 54% 50%
Annual training costs per employee (DKK) 8 10,479 14,207 13,283
Frequency of occupational injuries (number/million working hours) 9 3.4 4.9 4.3
Absence  9 2.3% 2.5% 2.4%
Employment impact worldwide (direct and indirect) 10 118,716 108,248 96,468

Assurance
Relevant employees trained in business ethics   99% 98% N/A
Fulfilment of action points from facilitations of the Novo Nordisk Way  93% 93% 93%
Supplier audits 11 177 192 196
Product recalls 12 5 5 2
Warning Letters and re-inspections  13 0 0 0
Company reputation with external key stakeholders (scale of 1–7)   5.6 N/A N/A
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1   Basis of preparation of the Consolidated 
    social statement

The Consolidated social statement is prepared in accordance with the  
Danish Financial Statements Act (FSA), section 99a. Section 99a requires 
Novo Nordisk to account for the company’s activities relating to social 
respons ibility, reporting on business strategies and activities in the areas of 
human rights, labour standards, environment and anti-corruption. Com-
panies that subscribe to the UN Global Compact and annually submit their 
Communication on Progress will be in compliance with the FSA, provided 
that the annual report includes a reference to where the information has 
been made publicly available. Novo Nordisk’s Communication on Progress 
2011 can be found at annualreport2011.novonordisk.com and on UN  Global 
Compact’s website at unglobalcompact.org/COP.

Novo Nordisk adheres to the following internationally recognised voluntary 
standards and principles:

• AA1000 framework for accountability. The framework 
(AA1000APS(2008) and AA1000AS(2008)) states that reporting must 
provide a complete, accurate, relevant and balanced picture of  
the  organisation’s approach to and impact on society. Novo Nordisk’s 
 assurance process is designed according to AA1000AS(2008). 

• UN Global Compact. As a signatory to the UN Global Compact, a 
stra tegic policy initiative for businesses that are committed to aligning 
their  operations and strategies with 10 universally accepted principles  
in the areas of human rights, labour, environment and anti-corruption, 
Novo Nordisk reports on actions during 2011 to align with the 10 
 principles in the Communication on Progress, which can be found at  
annualreport2011.novonordisk.com.

• Global Reporting Initiative’s (GRI) Sustainability Reporting Guidelines. The 
guidelines (G3) include an internationally recognised set of indicators  
for economic, environmental and social aspects of business performance 
that enables stakeholders to compare companies’ performance. Novo 
Nordisk’s reporting according to the reporting principles and guidance, 
including required disclosures, can be found at  
annualreport2011.novonordisk.com.

In addition, Novo Nordisk reports with reference to the content elements 
and guiding principles of the Inaugural Integrated Reporting Framework 
developed by the International Integrated Reporting Committee. The 
framework is currently in a pilot phase.

To Novo Nordisk, AA1000APS(2008) is a component in creating a generally  
applicable approach to assessing and strengthening the credibility of the  
company’s public reporting of social and environmental data. Novo 
 Nordisk’s assurance process has been designed to ensure that the qualitative 
and quantitative information that documents the social and environmental 
dimensions of performance as well as the systems that underpin the data 
and performance are assured. The principles outlined in AA1000APS(2008) 
have been applied as described below.

Inclusivity
As a pharmaceutical company with global reach, Novo Nordisk is commit-
ted to being accountable to those the organisation impacts. Novo Nordisk 
maps its stakeholders and has processes in place to ensure inclusion of 
stakeholder concerns and expectations. Stakeholder engagement results 
in stakeholders being involved in developing and accounting for strategic 
responses to sustainability challenges.

Materiality
Key issues are identified through ongoing stakeholder engagement and 
trendspotting and are addressed by programmes or action plans with clear 
and measurable targets. Long-term targets are set to guide long-term 
performance in strategic areas. The issues presented in the annual report 
are deemed to have a significant impact on the company’s future business 
performance and may support stakeholders in their decision-making, and 
are therefore regarded as Novo Nordisk’s material issues.

Responsiveness
The report reaches out to a wide range of stakeholders, each with their 
 specific needs and interests. To most stakeholders, however, the annual 
report is just one element of interaction and communication with the com-
pany. The annual report reflects how the company is managing operations 
in ways that respond to and consider stakeholder concerns and interests.

Defining materiality
It is Novo Nordisk’s responsibility to ensure that those areas in which the 
company has significant impact are addressed. Issues for the social and 
environmental reporting are prioritised to be reported either in the printed 
annual report (most material) or online (material, often catering to specific 
stakeholder interests), or not reported (not material). 

In assessing which information to include in the annual report, legal require-
ments and disclosure commitments made by Novo Nordisk are considered. 
Furthermore, it is assessed whether information is tied directly or indirectly 
to Novo Nordisk’s ability to create value. Short- and long-term value  
creation is taken into consideration.

The outcomes of formal reviews, research, stakeholder engagement and  
internal materiality discussions are presented as a proposal for annual 
reporting to Executive Management and the Board of Directors. In addition, 
Novo Nordisk’s external assurance provider assures whether the social and 
environmental performance data included in the annual  report cover the 
material aspects. The conclusion is available in the Independent assurance 
report on p 111.

Principles of social disclosures
The Consolidated social statement and disclosures cover Novo Nordisk A/S 
and entities controlled by Novo Nordisk A/S.

New disclosures have been added to the statement:

• People with diabetes using Novo Nordisk injectable products (million)
• Product recalls

Social accounting policies

The accounting policies set out below have been applied consistently in the 
preparation of the consolidated  social statement for all the years presented, 
with the following exceptions:

The accounting policy for ‘Company reputation with external key stake-
holders’ was previously reported on a scale of 0–100 but is now reported  
on a scale of 1–7 with 7 being the best. Furthermore, the number will  
be reported as a two-year average for the top seven markets and weighted 
by sales. The change in accounting policy is due to changes in the data 
 col lection, hence no historical data exists.

The following accounting policies have been adjusted: 

• ‘Healthcare professionals trained or educated in diabetes’ was previously 
reported as an accumulated number but will from this year be reported 
as the actual number of healthcare professionals trained or educated in 
diabetes within the year. This adjustment is reflected in the historical data.

• ‘Absence’ was previously calculated based on the actual number of 
working hours in the year but is now calculated using a regional standard 
 average number of working days in a year. Historical data have been 
restated to reflect this change.

Please refer to the accounting policies below for further information on the 
social disclosures.

People with diabetes using Novo Nordisk injectable products
The number of people with diabetes using Novo Nordisk injectable products 
is an estimate, calculated by reconciling Novo Nordisk’s annual sales volume 
by product, annual product consumption per patient following different 
treatment regimes and recommended country-specific daily dose, and the 
total number of patients in the market by treatment regime. The Novo 
 Nordisk annual sales volume by product is obtained from the financial 
accounts and estimates of volume market share. Information regarding 
the annual product consumption per patient following different treatment 
regimes is collected from multiple sources (Roper reports, observational 
studies and internal market research). The total number of patients in the 
market by treatment regime is estimated using information on population 
(UN World Population), prevalence rate (IDF Diabetes Atlas, US Centers  
for Disease Control and Prevention estimates and government surveys), 
diagnosis rate (IDF Diabetes Atlas, journal articles), and treatment rates for 
insulin or GLP-1, including concomitant use (US Centers for Disease Control, 
Roper reports, market research, data from the independent data provider 
IMS health).

Notes to the Consolidated social statement

www.annualreport2011.novonordisk.com/additional-reports/un-global-compact.aspx
www.unglobalcompact.org/COP
www.annualreport2011.novonordisk.com/additional-reports/un-global-compact.aspx
www.annualreport2011.novonordisk.com/additional-reports/global-reporting-initiative.aspx
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Healthcare professionals trained or educated in diabetes
Healthcare professionals trained or educated in diabetes is measured as  
an estimate based on registrations by affiliates and corporate functions in 
Novo Nordisk. The number reflects the total number of health care providers 
participating in Novo Nordisk-sponsored training and education activities 
during the year. 

People with diabetes trained
People with diabetes trained is measured as an estimate based on registra-
tions by affiliates and corporate functions in Novo Nordisk. The number 
reflects the total number of people with diabetes with whom Novo Nordisk 
has engaged during the year for educational purposes. Training is  
recognised as activities conducted, organised or funded by Novo Nordisk. 

Least developed countries where Novo Nordisk sells insulin 
according to the differential pricing policy
Novo Nordisk has formulated a differential pricing policy for the least 
 developed countries (LDCs). The purpose of the policy is to offer insulin  
to the world’s LDCs at or below a price of 20% of the average prices 
for insulin in the western world. The western world is defined as Europe 
(EU, Switzerland and Norway), the United States, Canada and Japan. The 
number of LDCs where Novo Nordisk sells insulin according to the differen-
tial pricing policy is measured by direct or indirect sales by Novo Nordisk  
via government tender or private market sales to wholesalers, distributors 
or non-governmental organisations. In 2011, 48 countries were on the  
UN’s LDC list. For 2009–2010, the number of countries on the list was 49.

Donations to the World Diabetes Foundation
The amount includes donations in DKK and is recognised when paid out by 
Novo Nordisk to the World Diabetes Foundation during the fiscal year. 

Donations to the Novo Nordisk Haemophilia Foundation
The amount includes donations in DKK and is recognised when allocated 
by Novo Nordisk to the Novo Nordisk Haemophilia Foundation during the 
fiscal year. 

Animals purchased for research
Animals purchased for research is recorded as the number of animals  
purchased for all research undertaken at Novo Nordisk either in-house or  
by external contractors. The number of animals purchased is based on 
internal registration of purchased animals and yearly reports from external 
contractors.

People participating in clinical trials
The number of people participating in clinical research (phase 1–4, 
 excluding observational studies) is recorded as active participants in clinical 
research during the year. 

Active patent families 
Active patent families is recorded as the total number of single inventions 
covered by at least one pending or issued patent in one or more countries. 

New patent families (first filings)
New patent families (first filings) is recorded as the number of new patent 
applications that were filed during the year. 

Employees (total)
The number of employees is recorded as all employees except externals, 
 employees on unpaid leave, interns, bachelor and master thesis employees, 
and substitutes.

Employee turnover
The rate of turnover is measured as the number of employees, excluding  
temporary employees, who left the Novo Nordisk Group during the  
financial year compared with the average number of employees, excluding 
temporary employees.

Engaging culture (employee engagement)
For 2011, the employee engagement is measured on a scale of 1–5, with 5 
being the best, and is an average of respondents’ answers to eight selected 
questions related to employees’ engagement in the annual employee 
 survey, eVoice, covering the Novo Nordisk Way. Employee engagement is 
a simple  average of answers given by the employees. For 2009 and 2010, 
the average was calculated using 10 selected questions related to the Novo 
 Nordisk Way of Management. 

Diverse senior management teams
Diverse senior management teams is measured as the percentage of teams 
that are diverse in terms of both gender and nationality. A senior manage-
ment team includes all managers and executive assistants reporting directly 
to an executive vice president/senior vice president. In 2011, there were 29 
senior management teams and 28 in 2009 and 2010.

Annual training costs per employee
Training costs cover internal and external training posted in the financial 
accounts and are calculated per employee.

Frequency of occupational injuries
The frequency of occupational injuries is measured as the number of injuries 
reported for all employees per million working hours, excluding externals, 
employees on unpaid leave, interns, bachelor and master thesis employees, 
and substitutes. An occupational injury is any work-related injury causing  
at least one day of absence in addition to the day of the injury.

Absence
The rate of absence is measured as absence due to the employee’s own 
illness, pregnancy-related sick leave, and occupational injuries and illnesses 
compared with a regional standard average of working days in the year, 
adjusted for holidays.

Employment impact worldwide (direct and indirect)
Employment impact worldwide is measured as an estimate of the direct and 
indirect jobs created by Novo Nordisk, calculated using financial records  
and general statistics from public sources such as Statistics Denmark, 
Updated Economic Multipliers for the US Economy (the Economic Policy 
 Institute), OECD and the China Statistical Yearbook.

Relevant employees trained in business ethics
The business ethics training is based on globally applicable Standard  
Operating Procedures (SOPs) released by the Business Ethics Compliance 
Office annually. The target groups for the individual SOPs vary in size but 
cover all employees present in Novo Nordisk at the time of the new releases 
except employees on leave and student assistants. The percentage of 
employees completing the training is calculated as the average percentage 
of completion of the SOPs. The calculation of the percentage of employees 
trained in business ethics is based on registrations in training databases and 
local archives of employees completing the relevant annual business ethics 
training. 

Fulfilment of action points from facilitations of the Novo Nordisk Way
For 2011, the percentage of fulfilment of action points arising from facilita-
tions, or values audits, of the Novo Nordisk Way is measured as an average 
of timely  closure of action points issued in the current year and the two pre-
vious years. The reason for using a three-year average as the basis for the 
calculation is that action lead time typically varies from a couple of months 
to more than a year. For 2009 and 2010, the closure of action points is 
based on the Novo Nordisk Way of Management.

Supplier audits
The number of supplier audits concluded (audit reports received) includes 
responsible sourcing audits and quality audits conducted in the areas of 
 direct spend materials and indirect spend materials. 

Product recalls
The number of actual product recalls is recorded as the number of times 
Novo Nordisk has instituted an actual recall and includes recalls in con-
nection with clinical trials. An actual recall can affect various countries but 
only counts as one recall.

Warning Letters and re-inspections
Warning Letters and re-inspections is measured as the number of Warning  
Letters issued by the US Food and Drug Administration in connection  
with GxP-regulated and ISO-certified areas, and the number of significant 
re-inspections issued to Novo Nordisk by any health authority globally.  
A significant re-inspection occurs following a failed inspection with global 
reach and high business impact, and involving top-level management in the 
containment and corrective actions.
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Company reputation with external key stakeholders
Company reputation with external key stakeholders is measured as the 
mean corporate brand score in the top seven markets (the US, Canada, 
China, Japan, Germany, the UK and France) weighted in accordance with 
actual sales of diabetes products. The mean corporate brand score is based 
on company  ratings (on a scale of 1–7, with 7 being the best) collected 
through interviews with primary and secondary healthcare professionals 
who are current prescribers of Novo Nordisk injectable diabetes products. 
Each market is surveyed every second year, so the score is based on a two-
year rolling average. The survey is carried out by an independent external 
consultancy firm.

2   People with diabetes using Novo Nordisk 
    injectable products

The estimated number of people with diabetes using Novo Nordisk inject-
able pro ducts in 2011 was 24 million. This is the first year of reporting this  
number hence no historical data are reported. At a regional level it is 
 estimated that of the people with diabetes using Novo Nordisk products 
14% are in North America, 23% in Europe, 42% in International Opera-
tions, 5% in Japan and Korea, and 16% in Region China.

3   Healthcare professionals trained or educated in 
    diabetes and people with diabetes trained

In 2011, 835,000 healthcare professionals are estimated to have been 
trained, educated, interacted with or reached through awareness cam-
paigns  compared with 373,000 in 2010. Furthermore, 626,000 people 
with diabetes are estimated to have been trained in 2011 compared with 
494,000 in 2010. The significant increases are due to increased activities  
in several markets and particularly in the US.

The aim is to continue activities to educate healthcare professionals to im-
prove diagnosis and treatment and to train people with diabetes to improve 
self-care.

4   Least developed countries where Novo Nordisk 
    sells insulin according to the differential pricing 
    policy

The differential pricing policy is part of the global initiatives to promote  
access to health for all least developed countries (LDCs) as defined by the 
UN. In 2011, Novo Nordisk offered the differential price to all of the 48 
LDCs. Novo Nordisk  operates in 38 of these countries and sold insulin to 
either governments or the private market in 75% (36 of 48 countries) of 
the countries according to the dif ferential pricing policy compared with 
67% (33 of 49 countries) in 2010. In 2011, Novo Nordisk operated in 
 Mozambique and Angola but did not sell insulin at the differential price. 
The governments in these two countries were offered the opportunity to 
buy insulin at the differential price but the insulin sold here in 2011 was sold 
to the private market.

In a total of 10 LDCs Novo Nordisk had no sales in 2011 for various reasons. 
In several cases, the government has not responded to the offer, there are 
no private wholesalers or other partners to work with, or war or political   
unrest makes it impossible to do business. While Novo Nordisk  prefers to  
sell insulin at the differential price through government tenders, the com-
pany is willing to sell to private distributors and agents. Novo Nordisk is 
unable to guarantee that the price at which the company sells the insulin 
will be reflected in the final price to the consumer.

5   Animals purchased for research

The number of animals purchased for research in 2011 increased by 6% 
compared with 2010 and 97% of the animals purchased in 2011 were 
rodents. The  increase in number of animals is due to the increased research 
activities within the discovery and  development of new pharmaceuticals for 
 diagnosis, care and treatment. Most significantly, the number of purchased 
mice increased from 27,773 in 2010 to 31,363 in 2011 due to an overall 
increase in the studies within diabetes care and biopharmaceuticals.

Number 2011 2010 2009

Mice and rats 64,056 60,441 54,714
Pigs 953  1,196 1,170
Rabbits 535  543 559
Dogs  344  328 240
Other rodents1 327 86 90
Non-human primates 186  330 540
Other vertebrates2 0  3 2

Total 66,401  62,927 57,315

1. Other rodents are gerbils, guinea pigs and hamsters.
2. Other vertebrates are fish, chickens, goats and frogs.

6   People participating in clinical trials

The number of people participating in clinical trials increased by 16% in 
2011 compared with 2010. The increase reflects the initiation of the phase 3 
programme evaluating liraglutide as an antiobesity agent and the LEADER® 
programme, a post-approval commitment to the European Medicines 
Agency and the US Food and Drug Administration following approval of 
liraglutide for type 2 diabetes.

Number by region 2011 2010 2009

North America 7,741 6,750 3,334
Europe 7,683 6,947 4,453
International Operations 5,407 3,215 1,844
Japan & Korea 742 1,367 239
Region China 872 1,082 1,260

Total 22,445 19,361 11,130
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7   Active patent families and new patent families (first filings)

The number of patent families remained relatively stable at 807 in 2011 compared with 817 in 2010. A total of 80 new patent families were established  
in 2011, which is an increase of 29% compared with the filing activity in 2010, when 62 patent families were established. The increase in patent filings was 
primarily driven by injection devices and the inflammation therapy area.

The patent expiry dates for the product portfolio are shown in the table below. The dates provided are for expiry in the US, major European markets  
(Germany, France and the UK), China and Japan of patents on the active ingredient, unless otherwise indicated, and include extensions of patent term  
(including for  paediatric extension where applicable). For several products, in addition to the compound patent, Novo Nordisk holds other patents on  
manufacturing processes, formulations or uses that may extend exclusivity beyond the expiration of the active ingredient patent. Furthermore, data-based 
exclusivity may be available under pharmaceutical regulatory laws.

Marketed products in key markets (active ingredients)

Product US Europe China Japan

Diabetes care:
NovoRapid® (NovoLog®) 20141 Expired1 Expired1 Expired1

NovoMix® 30 (NovoLog® Mix 70/30) 2014 2014–15 Expired 2014
Levemir® 2019 2018 2014 2019
NovoNorm® (Prandin®) Expired Expired Expired Expired4

PrandiMet® 20183 Pending N/A Pending
Victoza® 2022 2022 2017 2022

Biopharmaceuticals:
Norditropin® (Norditropin® SimpleXx®) 20152 20172 20172 20172

NovoSeven® Expired5 Expired5 Expired5 Expired5

1. Formulation patent until 2017.
2. Formulation patent providing exclusivity to the composition of excipients used in the drug products.
3. Combination patent providing exclusivity to the combined use of two or more different medicines for treatment of a particular disease.
4. Possibly extendable by five years.
5. Room temperature-stable formulation patent until 2024.

8   Employees

Of the 32,632 people employed in 2011, 14,064 were employed in 
 Denmark compared with 13,535 in 2010. In 2011 the total number of 
 employees increased by 2,149 (7%) compared with an increase of 1,154 
(4%) in 2010. Employee turnover increased from 9.1% in 2010 to 9.8% in 2011.

Number by region 2011 2010 2009

North America 4,870 4,457 4,076
Europe 18,215 17,752 17,686
International Operations 4,549 3,768 3,657
Japan & Korea 1,010 995 978
Region China 3,988 3,511 2,932

Total  32,632  30,483 29,329

Employee turnover 9.8% 9.1% 8.3%

Engaging culture (employee engagement)
In 2011, the score for engaging culture (employee engagement) remained 
stable at 4.3 with a response rate in the annual eVoice survey of 92%. 

Diverse senior management teams
Diversity in the company’s senior management teams increased from 54% 
(15 of 28 teams) in 2010 to 62% (18 of 29 teams) in 2011. Among all 
employees, diversity in terms of gender was at 50%, which is the same as 
in 2010.

Annual training costs per employee
Annual training costs per employee decreased from DKK 14,207 in 2010 to 
DKK 10,479 in 2011 due to overall reductions in the spend on training, with 
the US in particular reducing spend significantly. In 2010 the US incurred 
signficantly higher expenses on training due to expansion of the sales force.
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9   Frequency of occupational injuries and absence

In 2011, a sales representative in Bangladesh died in a car accident. Prior to 
this tragic accident Novo Nordisk had not had any fatal occupational injuries 
since 2004.

In 2011, the number of occupational accidents with absence decreased 
by more than 25% compared with 2010. This develop ment significantly 
reduced the frequency of occupational injuries, which decreased from  
4.9 per million working hours in 2010 to 3.4 in 2011. The decrease is due  
to a continuous focus on occupational health and safety at Novo Nordisk.
The rate of absence also decreased slightly in 2011 to 2.3% from 2.5%  
in 2010. 

10   Employment impact (direct and indirect)

In 2011, Novo Nordisk created an estimated 118,716 direct and indirect  
jobs compared with 108,248 direct and indirect jobs in 2010. The employ-
ment impact in 2011 translates into an estimated 86,580 indirect global 
jobs in the supply chain from production needs and employees’ private 
consumption. The majority of indirect jobs created are due to production 
(60,373), but the effect of private consumption by Novo Nordisk employees 
is also significant (26,207). In 2010, the total number of estimated indirect 
jobs created was 78,218.

The distribution of cash value remained roughly the same compared with 
2010.

0 20 40 60 80 100

%

Cash value 
distribution

■ Suppliers

■ Employees

■ Investors/funders

■ Public sector (taxes)

■ Re-invested in the group

2011

2010

2009

11   Supplier audits

In 2011, 177 supplier audits were completed and no critical findings were 
issued. The table below shows the split between responsible sourcing audits 
and audits related to quality. 

Number 2011 2010 2009

Responsible sourcing audits 32 26 20
Quality audits 145 166 176

Total 177 192 196

12   Product recalls

In 2011, as in 2010, Novo Nordisk had five instances of product recalls 
involving different countries.Three recalls were implemented in single 
 countries due to products defects originating from the local distribution 
chains and two recalls were effectuated in several countries due to product 
defects relating to production. None of the products recalled has caused 
any harm to patients.

13   Warning Letters and re-inspections

In 2011, as in 2010, no Warning Letters were issued to Novo Nordisk by  
the US Food and Drug Administration in connection with Good Manu-
facturing Practice, Good Clinical Practice or Good Laboratory Practice 
inspections. Nor were any significant re-inspections issued to Novo Nordisk 
by any authority. In total, 76 inspections were concluded in 2011, compared 
with 2010, when 105 inspections were concluded.
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Statement of environmental performance for the year ended 31 December

 Note 2011 2010 2009

Inputs
Energy consumption (1,000 GJ) 2 2,187 2,234 2,246
Water consumption (1,000 m3) 3 2,136 2,047 2,149
Raw materials and packaging materials (1,000 tons)  71 65 79

Outputs
CO2 emissions from energy consumption (1,000 tons)  4 93 95 146
CO2 emissions from refrigerants (1,000 tons) 4 3 6 6
CO2 emissions from transport (1,000 tons) 4 53 57 N/A
Wastewater (1,000 m3) 5 2,036 1,935 2,062
Chemical oxygen demand (COD) in wastewater (tons) 5 446 555 617
Total waste (tons) 6 41,376 25,627 26,362
Non-hazardous waste (of total waste) 6 70% 54% 51%
Breaches of regulatory limit values  7 22 18 10
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1   Basis of preparation of the Consolidated 
    environmental statement 

The Consolidated environmental statement is prepared in accordance with 
the same standards as those for the Consolidated social statement. For a 
description of these standards, please refer to note 1 Basis of preparation of 
the Consolidated social statement on p 92.

Principles of environmental disclosures
The Consolidated environmental statement and disclosures cover Novo 
Nordisk A/S and entities controlled by Novo Nordisk A/S. 

The environmental disclosures cover the impact from the production of 
Novo Nordisk’s products. CO2 emissions also include transportation. See 
accounting policies for details.

Environmental accounting policies

The accounting policies set out below have been consistently applied in 
preparation of the Consolidated environmental statement for all the years 
 presented, with the following exception 

‘Ethanol waste’, reported as part of the total waste, was previously reported 
as 100% ethanol, meaning the actual waste amount was converted to 
100% ethanol. This was done to make it transparent how much ethanol 
was recycled/incinerated rather than how much waste was actually pro-
duced. Going forward it will be the actual amount of waste produced and 
not only the amount of ethanol that is reported. Historical data have been 
restated accordingly.

Please refer to the accounting policies below for information on the 
environ mental disclosures.

Energy consumption
Energy consumption (direct and indirect supply) is measured as both direct 
supply of energy (internally produced energy), which is energy Novo Nordisk 
produces from natural gas, fuel oil and other types, and indirect supply of 
external energy (externally produced energy), which is electricity, steam and 
 district heat. The consumption of fuel and externally produced energy is 
based on meter readings and invoices.

Water consumption
Water consumption is measured based on meter readings and invoices. It 
includes drinking water, industrial water and steam.

Raw materials and packaging materials
Raw materials and packaging materials comprise materials for production 
and related processes, and packaging of products, and is recorded based on 
registrations in the procurement system. The consumption of raw materials 
and packaging is converted to metric tons.

CO2 emissions from energy consumption 
The amount of CO2 emissions from energy consumption covers consump-
tion related to production measured in metric tons. The CO2 emissions 
from  energy consumption are calculated according to the GHG protocol. 
Emissions of CO2 from energy consumption are based on standard factors 
for own fuel consumption, and for energy supplied from external energy 
suppliers on a three-year average of available emission factors. Hence, emis-
sion factors for 2011 are the three-year average of 2008–2010. 

CO2 emissions from refrigerants
CO2 emissions from refrigerants is calculated by converting to metric tons 
using standard factors.

CO2 emissions from transport
CO2 emissions from transport is calculated as the estimated emissions 
from product distribution in metric tons. It is calculated as the worldwide 
distribution of semi-finished and finished products, raw materials and com-
ponents by air, sea and road between production sites and from production 
sites to affiliates, direct customers and importing distributors. CO2 emis-
sions from product distribution from affiliates to pharmacies, hospitals and 
wholesalers are not included.

Wastewater
The volume of wastewater is measured as process wastewater, sanitary 
waste water and drainage water from fortified areas. The total volume of 
waste water is calculated based on input from the production sites either 
as a direct measure of the total sum discharged to public sewer systems or 
as the total consumption of water of the site minus registered evaporation 
from cooling systems (including cooling towers and other plants from  
which evaporation occurs) and any large amount of wastewater collected 
and treated as waste.

Chemical oxygen demand (COD) in wastewater
COD is a measure of the level of pollutants in the water and is calculated 
based on in-house test results or standard factors.

Total waste
Total waste is measured as the sum of non-hazardous and hazardous waste  
disposed of based on weight receipts. Due to a change in accounting 
policy for calculation of ethanol waste, the amount of waste disposed of as 
 hazardous has increased significantly. Historical figures have been restated 
accordingly.

Non-hazardous waste (of total waste)
Non-hazardous waste is calculated as the waste disposed of as non- 
hazardous as a percentage of the total amount of waste disposed of. Due 
to the change in the accounting policy for ethanol waste, the historical 
figures for the percentage of non-hazardous waste have been restated 
accordingly.

Breaches of regulatory limit values
Breaches of regulatory limit values are all breaches reported to the 
 authorities.

Notes to the Consolidated environmental statement
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2   Energy consumption

In 2011, the consumption of energy decreased by 2% compared with 2010 
even though production increased. The decrease was obtained through 
con tinuous process optimisations and energy management.

1,000 GJ 2011 2010 2009

Diabetes care 1,515 1,513 1,544
Biopharmaceuticals 280 298 292
Other1 392 423 410

Total 2,187 2,234 2,246

1. ‘Other’ consists of consumption that cannot directly be linked to the production of 
either diabetes care or biopharmaceuticals.

3   Water consumption

The consumption of water increased by 4% in 2011 compared with 2010, 
reflecting increased production. The increase is relatively small compared 
with the increase in production due to continuous process optimisations 
and water-saving projects at sites with high water consumption.

1,000 m3 2011 2010 2009

Diabetes care 1,853 1,719 1,817
Biopharmaceuticals 142 142 143
Other1 141 186 189

Total 2,136 2,047 2,149

1. ‘Other’ consists of consumption that cannot be directly linked to the production of 
diabetes care or biopharmaceuticals.

4   CO2 emissions

The reduction of CO2 emissions from refrigerants was due to the con-
tinuous focus on eliminating refrigerants with a high global warming 
 potential and a high focus on maintenance and servicing of cooling systems.

1,000 tons 2011 2010 2009

CO2 emissions from energy consumption 93 95 146
– Diabetes care 69 68 99
– Biopharmaceuticals 8 9 19
– Other1 16 18 28
CO2 emissions from refrigerants 3 6 6
CO2 emissions from transport 53 57 N/A

Total 149 158 N/A

1. ‘Other’ consists of consumption that cannot directly be linked to the production of 
either diabetes care or biopharmaceuticals.

5   Wastewater and chemical oxygen demand (COD) 
    in wastewater

The total volume of wastewater increased by 5% from 1,935,000 m3 in 
2010 to 2,036,000 m3 in 2011,  primarily due to increased water consump-
tion. The quantity of discharged COD in the wastewater decreased by 20% 
due to changes in the wastewater handling at a pilot facility and production 
variance in general.

6   Waste

In 2011, the total amount of waste increased by 61% from 25,691 tons in 
2010 to 41,376 tons. This significant increase was solely due to the disposal 
of a large amount of yeast slurry. This waste fraction was previously used  
as pig feed, but due to changes in regulatory requirements from 2011 the  
yeast slurry is now sent to a biogas plant. This change impacts the quantity 
of non-hazardous waste recycled, which increased significantly. Excluding 
the yeast slurry, the amount of waste disposed of in 2011  remained stable 
compared with 2010 even though production increased. 

Tons 2011 2010 2009

Non-hazardous waste 29,131  13,911 13,432
– Recycled (%) 79 53 57
– Incinerated (%)1 11 20 21
– Landfill (%) 3 7 5
– Special treatment (%) 7 20 17
Hazardous waste2 12,245 11,716 12,930
– Recycled ethanol (%)3 48 48 51
– Incinerated ethanol (%)4 27 29 26
– Other (%) 25 23 23

Total2 41,376 25,627 26,362

Recycling percentage of total waste 70% 51% 55%

1. Of which 94% with energy recovery.
2. Due to a change in the accounting policy for calculation of ethanol waste, the 

amount of waste disposed of as hazardous has increased significantly. Historical 
figures have been restated accordingly.

3. Ethanol recycled in eg biogas or wastewater treatment plants.
4. Incinerated at combined heat and power plants or at plants for special treatment of 

hazardous waste with energy recovery.

7   Breaches of regulatory limit values

The number of breaches of regulatory limit values increased by 22% from 
18 breaches in 2010 to 22 in 2011, mainly due to breaches related to pH 
in wastewater. All breaches were short-term events with no impact on the 
environment.



100     Novo Nordisk Annual Report 2011

Pa
rt

 o
f 

M
an

ag
em

en
t’

s 
re

vi
ew

 –
 F

iv
e 

ye
ar

s 
co

m
pa

ra
tiv

e 
fig

ur
es

 in
 E

U
R

Su
m

m
ar

y 
of

 fi
na

nc
ia

l d
at

a 
20

07
–2

01
1 

in
 E

U
R

Summary of financial data 2007–2011 in EUR

EUR million  2007 2008 2009 2010 2011

Sales  5,614 6,109 6,860 8,161 8,905

Sales by business segment:
  Modern insulins (insulin analogues)  1,880 2,323 2,883 3,572 3,861
  Human insulins  1,687 1,583 1,520 1,588 1,448
  Victoza®  – – 12 311 804
  Protein-related products  235 247 265 297 310
  Oral antidiabetic products (OAD)  288 321 356 369 346

  Diabetes care total  4,090 4,474 5,036 6,137 6,769

  NovoSeven®   788 858 950 1,078 1,120
  Norditropin®  471 518 591 645 677
  Hormone replacement therapy  224 216 234 254 276
  Other products  41 43 49 47 63

  Biopharmaceuticals total  1,524 1,635 1,824 2,024 2,136

Sales by geographical segment:
  North America  1,845 2,032 2,454 3,170 3,569
  Europe  2,194 2,309 2,356 2,506 2,573
  International Operations1  708 777 917 1,119 1,257
  Japan & Korea   596 638 657 760 835
  Region China1  271 353 476 606 671

Depreciation, amortisation and impairment losses  404 328 343 331 367
Operating profit  1,200 1,660 2,005 2,537 3,003
Net financials   272 43 (126) (82) (60)
Profit before income taxes  1,472 1,703 1,879 2,455 2,943
Income taxes  328 409 433 521 648
Net profit for the year  1,144 1,294 1,446 1,934 2,295

Total assets  6,401 6,792 7,356 8,237 8,703
Total current liabilities  1,427 1,739 1,802 2,521 2,795
Total non-current liabilities  658 627 752 757 871
Equity  4,316 4,426 4,802 4,959 5,037

Capital expenditure, net   304 235 353 444 403
Free cash flow2  1,210 1,478 1,656 2,284 2,431
Net cash flow  220 552 307 118 149

1. As of 1 January 2011, Region China is reported as a separate geographical region. Before 2011, Region China was part of International Operations.  
The historical figures for 2007–2010 have been restated and are comparable with the 2011 regional set-up.

2. For definitions, please refer to p 65.

The translation of Income statement items is based on the average exchange rate in 2011 (EUR 1 = DKK 7.45) and the translation of Balance sheet items is based on the exchange rate 
at the end of 2011 (EUR 1 = DKK 7.43). The figures in DKK reflect the economic substance of the underlying events and circumstances of the Group.
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Quarterly financial figures 2010 and 2011

   2010    2011
DKK million Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Sales 13,674 15,394 15,584 16,124 15,693 16,001 16,532 18,120

Sales by business segment:
  Modern insulins (insulin analogues) 5,862 6,792 6,820 7,127 6,705 6,972 7,232 7,856
  Human insulins  2,773 3,099 2,963 2,992 2,655 2,642 2,698 2,790
  Victoza® 370 296 700 951 1,098 1,250 1,547 2,096
  Protein-related products 503 583 567 561 639 527 574 569
  Oral antidiabetic products (OAD) 645 704 736 666 711 653 562 649

  Diabetes care total 10,153 11,474 11,786 12,297 11,808 12,044 12,613 13,960

  NovoSeven®  1,914 2,155 1,965 1,996 2,032 2,140 2,044 2,131
  Norditropin® 1,083 1,245 1,233 1,242 1,252 1,180 1,275 1,340
  Hormone replacement therapy 443 450 517 482 492 513 501 548
  Other products 81 70 83 107 109 124 99 141

  Biopharmaceuticals total 3,521 3,920 3,798 3,827 3,885 3,957 3,919 4,160

Sales by geographical segment:
  North America 5,221 5,988 6,114 6,286 6,035 6,165 6,804 7,582
  Europe  4,432 4,671 4,675 4,886 4,595 4,847 4,728 4,998
  International Operations1 1,835 2,213 2,127 2,160 2,203 2,415 2,286 2,463
  Japan & Korea 1,156 1,439 1,454 1,611 1,484 1,423 1,539 1,777
  Region China1 1,030 1,083 1,214 1,181 1,376 1,151 1,175 1,300

Gross profit 10,984 12,425 12,648 13,039 12,576 12,902 13,281 14,998
Sales and distribution costs 3,984 4,364 4,573 5,274 4,260 4,633 4,724 5,387
Research and development costs 2,131 2,434 2,302 2,735 2,290 2,323 2,263 2,752
Administrative expenses 711 745 759 850 756 778 788 923
Licence fees and other operating income (net) 224 159 110 164 148 97 104 145
Operating profit 4,382 5,041 5,124 4,344 5,418 5,265 5,610 6,081
Net financials (65) (433) (468) 361 (128) 103 (154) (270)
Profit before income taxes 4,317 4,608 4,656 4,705 5,290 5,368 5,456 5,811
Income taxes 993 1,060 1,071 759 1,217 1,234 1,255 1,122

Net profit 3,324 3,548 3,585 3,946 4,073 4,134 4,201 4,689

Depreciation, amortisation and impairment losses 581 595 607 684 605 825 615 692

Total assets 54,155 57,048 57,162 61,402 59,001 61,528 62,013 64,698
Total equity 32,916 33,635 34,264 36,965 34,768 36,966 35,428 37,448

Financial ratios

As percentage of sales
  Sales and distribution costs 29.1% 28.3% 29.3% 32.7% 27.1% 29.0% 28.6% 29.7%
  Research and development costs 15.6% 15.8% 14.8% 17.0% 14.6% 14.5% 13.7% 15.2%
  Administrative expenses  5.2% 4.8% 4.9% 5.3% 4.8% 4.9% 4.8% 5.1%
Gross margin2 80.3% 80.7% 81.2% 80.9% 80.1% 80.6% 80.3% 82.8%
Operating profit margin2 32.0% 32.7% 32.9% 26.9% 34.5% 32.9% 33.9% 33.6%
Equity ratio2 60.8% 59.0% 59.9% 60.2% 58.9% 60.1% 57.1% 57.9%

Share ratios

Basic earnings per share/ADR (in DKK) 5.66 6.07 6.21 6.87 7.13 7.26 7.45 8.40
Diluted earnings per share/ADR (in DKK) 5.61 6.02 6.15 6.82 7.06 7.21 7.39 8.33

Average number of shares outstanding (million) – basic 587.6 584.0 577.6 572.7 571.6 569.1 563.5 557.6
Average number of shares outstanding (million) – diluted  593.0 588.9 582.3 577.5 576.7 573.8 568.1 561.9

Employees

Number of full-time employees at the end of the period 29,154 29,364 29,515 30,014 30,867 31,549 32,016 32,136

1. As of 1 January 2011, Region China is reported as a separate geographical region. Before 2011, Region China was part of International Operations.  
The historical figures for Q1–Q4 2010 have been restated and are comparable with the 2011 regional set-up.

2. For definitions, please refer to p 65.
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Income statement for the year ended 31 December

DKK million Note  2011 2010

Sales  2  40,452 37,261
Cost of goods sold 3  11,861 11,609

Gross profit   28,591 25,652

Sales and distribution costs 3  10,655 10,196
Research and development costs 3  7,851 7,998
Administrative expenses 3, 4  1,531 1,385
Licence fees and other operating income (net)   651 691

Operating profit   9,205 6,764

Profit in subsidiaries, net of tax 10  10,494 9,475
Share of profit in associated companies, net of tax 10  – 1,089
Financial income 5  437 437
Financial expenses 5  882 1,884

Profit before income taxes   19,254 15,881

Income taxes 6  2,200 1,466

Net profit for the year    17,054 14,415

Proposed appropriation of net profit:
Dividends   7,742 5,700
Net revaluation reserve according to the equity method 9, 10  (1,767) 1,573
Retained earnings 9  11,079 7,142

   17,054 14,415
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Balance sheet at 31 December

DKK million Note  2011 2010

Assets

Intangible assets 7  1,159 1,083
Property, plant and equipment 8  14,257 14,418
Financial assets 10  17,443 19,314

Total non-current assets   32,859 34,815

Raw materials   1,262 1,231
Work in progress   3,941 4,896
Finished goods   1,967 1,551

Inventories   7,170 7,678

Trade receivables   1,392 1,388
Amounts owed by affiliates   7,312 6,748
Tax receivables    764 518
Other receivables   756 879

Receivables   10,224 9,533

Deferred income tax assets 12  222 –
Marketable securities   4,082 3,872
Derivative financial instruments   48 108
Cash at bank and in hand   12,399 11,418

Total current assets   34,145 32,609

Total assets   67,004 67,424

Equity and liabilities

Share capital   580 600
Net revaluation reserve according to the equity method   8,225 10,149
Retained earnings   28,643 26,207

Total equity 9  37,448 36,956

Deferred income tax liabilities 12  – 204
Other provisions 13  631 561

Total provisions   631 765

Loans   502 504

Non-current liabilities 11  502 504

Current debt   25 511
Derivative financial instruments   1,492 1,158
Trade payables   1,582 1,479
Amounts owed to affiliates   22,384 23,186
Tax payables   1 –
Other liabilities   2,939 2,865

Current liabilities   28,423 29,199

Total liabilities    28,925 29,703

Total equity and liabilities    67,004 67,424
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Notes to the Financial statements

1   Accounting policies

The Financial statements of the Parent company have been prepared in 
 accordance with the Danish Financial Statements Act (Class D) and other 
accounting regulations for companies listed on NASDAQ OMX Copen-
hagen. 

The accounting policies for the Financial statements of the Parent company 
are unchanged from the last financial year and are the same as for the 
 Consolidated financial statements with the following additions. For a 
description of the accounting policies of the Group, please refer to note 1, 
‘Basis of preparation of the consolidated financial statements’, pp 60–64.

Supplementary accounting policies for the Parent company

Financial assets
In the Financial statements of the Parent company, investments in sub-
sidiaries and associated companies are recorded under the equity method, 
which is at the respective share of the net asset values in subsidiaries and 
associated companies. Any cost in excess of net assets in the acquired 
company is capitalised in the Parent company under Financial assets as 
part of investments in subsidiaries (‘Goodwill’). Amortisation of goodwill is 
 provided under the straight-line method over a period not exceeding  
20 years based on estimated useful life. 

Net profit of subsidiaries less unrealised intra-Group profits is recorded in 
the Income statement of the Parent company.

To the extent it exceeds declared dividends from such companies, net 
revaluation of investments in subsidiaries and associated companies is trans-
ferred to Net revaluation reserve according to the equity method under 
Equity.

Fair value adjustments of financial assets categorised as Available for sale  
in the Parent company are recognised in the Income statement.

Profits in subsidiaries and associated companies are disclosed as profit  
after tax.

Tax
For Danish tax purposes, the Parent company is assessed jointly with its 
Danish subsidiaries. The Danish jointly taxed companies are included in a 
Danish on-account tax payment scheme for Danish corporate income tax. 
All current taxes under the scheme are recorded in the individual com-
panies.

Statement of cash flows
No separate statement of cash flows has been prepared for the Parent com-
pany; please refer to the Consolidated statement of cash flows on p 58.

2   Sales

DKK million 2011 2010

Sales by business segment1

Diabetes care total 39,978 36,943
Biopharmaceuticals total 474 318

Total sales 40,452 37,261

Sales by geographical segment1

Europe 12,308 12,134
North America 14,018 13,373
International Operations 6,796 5,701
Japan & Korea 3,699 2,862
Region China 3,631 3,191

Total sales 40,452 37,261

Sales are attributed to geographical segment based on location of the 
customer.

1. For definitions of the segments, please refer to note 2 to the Consolidated financial 
statements, pp 66–67.

3   Employee costs

DKK million 2011 2010

Wages and salaries 6,725 6,038
Share-based payment costs 126 329
Pensions 620 576
Other social security contributions 177 155
Other employee costs 257 250

Total employee costs 7,905 7,348

Included in the Balance sheet as change 
in employee costs included in Inventories (91) (276)

For information regarding remuneration to the Board of Directors and  
Executive Management, please refer to ‘Remuneration report’ in ‘Corporate 
governance, remuneration and leadership’, pp 44–47, and note 4 to the 
Consolidated financial statements, p 68. 

 2011 2010

Average number of full-time 
employees in Novo Nordisk A/S 11,559 11,052

4   Fee to statutory auditors

DKK million 2011 2010

Statutory audit 8 8
Audit-related services 2 4
Tax advisory services 8 7

Total fee to statutory auditors 18 19

5   Financial income and financial expenses

DKK million 2011 2010

Interest income relating to subsidiaries  17 14
Foreign exchange gain (net) – 206
Other financial income 420 217

Total financial income 437 437

Interest expenses relating to subsidiaries  163 122
Foreign exchange loss (net)  337 –
Other financial expenses 382 1,762

Total financial expenses 882 1,884

6   Income taxes

The Parent company paid income taxes of DKK 3,075 million related to the 
current year (DKK 1,838 million in 2010). In 2011, Novo Nordisk A/S received 
DKK 269 million in refund from prior year’s taxable income (a payment  
of DKK 12 million in 2010). Furthermore DKK 19 million has been paid by 
Danish subsidiaries (a refund of DKK 24 million in 2010).
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7   Intangible assets

DKK million     2011 2010

Cost at the beginning of the year     1,694 1,331
Additions during the year     179 405
Disposals during the year     (1) (42)

Cost at the end of the year     1,872 1,694

Amortisation at the beginning of the year     611 550
Amortisation during the year     66 61
Impairment losses for the year     36 –
Amortisation reversed on disposals during the year     – –

Amortisation at the end of the year     713 611

Carrying amount at the end of the year     1,159 1,083

Intangible assets primarily relate to patents and licences and internally developed software and costs related to major IT projects.

8   Property, plant and equipment
 Land and Plant and Other Payments 2011 2010
 buildings machinery equipment on account  
    and assets  
    in course of  
DKK million    construction  

Cost at the beginning of the year 10,139 14,050 1,833 2,339 28,361 27,306
Additions during the year 143 165 88 1,331 1,727 1,898
Disposals during the year (146) (512) (123)  (781) (843)
Transfer from/(to) other items 372 594 55 (1,021) 0 0

Cost at the end of the year 10,508 14,297 1,853 2,649 29,307 28,361

Depreciation and impairment losses at the beginning of the year 3,863 8,874 1,206 – 13,943 12,925
Depreciation for the year 437 1,132 156  1,725 1,679
Impairment losses for the year 28 65   93 68
Depreciation reversed on disposals during the year (137) (453) (121)  (711) (729)

Depreciation and impairment losses at the end of the year 4,191 9,618 1,241 – 15,050 13,943

Carrying amount at the end of the year 6,317 4,679 612 2,649 14,257 14,418
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9   Statement of changes in equity

  Share Net Retained 2011 2010
  capital revaluation earnings  
DKK million   reserve   

Balance at the beginning of the year  600 10,149 26,207 36,956 35,705
Appropriated from Net profit for the year    11,079 11,079 7,142
Proposed dividends    7,742 7,742 5,700
Appropriated from Net profit for the year to Net revaluation reserve    (1,767)  (1,767) 1,573
Effect of hedged forecast transactions transferred to the Income statement    658 658 (422)
Fair value adjustments of cash flow hedges for the year    (1,118) (1,118) (635)
Dividends paid    (5,700) (5,700) (4,400)
Share-based payments (note 3)    126 126 329
Purchase of treasury shares    (10,839) (10,839) (9,498)
Sale of treasury shares    244 244 678
Reduction of the B share capital  (20)  20 0 0
Exchange rate adjustments of investments in subsidiaries    (157) (16) (173) 300
Tax on own shares    (123) (123) –
Other adjustments    363 363 484

Balance at the end of the year  580 8,225 28,643 37,448 36,956

Please refer to note 10 to the Consolidated financial statements, p 69, regarding average number of shares. 
Please refer to note 18 to the Consolidated financial statements, p 75, regarding total number of A and B shares in Novo Nordisk A/S and treasury shares.

10   Financial assets
 Investments Amounts Investments Other 2011 2010
 in subsidiaries owed by in associated securities  
  affiliates companies and  
DKK million    investments  

Cost at the beginning of the year 8,741 88 134 560 9,523 9,378
Investments during the year 64 55   119 677
Divestments during the year  (42)  (31) (73) (532)
Transferred from associated companies to Other securities     – –

Cost at the end of the year 8,805 101 134 529 9,569 9,523

Value adjustments at the beginning of the year 24,821 – (95) (358) 24,368 21,379
Profit/(loss) before tax 13,621    13,621 13,106
Income taxes on profit for the year (2,629)    (2,629) (2,417)
Amortisation and impairment of goodwill     – (58)
Dividends received (12,041)    (12,041) (7,903)
Transferred from associated companies to Other securities     – –
Divestments during the year    31 31 (808)
Effect of exchange rate adjustment 11 (1)  1 11 1,030
Other adjustments (224)   (24) (248) 39

Value adjustments at the end of the year 23,559 (1) (95) (350) 23,113 24,368

Offset against amounts owed by subsidiaries 
at the beginning of the year      102
Additions during the year      (102)

At the end of the year – – – – – 0

Unrealised internal profit at the beginning of the year (14,577)    (14,577) (13,459)
Change for the year – charged to Income statement (498)    (498) (82)
Change for the year – charged to Equity     – (348)
Effect of exchange rate adjustment (164)    (164) (688)

At the end of the year (15,239) – – – (15,239) (14,577)

Carrying amount at the end of the year 17,125 100 39 179 17,443 19,314

Carrying amount of investments in subsidiaries and associated companies does not include capitalised goodwill at the end of the year.

A list of companies in the Novo Nordisk Group is found in note 33 to the Consolidated financial statements, pp 89–90.
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14   Commitments and contingencies

DKK million 2011 2010

Commitments
Lease commitments 987 865
Contractual obligations relating to 
investments in property, plant and equipment 11 88
Guarantees given for subsidiaries 4,217 1,601
Obligations relating to research and 
development projects 2,774 2,510
Other guarantees and commitments 3,352 3,518

Lease commitments expiring 
within the following periods 
from the balance sheet date
Within one year 196 157
Between one and five years 490 402
After five years 301 306

Total lease commitments 987 865

The lease costs for 2011 and 2010 were 
DKK 308 million and DKK 279 million respectively.

Security for debt
Land, buildings and equipment etc 
at carrying amount 1,374 1,277

For information on pending litigation and other contingencies, please refer 
to note 31 to the Consolidated financial statements, pp 86–87.

15   Related party transactions

For information on transactions with related parties, please refer to note 32 
to the Consolidated financial statements, p 88.

11   Non-current liabilities

Non-current liabilities due more than five years from the balance sheet  
date amount to DKK 306 million of the total of DKK 502 million (DKK 359 
million of the total of DKK 504 million in 2010). 

12   Deferred income tax assets/(liabilities)

DKK million 2011 2010

The deferred tax assets/liabilities are 
allocated to the various balance sheet 
items as follows:
Property, plant and equipment (1,018) (1,233)
Indirect production costs (874) (956)
Unrealised profit on intra-Group sales 1,945 1,780
Other 169 205

Total income tax assets/(liabilities) 222 (204)

The deferred income tax has been calculated using a tax rate of 25%.

For a specification of deferred income tax posted directly in equity, please 
refer to note 9 to the Consolidated financial statements, p 69.

13   Other provisions

DKK million 2011 2010

Non-current 474 401
Current 157 160

Total other provisions 631 561

Provisions for pending litigations are recognised as other provisions.  
Furthermore, as part of normal business Novo Nordisk issues credit notes  
for expired goods. Consequently, a provision for future returns is made, 
based on historical product returns statistics.
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Statement by the Board of Directors and Executive Management on the Annual Report

Today, the Board of Directors and Executive Management approved the Annual Report of Novo Nordisk A/S for the year 2011. 

The Consolidated financial statements are prepared in accordance with International Financial Reporting Standards as issued by the International Accounting  
Standards Board (IASB), and International Financial Reporting Standards as endorsed by the EU. The Financial statements of the Parent company, Novo  
Nordisk A/S, are prepared in accordance with the Danish Financial Statements Act. 

Further, the Consolidated financial statements, the Financial statements of the Parent company and Management’s Review are prepared in accordance with 
additional Danish disclosure requirements for listed companies. 

In our opinion, the Consolidated financial statements and the Financial statements of the Parent company give a true and fair view of the financial position at 
31 December 2011, the results of the Group and Parent company operations and consolidated cash flows for the financial year 2011. Furthermore, in our  
opinion, Management’s Review includes a true and fair account of the development in the operations and financial circumstances, of the results for the year 
and of the financial position of the Group and the Parent company as well as a description of the most significant risks and elements of uncertainty facing  
the Group and the Parent company. 

Novo Nordisk’s Consolidated social and environmental statements have been prepared in accordance with the reporting principles of materiality, inclusivity  
and responsiveness of AA1000APS(2008). They give a balanced and reasonable presentation of the organisation’s social and environmental performance.

We recommend that the Annual Report be adopted at the Annual General Meeting.

Bagsværd, 1 February 2012

Executive Management Lars Rebien Sørensen Jesper Brandgaard
 President and CEO CFO

 Lise Kingo Kåre Schultz Mads Krogsgaard Thomsen

Board of Directors Sten Scheibye Göran A Ando Bruno Angelici
 Chairman Vice chairman

 Henrik Gürtler Ulrik Hjulmand-Lassen Thomas Paul Koestler

 Anne Marie Kverneland Kurt Anker Nielsen Søren Thuesen Pedersen
  Chairman of 
  the Audit Committee

 Hannu Ryöppönen Stig Strøbæk Jørgen Wedel
 Audit Committee member   Audit Committee member
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An audit involves performing procedures to obtain audit evidence about 
the amounts and disclosures in the Consolidated financial statements and 
the Financial statements of the Parent Company. The procedures selected 
depend on the auditor’s judgment, including the assessment of the risks 
of material misstatement of the Consolidated financial statements and the 
Financial statements of the Parent Company, whether due to fraud or error. 
In making those risk assessments, the auditor considers internal control  
relevant to the Company’s preparation of Consolidated financial state-
ments and Financial statements of the Parent Company that give a true 
and fair view in order to design audit procedures that are appropriate in 
the circumstances. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates 
made by the Management, as well as evaluating the overall presentation of 
the Consolidated financial statements and the Financial statements of the 
Parent Company. 

We believe that the audit evidence we have obtained is sufficient and 
 appropriate to provide a basis for our audit opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the Consolidated financial statements give a true and fair 
view of the financial position at 31 December 2011 of the Group and of 
the results of the Group’s operations and consolidated cash flows for the 
financial year 2011 in accordance with International Financial Reporting 
Standards as issued by the International Accounting Standards Board, and 
International Financial Reporting Standards as endorsed by the EU and  
additional Danish disclosure requirements for listed companies. Moreover, 
in our opinion the Financial statements of the Parent Company give a  
true and fair view of the financial position at 31 December 2011 and of the 
results of the Parent Company’s operations for the financial year 2011 in 
accordance with the Danish Financial Statements Act and additional Danish 
disclosure requirements for listed companies. 

Statement on Management’s Review

We have read Management’s Review, pp 2–54 and pp 100–101 in 
 accordance with the  Danish  Financial Statements Act.

On this basis, it is our opinion that the information provided in the Manage-
ment’s Review is consistent with the Consolidated financial statements and 
the Financial statements of the Parent Company.

Bagsværd, 1 February 2012

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Lars Baungaard
Danish State Authorised 
Public Accountant

Independent Auditor’s Reports

To the Shareholders of Novo Nordisk A/S 

Report on Consolidated financial statements and 
Financial statements of the Parent Company

We have audited the Consolidated financial statements and the Financial 
statements of Novo Nordisk A/S for the financial year 2011, pp 55–90 and  
pp 102–108, which comprise Income Statement, Statement of Compre-
hensive Income, Balance Sheet, Statement of Changes in Equity and Notes 
including accounting policies for the Group as well as for the Parent Com-
pany and Consolidated Cash Flow Statement. 

The Consolidated financial statements are prepared in accordance with 
International Financial Reporting Standards as issued by the International  
Accounting Standards Board, and International Financial Reporting 
Standards as endorsed by the EU. The Financial statements of the Parent 
Company are prepared in accordance with the Danish Financial Statements 
Act. Moreover, both the Consolidated financial statements and the Finan-
cial statements of the Parent Company are prepared in accordance with 
 additional Danish disclosure requirements for listed companies.

Management’s Responsibility for the Consolidated financial 
statements and the Financial statements of the Parent Company
The Management is responsible for the preparation of the Consolidated 
financial statements and the Financial statements of the Parent Company 
that give a true and fair view in accordance with the above legislation 
and accounting standards, and for such internal control as Management 
determines is necessary to enable preparation of Consolidated financial 
statements and Financial statements of the Parent Company that are free 
from material misstatement, whether due to fraud or error. 

Auditor’s Responsibility
Our responsibility is to express an opinion on the Consolidated financial 
statements and the Financial statements of the Parent Company based on  
our audit. We conducted our audit in accordance with International 
standards on Auditing and additional requirements under Danish Audit 
regulation. This requires that we comply with ethical requirements and plan 
and perform the audit to obtain reasonable assurance about whether the 
Consolidated financial statements and the Financial statements of the  
Parent Company are free from material misstatement.
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Independent Assurance Report on the social and 
environmental reporting for 2011

To the Stakeholders of Novo Nordisk 

We have reviewed the Consolidated social and environmental informa-
tion in the Annual Report of Novo Nordisk A/S for the financial year 2011, 
which comprises Management’s Review, the social accounting policies and 
environmental accounting policies for social and environmental information 
and the Consolidated social and environmental statement on pp 2–54 and 
pp 91–99.

The assurance engagement has furthermore covered the nature and  
extent of Novo Nordisk incorporation of the AA1000 AccountAbility 
 Principles Standard (AA1000APS(2008)) principles (inclusivity, materiality 
and responsiveness) with respect to stakeholder dialogue.

Criteria for the preparation of reporting on data
The Consolidated social and environmental information is prepared in ac-
cordance with the social accounting policies and environmental accounting 
policies  described on pp 92–94 and p 98. 

Management’s responsibility 
The Management is responsible for preparing the Consolidated social and 
environmental information, including for establishing data collection and 
registration,  internal control systems with a view to ensuring reliable  
reporting, specifying acceptable reporting criteria and choosing data to  
be collected for intended users of the report. Also, adherence to 
AA1000APS(2008) and the three principles of inclusivity, materiality and 
responsiveness is the responsibility of Management.

Assurance provider’s responsibility
Our responsibility is, on the basis of our work, to express a conclusion  
on the reliability of the Consolidated social and environmental information 
in the Annual  Report.  Furthermore, our responsibility is, by applying the 
AA1000  Assurance Standard (AA100AS(2008)), to express a conclusion 
on as well as to make recommendations for the nature and extent of Novo 
Nordisk’s adherence to the AA1000APS(2008) principles.
 
Our team of experts have competences in respect of assurance engage-
ments related to Consolidated social and environmental information. In 
addition, our team have competences in assessing social and environmental 
information and sustainability management, and thus qualify to conduct 
this inde pendent assurance engagement. During 2011 we have not per-
formed any tasks or services to Novo Nordisk or other clients that would 
conflict with our independence, nor have we been responsible for the 
preparation of any part of the report; and therefore qualify as independent 
as defined by in AA1000AS(2008).

Scope, standards and criteria used
We have planned and performed our work in accordance with the Inter-
national Standard on Assurance Engagements (ISAE) 3000, “Assurance  
Engagements other than Audits or Reviews of Historical Financial Informa-
tion”, to obtain limited assurance that the Consolidated social and environ-
mental information in the Annual Report is free of material misstatements 
and that the information has been presented in accordance with the social 
accounting policies and environmental accounting policies here for. The 
assurance obtained is limited, as our work compared to that of an engage-
ment with reasonable assurance has been limited to, principally, inquiries, 
interviews and analytical procedures related to registra tion and communica-
tion systems, data and underlying documentation.

Moreover, we have planned and performed our work based on the 
AA1000AS(2008), using the criteria in the AA1000APS(2008), to perform a 
Type 2 engagement and to obtain a moderate level of assurance regarding  
the nature and extent of Novo Nordisk’s adherence to the principles of 
 inclusivity, materiality and responsiveness. 

Methodology, approach, limitation and scope of work
Based on an assessment of materiality and risk, our work included: 
(i) Inquiries regarding procedures and methods to ensure that social and 
environmental reporting include data from the Group’s Business Unit 
 operations, and that these data have been incorporated in compliance 
with the social accounting policies and environmental accounting policies. 
Through site visits to Bagsværd, Gentofte, Kalund borg and Clayton and 
based on requests and selected documentation, we have furthermore 
assessed the existing systems for data collection and registration, and 
 procedures to ensure reliable reporting; 
(ii) Inquiries and interviews with members of Executive Management, the 
Board and staff from the sustainability development department, as well 
as Management representing different functions in the Group, regarding 
Novo Nordisk’s adherence to the principles of inclusivity, materiality and 
responsiveness, including Management’s commitment to the principles, the 
existence of systems and procedures to support adherence to the principles 
and the embedding of the principles at corporate level. 

Conclusion
Based on our review, nothing has come to our attention which causes us 
not to believe that the Consolidated social and environmental information 
presented in the Annual Report of Novo Nordisk A/S for 2011 (on pp 2–54 
and pp 91–99) is free of material misstatements and has been stated in 
 accordance with the social accounting policies and environmental account-
ing policies here for. 

Furthermore, nothing has come to our attention causing us to believe that 
Novo Nordisk does not adhere to the AA1000APS(2008) principles. 

Observations and recommendations
According to AA1000AS(2008), we are required to include observations 
and recommendations for improvements in relation to adherence to the 
AA1000APS(2008) principles: 

Regarding inclusivity
Novo Nordisk’s Management has a strong commitment to inclusivity and 
stakeholder engagement. Also, the Company has in place systems and 
processes to ensure a continuous mapping of relevant stakeholders, as  
well as a structured and systematic approach to ensuring the inclusion of 
stakeholder concerns, demands and expectations at a corporate level.

We recommend that Novo Nordisk continue to work on ensuring a 
 systematic and structured approach to the AA1000APS(2008) principles  
at a local level, and that the company in general continue to communicate 
and guide on stakeholder involvement internally. Finally, we recommend 
that Novo Nordisk increasingly engage in expanding social and environ-
mental competences at the company’s strategic suppliers. 

Regarding materiality
Novo Nordisk’s Management systematically takes the principle of material-
ity into consideration when making decisions regarding sustainability at 
manage ment level. Also, the Company has in place a number of relevant 
senior management level governance bodies to discuss, evaluate and 
 determine the materiality of sustainability issues on ongoing basis. 

We have no recommendations regarding materiality.

Regarding responsiveness
Novo Nordisk is committed to being responsive to stakeholders as is  evident 
from the wide range of media, forums and communication channels used 
by Novo Nordisk to communicate on sustainability issues. 

We have no recommendations regarding responsiveness.

Bagsværd, 1 February 2012

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Lars Baungaard
Danish State Authorised 
Public Accountant



Index
In addition to the information reported in this integrated annual report, we report information for specific stakeholder groups at 

annualreport2011.novonordisk.com. To help you find information, this index is arranged according to the categories used online. 

An explanation of where you can find information reported in accordance with voluntary reporting standards is also included in below.

Topic Page(s) in this report Global Reporting Initiative Indicator

UN Global 

Compact Principles

Financial

Financial performance 5–9, 14, 56–59, 100–101

Socioeconomics – EC1, EC9

Tax contribution 8, 14, 23–24, 56–61, 69

Social – patients

Access to health 9–10, 21, 31–32, 34–35, 38–39 EC8 1–2

Donation 9–10, 34–35, 38–39, 86, 93 SO1

Support and advocacy 20, 38–39

Clinical research 10, 26–27, 93–94 PR3 1–2

Bioethics – 1–2, 7–9

Animal ethics 94

Gene technology –

Stem cell research 19

Safety and quality 10, 23, 93, 96 PR1–4

Public affairs 31–35, 37 SO5–6

Social – employees

Our employees 10, 17, 20, 95 EC7, LA11–12 1–2, 3–6

Wages and benefits 44–47, 68 EC5, LA3–4, LA12 3–6

Workplace statistics 95

Diversity 9–10, 95 LA13 3–6

Health and safety 10, 20, 96 LA7 3–6

Employee health programmes – LA8 3–6

Employee volunteering 20 SO1

Social – assurance

Business ethics 11, 21, 24 SO2–3, PR6–7 10

Responsible sourcing 11, 96 EC6, HR1–2 1–2, 3–6, 10

Environmental

Environmental approach – EN13, 30 7–9

Environmental priorities 11–12, 21–22, 99 EN1, 3–5, 7–9, 11, 16, 18, 20–23, 26, 30 7–9

Governance

Novo Nordisk Way 10–11, 17–18

Boards and committees 41–43

Managing risks 22–24

Corporate governance 41–43

Stakeholders and reporting

Stakeholder engagement 21, 34, 92

Memberships –

Partnerships 34–35, 38–39

Our reporting 60–64, 92–96, 98–99

Additional reporting

SEC Form 20-F 13, 43, 53

UN Global Compact – Communication on Progress 92

Global Reporting Initiative 92

International Integrated Reporting Framework 92
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Our products
This report makes reference to European product trade names. The list below provides an overview of European trade names with 

accompanying generic names. Trade and generic names may differ in other markets.
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Market share data on pp 7 and 31 is from IMS Health, IMS MIDAS Customized Insights (November 2011). Market definition for retail: Algeria, Argentina, Australia, Austria, Belgium, Brazil, Bulgaria, 

Canada, Czech Republic, Denmark, Egypt, Estonia, France, Finland, Germany, Greece, Hungary, India, Ireland, Italy, Japan, Korea, Latvia, Lithuania, Luxembourg, Mexico, Netherlands, New Zealand, 

Norway, Poland, Portugal, Romania, Saudi Arabia, Slovakia, Slovenia, South Africa, Spain, Sweden, Switzerland, Turkey, the UK and the US. Market definition for hospitals: Australia, Bulgaria, Canada, 

China, Czech Republic, Denmark, Finland, Germany, Hungary, Italy, Japan, Latvia, Lithuania, New Zealand, Norway, Poland, Romania, Slovakia, Slovenia, Spain, Sweden, Switzerland, the UK and the US.
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Therapeutic area Trade name Generic name

Diabetes care

Modern insulins Levemir® Insulin detemir

NovoRapid® Insulin aspart

NovoMix® 30 Biphasic insulin aspart

NovoMix® 50 Biphasic insulin aspart

NovoMix® 70 Biphasic insulin aspart

Glucagon-Like Peptide-1 Victoza® Liraglutide

Human insulins Insulatard® Insulin human

Actrapid® Insulin human

Mixtard® 30 Insulin human

Diabetes devices FlexTouch® Prefilled insulin delivery system

FlexPen® Prefilled insulin delivery system

NovoPen® 4 Durable insulin delivery system

NovoPen Echo® Durable insulin delivery system

InnoLet® Prefilled insulin delivery system

NovoFine® Needle

NovoTwist® Needle

GlucaGen® Glucagon

Oral antidiabetic agents NovoNorm® Repaglinide

PrandiMet® Repaglinide/metformin

Biopharmaceuticals

Haemostasis NovoSeven® Recombinant factor VIIa

Human growth hormone Norditropin® Somatropin (rDNA origin)

Norditropin® FlexPro® Prefilled multidose delivery system

FlexPro® PenMate® Automatic needle insertion accessory

Norditropin® NordiFlex® Prefilled multidose delivery system

NordiFlex PenMate® Automatic needle insertion accessory

NordiPen® Durable multidose delivery system

NordiPenMate® Automatic needle insertion accessory

NordiLet® Prefilled multidose delivery system

Hormone replacement therapy Activelle® Estradiol/norethisterone acetate

Estrofem® Estradiol

Novofem® Estradiol/norethisterone acetate

Vagifem® Estradiol hemihydrate
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Headquarters
Novo Nordisk A/S

Novo Allé

2880 Bagsværd, Denmark

Tel +45 4444 8888

annualreport@novonordisk.com

Transfer agents
Shareholders’ enquiries concerning dividend payments, transfer 

of share certificates, consolidation of shareholder accounts and 

tracking of lost shares should be addressed to Novo Nordisk’s 

transfer agents:

Danske Bank

Holmens Kanal 2–12

1092 Copenhagen K, Denmark

Tel +45 3344 0000

In North America:

JP Morgan Chase & Co

PO Box 64504

St Paul, MN 55164-0504, USA

Tel +1 800 990 1135

Tel +1 651 453 2128

CVR number 24 25 67 90

novonordisk.com

KELLY HECTOR
At the age of two-and-a-half, Kelly was diagnosed with type 1 

diabetes. The news came as a major shock to her parents. Since that 

day, they have had constant concern about their daughter’s health.

Now seven years old, Kelly can not remember a time when she did 

not have diabetes. She is a first-grader in elementary school in New 

Jersey, US, and makes every effort to live a normal life. She loves 

sports, especially baseball, as well as reading and art.

Kelly would love to inject insulin fewer times every day – and to 

eventually benefit from research to find a cure for type 1 diabetes. 

Her father has raised over 10,000 US dollars for research through 

fundraising bike rides to benefit JDRF (formerly known as the 

Juvenile Diabetes Research Foundation).

At Novo Nordisk’s Hagedorn Research Institute in Denmark, we are 

conducting research to tackle the roots of diabetes, in the hope of 

finding a cure for people like Kelly. In the meantime, we are raising 

awareness of the impact of diabetes and improving treatment so 

that the millions of people who must live with diabetes can live life 

to the fullest.

annualreport@novonordisk.com
www.novonordisk.com


 novo nordisk 
 annual report
 2012

Sustainable 
growth

– can it be done?

Insulin in 
a tablet

– why is it so difficult?

Diabetes 
– an emergency in slow motion

Strategy 
is all about 
choice
Novo Nordisk’s performance in 2012 is a result 
of important decisions made in recent years 
– but there is more to the story



22 The protein 
powerhouse

20 Diabetes – an emergency 
in slow motion

28 Simple 
injections

Contents
Accomplishments 
and results 2012
  1  Letter from the Chairman
  2  Letter from the CEO
  4  Performance highlights
  6  2012 performance 

and 2013 outlook

Our business
 15  Strategy is all about choice
 20  Diabetes – an emergency 

in slow motion
 22  The protein powerhouse
 24  Insulin treatment 

is a balancing act
 26  Insulin in a tablet 

– why is it so difficult?
 28  Simple injections
 29 Prevent bleedings
 30  Pipeline overview
 32  Many markets – one model
 38  Sustainable growth 

– can it be done?
 41  With every big opportunity 

comes a risk

Governance, 
leadership and shares
 44  Shares and capital structure
 46  Corporate governance
 49  Remuneration
 52  Board of Directors
 54 Executive Management

Financial, social 
and environmental 
statements
 55  Consolidated financial, 

social and environmental 
statements

104  Financial statements 
of the parent company

109  Management’s statement 
and Auditor’s reports

Additional information
112  More information
113 Product overview

The Management review, as defined by the Danish Financial Statements Act (FSA), is found on pp 1–54 and 94.
This Annual Report is published in both a Danish and an English language version. In the event of any discrepancies, the Danish version shall prevail.



Letter from 
the Chairman
2012 was a very good year for Novo Nordisk. Both in terms of 
financial performance – with reported sales up by 18% and net 
profit growth of 25% – and progress in the company’s research  
and development pipeline, which promises well for the future.  
And as you will see from this Annual Report – in which we account 
for both financial, environmental and social performance – the 
company also did well in many other respects in 2012.

The company’s Management and all its employees around the 
world can be proud of these results, which are exceptional in 
the pharmaceutical world these days when financial constraints 
and austerity measures are creating an increasingly difficult 
environment for research-based pharmaceutical companies.

We are very aware that Novo Nordisk’s results are created against 
a sad background, namely the continuing rise in the number of 
people with diabetes around the world. And despite advances 
in healthcare over the years, only a small fraction of the people 
being treated today are well treated. 

As I said in last year’s report: There has never been more need for 
a company like Novo Nordisk; a company that has dedicated most 
of its resources, skills and innovation power to improving diabetes 
care. And at the same time is making very good use of the skills it  
has built within diabetes in developing its biopharmaceutical business,  
not the least within haemophilia.

Every year, the Board of Directors reviews the company’s long-term 
strategy and outlook. As described in the article on p 15, the strategy  
is characterised by a strong focus on a few diseases, five core 
capabilities and a deeply rooted values-based management system. 
The Board remains confident that these strategic choices provide a 
solid basis for a continued positive development for Novo Nordisk in 
the coming years.

We are also confident that with Lars Rebien Sørensen and his 
Executive Management team we have the leadership needed to 
execute the strategy and fulfil Novo Nordisk’s potential. Together 
with Lars and his team, in January 2013 we decided to expand 

Executive Management with two executives, promoted from 
senior vice president positions within the company. This lifts 
the direct responsibility for critical functions such as marketing, 
business development and IT into Executive Management, while 
also broadening the group of senior managers.

In his letter on the following pages, Lars outlines some key events 
in 2013, and as you will see, it looks like yet another exciting year 
for Novo Nordisk. However, I must also remind you that for Novo 
Nordisk, as for any company of our size in the pharmaceutical 
industry, there is always the risk of something not going as we 
expected. In the article on p 41, you can read more about key 
risks of which you should be aware.

At the Annual General Meeting on 20 March 2013, the Board  
of Directors will propose a 29% increase in dividend to 18 Danish 
kroner per share. The Board of Directors has furthermore decided to 
initiate a new share repurchase programme of up to 14 billion kroner.

For me personally, 2012 was the last full year on the Board of 
Directors of which I have been a member since 2003 and had the 
privilege to chair since 2006. It has been an exciting journey, in the 
course of which Novo Nordisk has developed into a leading, global 
and highly respected company. Shareholder return has been high, 
and the company’s strategic foundation has been strengthened, 
making it well prepared to address the challenges ahead.

On behalf of the Board of Directors, I would like to express 
my appreciation for the leadership shown by Lars and his 
Management team and the hard work and dedication of the  
entire Novo Nordisk organisation.

Sten Scheibye
Chairman of the Board of Directors

Chairman of the Board of Directors 
Sten Scheibye at the Annual General 
Meeting in March 2012.
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Letter from 
the CEO
In 1923, the first patients were treated with insulin from the 
company that is now Novo Nordisk. Today, 90 years later, insulin 
is still our main product. I think it is worth mentioning for several 
reasons: it says something about how focused this company has 
been for many years – and still is. It also shows that insulin and 
other protein-based medicines – ‘protein therapeutics’ as they are  
also called – are fundamentally different from traditional chemical 
medicines in that our clever researchers can always find ways to  
make them even better. Finally, my brief history lesson is a reminder 
to all of us who work in the company today – many of whom are 
also shareholders in the company – that although we have good 
reason to be proud of what we have achieved with Novo Nordisk 
in recent years, we owe a lot to our predecessors, who laid the 
foundation for what we are doing today. 

Most annual reports these days talk about how the state of the 
global economy and the ensuing austerity measures put pressure 
on businesses. This report is no exception. We are often facing 
situations where governments are demanding price reductions 
that we consider unacceptable or implementing measures to 
limit new products’ access to the market. It puts us in a moral 
dilemma. On the one hand, we want to continue supplying our 

best products to customers around the world; on the other hand, 
we cannot sell our newest products at the old products’ prices. 
If we do that, we start to erode the whole innovation model that 
created the products in the first place. Then we deny all the 371 
million people who have diabetes the possibility of future, better 
treatments and, ultimately, a cure for their disease.

In such difficult times, it is crucial that we – industry, politicians 
and payers – rethink the approach to managing diabetes and 
other chronic diseases, ensuring more sustainable healthcare 
solutions. That is why we support initiatives such as the European 
Diabetes Leadership Forum, which gathered more than 700 
participants in Copenhagen in April 2012 to discuss and agree  
on ambitions, priorities and actions for improving diabetes care  
in Europe and OECD countries.

Despite the difficult economic climate, we were able to grow sales 
in 2012 by 12% measured in local currencies due to continued 
strong demand for some of our key products. As in 2011, the 
products behind most of this growth were our once-daily human 
GLP-1 analogue Victoza® (liraglutide) and two of our modern 
insulins, NovoRapid® (NovoLog® in the US) and Levemir®.

President and Chief Executive 
Officer Lars Rebien Sørensen 
at the European Diabetes 
Leadership Forum in April 2012.



From a regional perspective, North America was again the main  
contributor to our growth, followed by International Operations 
and Region China. As you will see from the article on p 32 about 
our different markets, it is also in these regions we expect to  
see most of the growth in the coming years. Our sales growth, 
combined with continuous focus on the efficiency of our operations, 
resulted in operating profit growth of 32% reported and 20% in 
local currencies.

While on the subject of profit, I am aware of the public debate 
on how much or how little large, international companies pay in 
corporate taxes. Therefore, it is important for me to assure you 
that Novo Nordisk does pay its fair share. In 2012, our tax expense 
amounted to 6,379 million kroner, corresponding to an effective tax 
rate of 22.9%. We pay taxes where profits are earned, according 
to international transfer pricing rules, and being a good corporate 
citizen everywhere we do business is a company objective.

Several products in our development pipeline passed important 
milestones. However, almost all attention from investors and the 
media was on our new generation of insulins, Tresiba® (insulin 
degludec) and Ryzodeg® (a combination of insulin degludec and 
insulin aspart). Both products were approved in Japan in 2012 and 
in the EU in January 2013. In the US, Canada, Switzerland and 
other countries, the approval process is ongoing.

Despite all eyes being on Tresiba® and Ryzodeg®, I would like 
to mention a few other encouraging developments. One is the 
completion of the phase 3a programme for IDegLira, a fixed-
ratio combination of liraglutide and insulin degludec for the 
treatment of patients with type 2 diabetes. We are planning 
regulatory filing for IDegLira in the EU mid-2013 and in the US 
during 2013 pending marketing authorisation for Tresiba®.

In December 2012, we selected for phase 3 development a new 
formulation of insulin aspart, called FIAsp, with a faster onset of 
appearance than NovoRapid® (NovoLog® in the US), which we 
hope will enable more flexible insulin administration in connection 
with meals, as well as improved blood sugar control after meals.

Within the area of haemophilia, we filed turoctocog alfa for approval 
in the EU, US and other markets. Turoctocog alfa is a recombinant 
factor VIII product for treatment of the most widespread form of  
haemophilia, haemophilia A. Furthermore, we launched NovoThirteen®,  
a recombinant factor XIII product for treatment of a rare bleeding 
disorder, in the EU and Canada (where it is marketed as Tretten®). 
On the negative side, we had to discontinue vactreptacog alfa, an 
analogue of recombinant factor VIIa, due to safety concerns. 

Another negative event, unrelated to our research and development 
pipeline, came in December, when we received a so-called Warning 
Letter from the US Food and Drug Administration (FDA), following 
an inspection of an aseptic filling facility in Bagsværd, Denmark, in 
March 2012. We immediately took action to address the concerns 
raised by the agency, learn from them, and prevent them from 
occurring again. We submitted our response to the Warning Letter 
on 28 December. At the time of writing this letter, we are still 
awaiting a response from the agency. 

In 2013, we will have special focus on:
•   the launch of Tresiba® in the EU, Japan (pending price 

negotiations) and other markets where it has been approved
•   approval of Tresiba® and Ryzodeg® in the US and other 

countries, where the regulatory review process is ongoing

•   regulatory filing for IDegLira in the EU mid-2013 and in the  
US during 2013 pending marketing authorisation of Tresiba®

•   completion of the phase 3 programme investigating the use 
of liraglutide for treatment of people with obesity and co-
morbidities

•   initiation of the phase 3 studies for semaglutide, a once-weekly 
GLP-1 analogue for the treatment of type 2 diabetes; FIAsp; and 
liraglutide for type 1 diabetes as adjunct to insulin. 

We will invest in both current products and our new-generation 
insulins. We will spend 14–15% of our sales on research and 
development of new, innovative products, which will address 
unmet medical needs and help secure Novo Nordisk’s long-term 
development. In 2013 alone, we expect that more than 28,000 
people will participate in Novo Nordisk-sponsored clinical trials. 
And, we will continue investing in advocacy and activities in 
support of people with diabetes and haemophilia.

All of these investments serve one purpose: To help patients live 
better lives. That is what drives us. We know there are millions 
of people with diabetes who could be living their lives in full if 
only they got the necessary medical treatment and care, and we 
are determined to contribute to closing that gap. We have set an 
ambition that by 2020 we will provide medical treatment to an 
estimated 40 million patients. 

Last but not least, we will continue investing in the development 
of our people, with a strong focus on doing business the Novo 
Nordisk Way – never compromising on quality and business ethics.

Personally, I look forward to having two new members joining 
my Executive Management team: Lars Fruergaard Jørgensen, 
responsible for IT, Quality & Corporate Development, and Jakob 
Riis, head of Marketing & Medical Affairs.

We have also promoted four corporate vice presidents in our US 
affiliate to senior vice presidents and members of the company’s 
global Senior Management Board. The promotions reflect the 
increasing size, complexity and strategic importance of our 
business and development pipeline in the US. I look forward to 
working with the new senior vice presidents and to the increased 
diversity and stronger US representation they bring to our Senior 
Management Board.

I would like to thank everyone in the Novo Nordisk organisation 
for their contributions to our results in 2012, the people who 
use our products for their confidence in us, our stakeholders and 
partners for their collaboration, and our shareholders for their 
continued support.

PS: Please tell us what you think about our Annual Report. Does 
it meet your information needs? Is it comprehensible? You can 
help improve our reporting by answering a few questions at 
novonordisk.com/annualreport/feedback.

Lars Rebien Sørensen
President and chief executive officer
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Performance highlights

DKK million 2008 2009 2010 2011 2012 2011–2012

Financial performance      Change
Sales
  Modern insulins (insulin analogues) 17,317 21,471 26,601 28,765 34,821 21%
  Human insulins  11,804 11,315 11,827 10,785 11,302 5%
  Victoza® – 87 2,317 5,991 9,495 58%
  Protein-related products 1,844 1,977 2,214 2,309 2,511 9%
  Oral antidiabetic products (OAD) 2,391 2,652 2,751 2,575 2,758 7%

  Diabetes care total 33,356 37,502 45,710 50,425 60,887 21%

  NovoSeven®  6,396 7,072 8,030 8,347 8,933 7%
  Norditropin® 3,865 4,401 4,803 5,047 5,698 13%
  Hormone replacement therapy 1,612 1,744 1,892 2,054 2,163 5%
  Other products 324 359 341 473 345 (27%)

  Biopharmaceuticals total 12,197 13,576 15,066 15,921 17,139 8%

Total sales by business segment 45,553 51,078 60,776 66,346 78,026 18%

  North America 15,154 18,279 23,609 26,586 34,220 29%
  Europe 17,219 17,540 18,664 19,168 19,707 3%
  International Operations 6,353 6,835 8,335 9,367 11,080 18%
  Japan & Korea 4,196 4,888 5,660 6,223 6,617 6%
  Region China 2,631 3,536 4,508 5,002 6,402 28%

Total sales by geographical segment 45,553 51,078 60,776 66,346 78,026 18%

Underlying sales growth in local currencies 12% 11% 13% 11% 12% 
Currency effect (local currency impact) (3%) 1% 6% (2%) 6% 

Total sales growth as reported 9% 12% 19% 9% 18% 

Depreciation, amortisation and impairment losses 2,442 2,551 2,467 2,737 2,693 (2%)
Operating profi t 12,373 14,933 18,891 22,374 29,474 32%
Net fi nancials 322 (945) (605) (449) (1,663) 270%
Profi t before income taxes 12,695 13,988 18,286 21,925 27,811 27%
Net profi t for the year 9,645 10,768 14,403 17,097 21,432 25%

Total assets 50,603 54,742 61,402 64,698 65,669 2%
Equity 32,979 35,734 36,965 37,448 40,632 9%

Capital expenditure, net 1,754 2,631 3,308 3,003 3,319 11%
Free cash fl ow1 11,015 12,332 17,013 18,112 18,645 3%

Financial ratios
Percentage of sales
  Sales outside Denmark  99.2% 99.2% 99.4% 99.3% 99.4% 
  Sales and distribution costs 28.2% 30.2% 29.9% 28.6% 27.6% 
  Research and development costs  17.2% 15.4% 15.8% 14.5% 14.0% 
  Administrative costs 5.8% 5.4% 5.0% 4.9% 4.2% 

Gross margin1 77.8% 79.6% 80.8% 81.0% 82.7% 
Net profi t margin1 21.2% 21.1% 23.7% 25.8% 27.5% 
Effective tax rate1 24.0% 23.0% 21.2% 22.0% 22.9% 
Equity ratio1 65.2% 65.3% 60.2% 57.9% 61.9% 
Return on equity (ROE)1 29.6% 31.3% 39.6% 46.0% 54.9% 
Cash to earnings1 114.2% 114.5% 118.1% 105.9% 87.0% 
Payout ratio1 37.8% 40.9% 39.6% 45.3% 45.3% 
Payout ratio excl non-recurring events2 36.6% 40.9% 42.8% 45.3% 45.3% 

Long-term fi nancial targets       Targets3

Operating profi t margin1 27.2% 29.2% 31.1% 33.7% 37.8% 40%
Operating profi t growth 38.4% 20.7% 26.5% 18.4% 31.7% 15%
Operating profi t after tax to net operating assets1 37.4% 47.3% 63.6% 77.9% 99.0% 125%
Cash to earnings, (three-year average) 97.6% 111.5% 115.6% 112.8% 103.7% 90%

4  ACCOMPLISHMENTS AND RESULTS 2012 
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 2008 2009 2010 2011 2012 2011–2012

Social performance      Change
Patients:
Least developed countries where Novo Nordisk sells 
insulin according to the differential pricing policy 32 36 33 36 35 (3%)
Healthcare professionals trained or educated 
in diabetes (1,000) N/A 425 373 835 1,274 53%
People with diabetes trained (1,000) N/A 416 494 626 836 34%
Donations (DKK million) 78 83 84 81 84 4%
New patent families (fi rst fi lings) 71 55 62 80 65 (19%)

Employees:
Employees (total) 27,068  29,329  30,483  32,632 34,731 6%
Employees (average FTEs) 26,069 27,985  29,423  31,499 33,061 5%
Employee turnover 12.1%  8.3% 9.1% 9.8% 9.1% 

Assurance:
Relevant employees trained in business ethics N/A N/A 98% 99% 99% 
Business ethics assurance activities 25 30 35 46 48 4%
Fulfi lment of action points from facilitations 
of the Novo Nordisk Way 92% 93% 93% 93% 94% 
Product recalls 2 2 5 5 6 20%
Warning Letters and re-inspections 0 0 0 0 1 –
Company reputation with external 
key stakeholders (scale 1–7) N/A N/A N/A 5.6 5.7 2%

Long-term social targets      Targets
Patients reached with diabetes care 
products (million) (estimate)4 N/A N/A N/A 21 23 40 million by 2020
Working the Novo Nordisk Way 
(employee assessment) (scale 1–5) N/A N/A N/A 4.3 4.3 4.0
Diverse senior management teams5 43%  50%  54%  62%  66% 100% by 2014

Environmental performance      Change
Resources:
Energy consumption (1,000 GJ) 2,533 2,246 2,234 2,187 2,433 11%
Water consumption (1,000 m3) 2,684 2,149 2,047 2,136 2,475 16%

Emissions and waste:
CO2 emissions from energy consumption (1,000 tons) 217 166 95 94 122 30%
Wastewater (1,000 m3) 2,542 2,062 1,935 2,036 2,272 12%
Waste (tons)  24,314  26,362  25,627 41,376  82,802 100%

Long-term environmental targets      Targets
Energy consumption      

(change compared with prior year) (9%)   (11%)   (1%)  (2%) 11% 3% annual growth6

Water consumption      

(change compared with prior year) (17%) (20%) (5%) 4% 16% 5% annual growth6

CO2 emissions from energy consumption       10% reduction
(change compared with 2004)7 (1%) (24%) (56%) (57%) (44%)  by 2014

Share performance      Change
Basic earnings per share/ADR in DKK1  15.66  17.97  24.81  30.24 39.09 29%
Diluted earnings per share/ADR in DKK1  15.54  17.82  24.60  29.99 38.85 30%
Dividend per share in DKK 6.00  7.50  10.00  14.00 18.00 29%
Total dividend (DKK million) 3,650  4,400 5,700 7,742 9,7158 25%

1. For defi nitions, please refer to p 93. 
2. Impact of Zymogenetics, Inc. share divestment, discontinuation of all pulmonary diabetes projects and impact of DAKO A/S share divestment. 
3. The long-term fi nancial targets were updated in February 2013. Please refer to p 10.
4. The accounting policy has been updated in line with WHO defi nition, and historical data have been restated accordingly. Please refer to p 97.
5. By the end of 2014 all senior management teams must comply with the target to be diverse in terms of both gender and nationality or explain why this is not achievable.
6. For target defi nition, please refer to p 14.
7. The accounting policy has been updated and historical data have been restated accordingly. The target remains unchanged. Please refer to p 102.
8. Proposed dividend for the year (not yet declared).
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Sales growth
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2012 performance 
and 2013 outlook
2012 was a positive year for Novo Nordisk with strong sales growth, robust performance against 
long-term financial and social targets and significant progress in the clinical development pipeline.

Financial 
performance
The results for the year are higher than 
expected in the outlook in the Annual 
Report 2011 and in line with the latest 
guidance provided in connection with the 
quarterly announcement in October 2012.1

Sales development
Sales increased by 18% measured in Danish  
kroner and by 12% in local currencies in  
2012 compared with 2011. North America 
was the main contributor with a 66% share 
of growth measured in local currencies, 
followed by International Operations and  
Region China, contributing 20% and 11%  
respectively. Sales growth was realised  
within both diabetes care and biopharma-
ceuticals, with the majority of growth 
originating from the modern insulins and  
Victoza®. Sales growth in 2012 was negatively  
impacted by around 1.5 percentage points 
due to healthcare and pricing reforms in 
several European markets, the US, China 
and International Operations.

In the following sections, unless otherwise 
noted, market data is based on moving 

annual total (MAT) from November 2012 
and November 2011 provided by the 
independent data provider IMS Health.

Diabetes care sales 
development
Sales of diabetes care products increased 
by 21% measured in Danish kroner to 
DKK 60,887 million and by 15% in local 
currencies. Novo Nordisk is the world leader 
in diabetes care and now holds a global 
value market share of 26% compared with 
24% at the same time the year before.

Modern insulins, human insulins 
and protein-related products
Sales of modern insulins, human insulins 
and protein-related products increased by 
16% in Danish kroner to DKK 48,634 million 
and by 10% measured in local currencies, 
with North America, International Operations 
and Region China achieving the highest 
growth rates. Novo Nordisk is the global 
leader with 49% of the total insulin market 
and 46% of the modern insulin market, both 
measured in volume.

Sales of modern insulins increased  
by 21% in Danish kroner to DKK 34,821 
million and by 15% in local currencies. 
North America accounted for more than  
half of the growth, followed by 
International Operations and Region 
China. Sales of modern insulins now 

constitute more than 75% of Novo 
Nordisk’s sales of insulin.

North America
Sales of modern insulins, human insulins and 
protein-related products in North America 
increased by 29% in Danish kroner and 
by 20% in local currencies. This reflects 
continued solid market penetration of 
the modern insulins, NovoLog®, Levemir® 
and NovoLog® Mix 70/30, and a modest 
growth in human insulin sales. 50% of Novo 
Nordisk’s modern insulin volume in the US 
is used in the prefilled device FlexPen®.

Europe
Sales of modern insulins, human insulins 
and protein-related products in Europe 
were unchanged in Danish kroner but 
decreased by 1% in local currencies. Sales 
in Europe reflect continued progress for 
NovoRapid® and Levemir®, countered 
by declining human insulin sales. Sales 
growth in Europe is negatively impacted 
by a continued low insulin volume growth, 
below 3%, and by the implementation 
of pricing reforms in several European 
markets. Device penetration in Europe 
remains high with 96% of Novo Nordisk’s 
insulin volume being used in devices, 
primarily NovoPen® and FlexPen®.

International Operations
Sales of modern insulins, human insulins 
and protein-related products in International 

1.  Please refer to the company announcement dated 
31 January 2013 for explanation of results compared 
to latest expectations.
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Operations increased by 19% in Danish 
kroner and by 16% in local currencies. 
The growth is driven by all three modern 
insulins and a solid contribution from 
human insulins. Currently, 58% of Novo 
Nordisk’s insulin volume in the major 
private markets is used in devices.

Japan & Korea
Sales of modern insulins, human insulins 
and protein-related products in Japan 
& Korea increased by 1% measured in 
Danish kroner but declined by 6% in local 
currencies. Sales development is impacted 
negatively by a continued volume decline 
in the Japanese insulin market and a 
challenging competitive environment. 
Device penetration in Japan remains 
high, with 98% of Novo Nordisk’s insulin 
volume being used in devices, primarily 
the FlexPen®.

Region China
Sales of modern insulins, human insulins 
and protein-related products in Region 
China increased by 27% in Danish kroner 
and by 15% in local currencies. The sales 
growth was driven by all three modern 
insulins, while sales of human insulins only 
grew modestly. Currently, 97% of Novo 
Nordisk’s insulin volume in China is used 
in devices, primarily the durable device 
NovoPen®.

Victoza® (GLP-1 therapy 
for type 2 diabetes)
Victoza® sales increased by 58% in Danish 
kroner to DKK 9,495 million and by 50% 
in local currencies, reflecting robust sales 
performance in all regions. The global roll-
out is continuing, with 60 countries having 
launched Victoza® by the end of December 
2012. Victoza® holds the global market 
share leadership with a 68% value market 
share in the GLP-1 segment compared with 
58% in 2011. The GLP-1 segment’s value 
share of the total diabetes care market has 
increased to 6.0% compared with 4.5% in 
2011.

North America
Sales of Victoza® in North America increased 
by 60% in Danish kroner and by 48% 
measured in local currencies. This reflects 
a continued expansion of the GLP-1 class, 
which represents 7.3% of the total US 
diabetes care market in value compared 
with 5.8% in 2011. Despite the launch of 
a competitive product, Victoza® continues 
to drive the US GLP-1 market expansion 
and is the GLP-1 market leader with a 62% 
value market share.

Europe
Sales in Europe increased by 50% in Danish 
kroner and by 48% measured in local 
currencies. Sales growth is primarily driven 
by France, the UK, Italy and Spain. In Europe,  
the GLP-1 class’s share of the total diabetes 
care market in value has increased to 6.7% 
compared with 5.0% in 2011. Victoza® is  
the GLP-1 market leader with a value market 
share of 76%.

International Operations
Sales in International Operations increased 
by 90% in Danish kroner and by 98% 
measured in local currencies. This reflects 
continued strong performance, driven by 
Brazil and a number of Middle Eastern 
countries, and a modest comparator in 
2011. The GLP-1 class is expanding in 
International Operations and represents 
3.0% of the total diabetes care market by 
value compared with 1.2% in 2011. The 
significant expansion of the GLP-1 class 
is primarily driven by a strong uptake in 
Brazil. Victoza® is the GLP-1 market leader 
across International Operations with a value 
market share of 80%.

Japan & Korea
Sales in Japan & Korea increased by 39% 
in Danish kroner and by 29% measured 
in local currencies. In Japan, the GLP-1 
market is growing and represents 2.3% 
of the total diabetes care market by value 
compared with 1.6% in 2011. Victoza® 
is the leader in the Japanese GLP-1 class 
with a value market share of 77%.

Region China
Victoza® was launched in China during the  
fourth quarter of 2011. Early market feed-
back is positive and hospital listings are  
developing satisfactorily. The GLP-1 class  
in China is not reimbursed and is relatively 
modest in size, but its share of the total  
diabetes care market by value has expanded  
to 0.5% compared with 0.2% in 2011. 
Victoza® holds a GLP-1 value market 
share of 44%.

NovoNorm®/Prandin®/PrandiMet® 
(oral antidiabetic products)
Sales of oral antidiabetic products increased  
by 7% in Danish kroner to DKK 2,758 million  
and remained unchanged in local currencies. 
The sales development reflects sales growth 
in all regions except Europe, where generic 
competition is negatively impacting overall 
sales in several markets.

Biopharmaceuticals 
sales development
Sales of biopharmaceutical products 
increased by 8% measured in Danish kroner 
to DKK 17,139 million and by 2% measured 
in local currencies, primarily driven by higher 
sales in the US and partly countered by lower 
sales in Europe.

NovoSeven® 
(bleeding disorders therapy)
Sales of NovoSeven® increased by 7% in 
Danish kroner to DKK 8,933 million and 
by 2% in local currencies. The market for 
NovoSeven® remains negatively impacted 
by stricter budgetary controls, an increased 
number of inhibitor patients participating  
in clinical trials and patients transferring 
to an alternative treatment regimen of 
immune tolerance therapy. The sales develop-
ment reflects a strong performance in Japan 
countered by lower sales in Europe.

CONTINuED
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Norditropin® 
(growth hormone therapy)
Sales of Norditropin® increased by 13% 
measured in Danish kroner to DKK 5,698 
million and by 8% measured in local 
currencies. The sales growth is primarily 
driven by North America and International 
Operations. Novo Nordisk is the leading 
company in the global growth hormone 
market, with a 24% market share measured 
by volume.

Other products
Sales of other products within biopharma-
ceuticals decreased by 1% in Danish kroner  
to DKK 2,508 million and by 6% measured 
in local currencies. This development reflects 
a negative impact from the decline in the  
total glucagon market for diagnostic pur poses 
in Japan as well as generic competition to 
Activella®, countered by continued sales 
growth for Vagifem® in the US.

Development in costs 
and operating profit
The cost of goods sold grew by 7% to DKK 
13,465 million, resulting in a gross margin of 
82.7% compared with 81.0% in 2011. This 
development primarily reflects an underlying 
improvement of 1.0 percentage point driven 
by favourable price development in North 
America and a positive net impact from 
product mix due to increased sales of modern 
insulins and Victoza®. The gross margin was 
positively impacted by around 0.7 percentage 
point from currencies as a result of the 
appreciation of primarily the US dollar versus 
the Danish krone compared with 2011.

Total non-production-related costs in-
creased by 12% to DKK 35,753 million and  
by 8% in local currencies. 

Sales and distribution costs increased 
by 13% to DKK 21,544 million and by 8%  
in local currencies. The cost increase is  
driven by the expansion of the US sales 
force and other costs to prepare for the  
global launch of Tresiba® (insulin degludec). 

Furthermore, costs increased due to sales 
and marketing investments in selected 
countries in International Operations as 
well as the Chinese sales force expansion  
in mid-2011. Growth in sales and distribution  
costs is being partly offset by a reversal 
of provisions for legal disputes that have 
been resolved during 2012.

Research and development costs increased 
by 13% to DKK 10,897 million and by 11% in 
local currencies. The cost increase is primarily 
driven by development costs related to the  
ongoing phase 3 trials for liraglutide in 
obesity and the phase 3a trials for IDegLira, 
a fixed-ratio combination of insulin degludec 
and liraglutide. Within biopharmaceuticals, 
costs are primarily related to the portfolio of 
development projects within haemophilia and 
the phase 2 trial for anti-IL-20, a recombinant 
human monoclonal antibody, in rheumatoid 
arthritis.

Administration costs increased by 2% 
to DKK 3,312 million and stayed flat in 
local currencies. The unchanged costs in 
local currencies reflect items of a non-
recurring nature in 2011 and 2012, and 
an underlying increase of approximately 
4%, primarily to support the expansion  
of the international sales organisation.

Licence fees and other operating income 
amounted to DKK 666 million compared 
with DKK 494 million in 2011. This devel-
op ment reflects a higher level of recurring 
royalty income.

Operating profit in 2012 increased by  
32% to DKK 29,474 million. In local cur-
rencies, the growth was 20%.

Net financials and tax
Net financials showed a net expense of 
DKK 1,663 million compared with a net 
expense of DKK 449 million in 2011. As 
of 31 December 2012, foreign exchange 
hedging gains of around DKK 850 million 
have been deferred for recognition in the 
Income statement in 2013.

In line with Novo Nordisk’s treasury 
policy, the most significant foreign 
exchange risks for the Group have 

been hedged primarily through forward 
currency contracts. Reflecting the port-
folio of foreign currency exchange hedging 
contracts, the foreign exchange result for  
2012 was an expense of DKK 1,529 million 
compared with an expense of DKK 322 
million in 2011. This devel opment reflects 
losses on foreign exchange hedging, 
involving especially the US dollar due to 
its appreciation versus the Danish krone 
compared with the prevailing ex change 
rate level in 2011.

The effective tax rate for 2012 was 22.9%,  
amounting to DKK 6,379 million. Danish 
income tax amounted to DKK 3,527 million, 
and accounted for an estimated 11% of total 
Danish corporate tax contributions.

Capital expenditure 
and free cash flow
Net capital expenditure for property, 
plant and equipment for 2012 was DKK 
3.3 billion compared with DKK 3.0 billion 
in 2011. The main investment projects 
in 2012 were primarily related to filling 
capacity in Denmark, Russia and France 
as well as device production facilities in 
the US, China and Denmark. 

Free cash flow for 2012 was DKK 18.6 
billion compared with DKK 18.1 billion in 
2011. The limited increase compared with 
2011 reflects non-recurring tax payments 
in 2012 related to income tax disputes 
from prior years.

Equity
Total equity was DKK 40,632 million  
at the end of 2012, equivalent to 61.9% 
of total assets, compared with 57.9% at 
the end of 2011. The increase in equity  
of DKK 3,184 million was primarily driven 
by the generated net profit of DKK 
21,432 million, partly offset by dividend 
payments of DKK 7,742 million and share  
repurchases in 2012 of DKK 11,896 million. 
Please refer to Statement of changes in 
equity at 31 December on p 59.
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■ Capital expenditure, net (left)
 Capital expenditure, net to sales (right)
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■ Free cash flow (left)
 Free cash flow to earnings (right)
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The current expectations for 2013 are summarised in the table below: 

Novo Nordisk expects sales growth in 2013 of 8–11% measured 
in local currencies. This reflects expectations for continued robust 
penetration for the portfolio of modern insulins, a continued 
steady Victoza® performance and a positive sales contribution 
from Tresiba®, primarily in the US, the EU and Japan. These sales 
drivers are partly expected to be countered by an impact from 
the challenging pricing environments in major markets, generic 
competition to oral antidiabetic products, intensifying competition 
within diabetes care as well as biopharmaceuticals and the 
macroeconomic conditions in a number of markets in International 
Operations. Given the current level of exchange rates versus the 
Danish krone, the reported sales growth is now expected to be 
around 4.5 percentage points lower than growth measured in 
local currencies.

For 2013, operating profit growth is expected to be around 10% 
measured in local currencies. This reflects significant costs related 
to the expected global launch of Tresiba®, the expanded US sales 
force, as well as sales and marketing investments in China and in 
a selected number of countries in International Operations. Given 
the current level of exchange rates versus the Danish krone, the 
reported operating profit growth is now expected to be around  
7 percentage points lower than growth measured in local currencies.

For 2013, Novo Nordisk expects a net financial income of around 
DKK 1,400 million. The current expectation primarily reflects 
gains associated with currency hedging contracts following the 
depreciation of the US dollar and the Japanese yen versus the 

Danish krone compared with the average prevailing exchange rates 
in 2012. The expectations for gains related to currency hedging 
contracts are more than offset by the expected significant negative 
net impact on reported operating profit from the depreciation of 
invoicing currencies versus the Danish krone, primarily reflecting 
depreciation of non-hedged emerging market currencies.

The effective tax rate for 2013 is expected to be around 23%. 
Capital expenditure is expected to be around DKK 3.5 billion in 

2013, primarily related to investments in filling capacity and prefilled 
device production facilities, and new office buildings in Denmark. 
Depreciation, amortisation and impairment losses are expected to 
be around DKK 3.0 billion. Free cash flow is expected to be around 
DKK 22 billion.

All of the above expectations are based on the assumption that 
the global economic environment will not significantly change 
business conditions for Novo Nordisk during 2013, and that currency 
exchange rates, especially for the US dollar, will remain at the current 
level versus the Danish krone. 

Novo Nordisk has hedged expected net cash flows in a number 
of invoicing currencies and, all other things being equal, movements 
in key invoicing currencies will impact Novo Nordisk’s operating 
profit as outlined in the table below:

The financial impact from foreign exchange hedging is included in 
‘Net financials’.

Outlook 2013

Key Annual impact on Novo Nordisk’s Hedging 
invoicing operating profit of a 5%  period 
currencies movement in currency (months)

USD DKK 975 million 12
JPY DKK 200 million 13
CNY DKK 110 million1 12
GBP DKK 85 million 12
CAD DKK 55 million 8

1. USD used as proxy when hedging Novo Nordisk’s CNY currency exposure.

Expectations are 
as reported, if not Expectations 
otherwise stated 31 January 2013

Sales growth 
• in local currencies 8–11% 
• as reported Around 4.5 percentage points lower

Operating profit growth 
• in local currencies Around 10% 
• as reported Around 7 percentage points lower

Net financials Income of around DKK 1,400 million

Effective tax rate Around 23%

Capital expenditure Around DKK 3.5 billion

Depreciation, amortisation  
and impairment losses Around DKK 3.0 billion

Free cash flow Around DKK 22 billion
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Long-term financial targets
2012 performance against long-term financial targets

The target level for operating profit growth 
remains at 15% on average. The target 
still allows for deviations in individual years 
if necessitated by business opportunities, 
market conditions or exchange rate move-
ments.

The target level for operating margin 
is increased from 35% to 40%. This is 
expected to be enabled by continued 
robust sales growth coupled with gross 
margin expansion from both product mix 
and pricing, as well as further productivity 
improvements in the manufacturing areas. 
For non-production-related activities, the 
operating margin expansion is expected to 
be supported by a modest development in 
administrative costs and scale advantages 
within sales and marketing, whereas 
continued investment is envisioned for 
research and development activities, which 
are expected to grow in line with sales. 

The target level for operating profit after 
tax to net operating assets is increased 
from 90% to 125%. The raised target 
reflects the expectation of a continued 
robust operating profit growth combined 
with a stable effective tax rate and 
relatively limited increase in net operating 
assets.

The target level for the cash-to-
earnings ratio is maintained at 90%, 
as expected continued growth in 
International Operations and Region 
China will gradually impact working 
capital requirements. As previously, this 
target will be pursued looking at the 
average over a three-year period.

Result 
2012
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target

15%

35%

90%

90%

Updated 
target

15%

40%

125%

90%

Long-term financial target update

0

10

20

30

40

50

%

2008 2009 2010 2011 2012

Growth in operating profit

 Target
 Realised

Operating margin

 Target
 Realised

20

25

30

35

40

%

2008 2009 2010 2011 2012

0

20

40

60

80

100

%

2008 2009 2010 2011 2012

Operating profit after tax
to net operating assets

 Target
 Realised

0

30

60

90

120

150

%

2008 2009 2010 2011 2012

Cash to earnings
Three-year average

 Target
 Realised

Forward-looking statements 
Novo Nordisk’s reports filed with or furnished to the US Securities and Exchange Commission (SEC), 
including this document as well as the company’s Form 20-F, both expected to be filed with the SEC in 
February 2013, and written information released, or oral statements made, to the public in the future 
by or on behalf of Novo Nordisk, may contain forward-looking statements. Words such as ‘believe’, 
‘expect’, ‘may’, ‘will’, ‘plan’, ‘strategy’, ‘prospect’, ‘foresee’, ‘estimate’, ‘project’, ‘anticipate’, ‘can’, 
‘intend’, ‘target’ and other words and terms of similar meaning in connection with any discussion 
of future operating or financial performance identify forward-looking statements. Examples of such 
forward-looking statements include, but are not limited to:
•   statements of targets, plans, objectives or goals for future operations, including those related 

to Novo Nordisk’s products, product research, product development, product introductions and 
product approvals as well as cooperation in relation thereto 

•   statements containing projections of or targets for revenues, costs, income (or loss), earnings per 
share, capital expenditures, dividends, capital structure, net financials and other financial measures

•   statements regarding future economic performance, future actions and outcome of contingencies 
such as legal proceedings

•   statements regarding the assumptions underlying or relating to such statements.

In this document, examples of forward-looking statements can be found under the heading ‘2012 
performance and 2013 outlook’ and elsewhere. 

These statements are based on current plans, estimates and projections. By their very nature, 
forward-looking statements involve inherent risks and uncertainties, both general and specific. Novo 
Nordisk cautions that a number of important factors, including those described in this document, could 
cause actual results to differ materially from those contemplated in any forward-looking statements.

Factors that may affect future results include, but are not limited to, global as well as local political 
and economic conditions, including interest rate and currency exchange rate fluctuations, delay or 
failure of projects related to research and/or development, unplanned loss of patents, interruptions of 
supplies and production, product recall, unexpected contract breaches or terminations, government-
mandated or market-driven price decreases for Novo Nordisk’s products, introduction of competing 
products, reliance on information technology, Novo Nordisk’s ability to successfully market current 
and new products, exposure to product liability and legal proceedings and investigations, changes 
in governmental laws and related interpretation thereof, including on reimbursement, intellectual 
property protection and regulatory controls on testing, approval, manufacturing and marketing, 
perceived or actual failure to adhere to ethical marketing practices, investments in and divestitures 
of domestic and foreign companies, unexpected growth in costs and expenses, failure to recruit and 
retain the right employees, and failure to maintain a culture of compliance.

Please also refer to the overview of risk factors in the ‘Risk overview’ on p 43.
Unless required by law, Novo Nordisk is under no duty and undertakes no obligation to update or 

revise any forward-looking statement after the distribution of this document, whether as a result of 
new information, future events or otherwise. 

Novo Nordisk introduced four long-term financial targets in 
1996 to balance short- and long-term considerations thereby 
ensuring a focus on shareholder value creation. The targets 
were subsequently revised and updated on several occasions. 
Novo Nordisk has now reached the performance level stipulated 
in the four long-term financial targets. The target levels have 
consequently been reviewed and two targets have been updated.

The targets have been revised based on an assumption of a 
continuation of the current business environment. Significant 
changes to the business environment, including the structure 
of the US healthcare system, regulatory requirements, pricing 
environment, competitive environment, healthcare reforms and 
exchange rates, may significantly impact the time horizon for 
achieving the long-term targets or require them to be revised.

Long-term financial 
target update

Operating profit growth

Operating margin

Operating profit after tax to net operating assets

Cash to earnings

Cash to earnings (three-year average) 
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Diabetes care
In 2012, Novo Nordisk made several 
advances in its marketed product 
portfolio. Following its approval for use 
in children aged 2–5 in the US, Levemir® 
became the modern long-acting basal 
insulin offering treatment to the widest 
range of patients in both the US and 
the EU. Furthermore, a new durable 
insulin pen for adults, NovoPen® 5, was 
launched in Europe, and NovoMet®, a 
fixed combination of metformin and 
repaglinide, was launched in China 
(marketed as PrandiMet® in the US).

The product label for Victoza® was 
ex panded in both the EU and the US 
based on studies comparing Victoza® 
with exenatide and sitagliptin showing 
the superiority of Victoza® in blood sugar 
control and weight reduction. As part of a 
post-approval commitment given in the US 
and the EU with the objective of assessing 
the cardiovascular benefit–risk profile of 
Victoza®, completion of enrolment of more 
than 9,000 patients globally was achieved. 
Also, positive results from a phase 1 trial  
exploring the efficacy and safety of 
liraglutide, the active ingredient in Victoza®, 
as adjunct therapy to insulin in people with 
type 1 diabetes, enabled the decision to be 
taken to progress this project into a phase 
3 programme, ADJUNCT™, commencing in 
the second half of 2013, with the intention 
of further expanding the Victoza® label.

Novo Nordisk also made significant 
progress in the clinical development 
pipeline in 2012. Within insulin, Novo 
Nordisk is pioneering innovation in all 
three segments: basal, combination 
and mealtime treatment. One major 
accomplishment was the approval of the 
two new-generation insulins Tresiba® 
(insulin degludec) and Ryzodeg® (insulin 
degludec/insulin aspart) in Japan and 
Mexico as well as in the EU in January 
2013, alongside the FDA Advisory 
Committee’s positive votes on the two 
products in the US. Further, phase 3b 
trials confirmed the efficacy and safety 
profile of the two compounds that had 
been demonstrated in the comprehensive 
BEGIN™ and BOOST™ studies. Finally, 
based on the successful completion of 
the phase 1 trial of the new faster-acting 
formulation of insulin aspart (NovoRapid®), 
FIAsp will initiate its phase 3 programme, 
onset®, in the second half of 2013.

Novo Nordisk is also at the forefront of 
the development of a new product class, 
the fixed combination of insulin and GLP-1, 

with IDegLira, a fixed-ratio combination 
of Tresiba® and Victoza®, for treatment 
of patients with type 2 diabetes. The 
completed phase 3 clinical trial programme, 
DUAL™, reconfirmed the competitive 
profiles of each of the components and 
documented that patients can benefit from 
the advantages of both compounds when 
combined into one product. Novo Nordisk 
is planning regulatory filing for IDegLira 
in the EU mid-2013 and in the US during 
2013 pending marketing authorisation of 
Tresiba®.

Within GLP-1, semaglutide was selected 
as the company’s once-weekly candidate 
and was approved to enter the global 
phase 3 development programme, 
SUSTAIN™, starting in the first half of 2013, 
while liraglutide Depot was discontinued.

For both insulin and GLP-1, Novo Nordisk 
continued to explore oral formulations of 
these proteins in phase 1 studies. These 
products are primarily intended for the 
treatment of type 2 diabetes.

Biopharmaceuticals 
Haemophilia
Novo Nordisk made important headway 
in the continued development of 
solutions for people with haemophilia 
and other rare bleeding disorders. For 
the marketed product for haemophilia 
with inhibitors, NovoSeven®, marketing 
authorisations for a new administration 
system for intravenous infusion were 
obtained in both the EU and the US. The 
device reduces the number of steps that 
patients have to go through before they 
can commence dosing. Novo Nordisk also 
launched a new product, NovoThirteen® 
in the EU, Tretten® in Canada, for the 
treatment of a rare congenital deficiency 
affecting approximately 900 people 
worldwide, and the regulatory file was  
re-submitted to the FDA in the US.

For the broader haemophilia indications, 
Novo Nordisk submitted regulatory 
applications for turoctocog alfa in the 
EU and the US, among others, for the 
prevention and treatment of bleeding in 
people with haemophilia A. For the same 
population, the company also initiated the 
phase 3 programme for its recombinant 
long-acting coagulation factor VIII 
project and completed recruitment for 
its recombinant long-acting coagulation 
factor IX offering, targeting the treatment 
of bleeds in people with haemophilia 
B, in phase 3. Novo Nordisk decided to 

discontinue the phase 3 development of 
vatreptacog alfa, a fast-acting recombinant 
factor VIIa analogue for haemophilia 
patients with inhibitors, due to an 
unfavourable benefit–risk profile. Finally, 
the phase 1 investigation of mAb2021 for 
all three haemophilia segments continued.

Inflammation
Novo Nordisk aspires to improve the lives 
of people with autoimmune and chronic 
inflammatory diseases by developing 
compounds with new modes of action for 
rheumatoid arthritis, lupus, inflammatory 
bowel disease and psoriatic arthritis. In 
2012, for the first time ever, the company 
advanced an inflammation project, anti-
IL-20 for rheumatoid arthritis, into phase 2b 
clinical development.

Further, phase 2a trials with anti-IL-21  
for rheumatoid arthritis were initiated as 
was a phase 1 trial for lupus erythematosus. 
Novo Nordisk also started a phase 2a trial 
to investigate rFXIII (the active ingredient  
in NovoThirteen®) in ulcerative colitis, 
began a phase 1 trial with anti-C5aR-215  
in rheumatoid arthritis and discontinued 
anti-NKG2D in rheumatoid arthritis and 
Crohn’s disease due to insufficient efficacy.

Clinical trials
The number of people in Novo Nordisk’s 
clinical trials reflects the high level of 
activity in the pipeline. In 2012, a total 
of 23,018 people participated in Novo 
Nordisk-sponsored clinical trials.

Research and 
development progress

■ Active participants in clinical
 research during the year
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Social 
performance
Social performance has three dimensions: 
improving access to medical treatment 
and quality of care for patients, offering 
a healthy and engaging working 
environment, and providing assurance 
that responsible business practices are  
in place, with the aim of contributing  
to the communities in which the company 
operates.

Patients
Access to care
Novo Nordisk estimates, based on the 
WHO standard data for daily insulin 
doses, that it provides medical treatments 
for approximately 23 million people with 
diabetes worldwide.

Of the 371 million people with diabetes, 
it is known that a large proportion is 
undiagnosed. About 80% of all people 
with diabetes live in low- and middle-
income countries where provision of 
adequate healthcare is often absent or 
insufficient. Novo Nordisk’s updated 
global access to diabetes care strategy 
aims at closing the gap between health 
needs and health care and the company 
has established a goal of reaching an 
estimated 40 million patients with medical 
treatment by 2020, Changing Diabetes® 
40by20 (see pp 13 and 39).

Through the dedicated programme 
Changing Diabetes® in Children, 9,710 
children with type 1 diabetes in nine of 
the world’s poorest countries are now 
receiving free insulin and care. In addition, 
about 2,000 healthcare professionals were 
trained and more than 70 clinics were 
established during 2012. The programme, 
which was launched in 2008, has a goal to 
reach 10,000 children by 2014.

1.  Includes headquarter functions and Research and 
Development in Denmark.
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Capacity-building
Improved diagnosis and treatment of chronic 
conditions such as diabetes and haemophilia 
relies on healthcare professionals’ knowledge 
and disease understanding, as well as on the 
availability of treatment and access to care. 
Novo Nordisk therefore invests in building 
healthcare capacity such as diabetes clinics, 
and training and education of professional 
medical staff. During 2012, a total of 
1,274,000 healthcare professionals attended 
face-to-face or online training programmes 
offered or sponsored by Novo Nordisk and 
836,000 people with diabetes were trained 
in how to manage their condition.

Efforts to expand access to diabetes care 
include financial support through the World 
Diabetes Foundation, an independent non-
profit organisation established by Novo 
Nordisk in 2002. In 2012, the company 
donated DKK 64 million to the foundation, 
which invests in sustainable initiatives to 
build healthcare capacity that improve 
prevention and treatment of diabetes in 
developing countries. See note 5.4 on p 89 
and worlddiabetesfoundation.org. 

Novo Nordisk also seeks to improve global 
access to haemophilia care through financial 
support to the Novo Nordisk Haemophilia 
Foundation, established in 2005. In 2012, 
donations amounted to DKK 20 million for 
projects and fellowships in 48 developing 
and emerging economies. Initiatives focus 
on capacity-building, awareness, diagnosis 
and registries. See nnhf.org.

Pricing
Access to medicines is a key element of 
effective disease management and therefore 
a cornerstone in Novo Nordisk’s global 
strategy for improved access to diabetes 
care. In 2012 the company’s long-standing 
differential pricing policy, offering human 
insulin to the world’s 49 poorest countries 
at prices not to exceed 20% of the average 
prices in the Western world, was accepted 
through government tenders or private 
market distributors in 35 of these countries. 

This means that patients are getting insulin 
treatment at a maximum price of USD 0.2 
per day. In other low- and middle-income 
countries, Novo Nordisk sells insulin at very 
low tender prices through government health 
programmes involving large volumes. As 
a result, an estimated 4.9 million patients 
have been treated with insulin for less than 
USD 0.2 a day in 2012. Such initiatives, 
however, will not suffice. To achieve the 
40by20 target, more impact will need to 
be achieved by increasing the availability 
of all of Novo Nordisk’s products, coupled 
with awareness-raising and early detection, 
training of healthcare professionals and 
support to patients, in partnership with local 
stakeholders.

Animal testing
The number of animals purchased for research 
went up to 73,601, which is an increase of 

11%, due to higher activity within early-stage 
discovery and development. This is partly 
countered by the elimination of the use of live 
animals for biological production control. The 
company works to continuously reduce, refine 
and replace the use of animals for testing.

Employees
In 2012, the average number of full-time 
employees was 33,061, an increase of 5% 
compared with 2011. At the end of 2012, 
Novo Nordisk employed a total of 34,731 
people, corresponding to 34,286 full-time 
positions. The growth in the number of 
employees is driven by the expansion of 
the sales and marketing organisation in the 
regions North America and International 
Operations as well as of the global Research 
and Development organisation. Employee 
turnover decreased from 9.8% in 2011 to 
9.1%.

Working the Novo Nordisk Way
The annual employee survey, eVoice, 
measures the extent to which the 
organisation is working in accordance 
with the Novo Nordisk Way (see p 19). 
In 2012, as in 2011, the consolidated 
score was 4.3, measured on a scale of 
1 to 5, with 5 being the best score. The 
high score indicates a strong culture and 
commitment to the company’s values. 

Diversity
Novo Nordisk seeks to attract and develop 
the best talent from all over the world 
and offers equal opportunities for career 
development and an inclusive, non-
discriminating working environment. As the 
business globalises, it is imperative to nurture 
diversity at all levels. The company has chosen 
a strategic focus on gender and nationality 
and has set an ambition that by the end of 
2014 all senior management teams must 
comply with the target to have members  
of both genders and different nationalities or 
explain why this is not achievable. At the end 
of 2012, 66% of the 29 senior management 
teams met the diversity criteria, compared 
with 62% at the end of 2011.

Health and safety
Novo Nordisk will continuously improve 
the working environment and has three 
strategic focus areas: safety, ergonomics 
and well-being. In 2012, the average 
frequency rate of occupational injuries was 
3.2 per million working hours, compared 
with 3.4 in 2011. Working from a zero-
injury mindset, the long-term goal is to 
continually improve performance.

Assurance
Business ethics
Each employee must understand their 
responsibilities in line with the company’s 

http://www.worlddiabetesfoundation.org
http://www.nnhf.org
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values-based management system and 
policies for specific areas such as business 
ethics. Adherence to the company’s global 
standards for ethical behaviour must be 
observed and monitored. 

With more than 5,000 new employees 
being onboarded each year, training is a 
high priority. Training programmes address 
compliance requirements as well as emerging 
trends, such as changes in the regulatory 
environment. Annual business ethics training 
is required for all employees. In 2012, 99% of 
these completed the required training, in line 
with previous years’ performance. 

Internal business ethics assurance activities 
are conducted using a risk-based approach, 
with on-site interviews and documentation 
reviews to assess compliance with Novo 
Nordisk’s business ethics procedures. During 
2012, 48 business ethics assurance activities 
were conducted, compared with 46 in 2011. 

Any instances of suspected misconduct 
must be reported, whether related to 
specific areas such as business ethics or 
fraud or to other aspects of the Novo 
Nordisk Way. Employees can report to a 
manager or company legal counsel, or 
they can report anonymously through a 
compliance hotline monitored by the Audit 
Committee. The hotline is also open for 
calls from people outside of Novo Nordisk. 

During 2012, 88 cases were reported 
through the compliance hotline, compared 
with 66 cases in 2011. Cases reported 
concerned potential instances of business 
ethics issues, fraud, violations of the Novo 
Nordisk Way, quality concerns and other 
issues. Disciplinary action was taken in all 

substantiated cases, none of which had any 
material impact for Novo Nordisk.

Values
Adherence to the Novo Nordisk Way, the 
company’s values-based management 
system, is thoroughly reviewed through so-
called facilitations, a systematic form of values 
audits conducted at organisational unit level. 
In 2012, the global facilitator team, consisting 
of senior people with deep understanding of 
the business and the business environment, 
conducted 61 facilitations, covering a total 
of almost 16,000 employees. Through close 
to 3,000 interviews with employees, local 
management and stakeholders the facilitators 
seek to determine the level of adherence to 
corporate values and behaviours. Best practice 
for how the Novo Nordisk Way translates 
into action is shared internally, while findings 
of non-compliance – categorised as critical, 
major and minor – are reported to local 
management, which subsequently must 
implement corrective actions. In 2012, there 
were 166 findings overall.

Supplier audits
Novo Nordisk conducts audits of its suppliers 
to assess their level of compliance with the 
company’s standards for suppliers. These 
relate to quality as well as environment, 
labour, human rights and business ethics, 
in line with Novo Nordisk’s responsible 
sourcing policy. In 2012, a total of 219 audits 
were conducted, compared with 177 in 
2011. These audits, carried out by Novo 

Nordisk’s global quality organisation, found 
no critical non-conformities.

Quality
Quality and patient safety must never be 
compromised. Despite increasing volumes  
of production output, quality levels, measured  
as inspection findings, have been maintained.  
In 2012, 130 inspections of Novo Nordisk 
production facilities were concluded.

Novo Nordisk has received a Warning 
Letter dated 12 December 2012 from the 
US Food and Drug Administration (FDA) 
following a current Good Manufacturing 
Practice (cGMP) inspection of an aseptic filling 
facility in Bagsværd, Denmark. The facility 
inspection took place on 12–20 March 2012, 
and Novo Nordisk submitted its response to  
the inspection findings by the FDA in April 2012.

In the Warning Letter, the FDA cites two 
specific violations. Novo Nordisk takes 
the observed violations very seriously and 
is committed to taking the appropriate 
steps to address the concerns raised by 
the agency. The company submitted its 
response to the Warning Letter on 28 
December. Novo Nordisk does not expect 
the Warning Letter to have an impact on 
products currently marketed in the US. 

In 2012, Novo Nordisk had six instances 
of products recalled from the market, 
compared with five in 2011. None of the 
products recalled caused any harm to 
patients. Local health authorities were 
informed to ensure that appropriate 
information was provided to pharmacies, 
medical staff and patients.

Patients reached with diabetes
care products (estimate)
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Long-term social targets
2012 performance against long-term social targets

Novo Nordisk has chosen three long-term social targets to support 
long-term financial performance, balancing responsibility with 
profitability, with the aim of creating sustainable value for shareholders 
and other stakeholders. The social targets reflect aspirations expressed 
in the Novo Nordisk Way: helping patients live better lives, working the 

Novo Nordisk Way and nurturing a diverse working environment. In 
2012 a new target was set to accelerate the reach to patients – from the 
2011 baseline of 21 million to 40 million people by 2020. Performance 
against the target for working the Novo Nordisk Way was exceeded. 
Performance against the long-term target for diversity is on track.

1. New long-term target. Data not available prior to 2011.
2. All senior management teams must comply with the target to be diverse in terms of gender and nationality or explain why this is not achievable.
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Long-term environmental targets
2012 performance against long-term environmental targets

Novo Nordisk has chosen three long-term environmental targets to 
support long-term financial performance, balancing responsibility 
with profitability, with the aim of creating sustainable value for 
shareholders and other stakeholders. The environmental targets are 
ambitious and reflect the aspiration to produce more with less and 
continuously reduce impacts on the environment: to curb average 

annual increases in energy to 3% and average annual increases in 
water consumption to 5%, and to achieve an absolute reduction in 
CO2 emissions of 10% by 2014, compared with the 2004 baseline. 
The CO2 emissions target is expected to be achieved. Performance 
against the targets for energy and water consumption is as 
projected.

1. From 2007 to 2011 the target was set as an accumulated reduction over four years from a 2007 baseline.

As production and sales continue to grow, 
it becomes increasingly challenging to 
meet the company’s long-term aspiration 
to keep minimising the total environmental 
impact. The environmental policy covers 
the entire value chain from molecule 
to patient. In addition to ensuring 
compliance and sound management 
practices in accordance with ISO 14001, 
efforts include process optimisations in 
production and innovation projects in 
partnership with suppliers, healthcare 
providers and local communities.

Resources
Energy consumed for production at the 
company’s 13 production sites in 2012 
amounted to 2,433,000 GJ, while water 
consumption increased to 2,475,000 m3. 
This is directly linked to the increased 
production volume output. While all 
electricity supplies in Denmark are based 
on renewable energy, supplies of heating 
and steam for the company’s largest 
production site in Kalundborg, Denmark, 

still rely on fossil fuels. Production increases 
at the Kalundborg site are therefore 
reflected as a negative trend in the total 
environmental performance, despite 
ongoing process optimisation, which has 
improved environmental impact. Around 
half of Novo Nordisk’s direct environmental 
footprint derives from the production site 
in Kalundborg. A partnership initiative 
to secure supplies of district heating 
and steam based on biological waste – 
modelled on the long-standing successful 
Symbiosis project – will, if successful, 
result in a reduced carbon footprint from 
consumption of district heating and steam.

Emissions and waste
CO2 emissions related to production 
increased by 30% in 2012 compared 
with 2011. Most of the increase is 
due to the phase-in of a new filling 
plant in Tianjin, China. The remaining 
increase is a consequence of the larger 
production volume in Kalundborg. Since 
2007, significant reductions have been 

achieved as a result of energy savings 
at all production sites and, in particular, 
the conversion to renewable energy for 
electricity supplies in Denmark. Initiatives to 
optimise resource utilisation, particularly in 
Kalundborg, partly counter the increasing 
need arising from production growth. 
Options for increasing the use of renewable 
energy in China, Denmark and the US are 
being explored.

Reducing waste is a key element of the 
company’s environmental strategy.  
In 2012 the total volume of waste doubled 
to 82,802 tons from 41,376 tons in 2011, 
as a result of increased production volumes 
and a reclassification, effective since 
the end of 2011, of organic production 
waste (biomass). The majority of the 
waste, 58,193 tons, is biomass from the 
fermentation process in Kalundborg. The 
biomass was previously used for animal 
feed but is now recovered for biogas 
production. As a result, the recycling rate 
is high – 84% in 2012 – and only 5% and 
1% respectively are disposed of as special 
waste and landfill.
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Today’s Novo Nordisk is the result of many 
decisions taken during more than 90 years. 
The most important, without which there 
would be no company, was made in 1922. 
During a visit to the United States, August 
Krogh, a Danish Nobel laureate, and his 
wife, Marie, a medical doctor who had 
diabetes, learned about the discovery of 
insulin in Canada. Marie urged August to 
meet Professor Macleod in Toronto who 
led the team of researchers behind the 
discovery. After the meeting, August and 
Marie returned to Copenhagen bringing 
with them a permission and a desire to 
start insulin production in Scandinavia. In 
March 1923, the first patient was treated 
with insulin produced in Denmark. 

This was the beginning of what is now 
Novo Nordisk. Since then, many other 
important decisions and choices have 
been made. The direction and strategy for 
the company’s further development are 

laid out in a strategic framework, which 
forms the basis for the decisions and 
choices Management is making today. The 
framework forms a profile of Novo Nordisk 
with three distinct features: 

First, Novo Nordisk has a sharp focus on  
a few diseases and conditions where it can 
make a significant difference. As a result, 
the company has built strong positions 
within diabetes care, haemophilia and 
growth disorders, while creating a platform 
for entering into treatments for obesity and 
autoimmune inflammatory diseases.

Second, the company has five distinctive 
core capabilities:
•  Engineering, formulating, developing 

and delivering therapeutic proteins 
(protein-based treatments)

•  Deep disease understanding
•  Efficient large-scale production of proteins

•  Planning and executing global launches 
of new products

•  Building and maintaining a leading 
position in emerging markets

Third, Novo Nordisk has a values-based 
management system formalised in the 
Novo Nordisk Way (see p 19). A key 
element of the Novo Nordisk Way is the 
Triple Bottom Line business principle, which 
was written into the company’s Articles of 
Association at the Annual General Meeting 
in 2004. It states that Novo Nordisk ‘strives 
to conduct its activities in a financially, 
environmentally and socially responsible 
way’.

This is the company that 23 million 
patients rely on for their daily medication, 
where more than 34,000 employees work, 
and in which more than 130,000 investors 
have bought shares.

CONTINuED

 Strategy 
is all about choice
Novo Nordisk is the world’s leading diabetes care company. While choices made in the past 
decade have played an important role in achieving this position, there is more to the story.

NOVO NORDISK ANNUAL REPORT 2012
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Responding to a challenging 
business environment
In a world characterised by slowing 
economic growth and austerity measures, 
the research-based pharmaceutical 
companies’ business model is being 
challenged. Governments and private 
payers are struggling to meet the demands 
of ageing populations and are reluctant 
to pay a premium for new, innovative 
therapies. Furthermore, many companies 
are seeing major products going off patent 
and are unable to bring out innovative 
products that can make up for this lost 
revenue.

Pharmaceutical companies have 
responded to these challenges in various 
ways. Research and development budgets 
have been cut. Thousands of employees 
have been laid off. Some companies have 
added generic and ‘over-the-counter’ 
medicines to their offering, while others 
have created a broader service offering 
around their core products. And all have 
realised that new products will only have 
a chance in the market if they address 
unmet medical needs and are accompanied 
by convincing data about their health 
economic benefits.

Strategy update
Novo Nordisk’s strategy is updated 
and reviewed annually by the Board of 
Directors to ensure that the company 
identifies and responds to new business 
challenges and opportunities in a timely 
way. This is what led Novo Nordisk 
to direct its resources to therapeutic 
proteins and five strategic focus areas. 
While other options for broadening the 
company’s business and research focus 
are being considered regularly as part of 
the annual strategy process, all indicators 

show that the way in which Novo Nordisk 
can create most value for patients, 
shareholders and society at large is to 
remain focused on developing new, 
innovative therapeutic proteins within its 
current focus areas.

The five strategic 
focus areas 
Expand leadership 
in diabetes care
In 2012, more than 371 million people 
worldwide were living with diabetes and 
it is predicted that by 2030 more than 
550 million people worldwide will have 
diabetes1 (all footnotes can be found on 
p 112). Read more about the diabetes 
pandemic on pp 20–21.

The global market for diabetes care 
products amounts to approximately DKK 
228 billion, of which Novo Nordisk products 
account for about 26%. The market has been 
growing by around 10% annually in recent 
years. Of this global market, insulin accounts 
for 49%, oral diabetes products for 45% and 
GLP-1 products for 6%.

Novo Nordisk’s largest and fastest-
growing business area is products for 
treating diabetes, accounting for close to 
80% of total sales. Within this area, the 
company’s focus is on insulin and GLP-1. 
In both areas Novo Nordisk is the global 
market leader by volume.

Novo Nordisk is well positioned to 
address the unmet medical needs in 
diabetes:
•   Around half of all insulin in the world 

comes from Novo Nordisk.
•   Novo Nordisk is the only company with 

a full portfolio of human insulins and 
modern insulins (also known as insulin 
analogues). 

•   A new generation of insulins, Tresiba® 
(insulin degludec) and Ryzodeg® (insulin 
degludec/insulin aspart), is due to be 
launched in key markets in 2013.

•   Victoza® (liraglutide) has become the 
world’s most prescribed GLP-1 product 
(Glucagon-Like Peptide 1) for treatment 
of adults with type 2 diabetes since its 
first launch in 2009.

•   Novo Nordisk makes the world’s most 
widely used injection devices for insulin 
and GLP-1. 

•   New promising treatments are under 
development, including a once-weekly 
GLP-1 analogue and a fixed-ratio 
combination of liraglutide and insulin 
degludec.

•   Finally, Novo Nordisk is involved in early-
stage research with leading academic 
centres to find a cure for type 1 diabetes. 

The insulin portfolio
Novo Nordisk’s modern insulin portfolio 
includes:
•   NovoRapid® (NovoLog® in the US), the 

world’s most widely used rapid-acting 
insulin for use at mealtimes. NovoRapid® 
is used by people with both type 1 and 
type 2 diabetes. 

•   NovoMix® 70/50/30 (NovoLog® Mix 
70/30 in the US) is a dual-release modern 
insulin that covers both mealtime and 
basal requirements. It can be used either 
to initiate or intensify insulin therapy and 
is primarily used by people with type 2 
diabetes.

Establish presence in OBESITy

Expand leadership in DIABETES

Pursue leadership in HAEMOPHILIA

Expand leadership in GROWTH DISORDERS

Establish presence in INFLAMMATION

Novo Nordisk Way and the Triple Bottom Line business principle

Engineering, 
formulating, 
developing 
and 
delivering 
protein-
based 
treatments

Deep disease 
under-
standing

 Efficient 
large-scale 
production 
of proteins

 Planning and 
executing 
global 
launches 
of new 
products

Building and 
maintaining 
a leading 
position in 
emerging 
markets

Strategic focus areas Core capabilities

Novo Nordisk’s strategy
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•   Levemir® is a soluble, long-acting 
modern insulin for once-daily use for 
people with type 1 and 2 diabetes. 
Levemir® provides glucose control with  
a favourable weight profile.

The primary goal of the company’s research 
in diabetes is to discover new therapies that 
safely and effectively lower blood glucose 
while reducing the risk of low blood sugar 
(hypoglycaemia). Tresiba® and Ryzodeg® 
are the latest outcomes of this effort:

Tresiba® is a once-daily basal insulin 
analogue with an ultra-long duration of 
action and a flat and stable action profile 
which reduces the rate of low blood sugar 
(hypoglycaemia). This also makes it possible 
to adjust insulin dosing time when needed. 
Ryzodeg® is a soluble insulin combination 
of Tresiba® and NovoRapid® (insulin aspart), 
providing both basal and mealtime glucose 
control. Insulin aspart is marketed under 
the brand name NovoLog® in the US. Read 
more about the challenges associated with 
insulin treatment on pp 24–25.

 Novo Nordisk is also developing a faster-
acting insulin to be taken at mealtimes, 
FIAsp, a new formulation of insulin aspart. 
The phase 1 proof-of-concept trials for a 
number of different formulations of insulin 
aspart have been completed and Novo 
Nordisk expects to initiate the phase 3a 
programme, onset®, towards the end of 
2013.

In addition to new and improved 
injectable insulins, Novo Nordisk is 
developing formulations of insulin that 
can be taken orally as tablets. Encouraging 
progress has been made in 2012, but many 
technological challenges remain. Read 
more about the development of insulin in a 
tablet on pp 26–27.

GLP-1 (Glucagon-Like Peptide 1) 
– a new class of diabetes treatments
With the launch of Victoza® in 2009, Novo 
Nordisk entered a new segment of the 
diabetes care market: GLP-1 therapies. 
Victoza® is a human GLP-1 analogue with 
97% similarity to the natural gut hormone. 
Victoza® is taken once daily and, like 
natural GLP-1, works by stimulating the 
beta cells in the pancreas to release insulin 
only when blood sugar levels are high.

GLP-1 therapy is a major innovation 
in the treatment of type 2 diabetes 
because it lowers glucose with a very 
low risk of triggering low blood sugar 
(hypoglycaemia). 

Victoza® is approved for adults with 
type 2 diabetes who are unable to 
achieve blood glucose goals with lifestyle 
changes and metformin, the most widely 
used tablet for type 2 diabetes). In less 
than two years Victoza® has become the 
leading GLP-1 treatment globally and has 
steadily expanded the market for GLP-1 
treatment. The market is currently valued 
at approximately DKK 13.6 billion, of 
which Victoza® accounts for approximately 
68%. Available in more than 60 markets, 
Victoza® is now used by approximately 
700,000 people worldwide.

Furthermore, a clinical pharmacology 
trial investigating the use of liraglutide as 
adjunct therapy to insulin in people with 
type 1 diabetes, LATIN T1D (liraglutide as 
adjunct therapy to insulin in people with 
type 1 diabetes) has been completed. The 
phase 3 programme, ADJUNCT™, which 
includes around 2,000 people with type 1 
diabetes, will be initiated in the second half 
of 2013.

Based on the expertise Novo Nordisk 
has obtained through the development 
of Victoza®, the company is now building 
a GLP-1 portfolio with the intention 
of providing an even broader range 
of treatment options. Key projects 
include a once-weekly GLP-1 analogue, 
semaglutide, which has been approved 
for phase 3, and IDegLira, a fixed-ratio 
combination of liraglutide and insulin 
degludec, which offers the benefits of 
both compounds. 

Novo Nordisk is also developing 
formulations of GLP-1 that can be taken  
as tablets.

Injection devices
Novo Nordisk offers the world’s most 
widely used durable and disposable devices 
for insulin and GLP-1: NovoPen® 4 and 
FlexPen®, and has recently introduced 
its latest innovations NovoPen® 5 and 
FlexTouch® in many markets. Read more 
about injection devices on p 28.

Establish presence in obesity 
According to the World Health 
Organization (WHO), obesity has reached 
pandemic proportions, with up to 1.4 
billion adults (over 20 years old) being 
overweight or obese. Of these, more than 
200 million men and nearly 300 million 
women are clinically obese (ie BMI ≥ 30).2 
Obesity is known to be a major risk factor 
in developing serious diseases such as type 
2 diabetes and cardiovascular disease.

Despite the growing prevalence of 
severe and morbid obesity globally, there 
are currently only a few medical treatment 
options, and reimbursement for these 
medications is limited. The market is 
currently valued at DKK 1.7 billion.

Novo Nordisk is investigating the use 
of once-daily liraglutide 3 mg as a new 
way of treating high-risk obese patients, 
namely those with obesity-related medical 
conditions such as prediabetes, sleep 
apnoea, high blood pressure and lipid. 
Results of the phase 2 trials and the first 
of four phase 3 trials have been reported. 
They suggest that liraglutide 3 mg may 
have a positive benefit–risk profile. 

Gaining regulatory approval for 
antiobesity medications is a major 
challenge. However, for the first time in 
more than a decade, the US Food and Drug 
Administration has approved new obesity 
medications in 2012.

CONTINuED
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Pursue leadership 
in haemophilia
Haemophilia is an inherited or acquired 
bleeding disorder that prevents blood 
from clotting. An estimated 400,000 
people worldwide are living with severe 
or moderate haemophilia. The global 
haemophilia drug market is estimated at 
DKK 50 billion and has grown by around 
8% annually in recent years.

Novo Nordisk entered the haemophilia 
market in 1996 when it introduced 
NovoSeven® for the treatment of 
haemophilia patients who form antibodies 
against traditional treatments. The 
company’s ambition is to move from 
this niche into the main segments of the 
haemophilia A & B market and achieve 
leadership by developing improved 
treatment options for all patients. In 
October 2012, turoctocog alfa – a 
recombinant factor VIII therapy – was filed 
for approval in Europe and the US. Long-
acting versions of recombinant factor VII 
and factor IX are in phase 3 development. 
Read more about activities within 
haemophilia on p 29.

Expand leadership 
in growth disorders
Novo Nordisk has been active in the 
treatment of growth hormone insufficiency 
for almost four decades. The market for 
growth disorder treatments is estimated at 
DKK 18 billion and has grown by close to 
6% annually in recent years. Novo Nordisk 
is the leading human growth hormone 
producer with a market share of 28% 
measured by value. 

Novo Nordisk’s strategy in growth 
hormone therapy is to expand leadership 
by providing innovative and convenient 
products and devices. Norditropin® is 
the only liquid, room temperature-stable 
growth hormone product available in 
a prefilled pen device, the ergonomic 
Norditropin® FlexPro® with an easy-touch 
dosing mechanism.

Novo Nordisk is also developing a 
long-acting growth hormone formulation, 
currently in phase 1 trials.

Establish presence 
in inflammation
Autoimmune inflammatory diseases, such 
as rheumatoid arthritis and Crohn’s disease, 
result from the immune system attacking the 
body’s own tissues and creating a chronic 
state of inflammation. Many people with 
autoimmune inflammatory diseases do not 
respond adequately to current treatments. 

Novo Nordisk is using its expertise in 
designing therapeutic proteins and chronic 
disease management care to develop new 
treatments, particularly for patients who 
are unresponsive to current treatments. 
While most projects are still at an early 
stage of clinical development, three are  
in phase 2 clinical studies.

The core capabilities
Engineering, formulating, 
developing and delivering 
protein-based treatments

Novo Nordisk has dedicated research and 
development facilities in Denmark, China, 
the US and India. Around 6,000 employees 
are involved in research and development 
activities throughout the company, working 
in partnerships with external biotech and 
academic researchers. Novo Nordisk’s 
researchers have many years’ experience 
of formulation technology, protein 
engineering, expression and delivery, 
which makes it possible for the company 
to continuously improve the properties of 
therapeutic proteins such as insulin and 
GLP-1. Furthermore, since 1985, when 
Novo Nordisk launched the world’s first 
insulin injection device – NovoPen® – the 
company has developed world-class 
expertise in designing and producing 
simple and convenient devices for injecting 
protein therapeutics. Read more about 
capabilities in research and development  
on pp 22–23.

Deep disease understanding
Novo Nordisk has a deep understanding 
of the unmet medical needs associated 
with chronic conditions. This, together 
with strong relationships and numerous 
collaborations with external researchers 
and clinicians, provides a solid foundation 
for the company’s research, development 
and marketing activities.

Efficient large-scale 
production of proteins
A high-quality, cost-effective global 
manufacturing infrastructure is a 
prerequisite for competing successfully in 
an increasingly competitive pharmaceutical 
market. This also enables Novo Nordisk 
to make treatments available at very 
low prices in developing countries. Novo 
Nordisk has a global production set-up 
with facilities strategically located in five 
different countries across four continents:
•   The production of active pharmaceutical 

ingredients is a highly specialised process 
and mainly takes place in Denmark, where 
Novo Nordisk has nine plants, including the 
largest insulin factory in the world.

•   The production of diabetes finished 
products takes place in five strategic 
plants in Denmark, France, the US, Brazil 
and China, which all have the approval 
and the ability to export to other markets. 

•   In addition, Novo Nordisk has a number of 
smaller manufacturing plants which support 
local demand in selected countries.

•   All production facilities are operating 
under one global quality management 
system with centrally deployed standard 
operating procedures for all involved 
employees. This ensures a uniform and 
high quality standard for all products.

All manufacturing sites are held 
accountable for meeting ambitious 
targets for minimising their impact on 
the environment. Performance measures 
include energy and water consumption, 
CO2 emissions and the amount of waste 
generated during production processes.

Planning and executing global 
launches of new products
Due to the high and increasing costs 
associated with developing, obtaining 
approval for and marketing a new 
medicine, most pharmaceuticals must be 
launched globally to optimise the return on 
investment. And, importantly, such launches 
must happen over a relatively short time 
so there is a reasonable period left before 
the product’s patents expire. Through the 
launches of Victoza® in multiple markets 
over the past years, Novo Nordisk has 
refined this capability within diabetes, which 
is being put to use in connection with the 
launches of Tresiba® in 2013.

Building and maintaining 
a leading position in 
emerging markets
Many years of experience have helped 
Novo Nordisk understand the needs of 
new markets and forge partnerships with 
local stakeholders. The company’s strategy 
has always been to establish a local 
organisation very early – as soon as there 
are signs of a market developing – and 
to grow the organisation organically as 
the market develops. This is a key reason 
behind Novo Nordisk’s success in emerging 
markets such as China. Read more about 
Novo Nordisk’s markets on pp 32–37.

The Triple 
Bottom Line 
business principle

Novo Nordisk’s sustainability strategy is 
based on the Triple Bottom Line business 
principle, which means the company 
sets goals, manages and accounts for 

Environmentally 
responsible

Financially 
responsible

Socially  
responsible

Patients



performance on three dimensions: 
financial, social and environmental. The 
aim is to ensure long-term profitability 
by minimising any negative impacts 
from business activities and maximising 
the positive footprint from its global 
operations: improved health, employment, 
economic prosperity and social equity. 

The Triple Bottom Line model (see p 18) 
illustrates the three dimensions with patient 
interests at the core, aiming to create long-
term value by making balanced decisions. 
Value is created in three ways. Firstly, it 
makes Novo Nordisk more adaptive to 
changes in its business environment. This, 
in turn, helps protect the company’s licence 
to operate and builds trust. Novo Nordisk 
proactively engages with stakeholders 
to address emerging challenges in the 
business environment. One example is the 
debate over access to health. Novo Nordisk 
has supported the advocacy for a UN 
Resolution on Diabetes and is partnering 
with multiple stakeholders to bring policies 
into action.

Secondly, the Triple Bottom Line business 
principle strengthens competitiveness. 
The company chose to invest in the 
conversion to renewable energy in 
Denmark in a strategic partnership with 
its energy supplier. With this move, Novo 
Nordisk has managed to continue to grow 
production and sales, and yet decrease 
carbon emissions significantly. This is a 
good example of how sustainability-driven 
decisions can drive operational excellence 
and reduce costs. 

Finally, the Triple Bottom Line business 
principle can be an engine for business 
development. Through partnerships with 
stakeholders, Novo Nordisk can co-create 
innovative solutions that lead to new 
opportunities to grow the business. One 
example is a pilot project that makes 
human insulin available to low-income 
populations in Kenya at prices they can 
afford and with effective distribution via 
local communities.

Financially responsible: 
profitable for the long term
Doing business in a profitable and 
responsible way is the basis for delivering 
an attractive return on investment for 
shareholders and making a contribution  
to society. Novo Nordisk uses four financial 
targets to steer the business towards 
long-term profitable growth: operating 
profit growth, operating profit margin, 
operating profit after tax to net operating 
assets, and cash to earnings. These targets 
help Management balance growth in the 
short term with investments in longer-term 
growth such as research and development.

Socially responsible: 
patients first
As a research-based healthcare company, 
Novo Nordisk is focused on therapeutic 
innovations and improvements to medical 

treatment for people with chronic 
diseases. Today, approximately 23 million 
people all over the world benefit from 
the treatments Novo Nordisk offers. The 
company also prioritises improving timely 
detection and prevention of diabetes 
and invests in strengthening healthcare 
infrastructure, awareness campaigns, 
education and support for lifestyle 
interventions. 

In terms of societal value, Novo Nordisk 
generates wealth and contributes to 
socioeconomic development through 
sustainable business practices, investment 
and employment. As a pharmaceutical 
innovator, the company provides 
knowledge, research and development, 
and healthcare products. Outreach 
programmes such as Changing Diabetes® 
and Changing Possibilities in Haemophilia® 
improve awareness, diagnosis and 
treatment. Through these efforts, Novo 
Nordisk aims to bring down the human, 
societal and financial burden of diabetes. 
Read more about sustainable growth on pp 
38–40.

Social responsibility is also about ensuring 
a healthy and engaging workplace for Novo 
Nordisk’s employees. Novo Nordisk has 
global health and safety standards and 
policies to ensure respect for the rights 
of all employees. Through the workplace 
wellness programme, NovoHealth, the 
company also offers a healthy workplace 
and actively promotes healthy lifestyles.

As a global player, Novo Nordisk must 
also offer a diverse and inclusive working 
environment. Diversity – in management 
teams and in functional units – fosters 
innovative thinking, nurtures collaboration 
between people with different perspectives 
and drives performance. Novo Nordisk’s 
Management has set an ambitious long-
term aspiration that all senior management 
teams must be diverse in terms of gender 
and nationality.

Environmentally responsible: 
doing more with less
Producing more with less is not just 
sound household management; it is also 
a way to proactively address sustainability 
challenges throughout the value chain. As 
its business grows, Novo Nordisk seeks 
to reduce the consumption of natural 
resources and manufactured inputs 
across the value chain. There is also a 
focus on minimising outputs in the form 
of emissions such as CO2 and waste. The 
ambition is to continue to produce ‘more 
with less’ – more products to serve more 
people, using less energy and water for 
production, and leaving less waste.

Novo Nordisk Way
The Novo Nordisk Way is a description 
of the ambitions and the values that 
characterise the company. It was developed 
for employees in Novo Nordisk, but has 
been shared with a broader audience. It 
sets the direction for all employees in Novo 
Nordisk and is a promise employees make 
to each other – and to stakeholders outside 
the company.

The Novo Nordisk Way
In 1923, our Danish founders began a 
journey to change diabetes.

Today, we are thousands of employees 
across the world with the passion, the 
skills and the commitment to continue this 
journey to prevent, treat and ultimately 
cure diabetes.

•  Our ambition is to strengthen our 
leadership in diabetes.

•  We aspire to change possibilities in 
haemophilia and other serious chronic 
conditions where we can make a 
difference.

•  Our key contribution is to discover and 
develop innovative biological medicines 
and make them accessible to patients 
throughout the world.

 
•  Growing our business and delivering 

competitive financial results is what 
allows us to help patients live better 
lives, offer an attractive return to our 
shareholders and contribute to our 
communities.

•  We never compromise on quality and 
business ethics.

•  Our business philosophy is one 
of balancing financial, social and 
environmental considerations 
– we call it the Triple Bottom Line.

•  We are open and honest, ambitious and 
accountable, and treat everyone with 
respect.

•  We offer opportunities for our people to 
realise their potential.

Every day we must make difficult choices, 
always keeping in mind what is best 
for patients, our employees and our 
shareholders in the long run.

It’s the Novo Nordisk Way.
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Stroke
Risk:
Up to four times as likely.
Effective treatment: 
Reduces stroke.

Heart attack
Risk:
Three times as likely, 
and heart disease is up 
to four times as likely.
Effective treatment: 
Reduces the risk 
of heart failure.

Blindness
Risk:

Diabetes is a leading 
cause of blindness.

Effective treatment: 
Reduces deterioration 

in eyesight.

Total kidney failure
Risk:

Three times as likely.
Effective treatment: 

Reduces the causes 
of kidney failure.

Amputation
Risk:
A leading cause of 
non-traumatic lower-
limb amputations.
Effective treatment: 
Reduces the number 
of amputations.

Diabetes 
– an emergency in slow motion
Some emergencies happen in a split 
second. Others take decades to develop 
and in some cases you do not even realise 
what happened until you see it in the 
clear light of hindsight. Diabetes is an 
emergency developing in slow motion. 
Whenever the International Diabetes 
Federation (IDF) updates its figures on 
people affected by diabetes, the numbers 
just get bigger. The latest estimates, 
published in November 2012, say that 
today more than 371 million people have 
diabetes, diagnosed and undiagnosed, 
of which 80% live in low- and middle-
income countries. And if current trends 
continue, IDF predicts that the number will 
rise to more than 550 million by 2030. 

While diabetes care has improved greatly 
in recent decades, there are still millions 
of people dying from the disease annually 
– 4.8 million in 2012 according to the IDF. 
Others are losing their eyesight or requiring 
amputations because of poorly controlled 
diabetes. Some because they do not have 
access to medicine or doctors who can 
tell them how to use it. Others because 
the treatment they receive is inadequate. 
Yet others maintain too high blood sugar 
because they fear the consequences 
of low blood sugar (hypoglycaemia), a 
common side effect of insulin treatment. 
Findings from a landmark study in the UK 
showed that reducing blood sugar levels 
by close to 1% may reduce diabetes-
related deaths by more than 20% and 

reduce microvascular complications by 
nearly 40%.1 Microvascular complications 
include diabetic retinopathy, which causes 
10,000 cases of blindness annually in the 
US alone.2

Apart from the effect diabetes has on 
the person with diabetes, the disease is 
becoming a growing financial burden for 
society. It is estimated that diabetes caused 
at least 471 billion US dollars in healthcare 
expenditure in 2012.3

The psychosocial 
aspects of diabetes
The physical, financial and emotional 
burden of diabetes across cultures and 
countries is carried by the entire family, not 
just by the person with diabetes. This is one 
of the initial results of Diabetes Attitudes, 
Wishes and Needs 2 (DAWN2™) published 
in December 2012, which shows that:
•  63% of family members are anxious 

about the possibility that the person 
they live with will develop serious 
complications from the condition.

•  66% of family members of insulin-
treated people with diabetes fear 
that their loved one will become 
hypoglycaemic during the night.

•  34% of family members report a 
negative financial impact on themselves 
due to the diabetes of their loved one.

What is diabetes?
Diabetes is a metabolic disorder 
affecting the way our bodies use 
digested food for growth and 
energy. Diabetes has two main 
forms: type 1 and type 2. 

Type 1 diabetes is a lifelong 
autoimmune disease that develops 
when the body creates an 
immune reaction against its own 
cells, destroying beta cells in the 
pancreas. As a result, the pancreas 
stops producing insulin, often at a 
young age but this can happen at 
any time over a lifetime.

At least 90% of people with 
diabetes have type 2, which is 
caused by a combination of lifestyle 
and genetic factors. People with 
type 2 diabetes may still make their 
own insulin in the pancreas, but the 
insulin produced is insufficient and 
is not used effectively by the body.

Most of the long-term health 
complications associated with 
diabetes are due to persistent 
high blood glucose levels, which 
can cause damage to the kidneys, 
neurological system, cardiovascular 
system, the retina or to the feet 
and legs through effects on both 
large and small blood vessels.

Progression of type 2 diabetes 
and treatment intensification

Potential complications 
of uncontrolled diabetes

Diet and exercise

Tablets
NovoNorm®

PrandiMet®

GLP-1
Victoza®

Insulin
Levemir®

NovoRapid®

NovoMix®
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A woman gets a simple blood 
sugar test from a volunteer 

doctor outside a local 
healthcare centre in a remote 

village in southern India.

How is diabetes treated?
For type 1 diabetes, insulin is introduced at 
diagnosis and is required for the rest of the 
person’s life.

Treatment guidelines for type 2 diabetes 
call for different approaches at different 
stages of the disease. The first step is lifestyle 
changes and initiation of tablet therapy 
(metformin) may be introduced. If treatment 
goals are not met, as a second step GLP-1 
therapy, such as Victoza®, or basal insulin, 
such as long-acting Levemir®, may be added.

As a third step, treatment guidelines call 
for a transition to intensive insulin treatment 
to achieve and to maintain good glycaemic 
control. This may include adding a rapid-
acting modern insulin at mealtimes, such 
as NovoRapid® (insulin aspart, marketed 
as NovoLog® in the US), in addition to a 
basal insulin. For insulin initiation, a modern 
premix insulin such as NovoMix® with dual 
release to cover both mealtime and basal 
requirements may also be used.

One challenge in managing diabetes with 
insulin is to maintain appropriate blood 
glucose levels, adjusting insulin dosing as 
necessary to balance the impact of food 
and exercise and to avoid low blood glucose 
levels (hypoglycaemia), which, if untreated, 
can lead to seizures or unconsciousness. 
In rare cases, low blood sugar can lead to 
permanent brain damage or death.

*  Hart J.T., Rule of Halves: implications of increasing diagnosis and reducing dropout for future workload and prescribing 
costs in primary care, Br J Gen Pract 1992, March; 42(356):116–119, and W.C.S. Smith, A.J. Lee, I.K. Coombie, H. 
Tunstall-Pedoe, Control of blood pressure in Scotland: The rule of halves, Br. Med. J, 300 (1990): 981–983.

** Actual rates of diagnosis, treatment, targets and outcomes vary in different countries.

Diabetes

Diagnosed

Receive care Achieve 
treatment 
targets

Achieve 
desired 
outcomes

Of the 
estimated 
371 million 
people with 
diabetes

About 
50% are 
diagnosed**

Of whom 
about 50% 
receive care**

Of whom 
about 50% 
achieve 
treatment 
targets**

Of whom 
about 50% 
achieve 
desired 
outcomes**

The ‘Rule of Halves’
According to the Rule of Halves*, only around 6% of people with diabetes live a life 
free from diabetes-related complications.



Senior scientist Ib Jonassen (left) has worked 
almost 30 years on the molecule now known 
as insulin degludec (will be marketed as  
Tresiba®). Here he is in the lab with 
colleague Sven Havelund. 
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For 90 years, Novo Nordisk has been 
researching proteins to treat what was 
originally an uncommon disease, but 
which today has reached pandemic 
proportions: diabetes.

“Our dedication to discover and develop 
better and better therapeutic proteins 
to help people with diabetes is the red 
thread running through the company,” 
explains Dr Mads Krogsgaard Thomsen, 
executive vice president and chief science 
officer at Novo Nordisk. “Over many years 
we have developed a unique expertise, 
which helps us to make both incremental 
changes and leaps forward so that our 
medicines are getting more physiological 
and acting closer to what nature intended. 
This requires decades of perseverance. 
While other companies might stop looking 
for treatments for diabetes after launching 
one or two medicines, we are constantly 
searching for new ways to improve our 
medicines further.”

Long-term focus
In fact there are very few, if any, 
companies with as great a focus on side 
chain protein backbones and engineering 
as Novo Nordisk. “In the beginning we 
focused on purifying insulin. Thereafter 
we realised that insulin needed to work 
for longer, so we looked at how we could 
engineer this property into the product. 
With the advent of our human insulin 
range, diabetes treatment became safer 
and unlimited by slaughterhouse suppliers. 
Later, we developed our injection pens to 
make it easier for people to inject insulin. 
At the same time, we began to wonder 
how we could use protein technology to 
even more closely mimic the action profile 
of insulin found naturally in the body of 
someone who doesn’t have diabetes, and 
this is what we’re still working on today. 
We don’t look five years into the future; 
we think in decades. And this long-term 
view has helped us to produce generation 
after generation of insulin to improve the 
lives of people with diabetes,” says Mads 
Krogsgaard Thomsen.

Mimicking nature is not easy
Protein-based biological medicines – 
therapeutic proteins – are significantly 
different from ‘traditional’ chemical drugs: 
while these small molecules usually block a 
target and therefore a process in the body 
around the clock, large protein molecules 
such as insulin seek to stimulate a process 
at the time it is needed. Mimicking nature 
in this way is not as easy as it perhaps 
sounds. In a person without diabetes, 
insulin is released from the pancreas 

straight into the body’s circulation, giving 
a characteristic action profile of peaks at 
meals and a steady basal level between 
meals and at night. But a person with 
diabetes who needs insulin injects this 
protein directly under the skin. This 
changed route of entry into the body 
results in a different action profile. To 
mimic nature as closely as possible Novo 
Nordisk’s scientists therefore have to study 
a protein in great detail to work out which 
amino acids can and cannot be changed, 
in order to engineer particular properties 
into the molecule without changing its 
characteristics unfavourably. Side chain 
attachments to prolong the effect of 
the protein are also used to create the 
desired result. In this way Novo Nordisk 
has designed a full range of insulins, 
including Tresiba® (insulin degludec), the 
first once-daily basal insulin with an ultra-
long duration of action, and the world’s 
leading short-acting insulin NovoRapid® 
(NovoLog® in the US).

The company has also used its protein 
expertise to develop the leading human 
GLP-1 analogue, Victoza®, but research 
does not stop there. Current projects 
in development include a fixed-ratio 
combination of Tresiba® and Victoza® 
(IDegLira) and semaglutide, a once-weekly 
GLP-1 analogue for the treatment of type 
2 diabetes. Further, Victoza® is being 
investigated for use in type 1 diabetes 
as an adjunct therapy to insulin. With 
12 diabetes treatments in the pipeline, 
diabetes firmly remains Novo Nordisk’s 
primary business. See the pipeline on pp 
30–31 for more information.

“We have been working with this disease 
since it was considered a niche area that 
only few seemed to care about,” explains 
Mads Krogsgaard Thomsen. “We have a 
unique competence platform of research 
and are only now beginning to understand 
how much more can be done for people 
with diabetes. And I think it’s fair to say 
that our perseverance has paid off. You can 
see it in the number and quality of projects 
in our pipeline, the number of patents 
we’re granted, publications in leading 
scientific journals, and the new medicines 
we have launched. What’s also worth 
noting is that we use the same expertise, 
knowledge and technology to design 
proteins for haemophilia and growth 
hormone therapy.”

Passion, pride and perseverance
To engineer a protein to such a level 
of perfection takes a network of 
scientists who understand that protein 
fully, including protein engineers, 

pharmacologists, chemists and clinicians. 
But Novo Nordisk does not have much 
difficulty attracting and retaining the best 
people in these fields. “Working here is lots 
of fun: we have a high level of expertise, 
we understand our area, our research and 
development budgets are growing and 
we treat people with respect. So scientists 
want to work here,” says Mads Krogsgaard 
Thomsen, referencing the prestigious 
Science 2012 Top Employer survey in which 
Novo Nordisk ranked number 4, up from 
ninth place in 2011.

“Our scientists have a profound insight 
into the protein on which they’re working. 
For example the scientist who invented 
Tresiba® was working on this molecule 
for almost 30 years and is still invaluable 
in this area. All our scientists share the 
company’s passion for proteins and our 
drive to constantly improve our medicines. 
This thrill is ignited when we see patients 
and doctors embrace our products. I think 
the bottom line is we’re all proud of what 
we do.”

What is it?
Proteins are large biological 
molecules consisting of one or 
more chains of amino acids in a 
specific sequence. Twenty different 
types of amino acids are commonly 
found in proteins and when 
combined in various ways they 
create millions of different proteins 
each with a specific function. Each 
cell in the human body contains 
thousands of different proteins, 
which together make the cell do  
its job. Some proteins are 
hormones that regulate various 
activities in the body.

Insulin is a hormone that is 
produced by the beta cells in 
the pancreas. It is needed for 
moving sugar (glucose) from the 
bloodstream into some cells in the 
body, for example muscle cells.

GLP-1 (Glucagon-Like Peptide-1)  
is a natural gut hormone that helps 
regulate glucose metabolism by 
stimulating beta cells to secrete 
insulin and by reducing glucagon 
secretion. GLP-1 also has effects on 
food intake and it may play a role in 
protecting the beta cells, a key  
to slowing diabetes progression.

The protein powerhouse
Novo Nordisk is highly focused on proteins. Some researchers at the company have 
spent their entire careers immersed in one specific protein.



The symptoms of low blood sugar (hypogly-
caemia) are immediate, very unpleasant 
and something almost all people with 
diabetes try to avoid. Confusion, dizziness, 
trembling, a pounding heart and sweating 
are among the typical early symptoms. If 
left untreated, hypoglycaemia can lead to 
seizures or unconsciousness and, in rare 
cases, permanent brain damage or death.

So it is no surprise that many patients 
and doctors are reluctant to treat the blood 
sugar down to the levels recommended, 
for example by the American and European 
diabetes associations. They know that the 
closer the patient is to reaching the desired 
near-normal blood sugar level, the closer he 
or she also is to a state of hypoglycaemia. 

But maintaining blood sugar at higher-
than-recommended levels comes at a price. 
Diabetes is a chronic disease, so while in the 
short term the side effects of high blood 
sugar may not have a great impact on quality 
of life, over time potentially irreversible 
damage is being done to the body.

The problems of a 
progressive disease
According to Dr Alan Moses, Novo Nordisk’s 
global chief medical officer, one barrier to 
effective blood sugar control is that most 
doctors have very little time for educating 
patients about their disease: “Diabetes 
is complex, and different stages of the 

disease spectrum require different types of 
medications. But primary care physicians see 
many patients per day, perhaps over 100, 
so they have very little time to educate the 
patient about all the elements involved in 
good diabetes control, including medication, 
weight-appropriate diet, distribution of 
calories over the day, exercise and so 
on. There is therefore a tendency for the 
physician to prescribe the simplest treatment, 
even though it may not be appropriate or no 
longer match the stage of the disease. The 
next step in treatment is then not taken until 
the patient’s blood glucose level increases to 
an unacceptable level. This is what some refer 
to as the ‘treat to failure’ paradigm, which is 
sadly all too common.”

Training camp in Spain, 
December 2012. Team Novo 
Nordisk is a global sports 
team with more than 100 
cyclists, triathletes and runners 
who all have diabetes.

Insulin treatment 
is a balancing act
Every day is a balancing act for people with diabetes who use insulin: too little 
insulin will make blood glucose levels rise, which can cause long-term complications 
such as blindness and amputations; too much insulin can result in dangerously 
low blood sugar levels, which can ultimately lead to coma and death.



Reducing the risk 
of hypoglycaemia
One way to reduce the risk of 
hypoglycaemia – and thus allow for 
tighter blood sugar control – is to develop 
‘engineered’ insulins that more closely 
mimic the way insulin acts in the body of 
a person without diabetes.

“One of the challenges we’re trying 
to overcome when developing new and 
improved insulin types is that insulin acts 
in a different way when injected compared 
with when it’s secreted naturally into the 
bloodstream,” says Alan Moses. “It takes 
time for injected insulin to pass through the 
subcutaneous tissue into the blood vessels, 
and several factors, including the site of 
injection, play a role in how fast the insulin 
is absorbed in the body and which tissues 
it goes to first. This means that the insulin 
activity profile can vary significantly from 
day to day in the same individuals.” 

“When Novo Nordisk launched human 
insulin in 1982 as the first company in the 
world, we thought that we had developed 
the perfect insulin,” continues Alan Moses. 
“I mean, it’s 100% identical to the insulin 
produced in the body of a person who 

doesn’t have diabetes, so how could we 
do better? However, we came to realise 
that while human insulin is indeed the 
perfect insulin when secreted naturally 
from the pancreas, it’s far from perfect 
when injected, for the reasons I mentioned 
before. That’s what led us into the research 
and development of insulin analogues.” 

Insulin analogues are types of insulins 
that have been modified through genetic 
engineering to either act faster or slower 
than human insulin. Novo Nordisk’s 
fast-acting insulin analogue NovoRapid® 
(NovoLog® in the US) was engineered to 
match the insulin peak seen in a person 
without diabetes following a meal. 
However, this type of insulin does not work 
long enough to provide an adequate basal 
level of insulin for full 24-hour coverage. 
Long-acting insulin analogues (basal insulin) 
were therefore developed to meet this 
need, but while they have been shown 
to reduce the risk of low blood sugar 
(hypoglycaemia) compared with human 
insulin, available insulin products are still 
associated with substantial variability of 
absorption, which can result in low blood 
sugar (hypoglycaemia) – most worryingly 
at night. Furthermore, these insulins are 

required to be injected at the same time 
every day. That is why Novo Nordisk 
decided to develop Tresiba® (insulin 
degludec).

The importance of good 
blood glucose control
People with diabetes should aim 
to keep their blood glucose (blood 
sugar) levels as near normal as 
possible, in other words in the 
range of that of someone without 
diabetes. The blood glucose 
target should be decided between 
the patient and his or her doctor.

Good blood glucose control is 
important as it has been shown 
to significantly reduce the risk of 
developing complications and 
prevents complications from getting 
worse.1,2 Regular blood glucose 
testing helps people with diabetes 
achieve their target blood glucose 
level. For more information read the 
article on diabetes on p 20.
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Oral insulin and oral 
GLP-1 in a tablet could be 
available in about 10 years. 
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Many people ask why insulin and GLP-1 
products such as Victoza® (liraglutide) are 
not made in tablet form. The short answer 
is that it is really difficult. Insulin and GLP-1 
are amazing protein molecules, but if taken 
orally they would ordinarily be attacked by 
digestive enzymes in the gastrointestinal 
tract whose job it is to break down 
proteins, which is useful for food uptake 
but detrimental if the protein is a drug that 
needs to stay intact. And even if they were 
to somehow survive in the stomach, these 
large molecules would then have difficulty 
passing through the wall of the intestine 
and entering the bloodstream.

Oral insulin and GLP-1 – that is insulin and 
GLP-1 in tablet form – therefore have to be 
designed and engineered to overcome these 
challenges. But even if these barriers can 
be overcome, further challenges lie ahead 
as these proteins have to be absorbed by 
the body in the right quantities and stay 
in the blood for the right length of time – 
regardless of whether the patient has an 
empty stomach, has just eaten or is suffering 
from diarrhoea. “We have been working on 
oral insulin and GLP-1 for about five years. I 
can tell you that when we started, I thought 
this was nearly impossible – and it is!” says 
Dr Peter Kurtzhals, senior vice president and 
head of Diabetes Research at Novo Nordisk. 
“But I’ve been positively surprised and 
encouraged by the progress we’ve made. 
Many other companies have tried to develop 
oral insulin but none have been able to 
show proof of concept – but we are getting 
very close to this stage. I would say we are 
the leaders in this field at this point.”

Convenience leads 
to better outcomes
Currently, when people are diagnosed 
with type 2 diabetes they are often given 

a tablet-based medication, for example 
metformin. What these medications have 
in common is that their active substance 
is a small molecule – a chemical – which 
is not broken down by enzymes in the 
gastrointestinal tract. However, for many 
people with type 2 diabetes the disease 
eventually progresses to a stage where 
insulin therapy is necessary to control the 
blood sugar. But insulin injections are 
daunting for many, and patients must be 
educated by healthcare professionals in 
order to administer insulin effectively and 
safely. Progression to insulin injections is 
therefore often delayed, with potential 
serious consequences for health in the  
long term.

Insulin in a tablet would enable patients 
to begin insulin therapy earlier and treat 
themselves more easily. “The simplicity 
and convenience of oral insulin would 
be amazing. While it takes time to learn 
how to inject insulin with a pen, everyone 
knows how to swallow a pill. This in turn 
could support greater compliance and lead 
to much better treatment outcomes to the 
benefit of patients, healthcare providers 
and society,” highlights Peter Kurtzhals. 
He emphasises that insulin in tablets will 
probably not be able to replace injections 
entirely because it is likely to be used only 
in patients whose bodies can still produce 
some insulin.

Expert knowledge
For a company that is committed 
to changing diabetes, it is therefore 
understandable that Novo Nordisk is 
investing so much time and money in 
developing oral insulin and GLP-1. And 
Peter Kurtzhals believes the company  
has the best people working on this task: 
“The research and development team 

is built on our 90 years of experience 
with the insulin molecule and 20 years 
of experience with GLP-1. The scientists 
involved have been experts in the field 
for decades. This is a clear strength for 
engineering and designing the molecules 
for the oral route and is a major 
advantage over our competitors.”

While Novo Nordisk is an expert in 
protein research, these oral preparations 
also require formulations that will enable 
the active ingredients to reach their 
targets in the body. Novo Nordisk has 
over the last five years built substantial 
oral formulation expertise and has 
entered into licensing and collaboration 
agreements with companies having 
technologies to facilitate oral absorption. 
“It has been a learning curve for Novo 
Nordisk to establish technologies, animal 
models and exploratory clinical trials to 
support the development of oral insulin 
and GLP-1 formulations,” says Peter 
Kurtzhals, “and the company currently 
has two oral insulin and three oral GLP-1 
formulations in phase 1 clinical trials.”

The journey ahead will not be easy. 
“We’re up against major barriers and 
we still don’t know whether they can be 
overcome,” reports Peter Kurtzhals. “But 
if we look at the ideas we’ve got and the 
progress we’ve made I’m optimistic that 
Novo Nordisk will be the first to turn oral 
insulin and GLP-1 into a reality. We are 
currently in phase 1 development so it 
is not unrealistic to think that if studies 
are successful, oral insulin and oral GLP-1 
could be available in about 10 years. In 
the world of pharmaceutical research and 
development that’s pretty close.”

Insulin 
in a tablet 
– why is it so difficult?
Many companies have tried, and failed, to develop insulin in tablet form. So what makes 
Novo Nordisk think it can do any better?
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Novo Nordisk invented the market for 
insulin injection devices with the launch 
of the world’s first insulin pen in 1985. 
“NovoPen® was designed and developed 
by a group of people who had a burning 
passion for this project and they had the 
persistence to see it through,” explains 
Jesper Kløve, senior vice president for 
Device R&D at Novo Nordisk. Since then, 
Novo Nordisk has launched generation 
after generation of pen devices, the latest 
being NovoPen® 5 (pending approval in the 
US), which in July 2012 won the prestigious 
‘Red Dot Best of the Best Design Award’. 
“This was a huge accolade. To see our pen 
next to iconic products such as Apple’s 
iPad and the redesigned Porsche 911 was 
fantastic,” says Jesper Kløve.

NovoPen® 5 is the successor to 
NovoPen® 4, the current global market 
leader among durable insulin injection 
pens. It aims to heighten the safety 
of insulin treatment by integrating an 
electronic module memory function into 
the pen that reminds the patient how 
much insulin has been taken and when. 
This helps the patient avoid missing an 
injection or mistakenly repeating a dose, 
which may have severe consequences.

Six million FlexPen® users

The largest category of insulin injection 
devices is prefilled pens in which Novo 
Nordisk’s FlexPen® has been the global 
leader for many years. It is estimated that 
around 6 million people use FlexPen® 
every day to treat their diabetes. While 
patients using a durable pen have to load 
and replace insulin cartridges, prefilled 
pens already have the cartridge built in.

“Novo Nordisk’s latest innovation in 
prefilled insulin pens is FlexTouch®, which 
is designed to improve the experience of 
performing daily injections,” explains Jesper 
Kløve. “A few years ago, competition 
between insulin device manufacturers was 
about accurate dosing. We’re beyond that 
point and are now focusing on how to 
reduce the force you need to apply to inject 
a dose. While other insulin pens require 
users to inject their insulin in the traditional 
way – using the force of their thumb to 
push the button – FlexTouch® has an easy-
touch button which requires very little force 
to inject the insulin at any dose.”

The technical platform of FlexTouch® 
(pending approval in the US) can be 
manufactured to deliver injections for 
insulin, GLP-1, combinations of insulin and 
GLP-1, or growth hormone treatments. 
In fact it is already being marketed under 
the brand name FlexPro® as a delivery 
device for Novo Nordisk’s human growth 
hormone, Norditropin® (somatropin).

Novo Nordisk has also made progress 
with its first device for haemophilia 
treatment. In October 2012, a new prefilled 
syringe for delivering NovoSeven® was 
approved by both the European Medicines 
Agency and the US Food and Drug 
Administration. It is designed to make life 
easier for NovoSeven® users by making the 
injection process less cumbersome.

Responding to patients’ needs
"As with all our device developments, 
the market research for FlexTouch® and 
NovoPen® 5 started early on,” explains 
Jesper Kløve. “We sat down with patients 
and healthcare professionals in different 
countries to capture their initial feelings 
about the prototype. We then gave them 
time to test it to see how they got on.”

Further insights into how patients feel 
about injections have been obtained from 
the DAWN2™ study. “Supporting patients 
and healthcare professionals is very 
important to us. I think the injection device 
makes a huge difference. New patients 
have to deal with the knowledge that they 
have diabetes. Then they have to deal with 
learning how to inject. We can make a 
difference by making the device as simple 
and safe as possible to use for patients and 
for the doctors and nurses who teach the 
patients how to inject,” says Jesper Kløve.

“We seek to make our Scandinavian 
design heritage for simplicity inherent 
in all our devices, so that they are both 
aesthetically pleasing and user-friendly. 
Yes, we are the leaders in the device 
market but we know we can make more 
improvements to create even simpler 
devices. In fact we’re already working  
on the next-generation NovoPen®.”

Simple injections
The pursuit of simplicity for patients is the driver of Novo Nordisk’s development 
of injection devices.

A FlexTouch® and two NovoPen® 5. 
In July 2012, the latter won the 
prestigious Red Dot Design Award.
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When we talk about the number of people 
with diabetes globally, we speak in the 
ballpark of hundreds of millions. But the 
scenario for haemophilia is very different. 
In fact, this is a small community of 
around 400,000 people globally, with just 
over 160,000 of them having haemophilia 
A or B.1,2 Of those diagnosed, only about 
25% receive optimal treatment.3 

It is, therefore, no wonder that 
employees at Novo Nordisk are passionate 
about the haemophilia treatments that 
the company has on the market and in 
its research and development pipeline. 
“Haemophilia can be mild, moderate or 
severe, and the current treatments only 
manage to convert severe disease to 
moderate. This means that the patients 
bleed less, which is good, but I don’t 
think there are any other diseases where 
it is considered optimal to treat someone 
only partially. So making a treatment 
better – for example by needing fewer 
doses to achieve a good result, which 
means fewer intravenous injections – can 
make a real difference,” explains Dr Anne 
Prener, senior vice president, in charge of 
the haemophilia R&D portfolio at Novo 
Nordisk. 

It started with NovoSeven®

15–20% of people with haemophilia will at 
some point develop an inhibitory antibody 

to the product they are using to treat or 
prevent bleeding episodes. For about 3,500 
patients worldwide, these inhibitors will 
eventually prevent the treatment from 
working.3 Novo Nordisk addressed a huge 
unmet medical need when it launched 
NovoSeven® (recombinant factor VIIa) in 
1996 as a treatment for these people. 
It was the first recombinant treatment 
available, as at the time other coagulation 
factors were derived from blood plasma. 

Novo Nordisk has been working within 
the field of haemophilia for more than 
20 years. Like diabetes, haemophilia is a 
chronic disease, and the skills needed to 
develop new therapies are very similar. “Our 
company has many years of experience in 
discovery, development, manufacturing and 
delivery of proteins, which gives us a big 
advantage,” says Anne Prener. 

One project filed, two in phase 3, 
a fourth discontinued
Novo Nordisk’s investments in haemophilia 
research have resulted in a broad range 
of haemophilia projects, including one 
filed for approval and two in phase 3 
development for people with haemophilia 
A or B. “This is our first step into 
haemophilia A and B on a broad basis,” 
explains Anne Prener. “We hope that our 
recombinant factor VIII product will offer 
patients an extremely pure and consistent 

product, while our long-acting versions of 
factor VIII and factor IX aim to reduce the 
number of injections needed when used 
proactively to prevent bleeds.” 

A third phase 3 project was discontinued 
in September 2012, when development 
of a fast-acting analogue of recombinant 
factor VIIa, vatreptacog alfa, was stopped 
due to safety concerns, as some patients in 
the phase 3 study developed antibodies to 
the product. Although all of these patients 
continued to respond well to treatment 
after having developed antibodies, there 
was still a potential risk that continued 
treatment would inhibit the effectiveness of 
the treatment over time. “This would be an 
unacceptable situation as, in almost 20 years 
of use, no haemophilia A or B patients 
have developed inhibitory antibodies to 
NovoSeven®,” says Anne Prener. 

The dream
“Our dream is to find treatments that can 
be administered subcutaneously, prevent 
bleeds and preserve joints,” concludes 
Anne Prener. “Imagine having to give a 
3-year-old an intravenous infusion several 
times per week which takes up to 40 
minutes and can be very painful; then you 
realise what a big difference these new 
products can make.”

Prevent bleedings
Imagine having to give a 3-year-old an intravenous infusion several times a week which 
takes up to 40 minutes and can be very painful.

What is haemophilia?
Haemophilia is an inherited or acquired bleeding disorder that prevents blood from 
clotting. People with haemophilia lack, either partially or completely, an essential 
clotting factor needed to form stable blood clots. Internal bleeding into the joints, 
muscles and other tissues can cause severe pain, joint damage and disability. The 
treatment for haemophilia involves intravenous administration of replacement clotting 
factors. Treatment may be administered when bleeding occurs or, increasingly, on a 
preventive basis, which is called prophylactic treatment. People with haemophilia A 
may have either a decreased ability or total inability to produce clotting factor VIII. 
Those with haemophilia B have deficiencies in producing clotting factor IX. Around 
3,500 people with haemophilia worldwide have high-titre inhibitors – resistance 
(due to antibody formation) – to their normal replacement treatment. Factor VIIa 
(NovoSeven®) was developed as a treatment for these people.

Living with haemophilia
HERO (Haemophilia Experiences, Results and Opportunities) is an international study that 
aims to build an understanding of life with haemophilia, seen from the perspective of 
people with haemophilia, their families and their healthcare providers. The first results 
from the study, which is supported by Novo Nordisk, were presented in July 2012. HERO 
is an initiative under the Changing Possibilities in Haemophilia® programme. It supports 
Novo Nordisk’s strategic objective to achieve leadership in haemophilia by improving 
the efficacy of prevention and treatment of bleeding episodes for all haemophilia 
patients. Read more about HERO and Changing Possibilities in Haemophilia® at  
novonordisk.com/about_us/improving_haemophilia/improving-haemophilia.asp.

NovoThirteen® 
launched for rare 
bleeding disorder
In 2012, Novo Nordisk received 
approval in Europe and Canada 
to market a recombinant factor 
XIII product for the treatment of 
congenital factor XIII deficiency. 
It is a rare bleeding disorder 
with potentially life-threatening 
consequences if untreated. Factor 
XIII is the protein responsible for 
stabilising the formation of a blood 
clot. Without it, a clot will still 
develop but will remain unstable. 
Factor XIII deficiency affects men 
and women equally. It is estimated 
that about 900 people globally have 
the disease. Novo Nordisk’s product 
is the first recombinant factor XIII 
product. It is marketed in Europe 
under the brand name NovoThirteen® 
and in Canada as Tretten®, and 
is under regulatory review in the 
US and in a number of additional 
countries.

http://www.novonordisk.com/about_us/improving_haemophilia/improving-haemophilia.asp
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Compound Indication Description Phase 1 Phase 2 Phase 3

Filed/ 
regulatory 
approval

Diabetes

Tresiba® 
(insulin 
degludec) 
NN1250

Type 1 and 2 
diabetes

A new-generation basal insulin with ultra-long duration 
of action of more than 42 hours. Intended to offer a flexible 
treatment and a good safety profile. Approved in the EU and 
Japan and under regulatory review in the US and other major 
markets.

Ryzodeg® 
(insulin 
degludec and 
insulin aspart) 
NN5401

Type 1 and 2 
diabetes

A soluble fixed combination of Tresiba®, the new-generation 
basal insulin analogue with an ultra-long duration of action, 
and NovoRapid® (insulin aspart, marketed as NovoLog® in the 
US), a rapid-acting mealtime insulin. Approved in the EU and 
Japan and under regulatory review in the US and other major 
markets.

IDegLira 
NN9068

Type 2 
diabetes

A fixed-ratio combination of insulin degludec and liraglutide 
intended to offer the benefits of the two components in a 
single preparation.

Semaglutide 
NN9535

Type 2 
diabetes

A once-weekly GLP-1 analogue intended to offer the clinical 
benefits of a GLP-1 analogue with less frequent injections.

FIAsp 
NN1218

Type 1 and 2 
diabetes

A faster-acting formulation of insulin aspart (NovoRapid®).

LATIN T1D 
NN9211

Type 1 
diabetes

Liraglutide, a once-daily human GLP-1 analogue, intended to 
offer clinical benefits as adjunct therapy to insulin. 

OI338GT 
NN1953

Type 1 and 2 
diabetes

A long-acting oral basal insulin analogue intended as a tablet 
treatment.

OI362GT 
NN1954

Type 1 and 2 
diabetes

A long-acting oral basal insulin analogue intended as a tablet 
treatment.

OG217SC 
NN9924

Type 2 
diabetes

A long-acting oral GLP-1 analogue intended as a tablet 
treatment.

OG987GT 
NN9926

Type 2 
diabetes

A long-acting oral GLP-1 analogue intended as a tablet 
treatment.

OG987SC 
NN9927

Type 2 
diabetes

A long-acting oral GLP-1 analogue intended as a tablet 
treatment.

LAI287
NN1436

Type 1 and 2 
diabetes

A long-acting basal insulin analogue with potential for once-
weekly dosing.

Obesity

Liraglutide 3 mg 
NN8022

Obesity

A once-daily human GLP-1 analogue. Intended, as adjuvant  
to lifestyle changes (including diet), to offer sustainable 
weight loss for people with severe obesity, including those  
at particular risk of developing diabetes.

Diabetes care

Pipeline overview
During 2012, Novo Nordisk made progress throughout the clinical development pipeline. 
This overview illustrates key development activities.
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Compound Indication Description Phase 1 Phase 2 Phase 3

Filed/ 
regulatory 
approval

Haemophilia and other rare bleeding disorders

NovoThirteen® 
(rFXIII) 
NN1841

Congenital 
FXIII 
deficiency

A recombinant coagulation factor XIII. Launched in the EU and 
Canada and approved in Switzerland. Submitted for marketing 
authorisation in the US and other larger markets.

Turoctocog 
alfa 
NN7008

Haemophilia A
A recombinant coagulation factor VIII intended to prevent and 
treat bleeds. Submitted for marketing authorisation in the US, 
EU, Japan, Australia and Switzerland.

N8-GP 
NN7088

Haemophilia A
A long-acting recombinant coagulation factor VIII derivative 
intended to offer prophylaxis and treatment of bleeds.

N9-GP 
NN7999

Haemophilia B
A long-acting recombinant coagulation factor IX derivative 
intended to offer prophylaxis and treatment of bleeds.

mAb2021 
NN7415

Haemophilia 
A, B and with 
inhibitors

A monoclonal antibody against Tissue Factor Pathway Inhibitor 
(TFPI) intended for bleeding prevention.

Growth disorders

NN8640
Growth 
disorders

A long-acting human growth hormone intended to offer less 
frequent injections.

Inflammation

Anti-IL-20 
NN8226

Rheumatoid 
arthritis

A recombinant human monoclonal antibody. The compound's 
novel mechanism of action is intended to improve treatment 
outcomes in patients who do not respond adequately to 
existing treatments. A phase 2b programme is ongoing.

Anti-IL-21 
NN8828

Rheumatoid 
arthritis

A recombinant human monoclonal antibody. The compound’s 
novel mechanism of action is intended to improve treatment 
outcomes in patients who do not respond adequately to 
existing treatments. A phase 2a programme is ongoing.

rFXIII 
NN8717

Ulcerative 
colitis

A recombinant coagulation factor XIII. The study is investigating 
the biological and clinical effect on mucosal healing in patients 
with mild to moderate active ulcerative colitis.

Anti-C5aR-151 
NN8209

Rheumatoid 
arthritis

A recombinant humanised monoclonal antibody. The 
compound’s novel mechanism of action is intended to 
improve treatment outcomes in patients who do not respond 
adequately to existing treatments.

Anti-C5aR-215 
NN8210

Rheumatoid 
arthritis

A recombinant human monoclonal antibody. The compound's 
novel mechanism of action is intended to improve treatment 
outcomes in patients who do not respond adequately to 
existing treatments.

Anti-NKG2A 
NN8765

Rheumatoid 
arthritis

A recombinant human monoclonal antibody. The compound’s 
novel mechanism of action is intended to improve treatment 
outcomes in patients who do not respond adequately to 
existing treatments.

Anti-IL-21 
NN8828

Systemic lupus 
erythematosus

A recombinant human monoclonal antibody. The compound’s 
novel mechanism of action is intended to improve treatment 
outcomes in patients who do not respond adequately to 
existing treatments.

Biopharmaceuticals

Phase 1
Studies in a small group (usually 10 
to 100) of healthy volunteers, and 
sometimes patients, to investigate how 
the body handles new medication and 
establish maximum tolerated dose.

Phase 2
Studies of various dose levels in a larger 
group of patients to learn about its effect 
on the condition and its side effects. In 

phase 2, clinical trials are carried out to 
evaluate efficacy (and safety) in specified 
populations of patients. The outcome of 
phase 2 trials is clinical proof of concept 
and the selection of dose for evaluation 
in phase 3 trials.

Phase 3
Studies in large groups of patients 
worldwide comparing the new 
medication with a commonly used drug 

or placebo for both safety and efficacy 
in order to firmly establish its benefit–
risk relationship. Phase 3a covers trials 
conducted after efficacy of the medicine 
is demonstrated but prior to regulatory 
submission, whereas phase 3b covers 
clinical trials completed after regulatory 
submission.

See more at novonordisk.com/investors 
and clinicaltrials.gov.

http://www.novonordisk.com/investors
http://www.clinicaltrials.gov
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Novo Nordisk sells its products in more 
than 180 countries. Among them are 
the richest and poorest countries in 
the world, with healthcare systems 
ranging from well-developed to non-
existent. And yet, Novo Nordisk’s basic 
business model and strategy is the 
same in all countries, says Kåre Schultz, 
Novo Nordisk’s chief operating officer.

Novo Nordisk has its own wholly owned 
country organisations – affiliates as they 
are called internally – in 75 countries, 
organised in five regions, each reporting 
to a senior vice president: Europe, North 
America, International Operations, Region 
China and Japan & Korea. The reporting 
lines meet at Kåre Schultz’s desk. 

Novo Nordisk’s business model and 
strategy is basically the same in all regions, 

and based on a common ambition, 
which is to be the leading diabetes care 
company, both in commercial terms 
and when it comes to making a positive 
change for people with diabetes. 

“Our core offering to people with 
diabetes all over the world is sophisticated 
proteins – biologic pharmaceuticals 
such as modern insulins – to which our 
scientists have been able to give some 
distinct properties that can help better 
control the disease,” says Kåre Schultz. 
“We market and sell the products the 
same way globally, which is by sharing the 
clinical knowledge about our products 
with doctors, so they can make an 
informed choice about whether they are 
right for their patients. At the same time, 
we present the payers – whether these are 
public health systems or private insurance 

companies – with evidence about the 
cost-efficiency of our products so they can 
make informed decisions about pricing 
and reimbursement. This is in essence our 
business model all over the world.”

In many countries Novo Nordisk also 
engages in activities aimed at improving 
awareness about diabetes and training 
doctors in managing the disease. This 
work is much appreciated, especially in 
developing countries where diabetes has 
only recently become a serious problem 
and where there is not the knowledge or 
capacity to deal with the disease. “I see 
this as a long-term investment,” says Kåre 
Schultz. “It can take many years to create 
a sustainable business in these countries, 
but once the economy allows for proper 
diabetes care for the population, doctors 
and health authorities will remember that 

Many markets 
– one model
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we were there for them when the going 
was tough. That’s our experience.”

Competitors
In the insulin market, Novo Nordisk’s main 
competitors are the same all over the world, 
Eli Lilly and Sanofi. In addition, there are 
local competitors in some countries such 
as China and India, but they primarily offer 
older-generation products and have not 
been able to gain significant market shares. 

In the biopharmaceuticals business, Novo 
Nordisk faces competition in some markets 
from producers of biosimilar medicines 
(products that are similar, but not identical 
to an original medicine), for example 
human growth hormone. But so far it has 
not had a dramatic impact on the business.

CONTINuED

Diabetes care
Value market share by geographic region
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Chief Operating Officer Kåre 
Schultz (far left) travels to meet 

management teams in key 
markets several times a year.
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       North America

The US is the world’s largest market 
for pharmaceuticals, accounting for 
approximately 34% of global sales. 
It took Novo Nordisk many years and 
several failed attempts to establish a 
successful presence there. But this was 
achieved around 10 years ago when Novo 
Nordisk launched its first modern insulins 
(insulin analogues) and NovoSeven® (a 
haemophilia product) in the US. At the 
same time, major investments were made 
in building a strong organisation, which 
today totals more than 5,000 people. 

Since then there has been no looking 
back. Today, North America is Novo 
Nordisk’s largest and fastest growing 
region by far. In 2012, the region 
accounted for 66% of Novo Nordisk’s 
total sales growth. And this picture will 
not change in the foreseeable future, 
predicts Kåre Schultz:

“Diabetes is on the rise, and we have 
a range of great products on the market, 
even more promising products in our 
pipeline and an organisation that has 
proved it can meet our customers’ needs.”

In his view there is still a major growth 
potential for Novo Nordisk’s current 
modern insulins and Victoza® (liraglutide): 
“Our insulin market share is still lower in 
the US than it is in many other countries, 
and I can’t see why this should be the 
case, especially when we launch Tresiba®. 
Another thing to keep in mind is that 
in the US, only around 35% of insulin 
is delivered in pen systems, such as 

FlexPen®. In Europe, it’s close to 100%. 
This means there’s still a significant 
potential to upgrade treatment in the US.”

In the GLP-1 market Victoza® is already 
the market leader. It is still a relatively 
small market but predicted to grow in the 
coming years, and Kåre Schultz believes 
there is a good chance Novo Nordisk will 
capture the lion’s share of this growth, not 
only with Victoza® but also with IDegLira 
(a fixed-ratio combination of insulin 
degludec and liraglutide) and semaglutide 
(a once-weekly GLP-1 analogue) which 
Novo Nordisk hopes to bring to the market 
some years from now.

Prices
Novo Nordisk has experienced increasing 
pressure on prices in recent years 
when bidding for large contracts with 
managed care organisations and with the 
government, and Kåre Schultz predicts 
this will continue. “I still think the US 
will remain the most attractive market in 
the world for a company such as ours, 
which is able to bring new and innovative 
products to the market.

”Unlike many other countries, the US is 
willing to pay for innovation. This means 
that new products get a higher premium 
than elsewhere. But once they go off 
patent, a competitive market for generics 
ensures that prices drop to a fraction 
of what they were before. And since 
many blockbuster drugs have lost patent 
protection in recent years, the net effect 
is that the total spend on pharmaceuticals 
isn’t growing.”

When asked what – apart from good 
products – is the key to success in the 
US market, Kåre Schultz highlights the 
importance of having good people and 
a strong organisation. “Furthermore, we 
learned the hard way 10–20 years ago 
that if you don’t know every detail of how 
the US market functions, you don’t have a 
chance, because it’s extremely complex,” 
he says. “First you have to realise that it’s 
not one market, it’s a myriad of market 
segments. The largest segment, where 
prices are highest, is the managed care 
segment, which is financed through 
private health insurance paid by employers 

or individuals. Then there is ‘Medicare 
Part D’, the government-subsidised health 
insurance for the elderly, operated by 
the same managed care organisations, 
where prices are lower. And Medicaid, the 
government-funded health offering for 
people with a low income. These are just 
a few of the segments. The point is that 
each segment has its own way of working, 
which you must really understand and 
respond well to. I think it’s fair to say that 
this is what we’re doing now.”

The sluggish economy in most European 
countries and the short-term cost 
containment measures that followed 
have made Europe a tough place for most 
pharmaceutical companies. In the largely 
publicly funded European healthcare 
systems, governments have been driving 
down prices, making it very challenging 
to obtain a price for new products that 
justifies the research and development 
costs. In addition, reimbursement 
restrictions often prevent innovative 
medicines from reaching patients. As a 
result, pharmaceutical companies have laid 
off thousands of employees in Europe in 
recent years. Novo Nordisk has been hit, 
too, with a total of 350 jobs cut in the 
European organisation in 2011 and 2012.

“I don’t agree with the argument that, 
in the current economic climate, European 
countries can’t afford to pay for new and 
better products,” says Kåre Schultz. “To 
me, it’s a matter of priority. The most 
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       International Operations

+18%
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worrying thing is that if nobody wants to 
pay a premium for innovation, then there’ll 
be no innovation, and Europe desperately 
needs innovative industries to drive future 
growth.”

However, even in this difficult economic 
climate, Novo Nordisk managed to grow 
European sales by approximately 3% in 
2012. Victoza® is the key growth driver 
in most European markets and it is likely 
to stay that way in the coming years. 
Longer term, Tresiba® (insulin degludec), 
which Novo Nordisk is launching in some 
European markets in 2013, will create 
additional growth, but it will take time for 
this product to penetrate the market – as 
it does for all new insulin products.

Future growth rates
Kåre Schultz cannot see how Novo Nordisk 
can grow its business in Europe much 
more than it is doing right now. In the near 
term there are no signs that the European 
economies are improving, so more and 
even tougher measures to limit spending 
on drugs, especially new drugs, are to 
be expected. Furthermore, the diabetes 
market is well developed, the diagnosis rate 
is high, birth rates low, and Novo Nordisk 
has a high insulin market share of around 
50% measured by volume. This means that 
there are limits to how much Novo Nordisk 
can expect to grow. 

In recent years there has been much 
speculation about whether producers of 
biosimilar insulin (insulin which is similar but 
not identical to the original) would enter 
the European market on a large scale. So 

far this has not happened, and Kåre Schultz 
doubts it will. “Insulin prices are already 
very low in many countries and I think the 
biosimilar insulin producers have concluded 
that it’s an unattractive market to enter.”

“Thinking of International Operations 
as a region requires a stretch of the 
imagination,” says Kåre Schultz. “We’re 
talking about 149 countries all over the 
world with more than 4 billion people – 
Latin America, Africa, Middle East, the 
Gulf, most of Asia and Australia. Here 
you will find some of the world’s poorest 
countries and some of the world’s richest 
– it’s a region of extraordinary diversity. 
This means we must be able to meet 
the demand for both standard therapy 
in the form of human insulin in vials at 
rock-bottom prices and advanced modern 
insulin products in sophisticated pen 

systems, which are sold at prices similar 
to those seen in Europe and the US.”

Even within many of the countries, there 
are diverse markets. Brazil, for example, 
has both a public tender market for human 
insulin vials, a mid-price market where 
Novo Nordisk delivers to the social security 
system and a private market for high-
end products for people who either have 
private insurance or can pay out of pocket.

What the countries have in common is that 
the incidence of diabetes is increasing, and 
many of them are enjoying economic growth 
way above what is seen in the Western world. 
This means they can afford to extend the 
reach and quality of their healthcare systems.

Indonesia and Brazil are two examples 
from different parts of the world. In both 
countries, people demand or expect that 
some of the economic growth is translated 
into better healthcare for them. And there’s 
a political will to do so. 

Kåre Schultz expects this development 
to continue: “I can’t see why not. With 
the increasing urbanisation and wealth 
in all these countries, diabetes rates 
will continue to increase. And most of 
the countries have good prospects for 
continued economic growth and will 
continue to invest in better healthcare, 
including diabetes care. Keep in mind 
that healthcare spend per capita in most 
countries in International Operations is 
only a fraction of what it is in Europe 
or Japan – both in absolute terms and 
relative to GDP”. (See table on p 37.)

Rutha Gordon from Somerset, 
New Jersey, USA, has type 2 
diabetes. It is estimated that 

more than 24 million people in 
the United States have diabetes.

CONTINuED
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Liu Jing works as a Novo Nordisk medical 
representative in Beijing, China. In China more 
than 90 million people are living with diabetes.

Novo Nordisk’s experience is that 
when economies develop further, the 
healthcare systems offer treatment for 
more diseases and conditions. As a result, 
sales of NovoSeven® and Norditropin® 
(human growth hormone) are showing 
growth in many countries in International 
Operations. And Kåre Schultz believes 
that Victoza® will eventually become a big 
product in these countries. “Sure, it will 
take years, because initially the product 
won’t be reimbursed, so only people who 
can afford to pay for it themselves will 
be able to get it. But in many countries 
it will eventually be reimbursed or partly 
reimbursed by the healthcare system, and 
then I think we’ll see the same market 
penetration for Victoza® as we’re currently 
seeing in Europe and North America.”

Growth opportunities 
Kåre Schultz sees the biggest business 
opportunities for Novo Nordisk in the 
countries and regions with large populations 
and high economic growth such as Brazil, 
Indonesia, India and some countries in the 
Middle East. “But frankly, I see a growing 
market for years to come in most of the 
countries in International Operations; it’s 
just a question of when,” he says. “In some 
cases it’s happening now, in other countries 
it’s just around the corner. In some African 
countries, it’ll take years for the market to 
grow, but it will happen eventually, I’m sure.” 

In terms of organisation, Novo Nordisk’s 
strategy is – and has always been – to 
establish an organisation very early – 
as soon as there are signs of a market 

developing. The organisation is expanded 
gradually as the market develops. Vietnam 
and Peru are examples of countries where 
Novo Nordisk is building a bigger presence 
right now. “And we do it organically,” 
says Kåre Schultz. “Unlike many other 
international pharma companies, we’re not 
believers in building a presence through 
acquisition of local companies. We prefer 
to hire our own people and train them to 
become the best.”

Japan, the big brother in this two-country 
region, was for many years Novo Nordisk’s 
largest market in terms of sales. Today, it 
is number two after the US, just ahead of 
China. But as in Europe, Japan’s economy 
is in trouble; the population is ageing, and 
Novo Nordisk has a high insulin market 
share. Not the best conditions for growing 
a business, and Kåre Schultz admits it 

will be difficult to achieve more than low 
single-digit growth in the coming years.

Nevertheless, despite market share 
losses in recent years, Novo Nordisk is the 
clear insulin market leader in Japan with 
a 55% market share measured in volume. 
It is also number one in the growth 
hormone market with Norditropin®, which 
is delivered in the new-generation pen 
system FlexPro®, and the company is doing 
well with NovoSeven® and Victoza®. 

In the Japanese insulin market, 
competition is most intense in the long-
acting (basal) insulin segment, where 
competitors have made inroads in recent 
years. Soon, Novo Nordisk expects to 
launch Tresiba®.

Kåre Schultz is confident that Tresiba® 
will help stabilise Novo Nordisk’s 
position in the short term and, over 
time, grow the company’s insulin market 
share in Japan: “Tresiba® changes the 
competitive situation,” he says. “Studies 
have shown that, when compared with 
insulin glargine, Tresiba® gives the same 
level of blood glucose reduction with a 
significantly lower rate of hypoglycaemia 
during the night. In addition, we will 
make it available in FlexTouch®, our 
latest prefilled insulin pen, which is well 
suited for the very sophisticated Japanese 
market, where 98% of our insulin is 
delivered in pen systems.”
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North America Europe
International 
Operations Japan & Korea Region China

Key regional facts

Population (million)

GDP per capita (uSD)1

Healthcare spend per capita (uSD)1

Physicians per 1,000 people1

Number of people with diabetes (million)2

Diagnosis rate2

Diabetes national prevalence2

Novo Nordisk total sales (DKK billion)

Insulin value market share3

Insulin volume market share3

346

26

8,049

11%

38%

48,632

78%

2.4

34.2

42%

537

32

3,373

8%

48%

35,036

64%

3.3

19.7

50%

4,347

197

255

8%

51%

4,594

46%

1.1

11.1

58%

178

14

3,329

11%

56%

39,322

53%

2.1

6.6

52%

1,344

91

221

9%

60%

5,430

43%

1.4

6.4

60%

1. The World Bank. 2. International Diabetes Federation. 3. IMS Health, Midas Quantum, version November 2012.
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       Region China

China became its own business region 
for Novo Nordisk in 2011, reflecting its 
large and growing strategic importance 
for the company: as a market for diabetes 
products, as an attractive production base 
and as a source of scientific innovation. 

With more than 90 million people with 
diabetes, China has the dubious distinction 
of being the country with the most people 
affected by this disease. It has not always 
been that way, but with economic growth 
comes urbanisation, with urbanisation 
come sedentary lifestyles – and then 
diabetes follows. This is the same pattern 
seen in other rapidly developing countries, 
but obviously on a much larger scale in a 

country with an aging population of 1.3 
billion. On top of this, there is another 
problem: 20 years ago very few doctors 
in China knew how to treat diabetes, and 
outside the bigger cities this is often still 
the case. Novo Nordisk established its own 
affiliate in China in 1994 and to this day, 
the company’s main focus has therefore 
been to educate doctors and patients on 
proper diabetes care, including how to 
use insulin effectively and safely. A recent 
analysis demonstrated that between 2006 
and 2010 Novo Nordisk and partners 
trained 55,000 doctors and 280,000 
patients in China. Along the way, the 
company established itself as the market 
leader, today holding a 37% share of the 
diabetes market measured in value.

It is a high priority for the Chinese 
government to improve the quality and 
reach of the country’s healthcare system. 
“As a result, many more people today have 
access to diabetes care, especially in the 
large cities. And the government’s ambition 
is to make similar improvements in smaller 
cities and in rural areas,” says Kåre Schultz, 
noting that, in China, ‘smaller cities’ often 
have more than a million inhabitants. “But 
it takes time to make these improvements, 
because of the size of the country and 
because the healthcare system is a complex 
environment with many interests and 
decision-makers. In China, the central 

state government, the provinces, cities and 
counties all play a role. Understanding the 
structure of China’s healthcare system is 
essential.”

Pressure on prices
Many people with diabetes outside the 
large cities still do not have access to 
proper diabetes care. As this changes, 
the market for insulin and other diabetes 
products will become bigger. On the other 
hand, Novo Nordisk will also face – and is 
already facing – an increased pressure on 
prices as both the national and provincial 
governments try to limit spending on 
drugs. One way they have done this is by 
creating a list of essential drugs that are 
purchased from pharmaceutical companies 
in large quantities at very low prices by 
provincial governments. 

Drugs on the Essential Drug Lists are 
primarily older products which have gone 
off patent, such as human insulin. But 
there will still be a growing market for 
newer and higher priced pharmaceuticals 
in China, predicts Kåre Schultz: “The health 
awareness and purchasing power of many 
Chinese families is growing, and they’re 
willing to pay for – or have private health 
insurance that covers – the newer and more 
innovative treatments. That’s why I think 
that, over time, a treatment like Victoza® 
will become very big in China.”



Entering into 2012, Novo Nordisk was cited by Forbes magazine as ‘The most sustainable 
company on Earth’. A prestigious position, hard-earned and tough to defend. What does 
it take to win? And is it possible at all to be a sustainable business?

Sustainable growth
– can it be done?

Novo Nordisk’s projected growth trajectory 
puts the company’s sustainability aspirations 
to the stress test. How can it increase 
production while keeping environmental 
impacts down? How can it expand access 
to care where public healthcare’s financial 
means are limited or healthcare services 
are inadequate? Novo Nordisk has given 
itself the challenge to demonstrate that 
sustainable growth is possible. 

“Sustainability – in the world and in 
business – is an imperative for survival 
and continued development. Climate 
change, scarcity of resources, population 
growth and uneven distribution of 
wealth are bound to have an impact 
on prospects for the future,” explains 
Lise Kingo, executive vice president of 
Corporate Relations at Novo Nordisk. 
And she knows what she is talking about. 
For 20 years she has spearheaded the 
development of Novo Nordisk’s Triple 
Bottom Line business principle, from 
what was initially an interesting idea  
to its current centre-stage position as a 
beacon for sustainable business practices. 

“Managing a business sustainably 
requires an ability to reconcile internal 
business interests with society’s and 
external stakeholder priorities – short 

term as well as long term. This is the way 
we grow our business while creating 
sustainable value for stakeholders. The 
Triple Bottom Line business principle is 
our way to ensure balanced decisions that 
take a broad perspective and consider 
both business and societal interests,” says 
Lise Kingo.

Lean and green 
Eco-productivity – the ratio of environmental 
impacts relative to outputs – gave some of 
the high scores that brought Novo Nordisk 
to the top of the Global 100 Index as ‘The 
World’s most sustainable company’. The 
index is based on a rigorous benchmark 
analysis of leading global companies on  
a set of key performance indicators across 
all three bottom lines. It aims to recognise 
those global corporations that are most 
profitable and have been most proactive 
in managing environmental, social and 
corporate governance issues. On all counts, 
Novo Nordisk came out as the winner in 2012.

Over the past 10 years, Novo Nordisk 
has more than doubled sales and yet 
managed to decrease the use of energy 
and water as well as CO2 emissions. The 
goal is to continue to decouple growth  
in production and environmental impacts.

The long-term target is to reduce, 
in absolute terms, production-related 
carbon emissions by 10% over a 10-year 
period until 2014. This goal has forced 
the organisation to think creatively, 
explore all opportunities for energy 
savings and develop a robust business case.

No trust, no business! 
What few people know is that Novo 
Novo Nordisk’s sustainability leadership 
is borne out of being confronted by 
challenges. Over the years, Novo Nordisk 
has learnt how to turn difficult issues 
such as genetic engineering, animal 
testing, clinical development and access 
to care into opportunities by listening  
and responding to stakeholders. 

“Treating people with respect is one  
of the essentials in the Novo Nordisk Way 
which also speaks to the importance of 
building and maintaining good relations 
with stakeholders. This is the foundation 
for earning their trust and respect. We 
want to be respected for putting patients 
first, leading in sustainability, being an 
outstanding workplace and having an 
excellent reputation,” says Lise Kingo. 

As Novo Nordisk continues to report 
solid growth rates in spite of the economic 



Novo Nordisk’s largest production site 
in Kalundborg, Denmark, is an example 
of sustainable growth in practice. 

CONTINuED

20 years in the business 
of sustainability
Twenty years ago Novo Nordisk hosted its first meeting with 
critical stakeholders at the table to learn how to meet their 
expectations without compromising business objectives. 
The book 20 years in the business of sustainability tells the 
story of Novo Nordisk’s journey, the lessons learnt and the 
challenges ahead in becoming a sustainable business. 

One key learning has been how to engage with stakeholders 
to better understand their priorities, to learn with them, and to 
partner up on shaping common solutions to the big issues. 

The book was prepared on the occasion of RIO+20, the UN 
Conference on Sustainable Development which took place in 
Rio de Janeiro in June 2012. Novo Nordisk representatives were 
among the more than 50,000 people attending, alongside world 
leaders who met to discuss and deal with the big global issues 
and point to a more sustainable future – ‘The future we want’.

Novo Nordisk co-hosted an event that dealt with one of the 
new challenges: Next Generation Living – the links between 
healthy living and sustainability. “In this light we were 
particularly pleased to see that prevention, detection and 
treatment of non-communicable diseases, such as diabetes, 
were included in the outcome document as a priority for 
policymakers as part of the sustainability agenda. Just as 
importantly, business is now invited to the table to help come 
up with solutions to the global issues, and Novo Nordisk 
has been invited to team up with other global leaders in the 
UN process of defining a set of global sustainability goals. 
Partnerships will be the name of the game, and we are keen 
to play our part,” says Lise Kingo. 

The conference marked the 20th anniversary of the 1992 
Earth Summit in Rio, which was a turning point that brought 
environmental issues onto the international political agenda. 
For Novo Nordisk, it also marked the start of the company’s 
commitment to sustainable development.

slowdown, the company attracts more 
attention. Accountable and transparent 
performance management and reporting 
remains an important way to earn the trust 
of stakeholders. “We need to walk the 
talk in everything we do,” says Lise Kingo. 
“There is growing regulatory scrutiny into 
pharmaceutical companies’ compliance 
with rules and regulations for clinical trials, 
patient safety, product quality and business 
ethics. And companies must be able to 
disclose how they – and their suppliers – 
live up to regulatory requirements.” 

“That’s why it’s so crucial that every 
Novo Nordisk employee understands and 
embraces the values on which we build 
our business, including the Triple Bottom 
Line business principle.”

Health for all
Access to care is a global issue. And 
pharmaceutical companies are expected 
to do their part in ensuring that people 
have access to affordable medicines 
and proper care. Novo Nordisk’s global 
commitments to Changing Diabetes® and 
Changing Possibilities in Haemophilia® are 
the umbrellas for the company’s efforts 
to improve access to care, complemented 
by donations to the World Diabetes 
Foundation and the Novo Nordisk 
Haemophilia Foundation. 

In just one generation the prevalence 
of type 2 diabetes has risen to epidemic 
proportions, and the situation is becoming 
unsustainable. Today, 80% of all people 
living with diabetes live in low- and middle-

income countries that account for only 20% 
of total global healthcare spending. Diabetes 
prevalence is growing most rapidly in South-
East Asia and Africa, and is hitting young 
people at their most productive age, even 
children and adolescents. 

“In the face of such a daunting challenge, 
the response has to be bold. We have 
decided to accelerate our reach, in particular 
towards people with diabetes living in low- 
and middle-income countries, and have 
now set an ambitious long-term target – 
Changing Diabetes® 40by20: by 2020, Novo 
Nordisk wants to provide medical treatment 
for an estimated 40 million people with 
diabetes worldwide. This is a doubling from 
the 2011 baseline.

“Novo Nordisk has the broadest portfolio 
of diabetes care products, including human 
insulin and the most advanced modern 
treatments. This means that we can serve 
people with diabetes in most income 
groups, in rich and poor markets. With 
our products, global presence and strong 
partnerships we believe we can change 
diabetes sustainably. 

“We can only achieve this ambition if 
we pursue volume growth as well as value 
market shares,” Lise Kingo stresses. China 
and International Operations will be central 
to achieving the new 40by20 ambition. 
“We’re focusing on eight strategic markets 
in International Operations with the biggest 
need and potential: Algeria, Argentina, 
Australia, Brazil, India, Mexico, Russia and 
Turkey. We will also scale up our efforts in 
the countries selected by Novo Nordisk as 

our ‘NextSix’ markets: Columbia, Egypt, 
Indonesia, Malaysia, Vietnam and Ukraine.

“For the past 10 years we’ve been working 
with our partners to overcome the barriers to 
access to diabetes care in the world’s poorest 
countries, through our donations to the 
World Diabetes Foundation, our differential 
pricing policy, awareness-raising and 
education targeting healthcare professionals 
and patients. And we’ve learnt a great deal. 
We have also realised that we must scale up 
to maximise our impact. 

“First of all we must ensure that our low-
cost insulin products benefit the patients,” 
Lise Kingo explains. “Our pricing policy is 
a good offer, but it is not enough.” Novo 
Nordisk is therefore piloting a new approach 
to building a business model at the base of 
the economic pyramid. In Kenya, Nigeria and 
India, the company is experimenting with 
new types of partnerships and distribution 
channels to ensure they reach people living in 
urban as well as rural areas. And by printing 
the retail price on the packaging, mark-ups 
and product diversion can be pre-empted.

“Secondly, we need to improve healthcare 
capacity. In many low- and middle-income 
countries, there are too few trained diabetes 
physicians and nurses to cater for the 
growing number of people with diabetes, 
not least outside of the cities. On average 
a general practitioner will receive two days 
of diabetes training during a full medical 
curriculum. For many years, the Steno 
Diabetes Center has supported education
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changing 
diabetes® 
365 days a year
On World Diabetes Day Novo Nordisk 
employees around the world took part 
in activities to raise awareness about 
diabetes, how it can be effectively 
treated and how it can be prevented. 
This effort goes on throughout the 
year, as corporate programmes or local 
initiatives, and often with external 
partners. Novo Nordisk’s Changing 
Diabetes® programmes address needs 
for improved access for proper care 
to people with diabetes throughout 
the world. Learn more at novonordisk.
com/ about_us/changing-diabetes/ 
CD_programmes.asp.

World Diabetes Day 2012: 
People form a blue circle 
– the international ‘unite 
for diabetes’ symbol – around 
the independence monument 
El Ángel, Mexico City.

of healthcare professionals in China, Brazil 
and India. Now the time has come to 
scale up through a novel train-the-trainer 
concept so we can broaden our reach 
through education,” Lise Kingo points out. 

Finally, the company will put focus on 
the next generation. Lise Kingo explains: 
“To truly break the curve, we need to 
target women and children. Ninety years 
after the discovery of insulin there are still 
children who die because of lack of access 
to diagnosis, treatment and care. We will 
continue to provide free insulin and support 
children with type 1 diabetes, their families 
and their caregivers through our Changing 
Diabetes in Children® programme. We also 
focus on diabetes during pregnancy, which 
in South-East Asia, for example, affects as 
many as 16–20% of all pregnant women. It 
can cause complications during pregnancy 
and birth, and both mother and child are 
at higher risk of developing type 2 diabetes 
later in life. We work to improve diagnosis, 
care and follow-up of women with 
gestational diabetes in Nicaragua, India and 
Colombia. Another project is looking at 
prevention of diabetes at its earliest stage, 
namely before a child is born, by improving 
health literacy among young couples in 
Malaysia getting ready to start a family”. 

The patient’s own ability to manage 
their diabetes, with the support of the 
healthcare professional team, is critical 
for successful treatment. “Our ability 
to improve outcomes and quality of life 
requires that we fully understand patients’ 
needs. In 2012 we completed the two 
largest global studies conducted to date 
looking into the psychosocial aspects of life 
with diabetes and haemophilia. People with 
diabetes and haemophilia, their families 
and caregivers have participated in the 

surveys. The next step is to translate these 
insights into new solutions for improved 
care and self-management in collaboration 
with global and local partners.”

Engaged people drive performance
What engages people in Novo Nordisk 
is the conviction that the company is 
improving lives for people with diabetes, 
haemophilia and other chronic conditions. 
Being patient-centric begins in the lab and 
carries on through clinical development 
and the entire production and distribution 
chain, all the way until the products are in 
the hands of the patient.

“Engaged people drive performance. 
Therefore, there has to be alignment 
between personal values and the values that 
define one’s work life. People who choose 
to work with Novo Nordisk most often do so 
because they see opportunities to put their 
talent into play in ways that really make a 
difference in people’s lives,” says Lise Kingo, 
“We call it life-changing careers.”

As the company onboards more than 
5,000 new people each year, it becomes 
increasingly important that people 
understand and live the Novo Nordisk Way. 

“Over the past decade we have been 
focused on nurturing a diverse and inclusive 
working environment. Diversity fosters 
motivation, competitiveness and innovation,” 
says Lise Kingo, who does not hide the fact 
that she is keen to see Novo Nordisk as an 
even more diverse and inclusive workplace.

Documenting value creation 
The Triple Bottom Line business principle 
is a source of employee pride and external 
recognition that has helped safeguard the 
company’s reputation and stakeholder 
confidence through challenging times. “We 

will scale up our efforts to be a sustainable 
business, and through the Blueprint for 
Change programme we will document how 
these activities create value for our business, 
society and patients,” says Lise Kingo. 

The Blueprint for Change programme 
complements the integrated annual 
reporting in communicating value creation 
by conducting ‘deep dive’ case studies from 
different corners of the business. Adding 
to the series of case studies on how the 
company is Changing Diabetes in different 
business environments – China, US and 
Bangladesh – the most recent study looks 
into business opportunities in Indonesia, 
one of Novo Nordisk’s new strategic markets.

The case studies explore how to 
document value, measured in both financial 
and intangible value, and how to leverage 
and increase value for Novo Nordisk and its 
stakeholders. In Bangladesh, for example, 
a strategic partnership with a patient 
organisation resulted in more efficient 
distribution and use of Novo Nordisk’s 
differential pricing policy, leading to better 
treatment offerings for the more than 8 
million people in the country that have 
diabetes, and stronger relationships and 
increased sales for the company. 

“Our method has been taken up as an 
example of ‘shared value’ thinking. This is 
an interesting and fresh perspective that 
we think will inspire other companies to 
embrace sustainability more strategically. 
It speaks in the language of business and 
offers a positive and simple way to go,” 
says Lise Kingo. “In our view, though, 
there is more to it than competitiveness. 
In our approach to business we strive to 
create long-term, sustainable value in a 
bigger picture perspective. For us, the 
patient’s well-being is the ultimate goal.” 

http://www.novonordisk.com/about_us/changing-diabetes/CD_programmes.asp


Whenever investors and financial analysts get depressed about the future, stocks in 
pharmaceutical companies are in demand. The thinking is that the pharmaceutical 
industry is a safe haven in times of uncertainty. After all, people need medicine in 
both good and bad times. But if you think that the pharmaceutical industry is virtually 
risk free, think again. Or ask Jesper Brandgaard, Novo Nordisk’s chief financial officer 
and chairman of the company’s Risk Management Board.

In the current economic 
landscape, tough decisions 

not to launch new products in 
some markets may lie ahead.

CONTINuED

“If you look at global economic 
development in a long-term perspective, 
it’s understandable why many consider 
pharma stocks a relatively safe bet 
compared with other industries,” says 
Jesper Brandgaard. “When they look 
outside of Europe and North America, 
they see many countries which are not 
only growing their economy despite 
all the financial turmoil in the world, 
but which are also spending a rising 
proportion of their gross domestic 
product on healthcare. This means that 
the global demand for medicine and 
the willingness and ability to pay for 
the newest and best treatments will  
be growing.”

That is not to say that the pharma-
ceutical industry is immune to the 
economic problems of the world. Far 
from it, insists Jesper Brandgaard. “The 
contraction in the economy in Europe, 
for example, means that governments 
are finding new ways of curbing public 
spending including cutting the costs 

of medicines by forcing down prices 
and limiting patients’ access to new 
products. And I can’t see this changing 
in the foreseeable future. For us this 
poses a significant risk when launching 
a new product such as Tresiba® (insulin 
degludec), our new generation basal 
insulin with ultra-long duration of action. 
Despite the patient benefits and the data 
supporting the health economic benefits 
of the product, we will have to fight hard 
to obtain what we consider a fair price. 
We may even have to make the tough 
decision not to launch Tresiba® in some 
countries at all, if we can’t agree on a price.”

Jesper Brandgaard notes that with 
the arrival of Tresiba®, which is now 
approved in the EU and Japan, many 
countries will have three generations 
of Novo Nordisk insulin products on 
the market. The low-priced traditional 
human insulins, the mid-priced modern 
insulins, which provide additional 
benefits to patients, and Tresiba®, which 
provides even more benefits at a 

premium price: “It’s important to know 
that the insulin market is a high-volume, 
low-price business compared with many 
other pharmaceuticals,” says Jesper 
Brandgaard. “Daily treatment cost even 
with the best insulin products is modest. 
I realise that these are difficult economic 
times, but if governments don’t want 
to pay a premium for the additional 
benefits of a new product like Tresiba®, 
I hope they will allow their citizens to do 
so. I’m convinced many people would be 
willing to pay the difference out of their 
own pocket if they had the option.”

Jesper Brandgaard emphasises that 
Tresiba® and Ryzodeg® (insulin degludec/
insulin aspart) represent an opportunity 
to upgrade two-thirds of the global 
insulin market measured in value. As 
such these products represent Novo 
Nordisk’s biggest growth opportunity in 
the coming years – and therefore also the 
biggest risk, if the company is unable to 
launch them successfully.



“That’s how it is: with every big 
opportunity comes a risk,” says Jesper 
Brandgaard. “I would be more worried if 
we were unable to continuously develop 
new opportunities – if for some reason 
our researchers ran out of ideas for new 
and better products. Fortunately, I see  
no signs of this happening.”

He points to pipeline products such 
as IDegLira, semaglutide and FIAsp as 
potential new opportunities for both 
patients with diabetes and Novo Nordisk 
(see pp 30–31 for details). Additionally, 
new haemophilia products are under 
way, as is the development of liraglutide 
for treating severe obesity. The business 
risks associated with the latter have 
changed over the past year, Jesper 
Brandgaard notes:

“The regulatory risk has declined, while 
the commercialisation risk has increased. 
A couple of years ago, many thought that 
it would be all but impossible to obtain 
approval from the US Food and Drug 
Administration of new drugs for obesity. 
Nonetheless, in 2012, the agency approved 
two new products for this indication, which 
many see as a sign that the regulatory 
‘sentiment’ around obesity drugs is 
changing in light of the huge problems 
obesity is creating. But when we then look 
at how the first of these products has done 
after its launch, it is clear that approval 
doesn’t equal immediate commercial 
success. The uptake of this product has so 
far been modest. I take it as a sign that the 
commercial risk associated with obesity 
products is higher than previously believed.”

Competition in the 
diabetes care market
With a global insulin market share of 
close to 50% and Victoza® (the once-daily 

GLP-1 product) being the company’s key 
growth driver in 2012, any new moves 
by competitors in the insulin and GLP-1 
markets may pose new risks for Novo 
Nordisk. Jesper Brandgaard mentions a 
few developments to which he is paying 
particular attention:

“The patents on insulin glargine, (Sanofi’s 
long-acting insulin) expire in 2014 in the EU 
and in 2015 in the US. This means that the 
lion’s share of the segment for long-acting 
modern insulins opens up for biosimilar 
producers. It is also worth noting that Lilly 
has a new long-acting insulin in phase 3 
development which, if approved, would also 
compete with Tresiba® in this segment.”

In the GLP-1 market, several companies 
are developing new products, but it is still 
too early to assess the potential commercial 
risks they may eventually pose to Victoza®. 

“Right now, we are closely watching 
exenatide, the GLP-1 product that Bristol 
Myers Squibb – BMS – and Astra Zeneca 
are now selling after BMS acquired 
Amylin,” explains Jesper Brandgaard. “I’m 
very confident that the excellent profile 
of Victoza® will secure its leadership 
position, but BMS has paid a significant 
price for this Amylin product and are 
pushing hard with a big sales force to 
make it a success, so they will have some 
impact in the market, that’s for sure.”

The threat of biosimilars?
In recent years there has been much 
speculation about how much of a risk 
biosimilar products may pose to Novo 
Nordisk. In the human growth hormone 
market, the arrival of biosimilar products 
has led to price erosion in some markets. 
And after the patents for NovoSeven® 
expired in many markets, biosimilar versions 
have been launched in Russia and Iran. 

“The regulatory hurdles of getting a 
complex molecule such as factor VIIa, the 
active molecule of NovoSeven®, approved 
in Europe, the US and Japan are high, so I 
don’t see biosimilar producers as a major 
threat in these markets,” says Jesper 
Brandgaard. “Competition will primarily 
come from established producers such 
as Baxter and Bayer, who are developing 
their own versions of factor VIIa. 
However, we will continue to improve our 
product through new formulations and 
better injection devices to ensure we have 
a competitive edge.”

In the insulin market, biosimilar 
competition is not a new phenomenon 
for Novo Nordisk. For decades there have 
been and still are local insulin producers 
in some countries, but their attempts to 
grow internationally have so far failed.

The insulin market is very different 
from those for other biologic medicines, 
Jesper Brandgaard reiterates: “Insulin is 
a high-volume, low-price business, so it 
doesn’t have the same appeal to biosimilar 
producers as other biologic medicines. 
Even when some of the modern insulins 
lose their patents it will be very difficult 
for biosimilar producers to achieve the 
economies of scale that established 
insulin producers have. Furthermore, to 
be successful a new producer with global 
ambitions must also be able to deliver the 
products in sophisticated pen systems, 
which further adds to the up-front 
investments needed and increases the 
total manufacturing costs.”  
For information on patent expiration of 
Novo Nordisk’s main products, see p 99.



Risk overview
Listed below are the main types of risks 
that Novo Nordisk faces. Many are an 
inherent part of being a pharmaceutical 
company. For some specific risks, reference  
is made to notes in the consolidated 
statements. 

Market risks
The principle market risks Novo Nordisk 
faces are:
•   Negative effects on sales from pricing 

and reimbursement reforms enacted 
by governments. Europe, China and 
the US are all main markets for Novo 
Nordisk where such reforms are being 
implemented. 

•   New products from established 
competitors.

•   Increased competition from producers 
of biosimilar medicines in key markets.

In addition, in some countries in the 
International Operations region (see pp 
35–36), political instability or war may 
pose a risk to Novo Nordisk’s business  
for varying lengths of time.

Delays or failure of pipeline products
Development of a new pharmaceutical 
product is an expensive undertaking that 
can take more than 10 years. It includes 
extensive non-clinical tests and clinical 
trials as well as an elaborate regulatory 
approval process, including approval of 
production facilities. During the process 
obstacles may delay the development of 
a potential product candidate and add 
substantial expense. In some cases, it 
could lead to abandoning the potential 
product candidate altogether. 

In Novo Nordisk’s experience, there 
is a less than 35% chance of a diabetes 
product candidate in phase 1 clinical trials 
ultimately being approved for marketing, 
while the chance of success is around 
40% for products in phase 2 trials and 
rises to around 70% for products in phase 
3 trials, although there remains significant 
uncertainty regarding the timing and 
success of the regulatory approval process.

Supply disruptions
Failure or breakdown in one of the 
company’s or its key suppliers’ vital 
production facilities could adversely 
affect operations and could potentially 
cause employee injuries or infrastructure 
damage. Fire prevention design, alarms 
and fire instructions, annual inspections, 
back-up facilities and safety inventories 
all aim to mitigate this risk. To spread 
this risk geographically and optimise 

costs and supply logistics, Novo Nordisk 
has established production capacity on 
five continents.

Quality and safety issues  
Quality and safety issues may arise if, 
for example, a production facility is not 
approved, a product is not produced 
according to specifications or if side 
effects, which were not detected in 
clinical trials, become apparent when a 
product is used for long periods of time. 
Novo Nordisk proactively manages such 
risks through its global quality system, a 
key priority of which is to minimise risks 
to patient safety and product quality. 
The quality management system aims to 
ensure that all regulatory requirements 
are in compliance and it includes 
standard operating procedures, quality 
audits, quality improvement plans and 
systematic senior management reviews. 
For information on Novo Nordisk’s 
product recalls from 2008 to 2012, see 
pp 13 and 100.

Financial risks
Novo Nordisk’s main financial risks relate 
to exchange rates and tax disputes.

Novo Nordisk’s reporting currency 
and the functional currency of corporate 
operations is the Danish krone, which 
is closely linked to the European euro in 
a narrow range of ±2.25%. However, 
the majority of the company’s sales are 
in US dollars, European euros, Chinese 
yuan, Japanese yen and British pounds. 
Exchange rate risk is therefore the 
company’s biggest financial risk and 
the risk has grown in importance as the 
size of international markets and the 
share of sales in different currencies 
have increased. To manage this risk, the 
company hedges expected future cash 
flows for selected key currencies. For 
more information on how the company 
manages this risk, see note 4.3 and 4.4 
on pp 76–80.

In the course of conducting business 
globally, transfer pricing disputes with 
tax authorities may occur. Novo Nordisk’s 
policy is to pursue a competitive tax level, 
meaning at or below the average for the 
company’s peer group, in a responsible 
way. This means paying relevant tax 
in jurisdictions where business activity 
generates profits. 

To manage uncertainties regarding tax, 
Novo Nordisk has negotiated multi-year 
agreements with tax authorities in key 
markets. For details on taxes paid by the 
company in 2012, see p 67.

Business ethics and legal risks
Business ethics violations and patent 
disputes are the main risks in this area.

The pharmaceutical industry is 
tightly regulated in many respects, 
including when it comes to the claims 
it may make about its products and 
how it may interact with doctors and 
other healthcare professionals. To 
minimise the risk of violation of such 
regulations, over the past decade Novo 
Nordisk has strengthened its global and 
regional business ethics compliance 
programmes. Global governance, 
a business ethics policy and global 
business ethics procedures, together 
with elaborate training programmes and 
tests for employees, close monitoring of 
performance, reporting requirements, 
and audits, all aim to mitigate business 
ethics risks. 

In June 2011, Novo Nordisk settled 
two civil cases with the US Department 
of Justice regarding alleged improper 
marketing of NovoSeven®. As part of the 
settlement, Novo Nordisk paid 25 million 
US dollars, but denied any wrongdoing. 
In addition to the financial settlement 
related to marketing practices in the US 
regarding NovoSeven®, as part of the 
agreement with the US Department of 
Justice, our US affiliate entered into a 
five-year Corporate Integrity Agreement 
with the Office of the Inspector General 
of the US Department of Health and 
Human Services. Under that agreement, 
our US affiliate has added additional 
reporting and other procedures to its 
already robust compliance programme.

Protection of intellectual property in 
the form of patents is a very important 
tool for promoting innovation and 
stimulating long-term economic growth 
and job creation. Novo Nordisk’s 
business model is based on developing 
new, innovative products and when 
the company makes significant new 
inventions it will typically seek to patent 
them. Intellectual property risks occur 
if, for example, a government does not 
recognise the validity of patents or is 
unable to uphold patent rights, or if  
a competitor infringes a Novo Nordisk 
patent or challenges its validity. 

For information on Novo Nordisk’s 
risk policy and risk management 
process, please visit novonordisk.com/
about_us/corporate_governance/risk_
management.asp.
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Breakdown of shareholders
% of capital (% of votes)

■ Novo A/S, Bagsværd,
 Denmark 25.5% (73.5%)

■ Novo Nordisk A/S 3.1% (0.0%)
■ Other 71.4% (26.5%)

Geographic distribution
of shareholders1

% of share capital

■ Denmark 40.4%
■ North America 34.0%
■ UK 12.9%
■ Other 12.7%

■ Dividend per share for the year (left)
 Payout ratio1 (right)
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Shares and capital structure
Novo Nordisk has two classes of shares, 
A shares and B shares. All A shares 
are owned by Novo A/S – a wholly 
owned subsidiary of the Novo Nordisk 
Foundation. Novo Nordisk’s B shares are 
listed on NASDAQ OMX Copenhagen, 
and on the New york Stock Exchange 
as American Depository Receipts 
(ADRs). Through open and proactive 
communication, the company seeks to 
provide the basis for fair and efficient 
pricing of Novo Nordisk’s B shares.

Share capital and ownership
Novo Nordisk’s total share capital of DKK 
560,000,000 is divided into A share capital 
of nominally DKK 107,487,200 and B share 
capital of nominally DKK 452,512,800, of 
which Novo Nordisk A/S and its wholly 
owned affiliates held nominal DKK 
17,416,676 as treasury shares as of 31 
December 2012. The company’s A shares are 
not listed and are held by Novo A/S, a Danish 
public limited liability company wholly owned 

by the Novo Nordisk Foundation. The Novo 
Nordisk Foundation has a dual objective: 
to provide a stable basis for commercial 
and research activities conducted by the 
companies within the Novo Group (of which 
Novo Nordisk is the largest), and to support 
scientific and humanitarian purposes. More 
information on share capital is included in 
note 4.1 on pp 75–76. According to the 
Articles of Association of the Foundation, 
the A shares cannot be divested. As of 
31 December 2012, Novo A/S also held 
nominal value DKK 35,312,800 of B share 
capital. Each A share (nominal value 1 Danish 
krone) carries 1,000 votes, and each B share 
(nominal value 1 Danish krone) carries 100 
votes. With 25.5% of the total share capital, 
Novo A/S controls 73.5% of the total number 
of votes, excluding Novo Nordisk’s stock of 
treasury shares.

Novo Nordisk’s B shares are traded 
in units of DKK 1 and the ratio of Novo 
Nordisk’s B shares to ADRs is 1:1. The B 
shares are issued to the bearer but may, on 
request, be registered in the holder’s name 
in Novo Nordisk’s register of shareholders. 
As Novo Nordisk’s B shares are in bearer 
form, no official record of all shareholders 
exists. Based on available sources of 
information about the company’s 
shareholders as of 31 December 2012, it 
is estimated that shares were distributed 
as shown in the charts on this page. As of 
31 December 2012, the free float of listed 
B shares was 88.3%, which excludes the 
Novo A/S holding and treasury shares.

The capital structure
Novo Nordisk’s Board of Directors and 
Executive Management find that the current 
capital and share structure of Novo Nordisk 
serves the interests of the shareholders and 
the company well, as it provides strategic 
flexibility to pursue Novo Nordisk’s vision 
and a good balance between long-term 
shareholder value creation and competitive 
shareholder return in the short term. Novo 
Nordisk’s guiding principle is that any excess 
capital, after the funding of organic growth 
opportunities and potential acquisitions, is 
returned to investors. The company applies 
a pharmaceutical industry payout ratio 
to dividend payments complemented by 
share repurchase programmes. As decided 
at the 2012 Annual General Meeting, a 
reduction of the company’s B share capital, 
corresponding to approximately 3.4% of 
the total share capital, was implemented in 
April 2012 by cancellation of treasury shares. 
This enables Novo Nordisk to continue to 
buy back shares without exceeding the limit 
for a holding of treasury shares equivalent 
to 10% of the total share capital. During 
the 12-month period since the release of 
the financial results for 2011, Novo Nordisk 
repurchased shares worth DKK 12 billion, in 
line with the share repurchase programme 

implemented in the previous 12-month 
period. Since 2008, the share repurchase 
programme has primarily been conducted in 
accordance with the provisions of European 
Commission Regulation No 2273/2003 
of 22 December 2003 (also known as 
the Safe Harbour Regulation). In this 
programme Novo Nordisk appoints financial 
institutions as lead managers to execute 
a part of its share repurchase programme 
independently and without influence from 
Novo Nordisk. For the next 12 months, 
Novo Nordisk has decided to implement a 
new share repurchase programme with an 
expected total repurchase value of B shares 
amounting to a cash value of up to DKK 14 
billion. Novo Nordisk expects to implement 
the majority of the new share repurchase 
programme according to the Safe Harbour 
Regulation. At the 2013 Annual General 

1.  Dividend for the year as a percentage of net profit.
2.  Adjusted for costs related to the discontinuation of 

pulmonary diabetes projects.
3.  Adjusted for impact from divestment of shares in 

ZymoGenetics.
4.  Proposed dividend for the financial year 2012.1.  Calculated using shareholders’ registered home country.

 Novo Nordisk’s B share closing prices (left)
■ Turnover of B shares (right)

Price development and monthly
turnover of Novo Nordisk’s B shares
on NASDAQ OMX Copenhagen 2012
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Meeting, the Board of Directors will propose 
a further reduction of the company’s B share 
capital, corresponding to approximately 
1.8% of the total share capital, by 
cancellation of 10 million treasury shares. 
After implementation of the share capital 
reduction, Novo Nordisk’s share capital will 
amount to DKK 550,000,000 divided into 
an A share capital of DKK 107,487,200 and 
a B share capital of DKK 442,512,800.

2013 restricted stock 
unit programme
2013 marks the 90th anniversary of the 
first diabetes patients being treated with 
insulin from the company that is now Novo 
Nordisk. To commemorate the occasion, 
employees in the company will be offered 
20 restricted stock units. The programme 
includes all employees as of 1 January 2013, 
apart from employees in the separately 
operating affiliates NNE Pharmaplan and 
NNIT. A restricted stock unit gives the right 
to receive one Novo Nordisk B share free of 
charge on 1 April 2016 subject to continued 
employment and average sales growth of at 
least 5% per year measured in DKK in the 
period 2012–2015.

It is estimated that 474,000 shares will 
be needed for the programme. The costs 
of the programme – approximately DKK 
440 million – will be amortised over the 
period 1 January 2013 to 1 April 2016. No 
dividends will be paid on the restricted 
stock units and the holders will have no 
voting rights until the restricted stock 
units are converted to shares in 2016.

Share price performance
Novo Nordisk’s share price increased by 
39% from its 2011 close of DKK 660 to its 
31 December 2012 close of DKK 916.50.

The company’s share price development 
reflects a leading position in the growing 
diabetes care market, coupled with a 
continued improvement in operating margin 
and encouraging progress within research 
and development (see p 8 for further details 
on operating performance and pp 30–31 for 
further details on research and development 
pipeline developments).

The total market value of Novo Nordisk’s 
B shares, excluding treasury shares, was 
DKK 399 billion at the end of 2012.

Payment of dividends
As illustrated in the figure on p 44, Novo 
Nordisk has continuously increased both 
the payout ratio and the dividend paid 
over the last five years. The dividend for 
2011 recorded in March 2012 was DKK 
14 per share of 1 krone.

At the 2013 Annual General Meeting, 
the Board of Directors will propose a 29% 
increase in the dividend for 2012 to DKK 
18 per A and B share of 1 krone, as well 
as for ADRs. Novo Nordisk does not pay a 
dividend on its holding of treasury shares. 
The proposed dividend corresponds to 
a payout ratio of 45.3%. For 2011, the 
payout ratio was also 45.3%. 

Shareholders’ enquiries concerning 
dividend payments and shareholder 
accounts should be addressed to Investor 
Service (see back cover).

Communication 
with shareholders 
To keep investors updated on 
performance and the progress of clinical 
development programmes, Novo Nordisk 
hosts conference calls with Executive 
Management following key events and 
the release of financial results. Executive 
Management and Investor Relations 
also travel extensively to ensure that 
all investors with a major holding of 
Novo Nordisk shares can meet with 
the company on a regular basis and 
that a number of smaller investors and 
potential investors also have access to 
the company’s Management and Investor 
Relations.

Analyst coverage
Novo Nordisk is currently covered by  
36 sell-side analysts, including the major 
global investment banks that regularly 
produce research reports on Novo 
Nordisk. A list of analysts covering  
Novo Nordisk can be found at 
novonordisk.com/investors.

Internet
Novo Nordisk’s homepage for investors 
is novonordisk.com/investors. It includes 
information about Novo Nordisk’s 
activities: company announcements 
from 1995 onwards, financial, social 
and environmental results, a calendar 
of investor-relevant events, investor 
presentations, background information 
and recent annual reports.

Half year

8 August 2013

First nine months

31 October 2013

First three months

1 May 2013

Full year

30 January 2014

Announcement of financial results

Payment, B shares

26 March 2013

Ex-dividend

21 March 2013

Payment, ADRs

2 April 2013

Record date

25 March 2013

Dividend

Annual General Meeting

20 March 2013

Novo Nordisk’s share performance compared with benchmark indexes

Novo Nordisk’s B shares on NASDAQ OMX, DKK

Novo Nordisk’s ADRs on New york Stock Exchange, uSD

NASDAQ OMX Copenhagen 20 Index

MSCI Europe Health Care Index

MSCI uS Health Care Index
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Novo Nordisk’s Executive Management team and the 
chairman of the Board of Directors on stage at the 
shareholders’ meeting in Copenhagen, March 2012.

Corporate governance is the system 
by which companies are directed and 
controlled. For Novo Nordisk, this 
includes securities laws and corporate 
governance standards in both Denmark 
and the uS, the two countries in which 
the company’s shares are listed. The 
company’s corporate governance also 
includes the internal values-based 
management system called the Novo 
Nordisk Way.

Novo Nordisk’s B shares are listed on 
NASDAQ OMX Copenhagen, and on the 
New York Stock Exchange as American 
Depository Receipts (ADRs). The applicable 
corporate governance codes for each stock 
exchange and a review of Novo Nordisk’s 
compliance are available at novonordisk.
com/about_us. 

In accordance with Section 107b of the 
Danish Financial Statements Act, Novo Nordisk 
discloses its mandatory corporate governance 
report at novonordisk.com/about_us/
corporate_governance/compliance.asp.

Novo Nordisk adheres to the majority 
of the Danish Corporate Governance 
Recommendations, with the following 
exceptions:

•  The Board of Directors has not 
established a remuneration committee.

•  The Board of Directors has not 
established a nomination committee.

•  Current employment contracts for 
Novo Nordisk’s Executive Management 
allow in some instances for severance 
payments of more than 24 months’ fixed 
base salary plus pension contribution.

The reasons for deviating from these re-
commendations are given on pp 48 and 51.

Novo Nordisk is a foreign listed private 
issuer and is in compliance with the 
corporate governance standards of the 
New York Stock Exchange applicable to 
foreign listed private issuers.

The Novo Nordisk Way outlines the 
company’s ambitions and the values 
that characterise the way Novo Nordisk 
does business and interacts with its 
stakeholders. Furthermore, it sets the 
direction for and applies to all employees 
in Novo Nordisk. See p 19 for more 
information about the Novo Nordisk Way.

Novo Nordisk is part of the Novo Group 
(see p 44) and adheres to the Charter for 
Companies in the Novo Group, which is 
available online at novo.dk. However, all 

strategic and operational matters are solely 
decided by the Board of Directors and 
Executive Management of Novo Nordisk.

Governance structure 
Shareholders
Shareholders have ultimate authority over 
the company and exercise their right to 
make decisions at general meetings in 
person, by proxy or by correspondence. 
Resolutions can generally be passed by 
a simple majority. However, resolutions 
to amend the Articles of Association 
require two-thirds of votes cast and 
capital represented, unless other adoption 
requirements are imposed by the Danish 
Companies Act. Novo Nordisk is not aware 
of the existence of any agreements with or 
between shareholders on the exercise of 
votes or control of the company.

At the annual general meeting, 
shareholders approve the annual report 
and any amendments to the company’s 
Articles of Association. Shareholders also 
elect board members and the independent 
auditor.

Novo Nordisk’s share capital is divided 
into A shares and B shares. Special rights 

Corporate governance

http://www.novonordisk.com/about_us
http://www.novonordisk.com/about_us
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attached to A shares include pre-emptive 
subscription rights in the event of an 
increase of the A share capital, pre-
emptive purchase rights in the event of  
a sale of A shares and priority dividend if 
the dividend is below 0.5%. B shares take 
priority for dividends between 0.5% and 
5% and for liquidation proceedings. 

Board of Directors
Novo Nordisk has a two-tier management 
structure consisting of the Board of 
Directors and Executive Management. 
The two bodies are separate and no one 
serves as a member of both. The Board 
of Directors determines the company’s 
overall strategy on behalf of shareholders 
and actively contributes to developing 
the company as a focused, sustainable, 
global pharmaceutical company. The 
Board of Directors supervises Executive 
Management in its decisions and 
operations. The Board of Directors may 
also issue new shares or buy back shares 
in accordance with authorisations granted 
by the general meeting and recorded 
in the meeting minutes. For minutes 
from the annual general meeting, see 
novonordisk.com/about_us.

The Board of Directors has 12 members, 
eight of whom are elected by shareholders 
at general meetings and four by employees 
in Denmark. Shareholder-elected board 

members serve a 1-year term and may be 
re-elected. Members must retire at the first 
general meeting after reaching the age of 
70. Four of the eight shareholder-elected 
board members are independent as defined 
by the Danish Corporate Governance 
Recommendations. See p 53.

A proposal for nomination of board 
members is presented by the Chairmanship 
to the Board of Directors, taking into 
account required competences as defined 
by the Board of Directors’ competence 
profile and reflecting the result of a self-
assessment process facilitated by internal 
or external consultants. The assessment 
process is based on written questionnaires 
and evaluates the Board of Directors’ 
composition and the skills of its members, 
including whether each board member 
and executive participates actively in 
board discussions and contributes with 
independent judgement. The self-
assessment and the Board of Directors’ 
competence profile are used in the 
nomination process.

To ensure that discussions include multiple 
perspectives representing the complex, 
global pharmaceutical environment, the 
Board of Directors aspires to be diverse 
in gender and nationality. Currently, one 
shareholder-elected board member is female 
and five of the eight shareholder-elected 
board members are non-Danes. 

The self-assessment conducted in 2012 

resulted in a further development of the 
strategy process and a continued focus 
on succession preparedness. In order to 
support continued fulfilment of the Novo 
Nordisk Way, criteria for board members 
include integrity, accountability, fairness, 
financial literacy, commitment and desire 
for innovation. Members are also expected 
to have experience managing major 
companies that develop, manufacture and 
market products and services globally. The 
competence profile, which includes the 
nomination criteria, is available online at 
novonordisk.com/about_us.

Under Danish law, Novo Nordisk’s 
employees in Denmark are entitled to be 
represented by half of the total number 
of board members elected at the general 
meeting. In 2010, employees elected four 
board members from among themselves 
– three male and one female, all Danes. 
Board members elected by employees 
serve a 4-year term and have the same 
rights, duties and responsibilities as 
shareholder-elected board members.

Novo Nordisk’s Board of Directors met 
seven times during 2012.

Chairmanship
The annual general meeting directly elects 
the chairman and vice chairman of the 

CONTINuED
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Board of Directors. The Chairmanship 
carries out administrative tasks such as 
planning board meetings to ensure a 
balance between overall strategy-setting, 
and financial and managerial supervision of 
the company. Other tasks include reviewing 
the fixed asset investment portfolio, 
recommending the remuneration of board 
members and Executive Management, and 
proposing candidates for election at  
a general meeting.

In practice, the Chairmanship has the 
roles and responsibilities of nomination 
and remuneration committees, and 
presents recommendations to the Board of 
Directors. The Board of Directors has not 
formally established separate committees, 
and as a result does not conform to 
the Danish Corporate Governance 
Recommendations. This is due to the fact 
that the Board of Directors finds that each 
board member must have the opportunity 
to contribute actively to discussions and 
have access to all relevant information on 
nomination and remuneration.

In March 2012, the annual general 
meeting re-elected Sten Scheibye as 
chairman and Göran Ando as vice chairman. 
See novonordisk.com/about_us for a report 
on the Chairmanship’s activities.

Audit Committee
The three members of Novo Nordisk’s 
Audit Committee are elected by the Board 
of Directors from among its members. All 
members qualify as independent and have 
been designated as financial experts as 
defined by the US Securities and Exchange 
Commission (SEC). Under Danish law, 
all members qualify as financial experts 
and two of the members also qualify as 
independent. 

The Audit Committee assists the Board 
of Directors with oversight of the external 
auditors, the internal audit function, 
complaints regarding fraud or violations 
of business ethics, the financial, social and 
environmental reporting process, business 
ethics compliance and post-investment 
reviews, and in 2012 it was agreed that the 
Audit Committee also assists with oversight 
of long-term incentive programmes. In 
March 2012, the Board of Directors elected 
Hannu Ryöppönen as chairman and Kurt 
Anker Nielsen and Liz Hewitt as members 
of the Audit Committee. See novonordisk.
com/about_us for a report on the Audit 
Committee’s activities.

Executive Management
The Board of Directors has delegated 
responsibility for day-to-day management of 
Novo Nordisk to its Executive Management. 
Executive Management consists of the 
president & chief executive officer plus 
four executives. They are responsible for 
organisation of the company as well as 
allocation of resources, determination and 
implementation of strategies and policies, 
direction-setting, and ensuring timely 
reporting and provision of information to 
the Board of Directors and Novo Nordisk’s 
stakeholders. Executive Management meets 
at least once a month and often more 
frequently. The Board of Directors appoints 
members of Executive Management and 
determines remuneration. The chairmanship 
reviews the performance of the executives.

Assurance 
External audit
The company’s financial reporting and 
the internal controls over financial 

reporting processes are audited by an 
independent auditor elected at the annual 
general meeting. The auditor acts in the 
interest of shareholders and expresses 
an audit opinion on the annual report 
as well as reporting any significant audit 
findings to the Audit Committee and 
the Board of Directors. As part of Novo 
Nordisk’s commitment to its social and 
environmental responsibility, the company 
voluntarily includes an assurance report 
for social and environmental reporting 
in the annual report. The assurance 
provider reviews whether the social and 
environmental performance information 
covers aspects deemed to be material and 
verifies the internal control processes for 
the information reported.

Internal audit
Novo Nordisk’s internal audit function, 
Group Internal Audit, reports to the 
company’s Audit Committee. The internal 
audit function provides independent 
and objective assurance, primarily within 
internal control of financial processes and 
business ethics. 

To ensure that the internal financial 
audit function works independently of 
Executive Management, its charter, audit 
plan and budget are approved by the 
Audit Committee. The Audit Committee 
must approve the appointment, 
remuneration and dismissal of the head 
of the internal audit function.

Three other types of assurance activities 
– quality audits, organisational audits and 
values audits, called facilitations – help 
ensure that the company adheres to 
high-quality standards and operates in 
accordance with the Novo Nordisk Way.

Corporate governance codes and practices

Compliance

Danish and foreign 
laws and regulations

Corporate 
governance 
standards

Novo Nordisk Way

Assurance

Audit of financial data 
and review of social 

and environmental data 
(internal and external)

Facilitation and 
organisational audit 

(internal)

Quality audit 
(internal)

Governance structure

Board of Directors

Chairmanship

Shareholders

Audit Committee

Executive Management

Organisation
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Board of Directors
In 2012, the base fee for members of the Board of Directors was DKK 500,000 (DKK 500,000 in 2011).

1. Bruno Angelici and Thomas Paul Koestler were first elected at the Annual General Meeting in March 2011, and Liz Hewitt was first elected at the Annual General Meeting in March 2012.
2. Pamela J Kirby resigned as of March 2011. Jørgen Wedel resigned as of March 2012.
3. In addition social security taxes have been paid by Novo Nordisk amounting to less than DKK 1 million (less than DKK 1 million in 2011).

2012 2011

  Fee for    Fee for
 Fixed ad hoc tasks and Travel  Fixed ad hoc tasks and Travel 
DKK million base fee committee work allowance Total base fee committee work allowance Total

Sten Scheibye (chairman of the Board) 1.5 – – 1.5 1.5 – – 1.5
Göran Ando (vice chairman of the Board) 1.0 – 0.1 1.1 1.0 0.1 0.1 1.2
Hannu Ryöppönen (chairman of the Audit Committee) 0.5 0.4 0.1 1.0 0.5 0.3 0.1 0.9
Liz Hewitt1 (member of the Audit Committee) 0.4 0.2 0.1 0.7 – – – –
Kurt Anker Nielsen (member of the Audit Committee) 0.5 0.3 – 0.8 0.5 0.5 – 1.0
Bruno Angelici1 0.5 – 0.1 0.6 0.4 – 0.1 0.5
Henrik Gürtler 0.5 – – 0.5 0.5 – – 0.5
Thomas Paul Koestler1 0.5 – 0.3 0.8 0.4 – 0.2 0.6
Anne Marie Kverneland 0.5 – – 0.5 0.5 – – 0.5
Ulrik Hjulmand-Lassen 0.5 – – 0.5 0.5 – – 0.5
Søren Thuesen Pedersen 0.5 – – 0.5 0.5 – – 0.5
Stig Strøbæk 0.5 – – 0.5 0.5 – – 0.5
Jørgen Wedel2 0.1 0.1 0.1 0.3 0.5 0.3 0.3 1.1
Pamela J Kirby2 – – – – 0.1 – – 0.1

Total 7.5 1.0 0.8 9.33 7.4 1.2 0.8 9.43

CONTINuED

Remuneration
Novo Nordisk aims to attract, retain 
and motivate talented individuals. 
The company’s remuneration is 
therefore designed to be competitive. 
Remuneration rewards short- and 
long-term performance and is aligned 
with shareholder interests.

Remuneration of the Board of Directors 
and Executive Management is assessed 
on an annual basis against a benchmark 
of Nordic companies as well as European 
pharmaceutical companies that are 
similar to Novo Nordisk in size and 
complexity. The results are presented 
to Novo Nordisk’s Board of Directors by 
the chairman at its October meeting. 
The company strives for simplicity when 
composing the remuneration package, 
and its remuneration principles provide 
guidance for remuneration of the Board 
of Directors and Executive Management. 
These principles are available at 
novonordisk.com/about_us/corporate_
governance/remuneration.asp.

Board of Directors’ 
remuneration
The remuneration of Novo Nordisk’s 
Board of Directors comprises a fixed base 
fee, a multiplier of the fixed base fee for 
the Chairmanship and members of the 
company’s Audit Committee, fees for ad 
hoc tasks and a travel allowance.

At the December meeting, the Board 
of Directors agrees on recommendations 
for remuneration levels for the next 
financial year. In connection with the 

approval of the annual report, the 
Board of Directors endorses the actual 
remuneration for the past financial year 
and the recommendation on remuneration 
levels for the current financial year. These 
are then presented to the annual general 
meeting for approval.

Travel and other expenses
All board members who reside outside 
Denmark are paid a fixed travel allowance 
when attending board meetings in 
Denmark. No travel allowance is paid to 
board members when attending board 
meetings outside Denmark. The travel 
allowance is 3,000 euros for Europe-
based board members and 6,000 euros 
for US-based board members. Expenses 
such as travel and accommodation 
in relation to board meetings as well 
as relevant continuing education are 
reimbursed. Novo Nordisk also pays 
social security taxes imposed by foreign 
authorities and bank transfer fees.

Variable remuneration
Board members are not offered stock 
options, warrants, restricted stock or 
participation in other incentive schemes.

Executive Management’s 
remuneration
The remuneration of Novo Nordisk’s 
Executive Management is proposed by the 
Chairmanship and approved by the Board 
of Directors. Remuneration packages for 
executives comprise a fixed base salary, 
a cash-based incentive, a share-based 

incentive, a pension contribution and other 
benefits. The split between fixed and 
variable remuneration is intended to result 
in a reasonable part of the salary being 
linked to per formance, while promoting 
sound long- term business decisions to 
achieve the company’s objectives. The 
aggregate maximum amount that may 
be granted as an incentive for a given 
year is currently equal to 14 months’ fixed 
base salary plus pension contribution. All 
incentives are subject to claw-back if it is 
subsequently determined that payment was 
based on information that was manifestly 
misstated.

Fixed base salary
The fixed base salary is intended to attract 
and retain executives with the professional 
and personal competences required to 
drive the company’s performance.

Cash-based incentive
The cash-based incentive is designed to 
incentivise individual performance and 
short-term achievements of individualised 
targets linked to goals in the company’s 
Balanced Scorecard. Short-term targets 
for the chief executive officer are fixed by 
the chairman of the Board of Directors, 
while the targets for the other members 
of Executive Management are fixed by the 
chief executive officer. The Chairmanship 
evaluates the degree of achievement for 
each member of Executive Management 
based on input from the chief executive 
officer.

http://www.novonordisk.com/about_us/corporate_governance/audit_committee.asp
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Fixed fee/base salary

Fee for committee work

Fee for ad hoc tasks

Cash bonus

Share-based incentive

Pensions

Travel allowance

Benefits

Severance payment

Board of 
DirectorsRemuneration

Executive 
Management Comments relating to Executive Management

Accounts for 35–55% of the total value of the remuneration package1

Up to 8 months’ fixed base salary + pension contribution per year

25–30% of fixed base salary and cash-based incentive

Up to 4 months’ (and in certain extraordinary cases up to 6 months’) 
fixed base salary + pension contribution per year

Non-monetary benefits such as company car and phone

Up to 24 months’ fixed base salary + pension contribution for new employment contracts 
while up to 36 months’ fixed base salary + pension contribution for existing contracts

Remuneration package components

Composition of remuneration
Maximum performance

■ Fixed base salary 39%
■ Cash bonus 13%
■ Share-based incentive 33%
■ Pensions 13%
■ Benefits 2%

On-target performance

■ Fixed base salary 52%
■ Cash bonus 9%
■ Share-based incentive 22%
■ Pensions 15%
■ Benefits 2%

1. The interval 35–55% states the span between “maximum performance” and “on-target performance”.

Share-based incentives
The long-term, share-based incentive 
programme is designed to promote the 
collective performance of Executive 
Management and align the interests of 
executives and shareholders. Share-based 
incentives are linked to both financial and 
non-financial targets. 

The long-term incentive programme 
is based on a calculation of shareholder 
value creation compared with planned 
performance. In line with Novo Nordisk’s 
long-term financial targets, the calculation 
of shareholder value creation is based 
on reported operating profit after tax 
reduced by a weighted average cost of 
capital-based return requirement on 
average invested capital. A proportion 
of the calculated shareholder value 
creation is allocated to a joint pool for 
the participants, who include Executive 
Management and other members of the 
Senior Management Board. 

Non-financial targets are determined on 
the basis of an assessment of the objectives 
regarded as particularly important to 
the fulfilment of the company’s long-
term performance. Non-financial targets 
are typically related to achievement of 
specific milestones within research and 
development, such as execution of trials, 
obtainment of product approvals and 
product launches, or within sustainability 
related to patients, environment, company 
reputation and development of employees. 
The total number of non-financial targets 
varies, but consists typically of 10-15 
targets within 5–6 categories.

If the financial target is met for economic 

profit, and at least 85% performance on 
sustainability targets and research and 
development targets respectively, then the 
allocation to the joint pool would correspond 
to four months’ base salary plus pension 
contribution for the Senior Management 
Board. The pool is capped at eight months’ 
base salary plus pension contribution.

This pool is then converted into Novo 
Nordisk B shares, which in any given year 
are locked up for three years before they are 
transferred to the participants. If a participant 
resigns during the lock-up period, his or her 
shares will remain in the joint pool for the 
benefit of the other participants. 

Further information on Novo Nordisk’s 
share-based incentives is available online  
at novonordisk.com/about_us.

Pension
Pension contributions are paid to enable  
an opportunity for executives to build up 
an income for retirement.

Other benefits
Other benefits are added to ensure that 
overall remuneration is competitive and 
aligned with local practice. Such benefits 
are approved by the Board of Directors via 
delegation of powers to the Chairmanship. 

http://www.novonordisk.com/about_us/corporate_governance/audit_committee.asp
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Management’s long-term incentive programme
The shares allocated to the joint pool for 2009 (177,066 shares) were released to the individual participants subsequent to the approval 
of the Annual Report 2012 by the Board of Directors and the announcement on 31 January 2013 of the full-year financial results for 
2012. Based on the share price at the end of 2012, the value of the released shares is as follows:

1. The market value of the shares released in 2013 is based on the Novo Nordisk B share price of DKK 916.50 at the end of 2012.
2. In addition, 13,450 shares (market value: DKK 12.3 million) were released to retired members of the Senior Management Board.

Lars Rebien Sørensen serves as a board member of Danmarks Nationalbank, from which he received remuneration of DKK 22,012 in 2012 (DKK 21,841 in 2011), as a board member of DONG Energy A/S 
until 18 April 2012, from which he received remuneration of DKK 87,500 in 2012 (DKK 175,000 in 2011), as a member of the Supervisory Board of Bertelsmann AG, from which he received remuneration 
of EUR 129,000 in 2012 (EUR 85,000 in 2011) and as board member of Thermo Fisher Scientific Inc, from which he received remuneration of USD 219,840 in 2012 (USD 58,022 in 2011; adjusted by USD 
58,022 after final confirmation of 2011 remuneration). Jesper Brandgaard serves as chairman of the Board of Directors of SimCorp A/S, from which he received remuneration of DKK 801,846 in 2012 (DKK 
753,455 in 2011). Kåre Schultz serves as a board member of LEGO A/S, from which he received remuneration of DKK 300,000 in 2012 (DKK 300,000 in 2011). Kåre Schultz also serves as chairman of the 
Board of Directors of Royal Unibrew A/S, from which he received remuneration of DKK 625,000 in 2012 (DKK 625,000 in 2011). Until January 2013, Mads Krogsgaard Thomsen served as a board member 
of Cellartis AB, from which he received remuneration of SEK 50,000 in 2012 (SEK 50,000 in 2011). As of 1 January 2012, Mr Thomsen also serves as a board member of Copenhagen University, 
from which he received remuneration of DKK 79,800 in 2012.

     Number Market value1

Value as at 31 December 2012 of shares released on 31 January 2013     of shares (DKK million)

Executive Management
Lars Rebien Sørensen     15,764 14.5 
Jesper Brandgaard     10,501 9.6 
Lise Kingo     10,501 9.6 
Kåre Schultz     10,501 9.6 
Mads Krogsgaard Thomsen     10,501 9.6 

Executive Management in total     57,768 52.9 

Other members of the Senior Management Board in total2     105,848 97.0 

Remuneration of the Executive Management and other members  
of the Senior Management Board

1.  The total remuneration for 2012 includes remuneration to 26 senior vice presidents (26 in 2011) of which none has retired or left the company in 2012 (one in 2011). The 2011 remuneration for the 
retired senior vice president is included in the table above, whereas a cash settlement of DKK 5 million is not included.

2.  The joint pool is locked up for three years before it is transferred to the participants employed at the end of the three-year period. The value is the cash amount of the share bonus granted in the 
year using the grant-date market value of Novo Nordisk B shares. Based on the split of participants at the time of establishment of the joint pool, approximately 30% of the pool will be allocated to 
the members of Executive Management and 70% to other members of the Senior Management Board (2011: 30% and 70% respectively). In the lock-up period, the joint pool may potentially be 
reduced in the event of lower-than-planned value creation in subsequent years.

3. Including social security taxes paid amounting to DKK 1.5 million (DKK 1.7 million in 2011).

2012 2011

 Fixed      Share-  Fixed      Share- 
 base Cash   based  base Cash   based 
DKK million salary bonus Pension Benefits incentive Total salary bonus Pension Benefits incentive Total

Executive Management
Lars Rebien Sørensen 8.4 2.9 2.8 0.3 – 14.4 7.3 3.1 2.7 0.3 – 13.4
Jesper Brandgaard 4.8 1.6 1.6 0.3 – 8.3 4.5 1.5 1.5 0.3 – 7.8
Lise Kingo 4.3 1.1 1.4 0.3 – 7.1 4.1 1.4 1.3 0.3 – 7.1
Kåre Schultz 5.2 1.4 1.7 0.3 – 8.6 4.9 1.7 1.7 0.3 – 8.6
Mads Krogsgaard Thomsen 4.8 1.6 1.6 0.3 – 8.3 4.5 1.9 1.5 0.3 – 8.2

Executive Management in total 27.5 8.6 9.1 1.5 – 46.7 25.3 9.6 8.7 1.5 – 45.1

Other members of the Senior 
Management Board in total1 72.13 25.0 22.3 8.4 – 127.8 70.83 26.3 22.4 10.8 – 130.3
 
Joint pool2     73.1 73.1     56.9 56.9

In addition, executives may participate  
in employee benefit programmes such  
as employee share purchase programmes.

Severance payment
Novo Nordisk may terminate employment 
by giving executives 12 months’ notice. 
Executives may terminate their employment 
by giving Novo Nordisk six months’ notice. 
In addition to the notice period, executives 
are entitled to a severance payment.

Current employment contracts allow 

severance payments of up to 36 months’ 
fixed base salary plus pension contributions 
in the event of a merger, acquisition or 
takeover of Novo Nordisk. If an executive’s 
employment is terminated by Novo 
Nordisk for other reasons, the severance 
payment is three months’ fixed base salary 
plus pension contribution per year of 
employment as an executive, taking into 
account previous employment history.

In no event will the severance payment 
be less than 12 months’ or more than 36 

months’ fixed base salary plus pension 
contribution. For future employment 
contracts for executives, the severance 
payment will be no more than 24 
months’ fixed base salary plus pension 
contribution, which will bring Novo 
Nordisk into alignment with the Danish 
Corporate Governance Recommendations 
in the long term.
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Sten Scheibye (chair)

Formerly President and CEO of Coloplast 
A/S, Denmark (retired). Member of the 
Board of Novo Nordisk A/S in 2003, vice 
chairman in 2004 and chairman since 2006.
Management duties: Trade Council 
of Denmark (chair), the Danish Industry 
Foundation (chair), the Denmark-America 
Foundation (chair), the Danish Fulbright 
Commission (vice chair), member of the 
boards of the Novo Nordisk Foundation, 
Rambøll Gruppen A/S, Dades A/S, 
RM Rich. Müller A/S, the Rich. Müller 
Foundation, the Aase and Ejnar Danielsen 
Foundation and the Knud Højgaards 
Foundation, all  
in Denmark.
Special competences: Knowledge of the 
healthcare industry, particularly in relation 
to patients requiring chronic care, and 
managerial skills relating to international 
organisations. 
Education: BComm (1983) from 
Copenhagen Business School, Denmark, 
PhD in Organic Chemistry (1981) and MSc 
in Chemistry and Physics (1978), both from 
the University of Aarhus, Denmark.

Bruno Angelici

Formerly executive vice president of 
AstraZeneca (retired). Member of the Board 
of Novo Nordisk A/S since 2011.
Management duties: Member of the 
boards of Smiths Group plc, UK, and 
Wolters Kluwer, the Netherlands. Member 
of the Global Advisory Board at Takeda 
Pharmaceutical Company Limited, Japan.
Special competences: Extensive global 
experience with two companies in the 
fields of pharmaceuticals and medical 
devices, and in-depth knowledge of 
strategy, sales, marketing and governance 
of major companies.
Education: AMP (1993) from Harvard 
Business School and MBA (1978) from 
Kellogg School of Management at 
Northwestern University, both in the US. 
Law degree (1973) from Reims University 
and BA in Business Administration (1971) 
from École Supérieure de Commerce de 
Reims, both in France.

Henrik Gürtler

President and CEO of Novo A/S, Denmark, 
since 2000. Formerly a member of 
Corporate Management of Novo Nordisk 
A/S with special responsibility for Corporate 
Staffs. Member of the Board of Novo 
Nordisk A/S since 2005.
Management duties: Novozymes A/S 
(chair), Copenhagen Airports A/S (chair) 
and COWI Holding A/S (chair), all in 
Denmark.
Special competences: Knowledge of the 
Novo Group’s business and its policies, and 
knowledge of the international biotech 
industry.
Education: MSc in Chemical Engineering 
(1976) from the Technical University of 
Denmark.

ulrik Hjulmand-Lassen

Senior IT quality advisor in IT Governance. 
Member of the Board of Novo Nordisk A/S 
since 2010.
Education: CISM (2011). Trained as an 
MCSA/IT Security (2009) and as an ISO 
9001 lead auditor (2006). BSc (1985) from 
the Technical University of Denmark/DIA-E.

Thomas Paul Koestler

Executive with Vatera Holdings LLC, US. 
Member of the Board of Novo Nordisk A/S 
since 2011.
Management duties: Member of the 
boards of Momenta Pharmaceuticals Inc., 
ImmusanT Inc., Arisaph Pharmaceuticals 
Inc., Rib-X Pharmaceuticals Inc., and Pearl 
Therapeutics Inc., all in the US. Chairman 

Liz Hewitt

Formerly Group Director Corporate Affairs 
for Smith & Nephew plc, UK (retired). 
Member of the board of Novo Nordisk A/S 
since 2012. Member of the Audit Committee 
of Novo Nordisk A/S since 2012.
Management duties: Member of the 
board and audit committee (chair) of Synergy 
Health plc, UK. External member of the audit 
committee of the House of Lords, UK.
Education: BSc (Econ) (Hons) (1977) from 
University College London, UK, and FCA 
(Institute of Chartered Accountants) (1982).
Special competences: Extensive experience 
within the field of medical devices, significant 
financial knowledge and knowledge of how 
large international companies operate.

Göran Ando (vice chair)

Formerly CEO of Celltech Group plc, UK 
(retired). Member of the Board of Novo 
Nordisk A/S in 2005 and vice chairman 
since 2006.
Management duties: Symphogen A/S, 
Denmark (chair), member of the boards 
of Novo A/S, Denmark, and Molecular 
Partners AG, Switzerland. Member of 
the Scientific Advisory Board of Bausch 
& Lomb, US, and senior advisor to Essex 
Woodlands Health Ventures Ltd., UK.
Special competences: Medical 
qualifications and extensive executive 
background within the international 
pharmaceutical industry.
Education: Specialism in general medicine 
(1978) and degree in medicine (1973), both 
from Linköping Medical University, Sweden.

Board of Directors
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Kurt Anker Nielsen

Formerly CFO and deputy CEO of Novo 
Nordisk A/S. CEO of Novo A/S, Denmark, 
from 2000 to 2003 (retired). Member of 
the Board of Novo Nordisk A/S since 2000. 
Member of the Audit Committee of Novo 
Nordisk A/S since 2004 (chair 2004–2012).
Management duties: Dalhoff Larsen 
& Horneman A/S (chair), Collstrop’s 

Søren Thuesen Pedersen

Currently working as an external affairs 
director in Quality Intelligence. Member of 
the Board of Novo Nordisk A/S since 2006. 
Management duties: Member of the board 
of the Novo Nordisk Foundation since 2002.
Education: BSc in Chemical Engineering 
(1988) from the Engineering Academy of 
Denmark.

Hannu Ryöppönen

Formerly CFO and deputy CEO of Stora 
Enso Oyj, Finland (retired). Member of the 

Stig Strøbæk

Electrician, currently working as a full-time 
shop steward. Member of the Board of 
Novo Nordisk A/S since 1998.
Management duties: Member of the 
board of the Novo Nordisk Foundation 
since 1998.
Education: Diploma as an electrician. 
Diploma in further training for board 
members (2003) from the Danish 
Employees’ Capital Pension Fund (LD).

Anne Marie Kverneland

Laboratory technician, currently working as 
a full-time shop steward. Member of the 
Board of Novo Nordisk A/S since 2000.
Education: Degree in Medical Laboratory 
Technology (1980) from the Copenhagen 
University Hospital, Denmark.

of the Scientific Advisory Board of Bausch 
& Lomb, USA.
Special competences: Extensive R&D 
knowledge, both generally and within the 
field of regulatory affairs. Significant know-
how about the pharmaceutical industry 
in general and how large international 
corporations operate. Additional 
knowledge of the US market.
Education: PhD in Medicine & Pathology 
(1982) from the Roswell Park Memorial 
Institute and BSc in Biology (1975) from 
Daemen College, both in the US.

Mindelegat (chair), Novozymes A/S (vice 
chair), and member of the boards of 
the Novo Nordisk Foundation, Veloxis 
Pharmaceuticals A/S and Vestas Wind 
Systems A/S, all in Denmark. Chairman of 
the audit committees of Novozymes A/S, 
Veloxis Pharmaceuticals A/S and Vestas 
Wind Systems A/S, all in Denmark.
Special competences: In-depth 
knowledge of Novo Nordisk A/S and 
its businesses, working knowledge of 
the global pharmaceutical industry and 
experience in working with accounting, 
financial and capital market issues.
Education: MSc in Commerce and 
Business Administration (1972) from 
Copenhagen Business School, Denmark.

Board of Novo Nordisk A/S since 2009. 
Chairman of the Audit Committee of Novo 
Nordisk A/S since 2012 (member since 
2009).
Management duties: Private equity funds 
Altor 2003 GP Limited (chair), Altor Fund II 
GP Limited (chair) and Altor III GP Limited 
(chair), all in Jersey, Channel Islands. Hakon 
Invest AB (chair), BillerudKorsnäs AB (chair), 
both in Sweden. Member of the board of 
Amer Sports Oyj, Finland, and the private 
equity fund Value Creation Investments 
Limited, Jersey, Channel Islands. Chairman 
of the audit committee of Amer Sports Oyj, 
Finland.
Special competences: International 
executive background and thorough 
understanding of managing finance 
operations in global organisations,  
in particular in relation to accounting, 
financial and capital markets issues,  
but also experience in private equity  
and mergers & acquisitions (M&A). 
Education: BA in Business Administration 
(1976) from Hanken School of Economics, 
Helsinki, Finland.

Name (male/female) First elected Term Nationality Date of birth Independence1

Sten Scheibye (m) 2003 2013 Danish October 1951 Not independent2

Göran Ando (m) 2005 2013 Swedish March 1949 Not independent2

Bruno Angelici (m) 2011 2013 French April 1947 Independent
Henrik Gürtler (m) 2005 2013 Danish August 1953 Not independent2

Liz Hewitt (f) 2012 2013 British November 1956 Independent4,5

Ulrik Hjulmand-Lassen3 (m) 2010 2014 Danish April 1962 Not independent
Thomas Paul Koestler (m) 2011 2013 American June 1951 Independent
Anne Marie Kverneland3 (f) 2000 2014 Danish July 1956 Not independent
Kurt Anker Nielsen (m) 2000 2013 Danish August 1945 Not independent2,4

Søren Thuesen Pedersen3 (m) 2006 2014 Danish December 1964 Not independent
Hannu Ryöppönen (m) 2009 2013 Finnish March 1952 Independent4,5

Stig Strøbæk3 (m) 1998 2014 Danish January 1964 Not independent

1. As designated by NASDAQ OMX Copenhagen in accordance with section 5.4.1 of Recommendations on Corporate Governance.
2. Member of Management or the Board of Novo A/S or the Novo Nordisk Foundation.
3. Elected by employees of Novo Nordisk.
4. Mr Ryöppönen, Mr Nielsen and Ms Hewitt qualify as independent Audit Committee members as defined by the US Securities and Exchange Commission (SEC).
5. Mr Ryöppönen and Ms Hewitt qualify as independent Audit Committee members as defined under part 8 of the Danish Act on Approved Auditors and Audit Firms.
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Executive Management

Jesper Brandgaard
Chief financial officer

Jesper Brandgaard joined Novo Nordisk in 
1999 as senior vice president of Corporate 
Finance. He was appointed executive vice 
president and chief financial officer in 
November 2000.
Other management duties: Chairman of 
the boards of SimCorp A/S and NNIT A/S, 
both in Denmark.
Education: MBA (1995) and MSc in 
Economics and Auditing (1990) from 
Copenhagen Business School, Denmark.
Date of birth: October 1963.

Lars Rebien Sørensen joined Novo Nordisk’s 
Enzymes Marketing in 1982. Over the 
years, he has completed several overseas 
postings, including in the Middle East and 
the US. Mr Sørensen was appointed a 
member of Corporate Management in May 
1994, and in December 1994 he was given 
special responsibility within Corporate 
Management for Health Care. He was 
appointed president and chief executive 
officer in November 2000.
Other management duties: Member 
of the boards of Danmarks Nationalbank, 
Denmark, and Thermo Fisher Scientific 
Inc., US. Member of the Bertelsmann AG 
Supervisory Board, Germany.
Education: BSc in International Economics 
(1983) from Copenhagen Business School, 
Denmark, and MSc in Forestry (1981) 
from the Royal Veterinary and Agricultural 
University (now the Faculty of Science of 
the University of Copenhagen), Denmark.
Date of birth: October 1954.

Lars Rebien Sørensen
Chief executive officer

Kåre Schultz joined Novo Nordisk in 1989 
as an economist in Health Care, Economy 
& Planning. In November 2000, he was 
appointed executive vice president and 
chief of staffs. In March 2002, he took over 
the position of executive vice president and 
chief operating officer.
Other management duties: Chairman of 
the board of Royal Unibrew A/S and member 
of the board of LEGO A/S, both in Denmark.
Education: MSc in Economics (1987) from 
the University of Copenhagen, Denmark.
Date of birth: May 1961.

Kåre Schultz
Chief operating officer

Mads Krogsgaard Thomsen joined Novo 
Nordisk in 1991. He was appointed 
executive vice president and chief science 
officer in November 2000. He is a member 
of the editorial boards of international 
journals. He is a former president of the 
National Academy of Technical Sciences 
(ATV), Denmark. Since 2000 he has served 
as adjunct professor of pharmacology 
at the Royal Veterinary and Agricultural 
University (now the Faculty of Health 
and Medical Sciences of the University of 
Copenhagen), Denmark.
Other management duties: Member 
of the board of the University of 
Copenhagen, Denmark.
Education: DSc (1991), PhD (1989) and 
DVM (1986) from the Royal Veterinary and 
Agricultural University (now the Faculty 
of Health and Medical Sciences of the 
University of Copenhagen), Denmark.
Date of birth: December 1960.

Mads Krogsgaard Thomsen
Chief science officer

Lise Kingo joined Novo Industry A/S in 1988 
and worked over the years to build up the 
company’s Triple Bottom Line approach. 
In 1999, Ms Kingo was appointed senior 
vice president, Stakeholder Relations. In 
2002, she was appointed executive vice 
president and chief of staffs in Novo 
Nordisk, assuming global responsibility for 
Corporate Relations. She is adjunct professor 
at the Medical Faculty, Vrije Universiteit, 
Amsterdam, the Netherlands.
Other management duties: Chairman of 
the board of Steno Diabetes Center A/S and 
chairman of the Danish Council on Corporate 
Social Responsibility, both in Denmark.
Education: MSc (Hons) in Responsibility 
and Business Practice (2000) from the 
University of Bath, UK, BCom in Marketing 
Economics (1991) from Copenhagen 
Business School, Denmark, and BA in 
Religions and Ancient Greek Art (1986) 
from the University of Aarhus, Denmark.
Date of birth: August 1961.

Lise Kingo
Chief of staffs

New members of 
Executive Management

Effective 31 January 2013, Executive 
Management was expanded with 
two new members: Jakob Riis was 
appointed executive vice president 
with responsibility for Marketing & 
Medical Affairs, and Lars Fruergaard 
Jørgensen was appointed executive 
vice president with responsibility for 
IT, Quality & Corporate Development. 
Their biographies can be found on 
novonordisk.com/about_us.

http://novonordisk.com/about_us


Shareholders’ meeting in 
Copenhagen, March 2012.
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Income statement and Statement of comprehensive income 
for the year ended 31 December

DKK million Note 2012 2011 2010

Income statement

Sales  2.1, 2.2 78,026 66,346 60,776
Cost of goods sold 2.2, 2.3 13,465 12,589 11,680

Gross profi t  64,561 53,757 49,096

Sales and distribution costs 2.2, 2.3 21,544 19,004 18,195
Research and development costs 2.2, 2.3 10,897 9,628 9,602
Administrative costs 2.2, 2.3 3,312 3,245 3,065
Licence fees and other operating income, net 2.2, 5.6 666 494 657

Operating profi t  29,474 22,374 18,891

Financial income 4.8 125 514 1,452
Financial expenses 4.8 1,788 963 2,057

Profi t before income taxes  27,811 21,925 18,286

Income taxes 2.4 6,379 4,828 3,883

Net profi t for the year  21,432 17,097 14,403

Earnings per share
Basic earnings per share (DKK) 4.1 39.09 30.24 24.81
Diluted earnings per share (DKK) 4.1 38.85 29.99 24.60

Statement of comprehensive income

Net profi t for the year  21,432 17,097 14,403

Other comprehensive income:
Items that will not be reclassifi ed subsequently to the Income statement:
Remeasurements on defi ned benefi t plans 3.7 (281) – –

Items that will be reclassifi ed subsequently to the Income statement,
when specifi c conditions are met:
Exchange rate adjustments of investments in subsidiaries   (172) (173) 300
Cash fl ow hedges, realisation of previously deferred (gains)/losses   1,182 658 (422)
Cash fl ow hedges, deferred gains/(losses) incurred during the period   849 (1,170) (643)
Other items   35 (20) 4
Tax on other comprehensive income, income/(expense)  2.4 (587) 190 346

Other comprehensive income for the year, net of tax  1,026 (515) (415)

Total comprehensive income for the year  22,458 16,582 13,988

eng33 - 31.01 - 55-111.indd   56eng33 - 31.01 - 55-111.indd   56 03/02/13   13.4803/02/13   13.48
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Balance sheet at 31 December

DKK million Note  2012 2011

Assets

Intangible assets 3.1  1,495  1,489
Property, plant and equipment 3.2  21,539 20,931
Deferred income tax assets 2.4  2,244 2,414
Other fi nancial assets 4.7  228 273

Total non-current assets   25,506 25,107

Inventories 3.3  9,543 9,433
Trade receivables 3.4  9,639 9,349
Tax receivables   1,240 883
Other receivables and prepayments 3.5  2,705 2,376
Marketable securities  4.7  4,552 4,094
Derivative fi nancial instruments 4.4  931 48
Cash at bank and on hand 4.5  11,553 13,408

Total current assets   40,163 39,591

Total assets   65,669 64,698

Equity and liabilities

Share capital 4.1  560 580
Treasury shares 4.1  (17) (24)
Retained earnings   39,001 37,111
Other reserves   1,088 (219)

Total equity   40,632 37,448

Loans 4.2  – 502
Deferred income tax liabilities 2.4  732 3,206
Retirement benefi t obligations 3.7  760 439
Provisions 3.6  1,907 2,324

Total non-current liabilities   3,399 6,471

Current debt   4.2  500 351
Trade payables 4.7  3,859 3,291
Tax payables   593 1,171
Other liabilities 3.8  8,982 8,534
Derivative fi nancial instruments 4.4  48 1,492
Provisions 3.6  7,656 5,940

Total current liabilities   21,638 20,779

Total liabilities   25,037 27,250

Total equity and liabilities   65,669 64,698

eng33 - 31.01 - 55-111.indd   57eng33 - 31.01 - 55-111.indd   57 03/02/13   13.4803/02/13   13.48
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Statement of cash fl ows for the year ended 31 December

DKK million Note 2012 2011 2010

Net profi t for the year  21,432 17,097 14,403

Adjustment for non-cash items 5.3 11,253 9,117 8,449
Change in working capital 4.6 274 434 297
Interest received  207 332 218
Interest paid  (61) (215) (252)
Income taxes paid 2.4 (10,891) (5,391) (3,436)

Net cash generated from operating activities  22,214 21,374 19,679

Proceeds from the divestment of ZymoGenetics, Inc.  – – 1,155
Purchase of intangible assets and other fi nancial assets  (250) (259) (513)
Proceeds from sale of property, plant and equipment  53 70 68
Purchase of property, plant and equipment 3.2 (3,372) (3,073) (3,376)
Net purchase of marketable securities  (501) (197) (2,913)

Net cash used in investing activities  (4,070) (3,459) (5,579)

Repayment of loans 4.2 (502) (507) –
Purchase of treasury shares, net 4.1 (11,896) (10,595) (8,820)
Dividends paid 4.1 (7,742) (5,700) (4,400)

Net cash used in fi nancing activities  (20,140) (16,802) (13,220)

Net cash generated from activities  (1,996) 1,113 880

Cash and cash equivalents at the beginning of the year 4.5 13,057 11,960 11,034
Exchange gains/(losses) on cash and cash equivalents  (8) (16) 46

Cash and cash equivalents at the end of the year 4.5 11,053 13,057 11,960

Additional information:1

Cash and cash equivalents at the end of the year 4.5 11,053 13,057 11,960
Marketable securities at the end of the year 4.7 4,552 4,094 3,926
Undrawn committed credit facilities2  4,849 4,832 4,473

Financial resources at the end of the year  20,454 21,983 20,359

Net cash generated from operating activities  22,214 21,374 19,679
Net cash used in investing activities   (4,070) (3,459) (5,579)
Net purchase of marketable securities  501 197 2,913

Free cash fl ow  18,645 18,112 17,013

1. Additional non-IFRS measures. Please refer to p 93 for defi nitions.
2. The undrawn committed credit facility is a EUR 650 million (EUR 650 million in 2011 and EUR 600 million in 2010) facility committed by a portfolio of international banks. 

The facility matures in 2016.

eng33 - 31.01 - 55-111.indd   58eng33 - 31.01 - 55-111.indd   58 03/02/13   13.4803/02/13   13.48



NOVO NORDISK ANNUAL REPORT 2012

 CONSOLIDATED FINANCIAL STATEMENTS  59

Statement of changes in equity at 31 December

     Other reserves  
       
    Exchange     
    rate Cash  Tax and Total 
 Share Treasury Retained adjust- fl ow other other 
DKK million capital shares earnings ment hedges items reserves Total

2012
Balance at the beginning of the year 580 (24) 37,111 398 (1,184) 567 (219) 37,448

Net profi t for the year   21,432     21,432
Other comprehensive income for the year1   (281) (172) 2,031 (552) 1,307 1,026

Total comprehensive income for the year   21,151 (172) 2,031 (552) 1,307 22,458

Transactions with owners:
Dividends (note 4.1)   (7,742)     (7,742)
Share-based payments (note 5.1)   308     308
Tax credit related to share option scheme   56     56
Purchase of treasury shares (note 4.1)  (15) (12,147)     (12,162)
Sale of treasury shares (note 4.1)  2 264     266
Reduction of the B share capital (note 4.1) (20) 20      –

Balance at the end of the year 560 (17) 39,001 226 847 15 1,088 40,632

     Other reserves  
       
    Exchange     
    rate Cash  Tax and Total 
 Share Treasury Retained adjust- fl ow other other 
DKK million capital shares earnings ment hedges items reserves Total

2011
Balance at the beginning of the year 600 (28) 36,097 571 (672) 397 296 36,965

Net profi t for the year   17,097     17,097
Other comprehensive income for the year1    (173) (512) 170 (515) (515)

Total comprehensive income for the year   17,097 (173) (512) 170 (515) 16,582

Transactions with owners:
Dividends (note 4.1)   (5,700)     (5,700)
Share-based payments (note 5.1)   319     319
Purchase of treasury shares (note 4.1)  (18) (10,821)     (10,839)
Sale of treasury shares (note 4.1)  2 242     244
Tax on sale of treasury shares   (123)     (123)
Reduction of the B share capital (note 4.1) (20) 20      –

Balance at the end of the year 580 (24) 37,111 398 (1,184) 567 (219) 37,448

1. Please refer to Statement of comprehensive income p 56.
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Sections in the Consolidated fi nancial statements

Section 1 ‘Basis of preparation’ 
Introduces our fi nancial accounting policies in general and an overview of 
Management’s key accounting estimates.

1.1 Summary of signifi cant accounting policies, p 61
1.2 Other accounting policies, p 62
1.3 Other general accounting policies, p 62

Section 2 ‘Results for the year’ 
Comprises the notes related to the result for the year including operating 
segments, taxes and employee benefi ts.

2.1 Sales and sales rebates, p 63
2.2 Segment information, p 64
2.3 Employee costs, p 67
2.4 Income and deferred income taxes, p 67

Section 3 ‘Operating assets and liabilities’ 
Relates to the assets that form the basis for the activities of Novo Nordisk, 
and the related liabilities.

3.1 Intangible assets, p 69
3.2 Property, plant and equipment, p 70
3.3 Inventories, p 71
3.4 Trade receivables, p 71
3.5 Other receivables and prepayments, p 72
3.6 Provisions, p 72
3.7 Retirement benefi t obligations, p 73
3.8 Other liabilities, p 74

Section 4 ‘Capital structure and fi nancing items’ 
Encompasses notes related to capital structure and fi nancing items.

4.1 Share capital and earnings per share, p 75
4.2 Debt, p 76
4.3 Financial risk, p 76
4.4 Derivative fi nancial instruments, p 78
4.5 Cash and cash equivalents, p 81
4.6 Change in working capital, p 81
4.7 Financial assets and liabilities, p 81
4.8 Financial income and expenses, p 84

Section 5 ‘Other disclosures’ 
Includes other statutory notes and notes of secondary importance from 
the perspective of the company.

5.1 Share-based payment schemes, p 85
5.2 Management’s holdings of Novo Nordisk shares, p 87
5.3 Adjustments for non-cash items, p 88
5.4 Commitments and contingencies, p 89
5.5 Related party transactions, p 91
5.6 Licence fees and other operating income, p 91
5.7 Fee to statutory auditors, p 91
5.8 Companies in the Novo Nordisk Group, p 92
5.9 Financial defi nitions, p 93

Notes

As Novo Nordisk’s business continues to develop, the company remains focused on simplifying and streamlining its 
integrated reporting. In 2012 Novo Nordisk has restructured the Consolidated fi nancial, social and environmental statements 
to increase focus on what drives the company’s performance in accordance with the Triple Bottom Line business principle. 

Within each of the fi nancial, social and environmental statements, the notes have been grouped into sections based on 
how Novo Nordisk views its business. Each of the statements includes an overview of the sections and notes, and each 
of the sections has an introduction explaining the link between how the company does business and how this is refl ected in 
Novo Nordisk’s fi nancial, social and environmental statements. The disclosures in the notes are structured to provide full 
transparency on the disclosed amounts, describing the relevant accounting policy, key accounting estimates and numerical 
disclosure for each note.
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Novo Nordisk presents its Consolidated fi nancial statements on the basis of the latest developments in international fi nancial 
reporting, and the company strives for early adoption of EU endorsed IFRS accounting standards. 

All affi liates in the Novo Nordisk Group follow the same Group accounting policies. This section describes the signifi cant 
accounting policies and other accounting policies in general, including Management’s key accounting estimates and the new 
IFRS requirements. A detailed description of accounting policies and key accounting estimates related to specifi c reported 
amounts is presented in each note to the relevant fi nancial items. 

• Derivative fi nancial instruments (note 4.4). 
Novo Nordisk hedges commercial exposures, with foreign exchange risk 
being the principal fi nancial risk for the Group. The overall objective of 
foreign exchange risk management is to limit the short-term negative 
impact on earnings and cash fl ow from exchange rate fl uctuations, 
thereby increasing the predictability of the fi nancial results. The purpose 
of hedge accounting is to match the impact of the hedged item and the 
hedging instrument in the consolidated income statement. Management 
has chosen to present the result of hedging activities as part of fi nancial 
items. Thus, as the majority of Novo Nordisk’s sales are in EUR, USD, 
JPY, CNY and GBP, Sales will be impacted by exchange rate fl uctuations 
whereas the impact from exchange rate fl uctuations on Profi t before 
income taxes depends on the results of the hedging activities. 

In addition, the following other accounting policies are considered relevant 
to an understanding of the Consolidated fi nancial statements:

• Income taxes (note 2.4)
• Intangible assets and Property, plant and equipment including impairment 

(notes 3.1 and 3.2)
• Inventories (note 3.3)
• Trade receivables and allowances for doubtful trade receivables (note 3.4)
• Provisions for legal disputes (note 3.6).

Key accounting estimates
The use of reasonable estimates is an essential part of the preparation of 
consolidated fi nancial statements. Given the uncertainties inherent in our 
business activities, Management must make certain estimates and 
 judgements that affect the application of accounting policies and reported 
amounts of assets, liabilities, sales, costs, cash fl ow and related disclosures 
at the date(s) of the Consolidated fi nancial statements.

Management bases its estimates on historical experience and various 
other assumptions that are held to be reasonable under the circumstances. 
The estimates and underlying assumptions are reviewed on an ongoing 
basis and, if necessary, changes are recognised in the period in which 
the estimate is revised. Management considers the carrying amounts 
recognised in relation to the key accounting estimates mentioned below 
to be reasonable and appropriate based on currently available information. 
However, the actual amounts may differ from the amounts estimated as 
more detailed information becomes available.

Management regards the following as the key accounting estimates 
and assumptions used in the preparation of the Consolidated fi nancial 
statements:

• Rebates and sales discounts and provisions for sales rebates 
(notes 2.1 and 3.6) 

• Indirect production costs (note 3.3)
• Allowance for doubtful trade receivables (note 3.4)
• Deferred income tax assets and liabilities (note 2.4)
• Provisions for legal disputes (note 3.6).

Please refer to the specifi c notes for further information on the key 
 accounting estimates and assumptions applied. 

1.1 Summary of signifi cant accounting policies 

The Consolidated fi nancial statements included in this Annual Report have 
been prepared in accordance with International Financial Reporting 
Standards (IFRS) as issued by the International Accounting Standards Board 
(IASB), as well as in accordance with International Financial Reporting 
 Standards (IFRS) as endorsed by the European Union. 

Furthermore, the annual report has been prepared in accordance with 
additional Danish disclosure requirements for annual reports of listed 
companies. 

Measurement basis
The Consolidated fi nancial statements have been prepared on the historical 
cost basis except for the revaluation of available-for-sale fi nancial assets 
such as derivative fi nancial instruments measured at fair value through 
the income statement, and equity investments and marketable securities 
 measured at fair value through other comprehensive income.

The principal accounting policies set out below have been applied 
 consistently in the preparation of the Consolidated fi nancial statements for 
all the years presented. 

Principal accounting policies
Novo Nordisk’s accounting policies are described in relation to the 
individual notes to the Consolidated fi nancial statements. Considering all 
the accounting policies applied in the preparation of the Consolidated 
fi nancial statements, Management regards the following as the most 
signifi cant accounting policies for the recognition and measurement of 
reported amounts:

• Sales and sales rebates (notes 2.1 and 3.6)
Revenue is only recognised when, in Management’s judgement, the 
signifi cant risks and rewards of ownership have been transferred and 
when the Group does not retain managerial involvement in or effective 
control over the goods sold. Our gross sales are subject to various 
deductions that are composed primarily of rebates and discounts to 
retail customers, government agencies, wholesalers, health insurance 
companies and managed healthcare organisations. These deductions 
represent estimates of the related obligations, requiring the use of 
judgement when estimating the effect of these sales deductions on gross 
sales for a reporting period.

 
• Research and development (note 3.1). 

Internal research costs are fully charged to the consolidated income 
statement in the period in which they are incurred, consistent with 
industry practice. Novo Nordisk considers that regulatory and other 
uncertainties inherent in the development of new products preclude the 
capitalisation of internal development costs as an intangible asset until 
marketing approval from the regulatory authority is obtained (highly 
probable) in a relevant major market. 

Section 1
Basis of preparation of the Consolidated fi nancial statements
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1.2 Other accounting policies

Changes in accounting policies and disclosures

Early adoption of new or amended IFRSs
IAS 19R ‘Employee benefi ts’ was revised by IASB in June 2011 with an 
effective date on or after 1 January 2013 and endorsed by the EU in June 
2012. Novo Nordisk has early adopted the amendment in 2012 and is 
thus not utilising the option to defer the recognition of actuarial gains and 
losses from defi ned benefi t post-employment plans, known as the corridor 
approach, and is instead recognising all actuarial gains and losses in 
Other comprehensive income as these occur. Early adoption also involves 
immediate recognition of all past service costs, and replacing interest cost 
and expected return on plan assets with a net interest amount that is 
calculated by applying the discount rate used to discount to the net defi ned 
benefi t obligation (asset). 

As retrospective application of these changes would have only an 
immaterial impact on each previous fi nancial year, Novo Nordisk has fully 
adopted the amendment in 2012 without restating previous years’ 
comparable amounts and disclosures. Thus, while the adoption has not 
had an initial impact on the Income statement in 2012, the implementation 
decreased Other comprehensive income and Equity by DKK 250 million, 
decreased Deferred income tax liabilities by DKK 31 million and increased 
Retirement benefi t obligation by DKK 281 million.

Please refer to note 3.7 for a detailed description of the new accounting 
policy for retirement benefi t obligations. 

Furthermore, Novo Nordisk has early adopted the amendment to IAS 1 
‘Presentation of fi nancial statements’, effective for annual periods 
beginning on or after 1 July 2012. The amendment requires items of Other 
comprehensive income, classifi ed by nature, to be grouped into those that 
will be reclassifi ed subsequently to the Income statement when specifi c 
conditions are met and those that will not.

Adoption of new or amended IFRSs
Based on an assessment of new or amended and revised accounting 
 standards and interpretations (‘IFRSs’) issued by IASB and IFRSs endorsed 
by the European Union effective on 1 January 2012, it has been assessed 
that the application of the new IFRSs has not had a material impact on the 
Consolidated fi nancial statements in 2012 and Novo Nordisk does not 
anticipate any signifi cant impact on future periods from the adoption of 
these new IFRSs.

New or amended IFRSs that have been issued but have not yet come 
into effect and have not been early adopted
In addition to the above, IASB has issued a number of new or amended and 
revised accounting standards and interpretations that have not yet come 
into effect. The following are the most signifi cant: 

• IASB has issued IFRS 9 ‘Financial Instruments’, which is applicable for 
 reporting periods starting on or after 1 January 2015. This is part of the 
IASB’s project to replace IAS 39, and the new standard will substantially 
change the classifi cation and measurement of fi nancial instruments and 
hedging requirements. The new standards and the amendment have not 
yet been endorsed by the European Union. Novo Nordisk has assessed 
the impact of the standard and determined that it, in its current wording, 
will not have any signifi cant impact on the Consolidated fi nancial 
statements.

• IASB has issued re-exposure drafts on IAS 18 ‘Revenue’ and IAS 17 
‘Leasing’. The revised IAS 18 is expected to have only immaterial impact 
on the Consolidated fi nancial statements. The change in lease accounting 
is expected to require capitalisation of the majority of the Group’s lease 
contracts, which will have some impact on the Group’s assets, liabilities 
and fi nancial ratios, but no signifi cant impact on net profi t. However, 
the fi nal impact may change depending on the fi nal wording of the 
standards. 

1.3 Other general accounting policies

Defi ning materiality
Novo Nordisk’s Consolidated fi nancial statements are a result of processing 
large numbers of transactions and aggregating those transactions into 
classes according to their nature or function. When aggregated, the 
transactions are presented in classes of similar items in the Consolidated 
fi nancial statements. If a line item is not individually material, it is 
aggregated with other items of a similar nature in the statements or in the 
notes. 

There are substantial disclosure requirements throughout IFRS. Novo 
Nordisk provides specifi c disclosures required by IFRS unless the information 
is considered immaterial to the economic decision-making of the users of 
these fi nancial statements or not applicable.

Principles of consolidation
The Consolidated fi nancial statements incorporate the fi nancial statements 
of Novo Nordisk A/S and entities controlled by Novo Nordisk A/S.

Where necessary, adjustments are made to the fi nancial statements 
of  subsidiaries to bring their accounting policies into line with Novo Nordisk 
policies. All intra-Group transactions, balances, income and expenses are 
eliminated in full when consolidated.

Translation of foreign currencies
Functional and presentation currency
Items included in the fi nancial statements of each of Novo Nordisk’s entities 
are measured using the currency of the primary economic environment in 
which the entity operates (functional currency). The Consolidated fi nancial 
statements are presented in Danish kroner (DKK), which is also the 
functional and presentation currency of the parent company.

Translation of transactions and balances
Foreign currency transactions are translated into the functional currency 
using the exchange rates prevailing at the dates of the transactions. 
Foreign exchange gains and losses resulting from the settlement of 
such trans actions and from the translation at year-end exchange rates 
of  monetary assets and liabilities denominated in foreign currencies are 
 recognised in the Income statement.

Translation differences on non-monetary items, such as fi nancial assets 
 classifi ed as available for sale including equity investments, are recognised 
in Other comprehensive income. 

Translation of Group companies
Financial statements of foreign subsidiaries are translated into Danish  
kroner at the exchange rates prevailing at the end of the reporting period 
for assets and liabilities, and at average exchange rates for income 
 statement items. 

All effects of exchange rate adjustment are recognised in the Income 
 statement, with the exception of exchange rate adjustments of investments 
in subsidiaries arising from:

• the translation of foreign subsidiaries’ net assets at the beginning of the 
year at the exchange rates at the end of the reporting period

• the translation of foreign subsidiaries’ income statements using average 
exchange rates, whereas balance sheet items are translated using the 
exchange rates prevailing at the end of the reporting period

• the translation of non-current intra-Group receivables that are considered 
to be an addition to net investments in subsidiaries.

The above exchange rate adjustments are recognised in Other 
 compre hensive income.

Statement of cash fl ows 
The Statement of cash fl ows is presented in accordance with the indirect 
method commencing with Net profi t for the year.
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This section comprises notes in relation to the results for the year, including disclosure on operating segments, and provides 
additional information related to two of Novo Nordisk’s four long-term fi nancial targets: Operating profi t margin and 
Growth in operating profi t.

Continued growth in the number of patients and innovative new products drive Novo Nordisk’s growth in sales. Novo Nordisk 
expects growth in operating profi t to be higher than sales growth, thereby increasing operating margin. This is expected to 
be enabled by gross margin expansion from both product mix and pricing as well as further productivity improvements in 
the manufacturing areas. For non-production related activities, the operating margin expansion is expected to be supported 
by a modest development in administrative costs and scale advantages within sales and marketing, whereas continued 
investment is envisioned for the research and development activities, which are expected to grow at least in line with sales. 
Novo Nordisk continues to invest in innovation while contributing to society by paying corporate taxes in the countries where 
it operates. The Management review section ‘2012 performance and 2013 outlook’ on p 6 gives a detailed description of the 
results for the year.

2.1 Sales and sales rebates

Accounting policies
Revenue from goods sold is recognised when all the following conditions 
are met:

• Novo Nordisk has transferred the signifi cant risks and  rewards of 
ownership of the goods to the buyer.

• Novo Nordisk retains neither continuing managerial involvement to the 
degree usually associated with ownership nor effective control over the 
goods sold.

• The amount of revenue can be measured reliably.
• It is probable that the economic benefi ts associated with the transaction 

will fl ow to the entity.
• The costs incurred or to be incurred in respect of the transaction can be 

measured reliably.

Sales are measured at the fair value of the consideration received or 
receivable. When sales are recognised, Novo Nordisk also records estimates 
for a variety of sales deductions, including rebates, discounts, refunds, 
incentives and product returns. Sales deductions are reported as a reduction 
of revenue. Where contracts contain customer acceptance provisions, 
Novo Nordisk recognises sales when the acceptance criteria are satisfi ed.

Revenue recognition for new product launches is based on specifi c facts 
and circumstances relating to those products,  including estimated demand 
and acceptance rates for well-established products with similar market 
characteristics. Where shipments of new products are made on a sale or 
return basis, without suffi cient historical experience for estimating sales 
returns, revenue is only recorded when there is evidence of consumption or 
when the right of return has expired. 

Key accounting estimates – rebates and sales discounts
Sales discounts and sales rebates are predominantly issued in Region North 
America. In this region, signifi cant sales rebates are paid in connection 
with US public healthcare insurance programmes, namely Medicare and 
Medicaid, as well as rebates to managed healthcare plans. The most 
signifi cant discounts are offered under contracts with institutions, mostly 
hospitals and government agencies. In addition, political pressure to contain 
healthcare costs has led several other countries to impose signifi cant price 
reductions on pharmaceutical products. Concerted austerity measures have 
been implemented by governments in countries in Region Europe, while 
government-mandated price cuts have been introduced in Region China, 
Japan and major countries in Region International Operations.

Medicaid and Medicare rebates have been calculated using a combination 
of historical experience, product and population growth, price increases, 
the impact of contracting strategies and specifi c terms in the individual 
agreements. For Medicaid, the calculation of rebates involves interpretation 
of relevant regulations that are subject to challenge or change in 
 inter pretative guidance by government authorities. Although accruals are 
made for Medicaid and Medicare rebates at the time sales are recorded, 
the actual rebates related to the specifi c sale will typically be invoiced to 
Novo Nordisk up to nine months later. Due to the time lag, the rebate 
adjustments to sales in any particular period may incorporate adjustments 
of accruals for prior periods.

Section 2
Results for the year

Rebates are offered to a number of managed healthcare plans. These rebate 
programmes allow the customer to receive a rebate after attaining certain 
performance parameters relating to formulary status and pre-established 
market share milestones relative to competitors. Since they are contractually 
agreed upon, rebates are estimated according to the specifi c terms in each 
agreement, historical experience, anticipated channel mix, product growth 
rates and market share information. Novo Nordisk considers the sales 
performance of products subject to managed healthcare rebates and other 
contract discounts, and adjusts the provision periodically to refl ect actual 
experience. 

Wholesaler charge-backs relate to contractual arrangements existing 
between Novo Nordisk and indirect customers, mainly in the US, whereby 
products are sold at contract prices lower than the list price originally 
charged to wholesalers. A wholesaler charge-back represents the difference 
between the invoice price to the wholesaler and the indirect customer’s 
contract price. Provisions are calculated for estimated charge-backs using 
a combination of factors such as historical experience, current wholesaler 
inventory levels, contract terms and the value of claims received but not 
yet processed. Wholesaler charge-backs are generally settled within one to 
three months of the liability being incurred.

In certain non-US countries, Novo Nordisk also provides rebates to 
governments and other entities mandated by laws or government 
regulations. Furthermore, Novo Nordisk enters into pay-for-performance 
arrangements with certain healthcare providers. Under these agreements, 
Novo Nordisk may be required to make refunds to the healthcare providers 
if anticipated treatment outcomes do not meet predefi ned targets. 
Potential refunds are estimated and recorded as a reduction of revenue at 
the time the related revenues are recorded.

Provisions for sales deductions are adjusted to actual amounts as rebates 
and discounts are processed. Please refer to section 3.6 for further 
information on sales-related provisions.

Gross-to-net sales reconciliation

DKK million 2012 2011 2010

Gross sales 103,948 84,386 75,811

US Medicaid and Medicare rebates (7,519) (5,075) (4,124)
US managed healthcare rebates (4,390) (2,551) (2,494)
US wholesaler charge-backs (8,196) (5,894) (4,994)
Non-US healthcare plans and 
programme rebates (901) (695) (543)
Sales returns and discounts (4,916) (3,825) (2,880)

Total gross-to-net sales adjustments (25,922) (18,040) (15,035)

Total net sales 78,026 66,346 60,776
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2.2 Segment information

Accounting policies
Operating segments are reported in a manner consistent with the internal 
reporting provided to Management and the Board of Directors. 

Business segments

Novo Nordisk operates in two business segments based on  therapies: 
 Diabetes care and Biopharmaceuticals. 

The Diabetes care business segment includes research, development, 
manufacturing and marketing of products within the areas of insulin, GLP-1 
and related delivery systems, oral antidiabetic products (OAD) and obesity.

The Biopharmaceuticals business segment includes research, development, 
manufacturing and marketing of products within the areas of haemophilia, 
growth hormone therapy, hormone replacement therapy, infl ammation 
therapy and other therapy areas.

Segment performance is evaluated on the basis of operating profi t 
 consistent with the Consolidated fi nancial statements. Financial income and 
expenses and income taxes are managed on a Group basis and are not 
 allocated to business segments.

There are no sales or other transactions between the business segments. 
Costs have been split between business segments according to a specifi c 
allocation with the addition of a minor number of corporate overhead costs 
allocated systematically between the segments. Licence fees and other 
 operating income have been allocated to the two segments based on the 
same principle. Segment assets comprise the assets that are applied directly 
to the activities of the segment, including intangible assets, property, plant 
and equipment, other fi nancial assets, inventories, trade receivables, and 
other receivables and prepayments. 

No single customer represents more than 10% of the total sales and no 
operating segments have been aggregated to form the reported business 
segments.

Business segments

DKK million 2012 2011 2010 2012 2011 2010 2012 2011 2010

Segment sales Diabetes care Biopharmaceuticals Total

NovoRapid® / NovoLog® 15,693 12,804 11,900      
NovoMix® / NovoLog®Mix 9,342 8,278 7,821      
Levemir® 9,786 7,683 6,880      
Total modern insulins 34,821 28,765 26,601      
Human insulins 11,302 10,785 11,827      
Victoza® 9,495 5,991 2,317      
Protein-related products 2,511 2,309 2,214      
Oral antidiabetic products (OAD) 2,758 2,575 2,751      

Diabetes care total sales 60,887 50,425 45,710      

NovoSeven®    8,933 8,347 8,030   
Norditropin®    5,698 5,047 4,803   
Hormone replacement therapy    2,163 2,054 1,892   
Other products    345 473 341   

Biopharmaceuticals total sales     17,139 15,921 15,066   

Segment key fi gures
Total sales 60,887 50,425 45,710 17,139 15,921 15,066 78,026 66,346 60,776
  Change in DKK (%) 20.7% 10.3% 21.9% 7.7% 5.7% 11.0% 17.6% 9.2% 19.0%
  Change in local currencies (%) 14.5% 12.6% 15.7% 2.4% 7.6% 5.4% 11.6% 11.4% 13.0%

Cost of goods sold 11,435 10,762 10,131 2,030 1,827 1,549 13,465 12,589 11,680
Sales and distribution costs 18,894 16,476 14,815 2,650 2,528 3,380 21,544 19,004 18,195
Research and development costs 7,322 6,402 6,744 3,575 3,226 2,858 10,897 9,628 9,602
Administrative costs 2,604 2,485 2,260 708 760 805 3,312 3,245 3,065
Licence fees and other operating 
income, net 464 285 342 202 209 315 666 494 657
Operating profi t  21,096 14,585 12,102 8,378 7,789 6,789 29,474 22,374 18,891

Depreciation, amortisation and 
impairment losses included in costs 2,167 2,051 1,887 526 686 580 2,693 2,737 2,467
Additions to Intangible assets 
and Property, plant and equipment 2,800 2,654 3,068 770 678 795 3,570 3,332 3,863

Assets allocated to business segments 36,030 34,853 34,947 9,119 8,998 7,906 45,149 43,851 42,853
Assets not allocated to business 
segments1       20,520 20,847 18,549
Total assets       65,669 64,698 61,402

1. The part of total assets that has not been allocated to either of the two business segments includes Cash at bank and on hand, Marketable securities, Derivative fi nancial 
instruments and tax assets.
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2.2 Segment information (continued)

Geographical segments

Novo Nordisk operates in fi ve geographical regions:

• North America: the US and Canada
• Europe: the EU, EFTA, Albania, Bosnia-Hercegovina, Croatia, Macedonia, 

Serbia, Montenegro and Kosovo
• Japan & Korea: Japan and Korea
• Region China: China, Hong Kong and Taiwan
• International Operations: all other countries

Sales are attributed to geographical regions according to the location of the 
customer. Allocation of property, plant and equipment, trade receivables, 
allowances for trade receivables and total assets are based on the location 
of the assets.

The country of domicile is Denmark, which is part of  Region Europe. 
Denmark is immaterial in relation to Novo Nordisk’s activities in terms of 
geographical size and the operational business segments. Less than 1% of 
the total sales is realised in Denmark. Sales to external customers attributed 
to the US are collectively the most material to the company. The US is the 
only country where sales contribute more than 10% of total sales. Sales to 
the US represent more than 90% of sales in Region North America.

Geographical segments

DKK million 2012 2011 2010 2012 2011 2010

 North America Europe

Sales by business segment:
    NovoRapid® / NovoLog® 9,033 6,934 6,501 3,707 3,464 3,258
    NovoMix® / NovoLog®Mix 2,488 2,088 2,099 2,544 2,623 2,562
    Levemir® 5,290 3,711 3,229 2,833 2,577 2,410
  Modern insulins (insulin analogues) 16,811 12,733 11,829 9,084 8,664 8,230
  Human insulins 1,959 1,762 2,156 2,642 3,032 3,532
  Victoza® 5,930 3,716 1,457 2,427 1,620 753
  Other diabetes care 1,998 1,705 1,646 965 1,210 1,536

  Diabetes care total 26,698 19,916 17,088 15,118 14,526 14,051

  NovoSeven® 4,397 3,951 4,043 2,206 2,310 2,180
  Norditropin® 1,721 1,394 1,320 1,741 1,705 1,823
  Other biopharmaceuticals 1,404 1,325 1,158 642 627 610

  Biopharmaceuticals total 7,522 6,670 6,521 4,589 4,642 4,613

Total sales by business and geographical segment 34,220 26,586 23,609 19,707 19,168 18,664

Underlying sales growth in local currencies1 19.2% 17.9% 22.4% 2.0% 2.4% 4.6%
Currency effect (local currency impact) 9.5% (5.3%) 6.8% 0.8% 0.3% 1.8%

Total sales growth as reported 28.7% 12.6% 29.2% 2.8% 2.7% 6.4%

Property, plant and equipment 1,500 1,329 987 16,200 15,681 15,669
Trade receivables 2,278 2,081 1,689 3,688 3,652 3,437
Allowance for doubtful trade receivables  (18) (22) (19) (239) (333) (200)
Total assets 5,867 5,465 3,680 47,663 47,202 46,654

1. Additional non-IFRS measure. Please refer to p 93 for defi nitions.
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2.2 Segment information (continued)

Geographical segments

DKK million 2012 2011 2010 2012 2011 2010

 International Operations Japan & Korea

Sales by business segment:
    NovoRapid® / NovoLog® 1,408 1,100 965 1,175 1,057 987
    NovoMix® / NovoLog®Mix 1,708 1,482 1,377 1,028 970 913
    Levemir® 1,106 942 843 386 363 349
  Modern insulins (insulin analogues) 4,222 3,524 3,185 2,589 2,390 2,249
  Human insulins 3,073 2,581 2,588 768 960 1,101
  Victoza® 613 322 37 455 327 70
  Other diabetes care 632 583 553 493 430 394

  Diabetes care total 8,540 7,010 6,363 4,305 4,107 3,814

  NovoSeven® 1,526 1,485 1,245 646 482 461
  Norditropin® 780 651 530 1,442 1,285 1,120
  Other biopharmaceuticals 234 221 197 224 349 265

  Biopharmaceuticals total 2,540 2,357 1,972 2,312 2,116 1,846

Total sales by business and geographical segment 11,080 9,367 8,335 6,617 6,223 5,660

Underlying sales growth in local currencies1 16.2% 17.1% 22.3% (1.5%) 5.1% 3.3%
Currency effect (local currency impact) 2.1% (4.7%) (0.4%) 7.8% 4.8% 12.5%

Total sales growth as reported 18.3% 12.4% 21.9% 6.3% 9.9% 15.8%

Property, plant and equipment 1,508 1,672 1,929 174 207 213
Trade receivables 2,177 2,052 1,995 335 377 446
Allowance for doubtful trade receivables  (710) (535) (408) (3) (2) 0
Total assets 6,660 6,419 6,327 989 1,388 1,158

DKK million 2012 2011 2010 2012 2011 2010

 Region China Total

Sales by business segment:
    NovoRapid® / NovoLog® 370 249 189 15,693 12,804 11,900
    NovoMix® / NovoLog®Mix 1,574 1,115 870 9,342 8,278 7,821
    Levemir® 171 90 49 9,786 7,683 6,880
  Modern insulins (insulin analogues) 2,115 1,454 1,108 34,821 28,765 26,601
  Human insulins 2,860 2,450 2,450 11,302 10,785 11,827
  Victoza® 70 6 0 9,495 5,991 2,317
  Other diabetes care 1,181 956 836 5,269 4,884 4,965

  Diabetes care total 6,226 4,866 4,394 60,887 50,425 45,710

  NovoSeven® 158 119 101 8,933 8,347 8,030
  Norditropin® 14 12 10 5,698 5,047 4,803
  Other biopharmaceuticals 4 5 3 2,508 2,527 2,233

  Biopharmaceuticals total 176 136 114 17,139 15,921 15,066

Total sales by business and geographical segment 6,402 5,002 4,508 78,026 66,346 60,776

Underlying sales growth in local currencies1 16.3% 11.7% 19.9% 11.6% 11.4% 13.0%
Currency effect (local currency impact) 11.7% (0.7%) 7.6% 6.0% (2.2%) 6.0%

Total sales growth as reported 28.0% 11.0% 27.5% 17.6% 9.2% 19.0%

Property, plant and equipment 2,157 2,042 1,709 21,539 20,931 20,507
Trade receivables 1,161 1,187 933 9,639 9,349 8,500
Allowance for doubtful trade receivables  (54) 0 0 (1,024) (892) (627)
Total assets 4,490 4,224 3,583 65,669 64,698 61,402

1. Additional non-IFRS measure. Please refer to p 93 for defi nitions.
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2.4 Income and deferred income taxes

Income taxes

Accounting policies
The tax expense for the period comprises current and deferred tax and 
interest on tax cases ongoing or settled during the year, including 
 adjustments to previous years. Tax is recognised in the income statement, 
except to the extent that it relates to items recognised in other 
 comprehensive income.

Income taxes expensed

DKK million 2012 2011 2010

Current tax on profi t for the year 6,001 4,534 3,477
Deferred tax on profi t for the year 645 257 495

Tax on profi t for the year 6,646 4,791 3,972
Adjustments related to previous years – 
current tax 4,042 277 504
Adjustments related to previous years – 
deferred tax (4,309) (240) (593)

Income taxes in the 
Income statement  6,379 4,828 3,883

Computation of effective tax rate:
Statutory corporate income tax rate 
in Denmark 25.0% 25.0% 25.0%
Deviation in foreign subsidiaries’ 
tax rates compared with the Danish 
tax rate (net) (2.1%) (3.0%) (2.5%)
Non-taxable income less non-tax-
deductible expenses (net) 0.1% (0.2%) (1.2%)
Other (0.1%) 0.2% (0.1%)

Effective tax rate 22.9% 22.0% 21.2%

Tax on other comprehensive income 
for the year, (income)/expense 587 (190) (346) 

Tax on other comprehensive income for the year relates to tax on deferred 
(gains)/losses on cash fl ow hedges and internal profi t. In addition 
DKK 12 million has been recognised as current tax in other comprehensive 
income in 2012.

Income taxes paid

Income taxes paid in Denmark 7,895 2,825 1,826
Income taxes paid outside Denmark 2,996 2,566 1,610

Total income taxes paid 10,891 5,391 3,436

The income taxes of DKK 7,895 million paid in Denmark in 2012 include 
adjustments arising from tax disputes primarily related to transfer pricing.

2.3 Employee costs

Accounting policies
Wages, salaries, social security contributions, annual leave and sick leave, 
bonuses and non-monetary benefi ts are recognised in the year in which 
the associated services are rendered by employees of Novo Nordisk. Where 
Novo Nordisk provides long-term employee benefi ts, the costs are accrued 
to match the rendering of the services by the employees concerned.

Employee costs

DKK million 2012 2011 2010

Wages and salaries 17,301 16,127 14,520
Share-based payment costs (note 5.1) 308 319 463
Pensions – defi ned contribution plans 1,302 1,155 1,052
Pensions – retirement benefi t 
obligations (note 3.7) 150 (2) 210
Other social security contributions 1,358 1,189 1,067
Other employee costs 1,779 1,491 1,510

Total employee costs for the year 22,198 20,279 18,822

Employee costs included 
in property, plant and equipment1 (533) (496) (559)
Change in employee costs included 
in inventories (70) (37) 76

Total employee costs expensed 
in the Income statement 21,595 19,746 18,339

Included in the Income statement:  
Cost of goods sold 4,627 4,302 4,006
Sales and distribution costs 8,784 7,961 7,240
Research and development costs 4,298 3,980 3,697
Administrative costs 2,205 1,993 2,059
Licence fees and other operating 
income, net 1,681 1,510 1,337

Total employee costs 21,595 19,746 18,339

1. This refl ects annual gross employee costs included in property, plant and equipment, 
which subsequently will be included in depreciation of tangible fi xed assets.

Average number of full-time employees 33,061 31,499 29,423
Year-end number of full-time employees 34,286 32,136 30,014

Remuneration to Executive Management and 
Board of Directors

DKK million 2012 2011 2010

Salary and cash based incentive 37 35 32
Pension 9 9 8
Other benefi ts 1 1 1

Executive Management in total1 47 45 41

Fee to Board of Directors2 9 9 7

1. Excluding share-based payments, as these are allocated in the joint pool between 
Executive Management and other members of the Senior Management Board. 
Please refer to note 5.1 and ’Remuneration’ pp 49–51, for further information on 
remuneration to the Board of Directors, Executive Management and other members 
of Senior Management Board.

2. Excluding social security taxes paid amounting to less than DKK 1 million (less than 
DKK 1 million in 2011).  
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2.4 Income and deferred income taxes (continued)

Deferred income taxes 

Accounting policies
Deferred income taxes arise from temporary differences between the accounting and taxable values of the individual consolidated companies and from 
realisable tax-loss carry-forwards using the liability method. The tax value of tax-loss carry-forwards is included in deferred tax assets to the extent that the 
tax losses and other tax assets are expected to be utilised in future taxable income. The deferred income taxes are measured according to current tax rules 
and at the tax rates expected to be in force on elimination of the temporary differences. Unremitted earnings are generally retained by subsidiaries for 
reinvestment, hence no provision is made for income taxes that would be payable upon the distribution of such earnings unless a concrete distribution of 
earnings is planned.

Key accounting estimate – deferred income tax assets and liabilities
Novo Nordisk is subject to income taxes around the world. Signifi cant judgement is required in determining the worldwide accrual for income taxes, 
deferred income tax assets and liabilities, and provision for uncertain tax positions. Novo Nordisk recognises deferred income tax assets if it is probable that 
suffi cient taxable income will be available in the future against which the temporary differences and unused tax losses can be utilised. Management has 
 considered future taxable income in assessing whether deferred income tax assets should be recognised. 

Development in deferred income tax assets and liabilities

DKK million 2012 2011

At the beginning of the year (792) (1,018)
Reclassifi cation from Other liabilities (note 3.8) (739) –
Deferred tax on profi t for the year (645) (257)
Adjustment relating to previous years 4,309 240
Deferred tax on items recognised in Other comprehensive income (575) 190
Exchange rate adjustments (46) 53

Total deferred tax assets/(liabilities), net 1,512 (792)

 Property,   Tax-loss  Offset 
 plant and Intangible  carry-  within 
DKK million equipment assets Inventories forward Other countries Total

2012
Net deferred tax asset/(liability) at 1 January (1,060) 244 1,599 87 (1,662) – (792)
Reclassifi cation from Other liabilities     (739)  (739)
Income/(charge) to the Income statement 66 (106) (185) (17) 3,906  3,664
Income/(charge) to Other comprehensive income   (78)  (497)  (575)
Exchange rate adjustment (3) (5) – (4) (34)  (46)

Net deferred tax asset/(liability) at 31 December  (997) 133 1,336 66 974 – 1,512

Classifi ed as follows:
Deferred tax asset at 31 December 176 436 2,560 66 1,421 (2,415) 2,244
Deferred tax liability at 31 December (1,173) (303) (1,224) – (447) 2,415 (732)

2011
Net deferred tax asset/(liability) at 1 January (1,279) 545 1,431 113 (1,828) – (1,018)
Income/(charge) to the Income statement 227 (316) 127 (21) (34)  (17)
Income/(charge) to Other comprehensive income   41  149  190
Exchange rate adjustment (8) 15 – (5) 51  53

Net deferred tax asset/(liability) at 31 December  (1,060) 244 1,599 87 (1,662) – (792)

Classifi ed as follows:
Deferred tax asset at 31 December 173 550 2,880 87 980 (2,256) 2,414
Deferred tax liability at 31 December (1,233) (306) (1,281) – (2,642) 2,256 (3,206)

Further to the above, the tax value of tax-loss carry-forward of DKK 208 million (DKK 221 in 2011) has not been recognised in the balance sheet due 
to the likelihood that the tax losses will not be realised in the future. Of the unrecognised tax-loss carry-forward, DKK 3 million expires within one year, 
DKK 11 million between two to fi ve years and DKK 194 million after more than fi ve years.
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This section specifi es the operating assets that form the basis for the activities of Novo Nordisk, and related liabilities. 
These net assets impact Novo Nordisk’s long-term target for ‘Operating profi t after tax to net operating assets (OPAT/NOA)’.

Novo Nordisk operates with a relatively high OPAT/NOA due to a low level of acquired intangible assets and a stable 
operating asset base despite signifi cant business growth. This is driven by Novo Nordisk’s organic growth strategy with 
limited acquisition of rights or businesses, and refl ects the fact that, in line with industry practice, Novo Nordisk does not 
capitalise internal development costs until regulatory approval is highly probable. The overall approach to managing 
operating assets is to retain assets for research, development and production activities under the company’s own control, 
and generally to lease non-core assets related to administration and distribution. Furthermore, to maintain high quality 
in the company’s products and the capability at all times to deliver products to customers, Novo Nordisk ensures that the 
total production capacity and inventory levels refl ect this priority.  

3.1 Intangible assets

Accounting policies
Patents and licences, including acquired patents and licences for in-process 
research and development projects, are carried at historical cost less 
 accumulated amortisation and any impairment loss. Amortisation is 
calculated using the straight-line method to allocate the cost of patents 
and licences over their estimated useful lives. Estimated useful life is the 
shorter of the legal duration and the economic useful life. The amortisation 
of patents and licences begins, at the earliest, on production of pre-launch 
inventory or after regulatory approval has been obtained.

Internal development of computer software and other development costs 
related to major IT projects for internal use that are directly attributable 
to the design and testing of identifi able and unique software products 
controlled by Novo Nordisk are recognised as intangible assets if the 
recognition criteria are met. The computer software has to be a signifi cant 
business system and the expenditure must lead to the creation of a durable 
asset. Amortisation is calculated using the straight-line method over the 
estimated useful life of 3–10 years. The amortisation commences when the 
asset is available for use, ie when it is in the location and condition 
necessary for it to be capable of operating in the manner intended by 
Management.

Impairment of assets 
Intangible assets with an indefi nite useful life and intangible assets not yet 
available for use are not subject to amortisation and are tested annually 
for impairment irrespective of whether there is any indication that they may 
be impaired. 

Assets that are subject to amortisation, such as intangible assets in use 
or with defi nite useful life, and other non-current assets are reviewed for 
impairment whenever events or changes in circumstances indicate that 
the carrying amount may not be recoverable. Factors considered material 
that could trigger an impairment test include the following:

• Development of a competing drug
• Changes in the legal framework covering patents, rights or licences
• Advances in medicine and/or technology that affect the medical 

treatments
• Lower-than-predicted sales
• Adverse impact on reputation and/or brand names
• Changes in the economic lives of similar assets
• Relationship with other intangible assets or property, plant and 

equipment
• Changes or anticipated changes in participation rates or reimbursement 

policies. 

If the carrying amount of intangible assets exceeds the recoverable amount 
based upon the existence of one or more of the above indicators of 
impairment, any impairment is measured based on discounted projected 
cash fl ows. Impairments are reviewed at each reporting date for possible 
reversal.

Section 3
Operating assets and liabilities

Intangible assets

DKK million 2012 2011

Cost at the beginning of the year 2,538 2,277
Additions during the year 198 259
Disposals during the year (18) (1)
Effect of exchange rate adjustment (6) 3

Cost at the end of the year 2,712 2,538

Amortisation and impairment losses 
at the beginning of the year 1,049 819
Amortisation for the year 160 107
Impairment losses for the year 32 125
Amortisation and impairment losses reversed 
on disposals during the year (18) (1)
Effect of exchange rate adjustment (6) (1)

Amortisation and impairment losses 
at the end of the year 1,217 1,049

Carrying amount at the end of the year 1,495 1,489

Specifi ed as:
Patents and licenses 762 696
Internally developed software 532 518
Other intangible assets 201 275

Total 1,495 1,489

Hereof intangible assets not yet in use amount to DKK 669 million 
(DKK 980 million in 2011), primarily patents and licences in relation to 
development projects. 

In 2012, an impairment loss of DKK 32 million (DKK 125 million in 2011) 
related to patents has been recognised due to discontinuation of 
development projects. Impairment tests in 2012 and 2011 of assets not 
yet in use were based upon Management’s projections and anticipated net 
present value of future cash fl ows from cash-generating units. Management 
has used a pre-tax discount rate (WACC) of 8% based on the risk inherent 
in the related activity’s current business model and industry comparisons. 
Terminal values used are based on the expected life of products, forecasted 
life cycle and cash fl ow over that period, and the useful life of the 
underlying assets. 

Amortisation and impairment losses

DKK million 2012 2011 2010

Cost of goods sold 81 47 42
Sales and distribution costs 50 35 13
Research and development costs 47 139 19
Licence fees and other operating 
income, net 14 11 6

Total amortisation and 
impairment losses  192 232 80
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3.2 Property, plant and equipment

Accounting policies
Property, plant and equipment is measured at historical cost less accu mulated depreciation and any impairment loss. The cost of self-constructed assets 
includes costs directly attributable to the construction of the assets. Subsequent cost is included in the asset’s carrying amount or recognised as a separate 
asset, as appropriate, only when it is probable that future economic benefi ts associated with the item will fl ow to Novo Nordisk and the cost of the item 
can be measured reliably. In general, constructions of major investments are self-fi nanced and thus no material interest on loans is capitalised as part of the 
cost. Depreciation is provided under the straight-line method over the estimated useful lives of the assets as follows: 

• Buildings: 12–50 years
• Plant and machinery: 5–16 years
• Other equipment: 3–10 years
• Land: not depreciated.

The depreciation commences when the asset is available for use, ie when it is in the location and condition necessary for it to be capable of operating in the 
manner intended by Management.

The assets’ residual values and useful lives are reviewed and adjusted, if appropriate, at the end of each reporting period. An asset’s carrying amount is written 
down to its recoverable amount if the asset’s carrying amount is higher than its estimated recoverable amount (please refer to note 3.1 for a description of 
impairment of assets). Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are recognised in the Income 
statement.

Property, plant and equipment    Payments on 
    account and 
    assets in 
 Land and Plant and Other course of 
DKK million buildings machinery equipment construction Total

2012
Cost at the beginning of the year 14,600 17,845 3,080 4,815 40,340
Additions during the year 171 136 220 2,845 3,372
Disposals during the year (287) (350) (111) – (748)
Transfer from/(to) other items 1,020 553 192 (1,765) –
Effect of exchange rate adjustment (159) (162) (22) (17) (360)

Cost at the end of the year 15,345 18,022 3,359 5,878 42,604

Depreciation and impairment losses at the beginning of the year 5,525 11,888 1,996 – 19,409
Depreciation for the year 655 1,445 313 – 2,413
Impairment losses for the year 18 68 2 – 88
Depreciation and impairment losses reversed on disposals during the year (263) (315) (91) – (669)
Effect of exchange rate adjustment (54) (111) (11) – (176)

Depreciation and impairment losses at the end of the year 5,881 12,975 2,209 – 21,065

Carrying amount at the end of the year 9,464 5,047 1,150 5,878 21,539

2011
Cost at the beginning of the year 13,598 17,243 2,861 4,516 38,218
Additions during the year 312 262 293 2,206 3,073
Disposals during the year (228) (522) (167) – (917)
Transfer from/(to) other items 982 937 85 (2,004) –
Effect of exchange rate adjustment (64) (75) 8 97 (34)

Cost at the end of the year 14,600 17,845 3,080 4,815 40,340

Depreciation and impairment losses at the beginning of the year 5,048 10,806 1,857 – 17,711
Depreciation for the year 623 1,471 289 – 2,383
Impairment losses for the year 29 93 – – 122
Depreciation and impairment losses reversed on disposals during the year (165) (462) (157) – (784)
Effect of exchange rate adjustment (10) (20) 7 – (23)

Depreciation and impairment losses at the end of the year 5,525 11,888 1,996 – 19,409

Carrying amount at the end of the year 9,075 5,957 1,084 4,815 20,931
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3.4 Trade receivables 

Accounting policies
Trade receivables are, if collection is expected within one year (or in the 
normal operating cycle of the business if longer), classifi ed as Current 
assets. If not, they are presented as Non-current assets.

Trade receivables are recognised initially at fair value and subsequently 
measured at amortised cost using the effective interest method, less 
 allowances for doubtful trade receivables. 

The allowances are deducted from the carrying amount of Trade receivables 
and the amount of the loss is recognised in the Income statement under 
Sales and distribution costs. When a trade receivable is uncollectible, it is 
written off against the allowance account for trade receivables. Subsequent 
recoveries of amounts previously written off are credited against Sales and 
distribution costs in the income statement.

Key accounting estimate – 
Allowance for doubtful trade receivables
Novo Nordisk maintains allowances for doubtful trade receivables in 
anticipation of estimated losses resulting from the subsequent inability 
of customers to make required payments. If the fi nancial circumstances of 
customers were to deteriorate, resulting in an impairment of their ability 
to make payments, additional allowances could be required in future 
periods. When evaluating the adequacy of the allowance for doubtful 
trade receivables, Management analyses trade receivables and examines 
historical bad debt, customer concentrations, customer creditworthiness, 
current economic trends and changes in customer payment terms. 
Please refer to note 4.3 for a general description of credit risk.

As a result of the generally troubled economic climate in Europe and 
the Eurozone countries, Novo Nordisk has increased its focus on the 
development in the outstanding trade receivables from this region. Payment 
history as well as current economic conditions and indicators are taken into 
account in the valuation of trade receivables. 

Furthermore, as a result of the signifi cant increase in sales to countries 
within Region International Operations, and the fact that many of these 
countries have low credit ratings, the relative impact of Region International 
Operations on the allowance for doubtful trade receivables is increasing. 
Hence, Novo Nordisk continues to monitor the credit exposure related to 
this region.

Please refer to note 2.2 for a geographical split of trade receivables and 
allowances for doubtful trade receivables.

3.2 Property, plant and equipment (continued)

Depreciation and impairment

DKK million 2012 2011 2010

Cost of goods sold 1,909 1,833 1,790
Sales and distribution costs 46 60 47
Research and development costs 416 494 441
Administrative costs 53 58 56
Licence fees and other operating 
income, net 77 60 53

Total depreciation and 
impairment losses  2,501 2,505 2,387

3.3 Inventories

Accounting policies
Inventories are stated at the lower of cost and net realisable value. Cost 
is determined using the fi rst-in, fi rst-out method. Cost comprises direct 
production costs such as raw materials, consumables and labour as well as 
indirect production costs (IPC). Production costs for work in progress and 
fi nished goods include IPC such as employee costs, depreciation, 
maintenance etc.

If the expected sales prices less completion costs to execute sales (net 
realisable value) are lower than the carrying amount, a write-down is 
recognised for the amount by which the carrying amount exceeds its net 
realisable value.

Inventory manufactured prior to regulatory approval is capitalised as an 
asset but provided for until there is a high probability of regulatory approval 
of the product. Before that point, a provision is made against the carrying 
amount of inventory to its recoverable amount and recorded as R&D costs. 
At the point when a high probability of regulatory approval is obtained, the 
provision recorded is reversed, up to no more than the original cost.

Key accounting estimate – Indirect production costs
IPC are measured using a standard cost method, which is reviewed 
regularly to ensure relevant measures of utilisation, production lead time 
and other relevant factors. Changes in the parameters for calculation 
of IPC could have an impact on the gross margin and the overall valuation 
of inventories. 

Inventories

DKK million 2012 2011

Raw materials 1,512 1,432
Work in progress 4,910 5,035
Finished goods 3,985 3,781

Total inventories (gross) 10,407 10,248

Inventory write-downs at year-end 864 815

Total inventories (net) 9,543 9,433

Indirect production costs included in work 
in progress and fi nished goods (net) 4,894 5,125
Share of total inventories (net) 51% 54%

Movements in the inventory 
write-downs
Inventory write-downs at the beginning of the year 815 1,301
Inventory write-downs during the year 845 303
Utilisation of inventory write-downs (532) (500)
Reversal of inventory write-downs (264) (289)

Inventory write-downs at the end of the year  864 815
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3.6 Provisions 

Accounting policies
Provisions for sales rebates and discounts granted to government agencies, 
wholesalers, retail pharmacies, managed care and other customers 
are  recorded at the time the related revenues are recorded or when 
the  incentives are offered. They are calculated on the basis of historical 
 experience and the specifi c terms in the individual agreements. 

Provisions for legal disputes are recognised where a legal or constructive 
obligation has been incurred as a result of past events and it is probable 
that there will be an outfl ow of resources that can be reliably estimated. In 
this case, Novo Nordisk arrives at an estimate on the basis of an evaluation 
of the most likely outcome. Disputes for which no reliable estimate can be 
made are disclosed as contingent liabilities.

Novo Nordisk issues credit notes for expired goods as a part of normal 
 business. Where there is historical experience or a reasonably accurate 
estimate of expected future returns can otherwise be made, a provision for 
estimated product returns is recorded. The provision is measured at gross 
sales value.

Provisions are measured at the present value of the anticipated expenditure 
for settlement of the legal or constructive obligation using a pre-tax rate 
that refl ects current market assessments of the time value of money and 
the risks specifi c to the obligation. The increase in the provision due to the 
passage of time is recognised as interest expense.

Key accounting estimate – Provisions for sales rebates
Novo Nordisk records provisions and accruals for expected sales rebates, 
wholesaler charge-backs and other rebates, including Medicaid and 
 Medicare in the US and similar rebates in other countries. 

Such estimates are based on analyses of existing contractual or legal 
obligations, historical trends and the Group’s experience. They are 
calculated on the basis of a percentage of sales for each product as defi ned 
by the contracts with the various customer groups.

Provisions for sales rebates are adjusted to actual amounts as rebates, 
discounts and returns are processed. Please refer to note 2.1 for further 
information on sales rebates and provision.

Novo Nordisk considers the provision established for sales rebates to 
be reasonable and appropriate based on currently available information. 
However, the actual amount of rebates and discounts may differ from 
the amounts estimated by Management as more detailed information 
becomes available.

Key accounting estimate – Provisions for legal disputes
Provisions for legal disputes consist of various types of provisions linked to 
ongoing legal disputes. Management makes judgements about provisions 
and contingencies, including the probability of pending and potential 
future litigation outcomes which, by their very nature, are dependent on 
inherently uncertain future events. When determining likely outcomes 
of litigations etc, Management considers the input of external counsels on 
each case, as well as known outcomes in case law. 

Although Management believes that the total provisions for legal 
 pro ceedings are adequate based upon currently available information, there 
can be no assurance that there will not be any changes in facts or matters 
or that any future lawsuits, claims, proceedings or investigations will not 
be material.

3.4 Trade receivables (continued)

Trade receivables

DKK million 2012 2011

Trade receivables (gross) 10,663 10,241
Allowances at the end of the year  1,024 892

Trade receivables (net) 9,639 9,349

Trade receivables (net) are equal to an average 
credit period of 45 days (51 days in 2011).

Age analysis of trade receivables
Non-impaired trade receivables
– Not yet due 8,950 8,503
– Overdue by between 1 and 179 days 629 712
– Overdue by between 180 and 359 days 60 134
– Overdue by more than 360 days 0 0

Trade receivables with credit risk exposure 9,639 9,349

Impaired trade receivables 1,024 892

Trade receivables (gross) 10,663 10,241

Movement in allowances for 
doubtful trade receivables
Carrying amount at the beginning of the year 892 627
Confi rmed losses (35) (66)
Reversal of allowances for confi rmed losses (13) (18)
Allowances for possible losses during the year 189 361
Effect of exchange rate adjustment (9) (12)

Allowances at the end of the year 1,024 892

3.5 Other receivables and prepayments

Accounting policies
Other receivables and prepayments are recognised initially at fair value 
and subsequently measured at amortised cost using the effective interest 
method.

Other receivables comprise miscellaneous duties and work in progress for 
third parties etc. Prepayments are payments made to ongoing research and 
development activities and concerning subsequent fi nancial years etc.

Other receivables and prepayments

DKK million 2012 2011

Prepayments 1,033 935
Interest receivable 87 113
Amounts owed by related parties 184 88
Deposit 524 558
VAT receivable 185 122
Other receivables 692 560

Total other receivables and prepayments 2,705 2,376
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3.7 Retirement benefi t obligations

Accounting policies
Novo Nordisk operates a number of defi ned contribution plans throughout 
the world. Novo Nordisk’s contributions to the defi ned contribution plans 
are charged to the Income statement in the year to which they relate. In 
a few countries, Novo Nordisk still operates defi ned benefi t plans; these are 
primarily located in Japan, Germany, the US and Switzerland. The costs for 
the year for defi ned benefi t plans are determined using the projected unit 
credit method. This refl ects services rendered by employees to the valuation 
dates and is based on actuarial assumptions primarily regarding discount 
rates used in determining the present value of benefi ts and projected rates 
of remuneration growth. Discount rates are based on the market yields of 
high-rated corporate bonds in the country concerned. 

Actuarial gains and losses arising from experience adjustments and changes 
in actuarial assumptions are charged or credited to other com prehensive 
income in the period in which they arise.

Past service costs are recognised immediately in the Income statement.

Pension assets are only recognised to the extent that Novo Nordisk is 
able to derive future economic benefi ts such as refunds from the plan or 
reductions of future contributions.

The Group’s defi ned benefi t plans are pension plans and medical plans and 
are usually funded by payments from Group companies and by employees 
to funds independent of Novo Nordisk. Where a plan is unfunded, a liability 
for the retirement obligation is recognised in the balance sheet. Costs 
recognised for post-employment benefi ts are included in Cost of goods 
sold, Sales and distribution costs, Research and development costs, and 
Administrative costs.

Other post-employment benefi ts mostly comprise post-retirement 
healthcare plans, principally in the US.

Please refer to note 1.2 for a description of the changed accounting policy 
for retirement benefi t obligations.

3.6 Provisions (continued)

Provisions
 Provisions Provisions Provisions   
 for sales for legal for product Other 2012 2011
DKK million rebates disputes1 returns provisions2 Total  Total

At the beginning of the year 5,666 1,554 555 489 8,264 6,667
Additional provisions, including increases to existing provisions 12,912 41 263 203 13,419 10,511
Amount used during the year (10,954) – (238) (63) (11,255) (8,228)
Adjustments, including unused amounts reversed during the year (187) (513) – (68) (768) (782)
Effect of exchange rate adjustment  (85) (25) 2 11 (97) 96

At the end of the year 7,352 1,057 582 572 9,563 8,264

Classifi ed as follows:
Non-current liabilities – 1,057 349 501 1,907 2,324
Current liabilities 7,352 – 233 71 7,656 5,940

1. Please refer to note 5.4 for further information on commitments and contingencies.
2. Other provisions consist of various types of provision including employee benefi ts such as jubilee benefi ts etc. 

Retirement benefi t obligations

DKK million   2012 2011

 Pension Medical  
 plans benefi ts Total Total

At the beginning of the year 1,125 238 1,363 1,452
Current service costs 111 21 132 155
Interest costs 37 10 47 52
Remeasurement (gains)/losses1 188 35 223 (29)
Past service costs – – – (27)
Benefi ts paid  (75) (5) (80) (75)
Curtailments2 – – – (241)
Exchange rate adjustment (36) (4) (40) 43
Other 20 (1) 19 33

At the end of the year 1,370 294 1,6643 1,3633

1. Remeasurement relates primarily to change in fi nancial assumptions.
2. Curtailment relates to changes in defi ned benefi t plans in Japan and the US in 2011.
3. Present value of partly funded retirement benefi t obligations amounts to DKK 1,229 

million (DKK 1,071 million in 2011). Present value of unfunded retirement benefi t 
obligations amounts to DKK 435 million (DKK 292 million in 2011).

Fair value of plan assets

DKK million 2012 2011

At the beginning of the year 859 766
Interest income 31 28
Remeasurement gains/(losses) 7 (20)
Employer contributions 93 128
Benefi ts paid to employees (80) (75)
Exchange rate adjustment (23) 20
Other 17 12

At the end of the year 904 859

Net retirement benefi t obligations
at the end of the year (unfunded)1 760 504

1. Unrecognised remeasurements in 2011 amounted to DKK 65 million. Net retirement 
benefi t obligation recognised in the Balance sheet in 2011 amounted to 
DKK 439 million.

The amount recognised in the Balance sheet is reported as non-current 
liabilities.
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3.8 Other liabilities

Other liabilities

DKK million 2012 2011

Employee costs payable 3,748 3,369
Accruals 3,697 2,9921

VAT and duties payable 703 537
R&D clinical trials 229 211
Other payables2 605 1,425

Total other liabilities 8,982 8,534

1. Including reclassifi cation to deferred income tax liabilities of DKK 739 million in 2012 
(note 2.4).

2. Other payables primarily relates to royalty payments and deferred income.

3.7 Retirement benefi t obligations (continued)

Net retirement benefi t obligations

DKK million 2012 2011

At the beginning of the year 439 569
Costs recognised in the Income statement1 150 (25)
Remeasurements recognised in 
Other comprehensive income2 281 –
Exchange rate adjustment recognised in 
Other comprehensive income3 (17) 23
Employer contributions (93) (128)

At the end of the year 760 439

1. Costs in Income statement include service costs, net interests, curtailments and 
other.

2. Remeasurements charged to Other comprehensive income including effect of 
change in accounting policy in 2012 amounting to DKK 65 million.

3. Recognised in Other comprehensive income as part of Exchange rate adjustments 
of investments in subsidiaries. 

Please refer to note 5.4 for maturity analysis of net retirement benefi t 
obligation.

Novo Nordisk does not expect the contributions over the next fi ve years to 
differ signifi cantly from current contributions.

Weighted average asset allocation of funded 
retirement obligations

  2012  2011

 DKK  DKK 
 million % million %

Coverage insurance1 607 67% 575 67%
Equities 67 7% 49 5%
Bonds 214 24% 152 18%
Cash at bank 9 1% 75 9%
Property 7 1% 8 1%

Total 904 100% 859 100%

1. Novo Nordisk’s defi ned benefi t plans in Germany and Switzerland are reimbursed 
by the international insurer Allianz regardless of the value of the plan assets. The 
risk related to the funding in these countries is therefore counterparty risk against 
Allianz.

Assumptions used for valuation

 2012 2011

Discount rate 3% 4%
Projected future remuneration increases 2% 2%
Medical cost trend rate 3% 3%
Infl ation rate 2% 2%

Actuarial valuations are performed annually for all major defi ned benefi t 
plans. Assumptions regarding future mortality are based on actuarial advice 
in accordance with published statistics and experience in each country.

Signifi cant actuarial assumptions for the determination of the retirement 
benefi t obligation are discount rate and expected future remuneration 
increases. The sensitivity analyses below have been determined based on 
reasonably likely changes in the assumptions occurring at the end of the 
period.

 1%-point 1%-point
DKK million increase decrease

Discount rate (237) 309
Future remuneration 77 (57)
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This section encompasses notes related to Novo Nordisk’s capital structure and fi nancing items. Further information on the 
company’s capital structure can be found in ‘Shares and capital structure’ on pp 44–45. 

Novo Nordisk’s guiding principle on capital structure is that excess cash fl ow – after funding of organic growth opportunities, 
research and development, and potential licensing and acquisitions – is returned to the company’s shareholders. Novo 
Nordisk applies a pharmaceutical industry average payout ratio to dividend payments, complemented by share repurchase 
programmes. The main fi nancial risk is foreign exchange exposure, where Novo Nordisk intends to reduce the short-term 
impact from the movement in key currencies by hedging future cash fl ows.

Section 4
Capital structure and fi nancing items

4.1 Share capital and earnings per share

Share capital

  A share B share Total share
DKK million  capital capital capital

Development in share capital:
2008  107 527 634
2009  – (14) (14)
2010  – (20) (20)
2011  – (20) (20)

At the beginning of the year  107 473 580

2012  – (20) (20)

At the end of the year  107 453 560

At the end of 2012, the share capital amounted to DKK 107 million in A share capital (equal to 107 million A shares of DKK 1) and DKK 453 million 
in B share capital (equal to 453 million B shares of DKK 1).

Treasury shares

Accounting policies
Treasury shares are deducted from the share capital at their nominal value of DKK 1 per share. Differences between this amount and the amount paid to 
acquire or received for disposing of, treasury shares are deducted from Retained earnings.

    2012 2011
    Number of Number of
  As % of share As % of share B Shares B Shares
 Market value capital before capital after of DKK 1 of DKK 1
 DKK million cancellation cancellation (million) (million)

Holding at the beginning of the year 16,131 4.2%  24 28
Cancellation of treasury shares (13,200) (3.4%)  (20) (20)

Holding of treasury shares, adjusted for cancellation 2,931 0.8% 0.8% 4 8
Purchase during the year 12,162  2.6% 15 18
Sale during the year (266)  (0.3%) (2) (2)
Value adjustment 1,135   – –

Holding at the end of the year 15,962  3.1% 17 24

The purchase of treasury shares during the year relates to the remaining part of the 2011 share repurchase programme totalling DKK 1.1 billion and the 
DKK 12 billion share repurchase programme of Novo Nordisk B shares for 2012 of which DKK 1 billion remains at year end. The programme ends at 
29 January 2013. The purpose of the programmes is to reduce the company’s share capital. Sale of treasury shares relates to exercised share options, 
long-term share-based incentive programme, employee share savings programmes and employee shares. 

At year-end the holding of treasury shares amounts to 17,416,676 shares (24,440,186 shares in 2011). At year-end 3.5 million shares of the holding of 
treasury B shares are regarded as hedges for the long-term share-based incentive programme and share options to employees. 

Dividend

At the end of 2012, proposed dividends (not yet declared) of DKK 9,715 million (DKK 18.00 per share) are included in Retained earnings. 
The declared dividend included in Retained earnings was DKK 7,742 million (DKK 14.00 per share) in 2011 and DKK 5,700 million (DKK 10.00 per share) 
in 2010. No dividend is declared on treasury shares.
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4.3 Financial risk

Novo Nordisk has centralised management of the Group’s fi nancial 
risks. The overall objectives and policies for the company’s fi nancial risk 
management are outlined in an internal Treasury Policy, which is approved 
by the Board of Directors. The Treasury Policy consists of the Foreign 
Exchange Policy, the Investment Policy, the Financing Policy and the Policy 
regarding Credit Risk on Financial Counterparts, and includes a description 
of permitted fi nancial instruments and risk limits. 

Novo Nordisk only hedges commercial exposures and consequently does 
not enter into derivative transactions for trading or speculative purposes. 
Novo Nordisk uses a fully integrated Treasury Management System to 
manage all fi nancial positions. All positions are marked-to-market based on 
real-time quotes, and risk is assessed using generally accepted standards.

Foreign exchange risk
Foreign exchange risk is the principal fi nancial risk for Novo Nordisk and 
as such has a signifi cant impact on the Income statement, Other 
 comprehensive income, the Balance sheet and the Statement of cash fl ows.

The majority of Novo Nordisk’s sales are in EUR, USD, JPY, CNY and GBP. 
Consequently, Novo Nordisk’s foreign exchange risk is most signifi cant in 
USD, JPY, CNY and GBP, while the EUR exchange rate risk is regarded as low 
due to the Denmark’s fi xed-rate policy towards EUR.

The overall objective of foreign exchange risk management is to limit the 
short-term negative impact of exchange rate fl uctuations on earnings and 
cash fl ow, thereby increasing the predictability of the fi nancial results. 

Novo Nordisk hedges existing assets and liabilities in key currencies as 
well as future expected cash fl ows up to a maximum of 24 months forward. 
During 2012, the hedging horizon varied between 11 and 13 months for 
USD, JPY, CNY and GBP. Currency hedging is based upon expectations 
of future exchange rates and mainly uses foreign exchange forwards and 
foreign exchange options matching the due dates of the hedged items. 
 Expected cash fl ows are continually assessed using historical infl ows, 
budgets and monthly sales forecasts. Hedge effectiveness is assessed on a 
regular basis. 

4.2 Debt

Accounting policies
Loans are recognised initially at fair value, net of transaction costs incurred. 
Loans are subsequently stated at amortised cost; any difference between 
the proceeds (net of transaction costs) and the redemption value is 
 recognised in the Income statement over the period of the loans using the 
effective interest method. Loans are classifi ed as Current debt unless Novo 
Nordisk has an unconditional right to defer settlement of the liability for 
at least 12 months after the end of the reporting period.

Debt

DKK million 2012 2011

Loans1 – 502
Current debt (bank overdrafts) 500 351
Derivative fi nancial instruments (note 4.4) 48 1,492

Total debt 548 2,345

The debt is denominated in the following 
currencies:
DKK 20 82
EUR 1 501
USD 53 983
JPY 0 404
Other currencies 474 375

Total debt 548 2,345

1. A loan of DKK 502 million with maturity in 2022 has been repaid during 2012. 

4.1 Share capital and earnings per share (continued)

Earnings per share

Accounting policies
Earnings per share (EPS) is presented as both basic earnings per share and diluted earnings per share. 

Basic earnings per share is calculated as net profi t divided by the average number of shares outstanding. 

Diluted earnings per share is calculated as net profi t divided by the sum of average number of shares outstanding, including the dilutive effect of share 
options ‘in the money’. The dilutive effect of share options ‘in the money’ is calculated as the difference between the following: 

1) the number of shares that could have been acquired at fair value with proceeds from the exercise of the share options
2) the number of shares that would have been issued assuming the exercise of the share options.

The difference (the dilutive effect) is added to the  denominator as an issue of shares for no consideration.

DKK million  2012 2011 2010

Net profi t for the year  21,432 17,097 14,403

Average number of shares outstanding in 1,000 shares 548,338 565,433 580,438
Dilutive effect of outstanding share bonus pool and options ‘in the money’1 in 1,000 shares 3,330 4,699 5,039

Average number of shares outstanding, including dilutive effect of options ‘in the money’  in 1,000 shares 551,668 570,132 585,477

Basic earnings per share1 DKK 39.09 30.24 24.81
Diluted earnings per share1 DKK 38.85 29.99 24.60

1. For further information on outstanding share bonus pool and options, refer to note 5.1.
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4.3 Financial risk (continued)

Key currencies

Exchange rate    
DKK per 100 USD  JPY  CNY GBP

2012
Average 579 7.27 92 918
End of year 566 6.57 91 913
Year-end change -1.6% -11.5% 0.0% 2.6%

2011
Average 536 6.73 83 859
End of year 575 7.42 91 890
Year-end change 2.5% 7.7% 7.1% 2.7%

The fi nancial contracts existing at the end of the year cover the expected 
future cash fl ow for the following number of months:

 2012 2011

USD 12 months 12 months
JPY 13 months 12 months
CNY1 12 months 12 months
GBP 12 months 12 months

1. USD used as proxy when hedging Novo Nordisk’s CNY currency exposure.

Foreign exchange sensitivity analysis:
A 5% increase/decrease in the following currencies will impact Novo 
 Nordisk’s operating profi t as outlined in the table below:

 Estimated for 
DKK million 2013 2012

USD 975 775
JPY 200 170
CNY 110 100
GBP 85 75

A 5% increase/decrease in all other currencies versus EUR and DKK would 
affect the hedging instruments’ impact on Other comprehensive income 
and the Income statement as outlined in the table below:

 5% increase in all 5% decrease in all
 currencies against currencies against
DKK million DKK and EUR DKK and EUR

2012
Other comprehensive income (1,313) 1,376
Income statement (117) 106

Total (1,430) 1,482

2011
Other comprehensive income (1,011) 1,026
Income statement 54 (38)

Total (957) 988

The higher foreign exchange sensitivities in 2012, compared with 2011, are 
primarily a result of higher expected future cash fl ow.

The fi nancial instruments included in the foreign exchange sensitivity 
 analysis are the Group’s Cash, Trade receivables and Trade payables, Current 
and non-current loans, Current and non-current fi nancial investments, 
 Foreign exchange forwards and Foreign exchange options hedging 
trans action exposure, Interest rate swaps and Cross-currency swaps.

Not included are anticipated currency transactions, investments and 
non-current assets. 

Interest rate risk
In general, DKK and EUR interest rates declined in 2012. The Danish 
two-year interest rate was 0.53% at the end of 2012, down from 1.08% at 
the end of 2011. The three-month Cibor interest rate was 0.28% at the 
end of 2012, down from 1.00% at the end of 2011.

Changes in interest rates affect Novo Nordisk’s fi nancial instruments. At the 
end of 2012, a 1 percentage point increase in the interest rate level would, 
all else being equal, result in a decrease in the fair value of Novo Nordisk’s 
fi nancial instruments of DKK 20 million (a decrease in the fair value of 
DKK 17 million in 2011).

The fi nancial instruments included in the sensitivity analysis consist of 
marketable securities, deposits, current and non-current loans, interest 
rate swaps and cross-currency swaps. Not included are foreign exchange 
forwards and foreign exchange options due to the limited effect that 
a parallel shift in interest rates in all currencies has on these instruments.

Liquidity risk
Novo Nordisk ensures availability of required liquidity through a 
 com bination of cash management, highly liquid investment portfolios and 
uncommitted as well as committed facilities. Novo Nordisk uses cash pools 
for optimisation and centralisation of cash management. For non-cash 
pool affi liates, surplus cash above the balance required for working capital 
management is deposited centrally.

Credit risk
Credit risk arises from the possibility that counterparties to transactions 
may default on their obligations, causing fi nancial losses for the Group. 
Novo Nordisk considers its maximum credit risk on fi nancial assets to be 
DKK 17,036 million (2011: DKK 17,550 million). In addition, Novo Nordisk 
considers its maximum credit risk on Trade receivables, Other receivables 
less prepayments and Other fi nancial assets to be DKK 11,539 million (2011: 
DKK 11,024 million). Please refer to note 4.7 for details of the Group’s total 
fi nancial assets. 

To manage credit risk on fi nancial counterparties, Novo Nordisk only enters 
into derivative fi nancial contracts and money market deposits with fi nancial 
counterparties possessing a satisfactory long-term credit rating from both 
Standard and Poor’s and Moody’s. Furthermore, maximum credit lines 
 defi ned for each counterparty diversify the overall counterparty risk. The 
credit risk on bonds is limited as investments are made in highly liquid 
bonds with solid credit ratings. The table below shows Novo Nordisk’s credit 
exposure on cash, fi xed-income marketable securities and fi nancial 
derivatives.

Credit exposure on Cash at bank or on hand, Marketable securities and 
Derivative fi nancial instruments (market value)

 Cash at  Derivative 
 bank or Marketable fi nancial 
DKK million on hand securities instruments Total

2012
AAA-range  4,544  4,544
AA-range 6,930  466 7,396
A-range 4,011  180 4,191
BBB-range 469  285 754
Not rated or 
below BBB-range 143 8  151

Total 11,553 4,552 931 17,036

2011
AAA-range  4,083  4,083
AA-range 6,223  16 6,239
A-range 7,156  32 7,188
BBB-range    
Not rated or 
below BBB-range 29 11  40

Total 13,408 4,094 48 17,550
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4.3 Financial risk (continued)

Credit risk on Trade receivables and Other receivables and prepayments 
is less material as Novo Nordisk has no signifi cant concentration of credit 
risk, with exposure being spread over a large number of counterparties and 
customers. However, due to the troubled economic climate in the Eurozone, 
the Group continues to focus on the development in the outstanding trade 
receivables from this region. Novo Nordisk also continues to monitor the 
credit exposure in Region International Operations due to the increasing 
sales and low credit ratings of many countries in this region.

Please refer to note 2.2 for split of allowance for trade receivables by 
 geographical segment.

Capital structure
Novo Nordisk’s capital structure is characterised by a substantial equity 
ratio. This is in line with the general capital structure of the pharmaceutical 
industry and refl ects the inherent long-term investment horizons in an 
industry with typically more than 10 years’ development time for 
 pharmaceutical products. Novo Nordisk’s equity ratio, calculated as equity 
to total liabilities, was 61.9% at the end of the year (57.9% at the end 
of 2011). 

4.4 Derivative fi nancial instruments

Accounting policies
The derivative fi nancial instruments are used to manage the exposure to 
market risk. None of the derivatives are held for trading. However, not all 
derivatives are designated for hedge accounting.

Novo Nordisk uses forward exchange contracts and currency options 
to hedge forecast transactions and assets and liabilities. Currently, net 
investments in foreign subsidiaries are not hedged.

Upon initiation of the contract, Novo Nordisk designates each derivative 
fi nancial contract that qualifi es for hedge accounting as one of:
 
• hedges of the fair value of a recognised asset or liability or a fi rm 

 commitment (fair value hedge)
• hedges of the fair value of a forecast fi nancial transaction (cash fl ow 

hedge)
• hedges of a net investment in a foreign operation (net investment 

hedge).

All contracts are initially recognised at fair value and subsequently 
remeasured at their fair values based on current bid prices at the end of the 
reporting period. 

Forward exchange contracts recognised as hedging assets or liabilities in 
foreign currencies are measured at fair value at the end of the reporting 
period. Value adjustments are recognised in the Income statement along 
with any value adjustments of the hedged asset or liability that is 
attributable to the hedged risk. 

The value adjustments on forward exchange contracts designated as 
hedges of forecast transactions are recognised directly in Other 
comprehensive income, given hedge effectiveness. The cumulative value 
adjustment of these contracts is transferred from Other compre hensive 
income to the Income statement as a reclassifi cation adjustment under 
Financial income or Financial expenses when the hedged transaction is 
recognised in the Income statement. 

Currency swaps used to hedge net investments in subsidiaries are measured 
at fair value based on the difference between the swap exchange rate and 
the exchange rate at the end of the reporting period. The value adjustment 
is recognised in Other comprehensive income.

Furthermore, Novo Nordisk uses currency option hedges of forecast 
 trans actions. Currency options are initially recognised at cost, which equals 
fair value of considerations paid, and subsequently remeasured at their fair 
values at the end of the reporting period. The cumulative value adjustment 
of the currency options for which hedge accounting is applied, which is 
the intrinsic value of the options, is transferred from Other comprehensive 
income to the Income statement as a reclassifi cation adjustment under 
Financial income or Financial expenses when the hedged transaction is 
recognised in the Income statement. Gains and losses on currency options 
that do not meet the criteria for hedge accounting are recognised directly 
in the Income statement under Financial income or Financial expenses.

The fair value of fi nancial assets and liabilities is measured on the basis of 
quoted market prices of fi nancial instruments traded in active markets. 
If an active market exists, fair value is based on the most recently observed 
market price at the end of the reporting period.

If a fi nancial instrument is quoted in a market that is not active, Novo 
Nordisk bases its valuation on the most recent transaction price.  Adjustment 
is made for subsequent changes in market conditions, for instance by 
including transactions in similar fi nancial instruments that are assumed to 
be motivated by normal business considerations.

If an active market does not exist, the fair value of standard and simple 
fi nancial instruments, such as foreign exchange forward contracts, interest 
rate swaps, currency swaps and unlisted bonds, is measured according to 
generally accepted valuation techniques. Market-based parameters are used 
to measure fair value.

When a hedging instrument expires or is sold, or when a hedge no longer 
meets the criteria for hedge accounting, any cumulative gain or loss existing 
in equity at that time remains in equity and is recognised when the forecast 
transaction is ultimately recognised in the Income statement. When a 
forecast transaction is no longer expected to occur, the cumulative gain or 
loss that was reported in equity is immediately transferred to the Income 
statement under Financial income or Financial expenses.

eng33 - 31.01 - 55-111.indd   78eng33 - 31.01 - 55-111.indd   78 03/02/13   13.4803/02/13   13.48



NOVO NORDISK ANNUAL REPORT 2012

 CONSOLIDATED FINANCIAL STATEMENTS  79

4.4 Derivative fi nancial instruments (continued)

Hedging activities  2012   2011 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Forward contracts, cash fl ow hedges 25,639 732  18,906  1,256
Currency options, cash fl ow hedges 2,755 134  4,805 116 
Forward contracts, fair value hedges 2,521 95 48 2,534  176
Cross-currency swaps, net investment hedges1    166  56

Total currency-related instruments 30,915 961 48 26,411 116 1,488

Interest rate swaps, cash fl ow hedges    250  4

Total interest-related instruments – – – 250 – 4

Total hedging activities 30,915 961 48 26,661 116 1,492

Total derivatives included in:
Derivative fi nancial instruments (current assets)  931   48 
Derivative fi nancial instruments (current liabilities)   48   1,492
Equity, Other reserves  30   68 

1. No net investment hedge exist at year-end 2012. In 2011, the fi nancial contract existing at the end of the year hedged 13% of the net investments in JPY. 

Presentation in the Income statement and Other comprehensive income

  2012   2011 

  Positive Negative  Positive Negative
  fair value fair value  fair value fair value
DKK million  at year-end at year-end  at year-end at year-end

Cash fl ow hedges for which hedge accounting is not applied  19   48 8
Fair value hedges  95 48   176

Total fair value adjustments through the Income statement  114 48  48 184

Cash fl ow hedges for which hedge accounting is applied  847   68 1,252
Net investment hedges (included in exchange rate adjustment)      56

Total fair value adjustments through Other comprehensive income  847 –  68 1,308

Total fair value adjustments  961 48  116 1,492
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4.4 Derivative fi nancial instruments (continued)

Hedging of forecast transactions (cash fl ow hedge)

  2012   2011 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Hedging of forecast transactions qualifying 
for hedge accounting

USD 19,939 409  14,250  896
JPY, GBP and other currencies 5,700 323  4,656  360

Total forward contracts (forecasted cash fl ow) 25,639 732 – 18,906 – 1,256

USD 2,402 72  4,007 66 
JPY 353 43  798 2 

Total currency options (forecasted cash fl ow) 2,755 115 – 4,805 68 –

Total interest rate swaps (variable payments 
on debt instruments) EUR/EUR – – – 250 – (4)

Total cash fl ow hedges for which hedge 
accounting is applied 28,394 847 – 23,961 68 1,252

Other forecast transaction hedges for which 
hedge accounting is not applied

Currency options and interest rate swaps 
for which hedge accounting is not applied – 19 – – 48 8

Total contracts of forecast transactions 28,394 866 – 23,961 116 1,260

Hedging of assets and liabilities (fair value hedge)

  2012   2011 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

USD 698  30 478  81
JPY 444 95  731  72
GBP 365  18 376  7
Other 1,014   949  16

Total forward contracts 2,521 95 48 2,534 – 176

The table above shows the fair value of fair value-hedging activities for 2012 and 2011 specifi ed by hedging instrument and the major currencies. 
All changes in fair values are recognised in the Income statement, amounting to a net gain of DKK 47 million in 2012 (a net loss of DKK 176 million in 2011). 
As the hedges are highly effective, the net gain or loss on the hedged items is similar to the net loss or gain on the hedging instruments.

The fi nancial contracts existing at the end of the year hedge the currency exposure on assets and liabilities in the Group’s major currencies other than DKK 
and EUR, ie primarily assets and liabilities in USD, JPY and GBP. ‘Other’ comprises AUD at DKK 475 million (DKK 399 million in 2011), CAD at DKK 138 million 
(DKK 170 million in 2011) and PLN at DKK 401 million (DKK 380 million in 2011).
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4.7 Financial assets and liabilities

Accounting policies
Novo Nordisk classifi es its investments in the following categories:

• Available-for-sale fi nancial assets 
• Loans and receivables
• Financial assets at fair value through the Income statement (derivatives).

The classifi cation depends on the purpose for which the investments were 
made. Management determines the classifi cation of its investments on 
initial recognition and re-evaluates this at the end of every reporting period 
to the extent that such a classifi cation is permitted and required.

Recognition and measurement
Purchases and sales of investments are recognised on the settlement date. 
Investments are initially recognised at fair value. 

Available-for-sale fi nancial assets and fi nancial assets at fair value 
are subsequently carried at fair value. Loans and receivables are carried at 
amortised cost using the effective interest method. 

Fair value disclosures are made separately for each class of fi nancial 
 instruments at the end of the reporting period.

Derecognition
Investments are derecognised when the rights to receive cash fl ows from 
the investments have expired or have been transferred, and Novo Nordisk 
has transferred substantially all risks and rewards of ownership.

Available-for-sale fi nancial assets
Available-for-sale fi nancial assets consist of equity investments and 
 marketable securities and are included in Other fi nancial assets unless 
Management intends to dispose of the investment within 12 months of the 
end of the reporting period. If that is the case, the current part is included 
in Other receivables and prepayments.

Unrealised gains and losses arising from changes in the fair value of 
 fi nancial assets classifi ed as available for sale are recognised in Other 
 comprehensive income. When fi nancial assets classifi ed as available for sale 
are sold or impaired, the accumulated fair value adjustments are included 
in the Income statement.

The fair values of quoted investments (including bonds) are based on 
current bid prices at the end of the reporting period. Financial assets for 
which no active market exists are carried at fair value based on a valuation 
methodology or at cost if no reliable valuation model can be applied. 

Loans and receivables
Loans and receivables are non-derivative fi nancial assets with fi xed or 
 deter minable payments that are not quoted in an active market. If  
collection is expected within one year (or in the normal operating cycle of 
the business if longer), they are classifi ed as Current assets. If not, they are 
presented as Non-current assets.

Trade receivables and Other receivables are recognised initially at fair value 
and subsequently measured at amortised cost using the effective interest 
method, less provision for allowances. Provision for allowances is made for 
trade receivables when there is objective evidence that Novo Nordisk will 
not be able to collect all amounts due according to the original terms of the 
receivables.
 
The provision for allowances is deducted from the carrying amount of 
Trade receivables and the amount of the loss is recognised in the Income 
statement under Sales and distribution costs. When a trade receivable 
is uncollectible, it is written off against the allowance account for trade 
receivables. Subsequent recoveries of amounts previously written off are 
credited against Sales and distribution costs in the Income statement.

4.5 Cash and cash equivalents

Accounting policies
Cash and cash equivalents consist of cash and marketable securities with 
original maturity of less than three months offset by short-term bank loans. 
Financial resources consist of cash and cash equivalents, bonds with original 
term to maturity exceeding three months and undrawn committed credit 
facilities expiring after more than one year.

Cash and cash equivalents

DKK million 2012 2011 2010

Cash at bank and on hand (note 4.3) 11,553 13,408 12,017
Bank overdrafts (note 4.2) (500) (351) (57)

Cash and cash equivalents 
at the end of the year 11,053 13,057 11,960

4.6 Change in working capital

Accounting policies
Working capital is defi ned as current assets less current liabilities. 
It measures how much in liquid assets Novo Nordisk has available for the 
business. 

Change in working capital

DKK million 2012 2011 2010

Trade receivables  (290) (849) (1,437)
Other receivables and prepayments (329) 27 (441)
Inventories (110) 256 327
Trade payables 568 385 664
Other liabilities 448 580 1,141
Exchange rate adjustments (13) 35 43

Total change in working capital 274 434 297
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4.7 Financial assets and liabilities (continued)

Financial assets and liabilities  Financial    
  assets   
 Available- measured at   
 for-sale fair value   
 fi nancial through the Loans Cash 
 assets at Income and and cash 
DKK million fair value statement receivables equivalents Total

2012
Other fi nancial assets 147  81  228
Trade receivables (note 3.4)   9,639  9,639
Other receivables (note 3.5)   2,705  2,705
– less prepayments (note 3.5)   (1,033)  (1,033)
Marketable securities (bonds) (note 4.3)1 4,552    4,552
Derivative fi nancial instruments (note 4.4)  931   931
Cash at bank and on hand (note 4.5)    11,553 11,553

Total fi nancial assets at the end of the year by category 4,699 931 11,392 11,553 28,575

  Financial  Financial  
  liabilities  liabilities 
  measured at Financial measured at 
  fair value liabilities fair value 
  through the measured at through Other 
  Income amortised comprehensive 
DKK million  statement cost income Total

Current debt (note 4.2)    500  500
Trade payables   3,859  3,859
Other liabilities (note 3.8)   8,982  8,982
– less VAT and duties payable (note 3.8)   (703)  (703)
Derivative fi nancial instruments (note 4.4)  48   48

Total fi nancial liabilities at the end of the year by category   48 12,638 – 12,686

  Financial    
  assets   
 Available- measured at   
 for-sale fair value   
 fi nancial through the Loans Cash 
 assets at Income and and cash 
DKK million fair value statement receivables equivalents Total

2011
Other fi nancial assets 230  43  273
Trade receivables (note 3.4)   9,349  9,349
Other receivables (note 3.5)   2,376  2,376
– less prepayments (note 3.5)   (935)  (935)
Marketable securities (bonds) (note 4.3)1 4,094    4,094
Derivative fi nancial instruments (note 4.4)  48   48
Cash at bank and on hand (note 4.5)    13,408 13,408

Total fi nancial assets at the end of the year by category 4,324 48 10,833 13,408 28,613

  Financial  Financial  
  liabilities  liabilities 
  measured at Financial measured at 
  fair value liabilities fair value 
  through the measured at through Other 
  Income amortised comprehensive 
DKK million  statement cost income Total

Loans (note 4.2)    502  502
Current debt (note 4.2)    351  351
Trade payables   3,291  3,291
Other liabilities (note 3.8)   8,534  8,534
– less VAT and duties payable (note 3.8)   (537)  (537)
Derivative fi nancial instruments (note 4.4)  184  1,308 1,492

Total fi nancial liabilities at the end of the year by category   184 12,141 1,308 13,633

1. Including Danish AAA-rated mortgage bonds issued by Danish credit institutions governed by the Danish Financial Supervisory Authority of DKK 4,544 million (DKK 4,083 million 
in 2011); refer to note 4.3. Redemption yield on the bond portfolio is 0.73%.

For a description of the credit quality of fi nancial assets such as Trade receivables, Cash at bank and on hand, Marketable securities, Current debt and 
Derivative fi nancial instruments, refer to notes 4.3 and 4.4.
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4.7 Financial assets and liabilities (continued)

Maturity analysis
   Maturity   
 Equity Maturity > 1 year Maturity 
DKK million investments < 1 year < 5 years > 5 years Total

2012
Other fi nancial assets  147   81 228
Trade receivables (note 3.4)  9,639   9,639
Other receivables (note 3.5)  2,705   2,705
– less prepayments (note 3.5)  (1,033)   (1,033)
Marketable securities (bonds) (note 4.3)  3,318 1,234  4,552
Derivative fi nancial instruments (note 4.4)  845 86  931
Cash at bank and on hand (note 4.5)  11,553   11,553

Total assets at the end of the year by maturity 147 27,027 1,320 81 28,575

Current debt (note 4.2)   500   500
Trade payables  3,859   3,859
Other liabilities (note 3.8)  8,982   8,982
- less VAT and duties payable (note 3.8)  (703)   (703)
Derivative fi nancial instruments (note 4.4)  48   48

Total liabilities at the end of the year by maturity  12,686 – – 12,686

2011
Other fi nancial assets  230   43 273
Trade receivables (note 3.4)  9,349   9,349
Other receivables (note 3.5)  2,376   2,376
– less prepayments (note 3.5)  (935)   (935)
Marketable securities (bonds) (note 4.3)  2,311 1,783  4,094
Derivative fi nancial instruments (note 4.4)  48   48
Cash at bank and on hand (note 4.5)  13,408   13,408

Total assets at the end of the year by maturity 230 26,557 1,783 43 28,613

Loans (note 4.2)    196 306 502
Current debt (note 4.2)   351   351
Trade payables  3,291   3,291
Other liabilities (note 3.8)  8,534   8,534
– less VAT and duties payable (note 3.8)  (537)   (537)
Derivative fi nancial instruments (note 4.4)  1,400 92  1,492

Total liabilities at the end of the year by maturity  13,039 288 306 13,633

Fair value measurement hierarchy  Directly or  
 Active indirectly Not based on 
 market observable observable 
DKK million data market data market data Total

2012
Total fi nancial assets at fair value 4,625 931 74 5,630

Total fi nancial liabilities at fair value – 48 – 48

2011
Total fi nancial assets at fair value 4,153 48 1712 4,372

Total fi nancial liabilities at fair value – 1,492 – 1,492

2. Including reclassifi cation of DKK 39 million regarding investment in associated company.

Financial assets and liabilities measured at fair value can be categorised using the fair value measurement hierarchy above. There have not been any transfers 
between the categories ’Active market data’ and ’Directly or indirectly observable market data’ during 2012 or 2011.
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4.8 Financial income and expenses

Accounting policies
The activity of the fi nancial assets and liabilities and borrowings generates 
the fi nancial income and expenses in Novo Nordisk. For 2012, ‘Share of 
profi t or loss of associated companies’ has been reclassifi ed as part of 
fi nancial income, disclosed as ‘Income from other fi nancial assets’. The net 
fi nancials in the Income statement are mainly related to foreign exchange 
elements and can be specifi ed as follows:

Financial income

DKK million 2012 2011 2010

Interest income  124 274 235
Foreign exchange gain (net) – – 86
Foreign exchange gain on 
derivatives (net) – 240 61
Income from other fi nancial assets 1 – 1,070

Total fi nancial income 125 514 1,452

Financial expenses

DKK million 2012 2011 2010

Interest expenses  58 275 500
Foreign exchange loss (net) 161 256 –
Forward contracts loss (net)1 39 1,276 2,049
Loss on currency options (net) 147 200 82
Loss on investments etc. 118 27 23
Other fi nancial expenses 83 99 46
Cash fl ow hedge transferred from 
other comprehensive income (net)1 1,182 (1,170) (643)

Total fi nancial expenses 1,788 963 2,057

1. Comparative fi gures for 2011 and 2010 have been adjusted to align with the 2012 
presentation. Total fi nancial expenses are unchanged for 2011 and 2010.
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This section includes other statutory notes or notes that are of secondary importance for understanding the fi nancial 
performance of Novo Nordisk. A list of subsidiaries in the Novo Nordisk Group is also included here.

Section 5
Other disclosures

5.1 Share-based payment schemes

Accounting policies
Share-based compensation
Novo Nordisk operates equity-settled, share-based compensation plans. 
The fair value of the employee services received in exchange for the grant 
of the options or shares is recognised as an expense and allocated over the 
vesting period.

The total amount to be expensed over the vesting period is determined by 
reference to the fair value of the options or shares granted, excluding 
the impact of any non-market vesting conditions. The fair value is fi xed at 
the grant date. Non-market vesting conditions are included in assumptions 
about the number of options or shares that are expected to vest. At the end 
of each reporting period, Novo Nordisk revises its estimates of the number 
of options or shares that are expected to vest. Novo Nordisk recognises the 
 impact of the revision of the original estimates, if any, in the Income 
statement and in a corresponding adjustment to Equity (change in 
 proceeds) over the remaining vesting period. Adjustments relating to prior 
years are included in the Income statement in the year of adjustment. 

Share-based payment

DKK million 2012 2011 2010

Employee shares 50 96 241
Long-term share-based incentive 
programme (Senior Management Board) 73 57 64
Long-term share-based incentive 
programme and share options 
(Management group below 
Senior Management Board)1 185 166 158

Share-based payment expensed 
in the Income statement 308 319 463

1. Includes long-term share-based incentive programme for 2007–2012.

Employee shares
In 2010, a general employee share programme was implemented in 
Denmark with exercise in the same year. Outside Denmark the programme 
was structured as share options with the same initial benefi t per employee 
as in Denmark. The cost of the programme outside Denmark is amortised 
over the period 2010–2013.

Long-term share-based incentive programme
For a description of the programme, please refer to ‘Remuneration’ in 
‘Governance, leadership and shares’, pp 49–51.

On 30 January 2013, the Board of Directors approved the establishment, 
for members of the Senior Management Board, of a joint pool for the 
fi nancial year 2012 by allocating a total of 97,381 Novo Nordisk B shares. 
This allocation amounts on average to eight months’ fi xed base salary plus 
pension contribution per participant, corresponding to a value at launch of 
the programme of DKK 73 million. This amount was expensed in 2012. The 
share price used for the conversion was the average share price (DKK 751) 
for Novo Nordisk B shares on NASDAQ OMX Copenhagen in the period 
2–16 February 2012. Based on the split of participants when the joint 
pool was established, approximately 30% of the pool will be allocated to 
members of Executive Management and 70% to other members of the 
Senior Management Board. 

The shares allocated to the joint pool for 2009 (177,066 shares), 
corresponding to a value at launch of the programme of DKK 54 million 
expensed in 2009, were released to the individual participants subsequent 
to the approval of the Annual Report 2012 by the Board of Directors 
and after the announcement of the 2012 full-year fi nancial results on 
31 January 2013.

For the management group below the Senior Management Board, a 
share-based incentive programme with similar performance criteria was 
introduced in 2007. 

The shares allocated to the joint pool for 2009 (605,218 shares), 
corresponding to a value at launch of the programme of DKK 186 million 
amortised over the period 2009–2012, were released to the individual 
participants subsequent to the approval of the Annual Report 2012 by the 
Board of Directors and after the announcement of the 2012 full-year 
fi nancial results on 31 January 2013. The number of shares to be transferred 
(541,321) is lower than the original number of shares allocated to the 
share pool as some participants had left the company before the release 
conditions of the programme were met. 

The total number of shares in the joint pools relating to the years 2010, 
2011 and 2012 is as follows:

 Number Amount 
Year allocated to pool of shares DKK million Vesting

Senior Management Board
2010 168,576 64 2014
2011 89,712 57 2015
2012 97,381 73 2016

 355,669 

Management group below 
Senior Management Board
2010 548,936 208 2014
2011 297,133 188 2015
2012 311,847 234 2016
Cancelled (35,428)  

 1,122,488  

Total 1,478,157  
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5.1 Share-based payment schemes (continued)

Share options
Each option gives the right to purchase one Novo Nordisk B share. All share 
options are hedged by treasury shares. No ordinary share options have 
been granted since 2006 as the long-term incentive programme from 2007 
onwards has been share-based.

The options are exercisable three years after the issue date and will 
expire after eight years. The exercise price for options granted based on 
perform ance targets for the fi nancial years 2000–2006 was equal to 
the market price of the Novo Nordisk B share at the time the plan was 
established. The options can only be settled in shares.

The internal rules for trading in Novo Nordisk securities by board members, 
executives and certain employees only permit trading in the 15-calendar-day 
period following each quarterly announcement.

   Average Calculated
   exercise price fair value
  Share per option per option1

Outstanding share options in Novo Nordisk  options DKK DKK

Outstanding at the end of 2010  3,436,894 110 498

Exercised in 2011 – ordinary share option plans  (624,760) 74 
Exercised in 2011 – employee share options  (506,300)  
Cancelled in 2011  (126,500)  

Outstanding at the end of 2011  2,179,334 153 504

Exercised in 2012 – ordinary share option plans  (835,094) 142 
Exercised in 2012 – employee share options  (1,150)  
Cancelled in 2012  (63,750)  
Employee share options – NNIT  7,060  

Outstanding at the end of 2012  1,286,400 130 760

1. The fair value has been calculated using the Black-Scholes model with the parameters existing at year-end of the respective year.

Management’s share options
  At the Exercised  
  beginning during At the end Fair value2

Share options in Novo Nordisk  of the year the year of the year DKK million

Executive Management  – – – –
Other members of the Senior Management Board  101,325 44,650 56,675 41

Total  101,325 44,650 56,675 41

2. The fair value has been calculated using the Black-Scholes model with the parameters existing at year-end of the respective year.

Assumptions
The fair value of the Novo Nordisk B share options has been calculated 
 using the Black-Scholes option-pricing model.

The expected volatility is calculated as one-year historical volatility (average 
of daily volatilities).

The assumptions used are shown in the table below:

 2012 2011 2010

Expected life of the option in years 
(average)  1 2 4
Expected volatility  21% 23% 21%
Expected dividend per share (in DKK) 18.00 14.00 10.00
Risk-free interest rate 
(based on Danish government bonds) 0.00% 0.20% 2.00%
Novo Nordisk B share price 
at the end of the year (in DKK) 916.50 660 629

eng33 - 31.01 - 55-111.indd   86eng33 - 31.01 - 55-111.indd   86 03/02/13   13.4803/02/13   13.48



NOVO NORDISK ANNUAL REPORT 2012

 CONSOLIDATED FINANCIAL STATEMENTS  87

5.1 Share-based payment schemes (continued)

  Issued Exercised  Outstanding/ Exercise Exercisable and outstanding  share share  exercisable price 
share options in Novo Nordisk  options options Cancelled share options DKK Exercise period

2004 Ordinary share option plan  1,618,832 (1,430,166) (118,000) 70,666 134 31/1/08 – 30/1/13
2005 Ordinary share option plan  1,640,468 (1,178,875) (159,368) 302,225  153  31/1/09 – 30/1/14
2006 Ordinary share option plan  2,229,084 (1,406,782) (187,053) 635,249 175 31/1/10 – 30/1/15

Exercisable at the end of 2012  5,488,384 (4,015,823) (464,421) 1,008,140  

2010 Employee share options  273,000 (1,800) – 271,200 0 1/12/13
Employee share options – NNIT  7,060 – – 7,060 0 1/12/14

Outstanding at the end of 20123  5,768,444 (4,017,623) (464,421) 1,286,400  

3. All share options will vest if there is a change of control of Novo Nordisk A/S.

 Average Exercised
 market price share
Average market price of Novo Nordisk B shares per trading period in 2012 DKK options

2 February – 16 February 751 425,594
27 April – 11 May  830 81,200
9 August – 23 August  944 174,175
31 October – 14 November  909 155,275

Total exercised options  836,244

5.2 Management’s holdings of Novo Nordisk shares

The internal rules for trading in Novo Nordisk securities by board members, executives and certain employees only permit trading in the 15-calendar-day period 
following each quarterly announcement. 

 At the beginning Additions Sold/transferred  At the end Market value1

 of the year  during the year during the year of the year DKK million

Sten Scheibye 800   800 0.7
Göran Ando 1,600 500  2,100 1.9
Bruno Angelici 500   500 0.5
Henrik Gürtler –   – –
Liz Hewitt – 400  400 0.4
Ulrik Hjulmand-Lassen 1,057 24  1,081 1.0
Thomas Paul Koestler 1,600   1,600 1.5
Anne Marie Kverneland 2,475 24 (54) 2,445 2.2
Kurt Anker Nielsen  81,704  (3,300) 78,404 71.8
Søren Thuesen Pedersen 324 24 (25) 323 0.3
Hannu Ryöppönen 2,250   2,250 2.1
Stig Strøbæk 390   390 0.4

Board of Directors in total 92,700 972 (3,379) 90,293 82.8

Lars Rebien Sørensen 54,970 15,578 (15,578) 54,970 50.4
Jesper Brandgaard 27,937 10,405 (4,700) 33,642 30.8
Lise Kingo 344 10,431 (5,381) 5,394 4.9
Kåre Schultz 51,217 10,405 (4,598) 57,024 52.3
Mads Krogsgaard Thomsen 48,605 10,548 (12,705) 46,448 42.6

Executive Management in total 183,073 57,367 (42,962) 197.478 181.0

Other members of the Senior Management Board 144,450 144,070 (108,957) 179,563 164.5

Joint pool for Executive Management and 
other members of the Senior Management Board2 567,012 97,381 (156,240) 508,1533 465.7

Total 987,235 299,790 (311,538) 975,487 894.0

1. Calculation of the market value is based on the quoted share price of DKK 916.50 at the end of the year.
2. The annual allocation to the joint pool is locked up for three years before it is transferred to the participants employed at the end of each three-year period. Based on the split of 

participants when the joint pool was established, approximately 30% of the pool will be allocated to the members of Executive Management and approximately 70% to other 
members of the Senior Management Board. In the lock-up period, the joint pool may potentially be reduced in the event of lower-than-planned value creation in subsequent years.

3. Excludes 24,582 shares currently assigned to three retired Senior Management Board members.
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5.3 Adjustments for non-cash items

For the purpose of presenting the cash fl ow statement, non-cash items with effect on the Income statement must be reversed to identify the actual cash fl ow 
effect from the Income statement. The adjustments are specifi ed as follows:

Adjustments for non-cash items

DKK million   2012 2011 2010

Reversals of non-cash income statement items
Income taxes (note 2.4)   6,379 4,828 3,883
Depreciation, amortisation and impairment losses (notes 3.1 and 3.2)   2,693 2,737 2,467
Interest income and interest expenses, net (note 4.8)   (66) 1 265
Share-based payment costs (note 5.1)   308 319 463
Other fi nancial income and expenses   – 4 (1,070)

Changes in non-cash balance sheet items
Increase/(decrease) in provisions and retirement benefi t obligations (notes 3.6 and 3.7)   1,620 1,467 2,382
Of which remeasurement of retirement benefi t obligations    (281) – –

Other adjustments
(Gains)/losses from sale of property, plant and equipment   21 (3) 71
Unrealised (gain)/loss from marketable securities   43 28 (43)
Reclassifi cation from working capital (other liabilities)   739 – –
Other, including unrealised exchange (gain)/loss etc.   (203) (264) 31

Total adjustments for non-cash items   11,253 9,117 8,449
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5.4 Commitments and contingencies

Commitments

The total contractual obligations and recognised non-current debt as at 
31 December 2012 can be specifi ed as follows:

Payments due by period

 Less   More 
 than 1–3 3–5 than 
DKK million 1 year years years 5 years Total

Retirement benefi t 
obligations 23 44 42 651 760

Total non-current 
liabilities recognised 
in the Balance sheet 23 44 42 651 760

Operating leases1 881 1,311 884 1,968 5,044
Purchase obligations 1,955 1,241 34 – 3,230
Research and develop-
ment obligations 1,506 1,218 191 – 2,915

Total obligations 
not recognised in the 
Balance sheet 4,342 3,770 1,109 1,968 11,189

Total contractual 
obligations 4,365 3,814 1,151 2,619 11,949

As at 31 December 2011, the contractual obligations and recognised 
non-current debt can be specifi ed as follows:

Payments due by period

 Less   More 
 than 1–3 3–5 than 
DKK million 1 year years years 5 years Total

Loans – 97 99 306 502
Retirement benefi t 
obligations 13 26 24 376 439

Total non-current 
liabilities recognised 
in the Balance sheet 13 123 123 682 941

Interest payments 
related to loans 6 11 9 13 39
Operating leases1 848 1,283 882 1,999 5,012
Purchase obligations 1,920 1,975 4 – 3,899
Research and develop-
ment obligations 1,241 1,448 85 – 2,774

Total obligations 
not recognised in the 
Balance sheet 4,015 4,717 980 2,012 11,724

Total contractual 
obligations 4,028 4,840 1,103 2,694 12,665

1. No material fi nance lease obligations exist in 2012 and 2011.

The operating lease commitments are related to non-cancellable operating 
leases primarily related to premises, company cars and offi ce equipment. 
Approximately 70% of the commitments are related to leases outside 
Denmark. The lease costs for 2012 and 2011 were DKK 1,100 million and 
DKK 1,059 million, respectively.

The purchase obligations primarily relate to contractual obligations in 
connection with investments in property, plant and equipment as well as 
purchase agreements regarding medical equipment and consumer goods. 
Novo Nordisk expects to fund these commitments with existing cash and 
cash fl ow from operations.

Research and development obligations entail uncertainties in relation to the 
period in which payments are due because a proportion of the  obligations 
are dependent on milestone achievements. The due periods disclosed 
are based on Management’s best estimate. Novo Nordisk has engaged in 
research and development projects with a number of external enterprises. 
Most of these obligations relate to a post-approval study on the LEADER® 
programme. 

DKK million 2012 2011

Other guarantees 635 589
Other guarantees primarily relate to guarantees 
issued by Novo Nordisk in relation to rented 
property

Security for debt 200 1,385
Land, buildings and equipment etc. at carrying 
amount

World Diabetes Foundation
At the Annual General Meeting of Novo Nordisk A/S in 2002, the 
 shareholders agreed on a donation to the World Diabetes Foundation 
(WDF), obligating Novo Nordisk A/S for a period of 10 years from 2001 to 
make annual donations to the Foundation of 0.25% of the net insulin 
sales of the Group in the preceding fi nancial year. 

At the Annual General Meeting in 2008, a new donation in addition to 
the existing obligation was agreed to by the shareholders. According to 
this agreement, Novo Nordisk is obliged to make annual donations to the 
Foundation of 0.01% in the period 2008–2010 and 0.125% in the 
period 2011–2017 of the net insulin sales of the Group in the preceding 
fi nancial year.

The annual donation in the period 2012–2017 will not exceed the lower 
of DKK 80 million or 15% of the taxable income of Novo Nordisk A/S in the 
fi nancial year in question. 

In 2012, the donation amounts to DKK 64 million (DKK 65 and 69 million in 
2011 and 2010), which is recognised in Administrative costs in the Income 
statement. The 2012 donation includes an extra donation of DKK 11 million 
to support predetermined WDF activities (DKK 14 million in 2011).

Contingencies

Novo Nordisk is currently involved in pending litigations, claims and 
investigations arising out of the normal conduct of its business. While 
provisions that Management deems to be reasonable or appropriate have 
been made for probable losses, there are uncertainties connected with 
these estimates. Novo Nordisk does not expect the pending litigations, 
claims and investigations, individually and in the aggregate, to have a 
material impact on Novo Nordisk’s fi nancial position, operating profi t or 
cash fl ow in addition to the amounts accrued.

See note 3.6 for the principles for accounting estimates and judgements 
about pending and potential future litigation outcomes.
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5.4 Commitments and contingencies (continued)

Pending litigation against Novo Nordisk
Along with a majority of the hormone therapy product manufacturers 
in the US, Novo Nordisk is a defendant in product liability lawsuits related 
to hormone therapy products. There are currently 38 cases against Novo 
Nordisk involving individuals who allege to have used a Novo Nordisk 
hormone therapy product. These products (Activella® and Vagifem®) have 
been sold and marketed in the US since 2000. Until July 2003, the products 
were sold and marketed exclusively in the US by Pharmacia & Upjohn 
Company (now Pfi zer Inc.). According to information received from Pfi zer, 
45 individuals (compared with 66 individuals in 2011) currently allege, in 
relation to similar lawsuits against Pfi zer Inc., that they too have used a 
Novo Nordisk hormone therapy product. Novo Nordisk does not expect the 
pending claims to have a material impact on Novo Nordisk’s fi nancial 
position, operating profi t or cash fl ow.

In November 2006, Novo Nordisk A/S and the Italian affi liate Novo Nordisk 
Farmaceutici S.p.A. were sued by A. Menarini Industrie Farmaceutiche 
Riunite s.r.l. and Laboratori Guidotti S.p.A. (‘Menarini’) in the Civil Court 
in Rome. Menarini claims that Novo Nordisk breached an alleged contract 
with Menarini for the sale and distribution of insulin and insulin analogues 
in the Italian market or, alternatively, has incurred a pre-contractual or 
extra-contractual liability arising from negotiations between the parties. 
Novo Nordisk disputes the claims made by Menarini. A hearing on the 
matter is scheduled to take place in July 2013. Novo Nordisk cannot predict 
how long the litigation will take or when it will be able to provide additional 
information. Novo Nordisk does not expect the pending claim to have 
a material impact on Novo Nordisk’s fi nancial position, operating profi t or 
cash fl ow.

Novo Nordisk, along with 93 other defendants, has been named in 
a lawsuit fi led in 2009 in the United States by the Republic of Iraq. The 
lawsuit alleges damages related to the defendants’ participation in the 
United Nations’ defunct Oil for Food Program. Nordisk does not expect the 
pending claim to have a material impact on Novo Nordisk’s fi nancial 
position, operating profi t or cash fl ow. 

In addition to the above, the Novo Nordisk Group is engaged in certain
litigation proceedings. In the opinion of Management, settlement or
continuation of these proceedings is not expected to have a material
effect on Novo Nordisk’s fi nancial position, operating profi t or cash fl ow.

Pending claims against Novo Nordisk and investigations 
involving Novo Nordisk
In May 2009, Novo Nordisk entered into a Deferred Prosecution Agreement 
(DPA) for a three-year period with the US Department of Justice relating 
to certain actions undertaken by Novo Nordisk under the Oil For Food 
Programme for Iraq. Novo Nordisk had to comply with the terms of the 
DPA in order for the case to be dismissed. Novo Nordisk has subsequently 
enacted a detailed programme to ensure compliance with the DPA, 
including a reinforced governance structure, enhanced third-party due 
diligence systems and periodic testing of systems, policies and procedures. 
The DPA expired on 27 June 2012, and the U.S. District Court for the 
District of Columbia has dismissed the case. Accordingly, the DPA no longer 
imposes any obligations on Novo Nordisk. 

In February 2011, the offi ce of the US Attorney for the District of 
Massachusetts served Novo Nordisk with a subpoena calling for the 
production of documents regarding potential criminal offences relating 
to the company’s marketing and promotion practices for the following 
products: NovoLog®, Levemir® and Victoza®. This matter is now being 
conducted by the US Attorney for the District of Columbia. Novo Nordisk 
is cooperating with the US Attorney in this investigation. Novo Nordisk does 
not expect the pending claims to have a material impact on Novo Nordisk’s 
fi nancial position, operating profi t or cash fl ow.

In June 2005 Novo Nordisk fi led a patent infringement lawsuit against 
Caraco Pharmaceutical Laboratories, Ltd. (‘Caraco’), a generic 
pharmaceutical company, and its Indian parent, Sun Pharmaceutical 
Industries, Ltd., in the US District Court for the Eastern District of Michigan 
regarding Caraco’s abbreviated new drug application (‘ANDA’) for a generic 
version of Prandin® (repaglinide). In January 2011, the District Court ruled 
that Novo Nordisk’s US Patent No. 6,677,358 (the ‘358 patent’), which 
is directed toward the use of repaglinide in combination with metformin 
for the treatment of type 2 diabetes, is invalid and unenforceable. Novo 
Nordisk immediately appealed this decision on the merits to the US Court 
of Appeals for the Federal Circuit. Briefi ng in the appeal is completed; oral 
argument is expected to occur in Q1 2013, with a decision mid 2013. 

Novo Nordisk is involved in patent infringement litigation with three 
additional ANDA applicants for generic versions of Prandin®: Paddock 
Laboratories, Aurobindo Pharma Ltd. and Sandoz Inc. The collateral 
estoppel decision in the Paddock case has been appealed to the Federal 
Circuit and will be taken up by the Federal Circuit as a companion case to 
the Caraco appeal, with oral argument following the Caraco oral argument. 
The collateral estoppel decision in the Aurobindo case has been appealed 
to the Federal Circuit and is stayed pending the Federal Circuit appeal 
of the decision on the merits in the Caraco case. Cases involving Sandoz in 
the US District Courts for the Eastern District of Michigan and New Jersey 
are stayed pending the Federal Circuit appeal of the decision on the merits 
in the Caraco case. Additionally, Novo Nordisk is involved in a patent 
infringement lawsuit with Lupin Ltd. in the US District Court for the 
Southern District of New York in which Novo Nordisk asserts that Lupin’s 
ANDA for a generic version of PrandiMet® (repaglinide/metformin HCl) 
infringes Novo Nordisk’s ‘358 patent’. This case is stayed pending the 
Federal Circuit appeal of the decision on the merits in the Caraco case. 

Also pending before the District Court for the Eastern District of Michigan 
is a consolidated class action where a putative class of direct purchasers 
of Prandin® asserts that Novo Nordisk has violated US antitrust laws 
in delaying the entry of generic versions of Prandin®. This case is stayed 
pending the Federal Circuit appeal of the decision on the merits in the 
Caraco case.

At present, it is unclear whether or when a generic version of Prandin® or 
PrandiMet® will be available in the US market.

Novo Nordisk does not expect the pending claims related to Prandin® to 
have a material impact on Novo Nordisk’s fi nancial position, operating profi t 
or cash fl ow.

In addition to the above, the Novo Nordisk Group is engaged in various 
ongoing tax audits and investigations. In the opinion of Management, 
these pending audits and investigations are not expected to have a material 
effect on Novo Nordisk’s fi nancial position, operating profi t or cash fl ow.

Disclosure regarding change of control
The EU Takeover Bids Directive, as partially implemented by the Danish 
Financial Statements Act, contains certain rules relating to listed companies 
on disclosure of information that may be of interest to the market and 
potential takeover bidders, in particular in relation to disclosure of change 
of control provisions. 

For information on the ownership structure of Novo Nordisk, please refer 
to ‘Shares and capital structure’ on pp 44–45. For information on change 
of control clauses in share option programmes, please refer to note 5.1, 
‘Share-based payment schemes’ and in relation to employee contracts for 
Executive Management of Novo Nordisk, please refer to ‘Remuneration’ 
pp 49–51.

In addition, Novo Nordisk discloses that the Group does not have signifi cant 
agreements to which the Group is a party and which take effect, alter or 
terminate upon a change of control of the Group following implementation 
of a takeover bid.
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5.6 Licence fees and other operating income

Accounting policies
Licence fees and other operating income comprise licence fees and 
income of a secondary nature in relation to the main activities of Novo 
Nordisk. Non-Novo Nordisk-related net profi t from the two wholly owned 
 sub sidiaries NNIT A/S and NNE Pharmaplan A/S is recognised as other 
operating income. Licence fees are recognised on an accrual basis in 
 accordance with the terms and substance of the relevant agreement. 
Licence fees and other operating income also include income from sale of 
intellectual property rights.

5.7 Fee to statutory auditors

DKK million 2012 2011 2010

Statutory audit  25 24 25
Audit-related services 4 5 6
Tax advisory services 12 13 15
Other services 6 3 4

Total fee to statutory auditors 47 45 50

5.5 Related party transactions

Novo Nordisk A/S is controlled by Novo A/S (incorporated in Denmark), 
which owns 25.5% of the shares in Novo Nordisk A/S, representing 73.5% 
of the total number of votes, excluding treasury shares. The remaining 
shares are widely held. The ultimate parent of the Group is the Novo 
Nordisk Foundation (incorporated in Denmark). Both entities are considered 
related parties.

Other related parties are considered to be the Novozymes Group due to 
joint ownership, associated companies, the directors and offi cers of these 
entities, and Management of Novo Nordisk A/S. 

In 2012, Novo Nordisk A/S acquired 5,100,000 B shares, worth DKK 4.2 
billion, from Novo A/S as part of the DKK 12.0 billion share repurchase 
programme. The transaction price was DKK 823 per share and was 
calculated as the average market price from 27 April to 1 May 2012 in the 
open window following the announcement of the fi nancial results for the 
fi rst quarter of 2012. 

In 2011, Novo Nordisk A/S acquired 5,100,000 B shares, worth DKK 2.9 
billion, from Novo A/S as part of the DKK 12.0 billion share repurchase 
 programme. The transaction price was DKK 571 per share and was 
 calculated as the average market price from 4 to 10 August 2011 in the 
open window following the announcement of the fi nancial results for the 
second quarter of 2011. 

In 2010, Novo Nordisk A/S acquired 5,100,000 B shares, worth DKK 2.6 
billion, from Novo A/S as part of the DKK 9.5 billion share repurchase 
 programme. The transaction price was DKK 503 per share and was 
 calculated as the average market price from 5 to 10 August 2010 in the 
open window following the announcement of the fi nancial results for the 
second quarter of 2010. 

The Group has had the following material transactions with related parties, 
(income)/expense:

DKK million 2012 2011 2010

Novo Nordisk Foundation
Donations to Steno Diabetes 
Center A/S via Novo Nordisk  (46) (45) (38)

Novo A/S
Services provided by Novo Nordisk  (2) (2) (3)
Purchase of Novo Nordisk B shares 4,198 2,912 2,567
Sale of treasury shares 
(related to share options) – – (2)

Novozymes
Services provided by Novo Nordisk (255) (268) (395)
Services provided by Novozymes 92 73 83

There have not been any material transactions with any director or offi cer 
of Novo Nordisk, Novozymes, Novo A/S, the Novo Nordisk Foundation 
or associated companies. For information on remuneration to the 
Management of Novo Nordisk, please refer to ‘Remuneration’ pp 49–51, 
and note 2.3 ‘Employee costs’. There have not been and are no loans to 
the Board of Directors or Executive Management in 2012, 2011 or 2010.

There are no material unsettled transactions with related parties at the end 
of the year.
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5.8 Companies in the Novo Nordisk Group

 Percentage of 
Company and country shares owned Activity

Parent company
Novo Nordisk A/S, Denmark – • • • •

Subsidiaries by region

Europe
Novo Nordisk Pharma GmbH, Austria 100  •
SA Novo Nordisk Pharma NV, Belgium 100  •
Novo Nordisk Pharma d.o.o., Bosnia-Hercegovina 100  •
Novo Nordisk Pharma EAD, Bulgaria 100  •
Novo Nordisk Hrvatska d.o.o., Croatia 100  •
Novo Nordisk s.r.o., Czech Republic 100  •
FeF Chemicals A/S, Denmark 100 • •
Novo Nordisk Region Europe A/S, Denmark 100    •
Steno Diabetes Center A/S, Denmark 100   • •
Novo Nordisk Farma OY, Finland 100  •
Novo Nordisk, France  100  •
Novo Nordisk Production SAS, France 100 •
Novo Nordisk Pharma GmbH, Germany 100  •
Novo Nordisk Hellas Epe., Greece 100  •
Novo Nordisk Hungária Kft., Hungary 100  •
Novo Nordisk Limited, Ireland 100  •
Novo Nordisk S.P.A., Italy 100  •
UAB Novo Nordisk Pharma, Lithuania 100  •
Novo Nordisk Farma dooel, Macedonia 100  •
Novo Nordisk B.V., Netherlands 100  •
Novo Nordisk Scandinavia AS, Norway 100  •
Novo Nordisk Pharma Sp. z.o.o., Poland 100  •
Novo Nordisk Comércio Produtos Farmacẽuticos Lda.,  100  •
Portugal
Novo Nordisk Farma S.R.L., Romania 100  •
Novo Nordisk Pharma d.o.o. Belgrade (Serbia), Serbia 100  •
Novo Nordisk Slovakia s.r.o., Slovakia 100  •
Novo Nordisk, trženje farmacevtskih izdelkov d.o.o.,  100  •
Slovenia
Novo Nordisk Pharma S.A., Spain 100  •
Novo Nordisk Scandinavia AB, Sweden 100  •
Novo Nordisk FemCare AG, Switzerland 100  •  •
Novo Nordisk Health Care AG, Switzerland 100  •  •
Novo Nordisk Pharma AG, Switzerland 100  •
Novo Nordisk Holding Limited, United Kingdom 100    •
Novo Nordisk Limited, United Kingdom 100  •

North America
Novo Nordisk Canada Inc., Canada 100  •
Novo Nordisk Region North America II A/S, Denmark 100    •
Novo Nordisk US Holdings Inc., United States 100    •
Novo Nordisk Pharmaceutical Industries Inc., United States 100 •
Novo Nordisk Inc., United States 100  • •

Japan & Korea
Novo Nordisk Region Japan & Korea A/S, Denmark 100    •
Novo Nordisk Pharma Ltd., Japan 100 • •
Novo Nordisk Pharma Korea Ltd., South Korea 100  •

 Percentage of 
Company and country shares owned Activity

International Operations
Aldaph SpA, Algeria 100 • •
Novo Nordisk Pharma Argentina S.A., Argentina 100  •
Novo Nordisk Pharmaceuticals Pty. Ltd., Australia 100  •
Novo Nordisk Pharma (Private) Limited, Bangladesh 100  •
Novo Nordisk Produção Farmacêutica do Brasil Ltda.,  100 •
Brazil
Novo Nordisk Farmacêutica do Brasil Ltda., Brazil 100  •
Novo Nordisk Farmacêutica Limitada, Chile 100  •
Novo Nordisk Pharma Operations A/S, Denmark 100    •
Novo Nordisk Region International Operations A/S,  100    •
Denmark
Novo Nordisk Egypt LLC, Egypt 100  •
Novo Nordisk India Private Limited, India 100  •  •
Novo Nordisk Service Centre (India) Pvt. Ltd., India 100    •
PT. Novo Nordisk Indonesia, Indonesia 100  •
Novo Nordisk Pars, Iran 100  •
Novo Nordisk Ltd, Israel 100  •
Novo Nordisk Pharma SARL, Lebanon 100  •
Novo Nordisk Pharma (Malaysia) Sdn Bhd, Malaysia 100  •
Novo Nordisk Pharma Operations (BAOS) Sdn Bhd,  100    •
Malaysia
Novo Nordisk Mexico S.A. de C.V., Mexico 100  •
Novo Nordisk Servicios Profesionales S.A. de C.V., Mexico  100    •
Novo Nordisk Farmacéutica S.A. de C.V., Mexico  100    •
Novo Nordisk Pharma SAS, Morocco 100  •
Novo Nordisk Pharmaceuticals Ltd., New Zealand 100  •
Novo Nordisk Pharma Limited, Nigeria 100  •
Novo Nordisk Pharma (Private) Limited, Pakistan 100  •
Novo Nordisk Pharmaceuticals (Philippines) Inc.,  100  •
Philippines
Novo Nordisk Limited Liability Company, Russia 100  •
Novo Nordisk Production Support LLC, Russia 100 •
Novo Investment Pte Limited, Singapore 100    •
Novo Nordisk Pharma (Singapore) Pte Ltd., Singapore 100  •
Novo Nordisk (Pty) Limited, South Africa 100  •
Novo Nordisk Pharma (Thailand) Ltd., Thailand 49  •
Novo Nordisk Tunisie SARL, Tunisia 100  •
Novo Nordisk Saglik Ürünleri Tic. Ltd. Sti., Turkey  100  •
Novo Nordisk Pharma Gulf FZ-LLC, United Arab Emirates 100  •
Novo Nordisk Venezuela Casa de Representación C.A.,  100  •
Venezuela

Region China
Novo Nordisk (China) Pharmaceuticals Co., Ltd., China 100 • •
Beijing Novo Nordisk Pharmaceuticals Science &  100   •
Technology Co., Ltd., China
Novo Nordisk Region China A/S, Denmark 100    •
Novo Nordisk Hong Kong Limited, Hong Kong 100  •
Novo Nordisk Pharma (Taiwan) Ltd., Taiwan 100  •

Other subsidiaries
NNIT A/S1, Denmark 100    •
NNE Pharmaplan A/S1, Denmark 100    •

1. In addition to the listed companies, NNIT A/S and NNE Pharmaplan A/S have their 
own subsidiaries.

Activity:

• Production

• Sales and marketing

• Research and development

• Services / investments
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5.9 Financial defi nitions

ADRs
An American Depositary Receipt (or ADR) represents ownership in the 
shares of a non-US company and trades in US fi nancial markets.

Basic earnings per share (EPS) 
Net profi t divided by the average number of shares outstanding.

Diluted earnings per share 
Net profi t divided by average number of shares outstanding, including the 
dilutive effect of share options ‘in the money’. The dilutive effect of share 
options ‘in the money’ is calculated as the difference  between the 
following:

1) the number of shares that could have been acquired at fair value with 
proceeds from the exercise of the share options 
2) the number of shares that would have been issued assuming the exercise 
of the share options. 

The difference (the dilutive effect) is added to the denominator as an issue 
of shares for no consideration.

Effective tax rate 
Income taxes as a percentage of profi t before income taxes.

Equity ratio 
Total equity at year-end as a percentage of total assets at year-end.

Gross margin 
Gross profi t as a percentage of sales.

Net profi t margin 
Net profi t as a percentage of sales.

Number of shares outstanding 
The total number of shares, excluding the holding of treasury shares.

Operating profi t margin 
Operating profi t as a percentage of sales.

Other comprehensive income (OCI)
Other comprehensive income comprises all items recognised in Equity for 
the year other than those related to transactions with owners of the 
 com pany. Examples of items that are required to be presented in OCI are:

• Foreign exchange rate adjustments in foreign subsidiaries
• Actuarial gains and losses arising on defi ned benefi t plans
• Changes in fair value of fi nancial instruments in a cash fl ow hedge.

Payout ratio 
Total dividends for the year as a percentage of net profi t.

Return on equity (ROE)
Net profi t for the year as a percentage of shareholders’ equity (average).

Non-IFRS fi nancial measures
In the Annual Report, Novo Nordisk discloses certain fi nancial measures 
of the Group’s fi nancial performance, fi nancial position and cash fl ows that 
refl ect adjustments to the most directly comparable measures calculated 
and presented in accordance with IFRS. These non-IFRS fi nancial measures 
may not be defi ned and calculated by other companies in the same manner, 
and may thus not be comparable with such measures.

The non-IFRS fi nancial measures presented in the Annual Report are:
• Cash to earnings
• Financial resources at the end of the year
• Free cash fl ow
• Operating profi t after tax to net operating assets
• Underlying sales growth in local currencies.

Cash to earnings
Cash to earnings is defi ned as ‘free cash fl ow as a percentage of net profi t’.

Financial resources at the end of the year
Financial resources at the end of the year is defi ned as the sum of cash and 
cash equivalents at the end of the year, bonds with original term to maturity 
exceeding three months and undrawn committed credit facilities.

Free cash fl ow
Novo Nordisk defi nes free cash fl ow as ‘net cash generated from operating 
activities less net cash used in investing activities’ excluding ‘Net change in 
marketable securities’.

Operating profi t after tax to net operating assets 
(OPAT/NOA)
Operating profi t after tax to net operating assets is defi ned as ‘operating 
profi t after tax (using the effective tax rate) as a percentage of average 
 inventories, receivables, property, plant and equipment, intangible assets 
and deferred tax assets less non-interest-bearing liabilities including 
 provisions and deferred tax liabilities (where average is the sum of the 
above assets and liabilities at the beginning of the year and at year-end 
divided by two)’. 

Underlying sales growth in local currencies
Underlying sales growth in local currencies is defi ned as sales for the year 
measured at prior year average exchange rates compared with sales for 
prior year measured at prior year average exchange rates.
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Quarterly fi nancial fi gures 2011 and 2012

   2011    2012
DKK million Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Sales 15,693 16,001 16,532 18,120 17,751 19,468 19,845 20,962

Sales by business segment:
  Modern insulins (insulin analogues) 6,705 6,972 7,232 7,856 7,867 8,613 8,879 9,462
  Human insulins  2,655 2,642 2,698 2,790 2,718 2,781 2,794 3,009
  Victoza® 1,098 1,250 1,547 2,096 1,990 2,293 2,503 2,709
  Protein-related products 639 527 574 569 625 621 644 621
  Oral antidiabetic products (OAD) 711 653 562 649 716 653 719 670

  Diabetes care total 11,808 12,044 12,613 13,960 13,916 14,961 15,539 16,471

  NovoSeven®  2,032 2,140 2,044 2,131 1,909 2,451 2,153 2,420
  Norditropin® 1,252 1,180 1,275 1,340 1,346 1,440 1,451 1,461
  Hormone replacement therapy 492 513 501 548 500 530 600 533
  Other products 109 124 99 141 80 86 102 77

  Biopharmaceuticals total 3,885 3,957 3,919 4,160 3,835 4,507 4,306 4,491

Sales by geographical segment:
  North America 6,035 6,165 6,804 7,582 7,324 8,356 8,981 9,559
  Europe  4,595 4,847 4,728 4,998 4,596 5,081 4,793 5,237
  International Operations 2,203 2,415 2,286 2,463 2,734 2,757 2,695 2,894
  Japan & Korea 1,484 1,423 1,539 1,777 1,485 1,724 1,710 1,698
  Region China 1,376 1,151 1,175 1,300 1,612 1,550 1,666 1,574

Gross profi t 12,576 12,902 13,281 14,998 14,348 16,044 16,360 17,809
Sales and distribution costs 4,260 4,633 4,724 5,387 4,850 5,203 5,299 6,192
Research and development costs 2,290 2,323 2,263 2,752 2,507 2,563 2,617 3,210
Administrative costs 756 778 788 923 776 779 766 991
Licence fees and other operating income (net) 148 97 104 145 170 154 186 156
Operating profi t 5,418 5,265 5,610 6,081 6,385 7,653 7,864 7,572
Net fi nancials (128) 103 (154) (270) (328) (710) (505) (120)
Profi t before income taxes 5,290 5,368 5,456 5,811 6,057 6,943 7,359 7,452
Income taxes 1,217 1,234 1,255 1,122 1,393 1,597 1,692 1,697

Net profi t 4,073 4,134 4,201 4,689 4,664 5,346 5,667 5,755

Depreciation, amortisation and impairment losses 605 825 615 692 638 656 644 755

Total assets 59,001 61,528 62,013 64,698 61,210 60,978 66,620 65,669
Total equity 34,768 36,966 35,428 37,448 32,358 31,334 35,660 40,632

Financial ratios

As percentage of sales
  Sales and distribution costs 27.1% 29.0% 28.6% 29.7% 27.3% 26.7% 26.7% 29.5%
  Research and development costs 14.6% 14.5% 13.7% 15.2% 14.1% 13.2% 13.2% 15.3%
  Administrative costs  4.8% 4.9% 4.8% 5.1% 4.4% 4.0% 3.9% 4.7%
Gross margin1 80.1% 80.6% 80.3% 82.8% 80.8% 82.4% 82.4% 85.0%
Operating profi t margin1 34.5% 32.9% 33.9% 33.6% 36.0% 39.3% 39.6% 36.1%
Equity ratio1 58.9% 60.1% 57.1% 57.9% 52.9% 51.4% 53.5% 61.9%

Share ratios

Basic earnings per share/ADR (in DKK) 7.13 7.26 7.45 8.40 8.38 9.72 10.40 10.59
Diluted earnings per share/ADR (in DKK) 7.06 7.21 7.39 8.33 8.32 9.67 10.33 10.53

Average number of shares outstanding (million) – basic 571.6 569.1 563.5 557.6 556.7 549.1 544.6 542.9
Average number of shares outstanding (million) – diluted  576.7 573.8 568.1 561.9 560.5 552.4 547.8 546.0

Employees

Number of full-time employees at the end of the period 30,867 31,549 32,016 32,136 32,252 32,819 33,501 34,286

1. For defi nitions, please refer to p 93.
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Statement of social performance 
for the year ended 31 December

 Note 2012 2011 2010

Patients
Patients reached with diabetes care products (million) (estimate) 2.1 23 21 N/A
Healthcare professionals trained or educated in diabetes (1,000) 2.2 1,274 835 373
People with diabetes trained (1,000) 2.2 836 626 494
Least developed countries where Novo Nordisk sells insulin according 
to the differential pricing policy 2.3 35 36 33
Donations to the World Diabetes Foundation (DKK million)  64 65 69
Donations to the Novo Nordisk Haemophilia Foundation (DKK million)  20 16 15
People participating in clinical trials  2.4 23,018 22,445 19,361
Animals purchased for research  2.5 73,601 66,401 62,927
New patent families (fi rst fi lings)  2.6 65 80 62

Employees
Employees (total) 3.1 34,731 32,632 30,483
Employees (average FTEs)  33,061 31,499 29,423
Employee turnover 3.1 9.1% 9.8% 9.1%
Working the Novo Nordisk Way (employee assessment) (scale 1–5)  4.3 4.3 N/A
Diverse senior management teams 3.1 66% 62% 54%
Annual training costs per employee (DKK)  9,951 10,479 14,207
Frequency of occupational injuries (number/million working hours) 3.2 3.2 3.4 4.9
Absence 3.2 2.2% 2.3% 2.5%
Employment impact worldwide (direct and indirect) 3.3 125,600 118,700 108,200

Assurance
Relevant employees trained in business ethics  99% 99% 98%
Business ethics assurance activities  48 46 35
Fulfi lment of action points from facilitations of the Novo Nordisk Way  94% 93% 93%
Supplier audits 4.1 219 177 192
Product recalls 4.2 6 5 5
Warning Letters and re-inspections 4.3 1 0 0
Company reputation with external key stakeholders (scale 1–7)  5.7 5.6 N/A
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As described in the introduction to the fi nancial statements (see p 60), the notes have been reorganised into sections. 

In the Consolidated social statement, Novo Nordisk reports on three dimensions of performance – ‘patients’, ‘employees’ and 
‘assurance’ – and on progress on the long-term targets to reach more patients with diabetes care products, ensure that the 
organisation is working the Novo Nordisk Way and nurture a diverse working environment. 

Section 1 Basis of preparation

Notes

General reporting standards and principles
The Consolidated social statement is prepared in accordance with the 
Danish Financial Statements Act (FSA), section 99a. Section 99a requires 
Novo Nordisk to account for the company’s activities relating to social 
responsibility, reporting on business strategies and activities in the areas 
of human rights, labour standards, environment, anti-corruption, and 
climate. Companies that subscribe to the UN Global Compact and 
annually submit their Communication on Progress will be in compliance 
with the FSA, provided that the annual report includes a reference to 
where the information has been made publicly available. Novo Nordisk’s 
Communication on Progress 2012 can be found at 
novonordisk.com/annualreport and on UN Global Compact’s website at 
unglobalcompact.org/COP.

Novo Nordisk adheres to the following internationally recognised voluntary 
reporting standards and principles (for reporting overview, see p 112):

• AA1000 framework for accountability. The framework 
(AA1000APS(2008) and AA1000AS(2008)) states that reporting must 
provide a complete, accurate, relevant and balanced picture of 
the organisation’s approach to and impact on society. Novo Nordisk’s 
 assurance process is designed according to AA1000AS(2008).

• UN Global Compact. As a signatory to the UN Global Compact, a 
strategic policy initiative for businesses that are committed to align their 
operations and strategies with 10 universally accepted principles in the 
areas of human rights, labour, environment and anti-corruption, Novo 
Nordisk reports on progress during 2012 in the Communication on 
Progress, which can be found at novonordisk.com/annualreport. As a 
member of UN Global Compact LEAD, a platform for a select group of 
companies to drive leadership to the next generation of sustainability 
performance, Novo Nordisk demonstrates the sustainability governance 
and management processes through the Blueprint for Corporate 
Sustainability Leadership, which is also part of the Communication on 
Progress.

• Global Reporting Initiative’s (GRI) Sustainability Reporting Guidelines. The 
guidelines (G3) include an internationally recognised set of indicators 
for economic, environmental and social aspects of business performance 
that enables stakeholders to compare companies’ performance. Novo 
Nordisk’s reporting according to the reporting principles and guidance, 
including required disclosures, can be found at 
novonordisk.com/annualreport.

In addition, Novo Nordisk reports with reference to the content elements 
and guiding principles of the International Integrated Reporting Framework 
being developed by the International Integrated Reporting Committee. 
The draft framework is currently being piloted by a group of companies, 
including Novo Nordisk.

To Novo Nordisk, AA1000APS(2008) is a component in creating a generally 
applicable approach to assessing and strengthening the credibility of the 
Group’s public reporting of social and environmental data. Novo Nordisk’s 
assurance process has been designed to ensure that the qualitative and 
quantitative information that documents the social and environmental 
dimensions of performance as well as the systems that underpin the data 
and performance are assured. The principles outlined in AA1000APS(2008) 
have been applied as described below.

Inclusivity
As a pharmaceutical business with global reach, Novo Nordisk is committed 
to being accountable to those stakeholders that are impacted by the 
organisation. Novo Nordisk maps its stakeholders and has processes in 
place to ensure inclusion of stakeholder concerns and expectations. In 
addition, Novo Nordisk continuously develops its stakeholder engagement 
and sustainability capacity at corporate and affi liate levels. Stakeholder 
engagement results in stakeholders being involved in developing 
and accounting for strategic responses to sustainability challenges.

Sections in the Consolidated social statement

Section 1 ‘Basis of preparation’
Introduces the social accounting policies and standards used for reporting 
on social performance.

Basis of preparation, p 96 

Section 2 ‘Patients’
Covers the disclosures related to efforts to improve availability, accessibility, 
affordability and quality of care through discovery, development and 
dissemination of medical treatments and capacity building. 

2.1 Patients reached with diabetes care products, p 98
2.2 Healthcare professionals trained or educated in diabetes and people 
 with diabetes trained, p 98
2.3 Least developed countries where Novo Nordisk sells insulin according 
 to the differential pricing policy, p 98
2.4 People participating in clinical trials, p 98
2.5 Animals purchased for research, p 98
2.6 New patent families (fi rst fi lings), p 99

Section 3 ‘Employees’
Covers the social responsibility towards employees, ie offering a healthy and 
engaging working environment, which lays the foundation for realisation of 
the company’s vision and strategic objectives.

3.1 Employees, p 99
3.2 Frequency of occupational injuries and absence, p 99
3.3 Employment impact (direct and indirect), p 100

Section 4 ‘Assurance’
Covers management processes put in place to ensure that business 
practices meet requirements and company standards for ethical 
performance, which is a precondition for earning stakeholder confi dence 
and trust.

4.1 Supplier audits, p 100
4.2 Product recalls, p 100
4.3 Warning Letters and re-inspections, p 100
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Materiality
Key issues are identifi ed through ongoing stakeholder engagement and 
trendspotting and are addressed by programmes or action plans with clear 
and measurable targets. Long-term targets are set to guide long-term 
performance in strategic areas. The issues presented in the annual report 
are deemed to have a signifi cant impact on the Group’s future business 
performance and may support stakeholders in their decision-making, and 
are therefore regarded as Novo Nordisk’s material issues.

Responsiveness
The report reaches out to a wide range of stakeholders, each with their 
 specifi c needs and interests. To most stakeholders, however, the annual 
report is just one element of interaction and communication with the 
 company. The annual report refl ects how the company is managing 
operations in ways that respond to and consider stakeholder concerns and 
interests.

Defi ning materiality
It is Novo Nordisk’s responsibility to ensure that those areas in which the 
company has signifi cant impact are addressed. Issues for the social and 
environmental reporting are prioritised, and what is included in the printed 
annual report are the issues considered most material.

In assessing which information to include in the annual report, legal 
requirements and disclosure commitments made by Novo Nordisk are 
con sidered. Furthermore, it is assessed whether information is tied directly 
or indirectly to Novo Nordisk’s ability to create value. Short- and long-term 
value creation is taken into consideration.

The outcomes of formal reviews, research, stakeholder engagement and 
internal materiality discussions are presented as a proposal for annual 
reporting to Executive Management and the Board of Directors. 

The conclusion from the external assurance provider is available in the 
Independent assurance report on p 111.

Principles of consolidation
The Consolidated social statement and disclosures cover Novo Nordisk A/S 
and entities controlled by Novo Nordisk A/S.

Social accounting policies

The accounting policies set out below and in the notes have been applied 
consistently in the preparation of the Consolidated social statement for 
all the years presented, with the following exception due to changes in the 
accounting policy.

Change in accounting policies
The disclosure ‘People with diabetes using Novo Nordisk injectable 
products’ has been renamed ‘Patients reached with diabetes care products’ 
and has been expanded to include all diabetes care products, except devices 
and PrandiMet®, for which there is no WHO-defi ned dose. The exclusion 
of PrandiMet® is estimated to be immaterial in terms of impact on the 
total number reached because volumes sold are limited. Furthermore, the 
disclosure was previously calculated by reconciling Novo Nordisk’s annual 
sales volume by product, annual product consumption per patient following 
different treatment regimens and recommended country-specifi c daily 
dose, and the total number of patients in the market by treatment regime. 
From this year, the number will be calculated using the volume sold divided 
by the WHO average annual usage dose per patient. This is being done 
to enhance transparency. Historical data have been restated to refl ect this 
change.

Please refer to the accounting policies stated below and in the notes for 
further information on the social disclosures.

New disclosures
The following disclosures have been added to align with management 
priorities:

• ‘Working the Novo Nordisk Way (employee assessment)’, which replaces 
‘Engagement rate (employee engagement)’

• ‘Business ethics assurance activities’

Other accounting policies

Donations to the World Diabetes Foundation
Donations by Novo Nordisk to the World Diabetes Foundation 
are recognised as an expense when the donation is paid out or when an 
unconditional commitment to donate has been granted. For additional 
information, please refer to note 5.4 in the Consolidated fi nancial 
statement.

Donations to the Novo Nordisk Haemophilia Foundation
Donations by Novo Nordisk to the Novo Nordisk Haemophilia Foundation 
are recognised as an expense when the donation is paid out or when an 
unconditional commitment to donate has been granted.

Working the Novo Nordisk Way (employee assessment)
Working the Novo Nordisk Way (employee assessment) is measured on a 
scale of 1–5, with 5 being the best, and is a simple average of respondents’ 
answers to all mandatory questions in the annual employee survey, eVoice, 
covering the Novo Nordisk Way. For 2012, the eVoice response rate was 
91% compared with 92% in 2011.

Annual training costs per employee
Training costs cover internal and external training posted in the fi nancial 
accounts, calculated per employee.

Relevant employees trained in business ethics
The business ethics training is based on globally applicable Standard 
 Operating Procedures (SOPs) released by the Business Ethics Compliance 
Offi ce annually. The target groups for the individual SOPs vary in size but 
cover all employees present in Novo Nordisk at the time of the new releases 
except employees on leave, student assistants, PhDs and post docs. 
The percentage of employees completing the training is calculated as the 
average percentage of completion of the SOPs. The calculation of the 
 percentage of employees trained in business ethics is based on  registrations 
in training databases and local archives of employees completing the 
 relevant annual business ethics training.

Business ethics assurance activities
The number of business ethics assurance activities is recorded as the 
number of conducted business ethics reviews in affi liates, production sites 
and headquarter areas. Furthermore, the number includes other business 
ethics assurance activities such as design reviews, trend reports and review 
of third parties. 

Fulfi lment of action points from facilitations of the Novo Nordisk Way
For 2012 and 2011, the percentage of fulfi lment of action points arising 
from facilitations, or values audits, of the Novo Nordisk Way is measured 
as an average of timely closure of action points issued in the current year 
and the two previous years. The reason for using a three-year average 
as the basis for the calculation is that action lead times typically vary from 
a couple of months to more than a year. For 2010, the closure of action 
points is based on the Novo Nordisk Way of Management.

Company reputation with external key stakeholders
Company reputation with external key stakeholders is measured as the 
mean corporate brand score in the top seven markets (the US, Canada, 
China, Japan, Germany, the UK and France) weighted in accordance with 
actual sales of diabetes products (excluding oral antidiabetic products). 
The mean corporate brand score is based on company ratings (on a scale of 
1–7, with 7 being the best) collected through interviews with primary and 
secondary healthcare professionals who are current prescribers of Novo 
Nordisk injectable diabetes products. Each market is surveyed every second 
year, so the score is based on a two-year rolling average. The survey is 
 carried out by an independent external consultancy fi rm.
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Section 2 Patients

2.1 Patients reached with diabetes care products 
(million) (estimate)

Accounting policies
Patients reached with diabetes care products, except devices and 
PrandiMet®, is estimated by dividing Novo Nordisk’s annual sales volume by 
the annual usage dose per patient for each product class as defi ned by 
the WHO. PrandiMet® is not included as no WHO-defi ned dosage exists.

Development
The estimated number of patients increased by 10% from 21 million in 
2011 to 23 million in 2012. This development is driven by increasing sales 
of insulin products (modern insulins and human insulin), particularly in 
International Operations, China and North America. The strong penetration 
of Victoza® in mature markets contributed by around 1 percentage point. 

2.2 Healthcare professionals trained or educated 
in diabetes and people with diabetes trained

Accounting policies
Healthcare professionals (HCPs) trained or educated in diabetes is measured 
as an estimate based on registrations by affi liates and corporate functions 
at Novo Nordisk. The number refl ects the total number of healthcare 
professionals participating in Novo Nordisk-sponsored face-to-face and 
online training and education activities during the year.

People with diabetes trained is measured as an estimate based on 
 registra tions by affi liates and corporate functions in Novo Nordisk. The 
number refl ects the total number of people with diabetes with whom Novo 
Nordisk has engaged during the year for educational purposes. Training is 
re cognised as activities conducted, organised or funded by Novo Nordisk. 

Development
Training of HCPs and patients increased by 53% and 34% respectively 
compared with last year. The signifi cant increases in training are due to 
increased activities in several markets and particularly in the US.

2.3 Least developed countries where 
Novo Nordisk sells insulin according to the 
differential pricing policy

Accounting policies
Novo Nordisk has formulated a differential pricing policy for the least 
developed countries (LDCs) as defi ned by the UN. The differential pricing 
policy is part of the global initiative to promote access to health for all LDCs 
as defi ned by the UN. The purpose of the policy is to offer human insulin 
in vials to all LDCs at or below a price of 20% of the average prices for 
human insulin in vials in the western world. The western world is defi ned as 
Europe (the EU, Switzerland and Norway), the United States, Canada and 
Japan. The number of LDCs where Novo Nordisk sells human insulin in vials 
according to the differential pricing policy is measured by direct or indirect 
sales by Novo Nordisk via government tender or private market sales to 
wholesalers, distributors or non-governmental organisations. Historically 
the number has been reported as a percentage of the total number 
of LDCs, but will from this year on be reported as the actual number of 
countries in which the differential price has been accepted. In 2012 and 
2010, 49 countries were on the UN LDC list, against 48 in 2011. 

Development
In 2012, Novo Nordisk offered the differential price to all 49 LDCs. Novo 
Nordisk operates in 37 of these countries and sold insulin to either govern-
ments or the private market in 35 countries according to the differential 
pricing policy, compared with 36 countries in 2011. Novo Nordisk operated 
in Malawi and Laos but did not sell insulin at the differential price. The 
governments in these two countries were offered the opportunity to buy 
insulin at the differential price but the insulin sold here in 2012 was sold 
to the private market. The total volume of insulin sold increased by 30% 
compared with 2011. 

In 12 LDCs, Novo Nordisk had no sales in 2012 for various reasons. In 
several cases, the government did not respond to the offer, there were no 
private wholesalers or other partners to work with, or war or political 
unrest made it impossible to do business. While Novo Nordisk prefers to sell 
insulin at the differential price through government tenders, the company 
is willing to sell to private distributors and agents. Novo Nordisk is unable 
to guarantee that the price at which the company sells the insulin will be 
refl ected in the fi nal price to the consumer.

2.4 People participating in clinical trials

Accounting policies
The number of people participating in clinical research (phase 1–4, 
 excluding observational studies) is recorded as active participants in clinical 
research during the year.

By region 2012 2011 2010

North America 7,432 7,741  6,750
Europe 7,950 7,683  6,947
International Operations 6,038 5,407  3,215
Japan & Korea 873 742 1,367
Region China 725 872 1,082

Total 23,018 22,445  19,361

The numbers refl ects the large phase 3 and 4 programmes undertaken by 
Novo Nordisk.

2.5 Animals purchased for research

Accounting policies
Animals purchased for research is recorded as the number of animals 
purchased for all research undertaken at Novo Nordisk either in-house or 
by external contractors. The number of animals purchased is based on 
internal registration of purchased animals and yearly reports from external 
contractors.

Animals purchased 2012 2011 2010

Mice and rats 70,668 64,056 60,441
Pigs 1,170 953 1,196
Rabbits 691 535 543
Dogs 434 344 328
Non-human primates 355 186  330
Other rodents1 283 327 86
Other vertebrates2 0 0 3

Total 73,601 66,401 62,927

1. Other rodents are gerbils, guinea pigs and hamsters.
2. Other vertebrates are fi sh, chickens, goats and frogs.

The number of animals purchased for research in 2012 increased by 11% 
compared with 2011. 96% of the animals purchased were rodents. The 
increase in the number of animals is due to the increased research activities 
within early-stage discovery and development of new pharmaceuticals for 
diagnosis, care and treatment. The increase in the use of large animal 
species refl ects an increase in the diabetes and biopharmaceutical projects 
that are in more mature development phases.

2012 is the fi rst year when no live animals were used for fi nal quality batch 
testing (biological production control).
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2.6 New patent families (fi rst fi lings)

Accounting policies
New patent families (fi rst fi lings) is recorded as the number of new patent applications that were fi led during the year.

A total of 65 new patent families were established in 2012, a decrease of 19% compared with the fi ling activity in 2011 when 80 patent families were 
established. In 2012, Novo Nordisk had 773 active patent families.

The patent expiry dates for the product portfolio are shown in the table below. The dates provided are for expiry in the US, major European markets (Germany, 
France and the UK), China and Japan of patents on the active ingredient, unless otherwise indicated, and include extensions of patent term (including for 
 paediatric extension, where applicable). For several products, in addition to the compound patent, Novo Nordisk holds other patents on manufacturing 
processes, formulations or uses that may extend exclusivity beyond the expiration of the active ingredient patent. Furthermore, data-based exclusivity may be 
available under pharmaceutical regulatory laws.

Marketed products in key markets (active ingredients) US Europe China Japan

Diabetes care:
NovoRapid® (NovoLog®) 20141 Expired1 Expired1 Expired1

NovoMix® 30 (NovoLog® Mix 70/30) 2014 2014–15 Expired 2014
Levemir® 2019 2018 2014 2019
NovoNorm® (Prandin®) Expired Expired Expired 2016
PrandiMet® 20183 Pending N/A Pending
Victoza® 2022 2022 2017 2022

Biopharmaceuticals:
Norditropin® (Norditropin® SimpleXx®) 20152 20172 20172 20172

NovoSeven® Expired4 Expired4 Expired4 Expired4

1. Formulation patent until 2017. It has been revoked in China, but the decision has been appealed.
2. Formulation patent providing exclusivity to the composition of excipients used in the drug products.
3. Combination patent providing exclusivity to the combined use of two or more different medicines for treatment of a particular disease.
4. Room temperature-stable formulation patent until 2024.

Section 3 Employees

3.2 Frequency of occupational injuries 
and absence

Accounting policies
The frequency of occupational injuries is measured as the number of injuries 
reported for all employees per million working hours, excluding externals, 
employees on unpaid leave, interns, bachelor and master thesis employees, 
and substitutes. An occupational injury is any work-related injury causing 
at least one day of absence in addition to the day of the injury. 

The rate of absence is measured as absence due to the employee’s own 
illness, pregnancy-related sick leave, and occupational injuries and illnesses 
compared with a regional standard average of working days in the year, 
adjusted for holidays.

Development
In 2012, the number of occupational accidents with absence increased 
by 1% compared with 2011. Despite this slight increase, the frequency 
of occupational injuries decreased from 3.4 per million working hours in 
2011 to 3.2 per million working hours in 2012. The decrease is due to a 
continuous focus on occupational health and safety at Novo Nordisk. The 
rate of absence also decreased slightly from 2.3% in 2011 to 2.2% in 2012.

3.1 Employees

Accounting policies
The number of employees is recorded as all employees except externals, 
employees on unpaid leave, interns, bachelor and master thesis employees, 
and substitutes at year-end.

The rate of turnover is measured as the number of employees, excluding 
temporary employees, who left the Group during the fi nancial year 
compared with the average number of employees, excluding temporary 
employees.

Diverse senior management teams is measured as the percentage of 
teams that are diverse in terms of both gender and nationality. A senior 
management team includes all managers and executive assistants reporting 
directly to an executive vice president/senior vice president.

Employees by region 2012 2011 2010

North America 5,758 4,870 4,457
Europe 18,715 18,215 17,752
International Operations 5,143 4,549 3,768
Japan & Korea  1,071 1,010 995
Region China 4,044 3,988 3,511

Total employees 34,731  32,632 30,483

Employee turnover 9.1% 9.8% 9.1%

Of the people employed in 2012, 14,792 were employed in Denmark 
compared with 14,064 in 2011. In 2012 the total number of employees 
increased by 2,099 (6%) compared with an increase of 2,149 (7%) in 2011. 

Diversity in the company’s senior management teams increased from 62% 
(18 of 29 teams) in 2011 to 66% (19 of 29 teams) in 2012. Among all 
employees, diversity in terms of gender was 49% women and 51% men.
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3.3 Employment impact (direct and indirect)

Accounting policies
Employment impact worldwide is measured as an estimate of the direct and 
indirect jobs created by Novo Nordisk, calculated using fi nancial records and 
general statistics from public sources such as Statistics Denmark, Updated 
Economic Multipliers for the US Economy (the Economic Policy Institute), 
OECD and the China Statistical Yearbook.

The cash value distribution is calculated based on information from the 
Consolidated fi nancial statements including sales, payments to suppliers, 
employee costs, payments to the public sector (taxes), payments to 
investors and re-investments in the Group.

Section 4 Assurance

4.3 Warning Letters and re-inspections

Accounting policies
Warning Letters and re-inspections is measured as the number of Warning 
Letters issued by the US Food and Drug Administration in connection 
with GxP-regulated and ISO-certifi ed areas, and the number of signifi cant 
re-inspections issued to Novo Nordisk by any health authority globally. 
A signifi cant re-inspection occurs following a failed inspection with global 
reach and high business impact, and involving top-level management in the 
containment and corrective actions.

Development
Novo Nordisk has received a Warning Letter dated 12 December 2012 
from the US Food and Drug Administration (FDA) following a current 
Good Manufacturing Practice (cGMP) inspection of an aseptic fi lling facility 
in Bagsværd, Denmark. The facility inspection took place on 12–20 March 
2012, and Novo Nordisk submitted its response to the inspection fi ndings 
by the FDA in April 2012.

In the Warning Letter, the FDA cites two specifi c violations. Novo Nordisk 
takes the observed violations very seriously and is committed to taking the 
appropriate steps to address the concerns raised by the agency. The 
company submitted its response to the Warning Letter on 28 December. 
Novo Nordisk does not expect the Warning Letter to have an impact on 
products currently marketed in the US.

No signifi cant re-inspections were issued to Novo Nordisk by any 
authority. In total, 130 inspections were concluded in 2012, compared with 
76 in 2011, contributing to continuous adjustments.

Jobs created 2012 2011 2010

Direct impact 34,300 32,100 30,000
Indirect impact – production1 63,300 60,400 54,700
Indirect impact – employee 
consumption1 28,000 26,200 23,500

Total  125,600  118,700 108,200

1. Jobs created in the supply chain.

The overall employment impact increased by 6% compared with 2011.

Cash value distribution 2012 2011 2010

Suppliers 35% 34% 38%
Employees 28% 30% 31%
Investors/funders 26% 26% 23%
Public sector (taxes) 14% 8% 6%
Re-invested in the Group (3%) 2% 2%

Total 100% 100% 100%

The distribution of cash value to suppliers, employees and investors/
funders remained stable in 2012 compared with 2011. As the cash value 
distribution for the year to investors/funders exceeds net cash fl ow 
generated from the year’s activities including re-investments, the amount 
re-invested in the Group is negative for 2012. For presentation of the 
Statement of cash fl ows for the year, please refer to the Consolidated 
fi nancial statement on p 58.

4.1 Supplier audits

Accounting policies
The number of supplier audits concluded (audit reports received) is recorded 
as the responsible sourcing and quality audits conducted in the areas of 
direct and indirect spend on materials.

By type of audit 2012 2011 2010

Responsible sourcing audits 45 32 26
Quality audits 174 145 166

Total 219 177 192

No critical fi ndings were issued.

4.2 Product recalls

Accounting policies
The number of product recalls is recorded as the number of times Novo 
Nordisk has instituted a recall and includes recalls in connection with clinical 
trials. A recall can affect various countries but only counts as one recall.

Development
In 2012, Novo Nordisk had six instances of product recalls compared 
with fi ve product recalls in 2011. Five of the recalls were due to product 
defects originating from manufacturing whereas one recall was due to 
heat exposure of products in the external distribution chain. None of the 
recalled products caused any harm to patients. Local health authorities 
were informed in all six instances of recalls to ensure that distributors, 
pharmacies, doctors and patients received appropriate information.
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 Note 2012 2011 2010

Resources
Energy consumption (1,000 GJ) 2.1 2,433 2,187 2,234
Water consumption (1,000 m3) 2.2 2,475 2,136 2,047

Emissions and waste
CO2 emissions from energy consumption (1,000 tons) 3.1 122 94 95
CO2 emissions from refrigerants (1,000 tons) 3.1 3 3 6
CO2 emissions from transport (1,000 tons) 3.1 55 53 57
Wastewater (1,000 m3) 3.2 2,272 2,036 1,935
Chemical oxygen demand (COD) in wastewater (tons) 3.2 723 446 555
Waste (tons) 3.3 82,802 41,376 25,627
Non-hazardous waste (of total waste) 3.3 84% 70% 54%
Breaches of regulatory limit values 3.4 27 22 18

Supplementary information CONSOLIDATED ENVIRONMENTAL STATEMENT  101
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As described in the introduction to the fi nancial statements (see p 60), the notes have been reorganised into sections. 

In the Consolidated environmental statement, Novo Nordisk reports on two dimensions of performance – ‘resources’ and 
‘emissions and waste’ – and progress on long-term targets to continuously reduce environmental impacts. 

Notes

General reporting standards and principles
The Consolidated environmental statement is prepared in accordance 
with the same standards as those for the Consolidated social statement. 
For a description of these standards, please refer to section 1 ‘Basis of 
preparation’ of the Consolidated social statement on p 96.

Principles of consolidation
The Consolidated environmental statement covers the impact from 
production sites, except for CO2 emissions from transportation, which 
covers Novo Nordisk A/S and entities controlled by Novo Nordisk A/S.

Environmental accounting policies

The accounting policies set out below have been consistently applied in 
preparation of the Consolidated environmental statement for all the years 
presented, with the following exception.

Changes in accounting policies
‘CO2 emissions from energy consumption’ was previously reported as a 
three-year average of emission factors. From this year, the calculation will 
be based on the emission factors from the previous year only in order to 
increase accuracy. Historical data have been restated accordingly.

The disclosure of ‘Raw materials and packaging materials’ has been taken 
out, as it is not considered material.

Please refer to the accounting policies stated in the notes for information 
on the environmental disclosures.

Section 1 Basis of preparation

Section 2 Resources

2.1 Energy consumption

Accounting policies
Energy consumption (direct and indirect supply) is measured as both direct 
supply of energy (internally produced energy), which is energy Novo Nordisk 
produces from mainly natural gas and wood, and indirect supply of external 
energy (externally produced energy), which is electricity, steam and district 
heat. The consumption of fuel and externally produced energy is based on 
meter readings and invoices.

1,000 GJ 2012 2011 2010

Diabetes care 1,680 1,515 1,513
Biopharmaceuticals 316 280 298
Other 437 392 423

Total 2,433 2,187 2,234

In 2012, the consumption of energy increased by 11% compared with 
2011, mainly due to increasing production, especially in diabetes care, 
where a new insulin fi lling plant in China has been taken into use.

Section 1 ‘Basis of preparation’
Introduces the accounting policies and standards used for reporting on 
 environmental performance.

Basis of preparation, p 102

Section 2 ‘Resources’
Covers performance related to consumption of resources for production. 
Disclosures encompass data on realised energy and water consumption as 
well as efforts to reduce environmental impacts.

2.1 Energy consumption, p 102
2.2 Water consumption, p 102

Section 3 ‘Emissions and waste’
Covers performance related to outputs from production. Disclosures 
encompass data on realised emissions and waste as well as efforts to 
reduce environmental impacts.

3.1 CO2 emissions, p 103
3.2 Wastewater and chemical oxygen demand (COD) in wastewater, p 103
3.3 Waste, p 103
3.4 Breaches of regulatory limit values, p 103

2.2 Water consumption

Accounting policies
Water consumption is measured based on meter readings and invoices. It 
includes drinking water, industrial water and steam.

1,000 m3 2012 2011 2010

Diabetes care 2,156 1,853 1,719
Biopharmaceuticals 201 142 142
Other 118 141 186

Total 2,475 2,136 2,047

In 2012, the consumption of water increased by 16% mainly due to 
increasing insulin production and the new insulin fi lling plant in China.

Sections in the Consolidated environmental statement

eng33 - 31.01 - 55-111.indd   102eng33 - 31.01 - 55-111.indd   102 03/02/13   13.4803/02/13   13.48



NOVO NORDISK ANNUAL REPORT 2012

Supplementary information CONSOLIDATED ENVIRONMENTAL STATEMENT  103

Section 3 Emissions and waste

3.1 CO2 emissions

Accounting policies
CO2  emissions from energy consumption
The amount of CO2 emissions from energy consumption covers 
 consumption related to production measured in metric tons. CO2 emissions 
from energy consumption is calculated according to the GHG protocol and 
based on emission factors from the previous year. 

CO2 emissions from refrigerants
CO2 emissions from refrigerants is calculated by converting to metric tons 
using standard factors.

CO2 emissions from transport (product distribution)
CO2 emissions from product distribution is calculated as the estimated 
 emissions from product distribution in metric tons. It is calculated as 
the worldwide distribution of semi-fi nished and fi nished products, raw 
 materials and components by air, sea and road between production sites 
and from  production sites to affi liates, direct customers and importing 
distributors. CO2 emissions from product distribution from affi liates to 
pharmacies, hospitals and wholesalers are not included.

1,000 tons 2012 2011 2010

CO2 emissions from energy consumption 122 94 95
– Diabetes care 95 70 68
– Biopharmaceuticals 9 8 9
– Other 18 16 18
CO2 emissions from refrigerants 3 3 6
CO2 emissions from transport 55 53 57

Total 180 150 158

CO2 emissions from energy consumption increased by 30% in 2012 
compared with 2011, mainly due to increased energy consumption from 
increased insulin production in Denmark and the new fi lling plant in China. 

CO2 emissions from transport (product distribution) remained stable.

3.2 Wastewater and chemical oxygen demand 
(COD) in wastewater

Accounting policies
The volume of wastewater is measured as process wastewater, sanitary 
wastewater and drainage water from fortifi ed areas. The total volume of 
wastewater is calculated based on input from the production sites either 
as a direct measure of the total sum discharged to public sewer systems or 
as the total consumption of water of the site minus registered evaporation 
from cooling systems (including cooling towers and other plants from which 
evaporation occurs) and any large amount of wastewater collected and 
treated as waste. 

Chemical oxygen demand (COD) in wastewater is a measure of the level 
of pollutants in the water and is calculated based on in-house test results or 
standard factors.

Development
The increase in water consumption led to an increase in the total volume of 
wastewater of 12%, from 2,036,000 m3 in 2011 to 2,272,000 m3 in 2012. 
The quantity of discharged COD in the wastewater increased by 62%, from 
446 tons in 2011 to 723 tons in 2012, primarily due to increased insulin 
production and the new fi lling plant in China.

3.3 Waste

Accounting policies
Waste is measured as the sum of non-hazardous and hazardous waste 
disposed of based on weight receipts. 

Non-hazardous waste is calculated as a percentage of the total amount of 
waste disposed.

Tons of waste 2012 2011 2010

Non-hazardous waste 69,937 29,131 13,911
– Organic production waste for biogas1 58,193 16,765 1,841
– Other non-hazardous waste 11,744 12,366 12,070
Hazardous waste 12,865 12,245 11,716
– Ethanol 9,825 9,179 8,995
– Other hazardous waste 3,040 3,066 2,721

Total waste 82,802 41,376 25,627

Non-hazardous waste (of total waste) 84% 70% 54%

Waste treatment 2012 2011 2010

Recycling 84% 71% 51%
Incineration with energy recovery 9% 16% 25%
Incineration without energy recovery 1% 1% 1%
Special treatment2 5% 10% 19%
Landfi lling   1% 2% 4%

Total 100% 100% 100%

1. Before 2011, most of the organic production waste was used as animal feed and 
classifi ed as a by-product. From October 2011, all organic production waste is sent 
for energy recovery in biogas plants.

2. Waste handled by companies specialised in chemical waste disposal. In 2012, 71% 
was either process waste requiring special treatment or medicine waste.

The reclassifi cation of the organic production waste from by-product 
(animal feed) to waste is the main reason for the signifi cant increase 
in waste. In addition, increased insulin production also contributed to the 
increased amounts of organic waste and ethanol. The remaining fractions 
decreased by 4%.

3.4 Breaches of regulatory limit values

Accounting policies
Breaches of regulatory limit values covers all breaches reported to the 
 authorities.

Development
The number of breaches of regulatory limit values increased by 23%, from 
22 breaches in 2011 to 27 in 2012, mainly due to breaches related to pH 
in wastewater. All breaches were short-term events with no impact on the 
environment.
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Financial statements 
of the parent 
company 2012

Income statement for the year ended 31 December

DKK million Note  2012 2011

Sales  2  49,834 40,452
Cost of goods sold 3  12,271 11,861

Gross profi t   37,563 28,591

Sales and distribution costs 3  11,626 10,655
Research and development costs 3  9,071 7,851
Administrative costs 3  1,439 1,531
Licence fees and other operating income, net   796 651

Operating profi t   16,223 9,205

Profi t in subsidiaries, net of tax 10  9,914 10,494
Financial income 4  139 437
Financial expenses 4  1,792 882

Profi t before income taxes   24,484 19,254

Income taxes 5  3,037 2,200

Net profi t for the year   21,447 17,054

Proposed appropriation of net profi t:
Dividends   9,715 7,742
Net revaluation reserve according to the equity method 9  731 (1,767)
Retained earnings 9  11,001 11,079

   21,447 17,054

The following pages encompass the fi nancial statements of the parent company being the legal entity Novo Nordisk A/S. 
Besides the ownership of the subsidiaries in the Novo Nordisk Group, the activity within the parent company mainly 
comprises research and development, production, corporate activities and support functions.
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Balance sheet at 31 December

DKK million Note  2012 2011

Assets

Intangible assets 7  1,153 1,159
Property, plant and equipment 8  14,628 14,257
Financial assets 10  18,046 17,443

Total non-current assets   33,827 32,859

Raw materials   1,268 1,262
Work in progress   3,824 3,941
Finished goods   1,857 1,967

Inventories   6,949 7,170

Trade receivables   1,509 1,392
Amounts owed by affi liates   8,921 7,312
Tax receivables    1,052 764
Other receivables   756 756

Receivables   12,238 10,224

Deferred income tax assets 6  – 222
Marketable securities   4,544 4,082
Derivative fi nancial instruments   931 48
Cash at bank and in hand   10,693 12,399

Total current assets   35,355 34,145

Total assets   69,182 67,004

Equity and liabilities

Share capital   560 580
Net revaluation reserve according to the equity method   8,771 8,225
Retained earnings   31,301 28,643

Total equity 9  40,632 37,448

Deferred income tax liabilities 6  52 –
Other provisions 12  704 631

Total provisions   756 631

Loans   – 502

Non-current liabilities 11  – 502

Current debt   137 25
Derivative fi nancial instruments   48 1,492
Trade payables   1,764 1,582
Amounts owed to affi liates   22,401 22,384
Tax payables   – 1
Other liabilities   3,444 2,939

Current liabilities   27,794 28,423

Total liabilities   27,794 28,925

Total equity and liabilities   69,182 67,004
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Notes

3 Employee costs

DKK million 2012 2011

Wages and salaries 7,076 6,725
Share-based payment costs 167 126
Pensions 663 620
Other social security contributions 183 177
Other employee costs 264 257

Total employee costs 8,353 7,905

Included in the Balance sheet as change 
in employee costs included in Inventories (7) (91)

For information regarding remuneration to the Board of Directors and 
Executive Management, please refer to ‘Remuneration’ pp 49–51 and note 
2.3 in the Consolidated fi nancial statements. 

 2012 2011

Average number of full-time 
employees in Novo Nordisk A/S 12,003 11,559

4 Financial income and fi nancial expenses

DKK million 2012 2011

Interest income relating to subsidiaries  31 17
Other fi nancial income 108 420

Total fi nancial income 139 437

Interest expenses relating to subsidiaries  70 163
Foreign exchange loss (net)  148 337
Other fi nancial expenses 1,574 382

Total fi nancial expenses 1,792 882

5 Income taxes

According to the Danish joint taxation regime, all Danish group companies 
are automatically taxed on a joint basis. Hence Novo Nordisk A/S and its 
Danish subsidiaries are included in the joint taxation scheme of the parent 
company, Novo A/S. Novo Nordisk A/S and its Danish subsidiaries’ tax 
contribution to the joint taxation in 2012 amounts to DKK 3,527 million 
(DKK 2,330 million in 2011).

In 2012, Novo Nordisk A/S paid (cash) income taxes of DKK 4,235 million 
related to the current year (DKK 3,075 million in 2011) and DKK 3,620 
million in taxes regarding prior years (a refund of DKK 269 million in 2011). 
Furthermore, DKK 40 million has been paid in income taxes by Danish 
subsidiaries (a payment of DKK 19 million in 2011).

6 Deferred income tax assets/(liabilities)

DKK million 2012 2011

The deferred tax assets/liabilities are allocated 
to the various balance sheet items as follows:  
Property, plant and equipment (912) (1,018)
Indirect production costs (810) (874)
Unrealised profi t on intra-Group sales 2,024 1,945
Other (354) 169

Total income tax assets/(liabilities) (52) 222

The deferred income tax has been calculated using a tax rate of 25%.

1 Accounting policies

The fi nancial statements of the parent company have been prepared in 
 accordance with the Danish Financial Statements Act (Class D) and 
other accounting regulations for companies listed on NASDAQ OMX 
Copenhagen. 

The accounting policies for the fi nancial statements of the parent company 
are unchanged from the last fi nancial year and are the same as for the 
consolid ated fi nancial statements with the following additions. For a 
description of the accounting policies of the Group, please refer to the 
Consolidated fi nancial statements, pp 60–62.

Supplementary accounting policies for the parent company

Financial assets
In the fi nancial statements of the parent company, investments in 
 sub sidiaries and associated companies are recorded under the 
equity  method, which is at the respective share of the net asset values in 
 subsidiaries and associated companies. Any cost in excess of net assets in 
the acquired company is capitalised in the parent company under Financial 
assets as part of investments in subsidiaries (‘Goodwill’). Amortisation 
of goodwill is provided under the straight-line method over a period not 
exceeding 20 years based on estimated useful life. 

Net profi t of subsidiaries less unrealised intra-Group profi ts is recorded in 
the Income statement of the parent company.

To the extent it exceeds declared dividends from such companies, net 
revaluation of investments in subsidiaries is transferred to Net revaluation 
reserve under Equity according to the equity method.

Fair value adjustments of fi nancial assets categorised as ‘Available for sale’ 
in the parent company are recognised in the Income statement.

Profi ts in subsidiaries are disclosed as profi t after tax.

Tax
For Danish tax purposes, the parent company is assessed jointly with its 
Danish subsidiaries. The Danish jointly taxed companies are included in a 
Danish on-account tax payment scheme for Danish corporate income tax. 
All current taxes under the scheme are recorded in the individual 
com panies.

Statement of cash fl ows
No separate statement of cash fl ows has been prepared for the parent 
 company; please refer to the Consolidated Statement of cash fl ows on p 58.

2 Sales

DKK million 2012 2011

Sales by business segment1

Diabetes care 49,479 39,978
Biopharmaceuticals 355 474

Total sales 49,834 40,452

Sales by geographical segment1

North America 20,463 14,018
Europe 13,201 12,308
International Operations 7,986 6,796
Japan & Korea 3,992 3,699
Region China 4,192 3,631

Total sales 49,834 40,452

Sales are attributed to geographical segment based on location of the 
customer.

1. For defi nitions of the segments, please refer to note 2.2 in the Consolidated fi nancial 
statements.
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7 Intangible assets

DKK million     2012 2011

Cost at the beginning of the year     1,872 1,694
Additions during the year     119 179
Disposals during the year     – (1)

Cost at the end of the year     1,991 1,872

Amortisation at the beginning of the year     713 611
Amortisation during the year     97 66
Impairment losses for the year     28 36

Amortisation at the end of the year     838 713

Carrying amount at the end of the year     1,153 1,159

Intangible assets primarily relate to patents and licences, internally developed software and costs related to major IT projects.

8 Property, plant and equipment
    Payments  
    on account  
    and assets  
 Land and Plant and Other in course of  
DKK million buildings machinery equipment construction 2012 2011

Cost at the beginning of the year 10,508 14,297 1,853 2,649 29,307 28,361
Additions during the year 115 109 66 1,887 2,177 1,727
Disposals during the year (250) (132) (31)  (413) (781)
Transfer from/(to) other items 430 294 102 (826) 0 0

Cost at the end of the year 10,803 14,568 1,990 3,710 31,071 29,307

Depreciation and impairment losses at the beginning of the year 4,191 9,618 1,241 – 15,050 13,943
Depreciation for the year 451 1,097 156  1,704 1,725
Impairment losses for the year 17 67 2  86 93
Depreciation reversed on disposals during the year (246) (124) (27)  (397) (711)

Depreciation and impairment losses at the end of the year 4,413 10,658 1,372 – 16,443 15,050

Carrying amount at the end of the year 6,390 3,910 618 3,710 14,628 14,257

9 Statement of changes in equity

   Net   
  Share revaluation Retained  
DKK million  capital reserve earnings 2012 2011

Balance at the beginning of the year  580 8,225 28,643 37,448 36,956
Appropriated from Net profi t for the year    11,001 11,001 11,079
Proposed dividends    9,715 9,715 7,742
Appropriated from Net profi t for the year to Net revaluation reserve    731  731 (1,767)
Effect of hedged forecast transactions transferred to the Income statement    1,118 1,118 658
Fair value adjustments of cash fl ow hedges for the year     832 832 (1,118)
Dividends paid    (7,742) (7,742) (5,700)
Share-based payments (note 3)    167 167 126
Tax credit related to share option scheme    31 31 –
Purchase of treasury shares    (12,162) (12,162) (10,839)
Sale of treasury shares    266 266 244
Reduction of the B share capital  (20)  20 0 0
Exchange rate adjustments of investments in subsidiaries    (185) 13 (172) (173)
Tax on own shares    – – (123)
Other adjustments    (601) (601) 363

Balance at the end of the year  560 8,771 31,301 40,632 37,448

Please refer to note 4.1 in the Consolidated fi nancial statements regarding average number of shares. 
Please refer to note 4.1 in the Consolidated fi nancial statements regarding total number of A and B shares in Novo Nordisk A/S and treasury shares.
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13 Commitments and contingencies

DKK million 2012 2011

Commitments
Lease commitments 993 987
Contractual obligations relating to 
investments in property, plant and equipment 107 11
Guarantees given for subsidiaries 4,523 4,217
Obligations relating to research and 
development projects 2,915 2,774
Other guarantees and commitments 2,574 3,352

Lease commitments expiring 
within the following periods 
from the balance sheet date
Within one year 191 196
Between one and fi ve years 534 490
After fi ve years 268 301

Total lease commitments 993 987

The lease costs for 2012 and 2011 were 
DKK 335 million and DKK 308 million respectively.

Security for debt
Land, buildings and equipment etc 
at carrying amount 90 1,374

For information on pending litigation and other contingencies, please refer 
to note 5.4 to the Consolidated fi nancial statements.

14 Related party transactions

For information on transactions with related parties, please refer to note 5.5 
to the Consolidated fi nancial statements.

11 Non-current liabilities

Non-current liabilities due more than fi ve years from the balance sheet date 
amount to DKK 0 million (DKK 306 million in 2011).

12 Other provisions

DKK million 2012 2011

Non-current 480 474
Current 224 157

Total other provisions 704 631

Provisions for pending litigations are recognised as Other provisions. 
Furthermore, as part of normal business Novo Nordisk issues credit notes 
for expired goods. Consequently, a provision for future returns is made, 
based on historical product return statistics.

10 Financial assets
    Other  
   Amounts securities  
  Investments owed by and  
DKK million  in subsidiaries affi liates investments 2012 2011

Cost at the beginning of the year  8,805 101 663 9,569 9,523
Investments during the year   257 11 268 119
Divestments during the year   (124)  (124) (73)

Cost at the end of the year  8,805 234 674 9,713 9,569

Value adjustments at the beginning of the year  23,559 (1) (445) 23,113 24,368
Profi t/(loss) before tax  13,883   13,883 13,621
Income taxes on profi t for the year  (3,342)  2 (3,340) (2,629)
Dividends received  (13,039)   (13,039) (12,041)
Divestments during the year     – 31
Effect of exchange rate adjustment  (498) 1 15 (482) 11
Other adjustments  (365)  (103) (468) (248)

Value adjustments at the end of the year  20,198 – (531) 19,667 23,113

Unrealised internal profi t at the beginning of the year  (15,239)   (15,239) (14,577)
Change for the year – charged to Income statement  (627)   (627) (498)
Change for the year – charged to Equity  4,219   4,219 
Effect of exchange rate adjustment  313   313 (164)

At the end of the year  (11,334) – – (11,334) (15,239)

Carrying amount at the end of the year  17,669 234 143 18,046 17,443

Carrying amount of investments in subsidiaries does not include capitalised goodwill at the end of the year. An investment of DKK 41 million has been 
reclassifi ed from associated company to Other securities and investments. The cost was DKK 134 million and value adjustment was DKK (93) million.

A list of companies in the Novo Nordisk Group is found in note 5.8 in the Consolidated fi nancial statements.
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Bagsværd, 30 January 2013

Executive Management Lars Rebien Sørensen Jesper Brandgaard
 President and CEO CFO

 Lise Kingo Kåre Schultz Mads Krogsgaard Thomsen

Board of Directors Sten Scheibye Göran Ando Bruno Angelici
 Chairman Vice chairman

 Henrik Gürtler Liz Hewitt Ulrik Hjulmand-Lassen
  Audit Committee member 

 Thomas Paul Koestler Anne Marie Kverneland Kurt Anker Nielsen
   Audit Committee member

 Søren Thuesen Pedersen Hannu Ryöppönen Stig Strøbæk
  Chairman of 
  the Audit Committee 

Statement by the Board of Directors and 
Executive Management on the Annual Report

Today, the Board of Directors and Executive Management approved the 
 Annual Report of Novo Nordisk A/S for the year 2012. 

The Consolidated fi nancial statements are prepared in accordance with 
International Financial Reporting Standards as issued by the International 
Accounting Standards Board (IASB), and International Financial Reporting 
Standards as endorsed by the EU. The Financial statements of the parent 
company, Novo Nordisk A/S, are prepared in accordance with the Danish 
Financial Statements Act. 

Further, the Consolidated fi nancial statements, the Financial statements of 
the parent company and Management’s Review are prepared in accordance 
with additional Danish disclosure requirements for listed companies. 

In our opinion, the Consolidated fi nancial statements and the Financial 
statements of the parent company give a true and fair view of the fi nancial 
position at 31 December 2012, the results of the Group and parent 

 company operations, and consolidated cash fl ows for the fi nancial year 
2012. Furthermore, in our opinion, Management’s Review includes a 
true and fair account of the development in the operations and fi nancial 
 circumstances, of the results for the year and of the fi nancial position 
of the Group and the parent company as well as a description of the most 
signifi cant risks and elements of uncertainty facing the Group and the 
parent company. 

Novo Nordisk’s consolidated social and environmental statements have 
been prepared in accordance with the reporting principles of materiality, 
inclusivity and responsiveness of AA1000APS(2008). They give a balanced 
and reasonable presentation of the organisation’s social and environmental 
performance.

We recommend that the Annual Report be adopted at the Annual General 
Meeting.

eng33 - 31.01 - 55-111.indd   109 02/02/13   20.26UK_Signature.indd   1 03/02/13   14.13



NOVO NORDISK ANNUAL REPORT 2012

110  INDEPENDENT AUDITOR’S REPORT 

An audit involves performing procedures to obtain audit evidence about 
the amounts and disclosures in the Consolidated fi nancial statements and 
the Financial statements of the Parent Company. The procedures selected 
depend on the auditor’s judgment, including the assessment of the risks of 
material misstatement of the Consolidated fi nancial statements and the 
Financial statements of the Parent Company, whether due to fraud or error. 
In making those risk assessments, the auditor considers internal control 
relevant to the Company’s preparation of Consolidated fi nancial  statements 
and Financial statements of the Parent Company that give a true and fair 
view in order to design audit procedures that are appropriate in the 
circumstances. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates 
made by the Management, as well as evaluating the overall presentation 
of the Consolidated fi nancial statements and the Financial statements of 
the Parent Company. 

We believe that the audit evidence we have obtained is suffi cient and 
 appropriate to provide a basis for our audit opinion.

Our audit has not resulted in any qualifi cation.

Opinion
In our opinion, the Consolidated fi nancial statements give a true and fair 
view of the fi nancial position at 31 December 2012 of the Group and of 
the results of the Group’s operations and consolidated cash fl ows for the 
fi nancial year 2012 in accordance with International Financial Reporting 
Standards as issued by the International Accounting Standards Board, and 
International Financial Reporting Standards as endorsed by the EU and 
additional Danish disclosure requirements for listed companies. Moreover, 
in our opinion the Financial statements of the Parent Company give a 
true and fair view of the fi nancial position at 31 December 2012 and of the 
results of the Parent Company’s operations for the fi nancial year 2012 in 
accordance with the Danish Financial Statements Act and additional Danish 
disclosure requirements for listed companies. 

Statement on Management’s Review

We have read Management’s Review, pp 1–54 and p 94 in  accordance with 
the Danish Financial Statements Act. 

On this basis, it is our opinion that the information provided in 
the  Management’s Review is consistent with the Consolidated fi nancial 
 statements and the Financial statements of the Parent Company.

Bagsværd, 30 January 2013

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Lars Holtug Lars Baungaard
Danish State Authorised  Danish State Authorised
Public Accountant Public Accountant

To the Shareholders of Novo Nordisk A/S 

Report on Consolidated fi nancial statements and 
Financial statements of the Parent Company

We have audited the Consolidated fi nancial statements and the Financial 
statements of Novo Nordisk A/S for the fi nancial year 2012, pp 55–93 
and pp 104–108, which comprise Income Statement, Balance Sheet, 
Statement of Changes in Equity and Notes including accounting policies 
for the Group as well as for the Parent Company and Statement of 
Comprehensive Income and Cash Flow Statement for the Group. 

The Consolidated fi nancial statements are prepared in accordance with 
International Financial Reporting Standards as issued by the International 
Accounting Standards Board, and International Financial Reporting 
Standards as endorsed by the EU. The Financial statements of the Parent 
Company are prepared in accordance with the Danish Financial Statements 
Act. Moreover, both the Consolidated fi nancial statements and the  
Financial statements of the Parent Company are prepared in accordance 
with  additional Danish disclosure requirements for listed companies.

Management’s Responsibility for the Consolidated 
fi nancial statements and the Financial statements of the 
Parent Company 
The Management is responsible for the preparation of the Consolidated 
fi nancial statements and the Financial statements of the Parent Company 
that give a true and fair view in accordance with the above legislation 
and accounting standards, and for such internal control as Management 
determines is necessary to enable preparation of Consolidated fi nancial 
statements and Financial statements of the Parent Company that are free 
from material misstatement, whether due to fraud or error. 

Auditor’s Responsibility
Our responsibility is to express an opinion on the Consolidated fi nancial 
statements and the Financial statements of the Parent Company based on 
our audit. We conducted our audit in accordance with International 
standards on Auditing and additional requirements under Danish Audit 
regulation. This requires that we comply with ethical requirements and plan 
and perform the audit to obtain reasonable assurance about whether the 
Consolidated fi nancial statements and the Financial statements of the 
Parent Company are free from material misstatement.

Independent Auditor’s Reports
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Independent Assurance Report on the social 
and environmental reporting for 2012

To the Stakeholders of Novo Nordisk

We have reviewed the Consolidated social and environmental information 
in the Annual Report of Novo Nordisk A/S for the fi nancial year 2012, 
which comprises Management’s Review, the social accounting policies and 
environmental accounting policies for Consolidated social and environ-
mental information including the Consolidated social and environmental 
statement on pp 1–54, 94 and pp 95–103.

The assurance engagement has furthermore covered the nature and 
extent of Novo Nordisk incorporation of the AA1000 AccountAbility 
Principles Standard (AA1000APS(2008)) principles (inclusivity, materiality 
and responsiveness) with respect to stakeholder dialogue. 

Criteria for the preparation of reporting on data
The Consolidated social and environmental information is prepared 
in accordance with the social accounting policies and environmental 
accounting policies described on pp 96–100 and pp 102–103.

Management’s responsibility
The Management is responsible for preparing the Consolidated social and 
environmental information, including for establishing data collection 
and registration, internal control systems with a view to ensuring reliable 
reporting, specifying acceptable reporting criteria and choosing data to 
be collected for intended users of the report. Also, adherence to 
AA1000APS(2008) and the three principles of inclusivity, materiality and 
responsiveness is the responsibility of Management.

Assurance provider’s responsibility
Our responsibility is, on the basis of our work, to express a conclusion 
on the reliability of the Consolidated social and environmental information 
in the Annual Report. Furthermore, our responsibility is, by applying the 
AA1000 Assurance Standard (AA1000AS(2008)), to express a conclusion 
on as well as to make recommendations for the nature and extent of Novo 
Nordisk’s adherence to the AA1000APS(2008) principles.

Our team of experts has competences in respect of assurance engagements 
related to Consolidated social and environmental information. In addition, 
our team has competences in assessing social and environmental informa-
tion and sustainability management, and thus qualifi es to conduct this 
independent assurance engagement. During 2012 we have not performed 
any tasks or services to Novo Nordisk or other clients that would confl ict 
with our independence, nor have we been responsible for the preparation 
of any part of the report; and therefore qualify as independent as defi ned 
by in AA1000AS(2008).

Scope, standards and criteria used
We have planned and performed our work in accordance with the 
International Standard on Assurance Engagements (ISAE) 3000, “Assurance 
Engagements other than Audits or Reviews of Historical Financial 
Information”, to obtain limited assurance that the Consolidated social and 
environmental information in the Annual Report is free of material mis-
statements and that the information has been presented in accordance with 
the social accounting policies and environmental accounting policies here 
for. The assurance obtained is limited, as our work compared to that of an 
engagement with reasonable assurance has been limited to, principally, 
inquiries, interviews and analytical procedures related to registration and 
communication systems, data and underlying documentation. 

Moreover, we have planned and performed our work based on the 
AA1000AS(2008), using the criteria in the AA1000APS(2008), to perform a 
Type 2 engagement and to obtain a moderate level of assurance regarding 
the nature and extent of Novo Nordisk’s adherence to the principles of 
inclusivity, materiality and responsiveness.

Methodology, approach, limitation and scope of work
Based on an assessment of materiality and risk, our work included:
(i) Inquiries regarding procedures and methods to ensure that social and 
environmental reporting include data from the Group’s Business Unit 
operations, and that these data have been incorporated in compliance 
with the social accounting policies and environmental accounting policies. 
Through site visits to Bagsværd, Hillerød and Kalundborg and based on 
requests and selected documentation, we have furthermore assessed the 
existing systems for data collection and registration, and procedures to 
ensure reliable reporting;

(ii) Inquiries and interviews with members of the Executive Management, 
Corporate Finance, Diabetes Research, Public Affairs, Corporate Com-
munication, Marketing, Corporate Sustainability, as well as Management in 
the Brazilian affi liate, regarding Novo Nordisk’s adherence to the principles 
of inclusivity, materiality and responsiveness, including Management’s 
commitment to the principles, the existence of systems and procedures to 
support adherence to the principles and the embedding of the principles 
at corporate level.

Conclusion
Based on our review, nothing has come to our attention which causes us 
not to believe that the Consolidated social and environmental information 
presented in the Annual Report of Novo Nordisk A/S for 2012 (on pp 1–54, 
94 and pp 95–103) is free of material misstatements and has been stated 
in accordance with the social accounting policies and environmental 
accounting policies here for.

Furthermore, nothing has come to our attention causing us to believe that 
Novo Nordisk does not adhere to the AA1000APS(2008) principles.

Observations and recommendations
According to AA1000AS(2008), we are required to include observations 
and recommendations for improvements in relation to adherence to the 
AA1000APS(2008) principles:

Regarding inclusivity
We continue to see a strong commitment to accountability within Novo 
Nordisk with systems and processes in place to support stakeholder 
participation at corporate level. We commend the guidelines developed 
during 2012 to advance the stakeholder engagement and sustainability 
understanding across the business as well as the organizational set-up 
planned to support the implementation.

We recommend that Novo Nordisk specifi cally builds stakeholder 
engagement and sustainability capacity at the affi liate level through the 
guidelines developed to ensure alignment between the approaches taken 
and the level of understanding at corporate and local level. 

Regarding materiality
We observe that Novo Nordisk takes the principle of materiality into 
consideration in its decision making processes by applying the triple 
bottom line principle. Also, Novo Nordisk continues to discuss, evaluate 
and determine the materiality of sustainability issues on an ongoing basis 
through a number of relevant governance bodies with senior management 
representation from across the business. Specifi cally with regards to 
external reporting we commend that Novo Nordisk is refi ning the 
materiality fi lters applied.

We have no signifi cant recommendations regarding materiality.

Regarding responsiveness
Being responsive to stakeholder needs and concerns is key to Novo Nordisk 
and evident from their use of boards, media, forums and communication 
channels to engage in dialogue and convey messages. Increasingly we 
observe how the focus on the patient is being refl ected in the development 
of responses.

We have no signifi cant recommendations regarding responsiveness.

Bagsværd, 30 January 2013

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Lars Holtug Lars Baungaard
Danish State Authorised  Danish State Authorised
Public Accountant Public Accountant

eng33 - 31.01 - 55-111.indd   111 02/02/13   20.26UK_Signature.indd   3 03/02/13   14.13



NOVO NORDISK ANNUAL REPORT 2012

112  ADDITIONAL INFORMATION

Annual report formats

Can be ordered at 
novonordisk.com/annualreport.

The report can be downloaded at 
novonordisk.com/annualreport.

Print PDF iPad

App with easy navigation and enhanced user 
experience can be downloaded from Apple’s 
App Store by searching on Novo Nordisk 
Annual Report (available February 2013).

Additional reporting
Can be downloaded at novonordisk.com/annualreport (available February 2013).

Requirement by US Securities and 
Exchange Commission (SEC) for foreign 
private issuers with equity shares listed 
on exchanges in the United States

Requirement according to the 
Danish Financial Statements Act

Voluntary commitment to the UN Global 
Compact initiative and also serves as 
a requirement by the Danish Financial 
Statements Act, section 99a 

Novo Nordisk has since 2002 voluntarily 
provided additional reporting in 
accordance with the Global Reporting 
Initiative, the most prevalent standardised 
sustainability reporting

Reason for reportingReport Content

Form 20-F

united Nations Global Compact

Global Reporting Initiative

Corporate Governance Report

Disclosure of management approach 
and performance for economic, 
social and environmental impacts, 
as well as human rights, product 
responsibility and societal activity

Communication of progress in relation to 
the 10 principles in the areas of human 
rights, labour, environment and anti-
corruption and UN goals. Additional 
progress reporting on corporate 
sustainability leadership as a LEAD member 
of the UN Global Compact

Reporting of compliance with Danish 
Corporate Governance Recommendations

Annual reporting to SEC in a 
standardised reporting format so that 
investors can evaluate the company 
alongside US domestic equities

The Novo Nordisk Annual Report 2012 is available in print, online as a PDF and as an 
app for iPad. In addition, Novo Nordisk provides disclosures in separate reports to satisfy 
specific legal requirements and stakeholder interests.

References for the Annual Report 2012: Strategy is all about choice: 1. International Diebetes Federation. IDF Diabetes Atlas, fifth edition, 2012 update. 2. http://www.who.int/mediacentre/
factsheets/fs311/en/index.html. Diabetes – an emergency in slow motion: 1. UKPDS, Stratten et al. BMJ 2000; vol 321:405–412. 2. Fong DS, Aiello LP, Ferris FL 3rd, Klein R: Diabetic retinopathy. 
Diabetes Care 2001;27:2540–2553. 3. International Diabetes Federation. IDF Diabetes Atlas, fifth edition, 2012 update. Insulin treatment is a balancing act: 1. The UK Perspective Diabetes Study 
(UKPDS) 1998. Intensive blood glucose control with sulphonylureas or insulin compared with conventional treatment and risk of complications in patients with type 2 diabetes (UKPDS 34). The Lancet 
352:837–53. 2. The Diabetes Control and Complications Trial Research Group 1993. The effect of intensive treatment of diabetes on the development and progression of long-term complications in 
insulin-dependent diabetes mellitus. N Engl J Med 329:977–986. Prevent bleedings: 1. hemophilia.org/NHFWeb/MainPgs/MainNHF.aspx?menuid=259&contentid=476. 2. http://www1.wfh.org/
publications/files/pdf-1427.pdf. 3. http://www.cdc.gov/Features/HemophiliaDay. Product overview: 1. Not all products approved in all markets.

Design and production: ADtomic Communications. Accounts and notes: Team2Graphics. Printing: Bording PRO as, February 2013. Photography: ADtomic Communications, Idzi Dutkiewicz, Per 
Fledelius, Willi Hansen, iStockphoto, Ulrik Jantzen/Das Büro, Martin Juul, Olivier Leroy, Noel Malcolm, Yasu Nakaoka, Kristof Ramon, Mike Rulis, Dominique Schneider, Peter Sørensen, Jesper Westley, 
Andrew Wilz and product portfolio.

More information

This public filing contains references and links to information posted on the company’s and third-party websites, which are not incorporated by reference into the 
public filing. The Management review on pp 1–54 and 94, the supplementary information on pp 95–103 and the Communication on Progress to the UN Global 
Compact address the requirements of the Danish Financial Statements Act section 99a; see also p 96.
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Product overview
Novo Nordisk has more than 30 products on the market. This page presents an overview 
of European trade names with accompanying generic names. Trade and generic names 
may differ in other markets.1

DIABETES CARE
Modern insulins: 1. Levemir®, insulin detemir. 2. NovoRapid®, insulin aspart. 3. NovoMix® 30, biphasic insulin aspart. 4. NovoMix® 50, biphasic insulin aspart. 5. 
NovoMix® 70, biphasic insulin aspart. Glucagon-Like Peptide-1: 6. Victoza®, liraglutide. Human insulins: 7. Insulatard®, isophane (NPH) insulin. 8. Actrapid®, 
regular human insulin. 9. Mixtard® 30, biphasic human insulin. Diabetes devices: 10. FlexTouch®, prefilled insulin delivery system. 11. FlexPen®, prefilled insulin 
delivery system. 12. NovoPen® 5, durable insulin delivery system with memory function. 13. NovoPen® 4, durable insulin delivery system with memory function. 
14. NovoPen Echo®, durable insulin delivery system with memory function. 15. InnoLet®, prefilled insulin delivery system. 16. NovoFine®, needle. 17. NovoTwist®, 
needle. 18. GlucaGen®, glucagon. Oral antidiabetic agents: 19. NovoNorm®, repaglinide. 20. PrandiMet®, repaglinide/metformin.

BIOPHARMACEuTICALS
Haemostasis: 21. NovoSeven®, recombinant factor VIIa, also available with prefilled syringe in an increasing number of countries. 22. NovoThirteen®, recombinant 
FXIII. Human growth hormone: 23. Norditropin® , somatropin (rDNA origin). 24. Norditropin® FlexPro®, prefilled multidose delivery system. 25. PenMate®, 
automatic needle inserter (available for Norditropin® FlexPro®, NordiFlex® and SimpleXx®). 26. Norditropin NordiFlex®, prefilled multidose delivery system. 27. 
NordiPen®, durable multidose delivery system. 28. NordiPenMate®, automatic needle insertion. 29. NordiLet®, prefilled multidose delivery system. Hormone 
replacement therapy: 30. Activelle®, estradiol/norethisterone acetate. 31. Estrofem®, estradiol. 32. Novofem®, estradiol/norethisterone acetate. 33. Vagifem®, 
estradiol hemihydrate.

Market share data on pp 6, 7, 8, 16, 17, 18, 33, 35, 36 and 37 is from IMS Health, IMS MIDAS Customized Insights (November 2012). Market definition for retail: Algeria, Argentina, Australia, Austria, 
Belgium, Brazil, Bulgaria, Canada, Czech Republic, Denmark, Egypt, Estonia, Finland, France, Germany, Greece, Hungary, India, Ireland, Italy, Japan, Korea, Latvia, Lithuania, Luxembourg, Mexico, 
Netherlands, New Zealand, Norway, Poland, Portugal, Romania, Saudi Arabia, Slovakia, Slovenia, South Africa, Spain, Sweden, Switzerland, Turkey, the UK and the US. Market definition for hospitals: 
Australia, Bulgaria, Canada, China, Czech Republic, Denmark, Finland, Germany, Hungary, Italy, Japan, Latvia, Lithuania, New Zealand, Norway, Poland, Romania, Slovakia, Slovenia, Spain, Sweden, 
Switzerland, the UK and the US.
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Team Novo Nordisk is a global sports team 
with more than 100 cyclists, triathletes 
and runners who all have diabetes. 
The team is spearheaded by the world’s 
first all-diabetes pro-cycling team.

Headquarters
Novo Nordisk A/S
Novo Allé
2880 Bagsværd
Denmark
Tel +45 4444 8888
CVR number 24 25 67 90
novonordisk.com

Investor Service
Enquiries and feedback on the Annual 
Report should be addressed to:
annualreport@novonordisk.com

Shareholders’ enquiries concerning 
dividend payments and shareholder 
accounts should be addressed to:
shareholder@novonordisk.com

ADR holders’ enquiries concerning 
dividend payments, transfer of 
ADR certificates, consolidation 
of accounts and tracking of 
ADRs should be addressed to:

JP Morgan Chase & Co
PO Box 64504
St Paul, MN 55164-0504, USA
Tel +1 800 990 1135 
Tel +1 651 453 2128 (for enquiries 
from outside the United States)
jpmorgan.adr@wellsfargo.com

http://www.novonordisk.com
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If Novo Nordisk’s
business strategy
were to be described
in one word,
it would have
to be ‘focus’

The one rule we
have to break

– the Rule of Halves

One size
doesn’t fi t all

– when it comes to
diabetes treatment

Is obesity
a disease?

– without doubt it
is a growing threat

to global health

Cover photo: A resident of Philadelphia, Jesse Crumpler has something 
in common with 3.7 billion other people: he lives in a big city that is 
becoming bigger by the day. And like 246 million people living in urban 
areas, he has diabetes. Sadly, urban living and diabetes go hand in hand. 
And not much is known about how to change the situation.

Headquarters
Novo Nordisk A/S
Novo Allé
2880 Bagsværd
Denmark
Tel +45 4444 8888
CVR number 24 25 67 90
novonordisk.com

Investor Service
Enquiries and feedback on the Annual
Report should be addressed to:
annualreport@novonordisk.com

You can also help improve our reporting
by answering six questions at:
novonordisk.com/annualreport/feedback

Shareholders’ enquiries concerning 
dividend payments and shareholder 
accounts should be addressed to:
shareholder@novonordisk.com

ADR holders’ enquiries concerning dividend 
payments, transfer of ADR certifi cates, 
consolidation of accounts and tracking
of ADRs should be addressed to:

JP Morgan Chase & Co
PO Box 64504
St Paul, MN 55164-0504, USA
Tel +1 800 990 1135 
Tel +1 651 453 2128 (for enquiries
from outside the United States)
jpmorgan.adr@wellsfargo.com
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Chairman of the Board of 
Directors Göran Ando at 
the Novo Nordisk R&D 
Summit in November 2013.

Letter from 
the Chairman

Last year, at Novo Nordisk’s Annual General Meeting in March, 
I was named Chairman of the Board of Directors of which I have 
been a member since 2005. I feel honoured by and proud of this 
appointment, and will do my best to live up to the responsibilities 
that come with it.

As a board member I’ve followed Novo Nordisk’s development 
during a very difficult period for the pharmaceutical industry. It has 
been an exciting journey: in terms of both financial value creation 
for our shareholders and positive impact on people with diabetes, 
Novo Nordisk has delivered outstanding results. 

I and the other members of Novo Nordisk’s Board are confident 
that Novo Nordisk will continue to do very well despite having been 
through a year that, frankly, will be remembered for a number of 
negative events: a Warning Letter from the US Food and Drug 
Administration (FDA), a delay for Tresiba® (insulin degludec) in the 
US, a safety scare around the class of products to which Victoza® 
belongs, and a major product recall.

Our Chief Executive Officer, Lars Rebien Sørensen, will give you 
more details and share his reflections on these events on the 

following pages. What’s 
important for me to say  

is that the Board has 
followed up 

meticulously on 
each and every one 
of these events to 
ensure that 
management  
has responded 
appropriately  
to them to 
minimise the 
negative effects 
and the risk of 
reoccurrence. 

And we firmly 
believe that it has.

The Board has also reviewed the company’s long-term strategy and 
outlook as we do every year. Is it realistic? Is it ambitious? Does the 
company have the skills and resources to execute it? And if so, does 
it provide Novo Nordisk with the competitive advantages needed to 
be successful in a very competitive industry? We believe it does.

We’ve also evaluated the strength of the company’s executive 
leadership and senior management and reviewed the succession 
preparedness for key positions. Together with the executive team 
we’ve assessed the company’s organisational strengths and 
weaknesses. Whenever we’ve identified issues that could become 
a significant obstacle to meeting the company’s long-term goals, 
we’ve agreed on a plan of action.

We’re confident that in Lars Rebien Sørensen and his Executive 
Management team we have the leadership needed to execute Novo 
Nordisk’s strategy and execute it well. It has been a pleasure to see 
how two new members of Executive Management have been 
smoothly integrated into the team, and how the company’s bench 
of senior vice presidents has been expanded with new members, 
several of them from our large and very successful affiliate in the US.

The Board is also pleased to announce the promotion of Chief 
Operating Officer Kåre Schultz to president. This is a reflection of 
the importance and complexity of his organisation and his 
successful management hereof. In this role, Kåre will work closely 
with Lars on planning Executive Management meetings and board 
meetings, and assume a more outward-facing role.

Despite the challenges Novo Nordisk faced in 2013, it met the sales 
and profit targets we communicated at the beginning of the year. 
Sales grew by 12% and operating profit by 15%, both measured in 
local currencies. Furthermore, we made significant progress on the 
key development projects, which bodes well for future growth and 
for the company’s ability to achieve its long-term targets.

Against this background, at the Annual General Meeting on  
20 March 2014 the Board of Directors will propose a 25% increase 
in dividend to 4.50 Danish kroner per share of 0.20 krone. The 
Board of Directors has furthermore decided to initiate a new share 
repurchase programme of up to 15 billion kroner.

I’d also like to highlight two important decisions that the Board has 
made regarding corporate governance. We established a Nomination 
Committee to enhance the process for nominating members to the 
Board, and set new targets for the diversity of the Board as regards 
gender and nationality. For more information on this, please see p 47.

On behalf of the Board of Directors, I’d like to express my 
appreciation for the leadership shown by Lars Rebien 
Sørensen and his management team, and the hard work 
and dedication of the entire Novo Nordisk organisation.

Göran Ando
Chairman of the Board of Directors

1



Letter from 
the CEO

2013 was both a good year and a tough year for Novo Nordisk.

Let me start with the tough part. As I mentioned in my letter in last 
year’s Annual Report, we began the year with the unsettling fact 
of having received a Warning Letter from the US Food and Drug 
Administration (FDA), following an inspection of one of our insulin-
filling plants in Denmark. 

Unrelated to this, in February we received a Complete Response 
Letter from the FDA in which the agency requested additional 
cardiovascular safety data before it could complete its review of the 
New Drug Application for Tresiba® (insulin degludec). Tresiba® is our 
new-generation basal insulin with an ultra-long duration of action 
of more than 42 hours.

To make matters worse, a debate emerged in March in which 
some scientists questioned whether the incretin class of diabetes 
medications – the class to which our very successful product 
Victoza® belongs – had an increased risk of side effects in the 
pancreas. Although the authorities later concluded that the data 
currently available don’t confirm the concerns, the debate did 
create anxiety among some patients using these products. 

In October, we had to recall a number of batches of NovoMix® 
insulin in some European countries as our analysis had shown 
that a small percentage of the products in these batches didn’t 
meet the specifications for insulin strength.

Not the kind of events we’d hoped for in our 90th anniversary 
year – or in any other year for that matter. For Novo Nordisk’s 
employees, who take immense pride in the safety and efficacy 
of our products, such events are downright painful.

They are, however, also a good opportunity for learning and 
reflection, and we have learned from these events and are still 
learning. To mention just two examples: we’re improving our 
measures to ensure compliance with the latest and ever-evolving 
standards for good manufacturing practice, and we’re collecting 
more data than ever regarding cardiovascular safety to rule out 
that our products are associated with unacceptable risks.

I wish I could say that events such as the ones I’ve described will 
never happen again, but I’m not naive. Bad things happen, even 
to good companies; however, I firmly believe we’re coming out 
of these events wiser and stronger.

Allow me to turn to the brighter part 
of my account of 2013. I’m glad to 
report that our strategic products 
are doing well in the market. 
Tresiba® was launched in 
Japan as the first country 
in February 2013 and by 
the end of the year 
had claimed 8.6% 

President and Chief Executive Officer Lars 
Rebien Sørensen at the Novo Nordisk 
Capital Markets Day in December 2013.



of the segment for long-acting insulin (basal insulin) measured in 
value. Several other countries launched Tresiba® during the year and 
in all countries where the product is competing on an equal footing 
with other insulin products, it’s gaining significant market shares.

Our established key products did well, too: sales of our modern 
insulins grew 14%, Victoza® 27%, NovoSeven® 8% and Norditropin® 
16%, all measured in local currencies. I think it’s fair to say that this is 
a solid performance in a global pharmaceutical market characterised 
by all forms of cost-containment measures. To me it shows that 
there’s a large and growing need for our products.

From a regional perspective, North America was again the main 
contributor to our growth, followed by International Operations 
and Region China. It’s also in these regions we expect to see most 
of the growth in the coming years. Our sales growth, combined 
with continuous focus on the efficiency of our operations, resulted 
in operating profit growth of 7% reported and 15% in local 
currencies. Growth in net profit was 18% and measured on an 
earnings per share basis, the increase was 20% – all in all a very 
robust financial performance in 2013.

Several products in our development pipeline passed important 
milestones in 2013:
•  The cardiovascular outcomes trial for Tresiba® designed to 

provide the data requested by the FDA was initiated in October. 
•  IDegLira, a fixed combination of liraglutide and insulin degludec 

for the treatment of type 2 diabetes, was filed for regulatory 
review in the EU. 

•  We started the phase 3a programme for the faster-acting 
formulation of insulin aspart. 

•  A 3 mg dose of liraglutide, the active substance in Victoza®, 
was filed for regulatory review in both the US and the EU as a 
potential new obesity treatment.

•  Semaglutide, a once-weekly GLP-1 analogue, started phase 3 
trials.

•  FDA approved our insulin injection pens FlexTouch® and NovoPen 
Echo® for use with certain insulin products.

•  Within haemophilia, turoctocog alfa, our new factor VIII product 
for people with haemophilia A, was approved in the US, the EU 
and Japan. Turoctocog alfa will be marketed under the brand 
name NovoEight® in most countries.

You’ll find more information about these and other significant 
product development milestones in the research and development 
section on p 10 and in articles in this Annual Report. 

In 2014, we’ll maintain a high level of investment in research and 
development and in our growth markets and strategic products. 
We’ll have special focus on:
•  The continued roll-out of Tresiba®

•  The first launches of Ryzodeg® – a combination of Tresiba® 
and our fast-acting insulin NovoRapid® – and NovoEight®

•  The regulatory reviews of IDegLira and liraglutide 3 mg
•  Further strengthening our systems and processes for ensuring 

compliance with all relevant regulatory standards

•  Implementing our strategy for global access to diabetes care 
targeted at people who currently don’t have access to the 
necessary medical treatment and care.

As you’ll see from the article on the diabetes pandemic later in this 
Annual Report, the number of people with diabetes is growing at 
an alarming rate. The latest estimates are that by 2035 close to 600 
million people will have diabetes and at some point most of them 
will require medical treatment. You can read more about this on 
pp 22–23.

At Novo Nordisk we have a critical role to play and are committed 
to playing our part in the fight against diabetes. We’ve set ourselves 
the target that 40 million people will be using our products by 
2020. We are, however, keenly aware that our products alone 
will not address all the challenges. That’s why we’re working with 
partners all over the world to identify and implement local solutions 
for improving diabetes care. You’ll find some examples of this in the 
article on p 26.

In the coming years we’ll have special focus on how to address 
the diabetes challenge in the world’s big cities. All over the world, 
people are migrating to big cities and, unfortunately, urbanisation 
and type 2 diabetes go hand in hand. Not much is known about 
how to change the situation, but we’re determined to work with 
partners to find out.

In the face of the challenges that 2013 brought for Novo Nordisk, 
I’ve taken great pleasure from the collaboration I’ve had with my 
Executive Management team, our Senior Management Board and 
the Board of Directors, and from dealing with the challenges we 
have encountered. I look forward to an even closer collaboration 
with Kåre Schultz in his new role as president. I have worked 
with Kåre for almost 20 years and have enjoyed following his 
development as leader of increasingly larger and more complex 
organisations. His promotion is well-deserved recognition of his 
accomplishments and leadership potential.

I’d like to thank everyone in the Novo Nordisk organisation for 
their contributions to our results in 2013, the people who use our 
products for their confidence in us, our stakeholders and partners 
for their collaboration, and our shareholders for their continued 
support.

Lars Rebien Sørensen
President and chief executive officer

PS: Please tell us what you think about our Annual Report. Does it 
meet your information needs? Is it comprehensible? You can help 
improve our reporting by answering six questions at novonordisk.
com/annualreport/feedback.
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Novo Nordisk at a glance

In 1923, our Danish founders began a journey to 
change diabetes.

Today, we are thousands of employees across 
the world with the passion, the skills and the 
commitment to continue this journey to prevent, 
treat and ultimately cure diabetes.

•   Our ambition is to strengthen our leadership 
in diabetes.

•  We aspire to change possibilities in haemophilia 
and other serious chronic conditions where we 
can make a difference.

•  Our key contribution is to discover and develop 
innovative biological medicines and make them 
accessible to patients throughout the world.

 
•  Growing our business and delivering 

competitive financial results is what allows us to 
help patients live better lives, offer an attractive 
return to our shareholders and contribute to our 
communities.

•  We never compromise on quality and business 
ethics.

•  Our business philosophy is one of balancing 
financial, social and environmental 
considerations – we call it the Triple Bottom 
Line.

•  We are open and honest, ambitious and 
accountable, and treat everyone with respect.

•  We offer opportunities for our people to realise 
their potential.

Every day we must make difficult choices, always 
keeping in mind what is best for patients, our 
employees and our shareholders in the long run.

It’s the Novo Nordisk Way.

Novo Nordisk Way

COUNTRIES

PRODUCTS
MARKETED IN

180
ESTABLISHED IN 

DENMARK
IN 1923

COUNTRIES

EMPLOYEES IN

75 
The Triple Bottom Line

38,436
EMPLOYEES 

WORLDWIDE
(+11%)

24.3
MILLION PATIENTS 

USE OUR DIABETES 
CARE PRODUCTS

(+7%)

83.6
DKK BILLION  

IN SALES
(+7%)

25.2
DKK BILLION  
IN NET PROFIT
(+18%)

125
THOUSAND TONS 
CO2 EMISSIONS
(+2%)

Socially
responsible

Environmentally
responsible

Patients

Financially
responsible

2,685
THOUSAND 
M3 WATER 
CONSUMPTION
(+8%)



2013 progress on strategic focus areas
 Expand leadership in diabetes care

30%
GLOBAL VALUE 
MARKET SHARE 
(+2%)

 Establish presence in inflammation

• Five compounds in clinical trials with three in phase 2.

 Expand leadership in growth disorders

•  Liraglutide 3 mg for obesity completed phase 3a 
and was submitted in the EU and the US.

 Pursue leadership in haemophilia

• NovoEight® was approved in the US, the EU and Japan.

• N9-GP successfully completed first phase 3a trial.

• NovoThirteen® was approved in the US.

 Establish presence in obesity

NovoSeven® sales

DKK BILLION

Norditropin® sales

DKK BILLION

2012 20122013 2013

8.9 5.79.3 6.1

(+4%)
(+7%)

65.5
DKK BILLION  
IN SALES
(+8%) 2.6

(+2%)

2.2
(–19%)

38.2
(+10%)10.9

(–4%)

11.6
(+23%)

27%
GLOBAL VALUE 
MARKET SHARE 
(+1%)

•  Tresiba® was launched 
in eight countries.

•  DEVOTE, a cardiovascular 
outcomes trial designed to 
provide the data for Tresiba® 
requested by the FDA, was 
initiated.

•  IDegLira was filed for 
regulatory review in the EU.

•  Semaglutide, a once-weekly 
GLP-1 analogue, started 
phase 3a trials.

Protein-related products
Oral antidiabetic products

Modern insulins
Human insulins
Victoza®
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Financial 
performance
The results for 2013 are higher than expected 
in the outlook for the year in the Annual 
Report 2012 and in line with the latest 
guidance provided in connection with the 
quarterly announcement in October 2013.*

Sales development
Sales increased by 12% measured in local 
currencies and by 7% in Danish kroner. 
North America was the main contributor 
with 66% share of growth measured in 
local currencies, followed by International 
Operations and Region China contributing 
20% and 9% respectively. Sales growth 
was realised within both diabetes care  
and biopharmaceuticals, with the majority  
of growth originating from the modern 
insulins and Victoza®.

In the following sections, unless otherwise 
noted, market data are based on moving 
annual total (MAT) from November 2013 
and November 2012 provided by the 
independent data provider IMS Health.

Diabetes care 
sales development
Sales of diabetes care products increased 
by 12% measured in local currencies and by 
8% in Danish kroner to DKK 65,456 million. 
Novo Nordisk is the world leader in diabetes 
care and now holds a global value market 
share of 27% compared with 26% at the 
same time the previous year.

Insulins and protein- 
related products
Sales of insulins and protein-related products 
increased by 11% in local currencies and by 
6% in Danish kroner to DKK 51,577 million. 
Measured in local currencies, sales growth 
was driven by North America, International 
Operations and Region China. Novo Nordisk 
is the global leader with 48% of the total 
insulin market and 46% of the market for  
modern insulins and new-generation insulins,  
both measured in volume.

The roll-out of Tresiba® (insulin degludec), 
the once-daily new-generation insulin with 
an ultra-long duration of action, continues 
to progress. Launch activities are proceeding 
as planned and feedback from patients and 
prescribers is encouraging. Tresiba® has been 
launched in eight countries with 20 more 
countries expected to launch during 2014. 
In the countries where Tresiba® is reimbursed 
on a similar level to insulin glargine, it has 
steadily grown its share of the basal insulin 
market. In these countries, Tresiba® now  
represents around 10% of the basal insulin 

market measured in monthly value market 
share. In the markets where Tresiba® has 
been launched with restricted market 
access compared with insulin glargine, 
market penetration remains modest.

Sales of modern insulins increased by 14%  
in local currencies and by 10% in Danish kroner 
to DKK 38,153 million. North America  
accounted for two-thirds of the growth, 
followed by International Operations and 
Region China. Sales of modern insulins now 
constitute 78% of Novo Nordisk’s sales of insulin.

Victoza® 
(GLP-1 therapy for type 2 diabetes)
Victoza® sales increased by 27% in local 
currencies and by 23% in Danish kroner to 
DKK 11,633 million, reflecting robust sales  
performance driven by North America, Europe  
and International Operations. Victoza®  
holds the global market share leadership 
in the GLP-1 segment with a 71% value 
market share compared with 68% in 
2012. The GLP-1 segment’s value share of 
the total diabetes care market has increased 
to 6.9% compared with 5.9% in 2012.

NovoNorm®/Prandin®/PrandiMet® 
(oral antidiabetic products)
Sales of oral antidiabetic products de-
creased by 16% in local currencies and by 
19% in Danish kroner to DKK 2,246 million. 
The negative sales development reflects an 
impact from generic competition in the US 
and Europe as well as a changed inventory 
set-up in China.

2013 performance 
and 2014 outlook
2013 was a year of mixed fortunes for Novo Nordisk marked by steady progression towards 
long-term financial, social and environmental targets, whereas the Complete Response Letter 
for Tresiba® in the US was a disappointment. 

*  Please refer to the company announcement of 30 January 
2014 for explanation of results compared with the latest 
expectations.
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Share of growth in local currencies
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 Region China
 International Operations
 Europe
 North America

%

*  In 2012 Japan & Korea contributed –1% to the total growth.
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Biopharmaceuticals 
sales development
Sales of biopharmaceutical products 
increased by 12% measured in local 
currencies and by 6% in Danish kroner 
to DKK 18,116 million. Sales growth was 
primarily driven by North America and 
International Operations.

NovoSeven® 
(bleeding disorders therapy)
Sales of NovoSeven® increased by 8% 
in local currencies and by 4% in Danish 
kroner to DKK 9,256 million. The market 
for NovoSeven® remains volatile, and sales 
growth is primarily driven by North America 
and International Operations.

Norditropin® 
(growth hormone therapy)
Sales of Norditropin® increased by 16% 
in local currencies and by 7% in Danish 
kroner to DKK 6,114 million. The sales 
growth is primarily driven by contractual 
wins, the support programmes that Novo 
Nordisk offers healthcare professionals and 
patients as well as the penetration of the 
prefilled FlexPro® device in North America 
and furthermore by growth in International 
Operations. Novo Nordisk is the leading 
company in the global growth hormone 
market with a 28% market share measured 
in volume.

Other biopharmaceuticals
Sales of other products within 
biopharmaceuticals, which predominantly 
consist of hormone replacement therapy-
related (HRT) products, increased by 15% 
in local currencies and by 9% in Danish 
kroner to DKK 2,746 million. Sales growth 
is driven by North America and reflects a 
positive impact of pricing and non-recurring 
adjustments to the provisions for rebates.

Development in costs 
and operating profit
The cost of goods sold grew 5% to 
DKK 14,140 million, resulting in a gross 
margin of 83.1% compared with 82.7% in 
2012. This development primarily reflects 
an underlying improvement driven by 
favourable price development in North 
America and a positive net impact from 
product mix due to increased sales of 
modern insulins and Victoza®. The gross 
margin was negatively impacted by 
around 0.3 percentage point due to the 
depreciation of key invoicing currencies 
versus the Danish krone compared with 
prevailing exchange rates in 2012.

Total non-production-related costs 
increased by 11% in local currencies and 
by 8% in Danish kroner to DKK 38,621 
million.

Sales and distribution costs increased 
by 13% in local currencies and by 9% in 
Danish kroner to DKK 23,380 million. The 
growth in costs is driven by the expansions 
of the sales forces and sales and marketing 
investments in the US, China and selected 
countries in International Operations as 
well as costs related to the launch of 
Tresiba®. The growth percentage for costs 
has also been impacted by changes to legal 
provisions in 2012 and 2013.

Research and development costs 
increased by 9% in local currencies and 
by 8% in Danish kroner to DKK 11,733 
million. Within diabetes care, costs are 
primarily driven by development costs 
related to the initiation of the Tresiba® 
cardiovascular outcomes trial, and the 
ongoing phase 3a trials for both faster-
acting insulin aspart and semaglutide, 
the once-weekly GLP-1 analogue. Within 
biopharmaceuticals, costs are primarily 
related to the continued progress of the 
portfolio of development projects within 
haemophilia and the phase 2 trial for anti-
IL-20, a recombinant human monoclonal 
antibody, in rheumatoid arthritis.

Administrative costs increased by 9% 
in local currencies and by 6% in Danish 
kroner to DKK 3,508 million. The increase 
in costs is primarily driven by back-
office infrastructure costs to support the 
expansions of the sales organisations 
in North America, China and selected 
countries in International Operations, non-
recurring costs related to new offices in 
Denmark and the US as well as an impact 
from a cost refund in 2012 of a previously 
expensed fine related to an import 
licence for a major market in International 
Operations.

Licence income and other operating 
income constituted DKK 682 million 
compared with DKK 666 million in 2012.

Operating profit increased by 7% in 
Danish kroner to DKK 31,493 million. In 
local currencies, the growth was 15%.

Net financials and tax
Net financials showed a net income of 
DKK 1,046 million compared with a net 
expense of DKK 1,663 million in 2012. As 
of 31 December 2013, foreign exchange 
hedging gains of around DKK 1,200 million 
have been deferred for recognition in the 
income statement in 2014.

In line with Novo Nordisk’s treasury 
policy, the most significant foreign 
exchange risks for the Group have 
been hedged, primarily through foreign 
exchange forward contracts. The foreign 
exchange result was a net income of 
DKK 1,146 million compared with a net 
expense of DKK 1,529 million in 2012. 
This net income reflects gains on foreign 
exchange hedging involving especially the 
Japanese yen and the US dollar due to 
their depreciation versus the Danish krone 
compared with the prevailing exchange 
rates in 2012, which has been partly offset 
by losses on commercial balances, primarily 
related to non-hedged currencies.

The effective tax rate for 2013 was 22.6%.

CONTINUED
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Outlook 2014Capital expenditure 
and free cash flow
Net capital expenditure for property, 
plant and equipment was DKK 3.2 billion 
compared with DKK 3.3 billion in 2012. Net 
capital expenditure was primarily related 
to new offices in Denmark, filling capacity 
in Denmark and Russia, additional GLP-1 
manufacturing capacity, new diabetes 
research facilities in Denmark as well as 
device production facilities in the US and 
Denmark.

Free cash flow was DKK 22.4 billion 
compared with DKK 18.6 billion in 2012. 
The increase of 20% compared with 2012 
reflects the growth in net profit of 18% 
and a lower impact from tax payments 
in 2013 compared with 2012 related to 
ongoing transfer pricing disputes, which 
was partly offset by earlier payment of 
rebate liabilities in the US.

The current expectations for 2014 are summarised in the table below: 

Sales growth for 2014 is expected to be 8–11% measured in local currencies. This reflects 
expectations of continued robust performance for the portfolio of modern insulins and 
Victoza® as well as a modest sales contribution from Tresiba®. These sales drivers are 
expected to be partly countered by an impact from a more challenging contract 
environment in the US, generic competition for Prandin® in the US during the first half of 
2014, intensifying competition within both diabetes and biopharmaceuticals as well as the 
macroeconomic conditions in a number of markets in International Operations. Given the 
current level of exchange rates versus the Danish krone, the reported sales growth is now 
expected to be around 3.5 percentage points lower than growth measured in local 
currencies.

For 2014, operating profit growth is expected to be around 10% measured in local 
currencies. This reflects a significant increase in costs related to the continued progress of 
key development projects within diabetes and biopharmaceuticals. In addition, significant 
costs are expected in relation to sales force expansions and sales and marketing investments 
in the portfolio of modern insulins and Victoza® in the US, China and selected markets in 
International Operations as well as the launch of Tresiba® outside the US. Given the current 
level of exchange rates versus the Danish krone, the reported operating profit growth is 
now expected to be around 5.5 percentage points lower than growth measured in local 
currencies.

For 2014, Novo Nordisk expects a net financial income of around DKK 750 million. 
The current expectation primarily reflects gains associated with foreign exchange hedging 
contracts following the depreciation of the Japanese yen and the US dollar versus the 
Danish krone compared with the average prevailing exchange rates in 2013.

The effective tax rate for 2014 is expected to be around 22%.
Capital expenditure is expected to be around DKK 4.0 billion in 2014, primarily 

related to investments in additional GLP-1 manufacturing capacity, expansion of filling 
capacity, prefilled device production facilities, construction of new laboratory facilities 
as well as expansion of protein capacity within the CMC (Chemistry, Manufacturing and 
Control) organisation. Depreciation, amortisation and impairment losses are 
expected to be around DKK 2.9 billion. Free cash flow is expected to be around DKK 
26 billion.

All of the above expectations are based on the assumption that the global economic 
environment will not significantly change business conditions for Novo Nordisk during 2014, 
and that currency exchange rates, especially the US dollar, will remain at the current level 
versus the Danish krone.

Novo Nordisk has hedged expected net cash flows in a number of invoicing currencies 
and, all other things being equal, movements in key invoicing currencies will impact Novo 
Nordisk’s operating profit as outlined in the table below:

The financial impact from foreign exchange hedging is included in ‘Net financials’.

Expectations are as reported,  Expectations
if not otherwise stated 30 January 2014 

Sales growth 
• in local currencies 8–11% 
• as reported Around 3.5 percentage points lower

Operating profit growth 
• in local currencies Around 10% 
• as reported Around 5.5 percentage points lower

Net financials Income of around DKK 750 million

Effective tax rate Around 22%

Capital expenditure Around DKK 4.0 billion

Depreciation, amortisation and impairment losses Around DKK 2.9 billion

Free cash flow Around DKK 26 billion

Key invoicing Annual impact on Novo Nordisk’s operating Hedging period 
currencies profit of a 5% movement in currency (months)

USD DKK 1,300 million 12
CNY DKK 220 million 12
JPY DKK 145 million  14
GBP DKK 85 million 12
CAD DKK 60 million 10

* USD used as proxy when hedging Novo Nordisk’s CNY currency exposure.

*
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Long-term financial targets
Novo Nordisk introduced four long-term financial targets in 1996 to balance short- and long-
term considerations, thereby ensuring a focus on shareholder value creation. The targets have 
subsequently been revised and updated on several occasions, most recently in connection 
with the release of the financial statement for 2012. The targets have been selected to ensure 
focus on growth, profitability, efficient use of capital and cash flow generation.

The targets are based on an assumption of a continuation of the current business 
environment. Significant changes to the business environment, including the structure of 
the US healthcare system, regulatory requirements, pricing and contracting environment, 
competitive environment, healthcare reforms and exchange rates, may significantly impact 
the time horizon for achieving the long-term targets or require them to be revised.

Result 
2013

7%

38%

97%

89%

94%

Target

15%

40%

125%

90%

Long-term financial target

Operating profit growth

Operating margin

Operating profit after tax to net operating assets

Cash to earnings

Cash to earnings (three-year average) 

Forward-looking statements 
Novo Nordisk’s reports filed with or furnished to the US Securities and Exchange 
Commission (SEC), including this document as well as the company’s Form 20-F, both 
expected to be filed with the SEC in February 2014, and written information released, or 
oral statements made, to the public in the future by or on behalf of Novo Nordisk, may 
contain forward-looking statements. Words such as ‘believe’, ‘expect’, ‘may’, ‘will’, ‘plan’, 
‘strategy’, ‘prospect’, ‘foresee’, ‘estimate’, ‘project’, ‘anticipate’, ‘can’, ‘intend’, ‘target’ and 
other words and terms of similar meaning in connection with any discussion of future 
operating or financial performance identify forward-looking statements. Examples of such 
forward-looking statements include, but are not limited to:
•  statements of targets, plans, objectives or goals for future operations, including those 

related to Novo Nordisk’s products, product research, product development, product 
introductions and product approvals as well as cooperation in relation thereto

•  statements containing projections of or targets for revenues, costs, income (or loss), 
earnings per share, capital expenditures, dividends, capital structure, net financials and 
other financial measures

•  statements regarding future economic performance, future actions and outcome of 
contingencies such as legal proceedings

•  statements regarding the assumptions underlying or relating to such statements.

In this document, examples of forward-looking statements can be found under the heading 
‘2013 performance and 2014 outlook’ and elsewhere.

These statements are based on current plans, estimates and projections. By their very 
nature, forward-looking statements involve inherent risks and uncertainties, both general 
and specific. Novo Nordisk cautions that a number of important factors, including those 
described in this document, could cause actual results to differ materially from those 
contemplated in any forward-looking statements.

Factors that may affect future results include, but are not limited to, global as well as local 
political and economic conditions, including interest rate and currency exchange rate 
fluctuations, delay or failure of projects related to research and/or development, unplanned 
loss of patents, interruptions of supplies and production, product recall, unexpected 
contract breaches or terminations, governmentmandated or market-driven price decreases 
for Novo Nordisk’s products, introduction of competing products, reliance on information 
technology, Novo Nordisk’s ability to successfully market current and new products, 
exposure to product liability and legal proceedings and investigations, changes in 
governmental laws and related interpretation thereof, including on reimbursement, 
intellectual property protection and regulatory controls on testing, approval, manufacturing 
and marketing, perceived or actual failure to adhere to ethical marketing practices, 
investments in and divestitures of domestic and foreign companies, unexpected growth in 
costs and expenses, failure to recruit and retain the right employees, and failure to maintain 
a culture of compliance.

Please also refer to the overview of risk factors in ‘Risks to be aware of’ on pp 42–43.
Unless required by law, Novo Nordisk is under no duty and undertakes no obligation to 

update or revise any forward-looking statement after the distribution of this document, 
whether as a result of new information, future events or otherwise.
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Diabetes
In 2013, Novo Nordisk made important 
advances in the pipeline of diabetes care 
products.

Insulin
In response to the Complete Response Letter 
on Tresiba® from the US Food and Drug 
Administration (FDA), Novo Nordisk initiated 
a cardiovascular outcomes trial (DEVOTE) 
in October. It is double-blind, uses insulin 
glargine as comparator and will include 
7,500 type 2 diabetes patients who have 
existing or high risk of cardiovascular 
diseases. Novo Nordisk expects to have 
sufficient data to support an interim analysis 
within two to three years and to complete 
the study within four to six years from 
initiation. The data will also be used to 
support the resubmission of Ryzodeg®, the 
combination of Tresiba® and insulin aspart.

Mid-2013, Novo Nordisk filed IDegLira 
for regulatory review in the EU. IDegLira is 
a fixed combination of insulin degludec and 
liraglutide and Novo Nordisk is the first 
company to submit a product in this new 
class. The filing of IDegLira in the US is 
pending the outcome of the interim 
analysis planned for the DEVOTE trial. 

In the prandial insulin segment Novo 
Nordisk began the phase 3a programme 
named onset® for the faster-acting 
formulation of insulin aspart. The improved 
formulation is intended to enable a faster 
onset of appearance of insulin in the 
bloodstream, thereby mimicking the insulin 
secretion of a healthy individual more 
closely than NovoRapid®.

Devices
In the US, the FDA approved FlexTouch® 
for delivery of NovoLog® (NovoRapid®) 
and Levemir®. FlexTouch® is a prefilled pen 
featuring a spring-loaded dosing action 
that allows users to administer insulin at 
the touch of a button – regardless of 
dosage size. The pen has been launched 
in the EU and Japan.

Also for administering NovoLog®, the 
FDA approved NovoPen Echo®, a reusable 
pen, especially designed to meet the needs 
of children with diabetes. The pen has been 
launched in the EU.

GLP-1 (Glucagon-Like Peptide-1)
In the GLP-1 category, Novo Nordisk 
initiated phase 3a trials investigating the 
efficacy and safety of liraglutide as an 
adjunct therapy to insulin in people with 

type 1 diabetes. This programme, named 
ADJUNCT™, is expected to include 3,000 
people with type 1 diabetes.

Novo Nordisk’s once-weekly analogue 
semaglutide has now started three of six 
global phase 3a trials, one of which will 
collect cardiovascular outcomes and other 
long-term diabetes-related endpoints. In 
total, the SUSTAIN™ programme is expected 
to include more than 8,000 people with 
type 2 diabetes.

Novo Nordisk also brought a tablet 
formulation of semaglutide, OG217SC, into 
phase 2 development. Pioneering the effort 
within oral diabetes proteins, Novo Nordisk 
now has seven oral formulations of insulin 
and GLP-1 analogues in the early pipeline 
(phase 1 and 2).

Obesity
Novo Nordisk successfully completed the 
SCALE™ phase 3a programme, which 
confirmed the efficacy and safety of 
liraglutide 3 mg for the treatment of obesity. 
Liraglutide 3 mg was filed for regulatory 
review in the US and the EU in December.

Haemophilia
Novo Nordisk continued its strong progress 
in the development of treatments for 
people with haemophilia and other rare 
bleeding disorders. 

Turoctocog alfa, a recombinant coagulation 
factor VIII, was approved in the US, the EU 
and Japan. The product, which is now being 
marketed under the trade name NovoEight®, 
is indicated for use in adults and children with 
haemophilia A for control and prevention of 
bleeding, perioperative treatment as well as 
routine prevention of bleeding episodes. In 
January 2014, Germany was the first country 
to launch the product.

Also for people with haemophilia A, 
a long-acting coagulation factor, 
glycoPEGylated rFVIII, N8-GP, is being studied 
in phase 3a. In March a trial was started in 
children, which is a regulatory requirement.

Strong results were reported in phase 3a 
for N9-GP, a long-acting recombinant factor 
IX molecule for people with haemophilia B, 
with a safe and well-tolerated profile, no 
inhibitor development and improved quality 
of life. Also, during major surgical 
procedures a single preoperative dose of 
N9-GP prevented bleeding in all participants 
with a 100% success rate. The compound 
continues development in clinical trials in 

children and during surgical procedures. 
In December, the FDA approved 

recombinant coagulation factor XIII as 
Tretten® for use in routine prophylaxis of 
bleeding in patients with congenital FXIII 
A-subunit deficiency (approved as 
NovoThirteen® in the EU).

Inflammation
Novo Nordisk aspires to improve the lives 
of people with autoimmune and chronic 
inflammatory diseases by developing 
anti-inflammatory compounds with new 
modes of action for rheumatoid arthritis, 
systemic lupus erythematosus (SLE), 
inflammatory bowel disease and psoriatic 
arthritis. In March, Novo Nordisk initiated 
a phase 2a trial with anti-IL-21 for severely 
active Crohn’s disease.

Finally, anti-NKG2D was approved for 
further phase 2 development for Crohn’s 
disease.

Growth hormone
Novo Nordisk completed its phase 1 trials for 
the once-weekly growth hormone NN8640 
in healthy volunteers and adults with growth 
hormone deficiency. In the trial, NN8640 
appeared to have a safe and well-tolerated 
profile and no safety concerns were 
identified. The trial confirmed the data from a 
similar trial in healthy adults and supports the 
suitability of NN8640 for once-weekly dosing 
in adults with growth hormone deficiency.

Research and 
development
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Social 
performance
Social performance has three dimensions: 
improving access to medical treatment 
and quality of care for patients, offering a 
healthy and engaging working environment 
for employees, and providing assurance 
that responsible business practices are 
in place, with the aim of contributing to 
the communities in which the company 
operates.

Patients
Novo Nordisk estimates that the 
company provides medical treatments 
for approximately 24.3 million people 
with diabetes worldwide, showing a 
7% increase compared with 2012. The 
number is calculated based on the WHO’s 
recommended daily doses for diabetes 
medicines. This growth is driven by sales 
of insulin and Victoza®.

Of the 382 million people living with 
diabetes it is estimated that just over 
half of them are diagnosed and many of 
those diagnosed do not receive medical 
treatment. Novo Nordisk’s global access 
to diabetes care strategy aims to provide 
better care for those who need it and 
currently do not have access to proper 
diabetes care. The long-term goal is to 
reach 40 million people in 2020 with 
diabetes care products and thereby enable 
more people with diabetes to live better 
lives.

In 2013, Novo Nordisk sold human insulin 
according to the company’s differential 
pricing policy in 35 of the 49 Least 
Developed Countries (LDC), as defined by 
the UN. According to this policy, the price 
should not exceed 20% of the average 
prices in the western world. While the 
number of countries buying insulin in 
accordance with this policy has been stable 
for some years, the volume sold increased 
by 7%. In 2013 the LDC ceiling price for 
insulin treatment per patient per day was 
USD 0.22, while the average price of 
insulins that Novo Nordisk sold under this 
programme was USD 0.17. In other low- 
and middle-income countries, Novo Nordisk 
sells large volumes of insulin at equally 
low tender prices through government 
health programmes. In 2013, an estimated 
5.2 million patients worldwide have been 
treated with insulin 
at or for less than the LDC ceiling price.

Donations through the World Diabetes 
Foundation amounted to DKK 64 million 
in 2013. The World Diabetes Foundation  

is an independent non-profit organisation 
established in 2002 by Novo Nordisk to 
help expand access to diabetes care. The 
foundation invests in sustainable initiatives 
to build healthcare capacity with the aim 
of improving prevention and treatment 
of diabetes in developing countries. Read 
more on worlddiabetesfoundation.org.

Novo Nordisk also provides financial 
support to improve global access to 
haemophilia care. In 2013, the company 
donated DKK 19 million to the Novo 
Nordisk Haemophilia Foundation, 
established in 2005. The foundation 
supports projects and fellowships in 
developing and emerging economies. 
Initiatives focus on capacity-building, 
awareness, diagnosis and registries. Read 
more on nnhf.org.

Employees
At the end of 2013, the total number  
of employees was 38,436, corresponding  
to 37,978 full-time positions, which is 
an 11% increase compared with 2012. 
This growth is driven by expansion of the 
sales and marketing organisation in the 
regions North America and International 
Operations as well as significant 
expansion in Denmark in the research 
and development organisation and in 
production.

Employee turnover decreased from 9.1% 
in 2012 to 8.1%, reflecting a continued 
positive trend. The average number covers 
some geographical variation.

The consolidated score in the annual 
employee engagement survey, eVoice, 
was 4.4, measured on a scale of 1 to 
5, with 5 being the best score. The 
survey measures the extent to which the 
organisation is working in accordance with 
the Novo Nordisk Way. The 2013 result 
is an improvement on the score of 4.3 in 
2012, and indicates that despite continued 
growth, there is a strong culture and 
commitment to the company’s values. Read 
more about the long-term target on p 12.

In terms of diversity, by the end of 
2013 a total of 70% of the 33 senior 
management teams were composed of 
a diverse group, with members of both 
genders and different nationalities. This 
represents a continued and steady positive 
trend towards the ambition that by the end 
of 2014 all senior management teams must 
meet these diversity criteria or explain why 
this has not yet been achievable.

In 2013, the average frequency rate of 
occupational injuries was 3.5 per million 
working hours, compared with 3.6 in 2012. 
Uniform occupational health and safety 
management procedures are being rolled 
out in the global organisation.

Assurance
Mandatory training in business ethics is a 
high priority. In 2013, 97% of all relevant 
employees completed and documented 
their training and passed the related tests. 
This is a slight decrease from 99% in 2012, 
which can be explained by a higher number 
of employees in scope of training and 
the introduction of tests with an explicit 
requirement that documentation of training 
must be provided in addition to passing 
the tests. Annual business ethics training 
is required for all employees, including 
new hires. Business ethics training is a key 
element in all onboarding programmes. 

Adherence to the company’s global 
standards for ethical behaviour must 
be observed and is monitored. Internal 
business ethics audits are conducted 
by means of on-site interviews and 
documentation reviews to assess 
compliance with legal requirements and 
internal procedures. During 2013, 45 
business ethics reviews were conducted, 
compared with 48 in 2012.

During the year, the global facilitator 
team conducted 75 audits of units’ 
adherence to the Novo Nordisk Way, so-
called facilitations, covering approximately 
11,500 employees, ie around one-third 
of the entire workforce. A facilitation 
consists of document review and interviews 
with local management, employees 
and stakeholders to determine the level 
of adherence to corporate values and 
behaviours spelled out in the Novo Nordisk 
Way. A conclusive report, presented to the 
Board of Directors, identifies best practices 
that are shared internally, while findings 
of non-compliance are reported to local 
management, which must subsequently 
implement corrective actions. Timely 
closure, measured as an average over a 
three-year period during which the entire 
organisation is covered, is consistently high. 
By the end of 2013, 96% of actions were 
closed on time, and the conclusion is that 
there is a high level of compliance with the 
Novo Nordisk Way across the organisation.

CONTINUED
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Long-term social targets
2013 performance against  
long-term social targets
Novo Nordisk has chosen three long-term social targets to support 
long-term financial performance, balancing responsibility with 
profitability, with the aim of creating sustainable value for 
shareholders and other stakeholders. The social targets reflect 
aspirations expressed in the Novo Nordisk Way: helping people live 
better lives, working the Novo Nordisk Way and nurturing a diverse 
working environment. In 2013, progress was made against all three 
targets.

A total of 221 supplier audits were 
conducted to assess the level of compliance 
with Novo Nordisk’s standards for 
suppliers. These relate to quality as well 
as environment, labour, human rights and 
business ethics, in line with Novo Nordisk’s 
responsible sourcing standards.

These audits are undertaken by Novo 
Nordisk’s corporate quality organisation.  
The level of audit activity was on par with 
2012. Of these, 25 audits in 2013 were 
focused on responsible sourcing criteria, 
compared with 45 in 2012. Only high-risk 

suppliers, identified through a robust risk 
assessment, are selected for responsible 
sourcing audits. In 2013, one critical 
finding was identified regarding excessive 
overtime. This finding is being addressed.

Following the receipt in December 2012 
of a Warning Letter from the US Food and 
Drug Administration (FDA), a re-inspection 
was carried out in August 2013. In January 
2014 Novo Nordisk received confirmation 
from the agency that the violations had 
been addressed satisfactorily.

In 2013, Novo Nordisk had six instances 

of product recalls from the market, which is 
the same level as the previous year. Among 
one of these, an internal quality control 
found that a small percentage (0.14%) of 
certain batches of the company’s prefilled 
insulin product NovoMix® 30 did not meet 
the specifications for insulin strength. As a 
result 3 million products were recalled from 
wholesalers, pharmacies and patients in 
several European markets. The root cause 
was found to be a production error and has 
been resolved.
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Novo Nordisk’s environmental performance 
is measured on three strategic dimensions: 
consumption of water, consumption of energy 
and CO2 emissions from energy consumption.

Water and energy
In 2013, 2,572,000 GJ energy and 
2,685,000 m3 water were consumed at 
production sites around the world. This 
equals an increase of 6% and 8% 
respectively, which is linked to the 
increased production volume output and 
new production capacity. 

Around half of the water and 30% of the 
energy consumed at the company’s 13 
production sites is consumed at the 
production site in Kalundborg, Denmark. 
Optimisations achieved at this site therefore 
have a significant impact on the company’s 
total resource consumption.

CO2 emissions
In 2013, CO2 emissions from production 
amounted to a total of 125,000 tons. This 
equals a 2% increase compared with 2012, 
which is directly linked to the increased 
consumption of energy. The increase in CO2 
emissions is less than the increase in energy 
consumption, because part of the increase 
in energy consumption happened at sites 
where the energy consumed is less CO2-
intensive. At the same time, consumption 
decreased at sites with coal-based energy 
supply. 

The company’s target of a 10% absolute 
reduction in 10 years is expected to be met 
in 2014. Since 2005, 685 energy-saving 
projects have led to a total reduction in CO2 
emissions of 44,000 tons annually. 
Production sites that rely on coal-based 
energy supply will be in focus for further 
reductions. These sites are Kalundborg in 
Denmark and Tianjin in China.

Waste
In 2013, Novo Nordisk generated 91,712 
tons of waste, which is an increase of 11% 
compared with 2012. Of this, 81% is 
non-hazardous organic production waste 
in diabetes care.

The objective is to reduce environmental 
impact from waste. As a consequence, 
instead of setting traditional reduction 
targets measured by quantity, those areas 
where environmental impacts from waste 
can be reduced the most have been singled 
out for focused attention.

Since October 2011, the company’s 
organic production waste has been used for 
energy recovery in biogas plants, whereas 
previously it was used for animal feed. As a 
consequence, organic production waste is 
now reported as waste, included in the total 
waste volume. Organic waste production is 
the type of waste that increases the most in 
line with growing production. The total 
waste volume excluding organic production 
waste is stable. 

Environmental 
performance

Novo Nordisk has chosen three long-term environmental targets to 
support long-term financial performance, balancing responsibility 
with profitability, with the aim of creating sustainable value for 
shareholders and other stakeholders. The environmental targets for 
consumption of energy and water and CO2 emissions contribute to 
optimising production efficiency and reducing environmental impacts.

The consumption of energy and water for production is increasing 
due to continued growth in sales and, as a consequence, emissions of 
CO2 are increasing too. 

Performance against the targets is as projected and the targets are 
expected to be met.

The long-term environmental targets for consumption of energy and 
water were revised and updated in 2013 to ensure that they were 
aligned with new business priorities in response to the need for 
expansions of production capacity and an increased product portfolio.

The new targets remain ambitious and reflect the aspiration of 
continuous decoupling of environmental impacts from business growth, 
measured as increase in sales in local currencies. The targets have been 
set as a maximum 50% increase in energy and water consumption 
compared with business growth, measured as a three-year average. 
This will be particularly challenging in years of production expansion 
and running-in of new plants or production lines.
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Performance highlights
DKK million 2009 2010 2011 2012 2013 2012–2013

Financial performance      Change

Net sales 51,078 60,776 66,346 78,026 83,572 7%

Underlying sales growth in local currencies 11% 13% 11% 12% 12% 
Currency effect (local currency impact) 1% 6% (2%) 6% (5%) 

Net sales growth as reported 12% 19% 9% 18% 7% 

Depreciation, amortisation and impairment losses 2,551 2,467 2,737 2,693 2,799 4%
Operating profi t 14,933 18,891 22,374 29,474 31,493 7%
Net fi nancials (945) (605) (449) (1,663) 1,046 N/A
Profi t before income taxes 13,988 18,286 21,925 27,811 32,539 17%
Net profi t for the year 10,768 14,403 17,097 21,432 25,184 18%

Total assets 54,742 61,402 64,698 65,669 70,337 7%
Equity 35,734 36,965 37,448 40,632 42,569 5%

Capital expenditure, net 2,631 3,308 3,003 3,319 3,207 (3%)
Free cash fl ow1 12,332 17,013 18,112 18,645 22,358 20%

Financial ratios
Percentage of sales
  Sales outside Denmark  99.2% 99.4% 99.3% 99.4% 99.4% 
  Sales and distribution costs 30.2% 29.9% 28.6% 27.6% 28.0% 
  Research and development costs  15.4% 15.8% 14.5% 14.0% 14.0% 
  Administrative costs 5.4% 5.0% 4.9% 4.2% 4.2% 

Gross margin1 79.6% 80.8% 81.0% 82.7% 83.1% 
Net profi t margin1 21.1% 23.7% 25.8% 27.5% 30.1% 
Effective tax rate1 23.0% 21.2% 22.0% 22.9% 22.6% 
Equity ratio1 65.3% 60.2% 57.9% 61.9% 60.5% 
Return on equity (ROE)1 31.3% 39.6% 46.0% 54.9% 60.5% 
Cash to earnings1 114.5% 118.1% 105.9% 87.0% 88.8% 
Payout ratio1 40.9% 39.6% 45.3% 45.3% 47.1% 

Long-term fi nancial targets       Targets

Operating margin1 29.2% 31.1% 33.7% 37.8% 37.7% 40%
Operating profi t growth 20.7% 26.5% 18.4% 31.7% 6.9% 15%
Operating profi t after tax to net operating assets1 47.3% 63.6% 77.9% 99.0% 97.2% 125%
Cash to earnings, (three-year average) 111.5% 115.6% 112.8% 103.7% 93.9% 90%
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 2009 2010 2011 2012 2013 2012–2013

Social performance      Change

Least developed countries where Novo Nordisk sells 
insulin according to the differential pricing policy 36 33 36 35 35 –
Donations (DKK million)2 83 84 81 84 83 (1%)
New patent families (fi rst fi lings) 55 62 80 65 77 18%

Employees (total) 29,329  30,483  32,632 34,731 38,436 11%
Employee turnover 8.3% 9.1% 9.8% 9.1% 8.1% 

Relevant employees trained in business ethics N/A 98% 99% 99% 97% 
Product recalls 2 5 5 6 6 –
Warning Letters and re-inspections 0 0 0 1 1 –
Company reputation with external 
key stakeholders (scale 1–7) N/A N/A 5.6 5.7 5.8 

Long-term social targets      Targets

Patients reached with Novo Nordisk diabetes 
care products in millions (estimate) N/A N/A 20.9 22.8 24.3 40 by 2020
Working the Novo Nordisk Way (scale 1–5) N/A N/A 4.3 4.3 4.4 4.0
Diverse senior management teams 50%  54%  62%  66% 70% 100% by 20143

Environmental performance      Change

Energy consumption (1,000 GJ)  2,246 2,234 2,187 2,433 2,572 6%
Water consumption (1,000 m3) 2,149 2,047 2,136 2,475 2,685 8%

CO2 emissions from energy consumption (1,000 tons) 166 95 94 122 125 2%
Wastewater (1,000 m3) 2,062 1,935 2,036 2,272 2,457 8%
Waste (tons)  26,362  25,627 41,376  82,802 91,712 11%

Long-term environmental targets      Targets

Energy consumption (vs prior year) (11%)   (1%)  (2%) 11% 6% 6%4

Water consumption (vs prior year) (20%) (5%) 4% 16% 8% 6%4

CO2 emissions from energy consumption       10% reduction
(vs 2004 baseline) (24%) (56%) (57%) (44%) (42%)  by 2014 

Share performance      Change

Basic earnings per share/ADR in DKK1,5 3.59 4.96 6.05 7.82 9.40 20%
Diluted earnings per share/ADR in DKK1, 5 3.56  4.92 6.00 7.77 9.35 20%
Total number of shares (millions) 31 December5 3,100 3,000 2,900 2,800 2,750 (2%)
Net asset value per share, (Group) in DKK5 11.53 12.32 12.91 14.51 15.48 7%
Dividend per share in DKK5 1.50 2.00  2.80 3.60 4.50 25%
Total dividend (DKK million) 4,400 5,700 7,742 9,715 11,8666 22%

1. For defi nitions, please refer to p 93. 2. Donations to the World Diabetes Foundation and the Novo Nordisk Haemophilia Foundation, which are working to increase healthcare 
capacity in developing countries. 3. By the end of 2014 all senior management teams must comply with the target to be diverse in terms of both gender and nationality or explain 
why this has not yet been achievable. 4. The 6% equals 50% of the business growth measured as the increase in sales in local currencies. For detailed target defi nition, please 
refer to p 13. 5. As at 2 January 2014 a stock split of the company’s trading unit was conducted. Comparative fi gures have been restated to refl ect the change in trading unit from 
DKK 1 to DKK 0.20. 6. Proposed dividend for the year (not yet declared).
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Business strategy:
‘Our focus is our strength’

Each year, a team of people from different parts of 
Novo Nordisk’s global organisation is tasked by senior 
management to explore the business environment, analyse 

trends and come back and challenge Novo Nordisk’s strategy 
based on the findings.

 Novo Nordisk’s corporate strategy is the result of this process, 
which ends when the Board of Directors approves the updated 
strategy in June. In the following months, it is anchored in the 
annual business and organisation plans, balanced scorecards 
and performance targets.

The direction and the core elements of the strategy do not 
change fundamentally from year to year, but are adjusted 
whenever signals of change occur in Novo Nordisk’s business 
environment. The adjustments ensure that Novo Nordisk is 
capable of meeting current and emerging challenges and 
opportunities.

The current business environment has plenty of both. 
It is characterised by slow economic growth and austerity 
measures in some parts of the world, and rapid economic 
growth and urbanisation with alarming implications for 
public health in others. In high-income countries with ageing 
populations, governments and private payers are reluctant 
to pay a premium for new, innovative therapies. Low- and 
middle-income countries fight a double burden of poverty and 
poor health, and access to care is inadequate and unevenly 
distributed. Many countries with largely publicly funded 
healthcare systems are putting in place market restrictions for 
new medications and in the US, pharmaceutical companies, 
including Novo Nordisk, are facing increasingly tough pricing 
negotiations with managed care organisations and pharmacy 
benefit managers.

Many pharmaceutical companies are seeing major products 
going off patent and are unable to bring out innovative products 
that can make up for the lost revenue. Some have chosen to 
cut research and development budgets and lay off thousands 
of employees. Some have added generic and over-the-counter 
medicines to their offering, while others have created a broader 
service offering around their core products. And all have realised 
that new products will only have a chance in the market if 
they address unmet medical needs and are accompanied by 
convincing data about their health-economic benefits. 

Novo Nordisk has decided to continue making large 
investments in research and development, strategic products 
and growth markets. The decision is based on a firm belief that 
huge unmet medical needs remain to be addressed, not least 
within diabetes, a disease that is growing at an alarming rate all 
over the world. Read more on pp 22–23.

To meet the increasing demands for data about its products’ 
health-economic benefits, capabilities are being further 
strengthened within the company’s market access functions. 
Moreover, Novo Nordisk is expanding its field force in countries 
where there are significant opportunities for market expansion. 
It is also exploring new ways of reaching people with unmet 
health needs. For example, pilot programmes in low-income 
countries such as Kenya and Bangladesh have helped improve 
access to products in rural areas.

A focused strategy
The three core elements of Novo Nordisk’s strategy have 
remained unchanged for years:

First, Novo Nordisk has a sharp focus on a few diseases and 
conditions where it can make a significant difference. As a 
result of this focus, the company has built strong positions 
within diabetes care, haemophilia and growth disorders, while 
creating a platform for entering into treatments for obesity and 
autoimmune inflammatory diseases.

Second, activities are leveraging the company’s five core 
capabilities:
•  Engineering, formulating, developing and delivering 

protein-based treatments
•  Deep disease understanding
•  Efficient large-scale production of proteins
•  Planning and executing global launches of new products
•  Building and maintaining a leading position in emerging 

markets.

If Novo Nordisk’s business strategy were to be 
described in one word, it would have to be ‘focus’.



Third, Novo Nordisk has a values-based 
management system formalised in the 
Novo Nordisk Way. Read more on p 4. A 
key element of the Novo Nordisk Way is the 
Triple Bottom Line business principle, which 
was written into the company’s Articles of 
Association at the Annual General Meeting 
in 2004. It states that Novo Nordisk “strives 
to conduct its activities in a financially, 
environmentally and socially responsible 
way”.

This is the company that 24.3 million 
patients rely on for their daily medication, 
where more than 38,000 employees work 
and in which more than 130,000 investors 
have bought shares.

The five strategic 
focus areas

 1. Expand leadership 
in diabetes

382 million people worldwide are living 
with diabetes and it is predicted that 
by 2035 close to 600 million people 
worldwide will have diabetes. Read more 
about the diabetes pandemic on pp 22–23.

The global market for diabetes care 
products amounts to approximately 238 
billion Danish kroner, of which Novo 
Nordisk products account for about 27%. 
The market has been growing by around 
11% annually in the last decade and is 
expected to experience continued solid 
growth driven by an increased prevalence 
of diabetes and the need for better 
treatments. Of this global market, insulin 
accounts for 52%, oral diabetes products 
for 41% and GLP-1 products for 7%.

In 1923 the first patients were treated 
with insulin from the company that is now 
Novo Nordisk, and diabetes care remains its 
largest and fastest-growing business area. 

Diabetes care accounts for close to 78% 
of Novo Nordisk’s total sales, most of 
which comes from insulin and GLP-1 
products. In both areas Novo Nordisk is the 
global market leader in terms of volume. 

Novo Nordisk is well positioned to address 
the unmet medical needs in diabetes.

The insulin portfolio
The insulin portfolio includes:
•  Tresiba® (insulin degludec), a once-daily 

new-generation basal insulin analogue 
with an ultra-long duration of action 
and a flat and stable action profile that 
reduces the rate of low blood sugar 
(hypoglycaemia). Read more about 
Tresiba® on pp 24–25.

•  Ryzodeg® (insulin degludec/insulin 
aspart), a soluble insulin combination of 
Tresiba® and NovoRapid® (insulin aspart) 
providing both basal and mealtime 
glucose control.

•  NovoRapid® (marketed as NovoLog® in 
the US), the world’s most widely used 
rapid-acting insulin for use at mealtimes. 

•  NovoMix® 70/50/30 (NovoLog® Mix 
70/30 in the US), dual-release modern 
insulins that cover both mealtime and 
basal requirements. These insulins can 
be used either to initiate or intensify 
insulin therapy.

•  Levemir® (insulin detemir), a soluble, 
long-acting modern insulin for once-daily 
use. It provides glucose control with a 
favourable weight profile. 

The primary goal of Novo Nordisk’s diabetes 
research is to discover new therapies that 
lower blood glucose while reducing the risk 
of low blood sugar. A recent result of this 
research is IDegLira, a fixed combination of 
insulin degludec and liraglutide (the active 
ingredient in Victoza®). IDegLira is under 
regulatory review in the EU. Read more 
about IDegLira on pp 24–25.

Novo Nordisk is also developing a new 
faster-acting formulation of insulin aspart 
to be taken at mealtimes and recently 
initiated an extensive phase 3a programme.

In addition to new and improved 
injectable insulins, Novo Nordisk is also 
developing formulations of insulin that 
can be taken as tablets.

GLP-1 (Glucagon-Like Peptide-1) 
With the launch of Victoza® in 2009, 
Novo Nordisk entered the GLP-1 therapy 
segment. Victoza® is a human GLP-1 
analogue with 97% similarity to the natural 
gut hormone. Victoza® is taken once 
daily and, like natural GLP-1, works by 
stimulating the beta cells in the pancreas to 
release insulin only when blood sugar levels 
are high. 

GLP-1 therapy is a significant advance in 
the treatment of type 2 diabetes because 
it lowers glucose with only a very low risk 
of triggering low blood sugar. 

Victoza® is approved for adults with 
type 2 diabetes who are unable to achieve 
blood glucose goals with lifestyle changes 
and tablet-based treatment (metformin, 
the most widely used tablet for type 2 
diabetes). In less than two years, Victoza® 
became the leading GLP-1 treatment 
globally and has steadily expanded the 
market for GLP-1 treatment. The market 
is currently valued at around 16.4 billion 
kroner, of which Victoza® accounts for 
approximately 70%. Available in more 
than 80 markets, Victoza® is now used by 
approximately 800,000 people worldwide 
according to company estimates.

Based on the expertise Novo Nordisk 
has gained through the development of 
Victoza®, the company is now building 
a GLP-1 portfolio with the intention of 
providing an even broader range 

Novo Nordisk Way and the Triple Bottom Line business principle
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of treatment options. Key projects 
include a once-weekly GLP-1 analogue, 
semaglutide, which in 2013 entered phase 
3a development. Novo Nordisk is also 
developing formulations of GLP-1 that 
can be taken as tablets.

Injection devices
Novo Nordisk invented the market for 
insulin injection devices with the launch 
of the world’s first insulin pen in 1985. 
Today, Novo Nordisk offers the world’s 
most widely used durable and disposable 
devices for insulin and GLP-1, NovoPen® 4 
and FlexPen®, and is currently introducing 
its latest innovations, NovoPen® 5 
and FlexTouch®, in many markets. The 
development of injection devices is based 
on extensive studies of how patients 
experience their daily injections and what 
they want from their device. It is an area 
where Novo Nordisk can make a difference 
by developing devices that are simple, safe 
and user-friendly. Read more about devices 
on p 10.

2. Establish a 
presence in obesity

According to the World Health 
Organization (WHO), obesity has reached 
pandemic proportions, with up to 1.4 
billion adults (over 20 years old) being 
overweight. Of these, more than 200 
million men and nearly 300 million women 
are clinically obese (ie BMI ≥ 30). Obesity 
is known to be a major risk factor in 
developing serious diseases such as type 2 
diabetes and cardiovascular diseases. 

Despite the growing prevalence of 
obesity globally, there are only a few 
pharmaceutical treatment options currently 
available and reimbursement for these 
medications is limited. The market for 
obesity products currently amounts to 
2–3 billion kroner.

Novo Nordisk has been investigating the 
use of liraglutide in a 3 mg dose as a new 
once-daily treatment for some people with 
obesity, namely those with obesity-related 
medical conditions such as prediabetes, 
sleep apnoea, high blood pressure and 
lipid disorders. Liraglutide 3 mg is under 
regulatory review in the EU and the US. 
Read more about obesity on pp 28–29.

3. Pursue leadership 
in haemophilia

Haemophilia is an inherited or acquired 
bleeding disorder that prevents blood 
from clotting. An estimated 420,000 
people worldwide are living with severe 
or moderate haemophilia. The global 
haemophilia drug market is estimated 
at 53 billion kroner and has grown by 
more than 4% annually in recent years. 

Novo Nordisk entered the haemophilia 
market in 1996 when it introduced 
NovoSeven® for the treatment of 
haemophilia patients who form antibodies 
against traditional treatments. The 

company’s ambition is to move from 
this niche into the main segments of the 
haemophilia A and B market and achieve a 
leadership position by developing improved 
treatment options for all patients. Read 
more about haemophilia on p 30.

4. Expand leadership 
in growth disorders

Novo Nordisk has been active in the 
treatment of growth hormone deficiency 
for almost four decades. Growth 
hormone therapy is most frequently used 
in developed countries. Globally it is 
estimated that more than 2 million people 
are eligible for growth hormone therapy.

The market for growth disorder 
treatments is estimated at 16.4 billion 
kroner and has grown by more than 4% 
annually since 2009. Novo Nordisk is 
the leading provider of human growth 
hormone with a global market share of 
30% measured by value. 

Novo Nordisk’s strategy in growth 
hormone therapy is to expand leadership 
by providing innovative and convenient 
products and devices. Norditropin® 
(somatropin) is the only liquid growth 
hormone product with room temperature 
stability after first use that is available in a 
prefilled pen device. Novo Nordisk’s newest 
injection device for growth hormone is 
Norditropin® FlexPro®, which has an easy-
touch dosing mechanism.

Novo Nordisk is also developing a 
long-acting growth hormone formulation, 
currently in phase 1 trials.

5. Establish presence 
in inflammation

Autoimmune inflammatory diseases, such 
as rheumatoid arthritis and Crohn’s disease, 
result from the immune system attacking the 
body’s own tissues and creating a chronic 
state of inflammation. Many people with 
autoimmune inflammatory diseases do not 
respond adequately to current treatments. 

Novo Nordisk is using its expertise in 
designing therapeutic proteins and within 
chronic disease management care to 
develop new treatments, particularly for 
patients who are unresponsive to current 
treatments. Novo Nordisk has built a 
portfolio of first-in-class compounds with 
three projects being investigated in phase 2 
clinical studies.

The core 
capabilities
Engineering, formulating, developing 
and delivering protein-based treatments
Novo Nordisk has dedicated research 
and development facilities in Denmark, 
China, the US and India. More than 7,000 
employees are involved in research and 
development activities throughout the 
company, working in partnerships with 
external biotech and academic researchers. 

Novo Nordisk’s researchers have many 
years’ experience with formulation 
technology, protein engineering, expression 
and delivery, enabling the company to 
continuously improve the properties of 
therapeutic proteins such as insulin and 
GLP-1. Furthermore, since 1985, when 
Novo Nordisk launched the world’s first 
insulin injection device – NovoPen® – the 
company has developed world-class 
expertise in designing and producing 
simple and convenient devices for injecting 
protein therapeutics.

Deep disease understanding
Novo Nordisk has a deep understanding of 
the unmet medical needs associated with 
chronic conditions. This, together with strong 
relationships and numerous collaborations 
with external researchers and clinicians, 
provides a solid foundation for the company’s 
research, development and marketing 
activities. One example is DAWN2™ (Diabetes 
Attitudes, Wishes and Needs), a study 
conducted in 17 countries and including 
more than 15,000 people with diabetes, their 
family members and healthcare professionals. 
DAWN2™ highlights opportunities for 
improving diabetes care, education and 
community support.

Efficient large-scale 
production of proteins
A high-quality, cost-effective global 
manufacturing infrastructure is a 
prerequisite for competing successfully in 
an increasingly competitive pharmaceutical 
market. It also enables Novo Nordisk to 
make treatments available at very low 
prices in developing countries. Novo 
Nordisk has a global production set-up 
with facilities strategically located in five 
countries across four continents:
•  The production of active pharmaceutical 

ingredients is a highly specialised process 
and mainly takes place in Denmark, 
where Novo Nordisk has nine plants, 
including the largest insulin factory in 
the world.

•  The production of diabetes finished 
products takes place in five countries: 
Denmark, France, the US, Brazil and 
China, which all have the approval and 
ability to export to other markets.

•  In addition, Novo Nordisk has a number 
of smaller manufacturing plants that 
support local demand in selected 
countries.

•  All production facilities operate under 
one global quality management system 
with centrally deployed standard 
operating procedures (SOPs) for all 
involved employees. This ensures a 
uniform and high quality standard for 
all products.

All manufacturing sites are held 
accountable for meeting ambitious 
targets for minimising their impact on 
the environment. Performance measures 
include energy and water consumption, 
CO2 emissions and the amount of waste 



generated during production processes. 
Read more about production on pp 36–37.

Planning and executing global 
launches of new products
Due to the high and increasing costs 
associated with developing, obtaining 
approval for and marketing a new 
medicine, most pharmaceuticals must be 
launched globally to optimise the return 
on investment. And, importantly, such 
launches must happen over a relatively 
short time so there is a reasonable period 
left before the product’s patents expire. 
Through the launches of Victoza® in 
multiple markets over the past years, Novo 
Nordisk has refined this capability, which is 
now being utilised in connection with the 
launch of, for example, Tresiba®.

Building and maintaining a leading 
position in emerging markets
Many years of experience have helped 
Novo Nordisk understand the needs of 
new markets and forge partnerships with 
local stakeholders. The company’s strategy 
has always been to establish a local 
organisation early – as soon as there are 
signs of a market developing – and to grow 
organically as the market develops. This 
has enabled Novo Nordisk to build long-
term relations and a sustainable market 
presence, and is a key reason behind Novo 
Nordisk’s success in rapidly developing 
markets such as China. Read more about 
Novo Nordisk’s five regions on pp 31–35.

The Triple Bottom 
Line business 
principle
Novo Nordisk’s strategy is underpinned by 
the Triple Bottom Line business principle, 
which ensures that financial, social and 
environmental impacts are considered 
when decisions are made. This requires 
systematic and respectful engagements 
with key stakeholders to stay attuned to 
their interests and expectations. 

The aim is to ensure long-term 
profitability by mitigating risks and 
minimising negative impacts from 
business activities, and to enhance the 
positive contributions to society from the 
company’s global operations.

Financially responsible: 
profitable for the long term
Doing business in a profitable and 
responsible way is the basis for the long-
term viability of the company. Novo Nordisk 
uses four long-term financial targets to steer 
the business towards long-term sustainable 
growth. These targets help Executive 
Management balance growth in the short 
term with investments in longer-term 
growth such as new production facilities 
and research and development activities.

Socially responsible: promote 
healthy living – and a healthy 
and engaging workplace
It is Novo Nordisk’s mission to help people 
with diabetes, haemophilia and other 
chronic diseases live better lives. This is 
encapsulated in the company’s corporate 
commitments of Changing Diabetes® and 
Changing Possibilities in Haemophilia®. 
As a research-based healthcare company, 
Novo Nordisk’s main contribution is to 
discover and develop innovative biological 
medicines and make them accessible to 
patients throughout the world. 

With its deep disease understanding 
and patient focus, Novo Nordisk plays an 
active part in the fight against diabetes. 
The company is engaged in the prevention 
of diabetes through the promotion of 
healthy living, and is working to improve 
awareness, diagnosis and treatment of 
diabetes. Through these efforts, Novo 
Nordisk aims to reduce the human and 
financial burden of diabetes. Read more 
about Changing Diabetes® on pp 26–27.

Social responsibility is also about 
ensuring a healthy and engaging 
workplace for Novo Nordisk’s employees. 
A healthy, inclusive and engaging working 
environment helps attract, motivate and 
retain the right people, and this is critical 
to sustain global growth and make positive 
contributions to society. Diversity of 
backgrounds and experience enriches the 
working environment. A diversity aspiration 
has been set for senior management teams. 
It drives strategic efforts to encourage 
recruitment and promotion of women 
and people from different nationalities 

throughout the organisation. The people 
strategy offers global standards for equal 
opportunities, respect for the individual 
and a safe working environment. As a 
particular focus, the company promotes 
healthy lifestyles at work through its 
NovoHealth programme.

Environmentally responsible: 
preserve nature’s resources
Producing more with less is not just sound 
household management; it is a way to 
help preserve scarce natural resources and 
proactively address sustainability challenges 
throughout the value chain. As its business 
grows, Novo Nordisk seeks to reduce the 
consumption of natural resources and 
manufactured inputs across the value 
chain. In addition, there is also a focus on 
minimising outputs in the form of emissions 
such as CO2 and waste. Read more about 
production on pp 36–37.

Maximising the value 
of the Triple Bottom Line 
The Triple Bottom Line business principle 
creates value for Novo Nordisk in three 
ways as it: 
1.  makes the company more adaptive to 

changes in its business environment. 
This, in turn, mitigates risks and builds 
trust. Novo Nordisk proactively engages 
with stakeholders to address global and 
systemic challenges that could affect 
the company’s success in the long term. 
One example is an active engagement in 
the development of a new set of global 
sustainable development goals under the 
auspices of the United Nations.

2.  strengthens competitiveness. Changing 
Diabetes® is an example of how 
demonstrating social responsibility and 
systematic stakeholder engagements can 
effectively complement market strategies 
to drive revenue growth. Novo Nordisk 
has developed a method to demonstrate 
the business case, called the Blueprint for 
Change programme. Through a series of 
case studies, the programme documents 
how the company’s approach to doing 
business in ways that are responsible 
and profitable creates shared value, ie 
benefits for both stakeholders and the 
business. 

3.  is an engine for innovation in 
collaboration with partners. One 
example is from the recent Blueprint for 
Change case study in Indonesia, one of 
the company’s selected growth markets. 
The study showed how Novo Nordisk, by 
working with partners, can develop its 
business by reaching out more effectively 
to people with diabetes who currently 
do not have access to insulin treatment. 
The study has informed the strategy in 
Indonesia. Read more at novonordisk.
com/sustainability. 
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Pipeline overview
Diabetes care

Compound Indication Description  Phase 1  Phase 2  Phase 3
 Filed/ 

 regulatory 
 approval

Diabetes

Tresiba® 
(insulin 
degludec)
NN1250

Type 1 and 2 
diabetes

A new-generation basal insulin with an ultra-long duration 
of action of more than 42 hours. Approved to offer patients 
reduced risk of hypoglycaemia and the possibility of adjusting 
the time of injection, when needed. Approved and launched in 
the EU, Japan and other markets. Additional data required by 
the US FDA are being generated for the planned resubmission.

Ryzodeg® 
(insulin 
degludec and 
insulin aspart)
NN5401

Type 1 and 2 
diabetes

A soluble co-formulation of Tresiba®, the new-generation 
basal insulin analogue with an ultra-long duration of action, 
and NovoRapid® (insulin aspart, marketed as NovoLog® in 
the US), a rapid-acting mealtime insulin. Approved to offer 
patients reduced risk of hypoglycaemia. Approved in the EU, 
Japan and other markets. Additional data required by the US 
FDA are being generated for the planned resubmission.

IDegLira
(a fixed 
combination 
of insulin 
degludec and 
liraglutide)
NN9068

Type 2 
diabetes

A combination of insulin degludec and liraglutide intended 
to offer the benefits of the two components in a single 
preparation. Under regulatory review in the EU. Regulatory 
filing in the US is awaiting the additional data required by 
the FDA for Tresiba®.

Faster-acting 
insulin aspart 
NN1218

Type 1 and 
2 diabetes 
including 
pump users

A new formulation of insulin aspart to accelerate onset of 
action.

Semaglutide 
NN9535

Type 2 
diabetes

A once-weekly GLP-1 analogue intended to offer the clinical 
benefits of a GLP-1 analogue with less frequent injections.

LATIN T1D
NN9211

Type 1 
diabetes

Liraglutide, a once-daily human GLP-1 analogue, intended 
to offer clinical benefits as adjunct therapy to insulin.

OG217SC
NN9924

Type 2 
diabetes

A long-acting GLP-1 analogue intended to offer the clinical 
benefits of a GLP-1 analogue in a tablet.

OG987GT
NN9926

Type 2 
diabetes

A long-acting GLP-1 analogue intended to offer the clinical 
benefits of a GLP-1 analogue in a tablet.

OG987SC
NN9927

Type 2 
diabetes

A long-acting GLP-1 analogue intended to offer the clinical 
benefits of a GLP-1 analogue in a tablet.

OG217GT
NN9928

Type 2 
diabetes

A long-acting GLP-1 analogue intended to offer the clinical 
benefits of a GLP-1 analogue in a tablet.

LAI287
NN1436

Type 1 and 2 
diabetes

A long-acting basal insulin analogue with potential for 
once-weekly dosing.

OI338GT
NN1953

Type 1 and 2 
diabetes

A long-acting basal insulin analogue intended to offer 
the clinical benefits of a basal insulin analogue in a tablet.

OI362GT
NN1954

Type 1 and 2 
diabetes

A long-acting basal insulin analogue intended to offer 
the clinical benefits of a basal insulin analogue in a tablet.

OI287GT
NN1956

Type 1 and 2 
diabetes

A long-acting basal insulin analogue intended to offer 
the clinical benefits of a basal insulin analogue in a tablet.

Obesity

Liraglutide 
3 mg
NN8022

Obesity

A once-daily human GLP-1 analogue for use as adjuvant to 
lifestyle changes intended to offer weight loss for people with 
severe obesity, including those at particular risk of developing 
diabetes. Under regulatory review in the US and the EU.
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Studies in a small group (usually 10–100) of 
healthy volunteers, and sometimes patients, to 
investigate how the body handles, distributes 
and eliminates new medication and establish 
maximum tolerated dose.

Phase 1

Studies of various dose levels in a larger group of 
patients (usually 100–1,000) to learn about the 
new medication’s effect on the condition and its 
side effects. In phase 2, clinical trials are carried 
out to evaluate efficacy (and safety) in specified 
populations of patients. The outcome of phase 2 
trials is clinical proof of concept and the selection 
of dose for evaluation in phase 3 trials.

Phase 2

Studies in large groups of patients (more than 
8,000) comparing a new medication with a 
commonly used drug or placebo for both safety 
and efficacy. Phase 3a covers trials conducted 
after efficacy is demonstrated and prior to 
regulatory submission. Phase 3b covers clinical 
trials completed during and after regulatory 
submission. In small therapeutic areas such as 
haemophilia, regulatory guidelines may allow the 
design of single-arm therapeutic confirmatory 
trials or trials that compare against eg historical 
control instead of existing treatment or placebo.

Phase 3

Read more at novonordisk.com/investors and clinicaltrials.gov.

Biopharmaceuticals

Compound Indication Description  Phase 1  Phase 2  Phase 3
 Filed/ 

 regulatory 
 approval

Haemophilia

N8-GP
NN7088

Haemophilia A
A long-acting recombinant coagulation factor VIII derivative 
intended to offer prophylaxis and treatment of bleeds.

N9-GP
NN7999

Haemophilia B
A long-acting recombinant coagulation factor IX derivative 
intended to offer prophylaxis and treatment of bleeds.

Concizumab 
NN7415

Haemophilia 
A, B and with 
inhibitors

A monoclonal antibody against Tissue Factor Pathway Inhibitor 
(TFPI) intended for bleeding prevention after subcutaneous 
administration.

Growth disorders

NN8640
Growth 
disorders

A long-acting human growth hormone intended to offer 
less than once-daily injections.

Inflammation

Anti-IL-20
NN8226

Rheumatoid 
arthritis

A recombinant human monoclonal antibody with a novel 
mechanism of action. The drug is intended to improve 
treatment outcomes in patients who do not respond 
adequately to existing treatments.

Anti-IL-21
NN8828

Crohn’s 
disease

A recombinant human monoclonal antibody with a novel 
mechanism of action. The drug is intended to improve 
treatment outcomes in patients who do not respond 
adequately to existing treatments.

Anti-NKG2D
NN8555

Crohn’s 
disease

A recombinant human monoclonal antibody with a novel 
mechanism of action. The drug is intended to improve 
treatment outcomes in patients who do not respond 
adequately to existing treatments.

Anti-C5aR
NN8210

Rheumatoid 
arthritis

A recombinant human monoclonal antibody with a novel 
mechanism of action. The drug is intended to improve 
treatment outcomes in patients who do not respond 
adequately to existing treatments.

Anti-NKG2A
NN8765

Rheumatoid 
arthritis

A recombinant human monoclonal antibody with a novel 
mechanism of action. The drug is intended to improve 
treatment outcomes in patients who do not respond 
adequately to existing treatments.

Anti-IL-21
NN8828

Systemic lupus
erythematosus

A recombinant human monoclonal antibody with a novel 
mechanism of action. The drug is intended to improve 
treatment outcomes in patients who do not respond 
adequately to existing treatments.
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382 million people in the world have diabetes today.
Yet half of these people have not been diagnosed and, 
alarmingly, it’s assessed that only 6% of people with 
diabetes live a life free from diabetes-related complications.

The one rule
we have to break

Diabetes is an insidious disease of 
pandemic proportions. Ban Ki-moon, 
the Secretary-General of the United 

Nations, has described diabetes as a 
tsunami in slow motion. According to the 
latest figures from the International 
Diabetes Federation (IDF), 382 million 
people in the world have diabetes today 
– a number predicted to grow to close to 
600 million by 2035.1* 80% of the total 
number affected live in low- and middle-
income countries, where the pandemic is 
gathering pace at alarming rates due to the 
lifestyle changes associated with economic 
growth and urbanisation.

Just as worrying is the fact that only about 
half of these people have been appropriately 
diagnosed with diabetes. This is where the 
‘Rule of Halves’2 begins. Of those who are 
diagnosed, only half receive treatment from 
a qualified healthcare professional and again 
just half of these people achieve their 
treatment targets. Unfortunately the Rule of 
Halves does not end there: only half of this 
already relatively small group actually achieve 
the desired outcome and live a life free from 
diabetes-related complications. 

The Rule of Halves estimates a global 
average. For some countries, eg Vietnam, 
Kenya and China,1 diagnosis rates are even 
lower than 50%. For some, treatment may 

be almost non-existent, while in other 
countries a key issue is that even those 
people who are diagnosed and treated 
do not reach their treatment targets and 
therefore have a high risk of developing 
complications. 

Findings from a landmark study in the UK 
showed that reducing blood sugar levels by 
close to 1% may reduce diabetes-related 
deaths by more than 20% and reduce 
microvascular complications by nearly 40%.3 
Microvascular complications include diabetic 
retinopathy, which causes more than 12,000 
cases of blindness annually in the US alone.4

Cannot be ignored
In human as well as financial terms, the 
burden of diabetes is high, being a factor in 
5.1 million deaths and accounting for some 
548 billion US dollars in health spending 
(11% of the total spend worldwide) in 2013 
according to the IDF.1

What all countries have in common is that 
the diabetes pandemic cannot be ignored. 
And what’s important from both the human 
and economic perspective is that countries 
have a plan for how to address the Rule of 
Halves with a view to minimising both the 
personal strains and the financial burdens 
of diabetes. Novo Nordisk is working with 
governments and non-governmental 
organisations in many countries to help 
address these challenges. Read more about 
Changing Diabetes® on pp 26–27.* All footnotes can be found on p 112.
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The International Diabetes 
Federation (IDF) estimates that 

there are currently 35 million 
people with diabetes living in 

the Middle East and North 
Africa. With a population of 9 

million, Cairo is the largest city 
in this region and as in all other 
big cities, the number of people 

with diabetes is increasing.

Blindness
Diabetes is a 

leading cause  
of blindness

Heart attack
Heart attack is three 
times as likely and 
heart disease is up 
to four times as 
likely Total kidney 

failure
Total kidney failure is 

three times as likely

Stroke
Strokes are up to 
four times as likely

Amputation
Diabetes is a leading  
cause of non-traumatic  
lower-limb amputations.

Potential complications 
of uncontrolled diabetes

How is diabetes treated?
People with type 1 diabetes need to start 
taking insulin as soon as they are diagnosed 
and must continue to do so for the rest of 
their lives. 

People with type 2 diabetes need different 
treatments as the disease progresses. Initially, 
lifestyle changes, including diet and exercise, 
and an oral medicine such as metformin may 
be suffi cient. If treatment goals are not met, 
GLP-1 therapy or a basal insulin (long-acting 
insulin) may be added. If treatment targets 
are still not achieved, intensive insulin 
treatment may be necessary. This may 
include adding a rapid-acting insulin at 
mealtimes, in addition to a basal insulin. For 
insulin initiation, premixed insulin with dual 
release to cover both mealtime and basal 
requirements may be used. 

In total, approximately 45–50 million 
people worldwide are using insulin.

A significant challenge in managing 
diabetes with insulin is to maintain 
appro priate blood glucose levels, adjusting 
insulin dosing as necessary to balance the 
impact of food and exercise to avoid either 
high blood glucose levels (hyperglycaemia), 
which can lead to long-term complications 
such as blindness and amputations, or low 
blood glucose levels (hypoglycaemia), which 
can lead to seizures, unconsciousness or, 
in rare cases, death.

What is diabetes?
Diabetes affects the way the 
body uses food for growth and 
energy. There are two main forms 
of diabetes: type 1 and type 2. 
Type 1 diabetes is a lifelong 
autoimmune disease that 
develops when the body 
produces an immune response 
against its own cells, destroying 
beta cells in the pancreas. As a 
result, the pancreas stops 
producing insulin, often – but 
not always – at a young age.

At least 90% of people with 
diabetes have type 2, which is 
caused by a combination of 
lifestyle and genetic factors. 
People with type 2 diabetes may 
still produce their own insulin, but 
the amount is insufficient and the 
insulin is not used effectively by 
the body. 

Most of the long-term health 
complications associated with 
diabetes are due to persistently 
high blood glucose levels, which 
can cause damage to the kidneys, 
neurological system, cardiovascular 
system, retina or to the feet and 
legs through effects on both 
large and small blood vessels.

Diabetes

Of the 
estimated 
382 million 
people with 
diabetes

Diagnosed

About 
50% are 
diagnosed**

Receive care

Of whom 
about 50% 
receive 
care**

Achieve  
treatment 
targets

Of whom 
about 50% 
achieve 
treatment 
targets**

Achieve 
desired  
outcomes

Of whom 
about 50% 
achieve 
desired 
outcomes**

 *  Hart J.T., Rule of Halves: implications of increasing diagnosis and reducing dropout for future workload and prescribing costs in primary care,  
Br J Gen Pract 1992, March; 42(356):116–119, and W.C.S. Smith, A.J. Lee, I.K. Coombie, H. Tunstall-Pedoe, Control of blood pressure in 
Scotland: The rule of halves, BMJ, 300 (1990): 981–983.

** Actual rates of diagnosis, treatment, targets and outcomes vary in different countries.

The ‘Rule of Halves’
According to the Rule of Halves*, only around 6% of people with diabetes live  
a life free from diabetes-related complications.
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With the diabetes medications available today, one may 
think it’s easy for people with diabetes to be in optimal 
control of their blood sugar levels. Unfortunately it isn’t 
that straightforward. What works for one person may not 
work for another. And what works for one person today 
may not do the job some years from now. This is why it’s 
important to offer a wide variety of treatment options 
that can be tailored to each person’s current needs.

One size 
doesn’t fit all

Eladio Castro García has 
started a ‘peer-to-peer’ 
diabetes information centre 
in his local community 
in Mexico. Eladio has 
type 2 diabetes.



Image of the insulin degludec molecule 
based on X-ray crystallography data. Insulin 
degludec is the active compound in Tresiba®.

T he fear of low blood sugar 
(hypoglycaemia) means that many 
people with type 2 diabetes are 

not treating their condition intensively 
enough to reduce blood sugar to the 
recommended level. Adding to this 
problem is the inflexibility of when 
injections must be taken, which can 
lead many people to not take insulin as 
prescribed. These factors can result in people 
with diabetes being at risk of developing 
severe long-term complications.

When long is not long enough
A long-acting insulin is often the first step 
into insulin treatment for a person with type 
2 diabetes – the idea is that such a ‘basal 
insulin’ should only need to be taken once 
a day, so it’s a ‘manageable’ introduction to 
insulin injections. One challenge, however, 
is that the speed at which the insulin is 
absorbed in the body can vary significantly 
from day to day in the same person. This 
increases the risk of hypoglycaemia, 
particularly at night. Another challenge is 
that most basal insulins do not provide an 
adequate level of insulin in the blood for full 
24-hour coverage.1

“From speaking with many doctors and 
people with diabetes, we knew there was a 
need for a basal insulin with an ultra-long 
duration of action,” says Jakob Riis, 
executive vice president of Marketing & 
Medical Affairs. Tresiba® (insulin degludec) 

has been 
designed with 
this need in mind.

Establishing a routine for when to take 
insulin is important, but with a duration of 
action that lasts beyond 42 hours, once-daily 
Tresiba® provides flexibility when needed. 
“To be able to change the time you inject 
from day to day, if the situation requires, 
gives a remarkable sense of freedom for 
patients,” points out Dr Alan Moses, global 
chief medical officer. “And with the 
significantly lower risk of hypoglycaemia 
during the night, Tresiba® is a good example 
of how, even after 90 years, we can still 
engineer better insulin treatments.” 

Greater than the sum of its parts
Not all people can control their diabetes 
with a basal insulin alone. As type 2 
diabetes progresses, it may become 
necessary to add treatment(s) to tackle the 
spike in the blood sugar level that occurs 

after meals too. For these people, Novo 
Nordisk has developed IDegLira, a 
combination of Tresiba® and Victoza® 
(liraglutide), delivered in a single daily 
dose. Victoza®, a human GLP-1 analogue, 
stimulates insulin secretion and inhibits 
glucagon secretion in a blood glucose-
dependent manner and has also been 
shown to reduce body weight.

In clinical trials, when IDegLira was 
administered once daily independently of 
meals, it provided improved overall 
glycaemic control compared with Tresiba® 
or Victoza® alone, with no weight change 
and a low rate of hypoglycaemia compared 
with Tresiba®. “If people aren’t getting 
good control on a basal insulin, IDegLira 
may provide the opportunity of continuing 
on a single daily injection of a long-acting 
insulin, but with the addition of Victoza®. 
During clinical trials, this co-formulation has 
been shown to work better than Tresiba® or 
Victoza® separately,” says Alan Moses.

Jakob Riis agrees: “IDegLira may provide 
a new opportunity for people with type 2 
diabetes who are not adequately controlling 
their blood sugar levels. We believe this 
product will improve convenience for 
patients, but the development programme 
has also supported that the two active 
ingredients actually complement each 
other.”

In May 2013, Novo Nordisk submitted 
the regulatory filing for IDegLira in the EU.

Making Tresiba® available for patients
Tresiba® was approved in the EU in January 2013 and by the end of the year it had 
been launched in eight countries. In countries with broad market access, Tresiba® 
has quickly gained a significant share of the market for long-acting insulins. 

In February 2013, Novo Nordisk received a Complete Response Letter from the 
US Food and Drug Administration (FDA) in which the agency requested additional 
cardiovascular safety data from a dedicated cardiovascular outcomes trial before the 
review of the New Drug Application can be completed. While Novo Nordisk remains 
confident about the cardiovascular safety of Tresiba® based on both its own 
interpretation of the data derived from the clinical development programme and 
reviews by the European and Japanese regulatory authorities, the company also 
recognises the importance of reassuring the FDA about the cardiovascular safety. 
Hence, in October 2013, a dedicated clinical trial, named DEVOTE, was initiated to 
rule out any excess cardiovascular risk.

DEVOTE is a double-blind trial, using insulin glargine as comparator, and is 
expected to include around 7,500 type 2 diabetes patients who have existing or high 
risk of cardiovascular disease. Novo Nordisk expects to have sufficient data to support 
a prespecified interim analysis within two to three years and to complete the study 
within four to six years from initiation. Thereby Novo Nordisk passed a significant 
milestone in the process of making Tresiba® available for people with diabetes in the US.

Tresiba® study results
Translating the results from clinical trial 
programmes into real advances in 
clinical practice can be challenging, 
especially since new medicines are 
often utilised in patients who are not 
responding well to available therapies. 
However, recent findings from Marc 
Evans, a clinician investigator in the UK, 
provide some important insights into 
how much value Tresiba® can bring to 
patients who are experiencing 
challenges with other insulins. Dr Evans 
studied 25 consecutive patients who 
were experiencing poor glucose 
control and frequent low blood sugar 
with either insulin glargine or Levemir® 
(insulin detemir). He found that when 
switched to Tresiba®, these patients 
improved their glucose control (in both 
type 1 and type 2 diabetes) and 
substantially reduced the frequency 
of low blood sugar episodes.2

NOVO NORDISK ANNUAL REPORT 2013

25OUR BUSINESS



Novo Nordisk’s core responsibility to people with diabetes 
and to society is to deliver innovative, high-quality products. 
“We have a very diverse insulin portfolio, from human 

insulins to modern insulin analogues,” says Jakob Riis, executive 
vice president of Marketing & Medical Affairs. “Our core focus 
is to drive innovation and develop even better products to help 
people achieve the best possible outcome of their treatment.”

As a world leader in diabetes care, Novo Nordisk not only 
produces insulin, but also works to ensure that it reaches the hands 
of those who need treatment and care worldwide. “We strive to 
make insulin accessible for more people living at the base of the 
economic pyramid, and we’ll continue to offer human insulin at 
very low prices in developing countries,” explains Jakob Riis.

While delivering products will always remain Novo Nordisk’s 
number one priority, the efforts to change diabetes go beyond 
medicine. “Our goal is to make a difference to patients, and we 
know that we can only get part of the way with our products. 
This is why our Changing Diabetes® activities are important,” 
points out Jakob Riis.

“Access to health is a human right, and Changing Diabetes® is 
Novo Nordisk’s response to the global diabetes challenge. A key 
element is our strategy for global access to diabetes care, which 
we renewed in 2013. It is global in scope and part of our business 
model. Basically, we will stop diabetes ruining people’s lives,” 
explains Charlotte Ersbøll, corporate vice president of Corporate 
Stakeholder Engagement. “We would like to see a world where 
everyone with diabetes is diagnosed, everyone who is diagnosed gets 
treated and everyone treated can live their life to the full,” she adds.

That is why Novo Nordisk is working around the world together 
with its partners to break the diabetes ’Rule of Halves’. Read more 
on pp 22–23.

The challenge is global, the solutions local
“The challenges of living with diabetes are different from country 
to country and person to person, so we partner with governments 

and local stakeholders to identify the most pressing health needs 
and ways in which we can achieve the biggest impact,” explains 
Charlotte Ersbøll. 

For countries where improving understanding of diabetes and 
its prevention is of the utmost importance, Novo Nordisk works to 
raise awareness, for example through activities on World Diabetes 
Day and by organising high-level national and international diabetes 
leadership forums with policymakers. 

More urgent in some countries is the need to increase diagnosis 
of diabetes and improve access to healthcare. In these areas Novo 
Nordisk is working with local partners to develop screening 
programmes, build capacity by training healthcare professionals, 
and establish clinics and networks to strengthen the existing 
healthcare infrastructure. 

Ambitious long-term target
“Ten years ago diabetes was not recognised as having a direct 
impact on development,” says Charlotte Ersbøll. “The world knew 
diabetes was increasing in high-income countries such as the US, 
but didn’t understand the implications of the rising prevalence of 
diabetes in developing countries. Today non-communicable 
diseases, including diabetes, are recognised as the biggest killer 
globally and therefore increasingly important on the global health 
agenda.”

Novo Nordisk has set a long-term global target of providing 
quality diabetes care products to 40 million people by 2020. It 
builds on the belief that the way in which the company addresses 
a global health issue must be linked to its commercial offering; 
otherwise it is not sustainable in the long term. Today, Novo 
Nordisk provides diabetes care products to more than 24 million 
people.

“With our ‘40by20’ long-term target we hope to make a 
significant contribution to the World Health Organization’s target 
of decreasing mortality from non-communicable diseases such as 
diabetes by 25% by 2025,” adds Charlotte Ersbøll.

Changing

diabetes
where it matters most

It has been almost a decade since Novo Nordisk launched 
Changing Diabetes®, its promise to people with 

diabetes to help them live a better life. Much has been 
achieved in this time, but a lot still needs to be done.

NOVO NORDISK ANNUAL REPORT 2013

26 OUR BUSINESS



Patsy Left Hand 
Bull is a tribal 

elder of the 
Lakota Sioux 

tribe in the 
Rosebud 

Reservation. 

Team Novo Nordisk has raced more than 
9,500 km in 55 races since its launch 

in December 2012.

In most of Africa 
there is a lack 
of knowledge 
about diabetes.

Eliodoro Gonzales lives in Bolivia. 
He has type 1 diabetes and lost his 
legs due to diabetes complication.

Ranjith is enrolled in the 
Changing Diabetes® in 

Children programme 
in India.

Training 
apprentices 

in China.

Supporting vulnerable populations
People living in vulnerable communities are often overlooked 
if they live in high-income countries, but they experience 
disproportionately high levels of diabetes compared with 
the rest of the population. Novo Nordisk recently helped 
the Rosebud Sioux tribe of South Dakota in the US improve 
diabetes care. The project includes a mobile health unit for 
travelling to remote areas of the reservation, a wellness 
centre and a programme to certify diabetes educators.

Inspire people with diabetes  
through Team Novo Nordisk
“Ultimately, diabetes shouldn’t restrict the lives of children or 
adults no matter where they live,” says Jakob Riis. “This is why 
we support Team Novo Nordisk, the world’s first all-diabetes 
pro-cycling team. The team’s mission is to educate, empower 
and inspire those affected by diabetes. We want people to say ‘I 
manage my diabetes, it doesn’t manage me’.” In total, Team 
Novo Nordisk consists of more than 80 cyclists, triathletes and 
runners who all have diabetes.

Reaching the base of the pyramid 
People who earn 1,500–3,000 US dollars per year 
constitute more than 1 billion people. With some 
disposable income, but difficulties in accessing 
healthcare services, they belong to the base of the 
global economic pyramid. Novo Nordisk has launched 
projects in Kenya, India and Nigeria to bring diabetes 
care to these people. Through public–private partnerships, 
integrated solutions are pursued to supply insulin and 
diagnosis as well as quality treatment and care. One 
example is the establishment of ‘One-Stop-Shops’ 
in Nigeria, where people with diabetes are offered 
guidance on how to manage their diabetes, blood 
glucose testing and easy and fast access to insulin.

The World Diabetes 
Foundation
The World Diabetes 
Foundation was established by 
Novo Nordisk in 2002 as an 
independent trust with the 
vision of being a catalyst for 
change in developing 
countries. Since 2002, Novo 
Nordisk has donated around 
1.1 billion Danish kroner to the 
Foundation. The largest share 
(37%) is spent on 
strengthening healthcare 
systems and building 
healthcare capacity. As of 
October 2013, 7,138 clinics 
had been established or 
strengthened, 4.6 million 
patients had been treated and 
221,935 healthcare 
professionals trained.

Changing Diabetes® 
in Children
In some developing countries, the 
life expectancy for children with 
type 1 diabetes is less than one 
year. In 2010, Novo Nordisk 
committed 75 million Danish 
kroner over five years to provide 
free insulin and care to children as 
part of its Changing Diabetes® in 
Children programme. The 
programme is a collaboration with 
local partners including ministries 
of health and the World Diabetes 
Foundation. Since 2010, 93 clinics 
have been established and over 
4,150 local healthcare 
professionals have received the 
proper training and education to 
treat children. More than 11,700 
children in nine countries across 
Africa and Southeast Asia have 
been enrolled in the programme.

Building healthcare 
capacity
Healthcare professionals who are 
capable of detecting and treating 
diabetes are needed to catch up 
with the accelerating growth in the 
prevalence of diabetes. In China, 
Novo Nordisk, the government and 
local partners collaborate to increase 
quality diabetes care. As of October 
2013, 2,076 apprentices have been 
trained and people across 830 
counties have benefited from 
improved diagnosis and treatment. 
Another example is the new REACH 
programme in which Novo 
Nordisk-owned Steno Diabetes 
Center is scaling up its efforts by 
establishing an education centre in 
various countries in Asia. Once fully 
rolled out, the programme, which 
is funded by the Novo Nordisk 
Foundation, is expected to train 
more than 9,200 healthcare 
professionals globally each year.



The increasing prevalence of obesity is no longer just an issue for high-income countries; the 
number of people who are overweight or obese is rising to record-breaking levels in low- and 
middle-income countries too. Without doubt, obesity is a growing threat to global health as it has 
many potentially life-threatening complications, not least type 2 diabetes. With liraglutide 3 mg, 
Novo Nordisk hopes to be able to offer a new treatment option for some people with obesity.

obesity
a disease?

Is

According to the World Health 
Organization, being overweight or 
obese is the fifth leading risk for 

deaths worldwide, and is linked to more 
deaths globally than being underweight. 
In the US, where more than 35% of adults, 
or some 100 million people, are obese,1 
the American Medical Association recently 
recognised obesity as a disease. In 2011, a 
US congress committee urged the US Food 
and Drug Administration (FDA) to take 
steps to support the development of new 
treatments for obesity. The US isn’t the 
only country sounding the alarm over the 
obesity epidemic. Worldwide there appears 
to be a new willingness to address obesity.

The problem isn’t necessarily obesity 
itself, it’s that obesity can have many 
serious – even life-threatening – health 
consequences. Known co-morbidities 
including heart disease, hypertension, type 
2 diabetes, sleep apnoea and some types 
of cancer2–5 reduce life expectancy for 
people with obesity by 5–10 years. With 
increased BMI6,7 (see box on p 29) the risk 
of these complications increases and, as a 
consequence, obesity has a huge cost 
implication for healthcare systems.8

Yet, many people with obesity are unaware 
how it might affect their health. “Some 
people who are overweight or obese may 
never experience any health issues,” explains 
Mads Krogsgaard Thomsen, executive vice 
president and chief science officer. “For these 
people, obesity may be less of a health 
concern. What we’re concerned about are 
the people who have a BMI of 35 or more 
and a significantly elevated risk of compli-
cations such as diabetes, prediabetes or sleep 
apnoea, or indeed may already have these 
co-morbidities. It’s our vision to offer a medical 
treatment to help these people specifically.”

Moderate weight loss has 
significant health benefits
Lifestyle interventions, including a healthy 
diet and increased physical activity, should 
always be part of the treatment for people 
with obesity. It’s recognised that a 
moderate weight loss of 5–10% has 

significant health benefits.9–15 However, 
with most people not managing to achieve 
and maintain this level of weight loss with 
diet and exercise alone, other treatment 
options are necessary. “In the past, when 
medicines with an acceptable efficacy and 
safety profile were lacking and after diet 
and exercise had failed, doctors may have 
been reluctant to engage in dialogue with 
patients about obesity,” says Heather 
Millage, corporate vice president and 
responsible for bringing liraglutide 3 mg 
to the market. “We hope obesity care will 
improve when more tools – in particular 
liraglutide 3 mg – are available for the 
treatment of this disease.” 

Liraglutide 3 mg, Novo Nordisk’s 
once-daily GLP-1 therapy, has recently 
completed the fourth phase 3a trial as 
part of SCALE™, the clinical development 
programme for obesity treatment. 
“Liraglutide is a fascinating molecule,” 
points out Mads Krogsgaard Thomsen. 
“Back in 1997, our research scientists 
suggested it could be efficacious for the 
treatment of type 2 diabetes, as well as 
obesity. We’ve therefore been investigating 
this molecule for the last 15 years. If 
approved, it’ll be the first and only product 
to treat obesity based on physiological 
regulation of appetite.”

A natural hormone
Liraglutide 3 mg is 97% similar to human 
GLP-1, a gut hormone that produces the 
sensation of fullness and decreases hunger 
signals when eating. Thereby it reduces 
appetite and food intake. In addition, 
liraglutide 3 mg stimulates the release of 
insulin in response to glucose to maintain 
the right levels of glucose in the blood. 

“GLP-1 is a natural hormone in the body, 
so with liraglutide 3 mg we’re using one of 
the body’s own mechanisms to tackle 
obesity,” says Mads Krogsgaard Thomsen. 
“In clinical trials, four out of 10 patients 
who took liraglutide 3 mg during one year 
lost 10% of their body weight. And the 
majority of patients who had prediabetes 
at the beginning of the trial and who took 

liraglutide 3 mg reverted to a normal 
glucose level.” In fact, the majority of 
people with obesity treated with liraglutide 
3 mg in the largest trial in the development 
programme achieved a clinically relevant 
weight loss of 5%. In one of the trials that 
extended for 104 weeks, weight loss 
achieved after one year was maintained 
for two years.

Safety has been a key issue for obesity 
treatments, with several drugs being 
withdrawn due to safety concerns. However, 
a lot is already known about the safety 
profile of liraglutide. Under the brand name 
Victoza®, liraglutide has been on the market 
since 2009 in 1.2 mg and 1.8 mg doses for 
the treatment of type 2 diabetes.

Stigmatisation of people with obesity
While liraglutide 3 mg looks promising for 
the treatment of obesity, and with early 
research ongoing into other approaches to 
treating obesity, there are still challenges 
ahead. One is that many doctors, based on 
past experience, are reluctant to prescribe 
antiobesity medications due to concerns 
that the benefits don’t outweigh the risks 
of treatment. Another is that obesity 
medications aren’t widely reimbursed. 
The latter is to a large extent the result 
of a false assumption that all people with 
obesity can effectively lose weight just by 
changing their lifestyle – exercise more 
and eat less. For most this has proven 
exceedingly difficult, if not impossible, 
despite many attempts. It is this group – 
often stigmatised due to their weight and 
suffering from the complications of obesity 
– that may benefit from treatment with 
an obesity medication in combination 
with lifestyle changes and diet. 

“There are many myths and a lot of 
stigmas when it comes to the science of 
obesity and its treatment. We need to 
remove the stigma and raise awareness 
that safe and effective treatment options 
can improve lives. This is what Novo 
Nordisk has been doing successfully with 
type 2 diabetes and we think we can do 
it with obesity too,” says Heather Millage.
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Maria Lopez is one of the 
100 million obese people 
in the US. Her BMI is 33.

Definition of obesity
Obesity is defined as abnormal or 
excessive fat accumulation that may 
impair health for people with a BMI 
over 30. BMI provides the most 
convenient population-level measure 
of overweight and obesity currently 
available.16 BMI itself, however, does 
not define health risk.

The role of hormones  
in obesity
The understanding of the biological 
factors contributing to weight gain 
and obesity is rapidly evolving. There 
is increased focus on the role of 
hormones and new research clearly 
indicates that much more is involved 
in the progression from normal body 
weight to obesity than just a person’s 
lifestyle and eating habits.17

The regulation of appetite and food 
intake is a complex process involving 
multiple hormones that transmit 
signals between the organs that 
receive the food (the intestines or gut) 
and the brain. After a meal, the gut 
responds to food by producing several 
hormones that tell the brain to increase 
the feeling of fullness while reducing 
feelings of hunger. One of these 
hormones is GLP-1, which has been 
found to play an important role in 
regulating appetite.18

As a GLP-1 analogue, liraglutide 
directly addresses some of the 
underlying biological mechanisms of 
obesity. Novo Nordisk is committed to 
research into and further exploration 
of the role of hormones in obesity 
and weight management, and the 
development of liraglutide is a first 
step in this process.

The number of adults 
with obesity has 
doubled since 1980

Worldwide rates of obesity have doubled since 1980, 
with more than 500 million adults classified as obese 
in 2008 – more than 10% of the world’s adult population 
(World Health Organization’s global estimates from 2008).

1980 2008

500 million
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For people living with haemophilia A 
or B, there hasn’t always been a great 
deal of choice when it comes to 
treatment. With NovoSeven®, Novo 
Nordisk helps about 5% of these 
people – but with the launch of 
NovoEight®, the company will be able 
to help many more.

Novo Nordisk addressed a huge unmet 
medical need in 1996 when it launched the 
first ever recombinant treatment for people 
with haemophilia with inhibitors. Today 
NovoSeven® is still an important treatment 
option for the small part of the haemophilia 
community who have inhibitors. 

Now, Novo Nordisk is offering another 
product for people in the haemophilia 
community by launching a recombinant 
factor VIII product (turoctocog alfa) for 
people with haemophilia A. “While there 
are already similar products available for this 
group of people, NovoEight® should not be 
underestimated,” says Stephanie Seremetis, 
chief medical officer, Haemophilia.

“We’ve tried to improve on what is 
available and I think we’ve achieved this. 
NovoEight® is technically a different 
product from our competitors’. We’ve 
established a production process focusing 
on providing a new, highly purified and 
well-defined molecule and I believe this is 
important for both safety and efficacy. Of 
all licensed factor VIII products, NovoEight® 
has undergone the largest pre-approval 
programme ever carried out, which also 
includes a paediatric study. We therefore 
have a lot of data to document the safety 
and efficacy of our product.”

Building on confidence
In the phase 3 trial, 
NovoEight® demonstrated 
good efficacy in preventing 
and treating bleeds and had no 
confirmed inhibitor 
development. NovoEight® has 
now been approved in the US, 
the EU and Japan for the 
treatment and prophylaxis of 
bleeding in patients with 
haemophilia A. In January 2014 
Germany was the first country to 
launch NovoEight®, and Novo 
Nordisk expects to launch the 
product in more European 
countries and in Japan during the 
year. Launch in the US is expected after April 
2015, awaiting the expiration of existing 
patents.

“NovoEight® is very important for us as a 
company as we want to be a true partner for 
people with haemophilia and take a 
leadership role in this market – and we can’t 
do that without a treatment option for 
people with haemophilia A,” explains Paul 
Huggins, corporate vice president and 
responsible for bringing NovoEight® to the 
market. “Patients and doctors have grown 
to know and have confidence in NovoSeven®. 
We want to build on that confidence by 
providing another option for physicians that’s 
based on advanced purification technology.”

A paradigm shift in treatment
Novo Nordisk is also developing a 
long-acting recombinant factor VIII 
(N8-GP) and factor IX (N9-GP). The latter 
holds the promise of changing treatment 

options for people with haemophilia B. 
“Our strong clinical trial results have 
shown that prophylactic treatment with 
N9-GP reduces the number of bleeding 
episodes per year to a very large extent,” 
says Stephanie Seremetis. 

Unfortunately, the expansion of 
manufacturing capacity for N9-GP didn’t 
progress as fast as planned, and Novo 
Nordisk therefore had to shorten the 
duration of one of the clinical trials. This, 
understandably, caused much frustration 
among both patients in the trial and their 
doctors. 

In addition to developing products for 
the wider haemophilia community, Novo 
Nordisk remains committed to smaller 
patient groups – as illustrated by the 
development and approval in major markets 
of NovoThirteen® for the treatment of a rare 
bleeding disorder caused by congenital 
factor XIII deficiency, which around 1,000 
people suffer from worldwide.

Image of the turoctocog 
alfa molecule based on 

X-ray crystallography 
data. Turoctocog alfa 

is the active compound 
in NovoEight®.

An important 
factor of life

Haemophilia is an inherited or acquired bleeding disorder that prevents blood 
from clotting. People with haemophilia lack, either partially or completely, an 
essential clotting factor needed to form stable blood clots. Internal bleeding into  
the joints, muscles and other tissues can cause severe pain, joint damage and 
disability. The treatment for haemophilia involves intravenous administration of 
replacement clotting factors. Treatment may be administered when bleeding 
occurs or, increasingly, on a preventive basis (prophylactic treatment). 

People with haemophilia A may have either a decreased ability or total inability  
to produce clotting factor VIII. Approximately 350,000 people have haemophilia A 
globally. However, the disease is severely under-diagnosed in developing countries. 

People with haemophilia B have deficiencies in producing clotting factor IX. 
Haemophilia B is inherited in the same way as haemophilia A, but is five times less 
common (70,000 people worldwide).

Around 3,500–4,500 people with haemophilia worldwide have high-titre inhibitors.

Haemophilia
HERO (Haemophilia Experiences, 
Results and Opportunities) is an 
international study that aims to 
build an understanding of life 
with haemophilia, seen from the 
perspective of people with haemophilia, 
their families and their healthcare 
providers. Read more about the study, 
which is supported by Novo Nordisk’s 
programme Changing Possibilities 
in Haemophilia®, at novonordisk.com/
hero.

Living with haemophilia
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Novo Nordisk has employees in 75 countries. They share the 
common ambition to be the country’s leading pharmaceutical 
company within the selected disease areas, both in commercial 

terms and when it comes to making a positive change for patients. 
Key to achieving this ambition are biological pharmaceuticals with 
new, distinct properties that Novo Nordisk’s researchers have 
invented and developed. These products, for example NovoRapid®/
NovoLog®, Levemir® and Victoza®, are what make up the bulk of 
Novo Nordisk’s revenues in all of its five business regions. 

In addition, Novo Nordisk offers – and is committed to continue 
offering – lower-priced products in the form of traditional human 
insulin in countries where there’s still a significant demand for such 
products.

Creating value for customers
Novo Nordisk markets its products the same way globally by sharing 
clinical knowledge about the products with doctors, so that they can 
make an informed choice about whether these products are right for 
their patients. At the same time, payers and administrators – typically 
public health systems and private health plans – are presented with 
evidence about the cost efficiency of the products, in order to make 
informed decisions about pricing and reimbursement. 

Moreover, Novo Nordisk organises and supports education of 
healthcare professionals in managing diabetes, and engages in 
activities aimed at improving awareness, prevention and diagnosis 
of the disease.

Organisation
Novo Nordisk is a firm believer in having wholly owned affiliates 
and expanding them organically as the market develops. While 

other pharmaceutical companies may build a presence through the 
acquisition of local companies, joint ventures or rented sales forces, 
Novo Nordisk prefers to hire its own people and train them to 
become the best. This is also seen as the best way to convey and 
preserve a strong company culture.

Competitors
In its all-important insulin market, Novo Nordisk’s main competitors 
are the same all over the world: Eli Lilly and Sanofi. In addition, 
there are local competitors in some countries such as China and 
India. However, they are not innovation-based and primarily offer 
human insulin. So far, these companies haven’t been able to gain 
significant market shares. In the biopharmaceuticals business, 
Novo Nordisk faces competition from a broader number of 
pharmaceutical companies, in some markets including producers of 
biosimilar medicines (products that are similar but not identical to 
an original medicine). So far, biosimilar competition hasn’t had a 
dramatic impact on the business, which has continued to grow at 
a global level. 

Regional differences
What almost all countries have in common is that the incidence of 
diabetes is increasing and that they’re battling with how to tackle the 
situation most effectively. The countries differ, however, when it comes 
to the level of spending on diabetes care and in their ability and 
willingness to fund further investments in improving care, including the 
use of the latest advances in medical treatment. The following pages 
provide a review of Novo Nordisk’s business in the five regions.

Novo Nordisk markets its products in more than 180 countries. Despite the differences in 
terms of economic development, political systems and healthcare infrastructure between 
these countries, Novo Nordisk’s business model is fundamentally the same all over the world.

CONTINUED

Novo Nordisk’s 

FIVE REGIONS
 North America     Europe     International Operations     Region China     Japan & Korea

NOVO NORDISK ANNUAL REPORT 2013



The North American region consists 
of the US and Canada and is Novo 
Nordisk’s largest in terms of sales, which 
isn’t surprising given that the US is the 
world’s largest pharmaceutical market. 
In 2012, total pharmaceutical sales in the 
US amounted to 327 billion US dollars, 
of which 6% was spent on products for 
treating diabetes.

Novo Nordisk has experienced 
tremendous growth in the US in recent 
years. Since 2008, sales have more than 
doubled from 14 billion Danish kroner (3 
billion dollars) to 37 billion kroner (7 billion 
dollars) in 2013. In the same period Novo 
Nordisk’s organisation in the US, including 
research and development and production, 
has grown from around 3,700 employees 
to more than 6,100. The main drivers of 
sales have been – and continue to be – the 
portfolio of modern insulins and Victoza®.

In 2013, sales of diabetes care products 
increased by 18% in local 

currencies in North 
America. This reflects 
continued market 

penetration by the 
modern insulins, 

especially 

Levemir®, modest growth of human insulin 
and a 31% growth in sales of Victoza®, 
measured in local currencies.

Sales of biopharmaceuticals – 
NovoSeven® and Norditropin® being the 
main products – grew by 16% in 2013, 
measured in local currencies. Norditropin® 
in particular did very well in 2013, which 
is due to both the very positive reception 
of the FlexPro® injection device and the 
very comprehensive support programmes 
that Novo Nordisk offers both healthcare 
professionals and patients.

A complex healthcare system
The US healthcare system is complex as it 
involves multiple payers and intermediaries 
with complex interactions. Roughly half 
of all Americans are insured by their 
employers and one-third by the 
government through programmes 
such as Medicare and Medicaid, 
while around 15% are uninsured. 
The government figure is expected 
to increase significantly while the 
number of uninsured is expected 
to drop significantly in the coming 
years as a result of the Affordable 
Care Act, which is currently being 
implemented.

To manage the purchase and 
delivery of healthcare, employers 
and the government contract 
with intermediaries such as 
health plans and pharmacy 
benefit managers (PBMs). 
These are often referred 
to as ‘payers’, but are in 
most cases managers 
of healthcare costs on 
behalf of payers. 

Health plans 
contract with 

providers such as physician, hospital 
and pharmacy networks to provide the 
required service. They provide different 
levels of coverage based on the payers’ 
willingness to pay for selected services for 
their employees. A PBM is an intermediary 
that contracts with payers and health plans 
to manage the pharmacy benefit for a 
specific population. Typical services include 
claims processing, managing enrolee 
eligibility, contracting pharmacy networks 
and managing rebate contracts with 
pharmaceutical companies.

The health plans use various methods 
for managing the use and cost of 
pharmaceuticals. Among the most widely 
used interventions are generic substitution, 
quantity limits, prior authorisation (which 
means that a medication will only be 
covered under certain conditions and 

subject to individual approval by the 
health plan) and tightly controlled 
Preferred Drug Lists.

Growing pressures
Competitive pressures are growing 
in the managed healthcare industry, 
driving both consolidation through 
mergers and acquisitions and 
increasingly tough rebate negotiations 
with pharmaceutical companies. 

Novo Nordisk experienced the 
effects of the latter in the second 

half of 2013 when it lost coverage 
for NovoLog® and Victoza® 

for 2014 with Express Scripts 
National Preferred Formulary 

covering 45 million people 
in the US. Despite such 

pressures and increasing 
competition from 

other pharmaceutical 
companies, Novo 

North America
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Nordisk maintains a competitive presence 
on the US market. The company’s key 
diabetes care products have broad market 
access and are capturing market shares. In 
fact, in 2013 Novo Nordisk’s three modern 
insulins were the only products with a 
growing volume market share in the US 
in the modern insulin category.

Growing market for diabetes products
Novo Nordisk holds around 29% of 
the total US market for diabetes care 
medications and 37% of the insulin market, 
measured in value. The insulin market is 
expected to continue growing in volume 
in the coming years due to the increasing 
number of people with diabetes, many 
of whom will require insulin treatment. 
Moreover, in the US, only around 41% of 
insulin volume is delivered in a pen system 
such as Novo Nordisk’s FlexPen®, while it 
is more than 95% in Europe. This means 
there is still significant potential to upgrade 
treatment in the US. In 2014, Novo Nordisk 
expects to introduce its newest pen system, 
FlexTouch®, with certain insulin products. 

Novo Nordisk is the market leader 
within GLP-1-based therapies in the US, 
where Victoza® has a value market share of 
around 67%. The market itself experienced 
decelerating growth in 2013 due to questions 
being raised about potential pancreatic side 
effects. Read more on pp 38–41. Victoza®, 
however, continues to expand its share of the 
GLP-1 market and has further consolidated 
this position with the support of a new 
nationwide TV campaign. 

It’s Novo Nordisk’s ambition to 
sustain the strong performance, despite 
the dynamic business environment, 
by consolidating the diabetes market 
leadership position through the modern 
insulins and Victoza®. 

To further strengthen the presence in 
the US, Novo Nordisk’s US affiliate has 
expanded its field force several times in 
recent years. The latest expansion was 
announced in 2013 with the addition of 
more than 350 new representatives, who 
after an intensive period of training will be 
in the field by April 2014.

Preparing for a new market
The US affiliate is preparing to enter a new 
market for the medical treatment of obesity 
with liraglutide 3 mg, which was filed for 
regulatory review with the US Food and 
Drug Administration (FDA) in December 
2013. Read more about obesity on pp 
28–29.

Developments to look out for
In February 2013, the FDA requested more 
data on the cardiovascular safety profile of 
Tresiba® (insulin degludec) before it could 
complete its review of Novo Nordisk’s 
application. In response, Novo Nordisk 

initiated a cardiovascular outcomes trial 
involving 7,500 patients. Read more on pp 
24–25.

Another event that may have an impact 
on the insulin market is Sanofi’s basal 
insulin product, insulin glargine, which will 
lose US patent protection in 2015. Eli Lilly 
has submitted a biosimilar version of insulin 
glargine for regulatory approval, and Sanofi 
itself is developing a stronger formulation 
of insulin glargine. How, and to what 
extent, such events will change the market 
dynamics is not possible to predict at this 
point in time.

In the GLP-1 area, several new products 
are likely to enter the market in the coming 
years.

In Philadelphia, 65% of the adult inhabitants 
are estimated to be overweight, making it 

one of the most obese cities in the US. More 
than 10% of the inhabitants have diabetes.

CONTINUED
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Europe is Novo Nordisk’s second largest 
region in terms of sales. Sales growth has 
been modest in recent years – in the low 
single-digit range. To a large extent, this is 
a result of the depressed economy in many 
European countries in the wake of the 
financial crisis. This has led governments 
to implement cost-cutting measures, both 
through price cuts on medicines and by 
limiting access to new medicines. Tresiba® 
has been affected by such measures in 
countries such as the UK and Denmark.

In 2013, Novo Nordisk’s sales of diabetes 
care products in Europe increased by 3% in 
local currencies. Sales of insulin and protein-
related products were unchanged, reflecting 
the fact that declining human insulin sales 
were offset by the continued progress of 
Levemir® and NovoRapid®. Furthermore, 
sales were impacted by low volume growth 
of the insulin market, around 3%. However, 
the use of devices for insulin injections is 
very high, with 96% of Novo Nordisk’s 
insulin volume being used in devices, 
primarily NovoPen® and FlexPen®.

Sales of Victoza® increased by 20% in 
local currencies. Sales growth was primarily 
driven by France, the UK, Spain and Italy. In 
Europe, the GLP-1 class’s share of the total 
diabetes care market in value increased to 
8% compared with 7% in 2012. Victoza® 
is the GLP-1 market leader with a value 
market share of 78%.

Tresiba® is important for future growth
There are no signs of a return to significantly 
higher sales rates in the coming years, with 
government cost-cutting measures expected 
to continue. Moreover, the diabetes market 
is well developed, diagnosis rates are high, 
birth rates low and Novo Nordisk already has 
an insulin market share of 49% measured 
by volume. This means there are limits as 
to how much Novo Nordisk can grow in 
Europe.

The key growth driver in the coming years is 
expected to be Tresiba® as it becomes available 
to patients in more European countries. 
Moreover, Novo Nordisk will be launching 
NovoEight® for treating haemophilia A in 
the first European countries in 2014.

With sales of 12 billion Danish kroner in 
2013 and average annual sales growth 
of around 15% since 2009, International 
Operations is Novo Nordisk’s main 
contributor to growth after North America. 
Thinking of International Operations as one 
business region requires a stretch of the 
imagination, though. It encompasses 149 
countries all over the world with more than 
4.4 billion people – Latin America, Africa, 
the Middle East, the Gulf, most of Asia, 
and Australia. A region of extraordinary 
diversity, it covers some of the world’s 
poorest countries and some of the richest.

This means that Novo Nordisk must be 
able to meet demand for both standard 
therapy in the form of human insulin in 
vials at very low prices and advanced 
modern insulin products in sophisticated 
pen systems, which are sold at prices 
similar to those seen in Europe and the 
US. Within many of the countries in 
International Operations, there is both a 
public and a private market. In most cases 
the public market only reimburses use 
of human insulin vials, while the private 
market is primarily modern insulin paid 
for by people who either have private 
insurance or can pay out of their own 
pockets.

What these countries have in common is 
that the incidence of diabetes is increasing, 
and many of them are enjoying economic 
growth above what is being seen in the 
Western world. This means they can afford 
to extend the reach and quality of their 
healthcare systems.

In 2013, Novo Nordisk’s sales of diabetes 
care products in International Operations 
increased by 16% in local currencies, driven 
by all three modern insulins. Currently, 59% 
of Novo Nordisk’s insulin volume in the 
major private markets is used in devices. 
Novo Nordisk’s insulin volume market share 
is around 56%. 

Victoza® is becoming an increasingly 
important product in International 
Operations. Sales grew by 31% measured 
in local currencies in 2013 and the product 
was marketed in 43 countries by the end 
of 2013.

Future growth
Growth in International Operations will 
continue to be driven by the increasing 
number of people with diabetes in the region 
and the fact that more of them will have 
access to medical treatment as economies 
develop. Novo Nordisk’s key priorities are 
to increase the modern insulin penetration, 
launch Tresiba® in more countries (Mexico 
and India already launched this product in 
2013), continue the roll-out of Victoza® and 
ensure that more people are treated with 
insulin sooner than is the case today.

To support growth, Novo Nordisk is 
expanding its organisation in many of the 
key growth markets and making significant 
investments in building healthcare capacity 
within diabetes.

With sales of 7.2 billion Danish kroner in 
2013 and average annual sales growth of 
around 19% since 2009, China has been a 
major contributor to Novo Nordisk’s growth 
in recent years. This is predicted to be the 
case in the coming years too, partly due 
to the rapidly increasing number of people 
with diabetes in China. According to the 
latest estimates from the International 
Diabetes Federation, more than 99 million 
people in China have diabetes today. 

With China’s economic growth comes 
urbanisation, with urbanisation come 
sedentary lifestyles – and diabetes follows. 
This is the same pattern seen in other rapidly 
developing countries, but on a much larger 
scale in a country with an ageing population 
of 1.35 billion. On top of this, there is 
another challenge. Twenty years ago, very 
few doctors in China knew how to treat 
diabetes, and outside the bigger cities this is 
often still the case. Novo Nordisk established 
its own affiliate in China in 1994 and, to this 
day, the company’s main focus has therefore 
been to educate doctors and patients in 
proper diabetes care, including how to use 
insulin effectively and safely. While these 
initiatives primarily took place in the biggest 
cities at first, today they’re being rolled out 
to smaller cities and rural areas.

In 2013, Novo Nordisk’s sales of diabetes 
care products in Region China increased by 

Europe International Operations

Region China

Sales in Europe
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Global value market share by brand in its 
respective insulin segment*

 • NovoMix®

 • NovoRapid®

 • Levemir®

%

*  Levemir® in the long-acting segment, NovoRapid® in the 
rapid-acting segment and NovoMix® in the dual-release segment.

1. The World Bank. 2. The 2013 data are based on the IDF Diabetes Atlas, 6th edition, 2013. Prevalence rates have been estimated lower in a number of countries compared with the 5th edition used in the Novo Nordisk Annual Report 2012. 
This reduction is due to changes in methodology and sources used by IDF for a given country and not to an improvement in diabetes prevalence. All studies from the same country show an increase in diabetes prevalence over a longer time 
period. 3. IMS Health, IMS MIDAS Customized Insights, November 2013. 4. Data from IMS Health, IDF and The World Bank include China only.

Key regional facts North 
America Europe

International 
Operations Region China4

Japan & 
Korea

Population (million)1 349 538 4.408 1.351 178

GDP per capita (USD)1 51,796 33,242 4,499 6,091 39,925

Healthcare spend per capita (USD)1 8,310 3,575 292 278 3,566

Physicians per 1,000 people1 2.4 3.3 1.1 1.8 2.1

Number of people with diabetes (million)2 27 34 203 99 11

Diagnosis rate2 78% 64% 55% 46% 51%

Diabetes national prevalence2 11% 9% 8% 10% 8%

Novo Nordisk total sales (DKK billion) 39.0 20.1 12.0 7.2 5.3

Insulin value market share3 38% 47% 49% 57% 52%

Insulin volume market share3 41% 49% 56% 59% 49%
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13% in local currencies. The sales growth 
was driven by all three modern insulins, while 
sales of human insulins only grew modestly. 
Currently, 97% of Novo Nordisk’s insulin 
volume in China is used in devices, primarily 
the durable device NovoPen®. GLP-1 products 
are currently not reimbursed in China and this 
class of products is therefore relatively small. 
However, its share of the total diabetes care 
market in value expanded to 0.6% compared 
with 0.5% in 2012. Victoza® holds a GLP-1 
value market share of 74%.

Reforms to widen healthcare coverage
The Chinese government is implementing 
widespread reforms of the healthcare 
system with a view to extending both its 
reach and quality and, as in many other 
countries, several measures are being taken 
to limit spending on pharmaceuticals. One 
way to do this is by creating lists of essential 
pharmaceuticals that are purchased from 
potential companies in large quantities at 
low prices. Pharmaceuticals on this list are 
primarily older products that have gone off 
patent, such as human insulin. 

However, there’s also a growing market 
for newer and higher priced pharmaceuticals 
in China as both the health awareness and 
the purchasing power of many Chinese 
families are growing. They’re willing to 
pay for – or have private health insurance 
that covers – newer and more innovative 
treatments. 

Novo Nordisk’s growth in the coming 
years is expected to primarily come from the 
portfolio of modern insulins, in part driven by 
the continuing expansion of the company’s 
reach into an increasing number of county 
hospitals, and from Victoza®.

With a 52% market share measured in volume, 
Novo Nordisk is the clear insulin market leader 
in Japan. The use of devices remains high in 
Japan, with 98% of Novo Nordisk’s insulin 
volume being used in devices, primarily FlexPen®.

In 2013, Novo Nordisk’s sales of diabetes 
care products in Japan & Korea decreased 
by 4% in local currencies. This sales 
development reflects a stagnant Japanese 
insulin volume market and the negative 
impact from a challenging competitive 
environment. A shift in recent years from 
the use of premixed insulin products, 
where Novo Nordisk is the clear leader with 
NovoMix®, to basal insulin products, where 
Novo Nordisk is in fierce competition with 
Sanofi, has led to a loss of market share.

In 2013, there have been signs that this 
development is changing with the launch of 
Tresiba®. Japan was the first country to launch 
Tresiba® in 2013 with broad market access. 
Since its launch in March, Tresiba® has steadily 
expanded its share of the basal insulin market 
and now represents 8.6% of this market 
measured in monthly value market share.

In 2014, the focus in Japan & Korea 
will be on the further penetration of 
Tresiba®, the launch of Ryzodeg® (insulin 
degludec/insulin aspart) and the launch of 
NovoEight® (turoctocog alfa) for treating 
haemophilia A. However, growth rates are 
expected to remain modest due to price 
reductions and the overall low growth of 
the total insulin market.



Insulin production at Novo Nordisk 
starts in Kalundborg, a town of about 
16,000 inhabitants 100 kilometres west 

of Copenhagen, Denmark. It is here that 
the company makes insulin crystals, the 
active ingredient in its insulin products, 
through the processes of fermentation, 
recovery and purification. Site Kalundborg 
is Novo Nordisk’s largest production site at 
1,350,000 m2 – equivalent to 270 football 
pitches. In fact, it’s the largest production 
site for insulin in the world, making around 
half of the world’s insulin crystals.

A complex production process
Insulin is a protein and thus a large and 
complex molecule. Manufacturing insulin is 
very different from manufacturing most other 
pharmaceuticals, which are based on small 
molecules. It requires large investments in 
biotechnology, sterile production facilities and 
an understanding of working with living cells 
– in this case yeast – to produce a uniform 
and pure product. 

“In Kalundborg we’ve developed large-
scale production expertise over many years,” 
says Henrik Wulff, senior vice president and 
head of Product Supply. “Centralised insulin 
crystal production is an important part of 

our manufacturing strategy, and our unique 
capabilities enable us to produce large 
volumes of insulin at a competitive cost.” 

While most other large-molecule 
pharmaceuticals are produced in relatively 
small quantities, production of insulin is a 
high-volume undertaking. It is estimated 
that an entire Olympic-sized swimming 
pool could be filled with Novo Nordisk’s 
insulin every year. Every second, every 
day, 21 Penfill® insulin cartridges are filled. 
And enough FlexPen® injection devices are 
produced each year to stretch more than 
once around the globe.

Final production close to patients
While the production of insulin crystals is 
centralised in Denmark, the next steps in 
the manufacturing process are closer to the 
patients and major markets that need the 
company’s products. 

The largest production sites outside 
Denmark are in the US, Brazil, France, 
China and Japan. Working according to 
the same, global quality management 
system, these plants turn the insulin crystals 
into finished products. In the formulation 
process, freeze-dried insulin crystals are 
blended with other ingredients and water 

to create the different types of Novo 
Nordisk insulin, for example Levemir® 
(insulin detemir) or Tresiba® (insulin 
degludec). In the filling process, glass 
Penfill® cartridges and vials are filled on 
high-speed lines. Once filled and inspected, 
some cartridges are mounted into injection 
devices, such as FlexPen® and FlexTouch®. 
Finally, the products are packed to fulfil 
customer orders and shipped to their 
destination after final quality control. 

“We place the production of finished 
products close to where the patients are,” 
explains Henrik Wulff. “This allows us to 
react fast to local changes and lowers any 
supply risk; our obligation to patients is 
to supply safe, high-quality products in 
compliance with regulatory requirements, 
in volumes that meet demand. To live up 
to this obligation, we have one quality 
management system that defines the 
global standards for compliance and 
product quality.” 

Continuous improvement
Novo Nordisk’s highly efficient production 
system is based on years of experience 
and learning from better practices. The 
company has continuously developed its 

The complexity 
of insulin
production
More than 24 million people globally rely on Novo Nordisk’s products to treat their diabetes. 
Around 10,000 employees are responsible for manufacturing high-quality products – with 
low environmental impact.
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production through technology upgrades, 
skill-building and process optimisation. 
“The introduction and in-house 
development of cLEAN®, our version of 
the lean manufacturing principles, has had 
a very positive impact on the quality and 
performance of our processes and hence 
the production cost,” Henrik Wulff says. 
In fact, the company’s ambition to improve 
production performance has produced 
remarkable results, with cost of goods sold 
as a percentage of sales falling from 28% 
to 17% from 2003 to 2013. 

Energy savings
Optimising process performance has 
also helped reduce Novo Nordisk’s 
environmental impact significantly. The 

long-term aspiration is to continuously 
decouple environmental impacts from 
business growth. Since 2004, Novo 
Nordisk has reduced the emissions of 
CO2 by 42%. In response to the need for 
expansions of production capacity and an 
increased product portfolio, the long-term 
environmental targets for consumption 
of energy and water were revised and 
updated in 2013.

Energy-saving projects have resulted 
in savings of up to 144 million kWh, 
equivalent to the annual energy usage of 
more than 7,000 Danish households, and 
reductions in CO2 emissions of 44,000 
tons annually. “In the beginning, we 
could realise large improvements in our 
environmental impact, but now it has 

become more difficult to optimise our 
absolute footprint as we’ve become so 
efficient. However, we remain committed 
to ensuring that our environmental impact 
grows more slowly than the company 
grows its sales,” explains Henrik Wulff. 

“Looking ahead, I’m confident that 
we’re well prepared to continue our strong 
performance within production. We’ll 
expand our production facilities to increase 
output in line with market demands and 
continue supplying high-quality products 
that meet regulatory requirements. At 
the same time, we’ll keep our focus on 
improving our existing processes so that 
we continue to live up to our financial, 
environmental and social commitments,” 
he concludes.

Ephrem Rudahunga works 
at site Kalundborg, the 

largest insulin production 
site in the world.

An error that shouldn’t have happened
In October 2013, Novo Nordisk recalled certain batches of its 
prefilled insulin product NovoMix® 30 in several European 
countries. A quality control conducted by Novo Nordisk had 
shown that a small percentage (0.14%) of the 3 million 
products in these batches did not meet the specifications for 
insulin strength. This could lead to the patient’s blood sugar 
level becoming higher or lower than expected. To protect 
patient safety Novo Nordisk recalled all products in the 
affected batches from wholesalers, pharmacies and patients. 
The root cause, a production error at one of Novo Nordisk’s 
production facilities, has been identified and resolved.

A Warning Letter with important learnings
In December 2012, Novo Nordisk received a Warning Letter 
from the US Food and Drug Administration (FDA) following 
an inspection of a production plant in Denmark. In the 
Warning Letter, the FDA cited two specific violations of its 
compliance standards. Novo Nordisk immediately took action 
to address the issues. A re-inspection was carried out in 
August 2013 and in January 2014, Novo Nordisk received 
confirmation from the agency that the violations had been 
addressed satisfactorily. The learnings from this case are 
being applied throughout the global Product Supply 
organisation and serve as a reminder of the importance of 
keeping up with ever-evolving compliance standards.

One global quality system
Novo Nordisk uses one global 
approach to ensure the quality of its 
products no matter where in the world 
they are produced. The company’s 
quality management system has been 
designed to ensure that all 
manufacturing processes follow its 
standard operating procedures (SOPs) 
and are in compliance with 
international standards such as Good 
Manufacturing Practice and ISO 9001. 
In total, Product Supply, the company’s 
production division, has more than 
15,000 SOPs. 

All employees working in Product 
Supply receive training to ensure 
compliance with the quality 
management system, including how 
to document that all production lines 
consistently meet the predetermined 
criteria, how to identify and address 
systemic quality problems, and how to 
handle deviations from the standards.

Furthermore, Novo Nordisk has two 
functions charged with ensuring 
manufacturing quality. Quality Control 
independently validates that products 
are manufactured in compliance with 
all procedures, while Quality Assurance 
monitors that processes are conducted 
in accordance with the company’s 
SOPs. This is the final control before 
batches of medicine are released to 
the markets.
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The pharmaceutical industry is no 
stranger to critical media attention. 
Headlines often call into question 

the ethics and transparency of business 
practices that must balance financial and 
social responsibilities. It is easy to find 
people who don’t trust pharmaceutical 
companies to put the interests of patients 
above profits. 

Calling into question the transparency 
of clinical trial results, some critics are 
suggesting that negative data, or data 
that don’t support the hypothesis being 
tested, have been buried. They have 
called for the disclosure of further data. 
Authorities have also recently reviewed 
guidelines on the interaction between the 
pharmaceutical industry and healthcare 
professionals in order to address concerns 
about this relationship. The dilemma is 
obvious: On the one hand, doctors have 
expert knowledge based on their clinical 
experience, without which pharmaceutical 
companies can’t develop new medical 
treatments. On the other hand, some 
may see payments made to healthcare 
professionals for this knowledge as an 
illegitimate means of encouraging them to 
prescribe certain medicines. So can patients 
be sure that doctors are making treatment 
decisions in the patients’ best interests? 

Data transparency
Novo Nordisk has a strong track record on 
clinical trial data transparency. For almost 
a decade, the company has systematically 
shared and published results and related 
data – irrespective of trial outcome. “For 
the success of future clinical trials, and for 
our long-term business, it is imperative that 
we build good and trustful relationships 
with doctors and patients. We rely on our 
collaboration with them, and take the 
concerns they may have very seriously. 
This is why today, we already go beyond 
regulatory requirements by making our 

clinical trial results of approved products 
public,” explains Peter Kristensen, senior 
vice president of Global Development. 

It is Novo Nordisk’s policy that the 
results of all clinical studies are published, 
preferably in scientific journals and at 
scientific meetings. Tabulated data from 
Novo Nordisk’s clinical trials 
of products approved in the 
US are available today on 
the website clinicaltrials.gov. 
This is a registry and 
results database of 
publicly and privately 
supported clinical 
trials conducted 
around the world 
and is run by 
the U.S. National 
Institutes of Health. 
Since 2005, Novo Nordisk 
has published a synopsis 
of results from the 
company’s clinical trials 
of approved marketed 
products, whether 
positive or negative. 
Today this information 
is publicly available at 
novonordisk-trials.com 
including information 
from discontinued trial 
programmes.

From 1 March 2014, 
novonordisk-trials.com will also 
provide access to Clinical Study 
Reports (CSRs) for all Novo 
Nordisk trials after 2006 
– regardless of study 
outcome – involving 
product indications 
that are approved in 
the EU and the US. 
The company has 
chosen to publish CSRs 
– without appendices 

and redacted to protect patient and site 
confidentiality – as they are the complete 
descriptions of the trials presented in 
a standardised format and the actual 
material used for submission to regulatory 
authorities. “In this way, we hope to 
further reassure healthcare professionals 
and patients that what we communicate 
is an accurate reflection of what we have 
observed and thereby strengthen public 
confidence in the approved medical 
treatments,” adds Peter Kristensen. 

He stresses that Novo Nordisk will 
publish the CSRs after regulatory approval 
in the EU and in the US, so that the 

A question of trust
As a business with shareholders to satisfy, the pharmaceutical 
industry must have a strong focus on financial performance. 
But the industry’s greater purpose is to improve human health. 
At first glance these ambitions may appear conflicting – is it 
therefore any wonder that the issue of trust is so often raised?

NOVO NORDISK ANNUAL REPORT 2013

38 OUR BUSINESS

http://www.clinicaltrials.gov
http://www.novonordisk-trials.com
http://www.novonordisk-trials.com


decision-making process of the regulatory 
authorities is not made even more complex 
by a parallel public debate. In addition, 
prior to approval, Novo Nordisk regards 
the design of its trials, as well as the results 
obtained, as confidential information. “We 
have to protect competitive information. 
Otherwise investments in future treatments 
will be lost, which would be bad for 
patients and the industry alike,” points out 
Peter Kristensen.

Access to patient-level data 
Taking transparency to a new level, 
public access to individual patient 

research data from clinical trials has 
recently been proposed by the European 
Medicines Agency (EMA). Novo Nordisk 
agrees that there is value in making these 
data available: “We have a responsibility 
to patients to ensure that the data they 
contribute to clinical trials are leveraged 
as much as possible to advance scientific 
understanding. We believe that by 
sharing detailed clinical trial data with 
the research community, new knowledge 
may be created that could contribute to 
the development of new and improved 
treatments,” Peter Kristensen highlights. 
“However, we have to be careful that 
patient confidentiality is not compromised 
and that competitive business information 
is not divulged.” 

Therefore, Novo Nordisk will make 
patient-level data for approved products 
from trials completed after 2001 available 
to researchers upon request. To ensure that 
the data are handled in a responsible way, 
the company will establish an independent 
governing body. This will include experts 
skilled in evaluating clinical data and will 
assess researchers’ requests for data and 
make decisions based on an accountable 
and transparent process.

Integrity and transparency are 
the foundation for building trust
A company such as Novo Nordisk can’t 
develop new medicines without the 
guidance, knowledge and expertise of 
doctors, who understand the medical needs 
of the patients they see in their clinics. It 
is therefore reasonable that they are fairly 
compensated for the services they provide 
in this respect. However, relationships 
with doctors can create the potential for 
conflicts of interest as the doctors have a 
direct impact on a company’s sales via their 
prescribing decisions. The issue of trust 
raises its head again.

“Our business ethics strategy is there to 
safeguard the integrity of our relationships 
with all our stakeholders and we want to 
make sure our actions are transparent,” 
comments Lise Kingo, executive vice 
president and chief of staffs. She is also 
the chair of the Business Ethics Board, 
which is responsible for implementing the 
company’s business ethics strategy. “We 
have focused on business ethics for a long 
time and we’re always looking for ways we 
can make improvements in this area.” By 
way of example, Lise Kingo mentions that 
all relevant employees are trained in – and 
then tested on – the company’s standard 
operating procedures for interactions with 
and payments to healthcare professionals.

Global reporting, global transparency
This past year national regulations for 
disclosure of payments and other transfers of 
value to healthcare professionals have come 
into force in the US and France. There is now, 
for example, a requirement to report any 
individual payments exceeding 10 US dollars 
or 10 euros in the US and France respectively. 
Furthermore, the European pharmaceutical 
industry trade organisation EFPIA has recently 
revised its codes of conduct for interactions 
between the pharmaceutical industry 
and healthcare professionals and patient 
organisations. The revised codes ban all gifts 
to healthcare professionals, enable each 
country to set a threshold for any hospitality 
provided to doctors and, as in the US and 
France, call for individual disclosure of any 
transfers of value. 

Novo Nordisk fully supports the new 
regulations and codes of conduct, and has 
developed a system for reporting payments 
to individual healthcare professionals. 
“Ultimately, we want to have one system 
for all our affiliates to ensure the same 
reporting standard, not only in the US and 

A selection of books 
published in recent years 
with a critical perspective on 
the pharmaceutical industry.
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Europe, but throughout the world. We 
are therefore ready to roll out this system 
in each country once specific national 
requirements have been announced and 
taken into account,” explains Lise Kingo. 
“We hope that these new regulations 
and revised codes of conduct will enhance 
transparency and reassure external 
stakeholders of our commitment to 
ethical behaviour.”

Reaffirming results to build confidence
For good reason, product safety is one of the 
greatest concerns for patients and healthcare 
professionals and is an issue that Novo 
Nordisk takes very seriously, particularly 
as the company makes potentially life-

saving treatments for people who are, 
by nature of their medical condition, 
vulnerable. The company therefore 
continuously and actively monitors the 
safety profile of its products. Stringent 
protocols and systems are in place to 
ensure product safety, both during the 
development phases and after a product has 
been launched. Read more in the box on p 41.

However, new pharmaceuticals often 
come under the spotlight, particularly 
if they represent a new class of drug. A 
recent example is GLP-1-based diabetes 
therapies, a drug class to which Novo 
Nordisk’s Victoza® belongs. The safety 
of this drug class was challenged early in 
2013, when a study (which did not include 

Victoza®) suggested an increased risk of 
side effects on the pancreas. The FDA and 
EMA reacted by reviewing data on GLP-
1-based therapies to see if a link between 
them and an increase in pancreatic side 
effects could be determined.

In July, the EMA concluded that currently 
available data did not confirm the concerns 
over an increased risk of pancreatic adverse 
events with these medicines. The FDA has 
not officially announced the conclusion 
of its review. However, in response to 
questions from the media, a spokesperson 
said that the FDA was in agreement with 
the EMA’s conclusions.

Mads Krogsgaard Thomsen, executive 
vice president and chief science officer, 



welcomed the EMA’s conclusion: “Novo 
Nordisk is committed to patient safety and 
continuously monitors for adverse events 
related to all of its medicines. Victoza® has 
more than 1.9 million patient years of use 
and a strong body of evidence to support 
its safety and efficacy based on both 
clinical trial and real-world practice data.”

Karsten Lollike, corporate vice president 
and head of Global Product Safety, adds 
that Novo Nordisk continues to conduct 
studies to assess the effects of long-term 
use of Victoza® on the pancreas. This 
includes a review of databases and the 
cardiovascular outcomes trial LEADER®,  
to be completed in 2016, and other post-
marketing studies.

“Ensuring the safety of our products 
remains our top priority. I believe our 
history – and how we have handled safety 
issues and concerns in the past – proves 
our commitment is more than just words,” 
explains Karsten Lollike. “I’m really pleased 
that in a recent survey1 Novo Nordisk 
was ranked number one in the industry 
by patients for having a good record in 
ensuring patient safety. I believe this shows 
that patients trust us.”

An ongoing issue requires 
a long-term perspective
While it can be expected that the issue 
of trust and the pharmaceutical industry 
will continue to be discussed for many 

years to come, Lise Kingo hopes that Novo 
Nordisk’s approach to business ethics will 
demonstrate the company’s commitment 
to building trust with all its stakeholders: 
“We have clear priorities and the needs 
of patients come first – this has been the 
case ever since the company was founded. 
We have a Triple Bottom Line approach 
that ensures all business decisions live up 
to our financial, social and environmental 
responsibilities. This long-term perspective 
is absolutely fundamental to the way 
we work and how we run our business, 
and I believe this is our firm foundation 
for being a credible and trustworthy 
company,” she concludes.

Senior Clinical Research Associate 
Sowmya Muralidhar from India 
discusses a clinical trial with a 

doctor involved in the trial. 

Continuous safety 
surveillance process
All Novo Nordisk products – whether 
in development or on the market – 
have a dedicated cross-organisational 
safety committee, with experts 
anchored in Global Safety, which 
oversees the safety of the product. 
Preclinical data, clinical studies, 
post-marketing reports, publications, 
competitor information and databases 
are continuously reviewed to detect 
any safety concerns. 

The benefit–risk profiles of Novo 
Nordisk-marketed products are 
described in the product label, as 
agreed with health authorities. New 
data are shared with authorities, 
either as an ongoing process via 
individual case safety reports or at 
regular intervals via periodic safety 
update reports. If necessary, product 
labels are updated based on new 
data. Furthermore, when possible, 
analysis of safety data is published 
in peer-reviewed journals in 
collaboration with experts. 
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8 February 2013: The US Food and 
Drug Administration (FDA) informs Novo 
Nordisk that it cannot approve the New 
Drug Applications for Tresiba® (insulin 
degludec) and Ryzodeg® (insulin degludec/
insulin aspart) in their current form. This 
unexpected development meant that these 
two insulin products could not be launched 
in the US in 2013 as originally planned. 
Read more on pp 24–25.

22 March 2013: A study is published 
suggesting that GLP-1-based drugs for 
treating type 2 diabetes have an increased 
risk of pancreatic side effects. Although the 
authorities later concluded that currently 
available data did not confirm the concerns, 
the growth of this market segment was 
affected in some countries. Read more 
on pp 38–41.

23 October 2013: Novo Nordisk 
announces a recall of 3 million NovoMix® 
insulin products in several European 
countries due to a production error. 
Situations leading to product recalls 
may pose a risk to patient safety, lead 
to disruption of supplies in the affected 
countries and tarnish Novo Nordisk’s 
reputation. Read more on pp 36–37.

Three examples of three different types of 
risk that come with being a pharmaceutical 
company and investor in one. And there 
are more. This article covers the main types 
of risk that Novo Nordisk faces. For some 
specific risks, reference is made to articles 
elsewhere in the Annual Report and notes 
to the consolidated statements.

Market risks
The principal market risks Novo Nordisk 
experiences are:
•  price pressure and reimbursement 

restrictions by payers
•  the launch of new products by 

established competitors
•  increased competition from producers 

of biosimilar medicines in key markets.

Europe, China and the US are all main 
markets for Novo Nordisk where payers – 
both governments and private payers – take 
measures to limit spending on medicines, 
typically by driving down prices, demanding 
higher rebates and/or restricting access 
to and reimbursement of products. This 
is unlikely to change in the foreseeable 
future. For Novo Nordisk, reimbursement 
restrictions pose a significant risk when 
launching a new product such as Tresiba®, 
the new-generation basal insulin with ultra-
long duration of action. Despite the patient 
benefits and data supporting the health-
economic benefits of the product, it is not 
always possible to obtain market access on 
what Novo Nordisk considers reasonable 
conditions. In some countries, the company 
may therefore not launch Tresiba® under the 
current conditions.

The launch of new products by 
established competitors is an inherent 
market risk. As mentioned on p 33 in the 
article about Novo Nordisk’s five regions, 
new products are under way in both the 
insulin and GLP-1 segments, including a 
biosimilar version of the best-selling modern 
insulin product. How and to what extent 
such events will change the market dynamics 
is not possible to predict at present.

In addition to these global risks, in some 
countries in the International Operations 
region political instability or war may 
pose a risk to Novo Nordisk’s business for 
varying lengths of time.

Delays or failure of pipeline products
Development of a new pharmaceutical 
product is an expensive undertaking that 
can take more than 10 years. It includes 
extensive non-clinical tests and clinical 
trials as well as an elaborate regulatory 
approval process, including approval of the 
production facilities. During the process, 
various hurdles may delay the development 
of a potential product candidate and 
add substantial expense. In some cases, 
significant obstacles could lead to the 
company eventually deciding to abandon 
the development of the potential 
product candidate. 

In Novo Nordisk’s experience, 
there is a less than 35% 
chance of a diabetes 
product candidate in 
phase 1 clinical trials 
ultimately being 
approved for 
marketing, 
while the 
chance of 
success is 
around 40% 
for products in 
phase 2 trials and 
rises to around 70% 
for products in phase 
3 trials. However, there is 
significant uncertainty regarding 
the timing and success of the 

Several developments in 2013 were reminders that there are, and always will be, risks 
associated with Novo Nordisk’s business – risks that all investors should be aware of.

to be aware of
RISKS



regulatory approval process, as illustrated 
by the aforementioned decision by the FDA 
regarding Tresiba® and Ryzodeg®.

Supply disruptions
Failure or breakdown in one of Novo 
Nordisk’s or the company’s key suppliers’ 
vital production facilities could adversely 
affect operations and potentially cause 
employee injuries or infrastructure 
damage. Fire prevention design, alarms 
and fire instructions, annual inspections, 
back-up facilities and safety inventories 
all aim to mitigate this risk. To spread this 
risk geographically and optimise costs 
and supply logistics, Novo Nordisk has 
established production sites in several 
countries. Read more on pp 36–37.

 Quality and product safety issues
Quality and product safety issues may arise 
if, for example, a production facility is not 
continuously in compliance, a product is not 
within specifications or if side effects that 
were not detected in clinical trials become 
apparent when a product is used for long 
periods of time. Novo Nordisk proactively 
manages such risks through its quality 
management system, a key priority of 
which is to safeguard product quality and 
minimise risks to patient safety and secure 
product quality. The quality management 
system aims to ensure that the company is in 
compliance with all regulatory requirements 
and it includes standard operating 
procedures, quality controls and release, 
quality audits, quality improvement plans 
and systematic senior management reviews. 
For information on Novo Nordisk’s product 
safety monitoring, authority inspection 
status and product recalls, read more on pp 
36–37 and 38–41 and in note 4.2 on p 100.

Financial risks
Novo Nordisk’s main financial risks relate 
to exchange rates and tax disputes.

Novo Nordisk’s reporting currency and the 
functional currency of corporate operations 
is the Danish krone, which is closely 
linked to the European euro in a narrow 
range of ±2.25%. However, the majority 
of the company’s sales are in US dollars, 
European euros, Chinese yuan, Japanese 
yen and British pounds. Exchange rate risk 
is therefore the company’s biggest financial 
risk and the risk has grown in importance 
as the size of international markets and the 
share of sales in different currencies have 
increased. To manage this risk, the company 

hedges expected future cash flows for 
selected key currencies. Read more about 
how Novo Nordisk manages this risk in 
notes 4.2 and 4.3 on pp 79–83.

In the course of conducting business 
globally, transfer pricing disputes with 
tax authorities may occur. Novo Nordisk’s 
policy is to pursue a competitive tax level, 
meaning at or below the average for the 
company’s peer group, in a responsible 
way. This means paying relevant tax 
in jurisdictions where business activity 
generates profits. As a general rule, Novo 
Nordisk’s affiliates pay corporate taxes in 
the countries in which they operate.

To manage uncertainties regarding 
tax, Novo Nordisk has negotiated multi-
year transfer pricing agreements with tax 
authorities in key markets. Read more 
about taxes paid by Novo Nordisk in 2013, 
in note 2.4 on pp 68–70.

Information technology risks
Well-functioning IT systems are critical for 
Novo Nordisk’s ability to operate effectively. 
Furthermore, they hold confidential 
information that if disclosed could have 
a severe impact on Novo Nordisk’s 
competitive situation. An information 
security strategy is in place to mitigate the 
risk of intruders causing damage to systems 
and gaining access to critical data. Specific 
measures include awareness campaigns, 
access controls, and intrusion detection and 
prevention systems.

Business ethics and legal risks
Business ethics violations and patent and con-
tract disputes are the main risks in this area.

The pharmaceutical industry is tightly 
regulated in many respects, including which 
promotional claims it can make about its 
products and how it can interact with 
doctors and other healthcare professionals.

In June 2013, news broke in China 
of a government investigation into the 
business practices of an international 
pharmaceutical company. At the same 
time the Chinese government announced 
industry-wide measures to crack down on 
illegal business activities. Subsequently, 
several companies, including Novo Nordisk, 
were visited by the authorities. In August, 
Novo Nordisk’s facilities in Tianjin were 
visited by the local Administration for 
Industry and Commerce (AIC) and asked 
to provide information regarding the 
company’s operations in Tianjin City. 
The investigation has been closed by the 

AIC with a few observations, which have 
no material impact on Novo Nordisk’s 
business in China.

This example underlines the potential 
business ethics risks associated with being 
a pharmaceutical company. To minimise the 
risk of violating national and international 
regulations, over the past decade Novo 
Nordisk has strengthened its global and 
regional business ethics compliance 
programmes. Global governance, a business 
ethics policy and global business ethics 
procedures, together with elaborate training 
programmes and tests for employees, close 
monitoring of performance, reporting 
requirements and audits, all aim to mitigate 
business ethics risks.

In June 2011, Novo Nordisk settled two 
civil cases with the US Department of Justice 
regarding alleged improper marketing of 
NovoSeven®. As part of the settlement, 
Novo Nordisk’s US affiliate entered into a 
five-year Corporate Integrity Agreement 
with the Office of the Inspector General of 
the US Department of Health and Human 
Services. Under that agreement, the US 
affiliate has added additional reporting 
and other procedures to its already robust 
compliance programme.

Also in the US, Novo Nordisk is a 
defendant in product liability lawsuits 
related to hormone therapy products and 
Victoza®. Read more about these and other 
pending litigations against Novo Nordisk 
and investigations involving the company, 
in note 3.6 on pp 74–76. 

Protection of intellectual property 
through patents is very important for 
promoting innovation and stimulating 
long-term economic growth and job 
creation. Novo Nordisk’s business model 
is based on developing new, innovative 
products, and when the company makes 
significant new inventions it will typically 
seek to patent them. Intellectual property 
risks occur if, for example, a government 
does not recognise the validity of patents 
or is unable to uphold patent rights, or if a 
competitor infringes a Novo Nordisk patent 
or challenges its validity.

Novo Nordisk’s risk  
management policy
“In Novo Nordisk we will proactively 
manage risk to ensure continued 
growth of our business and to 
protect our people, assets and 
reputation. This means that we will:
•  utilise an effective and integrated 

risk management system while 
maintaining business flexibility

•  identify and assess material risks 
associated with our business

•  monitor, manage and mitigate 
risks.”

For more information on Novo 
Nordisk’s risk management process, 
please visit novonordisk.com/about_us.
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Shares and capital structure
Novo Nordisk has two classes of shares: A shares and B shares. All A shares are owned by 
Novo A/S – a wholly owned subsidiary of the Novo Nordisk Foundation. Novo Nordisk’s 
B shares are listed on NASDAQ OMX Copenhagen, and on the New York Stock Exchange 
as American Depository Receipts (ADRs). Through open and proactive communication, 
the company seeks to provide the basis for fair and efficient pricing of its B shares.

Share capital and ownership
Novo Nordisk’s total share capital of DKK 
550,000,000 is divided into an A share 
capital of nominally DKK 107,487,200 
and a B share capital of nominally DKK 
442,512,800, of which Novo Nordisk 
A/S and its wholly owned affiliates held 
nominal DKK 20,570,405 as treasury shares 
as of 31 December 2013. 

To secure liquidity for both the Novo 
Nordisk B shares and American Depositary 
Receipts (ADRs) and bring price levels in 
line with market practice, especially for the 
ADRs, a stock split of the Novo Nordisk 
B shares and ADRs was implemented in 
January 2014. Following the five for one 
stock split, Novo Nordisk’s A and B shares 
are calculated in units of DKK 0.20. The 
ratio of Novo Nordisk’s B shares to ADRs 
remains one-to-one.

The company’s A shares are not listed 
and are held by Novo A/S, a Danish public 
limited liability company wholly owned by 
the Novo Nordisk Foundation. The Novo 
Nordisk Foundation has a dual objective: 
to provide a stable basis for commercial 
and research activities conducted by the 
companies within the Novo Group (of 
which Novo Nordisk is the largest), and 
to support scientific and humanitarian 
purposes. According to the Articles of 
Association of the Foundation, the A shares 
cannot be divested. As of 31 December 

2013, Novo A/S also held nominal value 
DKK 32,762,800 of B share capital. Each 
A share carries 200 votes and each B share 
carries 20 votes. With 25.5% of the total 
share capital, Novo A/S controls 74% of 
the total number of votes, excluding Novo 
Nordisk’s holding of treasury shares.

The B shares are issued to the bearer 
but may, on request, be registered in the 
holder’s name in Novo Nordisk’s register of 
shareholders. As Novo Nordisk’s B shares 
are in bearer form, no complete record of 
all shareholders exists. Based on available 
sources of information about the company’s 
shareholders as of 31 December 2013, it 
is estimated that shares were distributed 
as shown in the charts on this page. As of 
31 December 2013, the free float of listed 
B shares was 87.9%, excluding the Novo 
A/S holding and Novo Nordisk’s holding of 
treasury shares. For details on share capital, 
see note 4.1 on pp 78–79.

The capital structure
Novo Nordisk’s Board of Directors and 
Executive Management consider that 
the current capital and share structure of 
Novo Nordisk serves the interests of the 
shareholders and the company well, as 
it provides strategic flexibility to pursue 
Novo Nordisk’s vision and a good balance 
between long-term shareholder value 
creation and competitive shareholder 

return in the short term. Novo Nordisk’s 
guiding principle is that any excess capital, 
after the funding of organic growth 
opportunities and potential acquisitions, is 
returned to investors. The company applies 
a pharmaceutical industry payout ratio 
to dividend payments complemented by 
share repurchase programmes. As decided 
at the 2013 Annual General Meeting, a 
reduction of the company’s B share capital, 
corresponding to approximately 1.8% of 
the total share capital, was implemented 
in April 2013 by cancellation of treasury 
shares. This enabled Novo Nordisk to 
continue to buy back shares without 
exceeding the limit for a holding of treasury 
shares equivalent to 10% of the total share 
capital. During the 12-month period since 
the release of the financial results for 
2012, Novo Nordisk repurchased shares 
worth DKK 14 billion. Since 2008, the 
share repurchase programme has primarily 
been conducted in accordance with 
the provisions of European Commission 
Regulation No 2273/2003 of 22 December 
2003 (also known as the Safe Harbour 
Regulation). In this programme Novo 
Nordisk appoints financial institutions as 
lead managers to execute a part of its share 
repurchase programme independently and 
without influence from Novo Nordisk.

Share repurchase programme for 
1 February 2014 to 31 January 2015
For the next 12 months, Novo Nordisk 
has decided to implement a new share 
repurchase programme with an expected 
total repurchase value of B shares 
amounting to a cash value of up to DKK 15 
billion. Novo Nordisk expects to implement 
the majority of the new share repurchase 
programme according to the Safe Harbour 
Regulation. At the 2014 Annual General 
Meeting, the Board of Directors will propose 
a further reduction of the company’s B share 
capital, corresponding to approximately 
3.6% of the total share capital, by 
cancellation of 20 million treasury shares. 
After implementation of the share capital 
reduction, Novo Nordisk’s share capital will 
amount to DKK 530,000,000 divided into 
an A share capital of DKK 107,487,200 
and a B share capital of DKK 422,512,800, 
corresponding to 537,436,000 A shares 
and 2,112,564,000 B shares of DKK 0.20.

Geographic distribution 
of shareholders* 
% of share capital (2012 % of share capital)

 Denmark
 North America
 UK and Ireland
 Other

* Calculated using shareholders’ registered home country.

 41.1
(40.4)

 31.9
(34.0)

12.8
(12.9)

 14.2
(12.7)

Breakdown of shareholders 
% of capital (% of votes)

  Novo A/S, Bagsværd, Denmark
 Novo Nordisk A/S
 Other

 25.5
(74.0)

 3.7
(0.0)

70.8
(26.0)
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Share price performance
Novo Nordisk’s share price increased by 
8.5% from its 2012 close of DKK 916.50 
to its 31 December 2013 close of DKK 
994.00 for B shares with a nominal value 
of DKK 1. Following the stock split, the 
comparable share prices for B shares with 
a nominal value of DKK 0.20 were DKK 
183.30 and DKK 198.80 at the end of 2012 
and 2013 respectively. In comparison, the 
MSCI Europe Health Care and MSCI US 
Health Care indexes increased by 20% and 
36% respectively during 2013. The smaller 
increase in Novo Nordisk’s share price 
compared with the two indexes is assumed 
to reflect a negative impact from the delay in 
the US regulatory process for Tresiba® (insulin 
degludec), which has only partly been offset 
by an expanded leadership position in the 
growing diabetes care market, coupled 
with a continued improvement in operating 
margin and encouraging outlook for the 
rest of the research and development 
product portfolio. Read more about 
financial performance on p 6 and about 
developments in the pipeline on pp 20–21. 
The total market value of Novo Nordisk’s B 
shares, excluding treasury shares, was DKK 
419 billion at the end of 2013.

Payment of dividends
As illustrated below Novo Nordisk has 
continuously increased both the payout 
ratio and the dividend paid over the last 
five years. The dividend for 2012 recorded 
in March 2013 was equal to DKK 3.60 per 
share of DKK 0.20. At the 2014 Annual 
General Meeting, the Board of Directors 
will propose a dividend for 2013 of DKK 
4.50 per A and B share of DKK 0.20, as 
well as for ADRs. The dividend for 2013 
represents an increase in the dividend per 
share of 25% (adjusted for stock split). 
Novo Nordisk does not pay a dividend on 
its holding of treasury shares. The proposed 
dividend corresponds to a payout ratio 
of 47.1%. For 2012, the payout ratio was 
45.3%, whereas Novo Nordisk’s peer 
group of comparable pharmaceuticals 
companies operated with a payout ratio of 
47%. Shareholders’ enquiries concerning 
dividend payments and shareholder 
accounts should be addressed to Investor 
Service. Read more on the back cover. 

Communication with shareholders
To keep investors updated on 
performance and the progress of clinical 
development programmes, Novo Nordisk 

hosts conference calls with Executive 
Management following key events and 
the release of financial results. Executive 
Management and Investor Relations also 
travel extensively to ensure that all investors 
with a major holding of Novo Nordisk 
shares can meet with the company on a 
regular basis and that a number of smaller 
investors and potential investors also have 
access to the company’s Management and 
Investor Relations.

Analyst coverage
Novo Nordisk is currently covered by 34 
sell-side analysts, including the major 
global investment banks that regularly 
produce research reports on Novo Nordisk. 
A list of analysts covering Novo Nordisk 
can be found at novonordisk.com/
investors, where company announcements 
from 1995 onwards, financial, social 
and environmental results, a calendar 
of investor-relevant events, investor 
presentations, background information 
etc are also available.
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Dividend payments 
and payout ratio
 Dividend per share for the year1 (left)
 • Payout ratio2 (right)

1.  Adjusted for the five for one stock split implemented 
as of 2 January 2014.

2. Dividend for the year as a percentage of net profit.
3. Proposed dividend for the financial year 2013.
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turnover of Novo Nordisk’s 
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Novo Nordisk’s share performance compared with benchmark indexes
Total price development in the period up to 31 December 2013

Novo Nordisk’s B shares on NASDAQ OMX, DKK

Novo Nordisk’s ADRs on the New York Stock Exchange, USD

NASDAQ OMX Copenhagen 20 Index

MSCI Europe Health Care Index
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58%
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Corporate 
governance

In 2013, the Board of Directors established a Nomination Committee to enhance 
the process for nominating members to the Board of Directors. The Board 
of Directors also increased its diversity ambition and set new targets for 2017.



Governance structure
Shareholders
Shareholders have ultimate authority over the 
company and exercise their rights to make 
decisions at general meetings in person, 
by proxy or by correspondence. Resolutions 
can generally be passed by a simple majority. 
However, resolutions to amend the Articles 
of Association require two-thirds of votes 
cast and capital represented, unless other 
adoption requirements are imposed by the 
Danish Companies Act. Novo Nordisk is not 
aware of the existence of any agreements 
with or between shareholders on the exercise 
of votes or control of the company. 

At the annual general meeting, 
shareholders approve the annual report 
and any amendments to the company’s 
Articles of Association. Shareholders also 
elect board members and the independent 
auditor.

Novo Nordisk’s share capital is divided 
into A shares and B shares. Special rights 
attached to A shares include pre-emptive 
subscription rights in the event of an 
increase of the A share capital, pre-emptive 
purchase rights in the event of a sale of A 
shares and priority dividend if the dividend 
is below 0.5%. B shares take priority for 
dividends between 0.5% and 5% and for 
liquidation proceedings. Read more about 
shares and capital structure on pp 44–45.

Board of Directors
Novo Nordisk has a two-tier management 
structure consisting of the Board of Directors 
and Executive Management. The two bodies 
are separate and no one serves as a member 
of both. The Board of Directors determines 
the company’s overall strategy and follows 
up on its implementation, supervises 
the performance, ensures adequate 
management and organisation, and as 
such actively contributes to developing the 
company as a focused, sustainable, global 
pharmaceutical company. The Board of 
Directors supervises Executive Management 
in its decisions and operations. The Board 
of Directors may also issue new shares 
or buy back shares in accordance with 
authorisations granted by the annual general 
meeting and recorded in the meeting 
minutes. For minutes from annual general 
meetings, see novonordisk.com/about_us.

The Board of Directors has 11 members, 
seven of whom are elected by shareholders 
and four by employees in Denmark. 
Shareholder-elected board members serve 
a one-year term and may be re-elected. 
Members must retire at the first annual 
general meeting after reaching the age of 
70. Four of the seven shareholder-elected 
board members are independent as defined 
by the Danish Corporate Governance 
Recommendations. Read more on pp 52–53.

A proposal for nomination of board 
members is presented by the newly 
established Nomination Committee 
to the Board of Directors, taking into 
account required competences as defined 
by the Board of Directors’ competence 

profile and reflecting the result of a self-
assessment process facilitated by internal 
or external consultants. The assessment 
process is based on written questionnaires 
and evaluates the Board of Directors’ 
composition and the skills of its members, 
including whether each board member 
and executive participates actively in 
board discussions and contributes with 
independent judgement. 

To ensure that discussions include multiple 
perspectives representing the complex, global 
pharmaceutical environment, the Board  
of Directors aspires to be diverse in gender 
and nationality. Currently, one shareholder-
elected board member is female and five 
of the seven shareholder-elected board 
members are non-Danes. In 2013, the 
Board of Directors increased its ambition 
and set out new targets with the aim 
that by 2017 it will consist of at least 
two shareholder-elected board members 
with Danish nationality and at least two 
shareholder-elected board members with a 
nationality other than Danish – and at least 
two shareholder-elected board members of 
each gender. In accordance with section 99b 
of the Danish Financial Statements Act, Novo 
Nordisk discloses its mandatory diversity 
report at novonordisk.com/annualreport.

The self-assessment conducted in 
2013 resulted in a continued focus on 
discussion of the current critical issues 
and on management development and 
succession planning. In order to support 
continued fulfilment of the Novo Nordisk 
Way, criteria for board members include 
integrity, accountability, fairness, financial 
literacy, commitment and desire for 
innovation. Members are also expected 
to have experience of managing major 
companies that develop, manufacture and 
market products and services globally. The 
competence profile, which includes the 
nomination criteria, is available online at 
novonordisk.com/about_us.

Under Danish law, Novo Nordisk’s 
employees in Denmark are entitled to be 
represented by half of the total number 
of board members elected at the annual 
general meeting. In 2010, employees 
elected four board members from among 
themselves – three male and one female, 
all Danes. Board members elected by 
employees serve a four-year term and have 
the same rights, duties and responsibilities 
as shareholder-elected board members.

Novo Nordisk’s Board of Directors met 
seven times during 2013.

Chairmanship
The annual general meeting directly elects 
the chairman and vice chairman of the 
Board of Directors. The Chairmanship 
carries out administrative tasks such as 
planning board meetings to ensure a 
balance between overall strategy-setting 
and financial and managerial supervision of 
the company. Other tasks include reviewing 
the fixed asset investment portfolio and 
recommending the remuneration of board 
members and Executive Management. 

In practice, the Chairmanship has the 
role and responsibility of a remuneration 
committee, as the Board of Directors 
considers that each board member must 
have the opportunity to contribute actively 
to discussions and have access to all 
relevant information on remuneration.

In March 2013, the Annual General 
Meeting elected a new chairman, Göran 
Ando, and a new vice chairman, Jeppe 
Christiansen. See novonordisk.com/about_us 
for a report on the Chairmanship’s activities.

Audit Committee
The three members of the Audit 
Committee are elected by the Board 
of Directors among its members. Two 
members qualify as independent and have 
been designated as financial experts as 
defined by the US Securities and Exchange 
Commission (SEC). Under Danish law, two 
members qualify as financial experts and 
as independent. In 2013, an employee 
representative was elected as a member.

The Audit Committee assists the Board 
of Directors with oversight of the external 
auditors, the internal audit function, 
the procedure for handling complaints 
regarding accounting, internal accounting 
controls, auditing or financial reporting 
matters and business ethics matters 
(whistleblowing), financial, social and 
environmental reporting, business ethics 
compliance, post-completion reviews and 
post-investment reviews of investments, 
long-term incentive programmes, and 
in 2013 it was agreed that the Audit 
Committee also assists with oversight 
of IT security. In 2013, the Board of 
Directors re-elected Hannu Ryöppönen as 
chairman and Liz Hewitt as a member of 
the Audit Committee and, further, elected 
Stig Strøbæk as a new member. See 
novonordisk.com/about_us for a report  
on the Audit Committee’s activities.

Nomination Committee
In 2013, the Board established a Nomination 
Committee consisting of four members 
to enhance the process for nominating 
members to the Board of Directors. Two 
members qualify as independent, while 
one member is an employee representative.

The Nomination Committee assists the 
Board with oversight of the competence 
profile and composition of the Board, 
nomination of members and committees, 
and other tasks on an ad hoc basis as 
specifically decided by the Board. In 2013, 
the Board of Directors elected Göran Ando 
as chairman and Bruno Angelici, Liz Hewitt 
and Anne Marie Kverneland as members 
of the Nomination Committee. See 
novonordisk.com\about_us for a report  
on the Nomination Committee’s activities.

Executive Management
The Board of Directors has delegated 
responsibility for day-to-day management  
of Novo Nordisk to its Executive 

CONTINUED
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Management. In 2013, two new executives 
were appointed and Executive Management 
now consists of the president and chief 
executive officer plus six executives. They 
are responsible for overall conduct of the 
business and all operational matters, for 
organisation of the company as well as 
allocation of resources, determination and 
implementation of strategies and policies, 
direction-setting, and ensuring timely 
reporting and provision of information to 
the Board of Directors and Novo Nordisk’s 
stakeholders. Executive Management meets 
at least once a month and often more 
frequently. The Board of Directors appoints 
members of Executive Management and 
determines remuneration. The Chairmanship 
reviews the performance of the executives.

Assurance
External audit
The company’s financial reporting and the 
internal controls over financial reporting 
processes are audited by an independent 
audit firm elected at the annual general 
meeting. The auditor acts in the interest of 
shareholders and expresses an audit opinion 
on the annual report as well as reporting 
any significant audit findings to the Audit 
Committee and the Board of Directors. As 
part of Novo Nordisk’s commitment to its 
social and environmental responsibility, the 
company voluntarily includes an assurance 
report for social and environmental 
reporting in the annual report. The 
assurance provider reviews whether the 
social and environmental performance 
information covers aspects deemed to be 
material and verifies the internal control 
processes for the information reported.

Internal audit
Novo Nordisk’s internal audit function 
provides independent and objective 

assurance, primarily within internal control  
of financial processes and business ethics. 

To ensure that the internal financial 
audit function works independently of 
Executive Management, its charter, audit 
plan and budget are approved by the Audit 
Committee. The Audit Committee reviews 
the result of the audits and must approve 
the appointment, remuneration and 
dismissal of the head of the internal audit 
function. 

Three other types of assurance activity 
– quality audits, organisational audits and 
values audits, called facilitations – help 
ensure that the company adheres to 
high-quality standards and operates in 
accordance with the Novo Nordisk Way.

Compliance
Novo Nordisk’s B shares are listed on 
NASDAQ OMX Copenhagen and on 
the New York Stock Exchange (NYSE) as 
American Depository Receipts (ADRs). 
The applicable corporate governance 
codes for each stock exchange and a 
review of Novo Nordisk’s compliance are 
available at novonordisk.com/about_us.

In accordance with section 107b of the 
Danish Financial Statements Act, Novo 
Nordisk discloses its mandatory corporate 
governance report at novonordisk.
com/about_us/corporate_governance/
compliance.asp.

In 2013, new Danish corporate 
governance recommendations were 
introduced, and Novo Nordisk adheres  
to all but the following:
•  The Board of Directors has not 

established a remuneration committee 
(but in practice the Chairmanship has 
such role).

•  Current employment contracts for Executive 
Management allow in some instances for 
severance payments of more than 24 months’ 
fixed base salary plus pension contribution.

•  The majority of the Nomination 
Committee’s members are not 
independent. It consists of two 
members who are not independent, 
including the Chairman, and two 
members who are independent.

The reasons for deviating from the first 
two recommendations are given on pp 47 
and 50. The reason for deviating from the 
third recommendation is that the Board of 
Directors finds that this composition of the 
Nomination Committee allows for both a 
representative of the majority shareholder 
as well as an employee representative to 
be on the Nomination Committee, while 
keeping it small.

Novo Nordisk complies with the 
corporate governance standards of NYSE 
applicable to foreign listed private issuers. 

As a controlled company, Novo Nordisk 
is not obliged to comply with all standards 
established by NYSE. Furthermore, 
Novo Nordisk as a foreign private issuer 
is permitted to follow home country 
practice, which is the case in relation 
to independence requirements, audit 
committee, equity compensation plans, 
code of business conduct and ethics, and 
CEO certification.

The Novo Nordisk Way outlines the 
company’s ambitions and the values that 
characterise the way Novo Nordisk does 
business and interacts with its stakeholders. 
Furthermore, it sets the direction for and 
applies to all employees in Novo Nordisk. Read 
more about the Novo Nordisk Way on p 4.

Novo Nordisk is part of the Novo Group 
and adheres to the Charter for Companies 
in the Novo Group, which is available 
online at novo.dk. However, all strategic 
and operational matters are solely decided 
by the Board of Directors and Executive 
Management of Novo Nordisk. Read 
more about the Novo Group on p 44.

Corporate governance codes and practices
Compliance AssuranceGovernance structure

Danish and foreign 
laws and regulations

Corporate 
governance 
standards

Novo Nordisk Way

Audit of financial data 
and review of social 

and environmental data 
(internal and external)

Facilitation and 
organisational audit 

(internal)

Quality audit 
and inspections 

(internal and external)

Board of Directors

Shareholders

Executive Management

Organisation

Chairmanship*
Nomination 
Committee

Audit 
Committee

* The Chairmanship is directly elected by the annual general meeting.
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Remuneration
At the Annual General Meeting in 2013, 
Novo Nordisk’s shareholders approved 
that the maximum allocation for both 
the short- and long term incentive 
programmes for Executive Management 
was increased to 12 months’ base salary 
plus pension contribution. This was 
done to ensure flexibility for the Board 
of Directors in executive remuneration, 
as the benchmark had shown that 
elements of the executive remuneration 
were below market levels.

Remuneration of the Board of Directors 
and Executive Management is assessed 
on an annual basis against a benchmark 
of Nordic companies as well as European 
pharmaceutical companies that are similar 
to Novo Nordisk in size, complexity and 
market capitalisation. The results are 
presented to the Board of Directors by 
the chairman at its October meeting. 
The company strives for simplicity when 
composing the remuneration package, 
and its remuneration principles provide 
guidance for remuneration of the Board 
of Directors and Executive Management. 
These principles are available at 
novonordisk.com/about_us/corporate_
governance/remuneration.asp.

Board of Directors’ remuneration
The remuneration of Novo Nordisk’s 
Board of Directors comprises a fixed 
base fee, a multiplier of the fixed base 
fee for the Chairmanship and members 
of the company’s Audit Committee and 

Nomination Committee, fees for ad hoc 
tasks and a travel allowance. 

At the December meeting, the Board of 
Directors agrees on recommendations for 
remuneration levels for the next financial 
year. In connection with the approval of 
the annual report, the Board of Directors 
endorses the actual remuneration for the 
past financial year and the recommendation 
on remuneration levels for the current 
financial year. These are then presented to 
the annual general meeting for approval.

Travel and other expenses
All board members who reside outside 
Denmark are paid a fixed travel allowance: 
3,000 euros for Europe-based board 
members and 6,000 euros for board 
members based outside Europe. Otherwise, 
no travel allowance is paid to board 
members when attending board meetings 
outside Denmark. Expenses such as travel 
and accommodation in relation to board 
meetings as well as relevant continuing 
education are reimbursed. Novo Nordisk 
also pays social security taxes imposed by 
foreign authorities and bank transfer fees.

Variable remuneration
Board members are not offered stock 
options, warrants, restricted stock or 
participation in other incentive schemes.

Executive Management’s remuneration
The remuneration of Novo Nordisk’s 
Executive Management is proposed by the 
Chairmanship and approved by the Board 

of Directors. Remuneration packages for 
executives comprise a fixed base salary, 
a cash-based incentive, a share-based 
incentive, a pension contribution and other 
benefits. The split between fixed and 
variable remuneration is intended to result in 
a reasonable part of the salary being linked 
to performance, while promoting sound, 
long-term business decisions to achieve 
the company’s objectives. All incentives are 
subject to claw-back if it is subsequently 
determined that payment was based on 
information that was manifestly misstated.

Fixed base salary
The fixed base salary is intended to attract 
and retain executives with the professional 
and personal competences required to 
drive the company’s performance.

Cash-based incentive
The cash-based incentive is designed to 
incentivise individual performance and 
achievement of a number of predefined 
short-term functional and individual business 
targets linked to goals in the company’s 
Balanced Scorecard. Short-term targets for 
the chief executive officer are fixed by the 
chairman of the Board of Directors, while the 
targets for the other members of Executive 
Management are fixed by the chief executive 
officer. The Chairmanship evaluates the 
degree of achievement for each member 
of Executive Management based on input 
from the chief executive officer.

CONTINUED

Board of Directors
In 2013, the base fee for members of the Board of Directors was DKK 500,000 (DKK 500,000 in 2012)

 2013 2012

  Fee for    Fee for
 Fixed ad hoc tasks and Travel  Fixed ad hoc tasks and Travel 
DKK million base fee committee work allowance Total base fee committee work allowance Total

Göran Ando3, 4 (chairman of the Board and 
of the Nomination Committee) 1.4 – 0.1 1.5 1.0 – 0.1 1.1
Jeppe Christiansen1 (vice chairman of the Board) 0.8 – – 0.8 – – – –
Hannu Ryöppönen (chairman of the Audit Committee) 0.5 0.5 0.1 1.1 0.5 0.4 0.1 1.0
Liz Hewitt1 (member of the Audit Committee and 
the Nomination Committee) 0.5 0.3 0.1 0.9 0.4 0.2 0.1 0.7
Stig Strøbæk (member of the Audit Committee) 0.5 0.2 – 0.7 0.5 – – 0.5
Bruno Angelici (member of the Nomination Committee) 0.5 0.1 0.1 0.7 0.5 – 0.1 0.6
Henrik Gürtler 0.5 – – 0.5 0.5 – – 0.5
Ulrik Hjulmand-Lassen 0.5 – – 0.5 0.5 – – 0.5
Thomas Paul Koestler 0.5 – 0.3 0.8 0.5 – 0.3 0.8
Anne Marie Kverneland (member of the Nomination Committee) 0.5 0.1 – 0.6 0.5 – – 0.5
Søren Thuesen Pedersen 0.5 – – 0.5 0.5 – – 0.5
Steen Scheibye2 0.4 – – 0.4 1.5 – – 1.5
Kurt Anker Nielsen2 0.1 0.1 – 0.2 0.5 0.3 – 0.8
Jørgen Wedel2 – – – – 0.1 0.1 0.1 0.3

Total 7.2 1.3 0.7 9.25 7.5 1.0 0.8 9.35

1. Liz Hewitt was fi rst elected at the Annual General Meeting in March 2012, and Jeppe Christiansen was fi rst elected at the Annual General Meeting in March 2013.
2. Jørgen Wedel resigned as of March 2012. Steen Scheibye and Kurt Anker Nielsen resigned as of March 2013.
3. Novo Nordisk provides secretarial assistance to the chairman in Denmark and the UK.
4. As Göran Ando also holds the position of chairman of the Board, he has not received a fee as chairman of the Nomination Committee.
5. In addition, social security taxes have been paid by Novo Nordisk amounting to less than DKK 1 million (less than DKK 1 million in 2012).
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In 2013, the Annual General Meeting 
approved that the maximum allocation per 
year cannot exceed 12 months’ base salary 
plus pension contribution, and in March 
the Board of Directors determined that the 
2013 maximum would be up to 10 months.

Share-based incentives
The long-term share-based incentive 
programme is designed to promote 
the collective performance of Executive 
Management and align the interests of 
executives and shareholders. Share-based 
incentives are linked to both financial and 
non-financial targets.

The long-term incentive programme 
is based on a calculation of shareholder 
value creation compared with planned 
performance. In line with Novo Nordisk’s 
long-term financial targets, the calculation 
of shareholder value creation is based on 
reported operating profit after tax reduced 
by a weighted average cost of capital-based 
return requirement on average invested 
capital. A proportion of the calculated 
shareholder value creation is allocated to a 
joint pool for the participants, who include 
Executive Management and other members 
of the Senior Management Board.

Non-financial targets are determined 
on the basis of an assessment of the 
objectives regarded as particularly 
important to the fulfilment of the 
company’s long-term performance. 
These are typically related to reaching 
specific milestones within research and 
development, such as execution of trials, 
product approvals and product launches, 
or milestones within sustainability 
related to patients, environment, 
company reputation and development of 
employees. The total number of non-
financial targets varies, but is typically 
made up of 10–15 targets within five to 
six categories. 

In 2013, the Annual General Meeting 
approved that the maximum allocation per 
year cannot exceed 12 months’ base salary 
plus pension contribution and in March 
the Board of Directors determined that the 
2013 maximum for Executive Management 
would be nine months. If the financial 
target is met for economic profit, and 
at least 85% performance is reached on 
non-financial targets, the allocation to the 
joint pool would correspond to 4½ months’ 
base salary plus pension contribution for 
Executive Management.

This pool is then converted into Novo 
Nordisk B shares, which in any given year 
are locked up for three years before they 
are transferred to the participants. The 
shares in the joint pool are allocated to the 
participants prorated according to their 
base salary as per 1 April in any given year. 
If a participant resigns during the lock-up 
period, his or her shares will remain in 
the joint pool for the benefit of the other 
participants.

Further information on Novo Nordisk’s 
share-based incentives is available online 
at novonordisk.com/about_us.

Pension
Pension contributions are paid to enable 
executives to build up an income for retirement.

Other benefits
Other benefits are added to ensure that 
overall remuneration is competitive and 
aligned with local practice. Such benefits 
are approved by the Board of Directors via 
delegation of powers to the Chairmanship. 
In addition, executives may participate in 
employee benefit programmes such as 
employee share purchase programmes. 

Severance payment
Novo Nordisk may terminate employment 
by giving executives 12 months’ notice. 
Executives may terminate their employment 
by giving Novo Nordisk six months’ notice. 
In addition to the notice period, executives 
are entitled to a severance payment. 

Current employment contracts allow 
severance payments of up to 36 months’ 

fixed base salary plus pension contribution 
in the event of a merger, acquisition or 
takeover of Novo Nordisk. If an executive’s 
employment is terminated by Novo 
Nordisk for other reasons, the severance 
payment is three months’ fixed base salary 
plus pension contribution per year of 
employment as an executive, taking into 
account previous employment history. In 
no event will the severance payment be 
less than 12 months’ or more than 36 
months’ fixed base salary plus pension 
contribution. 

The existing employment contracts will 
not be changed. For the two executives 
who joined Executive Management in 2013 
and for all future employment contracts 
for executives, the severance payment will 
be no more than 24 months’ fixed base 
salary plus pension contribution, which 
will bring Novo Nordisk into alignment 
with the Danish Corporate Governance 
Recommendations in the long term.

Maximum performance On-target performance

Composition of executive remuneration 
Midpoint 2013

 Fixed base salary      Cash bonus      Share-based incentive      Pensions      Benefits

1%
14%

30%

22%

33%

22%

15%

46%

2%
15%

Remuneration package components

Remuneration Board of 
Directors

Executive 
Management

Comments relating  
to Executive Management

Fixed fee/base salary Accounts for 30–55% of the total value of the 
remuneration package*

Fee for committee work

Fee for ad hoc tasks

Cash bonus Up to 6–10 months’ fixed base  
salary + pension contribution per year

Share-based incentive Up to 9 months’ fixed base salary + pension 
contribution per year

Pensions 25–30% of fixed base salary and cash-based 
incentive

Travel and 
other expenses

Benefits Non-monetary benefits such as company car and 
phone

Severance payment

Up to 24 months’ fixed base salary + pension. The  
employment contracts entered into before 2008 
exceed the 24-month limit, though will not exceed 36 
months’ fixed base salary plus pension contribution

* The interval 30–55% states the span between ‘maximum performance’ and ‘on-target performance’.
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Remuneration of the Executive Management and other members 
of the Senior Management Board
 2013 2012

 Fixed      Share-  Fixed      Share- 
 base Cash   based  base Cash   based 
DKK million salary bonus Pension Benefi ts incentive Total salary bonus Pension Benefi ts incentive Total

Executive Management
Lars Rebien Sørensen 10.1 5.1 3.8 0.3 – 19.3 8.4 2.9 2.8 0.3 – 14.4
Jesper Brandgaard 5.7 2.4 2.0 0.3 – 10.4 4.8 1.6 1.6 0.3 – 8.3
Lars Fruergaard Jørgensen1 4.1 1.4 1.4 0.3 – 7.2 – – – – – –
Lise Kingo 5.1 1.9 1.8 0.3 – 9.1 4.3 1.1 1.4 0.3 – 7.1
Jakob Riis1 4.1 1.4 1.4 0.3 – 7.2 – – – – – –
Kåre Schultz 6.3 2.7 2.4 0.3 – 11.7 5.2 1.4 1.7 0.3 – 8.6
Mads Krogsgaard Thomsen 5.7 2.4 2.0 0.3 – 10.4 4.8 1.6 1.6 0.3 – 8.3

Executive Management in total 41.1 17.3 14.8 2.1 – 75.3 27.5 8.6 9.1 1.5 – 46.7

Other members of the Senior 
Management Board in total2 82.74 32.3 25.5 14.4 – 154.9 72.14 25.0 22.3 8.4 – 127.8

Share allocation3     51.5 51.5     73.1 73.1

1. Effective 31 January 2013, Novo Nordisk’s Executive Management was expanded to include two new members, Jakob Riis and Lars Fruergaard Jørgensen. 
2. The total remuneration for 2013 includes remuneration to 33 senior vice presidents (26 in 2012), fi ve of whom have retired or left the company (none in 2012). The 2013 

remuneration for the retired senior vice presidents is included in the table above, whereas severance payments of DKK 57.2 million are not included.
3. The joint pool of shares is locked up for three years before it is transferred to the participants employed at the end of the three-year period. The value is the cash amount of 

the share bonus granted in the year using the grant-date market value of Novo Nordisk B shares. Based on the split of participants at the establishment of the joint pool, 
approximately 40% of the pool will be allocated to the members of Executive Management and 60% to other members of the Senior Management Board (2012: 30% and 70%, 
respectively). In the lock-up period, the joint pool may potentially be reduced in the event of lower-than-planned value creation in subsequent years.

4. Including social security taxes paid amounting to DKK 2.0 million (DKK 1.5 million in 2012).

Management’s long-term incentive programme

The shares allocated to the joint pool for 2010 (842,880 shares) were released to the individual participants subsequent to the 
approval of the Annual Report 2013 by the Board of Directors and the announcement on 30 January 2014 of the full-year fi nancial 
results for 2013. Based on the share price at the end of 2013, the value of the released shares is as follows:

 Number Market value1

Value as at 31 December 2013 of shares released on 30 January 2014 of shares (DKK million)

Executive Management
Lars Rebien Sørensen 74,985 14.9
Jesper Brandgaard 49,990 9.9
Lars Fruergaard Jørgensen 24,995 5.0
Lise Kingo 49,990 9.9
Jakob Riis 24,995 5.0
Kåre Schultz 49,990 9.9
Mads Krogsgaard Thomsen 49,990 9.9

Executive Management in total 324,935 64.5

Other members of the Senior Management Board in total2 392,970 78.1

1. The market value of the shares released in 2014 is based on the Novo Nordisk B share price of DKK 198.80 at the end of 2013.
2. In addition, 124,975 shares (market value: DKK 24.8 million) were released to retired members of the Senior Management Board.

Lars Rebien Sørensen serves as a board member of Danmarks Nationalbank, from which he received remuneration of DKK 22,232 in 2013 (DKK 22,012 in 2012), as a member of 
the Supervisory Board of Bertelsmann AG, from which he received remuneration of EUR 122,000 in 2013 (EUR 129,000 in 2012) and as a board member of Thermo Fisher Scientifi c 
Inc, from which he received remuneration of USD 314,786 in 2013 (USD 219,840 in 2012). Jesper Brandgaard serves as chairman of the Board of Directors of SimCorp A/S, from 
which he received remuneration of DKK 871,068 in 2013 (DKK 801,846 in 2012). Kåre Schultz serves as a board member of LEGO A/S, from which he received remuneration of 
DKK 350,000 in 2013 (DKK 300,000 in 2012). Kåre Schultz also serves as chairman of the Board of Directors of Royal Unibrew A/S, from which he received remuneration of 
DKK 625,000 in 2013 (DKK 625,000 in 2012). Mads Krogsgaard Thomsen serves as a board member of the University of Copenhagen, from which he received remuneration of 
DKK 40,500 in 2013 (DKK 79,800 in 2012). Lise Kingo serves as a board member of Grieg Star Group AS from April 2013, from which she received remuneration of NOK 225,000. 
Jakob Riis serves as a board member of ALK-Abelló A/S, from which he received remuneration of DKK 375,000 in 2013.

eng09 - 27.01 - 49-51.indd   3 31/01/14   11.51

While Novo Nordisk exceeded the planned financial performance 
in 2013, the company did not meet its target of having Tresiba® 
approved in the US due to the Complete Response Letter from 
the US Food and Drug Administration (FDA) in February. This 
event also entailed that the target for the submission of IDegLira 
for regulatory approval to the FDA could not be met. As a 

consequence of these shortcomings, the allocation of shares 
under the long-term incentive programme was reduced. For 
2013, Executive Management was allocated an amount equal 
to 4.75 months’ fixed base salary plus pension contribution per 
member compared with a potential maximum allocation of nine 
months.

Delayed approval of Tresiba® in the US reduces share allocation in the 2013 incentive programme
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Board of Directors

President and CEO of Novo A/S, Denmark, since 
2000. Formerly a member of Corporate 
Management of Novo Nordisk A/S with special 
responsibility for Corporate Staffs. Member of 
the Board of Novo Nordisk A/S since 2005.
Management duties: Novozymes A/S (chair) 
and Copenhagen Airports A/S (chair), both in 
Denmark.
Special competences: Knowledge of the Novo 
Group’s business and its policies, and knowledge 
of the international biotech industry.
Education: MSc in Chemical Engineering (1976) 
from the Technical University of Denmark.

Henrik Gürtler

Formerly Group Director Corporate Affairs 
of Smith & Nephew plc, UK (retired). Member 
of the Board of Novo Nordisk A/S since 2012, 
and member of the Audit Committee since 2012 
and the Nomination Committee since 2013.
Management duties: Member of the board, 
audit committee (chair), remuneration committee 
and nomination committee of Synergy Health plc 
and member of the board of Melrose Industries 
plc, both in the UK. External member of the 
audit committee of the House of Lords, UK.
Special competences: Extensive experience 
within the field of medical devices, significant 
financial knowledge and knowledge of how 
large international companies operate.
Education: BSc (Econ) (Hons) (1977) from 
University College London, UK, and FCA (UK 
Institute of Chartered Accountants) (1982).

Liz Hewitt

Advanced IT quality advisor in the IT QA Office. 
Member of the Board of Novo Nordisk A/S since 
2010.
Education: CISM (2011). Trained as an MCSA/IT 
Security (2009) and as an ISO 9001 lead auditor 
(2006). BSc (1985) from the Technical University 
of Denmark/DIA-E.

Ulrik Hjulmand-Lassen

Formerly CEO of Celltech Group plc, UK (retired). 
Member of the Board of Novo Nordisk A/S in 
2005, vice chair since 2006, chair since 2013 and 
chair of the Nomination Committee since 2013.
Management duties: Symphogen A/S, 
Denmark (chair), member of the boards of Novo 
A/S, Denmark, Molecular Partners AG, 
Switzerland, Archimedes Pharma Ltd., UK, and 
RAND Health, US. Senior advisor to Essex 
Woodlands Health Ventures Ltd., UK.
Special competences: Medical qualifications 
and extensive executive background within the 
international pharmaceutical industry.
Education: Specialism in general medicine 
(1978) and degree in medicine (1973), both 
from Linköping Medical University, Sweden.

Göran Ando (chair)

Chief executive officer of Fondsmæglerselskabet 
Maj Invest A/S, Denmark. Vice chair of the Board 
of Novo Nordisk A/S since 2013.
Management duties: Member of the boards 
of Novo A/S, Haldor Topsøe A/S, KIRKBI A/S 
and Symphogen A/S, all in Denmark.
Special competences: Extensive background 
and experience within the financial sector, in 
particular in relation to financial and capital 
market issues, as well as insight into the investor 
perspective.
Education: MSc in Economics (1985) from the 
University of Copenhagen, Denmark.

Jeppe Christiansen (vice chair)

Formerly executive vice president of AstraZeneca 
(retired). Member of the Board of Novo Nordisk 
A/S since 2011 and member of the Nomination 
Committee since 2013.
Management duties: Member of the boards 
of Smiths Group plc and Vectura Group plc, both 
in the UK, and Wolters Kluwer, the Netherlands. 
Member of the Global Advisory Board at Takeda 
Pharmaceutical Company Limited, Japan.
Special competences: Extensive global 
experience with two companies in the fields of 
pharmaceuticals and medical devices, and 
in-depth knowledge of strategy, sales, marketing 
and governance of major companies.
Education: AMP (1993) from Harvard Business 
School and MBA (1978) from Kellogg School of 
Management at Northwestern University, both in 
the US. Law degree (1973) from Reims University 
and BA in Business Administration (1971) from École 
Supérieure de Commerce de Reims, both in France.

Bruno Angelici

Name (male/female) First elected Term Nationality Born Independence1

Göran Ando (m) 2005 2014 Swedish March 1949 Not independent2

Jeppe Christiansen (m) 2013 2014 Danish November 1959 Not independent2

Bruno Angelici (m) 2011 2014 French April 1947 Independent
Henrik Gürtler (m) 2005 2014 Danish August 1953 Not independent2

Liz Hewitt (f) 2012 2014 British November 1956 Independent4,5

Ulrik Hjulmand-Lassen3 (m) 2010 2014 Danish April 1962 Not independent

1. As designated by NASDAQ OMX Copenhagen in accordance with section 3.2.1 of Recommendations on Corporate Governance (2013). 2. Member of Management or the Board of Novo A/S. 
3. Elected by employees of Novo Nordisk.
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Electrician and full-time shop steward. Member 
of the Board of Novo Nordisk A/S since 1998 
and member of the Audit Committee since 2013.
Management duties: Member of the board 
of the Novo Nordisk Foundation since 1998.
Education: Diploma as an electrician. Diploma 
in further training for board members (2003) 
from the Danish Employees’ Capital Pension 
Fund (LD).

Stig Strøbæk

Formerly CFO and deputy CEO of Stora Enso Oyj, 
Finland (retired). Member of the Board of Novo 
Nordisk A/S since 2009 and chair of the Audit 
Committee since 2012 (member since 2009).
Management duties: Private equity funds Altor 
2003 GP Limited (chair), Altor Fund II GP Limited 
(chair) and Altor III GP Limited (chair), all in 
Jersey, Channel Islands. BillerudKorsnäs AB 
(chair), Sweden. Member of the boards of Amer 
Sports Oyj, Finland, and the private equity fund 
Value Creation Investments Limited, Jersey, 
Channel Islands. Chair of the audit committee of 
Amer Sports Oyj, Finland.
Special competences: International executive 
background and thorough understanding of 
managing finance operations in global organisations, 
in particular in relation to accounting, financial and 
capital market issues, but also experience in private 
equity and mergers & acquisitions (M&A).
Education: BA in Business Administration (1976) 
from Hanken School of Economics, Helsinki, Finland.

Hannu Ryöppönen

External affairs director in Quality Intelligence. 
Member of the Board of Novo Nordisk A/S since 
2006.
Management duties: Member of the board 
of the Novo Nordisk Foundation since 2002.
Education: BSc in Chemical Engineering (1988) 
from the Engineering Academy of Denmark.

Søren Thuesen Pedersen

Laboratory technician and full-time shop 
steward. Member of the Board of Novo Nordisk 
A/S since 2000 and member of the Nomination 
Committee since 2013.
Education: Degree in Medical Laboratory 
Technology (1980) from Copenhagen University 
Hospital, Denmark.

Anne Marie Kverneland

Executive with Vatera Holdings LLC, US. Member 
of the Board of Novo Nordisk A/S since 2011.
Management duties: Melinta Therapeutics Inc. 
(chair), US. Member of the boards of Momenta 
Pharmaceuticals Inc., ImmusanT Inc. and Arisaph 
Pharmaceuticals Inc., all in the US.
Special competences: Extensive R&D 
knowledge, both generally and within the field 
of regulatory affairs. Significant know-how 
about the pharmaceutical industry in general and 
how large international corporations operate. 
Additional knowledge of the US market.
Education: PhD in Medicine & Pathology (1982) 
from the Roswell Park Memorial Institute and 
BSc in Biology (1975) from Daemen College, both 
in the US.

Thomas Paul Koestler

Name (male/female) First elected Term Nationality Born Independence1

Thomas Paul Koestler (m) 2011 2014 American June 1951 Independent
Anne Marie Kverneland3 (f) 2000 2014 Danish July 1956 Not independent
Søren Thuesen Pedersen3 (m) 2006 2014 Danish December 1964 Not independent
Hannu Ryöppönen (m) 2009 2014 Finnish March 1952 Independent4,5

Stig Strøbæk3 (m) 1998 2014 Danish January 1964 Not independent

4. Mr Ryöppönen and Ms Hewitt qualify as independent Audit Committee members as defined by the US Securities and Exchange Commission (SEC). 5. Mr Ryöppönen and Ms Hewitt qualify as 
independent Audit Committee members as defined under part 8 of the Danish Act on Approved Auditors and Audit Firms.
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Executive Management

Lars Fruergaard Jørgensen joined Novo Nordisk 
in 1991 as an economist in Health Care, 
Economy & Planning and has over the years 
completed overseas postings in the US and 
Japan. In 2004, he was appointed senior vice 
president for IT & Corporate Development. In 
January 2013, he was appointed executive vice 
president and chief information officer, assuming 
responsibility for IT, Quality & Corporate 
Development.
Other management duties: Vice chair of the 
board of NNE Pharmaplan A/S and member of 
the board of NNIT A/S, both in Denmark.
Born: November 1966.

Lars Fruergaard Jørgensen
Chief information officer

Kåre Schultz joined Novo Nordisk in 1989 as an 
economist in Health Care, Economy & Planning. 
In November 2000, he was appointed executive 
vice president and chief of staffs. In March 2002, 
he took over the position of executive vice 
president and chief operating officer.
Other management duties: Chair of the board 
of Royal Unibrew A/S and member of the board 
of LEGO A/S, both in Denmark.
Born: May 1961.

Kåre Schultz
Chief operating officer*

Jesper Brandgaard joined Novo Nordisk in 1999 
as senior vice president of Corporate Finance. He 
was appointed executive vice president and chief 
financial officer in November 2000.
Other management duties: Chair of the 
boards of SimCorp A/S and NNIT A/S, both 
in Denmark.
Born: October 1963.

Jesper Brandgaard
Chief financial officer

Lise Kingo joined Novo Industry A/S in 1988 and 
worked over the years to build up the company’s 
Triple Bottom Line business principle. In 1999, 
she was appointed senior vice president, 
Stakeholder Relations. In 2002, she was 
appointed executive vice president and chief 
of staffs, assuming global responsibility for 
Corporate Relations. She is adjunct professor 
at the Medical Faculty, Vrije Universiteit, 
Amsterdam, the Netherlands.
Other management duties: Chair of the board 
of Steno Diabetes Center A/S, Denmark, and 
member of the board of Grieg Star Group AS, 
Norway. Chair of the Danish Council for 
Corporate Responsibility.
Born: August 1961.

Lise Kingo
Chief of staffs

Mads Krogsgaard Thomsen joined Novo Nordisk 
in 1991 as head of Growth Hormone Research. 
He was appointed executive vice president and 
chief science officer in November 2000. He is a 
member of the editorial boards of international 
journals. He has served as president of the 
National Academy of Technical Sciences (ATV), 
Denmark. He is adjunct professor of 
pharmacology at the Royal Veterinary and 
Agricultural University (now the Faculty of 
Health and Medical Sciences of the University 
of Copenhagen), Denmark.
Other management duties: Member of the 
board of the University of Copenhagen, 
Denmark.
Born: December 1960.

Mads Krogsgaard Thomsen
Chief science officer

Jakob Riis joined Novo Nordisk in 1996 as 
a health economist. From 2001 to 2005, he 
worked first in the US sales force and then as 
head of marketing in Japan. In 2005, he was 
appointed senior vice president for International 
Marketing. In January 2013, he was appointed 
executive vice president, assuming responsibility 
for Marketing & Medical Affairs.
Other management duties: Chair of the board 
of Copenhagen Institute of Interaction Design 
and member of the board and audit committee 
of ALK-Abelló A/S, both in Denmark.
Born: April 1966.

Jakob Riis
Executive vice president of Marketing  
& Medical Affairs

Lars Rebien Sørensen joined Novo Nordisk’s 
Enzymes Marketing in 1982. Over the years, he has 
completed several overseas postings, including in 
the Middle East and the US. He was appointed a 
member of Corporate Management in May 1994, 
and in December 1994 was given special 
responsibility within Corporate Management for 

Health Care. He was appointed president and 
chief executive officer in November 2000.
Other management duties: Member of the 
boards of Danmarks Nationalbank, Denmark, and 
Thermo Fisher Scientific Inc., US. Member of the 
Bertelsmann AG Supervisory Board, Germany.
Born: October 1954.

Lars Rebien Sørensen
President and chief executive officer*

* Effective 30 January 2014, Kåre Schultz is appointed president and chief operating officer. Lars Rebien Sørensen continues as chief executive officer.
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Consolidated financial,
social and environmental

statements 2013

Juan Jenny Li works as a 
chemistry professional in Novo 

Nordisk’s Research and 
Development Centre in Beijing.

As Novo Nordisk’s business continues to develop, 
the company remains committed to documenting 
its performance via its integrated reporting. The 
Consolidated financial, social and environmental 
statements are structured to increase focus on what 
drives the company’s performance in accordance 
with the Triple Bottom Line business principle. 

Within each of the financial, social and environmental 
statements, the notes are grouped into sections 
based on how Novo Nordisk views its business. 
Each of the statements includes an overview of the 
sections and notes, and each of the sections has an 
introduction explaining the link between how the 
company does business and how this is reflected in 
Novo Nordisk’s financial, social and environmental 
statements. The disclosures in the notes are 
structured to provide full transparency on the 
disclosed amounts, describing the relevant 
accounting policy, key accounting estimates and 
numerical disclosure for each note.

Consolidated financial statements

 56  Income statement and Statement 
of comprehensive income

 57  Balance sheet
 58  Statement of cash flows
 59  Statement of changes in equity
 60  Notes to the Consolidated financial statements

Consolidated environmental statement 
(supplementary information)

101  Statement of environmental performance
102  Notes to the Consolidated environmental 

statement

Consolidated social statement  
(supplementary information)

 95  Statement of social performance
 96  Notes to the Consolidated social statement
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Income statement 
and Statement of comprehensive income for the year ended 31 December

DKK million Note 2013 2012 2011

Income statement

Net sales  2.1, 2.2 83,572 78,026 66,346
Cost of goods sold 2.2, 2.3 14,140 13,465 12,589

Gross profi t  69,432 64,561 53,757

Sales and distribution costs 2.2, 2.3 23,380 21,544 19,004
Research and development costs 2.2, 2.3 11,733 10,897 9,628
Administrative costs 2.2, 2.3 3,508 3,312 3,245
Licence income and other operating income, net 2.2, 2.3, 5.6 682 666 494

Operating profi t  31,493 29,474 22,374

Financial income 4.7 1,702 125 514
Financial expenses 4.7 656 1,788 963

Profi t before income taxes  32,539 27,811 21,925

Income taxes 2.4 7,355 6,379 4,828

Net profi t for the year  25,184 21,432 17,097

Earnings per share

Basic earnings per share (DKK)1 4.1 9.40 7.82 6.05
Diluted earnings per share (DKK)1 4.1 9.35 7.77 6.00

DKK million Note 2013 2012 2011

Statement of comprehensive income

Net profi t for the year  25,184 21,432 17,097

Other comprehensive income:    
Items that will not be reclassifi ed subsequently to the Income statement:
Remeasurements of defi ned benefi t plans 3.7 54 (281) –

Items that will be reclassifi ed subsequently to the Income statement 
when specifi c conditions are met:
Exchange rate adjustments of investments in subsidiaries   (435) (172) (173)
Cash fl ow hedges, realisation of previously deferred (gains)/losses   (809) 1,182 658
Cash fl ow hedges, deferred gains/(losses) incurred during the period   1,195 849 (1,170)
Other items   75 35 (20)
Tax on other comprehensive income, income/(expense)  2.4 (211) (587) 190

Other comprehensive income for the year, net of tax  (131) 1,026 (515)

Total comprehensive income for the year  25,053 22,458 16,582

1. Comparative fi gures have been restated to refl ect the change in trading unit from DKK 1 to DKK 0.20.
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Balance sheet
at 31 December

DKK million Note  2013 2012

Assets

Intangible assets 3.1  1,615 1,495
Property, plant and equipment 3.2  21,882 21,539
Deferred income tax assets 2.4  4,231 2,244
Other fi nancial assets 4.6  551 228

Total non-current assets   28,279 25,506

Inventories 3.3  9,552 9,543
Trade receivables 3.4  10,907 9,639
Tax receivables   3,155 1,240
Other receivables and prepayments 3.5  2,454 2,705
Marketable securities  4.2, 4.6  3,741 4,552
Derivative fi nancial instruments 4.3  1,521 931
Cash at bank and on hand 4.2, 4.4  10,728 11,553

Total current assets   42,058 40,163

Total assets   70,337 65,669

Equity and liabilities

Share capital 4.1  550 560
Treasury shares 4.1  (21) (17)
Retained earnings   41,137 39,001
Other reserves   903 1,088

Total equity   42,569 40,632

Deferred income tax liabilities 2.4  672 732
Retirement benefi t obligations 3.7  688 760
Provisions 3.6  2,183 1,907

Total non-current liabilities   3,543 3,399

Current debt   4.6  215 500
Trade payables 4.6  4,092 3,859
Tax payables   2,222 593
Other liabilities 3.8  9,386 8,982
Derivative fi nancial instruments 4.3  – 48
Provisions 3.6  8,310 7,656

Total current liabilities   24,225 21,638

Total liabilities   27,768 25,037

Total equity and liabilities   70,337 65,669
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Statement of cash fl ows
for the year ended 31 December

DKK million Note 2013 2012 2011

Net profi t for the year  25,184 21,432 17,097

Adjustment for non-cash items 5.3 10,738 11,253 9,117
Change in working capital 4.5 (265) 274 434
Interest received  131 207 332
Interest paid  (39) (61) (215)
Income taxes paid 2.4 (9,807) (10,891) (5,391)

Net cash generated from operating activities  25,942 22,214 21,374

Proceeds from sale of other fi nancial assets  29 – –
Purchase of intangible assets and other fi nancial assets 3.1, 4.6 (406) (250) (259)
Proceeds from sale of property, plant and equipment  31 53 70
Purchase of property, plant and equipment 3.2 (3,238) (3,372) (3,073)
Net sale/(purchase) of marketable securities  811 (501) (197)

Net cash used in investing activities  (2,773) (4,070) (3,459)

Repayment of loans  – (502) (507)
Purchase of treasury shares, net 4.1 (13,924) (11,896) (10,595)
Dividends paid  4.1 (9,715) (7,742) (5,700)

Net cash used in fi nancing activities   (23,639) (20,140) (16,802)

Net cash generated from activities  (470) (1,996) 1,113

Cash and cash equivalents at the beginning of the year  11,053 13,057 11,960
Exchange gains/(losses) on cash and cash equivalents  (70) (8) (16)

Cash and cash equivalents at the end of the year 4.4 10,513 11,053 13,057
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Statement of changes in equity
at 31 December

     Other reserves  
       
    Exchange     
    rate Cash  Tax and Total 
 Share Treasury Retained adjust- fl ow other other 
DKK million capital shares earnings ment hedges items reserves Total

2013
Balance at the beginning of the year 560 (17) 39,001 226 847 15 1,088 40,632

Net profi t for the year   25,184     25,184
Other comprehensive income for the year   54 (435) 386 (136) (185) (131)

Total comprehensive income for the year   25,238 (435) 386 (136) (185) 25,053

Transactions with owners:
Dividends (note 4.1)   (9,715)     (9,715)
Share-based payments (note 5.1)   409     409
Tax credit related to share option scheme   114     114
Purchase of treasury shares (note 4.1)  (15) (13,974)     (13,989)
Sale of treasury shares (note 4.1)  1 64     65
Reduction of the B share capital (note 4.1) (10) 10      –

Balance at the end of the year 550 (21) 41,137 (209) 1,233 (121) 903 42,569

2012
Balance at the beginning of the year 580 (24) 37,111 398 (1,184) 567 (219) 37,448

Net profi t for the year   21,432     21,432
Other comprehensive income for the year   (281) (172) 2,031 (552) 1,307 1,026

Total comprehensive income for the year   21,151 (172) 2,031 (552) 1,307 22,458

Transactions with owners:
Dividends (note 4.1)   (7,742)     (7,742)
Share-based payments (note 5.1)   308     308
Tax credit related to share option scheme   56     56
Purchase of treasury shares (note 4.1)  (15) (12,147)     (12,162)
Sale of treasury shares (note 4.1)  2 264     266
Reduction of the B share capital (note 4.1) (20) 20      –

Balance at the end of the year 560 (17) 39,001 226 847 15 1,088 40,632

2011
Balance at the beginning of the year 600 (28) 36,097 571 (672) 397 296 36,965

Net profi t for the year   17,097     17,097
Other comprehensive income for the year    (173) (512) 170 (515) (515)

Total comprehensive income for the year   17,097 (173) (512) 170 (515) 16,582

Transactions with owners:
Dividends (note 4.1)   (5,700)     (5,700)
Share-based payments (note 5.1)   319     319
Purchase of treasury shares (note 4.1)  (18) (10,821)     (10,839)
Sale of treasury shares (note 4.1)  2 242     244
Tax on sale of treasury shares   (123)     (123)
Reduction of the B share capital (note 4.1) (20) 20      –

Balance at the end of the year 580 (24) 37,111 398 (1,184) 567 (219) 37,448
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Section 1 Basis of preparation
Read this section to get an overview of the fi nancial accounting policies in 
general and an overview of Management’s key accounting estimates.

1.1 Summary of signifi cant accounting policies, p 61
1.2 Summary of key accounting estimates, p 62
1.3 Changes in accounting policies and disclosures, p 62
1.4 General accounting policies, p 62

Section 2 Results for the year
Read this section to get more details on the results for the year, including 
operating segments, taxes and employee costs.

2.1 Net sales and sales deductions, p 63
2.2 Segment information, p 65
2.3 Employee costs, p 68
2.4 Income and deferred income taxes, p 68

Section 3 Operating assets and liabilities
Read this section to get more details on the assets that form the basis for 
the activities of Novo Nordisk, and the related liabilities.

3.1 Intangible assets, p 71
3.2 Property, plant and equipment, p 72
3.3 Inventories, p 73
3.4 Trade receivables, p 73
3.5 Other receivables and prepayments, p 74
3.6 Provisions and contingent liabilities, p 74
3.7 Retirement benefi t obligations, p 76
3.8 Other liabilities, p 77

Section 4 Capital structure and fi nancing items
Read this section to gain an insight into the capital structure, cash fl ow and 
fi nancing items.

4.1 Share capital, distribution to shareholders and earnings per share, p 78
4.2 Financial risks, p 79
4.3 Derivative fi nancial instruments, p 81
4.4 Cash and cash equivalents, fi nancial resources and free cash fl ow, p 83
4.5 Change in working capital, p 83
4.6 Financial assets and liabilities, p 84
4.7 Financial income and expenses, p 85

Section 5 Other disclosures
Read this section for more details on the statutory notes that have 
secondary importance from the perspective of Novo Nordisk.

5.1 Share-based payment schemes, p 86
5.2 Management’s holdings of Novo Nordisk shares, p 88
5.3 Adjustments for non-cash items, p 89
5.4 Commitments, p 90
5.5 Related party transactions, p 91
5.6 Licence income and other operating income, net, p 91
5.7 Fee to statutory auditors, p 91
5.8 Companies in the Novo Nordisk Group, p 92
5.9 Financial defi nitions, p 93

Notes
Sections in the Consolidated fi nancial statements
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 For acquired in-process research and development projects, the 
probability effect is refl ected in the cost of the asset, and the probability 
recognition criteria are therefore always considered satisfi ed. As the 
cost of acquired in-process research and development projects can often 
be measured reliably, these projects fulfi l the capitalisation criteria as 
intangible assets upon acquisition. However, further internal development 
costs subsequent to acquisition are treated in the same way as other 
internal development costs.

• Derivative fi nancial instruments (note 4.3)
Novo Nordisk hedges commercial exposures, with foreign exchange risk 
being the principal fi nancial risk for the Group. The overall objective of 
foreign exchange risk management is to limit the short-term negative 
impact on net profi t and cash fl ow from exchange rate fl uctuations, 
thereby increasing the predictability of the fi nancial results. The purpose 
of hedge accounting is to match the impact of the hedged item and the 
hedging instrument in the Consolidated income statement. Management 
has chosen to classify the result of hedging activities as part of fi nancial 
items. Thus, as the majority of Novo Nordisk’s sales are in EUR, USD, JPY, 
CNY, GBP and CAD, net sales will be impacted by exchange rate 
fl uctuations whereas the impact of exchange rate fl uctuations on Profi t 
before income taxes depends on the results of the hedging activities and 
the development in non-hedged currencies. 

In addition, the following other accounting policies are considered relevant 
to an understanding of the Consolidated fi nancial statements:

• Income taxes (note 2.4)
• Property, plant and equipment including impairment (note 3.2)
• Inventories (note 3.3)
• Trade receivables and allowance for doubtful trade receivables (note 3.4)
• Provisions for legal disputes (note 3.6).

Defi ning materiality
The Consolidated fi nancial statements are a result of processing large 
numbers of transactions and aggregating those transactions into classes 
according to their nature or function. When aggregated, the transactions 
are presented in classes of similar items in the Consolidated fi nancial 
statements. If a line item is not individually material, it is aggregated with 
other items of a similar nature in the Consolidated fi nancial statements 
or in the notes. 

There are substantial disclosure requirements throughout IFRS. 
Management provides specifi c disclosures required by IFRS unless the 
information is considered immaterial to the economic decision-making 
of the users of these fi nancial statements or not applicable.

1.1 Summary of signifi cant accounting 
policies 

The Consolidated fi nancial statements included in this Annual Report have 
been prepared in accordance with International Financial Reporting 
Standards (IFRS) as issued by the International Accounting Standards Board 
(IASB), in accordance with IFRS as endorsed by the European Union and also 
in accordance with additional Danish disclosure requirements for annual 
reports of listed companies. 

Measurement basis
The Consolidated fi nancial statements have been prepared on the historical 
cost basis except for derivative fi nancial instruments, equity investments 
and marketable securities measured at fair value.

The principal accounting policies set out below have been applied 
 consistently in the preparation of the Consolidated fi nancial statements for 
all the years presented. 

Principal accounting policies
Novo Nordisk’s accounting policies are described in each of the individual 
notes to the Consolidated fi nancial statements. Considering all the 
accounting policies applied, Management regards the following as the most 
signifi cant accounting policies for the recognition and measurement of 
reported amounts:

• Net sales and sales deductions (notes 2.1 and 3.6)
Revenue is only recognised when, in Management’s judgement, the 
signifi cant risks and rewards of ownership have been transferred and 
when the Group does not retain managerial involvement in or effective 
control over the goods sold. To arrive at net sales, rebates and discounts 
to retail customers, government agencies, wholesalers, health insurance 
companies and managed healthcare organisations are deducted from 
gross sales. These deductions include estimates of unsettled obligations, 
requiring the use of judgement when estimating the effect of these sales 
deductions on gross sales for a reporting period.

 
• Research and development (note 3.1 and 3.2)

Internal research costs are fully charged to the consolidated income 
statement in the period in which they are incurred, consistent with 
industry practice. Novo Nordisk considers that regulatory and other 
uncertainties inherent in the development of new products preclude the 
capitalisation of internal development costs as an intangible asset until 
marketing approval from the regulatory authority in a relevant major 
market is obtained or highly probable. The same principles are applied 
to plant and equipment with no alternative use developed as part of 
a research and development project. However, plant and equipment with 
alternative use or used for general research and development purposes is 
capitalised and depreciated over its estimated useful life as research and 
development costs.

Section 1
Basis of preparation of the Consolidated fi nancial statements

Novo Nordisk presents its Consolidated fi nancial statements on the basis of the latest developments in international 
fi nancial reporting and strives for early adoption of EU-endorsed IFRS accounting standards.

All entities in the Novo Nordisk Group follow the same Group accounting policies. This section gives a summary of the 
signifi cant accounting policies, Management’s key accounting estimates, new IFRS requirements and other accounting 
policies in general. A detailed description of accounting policies and key accounting estimates related to specifi c 
reported amounts is presented in each note to the relevant fi nancial items. 
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1.2 Summary of key accounting 
estimates

The use of reasonable estimates is an essential part of the preparation 
of the Consolidated fi nancial statements. Given the uncertainties inherent 
in Novo Nordisk’s business activities, Management must make certain 
estimates and judgements that affect the application of accounting policies 
and reported amounts of assets, liabilities, sales, costs, cash fl ows and 
related disclosures at the date(s) of the Consolidated fi nancial statements.

Management bases its estimates on historical experience and various 
other assumptions that are held to be reasonable under the circumstances. 
The estimates and underlying assumptions are reviewed on an ongoing 
basis and, if necessary, changes are recognised in the period in which 
the estimate is revised. Management considers the carrying amounts 
recognised in relation to the key accounting estimates mentioned below 
to be reasonable and appropriate based on currently available information. 
However, the actual amounts may differ from the amounts estimated as 
more detailed information becomes available.

Management regards the following as the key accounting estimates 
and assumptions used in the preparation of the Consolidated fi nancial 
statements:

• Sales deductions and provisions for sales rebates (notes 2.1 and 3.6) 
• Indirect production costs (note 3.3)
• Allowance for doubtful trade receivables (note 3.4)
• Income taxes (note 2.4)
• Provisions for legal disputes (note 3.6).

Please refer to the specifi c notes for further information on the key 
 accounting estimates and assumptions applied. 

1.3 Changes in accounting policies 
and disclosures

Early adoption of new or amended IFRSs
With effect from 1 January 2013, Novo Nordisk has implemented the 
new standards IFRS 10 ‘Consolidated Financial Statements’, IFRS 11 ‘Joint 
Arrangements’ and IFRS 12 ‘Disclosure of Interests in Other Entities’. 
These new standards have no material impact on the Consolidated fi nancial 
statements in 2013, nor is a signifi cant impact expected on future periods.

Adoption of new or amended IFRSs
IAS 19R ‘Employee benefi ts’ effective for annual periods beginning on or 
after 1 July 2012 was early adopted in 2012. As retrospective application 
of these changes only had an immaterial impact on each previous fi nancial 
year, Management fully adopted the revised standard in 2012 without 
restating previous years’ comparative amounts and disclosures. Please refer 
to note 3.7 for a detailed description of the accounting policy for retirement 
benefi t obligations. 

Furthermore, amendment to IAS 1 ‘Presentation of fi nancial statements’, 
effective for annual periods beginning on or after 1 July 2012, was early 
adopted in 2012 with no material impact on the Consolidated fi nancial 
statements. For a further description please refer to the Annual Report 
2012.

Based on an assessment of new or amended and revised accounting 
standards and interpretations (‘IFRSs’) issued by IASB and IFRSs endorsed 
by the European Union effective on or after 1 January 2013, it has been 
assessed that the application of these new IFRSs has not had a material 
impact on the Consolidated fi nancial statements in 2013 and Management 
does not anticipate any signifi cant impact on future periods from the 
adoption of these new IFRSs.

New or amended IFRSs that have been issued but have not yet come 
into effect and have not been early adopted
In addition to the above, IASB has issued a number of new or amended 
and revised accounting standards and interpretations that have not 
yet come into effect. The following standards are in general expected to 
change current accounting regulation most signifi cantly:

• IASB has issued IFRS 9 ‘Financial Instruments’, which awaits fi nal effective 
date and EU endorsement. IFRS 9 is part of the IASB’s project to replace 
IAS 39, and the new standard will substantially change the classifi cation 
and measurement of fi nancial instruments and hedging requirements. 
Novo Nordisk has assessed the impact of the standard and determined 
that it will not have any signifi cant impact on the Consolidated fi nancial 
statements in its current wording. 

• IASB has issued re-exposure drafts on IAS 17 ‘Leasing’ and IAS 18 
‘Revenue’. The revised IAS 18 is expected to have only immaterial impact 
on the Consolidated fi nancial statements. Depending on the wording of 
the fi nal standard, the change in lease accounting is expected to require 
capitalisation of the majority of the Group’s operational lease contracts, 
representing less than 10% of total assets, with a minor impact on the 
Group’s assets, liabilities and fi nancial ratios, and no signifi cant impact on 
net profi t. 

Changes in classifi cation
With effect from 1 January 2013, Novo Nordisk has changed the 
classifi cation of uncertain tax positions. Previously these were presented 
net as part of deferred tax liabilities. As of 2013 these are presented gross 
as part of deferred tax assets, tax receivables and tax payables. Refer to 
note 2.4 for further description.

1.4 General accounting 
policies

Principles of consolidation
The Consolidated fi nancial statements incorporate the fi nancial statements 
of Novo Nordisk A/S and entities controlled by Novo Nordisk A/S. Control 
exists when Novo Nordisk own more than 50% of the voting rights or has 
the power to govern the entity in some other way.

Where necessary, adjustments are made to the fi nancial statements 
of  subsidiaries to bring their accounting policies into line with Novo Nordisk 
group policies. All intra-Group transactions, balances, income and expenses 
are eliminated in full when consolidated.

Translation of foreign currencies
Functional and presentation currency
Items included in the fi nancial statements of each of Novo Nordisk’s entities 
are measured using the currency of the primary economic environment in 
which the entity operates (functional currency). The Consolidated fi nancial 
statements are presented in Danish kroner (DKK), which is also the 
functional and presentation currency of the parent company.

Translation of transactions and balances
Foreign currency transactions are translated into the functional currency 
using the exchange rates prevailing at the dates of the transactions. 
Foreign exchange gains and losses resulting from the settlement of 
such trans actions and from the translation at year-end exchange rates 
of  monetary assets and liabilities denominated in foreign currencies are 
 recognised in the Income statement.

Translation differences on non-monetary items, such as fi nancial assets 
 classifi ed as available for sale including equity investments, are recognised 
in Other comprehensive income. 

Translation of Group companies
Financial statements of foreign subsidiaries are translated into Danish 
kroner at the exchange rates prevailing at the end of the reporting period 
for balance sheet items, and at average exchange rates for income 
statement items. 

All effects of exchange rate adjustment are recognised in the Income 
 statement, with the exception of exchange rate adjustments of investments 
in subsidiaries arising from:

• the translation of foreign subsidiaries’ net assets at the beginning of the 
year at the exchange rates at the end of the reporting period

• the translation of foreign subsidiaries’ statement of comprehensive 
income from average exchange rates to exchange rates at the end of the 
reporting period 

• the translation of non-current intra-Group receivables that are considered 
to be an addition to net investments in subsidiaries.

These specifi c exchange rate adjustments are recognised in Other 
comprehensive income.
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Section 2
Results for the year

This section comprises notes related to the results for the year, including sales and sales deductions, segment 
information, employee costs as well as details on income and deferred income taxes. Consequently the section provides 
additional information related to performance against two of Novo Nordisk’s four long-term fi nancial targets: Operating 
profi t margin and Growth in operating profi t.

Continued growth in the number of patients, a global commercial presence and innovative products drive Novo 
Nordisk’s growth in sales. Over the last fi ve years, growth in operating profi t has been higher than sales growth, resulting 
in an increasing operating margin. The gross margin expansion has primarily been driven by a positive product mix and 
a favourable pricing development. The operating margin expansion has also been supported by a modest development 
in administrative costs and economy of scale advantages within sales and marketing, whereas research and development 
costs have been growing in line with sales. Novo Nordisk continues to invest in innovation while contributing to society 
by paying corporate taxes in the countries where it operates. The Management review section ‘2013 performance and 
2014 outlook’ on p 6 gives a detailed description of the results for the year.

2.1 Net sales and 
sales deductions

Accounting policies
Revenue from goods sold is recognised when Novo Nordisk has transferred 
the signifi cant risks and rewards to the buyer, and the amount of revenue 
can be measured reliably.

Sales are measured at the fair value of the consideration received or 
receivable. When sales are recognised, Novo Nordisk also records estimates 
for a variety of sales deductions, including rebates, discounts, refunds, 

incentives and product returns. Sales deductions are recognised as a 
reduction of gross sales to arrive at net sales. Where contracts contain 
customer acceptance provisions, Novo Nordisk recognises sales when the 
acceptance criteria are satisfi ed.

Revenue recognition for new product launches is based on specifi c facts 
and circumstances relating to those products,  including estimated demand 
and acceptance rates for well-established products with similar market 
characteristics. Where shipments of new products are made on a sale or 
return basis, without suffi cient historical experience for estimating sales 
returns, revenue is only recorded when there is evidence of consumption or 
when the right of return has expired. 

Overall sales performance
The sales performance for a fi ve-year period is presented below in respect of business performance and geographical areas:

Financial performance

DKK million 2013 2012 2011 2010 2009

Net sales
  Modern insulins (insulin analogues) 38,153 34,821 28,765 26,601 21,471
  Human insulins  10,869 11,302 10,785 11,827 11,315
  Victoza® 11,633 9,495 5,991 2,317 87
  Protein-related products 2,555 2,511 2,309 2,214 1,977
  Oral antidiabetic products (OAD) 2,246 2,758 2,575 2,751 2,652

  Diabetes care total 65,456 60,887 50,425 45,710 37,502

  NovoSeven® 9,256 8,933 8,347 8,030 7,072
  Norditropin® 6,114 5,698 5,047 4,803 4,401
  Other biopharmaceuticals 2,746 2,508 2,527 2,233 2,103

  Biopharmaceuticals total 18,116 17,139 15,921 15,066 13,576

Net sales by business segment 83,572 78,026 66,346 60,776 51,078

  North America 39,024 34,220 26,586 23,609 18,279
  Europe 20,063 19,707 19,168 18,664 17,540
  International Operations  12,007 11,080 9,367 8,335 6,835
  Japan & Korea 5,317 6,617 6,223 5,660 4,888
  Region China 7,161 6,402 5,002 4,508 3,536

Net sales by geographical segment 83,572 78,026 66,346 60,776 51,078
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2.1 Net sales and sales deductions 
(continued)

Key accounting estimates – Sales deductions
Sales discounts and sales rebates are predominantly issued in Region North 
America. In this region, signifi cant sales rebates are paid in connection 
with US public healthcare insurance programmes, namely Medicare and 
Medicaid, as well as rebates to managed healthcare plans. The most 
signifi cant discounts are offered under contracts with institutions, mostly 
hospitals and government agencies. In addition, political pressure to contain 
healthcare costs has led several other countries to impose signifi cant price 
reductions on pharmaceutical products. As such, concerted austerity 
measures have been implemented by governments in countries in Region 
Europe, while government-mandated price cuts have been introduced in 
Region China, Japan and major countries in Region International 
Operations.

US Medicaid and Medicare rebates
Medicaid and Medicare rebates have been calculated using a combination 
of historical experience, product and population growth, price increases, 
the impact of contracting strategies and specifi c terms in the individual 
agreements. For Medicaid, the calculation of rebates also involves 
interpretation of relevant regulations that are subject to changes in 
 interpretative guidance from government authorities. Although accruals 
are made for Medicaid and Medicare rebates at the time sales are recorded, 
the actual rebates related to the specifi c sale will typically be invoiced to 
Novo Nordisk up to nine months later. Due to the time lag, the rebate 
adjustments to sales in any particular period may incorporate adjustments 
of accruals for prior periods.

US managed healthcare rebates
Rebates are offered to a number of managed healthcare plans. These rebate 
programmes allow the customer to receive a rebate after attaining certain 
performance parameters relating to formulary status and pre-established 
market share milestones relative to competitors. Rebates are estimated 
according to the specifi c terms in each agreement, historical experience, 
anticipated channel mix, product growth rates and market share 
information. Novo Nordisk adjusts the provision periodically to refl ect actual 
sales performance. 

US wholesaler charge-backs
Wholesaler charge-backs relate to contractual arrangements between 
Novo Nordisk and indirect customers in the US, whereby products are sold 
at contract prices lower than the list price originally charged to wholesalers. 
A wholesaler charge-back represents the difference between the invoice 
price to the wholesaler and the indirect customer’s contract price. Provisions 
are calculated for estimated charge-backs using a combination of factors 
such as historical experience, current wholesaler inventory levels, contract 
terms and the value of claims received but not yet processed. Wholesaler 
charge-backs are generally settled within 10 to 30 days of the liability being 
incurred.

Discounts, sales returns and other rebates
Other discounts are provided to wholesalers, hospitals, pharmacies etc, 
and are usually linked to sales volume or provided as cash discounts. Sales 
returns are related to damaged or expired products. Accruals are calculated 
based on historical data, and recorded as a reduction in gross sales at the 
time the related sales are recorded.

Arrangements with certain healthcare providers may require Novo Nordisk 
to make refunds to the healthcare providers if anticipated treatment 
outcomes do not meet predefi ned targets.

Gross-to-net sales reconciliation

DKK million 2013 2012 2011

Gross sales 115,906 103,948 84,386

US Medicaid and Medicare rebates (9,959) (7,519) (5,075)
US managed healthcare rebates (5,481) (4,390) (2,551)
US wholesaler charge-backs (10,126) (8,196) (5,894)
US discounts and sales returns (2,978) (2,620) (1,886)
Non-US rebates, discounts and 
sales returns (3,790) (3,197) (2,634)

Total gross-to-net sales adjustments (32,334) (25,922) (18,040)

Net sales 83,572 78,026 66,346

Provisions for sales rebates are adjusted to actual amounts as rebates and 
discounts are processed. Please refer to note 3.6 for further information on 
sales-related provisions.
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2.2 Segment 
information

Accounting policies
Operating segments are reported in a manner consistent with the internal 
reporting provided to Management and the Board of Directors. 

Business segments

Novo Nordisk operates in two business segments based on  therapies: 
 Diabetes care and Biopharmaceuticals. 

The Diabetes care business segment includes research, development, 
manufacturing and marketing of products within the areas of insulin, GLP-1 
and related delivery systems, oral antidiabetic products (OAD) and obesity.

The Biopharmaceuticals business segment includes research, development, 
manufacturing and marketing of products within the areas of haemophilia, 
growth hormone therapy, hormone replacement therapy, infl ammation 
therapy and other therapy areas.

Segment performance is evaluated on the basis of operating profi t 
 consistent with the Consolidated fi nancial statements. Financial income and 
expenses and income taxes are managed at Group level and are not 
 allocated to business segments.

There are no sales or other transactions between the business segments. 
Costs have been split between business segments according to a specifi c 
allocation with the addition of a minor number of corporate overhead costs 
allocated systematically between the segments. Licence income and other 
 operating income has been allocated to the two segments based on the 
same principle. Segment assets comprise the assets that are applied directly 
to the activities of the segment, including intangible assets, property, plant 
and equipment, other fi nancial assets, inventories, trade receivables, and 
other receivables and prepayments. 

No single customer represents more than 10% of the total sales and no 
operating segments have been aggregated to form the reported business 
segments.

Business segments

DKK million 2013 2012 2011 2013 2012 2011 2013 2012 2011

Segment sales Diabetes care Biopharmaceuticals Total

NovoRapid® / NovoLog® 16,848 15,693 12,804      
NovoMix® / NovoLog® Mix 9,759 9,342 8,278      
Levemir® 11,546 9,786 7,683      
Total modern insulins 38,153 34,821 28,765      
Human insulins 10,869 11,302 10,785      
Victoza® 11,633 9,495 5,991      
Protein-related products 2,555 2,511 2,309      
Oral antidiabetic products (OAD) 2,246 2,758 2,575      

Diabetes care total sales 65,456 60,887 50,425      

NovoSeven®    9,256 8,933 8,347   
Norditropin®    6,114 5,698 5,047   
Other products    2,746 2,508 2,527   

Biopharmaceuticals total sales     18,116 17,139 15,921   

Segment key fi gures
Total net sales 65,456 60,887 50,425 18,116 17,139 15,921 83,572 78,026 66,346
Change in DKK (%) 7.5% 20.7% 10.3% 5.7% 7.7% 5.7% 7.1% 17.6% 9.2%
Change in local currencies (%) 12.0% 14.5% 12.6% 11.5% 2.4% 7.6% 11.9% 11.6% 11.4%

Cost of goods sold 11,909 11,435 10,762 2,231 2,030 1,827 14,140 13,465 12,589
Sales and distribution costs 20,584 18,894 16,476 2,796 2,650 2,528 23,380 21,544 19,004
Research and development costs 7,786 7,322 6,402 3,947 3,575 3,226 11,733 10,897 9,628
Administrative costs 2,767 2,604 2,485 741 708 760 3,508 3,312 3,245
Licence income and other operating 
income, net 510 464 285 172 202 209 682 666 494
Operating profi t  22,920 21,096 14,585 8,573 8,378 7,789 31,493 29,474 22,374
Operating margin 35.0% 34.6% 28.9% 47.3% 48.9% 48.9% 37.7% 37.8% 33.7%

Depreciation, amortisation and 
impairment losses expensed 2,209 2,167 2,051 590 526 686 2,799 2,693 2,737
Additions to Intangible assets 
and Property, plant and equipment 2,651 2,800 2,654 990 770 678 3,641 3,570 3,332

Assets allocated to business segments 36,436 36,030 34,853 10,525 9,119 8,998 46,961 45,149 43,851
Assets not allocated to business 
segments1       23,376 20,520 20,847
Total assets       70,337 65,669 64,698

1. The part of total assets that remains unallocated to either of the two business segments includes Cash at bank and on hand, Marketable securities, Derivative fi nancial instruments 
deferred tax assets and tax receivables.
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Information about geographical areas

Novo Nordisk operates in fi ve geographical regions:

• North America: the US and Canada
• Europe: the EU, EFTA, Albania, Bosnia-Hercegovina, Macedonia, Serbia, 

Montenegro and Kosovo
• Japan & Korea: Japan and Korea
• Region China: China, Hong Kong and Taiwan
• International Operations: all other countries.

Sales are attributed to geographical regions according to the location of the 
customer. Allocation of property, plant and equipment, trade receivables, 
allowance for trade receivables and total assets are based on the location of 
the assets.

The country of domicile is Denmark, which is part of Region Europe. 
Denmark is immaterial to Novo Nordisk’s activities in terms of geographical 
size and the operational business segments. More than 99.4% of total 
sales are realised outside Denmark. Sales to external customers attributed 
to the US are collectively the most material to the Group. The US is the only 
country where sales contribute more than 10% of total sales. Sales to the 
US represent more than 90% of sales in Region North America.

For patent expiry in key markets, please refer to note 2.5 in the social 
statements, where the various marketed products are listed.

2.2 Segment information 
(continued)

Geographical areas

DKK million 2013 2012 2011 2013 2012 2011

 North America Europe

Sales by business segment:
    NovoRapid® / NovoLog® 9,953 9,033 6,934 3,819 3,707 3,464
    NovoMix® / NovoLog® Mix 2,694 2,488 2,088 2,450 2,544 2,623
    Levemir® 6,823 5,290 3,711 2,909 2,833 2,577
  Modern insulins (insulin analogues) 19,470 16,811 12,733 9,178 9,084 8,664
  Human insulins 1,976 1,959 1,762 2,427 2,642 3,032
  Victoza® 7,537 5,930 3,716 2,896 2,427 1,620
  Other diabetes care 1,590 1,998 1,705 885 965 1,210

  Diabetes care total 30,573 26,698 19,916 15,386 15,118 14,526

  NovoSeven® 4,459 4,397 3,951 2,294 2,206 2,310
  Norditropin® 2,273 1,721 1,394 1,729 1,741 1,705
  Other biopharmaceuticals 1,719 1,404 1,325 654 642 627

  Biopharmaceuticals total 8,451 7,522 6,670 4,677 4,589 4,642

Total sales by business and geographical segment 39,024 34,220 26,586 20,063 19,707 19,168

Underlying sales growth in local currencies1 17.8% 19.2% 17.9% 2.5% 2.0% 2.4%
Currency effect (local currency impact) (3.8%) 9.5% (5.3%) (0.7%) 0.8% 0.3%

Total sales growth as reported 14.0% 28.7% 12.6% 1.8% 2.8% 2.7%

Property, plant and equipment 1,571 1,500 1,329 16,801 16,200 15,681
Trade receivables 3,076 2,278 2,081 3,779 3,688 3,652
Allowance for doubtful trade receivables  (20) (18) (22) (245) (239) (333)
Total assets 7,057 5,867 5,465 51,205 47,663 47,202

1. Additional non-IFRS measure; please refer to p 93 for defi nition.
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2.2 Segment information 
(continued)

Geographical areas

DKK million 2013 2012 2011 2013 2012 2011

 International Operations Japan & Korea

Sales by business segment:
    NovoRapid® / NovoLog® 1,639 1,408 1,100 951 1,175 1,057
    NovoMix® / NovoLog® Mix 1,875 1,708 1,482 789 1,028 970
    Levemir® 1,290 1,106 942 288 386 363
  Modern insulins (insulin analogues) 4,804 4,222 3,524 2,028 2,589 2,390
  Human insulins 2,954 3,073 2,581 490 768 960
  Victoza® 741 613 322 331 455 327
  Other diabetes care 692 632 583 471 493 430

  Diabetes care total 9,191 8,540 7,010 3,320 4,305 4,107

  NovoSeven® 1,716 1,526 1,485 629 646 482
  Norditropin® 853 780 651 1,246 1,442 1,285
  Other biopharmaceuticals 247 234 221 122 224 349

  Biopharmaceuticals total 2,816 2,540 2,357 1,997 2,312 2,116

Total sales by business and geographical segment 12,007 11,080 9,367 5,317 6,617 6,223

Underlying sales growth in local currencies1 17.0% 16.2% 17.1% (0.1%) (1.5%) 5.1%
Currency effect (local currency impact) (8.6%) 2.1% (4.7%) (19.5%) 7.8% 4.8%

Total sales growth as reported 8.4% 18.3% 12.4% (19.6%) 6.3% 9.9%

Property, plant and equipment 1,292 1,508 1,672 140 174 207
Trade receivables 2,196 2,177 2,052 269 335 377
Allowance for doubtful trade receivables  (716) (710) (535) (8) (3) (2)
Total assets 5,945 6,660 6,419 1,022 989 1,388

DKK million 2013 2012 2011 2013 2012 2011

 Region China Total sum of the fi ve regions

Sales by business segment:
    NovoRapid® / NovoLog® 486 370 249 16,848 15,693 12,804
    NovoMix® / NovoLog® Mix 1,951 1,574 1,115 9,759 9,342 8,278
    Levemir® 236 171 90 11,546 9,786 7,683
  Modern insulins (insulin analogues) 2,673 2,115 1,454 38,153 34,821 28,765
  Human insulins 3,022 2,860 2,450 10,869 11,302 10,785
  Victoza® 128 70 6 11,633 9,495 5,991
  Other diabetes care 1,163 1,181 956 4,801 5,269 4,884

  Diabetes care total 6,986 6,226 4,866 65,456 60,887 50,425

  NovoSeven® 158 158 119 9,256 8,933 8,347
  Norditropin® 13 14 12 6,114 5,698 5,047
  Other biopharmaceuticals 4 4 5 2,746 2,508 2,527

  Biopharmaceuticals total 175 176 136 18,116 17,139 15,921

Total sales by business and geographical segment 7,161 6,402 5,002 83,572 78,026 66,346

Underlying sales growth in local currencies1 12.7% 16.3% 11.7% 11.9% 11.6% 11.4%
Currency effect (local currency impact) (0.8%) 11.7% (0.7%) (4.8%) 6.0% (2.2%)

Total sales growth as reported 11.9% 28.0% 11.0% 7.1% 17.6% 9.2%

Property, plant and equipment 2,078 2,157 2,042 21,882 21,539 20,931
Trade receivables 1,587 1,161 1,187 10,907 9,639 9,349
Allowance for doubtful trade receivables  0 (54) 0 (989) (1,024) (892)
Total assets 5,108 4,490 4,224 70,337 65,669 64,698

1. Additional non-IFRS measure; please refer to p 93 for defi nition.
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2.4 Income and deferred 
income taxes

Income taxes

Accounting policies
The tax expense for the period comprises current and deferred tax and 
interest on tax cases ongoing or settled during the year, including 
adjustments to previous years and changes in provision for uncertain tax 
positions. Tax is recognised in the Income statement, except to the extent 
that it relates to items recognised in Other comprehensive income.

Following developments in ongoing tax disputes primarily related to 
transfer pricing cases, uncertain tax positions previously presented net as 
part of deferred tax liabilities are as of 2013 presented individually as part 
of deferred tax assets, tax receivables and tax payables. As retrospective 
application of this change in classifi cation would have only an immaterial 
impact on comparative amounts, Novo Nordisk has applied the 
reclassifi cation in 2013 without restating previous years’ comparative 
amounts and disclosures. Had comparative amounts been restated for 
2012, deferred tax liabilities would decrease by DKK 716 million, 
deferred tax assets increase by DKK 614 million, tax receivables increase 
by DKK 425 million and tax payables increase by DKK 1,755 million. 
In 2013 uncertain tax positions of DKK 1,705 million is presented as 
DKK 760 million in deferred tax assets, DKK 2,317 million in tax receivables 
and DKK 1,372 million in tax payables.

Key accounting estimate – Income taxes
Novo Nordisk is subject to income taxes around the world. Signifi cant 
judgement is required in determining the worldwide accrual for income 
taxes, deferred income tax assets and liabilities, and provision for 
uncertain tax positions. Novo Nordisk recognises deferred income tax 
assets if it is probable that suffi cient taxable income will be available in the 
future against which the temporary differences and unused tax losses can 
be utilised. Management has considered future taxable income in assessing 
whether deferred income tax assets should be recognised. In the course of 
conducting business globally, transfer pricing disputes with tax authorities 
may occur, and Management judgement is applied to assess the possible 
outcome of such disputes. Novo Nordisk believes that the provision made 
for uncertain tax positions not yet settled with local tax authorities is 
adequate. However, the actual obligation may deviate and is dependent on 
the result of litigations and settlements with the relevant tax authorities.

2.3 Employee 
costs

Accounting policies
Wages, salaries, social security contributions, annual leave and sick leave, 
bonuses and non-monetary benefi ts are recognised in the year in which 
the associated services are rendered by employees of Novo Nordisk. Where 
Novo Nordisk provides long-term employee benefi ts, the costs are accrued 
to match the rendering of the services by the employees concerned.

Employee costs

DKK million 2013 2012 2011

Wages and salaries 19,077 17,301 16,127
Share-based payment costs (note 5.1) 409 308 319
Pensions – defi ned contribution plans 1,428 1,302 1,155
Pensions – retirement benefi t 
obligations (note 3.7) 113 150 (2)
Other social security contributions 1,489 1,358 1,189
Other employee costs 1,891 1,779 1,491

Total employee costs for the year 24,407 22,198 20,279

Employee costs included 
in property, plant and equipment1 (772) (533) (496)
Change in employee costs included 
in inventories (29) (70) (37)

Total employee costs 23,606 21,595 19,746

Included in the Income statement:
Cost of goods sold 5,160 4,627 4,302
Sales and distribution costs 9,831 8,784 7,961
Research and development costs 4,680 4,298 3,980
Administrative costs 2,250 2,205 1,993
Licence income and other operating 
income, net 1,685 1,681 1,510

Total employee costs 23,606 21,595 19,746

1. This refl ects annual gross employee costs included in property, plant and equipment, 
which subsequently will be included in depreciation and impairment losses.

Average number of full-time employees 36,144 33,061 31,499
Year-end number of full-time employees 37,978 34,286 32,136

Remuneration to Executive Management and 
Board of Directors

DKK million 2013 2012 2011

Salary and cash-based incentive 58 37 35
Pension 15 9 9
Other benefi ts 2 1 1

Executive Management in total1 75 47 45

Fee to Board of Directors2 9 9 9

1. Excluding share-based payments, as these are allocated in the joint pool between 
Executive Management and other members of the Senior Management Board. 
Please refer to note 5.1 and ’Remuneration’, pp 49–51, for further information.

2. Excluding social security taxes paid amounting to less than DKK 1 million (less than 
DKK 1 million in 2012).  
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2.4 Income and deferred income taxes
(continued)

Income taxes expensed

DKK million 2013 2012 2011

Current tax on profi t for the year 8,540 6,001 4,534
Deferred tax on profi t for the year (682) 645 257

Tax on profi t for the year 7,858 6,646 4,791
Adjustments recognised for 
current tax of prior periods (74) 4,042 277
Adjustments recognised for 
deferred tax of prior periods (429) (4,309) (240)

Income taxes in the 
Income statement  7,355 6,379 4,828

Adjustments recognised for prior periods include adjustments caused by 
events that occurred in the current year related to current and deferred tax 
of prior periods. Such adjustments predominantly arise from tax payments 
on tax disputes related to transfer pricing and reversal of associated tax 
liability recognised in prior periods.

Computation of effective tax rate:
Statutory corporate income tax rate 
in Denmark 25.0% 25.0% 25.0%
Deviation in foreign subsidiaries’ 
tax rates compared with the Danish 
tax rate (net) (2.0%) (2.1%) (3.0%)
Non-taxable income less non-tax-
deductible expenses (net) – 0.1% (0.2%)
Effect on deferred tax related to 
change in the Danish corporate tax rate (0.3%) – –
Other (0.1%) (0.1%) 0.2%

Effective tax rate 22.6% 22.9% 22.0%

Tax on other comprehensive income 
for the year, (income)/expense 211 587 (190)

Tax on other comprehensive income for the year relates to tax on deferred 
(gains)/losses on cash fl ow hedges and internal profi t in inventories. This is 
offset by DKK 48 million (DKK 12 million in 2012) recognised as current tax 
in Other comprehensive income in 2013.

Income taxes paid

DKK million 2013 2012 2011

Income taxes paid in Denmark 7,363 7,895 2,825
Income taxes paid outside Denmark 2,444 2,996 2,566

Total income taxes paid 9,807 10,891 5,391

The income taxes of DKK 7,363 million paid in Denmark in 2013 
(DKK 7,895 million in 2012) include adjustments arising from ongoing tax 
disputes primarily related to transfer pricing from prior periods.

Deferred income taxes 

Accounting policies
Deferred income taxes arise from temporary differences between the 
accounting and taxable values of the individual consolidated companies 
and from realisable tax-loss carry-forwards using the liability method. 
The tax value of tax-loss carry-forwards is included in deferred tax assets 
to the extent that the tax losses and other tax assets are expected to be 
utilised in future taxable income. The deferred income taxes are measured 
according to current tax rules and at the tax rates expected to be in force on 
elimination of the temporary differences. No provision is made for income 
taxes that would be payable upon the distribution of unremitted earnings 
unless a concrete distribution of earnings is planned.

Development in deferred income tax assets 
and liabilities

DKK million 2013 2012

At the beginning of the year 1,512 (792)
Reclassifi cation to Tax receivables/Tax payables 1,330 –
Reclassifi cation from Other liabilities (note 3.8) – (739)
Deferred tax on profi t for the year 682 (645)
Adjustment relating to previous years 429 4,309
Deferred tax on items recognised in 
Other comprehensive income (259) (575)
Exchange rate adjustments (135) (46)

Total deferred tax assets/(liabilities), net 3,559 1,512
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2.4 Income and deferred income taxes 
(continued)

Development in deferred income tax assets and liabilities

 Property,   Tax-loss  Offset 
 plant and Intangible  carry-  within 
DKK million equipment assets Inventories forward Other countries Total

2013
Net deferred tax asset/(liability) at 1 January (997) 133 1,336 66 974 – 1,512
Reclassifi cation to Tax receivables/Tax payables     1,330  1,330
Income/(charge) to the Income statement1 141 (44) 593 (7) 428  1,111
Income/(charge) to Other comprehensive income   (168)  (91)  (259)
Exchange rate adjustment 3 (25) – (5) (108)  (135)

Net deferred tax asset/(liability) at 31 December  (853) 64 1,761 54 2,533 – 3,559

Classifi ed as follows:
Deferred tax asset at 31 December 109 378 2,637 54 3,567 (2,514) 4,231
Deferred tax liability at 31 December (962) (314) (876) – (1,034) 2,514 (672)

1. Including effect related to change in the Danish corporate tax rate.

2012
Net deferred tax asset/(liability) at 1 January (1,060) 244 1,599 87 (1,662) – (792)
Reclassifi cation from Other liabilities     (739)  (739)
Income/(charge) to the Income statement 66 (106) (185) (17) 3,906  3,664
Income/(charge) to Other comprehensive income   (78)  (497)  (575)
Exchange rate adjustment (3) (5) – (4) (34)  (46)

Net deferred tax asset/(liability) at 31 December (997) 133 1,336 66 974 – 1,512

Classifi ed as follows:
Deferred tax asset at 31 December 176 436 2,560 66 1,421 (2,415) 2,244
Deferred tax liability at 31 December (1,173) (303) (1,224) – (447) 2,415 (732)

Further to the above, the tax value of the tax-loss carry-forward of DKK 182 million (DKK 208 million in 2012) has not been recognised in the Balance 
sheet due to the likelihood that the tax losses will not be realised in the future. None of the unrecognised tax-loss carry-forward expires within one year. 
DKK 8 million expires within two to fi ve years and DKK 174 million after more than fi ve years.
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3.1 Intangible 
assets

Accounting policies
Patents and licences, including acquired patents and licences for in-process 
research and development projects, are carried at historical cost less 
accumulated amortisation and any impairment loss. Amortisation is based 
on the straight-line method over the estimated useful life, which is the 
shorter of the legal duration and the economic useful life not exceeding 
10 years. The amortisation of patents and licences begins, at the earliest, 
on production of pre-launch inventory or after regulatory approval has been 
obtained.

Internal development of computer software and other development costs 
related to major IT projects for internal use that are directly attributable 
to the design and testing of identifi able and unique software products 
controlled by Novo Nordisk are recognised as intangible assets if the 
recognition criteria are met, ie a signifi cant business system where the 
expenditure leads to the creation of a durable asset. Amortisation is based 
on the straight-line method over the estimated useful life of 3–10 years. 
The amortisation begins when the asset is in the location and condition 
necessary for it to be capable of operating in the manner intended by 
Management.

Impairment of assets 
Intangible assets with an indefi nite useful life and intangible assets not yet 
available for use are not subject to amortisation but are tested annually for 
impairment irrespective of whether there is any indication that they may 
be impaired. 

Assets that are subject to amortisation, such as intangible assets in use 
or with defi nite useful life, and other non-current assets are reviewed for 
impairment whenever events or changes in circumstances indicate that 
the carrying amount may not be recoverable. Factors considered material 
that could trigger an impairment test include the following:

• Development of a competing drug
• Changes in the legal framework covering patents, rights and licences
• Advances in medicine and/or technology that affect the medical 

treatments
• Lower-than-predicted sales
• Adverse impact on reputation and/or brand names
• Changes in the economic lives of similar assets
• Relationship with other intangible assets or property, plant and 

equipment
• Changes or anticipated changes in participation rates or reimbursement 

policies. 

If the carrying amount of intangible assets exceeds the recoverable amount 
based upon the existence of one or more of the above indicators of 
impairment, any impairment is measured based on discounted projected 
cash fl ows. Impairments are reviewed at each reporting date for possible 
reversal.

Section 3
Operating assets and liabilities

This section presents details on the operating assets that form the basis for the activities of Novo Nordisk, and 
related liabilities. These net assets impact Novo Nordisk’s long-term target for ‘Operating profi t after tax to net operating 
assets (OPAT/NOA)’.

Novo Nordisk generates a relatively high OPAT/NOA due to a low level of acquired intangible assets and a stable 
operating asset base despite signifi cant business growth. This is driven by Novo Nordisk’s organic growth strategy with 
limited acquisition of rights or businesses, and refl ects the fact that, in line with industry practice, Novo Nordisk does 
not capitalise internal development costs until regulatory approval is highly probable. The overall approach to managing 
operating assets is to retain assets for research, development and production activities under the company’s own 
control, and generally to lease non-core assets related to administration and distribution. Furthermore, to maintain high 
quality in the company’s products and the capability at all times to deliver products to customers, Novo Nordisk ensures 
that the total production capacity and inventory levels refl ect this priority.

Intangible assets

DKK million 2013 2012

Cost at the beginning of the year 2,712 2,538
Additions during the year 403 198
Disposals during the year – (18)
Effect of exchange rate adjustment (16) (6)

Cost at the end of the year 3,099 2,712

Amortisation and impairment losses 
at the beginning of the year 1,217 1,049
Amortisation for the year 166 160
Impairment losses for the year 113 32
Amortisation and impairment losses reversed 
on disposals during the year – (18)
Effect of exchange rate adjustment (12) (6)

Amortisation and impairment losses 
at the end of the year 1,484 1,217

Carrying amount at the end of the year 1,615 1,495

Specifi ed as:
Patents and licences 810 762
Internally developed software and software 
under development 805 733

Total 1,615 1,495

Intangible assets not yet in use amount to DKK 831 million (DKK 669 million 
in 2012), primarily patents and licences in relation to development projects. 

In 2013, an impairment loss of DKK 113 million (DKK 32 million in 2012) 
related to patents has been recognised due to discontinuation of 
development projects. Impairment tests in 2013 and 2012 of assets not 
yet in use were based upon Management’s projections and anticipated net 
present value of future cash fl ows from cash-generating units. Management 
has used a pre-tax discount rate (WACC) of 8% based on the risk inherent 
in the related activity’s current business model and industry comparisons. 
Terminal values used are based on the expected life of products, forecasted 
life cycle and cash fl ow over that period, and the useful life of the 
underlying assets. 

Amortisation and impairment losses

DKK million 2013 2012 2011

Cost of goods sold 97 81 47
Sales and distribution costs 41 50 35
Research and development costs 126 47 139
Licence income and other operating 
income, net 15 14 11

Total amortisation and 
impairment losses  279 192 232

eng27 - 28.01 - 55-111.indd   71eng27 - 28.01 - 55-111.indd   71 31/01/14   11.4931/01/14   11.49



NOVO NORDISK ANNUAL REPORT 2013

72 CONSOLIDATED FINANCIAL STATEMENTS 

3.2 Property, plant 
and equipment

Accounting policies
Property, plant and equipment is measured at historical cost less accumulated depreciation and any impairment loss. The cost of self-constructed assets 
includes costs directly and indirectly attributable to the construction of the assets. Subsequent cost is included in the asset’s carrying amount or recognised 
as a separate asset only when it is probable that future economic benefi ts associated with the item will fl ow to Novo Nordisk and the cost of the item 
can be measured reliably. In general, constructions of major investments are self-fi nanced and thus no interest on loans is capitalised as part of the cost. 
Depreciation is based on the straight-line method over the estimated useful lives of the assets: 

• Buildings: 12–50 years
• Plant and machinery: 5–16 years
• Other equipment: 3–10 years
• Land: not depreciated.

The depreciation commences when the asset is available for use, ie when it is in the location and condition necessary for it to be capable of operating in the 
manner intended by Management.

The assets’ residual values and useful lives are reviewed and adjusted, if appropriate, at the end of each reporting period. An asset’s carrying amount is written 
down to its recoverable amount if the asset’s carrying amount is higher than its estimated recoverable amount (please refer to note 3.1 for a description of 
impairment of assets). Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are recognised in the Income 
statement.

Property, plant and equipment    Payments on 
    account and 
    assets in 
 Land and Plant and Other course of 
DKK million buildings machinery equipment construction Total

2013
Cost at the beginning of the year 15,345 18,022 3,359 5,878 42,604
Additions during the year 521 581 230 1,906 3,238
Disposals during the year (195) (655) (259) – (1,109)
Transfer from/(to) other items 804 1,283 186 (2,273) 0
Effect of exchange rate adjustment (291) (267) (59) (79) (696)

Cost at the end of the year 16,184 18,964 3,457 5,432 44,037

Depreciation and impairment losses at the beginning of the year 5,881 12,975 2,209 – 21,065
Depreciation for the year 688 1,464 337 – 2,489
Impairment losses for the year 4 22 5 – 31
Depreciation and impairment losses reversed on disposals during the year (192) (643) (243) – (1,078)
Effect of exchange rate adjustment (114) (204) (34) – (352)

Depreciation and impairment losses at the end of the year 6,267 13,614 2,274 – 22,155

Carrying amount at the end of the year 9,917 5,350 1,183 5,432 21,882

2012
Cost at the beginning of the year 14,600 17,845 3,080 4,815 40,340
Additions during the year 171 136 220 2,845 3,372
Disposals during the year (287) (350) (111) – (748)
Transfer from/(to) other items 1,020 553 192 (1,765) –
Effect of exchange rate adjustment (159) (162) (22) (17) (360)

Cost at the end of the year 15,345 18,022 3,359 5,878 42,604

Depreciation and impairment losses at the beginning of the year 5,525 11,888 1,996 – 19,409
Depreciation for the year 655 1,445 313 – 2,413
Impairment losses for the year 18 68 2 – 88
Depreciation and impairment losses reversed on disposals during the year (263) (315) (91) – (669)
Effect of exchange rate adjustment (54) (111) (11) – (176)

Depreciation and impairment losses at the end of the year 5,881 12,975 2,209 – 21,065

Carrying amount at the end of the year 9,464 5,047 1,150 5,878 21,539

eng27 - 28.01 - 55-111.indd   72eng27 - 28.01 - 55-111.indd   72 31/01/14   11.4931/01/14   11.49



NOVO NORDISK ANNUAL REPORT 2013

73 CONSOLIDATED FINANCIAL STATEMENTS

3.2 Property, plant and equipment 
(continued)

Depreciation and impairment losses

DKK million 2013 2012 2011

Cost of goods sold 1,984 1,909 1,833
Sales and distribution costs 37 46 60
Research and development costs 340 416 494
Administrative costs 59 53 58
Licence income and other operating 
income, net 100 77 60

Total depreciation and 
impairment losses  2,520 2,501 2,505

3.3 Inventories

Accounting policies
Inventories are stated at the lower of cost and net realisable value. Cost 
is determined using the fi rst-in, fi rst-out method. Cost comprises direct 
production costs such as raw materials, consumables and labour as well as 
indirect production costs. Production costs for work in progress and 
fi nished goods include indirect production costs such as employee costs, 
depreciation, maintenance etc.

If the expected sales price less completion costs to execute sales (net 
realisable value) is lower than the carrying amount, a write-down is 
recognised for the amount by which the carrying amount exceeds its net 
realisable value.

Inventory manufactured prior to regulatory approval (pre-launch inventory) 
is capitalised but immediately provided for, until there is a high probability 
of regulatory approval of the product. Before that point, a provision is 
made against the carrying amount of inventory to its recoverable amount 
and recorded as research and development costs. At the point when a high 
probability of regulatory approval is obtained, the provision recorded is 
reversed, up to no more than the original cost.

Key accounting estimate – Indirect production costs
Indirect production costs account for more than 50% of the net inventory 
value refl ecting a lengthy production process compared with low direct 
raw material cost. The production of both diabetes care and biopharma 
products is highly complex from fermentation to purifi cation and 
formulation, including quality control of all production processes. Further-
more, the process is very sensitive to manufacturing conditions. These 
factors all infl uence the parameters for capitalisation of indirect production 
costs in Novo Nordisk and full cost of the products. Indirect production 
costs is measured using a standard cost method, which is reviewed regularly 
to ensure relevant measures of capacity utilisation, production lead time, 
cost base and other relevant factors. When calculating total inventory, 
Management must make certain judgements about cost of production and 
idle capacity when estimating indirect production costs for capitalisation. 
Changes in the parameters for calculation of indirect production costs could 
have an impact on the gross margin and the overall valuation of inventories. 

Inventories

DKK million 2013 2012

Raw materials 1,660 1,512
Work in progress 6,227 4,910
Finished goods 2,625 3,985

Total inventories (gross) 10,512 10,407

Inventory write-downs at year-end 960 864

Total inventories (net) 9,552 9,543

Carrying amount of inventory carried 
at net realisable value 0 0

Indirect production costs included in work 
in progress and fi nished goods (net) 4,834 4,894
Share of total inventories (net) 51% 51%

Movements in the inventory 
write-downs
Inventory write-downs at the beginning of the year 864 815
Inventory write-downs during the year 465 845
Utilisation of inventory write-downs (156) (532)
Reversal of inventory write-downs (213) (264)

Inventory write-downs at the end of the year  960 864

3.4 Trade 
receivables 

Accounting policies
Trade receivables are recognised initially at fair value and subsequently 
measured at amortised cost using the effective interest method, less 
 allowance for doubtful trade receivables. 

The allowance is deducted from the carrying amount of Trade receivables 
and the amount of the loss is recognised in the Income statement under 
Sales and distribution costs. Subsequent recoveries of amounts previously 
written off are credited against Sales and distribution costs.

Key accounting estimate – 
Allowance for doubtful trade receivables
The customer base of Novo Nordisk comprises government agencies, 
wholesalers, retail pharmacies, managed care and other customers. 
Management makes allowance for doubtful trade receivables in 
anticipation of estimated losses resulting from the subsequent inability of 
customers to make required payments. If the fi nancial circumstances of 
customers were to deteriorate, resulting in an impairment of their ability 
to make payments, an additional allowance could be required in future 
periods. When evaluating the adequacy of the allowance for doubtful 
trade receivables, Management analyses trade receivables and examines 
historical bad debt, customer concentrations, customer creditworthiness 
and payment history, current economic trends and changes in customer 
payment terms. Please refer to note 4.2 for a general description of 
credit risk.

As a result of the generally troubled economic climate in Europe and 
the Eurozone countries, Novo Nordisk has increased its focus on the 
development in the outstanding trade receivables from this region. Payment 
history as well as current economic conditions and indicators are taken 
into account in the valuation of trade receivables. Furthermore, as a result 
of the signifi cant increase in sales to countries within Region International 
Operations, and the fact that many of these countries have low credit 
ratings, the relative impact of Region International Operations on the 
allowance for doubtful trade receivables is increasing. Hence, Novo Nordisk 
continues to monitor the credit exposure related to this region.

Please refer to note 2.2 for a geographical split of trade receivables and 
allowance for doubtful trade receivables.
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3.6 Provisions and contingent 
liabilities

Accounting policies
Provisions for sales rebates and discounts granted to government agencies, 
wholesalers, retail pharmacies, managed care and other customers are 
recorded at the time the related revenues are recorded or when the 
incentives are offered. Provisions are calculated based on the historical 
experience and the specifi c terms in the individual agreements. 

Provisions for legal disputes are recognised where a legal or constructive 
obligation has been incurred as a result of past events and it is probable 
that there will be an outfl ow of resources that can be reliably estimated. In 
this case, Novo Nordisk arrives at an estimate on the basis of an evaluation 
of the most likely outcome. Disputes for which no reliable estimate can be 
made are disclosed as contingent liabilities.

Novo Nordisk issues credit notes for expired goods as a part of normal 
 business. Where there is historical experience or a reasonably accurate 
estimate of expected future returns can otherwise be made, a provision for 
estimated product returns is recorded. The provision is measured at gross 
sales value.

Provisions are measured at the present value of the anticipated expenditure 
for settlement of the legal or constructive obligation using a pre-tax rate 
that refl ects current market assessments of the time value of money and 
the risks specifi c to the obligation. The increase in the provision due to the 
passage of time is recognised as fi nancial expense.

Key accounting estimate – Provisions for sales rebates
Novo Nordisk records provisions for expected sales rebates, wholesaler 
charge-backs and other rebates, including Medicaid and  Medicare in 
the US.

Such estimates are based on analyses of existing contractual or legal 
obligations, historical trends and the Group’s experience. Provisions are 
calculated on the basis of a percentage of sales for each product as defi ned 
by the contracts with the various customer groups.

Provisions for sales rebates are adjusted to actual amounts as rebates, 
discounts and returns are processed. Please refer to note 2.1 for further 
information on sales rebates and provisions.

Novo Nordisk considers the provisions established for sales rebates to 
be reasonable and appropriate based on currently available information. 
However, the actual amount of rebates and discounts may differ from 
the amounts estimated by Management as more detailed information 
becomes available.

Key accounting estimate – Provisions for legal disputes
Provisions for legal disputes consist of various types of provision linked to 
ongoing legal disputes. Management makes judgements about provisions 
and contingencies, including the probability of pending and potential 
future litigation outcomes which, by their very nature, are dependent on 
inherently uncertain future events. When determining likely outcomes 
of litigations etc, Management considers the input of external counsels on 
each case, as well as known outcomes in case law. 

Although Management believes that the total provisions for legal 
 pro ceedings are adequate based upon currently available information, there 
can be no assurance that there will not be any changes in facts or matters 
or that any future lawsuits, claims, proceedings or investigations will not 
be material.

3.4 Trade receivables 
(continued)

Trade receivables

DKK million 2013 2012

Trade receivables (gross) 11,896 10,663
Allowance for doubtful trade receivables 989 1,024

Trade receivables (net) 10,907 9,639

Trade receivables (net) are equal to an average 
credit period of 48 days (45 days in 2012).

Age analysis of trade receivables
Non-impaired trade receivables
– Not yet due 9,985 8,950
– Overdue by between 1 and 179 days 844 629
– Overdue by between 180 and 360 days 78 60
– Overdue by more than 360 days 0 0

Trade receivables with credit risk exposure 10,907 9,639

Allowance for doubtful trade receivables 989 1,024

Trade receivables (gross) 11,896 10,663

Movement in allowance for 
doubtful trade receivables
Carrying amount at the beginning of the year 1,024 892
Confi rmed losses (8) (35)
Reversal of allowance for confi rmed losses (10) (13)
Allowance for possible losses during the year 51 189
Effect of exchange rate adjustment (68) (9)

Allowance at the end of the year 989 1,024

3.5 Other receivables and 
prepayments

Accounting policies
Other receivables and prepayments is recognised initially at fair value 
and subsequently measured at amortised cost using the effective interest 
method. Other receivables comprise miscellaneous duties and work in 
progress for third parties etc. Prepayments relate to ongoing research and 
development activities such as clinical trials and costs concerning 
subsequent fi nancial years.

Other receivables and prepayments

DKK million 2013 2012

Prepayments 1,110 1,033
Interest receivable 75 87
Amounts owed by related parties 141 184
Deposit 232 524
VAT receivable 197 185
Other receivables 699 692

Total other receivables and prepayments 2,454 2,705
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Contingent liabilities

Novo Nordisk is currently involved in pending litigations, claims and 
investigations arising out of the normal conduct of its business. While 
provisions that Management deems to be reasonable and appropriate have 
been made for probable losses, there are uncertainties connected with 
these estimates. Novo Nordisk does not expect the pending litigations, 
claims and investigations, individually and in the aggregate, to have a 
material impact on Novo Nordisk’s fi nancial position, operating profi t or 
cash fl ow in addition to the amounts accrued as provision for legal disputes.

Pending litigation against Novo Nordisk
Along with a majority of the hormone therapy product manufacturers 
in the US, Novo Nordisk is a defendant in product liability lawsuits related 
to hormone therapy products. There are currently 2 cases against Novo 
Nordisk involving individuals who allege to have used a Novo Nordisk 
hormone therapy product. These products (Activella® and Vagifem®) have 
been sold and marketed in the US since 2000. Until July 2003, the products 
were sold and marketed exclusively in the US by Pharmacia & Upjohn 
Company (now Pfi zer Inc.). According to information received from Pfi zer, 
one individual (compared with 45 individuals in 2012) currently allege, in 
relation to similar lawsuits against Pfi zer Inc., that they too have used a 
Novo Nordisk hormone therapy product. Novo Nordisk does not expect the 
pending claims to have a material impact on Novo Nordisk’s fi nancial 
position, operating profi t or cash fl ow.

In November 2006, Novo Nordisk A/S and the Italian affi liate Novo Nordisk 
Farmaceutici S.p.A. were sued by A. Menarini Industrie Farmaceutiche 
Riunite s.r.l. and Laboratori Guidotti S.p.A. (‘Menarini’) in the Civil Court 
in Rome. Menarini claims that Novo Nordisk breached an alleged contract 
with Menarini for the sale and distribution of insulin and insulin analogues 
in the Italian market or, alternatively, has incurred a pre-contractual or 
extra-contractual liability arising from negotiations between the parties. 
Novo Nordisk disputes the claims made by Menarini. On 8 October 2013 
a hearing was conducted for fi nal conclusions. On 8 January 2014 the trial 
court dismissed the case against Novo Nordisk. Menarini has the right to appeal 
the decision of the trial court. Novo Nordisk does not expect the pending 
claim to have a material impact on Novo Nordisk’s fi nancial position, 
operating profi t or cash fl ow.

In August 2013, a number of claims alleging pancreatic cancer and 
pancreatitis have been fi led against various incretin-class manufactures in 
U.S. courts, including Novo Nordisk. Novo Nordisk is currently named in 
34 product liability cases related to Victoza®, predominantly related to 
pancreatic cancer. On 26 August 2013, the request for centralisation of all 
federal pancreatic cancer cases has been granted, and a single multidistrict 
litigation (MDL) court is now presiding over all federal cases. Novo Nordisk 
does not expect the pending claims to have a material impact on Novo 
Nordisk’s fi nancial position, operating profi t or cash fl ow.

Novo Nordisk, along with 93 other defendants, has been named in 
a lawsuit fi led in 2009 in the United States by the Republic of Iraq. The 
lawsuit alleges damages related to the defendants’ participation in the 
United Nations’ defunct Oil for Food Program. Nordisk does not expect the 
pending claim to have a material impact on Novo Nordisk’s fi nancial 
position, operating profi t or cash fl ow.

In addition to the above, the Novo Nordisk Group is engaged in certain 
litigation proceedings. In the opinion of Management, settlement or 
continuation of these proceedings is not expected to have a material effect 
on Novo Nordisk’s fi nancial position, operating profi t or cash fl ow.

Pending claims against Novo Nordisk and investigations 
involving Novo Nordisk
In February 2011, the offi ce of the US Attorney for the District of 
Massachusetts served Novo Nordisk with a subpoena calling for the 
production of documents regarding potential civil and criminal offences 
relating to the company’s marketing and promotional practices for the 
following products: NovoLog®, Levemir® and Victoza®. This matter is now 
being conducted by the US Attorney for the District of Columbia. Novo 
Nordisk is cooperating with the US Attorney in this investigation. Novo 
Nordisk does not expect the pending claims to have a material impact on 
Novo Nordisk’s fi nancial position, operating profi t or cash fl ow.

In June 2005 Novo Nordisk fi led a patent infringement lawsuit against 
Caraco Pharmaceutical Laboratories, Ltd. (‘Caraco’), a generic 
pharmaceutical company, and its Indian parent, Sun Pharmaceutical 
Industries, Ltd., in the US District Court for the Eastern District of Michigan 
regarding Caraco’s abbreviated new drug application (‘ANDA’) for a generic 
version of Prandin® (repaglinide). In January 2011, the District Court ruled 
that Novo Nordisk’s US Patent No. 6,677,358 (the ‘358 patent’), which 
is directed toward the use of repaglinide in combination with metformin 
for the treatment of type 2 diabetes, is invalid and unenforceable. Novo 
Nordisk immediately appealed this decision on the merits to the US Court 
of Appeals for the Federal Circuit. Following briefi ng and oral argument, 
the US Court of Appeals for the Federal Circuit reversed the District Court 
fi nding of patent unenforceability and affi rmed the patent invalidity 
decision. Novo Nordisk’s request for rehearing en banc of the invalidity 
affi rmance was denied on 18 September 2013.

3.6 Provisions and contingent liabilities 
(continued)

Provisions
 Provisions Provisions Provisions   
 for sales for legal for product Other 2013 2012
DKK million rebates disputes returns provisions1 Total  Total

At the beginning of the year 7,352 1,057 582 572 9,563 8,264
Additional provisions, including increases to existing provisions 16,277 206 298 297 17,078 13,419
Amount used during the year (15,069) (3) (335) (86) (15,493) (11,255)
Adjustments, including unused amounts reversed during the year (289) (54) 138 (62) (267) (768)
Effect of exchange rate adjustment  (321) (55) (2) (10) (388) (97)

At the end of the year 7,950 1,151 681 711 10,493 9,563

Non-current liabilities – 1,151 409 623 2,183 1,907
Current liabilities 7,950 – 272 88 8,310 7,656

1. Other provisions consist of various types of provisions, including employee benefi ts such as jubilee benefi ts, company-owned life insurance etc. Assets related to company-owned 
life insurance are presented as part of other fi nancial assets.
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3.7 Retirement benefi t 
obligations

Accounting policies
Novo Nordisk operates a number of defi ned contribution plans throughout 
the world. Novo Nordisk’s contributions to the defi ned contribution plans 
are charged to the Income statement in the year to which they relate. In a 
few countries, Novo Nordisk still operates defi ned benefi t plans. The costs 
for the year for defi ned benefi t plans are determined using the projected 
unit credit method. This refl ects services rendered by employees to the 
valuation dates and is based on actuarial assumptions primarily regarding 
discount rates used in determining the present value of benefi ts and 
projected rates of remuneration growth. Discount rates are based on the 
market yields of high-rated corporate bonds in the country concerned. 

Actuarial gains and losses arising from experience adjustments and changes 
in actuarial assumptions are charged or credited to Other comprehensive 
income in the period in which they arise. Past service costs are recognised 
immediately in the Income statement.

Pension assets are only recognised to the extent that Novo Nordisk is 
able to derive future economic benefi ts such as refunds from the plan or 
reductions of future contributions.

The Group’s defi ned benefi t plans are pension plans and medical plans and 
are usually funded by payments from Group companies and by employees 
to funds independent of Novo Nordisk. Where a plan is unfunded, a liability 
for the retirement obligation is recognised in the Balance sheet. Costs 
recognised for post-employment benefi ts are included in Cost of goods 
sold, Sales and distribution costs, Research and development costs, and 
Administrative costs.

Other post-employment benefi ts mostly comprise post-retirement 
healthcare plans, principally in the US. 

The net obligation recognised in the Balance sheet is reported as 
non-current liabilities.

3.6 Provisions and contingent liabilities 
(continued)

Novo Nordisk has been involved in patent infringement litigation with 
three additional ANDA applicants for generic versions of Prandin®: Paddock 
Laboratories, Aurobindo Pharma Ltd. and Sandoz Inc., and ANDA applicant 
Lupin Ltd. for PrandiMet®. Following the 18 September US Court of 
Appeals for the Federal Circuit denial of Novo Nordisk’s en banc request, 
the cases are concluding.

Also before the District Court for the Eastern District of Michigan is a 
consolidated class action where a putative class of direct purchasers of 
Prandin® asserts that Novo Nordisk has violated US antitrust laws in 
delaying the entry of generic versions of Prandin®. 

Novo Nordisk does not expect the pending claims related to Prandin® to 
have a material impact on Novo Nordisk’s fi nancial position, operating profi t 
or cash fl ow.

In addition to the above, the Novo Nordisk Group is engaged in various 
ongoing tax audits and investigations. In the opinion of Management, 
these pending audits and investigations are not expected to have a material 
effect on Novo Nordisk’s fi nancial position, operating profi t or cash fl ow.

Retirement benefi t obligations

      2013 2012
DKK million Germany Switzerland Japan US Other Total  Total

At the beginning of the year 476 319 336 294 239 1,664 1,363
Current service costs 20 35 29 23 22 129 132
Settlements – (120) – – (7) (127) –
Interest costs 18 5 5 10 6 44 47
Remeasurement (gains)/losses1 9 (17) 5 (23) (7) (33) 223
Plan participant contributions etc – 11 – – 5 16 19
Benefi ts paid (4) (15) (14) (6) (13) (52) (80)
Exchange rate adjustment – (5) (73) (13) (6) (97) (40)

At the end of the year 519 213 288 285 239 1,5442 1,6642

Fair value of plan assets

At the beginning of the year 388 219 229 – 68 904 859
Interest income 15 4 2 – 2 23 31
Settlements – (90) – – (2) (92) –
Remeasurement gains/(losses) (8) – 30 – (1) 21 7
Employer contributions 21 28 24 6 10 89 93
Plan participant contributions etc 2 11 – – 5 18 17
Benefi ts paid to employees (4) (15) (14) (6) (13) (52) (80)
Exchange rate adjustment – (3) (50) – (2) (55) (23)

At the end of the year 414 154 221 – 67 856 904

Net retirement benefi t obligations 
at the end of the year  105 59 67 285 172 688 760

1. Remeasurement relates primarily to change in fi nancial assumptions.
2. Present value of partly funded retirement benefi t obligations amounts to DKK 1,115 million (DKK 1,229 million in 2012). Present value of unfunded retirement benefi t obligations 

amounts to DKK 429 million (DKK 435 million in 2012).
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3.7 Retirement benefi t obligations 
(continued)

Net retirement benefi t obligations

DKK million 2013 2012

At the beginning of the year 760 439
Costs recognised in the Income statement1 113 150
Remeasurements recognised in 
Other comprehensive income2 (54) 281
Exchange rate adjustment recognised in 
Other comprehensive income3 (42) (17)
Employer contributions (89) (93)

At the end of the year 688 760

1. Service costs, net interest, settlements and other.
2. 2012 includes effect of change in accounting policy amounting to DKK 65 million 

related to prior periods.
3. Exchange rate adjustments of investments in subsidiaries. 

Please refer to note 5.4 for maturity analysis of net retirement benefi t 
obligation.

Novo Nordisk does not expect the contributions over the next fi ve years to 
differ signifi cantly from current contributions.

Weighted average asset allocation of funded 
retirement obligations

  2013  2012
 DKK  DKK 
 million % million %

Coverage insurance1 584 68% 607 67%
Equities 78 9% 67 7%
Bonds 167 20% 214 24%
Cash at bank 17 2% 9 1%
Property 10 1% 7 1%

Total 856 100% 904 100%

1. Novo Nordisk’s defi ned benefi t plans in Germany and Switzerland are reimbursed 
by the international insurer Allianz regardless of the value of the plan assets. The 
risk related to the funding in these countries is therefore counterparty risk against 
Allianz.

Assumptions used for valuation

 2013 2012
 Weighted Weighted
 average average

Discount rate 3% 3%
Projected future remuneration increases 2% 2%
Medical cost trend rate 4% 3%
Infl ation rate 2% 2%

Actuarial valuations are performed annually for all major defi ned benefi t 
plans. Assumptions regarding future mortality are based on actuarial advice 
in accordance with published statistics and experience in each country.

Signifi cant actuarial assumptions for the determination of the retirement 
benefi t obligation are discount rate and expected future remuneration 
increases. The sensitivity analyses below have been determined based on 
reasonably likely changes in the assumptions occurring at the end of the 
period.

 1%-point 1%-point
DKK million increase decrease

Discount rate (216) 274
Future remuneration 62 (54)

The sensitivities above consider the single change shown with the other 
assumptions assumed to be unchanged. In practice, changes in one 
assumption may be accompanied by offsetting changes in another 
assumption (although this is not always the case). 

3.8 Other 
liabilities

Other liabilities

DKK million 2013 2012

Employee costs payable 3,962 3,748
Accruals 3,685 3,697
VAT and duties payable 761 703
R&D clinical trials 410 229
Other payables1 568 605

Total other liabilities 9,386 8,982

1. Primarily relates to royalty payments and deferred income.
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Section 4
Capital structure and fi nancing items

The notes in this section provide an insight into the capital structure, free cash fl ow and fi nancing items. The free 
cash fl ow impacts Novo Nordisk’s long-term target for ‘Cash to earnings’. Further information on the company’s capital 
structure can be found in ‘Shares and capital structure’ on pp 44–45. 

Novo Nordisk’s capital structure is characterised by a substantial equity ratio. This refl ects the long-term investment 
horizon that is generally applied in the pharmaceutical industry, where a development time of more than ten years is 
usual. The main fi nancial risk is foreign exchange exposure, where Novo Nordisk aims to reduce the short-term impact 
from the movement in key currencies by hedging future cash fl ows.

4.1 Share capital, distribution to shareholders 
and earnings per share

Share capital

  A share B share Total share
DKK million  capital capital capital

Development in share capital:
2009  107 513 620
2010  – (20) (20)
2011  – (20) (20)
2012  – (20) (20)

At the beginning of the year  107 453 560

2013  – (10) (10)

At the end of the year  107 443 550

With effect 2 January 2014 a stock split of the company’s B shares was conducted changing the trading unit from DKK 1 to DKK 0.20. At the end of 2013, 
the share capital amounted to DKK 107 million in A share capital and DKK 443 million in B share capital (equal to 2,213 million B shares of DKK 0.20). 

Treasury shares

Accounting policies
Treasury shares are deducted from the share capital at their nominal value of DKK 0.20 per share. Differences between this amount and the amount paid to 
acquire or received for disposing of treasury shares are deducted directly in equity.

    2013 2012
    Number of Number of
  As % of share As % of share B shares B shares
 Market value capital before capital after of DKK 0.20 of DKK 0.20
 DKK million cancellation cancellation (million) (million)

Holding at the beginning of the year 15,962 3.1%  871 1221

Cancellation of treasury shares (9,165) (1.8%)  (50) (100)

Holding of treasury shares, adjusted for cancellation 6,797 1.3% 1.3% 37 22
Transfer regarding options and restricted stock units (618)  (0.1%) (3) (4)
Purchase during the year 13,989  2.7% 73 73
Sale during the year (65)  (0.2%) (4) (4)
Value adjustment 343   – –

Holding at the end of the year 20,446  3.7% 103 87

1. Comparative fi gures have been restated to refl ect the change in trading unit from DKK 1 to DKK 0.20.

The purchase of treasury shares during the year relates to the remaining part of the 2012 share repurchase programme totalling DKK 1.0 billion and the 
DKK 14 billion share repurchase programme of Novo Nordisk B shares for 2013 of which DKK 1 billion remains at year-end. The programme ends on 
28 January 2014. The purpose of the programmes is to reduce the company’s share capital. Transfer of treasury shares relates to exercised share options, 
long-term share-based incentive programme and employee share-savings programmes. 

At year-end the holding of treasury shares amounts to 102,852,025 shares corresponding to DKK 21 million of the share capital (87,083,380 shares in 
2012 or DKK 17 million of the share capital). At year-end 13.3 million shares of the holding of treasury B shares are regarded as hedges for the long-term 
share-based incentive programme and share options to employees. 
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4.2 Financial 
risks

Novo Nordisk has centralised management of the Group’s fi nancial 
risks. The overall objectives and policies for the company’s fi nancial risk 
management are outlined in an internal Treasury Policy, which is approved 
by the Board of Directors. The Treasury Policy consists of the Foreign 
Exchange Policy, the Investment Policy, the Financing Policy and the Policy 
regarding Credit Risk on Financial Counterparts, and includes a description 
of permitted fi nancial instruments and risk limits. 

Novo Nordisk only hedges commercial exposures and consequently does 
not enter into derivative transactions for trading or speculative purposes. 
Novo Nordisk uses a fully integrated Treasury Management System to 
manage all fi nancial positions. All positions are marked-to-market based on 
real-time quotes, and risk is assessed using generally accepted standards.

Foreign exchange risk
Foreign exchange risk is the principal fi nancial risk for Novo Nordisk and 
as such has a signifi cant impact on the Income statement, Other 
 comprehensive income, the Balance sheet and the Statement of cash fl ows.

The overall objective of foreign exchange risk management is to reduce the 
short-term negative impact of exchange rate fl uctuations on earnings and 
cash fl ow, thereby increasing the predictability of the fi nancial results. 

The majority of Novo Nordisk’s sales are in EUR, USD, JPY, CNY, GBP and 
CAD. Consequently, Novo Nordisk’s foreign exchange risk is most 
signifi cant in USD, JPY, CNY, GBP and CAD, while the EUR exchange rate 
risk is regarded as low due to Denmark’s fi xed-rate policy towards EUR.

Novo Nordisk hedges existing assets and liabilities in key currencies as 
well as future expected cash fl ows up to a maximum of 24 months forward. 
During 2013, the hedging horizon varied between 8 and 14 months for 
USD, JPY, CNY, GBP and CAD. Currency hedging is based upon expectations 
of future exchange rates and mainly uses foreign exchange forwards and 
foreign exchange options matching the due dates of the hedged items. 
Expected cash fl ows are continually assessed using historical infl ows, 
budgets and monthly sales forecasts. Hedge effectiveness is assessed on a 
regular basis. 

4.1 Share capital, distribution to shareholders 
and earnings per share (continued)

Net cash distribution to shareholders

DKK million  2013 2012 2011

Dividends  9,715 7,742 5,700
Share repurchases  13,924 11,896 10,595

Total  23,639 19,638 16,295

At the end of 2013, proposed dividends (not yet declared) of DKK 11,866 million (DKK 4.50 per share) are included in Retained earnings. 
The declared dividend included in Retained earnings was DKK 9,715 million (DKK 3.60 per share) in 2012 and DKK 7,742 million (DKK 2.80 per share) 
in 2011. No dividend is declared on treasury shares.

Earnings per share

Accounting policies
Earnings per share is presented as both basic and diluted earnings per share. Basic earnings per share is calculated as net profi t divided by the average 
number of shares outstanding. Diluted earnings per share is calculated as net profi t divided by the sum of average number of shares outstanding, including 
the dilutive effect of outstanding share bonus pool and options ‘in the money’. The dilutive effect of share options ‘in the money’ is calculated as the 
difference between the following: 

1) the number of shares that would have been transferred assuming the exercise of the share options and share bonus pool.
2) the number of shares that could have been acquired at fair value with proceeds from the exercise of the share options. 

The difference (the dilutive effect) is added to the  denominator as an issue of shares for no consideration.

DKK million  2013 2012 2011

Net profi t for the year  25,184 21,432 17,097

Average number of shares outstanding1 in 1,000 shares 2,679,362 2,741,690 2,827,165
Dilutive effect of outstanding share bonus pool and options ‘in the money’1, 2 in 1,000 shares 14,263 16,650 23,495

Average number of shares outstanding, including dilutive effect of options ‘in the money’  in 1,000 shares 2,693,625 2,758,340 2,850,660

Basic earnings per share1 DKK 9.40 7.82 6.05
Diluted earnings per share1 DKK 9.35 7.77 6.00

1. Comparative fi gures have been restated to refl ect the change in trading unit from DKK 1 to DKK 0.20.
2. For further information on outstanding share bonus pool and options, refer to note 5.1.
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4.2 Financial risk 
(continued)

Key currencies

Exchange rate    
DKK per 100 USD  JPY  CNY GBP CAD

2013
Average 562 5.77 91 878 545
Year-end 541 5.14 89 892 505
Year-end change (4.4%) (21.8%) (2.2%) (2.3%) (11.2%)

2012
Average 579 7.27 92 918 580
Year-end 566 6.57 91 913 569
Year-end change (1.6%) (11.5%) 0.0% 2.6% 1.1%

The fi nancial contracts existing at the end of the year cover the expected 
future cash fl ow for the following number of months:

 2013 2012

USD 12 months 12 months
JPY 14 months 13 months
CNY1 12 months 12 months
GBP 12 months 12 months
CAD 10 months 8 months

1. USD used as proxy when hedging Novo Nordisk’s CNY currency exposure.

Foreign exchange sensitivity analysis:
A 5% increase/decrease in the following currencies will impact Novo 
 Nordisk’s operating profi t as outlined in the table below:

 Estimated for 
DKK million 2014 2013

USD 1,300 975
JPY 145 200
CNY 220 110
GBP 75 85
CAD 60 55

A 5% increase/decrease in all other currencies versus EUR and DKK would 
affect the hedging instruments’ impact on Other comprehensive income 
and the Income statement as outlined in the table below:

 5% increase in all 5% decrease in all
 currencies against currencies against
DKK million DKK and EUR DKK and EUR

2013
Other comprehensive income (1,318) 1,397
Income statement (76) 54

Total (1,394) 1,451

2012
Other comprehensive income (1,313) 1,376
Income statement (117) 106

Total (1,430) 1,482

The foreign exchange sensitivity analysis comprises effects from the Group’s 
Cash, Trade receivables and Trade payables, Current and non-current loans, 
Current and non-current fi nancial investments and Foreign exchange 
forwards and Foreign exchange options.

Not included are anticipated currency transactions, investments and 
non-current assets. 

Interest rate risk
Changes in interest rates affect Novo Nordisk’s fi nancial instruments. At the 
end of 2013, a 1 percentage point increase in the interest rate level would, 
all else being equal, result in a decrease in the fair value of Novo Nordisk’s 
fi nancial instruments of DKK 20 million (a decrease in the fair value of 
DKK 20 million in 2012).

The fi nancial instruments included in the sensitivity analysis consist of 
marketable securities, current and non-current loans. Not included are 
foreign exchange forwards and foreign exchange options due to the limited 
effect that a parallel shift in interest rates in all currencies has on these 
instruments.

Liquidity risk
Novo Nordisk ensures availability of required liquidity through a 
 com bination of cash management, highly liquid investment portfolios and 
uncommitted as well as committed facilities. Novo Nordisk uses cash pools 
for optimisation and centralisation of cash management.

Credit risk
Credit risk arises from the possibility that transactional counterparties may 
default on their obligations, causing fi nancial losses for the Group. Novo 
Nordisk considers its maximum credit risk on fi nancial counterparties to be 
DKK 15,990 million (2012: DKK 17,036 million). In addition, Novo Nordisk 
considers its maximum credit risk on Trade receivables, Other receivables 
less prepayments and Other fi nancial assets to be DKK 12,802 million 
(2012: DKK 11,539 million). Please refer to note 4.6 for details of the 
Group’s total fi nancial assets. 

To manage credit risk on fi nancial counterparties, Novo Nordisk only enters 
into derivative fi nancial contracts and money market deposits with fi nancial 
counterparties possessing a satisfactory long-term credit rating from two 
out of the three selected ratings agencies: Standard and Poor’s, Moody’s 
and Fitch. Furthermore, maximum credit lines defi ned for each counterparty 
diversify the overall counterparty risk. The credit risk on bonds is limited 
as investments are made in highly liquid bonds with solid credit ratings. The 
table below shows Novo Nordisk’s credit exposure on cash, fi xed-income 
marketable securities and fi nancial derivatives.

Credit exposure on Cash at bank or on hand, Marketable securities and 
Derivative fi nancial instruments (market value)

 Cash at  Derivative 
 bank or Marketable fi nancial 
DKK million on hand securities1 instruments Total

2013
AAA-range  2,726  2,726
AA-range 6,497 1,013 544 8,054
A-range 3,999  977 4,976
BBB-range 141   141
Not rated or 
below BBB-range 91 2  93

Total 10,728 3,741 1,521 15,990

2012
AAA-range  4,544  4,544
AA-range 6,930  466 7,396
A-range 4,011  180 4,191
BBB-range 469  285 754
Not rated or 
below BBB-range 143 8  151

Total 11,553 4,552 931 17,036

1. Redemption yield on the bond portfolio is 0.41% (0.73% in 2012).
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Furthermore, Novo Nordisk uses currency option hedges of forecast 
 trans actions. Currency options are initially recognised at cost, which equals 
fair value of considerations paid, and subsequently remeasured at their fair 
values at the end of the reporting period. The cumulative value adjustment 
of the currency options for which hedge accounting is applied, which is 
the intrinsic value of the options, is transferred from Other comprehensive 
income to the Income statement as a reclassifi cation adjustment under 
Financial income or Financial expenses when the hedged transaction is 
recognised in the Income statement. Gains and losses on currency options 
that do not meet the criteria for hedge accounting are recognised directly 
in the Income statement under Financial income or Financial expenses.

The fair value of derivative fi nancial instruments is measured on the basis 
of quoted market prices of fi nancial instruments traded in active markets. 
If an active market exists, fair value is based on the most recently observed 
market price at the end of the reporting period.

If a fi nancial instrument is quoted in a market that is not active, Novo 
Nordisk bases its valuation on the most recent transaction price.  Adjustment 
is made for subsequent changes in market conditions, for instance by 
including transactions in similar fi nancial instruments that are assumed to 
be motivated by normal business considerations.

If an active market does not exist, the fair value of standard and simple 
fi nancial instruments, such as foreign exchange forward contracts, interest 
rate swaps, currency swaps and unlisted bonds, is measured according to 
generally accepted valuation techniques. Market-based parameters are used 
to measure fair value.

When a hedging instrument expires or is sold, or when a hedge no longer 
meets the criteria for hedge accounting, any cumulative gain or loss existing 
in equity at that time remains in equity and is recognised when the forecast 
transaction is ultimately recognised in the Income statement. When a 
forecast transaction is no longer expected to occur, the cumulative gain or 
loss that was reported in equity is immediately transferred to the Income 
statement under Financial income or Financial expenses.

4.2 Financial risk 
(continued)

Credit risk on Trade receivables and Other receivables and prepayments 
is less material as Novo Nordisk has no signifi cant concentration of credit 
risk, with exposure being spread over a large number of counterparties and 
customers. However, due to the troubled economic climate in the Eurozone, 
the Group continues to focus on the development in the outstanding trade 
receivables from this region. Novo Nordisk also continues to monitor the 
credit exposure in Region International Operations due to the increasing 
sales and low credit ratings of many countries in this region.

Please refer to note 2.2 for split of allowance for trade receivables by 
 geographical segment.

Capital structure
Novo Nordisk’s capital structure is characterised by a substantial equity 
ratio. This is in line with the general capital structure of the pharmaceutical 
industry and refl ects the inherent long-term investment horizons in an 
industry with typically more than 10 years’ development time for 
 pharmaceutical products. Novo Nordisk’s equity ratio, calculated as equity 
to total liabilities, was 60.5% at the end of the year (61.9% at the end 
of 2012). 

4.3 Derivative fi nancial 
instruments

Accounting policies
The derivative fi nancial instruments are used to manage the exposure to 
market risk. None of the derivatives are held for trading. However, not all 
derivatives are designated for hedge accounting.

Novo Nordisk uses forward exchange contracts and currency options to 
hedge forecast transactions, assets and liabilities. Currently, net investments 
in foreign subsidiaries are not hedged.

Upon initiation of the contract, Novo Nordisk designates each derivative 
fi nancial contract that qualifi es for hedge accounting as one of:
 
• hedges of the fair value of a recognised asset or liability or a fi rm 

 commitment (fair value hedge)
• hedges of the fair value of a forecast fi nancial transaction (cash fl ow 

hedge).

All contracts are initially recognised at fair value and subsequently 
remeasured at their fair values based on current bid prices at the end of the 
reporting period. 

Value adjustments of fair value hedges are recognised in the Income 
statement along with any value adjustments of the hedged asset or liability 
that is attributable to the hedged risk. 

Value adjustments of cash fl ow hedges are recognised directly in Other 
comprehensive income, given hedge effectiveness. The cumulative value 
adjustment of these contracts is transferred from Other comprehensive 
income to the Income statement as a reclassifi cation adjustment under 
Financial income or Financial expenses when the hedged transaction is 
recognised in the Income statement. 
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4.3 Derivative fi nancial instruments 
(continued)

Hedging activities  2013   2012 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Forward contracts, cash fl ow hedges 26,982 1,104  25,639 732 
Currency options, cash fl ow hedges 2,195 148  2,755 134 
Forward contracts, fair value hedges 3,508 365  2,521 95 48

Total hedging activities 32,685 1,617 – 30,915 961 48

Total derivatives included in:
Derivative fi nancial instruments (current assets)  1,521   931 
Derivative fi nancial instruments (current liabilities)   –   48
Equity, Other reserves  96   30 

Presentation in the Income statement and Other comprehensive income

  2013   2012 

  Positive Negative  Positive Negative
  fair value fair value  fair value fair value
DKK million  at year-end at year-end  at year-end at year-end

Cash fl ow hedges for which hedge accounting is not applied  19   19 
Fair value hedges  365   95 48

Total fair value adjustments through the Income statement  384 –  114 48

Cash fl ow hedges for which hedge accounting is applied  1,233   847 

Total fair value adjustments through Other comprehensive income  1,233 –  847 –

Total fair value adjustments  1,617 –  961 48

Hedging of forecast transactions (cash fl ow hedge)

  2013   2012 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

Hedging of forecast transactions qualifying 
for hedge accounting

USD 22,020 742  19,939 409 
JPY, GBP and other currencies 4,962 362  5,700 323 

Total forward contracts (forecasted cash fl ow) 26,982 1,104 – 25,639 732 –

USD 1,739 33  2,402 72 
JPY 456 96  353 43 

Total currency options (forecasted cash fl ow) 2,195 129 – 2,755 115 –

Total cash fl ow hedges for which hedge 
accounting is applied 29,177 1,233 – 28,394 847 –

Other forecast transaction hedges for which 
hedge accounting is not applied

Currency options for which hedge
accounting is not applied – 19 – – 19 –

Total contracts of forecast transactions 29,177 1,252 – 28,394 866 –
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4.3 Derivative fi nancial instruments 
(continued)

Hedging of assets and liabilities (fair value hedge)

  2013   2012 

 Contract Positive Negative Contract Positive Negative
 amount fair value fair value amount fair value fair value
DKK million at year-end at year-end at year-end at year-end at year-end at year-end

USD 1,355 141 – 698 – 30
JPY, GBP and other currencies 2,153 224 – 1,823 95 18

Total forward contracts 3,508 365 – 2,521 95 48

The table above shows the fair value of fair value-hedging activities for 2013 and 2012 specifi ed by hedging instrument and the major currencies. 
All changes in fair values are recognised in the Income statement, amounting to a net gain of DKK 365 million in 2013 (a net gain of DKK 47 million in 2012). 
As the hedges are highly effective, the net gain or loss on the hedged items is similar to the net loss or gain on the hedging instruments.

The fi nancial contracts existing at the end of the year hedge the currency exposure on assets and liabilities in the Group’s major currencies excluding DKK 
and EUR. Contract amount of other currencies at year-end are JPY at DKK 539 million (DKK 444 million in 2012), GBP at DKK 449 million (DKK 365 million in 
2012), ‘other’ comprises AUD at DKK 525 million (DKK 475 million in 2012), CAD at DKK 208 million (DKK 138 million in 2012) and PLN at DKK 432 million 
(DKK 401 million in 2012).

4.4 Cash and cash equivalents, fi nancial 
resources and free cash fl ow

Accounting policies
Cash and cash equivalents consist of cash offset by short-term bank loans. 
Financial resources consist of cash and cash equivalents, marketable 
securities with original maturity of less than three months and undrawn 
committed credit facilities expiring after more than one year. The Statement 
of cash fl ows is presented in accordance with the indirect method 
commencing with Net profi t for the year.

DKK million 2013 2012 2011

Cash and cash equivalents

Cash at bank and on hand (note 4.2) 10,728 11,553 13,408
Current debt (bank overdrafts) (215) (500) (351)

Cash and cash equivalents 
at the end of the year 10,513 11,053 13,057

Financial resources

Cash and cash equivalents 10,513 11,053 13,057
Marketable securities 3,741 4,552 4,094
Undrawn committed credit facilities1 4,849 4,849 4,832

Total fi nancial resources  19,103 20,454 21,983

1. The undrawn committed credit facility in 2013, 2012 and 2011 is a EUR 650 million 
facility committed by a portfolio of international banks. The facility matures in 2016.

Free cash fl ow

Net cash generated from 
operating activities 25,942 22,214 21,374
Net cash used in investing activities  (2,773) (4,070) (3,459)
Net purchase of marketable securities (811) 501 197

Free cash fl ow2 22,358 18,645 18,112

2. Additional non-IFRS measure; please refer to p 93 for defi nitions.

4.5 Change in working 
capital

Accounting policies
Working capital is defi ned as current assets less current liabilities and 
measures the liquid assets Novo Nordisk has available for the business. 

Change in working capital

DKK million 2013 2012 2011

Trade receivables  (1,268) (290) (849)
Other receivables and prepayments 251 (329) 27
Inventories (9) (110) 256
Trade payables 233 568 385
Other liabilities 404 448 580
Exchange rate adjustments 124 (13) 35

Total change in working capital (265) 274 434
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Available-for-sale fi nancial assets
Available-for-sale fi nancial assets consist of equity investments and 
marketable securities. Equity investments are included in Other fi nancial 
assets unless Management intends to dispose of the investment within 
12 months of the end of the reporting period. If that is the case, the current 
part is included in Other receivables and prepayments.

Unrealised gains and losses arising from changes in the fair value of 
 fi nancial assets classifi ed as available for sale are recognised in Other 
 comprehensive income. When fi nancial assets classifi ed as available for sale 
are sold or impaired, the accumulated fair value adjustments are included 
in the Income statement.

The fair values of quoted investments (including marketable securities) are 
based on current bid prices at the end of the reporting period. Financial 
assets for which no active market exists are carried at fair value based on a 
valuation methodology or at cost if no reliable valuation model can be 
applied. 

Loans and receivables
Loans and receivables are non-derivative fi nancial assets with fi xed or 
 deter minable payments that are not quoted in an active market. If  
collection is expected within one year (or in the normal operating cycle of 
the business if longer), they are classifi ed as Current assets. If not, they are 
presented as Non-current assets.

Trade receivables and Other receivables are recognised initially at fair value 
and subsequently measured at amortised cost using the effective interest 
method, less provision for allowance. Provision for allowance is made for 
Trade receivables when there is objective evidence that Novo Nordisk will 
not be able to collect all amounts due according to the original terms of the 
receivables.
 
The provision for allowance is deducted from the carrying amount of 
Trade receivables and the amount of the loss is recognised in the Income 
statement under Sales and distribution costs. When a trade receivable 
is uncollectible, it is written off against the allowance account for trade 
receivables. Subsequent recoveries of amounts previously written off are 
credited against Sales and distribution costs in the Income statement.

4.6 Financial assets and 
liabilities

Accounting policies
Depending on the purpose of each investment, Novo Nordisk classifi es 
these into the following categories:

• Available-for-sale fi nancial assets 
• Loans and receivables
• Financial assets at fair value through the Income statement (derivatives).

Management determines the classifi cation of its investments on initial 
recognition and re-evaluates this at the end of every reporting period to the 
extent that such a classifi cation is permitted and required.

Recognition and measurement
Purchases and sales of investments are recognised on the settlement date. 
Investments are initially recognised at fair value. 

Available-for-sale fi nancial assets and fi nancial assets at fair value are 
subsequently carried at fair value. Loans and receivables are carried at 
amortised cost based on the effective interest method. 

Fair value disclosures are made separately for each class of fi nancial 
 instruments at the end of the reporting period.

Derecognition
Investments are derecognised when the rights to receive cash fl ows from 
the investments have expired or have been transferred, and Novo Nordisk 
has transferred substantially all risks and rewards of ownership.

Financial assets by category  Financial    
  assets   
 Available- measured at   
 for-sale fair value   
 fi nancial through the Loans Cash 
 assets at Income and and cash 
DKK million fair value statement receivables equivalents Total

2013
Other fi nancial assets 175  376  551
Trade receivables (note 3.4)   10,907  10,907
Other receivables (note 3.5)   2,454  2,454
– less prepayments (note 3.5)   (1,110)  (1,110)
Marketable securities (bonds) (note 4.2) 3,741    3,741
Derivative fi nancial instruments (note 4.3)  1,521   1,521
Cash at bank and on hand (note 4.4)    10,728 10,728

Total fi nancial assets at the end of the year by category 3,916 1,521 12,627 10,728 28,792

Total fi nancial assets at the end of the year by category, 2012 4,699 931 11,392 11,553 28,575
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Fair value measurement hierarchy

DKK million 2013 2012

Active market data  3,908 4,625
Directly or indirectly observable market data 1,521 931
Not based on observable market data 8 74

Total fi nancial assets at fair value 5,437 5,630

Active market data  – –
Directly or indirectly observable market data – 48
Not based on observable market data – –

Total fi nancial liabilities at fair value – 48

Financial assets and liabilities measured at fair value can be categorised 
using the fair value measurement hierarchy above. There have not been 
any transfers between the categories ’Active market data’ and ’Directly or 
indirectly observable market data’ during 2013 or 2012.

4.7 Financial income and 
expenses

Accounting policies
The activity of the fi nancial assets and liabilities and borrowings generates 
the fi nancial income and expenses in Novo Nordisk. As of 2012, ‘Share 
of profi t or loss of associated companies’ has been reclassifi ed as part of 
fi nancial income, disclosed as ‘Income from other fi nancial assets’. The net 
fi nancials in the Income statement are mainly related to foreign exchange 
elements and can be specifi ed as follows:

Financial income

DKK million 2013 2012 2011

Interest income  56 124 274
Foreign exchange gain on forward 
contracts (net) 822 – 240
Cash fl ow hedge transferred from 
Other comprehensive income (net) 809 – –
Income from other fi nancial assets 15 1 –

Total fi nancial income 1,702 125 514

Financial expenses

DKK million 2013 2012 2011

Interest expenses  55 58 275
Foreign exchange loss (net) 435 161 256
Foreign exchange loss on forward 
contracts (net) – 39 1,276
Foreign exchange loss on currency 
options (net) 50 147 200
Loss on investments etc 20 118 27
Other fi nancial expenses 96 83 99
Cash fl ow hedge transferred from 
Other comprehensive income (net) – 1,182 (1,170)

Total fi nancial expenses 656 1,788 963

4.6 Financial assets and liabilities 
(continued)

Financial liabilities by category  Financial  Financial  
  liabilities  liabilities 
  measured at Financial measured at 
  fair value liabilities fair value 
  through the measured at through Other 
  Income amortised comprehensive 
DKK million  statement cost income Total

2013
Current debt    215  215
Trade payables   4,092  4,092
Other liabilities (note 3.8)   9,386  9,386
– less VAT and duties payable (note 3.8)   (761)  (761)

Total fi nancial liabilities at the end of the year by category2  – 12,932 – 12,932

2012
Current debt    500  500
Trade payables   3,859  3,859
Other liabilities (note 3.8)   8,982  8,982
– less VAT and duties payable (note 3.8)   (703)  (703)
Derivative fi nancial instruments (note 4.3)  48   48

Total fi nancial liabilities at the end of the year by category2  48 12,638 – 12,686

2. All fi nancial liabilities are due within one year.

For a description of the credit quality of fi nancial assets such as Trade receivables, Cash at bank and on hand, Marketable securities, Current debt and 
Derivative fi nancial instruments, refer to notes 4.2 and 4.3.
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Section 5
Other disclosures

This section provides details on notes that by their nature are of statutory or secondary importance for 
understanding the fi nancial performance of Novo Nordisk. A list of subsidiaries in the Novo Nordisk Group is also 
included here.

Long-term share-based incentive programme
For a description of the programme, please refer to ‘Remuneration’ in 
‘Governance, leadership and shares’, pp 49–51.

Senior Management Board
On 29 January 2014, the Board of Directors approved the establishment, 
for members of the Senior Management Board, of a joint pool for the 
fi nancial year 2013 by allocating a total of 254,417 Novo Nordisk B shares. 
This allocation amounts on average to 4.75 months of fi xed base salary 
plus pension contribution per member of Executive Management and 4.2 
months of fi xed base salary for Senior Vice Presidents, corresponding to 
a value at launch of the programme of DKK 51 million. This amount was 
expensed in 2013. The share price used for the conversion was the average 
share price (DKK 202.40) for Novo Nordisk B shares on NASDAQ OMX 
Copenhagen in the period 31 January – 14 February 2013. Based on the 
split of participants when the joint pool was established, approximately 
40% of the pool will be allocated to members of Executive Management 
and 60% to other members of the Senior Management Board. 

The shares allocated to the joint pool for 2010 (842,880 shares) were 
released to the individual participants subsequent to the approval of the 
Annual Report 2013 by the Board of Directors and after the announcement 
of the 2013 full-year fi nancial results on 30 January 2014. The shares 
allocated correspond to a value at launch of the programme of DKK 64 
million, expensed in 2010.

Management group below Senior Management Board
The management group below the Senior Management Board has a share-
based incentive programme with similar performance criteria. For 2013, a 
total of 622,190 shares were allocated to the pool for this group. 

The shares allocated to the pool for 2010 (2,744,680 shares) were released 
to the individual participants subsequent to the approval of the Annual 
Report 2013 by the Board of Directors and after the announcement of the 
2013 full-year fi nancial results on 30 January 2014. The shares allocated 
correspond to a value at launch of the programme of DKK 208 million 
amortised over the period 2010–2013. The number of shares to be 
transferred (2,475,090) is lower than the original number of shares 
allocated to the share pool as some participants had left the company 
before the release conditions of the programme were met.

Share options
No share options have been granted since 2006 as the long-term incentive 
programme from 2007 onwards has been share-based. 

The 2005–2006 share options were exercisable three years after the issue 
date and will expire after eight years. The exercise price for options granted 
based on performance targets for the fi nancial years 2005–2006 was 
equal to the market price of the Novo Nordisk B share at the time the plan 
was established. The options can only be settled in shares. Each option 
gives the right to purchase one Novo Nordisk B share.

5.1 Share-based payment 
schemes

Accounting policies
Share-based compensation
Novo Nordisk operates equity-settled, share-based compensation plans. 
The fair value of the employee services received in exchange for the grant 
of the options or shares is recognised as an expense and allocated over the 
vesting period.

The total amount to be expensed over the vesting period is determined by 
reference to the fair value of the options or shares granted, excluding 
the impact of any non-market vesting conditions. The fair value is fi xed at 
the grant date. Non-market vesting conditions are included in assumptions 
about the number of options or shares that are expected to vest. At the end 
of each reporting period, Novo Nordisk revises its estimates of the number 
of options or shares expected to vest. Novo Nordisk recognises the  impact 
of the revision of the original estimates, if any, in the Income statement 
and in a corresponding adjustment to Equity (change in  proceeds) over the 
remaining vesting period. Adjustments relating to prior years are included 
in the Income statement in the year of adjustment. 

Share-based payment

Expensed in the Income statement

DKK million 2013 2012 2011

Restricted stock units to employees 188 50 96
Long-term share-based incentive 
programme (Senior Management 
Board)1 51 73 57
Long-term share-based incentive 
programme (Management group below 
Senior Management Board)2 170 185 166

Share-based payment expensed 
in the Income statement 409 308 319

1. Expense for the year refl ects the full value at launch of the programme for the year.
2. Expense for the year refl ects the value at launch of the last four programmes, 

amortised over four years.

Restricted stock units to employees
In 2008 and 2010, a general employee share programme was implemented. 
Outside Denmark the programme was structured as restricted stock units. 
The cost of the 2008 programme was amortised over the period 
2008–2011. The cost of the 2010 programme has been amortised over the 
period 2010–2013.

Following the 90th anniversary in 2013, all employees in the company 
(excl NNE Pharmaplan and NNIT) were offered 100 restricted stock units. 
A restricted stock unit gives the right to receive one Novo Nordisk B share 
free of charge on 1 April 2016 subject to continued employment and 
average sales growth of at least 5% per year measured in DKK in the period 
2012–2015. The cost of the DKK 440 million programme is amortised over 
the period 2013–2016 at an annual amount of DKK 135 million.
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5.1 Share-based payment schemes 
(continued)

Assumptions
The fair value of the Novo Nordisk B share options has been calculated 
 using Black-Scholes option-pricing model.

The expected volatility is calculated as one-year historical volatility (average 
of daily volatilities).

The assumptions used are shown in the table below:

 2013 2012 2011

Expected life of the option in years 
(average)  1 1 2
Expected volatility  21% 21% 23%
Expected dividend per share (in DKK) 4.50 3.60 2.80
Risk-free interest rate 
(based on Danish government bonds) 0.14% 0.00% 0.20%
Novo Nordisk B share price 
at the end of the year (in DKK) 198.80 183.30 132.00

Outstanding restricted stock units 2013 2012

Outstanding at the beginning of the year 12,374,845 13,913,515

Released restricted stock units to employees (1,356,000) (5,750)
Released shares from 2009 
Management pools (3,529,670) (3,275,030)
Cancelled shares from Management pool (207,410) (340,155)
Issued restricted stock units – NNIT – 35,300
Issued restricted stock units to employees 2,370,000 –
Shares allocated to Management pools 876,607 2,046,965

Outstanding at the end of the year 10,528,372 12,374,845

Exercisable share options

Exercisable at the beginning of the year 5,040,700 9,534,920

Exercised  (2,017,700) (4,175,470)
Cancelled  (221,080) (318,750)

Exercisable at the end of the year 2,801,9201 5,040,7001

1. Average exercise price per option (excluding restricted stock units) amounts to 
DKK 34 (DKK 26 in 2012), and calculated fair value per option amounts to DKK 161 
(DKK 152 in 2012).

Outstanding restricted stock units      Amount 

and exercisable share options  Issued2 Released Cancelled Outstanding DKK million Vesting date

Restricted stock units to employees1

2010 Restricted stock units  1,356,000 (1,356,000) – –  1/12/13
2012 Restricted stock units – NNIT  35,300 – – 35,300  1/12/14
2013 Restricted stock units  2,370,000 – – 2,370,000  1/04/16

Outstanding restricted stock units to 
employees at the end of 2013  3,761,300 (1,356,000) – 2,405,300  

Shares allocated to joint pools 
for Senior Management Board1

2010 Shares allocated to joint pool  842,880 – – 842,880 64 30/1/14
2011 Shares allocated to joint pool  448,560 – – 448,560 57 Q1 2015
2012 Shares allocated to joint pool   487,730 – – 487,730 73 Q1 2016
2013 Shares allocated to joint pool3  254,417 – – 254,417 51 Q1 2017

Outstanding shares in joint pool to 
Senior Management Board  2,033,587 – – 2,033,587  

Shares allocated to pools 
for management group below 
Senior Management Board1

Joint pool related to prior years, not released 69,640 – – 69,640  
2010 Shares allocated to pool  2,744,680 – (269,590) 2,475,090 208 30/1/14
2011 Shares allocated to pool  1,485,665 – (86,565) 1,399,100 188 Q1 2015
2012 Shares allocated to pool  1,559,235 – (35,770) 1,523,465 234 Q1 2016
2013 Shares allocated to pool3  622,190 – – 622,190 126 Q1 2017

Outstanding shares in pool to management 
group below Senior Management Board  6,481,410 – (391,925) 6,089,485  

      Exercise 
  Issued2 Exercised Cancelled Exercisable price DKK Exercise period

Exercisable share options1

2004 Share options   8,094,160 (7,315,830) (778,330) – 26.8 31/01/08 – 30/01/13
2005 Share options  8,202,340 (6,918,250) (829,590) 454,500  30.6 31/01/09 – 30/01/14
2006 Share options  11,145,420 (7,862,735) (935,265) 2,347,420 35.0 31/01/10 – 30/01/15

Exercisable share options at the end of 2013 27,441,920 (22,096,815) (2,543,185) 2,801,920  

Outstanding/exercisable 
at the end of 2013   39,718,217 (23,452,815) (2,935,110) 13,330,292  

1. Comparative fi gures have been restated throughout the note to refl ect the change in trading unit from DKK 1 to DKK 0.20 due to the stock split as of 2 January 2014.
2. All restricted stock units, shares allocated to Management pools and share options are hedged by treasury shares.
3. 2013 programme released subsequent to the approval of the Annual Report 2013 on 30 January 2014.
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5.1 Share-based payment schemes 
(continued)

 Average Exercised
 market price share
Average market price of Novo Nordisk B shares per trading period in 2013 DKK options

31 January – 14 February 202.40 810,325
1 May – 15 May  197.90 243,000
8 August – 22 August  195.37 400,250
31 October – 14 November  187.82 564,125

Total exercised options1  2,017,700

1. In addition, 1,356,000 restricted stock units were released in Q4 2013.

5.2 Management’s holdings of Novo Nordisk shares
and share options

The internal rules for trading in Novo Nordisk securities by board members, executives and certain employees only permit trading in the 15-calendar-day period 
following each quarterly announcement. 

 At the beginning Additions Sold/transferred  At the end Market value1

Management’s holding of shares of the year  during the year during the year of the year DKK million

Göran Ando 10,500 2,500  13,000 2.6
Bruno Angelici 2,500   2,500 0.5
Jeppe Christiansen –   – –
Henrik Gürtler –   – –
Liz Hewitt 2,000   2,000 0.4
Ulrik Hjulmand-Lassen 5,405   5,405 1.1
Thomas Paul Koestler 8,000   8,000 1.6
Anne Marie Kverneland 12,225  490 11,735 2.3
Søren Thuesen Pedersen 1,615   1,615 0.3
Hannu Ryöppönen 11,250   11,250 2.2
Stig Strøbæk 1,950   1,950 0.4

Board of Directors in total 55,445 2,500 490 57,455 11.4

Lars Rebien Sørensen 274,850 78,820 28,820 324,850 64.6
Jesper Brandgaard 168,210 52,505 22,500 198,215 39.4
Lars Fruergaard Jørgensen 79,610 26,250 15,000 90,860 18.0
Lise Kingo 26,970 52,505 17,505 61,970 12.3
Jakob Riis 52,150 26,250 26,250 52,150 10.4
Kåre Schultz 285,120 52,505 17,625 320,000 63.6
Mads Krogsgaard Thomsen 232,240 58,505 33,325 257,420 51.2

Executive Management in total 1,119,150 347,340 161,025 1,305,465 259.5

Other members of the Senior Management Board 766,055 1,066,645 1,274,755 557,945 110.9

Joint pool for Executive Management and
other members of the Senior Management Board2 2,540,765 255,242 1,051,098 1,744,9093 346.9

Total 4,481,415 1,671,727 2,487,368 3,665,774 728.7

1. Calculation of the market value is based on the quoted share price of DKK 198.80 at the end of the year.
2. The annual allocation to the joint pool is locked up for three years before it is transferred to the participants employed at the end of each three-year period. Based on the split of 

participants when the joint pool was established, approximately 40% of the pool will be allocated to the members of Executive Management and approximately 60% to other 
members of the Senior Management Board. In the lock-up period, the joint pool may potentially be reduced in the event of lower-than-planned value creation in subsequent years.

3. Joint pool includes 2010 programme released on 30 January 2014 and excludes 288,678 shares assigned to retired Senior Management Board members.

Management’s holding of share options
  At the Exercised  
  beginning during At the end Fair value4

Share options in Novo Nordisk  of the year the year of the year DKK million

Executive Management  – – – –
Other members of the Senior Management Board  283,375 121,875 161,500 26

Total  283,375 121,875 161,500 26

4. The fair value has been calculated using Black-Scholes model with the parameters existing at year-end of the respective year.
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5.3 Adjustments 
for non-cash items

For the purpose of presenting the Statement of cash fl ows, non-cash items with effect on the Income statement must be reversed to identify the actual cash 
fl ow effect from the Income statement. The adjustments are specifi ed as follows:

Adjustments for non-cash items

DKK million   2013 2012 2011

Reversals of non-cash income statement items
Income taxes (note 2.4)   7,355 6,379 4,828
Depreciation, amortisation and impairment losses (notes 3.1 and 3.2)   2,799 2,693 2,737
Interest income and interest expenses, net (note 4.7)   (1) (66) 1
Share-based payment costs (note 5.1)   409 308 319
Other fi nancial income and expenses   – – 4

Changes in non-cash balance sheet items
Increase/(decrease) in provisions and retirement benefi t obligations (notes 3.6 and 3.7)   858 1,339 1,467

Other adjustments
(Gains)/losses from sale of property, plant and equipment   (1) 21 (3)
Unrealised (gain)/loss from other fi nancial assets   (17) 43 28
Reclassifi cation from working capital (other liabilities)   – 739 –
Other, including unrealised exchange (gain)/loss etc   (664) (203) (264)

Total adjustments for non-cash items   10,738 11,253 9,117
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The operating lease commitments are related to non-cancellable operating 
leases primarily related to premises, company cars and offi ce equipment. 
Approximately 62% of the commitments are related to leases outside 
Denmark. The lease costs for 2013 and 2012 were DKK 1,175 million and 
DKK 1,100 million respectively.

The purchase obligations primarily relate to contractual obligations in 
connection with investments in property, plant and equipment as well as 
purchase agreements regarding medical equipment and consumer goods. 
Novo Nordisk expects to fund these commitments with existing cash and 
cash fl ow from operations.

Research and development obligations entail uncertainties in relation to the 
period in which payments are due because a proportion of the  obligations 
are dependent on milestone achievements. The due periods disclosed 
are based on Management’s best estimate. Novo Nordisk has engaged in 
research and development projects with a number of external enterprises. 
Most of these obligations relate to the cardiovascular outcomes study for 
Tresiba®, the DEVOTE programme.  

DKK million 2013 2012

Other guarantees 830 635

Other guarantees primarily relate to guarantees 
issued by Novo Nordisk in relation to rented 
property

Security for debt 230 200

Land, buildings and equipment etc at carrying 
amount

World Diabetes Foundation (WDF)
At the Annual General Meeting of Novo Nordisk A/S in 2002, the 
 shareholders agreed on a donation to the World Diabetes Foundation 
(WDF), obligating Novo Nordisk A/S for a period of 10 years from 2001 to 
make annual donations to the Foundation of 0.25% of the net insulin 
sales of the Group in the preceding fi nancial year. 

At the Annual General Meeting in 2008, a new donation in addition to 
the existing obligation was agreed to by the shareholders. According to 
this agreement, Novo Nordisk is obliged to make annual donations to the 
Foundation in the period 2011–2017 of 0.125% of the net insulin sales 
of the Group in the preceding fi nancial year.

The annual donation in the period 2012–2017 will not exceed the lower 
of DKK 80 million or 15% of the taxable income of Novo Nordisk A/S in the 
fi nancial year in question. 

In 2013, the donation amounts to DKK 64 million (DKK 64 million and 
DKK 65 million in 2012 and 2011 respectively), which is recognised in 
Administrative costs in the Income statement. The 2012 donation included 
an extra donation of DKK 11 million to support predetermined WDF 
activities.

Disclosure regarding change of control
The EU Takeover Bids Directive, as partially implemented by the Danish 
Financial Statements Act, contains certain rules relating to listed companies 
on disclosure of information that may be of interest to the market and 
potential takeover bidders, in particular in relation to disclosure of change 
of control provisions. 

For information on the ownership structure of Novo Nordisk, please refer 
to ‘Shares and capital structure’ on pp 44–45. For information on change 
of control clauses in share option programmes, please refer to note 5.1, 
‘Share-based payment schemes’, and in relation to employee contracts for 
Executive Management of Novo Nordisk, please refer to ‘Remuneration’ on 
pp 49–51.

In addition, Novo Nordisk discloses that the Group does not have signifi cant 
agreements to which the Group is a party and which take effect, alter or 
terminate upon a change of control of the Group following implementation 
of a takeover bid.

5.4 Commitments

Commitments

The total contractual obligations and recognised non-current debt can be 
specifi ed as follows (payments due by period):

2013 Less   More 
 than 1–3 3–5 than 
DKK million 1 year years years 5 years Total

Retirement benefi t 
obligations 28 53 49 558 688

Total non-current 
liabilities recognised 
in the Balance sheet 28 53 49 558 688

Operating leases1 924 1,452 1,072 2,426 5,874
Purchase obligations 1,969 369 44 – 2,382
Research and develop-
ment obligations 2,612 1,875 789 – 5,276

Total obligations 
not recognised in the 
Balance sheet 5,505 3,696 1,905 2,426 13,532

Total contractual 
obligations 5,533 3,749 1,954 2,984 14,220

2012 Less   More 
 than 1–3 3–5 than 
DKK million 1 year years years 5 years Total

Retirement benefi t 
obligations 23 44 42 651 760

Total non-current 
liabilities recognised 
in the Balance sheet 23 44 42 651 760

Operating leases1 881 1,311 884 1,968 5,044
Purchase obligations 1,955 1,241 34 – 3,230
Research and develop-
ment obligations 1,506 1,218 191 – 2,915

Total obligations 
not recognised in the 
Balance sheet 4,342 3,770 1,109 1,968 11,189

Total contractual 
obligations 4,365 3,814 1,151 2,619 11,949

1. No material fi nance lease obligations exist in 2013 and 2012.
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5.6 Licence income and other 
operating income, net

Accounting policies
Licence income and other operating income, net, comprises licence income 
and income of a secondary nature in relation to the main activities of Novo 
Nordisk. Licence income is recognised on an accrual basis in accordance 
with the terms and substance of the relevant agreement. Non-Novo 
Nordisk-related net profi t from the two wholly owned subsidiaries NNIT A/S 
and NNE Pharmaplan A/S is recognised as other operating income. Licence 
income and other operating income also includes income from sale of 
intellectual property rights.

5.7 Fee to statutory 
auditors

DKK million 2013 2012 2011

Statutory audit  24 25 24
Audit-related services 4 4 5
Tax advisory services 11 12 13
Other services 5 6 3

Total fee to statutory auditors 44 47 45

5.5 Related party 
transactions

Novo Nordisk A/S is controlled by Novo A/S (incorporated in Denmark), 
which owns 25.5% of the share capital in Novo Nordisk A/S, representing 
74% of the total number of votes, excluding treasury shares. The 
remaining shares are widely held. The ultimate parent of the Group is the 
Novo Nordisk Foundation (incorporated in Denmark). Both entities are 
considered related parties.

Other related parties are considered to be the Novozymes Group and Xellia 
Pharmaceuticals due to joint ownership, associated companies, the 
directors and offi cers of these entities, and Management of Novo Nordisk 
A/S. 

In 2013, Novo Nordisk A/S acquired 12,750,000 B shares, worth DKK 2.5 
billion, from Novo A/S as part of the DKK 14.0 billion share repurchase 
programme. The transaction price was DKK 196.4 per share and was 
calculated as the average market price from 1 May to 3 May 2013 in the 
open window following the announcement of the fi nancial results for the 
fi rst quarter of 2013.

In 2012, Novo Nordisk A/S acquired 25,500,000 B shares, worth DKK 4.2 
billion, from Novo A/S as part of the DKK 12.0 billion share repurchase 
programme. The transaction price was DKK 164.6 per share and was 
calculated as the average market price from 27 April to 1 May 2012 in the 
open window following the announcement of the fi nancial results for the 
fi rst quarter of 2012. 

In 2011, Novo Nordisk A/S acquired 25,500,000 B shares, worth DKK 2.9 
billion, from Novo A/S as part of the DKK 12.0 billion share repurchase 
 programme. The transaction price was DKK 114.2 per share and was 
 calculated as the average market price from 4 to 10 August 2011 in the 
open window following the announcement of the fi nancial results for the 
second quarter of 2011. 

The Group has had the following material transactions with related parties, 
(income)/expense:

DKK million 2013 2012 2011

Novo Nordisk Foundation
Donations to Steno Diabetes 
Center A/S via Novo Nordisk  (45) (46) (45)

Novo A/S
Services provided by Novo Nordisk  (4) (2) (2)
Purchase of Novo Nordisk B shares 2,504 4,198 2,912

Novozymes
Services provided by Novo Nordisk (214) (255) (268)
Services provided by Novozymes 109 92 73

There have not been any material transactions with any director or offi cer 
of Novo Nordisk, Novozymes, Novo A/S, the Novo Nordisk Foundation, 
Xellia Pharmaceuticals or associated companies. For information on 
remuneration to the Management of Novo Nordisk, please refer to 
‘Remuneration’, pp 49–51, and note 2.3, ‘Employee costs’. There have not 
been and are no loans to the Board of Directors or Executive Management 
in 2013, 2012 or 2011.

There are no material unsettled transactions with related parties at the end 
of the year.
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5.8 Companies in the 
Novo Nordisk Group

 Percentage of 
Company and country shares owned Activity

Parent company
Novo Nordisk A/S, Denmark – • • • •

Subsidiaries by region

Europe
Novo Nordisk Pharma GmbH, Austria 100  •
SA Novo Nordisk Pharma NV, Belgium 100  •
Novo Nordisk Pharma d.o.o., Bosnia-Hercegovina 100  •
Novo Nordisk Pharma EAD, Bulgaria 100  •
Novo Nordisk Hrvatska d.o.o., Croatia 100  •
Novo Nordisk s.r.o., Czech Republic 100  •
FeF Chemicals A/S, Denmark 100 • •
Novo Nordisk Region Europe A/S, Denmark 100    •
Steno Diabetes Center A/S, Denmark 100   • •
Novo Nordisk Farma OY, Finland 100  •
Novo Nordisk, France  100  •
Novo Nordisk Production SAS, France 100 •
Novo Nordisk Pharma GmbH, Germany 100  •
Novo Nordisk Hellas Epe., Greece 100  •
Novo Nordisk Hungária Kft., Hungary 100  •
Novo Nordisk Limited, Ireland 100  •
Novo Nordisk S.P.A., Italy 100  •
UAB Novo Nordisk Pharma, Lithuania 100  •
Novo Nordisk Farma dooel, Macedonia 100  •
Novo Nordisk B.V., Netherlands 100  •
Novo Nordisk Scandinavia AS, Norway 100  •
Novo Nordisk Pharmaceutical Services Sp. z.o.o., Poland 100  •
Novo Nordisk Comércio Produtos Farmacẽuticos Lda.,  100  •
Portugal
Novo Nordisk Farma S.R.L., Romania 100  •
Novo Nordisk Pharma d.o.o. Belgrade (Serbia), Serbia 100  •
Novo Nordisk Slovakia s.r.o., Slovakia 100  •
Novo Nordisk, trženje farmacevtskih izdelkov d.o.o.,  100  •
Slovenia
Novo Nordisk Pharma S.A., Spain 100  •
Novo Nordisk Scandinavia AB, Sweden 100  •
Novo Nordisk FemCare AG, Switzerland 100  •  •
Novo Nordisk Health Care AG, Switzerland 100  •  •
Novo Nordisk Pharma AG, Switzerland 100  •
Novo Nordisk Holding Limited, United Kingdom 100    •
Novo Nordisk Limited, United Kingdom 100  •

North America
Novo Nordisk Canada Inc., Canada 100  •
Novo Nordisk Region North America II A/S, Denmark 100    •
Novo Nordisk US Holdings Inc., United States 100    •
Novo Nordisk Pharmaceutical Industries Inc., United States 100 •
Novo Nordisk Inc., United States 100  • •

Japan & Korea
Novo Nordisk Region Japan & Korea A/S, Denmark 100    •
Novo Nordisk Pharma Ltd., Japan 100 • •
Novo Nordisk Pharma Korea Ltd., South Korea 100  •

 Percentage of 
Company and country shares owned Activity

International Operations
Aldaph SpA, Algeria 100 • •
Novo Nordisk Pharma Argentina S.A., Argentina 100  •
Novo Nordisk Pharmaceuticals Pty. Ltd., Australia 100  •
Novo Nordisk Pharma (Private) Limited, Bangladesh 100  •
Novo Nordisk Produção Farmacêutica do Brasil Ltda.,  100 •
Brazil
Novo Nordisk Farmacêutica do Brasil Ltda., Brazil 100  •
Novo Nordisk Farmacêutica Limitada, Chile 100  •
Novo Nordisk Colombia SAS, Colombia 100  •
Novo Nordisk Pharma Operations A/S, Denmark 100    •
Novo Nordisk Region International Operations A/S,  100    •
Denmark
Novo Nordisk Egypt LLC, Egypt 100  •
Novo Nordisk India Private Limited, India 100  •  •
Novo Nordisk Service Centre (India) Pvt. Ltd., India 100    •
PT. Novo Nordisk Indonesia, Indonesia 100  •
Novo Nordisk Pars, Iran 100  •
Novo Nordisk Ltd, Israel 100  •
Novo Nordisk Pharma SARL, Lebanon 100  •
Novo Nordisk Pharma (Malaysia) Sdn Bhd, Malaysia 100  •
Novo Nordisk Pharma Operations (BAOS) Sdn Bhd,  100    •
Malaysia
Novo Nordisk Mexico S.A. de C.V., Mexico 100  •
Novo Nordisk Servicios Profesionales S.A. de C.V., Mexico  100    •
Novo Nordisk Farmacéutica S.A. de C.V., Mexico  100    •
Novo Nordisk Pharma SAS, Morocco 100  •
Novo Nordisk Pharmaceuticals Ltd., New Zealand 100  •
Novo Nordisk Pharma Limited, Nigeria 100  •
Novo Nordisk Pharma (Private) Limited, Pakistan 100  •
Novo Nordisk Pharmaceuticals (Philippines) Inc.,  100  •
Philippines
Novo Nordisk Limited Liability Company, Russia 100  •
Novo Nordisk Production Support LLC, Russia 100 •
Novo Investment Pte Limited, Singapore 100    •
Novo Nordisk Pharma (Singapore) Pte Ltd., Singapore 100  •
Novo Nordisk (Pty) Limited, South Africa 100  •
Novo Nordisk Pharma (Thailand) Ltd., Thailand 49  •
Novo Nordisk Tunisie SARL, Tunisia 100  •
Novo Nordisk Saglik Ürünleri Tic. Ltd. Sti., Turkey  100  •
Novo Nordisk Pharma Gulf FZ-LLC, United Arab Emirates 100  •
Novo Nordisk Venezuela Casa de Representación C.A.,  100  •
Venezuela

Region China
Novo Nordisk (China) Pharmaceuticals Co., Ltd., China 100 • •
Beijing Novo Nordisk Pharmaceuticals Science &  100   •
Technology Co., Ltd., China
Novo Nordisk Region China A/S, Denmark 100    •
Novo Nordisk Hong Kong Limited, Hong Kong 100  •
Novo Nordisk Pharma (Taiwan) Ltd., Taiwan 100  •

Other subsidiaries
NNIT A/S1, Denmark 100    •
NNE Pharmaplan A/S1, Denmark 100    •

1. In addition to the listed companies, NNIT A/S and NNE Pharmaplan A/S have their 
own subsidiaries.

Activity:

• Production

• Sales and marketing

• Research and development

• Services / investments
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5.9 Financial 
defi nitions

ADR
An American Depositary Receipt (or ADR) represents ownership in the 
shares of a non-US company and trades in US fi nancial markets.

Basic earnings per share (EPS) 
Net profi t divided by the average number of shares outstanding.

Diluted earnings per share 
Net profi t divided by average number of shares outstanding, including the 
dilutive effect of share options ‘in the money’. The dilutive effect of share 
options ‘in the money’ is calculated as the difference  between the 
following:

1) the number of shares that could have been acquired at fair value with 
proceeds from the exercise of the share options 
2) the number of shares that would have been issued assuming the exercise 
of the share options. 

The difference (the dilutive effect) is added to the denominator as an issue 
of shares for no consideration.

Effective tax rate 
Income taxes as a percentage of profi t before income taxes.

Equity ratio 
Total equity at year-end as a percentage of total assets at year-end.

Gross margin 
Gross profi t as a percentage of sales.

Net profi t margin 
Net profi t as a percentage of sales.

Number of shares outstanding 
The total number of shares, excluding the holding of treasury shares.

Operating margin 
Operating profi t as a percentage of sales.

Other comprehensive income (OCI)
Other comprehensive income comprises all items recognised in Equity for 
the year other than those related to transactions with owners of the 
 com pany. Examples of items that are required to be presented in OCI are:

• Exchange rate adjustments of investments in subsidiaries
• Remeasurements of defi ned benefi t plans
• Changes in fair value of fi nancial instruments in a cash fl ow hedge.

Payout ratio 
Total dividends for the year as a percentage of net profi t.

Return on equity (ROE)
Net profi t for the year as a percentage of shareholders’ equity (average).

Non-IFRS fi nancial measures
In the Annual Report, Novo Nordisk discloses certain fi nancial measures 
of the Group’s fi nancial performance, fi nancial position and cash fl ows that 
refl ect adjustments to the most directly comparable measures calculated 
and presented in accordance with IFRS. These non-IFRS fi nancial measures 
may not be defi ned and calculated by other companies in the same manner, 
and may thus not be comparable with such measures.

The non-IFRS fi nancial measures presented in the Annual Report are:
• Cash to earnings
• Financial resources at the end of the year
• Free cash fl ow
• Operating profi t after tax to net operating assets
• Underlying sales growth in local currencies.

Cash to earnings
Cash to earnings is defi ned as ‘free cash fl ow as a percentage of net profi t’.

Financial resources at the end of the year
Financial resources at the end of the year is defi ned as the sum of cash and 
cash equivalents at the end of the year, bonds with original term to maturity 
exceeding three months and undrawn committed credit facilities.

Free cash fl ow
Novo Nordisk defi nes free cash fl ow as ‘net cash generated from operating 
activities less net cash used in investing activities’ excluding ‘Net change in 
marketable securities’.

Net asset value per share
Defi ned as the company value per share, calculated by dividing the total 
net asset value of Novo Nordisk A/S by the number of shares outstanding.

Operating profi t after tax to net operating assets 
(OPAT/NOA)
Operating profi t after tax to net operating assets is defi ned as ‘operating 
profi t after tax (using the effective tax rate) as a percentage of average 
 inventories, receivables, property, plant and equipment, intangible assets 
and deferred tax assets less non-interest-bearing liabilities including 
 provisions and deferred tax liabilities (where average is the sum of the 
above assets and liabilities at the beginning of the year and at year-end 
divided by two)’. 

Underlying sales growth in local currencies
Underlying sales growth in local currencies is defi ned as sales for the year 
measured at prior-year average exchange rates compared with sales for 
the prior year measured at prior-year average exchange rates.
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Quarterly fi nancial fi gures 2012 and 2013
   2012    2013
DKK million Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Net sales 17,751 19,468 19,845 20,962 19,983 21,380 20,511 21,698

Sales by business segment:
  Modern insulins (insulin analogues) 7,867 8,613 8,879 9,462 8,991 9,626 9,393 10,143
  Human insulins  2,718 2,781 2,794 3,009 2,824 2,779 2,572 2,694
  Victoza® 1,990 2,293 2,503 2,709 2,678 2,877 2,847 3,231
  Protein-related products 625 621 644 621 606 643 666 640
  Oral antidiabetic products (OAD) 716 653 719 670 694 681 504 367

  Diabetes care total 13,916 14,961 15,539 16,471 15,793 16,606 15,982 17,075

  NovoSevenn® 1,909 2,451 2,153 2,420 2,027 2,542 2,428 2,259
  Norditropin® 1,346 1,440 1,451 1,461 1,537 1,479 1,436 1,662
  Other biopharmaceuticals 580 616 702 610 626 753 665 702

  Biopharmaceuticals total 3,835 4,507 4,306 4,491 4,190 4,774 4,529 4,623

Sales by geographical segment:
  North America 7,324 8,356 8,981 9,559 9,009 10,038 9,763 10,214
  Europe  4,596 5,081 4,793 5,237 4,761 5,123 4,994 5,185
  International Operations  2,734 2,757 2,695 2,894 3,094 3,077 2,697 3,139
  Japan & Korea 1,485 1,724 1,710 1,698 1,239 1,368 1,312 1,398
  Region China 1,612 1,550 1,666 1,574 1,880 1,774 1,745 1,762

Gross profi t 14,348 16,044 16,360 17,809 16,374 17,774 16,986 18,298
Sales and distribution costs 4,850 5,203 5,299 6,192 5,530 5,834 5,529 6,487
Research and development costs 2,507 2,563 2,617 3,210 2,657 2,715 2,795 3,566
Administrative costs 776 779 766 991 801 815 822 1,070
Licence income and other operating income, net 170 154 186 156 176 175 152 179
Operating profi t 6,385 7,653 7,864 7,572 7,562 8,585 7,992 7,354
Net fi nancials (328) (710) (505) (120) 207 96 307 436
Profi t before income taxes 6,057 6,943 7,359 7,452 7,769 8,681 8,299 7,790
Income taxes 1,393 1,597 1,692 1,697 1,787 1,947 1,884 1,737

Net profi t 4,664 5,346 5,667 5,755 5,982 6,734 6,415 6,053

Depreciation, amortisation and impairment losses 638 656 644 755 691 676 643 789

Total assets 61,210 60,978 66,620 65,669 62,447 64,289 68,134 70,337
Total equity 32,358 31,334 35,660 40,632 33,801 35,357 39,125 42,569

Financial ratios

As percentage of sales
  Sales and distribution costs 27.3% 26.7% 26.7% 29.5% 27.7% 27.3% 27.0% 29.9%
  Research and development costs 14.1% 13.2% 13.2% 15.3% 13.3% 12.7% 13.6% 16.4%
  Administrative costs  4.4% 4.0% 3.9% 4.7% 4.0% 3.8% 4.0% 4.9%
Gross margin1 80.8% 82.4% 82.4% 85.0% 81.9% 83.1% 82.8% 84.3%
Operating margin1 36.0% 39.3% 39.6% 36.1% 37.8% 40.2% 39.0% 33.9%
Equity ratio1 52.9% 51.4% 53.5% 61.9% 54.1% 55.0% 57.4% 60.5%

Share ratios

Basic earnings per share/ADR (in DKK)2 1.68 1.94 2.08 2.12 2.21 2.50 2.41 2.28
Diluted earnings per share/ADR (in DKK)2 1.66 1.93 2.07 2.11 2.20 2.49 2.39 2.27

Average number of shares outstanding (million) – basic2 2,784 2,746 2,723 2,715 2,708 2,689 2,668 2,653
Average number of shares outstanding (million) – diluted2  2,803 2,762 2,739 2,730 2,724 2,703 2,682 2,667

Employees

Number of full-time employees at the end of the period 32,252 32,819 33,501 34,286 35,154 35,869 36,851 37,978

1. For defi nitions, please refer to p 93.
2. Comparative fi gures have been restated to refl ect the change in trading unit from DKK 1 to DKK 0.20.
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Statement of social performance
for the year ended 31 December

 Note 2013 2012 2011

Patients

Patients reached with Novo Nordisk diabetes care products in millions (estimate) 2.1 24.3 22.8 20.9
Least developed countries where Novo Nordisk sells insulin according 
to the differential pricing policy 2.2 35 35 36
Donations (DKK million) 2.3 83 84 81
Animals purchased for research  2.4 72,662 73,601 66,401
New patent families (fi rst fi lings) 2.5 77 65 80

Employees

Employees (total) 3.1 38,436 34,731 32,632
Employee turnover 3.1 8.1% 9.1% 9.8%
Working the Novo Nordisk Way (scale 1–5)  4.4 4.3 4.3
Diverse senior management teams 3.1 70% 66% 62%
Annual training costs per employee (DKK)  9,352 9,951 10,479
Frequency of occupational accidents (number/million working hours) 3.2 3.5 3.61 3.61

Employment impact worldwide (direct and indirect jobs created) 3.3 139,700 125,600 118,700

Assurance

Relevant employees trained in business ethics  97% 99% 99%
Business ethics audits  45 48 46
Fulfi lment of action points from facilitations of the Novo Nordisk Way  96% 94% 93%
Supplier audits 4.1 221 219 177
Product recalls 4.2 6 6 5
Warning Letters and re-inspections 4.3 1 1 0
Company reputation with external key stakeholders (scale 1–7)  5.8 5.7 5.6

1. Comparative numbers have been restated – read more in note 3.2.
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Section 1 
Basis of preparation

To Novo Nordisk, AA1000APS(2008) is a component in creating a generally 
applicable approach to assessing and strengthening the credibility of 
the Group’s public reporting of social and environmental information. Novo 
Nordisk’s assurance process has been designed to ensure that the qualitative 
and quantitative information that documents the social and environmental 
dimensions of performance as well as the systems that underpin the data 
and performance are assured. The principles outlined in AA1000APS(2008) 
have been applied as described below.

Inclusivity
As a pharmaceutical business with global reach, Novo Nordisk is committed 
to being accountable to those stakeholders who are impacted by the 
organisation. Novo Nordisk maps its stakeholders and has processes in 
place to ensure inclusion of stakeholder concerns and expectations. In 
addition, Novo Nordisk continuously develops its stakeholder engagement 
and sustainability capacity at corporate and affi liate levels.

Materiality
Key issues are identifi ed through ongoing stakeholder engagement and 
trendspotting and are addressed by programmes or action plans with clear 
and measurable targets. Long-term targets are set to guide performance 
in strategic areas. The issues presented in the annual report are deemed to 
have a signifi cant impact on the Group’s future business performance and 
may support stakeholders in their decision-making.

Responsiveness
The report reaches out to a wide range of stakeholders, each with their 
specifi c needs and interests. To most stakeholders, however, the annual 
report is just one element of interaction and communication with the 
company. The annual report refl ects how the company is managing 
operations in ways that respond to and consider stakeholder concerns and 
interests.

Section 1 Basis of preparation
Read this section to get an overview of the social accounting policies and 
standards used for reporting on social performance.

1. Basis of preparation, p 96 

Section 2 Patients
Read this section to get more information about efforts related to 
improving availability, accessibility, affordability and quality of care through 
discovery, development and dissemination of medical treatments and 
capacity-building. 

2.1 Patients reached with Novo Nordisk diabetes care products 
 (estimate), p 98
2.2 Least developed countries where Novo Nordisk sells insulin according 
 to the differential pricing policy, p 98
2.3 Donations (DKK million), p 98
2.4 Animals purchased for research, p 98
2.5 New patent families (fi rst fi lings), p 99

Section 3 Employees
Read this section to get more information about social responsibility 
towards employees, ie offering a healthy and engaging working 
environment, which lays the foundation for realisation of the company’s 
vision and strategic objectives.

3.1 Employees, p 99
3.2 Frequency of occupational accidents, p 100
3.3 Employment impact worldwide (direct and indirect jobs created), p 100

Section 4 Assurance
Read this section to get more information about management processes 
put in place to ensure that business practices meet requirements and 
company standards for ethical performance, which is a precondition for 
earning stakeholder confi dence and trust.

4.1 Supplier audits, p 100
4.2 Product recalls, p 100
4.3 Warning Letters and re-inspections, p 100

Notes
In the Consolidated social statement, Novo Nordisk reports on three dimensions of performance: patients, 

employees and assurance. Progress is reported on three long-term targets: reach more patients with diabetes care prod-
ucts, ensure that the organisation is working the Novo Nordisk Way and nurture a diverse working environment. 

Sections in the Consolidated social statement

General reporting standards and principles
The Consolidated social statement is prepared in accordance with the 
Danish Financial Statements Act (FSA), sections 99a and 99b. Section 99a 
requires Novo Nordisk to account for the company’s activities relating 
to social responsibility, reporting on business strategies and activities in the 
areas of human rights, labour standards, environment, anti-corruption 
and climate. Companies that subscribe to the UN Global Compact and 
annually submit their Communication on Progress will be in compliance 
with the FSA, provided that the annual report includes a reference 
to where the information has been made publicly available. Read Novo 
Nordisk’s Communication on Progress 2013 at 
      novonordisk.com/annualreport and on UN Global Compact’s website at 
      unglobalcompact.org/COP. Section 99b requires Novo Nordisk to 
account for the gender diversity at Board level by reporting on targets and 
policies ensuring increased gender diversity over time – read more in the 
diversity report at       novonordisk.com/annualreport.

Novo Nordisk adheres to the following internationally recognised voluntary 
reporting standards and principles (for overview, read more on p 112):

• UN Global Compact. As a signatory to the UN Global Compact, a 
strategic policy initiative for businesses that are committed to aligning 
their operations and strategies with 10 universally accepted principles in 
the areas of human rights, labour, environment and anti-corruption, 
Novo Nordisk reports on progress during 2013 in its Communication on 
Progress, which can be found at       novonordisk.com/annualreport. As 
a member of UN Global Compact LEAD, a platform for a select group of 
companies to drive leadership to the next generation of sustainability 
performance, Novo Nordisk demonstrates its sustainability governance 
and management processes through the Blueprint for Corporate 
Sustainability Leadership, which is also part of the Communication on 
Progress.

• AA1000 framework for accountability. The framework 
(AA1000APS(2008) and AA1000AS(2008)) states that reporting must 
provide a complete, accurate, relevant and balanced picture of the 
organisation’s approach to and impact on society.
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In addition, Novo Nordisk reports with reference to the content elements 
and guiding principles of the International Integrated Reporting Framework 
developed by the International Integrated Reporting Council. The 
framework, which was released in a fi nal version in December, has been 
piloted by a group of companies, including Novo Nordisk.

In continuation of the efforts to advance integrated reporting, Novo Nordisk 
will, as of this year, discontinue publishing a separate report in accordance 
with the Global Reporting Initiative’s (GRI) Sustainability Reporting 
Guidelines (G3). The disclosures previously referenced in the GRI report 
continue to be included in the annual report and the UN Global Compact 
Communication on Progress, and additional contextual information 
about Management approach and oversight is, as before, available on the 
corporate website. 

Defi ning materiality
It is Novo Nordisk’s responsibility to ensure that those areas in which the 
Group has signifi cant impact are addressed. Issues with respect to social 
and environmental reporting are prioritised, and the issues considered most 
material are included in the printed annual report.

In assessing which information to include in the annual report, legal 
requirements and disclosure commitments made by Novo Nordisk are 
considered. Furthermore, it is assessed whether information is tied directly 
or indirectly to Novo Nordisk’s ability to create value. Short- and long-term 
value creation is taken into consideration.

The outcomes of formal reviews, research, stakeholder engagement and 
internal materiality discussions are presented as a proposal for annual 
reporting content to Executive Management and the Board of Directors. 

The conclusion from the external assurance provider is available in the 
Independent assurance report on p 111.

Principles of consolidation
The Consolidated social statement and disclosures cover the Novo Nordisk 
Group comprising Novo Nordisk A/S and entities controlled by Novo 
Nordisk A/S.

Social accounting policies

The accounting policies set out below and in the notes have been applied 
consistently in the preparation of the Consolidated social statement for 
all the years presented.

Disclosures taken out
The following disclosures have been taken out to align with management 
priorities:

• ’Healthcare professionals trained or educated in diabetes’ is expected to 
be reintroduced in the future in a different format to align with the 
updated strategy for access to health once implemented in the business.

• ‘People with diabetes trained’ is expected to be reintroduced in the future 
in a different format to align with the updated strategy for access to 
health once implemented in the business.

• ‘People participating in clinical trials’ is replaced by reporting on patient 
years in clinical trials in the Management review – read more on p 10.

• ‘Absence’ has been removed as it is not used as Management information 
at a consolidated level.

Other accounting policies

Working the Novo Nordisk Way
Working the Novo Nordisk Way is an employee assessment measured on a 
scale of 1–5, with 5 being the best, and is a simple average of respondents’ 
answers to all mandatory questions in the annual employee survey, eVoice, 
covering the Novo Nordisk Way. For 2013, the eVoice response rate was 
89% compared with 91% in 2012.

Annual training costs per employee
Training costs cover internal and external training costs as defi ned by Novo 
Nordisk and recorded in the fi nancial accounts, calculated per employee.

Relevant employees trained in business ethics
The mandatory business ethics training is based on globally applicable 
standard operating procedures (SOPs) and related tests released annually 
by the Business Ethics Compliance Offi ce. The target groups for the 
individual SOPs vary in size but cover all employees in Novo Nordisk at the 
end of the reporting period except employees on leave, student assistants, 
PhDs and post docs. The percentage of employees completing the training 
is calculated as the percentage of completion of both the SOPs and the 
related tests, based on internal registrations.

Business ethics audits
The number of business ethics audits is recorded as the number of 
conducted business ethics reviews in affi liates, production sites and 
headquarter areas. Furthermore, the number includes other business ethics 
assurance activities such as trend reports and review of third parties. 

Fulfi lment of action points from facilitations of the Novo Nordisk Way
Facilitation is the internal audit process for assessing compliance with the 
Novo Nordisk Way. The percentage of fulfi lment of action points arising 
from facilitations of the Novo Nordisk Way is measured as an average 
of timely closure of action points issued in the current year and the two 
previous years. The reason for using a three-year average as the basis for 
the calculation is that action lead times typically vary from a couple of 
months to more than a year. 

Company reputation with external key stakeholders
Company reputation with external key stakeholders is measured as the 
mean corporate brand score in the top seven markets (the US, Canada, 
China, Japan, Germany, the UK and France), weighted in accordance with 
actual sales of diabetes products (excluding oral antidiabetic products). 
The mean corporate brand score is based on company ratings (on a scale 
of 1–7, with 7 being the best) of peers collected through interviews with 
primary and secondary healthcare professionals who are current prescribers 
of Novo Nordisk injectable diabetes products. Each market is surveyed 
every year. The survey is carried out by an independent external consultancy 
fi rm.
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Section 2 
Patients

2.1 Patients reached with Novo Nordisk 
diabetes care products in millions 

 (estimate)

Accounting policies
The number of patients reached with Novo Nordisk diabetes care products, 
except devices and PrandiMet®, is estimated by dividing Novo Nordisk’s 
annual sales volume by the annual usage dose per patient for each product 
class as defi ned by the WHO. PrandiMet® is not included as no WHO-
defi ned dosage exists.

Development
The estimated number of patients reached with Novo Nordisk’s diabetes 
care products increased by 7% from 22.8 million in 2012 to 24.3 million 
in 2013. The majority of this growth is driven by the insulin business and 
Victoza®.

2.2 Least developed countries where 
Novo Nordisk sells insulin according 

 to the differential pricing policy

Accounting policies
Novo Nordisk has formulated a differential pricing policy for the least 
developed countries (LDCs) as defi ned by the UN. The differential pricing 
policy is part of the global initiatives to promote access to healthcare for all 
LDCs. The purpose of the policy is to offer human insulin in vials to all LDCs 
at or below a market price of 20% of the average prices for human insulin 
in vials in the western world. The western world is defi ned as Europe 
(the EU, Switzerland and Norway), the US, Canada and Japan. The number 
of LDCs where Novo Nordisk sells human insulin in vials according to the 
differential pricing policy is measured by direct or indirect sales by Novo 
Nordisk via government tender or private market sales to wholesalers, 
distributors or non-governmental organisations. In 2013 and 2012, 49 
countries were on the UN LDC list, against 48 in 2011.

Number of LDCs 2013 2012 2011

LDCs with insulin sold according 
to pricing policy 35 35 36
LDCs not buying according 
to pricing policy 3 2 2
LDCs with no sales 11 12 10

Total 49 49 48

Novo Nordisk operated in Laos, Kiribati and Nepal but did not sell insulin at 
the differential price here. The governments in those three countries were 
offered the opportunity to buy insulin at the differential price but the insulin 
sold there in 2013 was sold to the private market. While the number of 
countries buying insulin in accordance with this policy is stable, the volume 
sold under this policy increased by 7% from 2012 to 2013. 

Novo Nordisk is unable to guarantee that the price at which the company 
sells the insulin will be refl ected in the fi nal price to the consumer. While 
Novo Nordisk prefers to sell insulin at the differential price through 
government tenders, the company is willing to sell to private distributors 
and agents. 

In 11 LDCs Novo Nordisk had no sales in 2013 for various reasons. In 
several cases, the government did not respond to the offer, there were no 
private wholesalers or other partners to work with, or war or political 
unrest made it impossible to do business. 

2.3 Donations

Accounting policies
Donations by Novo Nordisk to the World Diabetes Foundation and the 
Novo Nordisk Haemophilia Foundation are recognised as an expense when 
the donation is paid out or when an unconditional commitment to donate 
has been made. For additional information regarding the World Diabetes 
Foundation, please refer to note 5.4 in the Consolidated fi nancial 
statements.

Donations in DKK million 2013 2012 2011

World Diabetes Foundation 64 64 65
Novo Nordisk Haemophilia Foundation 19 20 16

Total 83 84 81

2.4 Animals purchased 
for research

Accounting policies
Animals purchased for research is recorded as the number of animals 
purchased for all research undertaken at Novo Nordisk either in-house or 
by external contractors. The number of animals purchased is based on 
internal registration of purchased animals and yearly reports from external 
contractors.

Animals purchased 2013 2012 2011

Mice and rats 69,741 70,668 64,056
Pigs 1,177 1,170 953
Rabbits 1,124 691 535
Dogs 238 434 344
Non-human primates 240 355 186
Other rodents1 142 283 327

Total 72,662 73,601 66,401

1. Other rodents are gerbils, guinea pigs and hamsters.

The number of animals purchased for research in 2013 was at the 
same level as in 2012 (1% decrease), refl ecting the continued high level 
of research activity in the area of discovery and development of new 
pharmaceuticals within diabetes, haemophilia and infl ammation. In all, 
96% of the animals purchased were rodents.
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2.5 New patent families 
(fi rst fi lings)

Accounting policies
New patent families (fi rst fi lings) is recorded as the number of new patent applications that were fi led during the year.

Development
A total of 77 new patent families were established in 2013, an increase of 18% compared with the fi ling activity in 2012 when 65 patent families were 
established. The increase was driven by a higher level of patent-fi ling activity in the device area. By the end of 2013, Novo Nordisk had 796 active patent 
families.

The patent expiry dates for the product portfolio are shown in the table below. The dates provided are for expiry in the US, Germany, China and Japan of 
patents on the active ingredient, unless otherwise indicated, and include extensions of patent term (including for paediatric extension, where applicable). 
For several products, in addition to the compound patent, Novo Nordisk holds other patents on manufacturing processes, formulations or uses that may be 
relevant for exclusivity beyond the expiration of the active ingredient patent. Furthermore, regulatory data protection may apply.

Marketed products in key markets (active ingredients) US Germany China Japan

Diabetes care:
NovoRapid® (NovoLog®) 20141 Expired1 Expired1 Expired1

NovoMix® 30 (NovoLog® Mix 70/30) 2014 2015 Expired 2014
Levemir® 2019 2018 2014 2019
NovoNorm® (Prandin®) Expired Expired Expired 2016
PrandiMet® 20182 Pending N/A Pending
Victoza® 2022 2022 2017 2022
Tresiba® 20303 20283 2024 20273

Ryzodeg® 20303 20283 2024 20273

Biopharmaceuticals:
Norditropin® (Norditropin® SimpleXx®) 20154 20174 20174 20174

NovoSeven® Expired5 Expired5 Expired5 Expired5

NovoThirteen®  20216 N/A N/A N/A
Vagifem® 10 mcg 20227, 8 20217 N/A 20217

1. Formulation patent until 2017. It has been revoked in China, but the decision has been appealed.
2. Combination patent providing exclusivity to the combined use of two or more different medicines for treatment of a particular disease.
3. Current estimate.
4. Formulation patent providing exclusivity to the composition of excipients used in the drug products.
5. Room temperature-stable formulation patent until 2024.
6. Data protection runs until 2025.
7. Patent covers low-dose treatment regimen.
8.  Validity of the US patent is challenged in litigation.

Section 3 
Employees

3.1 Employees 

Accounting policies
The number of employees is recorded as all employees except externals, 
employees on unpaid leave, interns, bachelor and master thesis employees, 
and substitutes at year-end. 

The rate of turnover is measured as the number of employees, excluding 
temporary employees, who left the Group during the fi nancial year 
compared with the average number of employees, excluding temporary 
employees.

Diverse senior management teams is measured as the percentage of 
teams that are diverse in terms of both gender and nationality. A senior 
management team includes all managers and executive assistants reporting 
directly to an executive vice president/senior vice president.

Employees 2013 2012 2011

North America 6,162 5,758 4,870
Europe 20,286 18,715 18,215
– of which in Denmark 16,027 14,792 14,064
International Operations 6,054 5,143 4,549
Japan & Korea  1,084 1,071 1,010
Region China 4,850 4,044 3,988

Total employees 38,436 34,731 32,632

Employees (FTEs) 37,978 34,286 32,136

Employee turnover 8.1% 9.1% 9.8%

Increase in employees 11% 6% 7%

The growth in headcount is in line with expectations. Employee turnover 
decreased slightly overall, primarily due to decreases in Brazil, Russia, India 
and China.

Diversity in the company’s senior management teams increased from 
66% (19 of 29 teams) in 2012 to 70% (23 of 33 teams) in 2013. Among 
employees as a whole, the gender split was 50/50 in 2013, which is the 
same level as in 2012.
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The cash value distribution is calculated based on information from the 
Consolidated fi nancial statements including sales, payments to suppliers, 
employee costs, payments to the public sector (taxes), payments to 
investors and reinvestments in the Group.

Jobs created 2013 2012 2011

Direct impact 38,000 34,300 32,100
Indirect impact – production1 70,100 63,300 60,400
Indirect impact – employee 
consumption1 31,600 28,000 26,200

Total  139,700 125,600  118,700

1. Jobs created in the supply chain.

Cash value distribution 2013 2012 2011

Suppliers 30% 35% 34%
Employees 30% 28% 30%
Investors/funders 29% 26% 26%
Public sector (taxes) 12% 14% 8%
Reinvested in the Group (1%) (3%) 2%

Total 100% 100% 100%

The distribution of cash value to suppliers, employees and investors/funders 
remained stable in 2013 compared with 2012.

Development
In 2013, Novo Nordisk had six instances of product recalls, which is the 
same as in 2012. Five of the recalls were due to product defects originating 
from manufacturing, whereas one recall was due to heat exposure of 
products in the external distribution chain. Local health authorities were 
informed in all six instances to ensure that distributors, pharmacies, doctors 
and patients received appropriate information.

4.3 Warning Letters and 
re-inspections

Accounting policies
The number of Warning Letters is measured as the number of Warning 
Letters received from the US Food & Drug Administration (FDA). The 
number of re-inspections is measured as the number of failed inspections 
by an ISO-certifying body, FDA, EMA or PMDA in connection with GxP-
regulated or ISO-certifi ed areas with global reach and high business impact, 
ie withdrawn marketing authorisation involving top-level management 
in the containment and preparation of corrective actions.

Development
Following the receipt in December 2012 of a Warning Letter from the US 
Food and Drug Administration (FDA), a re-inspection was carried out in 
August 2013. In January 2014 Novo Nordisk received confi rmation from the 
agency that the violations had been addressed satisfactorily.

In total, 84 inspections were conducted in 2013, compared with 130 in 
2012, contributing to continuous adjustments.

3.2 Frequency of occupational 
accidents

Accounting policies
The frequency of occupational accidents is measured as the number of 
accidents reported for all employees, excluding externals, employees on 
unpaid leave, interns, bachelor and master thesis employees, and 
substitutes, per million nominal working hours. An occupational accident 
is any work-related accident causing at least one day of absence in addition 
to the day of the accident. 

Following the roll-out of uniform occupational health and safety 
management procedures on a global scale during 2013, a discrepancy 
related to reporting of occupational accidents in 2011 and 2012 has been 
identifi ed. Consequently, the comparative fi gures have been restated 
from a frequency per million working hours of 3.4 in 2011 and 3.2 in 2012 
to 3.6 for both years.

Development
In 2013, as in 2012, there were no work-related fatalities. The number of 
occupational accidents with absence increased by 8% compared with 2012, 
which is in line with the growth in number of employees. The frequency 
of occupational accidents decreased slightly from 3.6 per million working 
hours in 2012 to 3.5 per million working hours in 2013. 

3.3 Employment impact worldwide 
(direct and indirect jobs created)

Accounting policies
Employment impact worldwide is measured as an estimate of the direct 
and indirect jobs created by Novo Nordisk, calculated using fi nancial records 
and general statistics from public sources such as Statistics Denmark, 
Economic Multipliers for the US Economy (the Economic Policy Institute), 
the Organisation for Economic Co-operation and Development (OECD) 
and the China Statistical Yearbook.

4.1 Supplier 
audits

Accounting policies
The number of supplier audits concluded (audit reports received) is recorded 
as the number of responsible sourcing and quality audits conducted in the 
areas of direct and indirect spend on materials.

By type of audit 2013 2012 2011

Responsible sourcing audits 25 45 32
Quality audits 196 174 145

Total 221 219 177

One critical fi nding was issued in connection with a responsible sourcing 
audit regarding excessive overtime. A continuous improvement and 
engagement programme has been initiated with the supplier in order to 
address the issue.

4.2 Product 
recalls

Accounting policies
The number of product recalls is recorded as the number of times Novo 
Nordisk has instituted a recall and includes recalls in connection with clinical 
trials. A recall can affect various countries but only counts as one recall.

100 CONSOLIDATED SOCIAL STATEMENT Supplementary information

eng27 - 28.01 - 55-111.indd   100eng27 - 28.01 - 55-111.indd   100 31/01/14   11.4931/01/14   11.49



NOVO NORDISK ANNUAL REPORT 2013

Statement of environmental 
performance
for the year ended 31 December

 Note 2013 2012 2011

Resources

Energy consumption (1,000 GJ) 2.1 2,572 2,433 2,187
Water consumption (1,000 m3) 2.2 2,685 2,475 2,136

Emissions and waste

CO2 emissions from energy consumption (1,000 tons) 3.1 125 122 94
CO2 emissions from refrigerants (1,000 tons) 3.1 2 3 3
CO2 emissions from transport (1,000 tons) 3.1 59 55 53
Wastewater (1,000 m3) 3.2 2,457 2,272 2,036
Chemical oxygen demand (COD) in wastewater (tons) 3.2 897 723 446
Waste (tons) 3.3 91,712 82,802 41,376
Non-hazardous waste (of total waste) 3.3 85% 84% 70%
Breaches of regulatory limit values 3.4 14 27 22
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General reporting standards and principles
The Consolidated environmental statement is prepared in accordance with 
the same standards as those for the Consolidated social statement. 
Read more in section 1 ‘Basis of preparation’ of the Consolidated social 
statement on p 96.

Principles of consolidation
The Consolidated environmental statement covers the production sites, 

except for CO2 emissions from transport, which covers forwarders used to 
distribute Novo Nordisk products.

Environmental accounting policies

The accounting policies set out below have been consistently applied in 
preparation of the Consolidated environmental statement for all the years 
presented. 

Please refer to the accounting policies stated in the notes for information 
on the environmental disclosures.

Section 1 
Basis of preparation

Section 2 
Resources

Section 1 Basis of preparation
Read this section to get an overview of the accounting policies and 
standards used for reporting on environmental performance.

1. Basis of preparation, p 102

Section 2 Resources
Read this section to get more information about performance related to 
consumption of resources at production sites. Disclosures encompass data 
on realised energy and water consumption as well as efforts to reduce 
environmental impacts.

2.1 Energy consumption, p 102
2.2 Water consumption, p 102

Section 3 Emissions and waste
Read this section to get more information about performance related to 
outputs from production sites. Disclosures encompass data on realised 
emissions and waste as well as efforts to reduce environmental impacts.

3.1 CO2 emissions, p 103
3.2 Wastewater and chemical oxygen demand (COD) in wastewater, p 103
3.3 Waste, p 103
3.4 Breaches of regulatory limit values, p 103

Sections in the Consolidated environmental statement

Notes
In the Consolidated environmental statement, Novo Nordisk reports on two dimensions of performance: resources, 

and emissions and waste. Progress is reported on long-term targets to continuously reduce environmental impacts. 

2.1 Energy 
consumption

Accounting policies
Energy consumption is measured as both direct supply of energy 
(internally produced energy), which is energy Novo Nordisk produces from 
mainly natural gas and wood, and indirect supply of external energy 
(externally produced energy), which is electricity, steam and district heat. 
The consumption of fuel and externally produced energy is based on 
meter readings and invoices.

Energy consumption in 1,000 GJ 2013 2012 2011

Diabetes care 1,762 1,680 1,515
Biopharmaceuticals 362 316 280
Not allocated1 448 437 392

Total 2,572 2,433 2,187

1. Not allocated consists of consumption that cannot be directly linked to the 
production of either diabetes care or biopharmaceuticals, ie offi ce buildings.

In 2013 energy consumption increased by 6%, compared with 11% in 
2012, due to increased production and start-up of new production facilities.

2.2 Water 
consumption

Accounting policies
Water consumption is measured based on meter readings and invoices. It 
includes drinking water, industrial water and steam.

Water consumption in 1,000 m3 2013 2012 2011

Diabetes care 2,261 2,156 1,853
Biopharmaceuticals 244 201 142
Not allocated1 180 118 141

Total 2,685 2,475 2,136

1. Not allocated consists of consumption that cannot be directly linked to the 
production of either diabetes care or biopharmaceuticals, ie offi ce buildings.

In 2013 water consumption increased by 8%, compared with 16% in 2012, 
due to increased diabetes care production as well as start-up of new 
production facilities.
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Section 3 
Emissions and waste

3.1 CO2 emissions

Accounting policies
CO2 emissions from energy consumption
The amount of CO2 emissions from energy consumption covers 
consumption related to production measured in metric tons. CO2 emissions 
from energy consumption is calculated according to the GHG Protocol and 
based on emission factors from the previous year. 

CO2 emissions from refrigerants
CO2 emissions from refrigerants is calculated by converting to metric tons 
using standard factors.

CO2 emissions from transport (product distribution)
CO2 emissions from product distribution is calculated as the estimated 
emissions from product distribution in metric tons. It is calculated as the 
worldwide distribution of semi-fi nished and fi nished products, raw 
materials and components by air, sea and road between production sites 
and from production sites to affi liates, direct customers and importing 
distributors. CO2 emissions from product distribution from affi liates to 
pharmacies, hospitals and wholesalers are not included.

CO2 emissions in 1,000 tons 2013 2012 2011

CO2 emissions from energy consumption 125 122 94
– Diabetes care 96 95 70
– Biopharmaceuticals 11 9 8
– Not allocated1 18 18 16
CO2 emissions from refrigerants 2 3 3
CO2 emissions from transport 59 55 53

Total 186 180 150

1. Not allocated consists of consumption that cannot be directly linked to the 
production of either diabetes care or biopharmaceuticals, ie offi ce buildings.

CO2 emissions from energy consumption increased by 2% in 2013 
compared with 2012, when emissions increased by 30%. The increase 
is linked to energy consumption, but is less than the increase in energy 
consumption. This is due to a decrease in energy consumption at 
production facilities with CO2-intensive energy supply and an increase in 
energy consumption at production facilities with less CO2-intensive energy 
supply.

The emission of refrigerants decreased mainly due to replacement of 
refrigerants with high global-warming potential.

CO2 emissions from transport (product distribution) increased by 7% due 
to increased distribution volumes. Distributing as many products as possible 
by sea is a priority for Novo Nordisk, as it reduces both CO2 emissions and 
costs. 

3.2 Wastewater and chemical oxygen 
demand (COD) in wastewater

Accounting policies
The volume of wastewater is measured as process wastewater, sanitary 
wastewater and drainage water from fortifi ed areas. The total volume of 
wastewater is calculated based on input from the production sites either as 
a direct measure of the total sum discharged to public sewer systems or 
as the site’s total consumption of water minus registered evaporation from 
cooling systems (including cooling towers and other plants from which 
evaporation occurs) and any large amount of wastewater collected and 
treated as waste. 

Chemical oxygen demand (COD) in wastewater is a measure of the level 
of pollutants in the water and is calculated based on in-house test results or 
standard factors.

Development
The increase in water consumption led to an increase in the total volume of 
wastewater of 8%, from 2,272,000 m3 in 2012 to 2,457,000 m3 in 2013. 
The quantity of discharged COD in the wastewater increased by 24%, from 
723 tons in 2012 to 897 tons in 2013, primarily due to increased activity, 
especially in Kalundborg and Bagsvaerd. 

3.3 Waste

Accounting policies
Waste is measured as the sum of non-hazardous and hazardous waste 
disposed of based on weight receipts. 

Non-hazardous waste is calculated as a percentage of the total amount of 
waste disposed of. 

Tons of waste 2013 2012 2011

Non-hazardous waste 78,233 69,937  29,131
– Organic production waste for biogas1 65,437 58,193 16,765
– Other non-hazardous waste 12,796 11,744 12,366
Hazardous waste 13,479 12,865 12,245
– Ethanol 9,992 9,825 9,179
– Other hazardous waste 3,487 3,040 3,066

Total waste 91,712 82,802 41,376

Non-hazardous waste (of total waste) 85% 84% 70%

Waste treatment 2013 2012 2011

Recycling 84% 84% 71%
Incineration with energy recovery 9% 9% 16%
Incineration without energy recovery 1% 1% 1%
Special treatment2  5%  5% 10%
Landfi lling 1% 1% 2%

Total 100% 100% 100%

1. Until 2011, most of the non-hazardous organic production waste was used as animal 
feed and classifi ed as a by-product. Since October 2011, all this organic production 
waste has been sent for energy recovery in biogas plants and is therefore reported 
as waste.

2. Waste handled by companies specialised in chemical waste disposal. In 2013, 67% 
was either process wastewater requiring special treatment or waste containing 
medicine.

In 2013, total waste increased by 11%. Of this, 81% is non-hazardous 
organic production waste from Diabetes care. All of this organic production 
waste is recycled for energy recovery in biogas plants.

3.4 Breaches of regulatory 
limit values

Accounting policies
Breaches of regulatory limit values covers all breaches reported to the 
authorities.

Development
Breaches of regulatory limit values decreased by 48%, from 27 breaches in 
2012 to 14 in 2013. Most breaches are short-term violations of limit values 
for pH in wastewater with no impact on the environment. 
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Financial statements 
of the parent 
company 2013

DKK million Note  2013 2012

Sales  2  49,500 49,834
Cost of goods sold 3  11,711 12,271

Gross profi t   37,789 37,563

Sales and distribution costs 3  10,483 11,626
Research and development costs 3  9,903 9,071
Administrative costs 3  1,560 1,439
Licence income and other operating income, net   832 796

Operating profi t   16,675 16,223

Profi t in subsidiaries, net of tax 10  12,134 9,914
Financial income 4  1,573 139
Financial expenses 4  394 1,792

Profi t before income taxes   29,988 24,484

Income taxes 5  4,798 3,037

Net profi t for the year   25,190 21,447

Proposed appropriation of net profi t:
Dividends   11,866 9,715
Net revaluation reserve according to the equity method   2,255 731
Retained earnings   11,069 11,001

   25,190 21,447

The following pages encompass the fi nancial statements of the parent company being the legal entity Novo Nordisk 
A/S. Apart from ownership of the subsidiaries in the Novo Nordisk Group, the activity within the parent company mainly 
comprises sales, research and development, production, corporate activities and support functions.

Income statement
for the year ended 31 December
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Balance sheet
at 31 December

DKK million Note  2013 2012

Assets

Intangible assets 7  1,299 1,153
Property, plant and equipment 8  15,221 14,628
Financial assets 10  19,848 18,046

Total non-current assets   36,368 33,827

Raw materials   1,279 1,268
Work in progress   4,894 3,824
Finished goods   1,220 1,857

Inventories   7,393 6,949

Trade receivables   1,490 1,509
Amounts owed by affi liates   9,332 8,921
Tax receivables    3,021 1,052
Other receivables   794 756

Receivables   14,637 12,238

Marketable securities   3,739 4,544
Derivative fi nancial instruments   1,521 931
Cash at bank and on hand   9,605 10,693

Total current assets   36,895 35,355

Total assets   73,263 69,182

Equity and liabilities

Share capital   550 560
Net revaluation reserve according to the equity method   10,591 8,771
Retained earnings   31,428 31,301

Total equity 9  42,569 40,632

Deferred income tax liabilities 6  171 52
Other provisions 11  776 704

Total provisions   947 756

Non-current liabilities   – –

Current debt   1 137
Derivative fi nancial instruments   – 48
Trade payables   1,901 1,764
Amounts owed to affi liates   23,724 22,401
Tax payable   183 –
Other liabilities   3,938 3,444

Current liabilities   29,747 27,794

Total liabilities   29,747 27,794

Total equity and liabilities   73,263 69,182
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Notes 3 Employee 
costs

DKK million 2013 2012

Wages and salaries 7,792 7,076
Share-based payment costs 174 167
Pensions 727 663
Other social security contributions 192 183
Other employee costs 300 264

Total employee costs 9,185 8,353

Change in employee costs included in inventories 37 (7)

For information regarding remuneration to the Board of Directors and 
Executive Management, please refer to ‘Remuneration’ on pp 49–51 and 
note 2.3 to the Consolidated fi nancial statements. 

 2013 2012

Average number of full-time 
employees in Novo Nordisk A/S 12,849 12,003

4 Financial income and 
fi nancial expenses

DKK million 2013 2012

Interest income relating to subsidiaries  42 31
Other fi nancial income 1,531 108

Total fi nancial income 1,573 139

Interest expenses relating to subsidiaries  25 70
Foreign exchange loss (net)  308 148
Other fi nancial expenses 61 1,574

Total fi nancial expenses 394 1,792

5 Income 
taxes

Following developments in tax disputes, uncertain tax positions 
previously presented net, are as of 2013 presented individually as part of 
tax receivables/tax payables. Novo Nordisk has applied the reclassifi cation 
in 2013 without restating previous years’ comparative amounts and 
disclosures, as the change in classifi cation has only immaterial impact. 
Had comparative amounts been restated for 2012, tax receivables would 
have decreased by DKK 456 million and tax payables increased by 
DKK 181 million, both offset in fi nancial assets.

Novo Nordisk A/S and its Danish subsidiaries’ tax contribution to the joint 
taxation in 2013 amounts to DKK 4,251 million (DKK 3,527 million in 
2012). In 2013, Novo Nordisk A/S paid income taxes of DKK 4,753 million 
related to the current year (DKK 4,235 million in 2012) and DKK 2,550 
million in taxes regarding prior years (DKK 3,620 million in 2012). 
Furthermore, DKK 60 million has been paid in income taxes by Danish 
subsidiaries (a payment of DKK 40 million in 2012).

6 Deferred income tax 
assets/(liabilities)

DKK million 2013 2012

The deferred tax assets/liabilities are allocated 
to the various balance sheet items as follows:
Property, plant and equipment (776) (912)
Indirect production costs (876) (810)
Unrealised internal profi t 2,024 2,024
Other (543) (354)

Total income tax assets/(liabilities) (171) (52)

The Danish corporate tax rate was 25% in 2013. Deferred tax has been 
calculated based on expected realisation refl ecting the reduction in 
the Danish corporate tax rate. The effect of the change (DKK 109 million) 
is included in the total deferred income tax.

1 Accounting 
policies

The fi nancial statements of the parent company have been prepared in 
 accordance with the Danish Financial Statements Act (Class D) and 
other accounting regulations for companies listed on NASDAQ OMX 
Copenhagen. 

The accounting policies for the fi nancial statements of the parent company 
are unchanged from the last fi nancial year and are the same as for the 
Consolid ated fi nancial statements with the following additions. For a 
description of the accounting policies of the Group, please refer to the 
Consolidated fi nancial statements, pp 61–62.

Supplementary accounting policies for the parent company

Financial assets
In the fi nancial statements of the parent company, investments 
in subsidiaries are recorded under the equity method, which is at the 
respective share of the net asset values in subsidiaries. Net profi t of 
subsidiaries less unrealised intra-Group profi ts is recorded in the Income 
statement of the parent company.

To the extent it exceeds declared dividends from such companies, net 
revaluation of investments in subsidiaries is transferred to Net revaluation 
reserve under Equity according to the equity method. Profi ts in subsidiaries 
are disclosed as profi t after tax.

Fair value adjustments of fi nancial assets categorised as ‘Available for sale’ 
in the parent company are recognised in the Income statement.

Tax
For Danish tax purposes, the parent company is assessed jointly with its 
Danish subsidiaries. The Danish jointly taxed companies are included in a 
Danish on-account tax payment scheme for Danish corporate income tax. 
All current taxes under the scheme are recorded in the individual 
companies. Novo Nordisk A/S and its Danish subsidiaries are included in 
the joint taxation of the parent company, Novo A/S.

Statement of cash fl ows
No separate statement of cash fl ows has been prepared for the parent 
company; please refer to the Statement of cash fl ows for the Group 
on p 58.

2 Sales

DKK million 2013 2012

Sales by business segment
Diabetes care 49,275 49,479
Biopharmaceuticals 225 355

Total sales 49,500 49,834

Sales by geographical segment
North America 20,829 20,463
Europe 12,978 13,201
International Operations 8,370 7,986
Japan & Korea 2,377 3,992
Region China 4,946 4,192

Total sales 49,500 49,834

Sales are attributed to geographical segment based on location of the 
customer. For defi nitions of segments, please refer to note 2.2 to the 
Consolidated fi nancial statements.
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7 Intangible 
assets

DKK million     2013 2012

Cost at the beginning of the year     1,991 1,872
Additions during the year     360 119
Disposals during the year     – –

Cost at the end of the year     2,351 1,991

Amortisation at the beginning of the year     838 713
Amortisation during the year     101 97
Impairment losses for the year     113 28

Amortisation at the end of the year     1,052 838

Carrying amount at the end of the year     1,299 1,153

Intangible assets primarily relate to patents and licences, internally developed software and costs related to major IT projects.

8 Property, plant 
and equipment

    Payments  
    on account  
    and assets  
 Land and Plant and Other in course of  
DKK million buildings machinery equipment construction 2013 2012

Cost at the beginning of the year 10,803 14,568 1,990 3,710 31,071 29,307
Additions during the year 432 562 102 1,288 2,384 2,177
Disposals during the year (98) (538) (155) – (791) (413)
Transfer from/(to) other items 524 866 37 (1,427) – –

Cost at the end of the year 11,661 15,458 1,974 3,571 32,664 31,071

Depreciation and impairment losses at the beginning of the year 4,413 10,658 1,372 – 16,443 15,050
Depreciation for the year 488 1,098 152  1,738 1,704
Impairment losses for the year 4 22 5  31 86
Depreciation reversed on disposals during the year (92) (528) (149)  (769) (397)

Depreciation and impairment losses at the end of the year 4,813 11,250 1,380 – 17,443 16,443

Carrying amount at the end of the year 6,848 4,208 594 3,571 15,221 14,628

9 Statement of changes 
in equity

   Net   
  Share revaluation Retained  
DKK million  capital reserve earnings 2013 2012

Balance at the beginning of the year  560 8,771 31,301 40,632 37,448
Appropriated from Net profi t for the year    11,069 11,069 11,001
Proposed dividends    11,866 11,866 9,715
Appropriated from Net profi t for the year to Net revaluation reserve    2,255  2,255 731
Effect of hedged forecast transactions transferred to the Income statement    (832) (832) 1,118
Fair value adjustments of cash fl ow hedges for the year     1,205 1,205 832
Dividends paid    (9,715) (9,715) (7,742)
Share-based payments (note 3)    174 174 167
Tax credit related to share option scheme    57 57 31
Purchase of treasury shares    (13,989) (13,989) (12,162)
Sale of treasury shares    65 65 266
Reduction of the B share capital  (10)  10 0 0
Exchange rate adjustments of investments in subsidiaries    (435) (19) (454) (172)
Other adjustments    236 236 (601)

Balance at the end of the year  550 10,591 31,428 42,569 40,632

Please refer to note 4.1 to the Consolidated fi nancial statements regarding average number of shares, treasury shares and total number of A and B shares in 
Novo Nordisk A/S. 
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11 Other 
provisions

DKK million 2013 2012

Non-current 465 480
Current 311 224

Total other provisions 776 704

Provisions for pending litigations are recognised as Other provisions. 
Furthermore, as part of normal business Novo Nordisk issues credit notes 
for expired goods. Consequently, a provision for future returns is made, 
based on historical product return statistics.

For information on pending litigations, please refer to note 3.6 to the 
Consolidated fi nancial statements.

12 Related party 
transactions

For information on transactions with related parties, please refer to note 5.5 
to the Consolidated fi nancial statements.

10 Financial 
assets    Other  

   Amounts securities  
  Investments owed by and  
DKK million  in subsidiaries affi liates investments 2013 2012

Cost at the beginning of the year  8,805 234 674 9,713 9,569
Investments during the year  74 453 3 530 268
Divestments during the year   (477) (163) (640) (124)

Cost at the end of the year  8,879 210 514 9,603 9,713

Value adjustments at the beginning of the year  20,198  (531) 19,667 23,113
Profi t/(loss) before tax  15,533   15,533 13,883
Income taxes on profi t for the year  (2,564)   (2,564) (3,340)
Reclassifi cation to unrealised internal profi t  4,219   4,219 –
Amortisation and impairment    (26) (26) –
Reclassifi cation effect of uncertain tax positions  637   637 –
Dividends received  (10,423)   (10,423) (13,039)
Divestments during the year    107 107 –
Effect of exchange rate adjustment  (1,124) (4) 108 (1,020) (482)
Other adjustments  (130)   (130) (468)

Value adjustments at the end of the year  26,346 (4) (342) 26,000 19,667

Unrealised internal profi t at the beginning of the year  (11,334)   (11,334) (15,239)
Change for the year – charged to Income statement  (835)   (835) (627)
Change for the year – charged to Equity  (37)   (37) –
Reclassifi cation to value adjustment  (4,219)   (4,219) 4,219
Effect of exchange rate adjustment  670   670 313

Unrealised internal profi t at the end of the year  (15,755) – – (15,755) (11,334)

Carrying amount at the end of the year  19,470 206 172 19,848 18,046

Carrying amount of investments in subsidiaries does not include capitalised goodwill at the end of the year. A list of companies in the Novo Nordisk Group is 
found in note 5.8 to the Consolidated fi nancial statements. 

13 Commitments and 
contingencies

DKK million 2013 2012

Commitments
Lease commitments 1,664 993
Contractual obligations relating to 
investments in property, plant and equipment 404 107
Guarantees given for subsidiaries 4,390 4,523
Obligations relating to research and 
development projects 5,276 2,915
Other guarantees and commitments 1,677 2,574

Lease commitments expiring 
within the following periods 
from the balance sheet date
Within one year 201 191
Between one and fi ve years 659 534
After fi ve years 804 268

Total lease commitments 1,664 993

The lease costs for 2013 and 2012 were 
DKK 315 million and DKK 335 million respectively.

Security for debt
Land, buildings and equipment etc. 
at carrying amount 90 90

Novo Nordisk A/S and its Danish subsidiaries are jointly taxed with the 
Danish companies in the Novo A/S Group. The joint taxation also covers 
withholding taxes in the form of dividend tax, royalty tax and interest tax. 
The Danish companies are jointly and individually liable for the joint 
taxation. Any subsequent adjustments to income taxes and withholding 
taxes may lead to a larger liability. The tax for the individual companies is 
allocated in full on the basis of the expected taxable income. 

For information on pending litigation and other contingencies, please refer 
to notes 3.6 and 5.4 to the Consolidated fi nancial statements.
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Bagsværd, 29 January 2014

Executive Management Lars Rebien Sørensen Jesper Brandgaard Lars Fruergaard Jørgensen
 President and CEO CFO

 Lise Kingo Jakob Riis Kåre Schultz

 Mads Krogsgaard Thomsen

Board of Directors Göran Ando Jeppe Christiansen Bruno Angelici
 Chairman Vice chairman

 Henrik Gürtler Liz Hewitt Ulrik Hjulmand-Lassen
  Audit Committee member 

 Thomas Paul Koestler Anne Marie Kverneland Søren Thuesen Pedersen

 Hannu Ryöppönen Stig Strøbæk
 Chairman of Audit Committee member
 the Audit Committee 

Statement by the Board of Directors and 
Executive Management on the Annual Report
Today, the Board of Directors and Executive Management approved the 
 Annual Report of Novo Nordisk A/S for the year 2013. 

The Consolidated financial statements are prepared in accordance with 
International Financial Reporting Standards as issued by the International 
Accounting Standards Board (IASB), and International Financial Reporting 
Standards as endorsed by the EU. The Financial statements of the parent 
company, Novo Nordisk A/S, are prepared in accordance with the Danish 
Financial Statements Act. 

Further, the Consolidated financial statements, the Financial statements of 
the parent company and Management’s Review are prepared in accordance 
with additional Danish disclosure requirements for listed companies. 

In our opinion, the Consolidated financial statements and the Financial 
statements of the parent company give a true and fair view of the financial  
position at 31 December 2013, the results of the Group’s and parent 

 company’s operations, and consolidated cash flows for the financial year 
2013. Furthermore, in our opinion, Management’s Review includes a 
true and fair account of the development in the operations and financial 
 circumstances, of the results for the year, and of the financial position  
of the Group and the parent company as well as a description of the most 
significant risks and elements of uncertainty facing the Group and the  
parent company. 

Novo Nordisk’s Consolidated social and environmental statements have 
been prepared in accordance with the reporting principles of materiality, 
inclusivity and responsiveness of AA1000APS(2008). They give a balanced 
and reasonable presentation of the organisation’s social and environmental 
performance.

We recommend that the Annual Report be adopted at the Annual General 
Meeting.
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An audit involves performing procedures to obtain audit evidence about 
the amounts and disclosures in the Consolidated financial statements and 
the Financial statements of the Parent Company. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the Consolidated financial statements and the  
Financial statements of the Parent Company, whether due to fraud or error. 
In making those risk assessments, the auditor considers internal control 
relevant to the Company’s preparation of Consolidated financial  statements 
and Financial statements of the Parent Company that give a true and fair 
view in order to design audit procedures that are appropriate in the  
circumstances. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates 
made by the Management, as well as evaluating the overall presentation  
of the Consolidated financial statements and the Financial statements of 
the Parent Company. 

We believe that the audit evidence we have obtained is sufficient and 
 appropriate to provide a basis for our audit opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the Consolidated financial statements give a true and fair 
view of the financial position at 31 December 2013 of the Group and of 
the results of the Group’s operations and consolidated cash flows for the 
financial year 2013 in accordance with International Financial Reporting 
Standards as issued by the International Accounting Standards Board, and 
International Financial Reporting Standards as endorsed by the EU and  
additional Danish disclosure requirements for listed companies. Moreover, 
in our opinion the Financial statements of the Parent Company give a  
true and fair view of the financial position at 31 December 2013 and of the 
results of the Parent Company’s operations for the financial year 2013 in 
accordance with the Danish Financial Statements Act and additional Danish 
disclosure requirements for listed companies. 

Statement on Management’s Review

We have read Management’s Review, pp 1–54 and p 94 in  accordance with 
the Danish Financial Statements Act. 

On this basis, it is our opinion that the information provided in  
the  Management’s Review is consistent with the Consolidated financial 
 statements and the Financial statements of the Parent Company.

Bagsværd, 29 January 2014

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Lars Holtug Lars Baungaard
Danish State Authorised  Danish State Authorised
Public Accountant Public Accountant

To the Shareholders of Novo Nordisk A/S 

Report on Consolidated financial statements and 
Financial statements of the Parent Company

We have audited the Consolidated financial statements and the Financial 
statements of Novo Nordisk A/S for the financial year 2013, pp 55–93  
and pp 104–108, which comprise Income Statement, Balance Sheet,  
Statement of Changes in Equity and Notes including accounting policies  
for the Group as well as for the Parent Company and Statement of  
Comprehensive Income and Cash Flow Statement for the Group. 

The Consolidated financial statements are prepared in accordance with 
International Financial Reporting Standards as issued by the International  
Accounting Standards Board, and International Financial Reporting 
Standards as endorsed by the EU. The Financial statements of the Parent 
Company are prepared in accordance with the Danish Financial Statements 
Act. Moreover, both the Consolidated financial statements and the   
Financial statements of the Parent Company are prepared in accordance 
with  additional Danish disclosure requirements for listed companies.

Management’s Responsibility for the Consolidated 
financial statements and the Financial statements of the 
Parent Company 
The Management is responsible for the preparation of the Consolidated 
financial statements and the Financial statements of the Parent Company 
that give a true and fair view in accordance with the above legislation 
and accounting standards, and for such internal control as Management 
determines is necessary to enable preparation of Consolidated financial 
statements and Financial statements of the Parent Company that are free 
from material misstatement, whether due to fraud or error. 

Auditor’s Responsibility
Our responsibility is to express an opinion on the Consolidated financial 
statements and the Financial statements of the Parent Company based on  
our audit. We conducted our audit in accordance with International 
standards on Auditing and additional requirements under Danish Audit 
regulation. This requires that we comply with ethical requirements and plan 
and perform the audit to obtain reasonable assurance about whether the 
Consolidated financial statements and the Financial statements of the  
Parent Company are free from material misstatement.

Independent Auditor’s Reports
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Independent Assurance Report on the social 
and environmental reporting for 2013
To the Stakeholders of Novo Nordisk A/S

We have reviewed the Consolidated social and environmental information 
in the Annual Report of Novo Nordisk A/S for the financial year 2013,  
which comprises Management’s Review and the Consolidated social and 
environmental statement on pp 1–54, 94 and 95–103.

The assurance engagement has furthermore covered the nature and  
extent of Novo Nordisk A/S incorporation of the AA1000 AccountAbility  
Principles Standard (AA1000APS(2008)) principles (inclusivity, materiality 
and responsiveness) with respect to stakeholder dialogue. 

Criteria for the preparation of reporting on data
The Consolidated social and environmental information is prepared  
in accordance with the social accounting policies and environmental  
accounting policies described on pp 96–100 and pp 102–103.

Management’s responsibility
The Management is responsible for preparing the Consolidated social and  
environmental information, including for establishing data collection  
and registration, internal control systems with a view to ensuring reliable  
information, specifying acceptable reporting criteria and choosing data 
to be collected for intended users of the report. Also, adherence to 
AA1000APS(2008) i.e. the three principles of inclusivity, materiality and 
responsiveness is the responsibility of Management.

Assurance provider’s responsibility
Our responsibility is, on the basis of our work, to express a conclusion  
on the reliability of the Consolidated social and environmental information 
in the Annual Report. Furthermore, our responsibility is, by applying the
AA1000 Assurance Standard (AA1000AS(2008)), to express a conclusion 
on as well as to make recommendations for the nature and extent of Novo 
Nordisk A/S adherence to the AA1000APS(2008) principles.

Our team has competences in respect of assurance engagements related  
to Consolidated social and environmental information. In addition, our 
team has competences in assessing social and environmental information 
and sustainability management, and thus qualifies to conduct this  
independent assurance engagement. During 2013 we have not performed 
any tasks or services for Novo Nordisk A/S or other clients that would  
conflict with our independence. Furthermore, we have not been  
responsible for the preparation of any part of the report; and therefore 
qualify as independent as defined by in AA1000AS(2008).

Scope, standards and criteria used
We have planned and performed our work in accordance with the  
International Standard on Assurance Engagements (ISAE) 3000, ‘Assurance 
Engagements other than Audits or Reviews of Historical Financial  
Information’, to obtain limited assurance that the Consolidated social and 
environmental information in the Annual Report is free of material mis-
statements and that the information has been presented in accordance with 
the social accounting policies and environmental accounting policies here 
for. The assurance obtained is limited, as our work compared to that of an 
engagement with reasonable assurance has been limited to, principally, 
inquiries, interviews and analytical procedures related to registration and 
communication systems, data and underlying documentation. 

Moreover, we have planned and performed our work based on the 
AA1000AS(2008), using the criteria in the AA1000APS(2008), to perform a 
Type 2 engagement and to obtain a moderate level of assurance regarding  
the nature and extent of Novo Nordisk A/S adherence to the principles of 
inclusivity, materiality and responsiveness.

Methodology, approach, limitation and scope of work
Based on an assessment of materiality and risk, our work included:
(i) Inquiries regarding procedures and methods to ensure that social and 
environmental information include data from the Group’s affiliates, and  
that these data have been incorporated in compliance with the social 
accounting policies and environmental accounting policies. Furthermore, 
based on our assessment of materiality and risk, we have selected and  
conducted interviews with data and reporting responsible personnel, and 
based on requests and selected documentation, we have assessed the  
existing systems for data collection and registration, and procedures to 
ensure reliable information;

(ii) Inquiries and interviews with members of the Board of Directors,  
Executive Management, Corporate Stakeholder Engagement, Operations, 
Corporate Sustainability, as well as Management in the US affiliate,  
regarding Novo Nordisk A/S commitment and adherence to the principles 
of inclusivity, materiality and responsiveness, the existence of systems and 
procedures to support adherence to the principles and embeddedness of 
the principles at corporate level.

Conclusion
Based on our review, nothing has come to our attention which causes us 
not to believe that the Consolidated social and environmental information 
presented in the Annual Report of Novo Nordisk A/S for 2013 (on pp 1–54, 
94 and pp 95–103) is free of material misstatements and has been stated  
in accordance with the social accounting policies and environmental  
accounting policies here for.

Furthermore, nothing has come to our attention causing us to believe that 
Novo Nordisk A/S does not adhere to the AA1000APS(2008) principles.

Observations and recommendations
According to AA1000AS(2008), we are required to include observations 
and recommendations for improvements in relation to adherence to the 
AA1000APS(2008) principles:

Regarding inclusivity
Novo Nordisk A/S continues to demonstrate a strong commitment to  
accountability with systems and processes in place to support stakeholder 
engagement around sustainability issues at corporate level. Building  
capabilities on stakeholder engagement and sustainability across the 
business has been a focus in 2013. This has involved roll-out of guidelines, 
workshops in China and Brazil and offerings, systems and contracts made 
with affiliates to systematically support and clarify roles and responsibilities.

We have no significant recommendations regarding inclusivity.

Regarding materiality
Novo Nordisk A/S continues to discuss, evaluate and determine the  
materiality of sustainability issues on an ongoing basis through a number of 
relevant governance bodies with senior management representation from 
across the business. The refined materiality filter and criteria applied in the 
context of the Annual Report has resulted in the exclusion of certain data 
types.

We have no significant recommendations regarding materiality.

Regarding responsiveness
Being responsive to stakeholder needs and concerns is key to Novo Nordisk 
A/S and evident from the use of different channels to engage in dialogue 
and convey messages. We notice that this year’s Annual Report serve as an 
example of how stakeholders are engaged on dilemmas Novo Nordisk A/S 
are facing.

We have no significant recommendations regarding responsiveness. 

Novo Nordisk A/S demonstrates leadership in the area of establishing, 
evaluating and communicating accountability. We recommend that Novo 
Nordisk A/S strengthen this leadership position by reviewing the  
opportunities to further integrate the Triple Bottom Line in management 
and decision making processes.

Bagsværd, 29 January 2014

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab

Lars Holtug Lars Baungaard
Danish State Authorised  Danish State Authorised
Public Accountant Public Accountant
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For more news from Novo Nordisk, visit novonordisk.com/
press. Read TBL Quarterly for news about sustainability at 
novonordisk.com/tblquarterly.

News and updates

Follow Novo Nordisk on social media

facebook.com/novonordisk

linkedin.com/company/novo-nordisk

twitter.com/novonordisk
twitter.com/novonordisktbl

In addition to the Annual Report, Novo Nordisk provides 
disclosure in separate reports to satisfy specific legal 
requirements and stakeholder interests. Additional reports 
can be downloaded at novonordisk.com/annualreport.

Form 20-F
Annual reporting requirement by the US Securities and 
Exchange Commission (SEC) for foreign private issuers with 
equity shares listed on exchanges in the United States. The 
Form 20-F is made in a standardised reporting form so that 
investors can evaluate the company alongside US domestic 
equities.

Corporate Governance Report
Requirement according to the Danish Financial Statements 
Act. Reporting of compliance with Danish Corporate 
Governance Recommendations.

United Nations Global Compact
Voluntary commitment to the UN Global Compact initiative 
and also fulfils a requirement of the Danish Financial 
Statements Act, section 99a. Novo Nordisk submits a 
Communication on Progress in relation to the 10 principles  
in the areas of human rights, labour, environment and 
anti-corruption, and UN goals. Additional progress reporting 
on corporate sustainability leadership as a LEAD member of 
the UN Global Compact.

Diversity Report
Reporting of target figures and diversity policy for the 
under-represented gender according to the Danish Financial 
Statements Act.

Additional reporting
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The Management review, as defined by the Danish Financial 
Statements Act (FSA), is found on pp 1–54 and 94.

This Annual Report is published in both a Danish and an English 
version. In the event of any discrepancies, the Danish version 
shall prevail.
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Market data on pp 5, 17, 18, 32, 33, 34, 35 and 41 are from IMS Health, IMS MIDAS Customized 
Insights (November 2013). Market definition for retail: Algeria, Argentina, Australia, Austria, 
Belgium, Brazil, Bulgaria, Canada, Colombia, Czech Republic, Denmark, Egypt, Estonia, Finland, 
Germany, Greece, Hungary, India, Ireland, Italy, Japan, Korea, Latvia, Lithuania, Luxembourg, 
Mexico, Netherlands, New Zealand, Norway, Poland, Portugal, Romania, Saudi Arabia, Slovakia, 
Slovenia, South Africa, Spain, Sweden, Switzerland, Turkey, UK and US. Market definition for 
hospitals: Australia, Bulgaria, Canada, China, Czech Republic, Denmark, Finland, Germany, 
Hungary, Italy, Japan, Latvia, Lithuania, New Zealand, Norway, Poland, Romania, Slovakia, 
Slovenia, South Africa, Spain, Sweden, Switzerland, UK and US. Retail data for France are 
sourced from GERS (November 2013).

IMS Health data coverage for the Federal Facilities channel in the US has changed significantly
in the second half of 2013. This may effect the calculation of market share measured in volume 
but has no material effect on market share measured in value.

A selection of Novo Nordisk injection 
devices. From the front: NovoPen® 5, 

Tresiba® FlexTouch®, Victoza®

and Norditropin® FlexPro®.

Product overview
Haemostasis
•  NovoSeven®, recombinant factor VIIa, also available with 

prefilled syringe in an increasing number of countries
•  NovoThirteen®, recombinant factor XIII
•  NovoEight®, recombinant factor VIII

Human growth hormone
•  Norditropin®, somatropin (rDNA origin)
•  Norditropin® FlexPro®, prefilled multidose delivery system
•  PenMate®, automatic needle inserter (available for 

Norditropin® FlexPro®, NordiFlex® and SimpleXx®)
•  Norditropin® NordiFlex®, prefilled multidose delivery system
•  NordiPen®, durable multidose delivery system
•  NordiPenMate®, automatic needle insertion
•  NordiLet®, prefilled multidose delivery system

Hormone replacement therapy
•  Vagifem®, estradiol hemihydrate
•  Activelle®, estradiol/norethisterone acetate
•  Estrofem®, estradiol
•  Novofem®, estradiol/norethisterone acetate

Biopharmaceuticals
New-generation insulins
•  Tresiba®, insulin degludec
•  Ryzodeg®, insulin degludec/insulin aspart

Glucagon-Like Peptide-1
•  Victoza®, liraglutide

Modern insulins
•  Levemir®, insulin detemir
•   NovoRapid®, insulin aspart
•  NovoMix® 30, biphasic insulin aspart
•   NovoMix® 50, biphasic insulin aspart
•  NovoMix® 70, biphasic insulin aspart

Human insulins
•   Insulatard®, isophane (NPH) insulin
•   Actrapid®, regular human insulin
•  Mixtard® 30, biphasic human insulin
•   Mixtard® 40, biphasic human insulin
•   Mixtard® 50, biphasic human insulin

Diabetes devices
•   FlexTouch®, prefilled insulin delivery system
•   FlexPen®, prefilled insulin delivery system
•  NovoPen Echo®, durable insulin delivery system with memory 

function
•  NovoPen® 5, durable insulin delivery system with memory 

function
•  NovoPen® 4, durable insulin delivery system
•  InnoLet®, prefilled insulin delivery system
•  NovoFine® Plus, needle
•   NovoFine® AutoCover®, needle
•  NovoFine®, needle
•  NovoTwist®, needle
•  GlucaGen®, glucagon
•  GlucaGen® Hypokit, glucagon

Oral antidiabetic agents
•  NovoNorm®, repaglinide
•  PrandiMet®, repaglinide/metformin

Diabetes care

NOVO NORDISK ANNUAL REPORT 2013

113ADDITIONAL INFORMATION



Cover photo: A resident of Philadelphia, Jesse Crumpler has something 
in common with 3.7 billion other people: he lives in a big city that is 
becoming bigger by the day. And like 246 million people living in urban 
areas, he has diabetes. Sadly, urban living and diabetes go hand in hand. 
And not much is known about how to change the situation.

Headquarters
Novo Nordisk A/S
Novo Allé
2880 Bagsværd
Denmark
Tel +45 4444 8888
CVR number 24 25 67 90
novonordisk.com

Investor Service
Enquiries and feedback on the Annual 
Report should be addressed to:
annualreport@novonordisk.com

You can also help improve our reporting 
by answering six questions at:
novonordisk.com/annualreport/feedback

Shareholders’ enquiries concerning 
dividend payments and shareholder 
accounts should be addressed to:
shareholder@novonordisk.com

ADR holders’ enquiries concerning dividend 
payments, transfer of ADR certificates, 
consolidation of accounts and tracking 
of ADRs should be addressed to:

JP Morgan Chase & Co
PO Box 64504
St Paul, MN 55164-0504, USA
Tel +1 800 990 1135 
Tel +1 651 453 2128 (for enquiries 
from outside the United States)
jpmorgan.adr@wellsfargo.com
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Jan 27, 2011
CEOs advocate employee health in Davos

At the World Economic Forum, currently taking place in Davos, a group of leading
CEO’s have introduced the so-called Workplace Wellness Alliance. This consortium
of corporations including Novo Nordisk, Nestlé, Johnson & Johnson, Unilever, BT
and others, have partnered up to improve global health and productivity by making
wellness a priority, starting at the workplace.

Return on investment of workplace health has been demonstrated to be as high as
4 US dollars per 1 dollar spent, contributing not only to increased productivity but
also to better health in the general population with the workplace as an entry
point for prevention at community level.

“At Novo Nordisk we strive to create a culture which promotes and supports
healthy living for all employees. Our employee health programme, NovoHealth,
focuses on the key areas of healthy eating, physical activity, a smoke-free
environment and regular health checks. Ultimately, we want to inspire our
employees to live longer, healthier and happier lives,” says Lars Rebien Sørensen,
chief executive officer at Novo Nordisk.

A pilot carried out on the wellness programmes offered by nine members of the
Alliance showed that employees in these specific companies are by far healthier
than the average person in OECD countries when it comes to BMI, smoking and
alcohol consumption.

There are three levels of membership to the Workplace Wellness Alliance which, so
far, has 24 members. The progress of the Alliance will be featured at World
Economic Forum meetings while working for a global standard for workplace
wellness.

Contact information:

Tania Sabroe, Media Relations Officer

Tel: (+45) 4442 56

tsbo@novonordisk.com
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Who we are

Headquartered in Denmark,
Novo Nordisk is a global
healthcare company with
90 years of innovation and
leadership in diabetes care.
The company also has
leading positions within
haemophilia care, growth
hormone therapy and
hormone replacement
therapy.

Novo Nordisk employs
approximately 40,700
employees in 75 countries,
and markets its products in
more than 180 countries.
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Organization 
On  December  31, 2011

The Danfoss Group in brief

Danfoss is a global leader in the field of energy-efficient solutions that help save energy and meet the challenge of climate change.  
Our key competencies are the cooling of food, air conditioning, the control of electric motors and heating systems in buildings – as well 
as the provision of solutions for renewable energy such as solar power. Danfoss also includes Sauer-Danfoss, which is one of the world’s 
leading manufacturers of mobile hydraulics. We have built up our competencies within energy-efficient solutions for 78 years. Today 
Danfoss employs approximately 23,500 employees globally and has 110 sales companies around the world. Read more about Danfoss  
at www.Danfoss.com and about our energy-efficient solutions at: www.danfoss.com/SolutionsReady/

Date of publication: March 28, 2012 
This report is available in Danish and English. In the event of any discrepancy between the two versions, the Danish version shall prevail.
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CORPORATE CITIZENSHIP HIGHLIGHTS

2007 2008 2009 2010 2011

CLIMATE & ENVIRONMENT
Energy consumption (TJ) 1,940 1,965 1,808 1,529 1,367
Total CO2 emission (ton) 177,594 176,521 157,233 137,998 131,523

911,501059,501925,911217,631753,731yticirtcele morf noissimE

404,62840,23407,73908,93832,04taeh morf noissimE
CO2 emission target (ton) 180,000 177,500 175,000 172,500 170,000
CO2 emission in % of target 99 99 90 80 77

Water consumption (m3) 829,793 839,004 742,083 692,261 773,007
Group's total raw material volume 299,955 284,186 253,438 165,947 151,546
CRAN materials (ton) 1,263 1,219 904 1,213 1,302
Organic solvents (ton) 288 347 261 266 263
Discharged industrial waste water (m3) 256,465 261,179 198,047 211,504 184,471
Waste (ton) 79,912 76,717 55,788 25,826 22,267

HUMAN RESOURCES
Total employee turnover (%) 17.9 19.5 20.2 16.9 15.7
Total EDDs completed  (%) 65.9 62.8 59.3 71.9 68.7
Number of accidents (blue collar) 312 330 254 184 133
Frequency of accidents (blue collar) 15.5 16.8 15.5 12.8 9.4
Number of accidents (white collar) 21 22 14 13
Frequency of accidents (white collar) 2.3 2.7 1.3 1.3
Total number of days of absence 5,438 6,864 5,048 4,697 1,990

SOCIAL RESPONSIBILITY
Suppliers in high-risk countries 390 376 665 533 905

Suppliers having signed Code of Conduct 28% 29% 81% 53%
Suppliers in medium-risk countries 540 564 350 442 358

Suppliers having signed Code of Conduct 8% 28% 46% 56%
Suppliers in low-risk countries 2,070 2,819 2,484 3,284 2,251

Suppliers having signed Code of Conduct 17% 47% 46% 65%
Number of dismissals due to unethical behavior 36 64 29 40 26
Number of juveniles between 15 and 18 126 192 78 95 48

CSR highlights 



5Annual Report 2011 I The Danfoss Group

Financial highlights

mill DKK

2007 2008 2009 2010 2011

INCOME STATEMENT
Net sales 22,196 27,535 24,165 31,550 33,904

 Operating profit added depreciations, amortizations and impairments (EBITDA) 2,576 2,099 1,354 5,053 5,924
EBIT excl. other income, etc. 1,634 687 -40 3,400 3,653
Operating profit (EBIT) 1,616 410 -1,431 3,264 4,226
Income from associates and joint ventures after tax 210 44 -37 14 16
Financial items, net -448 -579 349 -334 -1,024

Profit before tax of continuing operations 1,063 -157 -1,119 2,944 3,218

Result from discontinued operations -635 -829 -931
Net profit 1,063 -157 -1,402 1,378 1,314

BALANCE SHEET
Total non-current assets 11,054 21,237 19,289 18,703 17,422
Total assets 19,857 32,928 28,642 29,868 28,124
Equity 9,744 11,867 10,055 11,700 12,597
Net interest-bearing debt 3,737 9,776 9,144 6,675 4,634
Net assets 12,227 21,326 18,995 18,167 17,037
Capital expenditure 1,931 12,614 1,009 973 1,335

CASH FLOW STATEMENT
Cash flow from operating activities 1,016 1,428 2,858 3,387 3,359
Cash flow from investing activities -1,593 -4,543 -1,894 -741 -209
    acquisition of intangible and tangible fixed assets -1,399 -2,167 -895 -634 -1,220
    acquisition of subsidiaries and activities -310 -2,383 -893 -132 1,106
Free cash flow -577 -3,115 964 2,646 3,150
Free cash flow before M&A -423 -639 1,906 2,792 2,078
Cash flow from financing activities 431 3,050 -733 -2,037 -2,530

NUMBER OF EMPLOYEES
Number of employees 22,323 31,717 25,740 23,392 23,430

KEY FIGURES
Real net sales growth (%) 12 2 -12 25 10
EBIT margin excl. other income, etc. (%) 7.4 2.5 -0.2 10.8 10.8
EBIT margin (%) 7.3 1.5 -5.9 10.3 12.5
EBITDA margin (%) 11.6 7.7 5.6 16.0 17.5
RONA (%) 14.1 2.4 -7.1 17.6 24.0
Return on equity (%) 11.4 -0.9 -13.0 12.3 9.0
Equity ratio (%) 49.0 36.0 35.1 39.2 44.8
Leverage ratio (%) 38.4 82.4 92.5 62.2 36.8
Net interest bearing debt to EBITDA ratio 1.5 4.7 6.8 1.3 0.8
Dividend pay-out ratio (%) 24.1 neg. 0.0 7.5 25.0
Dividend ratio per share (%) 25.0 20.0 0.0 10.0 31.5

The Income Statement and the Statement of Cash Flow for 2009, 2010 and 2011 have been affected by the Group's reclassification of discontinued activities to separate

lines in the accounts. For further information about the effect, see note 26. Discontinued operations.

In situations where the key figures have been defined according to "Recommendations & Key Figures 2010", as prepared by the Danish Association of Financial Analysts, the 

ratios are computed according to these definitions.

Financial highlights of the Group (DKK)
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•	 Net sales increased by 7.5% to DKK 33,904m from DKK 31.550m in 2010. 

When adjusted for the exchange rate effect, acquisitions and divestitures, 

growth was 10% compared to 25% in 2010, when the comparison was 

against weak 2009 results.

•	 Operating profit excluding other operating income and expenses was 

DKK 3,653m compared to DKK 3,400m the previous year. 

•	 Operating profit (EBIT) was DKK 4,226m compared to DKK 3,264m the 

previous year. 

•	 Profit before tax on continuing operations was DKK 3,218m compared 

to DKK 2,944m the previous year. Profit from continuing operations (af-

ter tax) was DKK 2,245m compared to DKK 2,207m in 2010. 

•	 Profit from discontinued operations (after tax) was a loss of DKK 931m 

compared to a loss of DKK 829m in 2010. 

•	 Net profit was DKK 1,314m compared to DKK 1,378m the previous year. 

The result was positively affected in particular by DKK 578m from the 

divestment of Danfoss Geared Motors and Danfoss Water Controls, whereas 

the American and European settlement in the competition case regarding 

household compressors had a negative effect on the result, amounting to 

DKK 685m. 

•	 Free cash flow was DKK 3,150m compared to DKK 2,646m the year before, 

while free cash flow before mergers and acquisitions (M&A) was DKK 

2,078m compared to DKK 2,792m in 2010.

•	 Net interest-bearing debt was DKK 4,634m compared to DKK 6,675m the 

year before. The current net interest-bearing debt level is 0.8 times the 

EBITDA of the previous four quarters.

•	 Dividend is proposed to be fixed at 25% of the net profit equivalent to 

31.5% per share. 

Corporate citizenship (excl. Sauer-Danfoss)

•	 CO2 emissions fell by 4.7% to 131,493 tons from 137,998 tons in 2010, 

despite the increased net sales and activity level

 

•	 Employee	turnover	fell	to	15.7	%	from	16.9%	in	2010

•	 The	accident	frequency	in	production	areas	(accidents	per	1	million	working	

hours) fell to 9.4 compared to 12.8 the previous year

Expectations for 2012

The financial unrest and low financial visibility which characterized the end  

of 2011 are expected to continue in 2012 resulting in a higher degree of  

uncertainty in the 2012 expectations. The traditionally large US and European 

markets are expected to continue being impacted by the debt crisis, failing 

confidence and consumer reluctance. On the other hand, above-average 

growth rates in the BRIC countries are expected to partially compensate for 

this. Concurrently,  strong demand for climate and energy solutions is also 

expected to contribute to retaining the high net sales seen in 2011, despite 

the financial unrest and divestitures carried out in the first half of 2011. At the 

same time, Danfoss as a whole expects to retain the recently obtained profit-

ability level through the strategic adjustments, which have been implemented 

since 2010 and which will continue to receive extensive attention in 2012. 

The 2012 net sales are expected to remain at the same level as 2011.

The 2012 operating profit is expected to remain at the same level as 2011.

The expectations do not include the impact of divestitures, discontinued  

operations or acquisitions.

6
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Niels B. Christiansen Kim FausingNis Storgaard

Letter from the Management  
– Danfoss delivers strong results
Dear Reader,

2011 was yet another good year for Danfoss. With a good first half-year, we laid the basis for strong results for the second consecutive year. However,  

the declining growth rates during the second half, which were caused by global financial unrest, give reason to lower expectations for the coming year. 

Demand was driven throughout the year by a high interest in hydraulics and climate and energy solutions due to a greater focus on global warming,  

rising energy prices and an increasing desire among the world’s nations to become energy independent and secure energy supplies. 

At the same time, Danfoss developed very positively in the BRIC markets, which accounted for more than twenty percent of our net sales in 2011,  

thereby getting closer to the level of our traditionally large US- and German markets. Danfoss benefits from having invested in the establishment of  

solid foundations in the world’s new growth markets. Today Brazil, Russia, India and China are among Danfoss’ fifteen largest markets. We expect this  

development to intensify over the comming years and will continue our targeted investments in these markets. To this end, we launched an ambitious 

new plan in October 2011 in order to strengthen our presence in India, where investments will be made in development and production facilities in 

2012 and beyond. Earlier in the year in 2011, we announced our plans to invest further in China as part of Sauer-Danfoss’ growth plans. 

Sauer-Danfoss contributed throughout the year with extraordinarily high net sales and impressive earnings. On the other hand, our solar inverter business 

experienced a significant slowdown in the trend-setting German market in particular, as a result of lower feed-in tariffs and difficult loan conditions for  

investors. However, we believe that the solar energy market has major potential in the long run and we expect the market to recover over time. 

Despite the global financial unrest in the second half of 2011 and the dampening in net sales growth, we maintained high earnings. This proves the success  

of our strategy to focus on our core business. Moreover, we sharpened the focus on our core businesses through the divestitures of Danfoss Geared Motors  

and Danfoss Water Controls. Meanwhile, as part of this strategy, Danfoss has made a committed effort to improve core deliveries, reduce complexity and 

strengthen the focus on customers and innovation even further. Consequently we have reduced our debt by more than half compared to when it peaked 

during the crisis in 2009. Even though we have fulfilled our strategic objectives in a number of areas earlier than expected, we are far from exhausting the 

opportunities to improve. We will continue the strategic journey towards 2015, and we are better prepared for it than ever before. The annual employee 

perception survey, which was carried out in September, showed strong support for our strategy and a very high level of employee engagement, which is  

vital for us to reach our objectives.

2011 saw the closing of a dark chapter in Danfoss’ history with the American and European settlements in the case concerning violations of the competition 

rules in the household compressor market. As a consequence of the case, we strengthened our internal control procedures in 2011, among others setting up  

an internal audit function and introducing a compulsory ethics test for all leaders. We cannot and we will not accept violations of legislative rules nor of our 

ethical rules, and there can be no doubt that compliance with rules will be prioritized very highly in future.

All in all we are well prepared for 2012, which looks more uncertain and where focus, flexibility and our strong portfolio of concrete solutions to the climate  

and energy challenges will be decisive factors in our efforts to maintain results on level with the strong 2011 results.
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In 2010, Danfoss launched the strategy Core & Clear, which sets the direction 

of the Danfoss Group up until 2015. The strategy defines climate and energy 

as the basis for Danfoss’ activities. With this as its framework, Danfoss will take 

a targeted approach to its core businesses, which are defined as the business 

areas where Danfoss is already occupying, or is close to occupying, first or 

second place in the global market. 

With the divestitures of Danfoss Water Controls and Danfoss Geared Motors in 

the second quarter of 2011, Danfoss achieved a key target of the strategy, 

meaning that Danfoss has now executed the most significant adjustments in 

its business portfolio.

A key element of the Core & Clear strategy is to make the Danfoss Group more 

flexible. In this connection, Danfoss reached an important milestone in 2011 

cutting more than half of corporate debt, thereby further improving the 

Group’s ability to develop the business.   

In order to make Danfoss more agile and strengthen basic qualities such as 

reliability, excellence and innovation, it is necessary to create a world-class 

supply chain. Danfoss wants to develop an aligned supply chain ensuring 

synergies, economies of scale and a high competence level across the Group. 

In 2011, Danfoss initiated and implemented a number of activities through 

Danfoss Business System to reduce complexity, strengthen quality, innova-

tion and customer focus in the core businesses. One effect was that Danfoss 

Climate & Energy reduced code numbers by 20% over the course of the year. 

The target is to reduce the number of code numbers by an additional 33% by 

2015. Danfoss has also revised its supplier approval procedures in order to 

concentrate purchases on fewer suppliers and, instead, build stronger and 

more mutually binding partnerships. Danfoss aims to reduce the number of 

suppliers by 20% in 2012 and envisions that 50% of the suppliers will have 

been cut by the end of 2015. 

Furthermore, Danfoss has continued its efforts to make sure that all its  

businesses comply with the ISO/TS16949 quality standard by 2015. The  

standard was first developed for use in the automotive industry and is one of 

the world’s strictest quality systems. As part of the implementation Danfoss 

began updating the processes regarding the approval of changes to  

sub-parts and production processes so that they comply with ISO/TS16949. 

 

In addition, the Group began to revise supplier monitoring and quality  

assurance of purchased parts used in Danfoss’ production processes. Danfoss 

is drawing on implementation experiences gained at the Danfoss plants and 

production lines which are already compliant with the ISO/TS16949  

requirements.

In 2011, Danfoss increased the investment level in the core businesses. At the 

same time, the Group introduced new processes for the systematic involve-

ment of customers from the early stages of product development. In combi-

nation with value propositions, which specifically define why customers 

should choose to buy from Danfoss, the aim is to ensure that Danfoss keeps 

and continues to keep a sharp focus on customers and their needs. This move 

has strengthened Danfoss’ innovation capacity and has enabled the Group  

to present a wide range of new products and solutions in 2011, such as the 

electronic thermostats in the Living by Danfoss series, which reduces the 

heating consumption and improves user-friendliness. In 2011, Danfoss also 

launched micro-channel heat exchangers which, apart from being more  

energy-efficient than existing technologies, are produced using fewer raw 

materials than traditional heat exchangers. Finally, the Group introduced  

a new line of energy-efficient heat pumps as well as a new type of industrial 

compressor with variable speed control technology that significantly reduces 

energy consumption in for instance cold stores. 

The Group’s strategic focus will remain unchanged in 2012: further developing 

the core businesses and focusing to a much larger extent on the activities 

which create the best possible value for customers on a global scale.

Strategic status   
– Continued focus on core deliveries in 2012
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For the second consecutive year, Danfoss obtained its best-ever operating 

profit in 2011. The positive development of 2010 continued in the first half-

year, whereas it diminished in the second half of the year as a result of the 

global financial unrest. 

Presentation of results   

Net sales increased by 7.5% to DKK 33,904m compared to DKK 31,550m in 

2010, hence sales was just above the expected range of 33-34bn despite the 

divestitures of Danfoss Water Controls and Danfoss Geared Motors in April and 

May, respectively, totaling annual net sales of approx. DKK 1,300m.

Sauer-Danfoss contributed with an extraordinarily high net sales growth of 

19%, whereas Danfoss Climate & Energy generated net sales growth of 15%. 

Danfoss Climate & Energy includes the Danfoss solar inverter business, which 

experienced a fall in net sales as a result of changed sales conditions in the 

German market, in particular. With effect from the third quarter, the Danfoss 

Development segment was no longer included in the financial reporting as  

a separate segment because the majority of the segment’s activities ceased 

with the divestitures of Danfoss Water Controls and Danfoss Geared Motors.  

Throughout the year, the development was driven by a major demand for 

climate and energy solutions and hydraulics. The BRIC markets continued 

double-digit growth rates and ended up accounting for more than a fifth  

of the Group’s total 2011 net sales. These four economies are on the list of 

Danfoss’ fifteen largest markets. The American market also contributed with 

solid growth of 14%, while, following a good start to the year, the European 

market stagnated in the second half of the year, ending the year with total 

growth of 3.5%. 

Operating profit excluding other operating income and expenses was 

DKK 3,653m compared to DKK 3,400m in 2010, which equals growth of 7% 

and is attributed to Danfoss’ targeted strategic measures and tight cost control. 

Operating profit (EBIT) showed a profit of DKK 4,226m compared to DKK 

3,264m the year before. Adjusted for the extraordinary gain of DKK 578m from 

the divestitures of Danfoss Water Controls and Danfoss Geared Motors, the 

operating result was just above the expected range of DKK 3.3bn-3.5bn.

The share of results from associates/joint ventures was DKK 16m compared 

to DKK 14m the year before and was primarily due to increased earnings at 

Danfoss Turbocor.

Financial items showed costs of DKK 1,024m compared to costs of DKK 

334m in 2010, which was mainly the result of provisions made for the Group’s 

unutilized stock option programs caused by the fact that the Danfoss share 

price increased to 3,431 from 1,077 following the record result in 2010.

Profit before tax from continuing operations was DKK 3,218m compared to 

DKK 2,944m the previous year. Profit from continuing operations (after 

tax) was DKK 2,245m compared to DKK 2,207m in 2010. Profit from discon-

tinued operations (after tax) showed a deficit of DKK 931m compared to a 

deficit of DKK 829m in 2010 and was partly due to costs paid in the competi-

tion case on the household compressor market and partly due to the pur-

chase price regulation made in connection with the divestiture of Danfoss 

Household Compressors, which was taken over by Aurelius Commercial Beteili-

gungs GmbH in 2010.   

Net profit was DKK 1,314m compared to DKK 1,378m the previous year. The 

result developed as expected for 2011 and in light of the extraordinary costs 

relating to the competition case and the provisions made, the result is very 

satisfactory. 

Equity was DKK 12,597m at the end of 2011 compared to DKK 11,700m the 

previous year. The increase can primarily be attributed to the recognition of 

the positive result for the year. 

At the end of the year, total assets amounted to DKK 28,124m compared to 

DKK 29,868m at the end of 2010.

Net interest-bearing debt fell to DKK 4,634m from DKK 6,675m at the end 

of 2010. The drop in debt is primarily caused by improved free cash flow 

as a result of increased earnings from primary operations and proceeds  

generated by the divestitures of Danfoss Water Controls and Danfoss Geared 

Motors. The present level of net interest-bearing debt equals 0.8 x EBITDA of 

the previous four quarters, which is very satisfactory. Of the interest-bearing 

debt, DKK 3,543m (76%) are long-term and due after more than a year. As of 

December 31 2011, the Group’s untapped and irrevocable, non-current credit 

commitments totaled DKK 5,700m compared to DKK 6,000m the previous 

year to which should be added cash and cash equivalents as well as ordinary  

business credits.

Financial report  
for the Danfoss Group
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Throughout 2011, Danfoss maintained a high level of positive free cash flow 

despite the increased activity level. Free cash flow, which consists of cash 

flow from operating activities of DKK 3,359m and cash flow from investing 

activities of DKK –209m, amounted to DKK 3,150m compared to DKK 2,646m 

in 2010. Cash flow was extraordinarily impacted by DKK 1,138m from the  

divestitures of Danfoss Water Controls and Danfoss Geared Motors. Free cash 

flow before mergers and acquisitions (M&A) was DKK 2,078m compared 

to DKK 2,792m in 2010. 

Innovation

Innovation activities at Danfoss are focused on developing energy-efficient 

and performance-improving products for the benefit of the Group’s customers 

and the communities where they live. In 2011, Danfoss invested DKK 1,263m 

in product development compared to DKK 1,054m in 2010. This amounts to 

an increase to 3.7% from 3.3% when measured as a percentage of net sales. 

Innovation is one of the cornerstones of the Danfoss Core & Clear strategy and 

as such, Danfoss has focused its development activities and investments in 

the core business areas to an even larger degree, which means that invest-

ments increased to 4.2% of net sales compared to 3.3% of net sales in 2010. 

This change of focus resulted in the launch of a wide range of new, energy-

efficient and performance-improving products in 2011. They included a new 

series of electronic thermostats, a new generation of heat pumps, a new type 

of heat exchanger and a new series of industrial compressors, which all distin-

guish themselves by using either state-of-the-art technology or by combining 

well-proven solutions with innovative applications.  

In 2011, Danfoss filed 143 new patent applications compared to 52 the year 

before. The Group had a total of 223 patents granted as opposed to 200 in 

2010. The total number of patents at the end of 2011 was 1,784 compared to 

1,850 the previous year. 

Human capital  

In order for Danfoss to maintain and expand its leading market position in its 

core business areas, it is important that the Group is able to attract and retain 

employees with the right knowledge and competencies. 

Danfoss offers special incentive schemes to retain key staff and managers.  

In addition, Danfoss makes an ongoing effort to build and develop the  

employees’ competencies via work-related training, courses and other forms 

of education. Ongoing competence development also improves the individual’s 

ability to adapt and enhances his or her value as an employee. 

In addition, an Employee Development Dialogue is held at least once a year  

at Danfoss, where employee and manager jointly prepare a written develop-

ment plan including specific activities for the year ahead. 

Employees

At the end of 2011, the Danfoss Group had 23,430 employees, which is  

38 more than in 2010, despite the company divestitures which totaled 1,074 

jobs. Employee numbers at Danfoss’ core businesses increased throughout 

2011. The employees are geographically distributed as follows: 8,001 in  

Europe excluding Denmark (2010: 8,765); 3,971 in North America including 

Mexico (2010: 3,716); 458 in Latin America (2010: 461); 4,919 in Asia-Pacific  

including China (2010: 4,310); and 58 in Africa-Middle East (2010: 59). In  

Denmark, 6,023 people were employed at the end of 2011 compared to 6,081 

the year before. 

Acquisitions and business expansions in 2011

In March, Danfoss strengthened its heat pump business in Finland through 

the acquisition of the remaining minority stake in Thermia Partners OY, which 

distributes Danfoss heat pumps in Finland.
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In September, Sauer-Danfoss announced its plans to invest approx. DKK 500m 

in the rapidly growing Chinese market where Sauer-Danfoss expects to triple 

its net sales from the current approx. DKK 1,500m to around DKK 4,500m by 

2015. Among other things, Sauer-Danfoss intends to invest in production and 

product development in China and to tailor the products to the dynamic  

Chinese market. 

In September, Danfoss increased its owner’s share in Danfoss IXA A/S, which 

develops a new sensor technology, so that the total owned share rose to 59%.

In October, Danfoss announced its plans to invest approx. DKK 500m in the 

rapidly growing Indian market by 2015. The aim is to increase Danfoss 

net sales in India by almost four times to reach approx. DKK 1,500m. Among 

other things, Danfoss aims to construct facilities in the Chennai area for sales, 

product development and production activities, and Danfoss also intends to 

expand its sales organization covering all of India.

In November, Danfoss Silicon Power inaugurated new and larger production 

facilities in Flensburg, Germany, which in addition to new and larger clean-

room facilities for power module production will also house the production  

of power stacks.

Sale and closure of companies and activities in 2011

In January, Danfoss shut down its production and development of heat 

pumps in France and, instead, concentrated the production and develop-

ment activities in Poland and Sweden. The purpose of the restructuring was  

to reduce the complexity of the business structure and strengthen competi-

tiveness.

In April, Danfoss sold its water valve business Danfoss Water Controls, which 

had annual net sales of approx. DKK 740m, to Watts Water Technologies Inc. 

In May, Danfoss sold its geared motor business, Danfoss Geared Motors, which 

had annual net sales of approx. DKK 550m, to Altra Holdings Inc.

Competition case  

At the beginning of 2009, the European Commission’s Directorate General for 

Competition and other competition authorities instigated investigations 

against Danfoss Household Compressors, among others, on suspicion of the 

violation of competition rules. Following extensive internal investigations and 

cooperation with the competition authorities, Danfoss stated in the Danfoss 

Half-year Report 2010 that it could no longer be ruled out that violations had 

occurred. On the basis of further investigations and the close cooperation 

with the competition authorities, Danfoss chose to make a provision of DKK 

720m in the 2011 Half-year Report.

The competition case relating to the USA was ended in October 2011, when 

Danfoss made a settlement with the US Department of Justice, amounting  

to approx. DKK 16m. By doing so, Danfoss acknowledged that employees at 

the Group’s subsidiary, Danfoss Flensburg GmbH, Germany, without the 

knowledge of the top management and in direct violation of Danfoss’ internal 

rules, had exchanged information with other competitors between 2004 and 

2007 which could be used to coordinate prices of compressors sold directly 

onto the American market by Danfoss’ subsidiary in Germany. The settlement 

agreement was approved by the Michigan Court in December 2011. The 

competition case relating to Europe was also concluded in December, when 

Danfoss made a settlement with the European Commission, amounting to 

approx. DKK 669m, for similar violations of European competition rules. 

Over the course of the fall 2011, the competition authorities in New Zealand 

and Canada announced that they had ceased to investigate Danfoss regard-

ing the case. Investigations are currently taking place in Brazil, Mexico and 

South Africa, and civil lawsuits are pending against Danfoss in the USA and 

Canada. At present, Danfoss has no knowledge of the outcome of the pending 

cases.

As a consequence of the case, Danfoss set up an independent, internal audit 

function in 2011 which pays unannounced inspection visits to the Group’s 

companies. Danfoss has also strengthened its compliance function which 

makes sure that every Danfoss employee meets legislative rules and internal 

guidelines. Finally, Danfoss has introduced a compulsory ethical test for 

all managers and has asked them to sign the Group’s ethical code of rules.

Discontinued operations  

In accordance with IFRS 5 on discontinued activities, the result and cash flow 

of the divested activities in all periods are shown as separate items in the In-

come Statement and the Statement of Cash Flow.  

The discontinued operations accounted for net sales of DKK 0m in 2011  

compared to DK 1,206m the previous year as well as a result of DKK −931m 

compared to DKK −829m the year before. The discontinued operations  

relating to Danfoss Household Compressors, which Danfoss sold to Aurelius 

Commercial Beteiligungs GmbH in 2010, include particular costs incurred  

in 2011 as a result of the competition case and accounting provisions made in 

connection with the divestiture.

Events following the accounting year

From April 30, 2012, Danfoss A/S and Sanhua Holding Group have decided to  

dissolve their four-year old joint venture for the production and development 

of heat exchangers, because both parties have agreed that the initial objec-

tives of the joint venture have been fulfilled. Both companies will continue 

operations separately.

Accounting policies 

The Annual Report has been prepared in accordance with the International 

Financial Reporting Standards (IFRS) as well as the Danish disclosure require-

ments for annual reports for accounting class D. The accounting policies were 

amended in 2011 as a result of new accounting standards and interpretive 

guidelines. The amendments have not had significant impact on recognition 

and measurement.
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The board of the Danfoss Group 
From the left: Bitten Clausen, Hans Michael Jebsen, Kasper Rørsted, Jørgen M. Clausen, Gunnar Jensen, Peter M. Clausen (in front), Svend Aage Hansen, Jens Peter Nielsen, 
William Ervin Hoover and Björn Rosengren.

Companies with major board activities: Qualifications Options

Jørgen M. Clausen 
Chairman (born 1948)
Member since 1985

Chairman of:
Danfoss Universe A/S, Sauer-Danfoss Inc., Danish Energy Industries 
Federation, The Danish National Advanced Technology Foundation, and 
Foundation of Entrepreneurship Young Enterprise
Board member of:
Bitten and Mads Clausen Foundation and Danfoss Universe A/S

Bachelor of Science Engineering, MBA
Professional experience managing a Danish based international 
company and from other board memberships

29,250

Hans Michael Jebsen 
Vice-Chairman (born 1956)
Member since 2005

Chairman of:
Jebsen & Co Ltd
Vice-Chairman of:
Bitten and Mads Clausen Foundation
Board member of:
Hysan Development Co Ltd and Wharf (Holdings) Ltd

Professional experience managing companies in Hong Kong, 
China and Northern Asia in the fields of industrial supplies, 
chemicals, beverages, automotive and a wide range of consumer 
products as well as relations with government authorities in China 0

Peter M. Clausen 
Board member (born 1949)
Member since 1993

Chairman of:
Bitten and Mads Clausen Foundation, Fabrikant Mads Clausen 
Foundation, Danfoss Educational Scholarship, Project Zero Foundation 
and Sønderborg Havneselskab A/S (harbor association)
Board member of:
The Mads Clausen Institute

Professional experience from other board memberships

2,038

William Ervin Hoover 
Director (born 1949)
Member since 2007

Chairman of:
ReD Associates Holding A/S
Vice-Chairman of:
GN Store Nord A/S (Great Nordic)
Board member of:
Sauer-Danfoss Inc., NorthStar Battery and Lego Foundation

MBA from Harvard
Professional experience with supply chain, performance 
transformation, organization changes and mergers &
acquisitions 150

Kasper Rørsted 
CEO of Henkel AG & Co. (born 1962)
Member since 2009

Board member of:
Bertelsmann AG

Professional experience managing an international company  
and from other board memberships 0

Bjørn Rosengren 
Chief Executive Officer and President of 
Wärtsilä Corporation (born 1959)
Member since 2010

Board member of:
HTC Sweden AB and Höganäs AB

Head of a global company focusing on profitable growth, inter-
national and cultural experience from stays and jobs in China, 
North America, Switzerland, Netherlands, Finland and Sweden 0

Svend Aage Hansen 
Employee-elected board member
HR Consultant - Labour Relations  
Danfoss A/S (born 1959)
Member since 2008

Cooperation courses and board activities

0

Gunnar Jensen 
Employee-elected board member,  
Senior Shop Steward at Danfoss
(born 1948)
Member since 2010

Vice-Chairman of:
Group Club Danfoss Denmark
Board member of:
Bitten and Mads Clausen Foundation and Metal Sønderborg

Cooperation courses and board activities

0

Jens Peter Nielsen 
Employee-elected board member,  
Senior Shop Steward at Danfoss Kolding. 
(born 1957) Member since 2006

Chairman of:
Danfoss Employee Foundation and Group Club Danfoss Denmark
Board member of:
Bitten and Mads Clausen Foundation,Metal Kolding, LO-Kolding  
(The Danish Confederation of Trade Unions)

Cooperation courses and board activities

0

Bitten Clausen
Honorary Member
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Executive- and Group Committee 
From the back left: Mogens Terp Paulsen, Nis Storgaard, Troels Petersen, Lars Tveen and Leif Fløjgaard
From the front left: Per Have, Kim Fausing, Kjeld Stærk, Kim Christensen and Niels B. Christiansen (= Executive Committee)

Companies with major board activities Options

Niels B. Christiansen 
President and CEO of Danfoss A/S  
(born 1966)
Member since 2004

Chairman of
Axcel
Vice-Chairman of
Danske Bank A/S and Sauer-Danfoss Inc.
Board member of
William Demant Holding A/S and Danish Industries Federation

15,000

Kim Fausing 
Executive Vice President and COO  
of Danfoss A/S  
(born 1964)
Member since 2008

Vice-Chairman of
Velux A/S 
Board member of
Sauer-Danfoss Inc., Danfoss Turbocor Compressors Inc. and Hilti AG

14,275

Nis Storgaard 
Executive Vice President and CDO  
of Danfoss A/S 
(born 1950)
Member since 2009

4,550

Kim Christensen
Division President
(born 1965)

Leif Fløjgaard
Division President 
(born 1952)

Per Have
Chief Financial Officer CEO of Danfoss A/S
CEO of Bitten and Mads Clausen Foundation 
(born 1957)

Mogens Terp Paulsen
Division President  
(born 1948)

Troels H. Petersen
Division President
(born 1965)

Kjeld Stærk
Division President
(born 1959)

Lars Tveen
Division President
(born 1963)
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The Board’s composition 1)

Nationality Independent Audit Committee

Jørgen Mads Clausen (Chairman) DK No 

Hans Michael Jebsen (Vice-Chairman) DK No 

Peter Mads Clausen DK No 

William Ervin Hoover USA Yes 

Kasper Rørsted DK Yes 

Björn Rosengren SE Yes 

Svend Aage Hansen 2) DK - 

Jens Peter Nielsen 2) DK - 

Gunnar Jensen 2) DK - 

Bitten Clausen (Honorary Member) DK -
1) Valid from the Annual General Meeting of April 2011 to the Annual General Meeting of April 2012. 
2) Employee-elected
 Chairman of the Audit Committee

Corporate governance is based on key concepts such as responsibility and 

integrity. Transparency about group activities plays an essential role. Corpo-

rate governance also concerns the way in which the company is managed 

and the overall principles and structures which determine the interaction  

between the company’s management bodies, owners and other stakeholders. 

Danfoss has a two-tier management system consisting of the Board of Directors 

and the Executive Committee. Danish law as well as the company’s Articles  

of Association, values and a number of internal management and control pro-

cedures are also elements that form part of Danfoss’ corporate governance. 

Danfoss’ corporate governance does not apply to Sauer-Danfoss, which has its 

own rules for this area. Sauer-Danfoss acts in accordance with the corporate 

governance rules set out in the American Sarbanes-Oxley Act. For further in-

formation about corporate governance in Sauer-Danfoss, please refer to  

www.sauer-danfoss.com

The board meets in accordance with the standing orders of the board at least 

five times a year. In addition, the board holds extraordinary meetings when 

deemed necessary. The Danfoss Board consists of six members elected at the 

Annual General Meeting and three employee-elected members. As a result of 

the composition of Danfoss’ ownership structure, individual board members 

may inevitably have particular interests. However, the board is aware of this. 

Having the necessary competencies in place is another important area of  

focus. The current board has a broad composition and global perspective to 

ensure the existence of the competencies needed for Danfoss’ future  

development. Of the six members elected at the Annual General Meeting, 

three (Kasper Rørsted, William Ervin Hoover and Björn Rosengren) are  

independent.

Danfoss established an audit committee in 2010. According to the rules, the 

audit committee can be an independent committee or composed of the full 

board. At Danfoss, the entire board functions as an audit committee, whose 

activities and tasks are specified in the committee’s rules of procedures. The 

audit committee met four times in 2011.

In addition, an internal audit function was set up in 2011 to ensure that: 

•	 the	Group	follows	good	administrative	and	accounting	practices

•	 there	are	written	business	processes	in	all	essential	areas	of	activity

•	 there	are	comprehensive	internal	control	procedures

•	 there	 are	 adequate	 IT	 controls	 and	 security	 measures	 in	 accordance	 

with the control policy

Statutory account under the Danish Financial Statements Act, 

Section 107b

In accordance with the Danish Financial Statements Act, Section 107b, listed 

companies must state whether they are covered by a code of company ethics. 

Moreover,	they	are	required	to	describe	the	main	elements	of	their	 internal	

risk management and control systems when presenting the company’s  

annual report and describing the composition of their management bodies, 

and committees. Even though Danfoss is not a listed company, the Group 

has decided to comply with this section in order to ensure increasing profes-

sionalization of the Group. For the complete account of Danfoss' corporate 

governance, please refer to the corporate homepage: www.danfoss.com/

corporategovernance2011.

http://www.sauer-danfoss.com
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RISK MANAGEMENT

Danfoss considers efficient risk management a prerequisite for running 

a business and responding rapidly and flexibly when conditions change.  

Danfoss works systematically with identifying and controlling risks according 

to a model inspired by the enterprise risk management approach. 

Throughout the Danfoss Group, all entities work according to shared principles 

applying to risk management, irrespective of their location. Being a listed 

company, Sauer-Danfoss complies with its own policies of risk management 

but these cover the same significant elements as those of Danfoss. This makes 

it possible to assess and prioritize risks across the Group, and it ensures that 

management teams in Danfoss share the same language and line of thought 

when handling risks.  

Risk management is an integral part of Danfoss’ strategic planning, and risk 

management is applied within a wide range of areas: the overall safeguarding 

of corporate governance, business management, compliance programs,  

projects, outsourcing, purchasing, insurance, currencies, interests, raw materials, 

reputation, patents, IT systems, contracts, the environment, etc.  

Where possible, Danfoss strives to make the management of specific risks 

measurable, or, as a minimum, to make sure that the effect can be verified in 

an objective manner. Danfoss defines ’risk’ as the possible event or condition 

which, when it occurs, may affect the Group’s ability to execute a strategy or 

reach set business targets. The Group has committed to four overall, though 

not mutually exclusive, types of risk: 

•	 Strategic	risks,	which	are	incorporated	into	strategic	business	planning	and	

implementation, among other things

•	 Operational	risks,	mainly	related	to	operations	or	efficiency	

•	 Financial	risks,	including	insurable	risks	

•	 Hazard	 risks,	 which	 are	 risks	 caused	 by	 or	 to	 Danfoss,	 also	 including,	 

for example, compliance-related risks 

Responsibility

The Group’s risk management activities are based on the Board of Directors’ 

standing orders, which places responsibility for risk management with the  

Executive Committee. The Executive Committee is responsible for ensuring 

that the necessary risk management policies and procedures are in place and 

that these are prepared in accordance with the Group’s risk profile.  It is also 

the Executive Committee’s responsibility to ensure that effective risk manage-

ment systems are established for the relevant areas and that focus on improving 

these systems is maintained at all times. Responsibility for carrying out actual 

risk management lies with the respective managers and corporate functions 

as defined in Group policies. 

Danfoss has set up a risk management structure which includes, among other 

things:

•	 The	Danfoss	Board	including	the	Board’s	audit	committee

•	 Internal	 Audit,	 set	 up	 in	 2011,	 which	 performs	 independent	 internal	 

controls and submits the outcomes directly to the Board’s audit committee

•	 Corporate	Ethics	&	Compliance,	which	is	in	charge	of	preparing	and	imple-

menting the Group’s compliance programs as well as the Group’s whistle-

blower function

•	 Corporate	 Treasury,	 which	 centrally	 manages	 the	 Group’s	 financial	 risks,	 

including insurance risks

•	 Internal	controlling,	which	cover	management	systems,	business	systems	

and controls, among other things 

•	 Activities	 to	 safeguard	 assets	 and	 earnings	 associated	 with	 day-to-day	 

operations management. These activities are related to, among other 

things, business risks, the monitoring and interpretation of legislation and 

standards, IT security, the global insurance program, patents and trademark 

rights, product quality, fire protection, environment and working environ-

ment, etc.
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Risk reporting and control

Risks are reported on an ongoing basis between the managerial levels, for 

example in connection with quarterly business reviews. In addition, an annual 

consolidated report is prepared for the Board and the Board’s audit committee 

including the most significant known risks, the existing policies and processes 

used to control them as well as evaluations of their implementation and  

effect.  

Risk profile 

It is Danfoss’ view that there are no isolated risks capable of threatening the 

survival of the Group. However, the aggregate risk profile consists of a number 

of external and internal risks where the ability to respond optimally is crucial 

to Danfoss’ future potential.

In order to best evaluate Danfoss’ performance in relation to these risks,  

specific measurement criteria have been established and risk-seeking and  

assessment is regularly performed. Important risk conditions relate to the  

following:

•	 Global	market	conditions	and	megatrends,	including	

	 •	 continued	increased	focus	on	energy-efficient	and	socially	sustainable	 

 solutions 

	 •	 Fair	and	equal	access	to	markets

	 •	 Competition	from	especially	China	and	India

	 •	 Global	economic	growth

	 •	 Key	markets	are,	in	particular,	the	USA.	Germany,	China,	Russia	and	India

	 •	 The	most	important	segments	are	new	construction,	renovation,	raw	

  materials extraction and processing, production of consumer durables 

  and the retail trade

•	 Customer	relations	and	reputation,	including

	 •	 Danfoss’	ability	to	maintain	and	build	long-lasting	and	trusting	 

 cooperation bases with customers and other major cooperation  

 partners

•	 Competitiveness	and	innovation,	including

	 •	 The	ability	to	support	customers	with	efficient	solutions,	attractive	cost		

 levels and high product quality

•	 Financial	sustainability,	including

	 •	 the	Group’s	ability	to	continuously	reduce	debt	and	fund	new	growth	
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COMPLIANCE

Danfoss wishes to maintain and continuously improve its reputation as  

a decent and respectable company. This means that all parts of the Group, in 

every detail, must and will do their utmost to live up to their legal and ethical 

responsibilities. 

As a global enterprise, Danfoss is continuously facing stricter legal require-

ments in all parts of the world as well as increasing awareness among 

all stakeholders regarding corruption, fair competition and good company 

ethics. Consequently, the lack of ability of companies to meet and comply 

with legislation and rules poses an increasingly greater risk in terms of reputa-

tion and financial performance. Likewise, Danfoss’ continuing growth and 

globalization are factors which constitute challenges to the Group’s organiza-

tional structure. It is therefore of increasing importance to have ethical 

guidelines for Danfoss’ business conduct and compliance programs together 

with training which help managers and employees globally to understand 

and comply with the guidelines. 

Danfoss’ compliance-related activities are based on prevention, detection and 

response. It is a management responsibility to ensure compliance with the 

rules supported by training and clear guidelines. The control and verification 

of the efficiency of the existing guidelines is integrated into the internal  

controls and audits. Moreover, compliance with the rules is also subject to 

spot tests performed by Danfoss’ internal audit function, which submits the 

findings to the Board’s audit committee. 

In 2011, Danfoss intensified its efforts to comply with legislation and rules 

through the establishment and restructuring of a number of bodies and  

functions. This included a Risk & Compliance Committee, the merger of the 

corporate compliance and sustainability functions into the legal department 

as well as the setting up of an independent internal audit function, which may 

to pay unannounced inspection visits and control companies in the Danfoss 

Group.

In 2011, the Group had active compliance programs regarding anti-corruption, 

competition law, export control, code of conduct and ethics. In addition, in 

December 2011, Danfoss launched a new ethics training program aimed 

at people managers in the Group. The training is designed as an e-learning 

program where managers are asked to respond to a number of examples and 

scenarios, as part of an introduction to the Danfoss Ethics Handbook. The 

training is concluded with a compulsory ethics test. A total of approx. 

700 managers were required to take the ethics training in 2011, and approx. 

1,500 managers are planned to receive training in 2012. In the future, all  

managers will be required to pass the ethics test on a regular basis.

In addition to the compliance programs, Danfoss also has a whistleblower 

function, called the Ethics Hotline, which was set up in 2008. Individual  

employees can use the hotline to report possible irregularities anonymously 

and without involving a manager.  The Ethics Hotline recorded 81 cases in 

2011, of which 47 were concluded by the end of the year, whereas 34 are still 

being investigated. Dismissal took place in 13 other cases, while six employees 

received a written or verbal warning.  

In 2012, Danfoss will continue to have sharp focus on the compliance of  

legislation and internal rules, including the extension of existing compliance 

programs.
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Risk overview
Risk Description/Comment Principles and guidelines Responsible

Strategic/operational risks

Insufficient ability to develop products 
and solutions which meet regional 
growth markets’ specific demands  
of price and quality

China and India, in particular, are fostering a number of local companies which are developing and producing products that precisely match local mid-size market 
demands for price, quality and performance. This is based on a local and very competitive cost platform, where the traditional high-end producers are not directly  
in a position to compete. Moreover, well-established producers operating on the mid-size market tend to also develop solutions for the high-end market. It is  
important for Danfoss to set up and offer competitive solutions to the mid-size market, because this is where growth is particularly strong. However, this requires  
entirely new, innovative and cost-effective response patterns.  

Danfoss' strategy  and action plans, management systems, Corporate Governance, internal controls,  
Code of Conduct, accounting rules and other policies

Executive Committee and business management,  
relevant corporate and service functions

Regional economic recession

A continued financial downturn or recession may have a negative impact on the economic environment, also for Danfoss. In order to compensate for the possible 
consequences of recession/low growth in the EU and the USA, continual investments are being made in growth markets, such as Brazil, Russia, India and China. In 
addition, a number of committed initiatives have been introduced to increase business flexibility. One of the objectives is to increase the use of sub-suppliers, which 
will reduce fixed costs and tied-up funds, which, in turn, will have a beneficial effect during any new financial crisis.

Increasing global protectionism
The massive budget deficits of different countries have resulted in the implementation of savings and initiatives to boost the national growth including, for 
example, measures to safeguard as many domestic jobs as possible. If this is done by means of protectionism, it would have a negative impact on the group’s  
sales opportunities.

Insufficient product quality

Product quality determines how satisfied the customers are with Danfoss. Faulty products could result in both practical and financial problems for Danfoss’  
customers and Danfoss itself. Previously, Danfoss has dealt with quality problems in relation to some products. This necessitated the recall and replacement of  
a few products. In terms of product liability and product recalls, insurance has been arranged (refer below) which would also cover the recall of a large number  
of products. To ensure a high quality of products, quality programs have been introduced under ISO9001 and TS16949.

Breaching Danfoss’ design, patent 
or brand name rights

Over the past years, there has been an increase in the number of pirated brand names or products. Counterfeit products are characterized by poorer quality and  
often the pirates take no interest in environmental and working environment issues. The customers’ inadvertent confusion between pirated products and the original 
products can have significant implications on Danfoss’ reputation. Furthermore, illegal producers might turn into competitive legal competitors. Danfoss is continuously 
working to make it more difficult to counterfeit products and brand names, and Danfoss has activities to track and prosecute illegal producers.

Insufficient/erroneous contractual  
basis with customers and suppliers

Even though Danfoss builds its business on mutual trust, discrepancies between the expectations of the parties may arise. In order for customers and suppliers to 
know what to expect from us, we aspire to formulate the contracts to clarify expectations and responsibilities convincingly.

Breaching competition act

Danfoss is subject to a wide range of national and regional statutory regulations. The group and the employees strive at all times to monitor and comply with  
current laws. Moreover, Danfoss has set up ethical guidelines which in some areas go beyond what is required by law. These areas, which are given special attention, 
include participation in price fixing cartels, misuse of a dominant market position and corruption. Executives are updated on statutory regulations and internal rules 
through information meetings and training. Furthermore, all employees have been informed about internal guidelines via the Danfoss Ethics Handbook.

Damage to Danfoss’ reputation
Danfoss is aware of the necessity to act sustainably in order to balance the social, environmental and financial issues. Therefore, the group has launched global  
programs pertaining to social responsibility, environmental management and employee ethics, among other things. 

Supply Chain interruptions
The supplier failure, supplier error or major production stoppages at their own factories may have serious consequences on Danfoss’ ability to service key OEM 
customers, in particular. First and foremost, the group focuses on preventing interruptions in the supply chain, but it is also striving to make sure that it can handle 
any emergency situation so that there is the least possible impact on the customer, irrespective of the cause of the interruption.

Financial risks

Cash

It is one of Danfoss’ top priorities to make sure that the group has the necessary cash resources available at any time to be able to meet its obligations and to finance 
both planned and unplanned strategic measures. Minimizing the cash risk is achieved through the combination of efficient cash control and planning, setting up of 
irredeemable loan facilities and making sure that the total cash equivalents are cash and available. According to Danfoss’ financing policy, Danfoss must be qualified 
for a BBB credit rating and have considerable cash reserves in the form of undrawn, irredeemable credit facilities and cash. Danfoss estimates that the cash resources 
are sufficient to cover current plans and the general market situation.

Policy of Treasury Risk Management Executive Committee and Corporate Treasury

Interests
The group’s interest risk is primarily ascribable to interest-bearing liabilities, pension obligations and total cash equivalents. The group controls the risk through 
fixed-interest loans, floating rate loans and derivative interest products.

Price of raw materials

Trends within global raw material prices, particularly industrial metals and energy, can have a negative impact on group earnings. Danfoss controls this type of  
risk primarily through fixed price agreements with suppliers and regulation clauses with major customers. In some instances, Danfoss also hedges risks using  
financial instruments. It is Danfoss’ policy to ensure that significant risks related to raw materials are reduced through the combination of hedging and active price 
adjustment. The raw material consumption is hedged for a minimum of six months and a maximum of 18 months, if they are considered essential. 

Exchange rates

The exchange rate risk consists of three elements:
1. Transaction risk Considerable consolidated risks and 12 months’ expected cash flows as foreign currencies (excl. cash flows from certain countries with 

inconvertible currencies) are hedged on an ongoing basis.
2. Translation risk (conversion risk) Generally, Danfoss does not hedge translation risks, since they do not have any direct effect on the underlying cash flows. 

However, Danfoss seeks to reduce translation risks by financing debt to the widest possible exten in local currencies as well as through continuous dividend 
payments in order to ensure subsidiaries’ solvency to remain at 30%.

3. Financial/structural risk (strategic risk) Financial, structural currency risk cannot be efficiently hedged using financial instruments and are therefore not part 
of Danfoss’ operational/financial risk control strategy. It is controlled as far as possible at strategic level by placing production in as close cooperation with the 
customer as possible.

Counterpart risk 
It is Danfoss’ policy to minimize the risk of one or more of Danfoss’ financial partners not being able to fulfil obligations. Such a situation is countered to the largest 
extent possible by only using sound regional or global financial partners of minimum “A” according to Standard & Poors’ credit rating terminology.

Pension obligations
Danfoss has pension obligations in the form of defined benefit plans at subsidiaries in a few countries. Danfoss takes steps to minimize the related risks, among 
other, the existing schemes have been closed to new members and additional schemes are not created.

Pension solution policies. In connection with company acquisitions, evaluation of pension obligations are covered by the  
due diligence process.

Executive Committee and Corporate Treasury

Hazard risks

Commercial and product liability
Danfoss has set up a global insurance program which is compulsory for all subsidiaries. The program includes, among other things, all-risks insurance (machines,  
fixtures, stocks, and operating losses), commercial and product liability insurance as well as an Executive Committee and Board of Directors’ liability insurance.

Policies for the protection of assets, internal controls, contingency plans and re-establishment plans. Executive Committee and business management, Corporate TreasuryDamage to property, fixtures and 
equipment

Breakdown of critical IT systems The operation of information and communication systems is vital for customer service, including the receipt and execution of orders. Policies for the protection of assets, internal controls, information security, IT architecture and re-establishment plans. Executive Committee, business management, Danfoss IT.
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Risk overview
Risk Description/Comment Principles and guidelines Responsible

Strategic/operational risks

Insufficient ability to develop products 
and solutions which meet regional 
growth markets’ specific demands  
of price and quality

China and India, in particular, are fostering a number of local companies which are developing and producing products that precisely match local mid-size market 
demands for price, quality and performance. This is based on a local and very competitive cost platform, where the traditional high-end producers are not directly  
in a position to compete. Moreover, well-established producers operating on the mid-size market tend to also develop solutions for the high-end market. It is  
important for Danfoss to set up and offer competitive solutions to the mid-size market, because this is where growth is particularly strong. However, this requires  
entirely new, innovative and cost-effective response patterns.  

Danfoss' strategy  and action plans, management systems, Corporate Governance, internal controls,  
Code of Conduct, accounting rules and other policies

Executive Committee and business management,  
relevant corporate and service functions

Regional economic recession

A continued financial downturn or recession may have a negative impact on the economic environment, also for Danfoss. In order to compensate for the possible 
consequences of recession/low growth in the EU and the USA, continual investments are being made in growth markets, such as Brazil, Russia, India and China. In 
addition, a number of committed initiatives have been introduced to increase business flexibility. One of the objectives is to increase the use of sub-suppliers, which 
will reduce fixed costs and tied-up funds, which, in turn, will have a beneficial effect during any new financial crisis.

Increasing global protectionism
The massive budget deficits of different countries have resulted in the implementation of savings and initiatives to boost the national growth including, for 
example, measures to safeguard as many domestic jobs as possible. If this is done by means of protectionism, it would have a negative impact on the group’s  
sales opportunities.

Insufficient product quality

Product quality determines how satisfied the customers are with Danfoss. Faulty products could result in both practical and financial problems for Danfoss’  
customers and Danfoss itself. Previously, Danfoss has dealt with quality problems in relation to some products. This necessitated the recall and replacement of  
a few products. In terms of product liability and product recalls, insurance has been arranged (refer below) which would also cover the recall of a large number  
of products. To ensure a high quality of products, quality programs have been introduced under ISO9001 and TS16949.

Breaching Danfoss’ design, patent 
or brand name rights

Over the past years, there has been an increase in the number of pirated brand names or products. Counterfeit products are characterized by poorer quality and  
often the pirates take no interest in environmental and working environment issues. The customers’ inadvertent confusion between pirated products and the original 
products can have significant implications on Danfoss’ reputation. Furthermore, illegal producers might turn into competitive legal competitors. Danfoss is continuously 
working to make it more difficult to counterfeit products and brand names, and Danfoss has activities to track and prosecute illegal producers.

Insufficient/erroneous contractual  
basis with customers and suppliers

Even though Danfoss builds its business on mutual trust, discrepancies between the expectations of the parties may arise. In order for customers and suppliers to 
know what to expect from us, we aspire to formulate the contracts to clarify expectations and responsibilities convincingly.

Breaching competition act

Danfoss is subject to a wide range of national and regional statutory regulations. The group and the employees strive at all times to monitor and comply with  
current laws. Moreover, Danfoss has set up ethical guidelines which in some areas go beyond what is required by law. These areas, which are given special attention, 
include participation in price fixing cartels, misuse of a dominant market position and corruption. Executives are updated on statutory regulations and internal rules 
through information meetings and training. Furthermore, all employees have been informed about internal guidelines via the Danfoss Ethics Handbook.

Damage to Danfoss’ reputation
Danfoss is aware of the necessity to act sustainably in order to balance the social, environmental and financial issues. Therefore, the group has launched global  
programs pertaining to social responsibility, environmental management and employee ethics, among other things. 

Supply Chain interruptions
The supplier failure, supplier error or major production stoppages at their own factories may have serious consequences on Danfoss’ ability to service key OEM 
customers, in particular. First and foremost, the group focuses on preventing interruptions in the supply chain, but it is also striving to make sure that it can handle 
any emergency situation so that there is the least possible impact on the customer, irrespective of the cause of the interruption.

Financial risks

Cash

It is one of Danfoss’ top priorities to make sure that the group has the necessary cash resources available at any time to be able to meet its obligations and to finance 
both planned and unplanned strategic measures. Minimizing the cash risk is achieved through the combination of efficient cash control and planning, setting up of 
irredeemable loan facilities and making sure that the total cash equivalents are cash and available. According to Danfoss’ financing policy, Danfoss must be qualified 
for a BBB credit rating and have considerable cash reserves in the form of undrawn, irredeemable credit facilities and cash. Danfoss estimates that the cash resources 
are sufficient to cover current plans and the general market situation.

Policy of Treasury Risk Management Executive Committee and Corporate Treasury

Interests
The group’s interest risk is primarily ascribable to interest-bearing liabilities, pension obligations and total cash equivalents. The group controls the risk through 
fixed-interest loans, floating rate loans and derivative interest products.

Price of raw materials

Trends within global raw material prices, particularly industrial metals and energy, can have a negative impact on group earnings. Danfoss controls this type of  
risk primarily through fixed price agreements with suppliers and regulation clauses with major customers. In some instances, Danfoss also hedges risks using  
financial instruments. It is Danfoss’ policy to ensure that significant risks related to raw materials are reduced through the combination of hedging and active price 
adjustment. The raw material consumption is hedged for a minimum of six months and a maximum of 18 months, if they are considered essential. 

Exchange rates

The exchange rate risk consists of three elements:
1. Transaction risk Considerable consolidated risks and 12 months’ expected cash flows as foreign currencies (excl. cash flows from certain countries with 

inconvertible currencies) are hedged on an ongoing basis.
2. Translation risk (conversion risk) Generally, Danfoss does not hedge translation risks, since they do not have any direct effect on the underlying cash flows. 

However, Danfoss seeks to reduce translation risks by financing debt to the widest possible exten in local currencies as well as through continuous dividend 
payments in order to ensure subsidiaries’ solvency to remain at 30%.

3. Financial/structural risk (strategic risk) Financial, structural currency risk cannot be efficiently hedged using financial instruments and are therefore not part 
of Danfoss’ operational/financial risk control strategy. It is controlled as far as possible at strategic level by placing production in as close cooperation with the 
customer as possible.

Counterpart risk 
It is Danfoss’ policy to minimize the risk of one or more of Danfoss’ financial partners not being able to fulfil obligations. Such a situation is countered to the largest 
extent possible by only using sound regional or global financial partners of minimum “A” according to Standard & Poors’ credit rating terminology.

Pension obligations
Danfoss has pension obligations in the form of defined benefit plans at subsidiaries in a few countries. Danfoss takes steps to minimize the related risks, among 
other, the existing schemes have been closed to new members and additional schemes are not created.

Pension solution policies. In connection with company acquisitions, evaluation of pension obligations are covered by the  
due diligence process.

Executive Committee and Corporate Treasury

Hazard risks

Commercial and product liability
Danfoss has set up a global insurance program which is compulsory for all subsidiaries. The program includes, among other things, all-risks insurance (machines,  
fixtures, stocks, and operating losses), commercial and product liability insurance as well as an Executive Committee and Board of Directors’ liability insurance.

Policies for the protection of assets, internal controls, contingency plans and re-establishment plans. Executive Committee and business management, Corporate TreasuryDamage to property, fixtures and 
equipment

Breakdown of critical IT systems The operation of information and communication systems is vital for customer service, including the receipt and execution of orders. Policies for the protection of assets, internal controls, information security, IT architecture and re-establishment plans. Executive Committee, business management, Danfoss IT.
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In line with the Danish Financial Statements Act, Section 99a, the annual  

report must include a corporate citizenship report. Over a number of years, 

Danfoss has voluntarily reported on the matter introducing a CSR policy in 

2003  and reporting according to UN Global Compact since then. The full ac-

count can be found on www.danfoss.com/corporatecitizenship2011. The re-

port does not cover Sauer-Danfoss, which is listed on the New York Stock 

Exchange and, as a result, presents its accounts according to American stock 

exchange rules.

As part of its report on social, environmental and ethical risks, Danfoss 

has identified a range of important focus areas for the Group itself and its 

stakeholders including free and fair competition, anti-corruption, employee 

conditions, local communities, supplier management, employees, climate 

change and natural resources. 

Ethics

In 2011, Danfoss intensified its efforts to secure ethical business conduct 

following the competition case regarding household compressors. Subsequent-

ly, Danfoss strengthened its internal control mechanisms and functions and 

introduced compulsory ethics training for all people managers. The training 

was initiated in December when the first 700 managers were 

required to participate in the training. In 2012, Danfoss will extend the training 

to include approx. 1,500 additional managers who will receive the training 

and take the test, which is available in eight languages. Also, all 

managers have been asked to re-confirm that they intend to meet Danfoss’ 

ethical guidelines and emphasize as well as enforce the guidelines upon their 

employees. 

In 2011 Danfoss dismissed 26 employees for violations of the Group’s ethical 

guidelines. The violations amounted to theft and unethical use of company 

funds (five cases); manipulation of time reporting and/or the lack of perfor-

mance (four cases); misuse of confidential information (two cases); conflicts of 

interest, where the employee’s relationship with other companies have 

caused a conflict of interest with the Danfoss Group (four cases) and attempts 

of bribery (one case). 

Employee conditions

In 2011, Danfoss specifically followed up on cases relating to overtime work 

which was reported to have taken place at three of the Group’s plants in 2010. 

Danfoss took steps to revise its HR procedures in China, among other things, 

where the local HR department has directly approached individual production 

supervisors and where the leaders were asked to submit monthly overtime 

work reports. In 2011, Danfoss registered a decrease in overtime work, which, 

in addition to the above-mentioned activities, is ascribed to a more normal 

order intake than was the case in 2010, which was characterized by significant 

growth compared to the previous year. In 2011, Danfoss only recorded over-

time work as having taken place at one of the three plants. This was due 

primarily to the fact that the factory had been periodically challenged with 

a lack of raw materials and, consequently, had had to catch up with backlogs 

in production.

Local communities

Danfoss supports the local communities in which the Danfoss Group is  

operating through the Danfoss Employee Foundation and the Fabrikant Mads 

Clausen Foundation. In 2011, the Employee Foundation gave financial  

support amounting to DKK 3.2m to employees in financial difficulty due to 

unemployment, whose domestic partnerships had been dissolved and for 

employees with financial problems. The foundation also granted financial 

support to 200 employees who needed legal assistance. In 2011, the Fabrikant 

Mads Clausen Foundation granted DKK 9.4m to a range of good causes. The 

biggest donations were for humanitarian projects outside Denmark, including 

the victims of flooding in Australia and Brazil as well as those affected by 

drought in Africa. 

Supplier management

Since 2004, Danfoss has maintained a Code of Conduct towards its direct 

suppliers, outlining how they should act so as to be socially and environmen-

tally responsible. Of Danfoss’ approx. 3,500 suppliers, 2,151 had signed the 

Code of Conduct by the end of 2011. The objective is for all direct suppliers to 

sign the Code of Conduct, and Danfoss has this as a prioritized target by first 

focusing on the suppliers who pose the biggest risk of violating the rules. The 

risk profile of each supplier is defined on the basis of geographical location 

and Danfoss’ purchasing volume.

In 2011, Danfoss maintained special focus on the auditing of Chinese  

suppliers, performed by the Chinese auditing office set up by Danfoss in 2010. 

93 audits were carried out. On a global scale, Danfoss carried out audits at 22% 

of suppliers in high-risk countries like China, at 25% of suppliers in mid-risk 

countries and at 10% of suppliers in low-risk countries. 

The audit inspections typically led to the disclosure of problems relating to 

employees’ salary levels, working hours and safety, including, for example, the 

lack of adequate emergency exits. Danfoss is entering into a dialogue with the 

suppliers in question to rectify matters and will follow up to make sure that 

the agreed amendments are implemented. In the case of non-compliance, 

Danfoss can choose to cancel cooperation with the supplier. Experience 

shows, however, that the suppliers are in favor of continuing the partnership, 

and in 2011 it only proved necessary to end cooperation with few suppliers as 

a result of the lack of compliance with the Code of Conduct.

Employees

The number of employees in the Danfoss Group, excluding Sauer-Danfoss, 

was 16,949 in 2011 compared to 17,362 the previous year. The drop in numbers 

is ascribed to the fact that Danfoss divested some business units, which  

employed 1,074 people, so in reality there was an actual increase in the number 

of employees in the Group’s core businesses.

Engaged and motivated employees are a prerequisite for Danfoss to be able 

to implement its strategy and reach business targets. The annual 2011  

Employee Perception Survey revealed the highest level of engagement since 

Danfoss introduced the survey – The response rate amounting to 90% was 

the highest ever. 
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Danfoss aims to make sure that the employees remain valuable and attractive 

so that the individual employee has the best possible foundation for adapting 

to the development of Danfoss. Employee development at Danfoss is  

enhanced using supplementary and work-related training. During 2011,  

Danfoss extended the internal, global training academy, DBS Academy, to 

cover more employees with the introduction of the e-learning platform called 

Danfoss Learning Platform. Danfoss continued efforts within leadership 

development through revised evaluation and feedback processes. Danfoss 

also intensified activities relating to the development of leadership talents, for 

example through the internal intensive development programs. 

Over the course of the year, the number of employees who chose to leave 

increased to 7% compared to 5.2% the year before. The increase is due to the 

low labor mobility witnessed in the preceding years which were characterized 

by the economic crisis. The combined employee turnover was 15.7% in 2011 

compared to 16.9% in 2010.

Moreover, in 2011, Danfoss doubled the number of participants Post Graduate 

Program, a program ensuring that talents with a Master’s degree enter 

Danfoss. The number of participants is set to increase in 2012.

Climate, environment and natural resources

Danfoss aims to reduce CO2 emissions by 25% by 2025 and increase the share 

of renewable energy by 25% compared to the group level in 2007. 

In 2011, Danfoss reduced CO2 emissions by approx. 5% despite the increasing 

activity and net sales level. Electricity consumption fell by an equal rate and 

consumption of energy for heating decreased by 11%. The drop is partly due 

to the divestment of business areas with more energy-consuming production 

processes but also to the extra activities which Danfoss launched in 2011 to 

reduce the overall energy consumption at its factories. Initially, the focus is on 

the fifteen largest Danfoss factories, where the energy consulting firm  

Danfoss Solutions is set to carry out energy-saving projects which include 

investments in energy-saving technologies and training of employees in 

energy-saving conduct.

In 2011, Danfoss’ energy consumption was split on 58% for electricity and 42% 

for heating. 24% of the electricity consumption was covered from renewable 

sources, such as solar, water, wind and bio-mass; 10% was covered by nuclear 

power, and the remaining part from fossil sources such as carbon, oil and gas. 

Carbon remains to be the primary source of electricity amounting to 48%.  

All of the energy consumption for heating was covered by fossil fuels, with 

natural gas being the most used. 

In 2011 Danfoss’ use of raw materials fell by 9%, despite the increased activity 

and net sales level. Similarly, there was a decrease in the consumption of  

auxiliary materials for use in production processes, for example cutting oils 

and detergents. The amount of cutting oils for the cooling and lubrication of 

metals was 264 tons in 2011, which corresponds to a decrease of 15%  

compared to the previous year.

The consumption of chemicals which are environmentally impacting and  

potentially harmful including organic solvents remained unchanged in 2011. 

Danfoss is working to continuously reduce the use of harmful substances, and 

the Group has taken further measures in 2011 to reduce use of the same  

substances among its suppliers.

Danfoss recorded 29 violations in 2011 of the environmental regulations and 

in these cases, either the authorities imposed orders or the factories  

intervened to deal with the violations.

Working environment

For Danfoss, a healthy and safe work environment is one of the prerequisites 

of running a sound and well- performing company. The number of work-related 

accidents at Danfoss has dropped since 1999, when the accident rate exceeded 

28. In 2011, the rate for production employees was 9.4 compared to 12.8 in 

2010. The accident rate for white-collar employees increased to 1.31 in 2011. 

The accident rate is defined as the number of accidents per 1 million work 

hours.

In 2011, 145 accidents resulting in at least one day’s absence were recorded. 

The injured employees were absent for a total of 1,990 days, which corre-

sponds to an average of 14 days per accident. In 2010, the average was 

25 days, so the accidents in 2011 were significantly less serious compared to 

the year before.

In 2011 Danfoss recorded 11 cases of violations of the working environment 

legislation, where found by internal audits or where local authorities imposed 

orders. All cases are minor and have been settled without problems.
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Segment description

Danfoss Climate & Energy consists of five divisions: Danfoss Refrigeration & Air 

Conditioning Controls, Danfoss Power Electronics, Danfoss Heating Solutions, 

Danfoss Commercial Compressors and Danfoss District Energy. They are all 

leading within climate and energy. The segment focuses on delivering energy-

efficient and climate-friendly solutions for a range of selected business  

sectors. The divisions plays a leading role within research, development,  

production, sales and service of mechanical and electronic products sold on 

the global market for refrigeration and air-conditioning, comfort and heating, 

the control of electro-motors and for industries where energy efficiency is 

important.

Market development

Danfoss Climate & Energy maintained the positive development seen in 2010, 

with double-digit growth on the BRIC markets and extensive progress on the 

American market. The segment retained its market share on the European 

market which over the course of the year was negatively impacted by the 

debt crisis in Southern Europe and the diminishing trust in the European 

economy and currency. Moreover, the German market of solar energy  

solutions was particularly impacted by the slowdown caused by the changed 

framework conditions for investments in solar energy. The segment also saw 

a slowdown on the residential market in North America.

Results

Net sales increased to DKK 21,791m from DKK 18,923m in 2010, an increase of 

15%. When adjusted for the effect of exchange rate changes, acquisitions,  

divestitures and restructurings, net sales grew by 15% compared to a net sales 

growth of 20% in 2010, when the comparison basis, however, was 

constituted by a weaker 2009 result. The sales developed as anticipated 

throughout 2011, including a steadily increasing decline in the second half-

year following a very strong first half-year. The operating profit (EBIT) was 

DKK 2,289m as opposed to DKK 2,509m the previous year. This corresponds 

to a 9% drop and is primarily caused by the setback on the German solar 

inverter market, which was a result of changed feed-in tariffs and loan condi-

tions for investors in solar energy. The EBIT margin was 10.5% compared to 

13.3% in 2010.

Financial highlights for Danfoss Climate & Energy
mill DKK

2010 2011
INCOME STATEMENT
Net sales 18,923 21,791
Operating profit (EBIT) 2,509 2,289

BALANCE SHEET
Intangible fixed assets 3,876 3,789
Tangible fixed assets 3,817 4,219
Total assets 13,984 14,700

OTHER INFORMATION
Capital expenditure 552 935
Depreciation/amortization 714 835

NUMBER OF EMPLOYEES
Number of employees 13,476 14,747

KEY FIGURES
EBIT margin 13.3% 10.5%
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Net sales & EBIT mill DKK Sales distribution by regions 2011 (2010)

Segment description

Sauer-Danfoss is a worldwide leader in the design, manufacture and sale of 

energy-efficient and performance-improving hydraulic and electronic systems 

and components for use primarily in mobile equipment. The company operates 

within the following segments: Agriculture, Construction, Material Handling, 

Turf Care and Specialty. Danfoss owns 76% of the Sauer-Danfoss shares which 

are listed on the New York Stock Exchange and the company’s share price can 

be monitored under the code SHS.

The figures in this section are the official Sauer-Danfoss figures prepared in 

accordance with US GAAP. They are not the figures reflected in the Danfoss 

consolidated financial statements. Danfoss’ financial statements are prepared 

according to IFRS.

Market trends

In 2011, Sauer-Danfoss maintained the extraordinarily positive development 

which began at the end of 2009. All of Sauer-Danfoss’ business units made 

progress. The Controls and Propel divisions showed the highest growth rates, 

increasing by 28% and 27% respectively. The Work Function division grew by 

13%. The Stand-alone division, which was set up in 2011, had growth of 12%. 

The sales in Europe and North and South America increased by 25% and 22% 

respectively, while net sales in Asia and the Pacific Region increased by 12%. 

In line with the company’s overall strategic priorities, Sauer-Danfoss has 

continued the implementation of the strategy ”The Sauer-Danfoss Pulse”, 

which has resulted in an increase of earnings compared to sales and a record 

high free cash flow, which in combination made the company debt free by 

the end of 2011.

Results

Net sales increased by 19% to DKK 11,022m in 2011 compared to DKK 9,231m 

the year before. When calculated at last year’s exchange rate level and 

adjusted for acquisitions and divestitures, growth in net sales amounted to 

22% compared to 42% the previous year. The operating profit was DKK 1,963m 

compared to DKK 1,384m the year before. The EBIT margin was 17.8% 

compared to 15.0% in 2010.

Financial highlights for Sauer-Danfoss Inc.
mill DKK (US GAAP)

2010 2011
INCOME STATEMENT
Net sales 9,231 11,022
Operating profit (EBIT) 1,384 1,963

BALANCE SHEET
Intangible fixed assets 300 296
Tangible fixed assets 2,291 2,121
Total assets 6,302 7,304

OTHER INFORMATION
Capital expenditure 147 277
Depreciation/amortization 546 472

NUMBER OF EMPLOYEES
Number of employees 6,030 6,481

KEY FIGURES
EBIT margin 15.0% 17.8%
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The Danfoss share capital amounts to DKK 1,043m and is divided into two 

share classes: A-shares, which total DKK 425m, and B-shares, which total DKK 

618m. The A-shares give the right to ten votes for every 100 DKK of shares 

(nominal value). A-shareholders also have a pre-emption right to A-shares in 

the event of share capital increases. No other shares carry special rights. The 

Bitten and Mads Clausen Foundation and the Clausen family own all issued 

A-shares and a number of B-shares corresponding to 98.3% of share votes. At 

the end of 2011, Danfoss had 4,000 registered employee shareholders. 

Around three quarters of the shareholders reside in Denmark, while the 

remaining shareholders reside abroad.   

Share price development

The Danfoss share price is set once a year, based on a valuation prepared by 

Danske Markets (a division of Danske Bank A/S) immediately before the 

Annual General Meeting held in April. The price was first set in 2001 when 

Danfoss issued its first employee shares. The 2001 share price was DKK 749. 

The share price calculation is made on the basis of the financial development 

of Danfoss, the Group’s expectations for the year, its ability to meet expecta-

tions, the financial development of a number of comparable companies and 

their expectations for the future, as well as the general development on the 

share market. In 2011, the price was set at DKK 3,431 per share. The new price 

will be announced at the 2012 Danfoss Annual General Meeting in April.

Dividends and the Annual General Meeting

As part of the strategy in 2010 and 2011, Danfoss focused on reducing 

the debt. Consequently, a dividend was only paid to a limited extent to the 

shareholders. As Danfoss obtained significantly improved results in 2011, the 

Board will recommend the Annual General Meeting to increase the 

payment of dividends in 2012 and pay dividends of 25% of the net profit  

equivalent to 31.5% per share.

The Annual General Meeting will be held in Nordborg on April 27, 2012.

Shareholders 

Shareholders with more than 5% of share capital

Shares Votes

The Bitten and Mads Clausen Foundation, Nordborg, Denmark 45.31% 84.58%

Clausen Controls A/S, Sønderborg, Denmark 25.09% 5.38%

Henrik Mads Clausen, Lake Forrest, USA 10.55% 2.27%

Karin Clausen, Holte, Denmark 6.93% 1.48%
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The economic unrest and financial volatility which prevailed at the end of 

2011 are expected to continue in 2012 resulting in more uncertain expecta-

tions.  The traditionally large US and European markets are expected to 

continue being impacted by the debt crisis, failing confidence and consumer 

reluctance. Above-average growth rates in the BRIC markets are expected 

to partially compensate for the negative impact, event hough growth in these 

markets will be at a more normalized level in 2012 than was the case in the 

extraordinary first half of 2011.

Concurrently, Danfoss expects that climate and energy solutions will continue 

to have a growth potential above the market average as a result of the rising 

energy prices, the increasing international concern about climate change and 

a still more widespread desire among the world’s nations to ensure energy 

supplies and independence. Based on this, Danfoss expects to take additional 

market shares in 2012 and consequently maintain the high net sales from 

2011 in spite of financial unrest and divestitures.

Meanwhile, Danfoss expects to maintain the recently obtained profitability 

through the strategic activities already implemented by the Group, which will 

continue in 2012 with a strong focus on core businesses and core deliveries. 

Compared to the extraordinary first half of 2011, a slight relative decrease in 

earnings is expected to occur at the beginning of the year as a result of the 

divestitures carried out in 2011 and the investments which are planned to 

take place in 2012 in the BRIC countries. However, it is anticipated that this 

decrease will be compensated by the performance in the second half of the 

year.

The 2012 net sales are expected to remain at the same level as 2011.

The 2012 operating profit is expected to remain at the same level as 2011. 

The expectations do not include the effect of divestitures, discontinued 

operations or acquisitions.

Expectations  
for 2012
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Net sales increased to DKK 7,825m in 2011 from DKK 7,340m the year before; an increase of 7%.

Net financial income and costs amounted to DKK 234m compared to a loss of DKK 1,078m in 2010. In 2011, financial income increased due to dividends, which were 

higher than previously, whereas financial costs were negatively affected as a result of a fair value adjustment of share options and warrants as well as lowered impair-

ments of loans to subsidiaries.

The result after tax was DKK –294m compared to DKK –809m in 2010. Equity fell to DKK 5,192m from DKK 5,697m. Danfoss A/S employed 3,036 people at the end of 

2011, which is 143 less than the previous year.

The 2012 net sales are expected to be in line with 2011. In total, Danfoss A/S is expected to end 2012 with a profit.

Please refer to the Management Report for the Danfoss Group for a review of the remaining significant factors that have affected the Parent Company.

No significant incidents have been observed after the balance sheet date that are not recognized or discussed in the Annual Report.

Management Report  
for Danfoss A/S (Parent Company)
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The Board and Executive Committee have today considered and approved the Danfoss A/S Annual Report for the financial year January 1-December 31, 2011.

The Annual Report has been presented in accordance with the International Financial Reporting Standards and additional Danish disclosure requirements in  

the Danish Financial Statements Act.

In our view, the company accounts and the annual accounts give a fair view of the group’s and the Parent Company’s assets, liabilities and financial position as  

of December 31, 2011, and of the results of the group’s and the Parent Company’s activities and cash flows of the financial year January 1-December 31, 2011.

We also consider the Management Report to give a true and fair view of the development of the group’s and Parent Company’s activities and financial  

conditions, the results for the year and the overall financial position of the Parent Company related to the companies included in the company accounts and  

a description of the most significant risks and uncertainty factors faced by the group and the Parent Company.

The supplementary report on Corporate Citizenship at Danfoss A/S gives a true and fair view within the scope of common, recognized guidelines.

We recommend that the Annual General Meeting adopts the Annual Report.

Nordborg, March 27, 2012

Executive Committee

Niels B. Christiansen  Kim Fausing  Nis Storgaard

Board of Directors

Jørgen M. Clausen Hans Michael Jebsen Peter J.M. Clausen

Chairman Vice-Chairman 

Svend Aage Hansen William Ervin Hoover Gunnar Jensen 

Jens Peter Nielsen Björn Rosengren  Kasper Rørsted

Management Statement
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Independent auditors' report

To the shareholders of Danfoss A/S

Independent auditors' report on the consolidated financial statements and the parent company financial statements

We have audited the consolidated financial statements and the parent company financial statements of Danfoss A/S for the financial year 1 January-31 December 

2011. The consolidated financial statements and the parent company financial statements comprise income statement (US)//profit and loss account (UK), state-

ment of comprehensive income, balance sheet, statement of changes in equity, cash flow statement and notes, including a summary of significant accounting 

policies for the group as well as for the parent company (pp. 42-105). The consolidated financial statements and the parent company financial statements are  

prepared in accordance with International Financial Reporting Standards, which have been adopted by the EU, and additional disclosure requirements in the  

Danish Financial Statements Act.

Management's responsibility for the consolidated financial statements and the par-ent company financial statements

Our responsibility is to express an opinion on the consolidated financial statements and the parent company financial statements based on our audit. We con-

ducted our audit in accordance with International Standards on Auditing and additional requirements under Danish audit regulation. This requires that we comply 

with ethical requirements and plan and perform the audit to obtain reasonable assurance as to whether the consolidated financial statements and the parent 

company financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the con-solidated financial statements and the parent 

company financial statements. The procedures selected depend on the auditors' judgement, including the assessment of the risks of material misstatement of the 

consolidated financial statements and the parent company financial statements, whether due to fraud or error. In making those risk assessments, the auditors 

consider internal control relevant to the Company's preparation of consolidated financial statements and parent company financial statements that give a true 

and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 

of the Company's internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting esti-

mates made by Management, as well as evaluating the overall presentation of the consolidated financial statements and the parent company financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Our audit has not resulted in any qualification.

Opinion

In our opinion, the consolidated financial statements and the parent company financial statements give a true and fair view of the group's and the parent  

company's financial position at 31 December 2011 and of the results of the group's and the parent company's operations and cash flows for the financial year  

1 January-31 December 2011 in accordance with International Financial Reporting Standards, which have been adopted by the EU, and additional disclosure  

requirements in the Danish Financial Statements Act.

Statement on the Management's review

Pursuant to the Danish Financial Statements Act, we have read the Management's review. We have not performed any further procedures in addition to the 

audit of the consolidated financial statements and the parent company fi-nancial statements. On this basis, it is our opinion that the information provided in 

the Management's review is consistent with the consolidated financial statements and the parent company financial statements.

Nordborg 27 March 2012

KPMG
Statsautoriseret Revisionspartnerselskab

Jesper Koefoed Thorbjørn Bruhn 
State Authorised Public Accountant State Authorised Public Accountant

Audit report
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Mill. DKK (unless otherwise stated)                            
Key figures per quarter have not been audited Q1 2010 Q2 2010 Q3 2010 Q4 2010 2010 Q1 2011 Q2 2011 Q3 2011 Q4 2011  2011
Income statement

Net sales 6,740 8,229 8,410 8,172 31,550 8,519 8,932 8,380 8,074 33,904
Operating profit added depreciations, 
amortisations and impairments (EBITDA) 849 1,321 1,472 1,410 5,053 1,380 1,953 1,493 1,098 5,924
Operating profit excl. other income 
and expenses 412 842 1,168 979 3,400 958 1,004 1,077 614 3,653
Operating profit (EBIT) 401 799 1,124 940 3,264 956 1,534 1,081 655 4,226
Financial income/expenses -69 -72 -130 -64 -334 -125 -660 -127 -112 -1,024
Profit before tax of continuing operations 339 743 1,001 862 2,944 834 880 953 551 3,218
Profit from discontinued operations -9 0 -675 -145 -829 0 -720 -24 -188 -931
Net profit 255 525 92 506 1,378 595 -77 708 87 1,314

Balance sheet
Total non-current assets 19,562 19,882 18,087 18,703 18,703 17,830 17,310 17,449 17,422 17,422
Assets 30,539 32,173 30,196 29,868 29,868 30,207 30,118 29,663 28,124 28,124
Total shareholders’ equity 10,530 11,357 11,046 11,700 11,700 12,096 11,766 12,532 12,597 12,597
Net interest-bearing debt 9,561 9,563 8,153 6,675 6,675 6,815 5,883 4,912 4,634 4,634
Net assets 19,871 20,687 18,955 18,167 18,167 18,715 17,447 17,254 17,037 17,037
Capital expenditure 266 197 160 349 973 220 380 255 481 1,335

Statement of cash flows
Cash flow from operating activities 152 772 1,990 3,387 3,387 -6 331 1,586 3,359 3,359
Cash flow from investing activities -204 -305 -429 -741 -741 -259 420 264 -209 -209
   net investments of 
   intangible/tangible assets -101 -187 -296 -634 -634 -209 -539 -788 -1,220 -1,220

   net investments in companies -92 -135 -126 -132 -132 -35 992 1,106 1,106 1,106
Free Cash flow -52 467 1,561 2,646 2,646 -265 751 1,850 3,150 3,150
Free cash flow before M&A 54 610 1,697 2,792 2,792 -231 -216 781 2,078 2,078
Cash flow from financing activities 332 20 -1,098 -2,037 -2,037 200 -614 -1,763 -2,530 -2,530

Key figures
Real net sales growth (%) 11 37 30 25 25 23 15 4 0 10
EBIT margin excl. other operating income etc. (%) 6.1 10.2 13.9 12.0 10.8 11.2 11.2 12.8 7.6 10.8
EBIT margin (%) 6.0 9.7 13.4 11.5 10.3 11.2 17.2 12.9 8.1 12.5
EBITDA margin (%) 12.6 16.1 17.5 17.3 16.0 16.2 21.9 17.8 13.6 17.5
Equity ratio (%) 34.5 35.3 36.6 39.2 39.2 40.0 39.1 42.2 44.8 44.8
Leverage ratio (%) 92.3 85.6 75.4 62.2 62.2 56.4 49.5 39.2 36.8 36.8
Net interest bearing debt to EBITDA ratio 4.6 2.8 1.9 1.3 1.3 1.2 0.9 0.8 0.8 0.8

Geographical segments
Total net sales
EU 3,201 3,645 3,729 3,711 14,281 3,667 3,869 3,588 3,340 14,462
Rest of Europe 542 703 851 775 2,872 663 827 899 956 3,344
Asia 965 1,354 1,532 1,532 5,384 1,542 1,578 1,499 1,422 6,041
North America 1,459 1,835 1,561 1,486 6,342 1,924 1,932 1,646 1,613 7,116
Africa 65 82 83 62 292 72 83 79 53 286
Pacific 116 126 136 140 520 148 150 162 207 667
Latin America 306 366 422 366 1,459 378 383 407 410 1,579
Middle East 86 118 96 100 400 125 110 100 73 409
Total 6,740 8,229 8,410 8,172 31,550 8,519 8,932 8,380 8,074 33,904

Number of employees
Europe excl. Denmark 10,939 11,012 10,912 8,765 8,765 8,993 8,146 8,178 8,001 8,001
North America incl. Mexico 3,505 3,713 3,746 3,716 3,716 3,870 4,137 4,141 3,971 3,971
Latin America 389 396 440 461 461 461 466 465 458 458
Asia-Pacific incl. China 4,246 4,581 4,798 4,310 4,310 4,516 4,786 4,952 4,919 4,919
Other regions 64 61 60 59 59 60 59 60 58 58
Denmark 6,300 6,389 6,105 6,081 6,081 6,126 6,075 6,093 6,023 6,023
Total 25,443 26,152 26,061 23,392 23,392 24,026 23,669 23,889 23,430 23,430
Total excluding sold companies and operations 21,808 22,018 22,034 22,318 22,318 22,935 23,669 23,889 23,430 23,430

Financial highlights, quarterly
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INCOME STATEMENT
1 January to 31 December

mill DKK
Note 2010 2011 2010 2011

Net sales ……………………………………………………………………………………………………………… 4 7,340 7,825 31,550 33,904
Cost of sales ………………………………………………………………………………………………………… 5 -5,703 -6,142 -22,672 -24,048
Gross profit 1,637 1,683 8,878 9,856

Sales and distribution expenses …………………………………………………………………………… 5 -723 -638 -4,371 -4,821
Administrative expenses ……………………………………………………………………………………… 5 -482 -459 -1,107 -1,382
Operating profit excl. other operating income and expenses 432 586 3,400 3,653

Other operating income ……………………………………………………………………………………… 5 13 14 122 769
Other operating expenses …………………………………………………………………………………… 5 -90 -508 -258 -196
Operating profit (EBIT) 4 355 92 3,264 4,226

Income from associates and joint ventures after tax ……………………………………………… 6 14 16
Financial income ………………………………………………………………………………………………… 7 825 1,128 107 43
Financial expenses ……………………………………………………………………………………………… 8 -1,903 -1,362 -441 -1,067
Profit before tax on continuing operations -723 -142 2,944 3,218

Corporate tax expenses of continuing operations…………………………………………………… 9 -86 -152 -737 -973
Profit from continuing operations -809 -294 2,207 2,245

Profit from discontinued operations……………………………………………………………………… 26 -829 -931
Net profit -809 -294 1,378 1,314

Attributable to:
Proposed dividends reserve ………………………………………………………………………………… 102 329
Other reserves ……………………………………………………………………………………………………… -911 -623

-809 -294
Attributable to:
Shareholders in Danfoss A/S ………………………………………………………………………………… 1,109 940
Minority interests ………………………………………………………………………………………………… 269 374

1,378 1,314

Basic earning per share of continuing operations (share of nominal 100 DKK) ………… 10 189.9 183.8
Diluted earnings per share of continuing operations
(share of nominal 100 DKK) …………………………………………………………………………………… 10 182.4 176.6

Basic earnings per share (share of nominal 100 DKK) ……………………………………………… 10 108.7 92.3
Diluted earnings per share, diluted (share of nominal 100 DKK) ……………………………… 10 104.4 88.7

Parent Company Group
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INCOME STATEMENT
1 January to 31 December

mill DKK
Note 2010 2011 2010 2011

Net sales ……………………………………………………………………………………………………………… 4 7,340 7,825 31,550 33,904
Cost of sales ………………………………………………………………………………………………………… 5 -5,703 -6,142 -22,672 -24,048
Gross profit 1,637 1,683 8,878 9,856

Sales and distribution expenses …………………………………………………………………………… 5 -723 -638 -4,371 -4,821
Administrative expenses ……………………………………………………………………………………… 5 -482 -459 -1,107 -1,382
Operating profit excl. other operating income and expenses 432 586 3,400 3,653

Other operating income ……………………………………………………………………………………… 5 13 14 122 769
Other operating expenses …………………………………………………………………………………… 5 -90 -508 -258 -196
Operating profit (EBIT) 4 355 92 3,264 4,226

Income from associates and joint ventures after tax ……………………………………………… 6 14 16
Financial income ………………………………………………………………………………………………… 7 825 1,128 107 43
Financial expenses ……………………………………………………………………………………………… 8 -1,903 -1,362 -441 -1,067
Profit before tax on continuing operations -723 -142 2,944 3,218

Corporate tax expenses of continuing operations…………………………………………………… 9 -86 -152 -737 -973
Profit from continuing operations -809 -294 2,207 2,245

Profit from discontinued operations……………………………………………………………………… 26 -829 -931
Net profit -809 -294 1,378 1,314

Attributable to:
Proposed dividends reserve ………………………………………………………………………………… 102 329
Other reserves ……………………………………………………………………………………………………… -911 -623

-809 -294
Attributable to:
Shareholders in Danfoss A/S ………………………………………………………………………………… 1,109 940
Minority interests ………………………………………………………………………………………………… 269 374

1,378 1,314

Basic earning per share of continuing operations (share of nominal 100 DKK) ………… 10 189.9 183.8
Diluted earnings per share of continuing operations
(share of nominal 100 DKK) …………………………………………………………………………………… 10 182.4 176.6

Basic earnings per share (share of nominal 100 DKK) ……………………………………………… 10 108.7 92.3
Diluted earnings per share, diluted (share of nominal 100 DKK) ……………………………… 10 104.4 88.7

Parent Company Group

STATEMENT OF COMPREHENSIVE INCOME
1 January to 31 December

mill DKK
Note 2010 2011 2010 2011

Net profit  -809 -294 1,378 1,314

Other Comprehensive Income:
Foreign exchange adjustments when converting foreign currency into DKK etc……… 680 115
Fair value adjustment of hedging reserve:  
   Foreign exchange adjustments regarding net investments in subsidiaries  ………… -141 -50
   Fair value for the hedging of future cash flows …………………………………………………… -60 36 -171 -50
   Fair value adjustments transferred to net sales in the Income Statement ……………… 91 37
   Fair value adj. transferred to cost of sales in the Income Statement ……………………… -5
Tax on value adjustment of hedging instruments ………………………………………………… 22 15 -9 53 18
Actuarial gain/loss (-) on defined benefit plans  ……………………………………………………… 20 -78 -203
Tax on actuarial gains/losses from defined benefit plans ………………………………………… 19 -33 58
Other Comprehensive Income after tax  -45 27 396 -75

 
Total Comprehensive Income  -854 -267 1,774 1,239

Attributable to:
Shareholders of Danfoss A/S …………………………………………………………………………………  1,459 845
Minority interests …………………………………………………………………………………………………  315 394

1,774 1,239

Parent Company Group
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BALANCE SHEET
As of 31 December

mill DKK
ASSETS Note 2010 2011 2010 2011

Non-current assets

Goodwill ……………………………………………………………………………………………………………… 462 462 3,919 3,828
Other intangible fixed assets ………………………………………………………………………………… 226 251 5,220 4,846
Intangible fixed assets 11 688 713 9,139 8,674

Land and buildings ………………………………………………………………………………………………  35 33 2,853 2,702
Machinery ……………………………………………………………………………………………………………  445 369 3,535 3,227
Equipment …………………………………………………………………………………………………………… 115 158 246 274
Buildings and machinery under construction ………………………………………………………… 135 242 505 798
Tangible fixed assets 12 730 802 7,139 7,001

Investments in subsidiaries …………………………………………………………………………………… 6 8,360 8,384
Receivables from subsidiaries ………………………………………………………………………………… 6 1,135 1,132
Investments in associates and joint ventures ………………………………………………………… 6 325 307 176 164
Other investments ………………………………………………………………………………………………… 6 2 2 32 43
Other non-current assets ……………………………………………………………………………………… 6 1 541 286
Deferred tax assets ……………………………………………………………………………………………… 19 1,676 1,254
Financial assets  9,828 9,826 2,425 1,747

Total non-current assets 11,246 11,341 18,703 17,422

Current assets

Raw materials and consumables …………………………………………………………………………… 171 156 2,056 2,005
Work in progress …………………………………………………………………………………………………… 94 120 588 551
Finished goods and goods for resale ……………………………………………………………………… 439 462 2,042 2,029
Inventories 13 704 738 4,686 4,585

Trade receivables ………………………………………………………………………………………………… 14 266 220 4,442 4,246
Receivables from subsidiaries ………………………………………………………………………………… 14 4,557 5,144
Receivables from associates and joint ventures ……………………………………………………… 2 2 11 17
Receivable corporation tax …………………………………………………………………………………… 22 86 176
Financial derivatives (positive fair value) ………………………………………….……….……….….… 21 42 42 3
Other receivables ………………………………………………………………………………………………… 108 113 985 846
Accounts receivable  4,975 5,479 5,566 5,288

Marketable securities 15 60 85

Cash and cash equivalents 21 106 2 853 744

Total current assets  5,785 6,219 11,165 10,702

Total assets  17,031 17,560 29,868 28,124

Parent Company Group
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BALANCE SHEET
As of 31 December

mill DKK
ASSETS Note 2010 2011 2010 2011

Non-current assets

Goodwill ……………………………………………………………………………………………………………… 462 462 3,919 3,828
Other intangible fixed assets ………………………………………………………………………………… 226 251 5,220 4,846
Intangible fixed assets 11 688 713 9,139 8,674

Land and buildings ………………………………………………………………………………………………  35 33 2,853 2,702
Machinery ……………………………………………………………………………………………………………  445 369 3,535 3,227
Equipment …………………………………………………………………………………………………………… 115 158 246 274
Buildings and machinery under construction ………………………………………………………… 135 242 505 798
Tangible fixed assets 12 730 802 7,139 7,001

Investments in subsidiaries …………………………………………………………………………………… 6 8,360 8,384
Receivables from subsidiaries ………………………………………………………………………………… 6 1,135 1,132
Investments in associates and joint ventures ………………………………………………………… 6 325 307 176 164
Other investments ………………………………………………………………………………………………… 6 2 2 32 43
Other non-current assets ……………………………………………………………………………………… 6 1 541 286
Deferred tax assets ……………………………………………………………………………………………… 19 1,676 1,254
Financial assets  9,828 9,826 2,425 1,747

Total non-current assets 11,246 11,341 18,703 17,422

Current assets

Raw materials and consumables …………………………………………………………………………… 171 156 2,056 2,005
Work in progress …………………………………………………………………………………………………… 94 120 588 551
Finished goods and goods for resale ……………………………………………………………………… 439 462 2,042 2,029
Inventories 13 704 738 4,686 4,585

Trade receivables ………………………………………………………………………………………………… 14 266 220 4,442 4,246
Receivables from subsidiaries ………………………………………………………………………………… 14 4,557 5,144
Receivables from associates and joint ventures ……………………………………………………… 2 2 11 17
Receivable corporation tax …………………………………………………………………………………… 22 86 176
Financial derivatives (positive fair value) ………………………………………….……….……….….… 21 42 42 3
Other receivables ………………………………………………………………………………………………… 108 113 985 846
Accounts receivable  4,975 5,479 5,566 5,288

Marketable securities 15 60 85

Cash and cash equivalents 21 106 2 853 744

Total current assets  5,785 6,219 11,165 10,702

Total assets  17,031 17,560 29,868 28,124

Parent Company Group

BALANCE SHEET
As of 31 December

mill DKK
LIABILITIES AND SHAREHOLDERS’ EQUITY Note 2010 2011 2010 2011

Shareholders' equity

Share capital ………………………………………………………………………………………………………… 16 1,027 1,043 1,027 1,043
Premium share account ………………………………………………………………………………………… 136 685 136 685
Reserves ……………………………………………………………………………………………………………… 4,432 3,135 8,473 8,283
Proposed dividends ……………………………………………………………………………………………… 102 329 102 329
Danfoss A/S' share of equity …………………………………………………………………………………  5,697 5,192 9,738 10,340
Minority interest …………………………………………………………………………………………………… 1,962 2,257
Total shareholders’ equity  5,697 5,192 11,700 12,597

Liabilities

Provisions for warranty and other provisions ………………………………………………………… 17 40 35 346 450
Provisions for stock options and warrants ……………………………………………………………… 18 31 31
Deferred tax liabilities …………………………………………………………………………………………… 19 76 38 1,858 1,558
Defined benefit plans …………………………………………………………………………………………… 20 28 28 1,133 1,090
Debt, unsecured …………………………………………………………………………………………………… 21 4,360 2,430 4,429 2,530
Debt, secured ……………………………………………………………………………………………………… 21 236 278 1,275 1,249
Derived financial instruments (negative fair value) ………………………………………………… 21 156 92 156 92
Other non-current debt …………………………………………………………………………………………  35 67 48 82
Non-current liabilities  4,962 2,968 9,276 7,051

Provisions for warranty and other provisions ………………………………………………………… 17 28 28 429 332
Provisions for stock options and warrants ……………………………………………………………… 18 102 503 104 503
Debt, unsecured …………………………………………………………………………………………………… 21 1,950 1,706 2,392 2,051
Debt, secured ……………………………………………………………………………………………………… 21 16 31 31
Trade payables ……………………………………………………………………………………………………… 21 451 394 3,084 2,581
Debt to subsidiaries ……………………………………………………………………………………………… 21 3,221 5,913
Debt to associates and joint ventures …………………………………………………………………… 21 1 3 32 23
Corporation taxes ………………………………………………………………………………………………… 22 1 80 252 196
Financial derivates (negative fair value) ………………………………………………………………… 21 80 203 87 226
Other debt …………………………………………………………………………………………………………… 538 554 2,481 2,533
Current liabilities  6,372 9,400 8,892 8,476

Total liabilities  11,334 12,368 18,168 15,527

Total liabilities and shareholders’ equity  17,031 17,560 29,868 28,124

Parent Company Group
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STATEMENT OF CASH FLOWS
1 January to 31 December

mill DKK
Note 2010 2011 2010 2011

Profit before tax from continuing operations…………………………………………………………  -723 -142 2,944 3,218
Adjustments for non-cash transactions ………………………………………………………………… 23 1,389 483 2,179 1,981
Changes in working capital …………………………………………………………………………………… 24 -543 -213 -808 -414
Cash flow generated from operations  123 128 4,315 4,785
Financial income …………………………………………………………………………………………………  443 308 40 37
Financial expenses ………………………………………………………………………………………………  -350 -481 -413 -608
Dividends received ………………………………………………………………………………………………  381 816 3 12
Cash flow from operations before tax  597 771 3,945 4,226
Paid tax ………………………………………………………………………………………………………………… 22 -172 -120 -558 -867
Cash flow from operating activities  425 651 3,387 3,359

Acquisition of intangible fixed assets ……………………………………………………………………  -52 -109 -98 -101
Acquisition of tangible fixed assets ………………………………………………………………………  -95 -192 -741 -1,182
Proceeds from sale of tangible fixed assets …………………………………………………………… 12 7 205 63
Acquisition of subsidiaries etc. ……………………………………………………………………………… 25 -120 -49 -145 -43
Proceeds from disposal of subsidiaries etc. …………………………………………………………… 25 81 12 13 1,149
Acquisition (-) and sale of other investments etc. …………………………………………………… 27 614 -774 25 -95
Cash flow from investing activities  440 -1,105 -741 -209

Free cash flow  865 -454 2,646 3,150

Financing by non-shareholders:
Repayment of (-)/proceeds from interest-bearing debt ………………………………………… -758 591 -1,908 -2,190
Financing by shareholders:
Repurchase (-)/sale of own shares ………………………………………………………………………… -10 -139 -10 -139
Addition/disposal of minority interest …………………………………………………………………… 15 3
Dividends paid to shareholders in the Parent Company………………………………………… -102 -102
Dividends paid to minority shareholders………………………………………………………………… -134 -102
Cash flow from financing activities  -768 350 -2,037 -2,530

Cash flow from discontinued operations 26 -401 -714

Net change in cash and cash equivalents  97 -104 208 -94

Cash and cash equivalents per 1 January ……………………………………………………………… 9 106 616 853
Foreign exchange adjustment of cash and cash equivalents …………………………………  29 -15
Cash and cash equivalents as of 31 December  106 2 853 744

Specification: Statement of free cash flow adjusted for acquistion and disposal of subsidiaries etc. (M&A)
Free cash flow ……………………………………………………………………… 865 -454 2,646 3,150
Acquisition of subsidiaries etc. ……………………………………………………… 25 120 49 145 43
Proceeds from disposal of subsidiaries etc. ………………………………………… 25 -81 -12 -13 -1,149
Purchase and sale of shares and other securities …………………………………… 27 -15 -17 14 34
Free cash flow before M&A 889 -434 2,792 2,078

The cash flow statement cannot be derived on the basis of the published financial statements alone.

Parent Company Group
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STATEMENT OF CASH FLOWS
1 January to 31 December

mill DKK
Note 2010 2011 2010 2011

Profit before tax from continuing operations…………………………………………………………  -723 -142 2,944 3,218
Adjustments for non-cash transactions ………………………………………………………………… 23 1,389 483 2,179 1,981
Changes in working capital …………………………………………………………………………………… 24 -543 -213 -808 -414
Cash flow generated from operations  123 128 4,315 4,785
Financial income …………………………………………………………………………………………………  443 308 40 37
Financial expenses ………………………………………………………………………………………………  -350 -481 -413 -608
Dividends received ………………………………………………………………………………………………  381 816 3 12
Cash flow from operations before tax  597 771 3,945 4,226
Paid tax ………………………………………………………………………………………………………………… 22 -172 -120 -558 -867
Cash flow from operating activities  425 651 3,387 3,359

Acquisition of intangible fixed assets ……………………………………………………………………  -52 -109 -98 -101
Acquisition of tangible fixed assets ………………………………………………………………………  -95 -192 -741 -1,182
Proceeds from sale of tangible fixed assets …………………………………………………………… 12 7 205 63
Acquisition of subsidiaries etc. ……………………………………………………………………………… 25 -120 -49 -145 -43
Proceeds from disposal of subsidiaries etc. …………………………………………………………… 25 81 12 13 1,149
Acquisition (-) and sale of other investments etc. …………………………………………………… 27 614 -774 25 -95
Cash flow from investing activities  440 -1,105 -741 -209

Free cash flow  865 -454 2,646 3,150

Financing by non-shareholders:
Repayment of (-)/proceeds from interest-bearing debt ………………………………………… -758 591 -1,908 -2,190
Financing by shareholders:
Repurchase (-)/sale of own shares ………………………………………………………………………… -10 -139 -10 -139
Addition/disposal of minority interest …………………………………………………………………… 15 3
Dividends paid to shareholders in the Parent Company………………………………………… -102 -102
Dividends paid to minority shareholders………………………………………………………………… -134 -102
Cash flow from financing activities  -768 350 -2,037 -2,530

Cash flow from discontinued operations 26 -401 -714

Net change in cash and cash equivalents  97 -104 208 -94

Cash and cash equivalents per 1 January ……………………………………………………………… 9 106 616 853
Foreign exchange adjustment of cash and cash equivalents …………………………………  29 -15
Cash and cash equivalents as of 31 December  106 2 853 744

Specification: Statement of free cash flow adjusted for acquistion and disposal of subsidiaries etc. (M&A)
Free cash flow ……………………………………………………………………… 865 -454 2,646 3,150
Acquisition of subsidiaries etc. ……………………………………………………… 25 120 49 145 43
Proceeds from disposal of subsidiaries etc. ………………………………………… 25 -81 -12 -13 -1,149
Purchase and sale of shares and other securities …………………………………… 27 -15 -17 14 34
Free cash flow before M&A 889 -434 2,792 2,078

The cash flow statement cannot be derived on the basis of the published financial statements alone.

Parent Company Group

STATEMENT OF CHANGES IN EQUITY

mill DKK
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Balance as of 1 January 2010 1,027 -72 -800 -103 8,236 7,261 8,288 1,767 10,055

Comprehensive Income in 2010

Net profit 1,007 1,007 102 1,109 269 1,378

Other Comprehensive Income

Foreign exchange adjustments when converting foreign currencies 7 596 603 603 77 680

Fair value adjustment of hedging reserve:

  Fair value adj. of the year regarding hedging of net investments in subsidiaries -141 -141 -141 -141

  Fair value adjustment of the year regarding the hedging of future cash flows -169 -169 -169 -2 -171

  Fair value adjustment transferred to Net sales 91 91 91 91

  Fair value adjustment transferred to costs of sales -5 -5 -5 -5

Actuarial gain/loss (-) on defined benefit plans -56 -56 -56 -22 -78

Tax on Other Comprehensive Income 18 35 -26 27 27 -7 20

Other Comprehensive Income -58 490 -82 350 350 46 396

Comprehensive income in the period -58 490 925 1,357 102 1,459 315 1,774

Transactions with owners

Dividends to shareholders -134 -134

Transfers 136 -136 -136

Shares issued/capital reduction -10 -10 -10 15 5

Share based payment 1 1 1 1

Disposals through sale of subsidiaries -1 -1

Total transactions with owners 136 -10 -135 -145 -9 -120 -129

Balance as of 31 December 2010 1,027 136 -130 -310 -113 9,026 8,473 102 9,738 1,962 11,700

Comprehensive Income in 2011

Net profit 611 611 329 940 374 1,314

Other Comprehensive Income

Foreign exchange adjustments when converting foreign currencies 67 67 67 48 115

Fair value adjustment of hedging reserve:

  Fair value adj. of the year regarding hedging of net invest. in subsidiaries -50 -50 -50 -50

  Fair value adjustment of the year regarding the hedging of future cash flows -46 -46 -46 -4 -50

  Fair value adjustment transferred to Net sales 37 37 37 37

Actuarial gain/loss (-) on defined benefit plans -166 -166 -166 -37 -203

Tax on Other Comprehensive Income 2 16 45 63 63 13 76

Other Comprehensive Income -7 33 -121 -95 -95 20 -75

Comprehensive income in the period -7 33 490 516 329 845 394 1,239

Transactions with owners

Dividends to shareholders -102 -102 -102 -204

Purchase of minority interest -5 -5 -5 -3 -8

Shares issued/captial increase 16 549 -701 -701 -136 6 -130

Total transactions with owners 16 549 -701 -5 -706 -102 -243 -99 -342

Balance as of 31 December 2011 1,043 685 -137 -277 -814 9,511 8,283 329 10,340 2,257 12,597
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STATEMENT OF CHANGES IN EQUITY (continued)

mill DKK
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Balance as of 1 January 2010 1,027 -58 -103 5,695 5,534 6,561

Comprehensive Income in 2010

Net profit -911 -911 102 -809

Other Comprehensive Income

Fair value adjustment of hedging reserve:

  Fair value adjustment of the year -60 -60 -60

Tax on Other Comprehensive Income 15 15 15

Other Comprehensive Income -45 -45 -45

Comprehensive Income in the period -45 -911 -956 102 -854

Transactions with owners

Additions in the year -10 -10 -10
Transfers 136 -136 -136
Total transactions with owners 136 -10 -136 -146 -10
Balance as of 31 December 2010 1,027 136 -103 -113 4,648 4,432 102 5,697

Comprehensive Income in 2011

Net profit -623 -623 329 -294

Other Comprehensive Income

Fair value adjustment of hedging reserve:

  Fair value adjustment of the year 36 36 36

Tax on Other comprehensive Income -9 -9 -9

Other Comprehensive Income 27 27 27

Comprehensive Income in the period 27 -623 -596 329 -267

Transactions with owners
Dividends to shareholders -102 -102
Shares issued/captial increase 16 549 -701 -701 -136
Total transactions with owners 16 549 -701 -701 -102 -238

Balance as of 31 December 2011 1,043 685 -76 -814 4,025 3,135 329 5,192

Notes

1. Basis of preparation
2. Critical accounting policies and significant accounting estimates and judgements
3. Applied accounting policies
4. Segment reporting
5. Expenses and other operating income
6. Non-current financial assets
7. Financial income
8. Financial expenses
9. Corporation tax expenses
10. Earnings per share
11. Intangible fixed assets
12. Tangible fixed assets
13. Inventories
14. Trade receivables and receivables from subsidiaries
15. Marketable securities
16. Share capital
17. Provisions
18. Share incentive programs
19. Deferred tax assets and liabilities
20. Defined benefit plans and health care obligations
21. Financial risk and instruments
22. Current corporation tax
23. Adjustment for non-cash transactions
24. Change in working capital
25. Acquisition and sale of subsidiaries and activities
26. Discontinued operations
27. Acquisition(-)/disposal of shares, other securities and lending
28. Contingent liabilities, assets and security
29. Related parties
30. Government grants
31. Events after the balance sheet date
32. New accounting regulations
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STATEMENT OF CHANGES IN EQUITY (continued)

mill DKK
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Balance as of 1 January 2010 1,027 -58 -103 5,695 5,534 6,561

Comprehensive Income in 2010

Net profit -911 -911 102 -809

Other Comprehensive Income

Fair value adjustment of hedging reserve:

  Fair value adjustment of the year -60 -60 -60

Tax on Other Comprehensive Income 15 15 15

Other Comprehensive Income -45 -45 -45

Comprehensive Income in the period -45 -911 -956 102 -854

Transactions with owners

Additions in the year -10 -10 -10
Transfers 136 -136 -136
Total transactions with owners 136 -10 -136 -146 -10
Balance as of 31 December 2010 1,027 136 -103 -113 4,648 4,432 102 5,697

Comprehensive Income in 2011

Net profit -623 -623 329 -294

Other Comprehensive Income

Fair value adjustment of hedging reserve:

  Fair value adjustment of the year 36 36 36

Tax on Other comprehensive Income -9 -9 -9

Other Comprehensive Income 27 27 27

Comprehensive Income in the period 27 -623 -596 329 -267

Transactions with owners
Dividends to shareholders -102 -102
Shares issued/captial increase 16 549 -701 -701 -136
Total transactions with owners 16 549 -701 -701 -102 -238

Balance as of 31 December 2011 1,043 685 -76 -814 4,025 3,135 329 5,192

Notes

Notes

1. Basis of preparation
2. Critical accounting policies and significant accounting estimates and judgements
3. Applied accounting policies
4. Segment reporting
5. Expenses and other operating income
6. Non-current financial assets
7. Financial income
8. Financial expenses
9. Corporation tax expenses
10. Earnings per share
11. Intangible fixed assets
12. Tangible fixed assets
13. Inventories
14. Trade receivables and receivables from subsidiaries
15. Marketable securities
16. Share capital
17. Provisions
18. Share incentive programs
19. Deferred tax assets and liabilities
20. Defined benefit plans and health care obligations
21. Financial risk and instruments
22. Current corporation tax
23. Adjustment for non-cash transactions
24. Change in working capital
25. Acquisition and sale of subsidiaries and activities
26. Discontinued operations
27. Acquisition(-)/disposal of shares, other securities and lending
28. Contingent liabilities, assets and security
29. Related parties
30. Government grants
31. Events after the balance sheet date
32. New accounting regulations
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1. Basis of preparation

Danfoss A/S is a public limited company domiciled in Denmark. The Annual 

Report for the period January 1-December 31 2011 comprises both the group 

accounts of Danfoss A/S and its subsidiaries (the group) and separate accounts 

of the parent company, according to the requirement of the Danish Financial 

Statements Act.

The group accounts and the Annual Report of Danfoss A/S for 2011 has been 

prepared in accordance with International Financial Reporting Standards (IFRS) 

as adopted by the EU and Danish disclosure requirements according to  

the Danish Financial Statements Act. In addition, the Annual Report has been 

prepared in compliance with IFRS issued by the International Accounting  

Standards Board (IASB).

The Danfoss Board and Executive Committee reviewed and approved the  

Annual Report 2011 on March 27 2012, and it will be presented for approval at 

the Ordinary General Meeting to be held at April 27 2012.

Unless otherwise specified, the annual report is presented in DKK, rounded to 

the nearest million.

The annual report has been prepared on the historical cost basis except for the 

following assets and liabilities which are measured at fair value: derivatives,  

financial instruments as part of a trading portfolio, financial instruments classified 

as available for sale, liabilities related to share options and warrants and pension 

obligations. Non-current assets and disposal groups classified as held for sale 

are measured at the lower of the carrying amount before the changed classifi-

cation or fair value less costs to sell.

The accounting policies set out in note 3 “Applied accounting policies” have 

been used consistently in respect of the financial year and to comparative  

figures. 

The accounting policies used are consistent with those of last year, except for 

the changes described. 

Changes in accounting policies

Danfoss A/S has implemented the standards and interpretive contributions 

which have become effective for 2011. None of these have had any effect on 

recognition or measurements made in 2011, or are expected to have a material 

future impact on Danfoss A/S.
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As a consequence of the accounting policies, determining the carrying amount 

of certain assets and liabilities requires estimates of how future events will affect 

the value of these assets and liabilities at the Balance Sheet date. The volatility 

of the global economy and the financial markets has made it more difficult to 

forecast the development of some future key prerequisites – such as liquidity 

risk, credit risk, interest level and capital control, etc.. Therefore, Danfoss pro-

vides additional information about items in the group accounts and the annual 

accounts whose accounting value is at risk of being adjusted considerably over 

the next few years. Estimates, which are significant for the preparation of the 

financial statements, are e.g. made of goodwill, assessment of depreciation, 

amortization and impairment of non-current assets, measurement of deferred 

tax assets and measurement of inventories, trade receivables, warranty obliga-

tions and other provisions, liabilities related to share options and warrants and 

defined benefit pension plans. The estimates used are based on Management 

assumptions which are assessed to be reliable, but which by nature are  

associated with uncertainty. Accordingly, the Company is subject to risks and 

uncertainties which may result in the fact that actual results may differ from 

these estimates. For the group, the measurement of intangible fixed assets 

could be materially affected by significant changes in estimates and assump-

tions on which the measurement is based.

Impairment of goodwill

In performing the annual impairment test of goodwill, an assessment is made 

of how the individual units of the enterprise (cash generating units) to which 

goodwill relates will be able to generate sufficient positive net cash flows  

to support the value of goodwill and other net assets of the unit. Due to the 

nature of the Company’s operations, estimates have to be made of expected 

cash flows many years into the future, which will be subject to some degree of 

uncertainty. This uncertainty is reflected in the selected discount rate. The 

impairment test and the particularly sensitive parts of the test, including the 

allocation of goodwill on cash generating units, are described in detail in  

note 11. Intangible fixed assets.

Useful life and residual value of non-current assets

Non-current assets are measured at cost less accumulated amortization,  

depreciation and impairment. Amortization and depreciation is made on  

a straight-line basis under consideration of the asset’s residual value. Expected 

useful lives and residual values are determined based on historical experience 

and expectations of the future use of the non-current assets. The expectations 

for future use and residual values may not be met, which may lead to a future 

reassessment of the useful life and residual values and a need for impairment 

write-downs or the incurrence of losses on the disposal of the non-current  

assets. The amortization and depreciation periods used are described in note  

3 of the accounting policies, and the value of non-current assets is disclosed in 

notes 11. Intangible fixed assets and 12. Tangible fixed assets. 

Measurement of recognized tax assets

Deferred taxes, including the tax value of loss carryforwards, are recognized 

with their expected value. The assessment of deferred tax assets regarding loss 

carryforwards, which have not been activated, is based on the expected, future 

taxable income of the respective units and the due date of the losses. Please 

refer to note 19. Deferred tax assets and liabilities for deferred tax assets which are 

not recognized.

Measurement of inventories

Inventories are recognized at cost or the net realizable value, provided the net 

realizable value is lower than the cost price. The net realizable value of inven-

tories is calculated based on the size of the inventory and decreases in the  

recoverable amount of purchased raw materials, technical obsolescence (e.g. 

faulty products), physical obsolescence (e.g. damaged products) or financial 

obsolescence (e.g. reduced demand).

Write-downs of inventories are based on an individual assessment of a product 

or product group and expected product sales. The value of inventories and 

write-downs of inventories are disclosed in note 13. Inventories. 

Write-down for bad debt losses on trade receivables and  

other receivables

Receivables are measured at amortized cost less write-down for expected  

bad debt losses. Write-downs for expected bad debt losses are based on an 

individual assessment of each receivable. 

If a customer’s financial condition deteriorates, and thus the ability to meet the 

financial obligation to Danfoss A/S, further write-downs may be required in  

future accounting periods. 

Write-downs for expected bad debt losses are disclosed in note 14. Trade 

receivables and receivables from subsidiaries. 

Warranty and other provisions

As part of its normal business policy, Danfoss A/S supplies its products with  

ordinary and extended warranties. Warranty provisions are recognized based 

on actual historical warranty costs and expected changes in future warranty 

costs related to the group’s products. Future warranty costs may differ from past 

experience.

The Company assesses other provisions, contingent assets and contingent  

liabilities and the likely outcome of pending or future lawsuits on an ongoing 

basis. The outcome depends on future events that are by nature uncertain. 

In assessing the likely outcome of lawsuits and tax disputes etc., Management 

bases its assessment on internal and external legal assistance and common 

practice. Further information is disclosed in note 17. Provisions.

2. Critical accounting policies and significant accounting estimates and judgements 
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Liabilities related to share options and warrants

For share options and warrants where employees upon exercise receive shares, 

the cost is measured at the fair value at the grant date. The fair value at the grant 

date is calculated using the Black & Scholes model. For share options and  

warrants where employees can select cash net settlement of the option or 

right, a liability is recognized in the Balance Sheet. The liability is recognized at 

fair value at the Balance Sheet date and calculated using the Black & Scholes 

model.

A significant parameter in the measurement of the fair value of the liability is 

the price of the Danfoss share, which is assessed annually by the Danske Bank 

at the Annual General Meeting after the end of a fiscal year. On the date where 

the Annual General Meeting approves the annual report for the previous year, 

the share price for the coming year is published. As the Danfoss share is unlisted, 

some uncertainty will be associated with the measurement of the fair value.  

If the future price of the Danfoss share increases, this would also increase the 

liability related to share options and warrants. Further information on the  

assumptions made is provided in note 18. Share incentive programmes.

Defined benefit plans and health care obligations

The group has established defined benefit plans with certain employees at 

some of the group’s foreign companies. The plans place the group under an 

obligation to pay a certain benefit in connection with retirement (e.g. in the 

form of a fixed amount at retirement or a share of the employee’s exit salary). 

The pension obligations are determined by discounting the pension obliga-

tions at the present value. The present value is determined on the basis of  

assumptions about the future development in financial variables such as interest 

rates, inflation, mortality and disability probabilities, which are associated with 

some degree of uncertainty. External actuaries are used for the measurement of 

all significant defined benefit plans. The assumptions used are disclosed in note 

20. Defined benefit plans and health care obligations.

2. Critical accounting policies and significant accounting estimates and judgements (continued)
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The group statements

The group statements include the Parent Company Danfoss A/S and subsidiar-

ies in which Danfoss A/S directly or indirectly holds more than 50% of the voting 

rights or in another way has a controlling interest in the company’s financial 

and operations policies with a view to obtaining a yield or other benefits from 

its activities. Companies in which the group has between 20% and 50% of the 

voting rights and exercises a significant, but not controlling interest, are consid-

ered associates or jointly controlled entities (joint ventures) when the joint  

venture conditions of IAS 31 are met. When assessing whether Danfoss A/S has 

controlling or exercises significant influence or has shared control, potential 

voting rights are taken into account, which can be utilized on the Balance Sheet 

day. 

The group statements are prepared by aggregating the annual financial state-

ment of the Parent Company and those of the individual subsidiaries, which 

have all been prepared in accordance with Danfoss A/S’ accounting policies.

Investments in subsidiaries are set off against the proportionate share of the 

subsidiaries’ fair value of the identifiable net assets and recognized contingent 

liabilities at the acquisition date. On consolidation, intra-group income and  

expenses, shareholding, internal balances and dividends and realized and un-

realized profits and losses on transactions between the consolidated companies 

are eliminated. Unrealized losses are eliminated in the same way as unrealized 

profits, provided that value deterioration has not taken place.

In the group accounts, the items of subsidiaries are recognized in full. The  

minority interests’ proportionate share of the profit/loss for the year is recog-

nized as part of the group’s profit/loss for the year and as a separate share of the 

group’s equity. 

The companies included in the group are disclosed in the section “Danfoss 

Group Companies”.

Business combinations

Newly acquired or established companies are recognized in the group  

accounts from the acquisition date, and divested companies are recognized in 

the consolidated Income statement until the time of divestment.  Comparative 

figures are not adjusted for newly acquired companies. Unless divested compa-

nies are classified as terminable activities (refer to related section), comparative 

figures are not adjusted accordingly. 

When the Danfoss Group takes over the controlling interest in acquired compa-

nies, the acquisition method is applied. This means that the identifiable assets 

and liabilities, including contingent liabilities, of the acquired companies are 

stated at fair value at the acquisition date. Identifiable intangible fixed assets are 

recognized if they can be separated or arise from a contractual right. The tax 

effect of revaluations is recognized. The time of takeover is the day when the 

Danfoss Group de facto obtains control of the acquired company.

The cost of a business comprises the fair value of the purchase price agreed 

upon, in the form of related assets, accepted liabilities and issued equity instru-

ments. If part of the cost is conditional on future events or the fulfilment  

of agreed conditions, the part of the cost is recognized at fair value at the acqui-

sition date. Costs that are related to business combinations are recognized  

directly in the Income statement at the time of payment.

If uncertainty exists at the acquisition date concerning the identification or  

assessment of acquired assets and liabilities or contingent liabilities, the first 

recognition is made at preliminarily set fair values. If it is later determined that 

the fair value of identifiable assets and liabilities, including contingent liabilities, 

differs from the assumed fair value at the acquisition date, the calculation is 

adjusted retroactively, including goodwill, within a period of 12 months follow-

ing takeover. The impact of the adjustments is recognized in the equity at the 

start of the year and comparative figures are adjusted. Subsequently, goodwill 

is not adjusted. Changes in estimates of the cost are recognized directly in the 

Income statement.

Any positive balances (goodwill) between the cost and the fair value of the 

identifiable assets and liabilities, including contingent liabilities, are recognized 

as goodwill under intangible fixed assets. Goodwill is not amortized, but is  

subject to annual impairment tests. The initial impairment test is carried out 

before the end of the acquisition year. At the acquisition, goodwill is allocated 

to the cash-generating units which form the basis for subsequent impairment 

tests. Identification of cash-generating units is based on the group’s cash flows, 

which is followed up upon by the internal financial reporting, which in some 

cases do not follow the management structure. 

Goodwill and fair value adjustments, carried out in connection with the take-

over of a foreign unit using another functional currency than the Danfoss 

Group’s presentation currency, are treated as assets and liabilities belonging to 

the foreign unit and converted to the functional currency used by the foreign 

unit at the price on the transaction day.

Gains or losses on disposal of subsidiaries, associates or joint ventures are  

recognized as the difference between the sales amount or the disposal costs 

and the carrying amount of net assets, incl. goodwill at the date of disposal, and 

disposal costs.

Combinations of businesses subject to the same control

Upon the merger of companies, which are subject to the same control, the  

aggregation method is used. The merged companies are then recognized in 

the merger year in the Parent Company’s financial statement so as to reflect 

3. Applied accounting policies
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that they had been merged during the accounting year. Comparative figures 

are adjusted accordingly, so as to reflect that the companies had been merged 

in the comparative year.

Assets and liabilities in the merged company are recognized at accounting 

value on a book basis, in accordance with the accounting policy of the Parent 

Company. Any balances between the figure, which is paid in the form of shares 

or cash, and the book value are recognized in the equity. Eliminations of inter-

company transactions are made, irrespective of whether they were performed 

before or after the merger.

Minority interests

Upon the initial recognition, minority interests are either assessed at fair value 

or at their proportionate share of the fair value of the acquired company’s  

identifiable assets, liabilities and contingent liabilities. In the case of the former, 

goodwill is included in the minority interests’ ownership share in the acquired 

company, whereas in the latter case, goodwill is not included as a part of minority 

interests. The assessment of minority interests is performed for each transaction 

and stated in the notes relating to the review of acquired companies.

Foreign currency translation

For each of the reporting enterprises in the group, a functional currency is  

determined. The functional currency is the currency used in the primary financial 

environment in which the reporting enterprise operates. Transactions denomi-

nated in other currencies than the functional currency are considered transac-

tions denominated in foreign currencies. On initial recognition, transactions 

denominated in foreign currencies are translated to the functional currency at 

the exchange rates at the transaction date. Monetary assets and liabilities  

denominated in foreign currencies are translated at the exchange rates at the 

Balance Sheet date. Currency gains and losses arising on translation are recog-

nized in the Income statement under financial items. Non-monetary assets and 

liabilities denominated in foreign currencies are recognized at the foreign  

exchange rates at the transaction date.

On recognition in the group accounts of companies with another functional 

currency than DKK, the Income statements are translated at the exchange rates 

at the transaction date, and the Balance Sheet items are translated at  

the exchange rates at the Balance Sheet date. An average exchange rate for the 

month is used as the exchange rate at the transaction date to the extent that 

this does not significantly distort the presentation of the underlying transac-

tions. Foreign exchange differences arising on translation of the opening bal-

ance of equity of such enterprises at the exchange rates at the Balance Sheet 

date and on translation of the Income statements from the exchange rates at 

the transaction date to the exchange rates at the Balance Sheet date are recog-

nized directly in the statement of comprehensive income under a separate  

reserve for exchange rate adjustments. The exchange rate adjustment is  

allocated evenly between the equity of the Parent Company and the minority 

shareholders.

Currency translation adjustments of balances which are considered part of the 

total net investment in companies with a different functional currency than 

DKK are recognized directly in the equity under a separate reserve for exchange 

rate adjustments. Likewise, currency rate gains or losses are recognized in the 

group accounts (directly in the equity under a separate reserve for exchange 

rate adjustments) concerning the part of loans and derivative financial instru-

ments, which has been allocated for currency hedging of net investments 

made in these companies and which effectively protects against similar  

currency rate gains or losses on net investments in the company.

On disposal of 100%-owned foreign units, the exchange rate adjustments, 

which have been accumulated in the equity via other comprehensive income 

and which can be ascribed to the unit, are reclassified from "Reserve for  

exchange rate adjustment" to the Income statement, combined with any gains 

or losses incurred at the disposal.

On disposal of partially-owned foreign subsidiaries, the part of the currency rate 

reserve related to minority interests is not recognized in the Income statement.

Repayments of balances, which are considered part of the net investments, are 

not considered a partial disposal of the subsidiary.

Income statement

Net sales

Net sales of goods for resale and finished goods are recognized in the Income 

statement, provided delivery and transfer of risk to the purchaser has taken 

place before the year end, and the income can be reliably measured and  

payment is expected to be received.  Net sales are recorded at the fair value of 

the consideration agreed, excluding VAT, duties and discounts in relation to the 

sale. Related service income is recognized in the Income statement as 

the services are performed. Accordingly, the recognized sale corresponds to 

the selling price of the work performed during the year. The sale of services is  

recognized in the Income statement when the aggregated income and  

expenses of the service contract can be reliably determined, and it is probable 

that the group will receive the financial benefits, including payments.

Cost of sales

Cost of sales includes costs incurred in generating the year’s net sales. Such 

costs include cost of sales or manufacturing costs, including direct and indirect 

costs for raw materials and consumables, wages and salaries, rent and leases, 

and depreciation. Cost of sales also includes research and development costs 

that do not qualify for capitalization and amortization of capitalized develop-

ment costs.
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Sales and distribution expenses

Distribution costs include expenses related to distribution of products sold  

during the year and sales staff, advertising and exhibition costs etc., including 

depreciation. Furthermore, provisions for bad debt are included.

Administrative expenses 

Administrative expenses include expenses in relation to administrative staff, 

management, offices, office costs etc., including depreciation.

Other operating income and expenses

Other operating income and expenses comprise items secondary to the principal 

activities of the companies, including gains/losses on disposal of non-current 

assets and companies, impairment losses and employee termination costs.

Income from investments in associates and joint ventures 

(jointly controlled enterprises)

The proportionate share of the results of associates and jointly controlled enter-

prises after tax is recognized in the consolidated Income Statement and after 

elimination of the proportionate share of intra-group profits/losses and less 

goodwill impairment. 

Financial income and expenses

Financial income and expenses comprise interest income and expenses,  

realized and unrealized gains and losses on securities, debt and transactions 

denominated in foreign currencies, amortization of financial assets and liabili-

ties and additions and compensation in accordance with the Tax Prepayment 

Scheme etc. Also included is the interest element of finance leases and gains 

and losses on derivatives which are not designated as hedging arrangements. 

Borrowing costs incurred by general borrowing activities or loans which relates 

directly to the purchase, construction or development of qualified assets, are 

allocated to the cost price of such assets.

Dividends from capital shares in subsidiaries, associates and joint ventures are 

recognized in the Parent Company’s Income statement at the declaration date.

Balance Sheet

Intangible assets

Goodwill

Goodwill is initially recognized in the Balance Sheet at cost and allocated to 

cash-generating units as described under “Business combinations”. Sub- 

sequently, goodwill is measured at cost less accumulated impairment losses. 

Goodwill is not amortized.

Development projects, software, patents and licenses

Development projects that are clearly defined and identifiable, where the tech-

nical utilization degree, sufficient resources and a potential future market or 

development opportunities in the company is present, and where the company 

intends to produce, market or use the project, are recognized as intangible 

fixed assets provided that the cost can be measured reliably and that there is 

sufficient assurance that future earnings or the net sales price can cover cost of 

sales, selling and administrative expenses and development costs. Other devel-

opment costs are recognized in the Income statement when incurred.

 

Expenses for the purchase and development of development projects are  

recognized at cost less accumulated amortization and impairment. Cost  

includes direct and indirect expenses, including salaries and borrowing costs 

incurred from specific and general borrowing directly pertaining to the devel-

opment of development projects. Development projects, including software, 

are generally amortized on a straight-line basis over 4 to 5 years.

Patents and licenses are recognized at cost less accumulated amortization and 

impairment. Patents are amortized on a straight-line basis over the patent  

period and licenses are amortized over the contract period or the useful life, if 

this is shorter. Patent and contract periods are normally 5-10 years.

Other intangible assets

Other intangible fixed assets, including intangible fixed assets acquired in  

a business combination, which typically includes technology and customer  

relations, are amortized on a straight-line basis over the expected useful life, 

which is typically a period of 10 to 20 years.

Intangible fixed assets, including trademarks, with indefinite useful lives and 

development projects in progress are not amortized, but are tested annually for 

impairment.

Gains and losses on the disposal of intangible fixed assets are determined as 

the difference between the sales price less sales expenses and the carrying 

amount at the time of the sale. Gains or losses are recognized in the Income 

statement under Other operating income or Other operating expenses.

Tangible fixed assets

Land and buildings, plant and machinery and equipment are recognized at 

cost less accumulated impairment and depreciation.

Cost includes the purchase price, expenses for materials, components, sub-

suppliers, direct salary expenses, borrowing costs incurred from specific and 

general borrowing which directly pertains to the construction of the individual 

asset and for own manufactured assets as well as indirect cost of sales. Where 

individual components of an item of tangible fixed assets have different useful 

lives, they are accounted for as separate items, and depreciated separately.
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Subsequent costs, e.g. in connection with replacement of components 

of tangible fixed assets, are recognized in the carrying amount

of the asset, if it is probable that the costs will result in future economic benefits. 

All costs incurred for ordinary repairs and maintenance is recognized in the  

Income statement as incurred.

Depreciation is provided on a straight-line basis over the expected useful lives, 

which are as follows:

Buildings  .................................................................................................................................. 15-30 years

Plant and machinery  .......................................................................................................... 4-10 years

Equipment  ...................................................................................................................................2-6 years

The depreciable amount of an asset is determined based on the residual value 

of the asset and any impairment charges. The residual value is determined at 

the acquisition date and reassessed annually. If the residual value exceeds the 

carrying amount of the asset, depreciation is discontinued. When changing the 

depreciation period or the residual value, the effect on the depreciation is  

recognized prospectively as a change in accounting estimates.

 

Depreciations are recognized in the Income statement under Costs of sale,  

Distribution costs or Administrative costs to the extent that depreciations are 

not included in the cost price of assets produced by Danfoss A/S.

Gains and losses on disposal of tangible fixed assets are determined as the  

difference between the sales price less selling costs and the carrying amount at 

the selling date. Gains or losses are recognized in the Income statement under 

Other operating income or Other operating expenses.

The cost of assets held under finance leases is recognized at the acquisition 

date at the lower of fair value of the assets and the present value of the future 

lease payments. For the calculation of the net present value, the interest rate 

implicit in the lease or the group’s alternative interest rate is used as discount 

rate. Assets held under finance leases are depreciated and amortized like other 

intangible assets.

Operating leases are systematically expensed over the lease period.

Impairment of non-current assets

Goodwill and intangible fixed assets with indefinite useful lives are tested annu-

ally for impairment, initially before the end of the acquisition year. Similarly,  

projects in progress are subject to an annual impairment test. Deferred tax  

assets are subject to annual impairment tests and are recognized only to the 

extent that it is probable that the assets will be utilized.

The carrying amount of other non-current assets is tested annually for indica-

tions of impairment. When there is an indication that assets may be impaired, 

an impairment test is made. Impairment is tested by calculating the recover-

able amount. The recoverable amount is the higher of an asset’s fair value less 

expected selling costs and its capital value. The capital value is determined as 

the present value of expected future cash flows from activities or the cash- 

generating unit (CGU). If the fair value or value in use cannot be determined on 

individual assets, the recoverable amount is determined as the fair value of  

expected future cash flows from activities or the cash-generating unit (CGU)  

to which the asset belongs.

Impairments are recognized in the Income statement when the carrying 

amount of an asset or a cash-generating unit exceeds the recoverable amount.

Impairment of assets is reversed to the extent of changes in the assumptions 

and estimates underlying the impairment calculation. Impairment is only  

reversed to the extent that the asset’s new carrying amount does not exceed 

the carrying amount of the asset after amortization, had the asset not been 

impaired. However, impairment of goodwill is never reversed.

Financial assets

Investments in associates and jointly controlled enterprises are recognized in 

the group accounts according to the equity method and measured at the  

proportionate share of the enterprises including additional value from purchases, 

including goodwill and deductions or the addition of proportionate share of 

unrealized, intra-group profits and losses. Investments in associates and jointly 

controlled enterprises are tested for impairment, when an indication of it occur-

ring exists.

In the parent company’s annual accounts, investments in subsidiaries, associ-

ates and jointly controlled enterprises are measured at cost. In case of an indica-

tion of a decrease in value, an impairment test is made. Where the recoverable 

amount is lower than cost, investments are written down to this lower value.

Securities classified as available-for-sale are recognized under non-current  

assets at fair value plus trade costs at the trade date and are subsequently  

measured at fair value, corresponding to market price or an estimated fair value, 

the calculation of which is based on current market data and well-known valu-

ation methods pertaining to unlisted securities. If the fair value cannot be  

determined reliably, the assets are measured at cost. Unrealized value adjust-

ments are recognized directly in other comprehensive income, except for  

impairment losses and reversals. On realization, the accumulated value  

adjustment recognized in other comprehensive income is transferred to  

financial items in the Income statement.
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Inventories

Inventories are measured at cost. Where the estimated selling price less any 

costs of completion and selling (net realizable value) is lower than cost, inven-

tories are written down to this lower value. Cost is calculated on the basis of the 

weighted average method or the FIFO method. The cost of goods under  

manufacturing and manufactured finished goods includes expenses for raw 

materials and consumables, conversion costs and other costs, which directly  

or indirectly can be related to the goods. Indirect cost of sales includes  

maintenance and depreciation of production facilities and plants as well as  

administration and management of factories.

Accounts receivable

Accounts receivable are measured at amortized cost. Receivables are written 

down for bad debt losses on the basis of customers’ anticipated ability to pay 

and expectations of any changes to this ability, taking into account historical 

payment patterns, terms of payment, customer segment, creditworthiness and 

prevailing market conditions in the individual markets. Impairment losses are 

calculated as the difference between carrying amount and present value  

of expected cash flows, including the expected net realizable value of any  

collateral provided. The discount rate is the effective yield used at the time of 

the first recognition of the amount receivable.

Securities

Bonds, which are monitored on an ongoing basis, are measured and reported 

at fair value as prescribed by the group’s investment policy. Bonds are recog-

nized at fair value on the trade day as short-term assets and are subsequently 

measured at fair value. Changes to the fair value and received bond interest 

rates are continuously recognized in the Income statement as financial items.

Equity

Share capital

The share capital includes the nominal portion of the amounts paid in  

accordance with the subscription for shares. Share capital can only be released 

according to the rules relating to capital reduction.

Share premium account

The share premium account issue includes amounts not included in the  

nominal share capital, which are paid by the shareholders in connection with 

capital increases, and gains and losses from the sale of own shares. The reserve 

is part of the company’s free reserves.

Reserve for proposed dividends

Dividends are recognized as a liability at the time of the decision at the Annual 

General Meeting. Proposed dividends for the financial year are included in  

equity under proposed dividends. 

Hedging reserve 

When hedging future sales and purchase transactions (cash flow), changes in 

the fair value of instruments meeting the hedge accounting criteria (documen-

tation etc.) are recognized in the other comprehensive income under the  

hedging reserve, until the hedged transaction is realized. The recognized 

changes in the fair value are included in hedging reserve under the equity.

Translation reserve

Foreign exchange differences arising on the translation of the opening balance 

of equity of foreign companies at the exchange rates at the Balance Sheet date, 

and on translation of Income statements from the exchange rates at the trans-

action date to the exchange rates at the Balance Sheet date, are recognized 

directly in a separate translation reserve in other comprehensive income under 

the item currency rate adjustments. Exchange rate adjustments of non-current 

balances with foreign subsidiaries and associates, which are considered  

additions or deductions of the subsidiaries’ equity as well as exchange rate  

adjustments of hedging transactions which have the purpose of hedging the 

group’s net investments in subsidiaries, are also recognized directly in other 

comprehensive income. The translation reserve in the equity includes the  

parent company shareholders’ share of the currency rate adjustments.

Reserve for own shares

The reserve for own shares include the acquisition price for the company’s  

portfolio of own shares. The dividend of own shares is recognized directly in the 

transferred result in equity. Profit and loss from the sale of own shares are recog-

nized as a share premium. 

Provisions

A provision is recognized in the Balance Sheet when the group has a legal or 

constructive obligation as a result of a past event in the financial year or  

previous years, and it is probable that the settlement of the obligation may lead 

to the spending of the group’s financial resources which can be determined 

reliably at the Balance Sheet date. The amount recognized as a provision is 

Management’s best estimate of the expenses required to settle the obligation. 

In measuring provisions, the costs required to settle the liability are discounted, 

if the effect is material to the measurement of the liability.

For the measurement, a pre-tax discount factor is used which reflects the  

society’s general interest level and the specific risks related to the obligation. 

The accounting year’s changes in present values is recognized under financial 

costs.

Warranty provisions are recognized as the underlying goods and services are 

sold based on warranty costs incurred in the financial year and in previous 

years. 
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Restructuring and employee termination costs are recognized under provisions 

when the group has decided on a detailed and formal plan, and the group has 

started the implementation or the group has announced the plan to the  

persons affected. Restructuring provisions do not include costs for the ongoing 

operations during the restructuring phase.

Share-based remuneration

The Board, Executive Committee and several senior employees are included in 

the option and warrant schemes based on the Parent Company’s shares. 

The value of services received in exchange for granted options/warrants  

is measured at the fair value of the options/warrants. 

For equity-settled schemes, the fair value is measured at the grant date and 

recognized in the Income statement as personnel costs over the period during 

which the employees become unconditionally entitled to the options and  

warrants. The corresponding entry is an increase in equity.

For share options and warrants where the option or warrant holder has  

the right to receive cash settlement of the option or warrant, fair value of the 

instruments is initially measured at the grant date and recognized as personnel 

costs over the period during which the employees become unconditionally 

entitled to the instruments. 

Subsequently, the fair value of the instruments is measured at the Balance 

Sheet date and changes in value are recognized in the Income statement  

under financial items.

On initial recognition of the share options and warrants, the Company  

estimates the number of options and warrants expected to be vested, cf. the 

service condition described in note 18. Share incentive programmes. That esti-

mate is subsequently revised for changes in the number of options expected to 

vest. Accordingly, recognition is based on the number of options ultimately 

vested. 

The fair value of granted instruments is measured based on the Black & Scholes 

model (warrants and option model) taking into account the terms and condi-

tions upon which the instruments were granted.

Employee shares

On the allotment of employee shares, any bonus element is recognized as an 

expense under personnel costs. The corresponding entry is recognized directly 

in equity.The bonus element is determined at the subscription date as the  

difference between the fair value and the subscription price of the shares.

Pension obligations

The group has entered into pension schemes and similar arrangements with 

the majority of the group’s employees.

Contributions to defined contribution plans, where the group currently pays 

fixed pension payments to independent pension funds, are recognized in the 

Income statement in the period to which they relate, and any contributions 

outstanding are recognized in the Balance Sheet as other debt.

For defined benefit plans, the group is under obligation to pay a fixed amount 

upon retirement (e.g. a fixed amount or a percentage of the exit salary). For 

these plans, an annual actuarial calculation (Projected Unit Credit method) is 

made of the present value of future benefits under the defined benefit plan. 

The present value is determined on the basis of assumptions about the future 

development in variables such as salary levels, interest rates, inflation and mor-

tality. The present value is determined only for benefits earned by employees 

from their employment with the group. The actuarial present value less the fair 

value of any plan assets is recognized in the Balance Sheet under pension  

obligations.

Pension costs for the year are recognised in the Income statement based on 

actuarial estimates and financial expectations at the beginning of the year. Any 

difference between the expected development in pension plan assets and  

liabilities and realized amounts determined at year end constitutes actuarial 

gains or losses and is recognised directly in other comprehensive income. If 

changes in benefits relating to services rendered by employees in previous 

years result in changes in the actuarial present value, the changes are recog-

nized as historical costs. Historical costs are recognized immediately, provided 

employees have already earned the changed benefits. If employees have not 

earned the benefits, the historical costs are expenced in the Income statement 

over the period in which the changed benefits are earned by the employees.

If a pension plan constitutes a net asset, the asset is only recognized if it offsets 

future refunds from the plan or will lead to reduced future payments to the 

plan.

Health care plans

The plans contribute with payment for medical expenses for certain employee 

groups in the USA after their retirement. These plans are recognized and  

measured according to the same principles as stated above under defined  

benefit plans. A present value of these obligations is determined, with the main 

variables being the expected increase in doctor/medical costs, the interest rate 

(discount rate) and the average life expectancy.

Other long-term employee benefits

Similarly, other long-term employee benefits are recognized based on an  

actuarial calculation. However, actuarial gains and losses are recognized in the 

Income statement immediately. Other long-term employee benefits include 

jubilee benefits.
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Financial liabilities

Liabilities are initially recognized at fair value less transaction costs. Subsequent 

measurement is made at cost/amortized cost, implying the recognition of  

a constant effective interest rate to maturity. Amortized cost is calculated as 

initial cost less any principal repayments and plus or less the cumulative a 

mortization of any difference between cost and nominal amount. Any capital-

ized residual obligation on finance leases is recognized in the Balance Sheet as 

a liability. The interest element of the lease payment is expensed in the Income 

statement under financial items. 

Government grants

Government grants, which are received as compensation for expenses eligible 

for grants, are recognized systematically in the Income statement as the  

expenses which the grants are intended to compensate are incurred. Grants 

relating to investments (non-current assets) are deducted from the cost of the 

non-current assets.

Corporation tax and deferred tax

Danfoss A/S’ companies are generally liable to pay tax in the countries where 

they are domiciled. The current tax includes both Danish and foreign income 

tax. Danfoss A/S is jointly taxed with its Danish subsidiaries and sister subsidiaries. 

Current tax and deferred tax is allocated between the jointly taxed companies. 

The jointly taxed companies are taxed under the on-account tax scheme.

Income statement

The current and deferred taxes for the year are recognized in the Income state-

ment, except from tax related to transactions, which are recognized in other 

comprehensive income or directly in equity.

Surcharges, premiums and refunds relating to tax payments are recognized in 

financial income and expenses.

Balance Sheet

Current tax payable and receivable is recognized in the Balance Sheet as tax 

computed on the taxable income for the year, adjusted for tax paid on account. 

Deferred tax liabilities and deferred tax assets are measured according to the 

balance sheet liability method, which means that all temporary differences  

between the carrying amount and the tax base of assets and liabilities are  

recognized in the Balance Sheet as deferred tax liabilities and deferred tax  

assets, respectively. Exceptions are the tax which is incurred by selling shares in 

subsidiaries and which the group can identify as being a tax liability and tax 

relating to goodwill which is not deductible for tax purposes. Deferred tax  

assets are recognized at the expected value of their utilization; either as a set-off 

against tax on future income or as a set-off against deferred tax liabilities in the 

same legal tax entity and jurisdiction. Adjustment is made to deferred tax  

resulting from elimination of unrealized intra-group profits and losses. Deferred 

tax is measured according to the tax rules and at the tax rates applicable in the

respective countries at the Balance Sheet date when the deferred tax is  

expected to crystallize as current tax. In Denmark, the tax rate was 25% in 2011 

(2010: 25%).

Derivatives

Derivatives, such as foreign exchange contracts or options and raw material 

contracts, are recognized and measured at fair value. Positive and negative fair 

values of derivatives are shown as separate items in the Balance Sheet. Set-off 

of positive and negative values is only made when the Company has the right 

and the intention to settle several financial instruments net.

Provided that the documentation requirements etc. are met, the instruments 

are subject to hedge accounting. By hedging future sales and purchase  

transactions (cash flow), changes in the fair value of instruments meeting the 

hedge accounting criteria are recognized other comprehensive income under 

the hedging reserve until the hedged transaction is realized. At this point, gains 

or losses relating to such hedging transactions are transferred from other  

comprehensive income and are recognized in the same item as that of the 

hedged transaction. If the criteria for hedge accounting are not fulfilled,  

changes in market value are recognized directly in the Income statement under 

financial items.

 

Discontinued operations

Discontinued operations comprise a significant part of the business if activities 

and cash flows, in terms of operations and accounting, can be clearly excluded 

from the remaining parts of the business. This is also true where the unit is  

either divested or separated for the purpose of sale and the sale is expected to 

be completed within 12 months in accordance with a formal plan. Dis- 

continued operations also include companies which have been classified as 

“held for sale” in connection with an acquisition.

The result after tax from discontinued operations and value adjustments after 

tax of relating assets and liabilities as well as profit/loss incurred from sales must 

be recorded separately in the Income statement, including adjustment of  

comparative figures. The Notes include an explanation of net sales, costs, value 

adjustments and tax pertaining to the discontinued operation. Assets and  

related liabilities pertaining to discontinued operations are recognized  

separately in the Balance Sheet with no adjustment of the comparative figures, 

cf. the section Assets held for sale, and the main items are specified in the Notes.

Assets held for sale

Assets held for sale comprise non-current assets and disposal groups held for 

sale. Disposal groups are defined as a group of assets to be disposed of, by sale 

or otherwise, together as a group in a single transaction. Liabilities associated 

with assets held for sale are those liabilities directly associated with the assets 

that will be transferred in the transaction. Assets are classified as held for sale if 

the carrying amount will be recovered principally through a sale within  

12 months in accordance with a formal plan rather than through continuing use. 
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Assets or disposal groups held for sale are measured at the lower of carrying 

amount or fair value less costs to sell. Assets are not depreciated from the date 

when they are reclassified as held for sale. Impairment losses on initial recogni-

tion as held for sale and gains and losses on subsequent remeasurement at the 

lower of carrying amount and fair value less costs to sell are recognized in the 

Income statement in the items to which they relate. Gains and losses are  

disclosed in the Notes. Significant assets and liabilities are recognized separately 

in the Balance Sheet, and main items are specified in the Notes. Comparative 

figures in the Balance Sheet are not adjusted.

Statement of Cash flows

The statement of cash flows shows the cash flows from operating, investing 

and financing activities for the year, and cash equivalents at the beginning and 

the end of the year. Cash flow effect generated from the acquisition and sales 

of companies is showed separately under cash flows from investing activities. 

Cash flows relating to acquired companies are recognized in the statement  

of cash flows at the acquisition date, and cash flows relating to divested  

companies are included until the disposal date. 

Cash flows from operations

Cash flows from operations are recognized by the indirect method on the basis 

of the profit before tax/profit before tax from continuing operations and  

adjusted for non-cash operating items, changes in working capital, paid financial 

items, received dividends and paid corporation taxes.

Cash flows from investing activities

Cash flows from investing activities include payment in connection with the 

acquisition and sale of companies and activities, intangible and tangible fixed 

assets as well as securities related to investing activities. Entrance into finance 

leases is treated as non-cash transactions.

Cash flows from financing activities

Cash flows from financing activities comprise changes in the size or composition 

of the share capital, the raising and repayment of long-term and short-term 

bank debt, acquisition of minority interests, acquisition and disposal of own 

shares and payment of dividends to shareholders. 

Cash and cash equivalents

Cash and cash equivalents include bank account deposits and cash balances.

Segment information

The segment information applies to the internal management reporting and is 

prepared according to the group’s accounting policies, except for Sauer- 

Danfoss which is subject to the US GAAP accounting policies. Please refer to 

10K at www.Sauer-Danfoss.com for further information. 

The income, expenses, assets and liabilities of the segment include those which 

can be allocated on a reasonable basis. Items which are not allocated primarily 

include income and expenses incurred by corporate functions, deferred tax (as-

sets and liabilities), outstanding and payable tax, cash and interest-bearing lia-

bilities.

Long-term assets in the segment are those which are used directly for segment 

operations, including intangible and tangible assets as well as investments in 

associated companies and jointly controlled enterprises. Short-term assets are 

those which are used directly for segment operations, including inventories, 

trade accounts receivables and other receivables.

Segment obligations include both long-term and short-term obligations,  

derived from segment operations, including trade payables, other debt and 

warranty obligations as well as other provisions.

Trade between segments takes place according to market conditions or on  

a cost covering basis.

 Financial ratios

Earnings per share (EPS) and diluted earnings per share (DEPS) are calculated in 

accordance with IAS 33. Where the financial ratios are defined, other financial 

ratios are calculated in accordance with the Danish Society of Financial Analysts’ 

guidelines on the calculation of financial ratios, “Recommendations and Finan-

cial Ratios 2010”.
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INCOME STATEMENT
Net sales 18,923 9,231 3,396 31,550 21,791 11,022 1,091 33,904
   internal net sales 25 36 -61 51 48 -99
Net sales, external 18,898 9,195 3,457 31,550 21,740 10,974 1,190 33,904
Depreciation/amortization 714 546 524 1,784 835 472 367 1,674
Net gain upon disposal of activities 578 578
Impairments/reversal of impairment losses 
previous years (-) 1 3 4 2 22 24
Operating profit (EBIT) 2,509 1,384 -629 3,264 2,289 1,963 -26 4,226
Income from associates and joint ventures after tax 16 -2 14 16 16
Profit before financial items 2,525 1,384 -631 3,278 2,305 1,963 -26 4,242

BALANCE SHEET
Total assets *) 13,984 6,302 9,582 29,868 14,700 7,304 6,120 28,124
Capital expenditure 552 147 274 973 935 277 123 1,335
Impairments 1 3 4 2 22 24
Investment in associates and joint ventures 163 13 176 154 10 164
Total liabilities 3,997 4,230 9,941 18,168 3,863 3,972 7,692 15,527

OTHER INFORMATION
Number of employees 13,476 6,030 3,786 23,392 14,747 6,481 2,202 23,430

In 2010, segment reporting includes "Danfoss Climate & Energy", "Sauer-Danfoss Inc." and "Danfoss Development". As a result of the divested Danfoss Water Controls and 

Danfoss Geared Motor activities, the remaining activities at "Danfoss Development" decreases, cf the IFRS 8.13 requirements of segment reporting. Therefore, reporting has 

only been made for "Danfoss Climate & Energy" and "Sauer-Danfoss Inc." in 2011. The remaining Danfoss Development activities have been transferred to the column

"Other areas".  The 2010 figures have been restated.

The two segments, "Danfoss Climate & Energy" and "Sauer-Danfoss Inc." are further described in separate reports. As described in "Applied accounting policies" for segment

information, the items cash and cash equivalents, interest-bearing debt and deferred taxes are not allocated to the segments.

*) Cash and cash equivalents, interest-bearing debt, deferred taxes and adjustments from US GAAP to IFRS have been recorded in the column "Other areas".

http://www.Sauer-Danfoss.com


61Annual Report 2011 I The Danfoss Group

4. Segment reporting

mill DKK

2010 2011
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INCOME STATEMENT
Net sales 18,923 9,231 3,396 31,550 21,791 11,022 1,091 33,904
   internal net sales 25 36 -61 51 48 -99
Net sales, external 18,898 9,195 3,457 31,550 21,740 10,974 1,190 33,904
Depreciation/amortization 714 546 524 1,784 835 472 367 1,674
Net gain upon disposal of activities 578 578
Impairments/reversal of impairment losses 
previous years (-) 1 3 4 2 22 24
Operating profit (EBIT) 2,509 1,384 -629 3,264 2,289 1,963 -26 4,226
Income from associates and joint ventures after tax 16 -2 14 16 16
Profit before financial items 2,525 1,384 -631 3,278 2,305 1,963 -26 4,242

BALANCE SHEET
Total assets *) 13,984 6,302 9,582 29,868 14,700 7,304 6,120 28,124
Capital expenditure 552 147 274 973 935 277 123 1,335
Impairments 1 3 4 2 22 24
Investment in associates and joint ventures 163 13 176 154 10 164
Total liabilities 3,997 4,230 9,941 18,168 3,863 3,972 7,692 15,527

OTHER INFORMATION
Number of employees 13,476 6,030 3,786 23,392 14,747 6,481 2,202 23,430

In 2010, segment reporting includes "Danfoss Climate & Energy", "Sauer-Danfoss Inc." and "Danfoss Development". As a result of the divested Danfoss Water Controls and 

Danfoss Geared Motor activities, the remaining activities at "Danfoss Development" decreases, cf the IFRS 8.13 requirements of segment reporting. Therefore, reporting has 

only been made for "Danfoss Climate & Energy" and "Sauer-Danfoss Inc." in 2011. The remaining Danfoss Development activities have been transferred to the column

"Other areas".  The 2010 figures have been restated.

The two segments, "Danfoss Climate & Energy" and "Sauer-Danfoss Inc." are further described in separate reports. As described in "Applied accounting policies" for segment

information, the items cash and cash equivalents, interest-bearing debt and deferred taxes are not allocated to the segments.

*) Cash and cash equivalents, interest-bearing debt, deferred taxes and adjustments from US GAAP to IFRS have been recorded in the column "Other areas".
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4. Segment reporting (continued)

mill DKK

Products and services

2010 2011
Heating, Ventilation and Air conditioning (HVAC) 19,081 21,588
Hydraulics 9,271 11,223
Other 3,198 1,093

31,550 33,904

Geographical segments (secondary segments)

Group
2010

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,044 13,237 2,872 5,384 6,342 292 520 1,459 400 31,550
Total non-current fixed assets *) 7,965 541 297 1,662 6,241 71 250 17,027

Group
2011

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,172 13,435 3,182 6,058 7,116 286 667 1,579 409 33,904
Total non-current fixed assets *) 5,887 3,618 284 1,878 4,171 86 244 16,168

*) Deferred tax assets are not included.

The geographical distribution of "Net sales" is based on the external customer's country of residence. The distribution of "Total non-current assets" is based on the actual geo-

graphical location of the assets.

Group

4. Segment reporting (continued)

mill DKK

Specification of other areas - External net sales

2010 2011
Non-reporting segments 3,458 1,191
Sauer-Danfoss Inc. IFRS adjustments -1 -1
Total net sales 3,457 1,190

Specification of other areas - Profit before financial items

2010 2011
Net gain upon disposal of activities 578

Non-reporting segments -53 -86

Central functions, not allocated -278 -311
 Sauer-Danfoss Inc. - IFRS adjustments *) -302 -182

Eliminations and other 2 -25

Profit before financial items -631 -26

*) The Sauer-Danfoss segment IFRS adjustments relate to the conversion of the results from US GAAP to IFRS, incl. PPA amortizations and impairment.

Specification of other areas - Assets

2010 2011
Non-reporting segments 1,951 405
Central functions not allocated *) 2,437 2,039

Sauer-Danfoss Inc. - IFRS and PPA adjustments 5,206 4,656
Eliminations of internal accounts **) -12 -980
Total assets 9,582 6,120

Specification of other areas - Liabilities

2010 2011
Liabilities - non-reporting segments 843 339
Central functions not allocated ***) 1,262 1,704
Net interest bearing debt 7,946 5,833

Sauer-Danfoss Inc. - IFRS and PPA adjustments 1,321 998
Eliminations and other**) -1,431 -1,182
Total Liabilities 9,941 7,692

*) Central functions, not allocated, are primarily deferred tax and cash equivalents.

**) Primarily interest bearing debt in the Sauer-Danfoss Segment. Interest bearing debt is not included in "Danfoss Climate & Energy". 

***) Central functions not allocated are primarily deferred tax and central functions obligations.

Group

Group

Group

Group
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4. Segment reporting (continued)

mill DKK

Products and services

2010 2011
Heating, Ventilation and Air conditioning (HVAC) 19,081 21,588
Hydraulics 9,271 11,223
Other 3,198 1,093

31,550 33,904

Geographical segments (secondary segments)

Group
2010

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,044 13,237 2,872 5,384 6,342 292 520 1,459 400 31,550
Total non-current fixed assets *) 7,965 541 297 1,662 6,241 71 250 17,027

Group
2011

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,172 13,435 3,182 6,058 7,116 286 667 1,579 409 33,904
Total non-current fixed assets *) 5,887 3,618 284 1,878 4,171 86 244 16,168

*) Deferred tax assets are not included.

The geographical distribution of "Net sales" is based on the external customer's country of residence. The distribution of "Total non-current assets" is based on the actual geo-

graphical location of the assets.

Group

4. Segment reporting (continued)

mill DKK

Specification of other areas - External net sales

2010 2011
Non-reporting segments 3,458 1,191
Sauer-Danfoss Inc. IFRS adjustments -1 -1
Total net sales 3,457 1,190

Specification of other areas - Profit before financial items

2010 2011
Net gain upon disposal of activities 578

Non-reporting segments -53 -86

Central functions, not allocated -278 -311
 Sauer-Danfoss Inc. - IFRS adjustments *) -302 -182

Eliminations and other 2 -25

Profit before financial items -631 -26

*) The Sauer-Danfoss segment IFRS adjustments relate to the conversion of the results from US GAAP to IFRS, incl. PPA amortizations and impairment.

Specification of other areas - Assets

2010 2011
Non-reporting segments 1,951 405
Central functions not allocated *) 2,437 2,039

Sauer-Danfoss Inc. - IFRS and PPA adjustments 5,206 4,656
Eliminations of internal accounts **) -12 -980
Total assets 9,582 6,120

Specification of other areas - Liabilities

2010 2011
Liabilities - non-reporting segments 843 339
Central functions not allocated ***) 1,262 1,704
Net interest bearing debt 7,946 5,833

Sauer-Danfoss Inc. - IFRS and PPA adjustments 1,321 998
Eliminations and other**) -1,431 -1,182
Total Liabilities 9,941 7,692

*) Central functions, not allocated, are primarily deferred tax and cash equivalents.

**) Primarily interest bearing debt in the Sauer-Danfoss Segment. Interest bearing debt is not included in "Danfoss Climate & Energy". 

***) Central functions not allocated are primarily deferred tax and central functions obligations.

Group

Group

Group

Group
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5. Expenses and other operating income

mill DKK

A. Personnel expenses

2010 2011 2010 2011
Salaries and wages 1,559 1,568 7,266 7,184
Termination benefits 9 19 92 100
Equity compensation benefits *) 25 15 42 23
Social security 12 14 628 594
Defined contribution plans 122 125 384 428
Defined benefit plans excluding gains from reductions and redemptions 79 64
Gains from reductions and redemptions -136

1,727 1,741 8,491 8,257

Average number of employees 3,293 3,155 25,181 24,133
Total number of employees as of end of the year 3,179 3,036 23,392 23,430

*) Benefits cf. further information in note 18. Share incentive programs.

Expenses for defined benefit plans are described in note 20. Defined benefit plans and health care obligations.

2010 2011 2010 2011
Personnel expenses distribution on functions:

Production costs 1,222 1,195 4,633 4,586
Distribution expenses 195 230 2,535 2,762
Administration expenses 301 297 862 945
Other operating income and expenses 9 19 92 -36
Profit from discontinued operations 369

1,727 1,741 8,491 8,257

2010 2011 2010 2011
Board of Directors:

Directors' fees *) 6 3 7 4
Equity compensation benefits **) 2 2

8 3 9 4
Executive Committee:

Salaries 18 20 19 21
Pension expenses for defined contribution plans 1 1
Bonus 18 29 18 29
Equity compensation benefits **) 8 6 8 6

45 55 46 56
Executives: 

Salaries 13 15 26 30
Pension expenses for defined contribution plans 1 1 3 3
Bonus 2 10 5 15
Equity compensation benefits **) 4 3 6 5

20 29 40 53
Termination benefits:

Executives 4 6 4
Total compensation 73 91 101 117

*) After retiring as CEO, Jørgen M. Clausen has maintained a remuneration of 3 mill DKK in 2010 in accordance with the retirement conditions stated in his original employment
     contract as a CEO.
**) Costs recorded according to the Black and Scholes model at the time of option allotment.

Parent Company Group

Parent Company Group

Parent Company Group

5. Expenses and other operating income (continued)

mill DKK

B. Depreciation/amortization and impairment losses

2010 2011 2010 2011
Divided into categories:

Amortization of intangible fixed assets 90 84 506 505
Impairment on intangible fixed assets 21

90 84 527 505

Depreciation of tangible fixed assets 177 171 1,388 1,172
Impairment on tangible fixed assets 2 587 24

177 173 1,975 1,196

Depriciation and impairment for the year 267 257 2,502 1,701

Distribution on functions:

Intangible fixed assets:

Cost of sales 34 61 296 317
Distribution expenses 24 12 168 139
Administration expenses 32 11 40 49
Result from discontinued operations 23

90 84 527 505

Tangible fixed assets:

Cost of sales 162 156 1,204 1,086
Distribution expenses 2 2 58 57
Administration expenses 13 13 20 29
Other operating expenses 2 4 24
Result from discontinued operations 689

177 173 1,975 1,196

267 257 2,502 1,701

C. Research and development expenses

2010 2011 2010 2011
Research and development costs 201 248 1,054 1,263
Capitalized development costs -10 -1 -62 -26
Amortization development costs 16 25 65 74

207 272 1,057 1,311

Research and development expenses are included in "Cost of sales".

D. Other operating income

2010 2011 2010 2011
Gain on disposal of activities 1 1 7 578
Gain on disposal of tangible fixed assets 1 6 33 19
Other 11 7 82 172

13 14 122 769

In 2011, the most significant amount under the item "Other" was income recognition of pension obligations in The Netherlands and income recognition of health obligations

in the USA caused by a transfer to an external cooperation partner (as a result of a shift from defined pension benefit plans to defined contribution plans). In 2010, the most

significant amount of the item "Other" was returned canteen VAT from previous years. The profit from the sale of activities pertain to the group's divestment of  Danfoss

Water Controls and Danfoss Geared Motors, which is referred to in note 25. Acquisition and sale of subsidiaries and activities.

Parent Company Group

Parent Company Group

Parent Company Group
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5. Expenses and other operating income

mill DKK

A. Personnel expenses

2010 2011 2010 2011
Salaries and wages 1,559 1,568 7,266 7,184
Termination benefits 9 19 92 100
Equity compensation benefits *) 25 15 42 23
Social security 12 14 628 594
Defined contribution plans 122 125 384 428
Defined benefit plans excluding gains from reductions and redemptions 79 64
Gains from reductions and redemptions -136

1,727 1,741 8,491 8,257

Average number of employees 3,293 3,155 25,181 24,133
Total number of employees as of end of the year 3,179 3,036 23,392 23,430

*) Benefits cf. further information in note 18. Share incentive programs.

Expenses for defined benefit plans are described in note 20. Defined benefit plans and health care obligations.

2010 2011 2010 2011
Personnel expenses distribution on functions:

Production costs 1,222 1,195 4,633 4,586
Distribution expenses 195 230 2,535 2,762
Administration expenses 301 297 862 945
Other operating income and expenses 9 19 92 -36
Profit from discontinued operations 369

1,727 1,741 8,491 8,257

2010 2011 2010 2011
Board of Directors:

Directors' fees *) 6 3 7 4
Equity compensation benefits **) 2 2

8 3 9 4
Executive Committee:

Salaries 18 20 19 21
Pension expenses for defined contribution plans 1 1
Bonus 18 29 18 29
Equity compensation benefits **) 8 6 8 6

45 55 46 56
Executives: 

Salaries 13 15 26 30
Pension expenses for defined contribution plans 1 1 3 3
Bonus 2 10 5 15
Equity compensation benefits **) 4 3 6 5

20 29 40 53
Termination benefits:

Executives 4 6 4
Total compensation 73 91 101 117

*) After retiring as CEO, Jørgen M. Clausen has maintained a remuneration of 3 mill DKK in 2010 in accordance with the retirement conditions stated in his original employment
     contract as a CEO.
**) Costs recorded according to the Black and Scholes model at the time of option allotment.

Parent Company Group

Parent Company Group

Parent Company Group

5. Expenses and other operating income (continued)

mill DKK

B. Depreciation/amortization and impairment losses

2010 2011 2010 2011
Divided into categories:

Amortization of intangible fixed assets 90 84 506 505
Impairment on intangible fixed assets 21

90 84 527 505

Depreciation of tangible fixed assets 177 171 1,388 1,172
Impairment on tangible fixed assets 2 587 24

177 173 1,975 1,196

Depriciation and impairment for the year 267 257 2,502 1,701

Distribution on functions:

Intangible fixed assets:

Cost of sales 34 61 296 317
Distribution expenses 24 12 168 139
Administration expenses 32 11 40 49
Result from discontinued operations 23

90 84 527 505

Tangible fixed assets:

Cost of sales 162 156 1,204 1,086
Distribution expenses 2 2 58 57
Administration expenses 13 13 20 29
Other operating expenses 2 4 24
Result from discontinued operations 689

177 173 1,975 1,196

267 257 2,502 1,701

C. Research and development expenses

2010 2011 2010 2011
Research and development costs 201 248 1,054 1,263
Capitalized development costs -10 -1 -62 -26
Amortization development costs 16 25 65 74

207 272 1,057 1,311

Research and development expenses are included in "Cost of sales".

D. Other operating income

2010 2011 2010 2011
Gain on disposal of activities 1 1 7 578
Gain on disposal of tangible fixed assets 1 6 33 19
Other 11 7 82 172

13 14 122 769

In 2011, the most significant amount under the item "Other" was income recognition of pension obligations in The Netherlands and income recognition of health obligations

in the USA caused by a transfer to an external cooperation partner (as a result of a shift from defined pension benefit plans to defined contribution plans). In 2010, the most

significant amount of the item "Other" was returned canteen VAT from previous years. The profit from the sale of activities pertain to the group's divestment of  Danfoss

Water Controls and Danfoss Geared Motors, which is referred to in note 25. Acquisition and sale of subsidiaries and activities.

Parent Company Group

Parent Company Group

Parent Company Group
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5. Expenses and other operating income (continued)

mill DKK

E. Other operating expenses

2010 2011 2010 2011
Loss on disposal of activities -62 -31
Loss on disposal of tangible fixed assets -4 -4 -34 -12
Impairments -2 -4 -24
Other -24 -502 -189 -160

-90 -508 -258 -196

The impairments of the year are based on expected utilization values. The item "Other" comprises employment termination indemnities of 100 mill DKK, which are mainly 

attributable to dismissals carried out in Germany, France and Denmark. In 2010, the item comprises employment termination indemnities of 92 mill DKK, which are mainly

attributable to dismissals carried out in Germany, France and USA.

F. Fees to the auditors appointed at the Annual General Meeting

2010 2011 2010 2011
KPMG:

Audit fee 6 6 30 28
Fees for auditor statement with assurance

Tax and VAT advice 1 1 3 4
Other fees 5 3 11 5
Total 12 10 44 37

Parent Company Group

Parent Company Group

6. Non-current financial assets

mill DKK Parent Company Group
2010 2010
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Balance as of 1 January 9,546 398 2 404 121
Foreign exchange adjustments etc. 15
Acquisitions 107 1,135 2 14
Disposals -111 -13 -21 -3
Balance as of 31 December 9,542 1,135 385 2 400 132

Adjustments balance as of 1 January -960 -46 -233 -88
Foreign exchange adjustments etc. -10
Net profit/value adjustment 14 -12
Impairments -222 -14
Dividends -3
Disposals 8
Adjustments balance as of 31 December -1,182 -60 -224 -100

Carrying amount as of 31 December 8,360 1,135 325 2 176 32

Impairment in "Investments in subsidiaries" concerns mainly Avenir Energie, ECO Heat Pumps Ltd., Danfoss FZCO and Danfoss Compressor Holding A/S, where impairments 

were recognized to adjust the carrying amount to the utilization value.

Parent Company Group
2011 2011
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Balance as of 1 January 9,542 1,135 385 2 400 132
Foreign exchange adjustments etc. 10
Acquisitions 49 13
Disposals -3 -18 -17
Balance as of 31 December 9,591 1,132 367 2 393 145

Balance as of 1 January -1,182 -60 -224 -100
Foreign exchange adjustments etc. -9
Net profit/value adjustment 16 -2
Impairments -25
Dividends -12
Balance as of 31 December -1,207 -60 -229 -102

Carrying amount as of 31 December 8,384 1,132 307 2 164 43

At the end of 2011, impairment tests were performed on the carrying amount of "Investments in subsidiaries". When performing the impairment test, the present value of cash

flow from subsidiaries is compared with their carrying amount. Where possible, "Other investments" are recognized at fair value. Alternatively, they are recognized at cost price

minus accumulated impairment losses.

Impairment in "Investments in subsidiaries" concerns mainly Avenir Energie, ECO Heat Pumps Ltd., Danfoss S.A. de C.V., where impairments were made to utilization value and

impairments relating to Sauer-Danfoss Inc. have been reversed.

Further information about associated companies and joint ventures is provided in the notes 7. Financial income, 8. Financial expenses, 21. Financial risk and instruments and
29. Related parties.
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5. Expenses and other operating income (continued)

mill DKK

E. Other operating expenses

2010 2011 2010 2011
Loss on disposal of activities -62 -31
Loss on disposal of tangible fixed assets -4 -4 -34 -12
Impairments -2 -4 -24
Other -24 -502 -189 -160

-90 -508 -258 -196

The impairments of the year are based on expected utilization values. The item "Other" comprises employment termination indemnities of 100 mill DKK, which are mainly 

attributable to dismissals carried out in Germany, France and Denmark. In 2010, the item comprises employment termination indemnities of 92 mill DKK, which are mainly

attributable to dismissals carried out in Germany, France and USA.

F. Fees to the auditors appointed at the Annual General Meeting

2010 2011 2010 2011
KPMG:

Audit fee 6 6 30 28
Fees for auditor statement with assurance

Tax and VAT advice 1 1 3 4
Other fees 5 3 11 5
Total 12 10 44 37

Parent Company Group

Parent Company Group

6. Non-current financial assets

mill DKK Parent Company Group
2010 2010
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Balance as of 1 January 9,546 398 2 404 121
Foreign exchange adjustments etc. 15
Acquisitions 107 1,135 2 14
Disposals -111 -13 -21 -3
Balance as of 31 December 9,542 1,135 385 2 400 132

Adjustments balance as of 1 January -960 -46 -233 -88
Foreign exchange adjustments etc. -10
Net profit/value adjustment 14 -12
Impairments -222 -14
Dividends -3
Disposals 8
Adjustments balance as of 31 December -1,182 -60 -224 -100

Carrying amount as of 31 December 8,360 1,135 325 2 176 32

Impairment in "Investments in subsidiaries" concerns mainly Avenir Energie, ECO Heat Pumps Ltd., Danfoss FZCO and Danfoss Compressor Holding A/S, where impairments 

were recognized to adjust the carrying amount to the utilization value.
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Balance as of 1 January 9,542 1,135 385 2 400 132
Foreign exchange adjustments etc. 10
Acquisitions 49 13
Disposals -3 -18 -17
Balance as of 31 December 9,591 1,132 367 2 393 145

Balance as of 1 January -1,182 -60 -224 -100
Foreign exchange adjustments etc. -9
Net profit/value adjustment 16 -2
Impairments -25
Dividends -12
Balance as of 31 December -1,207 -60 -229 -102

Carrying amount as of 31 December 8,384 1,132 307 2 164 43

At the end of 2011, impairment tests were performed on the carrying amount of "Investments in subsidiaries". When performing the impairment test, the present value of cash

flow from subsidiaries is compared with their carrying amount. Where possible, "Other investments" are recognized at fair value. Alternatively, they are recognized at cost price

minus accumulated impairment losses.

Impairment in "Investments in subsidiaries" concerns mainly Avenir Energie, ECO Heat Pumps Ltd., Danfoss S.A. de C.V., where impairments were made to utilization value and

impairments relating to Sauer-Danfoss Inc. have been reversed.

Further information about associated companies and joint ventures is provided in the notes 7. Financial income, 8. Financial expenses, 21. Financial risk and instruments and
29. Related parties.
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7. Financial income

mill DKK

2010 2011 2010 2011
Interest from subsidiaries 427 289
Interest from associates and joint ventures 3 3 3 4
Interest from banks etc. 13 16 37 33
Foreign exchange gains, net 63
Unrealized/realized gains on loans, bonds and shares 5 4 6
Dividend from subsidiaries 379 802
Dividend from associates and joint ventures 3 13

825 1,128 107 43

Parent Company Group

8. Financial expenses

mill DKK

2010 2011 2010 2011
Interest to subsidiaries -14 -43
Interest to bank etc. -335 -235 -411 -324
Interest on discounted provisions -1 -1
Foreign exchange losses, net -233 -138 -101
Fair value adjustment for stock options and warrants *) -1 -425 -1 -644
Impairment/loss on loans -1,084 -499 -16 -2
Impairment/loss on disposal of shares in subsidiaries and associates/joint ventures -236 -25
Loss on other investments -13
Borrowing costs incurred by the asset cost price 4 5

-1,903 -1,362 -441 -1,067

*) Cf. note 18. Share incentive programs.

Impairment of loans to subsidiaries in 2010 and 2011 was primarily done as a consequence of the 2010 sale of the compressor business. An efficient interest rate, which

equals to the Group's weighted average general borrowing costs, was used for the calculation of borrowing costs pertaining to the cost price of assets. No specific

loans have been raised for the construction or development of assets.

Parent Company Group

9. Corporation tax expenses

mill DKK

2010 2011 2010 2011
Current tax expenses -96 -197 -682 -806
Change in deferred taxes 8 38 -63 -173
Adjustments concerning previous years 2 7 8 6

-86 -152 -737 -973

Tax on result from continuing operations is defined as:

Tax on result before tax on continuing operations 25.0% 25.0% 25.0% 25.0%
Income from associates and joint ventures after tax -0.1% -0.1%
Adjustment of tax in foreign subsidiaries calculated at 25% -2.0% 3.1%
Tax exempt income/non-deductible expenses -48.2% -272.5% 1.8% 2.7%

Dividends exempt for tax 13.2% 143.5%
Adjustments regarding prior years 0.4% 5.6% 0.2% -0.5%
Other adjustments -2.3% -8.6% 0.1%
Effective tax rate -11.9% -107.0% 25.0% 30.2%

2010 2011 2010 2011

Tax on result from continuing operations (Income Statement) -86 -152 -737 -973

Tax on fair value adjustment of hedging reserve (Other Comprehensive Income) 15 -9 53 18

Tax on actuarial gains and losses, defined benefit plans (Other Comprehensive Income) -33 58

Total taxes -71 -161 -717 -897

Parent Company Group

Parent Company Group
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7. Financial income

mill DKK

2010 2011 2010 2011
Interest from subsidiaries 427 289
Interest from associates and joint ventures 3 3 3 4
Interest from banks etc. 13 16 37 33
Foreign exchange gains, net 63
Unrealized/realized gains on loans, bonds and shares 5 4 6
Dividend from subsidiaries 379 802
Dividend from associates and joint ventures 3 13

825 1,128 107 43

Parent Company Group

8. Financial expenses

mill DKK

2010 2011 2010 2011
Interest to subsidiaries -14 -43
Interest to bank etc. -335 -235 -411 -324
Interest on discounted provisions -1 -1
Foreign exchange losses, net -233 -138 -101
Fair value adjustment for stock options and warrants *) -1 -425 -1 -644
Impairment/loss on loans -1,084 -499 -16 -2
Impairment/loss on disposal of shares in subsidiaries and associates/joint ventures -236 -25
Loss on other investments -13
Borrowing costs incurred by the asset cost price 4 5

-1,903 -1,362 -441 -1,067

*) Cf. note 18. Share incentive programs.

Impairment of loans to subsidiaries in 2010 and 2011 was primarily done as a consequence of the 2010 sale of the compressor business. An efficient interest rate, which

equals to the Group's weighted average general borrowing costs, was used for the calculation of borrowing costs pertaining to the cost price of assets. No specific

loans have been raised for the construction or development of assets.

Parent Company Group

9. Corporation tax expenses

mill DKK

2010 2011 2010 2011
Current tax expenses -96 -197 -682 -806
Change in deferred taxes 8 38 -63 -173
Adjustments concerning previous years 2 7 8 6

-86 -152 -737 -973

Tax on result from continuing operations is defined as:

Tax on result before tax on continuing operations 25.0% 25.0% 25.0% 25.0%
Income from associates and joint ventures after tax -0.1% -0.1%
Adjustment of tax in foreign subsidiaries calculated at 25% -2.0% 3.1%
Tax exempt income/non-deductible expenses -48.2% -272.5% 1.8% 2.7%

Dividends exempt for tax 13.2% 143.5%
Adjustments regarding prior years 0.4% 5.6% 0.2% -0.5%
Other adjustments -2.3% -8.6% 0.1%
Effective tax rate -11.9% -107.0% 25.0% 30.2%

2010 2011 2010 2011

Tax on result from continuing operations (Income Statement) -86 -152 -737 -973

Tax on fair value adjustment of hedging reserve (Other Comprehensive Income) 15 -9 53 18

Tax on actuarial gains and losses, defined benefit plans (Other Comprehensive Income) -33 58

Total taxes -71 -161 -717 -897

Parent Company Group

Parent Company Group
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10. Earnings per share

mill DKK

2010 2011
Net profit from continuing operations 2,207 2,245
Minority interests -269 -374
The Group's share of net profit from continuing operations 1,938 1,871
Profit from discontinued operations -829 -931
The Group's share of net profit 1,109 940

Nominal value (mill DKK)

Average number of shares 1,026.9 1,039.1
Average number of own shares -6.6 -21.2
Average number of shares issued 1,020.3 1,017.9
Effect of ordinary share options/warrants on issue 42.1 41.7
Diluted average number of ordinary shares issued 1,062.4 1,059.6

Basic earnings per share (share of nominal 100 DKK) from continuing operations 189.9 183.8
Diluted earnings per share  (share of nominal 100 DKK) from continuing operations 182.4 176.6

Basic earnings per share (share of nominal 100 DKK) 108.7 92.3

Diluted earnings per share (share of nominal 100 DKK) 104.4 88.7

Group

11. Intangible fixed assets

mill DKK Group

2010

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.
Develop-

ment costs Total
Cost as of 1 January 4,651 624 860 2,811 1,625 442 472 6,834
Foreign exchange adjustments 229 5 37 121 67 14 10 254
Additions through acquisition of subsidiaries 13 49 1 24 74
Additions 38 62 100
Disposals -12 -14 -37 -38 -89
Cost as of 31 December 4,881 653 897 2,981 1,693 443 506 7,173

Depreciation and impairment losses as of 1 January 910 445 351 233 294 158 1,481
Foreign exchange adjustments 52 2 13 8 4 27
Amortization for the year 75 203 139 39 50 506
Impairments for the year 3 2 1 15 18
Disposals -3 -14 -27 -38 -79
Depreciation and impairment losses as of 31 December 962 510 567 380 311 185 1,953

Carrying amount as of 31 December 3,919 143 897 2,414 1,313 132 321 5,220

Due to the divestment of the compressor activities in 2010, an impairment test for the fair value was performed, which resulted in an impairment of intangible fixed assets

in amount of 20 mill DKK. The impairment is included in the result from discontinued operations in 2010.

Group
2011

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.
Develop-

ment costs
 

Total
Cost as of 1 January 4,881 653 897 2,981 1,693 443 506 7,173
Foreign exchange adjustments 169 3 13 40 27 3 6 92
Addition through acquisition of subsidiaries 1
Transfers 51 -51
Additions 76 26 102
Disposals -146 -73 -26 -12 -111
Cost as of 31 December 4,905 659 910 2,995 1,759 395 538 7,256

Depreciation and impairment losses as of 1 January 962 510 567 380 311 185 1,953
Foreign exchange adjustments 126 2 14 12 4 4 36
Transfers 17 -17
Amortization for the year 70 198 140 23 74 505
Disposals -11 -69 -10 -5 -84
Depreciation and impairment losses as of 31 December 1,077 513 769 544 321 263 2,410

Carrying amount as of 31 December 3,828 146 910 2,226 1,215 74 275 4,846

Impairment tests 

At the end of 2011, impairment tests have been performed on goodwill and brand (assets with indefinable useful life). The impairment tests were performed on Divisions

representing the base level of Cash Generating Units (CGU), to which the value of goodwill and brand can be allocated with a fair degree of accuracy. 
Acquired activities and companies are integrated as quickly as possible into the division for optimum synergy. One of the consequences is that soon after it will
not be possible to allocate the accounting value of goodwill to the acquired companies and activities with reasonable accuracy and thus, it will no longer be possible to

perform impairment tests on these individual acquisitions. At the impairment test, the net present value of the estimated net cash flow from the CGUs are compared with

the net book values of the assets. The estimated cash flow is based on budgets and forecasts for the years 2012-2021 prepared and approved by management in the

respective CGUs and Group management. The forecasts were elaborated for a 10 year period in accordance with the fact that decisions on acquisitions are made on the basis

of 10 year forecasts. The primary variables are sales, EBIT, working capital and investments. The discount rates are set under consideration of the individual CGU's size, main

geographical markets, risks and the coherence with Danfoss' core business areas.



71Annual Report 2011 I The Danfoss Group

10. Earnings per share

mill DKK

2010 2011
Net profit from continuing operations 2,207 2,245
Minority interests -269 -374
The Group's share of net profit from continuing operations 1,938 1,871
Profit from discontinued operations -829 -931
The Group's share of net profit 1,109 940

Nominal value (mill DKK)

Average number of shares 1,026.9 1,039.1
Average number of own shares -6.6 -21.2
Average number of shares issued 1,020.3 1,017.9
Effect of ordinary share options/warrants on issue 42.1 41.7
Diluted average number of ordinary shares issued 1,062.4 1,059.6

Basic earnings per share (share of nominal 100 DKK) from continuing operations 189.9 183.8
Diluted earnings per share  (share of nominal 100 DKK) from continuing operations 182.4 176.6

Basic earnings per share (share of nominal 100 DKK) 108.7 92.3

Diluted earnings per share (share of nominal 100 DKK) 104.4 88.7

Group

11. Intangible fixed assets

mill DKK Group

2010

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.
Develop-

ment costs Total
Cost as of 1 January 4,651 624 860 2,811 1,625 442 472 6,834
Foreign exchange adjustments 229 5 37 121 67 14 10 254
Additions through acquisition of subsidiaries 13 49 1 24 74
Additions 38 62 100
Disposals -12 -14 -37 -38 -89
Cost as of 31 December 4,881 653 897 2,981 1,693 443 506 7,173

Depreciation and impairment losses as of 1 January 910 445 351 233 294 158 1,481
Foreign exchange adjustments 52 2 13 8 4 27
Amortization for the year 75 203 139 39 50 506
Impairments for the year 3 2 1 15 18
Disposals -3 -14 -27 -38 -79
Depreciation and impairment losses as of 31 December 962 510 567 380 311 185 1,953

Carrying amount as of 31 December 3,919 143 897 2,414 1,313 132 321 5,220

Due to the divestment of the compressor activities in 2010, an impairment test for the fair value was performed, which resulted in an impairment of intangible fixed assets

in amount of 20 mill DKK. The impairment is included in the result from discontinued operations in 2010.

Group
2011

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.
Develop-

ment costs
 

Total
Cost as of 1 January 4,881 653 897 2,981 1,693 443 506 7,173
Foreign exchange adjustments 169 3 13 40 27 3 6 92
Addition through acquisition of subsidiaries 1
Transfers 51 -51
Additions 76 26 102
Disposals -146 -73 -26 -12 -111
Cost as of 31 December 4,905 659 910 2,995 1,759 395 538 7,256

Depreciation and impairment losses as of 1 January 962 510 567 380 311 185 1,953
Foreign exchange adjustments 126 2 14 12 4 4 36
Transfers 17 -17
Amortization for the year 70 198 140 23 74 505
Disposals -11 -69 -10 -5 -84
Depreciation and impairment losses as of 31 December 1,077 513 769 544 321 263 2,410

Carrying amount as of 31 December 3,828 146 910 2,226 1,215 74 275 4,846

Impairment tests 

At the end of 2011, impairment tests have been performed on goodwill and brand (assets with indefinable useful life). The impairment tests were performed on Divisions

representing the base level of Cash Generating Units (CGU), to which the value of goodwill and brand can be allocated with a fair degree of accuracy. 
Acquired activities and companies are integrated as quickly as possible into the division for optimum synergy. One of the consequences is that soon after it will
not be possible to allocate the accounting value of goodwill to the acquired companies and activities with reasonable accuracy and thus, it will no longer be possible to

perform impairment tests on these individual acquisitions. At the impairment test, the net present value of the estimated net cash flow from the CGUs are compared with

the net book values of the assets. The estimated cash flow is based on budgets and forecasts for the years 2012-2021 prepared and approved by management in the

respective CGUs and Group management. The forecasts were elaborated for a 10 year period in accordance with the fact that decisions on acquisitions are made on the basis

of 10 year forecasts. The primary variables are sales, EBIT, working capital and investments. The discount rates are set under consideration of the individual CGU's size, main

geographical markets, risks and the coherence with Danfoss' core business areas.
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11. Intangible fixed assets (continued)

The most significant goodwill allocations as well as the most essential assumptions for the performed impairment tests have been described below.

Group 2010

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2010 30% 23% 14% 14% 19%
Share of the Group's brand at the end of 2010 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 0-2%
Discounted cash flow rate before tax in % as of 31 December 10-11% 10-11% 10-11% 10-11% 10-11%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) *) *) *)
Possible increase in the discounted cash flow rate (percentage points) <20 <9 <37 <16

Group 2011

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2011 32% 24% 14% 14% 16%
Share of the Group's brand at the end of 2011 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discounted cash flow rate before tax in % as of 31 December 12% 12% 12% 12% 12%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) *) *) *)
Possible increase in the discounted cash flow rate (percentage points) <20 <16 <44 <6

*) The expected growth in the terminating period can be annulled without the need for impairment.

Danfoss Heating Solutions 
The goodwill allocated to Danfoss Heating Solutions (HS) derives primarily from the acquisition of the Devi Group in 2003 and Thermia Wärme AB in Sweden in 2005. Earnings
were at a satisfactory level in 2011 and are expected to exceed the general development share until 2021. The net cash flow during the terminal period from 2022 and
onwards is estimated at a 2% annual growth level, which is assumed to be at or below the market development. EBIT margin is expected to remain unchanged during the
terminal period, and so is the working capital as a percentage of sales. Investments are assumed to be at the same level as the book depreciations. The sensitivity analysis
concludes that growth during the terminal period can be reduced so that the business lapses (2010: 0%), or the discount cash flow rate can be increased by up to 20%
(2010: 20%), without causing a need for impairment.

Sauer-Danfoss Inc.
The intangible fixed assets with indefinable useful lifetime, assigned to Sauer-Danfoss Inc., comprise goodwill and brand and derive from Danfoss' financial recognition of the
purchase of an additional 38.2% of the share capital in Sauer-Danfoss Inc. in 2008. The weighted average growth rate up until 2021 is estimated to be at the same level as the
general market development. Therefore, an unchanged future market share is assumed. The expected net cash flow growth rate in the terminal period from 2022 and
onwards is estimated to be 2% and is assessed to be at or below the market development. EBIT margin in the terminal period is expected to remain unchanged and this is
also the case for the working capital as a percentage of sales. Investments are assumed to be at the same level as the book depreciations. The sensitivity analysis concludes
that growth during the terminal period can be reduced so that the business lapses (2010: 0%), or the discount cash flow rate can be increased by up to 16% (2010: 9%), without
causing a need for impairment.

Danfoss Refrigeration & A/C Controls)

The goodwill allocated to Danfoss Refrigeration & A/Controls (RC) was primarily acquired in connection with the acquisition of Aztec Energy Partners in the USA in 2006 and

Chatleff LLC in the USA in 2007. The result in RC has been satisfactory in 2011 and it is also assumed that future growth will improve significantly. The result is expected to

remain unchanged. The weighted average growth rate until 2021 is estimated at a higher level compared to the general market development and therefore assuming a

higher market share. The net cash flow during the terminal period from 2022 and onwards is estimated at a 2% annual growth level and is assumed to be at or below the

market development level. EBIT margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales. Investments are assumed at

the same level as the book depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the business lapses (2010: 0% point)

or that the discounted cash flow rate can be increased by up to 44% (2010: 37%) without causing a need for impairment.

11. Intangible fixed assets (continued)

Danfoss Commercial Compressors 

The goodwill allocated to Danfoss Commercial Compressors (CC) was primarily in connection with the acquisition of Scroll Technologies, USA, which was  acquired in 2006.

The result in CC has been satisfactory in 2011 and the weighted average growth rate until 2021 is assumed at a higher level than the general market development and

therefore assuming a higher market share. The net cash flow during the terminal period from 2022 and onwards is estimated at a 2% annual growth level and is assumed to be

at or below the market development level. EBIT margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales. Investments

are assumed at the same level as the book depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the business lapses

(2010: 0% point) or that the discounted cash flow rate can be increased by up to 6% (2010: 16%) without causing a need for impairment.

Software and development costs
Software in progress amounts to 54 mill DKK (2010: 26 mill) and is primarily concerning SAP implementations. Of the entire Group's development activities capitalised
development expenditure in progress amounts to 55 mill DKK (2010: 160 mill). Development activities in progress are related to a larger amount of development projects in
several segments. Software and capitalised development expenditure was mainly built up internally.

In 2011, the Group performed impairment tests for the carrying amount of software and development in progress. The project development process related to the actual
expenses and achieved milestones has been evaluated according to the approved project and business plans. This has not led to a impairment of current development

assets (2010: 0 DKK). The recoverable amount is estimated to be above the carrying amount for the other assets.

mill DKK Parent Company
2010

Goodwill Software

Patents,
trademarks 

etc.*)
Develop-

ment costs Total
Cost as of 1 January 471 401 184 142 727
Additions 22 20 10 52
Disposals -9 -1 -33 -11 -45
Cost as of 31 December 462 422 171 141 734

Depreciation and impairment losses as of 1 January 286 135 34 455
Amortization for the year 52 22 16 90
Disposals -1 -25 -11 -37

Depreciation and impairment losses as of 31 December 337 132 39 508

Carrying amount as of 31 December 462 85 39 102 226

Parent Company
2011

Goodwill Software

Patents,
trademarks 

etc.*)
Develop-

ment costs Total
Cost as of 1 January 462 422 171 141 734
Additions 59 49 1 109
Disposals -52 -52
Cost as of 31 December 462 429 220 142 791

Depreciation and impairment losses as of 1 January 337 132 39 508
Amortization for the year 44 15 25 84
Disposals -52 -52

Depreciation and impairment losses as of 31 December 329 147 64 540

Carrying amount as of 31 December 462 100 73 78 251

*) The amounts under Patents, trademarks etc. are mainly related to non competition clauses.

In relation to the Parent Company's intangible assets, impairment tests of the carrying amounts were implemented at the end of 2011. For more information, please refer to the
section "Impairment tests" for Group. The impairment tests indicates, that there is no need for impairments in 2011.
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11. Intangible fixed assets (continued)

The most significant goodwill allocations as well as the most essential assumptions for the performed impairment tests have been described below.

Group 2010

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2010 30% 23% 14% 14% 19%
Share of the Group's brand at the end of 2010 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 0-2%
Discounted cash flow rate before tax in % as of 31 December 10-11% 10-11% 10-11% 10-11% 10-11%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) *) *) *)
Possible increase in the discounted cash flow rate (percentage points) <20 <9 <37 <16

Group 2011

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2011 32% 24% 14% 14% 16%
Share of the Group's brand at the end of 2011 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discounted cash flow rate before tax in % as of 31 December 12% 12% 12% 12% 12%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) *) *) *)
Possible increase in the discounted cash flow rate (percentage points) <20 <16 <44 <6

*) The expected growth in the terminating period can be annulled without the need for impairment.

Danfoss Heating Solutions 
The goodwill allocated to Danfoss Heating Solutions (HS) derives primarily from the acquisition of the Devi Group in 2003 and Thermia Wärme AB in Sweden in 2005. Earnings
were at a satisfactory level in 2011 and are expected to exceed the general development share until 2021. The net cash flow during the terminal period from 2022 and
onwards is estimated at a 2% annual growth level, which is assumed to be at or below the market development. EBIT margin is expected to remain unchanged during the
terminal period, and so is the working capital as a percentage of sales. Investments are assumed to be at the same level as the book depreciations. The sensitivity analysis
concludes that growth during the terminal period can be reduced so that the business lapses (2010: 0%), or the discount cash flow rate can be increased by up to 20%
(2010: 20%), without causing a need for impairment.

Sauer-Danfoss Inc.
The intangible fixed assets with indefinable useful lifetime, assigned to Sauer-Danfoss Inc., comprise goodwill and brand and derive from Danfoss' financial recognition of the
purchase of an additional 38.2% of the share capital in Sauer-Danfoss Inc. in 2008. The weighted average growth rate up until 2021 is estimated to be at the same level as the
general market development. Therefore, an unchanged future market share is assumed. The expected net cash flow growth rate in the terminal period from 2022 and
onwards is estimated to be 2% and is assessed to be at or below the market development. EBIT margin in the terminal period is expected to remain unchanged and this is
also the case for the working capital as a percentage of sales. Investments are assumed to be at the same level as the book depreciations. The sensitivity analysis concludes
that growth during the terminal period can be reduced so that the business lapses (2010: 0%), or the discount cash flow rate can be increased by up to 16% (2010: 9%), without
causing a need for impairment.

Danfoss Refrigeration & A/C Controls)

The goodwill allocated to Danfoss Refrigeration & A/Controls (RC) was primarily acquired in connection with the acquisition of Aztec Energy Partners in the USA in 2006 and

Chatleff LLC in the USA in 2007. The result in RC has been satisfactory in 2011 and it is also assumed that future growth will improve significantly. The result is expected to

remain unchanged. The weighted average growth rate until 2021 is estimated at a higher level compared to the general market development and therefore assuming a

higher market share. The net cash flow during the terminal period from 2022 and onwards is estimated at a 2% annual growth level and is assumed to be at or below the

market development level. EBIT margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales. Investments are assumed at

the same level as the book depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the business lapses (2010: 0% point)

or that the discounted cash flow rate can be increased by up to 44% (2010: 37%) without causing a need for impairment.

11. Intangible fixed assets (continued)

Danfoss Commercial Compressors 

The goodwill allocated to Danfoss Commercial Compressors (CC) was primarily in connection with the acquisition of Scroll Technologies, USA, which was  acquired in 2006.

The result in CC has been satisfactory in 2011 and the weighted average growth rate until 2021 is assumed at a higher level than the general market development and

therefore assuming a higher market share. The net cash flow during the terminal period from 2022 and onwards is estimated at a 2% annual growth level and is assumed to be

at or below the market development level. EBIT margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales. Investments

are assumed at the same level as the book depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the business lapses

(2010: 0% point) or that the discounted cash flow rate can be increased by up to 6% (2010: 16%) without causing a need for impairment.

Software and development costs
Software in progress amounts to 54 mill DKK (2010: 26 mill) and is primarily concerning SAP implementations. Of the entire Group's development activities capitalised
development expenditure in progress amounts to 55 mill DKK (2010: 160 mill). Development activities in progress are related to a larger amount of development projects in
several segments. Software and capitalised development expenditure was mainly built up internally.

In 2011, the Group performed impairment tests for the carrying amount of software and development in progress. The project development process related to the actual
expenses and achieved milestones has been evaluated according to the approved project and business plans. This has not led to a impairment of current development

assets (2010: 0 DKK). The recoverable amount is estimated to be above the carrying amount for the other assets.

mill DKK Parent Company
2010

Goodwill Software

Patents,
trademarks 

etc.*)
Develop-

ment costs Total
Cost as of 1 January 471 401 184 142 727
Additions 22 20 10 52
Disposals -9 -1 -33 -11 -45
Cost as of 31 December 462 422 171 141 734

Depreciation and impairment losses as of 1 January 286 135 34 455
Amortization for the year 52 22 16 90
Disposals -1 -25 -11 -37

Depreciation and impairment losses as of 31 December 337 132 39 508

Carrying amount as of 31 December 462 85 39 102 226

Parent Company
2011

Goodwill Software

Patents,
trademarks 

etc.*)
Develop-

ment costs Total
Cost as of 1 January 462 422 171 141 734
Additions 59 49 1 109
Disposals -52 -52
Cost as of 31 December 462 429 220 142 791

Depreciation and impairment losses as of 1 January 337 132 39 508
Amortization for the year 44 15 25 84
Disposals -52 -52

Depreciation and impairment losses as of 31 December 329 147 64 540

Carrying amount as of 31 December 462 100 73 78 251

*) The amounts under Patents, trademarks etc. are mainly related to non competition clauses.

In relation to the Parent Company's intangible assets, impairment tests of the carrying amounts were implemented at the end of 2011. For more information, please refer to the
section "Impairment tests" for Group. The impairment tests indicates, that there is no need for impairments in 2011.
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12. Tangible fixed assets

mill DKK Group
2010

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 4,762 10,787 1,021 688
Foreign exchange adjustments 101 42 22 23
Additions through acquisition of subsidiaries 1 14
Transfers 182 571 17 -770
Additions 56 86 36 582
Disposals -174 -3,098 -193 -18
Cost as of 31 December 4,928 8,402 903 505

Depreciations and impairment losses as of 1 January 1,880 6,383 728
Foreign exchange adjustments 13 -121 13
Transfers in the year -5 4
Depreciations for the year 174 1,131 83
Impairments for the year 107 469 11
Disposals -94 -2,995 -182
Depreciations and impairment losses as of 31 December 2,075 4,867 657

Carrying amount as of 31 December 2,853 3,535 246 505

Financial leasing contracts 27 17

In connection to the divestment of the compressor activities in 2010, an impairment test for the fair value was performed. This resulted in an impairment of tangible fixed assets
of 582 mill DKK. The impairment is included in the result of discontinued operations in 2010.

Group
2011

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 4,928 8,402 903 505
Foreign exchange adjustments 19 49 -7 8
Addition through acquisition of subsidiaries 1
Transfers 102 493 -13 -582
Additions 51 189 110 882
Disposals -245 -734 -78 -15
Cost as of 31 December 4,855 8,399 916 798

Depreciations and impairment losses as of 1 January 2,075 4,867 657
Foreign exchange adjustments -3 4 -3
Transfers 9 4 -16
Depreciations for the year 162 934 76
Impairments for the year 22 2
Disposals -112 -639 -72
Depreciations and impairment losses as of 31 December 2,153 5,172 642

Carrying amount as of 31 December 2,702 3,227 274 798

Financial leasing contracts 17 72

The Group's financial leasing contracts are mainly concerning machinery and IT-equipment.  The Group has an option to acquire the leased machinery at favourable
prices at the expiration of the leasing contracts. The leased assets are pledged as collateral for the leasing obligations.

12. Tangible fixed assets (continued)

mill DKK Parent Company
2010

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 257 2,326 408 121
Transfers 2 82 3 -87
Additions 97
Disposals -1 -140 -22 4
Cost as of 31 December 258 2,268 389 135

Depreciations and impairment losses as of 1 January 219 1,802 265
Depreciations for the year 4 143 30
Disposals -122 -21
Depreciations and impairment losses as of 31 December 223 1,823 274

Carrying amount as of 31 December 35 445 115 135

Parent Company
2011

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 258 2,268 389 135
Transfers 1 59 8 -68
Additions 6 71 175
Disposals -58 -14
Cost as of 31 December 259 2,275 454 242

Depreciations and impairment losses as of 1 January 223 1,823 274
Depreciations for the year 3 133 35
Impairments for the year 2
Disposals -52 -13
Depreciations and impairment losses as of 31 December 226 1,906 296

Carrying amount as of 31 December 33 369 158 242

Financial leasing contracts 59

The Parent Company's  financial leasing contracts are mainly concerning IT-equipment. The leased assets are pledged as collateral for the leasing obligations.
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12. Tangible fixed assets

mill DKK Group
2010

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 4,762 10,787 1,021 688
Foreign exchange adjustments 101 42 22 23
Additions through acquisition of subsidiaries 1 14
Transfers 182 571 17 -770
Additions 56 86 36 582
Disposals -174 -3,098 -193 -18
Cost as of 31 December 4,928 8,402 903 505

Depreciations and impairment losses as of 1 January 1,880 6,383 728
Foreign exchange adjustments 13 -121 13
Transfers in the year -5 4
Depreciations for the year 174 1,131 83
Impairments for the year 107 469 11
Disposals -94 -2,995 -182
Depreciations and impairment losses as of 31 December 2,075 4,867 657

Carrying amount as of 31 December 2,853 3,535 246 505

Financial leasing contracts 27 17

In connection to the divestment of the compressor activities in 2010, an impairment test for the fair value was performed. This resulted in an impairment of tangible fixed assets
of 582 mill DKK. The impairment is included in the result of discontinued operations in 2010.

Group
2011

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 4,928 8,402 903 505
Foreign exchange adjustments 19 49 -7 8
Addition through acquisition of subsidiaries 1
Transfers 102 493 -13 -582
Additions 51 189 110 882
Disposals -245 -734 -78 -15
Cost as of 31 December 4,855 8,399 916 798

Depreciations and impairment losses as of 1 January 2,075 4,867 657
Foreign exchange adjustments -3 4 -3
Transfers 9 4 -16
Depreciations for the year 162 934 76
Impairments for the year 22 2
Disposals -112 -639 -72
Depreciations and impairment losses as of 31 December 2,153 5,172 642

Carrying amount as of 31 December 2,702 3,227 274 798

Financial leasing contracts 17 72

The Group's financial leasing contracts are mainly concerning machinery and IT-equipment.  The Group has an option to acquire the leased machinery at favourable
prices at the expiration of the leasing contracts. The leased assets are pledged as collateral for the leasing obligations.

12. Tangible fixed assets (continued)

mill DKK Parent Company
2010

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 257 2,326 408 121
Transfers 2 82 3 -87
Additions 97
Disposals -1 -140 -22 4
Cost as of 31 December 258 2,268 389 135

Depreciations and impairment losses as of 1 January 219 1,802 265
Depreciations for the year 4 143 30
Disposals -122 -21
Depreciations and impairment losses as of 31 December 223 1,823 274

Carrying amount as of 31 December 35 445 115 135

Parent Company
2011

Land and
 buildings Machinery Equipment

Assets under
construction

Cost as of 1 January 258 2,268 389 135
Transfers 1 59 8 -68
Additions 6 71 175
Disposals -58 -14
Cost as of 31 December 259 2,275 454 242

Depreciations and impairment losses as of 1 January 223 1,823 274
Depreciations for the year 3 133 35
Impairments for the year 2
Disposals -52 -13
Depreciations and impairment losses as of 31 December 226 1,906 296

Carrying amount as of 31 December 33 369 158 242

Financial leasing contracts 59

The Parent Company's  financial leasing contracts are mainly concerning IT-equipment. The leased assets are pledged as collateral for the leasing obligations.



76 Annual Report 2011 I The Danfoss Group

13. Inventories

mill DKK

2010 2011 2010 2011

Inventories before provision for obsolescence 780 799 5,193 5,041
Provision for obsolescence -76 -61 -507 -456
Inventories 704 738 4,686 4,585

Inventories stated at net realizable value 47 50 241 347

Impairment of inventories at net realizable value is included in production costs 8 4 84 113

Cost of goods sold included in production costs 3,838 4,008 15,787 16,625

Parent Company Group

14. Trade receivables and receivables from subsidiaries

mill DKK

2010 2011 2010 2011
Trade receivables before provision for bad debts 277 231 4,613 4,411
Provision for bad debts -11 -11 -171 -165
Trade receivables 266 220 4,442 4,246

Trade receivables due after 1 year 1 2

Provision for bad debts as of 1 January -14 -11 -180 -171

Foreign exchange adjustments -10 3

Change in provisions during the year 1 -1 -22 -31

Realized loss during the year 2 1 41 34

Provision for bad debts as of 31 December -11 -11 -171 -165

Trade receivables from subsidiaries 1,472 1,653

Short-term borrowings to subsidiaries 3,085 3,491

Receivables from subsidiaries 4,557 5,144

Parent Company Group

15. Marketable securities

mill DKK

2010 2011 2010 2011

Listed bonds denominated in DKK 60 85

The Group's portfolio of marketable securities are acquired via the Group's reinsurance company in accordance with statutory requirements of insurance companies regarding

cash. The portfolio is measured at fair value and includes listed bonds nominated in Danish Kroner. The average weighted maturity of the bond portfolio was 1.6 years (2010: 1.7)

The bonds have a fixed interest rate.

Parent Company Group

16. Share capital

Shareholders holding more than 5% of the shares or 5% of the votes
Shares Votes

Bitten & Mads Clausen Foundation, Nordborg, Denmark 45.31% 84.58%

Clausen Controls A/S, Sonderborg, Denmark 25.09% 5.38%

Henrik Mads Clausen, Lake Forrest, USA 10.55% 2.27%

Karin Clausen, Holte, Denmark 6.93% 1.48%

Distribution of shares

2010
A-shares B-shares Total shares

Pcs. Nominal value mill DKK Pcs. Nominal value mill DKK Pcs. mill DKK
4,250,000 100 DKK 425.0 6,019,028 100 DKK 601.9 10,269,028 1,026.9

2011
A-shares B-shares Total shares

Pcs. Nominal value mill DKK Pcs. Nominal value mill DKK Pcs. mill DKK
4,250,000 100 DKK 425.0 6,181,028 100 DKK 618.1 10,431,028 1,043.1

A-shares entitle the holder to ten votes for each share while B-shares entitle the holder to one vote for each share. The holders of A-shares also have pre-emptive rights to

A-shares in the event of any increases in share capital. Otherwise no shares have special rights.

Amendments to the Articles of Association or Danfoss A/S’ dissolution require at least two-thirds of the votes cast as well as two-thirds of the voting share capital represented

at the general meeting to be adopted.

Issue of shares

2007 2008 2009 2010 2011
Mill DKK 3 16

Dividend per share (DKK)
2010 2011

Proposed dividend per 100 DKK share 10.0 31.5

Dividend paid per 100 DKK share 10.0

Dividend payment to shareholders has no tax consequences for Danfoss A/S.

The development in the Group's holding of own shares (pcs.) is as follows (B-shares of 100 DKK)
2010 2011

Holding as of 1 January 56,766 67,574

Acquired in the year from employees and the board 10,808 207,272

Sold in the year to the board -5,467

Holding as of 31 December 67,574 269,379

The primary purpose of holding own shares is to secure the share option programme in Danfoss A/S. The total cost price in 2011 for own shares amounts to 710 mill DKK

(2010: 10 mill). Total sales price relating to own shares amounts to 9 mill DKK in 2011 (2010: 0). The Group's holding of own shares represents 2.58% (2010: 0.66%) of the

Group's share capital. The value of own shares held amounts to 924 mill DKK (2010: 73 mill).

Capital management

It is the policy of the Group always to qualify for a comfortable "BBB credit rating".
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13. Inventories

mill DKK

2010 2011 2010 2011

Inventories before provision for obsolescence 780 799 5,193 5,041
Provision for obsolescence -76 -61 -507 -456
Inventories 704 738 4,686 4,585

Inventories stated at net realizable value 47 50 241 347

Impairment of inventories at net realizable value is included in production costs 8 4 84 113

Cost of goods sold included in production costs 3,838 4,008 15,787 16,625

Parent Company Group

14. Trade receivables and receivables from subsidiaries

mill DKK

2010 2011 2010 2011
Trade receivables before provision for bad debts 277 231 4,613 4,411
Provision for bad debts -11 -11 -171 -165
Trade receivables 266 220 4,442 4,246

Trade receivables due after 1 year 1 2

Provision for bad debts as of 1 January -14 -11 -180 -171

Foreign exchange adjustments -10 3

Change in provisions during the year 1 -1 -22 -31

Realized loss during the year 2 1 41 34

Provision for bad debts as of 31 December -11 -11 -171 -165

Trade receivables from subsidiaries 1,472 1,653

Short-term borrowings to subsidiaries 3,085 3,491

Receivables from subsidiaries 4,557 5,144

Parent Company Group

15. Marketable securities

mill DKK

2010 2011 2010 2011

Listed bonds denominated in DKK 60 85

The Group's portfolio of marketable securities are acquired via the Group's reinsurance company in accordance with statutory requirements of insurance companies regarding

cash. The portfolio is measured at fair value and includes listed bonds nominated in Danish Kroner. The average weighted maturity of the bond portfolio was 1.6 years (2010: 1.7)

The bonds have a fixed interest rate.

Parent Company Group

16. Share capital

Shareholders holding more than 5% of the shares or 5% of the votes
Shares Votes

Bitten & Mads Clausen Foundation, Nordborg, Denmark 45.31% 84.58%

Clausen Controls A/S, Sonderborg, Denmark 25.09% 5.38%

Henrik Mads Clausen, Lake Forrest, USA 10.55% 2.27%

Karin Clausen, Holte, Denmark 6.93% 1.48%

Distribution of shares

2010
A-shares B-shares Total shares

Pcs. Nominal value mill DKK Pcs. Nominal value mill DKK Pcs. mill DKK
4,250,000 100 DKK 425.0 6,019,028 100 DKK 601.9 10,269,028 1,026.9

2011
A-shares B-shares Total shares

Pcs. Nominal value mill DKK Pcs. Nominal value mill DKK Pcs. mill DKK
4,250,000 100 DKK 425.0 6,181,028 100 DKK 618.1 10,431,028 1,043.1

A-shares entitle the holder to ten votes for each share while B-shares entitle the holder to one vote for each share. The holders of A-shares also have pre-emptive rights to

A-shares in the event of any increases in share capital. Otherwise no shares have special rights.

Amendments to the Articles of Association or Danfoss A/S’ dissolution require at least two-thirds of the votes cast as well as two-thirds of the voting share capital represented

at the general meeting to be adopted.

Issue of shares

2007 2008 2009 2010 2011
Mill DKK 3 16

Dividend per share (DKK)
2010 2011

Proposed dividend per 100 DKK share 10.0 31.5

Dividend paid per 100 DKK share 10.0

Dividend payment to shareholders has no tax consequences for Danfoss A/S.

The development in the Group's holding of own shares (pcs.) is as follows (B-shares of 100 DKK)
2010 2011

Holding as of 1 January 56,766 67,574

Acquired in the year from employees and the board 10,808 207,272

Sold in the year to the board -5,467

Holding as of 31 December 67,574 269,379

The primary purpose of holding own shares is to secure the share option programme in Danfoss A/S. The total cost price in 2011 for own shares amounts to 710 mill DKK

(2010: 10 mill). Total sales price relating to own shares amounts to 9 mill DKK in 2011 (2010: 0). The Group's holding of own shares represents 2.58% (2010: 0.66%) of the

Group's share capital. The value of own shares held amounts to 924 mill DKK (2010: 73 mill).

Capital management

It is the policy of the Group always to qualify for a comfortable "BBB credit rating".
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17. Provisions

mill DKK Group
2011

Warranty
Restruc-

turing
Contingent 

consideration Other Total

Provisions as of 1 January 466 52 40 217 775
Foreign exchange adjustments etc. 6 1 1 8
Provisions used in the year -237 -34 -40 -13 -324
Provisions reversed in the year -50 -6 -2 -15 -73
Provisions made in the year 293 20 6 81 400
Disposals through sale of subsidiaries -2 -2 -4
Provisions as of 31 December 476 32 5 269 782

Estimated maturity of above provisions: 2010 2011
Within 1 year 429 332
Between 1 and 5 years 246 312
After more than 5 years 100 138

775 782

Parent Company
2011

Warranty
Restruc-

turing
Contingent 

consideration Other Total

Provisions as of 1 January 31 1 36 68
Provisions used in the year -6 -5 -11
Provisions reversed in the year -13 -13
Provisions made in the year 16 2 1 19
Provisions as of 31 December 28 3 32 63

Estimated maturity of above provisions: 2010 2011
Within 1 year 28 28
Between 1 and 5 years 26 23
After 5 years 14 12

68 63

Provisions for warranty comprise expected costs arising during the warranty period of the Group's products. Some of the warranty obligations are expected to be covered by

the Group's insurance companies. As of 31 December no claims receivable related to provisions for warranty are included (2010: 8 mill). 

The Group's allocated provision for restructuring mainly consists of expected cost for termination benefits. Conditional acquisition payments consist of "earn out" agreements in

connection with acquisitions. The Group's other provisions mainly consist of certain employee expenses, including jubilee costs.

Provisions have been discounted to net present value, if the values are significant.

Group

Parent Company

18. Share incentive programs

The share programmes established in Danfoss A/S and the subsidiary Sauer-Danfoss Inc. are included in Danfoss Group. 
The three most significant programmes are described below in separate paragraphs.

Danfoss A/S share schemes
Since 2001 Danfoss has had share scheme programmes as described individually below.

The calculation of fair values for the balance sheet as of balance sheet dates and for stating the values of the 2004 and subsequent programmes as per the allotment dates is

based on the Black & Scholes model. The assumptions for the statement of outstanding options and warrants are:

2010 2011
Share price 1,077 3,431
Expected volatility 49.0% 35.0%
Expected dividends 1.0% 1.0%
Risk-free interest rate 1.7-3.2% 1.4-3.6%
Exercise prices and terms of maturity for the programmes

Since Danfoss is not a listed company, the above share price calculation, which has been made by an independent third party, has been based on a comparison with a number

of comparable domestic and international listed companies. The share price for 2011 of 3,431 has been regulated at the Annual General Meeting in 2011 while the new 

share price will be fixed at the Annual General Meeting in 2012.

Equity compensation benefits established in 2001
In 2001 Danfoss established a share option programme for the Board and a warrant programme for executives and senior managers. In addition to the share scheme

programme a phantom share scheme programme was established for a few nonresident senior managers. This programme applies the same principles as the original share

scheme programme and is therefore being accounted for correspondingly. Participation in the programme was conditioned by purchasing shares at the market value before

the Annual General Meeting in 2002. One third of the share options/warrants were granted at the start-up of the programme in 2001. The main condition for achieving the

right to receive the remaining options/warrants was for RONA to exceed a certain minimum level for the financial years 2002 and 2003. Based on this condition, options

and warrants were granted in 2003 and in 2004.

The granted share options and warrants entitle to purchase or subscribe for B-shares (at 100 DKK each) respectively from the year Danfoss will be listed on the stock

exchange at various exercise prices according to the below statement. If Danfoss is not going to be listed on the stock exchange, the value of the options and warrants can

be cashed. When cashing in an option or a warrant, the value will be calculated as the current share price minus the exercise price. The warrants should have been exercised
 or cashed in before the Annual General Meeting at the 29th of April 2011.

Holdings and exercises/transfers of options and warrants in relation to the above programme are specified below:

Outstanding as of 1 january: Executive

The Board Committee Executives Other Fair value Fair value

(number) (number) (number) (number) (DKK each) (mill DKK)

Options/warrants - exercise price at 749 3,334 328 1
Options/warrants - exercise price at 752 4,466 325 1

7,800 2

Exercise/transfer(-) in 2011: Exercise Paid out 

price (mill DKK)

Options/warrants - exercise price at 749 -3,334 1,077 1
Options/warrants - exercise price at 752 -4,466 1,077 1

-7,800 2

Outstanding as of 31 December: Fair value Fair value

(DKK each) (mill DKK)

Options/warrants - exercise price at 749 0
Options/warrants - exercise price at 752 0

0

See below
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17. Provisions

mill DKK Group
2011

Warranty
Restruc-

turing
Contingent 

consideration Other Total
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After 5 years 14 12

68 63

Provisions for warranty comprise expected costs arising during the warranty period of the Group's products. Some of the warranty obligations are expected to be covered by

the Group's insurance companies. As of 31 December no claims receivable related to provisions for warranty are included (2010: 8 mill). 

The Group's allocated provision for restructuring mainly consists of expected cost for termination benefits. Conditional acquisition payments consist of "earn out" agreements in

connection with acquisitions. The Group's other provisions mainly consist of certain employee expenses, including jubilee costs.

Provisions have been discounted to net present value, if the values are significant.

Group

Parent Company

18. Share incentive programs

The share programmes established in Danfoss A/S and the subsidiary Sauer-Danfoss Inc. are included in Danfoss Group. 
The three most significant programmes are described below in separate paragraphs.

Danfoss A/S share schemes
Since 2001 Danfoss has had share scheme programmes as described individually below.

The calculation of fair values for the balance sheet as of balance sheet dates and for stating the values of the 2004 and subsequent programmes as per the allotment dates is

based on the Black & Scholes model. The assumptions for the statement of outstanding options and warrants are:

2010 2011
Share price 1,077 3,431
Expected volatility 49.0% 35.0%
Expected dividends 1.0% 1.0%
Risk-free interest rate 1.7-3.2% 1.4-3.6%
Exercise prices and terms of maturity for the programmes

Since Danfoss is not a listed company, the above share price calculation, which has been made by an independent third party, has been based on a comparison with a number

of comparable domestic and international listed companies. The share price for 2011 of 3,431 has been regulated at the Annual General Meeting in 2011 while the new 

share price will be fixed at the Annual General Meeting in 2012.

Equity compensation benefits established in 2001
In 2001 Danfoss established a share option programme for the Board and a warrant programme for executives and senior managers. In addition to the share scheme

programme a phantom share scheme programme was established for a few nonresident senior managers. This programme applies the same principles as the original share

scheme programme and is therefore being accounted for correspondingly. Participation in the programme was conditioned by purchasing shares at the market value before

the Annual General Meeting in 2002. One third of the share options/warrants were granted at the start-up of the programme in 2001. The main condition for achieving the

right to receive the remaining options/warrants was for RONA to exceed a certain minimum level for the financial years 2002 and 2003. Based on this condition, options

and warrants were granted in 2003 and in 2004.

The granted share options and warrants entitle to purchase or subscribe for B-shares (at 100 DKK each) respectively from the year Danfoss will be listed on the stock

exchange at various exercise prices according to the below statement. If Danfoss is not going to be listed on the stock exchange, the value of the options and warrants can

be cashed. When cashing in an option or a warrant, the value will be calculated as the current share price minus the exercise price. The warrants should have been exercised
 or cashed in before the Annual General Meeting at the 29th of April 2011.

Holdings and exercises/transfers of options and warrants in relation to the above programme are specified below:

Outstanding as of 1 january: Executive

The Board Committee Executives Other Fair value Fair value

(number) (number) (number) (number) (DKK each) (mill DKK)

Options/warrants - exercise price at 749 3,334 328 1
Options/warrants - exercise price at 752 4,466 325 1

7,800 2

Exercise/transfer(-) in 2011: Exercise Paid out 

price (mill DKK)

Options/warrants - exercise price at 749 -3,334 1,077 1
Options/warrants - exercise price at 752 -4,466 1,077 1

-7,800 2

Outstanding as of 31 December: Fair value Fair value

(DKK each) (mill DKK)

Options/warrants - exercise price at 749 0
Options/warrants - exercise price at 752 0

0

See below
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18. Share incentive programs (continued)

Equity compensation benefits established in 2004 and subsequent programmes
In 2004 and 2007 Danfoss A/S established a share option programme for the Board and a warrant programme for executives and senior managers. The condition for

participation in the programme was for the executives and the senior managers to purchase compulsory shares. Equivalent to the previous share scheme programme, the

main condition for achieving the right to receive the remaining options/warrants was for RONA to exceed a certain minimum level for the respective accounting years. The

granted options and warrants give the right to purchase/subscribe to B-shares (at 100 DKK each) at fixed exercise prices 3 years after the allotment date at the earliest.

In 2009, Danfoss A/S set up a new warrant programme for executive committee members and senior managers. As opposed to former programmes, participation in the 2009

programme was not conditional on the purchase of shares. Likewise, a RONA minimum level was not defined for the programme. Since Danfoss A/S has an obligation to

rebuy shares under the share option programmes, provisions are being made in the balance sheet for this obligation.

Information on the 2004 and subsequent programmes Fair value

at date of

Granted Granted allotment Earliest Latest

(year) (number) (DKK each) exercise exercise

Options/warrants - exercise price at 1,222 2005 86,459 564 May 2008 May 2015

Options/warrants - exercise price at 1,522 2006 84,895 762 May 2009 May 2016

Options/warrants - exercise price at 1,932 2007 97,121 983 May 2010 May 2017

Options/warrants - exercise price at 1,808 2008 59,053 895 May 2011 May 2014

Warrants - exercise price at 1,100 2009 139,050 365 May 2012 May 2015

466,578

Holdings and exercises/transfers of options and warrants in relation to the 2004 and subsequent programmes are specified below:

Granted options/warrants 1 January: Executive

The Board Committee Executives Other Fair value Fair value

(number) (number) (number) (number) (DKK each) (mill DKK)

Options/warrants - exercise price at 1,222 8,467 5,332 36,642 413 21
Options/warrants - exercise price at 1,522 8,767 8,400 10,299 55,128 392 32
Options/warrants - exercise price at 1,932 9,266 10,800 12,038 61,851 370 35
Options/warrants - exercise price at 1,808 6,470 9,000 9,077 34,132 249 15
Warrants - exercise price at 1,100 29,550 24,400 80,150 445 59

32,970 57,750 61,146 267,903 162

Changes in the share price/fair value:
Options/warrants - exercise price at 1,222 1,842 91
Options/warrants - exercise price at 1,522 1,676 130
Options/warrants - exercise price at 1,932 1,506 124
Options/warrants - exercise price at 1,808 1,517 84
Warrants - exercise price at 1,100 1,907 250

679
Disposal due to subscription of shares:

Options/warrants - exercise price at 1,222 -3,999 -28,995 2,209 -73
Options/warrants - exercise price at 1,522 -300 -8,400 -7,633 -37,073 1,909 -102
Options/warrants - exercise price at 1,932 -800 -8,400 -7,736 -28,900 1,499 -69
Options/warrants - exercise price at 1,808 -432 -7,125 -8,439 -18,925 1,623 -57

-1,532 -23,925 -27,807 -113,893 -301

Exercise/transfer due to retirements:
Warrants - exercise price at 1,100 -4,550 1,200 -1

-4,550 1,200 -1

Granted options/warrants 31 December:
Options/warrants - exercise price at 1,222 8,467 1,333 7,647 2,255 39
Options/warrants - exercise price at 1,522 8,467 2,666 18,055 2,068 60
Options/warrants - exercise price at 1,932 8,466 2,400 4,302 32,951 1,876 90
Options/warrants - exercise price at 1,808 6,038 1,875 638 15,207 1,766 42
Warrants - exercise price at 1,100 29,550 19,850 81,350 2,352 308

31,438 33,825 28,789 155,210 539

The total provision per 31 December 2011 for 2004 and subsequent share schemes is calculated at 503 mill DKK.

18. Share incentive programs (continued)

Equity compensation benefit Sauer-Danfoss Inc.

In Sauer-Danfoss Inc. a number of equity compensation plans are established.  

Program for Employees

In 2006 Sauer-Danfoss Inc. established a performance program for their senior management. The condition for receiving performance units is a set of performance goals,

which are conditioned by growth in net sales and RONA performance. The settlement of performance units is in shares of Sauer-Danfoss Inc. stock or cash. The compensa-

tion committee of Sauer-Danfoss Inc. sets performance goals for each performance unit grant and depending on the extent to which these goals are met will determine the

number of performance units that will be paid out to the participants.  

The performance units entitle the participants to receive an amount equal to Sauer-Danfoss Inc.’ dividends during the vesting period. The total number of shares that can be

issued under the 2006 program cannot exceed 3.5 mill shares.

Holdings, grants and settlements of “performance units” in relation to the above programmes are specified below:

Average fair
value on

grant date Fair value Fair value

Equity based: Equity units (USD each) (USD each) (mill DKK)

Units outstanding as of 1 January 166,067 18.89 28.25 26

Units converted into shares -166,067

Units forfeited

Units outstanding as of 31 December 0

In addition to the above, "deferred" shares worth 60,626 were allotted on December 31 2011. "Deferred" shares are shares which will formally be allotted over the next years.

Accounting expenses incurred from these shares have been recognized in previous years.

Programme for Non-employee members of the Board of Directors for Sauer-Danfoss Inc.

In 2006 a programme was established for certain members of the board of directors of Sauer-Danfoss Inc. The programme permits the granting of non-qualified stock

options and restricted common stock to directors of Sauer-Danfoss Inc. who are not employees of Sauer-Danfoss Inc. 

The right to shares is lost in case of non-fulfilment of certain conditions. In 2011, 13,500 (2010: 13,500) shares were issued under this programme. Outstanding, restricted shares

amount to 27,000 shares. The total number of shares to be allotted and issued under this plan must not exceed 250,000.  The Danfoss Group Board and Executive Committee

have up until 2011 allotted 15,000 shares which remain subject to restrictions.

The fair value of performance units is determined at the share price for the Sauer-Danfoss Inc. share at the given dates.

Recognition of equity compensation programmes concerning Danfoss A/S and Sauer-Danfoss Inc.

mill DKK

Recognition of programmes in the Income Statement

2010 2011 2010 2011

Subsidiaries 219 17 8

Parent company 1 425 25 15

The Danfoss Group 1 644 42 23

Recognition of programmes in Balance Sheet

2010 2011 2010 2011
Long term debt 31 31

Short term debt 102 503 104 503

133 503 135 503

*) Since the fair value of the share schemes is accrued up to the first possible vesting date, the above fair values for the 2004 and subsequent programmes (539 mill DKK)
    cannot be reconciled with the recognized long term liabilities (503 mill DKK).

Parent Company Group

Financial items Fixed expenses



81Annual Report 2011 I The Danfoss Group

18. Share incentive programs (continued)

Equity compensation benefits established in 2004 and subsequent programmes
In 2004 and 2007 Danfoss A/S established a share option programme for the Board and a warrant programme for executives and senior managers. The condition for

participation in the programme was for the executives and the senior managers to purchase compulsory shares. Equivalent to the previous share scheme programme, the

main condition for achieving the right to receive the remaining options/warrants was for RONA to exceed a certain minimum level for the respective accounting years. The

granted options and warrants give the right to purchase/subscribe to B-shares (at 100 DKK each) at fixed exercise prices 3 years after the allotment date at the earliest.

In 2009, Danfoss A/S set up a new warrant programme for executive committee members and senior managers. As opposed to former programmes, participation in the 2009

programme was not conditional on the purchase of shares. Likewise, a RONA minimum level was not defined for the programme. Since Danfoss A/S has an obligation to

rebuy shares under the share option programmes, provisions are being made in the balance sheet for this obligation.

Information on the 2004 and subsequent programmes Fair value

at date of

Granted Granted allotment Earliest Latest

(year) (number) (DKK each) exercise exercise

Options/warrants - exercise price at 1,222 2005 86,459 564 May 2008 May 2015

Options/warrants - exercise price at 1,522 2006 84,895 762 May 2009 May 2016

Options/warrants - exercise price at 1,932 2007 97,121 983 May 2010 May 2017

Options/warrants - exercise price at 1,808 2008 59,053 895 May 2011 May 2014

Warrants - exercise price at 1,100 2009 139,050 365 May 2012 May 2015

466,578

Holdings and exercises/transfers of options and warrants in relation to the 2004 and subsequent programmes are specified below:

Granted options/warrants 1 January: Executive

The Board Committee Executives Other Fair value Fair value

(number) (number) (number) (number) (DKK each) (mill DKK)

Options/warrants - exercise price at 1,222 8,467 5,332 36,642 413 21
Options/warrants - exercise price at 1,522 8,767 8,400 10,299 55,128 392 32
Options/warrants - exercise price at 1,932 9,266 10,800 12,038 61,851 370 35
Options/warrants - exercise price at 1,808 6,470 9,000 9,077 34,132 249 15
Warrants - exercise price at 1,100 29,550 24,400 80,150 445 59

32,970 57,750 61,146 267,903 162

Changes in the share price/fair value:
Options/warrants - exercise price at 1,222 1,842 91
Options/warrants - exercise price at 1,522 1,676 130
Options/warrants - exercise price at 1,932 1,506 124
Options/warrants - exercise price at 1,808 1,517 84
Warrants - exercise price at 1,100 1,907 250

679
Disposal due to subscription of shares:

Options/warrants - exercise price at 1,222 -3,999 -28,995 2,209 -73
Options/warrants - exercise price at 1,522 -300 -8,400 -7,633 -37,073 1,909 -102
Options/warrants - exercise price at 1,932 -800 -8,400 -7,736 -28,900 1,499 -69
Options/warrants - exercise price at 1,808 -432 -7,125 -8,439 -18,925 1,623 -57

-1,532 -23,925 -27,807 -113,893 -301

Exercise/transfer due to retirements:
Warrants - exercise price at 1,100 -4,550 1,200 -1

-4,550 1,200 -1

Granted options/warrants 31 December:
Options/warrants - exercise price at 1,222 8,467 1,333 7,647 2,255 39
Options/warrants - exercise price at 1,522 8,467 2,666 18,055 2,068 60
Options/warrants - exercise price at 1,932 8,466 2,400 4,302 32,951 1,876 90
Options/warrants - exercise price at 1,808 6,038 1,875 638 15,207 1,766 42
Warrants - exercise price at 1,100 29,550 19,850 81,350 2,352 308

31,438 33,825 28,789 155,210 539

The total provision per 31 December 2011 for 2004 and subsequent share schemes is calculated at 503 mill DKK.

18. Share incentive programs (continued)

Equity compensation benefit Sauer-Danfoss Inc.

In Sauer-Danfoss Inc. a number of equity compensation plans are established.  

Program for Employees

In 2006 Sauer-Danfoss Inc. established a performance program for their senior management. The condition for receiving performance units is a set of performance goals,

which are conditioned by growth in net sales and RONA performance. The settlement of performance units is in shares of Sauer-Danfoss Inc. stock or cash. The compensa-

tion committee of Sauer-Danfoss Inc. sets performance goals for each performance unit grant and depending on the extent to which these goals are met will determine the

number of performance units that will be paid out to the participants.  

The performance units entitle the participants to receive an amount equal to Sauer-Danfoss Inc.’ dividends during the vesting period. The total number of shares that can be

issued under the 2006 program cannot exceed 3.5 mill shares.

Holdings, grants and settlements of “performance units” in relation to the above programmes are specified below:

Average fair
value on

grant date Fair value Fair value

Equity based: Equity units (USD each) (USD each) (mill DKK)

Units outstanding as of 1 January 166,067 18.89 28.25 26

Units converted into shares -166,067

Units forfeited

Units outstanding as of 31 December 0

In addition to the above, "deferred" shares worth 60,626 were allotted on December 31 2011. "Deferred" shares are shares which will formally be allotted over the next years.

Accounting expenses incurred from these shares have been recognized in previous years.

Programme for Non-employee members of the Board of Directors for Sauer-Danfoss Inc.

In 2006 a programme was established for certain members of the board of directors of Sauer-Danfoss Inc. The programme permits the granting of non-qualified stock

options and restricted common stock to directors of Sauer-Danfoss Inc. who are not employees of Sauer-Danfoss Inc. 

The right to shares is lost in case of non-fulfilment of certain conditions. In 2011, 13,500 (2010: 13,500) shares were issued under this programme. Outstanding, restricted shares

amount to 27,000 shares. The total number of shares to be allotted and issued under this plan must not exceed 250,000.  The Danfoss Group Board and Executive Committee

have up until 2011 allotted 15,000 shares which remain subject to restrictions.

The fair value of performance units is determined at the share price for the Sauer-Danfoss Inc. share at the given dates.

Recognition of equity compensation programmes concerning Danfoss A/S and Sauer-Danfoss Inc.

mill DKK

Recognition of programmes in the Income Statement

2010 2011 2010 2011

Subsidiaries 219 17 8

Parent company 1 425 25 15

The Danfoss Group 1 644 42 23

Recognition of programmes in Balance Sheet

2010 2011 2010 2011
Long term debt 31 31

Short term debt 102 503 104 503

133 503 135 503

*) Since the fair value of the share schemes is accrued up to the first possible vesting date, the above fair values for the 2004 and subsequent programmes (539 mill DKK)
    cannot be reconciled with the recognized long term liabilities (503 mill DKK).

Parent Company Group

Financial items Fixed expenses
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19. Deferred tax assets and liabilities

mill DKK

Changes in deferred taxes

2010 2011 2010 2011
Deferred taxes as of 1 January, (net) *) -87 -76 -29 -182
Foreign exchange adjustment 14 48
Additions through acquisition of/merger with subsidiary -16
The year's change in deferred tax recognized in the Income Statement 8 38 -63 -173
The year's change in deferred tax recognized in Other Comprehensive Income 3 20 58
Impairment related to sale of subsidiaries -108 -55

Deferred taxes as of 31 December, (net) *) -76 -38 -182 -304

*) Liability (-)

Due to the divestment of the compressor activities, an impairment at fair value was performed in 2010, which resulted in an impairment of deferred tax assets of 108 mill DKK.
In 2011 there have been made further impairment of former activated loss on 55 mill DKK, which despite the expectation can not be used.
The impairment is included in the result of discontinued activities in both 2010 and 2011.

Deferred tax assets and liabilities attributed to accounting items

2010 2011 2010 2011

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Intangible fixed assets 76 39
Fixed assets and non-current financial assets 68 50 511 327
Current assets 14 18 303 329
Liabilities 30 79 678 677
Gross tax value of loss carry-forwards 742 730

Non-activated tax assets from tax deficits -109 -166

112 147 2,201 1,936
Set-off of tax -112 -147 -525 -682
Deferred tax assets 0 0 1,676 1,254

2010 2011 2010 2011

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Intangible fixed assets 52 58 1,512 1,447
Fixed assets and non-current financial assets 15 467 377
Current assets 15 15 218 180
Liabilities 14 19 79 158
Deferred tax regarding Danish joint taxation 107 78 107 78

188 185 2,383 2,240
Set off of tax -112 -147 -525 -682
Deferred tax liabilities 76 38 1,858 1,558
 

A major part of the tax asset related to carry-forward tax losses of 564 mill DKK net (2010: 633 mill) is deriving from companies that have suffered tax losses in the last three years.

This tax asset is expected to be utilized primarily through higher future taxable income in the respective companies.

The tax value of unrecognized tax assets related to carry-forward tax losses amounts to 166 mill DKK (2010: 109 mill). The amount is not recognized as an asset, as the carry-

forward tax losses are not expected to be utilized.

Of the Parent Company's deferred tax liability of 38 mill DKK (2010: 76 mill), 78 mill DKK (2010: 107 mill) can be attributed to taxes relating to joint taxation with foreign
subsidiaries in previous years. The parent company have deferred tax liability concerning temperary differences in foreign subsidiaries and associates/joint ventures of
316 mill DK (2010: 272 mill). The liabilities are not recognized because the Group decides on their utilization and it is likely, that the liabilities not will be activated in the
foreseeable future.

Parent Company Group

Parent Company Group

Parent Company Group

20. Defined benefit plans and health care obligations

The major part of the Group's pension plans are defined contribution plans. However, a number of foreign subsidiaries have defined benefit plans plans with obligations that

are unfunded or only partly funded in some cases. 

It is the Group’s policy that pension plans within the Group should be arranged as defined contribution plans. However, in countries like USA, Great Britain, Germany and

Norway there is a tradition for defined benefit plans. Defined benefit plans that are unfunded are mainly located in the subsidiaries Sauer-Danfoss Inc., Danfoss Bauer GmbH and

Danfoss Compressors GmbH. In these companies unfunded plans amount to approximately 521 mill DKK (2010: 632 mill). The obligations in these plans are slowly being

reduced, as benefits are only indexed and not offered to new employees.

Funded and partly funded plans are mainly located in USA, Great Britain, Germany and Norway. All significant defined benefit plans are calculated by independent actuarial

advisors. 

mill DKK

The Group's defined benefit plan obligations

2010 2011
Present value of funded and unfunded obligations 2,758 2,794
Fair value of the assets connected to the plans -1,625 -1,704

1,133 1,090
Above obligations are recorded as follows:

Defined benefit plans, liabilities 1,133 1,090

Development in the present value of defined benefit plan obligations

2010 2011
Net liability as of 1 January 2,489 2,758
Foreign exchange adjustments 106 58
Pension expenses in the year 36 35
Interest 140 140
Actuarial gains(-)/losses 132 172
Gains from reductions and redemptions -136
Disbursed pensions from the Group -57 -44
Disbursed pensions from pension plan assets -88 -93
Transfer from other long term debt 8 1
Disposals through sale of subsidiaries -16
Disposals through transition to defined contribution plans etc. -8 -81
Net liability as of 31 December 2,758 2,794

Development in the fair value of pension plan assets

2010 2011
Pension plan assets  as of 1 January 1,357 1,625
Foreign exchange adjustments 71 38

Estimated return on pension plan assets 97 111
Actuarial gains/losses(-) 54 -31

Payments by the Group 129 120

Disbursed pensions -87 -81

Adjustments 4 3
Disposals through transition to defined contribution plans etc. -81
Pension plan assets as of 31 December 1,625 1,704

Actual return on the pension plan's assets

2010 2011
Estimated return on the pension plan assets 97 111
Actuarial gains/losses(-) 54 -31

151 80

Group

Group

Group

Group
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19. Deferred tax assets and liabilities

mill DKK

Changes in deferred taxes

2010 2011 2010 2011
Deferred taxes as of 1 January, (net) *) -87 -76 -29 -182
Foreign exchange adjustment 14 48
Additions through acquisition of/merger with subsidiary -16
The year's change in deferred tax recognized in the Income Statement 8 38 -63 -173
The year's change in deferred tax recognized in Other Comprehensive Income 3 20 58
Impairment related to sale of subsidiaries -108 -55

Deferred taxes as of 31 December, (net) *) -76 -38 -182 -304

*) Liability (-)

Due to the divestment of the compressor activities, an impairment at fair value was performed in 2010, which resulted in an impairment of deferred tax assets of 108 mill DKK.
In 2011 there have been made further impairment of former activated loss on 55 mill DKK, which despite the expectation can not be used.
The impairment is included in the result of discontinued activities in both 2010 and 2011.

Deferred tax assets and liabilities attributed to accounting items

2010 2011 2010 2011

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Intangible fixed assets 76 39
Fixed assets and non-current financial assets 68 50 511 327
Current assets 14 18 303 329
Liabilities 30 79 678 677
Gross tax value of loss carry-forwards 742 730

Non-activated tax assets from tax deficits -109 -166

112 147 2,201 1,936
Set-off of tax -112 -147 -525 -682
Deferred tax assets 0 0 1,676 1,254

2010 2011 2010 2011

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Intangible fixed assets 52 58 1,512 1,447
Fixed assets and non-current financial assets 15 467 377
Current assets 15 15 218 180
Liabilities 14 19 79 158
Deferred tax regarding Danish joint taxation 107 78 107 78

188 185 2,383 2,240
Set off of tax -112 -147 -525 -682
Deferred tax liabilities 76 38 1,858 1,558
 

A major part of the tax asset related to carry-forward tax losses of 564 mill DKK net (2010: 633 mill) is deriving from companies that have suffered tax losses in the last three years.

This tax asset is expected to be utilized primarily through higher future taxable income in the respective companies.

The tax value of unrecognized tax assets related to carry-forward tax losses amounts to 166 mill DKK (2010: 109 mill). The amount is not recognized as an asset, as the carry-

forward tax losses are not expected to be utilized.

Of the Parent Company's deferred tax liability of 38 mill DKK (2010: 76 mill), 78 mill DKK (2010: 107 mill) can be attributed to taxes relating to joint taxation with foreign
subsidiaries in previous years. The parent company have deferred tax liability concerning temperary differences in foreign subsidiaries and associates/joint ventures of
316 mill DK (2010: 272 mill). The liabilities are not recognized because the Group decides on their utilization and it is likely, that the liabilities not will be activated in the
foreseeable future.

Parent Company Group

Parent Company Group

Parent Company Group

20. Defined benefit plans and health care obligations

The major part of the Group's pension plans are defined contribution plans. However, a number of foreign subsidiaries have defined benefit plans plans with obligations that

are unfunded or only partly funded in some cases. 

It is the Group’s policy that pension plans within the Group should be arranged as defined contribution plans. However, in countries like USA, Great Britain, Germany and

Norway there is a tradition for defined benefit plans. Defined benefit plans that are unfunded are mainly located in the subsidiaries Sauer-Danfoss Inc., Danfoss Bauer GmbH and

Danfoss Compressors GmbH. In these companies unfunded plans amount to approximately 521 mill DKK (2010: 632 mill). The obligations in these plans are slowly being

reduced, as benefits are only indexed and not offered to new employees.

Funded and partly funded plans are mainly located in USA, Great Britain, Germany and Norway. All significant defined benefit plans are calculated by independent actuarial

advisors. 

mill DKK

The Group's defined benefit plan obligations

2010 2011
Present value of funded and unfunded obligations 2,758 2,794
Fair value of the assets connected to the plans -1,625 -1,704

1,133 1,090
Above obligations are recorded as follows:

Defined benefit plans, liabilities 1,133 1,090

Development in the present value of defined benefit plan obligations

2010 2011
Net liability as of 1 January 2,489 2,758
Foreign exchange adjustments 106 58
Pension expenses in the year 36 35
Interest 140 140
Actuarial gains(-)/losses 132 172
Gains from reductions and redemptions -136
Disbursed pensions from the Group -57 -44
Disbursed pensions from pension plan assets -88 -93
Transfer from other long term debt 8 1
Disposals through sale of subsidiaries -16
Disposals through transition to defined contribution plans etc. -8 -81
Net liability as of 31 December 2,758 2,794

Development in the fair value of pension plan assets

2010 2011
Pension plan assets  as of 1 January 1,357 1,625
Foreign exchange adjustments 71 38

Estimated return on pension plan assets 97 111
Actuarial gains/losses(-) 54 -31

Payments by the Group 129 120

Disbursed pensions -87 -81

Adjustments 4 3
Disposals through transition to defined contribution plans etc. -81
Pension plan assets as of 31 December 1,625 1,704

Actual return on the pension plan's assets

2010 2011
Estimated return on the pension plan assets 97 111
Actuarial gains/losses(-) 54 -31

151 80

Group

Group

Group

Group
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20. Defined benefit plans and health care obligations (continued)

mill DKK

Expenses recognized in the Income Statement

2010 2011
Pension expenses in the year 36 35
Interest 140 140

Estimated return on pension plan assets -97 -111
Gains from reductions and redemptions -136
Expensed in the Income Statement as employment costs 79 -72

Pension costs distribution on functions:

Pension cost posted under cost of sales 36 29

Pension cost posted under distribution cost 11 9
Pension cost posted under administration cost 32 26

DBP settlements posted under special items -136

79 -72

Health benefit plans

In the above specifications the following health benefit plans are included.  The plans are all included in Sauer-Danfoss Inc. and are cover certain employees in the United

States. Sauer-Danfoss Inc. has the right to modify or terminate any of these plans in the future. The development in the health benefit plans is specified below.

Development in the present value of health benefit plans

2010 2011
Net liability as of 1 January 228 297

Foreign exchange adjustments 18 8

Service costs 1 1

Interest 16 15

Plan participant contribution 3 3

Actuarial gains(-)/losses 54 11

Gains from reductions and redemptions -112

Disbursed payments -23 -22

Net liability as of 31 December 297 201

2010 2011
Specification of disbursed payments:

Payments by the Group -20 -19

Payments by plan participants -3 -3

Total payments -23 -22

2010 2011
Accumulated actuarial gains/losses(-) since 1 January 2005 have been recorded directly under the equity -307 -510

Pension plan assets consist of the following:

2010 2010 2011 2011
Shares and similar securities 956 59% 834 49%
Bonds 626 38% 685 40%
Sundry financial instruments 126 7%
Other 43 3% 59 5%

1,625 100% 1,704 100%

Group

Group Group

Group

Group

20. Defined benefit plans and health care obligations (continued)

Principal actuarial assumptions at the balance sheet date

2010 2010 2011 2011

Range
Weighted

average Range
Weighted

average

Discount rate 3.8-8.0% 5.3% 3.3-5.0% 4.7%
Estimated future salary increase 1.5-4.5% 3.4% 1.5-4.2% 3.4%
Estimated return on pension plan assets 3.3-7.3% 6.9% 3.3-7.0% 6.6%

The estimated return on the pension plan assets is based on external actuary advice and determined based on the composition of the assets and considering the general

expectations with regard to the economic development.

The assumed weighted average annual rate of increase in the per capita cost of medical benefits is 8% for 2011 (2010: 8%) and is assumed to decrease gradually in 2012

through 2027 to a level of 4.5%. (2010: 4.5%). After 2027 the rate of increase is expected at 4.5% per year. (2010: 4.5%). 1% increase or decrease in the annual health care

trend rate would have increased or decreased the Net liability as of 31 December 2011 by 5 mill DKK. The weighted average discount rate is fixed at 4.2% (2010: 5.3%).

The Group expects to pay in 122 mill DKK to defined benefit plans in 2012. In 2011, 120 mill DKK was paid in.

The Group's pension obligations for the present year and for the previous 4 years amount to:

Group
2007 2008 2010 2011

Present value of defined benefit plan obligations -1,018 -2,250 -2,758 -2,794

Present value of pension plan assets 629 1,153 1,625 1,704

Surplus-/insufficient(-) cover -389 -1,097 -1,133 -1,090

Experience adjustments to pension obligations -121 -47 126 9

Experience adjustments to pension assets -23 -301 54 -34

82

83

1,357

-1,132

Group Group

2009

-2,489
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20. Defined benefit plans and health care obligations (continued)

mill DKK

Expenses recognized in the Income Statement

2010 2011
Pension expenses in the year 36 35
Interest 140 140

Estimated return on pension plan assets -97 -111
Gains from reductions and redemptions -136
Expensed in the Income Statement as employment costs 79 -72

Pension costs distribution on functions:

Pension cost posted under cost of sales 36 29

Pension cost posted under distribution cost 11 9
Pension cost posted under administration cost 32 26

DBP settlements posted under special items -136

79 -72

Health benefit plans

In the above specifications the following health benefit plans are included.  The plans are all included in Sauer-Danfoss Inc. and are cover certain employees in the United

States. Sauer-Danfoss Inc. has the right to modify or terminate any of these plans in the future. The development in the health benefit plans is specified below.

Development in the present value of health benefit plans

2010 2011
Net liability as of 1 January 228 297

Foreign exchange adjustments 18 8

Service costs 1 1

Interest 16 15

Plan participant contribution 3 3

Actuarial gains(-)/losses 54 11

Gains from reductions and redemptions -112

Disbursed payments -23 -22

Net liability as of 31 December 297 201

2010 2011
Specification of disbursed payments:

Payments by the Group -20 -19

Payments by plan participants -3 -3

Total payments -23 -22

2010 2011
Accumulated actuarial gains/losses(-) since 1 January 2005 have been recorded directly under the equity -307 -510

Pension plan assets consist of the following:

2010 2010 2011 2011
Shares and similar securities 956 59% 834 49%
Bonds 626 38% 685 40%
Sundry financial instruments 126 7%
Other 43 3% 59 5%

1,625 100% 1,704 100%

Group

Group Group

Group

Group

20. Defined benefit plans and health care obligations (continued)

Principal actuarial assumptions at the balance sheet date

2010 2010 2011 2011

Range
Weighted

average Range
Weighted

average

Discount rate 3.8-8.0% 5.3% 3.3-5.0% 4.7%
Estimated future salary increase 1.5-4.5% 3.4% 1.5-4.2% 3.4%
Estimated return on pension plan assets 3.3-7.3% 6.9% 3.3-7.0% 6.6%

The estimated return on the pension plan assets is based on external actuary advice and determined based on the composition of the assets and considering the general

expectations with regard to the economic development.

The assumed weighted average annual rate of increase in the per capita cost of medical benefits is 8% for 2011 (2010: 8%) and is assumed to decrease gradually in 2012

through 2027 to a level of 4.5%. (2010: 4.5%). After 2027 the rate of increase is expected at 4.5% per year. (2010: 4.5%). 1% increase or decrease in the annual health care

trend rate would have increased or decreased the Net liability as of 31 December 2011 by 5 mill DKK. The weighted average discount rate is fixed at 4.2% (2010: 5.3%).

The Group expects to pay in 122 mill DKK to defined benefit plans in 2012. In 2011, 120 mill DKK was paid in.

The Group's pension obligations for the present year and for the previous 4 years amount to:

Group
2007 2008 2010 2011

Present value of defined benefit plan obligations -1,018 -2,250 -2,758 -2,794

Present value of pension plan assets 629 1,153 1,625 1,704

Surplus-/insufficient(-) cover -389 -1,097 -1,133 -1,090

Experience adjustments to pension obligations -121 -47 126 9

Experience adjustments to pension assets -23 -301 54 -34

82

83

1,357

-1,132

Group Group

2009

-2,489
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21. Financial risk and instruments

Financial risks
Danfoss Group's rate of profitability and cash flow are exposed to financial risks, among other factors as a consequence of Danfoss' international business profile. These risks
include currency, interest rate, raw materials, credit and liquidity risks. Risk management activities focus on risk coverage and mitigation, with a particular emphasis on
reducing fluctuations in the company’s cash flows and profitability in local currency within a 12-18 month horizon. 

It is the Group's policy not to undertake active speculation regarding financial risks. The Group's financial control is therefore heading towards controlling and reducing the
financial risks that are a direct result of the Group's activities, investments and financing.

For a description of accounting policies and procedures such as applied recognition criteria and basis of measurement, please see the disclosure under
note 3. Applied accounting policies.

Currency exposure
Currency exposure consists of three elements:
1. Transaction risk:  Major consolidated risks and 12 months’ expected cash flows in foreign currency (excluding cash flow from certain countries with inconvertible currencies)
    are covered on an ongoing basis.
2. Translation risk (conversion risk):  Danfoss does not generally cover translation risks, as these do not directly affect the underlying cash flows. It does however try to reduce 
    translation risks through loan financing in local currencies as much as possible.  
3. Economic/structural risk (strategic risk):  Economic/structural currency exposure cannot be covered effectively using financial instruments and is therefore not part of 
    Danfoss’ financial risk management strategy. However, they are controlled as far as possible at strategic level, since Danfoss aims for products to be produced in as close
    cooperation with the customer as possible.

mill DKK
Isolated 
decline

DKK/EUR 1% 18 7
DKK/USD 10% -11 17
DKK/GBP 10% 9 10

The amounts are based on the exchange rate of 31 December 2011 and expected net cash flow in 2012 in foreign currency. In this context the incurred financial instruments
recognized per 31 December 2011 have been taken into consideration.

Raw materials risk
Developments in the global price of raw materials can have an effect on the Group’s earnings. As well as having fixed price agreements with suppliers, Danfoss uses financial
instruments to cover risks relating to its purchase of certain metals and electricity. Danfoss’ overriding policy is to ensure that significant raw materials risks are reduced through
a combination of risk coverage and active price adjustment. Expected consumption of metals and electricity is covered for at least 6 months and at most 18 months in advance
where they are deemed significant. 

Credit risk
The Group’s credit risks primarily apply to trade receivables and bank deposits (the so-called counterpart risk). It is Danfoss' policy to minimize the risk, in case that one or
serveral of Danfoss' financial partners are not able to fulfill a commitment. The counterpart risk is prevented, as much as possible, by only using solid regional and global
financial partners with a minimum credit rating of "A" according to Standard & Poors credit rating terminology.

Trade receivables are allocated on a number of customers and geographical areas. The allocation on geographical areas is not significantly different from the allocation of Net

sales according to note 4. Segment reporting. A systematic credit rating is carried out on customers and any write down carried out to meet a loss on trade receivables is

made on the basis of this credit rating. The rating also serves as the basis for the terms of payment offered to the customers. Historically the Group has only had limited losses 

on bad debts.

Allocation of trade receivables due as of 31 December:

Due date maturity: 2010 2011 2010 2011

Up to 30 days due 2 1 110 107
From 30 to 90 days due 5 6 73 115
More than 90 days due 9 5 98 16

16 12 281 238

The carrying amount of trade receivables is estimated to represent their fair value.

Expected effect on
 cash flow in 2011

Expected effect on 
cash flow in 2012

Parent Company Group

21. Financial risk and instruments (continued)

Interest rate risk

The Group’s interest rate risk derives primarily from interest-bearing debt and cash funds. The Group makes use of both fixed-rate and variable loans, as well as derived interest
products.

All things being equal, a reasonably likely increase in the interest rate amounting to one percentage point compared to the interest rate level on the balance sheet date,
would have had the following hypothetical impact on the result of the year and equity at the end of the year:

mill DKK Income
Statement Equity

Income
Statement Equity

Income
Statement Equity

Income
Statement Equity

Bonds -1 -1 -1 -1
Cash and debt with variable interest -12 -12 -8 -8 -15 -15 -12 -12
Hedge instruments (interest swaps) 5 68 2 44 68 44

-7 56 -6 36 -16 52 -13 31

A reasonable decrease in the interest rate level amounting to one percentage point, compared to the interest level on the balance sheet date, would have had the

opposite effect on the result and the equity.

The calculated sensitivities are based on the recognized financial activities and obligations at December 31 2011. In 2011, adjustments have not been made for

instalments, borrowing and similar. All hedging of variable interest-bearing loans is deemed 100% efficient. Furthermore the calculated expected fluctuations are based

on the current market situation and expectations for the market development of interest rate levels. 

Liquidity risk
Danfoss’ policy is to ensure at all times that the Group has the liquidity necessary to meet its obligations and to finance its planned strategic action. The Group minimizes its

liquidity risk through a combination of effective liquidity management and planning, by establishing irredeemable credit facilities and by ensuring that cash funds are liquid

and accessible. It is Danfoss' policy to have a qualified "BBB credit rating" and to have a significant liquidity reserve in the form of unused long term irredeemable credit

facilities without any financial covenants.

At the end of 2011, Danfoss' liquidity reserve in the form of unused long term irredeemable credit facilities were recorded at 5.7 bn DKK (2010: 6.0bn). Additional to this

Danfoss has cash and cash equivalents and significant amount of short term credit lines. The Group considers the liquidity reserve to be sufficient in relation to the actual

plans and the market situation in general.

The major part of the Group's cash and cash equivalents of 744 mill DKK (2010: 853 mill) is placed on short term deposits with an interest rate below 1% p.a.

The Group's debt categories and maturities

Group Group
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Non-derivative financial liabilities:
Bank debt 6,760 7,048 2,495 4,279 274 4,520 4,670 2,086 1,596 988
Mortgage debt 1,268 1,735 49 155 1,531 1,195 1,835 41 192 1,602
Employee bonds 61 69 2 67 61 67 3 64

Financial leasing liabilities 38 44 13 25 6 85 92 30 59 3
Trade creditor 3,084 3,084 3,084 2,581 2,581 2,581
Debt associates/joint ventures 32 32 32 23 23 23
Derivative financial liabilities:
Derived interest products 170 230 99 131 144 112 59 53
Forward exchange transactions 73 73 73 174 174 174

11,486 12,315 5,847 4,657 1,811 8,783 9,554 4,997 1,964 2,593

*) Maturity is evenly spread over the period.

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according to existing market
conditions. The non-discounted cash flows from derived financial instruments are presented as gross value, unless the parties have a contractual right or obligation to
make net settlements. Operational leasing obligations and obligations relating to the purchase of tangible assets are not included on the balance sheet, but are
included in note 28. Contingent liabilities assets and securities.

The above debt is recorded as follows:
2010 2011

Non-current liabilities 5,704 3,871
Current liabilities 5,782 4,912

11,486 8,783

Group

2010 2011 2010 2011

Maturity Maturity

Parent Company Group
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21. Financial risk and instruments

Financial risks
Danfoss Group's rate of profitability and cash flow are exposed to financial risks, among other factors as a consequence of Danfoss' international business profile. These risks
include currency, interest rate, raw materials, credit and liquidity risks. Risk management activities focus on risk coverage and mitigation, with a particular emphasis on
reducing fluctuations in the company’s cash flows and profitability in local currency within a 12-18 month horizon. 

It is the Group's policy not to undertake active speculation regarding financial risks. The Group's financial control is therefore heading towards controlling and reducing the
financial risks that are a direct result of the Group's activities, investments and financing.

For a description of accounting policies and procedures such as applied recognition criteria and basis of measurement, please see the disclosure under
note 3. Applied accounting policies.

Currency exposure
Currency exposure consists of three elements:
1. Transaction risk:  Major consolidated risks and 12 months’ expected cash flows in foreign currency (excluding cash flow from certain countries with inconvertible currencies)
    are covered on an ongoing basis.
2. Translation risk (conversion risk):  Danfoss does not generally cover translation risks, as these do not directly affect the underlying cash flows. It does however try to reduce 
    translation risks through loan financing in local currencies as much as possible.  
3. Economic/structural risk (strategic risk):  Economic/structural currency exposure cannot be covered effectively using financial instruments and is therefore not part of 
    Danfoss’ financial risk management strategy. However, they are controlled as far as possible at strategic level, since Danfoss aims for products to be produced in as close
    cooperation with the customer as possible.

mill DKK
Isolated 
decline

DKK/EUR 1% 18 7
DKK/USD 10% -11 17
DKK/GBP 10% 9 10

The amounts are based on the exchange rate of 31 December 2011 and expected net cash flow in 2012 in foreign currency. In this context the incurred financial instruments
recognized per 31 December 2011 have been taken into consideration.

Raw materials risk
Developments in the global price of raw materials can have an effect on the Group’s earnings. As well as having fixed price agreements with suppliers, Danfoss uses financial
instruments to cover risks relating to its purchase of certain metals and electricity. Danfoss’ overriding policy is to ensure that significant raw materials risks are reduced through
a combination of risk coverage and active price adjustment. Expected consumption of metals and electricity is covered for at least 6 months and at most 18 months in advance
where they are deemed significant. 

Credit risk
The Group’s credit risks primarily apply to trade receivables and bank deposits (the so-called counterpart risk). It is Danfoss' policy to minimize the risk, in case that one or
serveral of Danfoss' financial partners are not able to fulfill a commitment. The counterpart risk is prevented, as much as possible, by only using solid regional and global
financial partners with a minimum credit rating of "A" according to Standard & Poors credit rating terminology.

Trade receivables are allocated on a number of customers and geographical areas. The allocation on geographical areas is not significantly different from the allocation of Net

sales according to note 4. Segment reporting. A systematic credit rating is carried out on customers and any write down carried out to meet a loss on trade receivables is

made on the basis of this credit rating. The rating also serves as the basis for the terms of payment offered to the customers. Historically the Group has only had limited losses 

on bad debts.

Allocation of trade receivables due as of 31 December:

Due date maturity: 2010 2011 2010 2011

Up to 30 days due 2 1 110 107
From 30 to 90 days due 5 6 73 115
More than 90 days due 9 5 98 16

16 12 281 238

The carrying amount of trade receivables is estimated to represent their fair value.

Expected effect on
 cash flow in 2011

Expected effect on 
cash flow in 2012

Parent Company Group

21. Financial risk and instruments (continued)

Interest rate risk

The Group’s interest rate risk derives primarily from interest-bearing debt and cash funds. The Group makes use of both fixed-rate and variable loans, as well as derived interest
products.

All things being equal, a reasonably likely increase in the interest rate amounting to one percentage point compared to the interest rate level on the balance sheet date,
would have had the following hypothetical impact on the result of the year and equity at the end of the year:

mill DKK Income
Statement Equity

Income
Statement Equity

Income
Statement Equity

Income
Statement Equity

Bonds -1 -1 -1 -1
Cash and debt with variable interest -12 -12 -8 -8 -15 -15 -12 -12
Hedge instruments (interest swaps) 5 68 2 44 68 44

-7 56 -6 36 -16 52 -13 31

A reasonable decrease in the interest rate level amounting to one percentage point, compared to the interest level on the balance sheet date, would have had the

opposite effect on the result and the equity.

The calculated sensitivities are based on the recognized financial activities and obligations at December 31 2011. In 2011, adjustments have not been made for

instalments, borrowing and similar. All hedging of variable interest-bearing loans is deemed 100% efficient. Furthermore the calculated expected fluctuations are based

on the current market situation and expectations for the market development of interest rate levels. 

Liquidity risk
Danfoss’ policy is to ensure at all times that the Group has the liquidity necessary to meet its obligations and to finance its planned strategic action. The Group minimizes its

liquidity risk through a combination of effective liquidity management and planning, by establishing irredeemable credit facilities and by ensuring that cash funds are liquid

and accessible. It is Danfoss' policy to have a qualified "BBB credit rating" and to have a significant liquidity reserve in the form of unused long term irredeemable credit

facilities without any financial covenants.

At the end of 2011, Danfoss' liquidity reserve in the form of unused long term irredeemable credit facilities were recorded at 5.7 bn DKK (2010: 6.0bn). Additional to this

Danfoss has cash and cash equivalents and significant amount of short term credit lines. The Group considers the liquidity reserve to be sufficient in relation to the actual

plans and the market situation in general.

The major part of the Group's cash and cash equivalents of 744 mill DKK (2010: 853 mill) is placed on short term deposits with an interest rate below 1% p.a.

The Group's debt categories and maturities

Group Group
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Non-derivative financial liabilities:
Bank debt 6,760 7,048 2,495 4,279 274 4,520 4,670 2,086 1,596 988
Mortgage debt 1,268 1,735 49 155 1,531 1,195 1,835 41 192 1,602
Employee bonds 61 69 2 67 61 67 3 64

Financial leasing liabilities 38 44 13 25 6 85 92 30 59 3
Trade creditor 3,084 3,084 3,084 2,581 2,581 2,581
Debt associates/joint ventures 32 32 32 23 23 23
Derivative financial liabilities:
Derived interest products 170 230 99 131 144 112 59 53
Forward exchange transactions 73 73 73 174 174 174

11,486 12,315 5,847 4,657 1,811 8,783 9,554 4,997 1,964 2,593

*) Maturity is evenly spread over the period.

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according to existing market
conditions. The non-discounted cash flows from derived financial instruments are presented as gross value, unless the parties have a contractual right or obligation to
make net settlements. Operational leasing obligations and obligations relating to the purchase of tangible assets are not included on the balance sheet, but are
included in note 28. Contingent liabilities assets and securities.

The above debt is recorded as follows:
2010 2011

Non-current liabilities 5,704 3,871
Current liabilities 5,782 4,912

11,486 8,783

Group

2010 2011 2010 2011

Maturity Maturity

Parent Company Group
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21. Financial risk and instruments (continued)

mill DKK

Fair value of financial instruments for the Group

2010 2010 2011 2011
Carrying
amount Fair value

Carrying
amount Fair value

Other investment 32 32 43 43

Financial assets available-for-sale 32 32 43 43

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 31 31 3 3

Financial assets used as hedging instruments 31 31 3 3

Trade receivables 4,442 4,442 4,246 4,246

Other receivables 995 995 860 860

Cash and cash equivalents 853 853 744 744

Loans and receivables 6,290 6,290 5,850 5,850

Securities 60 60 85 85

Derivative financial instruments for financial hedging 11 11

Financial assets measured at fair value via the Income Statement 71 71 85 85

Interest-bearing debt 8,127 8,066 5,861 5,800

Trade creditors and other debt 5,645 5,645 5,219 5,219

Financial liabilities measured at amortized cost 13,772 13,711 11,080 11,019

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 62 62 124 124

Derivative financial instruments for the hedging of future cash flows 174 174 186 186

Financial liabilites used as hedging instruments 236 236 310 310

Derivative financial instruments for financial hedging 7 7 8 8

Financial liabilities measured at fair value via the Income Statement 7 7 8 8

The value of derivative financial instruments is stated according to generally accepted valuation techniques, based on relevant observable swap price and foreign exchange
rates. The market value of the interest-bearing debt is recognized as the present value of expected future instalment and interest payments. The discount rate applied was the
Group's current interest rate on loans for corresponding terms. The short-term, floating-rate debt at banks is stated at the price of 100. 
The fair value of receivables from sales and supplier debt with a short credit period are estimated to be equal the accounting value.
The methods applied remain unchanged compared to 2010.

Group Group

21. Financial risk and instruments (continued)

Derivatives as of 31 December for the Group

Group Group
2010 2011

Quoted 
prices

Observ-
able input

Non-
observ-

able input
Quoted 

prices
Observ-

able input

Non-
observ-

able input
Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Securities 60 60 85 85

Other investments 32 32 13 30 43

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 31 31 3 3

Derivative financial instruments for financial hedging 11 11
Total financial assets 71 31 32 134 98 3 29 130

Financial liabilities:

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 62 62 124 124

Derivative financial instruments for 
the hedging of future cash flows 174 174 22 164 186

Derivative financial instruments for 7 7 6 2 8
Total financial liabilities 243 243 28 290 318

Financial instruments, measured to fair value, based on Level 3

2010 2011

Other 
invest-
ments

Other 
invest-
ments

Level 3 Level 3
Carrying amount as of 1. January 33 32
Gain/loss (-) in the Income Statement -13 -2
Purchase 14
Disposals -2
Carrying amount as of 31. december 32 30

Gain/loss (-) in the Income Statement for assets owned as of 31. december -13 -2

Gain/loss (-) in the Income Statement under financial income and expenses

Group
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21. Financial risk and instruments (continued)

mill DKK

Fair value of financial instruments for the Group

2010 2010 2011 2011
Carrying
amount Fair value

Carrying
amount Fair value

Other investment 32 32 43 43

Financial assets available-for-sale 32 32 43 43

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 31 31 3 3

Financial assets used as hedging instruments 31 31 3 3

Trade receivables 4,442 4,442 4,246 4,246

Other receivables 995 995 860 860

Cash and cash equivalents 853 853 744 744

Loans and receivables 6,290 6,290 5,850 5,850

Securities 60 60 85 85

Derivative financial instruments for financial hedging 11 11

Financial assets measured at fair value via the Income Statement 71 71 85 85

Interest-bearing debt 8,127 8,066 5,861 5,800

Trade creditors and other debt 5,645 5,645 5,219 5,219

Financial liabilities measured at amortized cost 13,772 13,711 11,080 11,019

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 62 62 124 124

Derivative financial instruments for the hedging of future cash flows 174 174 186 186

Financial liabilites used as hedging instruments 236 236 310 310

Derivative financial instruments for financial hedging 7 7 8 8

Financial liabilities measured at fair value via the Income Statement 7 7 8 8

The value of derivative financial instruments is stated according to generally accepted valuation techniques, based on relevant observable swap price and foreign exchange
rates. The market value of the interest-bearing debt is recognized as the present value of expected future instalment and interest payments. The discount rate applied was the
Group's current interest rate on loans for corresponding terms. The short-term, floating-rate debt at banks is stated at the price of 100. 
The fair value of receivables from sales and supplier debt with a short credit period are estimated to be equal the accounting value.
The methods applied remain unchanged compared to 2010.

Group Group

21. Financial risk and instruments (continued)

Derivatives as of 31 December for the Group

Group Group
2010 2011

Quoted 
prices

Observ-
able input

Non-
observ-

able input
Quoted 

prices
Observ-

able input

Non-
observ-

able input
Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Securities 60 60 85 85

Other investments 32 32 13 30 43

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 31 31 3 3

Derivative financial instruments for financial hedging 11 11
Total financial assets 71 31 32 134 98 3 29 130

Financial liabilities:

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 62 62 124 124

Derivative financial instruments for 
the hedging of future cash flows 174 174 22 164 186

Derivative financial instruments for 7 7 6 2 8
Total financial liabilities 243 243 28 290 318

Financial instruments, measured to fair value, based on Level 3

2010 2011

Other 
invest-
ments

Other 
invest-
ments

Level 3 Level 3
Carrying amount as of 1. January 33 32
Gain/loss (-) in the Income Statement -13 -2
Purchase 14
Disposals -2
Carrying amount as of 31. december 32 30

Gain/loss (-) in the Income Statement for assets owned as of 31. december -13 -2

Gain/loss (-) in the Income Statement under financial income and expenses

Group
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21. Financial risk and instruments (continued)

Derivatives as of  31 December for the Group

Group Group
2010 2011
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Derivatives, sale/buy:

USD sale 920 -18 -13 -5 2,948 -160 -101 -59
USD buy 204 -3 -3 393 16 5 11
CHF sale 163 -11 -5 -6 147 2 1 1
CHF buy 10 1 1 39
GBP sale 269 2 -1 3 229 -9 1 -10
GBP buy 121 -1 -1 35
MXN sale 138 1 1 282 -3 -3
MXN buy 91 332 -11 2 -13
AUD sale 153 -16 -8 -8 357 -13 -6 -7
NOK sale 110 -3 -2 -1 115 -1 -1
NOK buy 29 25
RUB sale 202 -8 -8 83 -1 -1
RUB buy 55 2 2

EUR sale 259 1 1 3,388 -6 -1 -5
EUR buy 1,990 -13 -13 4,049 -2 -2
Other currencies sale 690 -17 -9 -8 650 6 7 -1
Other currencies buy 202 7 7 534 -8 -12 4

-76 -51 -25 -190 -111 -79

Interest swaps -170 -19 -74 -77 -123 -15 -18 -90
Rawmaterial contracts (sale) 72
Rawmaterial contracts (buy) 72
Other derivatives 11 11 -5 -5

Derivatives end of year -235 -59 -99 -77 -318 -131 -97 -90

At the end of the year 2011, unrealized gain/loss(-) on derivatives recognized in equity amounted to -187 mill DKK (2010: 176 mill).

Derivatives are primarily used for full or partial hedging of future cash flows in selected currencies hedging of future procurement of selected raw materials and hedging

of future interests on interest-bearing debt.

5 mill DKK were taken to the Income Statement in 2011 (2010: 0 mill) as a consequence of the implemented efficiency tests.

21. Financial risk and instruments (continued)

mill DKK

Parent Company's financial instruments
Subsequently, relevant financial instrument specifications have been made regarding the Parent Company. A description of financial risks can be found in the
corporate section of this note, to which reference is made.

Parent Company's cash and cash equivalents
The major part of the Parent Company's cash and cash equivalents of 2 mill DKK (2010: 106 mill) is placed on short term deposits, with an interest rate below 1% p.a.

Parent Company's debt categories and maturities

Parent Company Parent Company
2010 2011
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Non-derivative financial liabilities:
Bank debt 6,249 6,535 2,054 4,213 268 4,075 4,224 1,740 1,499 985
Mortgage debt 236 327 5 20 302 236 364 8 29 327
Employee bonds 61 69 2 67 61 67 3 64
Interest-bearing debt, subsidiaries **) 2,991 2,991 2,991 5,699 5,699 5,699
Financial leasing liabilities 58 62 18 44
Trade creditors **) 681 681 681 608 608 608
Debt to associates/joint ventures 1 1 1 3 3 3

Derivative financial liabilities:

Derived interest products 169 216 90 126 121 112 59 53

Forward exchange transactions 66 66 66 174 174 174

 10,454 10,886 5,890 4,426 570 11,035 11,313 8,312 1,689 1,312

*) Maturity is equally distributed over the whole period.

**) Besides interest-bearing debt of 5,699 mill DKK (2010: 2,991 mill) the line ''Debt to subsidiaries'' in the balance sheet contains accounts payables etc. of 214 mill DKK

     (2010: 230 mill). In total 5,913 mill DKK (2010: 3,221 mill).

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according to the existing mar-
ket conditions. The non-discounted cash flows from derived financial instruments are presented as gross value, unless the parties have a contractual right/obligation
to make net settlements. Operational leasing obligations and obligations relating to the purchase of tangible assets are not included on the balance sheet, but 
are included in note 28. Contingent liabilities, assets and securities. 

The above debt is recorded as follows:

2010 2011
Non-current liabilities 4,596 2,800

Current liabilities 5,858 8,235

10,454 11,035

Maturity Maturity

Parent Company
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21. Financial risk and instruments (continued)

Derivatives as of  31 December for the Group

Group Group
2010 2011
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Derivatives, sale/buy:

USD sale 920 -18 -13 -5 2,948 -160 -101 -59
USD buy 204 -3 -3 393 16 5 11
CHF sale 163 -11 -5 -6 147 2 1 1
CHF buy 10 1 1 39
GBP sale 269 2 -1 3 229 -9 1 -10
GBP buy 121 -1 -1 35
MXN sale 138 1 1 282 -3 -3
MXN buy 91 332 -11 2 -13
AUD sale 153 -16 -8 -8 357 -13 -6 -7
NOK sale 110 -3 -2 -1 115 -1 -1
NOK buy 29 25
RUB sale 202 -8 -8 83 -1 -1
RUB buy 55 2 2

EUR sale 259 1 1 3,388 -6 -1 -5
EUR buy 1,990 -13 -13 4,049 -2 -2
Other currencies sale 690 -17 -9 -8 650 6 7 -1
Other currencies buy 202 7 7 534 -8 -12 4

-76 -51 -25 -190 -111 -79

Interest swaps -170 -19 -74 -77 -123 -15 -18 -90
Rawmaterial contracts (sale) 72
Rawmaterial contracts (buy) 72
Other derivatives 11 11 -5 -5

Derivatives end of year -235 -59 -99 -77 -318 -131 -97 -90

At the end of the year 2011, unrealized gain/loss(-) on derivatives recognized in equity amounted to -187 mill DKK (2010: 176 mill).

Derivatives are primarily used for full or partial hedging of future cash flows in selected currencies hedging of future procurement of selected raw materials and hedging

of future interests on interest-bearing debt.

5 mill DKK were taken to the Income Statement in 2011 (2010: 0 mill) as a consequence of the implemented efficiency tests.

21. Financial risk and instruments (continued)

mill DKK

Parent Company's financial instruments
Subsequently, relevant financial instrument specifications have been made regarding the Parent Company. A description of financial risks can be found in the
corporate section of this note, to which reference is made.

Parent Company's cash and cash equivalents
The major part of the Parent Company's cash and cash equivalents of 2 mill DKK (2010: 106 mill) is placed on short term deposits, with an interest rate below 1% p.a.

Parent Company's debt categories and maturities

Parent Company Parent Company
2010 2011
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Non-derivative financial liabilities:
Bank debt 6,249 6,535 2,054 4,213 268 4,075 4,224 1,740 1,499 985
Mortgage debt 236 327 5 20 302 236 364 8 29 327
Employee bonds 61 69 2 67 61 67 3 64
Interest-bearing debt, subsidiaries **) 2,991 2,991 2,991 5,699 5,699 5,699
Financial leasing liabilities 58 62 18 44
Trade creditors **) 681 681 681 608 608 608
Debt to associates/joint ventures 1 1 1 3 3 3

Derivative financial liabilities:

Derived interest products 169 216 90 126 121 112 59 53

Forward exchange transactions 66 66 66 174 174 174

 10,454 10,886 5,890 4,426 570 11,035 11,313 8,312 1,689 1,312

*) Maturity is equally distributed over the whole period.

**) Besides interest-bearing debt of 5,699 mill DKK (2010: 2,991 mill) the line ''Debt to subsidiaries'' in the balance sheet contains accounts payables etc. of 214 mill DKK

     (2010: 230 mill). In total 5,913 mill DKK (2010: 3,221 mill).

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according to the existing mar-
ket conditions. The non-discounted cash flows from derived financial instruments are presented as gross value, unless the parties have a contractual right/obligation
to make net settlements. Operational leasing obligations and obligations relating to the purchase of tangible assets are not included on the balance sheet, but 
are included in note 28. Contingent liabilities, assets and securities. 

The above debt is recorded as follows:

2010 2011
Non-current liabilities 4,596 2,800

Current liabilities 5,858 8,235

10,454 11,035

Maturity Maturity

Parent Company
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21. Financial risk and instruments (continued)

mill DKK

Cathegories of financial instruments 

2010 2010 2011 2011

Fair value
Carrying
amount Fair value

Other investment 2 2 2 2

Financial assets available-for-sale 2 2 2 2

Trade receivables 266 266 220 220

Trade receivables from subsidiaries 4,557 4,557 5,144 5,144

Other receivables 152 152 115 115

Cash and cash equivalents 106 106 2 2

Loans and receivables 5,081 5,081 5,481 5,481

Derivative financial instruments for financial hedging 42 42

Financial assets, measured at fair value in the Income Statement 42 42

Interest-bearing debt 6,546 6,484 4,430 4,368
Debt to subsidiaries 3,221 3,221 5,913 5,913
Trade creditors and other debt 1,262 1,262 1,018 1,018

Financial liabilities measured at amortized cost 11,029 10,967 11,361 11,299

Derivative financial instruments for financial hedging 236 236 295 295

Financial liabilities measured at fair value in the Income Statement 236 236 295 295

The value of derivative financial instruments is stated according to generally accepted valuation techniques, based on relevant observable swap price and foreign exchange

rates. The market value of the interest-bearing debt is recognized of the present value of expected future instalment and interest payments. The discount rate applied was

the Group's current interest rate on loans for corresponding terms. The short-term floating-rate debt at banks is stated at the price of 100. The fair value of receivables from

sales and supplier debt with a short credit period is estimated to be equal to the accounting value. The methods applied remain unchanged, compared to 2010.

Derivatives as of 31 December for the Parent Company

2010 2011

Quoted 
prices

Observ-
able input

Non-
observ-

able input
Registered 

prices
Observ-

able input

Non-
observ-

able input

Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Securities and other investments 2 2 2 2

Derivative financial instruments for financial hedging 11 31 42

Total financial assets 11 31 2 44 2 2

Financial liabilities:

Derivative financial instruments for financial hedging 236 236 6 289 295

Total financial liabilities 236 236 6 289 295

There has been no change to Other investments categorized on Level 3.

Parent Company Parent Company

Carrying
amount

Parent Company Parent Company

21. Financial risk and instruments (continued)

Parent Company Parent Company
2010 2011
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Derivatives, sale/buy:

USD sale 711 -12 -12 2,624 -146 -146
USD buy 107 -2 -2 326 15 15
CHF sale 163 -11 -11 147 2 2
CHF buy 10 1 1 39
GBP sale 269 2 2 229 -9 -9
GBP buy 121 -1 -1 35
MXN sale 138 1 1 282 -3 -3
MXN buy 91 332 -11 -11
AUD sale 153 -16 -16 357 -13 -13
NOK sale 110 -3 -3 115 -1 -1
NOK buy 29 25
RUB sale 202 -8 -8 83 -1 -1
RUB buy 55 2 2

EUR sale 259 1 1 3,344
EUR buy 1,990 -13 -13 4,049 -2 -2
Other currencies sale 632 -21 -21 650 6 6
Other currencies buy 202 10 10 534 -8 -8

-70 -70 -171 -171

Interest swaps -170 -32 -66 -72 -123 -10 -23 -90
Rawmaterial contracts (sale) 72
Rawmaterial contracts (buy) 72
Other derivatives 11 11 -5 -5

Derivatives end of year -229 -91 -66 -72 -299 -186 -23 -90

At the end of 2011, unrealized gains and losses on derivatives amounted to -113 mill DKK (2010: -138 mill).
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21. Financial risk and instruments (continued)

mill DKK

Cathegories of financial instruments 

2010 2010 2011 2011

Fair value
Carrying
amount Fair value

Other investment 2 2 2 2

Financial assets available-for-sale 2 2 2 2

Trade receivables 266 266 220 220

Trade receivables from subsidiaries 4,557 4,557 5,144 5,144

Other receivables 152 152 115 115

Cash and cash equivalents 106 106 2 2

Loans and receivables 5,081 5,081 5,481 5,481

Derivative financial instruments for financial hedging 42 42

Financial assets, measured at fair value in the Income Statement 42 42

Interest-bearing debt 6,546 6,484 4,430 4,368
Debt to subsidiaries 3,221 3,221 5,913 5,913
Trade creditors and other debt 1,262 1,262 1,018 1,018

Financial liabilities measured at amortized cost 11,029 10,967 11,361 11,299

Derivative financial instruments for financial hedging 236 236 295 295

Financial liabilities measured at fair value in the Income Statement 236 236 295 295

The value of derivative financial instruments is stated according to generally accepted valuation techniques, based on relevant observable swap price and foreign exchange

rates. The market value of the interest-bearing debt is recognized of the present value of expected future instalment and interest payments. The discount rate applied was

the Group's current interest rate on loans for corresponding terms. The short-term floating-rate debt at banks is stated at the price of 100. The fair value of receivables from

sales and supplier debt with a short credit period is estimated to be equal to the accounting value. The methods applied remain unchanged, compared to 2010.

Derivatives as of 31 December for the Parent Company

2010 2011

Quoted 
prices

Observ-
able input

Non-
observ-

able input
Registered 

prices
Observ-

able input

Non-
observ-

able input

Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Securities and other investments 2 2 2 2

Derivative financial instruments for financial hedging 11 31 42

Total financial assets 11 31 2 44 2 2

Financial liabilities:

Derivative financial instruments for financial hedging 236 236 6 289 295

Total financial liabilities 236 236 6 289 295

There has been no change to Other investments categorized on Level 3.

Parent Company Parent Company

Carrying
amount

Parent Company Parent Company

21. Financial risk and instruments (continued)

Parent Company Parent Company
2010 2011
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Derivatives, sale/buy:

USD sale 711 -12 -12 2,624 -146 -146
USD buy 107 -2 -2 326 15 15
CHF sale 163 -11 -11 147 2 2
CHF buy 10 1 1 39
GBP sale 269 2 2 229 -9 -9
GBP buy 121 -1 -1 35
MXN sale 138 1 1 282 -3 -3
MXN buy 91 332 -11 -11
AUD sale 153 -16 -16 357 -13 -13
NOK sale 110 -3 -3 115 -1 -1
NOK buy 29 25
RUB sale 202 -8 -8 83 -1 -1
RUB buy 55 2 2

EUR sale 259 1 1 3,344
EUR buy 1,990 -13 -13 4,049 -2 -2
Other currencies sale 632 -21 -21 650 6 6
Other currencies buy 202 10 10 534 -8 -8

-70 -70 -171 -171

Interest swaps -170 -32 -66 -72 -123 -10 -23 -90
Rawmaterial contracts (sale) 72
Rawmaterial contracts (buy) 72
Other derivatives 11 11 -5 -5

Derivatives end of year -229 -91 -66 -72 -299 -186 -23 -90

At the end of 2011, unrealized gains and losses on derivatives amounted to -113 mill DKK (2010: -138 mill).
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22. Current corporation tax

mill DKK

2010 2011 2010 2011
Corporation tax payable/receivable (-) as of 1 January 94 1 48 166
Foreign exchange effect on corporate tax expenses -1 6
Paid during the year -172 -120 -558 -867
Tax adjustments previous years -2 -7 -8 -6
Disposals through sale of subsidiaries 3 -6
Current tax expenses in Income Statement 96 197 682 806
Current tax expenses in Other Comprehensive Income -15 9 -18
Corporate tax expenses of discontinued operations -61
Corporation tax payable/receivable (-) as of 31 December 1 80 166 20

The above corporation tax is recorded as follows:

Assets 86 176
Liabilities 1 80 252 196

1 80 166 20

Parent Company Group

23. Adjustment for non-cash transactions

mill DKK

2010 2011 2010 2011
Depreciations/amortizations and impairments on continued operations 267 257 1,789 1,701
Gain on disposal of tangible assets and business activities 63 -3 25 -585
Share of income from associates/joint ventures after tax -14 -16
Financial income -825 -1,128 -107 -43
Financial expenses 1,903 1,362 441 1,067
Others, including provisions -19 -5 45 -143

1,389 483 2,179 1,981

Parent Company Group

24. Change in working capital

mill DKK

2010 2011 2010 2011
Change in inventories -102 -36 -1,034 -228
Change in receivables -464 -153 -913 126
Change in payables 23 -24 1,139 -312

-543 -213 -808 -414

Parent Company Group
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22. Current corporation tax

mill DKK

2010 2011 2010 2011
Corporation tax payable/receivable (-) as of 1 January 94 1 48 166
Foreign exchange effect on corporate tax expenses -1 6
Paid during the year -172 -120 -558 -867
Tax adjustments previous years -2 -7 -8 -6
Disposals through sale of subsidiaries 3 -6
Current tax expenses in Income Statement 96 197 682 806
Current tax expenses in Other Comprehensive Income -15 9 -18
Corporate tax expenses of discontinued operations -61
Corporation tax payable/receivable (-) as of 31 December 1 80 166 20

The above corporation tax is recorded as follows:

Assets 86 176
Liabilities 1 80 252 196

1 80 166 20

Parent Company Group

23. Adjustment for non-cash transactions

mill DKK

2010 2011 2010 2011
Depreciations/amortizations and impairments on continued operations 267 257 1,789 1,701
Gain on disposal of tangible assets and business activities 63 -3 25 -585
Share of income from associates/joint ventures after tax -14 -16
Financial income -825 -1,128 -107 -43
Financial expenses 1,903 1,362 441 1,067
Others, including provisions -19 -5 45 -143

1,389 483 2,179 1,981

Parent Company Group

24. Change in working capital

mill DKK

2010 2011 2010 2011
Change in inventories -102 -36 -1,034 -228
Change in receivables -464 -153 -913 126
Change in payables 23 -24 1,139 -312

-543 -213 -808 -414

Parent Company Group

25. Acquisition and sale of subsidiaries and activities

mill DKK
2010 2011 2010 2011

Acquisitions Acquisitions Disposals Disposals
Intangible fixed assets except goodwill -74 19 161
Tangible fixed assets -16 6 191
Inventories -2 -1 301 202
Receivables -1 -1 603 270
Cash and cash equivalents -1 -1 73 50
Interest-bearing debts 2 -69
Provisions including deferred taxes 16 -1 -120 -24
Payables 1 -1 -327 -169
Net assets acquired -75 -5 555 612
Goodwill(-)/gain on disposal -13 -1 -24 578
Consideration paid(-)/received -88 -6 531 1,190
Cash and cash equivalents 1 1 -73 -50
Net consideration paid(-)/received -87 -5 458 1,140

Net consideration paid(-)/received is paid as follows:

Cash and cash equivalents -145 -43 13 1,149
Payable, 1 January 98 38
Payable, 31 December -40
Receivable, 1 January -19 -444
Receivable , adjustment 12 222
Receivable, 31 December 444 213
Shares 8

-87 -5 458 1,140

The difference between payable amount as of 31 December 2010 and payable amount as of 1 January 2011 is due to a foreign exchange adjustment of 2 mill DKK.

In 2011, the Group acquired a company and sold two activities. Other regulations only concern the payment of earn-outs relating to previous acquisitions. In 2010 the Group

acquired one company and earn-outs were paid in connection with previous acquisitions. Acquisitions and sales in 2010 and 2011 are specified below.

Acquisition of subsidiaries and activities:

2011

Company/activities Country

Income 
Statement 

consolidated 
from

Holding 
acquired

Turnover per 
year 

mill DKK *)
No. of 

employees

Conside-
ration paid 

mill DKK

Danfoss IXA A/S Denmark September 59% 0 8                     5                     

*) Unaudited net sales in 2011 or the accounting year prior to the acquisition.

Acquisition of subsidiaries and activities:

2010

Company/activities Country

Income 
Statement 

consolidated 
from

Holding 
acquired

Turnover per 
year 

mill DKK *)
No. of 

employees

Conside-
ration paid 

mill DKK

Danfoss Energy Products (Guiyang) Co., Ltd. China April 100% 8 106                 101                 

*) Unaudited net sales in 2010 or the accounting year prior to the acquisition.

Goodwill resulting from the acquisition of companies primarily concerns the value of staff, know-how and synergies. 
For more information about the connection to cash generating units, please refer to note 11. Intangible fixed assets.

Group Group
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25. Acquisition and sale of subsidiaries and activities (continued)

Sale of subsidiaries and activities:

2011

Company/activities Country

Income 
Statement 

consolidated 
from

Holding 
acquired

Turnover per 
year 

mill DKK *)
No. of 

employees

Danfoss Water Controls activities France April 100% 780 554
Danfoss Geared Motors activities Germany May 100% 546 520

*) realized net sales to customers in 2010.

Sale of subsidiaries and activities:

2010

Company/activities Country

Income 
Statement 

consolidated 
until

Share of 
ownership

Turnover per 
year 

mill DKK *)
No. of 

employees
Danfoss AquaZ A/S Denmark/USA July 51% 0 9
Danfoss Household Compressors Germany/Slovenia September 100% 1,488 2,938

Slovakia/China
Danfoss Fumao China November 51% 7 41

Parent Company

mill DKK

2010 2011 2010 2011
Acquisitions Acquisitions Disposals Disposals

Intangible fixed assets except goodwill 17
Tangible fixed assets 2
Investments in subsidiaries -108 -49 111
Inventories 6
Payables -2

Net assets acquired -108 -49 134
Goodwill(-)/gain on disposal -62 1
Net consideration paid(-)/received -108 -49 72 1
 

Net consideration paid(–)/received composed of the following:
Cash and cash equivalents -120 -49 81 12
Payable as of 1 January 12
Receivable as of 1 January -18 3
Receivable, adjustment 12 -4
Receivable as of 31 December -3 -10

-108 -49 72 1

The Parent Company's capital increase and aquisition of undertakings and activities amounting to -49 mill DKK (2010: -108 mill ) is primarily concerning the increase in capital
and internal transfers.

The Parent Company's divestment of companies and activities of 1 mill DKK (2010: 72  mill) mainly consists of the sale of Geared Motors activities.

Parent Company Parent Company
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25. Acquisition and sale of subsidiaries and activities (continued)

Sale of subsidiaries and activities:

2011

Company/activities Country

Income 
Statement 

consolidated 
from

Holding 
acquired

Turnover per 
year 

mill DKK *)
No. of 

employees

Danfoss Water Controls activities France April 100% 780 554
Danfoss Geared Motors activities Germany May 100% 546 520

*) realized net sales to customers in 2010.

Sale of subsidiaries and activities:

2010

Company/activities Country

Income 
Statement 

consolidated 
until

Share of 
ownership

Turnover per 
year 

mill DKK *)
No. of 

employees
Danfoss AquaZ A/S Denmark/USA July 51% 0 9
Danfoss Household Compressors Germany/Slovenia September 100% 1,488 2,938

Slovakia/China
Danfoss Fumao China November 51% 7 41

Parent Company

mill DKK

2010 2011 2010 2011
Acquisitions Acquisitions Disposals Disposals

Intangible fixed assets except goodwill 17
Tangible fixed assets 2
Investments in subsidiaries -108 -49 111
Inventories 6
Payables -2

Net assets acquired -108 -49 134
Goodwill(-)/gain on disposal -62 1
Net consideration paid(-)/received -108 -49 72 1
 

Net consideration paid(–)/received composed of the following:
Cash and cash equivalents -120 -49 81 12
Payable as of 1 January 12
Receivable as of 1 January -18 3
Receivable, adjustment 12 -4
Receivable as of 31 December -3 -10

-108 -49 72 1

The Parent Company's capital increase and aquisition of undertakings and activities amounting to -49 mill DKK (2010: -108 mill ) is primarily concerning the increase in capital
and internal transfers.

The Parent Company's divestment of companies and activities of 1 mill DKK (2010: 72  mill) mainly consists of the sale of Geared Motors activities.

Parent Company Parent Company

26. Discontinued operations

In order to ensure increased focus on the core business, Danfoss decided that some operations should undergo strategic reassessment for possible sale, entrance into joint

ventures or other forms of alliances. This included Danfoss Household Compressors, where an agreement was made for the sale of the business to the German company

AURELIUS. The deal was concluded on November 5, 2010. 

When the deal was published the assets in Danfoss Household Compressors was depreciated to current value after deducting of sales costs.

Costs occurred in 2011 are related to the settlements and accompanying legal expenses in the competition case and an accounting adjustment of the purchase price

concerning the sale of Danfoss Household Compressors to AURELIUS Commercial Betiligungs GmbH.

The result and cash flows originating from the divested activities are recorded in all periods as separate items in the Income Statement and the Statement of  Cash Flow.

Financial highlights discontinued operations

mill DKK

2010 2011
Income Statement
Net sales 1,206
Expenses -1,299 -937

Impairments at fair value less costs to sell -733
Profit before tax -826 -937
Corporate tax expenses -3 6
Result from discontinued operations -829 -931

Cashflow
Cash flows from operating activities -249 -714
Cash flows from investing activities -63
Cash flows from financing  activities -89
Cash flows from discontinued operations -401 -714

Basic earnings per share of discontinued operations (share of nominal 100 DKK) -81.3 -91.5
Diluted earnings per share of discontinued operations (share of nominal 100 DKK) -78.0 -87.9

Group

27. Acquisition(-)/disposal of shares, other securities and lending

mill DKK

2010 2011 2010 2011
Sale of shares and other securities 15 17 14 -11
Purchase of shares and other securities -28 -23

15 17 -14 -34
Increase/decrease of lending 599 -791 39 -61

614 -774 25 -95

Parent Company Group



98 Annual Report 2011 I The Danfoss Group

28. Contingent liabilities, assets and security

mill DKK

Security

2010 2011 2010 2011

Carrying amount of land and buildings pledged as security for  bank loans and mortgages 23 22 858 752

Leasing assets pledged as security for leasing commitments 59 44 89

Secured loans from financial institutions 236 294 1,319 1,302

In connection with disposal of subsidiaries, ordinary guarantees and warranties have been issued. These guarantees and warranties are considered to have no impact

on the Group's financial position beyond what has been stated in the annual report.

Contingent liabilities 
At the beginning of 2009, the European Commission’s Directorate General for Competition and other competition authorities instigated investigations against Danfoss 

Household Compressors, among others, on suspicion of the violation of competition rules. Following extensive internal investigations and cooperation with the competition

authorities, Danfoss stated in the Danfoss Half-year Report 2010 that it could no longer be ruled out that violations had occurred. On the basis of further investigations and the

close cooperation with the competition authorities, Danfoss chose to make provisions of DKK 720 mill DKK in the 2011 half-year Half-year Report. The competition case

relating to the USA was ended in October 2011 when Danfoss made a settlement with the US Department of Justice, amounting to approx. 16 mill DKK. By so doing, Danfoss

acknowledged that employees at the group’s subsidiary, Danfoss Flensburg GmbH, Germany, without the knowledge of the top management and in direct violation of

Danfoss’ internal rules, had exchanged information with competitors between 2004 and 2007 which could be used to coordinate prices of compressors sold directly onto the

American market by Danfoss’ subsidiary in Germany. The settlement agreement was approved by the Michigan Court in December 2011. The competition case relating to

Europe was also concluded in December, when Danfoss made a settlement with the European Commission, amounting to approx. 669 mill DKK, for similar violations of

European competition rules. Over the course of fall 2011, the competition authorities in New Zealand and Canada announced that they had ceased to investigate Danfoss

regarding the case. Investigations are currently taking place in Brazil, Mexico and South Africa, and civil lawsuits are pending against Danfoss in the USA and Canada. At

present, Danfoss has no knowledge of the outcome of the pending lawsuits, therefore no recognization have been in the balance sheet.

In addition, the group is party to some disputes, lawsuits and legal actions. It is the view of the Management that the outcome of the legal  actions will have no other

significant impact on the Group's financial position beyond what has been recognized and stated in the Annual Report.

Operating leases (lease expenses)

Operating lease rentals are payable as follows: 2010 2011 2010 2011

Buildings:

Less than 1 year 60 63 114 130
Between 1 and 5 years 218 233 410 434
More than 5 years 94 84 511 436

Machinery etc.:

Less than 1 year 29 26 187 176
Between 1 and 5 years 26 35 347 250
More than 5 years 44 21

The Group has expensed 336 mill DKK in operating lease rentals in 2011 (2010: 329 mill) and they relate mainly to buildings and machinery. There were no significant

conditional leasing rentals in 2011 and 2010.

Operating leases (lease income)

Operating lease rentals are receivable as follows: 2010 2011 2010 2011

Less than 1 year 58 60 18 11
Between 1 and 5 years 180 185 12 5
More than 5 years 18 18

The Group has operating leasing income of 27 mill DKK in 2011 (2010: 25 mill). The above rentals relate mainly to buildings. The operating lease rentals in the Parent Company 

is primarily related to the rental of buildings to the subsidiaries.

Contractual obligations

2010 2011 2010 2011

Service contract commitment other than leases 217 351 269 685
Inventories 160 116 352 875
Fixed assets 325 136 417 259
Related obligations in 2012 433 415 756 1,533

Parent Company Group

Parent Company Group

Parent Company Group

Parent Company Group

29. Related parties

Danfoss A/S’ related parties include Bitten & Mads Clausen Foundation and other shareholders with significant ownership, cf. note16. Share capital, subsidiaries,

associates, joint ventures, the Board of Directors, the Executive Committee and senior managers. 

Further related parties include companies in which the above mentioned persons have significant interests.

Bitten & Mads Clausen Foundation, other shareholders and other related companies
The Bitten and Mads Clausen Foundation, which holds 45.31% of the shares in Danfoss A/S and controls 84.58% of the voting power, has the controlling influence.

In the financial year a limited number of transactions have taken place between Bitten & Mads Clausen Foundation, its other subsidiaries including Danfoss Universe and

certain shareholders of the Clausen Family. The transactions comprise of service and financial transactions and they have been made according to the arm's length principle

or on a cost covering basis. The total payment does not exceed 25 mill DKK (2010: 25 mill). Around 92% of Danfoss A/S' dividend payments is related to Bitten & Mads Clausen

Foundation and shareholders of the Clausen Family. 

Board of Directors, Executive Committee and senior managers
In the financial year, no transactions took place with the Board of Directors or the Executive Committee other than the transactions as a result of conditions of employment,

except for the following: 

The Group has a rental agreement for a property in Italy with Chairman of the Board Jørgen M. Clausen. The rental agreement runs until 2014. The rent payment amounted to

4 mill DKK in 2011 (2010: 4 mill). Besides that, companies in which Jørgen M. Clausen has significant influence have sold goods and services below 5 mill DKK (2010: 5 mill) to

the Danfoss Group. All transactions were performed on an arm's length basis.

For further information about the salaries of the board and the Executive Committee see the notes 5. Expenses and other operating income, section A. Personnel expenses

and 18. Share incentive programs.

Joint ventures and associated companies
Danfoss has ownership shares in joint ventures and associated companies. The main items relating to them are recorded below and include the full values, not Danfoss' 

proportionate ownership share.

mill DKK

Joint ventures:
2010 2011 2010 2011

Non-current assets 290 320 292 322
Current assets 371 342 371 342
Total assets 661 662 663 664

Non-current liabilities 80 106 80 106
Current liabilities 237 234 237 234
Total liabilities 317 340 317 340
Equity 344 322 346 324

Net sales 889 918 889 918
Expenses 856 880 856 880
Net profit 33 38 33 38

Associated companies:
2010 2011

Total assets 44 18
Total liabilities 36 14
Equity 8 4

Net sales 25 26
Expenses 42 29
Net profit -17 -3

For further information on joint ventures and associated companies please see the list of "Danfoss Group Companies".

Group

Parent Company Group
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28. Contingent liabilities, assets and security

mill DKK

Security

2010 2011 2010 2011

Carrying amount of land and buildings pledged as security for  bank loans and mortgages 23 22 858 752

Leasing assets pledged as security for leasing commitments 59 44 89

Secured loans from financial institutions 236 294 1,319 1,302

In connection with disposal of subsidiaries, ordinary guarantees and warranties have been issued. These guarantees and warranties are considered to have no impact

on the Group's financial position beyond what has been stated in the annual report.

Contingent liabilities 
At the beginning of 2009, the European Commission’s Directorate General for Competition and other competition authorities instigated investigations against Danfoss 

Household Compressors, among others, on suspicion of the violation of competition rules. Following extensive internal investigations and cooperation with the competition

authorities, Danfoss stated in the Danfoss Half-year Report 2010 that it could no longer be ruled out that violations had occurred. On the basis of further investigations and the

close cooperation with the competition authorities, Danfoss chose to make provisions of DKK 720 mill DKK in the 2011 half-year Half-year Report. The competition case

relating to the USA was ended in October 2011 when Danfoss made a settlement with the US Department of Justice, amounting to approx. 16 mill DKK. By so doing, Danfoss

acknowledged that employees at the group’s subsidiary, Danfoss Flensburg GmbH, Germany, without the knowledge of the top management and in direct violation of

Danfoss’ internal rules, had exchanged information with competitors between 2004 and 2007 which could be used to coordinate prices of compressors sold directly onto the

American market by Danfoss’ subsidiary in Germany. The settlement agreement was approved by the Michigan Court in December 2011. The competition case relating to

Europe was also concluded in December, when Danfoss made a settlement with the European Commission, amounting to approx. 669 mill DKK, for similar violations of

European competition rules. Over the course of fall 2011, the competition authorities in New Zealand and Canada announced that they had ceased to investigate Danfoss

regarding the case. Investigations are currently taking place in Brazil, Mexico and South Africa, and civil lawsuits are pending against Danfoss in the USA and Canada. At

present, Danfoss has no knowledge of the outcome of the pending lawsuits, therefore no recognization have been in the balance sheet.

In addition, the group is party to some disputes, lawsuits and legal actions. It is the view of the Management that the outcome of the legal  actions will have no other

significant impact on the Group's financial position beyond what has been recognized and stated in the Annual Report.

Operating leases (lease expenses)

Operating lease rentals are payable as follows: 2010 2011 2010 2011

Buildings:

Less than 1 year 60 63 114 130
Between 1 and 5 years 218 233 410 434
More than 5 years 94 84 511 436

Machinery etc.:

Less than 1 year 29 26 187 176
Between 1 and 5 years 26 35 347 250
More than 5 years 44 21

The Group has expensed 336 mill DKK in operating lease rentals in 2011 (2010: 329 mill) and they relate mainly to buildings and machinery. There were no significant

conditional leasing rentals in 2011 and 2010.

Operating leases (lease income)

Operating lease rentals are receivable as follows: 2010 2011 2010 2011

Less than 1 year 58 60 18 11
Between 1 and 5 years 180 185 12 5
More than 5 years 18 18

The Group has operating leasing income of 27 mill DKK in 2011 (2010: 25 mill). The above rentals relate mainly to buildings. The operating lease rentals in the Parent Company 

is primarily related to the rental of buildings to the subsidiaries.

Contractual obligations

2010 2011 2010 2011

Service contract commitment other than leases 217 351 269 685
Inventories 160 116 352 875
Fixed assets 325 136 417 259
Related obligations in 2012 433 415 756 1,533

Parent Company Group

Parent Company Group

Parent Company Group

Parent Company Group

29. Related parties

Danfoss A/S’ related parties include Bitten & Mads Clausen Foundation and other shareholders with significant ownership, cf. note16. Share capital, subsidiaries,

associates, joint ventures, the Board of Directors, the Executive Committee and senior managers. 

Further related parties include companies in which the above mentioned persons have significant interests.

Bitten & Mads Clausen Foundation, other shareholders and other related companies
The Bitten and Mads Clausen Foundation, which holds 45.31% of the shares in Danfoss A/S and controls 84.58% of the voting power, has the controlling influence.

In the financial year a limited number of transactions have taken place between Bitten & Mads Clausen Foundation, its other subsidiaries including Danfoss Universe and

certain shareholders of the Clausen Family. The transactions comprise of service and financial transactions and they have been made according to the arm's length principle

or on a cost covering basis. The total payment does not exceed 25 mill DKK (2010: 25 mill). Around 92% of Danfoss A/S' dividend payments is related to Bitten & Mads Clausen

Foundation and shareholders of the Clausen Family. 

Board of Directors, Executive Committee and senior managers
In the financial year, no transactions took place with the Board of Directors or the Executive Committee other than the transactions as a result of conditions of employment,

except for the following: 

The Group has a rental agreement for a property in Italy with Chairman of the Board Jørgen M. Clausen. The rental agreement runs until 2014. The rent payment amounted to

4 mill DKK in 2011 (2010: 4 mill). Besides that, companies in which Jørgen M. Clausen has significant influence have sold goods and services below 5 mill DKK (2010: 5 mill) to

the Danfoss Group. All transactions were performed on an arm's length basis.

For further information about the salaries of the board and the Executive Committee see the notes 5. Expenses and other operating income, section A. Personnel expenses

and 18. Share incentive programs.

Joint ventures and associated companies
Danfoss has ownership shares in joint ventures and associated companies. The main items relating to them are recorded below and include the full values, not Danfoss' 

proportionate ownership share.

mill DKK

Joint ventures:
2010 2011 2010 2011

Non-current assets 290 320 292 322
Current assets 371 342 371 342
Total assets 661 662 663 664

Non-current liabilities 80 106 80 106
Current liabilities 237 234 237 234
Total liabilities 317 340 317 340
Equity 344 322 346 324

Net sales 889 918 889 918
Expenses 856 880 856 880
Net profit 33 38 33 38

Associated companies:
2010 2011

Total assets 44 18
Total liabilities 36 14
Equity 8 4

Net sales 25 26
Expenses 42 29
Net profit -17 -3

For further information on joint ventures and associated companies please see the list of "Danfoss Group Companies".

Group

Parent Company Group
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29. Related parties (continued)

mill DKK

Transactions with joint ventures and associated companies:

2010 2011 2010 2011
Net sales of goods and services 3 5 27 27
Purchase of goods and services 4 11 198 210

Loans, trade receivables and liabilities in relation to joint ventures and associated companies are stated separately on the balance sheet of the Parent Company and the Group. 

The transactions besides the above transactions with joint ventures and associated companies are described in the notes 6. Non-current financial assets, 7. Financial income,

8. Financial expenses and 21. Financial risk and instruments.

Transactions between the Parent Company and the subsidiaries:

2010 2011
Net sales of goods and services 6,022 6,439
Purchase of goods and services 2,159 2,510
Purchase of intangible and tangible fixed assets 2 49
Disposal of intangible and tangible fixed assets 19 5

The transactions besides the above transactions between the Parent Company and subsidiaries are described in the notes 6. Non-current financial assets, 7. Financial income,

8. Financial expenses and 21. Financial risk and instruments.

Parent Company

Parent Company Group

31. Events after the balance sheet date

Subsequent to 31 December 2011 there have been no further events with any significant effect on the annual financial statements beyond what has been recognized and 

disclosed in the annual report.

30. Government grants

The Group received government grants amounting to 23 mill DKK in 2011 (2010: 26 mill). The grants are primarily related to research and development projects as well as 

grants for the establishment of workplaces.
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29. Related parties (continued)

mill DKK
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Parent Company

Parent Company Group

32. New accounting regulations

IASB has prepared new accounting standards (IAS and IFRS) and interpretation contributions (IFRIC) which Danfoss A/S is not required to include in 

the 2011 Annual Report:

IFRIC 20,

IFRS 9-13,

IAS 27 (2011) and 28 (2011),

Amendments to IFRS 1, 

Amendments to IFRS 7 (and others),

Amendments to IAS 1, 12, 19 og 32

Only amendments to IFRS 7 Financial Instruments: Disclosures - Transfers of Financial Assets have not yet been approved by the EU.

The standards and interpretation contributions, approved with a different commencement date in the EU than similar commencement dates set by IASB, are

implemented prematurely so that implementation complies with the IASB commencement dates pertaining to accounting years, which begin on 1 January 2012, or

later. None of the new standards or interpretation contributions are assumed to have any significant impact on the presentation of the Danfoss A/S accounts.

One of the effects of the amendments made to Employee Benefits in IAS 19 is that whereas the statement of the expected return on pension assets as in accordance

with the current IAS 19 is calculated on the basis of the expected development of the value of each asset type included in the pension plan, the amended IAS 19

prescribes that calculation is made of all of the pension assets as a whole, disregarding the pension asset types and using the same interest rate as used to calculate the

year's expected development of pension obligations. The calculation of the closing value of pension assets will remain the same, whereby the change alone will result

in varying returns from the year as recognized in the Income Statement and the Comprehensive Income, respectively. Had the amendment applied to the 2011 financial year,

the result for the year would have been 31 mill DKK lower. Furthermore, the change in pension obligations for the year would have been 31 mill DKK more. Equity, assets and

liabilities would not have been affected. 

31. Events after the balance sheet date

Subsequent to 31 December 2011 there have been no further events with any significant effect on the annual financial statements beyond what has been recognized and 

disclosed in the annual report.

30. Government grants

The Group received government grants amounting to 23 mill DKK in 2011 (2010: 26 mill). The grants are primarily related to research and development projects as well as 

grants for the establishment of workplaces.
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Danfoss Group
Companies
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EUROPE

Austria

Danfoss Gesellschaft m.b.H., Guntramsdorf 

Belgium

N.V. Danfoss S.A., Groot-Bijgaarden

Sauer-Danfoss bvba, Bruxelles

Bulgaria

Danfoss EOOD, Sofia

Czech Republic

Danfoss s.r.o., Prague

Croatia

Danfoss d.o.o., Zagreb

Denmark

AqSep A/S – 29,17% (associated)

Danfoss A/S, Nordborg (moderselskab)

Danfoss Captive Reinsurance A/S, Nordborg

Danfoss Compressor Holding A/S, Nordborg

Danfoss Development A/S, Nordborg

Danfoss Distribution Services A/S, Rødekro

Danfoss Drives A/S, Gråsten

Danfoss Ejendomsselskab A/S, Nordborg

Danfoss Global Sales A/S, Nordborg

Danfoss International A/S, Nordborg

Danfoss IXA A/S, Vejle – 59% 

Danfoss Murmann Holding A/S, Nordborg

Danfoss Polypower A/S, Nordborg

Danfoss Redan A/S, Hinnerup

Danfoss Semco A/S, Odense – 60%

Danfoss Solutions A/S, Kolding

Flexucell ApS, Østervrå – 50% (joint venture)

Gemina Ejendomsselskab A/S, Sunds

Gemina Termix Production A/S, Sunds

Issab Holding ApS, Nordborg

Sauer-Danfoss ApS, Nordborg

Sauer-Danfoss Holding Aps, Nordborg

Estonia

Danfoss AS, Tallinn

Proekspert AS, Tallinn – 75,20%

Finland

Oy Danfoss Ab, Leppävirta

Thermia Partners Oy, Masala 

Oy Sauer-Danfoss Ab, Espoo

France

Avenir Energie, Valence

Danfoss Commercial Compressors S.A., Trévoux

Danfoss France Holding S.C., Trappes

Danfoss S.a.r.l., Trappes

Sauer-Danfoss SAS, Dammarie-lès-Lys

Germany

Danfoss Esslingen GmbH, Esslingen

Danfoss Flensburg GmbH, Flensburg

Danfoss GmbH, Offenbach/Main

Danfoss Silicon Power GmbH, Slesvig

Danfoss Werk Offenbach GmbH, Offenbach/Main

Promeos GmbH, Erlangen – 27% (associated company)

Sauer-Danfoss GmbH & Co. OHG, Neumünster

Sauer-Danfoss Informatic GmbH, Neumünster

Sauer-Danfoss GmbH, Neumünster

Great Britain

Danfoss Heat Pumps UK Ltd., South Yorkshire

Danfoss Holding UK Limited, Denham

Danfoss Limited, Denham

Danfoss Randall Limited, Bedford

Senstronics Holding Ltd., London – 50% (joint venture)

Sauer-Danfoss Ltd., Swindon

Hungary

Danfoss Ktf., Budapest

Ireland

Danfoss Ireland Ltd., Dublin

DEVI-HEAT Limited, Dublin

Iceland

Danfoss hf., Reykjavik

Italy

Danfoss S.r.l., Torino

Danfoss Electronics spa, San Vendemiano

Sauer-Danfoss S.r.l., Reggio Emilia

Latvia

SIA Danfoss, Riga

Lithuania

Danfoss UAB, Vilnius

December 31, 2011

Unless otherwise specified after the company name, the companies are 100% owned by Danfoss.

Sauer-Danfoss companies are marked with blue and are 100% owned by Sauer-Danfoss, unless otherwise specified.
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Netherlands

Danfoss B.V., Schiedam

Danfoss Energie Systemen B.V., CJ Houten

Danfoss Holding B.V., Schiedam

Danfoss Turbocor Compressors B.V., Amsterdam – 50% (joint venture)

Sauer-Danfoss B.V., Gouda

Norway

Danfoss AS, Skui, Oslo

Sauer-Danfoss AS, Skui, Oslo

Poland

Danfoss Poland Sp.z.o.o., Grodzisk Mazowiecki

Danfoss Saginomiya Sp.z.o.o., Grodzisk Mazowiecki – 50% (joint venture)

Elektronika S.A., Gdynia – 50% (joint venture)

Sauer-Danfoss Sp. z o.o., Wroclaw

Portugal

Danfoss (Portugal), Lda., Carnaxide

Romania

Danfoss s.r.l., Bucharest

Danfoss District Heating S.r.l., Bucharest

Russia

Danfoss Dzerzhinsk LLC, Nizhny Novgorod

OOO Danfoss, Istra

OOO Gruppa LPM, Skt. Petersburg

ZAO Danfoss, Moskva

ZAO Ridan, Nizhny Novgorod

Sauer-Danfoss LLC, Moskva

Serbia

Danfoss d.o.o.,  Belgrade

Slovakia

Danfoss spol. S.r.o., Zlaté Moravce

Sauer-Danfoss a.s. Povazska Bystrica

Slovenia

Danfoss d.o.o., Ljubljana

Danfoss Trata d.o.o., Ljubljana – 99,61% 

Spain

Danfoss S.A., Madrid

Sauer-Danfoss S.A., Madrid

Sweden

Danfoss AB, Linköping

Danfoss District Heating AB, Göteborg

Danfoss Värmepumpar AB, Arvika

EP Technology AB, Malmö

Sauer-Danfoss AB, Älmhult

Switzerland

Danfoss AG, Frenkendorf

Turkey

Danfoss Otomasyon ve Urunleri Tic Ltd., Istanbul

Ukraine

Danfoss T.o.v., Kiev

NORTH AMERICA

Canada

Danfoss Inc., Mississauga, Ontario

Turbocor Inc., Dorval – 50% (joint venture)

Mexico

Danfoss Industries S.A. de C.V., Apodaca, Monterrey

Danfoss S.A. de C.V., Monterrey

USA

Danfoss Acquisitions, Inc., Vilmington

Danfoss LLC, Baltimore, Maryland

Danfoss Holding, Inc., Lawrenceville, Georgia

Danfoss Turbocor Compressors, Inc., Tallahassee, Florida – 50% (joint venture)

Danfoss Sea Recovery Corporation, Los Angeles, California

Hydro-Gear Inc., Sullivan, Illinois – 60%

Hydro-Gear Limited Partnership, Sullivan, Illinois – 60%

Sauer-Danfoss (US) Company, Ames, Iowa

Sauer-Danfoss Inc., Lincolnshire, Illinois

SOUTH AMERICA

Argentina

Danfoss S.A., Buenos Aires

Brazil

Danfoss do Brasil Indústria e Comércio Ltda., São Paulo

Sauer-Danfoss Hidraulica Mobil Ltda, Caxias do Sul

Sauer-Danfoss Ltda., São Paulo

Chile

Danfoss Industries Ltda., Santiago

Colombia

Danfoss S.A., Santiago de Cali

Venezuela

Danfoss S.A., Valencia
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AFRICA

Namibia

Elsmark (Namibia) Commercial Wholesalers (Proprietary) Limited

South Africa

Danfoss (Pty) Ltd., Rivonia, Johannesburg

Elsmark Investment Holdings (Proprietary) Limited, Johannesburg

Elsmark South Africa (Proprietary) Limited, Johannesburg

ASIA

China

Danfoss Anshan Controls Co. Ltd., Anshan

Danfoss Energy Products (Guiyang) Co., Ltd., , Guiyang 

Danfoss (Shanghai) Automatic Controls Co. Ltd., Shanghai

Danfoss (Tianjin) Limited, Tianjin

Danfoss Industries Limited, Hong Kong

Zheijang Holip Electronic Technology Co. Ltd., Zheijang

Danfoss Plate Heat Exchanger, Hangzhou

Danfoss Sanhua (Hangzhou) Micro Channel Heat Exchanger Co., Ltd. – 50%

Danfoss-Semco (Tianjin) Fire Protection Equipment Co., Ltd., Tianjin – 60%

Sauer-Danfoss Hydrostatic Transmission Co. Ltd., Shanghai – 65%

Sauer-Danfoss (Shanghai) Co. Ltd.,Shanghai

Sauer-Danfoss-Daikin Mobile Hydraulics (Shanghai) Co., Ltd., Shanghai – 65%

Tau Energy Holdings (HK) Limited, Hong Kong

India

Danfoss Industries Pvt. Limited, Chennai

Sauer-Danfoss India Pvt. Ltd., Pune

Japan

Daikin-Sauer-Danfoss Manufacturing LTD, Osaka – 45% 

Sauer-Danfoss-Daikin LTD., Kobe – 65%

Kazakhstan

Danfoss LLP, Almaty

Malaysia

Danfoss Industries Sdn Bhd, Selangor

Philippines

Danfoss Inc., Manila

Singapore

Danfoss Industries Pte. Ltd., Singapore

Sauer-Danfoss Pte. Ltd. Singapore – 65%

South Korea

Danfoss Ltd., Seoul

Sauer-Danfoss-Daikin LTD., Seoul – 65%

Taiwan

Danfoss Co. Ltd., Tapei

Thailand

Danfoss (Thailand) Co. Ltd., Bangkok

United Arab Emirates

Danfoss FZCO, Dubai – 95%

AUSTRALIA

Australia

Danfoss (Australia) Pty. Ltd., Melbourne

Sauer-Danfoss-Daikin Pty. Ltd. – 65%

New Zealand

Danfoss (New Zealand) Ltd., Auckland
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Organization

The Danfoss Group in brief

Danfoss is a global leader focused on energy-efficient solutions that save energy and costs, and reduce carbon emissions. 
The company’s wide range of products and services are used in areas such as cooling food, air conditioning, heating  
buildings, controlling electric motors and powering mobile machinery. The company is also active in the field of solar and 
wind power as well as district heating and cooling infrastructure for cities and urban communities. Danfoss was founded  
in 1933 in Nordborg, Denmark. Today, the Group employs around 23,000 employees and sells its products in more than  
100 countries around the world. Read more about Danfoss at www.danfoss.com. Learn about its energy-efficient solutions 
at: http://www.danfoss.com/SolutionsReady/

Date of publication: March 20, 2013
This report is available in Danish and English. In the event of any discrepancy between the two versions, the Danish version shall prevail.
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CORPORATE CITIZENSHIP HIGHLIGHTS

2008 2008 2010 2010 2012

ENERGY AND CLIMATE
Energy consumption (TJ) 1,965 1,808 1,529 1,367 1,312
Total CO2 emission (ton) 171,001 153,371 133,545 127,524 126,873

Hereof emission from electricity 126,945 111,716 97,016 97,604 98,428

Hereof emission from heat 44,056 41,654 36,529 29,920 28.444
CO2 emission target (ton) 177,500 175,000 172,500 170,000 167,,500
CO2 emission in % of target 96% 88% 77% 75% 76%

ENVIRONMENT
Water consumption (m3) 839,004 742,083 692,261 770,494 637,082
Group's total raw material volume 284,186 253,438 165,947 151,578 125.614
CRAN materials (ton) 1,219 904 1,213 1,302 1,122
Organic solvents (ton) 347 261 266 263 246
Discharged industrial waste water (m3) 261,179 198,047 211.504 184,471 156,467
Waste (ton) 76,717 55,804 25,,857 22,300 18,785

HR AND ACCIDENTS
Total employee turnover (%) 19.5 20.2 16.9 15.7 17.2
Number of accidents (blue collar) 330 254 184 133 120
Frequency of accidents (blue collar) 16.8 15.5 12.8 9.4 9.2
Number of accidents (white collar) 21 22 14 13 16
Frequency of accidents (white collar) 2.3 2.7 1.3 1.3 1.5
Total number of days of absence 6,864 5,048 4,697 1,990 2,883

RESPONSIBLE SUPPLIER MANAGEMENT
Suppliers in high-risk countries 376 665 533 905 702

Hereof suppliers having signed Code of Conduct 28% 29% 81% 53% 83%
Suppliers in medium-risk countries 564 350 442 358 284

Hereof suppliers having signed Code of Conduct 8% 28% 46% 56% 68%
Suppliers in low-risk countries 2,819 2,484 3,284 2,251 1,791

Hereof suppliers having signed Code of Conduct 17% 47% 46% 65% 81%

SOCIAL RESPONSIBILITY
Dismissals due to unethical behavior 64 29 40 26 47

All figures are excluding Sauer-Danfoss
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Financial highlights

DKKm

2008 2009 2010 2011 2012

INCOME STATEMENT
Net sales 27,535 24,165 31,550 33,904 34,007

 Operating profit plus depreciation, amortization and impairment (EBITDA) 2,099 1,354 5,053 5,924 5,729
EBIT excl. other operating income, etc. 687 -40 3,400 3,653 3,705
Operating profit (EBIT) 410 -1,431 3,264 4,226 3,745
Share of profit from associates and joint ventures after tax 44 -37 14 16 -2
Financial items, net -579 349 -334 -1,024 -371

Profit before tax from continuing operations -125 -1,119 2,944 3,218 3,372

Profit from discontinued operations -635 -829 -931 0
Net profit -157 -1,402 1,378 1,314 2,357

BALANCE SHEET
Total non-current assets 21,237 19,289 18,703 17,422 17,038
Total assets 32,928 28,642 29,868 28,124 27,768
Equity 11,867 10,055 11,700 12,597 14,193
Net interest-bearing debt 9,776 9,144 6,675 4,634 2,691
Net assets 21,326 18,995 18,167 17,037 16,775
Capital expenditure 12,614 1,009 973 1,335 2,053

CASH FLOW STATEMENT
Cash flow from operating activities 1,428 2,858 3,387 3,359 4,245
Cash flow from investing activities -4,543 -1,894 -741 -209 -1,321
    acquisition of intangible assets and property, plant and equipment -2,167 -895 -634 -1,220 -1,169
    acquisition of subsidiaries and activities -2,383 -893 -132 1,106 -191
Free cash flow -3,115 964 2,646 3,150 2,924
Free cash flow before M&A -639 1,906 2,792 2,078 3,019
Cash flow from financing activities 3,050 -733 -2,037 -2,530 -2,779

NUMBER OF EMPLOYEES
Number of employees 31,717 25,740 23,392 23,430 23,092

FINANCIAL RATIOS
Organic sales growth (%) 2 -12 25 10 -2
EBIT margin excl. other operating income, etc. (%) 2.5 -0.2 10.8 10.8 10.9
EBIT margin (%) 1.5 -5.9 10.3 12.5 11.0
EBITDA margin (%) 7.7 5.6 16.0 17.5 16.8
RONA (%) 2.4 -7.1 17.6 24.0 22.2
Return on equity (%) -0.9 -13.0 12.3 9.0 18.0
Equity ratio (%) 36.0 35.1 39.2 44.8 51.1
Leverage ratio (%) 82.4 92.5 62.2 36.8 19.0
Net interest bearing debt to EBITDA ratio 4.7 6.8 1.3 0.8 0.5
Dividend pay-out ratio (%) neg. 0.0 7.5 25.0 17.0
Dividend ratio per share (%) 20.0 0.0 10.0 31.5 39.2

The income statement and the statement of cash flows for 2009, 2010 and 2011 have been affected by the Group's reclassification of discontinued activities to separate lines

in the financial statements. 

In situations where the ratios have been defined according to "Recommendations & Key Figures 2010", as prepared by the Danish Association of Financial Analysts, the 

ratios are computed according to these definitions.

Financial highlights of the Group (DKK)
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Net sales were DKK 34,007m against DKK 33,904m in 2011, a change of 0% 

compared to the strong performance in 2011. 

Operating profit excluding other operating income and expenses was DKK 

3,705m against DKK 3,653m last year. 

Operating profit (EBIT) was DKK 3,745m, an improvement of 3% over last 

year adjusted for exceptional income from divestitures of DKK 578m in 2011. 

Net profit was DKK 2,357m compared to DKK 1,314m last year. 

Free cash flow was DKK 2,924m against DKK 3,150m in 2011, which included 

an exceptional cash inflow of DKK 1,149m from divestments. Free cash flow 

before mergers and acquisitions (M&A) was DKK 3,019m compared to DKK 

2,078m in 2011.

Net interest-bearing debt was DKK 2,691m against DKK 4,634m last year.  

The level of net interest-bearing debt was 0.5 times the previous four quarters' 

EBITDA.

The Solvency ratio was 51.1% against 44.8% in 2011.

Return on equity was 18% compared to 9% in 2011. 

Dividend is proposed at 17% of the Group’s net profit, corresponding to 39.2% 

per share. 

Corporate citizenship (excluding Sauer-Danfoss) 
CO2 emissions dropped by 0.5% to 126,873 tons from 127.524 tons in 2011, 

mainly as a result of Danfoss' continued efforts to reduce energy consumption. 

Employee engagement, understood as clear employee perception of targets, 

frequent management follow-up and a fair balance between performance 

and reward, increased to 74 from 71 in 2011.

Danfoss continued implementing its ethics training program with approxi-

mately 2,200 people managers attending ethics training. Furthermore,  

Danfoss developed a new anti-corruption program which will be attended by 

approximately 5,000 employees in 2013.

Outlook for 2013
Danfoss expects the global financial uncertainty prevailing in 2012 to contin-

ue throughout 2013, causing sustained low visibility.  Danfoss’ markets are 

expected to see modest growth with climate and energy solutions and  

globalization as the primary growth trends. At the same time, Danfoss expects 

to continue to retain profitability through continuous improvement of opera-

tions and the targeted strategic initiatives already launched. 

Net sales for 2013 are thus expected to grow at a modest rate

Operating profit for 2013 is expected to grow in line with net sales

The impact of any divestitures, discontinued operations or company/activity 

acquisitions is not included in the outlook.

2012 highlights
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Niels B. Christiansen
President & CEO

Kim Fausing
Executive Vice President & COO

Letter from the Management  
– Danfoss delivers new strong results

Dear Reader,

For the third consecutive year, Danfoss delivered strong results despite very challenging financial conditions in the global markets.

Our success in a difficult global market was not least achieved because we adhered to our Core & Clear strategy plan launched in 2010. The strategy aims for 

strategic expansion of our business in the global growth economies and for sustained organic growth in our core businesses combined with a high level of 

innovation investment. Again in 2012, our long-term investments in product innovation translated into a number of new, customer-focused solutions.  

The main driver of our sales in 2012 continued to be demand for climate & energy solutions as well as globalization that, among other things, has boosted  

the urbanization of the world’s new populous growth areas. Not least the Russian market saw a breakthrough for energy-efficient solutions, and we reported 

double-digit growth rates in Russia throughout the year. Sales in the Group's largest market, North America, were also better than anticipated all year long,  

while the Chinese market fell back due to the Chinese government's efforts to avoid economic overheating by decelerating the building and construction 

sectors. 

Danfoss thus succeeded in its goal to generate profitable global growth in 2012, and we intend to consolidate and expand that position in the years ahead 

through targeted investments in the BRIC countries and other growth economies. 

At the same time, we achieved satisfactory profitability. We continued to deploy best practices throughout the Group and further strengthened competence 

levels in key areas such as procurement and productivity. Regular follow-up on employee engagement showed sustained strong support for our strategic 

initiatives. We increased our free cash flow and again reduced our debt, which we have now cut by two-thirds in just three years. Due to the resulting greater 

financial versatility we were able to gain full ownership of the Danfoss Turbocor Compressors joint venture towards the end of the year, thereby strengthening 

our position in the global market for variable speed compressors. Likewise, we decided in November to seek full ownership of Sauer-Danfoss because we are 

confident that an even closer collaboration will strengthen the overall business and enable us to offer our customers even more benefits. 

Danfoss also continues the efforts to remain at the vanguard of sustainability and social responsibility. Initiatives in 2012 included the launch of an extensive 

anti-corruption program. 

Overall, 2012 further fortified the basis for our future development. There is every indication that the global financial uncertainty and low visibility will continue 

throughout 2013. We must leverage on the strong momentum built in recent years to maintain growth rates above the market average while continuing to 

improve our earnings and cash flow. 



Core & Clear status 
Sustained focus on core deliveries and innovation in 2013

In 2012, Danfoss kept up the strategic momentum created in the Group since 

2010. In 2012, Danfoss succeeded in strengthening quality, increasing innova-

tion, enhancing customer focus and reducing the company’s complexity. This 

work will continue in 2013.

A key element of the Danfoss Core & Clear strategy is to position the product 

portfolio across core and growth businesses. Through targeted investment in 

a limited number of high-potential growth areas, Danfoss has developed new 

innovative technologies in areas such as solar inverters and heat exchangers. 

Within innovation, Danfoss maintained the level of investment in product  

development at 3.9% of sales in 2012. Innovation in the core business has 

produced a number of new products which more significantly take into  

account both differentiated customer requirements and Danfoss' high quality 

standards. 

To this effect, the Group expanded its innovation capacity and implemented 

a new structured approach to product launches. Danfoss’ customers are  

now involved in the entire product development process, positioning the 

products within the field of what matters most to our customers.    

The increased capacity also led to the launch of a large number of new  

products aligned with our strategic goals within climate & energy and global-

ization. Examples include a new ground heat pump with improved perfor-

mance, more energy-efficient micro plate heat exchangers for use in heat 

pumps, and a brand new type of very user-friendly electronic thermostat for 

electric floor heating. 

In 2012, Danfoss also expanded its product range adding new refrigeration 

controls and refrigeration valves specially designed for use with new climate-

friendly refrigerants. In China, Danfoss developed new ranges of frequency 

converters, industrial compressors and other products tailored to the Chinese 

market and with reliability and energy-efficiency as the key parameters.

Danfoss intends for all business areas to comply with the ISO/TS16949 quality 

standard by the end of 2015. This is one of the world's strictest quality stan-

dards. Another three Danfoss factories achieved the goal in 2012 and are now 

fully compliant with the ISO/TS16949 requirements. At the same time, Dan-

foss continued to develop and implement shared systematic methods and 

tools across the Group. Danfoss fully retains its ambition of providing quality 

second to none.   

Danfoss continued to cut the number of code numbers to reduce complexity 

in the business and thereby increase transparency. These efforts will continue 

in 2013 with improvements across product families and business areas. Com-

plexity on the supplier side was also reduced in 2012 as Danfoss further con-

centrated its purchases with fewer, but larger suppliers. In order to reduce the 

number of direct suppliers, Danfoss made a concerted effort to increase the 

use of company credit cards when paying for travel and business expenses.

Concurrently, regular follow-up on employee engagement showed sustained 

strong support for the strategic initiatives. Employees respond that the strate-

gic direction is clear, and that they can see how they contribute to the progress 

made. In 2012, Danfoss enhanced competence building by increasing the 

global use of employee performance reviews, among other initiatives.
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The Core & Clear strategy
Danfoss has pursued its Core & Clear strategy since 2010. The ambition is for Danfoss to be a global trendsetter by 2015 with respect to performance and 

reputation. Climate & energy and globalization have been designated principal trends for Danfoss' business. In addition, the strategy contains four 

core elements:

Core & Clear is about sustained focus on the core activities in which Danfoss already holds or is close to having a leading global 

position. Danfoss must also constantly make sure that it clearly differentiates itself from the competition within its core business.

Free & Agile is about increasing the Group's flexibility and maneuverability and thus its ability to rapidly adapt to market 

developments. This will be achieved through sustained optimization of the supply chain and of administrative processes. 

Focus will be maintained on reducing debt and increasing cash flows. 

Customer & Innovation focuses on innovation based on customer requirements. Danfoss invests in maintaining and 

enhancing the ability to create value for our customers through innovation and customer-differentiated products of the 

highest quality.  

Passion & Performance is about the organization's commitment and ability to implement the strategy. Focus is on 

communicating a clear, shared direction, defining clear goals for employees and managers alike, and investing in com-

petence building, commitment and the ability to meet ambitious goals.



11Annual Report 2012 I The Danfoss Group

INNOVATION FROM THE CORE 2012 

Danfoss focuses on core 
functionality
In 2012, Danfoss introduced a new frequency 

converter specifically aimed at new growth 

markets, in particular India and China. The 

model combines core functionality with  

energy-efficiency, user-friendliness and 
reliability, featuring for instance special 

coating of the electronic components for  

increased robustness. The result is a product 

that is easy and quick to install and  

requires a minimum of maintenance. The 

frequency converter, which helps control 

electric motors, is, for instance, used in the 

textile industry in the new Asian growth  

markets, where increasing industrialization 

and automation offer considerable potential 

for energy savings.      
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INNOVATION FROM THE CORE 2012 

Danfoss links eco-friendly 
refrigerants and energy- 
efficiency even closer
In 2012, Danfoss introduced a new ADAP 

KOOL® controller unit specially designed to 

optimize refrigeration systems using natural 

refrigerants such as CO2. Facilitating more 

energy-efficient interaction of the different 

elements of refrigeration systems, the  

controller is designed to handle the higher 

pressure used in CO2-based refrigeration 

systems. The solutions is for instance used in 

supermarkets for energy-efficient and  

reliable refrigeration of food in refrigeration 

counters, thereby reducing food loss and 

optimizing food safety. The ADAP KOOL® 

range already comprises other components 

and solutions for refrigeration systems  

using natural refrigerants.
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Danfoss repeated the record results from 2011 and concurrently delivered an 

all-time high free cash flow from the underlying business. The reason was the 

company's execution of the Core & Clear strategy combined with high growth 

rates in Russia and the USA, which made up for Chinese decline at the begin-

ning of the year. 

Presentation of results
Net sales amounted to DKK 34,007m compared to DKK 33,904m in 2011 

equaling a change of 0%. Adjusted for changes in exchange rates and divesti-

tures, it corresponded to a decline of 2%. Net sales were thus in line with  

expectations, which was satisfactory. 

Throughout the year, sales were driven by strong demand for climate and 

energy solutions, with the Russian market in particular reporting solid growth 

of 24%. Conversely, the Chinese market slowed down in the first half of  

the year due to the Chinese authorities' deliberate efforts to decelerate the 

building and construction sector. Conditions in the Chinese market stabilized 

in the second half of the year. Brazil and India maintained last year's perfor-

mance, and all four BRIC markets remain among Danfoss’ 15 largest markets. 

Also the US market, which is the Group's biggest market, reported sustained 

positive growth of 12%. The European market overall reported zero growth 

after a strong start to the year, mainly driven by strong sales figures in the  

German market for solar inverters due to deferred changes to the German 

solar energy subsidy schemes. 

The Danfoss Climate & Energy segment saw rising growth rates in 2012 after  

a sluggish start to the year, reporting overall growth of 3%. Adjusted for 

changes in exchange rates impacted by the strong US dollar, growth was 0%. 

After a strong start to the year, the Sauer-Danfoss segment experienced  

a decline in the second half of the year, mainly due to a slowdown in the  

Chinese construction and real estate sectors together with general weakening 

in Europe. Consequently, the segment reported growth of 1%, which adjusted 

for currency translation, was a decline of 4%

Operating profit excluding other operating income and expenses was 

DKK 3,705m against DKK 3,653m in 2011 corresponding to a growth rate of 

1%, which was attributable to Danfoss’ targeted strategic initiatives combined 

with strict cost control. 

Operating profit (EBIT) was DKK 3,745m compared to DKK 4,226m. Adjusted 

for the exceptional income of DKK 578m from the divestitures of Danfoss  

Water Controls and Danfoss Geared Motors, operating profit increased by 3%. 

It was thus in line with the level expected at the beginning of the year, which 

was satisfactory.

De finansielle poster viste en omkostning på DKK xxx mio. mod en omkost-

ning på DKK 1.024 mio. i 2011. Det skyldes hovedsageligt en reduktion af kon-

cernens hensættelser til uudnyttede aktieprogrammer som følge af lavere 

kurs på Danfoss-aktien samt faldende renteomkostninger i forbindelse med 

det lavere gældsniveau.

Årets resultat blev på DKK 2.474 mio. mod DKK 1.314 mio. i 2011. Resultatet 

udviklede sig i 2012 bedre en forventet. 

Financial review

Group net sales & EBIT  millDKK

Sales distribution by regions 2012 (2011)
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Net interest bearing debt

Financial items totaled an expense of DKK 371m against an expense of  

DKK 1,024m in 2011. This was mainly explained by a reduction in the Group's 

provisions for unexercised share option programs due to a lower price of  

Danfoss shares and lower interest expenses in connection with the reduced 

level of debt.

Net profit was DKK 2,357m against DKK 1,314m in 2011. The performance in 

2012 was better than anticipated. 

Balance sheet
Equity stood at DKK 14,193m compared to DKK 12,597m at the end of 2011. 

The increase was primarily attributable to recognition of the profit for the year, 

after deduction of dividends. 

Total assets amounted to DKK 27,768m at December 31, 2012 against  

DKK 28,124m at the year-earlier date. 

Net interest-bearing debt fell to DKK 2,691m from DKK 4,634m at the end of 

2011. This reduction was mainly attributable to the improved free cash flow 

resulting from the higher operating profit and the lower amount of capital 

tied up in inventories. Interest-bearing debt included DKK 3,151m (84%)  

non-current debt maturing after more than 12 months. At December 31, 

2012, the Group had unutilized and non-terminable long-term credit commit-

ments of DKK 6,000m against DKK 5,700m at the year-earlier date in addition 

to cash and cash equivalents and ordinary operating credits.

Cash flow statement
Free cash flow comprising cash flow from operating activities of DKK 4,245m 

and cash flow from investing activities of DKK –1,321m totaled DKK 2,924m 

against DKK 3,150m at the end of 2011 when free cash flow was exceptionally 

affected by an amount of DKK 1,106m from divestitures against a negative 

impact of DKK 191m in 2012. Free cash flow before mergers and acquisitions 

(M&A) amounted to DKK 3,019m compared to DKK 2,078m at December 31, 

2011, an improvement of 45%. 

Innovation
Innovation activities at Danfoss focus on developing energy-efficient and 

performance-enhancing products for the benefit of the Group's customers 

and the communities they live in. In 2012, Danfoss invested DKK 1,324m in 

product development compared to DKK 1,263m in 2011. Investments as  

a percentage of net sales rose to 3.9% against 3.7% the year before. Danfoss 

invested in strengthening its innovative capacity by extending its product  

development program as well as by launching a number of specific new 

products in 2012. During the year, Danfoss filed 152 new patent applications 

compared to 143 the year before, and 244 patents were granted to the Group 

compared to 223 patents in 2011. At the end of 2012, the Group thus had 

2,101 patents against 1,784 the year before. 

Human capital  
In order for Danfoss to maintain and expand its market-leading position in its 

core business areas, it is vital that the company is able to attract and retain 

employees with the right knowledge and qualifications. Danfoss offers special 

incentive schemes to retain key staff and managers. Danfoss also makes an 

ongoing effort to build and develop employee qualification through work 

training, courses and other education. Initiatives in 2012 included a significant 

extension of the e-learning offer to employees through the Danfoss Business 

System. In addition, Danfoss performs employee development reviews at 

least once a year for the purpose of supporting the ongoing development of 

employee qualifications, ensuring that they remain attractive resources. 

Cash flow

14
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Employees
The Danfoss Group had 23,092 employees at December 31, 2012 against 

23,430 at the year-earlier date. The drop was mainly attributable to a number 

of adjustments to global market conditions which Danfoss implemented in 

late 2011, effective from the first half of 2012. The Group's employees were 

distributed as follows by geography: 7,977 in Europe excluding Denmark 

(2011: 8,001), 3,988 in North America including Mexico (2011: 3,971), 451 in 

Latin America (2011: 458), 4,895 in Asia-Pacific including China (2011: 4,919) 

and 54 in Africa-Middle East (2011: 58). At December 31, 2012, Danfoss had 

5,727 employees in Denmark compared to 6,023 last year. 

Changes to the Executive Committee
Nis Storgaard, Executive Vice President & CDO, retired at the close of 2012.  

Following his retirement, the Executive Committee consists of Niels B. Chris-

tiansen, President & CEO, and Kim Fausing, Executive Vice President & COO.

Acquisitions, business expansions and establishments in 2012
On November 5, Danfoss took yet another step in its strategy to enhance the 

company's presence in the Indian market with the acquisition of a site  

near Chennai, where the Group intends to build substantial production and 

development facilities in the years ahead.

Effective as of December 31, Danfoss obtained full ownership of the Danfoss 

Turbocor Compressors joint venture in order to further enhance its position in 

the global market for commercial variable speed compressors. 

Sale and closure of companies and activities in 2012
On May 14, Danfoss sold its energy services business Danfoss Solutions A/S 

with 22 employees to Scan Energi A/S.

On November 1, 2012, Danfoss sold its Danfoss Sea Recovery business area 

specializing in seawater desalination with 61 employees to Parker Hannifin 

Corporation.

Tender offer on the remaining shares of Sauer-Danfoss
On November 28, 2012, Danfoss announced that it had made a proposal to 

the board of directors of Sauer-Danfoss to acquire the shares not already 

owned by Danfoss, for USD 49 per share in cash. Subsequently, the Sauer-

Danfoss board of directors established a committee of independent directors 

to consider Danfoss’ proposal. On March 1, 2013, Danfoss and Sauer-Danfoss 

jointly announced a definitive merger agreement for Danfoss to acquire the 

24.4% of Sauer-Danfoss not already owned by Danfoss for USD 58.50 per share 

in cash. Under the terms of the agreement, Danfoss would commence a tender 

offer within ten business days from the signing of the agreement. At the time 

the annual report was released, the tender offer had not yet ended. There can 

be no assurance that the tender offer will lead to a final transaction.

Accounting policies
The Annual Report has been prepared in accordance with International Financial 

Reporting Standards (IFRS) and Danish disclosure requirements for annual  

reports of companies in reporting class D. Changes have been made to the 

accounting policies in 2012 as a result of the implementation of new  

standards and interpretations. The changes have not had a material effect on 

recognition or measurement.

Number of employeesResearch & Development investments 
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INNOVATION FROM THE CORE 2012 

Danfoss first to integrate variable 
speed technology into commercial 
air-conditioning
In 2012, Danfoss was the first to market a new 

generation of commercial compressors with 

variable speed technology that provide signifi-

cant energy savings in commercial air-condi-

tioning. The compressors can be used in  

various applications and distinguish them-

selves by providing smoother and more  

precise temperature control. This is crucial in 

for instance data centers where it ensures  

reliable server operation while saving energy, 

because even small temperature deviations 

can lead to higher energy consumption. At the 

same time a new patented system to manifold 

compressors together also makes it possible to 

design air-conditioning systems that are more 

flexible in terms of cooling capacity while  

being very cost effective.  
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Corporate governance

Composition of the Board of Directors 1)

Nationality Independent Audit Committee
Jørgen Mads Clausen (Chairman) DK No 

Hans Michael Jebsen (Vice-Chairman) DK No 

Peter Mads Clausen DK No 

William Ervin Hoover USA Yes 

Kasper Rørsted DK Yes 

Björn Rosengren SE Yes 

Svend Aage Hansen 2) DK - 

Jens Peter Nielsen 2) DK - 

Gunnar Jensen 2) DK - 

Bitten Clausen (Honorary Member) DK - -
1)   As from the Annual General Meeting of April 2012 to the Annual General Meeting of April 2013 
2)   Elected by the employees
 Chairman of the Audit Committee

Corporate governance is based on key concepts such as responsibility and  

integrity, and transparency about the Group's activities is essential. Corporate 

governance also concerns the way in which the company is managed and the 

overall principles and structures which determine the interaction between the 

company’s management bodies, owners and other stakeholders. Danfoss has 

a two-tier management system consisting of the Board of Directors and the 

Executive Committee. 

Furthermore, corporate governance in Danfoss is based on Danish law and 

the company’s Articles of Association, corporate values and a large number of 

internal management and control procedures. Danfoss’ corporate gover-

nance reporting does not include Sauer-Danfoss, which has its own rules for 

this area. Sauer-Danfoss is subject to the corporate governance rules set out in 

the Sarbanes-Oxley Act. For further information about corporate governance 

in Sauer-Danfoss, please see www.sauer-danfoss.com.

As directed by its rules of procedure, Danfoss' Board of Directors meets a mini-

mum of five times a year. In addition, the Board will meet extraordinarily as 

and when required. The Danfoss Board consists of six members elected at the 

General Meeting and three employee-elected members. The Board regularly 

assesses the aggregate competencies of its members to ensure that they are 

consistent with the company's requirements at all times. The current Board 

has a broad composition with a global perspective that supports the future 

development of Danfoss. Of the six members elected at the General Meeting, 

three (Kasper Rørsted, William Ervin Hoover and Björn Rosengren) are inde-

pendent. 

Danfoss has had an audit committee since 2010. The rules provide that the 

tasks, responsibilities and authority of the audit committee may be organized 

in an independent committee or performed by the entire Board of Directors. 

At Danfoss, the entire Board performs the function of audit committee. The 

activities and tasks of the audit committee are set out in the committee's 

terms of reference. The audit committee met four times in 2012.

Furthermore, Danfoss set up an internal audit function in 2011 with powers to 

present its conclusions directly to the Board's audit committee. The internal audit 

function is intended to provide independent and objective audit to ensure that: 

•  the Group follows good administrative practice

•  the Group has comprehensive internal controls and business processes in  

 place in all essential areas of activity

•  Danfoss' IT systems have adequate segregation of functions

In 2012, the internal audit function visited a number of Group companies  

selected on the basis of the risks and companies that weigh most heavily in 

the Group's risk exposure. The audit resulted in controls and procedures being 

emphasized in various contexts, but no matters of material importance to the 

Group's overall risk management and control environment were detected. 

Statutory report under section 107b of the Danish Financial Statements Act
Section 107b of the Danish Financial Statements Act requires listed companies 

to disclose whether they are covered by a code on corporate governance. 

Moreover, they are required to describe the main elements of their internal 

risk management and control systems when presenting their financial state-

ments and describing their management bodies and committees and the 

composition thereof. Although Danfoss is not a listed company, the company 

voluntarily complies with the rules of section 107b of the Danish Financial 

Statements Act. The full corporate governance report is available at the 

Group's website www.danfoss.com/corporategovernance2012.
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From the left: Bitten Clausen, Hans Michael Jebsen, Kasper Rørsted, Jørgen M. Clausen, Gunnar Jensen, Peter M. Clausen (in front), Svend Aage Hansen, Jens Peter Nielsen, 
William Ervin Hoover and Björn Rosengren.

Companies with considerable board activities Qualifications

Jørgen M. Clausen 
Chairman (born 1948)  
Member since 1985

Chairman of:
Sauer-Danfoss Inc., Danfoss Universe A/S, Oplevelsesparken A/S, Danish 
Energy Industries Federation and The Danish National Advanced Technology 
Foundation
Boardmember of
Bitten and Mads Clausens Foundation

Bachelor of Science Engineering, MBA
Professional experience managing a Danish based international 
company and from other board memberships

Hans Michael Jebsen 
Vice-Chairman (born 1956)  
Member since 2005

Chairman of:
Jebsen & Co Ltd
Vice-Chairman of:
Bitten and Mads Clausens Foundation
Boardmember of
Hysan Development Co Ltd and Wharf (Holdings) Ltd

Professional experience managing companies in Hong Kong, China and 
Northern Asia in the fields of industrial supplies, chemicals, beverages, 
automotive and a wide range of consumer products as well as relations 
with government authorities in China

Peter M. Clausen 
Boardmember (born 1949)  
Member since 1993
(2,038 options)

Chairman of:
Bitten and Mads Clausens Foundation, Fabrikant Mads Clausens Foundation, 
Danfoss Foundation for education, Project Zero Foundation, Forskerpark Syd 
and Sønderborg Havneselskab A/S
Boardmember of
The Mads Clausen Institute

Professional experience from other board memberships

William Ervin Hoover 
Director (born 1949)  
Member since 2007
(150 optioner)

Chairman of:
ReD Associates Holding A/S 
Vice-Chairman of:
GN Store Nord A/S (Great Nordic)
Boardmember of
Sauer-Danfoss Inc., Sanistål A/S and Lego Foundation

MBA from Harvard
Professional experience with supply chain, performance transformation, 
organization changes and mergers & acquisitions

Kasper Rørsted 
CEO of Henkel AG & Co. (born 1962)
Member since 2009

Boardmember of
Bertelsmann AG

Professional experience in managing a major international company  
and international and cultural experience from stays and jobs in the USA, 
Switzerland, the UK and Germany 

Bjørn Rosengren 
Chief Executive Officer and President
i Wärtsilä Corporation (born 1959)
Member since 2010

Boardmember of
HTC Sweden AB and Höganäs AB

Head of a global company focusing on profitable growth, international 
and cultural experience from stays and jobs in China, North America, 
Switzerland, Netherlands, Finland and Sweden

Svend Aage Hansen 
Employee-elected Boardmember,  
HR consultant - Labour Relations Danfoss A/S 
(born 1959)
Member since 2008

Cooperation courses and experience from other board memberships

Gunnar Jensen 
Employee-elected Boardmember,
Senior Shop Steward at Danfoss Nordborg
(born 1948)
Member since 2010

Vice-Chairman of:
Group Club Danfoss Denmark
Boardmember of
Bitten and Mads Clausens Foundation and Metal Sønderborg

Cooperation courses and experience from other board memberships

Jens Peter Nielsen 
Employee-elected Boardmember,
Senior Shop Steward at Danfoss Kolding.
(born 1957)
Member since 2006

Chairman of:
Group Club Danfoss Denmark and Danfoss Employee Foundation
Boardmember of
Bitten and Mads Clausens Foundation, Metal Kolding og LO-Kolding 

Cooperation courses and experience from other board memberships

Bitten Clausen 
Honorary member

Board of directors
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Mogens Terp Paulsen
Divisional President
(born 1948)

Lars Tveen
Divisional President 
(born 1963)

Noel Ryan
Divisional President 
(born 1961)

Mette Refshauge
Senior Vice President, Corporate 
Communications 
(born 1973)

Ole Møller-Jensen
Divisional President
(born 1955)

Kjeld Stærk
Divisional President  
(born 1959)

Per Have
Chief Financial Officer
CEO of Bitten and Mads Clausen  
Foundation 
(born 1957)

Niels B. Christiansen 
President and CEO of Danfoss A/S 
(born 1966)
Member since 2004

Companies with considerable board 
activities

Chairman of:
Axcel
Vice-Chairman of
Danske Bank A/S, Dansk Industri and 
Sauer-Danfoss Inc. 
Boardmember of:
William Demant Holding A/S

Kim Fausing 
Executive Vice President and COO 
(born 1964)
Member since 2008
(4,275 warrents)

Companies with considerable board 
activities

Vice-Chairman of
Velux A/S. 
Boardmember of:
Sauer-Danfoss Inc., and Hilti AG

Kim Christensen
Divisional President
(born 1965)

Executive Committee

Group Committee
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SHAREHOLDERS 
Danfoss' share capital amounts to DKK 1,020m and is divided into two share 

classes: A-shares accounting for DKK 425m and B-shares accounting for  

DKK 595m. A-shares entitle holders to ten votes for every DKK 100 nominal 

value of shares held. A-shareholders also have a pre-emption right to A-shares 

in the event of share capital increases. Apart from this, no shares carry special 

rights. The Bitten and Mads Clausen Foundation and the Clausen family hold 

all issued A-shares and a number of B-shares corresponding to 98.75% of the 

votes. At the end of 2012, Danfoss had 3,400 registered employee share- 

holders. Approximately three in four shareholders were resident in Denmark.

Share price development  
The Danfoss share price is set once a year, based on a valuation prepared by 

Danske Markets (a division of Danske Bank A/S) immediately before the  

Annual General Meeting held in April. The price was first set in 2001 when 

Danfoss issued its first employee shares. The 2001 price was DKK 749 per 

share. The share price is calculated on the basis of the financial performance 

of Danfoss, the Group’s expectations for the upcoming year, its ability to meet 

expectations, the financial development of a number of comparable compa-

nies and their expectations for the future, as well as general developments in 

the stock market. In 2012, the price was set at DKK 3,198 per share. The new 

price will be announced at the 2013 Danfoss Annual General Meeting in April.  

Dividends and General Meeting 
The Annual General Meeting will be held in Nordborg on April 19, 2013. The 

Board of Directors will recommend to the General Meeting that  

a dividend of 17% of the Group’s net profit be paid in 2013, corresponding to 

39.2% per share.

Shareholders with more than 5% of share capital

 Shares  Votes

Bitten and Mads Clausen Foundation, Nordborg, Denmark 46.51%  85.02%

Clausen Controls A/S, Sønderborg, Denmark 25.65% 5.40%

Henrik Mads Clausen, Lake Forrest, USA 10.78% 2.27%

Karin Clausen, Holte, Denmark 7.08%  1.49%
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RISK MANAGEMENT
Danfoss considers efficient risk management a prerequisite for running  

a business and responding rapidly and flexibly when assumptions change. 

Danfoss works systematically with identifying and controlling risk according 

to a model based on the enterprise risk management approach.

Throughout the Danfoss Group, all entities work according to shared risk  

management principles, irrespective of their geographical location. Being  

a listed company, Sauer-Danfoss complies with its own risk management 

policies, which in all essentials are consistent with those applied by the Group. 

This makes it possible to assess and prioritize risk across the Group, ensuring 

that management teams across Danfoss speak the same language and share 

a common mindset when managing risk.

Risk management is an integral part of Danfoss’ strategic planning, and risk 

management is applied in a wide range of contexts, including the overall safe-

guarding of corporate governance, business management, compliance  

programs, projects, outsourcing, procurement, insurance, currencies, interest 

rates, raw materials, reputation, patents, IT systems, contracts and the environment.

Where possible, Danfoss strives to make the management of specific risks 

measurable, or, as a minimum, to make sure that the effect can be verified 

objectively. Danfoss defines ’risk’ as a potential event or condition which, if it 

materializes, may affect the Group’s ability to execute a strategy or reach  

defined business targets. The Group has committed to working with four 

overall, though not mutually exclusive, types of risk:

• Strategic risk, which is incorporated into strategic business planning and 

implementation, among other things

• Operational risk, mainly related to operations or efficiency

• Financial risk, including insurable risks

• Hazard risk, covering damage caused by or to Danfoss, also including, for 

example, compliance-related risks

Responsibility
The Group’s risk management activities are based on the Board of Directors’ 
rules of procedure, according to which the Executive Committee is responsible 
for risk management. Thus, the Executive Committee is responsible for ensu-
ring that the necessary risk management policies and procedures are in  
place and that they are prepared in accordance with the Group’s risk profile. 
The Executive Committee is also responsible for ensuring that effective risk 
management systems are established for the relevant areas and that focus 

on improving these systems is maintained at all times. Responsibility for 
carrying out actual risk management lies with the respective managers and 
corporate functions as defined in Group policies.

Danfoss has set up a risk management structure including, but not limited to, 

the following:

• The Danfoss Board including the Board’s audit committee

• Internal Audit, which performs independent internal reviews and submits 

the outcome directly to the Board's audit committee

• The Risk & Compliance Committee set up by the Executive Committee 

which ensures effective risk management across the Group and prepara-

tion of centralized compliance programs

• Group Risk & Compliance, whose duties include responsibility for the 

Group's risk management policies, for preparing and implementing the 

Group’s compliance programs and for the Group’s whistleblower function

• Corporate Treasury, which centrally manages the Group’s financial risks,  

including insurance risks

• Internal controlling, which covers management systems, business systems 

and controls, etc.

• Activities to safeguard assets and earnings, which are the responsibility of 

day-to-day management. This includes, for example, business risks, the 

monitoring and interpretation of legislation and standards, IT security, the 

global insurance program, patents and trademark rights, product quality, 

fire protection, environment and working environment, etc.

Risk reporting and control
Risks are reported on an ongoing basis between the managerial levels, for 
example in connection with quarterly business reviews. In addition, an  
annual consolidated report is prepared for the Board of Directors and the 
Board’s audit committee including the most significant known risks, existing 
policies and processes used to manage them as well as evaluations of their 
implementation and effect.
The Risk & Compliance Committee supervises the risk management process 
generally and monitors selected corporate risks as well as potential new risks.

Risk profile
Danfoss believes that no single risk factor could threaten the survival of the 

Group. However, the aggregate risk profile consists of a number of external 

and internal risks where the ability to respond optimally is crucial to Danfoss’ 

future potential.

Risk management & compliance
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Specific measurement criteria have been defined in order to best evaluate 

Danfoss’ performance in relation to these risks. Risk identification and assess-

ment is performed on a regular basis. Important risk factors relate to the  

following:

• Global market conditions and megatrends, including

• sustained stronger focus on energy-efficient and socially sustainable  

solutions

• fair and equal access to markets

• competition from China and India, in particular

• global economic growth

• principal key markets are the USA, Germany, China, Russia, Brazil and India

• the most important business areas are new construction, renovation, 

raw materials extraction and processing, production of consumer durables 

and retail trade

• Customer relations and reputation, including Danfoss’ ability to maintain 

and build long-term trustful partnerships with customers and other key 

business partners

• Competitive strength and innovation, including the ability to support  

customers by providing efficient solutions, attractive cost levels and high 

product quality

• Financial sustainability, including the Group’s ability to continuously reduce 

debt and fund new growth

COMPLIANCE
Danfoss wishes to maintain and continuously improve its reputation as  
a proper and respectable company. This means that all parts of the Group,  
in every detail, must and will do their utmost to live up to their legal and 
ethical responsibilities.

As a global enterprise, Danfoss continually faces stricter legal requirements 
in all parts of the world as well as increasing awareness among all stakehol-
ders regarding corruption, fair competition and good business ethics.  
Consequently, any failure to meet and comply with legislation and rules  
poses an increasing risk in terms of reputation and financial performance.  
Likewise, Danfoss’ continuing growth and globalization will pose a challenge 
to the Group’s organizational structure. Ethical guidelines for Danfoss’ business 
conduct as well as compliance programs and training which help managers 
and employees all over the world understand and comply with the guidelines 
are therefore becoming increasingly important.

Danfoss’ compliance activities are based on prevention, detection and  
response. It is a management responsibility to ensure compliance with the 
rules supported by training and clear guidelines. Control and verification of 
the efficiency of existing guidelines is incorporated in the internal controls 
and audits. Moreover, compliance with the rules is subject to spot tests per-
formed by Danfoss’ internal audit function, which submits its findings to the 
Board’s audit committee.

In 2012, the Group had active compliance programs regarding anti-corruption, 
competition law, export control, supplier code of conduct and ethics.

The Group strengthened its anti-corruption program in 2012, among other 
things to include a compliance manual updated with international legislation 
and training of employees who are in contact with the Group's business 
partners or public bodies. In December 2012, approximately 5,000 employees 
attended e-learning in the area. Going forward, new employees in the target 
group will receive training as part of their introduction. More than 2,200 
people managers attended training on ethics in 2012. Ethics training will be 
part of the introductory program for future new managers. A compulsory 
test with a pass requirement concludes the anti-corruption and ethics e-learning 
programs.

In addition to and in support of the compliance programs, Danfoss has  
a whistleblower function, the Ethics Hotline, where individual employees 
can report suspected irregularities anonymously and without involving                  
a manager. The Ethics Hotline received 78 cases in 2012, of which 66 were 
concluded by the end of the year, while 12 were still being investigated.  
12 cases resulted in dismissal, while in 9 cases, employees received a written 
or oral warning.

In order to address questions and doubt among the Group's employees 
about ethics and compliance, the AskUs enquiry function was opened in 
October 2012. This function offers employees specific advice on how best to 
observe ethics guidelines and compliance requirements, aiming to minimize 
uncertainty among the Group's employees and prevent unintended non-
compliance.

In 2013, Danfoss will continue its sharp focus on compliance with legislation 
and internal rules, including extension of existing compliance programs.
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MAIN RISK AREAS FOR 2013 

Danfoss has identified five important strategic and operational risk areas for the Group in 2013. The review does not include financial risk, which is described in 
note 18.  Financial risks and instruments. 

Macroeconomic fluctuations 

Description of risk 
The global economy has been characterized by general financial uncer-
tainty since 2008, nurtured by failing confidence in the economies of Europe 
and the USA and by signs of overheating in the Chinese economy. 

Regional recessions and declining demand could have a negative effect on 
Danfoss’ net sales and earnings. Sudden increases in demand could also 
have a negative impact through increased pressure on production capacity 
and higher cost levels. 

Risk mitigation measures 
Danfoss minimizes risk through a balanced global presence with strong 
positions in several regional markets. At the same time, Danfoss conti-
nuously seeks to make its business more versatile and adaptable by increasing 
the use of sub-suppliers, minimizing inventories, reducing lead times for 
individual products, among other initiatives.  

Availability of raw materials 

Description of risk 
Industrial metals and rare earth elements are used in almost all high-tech 

production. Price and availability depend on demand, which is in turn  

impacted by factors such as raw materials speculation and hoarding. Price 

increases or scarce supply could affect Danfoss indirectly by dampening 

global economic growth and directly by increasing production costs and 

compromizing Danfoss’ ability to provide the products demanded by  

customers. 

Risk mitigation measures 
Danfoss uses financial instruments and active adjustment of prices to hedge 

significant raw materials risk. In addition, Danfoss seeks to increase the  

reliability of its supplies by concentrating its purchasing volume with fewer, 

strategic suppliers. In the context of product development projects, Danfoss 

is also looking for alternatives to scarce materials in order to increase reliability 

of supply and reduce cyclicality.  

Regional differences in customer requirements 

Description of risk 
China and India, in particular, are fostering local businesses which in the start-

up phase typically develop and manufacture products tailored to local market 

requirements in terms of price, quality and functionality. They generally benefit 

from in-depth knowledge of their local markets and low cost levels, and from 

this stage they may develop into global competitors. This could potentially  

result in Danfoss losing market share.

Risk mitigation measures 
Danfoss continuously expands its product development capacity in new 

growth regions such as China and India, systematically involving customers 

in development projects in order to stay abreast of customer requirements. 

Furthermore, Danfoss makes an ongoing effort to maintain competitive cost 

levels by having production close to its markets and by continually imple-

menting productivity enhancements. 

Copyright infringement 

Description of risk 
Copying of products and trademarks and industrial espionage involving theft 

of business critical information are constant threats to well-established brands. 

Product copies and counterfeit products could result in Danfoss losing sales 

and could damage the brand. Theft of confidential product and business 

concepts could also result in Danfoss losing sales and competitive advan-

tages. 

Risk mitigation measures 
Danfoss works systematically to register and defend patents and trademarks, 

and the Group has a number of security and control procedures in place to 

prevent industrial espionage. In addition, Danfoss continually improves the 

labeling of its products to make it difficult and expensive to copy them.  

Ethical behavior 

Description of risk 
The ethical behavior of companies and their employees is an object of  

general growing attention. Globally, legislation and possible sanctions are 

increasingly rigorous in areas such as anti-corruption, data protection law 

and competition law. 

Unethical behavior or outright illegal conduct by Danfoss employees could 

materially damage Danfoss’ reputation and result in considerable financial 

sanctions.

Risk mitigation measures 
Danfoss has adopted ethical guidelines and compliance programs, includ-

ing an ethics program and an anti-corruption program. Danfoss follows up 

on compliance with the ethical guidelines by conducting internal inspec-

tions and other measures. Danfoss also operates an Ethics Hotline, where 

employees can report suspected breaches of internal guidelines and legisla-

tion anonymously. 
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Danfoss develops the market's 
easiest-to-use thermostat 
together with the customers
In 2012, Danfoss introduced DEVIreg Touch, 

a new thermostat for electric floor heating. 

It was conceived in close interaction with 

customers, who in particular emphasized 

the importance of getting a thermostat 

that is more  user-friendly than existing 

alternatives in the market. The result is a 

new electronic thermostat with touch 

screen and intuitive menu navigation that 

allows for simple installation and ease 
of use in everyday life. Other features  

include a range of automatic energy  
savings such as night mode and holiday 

mode. The thermostat is used for control-

ling electric floor heating, mainly in  

private homes.
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Danfoss has a long-standing tradition for reporting on corporate social re-

sponsibility. The Group introduced a CSR policy in 2003 and has since reported 

under the UN Global Compact principles. In this context, a Communication 

on Progress report to the UN is prepared, describing progress in the Group's 

work with the ten Global Compact principles. The report does not cover  

Sauer-Danfoss, which is listed on the New York Stock Exchange and as such 

presents its financial statements under US stock exchange rules. The  

Communication on Progress report constitutes Danfoss’ statutory report on 

corporate social responsibility pursuant to section 99a of the Danish Financial 

Statements Act and is posted on Danfoss’ website: 

www.danfoss.com/corporatecitizenship2012. 

Sustainability strategy
Danfoss set out to define a new sustainability strategy in 2012 intended to 

help clarify priorities for the Group's sustainability efforts based on corporate 

strategic priorities for climate and energy solutions and solutions to the chal-

lenges of globalization, including the growing urbanization of the new global 

growth centers. More specifically, the sustainability strategy is designed to 

enhance focus on the Group's sustainability targets and priorities in business 

processes. Concurrently with this work, Danfoss continued its efforts in 2012 

to comply with the principles specified by the Global Compact for human 

rights, labor rights, the environment and anti-corruption.

Ethics and anti-corruption 
In 2012, Danfoss thoroughly reviewed and updated the Danfoss Ethics Hand-

book which provides clear guidelines to employees with respect to social 

conventions, confidential information, gifts and anti-corruption. The update is 

intended to ensure that the ethics handbook reflects developments in legisla-

tive requirements and expectations on the part of the company's stakeholders, 

while also incorporating experience gained with respect to how employees 

perceive and use the ethical guidelines.

All people managers attended ethics training in 2012 and took the final test. 

All new people managers must complete ethics training within the first 

month of being appointed or promoted. In addition to ethics training, Danfoss 

developed and implemented an extensive anti-corruption compliance  

program in 2012. A total of approximately 5,000 managers and employees 

who are in contact with external business partners have been designated to 

attend the compulsory e-learning program by March 31, 2013. In 2013, the 

program will be extended to include a global due diligence process for hand-

ling of third parties.

A total of 47 employees left Danfoss in 2012 due to unethical behavior against 

26 in 2011 and 40 in 2010. This figure comprises dismissals as well as voluntary 

resignations connected with ethical issues. 

The 47 dismissals in 2012 were distributed on categories as follows: Theft and 

unethical handling of company resources (4), fraudulent travel expense settle-

ments, forging of documents or attempted embezzlement (17), conflicts of 

interest (6), industrial espionage/theft of data (3), abuse of alcohol (3), violent 

behavior and discrimination (5), non-compliance with company policies (3), 

manipulation of time reporting (1) and other causes (5).

Climate and energy
Since 2008, Danfoss has adhered to the 3x25 climate strategy committing 

Danfoss to cut CO2 emissions by 25% while increasing the share of renewable 

energy by 25% by 2025 relative to the 2007 level. Danfoss reduced CO2 emis-

sions to 126,873 ton against 127,524 ton in 2011. Electricity consumption fell 

by 3.4%, while consumption of energy for heating purposes declined by 5.5%. 

Danfoss continued in 2012 the effort to reduce energy consumption in the 15 

largest factories in order to reduce it by 20% before 2015.  Danfoss conducted 

7 analyses and initiated 2 new projects. Danfoss expects to launch analyses in 

the remaining 8 factories in 2013.

Electricity accounted for the major part of Danfoss’ energy consumption in 

2012, totaling 58%, with the remaining 42% used for heating. 18% of the elec-

tricity consumed was covered by renewable sources. Nuclear power accounted 

for 12%, and fossil sources made up the remaining 70%. 

Environmental impact of products
Danfoss sees growing interest and requirements from customers and authori-

ties for statements on the overall environmental footprint of individual products. 

In 2012, Danfoss therefore designed a uniform approach to presenting  

Environmental Product Declarations (EPD) documenting the environmental 

impact over a product's lifetime, including energy and materials consump-

tion. Beginning in 2013, Danfoss intends to further develop and roll out this 

approach as an integral part of the Group's product development. 

 

 

 

 

Corporate citizenship 
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Working environment
Danfoss is committed to creating a safe working environment and limiting 

the number of work-related accidents, which has been declining since 1999. 

In 2012, the accident rate was 9.2 among production staff and 1.5 among 

white-collar employees compared to 9.4 and 1.3, respectively, in 2011. The 

accident rate is defined as the number of accidents per 1 million work hours.

Danfoss recorded 136 accidents resulting in at least one day's absence in 2012 

against 146 in 2011. The injured employees were absent for a total of 2,883 

days, corresponding to an average of 21 days weeks per accident.

Responsible supplier management
Danfoss works systematically to enhance standards in its supplier chain and in 

2012 maintained the particular focus on suppliers of goods used in Danfoss' 

production processes or directly in the products. At December 31, 2012, Danfoss 

had approximately 2,800 suppliers of such goods against approximately 3,500 

at December 31, 2011.  

All suppliers are required to sign the Danfoss Code of Conduct, which defines 

environmental and social requirements. Signatures to the Danfoss Code of 

Conduct were obtained from 721 suppliers in 2012. Danfoss prioritizes this  

effort based on a risk assessment which includes the supplier's place of  

production, meaning that suppliers in areas posing the greatest risk of non-

compliance are given the highest priority. In addition, all new suppliers of 

goods used in Danfoss' production processes or in its products are subject to 

a qualification and approval process which assesses their ability to comply 

with the Danfoss guidelines before they become part of Danfoss' supply 

chain.

A total of 2,234 suppliers of goods used in production or in products have 

signed the Danfoss Code of Conduct against 2,151 in 2011. The proportion of 

suppliers having signed the Code of Conduct increased to 80% from 61% in 

2011. 

In 2012, Danfoss performed 201 audits at suppliers, including 106 initial audits 

and 95 follow-up audits to verify compliance with the Danfoss guidelines. As 

an audit as such does not ensure rectification of any non-compliance, Danfoss 

also performed a number of other follow-up activities. These efforts will  

continue in 2013.
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INNOVATION FROM THE CORE 2012

New heat exchanger saves 
energy, raw materials and 
refrigerant
In 2012, Danfoss introduced a new plate 

heat exchanger featuring an asymmetric 

design that provides great energy effi-
ciency and saves raw materials. The new 

design requires less metal for production, 

reducing weight and minimizing the  

environmental impact. It also provides 

cost-savings because customers require 

less refrigerant in their systems. Used 

mainly in heat pumps, the heat exchanger 

supplements the Danfoss microchannel 

heat exchanger launched in 2011 that  

provides energy, raw materials and refrige-

rant savings in air conditioning systems. 
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Segment description 
Danfoss Climate & Energy consists of five divisions: Danfoss Refrigeration & Air 

Conditioning Controls, Danfoss Power Electronics, Danfoss Heating Solutions, 

Danfoss Commercial Compressors and Danfoss District Energy. They are all 

leading players within climate and energy. The segment focuses on providing 

energy-efficient and climate-friendly solutions for a range of selected busi-

ness sectors. The divisions play leading roles within research, development, 

production, sales and service of mechanical and electronic products sold on 

the global market for cooling and air-conditioning, comfort and heating,  

control of electric motors and for a number of industries where energy  

efficiency is important.  

Market trends 
Overall, Danfoss Climate & Energy maintained the record level of net sales  

recorded in 2011. Sales developed as expected over the year with growth  

increasing in the second half. Sales in the Russian market were particularly 

impressive with double-digit growth rates, driven by strong demand for heat-

ing and district heating solutions and power electronics. Growth in North 

America was better than expected at 8%. Net sales in the European market 

were maintained even though the financial crisis continued to impact  

especially the southern European markets. The Chinese market showed an 

overall decrease. 

Segment performance 
In 2012, Danfoss continued the targeted development of the Danfoss Climate 

& Energy segment. Investments in product development were maintained at 

the level of 4.2% of net sales. In addition, Danfoss began expanding the position 

of the segment on the Indian market by acquiring a site near Chennai, which 

will house significant production and production development facilities. The 

segment was also strengthened by the acquisition of the Danfoss Turbocor 

Compressors joint venture. 

Financial performance 
The segment maintained net sales in 2012 while also improving earnings due to 

early capacity adjustments to the more modest growth rates. At the same time, 

the implementation of improvement activities continued as part of the Core & 

Clear strategy. Net sales amounted to DKK 22,411m compared to DKK 21,791m 

in 2011, equivalent to an increase of 3%. Adjusted for the effect of changes in 

exchange rates, acquisitions and divestitures, growth was 0%. Operating profit 

(EBIT) was DKK 2,541m compared to DKK 2,289m last year, increasing the EBIT 

margin to 11.3% from 10.5% in 2011. 

Danfoss Climate & Energy

Financial highlights for Danfoss Climate & Energy
DKKm

2011 2012
INCOME STATEMENT
Net sales 21,791 22,411
Operating profit (EBIT) 2,289 2,541

BALANCE SHEET
Intangible assets 3,789 4,176
Property, plant and equipment 4,219 4,264
Total assets 14,700 14,805

OTHER INFORMATION
Capital expenditure 935 1,623
Depreciation/amortization 835 885

NUMBER OF EMPLOYEES
Number of employees 14,747 14,319

KEY FIGURES
EBIT margin 10.5% 11.3%
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Segment description 
Sauer-Danfoss is a global leader in the design, manufacture and sale of energy-

efficient and performance-enhancing hydraulic and electronic systems and 

components, primarily for mobile applications. The company operates within 

the following segments: Agriculture, Construction, Material Handling, Turf 

Care and Specialty Equipment. Danfoss holds 76% of the Sauer-Danfoss 

shares, which are listed on the New York Stock Exchange. The share price can 

be monitored under the securities identification code SHS. 

This section reflects official Sauer-Danfoss data prepared in accordance with 

US GAAP. In the Danfoss consolidated financial statements, Sauer-Danfoss is 

recognized in accordance with IFRS. 

Market trends 
Sauer-Danfoss experienced a general slowdown in the market throughout 

2012. The North and South American markets recorded growth of 7%. Sales in 

the Asia/Pacific region and Europe dropped by 19% and 10%, respectively, 

primarily attributable to deceleration of the Chinese building and construc-

tion sector and the general economic downturn in Europe. 

Segment performance 
Sauer-Danfoss continued to invest in product development in 2012, which 

was 3.4% of net sales against 3.1% in 2011. Sauer-Danfoss also maintained its 

long-term investment in developing the Chinese market. In this context, the 

company started building a new factory at Haiyan, which will manufacture 

products tailored to the Chinese market. 

Financial performance 
The segment reported declining net sales and earnings over the year. Net 

sales amounted to DKK 11,097m compared to DKK 11,022m in 2011, which 

was an increase of 1%. However, adjusted for the effect of changes in  

exchange rates, and merger and acquisitions, the performance was a fall of 

4%. Operating profit (EBIT) was DKK 1,858m compared to DKK 1,963m last 

year, and the EBIT margin fell to 16.7% from 17.8% in 2011.

Financial highlights for Sauer-Danfoss Inc.
DKKm (US GAAP)

2011 2012
INCOME STATEMENT
Net sales 11,022 11,097
Operating profit (EBIT) 1,963 1,858

BALANCE SHEET
Intangible assets 296 288
Property, plant and equipment 2,121 1,974
Total assets 7,304 7,892

OTHER INFORMATION
Capital expenditure 277 284
Depreciation/amortization 472 466

NUMBER OF EMPLOYEES
Number of employees 6,481 6,363

KEY FIGURES
EBIT margin 17.8% 16.7%
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Danfoss expects the global financial uncertainty prevailing in 2012 to  

continue throughout 2013 causing sustained low visibility. Danfoss’ markets 

are expected to see modest growth with climate and energy solutions and 

globalization as the primary growth trends. At the same time, Danfoss  

expects to retain profitability through continuous improvement of opera-

tions and the targeted strategic initiatives already launched.

Net sales for 2013 are thus expected to grow at a modest rate.

Operating profit for 2013 is expected to grow in line with net sales.

The impact of any divestitures, discontinued operations or company/activity 

acquisitions is not included in the outlook.

Outlook for 2013

31Årsrapport 2012 I Danfoss Koncernen
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Danfoss A/S is the parent company of the Danfoss Group. In addition to holding the shares of most of the other Danfoss Group companies, an important  

function of the company is to fund the Group's activities. The company also constitutes the corporate framework for some of Danfoss’  Danish activities and 

therefore includes a number of Danfoss' Danish factories and Group functions. Danfoss A/S had 2,864 employees at December 31, 2012. 

Net sales increased to DKK 7,906m in 2012 from DKK 7,825m in 2011, an improvement of 1%. 

Profit before other operating income and expenses was DKK 500m against DKK 586m in 2011. The company's operating profit was DKK 467m against  

DKK 92m the previous year. 

Financial income and expenses amounted to a net income of DKK 635m against a net loss of DKK 234m last year. This was mainly attributable to lower  

impairment write-downs on loans to subsidiaries and lower fair value adjustments of share option programs. 

Accordingly, the company reported a profit after tax of DKK 578m for 2012 against a loss after tax of DKK 294m last year. 

Equity stood at DKK 5,421m at December 31, 2012 compared to DKK 5,290m at the year-earlier date. The increase was mainly attributable to recognition of the 

profit for the year less dividends paid to the owners. 

In 2012, the subsidiary Danfoss Murmann Holding A/S with related assets was merged into Danfoss A/S. In compliance with the IFRS accounting rules, the merger 

was recognized in 2011 and the comparative figures for 2011 have been restated accordingly. 

For a description of other significant events that affected the parent company's performance in 2012 or that may affect its results in 2013, see the Management 

report for the Danfoss Group. 

Danfoss A/S expects net sales for 2013 to be on a level with the 2012 figures, and the company expects to report a profit again in 2013.

Management report for  
Danfoss A/S (Parent Company)

32



33Annual Report 2012 I The Danfoss Group 33



34 Annual Report 2012 I The Danfoss Group

The Board of Directors and Executive Committee have today discussed and approved the Danfoss A/S Annual Report for the financial year 

January 1-December 31, 2012.

The Annual Report has been presented in accordance with the International Financial Reporting Standards and additional Danish disclosure requirements  

in the Danish Financial Statements Act.

In our opinion, the consolidated financial statements and the parent company financial statements give a true and fair view of the group’s and the Parent 

Company’s assets, liabilities and financial position at December 31, 2012, and of the results of the group’s and the Parent Company’s operations and cash  

flows of the financial year January 1-December 31, 2012.

We also consider the Management’s review to give a true and fair view in the development of the group’s and Parent Company’s operations and financial 

matters, of the results for the year and the overall financial position of the Parent Company related to the companies included in the group accounts and 

describes the significant risks and uncertainties of the group’s and the Parent Company.

We recommend that the Annual General Meeting approves the Annual Report.

Nordborg, March 12, 2013

Executive Committee

Niels B. Christiansen  Kim Fausing 

Board of Directors

Jørgen M. Clausen Hans Michael Jebsen Peter J.M. Clausen

Formand Næstformand 

Svend Aage Hansen William Ervin Hoover Gunnar Jensen 

Jens Peter Nielsen Björn Rosengren  Kasper Rørsted

Management Statement
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To the shareholders of Danfoss A/S

Independent auditors' report on the consolidated financial statements and the parent company financial statements
We have audited the consolidated financial statements and the parent company financial statements of Danfoss A/S for the financial year 1 January-31 December

2012. The consolidated financial statements and the parent company financial statements comprise income statement, statement of comprehensive income, 

balance sheet, statement of changes in equity, cash flow statement and notes, including a summary of significant accounting policies for the group as well as for 

the parent company (pp. 38-99). The consolidated financial statements and the parent company financial statements are prepared in accordance with Interna-

tional Financial Reporting Standards, which have been adopted by the EU, and additional disclosure requirements in the Danish Financial Statements Act.

Management's responsibility for the consolidated financial statements and the parent company financial statements
Management is responsible for the preparation of consolidated financial statements and parent company financial statements that give a true and fair view in 

accordance with International Financial Reporting Standards as adopted by the EU and Danish disclosure requirements for listed companies and for such internal 

control that Management determines is necessary to enable the preparation of consolidated fi nancial statements and parent company fi nancial statements that

are free from material misstatement, whether due to fraud or error. 

Auditor's responsibility 
Our responsibility is to express an opinion on the consolidated financial statements and the parent company financial statements based on our audit.  

We conducted our audit in accordance with International Standards on Auditing and additional requirements under Danish audit regulation. This requires that we 

comply with ethical requirements and plan and perform the audit to obtain reasonable assurance as to whether the consolidated financial statements and the 

parent company financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements and the parent 

company financial statements. The procedures selected depend on the auditors' judgement, including the assessment of the risks of material misstatement of the 

consolidated financial statements and the parent company financial statements, whether due to fraud or error. In making those risk assessments, the auditors 

consider internal control relevant to the Company's preparation of consolidated financial statements and parent company financial statements that give a true 

and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 

of the Company's internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting esti- 

mates made by Management, as well as evaluating the overall presentation of the consolidated financial statements and the parent company financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion. 

Our audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and the parent company financial statements give a true and fair view of the group's and the parent  

company's financial position at 31 December 2012 and of the results of the group's and the parent company's operations and cash flows for the financial year         

1 January-31 December 2012 in accordance with International Financial Reporting Standards, which have been adopted by the EU, and additional disclosure  

requirements in the Danish Financial Statements Act.

Statement on the Management's review
Pursuant to the Danish Financial Statements Act, we have read the Management's review. We have not performed any further procedures in addition to the 

audit of the consolidated financial statements and the parent company financial statements. On this basis, it is our opinion that the information provided in 

the Management's review is consistent with the consolidated financial statements and the parent company financial statements.

Nordborg, March 12, 2013

KPMG
Statsautoriseret Revisionspartnerselskab

Jesper Koefoed Thorbjørn Bruhn 
State Authorised Public Accountant                                                        State Authorised Public Accountant                                                       

Independent auditor's report
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Mill. DKK 
(unless otherwise stated)        Q1 2011 Q2 2011 Q3 2011 Q4 2011 2011 Q1 2012 Q2 2012 Q3 2012 Q4 2012  2012
Profit and loss accounts

Net sales 8,519 8,932 8,380 8,074 33,904 8,357 8,865 8,763 8,022 34,007
Operating profit added depreciations, amortisations and impairments (EBITDA) 1,380 1,953 1,493 1,098 5,924 1,217 1,451 1,565 1,496 5,729
Operating profit excl. other income and expenses 958 1,004 1,077 614 3,653 823 1,009 1,119 753 3,705
Operating profit (EBIT) 956 1,534 1,081 655 4,226 796 1,016 1,130 803 3,745
Financial income/expenses -125 -660 -127 -112 -1,024 -103 -85 -55 -128 -371
Profit before tax on continuing operations 834 880 953 551 3,218 693 935 1,076 667 3,372
Profit from discontinued operations 0 -720 -24 -188 -931 0 0 0 0 0
Net profit 595 -77 708 87 1,314 486 696 804 371 2,357

Balance sheet
Total non-current assets 17,830 17,310 17,449 17,422 17,422 17,297 17,581 17,101 17,038 17,038
Assets 30,207 30,118 29,663 28,124 28,124 29,057 29,723 28,857 27,768 27,768
Total shareholders’ equity 12,096 11,766 12,532 12,597 12,597 12,997 13,398 14,153 14,193 14,193
Net interest-bearing debt 6,815 5,883 4,912 4,634 4,634 4,493 4,778 3,396 2,691 2,691
Net assets 18,715 17,447 17,254 17,037 17,037 17,304 17,979 17,353 16,775 16,775
Capital expenditure 220 380 255 481 1,335 187 402 234 1,230 2,053

Cash flow statement
Cash flow from operating activities -6 331 1,586 3,359 3,359 317 1,225 2,770 4,245 4,245
Cash flow from investing activities -259 420 264 -209 -209 -195 -561 -694 -1,321 -1,321
  acquisition of intangible assets and property,
  plant and equipment -209 -539 -788 -1,220 -1,220 -183 -560 -772 -1,169 -1,169
  acquisition of subsidiaries and activities -35 992 1,106 1,106 1,106 0 6 6 -191 -191
Free Cash flow -265 751 1,850 3,150 3,150 122 664 2,076 2,924 2,924
Free cash flow before M&A -231 -216 781 2,078 2,078 121 659 2,078 3,019 3,019
Cash flow from financing activities 200 -614 -1,763 -2,530 -2,530 -5 -604 -1,898 -2,779 -2,779

Key figures
Organic net sales growth ( %) 23 15 4 0 10 0 -2 0 -3 -2
EBIT margin excl. other operating income etc. (%) 11.2 11.2 12.8 7.6 10.8 9.9 11.4 12.8 8.4 10.9
EBIT margin (%) 11.2 17.2 12.9 8.1 12.5 9.5 11.5 12.9 8.5 11.0
EBITDA margin (%) 16.2 21.9 17.8 13.6 17.5 14.6 16.4 17.9 15.0 16.8
Equity ratio (%) 40.0 39.1 42.2 44.8 44.8 44.7 45.1 49.0 51.1 51.1
Leverage ratio (%) 56.4 49.5 39.2 36.8 36.8 34.6 35.7 24.0 19.0 19.0
Net interest bearing debt to EBITDA ratio 1.2 0.9 0.8 0.8 0.8 0.8 0.9 0.6 0.5 0.5

Geographical segments
Total net sales
EU 3,667 3,869 3,588 3,340 14,462 3,511 3,621 3,518 3,086 13,735
Rest of Europe 663 827 899 956 3,344 674 867 1,082 1,040 3,663
Asia 1,542 1,578 1,499 1,422 6,041 1,332 1,434 1,605 1,529 5,899
North America 1,924 1,932 1,646 1,613 7,116 2,159 2,260 1,855 1,671 7,945
Africa 72 83 79 53 286 53 84 75 61 274
Pacific 148 150 162 207 667 143 138 129 141 551
Latin America 378 383 407 410 1,579 400 352 407 397 1,556
Middle East 125 110 100 73 409 85 109 92 97 384
Total 8,519 8,932 8,380 8,074 33,904 8,357 8,865 8,763 8,022 34,007

Number of employees
Europe excl. Denmark 8,993 8,146 8,178 8,001 8,001 8,146 8,243 8,139 7,977 7,977
North America incl. Mexico 3,870 4,137 4,141 3,971 3,971 3,718 3,813 3,877 3,988 3,988
Latin America 461 466 465 458 458 448 455 454 451 451
Asia-Pacific incl. China 4,516 4,786 4,940 4,919 4,919 4,807 4,866 4,904 4,895 4,895
Africa - Middle East 60 59 72 58 58 56 60 60 54 54
Denmark 6,126 6,075 6,093 6,023 6,023 6,051 5,939 5,767 5,727 5,727
Total 24,026 23,669 23,889 23,430 23,430 23,226 23,376 23,201 23,092 23,092
Total exclusive sold companies/activities 22,840 23,646 23,865 23,406 23,406 23,120 23,310 23,135 23,092 23,092

07/03/2013  Ekstern kvartalsrapport

Financial highlights, quarterly
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INCOME STATEMENT
1 January to 31 December

DKKm
Note 2011 2012 2011 2012

Net sales ……………………………………………………………………………………………………………… 1 7,825 7,906 33,904 34,007
Cost of sales ………………………………………………………………………………………………………… 2 -6,142 -6,325 -24,048 -23,803
Gross profit 1,683 1,581 9,856 10,204

Selling and distribution costs ………………………………………………………………………………… 2 -638 -657 -4,821 -5,021
Administrative expenses ……………………………………………………………………………………… 2 -459 -424 -1,382 -1,478
Operating profit excl. other operating income and expenses 586 500 3,653 3,705

Other operating income ……………………………………………………………………………………… 2 14 47 769 425
Other operating expenses …………………………………………………………………………………… 2 -508 -80 -196 -385
Operating profit (EBIT) 1 92 467 4,226 3,745

Share of profit from associates and joint ventures after tax …………………………………… 3 16 -2
Financial income ………………………………………………………………………………………………… 4 1,128 987 43 88
Financial expenses ……………………………………………………………………………………………… 5 -1,362 -352 -1,067 -459
Profit before tax from continuing operations -142 1,102 3,218 3,372

Tax on profit from continuing operations……………………………………………………………… 6 -152 -524 -973 -1,015
Profit from continuing operations -294 578 2,245 2,357

Profit from discontinued operations……………………………………………………………………… 23 -931
Net profit -294 578 1,314 2,357

Attributable to:
Proposed dividends reserve ………………………………………………………………………………… 329 400
Other reserves ……………………………………………………………………………………………………… -623 178

-294 578
Attributable to:
Shareholders in Danfoss A/S ………………………………………………………………………………… 940 1,998
Minority interests ………………………………………………………………………………………………… 374 359

1,314 2,357

Basic earning per share of continuing operations (share of nominal 100 DKK) ………… 7 183.8 197.3
Diluted earnings per share of continuing operations (share of nominal 100 DKK)  …… 7 176.6 195.0

Basic earnings per share (share of nominal 100 DKK) ……………………………………………… 7 92.3 197.3
Diluted earnings per share (share of nominal 100 DKK) …………………………………………… 7 88.7 195.0

Parent Company Group



39Annual Report 2012 I The Danfoss Group

INCOME STATEMENT
1 January to 31 December

DKKm
Note 2011 2012 2011 2012

Net sales ……………………………………………………………………………………………………………… 1 7,825 7,906 33,904 34,007
Cost of sales ………………………………………………………………………………………………………… 2 -6,142 -6,325 -24,048 -23,803
Gross profit 1,683 1,581 9,856 10,204

Selling and distribution costs ………………………………………………………………………………… 2 -638 -657 -4,821 -5,021
Administrative expenses ……………………………………………………………………………………… 2 -459 -424 -1,382 -1,478
Operating profit excl. other operating income and expenses 586 500 3,653 3,705

Other operating income ……………………………………………………………………………………… 2 14 47 769 425
Other operating expenses …………………………………………………………………………………… 2 -508 -80 -196 -385
Operating profit (EBIT) 1 92 467 4,226 3,745

Share of profit from associates and joint ventures after tax …………………………………… 3 16 -2
Financial income ………………………………………………………………………………………………… 4 1,128 987 43 88
Financial expenses ……………………………………………………………………………………………… 5 -1,362 -352 -1,067 -459
Profit before tax from continuing operations -142 1,102 3,218 3,372

Tax on profit from continuing operations……………………………………………………………… 6 -152 -524 -973 -1,015
Profit from continuing operations -294 578 2,245 2,357

Profit from discontinued operations……………………………………………………………………… 23 -931
Net profit -294 578 1,314 2,357

Attributable to:
Proposed dividends reserve ………………………………………………………………………………… 329 400
Other reserves ……………………………………………………………………………………………………… -623 178

-294 578
Attributable to:
Shareholders in Danfoss A/S ………………………………………………………………………………… 940 1,998
Minority interests ………………………………………………………………………………………………… 374 359

1,314 2,357

Basic earning per share of continuing operations (share of nominal 100 DKK) ………… 7 183.8 197.3
Diluted earnings per share of continuing operations (share of nominal 100 DKK)  …… 7 176.6 195.0

Basic earnings per share (share of nominal 100 DKK) ……………………………………………… 7 92.3 197.3
Diluted earnings per share (share of nominal 100 DKK) …………………………………………… 7 88.7 195.0

Parent Company Group

STATEMENT OF COMPREHENSIVE INCOME
1 January to 31 December

DKKm
Note 2011 2012 2011 2012

Net profit  -294 578 1,314 2,357

Other comprehensive income:
Foreign exchange adjustments on translation of foreign currency into DKK etc.……… 115 -36
Fair value adjustment of hedging instruments:  
   Fair value adjustment re. hedging of net investments in subsidiaries …………………… -50 35
   Fair value adjustment re. hedging of future cash flows ………………………………………… 36 33 -50 41
   Fair value adjustment transferred to net sales in the income statement………………… 37 92
Tax on value adjustment of hedging instruments ………………………………………………… 19 -9 -8 18 -39
Actuarial gain/loss (-) on pension and health care plans  ………………………………………… 17 -203 -202
Tax on actuarial gain/loss on pension and health care plans …………………………………… 16 58 57
Other comprehensive income after tax  27 25 -75 -52

 
Total comprehensive income  -267 603 1,239 2,305

Attributable to:
Shareholders of Danfoss A/S …………………………………………………………………………………  845 1,987
Minority interests …………………………………………………………………………………………………  394 318

1,239 2,305

Parent Company Group
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BALANCE SHEET
As of 31 December

DKKm
ASSETS Note 2011 2012 2011 2012

Non-current assets

Goodwill ……………………………………………………………………………………………………………… 462 462 3,828 4,301
Other intangible fixed assets ………………………………………………………………………………… 251 219 4,846 4,348
Intangible assets 8 713 681 8,674 8,649

Land and buildings ………………………………………………………………………………………………  33 36 2,702 2,883
Machinery ……………………………………………………………………………………………………………  369 316 3,227 2,837
Plant and equipment …………………………………………………………………………………………… 158 443 274 693
Buildings and machinery under construction ………………………………………………………… 242 46 798 527
Property, plant and equipment 9 802 841 7,001 6,940

Investments in subsidiaries …………………………………………………………………………………… 3 8,488 9,165
Receivables from subsidiaries ………………………………………………………………………………… 3 1,132 1,003
Investments in associates and joint ventures ………………………………………………………… 3 307 66 164 80
Other investments ………………………………………………………………………………………………… 3 2 2 43 28
Pension benefit plan assets …………………………………………………………………………………… 17 17
Non-current receivables ………………………………………………………………………………………… 1 8 286 35
Deferred tax assets ……………………………………………………………………………………………… 16 1,254 1,289
Other non-current assets  9,930 10,244 1,747 1,449

Total non-current assets 11,445 11,766 17,422 17,038

Current assets

Raw materials and consumables …………………………………………………………………………… 156 139 2,005 1,641
Work in progress …………………………………………………………………………………………………… 120 99 551 463
Finished goods and goods for resale ……………………………………………………………………… 462 481 2,029 1,946
Inventories 10 738 719 4,585 4,050

Trade receivables ………………………………………………………………………………………………… 11 220 209 4,246 4,404
Receivables from subsidiaries ………………………………………………………………………………… 11 5,138 2,561
Receivables from associates and joint ventures ……………………………………………………… 2 2 17 20
Receivable corporation tax …………………………………………………………………………………… 19 176 507
Derivative financial instruments (positive fair value) ………………………………………….…… 18 89 3 98
Other receivables ………………………………………………………………………………………………… 113 89 846 763
Receivables  5,473 2,950 5,288 5,792

Securities 12 85

Cash and cash equivalents 18 2 9 744 888

Total current assets  6,213 3,678 10,702 10,730

Total assets  17,658 15,444 28,124 27,768

Parent Company Group
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BALANCE SHEET
As of 31 December

DKKm
ASSETS Note 2011 2012 2011 2012

Non-current assets

Goodwill ……………………………………………………………………………………………………………… 462 462 3,828 4,301
Other intangible fixed assets ………………………………………………………………………………… 251 219 4,846 4,348
Intangible assets 8 713 681 8,674 8,649

Land and buildings ………………………………………………………………………………………………  33 36 2,702 2,883
Machinery ……………………………………………………………………………………………………………  369 316 3,227 2,837
Plant and equipment …………………………………………………………………………………………… 158 443 274 693
Buildings and machinery under construction ………………………………………………………… 242 46 798 527
Property, plant and equipment 9 802 841 7,001 6,940

Investments in subsidiaries …………………………………………………………………………………… 3 8,488 9,165
Receivables from subsidiaries ………………………………………………………………………………… 3 1,132 1,003
Investments in associates and joint ventures ………………………………………………………… 3 307 66 164 80
Other investments ………………………………………………………………………………………………… 3 2 2 43 28
Pension benefit plan assets …………………………………………………………………………………… 17 17
Non-current receivables ………………………………………………………………………………………… 1 8 286 35
Deferred tax assets ……………………………………………………………………………………………… 16 1,254 1,289
Other non-current assets  9,930 10,244 1,747 1,449

Total non-current assets 11,445 11,766 17,422 17,038

Current assets

Raw materials and consumables …………………………………………………………………………… 156 139 2,005 1,641
Work in progress …………………………………………………………………………………………………… 120 99 551 463
Finished goods and goods for resale ……………………………………………………………………… 462 481 2,029 1,946
Inventories 10 738 719 4,585 4,050

Trade receivables ………………………………………………………………………………………………… 11 220 209 4,246 4,404
Receivables from subsidiaries ………………………………………………………………………………… 11 5,138 2,561
Receivables from associates and joint ventures ……………………………………………………… 2 2 17 20
Receivable corporation tax …………………………………………………………………………………… 19 176 507
Derivative financial instruments (positive fair value) ………………………………………….…… 18 89 3 98
Other receivables ………………………………………………………………………………………………… 113 89 846 763
Receivables  5,473 2,950 5,288 5,792

Securities 12 85

Cash and cash equivalents 18 2 9 744 888

Total current assets  6,213 3,678 10,702 10,730

Total assets  17,658 15,444 28,124 27,768

Parent Company Group

BALANCE SHEET
As of 31 December

DKKm
LIABILITIES AND SHAREHOLDERS’ EQUITY Note 2011 2012 2011 2012

Shareholders' equity

Share capital ………………………………………………………………………………………………………… 13 1,043 1,020 1,043 1,020
Share premium …………………………………………………………………………………………………… 685 370 685 370
Other reserves ……………………………………………………………………………………………………… 3,233 3,631 8,283 10,065
Proposed dividends ……………………………………………………………………………………………… 329 400 329 400
Danfoss A/S' share of equity …………………………………………………………………………………  5,290 5,421 10,340 11,855
Minority interests …………………………………………………………………………………………………  2,257 2,338
Total shareholders’ equity  5,290 5,421 12,597 14,193

Liabilities

Provisions……………………………………………………………………………………………………………… 14 35 41 450 466
Deferred tax liabilities …………………………………………………………………………………………… 16 38 235 1,558 1,838
Pension and healthcare benefit plan obligations …………………………………………………… 17 28 27 1,090 1,204
Debt, unsecured …………………………………………………………………………………………………… 18 2,430 1,761 2,530 1,917
Debt, secured ……………………………………………………………………………………………………… 18 278 272 1,249 1,234
Derivative financial instruments (negative fair value) ……………………………………………… 18 92 51 92 51
Other non-current debt …………………………………………………………………………………………  67 125 82 169
Non-current liabilities  2,968 2,512 7,051 6,879

Provisions……………………………………………………………………………………………………………… 14 28 72 332 391
Liabilities under share incentive programs …………………………………………………………… 15 503 133 503 133
Debt, unsecured …………………………………………………………………………………………………… 18 1,706 327 2,051 517
Debt, secured ……………………………………………………………………………………………………… 18 16 19 31 78
Trade payables ……………………………………………………………………………………………………… 18 394 463 2,581 2,576
Debt to subsidiaries ……………………………………………………………………………………………… 18 5,913 5,694
Debt to associates and joint ventures …………………………………………………………………… 18 3 1 23 34
Corporation taxes ………………………………………………………………………………………………… 19 80 237 196 392
Derivative financial instruments (negative fair value) ……………………………………………… 18 203 25 226 28
Other debt …………………………………………………………………………………………………………… 554 540 2,533 2,547
Current liabilities  9,400 7,511 8,476 6,696

Total liabilities  12,368 10,023 15,527 13,575

Total liabilities and shareholders’ equity  17,658 15,444 28,124 27,768

Parent Company Group
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STATEMENT OF CASH FLOWS
1 January to 31 December

DKKm
Note 2011 2012 2011 2012

Profit before tax from continuing operations…………………………………………………………  -142 1,102 3,218 3,372
Adjustments for non-cash transactions ………………………………………………………………… 20 483 -608 1,981 1,738
Change in working capital …………………………………………………………………………………… 21 -213 956 -414 538
Cash flow generated from operations  128 1,450 4,785 5,648
Financial income …………………………………………………………………………………………………  308 255 37 39
Financial expenses ………………………………………………………………………………………………  -481 -390 -608 -532
Dividends received ………………………………………………………………………………………………  816 572 12 15
Cash flow from operations before tax  771 1,887 4,226 5,170
Paid tax ………………………………………………………………………………………………………………… 19 -120 -179 -867 -925
Cash flow from operating activities  651 1,708 3,359 4,245

Acquisition of intangible assets ……………………………………………………………………………  -109 -53 -101 -101
Acquisition of property, plant and equipment………………………………………………………… -192 -219 -1,182 -1,122
Proceeds from sale of property, plant and equipment …………………………………………… 7 10 63 54
Acquisition of subsidiaries etc. ……………………………………………………………………………… 22 -49 -489 -43 -415
Proceeds from disposal of subsidiaries etc. …………………………………………………………… 22 12 66 1,149 224
Acquisition (-)/ sale of other investments etc. ………………………………………………………… 24 -774 1,538 -95 39
Cash flow from investing activities  -1,105 853 -209 -1,321

Free cash flow  -454 2,561 3,150 2,924

Financing by non-shareholders:
Cash repayment of (-)/cash proceeds from interest-bearing debt …………………………… 591 -2,035 -2,190 -2,045
Financing by shareholders:
Repurchase (-)/sale of treasury shares …………………………………………………………………… -139 -199 -139 -199
Addition/disposal of minority interests ………………………………………………………………… 3
Dividends paid to shareholders in the Parent Company………………………………………… -102 -320 -102 -320
Dividends paid to minority shareholders………………………………………………………………… -102 -215
Cash flow from financing activities  350 -2,554 -2,530 -2,779

Cash flow from discontinued operations 23 -714

Net change in cash and cash equivalents  -104 7 -94 145

Cash and cash equivalents as of 1 January ……………………………………………………………  106 2 853 744
Foreign exchange adjustment of cash and cash equivalents …………………………………  -15 -1
Cash and cash equivalents as of 31 December  2 9 744 888

Statement of free cash flow adj. for acquisition and disposal of subsidiaries etc. (M&A)
Free cash flow ……………………………………………………………………… -454 2,561 3,150 2,924
Acquisition of subsidiaries etc. ……………………………………………………… 22 49 489 43 415
Proceeds from disposal of subsidiaries etc. ………………………………………… 22 -12 -66 -1,149 -224
Purchase and sale of shares and other investments ………………………………… 24 -17 -7 34 -96
Free cash flow before M&A -434 2,977 2,078 3,019

The cash flow statement cannot be derived on the basis of the published financial statements alone.

Parent Company Group
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STATEMENT OF CASH FLOWS
1 January to 31 December

DKKm
Note 2011 2012 2011 2012

Profit before tax from continuing operations…………………………………………………………  -142 1,102 3,218 3,372
Adjustments for non-cash transactions ………………………………………………………………… 20 483 -608 1,981 1,738
Change in working capital …………………………………………………………………………………… 21 -213 956 -414 538
Cash flow generated from operations  128 1,450 4,785 5,648
Financial income …………………………………………………………………………………………………  308 255 37 39
Financial expenses ………………………………………………………………………………………………  -481 -390 -608 -532
Dividends received ………………………………………………………………………………………………  816 572 12 15
Cash flow from operations before tax  771 1,887 4,226 5,170
Paid tax ………………………………………………………………………………………………………………… 19 -120 -179 -867 -925
Cash flow from operating activities  651 1,708 3,359 4,245

Acquisition of intangible assets ……………………………………………………………………………  -109 -53 -101 -101
Acquisition of property, plant and equipment………………………………………………………… -192 -219 -1,182 -1,122
Proceeds from sale of property, plant and equipment …………………………………………… 7 10 63 54
Acquisition of subsidiaries etc. ……………………………………………………………………………… 22 -49 -489 -43 -415
Proceeds from disposal of subsidiaries etc. …………………………………………………………… 22 12 66 1,149 224
Acquisition (-)/ sale of other investments etc. ………………………………………………………… 24 -774 1,538 -95 39
Cash flow from investing activities  -1,105 853 -209 -1,321

Free cash flow  -454 2,561 3,150 2,924

Financing by non-shareholders:
Cash repayment of (-)/cash proceeds from interest-bearing debt …………………………… 591 -2,035 -2,190 -2,045
Financing by shareholders:
Repurchase (-)/sale of treasury shares …………………………………………………………………… -139 -199 -139 -199
Addition/disposal of minority interests ………………………………………………………………… 3
Dividends paid to shareholders in the Parent Company………………………………………… -102 -320 -102 -320
Dividends paid to minority shareholders………………………………………………………………… -102 -215
Cash flow from financing activities  350 -2,554 -2,530 -2,779

Cash flow from discontinued operations 23 -714

Net change in cash and cash equivalents  -104 7 -94 145

Cash and cash equivalents as of 1 January ……………………………………………………………  106 2 853 744
Foreign exchange adjustment of cash and cash equivalents …………………………………  -15 -1
Cash and cash equivalents as of 31 December  2 9 744 888

Statement of free cash flow adj. for acquisition and disposal of subsidiaries etc. (M&A)
Free cash flow ……………………………………………………………………… -454 2,561 3,150 2,924
Acquisition of subsidiaries etc. ……………………………………………………… 22 49 489 43 415
Proceeds from disposal of subsidiaries etc. ………………………………………… 22 -12 -66 -1,149 -224
Purchase and sale of shares and other investments ………………………………… 24 -17 -7 34 -96
Free cash flow before M&A -434 2,977 2,078 3,019

The cash flow statement cannot be derived on the basis of the published financial statements alone.

Parent Company Group

STATEMENT OF CHANGES IN EQUITY
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Balance as of 1 January 2011 1,027 136 -130 -310 -113 9,026 8,473 102 9,738 1,962 11,700

Comprehensive income in 2011

Net profit 611 611 329 940 374 1,314

Other comprehensive income

Foreign exchange adjustments on translation of foreign currencies 67 67 67 48 115

Fair value adjustment of hedging instruments:

  Fair value adjustment regarding hedging of 

  net investments in subsidiaries -50 -50 -50 -50

  Fair value adjustment regarding hedging of future cash flows -46 -46 -46 -4 -50

  Fair value adjustment transferred to net sales 37 37 37 37

Actuarial gain/loss (-) on pension and healthcare plans -166 -166 -166 -37 -203

Tax on other comprehensive income 2 16 45 63 63 13 76

Total other comprehensive income -7 33 -121 -95 -95 20 -75

Total comprehensive income for the period -7 33 490 516 329 845 394 1,239

Transactions with owners

Dividends to shareholders -102 -102 -102 -204

Purchase of minority interest -5 -5 -5 -3 -8

Capital increase/purchase of treasury shares 16 549 -701 -701 -136 6 -130

Total transactions with owners 16 549 -701 -5 -706 -102 -243 -99 -342

Balance as of 31 December 2011 1,043 685 -137 -277 -814 9,511 8,283 329 10,340 2,257 12,597

Comprehensive income in 2012

Net profit 1,598 1,598 400 1,998 359 2,357

Other comprehensive income

Foreign exchange adjustments on translation of foreign currencies -6 -6 -6 -30 -36

Fair value adjustment of hedging instruments:

  Fair value adjustment regarding hedging of 

  net investments in subsidiaries 35 35 35 35

  Fair value adjustment regarding hedging of future cash flows 39 39 39 2 41

  Fair value adjustment transferred to net sales 87 87 87 5 92

Actuarial gain/loss (-) on pension and healthcare plans -176 -176 -176 -26 -202

Tax on other comprehensive income -30 -9 49 10 10 8 18

Total other comprehensive income 96 20 -127 -11 -11 -41 -52

Total comprehensive income for the period 96 20 1,471 1,587 400 1,987 318 2,305

Transactions with owners

Dividends to shareholders 9 9 -329 -320 -237 -557

Capital increase/purchase of treasury shares 7 228 -387 -387 -152 -152

Capital reduction -30 -543 926 -353 573

Total transactions with owners -23 -315 539 -344 195 -329 -472 -237 -709

Balance as of 31 December 2012 1,020 370 -41 -257 -275 10,638 10,065 400 11,855 2,338 14,193
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STATEMENT OF CHANGES IN EQUITY (continued)
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Balance as of 1 January 2011 1,027 136 -103 -113 4,648 4,432 102 5,697

Merger with subsidiary 98 98 98

Comprehensive income in 2011

Net profit -623 -623 329 -294

Other comprehensive income

Fair value adjustment of hedging instruments:

  Fair value adjustment for the year 36 36 36

Tax on other comprehensive Income -9 -9 -9

Total other comprehensive Income 27 27 27

Total comprehensive income for the period 27 -623 -596 329 -267

Transactions with owners

Dividends to shareholders -102 -102
Capital increase/purchase of treasury shares 16 549 -701 -701 -136
Total transactions with owners 16 549 -701 -701 -102 -238
Balance as of 31 December 2011 1,043 685 -76 -814 4,123 3,233 329 5,290

Comprehensive income in 2012

Net profit 178 178 400 578

Other comprehensive income

Fair value adjustment of hedging instruments:

  Fair value adjustment for the year 33 33 33

Tax on other comprehensive income -8 -8 -8

Total other comprehensive income 25 25 25

Total comprehensive income for the period 25 178 203 400 603

Transactions with owners
Dividends to shareholders 9 9 -329 -320
Capital increase/purchase of treasury shares 7 228 -387 -387 -152
Capital reduction -30 -543 926 -353 573
Total transactions with owners -23 -315 539 -344 195 -329 -472

Balance as of 31 December 2012 1,020 370 -51 -275 3,957 3,631 400 5,421

Notes

1. Segment reporting
2. Expenses and other operating income
3. Non-current financial assets
4. Financial income
5. Financial expenses
6. Tax on profit from continuing operations
7. Earnings per share
8. Intangible assets
9. Property, plant and equipment
10. Inventories
11. Trade receivables and receivables from subsidiaries
12. Securities
13. Share capital
14. Provisions
15. Share incentive programs
16. Deferred tax, etc. 
17. Pension and healthcare obligations
18. Financial risks and instruments
19. Corporation tax payable
20. Adjustment for non-cash transactions
21. Change in working capital
22. Acquisition and sale of subsidiaries and activities
23. Discontinued operations
24. Acquisition(-)/disposal of shares, other securities and lending
25. Contingent liabilities, assets and security
26. Related parties
27. Events after the balance sheet date
28. New accounting regulations
29. Basis of preparation
30. Critical accounting estimates and judgements
31. Accounting policies
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STATEMENT OF CHANGES IN EQUITY (continued)
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Balance as of 1 January 2011 1,027 136 -103 -113 4,648 4,432 102 5,697

Merger with subsidiary 98 98 98

Comprehensive income in 2011

Net profit -623 -623 329 -294

Other comprehensive income

Fair value adjustment of hedging instruments:

  Fair value adjustment for the year 36 36 36

Tax on other comprehensive Income -9 -9 -9

Total other comprehensive Income 27 27 27

Total comprehensive income for the period 27 -623 -596 329 -267

Transactions with owners

Dividends to shareholders -102 -102
Capital increase/purchase of treasury shares 16 549 -701 -701 -136
Total transactions with owners 16 549 -701 -701 -102 -238
Balance as of 31 December 2011 1,043 685 -76 -814 4,123 3,233 329 5,290

Comprehensive income in 2012

Net profit 178 178 400 578

Other comprehensive income

Fair value adjustment of hedging instruments:

  Fair value adjustment for the year 33 33 33

Tax on other comprehensive income -8 -8 -8

Total other comprehensive income 25 25 25

Total comprehensive income for the period 25 178 203 400 603

Transactions with owners
Dividends to shareholders 9 9 -329 -320
Capital increase/purchase of treasury shares 7 228 -387 -387 -152
Capital reduction -30 -543 926 -353 573
Total transactions with owners -23 -315 539 -344 195 -329 -472

Balance as of 31 December 2012 1,020 370 -51 -275 3,957 3,631 400 5,421

Notes

Notes

1. Segment reporting
2. Expenses and other operating income
3. Non-current financial assets
4. Financial income
5. Financial expenses
6. Tax on profit from continuing operations
7. Earnings per share
8. Intangible assets
9. Property, plant and equipment
10. Inventories
11. Trade receivables and receivables from subsidiaries
12. Securities
13. Share capital
14. Provisions
15. Share incentive programs
16. Deferred tax, etc. 
17. Pension and healthcare obligations
18. Financial risks and instruments
19. Corporation tax payable
20. Adjustment for non-cash transactions
21. Change in working capital
22. Acquisition and sale of subsidiaries and activities
23. Discontinued operations
24. Acquisition(-)/disposal of shares, other securities and lending
25. Contingent liabilities, assets and security
26. Related parties
27. Events after the balance sheet date
28. New accounting regulations
29. Basis of preparation
30. Critical accounting estimates and judgements
31. Accounting policies
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1. Segment reporting

DKKm

2011 2012

Main business segments
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INCOME STATEMENT
Net sales 21,791 11,022 1,091 33,904 22,411 11,097 499 34,007
   internal net sales 51 48 -99 39 45 -84
Net sales, external 21,740 10,974 1,190 33,904 22,372 11,053 582 34,007
Depreciation/amortization 835 472 367 1,674 885 466 375 1,726
Net gain upon disposal of activities 578 578 1 11 12
Impairment/reversal of impairment losses 
previous years (-) 2 22 24 270 -12 258
Operating profit (EBIT) 2,289 1,963 -26 4,226 2,541 1,858 -654 3,745
Share of profit from associates and joint ventures after tax 16 16 -4 2 -2
Profit before financial items 2,305 1,963 -26 4,242 2,537 1,858 -652 3,743

BALANCE SHEET
Total assets *) 14,700 7,304 6,120 28,124 14,805 7,892 5,071 27,768
Capital expenditure for the year 935 277 123 1,335 1,623 284 146 2,053
Impairment losses for the year 2 22 24 270 270
Investment in associates and joint ventures 154 10 164 68 12 80
Total liabilities 3,863 3,972 7,692 15,527 3,991 3,945 5,639 13,575

OTHER INFORMATION
Number of employees 14,747 6,481 2,202 23,430 14,319 6,363 2,410 23,092

The two segments, "Danfoss Climate & Energy" and "Sauer-Danfoss Inc." are further described in separate reports. As described in "Accounting policies" for segment information,

the items cash and cash equivalents, interest-bearing debt and tax liabilities/assets are not allocated to the segments.

*) Cash and cash equivalents, interest-bearing debt, deferred tax liabilities/assets and adjustments from US GAAP to IFRS have been recorded in the column "Other areas".
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1. Segment reporting
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2011 2012

Main business segments

 D
an

fo
ss

 C
lim

at
e 

&
 E

ne
rg

y

 S
au

er
-D

an
fo

ss
 In

c.
 (U

S 
G

A
A

P)

 O
th

er
 a

re
as

 G
ro

up

 D
an

fo
ss

 C
lim

at
e 

&
 E

ne
rg

y

 S
au

er
-D

an
fo

ss
 In

c.
  

 (U
S 

G
A

A
P)

 O
th

er
 a

re
as

 G
ro

up

INCOME STATEMENT
Net sales 21,791 11,022 1,091 33,904 22,411 11,097 499 34,007
   internal net sales 51 48 -99 39 45 -84
Net sales, external 21,740 10,974 1,190 33,904 22,372 11,053 582 34,007
Depreciation/amortization 835 472 367 1,674 885 466 375 1,726
Net gain upon disposal of activities 578 578 1 11 12
Impairment/reversal of impairment losses 
previous years (-) 2 22 24 270 -12 258
Operating profit (EBIT) 2,289 1,963 -26 4,226 2,541 1,858 -654 3,745
Share of profit from associates and joint ventures after tax 16 16 -4 2 -2
Profit before financial items 2,305 1,963 -26 4,242 2,537 1,858 -652 3,743

BALANCE SHEET
Total assets *) 14,700 7,304 6,120 28,124 14,805 7,892 5,071 27,768
Capital expenditure for the year 935 277 123 1,335 1,623 284 146 2,053
Impairment losses for the year 2 22 24 270 270
Investment in associates and joint ventures 154 10 164 68 12 80
Total liabilities 3,863 3,972 7,692 15,527 3,991 3,945 5,639 13,575

OTHER INFORMATION
Number of employees 14,747 6,481 2,202 23,430 14,319 6,363 2,410 23,092

The two segments, "Danfoss Climate & Energy" and "Sauer-Danfoss Inc." are further described in separate reports. As described in "Accounting policies" for segment information,

the items cash and cash equivalents, interest-bearing debt and tax liabilities/assets are not allocated to the segments.

*) Cash and cash equivalents, interest-bearing debt, deferred tax liabilities/assets and adjustments from US GAAP to IFRS have been recorded in the column "Other areas".

1. Segment reporting (continued)

DKKm

Products and services

2011 2012
Heating, Ventilation and Air conditioning (HVAC) 21,588 22,194
Hydraulics 11,223 11,337
Other 1,093 476

33,904 34,007

Geographical segments

Group
2011

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,172 13,290 3,344 6,041 7,116 286 667 1,579 409 33,904
Total non-current  assets *) 5,887 3,618 284 1,878 4,171 86 244 16,168

Group
2012

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,272 12,463 3,663 5,899 7,945 274 551 1,556 384 34,007
Total non-current assets *) 4,548 4,164 245 1,197 5,520 14 61 15,749

*) Deferred tax assets are not included.

The geographical distribution of "Net sales" is based on the external customers' country of residence. The distribution of "Total non-current assets" is based on the actual geo-

graphical location of the assets.

Group
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1. Segment reporting (continued)

DKKm

Specification of other areas - External net sales

2011 2012
Non-reportable segments 1,191 583
Sauer-Danfoss Inc. IFRS adjustments -1 -1
Total net sales 1,190 582

Specification of other areas - Profit before financial items

2011 2012
Net gain upon disposal of activities 578 12

Non-reportable segments -86 -3

Central functions, not allocated -311 -274
 Sauer-Danfoss Inc. - IFRS adjustments *) -182 -297

Eliminations of intra-group profits etc. -25 -90

Profit before financial items -26 -652

*) The Sauer-Danfoss segment IFRS adjustments relate to the conversion of the results from US GAAP to IFRS, incl. PPA amortization and impairment.

Specification of other areas - Assets

2011 2012
Non-reportable segments 405 238
Central functions not allocated *) 2,039 2,150

Sauer-Danfoss Inc. - IFRS and PPA adjustments 4,656 4,592
Eliminations of intra-group accounts etc. **) -980 -1,909
Total assets 6,120 5,071

Specification of other areas - Liabilities

2011 2012
Non-reportable segments 339 348
Central functions not allocated ***) 1,704 2,301
Net interest bearing debt 5,833 3,703

Sauer-Danfoss Inc. - IFRS and PPA adjustments 998 1,193
Eliminations of intra-group accounts etc. **) -1,182 -1,906
Total Liabilities 7,692 5,639

*) Central functions, not allocated, are primarily deferred tax and cash and cash equivalents.

**) Primarily intra-group interest-bearing debt/receivables in the Sauer-Danfoss Segment. Interest-bearing debt is not included in "Danfoss Climate & Energy". 

***) Central functions not allocated are primarily deferred tax and central function liabilities.

Group

Group

Group

Group
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1. Segment reporting (continued)

DKKm

Specification of other areas - External net sales

2011 2012
Non-reportable segments 1,191 583
Sauer-Danfoss Inc. IFRS adjustments -1 -1
Total net sales 1,190 582

Specification of other areas - Profit before financial items

2011 2012
Net gain upon disposal of activities 578 12

Non-reportable segments -86 -3

Central functions, not allocated -311 -274
 Sauer-Danfoss Inc. - IFRS adjustments *) -182 -297

Eliminations of intra-group profits etc. -25 -90

Profit before financial items -26 -652

*) The Sauer-Danfoss segment IFRS adjustments relate to the conversion of the results from US GAAP to IFRS, incl. PPA amortization and impairment.

Specification of other areas - Assets

2011 2012
Non-reportable segments 405 238
Central functions not allocated *) 2,039 2,150

Sauer-Danfoss Inc. - IFRS and PPA adjustments 4,656 4,592
Eliminations of intra-group accounts etc. **) -980 -1,909
Total assets 6,120 5,071

Specification of other areas - Liabilities

2011 2012
Non-reportable segments 339 348
Central functions not allocated ***) 1,704 2,301
Net interest bearing debt 5,833 3,703

Sauer-Danfoss Inc. - IFRS and PPA adjustments 998 1,193
Eliminations of intra-group accounts etc. **) -1,182 -1,906
Total Liabilities 7,692 5,639

*) Central functions, not allocated, are primarily deferred tax and cash and cash equivalents.

**) Primarily intra-group interest-bearing debt/receivables in the Sauer-Danfoss Segment. Interest-bearing debt is not included in "Danfoss Climate & Energy". 

***) Central functions not allocated are primarily deferred tax and central function liabilities.

Group

Group

Group

Group

2. Expenses and other operating income

DKKm

A. Personnel expenses

2011 2012 2011 2012
Salaries and wages 1,568 1,561 7,184 7,777
Termination benefits 19 12 100 66
Share-based remuneration *) 15 5 23 9
Social security 14 15 594 649
Defined contribution plans 125 129 428 432
Defined benefit plans excluding gains from reductions and redemptions **) 64 57
Gains from reductions and redemptions -136

1,741 1,722 8,257 8,990

Average number of employees 3,155 2,941 24,133 23,173
Total number of employees as of end of the year 3,036 2,864 23,430 23,092

*) Benefits cf. further information in note 15. Share incentive programs.

**) Expenses for defined benefit plans are described in note 17. Pension and healthcare obligations.

2011 2012 2011 2012
Personnel expenses distribution on functions:

Cost of sales 1,195 1,163 4,586 4,645
Selling and distribution costs 230 247 2,762 3,220
Administrative expenses 297 300 945 1,059
Other operating income and expenses 19 12 -36 66

1,741 1,722 8,257 8,990

2011 2012 2011 2012
Board of Directors:

Directors' fees 3 3 4 4

3 3 4 4
Executive Committee:

Salaries 20 22 21 23
Pension costs re. defined contribution plans 2 2
Bonuses 29 33 29 33
Share-based remuneration *) 6 2 6 2

55 59 56 60
Executives: 

Salaries 15 14 23 25
Pension costs re. defined contribution plans 1 1 3 3
Bonuses 10 13 22 29
Share-based remuneration *) 3 1 5 1

29 29 53 58
Termination benefits:

Executives 4 2 4 10
Total compensation 91 93 117 132

*) Costs recorded according to the Black and Scholes model at the option grant date.

Parent Company Group

Parent Company Group

Parent Company Group
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2. Expenses and other operating income (continued)

DKKm

B. Depreciation/amortization and impairment losses

2011 2012 2011 2012
Classified by nature:

Amortization of intangible assets 84 85 505 503
Impairment on intangible assets 270

84 85 505 773

Depreciation of property, plant and equipment 171 174 1,172 1,222
Impairment on property, plant and equipment 2 24
Reversal of impairment losses on property, plant and equipment -12

173 174 1,196 1,210

Depreciation and impairment for the year 257 259 1,701 1,983

Classified by functions:

Intangible assets:

Cost of sales 61 68 317 313
Selling and distribution costs 12 7 139 143
Administrative expenses 11 10 49 47
Other operating expenses 270

84 85 505 773

Property, plant and equipment:

Cost of sales 156 146 1,086 1,120
Selling and distribution costs 2 2 57 63
Administrative expenses 13 26 29 39
Other operating income -12
Other operating expenses 2 24

173 174 1,196 1,210

257 259 1,701 1,983

C. Research and development costs

2011 2012 2011 2012
Research and development costs 248 275 1,263 1,324
Capitalized development costs -1 -5 -26 -48
Amortization and impairment of development assets 25 28 74 75

272 298 1,311 1,351

Research and development costs are included in "Cost of sales".

D. Other operating income

2011 2012 2011 2012
Gain on disposal of activities 1 26 578 12
Gain on value adjustment on step acquisition of company 275
Gain on disposal of property, plant and equipment 6 6 19 32
Reversal of impairment losses on property, plant and equipment 12
Other 7 15 172 94

14 47 769 425

In 2012, the Group obtained control of Danfoss Turbocor Inc. through a step acquisition. In connection with this, the original investment was revalued at fair value at the date of

acquisition and the value adjustment recognised above under Value adjustment on step acquisition of company. In 2011, the item primarily consisted of a profit from the sale

of activities relating to the Group's sale of Danfoss Water Controls and Danfoss Geared Motors, further detailed in note 22. Acquisition and sale of subsidiaries and activities.

In 2011, the most significant amount under the item "Other" was income recognition of pension obligations in The Netherlands and income recognition of health obligations

in the USA caused by a transfer to an external cooperation partner (as a result of a shift from defined benefit plans to defined contribution plans).

Parent Company Group

Parent Company Group

Parent Company Group
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2. Expenses and other operating income (continued)

DKKm

B. Depreciation/amortization and impairment losses

2011 2012 2011 2012
Classified by nature:

Amortization of intangible assets 84 85 505 503
Impairment on intangible assets 270

84 85 505 773

Depreciation of property, plant and equipment 171 174 1,172 1,222
Impairment on property, plant and equipment 2 24
Reversal of impairment losses on property, plant and equipment -12

173 174 1,196 1,210

Depreciation and impairment for the year 257 259 1,701 1,983

Classified by functions:

Intangible assets:

Cost of sales 61 68 317 313
Selling and distribution costs 12 7 139 143
Administrative expenses 11 10 49 47
Other operating expenses 270

84 85 505 773

Property, plant and equipment:

Cost of sales 156 146 1,086 1,120
Selling and distribution costs 2 2 57 63
Administrative expenses 13 26 29 39
Other operating income -12
Other operating expenses 2 24

173 174 1,196 1,210

257 259 1,701 1,983

C. Research and development costs

2011 2012 2011 2012
Research and development costs 248 275 1,263 1,324
Capitalized development costs -1 -5 -26 -48
Amortization and impairment of development assets 25 28 74 75

272 298 1,311 1,351

Research and development costs are included in "Cost of sales".

D. Other operating income

2011 2012 2011 2012
Gain on disposal of activities 1 26 578 12
Gain on value adjustment on step acquisition of company 275
Gain on disposal of property, plant and equipment 6 6 19 32
Reversal of impairment losses on property, plant and equipment 12
Other 7 15 172 94

14 47 769 425

In 2012, the Group obtained control of Danfoss Turbocor Inc. through a step acquisition. In connection with this, the original investment was revalued at fair value at the date of

acquisition and the value adjustment recognised above under Value adjustment on step acquisition of company. In 2011, the item primarily consisted of a profit from the sale

of activities relating to the Group's sale of Danfoss Water Controls and Danfoss Geared Motors, further detailed in note 22. Acquisition and sale of subsidiaries and activities.

In 2011, the most significant amount under the item "Other" was income recognition of pension obligations in The Netherlands and income recognition of health obligations

in the USA caused by a transfer to an external cooperation partner (as a result of a shift from defined benefit plans to defined contribution plans).

Parent Company Group

Parent Company Group

Parent Company Group

2. Expenses and other operating income (continued)

DKKm

E. Other operating expenses

2011 2012 2011 2012
Loss on disposal of property, plant and equipment -4 -3 -12 -24
Impairment -2 -24 -270
Other -502 -77 -160 -91

-508 -80 -196 -385

Impairment for the year is based on expected value in use. 

Impairment for the year relates to impairment losses on technology and customer relations in Scroll Technologies, USA. In recent years, Scroll Technologies has been impacted 

by the financial crisis and by the competitive situation in the North American market. Technology and customer relations have therefore been written down to the lower

recoverable amount. The item "Other" includes DKK 66m in severance payments, primarily related to terminations in Denmark and Sweden. In 2011, the item included 

DKK 100m in severance payments, mainly related to terminations in Germany, France and the USA.

F. Fees to the auditors appointed at the Annual General Meeting

2011 2012 2011 2012
KPMG:

Audit fee 6 5 28 25
Fees for assurance engagements

Tax and VAT advice 1 2 4 6
Other fees 3 2 5 6
Total 10 9 37 37

Parent Company Group

Parent Company Group



52 Annual Report 2012 I The Danfoss Group

3. Non-current financial assets

DKKm Parent Company Group
2011 2011
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Cost as of 1 January 9,542 1,135 385 2 400 132
Merger with subsidiary 104
Foreign exchange adjustments etc. 10
Additions 49 13
Disposals -3 -18 -17
Costs as of 31 December 9,695 1,132 367 2 393 145

Adjustments as of 1 January -1,182 -60 -224 -100
Foreign exchange adjustments etc. -9
Net profit/value adjustment 16 -2
Impairment -25
Dividends -12
Adjustments as of 31 December -1,207 -60 -229 -102

Carrying amount as of 31 December 8,488 1,132 307 2 164 43

Impairment of "Investments in subsidiaries" mainly concerns Avenir Energie, ECO Heat Pumps Ltd., Danfoss S.A. de C.V., which were written down to value in use and reversal 

of previous years' impairment relating to Sauer-Danfoss Inc. 
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Costs as of 1 January 9,695 1,132 367 2 393 145
Foreign exchange adjustments etc. 5
Additions 489 44
Transfer relating to step acquisition of company 222 -222 -245
Disposals -40 -129 -7 -55
Costs as of 31 December 10,366 1,003 138 2 153 134

Adjustments as of 1 January -1,207 -60 -229 -102
Foreign exchange adjustments etc. -4
Transfer relating to step acquisition of company 177
Net profit/value adjustment -2 -4
Reversed impairment/impairment for the year 6 -12
Dividends -15
Adjustments as of 31 December -1,201 -72 -73 -106

Carrying amount as of 31 December 9,165 1,003 66 2 80 28

At the end of 2012, impairment tests were performed on the carrying amount of "Investments in subsidiaries". When performing the impairment test, the present value of cash

flow from subsidiaries is compared with their carrying amount. Where possible, "Other investments" are recognized at fair value. Alternatively, they are recognized at cost less

accumulated impairment losses.

Transfer for the year of "Investments in associates/joint ventures" relates to Danfoss Turbocor Compressors.  For further information, see note 22 Acquisition and sale of

subsidiaries and activities.

Impairment of "Investments in subsidiaries" mainly concerns Danfoss-Semco A/S, which were written down to value in use and reversal of previous years' impairment relating

to Danfoss FZCO. 

Further information on associates and joint ventures is provided in the notes 4. Financial income, 5. Financial expenses, 18. Financial risks and instruments and
26. Related parties.

5. Financial expenses

DKKm

2011 2012 2011 2012
Interest to subsidiaries -43 -24
Interest to banks etc. -235 -197 -324 -277
Interest element on discounted liabilities -1 -2 -1 -3
Foreign exchange losses, net -138 -101 -37
Fair value adjustment of share options and warrants *) -425 -644
Impairment/loss on loans -499 -126 -2 -141
Impairment/loss on disposal of subsidiaries and associates/joint ventures -25 -6
Loss on other investments -4
Borrowing costs recognised in the cost of assets 4 3 5 3

-1,362 -352 -1,067 -459

*) Cf. note 15. Share incentive programs.

Impairment writedown on loans to subsidiaries in 2012 and 2011 was primarily made as a consequence of the 2010 sale of the compressor business. 

An effective interest rate equal to the Group's weighted average general borrowing costs was used for the calculation of borrowing costs pertaining to the cost of assets.

No specific loans have been raised for the construction or development of assets.

Parent Company Group
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3. Non-current financial assets

DKKm Parent Company Group
2011 2011
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Cost as of 1 January 9,542 1,135 385 2 400 132
Merger with subsidiary 104
Foreign exchange adjustments etc. 10
Additions 49 13
Disposals -3 -18 -17
Costs as of 31 December 9,695 1,132 367 2 393 145

Adjustments as of 1 January -1,182 -60 -224 -100
Foreign exchange adjustments etc. -9
Net profit/value adjustment 16 -2
Impairment -25
Dividends -12
Adjustments as of 31 December -1,207 -60 -229 -102

Carrying amount as of 31 December 8,488 1,132 307 2 164 43

Impairment of "Investments in subsidiaries" mainly concerns Avenir Energie, ECO Heat Pumps Ltd., Danfoss S.A. de C.V., which were written down to value in use and reversal 

of previous years' impairment relating to Sauer-Danfoss Inc. 
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Costs as of 1 January 9,695 1,132 367 2 393 145
Foreign exchange adjustments etc. 5
Additions 489 44
Transfer relating to step acquisition of company 222 -222 -245
Disposals -40 -129 -7 -55
Costs as of 31 December 10,366 1,003 138 2 153 134

Adjustments as of 1 January -1,207 -60 -229 -102
Foreign exchange adjustments etc. -4
Transfer relating to step acquisition of company 177
Net profit/value adjustment -2 -4
Reversed impairment/impairment for the year 6 -12
Dividends -15
Adjustments as of 31 December -1,201 -72 -73 -106

Carrying amount as of 31 December 9,165 1,003 66 2 80 28

At the end of 2012, impairment tests were performed on the carrying amount of "Investments in subsidiaries". When performing the impairment test, the present value of cash

flow from subsidiaries is compared with their carrying amount. Where possible, "Other investments" are recognized at fair value. Alternatively, they are recognized at cost less

accumulated impairment losses.

Transfer for the year of "Investments in associates/joint ventures" relates to Danfoss Turbocor Compressors.  For further information, see note 22 Acquisition and sale of

subsidiaries and activities.

Impairment of "Investments in subsidiaries" mainly concerns Danfoss-Semco A/S, which were written down to value in use and reversal of previous years' impairment relating

to Danfoss FZCO. 

Further information on associates and joint ventures is provided in the notes 4. Financial income, 5. Financial expenses, 18. Financial risks and instruments and
26. Related parties.

4. Financial income

DKKm

2011 2012 2011 2012
Interest from subsidiaries 289 245
Interest from associates and joint ventures 3 3 4 6
Interest from banks etc. 16 8 33 33
Foreign exchange gains, net 51
Unrealized/realized gains on loans, bonds and shares 5 6
Fair value adjustment for stock options and warrants *) 33 49
Dividend from subsidiaries 802 639
Dividend from associates and joint ventures 13 8

1,128 987 43 88

*) Cf. note 15. Share incentive programs.

Parent Company Group

5. Financial expenses

DKKm

2011 2012 2011 2012
Interest to subsidiaries -43 -24
Interest to banks etc. -235 -197 -324 -277
Interest element on discounted liabilities -1 -2 -1 -3
Foreign exchange losses, net -138 -101 -37
Fair value adjustment of share options and warrants *) -425 -644
Impairment/loss on loans -499 -126 -2 -141
Impairment/loss on disposal of subsidiaries and associates/joint ventures -25 -6
Loss on other investments -4
Borrowing costs recognised in the cost of assets 4 3 5 3

-1,362 -352 -1,067 -459

*) Cf. note 15. Share incentive programs.

Impairment writedown on loans to subsidiaries in 2012 and 2011 was primarily made as a consequence of the 2010 sale of the compressor business. 

An effective interest rate equal to the Group's weighted average general borrowing costs was used for the calculation of borrowing costs pertaining to the cost of assets.

No specific loans have been raised for the construction or development of assets.

Parent Company Group
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6. Tax on profit from continuing operations

DKKm

2011 2012 2011 2012
Current tax expense -197 -89 -806 -812
Change in deferred tax 38 -206 -173 -216
Adjustments concerning previous years 7 -229 6 13

-152 -524 -973 -1,015

Tax on profit from continuing operations is defined as:

Tax on profit before tax on continuing operations 25.0% 25.0% 25.0% 25.0%
Share of profit from associates and joint ventures after tax -0.1%
Adjustment of tax in foreign subsidiaries calculated at 25% 3.1% 2.4%
Tax exempt income/non-deductible expenses -272.5% 7.4% 2.7% 1.9%

Adjustment of net tax assets 0.7%

Dividends exempt of tax 143.5% -14.7%
Adjustments concerning previous years 5.6% 20.8% -0.5% -0.4%
Other adjustments -8.6% 9.0% 0.5%
Effective tax rate -107.0% 47.5% 30.2% 30.1%

2011 2012 2011 2012

Tax on profit from continuing operations (income statement) -152 -524 -973 -1,015

Tax on fair value adjustment of hedging instruments (other comprehensive income) -9 -8 18 -39

Tax on actuarial gain/loss on pension and health care plans (other comprehensive income) 58 57

Total taxes -161 -532 -897 -997

Parent Company Group

Parent Company Group

7. Earnings per share

DKKm

2011 2012
Net profit from continuing operations 2,245 2,357
Minority interests -374 -359
The Group's share of net profit from continuing operations 1,871 1,998
Profit from discontinued operations -931
The Group's share of net profit 940 1,998

Nominal value (DKKm)

Average number of shares 1,039.1 1,033.6
Average number of treasury shares -21.2 -21.1
Average number of shares issued 1,017.9 1,012.5
Average dilutive effect of share options/warrants 41.7 12.0
Diluted average number of shares issued 1,059.6 1,024.5

Basic earnings per share (share of nominal 100 DKK) from continuing operations 183.8 197.3
Diluted earnings per share  (share of nominal 100 DKK) from continuing operations 176.6 195.0

Basic earnings per share (share of nominal 100 DKK) 92.3 197.3

Diluted earnings per share (share of nominal 100 DKK) 88.7 195.0

Group

8. Intangible assets

DKKm Group

2011

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.

Develop-
ment 
costs Total

Cost as of 1 January 4,881 653 897 2,981 1,693 443 506 7,173

Foreign exchange adjustments in foreign companies 169 3 13 40 27 3 6 92
Additions through acquisition of subsidiaries 1
Transfers 51 -51
Additions 76 26 102
Disposals -146 -73 -26 -12 -111
Cost as of 31 December 4,905 659 910 2,995 1,759 395 538 7,256

Amortization and impairment losses as of 1 January 962 510 567 380 311 185 1,953
Foreign exchange adjustments in foreign companies 126 2 14 12 4 4 36
Transfers 17 -17
Amortization 70 198 140 23 74 505
Disposals -11 -69 -10 -5 -84

Amortization and impairment losses as of 31 December 1,077 513 769 544 321 263 2,410

Carrying amount as of 31 December 3,828 146 910 2,226 1,215 74 275 4,846

Group
2012

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.

Develop-
ment 
costs

 
Total

Cost as of 1 January 4,905 659 910 2,995 1,759 395 538 7,256
 Foreign exchange adjustments in foreign companies -10 -1 -8 -29 -16 -5 -3 -62

Addition through acquisition of subsidiaries 562 187 38 225
Additions 57 2 48 107
Disposals -67 -43 -17 -11 -1 -11 -83
Cost as of 31 December 5,390 672 902 3,136 1,770 391 572 7,443

Amortization and impairment losses as of 1 January 1,077 513 769 544 321 263 2,410
Foreign exchange adjustments in foreign companies 12 -2 -12 -8 -5 -2 -29
Amortization 60 204 145 19 75 503
Impairments 210 60 270
Disposals -37 -10 -6 -1 -5 -59

Amortization and impairment losses as of 31 December 1,089 534 1,161 735 334 331 3,095

Carrying amount as of 31 December 4,301 138 902 1,975 1,035 57 241 4,348

Addition through acquisition of subsidiaries relates to Danfoss Turbocor Compressors. For further information, see note 22 Acquisition and sale of subsidiaries and activities.

Impairment tests 

At the end of 2012, impairment tests have been performed on the carrying amount of goodwill and brand (assets with indefinite useful lives). The impairment tests were

performed on divisions representing the base level of cash generating units (CGUs) to which the carrying amount of goodwill and brand can be allocated with reasonable
accuracy.
Acquired activities and companies are integrated as quickly as possible into the division for optimum synergy. One of the consequences is that soon after it will not be possible
to allocate the carrying amount of goodwill to the acquired companies and activities with reasonable accuracy, and thus it will no longer be possible to perform impairment

tests on these individual acquisitions. At the impairment test, the net present value of the estimated net cash flow from the CGUs are compared with the carrying amounts of

the assets. The expected cash flow is based on budgets and forecasts for the years 2013-2022 prepared and approved by management in the respective CGUs and Group

management. The forecasts were elaborated for a 10 year period in accordance with the fact that decisions on acquisitions are made on the basis of 10-year forecasts. The

primary variables are sales, EBIT, working capital and investments. The discount rates are set under consideration of the individual CGU's size, main geographical markets, risks

and the coherence with Danfoss' core business areas.
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6. Tax on profit from continuing operations

DKKm

2011 2012 2011 2012
Current tax expense -197 -89 -806 -812
Change in deferred tax 38 -206 -173 -216
Adjustments concerning previous years 7 -229 6 13

-152 -524 -973 -1,015

Tax on profit from continuing operations is defined as:

Tax on profit before tax on continuing operations 25.0% 25.0% 25.0% 25.0%
Share of profit from associates and joint ventures after tax -0.1%
Adjustment of tax in foreign subsidiaries calculated at 25% 3.1% 2.4%
Tax exempt income/non-deductible expenses -272.5% 7.4% 2.7% 1.9%

Adjustment of net tax assets 0.7%

Dividends exempt of tax 143.5% -14.7%
Adjustments concerning previous years 5.6% 20.8% -0.5% -0.4%
Other adjustments -8.6% 9.0% 0.5%
Effective tax rate -107.0% 47.5% 30.2% 30.1%

2011 2012 2011 2012

Tax on profit from continuing operations (income statement) -152 -524 -973 -1,015

Tax on fair value adjustment of hedging instruments (other comprehensive income) -9 -8 18 -39

Tax on actuarial gain/loss on pension and health care plans (other comprehensive income) 58 57

Total taxes -161 -532 -897 -997

Parent Company Group

Parent Company Group

7. Earnings per share

DKKm

2011 2012
Net profit from continuing operations 2,245 2,357
Minority interests -374 -359
The Group's share of net profit from continuing operations 1,871 1,998
Profit from discontinued operations -931
The Group's share of net profit 940 1,998

Nominal value (DKKm)

Average number of shares 1,039.1 1,033.6
Average number of treasury shares -21.2 -21.1
Average number of shares issued 1,017.9 1,012.5
Average dilutive effect of share options/warrants 41.7 12.0
Diluted average number of shares issued 1,059.6 1,024.5

Basic earnings per share (share of nominal 100 DKK) from continuing operations 183.8 197.3
Diluted earnings per share  (share of nominal 100 DKK) from continuing operations 176.6 195.0

Basic earnings per share (share of nominal 100 DKK) 92.3 197.3

Diluted earnings per share (share of nominal 100 DKK) 88.7 195.0

Group

8. Intangible assets

DKKm Group

2011

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.

Develop-
ment 
costs Total

Cost as of 1 January 4,881 653 897 2,981 1,693 443 506 7,173

Foreign exchange adjustments in foreign companies 169 3 13 40 27 3 6 92
Additions through acquisition of subsidiaries 1
Transfers 51 -51
Additions 76 26 102
Disposals -146 -73 -26 -12 -111
Cost as of 31 December 4,905 659 910 2,995 1,759 395 538 7,256

Amortization and impairment losses as of 1 January 962 510 567 380 311 185 1,953
Foreign exchange adjustments in foreign companies 126 2 14 12 4 4 36
Transfers 17 -17
Amortization 70 198 140 23 74 505
Disposals -11 -69 -10 -5 -84

Amortization and impairment losses as of 31 December 1,077 513 769 544 321 263 2,410

Carrying amount as of 31 December 3,828 146 910 2,226 1,215 74 275 4,846

Group
2012

Goodwill Software Brand Technology
Customer 

relations

Patents,
trademarks 

etc.

Develop-
ment 
costs

 
Total

Cost as of 1 January 4,905 659 910 2,995 1,759 395 538 7,256
 Foreign exchange adjustments in foreign companies -10 -1 -8 -29 -16 -5 -3 -62

Addition through acquisition of subsidiaries 562 187 38 225
Additions 57 2 48 107
Disposals -67 -43 -17 -11 -1 -11 -83
Cost as of 31 December 5,390 672 902 3,136 1,770 391 572 7,443

Amortization and impairment losses as of 1 January 1,077 513 769 544 321 263 2,410
Foreign exchange adjustments in foreign companies 12 -2 -12 -8 -5 -2 -29
Amortization 60 204 145 19 75 503
Impairments 210 60 270
Disposals -37 -10 -6 -1 -5 -59

Amortization and impairment losses as of 31 December 1,089 534 1,161 735 334 331 3,095

Carrying amount as of 31 December 4,301 138 902 1,975 1,035 57 241 4,348

Addition through acquisition of subsidiaries relates to Danfoss Turbocor Compressors. For further information, see note 22 Acquisition and sale of subsidiaries and activities.

Impairment tests 

At the end of 2012, impairment tests have been performed on the carrying amount of goodwill and brand (assets with indefinite useful lives). The impairment tests were

performed on divisions representing the base level of cash generating units (CGUs) to which the carrying amount of goodwill and brand can be allocated with reasonable
accuracy.
Acquired activities and companies are integrated as quickly as possible into the division for optimum synergy. One of the consequences is that soon after it will not be possible
to allocate the carrying amount of goodwill to the acquired companies and activities with reasonable accuracy, and thus it will no longer be possible to perform impairment

tests on these individual acquisitions. At the impairment test, the net present value of the estimated net cash flow from the CGUs are compared with the carrying amounts of

the assets. The expected cash flow is based on budgets and forecasts for the years 2013-2022 prepared and approved by management in the respective CGUs and Group

management. The forecasts were elaborated for a 10 year period in accordance with the fact that decisions on acquisitions are made on the basis of 10-year forecasts. The

primary variables are sales, EBIT, working capital and investments. The discount rates are set under consideration of the individual CGU's size, main geographical markets, risks

and the coherence with Danfoss' core business areas.
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8. Intangible assets (continued)

The most significant goodwill allocations as well as the most significant assumptions for the performed impairment tests have been described below.

Group 2011

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2011 32% 24% 14% 14% 16%
Share of the Group's brand at the end of 2011 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discount rate before tax in % as of 31 December 12% 12% 12% 12% 12%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) *) *) *)
Possible increase in the discount rate (percentage points) <20 <16 <44 <6

Group 2012

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2012 29% 21% 13% 25% 12%
Share of the Group's brand at the end of 2012 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discount rate before tax in % as of 31 December 12% 12% 12% 12% 12%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) **) *) *)
Possible increase in the discount rate (percentage points) <15 **) <40 <9

*) The expected growth in the terminal period can be reduced to zero without resulting in a need for impairment writedown.
**) Please see comments below in section concerning Sauer-Danfoss Inc.

Danfoss Heating Solutions 
The goodwill allocated to Danfoss Heating Solutions (HS) derives primarily from the acquisition of the Devi Group in 2003 and Thermia Wärme AB in Sweden in 2005. Earnings
were at a satisfactory level in 2012 and are expected to exceed the general development share until 2022. The net cash flow during the terminal period from 2023 and onwards
is estimated at a 2% annual growth level, which is assumed to be at or below the market development. EBIT margin is expected to remain unchanged during the terminal
period, and so is the working capital as a percentage of sales. Investments are assumed to be at the same level as the book depreciations. The sensitivity analysis concludes that
growth during the terminal period can be reduced so that the business lapses (2011: 0%), or the discount cash flow rate can be increased by up to 15% (2011: 20%), without
causing a need for impairment.

Sauer-Danfoss Inc.
The intangible fixed assets with indefinable useful lifetime, assigned to Sauer-Danfoss Inc., comprise of goodwill and brand and derive from Danfoss' financial recognition of the
purchase of an additional 38.2% of the share capital in Sauer-Danfoss Inc. in 2008. 
The impairment test has, due to the ongoing Tender Offer Process concerning Sauer-Danfoss Inc, not been updated.  The underlying assets and liabilities have not changed 
significantly since last year.  The impairment test showed in 2011 a recoverable amount significantly exceeding book values of Sauer-Danfoss Inc.  Management has therefore, 
based on last years impairment test, no indications of impairment on goodwill or brand concerning Sauer-Danfoss Inc.

Danfoss Refrigeration & A/C Controls)

The goodwill allocated to Danfoss Refrigeration & A/C Controls (RC) derives primarily from the acquisition of Aztec Energy Partners in the USA in 2006 and Chatleff LLC in the

USA in 2007. The result in RC has been satisfactory in 2012 and it is also assumed that future growth will be significant. The result is expected to remain unchanged. The

weighted average growth rate until 2022 is estimated at a higher level compared to the general market development and therefore assuming a higher market share. The net

cash flow during the terminal period from 2023 and onwards is estimated at a 2% annual growth level and is assumed to be at or below the market development level. EBIT

margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales. Investments are assumed at the same level as the book

depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the business lapses (2012: 0% point) or that the discounted cash

flow rate can be increased by up to 40% (2011: 44%) without causing a need for impairment.

8. Intangible assets (continued)

Danfoss Commercial Compressors 

The goodwill attributable to Danfoss Commercial Compressors (CC) derives primarily from the acquisitions of Scroll Technologies, USA in 2006 and of Danfoss Turbocor

Compressors, USA in 2012.

The result in CC has been satisfactory in 2012 and the weighted average growth rate until 2022 is estimated at a higher level than the general market development and

therefore assuming a higher market share. The net cash flow during the terminal period from 2023 and onwards is estimated at a 2% annual growth level and is assumed to

be at or below the market development level. EBIT margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales.

Investments are assumed at the same level as the book depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the

business lapses (2012: 0% point) or that the discounted cash flow rate can be increased by up to 9% (2011: 6%) without causing a need for impairment.

Other intangible assets
Software in progress amounts to DKK 37m (2011: 54m). Of the entire Group's development activities capitalised development expenditure in progress amounts to DKK 52m
(2011: 55m). Development activities in progress are related to a larger amount of development projects in several segments. Software and capitalised development expenditure
was mainly built up internally.

In 2012, the Group performed impairment tests for the carrying amount of software and development in progress. The project development process related to the actual expen-
ses and achieved milestones has been evaluated according to the approved project and business plans. This has not led to a impairment of current development assets

(2011: 0 DKK). 

In 2012, in Danfoss Commercial Compressors evidence was found of permanent impairment of technology and customer relations acquired in connection with the acquisition

of Scroll Technologies, USA. In recent years, Scroll Technologies has been impacted by the financial crisis and by the competitive situation in the North American market.

Technology and customer relations have therefore been written down by a total of DKK 270m to the lower recoverable amount. The recoverable amount has been calculated at

a value in use of DKK 0, constituting the value of the obsolete technology and loss of customer relations. The expense is recognized in the income statement under other

operating expenses. For the remaining intangible assets, their recoverable amounts are assessed to exceed their carrying amounts.

DKKm Parent Company
2011

Goodwill Software
Trademarks, 

patents etc.*)

Develop-
ment 
costs Total

Cost as of 1 January 462 422 171 141 734
Additions 59 49 1 109
Disposals -52 -52
Cost as of 31 December 462 429 220 142 791

Amortization and impairment losses as of 1 January 337 132 39 508
Amortization 44 15 25 84
Disposals -52 -52

 Amortization and impairment losses as of 31 December 329 147 64 540

Carrying amount as of 31 December 462 100 73 78 251

Parent Company
2012

Goodwill Software
Trademarks, 

patents etc.*)

Develop-
ment 
costs Total

Cost as of 1 January 462 429 220 142 791
Additions 37 11 5 53
Disposals -22 -22
Cost as of 31 December 462 444 231 147 822

Amortization and impairment losses as of 1 January 329 147 64 540
Amortization 44 13 28 85
Disposals -22 -22

Amortization and impairment losses as of 31 December 351 160 92 603

Carrying amount as of 31 December 462 93 71 55 219

*) The amounts under Patents, trademarks etc. are mainly related to patents.

In relation to the Parent Company's intangible assets, impairment tests of the carrying amounts were carried out at the end of 2012. For more information, please refer to the
section "Impairment tests" for the Group. The impairment tests indicates that there is no need for impairment writedowns in 2012.
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8. Intangible assets (continued)

The most significant goodwill allocations as well as the most significant assumptions for the performed impairment tests have been described below.

Group 2011

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2011 32% 24% 14% 14% 16%
Share of the Group's brand at the end of 2011 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discount rate before tax in % as of 31 December 12% 12% 12% 12% 12%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) *) *) *)
Possible increase in the discount rate (percentage points) <20 <16 <44 <6

Group 2012

Danfoss 
Heating 

Solutions
Sauer-

Danfoss Inc.

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commercial 

Com-
pressors Other

Share of the Group's goodwill at the end of 2012 29% 21% 13% 25% 12%
Share of the Group's brand at the end of 2012 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discount rate before tax in % as of 31 December 12% 12% 12% 12% 12%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) **) *) *)
Possible increase in the discount rate (percentage points) <15 **) <40 <9

*) The expected growth in the terminal period can be reduced to zero without resulting in a need for impairment writedown.
**) Please see comments below in section concerning Sauer-Danfoss Inc.

Danfoss Heating Solutions 
The goodwill allocated to Danfoss Heating Solutions (HS) derives primarily from the acquisition of the Devi Group in 2003 and Thermia Wärme AB in Sweden in 2005. Earnings
were at a satisfactory level in 2012 and are expected to exceed the general development share until 2022. The net cash flow during the terminal period from 2023 and onwards
is estimated at a 2% annual growth level, which is assumed to be at or below the market development. EBIT margin is expected to remain unchanged during the terminal
period, and so is the working capital as a percentage of sales. Investments are assumed to be at the same level as the book depreciations. The sensitivity analysis concludes that
growth during the terminal period can be reduced so that the business lapses (2011: 0%), or the discount cash flow rate can be increased by up to 15% (2011: 20%), without
causing a need for impairment.

Sauer-Danfoss Inc.
The intangible fixed assets with indefinable useful lifetime, assigned to Sauer-Danfoss Inc., comprise of goodwill and brand and derive from Danfoss' financial recognition of the
purchase of an additional 38.2% of the share capital in Sauer-Danfoss Inc. in 2008. 
The impairment test has, due to the ongoing Tender Offer Process concerning Sauer-Danfoss Inc, not been updated.  The underlying assets and liabilities have not changed 
significantly since last year.  The impairment test showed in 2011 a recoverable amount significantly exceeding book values of Sauer-Danfoss Inc.  Management has therefore, 
based on last years impairment test, no indications of impairment on goodwill or brand concerning Sauer-Danfoss Inc.

Danfoss Refrigeration & A/C Controls)

The goodwill allocated to Danfoss Refrigeration & A/C Controls (RC) derives primarily from the acquisition of Aztec Energy Partners in the USA in 2006 and Chatleff LLC in the

USA in 2007. The result in RC has been satisfactory in 2012 and it is also assumed that future growth will be significant. The result is expected to remain unchanged. The

weighted average growth rate until 2022 is estimated at a higher level compared to the general market development and therefore assuming a higher market share. The net

cash flow during the terminal period from 2023 and onwards is estimated at a 2% annual growth level and is assumed to be at or below the market development level. EBIT

margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales. Investments are assumed at the same level as the book

depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the business lapses (2012: 0% point) or that the discounted cash

flow rate can be increased by up to 40% (2011: 44%) without causing a need for impairment.

8. Intangible assets (continued)

Danfoss Commercial Compressors 

The goodwill attributable to Danfoss Commercial Compressors (CC) derives primarily from the acquisitions of Scroll Technologies, USA in 2006 and of Danfoss Turbocor

Compressors, USA in 2012.

The result in CC has been satisfactory in 2012 and the weighted average growth rate until 2022 is estimated at a higher level than the general market development and

therefore assuming a higher market share. The net cash flow during the terminal period from 2023 and onwards is estimated at a 2% annual growth level and is assumed to

be at or below the market development level. EBIT margin is estimated to remain unchanged during the terminal period and so is the working capital in % of sales.

Investments are assumed at the same level as the book depreciations. The sensitivity analysis concludes that growth during the terminal period can be reduced so that the

business lapses (2012: 0% point) or that the discounted cash flow rate can be increased by up to 9% (2011: 6%) without causing a need for impairment.

Other intangible assets
Software in progress amounts to DKK 37m (2011: 54m). Of the entire Group's development activities capitalised development expenditure in progress amounts to DKK 52m
(2011: 55m). Development activities in progress are related to a larger amount of development projects in several segments. Software and capitalised development expenditure
was mainly built up internally.

In 2012, the Group performed impairment tests for the carrying amount of software and development in progress. The project development process related to the actual expen-
ses and achieved milestones has been evaluated according to the approved project and business plans. This has not led to a impairment of current development assets

(2011: 0 DKK). 

In 2012, in Danfoss Commercial Compressors evidence was found of permanent impairment of technology and customer relations acquired in connection with the acquisition

of Scroll Technologies, USA. In recent years, Scroll Technologies has been impacted by the financial crisis and by the competitive situation in the North American market.

Technology and customer relations have therefore been written down by a total of DKK 270m to the lower recoverable amount. The recoverable amount has been calculated at

a value in use of DKK 0, constituting the value of the obsolete technology and loss of customer relations. The expense is recognized in the income statement under other

operating expenses. For the remaining intangible assets, their recoverable amounts are assessed to exceed their carrying amounts.

DKKm Parent Company
2011

Goodwill Software
Trademarks, 

patents etc.*)

Develop-
ment 
costs Total

Cost as of 1 January 462 422 171 141 734
Additions 59 49 1 109
Disposals -52 -52
Cost as of 31 December 462 429 220 142 791

Amortization and impairment losses as of 1 January 337 132 39 508
Amortization 44 15 25 84
Disposals -52 -52

 Amortization and impairment losses as of 31 December 329 147 64 540

Carrying amount as of 31 December 462 100 73 78 251

Parent Company
2012

Goodwill Software
Trademarks, 

patents etc.*)

Develop-
ment 
costs Total

Cost as of 1 January 462 429 220 142 791
Additions 37 11 5 53
Disposals -22 -22
Cost as of 31 December 462 444 231 147 822

Amortization and impairment losses as of 1 January 329 147 64 540
Amortization 44 13 28 85
Disposals -22 -22

Amortization and impairment losses as of 31 December 351 160 92 603

Carrying amount as of 31 December 462 93 71 55 219

*) The amounts under Patents, trademarks etc. are mainly related to patents.

In relation to the Parent Company's intangible assets, impairment tests of the carrying amounts were carried out at the end of 2012. For more information, please refer to the
section "Impairment tests" for the Group. The impairment tests indicates that there is no need for impairment writedowns in 2012.
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9. Property, plant and equipment

DKKm Group
2011

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction

Cost as of 1 January 4,928 8,402 903 505
Foreign exchange adjustments in foreign companies 19 49 -7 8
Additions through acquisition of subsidiaries 1
Transfers 102 493 -13 -582
Additions 51 189 110 882
Disposals -245 -734 -78 -15
Cost as of 31 December 4,855 8,399 916 798

Depreciation and impairment losses as of 1 January 2,075 4,867 657
Foreign exchange adjustments in foreign companies -3 4 -3
Transfers 9 4 -16
Depreciation 162 934 76
Impairments 22 2
Disposals -112 -639 -72
Depreciation and impairment losses as of 31 December 2,153 5,172 642

Carrying amount as of 31 December 2,702 3,227 274 798

Hereof assets held under finance leases 17 72

Group
2012

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction

Cost as of 1 January 4,855 8,399 916 798
Foreign exchange adjustments in foreign companies 100 68 -4 -3
Addition through acquisition of subsidiaries 12 23 3 2
Transfers 255 -352 1,090 -993
Additions 85 228 71 734
Disposals -59 -504 -64 -11
Cost as of 31 December 5,248 7,862 2,012 527

Depreciation and impairment losses as of 1 January 2,153 5,172 642
Foreign exchange adjustments in foreign companies 43 80 -3
Transfers 24 -612 588
Depreciation 180 890 152
Reversal of previous years' impairment -12
Disposals -23 -505 -60
Depreciation and impairment losses as of 31 December 2,365 5,025 1,319

Carrying amount as of 31 December 2,883 2,837 693 527

Hereof assets held under finance leases 1 11 61

The Group's finance leases mainly concern machinery and IT equipment.  The Group has an option to acquire the leased machinery at favourable prices at the expiry of the
leases. The leased assets are pledged as collateral for the lease liabilities.

9. Property, plant and equipment (continued)

DKKm Parent Company
2011

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction

Cost as of 1 January 258 2,268 389 135
Transfers 1 59 8 -68
Additions 6 71 175
Disposals -58 -14
Cost as of 31 December 259 2,275 454 242

Depreciation and impairment losses as of 1 January 223 1,823 274
Depreciation 3 133 35
Impairments 2
Disposals -52 -13

 Depreciation and impairment losses as of 31 December 226 1,906 296

Carrying amount as of 31 December 33 369 158 242

Hereof assets held under finance leases 59

Parent Company
2012

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction

Cost as of 1 January 259 2,275 454 242
Transfers 6 69 319 -394
Additions 1 18 199
Disposals -92 -5 -1
Cost as of 31 December 265 2,253 786 46

Depreciation and impairment losses as of 1 January 226 1,906 296
Depreciation 3 119 52
Disposals -88 -5

 Depreciation and impairment losses as of 31 December 229 1,937 343

Carrying amount as of 31 December 36 316 443 46

Hereof assets held under finance leases 59

The Parent Company's  financial leases mainly concern IT equipment. The leased assets are pledged as collateral for the lease liabilities.
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9. Property, plant and equipment

DKKm Group
2011

Land and
 buildings
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machinery Equipment

Assets under
construction
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Transfers 9 4 -16
Depreciation 162 934 76
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Disposals -112 -639 -72
Depreciation and impairment losses as of 31 December 2,153 5,172 642

Carrying amount as of 31 December 2,702 3,227 274 798

Hereof assets held under finance leases 17 72
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machinery Equipment
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construction
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Addition through acquisition of subsidiaries 12 23 3 2
Transfers 255 -352 1,090 -993
Additions 85 228 71 734
Disposals -59 -504 -64 -11
Cost as of 31 December 5,248 7,862 2,012 527

Depreciation and impairment losses as of 1 January 2,153 5,172 642
Foreign exchange adjustments in foreign companies 43 80 -3
Transfers 24 -612 588
Depreciation 180 890 152
Reversal of previous years' impairment -12
Disposals -23 -505 -60
Depreciation and impairment losses as of 31 December 2,365 5,025 1,319

Carrying amount as of 31 December 2,883 2,837 693 527

Hereof assets held under finance leases 1 11 61

The Group's finance leases mainly concern machinery and IT equipment.  The Group has an option to acquire the leased machinery at favourable prices at the expiry of the
leases. The leased assets are pledged as collateral for the lease liabilities.

9. Property, plant and equipment (continued)

DKKm Parent Company
2011

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction

Cost as of 1 January 258 2,268 389 135
Transfers 1 59 8 -68
Additions 6 71 175
Disposals -58 -14
Cost as of 31 December 259 2,275 454 242

Depreciation and impairment losses as of 1 January 223 1,823 274
Depreciation 3 133 35
Impairments 2
Disposals -52 -13

 Depreciation and impairment losses as of 31 December 226 1,906 296

Carrying amount as of 31 December 33 369 158 242

Hereof assets held under finance leases 59

Parent Company
2012

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction

Cost as of 1 January 259 2,275 454 242
Transfers 6 69 319 -394
Additions 1 18 199
Disposals -92 -5 -1
Cost as of 31 December 265 2,253 786 46

Depreciation and impairment losses as of 1 January 226 1,906 296
Depreciation 3 119 52
Disposals -88 -5

 Depreciation and impairment losses as of 31 December 229 1,937 343

Carrying amount as of 31 December 36 316 443 46

Hereof assets held under finance leases 59

The Parent Company's  financial leases mainly concern IT equipment. The leased assets are pledged as collateral for the lease liabilities.
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10. Inventories

DKKm

2011 2012 2011 2012

Inventories before provision for obsolescence 799 789 5,041 4,481
Provision for obsolescence -61 -70 -456 -431
Inventories 738 719 4,585 4,050

Carrying amount of inventories stated at net realizable value 50 50 347 376

Expensed adjustment of inventories to net realizable value included in cost of sales 4 5 113 42

Cost of goods sold included in cost of sales 4,008 4,024 16,625 16,741

Parent Company Group

11. Trade receivables and receivables from subsidiaries

DKKm

2011 2012 2011 2012
Trade receivables before provision for bad debts 231 219 4,411 4,555
Provision for bad debts -11 -10 -165 -151
Trade receivables 220 209 4,246 4,404

Trade receivables due after 1 year 2 3

Provision for bad debts as of 1 January -11 -11 -171 -165

Foreign exchange adjustments 3 -1

Change in provisions during the year -1 -1 -31 -30

Realized loss during the year 1 2 34 45

Provision for bad debts as of 31 December -11 -10 -165 -151

Trade receivables from subsidiaries 1,647 697

Short-term borrowings to subsidiaries 3,491 1,864

Receivables from subsidiaries 5,138 2,561

Parent Company Group

12. Securities

DKKm

2011 2012 2011 2012

Listed bonds 85

The Group's own reinsurance company was wound up during 2012 and its portfolio of securities accordingly sold.

Parent Company Group

13. Share capital

Shareholders holding more than 5% of the shares or 5% of the votes
Shares Votes

Bitten & Mads Clausen Foundation, Nordborg, Denmark 46.51% 85.02%

Clausen Controls A/S, Sonderborg, Denmark 25.65% 5.40%

Henrik Mads Clausen, Lake Forrest, USA 10.78% 2.27%

Karin Clausen, Holte, Denmark 7.08% 1.49%

Distribution of shares

2011
A shares B shares Total shares

No. Nominal value DKKm No. Nominal value DKKm No. DKKm
4,250,000 100 DKK 425.0 6,181,028 100 DKK 618.1 10,431,028 1,043.1

2012
A shares B shares Total shares

No. Nominal value DKKm No. Nominal value DKKm No. DKKm
4,250,000 100 DKK 425.0 5,954,554 100 DKK 595.4 10,204,554 1,020.4

Class A shares entitle the holder to ten votes for each share while Class B shares entitle the holder to one vote for each share. The holders of class A shares also have pre-emptive

class A shares in the event of any increases in share capital. Otherwise no shares have special rights.

Resolutions regarding amendments to the Articles of Association or Danfoss A/S’ dissolution require at least two-thirds of the votes cast as well as two-thirds of the voting share 

at the general meeting to be adopted.

Capital increase and reduction

DKKm 2008 2009 2010 2011 2012
Capital increase 3 16 7
Capital reduction -30

3 16 -23

Dividend per share (DKK)
2011 2012

Proposed dividend per 100 DKK share 31.5 39.2

Dividend paid per 100 DKK share 10.0 31.5

Dividend payment to shareholders has no tax consequences for Danfoss A/S.

The development in the Group's holding of treasury shares (No.) is as follows (B-shares of 100 DKK)
2011 2012

Holding as of 1 January 67,574 269,379

Acquired in the year from employees and the board 207,272 120,362

Sold in the year to the board -5,467 -599

Capital reduction -300,000

Holding as of 31 December 269,379 89,142

The primary purpose of holding treasury shares is to secure the share option programme in Danfoss A/S. The total cost in 2012 for own shares amounts to DKK 389m.

(2011: 710m). The total selling price relating to treasury shares amounted to DKK 2m in 2012 (2011: 9m). The Group's holding of treasury shares represents 0.87% (2011: 2.58%) of

Group's share capital. The value of treasury shares held amounts to DKK 285m (2011: 924m).

Capital management

It is the policy of the Group always to qualify for a comfortable "BBB credit rating".
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10. Inventories

DKKm

2011 2012 2011 2012

Inventories before provision for obsolescence 799 789 5,041 4,481
Provision for obsolescence -61 -70 -456 -431
Inventories 738 719 4,585 4,050

Carrying amount of inventories stated at net realizable value 50 50 347 376

Expensed adjustment of inventories to net realizable value included in cost of sales 4 5 113 42

Cost of goods sold included in cost of sales 4,008 4,024 16,625 16,741

Parent Company Group

11. Trade receivables and receivables from subsidiaries

DKKm

2011 2012 2011 2012
Trade receivables before provision for bad debts 231 219 4,411 4,555
Provision for bad debts -11 -10 -165 -151
Trade receivables 220 209 4,246 4,404

Trade receivables due after 1 year 2 3

Provision for bad debts as of 1 January -11 -11 -171 -165

Foreign exchange adjustments 3 -1

Change in provisions during the year -1 -1 -31 -30

Realized loss during the year 1 2 34 45

Provision for bad debts as of 31 December -11 -10 -165 -151

Trade receivables from subsidiaries 1,647 697

Short-term borrowings to subsidiaries 3,491 1,864

Receivables from subsidiaries 5,138 2,561

Parent Company Group

12. Securities

DKKm

2011 2012 2011 2012

Listed bonds 85

The Group's own reinsurance company was wound up during 2012 and its portfolio of securities accordingly sold.

Parent Company Group

13. Share capital

Shareholders holding more than 5% of the shares or 5% of the votes
Shares Votes

Bitten & Mads Clausen Foundation, Nordborg, Denmark 46.51% 85.02%

Clausen Controls A/S, Sonderborg, Denmark 25.65% 5.40%

Henrik Mads Clausen, Lake Forrest, USA 10.78% 2.27%

Karin Clausen, Holte, Denmark 7.08% 1.49%

Distribution of shares

2011
A shares B shares Total shares

No. Nominal value DKKm No. Nominal value DKKm No. DKKm
4,250,000 100 DKK 425.0 6,181,028 100 DKK 618.1 10,431,028 1,043.1

2012
A shares B shares Total shares

No. Nominal value DKKm No. Nominal value DKKm No. DKKm
4,250,000 100 DKK 425.0 5,954,554 100 DKK 595.4 10,204,554 1,020.4

Class A shares entitle the holder to ten votes for each share while Class B shares entitle the holder to one vote for each share. The holders of class A shares also have pre-emptive

class A shares in the event of any increases in share capital. Otherwise no shares have special rights.

Resolutions regarding amendments to the Articles of Association or Danfoss A/S’ dissolution require at least two-thirds of the votes cast as well as two-thirds of the voting share 

at the general meeting to be adopted.

Capital increase and reduction

DKKm 2008 2009 2010 2011 2012
Capital increase 3 16 7
Capital reduction -30

3 16 -23

Dividend per share (DKK)
2011 2012

Proposed dividend per 100 DKK share 31.5 39.2

Dividend paid per 100 DKK share 10.0 31.5

Dividend payment to shareholders has no tax consequences for Danfoss A/S.

The development in the Group's holding of treasury shares (No.) is as follows (B-shares of 100 DKK)
2011 2012

Holding as of 1 January 67,574 269,379

Acquired in the year from employees and the board 207,272 120,362

Sold in the year to the board -5,467 -599

Capital reduction -300,000

Holding as of 31 December 269,379 89,142

The primary purpose of holding treasury shares is to secure the share option programme in Danfoss A/S. The total cost in 2012 for own shares amounts to DKK 389m.

(2011: 710m). The total selling price relating to treasury shares amounted to DKK 2m in 2012 (2011: 9m). The Group's holding of treasury shares represents 0.87% (2011: 2.58%) of

Group's share capital. The value of treasury shares held amounts to DKK 285m (2011: 924m).

Capital management

It is the policy of the Group always to qualify for a comfortable "BBB credit rating".
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14. Provisions

DKKm Group
2012

Warranty
Restruc-

turing
Contingent 

consideration Other Total

Provisions as of 1 January 476 32 5 269 782
Foreign exchange adjustments etc. -22 -1 -23
Additions through acquisition of subsidiaries 21 4 25
Provisions used -164 -19 -1 -39 -223
Reversal of unused provisions -76 -10 -22 -108
Additional provisions recognized 303 35 67 405
Disposals through sale of subsidiaries -1 -1
Provisions as of 31 December 537 38 4 278 857

Estimated maturity of above provisions: 2011 2012
Within 1 year 332 391
Between 1 and 5 years 312 298
After more than 5 years 138 168

782 857

Parent Company
2012

Warranty
Restruc-

turing
Contingent 

consideration Other Total

Provisions as of 1 January 28 3 32 63
Provisions used -12 -1 -2 -15
Reversal of unused provisions -8 -2 -10
Additional provisions recognized 63 2 10 75
Provisions as of 31 December 71 2 40 113

Estimated maturity of above provisions: 2011 2012
Within 1 year 28 72
Between 1 and 5 years 23 22
After 5 years 12 19

63 113

Provisions for warranty comprise expected costs arising during the warranty period of the Group's products. As of 31 December receivables of DKK 60m related to provisions for

warranty were recognized (2011: 0m). 

The Group's  provision for restructuring mainly relates to expected costs for termination benefits. Contingent consideration consists of earn out clauses in connection with

acquisitions. The Group's other provisions mainly consist of certain employee expenses, including jubilee costs.

Provisions have been discounted to net present value if the values are significant.

Group

Parent Company

15. Share incentive programs

In the Danfoss Group, share incentive programs in Danfoss A/S and the subsidiary Sauer-Danfoss Inc. are included. The general programs are described in individual sections. 

Share incentive program Sauer-Danfoss Inc.

In 2006 a programme was established for certain members of the board of directors of Sauer-Danfoss Inc. The program permits the granting of share options and shares in

Sauer-Danfoss Inc. to non-employee directors of Sauer-Danfoss Inc. 

The right to shares is forfeited in case of non-fulfilment of certain conditions. In 2012, 13,500 (2011: 13,500) shares were issued under this programme. Outstanding, restricted

shares amount to 40,500 shares. The total number of shares to be allotted and issued under this plan must not exceed 250,000.  The Danfoss Group Board and Executive

Committee have up until 2012 been granted 18,000 shares which remain subject to restrictions.

The fair value of performance units is determined at the share price for the Sauer-Danfoss Inc. share at the given dates.

Danfoss A/S share schemes
The calculation of fair values for the balance sheet as of the balance sheet dates and for stating the values as per the grant dates is based on the Black & Scholes model. The

assumptions for the calculation of outstanding options and warrants are:

2011 2012
Share price 3,431 3,198
Expected volatility 35.0% 36.0%
Expected dividends 1.0% 1.0%
Risk-free interest rate 1.4-3.6% 1.2-1.6%
Exercise prices and terms of maturity for the programs

Since Danfoss is not a listed company, the above share price calculation, which has been made by an independent third party, has been based on a comparison with a number

of comparable domestic and international listed companies. The share price for 2012 of 3,198 was most recently adjusted at the Annual General Meeting in 2012 and 

will next be fixed at the Annual General Meeting in 2013.

Share incentive programs established in 2004 and subsequent programs
In 2004 and 2007 Danfoss A/S established  share incentive programs for the Board and a warrant program for executive committee members and senior managers. The 

condition for participation in the programme was for the executive committee members and the senior managers to purchase compulsory shares.

The main condition for achieving the right to be granted options/warrants was for RONA to exceed a certain minimum level for the respective financial years. The

granted options and warrants give the right to purchase/subscribe for class B shares (at 100 DKK each) at fixed exercise prices 3 years after the allotment date

at the earliest.

In 2009, Danfoss A/S set up a new warrant program for executive committee members and senior managers. As opposed to previous programmes, participation in the 2009

program was not conditional on the purchase of shares. Likewise, a RONA minimum level was not defined for the program. Since Danfoss A/S has an obligation to

buy back shares under the share option programs, provision is made in the balance sheet for this obligation.

Information on the 2004 and subsequent programmes

Fair value

at grant

Granted Granted date Earliest Latest

(year) (number) (DKK each) exercise exercise

Options/warrants - exercise price at 1,222 2005 86,459 564 May 2008 May 2015

Options/warrants - exercise price at 1,522 2006 84,895 762 May 2009 May 2016

Options/warrants - exercise price at 1,932 2007 97,121 983 May 2010 May 2017

Options/warrants - exercise price at 1,808 2008 59,053 895 May 2011 May 2014

Warrants - exercise price at 1,100 2009 139,050 365 May 2012 May 2015

466,578

See below
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14. Provisions

DKKm Group
2012
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acquisitions. The Group's other provisions mainly consist of certain employee expenses, including jubilee costs.

Provisions have been discounted to net present value if the values are significant.

Group

Parent Company

15. Share incentive programs
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shares amount to 40,500 shares. The total number of shares to be allotted and issued under this plan must not exceed 250,000.  The Danfoss Group Board and Executive

Committee have up until 2012 been granted 18,000 shares which remain subject to restrictions.
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Danfoss A/S share schemes
The calculation of fair values for the balance sheet as of the balance sheet dates and for stating the values as per the grant dates is based on the Black & Scholes model. The

assumptions for the calculation of outstanding options and warrants are:

2011 2012
Share price 3,431 3,198
Expected volatility 35.0% 36.0%
Expected dividends 1.0% 1.0%
Risk-free interest rate 1.4-3.6% 1.2-1.6%
Exercise prices and terms of maturity for the programs

Since Danfoss is not a listed company, the above share price calculation, which has been made by an independent third party, has been based on a comparison with a number

of comparable domestic and international listed companies. The share price for 2012 of 3,198 was most recently adjusted at the Annual General Meeting in 2012 and 

will next be fixed at the Annual General Meeting in 2013.

Share incentive programs established in 2004 and subsequent programs
In 2004 and 2007 Danfoss A/S established  share incentive programs for the Board and a warrant program for executive committee members and senior managers. The 

condition for participation in the programme was for the executive committee members and the senior managers to purchase compulsory shares.

The main condition for achieving the right to be granted options/warrants was for RONA to exceed a certain minimum level for the respective financial years. The

granted options and warrants give the right to purchase/subscribe for class B shares (at 100 DKK each) at fixed exercise prices 3 years after the allotment date

at the earliest.

In 2009, Danfoss A/S set up a new warrant program for executive committee members and senior managers. As opposed to previous programmes, participation in the 2009

program was not conditional on the purchase of shares. Likewise, a RONA minimum level was not defined for the program. Since Danfoss A/S has an obligation to

buy back shares under the share option programs, provision is made in the balance sheet for this obligation.

Information on the 2004 and subsequent programmes

Fair value

at grant

Granted Granted date Earliest Latest

(year) (number) (DKK each) exercise exercise

Options/warrants - exercise price at 1,222 2005 86,459 564 May 2008 May 2015

Options/warrants - exercise price at 1,522 2006 84,895 762 May 2009 May 2016

Options/warrants - exercise price at 1,932 2007 97,121 983 May 2010 May 2017

Options/warrants - exercise price at 1,808 2008 59,053 895 May 2011 May 2014

Warrants - exercise price at 1,100 2009 139,050 365 May 2012 May 2015

466,578

See below



64 Annual Report 2012 I The Danfoss Group

15. Share incentive programs (continued)

Holdings and grants/disposals of options and warrants in relation to the 2004 and subsequent programmes are specified below:

Executive

The Board Committee Executives Other Fair value Fair value

(number) (number) (number) (number) (DKK each) (DKKm)

Granted options/warrants 1 January:

Options/warrants - exercise price at 1,222 8,467 1,333 7,647 2,255 39
Options/warrants - exercise price at 1,522 8,467 2,666 18,055 2,068 60
Options/warrants - exercise price at 1,932 8,466 2,400 4,302 32,951 1,876 90
Options/warrants - exercise price at 1,808 6,038 1,875 638 15,207 1,766 42
Warrants - exercise price at 1,100 29,550 19,850 81,350 2,352 308

31,438 33,825 28,789 155,210 539

Changes in the share price/fair value:
Options/warrants - exercise price at 1,222 -296 -4
Options/warrants - exercise price at 1,522 -317 -10
Options/warrants - exercise price at 1,932 -333 -21
Options/warrants - exercise price at 1,808 -313 -9
Warrants - exercise price at 1,100 -287 -34

-78

Disposal due to subscription of shares:

Options/warrants - exercise price at 1,222 -8,000 -3,034 1,976 -22
Options/warrants - exercise price at 1,522 -8,000 -1,333 -9,068 1,676 -31
Options/warrants - exercise price at 1,932 -8,000 -1,634 -7,331 1,266 -21
Options/warrants - exercise price at 1,808 -5,250 -638 -7,841 1,390 -19
Warrants - exercise price at 1,100 -29,550 -18,300 -63,510 2,098 -234

-29,250 -29,550 -21,905 -90,784 -327

Exercise/transfer due to retirements:
Options/warrants - exercise price at 1,808 -90
Warrants - exercise price at 1,100 -390 -1

-480 -1

Granted options/warrants 31 December:
Options/warrants - exercise price at 1,222 467 1,333 4,613 1,959 13
Options/warrants - exercise price at 1,522 467 1,333 8,987 1,751 19
Options/warrants - exercise price at 1,932 466 2,400 2,668 25,620 1,543 48
Options/warrants - exercise price at 1,808 788 1,875 7,276 1,453 14
Warrants - exercise price at 1,100 1,550 17,450 2,065 39

2,188 4,275 6,884 63,946 133

The total provision as of 31 December 2012 for 2004 and subsequent share incentive programs has been calculated at DKK 133m (2011: 503m) and is recognized under current

liabilities.

DKKm

Recognition of programs in the income statement

2011 2012 2011 2012

Subsidiaries 219 -16 8 4

Parent company 425 -33 15 5

The Danfoss Group 644 -49 23 9

Financial items Fixed expenses
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15. Share incentive programs (continued)

Holdings and grants/disposals of options and warrants in relation to the 2004 and subsequent programmes are specified below:
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Financial items Fixed expenses

16. Deferred tax, etc. 

DKKm

Changes in deferred taxes

2011 2012 2011 2012
Deferred taxes as of 1 January, (net) *) -76 -38 -182 -304
Foreign exchange adjustment in foreign companies 48 -52
Additions through acquisition of subsidiaries -25
Adjustments concerning previous years 9 -9
Deferred tax recognized in the income statement 38 -206 -173 -216
Deferred tax recognized in other comprehensive income 58 57
Impairment related to sale of subsidiaries -55
Deferred taxes as of 31 December, (net) *) -38 -235 -304 -549

*) Liability (-)

Specification of deferred tax

2011 2012 2011 2012

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Intangible assets 39 116
Property, plant and equipment and financial assets 50 2 327 196
Current assets 18 329 233
Liabilities 79 52 677 656
Tax loss carry-forwards 730 685
Non-capitalised tax assets re. tax losses -166 -187

147 54 1,936 1,699
Set-off within the same legal entities and jurisdiction -147 -54 -682 -410
Deferred tax assets 0 0 1,254 1,289

2011 2012 2011 2012

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Intangible assets 58 54 1,447 1,409
Property, plant and equipment and financial assets 15 18 377 349
Current assets 15 17 180 101
Liabilities 19 122 158 311
Deferred tax regarding Danish joint taxation 78 78 78 78

185 289 2,240 2,248
Set-off within the same legal entities and jurisdiction -147 -54 -682 -410
Deferred tax liabilities 38 235 1,558 1,838
 

The tax asset related to tax loss carry-forwards of DKK 498m net (2011: 564m) is largely related to companies that have suffered tax losses in the last three financial

years. This tax asset is expected to be utilized primarily through higher future taxable income in the respective companies.

The tax value of unrecognized tax assets related to tax loss carry-forwards amounts to DKK 187m (2011: 166m). The amount is not recognized as an asset, as the tax losses

carried forward are not expected to be utilized.

Of the parent company's deferred tax liability of DKK 235m (2011: 38m), DKK 78m (2011: 78m) can be attributed to taxes relating to joint taxation with foreign subsidiaries in
previous years. The parent company has deferred tax liabilities concerning temporary differences in foreign subsidiaries and associates/joint ventures of DKK 266m
(2011: 316m). The liabilities are not recognized because the Group decides on their utilization and it is likely that the liabilities will not be recognized in the foreseeable future.

Parent Company Group

Parent Company Group

Parent Company Group
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17. Pension and healthcare obligations

The major part of the Group's pension plans are defined contribution plans funded by pension and insurance companies. However, a number of foreign subsidiaries have

obligations concerning defined benefit plans which are unfunded or only partly funded. 

It is the Group’s policy that pension and health care plans within the Group should generally be arranged as defined contribution plans. However, in countries like the USA, the

UK, Germany and Norway there is a tradition for defined benefit plans. Defined benefit plans that are unfunded are mainly located in the subsidiaries Sauer-Danfoss Inc.,

Danfoss Bauer GmbH and Danfoss Compressors GmbH. In these companies unfunded plans amount to approximately DKK 585m (2011: 521m). The obligations in these plans

are slowly being reduced, as benefits are only indexed and not offered to new employees.

Funded and partly funded plans are mainly located in the USA, the UK, Germany and Norway. All significant defined benefit plans are calculated by independent actuaries.

DKKm

The Group's defined benefit plan obligations

2011 2012
Present value of provisions 2,794 3,128
Fair value of plan assets -1,704 -1,941

1,090 1,187
The above obligations are recorded as follows in the balance sheet:

Pension benefit plan assets 17
Pension and healthcare plan obligations 1,090 1,204

Development in the present value of defined benefit plan obligations

2011 2012
Provision as of 1 January 2,758 2,794
Foreign exchange adjustments 58 11
Pension costs for the year 35 34
Interest element 140 127
Actuarial gains(-)/losses 172 287
Gains from reductions and redemptions -136

Plan participants' contribution liabilities 10
Disbursed benefits from the Group -44 -35
Disbursed benefits from plan assets -93 -97
Transfer from other long term debt 1 1
Disposals through sale of subsidiaries -16
Disposals through transition to defined contribution plans etc. -81 -4
Provision as of 31 December 2,794 3,128

Development in the fair value of plan assets

2011 2012
Plan assets as of 1 January 1,625 1,704
Foreign exchange adjustments 38 16

Estimated return on pension plan assets 111 104

Plan participants' contribution asset 10
Actuarial gains/losses(-) -31 85

Payments by the Group 120 122

Disbursed benefits -81 -97

Adjustments 3 1
Disposals through transition to defined contribution plans etc. -81 -4
Plan assets as of 31 December 1,704 1,941

Actual return on plan assets

2011 2012
Estimated return on pension plan assets 111 104
Actuarial gains/losses(-) -31 85
Actuarial return on plan assets 80 189

Group

Group

Group

Group
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Group

Group

Group

Group

17. Pension and healthcare obligations (continued)

DKKm

Expenses relating to pension and healthcare obligations

2011 2012
Pension costs for the year 35 34
Interest element 140 127

Estimated return on pension plan assets -111 -104
Gains from reductions and redemptions -136
Expensed in the income statement as personnel expenses -72 57

Pension costs distributed by function:

Pension cost stated under cost of sales 29 23

Pension cost stated under selling and distribution costs 9 8
Pension cost stated under administrative expenses 26 26

Other operating income and expenses -136

-72 57

2011 2012
Accumulated actuarial gains/losses(-) since 1 January 2005 recorded directly in other comprehensive income -510 -712

Pension plan assets are specified as follows:

2011 2011 2012 2012
Shares and similar securities 834 49% 848 44%
Bonds 685 40% 993 51%
Sundry financial instruments 126 7% 76 4%
Other 59 4% 24 1%

1,704 100% 1,941 100%

Significant assumptions for calculation of pension and healthcare obligations and related costs

2011 2011 2012 2012

Range
Weighted

average Range
Weighted

average

Discount rate 3.3-5.0% 4.7% 1.8-8.0% 4.4%
Estimated future salary increase 1.5-4.2% 3.4% 1.5-6.0% 3.2%
Estimated return on plan assets 3.3-7.0% 6.6% 1.8-6.0% 4.1%

The estimated return on the plan assets is based on external actuarial calculations and determined based on the composition of the assets and considering the general

expectations with regard to economic developments.

The Group expects to pay in DKK 121m to defined benefit plans in 2013. In 2012, DKK 122m was paid in.

The Group's pension obligations for the present year and for the previous 4 years amount to:

Group
2008 2009 2011 2012

Present value of pension and healthcare obligations -2,250 -2,489 -2,794 -3,128

Present value of pension plan assets 1,153 1,357 1,704 1,941

Over-/underfunding(-) -1,097 -1,132 -1,090 -1,187

Experience adjustments to pension plan obligations -47 82 9 31

Experience adjustments to pension plan assets -301 83 -34 -51

126

54

2010

-2,758

1,625

-1,133

Group Group

Group

Group Group

Group
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18. Financial risks and instruments

Financial risks
Danfoss Group's rate of profitability and cash flow are exposed to financial risks, among other factors as a consequence of Danfoss' international business profile. These risks
include currency, commodity, credit, interest rate and liquidity risks. Risk management activities focus on risk coverage and mitigation, with a particular emphasis on reducing
fluctuations in the company’s cash flows and profitability in local currency within a 12-18 month horizon. 

It is the Group's policy not to undertake active speculation regarding financial risks. The Group's financial control is therefore solely aimed at controlling and reducing the
financial risks that are a direct result of the Group's operations, investments and financing.

For a description of accounting policies and procedures such as applied recognition criteria and basis of measurement, please see the disclosure under note 31. Accounting 
policies.

Currency exposure
Currency exposure consists of three elements:

1. Transaction risk:  Major consolidated risks and 12 months’ expected cash flows in foreign currency (excluding cash flow from certain countries with inconvertible currencies)
    are covered on an ongoing basis.

2. Translation risk:  Danfoss does not generally cover translation risks, as these do not directly affect the underlying cash flows. Danfoss does however try to reduce  translation 
    risks through obtaining loan financing in local currencies in so far as possible.  

3. Economic/structural risk (strategic risk):  Economic/structural currency exposure cannot be covered effectively using financial instruments and is therefore not part of Danfoss’
    financial risk management strategy. However, it is controlled in so far as possible at a strategic level, as Danfoss aims for products to be produced as close as possible
    to the customer.

DKKm
Isolated 
decline

DKK/EUR 10% 68 103
DKK/USD 10% 17 24
DKK/GBP 10% 10 10

The amounts are based on the exchange rate of 31 December 2012 and expected net cash flow in 2013 in foreign currency. In this context, financial instruments recognized
as of 31 December 2012 have been taken into consideration.

Commodity risk
Movements in global commodity prices can affect the Group's earnings. In addition to fixed price agreements with suppliers, Danfoss uses financial instruments to hedge
part of the Group's purchases of power and natural gas. It is Danfoss’ policy to ensure that significant risks related to raw materials are reduced through the combination of
hedging and active price adjustment. The raw material consumption is hedged for a minimum of six months and a maximum of 18 months, if they are considered essential.

Credit risk
The Group’s credit risks primarily apply to trade receivables and bank deposits (the so-called counterpart risk). It is Danfoss' policy to minimize the risk of one or several
of Danfoss' financial partners not being able to fulfill a commitment. The counterparty risk is prevented, in so far as possible, by only using solid regional and global financial
partners with a minimum credit rating of "A-" according to Standard & Poors credit rating terminology.

Trade receivables are distributed on a number of customers and geographical areas. The geographical distribution is not significantly different from the allocation of Net sales
according to note 1. Segment reporting. A systematic credit rating is carried out of customers and any provision for bad debts is made on the basis of this credit rating. The 
rating also serves as the basis for the terms of payment offered to the customers. Historically the Group has only had limited losses on bad debts.

Allocation of trade receivables overdue but not impaired as of 31 December:

Overdue by: 2011 2012 2011 2012

Up to 30 days 1 4 107 91
From 30 to 90 days 6 6 115 101
More than 90 days 5 16 15

12 10 238 207

The carrying amount of trade receivables is estimated to represent their fair value.

Expected effect on
 cash flow in 2012

Expected effect on 
cash flow in 2013

Parent Company Group
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18. Financial risks and instruments (continued)

Interest rate risk

The Group’s interest rate risk derives primarily from interest-bearing debt and cash funds. The Group makes use of both fixed and floating-rate loans, as well as derivative 
interest rate products.

All things being equal, a reasonably likely increase in the interest rate amounting to one percentage point compared to the interest rate level on the balance sheet date,
would have had the following hypothetical impact on the profit for the year and equity at the end of the year:

DKKm Income
Statement Equity

Income
Statement Equity

Income
Statement Equity

Income
Statement Equity

Bonds -1 -1
Cash and debt with floating interest rates -8 -8 -4 -4 -12 -12 -12 -12
Hedge instruments (interest swaps) 2 44 24 44 24

-6 36 -4 20 -13 31 -12 12

A reasonable decrease in the interest rate level amounting to one percentage point, compared to the interest rate level as of the balance sheet date, would have had the

opposite effect on the profit and the equity.

The stated sensitivities are based on the recognized financial assets and liabilities at December 31 2012. In 2012, adjustments have not been made for instalments, borrowing,

etc. All hedging of floating-rate loans is deemed 100% effective. Furthermore the calculated expected fluctuations are based on the current market situation and expectations

for the market development in interest rate levels. 

Liquidity risk
Danfoss’ policy is to ensure at all times that the Group has the liquidity necessary to meet its obligations and to finance its planned strategic action. The Group minimizes its

liquidity risk through a combination of effective liquidity management and planning, by establishing non-terminable credit facilities and by ensuring that cash funds are liquid

and accessible. It is Danfoss' policy to have a qualified "BBB credit rating" and to have a significant liquidity reserve in the form of unused non-terminable credit facilities

without any financial covenants.

At the end of 2012, Danfoss' liquidity reserve in the form of unused non-terminable long-term credit facilities was recorded at 6.0 bn DKK (2011: 5.7bn). In addition to this,

Danfoss had cash and significant amounts of short-term credit lines. The Group considers the liquidity reserve to be sufficient in relation to the current plans and the market

situation in general.

The major part of the Group's cash and cash equivalents of  DKK 888m (2011: 744m) is placed on short-term deposit with an interest rate below 1% p.a.

The Group's debt categories and maturities

Group Group
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Non-derivative financial liabilities:
 Bank debt 4,520 4,670 2,086 1,596 988 2,351 2,432 554 660 1,218
 Mortgage debt 1,195 1,835 41 192 1,602 1,236 1,756 84 126 1,546
 Employee bonds 61 67 3 64 83 86 13 62 11
 Finance lease liabilities 85 92 30 59 3 76 81 30 50 1
 Trade payables 2,581 2,581 2,581 2,576 2,576 2,576
 Debt to associates and joint ventures 23 23 23 34 34 34

Derivative financial liabilities:
 Derivative interest rate products 144 112 59 53 79 68 47 21
 Forward exchange contracts 174 174 174

8,783 9,554 4,997 1,964 2,593 6,435 7,033 3,338 919 2,776

*) Maturity is evenly spread over the period.

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according to existing market
conditions. The non-discounted cash flows from derivative financial instruments are presented in gross amounts, unless the parties have a contractual right or obligation to
make net settlements. Operating lease liabilities and liabilities relating to the purchase of property, plant and equipment are not included in this specification, but are
included in note 25. Contingent liabilities assets and security.

The above debt is recorded as follows:
2011 2012

Non-current liabilities 3,871 3,202
Current liabilities 4,912 3,233

8,783 6,435

Group

2011 2012 2011 2012

Maturity Maturity

Parent Company Group
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18. Financial risks and instruments (continued)

DKKm

Financial instruments by category

2011 2011 2012 2012
Carrying
amount Fair value

Carrying
amount Fair value

Other investments 43 43 28 28

Financial assets available-for-sale 43 43 28 28

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 3 3 53 53

Derivative financial instruments for the hedging of future cash flows 45 45

Financial assets used as hedging instruments 3 3 98 98

Trade receivables 4,246 4,246 4,404 4,404

Other receivables 860 860 685 685

Cash and cash equivalents 744 744 888 888

Loans and receivables 5,850 5,850 5,977 5,977

Securities 85 85

Financial assets measured at fair value via the income statement 85 85

Interest-bearing debt 5,861 5,800 3,746 3,673

Trade payables and other debt 5,219 5,219 5,326 5,326

Financial liabilities measured at amortized cost 11,080 11,019 9,072 8,999

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 124 124 1 1

Derivative financial instruments for the hedging of future cash flows 186 186 75 75

Financial liabilites used as hedging instruments 310 310 76 76

Derivative financial instruments for financial hedging 8 8 3 3

Financial liabilities measured at fair value via the income statement 8 8 3 3

The value of derivative financial instruments is measured according to generally accepted valuation techniques based on relevant observable swap prices and exchange
rates. The market value of the interest-bearing debt is recognized as the present value of expected future instalment and interest payments. The discount rate applied was the
Group's current borrowing rate on loans for corresponding terms. The short-term, floating-rate debt at banks is stated at the price of 100. The fair value of trade receivables  
and trade payables with short credit terms are estimated to be equal the carrying amount. The methods applied remain unchanged compared to 2011.

Group Group



71Annual Report 2012 I The Danfoss Group

18. Financial risks and instruments (continued)

DKKm

Financial instruments by category

2011 2011 2012 2012
Carrying
amount Fair value

Carrying
amount Fair value

Other investments 43 43 28 28

Financial assets available-for-sale 43 43 28 28

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 3 3 53 53

Derivative financial instruments for the hedging of future cash flows 45 45

Financial assets used as hedging instruments 3 3 98 98

Trade receivables 4,246 4,246 4,404 4,404

Other receivables 860 860 685 685

Cash and cash equivalents 744 744 888 888

Loans and receivables 5,850 5,850 5,977 5,977

Securities 85 85

Financial assets measured at fair value via the income statement 85 85

Interest-bearing debt 5,861 5,800 3,746 3,673

Trade payables and other debt 5,219 5,219 5,326 5,326

Financial liabilities measured at amortized cost 11,080 11,019 9,072 8,999

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 124 124 1 1

Derivative financial instruments for the hedging of future cash flows 186 186 75 75

Financial liabilites used as hedging instruments 310 310 76 76

Derivative financial instruments for financial hedging 8 8 3 3

Financial liabilities measured at fair value via the income statement 8 8 3 3

The value of derivative financial instruments is measured according to generally accepted valuation techniques based on relevant observable swap prices and exchange
rates. The market value of the interest-bearing debt is recognized as the present value of expected future instalment and interest payments. The discount rate applied was the
Group's current borrowing rate on loans for corresponding terms. The short-term, floating-rate debt at banks is stated at the price of 100. The fair value of trade receivables  
and trade payables with short credit terms are estimated to be equal the carrying amount. The methods applied remain unchanged compared to 2011.

Group Group

18. Financial risks and instruments (continued)

Fair value hierarchy as of 31 December for the Group

Group Group
2011 2012

Quoted 
prices

Observ-
able input

Non-
observ-

able input
Quoted 

prices
Observ-

able input

Non-
observ-

able input
Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Securities 85 85

Other investments 13 30 43 28 28

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 3 3 53 53

Derivative financial instruments for the hedging of
future cash flows 45 45
Total financial assets 98 3 30 131 98 28 126

Financial liabilities:

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 124 124 1 1

Derivative financial instruments for the hedging of
future cash flows 22 164 186 75 75

Derivative financial instruments for financial hedging 6 2 8 3 3
Total financial liabilities 28 290 318 3 76 79

Financial instruments measured at fair value based on Level 3

2011 2012

Other 
invest-
ments

Other 
invest-
ments

Level 3 Level 3
Carrying amount as of 1 January 32 30
Gain/loss (-) in the income statement -2 -4
Purchase 2
Carrying amount as of 31 December 30 28

Gain/loss (-) in the income statement for assets owned as of 31 December -2 -4

Gain/loss (-) in the income statement is recognized under financial income and expenses

Group
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18. Financial risks and instruments (continued)

Derivatives as of  31 December for the Group

Group Group
2011 2012
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Forward exchange contracts, sale/buy:
USD sale 2,948 -160 -101 -59 2,459 27 18 8 1
USD buy 393 16 5 11 677 -7 1 -8
CHF sale 147 2 1 1 93
CHF buy 39 12
GBP sale 229 -9 1 -10 259 4 -1 5
GBP buy 35 9
MXN sale 282 -3 -3 33 1 1
MXN buy 332 -11 2 -13 247 -1 3 -4
AUD sale 357 -13 -6 -7 122 -2 2
AUD buy 24
NOK sale 115 -1 -1 123 -3 -1 -2
NOK buy 25 28
RUB sale 83 -1 -1

EUR sale 3,388 -6 -1 -5 2,737 -2 2
EUR buy 4,049 -2 -2 1,038 6 6
Other currencies sale 650 6 7 -1 797 11 2 9
Other currencies buy 534 -8 -12 4 438 -4 -4

-190 -111 -79 34 21 10 3

Interest swaps -123 -15 -18 -90 -67 -18 -49
Other derivatives -5 -5 -4 -3 -1

Derivatives end of year -318 -131 -97 -90 -37 18 -9 -46

At the end of 2012, unrealized gain/loss(-) on derivatives recognized in equity amounted to DKK -55m (2011: -187m).

Forward exchange contracts are primarily used for hedging future sales and hedging of future procurement of selected raw materials in foreign currencies.

Interest rate products are used to convert floating-rate liabilities to fixed rates.

DKK 0m was expensed in 2012 (2011: 5m)  as a consequence of testing for effectiveness.
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18. Financial risks and instruments (continued)

Derivatives as of  31 December for the Group

Group Group
2011 2012
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Forward exchange contracts, sale/buy:
USD sale 2,948 -160 -101 -59 2,459 27 18 8 1
USD buy 393 16 5 11 677 -7 1 -8
CHF sale 147 2 1 1 93
CHF buy 39 12
GBP sale 229 -9 1 -10 259 4 -1 5
GBP buy 35 9
MXN sale 282 -3 -3 33 1 1
MXN buy 332 -11 2 -13 247 -1 3 -4
AUD sale 357 -13 -6 -7 122 -2 2
AUD buy 24
NOK sale 115 -1 -1 123 -3 -1 -2
NOK buy 25 28
RUB sale 83 -1 -1

EUR sale 3,388 -6 -1 -5 2,737 -2 2
EUR buy 4,049 -2 -2 1,038 6 6
Other currencies sale 650 6 7 -1 797 11 2 9
Other currencies buy 534 -8 -12 4 438 -4 -4

-190 -111 -79 34 21 10 3

Interest swaps -123 -15 -18 -90 -67 -18 -49
Other derivatives -5 -5 -4 -3 -1

Derivatives end of year -318 -131 -97 -90 -37 18 -9 -46

At the end of 2012, unrealized gain/loss(-) on derivatives recognized in equity amounted to DKK -55m (2011: -187m).

Forward exchange contracts are primarily used for hedging future sales and hedging of future procurement of selected raw materials in foreign currencies.

Interest rate products are used to convert floating-rate liabilities to fixed rates.

DKK 0m was expensed in 2012 (2011: 5m)  as a consequence of testing for effectiveness.

18. Financial risks and instruments (continued)

DKKm

Parent Company's financial instruments
Relevant financial instrument specifications have been made below regarding the Parent Company. A description of financial risks can be found in the Group section
of this note, to which reference is made.

Parent Company's cash and cash equivalents
The major part of the Parent Company's cash and cash equivalents of DKK 9m (2011: 2m) is placed on short term deposits, with an interest rate below 1% p.a.

Contractual payments on the parent company's financial liabilities

Parent Company Parent Company
2011 2012
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Non-derivative financial liabilities:
 Bank debt 4,075 4,224 1,740 1,499 985 2,026 2,070 337 518 1,215
 Mortgage debt 236 364 8 29 327 236 340 7 25 308
 Employee bonds 61 67 3 64 61 64 2 62
 Interest-bearing debt, subsidiaries **) 5,699 5,699 5,699 5,617 5,617 5,617
 Finance lease liabilities 58 62 18 44 56 59 21 38
 Trade payables **) 608 608 608 540 540 540
 Debt to associates and joint ventures 3 3 3 1 1 1

Derivative financial liabilities:

 Derivative interest rate products 121 112 59 53 76 68 47 21

 Forward exchange contracts 174 174 174

 11,035 11,313 8,312 1,689 1,312 8,613 8,759 6,572 664 1,523

*) Maturity is evenly spread over the period.

**) Besides interest-bearing debt of DKK 5,617m (2011: 5,699m) the line ''Debt to subsidiaries'' in the balance sheet contains accounts payables etc. of DKK 77m

     (2011: 214m), in total DKK 5,694m (2011: 5,913m).

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according to existing market
conditions. The non-discounted cash flows from derivative financial instruments are presented in gross amounts, unless the parties have a contractual right or obli-
gation to make net settlements. Operating lease liabilities and liabilities relating to the purchase of property, plant and equipment are not included in this specification,
but are included in note 25. Contingent liabilities assets and security

The above debt is recorded as follows:

2011 2012
Non-current liabilities 2,800 2,084

Current liabilities 8,235 6,529

11,035 8,613

Maturity Maturity

Parent Company
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18. Financial risks and instruments (continued)

DKKm

Financial instruments by category

2011 2011 2012 2012

Fair value
Carrying
amount Fair value

Other investment 2 2 2 2

Financial assets available-for-sale 2 2 2 2

Derivative financial instruments for the hedging of future cash flows 25 25

Financial assets used as hedging instruments 25 25

Trade receivables 220 220 209 209

Trade receivables from subsidiaries 5,144 5,144 2,561 2,561

Other receivables 115 115 91 91

Cash and cash equivalents 2 2 9 9

Loans and receivables 5,481 5,481 2,870 2,870

Derivative financial instruments for financial hedging 64 64

Financial assets, measured at fair value in the income statement 64 64

Interest-bearing debt 4,430 4,368 2,379 2,317
Debt to subsidiaries 5,913 5,913 5,694 5,694
Trade payables and other debt 1,018 1,018 1,129 1,129

Financial liabilities measured at amortized cost 11,361 11,299 9,202 9,140

Derivative financial instruments for the hedging of future cash flows 73 73
Financial liabilites used as hedging instruments 73 73

Derivative financial instruments for financial hedging 295 295 3 3

Financial liabilities measured at fair value in the income statement 295 295 3 3

The value of derivative financial instruments is measured according to generally accepted valuation techniques based on relevant observable swap prices and exchange rates.

The market value of the interest-bearing debt is recognized of the present value of expected future instalment and interest payments. The discount rate applied was the

Group's current borrowing rate on loans for corresponding terms. The short-term floating-rate bank debt is stated at the price of 100. The fair value of trade receivables and

trade payables with short credit terms is estimated to be equal to the carrying amount. The methods applied remain unchanged compared to 2011.

Fair value hierarchy as of 31 December for the Parent Company

2011 2012

Quoted 
prices

Observ-
able input

Non-
observ-

able input
Registered 

prices
Observ-

able input

Non-
observ-

able input

Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Other investments 2 2 2 2

Derivative financial instruments for the hedging of

future cash flows 25 25

Derivative financial instruments for financial hedging 64 64

Total financial assets 2 2 89 2 91

Financial liabilities:

Derivative financial instruments for the hedging of

future cash flows 73 73

Derivative financial instruments for financial hedging 6 289 295 3 3

Total financial liabilities 6 289 295 3 73 76

There has been no change to other investments categorized on Level 3.

Parent Company Parent Company

Carrying
amount

Parent Company Parent Company
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18. Financial risks and instruments (continued)

DKKm

Financial instruments by category

2011 2011 2012 2012

Fair value
Carrying
amount Fair value

Other investment 2 2 2 2

Financial assets available-for-sale 2 2 2 2

Derivative financial instruments for the hedging of future cash flows 25 25

Financial assets used as hedging instruments 25 25

Trade receivables 220 220 209 209

Trade receivables from subsidiaries 5,144 5,144 2,561 2,561

Other receivables 115 115 91 91

Cash and cash equivalents 2 2 9 9

Loans and receivables 5,481 5,481 2,870 2,870

Derivative financial instruments for financial hedging 64 64

Financial assets, measured at fair value in the income statement 64 64

Interest-bearing debt 4,430 4,368 2,379 2,317
Debt to subsidiaries 5,913 5,913 5,694 5,694
Trade payables and other debt 1,018 1,018 1,129 1,129

Financial liabilities measured at amortized cost 11,361 11,299 9,202 9,140

Derivative financial instruments for the hedging of future cash flows 73 73
Financial liabilites used as hedging instruments 73 73

Derivative financial instruments for financial hedging 295 295 3 3

Financial liabilities measured at fair value in the income statement 295 295 3 3

The value of derivative financial instruments is measured according to generally accepted valuation techniques based on relevant observable swap prices and exchange rates.

The market value of the interest-bearing debt is recognized of the present value of expected future instalment and interest payments. The discount rate applied was the

Group's current borrowing rate on loans for corresponding terms. The short-term floating-rate bank debt is stated at the price of 100. The fair value of trade receivables and

trade payables with short credit terms is estimated to be equal to the carrying amount. The methods applied remain unchanged compared to 2011.

Fair value hierarchy as of 31 December for the Parent Company

2011 2012

Quoted 
prices

Observ-
able input

Non-
observ-

able input
Registered 

prices
Observ-

able input

Non-
observ-

able input

Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Other investments 2 2 2 2

Derivative financial instruments for the hedging of

future cash flows 25 25

Derivative financial instruments for financial hedging 64 64

Total financial assets 2 2 89 2 91

Financial liabilities:

Derivative financial instruments for the hedging of

future cash flows 73 73

Derivative financial instruments for financial hedging 6 289 295 3 3

Total financial liabilities 6 289 295 3 73 76

There has been no change to other investments categorized on Level 3.

Parent Company Parent Company

Carrying
amount

Parent Company Parent Company

18. Financial risks and instruments (continued)

Derivative financial instruments as of 31 December for the parent company

Parent Company Parent Company
2011 2012
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Forward exchange contracts, sale/buy:
USD sale 2,624 -146 -146 2,039 26 29 -3
USD buy 326 15 15 624 -7 -7
CHF sale 147 2 2 93
CHF buy 39 12
GBP sale 229 -9 -9 259 4 4
GBP buy 35 9
MXN sale 282 -3 -3 33 1 1
MXN buy 332 -11 -11 247 -1 -1
AUD sale 357 -13 -13 122
AUD buy 24
NOK sale 115 -1 -1 123 -3 -3
NOK buy 25 28
RUB sale 83 -1 -1

EUR sale 3344 2,624 -6 -6
EUR buy 4,049 -2 -2 1,038 6 6
Other currencies sale 650 6 6 797 9 9
Other currencies buy 534 -8 -8 438 -2 -2

-171 -171 27 30 -3

Interest swaps -123 -10 -23 -90 -67 -18 -49
Other derivatives -5 -5 -5 -5

Derivatives end of year -299 -186 -23 -90 -45 25 -21 -49

At the end of 2012, total deferred gains and losses on derivatives recognized in equity amounted to DKK -70m (2011: -113m).
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19. Corporation tax payable

DKKm

2011 2012 2011 2012
Corporation tax payable/receivable (-) as of 1 January 1 80 166 20
Foreign exchange adjustment in foreign companies 6 -39
Paid during the year -120 -179 -867 -925
Adjustments concerning previous years -7 239 -6 -23
Disposals through sale of subsidiaries -6 1
Current tax expenses in income statement 197 89 806 812
Current tax expenses in other comprehensive income 9 8 -18 39
Tax expense on discontinued operations -61
Corporation tax payable/receivable (-) as of 31 December 80 237 20 -115

The above corporation tax is recorded as follows:

Assets 176 507
Liabilities 80 237 196 392

80 237 20 -115

Parent Company Group

20. Adjustment for non-cash transactions

DKKm

2011 2012 2011 2012
Depreciation/amortization and impairment on continuing operations 257 259 1,701 1,983
Gain(-)/loss on disposal of tangible assets and business activities -3 -29 -585 -295
Share of profit from associates and joint ventures after tax -16 2
Financial income -1,128 -987 -43 -88
Financial expenses 1,362 352 1,067 459
Other, including provisions -5 -203 -143 -323

483 -608 1,981 1,738

Parent Company Group

21. Change in working capital

DKKm

2011 2012 2011 2012
Change in inventories -36 13 -228 592
Change in receivables -153 1,000 126 -115
Change in trade payables and other debt -24 -57 -312 61

-213 956 -414 538

Parent Company Group
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19. Corporation tax payable

DKKm

2011 2012 2011 2012
Corporation tax payable/receivable (-) as of 1 January 1 80 166 20
Foreign exchange adjustment in foreign companies 6 -39
Paid during the year -120 -179 -867 -925
Adjustments concerning previous years -7 239 -6 -23
Disposals through sale of subsidiaries -6 1
Current tax expenses in income statement 197 89 806 812
Current tax expenses in other comprehensive income 9 8 -18 39
Tax expense on discontinued operations -61
Corporation tax payable/receivable (-) as of 31 December 80 237 20 -115

The above corporation tax is recorded as follows:

Assets 176 507
Liabilities 80 237 196 392

80 237 20 -115

Parent Company Group

20. Adjustment for non-cash transactions

DKKm

2011 2012 2011 2012
Depreciation/amortization and impairment on continuing operations 257 259 1,701 1,983
Gain(-)/loss on disposal of tangible assets and business activities -3 -29 -585 -295
Share of profit from associates and joint ventures after tax -16 2
Financial income -1,128 -987 -43 -88
Financial expenses 1,362 352 1,067 459
Other, including provisions -5 -203 -143 -323

483 -608 1,981 1,738

Parent Company Group

21. Change in working capital

DKKm

2011 2012 2011 2012
Change in inventories -36 13 -228 592
Change in receivables -153 1,000 126 -115
Change in trade payables and other debt -24 -57 -312 61

-213 956 -414 538

Parent Company Group

22. Acquisition and sale of subsidiaries and activities

DKKm
2011 2012 2011 2012

Acquisitions Acquisitions Disposals Disposals
Intangible assets, except goodwill -225 161 91
Property, plant and equipment -40 191 5
Other non-current assets, including deferred tax assets -17 8
Inventories -1 6 202 24
Receivables -1 -45 270 27
Cash and cash equivalents -1 -34 50 11
Interest-bearing debts -69 -12
Provisions, including deferred tax liabilities -1 67 -24 -2
Trade and other payables -1 58 -169 -30
Net assets acquired -5 -230 612 122
Goodwill(-)/profit on disposal -1 -562 578 12
Consideration paid(-)/received -6 -792 1,190 134
Fair value of previous ownership interests 343
Fair value of acquired ownership interests -6 -449
Cash and cash equivalents 1 34 -50 -11
Net consideration paid(-)/received -5 -415 1,140 123

Net consideration paid(-)/received is composed of the following:
Cash and cash equivalents -43 -415 1,149 224
Payable/receivable, 1 January 38 -444 -213
Receivable, adjustment 222 110
Payable/receivable, 31 December 213 2

-5 -415 1,140 123

In 2012, the Group acquired Danfoss Turbocor Compressors Inc. in a step acquisition. Prior to the acquisition, the 50% ownership interest was recognized at equity value and

classified as a joint venture. With the Group's goal of further strengthening its position in the global market for commercial variable speed compressors, acquiring the remaining

50% - and thus gaining full control of the company - was a logical next step. The acquisition has been accounted for in a preliminary manner, which in accordance with IFRS 3

will be finalized within 12 months.

The fair value of Turbocor Compressors Inc. was calculated as follows:

Carrying amount of identifiable assets and liabilities recognized before step acquisition 68

Value adjustment of identifiable assets and liabilities recognized before step acquisition 47

Fair value of acquired identifiable assets, liabilities and contingent liabilities 115

Goodwill 562

Total fair value of company acquired in step acquisition 792

Gain on revaluation of previous ownership interest in Danfoss Turbocor Compressors Inc.:

Carrying amount of previous ownership interest -68

Fair value of previous ownership interest 343

Total gain recognized in other operating income 275

Furthermore, the Group sold two companies in 2012. Other adjustments solely comprise the payment of earn-outs relating to prior acquisitions. In 2011, the Group acquired

one company, sold two activities and also during the year paid earn-outs relating to prior acquisitions. Acquisitions and sales in 2012 and 2011 are specified below.

Group Group
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22. Acquisition and sale of subsidiaries and activities (continued)

Acquisition and sale of subsidiaries and activities:

2012

Company/activity Country

Income 
statement 

consolidated 
from/until

Holding 
acquired/

sold

Net sales per 
year 

DKK m *)
No. of 

employees

Conside-
ration paid 

DKKm

 Danfoss Turbocor Compressors Acquisition USA December**) 50% 407 200 449                 
Danfoss Sea Recovery Corporation Sale USA November 100% 113 61
Danfoss Solutions A/S Sale Denmark May 100% 36 23

*) Unaudited net sales in the financial year prior to the acquisition or sale.
**) The enterprise was taken over at the end of December 2012 and, accordingly, no revenue or profit has been recognized for 2012.

Acquisition and sale of subsidiaries and activities:

2011

Company/activity Country

Income 
statement 

consolidated 
from/until

Holding 
acquired/

sold

Net sales per 
year 

DKK m *)
No. of 

employees

Conside-
ration paid 

DKKm

Danfoss IXA A/S Acquisition Denmark September 59% 0 8                     5                     
Danfoss Water Controls activities Sale France April 100% 780 554
Danfoss Geared Motors activities Sale Germany May 100% 546 520

*) Unaudited net sales in the financial year prior to the acquisition or sale.

Goodwill resulting from the acquisition of companies primarily concerns the value of staff, know-how and synergies. 
For more information about the connection to cash generating units, please refer to note 8. Intangible assets.

Parent Company

DKKm

2011 2012 2011 2012
Acquisitions Acquisitions Disposals Disposals

Investments in subsidiaries -49 -489 40

Net assets acquired -49 -489 40
Goodwill(-)/profit on disposal 1 26
Net consideration paid(-)/received -49 -489 1 66
 

Net consideration paid(–)/received is composed of the following:
Cash and cash equivalents -49 -489 12 66
Receivable as of 1 January 3 -10
Receivable, adjustment -4 2
Receivable as of 31 December -10 8

-49 -489 1 66

The parent company's capital increase and aquisition of undertakings and activities amounting to DKK -489m (2011: -49m ) primarily concerns the aquistion of the remaining 
50% of Danfoss Turbocor Inc. and capital increases.

The parent company's disposal of enterprises and activities of DKK 66m (2011: DKK 1m) relates to the dissolution of Danfoss Captive Reinsurance A/S.

Parent Company Parent Company



79Annual Report 2012 I The Danfoss Group

22. Acquisition and sale of subsidiaries and activities (continued)

Acquisition and sale of subsidiaries and activities:

2012

Company/activity Country

Income 
statement 

consolidated 
from/until

Holding 
acquired/

sold

Net sales per 
year 

DKK m *)
No. of 

employees

Conside-
ration paid 

DKKm

 Danfoss Turbocor Compressors Acquisition USA December**) 50% 407 200 449                 
Danfoss Sea Recovery Corporation Sale USA November 100% 113 61
Danfoss Solutions A/S Sale Denmark May 100% 36 23

*) Unaudited net sales in the financial year prior to the acquisition or sale.
**) The enterprise was taken over at the end of December 2012 and, accordingly, no revenue or profit has been recognized for 2012.

Acquisition and sale of subsidiaries and activities:

2011

Company/activity Country

Income 
statement 

consolidated 
from/until

Holding 
acquired/

sold

Net sales per 
year 

DKK m *)
No. of 

employees

Conside-
ration paid 

DKKm

Danfoss IXA A/S Acquisition Denmark September 59% 0 8                     5                     
Danfoss Water Controls activities Sale France April 100% 780 554
Danfoss Geared Motors activities Sale Germany May 100% 546 520

*) Unaudited net sales in the financial year prior to the acquisition or sale.

Goodwill resulting from the acquisition of companies primarily concerns the value of staff, know-how and synergies. 
For more information about the connection to cash generating units, please refer to note 8. Intangible assets.

Parent Company

DKKm

2011 2012 2011 2012
Acquisitions Acquisitions Disposals Disposals

Investments in subsidiaries -49 -489 40

Net assets acquired -49 -489 40
Goodwill(-)/profit on disposal 1 26
Net consideration paid(-)/received -49 -489 1 66
 

Net consideration paid(–)/received is composed of the following:
Cash and cash equivalents -49 -489 12 66
Receivable as of 1 January 3 -10
Receivable, adjustment -4 2
Receivable as of 31 December -10 8

-49 -489 1 66

The parent company's capital increase and aquisition of undertakings and activities amounting to DKK -489m (2011: -49m ) primarily concerns the aquistion of the remaining 
50% of Danfoss Turbocor Inc. and capital increases.

The parent company's disposal of enterprises and activities of DKK 66m (2011: DKK 1m) relates to the dissolution of Danfoss Captive Reinsurance A/S.

Parent Company Parent Company

23. Discontinued operations

In order to ensure increased focus on the core business, Danfoss decided that some operations should undergo strategic reassessment for possible sale, entrance into joint

ventures or other forms of alliances. This included Danfoss Household Compressors, where an agreement was made for the sale of the business to the German company

AURELIUS Commercial Beteiligungs GmbH. The deal was concluded on November 5, 2010. 

When the deal was announced, the assets in Danfoss Household Compressors were written down to fair value less costs to sell.

Costs occurred in 2011 are related to the settlements and accompanying legal expenses in the competition case and an accounting adjustment of the purchase price

concerning the sale of Danfoss Household Compressors to AURELIUS Commercial Betiligungs GmbH.

The result and cash flows originating from the divested activities are in all periods recognized as separate items in the income statement and the Statement of Cash Flow.

Financial highlights, discontinued operations

DKKm

2011 2012
Income statement
Expenses -937
Profit/loss before tax -937
Corporation tax expenses 6
Profit/loss from discontinued operations -931

Cash flows
Cash flows from operating activities -714
Total cash flows from discontinued operations -714

Basic earnings per share of discontinued operations (share of nominal 100 DKK) -91.5
Diluted earnings per share of discontinued operations (share of nominal 100 DKK) -87.9

Group

24. Acquisition(-)/disposal of shares, other securities and lending

DKKm

2011 2012 2011 2012
Sale of shares and other securities 17 7 -11 11
Purchase of shares and other securities -23 85

17 7 -34 96
Increase/decrease of lending -791 1,531 -61 -57

-774 1,538 -95 39

Parent Company Group
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25. Contingent liabilities, assets and security

DKKm

Security

2011 2012 2011 2012

Carrying amount of land and buildings pledged as security for  bank loans and mortgages 22 20 752 727

Leasing assets pledged as security for leasing commitments 59 59 89 72

Secured loans from financial institutions 294 292 1,302 1,337

In connection with disposal of subsidiaries, ordinary guarantees and warranties have been issued. These guarantees and warranties are considered to have no impact on the

Group's financial position beyond what has been stated in the annual report.

Contingent liabilities 
At the beginning of 2009 the European Commission's Directorate General for Competition along with a number of other competition authorities initiated investigations of, 

among others, Danfoss Household Compressors on suspicion of breach of competition regulations.

Investigations remain under way by the authorities in South Africa and Mexico, and the outcomes of these are not yet known. Similar investigations have been completed in

Chile, which did not result in any claims against Danfoss, and in Brazil the authorities have also recommended that no claim shall be made against Danfoss.

Civil lawsuits against Danfoss are still pending in North America and Canada, the outcomes of which are not yet known.

In addition, the Group is party to a small number of disputes, lawsuits and legal actions, including tax disputes. It is the view of the Management that the outcome of the legal  

actions will have no other significant impact on the Group's financial position beyond what has been recognized and stated in the Annual Report.

Operating leases (lease expenses)

Operating lease payments fall due as follows: 2011 2012 2011 2012

Buildings:

Less than 1 year 63 67 130 145
Between 1 and 5 years 233 230 434 407
More than 5 years 84 83 436 421

Machinery etc.:

Less than 1 year 26 29 176 290
Between 1 and 5 years 35 32 250 560
More than 5 years 21 218

The Group expensed DKK 366m in operating lease payments in 2012 (2011: 336m) and they relate mainly to buildings and machinery. There were no significant contingent

lease payments in 2012 or 2011.

Operating leases (lease income)

Operating lease receivables fall due as follows: 2011 2012 2011 2012

Less than 1 year 60 60 11 16
Between 1 and 5 years 185 182 5 9
More than 5 years 18 18

The Group recognized operating lease income of DKK 42m in 2012 (2011: 27m). The above rentals relate mainly to buildings. The operating lease income in the parent 

company primarily relates to the letting of buildings to the subsidiaries.

Contractual obligations

2011 2012 2011 2012

Service contract commitment other than leases 351 186 685 300
Inventories 116 184 875 375
Property, plant and equipment 136 259 107
Hereof commitments relating to 2013 415 281 1,533 638

Parent Company Group

Parent Company Group

Parent Company Group

Parent Company Group

26. Related parties

Danfoss A/S’ related parties comprise Bitten & Mads Clausen Foundation and other shareholders with significant ownership interests, cf. note13. Share capital, subsidiaries,

associates, joint ventures, the Board of Directors, the Executive Committee and senior managers. 

Further, related parties comprise companies in which the above-mentioned persons have significant interests.

Bitten & Mads Clausen Foundation, other shareholders and other related companies
The Bitten and Mads Clausen Foundation, which holds 46.51% of the shares in Danfoss A/S and controls 85.02% of the voting power, has the controlling influence.

In the financial year a limited number of transactions have taken place between Bitten & Mads Clausen Foundation, its other subsidiaries including Danfoss Universe and

certain shareholders of the Clausen Family. The transactions comprise of service and financial transactions and they have been made according to the arm's length principle

or on a cost covering basis. The total payment does not exceed DKK 25m (2011: 25m). Around 94% of Danfoss A/S' dividend payments is related to Bitten & Mads Clausen

Foundation and shareholders of the Clausen Family. 

Board of Directors, Executive Committee and senior managers
In the financial year, no transactions took place with the Board of Directors or the Executive Committee other than the transactions as a result of conditions of employment,

except for the following: 

The Group has a rental agreement for a property in Italy with Chairman of the Board Jørgen M. Clausen. The rental agreement runs until and including 2017. The rent payment 

amounted to DKK 2m in 2012 (2011: 4m). Besides that, companies in which Peter M. Clausen and Jørgen M. Clausen have significant influence have sold goods and services 

below DKK 5m (2011: 5m) to the Danfoss Group. All transactions were performed on an arm's length basis

For further information about the salaries of the board and the Executive Committee see the notes 2. Expenses and other operating income, section A. Personnel expenses

and 15. Share incentive programs.

Joint ventures and associates
Danfoss has ownership interests in joint ventures and associates. The main items relating to them are stated below at their full values, not Danfoss' proportionate ownership

interests.

DKKm

Joint ventures:
2011 2012 2011 2012

Non-current assets 320 169 322 169
Current assets 342 281 342 281
Total assets 662 450 664 450

Non-current liabilities 106 23 106 23
Current liabilities 234 277 234 277
Total liabilities 340 300 340 300
Equity 322 150 324 150

Net sales 918 987 918 987
Expenses 880 996 880 996
Net profit 38 -9 38 -9

Associates:
2011 2012

Total assets 18 22
Total liabilities 14 15
Equity 4 7

Net sales 26 44
Expenses 29 36
Net profit -3 8

For further information on joint ventures and associates please see the list of "Danfoss Group Companies".

Group

Parent Company Group
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25. Contingent liabilities, assets and security

DKKm

Security

2011 2012 2011 2012

Carrying amount of land and buildings pledged as security for  bank loans and mortgages 22 20 752 727

Leasing assets pledged as security for leasing commitments 59 59 89 72

Secured loans from financial institutions 294 292 1,302 1,337

In connection with disposal of subsidiaries, ordinary guarantees and warranties have been issued. These guarantees and warranties are considered to have no impact on the

Group's financial position beyond what has been stated in the annual report.

Contingent liabilities 
At the beginning of 2009 the European Commission's Directorate General for Competition along with a number of other competition authorities initiated investigations of, 

among others, Danfoss Household Compressors on suspicion of breach of competition regulations.

Investigations remain under way by the authorities in South Africa and Mexico, and the outcomes of these are not yet known. Similar investigations have been completed in

Chile, which did not result in any claims against Danfoss, and in Brazil the authorities have also recommended that no claim shall be made against Danfoss.

Civil lawsuits against Danfoss are still pending in North America and Canada, the outcomes of which are not yet known.

In addition, the Group is party to a small number of disputes, lawsuits and legal actions, including tax disputes. It is the view of the Management that the outcome of the legal  

actions will have no other significant impact on the Group's financial position beyond what has been recognized and stated in the Annual Report.

Operating leases (lease expenses)

Operating lease payments fall due as follows: 2011 2012 2011 2012

Buildings:

Less than 1 year 63 67 130 145
Between 1 and 5 years 233 230 434 407
More than 5 years 84 83 436 421

Machinery etc.:

Less than 1 year 26 29 176 290
Between 1 and 5 years 35 32 250 560
More than 5 years 21 218

The Group expensed DKK 366m in operating lease payments in 2012 (2011: 336m) and they relate mainly to buildings and machinery. There were no significant contingent

lease payments in 2012 or 2011.

Operating leases (lease income)

Operating lease receivables fall due as follows: 2011 2012 2011 2012

Less than 1 year 60 60 11 16
Between 1 and 5 years 185 182 5 9
More than 5 years 18 18

The Group recognized operating lease income of DKK 42m in 2012 (2011: 27m). The above rentals relate mainly to buildings. The operating lease income in the parent 

company primarily relates to the letting of buildings to the subsidiaries.

Contractual obligations

2011 2012 2011 2012

Service contract commitment other than leases 351 186 685 300
Inventories 116 184 875 375
Property, plant and equipment 136 259 107
Hereof commitments relating to 2013 415 281 1,533 638

Parent Company Group

Parent Company Group

Parent Company Group

Parent Company Group

26. Related parties

Danfoss A/S’ related parties comprise Bitten & Mads Clausen Foundation and other shareholders with significant ownership interests, cf. note13. Share capital, subsidiaries,

associates, joint ventures, the Board of Directors, the Executive Committee and senior managers. 

Further, related parties comprise companies in which the above-mentioned persons have significant interests.

Bitten & Mads Clausen Foundation, other shareholders and other related companies
The Bitten and Mads Clausen Foundation, which holds 46.51% of the shares in Danfoss A/S and controls 85.02% of the voting power, has the controlling influence.

In the financial year a limited number of transactions have taken place between Bitten & Mads Clausen Foundation, its other subsidiaries including Danfoss Universe and

certain shareholders of the Clausen Family. The transactions comprise of service and financial transactions and they have been made according to the arm's length principle

or on a cost covering basis. The total payment does not exceed DKK 25m (2011: 25m). Around 94% of Danfoss A/S' dividend payments is related to Bitten & Mads Clausen

Foundation and shareholders of the Clausen Family. 

Board of Directors, Executive Committee and senior managers
In the financial year, no transactions took place with the Board of Directors or the Executive Committee other than the transactions as a result of conditions of employment,

except for the following: 

The Group has a rental agreement for a property in Italy with Chairman of the Board Jørgen M. Clausen. The rental agreement runs until and including 2017. The rent payment 

amounted to DKK 2m in 2012 (2011: 4m). Besides that, companies in which Peter M. Clausen and Jørgen M. Clausen have significant influence have sold goods and services 

below DKK 5m (2011: 5m) to the Danfoss Group. All transactions were performed on an arm's length basis

For further information about the salaries of the board and the Executive Committee see the notes 2. Expenses and other operating income, section A. Personnel expenses

and 15. Share incentive programs.

Joint ventures and associates
Danfoss has ownership interests in joint ventures and associates. The main items relating to them are stated below at their full values, not Danfoss' proportionate ownership

interests.

DKKm

Joint ventures:
2011 2012 2011 2012

Non-current assets 320 169 322 169
Current assets 342 281 342 281
Total assets 662 450 664 450

Non-current liabilities 106 23 106 23
Current liabilities 234 277 234 277
Total liabilities 340 300 340 300
Equity 322 150 324 150

Net sales 918 987 918 987
Expenses 880 996 880 996
Net profit 38 -9 38 -9

Associates:
2011 2012

Total assets 18 22
Total liabilities 14 15
Equity 4 7

Net sales 26 44
Expenses 29 36
Net profit -3 8

For further information on joint ventures and associates please see the list of "Danfoss Group Companies".

Group

Parent Company Group
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26. Related parties (continued)

DKKm

Transactions with joint ventures and associates:

2011 2012 2011 2012
Sales of goods and services 5 5 27 21
Purchases of goods and services 11 10 210 247

Loans, trade receivables and liabilities in relation to joint ventures and associates are stated separately in the balance sheet of the parent company and the Group. 

Transactions besides the above transactions with joint ventures and associates are described in notes 3. Non-current financial assets, 4. Financial income, 5. Financial expenses

and 18. Financial risks and instruments.

Transactions between the Parent Company and the subsidiaries:

2011 2012
Sales of goods and services 6,439 6,592
Purchases of goods and services 2,510 2,777
Purchases of intangible assets and property, plant and equipment 49 12
Disposal of intangible assets and property, plant and equipment 5 6

Transactions besides the above transactions between the Parent Company and subsidiaries are described in notes 3. Non-current financial assets, 4. Financial income,

5. Financial expenses and 18. Financial risks and instruments.

Parent Company

Parent Company Group

27. Events after the balance sheet date

On November 28, 2012, Danfoss announced that it had made a proposal to the board of directors of Sauer-Danfoss to acquire the shares not already owned by Danfoss, 

for USD 49 per share in cash. Subsequently, the Sauer-Danfoss board of directors established a committee of independent directors to consider Danfoss’ proposal. 

On March 1, 2013, Danfoss and Sauer-Danfoss jointly announced a definitive merger agreement for Danfoss to acquire the 24.4% of Sauer-Danfoss not already owned by

Danfoss for USD 58.50 per share in cash. Under the terms of the agreement, Danfoss would commence a tender offer within ten business days from the signing of the 

agreement. 

At the time the annual report was released, the tender offer had not yet ended. There can be no assurance that the tender offer will lead to a final transaction.

Subsequent to 31 December 2012 there have been no further events with any significant effect on the financial statements beyond what has been recognized and 

disclosed in the annual report.
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26. Related parties (continued)

DKKm

Transactions with joint ventures and associates:

2011 2012 2011 2012
Sales of goods and services 5 5 27 21
Purchases of goods and services 11 10 210 247

Loans, trade receivables and liabilities in relation to joint ventures and associates are stated separately in the balance sheet of the parent company and the Group. 

Transactions besides the above transactions with joint ventures and associates are described in notes 3. Non-current financial assets, 4. Financial income, 5. Financial expenses

and 18. Financial risks and instruments.

Transactions between the Parent Company and the subsidiaries:

2011 2012
Sales of goods and services 6,439 6,592
Purchases of goods and services 2,510 2,777
Purchases of intangible assets and property, plant and equipment 49 12
Disposal of intangible assets and property, plant and equipment 5 6

Transactions besides the above transactions between the Parent Company and subsidiaries are described in notes 3. Non-current financial assets, 4. Financial income,

5. Financial expenses and 18. Financial risks and instruments.

Parent Company

Parent Company Group

27. Events after the balance sheet date

On November 28, 2012, Danfoss announced that it had made a proposal to the board of directors of Sauer-Danfoss to acquire the shares not already owned by Danfoss, 

for USD 49 per share in cash. Subsequently, the Sauer-Danfoss board of directors established a committee of independent directors to consider Danfoss’ proposal. 

On March 1, 2013, Danfoss and Sauer-Danfoss jointly announced a definitive merger agreement for Danfoss to acquire the 24.4% of Sauer-Danfoss not already owned by

Danfoss for USD 58.50 per share in cash. Under the terms of the agreement, Danfoss would commence a tender offer within ten business days from the signing of the 

agreement. 

At the time the annual report was released, the tender offer had not yet ended. There can be no assurance that the tender offer will lead to a final transaction.

Subsequent to 31 December 2012 there have been no further events with any significant effect on the financial statements beyond what has been recognized and 

disclosed in the annual report.

28. New accounting regulations

IASB has prepared new accounting standards (IAS and IFRS) and interpretation contributions (IFRIC) which Danfoss A/S is not required to include in the 2012 Annual Report:

FRIC 20; IFRS 9-13; further amendments to IFRS 10, 11 and 12, IAS 19 (2011), 27 (2011), 28 (2011); amendments to IFRS 1 and 7; amendments to IAS 1, 27 and 32 and

improvements to IFRS' (2009-2011). 

IFRS 9; amendments to IFRS 1, 10, 11, 12 and IAS 27 and improvements to IFRS' (2009-2011) have yet to be adopted by the EU.

Adopted standards and improvements that have not yet come into force are implemented as and when they become mandatory to Danfoss A/S. Other than as set out

below, none of the new standards or interpretations are expected to materially affect the financial reporting of Danfoss A/S.

One of the effects of the amendments made to Employee Benefits in IAS 19 is, that whereas the statement of the expected return on pension assets as in accordance with

the current IAS 19 is calculated on the basis of the expected development of the value of each asset type included in the pension plan, the amended IAS 19 prescribes that

calculation is made of all of the pension assets as a whole, disregarding the pension asset types and using the same interest rate as used to calculate the year's expected

development of pension obligations. The calculation of the closing value of pension assets will remain the same, whereby the change alone will result in varying returns from

the year as recognized in the income statement and in other comprehensive income, respectively. Had the amendment applied to the 2012 financial year, the result for the year

would have been DKK 26m lower, and the change in pension obligations for the year recognized in other comprehensive income, would have been DKK 26m higher.

Equity, assets and liabilities would not have been affected. 
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29. Basis of preparation

Danfoss A/S is a public limited company domiciled in Denmark. The Annual 

Report for the period January 1-December 31 2012 comprises both the con-

solidated financial statements of Danfoss A/S and its subsidiaries (the group) 

and parent company financial statements, according to the requirements of 

the Danish Financial Statements Act.

The consolidated financial statements and the financial statements of Danfoss 

A/S have been prepared in accordance with International Financial Reporting 

Standards (IFRS) as adopted by the EU and Danish disclosure requirements 

pursuant to the Danish Financial Statements Act. In addition, the Annual                 

Report has been prepared in compliance with IFRS issued by the International 

Accounting Standards Board (IASB).

The Danfoss Board and Executive Committee reviewed and approved the  

Annual Report 2012 on March 12, 2013, and it will be presented for approval  

at the Annual General Meeting to be held at April 19, 2013.

Unless otherwise specified, the Annual Report is presented in DKK, rounded  

to the nearest million.

The Annual Report has been prepared on the historical cost basis except for 

the following assets and liabilities, which are measured at fair value: derivative 

financial instruments, financial instruments as part of a trading portfolio, finan-

cial instruments classified as available for sale, liabilities related to share  

options and warrants and pension obligations. Non-current assets and  

disposal groups classified as held for sale are measured at the lower of the  

carrying amount before the changed classification and fair value less costs to sell.

The accounting policies set out in note 31 “Accounting policies” have been 

used consistently in respect of the financial year and comparative figures. 

The accounting policies applied are consistent with those of last year, except 

for the changes described. 

Changes in accounting policies
Danfoss A/S has implemented the standards and interpretations which have 

become effective for 2012. None of these have had any effect on recognition 

or measurement in 2012, nor are they expected to have a material future  

impact on Danfoss A/S.
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As a consequence of the accounting policies, determining the carrying amount 

of certain assets and liabilities requires estimates of how future events will affect 

the value of these assets and liabilities at the balance sheet date. The volatility 

of the global economy and the financial markets has made it more difficult to 

forecast the development of some future key assumptions – such as liquidity 

risk, credit risk, interest level and capital management, etc. Therefore, Danfoss 

provides additional information about items in the consolidated financial state-

ments and the parent company financial statements whose carrying amount is 

at risk of being adjusted considerably over the next few years. Estimates which 

are significant for the preparation of the financial statements include goodwill, 

assessment of depreciation, amortization and impairment of non-current  

assets, measurement of deferred tax assets and measurement of inventories, 

trade receivables, warranty obligations and other provisions, liabilities related to 

share options and warrants and pension and healthcare obligations. The  

estimates used are based on Management assumptions which are assessed to 

be reliable, but which are inherently subject to uncertainty. Accordingly, the 

Company is subject to risks and uncertainties which may cause actual results to 

differ from these estimates. For the group, the measurement of intangible  

assets could be materially affected by significant changes in estimates and  

assumptions on which the measurement is based.

Impairment of goodwill
In performing the annual impairment test of goodwill, an assessment is made 

of whether the individual units of the enterprise (cash generating units) to 

which goodwill relates will be able to generate sufficient positive net cash flows 

to support the value of goodwill and other net assets of the unit. 

Due to the nature of the Company’s operations, estimates have to be made of 

expected cash flows many years into the future, which will be subject to some 

degree of uncertainty. This uncertainty is reflected in the chosen discount rate. 

The impairment test and the particularly sensitive parts of the test, including 

the allocation of goodwill on cash generating units, are described in detail in 

note 8. Intangible assets

Useful life and residual value of non-current assets
Non-current assets are measured at cost less accumulated amortization,  

depreciation and impairment. Amortization and depreciation is made on  

a straight-line basis over the useful lives of the assets, taking into account the 

asset’s residual value. Expected useful lives and residual values are determined 

based on historical experience and expectations of the future use of the                   

non-current assets. The expectations for future use and residual values may not 

be met, which may lead to a future reassessment of useful lives and residual 

values and a need for impairment write-downs or the incurrence of losses on 

the disposal of the non-current assets. The amortization and depreciation                       

periods used are described in the accounting policies in note 31, and the value 

of non-current assets is disclosed in notes 8, Intangible assets and 9,  Property, 

plant and equipment. 

Measurement of recognized tax assets
Deferred taxes, including the tax value of tax loss carryforwards, are recognized 

at their expected value. The assessment of deferred tax assets regarding tax loss 

carryforwards is based on the expected future taxable income of the respective 

units and the expiry date of the losses. Please see note 16, Deferred tax assets 

and liabilities for unrecognized deferred tax assets.

Measurement of inventories
Inventories are recognized at the lower of cost and net realizable value. The net 

realizable value of inventories is calculated based on the size of the inventory 

and decreases in the replacement cost of purchased raw materials, technical 

obsolescence (e.g. faulty products), physical obsolescence (e.g. damaged  

products) or financial obsolescence (e.g. reduced demand).

Write-downs of inventories are based on an individual assessment of a product 

or product group and expected future product sales. The value of inventories 

and write-downs of inventories are disclosed in note 10. Inventories. 

Provisions for bad debts on trade receivables and other receivables
Receivables are measured at amortized cost less provision for bad debts. Provi-

sions for bad debts are based on an individual assessment of each receivable. 

If a customer’s financial condition deteriorates, and thus the ability to meet the 

payment obligation to Danfoss A/S, further provisions may be required in future 

accounting periods. 

Provisions for bad debts are disclosed in note 11. Trade receivables and receiv-

ables from subsidiaries. 

Provisions
As part of its normal business policy, Danfoss A/S provides its products with 

ordinary and extended warranties. Warranty provisions are recognized based 

on actual historical warranty costs and expected changes in future warranty 

costs related to the group’s products. Future warranty costs may differ from past 

experience.

The Company assesses other provisions, contingent assets and contingent                      

liabilities and the likely outcome of pending or future lawsuits on an ongoing 

basis. The outcome depends on future events that are inherently uncertain. 

30. Critical accounting estimates and judgements  
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In assessing the likely outcome of lawsuits and tax disputes etc., Management 

bases its assessment on internal and external legal assistance and common 

practice. Further information is disclosed in note 14, Provisions and note 25, 

Contingent liabilities, assets and security.

Liabilities related to share options and warrants
For share options and warrants where employees upon exercise receive shares, 

the cost is measured at the fair value at the grant date. The fair value at the grant 

date is calculated using the Black & Scholes model. For share options and  

warrants where employees can select cash net settlement of the option or 

 warrant, a liability is recognized in the balance sheet. The liability is recognized 

at fair value at the balance sheet date and calculated using the Black & Scholes 

model.

A significant parameter in the measurement of the fair value of the liability is 

the price of the Danfoss share, which is assessed annually by the Danske Bank 

at the Annual General Meeting after the end of a financial year. On the date 

where the Annual General Meeting approves the annual report for the previous 

year, the share price for the coming year is published. As the Danfoss share is 

unlisted, the measurement of the fair value will be subject to some uncertainty. 

If the future price of the Danfoss share increases, this would also increase the 

liability related to share options and warrants. Further information on the  

assumptions made is provided in note 15. Share incentive programmes. 

Defined benefit plans and health care obligations
The group has established defined benefit plans with certain employees at 

some of the group’s foreign companies. The plans place the group under an 

obligation to pay a certain benefit in connection with retirement (e.g. in the 

form of a fixed amount at retirement or a share of the employee’s exit salary). 

The pension obligations are determined by discounting the pension obliga-

tions at the present value. The present value is determined on the basis of  

assumptions about the future development in economic variables such as  

interest rates, inflation, mortality and disability probabilities, which are subject 

to some degree of uncertainty. External actuaries are used for the measure-

ment of all significant defined benefit plans. The assumptions used are  

disclosed in note 17, Pension plans and health care obligations.

30. Critical accounting estimates and judgements  (cont.) 
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Consolidated financial statements
The consolidated financial statements comprise the Parent Company, Danfoss 

A/S and subsidiaries in which Danfoss A/S directly or indirectly holds more than 

50% of the voting rights or otherwise controls the company’s financial and  

operating policies with a view to obtaining a yield or other benefits from its 

activities. Companies in which the group has between 20% and 50% of the  

voting rights and exercises a significant influence, but does not control , are 

considered associates or joint ventures when the joint venture conditions of IAS 

31 are met. When assessing whether Danfoss A/S exercises control or signifi-

cant influence or joint control, potential voting rights which can be utilized at 

the balance sheet date are taken into account. 

The consolidated financial statements are prepared by aggregating the finan-

cial statements of the Parent Company and those of the individual subsidiaries, 

which have all been prepared in accordance with Danfoss A/S’ accounting 

policies.

Investments in subsidiaries are set off against the proportionate share of the 

subsidiaries’ fair value of the identifiable net assets and recognized contingent 

liabilities at the acquisition date. On consolidation, intra-group income and  

expenses, shareholdings, intra-group balances and dividends and realized and 

un-realized profits and losses on transactions between the consolidated  

companies are eliminated. Unrealized losses are eliminated in the same way as 

unrealized profits, provided that no impairment has occurred.

In the consolidated financial statements, the items of subsidiaries are recog-

nized in full. The minority interests’ proportionate share of the profit/loss for the 

year is recognized as part of the group’s profit/loss for the year and as a separate 

share of the group’s equity. 

The companies included in the group are disclosed in the section “Danfoss 

Group Companies”.

Business combinations
Newly acquired or established companies are recognized in the consolidated 

financial statements from the acquisition date, and divested companies are  

recognized in the consolidated income statement until the time of divestment.  

Comparative figures are not restated for newly acquired companies. Unless  

divested companies are classified as discontinued operations (see related  

section), comparative figures are not restated . 

When the Danfoss Group takes over control of acquired companies, the  

purchase method is applied. This means that the identifiable assets and liabilities, 

including contingent liabilities, of the acquired companies are stated at fair 

value at the acquisition date. Identifiable intangible assets are recognized  

if they can be separated or arise from a contractual right. The tax effect of  

revaluations is recognized. The time of takeover is the day when the Danfoss 

Group de facto obtains control of the acquired company.

The consideration for a business comprises the fair value of the consideration 

agreed upon, in the form of assets transferred, liabilities assumed and equity 

instruments issued. If part of the consideration is contingent on future events  

or compliance with agreed conditions, that  part of the consideration is  

recognized at fair value at the acquisition date. Costs attributable to business 

combinations are recognized directly in the income statement when incurred.

When a business is taken over in more than one transaction (step acquisition), 

previously acquired investments are revalued at fair value at the acquisition 

date, and value adjustments are recognized in the income statement under 

other operating income or other operating expenses. Management estimates 

the fair value of the total investment acquired immediately on completion of 

the step acquisition. Fair value is measured at the cost of the total investment 

acquired.

If uncertainty exists at the acquisition date concerning the identification or 

measurement of acquired assets, liabilities or contingent liabilities, initial recog-

nition is made at provisional fair values. If it subsequently becomes apparent 

that the fair value of identifiable assets and liabilities, including contingent  

liabilities, differs from the assumed fair value at the acquisition date, the  

calculation is adjusted retroactively, including goodwill, until 12 months following 

the acquisition. The effect of the adjustments is recognized in the opening  

equity and comparative figures are restated. Subsequently, goodwill is not            

adjusted. Changes in estimates of contingent consideration are recognized  

directly in the income statement.

Any excess of the cost over the fair value of the identifiable assets and liabilities, 

including contingent liabilities (goodwill), is recognized as goodwill under  

intangible assets. Goodwill is not amortized, but is subject to annual impairment 

tests. The initial impairment test is carried out before the end of the acquisition 

year. Upon acquisition, goodwill is allocated to the cash-generating units, 

which form the basis for subsequent impairment tests. Identification of cash-

generating units is based on the group’s cash flows, on which the internal financial 

reporting subsequently follows up, Such cash flows do not always follow the 

legal structure of the group. 

Goodwill and fair value adjustments related to the acquisition of a foreign unit 

with another functional currency than the Danfoss Group’s presentation  

currency are treated as assets and liabilities belonging to the foreign unit and 

converted to the functional currency of the foreign unit at the exchange rate on 

the transaction day.
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Gain or loss on disposal of subsidiaries, associates or joint ventures are stated  

as the difference between the sales amount or the disposal amount and the 

carrying amount of net assets, incl. goodwill at the date of disposal, less  

disposal costs.

Combinations of businesses under common control
Mergers of companies under common control, are accounted for using the 

pooling-of-interests method is used. Under this method, the merged companies 

are in the merger year recognized in the Parent Company’s financial statement 

as if they had been merged throughout the entire financial year. Comparative 

figures are restated accordingly as if the companies had been merged during 

the comparative year.

Assets and liabilities in the merged company are recognized at carrying amount 

restated in accordance with the accounting policies of the Parent Company. 

Any difference between the amount of consideration paid in the form of shares 

or cash and the carrying amount of the merged company is recognized in  

equity. Inter-company transactions are eliminated, irrespective of whether they 

were performed before or after the merger.

Minority interests
On initial recognition, minority interests are measured either at fair value or at 

their proportionate share of the fair value of the acquired company’s identifi-

able assets, liabilities and contingent liabilities. In the case of the former, good-

will is recognized in respect of   the minority interests’ ownership share in the 

acquired company, whereas in the latter case, goodwill is not recognized as a 

part of minority interests. The measurement of minority interests is determined 

for each transaction and stated in the notes under the description of acquired 

companies.

Foreign currency translation
For each of the reporting enterprises in the group, a functional currency is  

determined. The functional currency is the currency used in the primary financial 

environment in which the reporting enterprise operates. Transactions denomi-

nated in other currencies than the functional currency are considered transac-

tions denominated in foreign currencies. On initial recognition, transactions 

denominated in foreign currencies are translated to the functional currency at 

the exchange rates at the transaction date. Monetary assets and liabilities  

denominated in foreign currencies are translated at the exchange rates at the 

balance sheet date. Currency gains and losses arising on translation are recog-

nized in the income statement under financial items. Non-monetary assets and 

liabilities denominated in foreign currencies are recognized at the foreign  

exchange rates at the transaction date.

On recognition in the consolidated financial statements of companies with  

another functional currency than DKK, the income statements are translated at 

the exchange rates at the transaction date, and the balance sheet items are 

translated at the exchange rates at the balance sheet date. An average  

exchange rate for each month is used as the exchange rate at the transaction 

date to the extent that this does not significantly distort the presentation of the 

underlying transactions. Foreign exchange differences arising on translation of 

the opening balance of equity of such enterprises at the exchange rates at the 

balance sheet date and on translation of the income statements from the  

exchange rates at the transaction date to the exchange rates at the balance 

sheet date are recognized directly in equity under a separate translation  

reserve. The foreign exchange adjustment is allocated between the equity of 

the Parent Company and of the minority shareholders.

Foreign exchange adjustments of balances which are considered part of the 

total net investment in companies with a different functional currency than 

DKK are recognized directly in the equity under a separate reserve for foreign 

exchange adjustments. Likewise, foreign exchange gains or losses are recog-

nized in the consolidated financial statements (directly in the equity under  

a separate reserve for foreign exchange adjustments) concerning the part  

of loans and derivative financial instruments, which has been allocated for  

currency hedging of net investments made in these companies and which  

effectively protects against similar currency rate gains or losses on net invest-

ments in the company.

On disposal of wholly-owned foreign units, the foreign exchange adjustments 

which have been accumulated in equity via other comprehensive income and 

which can be ascribed to the unit, are reclassified from "Translation reserve" to 

the income statement, together with any gains or losses from the disposal.

On disposal of partially-owned foreign subsidiaries, the part of the translation 

reserve related to minority interests is not recognized in the income statement.

Repayments of balances, which are considered part of the net investment, are 

not considered a partial disposal of the subsidiary.

Income statement

Net sales
Net sales of goods for resale and finished goods are recognized in the income 

statement, provided that delivery and transfer of risk to the purchaser has taken 

place before the year end, and that the income can be reliably measured and 
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payment is expected to be received. Net sales are measured at the fair value of 

the consideration agreed, excluding VAT, duties and discounts in relation to the 

sale. Related service income is recognized in the income statement asthe  

services are performed. Accordingly, the recognized sale corresponds to the 

sales value of the work performed during the year. The sale of services is recog-

nized in the income statement when the aggregated income and expenses of 

the service contract can be reliably measured, and it is probable that the group 

will receive the financial benefits, including payments.

Cost of sales
Cost of sales comprises costs incurred in generating the year’s net sales. Such 

costs include cost of sales or manufacturing costs, including direct and indirect 

costs for raw materials and consumables, wages and salaries, rent and leases, 

and depreciation. Cost of sales also includes research and development costs 

that do not qualify for capitalization and amortization of capitalized develop-

ment costs.

Selling and distribution costs
Distribution costs comprise costs related to distribution of products sold during 

the year and sales staff, advertising and exhibition costs etc., including depre-

ciation. Furthermore, provisions for bad debt are included.

Administrative expenses 
Administrative expenses comprise expenses in relation to administrative staff, 

management, office premises, office costs etc., including depreciation.

Other operating income and expenses
Other operating income and expenses comprise items secondary to the principal 

activities of the companies, including gains/losses on disposal of non-current 

assets and companies, impairment losses and employee termination costs.

Share of profit from investments in associates and joint ventures 
The proportionate share of the results of associates and joint ventures after tax 

is recognized in the consolidated income statement after elimination of the 

proportionate share of intra-group profits/losses and less goodwill impairment. 

Financial income and expenses
Financial income and expenses comprise interest income and expenses,  

realized and unrealized gains and losses on securities, debt and transactions 

denominated in foreign currencies, amortization of financial assets and liabilities 

and surcharges and refunds under the Tax Prepayment Scheme etc. Also  

included is the interest element of finance leases and gains and losses on  

derivative financial instruments which are not designated as hedging arrange-

ments. 

Borrowing costs incurred in relation to general borrowing activities or loans 

which relate directly to the purchase, construction or development of qualifying 

assets, are allocated to the cost of such assets.

Dividends from investments in subsidiaries, associates and joint ventures are 

recognized in the Parent Company’s income statement in the year when the 

dividends are declared.

Balance sheet

Intangible assets

Goodwill
Goodwill is initially recognized in the balance sheet at cost and allocated  

to cash-generating units as described under “Business combinations”. Subse-

quently, goodwill is measured at cost less accumulated impairment losses. 

Goodwill is not amortized.

Development projects, software, patents and licenses
Development projects that are clearly defined and identifiable, where the tech-

nical utilization degree, sufficient resources and a potential future market or 

development opportunities in the company is demonstrated, and where the 

company intends to produce, market or use the project, are recognized as  

intangible assets provided that the cost can be measured reliably and that 

there is sufficient assurance that future earnings or the net selling price can 

cover cost of sales, selling and administrative expenses and development costs. 

Other development costs are recognized in the income statement when  

incurred.

Recognized development projects are measured at cost less accumulated 

amortization and impairment. Cost includes direct and indirect expenses,  

including salaries and borrowing costs incurred from specific and general  

borrowing directly pertaining to the development of development projects. 

Completed development projects, including software, are generally amortized 

on a straight-line basis over 4 to 5 years. Development projects in progress are 

not amortized, but are annually tested for impairment.

Patents and licenses are measured at cost less accumulated amortization and 

impairment. Patents are amortized on a straight-line basis over the patent  

period and licenses are amortized over the shorter of the contract period and 

the useful life. Patent and contract periods are normally 5-10 years.

Other intangible assets
Other intangible assets, including intangible assets acquired in a business  

combination, which typically comprise technology and customer relations, are 

amortized on a straight-line basis over the expected useful life, which is typi-
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cally a period of 10 to 20 years. Intangible assets, including trademarks, with 

indefinite useful lives are not amortized, but are tested annually for impairment.

Gains and losses on the disposal of intangible assets are determined as the  

difference between the selling price less costs to sell and the carrying amount 

at the selling date. Gains or losses are recognized in the income statement 

under Other operating income or Other operating expenses.

Property, plant and equipment
Land and buildings, plant and machinery and equipment are measured at cost 

less accumulated depreciation and impairment losses.

Cost comprises the purchase price, expenses for materials, components, sub-

suppliers, direct salary expenses, borrowing costs incurred from specific and 

general borrowing which directly pertains to the construction of the individual 

asset and for self-produced assets as well as indirect cost of sales. Where                   

individual components of an item of property, plant and equipment have  

different useful lives, they are accounted for as separate items, and depreciated 

separately.

Subsequent costs, e.g. in connection with replacement of components of      

property, plant and equipment, are recognized in the carrying amountof the 

asset, if it is probable that the costs will result in future economic benefits. All 

costs incurred for ordinary repairs and maintenance are recognized in the  

income statement as incurred.

Depreciation is provided on a straight-line basis over the expected useful lives, 

which are as follows:

Buildings and building components .....................................................................15-30 years

Plant and machinery  ..........................................................................................................4-10 years

Equipment  .................................................................................................................................. 2-6 years

The depreciable amount of an asset is determined based on the residual value 

of the asset less any impairment charges. The residual value is determined at 

the acquisition date and reassessed annually. If the residual value exceeds the 

carrying amount of the asset, depreciation is discontinued. When changing the 

depreciation period or the residual value, the effect on the depreciation is  

recognized prospectively as a change in accounting estimates.

 

Depreciation is recognized in the income statement under Costs of sale, Distri-

bution costs or Administrative expenses to the extent that depreciation is not 

included in the cost of assets produced by Danfoss A/S.

Gains and losses on disposal of property, plant and equipment are determined 

as the difference between the selling price less costs to sell and the carrying 

 

amount at the selling date. Gains or losses are recognized in the income state-

ment under Other operating income or Other operating expenses.

The cost of assets held under finance leases is recognized at the acquisition 

date at the lower of fair value of the assets and the present value of the future 

lease payments. For the calculation of the net present value, the interest rate 

implicit in the lease or the group’s alternative interest rate is used as discount 

rate. Assets held under finance leases are depreciated and amortized like other 

property, plant and equipment.

Assets held under operating leases are systematically expensed over the lease 

period.

Impairment of non-current assets
Goodwill and intangible assets with indefinite useful lives are tested annually 

for impairment, initially before the end of the acquisition year. Similarly, projects 

in progress are subject to an annual impairment test. Deferred tax assets are 

subject to annual impairment tests and are recognized only to the extent that 

it is probable that the assets will be utilized.

The carrying amount of other non-current assets is tested annually for evidence 

of impairment. When there is evidence that assets may be impaired, an impair-

ment test is made. Impairment is tested by calculating the recoverable amount. 

The recoverable amount is the higher of an asset’s fair value less expected costs 

to sell and its value in use. The value in use is determined as the present value 

of expected future cash flows from the asset  or the cash-generating unit (CGU). 

If the fair value or value in use cannot be determined on individual assets, the 

recoverable amount is determined as the fair value of expected future cash 

flows from activities or the cash-generating unit (CGU) to which the asset                   

belongs.

Impairment losses are recognized in the income statement if the carrying 

amount of an asset or a cash-generating unit exceeds the recoverable amount.

Impairment of assets is reversed to the extent of changes in the assumptions 

and estimates underlying the impairment calculation. Impairment is only  

reversed to the extent that the asset’s new carrying amount does not exceed 

the carrying amount of the asset after depreciation or amortization, had the 

asset not been impaired. However, impairment of goodwill is never reversed.

Financial assets
Investments in associates and joint ventures are measured in the consolidated 

financial statements according to the equity method at the proportionate 

share of the enterprises including additional value from purchases, including 

goodwill and deduction or addition of proportionate shares of unrealized intra-

group profits and losses. Investments in associates and jointventures are tested 

for impairment, when evidence of impairment exists.
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In the parent company’s financial statements, investments in subsidiaries,                     

associates and joint ventures are measured at cost. In case of evidence of                      

impairment, an impairment test is made. Where the recoverable amount is 

lower than cost, investments are written down to this lower value.

Securities classified as available-for-sale are recognized under non-current  

assets at fair value plus trade costs at the trade date and are subsequently  

measured at fair value, corresponding to market price or an estimated fair value, 

the calculation of which is based on current market data and generally accept-

ed valuation methods pertaining to unlisted securities. If the fair value cannot 

be determined reliably, the security is measured at cost. Unrealized value  

adjustments are recognized directly in the statement of comprehensive  

income, except for impairment losses and reversals thereof. On realization, the 

accumulated value adjustment recognized in the statement of comprehensive 

income is transferred to financial items in the income statement.

Inventories
Inventories are measured at cost. Where the estimated selling price less any 

costs of completion and selling (net realizable value) is lower than cost, inven-

tories are written down to this lower value. Cost is calculated on the basis of the 

weighted average method or the FIFO method. The cost of work in progress 

and finished goods comprises the cost of raw materials and consumables,  

conversion costs and other costsdirectly or indirectly attributable to the goods. 

Indirect production overheads comprise maintenance and depreciation of  

production facilities and plant as well as administration and management  

of factories.

Receivables
Receivables are measured at amortized cost. Receivables are written down for 

bad debt losses in case of evidence of impairment on the basis of customers’ 

anticipated ability to pay and expectations of any changes to this ability, taking 

into account historical payment patterns, terms of payment, customer  

segment, creditworthiness and prevailing market conditions in the individual 

markets. Impairment losses are calculated as the difference between carrying 

amount and present value of expected cash flows, including the expected                     

realizable value of any collateral provided. The discount rate is the effective  

interest rate used at the time of initial recognition of the receivable.

Securities
Bonds that are monitored, measured and reported at fair value on an ongoing 

basis as prescribed by the group’s investment policy are recognized at fair value 

as current assets at the trade day and are subsequently measured at fair value. 

Changes in fair value and bond yields received are continuously recognized in 

the income statement as financial items.

Equity

Share capital
The share capital comprises the nominal portion of the amounts paid in                         

accordance with the subscription for shares. Share capital can only be released 

according to the rules relating to capital reduction.

Share premium
Share premium comprises amounts not included in the nominal share capital 

which have been paid by the shareholders in connection with capital increases, 

and gains and losses from the sale of treasury shares. The reserve is part of the 

company’s free reserves.

Reserve for proposed dividends
Dividends are recognized as a liability at the date when they are adopted at the 

Annual General Meeting. Proposed dividends for the financial year are included 

in equity under proposed dividends. 

Hedging reserve 
In connection with hedging of future sales and purchase transactions (cash 

flows), changes in the fair value of instruments qualifying for hedge accounting 

(documentation etc.) are recognized in the statement of comprehensive  

income under hedging reserve, until the hedged transaction is realized. The 

recognized changes in the fair value are recognized in the hedging reserve  

under equity.

Translation reserve
Foreign exchange differences arising on the translation of the opening balance 

of equity of foreign companies at the exchange rates at the balance sheet date, 

and on translation of income statements from the exchange rates at the trans-

action date to the exchange rates at the balance sheet date are recognized  

directly in a separate translation reserve in the statement of comprehensive  

income under the item Foreign exchange adjustments. Foreign exchange                

adjustments of non-current balances with foreign subsidiaries and associates 

which are considered additions to or deductions from the subsidiaries’ equity as 

well as foreign exchange adjustments of hedging transactions for the purpose 

of hedging the group’s net investments in subsidiaries are also recognized                    

directly in the consolidated statement of comprehensive income. The translation 

reserve in the equity comprises the parent company shareholders’ share of the 

foreign exchange adjustments.

Reserve for treasury shares
The reserve for treasury shares comprise the acquisition cost for the company’s 

portfolio of treasury shares. The dividend from treasury shares is recognized  

directly in the retained earnings in equity. Gains and losses from the sale of 

treasury shares are recognized in share premium. 
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Provisions
A provision is recognized in the balance sheet when the group has a legal or 

constructive obligation as a result of a past event in the financial year or previous 

years, and it is probable that the settlement of the obligation may lead to an 

outflow of the group’s financial resources which can be reliably measured at the 

balance sheet date. The amount recognized as a provision is Management’s 

best estimate of the expenses required to settle the obligation. In measuring 

provisions, the costs required to settle the liability are discounted if the effect is 

material to the measurement of the liability.

For the measurement, a pre-tax discount factor is used which reflects the  

current market interest rate level and the specific risks related to the liability. 

Changes in present values for the financial year are recognized under financial 

expenses.

Warranty provisions are recognized as the underlying goods and services are 

sold based on warranty costs incurred in the financial year and in previous 

years. 

Provisions for restructuring and employee termination costs are made when 

the group has agreed on a detailed and formal plan, and the group has started 

implementing the plan  or has announced the plan to the persons affected. 

Restructuring provisions do not include costs for the ongoing operations  

during the restructuring phase.

Share-based remuneration
The Board, Executive Committee and several senior employees are covered by 

option and warrant schemes based on the Parent Company’s shares. 

The value of services received in exchange for granted options/warrants is 

measured at the fair value of the options/warrants. 

For equity-settled schemes, the share options are measured at fair value at the 

grant date and recognized in the income statement as personnel costs over the 

vesting period. The counter entry is recognized directly in equity.

For share options and warrants where the option or warrant holder has the 

right to receive cash settlement of the option or warrant, fair value of the instru-

ments is initially measured at the grant date and recognized in the income 

statement as personnel costs over the vesting period. 

Subsequently, the fair value of the instruments is measured at the balance 

sheet date and changes in value are recognized in the income statement under 

financial items.

On initial recognition of the share options and warrants, the Company esti-

mates the number of options and warrants expected to vest, cf. the service 

condition described in note 15. Share incentive programmes. That estimate is 

subsequently revised for changes in the number of options expected to vest. 

Accordingly, recognition is based on the number of options ultimately vested. 

The fair value of granted instruments is measured based on the Black & Scholes 

model (warrant and option pricing model) taking into account the terms and 

conditions upon which the instruments were granted.

Employee shares
On the granting of employee shares, any bonus element is recognized as an 

expense under personnel costs. The counter entry is recognized directly in  

equity. The bonus element is determined at the subscription date as the                          

difference between the fair value and the subscription price of the shares.

Pension obligations and defined benefit health care plans
The group has entered into pension schemes and similar arrangements with 

the majority of the group’s employees. In addition, the Group has health care 

plans contributing with payment for medical expenses for certain employee 

groups in the USA after their retirement. 

Contributions to defined contribution plans, where the group currently pays 

fixed pension payments to independent pension funds, are recognized in the 

income statement in the period to which they relate, and any contributions 

outstanding are recognized in the balance sheet as other debt.

For defined benefit pension and health care plans, the group is under an obli-

gation to pay a specific benefit upon retirement (e.g. a fixed amount or a  

percentage of the exit salary). For these plans, an annual actuarial calculation 

(Projected Unit Credit method) is made of the present value of future benefits 

under the defined benefit plan. The present value is determined on the basis of 

assumptions about the future development in variables such as salary levels, 

interest rates, inflation and mortality. The present value is determined only for 

benefits earned by employees from their employment with the group. The  

actuarial present value less the fair value of any plan assets is recognized in the 

balance sheet under pension and health care obligations.

Pension and health care costs for the year are recognized in the income state-

ment based on actuarial estimates and financial expectations at the beginning 

of the year. Any difference between the expected development in assets and 

liabilities and realized amounts determined at year end constitutes actuarial 

gains or losses and is recognized directly in other comprehensive income. If 

changes in benefits relating to services rendered by employees in previous 

years result in changes in the actuarial present value, the changes are recog-

nized as past service costs. Past service costs are recognized immediately,                   

provided that the benefits have already vested. If the benefits have not vested, 

the past service costs are expenced in the income statement over the period in 

which the changed benefits vest.
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If a pension or health care plan constitutes a net asset, the asset is only recog-

nized if it offsets future refunds from the plan or will lead to reduced future 

payments to the plan.

Other long-term employee benefits
Similarly, other long-term employee benefits are recognized based on an  

actuarial calculation. However, actuarial gains and losses are recognized in the 

income statement immediately. Other long-term employee benefits include 

jubilee benefits.

Financial liabilities
Financial liabilities are initially recognized at fair value less transaction costs. 

Subsequently, they are measured at cost/amortized cost. Amortized cost  

implies the recognition of a constant effective interest rate to maturity.                          

Amortized cost is calculated as initial cost less any principal repayments and 

plus or less the cumulative amortization of any difference between cost and 

nominal amount. Any capitalized residual obligation on finance leases is recog-

nized in the balance sheet as a liability. The interest element of the lease  

payment is expensed in the income statement under financial items. 

Corporation tax and deferred tax
Danfoss A/S’ companies are generally liable to pay tax in the countries where 

they are domiciled. The current tax includes both Danish and foreign income 

taxes. Danfoss A/S is jointly taxed with its Danish subsidiaries and sister subsid-

iaries. Current tax and deferred tax is allocated between the jointly taxed  

companies. The jointly taxed companies are taxed under the tax prepayment 

scheme.

Income statement
The current and deferred taxes for the year are recognized in the income state-

ment, except for tax related to transactions recognized in the statement of 

comprehensive income or directly in equity.

Surcharges, premiums and refunds relating to tax payments are recognized in 

financial income and expenses.

Balance sheet
Current tax payable and receivable is recognized in the balance sheet as tax 

computed on the taxable income for the year, adjusted for tax paid under the 

tax prepayment scheme. Deferred tax liabilities and deferred tax assets are  

measured according to the balance sheet liability method, which means that all 

temporary differences between the carrying amount and the tax base of assets 

and liabilities are recognized in the balance sheet as deferred tax liabilities and 

deferred tax assets, respectively. Exceptions are any tax incurred by selling 

shares in subsidiaries and which the group can identify as being a tax liability 

and tax relating to goodwill which is not deductible for tax purposes. Deferred 

tax assets are recognized at the expected value of their utilization; either as a 

set-off against tax on future income or as a set-off against deferred tax liabilities 

in the same legal tax entity and jurisdiction. Adjustment is made for deferred 

tax resulting from elimination of unrealized intra-group profits and losses.  

Deferred tax is measured according to the tax rules and at the tax rates appli-

cable in the respective countries at the balance sheet date when the deferred 

tax is expected to crystallize as current tax. In Denmark, the tax rate was 25% in 

2012 (2011: 25%).

Derivative financial instruments
Derivative financial instruments, such as forward exchange contracts or options 

and commodity contracts, are recognized and measured at fair value. Positive 

and negative fair values of derivative financial instruments are shown as  

separate items in the balance sheet. Set-off of positive and negative values is 

only made when the Company has the right and the intention to settle several 

financial instruments net.

Provided that the documentation requirements etc. are met, hedge accounting 

is applied to the instruments. In connection with hedging of future sales and 

purchase transactions (cash flows), changes in the fair value of instruments 

qualifying for hedge accounting are recognized in the statement of compre-

hensive income under the hedging reserve until the hedged transaction is  

realized. At this point, gains or losses relating to such hedging transactions are 

transferred from the statement of comprehensive income and are recognized 

in the same item as the hedged transaction. If the instruments do not qualify for 

hedge accounting, changes in market value are recognized directly in the  

income statement under financial items.

 

Discontinued operations
Discontinued operations comprise a significant part of the business if activities 

and cash flows operationally and for accounting purposes can be clearly distin-

guished from the remaining parts of the business and where the unit has either 

been divested or is held for sale and the sale is expected to be completed  

within 12 months in accordance with a formal plan. Discontinued operations 

also include companies which have been classified as “held for sale” in connection 

with an acquisition.

The profit/loss after tax from discontinued operations and value adjustments 

after tax of related assets and liabilities as well as profit/loss from disposal are 

presented separately in the income statement with restatement of comparative 

figures. Net sales, costs, value adjustments and tax pertaining to the discontinued 

operations are disclosed in the notes. Assets and related liabilities pertaining to 

discontinued operations are recognized separately in the balance sheet with-

out restatement of comparative figures, cf. the section Assets held for sale, and 

the main items are specified in the notes.

Assets held for sale
Assets held for sale comprise non-current assets and disposal groups held for 
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sale. Disposal groups are defined as a group of assets to be disposed of, by sale 

or otherwise, together as a group in a single transaction. Liabilities associated 

with assets held for sale are those liabilities directly associated with the assets 

that will be transferred in the transaction. Assets are classified as held for sale if 

the carrying amount will be recovered principally through a sale within 12 

months in accordance with a formal plan rather than through continuing use. 

Assets or disposal groups held for sale are measured at the lower of carrying 

amount and fair value less costs to sell. Assets are not depreciated from the date 

when they are reclassified as held for sale. Impairment losses on initial recognition 

as held for sale and gains and losses on subsequent remeasurement at the 

lower of carrying amount and fair value less costs to sell are recognized in the 

income statement in the items to which they relate. Gains and losses are  

disclosed in the notes. Significant assets and related liabilities are recognized 

separately in the balance sheet, and main items are specified in the notes.  

Comparative figures in the balance sheet are not restated.

Statement of Cash flows
The statement of cash flows shows the cash flows from operating, investing 

and financing activities for the year, and cash equivalents at the beginning and 

the end of the year. The cash flow effect of acquisitions and disposals of compa-

nies is shown separately under cash flows from investing activities. Cash flows 

relating to acquired companies are recognized in the statement of cash flows at 

the acquisition date, and cash flows relating to divested companies are included 

until the disposal date. 

Cash flows from operating activities
Cash flows from operating activities are calculated according to the indirect 

method on the basis of profit before tax/profit before tax from continuing  

operations and adjusted for non-cash operating items, changes in working 

capital, paid financial items, received dividends and paid corporation taxes.

Cash flows from investing activities
Cash flows from investing activities comprise payment in connection with the 

acquisition and disposal of companies and activities, intangible assets and 

property, plant and equipment as well as securities classified as investing  

activities. Acquisitions of assets under finance leases are treated as non-cash 

transactions.

Cash flows from financing activities
Cash flows from financing activities comprise changes in the size or composition 

of the share capital, the raising and repayment of long-term and short-term 

bank debt, acquisition of minority interests, acquisition and disposal of treasury 

shares and payment of dividends to shareholders. 

Cash and cash equivalents
Cash and cash equivalents comprise bank account deposits and cash balances.

Segment information
The segment information applies to the internal management reporting and  

is prepared according to the group’s accounting policies, except for Sauer- 

Danfoss which is subject to the US GAAP accounting policies. Please see 10K  

at www.Sauer-Danfoss.com for further information. 

Segment income, expenses, assets and liabilities  comprise those items which 

can be allocated on a reliable basis. Items which are not allocated primarily  

include income and expenses incurred by corporate functions, deferred tax  

(assets and liabilities), receivable and payable tax, cash and interest-bearing  

liabilities.

Non-current segment assets are those non-current assets which are used  

directly for segment operations, including intangible assets and property, plant 

and equipment as well as investments in associates and joint ventures. Current 

assets are those non-current assets which are used directly for segment opera-

tions, including inventories, trade receivables and other receivables.

Segment liabilities comprise both non-current and current liabilities derived 

from segment operations, including trade payables, other debt and warranty 

obligations as well as other provisions.

Trade between segments takes place on market terms or on a cost recovery 

basis.

31. Accounting policies (cont.)
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Financial ratios
Earnings per share (EPS) and diluted earnings per share (DEPS) are calculated in 

accordance with IAS 33. 

Where defined, other financial ratios are calculated in accordance with the Danish 

Society of Financial Analysts’ guidelines on the calculation of financial ratios, 

“Recommendations and Financial Ratios 2010”.

The financial ratios in the annual report are calculated in the following manner:

Organic net sales growth
Sales growth adjusted for additions and disposals of companies and exchange 

rate effects.

EBIT margin excluding other operating income, etc.
Profit before other operating income and expenses/Net sales

EBIT margin
Operating profit (EBIT)/Net sales

EBITDA margin
EBITDA/Net sales

RONA (Return on net assets)
Operating profit (EBIT)/average net assets (non-interest bearing)

Return on equity
Net profit after minority interests' share/Average equity excluding minority in-

terests

Equity ratio
Equity/total assets

Leverage ratio
Interest bearing debt/equity at year end

Net interest bearing debt to EBITDA ratio
(Interest bearing debt less interest bearing assets)/EBITDA

EBITDA
Operating profit (EBIT) plus depreciation, amortization and impairment

Dividend pay-out ratio
Total dividends distributed to shareholders/Net profit

31. Accounting policies (cont.)
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EUROPE

Austria
Danfoss Gesellschaft m.b.H., Guntramsdorf 

Belgium
N.V. Danfoss S.A., Groot-Bijgaarden

Sauer-Danfoss bvba, Bruxelles

Bulgaria
Danfoss EOOD, Sofia

Croatia
Danfoss d.o.o., Zagreb

Czech Republic
Danfoss s.r.o., Prague

Denmark
AqSep A/S – 29.17% (associated company)

Danfoss A/S, Nordborg (Parent Company)

Danfoss Compressor Holding A/S, Nordborg

Danfoss Development A/S, Nordborg

Danfoss Distribution Services A/S, Rødekro

Danfoss Drives A/S, Gråsten

Danfoss Ejendomsselskab A/S, Nordborg

Danfoss International A/S, Nordborg

Danfoss IXA A/S, Vejle – 60% 

Danfoss Polypower A/S, Nordborg

Danfoss Redan A/S, Hinnerup

Danfoss Semco A/S, Odense – 60%

Flexucell ApS, Østervrå – 50% (joint venture)

Gemina Ejendomsselskab A/S, Sunds

Gemina Termix Production A/S, Sunds

Issab Holding ApS, Nordborg

Sauer-Danfoss ApS, Nordborg

Sauer-Danfoss Holding Aps, Nordborg

Estonia
Danfoss AS, Tallinn

Proekspert AS, Tallinn – 75.20%

Finland
Oy Danfoss Ab, Leppävirta

Thermia Partners Oy, Masala 

Oy Sauer-Danfoss Ab, Espoo

 

France
Avenir Energie, Valence

Danfoss Commercial Compressors S.A., Trévoux

Danfoss France Holding S.C., Trappes

Danfoss S.a.r.l., Trappes

Sauer-Danfoss SAS, Dammarie-lès-Lys

Germany
Danfoss Esslingen GmbH, Esslingen

Danfoss Flensburg GmbH, Flensburg

Danfoss GmbH, Offenbach/Main

Danfoss Silicon Power GmbH, Slesvig

Danfoss Werk Offenbach GmbH, Offenbach/Main

Promeos GmbH, Erlangen – 27% (associated company)

Sauer-Danfoss GmbH & Co. OHG, Neumünster

Sauer-Danfoss Informatic GmbH, Neumünster

Sauer-Danfoss GmbH, Neumünster

Great Britain
Danfoss Heat Pumps UK Ltd.,South Yorkshire

Danfoss Holding UK Limited, Denham

Danfoss Limited, Denham

Danfoss Randall Limited, Bedford

Senstronics Holding Ltd., London – 50% (joint venture)

Sauer-Danfoss Ltd., Swindon

Hungary
Danfoss Ktf., Budapest

Iceland
Danfoss hf., Reykjavik 

Ireland
Danfoss Ireland Ltd., Dublin

DEVI-HEAT Limited, Dublin

Italy
Danfoss S.r.l., Torino

Sauer-Danfoss S.r.l., Reggio Emilia

Latvia
SIA Danfoss, Riga

Lithuania
Danfoss UAB, Vilnius

Group Companies
Unless otherwise specified after the company name, the companies are 100% owned by Danfoss.

Sauer-Danfoss companies are marked with blue and are 100% owned by Sauer-Danfoss, unless otherwise specified..
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Netherlands
Danfoss B.V., Schiedam

Danfoss Holding B.V., Schiedam

Danfoss Turbocor Compressors B.V., Amsterdam

Sauer-Danfoss B.V., Gouda

Norway
Danfoss AS, Skui, Oslo

Sauer-Danfoss AS, Skui, Oslo

Poland
Danfoss Poland Sp.z.o.o., Grodzisk Mazowiecki

Danfoss Saginomiya Sp.z.o.o., Grodzisk Mazowiecki – 50% (joint venture)

Elektronika S.A., Gdynia – 50% (joint venture)

Sauer-Danfoss Sp. z o.o., Wroclaw

Portugal
Danfoss (Portugal), Lda., Carnaxide

Romania
Danfoss s.r.l., Bukarest

Danfoss District Heating S.r.l., Bukarest

Russia
Danfoss Dzerzhinsk LLC, Nizhny Novgorod

OOO Danfoss, Istra

OOO Gruppa LPM, Skt. Petersburg

ZAO Danfoss, Moscow

ZAO Ridan, Nizhny Novgorod

Sauer-Danfoss LLC, Moscow

Serbia
Danfoss d.o.o., Belgrade

Slovakia
Danfoss spol. S.r.o., Zlaté Moravce

Sauer-Danfoss a.s. Povazska Bystrica

Slovenia
Danfoss d.o.o., Ljubljana

Danfoss Trata d.o.o., Ljubljana

Spain
Danfoss S.A., Madrid

Sauer-Danfoss S.A., Madrid

Sweden
Danfoss AB, Linköping

Danfoss Värmepumpar AB, Arvika

Danfoss East Investment AB

EP Technology AB, Malmö

Sauer-Danfoss AB, Älmhult

Switzerland
Danfoss AG, Frenkendorf

Tyrkey
Danfoss Otomasyon ve Urunleri Tic Ltd., Istanbul

Ukraine
Danfoss T.o.v., Kiev

NORTH AMERICA

Canada
Danfoss Inc., Mississauga, Ontario

Turbocor Inc., Dorval

Mexico
Danfoss Industries S.A. de C.V., Apodaca, Monterrey

Danfoss S.A. de C.V., Monterrey

USA
Danfoss Acquisitions, Inc., Vilmington

Danfoss LLC, Baltimore, Maryland

Danfoss Holding, Inc., Lawrenceville, Georgia

Danfoss Turbocor Compressors, Inc., Tallahassee, Florida

Hydro-Gear Inc., Sullivan, Illinois – 60%

Hydro-Gear Limited Partnership, Sullivan, Illinois – 60%

Sauer-Danfoss (US) Company, Ames, Iowa

Sauer-Danfoss Inc., Lincolnshire, Illinois

SOUTH AMERICA

Argentina
Danfoss S.A., Buenos Aires

Brazil
Danfoss do Brasil Indústria e Comércio Ltda., São Paulo

Sauer-Danfoss Hidraulica Mobil Ltda, Caxias do Sul

Sauer-Danfoss Ltda., São Paulo

Chile
Danfoss Industries Ltda., Santiago

Colombia
Danfoss S.A., Santiago de Cali

Venezuela
Danfoss S.A., Valencia
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AFRICA

Namibia
Elsmark (Namibia) Commercial Wholesalers (Proprietary) Limited

South Africa
Danfoss (Pty) Ltd., Rivonia, Johannesburg

Elsmark Investment Holdings (Proprietary) Limited, Johannesburg

Elsmark South Africa (Proprietary) Limited, Johannesburg

ASIA

China
Danfoss Anshan Controls Co. Ltd., Anshan

Danfoss Energy Products (Guiyang) Co., Ltd., , Guiyang 

Danfoss (Shanghai) Automatic Controls Co. Ltd., Shanghai

Danfoss (Tianjin) Limited, Tianjin

Danfoss Industries Limited, Hong Kong

Tau Energy Holdings (HK) Limited, Hong Kong

Zheijang Holip Electronic Technology Co. Ltd., Zheijang

Danfoss Plate Heat Exchanger, Hangzhou

Danfoss Sanhua (Hangzhou) Micro Channel Heat Exchanger Co., Ltd.  

– 50% (joint venture)

Danfoss-Semco (Tianjin) Fire Protection Equipment Co., Ltd., Tianjin – 60%

Sauer-Danfoss Hydrostatic Transmission Co. Ltd., Shanghai – 65%

Sauer-Danfoss (Shanghai) Co. Ltd.,Shanghai

Sauer-Danfoss-Daikin Mobile Hydraulics (Shanghai) Co., Ltd., Shanghai – 65% 

India
Danfoss Industries Pvt. Limited, Chennai

Sauer-Danfoss India Pvt. Ltd., Pune

Japan
Daikin-Sauer-Danfoss Manufacturing LTD, Osaka – 45% 

Sauer-Danfoss-Daikin LTD., Kobe – 65%

Kazakhstan
Danfoss LLP, Almaty

Malaysia
Danfoss Industries Sdn Bhd, Selangor 

Philippines
Danfoss Inc., Manila

Singapore
Danfoss Industries Pte. Ltd., Singapore

Sauer-Danfoss Pte. Ltd. Singapore – 65%

 

South Korea
Danfoss Ltd., Seoul

Sauer-Danfoss-Daikin LTD., Seoul – 65%

Taiwan
Danfoss Co. Ltd., Tapei

Thailand
Danfoss (Thailand) Co. Ltd., Bangkok

United Arab Emirates
Danfoss FZCO, Dubai – 95% 

AUSTRALIA

Australia
Danfoss (Australia) Pty. Ltd., Melbourne

Sauer-Danfoss-Daikin Pty. Ltd. – 65%

New Zealand
Danfoss (New Zealand) Ltd., Auckland
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Danfoss at a glance
Danfoss is a world-leading supplier of technologies  
that meet the growing need for food supply, modern  
infrastructure, efficient energy utilization and climate- 
friendly solutions.

The Group is divided into two business segments: Danfoss 
Climate & Energy and Danfoss Power Solutions. Danfoss 
Climate & Energy's key expertise lies in food refrigeration, air 
conditioning systems, controls for electric motors, heating 
systems for buildings, and components for renewable  
energy, including solar and wind energy. Danfoss Power 
Solutions' key expertise is in hydraulic systems and compo-
nents for powering mobile machinery used in agriculture, 
construction, materials handling, and specialty equipment.

Danfoss is a privately-owned company that has grown  
and improved its skills and expertise in energy-efficient  
solutions over the past 80 years. Danfoss sells its products  
in more than 100 countries and employs some 22,500  
people worldwide.

Danfoss…
 Approximate headcount: 22,500
 Products sold in over 100 countries worldwide
 Top five markets: USA, Germany, China, Russia and Italy
 Has 59 factories in 17 countries and sales offices in  
 58 countries
 Headquartered in Nordborg, Denmark
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Find us here:

Facebook: www.facebook.com/Danfoss

Twitter: www.twitter.com/Danfoss

Google+: http://plus.google.com/+danfoss 

YouTube: www.youtube.com/DanfossGroup

LinkedIn (Company Page): www.linkedin.com/company/Danfoss 
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FINANCIAL PERFORMANCE

Danfoss maintained a high level of sales in 2013. Net sales amounted to DKK 33,628m, versus DKK 34,007m in 2012. Adjusted for 

changes in exchange rates, net sales were up by 2%.

The Group improved its earnings. Profit before other operating income and expenses grew by 4% to reach DKK 3,870m, up from  

DKK 3,729m in 2012.

Danfoss continued to improve its financial versatility. Free cash flow was DKK 3,527m, against DKK 2,924m in 2012. At December 31, 

2013, Danfoss had net interest-bearing debt of DKK 4,116m, equal to 0.8 × EBITDA for the last four quarters.

The return on equity was 18.2%, up from 17.8% in 2012. The equity ratio was 43.8%, against 51.1% in 2012.

2013 highlights

Net sales EBIT excl. Other operating income 
and expenses

Net sales
EBIT excl. Other operating income 
and expenses
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THE CORE & CLEAR STRATEGY

Danfoss maintained the strong momentum in its implementation of the Group's Core & Clear strategy. Productivity across the Group has 

improved substantially, as have the Group's on-time delivery performance and the quality of its products.

Danfoss spent DKK 113m more on innovation in 2013 than in 2012. The level of innovation investment was 4.3% of net sales, or DKK 1,437m. 

 

Customer satisfaction improved in 2013. This is the third straight year of rising customer satisfaction ratings.

Also, employee commitment has never been higher. On a scale from 1 to 100, employee commitment  

has risen to 78 in 2013 from its initial rating of 67 back in 2007. The 2013 survey also showed that more  

and more employees give their immediate superior the best possible rating.

CORPORATE CITIZENSHIP

In 2013, Danfoss continued its efforts to reduce the Group’s energy consumption, and analyses were performed to reduce energy  

consumption in a further eight of the Group’s 15 largest factories. Energy consumption at Danfoss Power Solutions (the former Sauer-

Danfoss) and Danfoss Turbocor Compressors was included in the 2013 statement of the Group’s CO2 emissions from the consumption 

of electricity and heat. This accounts for the fact that emissions have increased considerably to reach 251,000 tons of CO2 compared to 

126,700 tons in 2012. When adjusted for energy consumption at Danfoss Power Solutions and Danfoss Turbocor Compressors, energy 

consumption in 2013 was on a par with 2012.

The Group has compliance programs within a number of areas. In 2013, special focus was applied to strengthening the anti-corruption 

and ethics programs. Employees and leaders underwent ethics training, where it was considered appropriate. Furthermore, the Group’s 

competition compliance program was strengthened in 2013 with an updated global Competition Compliance Manual.

OUTLOOK FOR 2014  

Danfoss expects the moderate global economic growth and low visibility of 2013 to continue in 2014. Accordingly, weak to moderate 

growth is also expected on the Group's markets. The results are expected to be affected by exchange rate fluctuations, especially in the 

first half of 2014. Danfoss expects to retain profitability through continual operational improvements and the targeted strategic initiatives 

already launched.

Net sales for 2014 are thus expected to show moderate growth in local currency terms.

Operating profit for 2014 is expected to rise in line with net sales.

2013 IN BRIEF  

−100 +100

2013
2012

2011
2010
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LETTER FROM THE EXECUTIVE COMMITTEE  

DANFOSS READY FOR THE FUTURE

   Powerful underlying business             We maintained sales and earnings in 2013  

at the levels of our two good years in 2011 and 2012. We also had a strong free cash flow 

and a high level of R&D expenditure. You might say that our results were created from within, 

driven by our powerful underlying business. Our solid financial results clearly show just how 

robust our Danfoss business is and that our Core & Clear strategy is working.  

   Contrasting performance                                The solid level of demand for Danfoss' 

technologies – which meet the growing need for a stable food supply, modern infra-

structure, efficient energy utilization and climate-friendly solutions – continued in 2013. 

One notable exception was the European market for solar panels, which virtually collapsed 

due to uncertainty and changes to the framework conditions. On the other hand, we 

were pleased to note that our power electronics business performed strongly all year. The 

same was true of our district heating business, which has particularly good prospects in 

China and Russia. There was also good news on the market for advanced mobile hydrau-

lics, as especially demand for materials handling and farm machinery was stronger than 

expected.

   BRIC countries at a historic level                 From a geographical perspective, the BRIC 

countries accounted for a record-high proportion of our consolidated sales in 2013 as  

a result of our targeted effort to expand in global growth economies. Both Russia and 

Brazil reported double-digit growth rates all year, and in China, our growth recovered to 

reach an acceptable level. Overall, the growth we achieved on emerging markets offset 

the decline we saw on the traditional markets of the United States and Europe, both of 

which remained weak growth environments.

   Top ratings for customer satisfaction and employee loyalty       The success we have 

achieved at Danfoss in a low-growth global market is strongly rooted in the continuing 

implementation of our Core & Clear strategy. The understanding and sense of ownership 

demonstrated by our employees is essential and a powerful factor in a successful imple-

Danfoss had a really good year in 2013, once again delivering solid  
results. We have strengthened our business and are poised for growth.

The Danfoss Annual Report shows how well Danfoss continued to perform in 2013 and the 

strong position we are in today. In fact, 2013 was an excellent year for the Group, in terms of 

both our financial results and the progress we made in the strategic initiatives under our 

Core & Clear group strategy. Danfoss fulfilled the expectations it set for 2013, just as in 2011 

and 2012. This is a highly satisfactory and impressive performance, especially considering the 

still subdued global economic growth and the negative shift in foreign exchange rates, 

which offset much of the sales growth we achieved on several of our largest markets.

	LETTER FROM THE EXECUTIVE COMMITTEE  
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mentation. With this in mind, we are all the more pleased to note how wholeheartedly 

Danfoss employees have backed our Core & Clear journey right from the start. In our 2013 

employee satisfaction survey, this support reached a new high.

The same goes for customer satisfaction: in 2013, we achieved improved customer satis-

faction in the third consecutive year, bearing witness to the effect of the greater customer 

focus created through Core & Clear.

   High level of innovation investment         The Core & Clear platform also involves 

targeted innovation. We have maintained a very high level of investment in R&D, and we 

have made customer involvement a central component of our product innovation. In the 

course of 2013, this resulted in a historically high number of product launches, all of which 

were based on the current market situation and actual customer needs.

   A strong platform                                              The past year marked the culmination of the 

first phase of Core & Clear, which we call “Get the Basics Right”. Through a targeted effort, 

we have strengthened the basic components of our business, creating a very strong plat-

form. The efforts of each of our employees in the rollout of Core & Clear have produced 

substantial improvements in our productivity, in managing our overheads, in reducing 

complexity, in lifting quality and in improving our on-time delivery performance. At the 

same time, we have invested heavily in innovation, and both our customer and employee 

satisfaction ratings have climbed. All of this has helped us to raise our company's profita-

bility by a satisfactory margin, achieve a solid bottom-line result and increase our financial 

versatility through a record-high free cash flow.

    Acquisition the highlight of the year         This financial versatility was essential for  

us in acquiring the remaining shares in Sauer-Danfoss Inc. in 2013 and obtaining full 

ownership of the company. This was undoubtedly the highlight of the year and probably 

one of the most important strategic acquisitions in recent Danfoss history. The purchase 

has strengthened our global position, and we can now leverage synergies across our two 

business segments, Danfoss Climate & Energy and Danfoss Power Solutions, which  

is Sauer-Danfoss' new name.

 

    Danfoss focused on growth                         Danfoss is well prepared for the challenges 

of the future. Our platform is in place, and we are ready for the next phase of our strategy. 

Our focus will be to expand Danfoss' global position and create profitable growth in our 

core business. We expect market growth to remain modest, but we intend to invest in 

areas such as branding, marketing and sales to gain an advantage in the battle for what 

limited growth there is. We intend to invest in the growth pockets that exist, for example 

as we are already doing in Turkey. We are also prepared to leverage Danfoss' financial 

strength in order to acquire new technologies and activities if the right opportunity 

presents itself. Our focus on growth will go hand in hand with continuing improvements 

in productivity and the supply chain and, not least, our level of innovation investment will 

remain high: all for the benefit of our customers.

On behalf of the Executive Committee,

Niels B. Christiansen

7
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From left:

Jesper V. Christensen, Niels B. Christiansen

and Kim Fausing.
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	FINANCIAL HIGHLIGHTS
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Financial highlights

DKKm

2009 2010 2011 2012 2013

INCOME STATEMENT
Net sales 24,165 31,550 33,904 34,007 33,628
Operating profit before depreciation, amortization, impairment and
other operating income and expenses 1,826 5,209 5,327 5,454 5,549

 Operating profit before depreciation, amortization and impairment (EBITDA) 1,354 5,053 5,924 5,752 5,296
Operating profit excl. other operating income and expenses -40 3,400 3,653 3,729 3,870
Operating profit (EBIT) -1,431 3,264 4,226 3,769 3,616
Share of profit from associates and joint ventures after tax -37 14 16 -2 8
Financial items, net 349 -334 -1,024 -421 -369

Profit before tax from continuing operations -1,119 2,944 3,218 3,346 3,255

Profit from discontinued operations -635 -829 -931 0 0
Net profit -1,402 1,378 1,314 2,339 2,285

BALANCE SHEET
Total non-current assets 19,289 18,703 17,422 17,038 16,052
Total assets 28,642 29,868 28,124 27,768 26,116
Total shareholders' equity 10,055 11,700 12,597 14,193 11,443
Net interest-bearing debt 9,144 6,675 4,634 2,691 4,116
Net assets 18,995 18,167 17,037 16,775 15,476
Capital expenditure 1,009 973 1,335 2,053 1,210

CASH FLOW STATEMENT
Cash flow from operating activities 2,858 3,387 3,359 4,245 4,444
Cash flow from investing activities -1,894 -741 -209 -1,321 -917

    acquisition of intangible assets and property, plant and equipment -895 -634 -1,220 -1,169 -1,003

    acquisition of subsidiaries and activities -893 -132 1,106 -191 0
Free cash flow 964 2,646 3,150 2,924 3,527
Free cash flow before M&A 1,906 2,792 2,078 3,019 3,513
Cash flow from financing activities -733 -2,037 -2,530 -2,779 -3,623

NUMBER OF EMPLOYEES
Number of employees 25,740 23,392 23,430 23,092 22,463

FINANCIAL RATIOS
Organic net sales growth (%) -12 25 10 -2 1
EBITDA margin excl. other operating income ect. (%) 7.6 16.5 15.7 16.0 16.5
EBITDA margin (%) 5.6 16.0 17.5 16.9 15.7
EBIT margin excl. other operating income etc. (%) -0.2 10.8 10.8 11.0 11.5
EBIT margin (%) -5.9 10.3 12.5 11.1 10.8
RONA (%) -7.1 17.6 24.0 22.3 22.4
Return on equity (%) -13.0 12.3 9.0 17.8 18.2
Equity ratio (%) 35.1 39.2 44.8 51.1 43.8
Leverage ratio (%) 92.5 62.2 36.8 19.0 36.0
Net interest bearing debt to EBITDA ratio 6.8 1.3 0.8 0.5 0.8
Dividend pay-out ratio (%) 0.0 7.5 25.0 17.1 35.0
Dividend ratio per share (%) 0.0 10.0 31.5 39.2 78.3

In situations where the ratios have been defined according to "Recommendations & Key Figures 2010", as prepared by the Danish Association of 

Financial Analysts, the ratios are computed according to these definitions.

FINANCIAL HIGHLIGHTS

FINANCIAL HIGHLIGHTS S  
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CORE & CLEAR STATUS 
Initial phase of strategy in place

Four cornerstones of the Core & Clear strategy

Danfoss has a strong global position as  

a supplier of technologies that meet the 

growing need for food supply, modern 

infrastructure, efficient energy utilization 

and climate-friendly solutions. The Core & 

Clear strategy provides the scope and 

framework for expanding Danfoss' world-

leading position. Since 2010, Core & Clear 

has been the driver of the decisions and 

choices made at Danfoss to strengthen 

the Group's results and reputation.

Strong momentum
Building on Core & Clear, the Group has 

Core & Clear:  
Strong focus on the core 
business 

The Core & Clear strategy is rooted in  

a strong focus on optimizing the core 

business areas. In the first years of Core & 

Clear, the main objective was to reduce 

business complexity, also by divesting 

non-core business activities. Now, the 

focus is on optimizing the core businesses. 

Backed by a consistently strong free cash 

flow, Danfoss can quickly finance invest-

ments and acquisitions that can strengthen 

built up a strong momentum across the 

business, achieving powerful results. 

Despite a period of global economic 

slowdown, weak growth and spending 

restraint, Danfoss has managed to main-

tain a high level of sales while markedly 

improving the Group's financial strength 

and versatility. 

The means to these ends were improving 

product quality, increasing investment in 

innovation, sharpening customer focus, 

reducing business complexity and acquir-

ing new technologies and activities for the 

Group.

its core business areas. At the beginning  

of 2013, Danfoss gained full ownership of 

the former joint venture Danfoss Turbocor 

Compressors. This move has reinforced the 

company's already strong position in 

variable speed compressors. 

Also in 2013, Danfoss completed one of the 

largest and most strategically important 

investments in its corporate history when it 

acquired the remaining shares in Sauer-

Danfoss Inc. and became the sole owner of 

that company. This DKK 3.9bn purchase 

Since the successful implementation of the initial phase of its business strategy, Danfoss 
has strengthened its product quality, stepped up investment in innovation, sharpened  
its customer focus, reduced business complexity and acquired new technologies and 
activities for the Group.

	CORE & CLEAR STATUS

Ready for growth
This puts in place the building blocks for 

the initial phase of the strategy, a process 

focused on strengthening the core elements 

of the business. The Danfoss Group has 

now been streamlined and is ready for 

growth. The next phase will be to build  

on this strong foundation by launching 

initiatives that will help accelerate growth 

while remaining firmly focused on main-

taining profitability, quality and efficiency 

in the business.

highlights the financial versatility Danfoss 

has gained since setting out on its Core & 

Clear journey in 2010.

Free & Agile:  
World-class production 
facilities and supply chain

Starting out the year at already high levels, 

Danfoss achieved double-digit productiv-

ity enhancements in 2013 at all Danfoss 

Climate & Energy factories. At the same 

time, the Group continued to cut the 

Core & Clear Free & Agile Customer & Innovation Passion & Performance
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CORE & CLEAR STATUS  

Starting out the year at already high levels, 
Danfoss achieved double-digit productivity  
enhancements in 2013 at all Danfoss Climate & 
Energy factories
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	CORE & CLEAR STATUS

number of product codes, reducing  

complexity in the business and improving 

transparency across product families and 

business areas. Continuing to streamline its 

procurement activities, Danfoss has further 

cut the number of suppliers it uses to 

bring benefits in the form of less com-

plexity, faster delivery and better prices. 

The combined result of these efforts is 

that Danfoss now has a world-class pro-

duction apparatus and supply chain, and 

the work to enhance these fundamental 

components of the business will continue.

Customer & Innovation:  
Achieving supreme  
innovation and scoring high 
on customer satisfaction

Danfoss successfully improved customer 

satisfaction in 2013: This is the third straight 

year of rising customer satisfaction at 

Danfoss, bearing witness to the effect of 

the greater customer focus created 

through Core & Clear. Quality and on-time 

delivery are crucial elements of our cus-

tomer focus. Through a dedicated follow-up 

process in 2013, Danfoss raised its product 

quality even further while also improving 

on-time delivery performance. Much of the 

improvement was achieved through the 

systematic approach implemented across 

the Group through the Danfoss Business 

System. The goal is for all business areas  

to comply with ISO/TS16949, one of the 

toughest quality standards in the world,  

by the end of 2015. Implementation of the 

25 processes aimed at ensuring compli-

ance with this standard is progressing to 

plan. In 2013, five more Danfoss factories 

were certified to ISO/TS16949, bringing  

the current total to 14.

Dedicated innovation is another key ele-

ment of the Danfoss Core & Clear strategy. 

By carefully investing in select high-poten-

tial growth areas, Danfoss has developed 
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CORE & CLEAR STATUS  

Core & Clear strategy
Danfoss pursues the Core & Clear strategy, which is rooted in a strong commitment to quality, on-time delivery and innovation. The 

strategy designates food supply, modern infrastructure, efficient energy utilization and climate-friendly solutions as the key strategy 

themes in what Danfoss does.    

Core & Clear builds on four core elements: 
Core & Clear:  

Danfoss focuses on those core activities in which the Group already holds or is in the process of capturing a leading global position. 

Danfoss must ensure that, in its core business, it always differentiates itself clearly from the competition.

Free & Agile:  

Danfoss must have the ability to adapt to changes in market trends. This requires that the Group continually works on becoming 

more flexible and agile. To do that, we must consistently optimize our supply chain and administrative processes and maintain a firm 

focus on strengthening our financial versatility by maintaining a strong free cash flow.

Customer & Innovation:  

Danfoss is a flexible business partner. We invest in providing a simple and value-creating proposition for our customers. We base 

our product innovation on customer needs and manufacture top-quality customized solutions. 

Passion & Performance:  

Danfoss achieves results through a passionate commitment and our ability to successfully implement our strategy. We are focused 

on communicating a single clear direction in moving forward, defining clear and ambitious goals for employees and managers 

alike and following up on them, and investing in competency building and the ability to meet ambitious goals.

new technologies in areas such as flat 

stations for district heating solutions, 

software for controlling mobile machinery 

and advanced home heating control 

systems. Danfoss continued a high level of 

investment in R&D in 2013. In a peer group 

comparison, Danfoss ranks among those 

allocating the most resources to innovation. 

Thanks to the high level of investment, the 

number of product launches during the 

year was once again at a historic high.

Involving customers in the development  

of new Danfoss products is essential in 

delivering products that make a difference. 

In other words, customer focus is an inte-

gral part of the innovation process at 

Danfoss, and efforts to involve customers 

even more in its product development 

continued in 2013. As a result, Danfoss can 

today deliver products that are even more 

customized to meet individual customer 

needs.

Passion & Performance: 
Employee commitment at 
highest level ever

An ongoing focus area at Danfoss is  

employee understanding of and support 

for the changes resulting from the Core & 

Clear strategy. The successful implementa-

tion of the many Core & Clear initiatives rely 

strongly on a powerful commitment to the 

strategic direction by Danfoss employees, 

and that commitment has been rising 

since the launch of Core & Clear in 2010.

Danfoss has conducted employee satisfac-

tion surveys every other year since 2007, 

and the 2013 survey revealed the highest 

employee commitment rating yet. On  

a scale from 1 to 100, employee commit-

ment has risen from 67 in 2007 to 78 in 

2013. Leadership skill ratings also improved 

in 2013.

The constant effort to improve employee 

competencies continued in 2013, as did 

the rollout of the employee performance 

review systems in the Group. In addition to 

demonstrating the need for competence 

building, these reviews are also a means  

of defining clear-cut goals for both em-

ployees and managers.
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For people at Danfoss, constantly wanting 

to make our products even better and 

conducting research into developing new 

technologies is quite simply a way of life. 

Passion for innovation is a part of the 

Danfoss corporate spirit. Our engineers  

live to set new standards in terms of energy 

efficiency, quality and performance:  

making the impossible possible.

A major investment
Danfoss has strengthened its innovation 

capacity and product development pro-

grams over the past few years. Relative to 

its size, Danfoss allocates more resources to 

innovation than most other companies in 

its peer group. In 2013, Danfoss increased 

its innovation spend by more than DKK 

100m relative to 2012. Measured as a 

percentage of sales, investment rose to 

4.3% from 3.9% in 2012. Overall, Danfoss 

invested DKK 1,437m in innovation in 2013. 

During the year, Danfoss filed 221 new 

patent applications and was granted 208 

patents. At December 31, 2013, the Group 

had a total of 1,932 patents.

Involving customers from start  
to finish
Targeted investment is a fundamental 

requirement for product development, but 

what has had the most far-reaching effect 

in recent years has been Danfoss involving 

its customers. When we develop a new 

product, the customer must be involved 

from start to finish. That enables us to 

combine the customer's experience in 

applying the product on a daily basis with 

our technical expertise and our engineers' 

passion for innovation. The result is top-

quality and innovative products that meet 

actual customer needs. And that's good for 

Danfoss, because then we can be sure 

there is a demand for the product we are 

developing. It is also good for our custom-

ers, because they can be sure they will get 

a product that lives up to their expecta-

tions.

A specific example of how Danfoss  

involves its customers in product develop-

ment is the Application Development 

Center in Ames, Iowa, in the U.S. and in 

Nordborg, Denmark, where customers can 

test Danfoss' hydraulic systems and com-

ponents in their own mobile machinery.

IN
N

O
VA

TI
O

N R&D at Danfoss

INNOVATION  LIKE 
NEVER BEFORE 
Major investments, customer involvement and  
committed employees are setting new standards  
for product development at Danfoss. The Group  
spent close to DKK 1.5bn on innovation in 2013.
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TMTHW wheel drive 
motor  
A new wheel motor for 

heavy-duty cutting heads 

for forestry machines and 

other equipment requiring 

substantial torque and 

high speeds. Special  

features of this model 

include a higher load 

capacity and a patented 

dual shaft seal that ensures 

reliable operation without 

leaks, even under the most  

rugged working  

conditions.

XGM032, HEX heat 
exchanger 

A heat exchanger is the 

link between the munici-

pal heating system and  

a household heating 

system. This model is both 

lighter and more compact, 

which means it takes up 

less space in the home, 

and it is the first in the 

world with a gasket  

solution based on  

microplate technology. 

VFM2 valve and AMV/E 
6xx actuator,  
motorized control valve 
solution 

Easy to install and operate, 

the valve has been a huge 

success on the Chinese 

and Russian municipal 

heating markets. The 

advantages of this 

motorized control valve 

are its high capacity and 

flexible options in adding 

functionalities.

EvoFlat, flat station  
A flat station is a control system 

that regulates the municipal  

heating system in the home. This 

new and efficient model ensures 

instant hot water delivery from 

the municipal system, which 

provides greater comfort for 

residents of large housing com-

plexes. Integrating all measuring 

devices into one installation 

provides both energy savings and 

a more efficient distribution of 

energy at the same time. 

DHP-R ECO, heat pumps  
This new series of heat 

pumps includes sizes 

ranging from 20 to 42 kW. 

These heat pumps feature 

the latest technology from 

Danfoss, including com-

pressors, heat exchangers, 

electronic expansion 

valves and sensors,  

enabling efficiency  

improvements of up to 

24%.  

Innovation 2013

New product launches in 2013
Danfoss introduced a record number of products in 2013: here are a selection of the products launched.
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Extended and improved 
portfolio of high-pressure 
components - SGP sight 
glass, GBC ball valve, and 
NRV check valve  
Danfoss has expanded the 

portfolio of control systems 

for CO2 by upgrading with a 

new generation of inspection 

windows and improved valves. 

The new range of components 

are well-suited for CO2 cooling 

and other high-pressure  

applications.

AK-SM 800, control 
system for cooling 
equipment  
The system control unit 

in this series is part of 

the market's best control 

solution for supermarket 

cooling applications. The 

new system combines the 

benefits of easy installation, 

remote access to system 

data, improved food 

cooling and lower power 

consumption.

H1B250  
Bent Axis-motor 
This new motor is an 

axial piston pump featuring 

the market's strongest 

synchronization shaft, and 

its features make this motor 

ideal for rough-terrain 

forklifts, combines, wheel 

loaders and other off-road 

vehicles.  

Shhark Quiet tech-
nology gear pumps 

These pumps utilize the 

all-new noise-reducing 

Shhark Design that  

guarantees operational 

cost savings and less 

noise, even after many 

hours of heavy-duty load 

operation. This type of 

gear pump is typi-

cally used in construction 

equipment, agricultural 

machinery and lifting 

equipment.

H1 AC Eco Mode  
control option 

This new automatic control 

option offers increased driv-

ing comfort in off-highway 

machines while also help-

ing lower both noise levels 

and fuel consumption.  

Automatic highway 

activation reduces engine 

revolutions while maintain-

ing vehicle speed.

PLUS+1® GUIDE 7.0 

The PLUS+1 GUIDE 7.0 

is an upgrade to the 

industry-proven PLUS+1 

controls concept that 

digitally and seamlessly ties 

the hydraulic components 

on the machine together. 

It includes new features 

and options that increase 

developer productivity and 

support functional safety 

standards – thereby bring-

ing machines to market 

faster.

OSPU control unit 

This new control unit is  

a cost-efficient alternative  

to dual-displacement 

control systems. The unit is 

used in mobile machinery 

that requires emergency 

manual steering, i.e. tractors, 

backhoes, telehandlers and 

combines. 
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690 V IP20 VLT® 
 frequency converters  

This series enables control 

of 690 V motors as small as 

0.37 kW without the need 

for expensive oversized 

frequency converters or 

step down transformers. 

Built on the efficient and 

reliable VLT® platform, 

these frequency converters 

are particularly suitable for 

installations in chemical, 

energy, mining, water and 

wastewater treatment, and 

marine applications. 

Danfoss Solar Inverters FLX 
series of string inverters   
The series is the second genera-

tion of three-phase transformer-

less string inverters for PV instal-

lations. With their flexibility, ease 

of installation and high efficiency, 

these inverters can be used in a 

wide range of applications, from 

single households to large-scale 

power plants.  

VLT® AutomationDrive FC 360, 
frequency converters  

Designed for the efficient control 

of electrical motors in the indus-

trial segment, these frequency 

converters are specifically targeted 

for the Asian market. Frequency 

converters can increase the  

efficiency and quality of many 

industrial processes, as well as 

reduce energy consumption in  

a variety of industrial applications 

such as textile industry  

equipment.

LLZ Danfoss scroll compressors 
for low-temperature cooling 
Danfoss expanded its selection of 

refrigeration scroll compressors  

with this LLZ range in 2013. The  

new series improves energy  

efficiency and cooling capacity  

by more than 20%.

40 ton Danfoss scroll compressor 
for chillers and roof top units  
This SH485 compressor is used in 

equipment like chillers or roof top 

units. The new model allows custom-

ers to offer a product that satisfies 

even the strictest regulatory require-

ments and provides significant 

energy and costs savings over the 

lifespan of the system. End users will 

also benefit from massive energy  

savings, low noise levels, a longer 

service life and lower maintenance 

costs.

APP and iSave high-pressure 
pumps and energy 

recycling units 
Two innovative high-pressure 

pumps and energy recycling 

units for desalination systems for 

producing fresh water for  

drinking water or irrigation 

purposes. 
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FINANCIAL REVIEW
Danfoss delivered strong results and its best-ever free cash flow in 2013, driven by  
a consistently strong performance of the underlying core business and the targeted  
and successful implementation of the Core & Clear strategy.
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Presentation of results  
Net sales remained strong at DKK 

33,628m, against DKK 34,007m in 2012. 

Adjusted for the effects of exchange rate 

fluctuations, net sales were up 2% over  

the strong 2012-figure. Net sales were in 

line with expectations, which was a satis-

factory result.

As expected, 2013 was another year of 

subdued global economic growth. The 

stagnant economy slowed demand for 

Danfoss' climate and energy-efficient 

technologies and hydraulic solutions for 

machinery used in agriculture and con-

struction. However, Danfoss managed to 

defend or grow its market share in most 

business areas during the year. The year 

began on a slow note, but quarter by 

quarter the Group successfully lifted its 

sales, as expected. Due to changes in 

exchange rates, however, much of the 

top-line growth was offset by relatively 

strong drop in the currencies on several  

of Danfoss' markets, particularly in the 

second half of the year. 

The Group successfully took advantage of 

the few growth pockets that existed on the 

market during the year. The targeted effort 

on the BRIC markets is producing results, 

and at 22%, the four countries accounted 

for a record-high share of consolidated 

sales in 2013. Especially the Brazilian market 

did very well during the year, reporting 

30% growth in local currency. Russia, a 

market on which Danfoss has generated 

strong growth for quite some time, also 

produced high growth rates, although 

with a slightly weakening trend in the 

second half of the year. The Chinese 

market saw stable moderate growth all 

year. The same applies to India, which 

continued last year's level of performance. 

Overall, the BRIC countries continued 

recent years' upward trend. 

The improvements in the BRIC countries 

offset the slowdown the Group experi-

enced in its traditional markets in the 

United States and Europe. The US market 

reported a slowdown in the early part of 

the year, which stabilized in the second 

half. Plunging demand on the European 

solar panel market caused by changes to 

national subsidy schemes, especially in 

Germany and Denmark, and uncertainty 

about the framework conditions for the 

solar energy sector in Europe were the 

reasons Danfoss did not see growth in 

Europe. 

The Danfoss Climate & Energy segment 

experienced a stable performance 

throughout 2013, and sales remained at 

the 2012 level. The district heating and 

power electronics business areas both had 

a particularly good year in 2013. Adjusted 

for the effect of exchange rate fluctuations, 

North America
23% (23%)

Latin America
5% (5%)

Africa/Middle East
2% (2%)
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40% (40%)

Other Europe
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Asia - Pacific
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External sales per region 2013 (2012)

Net sales EBIT excl. Other operating income 
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the growth rate was 2%. In other words, 

the business segment managed to offset 

the revenue drop stemming from the Solar 

Inverter business. 

Danfoss Power Solutions began 2013 with 

the prospect of a subdued market. After  

a slow start to the year, the segment built  

a strong momentum in the latter half of 

2013, and full-year sales ended 3% higher 

than in 2012.

Operating profit excluding other oper-
ating income and expenses grew by 4% 

to reach DKK 3,870m, up from DKK 3,729m 

in 2012. The main drivers of these improved 

results were the successful Core & Clear 

strategy and the resulting operational 

improvements in the core business in areas 

such as procurement, productivity and 

reduced complexity, all combined with 

good management keeping costs under 

control.

Operating profit (EBIT) amounted to DKK 

3,616m, against DKK 3,769m in 2012. EBIT 

was largely unchanged when adjusted for 

the non-recurring costs of DKK 110m that 

were mainly related to the acquisition of 

the remaining shares in Sauer-Danfoss Inc. 

and re-branding. Accordingly, EBIT was in 

line with the level expected at the begin-

ning of the year, which was satisfactory. 

Earnings were particularly strong in mid-

year, which is traditionally Danfoss' peak 

season, and – adjusted for the above- 

mentioned non-recurring costs – Q3 2013 

was the best quarter in the Group's history. 

Financial items totaled an expense of DKK 

369m, against an expense of DKK 421m in 

2012.

Net profit was better than expected, at 

DKK 2,285m against DKK 2,339m in 2012.  

The main reasons for the slightly lower 

profit in 2013 were the above-mentioned 

non-recurring costs related to the acquisi-

tion of the remaining shares in Sauer- 

Danfoss Inc. as well as costs related to 

organizational adjustments.

Balance sheet 
The acquisition of the remaining shares in 

Sauer-Danfoss Inc. affected shareholders' 
equity. As a result of IFRS rules, equity was 

reduced for accounting purposes as the 

former minority interests were previously 

recognized in the Group's equity, and their 

market value had increased since the 

valuation in 2008. Equity stood at DKK 

11,443m at December 31, 2013, compared 

to DKK 14,193m at December 31, 2012. 

The return on equity was 18.2%, up from 

17.8% in 2012.

Total assets amounted to DKK 26,116m  

at December 31, 2013 against DKK 27,768m 

at the year-earlier date.

Net interest-bearing debt stood at DKK 

4,116m at December 31, 2013, compared 

with DKK 2,691m at the year-earlier date. 

This change was also due to Danfoss taking 

full ownership of Sauer-Danfoss Inc. The 

level of debt is  equal to 0.8 × EBITDA for 

the last four quarters, which is within the 

target range of from 0 to 2 times EBITDA 

for the last four quarters. The Group  

management considers the level of debt  

to be satisfactory.

Interest-bearing debt included DKK 2,380m 

(58%) non-recurring debt maturing after 

more than 12 months. At December 31, 

2013, the Group had unutilized and non-

terminable long-term credit commitments 

of DKK 5.5bn against DKK 6.0bn at the 

year-earlier date in addition to cash and 

cash equivalents and ordinary operating 

credits.

Cash flow statement 
The already very high free cash flow set  

a new record in 2013, driven by strong 
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»The Group successfully took 
advantage of the few growth 
pockets that existed on the 
market during the year. The 
targeted effort on the BRIC 
markets is producing results, 
and at 22%, the four countries 
accounted for a record-high 
share of consolidated sales  
in 2013.«

earnings and significant improvements to 

the working capital. Consisting of the DKK 

4,444m cash flow from operating activities 

and the DKK –917m cash flow from invest-

ing activities, the free cash flow amounted 

to DKK 3,527m, against DKK 2,924m in 2012. 

Free cash flow before mergers and acquisi-

tions amounted to DKK 3,513m, against 

DKK 3,019m at December 31, 2012, an 

improvement of 16%.

Innovation 
Danfoss concentrated its innovation activi-

ties on developing energy-efficient and 

performance-enhancing solutions in the 

Group's core business areas. The product 

development program was further 

strengthened through significant invest-

ments: Danfoss has never made more 

product launches than it did in 2013. 

Danfoss invested DKK 1,437m in product 

development in 2013, compared to DKK 

1,324m in 2012. Measured as a percentage 

of sales, investment rose to 4.3% from 3.9% 

in 2012. During the year, Danfoss filed 221 

new patent applications compared to 152 

last year, and 208 patents were granted to 

the Group against 244 patents in 2012. At 

December 31, 2013, the Group had 1,932 

patents, compared to 2,101 last year.

Human capital 
Being able to attract and retain people 

with the right knowledge and skills is 

essential if Danfoss is to retain and expand 

its leading market position in its core 

business areas. The Group offers special 

incentive schemes to retain key staff and 

managers.

Danfoss also makes an ongoing effort to 

build and develop employee qualifications 

through on-the-job training, courses and 

other learning activities. For example, 
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Danfoss expanded its offering of e-learning 

opportunities available to employees  

and made some courses mandatory for 

managers.

In addition, Danfoss holds annual employee 

performance reviews in support of the 

continuing development of employee 

qualifications, ensuring consistency  

between levels of responsibility and  

levels of competency.

Employees 
The Danfoss Group had 22,463 employees 

at December 31, 2013 against 23,092 at the 

year-earlier date. The drop was mainly 

attributable to a number of adaptations 

to global market conditions that Danfoss 

rolled out in the third quarter and which 

took effect in the second half of 2013. The 

Group's employees were distributed as 

follows by geography: 7,772 in Europe 

excluding Denmark (2012: 7,977), 3,920 in 

North America including Mexico (2012: 

3,988), 412 in Latin America (2012: 451), 

4,889 in Asia-Pacific including China (2012: 

4,895), and 55 in Africa-Middle East (2012: 
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»Operating profit excluding 
other operating income  
and expenses grew by 4%  
to reach DKK 3,870m, up from 
DKK 3,729m in 2012. The main 
drivers of these improved 
results were the successful 
Core & Clear strategy and  
the resulting operational 
improvements in the core 
business in areas such as 
procurement, productivity 
and reduced complexity,  
all combined with good 
management and costs  
that were under control. «
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tion with the acquisition in April, Sauer-

Danfoss Inc. was delisted from the New 

York Stock Exchange. In September, Sauer-

Danfoss Inc. was renamed Danfoss Power 

Solutions and is a business segment of the 

Danfoss Group.

Since acquiring a site near Chennai, India, 

at the end of 2012, Danfoss has begun 

building  extensive production and devel-

opment facilities. The project at Chennai is 

an important component of Danfoss' 

strategy to increase the Group's presence 

on the Indian market. Danfoss also  

expanded its activities in China in 2013, 

with the Group opening two new factories 

located in the Haiyan area near Shanghai. 

The factories manufacture energy-efficient 

heat exchangers for heating and cooling 

buildings, as well as hydraulic components 

and systems for mobile machinery.

FINANCIAL REVIEW   

Accounting policies 
The Annual Report has been prepared in 

accordance with International Financial 

Reporting Standards (IFRS) and Danish 

disclosure requirements for annual reports 

of companies in Reporting Class D. Changes 

have been made to the accounting policies 

in 2013 as a result of the implementation of 

new standards and interpretations. The 

changes have not had a material effect on 

recognition or measurement.
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54). At December 31, 2013, Danfoss had 

5,415 employees in Denmark compared  

to 5,727 a year earlier.

Changes in the Executive Committee 
Effective July 1, 2013, Jesper V. Christensen 

joined the Executive Committee as 

Executive Vice President & CFO. The other 

members of the Executive Committee  

are President & CEO Niels B. Christiansen 

and Executive Vice President & COO  

Kim Fausing.

Acquisitions, business expansions  
and establishments in 2013 
On April 12, 2013, Danfoss completed its 

purchase of the shares in Sauer-Danfoss 

Inc. it did not already own. In acquiring 

these shares at a total value of DKK 3.9bn, 

Danfoss achieved its strategic objective of 

gaining sole ownership of Sauer-Danfoss 

Inc. Full ownership has come at a total 

price of DKK 7.1bn since 2008. In connec-

The Danfoss Group  

had 22,463 employees 

at December 31, 2013 

against 23,092 at the 

year-earlier date
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Mill. DKK 
(unless otherwise stated)        Q1 2012 Q2 2012 Q3 2012 Q4 2012 2012 Q1 2013 Q2 2013 Q3 2013 Q4 2013   2013
Profit and loss accounts

Net sales 8,357 8,865 8,763 8,022 34,007 8,063 8,752 8,712 8,100 33,628
Operating profit before depreciation, amortization, impairment and
other operating income and expenses 1,245 1,444 1,554 1,211 5,454 1,106 1,408 1,688 1,347 5,549
Operating profit before depreciation, amortization and impairment (EBITDA) 1,217 1,451 1,565 1,519 5,752 1,057 1,336 1,587 1,316 5,296
Operating profit excl. other income and expenses 823 1,009 1,119 776 3,729 679 987 1,273 931 3,870
Operating profit (EBIT) 796 1,016 1,130 827 3,769 638 907 1,172 899 3,616
Financial income/expenses -103 -85 -55 -179 -421 -36 -133 -96 -103 -369
Profit before tax 693 935 1,076 641 3,346 603 778 1,079 796 3,255
Net profit 486 696 804 353 2,339 422 556 708 598 2,285

Balance sheet
Total non-current assets 17,297 17,581 17,101 17,038 17,038 17,024 16,691 16,127 16,052 16,052
Assets 29,057 29,723 28,857 27,768 27,768 28,546 28,450 27,472 26,116 26,116
Total shareholders’ equity 12,997 13,398 14,153 14,193 14,193 14,637 10,445 10,942 11,443 11,443
Net interest-bearing debt 4,493 4,778 3,396 2,691 2,691 2,767 6,721 5,421 4,116 4,116
Net assets 17,304 17,979 17,353 16,775 16,775 17,332 17,089 16,284 15,476 15,476
Capital expenditure 187 402 234 1,230 2,053 191 272 286 461 1,210

Cash flow statement
Cash flow from operating activities 317 1,225 2,770 4,245 4,245 435 1,265 2,623 4,444 4,444
Cash flow from investing activities -195 -561 -694 -1,321 -1,321 -56 -340 -505 -917 -917
  acquisition of intangible assets and property,
  plant and equipment -183 -560 -772 -1,169 -1,169 -167 -471 -612 -1,003 -1,003
  acquisition of subsidiaries and activities 0 6 6 -191 -191 0 0 2 -1 -1
Free Cash flow 122 664 2,076 2,924 2,924 378 925 2,118 3,527 3,527
Free cash flow before M&A 121 659 2,078 3,019 3,019 365 918 2,121 3,513 3,513
Cash flow from financing activities -5 -604 -1,898 -2,779 -2,779 -530 -974 -2,202 -3,623 -3,623

Key figures
Organic net sales growth ( %) 0 -2 0 -3 -2 -4 -1 3 5 1
EBITDA margin excl. other operating income etc. (%) 14.9 16.3 17.7 15.1 16.0 13.7 16.1 19.4 16.6 16.5
EBITDA margin (%) 14.6 16.4 17.9 15.1 16.9 13.1 15.3 18.2 13.6 15.7
EBIT margin excl. other operating income etc. (%) 9.9 11.4 12.8 8.5 11.0 8.5 11.3 14.6 9.1 11.5
EBIT margin (%) 9.5 11.5 12.9 8.6 11.1 7.9 10.4 13.5 8.2 10.8
Equity ratio (%) 44.7 45.1 49.0 51.1 51.1 51.3 36.7 39.8 43.8 43.8
Leverage ratio (%) 34.6 35.7 24.0 19.0 19.0 18.9 64.3 49.5 36.0 36.0
Net interest bearing debt to EBITDA ratio 0.8 0.9 0.6 0.5 0.5 0.5 1.2 1.0 0.8 0.8

Geographical segments
Total net sales
EU 3,511 3,621 3,518 3,086 13,735 3,268 3,377 3,405 3,265 13,316
Rest of Europe 674 867 1,082 1,040 3,663 803 944 1,153 1,011 3,911
Asia 1,332 1,434 1,605 1,529 5,899 1,242 1,551 1,604 1,493 5,890
North America 2,159 2,260 1,855 1,671 7,945 2,081 2,113 1,811 1,660 7,666
Africa 53 84 75 61 274 51 68 65 47 230
Pacific 143 138 129 141 551 128 128 149 134 538
Latin America 400 352 407 397 1,556 400 449 435 401 1,685
Middle East 85 109 92 97 384 90 122 90 89 392
Total 8,357 8,865 8,763 8,022 34,007 8,063 8,752 8,712 8,100 33,628

Number of employees
Europe excl. Denmark 8,146 8,243 8,139 7,977 7,977 7,973 8,041 7,972 7,772 7,772
North America incl. Mexico 3,718 3,813 3,877 3,988 3,988 3,994 4,039 3,946 3,920 3,920
Latin America 448 455 454 451 451 441 427 418 412 412
Asia-Pacific incl. China 4,807 4,866 4,904 4,895 4,895 4,894 4,950 4,936 4,889 4,889
Africa - Middle East 56 60 60 54 54 57 58 58 55 55
Total exclusive sold companies/activities 23,120 23,310 23,135 23,092 23,092 23,043 23,155 22,842 22,463 22,463  

» The product development program was further strengthened through significant  
investments: Danfoss has never made more product launches than it did in 2013. 
Danfoss invested DKK 1,437m in product development in 2013, compared to DKK 1,324m 
in 2012. Measured as a percentage of sales, investment rose to 4.3% from 3.9% in 2012.«

	FINANCIAL REVIEW
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Mill. DKK 
(unless otherwise stated)        Q1 2012 Q2 2012 Q3 2012 Q4 2012 2012 Q1 2013 Q2 2013 Q3 2013 Q4 2013   2013
Profit and loss accounts

Net sales 8,357 8,865 8,763 8,022 34,007 8,063 8,752 8,712 8,100 33,628
Operating profit before depreciation, amortization, impairment and
other operating income and expenses 1,245 1,444 1,554 1,211 5,454 1,106 1,408 1,688 1,347 5,549
Operating profit before depreciation, amortization and impairment (EBITDA) 1,217 1,451 1,565 1,519 5,752 1,057 1,336 1,587 1,316 5,296
Operating profit excl. other income and expenses 823 1,009 1,119 776 3,729 679 987 1,273 931 3,870
Operating profit (EBIT) 796 1,016 1,130 827 3,769 638 907 1,172 899 3,616
Financial income/expenses -103 -85 -55 -179 -421 -36 -133 -96 -103 -369
Profit before tax 693 935 1,076 641 3,346 603 778 1,079 796 3,255
Net profit 486 696 804 353 2,339 422 556 708 598 2,285

Balance sheet
Total non-current assets 17,297 17,581 17,101 17,038 17,038 17,024 16,691 16,127 16,052 16,052
Assets 29,057 29,723 28,857 27,768 27,768 28,546 28,450 27,472 26,116 26,116
Total shareholders’ equity 12,997 13,398 14,153 14,193 14,193 14,637 10,445 10,942 11,443 11,443
Net interest-bearing debt 4,493 4,778 3,396 2,691 2,691 2,767 6,721 5,421 4,116 4,116
Net assets 17,304 17,979 17,353 16,775 16,775 17,332 17,089 16,284 15,476 15,476
Capital expenditure 187 402 234 1,230 2,053 191 272 286 461 1,210

Cash flow statement
Cash flow from operating activities 317 1,225 2,770 4,245 4,245 435 1,265 2,623 4,444 4,444
Cash flow from investing activities -195 -561 -694 -1,321 -1,321 -56 -340 -505 -917 -917
  acquisition of intangible assets and property,
  plant and equipment -183 -560 -772 -1,169 -1,169 -167 -471 -612 -1,003 -1,003
  acquisition of subsidiaries and activities 0 6 6 -191 -191 0 0 2 -1 -1
Free Cash flow 122 664 2,076 2,924 2,924 378 925 2,118 3,527 3,527
Free cash flow before M&A 121 659 2,078 3,019 3,019 365 918 2,121 3,513 3,513
Cash flow from financing activities -5 -604 -1,898 -2,779 -2,779 -530 -974 -2,202 -3,623 -3,623

Key figures
Organic net sales growth ( %) 0 -2 0 -3 -2 -4 -1 3 5 1
EBITDA margin excl. other operating income etc. (%) 14.9 16.3 17.7 15.1 16.0 13.7 16.1 19.4 16.6 16.5
EBITDA margin (%) 14.6 16.4 17.9 15.1 16.9 13.1 15.3 18.2 13.6 15.7
EBIT margin excl. other operating income etc. (%) 9.9 11.4 12.8 8.5 11.0 8.5 11.3 14.6 9.1 11.5
EBIT margin (%) 9.5 11.5 12.9 8.6 11.1 7.9 10.4 13.5 8.2 10.8
Equity ratio (%) 44.7 45.1 49.0 51.1 51.1 51.3 36.7 39.8 43.8 43.8
Leverage ratio (%) 34.6 35.7 24.0 19.0 19.0 18.9 64.3 49.5 36.0 36.0
Net interest bearing debt to EBITDA ratio 0.8 0.9 0.6 0.5 0.5 0.5 1.2 1.0 0.8 0.8

Geographical segments
Total net sales
EU 3,511 3,621 3,518 3,086 13,735 3,268 3,377 3,405 3,265 13,316
Rest of Europe 674 867 1,082 1,040 3,663 803 944 1,153 1,011 3,911
Asia 1,332 1,434 1,605 1,529 5,899 1,242 1,551 1,604 1,493 5,890
North America 2,159 2,260 1,855 1,671 7,945 2,081 2,113 1,811 1,660 7,666
Africa 53 84 75 61 274 51 68 65 47 230
Pacific 143 138 129 141 551 128 128 149 134 538
Latin America 400 352 407 397 1,556 400 449 435 401 1,685
Middle East 85 109 92 97 384 90 122 90 89 392
Total 8,357 8,865 8,763 8,022 34,007 8,063 8,752 8,712 8,100 33,628

Number of employees
Europe excl. Denmark 8,146 8,243 8,139 7,977 7,977 7,973 8,041 7,972 7,772 7,772
North America incl. Mexico 3,718 3,813 3,877 3,988 3,988 3,994 4,039 3,946 3,920 3,920
Latin America 448 455 454 451 451 441 427 418 412 412
Asia-Pacific incl. China 4,807 4,866 4,904 4,895 4,895 4,894 4,950 4,936 4,889 4,889
Africa - Middle East 56 60 60 54 54 57 58 58 55 55
Total exclusive sold companies/activities 23,120 23,310 23,135 23,092 23,092 23,043 23,155 22,842 22,463 22,463  

FINANCIAL HIGHLIGHTS, QUARTERLY
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quality for the city’s almost four million 

people. The total investment is expected  

to be about DKK 1.5bn.

“The Anshan project is attracting a lot  

of attention in China. In fact, Danfoss and 

COWI may be asked to build similar sys-

tems in other big Chinese cities. That  

could mean billions of kroner of business,” 

says Kim Fausing.

Fluctuations in emerging markets
Getting on board for growth in markets 

evolving rapidly can be something of a 

roller-coaster ride. China had very high 

economic growth rates a few years back, 

but in 2011, the government took decisive 

steps to curb the threat of overheating in 

the housing and construction sectors. The 

effect on demand was immediate, and 

today growth rates have dropped to more 

moderate levels. At about the same time, 

demand for energy-efficient heating 

solutions began to rise in Russia. Having 

Danfoss continues to grow its business 
operations in the BRIC countries. The 
four markets have never accounted for 
more of the consolidated sales than 
they did in 2013. The Group is investing 
specifically in emerging markets that  
offer a great deal of potential for 
energy-efficient products.

Danfoss is making a targeted investment  

in strengthening and expanding its market 

position in the BRIC countries and other 

emerging economies. The company's 

strategic focus specifically on the BRIC 

countries has been such a big success that 

the four countries (Brazil, Russia, India and 

China) accounted for 22% of consolidated 

sales in 2013, the highest level ever.

“Danfoss built a presence in China and 

Russia very early on, when these econo-

mies started opening up. There's no doubt 

that we had to learn a few lessons along 

the way, but we've also gained some 

valuable experience in how to build  

a business in emerging markets. That's  

one of the reasons we've become so  

skilled at running a business on those 

markets. We take a highly committed  

and strategic approach,” explains Danfoss 

COO Kim Fausing.

Setting a good example
The BRIC countries still offer enormous 

growth potential, also for Danfoss, even 

though all the Group’s business areas are 

already well positioned there. Danfoss’ 

municipal heating business is especially 

doing well in Russia and China, which  

need energy-efficient heating. For exam-

ple, Danfoss is currently working together 

with consulting engineering firm COWI  

to establish a large-scale municipal heating 

solution in the Chinese city of Anshan:  

a system that utilizes surplus heat from a 

nearby steel mill and does not only save 

energy and money, but also reduce coal 

pollution and substantially improves air 

Danfoss continues to grow 
in emerging markets

2013 Highlight
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rates in the different countries. However, 

the unpredictable nature of these markets 

is part of the game, and we've known that 

all along. The BRIC countries are crucial in 

our efforts to generate profitable growth. 

We saw that in 2013, when our operations 

there actually offset the drop in sales on 

our traditional markets,” explains Kim 

Fausing.

Danfoss investing in Turkey
Danfoss aims to capitalize on the high 

growth potential of the Turkish market. Due 

to the country's climate, Turkey has a huge 

market for both cooling and heating, and, 

while already a substantial economy, the 

country has seen respectable rates of 

economic growth in recent years.

“It's always been our strategy to strengthen 

our global position, and that won't change. 

Right now, there are only a few growth 

pockets in an otherwise low growth global 

market, and we try to capitalize on them by 

expanding our presence and mainly 

strengthening our sales organizations in 

those countries,” says Kim Fausing.

for heating and cooling systems as well as  

a laboratory and storage facilities. The 

other is a new Danfoss Power Solutions 

factory with 21,000 square meters (about 

230,000 square feet) to be used for manu-

facturing hydraulic and electronic compo-

nents and systems for vehicles that will 

help China expand its infrastructure. The 

opening of the two factories makes Haiyan 

Danfoss' second-largest complex in China, 

surpassed only by its factories in the  

Wuqing district near the city of Tianjin. 

successfully capitalized on the potential, 

Danfoss has enjoyed double-digit growth 

rates there for quite some time now. In 

2013, it was Brazil's turn to surprise the 

market with strong and unexpected 

growth. Danfoss is also currently building  

a large campus complete with develop-

ment and production facilities in the Indian 

city of Chennai: an investment intended  

to boost Danfoss' presence in India, where 

Danfoss now is in a good position for 

future growth.

“During the last 10 years, the BRIC countries' 

share of sales has grown from 9% to 22%. 

But we've also seen fluctuating growth 

China is an important market for Danfoss, 

and the Group has doubled its sales to the 

country since 2008. This growth perfor-

mance is expected to continue, driven by 

migration from rural to urban areas and  

a growing middle class, which is part of the 

reason for the rise in energy consumption. 

To reduce greenhouse gas emissions and 

the use of coal, the Chinese government 

has a vision of achieving sustainable ur-

banization and building more 'green' cities.

To better accommodate China's need for 

solutions that will save energy, reduce 

pollution and help build infrastructure, 

Danfoss opened two new factories in 

China in 2013. One factory building is  

a 42,314-square-meter (about 450,000 

square feet) extension of the existing 

factory in Haiyan that will house produc-

tion of energy-efficient heat exchangers  

Danfoss expanding capacity in China

Danfoss in the BRIC countries
· The BRIC countries account for 22% of Danfoss' consolidated sales
· Over the last 10 years,  the BRIC countries' share of total sales has increased from  
 9% to 22%

· Danfoss has 5,660 employees in the BRIC countries

bn. DKK %
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In the fall of 2013, the red ribbon was cut at the inauguration of the factories in Haiyan.

Danfoss sales to the BRIC countries  
over the past ten years.



28 Annual Report 2013 I The Danfoss Group

2013 Highlight



29Annual Report 2013 I The Danfoss Group

Shanghai Tower, currently under con- 
struction, will soon be the tallest struc-
ture in China and the second-tallest in 
the world, and Danfoss products are 
helping make Shanghai Tower one of 
the world’s greenest buildings.

As a result of growing Chinese urbanization, 

special demands are being placed on con- 

struction projects to reduce energy con-

sumption and pollution. Consequently, the 

demand for energy-saving Danfoss prod-

ucts is on the increase, and in 2013, the 

company has e.g. won more orders for 

Shanghai Tower, including orders for 660 

variable speed drives and 6,700 valves to 

control the cooling and heating systems  

in the 632-meter high building. It is the 

highest number of these valves Danfoss  

has ever supplied for a single building. 

The Danfoss products will help make 

Shanghai Tower a world-class green build-

ing. The structure has already earned the 

American LEED* Gold certification and the 

Chinese “Green Building Three Star” rating, 

which is the highest standard achievable in 

China.

Kilometers of pipework
The 6,700 control valves will save more 

than 20% of the energy used by the cool-

A growing proportion of the world's 

population is settling in urban 

areas, and the number of cities with 

a population of over one million 

is constantly growing. This leads 

to very special requirements with 

respect to both construction and 

infrastructure, fields in which Danfoss 

provides some of the world's most 

innovative solutions.

Danfoss products are in the engine 

room when engineers build tall 

buildings; they help the escalators  

at the mall run smoothly, and they 

are used in providing entire cities 

and districts with heating in the 

most energy-efficient way. Having 

equipment of exceptional quality  

is essential when you need to pump 

pressurized concrete up to the 100th 

floor or install municipal heating 

pipelines deep underground that 

have to last for decades. Whether  

it is urban councils in China's metro-

polises or engineers in Sao Paolo,  

they all know the quality that 

Danfoss delivers.

ing and heating systems, compared with 

normal control valves. They will automati-

cally ensure precise control and the right 

balancing of the water flow in the build-

ing's kilometers of pipes. This also means 

that people on the top floor will get the 

temperature they want, and fast, regard-

less of the temperatures preferred on 

lower floors.  

“The heating, ventilation and air condition-

ing system accounts for more than 50% of 

the building’s energy consumption. Our 

control valves can cut this energy con-

sumption by 20%, and that means a lot to 

the owner,” says Danfoss sales engineer Lu 

Guosheng, who is in charge of the project.  

Danfoss will also deliver 660 variable 

speed drives for the heating and cooling 

systems. They will ensure that the pumps, 

compressors, and fans never run faster 

than necessary to ensure the right tem-

perature, providing additional savings to 

the tune of 20-40%. Moreover, the energy 

efficiency of the air conditioning system 

will be boosted by pressure transmitters 

and filter driers, likewise sourced from 

Danfoss.

*   Leadership in Energy and Environmental Design 
(LEED) is a set of rating systems developed by the 
U.S. Green Building Council (USGBC) for the design, 
construction, operation, and maintenance of green 
buildings, homes and neighborhoods.

Facts about Shanghai Tower:
•	 The	121-floor	building	will	be	632	meters	tall	and	have	a	total	floor	space	of	576,000		
 square meters containing a hotel, offices, retail and cultural facilities, and observation 
 decks at the top.
•	 Construction	will	be	finished	in	November	2015.		
•	 On	completion,	the	tower	will	be	the	second-tallest	building	in	the	world,	after	the		
 Burj Khalifa in Dubai.

The world’s second-
largest building full of 
Danfoss technology

Infrastructure
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a new range of heat exchangers. Danfoss 

Climate & Energy continued to expand its 

position on the Indian market with the 

construction of production and product 

development facilities in Chennai. Another 

event this year was the successful integra-

tion of Danfoss Turbocor Compressors, 

a former joint venture that Danfoss  

acquired at the end of 2012.

In light of the slow pace of growth on the 

global market, Danfoss lowered its over-

heads in the third quarter: a major share  

of the cost reductions were implemented 

in Danfoss Climate & Energy so that the 

segment would remain competitive.

Financial performance 
The segment kept 2013 sales at the same 

level as the year before while also improv-

ing earnings. This strong performance was 

driven by the continuing implementation 

of improvement activities under the Core 

& Clear strategy, leading to  – among other 

things – major cost savings on procure-

ment and boosted productivity. Net sales 

amounted to DKK 22,330m, against DKK 

22,411m in 2012. Adjusted for the effect of 

exchange rate fluctuations, the growth 

rate was 2%. Profit before other operating 

income and expenses grew by 5% to reach 

DKK 2,669m, from DKK 2,546m in 2012. 

Operating profit (EBIT) was DKK 2,554m as 

opposed to DKK 2,541m in 2012, lifting the 

EBIT margin to 11.4% from 11.3% in 2012.

Segment description  
Danfoss Climate & Energy consists of five 

divisions: Danfoss Refrigeration & Air 

Conditioning Controls, Danfoss Power 

Electronics, Danfoss Heating Solutions, 

Danfoss Commercial Compressors and 

Danfoss District Energy. All five divisions 

are leading players in the climate and 

energy sector. The entire segment is 

focused on providing energy-efficient and 

climate-friendly solutions for a number of 

selected business sectors. The divisions 

play a leading role in R&D, production, 

sales and service of mechanical and 

electronic products sold on the global 

market for cooling and air conditioning, 

comfort and heating, and control of elec-

tric motors, and for a number of industries 

in which energy efficiency is important.

Market trends 
Sales trends in the Danfoss Climate & 

Energy segment were as expected for 

2013, with growth increasing in the second 

half of the year. Especially the district 

heating and power electronics business 

areas performed well during the year. 

Overall, the segment continued to see  

a comfortable level of demand for energy-

efficient solutions, and sales remained at 

the 2012 level. With net sales up 2% in 

local currency terms, the segment man-

aged to offset the revenue drop stemming 

from the Solar Inverter business, which 

took a severe blow from plunging demand 

in the European solar panel market in 2013 

caused by changes to national subsidy 

schemes, especially in Germany and 

Denmark, and uncertainty about the 

framework conditions for the solar energy 

sector in Europe. Seen from a geographi-

cal perspective, conditions in the Solar 

Inverter business were the main reason 

why the European market as a whole saw 

no growth. Sales to the Russian market 

continued to record double-digit growth 

rates in 2013, although the second half of 

the year showed a slight drop in demand 

for heating and district heating solutions. 

Growth staged a comeback in China, 

reaching a stable 6% throughout the year. 

The segment's Indian operations were 

impacted by currency trends, but still 

managed 6% growth adjusted for that 

effect. The North American market was  

a disappointment, with weaker demand 

from key customers being the main reason 

for the 2% sales drop. Brazil was the positive 

surprise, with unexpectedly strong sales 

across the entire business segment driving 

a 28% improvement in local currency 

terms.

Segment performance 
The work to develop the Danfoss Climate 

& Energy segment continued in 2013. 

Investment in product development 

remained at the very high level of 4.7%  

of net sales, and the segment released  

a large number of new products, including 

Danfoss  
Climate & Energy

	FINANCIAL REVIEW, SEGMENT
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Net sales EBIT
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Financial highlights
 2012  2013
OPERATING PROFIT (EBIT)
Net sales  22,411  22,330
Operating profit (EBIT)  2,541  2,554

BALANCE SHEET
Intangible assets  4,176  3,966
Property, plant and equipment 4,264 4,140
Total assets 14,805  14,336

OTHER INFORMATION
Capital expenditure  1,623  814
Depreciation/amortization 885  855

NUMBER OF EMPLOYEES
Number of employees 14,319 13,657

KEY FIGURES
EBIT margin  11.3%  11.4%

Net sales & EBIT bn. DKK

Sales distribution by regions 2013 (2012)

FINANCIAL REVIEW, SEGMENT 
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cost savings and boosted productivity 

enhancements, as well as a strong focus 

on costs. Net sales remained strong at DKK 

10,989m, against DKK 11,097m in 2012. 

Adjusted for the effect of exchange rate 

fluctuations, the growth rate was 3%.  

Profit before other operating income and 

expenses grew by 2% to reach DKK 1,585m, 

up from DKK 1,550m in 2012. Operating 

profit (EBIT) was DKK 1,593m, against DKK 

1,562m the previous year, lifting the EBIT 

margin to 14.5% from 14.1% in 2012.

Segment description  
When Danfoss took full ownership of 

Sauer-Danfoss Inc. in 2013, the Sauer- 

Danfoss business segment was renamed 

Danfoss Power Solutions, and it is a busi-

ness segment of the Danfoss Group. 

Danfoss Power Solutions consists of three 

divisions – Danfoss Hydrostatics, Danfoss 

Work Function and Danfoss Controls –  

and four stand-alone business operations. 

Danfoss Power Solutions is the global 

leader in hydraulic controls for mobile 

machinery. The divisions of the segment  

all hold a leading position in R&D, design, 

manufacture and sale of innovative and 

performance-enhancing hydraulic and 

electronic systems and components used 

in mobile machinery operating in agricul-

ture, construction, materials handling, and 

specialty equipment.

Market trends 
Danfoss Power Solutions began 2013 with 

the prospect of a subdued market. After  

a slow start to the year, the segment built  

a strong momentum in the latter half of 

2013, achieving full-year sales that very 

nearly reached the same level as in 2012. 

Adjusted for changes in exchange rates, 

net sales were up 3% over 2012. The market 

for advanced mobile hydraulics for mate- 

rials handling and farm machinery turned 

surprisingly positive, with demand that was 

stronger than expected.

The segment's sales performance was 

rooted across several geographic markets, 

with Brazil reporting the strongest im-

provement at 32% measured in local 

currency. India was severely affected by 

currency trends, but still managed 10% 

growth in sales net of that effect. In China, 

last year's decline was reversed, with sales 

showing moderate improvement at 4%. 

Europe ended the year at the same level, 

driven mainly by a respectable rise in sales 

in Germany. On its largest market, the 

United States, Power Solutions maintained 

sales at last year's level in local currency 

terms.

Segment performance 
Danfoss Power Solutions stepped up 

investment in product development in 

2013, raising the level to 3.5% of net sales 

from 3.3% in 2012. The segment also 

upheld its long-term investment in devel-

oping the Chinese market, opening a new 

factory in Haiyan at the end of the year. 

The new facility manufactures products 

tailored to the Chinese market.

Financial performance 
The segment kept 2013 sales at the same 

level as the year before while also improv-

ing earnings. This strong performance was 

driven by the continuing implementation 

of improvement activities, among other 

things leading to substantial procurement 

Danfoss  
Power Solutions

	FINANCIAL REVIEW, SEGMENT
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Net sales EBIT

Net sales
EBIT
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Other Europe
4 % (4 %)

Asia/Pacific
16 % (17 %)

Financial highlights
 2012  2013 
INCOME STATEMENT
Net sales  11,097 10,989
Operating profit (EBIT)  1,563 1,593

BALANCE SHEET
Intangible assets 4,407 4,023
Property, plant and equipment 2,257  2,080
Total assets  9,277  8,821

OTHER INFORMATION
Capital expenditure  284  377
Depreciation/amortization 803  772

NUMBER OF EMPLOYEES
Number of employees  6,363  6,320

KEY FIGURES
EBIT margin 14.1%  14.5%

Net sales & EBIT bn. DKK

Sales distribution by regions 2013 (2012)

FINANCIAL REVIEW, SEGMENT 
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Danfoss expects the moderate global 

economic growth and low visibility of 

2013 to continue in 2014. Accordingly, 

weak to moderate growth is also expected 

on the Group's markets. The results are 

expected to be affected by exchange  

rate fluctuations, especially in the first 

half of 2014. Danfoss expects to retain 

profitability through continual operational 

improvements and the targeted strategic 

initiatives already launched.

Net sales for 2014 are thus expected to 

show moderate growth in local currency 

terms.

Operating profit for 2014 is expected to 

rise in line with net sales.

Outlook for 2014 

	OUTLOOK FOR 2014
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Awards 2013 

2013  
China Lean Leader

Christian Overgaard, the 

President of Danfoss in 

China, was honored with 

China’s national prize for 

production optimization, 

and was named “China  

Lean Leader 2013”. The prize 

was presented at the “China 

Lean Competition” in Tianjin 

for a unique improvement in 

productivity at Danfoss’ 

Chinese factories. The aim  

of the annually held com- 

petition is to encourage 

companies to implement 

lean production processes 

through the systematic  

use of management tools.

At Danfoss, we receive the highest and most important recognition when a lot of customers buy our 
products. However, it also makes us proud when other stakeholders single out and honor our perfor-
mance and products. Below are some of the prizes that Danfoss and our employees received in 2013.

ADAP-KOOL® wins  
innovation award in  
the US
Danfoss won the innovation 

prize for 2013 in the refrig-

eration category at the 

annual American air con-

ditioning, heating and 

refrigeration exhibition:  

AHR Expo 2013. The award 

was given for ADAP-KOOL®, 

AK-PC 781: a control unit  

that regulates capacity 

control in refrigeration 

systems. The AHR Expo 

Innovation Award is given 

for the most creative, 

efficient and innovative 

Heating, Ventilation, Air 

Conditioning and Refrigera-

tion (HVACR) products and 

technologies. 

Gold for  
water valve

Danfoss was awarded gold 

by Air Conditioning, Heating 

& Refrigeration News. The 

judges were contractors 

from the industry, and they 

awarded the prize for 

Danfoss’ water valve WVFX, 

which has generated 

greater market share for  

ice cream machine manu-

facturers based in North  

America. ACHR News’  

Dealer Design Award  

is given for excellent  

product design.

Danfoss engineer  
honored

An engineer at Danfoss 

Power Electronics, Preben 

Holm, received the  

IEC 1906 Award 2013. This 

international prize was 

awarded at the Interna- 

tional Engineering  

Consortium (IEC) in recog-

nition of Preben’s work in 

preparing global standards 

regarding the control of 

electricity and the safe use 

of electrical equipment. 

Valve series reaches  
the top in China

Danfoss was awarded the 

China Refrigeration Exhibi-

tion’s annual innovation 

prize in 2013. The prize was 

awarded at the 24th China 

Refrigeration Exhibition in 

Shanghai to acknowledge 

Danfoss’ new two-step 

servo-controlled ICLX valve 

series, which is used to 

pressure-control suction 

pipes in large industrial 

refrigeration systems. China 

Refrigeration Exhibition 

awards the prize for prod-

ucts or technologies which 

represent innovation and 

development within the 

field of refrigeration. 

Special honor for employee in the US
Vice President Public & Industry Affairs Robert 
Wilkins, USA, received the Air Conditioning, 
Heating and Refrigeration Institute’s prize for 
excellent services. The prize was awarded on 
Amelia Island, Florida, in connection with the  
Air Conditioning, Heating, and Refrigeration 
Institute’s (AHRI) annual meeting. Robert Wilkins 
accepted the prize for having served the 
Heating, Ventilation, Air Conditioning and 
Refrigeration (HVACR) industry with distinction, 
vigor, honor and humor throughout his long 
career. The AHRI Distinguished Service Award  
is AHRI’s highest distinction, and it recognizes 
those who are industry leaders and who have 
made significant contributions throughout their 
careers.

2013 Highlight
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is used by engineers to simulate various 

temperature conditions, and to test how 

products and climate control systems 

respond in the test rooms. This means 

that even on warm summer days, tests can 

be carried out under winter conditions at 

–20° Celcius. The test center gives the 

optimum framework for working with the 

optimization of the interaction between 

the technologies and creates efficient 

climate solutions for the future for all  

kinds of buildings. With the new facilities, 

Danfoss will be able to bring new solutions 

and products faster to market.

New know-how is required and a new 
Danfoss test center is set to examine 
the aggregate climate control systems 
installed in a house to make them all 
compatible with each other.

Today, home-owners often equip their 

house with heat pumps, ventilation 

systems and underfloor heating. They  

are intended to make houses more energy-

efficient, but in reality, the systems some-

times have offsetting effects. Therefore, 

new know-how is required and a newly-

opened Danfoss test center is set to exam-

ine the aggregate climate control systems 

installed in a house to make them all 

mutually compatible. 

A cornerstone
Danfoss wants to be a world champion of 

climate control in houses by making all our 

products – and, eventually, also other prod-

ucts in the house – work together in 

a single energy-efficient system. The new 

test center is a cornerstone of this journey 

because it can be used for testing and 

developing products which will accommo-

date the market’s current and future needs. 

Many houses are now so well-insulated 

that you can practically heat them using  

a hair dryer. So, the challenge is to ensure 

comfortable indoor climate in energy-

efficient houses without the owners  

having to open the doors to let out  

excess heat. 

Faster product development 
Conducting tests in a private home is not 

always optimal, because the test can never 

be repeated under precisely the same 

weather conditions. The rooms in the test 

center are surrounded by a cold room that 

The world’s first indoor  
climate test center

2013 Highlight
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Danfoss supplies some of the world's 

most innovative products when it 

comes to reducing environmental 

and climate impact, for example 

through improved energy efficiency, 

renewable energy and the use of 

environmentally-friendly compo-

nents in our products. That is why 

Danfoss is in a very special position, 

involved in everything from indoor 

climate in individual rooms to solving 

the global climate challenge. 

Danfoss products help ensure  

a stable production of renewable 

solar or wind energy. We also make 

products that keep homes and  

workplaces warm when it's cold  

outside and cool when it's warm; 

they also provide ventilation and 

a pleasant indoor climate, and we 

do it for people all over the world, 

and all while minimizing the energy 

consumption.

REMA 1000, a supermarket in Trondheim, 

Norway, is the first store of its kind, and  

a world-class case study of CO2 refrigera-

tion concepts and heat recovery.

Watch a video about the concept here.

100% green  
supermarket 

Facts about the test center: 
•	 The	test	center	is	located	in	Vejle,	Denmark.

•	 The	two-storey	162m²	building	consists	of	three	test	rooms	with	different	floorings,		

 such as wooden and tiled, as found in real houses. 

•	 Well-insulated	houses	offer	a	good	opportunity	for	utilizing	electricity	as	a	means	to		

 link different energy forms. Sustainable energy sources such as solar panels and heat  

 pumps often generate power to be used directly to heat the house.

Climate

Scan the QR code to watch the video



A strategic piece fell in place when Danfoss gained full ownership 
of the Group's specialist in hydraulics, Sauer-Danfoss Inc. 
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HYDRAULICS: A CRUCIAL PART OF OUR BUSINESS

Since coming under full Danfoss ownership 

in spring 2013, Sauer-Danfoss Inc. has 

officially been renamed Danfoss Power 

Solutions and is now a business segment 

of the Danfoss Group. Danfoss Power 

Solutions is a world leader in innovative 

and performance-enhancing mobile 

hydraulics for construction, agriculture  

and other so-called off-highway markets 

for mobile machinery. These solutions  

are typically sold to equipment manufac-

turers and distributors all over the world.

Enormous potential
“Gaining full ownership of our hydraulics 

activities marks an extremely important 

milestone for the entire Danfoss Group and 

makes us even better prepared to meet 

the challenges of the future. Demand for 

advanced hydraulic solutions is driven by 

urbanization, the expansion of modern 

infrastructure and greater efficiency in the 

agricultural sector, so there's enormous 

growth potential in this field,” said Danfoss 

CEO Niels B. Christiansen.

Danfoss Power Solutions has already 

become a very strong part of the Danfoss 

business in terms of innovation, growth 

and financial results. In terms of net sales, 

Danfoss Power Solutions accounts for 

one-third of the consolidated Danfoss 

business. This business segment has 

about 6,300 employees.

Innovation driver
Thanks to years of cooperation between 

the two organizations, the corporate 

cultures of Danfoss Power Solutions and 

the rest of the Danfoss Group are based on 

a set of common principles. In the longer 

term, customers will benefit from the 

expanded global network and the broader 

technology platform that Danfoss Power 

Solutions brings, as well as the synergies 

that arise from the merger of two techno-

logy-intensive businesses.

“In joining Danfoss, we become part of  

a single strong global brand with a high 

level of commitment to research and 

development. This is a driver that will  

add to the innovation culture that has 

enabled us to stand out as an innovative 

leader in mobile hydraulics. It will also  

let us direct more attention to serving  

our customers,” said Eric Alström, CEO  

of Danfoss Power Solutions.



HYDRAULICS: A CRUCIAL PART OF OUR BUSINESS

Cornerstones are hydraulics, electronics and software
Danfoss Power Solutions has built up a unique product portfolio that meets the highest standards for quality, delivery  

and performance. Problem-free integration of electronics, hydraulics and control software is at the core of what Danfoss 

Power Solutions offers. A look under the hood of many of the most powerful and advanced mobile machinery units  

reveals products from Danfoss. 

Danfoss hydraulic components are used in a broad range of mobile equipment in virtually every industry, including con-

struction, agriculture, road construction and repair, material handling, turf care, specialized machinery and much more.

Starting out global
Danfoss Power Solutions is an amalgamation of three businesses: Sundstrand of the United States, Sauer-Getriebe of  

Germany, and Danfoss Fluid Power of Denmark. Initially, Sundstrand and Sauer-Getriebe formed a joint venture named 

Sauer-Sundstrand. In 2000, that company merged with Danfoss Fluid Power to become Sauer-Danfoss Inc. In 2013,  

Danfoss acquired all remaining shares in Sauer-Danfoss Inc.: the company was renamed Danfoss Power Solutions and  

is now a business segment of the Danfoss Group.

39Annual Report 2013 I The Danfoss Group

2013 Highlight



40 Annual Report 2013 I The Danfoss Group

bananas annually, about a third of India’s 

total production. However, around 30% of 

this production is wasted due to inefficient 

post-harvest practices.

To highlight the problem of food waste 

and how to minimize it, Danfoss is cooper-

ating with The Confederation of Indian 

Industry, an association of Indian busi-

nesses, with activities such as the annual 

Banana Festival. This event, held in 2012 

and 2013, is organized for all stakeholders  

in the banana industry. 

The Government of Tamil Nadu now has  

a growing appreciation of these initiatives 

to improve banana production and is 

considering a proposal to set up ten central 

refrigerated packing houses across the 

state. If this proposal is implemented, it will 

not only reduce the post-harvest losses, but 

will further increase the farmers’ income 

and provide employment opportunities.

Danfoss has helped banana farmers  
in India to build the right practices 
in the cold chain, which in turn has 
helped them control post-harvest 
losses and significantly increase the 
shelf life of their bananas. With the 
right supply chain infrastructure,  
these banana farmers have now  
doubled their income.

A lack of cold storage facilities in India is 

costly to farmers. According to a UN report, 

India’s fresh food waste is seventh-highest 

in the world. The problem is being ad-

dressed in the Theni district of Tamil Nadu, 

the largest producer of bananas in India, 

and a project to create optimum cold  

chain practices has helped banana farmers 

control post-harvest losses and increase 

shelf life.

A local idea
A couple of years ago, a progressive local 

farmer Mr. AP Karuppaiah suggested that 

better refrigeration technology would stop 

bananas rotting, and that the right supply 

chain infrastructure would generate a 

higher yield. Eventually, under his direction, 

a storage unit used by several local farmers 

was optimized through the installation of 

Danfoss refrigeration products that save 

energy and improve food safety and 

quality. Danfoss supported the project,  

and today, banana production in Theni  

is the highest in the world; the farmers 

have more than doubled their income;  

and employment in the industry has risen.

“One of the major factors of running a cold 

storage or ripening chamber is the cost of 

electricity. To reduce electricity consump-

tion and improve savings, we are using 

Danfoss products in our cold storage. I’m 

very pleased with the savings and am 

looking forward to using Danfoss solutions 

in all our other cold storages in Theni,”  

says Mr. AP Karuppaiah.

Engaging the industry  
to tap huge potential
Based on the results, Danfoss suggested 

that this model should be replicated in 

other districts of Tamil Nadu, which has 

a total population of 72 million. Tamil Nadu 

produces an estimated 9 million tons of 

Danfoss helps banana farmers 
double their income

2013 Highlight
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Across its business areas, Danfoss is 

deeply involved in the production  

of food all over the world. Every 

day, products developed by Danfoss 

engineers help ensure that food 

products are transported from the 

field to production and then to the 

dinner table in a process that is as 

energy-efficient and stable as pos-

sible with minimum waste.

And this is crucial, because with 

more and more mouths to feed 

every day, there is a constant need 

for more food. At the same time, 

standards of living continue to rise 

in the world's most populous  

nations, triggering a stronger 

demand for higher-end foods 

like meat, which, again, increases 

the need for more crops to feed 

the animals. In other words, it is  

a huge and hugely important 

challenge to improve agricultural 

productivity all over the world and 

to keep foods fresh all the way to 

consumers. Innovative Danfoss  

products and our competent  

employees take up this challenge 

every day all over the world. You  

will find Danfoss products every-

where, whether you look under  

the hood of a combine harvester,  

at the controls of the conveyor 

belt at a slaughterhouse, or in the 

refrigeration counters of your local 

supermarket.

India is the world's largest milk-producing 

country. Over the past 20 years, Danfoss 

has worked with Indian dairies to develop 

innovative and energy-efficient solutions 

ensuring a high quality of milk and a mini-

mum of waste despite the demanding 

conditions in the country.  

Click this link to watch a video on how 

Danfoss has contributed to developing 

milk production in India.

Danfoss keeps the milk 
cold in India

Challenges faced by the banana industry in India are:
•	 the	lack	of	scientific	farming	methods

•	 the	deficient	supply	of	tissue	culture

•	 poor	post-harvest	and	cold	chain	infrastructure	coupled	with	low	consistency	 

 in quality, and a lack of adequate branding and marketing. 

Danfoss products used in the Theni storage: 

•	 Electronic	expansion	valve,	type	ETS

•	 Solenoid	valve,	series	VBR

•	 Expansion	pressure	regulator

•	 MLZ	refrigeration	scroll	compressors.		

The UN report “Food wastage footprint: Impacts on natural resources” (2013) estimates 

that 230 cubic kilometers of water is used to grow crops such as fruit and grain that are 

ultimately wasted in India. 

As a conservative estimate, if 20% of 9 million tons of food produced is wasted, Tamil 

Nadu will lose the equivalent of DKK 2.4bn in income annually. However, with the  

appropriate use of technology, especially good quality cold chain solutions, and by 

following the right cluster approach, food losses can be reduced by 10-12% which 

would help save close to DKK 1.3bn. 

 

India’s problem is not a lack of food – the country is the world’s second-largest grower 

of fresh produce – but rather a lack of cold storage facilities that causes farmers to lose 

fruit and vegetables because they rot.

Food

Scan the QR code to watch the video
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Corporate governance is a crucial aspect of the way Danfoss runs  
its business. Key concepts like responsibility, integrity, and openness 
about the Group's activities form the basis for the high standards  
of corporate governance to which the Danfoss Group holds itself.

CORPORATE GOVERNANCE

	CORPORATE GOVERNANCE
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Legislation provides the general framework 

for the company's governance, but corpo-

rate governance is also about how we 

manage the business within this frame-

work. The group structure supports our 

management values and determines  

a clear distribution of management  

responsibilities. This structure and these 

well-defined principles drive the interac-

tion between the company's manage-

ment, owners and other stakeholders.  

The company’s Articles of Association  

and a comprehensive set of internal  

management and control procedures  

also form part of corporate governance  

at Danfoss.

Management structure
Danfoss has a two-tier management 

system consisting of its Board of Directors 

and the Executive Committee. The Board 

of Directors lays the general course for the 

company by approving strategies and 

targets. The Executive Management  

develops the strategy and handles the  

day-to-day management of the company  

and execution of the strategy.

The Board of Directors
The Danfoss Board consists of six members 

elected at the Annual General Meeting and 

three employee-elected members. Of the 

six members elected by the shareholders, 

three (Kasper Rørsted, William Ervin Hoover 

and Björn Rosengren) are independent. 

The Board of Directors meets at least five 

times a year. In addition, the Board holds 

extraordinary meetings as and when 

required. The Board regularly assesses the 

aggregate competencies of its members  

to ensure that they are consistent with the 

company's requirements at all times.

Audit Committee
The duties and responsibilities of Danfoss' 

Audit Committee, as well as its powers, can 

either be organized in an independent 

committee or be executed by the entire 

Board. At Danfoss, the entire Board per-

forms the function of the Audit Commit-

tee. The Committee's activities and tasks 

are set out in its rules of procedure, and  

it held four meetings in 2013.

Internal audit function
The company's internal audit function 

presents its conclusions directly to the 

Board's audit committee or its chairman. 

The internal audit function is intended to 

provide independent and objective audit-

ing to ensure: 

•			The	Group	follows	good	administrative	

practice. 

•			The	Group	has	comprehensive	internal	

controls and business processes in place 

in all essential areas of activity. 

•			The	Group's	IT	systems	have	adequately	

segregated functions.

The internal audit function visited a number 

of Group companies in 2013. No matters of 

material importance to the Group's overall 

risk management and control environment 

were detected.

Statutory report under section 107b of 
the Danish Financial Statements Act 
Although not a listed company and as such 

not subject to the same disclosure require-

ments as listed companies, Danfoss has to 

a large extent chosen to comply with the 

rules applying to listed companies in 

CORPORATE GOVERNANCE  

Executive Committee
Niels B. Christiansen

President & CEO
Kim Fausing

Executive Vice President & COO
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Shareholders with more than 5% of share capital 

 Shares  Votes

Bitten and Mads Clausen Foundation, Nordborg, Denmark 46.32 % 84.97 % 

Clausen Controls A/S, Sønderborg, Denmark 25.62 % 5.40 % 

Henrik Mads Clausen, Lake Forrest, USA 10.76 % 2.27 % 

Karin Clausen, Holte, Denmark 7.07 % 1.49 %

Denmark as set out in section 107b of the 

Danish Financial Statements Act. For the 

complete account of Danfoss' corporate 

governance, please see the corporate 

website at www.danfoss.com/corporate-

governance2013.

Shareholders
Danfoss' share capital amounts to  

DKK 1,022m and is divided into two  

share classes: A-shares accounting for  

DKK 425m and B-shares accounting for 

DKK 597m. A-shares entitle holders to  

ten votes for every DKK 100 nominal  

value of shares held. A-shareholders also 

have a pre-emption right to A-shares in  

the event of share capital increases. Apart 

from this, no shares carry special rights.  

The Bitten and Mads Clausen Foundation 

and the Clausen family hold all issued 

A-shares and a number of B-shares corre-

sponding to 98.67% of the votes. At the 

end of 2012, Danfoss had 3,100 registered 

employee shareholders. Approximately 

three in four shareholders were resident  

in Denmark.

Share price development 
The Danfoss share price is set once a year, 

based on a valuation prepared by Danske 

Markets (a division of Danske Bank A/S) 

immediately before the Annual General 

Meeting held in April. The price was first 

set in 2001 when Danfoss issued its first 

employee shares. The 2001 price was DKK 

749 per share. The share price is calculated 

on the basis of the financial performance 

of Danfoss, the Group’s expectations for 

the upcoming year, its ability to meet 

expectations, the financial development  

of a number of comparable companies 

and their expectations for the future, as 

well as general developments in the stock 

market. In 2013, the price was set at DKK 

3,460 per share. The new price will be 

announced at the 2014 Danfoss Annual 

General Meeting in April.

Dividends and General Meeting 
The Annual General Meeting will be held in 

Nordborg on April 25, 2014. The Board of 

Directors will recommend to the General 

Meeting that a dividend of 35% of the 

Group’s net profit be paid in 2014, corre-

sponding to 78.3% per share.

	CORPORATE GOVERNANCE

Composition of the Board of Directors 1)

Nationality Independent Audit Committee

Jørgen Mads Clausen (Chairman) DK No 

Hans Michael Jebsen (Vice-Chairman) DK No 

Peter Mads Clausen DK No 

William Ervin Hoover USA Yes 

Kasper Rørsted DK Yes 

Björn Rosengren SE Yes 

Svend Aage Hansen 2) DK - 

Jens Peter Nielsen 2) DK - 

Gunnar Jensen 2) DK - 

Bitten Clausen (Honorary Member) DK - -
1) From the Annual General Meeting held in April 2013 to the 2014 Annual General Meeting
2) Elected by the employees
 Chairman of the Audit Committee

http://www.danfoss.com/corporategovernance2013
http://www.danfoss.com/corporategovernance2013


45Annual Report 2013 I The Danfoss Group

CORPORATE GOVERNANCE  
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Companies with considerable board activities Qualifications

Jørgen M. Clausen 
Chairman (born 1948)
Member since 1985

Chairman of:
Danish Energy Industries Federation and The  
Danish National Advanced Technology Foundation
Board member of
Bitten and Mads Clausen Foundation
Fonden for Universe Science Parken

Bachelor of Science Engineering, MBA
Professional experience managing a Danish based international
company and from other board memberships
Decoration:
Kammerherre title bestowed by H. M. The Queen of Denmark 
Knight 1st Class of the Order of the Dannebrog, Denmark 
Verdienstkreuz erster Klasse of the Federal Republic of Germany

Hans Michael Jebsen 
Vice-Chairman (born 1956)
Member since 2005
Resigned from the board of directors  
as of 31.12.2013

Chairman of:
Jebsen & Co Ltd
Board member of:
Hysan Development Co Ltd and Wharf (Holdings) 
Ltd

Professional experience managing companies in Hong Kong, China and 
Northern Asia in the fields of industrial supplies, chemicals, beverages, 
automotive and a wide range of consumer products as well as relations
with government authorities in China
Decoration:
Hofjægermester title bestowed by H. M. The Queen of Denmark 
The Silver Cross of the Order of the Dannebrog, Denmark 
Cross of the Order of Merit of the Federal Republic of Germany
Bronze Bauhinia Star of Hong Kong SAR Government

Peter M. Clausen 
Board member (born 1949)
Member since 1993

Chairman of:
Bitten and Mads Clausens Foundation, Fabrikant 
Mads Clausens Foundation, Danfoss Foundation 
for education, Project Zero Foundation, Forsker-
park Syd and Sønderborg Havneselskab A/S
Board member of:
The Mads Clausen Institute

Professional experience from other board memberships

William Ervin Hoover, Jr. 
Director (born 1949)
Member since 2007
(150 options)

Chairman of:
ReD Associates  Holding A/S 
Vice-Chairman of:
GN Store Nord A/S (Great Nordic)
Board member of:
Sanistål A/S and Lego Foundation

MBA from Harvard
Professional experience with supply chain, performance transformation,
organization changes and mergers & acquisitions

Kasper Rørsted 
CEO of Henkel AG & Co. (born 1962)
Member since 2009

Board member of:
Bertelsmann AG

Professional experience in managing a major international company
Switzerland, the UK and Germany

Bjørn Rosengren 
Chief Executive Officer and President  
of Wärtsilä Corporation (born 1959)
Member since 2010

Head of a global company focusing on profitable growth, international 
and cultural experience from stays and jobs in China, North America, 
Switzerland, Netherlands, Finland and Sweden

Svend Aage Hansen 
Employee-elected Board member
HR consultant - Labour Relations 
Danfoss A/S (born 1959)
Member since 2008

Cooperation courses and experience from other board memberships

Gunnar Jensen 
Employee-elected Boardmember,
Senior Shop Steward at Danfoss (born 1948)
Member since 2010

Vice-Chairman of:
Group Club Danfoss Denmark
Boardmember of:
Bitten and Mads Clausens Foundation and Metal 
Sønderborg

Cooperation courses and experience from other board memberships

Jens Peter Nielsen 
Employee-elected Boardmember,
Senior Shop Steward at Danfoss Kolding.  
(born 1957)
Member since 2006

Chairman of:
Group Club Danfoss Denmark and Danfoss 
Employee Foundation
Boardmember of:
Bitten and Mads Clausen Foundation, Metal 
Kolding and LO-Kolding

Cooperation courses and experience from other board memberships

Bitten Clausen 
Honorary member

From the left: Bitten Clausen, William Ervin Hoover, Kasper Rørsted, Björn Rosengren, Hans Michael Jebsen, Svend Aage Hansen, Jens Peter Nielsen, 
Gunnar Jensen, Jørgen M. Clausen and Peter M. Clausen (in front).

Board of directors



Executive Committee

Danfoss Leadship Team
Anne Wilkinson, Senior Vice President, Corporate HR (born1965)

Mette Refshauge, Senior Vice President, Corporate Communications (born 1973)

Kim Christensen, Divisional President (born 1965)

Ole Møller-Jensen, Divisional President (born 1955)

Jürgen Fischer, Divisional President (born 1963)

Eric Alström, Segment President (born 1966)

Niels B. Christiansen 
President and CEO of Danfoss A/S  
(born 1966)
Member since 2004

Companies with considerable board activities

Chairman of: Axcel
Vice-Chairman of Danske Bank A/S and Dansk Industri 
Board member of: William Demant Holding A/S

Kim Fausing 
Executive Vice President and COO of Danfoss A/S 
(born 1964)
Member since 2008, (4,275 warrents)

Companies with considerable board activities

Vice-Chairman of:  Velux A/S. 
Board member of:  Hilti AG, Danish-German  
Chamber of Commerce     

Jesper V. Christensen 
Executive Vice President and CFO of Danfoss A/S  
(born 1969)
Member since 2013
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From left, at the back: Niels B. Christiansen, Jürgen Fischer and Ole Møller-Jensen
From left, front:  Mette Refshauge, Eric Alström, Kim Christensen, Anne Wilkinson, Kim Fausing and Jesper V. Christensen

CORPORATE GOVERNANCE  
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is currently projecting pool energy savings 

of nearly USD 11,000 annually.

Other changes include the installation of  

a Danfoss light-level sensor and a light-bulb 

upgrade. The light-level sensor works with 

each individual building’s outdoor lighting 

to maintain cohesive switch-on and 

switch-off. The lighting upgrade was done 

in the academy dining hall due to the 

previous daily change-out of light-bulbs  

in the 600-bulb ceiling. And it included the 

installation of more than 300 long-lifespan 

LED lights which also helped reduce 

energy consumption. 

“Ever since installing the Danfoss AK-SC 255 

system controller, we’ve been able to 

monitor direct results of everything we do 

to conserve energy on campus,” says Larry 

Robinson.

Thanks to a Danfoss system control-
ler, the Riverside Military Academy in 
Georgia, USA, now monitors energy 
use in all campus buildings – and acts 
on energy over-use.

The 460 cadets at the Riverside Military 

Academy in Gainesville, Georgia, can no 

longer turn the temperatures in their dorm 

rooms up to 80° Fahrenheit, almost 27° 

Celsius. After installing a Danfoss AK-SC 

system controller, the academy has been 

able to monitor energy use in everything 

from dormitories and classrooms to dining 

hall and swimming-pool – and, not least, 

identify the largest consumers and act on 

energy over-use. 

The academy has also taken several steps 

enabling it to cut annual energy use by 27%. 

“In the fiscal year 2011-2012, our electricity 

expense was USD 416,000. This past year, 

we experienced increased enrollment. 

Taking this into account, along with a 26 

percent increase in electricity rates, I still 

only budgeted USD 389,500 for electricity,” 

says Facilities Director Larry Robinson, 

adding that, the academy was previously 

locked into one master meter and could 

not monitor usage in individual buildings. 

So now, lower and upper temperature 

ranges in the cadet dormitories have been 

cut by 10%.

From dormitories to Olympic-sized 
swimming pool
Also, the motor, securing the flow of 

chemicals to the academy’s Olympic-sized 

swimming pool, has been equipped with  

a Danfoss frequency converter. This means 

that the motor can slow down and speed 

up as needed, as opposed to running 

constantly, and, as a result, the academy  

Military academy cuts  
energy use by 27%

2013 Highlight
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The world's energy consumption 

continues to grow, too big to solve 

by renewable energy solutions alone. 

This provides new opportunities 

for those who can help reduce the 

world's energy consumption. 

The fact that energy efficiency 

has been a core focus for Danfoss 

throughout its history is what has 

propelled the Danfoss Group to its 

current world-leading position and 

enabled the Group to build unique 

expertise in how energy can be 

moved most efficiently from power 

plant to point of use. When it comes 

to managing energy for heating, 

cooling or using electronics in the 

home, the office or in the super-

market, Danfoss also provides some 

of the world's most innovative  

solutions. Don't forget: The cheapest 

and most climate-friendly energy  

is the energy you don't use. 

In the village of Vershinino, Russia, each 

building needs to have its own individual 

heating system and heat source. A common 

energy source has been the traditional 

wood heating stoves or oil boilers, but  

a new school has been equipped with  

a new energy-efficient solution –  

a Danfoss heat pump.

School in Siberia  
powered by heat pump 

Energy

Scan the QR code to watch the video
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	SUSTAINABILITY

Danfoss Turbocor Compressors was in-

cluded in the 2013 statement of the 

Group’s CO2 emissions from the consump-

tion of electricity and heat. This accounts 

for the fact that emissions have increased 

considerably to reach 251,000 tons of CO2 

compared to 126,700 tons in 2012. When 

adjusted for energy consumption at 

Danfoss Power Solutions and Danfoss 

Turbocor Compressors, energy consump-

tion in 2013 was on a par with 2012.

In 2013, Danfoss energy consumption  

was split on 67% for electricity and 33%  

for heating. Energy consumption was up 

76%, and consumption of energy for 

heating purposes increased 35%.

Renewable energy sources accounted for 

9% of the energy consumed: the rest 

derived from fossil sources. 

To cut its use of fossil fuels, Danfoss in-

stalled a 2.1 MW solar power plant in an 

area next to the corporate headquarters at 

Nordborg in Denmark. The plant is a power- 

ful symbol of Danfoss leading by example 

in the transition to sustainable energy. The 

new facility can generate enough power to 

cover the annual power consumption of 

400 single-family homes. Also covering an 

area the size of five or six soccer fields, it is 

the biggest solar power plant of its kind in 

the Nordic region. The facility contains 

9,300 solar panels connected to 130 

Danfoss solar inverters, which means that 

the energy generated by the solar panels 

can be fed into the power grid. A similar 

1 MW facility is currently being installed at 

the Danfoss factory in India.

Occupational health and safety
Employee safety is a key priority at Danfoss, 

and the Group is constantly focused on 

improving conditions with respect to 

occupational health and safety. For exam-

ple, all employees and visitors at Danfoss 

Sustainability and corporate citizenship play 

an essential role at Danfoss and have espe-

cially done so since the Group became  

a signatory to the UN Global Compact in 

2002. Danfoss prepares an annual corporate 

citizenship report that also doubles as the 

Communication on Progress report it 

submits to the UN. The report documents 

the progress made in the work done at 

Danfoss to apply the principles of the 

Global Compact. As of 2013, the Commu-

nication on Progress report also includes 

Danfoss Power Solutions, as well as dou-

bling as Danfoss’ report on corporate social 

responsibility as required under section 99a 

of the Danish Financial Statements Act. The 

report is available on Danfoss' website at 

www.danfoss.com/sustainability2013. 

Sustainability strategy
In 2013, Danfoss drafted a new sustainability 

strategy that combined its current and 

proposed sustainability initiatives. During 

its implementation period from 2014 to 

2017, this strategy will guide the work on 

sustainability at Danfoss in a stronger 

group-wide context, while at the same time 

setting out clear goals for the company's 

work in a number of priority areas. 

Special focus areas for our sustainability 

strategy in 2014 are:

•	 Energy-efficient	business,	including	

energy-saving projects at the Group's 

largest factories

•	 Product	materials,	lifecycle	and	compli-

ance with environmental requirements

•	 Occupational	health	and	safety	

•	 Ethical	conduct

A number of ongoing activities will con-

tinue in 2014, including the following:

•	 Due	diligence	activities	in	respect	of	

human rights and anti-corruption

•	 Reporting	on	the	content	in	our	 

products of conflict minerals 

Danfoss continued its efforts to promote sustainability in 2013. The Group is now pursuing a new 
and updated sustainability strategy that focuses on a number of priority fields.

SUSTAINABILITY

•	 Compliance	programs	(anti-corruption,	

competition, data security and export 

controls)

 

Human rights and ethical conduct
The UN has approved guidelines for how 

businesses should ensure they are not 

complicit in human rights abuses. Danfoss 

conducted a due diligence process in 2013 

for the purpose of identifying, remedying 

and preventing possible violations. This is 

how Danfoss ensures that Group compa-

nies are not complicit in human rights 

abuses, and it enables the Group to build 

knowledge about methods so that it can 

later apply them to its supply chain.

In 2013, Danfoss updated its Ethics Hand-

book, which contains guidelines for ethical 

conduct. The updates reflected the experi-

ence gained from employees' understand-

ing and use of the ethical guidelines, and 

the new handbook was distributed to all 

Danfoss Climate & Energy employees at the 

beginning of the year. The Ethics Hand-

book will be distributed to all employees  

in the Danfoss Power Solutions segment in 

2014. The risk management & compliance 

review provided in this Annual Report 

contains information on the number of 

employees who have received training  

in ethical conduct and on other ethical 

conduct reporting.

Climate and energy
Danfoss’ 3×25 climate strategy commits 

Danfoss to cutting CO2 emissions by 25% 

while increasing the share of renewable 

energy used by 25% (relative to the 2007 

level) by the year 2025. A review of the 

climate strategy is scheduled for 2014.

In 2013, Danfoss continued its efforts to 

reduce the Group’s energy consumption.

Energy consumption at Danfoss Power 

Solutions (the former Sauer-Danfoss) and 
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nationality, gender and age. If two or more 

candidates are equally qualified, Danfoss 

will aim towards diversity among its em-

ployees in the final selection process. 

As part of its efforts to obtain diversity, 

Danfoss is also making a dedicated effort to 

raise the numbers of managers throughout 

the Group who are women. The Group's 

overall goal is to increase the percentage of 

women managers to 20% by 2015 from a 

starting point of 18% in 2013, in order to 

ensure that our managers increasingly 

reflect the diversity of the Danfoss work-

force, of which 29% of the white-collar 

employees were women in 2013.

Danfoss aims for the composition of its top 

governing body to reflect the diversity of 

the rest of the Group, where women are 

underrepresented. The Danfoss Board of 

Directors has as yet no female members.  

At its annual meeting in 2017, Danfoss will 

attempt to raise the number of women 

serving on the Board to at least one of the 

six members. 

In order to achieve that goal, the Board will, 

before recommending candidates for the 

Board, work to identify at least one candi-

date representing diversity. Should two 

candidates be equally qualified, the Board 

of Directors will recommend the candidate 

representing diversity for election by the 

shareholders.

Power Solutions factories are required to 

wear protective eyewear and footwear 

whenever they are in a production area. A 

review planned for 2014 will determine 

whether similar rules should be applied to 

the rest of the Group. 

Danfoss is continuing its systematic efforts 

to bring down the number of work-related 

accidents. In 2013, its accident rate was  

8.1 among production staff and 0.5 among 

white-collar employees, against a respec-

tive 9.2 and 1.5 for 2012. The accident rate  

is calculated as the number of accidents 

per one million hours worked. 

In 2013, Danfoss recorded 173 accidents 

resulting in at least one day's absence, 

against 136 in 2012. The 2013 figure in-

cludes Danfoss Power Solutions, which  

had 47 accidents in 2013. Injured employ-

ees were absent for a total of 3,115 days, 

corresponding to an average of 18 days  

per accident. 

As part of its sustainability strategy, reduc-

ing the number of accidents and improv-

ing occupational health and safety 

throughout the Group will be a special 

focus area in 2014.

Responsible supplier management
Since 2004, Danfoss has had a Code of 

Conduct for suppliers that lays down its 

environmental and social requirements. All 

Danfoss suppliers are required to sign its 

Code of Conduct, and Danfoss performs 

regular supplier audits to verify compliance 

and ensure that any non-compliance is 

addressed. Danfoss has revised its supplier 

management model in order to ensure that 

the compliance verification efforts prioritize 

suppliers in areas with the biggest risk of 

non-compliance. The model now empha-

sizes preferred suppliers rather than, as 

previously, the value of purchases made 

from each supplier.  

In 2013, a total of 809 Danfoss suppliers 

signed the Code, and 134 audits were 

conducted to verify compliance with the 

guidelines, of which 44 were preliminary 

audits and 90 follow-up audits. Because an 

audit as such does not ensure remediation 

of non-compliance, Danfoss also performed 

a number of other follow-up activities, and 

these efforts will continue in 2014.

Diversity
Danfoss considers diversity among its 

employees to be an asset that brings with  

it competitive benefits as well as added 

creativity and innovation. In particular, 

Danfoss emphasizes diversity in its recruit-

ment policy. When recruiting a new em-

ployee, the objective is to identify at least 

three qualified candidates that together 

represent diversity in terms of culture, 

SUSTAINABILITY  

Scan the QR code to watch the video
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teams across Danfoss speak the same 

language and share a common mindset  

in managing risk. Where possible, Danfoss 

strives to make the management of  

specific risks measurable, or, as a minimum, 

ensure that the impact of this work can 

be verified objectively. 

Responsibility 
The Executive Committee is responsible for 

risk management at Danfoss. Responsibility 

for the actual performance of risk manage-

ment activities lies with the company's 

respective managers and corporate func-

tions.

The structure for handling risk manage-

ment at Danfoss includes: 

•		 The	Danfoss	Board,	including	the	Board’s	

audit committee. 

•		 Internal	Auditing,	which	performs	inde-

pendent internal reviews and submits 

the outcome directly to the Board's audit 

committee. 

•		 The	Risk	&	Compliance	Committee,	set	

up by the Executive Committee, ensures 

effective risk management across the 

Group and is in charge of establishing 

selected compliance programs. 

•		 Group	Risk	&	Compliance,	whose	duties	

include responsibility for the Group's risk 

management policies, for preparing and 

implementing the Group’s compliance 

programs and for the Group’s whistle-

blower function. 

•		 Corporate	Treasury,	the	central	unit	that	

manages the Group’s financial risks, 

including insurance risks.

•		 Internal	controlling,	which	covers	man-

agement systems, business systems and 

controls, etc. 

•		 The	day-to-day	management	is	in	

charge of activities aimed at safeguard-

ing assets and earnings, handling busi-

ness risks, monitoring and interpreting 

Monitoring and dealing efficiently with 
risk is essential for Danfoss. Therefore, 
the approach to risk management is 
systematic.

Risk management
Maintaining efficient risk management is a 

cornerstone at Danfoss as well as a prereq-

uisite for running a business and respond-

ing rapidly and flexibly when conditions 

change. Danfoss takes a systematic ap-

proach to managing risk, applying a model 

inspired by enterprise risk management 

thinking.

Risk management forms an integral part of 

strategic planning at Danfoss, also through 

a general safeguarding of corporate gover-

nance, business management, compliance 

programs, projects, outsourcing, procure-

ment, insurance, currencies, interest rates, 

raw materials, reputation, patents, IT systems,  

contracts, the environment and other 

factors. In addition, all entities of the 

Danfoss Group apply the same risk man-

agement principles, irrespective of their 

geographical location. This makes it pos-

sible to assess and prioritize risk across  

the Group, ensuring that management 

Risk Management  
& Compliance

	RISK MANAGEMENT & COMPLIANCE
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RISK MANAGEMENT & COMPLIANCE  

India on regular training of new employees. 

The training programs ended with a test.

Also, the Group strengthened its compli-

ance program in competition law in 2013 

by updating its global manual on competi-

tion compliance. In 2014, employees who 

are in contact with business partners or 

industry organizations will take a newly-

developed e-learning course on the topic. 

This e-learning course will be mandatory 

for the employees selected, who must take 

a test at the end of the course. These 

Group-wide compliance programs are also 

planned for rollout in Danfoss Power 

Solutions in 2014.

Compliance hotlines
In addition to the compliance programs, 

Danfoss has also had a query function 

called "AskUs" since the end of 2012, where 

the Group's employees can find answers to 

any questions and doubts they may have 

regarding ethics and compliance. The 

purpose of AskUs is to minimize uncer-

tainty among the Group's employees and 

prevent unintended non-compliance. In 

2013, AskUs received 69 enquiries from 

employees seeking guidance on how best 

to follow ethical guidelines or compliance 

requirements in a specific situation. 

Danfoss also has a whistleblower function 

called "the Ethics Hotline", where employ-

ees can report suspected breaches of 

internal guidelines and legislation anony-

mously and without involving a manager.  

A total of 112 cases were reported to the 

Ethics Hotline in 2013. Disciplinary action 

has been taken in all substantiated cases: 

none of these cases have had significant 

consequences for Danfoss.

In 2014, Danfoss will continue to focus on 

expanding its current compliance pro-

grams and functions and on training its 

employees in order to prevent non-compli-

ance and improve employees' understand-

ing of the rules and regulations.

legislation and standards, and managing 

IT security, the global insurance pro-

gram, patents and trademark rights, 

product quality, fire prevention, environ-

mental and occupational health and 

safety standards, etc. 

Risk reporting and control 
Risks are reported on an ongoing basis 

between the various managerial levels, for 

example at quarterly business review 

meetings. In addition, the Risk & Compli-

ance function annually prepares a report 

on the most significant risks that they 

submit to the Board of Directors and the 

Audit Committee. The Risk & Compliance 

Committee provides overall supervision  

of the risk management process and 

monitors selected corporate risks as well  

as potential new risks.

Risk profile 
While there is no single risk factor threaten-

ing the Group's survival, it is exposed, in  

its aggregate risk profile, to a number of 

external and internal risk factors. Being able 

to respond to risk in an optimal manner  

is essential for Danfoss and its future  

potential. 

Specific measurement criteria have been 

defined in order to provide the best basis 

for assessment of the Group's performance 

in relation to its specific risk exposure, 

along with the risks themselves also being 

assessed on a regular basis.

Important risk factors relate to the follow-

ing conditions: 

•		 Global	market	conditions	and	mega-

trends, including 

•		 a	sustained	stronger	focus	on	energy-

efficient and socially sustainable  

solutions 

•		 fair	and	equal	access	to	markets	

•		 competition	especially	from	China	and	

India 

•		 global	economic	growth

•		 key	markets	such	as	the	US,	Germany,	

China, Russia, Brazil and India 

•		 the	most	important	business	areas,	i.e.	

new building construction, renovation, 

raw materials extraction and processing, 

production of consumer durables, farm 

machinery, infrastructure projects and 

retail trade 

•		 Customer	relations	and	reputation,	

including Danfoss' ability to maintain 

and build long-term relationships of 

trust with customers and other key 

business partners 

•		 Competitive	strength	and	innovation,	

including the ability to support custom-

ers with providing efficient solutions, 

attractive cost levels and high product 

quality 

•		 Financial	sustainability,	including	the	

Group’s ability to fund new growth. 

 Compliance
Danfoss wishes to maintain and continually 

improve its reputation as a company that 

conducts itself properly and responsibly. 

This means that Danfoss will do its utmost 

to live up to its legal and ethical responsi-

bilities. As a global enterprise, Danfoss 

supports the growing international focus 

on regulation and legislation in areas such 

as corruption, fair competition and good 

business ethics. Better regulation across 

the globe would help ensure a level play-

ing field, which would be a huge advan-

tage for a company like Danfoss. For this 

reason, Danfoss is strongly focused on 

compliance with current rules and legisla-

tion, and the Group has established inter-

nal programs and control mechanisms to 

minimize the risk of rule violations.

Training and compliance follow-up
Compliance efforts are based on an exten-

sive program of prevention based on 

employee training and clear rules and 

guidelines. Follow-up procedures to verify 

the effectiveness of such rules form an 

integral part of internal controls and audits 

at Danfoss, as do spot checks conducted 

by the company's internal auditing func-

tion. 

The Group has compliance programs in a 

number of areas. A special focus in 2013 

was to strengthen our anti-corruption, fair 

competition and ethics programs. During 

the year, employees and managers at-

tended ethics training programs where it 

was considered relevant. The new employ-

ees from the acquisition of Danfoss Turbo-

cor Compressors were enrolled in the 

programs, and there was more focus in 
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The global community has committed itself to gradually phase 

out the use of R22 refrigerants (HCFC gasses). This indicates  

a technological change that will require new solutions to be 

developed and current systems to be redesigned and retooled. 

For Danfoss, this technological change involves an added risk, 

because new high-quality products will have to be launched  

as demand grows while, at the same time, its R22 products are 

gradually being phased out.

The ethical behavior of companies and their employees is  

increasingly becoming a focus of attention, with stricter laws 

and possible sanctions being introduced worldwide in areas 

such as anti-corruption, data protection law and competition 

law. 

Unethical or outright illegal conduct by Danfoss employees 

could cause considerable damage to Danfoss’ reputation and 

result in substantial financial sanctions.

The Russian economy continues its dependency on the world 

market prices for energy and commodities. Danfoss provides 

heating solutions for both public- and private-sector customers. 

Demand is closely correlated with the condition of and changes 

in the Russian economy and the ongoing progress of urban 

renovation projects in the country. Danfoss also sells a number 

of different products to Russian industry, which also to a great 

extent relies on raw materials extraction and processing.

Rising and falling food prices have an impact on the financial  

position of the agricultural sector and thus on its ability to 

invest in renovation and new equipment. For example, because 

Danfoss Power Solutions develops and manufactures solutions 

for this sector, any fluctuations in its financial situation will have  

a direct effect on the business segment. 

Phasing out refrigerants 

Ethical conduct

Developments on the Russian market

Food price trends

Description of risk Risk mitigation measures

Danfoss is addressing this risk by closely monitoring the mar-

kets and focusing on the development of new high-quality 

products while also advising its collaborative partners on the 

consequences of the technological change. However, Danfoss 

also considers this a clear opportunity to develop the market 

for natural refrigerants such as CO2, a field in which Danfoss is 

already a market leader. 

Danfoss has implemented ethical guidelines and compliance 

programs. Compliance is verified through follow-up procedures 

that include internal inspections and other measures. In ad-

dition, Danfoss has an "AskUs" enquiry function, from which 

employees can seek advice and guidance on ethical conduct. 

Danfoss also operates an Ethics Hotline employees can use to 

anonymously report suspected violations of the law or internal 

guidelines.

Danfoss considers Russia a significant Market with a great deal 

of potential that management at both Group and business 

segment level monitors closely and systematically: an ongoing 

process of monitoring general economic trends in the country, 

changes in national and local legislation, and the content of 

Danfoss' internal reporting. To balance the risk at Group level, 

Danfoss is also present in other growth markets.

Danfoss aims to balance this cyclical exposure partly by cultivat-

ing new markets in several different regions, other segments 

and other sectors and by having an adaptable and flexible 

supply chain. The risk can also be balanced by offering custom-

ers solutions that can directly improve efficiency or otherwise 

reduce their operating costs. 

Risk overview
Like its industry peers, Danfoss is exposed 

to a number of general and basic risks. 

These are risks relating to customers and 

markets, factories and suppliers in the 

supply chain, law and regulatory regimes, 

and internal processes and systems. 

Danfoss' exposure to such risks is similar to 

the general risk exposure of its peers.

The Executive Committee has defined 

four specific risk areas of the risk manage-

ment process that, due to their special 

nature, are of particular importance to 

Danfoss. The four areas are described in 

the table below. This overview does not 

include financial risk, which is described in 

Note 18 to the financial statements on 

financial risk and instruments.
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EUROPE
Belgium
N.V. Danfoss S.A. · Groot-Bijgaarden

Danfoss Power Solutions BVBA · Groot-

Bijgaarden 

Hydro-Gear Europe BVBA ·  Tongeren

Bulgaria
Danfoss EOOD · Sofia

Denmark
Danfoss A/S · Nordborg  (parent company)  

Danfoss Compressors Holding A/S  

· Nordborg 

Danfoss  Distribution Services A/S · Rødekro 

Danfoss Power Electronics A/S · Gråsten

Danfoss International A/S · Nordborg 

Danfoss IXA A/S · Vejle – 60%

Danfoss PolyPower A/S · Nordborg 

Danfoss Redan A/S · Hinnerup  

Danfoss Semco A/S · Odense – 60%

Flexucell ApS, Østervrå · 50%  

(joint venture)  

Gemina Ejendomsselskab A/S · Sunds 

Gemina Termix Production A/S · Sunds

Issab Holding ApS · Nordborg

Danfoss Power Solutions ApS · Nordborg

Danfoss Power Solutions Holding ApS  

· Nordborg

Estonia
Danfoss AS · Tallinn

Proekspert AS · Tallinn – 75%

Finland
Oy Danfoss Ab · Espoo

Danfoss Power Solutions Oy Ab · Espoo

France
Avenir Energie · Valence

Danfoss Commercial Compressors S.A.  

· Trévoux

Danfoss France Holding S.C. · Trappes

Danfoss S.a.r.l. · Trappes

Danfoss Power Solutions SAS  

· Dammarie-lès-Lys

Netherlands
Danfoss B.V. · Rotterdam

Danfoss Holding B.V. · Rotterdam

Danfoss Turbocor Compressors B.V.  

· Amsterdam

Danfoss Power Solutions B.V. · Rotterdam

Ireland
Danfoss Ireland Ltd. · Dublin

DEVI-HEAT Limited · Dublin

Iceland
Danfoss hf. · Reykjavik

Italy
Danfoss S.r.l. · Torino

Danfoss Power Solutions S.r.l. · Castenaso

Croatia
Danfoss d.o.o. · Zagreb

Latvia
SIA Danfoss · Riga

Lithuania
Danfoss UAB · Vilnius

Norway
Danfoss AS, Skui · Oslo

Danfoss Power Solutions AS, Skui · Oslo

Poland
Danfoss Poland Sp.z.o.o. · Grodzisk  

Mazowiecki

Danfoss Saginomiya Sp.z.o.o. · Grodzisk  

Mazowiecki – 50% (joint venture)  

	GROUP COMPANIES
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Elektronika S.A. · Gdynia – 50%  

(joint venture)

Danfoss Power Solutions Sp.z.o.o. · Wroclaw

Portugal
Danfoss Lda. · Carnaxide

Romania
Danfoss s.r.l. · Bukarest

Danfoss District Heating S.r.l. · Bukarest

Russia
Danfoss Dzerzhinsk LLC · Nizhny Novgorod

OOO Danfoss · Istra

ZAO Danfoss · Moscow

ZAO Ridan · Nizhny Novgorod

Danfoss Power Solutions LLC · Moscow

 

Switzerland
Danfoss AG · Frenkendorf

Serbia
Danfoss d.o.o. · Belgrade

Slovakia
Danfoss spol. S.r.o. · Zlaté Moravce

Danfoss Power Solutions a.s.  

· Povazska Bystrica

Slovenia
Danfoss Trata d.o.o. · Ljubljana

Span
Danfoss S.A. · Madrid

Danfoss Power Solutions S.A. · Madrid

Great Britain
Danfoss Heat Pumps UK Ltd.  

· South Yorkshire  

Danfoss Limited · Denham  

Danfoss UK Limited · Denham

Danfoss Randall Limited · Bedford

Senstronics Holding Ltd. · London  

– 50% (joint venture)

Danfoss Power Solutions Ltd. · Swindon

Sweden
Danfoss AB · Linköping

Danfoss Värmepumpar AB · Arvika

Danfoss East Investment AB · Linköping

EP Technology AB · Malmö  

Danfoss Power Solutions AB Solna

Czech Republic
Danfoss s.r.o. · Prague 

Turkey
Danfoss Otomasyon ve Urunleri Tic Ltd.  

· Istanbul

Germany
Danfoss Esslingen GmbH · Esslingen 

Danfoss Flensburg GmbH · Flensburg 

Danfoss GmbH · Offenbach/Main  

Danfoss Silicon Power GmbH · Flensburg

Danfoss Werk Offenbach GmbH  

· Offenbach/Main  

Promeos GmbH · Erlangen – 27%  

(associate company) 

Danfoss Power Solutions GmbH & Co. OHG 

· Neumünster

Danfoss Power Solutions Informatic GmbH 

· Neumünster

Danfoss Power Solutions GmbH  

·  Neumünster

Ukraine 
Danfoss T.o.v. · Kiev

 

Hungary 
Danfoss Ktf. · Budapest

Austria
Danfoss Gesellschaft m.b.H. · Guntramsdorf

NORTH
AMERICA
Canada
Danfoss Inc., Mississauga · Ontario

Turbocor Inc. · Dorval

Mexico
Danfoss Industries S.A. de C.V. · Apodaca, 

Monterrey

Danfoss S.A. de C.V. · Monterrey

USA
Danfoss LLC · Baltimore

Danfoss Holding, Inc. · Baltimore 

Danfoss Turbocor Compressors Inc. 

· Tallahassee, Florida

Hydro-Gear Inc. · Sullivan, Illinois – 60%

Hydro-Gear Limited Partnership · Sullivan, 

Illinois – 60% 

Danfoss Power Solutions (US) Company  

· Ames, Iowa

Danfoss Power Solutions Inc. · Ames, Iowa 

GROUP COMPANIES  
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ASIA
Philippines 
Danfoss Inc. · Manila

India
Danfoss Industries Pvt. Limited · Chennai

Danfoss Power Solutions India Pvt. Ltd.  

· Pune

Indonesia
PT Danfoss Indonesia · Jakarta

Japan
Daikin-Sauer-Danfoss Ltd. · Osaka – 45%

Danfoss Power Solutions Ltd. · Osaka

Kazakhstan
Danfoss LLP · Almaty

China
Danfoss (Anshan) Controls Co. Ltd. · Anshan

Danfoss Energy Products (Guiyang) Co., 

Ltd. · Guiyang  

Danfoss Automatic Controls Management 

(Shanghai) Co. Ltd. · Shanghai 

Danfoss ( Tianjin) Limited · Tianjin

Danfoss Industries Limited · Hong Kong

Tau Energy Holdings (HK) Limited  

· Hong Kong

Zheijang Holip Electronic Technology Co. 

Ltd. · Zheijang

Danfoss Plate Heat Exchanger (Hangzhou) 

Co., Ltd · Zheijang

Danfoss Micro Channel Heat Exchanger 

(Jiaxing) Co., Ltd. · Haiyan

Danfoss-Semco ( Tianjin) Fire Protection 

Equipment Co., Ltd. · Tianjin – 60% Danfoss 

Shanghai Hydrostatic Transmission Co. Ltd. 

· Shanghai – 60%

Danfoss Power Solutions (Shanghai) Co. 

Ltd. · Shanghai

Danfoss Power Solutions (Zhejiang) Co., 

Ltd. · Zhejiang

Danfoss Power Solutions Trading  

(Shanghai) Co., Ltd. · Shanghai

Malaysia
Danfoss Industries Sdn Bhd · Selangor

 

Singapore
Danfoss Industries Pte. Ltd. · Singapore

Danfoss Power Solutions Pte. Ltd.  

· Singapore

Danfoss Power Solutions China Holding 

Pte. Ltd. · Singapore

South Korea
Danfoss Ltd. · Seoul

Danfoss Power Solutions Ltd. · Seoul

Taiwan
Danfoss Co. Ltd. · Tapei

Thailand
Danfoss ( Thailand) Co. Ltd. · Bangkok

United Arab Emirates
Danfoss FZCO · Dubai – 95%

AUSTRALIA
Australia 
Danfoss (Australia) Pty. Ltd. · Mt. Waverly

Danfoss Power Solutions Pty. Ltd.   

· Huntingwood

New Zealand
Danfoss (New Zealand) Ltd. · Auckland

	GROUP COMPANIES
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SOUTH 
AMERICA
Argentina
Danfoss S.A. · Buenos Aires

Brazil
Danfoss do Brasil Indústria e Comércio 

Ltda. · São Paulo 

Danfoss Power Solutions Ltda. · São Paulo

 

Chile
Danfoss Industries Ltda. · Santiago

Colombia
Danfoss S.A. · Santiago de Cali

Venezuela
Danfoss S.A. · Valencia

AFRICA
South Africa
Danfoss (Pty) Ltd. · Rivonia, Johannesburg

Elsmark Holding Limited, in liquidation · 
Johannesburg

Elsmark South Africa (Proprietary) Limited, 

in liquidation · Johannesburg

GROUP COMPANIES  
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to recognition of the profit for the year less 

dividends paid to the owners. 

The subsidiaries Danfoss Ejendomsselskab 

A/S and Danfoss Development A/S and 

their assets merged with Danfoss A/S in 

2013. The mergers were recognized in 

accordance with IFRS (International Finan-

cial Reporting Standards) in 2012, and, 

consequently, the comparison figures for 

2012 have been adjusted.

Danfoss A/S expects net sales for 2014 to 

be on a level with the 2013 figures, and the 

company expects to report a profit in 2013. 

Danfoss A/S is the parent company of the 

Danfoss Group. In addition to holding the 

shares of most of the other Danfoss Group 

companies, an important function of the 

company is to fund the Group’s activities. 

The company also constitutes the corpo-

rate framework for some of Danfoss’ 

Danish activities and therefore includes  

a number of Danfoss’ Danish factories and 

Group functions. Danfoss A/S had 2,708 

employees at the end of 2013. 

Net sales increased by DKK 209m in 2013 

to DKK 8,115m from DKK 7,906m in 2012,  

an improvement of 3%. 

The profit before other operating income 

and expenses was DKK 759m against DKK 

546m in 2012. The company’s operating 

profit was DKK 724m against DKK 486m 

the previous year. 

Financial income and expenses amounted 

to a net income of DKK 2,236m against  

a net income of DKK 606m the previous 

year. This was mainly attributable to an 

increase in distributed dividends from 

subsidiaries.

The profit after tax in 2013 was DKK 

2,584m against DKK 560m the previous 

year.

Equity stood at DKK 7,655m at the end of 

2013 against DKK 5,546m at the end of 

2012. The increase was mainly attributable 

Management report for 
Danfoss A/S (Parent Company)

	MANAGEMENT REPORT FOR DANFOSS A/S (PARENT COMPANY)
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Management Statement

The Board of Directors and Executive Committee have today discussed and approved the Danfoss A/S Annual Report for the financial year 

January 1-December 31, 2013. 

The Annual Report has been presented in accordance with the International Financial Reporting Standards and additional Danish disclosure 

requirements in the Danish Financial Statements Act. 

In our opinion, the consolidated financial statements and the parent company financial statements give a true and fair view of the group’s and 

the Parent Company’s assets, liabilities and financial position at December 31, 2013, and of the results of the group’s and the Parent Company’s 

operations and cash flows of the financial year January 1-December 31, 2013.

We also consider the Management’s review to give a true and fair view in the development of the group’s and Parent Company’s operations 

and financial matters, of the results for the year and the overall financial position of the Parent Company related to the companies included in 

the group accounts and describes the significant risks and uncertainties of the group’s and the Parent Company.

We recommend that the Annual General Meeting approves the Annual Report. 

Nordborg, March 12, 2013

Executive Committee

Niels B. Christiansen  Jesper V. Christensen Kim Fausing

Board of directors

Jørgen M. Clausen Peter J.M. Clausen Svend Aage Hansen

Chairman 

William Ervin Hoover Gunnar Jensen  Jens Peter Nielsen

Björn Rosengren  Kasper Rørsted

MANAGEMENT STATEMENT  
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Independent auditor's report

	INDEPENDENT AUDITOR'S REPORT

To the shareholders of Danfoss A/S

Independent auditors' report on the consolidated financial statements and the parent company financial statements.
We have audited the consolidated financial statements and the parent company financial statements of Danfoss A/S for the financial year  

1 January-31 December 2013. The consolidated financial statements and the parent company financial statements comprise income  

statement, statement of comprehensive income, balance sheet, statement of changes in equity, cash flow statement and notes, including  

a summary of significant accounting policies for the group as well as for the parent company (pp. 64-122). The consolidated financial state-

ments and the parent company financial statements are prepared in accordance with International Financial Reporting Standards, which 

have been adopted by the EU, and additional disclosure requirements in the Danish Financial Statements Act.

Management's responsibility for the consolidated financial statements and the parent company financial statements Management is  

responsible for the preparation of consolidated financial statements and parent company financial statements that give a true and fair view 

in accordance with International Financial Reporting Standards as adopted by the EU and Danish disclosure requirements for listed compa-

nies and for such internal control that Management determines is necessary to enable the preparation of consolidated financial statements 

and parent company financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility
Our responsibility is to express an opinion on the consolidated financial statements and the parent company financial statements based  

on our audit. We conducted our audit in accordance with International Standards on Auditing and additional requirements under Danish 

audit regulation. This requires that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance  

as to whether the consolidated financial statements and the parent company financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial state-

ments and the parent company financial statements. The procedures selected depend on the auditors' judgement, including the assess-

ment of the risks of material misstatement of the consolidated financial statements and the parent company financial statements, whether 

due to fraud or error. In making those risk assessments, the auditors consider internal control relevant to the Company's preparation of 

consolidated financial statements and parent company financial statements that give a true and fair view in order to design audit proce-

dures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's 

internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting 

estimates made by Management, as well as evaluating the overall presentation of the consolidated financial statements and the parent 

company financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and the parent company financial statements give a true and fair view of the group's 

and the parent company's financial position at 31 December 2013 and of the results of the group's and the parent company's operations 

and cash flows for the financial year 1 January-31 December 2013 in accordance with International Financial Reporting Standards, which 

have been adopted by the EU, and additional disclosure requirements in the Danish Financial Statements Act.

Statement on the Management's review
Pursuant to the Danish Financial Statements Act, we have read the Management's review. We have not performed any further procedures  

in addition to the audit of the consolidated financial statements and the parent company financial statements. On this basis, it is our opinion 

that the information provided in the Management's review is consistent with the consolidated financial statements and the parent company 

financial statements.

Nordborg, den 12. marts 2014

KPMG
Statsautoriseret Revisionspartnerselskab

Jesper Koefoed, Statsaut. revisor Thorbjørn Bruhn, Statsaut. revisor
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Den uafhængige revisors 
erklæringer

REGNSKAB OG NOTER  

Accounts and notes
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INCOME STATEMENT
1 January to 31 December

DKKm
Note 2012 2013 2012 2013

Net sales 1 7,906 8,115 34,007 33,628
Cost of sales 2 -5,975 -5,912 -22,528 -21,766
Research and development costs 2 -268 -295 -1,263 -1,359
Gross profit 1,663 1,908 10,216 10,503

Selling and distribution costs 2 -693 -643 -5,012 -5,063
Administrative expenses 2 -424 -506 -1,475 -1,570
Operating profit excl. other operating income and 
expenses 546 759 3,729 3,870

Other operating income 2 21 46 425 127
Other operating expenses 2 -81 -81 -385 -381
Operating profit (EBIT) 1 486 724 3,769 3,616

Share of profit from associates and joint ventures after tax 3 -2 8
Financial income 4 1,009 2,534 93 33
Financial expenses 5 -403 -298 -514 -402
Profit before tax 1,092 2,960 3,346 3,255

Tax on profit 6 -532 -376 -1,007 -970
Net profit 560 2,584 2,339 2,285

Attributable to:
Proposed dividends reserve 400 800
Other reserves 160 1,784

560 2,584
Attributable to:
Shareholders in Danfoss A/S 1,980 2,037
Minority interests 359 248

2,339 2,285

Basic earnings per share (share of nominal 100 DKK) 7 195.6 201.9
Diluted earnings per share (share of nominal 100 DKK) 7 193.3 200.7

Parent Company Group
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STATEMENT OF COMPREHENSIVE INCOME
1 January to 31 December

DKKm
Note 2012 2013 2012 2013

Net profit  560 2,584 2,339 2,285

Other comprehensive income
Items that cannot be reclassified to profit or loss:
Actuarial gain/loss (-) on pension and health care plans 16 -4 -176 207
Tax on actuarial gain/loss on pension and health care plans 15 1 49 -80

-3 -127 127

Items that cannot be reclassified to profit or loss:
Foreign exchange adjustments on translation of foreign 
currency into DKK etc. -36 -550
Fair value adjustment of hedging instruments:  
   Fair value adjustment re. hedging of net investments in 
   subsidiaries 35 149
   Fair value adjustment re. hedging of future cash flows 33 53 41 25
   Fair value adjustment transferred to net sales in the 
   income statement 92 53
Tax on value adjustment of hedging instruments 19 -8 -14 -39 -57

 25 39 93 -380
 

Other comprehensive income after tax  25 36 -34 -253

Total comprehensive income  585 2,620 2,305 2,032

Attributable to:
Shareholders of Danfoss A/S  1,987 1,866
Minority interests  318 166

2,305 2,032

Parent Company Group
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BALANCE SHEET
As of 31 December

DKKm
ASSETS Note 2012 2013 2012 2013

Non-current assets

Intangible assets 8 681 644 8,649 8,054

Property, plant and equipment 9 1,462 1,351 6,940 6,506

Investments 3 10,024 13,623 108 83
Pension benefit plan assets 16 17 42
Non-current receivables 8 3 35 27
Deferred tax assets 15 1,289 1,340
Other non-current assets  10,032 13,626 1,449 1,492

Total non-current assets 12,175 15,621 17,038 16,052

Current assets

Inventories 10 719 649 4,050 3,849

Trade receivables 11 2,709 3,347 4,424 4,428
Receivable corporation tax 18 507 266
Derivative financial instruments (positive fair value) 17 89 38 98 57
Other receivables  96 116 763 727
Receivables  2,894 3,501 5,792 5,478

Cash and cash equivalents 17 9 1 888 737

Total current assets  3,622 4,151 10,730 10,064

Total assets  15,797 19,772 27,768 26,116

Parent Company Group
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BALANCE SHEET
As of 31 December

DKKm
LIABILITIES AND SHAREHOLDERS’ EQUITY Note 2012 2013 2012 2013

Shareholders' equity

Danfoss A/S' share of equity 12 5,546 7,655 11,855 10,587
Minority interests  2,338 856
Total shareholders’ equity  5,546 7,655 14,193 11,443

Liabilities

Provisions 13 41 52 466 486
Deferred tax liabilities 15 324 340 1,838 1,722
Pension and healthcare benefit plan obligations 16 27 25 1,204 930
Borrowings 17 2,836 2,882 3,151 3,093
Derivative financial instruments (negative fair value) 17 51 16 51 16
Other non-current debt  125 82 169 225
Non-current liabilities  3,404 3,397 6,879 6,472

Provisions 13 72 61 391 426
Liabilities under share incentive programs 14 133 99 133 99
Borrowings 17 346 1,584 595 1,806
Trade payables  463 557 2,576 3,023
Debt to subsidiaries  5,029 5,698
Debt to associates and joint ventures  1 34 10
Corporation taxes 18 237 122 392 243
Derivative financial instruments (negative fair value) 17 25 4 28 5
Other debt  541 595 2,547 2,589
Current liabilities  6,847 8,720 6,696 8,201

Total liabilities  10,251 12,117 13,575 14,673

Total liabilities and shareholders’ equity  15,797 19,772 27,768 26,116

Parent Company Group
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STATEMENT OF CASH FLOWS
1 January to 31 December

DKKm
Note 2012 2013 2012 2013

Profit before tax  1,092 2,960 3,346 3,255
Adjustments for non-cash transactions 19 -517 -1,691 1,764 2,287
Change in working capital 20 958 195 538 296
Cash flow generated from operations  1,533 1,464 5,648 5,838
Financial income  252 155 39 29
Financial expenses  -410 -231 -532 -259
Dividends received  572 1,670 15 7
Cash flow from operations before tax  1,947 3,058 5,170 5,615
Paid tax 18 -192 -487 -925 -1,171
Cash flow from operating activities  1,755 2,571 4,245 4,444

Acquisition of intangible assets  -53 -31 -101 -91
Acquisition of property, plant and equipment  -248 -152 -1,122 -1,118
Proceeds from sale of property, plant and equipment  9 84 54 205
Acquisition of subsidiaries etc. 21 -489 -3,949 -415
Proceeds from disposal of subsidiaries etc. 21 73 750 224
Acquisition (-)/ sale of other investments etc. 22 1,536 -640 39 87
Cash flow from investing activities  828 -3,938 -1,321 -917

Free cash flow  2,583 -1,367 2,924 3,527

Financing by non-shareholders:
Cash repayment of (-)/cash proceeds from interest-bearing 
debt -2,057 1,871 -2,045 1,179
Financing by shareholders:
Repurchase (-)/sale of treasury shares -199 -116 -199 -116
Addition/disposal of minority interests -4,092
Dividends paid to shareholders in the Parent Company -320 -396 -320 -396
Dividends paid to minority shareholders  -215 -198
Cash flow from financing activities  -2,576 1,359 -2,779 -3,623

Net change in cash and cash equivalents  7 -8 145 -96

Cash and cash equivalents as of 1 January  2 9 744 888
Foreign exchange adjustment of cash and cash equivalents  -1 -55
Cash and cash equivalents as of 31 December  9 1 888 737

Statement of free cash flow adj. for acquisition and 
disposal of subsidiaries etc. (M&A)
Free cash flow 2,583 -1,367 2,924 3,527
Acquisition of subsidiaries etc. 21 489 3,949 415
Proceeds from disposal of subsidiaries etc. 21 -73 -750 -224
Purchase and sale of shares and other investments 22 -5 -29 -96 -14
Free cash flow before M&A 2,994 1,803 3,019 3,513

The cash flow statement cannot be derived on the basis of the published financial statements alone.

Parent Company Group
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STATEMENT OF CHANGES IN EQUITY

DKKm
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Balance as of 1 January 2012 1,043 685 -137 -277 -814 9,511 8,283 329 10,340 2,257 12,597

Comprehensive income in 2012
Net profit 1,580 1,580 400 1,980 359 2,339

Other comprehensive income

Foreign exchange adjustments on 
translation of foreign currencies -6 -6 -6 -30 -36
Fair value adjustment of hedging 
instruments 126 35 161 161 7 168
Actuarial gain/loss (-) on pension and 
healthcare plans -150 -150 -150 -26 -176
Tax on other comprehensive income -30 -9 41 2 2 8 10
Total other comprehensive income 96 20 -109 7 7 -41 -34
Total comprehensive income for the 
period 96 20 1,471 1,587 400 1,987 318 2,305

Transactions with owners
Dividends to shareholders 9 9 -329 -320 -237 -557
Capital increase/purchase of treasury 
shares 7 228 -387 -387 -152 -152
Capital reduction -30 -543 926 -353 573
Total transactions with owners -23 -315 539 -344 195 -329 -472 -237 -709
Balance as of 31 December 2012 1,020 370 -41 -257 -275 10,638 10,065 400 11,855 2,338 14,193

Comprehensive income in 2013
Net profit 1,237 1,237 800 2,037 248 2,285

Other comprehensive income

Foreign exchange adjustments on 
translation of foreign currencies -472 -472 -472 -78 -550
Fair value adjustment of hedging 
instruments 80 149 229 229 -2 227
Actuarial gain/loss (-) on pension and 
healthcare plans 209 209 209 -2 207
Tax on other comprehensive income -20 -37 -80 -137 -137 -137
Total other comprehensive income 60 -360 129 -171 -171 -82 -253
Total comprehensive income for the 
period 60 -360 1,366 1,066 800 1,866 166 2,032

Transactions with owners
Dividends to shareholders 4 4 -400 -396 -179 -575
Purchase of minority interest -2,623 -2,623 -2,623 -1,469 -4,092
Capital increase/purchase of treasury 
shares 2 39 -156 -156 -115 -115
Total transactions with owners 2 39 -156 -2,619 -2,775 -400 -3,134 -1,648 -4,782
Balance as of 31 December 2013 1,022 409 19 -617 -431 9,385 8,356 800 10,587 856 11,443
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STATEMENT OF CHANGES IN EQUITY (continued)

DKKm

Parent Company
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Balance as of 1 January 2012 1,043 685 -76 -814 4,123 3,233 329 5,290
Merger with subsidiary 143 143 143

Comprehensive income in 2012
Net profit 160 160 400 560

Other comprehensive income
Fair value adjustment of hedging instruments 33 33 33
Tax on other comprehensive income -8 -8 -8
Total other comprehensive income 25 25 25
Total comprehensive income for the period 25 160 185 400 585

Transactions with owners
Dividends to shareholders 9 9 -329 -320
Capital increase/purchase of treasury shares 7 228 -387 -387 -152
Capital reduction -30 -543 926 -353 573
Total transactions with owners -23 -315 539 -344 195 -329 -472
Balance as of 31 December 2012 1,020 370 -51 -275 4,082 3,756 400 5,546

Comprehensive income in 2013
Net profit 1,784 1,784 800 2,584

Other comprehensive income
Fair value adjustment of hedging instruments 53 53 53
Actuarial gain/loss (-) on pension and 
healthcare plans -4 -4 -4
Tax on other comprehensive income -14 1 -13 -13
Total other comprehensive income 39 -3 36 36
Total comprehensive income for the period 39 1,781 1,820 800 2,620

Transactions with owners
Dividends to shareholders 4 4 -400 -396
Capital increase/purchase of treasury shares 2 39 -156 -156 -115
Total transactions with owners 2 39 -156 4 -152 -400 -511
Balance as of 31 December 2013 1,022 409 -12 -431 5,867 5,424 800 7,655
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NOTES  

Notes

1. Segment reporting
2. Expenses and other operating income
3. Non-current financial assets
4. Financial income
5. Financial expenses
6. Tax on profit
7. Earnings per share
8. Intangible assets
9. Property, plant and equipment
10. Inventories
11. Trade receivables
12. Share capital
13. Provisions
14. Share incentive programmes
15. Deferred tax, etc. 
16. Pension and healthcare obligations
17. Financial risks and instruments
18. Corporation tax payable
19. Adjustment for non-cash transactions
20. Change in working capital
21. Acquisition and sale of subsidiaries and activities
22. Acquisition(-)/disposal of shares, other securities and lending
23. Contingent liabilities, assets and security
24. Related parties
25. Events after the balance sheet date
26. Basis of preparation
27. Critical accounting estimates and judgements
28. Accounting policies
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1. Segment reporting

DKKm

2012 2013

Main business segments
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INCOME STATEMENT
Net sales 22,411 11,097 499 34,007 22,330 10,989 309 33,628
   internal net sales 39 45 -84 24 25 -49
Net sales, external 22,372 11,053 582 34,007 22,306 10,964 358 33,628
Depreciation/amortization 885 803 38 1,726 855 772 44 1,671
Net gain/loss (-) upon disposal of activities 1 11 12 -1 -3 -4

 Impairment/reversal of impairment losses previous years (-) 270 -12 258 5 4 9
Operating profit (EBIT) 2,541 1,563 -335 3,769 2,554 1,593 -531 3,616
Share of profit from associates and joint ventures after tax -4 2 -2 7 1 8
Profit before financial items 2,537 1,563 -333 3,767 2,561 1,593 -530 3,624

BALANCE SHEET
Total assets *) 14,805 9,277 3,686 27,768 14,336 8,821 2,959 26,116
Capital expenditure 1,623 284 146 2,053 814 377 19 1,210
Impairment losses 270 270 9 9
Investment in associates and joint ventures 68 12 80 39 12 51
Total liabilities 3,991 2,500 7,084 13,575 4,338 2,432 7,903 14,669

OTHER INFORMATION
Number of employees 14,319 6,363 2,410 23,092 13,657 6,320 2,486 22,463

The two segments, "Danfoss Climate & Energy" and "Danfoss Power Solutions" are further described in separate reports. 

Comparative figures for 2012 for Danfoss Power Solutions have been restated from recognition under US GAAP to IFRS. Reclassification was made

between "Danfoss Power Solutions" and "Other areas" 

*) Cash and cash equivalents, interest-bearing debt and deferred tax liabilities/assets have been recorded in the column "Other areas".

	NOTES 
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1. Segment reporting (continued)

DKKm

Products and services

2012 2013

Heating, Ventilation and Air conditioning (HVAC) 22,194 22,102
Hydraulics 11,337 11,222
Other 476 304

34,007 33,628

Geographical segments

Group
2012

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,272 12,463 3,663 5,899 7,945 274 551 1,556 384 34,007
Total non-current assets *) 4,548 4,164 245 1,197 5,520 14 61 15,749

Group
2013

Denmark
Other

EU
Other

Europe Asia
North

America Africa Pacific
Latin

America
Middle

East Total
Net sales 1,288 12,028 3,911 5,890 7,666 230 538 1,685 392 33,628
Total non-current assets *) 4,296 4,020 207 1,362 4,768 11 48 14,712

*) Deferred tax assets are not included.

The geographical distribution of "Net sales" is based on the external customers' country of residence. The distribution of "Total non-current assets" is 

based on the actual geographical location of the assets. 

Group

NOTES   
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1. Segment reporting (continued)

DKKm

Specification of other areas - External net sales

2012 2013
Non-reportable segments 582 358
Total net sales 582 358

Specification of other areas - Profit before financial items

2012 2013
Gain/loss (-) upon disposal of activities 12 -3

Non-reportable segments -26 -91

Central functions, not allocated*) -321 -436

Eliminations of intra-group profits etc. 2

Profit before financial items -333 -530

Specification of other areas - Assets

2012 2013
Non-reportable segments 238 164
Central functions not allocated *) 3,452 2,796
Other -4 -1
Total assets 3,686 2,959

Specification of other areas - Liabilities

2012 2013
Non-reportable segments 348 313
Central functions not allocated *) 2,995 2,689
Interest bearing debt 3,746 4,899
Other -5 2
Total Liabilities 7,084 7,903

*) Central functions, not allocated, are primarily administrative expenses and central functions' liabilities and deferred tax, cash and cash equivalents.

Group

Group

Group

Group
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2. Expenses and other operating income

DKKm

A. Personnel expenses

2012 2013 2012 2013
Salaries and wages 1,561 1,567 7,777 7,803
Termination benefits 12 24 66 185
Share-based remuneration *) 5 9 3
Social security 15 14 649 696
Defined contribution plans 129 118 432 454
Defined benefit plans excluding gains from reductions and redemptions **) 57 74

1,722 1,723 8,990 9,215

Average number of employees 2,941 2,792 23,173 23,030
Total number of employees as of end of the year 2,864 2,708 23,092 22,463

*) Benefits cf. further information in note 14. Share incentive programmes.

**) Expenses for defined benefit plans are described in note 16. Pension and healthcare obligations.

2012 2013 2012 2013
Board of Directors:

Directors' fees 3 5 4 6

3 5 4 6
Executive Committee:

Salaries 22 20 23 21
Pension costs re. defined contribution plans 2 7 2 7
Bonuses 33 53 33 53
Share-based remuneration *) 2 2

59 80 60 81
Executives: 

Salaries 14 15 25 22
Pension costs re. defined contribution plans 1 2 3 3
Bonuses 13 13 29 24
Share-based remuneration *) 1 1

29 30 58 49
Termination benefits:

Executives 2 10
Total compensation 93 115 132 136

*) Costs recorded according to the Black-Scholes model at the option grant date.

Parent Company Group

Parent Company Group

NOTES 
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2. Expenses and other operating income (continued)

DKKm

B. Depreciation/amortization and impairment losses

2012 2013 2012 2013
Classified by nature:

Amortization of intangible assets 85 68 503 478
Impairment on intangible assets 270 2

85 68 773 480

Depreciation of property, plant and equipment 212 200 1,222 1,193
Impairment on property, plant and equipment 7
Reversal of impairment losses on property, plant and equipment -12

212 200 1,210 1,200

Depreciation and impairment 297 268 1,983 1,680

Classified by functions:

Intangible assets:

Cost of sales 34 54 313 305
Selling and distribution costs 7 7 143 145
Administrative expenses 10 7 47 28
Other operating expenses 270 2

51 68 773 480

C. Other operating income

2012 2013 2012 2013
Gain on disposal of activities 12
Gain on value adjustment on step acquisition of company 275
Gain on disposal of property, plant and equipment 6 5 32 45
Reversal of impairment losses on property, plant and equipment 12
Other 15 41 94 82

21 46 425 127

In 2012, the Group obtained control of Danfoss Turbocor Inc. through a step acquisition. In connection with this, the original investment was revalued

at fair value at the date of acquisition and the value adjustment recognised above under Value adjustment on step acquisition of company, further 

detailed in note 21. Acquisition and sale of subsidiaries and activities.

Parent Company Group

Parent Company Group

	NOTES 
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2. Expenses and other operating income (continued)

DKKm

D. Other operating expenses

2012 2013 2012 2013
Loss on disposal of activities -3
Loss on disposal of property, plant and equipment -3 -1 -24 -34
Impairment -270 -9
Restructuring costs -12 -24 -68 -186
Other -66 -56 -23 -149

-81 -81 -385 -381

Impairment for the year is based on expected value in use. 

Restructuring cost in 2013, mainly related to terminations in France, Denmark, Germany, China and the USA.

In 2013, the item Other includes DKK 110 million in extraordinary costs relating to acquisition of outstanding shares in Sauer-Danfoss Inc. 
Impairment for 2012 relates to impairment losses on technology and customer relations in Scroll Technologies, USA. In recent years, Scroll Technolo-

gies has been impacted by the financial crisis and by the competitive situation in the North American market. Technology and customer relations have

therefore been written down to the lower recoverable amount. 

E. Fees to the auditors appointed at the Annual General Meeting

2012 2013 2012 2013
KPMG:

Audit fee 5 5 25 21
Fees for assurance engagements 1
Tax and VAT advice 2 2 6 6
Other fees 2 1 6 4
Total 9 8 38 31

Parent Company Group

Parent Company Group

NOTES  
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3. Non-current financial assets

DKKm Parent Company Group
2012 2012
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Costs as of 1 January 9,695 1,132 367 2 11,196 393 145 538
Additions/disposals through merger with 
subsidiaries -453 17 129 -307
Foreign exchange adjustments etc. 5 5
Additions 489 2 491 44 44
Transfer relating to step acquisition of company 222 -222 -245 -245
Disposals -116 -129 -7 -252 -55 -55
Costs as of 31 December 9,837 1,003 155 133 11,128 153 134 287

Adjustments as of 1 January -1,207 -60 -1,267 -229 -102 -331
Additions/disposals through merger with 
subsidiaries 245 -17 -94 134
Foreign exchange adjustments etc. -4 -4
Transfer relating to step acquisition of company 177 177
Net profit/value adjustment -10 -10 -2 -4 -6
Reversed impairment/impairment for the year (-) -8 -12 -20
Dividends -15 -15
Disposal 59 59
Adjustments as of 31 December -911 -89 -104 -1,104 -73 -106 -179

Carrying amount as of 31 December 8,926 1,003 66 29 10,024 80 28 108

Impairment of "Investments in subsidiaries" mainly concerns Danfoss-Semco A/S, which were written down to value in use and reversal of previous 
years' impairment relating to Danfoss FZCO. 

Transfer for the year of "Investments in associates/joint ventures" relates to Danfoss Turbocor Compressors.  For further information, see note 21.
Acquisition and sale of subsidiaries and activities.

Parent Company Group
2013 2013
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Costs as of 1 January 9,837 1,003 155 133 11,128 153 134 287
Foreign exchange adjustments etc. -1 -1 -2
Additions 3,949 2 1 3,952 2 2
Disposals -205 -32 -49 -286 -61 -61
Costs as of 31 December 13,581 971 108 134 14,794 91 135 226

Adjustments as of 1 January -911 -89 -104 -1,104 -73 -106 -179
Foreign exchange adjustments etc. 1 1
Net profit/value adjustment 1 1 9 2 11
Reversed impairment/impairment for the year (-) -89 2 -87
Dividends -7 -7
Disposal 19 19 31 31
Adjustments as of 31 December -1,000 -68 -103 -1,171 -40 -103 -143

Carrying amount as of 31 December 12,581 971 40 31 13,623 51 32 83

At the end of 2013, impairment tests were performed on the carrying amount of "Investments in subsidiaries". When performing the impairment test,
the present value of cash flow from subsidiaries is compared with their carrying amount. Where possible, "Other investments" are recognized at fair 
value. Alternatively, they are recognized at cost less accumulated impairment losses.

Additions for the year to "Investments in subsidiaries" is mainly the acquisition of the remaining shares in Sauer-Danfoss Inc.

Impairment losses for the year on "Investments in subsidiaries" mainly relates to Tau Energy Holdings (HK) Limited and Avenir Energie,
which have been written down to value in use.

Disposal for the year of "Investments in associates/joint ventures" relates to the sale of Danfoss Sanhua Micro Channel Heat Exchanger Co Ltd.

Further information on associates and joint ventures is provided in the notes 4. Financial income, 5. Financial expenses,
17. Financial risks and instruments and 24. Related parties.

	NOTES
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4. Financial income

DKKm

2012 2013 2012 2013
Interest from banks etc. 8 6 32 29
Interest from associates and joint ventures 3 6
Calculated expected return on defined benefit plan assets 6 2
Gain on other investments 1 2
Fair value adjustment for stock options and warrants *) 33 49
Interest from subsidiaries 241 149
Foreign exchange gains, net 51 233
Dividend from subsidiaries 639 1,590
Dividend from associates and joint ventures 8 7
Gain on disposal of associates and joint ventures 1
Gain on disposal of shares subsidiaries 26 547

1,009 2,534 93 33

Interest on financial assets measured at amortised cost amounts to 252 155 38 29

*) Cf. note 14. Share incentive programmes.

Parent Company Group

5. Financial expenses

DKKm

2012 2013 2012 2013
Interest to banks etc. -219 -164 -277 -192
Interest element on discounted liabilities -2 1 -3
Return on defined benefit plans -55 -40
Foreign exchange losses, net -37 -151
Fair value adjustment of share options and warrants *) -10 -14
Impairment/loss on loans -131 -26 -141 -7
Loss on other investments -10 -4
Borrowing costs recognised in the cost of assets 3 3 2
Interest to subsidiaries -21 -11
Impairment/loss on disposal of subsidiaries and associates/joint ventures -23 -88

-403 -298 -514 -402

Interest on financial liabilities at amortised cost amounts to -242 -174 -280 -192

*) Cf. note 14. Share incentive programmes.

Impairment writedown on loans to subsidiaries in 2012 was primarily made as a consequence of the 2010 sale of the compressor business. 

An effective interest rate equal to the Group's weighted average general borrowing costs was used for the calculation of borrowing costs pertaining  

to the cost of assets. No specific loans have been raised for the construction or development of assets.

Parent Company Group

NOTES  
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6. Tax on profit

DKKm

2012 2013 2012 2013
Current tax expense -98 -315 -804 -1,129
Change in deferred tax -203 -1 -216 195
Adjustments concerning previous years -231 -60 13 -36

-532 -376 -1,007 -970

Tax on profit is defined as:

Tax on profit before tax 25.0% 25.0% 25.0% 25.0%
Adjustment of tax in foreign subsidiaries calculated at 25% 2.4% 2.7%
Tax exempt income/non-deductible expenses 5.2% -1.5% 1.3% -0.9%

Adjustment of net tax assets 0.7% -0.4%

Dividends exempt of tax -14.8% -13.5%

Effect of change in corporate tax rate -0.8% 0.6% -1.3%

Other taxes 3.0% 1.2% 1.9% 2.6%
Adjustments concerning previous years 21.2% 0.5% -0.4% 2.1%
Other adjustments 9.2% 1.8% -1.4% 0.0%
Effective tax rate 48.8% 12.7% 30.1% 29.8%

2012 2013 2012 2013

Tax on profit (income statement) -532 -376 -1,007 -970
Tax on fair value adjustment of hedging instruments (other 
comprehensive income) -8 -14 -39 -57
Tax on actuarial gain/loss on pension and health care plans (other 
comprehensive income) 1 49 -80

Total taxes -540 -389 -997 -1,107

Parent Company Group

Parent Company Group

7. Earnings per share

DKKm

2012 2013
Net profit 2,339 2,285
Minority interests -359 -248
The Group's share of net profit 1,980 2,037

Nominal value (DKKm)

Average number of shares 1,033.6 1,021.3
Average number of treasury shares -21.1 -12.3
Average number of shares issued 1,012.5 1,009.0
Average dilutive effect of share options/warrants 12.0 5.9
Diluted average number of shares issued 1,024.5 1,014.9

Basic earnings per share (share of nominal 100 DKK) 195.6 201.9

Diluted earnings per share (share of nominal 100 DKK) 193.3 200.7

Group

	NOTES
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8. Intangible assets

DKKm Group

2012

Goodwill Software Brand
Techno-

logy
Customer 

relations

Patents,
trade-

marks etc.

Develop-
ment 
costs

 
Total

 
Total

Cost as of 1 January 4,905 659 910 2,995 1,759 395 538 7,256 12,161

Foreign exchange adjustments in 
foreign companies -10 -1 -8 -29 -16 -5 -3 -62 -72

Addition through acquisition of 
subsidiaries 562 187 38 225 787
Additions 57 2 48 107 107
Disposals -67 -43 -17 -11 -1 -11 -83 -150
Cost as of 31 December 5,390 672 902 3,136 1,770 391 572 7,443 12,833

Amortization and impairment 
losses as of 1 January 1,077 513 769 544 321 263 2,410 3,487

Foreign exchange adjustments in 
foreign companies 12 -2 -12 -8 -5 -2 -29 -17
Amortization 60 204 145 19 75 503 503
Impairments 210 60 270 270
Disposals -37 -10 -6 -1 -5 -59 -59

Amortization and impairment 
losses as of 31 December 1,089 534 1,161 735 334 331 3,095 4,184

Carrying amount as of 31 
December 4,301 138 902 1,975 1,035 57 241 4,348 8,649

Addition through acquisition of subsidiaries relates to Danfoss Turbocor Compressors. For further information, see note 21 Acquisition and sale of sub-

sidiaries and activities.

Group
2013

Goodwill Software Brand
Techno-

logy
Customer 

relations

Patents,
trade-

marks etc.

Develop-
ment 
costs

 
Total

 
Total

Cost as of 1 January 5,390 672 902 3,136 1,770 391 572 7,443 12,833
Foreign exchange adjustments in 
foreign companies -121 1 -22 -83 -42 -3 -5 -154 -275
Additions 63 3 24 90 90
Disposals -3 -3 -6 -6
Cost as of 31 December 5,269 733 880 3,053 1,728 388 591 7,373 12,642

Amortization and impairment 
losses as of 1 January 1,089 534 1,161 735 334 331 3,095 4,184
Foreign exchange adjustments in 
foreign companies -2 -34 -22 -2 -3 -61 -63
Amortization 49 194 143 22 70 478 478
Impairments 2 2 2
Disposals -6 -7 -13 -13

Amortization and impairment 
losses as of 31 December 1,087 579 1,321 856 347 398 3,501 4,588

Carrying amount as of 31 
December 4,182 154 880 1,732 872 41 193 3,872 8,054

Impairment tests 

At the end of 2013, impairment tests have been performed on the carrying amount of goodwill and brand (assets with indefinite useful lives). The im-

pairment tests were performed on divisions representing the base level of cash generating units (CGUs) to which the carrying amount of goodwill and 
brand can be allocated with reasonable accuracy.
Acquired activities and companies are integrated as quickly as possible into the division for optimum synergy. One of the consequences is that soon 
after it will not be possible to allocate the carrying amount of goodwill to the acquired companies and activities with reasonable accuracy, and thus it 

will no longer be possible to perform impairment tests on these individual acquisitions. At the impairment test, the net present value of the estimated 

net cash flow from the CGUs are compared with the carrying amounts of the assets. The expected cash flow is based on budgets and forecasts for the 

years 2014-2023 prepared and approved by management in the respective CGUs and Group management. The forecasts were elaborated for a 10 year

period in accordance with the fact that decisions on acquisitions are made on the basis of 10 year forecasts. The primary variables are sales, EBIT, wor-

king capital and investments. The discount rates are set under consideration of the individual CGU's size, main geographical markets, risks and the co-

herence with Danfoss' core business areas.

NOTES  
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8. Intangible assets (continued)

The most significant goodwill allocations as well as the most significant assumptions for the performed impairment tests have been described below.

Group 2012

Danfoss 
Heating 

Solutions

Danfoss 
Power 

Solutions

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commerci

al Com-
pressors Other

Share of the Group's goodwill at the end of 2012 29% 21% 13% 25% 12%
Share of the Group's brand at the end of 2012 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discount rate before tax in % as of 31 December 12% 12% 12% 12% 12%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) **) *) *)
Possible increase in the discount rate (percentage points) <15 **) <40 <9

Group 2013

Danfoss 
Heating 

Solutions

Danfoss 
Power 

Solutions

Danfoss 
Refrigera-

tion & A/C 
Controls

Danfoss 
Commerci

al Com-
pressors Other

Share of the Group's goodwill at the end of 2013 29% 21% 13% 25% 12%
Share of the Group's brand at the end of 2013 100%
Expected growth in net cash flow during the terminal period in % 2% 2% 2% 2% 2%
Discount rate before tax in % as of 31 December 13% 13% 13% 13% 13%
Sensitivity analysis of the impairment test:
Possible growth reduction in the terminal period (percentage points) *) *) *) *)
Possible increase in the discount rate (percentage points) <16 <21 <36 <9

*) The expected growth in the terminal period can be reduced to zero without resulting in a need for impairment writedown.
**) Please see comments below in section concerning Danfoss Power Solutions.

Danfoss Heating Solutions 
The goodwill allocated to Danfoss Heating Solutions (HS) derives primarily from the acquisition of the Devi Group in 2003 and Thermia Wärme AB in 
Sweden in 2005. Earnings were at a satisfactory level in 2013 and are expected to exceed the general development share until 2023. The net cash flow 
during the terminal period from 2024 and onwards is estimated at a 2% annual growth level, which is assumed to be at or below the market develop-
ment. The EBIT margin is expected to remain unchanged during the terminal period, and so is the working capital as a percentage of sales. Invest-
ments are assumed to be at the same level as the book depreciation. The sensitivity analysis concludes that growth during the terminal period can
be reduced so that the business lapses (2012: 0 percentage point), or the discount cash flow rate can be increased by up to 16 percentage points
(2012: 15 percentage points), without causing a need for impairment writedown.

Danfoss Power Solutions
The intangible assets with indefinite useful lives assigned to Danfoss Power Solutions, comprise goodwill and brand and derive from Danfoss' recog-
nition of the purchase of an additional 38.2% of the share capital in Sauer-Danfoss Inc. in 2008. 
The sensitivity analysis concludes that growth during the terminal period can be reduced so that the business lapses (2012: 0 percentage point) or the
discount rate can be increased by up to 21 percentage points without causing a need for impairment writedown.
As a result of the Tender Offer Process regarding Sauer-Danfoss Inc. in the autumn of 2012 it was not possible to update the impairment test.

Danfoss Refrigeration & A/C Controls)

The goodwill allocated to Danfoss Refrigeration & A/C Controls (RC) derives primarily from the acquisition of Aztec Energy Partners in the USA in 2006 

and Chatleff LLC in the USA in 2007. RC's earnings has been satisfactory in 2013 and future growth and unchanged earnings are expected.

The average growth rate until 2023 is estimated to exceed the average market development and therefore an increased future market share is 

assumed. The net cash flow during the terminal period from 2024 and onwards is estimated at a 2% annual  growth level and is assumed to be at or 

below the market development level. The EBIT margin is estimated to remain unchanged during the terminal period and so is the working capital

in % of sales. Investments are assumed at the same level as the book depreciation. The sensitivity analysis concludes that growth during the terminal

period can be reduced so that the business lapses (2012: 0 percentage point) or that the discounted cash flow rate can be increased by up to 36 per-

centage points (2012: 40 percentage points) without causing a need for impairment writedown.

	NOTES
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8. Intangible assets (continued)

Danfoss Commercial Compressors 

The goodwill attributable to Danfoss Commercial Compressors (CC) derives primarily from the acquisitions of Scroll Technologies, USA in 2006 and  

of Danfoss Turbocor Compressors, USA in 2012.

The result in CC has been satisfactory in 2013 and the weighted average growth rate until 2023 is estimated at a higher level than the general market 

development and therefore assuming a higher market share. The net cash flow during the terminal period from 2024 and onwards is estimated at a  

2% annual growth level and is assumed to be at or below the market development level. EBIT margin is estimated to remain unchanged during the 

terminal period and so is the working capital in % of sales. Investments are assumed at the same level as the book depreciation. The sensitivity analysis 

concludes that growth during the terminal period can be reduced so that the business lapses (2012: 0% point) or that the discounted cash flow rate 

can be increased by up to 9% (2012: 9%) without causing a need for impairment writedown.

Other intangible assets
Software in progress amounts to DKK 68m (2012: 37m). Of the entire Group's development activities capitalised development expenditure in progress 
amounts to DKK 50m (2012: 52m). Development activities in progress are related to a larger amount of development projects in several segments. 
Software and capitalised development expenditure was mainly built up internally.
In 2013, the Group performed impairment tests for the carrying amount of software and development in progress. The project development process 
related to the actual expenses and achieved milestones has been evaluated according to the approved project and business plans. This has not led to  
a impairment of current development assets (2012: 0 DKK). 

DKKm Parent Company
2012

Goodwill Software

Patents, 
trade-
marks, 

etc.*)

Develop-
ment 
costs Total Total

Cost as of 1 January 462 429 220 142 791 1,253

Additions through merger with subsidiaries 1 1 1
Additions 37 11 5 53 53
Disposals -22 -22 -22
Cost as of 31 December 462 444 232 147 823 1,285

Amortization and impairment losses as of 1 January 329 147 64 540 540

Addition through merger with subsidiaries 1 1 1
Amortization 44 13 28 85 85
Disposals -22 -22 -22
Amortization and impairment losses as of 31 December 351 161 92 604 604

Carrying amount as of 31 December 462 93 71 55 219 681

Parent Company
2013

Goodwill Software

Patents, 
trade-
marks, 

etc.*)

Develop-
ment 
costs Total Total

Cost as of 1 January 462 444 232 147 823 1,285
Additions 29 2 31 31
Disposals -2 -2 -4 -4
Cost as of 31 December 462 471 232 147 850 1,312

Amortization and impairment losses as of 1 January 351 161 92 604 604
Amortization 34 13 21 68 68
Disposals -3 -1 -4 -4

Amortization and impairment losses as of 31 December 382 173 113 668 668

Carrying amount as of 31 December 462 89 59 34 182 644

*) The amounts under Patents, trademarks etc. are mainly related to patents.

In relation to the Parent Company's intangible assets, impairment tests of the carrying amounts were carried out at the end of 2013. For more informa-
tion, please refer to the section "Impairment tests" for the Group. The impairment tests indicates that there is no need for impairment writedowns in 
2013.

NOTES  
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9. Property, plant and equipment

DKKm Group
2012

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction Total

Cost as of 1 January 4,855 8,399 916 798 14,968
Foreign exchange adjustments in foreign companies 100 68 -4 -3 161
Addition through acquisition of subsidiaries 12 23 3 2 40
Transfers 255 -352 1,090 -993
Additions 85 228 71 734 1,118
Disposals -59 -504 -64 -11 -638
Cost as of 31 December 5,248 7,862 2,012 527 15,649

Depreciation and impairment losses as of 1 January 2,153 5,172 642 7,967
Foreign exchange adjustments in foreign companies 43 80 -3 120
Transfers 24 -612 588
Depreciation 180 890 152 1,222
Reversal of previous years' impairment -12 -12
Disposals -23 -505 -60 -588

Depreciation and impairment losses as of 31 December 2,365 5,025 1,319 8,709

Carrying amount as of 31 December 2,883 2,837 693 527 6,940

Hereof assets held under finance leases 1 11 61 73

Group
2013

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction Total

Cost as of 1 January 5,248 7,862 2,012 527 15,649
Foreign exchange adjustments in foreign companies -94 -51 -34 -34 -213
Transfers 138 226 27 -391
Additions 69 242 98 712 1,121
Disposals -261 -435 -299 -3 -998
Cost as of 31 December 5,100 7,844 1,804 811 15,559

Depreciation and impairment losses as of 1 January 2,365 5,025 1,319 8,709
Foreign exchange adjustments in foreign companies -26 -2 -25 -53
Transfers -87 87
Depreciation 186 843 164 1,193
Impairment 7 7
Disposals -175 -404 -224 -803
Depreciation and impairment losses as of 31 December 2,270 5,549 1,234 9,053

Carrying amount as of 31 December 2,830 2,295 570 811 6,506

Hereof assets held under finance leases 2 7 59 68

The Group's finance leases mainly concern machinery and IT equipment.  The Group has an option to acquire the leased machinery at favourable 
prices at the expiry of the leases. The leased assets are pledged as collateral for the lease liabilities.
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9. Property, plant and equipment (continued)

DKKm Parent Company
2012

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction Total

Cost as of 1 January 259 2,275 454 242 3,230
Addition through merger with subsidiaries 1,388 16 1,404
Transfers 19 69 319 -407
Additions 1 18 229 248
Disposals -2 -92 -5 -1 -100
Cost as of 31 December 1,664 2,253 786 79 4,782

Depreciation and impairment losses as of 1 January 226 1,905 296 2,427
Addition through acquisition of subsidiaries 775 775
Depreciation 41 119 52 212
Disposals -2 -87 -5 -94

 Depreciation and impairment losses as of 31 December 1,040 1,937 343 3,320

Carrying amount as of 31 December 624 316 443 79 1,462

Hereof assets held under finance leases 59 59

Parent Company
2013

Land and
 buildings

Plant and 
machinery Equipment

Assets under
construction Total

Cost as of 1 January 1,664 2,253 786 79 4,782
Transfers 19 46 13 -78
Additions 2 20 148 170
Disposals -3 -151 -227 -2 -383
Cost as of 31 December 1,680 2,150 592 147 4,569

Depreciation and impairment losses as of 1 January 1,040 1,937 343 3,320
Depreciation 38 103 59 200
Disposals -3 -143 -156 -302

 Depreciation and impairment losses as of 31 December 1,075 1,897 246 3,218

Carrying amount as of 31 December 605 253 346 147 1,351

Hereof assets held under finance leases 54 54

The Parent Company's  financial leases mainly concern IT equipment. The leased assets are pledged as collateral for the lease liabilities.
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10. Inventories

DKKm

2012 2013 2012 2013
Raw materials and consumables 139 115 1,641 1,508

Work in progress 99 100 463 458
Finished goods and goods for resale 481 434 1,946 1,883
Inventories 719 649 4,050 3,849

Write-downs of inventories 70 63 431 384

Carrying amount of inventories stated at net realizable value 50 48 376 327

Expensed adjustment of inventories to net realizable value included in cost of sales 5 15 42 75

Cost of goods sold included in cost of sales 4,024 4,117 16,741 16,309

Parent Company Group

11. Trade receivables

DKKm

2012 2013 2012 2013
Trade receivables before provision for bad debts 219 215 4,555 4,595
Provision for bad debts -10 -9 -151 -170
Trade receivables 209 206 4,404 4,425

Trade receivables due after 1 year 3 11

Trade receivables from subsidiaries 697 662

Short-term borrowings to subsidiaries 1,801 2,479

Receivables from subsidiaries 2,498 3,141

Receivables from associates and joint ventures 2 20 3

Total trade receivables 2,709 3,347 4,424 4,428

Provision for bad debts as of 1 January -11 -10 -165 -151

Foreign exchange adjustments -1 7

Change in provisions -1 -30 -35

Realized loss 2 1 45 9

Provision for bad debts as of 31 December -10 -9 -151 -170

Parent Company Group
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12. Share capital

Shareholders holding more than 5% of the shares or 5% of the votes
Shares Votes

Bitten & Mads Clausen Foundation, Nordborg, Denmark 46.32% 84.97%

Clausen Controls A/S, Sonderborg, Denmark 25.62% 5.40%

Henrik Mads Clausen, Lake Forrest, USA 10.76% 2.27%

Karin Clausen, Holte, Denmark 7.07% 1.49%

Distribution of shares

2012
A shares B shares Total shares

No. Nominal value DKKm No. Nominal value DKKm No. DKKm
4,250,000 100 DKK 425.0 5,954,554 100 DKK 595.4 10,204,554 1,020.4

2013
A shares B shares Total shares

No. Nominal value DKKm No. Nominal value DKKm No. DKKm
4,250,000 100 DKK 425.0 5,965,743 100 DKK 596.6 10,215,743 1,021.6

Class A shares entitle the holder to ten votes for each share while Class B shares entitle the holder to one vote for each share. The holders of class A 

shares also have pre-emptive rights to class A shares in the event of any increases in share capital. Otherwise no shares have special rights.

Resolutions regarding amendments to the Articles of Association or Danfoss A/S’ dissolution require at least two-thirds of the votes cast as well as two-

thirds of the voting share capital represented at the general meeting to be adopted.

Dividend per share (DKK)
2012 2013

Proposed dividend per 100 DKK share 39.2 78.3

Dividend paid per 100 DKK share 31.5 39.2

Dividend payment to shareholders has no tax consequences for Danfoss A/S.

The development in the Group's holding of treasury shares (No.) is as follows (B-shares of 100 DKK)
2012 2013

Holding as of 1 January 269,379 89,142

Acquired in the year from employees and the board 104,362 18,584

Acquired from Bitten & Mads Clausen Foundation 16,000 28,902

Sold to the board -599 -2,450

Capital reduction -300,000

Holding as of 31 December 89,142 134,178

The primary purpose of holding treasury shares is to secure the share option programme in Danfoss A/S. The total cost in 2013 for own shares 

amounts to DKK 164m. (2012: 389m). The total selling price relating to treasury shares amounted to DKK 8m in 2013 (2012: 2m). The Group's holding

of treasury shares represents 1.31% (2012: 0.87%) of the Group's share capital. The value of treasury shares held amounts to DKK 464m (2012: 285m).

Capital management

It is the policy of the Group always to qualify for a comfortable "BBB credit rating".

NOTES  
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13. Provisions

DKKm Group
2013

Warranty
Restruc-

turing

Contingent 
considera-

tion Other Total

Provisions as of 1 January 537 38 4 278 857
Foreign exchange adjustments etc. -11 2 -7 -16
Provisions used -181 -7 -1 -18 -207
Reversal of unused provisions -83 -3 -2 -6 -94
Additional provisions recognized 196 63 113 372
Provisions as of 31 December 458 93 1 360 912

Estimated maturity of above provisions: 2012 2013
Within 1 year 391 426
Between 1 and 5 years 298 347
After more than 5 years 168 139

857 912

Parent Company
2013

Warranty
Restruc-

turing Other Total

Provisions as of 1 January 71 2 40 113
Provisions used -48 -2 -6 -56
Reversal of unused provisions -14 -1 -15
Additional provisions recognized 51 20 71
Provisions as of 31 December 60 53 113

Estimated maturity of above provisions: 2012 2013
Within 1 year 72 61
Between 1 and 5 years 22 38
After 5 years 19 14

113 113

Provisions for warranty comprise expected costs arising during the warranty period of the Group's products. As of 31 December receivables of 

DKK 60m related to provisions for warranty were recognized (2012: 60m). 

The Group's  provision for restructuring mainly relates to expected costs for termination benefits. Contingent consideration consists of earn out 

acquisitions. The Group's other provisions mainly consist of certain employee expenses, including jubilee costs.

Provisions have been discounted to net present value if the values are significant.

Group

Parent Company
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14. Share incentive programmes

In the Danfoss Group, share incentive programmes in Danfoss A/S and the subsidiary Danfoss Power Solutions Inc.  are included. The general
programmes are described in individual sections. 

Share incentive programme Danfoss Power Solutions Inc.
In 2006 a programme was established for certain members of the board of directors of Danfoss Power Solutions Inc. The programme permits the

granting of share options and shares in Danfoss Power Solutions Inc. to non-employee directors of Danfoss Power Solutions Inc. 

All 40,500 outstanding shares at the end of 2012 were redeemed in connection with the acquisition of the remaining shares in Danfoss Power

Solutions Inc. 

Danfoss A/S share schemes
The calculation of fair values for the balance sheet as of the balance sheet dates and for stating the values as per the grant dates is based on the 

Black-Scholes model. The assumptions for the calculation of outstanding options and warrants are:

2012 2013
Share price 3,198 3,460
Expected volatility 36.0% 37.0%
Expected dividends 1.0% 1.0%
Risk-free interest rate 1,2-1,6% 0,6-0,9%

Exercise prices and terms of maturity for the programmes

Since Danfoss is not a listed company, the above share price calculation, which has been made by an independent third party, has been based on a 

comparison with a number of comparable domestic and international listed companies. The share price for 2013 of 3,460 was most recently adjusted

at the Annual General Meeting in 2013 and will next be fixed at the Annual General Meeting in 2014.

Share incentive programmes established in 2004 and subsequent programmes
In 2004 and 2007 Danfoss A/S established  share incentive programmes for the Board and a warrant programme for executive committee members

and senior managers. The condition for participation in the programme was for the executive committee members and the senior managers to pur-

chase compulsory shares. The main condition for achieving the right to be granted options/warrants was for RONA to exceed a certain minimum

level for the respective financial years. The granted options and warrants give the right to purchase/subscribe for class B shares (at 100 DKK each) at

fixed exercise prices 3 years after the allotment date at the earliest.

In 2009, Danfoss A/S set up a new warrant programme for executive committee members and senior managers.  Participation in the 2009 pro-

gramme was not conditional on the purchase of shares. Also, no minimum RONA level was defined for the programme . 

Since Danfoss A/S has an obligation to buy back shares under the share option programmes, provision is made in the balance sheet for this obligation.

Information on the 2004 and subsequent programmes

Fair value

at grant

Granted Granted date Earliest Latest

(year) (number) (DKK each) exercise exercise

Options/warrants - exercise price at 1,222 2005 86,459 564 May 2008 May 2015

Options/warrants - exercise price at 1,522 2006 84,895 762 May 2009 May 2016

Options/warrants - exercise price at 1,932 2007 97,121 983 May 2010 May 2017

Options/warrants - exercise price at 1,808 2008 59,053 895 May 2011 May 2014

Warrants - exercise price at 1,100 2009 139,050 365 May 2012 May 2015

466,578

See below
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14. Share incentive programmes (continued)

Holdings and grants/disposals of options and warrants in relation to the 2004 and subsequent programmes are specified below:

Executive

The Board Committee Executives Other Fair value Fair value

(number) (number) (number) (number) (DKK each) (DKKm)

Granted options/warrants 1 January:

Options/warrants - exercise price at 1,222 467 1,333 4,613 1,959 13
Options/warrants - exercise price at 1,522 467 1,333 8,987 1,751 19
Options/warrants - exercise price at 1,932 466 2,400 2,668 25,620 1,543 48
Options/warrants - exercise price at 1,808 788 1,875 7,276 1,453 14
Warrants - exercise price at 1,100 1,550 17,450 2,065 39

2,188 4,275 6,884 63,946 133

Changes in the share price/fair value:
Options/warrants - exercise price at 1,222 236 1
Options/warrants - exercise price at 1,522 190 1
Options/warrants - exercise price at 1,932 146 4
Options/warrants - exercise price at 1,808 193 2
Warrants - exercise price at 1,100 245 6

14

Disposal due to subscription of shares:

Options/warrants - exercise price at 1,222 -467 -300 2,238 -2
Options/warrants - exercise price at 1,522 -467 -3,734 1,938 -8
Options/warrants - exercise price at 1,932 -466 -4,466 1,528 -8
Options/warrants - exercise price at 1,808 -638 -2,551 1,652 -5
Warrants - exercise price at 1,100 -10,400 2,360 -25

-2,038 -21,451 -48

Exercise/transfer due to retirements:
Options/warrants - exercise price at 1,222 -1,333 1,093
Options/warrants - exercise price at 1,522 -1,333 1,093
Options/warrants - exercise price at 1,932 -2,668 2,428
Warrants - exercise price at 1,100 -1,550 1,550

-6,884 6,164

Granted options/warrants 31 December:
Options/warrants - exercise price at 1,222 5,406 2,195 12
Options/warrants - exercise price at 1,522 6,346 1,941 12
Options/warrants - exercise price at 1,932 2,400 23,582 1,689 44
Options/warrants - exercise price at 1,808 150 1,875 4,725 1,646 11
Warrants - exercise price at 1,100 8,600 2,310 20

150 4,275 48,659 99

The total provision as of 31 December 2013 for 2004 and subsequent share incentive programmes has been calculated at DKK 99m (2012: 133m) and is

recognized under current liabilities.

DKKm

Recognition of programmes in the income statement
2012 2013 2012 2013

Subsidiaries -16 4 4 3

Parent company -33 10 5

The Danfoss Group -49 14 9 3

Financial items Fixed expenses

	NOTES 
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15. Deferred tax, etc. 

DKKm

Changes in deferred taxes

2012 2013 2012 2013
Deferred taxes as of 1 January, (net) *) -38 -324 -304 -549
Additions through merger and acquisition of subsidiaries -91 -25
Foreign exchange adjustment in foreign companies -52 -19
Adjustments concerning previous years 8 -16 -9 71
Deferred tax recognized in the income statement -203 -1 -208 195
Deferred tax recognized in other comprehensive income 1 49 -80
Deferred taxes as of 31 December, (net) *) -324 -340 -549 -382

*) Liability (-)

Specification of deferred tax

2012 2013 2012 2013

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Deferred
tax

asset

Intangible assets 116 102
Property, plant and equipment and financial assets 2 196 80
Current assets 233 219
Liabilities 52 63 656 573
Tax loss carry-forwards 685 650
Non-capitalised tax assets re. tax losses -187 -185

54 63 1,699 1,439
Set-off within the same legal entities and jurisdiction -54 -63 -410 -99
Deferred tax assets 0 0 1,289 1,340

2012 2013 2012 2013

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Deferred
tax

liability

Intangible assets 54 41 1,409 1,263
Property, plant and equipment and financial assets 106 101 349 227
Current assets 17 20 101 68
Liabilities 123 176 311 198
Deferred tax regarding Danish joint taxation 78 65 78 65

378 403 2,248 1,821
Set-off within the same legal entities and jurisdiction -54 -63 -410 -99
Deferred tax liabilities 324 340 1,838 1,722
 

The tax asset related to tax loss carry-forwards of DKK 465m net (2012: 498m) is largely related to companies that have suffered tax losses in the last 

three financial years. This tax asset is expected to be utilized primarily through higher future taxable income in the respective companies.

The tax value of unrecognized tax assets related to tax loss carry-forwards amounts to DKK 185m (2012: 187m). The amount is not recognized as an

asset, as the tax losses carried forward are not expected to be utilized.

Of the parent company's deferred tax liability of DKK 340m (2012: 324m), DKK 65m (2012: 78m) can be attributed to taxes relating to joint taxation with 
foreign subsidiaries in previous years. The parent company has deferred tax liabilities concerning temporary differences in foreign subsidiaries and asso-
ciates/joint ventures of DKK 59m(2012: 266m). The liabilities are not recognized because the Group decides on their utilization and it is likely that the
liabilities will not be recognized in the foreseeable future.

Parent Company Group

Parent Company Group

Parent Company Group
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16. Pension and healthcare obligations

The major part of the Group's pension plans are defined contribution plans funded by pension and insurance companies. However, a number of

foreign subsidiaries have obligations concerning defined benefit plans which are unfunded or only partly funded. 

It is the Group’s policy that pension and health care plans within the Group should generally be arranged as defined contribution plans. However, in 

countries like the USA, the UK and Germany there is a tradition for defined benefit plans.

50% of the plans as measured in relation to total pension and healthcare obligations are being reduced and are not open for new employees. The

plans still open for new business are mainly located in Danfoss Power Solutions (US) Company and Danfoss Power Solutions GmbH & Co. OHG.

Defined benefit plans that are unfunded are mainly located in the subsidiaries Danfoss Bauer GmbH and Danfoss Compressors GmbH. In these com-

panies unfunded plans amount to approximately DKK 341m (2012: 585m). All material defined benefit plans have been computed by independent

 actuaries.

Plans in which the pension funds are invested in financial instruments are exposed to risk. 42% (2012: 44%) of the funds are invested in shares, which

have historically been subject to value fluctuations.

DKKm

The Group's defined benefit plan obligations

2012 2013
Present value of provisions 3,128 2,973
Fair value of plan assets -1,941 -2,085

1,187 888
The above obligations are recorded as follows in the balance sheet:

Pension benefit plan assets 17 42
Pension and healthcare plan obligations 1,204 930

Development in the present value of defined benefit plan obligations

2012 2013
Provision as of 1 January 2,794 3,128
Foreign exchange adjustments 11 -76
Pension costs for the year 34 37
Calculated interest on plan liabilities 127 115
Actuarial gains(-)/losses from changes in demographic assumptions 12 16
Actuarial gains(-)/losses from changes in financial assumptions 275 -111

Plan participants' contribution liabilities 10 7
Disbursed benefits from the Group -35 -38
Disbursed benefits from plan assets -97 -105
Transfer from other long term debt 1
Disposals through transition to defined contribution plans etc. -4
Provision as of 31 December 3,128 2,973

Development in the fair value of plan assets

2012 2013
Plan assets as of 1 January 1,704 1,941
Foreign exchange adjustments 16 -65

Calculated interest on plan assets 78 77

Plan participants' contribution asset 10 8
Return for the year on plan assets excluding calculated interest 111 111

Payments by the Group 122 114

Disbursed benefits -97 -105

Adjustments 1 4
Disposals through transition to defined contribution plans etc. -4
Plan assets as of 31 December 1,941 2,085

Group

Group

Group
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16. Pension and healthcare obligations (continued)

DKKm

Expenses relating to pension and healthcare obligations

2012 2013
Pension costs for the year 34 37
Calculated interest on liabilities 127 115
Calculated expected return on assets -78 -78
Expensed in the income statement as personnel expenses 83 74

Pension costs distributed by function:

Pension cost stated under cost of sales 10 13

Pension cost stated under selling and distribution costs 8 8
Pension cost stated under administrative expenses 15 15

Pension cost posted under financial items 50 38

83 74

Estimated maturity of provisions

2012 2013
Within 1 year 135 137
Between 1 and 5 years 600 596
After more than 5 years 2,393 2,240

3,128 2,973

Pension plan assets are specified as follows:

2012 2012 2013 2013
Shares and similar securities 848 44% 869 42%
Listed corporate bonds 538 28% 574 28%
Bonds 455 23% 486 22%
Sundry financial instruments 76 4% 67 3%
Cash and cash equivalents 23 1% 61 3%
Property 16 1%
Other 1 0% 12 1%

1,941 100% 2,085 100%

Significant assumptions for calculation of pension and healthcare obligations and related costs

2012 2012 2013 2013

Range
Weighted

average Range
Weighted

average

Discount rate 1.8-8.0% 4.4% 2.0-9.9% 4.0%
Estimated future salary increase 1.5-6.0% 3.2% 2.0-7.0% 3.6%
Estimated return on plan assets 1.8-6.0% 4.1% 1.5-8.0% 3.9%

The estimated return on the plan assets is based on external actuarial calculations and determined based on the composition of the assets and con-

sidering the general expectations with regard to economic developments.

The Group expects to pay in DKK 121m to defined benefit plans in 2013. In 2012, DKK 122m was paid in.

Group

Group

Group Group

Group Group
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16. Pension and healthcare obligations (continued)

DKKm

Sensitivity analysis
Koncern

2013
Reported defined benefit liability 2,973

Sensitivity on discount rate:

Increase in discount rate of 0.5 percentage point affects the defined benefit plan liability by -194

Decrease in discount rate of 0.5 percentage point affects the defined benefit plan liability by +216

Sensitivity regarding future salary:

Increase in future salary increase of 0.5 percentage point affects the defined benefit plan liability by +55

Decrease in future salary increase of  0.5 percentage point affects the defined benefit plan liability by -54

Sensitivity on average life expectancy:

Increase in average life expectancy of 1 year affects the defined benefit plan liability by -104

Decrease in average life expectancy of 1 year affects the defined benefit plan liability by +103

	NOTER 	NOTES 



95Annual Report 2013 I The Danfoss Group

17. Financial risks and instruments

Financial risks
Danfoss Group's rate of profitability and cash flow are exposed to financial risks, among other factors as a consequence of Danfoss' international
business profile. These risks include currency, commodity, credit, interest rate and liquidity risks. Risk management activities focus on risk coverage
and mitigation, with a particular emphasis on reducing fluctuations in the company’s cash flows and profitability in local currency within a 12-18
month horizon. 

It is the Group's policy not to undertake active speculation regarding financial risks. The Group's financial control is therefore solely aimed at control-
ling and reducing the financial risks that are a direct result of the Group's operations, investments and financing.

For a description of accounting policies and procedures such as applied recognition criteria and basis of measurement, please see the disclosure 
under note 28. Accounting policies.

Currency exposure
Currency exposure consists of three elements:

1. Transaction risk:  Major consolidated risks and 12 months’ expected cash flows in foreign currency (excluding cash flow from certain countries with 
     inconvertible currencies) are covered on an ongoing basis.

2. Translation risk:  Danfoss does not generally cover translation risks, as these do not directly affect the underlying cash flows. Danfoss does however 
    try to reduce  translation risks through obtaining loan financing in local currencies in so far as possible.  

3. Economic/structural risk (strategic risk):  Economic/structural currency exposure cannot be covered effectively using financial instruments and is
    therefore not part of Danfoss’ financial risk management strategy. However, it is controlled in so far as possible at a strategic level, as Danfoss aims 
    for products to be produced as close as possible to the customer.

DKKm
DKK/EUR 10% 103 114
DKK/USD 10% 24 3
DKK/GBP 10% 10 6

The amounts are based on the exchange rate of 31 December 2013 and expected net cash flow in 2014 in foreign currency. In this context, financial 
instruments recognized as of 31 December 2013 have been taken into consideration.

Commodity risk
Movements in global commodity prices can affect the Group's earnings. In addition to fixed price agreements with suppliers, Danfoss uses financial 
instruments to hedge part of the Group's purchases of power and natural gas. It is Danfoss’ policy to ensure that significant risks related to raw mate-
rials are reduced through the combination of hedging and active price adjustment. The raw material consumption is hedged for a minimum of six
months and a maximum of 18 months, if they are considered essential.

Credit risk
The Group’s credit risks primarily apply to trade receivables and bank deposits (the so-called counterpart risk). It is Danfoss' policy to minimize the risk 
of one or several of Danfoss' financial partners not being able to fulfill a commitment. The counterparty risk is prevented, in so far as possible, by only  
using solid regional and global financial partners with a minimum credit rating of "A-" according to Standard & Poors credit rating terminology.

Trade receivables are distributed on a number of customers and geographical areas. The geographical distribution is not significantly different from 
the allocation of Net sales according to note 1. Segment reporting. A systematic credit rating is carried out of customers and any provision for bad 
debts is made on the basis of this credit rating. The rating also serves as the basis for the terms of payment offered to the customers. Historically the 
Group has only had limited losses on bad debts.

Allocation of trade receivables overdue but not impaired as of 31 December:

Overdue by: 2012 2013 2012 2013

Up to 30 days 4 2 91 74
From 30 to 90 days 6 6 101 73
More than 90 days 15 13

10 8 207 160

The carrying amount of trade receivables is estimated to represent their fair value.

Isolated decline

Expected effect 
on cash flow 

in 2013

Expected effect 
on cash flow 

in 2014

Parent Company Group
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17. Financial risks and instruments (continued)

Interest rate risk

The Group’s interest rate risk derives primarily from interest-bearing debt and cash funds. The Group makes use of both fixed and floating-rate loans,  
as well as derivative interest rate products.

All things being equal, a reasonably likely increase in the interest rate amounting to one percentage point compared to the interest rate level on the 
balance sheet date, would have had the following hypothetical impact on the profit for the year and equity at the end of the year:

DKKm Income
State-
ment Equity

Income
State-
ment Equity

Income
State-
ment Equity

Income
State-
ment Equity

Cash and debt with floating interest rates -4 -4 -10 -10 -12 -12 -5 -5
Hedge instruments (interest swaps) 24 53 24 53

-4 20 -10 43 -12 12 -5 48

A decrease in the interest rate level amounting to one percentage point, compared to the interest rate level as of the balance sheet date, would have

had the opposite effect on the profit and the equity.

The stated sensitivities are based on the recognized financial assets and liabilities at December 31 2013. In 2013, adjustments have not been made for 

instalments, borrowing, etc. All hedging of floating-rate loans is deemed 100% effective. Furthermore the calculated expected fluctuations are based 

on the current market situation and expectations for the market development in interest rate levels. 

Liquidity risk
Danfoss’ policy is to ensure at all times that the Group has the liquidity necessary to meet its obligations and to finance its planned strategic action. 

The Group minimizes its liquidity risk through a combination of effective liquidity management and planning, by establishing non-terminable credit 

facilities and by ensuring that cash funds are liquid and accessible. It is Danfoss' policy to have a qualified "BBB credit rating" and to have a significant 

liquidity reserve in the form of unused non-terminable credit facilities without any financial covenants.

At the end of 2013, Danfoss' liquidity reserve in the form of unused non-terminable long-term credit facilities was recorded at 5.8 bn DKK (2012: 6.0bn).

In addition to this, Danfoss had cash and significant amounts of short-term credit lines. The Group considers the liquidity reserve to be sufficient in

relation to the current plans and the market situation in general. The Danfoss Group's loan agreements comprise no financial covenants.

The major part of the Group's cash and cash equivalents of  DKK 737m (2012: 888m) is placed on short-term deposit with an interest rate below 1%
p.a.

The Group's debt categories and maturities

Group Group
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Non-derivative financial liabilities: 6,356 6,965 3,291 898 2,776 7,932 8,424 4,897 1,320 2,207
Derivative financial liabilities: 79 68 47 21 21 35 25 10

6,435 7,033 3,338 919 2,776 7,953 8,459 4,922 1,330 2,207

*) Maturity is evenly spread over the period.

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according to 
existing market conditions. The non-discounted cash flows from derivative financial instruments are presented in gross amounts, unless the parties 
have a contractual right or obligation to make net settlements. Operating lease liabilities and liabilities relating to the purchase of property, plant and
equipment are not included in this specification, but are included in note 23. Contingent liabilities assets and security.

The above debt is recorded as follows:
2012 2013

Non-current liabilities 3,202 3,109
Current liabilities 3,233 4,844

6,435 7,953

Parent Company Group
2012 2013 2012 2013

Maturity Maturity

Group

	NOTES 
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17. Financial risks and instruments (continued)

DKKm

Financial instruments by category

2012 2012 2013 2013

Carrying
amount Fair value

Carrying
amount Fair value

Other investments 28 28 32 32

Financial assets available-for-sale 28 28 32 32

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 53 53 18 18

Derivative financial instruments for the hedging of future cash flows 45 45 39 39

Financial assets used as hedging instruments 98 98 57 57

Trade receivables 4,404 4,404 4,425 4,425

Other receivables 685 685 673 673

Cash and cash equivalents 888 888 737 737

Loans and receivables 5,977 5,977 5,835 5,835

Interest-bearing debt 3,746 3,673 4,899 4,854

Trade payables and other debt 5,326 5,326 5,847 5,847

Financial liabilities measured at amortized cost 9,072 8,999 10,746 10,701

Derivative financial instruments for the hedging of the 

fair value of recognized assets and liabilities 1 1

Derivative financial instruments for the hedging of future cash flows 75 75 19 19

Financial liabilites used as hedging instruments 76 76 19 19

Derivative financial instruments for financial hedging 3 3 2 2

Financial liabilities measured at fair value via the income statement 3 3 2 2

The value of derivative financial instruments is measured according to generally accepted valuation techniques based on relevant observable swap 
prices and exchange rates. The market value of the interest-bearing debt is recognized as the present value of expected future instalment and interest 
payments. The discount rate applied was the Group's current borrowing rate on loans for corresponding terms. The short-term, floating-rate debt at 
banks is stated at the price of 100. The fair value of trade receivables and trade payables with short credit terms are estimated to be equal the carrying 
amount. The methods applied remain unchanged compared to 2012.

Group Group

NOTES  
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17. Financial risks and instruments (continued)

Fair value hierarchy as of 31 December for the Group

Group Group
2012 2013

Quoted 
prices

Observ-
able 

input

Non-
observ-

able 
input

Quoted 
prices

Observ-
able 

input

Non-
observ-

able 
input

Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Other investments 28 28 32 32

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 53 53 18 18

Derivative financial instruments for the hedging of
future cash flows 45 45 39 39
Total financial assets 98 28 126 57 32 89

Financial liabilities:

Derivative financial instruments for the hedging of the 
fair value of recognized assets and liabilities 1 1

Derivative financial instruments for the hedging of
future cash flows 75 75 19 19

Derivative financial instruments for financial hedging 3 3 1 1 2
Total financial liabilities 3 76 79 1 20 21

Financial instruments measured at fair value based on Level 3

2012 2013

Other 
invest-
ments

Other 
invest-
ments

Level 3 Level 3
Carrying amount as of 1 January 30 28
Gain/loss (-) in the income statement -4 2
Purchase 2 2
Carrying amount as of 31 December 28 32

Gain/loss (-) in the income statement for assets owned as of 31 December -4 2

Gain/loss (-) in the income statement is recognized under financial income and expenses.

Group

	NOTES 
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17. Financial risks and instruments (continued)

Derivatives as of  31 December for the Group

Group Group
2012 2013
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USD 1,782 20 19 1 230 41 13 28
EUR 1,699 6 4 2 363 3 4 -1
Other currencies 669 8 -2 10 391 9 9
Forward exchange 
contracts 34 21 10 3 53 17 36

Interest swaps -67 -18 -49 -17 -1 -16
Other derivatives -4 -3 -1 -1 -1

Derivatives end of year -37 18 -9 -46 35 15 36 -16

At the end of 2013, unrealized gain/loss(-) on derivatives recognized in equity amounted to DKK 20m (2012: -55m).

Forward exchange contracts are primarily used for hedging future sales and hedging of future procurement of selected raw materials in foreign cur-

rencies. Interest rate products are used to convert floating-rate liabilities to fixed rates.

DKK 1m was taken to income in 2013 (2012: 0m)  as a consequence of testing for effectiveness.

NOTES  
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17. Financial risks and instruments (continued)

DKKm

Parent Company's financial instruments
Relevant financial instrument specifications have been made below regarding the Parent Company. A description of financial risks can be found
in the Group section of this note, to which reference is made.

Parent Company's cash and cash equivalents
The major part of the Parent Company's cash and cash equivalents of DKK 1m (2012: 9m) is placed on short term deposits, with an interest rate 

below 1% p.a.

Contractual payments on the parent company's financial liabilities

Parent Company Parent Company
2012 2013
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Non-derivative financial liabilities 8,675 9,182 5,881 729 2,572 10,754 11,186 7,924 1,255 2,007

Derivative financial liabilities 76 20

 8,751 9,182 5,881 729 2,572 10,774 11,186 7,924 1,255 2,007

*) Maturity is evenly spread over the period.

The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments are estimated according

to existing market conditions. The non-discounted cash flows from derivative financial instruments are presented in gross amounts, unless the par-

ties have a contractual right or obligation to make net settlements. Operating lease liabilities and liabilities relating to the purchase of property,

plant and equipment are not included in this specification, but are included in note 23. Contingent liabilities assets and security.

The above debt is recorded as follows:
2012 2013

Non-current liabilities 2,887 2,898
Current liabilities 5,864 7,876

8,751 10,774

Maturity Maturity

Parent Company

	NOTES 
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17. Financial risks and instruments (continued)

DKKm

Financial instruments by category

2012 2012 2013 2013

Fair value
Carrying
amount Fair value

Other investment 29 29 31 31

Financial assets available-for-sale 29 29 31 31

Derivative financial instruments for the hedging of future cash flows 25 25

Financial assets used as hedging instruments 25 25

Trade receivables 209 209 206 206

Trade receivables from subsidiaries 2,499 2,499 3,141 3,141

Other receivables 98 98 116 116

Cash and cash equivalents 9 9 1 1

Loans and receivables 2,815 2,815 3,464 3,464

Derivative financial instruments for financial hedging 64 64 38 38

Financial assets, measured at fair value in the income statement 64 64 38 38

Interest-bearing debt 3,182 3,121 4,499 4,471
Debt to subsidiaries 5,029 5,029 5,698 5,698
Trade payables and other debt 1,130 1,130 1,234 1,234

Financial liabilities measured at amortized cost 9,341 9,280 11,431 11,403

Derivative financial instruments for the hedging of future cash flows 73 73 18 18
Financial liabilites used as hedging instruments 73 73 18 18

Derivative financial instruments for financial hedging 3 3 2 2

Financial liabilities measured at fair value in the income statement 3 3 2 2

The value of derivative financial instruments is measured according to generally accepted valuation techniques based on relevant observable swap 

prices and exchange rates. The market value of the interest-bearing debt is recognized of the present value of expected future instalment and inte-

rest payments. The discount rate applied was the Group's current borrowing rate on loans for corresponding terms. The short-term floating-rate 

bank debt is stated at the price of 100. The fair value of trade receivables and trade payables with short credit terms is estimated to be equal to the 

carrying amount. The methods applied remain unchanged compared to 2012.

Fair value hierarchy as of 31 December for the Parent Company

2012 2013

Quoted 
prices

Observ-
able 

input

Non-
observ-

able 
input

Quoted 
prices

Observ-
able 

input

Non-
observ-

able 
input

Level 1 Level 2 Level 3 In total Level 1 Level 2 Level 3  In total

Financial assets:

Other investments 29 29 31 31

Derivative financial instruments for the hedging of

future cash flows 25 25

Derivative financial instruments for financial hedging 64 64 38 38

Total financial assets 89 29 118 38 31 69

Financial liabilities:

Derivative financial instruments for the hedging of

future cash flows 73 73 18 18

Derivative financial instruments for financial hedging 3 3 1 1 2

Total financial liabilities 3 73 76 1 19 20

Parent Company Parent Company

Parent Company Parent Company

Carrying
amount

NOTES  
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17. Financial risks and instruments (continued)

Financial instruments measured at fair value based on Level 3

2012 2013

Other 
invest-
ments

Other 
invest-
ments

Level 3 Level 3

Carrying amount as of 1 January 37 29

Gain/loss (-) in the income statement -10 1
Purchase 2 1

Carrying amount as of 31 December 29 31

Gain/loss (-) in the income statement for assets owned as of 31 December -10 1

Gain/loss (-) in the income statement is recognized under financial income and expenses.

Derivative financial instruments as of 31 December for the parent company

Parent Company Parent Company
2012 2013

A
m

ou
nt

 a
t c

on
tr

ac
t p

ric
e

 G
ai

n/
lo

ss
 (-

) o
n

 m
ar

ke
t v

al
ue

 a
dj

us
tm

en
t

 G
ai

n/
lo

ss
 (-

) r
ec

og
ni

ze
d

 in
 in

co
m

e 
st

at
em

en
t

 D
ue

 le
ss

 th
an

 1
 y

ea
r

 D
ue

 b
et

w
ee

n 
1 

an
d 

5 
ye

ar
s

 D
ue

 a
ft

er
 5

 y
ea

rs

A
m

ou
nt

 a
t c

on
tr

ac
t p

ric
e

 G
ai

n/
lo

ss
 (-

) o
n

 m
ar

ke
t v

al
ue

 a
dj

us
tm

en
t

 G
ai

n/
lo

ss
 (-

) r
ec

og
ni

ze
d

 in
 in

co
m

e 
st

at
em

en
t

 D
ue

 le
ss

 th
an

 1
 y

ea
r

 D
ue

 b
et

w
ee

n 
1 

an
d 

5 
ye

ar
s

 D
ue

 a
ft

er
 5

 y
ea

rs

USD 1,415 19 22 -3 -46 28 28 1 -1
EUR 1,586 248
Other currencies 669 8 8 391 10 10
Forward exchange 
contracts 27 30 -3 38 38 1 -1

Interest swaps -67 -18 -49 -17 -1 -16
Other derivatives -5 -5 -2 -2 -1 1

Derivatives end of year -45 25 -21 -49 19 35 -16

At the end of 2013, total deferred gains and losses on derivatives recognized in equity amounted to DKK -16m (2012: -70m).

Parent Company

	NOTES 

20. Change in working capital

DKKm

2012 2013 2012 2013
Change in inventories 13 55 592 -28
Change in receivables 992 -56 -115 -359
Change in trade payables and other debt -47 196 61 683

958 195 538 296

Parent Company Group
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18. Corporation tax payable

DKKm

2012 2013 2012 2013
Corporation tax payable/receivable (-) as of 1 January 80 237 20 -115
Foreign exchange adjustment in foreign companies -39 -29
Paid during the year -192 -487 -925 -1,171
Adjustments concerning previous years 243 43 -23 106
Disposals through sale of subsidiaries 1
Current tax expenses in income statement 98 315 804 1,129
Current tax expenses in other comprehensive income 8 14 47 57
Corporation tax payable/receivable (-) as of 31 December 237 122 -115 -23

The above corporation tax is recorded as follows:

Assets 507 266
Liabilities 237 122 392 243

237 122 -115 -23

Parent Company Group

19. Adjustment for non-cash transactions

DKKm

2012 2013 2012 2013
Depreciation/amortization and impairment 297 268 1,983 1,680
Gain(-)/loss on disposal of tangible assets and business activities -2 -4 -295 -8
Share of profit from associates and joint ventures after tax 2 -8
Financial income -1,009 -2,534 -93 -33
Financial expenses 403 298 514 402
Other, including provisions -206 281 -347 254

-517 -1,691 1,764 2,287

Parent Company Group

20. Change in working capital

DKKm

2012 2013 2012 2013
Change in inventories 13 55 592 -28
Change in receivables 992 -56 -115 -359
Change in trade payables and other debt -47 196 61 683

958 195 538 296

Parent Company Group

NOTES  
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21. Acquisition and sale of subsidiaries and activities

DKKm
2012 2013 2012 2013

Acquisitions Acquisitions Disposals Disposals

Intangible assets, except goodwill -225 91
Property, plant and equipment -40 5
Other non-current assets, including deferred tax assets -17 8
Inventories 6 24
Receivables -45 27
Cash and cash equivalents -34 11
Interest-bearing debts -12
Provisions, including deferred tax liabilities 67 -2
Trade and other payables 58 -30
Net assets acquired -230 122
Goodwill(-)/profit on disposal -562 12 -3
Consideration paid(-)/received -792 134 -3
Fair value of previous ownership interests 343
Fair value of acquired ownership interests -449
Cash and cash equivalents 34 -11
Net consideration paid(-)/received -415 123 -3

Net consideration paid(-)/received is composed of the following:
Cash and cash equivalents -415 224
Payable/receivable, 1 January -213 -2
Receivable, adjustment 110 -1
Payable/receivable, 31 December 2 0

-415 123 -3

The Group neither acquired nor sold any subsidiaries or activities in 2013.

In 2012, the Group acquired Danfoss Turbocor Compressors Inc. in a step acquisition. Prior to the acquisition, the 50% ownership interest was recog-

nized at equity value and classified as a joint venture. With the Group's goal of further strengthening its position in the global market for commercial

variable speed compressors, acquiring the remaining 50% - and thus gaining full control of the company - was a logical next step.

The fair value of Turbocor Compressors Inc. was calculated as follows:

Carrying amount of identifiable assets and liabilities recognized before step acquisition 68
Value adjustment of identifiable assets and liabilities recognized before step acquisition 47

Fair value of acquired identifiable assets, liabilities and contingent liabilities 115

Goodwill 562

Total fair value of company acquired in step acquisition 792

Gain on revaluation of previous ownership interest in Danfoss Turbocor Compressors Inc.:

Carrying amount of previous ownership interest -68

Fair value of previous ownership interest 343

Total gain recognized in other operating income 275

Furthermore, the Group sold two companies in 2012. Other adjustments solely comprise the payment of earn-outs relating to prior acquisitions.

Acquisitions and sales in 2012 are specified below.

Group Group

	NOTES 



105Annual Report 2013 I The Danfoss Group

21. Acquisition and sale of subsidiaries and activities (continued)

Acquisition and sale of subsidiaries and activities:

2012

Company/activity Country

Income 
statement 

consoli-
dated 

from/until

Holding 
acquired/

sold

Net sales per 
year 

DKK m *)
No. of 

employees

Conside-
ration paid 

DKKm

 Danfoss Turbocor Compressors Acquisition USA December**) 50% 407 200              449              
Danfoss Sea Recovery Corporation Sale USA November 100% 113 61
Danfoss Solutions A/S Sale Denmark May 100% 36 23

*) Unaudited net sales in the financial year prior to the acquisition or sale.
**) The enterprise was taken over at the end of December 2012 and, accordingly, no revenue or profit has been recognized for 2012.

Parent Company

DKKm

2012 2013 2012 2013
Acquisitions Acquisitions Disposals Disposals

Investments in subsidiaries -489 -3,949 57 205

Net assets acquired -489 -3,949 57 205
Goodwill(-)/profit on disposal 23 547
Net consideration paid(-)/received -489 -3,949 80 752
 

Net consideration paid(–)/received is composed of the following:
Cash and cash equivalents -489 -3,949 73 750
Receivable as of 1 January 10 1
Receivable, adjustment -2
Receivable as of 31 December -1 1

-489 -3,949 80 752

The parent company's capital increase and aquisition of undertakings and activities amounting to DKK -3,949m (2012: -489m ) primarily concerns the

aquisition of the remaining shares in Sauer-Danfoss Inc. and capital increases.

The parent company's disposal of enterprises and activities of DKK 752m (2012: DKK 80m) primarily relates to the intercompany disposal of OOO
Danfoss, Istra, Russia.

Parent Company Parent Company

22. Acquisition(-)/disposal of shares, other securities and lending

DKKm

2012 2013 2012 2013
Sale of shares and other securities 7 30 11 14
Purchase of shares and other securities -2 -1 85

5 29 96 14
Increase/decrease of lending 1,531 -669 -57 73

1,536 -640 39 87

Parent Company Group

NOTES  
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23. Contingent liabilities, assets and security

DKKm

Security

2012 2013 2012 2013
Carrying amount of land and buildings pledged as security for  bank loans 
and mortgages 608 591 727 706

Leasing assets pledged as security for leasing commitments 59 54 72 66

Secured loans from financial institutions 1,095 1,090 1,337 1,283

In connection with disposal of subsidiaries, ordinary guarantees and warranties have been issued. These guarantees and warranties are considered to 

have no impact on the Group's financial position beyond what has been stated in the annual report.

Contingent liabilities 
At the beginning of 2009 the European Commission's Directorate General for Competition along with a number of other competition authorities 

initiated investigations of, among others, Danfoss Household Compressors on suspicion of breach of competition regulations. Investigations remain

under way by the authorities in South Africa and Mexico, and the outcomes of these are not yet known.

Civil lawsuits against Danfoss are still pending in Europe, North America and Canada, the outcomes of which are not yet known.

In addition, the Group is party to a small number of disputes, lawsuits and legal actions, including tax disputes. It is the view of the Management that   

the outcome of the legal actions will have no other significant impact on the Group's financial position beyond what has been recognized and stated

in the Annual Report.

Operating leases (lease expenses)

Operating lease payments fall due as follows: 2012 2013 2012 2013

Buildings:

Less than 1 year 14 15 149 198
Between 1 and 5 years 49 46 408 522
More than 5 years 65 61 444 318

Equipment etc.:

Less than 1 year 29 36 188 160
Between 1 and 5 years 32 42 326 190
More than 5 years 29 5

The Group expensed DKK 446m in operating lease payments in 2013 (2012: 366m) and they relate mainly to buildings and equipment. There were no

significant contingent lease payments in 2013 or 2012.

Operating leases (lease income)

Operating lease receivables fall due as follows: 2012 2013 2012 2013

Less than 1 year 60 58 16 14
Between 1 and 5 years 182 9 9
More than 5 years 18 5

The Group recognized operating lease income of DKK 47m in 2013 (2012: 42m). The above rentals relate mainly to buildings. The operating lease in-

come in the parent company primarily relates to the letting of buildings to the subsidiaries.

Contractual obligations

2012 2013 2012 2013

Service contract commitment other than leases 186 263 300 412
Inventories 184 165 375 336
Property, plant and equipment 19 107 241
Hereof commitments relating to 2014 281 338 638 817

Parent Company Group

Parent Company Group

Parent Company Group

Parent Company Group
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24. Related parties

Danfoss A/S’ related parties comprise Bitten & Mads Clausen Foundation and other shareholders with significant ownership interests, cf. note

12. Share capital, subsidiaries,associates, joint ventures, the Board of Directors, the Executive Committee and senior managers.

Further, related parties comprise companies in which the above-mentioned persons have significant interests.

Bitten & Mads Clausen Foundation, other shareholders and other related companies
The Bitten and Mads Clausen Foundation, which holds 46.32% of the shares in Danfoss A/S and controls 84.97% of the voting power, has the con-

trolling influence.

In the financial year a limited number of transactions have taken place between Bitten & Mads Clausen Foundation, its other subsidiaries and certain

shareholders of the Clausen Family. The transactions comprise of service and financial transactions and they have been made according to the arm's

length principle or on a cost covering basis. The total payment to the Danfoss Group does not exceed DKK 25m (2012: 25m). In the financial year, 

Bitten & Mads Clausen Foundation sold shares in Danfoss A/S at a value of DKK 100m back to the company. Around 94% of Danfoss A/S' dividend

payments is related to Bitten & Mads Clausen Foundation and shareholders of the Clausen Family. 

Board of Directors, Executive Committee and senior managers
In the financial year, no transactions took place with the Board of Directors or the Executive Committee other than the transactions as a result of con-

ditions of employment, except for the following: 

The Group has a rental agreement for a property in Italy with Chairman of the Board Jørgen M. Clausen. The rental agreement runs until and inclu-

ding 2017. The rent payment amounted to DKK 2m in 2013 (2012: 2m). In 2013, the Group sold its portion of the shares in the joint venture AqSep A/S

to a company owned by Peter M. Clausen. Besides that, companies in which Peter M. Clausen and Jørgen M. Clausen have significant ownership

interests have sold goods and services of less than DKK 5m (2012: 5m) to the Danfoss Group. All transactions were performed on an arm's length basis.

For further information about the salaries of the board and the Executive Committee see the notes 2. Expenses and other operating income, section

A. Personnel expenses and 14. Share incentive programmes.

Joint ventures and associates
Danfoss has ownership interests in joint ventures and associates. The main items relating to them are stated below at their full values, not Danfoss' 

proportionate ownership interests.

DKKm

Joint ventures:
2012 2013 2012 2013

Non-current assets 169 19 169 19
Current assets 281 125 281 127
Total assets 450 144 450 146

Non-current liabilities 23 1 23 1
Current liabilities 277 45 277 44
Total liabilities 300 46 300 45
Equity 150 98 150 101

Net sales 987 229 987 234
Expenses 996 208 996 214
Net profit -9 21 -9 20

Associates:
2012 2013 2012 2013

Total assets 22 16 22 16
Total liabilities 15 10 15 10
Equity 7 6 7 6

Net sales 44 25 44 25
Expenses 36 24 36 24
Net profit 8 1 8 1

For further information on joint ventures and associates please see the list of "Danfoss Group Companies".

Parent Company Group

Parent Company Group

NOTES  
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24. Related parties (continued)

DKKm

Transactions with joint ventures and associates:

2012 2013 2012 2013
Sales of goods and services 5 3 21 21
Purchases of goods and services 10 2 247 91

Loans, trade receivables and liabilities in relation to joint ventures and associates are stated separately in the balance sheet of the parent company and 

the Group.

Transactions besides the above transactions with joint ventures and associates are described in notes 3. Non-current financial assets, 

4. Financial income, 5. Financial expensesand 17. Financial risks and instruments.

Transactions between the Parent Company and the subsidiaries:

2012 2013
Sales of goods and services 6,592 6,813
Purchases of goods and services 2,777 2,871

Purchases of intangible assets and property, plant and equipment 12

Disposal of intangible assets and property, plant and equipment 6 8

Transactions besides the above transactions between the Parent Company and subsidiaries are described in notes 3. Non-current financial assets, 

4. Financial income,5. Financial expenses and 17. Financial risks and instruments.

Parent Company

Parent Company Group

25. Events after the balance sheet date

Danfoss and SMA Solar Technology AG, the world's largest manufacturer of solar inverters, signed letter of intent on February 26, 2014 to create a

close strategic partnership. Under the agreement, Danfoss will acquire 20% of the shares in SMA, representing an investment of almost DKK 2.3bn.

Subject to final approval, SMA will assume the rights to all Danfoss solar products, as well as sales and service.

The agreement is subject to regulatory approval, which is expected to be obtained in the third quarter of 2014. The agreement is not expected to

have a significant influence on the 2014 financial results.

Subsequent to 31 December 2013 there have been no further events with any significant effect on the financial statements beyond what has been

recognized and disclosed in the annual report.

	NOTES 
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26. Basis of preparation 
 

Danfoss A/S is a public limited company domiciled in Denmark. The Annual Report for the period January 1-December 31, 2013, comprises 

the consolidated financial statements of Danfoss A/S and its subsidiaries (the group) and separate financial statements of the parent 

company, according to the requirements of the Danish Financial Statements Act. 

 

The consolidated financial statements and the financial statements of Danfoss A/S have been prepared in accordance with the International 

Financial Reporting Standards (IFRS) as adopted by the EU and Danish disclosure requirements pursuant to the Danish Financial Statements 

Act.  

 

The Board of Directors and the Executive Committee reviewed and approved the Annual Report 2013 on March 12, 2014, and it will be 

presented for approval at the Annual General Meeting to be held on April 25, 2014. 

 

Unless otherwise indicated, the Annual Report is presented in DKK rounded to the nearest million. 

 

The annual report has been prepared on the basis of the historical cost convention except for the following assets and liabilities, which are 

measured at fair value: derivative financial instruments, financial instruments classified as available for sale, liabilities related to share options 

and warrants as well as pension obligations. Non-current assets and disposal groups held for sale are measured at the lower of carrying 

amount before the reclassification and fair value less costs to sell.  

 

The accounting policies, which are described in note 28. Accounting policies, have been consistently applied in respect of the financial year 

and the comparative figures.  

The accounting policies are consistent with those applied in the previous year except for the following changes: 

 

Changes in accounting policies 

Danfoss A/S has implemented the standards and interpretations that have taken effect for 2013. In addition, Danfoss has prospectively 

implemented Amendments to IAS 36 "Impairment of Assets". Other than as set out below, none of those standards and interpretations have 

affected recognition and measurement in 2013, nor are they expected to have a material effect on Danfoss A/S in future. 

 

Under the amendments to IAS 19 “Employee Benefits” effective for 2013, the expected return on plan assets must be calculated as a net 

amount for all asset types in the pension plan at the same rate of interest as applied for the expected developments in pension liabilities 

for the year. The calculation of the end-of-year value of plan assets is unchanged to the effect that the amendment results only in the 

return for the year being distributed differently between the income statement and other comprehensive income.   This amendment has 

reduced the profit for the year by DKK 18 million relative to the accounting policies applied for 2012. 

 

In addition, effective from 2013, Danfoss classifies the interest component relating to the defined benefit plans as financial items, whereas 

in prior years it was recognized under cost of sales, selling and distribution costs or administrative expenses. 

This reclassification has been restated in the comparative figures for 2012 to the effect that operating profit (EBIT) amounted to DKK 

3,769m for 2012, versus DKK 3,745m in the Annual Report 2012. For 2013, operating profit was DKK 38m higher than if the classification 

had been unchanged from the Annual Report 2012. 

 

For financial years starting on or after January 1, 2013, the recoverable amounts of each cash-generating unit must be disclosed if the 

carrying amount of goodwill or intangible assets with indefinite useful lives allocated to the unit in question is significant compared to the 

total carrying amount of goodwill or of intangible assets with indefinite useful lives.  

 

Amendments to IAS 36 of May 2013 change the disclosure requirement to the effect that, as from January 1, 2014, only information about 

the recoverable amount per cash-generating unit must be disclosed when a write-down is made. 

 

Danfoss has prospectively implemented Amendments to IAS 36 in accordance with the commencement provisions of the standard. 

 

New financial reporting regulations 

A number of standards and interpretations have been issued that are not mandatory for Danfoss A/S in the preparation of the Annual 

Report for 2013. None of these are expected to materially affect the financial reporting of Danfoss A/S. 

NOTES  
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27. Critical accounting estimates and judgements 
 
As a consequence of the accounting policies, determining the carrying amount of certain assets and liabilities requires estimates of how future 

events will affect the value of these assets and liabilities at the balance sheet date. The volatility of the global economy and the financial 

markets has made it more difficult to forecast the development of some future key assumptions – such as liquidity risk, credit risk, interest 

level and capital management, etc. Therefore, Danfoss provides additional information about items in the consolidated financial statements 

and the parent company financial statements whose carrying amount is at risk of being adjusted considerably over the next few years. 

Estimates which are significant for the preparation of the financial statements include goodwill, assessment of depreciation, amortization 

and impairment of non-current assets, measurement of deferred tax assets and measurement of inventories, trade receivables, provisions 

and liabilities related to share options and warrants and pension and healthcare obligations. The estimates used are based on Management 

assumptions which are assessed to be reliable, but which are inherently subject to uncertainty. Accordingly, the Company is subject to risks 

and uncertainties which may cause actual results to differ from these estimates. For the group, the measurement of intangible assets could 

be materially affected by significant changes in estimates and assumptions on which the measurement is based. 

 
Impairment of goodwill 
In performing the annual impairment test of goodwill, an assessment is made of whether the individual units of the enterprise (cash 

generating units) to which goodwill relates will be able to generate sufficient positive net cash flows to support the value of goodwill and 

other net assets of the unit. 

 
Due to the nature of the Company’s operations, estimates have to be made of expected cash flows many years into the future, which will be 

subject to some degree of uncertainty. This uncertainty is reflected in the chosen discount rate. The impairment test and the particularly 

sensitive parts of the test, including the allocation of goodwill on cash generating units, are described in detail in note 8. Intangible assets 

 
Useful life and residual value of non-current assets 
Non-current assets are measured at cost less accumulated amortization, depreciation and impairment.  Amortization and depreciation is  

made  on a straight-line basis over the useful lives of the assets, taking into account the asset’s residual value. Expected useful lives and 

residual values are determined based  on  historical  experience  and  expectations  of  the  future  use  of  the non-current assets. The 

expectations for future use and residual values may not be met, which may lead to a future reassessment of useful lives and residual values 

and a need for impairment write-downs or the incurrence of losses on the  disposal  of  the  non-current  assets. The  amortization  and  

depreciation periods used are described in the accounting policies in note 28, and the value of non-current assets is disclosed in notes 8, 

Intangible assets and 9,  Property, plant and equipment. 

 

Measurement of recognized tax assets 
Deferred taxes, including the tax value of tax loss carryforwards, are recognized at their expected value. The assessment of deferred tax assets 

regarding tax loss carryforwards is based on the expected future taxable income of the respective units and the expiration date of the losses. 

Please see note 15, Deferred tax assets and liabilities for unrecognized deferred tax assets. 

 
Measurement of inventories 
Inventories are recognized at the lower of cost and net realizable value. The net realizable value of inventories is calculated based on the size 

of the inventory and decreases in the replacement cost of purchased raw materials, technical obsolescence (e.g. faulty products), physical 

obsolescence (e.g. damaged products) or financial obsolescence (e.g. reduced demand). 
 

Write-downs of inventories are based on an individual assessment of a product or product group and expected future product sales. The 

value of inventories and write-downs of inventories are disclosed in note 10. Inventories. 

 
Provisions for bad debts on trade receivables and other receivables 
Receivables are measured at amortized cost less provision for bad debts. Provisions for bad debts are based on an individual assessment of 

each receivable. 

 

If a customer’s financial condition deteriorates, and thus the ability to meet the payment obligation to Danfoss, further provisions may be 

required in future accounting periods. Provisions for bad debts are disclosed in note 11. Trade receivables. 
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27. Critical accounting estimates and judgements (cont.) 
 
 
Provisions 

As part of its normal business policy, Danfoss provides its products with ordinary and extended warranties. Warranty provisions are 

recognized based on actual historical warranty costs and expected changes in future warranty costs related to the group’s products. Future 

warranty costs may differ from past experience. 

 
The Company assesses other provisions, contingent assets and contingent liabilities and the likely outcome of pending or future 

lawsuits on an ongoing basis. The outcome depends on future events that are inherently uncertain. 

 
In assessing the likely outcome of lawsuits and tax disputes etc., Management bases its assessment on internal and external legal assistance 

and common practice. Further information is disclosed in note 13, Provisions and note 23, Contingent liabilities, assets and security. 

 
Liabilities related to share options and warrants 
For share options and warrants where employees upon exercise receive shares, the cost is measured at the fair value at the grant date. The fair 

value at the grant date is calculated using the Black-Scholes model. For share options and warrants where employees can select cash net 

settlement of the option or warrant, a liability is recognized in the balance sheet. The liability is recognized at fair value at the balance sheet 

date and calculated using the Black-Scholes model. 

 
A significant parameter in the measurement of the fair value of the liability is the price of the Danfoss share, which is assessed annually by 

Danske Bank at the Annual General Meeting after the end of a financial year. On the date where the Annual General Meeting approves 

the annual report for the previous year, the share price for the coming year is published. As the Danfoss share is unlisted, the measurement of 

the fair value will be subject to some uncertainty. If the future price of the Danfoss share increases, this would also increase the liability 

related to share options and warrants.  Further information on the assumptions made is provided in note 14.  Share incentive programs. 

 
Defined benefit plans and health care obligations 

The group has established defined benefit plans with certain employees at some of the group’s foreign companies. The plans place the 

group under an obligation to pay a certain benefit in connection with retirement (e.g. in the form of a fixed amount at retirement or a share 

of the employee’s exit salary). The pension obligations are determined by discounting the pension obligations at the present value. The 

present value is determined on the basis of assumptions about the future development in economic variables such as interest rates, 

inflation, mortality and disability probabilities, which are subject to some degree of uncertainty. External actuaries are used for the measure- 

ment of all significant defined benefit plans. The assumptions used are disclosed in note 16, Pension plans and health care obligations. 
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28. Accounting policies 
 
Consolidated financial statements 

The consolidated financial statements comprise the Parent Company, Danfoss A/S and subsidiaries in which Danfoss A/S directly or indirectly 
holds more than 50% of the voting rights or otherwise controls the company’s financial and operating policies with a view to obtaining a 
yield or other benefits from its activities. Companies in which the group has between 20% and 50% of the voting rights and exercises a 
significant influence, but does not control, are considered associates or joint ventures when the joint venture conditions of IAS 31 are met. 
When assessing whether Danfoss A/S exercises control or significant influence or joint control, potential voting rights which can be utilized 
at the balance sheet date are taken into account. 

 
The consolidated financial statements are prepared by aggregating the financial statements of the Parent Company and the individual 

subsidiaries, which have all been prepared in accordance with Danfoss A/S’ accounting policies. 

 
Investments in subsidiaries are set off against the proportionate share of the subsidiaries’ fair value of the identifiable net assets and 

recognized contingent liabilities at the acquisition date. On consolidation, intra-group income and expenses, shareholdings, intra-group 

balances and dividends and realized and un-realized profits and losses on transactions between the consolidated companies are eliminated. 

Unrealized losses are eliminated in the same way as unrealized profits, provided that no impairment has occurred. 

 
In the consolidated financial statements, the items of subsidiaries are recognized in full. The minority interests’ proportionate share of the 

profit/loss for the year is recognized as part of the group’s profit/loss for the year and as a separate share of the group’s equity. 

 
The companies included in the group are disclosed in the section “Danfoss Group Companies”. 
 
Business combinations 
Newly acquired or established companies are recognized in the consolidated financial statements from the acquisition date, and divested 

companies are recognized in the consolidated income statement until the time of divestment. Comparative figures are not restated for 

newly acquired companies. Unless divested companies are classified as discontinued operations (see related section), comparative figures 

are not restated. 
 
When the Danfoss Group takes over control of acquired companies, the purchase method is applied. This means that the identifiable assets 

and liabilities, including contingent liabilities, of the acquired companies are stated at fair value at the acquisition date.   

Identifiable intangible assets are recognized if they can be separated or arise from a contractual right. The tax effect of revaluations is 

recognized. The time of takeover is the day when the Danfoss Group de facto obtains control of the acquired company. 

 
The consideration for a business comprises the fair value of the consideration agreed upon, in the form of assets transferred, liabilities 

assumed and equity instruments issued. If part of the consideration is contingent on future events or compliance with agreed conditions, 

that   part of the consideration is recognized at fair value at the acquisition date. Costs attributable to business combinations are 

recognized directly in the income statement when incurred. 

 
When a business is taken over in more than one transaction (step acquisition), previously acquired investments are revalued at fair value at 

the acquisition date, and value adjustments are recognized in the income statement under other operating income or other operating 

expenses. Management estimates the fair value of the total investment acquired immediately on completion of the step acquisition. Fair 

value is measured at the cost of the total investment acquired. 

 
If uncertainty exists at the acquisition date concerning the identification or measurement of acquired assets, liabilities or contingent 

liabilities, initial recognition is made at provisional fair values. If it subsequently becomes apparent that the fair value of identifiable assets 

and liabilities, including contingent liabilities, differs from the assumed fair value at the acquisition date, the calculation is adjusted 

retroactively, including goodwill, until 12 months following the acquisition. The effect of the adjustments is recognized in the opening 

equity and comparative figures are restated. Subsequently, goodwill is not adjusted. Changes in estimates of contingent consideration 

are recognized directly in the income statement. 
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28. Accounting policies (cont.) 
 

Any excess of the cost over the fair value of the identifiable assets and liabilities, including contingent liabilities (goodwill), is recognized as 

goodwill under intangible assets. Goodwill is not amortized, but is subject to annual impairment tests. The initial impairment test is carried out 

before the end of the acquisition year. Upon acquisition, goodwill is allocated to the cash-generating units, which form the basis for 

subsequent impairment tests. Identification of cash- generating units is based on the group’s cash flows, in accordance with the structure in the 

internal financial reporting, Such cash flows do not always follow the legal structure of the group. 

 
Goodwill and fair value adjustments related to the acquisition of a foreign unit with another functional currency than the Danfoss Group’s 

presentation currency are treated as assets and liabilities belonging to the foreign unit and converted to the functional currency of the 

foreign unit at the exchange rate on the transaction day. 

 
Gain or loss on disposal of subsidiaries, associates or joint ventures are stated as the difference between the sales amount or the disposal 

amount and the carrying  amount  of  net  assets,  incl.  goodwill at the date  of  disposal, less  disposal costs. 

 
Combinations of businesses under common control 
Mergers of companies under common control are accounted for using the pooling-of-interests method. Under this method, the merged 

companies are in the merger year recognized in the Parent Company’s financial statement as if they had been merged throughout the 

entire financial year. Comparative figures are restated accordingly as if the companies had been merged during the comparative year. 

Assets and liabilities in the merged company are recognized at carrying amount restated in accordance with the accounting policies of the 

Parent Company. Any difference between the amount of consideration paid in the form of shares or cash and the carrying amount of the 

merged company is recognized in equity. Inter-company transactions are eliminated, irrespective of whether they were performed before or 

after the merger. 

 
Minority interests 
On initial recognition, minority interests are measured either at fair value or at their proportionate share of the fair value of the acquired 

company’s identifiable assets, liabilities and contingent liabilities. In the case of the former, goodwill is recognized in respect of the minority 

interests’ ownership share in the acquired company, whereas in the latter case, goodwill is not recognized as a part of minority interests. The 

measurement of minority interests is determined for each transaction and stated in the notes under the description of acquired companies. 

 
Foreign currency translation 
For each of the reporting enterprises in the group, a functional currency is determined. The functional currency is the currency used in the 

primary financial environment in which the reporting enterprise operates. Transactions denominated in other currencies than the functional 

currency are considered transactions denominated in foreign currencies. On initial recognition, transactions denominated in foreign 

currencies are translated to the functional currency at the exchange rates at the transaction date. Monetary assets and liabilities 

denominated in foreign currencies are translated at the exchange rates at the balance sheet date. Currency gains and losses arising on 

translation are recognized in the income statement under financial items. Non-monetary assets and liabilities denominated in foreign 

currencies are recognized at the foreign exchange rates at the transaction date. 

 
On recognition in the consolidated financial statements of companies with another functional currency than DKK, the income statements 

are translated at the exchange rates at the transaction date, and the balance sheet items are translated at the exchange rates at the balance 

sheet date. An average exchange rate for each month is used as the exchange rate at the transaction date to the extent that this does not 

significantly distort the presentation of the underlying transactions. Foreign exchange differences arising on translation of the opening 

balance of equity of such enterprises at the exchange rates at the balance sheet date and on translation of the income statements from the 

exchange rates at the transaction date to the exchange rates at the balance sheet date are recognized directly in equity under a separate 

translation reserve. The foreign exchange adjustment is allocated between the equity of the Parent Company and of the 

minorityshareholders. 

 
Foreign exchange adjustments of balances which are considered part of the total net investment in companies with a different functional 

currency than DKK are recognized directly in the equity under a separate reserve for foreign exchange adjustments. Likewise, foreign 

exchange gains or losses are recognized in the consolidated financial statements (directly in the equity under a separate reserve for 

foreign exchange adjustments) concerning the part of loans and derivative financial instruments, which has been allocated for currency 

hedging of net investments made in these companies and which effectively protects against similar currency rate gains or losses on net 

investments in the company. 

NOTES  
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28. Accounting policies (cont.) 
 

On disposal of wholly-owned foreign units, the foreign exchange adjustments which have been accumulated in equity via other 

comprehensive income and which can be ascribed to the unit, are reclassified from "Translation reserve" to the income statement, together 

with any gains or losses from the disposal. 

 

On disposal of partially-owned foreign subsidiaries, the part of the translation reserve related to minority interests is not recognized in the 
income statement. 
 

Repayments of balances, which are considered part of the net investment, are not considered a partial disposal of the subsidiary. 

 
Income statement 
 
Net sales 
Net sales of goods for resale and finished goods are recognized in the income statement, provided that delivery and transfer of risk to the 

purchaser has taken place before the year end, and that the income can be reliably measured and payment is expected to be received. Net 

sales are measured at the fair value of the consideration agreed, excluding VAT, duties and discounts in relation to the sale. Related service 

income is recognized in the income statement as the services are performed. Accordingly, the recognized sale corresponds to the sales 

value of the work performed during the year. The sale of services is recognized in the income statement when the aggregated income and 

expenses of the service contract can be reliably measured, and it is probable that the group will receive the financial benefits, including 

payments. 

 
Cost of sales 
Cost of sales comprises costs incurred in generating the year’s net sales. Such costs include cost of sales or manufacturing costs, including 

direct and indirect costs for raw materials and consumables, wages and salaries, rent and leases, and depreciation.  

 
Research and development 
Research and development costs include costs that do not qualify for capitalization including costs like wages and salaries and consumables.  
 
Selling and distribution costs 
Distribution costs comprise costs related to distribution of products sold during the year and sales staff, advertising and exhibition expenses 

etc., including depreciation. Furthermore, provisions for bad debt are included. 

 
Administrative expenses 
Administrative expenses comprise expenses in relation to administrative staff, management, office premises, office expenses etc., including 

depreciation. 

 
Other operating income and expenses 

Other operating income and expenses comprise items secondary to the principal activities of the companies, including gains/losses on 

disposal of non-current assets and companies, impairment losses and employee termination expenses. 

 
Share of profit from investments in associates and joint ventures 
The proportionate share of the results of associates and joint ventures after tax is recognized in the consolidated income statement after 

elimination of the proportionate share of intra-group profits/losses and less goodwill impairment. 

 
Financial income and expenses 
Financial income and expenses comprise interest income and expenses, realized and unrealized gains and losses on securities, debt and 

transactions denominated in foreign currencies, amortization of financial assets and liabilities and surcharges and refunds under the Tax 

Prepayment Scheme etc. Also included is the interest element of finance leases and gains and losses on derivative financial instruments 

which are not designated as hedging arrangements. 

Borrowing costs incurred in relation to general borrowing activities or loans which relate directly to the purchase, construction or 
development of qualifying assets, are allocated to the cost of such assets. 
 

Dividends from investments in subsidiaries, associates and joint ventures are recognized in the Parent Company’s income statement in 

the year when the dividends are declared. 
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28. Accounting policies (cont.) 
 
Balance sheet 
 
Intangible assets 
 

Goodwill 

Goodwill is initially recognized in the balance sheet at cost and allocated to cash-generating units as described under “Business 

combinations”. Subsequently, goodwill is measured at cost less accumulated impairment losses. Goodwill is not amortized. 

 
Development projects, software, patents and licenses 
Development projects that are clearly defined and identifiable, where the technical feasibility, sufficient resources and a potential future 

market or utilization opportunity within the company is demonstrated, and where the company intends to produce, market or use the 

project, are recognized as intangible assets provided that the cost can be measured reliably and that there is sufficient assurance that future 

earnings or the net selling price can cover cost of sales, selling and administrative expenses and development costs. Other development 

costs are recognized in the income statement when incurred. 

 
Recognized development projects are measured at cost less accumulated amortization and impairment. Cost includes direct and indirect 

expenses, including salaries and borrowing costs incurred from specific and general borrowing directly pertaining to the development of 

development projects. Completed development projects, including software, are generally amortized on a straight-line basis over 4 to 5 

years. Development projects in progress are not amortized, but are annually tested for impairment. 

 

Patents and licenses are measured at cost less accumulated amortization and impairment. Patents are amortized on a straight-line basis 

over the patent period and licenses are amortized over the shorter of the contract period and the useful life. Patent and contract periods 

are normally 5-10 years. 

 
Other intangible assets 
Other intangible assets, including intangible assets acquired in a business combination, which typically comprise technology and customer 
relations, are amortized on a straight-line basis over the expected useful life, which is typically a period of 10 to 20 years. Intangible 
assets, including trademarks, with indefinite useful lives are not amortized, but are tested annually for impairment. 

 
Gains and losses on the disposal of intangible assets are determined as the difference between the selling price less costs to sell and the 

carrying amount at the selling date. Gains or losses are recognized in the income statement under Other operating income or Other 

operating expenses. 

 
Property, plant and equipment 
Land and buildings, plant and machinery and equipment are measured at cost less accumulated depreciation and impairment losses. 

 
Cost comprises the purchase price, expenses for materials, components, sub- suppliers, direct salary expenses, borrowing costs incurred 

from specific and general borrowing which directly pertains to the construction of the individual asset and for self-produced assets as well 

as indirect construction costs. Where individual components of an item of property, plant and equipment have different useful lives, they 

are accounted for as separate items, and depreciated separately. 

 
Subsequent costs, e.g. in connection with replacement of components of property, plant and equipment, are recognized in the carrying 

amount of the asset, if it is probable that the costs will result in future economic benefits. All costs incurred for ordinary repairs and 

maintenance are recognized in the income statement as incurred. 

 
Depreciation is provided on a straight-line basis over the expected useful lives, which are as follows: 
Buildings and building components.....................................................................15-30 years 

Plant and machinery ..........................................................................................................4-10 years 

Equipment .................................................................................................................................. 2-6 years 
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28. Accounting policies (cont.) 
 

The depreciable amount of an asset is determined based on the residual value of the asset less any impairment charges. The residual value 

is determined at the acquisition date and reassessed annually. If the residual value exceeds the carrying amount of the asset, depreciation is 

discontinued. When changing the depreciation period or the residual value, the effect on the depreciation is recognized prospectively 

as a change in accounting estimates. 

 

Depreciation is recognized in the income statement under Costs of sale, Distribution costs or Administrative expenses to the extent that 

depreciation is not included in the cost of assets produced by Danfoss A/S. 

 
Gains and losses on disposal of property, plant and equipment are determined as the difference between the selling price less costs to sell 
and the carrying amount at the selling date. Gains or losses are recognized in the income statement under Other operating income or 
Other operating expenses. 
 
The cost of assets held under finance leases is recognized at the acquisition date at the lower of fair value of the assets and the present 

value of the future lease payments. For the calculation of the net present value, the interest rate implicit in the lease or the group’s 

alternative interest rate is used as discount rate. Assets held under finance leases are depreciated and amortized like other property, plant 

and equipment. 

 
Assets held under operating leases are systematically expensed over the lease period. 
 
Impairment of non-current assets 
Goodwill and intangible assets with indefinite useful lives are tested annually for impairment, initially before the end of the acquisition year. 

Similarly, development projects in progress are subject to an annual impairment test. Deferred tax assets are subject to annual impairment 

tests and are recognized only to the extent that it is probable that the assets will be utilized. 

 
The carrying amount of other non-current assets is tested annually for evidence of impairment. When there is evidence that assets may be 

impaired, an impairment test is made. Impairment is tested by calculating the recoverable amount. The recoverable amount is the higher of 

an asset’s fair value less expected costs to sell and its value in use. The value in use is determined as the present value of expected future 

cash flows from the asset or the cash-generating unit (CGU). If the fair value or value in use cannot be determined on individual assets, the 

recoverable amount is determined as the fair value of expected future cash flows from activities or the cash-generating unit (CGU) to 

which the asset belongs. 

 
Impairment losses are recognized in the income statement if the carrying amount of an asset or a cash-generating unit exceeds the 
recoverable amount. 
 

Impairment of assets is reversed to the extent of changes in the assumptions and estimates underlying the impairment calculation. 

Impairment is only reversed to the extent that the asset’s new carrying amount does not exceed the carrying amount of the asset after 

depreciation or amortization, had the asset not been impaired. However, impairment of goodwill is never reversed. 

 
Financial assets 
Investments in associates and joint ventures are measured in the consolidated financial statements according to the equity method at the 

proportionate share of the enterprises including additional value from acquisitions, including goodwill and deduction or addition of 

proportionate shares of unrealized intra- group profits and losses. Investments in associates and joint ventures are tested for impairment, 

when evidence of impairment exists. 

 
In the parent company’s financial statements, investments in subsidiaries, associates and joint ventures are measured at cost. In case of 

evidence of impairment, an impairment test is made. I f  the recoverable amount is lower than cost, investments are written down to this 

lower value. 

 
Inventories 

Inventories are measured at cost. Where the estimated selling price less any costs of completion and selling (net realizable value) is lower 

than cost, inventories are written down to this lower value. Cost is calculated on the basis of the weighted average method or the FIFO 

method. The cost of work in progress and finished goods comprises the cost of raw materials and consumables, conversion costs and other 

costs directly or indirectly attributable to the goods. Indirect production overheads comprise maintenance and depreciation of production 

facilities and plant as well as administration and management of factories. 

	NOTES 
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28. Accounting policies (cont.) 
 
Receivables 
Receivables are measured at amortized cost. Receivables are written down for bad debt losses in case of evidence of impairment on the 

basis of customers’ anticipated ability to pay and expectations of any changes to this ability, taking into account historical payment patterns, 

terms of payment, customer segment, creditworthiness and prevailing market conditions in the individual markets. Impairment losses are 

calculated as the difference between carrying amount and present value of expected cash flows, including the expected realizable value of 

any collateral provided. The discount rate is the effective interest rate used at the time of initial recognition of the receivable. 

 
Equity 
Share capital 
The share capital comprises the nominal portion of the amounts paid in accordance with the subscription for shares. Share capital can only 

be released according to the rules relating to capital reduction. 

 
Share premium 
Share premium comprises amounts not included in the nominal share capital which have been paid by the shareholders in connection with 

capital increases, and gains and losses from the sale of treasury shares. The reserve is part of the company’s free reserves. 

 
Reserve for proposed dividends 
Dividends are recognized as a liability at the date when they are adopted at the Annual General Meeting. Proposed dividends for the financial 

year are included in equity under proposed dividends. 

 
Hedging reserve 

In connection with hedging of future sales and purchase transactions (cash flows), changes in the fair value of instruments qualifying for 

hedge accounting (documentation etc.) are recognized in the statement of comprehensive income under hedging reserve, until the 

hedged transaction is realized. The recognized changes in the fair value are recognized in the hedging reserve under equity. 

 
Translation reserve 
Foreign exchange differences arising on the translation of the opening balance of equity of foreign companies at the exchange rates at the 

balance sheet date, and on translation of income statements from the exchange rates at the transaction date to the exchange rates at the 

balance sheet date are recognized directly in a separate translation reserve in the statement of comprehensive income under the item 

Foreign exchange adjustments. Foreign exchange adjustments of non-current balances with foreign subsidiaries and associates which are 

considered additions to or deductions from the subsidiaries’ equity as well as foreign exchange adjustments of hedging transactions for the 

purpose of hedging the group’s net investments in subsidiaries are also recognized directly in the consolidated statement of comprehensive 

income. The translation reserve in the equity comprises the parent company shareholders’ share of the foreign exchange adjustments. 

 
Reserve for treasury shares 
The reserve for treasury shares comprise the acquisition cost for the company’s portfolio of treasury shares. The dividend from treasury 

shares is recognized directly in the retained earnings in equity. Gains and losses from the sale of treasury shares are recognized in share 

premium. 

 
Provisions 
A provision is recognized in the balance sheet when the group has a legal or constructive obligation as a result of a past event in the financial 

year or previous years, and it is probable that the settlement of the obligation may lead to an outflow of the group’s financial resources which 

can be reliably measured at the balance sheet date. The amount recognized as a provision is Management’s best estimate of the expenses 

required to settle the obligation. In measuring provisions, the costs required to settle the liability are discounted if the effect is material to the 

measurement of the liability. 

  
For the measurement, a pre-tax discount factor is used which reflects the current market interest rate level and the specific risks related to 

the liability. Changes in present values for the financial year are recognized under financial expenses. 
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28. Accounting policies (cont.) 
 

Warranty provisions are recognized as the underlying goods and services are sold based on warranty costs incurred in the financial year 
and in previous years. 

 
Provisions for restructuring and employee termination costs are made when the group has agreed on a detailed and formal plan, and the 

group has started implementing the plan or has announced the plan to the persons affected. Restructuring provisions do not include  

costs for the ongoing operations during the restructuring phase. 

 
Share-based remuneration 
The Board, Executive Committee and several senior employees are covered by option and warrant schemes based on the Parent Company’s 

shares. 

 
The value of services received in exchange for granted options/warrants is measured at the fair value of the options/warrants. 

 
For share options and warrants where the option or warrant holder has the right to receive cash settlement of the option or warrant, fair 

value of the instruments is initially measured at the grant date and recognized in the income statement as personnel costs over the 

vesting period. 

 

Subsequently, the fair value of the instruments is measured at the balance sheet date and changes in fair values are recognized in the 

income statement under financial items. 

 
On initial recognition of the share options and warrants, the Company estimates the number of options and warrants expected to 

vest, cf. the service condition described in note 14. Share incentive programs. That estimate is subsequently revised for changes in the 

number of options expected to vest. Accordingly, recognition is based on the number of options ultimately vested. 

 
The fair value of granted instruments is measured based on the Black-Scholes model (warrant and option pricing model) taking into 

account the terms and conditions upon which the instruments were granted. 

 
Employee shares 
On the granting of employee shares, any bonus element is recognized as an expense under personnel costs. The counter entry is 

recognized directly in equity. The bonus element is determined at the subscription date as the difference between the fair value and the 

subscription price of the shares. 
 
Pension obligations and defined benefit health care plans 
The group has entered into pension schemes and similar arrangements with the majority of the group’s employees. In addition, the Group 

has health care plans contributing with payment for medical expenses for certain employee groups in the USA after their retirement. 
 
Contributions to defined contribution plans, where the group currently pays fixed pension payments to independent pension funds, are 

recognized in the income statement in the period to which they relate, and any contributions outstanding are recognized in the balance 

sheet as other debt. 

 
For defined benefit pension and health care plans, the group is under an obligation to pay a specific benefit upon retirement (e.g. a fixed 

amount or a percentage of the exit salary). For these plans, an annual actuarial calculation (Projected Unit Credit method) is made of the 

present value of future benefits under the defined benefit plan. The present value is determined on the basis of assumptions about the 

future development in variables such as salary levels, interest rates, inflation and mortality. The present value is determined only for benefits 

earned by employees from their employment with the group. The actuarial present value less the fair value of any plan assets is 

recognized in the balance sheet under pension and health care obligations. 
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28. Accounting policies (cont.) 
 
Pension and health care costs for the year are recognized in the income statement based on actuarial estimates and financial expectations 

at the beginning of the year. Any difference between the expected development in assets and liabilities and realized amounts determined 

at year end constitutes actuarial gains or losses and is recognized directly in other comprehensive income. If changes in benefits relating to 

services rendered by employees in previous years result in changes in the actuarial present value, the changes are recognized as past service 

costs. Past service costs are recognized immediately, provided that the benefits have already vested. If the benefits have not vested, the past 

service costs are expensed in the income statement over the period in which the changed benefits vest. 

 

If a pension or health care plan constitutes a net asset, the asset is only recognized if it offsets future refunds from the plan or will lead to 

reduced future payments to the plan. 

 
Other long-term employee benefits 
Similarly, other long-term employee benefits are recognized based on an actuarial calculation. However, actuarial gains and losses are 

recognized in the income statement immediately. Other long-term employee benefits include jubilee benefits. 

 
Financial liabilities 
Financial liabilities are initially recognized at fair value less transaction costs. Subsequently, they are measured at cost/amortized cost. 

Amortized cost implies the recognition of a constant effective interest rate to maturity. Amortized cost is calculated as initial cost less any 

principal repayments and plus or less the cumulative amortization of any difference between cost and nominal amount. Any capitalized 

residual obligation on finance leases is recognized in the balance sheet as a liability. The interest element of the lease payment is expensed 

in the income statement under financial items. 

 
Corporation tax and deferred tax 
Danfoss A/S’ companies are generally liable to pay tax in the countries where they are domiciled. The current tax includes both Danish 

and foreign income taxes. Danfoss A/S is jointly taxed with its Danish subsidiaries and sister subsidiaries. Current tax and deferred tax is 

allocated between the jointly taxed companies. The jointly taxed companies are taxed under the tax prepayment scheme. 

 
Income statement 
The current and deferred taxes for the year are recognized in the income statement, except for tax related to transactions recognized in the 

statement of comprehensive income or directly in equity. 

 
Surcharges, premiums and refunds relating to tax payments are recognized in financial income and expenses. 

 
Balance sheet 
Current tax payable and receivable is recognized in the balance sheet as tax computed on the taxable income for the year, adjusted for tax 

paid under the tax prepayment scheme. Deferred tax liabilities and deferred tax assets are measured according to the balance sheet liability 

method, which means that all temporary differences between the carrying amount and the tax base of assets and liabilities are recognized in 

the balance sheet as deferred tax liabilities and deferred tax assets, respectively. Exceptions are any tax incurred by selling shares in 

subsidiaries and which the group can identify as being a tax liability and tax relating to goodwill which is not deductible for tax purposes. 

Deferred tax assets are recognized at the expected value of their utilization; either as a set-off against tax on future income or as a set-off 

against deferred tax liabilities in the same legal tax entity and jurisdiction. Adjustment is made for deferred tax resulting from elimination of 

unrealized intra-group profits and losses. Deferred tax is measured according to the tax rules and at the tax rates applicable in the respective 

countries at the balance sheet date when the deferred tax is expected to crystallize as current tax.  

 
Derivative financial instruments 
Derivative financial instruments, such as forward exchange contracts or options and commodity contracts, are recognized and measured at 

fair value. Positive and negative fair values of derivative financial instruments are shown as separate items in the balance sheet. Set-off of 

positive and negative values is only made when the Company has the right and the intention to settle several financial instruments net. 
 

Provided that the documentation requirements etc. are met, hedge accounting is applied to the instruments. In connection with hedging of 

future sales and purchase transactions (cash flows), changes in the fair value of instruments qualifying for hedge accounting are recognized 

in the statement of comprehensive income under the hedging reserve until the hedged transaction is realized.  

NOTES  
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28. Accounting policies (cont.) 
 

At this point, gains or losses relating to such hedging transactions are transferred from the statement of comprehensive income and are 

recognized in the same item as the hedged transaction. If the instruments do not qualify for hedge accounting, changes in market value 

are recognized directly in the income statement under financial items. 

 
Discontinued operations 

Discontinued operations comprise a significant part of the business if activities and cash flows operationally and for accounting purposes 

can be clearly distinguished from the remaining parts of the business and where the unit has either been divested or is held for sale and the 

sale is expected to be completed within 12 months in accordance with a formal plan. Discontinued operations also include companies which 

have been classified as “held for sale” in connection with an acquisition. 

 
The profit/loss after tax from discontinued operations and value adjustments after tax of related assets and liabilities as well as profit/loss 

from disposal are presented separately in the income statement with restatement of comparative figures. Net sales, costs, value adjustments 

and tax pertaining to the discontinued operations are disclosed in the notes. Assets and related liabilities pertaining to discontinued 

operations are recognized separately in the balance sheet without restatement of comparative figures, cf. the section Assets held for sale, 

and the main items are specified in the notes. 

 
Assets held for sale 
Assets held for sale comprise non-current assets and disposal groups held for sale. Disposal groups are defined as a group of assets to be 

disposed of, by sale or otherwise, together as a group in a single transaction. Liabilities associated with assets held for sale are those liabilities 

directly associated with the assets that will be transferred in the transaction. Assets are classified as held for sale if the carrying amount will 

be recovered principally through a sale within 12 months in accordance with a formal plan rather than through continuing use. 

 

Assets or disposal groups held for sale are measured at the lower of carrying amount and fair value less costs to sell. Assets are not 

depreciated from the date when they are reclassified as held for sale. Impairment losses on initial recognition as held for sale and gains and 

losses on subsequent remeasurement at the lower of carrying amount and fair value less costs to sell are recognized in the income 

statement in the items to which they relate. Gains and losses are disclosed in the notes. Significant assets and related liabilities are 

recognized separately in the balance sheet, and main items are specified in the notes. 

Comparative figures in the balance sheet are not restated. 

 
Statement of Cash flows 
The statement of cash flows shows the cash flows from operating, investing and financing activities for the year, and cash equivalents at the 

beginning and the end of the year. The cash flow effect of acquisitions and disposals of companies is shown separately under cash flows from 

investing activities. Cash flows relating to acquired companies are recognized in the statement of cash flows at the acquisition date, and cash 

flows relating to divested companies are included until the disposal date. 

 
Cash flows from investing activities 
Cash flows from investing activities comprise payment in connection with the acquisition and disposal of companies and activities, 

intangible assets and property, plant and equipment as well as securities classified as investing activities. Acquisitions of assets under finance 

leases are treated as non-cash transactions. 

 
Cash flows from financing activities 
Cash flows from financing activities comprise changes in the size or composition of the share capital, the raising and repayment of long-term 

and short-term bank debt, acquisition of minority interests, acquisition and disposal of treasury shares and payment of dividends to 

shareholders. 

 
Cash flows from operating activities 

Cash flows from operating activities are calculated according to the indirect method on the basis of profit before tax/profit before tax from 

continuing operations and adjusted for non-cash operating items, changes in working capital, paid financial items, received dividend and paid 

corporation taxes.  

 
Cash and cash equivalents 

Cash and cash equivalents comprise bank account deposits and cash balances. 

 

	NOTES 
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28. Accounting policies (cont.) 
 
Segment information 

The segment information applies to the internal management reporting and is prepared according to the group’s accounting policies.  
 
Segment income, expenses, assets and liabilities comprise those items which can be allocated on a reliable basis. Items which are not 

allocated primarily include income and expenses incurred by corporate functions, deferred tax (assets and liabilities), receivable and 

payable tax, cash and interest-bearing liabilities. 

 
Non-current segment assets are those non-current assets which are used directly for segment operations, including intangible assets and 

property, plant and equipment as well as investments in associates and joint ventures. Current assets are those current assets which are used 

directly for segment operations, including inventories, trade receivables and other receivables. 

 
Segment liabilities comprise both non-current and current liabilities derived from segment operations, including trade payables, other 

debt and warranty obligations as well as other provisions. 

Trade between segments takes place on market terms or on a cost recovery basis. 

 
Financial ratios 
Earnings per share (EPS) and diluted earnings per share (DEPS) are calculated in accordance with IAS 33. 

 
Where defined, other financial ratios are calculated in accordance with the Danish Society of Financial Analysts’ guidelines on the calculation 
of financial ratios, “Recommendations and Financial Ratios 2010”. 

 
The financial ratios in the annual report are calculated in the following manner: 
 

Organic net sales growth 
Sales growth adjusted for additions and disposals of companies and exchange rate effects. 

 
EBIT margin excluding other operating income, etc. 
Operating profit excluding other operating income and expenses/Net sales 

 
EBIT margin 

Operating profit (EBIT )/Net sales 

 
EBITDA margin 
EBITDA/Net sales 

 

EBITDA margin excluding other operating income ect.  
Operating profit before depreciation, amortization, impairment and other operating income and expenses/Net sales 
 
RONA (Return on net assets) 
Operating profit (EBIT )/average net assets (non-interest bearing) 

 
Return on equity 
Net profit after minority interests' share/Average equity excluding minority interests 

 
Equity ratio 
Equity/total assets 

 
Leverage ratio 
Interest bearing debt/equity at year end 

 
Net interest bearing debt to EBITDA ratio 
(Interest bearing debt less interest bearing assets)/EBITDA 

 
EBITDA 
Operating profit (EBIT ) before depreciation, amortization and impairment 
 
Dividend pay-out ratio 

Total dividends distributed to shareholders/Net profit 

NOTES  
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Forward-looking statements

This Group annual report contains forward-looking statements. 

Such statements are subject to risks and uncertainties as various 

factors, many of which are beyond A.P. Møller - Mærsk A/S’ control, 

may cause actual development and results to differ materially from 

expectations contained in the Group annual report.

Governing text

The Group annual report has been translated from Danish. The Danish 

text shall govern for all purposes and prevail in case of any discrepancy 

with the English version.

In order to make the annual report more transparent and user-friendly, 

the A.P. Møller - Mærsk Group has chosen to publish a consolidated 

annual report that does not comprise the financial statements of 

the parent company A.P. Møller - Mærsk A/S. In accordance with 

Section 149 of the Danish Financial Statements Act, this consoli-

dated annual report is therefore an extract of the Group's full annual 

report. The full annual report in Danish, including the parent company 

financial statements, can be downloaded from www.maersk.com.  

After the approval at the annual general meeting, the full annual 

report in Danish may also be obtained from the Danish Business  

Authority. Appropriation of profit for the year and proposed dividends 

from the parent company are disclosed in note 16 to the consoli-

dated annual report. The full annual report comprises the Directors' 

statement and the independent auditors' report disclosed on pages  

58 and 59.
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About Maersk

The A.P. Moller - Maersk Group comprises A.P. Møller 

- Mærsk A/S and affiliated companies. The Group is 

represented globally in 130 countries, employing about 

117,000 people. In addition to being one of the world’s 

largest shipping companies, the Group is involved in a 

wide range of activities within energy, transportation, 

offshore and retail.

The Group was established in the Danish town of Svend-

borg in 1904 by Mr Arnold Peter Møller  together with 

his father, Captain Peter Mærsk Møller. On the death of 

Mr Arnold Peter Møller in 1965, Mr Mærsk Mc-Kinney 

Møller assumed leadership of the Group. In 1993 he  

withdrew from the day-to-day management, and today 

the Group is headed by Mr Nils S. Andersen who took 

over as the fourth Group Chief Executive Officer and 

Partner in 2007.

 “No loss should hit us  
which can be avoided with con-
stant care” has been a core value for 
the Group since Mr A.P. Møller wrote this 
to Mr Mærsk Mc-Kinney Møller in 1946.
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Highlights for the Group 2011

 2011 2010 Change 2011 2010 Change

Revenue 

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation, amortisation and impairment losses

Gain on sale of non-current assets, etc., net

Profit before financial items

Profit before tax

Profit for the year

Cash flow from operating activities

Cash flow used for capital expenditure 

Return on invested capital after tax (ROIC)

 DKK million USD million

322,520

78,506

28,889

4,748

55,016

50,452

18,083

38,886

-52,259

7.8%

60,230

14,661

5,396

887

10,274

9,422

3,377

7,262

-9,759

8.3%

315,396

89,218

33,822

3,792

59,649

54,386

28,215

56,972

-26,078

12.7%

56,090

15,867

6,015

674

10,608

9,672

5,018

10,132

-4,638

12.2%

2%

-12%

-15%

25%

-8%

-7%

-36%

-32%

100%

7%

-8%

-10%

32%

-3%

-3%

-33%

-28%

110%

Revenue increased by 7% to USD 60.2bn (USD 56.1bn), 

positively affected by higher oil prices and container vol-

umes but offset by lower container freight rates. Profit 

was USD 3.4bn (USD 5.0bn) and thus in accordance with 

the latest announced outlook of USD 3.1-3.5bn expressed 

on 9 November 2011. The result was negatively affected 

by low container freight rates on especially the Asia– 

Europe trades and positively affected by the divestment 

gain from Netto Foodstores Limited, UK of USD 0.7bn. The 

Group’s return on invested capital (ROIC) was 8.3% (12.2%). 

Maersk Liner Business made a loss of USD 0.6bn (profit 

of USD 2.6bn) and a negative ROIC of 3.4% (positive by 

15.3%). The negative result was primarily due to the low 

rates on the Asia–Europe trades. The freight rates started 

the year at a reasonable level, but decreased throughout 

the year as large amounts of new tonnage was delivered. 

Overall freight rates were 8% lower than in 2010 and this, 

combined with 35% higher bunker prices, reduced mar- 

gins considerably. The number of containers carried in- 

creased by 11% to 8.1m FFE, and the Group more than re-

gained the market share lost during 2010. 

Maersk Oil made a profit of USD 2.1bn (USD 1.7bn) and  

a ROIC of 36.3% (32.6%), positively affected by 39% higher 

oil prices at an average of USD 111 per barrel (80 per bar-

rel). The Group’s share of oil and gas production declined 

by 12% to 333,000 barrels of oil equivalent per day (377,000 

barrels of oil equivalent per day), primarily due to lower 

share of production in Qatar and lower production in 

Denmark and the UK. The high investment level continued 

throughout the year and the Group was successful in 

Directors’ report
(figures for 2010 in parenthesis)



MCC
Qingdao
China

MCC Davao arriving at the port of Qingdao in Northern China. Since 2009 MCC has been responsible for 
handling the Groups Intra-Asia container shipping activities. The company is headquartered in Singapore  
and with a operated fleet of more than 60 vessels, MCC is one of the largest short-sea operators in the world.
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securing a number of new licences in Norway, the UK 

and the US Gulf of Mexico. The high exploration activity 

resulted in new discoveries, and at year end the Group 

was involved in execution of four major development 

projects in the UK, US Gulf of Mexico, Kazakhstan and 

Algeria. 

 

APM Terminals made a profit of USD 649m (USD 793m). 

The profit excluding sales gains and impairment losses 

was 24% higher than in 2010. Container throughput in-

creased by 8% on a like-for-like basis and ROIC was 13.1% 

(16.0%). The high investment level from previous years 

continued, and during 2011 APM Terminals secured fur-

ther new investments and development projects primar-

ily in emerging markets. 

Maersk Drilling made a profit of USD 495m (USD 399m) 

and a ROIC of 12.7% (11.0%), positively affected by higher 

day rates and better contract coverage. Several new long-

term contracts were entered into and the Group commit-

ted USD 3.9bn for investments in six new rigs.  

Maersk Supply Service made a profit of USD 210m (USD 

201m) and a ROIC of 11.3% (10.5%), positively affected 

by a higher activity level and improved spot rates. 

Maersk Tankers experienced difficult market conditions 

due to excess capacity in most tanker segments and made  

a loss of USD 151m (USD 118m) and a negative ROIC of 

4.2% (3.4%). To better utilise the fleet Maersk Tankers 

entered into a new VLCC pool partnership as joint operator. 

Damco continued growing and adjusting its business port- 

folio. With the acquisition of NTS International Transport 

Services in China, Damco has significantly increased its 

service offerings within the airfreight market. Profit was 

USD 65m (USD 44m) and ROIC was 25.8% (22.2%).

Svitzer experienced mixed market conditions and 

slightly improved profits to USD 133m (USD 130m).  

ROIC was 7.0% (7.2%).

Maersk FPSOs and Maersk LNG made a profit of USD  

8m (loss of USD 242m) and a ROIC of 0.3% (negative by 

8.0%), negatively affected by net impairments of USD 

159m. An agreement was entered into to divest Maersk 

LNG for USD 1.4bn. The transaction is expected to be 

completed in Q1 2012.

Retail activities made a profit of DKK 5.3bn (DKK 2.2bn) 

and a ROIC of 34.7% (15.4%), positively affected by gain 

of DKK 3.8bn corresponding to USD 0.7bn from the divest-

ment of Netto Foodstores Limited, UK. The divestment 

was completed in April 2011.

Cash flow from operating activities was USD 7.3bn (USD 

10.1bn), while cash flow used for capital expenditure was 

USD 9.8bn (USD 4.6bn). The Group’s free cash flow was 

negative USD 2.5bn (positive USD 5.5bn).

With an equity ratio of 51.4% (51.5%), net interest-bearing 

debt of USD 15.3bn (USD 12.4bn) and a liquidity buffer of  

USD 11.3bn (USD 14.5bn), the Group is well prepared and  

determined to execute on its long-term growth aspirations 

and seize market opportunities within its core businesses 

despite current turmoil in the financial markets.

QUARteRly fIGUReS

Quarterly figures for the Group for 2011 and 2010 are 

available on http://investor.maersk.com/financials.cfm
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Outlook for 2012

The A.P. Moller - Maersk Group expects a positive result 

lower than the 2011 result. Cash flow used for capital 

expenditure is expected to be around the same level as 

in 2011 while cash flow from operating activities is ex-

pected to develop in line with the result.

Maersk Oil expects a result significantly below the result 

for 2011 based on expected 20% decline in the share of 

oil and gas production to a level of around 265,000 boepd 

at an average oil price of USD 105 per barrel. The produc-

tion decline is predominantly caused by a reduced share 

of production in Qatar, and the natural maturation of the 

North Sea fields. The transfer of 20% ownership of DUC 

to the Danish North Sea Fund by mid-2012 will reduce 

the Group’s production share in Denmark, but will have 

no impact on net earnings. Exploration costs are expected 

to be above USD 1bn.

Maersk Liner Business expects a negative result in 2012 

as a consequence of excess capacity. Global demand for 

seaborne containers is expected to increase by 4-6% in 

2012, lower on the Asia–Europe trades but supported by 

higher growth in the North-South trades.

APM Terminals expects a result above 2011 and to grow 

more than the market supported by volumes from new 

terminals. 

Maersk Drilling has almost full contract coverage at  

attractive rates in 2012 and expects a result in line with 

the 2011 result. Maersk Supply Service expects a result  

at the same level as in 2011, with one third of the avail-

able vessel days in 2012 not yet contracted.

The total result from all other activities is expected to be 

at the same level as in 2011 excluding divestment gains 

and impairments.

The outlook for 2012 is subject to considerable uncertainty, 

not least due to developments in the global economy. 

The Group’s expected result depends on a number of fac-

tors. Based on the expected earnings level and all other 

things equal, the sensitivities for four key value drivers 

are listed in the table below:

factors Change effect on 
  the Group’s 
  profit

Oil price for Maersk Oil +/- 10 USD/barrel +/- USD 0.2bn

Bunker price +/- 10 USD/barrel -/+ USD 0.1bn

Container freight rate +/- 100 USD/FFE +/- USD 0.9bn

Container freight volume +/- 100,000 FFE +/- USD 0.2bn



Maersk Oil
Dunga field
Kazakhstan

Maersk Oil's Dunga field in Kazakhstan is undergoing a large development, including the 
drilling of around 200 new wells as well as an upgrade of the facilities that will more than 
triple production at the field. The new wells are expected to go into production in 2012. 
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Amounts in DKK million

 2011 2010 2009 2008 2007

Revenue

Profit before depreciation, amortisation and  

impairment losses, etc. (EBITDA) 

Depreciation, amortisation and impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit before financial items (EBIT)

Financial items, net

Profit before tax

Tax

Profit/loss for the year – continuing operations

Profit/loss for the year – discontinued operations

Profit/loss for the year

A.P. Møller - Mærsk A/S’ share

Total assets

Total equity

Cash flow from operating activities

Cash flow used for capital expenditure

Investment in property, plant and equipment

Return on invested capital after tax (ROIC)

Return on equity after tax

Equity ratio

Earnings per share (EPS), DKK 

Diluted earnings per share, DKK

Cash flow from operating activities per share, DKK

Dividend per share, DKK

Share price (B share), end of year, DKK

Total market capitalisation, end of year

Financial highlights

322,520

78,506

28,889

4,748

651

55,016

-4,564

50,452

32,447

18,005

78

18,083

15,189

404,743

207,935

38,886

-52,259

41,789

7.8%

9.0%

51.4%

3,479

3,478

8,907

1,000

37,920

160,982

315,396

89,218

33,822

3,792

461

59,649

-5,263

54,386

26,174

28,212

3

28,215

26,455

374,723

192,962

56,972

-26,078

26,683

12.7%

16.0%

51.5%

6,061

6,058

13,052

1,000

50,510

217,464

260,336

49,262

30,317

852

360

20,157

-5,253

14,904

20,393

-5,489

-

-5,489

-7,027

345,199

158,868

25,098

-42,195

42,161

-0.3%

-3.5%

46.0%

-1,674

-1,674

5,980

325

36,600

156,901

312,122

83,945

26,092

4,656

-1,882

60,627

-7,808

52,819

35,287

17,532

106

17,638

16,960

343,110

158,394

43,422

-52,375

61,078

9.9%

11.6%

46.2%

4,122

4,122

10,553

650

28,100

116,281

279,201

64,895

26,226

6,062

3,081

47,812

-4,111

43,701

24,537

19,164

-533

18,631

17,809

328,098

146,688

39,820

-49,003

57,998

10.3%

13.1%

44.7%

4,328

4,328

9,678

650

54,400

223,177
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Amounts in USD million

 2011 2010 2009 2008 2007

Revenue

Profit before depreciation, amortisation and  

impairment losses, etc. (EBITDA)

Depreciation, amortisation and impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit before financial items (EBIT)

Financial items, net

Profit before tax

Tax

Profit/loss for the year – continuing operations

Profit/loss for the year – discontinued operations

Profit/loss for the year

A.P. Møller - Mærsk A/S’ share

Total assets

Total equity

Cash flow from operating activities

Cash flow used for capital expenditure

Investment in property, plant and equipment

Return on invested capital after tax (ROIC)

Return on equity after tax

Equity ratio

Earnings per share (EPS), USD

Diluted earnings per share, USD

Cash flow from operating activities per share, USD

Dividend per share, USD

Share price (B share), end of year, USD

Total market capitalisation, end of year

Average USD/DKK exchange rate

End of year USD/DKK exchange rate

Maersk line

Transported volumes (FFE in million)

Average rate (USD per FFE)

Average fuel price (USD per tonne)

Maersk Oil

Average share of oil and gas production  

(thousand barrels of oil equivalent per day)

Average crude oil price (Brent) (USD per barrel)

APM terminals

Containers handled (million TEU weighted with ownership share)

Financial highlights

60,230

14,661

5,396

887

122

10,274

-852

9,422

6,060

3,362

15

3,377

2,836

70,444

36,190

7,262

-9,759

7,804

8.3%

9.6%

51.4%

650

649

1,663

174

6,600

28,018

5.35

5.75

8.1

2,828

620

333

111

33.5

56,090

15,867

6,015

674

82

10,608

-936

9,672

4,655

5,017

1

5,018

4,705

66,756

34,376

10,132

-4,638

4,745

12.2%

15.4%

51.5%

1,078

1,077

2,321

178

8,998

38,741

5.62

5.61

7.3

3,064

458

377

80

31.5

51,278

11,919

4,816

1,113

566

8,782

-755

8,027

4,507

3,520

-98

3,422

3,271

64,648

28,903

7,313

-9,000

10,652

10.1%

12.9%

44.7%

795

795

1,777

128

10,719

43,973

5.44

5.08

6.8

3,034

344

393

72

31.0

61,270

16,478

5,122

914

-369

11,901

-1,533

10,368

6,927

3,441

21

3,462

3,329

64,925

29,972

8,524

-10,281

11,990

10.1%

11.8%

46.2%

809

809

2,072

123

5,317

22,002

5.09

5.28

7.0

3,284

520

424

97

33.3

48,580

9,193

5,658

159

67

3,761

-980

2,781

3,805

-1,024

-

-1,024

-1,311

66,511

30,610

4,679

-7,874

7,867

-0.3%

-3.4%

46.0%

-312

-312

1,115

63

7,052

30,231

5.36

5.19

6.9

2,370

342

428

62

30.9



The Executive Board functions as the day-to-day management and  consists of:

Nils S. Andersen (Group CEO) 
Trond Westlie 
Kim Fejfer

Søren Skou
Claus V. Hemmingsen
Jakob Thomasen
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The Group delivered an acceptable result for 2011 given the conditions  
in the container shipping market. While Maersk Line turned loss-making, 
most other business units delivered good returns and the Group made 
significant investments in long-term growth. 

Earnings were lower than in 2010, and return on invested 

capital (ROIC) did not contribute to the Group’s ambitions 

of 10% over the cycle due to excess capacity in the con-

tainer shipping industry.

exeCUtInG On PRIORItIeS

The Group executed well on its 2011 priorities. Customer  

focus increased across the Group and initiatives were taken 

to further increase the service levels provided to the 

Group’s customers.

A transformation of Maersk Oil was initiated with in-

creased transparency and a more efficient organisation 

being the main objectives. The transformation initiatives 

continue in 2012. 

The win again priority was pursued across the Group  

through cost cutting, other profit improvements and port- 

folio adjustments to counter the effects of a tougher eco-

nomic environment. An agreement to divest Maersk LNG 

was entered into and is expected to be completed in Q1 2012.

Furthermore, the Group expanded its core businesses in 

emerging markets where economic growth continued at 

profitable levels.

InveStInG In lOnG-teRM GROwtH

The Group assesses that global demand for shipping and 

oil and gas will continue to grow and the Group will con-

tinue to invest in these businesses.  

Maersk Oil invested USD 4.8bn in exploration and expan-

sion of its licence portfolio. Furthermore, Maersk Oil ma-

tured the portfolio through new discoveries, development 

plans and expansion of existing development plans. The 

Group’s ambition is to grow the share of oil production to 

400,000 boepd from the 333,000 boepd achieved in 2011. 

Maersk Oil’s share of oil production will decline in 2012 and  

2013 before new field developments will stabilise the share 

of production in 2014 and stepwise increase the share of 

production towards the goal. 

 

Maersk Line improved and expanded its range of ser-

vices not least through the introduction of the new Daily 

Maersk product on the Asia–Europe trades which sets 

new standards in the industry. The WAFMAX and SAM-

MAX vessels, with high reefer capacity targeted for West 

African and South American trades, were introduced, 

further strengthening Maersk Line’s competitive advan-

tage in the reefer market. Maersk Line gained market 

share on most trades, supported by 16% growth of its 

operated fleet. Maersk Line contracted 20 new vessels  

with each 18,000 TEU capacity to be delivered from mid-

2013 to mid-2015. Due to increased size and efficiency, 

these vessels will allow lower unit costs and the best 

environmental performance in the industry. Competition  

remains tough, not least due to excess capacity and 

fragmentation of the industry. There is continued need 

for consolidation, reduction of capacity and more stable 

and sustainable rates. Some operational consolidation 

was seen at the end of 2011, but Maersk Line maintains 

Message from  
Executive Board

A.P. Moller - Maersk Group
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its view that more is needed for the industry to deliver 

sustainable returns to shareholders. 

Maersk Line is satisfied with, and will defend its current 

market share, which provides sufficient scale benefits  

allowing for an optimal product offering to its customers.  

By focusing on profitability over further market share 

growth, Maersk Line will take a number of initiatives to 

restore freight rates from the current loss-making levels.

More specifically, Maersk Line will optimise its pricing prac- 

tices and adjust its capacity to improve the market balance. 

Lay-up plans are also activated, super slow-steaming will 

be used more extensively and Maersk Line will invest in 

line with market growth. 

APM Terminals continued its expansion and gained mar-

ket share as both new and existing terminals were added 

to the portfolio, primarily in growth markets such as 

Georgia, Peru and Costa Rica. Profitability was also further 

improved. The long-term ambition for APM Terminals is 

to become the world’s leading port operator and a more 

significant profit contributor to the Group through green-

field projects in growth markets, optimisation of existing 

terminals and by developing its value propositions to cus-

tomers and authorities.

Maersk Drilling invested further in the ultra-deepwater 

and ultra-harsh environment segments where demand 

for its high-end rigs remains strong. Maersk Drilling wants 

to significantly expand its current fleet of jack-up rigs and  

floaters, mainly through newbuildings. In 2011, Maersk  

Drilling placed orders for six new rigs totalling investments 

of USD 3.9bn. Contracts have been secured for two of the 

new ultra-harsh jack-up rigs. 

IMPROvInG PeRfORMAnCe

All businesses delivered top quartile returns or improved 

performance relative to their industry benchmarks. Perfor-

mance improvements will continue to obtain top quartile 

returns for all businesses.

2012 PRIORItIeS

The Executive Board has decided on two Group priorities 

for 2012: “Creating winning businesses” and “Growth 

markets”.

The target for Maersk Line is to continue the momentum 

obtained during the financial crisis. Particular focus will 

be on pricing and competitiveness and Maersk Line will 

seek to benefit from its strengthened positions on reli-

ability and customer satisfaction. Cost reductions will 

continue to be pursued. 

The shipping markets were difficult in 2011 and will 

continue to be difficult for some time. Therefore, and 

because of the significant investments and commit-

ments made in 2011, the Group will downscale its 

growth ambitions for the shipping segments in 2012.

Maersk Oil will continue to invest in and review explo-

ration activities to secure that it delivers on develop-

ments and prospects. It has high priority for the Group 

to reverse the declining production profile and to ensure 

steady growth towards a sustainable production share  

of 400,000 barrels per day. 

The drive for increased customer focus will continue in 

all businesses.

The Group will prioritise further investing in selected 

growth markets and strengthen relationships with of-

ficials, key partners and clients. Recruitment and other 

HR activities will also be accelerated in these countries, 

all to establish a solid foundation for long-term expansion. 

fInAnCIAl flexIBIlIty

The fundamental financial requirements for pursuing the 

Group’s growth ambitions are in place and the financial 

position continues to be strong with no larger refinancing  

risks in the coming years. The Group will continue to 

broaden its funding base through the corporate bond 

market when terms are attractive. This gives the Group 

strength to continue to execute on its growth strategy as 

well as take advantage of opportunities created by the 

current market conditions. 

A POSItIOn Of StRenGtH

The Group is in much better shape today than before the 

crisis of 2008-2009. Financial strength, competitiveness, 

customer focus, products and services have been im-

proved and a range of other initiatives have been taken. 

In 2012, the Group will embrace the challenges and op-

portunities from a position of strength.



Maersk Drilling
liberia
west Africa

Prepared to commence drilling in water depths of up to 3,000 meters off the coast of Liberia in Western Africa  
on the semi-submersible drilling rig Mærsk Deliverer. As easy oil becomes scarce Maersk Drilling is building a  
new high tech fleet of ultra deepwater rigs and drillships to access the hard to reach reservoirs.
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The Group sees strong business potential in the growth 

markets in South East Asia, Africa, Latin America and 

Central/Eastern Europe. These markets are expanding, 

and profitability rates are high. 

In 2011, the revenue generated in growth markets made 

up 33% of the Group’s total revenue – but this revenue 

resulted in 53% of the Group’s total profits because of 

better margins.

OffeRInG wHAt tHey neeD

Natural resources and low labour costs are the main  

reasons for the rapid growth in these markets. And 

now, higher education levels increasingly support the 

development of local business while growing wealth  

creates a larger middle-class with higher consumption  

of both energy and goods. China is, for example, ex-

pected to become the world’s leading market for luxury 

goods in 2012.

Global trade figures are testament to the trend. Imports 

into Asia have grown significantly over the last few years, 

owing to greater demand for raw materials, imported 

fruit etc. This increased the demand for shipping with 

high reefer container capacity such as the Group’s WAF-

MAX and SAMMAX vessels for West African and South 

American trades.

 In some of the 'new markets', 
the Group expects growth rates 
of up to 10% over the coming years. 

The Group will continue to invest significantly in oil and 

gas in order to profit from the increasing demand in 

growth markets and to fuel further growth. Likewise, 

the Group is investing in terminals and infrastructure 

Expansion  
in growth markets

Case

= Growth markets

Latest investments and initiated activities in growth markets

•  Poti Terminal, Georgia

•  Callao Terminal, Peru

•  Moin Terminal, Costa Rica

•  Santos Terminal, Brazil

•  Monrovia Terminal, Liberia

•  Cai Mep Terminal, Vietnam

•  Aqaba Terminal, Jordan

•  Introducing the WAFMAX and SAMMAX vessels

•  Opening direct Mexico-Europe and Morocco-Russia services

•  Oil licences offshore, Brazil

•  Chissonga oil licence, Angola

•  Two year drilling contract, Angola

•  Peregrino FPSO into operation, Brazil

•  Acquisition of NTS International Transport Services, China
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to ease the increasing pressure on transport gateways. 

APM Terminals’ strategy is thus strongly focused on 

expansion in growth markets where it already has good 

positions.

SOlvInG BOttleneCK ISSUeS

A concrete example of how the Group is solving bottle-

neck issues and growing alongside local economies is 

the Apapa Terminal in Lagos, Nigeria. 

Half of the country’s exports pass through the Apapa 

keyhole and the IMF predicts that the Nigerian economy 

will grow at an annual rate of 6.4% in 2010-2015. 

APM Terminals took over operations at Apapa in 2006.  

At that time, container vessels on average spent 20 days  

on a call. Now, they spend only one. This saves congestion 

fees, and local farmers benefit from access to efficient 

ways of exporting products in a spur for agriculture.

APM Terminals has invested in infrastructure at the ter-

minal and offers local employees training and experience. 

Its developed administration systems also help minimise 

corruption.

StROnG InteReSt fROM GOveRnMentS

Many growth markets, like Nigeria, currently lack the 

container terminal capacity to handle increased cargo 

volumes. APM Terminals expects these volumes to grow 

by another 10% annually in coming years.

Governments seek to solve this problem by, among other 

things, privatising ports and offering land for new ter-

minals, something APM Terminals benefits from. Since 

2007, APM Terminals has doubled its revenue to USD 

4.7bn – but the company’s appetite for new projects is 

far from sated. Around 70% (growing to 80% in 2015) 

of its investments and 84% of its profits are in and from 

growth markets.

 The opportunities far out-
weigh the related risks. 

ADvAntAGe In exPeRIenCe

The Group will continue to take advantage of its global 

presence, long-term experience (first liner call to Brazil 

was made as early as 1913) and its strong local network 

to expand business in growth markets. Furthermore, the 

Group’s diversified portfolio of businesses and services 

can provide what many growth markets need to further 

develop their economies. 

The Group is aware of the fact that operating in growth 

markets also entails risks. It therefore deliberately diver-

sifies its investments to reduce then. But its basic as-

sessment is that the opportunities in these markets far 

outweigh the related risks.

Growth prospects

50

100

150

200

250

300

Developed markets Growth markets

1990 2000 2010 2020 2030

Source: Global Insights

Average p.a. 5.4%
(2010-2030)

Average p.a. 2.2%
(2010-2030)

33%

53%

Share of revenue and profit from growth markets

Revenue

Profit

Expanding business in growth markets
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The Group's business units

Maersk line, Safmarine, MCC and Seago line

Global container services 

Maersk Oil

Oil and gas production and exploration activities 

APM terminals

Container terminal activities, inland transportation,  
container depots and repair of containers, etc.

Maersk Drilling

 Offshore drilling activities and operation of land rigs  
through 50% ownership of  Egyptian Drilling Company

Maersk Supply Service

Supply vessel activities with anchor handling  
and platform supply vessels, etc.

A.P. Moller - Maersk Group
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The A.P. Moller - Maersk Group comprises approximately 1,100 companies. Major companies in which the A.P. Moller - Maersk Group has a 
presence are listed on pages 126 –128. A more comprehensive list of companies is available on http://investor.maersk.com/financials.cfm
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Revenue Ratio
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Svitzer

Towing and salvage activities, etc. 

Damco

Logistic and forwarding activities 

Maersk tankers

Tanker shipping of crude oil, oil products and gas 

Maersk fPSOs and Maersk lnG

Floating oil and gas production units and natural gas transportation 

Dansk Supermarked Group

Supermarkets (Føtex and Bilka) and  department stores  
(F. Salling) and discount supermarkets (Netto), etc.

Odense Steel Shipyard Group,  

20% ownership Danske Bank A/S (associated company),  

Maersk Container Industry, Ro/Ro and related activities and other
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 DKK million USD million

 2011 2010 2011 2010

Revenue

Container activities

Oil and gas activities

Terminal activities

Tankers, offshore and other shipping activities

Retail activities

Other businesses

total reportable segments

Unallocated activities (Maersk Oil Trading)

Eliminations

total

Profit

Container activities

Oil and gas activities

Terminal activities

Tankers, offshore and other shipping activities

Retail activities

Other businesses

total reportable segments

Unallocated activities 

Eliminations

Discontinued operations, after elimination

total

Cash flow from operating activities

Container activities

Oil and gas activities

Terminal activities

Tankers, offshore and other shipping activities

Retail activities

Other businesses

total reportable segments

Unallocated activities 

Eliminations

total

Segment overview

146,157

67,554

25,073

31,747

55,227

9,668

335,426

4,188

-17,094

322,520

-2,875

11,038

3,476

3,964

5,303

1,007

21,913

-3,393

-515

78

18,083

5,315

23,374

4,882

9,178

2,292

267

45,308

-6,270

-152

38,886

146,415

57,634

23,906

31,679

59,250

8,181

327,065

3,035

-14,704

315,396

14,855

9,327

4,457

1,362

2,215

953

33,169

-5,006

49

3

28,215

23,619

22,231

4,749

7,726

2,493

1,078

61,896

-5,014

90

56,972

27,295

12,616

4,682

5,929

10,314

1,805

62,641

782

-3,193

60,230

-537

2,061

649

740

990

188

4,091

-634

-95

15

3,377

992

4,365

912

1,714

428

50

8,461

-1,171

-28

7,262

26,038

10,250

4,251

5,634

10,537

1,455

58,165

540

-2,615

56,090

2,642

1,659

793

240

394

170

5,898

-890

9

1

5,018

4,200

3,954

845

1,373

443

192

11,007

-891

16

10,132



Maersk Oil
Halfdan field
north Sea

The Halfdan field was discovered in 1999 and put in production already in 2000. 
The Maersk Oil operated field is the highest producing field in the Danish North 
Sea and produced more than 30 million barrels of oil in 2011.
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Maersk Liner Business

tHe MARKet fOR COntAIneR SHIPPInG

Overall, the container volumes developed positively in 

2011. However, the different trades experienced diverse 

growth trends during the year.

In 2011, the market grew by 7% compared to 2010 (Drewry).  

The growth slowed down in second half of 2011 and in 

Q4 the market only grew by 5% compared to Q4 2010 

(Drewry). In general, container imports to Europe and 

USA softened with no ordinary peak in demand during 

Q3. Growth for the Asia–Europe trades was 4%, while 

volumes on the Transpacific trades were unchanged. 

Competition was intense during 2011 as many carriers  

took delivery of new tonnage especially during Q2 and 

Q3. A large number of +10,000 TEU vessels were deliv-

ered and employed on the Asia–Europe trades resulting 

in redeployment of smaller vessels to other trades. This 

had a negative impact on freight rates especially on the 

Asia–Europe trades where rates declined to unsustain-

able levels. In Q4, the spot rates on the Asia–Europe trades 

reached an unprecedented level below USD 500 per TEU, 

significantly below the operating costs of most carriers.

As a result of the difficult market conditions and as a  

response to Maersk Line’s introduction of Daily Maersk, 

most competitors on the Asia–Europe trades announced  

in Q4 formations of new alliances in order to optimise 

their combined networks and reduce costs.

Despite rate pressure, only limited tonnage was laid-up. 

However, during Q4 several carriers announced lay-ups 

and suspension of strings. During 2011, 239 container 

vessels with a combined capacity of 1.77m TEU were 

ordered and at year-end the global order book was 4.3m 

TEU, equivalent to 28% of the current fleet (Alphaliner). 

During 2012, it is expected that 253 container vessels 

with a combined capacity of 1.47m TEU will be delivered, 

equivalent to 10% of the current fleet. At the same time, 

global demand for seaborne containers is expected to 

increase by 4-6%, with expected lower growth on the 

Asia–Europe trades and higher growth in the North-

South trades.

MAeRSK lIneR BUSIneSS

Maersk Liner Business covers the Group's container 

shipping activities which include Maersk Line, Safmarine, 

MCC and Seago Line and comprise 645 owned and char-

tered container vessels with a total capacity of 2.5m TEU 

at 31 December 2011. Furthermore, the fleet includes 15 

owned and chartered multi purpose vessels.

Revenue for the container activities increased by 5% to 

USD 25.1bn, positively affected by higher volume but 

partly offset by decreasing rates. Volume transported 

by the Group increased by 11% to 8.1m FFE (7.3m FFE). 

In Q4, the increase was 18% compared to the same period 

in 2010. The Group’s volume growth was above the gen-

eral market and thus the Group gained market share in 

2011. The average freight rate including BAF decreased  

by 8% compared to 2010 to USD 2,828 per FFE and was 

12% lower in Q4 compared to Q4 2010. 

Highlights 2011 2010

Revenue  25,108  24,022

eBItDA 1,009 4,507

Depreciation, amortisation and impairment losses 1,617 1,708

Gain on sale of non-current assets, etc., net 127 23

Share of profit/loss in associated companies -2 -2

eBIt  -483  2,820

Financial items, net -49 -16

Profit/loss before tax -532 2,804

Tax 70 206

Profit/loss for the year (nOPAt) -602 2,598

Cash flow from operating activities  899  4,116

Cash flow used for capital expenditure  -3,170  -947

Invested capital  18,502  16,782

ROIC -3.4% 15.3%

Transported volumes (FFE in million) 8.1 7.3

Average rate (USD per FFE) 2,828 3,064

Average fuel price (USD per tonne) 620 458

Maersk Liner Business USD million
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On the main Asia–Europe trades, the head haul as well 

as back haul volumes increased by 15% and 17% re-

spectively compared to 2010. Average head haul freight 

rate decreased by 21% whereas the back haul rates de-

creased by 13%.

Volumes on the Africa trades increased by 19% at slightly 

lower rates. On the Latin America trades volumes in-

creased by 17%, while rates decreased by 7%. Volumes 

on the Oceania trades decreased by 2% while rates in-

creased 6%. Volumes on Transpacific increased by 2% 

and rates decreased by 7%. Volumes on the Transatlantic 

were more or less unchanged and rates increased slightly. 

MCC increased its Intra-Asia volume by 5%. 

The Group is continuously optimising its service net-

work and in September 2011, Maersk Line announced 

the new product Daily Maersk introducing daily depar-

tures from four main ports in Asia to three main ports  

in Europe with guaranteed transportation time. The  

operation involves 70 vessels and has been very well  

received by customers. In Q4, the on time delivery was 

98% – significantly above the industry average. 

During 2011, Maersk Line and Safmarine started taking 

delivery of container vessels specially fitted for Africa 

and South America. Apart from the focus on reducing 

slot cost and emission of green house gasses, these ves-

sels serve the customers better than standard vessels 

because of their substantial reefer capacity.

The focus on growth markets helps position the Group 

towards the future as volume growth rates are signifi-

cantly higher than for more mature markets while rates 

have also proven to be more stable. 

Maersk Line announced that the Safmarine headquarters 

and regional offices would be merged into the Maersk Line 

organisation while maintaining the Saf-marine brand and 

sales force.  

Seago Line was established to further develop Intra-Europe 

container transport. 

 Customer satisfaction  
further increased during 2011  
and is now at an all time high. 

The average bunker price for Maersk Liner Business was 

35% higher in 2011 than in 2010. Bunker consumption per 

TEU/day decreased by 2%. As a consequence of the pres-

sure on freight rates, it has become more difficult to pass 

on the increasing bunker cost to customers as more con-

tracts are entered with validity of less than one month. 

These short term contracts are often based on all-in freight 

rates with no BAF element. 

With the aim of reducing emissions and costs, Maersk 

Line is continuously seeking new ways of optimising 

bunker consumption. One initiative introduced during 

2011 was super slow steaming which is primarily being 

used on the backhaul trades.

Total unit cost increased by 9% compared to 2010 whereas 

unit cost excluding bunker cost increased by 2% mainly 

due to increasing terminal and port expenses in growth 

markets. Total unit cost for Q4 was 2% higher than in Q4 

2010, and 6% lower excluding bunker cost.

Maersk Line continued the focus on Reliability, Ease of 

doing business, Environmental impact and Competitive-

ness with the aim to achieve a 5% point higher EBIT mar-

gin than its peers. A number of initiatives to facilitate busi-

ness with Maersk Line have already been implemented  

and more initiatives will be introduced during 2012. Maersk  

Line continues to be the most reliable container carrier and 

during Q4 the highest overall on-time-delivery of 87.5% 

was measured by Drewry. Customer satisfaction further 

increased during 2011 and is now at an all time high. 

Maersk Line signed contracts for delivery of 20 18,000 

TEU vessels which will be delivered in 2013-2015. 

 Rates volumes Distribution Distribution

 2011/ 2011/ on volumes on volumes

 2010 2010 across  across 

   routes 2011 routes 2010

Asia – Europe -19% 16% 39% 38%

Africa -2% 19% 16% 15%

Transpacific -7% 2% 12% 13%

Latin America -7% 17% 14% 13%

Transatlantic 2% 0% 8% 9%

Oceania 6% -2% 5% 6%

Intra-Asia 5% 5% 6% 6%

total -8% 11% 100% 100%
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Distribution of container shipping unit costs

2011 2010

Percentage

25

15

4

11

21

24

Terminal costs

Inland transportation

Containers and other equipment

Vessel costs

Bunkers

Administration and other costs

Percentage

24

12

4

8

26

26

Terminal costs

Inland transportation

Containers and other equipment

Vessel costs

Bunkers

Administration and other costs
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During 2011, the Group took delivery of 18 new and two 

second hand vessels totalling 98,000 TEU as well as two 

new multi purpose vessels (36,000 DWT). 10 vessels 

totalling 36,000 TEU were sold while one vessel of 5,000 

TEU was scrapped in an environmentally responsible 

manner. 

At the end of 2011, the fleet consisted of 254 own con-

tainer vessels and 391 chartered container vessels with a 

total capacity of 2.5m TEU. In addition to this, the Group 

owned three and had chartered 12 multi purpose ves-

sels. 42 vessels totalling 491,000 TEU are on order for  

delivery during 2012-2015 and two multi purpose ves-

sels in Q1 2012.

At year-end, the total chartered capacity was 1.2m TEU 

(0.9m TEU).

The lost time incidents frequency (LTIF) for 2011 was 

0.57 per million working hours (0.83 per million working 

hours).

Profit before financial items (EBIT) per FFE were nega-

tive by USD 75 (positive by USD 384) excluding gain on 

sale of ships and containers. The Q4 result was negatively 

impacted by one-off costs of USD 105m related to restruc-

turing in Safmarine. 

Maersk Line regained market share during 2011 and focus 

is moved towards profitability ahead of further market 

share gain. Maersk Line is taking initiatives to restore 

freight rates from loss-making levels by adjusting capacity 

through lay-ups and super slow-steaming to improve the 

market balance.

 TEU No.

Fleet 2011 2010 2011 2010

Own container vessels  

0 – 2,999 TEU

3,000 – 4,699 TEU

4,700 – 7,999 TEU

8,000 – TEU

total

 

Chartered container vessels

0 – 2,999 TEU

3,000 – 4,699 TEU

4,700 – 7,999 TEU

8,000 – TEU

total

Own and chartered container vessels

Own and chartered multi purpose vessels

 

newbuilding programme (own vessels)

0 – 2,999 TEU

3,000 – 4,699 TEU

4,700 – 7,999 TEU

8,000 – TEU

Container vessels total

Multi purpose vessels

104,508

351,586

254,972

649,922

1,360,988

555,848

144,771

231,736

227,776

1,160,131

2,521,119

-

58,500

66,690

360,000

485,190

106,963

320,209

227,398

642,525

1,297,095

481,770

64,333

242,490

80,644

869,237

2,166,332

3,608

99,000

119,200

-

221,808

58

87

40

69

254

296

35

40

20

391

645

15

-

13

9

20

42

2

58

80

38

69

245

259

16

43

7

325

570

15

2

22

16

-

40

5
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Maersk Oil

The profit increased by 24% compared to 2010, positively 

affected by higher oil prices but partly offset by higher 

exploration costs as well as a lower production share 

in Qatar and lower production in Denmark and the UK. 

The effective tax rate increased to 73% (71%), primarily 

due to increase of the tax rate in the UK and increasing 

exploration activities where the future tax deductibility 

depends on making commercial oil discoveries. 

Safety has high priority for Maersk Oil and LTIF was 0.91 

per million working hour (1.19 per million working hours). 

Efforts continue to completely eliminate incidents.

PRODUCtIOn AnD DevelOPMent

With an average daily share of oil and gas production 

in 2011 of 333,000 barrels of oil equivalent, the Group’s 

share for the year was 12% lower than in 2010 (377,000 

barrels per day). The decline was due to a lower share of 

production in Qatar and a lower production in Denmark 

and the UK, partly offset by a smaller new production 

from Brazil. 

In Qatar, all 15 new platforms under the Al Shaheen field 

development were in operation and 12 new wells were 

put into production in 2011, increasing the total number 

of completed wells to 168 out of the 169 planned wells. 

The Group’s average share of the oil production was 

157,000 barrels per day, 6% lower than in 2010 (167,000 

barrels per day). The decline was primarily due to higher 

oil prices and a lower share to recover investments and 

costs. The current field production level in the range of 

300,000 barrels of oil per day is expected to continue, 

however, with a considerable lower share to the Group 

due to the nature of the Production Sharing Agreement.

In the Danish part of the North Sea, production started 

from the new Halfdan platform and drilling activities 

are ongoing or planned at the Dan, Tyra and Valdemar 

fields to partly offset the declining production. In July 

2012, the Danish state owned “Danish North Sea Fund” 

enters as partner with a 20% interest in DUC. This will 

lower the Group’s production share, however there will 

be no impact on net earnings as the Danish state par-

ticipation replaces a 20% profit share. With an average 

share of 75,000 barrels of oil per day, the Group’s share 

was 9% lower than in 2010 (82,000 barrels per day). 

The total share of the gas production was 2.2 billion m� 

or on average 38,000 barrels of oil equivalent per day 

(49,000 barrels per day). The lower oil and gas produc-

tion was caused by decreasing production from mature 

fields and lower gas demand. 

In the UK, construction of a platform and other infrastruc-

ture for development of the Golden Eagle area in the North 

Sea was approved by the authorities and production start 

is planned for 2014, initially with a production share of 

20,000 barrels of oil per day. Repair of Maersk Oil’s FPSO, 

which was damaged during a storm in February 2011, is  

ongoing at Gryphon and production is expected to restart  

in the second half of 2012. The loss of production and prop-

erty damage are partly recoverable under the existing 

insurance policies, and for 2011 a compensation of USD 

266m has been included from the loss of production 

Highlights 2011 2010

Revenue 12,616 10,250

Profit before exploration costs 11,005 8,873

Exploration costs 990 605

eBItDA 10,015 8,268

Depreciation, amortisation and impairment losses 2,171 2,418

Gain on sale of non-current assets, etc., net 2 4

Share of profit/loss in associated companies -4  - 

eBIt 7,842 5,854

Financial items, net -96 -52

Profit before tax 7,746 5,802

Tax 5,685 4,143

Profit for the year (nOPAt) 2,061 1,659

Cash flow from operating activities  4,365  3,954

Cash flow used for capital expenditure  -3,788  -1,962

Invested capital 6,427  4,917

ROIC 36.3% 32.6%

Average share of oil and gas production 

(thousand barrels of oil equivalent per day) 333 377

Average crude oil price (Brent) (USD per barrel) 111 80

Maersk Oil USD million
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insurance. The Group’s share of production was on aver-

age 27,000 barrels of oil equivalent per day which was 

47% less than in the same period of 2010 (51,000 barrels 

per day) mainly due to the Gryphon shut down. 

 Maersk Oil completed 14  
exploration or appraisal wells in 2011. 

In Algeria, development of the El Merk fields is ongoing 

with an expected additional production share of 10,000 

barrels of oil per day from Q4 2012. At 25,000 barrels of 

oil per day, the Group’s share of production was 4% be-

low 2010 (26,000 barrels per day).

In Kazakhstan, the significant development of the Dunga 

field continues, including some 200 wells, with start of 

production of the first wells planned for 2012. The share 

of production is expected to reach a level of 15,000 bar-

rels of oil per day in 2014. The Group’s share of the oil pro-

duction continued at a level of 3,000 barrels of oil per day 

during 2011 (3,000 barrels per day), positively affected by 

production from newer wells at the Dunga field but off-

set by sale of the Saigak field.

In Brazil, acquisition of shares in three offshore licences 

was completed in July 2011 and the Group’s average 

share of production from the Polvo field was 8,000 bar-

rels of oil per day.

In the US, the Jack deep-water development project in 

the Gulf of Mexico is progressing towards start of pro-

duction in 2014, initially with a production share around 

8,000 barrels of oil per day.

exPlORAtIOn AnD BUSIneSS DevelOPMent

Maersk Oil is pursuing the strategic target of reaching a 

sustainable production share of 400,000 barrels of oil 

equivalent per day. In 2011, investments in new activi-

ties increased substantially, in particular with the USD 

2.4bn acquisition in Brazil. Further, Maersk Oil completed 

14 (14) exploration or appraisal wells in 2011 and was 

involved in drilling of another 30 wells, either in pro-

gress or committed to start in 2012 in Angola, Brazil,  

Kazakhstan, Norway, Qatar, the UK and the US. 

Exploration costs were USD 990m (USD 605m) reflect-

ing a high exploration activity level, including drilling 

activities in Angola, Brazil, Norway and the UK as well 

as pre-development activities in Angola and the UK.  

Maersk Oil, production and exploration 2011

Production and exploration

Exploration

Greenland

Brazil

Norway

Denmark

Algeria

Great Britian

Angola

Qatar

Kazakhstan

Iraq

USA
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The lower exploration costs in 2010 were impacted by 

reversal of a provision for an onerous rig. 

In Angola, Maersk Oil increased its share in the offshore 

Chissonga oil discovery in Block 16 from 50% to 65%, 

subject to authority approval. The discovery was de-

clared commercially viable to the local authorities and 

the assessment of the development options is ongoing.  

In parallel, exploration drilling is taking place to deter-

mine the remaining potential in the block. In Block 23,  

oil was discovered in the Azul deep-water exploration 

well and further drilling is planned to assess the poten-

tial. In Block 8, exploration drilling is planned for 2012. 

In Brazil, drilling is ongoing to appraise the Itaipu dis-

covery and plans have been made to start appraisal 

drilling in the Wahoo discovery in 2012. The acquisition  

of a share in offshore licence BM-C-34 was approved by 

the authorities and a 2-well drilling plan is ongoing. 

In Iraq, Maersk Oil acquired a 20% shareholding in HKN 

Energy Ltd., which comprises a 75% interest in the Sarsang 

Production Sharing Contract including operatorship in 

the Kurdistan Region. HKN Energy Ltd. drilled an oil dis-

covery well in 2011 which is expected to be brought into 

a minor production in 2012. 

In Norway, appraisal drilling is ongoing at the Avaldsnes 

discovery, where Maersk Oil owns a 20% share. Further, 

drilling of the T-Rex exploration well was ongoing by 

the end of 2011 and appraisal drilling of the Zidane gas 

discovery started in January 2012. Maersk Oil was in 

January 2012 awarded interests in seven exploration 

licences, including two as operator.

In the UK, a development plan for the Maersk Oil operated 

Flyndre/Cawdor discovery areas in the North Sea was 

submitted to the authorities. Appraisal activities at the 

Culzean discovery confirmed a significant gas accumula-

tion and drilling is ongoing to determine the extent and 

possible development options. In addition, appraisal ac-

tivities are ongoing to determine the extent of the Jack-

daw and Courageous discoveries and drilling of further 

five wells is either in progress or planned to commence 

in 2012. In 2011, Maersk Oil was awarded two licences, 

increasing the total number of awarded licences in the lat-

est exploration bid round to eight, including five licenses 

with operatorship and two firm well commitments.

In the US Gulf of Mexico, drilling of the Buckskin appraisal 

well was completed late 2011 and results are being evalu-

ated with a commercial assessment expected for mid 2012. 

Drilling of the Oceanographer exploration well was post-

poned until 2013 due to low rig availability. In December 

2011, Maersk Oil was awarded 12 leases in the Western 

Gulf of Mexico, subject to final authority approval. 

Brent price fluctuations USD/barrel, 2007-2011 Share of oil and gas production

Source: Factset

0

50

100

150

200

2011Thousand barrels of oil equivalents per day 2010

DK UK Qatar Algeria Kazakhstan Brazil



Maersk Oil 
el Merk fields
Algeria

A worker takes a break at the El Merk field development project in which Maersk Oil has an interest.  
The Anadarko-operated project will produce first oil by the end of 2012.
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APM Terminals

APM Terminals operates a global network of 55 container 

terminals and 154 inland facilities in 64 countries.

In 2011, the global container terminal market measured 

in TEU increased by 7% compared to 2010 and by 5% 

in Q4 2011 (Drewry). The economic challenges facing 

consumer markets in both Europe and the US have to a 

limited extent affected volumes in ports along the main 

east-west trades, which was more than offset by high 

growth in the north-south trades and the Intra-Asia 

market.

The number of containers handled by APM Terminals 

(crane lifts weighted with APM Terminals’ ownership 

interest) increased 7% compared to 2010 and 8% on a 

like-for-like basis. With a growth of 8% on a like-for-like 

basis in Q4 APM Terminals’ volumes continued to exceed 

market levels.

During the year, operations in the container terminals  

in North Africa and the Middle East were negatively influ-

enced by unrest related to the Arab Spring, resulting in re-

duced service levels towards the shipping lines and lower 

throughput particularly during Q1. Through implemen-

tation of operational recovery plans in close coordination  

with customers, most of the affected terminals were again 

operating normally towards year end. Volumes in the 

second half of the year were positively affected by newly 

added terminals in Poti and Callao and strong volumes 

on terminals along the Asia–Europe trades on the back of 

market share gains for Maersk Line.

 76% af APM Terminals’ 
EBITDA came from growth markets. 

APM Terminals continues to diversify its client portfolio 

and volumes from customers other than Maersk Liner 

Business increased by 11%, contributing 46% of total 

volumes.

The profit excluding sales gains and impairment losses 

was 24% higher than in 2010. The improvements in mar-

gins and competitiveness were largely due to consistent 

implementation of improved operational methods and 

working in partnership with customers to improve effi- 

ciency as well as portfolio optimisation.

The inland services that were integrated in 2010 went 

through a successful strategic reorientation and finan-

cial turnaround process, and the activities contributed 

APM number of number Average Crane 
terminals terminals new con- lifts in 
  terminal cession million  
  projects length teU

Americas 13 3 17 6.9

Europe 11 4 25 12.2

Asia 18 0 27 10.6

Africa Middle East 13 0 19 3.8

total 55 7 22 33.5

Highlights 2011 2010

Revenue 4,682 4,251

eBItDA 1,059 869

Depreciation, amortisation and impairment losses 368 441

Gain on sale of non-current assets, etc., net 26 459

Share of profit/loss in associated companies 50 24

eBIt 767  911

Financial items, net 4 3

Profit before tax 771 914

Tax 122 121

Profit for the year (nOPAt) 649 793

Cash flow from operating activities 912  845

Cash flow used for capital expenditure -688  -301

Invested capital 5,124  4,749

ROIC 13.1% 16.0%

Containers handled (measured in million TEU  

and weighted with ownership share) 33.5 31.5

APM Terminals USD million
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positively to the improvement of the financial perfor-

mance in 2011.

APM Terminals is actively pursuing an investment strat-

egy with focus on growth markets. 36 out of 55 container 

terminals operate in growth markets and 76% of EBITDA 

was generated in these markets. 

During 2011, APM Terminals secured a number of new 

investments and development opportunities in growth 

markets. APM Terminals took over operations in port of 

Callao, Peru, acquired a controlling interest of the Black 

Sea port of Poti, Georgia, signed a concession agreement 

to build and operate the new Moin container terminal on 

the Caribbean coast of Costa Rica and was awarded the 

concession to build and operate a new container terminal 

at the port of Lazaro Cardenas, Mexico. APM Terminals 

was also awarded the concession to operate the Skandia 

Container Terminal in Gothenburg, Sweden, taking con-

trol of operations in January 2012. 

APM Terminals will continue to invest strategically to 

handle the growing container volumes and also to accom-

modate the tendency among container carriers to deploy 

larger vessels, creating a need for increased port specifica-

tions and more sophisticated operations.

LTIF was 3.46 per million working hours for 2011 (4.36 

per million working hours). In order to achieve substantial 

improvement APM Terminals will in 2012 focus especially 

on eliminating high severity accidents and advancing the 

safety management culture and systems in the complex 

port and inland operations.

APM Terminals’ global port activities 2011

Expansion of existing terminals

Existing terminals

New terminal projects



Maersk Drilling
liberia
western Africa

Maersk Drilling creates value with customers through a unique service delivery concept that customizes safe, efficient 
and consistent drilling services. Maersk Drilling builds their service around a highly skilled and committed work force, 
state of the art offshore drilling rigs and 40 years of experience operating in the most challenging environments.
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Maersk Drilling

The high oil price supported continued increases in oil 

companies’ exploration and development spend. In 2011, 

the demand for offshore rigs continued to grow, especially 

for modern jack-up rigs and floaters due to the operators’ 

growing preference for rigs which provide increased ca-

pabilities, efficiency and safety.

The Norwegian jack-up market remained solid with full 

utilisation, and recent large discoveries confirmed the 

positive outlook for this segment. The number of jack-up 

rigs with near-term availability in the market is limited, 

and the market is expected to remain tight and support-

ive of high day rates. Maersk Drilling owns and operates 

six jack-up rigs in Norway, of which most are on long-

term contracts. 

The premium jack-up market strengthened in 2011 

with close to full utilisation and enjoyed significantly 

higher utilisation and day rates compared to older jack-

up rigs, due to the safety and efficiency gains offered to 

the operators. Maersk Drilling owns and operates six 

premium jack-up rigs.

Similarly, the ultra deepwater rig market was charac-

terised by close to full utilisation, and day rates increased 

over the year establishing a new rate level around USD 

500,000 per day. The increasing demand was primarily 

seen from the main growth regions West Africa and Brazil.  

Despite a significant order book, the ultra deep-water rig  

market is expected to remain strong both short- and 

medium-term, as development and exploration activity 

in the growth regions will drive solid future demand. 

 Maersk Drilling’s contract 
coverage for 2012 was 93% at the 
end of 2011. 

Maersk Drilling owns and operates three ultra deep-

water semi-submersible rigs and one mid-water semi-

submersible rig in the Caspian Sea, and manages a mid-

water semi-submersible rig in Australia.

In 2011, Maersk Drilling placed orders for six new rigs 

totalling an investment of USD 3.9bn. The investment 

covers two ultra-harsh environment jack-up rigs with 

delivery in 2014 and four ultra deepwater drillships with 

delivery in 2013 and 2014. Maersk Drilling has already 

secured contracts for the two ultra harsh environment 

jack-up rigs.

All of Maersk Drilling’s units were employed throughout 

2011, except for a few rigs entering yards for planned 

inspections and upgrades. 

Total operational uptime in 2011 averaged 95.6% (96.7%).

fleet 2011 2010

Jack-up rigs 12 12

Semi-submersible rigs 4 4

Drilling barges 10 10

total 26 26

newbuilding programme

Jack-up rigs 2 0

Drillships 4 0

total 6 0

Highlights 2011 2010

Revenue 1,878  1,627

eBItDA 862 748

Depreciation, amortisation and impairment losses 244 205

eBIt 618  543

Financial items, net 9 -4

Profit before tax 627 539

Tax 132 140

Profit for the year (nOPAt) 495 399

Cash flow from operating activities 824  630

Cash flow used for capital expenditure -600  -347

Invested capital 4,102  3,713

ROIC 12.7% 11.0%

Maersk Drilling USD million
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Maersk Drilling has good contract coverage for the com-

ing years providing a high degree of earnings visibility 

and thus forming a solid basis for the planned growth. 

By the end of 2011, Maersk Drilling’s contract coverage 

was 93% for 2012 and 69% for 2013. 

Egyptian Drilling Company, of which the Group owns 50%, 

had a revenue of USD 447m (USD 427m).

In 2011, Maersk Drilling's LTIF was 0.21 per million work-

ing hours (0.36 per million working hours). 

The profit was positively affected by higher day rates, 

better contract coverage, but negatively affected by loss 

of revenue during yard stays.

Maersk Drilling’s contract coverage per segment

Segment 2012  2013

Ultra-harsh environment jack-up rigs (Norway) 93% 85%

Premium jack-up rigs 90% 33%

Ultra deepwater and midwater rigs 100% 96% 

total 93% 69% 
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Maersk Supply Service

Maersk Supply Service provides global services to the 

offshore and associated industries, including anchor 

handling, towage of drilling rigs and platforms as well  

as transport of supplies.

The market developed better than expected, especially 

during the second half of the year with a stronger than 

expected North Sea spot market at attractive day rates. 

There was increased activity in Brazil and West Africa 

with a number of long-term requirements, however, ad-

dition of new build tonnage balanced the market overall.

The anchor handling vessels performed better than ex-

pected mainly driven by increased demand in deep water 

markets, especially Brazil. The platform supply vessels 

performed somewhat above expectations and activity in 

the subsea market was positive as expected. For all ves-

sel types, activity in the renewable sector particularly in 

the North Sea had a positive effect.

Newbuilding activity slowed down for the anchor han-

dling vessels and improved the supply and demand 

balance in the market, whereas a significant order book 

exists for platform supply vessels.

 Maersk Supply Service  
ordered two anchor handling  
vessels, optimized for reduced  
emissions and fuel consumption. 

Maersk Supply Service had a reasonable contract cover-

age going into 2011 but also a suitable exposure to the 

spot market to cover project work and to be able to take 

advantage of seasonal rate fluctuations. Continued focus 

on strategic key markets, such as Brazil, Australia, West 

and East Africa, resulted in increased contract volumes 

in these areas.

Two anchor handling vessels were ordered including 

an option for up to four additional vessels. The vessels 

are to be built in Chile for the Canadian market and are 

optimized for reduced emissions and fuel consumption. 

One older vessel was sold.

The LTIF was 0.74 per million working hours (0.78 per 

million working hours). 

The profit was positively affected by good long-term fix-

tures and project work in the North Sea.

Highlights 2011 2010

Revenue 824  772

eBItDA 368 384

Depreciation, amortisation and impairment losses 150 140

Gain on sale of non-current assets, etc., net 3 -

eBIt 221  244

Financial items, net -2  - 

Profit before tax 219 244

Tax 9 43 

Profit for the year (nOPAt) 210 201

Cash flow from operating activities 326  395

Cash flow used for capital expenditure -70  -150

Invested capital 1,828  1,900

ROIC 11.3% 10.5%

Maersk Supply Service USD million

fleet 2011 2010

Anchor handling vessels 50 51

Supply vessels 13 13

Other vessels 3 3

total 66 67

newbuilding programme

Anchor handling vessels 2 0

total 2 0
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Maersk Tankers

Maersk Tankers is a global tanker shipping company 

operating in the market for transportation of crude oil, 

refined oil products and LPG through the ownership of 119 

vessels with an additional 71 vessels on time charter. 

As in 2010, earnings in most tanker segments remained 

poor throughout 2011 as a result of excess capacity. 

Demand for transportation of crude oil is closely linked 

to global oil consumption which grew by about 1.2% in 

2011, mainly driven by growing Chinese demand. The 

crude market experienced some turmoil in connection 

with the political unrest in Libya but this was compen-

sated by increased volumes from Saudi Arabia. Despite 

the increased demand, a 10% fleet growth (ACM) caused 

rates to decrease further particularly during the second 

half year. Overall, rates were low resulting in negative 

earnings.  

As a result of the difficult market conditions and in order 

to better utilise the fleet, Maersk Tankers entered into 

a pool agreement with four other owners, operating a 

combined fleet of 50 VLCCs. The pool agreement com-

menced in February 2012 with Maersk Tankers as joint 

operator. 

Transportation demand for refined oil products remained 

flat in 2011.The global economic slowdown led to declin-

ing refinery output primarily in Europe and Asia, whereas 

the US saw increasing exports in transportation fuels to 

South America. Fleet growth varied from +6% in LR2 to 

-2% in Handytankers (Inge Steensland), but without sig-

nificant improvements in the tonnage balance. Earnings 

remained low though marginally better for the smaller 

product vessels.

The gas market improved in 2011, as new production of 

LPG in the Middle East and strong Asian demand led to 

an increase in demand by about 6% (Waterborne). Sup-

ply growth was limited, allowing the gas tanker market 

to return to stronger earnings, particularly in the VLGC 

segment.

Maersk Tankers took delivery of two VLCCs, eleven prod-

uct tankers and five gas vessels in 2011, and one product 

tanker was sold. 

In 2011, Maersk Tankers’ LTIF was 1.12 per million work-

ing hours (0.83 per million working hours). 

  2011  2010

fleet Own Chartered Own Chartered

Crude oil 11 5 9 2

Product 92 55 82 59

Gas 16 11 11 13

total 119 71 102 74

newbuilding programme

Crude oil 5 1 4 2

Product 1 0 4 5

Gas 0 0 5 0

total 6 1 13 7

Highlights 2011 2010

Revenue 1,299 1,219

eBItDA 108 153

Depreciation, amortisation and impairment losses 278 327

Gain on sale of non-current assets, etc., net 6 48

Share of profit/loss in associated companies - 1

eBIt -164  -125

Financial items, net 1 3

loss before tax -163 -122

Tax +12 +4

loss for the year (nOPAt) -151 -118

Cash flow from operating activities 95  121

Cash flow used for capital expenditure -668  -89

Invested capital 3,774  3,344

ROIC -4.2% -3.4%

Maersk Tankers USD million
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Damco

Damco provides freight forwarding and supply chain 

management solutions.

Efforts to accelerate the market share in growth markets 

led to improved results across key parts of South and 

Southeast Asia, Africa and Latin America. At year-end, more 

than half of Damco’s employees were located in growth 

markets. Damco’s airfreight capabilities strengthened con-

siderably with the acquisition of China based airfreight for-

warder NTS International Transport Services (NTS) which 

was completed in August 2011. 

Global commercial initiatives implemented during the year 

resulted in Damco winning more large size customers 

within strategically selected industry segments. Customer 

satisfaction ratings improved to the highest level so far 

thereby continuing the positive development from 2010. 

Total revenue increased to USD 2.8bn (USD 2.7bn). The 

traditional annual peak season in Q3 was rather muted 

due to the fact that usual season peaks in European and 

North American consumer demand did not materialise. 

Supply chain management volumes were 3% lower than 

in 2010, while ocean volume increased 15% which was 

well ahead of the market. Airfreight tonnage was up 47% 

mainly driven by the acquisition of NTS. 

In 2011, Damco’s LTIF was 0.81 per million working hours 

(1.75 per million working hours). 

Highlights 2011 2010

Revenue 2,752 2,691

eBItDA 120 95

Depreciation, amortisation and impairment losses 23 20

eBIt 97  75

Financial items, net 4 -4

Profit before tax 101 71

Tax 36 27

Profit for the year (nOPAt) 65 44

Cash flow from operating activities 93  84

Cash flow used for capital expenditure -119 -28

Invested capital 317 190

ROIC 25.8% 22.2%

Damco USD million



Svitzer
north Sea

The Esvagt Bergen is designed to operate in harsh environments, and currently  
operates in the Norwegian sector of the North Sea. As a part of the rescue- and  
oil spill service Esvagt Bergen provides second to none support for its customers.



Group annual report 2011 39Business units

Svitzer

Svitzer’s main activities are harbour towage, terminal 

towage, emergency response & rescue vessels (Esvagt) 

and salvage. Globally, Svitzer is represented in more than 

100 ports and owns and operates more than 500 vessels.

 Svitzer initiated a salvage 
project on the container vessel ‘Rena’ 
offshore New Zealand's coast. 

Activity within Svitzer’s four harbour towage regions 

dropped 5% in 2011, offset by activity from an acquisi-

tion in the Dominican Republic. Harbour towage activity 

remained 10% below 2008 levels. Activity for emergency 

response & rescue vessels was robust and salvage saw a 

good recovery in Q4 2011 after a slow start to the year.

During 2011, Svitzer entered into a 20 year contract for 

an LNG terminal towage project in Angola and success-

fully integrated last year’s acquisition of Remolcadores 

Dominicanos. In Q4 2011, Svitzer won the 20 year Gorgon 

LNG terminal towage contract off Australia’s west coast 

and initiated a salvage project of the container vessel 

‘Rena’ offshore New Zealand.

Svitzer's LTIF was 0.72 per million working hours in 2011 

(0.82 per million working hours). 

  2011  2010

fleet Own Chartered Own Chartered

Tugboats 340 23 341 15

Standby vessels 32 0  34 0

Other vessels 143 13 138 9

total 515 36 513 24

newbuilding programme

Tugboats 15   28  

Standby vessels 4   3  

Other vessels 1   5  

total 20   36  

Highlights 2011 2010

Revenue 992  890

eBItDA 284 235

Depreciation, amortisation and impairment losses 126 119

Gain on sale of non-current assets, etc., net 4 23

Share of profit/loss in associated companies - 2

eBIt 162 141

Financial items, net  -  1

Profit before tax 162 142

Tax 29 12

Profit for the year (nOPAt) 133 130

Cash flow from operating activities 181 147

Cash flow used for capital expenditure -237 -124

Invested capital 1,910 1,884

ROIC 7.0% 7.2%

Svitzer USD million
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Maersk FPSOs and Maersk LNG

Maersk FPSOs builds, owns and operates offshore 

floating production storage and offloading units (FPSO) 

servicing major oil companies in the North Sea, Brazil, 

Australia and Congo. All units are on long-term contracts 

running for up to 15 years. 

 An agreement was entered 
into to divest Maersk LNG for USD 
1.4bn. The transaction is expected to 
be completed during Q1 2012. 

Maersk FPSOs achieved significant safety, operational 

and financial improvements. Maersk Peregrino was suc-

cessfully delivered during Q1 and steady performance 

was demonstrated in Q4 2011 when the unit reached 

95% availability. Average availability for the rest of the 

fleet increased to 90% (87%).

In December 2011, Maersk Ngujima-Yin, operating in 

Australia, was divested to the customer with a final 

handover date in Q3 2012. The vessel has experienced 

operational challenges since a fire broke out in 2009  

and an impairment loss of USD 250m was recognised 

during Q2 2011.

In October 2011, an agreement was entered into to  

divest Maersk LNG for USD 1.4bn. The transaction  

is expected to be completed during Q1 2012. 

The profit for Maersk FPSOs and Maersk LNG was posi-

tively affected by better operational performance in 

Maersk FPSOs, attractive new contracts in Maersk LNG, 

a reversed impairment of USD 91m related to the LNG 

assets and negatively affected by impairments of USD 

250m on Maersk Ngujima-Yin. 

The LTIF for Maersk FPSOs and Maersk LNG was 0.53  

per million working hours (1.18 per million working 

hours).

Operated fleet 2011 2010

Floating production units (FPSO/FGSO) 6 6

LNG carriers 8 8

total 14 14

newbuilding programme

Floating production units (FPSO/FGSO) 0 0

total 0 0

Highlights 2011 2010

Revenue 591  418

eBItDA 243 42

Depreciation, amortisation and impairment losses 280 404

Gain on sale of non-current assets, etc., net 8 67

Share of profit/loss in associated companies 3 -1

eBIt -26  -296

Financial items, net -2 -6

loss before tax -28 -302

Tax +36 +60

Profit/loss for the year (nOPAt) 8 -242

Cash flow from operating activities 226  113

Cash flow used for capital expenditure 28 -337

Invested capital 2,539  2,843

ROIC 0.3% -8.0%

Maersk FPSOs and Maersk LNG USD million
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Dansk Supermarked Group

The Dansk Supermarked Group comprises the retail con-

cepts Bilka (hypermarkets), Føtex (supermarkets), Netto 

(discount stores), and Salling (department stores).

tHe RetAIl MARKet

The retail market for fast-moving consumer goods experi-

enced a slight increase for all markets compared to 2010.

The retail market for non-food consumer goods decreased 

in Denmark and discount stores benefited from costcon-

scious consumers and gained market share from super-

markets and hypermarkets.

tHe DAnSK SUPeRMARKeD GROUP

Revenue for the Dansk Supermarked Group was 7% 

lower than in 2010 mainly due to the divestment of Netto 

Foodstores Limited, UK. Adjusting for this the revenue 

increased by 1% and measured in local currency an in-

crease of 1%.

The market share in foreign markets increased slightly 

but remained unchanged in the Danish market.

The decrease in consumer spending as well as the change 

in consumer spending from regular supermarkets to dis-

count stores had a negative effect on profits.

The profit was positively affected by the divestment gain 

from Netto Foodstores Limited, UK of DKK 3.8bn. The sale 

was completed in April 2011.

Cash flow used for capital expenditure increased due to 

investments in new stores and relocation and refurbish-

ment of existing stores. The positive cash effect from the di-

vestment of Netto Foodstores Limited, UK was DKK 6.3bn.

During 2011, 84 new stores were opened of which 67 were 

outside Denmark and two stores were closed. The divest-

ment of Netto Foodstores Limited, UK reduced the total 

number of stores by 195 bringing the total number to 1,303.

The LTIF for Dansk Supermarked Group was 13.95 per 

million working hours (13.53 per million working hours).

number of stores 2011 2010

Netto Denmark 431 414

Netto Great Britain 0 195

Netto Germany 341 324

Netto Poland 242 212

Netto Sweden 146 128

netto total 1,160 1,273

Bilka 16 15

Føtex 86 85

Other stores 38 40

F. Salling 3 3

total 1,303 1,416

Highlights 2011 2010

Revenue 55,227  59,250

eBItDA 2,885 3,591

Depreciation, amortisation and impairment losses 564 827

Gain on sale of non-current assets, etc., net 3,703 40

eBIt 6,024  2,804

Financial items, net -88 67

Profit before tax 5,936 2,871

Tax 633 656

Profit for the year (nOPAt) 5,303 2,215

Cash flow from operating activities  2,292  2,493

Cash flow used for capital expenditure 3,392  -2,210

Invested capital 15,091  15,485

ROIC 34.7% 15.4%

Number of stores 1,303 1,416

Dansk Supermarked Group DKK million
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Odense Steel Shipyard Group

The Odense Steel Shipyard Group delivered two frigates 

to the Royal Danish Navy as well as three Ro/Ro vessels.

Revenue amounted to DKK 1.9bn (DKK 2.8bn) and profit 

was DKK 0.2bn (loss of DKK 0.3bn). Result from the deliv-

ery of the last ships was slightly negative, while positive 

contributions came from refund of energy taxes, rever-

sal of provisions and other net impacts from closing the 

shipyard, including sale of assets.

The shipyard successfully completed its shipbuilding  

activities with the delivery of the last Ro/Ro vessel and the 

last frigate, both of which were delivered in January 2012. 

The phase out of the shipbuilding activities is then com-

pleted in accordance with the plan made in August 2009.

Maersk Container Industry

Maersk Container Industry (MCI)  benefited from a con-

tinued high demand for reefer containers, mainly driven 

by the underlying strong growth in reefer transported 

commodities and cargo conversion from conventional 

reefer bulk vessels to reefer containers.

MCI’s patented integrated reefer concept has gained 

large acceptance in the market, and MCI’s sales volumes  

of reefer containers and reefer machines were higher 

than in 2010.

MCI announced establishment of a new reefer produc-

tion facility in Chile, the only one in the world located 

outside China.

In 2011, the LTIF was 1.33 per million working hours 

(1.88 per million working hours). 

Revenue was USD 1.2bn (USD 0.7bn) and the profit was 

USD 69m (USD 41m). ROIC was 33.1% (20.6%).

Danske Bank A/S

The Group owns 20% of the shares in Danske Bank 

A/S, the largest Danish bank, which has operations in  

a number of countries, including Denmark, Sweden, 

Finland, Norway, Ireland and Northern Ireland. The 

bank’s profit was DKK 1.7bn (DKK 3.7bn), of which  

20%, corresponding to DKK 343m (DKK 734m), is  

included in the A.P. Moller - Maersk Group’s profit. 

In April 2011, A.P. Møller - Mærsk A/S participated in 

Danske Bank A/S’ rights issue of DKK 20 billion with an 

investment of DKK 4bn, maintaining the 20% owner-

ship share.

Ro/Ro and related activities

Ro/Ro and related activities comprise the Group’s owner-

ship interests in DFDS A/S and Höegh Autoliners, etc. 

The profit was USD 34m (loss of USD 129m) and ROIC 

was 5.3% (negative by 17.5%).

The Group’s share of profit in DFDS of USD 49m (USD 

25m) is based on analyst consensus from February 2012 

as the annual report for 2011 has not yet been published. 



Group annual report 2011 43Unallocated activities

Unallocated activities comprise revenue and costs, etc. 

as well as financial items that are not attributed to re-

portable segments, including in particular interest and 

exchange rate adjustments on borrowings. Furthermore, 

the purchase of bunker and lubricating oil on behalf of 

companies in the Group, as well as oil hedging activities 

that are not allocated to segments, are included on a net 

basis in unallocated activities.

The loss before financial items (EBIT) of USD 57m was  

an improvement by USD 39m compared to the prior year 

due to increased activity with purchase of bunker.

The unallocated financial items were negative by USD 

707m (USD 874m). The net interest expenses including 

hedging and fair value adjustments was improved by 

USD 212m, primarily due to lower interest rate level and 

lower average net interest-bearing debt.

 USD million

Highlights   2011 2010

Revenue  782  540

Costs including depreciation and amortisation, etc. 825  651

Value adjustment of oil price hedges -14  15

eBIt   -57  -96

Financial items, net -707  -874

loss before tax    -764  -970

Tax +130 +80

loss for the year    -634  -890

  

Cash flow from operating activities -1,171  -891

Unallocated activities
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Financial report

InCOMe StAteMent

The A.P. Moller - Maersk Group's profit for the year declined 

by DKK 10.1bn to DKK 18.1bn (DKK 28.2bn).

Revenue increased by 2% to DKK 322.5bn (DKK 315.4bn), 

primarily as a consequence of higher oil prices and con-

tainer volumes which was partly offset by lower container 

freight rates and lower share of oil production. Measured 

in USD, revenue was 60.2bn (USD 56.1bn).

Operating costs increased by DKK 19.3bn to DKK 245.6bn 

(DKK 226.3bn), primarily due to increasing container 

volumes and increasing bunker prices.

Depreciation, amortisation and impairment losses de-

creased by DKK 4.9bn to DKK 28.9bn (DKK 33.8bn). The 

Group recognised impairment losses of net DKK 1.7bn 

(DKK 4.1bn), mainly related to Maersk FPSOs.

Gain on sale of non-current assets, net, increased to DKK 

4.7bn (DKK 3.8bn), primarily due to divestment of Netto 

Foodstores Limited, UK.

Share of the result in associated companies increased by 

DKK 0.2bn to DKK 0.7bn (DKK 0.5bn) due to full year effect 

of the ownership in DFDS (assumed ownership 12 July 

2010) partly offset by a lower profit in Danske Bank. 

Net financial expenses were reduced to DKK 4.6bn (DKK 

5.3bn) primarily due to lower interest rate level and  

average net interest bearing debt.

tAx

Companies in the A.P. Moller - Maersk Group are taxed under 

different tax regimes, depending on location and activity. 

Special tax rules apply to some of the Group’s activities.

As a general rule, shipping activities are subject to a 

tonnage-based or similar tax system, under which the 

computation of taxable income includes an amount cal-

culated on the basis of the fleet’s tonnage. Moreover, in 

certain countries freight taxes are paid, mainly based on 

the gross freight income in those countries. 

In most countries, oil and gas activities are subject to 

a special form of taxation, which is often considerably 

higher than the normal corporate tax rate. Furthermore, 

the Danish government receives 20% of the profit before 

tax from the Danish sector of the North Sea, calculated 

according to tax rules. This profit share is treated as 

tax in the financial statements. In other countries, the 

government receives a share of the oil production in addi-

tion to the tax payment. Such government shares are 

excluded from revenue and hence not included as tax.

In 2011, the total tax charge for the A.P. Moller – Maersk 

Group was DKK 32.4bn (DKK 26.2bn). The increase was 

primarily caused by higher earnings from oil and gas  

activities, including an increase of the UK tax rate on oil 

of 12%-point. Of the total tax charge, taxes payable to 

Denmark constituted DKK 11.0bn (DKK 9.2bn), of which 

DKK 7.7bn (DKK 6.3bn) related to the special hydrocar-

bon tax and profit share to the Danish State.

COMPReHenSIve InCOMe

Comprehensive income for the year was DKK 19.9bn (DKK 

36.2bn) and includes the profit for the year of DKK 18.1bn 

(DKK 28.2bn) and other comprehensive net income of DKK 

1.8bn (DKK 8.0bn). Other comprehensive income mainly 

includes exchange rate adjustment on translation from 

functional currency to presentation currency, fair value 

adjustment of certain securities, value adjustment of cash 

flow hedges and actuarial gains and losses.

A.P. Moller - Maersk Group
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BAlAnCe SHeet

At 31 December 2011, total assets amounted to DKK 

404.7bn (DKK 374.7bn). 

Intangible assets increased to DKK 28.8bn (DKK 14.6bn) 

mainly due to acquired oil and terminal concession rights.

Property, plant and equipment of DKK 254.8bn (DKK 

243.7bn) increased by DKK 11.1bn, with investments in 

the year of DKK 43.2bn (DKK 26.8bn). Depreciation for the 

year was DKK 25.7bn (DKK 26.5bn), and net impairment 

losses of DKK 1.4bn (DKK 3.1bn) were recognised. Sale 

of tangible assets accounted for DKK 2.5bn (DKK 5.4bn), 

primarily related to sale of vessels. DKK 7.5bn (DKK 4.3bn) 

was transferred to assets held for sale comprising mainly 

the LNG activities. Currency adjustments were an increase 

of DKK 5.0bn (DKK 18.6bn) due to the development in USD 

versus DKK.

Shares in associated companies amounted to DKK 

32.5bn (DKK 26.7bn), hereof Danske Bank DKK 25.2bn 

(DKK 21.0bn). 

Derivatives were as of 31 December 2011 a net liability of 

DKK 3.3bn (DKK 1.9bn). The increase is primarily related 

to the depreciation of the USD.

Total cash and cash equivalents, consisting of securities 

held for trading as well as cash and bank balances to-

talled DKK 15.2bn (DKK 25.9bn) at 31 December 2011. 

Assets held for sale of net DKK 8.7bn (DKK 3.4bn) com-

prised assets expected to be sold during 2012 including 

the Group’s LNG activities and seven container vessels.

Equity totalled DKK 207.9bn (DKK 193.0bn). The increase 

includes comprehensive income for the year of DKK 19.9bn 

(DKK 36.2bn), and dividend was deducted by DKK 4.9bn 

(DKK 2.1bn). 

Deferred tax liabilities totalled DKK 6.0bn (DKK 4.4bn) at 

31 December 2011, and recognised deferred tax assets 

totalled DKK 4.9bn (DKK 5.1bn). Furthermore, deferred 

tax assets of DKK 4.0bn (DKK 3.6bn) have not been recog-

nised, cf. note 13.

fUnDInG

During 2011, the Group continued to raise funding for 

new investments supporting the Group’s solid liquidity 

position. The Group has limited refinancing needs in the 

next 24 months.

Considering the continued uncertainty in the commercial 

banking market, the Group is open to further diversifying 

its funding sources. Furthermore, this diversification may 

contribute to simplifying the Group’s debt portfolio. At 

31 December 2011, issued bonds were 13.2% (13.0%) of 

total interest-bearing debt.

Total interest-bearing debt amounted to DKK 109.8bn 

(DKK 101.1bn) or USD 19.1bn (USD 18.0bn) at 31 December  

2011. The Group’s net interest-bearing debt totalled DKK 

88.0bn (DKK 69.7bn) or USD 15.3bn (USD 12.4bn). The 

Group has increased its net interest-bearing debt by USD 

2.9bn during 2011 as a consequence of higher investment 

level. The average maturity of loan facilities in the Group 

was around five years at 31 December 2011. The Group 

has no immediate refinancing need. The intention is to 

maintain a strong liquidity position to be able to resist 

fluctuations and have the financial strength to exploit 

new investment opportunities.

OPeRAtInG leASe OBlIGAtIOnS

The present value of the operating lease obligations totalled 

USD 11.6bn (USD 12.2bn) at 31 December 2011 using a 

discount rate of 6% (6%). The amount is divided into the 

following main items:

•   Obligations regarding Container activities and  

Tankers, offshore and other shipping activities  

of USD 7.1bn (USD 7.5bn)

•   Obligations regarding Terminal activities of  

USD 3.7bn (USD 3.8bn)

•   Other obligations of USD 0.8bn (USD 0.9bn) 

About one-third of the time charter payments in Container 

activities as well as Tankers, offshore and other shipping 

activities are estimated to relate to operational costs for the 

assets. The use of chartered vessels increases the flexibility 

to adjust the fleet size to match fluctuations in demand, 

primarily in container and tanker activity. The average 

term to maturity of the charters was 2.7 (2.4) years for con-

tainer vessels and 4.2 (4.4) years for tankers.
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InveStMent PROGRAMMe

Total outstanding commitments concerning purchase  

of property, plant and equipment totalled USD 14.8bn  

(USD 9.1bn) at 31 December 2011. The major outstand-

ing commitments are related to Container activities USD 

5.2bn (USD 2.9bn), Oil and gas activities USD 2.9bn (USD 

3.6bn), Terminal activities USD 2.8bn (USD 1.5bn) and 

Tankers, offshore and other shipping activities USD 

3.7bn (USD 0.8bn).

 

fUnDInG POSItIOn

At 31 December 2011, liquidity buffers, defined as cash 

and bank balances, securities and committed undrawn 

facilities, were USD 11.3bn (USD 14.5bn), of which total 

committed undrawn facilities constituted USD 8.6bn. 

Added to this are a number of overdraft facilities related 

to the Group’s daily cash management operations. To 

this can be added financing commitments related to the 

Group’s new building programme.

The Group’s long-term objective is to maintain a conserva-

tive funding profile, matching that of a strong investment 

grade company over the business cycle. As a consequence 

of fluctuations in the payment schedule of investments 

and fluctuations in the Group’s cash flow, fluctuations 

in the financial profile are expected. Based on the size of 

the committed loan facilities, including loans for specific 

asset financing, the maturity of the loan facilities and the 

existing investment profile, the Group’s funding position 

is satisfactory.

leGAl DISPUteS, etC.

The Group is involved in a number of legal disputes. 

Moreover, the Group is party to a number of tax dis-

putes, some of which involve substantial amounts. 

None of the disputes mentioned above are expected to 

have any material impact on earnings in future periods.

PenSIOnS, etC.

The actuarial net liability in relation to defined benefit 

plans recognised in the financial statements totalled DKK 

2.5bn (DKK 2.1bn) at 31 December 2011. Developments in 

the actuarial assumptions as well as changes to the mini-

mum funding requirements resulted in actuarial losses of 

DKK 0.8bn (loss of DKK 0.2bn), which are included in other 

comprehensive income. In 2011, the Group paid DKK 0.6bn 

(DKK 0.5bn) to benefit plans.

CASH flOw

Cash flow from operating activities DKK 38.9bn (DKK 

57.0bn) was negatively affected by lower earnings be-

fore depreciation and amortisation as well as higher tax 

payments. Cash flow used for capital expenditure was 

DKK 52.3bn (DKK 26.1bn). The increase was mainly due 

to investments in vessels, oil rights as well as the capital 

increase in Danske Bank partly offset by proceeds from 

the sale of Netto Foodstores Limited, UK.

Existing loan facilities at 31 December 2011
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Located in Qingdao in the Shandong Province is the 9th-busiest container port in the world with 
throughput of 13 million TEUs in 2011. APM Terminals is a shareholder in the Qingdao Qianwan 
Container Terminal (QQCT) since 2003 working closely with the joint venture partners. 

APM terminals
Qingdao
China
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Risk management 

The A.P. Moller - Maersk Group is exposed to a range of 

different risks due to its global presence and variety of 

businesses. This requires a portfolio approach to risks 

where the downside risks are carefully evaluated and 

balanced against the upside potential and where risks 

are assessed from a portfolio perspective.

Management of the Group’s risks is anchored in an Enter-

prise Risk Management framework, where the most 

significant risks and mitigation plans are consolidated 

bi-annually in a Group key risk overview. The Group key 

risk overview is discussed with the Group’s Executive 

Board and Board of Directors. 

StRAteGIC RISKS

Freight rates
The Group is exposed to fluctuations in freight rates, par-

ticularly in the container shipping market. This cyclical 

risk is mitigated by lowering the exposure towards the 

spot market by stabilising revenue through use of annual 

and semi-annual customer contracts. This is further sup-

ported by delivering differentiated service offerings with 

focus on reliability, ease of business and environmental 

performance, driving customer focus towards the entire 

value chain of transportation, and away from a sole focus 

on freight rates. In periods of excess tonnage, capacity can 

be reduced by redelivery of time chartered vessels, scrap-

ping, lay-up and postponement of new building deliveries.

Oil and Gas Production
The Group aims at replacing current oil and gas produc-

tion by finding or acquiring new reserves. Over recent 

years investments in exploration, development and 

acquisition activities have increased while maintaining 

focus on maximising oil and gas recovery from mature 

fields. Furthermore, the Group has initiated an oil and 

gas reserves evaluation process to support the invest-

ment decision process.

Political Risks
The Group’s global presence exposes both assets and 

earnings to geopolitical events. Political actions such as 

trade barriers, new taxes, currency restrictions, expro-

priation etc. could impact the Group’s result and cash 

flows. Key mitigations to manage these risks include 

engagement with political bodies and authorities, local 

partnerships, monitoring of regulatory initiatives, corpo-

rate social responsibility and spread of geographical risks.

fInAnCIAl RISKS

Liquidity
The Group must have sufficient funds available to fund 

its operations and investment programme and service its 

debt. The Group has a strong financial policy and closely 

monitors cash flow forecasts, financial ratios and the 

liquidity buffer. Further, the Group aims to secure fund-

ing before committing investments and seeks to diversify 

financing sources through corporate bonds and private 

placements.

Credit Risk
The Group has substantial exposure to financial and 

commercial counterparties but has no particular con-

centration of customers or suppliers. To minimise the 

credit risk, financial vetting is undertaken for all major 

customers and financial institutions, adequate security  

is required for commercial counterparties and credit  

limits are set for financial institutions and key commer-

cial counterparties. 

A.P. Moller - Maersk Group
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Foreign Exchange Rate
The Group's income from shipping and oil related activities 

is mainly USD denominated while the related expenses 

are in both USD and a wide range of other currencies. The 

Group's exposure to currency fluctuations is mitigated by 

various hedge programs. 

Oil Price
Crude Oil Price
The Group has substantial income from its oil and gas 

activities and is therefore exposed to changes in oil prices. 

The Group had an entitlement production of 121 million 

barrels of oil equivalent in 2011. 

Bunker Price
The Group is exposed to changes in bunker costs and con-

sumed in 2011 11,384 metric tonnes bunker fuel, of which 

96% was in Maersk Line. The Group maintains focus on 

passing on bunker price fluctuations to customers through 

the Bunker Adjustment Factor (BAF) and on reducing 

bunker consumption. 

OPeRAtIOnAl RISKS

Major Safety Incidents
Controlling the risk of major safety incidents is inherent in 

the Group’s businesses, particularly in the oil and offshore 

businesses. To mitigate these risks, safety training, safety 

risk management systems, certification and classification 

of equipment and procedures, quality assurance and pro- 

cesses for knowledge sharing across the Group are in place. 

When activities are performed in partnerships or in joint 

ventures where the Group is not in full control of the ac-

tivities, the Group seeks to protect sustainable interests 

and values through cooperation and shareholder agree-

ments, etc. 

Major Environmental Incidents
Controlling the risk of major environmental incidents is 

inherent in the Group’s businesses, particularly in the 

oil, offshore and tanker business. The risk is mitigated 

through training, environmental management systems,  

oil spill procedures, membership of cross industry re-

sponse organisations, double hull policy and by taking 

limited equity shares in operations in high risk areas. 

Where activities are performed in cooperation or joint 

ventures and the Group is not in full control of the activi-

ties, the Group constantly seeks to protect sustainable  

interests and values through cooperation and share-

holder agreements, etc. 

War, terrorism or piracy attack
Due to its global operational presence the Group faces a  

threat of war, terrorism and piracy attacks in various areas. 

Main mitigations are disaster and contingency planning, 

security measures at offices, vessels and installations, 

armed guards on vessels, voyage planning and monitoring 

and intelligence.

Information risk
The Group’s global presence, size and complexity dictate 

a need for having the right information available at the 

right time, maintaining the integrity of protected informa-

tion and preventing disclosure of confidential information. 

This is secured through an information security policy, 

IT governance, technical controls, information security 

user training and awareness campaigns and business 

continuity plans.

Procedures and controls
Continued strengthening of the business areas’ competi-

tiveness, including customer focus and cost control, has a 

material impact on the Group’s results and development. 

Part of the activities in APM Terminals and Maersk Oil 

are performed in cooperation and joint ventures where 

the Group is not in full control of the activities. Through 

cooperation and shareholder agreements etc., with state-

owned partners among others, the Group constantly seeks  

to protect sustainable interests and values as well as 

to ensure implementation of initiatives to improve the 

Group’s competitiveness and results.

COMPlIAnCe RISKS

Human Rights
It is a priority for the Group to be compliant with the 

global human rights standards associated with the new 

expectations and standards set by OECD for multinational 

enterprises endorsed in June 2011. An action plan has 

been developed with the intention of closing the gaps. The 

Group has a Responsible Procurement Programme, health 

and safety management programmes and global labour 

principles in place to mitigate the risk of non-compliance. 

Tax
The Group is exposed to a large number of different tax 

regimes in 130 countries and there is a risk of an unex-

pected tax expense due to uncertainty in the interpreta-

tion of local tax regulations or failure in compliance.  

To mitigate this risk, specific tax compliance policies are 

in place, a tax risk database is maintained and the Group’s 
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tax function receives regular reporting from Business Unit 

and Country tax departments. In significant locations, 

specialised tax managers monitor changes in tax regula-

tions and rules to ensure full compliance. In other locations 

the Group relies upon external tax advisors for guidance.

Anti-corruption, competition and export control
Failure to comply with applicable legislation relating  

to anti-corruption, competition and export control  

may have a substantial negative impact on the Group’s  

financial performance and reputation. To mitigate this 

risk, mandatory compliance training, specific compliance 

policies and procedures, a whistleblower system, a “hos-

pitality book” to report gifts and compliance audits and 

drills are in place.

Insurance
The Group insures assets and liabilities according to  

industry practice in the various businesses. As of 1 

January 2012, the Group will retain more risk through  

its newly established captive insurance company, 

Maersk Insurance A/S.
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Corporate governance

ReCOMMenDAtIOnS  

fOR CORPORAte GOveRnAnCe

As a Danish listed company, A.P. Møller - Mærsk A/S 

must observe to the Recommendations for good corpo-

rate governance (”Anbefalinger for god selskabsledelse”) 

implemented by NASDAQ OMX Copenhagen in the Rules 

for issuers of shares (”Regler for udstedere af aktier”) 

and Section 107b of the Danish Financial Statements 

Act (årsregnskabsloven). A new recommendation for 

diversity at management levels was added with effect 

from 2011.

The Board of Directors of A.P. Møller - Mærsk A/S has pre-

pared a statement on corporate governance for the 2011 

financial year which is included in the Directors’ report. 

The statement can be reviewed and downloaded via  

http://investor.maersk.com/governancestatement.cfm.

The statement includes a description of the Company’s 

approach to the “Recommendations for corporate gov-

ernance” issued and a description of the Company’s 

management structure and the main elements of the 

Group’s internal control and risk management systems 

in connection with the Group’s financial reporting process.

 

MAnAGeMent StRUCtURe

As a Danish company, A.P. Møller - Mærsk A/S has a man-

agement structure consisting of the Board of Directors 

and the day-to-day management, as illustrated below. 

The Board of Directors lays down the general business 

and management principles for the Group and ensures 

the proper organisation of the company. The Executive 

Board functions as the day-to-day management. Further 

information is available in the above-mentioned statement.

A.P. Moller - Maersk Group

Corporate governance is a topic that A.P. Møller - Mærsk A/S’ Board of 
Directors continuously considers on the basis of the Company’s activities, 
external environment, history and needs, etc.

Organisation

Day-to-day management

Audit Committee

Remuneration Committee

Chairmanship Internal Audit

Board of Directors

Shareholders

framework for corporate governance
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Shareholders

SHARe PRICe DevelOPMent

Taking into account the composition of the Group, the 

A.P. Moller - Maersk share outperformed both the con-

tainer, terminal and tanker market, performed in line  

with forwarders and offshore peers, while it underper-

formed the oil industry. 

The total market value of A.P. Møller - Mærsk A/S’ shares  

at the end of 2011 was DKK 162 billion. On 7 February 

2011, the B share closed at its highest price in 2011 of 

DKK 54,050 (for one DKK 1,000 share) and on 25 August 

2011, at its lowest price of DKK 32,380. At the end of 

2011, the price was DKK 37,920, corresponding to a  

decrease by 25% compared to the end of 2010 (23%  

adjusted for dividend payment).

SHARe CAPItAl

A.P. Møller - Mærsk A/S was listed on the stock ex-

change in 1982. The shares are listed on NASDAQ OMX 

Copenhagen and are divided into two classes: A shares 

with voting rights and B shares without voting rights. 

Each DKK 1,000 A share entitles the holder to two votes. 

At 31 December 2011, the total share capital of DKK 

4,395.6m consisted of 4,395,600 shares, equally split  

between A and B shares. 

No restrictions are imposed on the negotiability of the 

shares.

OwneRSHIP

A.P. Møller - Mærsk A/S had more than 76,000 private 

and institutional shareholders at the end of 2011 – the 

highest measured. 41.22% of the share capital, corre-

sponding to 50.6% of the votes, is held by the foundation 

A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond  

til almene Formaal. In addition to this, the founding family  

controls another 25.9% of the votes through various foun-

dations and private ownership. The free float is 41% of 

the share capital. Despite the large family ownership,  

A.P. Møller - Mærsk A/S has a base of international 

shareholders. According to an analysis of the share-

holder structure carried out in December 2011, the  

distribution of the free floating shares is as follows:

A.P. Moller - Maersk Group
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Maersk B relative performance to industries in 2011

*Consists of the weighted average performance of 30 peers active in the same industries 
as the Groups business units.
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•    60% from Denmark, split into: 

41% retail and other investors  

19% institutional investors

•   21% from North America

•   5% from the United Kingdom

•   11% from rest of Europe

•   3% from rest of the world

Own SHAReS

The Group’s holding of own shares comprises 0.7% of the  

share capital and is, among other purposes, held to cover  

the revolving option programme, cf. note 17 to consolidated  

financial statements. According to the authorisation of the  

Annual General Meeting, the Board of Directors may in the  

period up to 12 April 2012 allow the company to acquire 

own shares up to a total nominal value of 10% of the com- 

pany’s share capital, cf. section 198 of the Danish Com-

panies Act (Selskabsloven). The purchase price may not 

deviate by more than 10% from the price quoted on NAS-

DAQ OMX Copenhagen at the time of purchase.

DIvIDenD

The Board of Directors proposes a dividend to the share-

holders of DKK 1,000 per share of DKK 1,000 – a total of 

DKK 4,396m (DKK 1,000 per share of DKK 1,000 – a total 

of DKK 4,396m). Payment is expected to take place on 18 

April 2012.

The Group intends to continue the historical trend of 

increasing dividends nominally per share supported by 

underlying earnings strength.

fInAnCIAl CAlenDAR 2012

12 April: Annual General Meeting

16 May: Interim Report 1st Quarter

14 August: Interim Report 2nd Quarter

9 November: Interim Report 3rd Quarter 

AnnUAl GeneRAl MeetInG

The Annual General Meeting will be held at the Bella Center, 

Copenhagen, at 10.30 a.m. on 12 April 2012.

InveStOR RelAtIOnS

A.P. Møller - Mærsk A/S continues to develop the compa-

ny’s level of information and ensure a consistent, regular 

and relevant flow of information on the Group’s activities, 

business objectives, strategies and results.

To ensure a regular and open dialogue with investors 

and analysts, the management hosts teleconferences in 

connection with the presentation of annual and interim 

reports and visits investors in Europe and the USA. Inves-

tors and analysts are welcome to contact the Investor 

Relations office. 

AnAlyStS AnD InveStOR weBSIte

A.P. Møller - Mærsk A/S is covered by approximately 25 

analysts, including international investment banks, who 

regularly publish research reports. A list of the analysts, 

including consensus target price and recommendation, 

is available on http://investor.maersk.com. The website 

also provides information on the company’s activities, 

including financial reports, financial calendar, investor 

presentations, share information, corporate governance, 

bond programme and contact information, etc.
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A.P. Møller og Hustru Chastine Mc-Kinney  
Møllers Fond til almene Formaal,  
Copenhagen, DK 41.22% 50.60%

A.P. Møller og Hustru Chastine Mc-Kinney  
Møllers Familiefond, Copenhagen, DK 9.85% 13.53%

Mærsk Mc-Kinney Møller,  
Copenhagen, DK 3.72% 6.50%

Den A.P. Møllerske Støttefond,  
Copenhagen, DK 2.94% 5.86%



Plantation
Outside Sao Paolo
Brazil

Freshly picked lime fruits are ready to be loaded onto a waiting 
reefer container at a plantation outside Sao Paolo, Brazil.
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Sustainability

The A.P. Moller - Maersk Group’s vision for sustainability 

is to be a responsible and profitable company balancing 

economic, social and environmental concerns to the benefit 

of the Group and the global community. 

In 2011, the Group joined the United Nations Global Com-

pact LEAD programme which consists of 55 participants 

and provides a platform to support the members in their 

efforts to achieve higher levels of corporate sustainability 

performance. 

tHe SAfety IMPeRAtIve

The safety and security of the Group’s people and assets 

continues to be a top priority. In 2011, a safety strategy 

was launched, which among other focus areas estab-

lishes a platform to systematically share better practices 

across the Group in order to improve safety standards 

and performance.

A lOnG-teRM vIew On ClIMAte CHAnGe

The Group agreed on a climate change position, strategy 

and target during 2011, which recognises the need to limit 

global warming to 2°C. Furthermore, the strategy outlines 

the Group's approach to reducing greenhouse gas emis-

sions from Group operations. The new target for 2020 is to  

reduce the CO� intensity of the Group's operations by 10% 

using 2010 as a baseline. 

fOCUS On HUMAn RIGHtS

Human rights cover a wide range of issues, which are 

addressed through our programmes on responsible pro-

curement, global labour principles and health and safety. 

During 2011, the UN Guiding Principles on Human Rights 

was launched and introduced a new international stand-

ard on the expectations for business conduct. An action 

plan for 2012-13 has been developed with the intention of 

closing the gaps in the Group’s adherence to the require-

ments of the Guiding Principles. 

 The safety and security  
of the Group’s people and assets  
continues to be a top priority. 

extRACtIve InDUStRIeS  

tRAnSPARenCy InItIAtIve

In 2011, Maersk Oil became a supporter of Extractive 

Industries Transparency Initiative (EITI). The EITI is a 

global framework that promotes revenue transparency 

through public reporting of company payments and  

government revenues.

fURtHeR InfORMAtIOn

The Directors' report does not include a complete state-

ment of the Group's environmental and social responsi-

bility. The Group's separate Sustainability Report for 

2011 provides a comprehensive view of the Group's 

sustainability performance and also acts as the Group's 

Communication on Progress against the requirements of  

the UN Global Compact and complies with the require-

ments of the Danish Financial Statements Act on corporate 

social responsibility reporting. The report is available on  

http://investor.maersk.com/csr.cfm

A.P. Moller - Maersk Group
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Human resources

Human Resources work closely with the business to pro- 

actively ensure highly skilled employees in the right posi-

tions, clear expectations of our leaders and a clear link 

between performance and rewards.

GROwtH MARKetS AnD DIveRSIty

To maintain the position as an attractive employer to our 

existing global workforce as well as to future employees, 

the Group continued in 2011 the focus on diversity within  

the organisation by furthering our inclusive work envi-

ronment, developing and leveraging female talent and 

strengthening our leadership pipeline in growth markets.

To fully leverage the positive effects of our diverse and 

global workforce, the Group incorporated diversity into 

our leadership development programs.

The Group continued its efforts to develop and enable 

female talent in the organisation providing networking 

opportunities, targeted self-leadership courses and senior 

management exposure. Globally, the Group’s representa-

tion of women in senior management was 9% (8%), in 

middle management 21% (21%) and at vice president 

level 4% (4%).1

In 2011, the Group’s workforce in growth markets was 

40%, making it a priority to ensure to capitalize on the 

talent potential in our growth market organisations.

PeRfORMAnCe MAnAGeMent,  

RewARDS AnD enGAGeMent

Focus on developing a performance culture within the 

organisation continues. To drive high performing busi-

nesses, all the employees should know exactly what is  

expected of them and how they will be rewarded when 

they meet, or exceed, these expectations. As part of this, 

the Group continues to introduce simple, transparent in-

centive schemes to an increasing number of employees. 

The Group clearly sees the benefit of this process through 

the annual engagement survey as our employees increas-

ingly recognise that their pay and performance is linked. 

In 2011, the annual engagement survey2 had a 90% 

response rate, the highest to date. A high response rate 

indicates the level of importance employees place on the 

survey. The survey results showed improvements in the 

employees’ perception of the Group and its leadership. 

Furthermore, the customer related questions showed 

considerable improvements, indicating that employees 

are seeing a move towards being more externally and 

customer focused. These improvements are due to the 

continuous improvement initiatives taken by employees 

and their leaders.

leADeRSHIP DevelOPMent

A precondition for the Group’s success in achieving top  

quartile performance is the superior capabilities of the  

leadership staff. The speed of change in the markets and  

business environment increases and to stay ahead, the  

Group is ensuring a constant learning effort. To strengthen  

the capabilities of leaders, the Group launched several 

leadership programmes with a focus on activities that 

enable cross organisational learning and team learning.

The retention rate for the Group’s high performing leaders 

within top 1,000 was 95% in 2011.

A.P. Moller - Maersk Group

1 Excluding Dansk Supermarked Group and most joint venture companies. 

2  The engagement survey does not include The Dansk Supermarked Group, The Odense Steel Shipyard Group and most joint venture companies.  

Blue-collar workers are only partially included.
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Technology and innovation

Technological pioneering and innovation is a corner-

stone in the Group’s shipping, oil and gas, offshore and 

terminal businesses. Using and developing new and im-

proved technologies is the basis for the Group’s efficient, 

safe and sustainable performance. Technology innova-

tion is carried out by the Group’s technology divisions in 

cooperation with the Group’s businesses, manufacturers, 

shipyards, universities, etc.

teCHnOlOGy AnD InnOvAtIOn wItHIn SHIPPInG

Maersk Maritime Technology (MMT) is the Group’s 

knowledge and competence center within shipping  

innovation and technology. In addition to coordinating 

and supervising newbuilding projects, MMT provides 

specialised technical services and performance moni-

toring of the fleet.

In the Group's shipping segments, significant development  

and innovation has been undertaken over the years, pro-

viding the basis for today’s safety and environmental ef-

ficiency. One example of major technological development 

and innovation is the 18,000 TEU Triple-E container ves-

sels, which were ordered by Maersk Line in 2011. These 

vessels will have significantly higher capacity and energy 

efficiency and 50% lower CO� emissions per container 

compared to the average vessel currently operating on 

the Asia–Europe trades. This has been achieved through 

detailed optimisation of the hull performance, the propul-

sion system and the machinery system. Furthermore, the 

vessels will be delivered with advanced waste heat recov-

ery systems, utilising the heat energy of the exhaust.

New and improved vessels are being built continuously, 

but also older vessels are being optimised and improved 

with new technology focusing on fuel and CO� reduction.  

The biggest challenge lies in determining which technolo-

gies are most useful for each individual vessel, depending 

on its characteristics, sailing conditions and unique per-

formance. To make this evaluation easier, the Group has 

developed the EE-Analyser (Energy Efficiency), which 

allows predicting the effect of installing one or more new 

technologies based on each vessel’s unique performance 

data. This data is received from a vessel performance 

management system implemented throughout the con-

tainer shipping fleet. 

A wide range of technologies and initiatives have been 

evaluated in terms of reduction potentials and investment 

levels. Examples are frequency control of seawater cool-

ing pumps and engine room ventilation as well as derat-

ing of the main engine and installation of economisers on 

auxiliary engines. More spectacular potentials for some 

vessels may be modification and optimisation of bulbous 

bows for a wider range of speeds and draughts.

 Using and developing new 
and improved technologies is the 
basis for the Group’s efficient, safe and 
sustainable performance. 

At the end of 2011 38 vessels had waste heat recovery 

systems implemented, making Maersk Line the world’s 

largest operator hereof. Another example of reduction 

of CO� emissions and fuel consumption per container is 

the Group’s initiative to increase the container stacking 

height on older vessels to allow more containers on the 

same vessel. This requires the wheel house to be elevated 

to secure sufficient visibility and at the same time the 

lashing bridges needs to be higher. In 2011 Maersk Line 

started such modifications on 16 S-class vessels, adding 

1,200 TEU extra capacity on each vessel.

A.P. Moller - Maersk Group
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The annual report for 2011 of A.P. Møller - Mærsk A/S has 

been prepared in accordance with International Financial 

Reporting Standards (IFRS) as adopted by the EU and 

Danish disclosure requirements for annual reports of 

listed companies and in our opinion gives a true and fair 

view of the Group’s and the Company’s assets and liabili-

ties, financial position at 31 December 2011 and of the 

results of the Group’s and the Company’s operations and 

cash flow for the financial year 2011. Furthermore, in our 

opinion the Directors’ report contains a fair review of the 

development in result of the Group’s and the Company’s 

activities and of the financial position taken as a whole 

together with a description of the significant risks and 

uncertainties affecting the Group and the Company.

A.P. Møller - Mærsk A/S
Directors’ statement

Copenhagen, 27 February 2012

A.P. Møller

Managing Director:

Board of Directors:

Sir John Bond Arne Karlsson Jan Leschly

Leise Mærsk Mc-Kinney Møller Lars Pallesen John Axel Poulsen

Erik Rasmussen Robert Routs Jan Tøpholm

Michael Pram Rasmussen

Chairman

Ane Mærsk Mc-Kinney Uggla

Vice-chairman

Niels Jacobsen

Vice-chairman
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To the shareholders of A.P. Møller - Mærsk A/S

Independent auditors’ report on the consolidated financial 
statements and parent company financial statements 
We have audited the consolidated financial statements and the 
parent company financial statements of A.P. Møller - Mærsk A/S  
for the financial year 1 January to 31 December 2011, which 
comprise income statement, statement of comprehensive in-
come, balance sheet, cash flow statement, statement of changes 
in equity and notes, including a summary of significant account-
ing policies, for the Group as well as for the parent company. 
The consolidated financial statements and the parent company 
financial statements are prepared in accordance with Inter- 
national Financial Reporting Standards (IFRS) as adopted by the 
EU and Danish disclosure requirements for listed companies.

Management’s responsibility for the consolidated financial 
statements and the parent company financial statements
Management is responsible for the preparation of consolidated 
financial statements and parent company financial statements 
that give a true and fair view in accordance with International 
Financial Reporting Standards (IFRS) as adopted by the EU and 
Danish disclosure requirements for listed companies and for 
such internal control that management determines is neces-
sary to enable the preparation of consolidated financial state-
ments and parent company financial statements that are free 
from material misstatement, whether due to fraud or error.

Auditors’ responsibility 
Our responsibility is to express an opinion on the consolidated  
financial statements and the parent company financial state-
ments based on our audit. We conducted our audit in accord-
ance with International Standards on Auditing and additional 
requirements under Danish audit regulation. This requires that 
we comply with ethical requirements and plan and perform the 
audit to obtain reasonable assurance whether the consolidated 
financial statements and the parent company financial state-
ments are free from material misstatement.

An audit involves performing procedures to obtain audit evi-
dence about the amounts and disclosures in the consolidated 
financial statements and the parent company financial state- 

 
 
ments. The procedures selected depend on the auditor's judgement, 
including the assessment of the risks of material misstatement 
of the consolidated financial statements and the parent company 
financial statements, whether due to fraud or error. In making 
those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation of consolidated financial 
statements and parent company financial statements that give 
a true and fair view in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of ex-
pressing an opinion on the effectiveness of the entity’s internal 
control. An audit also includes evaluating the appropriateness 
of accounting policies used and the reasonableness of account-
ing estimates made by management, as well as the overall 
presentation of the consolidated financial statements and the 
parent company financial statements. 

We believe that the audit evidence we have obtained is sufficient 
and appropriate to provide a basis for our audit opinion. 

The audit has not resulted in any qualification. 

Opinion
In our opinion, the consolidated financial statements and the 
parent company financial statements give a true and fair view 
of the Group’s and the parent company’s financial position at  
31 December 2011 and of the results of the Group’s and the  
parent company’s operations and cash flows for the financial 
year 1 January to 31 December 2011 in accordance with Inter-
national Financial Reporting Standards (IFRS) as adopted by 
the EU and Danish disclosure requirements for listed companies.

Statement on the Director’s report
Pursuant to the Danish Financial Statements Act, we have read 
the Director’s report. We have not performed any further pro-
cedures in addition to the audit of the consolidated financial 
statements and the parent company financial statements. On 
this basis, it is our opinion that the information provided in the 
Directors’ report is consistent with the consolidated financial 
statements and the parent company financial statements.

A.P. Møller - Mærsk A/S
Independent Auditors’ Report

Copenhagen, 27 February 2012

KPMG  PricewaterhouseCoopers Danmark
Statsautoriseret Revisionspartnerselskab Statsautoriseret Revisionsaktieselskab

Jesper Ridder Olsen  Mikkel Sthyr
State Authorised Public Accountant  State Authorised Public Accountant
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Management duties

Left to right: John Axel Poulsen, Erik Rasmussen, Robert Routs, Lars Pallesen, vice-chairman Niels Jacobsen, vice-chairman Ane Mærsk Mc-Kinney 
Uggla, chairman Michael Pram Rasmussen, Leise Mærsk Mc-Kinney Møller, Jan Leschly, Jan Tøpholm, Arne Karlsson, Sir John Bond.

Michael Pram Rasmussen, chairman (born 1955)
Joined the board in 1999. Latest re-election in 2011. Term of office will end in 2013.

Former CEO, Topdanmark A/S.

Other management duties, etc.:
Coloplast A/S (chairman); Topdanmark A/S (chairman) and one subsidiary; Semler Holding A/S (chairman) and  
one subsidiary; JPMorgan Chase International Council; Museumsfonden af 7. december 1966; Louisiana – Fonden.

Not considered independent.

Niels Jacobsen, vice-chairman (born 1957)
Joined the board in 2007. Latest re-election in 2011. Term of office will end in 2013.

CEO of William Demant Holding A/S.

Management duties in the William Demant Group:
Chairman of 65 subsidiaries; William Demant Invest A/S (Director); Sennheiser Communications A/S (chairman);  
Össur hf. (chairman); HIMPP A/S (chairman); HIMSA A/S (chairman); HIMSA II A/S (board member).

Other management duties, etc.:
LEGO A/S (chairman); KIRKBI A/S (vice-chairman);Thomas B. Thriges Fond (chairman).

Considered independent.

Board of Directors:



Group annual report 2011 61Management duties

Ane Mærsk Mc-Kinney Uggla, vice-chairman (born 1948)
Joined the board in 1991. Latest re-election in 2010. Term of office will end in 2012.

Other management duties, etc.:
A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal (vice-chairman);  
Maersk Broker A/S (chairman); Maersk Broker K/S (chairman); Estemco A/S (chairman).

Not considered independent.

Sir John Bond (born 1941)
Joined the board in 2008. Latest re-election in 2010. Term of office will end in 2012.

Former Group Chief Executive, HSBC Holdings plc.

Other management duties, etc.:
Xstrata plc (chairman); Shui On Land Limited; International Advisory Board of Mitsubishi Corporation; 
China Development Forum; International Business Leaders’ Advisory Council to the Mayor of Shanghai;  
Kohlberg Kravis Roberts & Co. Asia Limited (chairman); Northern Trust Corporation and The Northern  
Trust Company; Endowment Board of Qatar Foundation; Advisory Director, Northern Trust Corporation  
and The Northern Trust Company.

Considered independent.

Arne Karlsson (born 1958)
Joined the board in 2010. Term of office will end in 2012.

CEO, Ratos AB.

Other management duties, etc.:
Bonnier; Ratos; SNS (Center for Business and Policy Studies)(chairman); Swedish Securities Council.

Considered independent.

Jan Leschly (born 1940)
Joined the board in 2000. Latest re-election in 2010. Term of office will end in 2012.

Chairman and managing partner for Care Capital LLC. Former CEO, SmithKline Pharmaceuticals.

Other management duties, etc.:
American Express Company; Elevation Pharmaceuticals; Vaxart Pharmaceuticals;  
Adjunct professor at Copenhagen Business School.

Considered independent.

Leise Mærsk Mc-Kinney Møller (born 1941)
Joined the board in 1993. Latest re-election in 2011. Term of office will end in 2013.

Other management duties, etc.:
A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal; Rederiet A.P. Møller A/S;  
Bramsløkke Landbrug A/S (chairman); L. Møller Shipping ApS.

Not considered independent.
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Lars Pallesen (born 1947)
Joined the board in 2008. Latest re-election in 2010. Term of office will end in 2012.

Former president, Technical University of Denmark (DTU).

Other management duties, etc.:
Mogens Balslev’s Fond (chairman);  
Technische Universität Münchens Institute for Advanced Study;  
Korean Advanced Institute of Science and Technology President’s Advisory Council.

Considered independent.

John Axel Poulsen (born 1946)
Joined the board in 2008. Latest re-election in 2010. Term of office will end in 2012.

Captain (employee).

Other management duties, etc.:
Rederiet A.P. Møller A/S.

Not considered independent.

Erik Rasmussen (born 1955)
Joined the board in 2010. Term of office will end in 2012.

Senior mechanical engineer (employee).

Other management duties, etc.:
Rederiet A.P. Møller A/S.

Not considered independent.

Robert Routs (born 1946)
Joined the board in 2010. Term of office will end in 2012.

Former Executive Director, Royal Dutch Shell plc.

Other management duties, etc.:
Aegon NV (chairman); KPN NV; DSM NV (chairman); Canadian Utilities Group (ATCO Group); UPM Kymmene; AECOM.

Considered independent.

Jan Tøpholm (born 1946)
Joined the board in 2001. Latest re-election in 2011. Term of office will end in 2013.

CEO, Widex A/S.

Other management duties, etc.:
Seven subsidiaries to Widex A/S; T & W Holding A/S and one subsidiary (chairman); Widex Holding A/S (chairman);  
AM Denmark A/S (chairman); Weibel Scientific A/S; GSA Invest ApS (chairman) and two subsidiaries.

Considered independent.
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Partner Mærsk Mc-Kinney Møller (born 1913)

Other management duties, etc.:
A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal (chairman); Maersk Broker A/S;  
Aktieselskabet Klema (chairman); Maersk Broker K/S. 

Partner Nils Smedegaard Andersen (born 1958)
Partner since 2007.

Other management duties, etc.:
Rederiet A.P. Møller A/S (chairman); F. Salling Holding A/S (chairman); F. Salling A/S (chairman); F. Salling Invest A/S (chairman); 
Dansk Supermarked A/S (chairman); Industria De Diseño Textil S.A. (Inditex); Danske Banks Rådgivende Repræsentantskab;  
DI’s Erhvervspolitiske Udvalg; European Round Table of Industrialists; EU-Russia Industrialist’s Round Table.

Partner Claus V. Hemmingsen (born 1962)
Partner since 2007.

Other management duties, etc.:
Egyptian Drilling Company; International Association of Drilling Contractors (IADC); Danish Chinese Business Forum;  
EU-Hong Kong Business Co-operation Committee; Denmark Hong Kong Trade Association (chairman);  
Danmarks Rederiforening; C. Hemmingsen shipping ApS.

Partner Søren Skou (born 1964)
Partner since 2007.

Other management duties, etc.:
DFDS A/S (vice-chairman); The International Tanker Owners Pollution Federation Limited (ITOPF);  
Höegh Autoliners Holdings AS (vice-chairman); International Council of Containership Operators (ICCO);  
S. Skou Invest ApS; Skou Shipping ApS.

Firmaet A.P. Møller:



One of Maersk Line's PS-Class vessels is berthed at the terminal in Cai Mep. The vessel is part of 
the new Daily Maersk product and with more than 95% on time delivery it sets new standards for 
reliability and thus widening the gap between the trade route industry average of less than 60%.

Maersk Line
Cai Mep
Vietnam



Group annual report 2011 65A.P. Moller - Maersk Group

Consolidated financial 
 statements 2011

A.P. Moller - Maersk Group



A.P. Moller - Maersk Group Group annual report 2011 66

Consolidated income statement

Note 2011 2010

3 Revenue

4 Operating costs

 Other income

 Other costs

  Profit before depreciation, amortisation and impairment losses, etc.

9,10 Depreciation, amortisation and impairment losses

5 Gain on sale of non-current assets, etc., net

11 Share of profit/loss in associated companies

 Profit before financial items

6 Financial income

6 Financial expenses

 Profit before tax

7 Tax

 Profit for the year – continuing operations

8 Profit for the year – discontinued operations

 Profit for the year

   

 Of which:

 Non-controlling interests

 A.P. Møller - Mærsk A/S’ share

   

   

16 Earnings per share of continuing operations, DKK

16 Diluted earnings per share of continuing operations, DKK

  

16 Earnings per share, DKK

16 Diluted earnings per share, DKK

   

Amounts in DKK million

322,520

245,565

1,652

101

78,506

28,889

4,748

651

55,016

4,220

8,784

50,452

32,447

18,005

78

18,083

2,894

15,189

3,461

3,460

3,479

3,478

315,396

226,308

435

305

89,218

33,822

3,792

461

59,649

2,979

8,242

54,386

26,174

28,212

3

28,215

1,760

26,455

6,060

6,057

6,061

6,058
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Consolidated statement of comprehensive income

Amounts in DKK million

Note 2011 2010

 Profit for the year

 

 Translation from functional currency to presentation currency:

  Translation impact arising during the year

  Reclassified to income statement, gain on sale of non-current assets, etc., net

 

 Other equity investments:

  Fair value adjustment for the year

  Reclassified to income statement, gain on sale of non-current assets, etc., net

15 Cash flow hedges:

  Value adjustment of hedges for the year

  Reclassified to income statement:

  – revenue

  – operating costs

  – gain on sale of non-current assets, etc., net

  – financial expenses

  Reclassified to cost of property, plant and equipment

 

 Share of other comprehensive income of associated companies, net of tax

19 Actuarial gains/losses on defined benefit plans, etc.

7 Tax on other comprehensive income

 Other comprehensive income, net of tax

 Total comprehensive income for the year

 

 Of which:

 Non-controlling interests

 A.P. Møller - Mærsk A/S’ share

18,083

2,547

547

-9

-50

3

-47

-416

-279

763

34

-180

-844

-252

1,817

19,900

2,977

16,923

28,215

10,183

264

-85

-2,515

-903

117

-31

-

974

15

80

-177

30

7,952

36,167

2,099

34,068
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Consolidated balance sheet at 31 December

Amounts in DKK million

Note 2011 2010

9 Intangible assets

 

 Ships, rigs, containers, etc.

 Production facilities and equipment, etc.

 Land and buildings

 Construction work in progress and payment on account

10 Property, plant and equipment

 

11 Investments in associated companies

 Other equity investments

15 Derivatives

19 Pensions, net assets

12 Other receivables

 Financial non-current assets

 

13 Deferred tax

 Total non-current assets

  

14 Inventories

 

 Trade receivables

 Tax receivables

15 Derivatives

12 Other receivables

 Prepayments

 Receivables, etc.

 

 Securities

 Cash and bank balances

8 Assets held for sale

 Total current assets

 Total assets

28,839

169,184

35,812

24,223

25,609

254,828

32,465

485

815

87

3,851

37,703

4,935

326,305

12,868

25,319

1,370

469

10,438

2,375

39,971

2,152

13,095

10,352

78,438

404,743

14,629

158,673

40,807

22,166

22,020

243,666

26,688

711

244

164

3,488

31,295

5,134

294,724

10,417

23,695

1,175

901

10,384

2,204

38,359

1,986

23,896

5,341

79,999

374,723
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Consolidated balance sheet at 31 December

Amounts in DKK million

Note 2011 2010

16 Share capital

 Reserves

 Proposed dividend for distribution

 Equity attributable to A.P. Møller - Mærsk A/S

 Non-controlling interests

 Total equity

 

 Issued bonds

18 Bank and other credit institutions, etc.

 

19 Pensions and similar obligations

20 Provisions

15 Derivatives

13 Deferred tax

21 Other payables

 Other non-current liabilities

 Total non-current liabilities

 

18 Bank and other credit institutions, etc.

 

20 Provisions

 Trade payables

 Tax payables

15 Derivatives

21 Other payables

 Deferred income

 Other current liabilities

8 Liabilities associated with assets held for sale

 Total current liabilities

 Total liabilities

 Total equity and liabilities

4,396

185,365

 4,396 

194,157

13,778

207,935

14,507

82,377

2,547

18,432

2,444

6,008

457

29,888

126,772

12,914

2,869

37,232

3,497

2,182

9,022

663

55,465

1,657

70,036

196,808

404,743

4,396

172,764

4,396

181,556

11,406

192,962

13,099

75,322

2,135

16,665

1,391

4,400

 - 

24,591

113,012

12,641

4,282

33,706

4,320

1,643

7,976

2,212

54,139

1,969

68,749

181,761

374,723
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Consolidated cash flow statement

Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Note 2011 2010

 Profit before financial items

9,10 Depreciation, amortisation and impairment losses

5 Gain on sale of non-current assets, etc., net

 Share of profit/loss in associated companies

24 Change in working capital

 Change in provisions and pension obligations, etc.

24 Other non-cash items

 Cash from operating activities before financial items and tax

24 Financial income received

 Financial expenses paid

 Taxes paid

 Cash flow from operating activities

24 Purchase of intangible assets and property, plant and equipment

 Sale of intangible assets and property, plant and equipment

25 Acquisition of subsidiaries and activities

25 Sale of subsidiaries and activities

24 Other financial investments

 Cash flow used for capital expenditure

 Purchase/sale of securities, trading portfolio

 Cash flow used for investing activities

 Repayment of loans

 Proceeds from loans

 Dividends distributed

 Dividends distributed to non-controlling interests

 Other equity transactions

 Cash flow from financing activities

 Net cash flow from continuing operations

8 Net cash flow from discontinued operations

 Net cash flow for the year

 Cash and bank balances 1 January

 Currency translation effect on cash and bank balances

 Cash and bank balances 31 December

 Of which classified as assets held for sale

 Cash and bank balances 31 December

Cash and bank balances are included in the order of DKK 5.0bn (DKK 4.1bn) relating to subsidiaries’  

cash and bank balances in countries with exchange control or other restrictions, which means that 

the funds are not readily available for general use by the parent company or other subsidiaries.  

Cash and bank balances in jointly controlled entities are stated in note 29.

55,016

28,889

-4,748

-651

-502

-1,764

-256

75,984

851

-5,879

-32,070

38,886

-42,058

2,255

-13,070

6,602

-5,988

-52,259

-133

-52,392

-19,484

26,528

-4,365

-582

61

2,158

-11,348

129

-11,219

23,921

427

13,129

-34

13,095

59,649

33,822

-3,792

-461

-2,430

-600

677

86,865

1,149

-5,801

-25,241

56,972

-30,958

3,347

-1,240

137

2,636

-26,078

515

-25,563

-27,438

13,061

-1,419

-685

153

-16,328

15,081

-64

15,017

8,419

485

23,921

-25

23,896
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Consolidated statement of changes in equity

Amounts in DKK million

2011  A.P. Møller - Mærsk A/S

  Share Trans- Reserve Reserve Retained Proposed Total Non- Total
  capital lation for other for earnings dividend  control- equity
   reserve equity hedges  for  ling 
    invest-   distri-  inter- 
Note    ments   bution  ests

 Equity 1 January 2011 4,396 -5,592 125 -1,764 179,995 4,396 181,556 11,406 192,962

 Translation from functional currency

 to presentation currency  -  2,585 -1 381  -   -  2,965 129 3,094

  Other equity investments   -   -  -58  -   -   -  -58 -1 -59

 Cash flow hedges  -   -   -  90  -   -  90 -32 58

  Share of other comprehensive  

income of associated companies,  

net of tax  -   -   -   -  -180  -  -180  -  -180

  Actuarial gains/losses on defined  

benefit plans, etc.  -   -   -   -  -826  -  -826 -18 -844

7 Tax on other comprehensive income  -   -  -1 -420 164  -  -257 5 -252

  Other comprehensive income,  

net of tax   -  2,585 -60 51 -842  -  1,734 83 1,817

 Profit for the year  -   -   -   -  10,793 4,396 15,189 2,894 18,083

  Total comprehensive income  

for the year  -  2,585 -60 51 9,951 4,396 16,923 2,977 19,900

 

 Dividends to shareholders   -   -   -   -  31 -4,396 -4,365 -582 -4,947

17  Value of granted and sold share  

options  -   -   -   -  41  -  41  -  41

  Acquisition of non-controlling  

interests  -   -   -   -  -28  -  -28 -7 -35

 Acquisition of own shares  -   -   -   -  -24  -  -24  -  -24

 Sale of own shares  -   -   -   -  38  -  38  -  38

 Capital increases and decreases  -   -   -   -   -   -   -  76 76

 Other equity movements  -   -   -   -  16  -  16 -92 -76

  Total transactions with shareholders   -   -   -   -  74 -4,396 -4,322 -605 -4,927

 

 Equity 31 December 2011 4,396 -3,007 65 -1,713 190,020 4,396 194,157 13,778 207,935

 Acquisition of non-controlling interests relate to a number of minor transactions.
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Consolidated statement of changes in equity

Amounts in DKK million

2010  A.P. Møller - Mærsk A/S

  Share Trans- Reserve Reserve Retained Proposed Total Non- Total
  capital lation for other for earnings dividend  control- equity
   reserve equity hedges  for  ling 
    invest-   distri-  inter- 
Note    ments   bution  ests

 Equity 1 January 2010 4,396 -15,079 2,094 -1,894 157,833 1,429 148,779 10,089 158,868

  Translation from functional currency          

to presentation currency  -  9,487 601 79  -   -  10,167 280 10,447

  Other equity investments - - -2,600 - - - -2,600  -  -2,600

 Cash flow hedges  -   -   -  109  -   -  109 63 172

  Share of other comprehensive  

income of associated companies,  

net of tax  -   -   -   -  80  -  80  -  80

  Actuarial gains/losses on defined  

benefit plans, etc.  -   -   -   -  -171  -  -171 -6 -177

7  Tax on other comprehensive  

income  -   -  30 -58 56  -  28 2 30

  Other comprehensive income,  

net of tax  -  9,487 -1,969 130 -35  -  7,613 339 7,952

 Profit for the year  -   -   -   -  22,059 4,396 26,455 1,760 28,215

  Total comprehensive income  

for the year  -  9,487 -1,969 130 22,024 4,396 34,068 2,099 36,167

 Dividends to shareholders  -   -   -   -  10 -1,429 -1,419 -685 -2,104

17  Value of granted and sold share  

options  -   -   -   -  40  -  40  -  40

  Acquisition of non-controlling  

interests  -   -   -   -  -16  -  -16 -37 -53

 Sale of non-controlling interests  -   -   -   -  108  -  108 -62 46

 Capital increases and decreases  -   -   -   -  -  -  - 2 2

 Other equity movements  -   -   -   -  -4  -  -4 - -4

 Total transactions with shareholders  -   -   -   -  138 -1,429 -1,291 -782 -2,073

 

 Equity 31 December 2010 4,396 -5,592 125 -1,764 179,995 4,396 181,556 11,406 192,962

 Acquisition and sale of non-controlling interests relate to a number of minor transactions.



Stacks of brand new containers reflected in the window of a stacker outside the reefer container factory in Qingdao, 
China. Maersk Container Industry has just signed a new deal to build a similar factory in Chile, South America.

MCI
Qingdao
China
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Notes to the consolidated financial statements

1 Accounting policies

The consolidated financial statements for 2011 for the A.P. Moller – Maersk Group have been prepared in accordance with the International 
Financial Reporting Standards (IFRS) as adopted by the EU and Danish disclosure requirements for listed companies. In addition, the consoli-
dated financial statements have been prepared in compliance with IFRS issued by the International Accounting Standards Board (IASB).

The accounting policies are consistent with those applied to the consolidated financial statements for 2010. An overview of the new and 
updated standards and interpretations is given in note 30.

The Board of Directors and the Management Board have on 27 February 2012 considered and adopted the annual report for 2011, which will 
be presented for adoption by the shareholders at the company’s Annual General Meeting on 12 April 2012.

Consolidation
The consolidated financial statements comprise the parent company A.P. Møller - Mærsk A/S, subsidiaries and proportionate shares in jointly 
controlled entities. 

Subsidiaries are entities in which A.P. Møller - Mærsk A/S controls the financial and operational policies for the purpose of achieving a return or 
other benefits from the activities. Control is achieved by directly or indirectly owning or controlling more than 50% of the voting rights, by means of 
agreements on management control or some other way of controlling the entity concerned. Entities in which the Group exercises a significant but 
non-controlling influence are considered to be associated companies (associates). A significant influence is usually achieved by directly or indirectly 
owning or controlling 20-50% of the voting rights. Agreements and other circumstances are considered when assessing the degree of influence.

Jointly controlled entities are entities in which the Group according to contractual agreements makes strategic decisions about the financing 
and operation of the entity jointly with one or more other parties.

Consolidation is performed by summarising the financial statements of the parent company, subsidiaries and the proportionate share of 
jointly controlled entities which have been prepared in accordance with the Group’s accounting policies, after the elimination of intra-group 
income and expenses, shareholdings, intra-group balances and dividends, and gains on intra-group transactions. Financial statement items 
related to part-owned vessels are included proportionately.

Unrealised gains on transactions with associated companies and jointly controlled entities are eliminated in proportion with the Group’s  
ownership share. Unrealised losses are eliminated in the same way if not impaired.

Non-controlling interests’ share of profit for the year and of equity in subsidiaries which are not wholly owned is included as part of the Group’s 
profit and equity respectively, but shown as separate items.

On acquisition of new entities, the acquired assets, liabilities and contingent liabilities are measured at fair value at the date control was 
achieved using the acquisition method. Identifiable intangible assets are recognised if they arise from a contractual right or can otherwise 
be separately identified. The difference between the fair value of the acquisition cost and the fair value of acquired identifiable net assets is 
recognised as goodwill under intangible assets. Any subsequent changes to contingent acquisition costs are recognised as other income or 
other costs in the income statement. Transaction costs are recognised as operating costs as they are incurred.

The effect of the purchase and sale of non-controlling interests without changes in control is included directly in equity. In stepwise acquisitions, 
value adjustments of previously recognised investments are recognised in the income statement. When surrendering control, the value of any 
retained investment is adjusted at fair value and the value adjustment is recognised in the income statement.

Foreign currency translation
The Group uses DKK as its presentation currency. In the translation to the presentation currency for entities with a functional currency different 
from DKK, the statement of comprehensive income is translated into DKK at average exchange rates and the balance sheet is translated at the ex-
change rates at the balance sheet date. Exchange differences arising from such translation are recognised directly in other comprehensive income.

The functional currency varies from business area to business area. For the Group’s principal shipping activities and oil and gas activities, 
the functional currency is USD. This means that, among other things, the carrying amounts of property, plant and equipment and intangible 
assets and, hence, depreciation and amortisation, are maintained in USD from the date of acquisition. For other activities, including container 
terminal activities and land-based container activities, the functional currency is generally the local currency in the country in which such 
activities are performed.
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Notes to the consolidated financial statements

1 – continued

Transactions in other currencies than the functional currency are translated at the exchange rate prevailing at the date of the transaction. 
Monetary items in foreign currencies not settled at the balance sheet date are translated at the exchange rate at the balance sheet date. 
Foreign exchange gains and losses are included in the income statement as financial income or expenses.

Derivative financial instruments
Derivative financial instruments are recognised on the trading date and measured at fair value using generally acknowledged valuation 
techniques based on relevant observable swap curves and exchange rates.

The effective portion of changes in the value of derivative financial instruments designated to hedge future transactions is recognised directly 
in other comprehensive income until the hedged transactions are realised or are no longer probable. At that time, the cumulated gains/losses 
are transferred to the items under which the hedged transactions are recognised.

The effective portion of changes in the value of derivative financial instruments used to hedge the value of recognised financial assets and 
liabilities is recognised in the income statement together with changes in the fair value of the hedged assets or liabilities which can be  
attributed to the hedging relationship.

The ineffective portion of hedge transactions, including time value for oil price hedges, and changes in the fair values of derivative financial 
instruments which do not qualify for hedge accounting, are recognised in the income statement as financial income or expenses for financial 
instruments, and as other income/costs for oil price hedges and forward freight agreements.

Segment information
The allocation of business activities into segments reflects the Group’s character as a conglomerate. Some activities are related, but are 
managed as independent units. For practical reasons management has grouped operational segments into six business areas after which 
segment information is disclosed.

Revenue between segments is limited except for Terminal activities, which delivers a large part of its services to the Group’s container ship-
ping activities. Sales of products and services between segments are based on market terms.

Segment profit or loss, assets and liabilities comprise items directly related to or which can be allocated to segments. Financial assets and 
liabilities and also related financial income and expenses are not attributed to business segments. Financial income and expenses directly 
related to a segment such as exchange rate adjustment of trade receivables and trade payables are included in the segment results.

Reportable segments do not comprise costs in group functions. Furthermore, oil hedging activities in Maersk Oil Trading and the results of 
Maersk Oil Trading’s trading activity in the form of purchasing bunker and lubricating oil on behalf of entities in the Group are not allocated  
to business segments.

Income statement
Generally, revenue is based on invoiced sales. Uncompleted voyages in shipping activities are recognised at the share related to the financial 
year. The earnings of vessels that are part of pool arrangements are recognised in revenue based on time charter equivalents. Revenue 
regarding the oil and gas activities is calculated as the Group’s share of the value of the oil and gas production in the partnerships in which 
the Group participates.

Exploration costs in the oil and gas activities are recognised as they are incurred, under operating costs.

Share in profits of associated companies is included after tax and corrected for share of unrealised intra-group gains and losses. The item 
also comprises any impairment losses for investments in associated companies, including goodwill, and their reversal.

Tax comprises the amount estimated to be paid for the year, as well as adjustments to previous years and deferred tax. The tax amount 
includes the special taxes relating to extraction and production of hydrocarbons, including the profit share to the Danish State and tax on 
income subject to Danish and foreign tonnage taxation, etc.

Government grants are deducted from the cost of the assets or costs to which the grant relates.
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1 – continued

Statement of comprehensive income
Other comprehensive income consists of income and costs not included in the income statement, including exchange rate adjustments 
arising from the translation of consolidated and associated companies’ financial statements into presentation currency, adjustment of other 
equity investments and hedging instruments to fair value and actuarial gains or losses on defined benefit plans etc. The Group’s share of 
other comprehensive income in associated companies is also included.

In the event of disposal or discontinuation of an entity, the Group’s share of the accumulated exchange rate adjustment relating to the 
relevant entity is reclassified to the income statement. Accumulated value adjustments of securities are transferred to the income statement 
in the event of sale or when an impairment loss is deemed to be unrecoverable. 

Actual and deferred tax relating to other comprehensive income are included.

Balance sheet
Intangible assets are measured at cost less accumulated amortisation and impairment losses. Amortisation is calculated on a straight-line 
basis over the estimated useful lives of the assets.

Intangible assets in connection with acquired oil resources (concession rights etc.) are amortised from the commencement of production 
until the fields’ expected production periods ends – a period of up to 15 years. Acquired exploration rights are amortised from the date of 
acquisition for a period of up to five years.

IT software is amortised over a useful life of 3-5 years.

For container terminals operated under certain restrictive price and service conditions, etc., concessional rights to collect usage charges are 
included under intangible assets. Cost includes the present value of minimum payments under concession agreements and the cost of prop-
erty, plant and equipment acquired on behalf of a grantor of a concession. The rights are amortised from the commencement of operations 
over the concession period.

Goodwill and other intangible assets with indefinite useful lives are not amortised, but impairment tests are prepared at least annually, start-
ing in the year of acquisition. Goodwill is attributed to cash-generating units.

Property, plant and equipment are valued at cost less accumulated depreciation and impairment losses. Depreciation is charged to the 
income statement on a straight-line basis over the useful lives at an estimated residual value. The useful lives of new assets are typically as 
follows: 

Ships, rigs, etc. 20-25 years
Containers, etc. 12 years
Buildings 10-50 years
Terminal infrastructure  over lease or  
  concession period
Plant and machinery, cranes and other terminal equipment 5-20 years
Other operating equipment, fixtures, etc. 3-7 years
Oil and gas production facilities, etc. – based on the expected production periods of the fields up to 15 years

For oil production facilities, including facilities under construction, where oil is received as payment for the investment (cost oil), depreciation 
takes place concurrently with the receipt of cost oil.

The cost of an asset is divided into separate components which are depreciated separately if the useful lives of the individual components differ.

Estimated useful lives and residual values are reassessed on a regular basis.

Impairment losses are recognised when the carrying amount of an asset or a cash-generating unit exceeds the higher of the estimated value 
in use and fair value less costs to sell.
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1 – continued

The cost of assets produced by the Group includes direct and indirect expenses. Borrowing costs from specific as well as general borrowings 
directly related to assets with a long production period are attributed to cost during the production period.

Cost includes the net present value of estimated costs of abandonment, removal and restoration.

Dry-docking costs are recognised in the carrying amount of ships, rigs, etc. when incurred and depreciated over the period until the next dry-docking.

Assets held under finance leases are treated as property, plant and equipment.

Impairment losses are recognised when the carrying amount of an asset or a cash-generating unit exceeds the higher of the estimated 
value in use and fair value less costs to sell. Goodwill is fully impaired before other assets in a cash-generating unit.

Investments in associated companies are recognised as the Group’s share of the equity value measured according to the Group’s accounting 
policies inclusive of goodwill less any impairment losses. Goodwill is an integral part of the value of associated companies and is therefore sub-
ject to an impairment test together with the investment as a whole. Impairment losses are reversed to the extent the original value is regained.

Securities, including shares, bonds and similar securities, are recognised on the trading date at fair value and subsequently measured at the 
quoted market price for listed securities and at estimated fair value for other securities. Securities that form part of the liquidity resources 
(Held for trading) are classified as current assets and value adjustments are recognised in the income statement under financial items. Other 
equity investments are classified as non-current assets (the category Available-for-sale) where unrealised value adjustments are recognised 
in other comprehensive income.

Inventories are measured at cost, primarily according to the FIFO method. Write-down is made to net realisable value if lower. The cost of 
finished goods and work in progress includes direct and indirect production costs.

Receivables are generally recognised at nominal value, which in all material respects corresponds to amortised cost. Non-current receivables 
are recognised at discounted value, including finance lease receivables. Write-down is made for anticipated losses based on specific individu-
al or group assessments. Work in progress for third parties is recognised at the sales value of the work completed less payments on account.

Equity includes total comprehensive income for the year comprising the profit or loss for the year and other comprehensive income. Any 
dividend for distribution is included as a separate component of equity. Proceeds on the purchase and sale of own shares and dividend from 
such shares are recognised in equity, including proceeds on the disposal of own shares in connection with the exercise of share options.

The translation reserve comprises the Group’s share of accumulated differences arising on the foreign currency translation of Group entities’ 
and associated companies’ financial statements into presentation currency. The securities reserve comprises accumulated changes in the 
fair value of other equity investments (Available-for-sale). The reserve for hedges includes the accumulated net change in the fair value of 
hedging transactions qualifying for hedge accounting.

Share options allocated to the key executives of the Group as part of the Group’s long-term incentive programme are recognised as staff 
costs at the estimated market value over the vesting period. The counter item is equity. The market value is calculated on the basis of the 
Black & Scholes formula for valuation of options.

Provisions are recognised when the Group has a current legal or constructive obligation and include provisions for abandonment of oil fields, 
restructuring costs, legal disputes, onerous contracts, etc. Provisions are recognised on the basis of best estimates and considering discount-
ing when the time element is significant.

Pension obligations, etc. which are defined benefit plans are recognised based on actuarial calculations of the obligations and the fair value 
of the assets in the plans. The pension cost charged to the income statement consists of current service costs less employee payments, 
computed interest cost, expected return on plan assets and settlement, gains or losses, etc. Actuarial gains and losses are recognised in 
other comprehensive income. Costs regarding defined contribution pension and insurance plans are recognised as incurred.

Pension plans where the Group as part of collective bargaining agreements participates together with other enterprises – so called multi-
employer plans – are treated as other pension plans in the financial statements. For defined benefit multi-employer plans where sufficient 
information is not available to use defined benefit accounting, the plans are treated as defined contribution plans.
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1 – continued

Deferred tax is calculated on differences between the carrying amount and tax base of assets and liabilities. Deferred tax is not provided on 
goodwill which is not deductible or depreciable for tax purposes, or temporary differences which have no effect on the accounting results or 
taxable income at the time of the transaction. In addition, deferred tax is not calculated for differences relating to investments in subsidiaries 
and associated companies to the extent that taxable dividends are unlikely in the foreseeable future. Deferred tax assets are recognised to 
the extent that it is probable that they can be utilised against future taxable income.

Financial liabilities are initially recognised at fair value less transaction costs. Transaction costs and any premium or discount are amortised 
over the term of the liabilities using the amortised cost method. Fixed interest loans which under hedge accounting are swapped to variable 
interest are measured at amortised cost adding or deducting the fair value of the hedged interest component. Liabilities in respect of finance 
leases are recognised in the balance sheet.

Cash flow statement
Cash flow for the year is divided into cash flow from operating activities, cash flow used for investing activities and cash flow from financing 
activities. Cash and cash equivalents comprise cash and bank balances. Changes in marketable securities are included in cash flow used for 
investing activities.

Discontinued operations and assets held for sale
Discontinued operations represent a separate major line of business disposed of or in preparation for sale. The results of discontinued 
operations are presented separately in the income statement and comparative figures are restated. Similarly, assets and related liabilities 
from discontinued operations are presented as separate items in the balance sheet, and the cash flows from discontinued operations are 
presented separately in the cash flow statement.

Individual assets or groups of assets that are to be disposed of collectively, are classified as assets held for sale, when the activities to carry 
out such a sale have been initiated and the activities are expected to be disposed of within 12 months. Liabilities that are directly related to 
assets held for sale are presented correspondingly.

Assets and liabilities from discontinued operations and assets held for sale except financial assets etc. are measured at the lower of carrying 
amount and fair value less costs to sell. Assets held for sale are not depreciated.

Key figures
Return on equity is calculated as the profit or loss for the year divided by the average equity.

Return on invested capital after tax (ROIC) is the profit or loss for the year before interest but after calculated tax, divided by the average 
invested capital (equity plus net interest-bearing debt).

Equity ratio is calculated as the equity divided by total assets.

The segments’ return on invested capital after tax (ROIC) is profit or loss divided by the average invested capital, net (assets less liabilities).

Earnings per share and cash flow from operating activities per share comprise A.P. Møller - Mærsk A/S’s share of the profit or loss for the year 
respectively the cash flow from operating activities divided by the number of shares (of DKK 1,000 each), excluding the Group’s holding of 
own shares.

Diluted earnings per share are adjusted for the dilution effect of issued share options.

Dividend per share is the proposed dividend for the year per share of DKK 1,000.

Total market capitalisation is the total number of shares – excluding the Group’s holding of own shares – multiplied by the end-of-year price 
quoted by NASDAQ OMX Copenhagen.



A.P. Moller - Maersk Group Group annual report 2011 80

Notes to the consolidated financial statements

2 Significant accounting estimates and judgements

When preparing the consolidated financial statements for the Group, the management undertakes a number of accounting estimates and 

judgements to recognise, measure and classify the Group’s assets and liabilities.

The most significant areas subject to estimates and judgements are mentioned below.

Valuation of intangible assets and property, plant and equipment

Intangible assets and property, plant and equipment are tested for impairment, if there is an indication of impairment. However, annual impairment 

tests are always carried out for goodwill and other intangible assets with indefinite useful lives as well as intangible assets that are not yet in use. 

Impairment losses are recognised when the carrying amount exceeds the higher of fair value less costs to sell and estimated value in use.

Fair value is sought to be obtained for active markets for corresponding assets or determined on the basis of other observable input.  

As far as possible, the estimated fair value of ships, rigs and properties is obtained using acknowledged brokers. However, it is not possible  

to determine reliable fair value for certain types of ships in the current market with continued low trading activity.

The estimated value in use is computed on the basis of the expected free cash flow from the relevant cash-generating unit based on up-

dated business plans for the next five years or the remaining useful lives for assets operating under contracts. The calculated value in use is 

based on a number of assumptions and subject to uncertainty in respect of the global economy’s impact on the Group’s business areas in 

the short term as well as in the long term. For tanker activities in particular, the values in use are based on expectations of enhanced market 

conditions as compared to the level at the end of 2011. Assumptions are described in notes 9 and 10.

The determination and delimitation of cash-generating units differ for the various business areas. For integrated network businesses such as 

Maersk Line and Safmarine, the container shipping activities are considered to be a single cash-generating unit. For the Oil and gas activities, 

connected oil and gas fields are considered to be cash-generating units, and for offshore and other shipping activities, the cash-generating 

unit is often the individual asset. Maersk Tankers and Maersk Supply Service group vessels according to type, size, etc. in accordance with the 

structure governing the management’s ongoing follow-up.

Depreciation periods

The total depreciation and amortisation is a considerable cost to the Group. Intangible assets and property, plant and equipment are depreciated  

and amortised over the expected useful lives for ships and rigs, etc., typically over a useful life of 20-25 years to a residual value of 10% of the  

original cost for ships and up to 30% for drilling rigs. For producing oil fields and production platforms, the useful lives are based on the expected 

production profile of the field.

Estimates of useful lives and residual values are reassessed regularly based on available information. In this connection, the long term view 

is prioritised, in order to disregard to the extent possible temporary market fluctuations, which may be significant. Changes to estimates of 

useful lives and residual values may affect the annual depreciation and amortisation and thereby the results for the year significantly.

Business combinations

The allocation of the acquisition cost to the fair value of the acquired assets, liabilities and contingent liabilities and thus to goodwill, including 

the allocation to cash-generating units, may have a significant impact on future profits. Fair values are based on estimates using information 

available at the time control was achieved.

When part of the acquisition cost for entities acquired is dependent on the development in future profits, estimates are made of the most 

probable value of the contingent acquisition cost based on current forecasts.

Leasing

Lease contracts are classified as operating or finance leases at the inception of the lease. Once determined, the classification is not subsequently 

changed unless there are changes to the contract documents.

Contracts which transfer all significant risks and benefits associated with the underlying asset to the lessee are classified as finance leases. 

This usually applies to long-term lease contracts or where ownership is transferred to the lessee at the expiry of the lease term. All conditions 

in a contract are assessed and the classification depends to a certain extent on judgment based on the actual circumstances of the agreement.
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2 – continued

The value of assets held under finance leases recognised in the balance sheet is based on the discounted value of the contractual lease  

payments. No contingent lease payments are included and the value can therefore be determined reliably. Uncertainty relating to the useful 

lives and residual values of assets and the impairment test principles is the same for assets held under finance leases as for own assets.

Deferred tax assets

Deferred tax assets are recognised and measured to the extent they are expected to be realisable within the foreseeable future. Tax assets 

which can only be utilised in the longer term are deemed to be uncertain and are not recognised.

Receivables

Provisions for bad debt and write-downs of receivables are carried out on the basis of an assessment of their recoverability at the balance 

sheet date. Trade receivables are grouped on the basis of maturity analyses for the purpose of providing for bad debt. In special circumstances 

trade receivables are impaired individually. Other receivables, including loans, are written-down on the basis of an assessment of the individual 

debtor’s credit rating. An analysis of overdue trade receivables and movement in the provisions for bad debt can be found in note 23. The write- 

downs of non-current receivables performed in the period can be found in note 6.

Pension liabilities

The gross liability for defined benefit plans, etc. is based on a number of actuarial assumptions such as discount rates, future inflation, the 

future rate of salary and pension increases, and mortality rates. External actuaries are used for measuring the gross liabilities. Even modest 

changes to the actuarial assumptions may result in significant changes in the pension liability. 

Plan assets that are used only to meet the obligations are set off against the gross liability. Assets are measured at fair value by fund administrators 

and comprise cash, securities, properties, etc. Where there is not an active market for the assets, the fair value is estimated. The less liquid the 

assets, the greater the uncertainty related to the measurement. The composition of the assets can be found in note 19.

Provisions for abandoment

When establishing oil and gas production facilities, provisions are made for the cost of the disposal of the facilities and re-establishment 

of the sea bed according to the rules which apply to the individual concession areas. The assumptions for the provisions are reassessed 

annually. A significant part of the liability is not realised until after 20-30 years and consequently the calculation of the liability, including the 

assumptions applied, is associated with significant uncertainty.

The most significant assumptions are:

•  The useful economic life of the field and thereby the time of abandonment (which partly depends on the future oil price)

•  Cost level at the time of abandonment

•  Discount rate

Provisions for legal disputes etc.

The management’s estimate of the provisions in connection with legal disputes, including disputes on taxes and duties, is based on the 

knowledge available on the actual substance of the cases and a legal assessment of these. Due to the nature of legal disputes, the outcome 

of these is subject to considerable uncertainty.

Other provisions

The amount comprises inter alia estimated provisions for onerous contracts, guarantee obligations and provisions for incurred, but not yet 

reported incidents under certain insurance programmes, primarily in the USA.

Judgement of accounting control

To a certain extent, the classification of entities partly owned by other enterprises, and thereby how the entities are accounted for in the 

consolidated financial statements, is based on a judgement of the formal and actual conditions and clauses in shareholders’ agreements etc.
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  Container Oil Terminal Tankers, Retail Other Total
  activities and gas activities offshore activities businesses reportable
   activities  and other   segments
     shipping   
     activities

  2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit/loss before financial items

Financial items, net

Profit/loss before tax

Tax

Profit/loss for the year

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment, including additions from  

business combinations.

For Container activities, revenue includes freight and transport income. In Oil and gas activities, revenue  

constitutes the Group’s share of the value of oil and gas production. Terminal activities have income from  

operation of container terminals. For Tankers, offshore and other shipping activities, revenue comprises  

transport income, etc. as well as income from offshore drilling activities.  Revenue from Retail activities  

concerns the sale of convenience goods, etc.

Oil and gas activities include assets and liabilities of DKK 20,593m (DKK 2,779m) and DKK 725m (DKK 1,173m),  

respectively, which relate only to exploration activities. Intangible assets totalled DKK 14,137m (DKK 784m) of  

the total assets. Cash flow from exploration activities totalled DKK -4,623m (DKK -3,909m) from operating  

activities and DKK -13,834m (DKK -1,194m) used for capital expenditure.

3 Segment information

145,555

602

146,157

6,043

8,473

313

8

681

-11

-2,065

-241

-2,306

569

-2,875

5,315

-17,614

-12,299

20,616

23

114,668

1,838

20,613

29,014

108,128

146,052

363

146,415

25,877

8,789

942

14

131

-12

16,279

-112

16,167

1,312

14,855

23,619

-5,484

18,135

7,429

42

100,649

1,776

18,350

25,549

95,268

67,554

 - 

67,554

53,626

11,485

135

 - 

13

-24

41,995

-517

41,478

30,440

11,038

23,374

-20,286

3,088

21,143

711

54,206

 - 

8,007

25,998

36,926

57,634

 - 

57,634

46,493

13,226

368

 - 

20

 - 

32,919

-296

32,623

23,296

9,327

22,231

-11,033

11,198

9,634

 - 

43,020

 - 

7,741

23,159

27,602
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  Container Oil Terminal Tankers, Retail Other Total
  activities and gas activities offshore activities businesses reportable
   activities  and other   segments
     shipping   
     activities

  2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit/loss before financial items

Financial items, net

Profit/loss before tax

Tax

Profit/loss for the year

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment, including additions from  

business combinations.

For Container activities, revenue includes freight and transport income. In Oil and gas activities, revenue  

constitutes the Group’s share of the value of oil and gas production. Terminal activities have income from  

operation of container terminals. For Tankers, offshore and other shipping activities, revenue comprises  

transport income, etc. as well as income from offshore drilling activities.  Revenue from Retail activities  

concerns the sale of convenience goods, etc.

Oil and gas activities include assets and liabilities of DKK 20,593m (DKK 2,779m) and DKK 725m (DKK 1,173m),  

respectively, which relate only to exploration activities. Intangible assets totalled DKK 14,137m (DKK 784m) of  

the total assets. Cash flow from exploration activities totalled DKK -4,623m (DKK -3,909m) from operating  

activities and DKK -13,834m (DKK -1,194m) used for capital expenditure.

14,556

10,517

25,073

5,670

1,978

 - 

5

141

270

4,108

20

4,128

652

3,476

4,882

-3,681

1,201

4,372

2,631

27,340

1,792

4,285

6,608

29,440

12,901

11,005

23,906

4,884

2,163

315

 - 

2,580

136

5,122

15

5,137

680

4,457

4,749

-1,694

3,055

4,908

2,099

26,620

164

4,157

6,381

26,659

31,229

518

31,747

10,148

4,623

1,714

580

135

69

4,595

38

4,633

669

3,964

9,178

-9,188

-10

9,463

3,866

75,654

6,663

9,749

10,667

85,265

31,069

610

31,679

8,814

4,547

2,493

56

681

-392

2,119

-28

2,091

729

1,362

7,726

-5,654

2,072

7,338

3,546

77,588

107

8,598

10,049

79,790

55,227

 - 

55,227

2,885

496

68

 - 

3,703

 - 

6,024

-88

5,936

633

5,303

2,292

3,392

5,684

2,895

 - 

17,526

 - 

4,629

7,064

15,091

59,250

 - 

59,250

3,591

827

 - 

 - 

40

 - 

2,804

67

2,871

656

2,215

2,493

-2,210

283

2,411

 - 

15,551

3,066

4,391

7,523

15,485

4,379

5,289

9,668

995

166

36

 - 

56

346

1,195

12

1,207

200

1,007

267

-4,105

-3,838

170

25,227

1,308

17

2,180

2,192

26,540

5,580

2,601

8,181

257

197

30

 - 

141

735

906

5

911

+42

953

1,078

451

1,529

68

20,999

1,416

17

1,964

3,155

21,241

318,500

16,926

335,426

79,367

27,221

2,266

593

4,729

650

55,852

-776

55,076

33,163

21,913

45,308

-51,482

-6,174

58,659

32,458

290,702

10,310

49,463

81,543

301,390

312,486

14,579

327,065

89,916

29,749

4,148

70

3,593

467

60,149

-349

59,800

26,631

33,169

61,896

-25,624

36,272

31,788

26,686

264,844

5,130

45,201

75,816

266,045
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 2011 2010

Revenue

Reportable segments

Unallocated activities (Maersk Oil Trading)

Eliminations

Total 

Of which:

Sale of goods including sale of oil and gas

Rendering of services, etc.

Profit for the year

Reportable segments

Financial items

Costs in Group functions, etc.

Unallocated tax

Eliminations

Total continuing operations

Discontinued operations, after elimination

Total 

Assets

Reportable segments

Unallocated activities

Eliminations

Total continuing operations

Discontinued operations, after elimination

Total 

Liabilities

Reportable segments

Unallocated activities

Eliminations

Total continuing operations

Discontinued operations, after elimination

Total 

Geographical information

For the shipping activities revenue is based on the destination for ships operated by the Group and on  

customer location for ships on time charter. The majority of the Group’s ships, drilling rigs and containers  

are registered in Denmark, Singapore, United Kingdom and USA. These types of assets are allocated  

to countries based on legal ownership.

Amounts in DKK million

Notes to the consolidated financial statements

3 – continued

335,426

4,188

-17,094

322,520

131,349

191,171

327,065

3,035

-14,704

315,396

123,524

191,872

21,913

-3,787

303

+697

-515

18,005

78

18,083

382,933

27,783

-5,980

404,736

7

404,743

81,543

120,829

-5,595

196,777

31

196,808

33,169

-4,914

540

+448

49

28,212

3

28,215

341,861

36,855

-4,204

374,512

211

374,723

75,816

110,189

-4,344

181,661

100

181,761
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 External revenue Non-current assets1

Geographical split 2011 2010 2011 2010

Denmark

Qatar

Singapore

United Kingdom

USA

Other

Total

1 Comprise intangible assets and property, plant and equipment.    

 2011 2010

Costs of goods sold
Bunker costs
Exploration costs
Rental and leasing costs
Staff costs
Integration and restructuring costs
Other
Total operating costs

Remuneration of employees
Wages and salaries
Severance payments
Pension costs, defined benefit plans
Pension costs, defined contribution plans
Other social security costs
Total remuneration

Of which:
Recognised in the cost of assets
Included in exploration costs
Included in integration and restructuring costs
Expensed as staff costs

Average number of employees excluding discontinued operations

Rental and leasing costs include contingent rent totalling DKK 644m (DKK 654m). 

Customary agreements have been made with employees regarding compensation in connection with  
resignation with consideration for local legislation and collective agreements. 

For information about share-based payment reference is made to note 17.

Amounts in DKK million

Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

3 – continued

4 Operating costs

48,003
37,580

5,303
19,490
35,763

344
99,082

245,565

31,720
529
242

2,203
2,141

36,835

266
447
359

35,763

117,080

50,472
26,701

3,403
16,541
34,764

714
93,713

226,308

31,071
545
240

1,784
2,244

35,884

354
341
425

34,764

113,741

63,185

33,440

1,551

18,762

26,766

178,816

322,520

64,452

27,020

1,087

28,645

37,146

157,046

315,396

98,290

10,385

53,204

27,705

11,200

82,883

283,667

101,821

15,768

39,897

28,370

11,568

60,871

258,295
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Fees and remuneration to the Board of Directors and the Managing Director

The Board of Directors has received fees of DKK 17m (DKK 18m).

Remuneration of the Managing Director, Firmaet A.P. Møller, is expensed with DKK 81m (DKK 99m).

Contract of employment for the Managing Director contains terms customary in Danish listed companies, including termination notice  

and competition clauses. In connection with a possible takeover offer, neither management nor the Board of Directors will receive special 

remuneration.

Fees to the statutory auditors KPMG, Statsautoriseret KPMG including 
 Revisionspartnerselskab network firms

 2011 2010 2011 2010

Statutory audit

Other assurance services

Tax and VAT advisory services

Other services

Total fees

 PricewaterhouseCoopers PwC including  
 Danmark,  network firms1
 Statsautoriseret
 Revisionsaktieselskab1 

 2011 2010 2011 2010

Statutory audit

Other assurance services

Tax and VAT advisory services

Other services

Total fees

1 The 2010 fee is related to Grant Thornton, Statsautoriseret Revisionsaktieselskab and Grant Thornton network firms.

Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

4 – continued

Amounts in DKK million

5 Gain on sale of non-current assets, etc., net

   2011 2010

Gains 

Losses

Gain on sale of non-current assets, etc., net

Gains relate primarily to Netto Foodstores Limited, UK. The sale was completed 13 April 2011 with a gain of DKK 3.8bn including an  
accumulated exchange rate loss of DKK 0.5bn previously recognised in equity. 

31

-

5

6

42

9

1

2

2

14

108

2

20

9

139

12

1

2

2

17

29

2

15

6

52

8

1

2

10

21

101

3

26

17

147

10

1

3

13

27

4,914

166

4,748

4,296

504

3,792
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 2011 2010

Interest expenses on liabilities

Hereof borrowing costs capitalised on assets 

Interest income on loans and receivables

Interest income on securities

Fair value adjustment transferred from equity hedge reserve (loss)

Fair value adjustment of issued bonds attributable to interest rate risk (loss)1

Unwind of discount on provisions

Net interest expenses

Exchange rate gains on bank deposits, loans and working capital

Exchange rate losses on bank deposits, loans and working capital

Net foreign exchange gains

Fair value gains from derivatives  

Fair value losses from derivatives

Fair value gains from securities

Fair value losses from securities

Net fair value losses

Dividends received from securities

Dividends received from other equity investments

Total dividend income

Impairment losses on financial non-current receivables

Financial expenses, net

Of which:

Financial income

Financial expenses

1  The corresponding adjustment of the hedging instrument has been recognised in fair value gains from  

derivatives.

The capitalisation rate used to determine the amount of borrowing costs eligible for capitalisation is 5.2%

For an analysis of gains and losses from derivatives reference is made to note 15.

In 2010, sale of other equity investments resulted in a gain of DKK 2.5bn which primarily related to Sigma Enterprises Ltd. and Flinders Ports. 

Gains also included DKK 0.5bn related to Gujarat Pipavav Port Ltd., K/S Membrane 1 and K/S Membrane 2 where control was lost and the 

non-controlling investments prospectively are retained at estimated fair value.

Amounts in DKK million 

Amounts in DKK million 

6 Financial income and expenses

5 – continued

Notes to the consolidated financial statements

4,173

229

697

71

673

211

376

4,436

2,947

1,500

1,447

464

2,029

20

24

1,569

5

16

21

27

4,564

4,220

8,784

5,000

-

860

58

940

61

361

5,444

1,457

1,056

401

478

704

96

88

218

12

18

30

32

5,263

2,979

8,242
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 2011 2010

Tax recognised in the income statement

Of which regarding Danish and foreign tonnage tax, freight tax, etc.

Total 

Current tax

Adjustment of deferred tax

Adjustment of temporary differences including tax assets, previously not recognised

Total adjustment of deferred tax

Total 

Current and deferred tax arise as follows:

Profit before tax

Income subject to Danish and foreign tonnage taxation, etc.

Share of profit/loss in associated companies

Profit before tax, adjusted

Calculated 25% tax

Tax rate deviations in foreign entities, net

Additional tax in the oil segment in excess of 25%

Gains related to shares, dividends, etc.

Adjustment to previous years' taxes

Deferred tax assets, not previously recognised

Tax losses for which no deferred tax asset was recognised

Other permanent differences, net

Total 

Tax recognised in equity

Fair value adjustment of other equity investments

Cash flow hedges

Actuarial gains/losses on defined benefit plans, etc.

Tax recognised in other comprehensive income, net

Tax recognised directly in equity

Total

Of which:

Current tax

Deferred tax

Amounts in DKK million

Notes to the consolidated financial statements

7 Tax

32,447

-610

31,837

30,458

1,379

1,379

31,837

50,452

3,186

-651

52,987

13,247

-209

18,985

-879

-9

-462

1,142

22

31,837

1

420

+169

252

48

300

56

244

26,174

-675

25,499

26,706

-1,207

-1,207

25,499

54,386

-14,100

-461

39,825

9,956

-704

14,827

36

-324

-376

1,001

1,083

25,499

+30

58

+58

+30

 - 

+30

5

+35
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

8 Discontinued operations and assets held for sale

The three aircrafts that remained in Maersk Aviation (discontinued operations) were sold in 2011.  

Assets held for sale are primarily related to Maersk LNG A/S, Maersk Equipment Service Company, Inc. and seven container vessels, of which four are 

owned and three are held under finance leases. Impairment losses of DKK 113m were recognised in 2011 relating to the seven container vessels.

Impairment losses of DKK 0m (DKK 1,190m) have been recognised in relation to the reclassification to assets held for sale.  

On 12 October 2011, the Group entered into an agreement with Teekay LNG Operating LLC and Marubeni Corporation on the sale of Maersk 

LNG A/S for a total consideration of USD 1.4bn on a cash and debt free basis. The transaction is expected to be completed in the first quarter 

2012 and is subject to customer consents and regulatory approval.

The sale of Netto Foodstores Limited, UK was completed on 13 April 2011 with a gain of DKK 3.8bn including an accumulated exchange rate 

loss of DKK 0.5bn previously recognised in equity. Furthermore, one handysize product tanker was sold in 2011. 

In 2010, assets held for sale were primarily related to Netto Foodstores Limited, UK, seven container vessels, of which four were owned and 

three were held under finance leases and one handysize product tanker. Impairment losses of DKK 260m were recognised relating to Norfolk 

Holdings B.V.

 2011 2010

Profit for the year – discontinued operations 

Revenue

Costs, etc. (including provisions made and reversed)  

Profit/loss before tax, etc.

Tax

Profit/loss

Gain on sale of non-current assets, etc., net

Tax hereof

Profit for the year – discontinued operations

A.P. Møller - Mærsk A/S’ share hereof

Earnings and diluted earnings per share, DKK

Cash flows from discontinued operations for the year

Cash flow from operating activities

Cash flow used for investing activities

Cash flow from financing activities

Net cash flow from discontinued operations

Balance sheet items comprise:

Non-current assets

Current assets

Assets held for sale

Provisions

Other liabilities

Liabilities associated with assets held for sale

6

42

48

10

38

56

16

78

78

18

-14

141

2

129

10,148

204

10,352

73

1,584

1,657

34

-41

-7

8

-15

18

- 

3

3

1

42

-19

-87

-64

4,765

576

5,341

70

1,899

1,969
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 Goodwill Terminal Oil con- Other Total
  and service cession rights 
  concession rights  
  rights

Cost

1 January 2010

Addition

Acquired in business combinations

Disposal

Disposal on sale of businesses

Exchange rate adjustment

31 December 2010

Addition

Acquired in business combinations

Disposal

Transfer, assets held for sale

Exchange rate adjustment

31 December 2011

 

Amortisation and impairment losses

1 January 2010

Amortisation

Impairment losses

Disposal

Disposal on sale of businesses

Exchange rate adjustment

31 December 2010

Amortisation

Impairment losses

Disposal

Transfer, assets held for sale

Exchange rate adjustment

31 December 2011

Carrying amount:

31 December 2010    1   2   3

31 December 2011    1   2   3

1  Of which DKK 637m (DKK 317m) is under development. DKK 284m (DKK 0m) is related to a terminal right with indefinite useful life in  

Poti Sea Port Corp. The impairment test is based on the estimated value in use from a ten year business plan as the terminal is expected  

to reach full utilisation from 2021. A discount rate of 13.5% p.a. after tax and a terminal value with an expected growth rate equal to local  

GDP growth have been applied in the calculation. Furthermore, the development in volumes and rates are significant parameters.

2 Of which DKK 14,967m (DKK 1,684m) is related to oil concession rights where amortisation will begin when production commences.

3 Of which DKK 798m (DKK 410m) is related to ongoing development of software.

Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

9 Intangible assets

3,357

 - 

51

1

 - 

524

3,931

 - 

399

2

 - 

109

4,437

245

 - 

291

1

 - 

18

553

 - 

 - 

2

 - 

12

563

3,378

3,874

4,913

1,746

51

44

774

407

6,299

485

284

6

-122

-84

6,856

1,018

216

94

8

289

103

1,134

197

 - 

  - 

-26

-7

1,298

5,165

5,558

21,534

2,732

 - 

 - 

 - 

1,751

26,017

887

12,345

123

 - 

1,570

40,696

17,262

2,224

136

 - 

 - 

1,404

21,026

1,031

135

67

 - 

575

22,700

4,991

17,996

4,137

235

6

1,699

 - 

452

3,131

593

139

176

-90

84

3,681

2,472

815

198

1,699

 - 

250

2,036

319

12

139

-10

52

2,270

1,095

1,411

33,941

4,713

108

1,744

774

3,134

39,378

1,965

13,167

307

-212

1,679

55,670

20,997

3,255

719

1,708

289

1,775

24,749

1,547

147

208

-36

632

26,831

14,629

28,839
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

9 – continued

Goodwill

The carrying amount of goodwill has been allocated to the following operating segments and cash generating units based on the  

management structure:

     Carrying amount

Operating segment    Cash generating unit 2011 2010

Tankers, offshore and other shipping activities Adsteam Marine Limited (Australia)

Tankers, offshore and other shipping activities Adsteam Marine Limited (United Kingdom)

Container activities Airfreight services (Damco)

Retail activities OHG Netto Supermarkt GmbH & Co.

Other 

Total

The impairment test is based on the estimated value in use from five year business plans and a calculated terminal value with growth equal 

to the expected local inflation.

Key assumptions   Terminal value Estimated average Applied discount rate
   growth rate  earnings growth p.a.   p.a. after tax
    in the budget period

Cash generating unit   2011 2010 2011 2010 2011 2010

Adsteam Marine Limited (Australia)

Adsteam Marine Limited (United Kingdom)

Airfreight services (Damco)

OHG Netto Supermarkt GmbH & Co.

Impairment loss for 2010 of DKK 291m was related to Broström Group goodwill, which was fully impaired based on weak market conditions 

for small and intermediate product tankers.

Other intangible assets

Impairment losses for the year of DKK 147m are primarily related to oil concession rights on the Janice field in the United Kingdom and are 

based on estimated value in use. A discount rate of 8.5% p.a. after tax and the forward curve for oil prices at 31 December 2011 were used in 

the calculation.

Impairment losses for 2010 of DKK 428m on time charter contracts, oil concession rights and terminal rights were recognised based on 

estimated value in use.

12.5%

5.9%

8.6%

11.3%

3.0%

2.5%

 - 

0.0%

2.0%

1.5%

2.0%

0.0%

14.0%

7.5%

 - 

14.5%

2,564

320

442

415

133

3,874

7.5%

7.5%

9.6%

7.0%

2,501

312

 - 

415

150

3,378

7.8%

7.7%

 - 

7.0%
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 Ships, rigs, Production Land and Construc- Total
 containers, facilities buildings tion work in 
 etc. and  progress and 
  equipment,  payment on 
  etc.  account 

Cost
1 January 2010
Addition
Acquired in business combinations
Disposal
Disposal on sale of businesses
Transfer 
Transfer, assets held for sale
Exchange rate adjustment
31 December 2010
Addition 
Acquired in business combinations 
Disposal 
Disposal on sale of businesses 
Transfer 
Transfer, assets held for sale 
Exchange rate adjustment
31 December 2011 

Depreciation and impairment losses
1 January 2010
Depreciation
Impairment losses
Reversal of impairment losses
Disposal
Disposal on sale of businesses
Transfer 
Transfer, assets held for sale
Exchange rate adjustment
31 December 2010
Depreciation 
Impairment losses 
Reversal of impairment losses 
Disposal 
Disposal on sale of businesses 
Transfer 
Transfer, assets held for sale 
Exchange rate adjustment
31 December 2011 

Carrying amount:
31 December 2010
31 December 2011 

Hereof carrying amount of finance leased assets:
31 December 2010
31 December 2011

Amounts in DKK million

Notes to the consolidated financial statements

10 Property, plant and equipment

211,674
4,631

129
2,916
1,845

16,638
-3,256

17,464
242,519

11,919
120

8,916
32

17,422
-8,824
6,462

260,670

67,071
12,372

2,457
70

2,031
366
411

-1,549
5,551

83,846
12,675

1,792
581

6,943
12

203
-1,809
2,315

91,486

158,673
169,184

15,898
13,601

101,684
1,382

1
2,365
2,082

21,138
-437

7,726
127,047

2,422
620

3,015
65

4,494
-166

2,761
134,098

65,082
11,968

284
 - 

1,441
847

6,743
-383

4,834
86,240
11,703

35
5

2,718
47

721
-66

2,423
98,286

40,807
35,812

19
 - 

32,948
2,658

2
326
569
893

-3,332
1,312

33,586
755
675
273

 - 
2,021

-389
-176

36,199

11,221
976
151

 - 
148
288
-15

-749
272

11,420
750

68
8

141
 - 

-94
-5

-14
11,976

22,166
24,223

47
40

40,570
18,012

 - 
356

57
-38,669

 - 
3,335

22,835
26,693

40
170

 - 
-23,937

-1
655

26,115

5,928
1,173

277
 - 
 - 
 - 

-7,139
 - 

576
815
543
110

 - 
128

 - 
-830

 - 
-4

506

22,020
25,609

1,768
 - 

386,876
26,683

132
5,963
4,553

 - 
-7,025

29,837
425,987

41,789
1,455

12,374
97

 - 
-9,380
9,702

457,082

149,302
26,489

3,169
70

3,620
1,501

 - 
-2,681

11,233
182,321

25,671
2,005

594
9,930

59
 - 

-1,880
4,720

202,254

243,666
254,828

17,732
13,641
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

10 – continued

   Applied discount Impairment Reversal of 
   rate p.a. after tax losses impairment losses

 

Operating Cash generating Methodology 
segment unit  2011 2010 2011 2010 2011 2010

Tankers,  FPSOs

offshore and  

other shipping LNG carriers

activities 

 Intermediate

 product tankers

Container 

activities Maersk Line1

Oil and gas 

activities Janice area

 Other

Total

1 Container vessels transferred to assets held for sale and impaired to estimated market value.

Finance leases

As part of the Group’s activities, customary leasing agreements are entered into, especially with regard to the chartering of vessels and 

leasing of containers and other equipment. In some cases, the leasing agreements comprise purchase options for the Group and options for 

extension of the lease term.

In the financial statements, assets held under finance leases are recognised in the same way as owned assets.

Operating leases as lessor

Property, plant and equipment include assets, mainly vessels and FPSOs, which are leased out as part of the Group’s activities. The future 

lease income is DKK 29.5bn (DKK 36.5bn) of which DKK 3.6bn (DKK 3.6bn) is payable within one year, DKK 9.6bn (DKK 11.1bn) between one 

and five years and DKK 16.3bn (DKK 21.8bn) in more than five years.

Ownership of production facilities, etc.

Ownership of production facilities, etc. relating to oil production in Qatar and Algeria with a carrying amount of DKK 13.1bn (DKK 17.9bn)  

is transferred to state-owned oil companies on an ongoing basis according to agreements. The right of use is maintained during the  

concession period.

Pledges

Ships, buildings, etc. with a carrying amount of DKK 54.8bn (DKK 57.3bn) have been pledged as security for loans of DKK 41.4bn (DKK 45.7bn).

1,339

 - 

268

 - 

 - 

398

2,005

8.1%

8.1%

9.1%

-

8.1%

9.0%

-

10.0%

-

-

Value in use

Fair value

(value in use)

Value in use

Fair value

Value in use

1,105

422

141

942

174

385

3,169

 - 

485

 - 

 - 

 - 

109

594

 - 

 - 

 - 

 - 

 - 

70

70
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

11 Investments in associated companies

In aggregate, the Group's associated companies have the following revenue, profit/loss, assets and liabilities (100%):

 Banking activities Other activities

 2011 2010 2011 2010

Revenue

Profit/loss

Assets

Liabilities

The fair value of listed shares in associated companies totalled DKK 16.7bn (DKK 23.8bn). The carrying amount of these is DKK 28.0bn  

(DKK 23.6bn) and is primarily related to the Group’s ownership interest in Danske Bank. 

Revenue from banking activities includes gross interest income, trading income, fees received and insurance income.

Contingent liabilities in associated companies totalled DKK 50.9bn (DKK 53.1bn) proportionally and are mainly related to Danske Bank's  

guarantees and other contingent liabilities.

Banking activities

Profit in Danske Bank was DKK 1.7bn (DKK 3.7bn). The Group’s share was DKK 0.3bn (DKK 0.7bn). 

In April 2011, the Group participated in Danske Bank’s rights issue of DKK 20bn with an investment of DKK 4bn.

Ro/Ro activities

Overall, the Group’s ownership interest in DFDS and Höegh Autoliners, etc. contributed a profit of DKK 50m (loss of DKK 399m). The Group’s 

share of DFDS’ profit is based on consensus estimates as the 2011 annual financial statements for DFDS have not yet been published.

20,414

793

54,122

30,361

18,238

-557

48,657

29,438

118,523

1,723

3,424,403

3,298,548

120,463

3,664

3,213,886

3,109,144
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Amounts in DKK million

Notes to the consolidated financial statements

12 Other receivables

      2011 2010

Loans

Finance lease receivables

Other interest-bearing receivables and deposits

Receivables from sale of non-current assets, etc.

Tax and VAT receivables, etc.

Other

Total 

Of which:

Classified as non-current

Classified as current

The finance lease receivables are primarily related to the Portsmouth terminal in Virginia, USA, which was leased out in 2010 to the Virginia Port 

Authority for a term of 20 years.

Finance lease receivables Gross Interest Carrying Gross Interest Carrying 
  receivables  amount receivables  amount

  2011 2011 2011 2010 2010 2010

Within one year

Between one and five years

After five years

Total 

4,937

648

1,020

1,162

904

5,618

14,289

3,851

10,438

4,136

568

858

261

643

7,406

13,872

3,488

10,384

18

99

451

568

11

36

50

97

29

135

501

665

27

104

517

648

9

45

157

211

36

149

674

859
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

13 Deferred tax

Notes to the consolidated financial statements

Recognised deferred tax assets and liabilities are attributable to the following:

  Assets  Liabilities Net

 2011 2010 2011 2010 2011 2010

Intangible assets

Property, plant and equipment

Derivatives

Receivables, etc.

Liabilities

Tax loss carry forwards

Other

Total

Offsets 

Total 

Change in deferred tax, net during the year 2011 2010

1 January

Recognised in the income statement

Recognised in equity

Change from acquisition/sale of businesses

Transfer, assets held for sale

Exchange rate adjustments

31 December

Unrecognised deferred tax assets

Under the special hydrocarbon tax, the Group has field loss carry forwards with a tax value of DKK 0.0bn (DKK 0.2bn). No tax value was  

recognised in 2010 as it was not considered likely that the deferred tax assets could be realised in the foreseeable future.

Other unrecognised deferred tax assets relate to:

 2011 2010

Deductible temporary differences

Tax loss carry forwards

Total

The tax loss carry forwards have no significant time limitations. No tax value is recognised as it is not considered likely that the deferred tax  

assets can be realised in the foreseeable future.    

There are no significant unrecognised tax liabilities on investments in subsidiaries, associated companies and jointly controlled entities.

1,214

6,569

-33

-144

-3,855

-2,216

-462

1,073

 - 

1,073

1,233

4,815

-500

-111

-3,543

-2,227

-401

-734

 - 

-734

1,386

8,443

1

340

218

 - 

59

10,447

-4,439

6,008

1,431

6,496

2

55

285

40

185

8,494

-4,094

4,400

172

1,874

34

484

4,073

2,216

521

9,374

-4,439

4,935

198

1,681

502

166

3,828

2,267

586

9,228

-4,094

5,134

-734

1,379

244

5

5

174

1,073

467

-1,207

-35

5

-4

40

-734

1,394

2,610

4,004

1,161

2,487

3,648
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Amounts in DKK million

Notes to the consolidated financial statements

14 Inventories

      2011 2010

Raw materials and consumables

Work in progress

Finished goods and goods for resale

Bunker

Total 

No significant write-downs or reversals have been recognised on inventories.

To hedge risks relating to interest rates, currency, as well as freight rates and crude oil and bunker prices, financial derivatives are used. Foreign 

exchange forwards and option contracts are used to hedge the currency risk related to recognised and unrecognised transactions. Interest rate 

swaps are used to hedge interest rate exposure on loans. Derivatives are entered into to hedge freight rates, crude oil prices and bunker prices.

 2011 2010

Non-current receivables

Current receivables

Non-current liabilities

Current liabilities

Liabilities, net

The fair value of derivatives held at the balance sheet date can be allocated by type as follows:

  Fair value Recognised Recognised Fair value Recognised Recognised 
   in income in equity  in income in equity
   statement   statement 

  2011 2011 2011 2010 2010 2010

Currency derivatives

Interest rate derivatives

Price hedge derivatives

Total

Amounts in DKK million

15 Derivatives

2,046

125

4,852

7,023

5,845

12,868

1,834

178

4,428

6,440

3,977

10,417

815

469

2,444

2,182

3,342

244

901

1,391

1,643

1,889

-639

-1,037

 - 

-1,676

467

-2,402

46

-1,889

44

-232

46

-142

423

-2,170

- 

-1,747

-1,743

108

-31

-1,666

-2,382

-929

-31

-3,342
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15 – continued

The fair value recognised in equity relate to derivatives designated as effective hedging of future cash flows. The gains/losses are mainly 

expected to affect the income statement in the same periods as the cash flows are expected to occur. The expected  timing of the effect on 

the income statement is as follows :

  Currency Interest Total Currency Interest Total 
  derivatives rate  derivatives rate 
   derivatives   derivatives 

  2011 2011 2011 2010 2010 2010

Within one year

Between one and five years

After five years

Total

The gains/losses, including realised transactions, are recognised as follows:

    2011 2010

Hedging foreign exchange risk of revenue

Hedging foreign exchange risk of operating costs

Hedging foreign exchange risk of gain on sale of non-current assets, etc.

Hedging interest rate risk

Hedging foreign exchange risk of the cost of property, plant and equipment

Total effective hedging

Ineffectiveness recognised in financial expenses

Total reclassified from equity reserve for hedges

Derivatives accounted for as held for trading:

Currency derivatives recognised directly in financial income/expenses

Interest rate derivatives recognised directly in financial income/expenses

Hedging of oil prices and freight rates recognised directly in other  

income/costs

Net gains/losses

Total 

Currency derivatives hedge future revenue, operating costs and investments and are recognised on an ongoing basis in the income state-

ment and the cost of property, plant and equipment respectively.

Interest rate derivatives swap primarily floating to fixed rates on loans and are recognised in the income statement concurrently with the 

hedged interest expenses. Furthermore, interest rate derivatives are used to swap fixed rate loans to floating interest rates.

Furthermore, the Group enters into derivatives to hedge economic risks that are not accounted for as hedging. These derivatives are  

accounted for as held for trading.

Amounts in DKK million

Notes to the consolidated financial statements

-1,197

-389

-90

-1,676

472

-49

 - 

423

-826

-1,232

-112

-2,170

-354

-1,281

-112

-1,747

-575

-387

-75

-1,037

-117

31

-

-940

-15

-1,041

-34

-1,075

-61

-131

73

-119

-1,194

-622

-2

-15

-639

47

416

279

-673

-34

35

-90

-55

-1,762

287

-88

-1,563

-1,618
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15 – continued

Fair value of price derivatives comprise:

     2011 2010

Oil price hedges

Raw materials hedges

Forward freight agreements

Total

For information about currencies, maturities, etc. reference is made to note 23.

Amounts in DKK million

16 Share capital and earnings per share

The share capital on 31 December 2011 comprises:

A shares DKK 2,197.8m divided into 2,197,597 shares of DKK 1,000 and 406 shares of DKK 500

B shares DKK 2,197.8m divided into 2,197,678 shares of DKK 1,000 and 244 shares of DKK 500

All shares are fully issued and paid up.

One A share of DKK 1,000 holds two votes. B shares have no voting rights.

Any resolution regarding the issue of, reduction in, or changes to the share capital requires the presence of two-thirds of the class A voting 

rights at the Annual General Meeting and that the resolution shall be passed by two-thirds of the votes cast. Apart from a resolution for the 

dissolution of the Company, other resolutions at the Annual General Meetings are passed by simple majority, unless otherwise required by 

legislation. Reference is made to the Company’s articles of association. In the event of an increase of the Company’s share capital, the share-

holders in the given share class shall have a pre-emptive right to subscribe for a proportionate share of the capital increase.

According to the authorisation of the Annual General Meeting, the Board of Directors may in the period up to 3 April 2016 allow the Company 

to acquire own shares within a total nominal value of 10% of the Company’s share capital. The purchase price may not deviate by more than 

10% from the price quoted on NASDAQ OMX Copenhagen at the time of purchase.

  No. of shares  Nominal  % of
  of DKK 1,000  value  share capital

Own shares (B shares) 2011 2010 2011 2010 2011 2010

1 January

Addition

Disposal

31 December

Additions and disposals of own shares are primarily related to the share option programme.

Amounts in DKK million

Notes to the consolidated financial statements

0.70%

0.01%

0.03%

0.68%

0.70%

0.00%

0.00%

0.70%

31

 - 

1

30

30,619

-

-

30,619

30,619

465

1,355

29,729

31

-

-

31

-3

-28

 - 

-31

-1

50

-3

46
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16 – continued

17 Share-based payment

Based on the parent company's profit of DKK 10,477m (DKK 13,540m), the Board of Directors proposes a dividend to the shareholders of 

DKK 1,000 per share of DKK 1,000 – a total of DKK 4,396m (DKK 1,000 per share of DKK 1,000 – a total of DKK 4,396m). Payment is expected 

to take place on 18 April 2012.

Payment of dividends to shareholders does not trigger taxes to the Group.

Basis for calculating earnings per share is as follows:

A.P. Møller - Mærsk A/S’ share of:     2011 2010

Profit for the year of continuing operations

Profit for the year of discontinued operations

Profit for the year

     2011 2010

Issued shares 1 January

Average number of own shares

Average number of shares

At 31 December 2011, there is a dilution effect on earnings per share of 5,317 (6,783) issued share options while there is no dilution effect on 

11,255 (7,507) issued share options. This corresponds to 0.12% (0.15%) and 0.26% (0.17%) of the share capital, respectively.

The Group has established a share option programme for partners in Firmaet A.P. Møller and other employees. Each share option granted is a 

call option to buy an existing B share of nominal DKK 1,000 in A.P. Møller - Mærsk A/S.

The fair value of share options granted to 126 (125) employees was DKK 36m (DKK 34m) at the time of such grant. Total value of granted 

share options is recognised in the income statement at DKK 32m (DKK 31m). In addition to this, four (four) partners in Firmaet A.P. Møller 

bought share options corresponding to a fair value of DKK 9m (DKK 9m).

The share options are granted at an exercise price corresponding to 110% of the average of the market price on the first five trading days 

following the release of A.P. Møller - Mærsk A/S’ annual report. Exercise of the share options is contingent on the option holder still being 

permanently employed at the time of exercise. The share options can be exercised when at least two years and no more than five years  

have passed from the time of granting and can only be exercised within the trading periods as stated in the internal rules for trading of  

A.P. Møller - Mærsk A/S’ securities in force at any time. Special conditions apply regarding illness, death and resignation as well as changes  

in the Company’s capital structure, etc.

Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Notes to the consolidated financial statements

15,111

78

15,189

4,395,600

30,015

4,365,585

26,452

3

26,455

4,395,600

30,619

4,364,981
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

17 – continued

The share options can only be settled in shares. A portion of the Group’s holding of own shares is reserved for settlement of granted options.

Outstanding share options Partners Employees1 Total Average Total fair
 in Firmaet   exercise value1

 A.P.  Møller1   price 

 No. No. No. DKK DKK

1 January 2010

Granted

Sold

Forfeited 

Outstanding 31 December 2010 

Exercisable 31 December 2010 

Granted

Sold

Exercised

Forfeited

Outstanding 31 December 2011

Exercisable 31 December 2011

1 At the time of the grant.

The weighted average share price at the dates of exercise of the share options was DKK 48,778.

The average remaining contractual life as per 31 December 2011 is 2.7 years (3.7 years) and the exercise price for outstanding share options  

is in the range from DKK 27,237 to DKK 57,959 (DKK 27,237 to DKK 53,500).

The fair value per option at the time of grant is calculated at DKK 11,275 (DKK 11,451) based on Black & Scholes’ options pricing model.

The following principal assumptions are used in the valuation: 

   2011 2010

Share price, five days average, DKK

Exercise price, DKK

Expected volatility (based on four years historical volatility)

Expected term

Expected dividend per share, DKK

Risk free interest rate (based on the five years swap interest curve)

52,690

57,959

31.1%

4.0 years

1,000

3.2% 

42,808

47,089

35.0%

4.5 years

650

1.7%

3,059

 - 

765

 - 

3,824

1,120

 - 

775

140

 - 

4,459

2,919

7,602

3,001

 - 

137

10,466

2,662

3,161

 - 

1,215

299

12,113

6,121

10,661

3,001

765

137

14,290

3,782

3,161

775

1,355

299

16,572

9,040

36,606

47,089

47,089

37,204

39,363

53,500

57,959

57,959

27,237

42,438

44,716

38,053

34

9

36

9
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     2011 2010

Bank and other credit institutions

Finance lease liabilities

Total

Finance lease liabilities Minimum Interest Carrying Minimum Interest Carrying
 lease  amount lease  amount
 pay-   pay-  
 ments   ments  

 2011 2011 2011 2010 2010 2010

Within one year

Between one and five years

After five years

Total

The finance lease agreements are described in note 10.

18 Bank and other credit institutions, etc.

73,292

14,671

87,963

81,553

13,738

95,291

2,240

3,877

7,621

13,738

1,861

4,357

8,453

14,671

667

2,163

2,384

5,214

862

2,578

3,220

6,660

2,907

6,040

10,005

18,952

2,723

6,935

11,673

21,331
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19 Pensions and similar obligations

As employer, the Group participates in pension plans according to normal practice in the countries in which the Group operates. As a main 

rule, the pension plans within the Group are defined contribution plans, where contributions are recognised in the income statement on an 

accrual basis. A number of entities have defined benefit plans, in which retirement benefits are based on length of service and salary level.  

To a limited extent, these defined benefit plans also include payment of medical expenses, etc.

Pension and medical plans which, as part of collective bargaining agreements, have been entered into with other enterprises (known as 

multi-employer plans) are treated as other pension plans. Such defined benefit plans are treated as defined contribution plans when  

sufficient information for calculating the individual enterprises’ share of the obligation is not available.

 2011 2010

Recognised net liability

Present value of funded plans

Fair value of plan assets

Net liability of funded plans

Present value of unfunded plans

Net liability

Assets not recognised due to limit of the asset ceiling

Adjustment for minimum funding requirement

Funded plans with surplus, transfer to assets

Net liability 31 December

Change in gross liability

Gross liability 1 January

Current service costs, etc.

Computed interest costs

Actuarial gains/losses

Change from acquisition/sale of businesses

New plans, etc.

Curtailments and settlements

Benefits paid

Exchange rate adjustment

Gross liability 31 December

Change in plan assets

Fair value 1 January

Expected return

Actuarial gains/losses

Change from acquisition/sale of businesses

New plans

Settlements

Benefits paid

Contributions from the Group, etc.

Contributions from employees

Exchange rate adjustment

Fair value 31 December

In 2012, the Group expects to pay contributions totalling DKK 425m to funded defined benefit plans  

(DKK 427m in 2011).

12,927

-11,619

1,308

752

2,060

50

350

87

2,547

12,282

172

632

1,001

-2

 - 

-61

-655

310

13,679

10,410

558

445

 - 

 - 

-76

-579

558

19

284

11,619

11,519

-10,410

1,109

763

1,872

99

-

164

2,135

11,423

200

647

391

-431

79

-3

-662

638

12,282

9,505

582

216

-384

20

 - 

-584

507

22

526

10,410
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Amounts in DKK million
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 2011 2010

Specification of plan assets
Shares
Bonds
Real estate
Other assets
Fair value 31 December

The plan assets do not include assets used by the Group or own shares.

Cost recognised in the income statement
Current service costs, etc.
Contributions from employees
Computed interest costs
Expected return of plan assets
Gains/losses on curtailments and settlements
Cost, net

Return on plan assets
Expected return
Actuarial gains/losses
Actual return

Gains/losses (-) recognised in other comprehensive income
Actuarial gains/losses on gross liability
Actuarial gains/losses on plan assets
Effect of the asset ceiling
Adjustment for minimum funding requirement
Total 

Accumulated actuarial gains/losses (-)
Accumulated losses 1 January
Actuarial gains/losses for the year
Disposal
Exchange rate adjustment
Accumulated losses 31 December

Actuarial assumptions
Actuarial assumptions 31 December expressed as weighted averages:
Discount rate
Inflation rate
Expected return on plan assets
Future salary increase
Future pension increase
Medical cost trend rate

Expected return on assets is determined based on the risk-free interest rate of government bonds plus a premium corresponding to the long-
term risk profile for each asset category. The risk premium has been fixed at 4.0% (3.5%) above the risk-free interest rate for shares, 1.5% 
(1.3%) for corporate bonds and 2.5% (2.0%) for real estate. Return on cash and bank balances is fixed based on the three-month spot rate.

4,023
5,667

187
1,742

11,619

172
-19

632
-558

15
242

558
445

1,003

-1,001
445

49
-337
-844

-266
-556

32
-18

-808

4.6%

2.9%

4.6%

3.9%

2.8%

4.5%

4,882
4,750

184
594

10,410

200
-22

647
-582

-3
240

582
216
798

-391
216

-2
-

-177

-101
-175

24
-14

-266

5.4%

3.1%

5.4%

4.1%

3.1%

4.5%
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Amounts in DKK million
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19 – continued

20 Provisions

Historical overview 2011 2010 2009 2008 2007

Gross liability

Plan assets

Net liability

Experience adjustments to liabilities

Experience adjustments to plan assets

Multi-employer plans

Due to collective agreements, some entities in the Group participate together with other enterprises in defined benefit pension and health 

insurance schemes for current and retired employees (multi-employer plans). In 2011, the Group’s contribution is estimated at DKK 572m 

(DKK 596m). The contributions to be paid in 2012 are expected to be DKK 690m. 

No reliable basis exists for allocation of the schemes’ obligations and plan assets to individual employer participants. The Group’s share 

might be significant. Deficit in some of the schemes may necessitate increased contributions in the future. Based on the most recent  

available financial data from the plans’ trustees, the plan assets totalled DKK 41.5bn (DKK 36.1bn) and the actuarial value of obligations 

approximately DKK 53.7bn (DKK 52.8bn). Net obligations in the plans with deficits totalled DKK 13.8bn (DKK 17.7bn). In general, the contribu-

tions to the schemes are based on man hours worked or cargo tonnage handled, or a combination hereof.

 Abandon- Restruc- Legal dis- Other Total
 ment turing putes, etc.  

1 January 2011

Provision made 

Amount used 

Amount reversed 

Addition from business combinations

Disposal on sale of businesses

Unwind of discount

Transfer, assets held for sale

Exchange rate adjustment

31 December 2011 

Of which:

Classified as non-current

Classified as current

Non-current provisions expected

to be realised after more than five years

13,679

-11,619

2,060

-173

445

12,282

-10,410

1,872

104

216

11,423

-9,505

1,918

107

926

10,140

-7,764

2,376

-188

-2,275

12,839

-11,128

1,711

-63

-30

8,105

564

53

8

205

 - 

344

 - 

269

9,426

9,422

4

8,420

299

488

172

82

 - 

 - 

 - 

 - 

17

550

45

505

 - 

7,888

1,546

1,257

1,926

 - 

 - 

 - 

-1

181

6,431

5,643

788

788

4,655

1,917

1,278

523

 - 

2

32

-5

98

4,894

3,322

1,572

1,375

20,947

4,515

2,760

2,539

205

2

376

-6

565

21,301

18,432

2,869

10,583
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Amounts in DKK million
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Amounts in DKK million

Provisions for abandonment comprise estimated expenses for abandonment of oil and gas fields at discounted value. Restructuring includes 

provisions for decided and publicly announced restructurings. Legal disputes, etc. include tax and duty disputes among other things. Other 

includes provisions for guarantees, onerous contracts, and risk under certain self-insurance programmes. The provisions are subject to 

considerable uncertainty, cf. note 2.

Reversals of provisions primarily relate to legal disputes and contractual disagreements, which are recognised in the income statement 

under operating costs.

21 Other payables

 2011 2010

Interest payable

VAT and duties payable

Accrued staff costs

Contingent consideration

Other 

Total 

Of which:

Classified as non-current

Classified as current

940

3,369

2,851

350

1,969

9,479

457

9,022

1,018

2,443

2,772

67

1,676

7,976

 - 

7,976
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

22 Financial instruments by category

Financial instruments measured at amortised cost    Carrying amount 

     2011 2010

Loans

Finance lease receivables

Other interest-bearing receivables and deposits

Total interest-bearing receivables

Trade receivables

Other receivables (non-interest-bearing)

Cash and bank balances

Total loans and receivables

Trade receivables include work in progress for third parties of DKK 164m (DKK 27m) net of prepayments of DKK 1,179m (DKK 2,509m). 

Fair value of the non-current receivables is not materially different than the carrying amount.

    Carrying Fair Carrying Fair  
    amount value amount value

   2011 2011 2010 2010

Issued bonds

Bank and other credit institutions

Finance lease liabilities

Bank and other credit institutions, etc. associated with assets held for sale

Total interest-bearing liabilities

Trade payables

Other payables

Total financial liabilities

Fair value of issued bonds is based on observable market prices. Fair value of other liabilities, calculated on the basis of discounted interest 

and instalments, is affected by the lower interest rates in the market.

14,507

81,553

13,738

1,444

111,242

37,232

9,129

157,603

14,855

86,383

16,577

1,433

119,248

4,937

648

1,020

6,605

25,319

7,684

13,095

52,703

13,099

73,292

14,671

1,273

102,335

33,706

7,909

143,950

4,136

568

858

5,562

23,695

8,310

23,896

61,463

13,519

77,526

16,837

1,268

109,150
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

Financial instruments measured at fair value
Financial instruments measured at fair value can be divided into three levels:

Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2 –  Inputs other than quoted prices included within level 1 that are observable for the asset or liability, either directly (i.e. as prices)  

or indirectly (i.e. derived from prices);

Level 3 – Inputs for the asset or liability that are not based on observable market data.

       Level
    Carrying Quoted Other Other  
    amount prices observable measurement
      inputs methods

2011
Listed shares

Non-listed shares

Total other equity investments (available-for-sale)

Bonds

Listed shares

Non-listed shares

Other securities

Total securities (held for trading)

Derivatives

Total financial assets

Derivatives

Other payables

Total financial liabilities

2010
Listed shares

Non-listed shares

Total other equity investments (available-for-sale)

Bonds

Listed shares

Non-listed shares

Other securities

Total securities (held for trading)

Derivatives

Total financial assets

Derivatives

Other payables

Total financial liabilities

The majority of derivatives are cash flow hedges (designated as hedging instruments) equal to a net liability of DKK 1.7bn (DKK 1.7bn). 

21

464

485

1,910

1

57

184

2,152

1,284

3,921

4,626

350

4,976

133

578

711

1,644

1

75

266

1,986

1,145

3,842

3,034

67

3,101

21

 - 

21

1,910

1

 - 

3

1,914

92

2,027

97

 - 

97

133

 - 

133

1,644

1

 - 

6

1,651

100

1,884

104

-

104

 - 

 - 

 - 

 - 

 - 

 - 

91

91

1,192

1,283

4,529

 - 

4,529

 - 

 - 

 - 

 - 

 - 

 - 

175

175

1,045

1,220

2,930

-

2,930

 - 

464

464

 - 

 - 

57

90

147

 - 

611

 - 

350

350

 - 

578

578

 - 

 - 

75

85

160

 - 

738

 - 

67

67
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22 – continued

Movement during the year in level 3 Non-listed shares Other Total Other
  securities financial payables
   assets 

 Available- Held for   
 for-sale trading  

Carrying amount 1 January 2010

Addition

Disposal

Gains/losses recognised in the income statement

Gains/losses recognised in other comprehensive income

Transfer, other fair value levels

Exchange rate adjustment

Carrying amount 31 December 2010

Addition

Disposal

Gains/losses recognised in the income statement

Gains/losses recognised in other comprehensive income

Transfer, assets held for sale

Exchange rate adjustment

Carrying amount 31 December 2011

Fair value of level 3 assets and liabilities are primarily based on the present value of expected future cash flows. A reasonably possible change 

in the discount rate is not estimated to affect the Group's profit or equity significantly.

Gains/losses recognised in the income statement are included under financial income/expenses for financial assets and under other income/

costs for other payables. DKK 0m (DKK 19m) is related to securities held at the balance sheet date and DKK 6m (DKK 0m) to other payables.

276

24

269

26

 - 

 - 

18

75

29

52

4

 - 

 - 

1

57

2,888

50

2,445

 - 

-121

 - 

206

578

1

7

 - 

-4

-110

6

464

79

8

78

 - 

 - 

70

6

85

6

6

4

 - 

3

-2

90

3,243

82

2,792

26

-121

70

230

738

36

65

8

-4

-107

5

611

 - 

67

 - 

 - 

 - 

 - 

 - 

67

316

42

-11

 - 

 - 

20

350
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Amounts in DKK million (in parenthesis the corresponding figures for 2010)

23 Financial risks

The Group’s activities expose it to a variety of financial risks: market risks, i.e. currency risk and interest rate risk, credit risk and liquidity risk. 

The Group's overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise the potential 

adverse effects on the Group's financial performance. The Group uses derivative financial instruments to hedge certain risk exposures.

Risk management is carried out by a central finance department under policies approved by the Board of Directors. The finance department 

identifies, evaluates and hedges financial risks in close co-operation with the Group's Business Units.

 

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates, will affect the Group's profit or the 

value of its holdings of financial instruments. Below sensitivity analyses relate to the position of financial instruments at 31 December 2011.

The sensitivity analyses for currency risk and interest rate risk have been prepared on the basis that the amount of net debt, the ratio of fixed to 

floating interest rates of the debt and the proportion of financial instruments in foreign currencies remain unchanged from hedge designations 

in place at 31 December 2011. Furthermore, it is assumed that the exchange rate and interest rate sensitivities have a symmetric impact, i.e. 

an increase in rates results in the same absolute movement as a decrease in rates.

The sensitivity analyses show the effect on profit or loss and equity of a reasonably possible change in exchange rates and interest rate.

Currency risk

The Group's currency risk arises due to income from shipping and oil-related activities are denominated mainly in USD, while the related 

expenses are incurred in both USD and a wide range of other currencies such as DKK, EUR, CNY and GBP.  As the net income is in USD, this is 

also the primary financing currency. Income and expenses from other activities, including land-based container activities, Terminal activities 

and Retail activities, are mainly denominated in local currencies, thus reducing the Group’s exposure to these currencies.

The main purpose of hedging the Group’s currency risk is to hedge the USD value of the Group’s net cash flow and reduce fluctuations in 

the Group’s profit. The Group uses various financial derivatives, including forwards, option contracts and cross-currency swaps, to hedge 

these risks. The key aspects of the currency hedging policy are as follows:

•  Net cash flows in other significant currencies than USD are hedged using a layered model with a 12-months horizon;

•  Significant capital commitments in other currencies than USD are hedged;

•  Most non-USD debt is hedged, however, depending on asset-liability match and the currency of the generated cash flow.

An increase in the USD exchange rate of 10% against all other significant currencies to which the Group is exposed, is estimated to have a 

positive impact on the Group's profit before tax by DKK 0.1bn (DKK 0.7bn) and the Group's equity, excluding tax, negatively by DKK 0.9bn 

(DKK 0.2bn). The sensitivities are based only on the impact of financial instruments that are outstanding at the balance sheet date, cf. notes 

15 and 22, and are thus not an expression of the Group's total currency risk.

Notes to the consolidated financial statements
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23 – continued

Currency position of net  Cash Other   Interest-  Net Cash Other  Interest-  Net
interest-bearing debt and interest-   bearing  interest- and interest-  bearing  interest-
 bank bearing   debt 2 bearing bank bearing  debt 2 bearing
 balances assets 1    debt balances assets 1   debt

 2011 2011 2011 2011 2010 2010 2010 2010

USD 

EUR

DKK

Other currencies

Total

1 Other interest-bearing assets consist of bonds, other securities and interest-bearing receivables (cf. note 22).

2 Interest-bearing debt consists of issued bonds and bank and other credit institutions, etc.

Interest rate swaps entered into for the purpose of hedging interest rate risks on loans are mainly in USD. Fair values can be found in note 15.

Foreign exchange forwards and option Fair value Principal 
contracts for hedging currency risks  Purchase/sale (-), net

     2011 2010 2011 2010

USD

EUR

DKK

GBP

NOK

SEK

Other

Total

Interest rate risk

The Group has most of its debt denominated in USD, but part of the debt (e.g. issued bonds) is in other currencies such as DKK, EUR and NOK. 

Some loans are at fixed interest rates, while others are at floating interest rates.

The Group strives to maintain a combination of fixed and floating interest rates on its net debt, reflecting expectations and risks. The hedging 

of the interest rate risk is governed by a duration range and is primarily obtained through the use of interest rate swaps. The duration of the 

Group’s debt portfolio is 2.0 years (2.6 years). A general increase in interest rates by one percentage point is estimated, all other things being 

equal, to affect profit before tax negatively by DKK 407m (DKK 73m). The effect on equity, excluding tax effect, of an increase in interest rates 

as mentioned above is estimated to be negative by DKK 160m (DKK 64m).

This analysis assumes that all other variables, in particular foreign currency rates, remain constant.

Notes to the consolidated financial statements

3,958

1,220

1,448

6,469

13,095

2,985

70

4,973

671

8,699

78,440

10,971

4,685

15,702

109,798

71,497

9,681

-1,736

8,562

88,004

3,938

6,123

8,285

5,550

23,896

26

-1,283

-809

225

-274

-152

-115

-2,382

2,025

142

4,818

487

7,472

-38

-58

39

175

-2

-8

359

467

67,652

11,648

5,141

16,621

101,062

-1,350

11,730

13,287

2,667

5,565

2,893

2,371

61,689

5,383

-7,962

10,584

69,694

105

5,113

1,687

-1,426

5,612

976

6,240
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23 – continued

Borrowings by interest rate levels inclusive of interest rate swaps 2011 2010

0-3%

3-6%

6%-

Total

Of which:

Bearing fixed interest

Bearing floating interest

Credit risk

The Group has no particular concentration of or is significantly dependent on specific customers or suppliers, and has therefore no particular 

credit risks. With respect to financial counterparts, the Group generally deals with well-reputed international banks with a high credit rating.

Maturity analysis for trade receivables 2011 2010

Receivables not due

Less than 90 days overdue

More than 90 days overdue

Receivables, gross

Provision for bad debt

Carrying amount

Change in provision for bad debt

1 January

Disposal on sale of businesses

Provision made

Amount used

Amount reversed

Exchange rate adjustment

31 December

Notes to the consolidated financial statements

46,542

49,502

13,754

109,798

60,243

49,555

19,502

5,578

1,755

26,835

1,516

25,319

2,546

4

662

518

1,145

-25

1,516

23,642

63,167

14,253

101,062

70,959

30,103

17,787

5,841

2,613

26,241

2,546

23,695

1,853

6

1,324

537

232

144

2,546
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23 – continued

Liquidity risk

The equity share of total assets was 51.4% at the end of 2011 (51.5%). The Group's long term objective is to maintain a conservative  

financial solvency profile. Capital is managed for the Group as a whole.

 2011 2010

Interest-bearing debt

Net interest-bearing debt 

Liquidity buffers1

1 Liquidity buffers are defined as cash and bank balances, securities and undrawn committed revolving facilities.

Based on the liquidity reserve, the size of the committed loan facilities, including loans for the financing of specific assets, the maturity of out-

standing loans, and the current investment profile, the Group's financial resources are deemed satisfactory. The Group’s long term objective is 

to maintain a conservative funding profile, matching that of a strong investment grade company over the business cycle, with a strong liquidity 

position in order to withstand fluctuations in the economy, and have the strength to exploit new and attractive investment opportunities.

The average term to maturity of loan facilities in the Group was about five years (about five years).

Notes to the consolidated financial statements

109,798

88,004

64,897

101,062

69,694

81,332
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Amounts in DKK million 

23 – continued

It is of great importance for the Group to maintain a financial reserve to cover the Group’s obligations and investment opportunities and to 

provide the capital necessary to offset changes in the Group’s liquidity due to changes in the cash flow from operating activities.

The flexibility of the financial reserve is subject to ongoing prioritisation and optimisation, among other things, by focusing on release of 

capital and following up on the development in working capital.

Maturities of liabilities and commitments Carrying  Cash flows including interest
 amount  

  0-1 year 1-5 years 5- years Total

2011

Issued bonds

Bank and other credit institutions

Finance lease liabilities

Trade payables

Other payables

Derivatives

Total recognised in balance sheet

Operating lease commitments

Capital commitments

Total

2010

Issued bonds

Bank and other credit institutions

Finance lease liabilities

Trade payables

Other payables

Derivatives

Total recognised in balance sheet

Operating lease commitments

Capital commitments

Total

Notes to the consolidated financial statements

14,507

81,553

13,738

37,232

9,479

4,626

161,135

13,099

73,292

14,671

33,706

7,976

3,034

145,778

684

12,650

2,907

37,232

9,022

2,182

64,677

15,977

35,907

116,561

640

11,408

2,723

33,706

7,976

1,643

58,096

14,668

34,508

107,272

12,404

51,628

6,040

 - 

394

1,777

72,243

36,618

45,862

154,723

9,688

41,069

6,935

 - 

 - 

1,274

58,966

37,712

15,285

111,963

4,331

27,725

10,005

 - 

63

667

42,791

41,097

3,130

87,018

6,080

31,640

11,673

 - 

 - 

117

49,510

45,064

1,195

95,769

17,419

92,003

18,952

37,232

9,479

4,626

179,711

93,692

84,899

358,302

16,408

84,117

21,331

33,706

7,976

3,034

166,572

97,444

50,988

315,004
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 2011 2010

Change in working capital

Inventories

Trade receivables

Other receivables and prepayments

Trade payables and other payables, etc.

Exchange rate adjustment of working capital

Total  

Financial income received

Dividends received

Interest and other financial income received

Total 

Purchase of intangible assets and property, plant and equipment

Addition

Addition, assets held for sale

Of which finance leases, etc.

Of which borrowing costs capitalised on assets 

Change in payables to suppliers regarding purchase of assets

Change in provision for abandonment

Total 

Other financial investments

Capital increases and acquisition of shares in associated companies

Sale of shares in associated companies

Purchase of non-current assets available-for-sale

Sale of non-current assets available-for-sale

Payments from receivables

Payments on receivables

Total 

Other non-cash items related primarily to adjustment of provision for bad debt for trade receivables.

24 Cash flow specifications

Notes to the consolidated financial statements

-2,000

-1,087

1,104

1,744

-263

-502

246

605

851

-43,754

-20

739

229

192

556

-42,058

-5,192

 - 

-38

111

771

-1,640

-5,988

-1,077

-3,445

-870

2,963

-1

-2,430

270

879

1,149

-31,396

-36

1,143

-

-532

-137

-30,958

-252

30

 - 

3,179

498

-819

2,636
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25 Acquisition/sale of subsidiaries and activities

Acquisitions in 2011 Poti Sea SK do NTS Inter- Other Total
 Port Corp. Brasil Ltda. national  
   Transport  
   Services  
   Co. Ltd.  

Fair value at time of acquisition

Non-current assets

Current assets

Provisions

Liabilities

Net assets acquired

Goodwill

Acquisition cost

Change in payable acquisition cost, etc.

Contingent consideration recognised

Contingent consideration paid

Paid in prior years

Cash and bank balances assumed

Cash flow from acquisition of subsidiaries  

and activities

If the acquisitions during the year had occurred 1 January 2011, the Group’s revenue and profit would not have been materially different. 

The accounting for the business combinations is considered provisional at 31 December 2011 as some analyses are still ongoing. 

Poti Sea Port Corp.

On 14 May 2011, the Group acquired 100% of the shares in Poti Sea Port Corp., which owns and operates the Black Sea port of Poti, Georgia.  

The acquisition is in line with the Group’s strategy, which aims for APM Terminals to be the leading global port operator. Eastern Europe is a 

fast growing container activity region with a high forecasted growth.

The total acquisition cost was DKK 1,073m including a contingent consideration of DKK 151m. The contingent consideration is dependent on 

the future financial and operational performance of the company and is estimated to range between DKK 27m and DKK 310m (undiscounted). 

From the acquisition date to 31 December 2011, Poti Sea Port Corp. contributed with revenue of DKK 149m and a profit of DKK 21m. 

SK do Brasil Ltda.

On 21 July 2011, the Group acquired 100% of the shares in SK do Brasil Ltda., which owns shares in three offshore oil licenses in Brazil. The  

acquisition is in line with the Group’s strategy, which aims for Maersk Oil to stabilise production by 2014 and thereafter gradually grow to 

reach a stable production level at 400,000 barrels of oil equivalents per day. 

From the acquisition date to 31 December 2011, SK do Brasil Ltda. contributed with revenue of DKK 550m and a profit of DKK 41m.

1,296

78

 - 

-301

1,073

 - 

1,073

 - 

-151

 - 

 - 

-14

908

12,969

864

-205

-446

13,182

 - 

13,182

 - 

 - 

 - 

-1,071

-479

11,632

143

452

 - 

-268

327

399

726

-87

-157

 - 

 - 

-25

457

59

21

 - 

-22

58

 - 

58

2

 - 

42

-27

-2

73

14,467

1,415

-205

-1,037

14,640

399

15,039

-85

-308

42

-1,098

-520

13,070
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25 – continued

NTS International Transport Services Co. Ltd.

On 18 August 2011, the Group acquired 100% of the shares in the China based airfreight forwarder NTS International Transport Services Co. 

Ltd. The acquisition strengthened Damco’s market position providing the required platform to accelerate growth in global airfreight services.

The total acquisition cost was DKK 726m including a contingent consideration of DKK 157m. The contingent consideration is dependent on the 

future financial and operational performance of the company and is estimated to range between DKK 90m and DKK 280m (undiscounted). 

Current assets include trade receivables with a fair value of DKK 292m. The gross amount due under the contracts is not materially different 

from the fair value.  

The goodwill of DKK 399m is attributable to synergies between Damco’s customer base and NTS International Transport Services Co. Ltd.’s 

airfreight services and is not deductible for tax purposes.

From the acquisition date to 31 December 2011, NTS International Transport Services Co. Ltd. contributed with revenue of DKK 636m and a 

profit of DKK 4m.

Acquisition completed after 31 December 2011

On 4 January 2012, the Group acquired 100% of the shares in Skandia Container Terminal AB, which operates the port of Gothenburg, 

Sweden. The acquisition will strengthen APM Terminals' position in Scandinavia. The total acquisition cost was DKK 1.3bn and is primarily 

related to terminal rights. The initial accounting for the business combination is incomplete due to the recent closing date and limited 

availability of detailed financial information at this point in time. 

Acquisitions in 2010    Total 

  

    

Fair value at time of acquisition    

Non-current assets      

Current assets     

Liabilities

Net assets acquired         

Non-controlling interests     

A.P. Møller - Mærsk A/S’ share       

Goodwill     

Acquisition cost       

Change in payable acquisition cost     

Contingent consideration recognised 

Paid in prior years     

Deposit as security for future acquisition 

Cash and bank balances assumed     

Cash flow from acquisition of subsidiaries and activities      

If acquisitions during the year had occurred on 1 January 2010, the Group's revenue and profit would not have been materially different.

Acquisitions during 2010 primarily comprised investments in a towage company and a terminal. Goodwill of DKK 51m was related to the 
acquisition of the towage company and was attributable to the market position. 

In December 2010, Maersk Oil entered into an agreement to acquire the shares in SK do Brasil Ltda. The acquisition price was USD 2.4bn  
of which USD 200m had been deposited. According to the agreement, the transaction was conditional upon certain governmental and  
anti-trust approvals.

190

250

-254

186

-1

185

51

236

73

-67

-10

1,125

-117

1,240
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25 – continued

Sale Carrying amount

 2011 2010

Non-current assets

Current assets

Provisions

Liabilities

Net assets sold

Non-controlling interests 

A.P. Møller - Mærsk A/S’ share

Gain/loss on sale

Proceeds from sale

Change in receivable proceeds, etc. 

Non-cash items 

Cash and bank balances sold

Cash flow from sale of subsidiaries and activities

Sales during 2011 primarily comprised of Netto Foodstores Limited, UK. The sale was completed 13 April 2011 with a gain of DKK 3.8bn 

including an accumulated exchange rate loss of DKK 0.5bn previously recognised in equity. 

Sales during 2010 primarily comprised Norfolk Holdings B.V. as well as partial sale of Gujarat Pipavav Port Ltd., K/S Membrane 1 and  

K/S Membrane 2 following which control of these companies was lost.

2,526

515

-2

-564

2,475

 - 

2,475

4,355

6,830

237

-368

-97

6,602

7,099

2,106

-86

-6,316

2,803

-250

2,553

685

3,238

-249

-2,295

-557

137
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26 Commitments

Operating lease commitments

As part of the Group’s activities, customary agreements are entered into regarding charter and operating leases of ships, containers,  

port facilities, etc. The future charter and operating lease payments for continuing operations are:

 Container Oil and Terminal Tankers, Retail Other Total
 activities1 gas activities offshore activities  
  activities  and other    
    shipping   
    activities 1    

2011
Within one year

Between one and two years

Between two and three years

Between three and four years

Between four and five years

After five years

Total

Net present value 2

2010
Within one year

Between one and two years

Between two and three years

Between three and four years

Between four and five years

After five years

Total

Net present value 2

1  About one-third of the time charter payments in Container activities as well as Tankers, offshore and other shipping activities are  

estimated to relate to operating costs for the assets.

2 The net present value has been calculated using a discount rate of 6% (6%).

Total operating lease costs incurred and contingent rent related to volume, etc., are stated in note 4. 

155

141

140

140

107

21

704

595

14,668

11,816

10,318

8,436

7,142

45,064

97,444

68,515

249

215

159

125

106

292

1,146

917

2,517

2,012

1,713

1,526

1,328

5,540

14,636

11,111

1,818

1,690

1,601

1,645

1,735

30,556

39,045

21,483

848

788

664

496

492

794

4,082

3,361

9,081

6,970

6,041

4,504

3,374

7,861

37,831

31,048

157

148

146

110

21

 - 

582

505

15,977

12,337

9,499

8,009

6,773

41,097

93,692

66,838

453

284

192

163

108

209

1,409

1,183

2,347

1,964

1,740

1,468

1,100

4,760

13,379

10,271

1,810

1,656

1,701

1,780

1,834

29,668

38,449

21,511

920

728

469

432

404

259

3,212

2,734

10,290

7,557

5,251

4,056

3,306

6,201

36,661

30,634
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26 – continued

Capital commitments Container Oil and Terminal Tankers, Retail Other Total
 activities gas activities offshore activities  
  activities  and other    
    shipping   
    activities     

2011

Capital commitments relating to  

acquisition of non-current assets

Commitments towards concession  

grantors

Total capital commitments

2010

Capital commitments relating to  

acquisition of non-current assets

Commitments towards concession  

grantors

Total capital commitments

The increase in capital commitments is primarily related to contracts for 20 new container vessels (Triple-E) at a total price of DKK 21.8bn  

(USD 3.8bn) as well as contracts for four drillships and two jack-up rigs at a total price of DKK 22.4bn (USD 3.9bn). The increase is partly  

offset by contractual payments during 2011, including the acquisition of SK do Brasil Ltda.

      No. 

Newbuilding programme  2012 2013 2014 2015 - Total

Container vessels, etc.

Tanker vessels

Rigs, drillships and anchor handling vessels

Tugboats and standby vessels, etc.

Total

      DKK 
      million

Capital commitments relating to the newbuilding programme  2012 2013 2014 2015 - Total

Container vessels, etc.

Tanker vessels

Rigs, drillships and anchor handling vessels

Tugboats and standby vessels, etc.

Total 

13

 - 

13

42,022

8,966

50,988

1,334

 - 

1,334

4,726

 - 

4,726

3,134

5,217

8,351

16,293

3,749

20,042

16,522

 - 

16,522

88

 - 

88

63,769

21,130

84,899

898

 - 

898

21,094

 - 

21,094

3,338

12,936

16,274

8,313

8,194

16,507

30,038

 - 

30,038

5

 - 

1

 - 

6

44

6

8

20

78

9

 - 

4

 - 

13

10

 - 

3

2

15

20

6

 - 

18

44

3,313

 - 

105

 - 

3,418

28,067

2,378

17,788

419

48,652

7,305

 - 

4,910

 - 

12,215

8,131

 - 

9,998

28

18,157

9,318

2,378

2,775

391

14,862
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DKK 48.7bn (USD 8.5bn) of the total capital commitments is related to the newbuilding programme for ships, rigs, etc. at a total contract 

price of DKK 62.1bn (USD 10.8bn) including owner-furnished equipment. The remaining capital commitments of DKK 36.2bn (USD 6.3bn) 

relate to investments mainly within Terminal activities and Oil and gas activities.

The capital commitments will be financed by cash flow from operating activities as well as existing and new loan facilities.

Except for customary agreements within the Group’s activities, no material agreements have been entered into that will take effect,  

change or expire upon changes of the control over the Company.

The necessary facility of DKK 2,183m (DKK 2,066m) corresponding to USD 380m (USD 368m) has been established in order to meet the 

requirements for trading in the USA under the American Oil Pollution Act of 1990 (Certificate of Financial Responsibility).

The Container and Terminal activities have entered into certain agreements with terminals and port authorities, etc. containing volume  

commitments including an extra payment in case minimum volumes are not met.

When exploring or producing oil in foreign countries, each subsidiary is generally liable for contractual obligations jointly with the other  

consortium parties.

The Group is involved in a number of legal disputes. The Group is also involved in tax disputes in certain countries. Some of these involve 

significant amounts. None of the disputes mentioned above are expected to have any material impact on earnings in future periods.

Tax may crystallise if the companies leave the tonnage tax regimes and on repatriation of dividends. 

26 – continued

27 Contingent liabilities
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28 Related parties

Amounts in DKK million (in parenthesis the corresponding figures for 2010)

 Associated Jointly controlled Management 1

 companies entities 

 2011 2010 2011 2010 2011 2010

Revenue

Operating costs     2 2

Remuneration to management

Other income

Financial income

Financial expenses

Derivatives, non-current

Other receivables, non-current

Trade receivables

Derivatives, current

Other receivables, current

Securities

Cash and bank balances

Bank and other credit institutions, etc., non-current

Derivatives, non-current

Bank and other credit institutions, etc., current

Trade payables

Derivatives, current

Other payables, current

Purchase of property, plant and equipment

Capital increases

Dividends

1    The Board of Directors and the Management Board in A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal and their 

close relatives (including undertakings under their significant influence). Trade receivables include customary business related accounts in 

connection with shipping activities.

2   Includes commission to Maersk Broker K/S from chartering, purchase and sale of ships with DKK 103m (DKK 112m) as well as time charter 

hire to part owners.

Notes to the consolidated financial statements

 - 

110

146

11

 - 

-

 - 

 - 

 - 

 - 

 - 

 - 

 - 

 - 

 - 

23

14

 - 

 - 

 - 

- 

-

108

1,969

 - 

 - 

8

2

 - 

334

116

 - 

174

 - 

 - 

 - 

 - 

87

200

 - 

 - 

 - 

 - 

-

82

1,342

 - 

 - 

165

355

185

163

130

101

147

55

1,185

-

895

575

62

399

42

 - 

4,505

225

587

1,395

 - 

 - 

77

484

5 

120

137

58

211

74

2,678

708

141

191

43

104

46

16

86

250

107

1,672

 - 

 - 

5

2

 - 

32

119

 - 

126

 - 

 - 

 - 

 - 

77

63

 - 

2

 - 

- 

-

 - 

128

146

11

 - 

 - 

 - 

 - 

10

 - 

 - 

 - 

 - 

 - 

 - 

34

17

 - 

 - 

 - 

- 

-
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28 – continued

Notes to the consolidated financial statements

The A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal, Copenhagen, Denmark has control over the Group. Related 

parties also include the companies in which the Group exercises significant influence. In addition, related parties comprise the Executive 

Board, Firmaet A.P. Møller, members of the Board of Directors, as well as their close family members and companies significantly influenced 

by them.

Four (four) partners in Firmaet A.P. Møller and one (one) additional member of management participate in three (three) shipping partnerships 

which have a corresponding number of vessels that are operated as part of the A.P. Moller - Maersk fleet. In all cases, A.P. Møller - Mærsk A/S 

owns at least 50% (50%) of the vessels and holds the ultimate control. One (two) of the vessels are time chartered to the Group and two 

(one) is operated directly in the market. All transactions between related parties and the Group are subject to arm’s length conditions.

During the year DKK 1m (DKK 1m) has been expensed regarding office rent to the A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til 

almene Formaal.

In relation to Danske Bank's arrangement of payment transactions, sale and purchase of securities, etc. only the related costs are included  

in the above. 

For jointly controlled entities, only the non-eliminated part is included.

Four (four) members of the Managing Director bought 775 (765) share options in total corresponding to a fair value of DKK 9m (DKK 9m). 

Further information is provided in note 17.
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29 Jointly controlled entities

The jointly controlled entities listed on page 126 are included proportionally in the consolidated financial statements with the following 

amounts before elimination of internal transactions:

 2011 2010

Revenue

Expenses, depreciation, amortisation, interest, etc.

Profit

Non-current assets

Current assets

Non-current liabilities

Current liabilities

Net assets

Cash and bank balances

Capital commitments

The Group has not assumed any separate capital commitments or contingent liabilities regarding jointly controlled entities.

The Group’s share of jointly controlled entities’ capital commitments and contingent liabilities is included proportionally in notes 26 and 27.

5,398

4,735

663

14,050

3,252

6,908

2,861

7,533

1,083

1,083

5,187

4,403

784

12,941

1,942

4,800

2,779

7,304

658

2,246
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30 New financial reporting requirements

Changes in accounting policies
The International Accounting Standards Board has issued a number of changes to financial reporting standards and interpretations which 

come into effect for the 2011 financial year. None of these are of significance to the accounting policies applied by the Group.  

Changes in coming years
The Group expects to implement the following new standards when they become mandatory in 2015 (IFRS 9) and 2013 (others):

•   Financial instruments 
IFRS 9 Financial Instruments will be issued in phases to gradually replace IAS 39. So far, the changes cover the recognition, classification 

and measurement of financial assets and liabilities. The principles for impairment of financial assets and hedge accounting are currently 

being drawn up. 

 

The Group’s current practice of classifying and recognising gains and losses in the income statement and other comprehensive income 

can be retained under IFRS 9. 

•   Consolidation 

IFRS 10 Consolidated Financial Statements is based on the principle in IAS 27 that control is a precondition for the consolidation of an 

entity. The concept of control is expanded upon and there are guidelines on how to determine control in cases where an assessment is 

required. Among other things, the standard states,  that an entity can have de-facto control over another entity even if it does not control 

the majority of the shares or votes. 

 

The Group expects IFRS 10 to have limited impact. 

•   Jointly controlled entities 

IFRS 11 Joint Arrangements replaces IAS 31 and removes the choice of method for preparing the financial statements of jointly 

controlled entities. Going forward it must be assessed whether the contracting parties have rights to assets and liabilities in the jointly 

controlled entity (joint operations) or if they have rights to the net assets in the arrangement (joint ventures) based on both the formal 

and substantive conditions.  

 

Under the new standard, joint operations will continue to be recognised proportionately, whereas the Group’s share of net assets in joint 

ventures will be recognised according to the equity method, equivalent to the accounting treatment of associates. 

 

The Group’s jointly controlled entities are mainly found in Oil and gas activities as well as Terminal activities. It is expected that the majority 

of arrangements in Oil and gas activities will be classed as joint operations, while arrangements in other segments will mainly be classified 

as joint ventures. The assessment of the contract conditions is complex and will have an impact on the Group’s revenue and costs, as well 

as the total of assets and liabilities, but will not affect profit or equity. Please see note 29 for information on jointly controlled entities as 

they are included in the Group’s financial statements for 2011.

•   Other changes 

IFRS 12 Disclosure of Interests in Other Entities contains new requirements for information about interests in subsidiaries, jointly controlled 

entities and associates.  

 

IFRS 13 Fair Value Measurement contains a definition of fair value and comprehensive guidelines on its application; these replace the 

guidelines found in the individual financial reporting standards. The standard means new disclosure requirements but does not change 

the Group’s accounting policies. 

 

IAS 19 Employee Benefits has been revised in terms of the accounting of and disclosure on defined benefit pension plans. The revised 

rules change the calculation of the period’s interest cost for the net obligation with no material impact on the Group’s profit. 

 

IAS 1 means a change in the presentation of items in other comprehensive income.

Some of the above changes have not yet been endorsed by the EU. The standards endorsed by the EU with a later effective date than the 

corresponding effective date from the IASB are pre-implemented and thus comply with the IASB’s effective date.
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Arctic Base Supply A/S Denmark 50%

Danske Bank A/S Denmark 20%

DFDS A/S Denmark 31%

Gujarat Pipavav Port Limited India 43%

Höegh Autoliners Holdings AS Norway 39%

Inttra Inc. USA 23%

K/S Membrane 1 Denmark 26%

K/S Membrane 2 Denmark 26%

Medcenter Container Terminal SPA Italy 33%

Meridian Port Services Limited Ghana 35%

Salalah Port Services Company S.A.O.G. Oman 30%

Societe D'Exploration Du Terminal De Vridi Ivory Coast  40%

South Asia Gateway (Private) Limited Sri Lanka 33%

Tianjin Port Alliance International  

Container Terminal Co. Ltd. China 20%

Cai Mep International Terminal Co., Ltd. Vietnam 49%

Dalian Port Container Terminal Co., Ltd. China 20%

Douala International Terminal S.A. Cameroon 40%

Egyptian Drilling Company S.A.E. Egypt 50%

Europe Terminal Brasil Participacoes SA Brazil 50%

Getma Gabon S.A. Gabon 34%

Laem Chabang Container Terminal 1 Ltd. Thailand 35%

LR2 Management K/S Denmark 50%

Maersk Djibouti Sarl Djibouti 60%

Maersk Gabon S.A. Gabon 51%

North Sea Production Company Limited Great Britain 50%

North Sea Terminal  

Bremerhaven GmbH & Co. Germany 50%

Pelabuhan Tanjung Pelepas Sdn. Bhd. Malaysia 30%

Qingdao Qianwan  

Container Terminal Co., Ltd. China 20%

Shanghai East Container Terminal Co., Ltd. China 49%

Shanghai Tie Yang  

Multimodal Transportation Co. Ltd. China 49%

Smart International Logistics Company Ltd. China 49%

Terminal Porte Océane S.A. France 50%

Xiamen Songyu Container Terminal Co. Ltd. China 50%

Associated companies  

Company Country of Owned
 incorporation share

Jointly controlled entities  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share
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Subsidiaries  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

A.P. Moller Finance S.A. Switzerland 100%

A.P. Moller Singapore Pte. Ltd. Singapore 100%

A/S Maersk Aviation Holding Denmark 100%

Addicks & Kreye  

Container Service GmbH & Co. KG Germany 51%

Anchor Storage Limited Bermuda 51%

APM Terminals - Cargo Service A/S Denmark 60%

APM Terminals Algeciras S.A. Spain 100%

APM Terminals Apapa Ltd. Nigeria 54%

APM Terminals B.V. The Netherlands 100%

APM Terminals Bahrain B.S.C. Bahrain 80%

APM Terminals Callao S.A. Peru 80%

APM Terminals China Co. Limited Hong Kong 100%

APM Terminals India Private Limited India 100%

APM Terminals Inland Services S.A. Peru 100%

APM Terminals Liberia Ltd Liberia 100%

APM Terminals Management B.V. The Netherlands 100%

APM Terminals North America B.V. The Netherlands 100%

APM Terminals Pacific Ltd. USA 100%

APM Terminals Rotterdam B.V. The Netherlands 100%

APM Terminals Tangier S.A. Morocco 90%

APM Terminals Virginia, Inc. USA 100%

APM Terminals Yangshan Co. Limited Hong Kong 100%

Aqaba Container Terminal Company Ltd. Jordan 50%

Bermutine Transport Corporation Limited Bermuda 100%

Brigantine International Holdings Limited Hong Kong 100%

Brigantine Services Limited Hong Kong 100%

Broström AB Sweden 100%

Broström Tankers Singapore Pte. Ltd. Singapore 100%

Coman S.A. Benin 100%

Container Operators S.A. Chile 100%

Damco A/S Denmark 100%

Damco Belgium N.V. Belgium 100%

Damco China Limited China 100%

Damco France S.A.S. France 100%

Damco India Private Limited India 100%

Damco International A/S Denmark 100%

Damco Italy S.R.L. Italy 100%

Damco Logistics Uganda Ltd. Uganda 100%

Damco Sweden AB Sweden 100%

Damco USA Inc. USA 100%

Danbor Service A/S Denmark 100%

Dansk Supermarked A/S Denmark 68%

F. Salling A/S Denmark 38%

Farrell Lines Inc. USA 100%

Gateway Terminals India Private Ltd. India 74%

Lilypond Container Depot Nigeria Ltd. Nigeria 70%

Lindø Industripark A/S Denmark 100%

Live Oak Company Limited Bermuda 100%

Maersk (China) Shipping Company Limited China 100%

Maersk A/S Denmark 100%

Maersk B.V. The Netherlands 100%

Maersk Bangladesh Limited Bangladesh 100%

Maersk Container Industry A/S Denmark 100%

Maersk Container Industry Dongguan Ltd. China 100%

Maersk Container Industry Qingdao Ltd. China 100%

Maersk Contractors Venezuela S.A. Venezuela 100%

Maersk Denizcilik A.S. Turkey 100%

Maersk Drilling Deepwater A/S Denmark 100%

Maersk Drilling Holdings Singapore Pte. Ltd. Singapore 100%

Maersk Drilling Norge AS Norway 100%

Maersk Drilling USA Inc. USA 100%

Maersk Egypt For Maritime Transport (S.A.E.) Egypt 100%

Maersk Energia Ltda Brazil 100%

Maersk FPSOs A/S Denmark 100%

Maersk FPSOs Australia A/S Denmark 100%

Maersk Global Service Centres  

(Chengdu) Ltd China 100%

Maersk Global Service Centres  

(India) Private Limited India 100%

Maersk Holding B.V. The Netherlands 100%

Maersk Hong Kong Limited Hong Kong 100%

Maersk Inc. USA 100%

Maersk Jupiter Drilling Corporation S.A. Panama 100%

Maersk K.K. Japan 100%

Maersk Line Agency Holding A/S Denmark 100%

Maersk Line Peru S.A.C. Peru 100%

Maersk Line UK Limited Great Britain 100%

Maersk Line, Limited (State Of Delaware) USA 100%

Maersk Mauritanie Sa Mauritania 60%

Maersk Oil Brasil Ltda. Brazil 100%

Maersk Oil Norway AS Norway 100%

Maersk Oil Qatar A/S Denmark 100%

Mærsk Olie og Gas A/S Denmark 100%

Maersk Peregrino Pte. Ltd. Singapore 100%

Maersk Product Tankers AB Sweden 100%

Maersk Shipping Hong Kong Limited Hong Kong 100%

Maersk Spain, S.L.U. Spain 100%
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Subsidiaries  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

Maersk Supply Service A/S Denmark 100%

Maersk Supply Service Canada Ltd. Canada 100%

Maersk Supply Service Holdings UK Limited Great Britain 100%

Maersk Supply Service International A/S Denmark 100%

Maersk Supply Service UK Limited Great Britain 100%

Maersk Tankers Singapore Pte. Ltd Singapore 100%

Maersk Tunisie S.A. Tunisia 48%

Maersk Vietnam Ltd. Vietnam 100%

Mercosul Line Navegacao E Logistica Ltda. Brazil 100%

Mobile Container Terminal, LLC. USA 100%

Nedlloyd Container Line Limited Great Britain 100%

NTS International Transport Services Co. Ltd. Hong Kong 100%

Odense Staalskibsværft A/S Denmark 100%

Poti Sea Port Corporation Georgia 80%

PT Damco Indonesia Indonesia 100%

Rederiaktieselskabet Kuling Denmark 100%

Rederiet A.P. Møller A/S Denmark 95%

Safmarine (Pty) Limited South Africa 100%

Safmarine Container Lines N.V. Belgium 100%

SATI Container Services (Pty) Ltd. South Africa 75%

Sogester - Sociedade  

Gestora De Terminais, S.A. Angola 51%

Suez Canal Container Terminal Egypt 55%

Svitzer A/S Denmark 100%

Terminal 4 S.A. Argentina 100%

Universal Maritime Service Corporation USA 100%

West Africa Container Terminal Nigeria Ltd. Nigeria 41%
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All-in rate – Freight rate including all surcharges and bunker costs 

Appraisal well – Additional wells drilled after a discovery, to confirm 

the size of a hydrocarbon deposit

Backhaul – The return leg of the vessel trip

BAF – Bunker Adjustment Factor – Fuel surcharge to customers to 

compensate for fluctuations in bunker prices

Bid round – An occasion when a governmental body offers  

exploration acreage to oil companies 

boepd – Barrels of oil equivalent per day

Brent – Sweet light crude oil produced in the North Sea

Bulk vessel – A ship specially designed to transport unpackaged 

bulk cargo, such as grains, coal, ore and cement 

Bunker fuel – Type of fuel oil used in ship engines

Contract coverage – Percentage indicating the part of ship/rig 

days that are contracted for a specific period

Daily Maersk – Maersk Line product offering daily departures and 

guaranteed delivery times between main ports in Asia and Europe

Double hull vessel – A vessel design with both inner and outer hull

Drillship – A vessel that has been fitted with drilling equipment, 

mainly used for deepwater drilling

DUC – Danish Underground Consortium – Operator of oil and gas 

fields in the Danish part of the North Sea

DWT – Dead Weight Tonnes

FFE – Forty Foot Equivalent – Forty foot container unit

FGSO – Floating Gas Storage and Offloading vessel

Floater – A mobile offshore drilling unit that floats and is not  

secured to the seabed (except for anchors)

FPSO – Floating Production Storage and Offloading vessel

Free float – Share of share capital that is readily available for trading

Green field – An undeveloped site

Handytanker – Smaller product tanker 

Headhaul – The main leg of the vessel trip

Hospitality book – Database containing register of gifts received 

by employees 

Hypermarket – A superstore combining a supermarket and a 

department store

IMF – International Monetary Fund

Jack-up – A mobile platform resting on a number of supporting legs

Lay-up – Vessel taken out of service, typically due to excess  

capacity in the market

Like-for-like – Measure of growth in sales, adjusted for new or 

divested businesses

LNG – Liquefied Natural Gas

LPG – Liquefied Petroleum Gas

LR2 – Long Range 2 - Product tanker

LTIF – The Lost Time Injury Frequency is the number of lost time 

injuries per million man-hours worked

Mature field – Oil producing field that has passed its peak production

Multi purpose – A vessel designed to carry both containerized and 

dry bulk cargoes

Net interest bearing debt = interest bearing debt - cash and bank 

balances - other interest bearing assets 

NOPAT = EBIT + segment specific financial items - tax (related to 

these items) (only used at business unit level)

Pool partnership – Group of vessels with different owners but 

commercially operated together

Product tanker – Vessel transporting refined oil products

Production Sharing Agreement – A contract between a govern-

ment and an oil company concerning how much of the oil extracted 

from the country each will receive

Reefer – A refrigiated container used in intermodal freight transport

Ro/Ro – Roll On/Roll Off – A vessel that transports vehicles 

SAMMAX – Maersk Line's specially designed container vessels for 

the South American trade 

Segment specific financial items = Discounting effect of  

provisions + exchange gain/loss on working capital, provisions, etc.  

+ dividends from non-current securities 

Semi-submersible – A floating platform moored on location by 

anchors to the seabed 

Slow steaming – Reduction of vessel speed from 22-24 knots to 

18 knots 

Spot rate – Price quoted for immediate service 

Super slow steaming – Reduction of vessel speed below 18 knots   

TEU – Twenty Foot Equivalent Unit – Twenty foot container 

Time Charter – Hire of a vessel for a specified period 

Uptime – A period of time when a unit is functioning and available 

for use 

VLCC – Very Large Crude Carrier 

VLGC – Very Large Gas Carrier 

WAFMAX – Maersk Line's specially designed container vessel for 

the West African trade 

Whistleblower system – A whistleblower scheme for confidential 

notification of possible or suspected offences 

Technical terms, abbreviations and definitions 
of key figures and financial ratios

Technical terms, abbreviations and definitions  
of key figures and financial ratios
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Company announcements 
2011

23 February Annual Report 2010 for A.P. Møller - Mærsk A/S

23 February Press Release, Annual Report 2010

8 March Notice convening Annual General Meeting 2011

4 April Development of the Annual General Meeting on 4 April 2011

13 April Completion of the sale of Netto Foodstores Limited

11 May Interim Management Statement

21 July Completion of Maersk Oil's acquisition of Brazilian assets for USD 2.4 billion

17 August A.P. Møller - Mærsk A/S – Interim Report 2011

12 October A.P. Møller - Mærsk A/S – Sale of Maersk LNG A/S

26 October Interim Management Statements to be replaced by Quarterly Reports

9 November A.P. Møller - Mærsk A/S – Interim Report 3rd Quarter 2011

9 November A.P. Møller - Mærsk A/S – Financial Calendar 2012

19 December A.P. Møller - Mærsk A/S – Management change

Date Title



A.P. Møller - Mærsk A/S

Registration no 22756214

Managing Director:

A.P. Møller

Esplanaden 50

DK-1098 Copenhagen K

Tel. +45 33 63 33 63

www.maersk.com

investorrelations@maersk.com

Board of Directors:

Michael Pram Rasmussen, Chairman

Niels Jacobsen, Vice-chairman

Ane Mærsk Mc-Kinney Uggla, Vice-chairman 

Sir John Bond

Arne Karlsson

Jan Leschly

Leise Mærsk Mc-Kinney Møller

Lars Pallesen

John Axel Poulsen

Erik Rasmussen

Rob Routs

Jan Tøpholm

Audit Committee:

Jan Tøpholm, Chairman 

Lars Pallesen

Leise Mærsk Mc-Kinney Møller

Remuneration Committee:

Michael Pram Rasmussen, Chairman 

Niels Jacobsen

Ane Mærsk Mc-Kinney Uggla

Auditors:

KPMG

Statsautoriseret revisionspartnerselskab 

PricewaterhouseCoopers Danmark

Statsautoriseret revisionsaktieselskab

Print
This publication is printed by Cool Gray A/S,  
environmentally certified printing agency, on Galerie Art Matt  

Editors
Hans Christian Aagaard
Jesper Cramon
Trine Gram
Henrik Lund

Design and layout
e-Types & India

ISSN: 1604-2913

Printed in Denmark 2012

Colophon

This printed matter is 
carbon compensated
according to ClimateCalc.

Offsets purchased from: 
DONG Energy
www.climatecalc.eu
Cert. no. CC-000004/DK





A.P. Møller - Mærsk A/S

Group Annual 
Report 2012



Forward-looking statements

The Group´s annual report contains forward-looking statements. 

Such statements are subject to risks and uncertainties as various 

factors, many of which are beyond A.P. Møller - Mærsk A/S’ control, 

may cause actual development and results to differ materially from 

expectations contained in the Group annual report.

Governing text

The Group annual report has been translated from Danish. The Danish 

text shall govern for all purposes and prevail in case of any discrepancy 

with the English version.

In order to make the annual report more transparent and user-friendly, 

A.P. Moller - Maersk Group has chosen to publish a consolidated annual 

report that does not comprise the financial statements of the parent 

company A.P. Møller - Mærsk A/S. In accordance with Section 149 of 

the Danish Financial Statements Act, this consolidated annual report 

is therefore an extract of the Group’s full annual report. The full annual 

report, including the parent company financial statements, can be 

downloaded from 

http://investor.maersk.com/financials.cfm?Year=2012

After the approval at the Annual General Meeting, the full annual report 

may also be obtained from the Danish Business Authority. Appropria-

tion of profit for the year and proposed dividends from the parent 

company are disclosed in note 16 to the consolidated annual report. 

The full annual report comprises the Statement of the Board of Direc-

tors and  Management and the independent auditors’ report disclosed 

on pages 140 and 141.
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Maersk line: The worldʼs largest liner company, 
with a global network. 

Maersk oil: Using innovation to unlock poten-
tial, turning discoveries into production.

ApM terminals: running efficient ports, build-
ing tomorrowʼs port infrastructure today.

Maersk Drilling: Breaking ground offshore, 
working safely in ultra-harsh environments.



Mærsk Mc-Kinney Møller  
1913 – 2012
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Mærsk Mc-Kinney Møller left an indelible mark on the 

A.P. Moller - Maersk Group, Denmark and the interna-

tional business community.

Mærsk Mc-Kinney Møller dedicated his life to the busi-

nesses that his father had founded and which they de-

veloped together until A.P. Møllerʼs death in 1965. 

 

Even as a boy, the young Mærsk was involved in the office, 

at the shipyard and on the vessels. He was therefore no 

stranger to the business when he first joined the Com-

pany. 

He began his apprenticeship in 1930, and the experience 

he gained from shipping and banking companies in Den-

mark, Germany, the United Kingdom and France was 

significant in shaping the unique part that Mærsk Mc-

Kinney Møller was to play in international business.

Mr. Møller – as he was called, just like his father – joined 

the Company in 1938 and became a partner in the Firm 

A.P. Moller in 1940. He managed the Companyʼs interests 

in the USA from 1940 to 1947. 

Mærsk Mc-Kinney Møller took over the helm in 1965, pay-

ing profound respect to his fatherʼs work and the values 

that he had created and instilled. However, his attention 

was also directed towards new opportunities of an in-

creasingly globalised world.

Mr. Møllerʼs approach to the business was focussed, show-

ing constant care and a great sense of responsibility to-

wards the Company. His rare energy and unlimited com-

mitment, combined with the support of his staff, helped 

expand the Company into all parts of the world. 

Mr. Møller understood the big picture as well as the 

 numerous small details that make up the whole. He also 

understood the need to keep focussing on new areas. He 

was able to look at an issue from all angles and to chal-

lenge experts before making the final decision. The deci-

sion would then be carried out during busy hours every-

where in offices, on ships, platforms, rigs, at shipyards, 

terminals and in aircrafts by teams of talented and 

inspired individuals, followed by an attentive Mr. Møller. 

The strength that comes from stable ownership was very 

important to Mr. Møller. The Foundations created by his 

father form a guarantee for long-term stability of Group 

operations and this weighed heavily on Mr. Møllerʼs mind. 

As chairman of the Foundations, Mærsk Mc-Kinney 

Møller was responsible for the inward consolidation of 

values, as well as the many public donations, both large 

and small, that have benefited society at large.

Mr. Møller followed the business to the very end of his 

life. He attended the Annual General Meeting and dinner  

just four days before his death on 16 April 2012. 

Mr. Møllerʼs parting words to the Groupʼs Board of Di-

rectors and management team after the dinner were 

“Good Night and Goodbye – and Thank You”.

Ane Mærsk Mc-Kinney Uggla

Mærsk Mc-Kinney Møller 
 In memoriam (1913–2012)



1900 1910 1920 1930

1904 
The Steamship Company  
Svendborg was founded by  
A.P. Møller, supported by his  
father Peter Mærsk Møller and 
leading citizens of Svendborg.

The steam ship SVENDBORG  
was acquired in October 1904.

Before returning to Denmark in 
1904, A.P. Møller was employed 
in trading houses and shipping 
companies in England, Germany 
and Russia. 

Upon his return, A.P. Møller took 
up a position with a leading ship 
owner in Copenhagen, but with  
the provision that he could invest  
in his own ships.

1912 
To facilitate expansion,  
A.P. Møller founded the Steamship 
Company of 1912 and established 
his own business.

1918 
A.P. Møller was able to realise  
the ambition to combine shipping 
with shipbuilding. Odense Steel 
Shipyard was founded and ships 
would be built at this yard until 
1966. 

Maersk ships called ports in  
Europe, Africa and the Americas.

Agents were contracted to han-
dle Maersk Lineʼs business in 
Shanghai, Hong Kong and Tokyo, 
supported by the offices in New 
York and Copenhagen.

In the period from its inaugura-
tion in 1918 to 1939, Odense Steel 
Shipyard delivered 79 ships; of 
these 29 entered the Maersk 
Fleet.

1921 
The motor ship LEiSE MæRSk 
entered the Maersk Fleet; inci-
dentally LEiSE MæRSk became 
the first ship on a Maersk Lineʼs 
first voyage in 1928.

1928
That year turned out to be a  
pivotal year for Maersk.

Global consumption of petroleum 
products increased and in 1928 
A.P. Møller seized the opportunity 
to add five crude oil tankers to the 
fleet – the beginning of Maersk 
Tankers.

Maersk Lineʼs first voyage took 
place in 1928, inaugurating the 
Panama Line between the USA 
and the Far East.

New markets were explored as 
Maersk ships traded in Asia and 
Australia for the first time.

1913
The Maersk fleet consisted of 
nine ships.

1930
Mærsk Mc-Kinney Møllerʼs  
career began in Denmark. Later, 
Mr. Møller worked in shipping, 
brokerage and banking in Ger-
many, England and France until 
1938, where he returned to Co-
penhagen to work in his fatherʼs 
company.

It all began in 1904…
Todayʼs A.P. Moller - Maersk Group builds on more 
than 100 years of experience in global trade.

Mr. A.P. Møller (1876–1965) initiated and developed 
the original shipping company into a diverse group of 
businesses. 

A.P. Møller was born into a shipping family and his 
father Peter Mærsk Møller strongly supported the 
start up of the company. Through his daily work, A.P. 
Møller expressed the family principles and values in 
management and eventually imbued them on his 

staff. That was the foundation for todayʼs Governance 
Commitments.

A.P. Møller led the activities within shipping, energy 
and industries to establish the Group as a leading 
company not only in Denmark, but also on the inter-
national business scene.

To secure the future of his lifetimeʼs work, A.P. Møller 
established Foundations to own and manage the 
Group.

A.P. Moller - Maersk – Group Annual Report 2012      6 1904–1965
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19501940 1960

Maersk Line expanded its 
network, initially in the Far East 
and later to the Arabian Gulf and 
Africa.

1940
Mærsk Mc-Kinney Møller  
became a partner in his fatherʼs 
firm and travelled to New York  
to manage the fleet during the 
German occupation of Denmark.

1955
In response to the growing energy 
demand in the world market, 
Maersk Tankers acquired larger 
and larger ships. One of those was 
REGiNA MæRSk, the first ship to 
have its hull painted in the distinct 
Maersk Blue.

1940-1945
150 sailors and 25 of the Maersk 
Fleetʼs 46 ships were lost to war 
causes. 

Towards the end of the period,  
focus was to acquire replacement 
tonnage and regain market shares. 
Immediately after Liberation in May 
1945 seven new buildings entered 
the fleet from the Odense Steel 
Shipyard and the surviving ships 
were recovered from the warring 
countries.

1946
Maersk Line resumed its service 
between the USA and the Far East. 
Soon afterwards the first round-
the-world sailings took place, via 
the Suez and Panama canals.

1962
The A.P. Moller Group was 
awarded the concession for the 
exploration and extraction of hy-
drocarbons in Denmark.

Quietly, privately and later through 
the Foundations, A.P. Møller  
donated funds to support a range 
of causes, mainly of national im-
portance.

A.P. Møller chaired the Founda-
tions until 1965, when Mærsk  
Mc-Kinney Møller became Chair-
man. The family commitment con-
tinues as Ane Mærsk Mc-Kinney 
Uggla succeeded her father in 2012 
in The A.P. Moller and Chastine Mc-
Kinney Moller Foundation, which 
owns the majority of voting shares 
in  A.P. Møller - Mærsk A/S.

1964
A.P. Møllerʼs last major initiative 
before his death in 1965 was to 
support the expansion plans of 
the Danish merchant Herman 
Salling. The result was Dansk  
Supermarked Group, the retail 
arm of Maersk.

The Foundations 
A.P. Møllerʼs concern that his 
life’s work would be taken over 
by investors who had a different 
view on running a business was 
resolved by the establishment 
of three foundations; The Fam-
ily Foundation, The A.P. Moller 
and Chastine Mc-Kinney Moller 
Foundation and The Relief Foun-
dation.

Albeit the purposes were differ-
ent, the common goal was to en-
sure that the Groupʼs businesses 
would be managed according to 
A.P. Møllerʼs principles and values.

1959
The Lindø shipyard was es-
tablished to build ships up to 
200,000 tons. In 1969 the yard 
was expanded to a capacity of 
650,000 tons.

The Group invested in industrial 
companies producing refined oil 
products and the relatively new 
product called plastic.

The shipping activities were 
expanded with special vessels 
transporting bulk cargoes, cars 
and refined oil products as well  
as supply vessels for off-shore.

A.P. Moller - Maersk – Group Annual Report 20121904–1965
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1965
Mærsk Mc-Kinney Møller  
assumed the Chair of the Group 
upon the death of his father  
A.P. Møller.

1966-1967
Todayʼs Maersk Oil commenced 
exploration activities in the Dan-
ish part of the North Sea, together 
with its partners in DUC (Dansk 
Undergrunds Consortium). In sup-
port of this effort, the first supply 
vessels entered the Maersk Fleet. 

Maersk Line included Asia-
Europe to its network. 

Maersk Tankers took delivery of 
its first product tankers and VLCC 
(Very Large Crude Carrier).

1969
Maersk Air was founded. The pas-
senger activities were divested in 
2005; the short-haul freight car-
rier Star Air continues operation.

1972
First oil was produced from the 
North Sea fields by DUC –  
Maersk Oil and its partners.

Maersk Tankers received its first 
gas tanker and a series of ULCCʼs 
(Ultra Large Crude Carriers).

New initiatives in the decade in-
cluded: Maersk Data and Maersk 
Drilling were founded, SVITZER 
was acquired.

Maersk Line introduced con-
tainer ships on the Panama Line 
between Asia and USA. Todayʼs 
Damco was founded as Mercan-
tile to offer supply chain manage-
ment and consolidation of cargo.

Maersk Line containerised its 
Asia-Europe and Trans-Atlantic 
services, and made its first acqui-
sition of competitors.

1983 
Amaliehaven, a public park at 
the royal residence Amalienborg, 
was donated to the Danish state 
and the City of Copenhagen by 
The Moller Foundation.

1991 
Maersk Container Industry was 
founded; now dry and refrigerated 
containers are manufactured in 
China and soon in Chile.

Maersk Line expanded its global 
presence from 40 countries in 1990 
to more than 100 countries in 2000. 
Large acquisitions positioned 
Maersk Line as the leading con-
tainer carrier in the world.

The worldʼs first double hulled 
VLCC and largest container ships 
were built at the Odense Steel 
Shipyard at Lindø. 

1984
Maersk Oil produced the first 
natural gas from the North Sea 
and started preparations for in-
ternational expansion.

To optimise production, Maersk 
Oil developed ground-breaking 
horizontal drilling technologies. 

1993
Mærsk Mc-Kinney Møller with-
drew from daily management of 
the Group.

1994
Maersk Oil initiated oil produc-
tion in Qatar.

Mercantile, later Maersk Logistics 
and now Damco, expanded to 
meet customer demand for supply 
chain management.

Continuity and Growth

198019701960 1990

Mærsk Mc-Kinney Møller (1913-2012) was the  
CEO and Chairman of the A.P. Moller - Maersk 
Group from his fatherʼs death in 1965 until 1993.

Mr. Møller remained the Chairman of the Group un-
til 2003, when he passed the torch to Michael Pram 
Rasmussen.

The foundations created by A.P. Møller between 
1946-1960 became the majority owners in Mærsk 
Mc-Kinney Møllerʼs time as Chairman (1965-2012).

Mr. Møller was tireless in continuing his fatherʼs 
work in building up the business and did so by lead-
ing the Group into new ventures and persistently 
developing existing businesses.

Mærsk Mc-Kinney Møllerʼs virtues were founded 
in the family background. Mr. Møller ensured that 
the company values are a natural part of every 
employeeʼs daily work day:

“The basic principle is that people can trust us…
your word should be your bond”.
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1972
The current Maersk logo and 
MAERSK letter fonts were devel-
oped for Maersk Line, but even-
tually they were introduced in 
most business units in the  
A.P. Moller - Maersk Group.

2006
Odense Steel Shipyard at Lindø 
delivered the worldʼs largest con-
tainer ships to Maersk Line. In 
2009 it was decided to discon-
tinue shipbuilding due to the 
competition from Asia.

2012
Mærsk Mc-Kinney Møller died 
and his youngest daughter Ane 
Mærsk Mc-Kinney Uggla assumed 
the Chairmanship of A.P. Moller 
and Chastine Mc-Kinney Moller 
Foundation.

2004
By far its largest donation,  
The Moller Foundation built the 
Opera in Copenhagen to the  
Danish state.

1928
The first logo was implemented 
as part of Maersk Lineʼs efforts to 
market its new liner service from 
the USA to the Far East.

The shipping activities traded un-
der the A.P. Møller name until the 
first use of MAERSK in a brand 
name; MAERSK LINE from 1928.

2011
Following the divestments of 
several business units during 
the 2000ʼs, A.P. Moller - Maersk 
presented its focused strategy 
within shipping and energy.

2001
APM Terminals was established 
on the basis of Maersk Lineʼs ter-
minal activities.

2003
Mærsk Mc-Kinney Møller 
stepped down from the chairman-
ship of the Company. Mr. Møller 
remained chairman of the Foun-
dations.

2011
Maersk Drilling continued its 
expansion with the order for four 
drill ships.

2000
Her Majesty Queen Margrethe II 
bestowed Mærsk Mc-Kinney 
Møller with the Order of the  
Elephant, the most distinguished 
Danish Order.

2011 
Maersk Line announced the 
order for 20 containerships, nick-
named Triple E for Energy effi-
ciency, Economy of scale and the 
Environment. First ship will enter 
the Maersk Fleet in 2013.

2000 2010

1886
The white, seven-pointed  
Maersk Star was introduced 
when A.P. Møllerʼs father, Captain 
Peter Mærsk Møller, put it on the 
funnel of his first steam ship, 
named LAURA.

The star was placed on a blue 
band surrounding the black funnel 
– as it is on todayʼs Maersk ships.

1906
The Steamship Company 
Svendborg took delivery of its 
second ship. It was named PETER 
MæRSk and two traditions were 
established; using family related 
names in ship names and using 
the MÆRSK name in ship names.

1904
The Maersk Star was chosen as 
the logo for the Steamship Com-
pany Svendborg.

Names and Logos  
in Maersk 
Innovation is part of the Maersk 
culture, as are traditions and we 
strive to build our actions on our 
heritage.

The symbols and the names in 
the Group are valuable for us, 
not least because of their back-
ground with the founding family.

The Mærsk name derives from 
Peter Mærsk Møllerʼs side of the 
family. 

His middle name came from his 
mother, Kiersten Pedersdatter 
Mærsk, whose family originally 
was from West Slesvig. The first 
known bearer of the name was 
Anders Nielsen Mersch, who  
lived in the area between 1617  
and 1698.

Mærsk (also spelled mersk or 
marsk) is Danish for marshland, 
which is the typical landscape in 
West Slesvig. In the international 
context, MAERSK is used.
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Profit was positively affected by the settlement of an 

Algerian tax dispute in Q1 of USD 899m combined with 

improved volumes, rates and unit costs for Maersk Line. 

Profit was negatively affected by a decline in Maersk Oilʼs 

share of production and impairment losses of net USD 

405m of which USD 268m related to Maersk Tankers in 

Q3. Divestment gains were USD 636m (USD 890m) with 

the divestment of two FPSOs, Maersk LNG and Maersk 

Equipment Service as the largest transactions. Revenue 

decreased slightly to USD 59.0bn (USD 60.2bn).

Cash flow from operating activities was USD 7.6bn (USD 

7.3bn) while cash flow used for capital expenditure was 

USD 6.3bn (USD 9.8bn) after netting sales proceeds amount-

ing to USD 3.4bn (USD 1.7bn). The Groupʼs free cash flow 

was positive USD 1.3bn (negative USD 2.5bn).

Net interest-bearing debt increased by USD 339m to USD 

15.7bn (USD 15.3bn). Total equity was USD 39.3bn (USD 

36.2bn); positively affected by the profit of the year of USD 

4.0bn. Dividend paid was USD 945m (USD 924m). 

(figures for 2011 in parenthesis)

 2012 2011 Change 2012 2011 Change

revenue 

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation, amortisation and impairment losses

Gain on sale of non-current assets, etc., net

Profit before financial items

Profit before tax

Profit for the year

Cash flow from operating activities

Cash flow used for capital expenditure 

return on invested capital after tax (rOIC)

 DKK million UsD million

342,058

72,897

30,973

3,683

46,893

42,517

23,395

44,202

-36,619

9.0%

59,036

12,581

5,346

636

8,093

7,338

4,038

7,629

-6,320

8.8%

322,520

78,506

28,889

4,764

55,032

50,452

18,083

38,886

-52,259

7.8%

60,230

14,661

5,396

890

10,277

9,422

3,377

7,262

-9,759

8.3%

6%

-7%

7%

-23%

-15%

-16%

29%

14%

-30%

-2%

-14%

-1%

-29%

-21%

-22%

20%

5%

-35%

Highlights for the Group 2012

Directorsʼ report

The Group delivered a profit of USD 4.0bn (USD 3.4bn), which  
was slightly higher than the latest announced outlook of around USD 3.7bn  
expressed on 9 November 2012. The return on invested capital (rOIC) was  
8.8% (8.3%). 
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Board of Directors 
Left to right: John Axel Poulsen, Erik Rasmussen, Robert Routs, Lars Pallesen, vice chairman Niels Jacobsen, vice chairman Ane Mærsk Mc-Kinney Uggla,  
chairman Michael Pram Rasmussen, Leise Mærsk Mc-Kinney Møller, Jan Leschly, Jan Tøpholm, Arne Karlsson, Sir John Bond.

With an equity ratio of 52.9% (51.4%) and a liquidity 

buffer of USD 13.6bn (USD 11.3bn), the Group is well 

prepared and determined to execute on its long-term 

growth  aspirations and seize market opportunities 

within its core businesses despite continued con-

straints in the financial markets.

Maersk Line made a profit of USD 461m (loss of USD 

553m) and a ROIC of 2.4% (negative 3.1%). The result 

was positively affected by improved volumes, rates and 

unit costs. The average freight rates were 1.9% higher at 

2,881 USD/FFE (2,828 USD/FFE) and volumes increased 

by 5% to 8.5m FFE (8.1m FFE). Bunker consumption per 

FFE was reduced by 11% and headquarters headcount 

was reduced significantly.

Maersk Line announced and implemented significant 

general rate increases on most trades backed by active 

capacity adjustments in the form of slow steaming, scrap-

pings, idling and blanked sailings. The total fleet capacity 

increased by 4% to 2.6m TEU (2.5m TEU). The capacity 

growth in owned fleet was partly offset by redelivery of 

time charter vessels. Maersk Line maintained its market 

share for the full year. Cash flow from operating activities 

was USD 1.8bn (USD 899m) and cash flow used for capital 

expenditure was USD 3.6bn (USD 3.2bn).

Maersk Oil made a profit of USD 2.4bn (USD 2.1bn) and a 

ROIC of 36.6% (37.2%). The result was positively affected 

by the one-off tax income of USD 899m from the settle-

ment of an Algerian tax dispute and a USD 91m gain from 

a partial divestment of interests in Brazil. This was partly 

offset by a 23% decline in the Groupʼs share of oil and gas 

production to 257,000 boepd (333,000 boepd), primarily 

due to a lower share of production in Qatar and Denmark.

Development of the portfolio included maturation of the 

significant projects Chissonga in Angola and Johan Sver-

drup in Norway, and an agreement of further develop-

ment of the Al Shaheen field in Qatar and start-up of 

Dunga Phase II production in Kazakhstan. Exploration ex-

penses were USD 1.1bn (USD 1.1bn). Cash flow from oper-

ating activities was USD 3.9bn (USD 4.3bn) and cash flow 

used for capital expenditure was USD 2.0bn (USD 3.8bn). 

APM Terminals made a profit of USD 723m (USD 648m) 

and ROIC was 13.6% (13.1%). The result was positively 

affected by pre-tax divestment gains of USD 123m (USD 
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28m). Number of containers handled increased by 6% to 

35.4m TEU (33.5m TEU), ahead of the market growth of 

4%, boosted by additions to the portfolio.

The main portfolio changes were the acquisition of a 

37.5% co-controlling stake in Global Ports Investments 

PLC, Russia, as well as the take-over of operations in 

Gothenburg, Sweden. New terminal projects were se-

cured in Lazaro Cardenas, Mexico, and in Ningbo, China. 

Cash flow from operating activities was USD 975m (USD 

912m) and cash flow used for capital expenditure was 

USD 1.4bn (USD 688m). 

Maersk Drilling made a profit of USD 359m (USD 488m) 

and ROIC was 8.3% (12.5%). The result was negatively 

impacted by delayed start-up and maintenance yard 

stays of two units.

During 2012, Maersk Drilling has entered into three new 

major contracts and has now secured contracts for five 

out of seven newbuildings to be delivered in 2013-2015. 

The revenue backlog increased to USD 7.0bn (USD 4.9bn), 

and the one-year forward coverage by the end of 2012 

was 98% (98% at the end of 2011). Operational uptime 

averaged 92.1% (95.6%). Cash flow from operating activi-

ties was USD 651m (USD 825m) and cash flow used for 

capital expenditure was USD 589m (USD 600m).

Maersk Supply Service made a profit of USD 132m 

(USD 243m) and a ROIC of 6.1% (11.2%), negatively af-

fected by general oversupply in most segments of the 

market, except in the emergency response and rescue 

segment. 

Maersk Tankers made a loss of USD 312m (loss of USD 

153m) and a negative ROIC of 8.3% (negative 4.3%). The 

result was negatively affected by a USD 268m impair-

ment loss. Maersk Tankers divested the Small Northwest 

Europe segment and entered into an agreement to divest 

the Handygas segment. The Handygas transaction will 

take place in 2013. The divestments are equivalent to 14% 

of the fleet measured on invested capital. 

Damco made a profit of USD 55m (USD 63m) and ROIC 

was 13.5% (24.4%). Damco significantly increased its 

service offerings within the airfreight market through 

the acquisition in 2011 of NTS International Transport 

Services in China. In October 2012, Damco acquired 

the freight forwarder Pacific Network Global Logistics, 

strengthening its position in Oceania.

SVITZER made a profit of USD 9m (USD 102m) after 

impairment of goodwill of USD 102m related to the 

Adsteam activities acquired in 2007. ROIC was 0.6% 

(6.4%). 

Dansk Supermarked Group made a profit of DKK 1.3bn 

(DKK 5.4bn including gain from sale of Netto, UK) and a 

ROIC of 8.2% (35.1%). The Group opened 71 new stores 

and closed 55 stores of which 37 were Tøj & Sko stores.

Maersk FPSOs and Maersk LNG made a profit of USD 

336m (USD 10m) and a ROIC of 33.9% (0.4%), positively 

affected by divestment gains of USD 245m.

sHARe pRice AnD DiviDenD

During 2012, the Maersk B-share price increased by 12.3% 

to DKK 42,600. The dividend payout proposed by the Board 

of Directors is DKK 1,200 per share of DKK 1,000, represent-

ing a dividend yield of 2.8% based on the B-share closing 

price as of 31 December 2012.

QUARteRly fiGURes

Quarterly figures for the Group for 2010-2012 are avail-

able on http://investor.maersk.com/financials.cfm
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factors change effect on 
  the Groupʼs 
  profit

Oil price for Maersk Oil +/- 10 USD/barrel +/- USD 0.2bn

Bunker price +/- 100 USD/tonne +/- USD 0.1bn

Container freight rate +/- 100 USD/FFE +/- USD 0.9bn

Container freight volume +/- 100,000 FFE +/- USD 0.2bn

Outlook for 2013
The Group expects a result for 2013 below the 2012 result (USD 4.0bn). The operational result is expected 
to be in line with 2012 (USD 2.9bn) excluding impairment losses, divestment gains and gain from the tax set-
tlement in Algeria. 

Cash flow used for capital expenditure is expected to be 

somewhat higher than the USD 6.3bn in 2012, while cash 

flow from operating activities is expected to be stable.

Maersk Line expects a result above 2012 (USD 461m) 

based primarily on further unit cost reductions. Global 

demand for seaborne containers is expected to increase 

by 4-5% in 2013, lower on the Asia–Europe trades but 

supported by higher growth for imports to emerging 

economies.

Maersk Oil expects a result significantly below the re-

sult for 2012 (USD 2.4bn), which included a one-off tax 

income of USD 899m from the settlement of an Algerian 

tax dispute. The operational result is expected to be be-

low the operational result for 2012 (USD 1.5bn) exclud-

ing one-off tax impacts, impairment losses and gains. 

Maersk Oil expects its share of production to be 240,000-

250,000 boepd, lower in the first half than the second 

half of 2013 at an average oil price of USD 105 per barrel. 

The lower production share is predominantly caused by 

a natural decline and reduced ownership share in Den-

mark, countered by start-up in El Merk and Gryphon. Ex-

ploration expenses are expected to be above USD 1.0bn.

APM Terminals expects a result above 2012 (USD 723m) 

and to grow ahead of the market, supported by volumes 

from new terminals, whilst improving productivity in 

existing facilities.

Maersk Drilling has almost full contract coverage in 

2013 and expects a result above the 2012 result (USD 

359m). 

The total result from all other activities is expected to 

be above the 2012 result excluding divestment gains and 

impairment losses.

The outlook for 2013 is subject to considerable uncertainty, 

not least due to developments in the global econo my. The 

Groupʼs expected result depends on a number of factors. 

Based on the expected earnings level and all other things 

being equal, the sensitivities for four key value drivers are 

listed in the table below.
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Amounts in DKK million

 2012 2011 2010 2009 2008

revenue

Profit before depreciation, amortisation and  

impairment losses, etc. (EBITDA) 

Depreciation, amortisation and impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit before financial items (EBIT)

Financial items, net

Profit before tax

Tax

Profit/loss for the year – continuing operations

Profit/loss for the year – discontinued operations

Profit/loss for the year

A.P. Møller - Mærsk A/Sʼ share

Total assets

Total equity

Cash flow from operating activities

Cash flow used for capital expenditure

Investments in property, plant and equipment and intangible assets 

return on invested capital after tax (rOIC)

return on equity after tax

Equity ratio

Earnings per share (EPS), DKK 

Diluted earnings per share, DKK

Cash flow from operating activities per share, DKK

Dividend per share, DKK

Share price (B share), end of year, DKK

Total market capitalisation, end of year

Financial highlights

322,520

78,506

28,889

4,764

651

55,032

-4,580

50,452

32,447

18,005

78

18,083

15,189

404,743

207,935

38,886

-52,259

58,376

7.8%

9.0%

51.4%

3,479

3,478

8,907

1,000

37,920

160,982

315,396

89,218

33,822

3,810

461

59,667

-5,281

54,386

26,174

28,212

3

28,215

26,455

374,723

192,962

56,972

-26,078

31,636

12.7%

16.0%

51.5%

6,061

6,058

13,052

1,000

50,510

217,464

260,336

49,262

30,317

1,062

360

20,367

-5,463

14,904

20,393

-5,489

 - 

-5,489

-7,027

345,199

158,868

25,098

-42,195

49,586

-0.2%

-3.5%

46.0%

-1,674

-1,674

5,980

325

36,600

156,901

312,122

83,945

26,092

4,905

-1,882

60,876

-8,057

52,819

35,287

17,532

106

17,638

16,960

343,110

158,394

43,422

-52,375

62,295

10.0%

11.6%

46.2%

4,122

4,122

10,553

650

28,100

116,281

342,058

72,897

30,973

3,683

1,286

46,893

-4,376

42,517

19,138

23,379

16

23,395

21,673

420,691

222,544

44,202

-36,619

55,327

9.0%

10.9%

52.9%

4,964

4,962

 10,124

1,200

42,600

180,388



A.P. Moller - Maersk – Group Annual Report 2012      15Financial highlights

Amounts in USD million

 2012 2011 2010 2009 2008

revenue

Profit before depreciation, amortisation and  

impairment losses, etc. (EBITDA)

Depreciation, amortisation and impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit before financial items (EBIT)

Financial items, net

Profit before tax

Tax

Profit/loss for the year – continuing operations

Profit/loss for the year – discontinued operations

Profit/loss for the year

A.P. Møller - Mærsk A/Sʼ share

Total assets

Total equity

Cash flow from operating activities

Cash flow used for capital expenditure

Investments in property, plant and equipment and intangible assets

return on invested capital after tax (rOIC)

return on equity after tax

Equity ratio

Earnings per share (EPS), USD

Diluted earnings per share, USD

Cash flow from operating activities per share, USD

Dividend per share, USD

Share price (B share), end of year, USD

Total market capitalisation, end of year

Average USD/DKK exchange rate

End of year USD/DKK exchange rate

Maersk line

Transported volumes (FFE in million)

Average rate (USD per FFE)

Average fuel price (USD per tonne)

Maersk oil

Average share of oil and gas production  

(thousand barrels of oil equivalent per day)

Average crude oil price (Brent) (USD per barrel)

ApM terminals

Containers handled (million TEU weighted with ownership share)

Financial highlights

60,230

14,661

5,396

890

122

10,277

-855

9,422

6,060

3,362

15

3,377

2,836

70,444

36,190

7,262

-9,759

10,901

8.3%

9.6%

51.4%

650

649

1,663

174

6,600

28,018

5.35

5.75

8.1

2,828

620

333

111

33.5

56,090

15,867

6,015

677

82

10,611

-939

9,672

4,655

5,017

1

5,018

4,705

66,756

34,376

10,132

-4,638

5,626

12.2%

15.4%

51.5%

1,078

1,077

2,321

178

8,998

38,741

5.62

5.61

7.3

3,064

458

377

80

31.5

59,036

12,581

5,346

636

222

8,093

-755

7,338

3,303

4,035

3

4,038

3,740

74,339

39,325

7,629

-6,320

9,549

8.8%

10.7%

52.9%

857

856

1,747

 212

7,528

31,876

 5.79 

 5.66

 8.5 

 2,881

 661

 257 

 112

 35.4 

61,270

16,478

5,122

963

-369

11,950

-1,582

10,368

6,927

3,441

21

3,462

3,329

64,925

29,972

8,524

-10,281

12,278

10.2%

11.8%

46.2%

809

809

2,072

123

5,317

22,002

5.09

5.28

7.0

3,284

520

424

97

33.3

48,580

9,193

5,658

198

67

3,800

-1,019

2,781

3,805

-1,024

 - 

-1,024

-1,311

66,511

30,610

4,679

-7,874

9,252

-0.2%

-3.4%

46.0%

-312

-312

1,115

63

7,052

30,231

5.36

5.19

6.9

2,370

342

428

62

30.9



The Executive Board functions as the day-to-day management and consists of:
from the top left: Jakob Thomasen, Trond Westlie, Nils S. Andersen (Group CEO), Claus V. Hemmingsen.
from the top right: Søren Skou, Kim Fejfer.
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Message from the Group CEO
The Group delivered a satisfactory result in 2012, continuing to execute on its strategy including a  
significant investment programme with focus on building and expanding four world class businesses over  
the next five years. The result and return on invested capital were above 2011 but below the target of 10%  
over the cycle, mainly due to continued poor shipping markets affecting container and tanker earnings.

The non-shipping activities continue to deliver good re-

sults. Our business units are competitive and achieve high 

marks from customers and partners for performance and 

reliability. Maersk Line managed to reduce costs and im-

prove rates after a difficult start to the year in particular 

due to low container freight rates. 

pRoMotinG GRowtH

As global growth remains subdued with 2.5% in 2012 and 

a similar level expected for 2013, the weakness in the 

main shipping corridors is expected to continue in the 

short term. By focusing our transport and infrastructure 

investments on growing markets, the Group can help un-

leash economic potential in countries where supply chain 

bottlenecks are barriers to growth.

 

The container vessels received for Maersk Lineʼs African 

and South American networks, the acquisition of Global 

Ports in Russia, and construction of a major container ter-

minal in Mexico are examples of such investments and 

partnerships with governments. The Group will continue 

to leverage its global presence to pursue more opportuni-

ties in growth markets in order to achieve a healthy geo-

graphical mix long term. 

Further, the Group is constantly developing its portfolio 

of businesses to ensure that positions are strengthened  

in the most promising segments of the industries in which 

its businesses operate.

stAtinG oUR AMBitions

The Group held its first capital markets day in October 

2012. In a volatile world, strategies and objectives will pe-

riodically be revised, but by stating our ambitions we aim 

to lift our performance and motivate the entire organisa-

tion to work together to build an even stronger company 

to the benefit of our shareholders and partners across our 

businesses and across the world. Maersk Line, Maersk Oil, 

APM Terminals and Maersk Drilling have all made pro-

gress towards achieving their objectives of becoming 

strong pillars in the Group each with profits above USD 

1.0bn and world class operational performance. 

The Group was successful in exiting activities no longer 

deemed core businesses such as Maersk LNG and the 

large FPSO Maersk Peregrino, freeing up capital total-

ling up to USD 3.4bn for investments in continuing busi-

nesses. 

The Group also made progress on safety measures con-

tinuing last yearʼs positive development. Still, the num-

ber of casualties remains too high. In 2012, 17 colleagues 

lost their lives at work. We consider one fatality to be one 

too many, and we are committed to eliminating fatalities 

through systematic safety improvements. 

DeliveRinG on pRioRities 

With the expectation of continued slow growth in 2013, 

focus on operation and performance in our business units 

become key for the Group to deliver a good result and live 

up to the expectation of our partners and customers. 

Part of this will be to secure progress on a number of very 

significant projects across the Groupʼs strategic core busi-

nesses: 

For Maersk Oil, the most important target is to deliver 

progress as planned on key projects such as El Merk in 

Algeria, Chissonga in Angola, and Johan Sverdrup in the 

Norwegian sector of the North Sea. 

In Maersk Drilling, three new drilling rigs are coming 

into the fleet at the end of 2013 and the beginning of 

2014. The aim is to get them delivered and put into  

operation without delays or extra cost. 

Maersk Line will keep managing its capacity effectively 

during the introduction of the first new Triple-E ships 

which will come into the fleet this year.
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APM Terminalsʼ top priority is to effectively execute on 

the Santos terminal project in Brazil (opening early 2013) 

and the Maasvlakte II project in The Netherlands. 

Another priority is to optimise our balance sheets for 

further growth. It emerges from the Groupʼs significant 

growth plans which in 2013 entail investments of around 

USD 9bn. On top of the commitments already made, the 

Group expects attractive opportunities to occur in the 

coming years. All business units will therefore engage in 

an effort to clean their balance sheets of underperform-

ing assets and terminate marginal non-core activities to 

release capital for the most profitable investments. Other 

capital effectiveness initiatives will be introduced to ena-

ble the Groupʼs ability to pursue attractive growth oppor-

tunities. The Group has maintained its financial flexibility 

and is well-prepared to execute on its investment plans. 

It has a strong liquidity buffer and no need for near-term 

refinancing.

On balance, 2012 was a good year for the A.P. Moller - 

Maersk Group and I want to thank our employees and 

leaders for their strong performance and dedication.

Nils S. Andersen



Maersk line It can be a spectacular experience to watch how the morning mist creeps in as the sun rises at 
sea. This particular photo was among the most shared photos on Maersk Lineʼs social media 
channels in 2012.



A.P. Moller - Maersk – Group Annual Report 2012      20 Company profile

MAERSK OIL

MAERSK LINE

SVITZER

MAERSK

CONTAINER

INDUSTRY

Company profile
The A.P. Moller - Maersk Group is represented in 130 

countries, employing around 121,000 people and is  

headquartered in Copenhagen, Denmark. 

In addition to being one of the worldʼs largest shipping 

companies, the Group is involved in a wide range of ac-

tivities within energy, transportation, offshore and retail.

FaCilitating global Containerised trade

Maersk Line carries around 14% of all seaborne contain-

ers and, together with APM Terminals and Damco, pro-

vides infrastructure for global trade.

supporting the global demand For energy

The Group is involved with production of oil and gas and 

other oil related activities including drilling, offshore ser-

vices, FPSOs, and transportation of crude oil and products.

The Groupʼs major businesses are displayed in the graphic. 

A more comprehensive list of companies is available on: 
http://investor.maersk.com/financials.cfm?Year=2012

MAERSK LINE

1. A fleet of around 600 vessels  
and a number of containers corre-
sponding to more than 4.0m TEU  
(a 20 foot long container)

2. An average share of oil and gas 
production of 257,000 barrels  
of oil equivalent per day in 2012

3. Operates a global terminal 
network in 68 countries

maersk Container industry 

Is a manufacturer of dry containers, 
reefer containers and refrigeration 
systems

sVitZer

Is a global market leader within 
towage, salvage and emergency 
response, with a fleet close to 
500 vessels
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MAERSK DRILLING

MAERSK SUPPLY SERVICE

MAERSK FPSOs

MAERSK TANKERS

DAMCO NETTO

   apM terminals has its 
core expertise in the devel-
opment, construction and 
operation of ports and inland 
services with a Global Termi-
nal Network of 62 port facili-
ties in 40 countries and Inland 
Services operations in over 
160 locations in 47 countries.

   Maersk Drilling is a 
leading global operator of 
high-technology drilling rigs. 
Maersk Drilling provides 
offshore drilling services in 
several key regions, support-
ing the worldʼs oil and gas 
companies with one of the 
worldʼs youngest and most 
advanced fleets.

   Maersk Oil is an inter-
national oil and gas company 
with roots in the North Sea go-
ing 50 years back in time, now 
with operations in many parts 
of the world. Maersk Oil has 
specialised in turning mar-
ginal and challenging fields 
into commercial successes.

    Maersk line is the 
Groupʼs largest business unit 
in terms of revenue and the 
leading container shipping 
company in the world. Maersk 
Line is consistently recognised 
as the most reliable container 
shipping company in the 
industry.

4. The company is a 
specialist in harsh and 
deep water environ-
ments operating 16 
jack-up rigs and 
floaters

Maersk tankers 

Owns and operates a fleet of 162 crude oil carriers, 
product tankers, and gas carriers. The Maersk Tank-
ers fleet is one of the largest, most modern and 
most diversified independent fleets in the world

Maersk supply service

A fleet of more than 50 vessels 
that provides worldwide services 
to the offshore and associated 
industries

Damco

Is present in more than 90 countries 
and manages more than 2.7 million TEU 
of ocean freight and supply chain man-
agement volumes as well as more than 
210,000 tonnes of airfreight annually

Dansk supermarked Group

Operates 18 bilka supermarkets, 89 føtex  
supermarkets, 2 salling department stores 
and 1,210 netto discount supermarkets 
located in Denmark, Germany, Poland and 
Sweden

Maersk FpsOs

Owns and operates four off-
shore floating production storage 
and offloading units (FPSOs) 
servicing major oil companies

Danske bank

A.P. Moller - Maersk owns a 
20% stake in one of the biggest 
banks in the Nordics
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Building on the strength of the Group
The Groupʼs aspiration is to continue building a first class conglomerate. This will be achieved 
through a disciplined allocation of capital across Group businesses, active portfolio management, a clear 
funding strategy, operational excellence, technological innovation and development of human resources.

Strategic direction

The Group will continue to focus investments in the 

four core growth businesses Maersk Line, Maersk Oil, 

APM Terminals and Maersk Drilling. Investments in the 

opportunistic core businesses Maersk Supply Service,  

Maersk Tankers, Damco and SVITZER will be continued 

on the basis of continuous evaluation of opportunities. 

The strategic investments Dansk Supermarked Group 

and Danske Bank will grow mainly through own cash 

flow generation and own resources. Assets managed for 

value will continue to be developed to optimise value. 

The Groupʼs target is to achieve a return on invested 

capi tal (ROIC) above 10% with at least USD 1.0bn profit 

contribution from each of the four core growth busi-

nesses and to deliver gradually increasing value and 

thereby continue the historical trend of increasing divi-

dends per share supported by earnings growth. 

The overall emphasis on active portfolio management will 

continue. The portfolio of businesses and assets is evalu-

ated in the annual review process. The existing strong 

position in growth markets will remain a focus area going 

forward as the Group is in a good position to assist devel-

oping countries and capitalise on their growth. 

cApitAl AllocAtion

Today 70% of the Groupʼs invested capital is within the 

four core growth businesses. By allocating more than 

90% of the Groupʼs capital expenditures to the four core 

growth businesses, their share of invested capital will 

reach at least 75% of the Groupʼs invested capital by 2017. 

The total amount of the invested capital in the Group is 

expected to grow 30-40% during the same period as re-

sult of a high investment level. 

The Group will also continue to build winning businesses 

and strengthen the respective competitive positions of 

its smaller core businesses. An opportunistic approach 

will be taken if their respective markets present oppor-

tunities worth pursuing. 

The allocation of capital and the Groupʼs annual strategy 

review is a fully integrated process. Strategies including  

detailed plans and opportunities for the coming years 

are developed with each business unit. The total capital 

require ments across businesses are prioritised with 

a view to optimising the portfolio of the Group in line 

with financial policies. Evaluation parameters include in-

dustry attractiveness, financial return forecasts, business 

MAERSK LINE

MAERSK OIL
MAERSK

 DRILLING

Maersk Line Maersk Oil APM Terminals Maersk Drilling

opportunistic core: Maersk Supply Service  Maersk Tankers Damco SvITzEr 

strategic investments: Dansk Supermarked Group Danske Bank

Assets managed for value: DFDS Höegh Autoliners Others

Four world class businesses
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performance and overall strategic aspirations. The result-

ing plan provides the framework for each business unit. 

Planned portfolio adjustments are integrated into the plan.

In line with the direction of investments towards more 

profitable and less volatile business areas, Maersk Lineʼs 

share of the Groupʼs invested capital is likely to see a rel-

ative decline from 38% today towards a 25-30% range, 

while Maersk Oilʼs, APM Terminalsʼ and Maersk Drillingʼs 

combined share of the invested capital will see a relative 

increase from 32% towards a 45-50% range over the 

coming 4-5 years.

poRtfolio MAnAGeMent

The overall emphasis on active portfolio management 

will continue. In order to secure the most optimal 

business portfolio, the Group is assessing the composi-

tion of its assets. In connection with this optimisation 

the Group is participating in both strategic and oppor-

tunistic acquisitions and divestments of companies as 

well as of individual assets.

Over the last five years, the Group has divested compa-

nies and assets of more than USD 10.4bn with pre-tax 

gains of USD 4.4bn.

The Group has during 2012 announced and completed 

a series of investments and divestments across the dif-

ferent segments. The main acquisitions/investments 

for the Group in 2012 were:

•  37.5% stake in Global Ports Investments PLC, Russia 

•  A pro rata contribution of USD 250m in Danske Bankʼs 

DKK 7.15bn (USD 1.2bn) capital increase in October 

2012

•  100% of the shares in Skandia Container Terminal 

AB, Gothenburg, Sweden.

The divestments for the year totalled USD 3.4bn in  

released cash flow, primarily:

•  Maersk LNG A/S (six fully owned and two partly 

owned vessels)

•  FPSO Maersk Peregrino 

•  Small product tankers in north-west Europe  

(13 vessels)

•  Inland service activities: Maersk Equipment Service 

Company, Inc.

In addition, Maersk Tankers has entered into an agree-

ment to divest its Handygas segment (11 vessels). The 

transaction is expected to be completed in 2013.

The portfolio optimisation will continue over the next 

years to enhance the strategic focus of the Group, but 

also to take advantage of opportunities which may 

arise in the various industries in which the Group 

operates. 

fUnDinG stRAteGy

To support growth, secure liquidity and balance the 

risk to returns, the Group has developed a funding 

strategy to cater for this. The main elements are to:

•  Secure long-term commitment to support business 

strategy 

•  Continue to obtain funding from diversified sources 

ensuring access to funding in volatile times

•  Support an adequate liquidity reserve to have finan-

cial flexibility at all times

•  Maintain a conservative capital structure and fund-
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ing profile, matching that of a strong investment-

grade company over the business cycle.

The Group raised more than USD 5bn in new financing 

in 2012 to support investments of net USD 6.3bn (USD 

9.8bn), amortisation on the debt portfolio of USD 2.1bn 

(USD 3.6bn) and net repayment of revolving credit fa-

cilities of USD 2.0bn (net drawing of USD 1.9bn). With a 

cash flow from operating activities of USD 7.6bn (USD 

7.3bn) for the year and dividend payment of USD 945m 

(USD 924m), the Groupʼs liquidity reserve was USD 

13.6bn (USD 11.3bn) at 31 December 2012.

Diversification of the funding sources remains a strate-

gic priority for the Group. The Group has continued to 

issue corporate bonds in 2012 under its Euro Medium 

Term Note programme, a framework providing flexi-

bility in accessing the bond markets, of equivalent to 

USD 1.9bn from the NOK, EUR and SEK markets. At 31 

December 2012, total outstanding bonds were USD 

4.7bn (USD 2.5bn) corresponding to 24% (13%) of the 

interest-bearing debt.

The interest-bearing debt totalled USD 19.6bn (USD 

19.1bn) at 31 December 2012. The Groupʼs net interest-

bearing debt totalled USD 15.7bn (USD 15.3bn). The net 

interest-bearing debt increased slightly by USD 339m 

during 2012 due to investments partly offset by a strong 

development in the cash flow from operating activities 

and divestments of USD 3.4bn. The average cost of fund-

ing was 4.6% (5.0%).

At 31 December 2012, the average maturity of loan facili-

ties in the Group was about five years (approximately 

five years) and the Group has limited refinancing needs 

during the next 24 months.

The debt leverage in the Group (net interest-bearing debt/

EBITDA levels) remains within the historic range (0.5-2.0). 

Funding position

At 31 December 2012, the liquidity reserve, defined as 

cash and bank balances and securities of USD 2.6bn (USD 

2.7bn) and committed undrawn facilities of USD 11.0bn 

(USD 8.6bn), was USD 13.6bn (USD 11.3bn). Additionally, 

the Group has financing commitments related to the 

newbuilding programme of USD 3.0bn and a number of 

overdraft facilities relating to daily cash management 

operations.

The Group is committed to maintaining a conservative 

capital structure and funding profile matching that of a 

strong investment-grade company over the business cy-

cle. As a consequence of the payment schedule of the in-

vestments and potential fluctuations in the Groupʼs cash 
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flow, some volatility in the financial profile is expected. 

Based on the size of the committed loan facilities, includ-

ing investment specific financing, the maturity of the 

loan facilities and the capital commitments, the Groupʼs 

funding position is deemed satisfactory.

opeRAtionAl excellence

Operational excellence translates the strategy into tan-

gible actions. 

The Groupʼs operational performance is monitored 

through quarterly benchmarking of key financial and 

operational metrics, relative to key competitors. These 

benchmarks are used to set specific targets, build an in-

centive structure, and confirm individual KPIs through-

out the Group. 

The Groupʼs ambition is that all core businesses become 

top quartile performers within their industries and ac-

tions are defined to progress in this direction.

There are many levels and elements in performance 

management of which the majority are within each busi-

ness unit.

Maersk Line

Maersk Lineʼs ambition is to lift the financial performance 

from an above average industry performer today to a 

clear top quartile performer and to deliver returns above 

the cost of capital during the next five years. This is to be 

achieved through a combination of further building scal-

able cost leadership, while continuing to maintain the 

leading brand position as the most reliable carrier in the 

industry. Maersk Line is to grow in line with the market, 

funded by own cash flow. 

Maersk Oil

Maersk Oilʼs aspiration is to grow the business by almost 

50% to reach a share of production of 400,000 boepd by 

2020, which implies significant capital expenditure in 

the coming years. Maersk Oilʼs return on invested capital 

will decline from the 30% ROIC-level delivered in 2010-

2012; however, it is expected to stay double-digit during 

the business expansion phase. In the coming years, there 

will be a continued emphasis on building a strong, trans-

parent organisation.

APM Terminals

Over the next five years, APM Terminals will continue 

to focus on their strong operational performance and to 

gene rate at least 50% of revenue from 3rd party cu st-

omers. Further to this, APM Terminals will continue to 

pursue investments in attractive terminals in growth 

markets, whilst improving operations in existing facili-

ties. APM Terminalsʼ financial ambition is to deliver USD 

1.0bn to the Groupʼs profit by 2016.

Maersk Drilling

Maersk Drillingʼs financial ambition is to deliver USD 

1.0bn to the Groupʼs profit by 2018. This is to be achieved 

by world class and safe operations while building a rig 

fleet of a size sufficient to be a preferred drilling partner 

of key customers. Maersk Drilling plans to extend the 

fleet to 30 high-end rigs for operation mainly in harsh 

environments and deep water within the next five years.

To build value across the Group, the main priorities for 

the opportunistic core and the strategic investments are:

•  Maersk Supply Service – Build on leadership position

•  Maersk Tankers – Protect value during cycle lows

•  Damco – Profitable growth

Strategic focus

Maersk Line 

•  Top quartile performer 

•  EBIT margin 5% above peers

•  Growing with the market and 

funded by its own cash flow

•  Delivering stable returns 

above cost of capital

•  Getting value premium from 

customers

Maersk Oil 

•  Share of production by 2020 

> 400,000 boepd 

•  Double digit returns

•  Building reserves towards 

10 yearsʼ production

•  Strong transparent  

organisation

APM Terminals 

•  Best port operator in the 

world 

•  Strong brand; at least 50% 

revenue from 3rd party 

customers

•  More attractive terminals in 

growth markets

•  Annual profit (NOPAT)  

> USD 1.0bn by 2016

Maersk Drilling  

•  Top quartile performer

•  30 high-end rigs mainly for 

harsh environment and  

deep water

•  Annual profit (NOPAT) 

 > USD 1.0bn by 2018
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•  SVITZER – Grow margins and invest in profitable  

contracts

•  Dansk Supermarked Group – Return to growth in sales 

and increased profits.

tecHnoloGicAl innovAtion

The Group invests to ensure cutting-edge technology 

solutions across its businesses. Innovation is focused on:

•  Delivering better services

•  Protecting employees

•  Minimising environmental impact

•  Creating new business opportunities 

•  Ensuring cost-effectiveness.

Technological innovation is carried out by technology 

divisions within the Groupʼs business units, in close co-

operation with manufacturers, shipyards, suppliers, uni-

versities and research institutes. Below are examples 

from four of the Groupʼs core business units.

Shipping

Improving vessel efficiency:  

the ECO Retrofit Technology Programme

An array of retrofit initiatives, tailored for individual  

vessel types. Examples include:

•  Fitting bulbous bows optimised for reduced fuel  

consumption

•  Adding economisers to auxiliary engines

•  Reusing waste heat from auxiliary engines.

Projected net savings in 2013 are expected to be USD 

20m.

Oil

Rocket science (TriGen) gives new life to mature oil fields 

With a rocket engine, low quality gas can be turned into 

clean energy, pure water and CO2. This CO2 can in turn be 

used to recover more oil from mature fields. The engine:

•  Burns low quality gas, which might otherwise be 

wasted

•  Transforms generated heat into electric power

•  Has pure water as a by-product; a valuable resource  

in dry areas

•  Creates CO2 which can be pumped into mature oil 

fields to improve oil recovery. All CO2 used in this way 

is sequestered in oil reservoirs.

As the demand for energy and oil increases, the poten-

tial for TriGen Technology is huge - both for generating 

extra oil production from enhanced oil recovery and 

gas from fields judged non-commercial using existing 

technologies. 

Terminals

Taking the next leap in automation:  

Lift-Automated Guided Vehicles

The new terminal at Rotterdam, Maasvlakte II will have:

•  The biggest and most advanced quay cranes in the 

world. They will be the first to be operated remotely 

from a central control room, allowing for more effi-

cient operation and increased crane speeds

•  The first Lift-Automated Guided Vehicles (L-AGV) 

that improve port efficiency. They will also use battery 

technology to drive them, reducing vehicle emissions 

to zero

•  An automated bespoke software package will control 

all the automated equipment at the terminal. This will 

optimise equipment use.

Terminal automation will increase productivity by 25-

30% compared to conventional terminal designs as well 

as reduce the space needed to handle the same volume.

Drilling

Training innovation: Highly advanced simulator complex 

exceeds all known standards

In 2012, Maersk Drilling, together with Maersk Training 

Centre, built the most advanced drilling simulator com-

plex in the drilling industry, which will enable:

•  More team training. Improving interactions between 

crew members on rigs helps prevent accidents 

•  More realistic scenarios. It is possible to simulate the 

extreme well control situations that crews may actu-

ally need to deal with.

These new facilities at Maersk Training Centre in Svend-

borg, Denmark, will be used to train many of the 3,000 

new employees Maersk Drilling is planning to employ 

over the coming years. 

HUMAn ResoURces

Human Resources work closely with the businesses to 

ensure that the Group has an engaged, motivated work-

force and a clear link between performance and rewards. 

The key HR challenges for the Group are to secure a suf-

ficient number of highly qualified and well-trained em-

ployees to manage the planned growth.
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Performance management and engagement

Employee engagement is an important priority for the 

Group as engaged employees deliver high performance 

and secure a good and positive work environment. The 

annual Employee Engagement Survey had a 91% re-

sponse rate in 2012, the highest to date, indicating the 

level of importance, employees place in the survey. 

Leadership development

The Group is investing in developing the future leaders of 

its businesses. 

The management centre, Rolighed, north of Copenhagen, 

Denmark, opened late 2011. Rolighed has become a place 

where leaders and global talents from different locations 

and business units meet to develop and share their ex-

periences and skills, and to interact with senior leaders. 

Rolighed hosts management team meetings, leadership 

development programmes, and expert speakers come to 

share their latest thinking. Such interactions are a plat-

form for continuously developing leaders and businesses.

Diversity and inclusion

The Group continued its focus on diversity and inclusion 

during 2012, supporting leaders in managing diverse teams 

and implementing initiatives to accelerate career progres-

sion of women as well as talents in growth markets. 

Globally, the Groupʼs representation of women in 

senior management was 5% (4%) at vice president level, 
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10% (9%) in senior management and 20% (21%) in middle 

management (excluding Dansk Supermarked Group and 

most joint venture companies). 

The Groupʼs on-going ambition to expand in growth mar-

kets is also reflected in the efforts to strengthen recruit-

ment and other HR activities to ensure a solid foundation 

for a long term presence in these locations.

In 2012, the Group achieved nominations for the Diver-

sity in the Workplace Award by the Danish Institute for 

Human Rights and for European Diversity Awards in the 

category Company of the Year. The aspiration is to be a 

world-recognised inclusive employer, embracing and 

leveraging multiple forms of diversity, constantly com-

mitted to further improving in this area.

Data-driven decision-making

A new global Human Resources system was imple-

mented during 2012, replacing around 90 different Hu-

man Resources IT solutions across the Group. The Hu-

man Resources system supports the human resources 

administration and offers comprehensive self-service 

functionalities for employees and managers.

Key priorities in the business units

The Groupʼs Human Resources department works in close 

cooperation with the Human Resources departments in 

the business units. The four core growth businesses each 

have their key priorities and focus areas to support their 

respective strategies.

Maersk Line

Simplicity, focus and teamwork

In supporting the strategy of cost leadership, the Human  

Resources focus will be on driving the strategy and related 

“Must Win Battles” through the organisation including the 

three cultural amplifiers identified as critical for success; 

simplicity, focus and teamwork.

The second priority area is to drive improvements in the 

performance management approach and culture to en-

sure that Maersk Line can deliver superior performance 

to the Group.

The HR team will support the focus areas by providing 

global data and develop plans for talent management, 

succession planning and diversity. 

Maersk Oil

Attracting and retaining talent

The demand for experienced and talented oil and gas 

professionals is increasing significantly. The industry 

is facing challenges given portfolios with complex and 

numerous projects to be executed.

Maersk Oil has to continue attracting and retaining talent 

to sustain a strong and well-balanced people pipeline. 

Maersk Oil wants to ensure that junior staff recruited 

for one of the most attractive graduate programmes in 

the industry can benefit from the coaching and mentor-

ing of the more experienced professionals. Accelerated 

develop ment is a focus area of the younger generations 

and of the company, and Maersk Oil ensures that oppor-

tunities to learn are available. 

Similarly, Maersk Oil focuses on attracting experienced 

professionals to complement the work force.

Lately, in an effort to monitor the pace of growth and 

demand for professionals, the Maersk Oil leadership 

team has refocused manpower efforts to ensure that the 

human  resources are allocated to the projects with the 

highest value creation. The prioritisation is done by the 

global technical functions in close partnership with the 

country organisations.

APM Terminals

Safe operations

Safety is APM Terminalsʼ license to operate. In order to 

further emphasise and refocus the safety culture, an ex-

perienced senior executive with comprehensive insight 

in all aspects of the business has been appointed as an 

internal Safety Activist. This change has substantially 

increased the focus on safety from all employees during 

2012.

APM Terminals is an industry leader with a strong and 

continuing record of growth, meaning that APM Termi-

nals can attract good people but also that competitors 

wish to hire employees from APM Terminals.

The engagement survey results, which indirectly measure 

the quality of APM Terminalsʼ leadership, the productivity 

of the workforce and the likelihood of retaining staff, con-

tinue to improve and in 2012 entered the upper quartile 

of a global range of benchmark companies.
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To further support the emphasis on the importance of 

leadership, all levels of management and supervision 

are now covered by a leadership development suite of 

training programmes.

Recognising the importance of reward as a motivator 

for long term performance, an APM Terminals incentive 

plan for managing directors was introduced in 2012 in-

tended to aid retention.

Maersk Drilling

Recruiting and integrating 3,000 new employees

The growth strategy entails hiring and integration of 

3,000 new employees by 2018. The first 1,300 will be 

hired between 2013 and 2015. Recruitment represents a 

significant challenge due to shortage of skilled people for 

the general growth in the drilling industry.

To ensure a sustainable increase in the workforce, 

Maersk Drilling has launched several initiatives such 

as increased intake on talent programmes to develop 

more competencies, improved induction process to de-

crease time to competency and integrate new employees 

quickly, and a driller trainee programme to develop all-

round competencies.

Individual and team training is conducted through a 

structured training programme which includes the use 

of the most advanced offshore drilling simulator in the 

world. To ensure a safe and efficient operation of the new 

rigs in compliance with the processes, systems and  

values, the teams on the new units will be a combination 

of experienced employees and new hires enabling an ef-

fective integration of the new employees.

sUstAinABility

The Group is active in industries that are core to global 

economic growth and development: trade, energy and 

infrastructure. Combined with the Groupʼs growth and 

prospects in emerging economies, sustainability chal-

lenges and opportunities are present throughout the 

Groupʼs activities. 

The Groupʼs sustainability strategy focuses on integrat-

ing sustainable practices into the activities in each of the 

operating businesses. Supporting this strategy are tar-

gets for each of the sustainability issues that have been 

determined most material to the Group. A Sustainability 

Council oversees compliance with Group standards and 

the integration of sustainability across the businesses. 

The Council reports to the Executive Board which has 

overall responsibility for sustainability matters.

Safety 

The safety of employees is a key priority, and the Group 

continuously monitors performance and pushes for im-

provements. The number of fatal accidents that occurred 

during operations grew in 2012. This is unacceptable and 

the Group fundamentally believes that all fatal accidents 

can be prevented. The rise in fatal accidents in 2012 con-

firms the decision to increase the focus on process safety 

and risk management. 

CO2 emissions

The Group has achieved an 8% improvement in CO2 effi-

ciency since 2010, mainly driven by large improvements 

in the container business. Both the relative and absolute 

CO2 emissions decreased in 2012. The improved efficiency 

in shipping affects the Groupʼs CO2 performance substan-

CO
2

 improvement

relative CO2 reduction (2010 baseline)

3.8

82.3

6.6
7.3 Maersk Line

Maersk Tankers

Maersk Oil

Other

Share of
total CO2 eq.

emissions
(percent)

Fatalities CO2
 emissions

13

37,673
40,969

38,631
17

number of fatal accidents
(operational scoped)

1,000 tonnes co2 eq.

2010 20102011 20112012 2012

12
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tially, as more than 80% of the emissions are derived from 

Maersk Line. CO2 reductions were also achieved in the oil 

business where Maersk Oil has reduced CO2 emissions 

from flaring from operated producing facilities by 86% 

since 2007. In 2012, the Group raised its relative CO2 re-

duction target from 10% to 20% from 2010 to 2020. 

Corruption 

Corruption negatively impacts communities where the 

Group does business as well as the global economic 

development. Due to the global nature of the Groupʼs ac-

tivities, the Group has an opportunity to support global 

improvements in this area. An internal anti-corruption 

training programme has been implemented across the 

Group. Since 2010, more than 25,000 employees have 

been trained in anti-corruption. The Group is also in-

volved in industry efforts to eliminate facilitation pay-

ments in the shipping, freight forwarding, and the oil 

industry.

Human rights management

As with the overall sustainability strategy, the Groupʼs 

long-term approach is to integrate human rights man-

agement into existing systems. The Group mapped in 

2012 the human rights risks and gaps, carrying out 11 

workshops. Overall, a majority of the Groupʼs human 

rights issues are addressed through programmes on 

responsible procurement, global labour principles, anti-

corruption and safety. 

Responsible procurement

The ability to manage risks in the supply chain has since

the launch of the Responsible Procurement programme

in 2011 taken a step forward. The Group has approached

1,985 external vendors (equivalent to 32% of the Groupʼs 

total external spend) and assessed 178 (7%). Of the as-

sessed external vendors, the Group has audited 23, and 

the prevailing issues identified during the audits were 

working hours, overtime compensation, and subcontrac-

tor transparency. Ten vendors have signed formalised 

improvement plans to rectify the identified issues, while 

the responsible procurement team is in dialogue with the 

others to implement more improvement plans where 

needed in the future.

Increasing transparency and building trust

The Groupʼs separate Sustainability Report for 2012 

provides detailed information on the Groupʼs sustain-

ability performance. It is also the Groupʼs Communication 

on Progress as required by the UN Global Compact. The 

Sustainability Report complies with the requirements of 

the Danish Financial Statements Act on corporate social 

responsibility reporting. The report is available on:

www.maersk.com/Sustainability/Documents/Maersk_

Sustainability_Report_2012.pdf



Nautical charts are still in use from time to time, in spite of the many digital solutions available today.  
This photo is from EBBA MAERSK, one of Maersk Lineʼs eight E-Class vessels.

Maersk line
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MAERSK LIN E

MAERSK OIL

MAERSK
 DRILLING

A.p. Moller - Maersk Group

invested capital UsD million 54,982
Roic % 2012  8.8
Roic % 2011  8.3

Maersk line

Global container services Page 36

invested capital UsD million 20,649

Roic % 2012  2.4

Roic % 2011  -3.1

Maersk oil

Oil and gas production and exploration activities Page 40

invested capital UsD million 6,920

Roic % 2012  36.6

Roic % 2011  37.2

ApM terminals

Container terminal activities, inland transportation, 
container depots and repair of containers, etc. Page 44

invested capital UsD million 6,284

Roic % 2012  13.6

Roic % 2011  13.1

Maersk Drilling

Offshore drilling activities and operation of land rigs  
through 50% ownership of Egyptian Drilling Company Page 48

invested capital UsD million 4,604

Roic % 2012  8.3

Roic % 2011  12.5

Revenue ratio
44%

Revenue ratio
16%

Revenue ratio
8%

Revenue ratio
3%

38%
invested capital ratio

13%
invested capital ratio

11%
invested capital ratio

8%
invested capital ratio

The Groupʼs business units

The Groupʼs invested capital was USD 55bn at the end of 2012 and the  
annualised return on invested capital after tax (rOIC) was 8.8%. The Groupʼs  
ambition is to achieve a rOIC > 10%.
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MAERSK SUPPLY SERVICE

MAERSK TANKE RS

SVITZER

Damco

Logistics and forwarding activities Page 54

invested capital UsD million 499

Roic % 2012  13.5

Roic % 2011  24.4

Maersk tankers

Tanker shipping of crude oil, oil products and gas Page 53

invested capital UsD million 3,729

Roic % 2012  -8.3

Roic % 2011  -4.3

svitzeR

Towing and salvage activities, etc. Page 55

invested capital UsD million 1,516

Roic % 2012  0.6

Roic % 2011  6.4

Maersk supply service

Supply vessel activities with anchor handling  
and platform supply vessels, etc.  Page 52

invested capital UsD million 2,206

Roic % 2012  6.1

Roic % 2011  11.2

Revenue ratio
5%

Revenue ratio
2%

Revenue ratio
1%

1%
invested capital ratio

7%
invested capital ratio

3%
invested capital ratio

MAERSK FPSOs

Maersk fpsos and Maersk lnG

Floating oil and gas production units Page 58

invested capital UsD million 120 

Roic % 2012  33.9

Roic % 2011  0.4

other businesses

20% ownership Danske Bank A/S (associated company), Maersk  
Container Industry, ro/ro and related activities and other Page 59

invested capital UsD million 5,965    

Roic % 2012  5.4

Roic % 2011  4.5

Revenue ratio
1%

Revenue ratio
3%

0%
invested capital ratio

10%
invested capital ratio

Dansk supermarked Group

Supermarkets (føtex and Bilka),  department stores  
(Salling) and discount stores (Netto), etc.  Page 56

invested capital UsD million 2,872

Roic % 2012  8.1

Roic % 2011  37.2

Revenue ratio
15%

5%
invested capital ratio

Revenue ratio
2%

4%
invested capital ratio



A.P. Moller - Maersk – Group Annual report 201234 segment overview

 DKK million usD million

 2012 2011 2012 2011

Revenue

Maersk Line

Maersk Oil

APM Terminals

Maersk Drilling

Maersk Supply Service

Maersk Tankers

Damco

SvITzEr

Dansk Supermarked Group

Maersk FPSOs and Maersk LNG

total reportable segments

Other businesses

Unallocated activities

Eliminations

total

profit/loss for the period

Maersk Line

Maersk Oil

APM Terminals

Maersk Drilling

Maersk Supply Service

Maersk Tankers

Damco

SvITzEr

Dansk Supermarked Group

Maersk FPSOs and Maersk LNG

total reportable segments

Other businesses

Unallocated activities 

Eliminations

Discontinued operations, after elimination

total

Segment overview

157,122

58,833

27,697

10,947

5,080

7,279

18,957

5,198

55,610

2,067

348,790 

11,220

4,717

-22,669

342,058

2,671

14,164

4,190

2,081

765

-1,811

320

54

1,284

1,944

25,662

1,773

-4,190

134

16

23,395

134,444

67,554

25,073

10,056

5,047

6,957

14,737

4,677

55,227

3,167

326,939

11,575

4,188

-20,182

322,520

-2,961

11,311

3,471

2,611

1,301

-817

331

547

5,371

52

21,217

1,186

-3,937

-461

78

18,083

27,118

10,154

4,780

1,889

877

1,256

3,272

897

9,598

357

60,198

1,937

814

-3,913

59,036

461

2,444

723

359

132

-312

55

9

222

336

4,429

306

-723

23

3

4,038

25,108

12,616

4,682

1,878

942

1,299

2,752

873

10,314

591

61,055

2,162

782

-3,769

60,230

-553

2,112

648

488

243

-153

63

102

1,003

10

3,963

221

-735

-87

15

3,377



Providing harbour towage and escorting in Sohar, SVITZER plays an active role in one of the worldʼs largest indus-
trial port development projects. With five to six towing moves every day, SVITZER is busy assisting the export of 
steel and aluminium which since 2007 has seen the portʼs cargo throughput go from 4 million tonnes to 44 million 
tonnes in 2012.

svitzeR
sohar 
oman
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Maersk Line
Maersk Line improved its profit in 2012 by USD 1.0bn, delivering a profit of USD 461m, although 
the year started out with global freight rates at unsustainable levels and all time high bunker prices. From the 
second half of 2011 to the second half of 2012, the result improved USD 1.7bn. The improved profit was driven 
by a detailed profitability improvement programme with key focus on cost reductions, surcharges collection and 
rate increases, enabled through active capacity adjustments.

•  Profit of USD 461m (loss of USD 553m)

•  ROIC was 2.4% (negative 3.1%)

•  Cash flow from operating activities was USD 1.8bn 

(USD 899m)

•  Cash flow from capital expenditure (investments) was 

USD 3.6bn (USD 3.2bn)

•  Average rate increased by 1.9% to 2,881 USD/FFE 

(2,828 USD/FFE) 

•  Active capacity adjustments through idling, slow 

steaming and blanked sailings

•  Unit cost decreased by 1.7% to 3,054 USD/FFE (3,108 

USD/FFE)

•  Significant headquarters staff reduction implemented 

in June 2012

•  Volumes grew 5% to 8.5m FFE (8.1m FFE).

MARKet DevelopMent

The global market for container demand grew an esti-

mated 2% in 2012 compared to 2011. Demand growth 

deteriorated during the year from 5% in Q1 to only 0-1% 

in Q3 and Q4 compared to the corresponding quarters in 

2011. Above all, European imports were weak with west-

bound Asia-Europe container demand dropping 7-9% in 

Q3 and Q4 year-over-year. This development reflected 

the weak European economy and in particular the debt 

crisis in the Mediterranean countries. Imports to the USA 

also softened and only saw a minor peak in demand dur-

ing Q3. For the full year 2012, the total Asia-Europe trade 

declined nearly 2%, while volumes on the transpacific 

trade grew 2%.

Despite the low demand growth and a significant amount 

of deliveries of new container vessels, a stable supply/

demand balance was achieved. The nominal increase 

in capacity from deliveries of new vessels was 8.1% in 

2012, but through slow steaming, scrappings, idling and 

blanked sailings, the industry managed to balance the 

effective capacity growth with the overall head haul de-

mand growth.

On the back of the price war in the second half of 2011, 

global container freight rates started at very low levels 

in 2012. Especially, the Asia-Europe trade was hard hit 

with spot market rates at around USD 700-750 per TEU 

in January 2012. These rate levels were significantly be-

low operating costs, and with bunker prices peaking at 

an all-time high above USD 700 per ton in March 2012, 

the industry experienced significant losses in Q1 2012. 

The industry was successful in getting general rate 

increases (GRI) through across most trade lanes. Espe-

cially, the USD 750 per TEU rate increase on the Asia-Eu-

rope trade effective from 1 March 2012 paved the way 

for GRIs in other key trades such as Africa and Latin 

America. Despite the significant focus on general rate in-

creases, the market experienced a constant downward 

pressure on rates in the second half of 2012 due to the 

deteriorating demand growth in Q3 and Q4.

initiAtives in 2012

With freight rates at very low levels in Q1, Maersk Line 

started the year with losses amounting to around USD 

8m per day and a Q1 2012 loss of USD 599m. 

A profitability improvement programme was established 

to bring Maersk Line back to profitability and an overall 

review of the headquarters activities led to a significant 

reduction in headquarters staff implemented in June 

2012. The profitability programme focused on executing 

on general rate increases, driving collection of demurrage 

and detention, right-sizing the vessel network to support 

the general rate increases and finally reducing overall 

costs.

finAnciAl peRfoRMAnce

Profit was USD 461m compared to a loss of USD 553m in 

2011. The improvement was driven by increase in freight 

rates and operational cost savings mainly from vessel 

network efficiencies. The result improved the return on 

invested capital (ROIC), from negative 3.1% in 2011 to 
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Highlights 2012 2011

revenue 27,118  25,108

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA)  2,179 1,009

Depreciation, amortisation and impairment losses 1,678 1,617

Gain on sale of non-current assets, etc., net 23 128

Share of profit/loss in associated companies 1 -2

profit/loss before financial items (eBit) 525  -482

Tax 64 71

net operating profit/loss after tax (nopAt) 461 -553

Cash flow from operating activities  1,799  899

Cash flow used for capital expenditure -3,550  -3,170

Invested capital 20,649  18,502

rOIC 2.4% -3.1%

Transported volumes (FFE in million) 8.5 8.1

Average rate (USD per FFE) 2,881 2,828

Average fuel price (USD per tonne) 661 620

Maersk Line UsD million

positive 2.4% in 2012, however still below weighted  

average cost of capital.

Cash flow from operating activities of USD 1.8bn was 

signficantly higher than 2011 impacted by improved 

profitalility partly offset by an increase in working capital.

Revenue increased by 8% to USD 27.1bn, positively af-

fected by volumes increasing 5% to 8.5m FFE and aver-

age freight rates increasing 1.9% to 2,881 USD/FFE.  

Maersk Line maintained its market share for the full year. 

The average freight rate excluding BAF increased by 4.6% 

to 2,274 USD/FFE compared to 2011, supported by active 

capacity adjustments throughout the year in the form of 

idling, slow steaming and blanked sailings.

On the main Asia-Europe trades, the head haul volumes 

decreased by 2%, while backhaul volumes increased by 

16% to overall growth of 3%, compared to 2011. Average 

freight rates for Asia-Europe trades increased by 6%, 

with head haul and backhaul increasing 10% and 2%, re-

spectively. Intra-Asia, Latin America and West & Central 

Asia were strong growth trades for volumes with respec-

tively 19%, 10% and 7% growth. For the Africa trade, the 

focus on yield management reduced loss making cargo, 

but consequently also reduced overall volumes. Asia–Eu-

rope, Africa and Intra-Asia were the trades with strong-

est growth in rate levels.

Total cost per FFE decreased by 1.7% to 3,054 USD/FFE 

mainly driven by decreasing bunker consumption per 

FFE and operational cost savings. Maersk Line contin-

ued to utilise super slow steaming to reduce emissions 

and save bunker cost. The bunker price was 7% higher 

in 2012 but total bunker costs decreased by 1% to USD 

6.7bn compared to 2011.

Reliability of the Daily Maersk service has on average 

been above 98% since the introduction in 2011. In terms 

of overall reliability, Maersk Line is still the most reliable 

carrier with a scheduled reliability for 2012 of 91%. Daily 

Maersk has been very well received by customers and 

overall customer satisfaction is high.

Maersk Lineʼs fleet increased by 4% to 2.6m TEU total 

capacity. The fleet consisted of 270 owned vessels and 

326 chartered vessels by the end of 2012.The owned 

fleet was increased by 6% as 17 newbuild vessels with 

100,000 TEU capacity were delivered. The vessels are 

designed for Africa and Latin America trades – two key 

growth markets for the Group. Apart from the focus on 

reducing slot cost and emission of greenhouse gasses, 

the vessels are attractive due to their substantial reefer 

capacity. Other adjustments to the owned fleet were de-

livery of two multi purpose vessels totalling 36,000 DWT, 

while one vessel of 750 TEU was sold. 

 Rates volumes Distribution Distribution

 2012/ 2012/ of volumes of volumes

 2011 2011 across  across 

   routes 2012 routes 2011

Asia – Europe  6%  3% 24% 24%

Africa  5%  -4% 15% 16%

North America  3%  5% 15% 15%

Latin America  1%  10% 14% 13%

West & Central Asia  0%  7% 17% 17%

Oceania  -3%  6% 5% 5%

Intra-Asia  6%  19% 7% 6%

Intra-Europe 1% -2% 3% 4%

total  2%  5% 100% 100%
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11 vessels had increased capacity of 1,400 TEU per vessel 

primarily through bridge elevation. The chartered fleet 

declined by 1% to 1.1m TEU capacity. The chartered fleet 

was reduced by 65 vessels compared to 2011 as part of 

optimising the network countered by need for more ton-

nage to implement further slow steaming. In addition 

to this, the Group owned five and chartered six multi 

purpose vessels. 25 vessels totalling 395,100 TEU are on 

order for delivery during 2013-2015. The first five out of 

20 Triple-E container vessels suited for the Asia-Europe 

trade will be delivered in 2013.

stRAteGic focUs

Global container demand growth is forecasted to remain 

modest at 4-5% range in 2013. Especially, the Asia-Europe 

trade outlook is bleak with westbound demand expected 

to stay flat. The challenging demand side is coupled with 

a significant amount of new tonnage being delivered cor-

responding to a capacity increase of 11% or 1.8m TEU. 

Thus, without significant capacity adjustments, the con-

tainer shipping market is most likely expected to see a 

continued downward pressure on freight rates in 2013.

Maersk Line has defined five key focus areas for 2013. 

The reefer rate restructuring initiative will focus on 

restoring profitability in the refrigerated cargo business 

through a global rate restructuring. The rates and con-

tracting initiative will focus on keeping rates at a sus-

tainable level. The network cost initiative will focus on 

building a more cost-effective vessel network, while the 

total unit cost initiative will aim for the lowest achiev-

able cost in the market. Finally, the volume and market 

share initiative will focus on maintaining the global po-

sition of Maersk Line.

sAfety peRfoRMAnce

The lost time injury frequency (LTIF) for 2012 was 0.76 

per million exposure hours compared to 0.63 per million 

exposure hours in 2011.
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Distribution of container shipping unit costs*, percent

2012 2011

Percent
12

4

8

24

26

26

Terminal costs

Containers and other equipment

Inland transportation

Administration and other costs

Bunkers

Vessel costsPercent

12

4

9

24

25

26

Terminal costs

Containers and other equipment

Inland transportation

Administration and other costs

Bunkers

Vessel costs

*terminal costs: costs related to terminal operation such as moving the containers (mainly load/discharge of containers), container storage 
at terminal, stuffing (loading) and stripping (unloading) of container content, power for reefer units, etc.

inland transportation: costs related to transport of containers inland both by rail and truck.

containers and other equipment: repair and maintenance, third party lease cost and depreciation of owned containers.

vessel costs: port costs and canal fees (Suez and Panama), running costs and crewing of owned vessels, depreciation of owned vessels, 
time charter of leased vessels, cost of slot (capacity) purchases and vessel sharing agreements (vSA) with partners.

Bunkers: costs related to fuel consumption of the vessels. Lubricants are included as part of vessel cost.

Administration and other costs: own and third party agents in countries, liner operation centres, vessel owning companies, onshore crew 
and ship management, service centres and headquarters. Administration cost types such as staff, office, travel, training, consultancy, IT, legal 
and audit, etc. Other costs covering currency cash flow hedge, cargo and commercial claims and bad debt provision. 

 tEu no.

Fleet 2012 2011 2012 2011
own container vessels 
0-2,999 TEU
3,000-4,699 TEU
4,700-7,999 TEU
> 8,000-TEU
total
 
chartered container vessels
0-2,999 TEU
3,000-4,699 TEU
4,700-7,999 TEU
> 8,000-TEU
total
own and chartered container vessels
own and chartered multi purpose vessels
 
newbuilding programme (own vessels)
0-2,999 TEU
3,000-4,699 TEU
4,700-7,999 TEU
> 8,000-TEU
container vessels total

Multi purpose vessels

103,778
403,493
268,308
704,050

1,479,629

425,852
120,525
276,998
321,673

1,145,048
2,624,677

-
9,000

26,100
360,000
395,100

104,508
351,586
254,972
649,922

1,360,988

555,848
144,771
231,736
227,776

1,160,131
2,521,119

-
58,500
66,690

360,000
485,190

57
98
41
74

270

220
29
46
31

326
596

11

-
2
3

20
25

0

58
87
40
69

254

296
35
40
20

391
645

15

-
13

9
20
42

2
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Maersk Oil
Maersk Oil continues to progress the portfolio of development projects, including Dunga Phase II produc-
tion start in Kazakhstan, and further maturation of Chissonga in Angola and Johan Sverdrup in Norway, both 
with planned production start in 2017-18. Also, the agreement to further development of the Al Shaheen field 
in Qatar constitutes a milestone.

•  Profit of USD 2.4bn (USD 2.1bn), positively impacted by 

one-off tax income of USD 899m in Algeria and a USD 

91m gain from a partial divestment of interests in Brazil 

•  ROIC was 36.6% (37.2%)

•  Cash flow from operating activities was USD 3.9bn 

(USD 4.3bn)

•  Entitlement share of production declined by 23% to 

257,000 boepd (333,000 boepd)

•  Average oil price was 1% higher at USD 112 per barrel 

(USD 111 per barrel)

•  Exploration expenses were USD 1.1bn (USD 1.1bn).

initiAtives in 2012

Maersk Oil has exploration and production activities in 

11 countries and has an entitlement production of some 

257,000 barrels of oil equivalent per day (boepd) from six 

countries. Maersk Oil is maturing oil and gas resources 

through a large exploration programme and execution 

of a number of development projects. 

At the A.P. Moller - Maersk Capital Markets Day on 9 

October 2012, Maersk Oil disclosed information about 

its reserves and resources base and gave insights into 

the plans to increase production by almost 50% towards 

2020 by reaching a daily entitlement production level of 

400,000 barrels. More information from the Capital Mar-

kets Day can be found at:

http://investor.maersk.com/events.cfm?altevent  

=otherevents

At the end of 2011, Maersk Oil had entitlement reserves 

and resources of 1.38bn barrels of oil equivalent includ-

ing proved reserves (1P) of 443m barrels of oil equivalent. 

The reserves and resources are estimated according to 

international standards (Society of Petroleum Engineersʼ 

Petroleum Resources Management System) and the re-

serves are audited by an independent third party. The re-

serves and resource figures will be updated annually and 

the figures for end of 2012 will be released together with 

the Q1 report in 2013.

pRoDUction

The average daily share of oil and gas production in 2012 

was 257,000 boepd in line with previously announced 

expectations of 258,000 boepd; 23% lower than in 2011 

(333,000 boepd). 

In Qatar, the production share was 103,000 boepd 

(157,000 boepd); 34% lower than in 2011 due to a con-

tractual production sharing and cost recovery mecha-

nism, while the gross production from the field contin-

ued unchanged at a level of 300,000 boepd.

Production share in Denmark was 91,000 boepd (113,000 

boepd); 19% lower than in 2011 largely due to the entry 

of Nordsøfonden (the Danish state-owned North Sea 

Fund) as partner with 20% interest in DUC (Dansk Un-

dergrunds Consortium) on 8 July 2012. The effect of the 

change on the Groupʼs net profit is neutral as the Danish 

state participation replaces a 20% profit share collected 

since the agreement was made in 2003. Further the nat-

ural decline of the largely mature Danish fields affected 

the production negatively.

The share of production in the UK of 28,000 boepd was 

at the same level as in 2011 (27,000 boepd). The Gryphon 
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FPSO, which was damaged in a storm in early 2011, is 

expected to come back into production in Q1 2013.

In Algeria, the share of production of 27,000 boepd was 

slightly higher compared to 2011 (25,000 boepd), posi-

tively affected by improved contract terms with the Alge-

rian national oil company from the settlement of the tax 

dispute in Q1 2012 but offset by the natural maturation 

of the fields.

 

The share of production in Kazakhstan and Brazil was in 

2011 3,000 boepd (3,000 boepd) and 5,000 boepd (8,000 

boepd) respectively.

DevelopMent

Maersk Oil has a diverse project portfolio and project 

delivery plan in place to deliver on the production target 

of 400,000 boepd by 2020. Five major projects are sanc-

tioned by the authorities and execution is progressing 

towards first production by 2014.

 

In Algeria, development of the El Merk field continues 

with first oil expected in Q1 2013. 

In Angola, work continues on the development plan for 

the Chissonga discovery in Block 16 and drilling of the 

4th appraisal well was completed late 2012. The devel-

opment will likely comprise a stand-alone FPSO with 

first oil expected in 2017-18.

In the Kurdistan region of Iraq, a second appraisal well 

was successfully completed on the Swara Tika structure, 

and further pre-development activities are planned for 

2013. Maersk Oil increased its shareholding in HKN En-

ergy from 20% to 30% (corresponding to 22.5% equity in 

the Sarsang production sharing contract). 

In Kazakhstan, the first Dunga Phase II well was brought 

on-stream in December 2012 as scheduled and over the 

next three years another 197 wells will be drilled and 

brought into production.

Maersk Oilʼs pipeline of major field developments

field first equity plateau 
country production share production

EL Merk (Algeria) 2013 ~11% 15,000 boepd

Dunga (Kazakhstan) 2012 60% 15,000 boepd

FDP2012 (Qatar) 2013 100% N/A1

Golden Eagle (UK) 2014 32% 20,000 boepd

Jack (USA) 2014 25%2 8,000 boepd
1 FDP aims at optimising recovery and maintaining a stable production plateau around 300,000 boepd
2  Phase 1 Maersk Oil estimate

Maersk Oil, production 
and exploration 2012

production and exploration

Exploration

Greenland

USA

Angola

Algeria

Qatar
Iraq

Norway

Denmark
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In Norway, three appraisal wells were completed on the 

Avaldsnes part of the major Johan Sverdrup discovery. 

A preliminary agreement between the involved licences 

is in place and continued appraisal activities should lead 

to a concept selection by the end of 2013 and first pro-

duction in 2018. The Zidane-2 well encountered a high 

pressure gas reservoir and evaluation of the commerci-

ality of the combined Zidane 1 and 2 discoveries is on-

going. To support a development of Zidane and other fu-

ture discoveries in Mid Norway, an interest in a planned 

gas pipeline has been secured.

In Qatar, a new field development plan for 2012 includ-

ing further investments of USD 1.5bn, covering among 

others 51 new wells, has been agreed with Qatar Petro-

leum with the aim of increasing recovery and extending  

a stable production plateau at 300,000 boepd from the  

Al Shaheen field.

In the UK, the Golden Eagle development project is pro-

gressing towards a production start in 2014. Maersk Oil 

acquired the remaining 30% interest in the Maersk Oil 

operated Dumbarton and Lochranza fields as well as the 

Global Producer III FPSO. With the acquisition Maersk Oil 

now has 100% interest in both fields as well as in the FPSO.

In the USA, the Jack deepwater development project in 

the US Gulf of Mexico is progressing as planned towards 

production start in 2014. Further appraisal drilling of the 

Buckskin discovery is planned for 2013.

exploRAtion

Successful exploration is crucial to Maersk Oilʼs aspira-

tion to increase the daily entitlement production by 50% 

to 400,000 boepd by 2020. The current production pro-

file reflects that Maersk Oil is in a catch-up phase with 

respect to replacing reserves. Exploration activities have 

been scaled up and a number of high impact discoveries 

have been made over the last couple of years. New pros-

pects are continually being matured through the global 

portfolio and by focusing on prolific basins with familiar 

geology and risks. Maersk Oil has been able to add re-

sources at competitive finding costs.

 

Maersk Oil completed 23 exploration/appraisal wells 

compared to 14 in 2011.

In Angola, the Caporolo discovery was made in Block 16 

and further drilling is planned to decide on the commer-

cial potential of the structure, which is adjacent to the 

Chissonga discovery. Exploration and appraisal drilling 

in Block 16 will continue in early 2013. Further explo-

ration and appraisal drilling has also been planned for 

Blocks 8 and 23, but timing is dependent on rig availabil-

ity, which increasingly has become a challenge due to 

the overheated drilling market in the West Africa region.

In Brazil, Maersk Oil participated in drilling of four explo-

ration/appraisal wells and several wells are planned for 

2013. In Blocks BM-C-37 and BM-C-38, Maersk Oil real-

ised value by providing the business partner with 20% 

additional interest and operatorship in exchange for cash 

and full carry in up to six wells.

In Greenland, acquisition of 3D seismic data was success-

fully completed in the Baffin Bay, and Maersk Oil partici-

pated in a shallow core sampling programme.

In the Kurdistan region of Iraq, the high exploration level 

continues in the Sarsang block and by year-end drilling 

of two exploration prospects was in progress.

In Kazakhstan, three exploration wells were completed 

with encouraging results and allowed progression of the 

Dunga Phase III, which could bring the gross production 

to a level above 30,000 barrels per day.

In Norway, Maersk Oil submitted applications in two 

exploration licence rounds with expected awards mid-

2013. The T-Rex exploration well did not discover hy-

drocarbons in commercial quantities and was therefore 

abandoned. Drilling of the Albert exploration well com-

menced in December.

In the UK, seven exploration/appraisal wells were com-

pleted including appraisal wells on Culzean, Ockley and 

Jackdaw. Maersk Oil was awarded nine new licences 

in the UKʼs 27th licensing round and potential award in 

2013 of three additional licences awaits the outcome of 

ongoing environmental assessments.

In the USA, Maersk Oil continues to build its prospect 

portfolio and was awarded seven new blocks in the US 

Central Gulf of Mexico bid round. Drilling of the Oceano-

grapher prospect is planned for 2013.
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Highlights 2012 2011

revenue 10,154 12,616

profit/loss before depreciation, amortisation  

and impairment losses, etc. (eBitDA) 7,156 10,015

Depreciation, amortisation and impairment losses 1,895 2,171

Gain on sale of non-current assets, etc., net 109 2

Share of profit/loss in associated companies -42 -4

profit/loss before financial items (eBit) 5,328 7,842

Tax 2,884 5,730

net operating profit/loss after tax (nopAt) 2,444 2,112

Cash flow from operating activities 3,857 4,319

Cash flow used for capital expenditure -1,959 -3,788

Invested capital 6,920 6,427

rOIC 36.6% 37.2%

Exploration expenses, net 1,088 1,056

Average share of oil and gas production 

(thousand barrels of oil equivalent per day) 257 333

Average crude oil price (Brent) (USD per barrel) 112 111

Maersk Oil UsD million

finAnciAl peRfoRMAnce

Maersk Oilʼs profit for 2012 was USD 2.4bn (USD 2.1bn) 

and ROIC was 36.6% (37.2%). The result was positively 

affected by the one-off tax income of USD 899m from the 

settlement of an Algerian tax dispute, a USD 91m gain 

from a partial divestment of interests in Brazil and a strong 

average oil price of USD 112 per barrel (USD 111 per bar-

rel). This was partly offset by the expected decline of the 

entitlement share of oil and gas production to 257,000 

boepd (333,000 boepd) due to a lower production share 

in Qatar and lower production in Denmark.

The Gryphon FPSO has been out of production from early 

2011. However, the loss of production and property dam-

age in 2012 are partly recoverable under the existing in-

surance policies, and for 2012 a compensation of USD 

407m has been received. It should be noted that negotia-

tions are still in progress to determine the final insurance 

proceeds from the insurance companies.

Cash flow from operating activities was USD 3.9bn 

(USD 4.3bn) and cash flow used for capital expenditure 

was USD 2.0bn (USD 3.8bn affected by the USD 2.4bn 

acquisition of SK Energy in Brazil). Exploration activity 

remained high with completion of 23 (14) exploration/

appraisal wells, leading to exploration expenses of USD 

1.1bn (USD 1.1bn).

stRAteGic focUs

With the current development plans and a sustained 

high level of exploration, Maersk Oil is entering a period 

with planned annual development capital expenditure in 

the range of USD 3-5bn compared to USD 1-3bn in recent 

years, in order to replenish the portfolio. Exploration ex-

penses are expected to be above USD 1.0bn per year. 

sAfety peRfoRMAnce

The lost time injury frequency (LTIF) for 2012 was 0.75 

per million working hours compared to 0.91 per million 

exposure hours in 2011.

Maersk Oil continues its efforts to completely eliminate 

accidents and the improved lost time injury frequency is 

a result of this effort.
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APM Terminals
APM Terminals delivered an increase in profit and a rOIC of 13.6% (13.1%). The expansion into high 
growth markets continued, notably with the acquisition of a 37.5% co-controlling stake in Global Ports Invest-
ments PLC, a portfolio of very attractive port assets in russia and neighbouring countries. The increased pres-
ence in high growth areas presents an opportunity but increases also geopolitical exposure.

•  Profit of USD 723m (USD 648m), impacted by pre-tax 

divestment gains of USD 123m (USD 28m)

•  ROIC was 13.6% (13.1%). Excluding the impact of port-

folio changes and one offs, underlying ROIC was 12.5% 

(12.4%)

•  Cash flow from operating activities was USD 975m 

(USD 912m)

•  Number of containers handled increased by 6% to 35.4m 

TEU (33.5m TEU), ahead of the market growth of 4%, 

boosted by additions to the portfolio

•  New terminal projects were secured in Lazaro Car-

denas, Mexico, and Ningbo, China, and a new inland 

project secured in Mombasa, Kenya

•  APM Terminals took control of the operations in Goth-

enburg, Sweden, and the terminal in Wilhelmshaven, 

Germany, opened.

MARKet DevelopMent

The global container terminal market measured in TEU 

increased by 4% during 2012. The growth rate was 

stronger during the first half of 2012 than during the sec-

ond half. The trade lane from Asia to Europe in particular 

softened during the second half, which affected port vol-

umes in both Asia and in Europe.

APM Terminals experienced renewed interest from ship-

ping lines wishing to secure access to modern container 

terminals with crane specifications and operational ca-

pabilities to match future market requirements.

initiAtives in 2012

The larger vessels being deployed and an increased ap-

preciation by the customers of the value of having the 

fastest possible turnaround time in port prompted APM 

Terminals to launch a Global Transformation Project to 

lift the operational performance. The project aims at im-

proving productivity by 15%. The crane lift per hour im-

proved by 8% across the terminal portfolio during 2012.

APM Terminals continued to work on developing attrac-

tive propositions to unlock value in long term partner-

ships. Volumes from 3rd party customers reached 48% 

of the total in 2012 (46%).

In the first half of 2012, operations in some terminals in 

North Africa, Europe and the Middle East were negatively 

affected by local political unrest or labour issues. Opera-

tions were fairly smooth during the second half of 2012 

with only a relatively minor issue affecting operations in 

Los Angeles in December.

In late October, Hurricane Sandy landed on the US east 

coast, closing the ports of New York and New Jersey in-

cluding APM Terminalsʼ Port Elizabeth facility. Operations 

ApM number of  number of Average  
terminals terminals new terminal  remaining                                     equity weighted crane lifts in million teU  
  projects concession   
   length in years 2012 2011 change

Americas 13 3 16 7.2 6.9 4%

Europe 19 2 27 12.9 12.2 5%

Asia 17 1 26 10.7 10.6 1%

Africa and Middle East 13 0 18 4.5 3.8 20%

total 62 6 22 35.4 33.5 6%

Portfolio



Expansion of existing terminals

Existing terminals

New terminal projects

APM Terminals’ global port 
activities 2012
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were impacted for more than a week in the entire port, but 

APM Terminals was successful in being the first terminal 

in the area to recommence operations after the hurricane.

poRtfolio 

APM Terminals announced during 2012 the following 

developments with portfolio implications:

•  On 28 November, a 37.5% co-controlling stake in the 

publicly listed company, Global Ports, was acquired. 

Global Ports is the leading operator of container ter-

minals in Russia and the Baltics. The enterprise value 

of the share acquisition was around USD 900m. As a 

result, APM Terminals added three container termi-

nals in Russia, two container terminals in Finland and 

a major oil and oil products terminal in Estonia to its 

global network.

•  APM Terminals took control of the operations in the 

Skandia Container Terminal in Gothenburg, Sweden, 

effective 4 January 2012. The facility is Scandinaviaʼs 

largest container terminal and handles about 0.8m 

TEU per year.

•  A 32 year concession contract was signed with the Port 

Authority of the port of Lazaro Cardenas (APILAC), 

Mexico, for the design, financing, construction, opera-

tion and maintenance of a new specialised container 

terminal at the port. APM Terminals will invest over 

USD 900m in the new deepwater 4.1m TEU capacity 

project.

•  The Container Terminal Wilhelmshaven (CTW) 

opened on 21 September 2012. APM Terminals holds 

a 30% share in Germanyʼs only deep-water terminal. 

CTW has a 2.7m TEU capacity.

•  Brasil Terminal Portuario (BTP) in Santos, Brazil, 

received ship-to-shore cranes and other crucial equip-

ment in its finalisation phase. This joint venture will 

result in a 2.2m TEU facility with a 15 meter draft to 

accommodate the larger vessels coming into the Latin 

American trade lanes. The start of operations has been 

slightly delayed and is now expected during first half 

of 2013. APM Terminals holds a 50% share of BTP.

•  The Group signed a cooperation agreement to enlarge 

the Meishan box facility at Ningbo, China, intending 

to take a 25% stake in the development of three new 

berths at the terminal.

•  APM Terminals acquired a 50% stake in an inland 

container depot in Mombasa, Kenya. APM Terminals 

will take charge of the operational management of the 

depot.

Expansion of existing  
terminals

Existing terminals

New terminal projects

APM Terminalsʼ global  
port activities 2012
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•  APM Terminals disposed half of the 50% stake in the 

Xiamen terminal in China with an after tax gain of 

USD 20m.

•  Maersk Equipment Service Company Inc., USA, was di-

vested in March 2012 with an after tax gain of USD 46m.

•  APM Terminalsʼ proposal to operate all Port of Virginia 

facilities in Hampton Roads, USA, under a long-term 

concession agreement with the Virginia Port Authority 

(VPA) was met with competing proposals submitted 

by the existing operator Virginia International Termi-

nals (VIT) as well as infrastructure investment units of 

two financial services and investment firms. The VPA 

is currently considering all proposals.

finAnciAl peRfoRMAnce

APM Terminals delivered a profit of USD 723m (USD 

648m) and a ROIC of 13.6% (13.1%). Excluding the impact 

of portfolio changes, underlying ROIC was 12.5% (12.4%).

APM Terminals is actively pursuing an investment strat-

egy with focus on growth markets. 38 out of 62 container 

terminals operate in growth markets and 78% of EBITDA 

was generated in these markets.

The number of containers handled by APM Terminals 

(measured in crane lifts weighted with APM Terminalsʼ 

ownership interest) increased by 6% compared to 2011. 

This was ahead of the market growth of 4%, boosted by 

additions to the portfolio.

During the second half of 2012, APM Terminalsʼ volumes 

were adversely affected by the global economic slowdown 

and notably the decline in volume carried on the Asia-Eu-

rope trade lane. Positive developments in Africa and Latin 

America were to a large extent able to compensate for this.

Revenue grew by 2% compared to 2011. This was lower 

than the volume growth rate, mainly due to the divest-

ment of Maersk Equipment Service Company in Q1, 

which impacted revenue without having a correspond-

ing volume impact. The 44% tariff reduction imposed by 

the Tariff Authorities for Major Ports in India (TAMP) on 

Gateway Terminals India in Mumbai affected revenue 

negatively by USD 46m. 

The EBITDA margin increased to 22.9% (22.6%). 

 

Pre-tax gains of USD 123m were primarily achieved 

through the divestment of half of the 50% stake in Xia-

men, China, and Maersk Equipment Service Company.

stRAteGic focUs

The expected market growth rate for 2013 is 4-5%. APM 

Terminals expects volume growth above market growth, 

supported by new additions to the portfolio and various 

performance improvement drives.

APM Terminals aims to become the leading port and in-

land operator in the world by 2016. APM Terminals will 

secure this position by serving the global shipping lines 

and cargo owners in long term partnerships through 

safe and excellent operations and by actively managing 

the portfolio and developing port infrastructure and in-

land services in high growth markets.

 2011 2012 2016F

Roic 13.1% 13.6% 13.0%

Number of terminals 55 62 65-70

revenue (USD bn) 4.7 4.8 6.0

EBITDA (USD bn) 1.1 1.1 1.6

NOPAT (USD bn) 0.6 0.7 1.0

Highlights 2012 2011

revenue 4,780 4,682

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 1,093 1,059

Depreciation, amortisation and impairment losses 360 368

Gain on sale of non-current assets, etc., net 123 28

Share of profit/loss in associated companies 59 50

profit/loss before financial items (eBit) 915  769

Tax 192 121

net operating profit/loss after tax (nopAt) 723 648

Cash flow from operating activities 975  912

Cash flow used for capital expenditure -1,350  -688

Invested capital 6,284  5,124

rOIC 13.6% 13.1%

Containers handled (measured in million TEU  

and weighted with ownership share) 35.4 33.5

APM Terminals UsD million
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APM Terminalsʼ mid-term (2016) financial targets are 

to reach a portfolio of 65-70 terminals, revenue of USD 

6.0bn, a ROIC of 13% and a profit of USD 1.0bn.

sAfety peRfoRMAnce

The lost time injury frequency (LTIF) for 2012 was 2.41 

per million exposure hours compared to 3.86 per million 

exposure hours in 2011.

APM Terminals has continued focus on eliminating ac-

cidents and advancing the safety management culture 

through the Safety Activist campaign and elimination of 

high risk situations through separation of man and ma-

chine and various safety enhancements to the facilities.
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Maersk Drilling
With high forward contract coverage and an order book of seven large rigs with delivery in 2013-2015, 
Maersk Drilling is on track towards its strategic aspiration of delivering a profit of USD 1.0bn by 2018. The full 
year result for 2012 was negatively impacted by start-up issues on two drilling rigs.

•  Profit of USD 359m (USD 488m)

•  ROIC was 8.3% (12.5%)

•  Cash flow from operating activities was USD 651m 

(USD 825m)

•  Forward contract coverage of 98% for 2013 and 76% 

for 2014

•  Operational uptime averaged 92.1% (95.6%).

MARKet DevelopMent

The oil price has during 2012 remained supportive for 

continued increases in oil companiesʼ exploration and 

development spending.

The market for Norwegian jack-up rigs remained strong 

with full utilisation throughout the year. The market is 

expected to remain tight in the years ahead and there are 

currently no jack-up rigs available until Q2 2014 and thus 

oil and gas companies are already now show ing interest in 

securing rig capacity well beyond 2014.

The market for international premium jack-up rigs 

 (outside Norway) enjoys significantly higher utilisation 

and day rates compared to older jack-up rigs, due to the 

safety and efficiency gains offered to the operators.

The market for ultra deepwater floaters (7,500ft+) was 

characterised by full utilisation in 2012 and day rate lev-

els returned to pre-crisis levels at around USD 600,000 

with some variations across regions and countries reflect-

ing differences in operating cost levels and taxes.

Despite the newbuilding order book, the ultra deepwater 

market is expected to remain tight and the number of 

rigs with 2013 availability is limited and operators are 

already securing ultra deepwater rig capacity for com-

mencement in 2014.

Oil supply from deepwater fields is needed to balance 

demand for oil, and to deliver the required deepwater oil 

production. Considerable exploration and development 

drilling will need to take place over the years to come. 

The increasing demand is primarily seen from the main 

growth regions in West Africa and the US Gulf of Mexico 

while uncertainty has arisen concerning the demand in 

Brazil. Recent discoveries in other emerging deepwater 

regions such as East Africa will also contribute to growth 

in the future.

initiAtives in 2012

Throughout 2012, with the exception of one jack-up rig, 

all of Maersk Drillingʼs 16 jack-up rigs and floaters, the 

ten drilling barges in Venezuela and the managed semi-

submersible rig have been on contract.

Maersk Drillingʼs operational uptime averaged 92.1% in 

2012 (95.6%). For the floating rigs the operational uptime 

averaged 85.1% (92.4%), while the operational uptime for 

the jack-up rigs averaged 95.3% (97.0%). The operational 

uptime was negatively affected by start-up issues for one 

jack-up rig and one floating rig.

 

Six yard stays for planned surveys and upgrades were 

completed in 2012. The yard stays were completed on 

time and on budget.

contRActs siGneD in 2012

•  A newbuild ultra harsh, high specification jack-up rig 

for operation in Norway, USD 620m. The contract du-

ration is four years and the contract commences mid-

2015 after delivery from the shipyard and mobilisation 

to Norway.

•  An option which was included in a four-year firm con-

tract for an ultra deepwater semi-submersible rig for 

segment 2013 2014

Ultra harsh environment jack-up rigs (Norway) 100% 86%

Premium jack-up rigs 96% 61%

Ultra deepwater and midwater rigs 100% 90%

total 98% 76%

Maersk Drillingʼs contract coverage per segment



Maersk training centre
svendborg
Denmark

The high end rigs in Maersk Drillingʼs fleet can be recreated virtually in the simulator to include 
all rig specific equipment and control systems. This will enable the crews to train in realistic  
surroundings as if on board the rig.
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work in the US Gulf of Mexico was also declared. The 

duration of the option is two years with commence-

ment on 4 November 2013 when the firm contract 

expires, USD 370m.

•  A two-year contract for an ultra harsh jack-up rig, USD 

280m. The contract is expected to commence in April 

2014 in direct continuation of its current contract.

•  The first in a series of four identical ultra deepwater 

drillships currently under construction, USD 610m. The 

contract duration is three years and commencement is 

expected by end 2013 upon delivery and mobilisation 

to the US Gulf of Mexico. The estimated contract value 

includes mobilisation, but excludes cost escalation and 

performance bonus.

•  A second drillship in the series, USD 694m. The contract 

duration is three years plus a two-year option and com-

mencement is expected in Q2 2014 upon mobilisation 

to the US Gulf of Mexico.

By the end of 2012, Maersk Drillingʼs forward contract cov-

erage was 98% for 2013, 76% for 2014, 51% for 2015 and 

41% for 2016. The total revenue backlog for Maersk Drill-

ing by the end of 2012 amounted to USD 7.0bn (USD 4.9bn). 

Fleet and newbuilding programme

Maersk Drilling currently owns and operates six ultra 

harsh jack-up rigs operating in Norway, three ultra 

deepwater semi-submersible rigs operating in the US 

Gulf of Mexico, Angola and Egypt, and six international 

premium jack-up rigs operating in Southeast Asia, West 

Africa and the North Sea. Furthermore, Maersk Drilling 

owns and operates a mid-water semi-submersible rig 

in the Caspian Sea, and manages a mid-water semi-sub-

mersible rig on behalf of its Chinese owners.

Maersk Drilling owns and operates ten drilling barges 

in Venezuela, which in 2012 generated revenue of USD 

194m (USD 178m).

Maersk Drilling participates in the 50/50% joint venture 

Egyptian Drilling Company, which owns and operates 64 

land and four jack-up rigs. In 2012, the joint venture gen-

erated total revenue of USD 424m (USD 447m).

Maersk Drilling has currently seven rigs under construc-

tion or on order. The order book includes three ultra harsh 

jack-up rigs, of which the first two will be delivered in 2014, 

while the third rig will be delivered in 2015. Additionally, 

the order book contains four ultra deepwater drillships  

– one to be delivered late in 2013 and the rest in 2014. 

The newbuilding programme is progressing according to 

plan.

Of the seven newbuild rigs, contracts have already been 

secured for five totalling a contract backlog of 17 rig years 

and estimated revenue backlog of around USD 2.9bn.

finAnciAl peRfoRMAnce

The profit for 2012 was USD 359m (USD 488m) negatively 

impacted by more than USD 125m due to delayed start-

up on new contracts for two rigs due to start-up issues 

and positively impacted by reversal of impairment 

losses of USD 24m.

fleet 2012 2011

Jack-up rigs 12 12

Semi-submersible rigs 4 4

Drilling barges 10 10

total 26 26

newbuilding programme

Jack-up rigs 3 2

Drillships 4 4

total 7 6

Highlights 2012 2011

revenue 1,889  1,878

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 682 862

Depreciation, amortisation and impairment losses 232 244

Gain on sale of non-current assets, etc., net 8 -

profit/loss before financial items (eBit) 458 618

Tax 99 130

net operating profit/loss after tax (nopAt) 359 488

Cash flow from operating activities 651  825

Cash flow used for capital expenditure -589  -600

Invested capital 4,604  4,102

rOIC 8.3% 12.5%

Maersk Drilling UsD million
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Cash flow from operating activities was USD 651m (USD 

825m) after a slight increase in working capital of USD 

25m (USD 52m). 

After investment cash flow of USD 589m (USD 600m), the 

total free cash flow was USD 62m (USD 225m).

stRAteGic focUs

The focus areas for growth are Norway, leveraging the 

market leading position in the ultra harsh jack-up mar-

ket, and the deepwater regions in the US Gulf of Mexico 

and West Africa where Maersk Drilling aims to build 

strong positions.

With full contract coverage for 2013, Maersk Drilling has 

a high degree of earnings visibility. The main risks relate 

to operational performance, cost inflation and delivery of 

newbuildings and yard stays for existing rigs on time and 

budget. Longer term Maersk Drilling will be exposed in 

the event of a lower oil price which will negatively impact 

oil companiesʼ exploration and development spending.

As a consequence of the significant growth and taking 

many new rigs into operation in 2013-2015, Maersk 

Drilling expects additional costs associated with training 

and start-up of operations, which will negatively impact 

the result in 2013, 2014 and 2015. After delivery from the 

yard, the rigs will carry operational costs without earn-

ing full revenue until contract commencement. Depend-

ing on the location of operation this may be for periods of 

2-3 months per rig.

sAfety peRfoRMAnce

The lost time injury frequency (LTIF) for 2012 was 0.53 

per million exposure hours compared to 0.21 per million 

exposure hours in 2011.

The increase in the LTIF is disappointing and whereas 

the safety performance is still relatively strong, a num-

ber of initiatives have been implemented in order to im-

prove the safety performance. 
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Highlights 2012 2011

revenue 877  942

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 319 416

Depreciation, amortisation and impairment losses 173 167

Gain on sale of non-current assets, etc., net -4 3

profit/loss before financial items (eBit) 142 252

Tax 10 9 

net operating profit/loss after tax (nopAt) 132 243

Cash flow from operating activities 305  375

Cash flow used for capital expenditure -214  -120

Invested capital 2,206  2,146

rOIC 6.1% 11.2%

Maersk Supply Service UsD million

fleet 2012 2011

Anchor handling vessels 49 50

Supply vessels 13 13

Emergency, response and rescue vessels 35 32

Other vessels 3 3

total 100 98

newbuilding programme

Anchor handling vessels 2 2

Emergency, response and rescue vessels 4 4

total 6 6

Maersk Supply Service

• Profit of USD 132m (USD 243m)

• ROIC was 6.1% (11.2%)

•  Cash flow from operating activities was USD 305m 

(USD 375m).

The profit was negatively affected by general oversupply 

in most segments of the market, except in the emergency 

response and rescue segment. Cash flow used for capital 

expenditure increased due to investment in Canadian 

newbuildings and modification of a number of existing 

vessels.

Maersk Supply Service had a reasonable contract cover-

age going into 2012 with continued focus on employing 

spot fleet in key strategic markets such as West and East 

Africa, Brazil, Australia and Canada where a number of 

new contracts and extensions were made.

For the anchor handling tug supply vessels, the newbuild-

ing activity in the market slowed down with very few 

new orders being placed, whereas the significant order 

book for platform supply vessels continued to grow. A 

number of subsea support vessels were ordered on specu-

lation during the year.

ESVAGT became part of Maersk Supply Serviceʼs report-

ing segment effective 1 January 2012 and within the 

emergency response and rescue segment, ESVAGT 

achieved high utilisation in 2012 and all time high turno-

ver and profit. 

ESVAGT took delivery of three vessels during 2012. All 

went directly on long term contracts (duration five 

and ten years), two in Norway and one in Denmark. The 

newbuildings are ESVAGTʼs most advanced vessels to-

date and bring the fleet to 35 vessels

Two anchor handling tug supply vessels are on order with 

options for up to four additional vessels. The vessels 

are built for the Canadian market and optimised for the 

local operating profile with reduced emissions and fuel 

consumption. One vessel was sold, bringing the Maersk 

Supply Service fleet to 65 vessels.

Contract coverage for 2013 is 57% and for 2014 29% ex-

cluding options.

The lost time injury frequency (LTIF) for 2012 was 0.74 

per million exposure hours compared to 0.75 per million 

exposure hours in 2011.
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Maersk Tankers

• Loss of USD 312m (loss of USD 153m)

• ROIC was negative by 8.3% (negative 4.3%)

•  Cash Flow from operating activities was USD 142m 

(USD 95m)

•  Impairment losses of USD 268m

•  Divested the Small Northwest Europe segment and 

the Handygas segment

•  Time charter fleet reduced by 25 vessels.

Vessel oversupply and slower demand growth continue to 

drive the unfavourable market balances in most segments. 

During the year, the market conditions led Maersk Tankers 

 to adjust the medium term outlook, resulting in USD 268m 

impairment loss on Very Large Crude Carriers (VLCCs), 

product handy-tankers and the small product tanker seg-

ment. Significant uncertainty regarding valuation of ves-

sels remains.

Significant VLCC tonnage will be added to the market in 

2013 with demand growth expected to be unchanged.

General overcapacity and weak demand growth affected 

the product tanker segments negatively in 2012. Expec-

tations for 2013 remain unchanged with a relatively flat 

demand/supply development.

In the gas segment, earnings are expected to come un-

der pressure from increasing vessel supply in 2013.

Maersk Tankers has started several initiatives to improve 

profitability. A project was launched, consisting of com-

mercial improvement and cost reduction initiatives. Sig-

nificant savings have been achieved in 2012 with bunker 

initiatives being the largest contributor with reductions 

of 7% corresponding to USD 48m.

Maersk Tankers divested the Small Northwest Europe 

segment as part of the strategy to optimise, to focus on 

fewer segments and to release capital for new invest-

ments. Such investments include the potential retrofit-

ting of VLCCs, which would result in efficiency gains and 

a positive environmental impact due to reductions in 

fuel consumption. Maersk Tankers has also significantly 

reduced the time charter fleet.

Maersk Tankers entered into an agreement to divest the 

Handygas segment. The transaction will take place in 2013.

In addition to the above initiatives Maersk Tankers has 

decided to cold lay-up two VLCC vessels.

Maersk Tankers has taken delivery of seven vessels (five 

VLCCs and two product tankers) during 2012, sold ten 

product tankers and has no further newbuildings on order.

 

The lost time injury frequency (LTIF) for 2012 was 0.89 

per million exposure hours compared to 1.12 per million 

exposure hours in 2011.

  2012  2011

fleet Own Chartered Own Chartered

Crude oil 16 5 11 5

Product 84 34 92 55

Gas 16 7 16 11

total 116 46 119 71

newbuilding programme

Crude oil 0 1 5 1

Product 0 0 1 0

Gas 0 0 0 0

total 0 1 6 1

Highlights 2012 2011

revenue 1,256 1,299

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 223 108

Depreciation, amortisation and impairment losses 542 278

Gain on sale of non-current assets, etc., net 8 6

profit/loss before financial items (eBit) -311 -164

Tax 1 +11

net operating profit/loss after tax (nopAt) -312 -153

Cash flow from operating activities 142  95

Cash flow used for capital expenditure -461  -668

Invested capital 3,729  3,774

rOIC -8.3% -4.3%

Maersk Tankers UsD million
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Damco

•  Profit of USD 55m (USD 63m), positively impacted by 

pre-tax divestment gains of USD 19m

•  ROIC was 13.5% (24.4%)

•  Cash flow from operating activities was negative by 

USD 97m (positive by USD 93m).

Damco recorded significant growth in 2012, partly due 

to impact from acquisitions. Further, products grew vol-

ume well ahead of the market and net revenue in 2012 

was up to USD 3.3bn, an increase of 18.9%.

Damco shipped 6% more ocean volumes compared to 

2011. Airfreight tonnage almost doubled, recording a 

growth over last year of 91%. The growth in airfreight 

was partly due to the full year effect of the NTS acquisi-

tion in August 2011 (a China based freight forwarder), 

but also due to strong growth in selected focus indus-

tries. Supply Chain Management volumes returned to 

growth and ended 5% higher than prior year level.

The worsening market conditions as well as implemen-

tation costs related to new business caused downward 

pressure on Damcoʼs unit margin profitability, which 

had a negative impact on Damcoʼs performance in 2012. 

Cash flow from operating activities was negative by USD 

97m (positive USD 93m) driven by increased working 

capital employed.

Damco announced early in 2012 a restructuring of its 

European operations, which were split in East and West. 

In October, Damco acquired the freight forwarder Pacific 

Network Global Logistics, which significantly strength-

ened its position in Oceania. In September, Damco an-

nounced that the global headquarter will relocate from 

Copenhagen, Denmark, to The Hague, The Netherlands. 

The move is scheduled to be completed in Q1 2013.

The lost time injury frequency (LTIF) for 2012 was 0.51 

per million exposure hours compared to 0.81 per million 

exposure hours in 2011.

Highlights 2012 2011

revenue 3,272 2,752

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 101 120

Depreciation, amortisation and impairment losses 27 23

Gain on sale of non-current assets, etc., net 19 1

profit/loss before financial items (eBit) 93 98

Tax 38 35

net operating profit/loss after tax (nopAt) 55 63

Cash flow from operating activities -97  93

Cash flow used for capital expenditure -22  -119

Invested capital 499  317

rOIC 13.5% 24.4%

Damco UsD million
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SvITzEr

•  Profit of USD 9m (USD 102m), negatively impacted by 

impairment losses of USD 109m

•  EBITDA margin of 29% (27%)

•  ROIC was 0.6% (6.4%)

•  Cash flow from operating activities was USD 257m 

(USD 131m).

Within harbour towage, activity was largely unchanged 

compared to the year before. Strong activity growth in 

Australia (7%) was offset by declining activity in Europe 

(-3%). Terminal towage developed as expected. SVITZER 

managed to charter recently delivered vessels to new 

terminal towage contracts and extended a number of ex-

isting contracts. Within salvage, activity was weak dur-

ing large parts of the year with some increase during Q4.

 

Total revenue increased by 2.7% and EBITDA-margin in-

creased to 29% (27%) driven by several initiatives to im-

prove top line performance and strengthen cost control. 

The UK towage market has been bleak over a longer 

period of time, and with a continued poor outlook, an im-

pairment of goodwill was recognised in Q4 of USD 102m, 

related to the Adsteam activities acquired in 2007. Profit 

was in addition negatively impacted by provision for bad  

debts (USD 5m), a tax claim from the 2007 divestment of 

crew boat activities (USD 5m) and impairment of the 

Ocean Towage division (USD 7m). 

Cash flow from operating activities was USD 257m (USD 

131m) following the improved operational results and 

significant collections of salvage receivables.

In September 2012, SVITZER launched a new strategy, 

coupled with a new organisational structure, to improve 

returns in its harbour towage activities, increase its share 

of long term towage contracts and raise safety standards.

The lost time injury frequency (LTIF) for 2012 was 1.46 

per million exposure hours compared to 0.78 per million 

exposure hours in 2011.

  2012  2011

fleet Own Chartered Own Chartered

Tugboats 351 17 340 23

Other vessels 126 11 143 13

total 477 28 483 36

newbuilding programme

Tugboats 4   15  

Other vessels 2   1  

total 6   16  

Highlights 2012 2011

revenue 897 873

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 260 237

Depreciation, amortisation and impairment losses 212 109

Gain on sale of non-current assets, etc., net 5 4

profit/loss before financial items (eBit) 53 132

Tax 44 30

net operating profit/loss after tax (nopAt) 9 102

Cash flow from operating activities 257  131

Cash flow used for capital expenditure -102  -187

Invested capital 1,516  1,589

rOIC 0.6% 6.4%

SvITzEr UsD million
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Dansk Supermarked Group

•  Revenue of DKK 55.6bn (DKK 55.2bn)

•  Profit of DKK 1.3bn (DKK 5.4bn including gain from 

sale of Netto, UK)

•  ROIC was 8.2% (35.1%)

•  Cash flow from operating activities was DKK 2.3bn 

(DKK 2.3bn)

•  71 new stores were opened

•  Acquired remaining 25% of shares in Netto, Germany

•  Tøj & Sko chain was closed

•  Two non-performing føtex stores were closed.

tHe MARKet foR GRoceRy RetAil

The Danish retail market for fast moving consumer goods 

grew by 2.3% in 2012. The market experienced a continued 

shift in volume from supermarkets towards discounters 

due to the continued slowdown in the economic environ-

ment, more store openings in the discount segment rela-

tive to supermarkets and a new law allowing extended 

opening hours including Sundays. 

Short term, the discount segment is expected to continue 

its growth especially helped by the extended opening 

hours. Long term, discounters are expected to grow ahead 

of supermarkets but not at the same pace as historically.

Dansk Supermarked increased its market share in Den-

mark to 34.0% (33.6%). The increase mainly took place 

in the second half of 2012. Dansk Supermarkedʼs market 

share also increased in Poland and remained stable in 

Germany and Sweden.

The non-food business continued to be under pressure 

primarily due to the economic environment together 

with the growing importance of online shopping, which 

was also reflected in the online shops, www.bilka.dk and 

www.salling.dk, which both experienced a continued 

strong growth in 2012. However, there was an overall 

decline in the non-food business.

initiAtives in 2012

A major transformation of Dansk Supermarked was initi-

ated in 2012 to make a step change in the coming years to 

secure the position as the preferred choice of customers 

in all its retail formats. Every week, Dansk Supermarked 

delivers around 9m shopping trips and the ambition is to 

continuously improve the shopping experience to create 

value for the customers.

The transformation was initiated with a number of cost 

reducing projects to fund the transformation. Specifi-

cally, better prices have been negotiated with suppliers 

and a number of functions have been reorganised or re-

duced to get a lean and more agile set-up. 

Strategic priorities in the coming years include improve 

customer insight, develop and refresh the formats, 

number of stores 2012 2011

Netto Denmark 441 431

Netto Germany 345 341

Netto Poland 276 242

Netto Sweden 148 146

netto total 1,210 1,160

Bilka 18 16

føtex 89 86

Salling 2 3

Other stores 0 38

total 1,319 1,303

Highlights 2012 2011

revenue 55,610 55,227

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 2,507 2,885

Depreciation, amortisation and impairment losses 846 564

Gain on sale of non-current assets, etc., net 68 3,703

profit/loss before financial items (eBit) 1,729 6,024

Tax 445 653

net operating profit/loss after tax (nopAt) 1,284 5,371

Cash flow from operating activities 2,316  2,271

Cash flow used for capital expenditure -2,055  3,392

Invested capital 16,252  15,091

rOIC 8.2% 35.1%

Dansk Supermarked Group DKK million
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continue expansion of Netto International, category man-

agement, price competitiveness, continued operational 

efficiency and the people agenda.

As part of Dansk Supermarkedʼs international growth 

strategy the remaining 25% of the shares in Netto, Ger-

many (OHG Netto Supermarkt GmbH & Co.) was acquired 

effective from the end of December 2012 and Dansk Super-

marked is now the sole owner of the company. 

finAnciAl peRfoRMAnce

Revenue for 2012 was DKK 55.6bn, an increase of DKK 

2.1bn compared to 2011 adjusted for the sale of Netto 

Foodstores Limited, UK. In total, 71 new stores were 

opened of which 48 outside Denmark. A total of 55 stores 

across all countries were closed. 

Profit was negatively impacted by impairment losses 

of DKK 221m (DKK 67m) mainly related to closed stores 

including two føtex stores and 37 Tøj & Sko stores. Ad-

ditionally, a sharp decline in the performance of Netto, 

Sweden, partly due to implementation of a new ERP 

system and refurbishment of Salling, Aalborg, impacted 

the result negatively.

Cash flow used for capital expenditure was DKK 2.1bn 

(positive by DKK 3.4bn). Excluding the cash received from 

the sale of Netto, UK the comparable capital expen diture 

in 2011 was DKK 2.9bn. The decrease of DKK 818m was 

mainly related to investments in fewer stores, relocation 

and refurbishment of existing stores.

The expectation for 2013 is a total growth of 4-6% in 

 revenue together with improvements in the profitability. 

sAfety peRfoRMAnce

The lost time injury frequency (LTIF) for 2012 was 13.46 

per million exposure hours compared to 13.95 per million 

exposure hours in 2011.
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Maersk FPSOs and Maersk LNG

•  Profit of USD 336m (USD 10m), of which USD 245m 

stem from divestment gains

•  ROIC was 33.9% (0.4%)

•  Divestment of Maersk LNG completed, resulting in a 

USD 80m gain

•  Divestment of FPSO Maersk Peregrino completed,  

resulting in a USD 163m gain

•  Free cash flow was USD 2.7bn (USD 254m).

MARKet DevelopMent

During the last three years, the FPSO market has seen an 

increase in divestments amongst contractors. The finan-

cial return on most FPSO contracts does not match the 

associated risks and costs, which have forced smaller 

contractors to exit the market creating fewer, but larger 

players to bid for projects today. Maersk FPSOs has taken 

part in divestments when the right opportunities with the 

right buyers have arisen.

At the end of 2012, Maersk FPSOsʼ fleet consisted of four 

units operating in the North Sea and Congo on long-term 

contracts running for up to nine years. Two of the units, 

FPSO North Sea Producer and FGSO NKossa II, are joint 

ventures where Maersk FPSOs has 50% and 51% owner-

ship, respectively.

initiAtives in 2012

Following the divestment of FPSO Maersk Ngujima-

Yin in December 2011, an agreement was signed on 31 

July 2012 to divest FPSO Maersk Peregrino at a price of 

USD 1.2bn. The divestment activities generated a total 

accounting gain of USD 245m in 2012 and a cash flow 

of USD 2.6bn. In the Groupʼs consolidated figures an ad-

ditional profit of USD 53m was recognised on the FPSO 

Maersk Peregrino transaction.

In Q3 2012, Maersk FPSOs signed a new contract for FPSO 

North Sea Producer, with a positive financial effect dating 

from 1 January 2012.

Drilling preparations on the Volve field in the Norwegian 

sector of the North Sea have recommenced during 2012 and 

it has been decided to transfer the Volve production module 

and the operating company from Maersk FPSOs to Maersk 

Drilling as of 1 January 2013. Furthermore, it was agreed to 

start a process which, if successful, will lead to a transfer of 

ownership of the FPSO Maersk Curlew to third party.

finAnciAl peRfoRMAnce

The result for Maersk FPSOs and Maersk LNG was USD 

336m (USD 10m), positively affected by divestment 

gains from the sale of Maersk LNG and FPSO Maersk 

Peregrino. The continued shutdown of FPSO Maersk 

Curlew had a negative impact on the result. 

sAfety peRfoRMAnce

The lost time injury frequency (LTIF) for 2012 was 0.00 

per million exposure hours compared to 0.53 per million 

exposure hours in 2011.

operated fleet 2012 2011

Floating production units (FPSO/FGSO) 4 6

LNG carriers 0 8

total 4 14

newbuilding programme

Floating production units (FPSO/FGSO) 0 0

total 0 0

Highlights 2012 2011

revenue 357 591

profit/loss before depreciation, amortisation 

and impairment losses, etc. (eBitDA) 118 243

Depreciation, amortisation and impairment losses 51 280

Gain on sale of non-current assets, etc., net 245 8

Share of profit/loss in associated companies - 3

profit/loss before financial items (eBit) 312 -26

Tax +24 +36

net operating profit/loss after tax (nopAt) 336 10

Cash flow from operating activities 104  226

Cash flow used for capital expenditure 2,619 28

Invested capital 120  2,539

rOIC 33.9% 0.4%

Maersk FPSOs and Maersk LNG UsD million
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Maersk Container Industry

Maersk Container Industry (MCI) experienced a high 

demand for reefer containers and reefer machines in the 

first part of 2012 as a result of sound fundamentals in 

the market. In the latter part of 2012, demand weakened 

influenced by an attempt from shipping lines to drive 

freight rates higher by reducing capacity. However, the 

fundamentals in the market seem intact driven by the 

underlying growth in reefer transported commodities 

and cargo conversion from conventional reefer bulk ves-

sels to reefer containers.

During the year, MCI produced reefer container number 

300,000 and reefer machine number 125,000. The pro-

duction of the Star Cool reefer machine started in 2005 

and for the first time MCI sold more reefer machines 

than reefer containers in a year. 

Revenue was USD 1.1bn (USD 1.2bn) and the profit was 

USD 60m (USD 69m). ROIC was 27.7% (33.1%).

The building of the new reefer factory in Chile is progress-

ing according to plan and is expected to be operational 

by the end of 2013.

The lost time injury frequency (LTIF) for 2012 was 1.47 

per million exposure hours compared to 1.45 per million 

exposure hours in 2011.

Danske Bank
The Group owns 20% of the shares in Danske Bank, the 

largest Danish bank, which has operations in a number 

of countries, including Denmark, Sweden, Finland, Nor-

way, Ireland and Northern Ireland. The bankʼs profit was 

DKK 4.7bn (DKK 1.7bn), of which 20%, corresponding to 

DKK 952m (DKK 343m), is included in the Groupʼs profit.

The Group participated pro rata in Danske Bankʼs DKK 

7.15bn (USD 1.2bn) capital increase in October 2012.

ro/ro and related activities
Ro/Ro and related activities comprise the Groupʼs own-

ership interests in DFDS and Höegh Autoliners, etc. The 

profit was USD 55m (USD 34m) and ROIC was 7.7% (5.3%).
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Unallocated activities comprise revenue and costs, etc. 

as well as financial items which are not attributed to re-

portable segments, including in particular interest and 

exchange rate adjustments on borrowings. Furthermore, 

the purchase of bunker and lubricating oil on behalf of 

companies in the Group, as well as oil hedging activities 

that are not allocated to segments, are included on a net 

basis in unallocated activities.

The bunker purchase activity increased slightly com-

pared to last year. The financial items were negative by 

USD 755m (negative by USD 855m). The two main con-

tributors to this positive development were reduced net 

interest expenses (including hedging and fair value ad-

justments) primarily from short-term placements, as 

well as currency adjustments.

 usD million

Highlights   2012 2011

revenue 814  782

Costs including depreciation and amortisation, etc. 884  825

value adjustment of oil price hedges -3 -14

eBit -73 -57

Financial items, net - 755 -855

loss before tax  -828  -912

Tax +105 +177

loss for the year -723  -735

  

Cash flow from operating activities -742 -1,123

Unallocated activities
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A.P. Moller - Maersk Group

Financial report

The A.P. Moller - Maersk Groupʼs profit for the year increased by  
DKK 5.3bn to DKK 23.4bn (DKK 18.1bn) and the equity totalled DKK 222.5bn 
(DKK 207.9bn).

incoMe stAteMent

Revenue increased by 6% to DKK 342.1bn (DKK 322.5bn). 

Measured in USD, revenue decreased by 2% to 59.0bn 

(USD 60.2bn), positively impacted by higher oil prices 

and container volumes and negatively offset by lower 

container freight rates and lower share of oil production. 

Operating costs increased by DKK 26.3bn to DKK 271.9bn 

(DKK 245.6bn), primarily due to increasing container vol-

umes and increasing bunker prices.

Depreciation, amortisation and impairment losses in-

creased by DKK 2.1bn to DKK 31.0bn (DKK 28.9bn). The 

Group recognised impairment losses of net DKK 2.3bn 

(DKK 1.7bn), mainly related to Maersk Tankers and 

SVITZER.

Gain on sale of non-current assets, net, decreased to DKK 

3.7bn (DKK 4.8bn). In 2012, the gains primarily related 

to the sale of the FPSO Maersk Peregrino, the LNG activ-

ities, and a partial divestment of an oil activity in Brazil, 

whereas 2011 primarily was attributable to divestment 

of Netto Foodstores Limited, UK.

Share of the result in associated companies increased by 

DKK 0.6bn to DKK 1.3bn (DKK 0.7bn) due to higher profit 

in Danske Bank and Höegh Autoliners. 

Net financial expenses were reduced to DKK 4.4bn (DKK 

4.6bn). The two main contributors to this positive devel-

opment was lower net interest expenses including hedg-

ing and positive fair value adjustments primarily from 

short-term placements, as well as currency adjustments.

tAx

Companies in the Group are taxed under different tax 

regimes, depending on location and activity. Special tax 

rules apply to some of the Groupʼs activities.

As a general rule, shipping activities are subject to a 

tonnage-based or similar tax system, under which the 

computation of taxable income includes an amount cal-

culated on the basis of the fleetʼs tonnage. Moreover, in 

certain countries freight taxes are paid, mainly based on 

calculated net income in those countries. 

In most countries, oil and gas activities are subject to 

a special form of taxation, which is often considerably 

higher than the normal corporate tax rate. Further-

more, for the period 1 January to 8 July the Danish gov-

ernment received 20% of the profit before tax from the 

Danish sector of the North Sea, calculated according to 

tax rules. This profit share is treated as tax in the finan-

cial statements. In other countries, the government re-

ceives a share of the oil production in addition to the tax 

payment. Such government shares are excluded from 

revenue and hence not included as tax.

In 2012, the total tax charge for the Group was DKK 19.1bn 

(DKK 32.4bn). The decrease was primarily caused by the 

settlement of an Algerian tax dispute resulting in a one- 

off income of DKK 5.2bn. Of the total tax charge, taxes pay-

able to Denmark were DKK 9.3bn in 2012 (DKK 11.0bn), 

of which DKK 6.1bn related to the special hydrocarbon 

tax and profit share to the Danish state (DKK 7.7bn), and 

DKK 3.2bn represented corporate tax on oil activities 

(DKK 3.3bn). The shipping activitiesʼ tax payment was 

DKK 57m (DKK 56m).
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coMpReHensive incoMe

Comprehensive income for the year was DKK 21.7bn 

(DKK 19.9bn) and includes the profit for the year of DKK 

23.4bn (DKK 18.1bn) and other comprehensive income 

which was negative by DKK 1.7bn (positive DKK 1.8bn). 

Other comprehensive income mainly includes exchange 

rate adjustment on translation from functional currency  

to presentation currency, fair value adjustment of certain  

securities, value adjustment of cash flow hedges and ac-

tuarial gains and losses.

BAlAnce sHeet

At 31 December 2012, total assets amounted to DKK 

420.7bn (DKK 404.7bn). 

Intangible assets increased to DKK 34.2bn (DKK 28.8bn) 

mainly due to acquired terminal concession rights.

Property, plant and equipment of DKK 261.4bn (DKK 

254.8bn) increased by DKK 6.6bn, with investments in 

the year of DKK 47.0bn (DKK 43.2bn). Depreciation for 

the year was DKK 26.7bn (DKK 25.7bn), and net impair-

ment losses of DKK 1.7bn (DKK 1.4bn) were recognised. 

Sale of tangible assets accounted for DKK 8.8bn (DKK 

10.0bn), primarily related to oil facilities in Denmark 

due to the entry of Nord søfonden (the Danish state-

owned North Sea Fund) as partner in DUC (Dansk Un-

dergrunds Consortium) and FPSO Maersk Peregrino. 

Currency adjustments were a decrease of DKK 3.2bn 

(increase of DKK 5.0bn) due to the development in USD 

versus DKK.

Shares in associated companies amounted to DKK 

35.5bn (DKK 32.5bn), hereof Danske Bank DKK 27.7bn 

(DKK 25.2bn). 

Derivatives were as of 31 December 2012 a net liability of 

DKK 135m (DKK 3.3bn). The reduced liability is primarily 

related to the appreciation of NOK and DKK.

Total cash and cash equivalents, consisting of securities 

held for trading as well as cash and bank balances, to-

talled DKK 15.2bn (DKK 15.2bn) at 31 December 2012. 

Assets held for sale of net DKK 3.0bn (DKK 8.7bn) com-

prised assets expected to be sold during 2013 including 

11 handygas vessels.

Equity totalled DKK 222.5bn (DKK 207.9bn). The increase 

includes comprehensive income for the year of DKK 

21.7bn (DKK 19.9bn), and dividend was deducted by DKK 

5.5bn (DKK 4.9bn). 

Deferred tax liabilities totalled DKK 7.9bn (DKK 6.0bn) at 

31 December 2012, and recognised deferred tax assets 

totalled DKK 3.8bn (DKK 4.9bn). Furthermore, deferred 

tax assets of DKK 4.0bn (DKK 4.0bn) have not been rec-

ognised, cf. note 13 to consolidated financial statements.

leGAl DispUtes, etc.

The Group is involved in a number of legal disputes. 

Moreover, the Group is party to a number of tax disputes, 

some of which involve substantial amounts and are sub-

ject to considerable uncertainty.

pensions, etc.

The actuarial net liability in relation to defined benefit 

plans recognised in the financial statements totalled DKK 

2.5bn (DKK 2.5bn) at 31 December 2012. Developments in 

the actuarial assumptions as well as changes to the min-

imum funding requirements resulted in actuarial losses 

of DKK 253m (loss of DKK 844m), which are included in 

other comprehensive income. In 2012, the Group paid 

DKK 584m (DKK 558m) to defined benefit plans.

cAsH flow

Cash flow from operating activities DKK 44.2bn (DKK 

38.9bn) was positively affected by less taxes paid, which 

was partly offset by lower earnings before depreciation 

and amortisation. Cash flow used for capital expenditure 

was DKK 36.6bn (DKK 52.3bn). The decrease was mainly 

due to sale of the FPSO Maersk Peregrino, the LNG activi-

ties, and a partial divestment of an oil activity in Brazil 

partly being offset by the investments in vessels, oil 

rights as well as the capital increase in Danske Bank.

opeRAtinG leAse coMMitMents

The present value of the operating lease commitments 

totalled DKK 63.4bn (DKK 66.8bn) at 31 December 2012 

using a discount rate of 6% (6%). The amount is divided 

into the following main items:

•  Maersk Line and Maersk Tankers of DKK 31.9bn (DKK 

39.2bn) primarily relating to vessels on time charter

•  APM Terminals of DKK 24.6bn (DKK 21.5bn) primarily 

relating to future concession fees for port facilities

•  Other commitments of DKK 6.9bn (DKK 6.1bn) 

About half of the time charter payments in Maersk Line 

and one third of the time charter payments in Maersk 
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Tankers are estimated to relate to operational costs for 

the assets. The use of chartered vessels reduces the risk 

related to fluctuations in demand. The average term to 

maturity of commitments related to the charters was 2.4 

years (2.7 years) for Maersk Line and 4.3 years (4.2 years) 

for Maersk Tankers.

In APM Terminals, the majority of the commitments 

relating to future concession fees for port facilities have 

long maturities with most of the concession agreements 

being longer than 20 years.

cApitAl coMMitMents

Capital commitments related to the purchase of prop-

erty, plant and equipment totalled DKK 78.1bn (DKK 

84.9bn) at 31 December 2012 and are primarily related 

to Maersk Line DKK 19.2.bn (DKK 30.0bn), Maersk Drill-

ing DKK 19.2bn (DKK 17.4bn), Maersk Oil DKK 19.3bn 

(DKK 16.5bn) and APM Terminals DKK 18.3bn (DKK 

16.3bn).

A total of 25 container vessels, 7 drilling units and 12 

other vessels are in the order book at year-end. 

The capital commitments will be financed by a combina-

tion of the Groupʼs future cash flow from operating activ-

ities, investment specific loans and existing committed 

corporate facilities.
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sHARe pRice DevelopMent

The total market value of A.P. Møller - Mærsk A/Sʼ shares 

at the end of 2012 was DKK 180.4bn. On 20 February 

2012, the B share closed at its highest price in 2012 of DKK 

48,040 (for one DKK 1,000 share) and on 4 June 2012, at its 

lowest price of DKK 35,220. At the end of 2012, the price 

was DKK 42,600, corresponding to an increase by 12.3% 

compared to the end of 2011. The total shareholder return 

for the B share was 15.5% in 2012.

sHARe cApitAl

A.P. Møller - Mærsk A/S was listed on the stock exchange 

in 1982. The shares are listed on NASDAQ OMX Copenha-

gen and are divided into two classes: A shares with vot-

ing rights and B shares without voting rights. Each DKK 

1,000 A share entitles the holder to two votes.

At 31 December 2012, the total share capital of DKK 

4,395.6m consisted of 4,395,600 shares, equally split 

between A and B shares. No restrictions are imposed on 

the negotiability of the shares.

owneRsHip

A.P. Møller - Mærsk A/S had above 75,000 private and 

institutional shareholders at the end of 2012. 41.22% of 

the share capital, corresponding to 50.6% of the votes, is 

held by the foundation A.P. Møller og Hustru Chastine 

Mc-Kinney Møllers Fond til almene Formaal. In addition 

to this, the founding family controls another 25.9% of the 

votes through various foundations and private owner-

ship. The free float is 42% of the share capital. 

In addition to the Foundations´ large ownership,  

A.P. Møller - Mærsk A/S has a base of international share-

holders. According to an analysis of the shareholder 

structure carried out in December 2012, the distribution 

of the free floating shares is as follows:

A.P. Moller - Maersk Group

Shareholders

In 2012, the Group hosted its first Capital Markets Day. With more  
than 300 analysts and investors attending, this was the highest attendance  
for a Capital Markets Day in Denmark.

35,000

37,000

39,000

41,000

43,000

45,000

47,000

49,000

Maersk BDKK MSCI Europe Transportation OMX Nordic 40

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

According to § 104 in the share capital votes
Danish financial statements 
Act (Årsregnskabsloven)
A.P. Møller og Hustru Chastine Mc-Kinney  
Møllers Fond til almene Formaal,  
Copenhagen, Denmark 41.22% 50.60%

A.P. Møller og Hustru Chastine Mc-Kinney  
Møllers Familiefond, Copenhagen, Denmark 9.65% 13.53%
Estate of Mærsk Mc-Kinney Møller,  
Copenhagen, Denmark 3.73% 6.50%

Den A.P. Møllerske Støttefond,  
Copenhagen, Denmark 2.94% 5.86%

Source: Factset
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•  60% from Denmark, split into:

 •  43% retail and other investors

 •  17% institutional investors

•  18% from North America

•  8% from the United Kingdom

•  11% from rest of Europe

•  3% from rest of the world.

own sHARes

The Groupʼs holding of own shares comprises 0.7% of the 

share capital and is, among other purposes, held to cover 

the revolving option programme, cf. note 17 to consoli-

dated financial statements. According to the authorisa-

tion of the Annual General Meeting, the Board of Directors 

may in the period up to 3 April 2016 allow the Company 

to acquire own shares up to a total nominal value of 10% 

of the Companyʼs share capital, cf. section 198 of the Dan-

ish Companies Act (Selskabsloven). The purchase price 

may not deviate by more than 10% from the price quoted 

on NASDAQ OMX Copenhagen at the time of purchase.

DiviDenD

The Board of Directors proposes a dividend to the share-

holders of DKK 1,200 per share of DKK 1,000 – a total of 

DKK 5,275m (DKK 1,000 per share of DKK 1,000 – a total 

of DKK 4,396m). The proposed dividend payment repre-

sents a dividend yield of 2.8% (2.6%), based on the Maersk 

B shareʼs closing price as of 31 December 2012. Payment 

is expected to take place on 17 April 2013. The Group 

intends to continue the historical trend of increasing 

dividends nominally per share supported by underlying 

earnings strength.

finAnciAl cAlenDAR 2013

11 April:  Annual General Meeting

17 May:  Interim Report 1st Quarter

16 August:  Interim Report 2nd Quarter

13 November:  Interim Report 3rd Quarter

AnnUAl GeneRAl MeetinG

The Annual General Meeting will be held on 11 April 2013 

in Svendborg, Denmark.

investoR RelAtions

A.P. Møller - Mærsk A/S continues to develop the 

Companyʼs level of information and ensure a consistent, 

regular and relevant flow of information on the Groupʼs 

activities, business objectives, strategies and results. The 

Groupʼs first Capital Markets Day was held in October 2012.

To ensure a regular and open dialogue with investors and 

analysts, the management hosts teleconferences in con-

nection with the presentation of the annual and interim 

reports and visits investors in Europe and the USA. Inves-

tors and analysts are welcome to contact the Investor 

Relations office.

AnAlysts AnD investoR weBsite

A.P. Møller - Mærsk A/S is covered by around 31 analysts, 

including international investment banks, who regularly 

publish research reports. A list of the analysts, including 

consensus target price and recommendation, is available 

on http://investor.maersk.com. The website also provides 

information on the Companyʼs activities, including finan-

cial reports, financial calendar, investor presentations, 

share information, corporate governance, bond pro-

gramme and contact information.

 

the Maersk share: Key figures  2012 2011 2010 2009 2008

Year-end share price (DKK, B share) 42,600 37,920 50,510 36,600 28,100

Share price range (DKK, B share) 12,820 21,670 14,920 17,100 34,100

Market capitalisation at year-end (DKK billion, A and B share) 180 161 217 157 116

Earnings per share (DKK) 4,964 3,479 6,061 -1,674 4,122

Dividend per share (DKK, A and B share) 1,200 1,000 1,000 325 650

Dividend yield (%, B share) 2.8% 2.6% 2.0% 0.9% 2.3%

Total dividend paid (DKK million, A and B share) 5,275 4,396 4,396 1,429 2,857

Total shareholder return (%, B share) 15.5% -22.9% 40.7% 31.4% -47.2%



Maersk line Lashing at the stern. Crew members on board one of the container vessels make sure  
that the containers will not fall off during the journey.
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RisK MAnAGeMent pRocess

Management of the Groupʼs risks is anchored in an En-

terprise Risk Management framework, where the most 

significant risks and mitigation plans are consolidated 

bi-annually in a Group key risk overview. The Group key 

risk overview is discussed with the Groupʼs Executive 

Board and Board of Directors.

Strategic risks

Supply and demand imbalance in Maersk Line

The Group is exposed to substantial fluctuations in 

freight rates, particularly in Maersk Line, due to sig-

nificant structural imbalances between supply and de-

mand. To mitigate this risk, Maersk Line differentiates 

its services to build customer loyalty and furthermore 

enters into customer contracts to secure rates and vol-

umes. Furthermore, scrapping of vessels, slow steaming 

and cancellations are used to reduce capacity and cost 

in periods of excess tonnage.

Oil production

The Groupʼs projected oil production depends on conti-

nuity of existing production, progression of pending field 

development projects and extension of existing licenses 

and contracts. In order to efficiently progress discover-

ies to productions, a defined project maturation process 

has been adopted in the Group. The Group additionally 

focuses on recruitment, stakeholder management and 

termination of non-commercial projects.

Political risks

The Groupʼs global presence exposes both assets and 

earnings to geopolitical events. Political actions such as 

trade barriers, new taxes, currency restrictions, expro-

priation etc. could impact the Groupʼs result and cash 

flows. Key mitigations to manage these risks include en-

gagement with political bodies and authorities, local part-

nerships, monitoring of regulatory initiatives, corporate 

social responsibility and spread of geographical risks.

Financial risks

Liquidity

The Group must have sufficient funds available to fund 

its operations and investment programme and service its 

debt. The Group has a financial policy and closely moni-

tors cash flow forecasts, financial ratios and the liquidity 

reserve. Further, the Group aims to secure funding before 

committing investments and seeks to diversify financing 

sources through corporate bonds and private placements.

Credit risk

The Group has substantial exposure to financial and com-

mercial counterparties but has no particular concentra-

tion of customers or suppliers. To minimise the credit risk, 

financial vetting is undertaken for all major customers 

and financial institutions, adequate security is required 

for commercial counterparties and credit limits are set 

for financial institutions and key commercial counter-

parties.

Foreign exchange rate

The Groupʼs income from shipping and oil related activities 

is mainly USD denominated while the related expenses 

are in both USD and a wide range of other currencies. The 

Groupʼs exposure to currency fluctuations is mitigated by 

various hedge programs.

A.P. Moller - Maersk Group

risk management

The Group is exposed to a range of different risks due to its global  
presence and variety of businesses. This requires a portfolio approach to risks 
where the downside risks are carefully evaluated and balanced against the  
upside potential and where risks are assessed from a portfolio perspective.
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Oil price

The Group has substantial income from oil and gas activi-

ties and substantial costs to bunker fuel. Both items are 

highly sensitive to fluctuations in the oil price (crude oil 

price and bunker oil price respectively). The Group seeks 

to recover bunker fuel costs from customers through the 

Bunker Adjustment Factor (BAF). The net oil price position 

is being monitored closely and managed at Group level.

Operational risks

Major safety incidents

Controlling the risk of major safety incidents is inher-

ent in the Groupʼs businesses, particularly in the oil 

and offshore businesses. To mitigate these risks, safety 

training, safety risk management systems, certification 

and classification of equipment and procedures, quality 

assurance and processes for knowledge sharing across 

the Group are in place. When activities are performed in 

partnerships or in joint ventures where the Group is not 

in full control of the activities, the Group seeks to protect 

sustainable interests and values through cooperation and 

shareholder agreements, etc.

Major environmental incidents

Controlling the risk of major environmental incidents is 

inherent in the Groupʼs businesses, particularly in the 

oil, offshore and tanker business. The risk is mitigated 

through training, environmental management systems, 

oil spill procedures, membership of cross industry re-

sponse organisations, double hull policy and by taking 

limited equity shares in operations in high risk areas.

Where activities are performed in cooperation or joint 

ventures and the Group is not in full control of the activi-

ties, the Group constantly seeks to protect sustainable in-

terests and values through cooperation and shareholder 

agreements, etc. 

War, terrorism or piracy attack

Due to its global operational presence the Group faces a 

threat of war, terrorism and piracy attacks in various 

areas. Main mitigations are disaster and contingency 

planning, security measures at offices, vessels and instal-

lations, armed guards on vessels, voyage planning and 

monitoring and intelligence.
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Information risk

The Groupʼs global presence, size and complexity dictate 

a need for having the right information available at the 

right time, maintaining the integrity of protected infor-

mation and preventing disclosure of confidential infor-

mation.

This is secured through an information security policy, 

IT governance, technical controls, information security 

user training and awareness campaigns and business 

continuity plans.

Procedures and controls

Continued strengthening of the business areasʼ competi-

tiveness, including customer focus and cost control, has a 

material impact on the Groupʼs results and development.

Part of the activities in APM Terminals and Maersk Oil 

are performed in cooperation and joint ventures where 

the Group is not in full control of the activities. Through 

cooperation and shareholder agreements, etc., with state-

owned partners among others, the Group constantly 

seeks to protect sustainable interests and values as well 

as to ensure implementation of initiatives to improve the 

Groupʼs competitiveness and results.

Compliance risks

Human rights

It is a priority for the Group to be compliant with the 

global human rights standards associated with the new 

expectations and standards set by OECD for multinational 

enterprises. The Group has implemented a Responsible 

Procurement Programme, health and safety management 

programmes and global labour principles in place to miti-

gate the risk of non-compliance.

Tax

The Group is exposed to a large number of different 

tax regimes in 130 countries and there is a risk of unex-

pected tax expenses due to uncertainty in the interpre-

tation of local tax regulations or failure in compliance. To 

mitigate this risk, specific tax compliance policies are in 

place, a tax risk database is maintained and the Groupʼs 

tax function receives regular reporting from Business 

Unit and Country tax departments. In significant loca-

tions, specialised tax managers monitor changes in tax 

regulations and rules to ensure full compliance. In other 

locations the Group relies upon external tax advisors for 

guidance.

Anti-corruption, competition and export control

Failure to comply with applicable legislation relating to 

anti-corruption, competition and export control may 

have a substantial negative impact on the Groupʼs finan-

cial performance and reputation. To mitigate this risk, 

mandatory compliance training, specific compliance poli-

cies and procedures, a whistleblower system, a “hospital-

ity book” to report gifts and compliance audits and drills 

are in place.

Emerging risks 

The Group has decided to further investigate and assess 

the potential impact of the following emerging risks:

•  Consequences of the emergence of shale oil/gas and its 

impact on the Groupʼs businesses, in particular Maersk 

Oil, Maersk Drilling and Maersk Tankers

•  Consequences of emerging changes in trade patterns 

and consumer behaviour and their implications for 

Maersk Line.

Insurance

The Groupʼs insurance programmes cover assets and 

liabilities across the Groupʼs business portfolio in accord-

ance with legal requirements and industry practice. Lim-

its and sums insured are based on maximum foreseeable 

losses considering also availability and price of capacity. 

Since January 2012, the Group operates its own captive 

insurance company, Maersk Insurance A/S, which allows 

the Group to self-insure risks within parameters specified 

by the Groupʼs Board of Directors and thus to optimise the 

Groupʼs total cost of insurable risks.

Maersk Insurance A/S insures risks across the Groupʼs 

business portfolio ranging from vessels, oil and gas instal-

lations, drilling rigs to ports and terminals. 



capital Markets Day
copenhagen
Denmark

The Group held its first Capital Markets Day in October 2012 explaining its 
strategy of building four world class businesses over the next five years.
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framework for corporate governance

RecoMMenDAtions foR  coRpoRAte GoveRnAnce

As a Danish listed company, A.P. Møller - Mærsk A/S must 

observe the “Recommendations for corporate governance” 

(Anbefalinger for god selskabsledelse) implemented by 

NASDAQ OMX Copenhagen in the Rules for issuers of 

shares (Regler for udstedere af aktier) and Section 107b 

of the Danish Financial Statements Act (Årsregnskabs-

loven).

The Board of Directors of A.P. Møller - Mærsk A/S has pre-

pared a statement on corporate governance for the 2012 

financial year. The statement can be reviewed and down-

loaded via http://investor.maersk.com/governancestate 

ment.cfm

The statement includes a description of the Companyʼs 

approach to each of the “Recommendations for corporate 

governance” issued and a description of the Companyʼs 

management structure and the main elements of the 

Groupʼs internal control and risk management systems in 

connection with the Groupʼs financial reporting process.

MAnAGeMent stRUctURe

A.P. Møller - Mærsk A/S has a two-tier management 

structure consisting of the Board of Directors and the Ex-

ecutive Board, as illustrated. The Board of Directors lays 

down the general business and management principles 

for the Group and ensures the proper organisation of the 

Group. Furthermore, the Board of Directors decides the 

strategy and the risk policies and supervises the perfor-

mance of the Company and its management. The Execu-

tive Board functions as the day-to-day management.

In August 2012, the Board of Directors decided that 

Firmaet A.P. Møller should step down as registered man-

agement as of 1 January 2013, from which date, the cur-

rent members of the Executive Board, Nils S. Andersen, 

Kim Fejfer, Claus V. Hemmingsen, Søren Skou, Jakob 

Thomasen and Trond Westlie became registered as 

management of A.P. Møller - Mærsk A/S. Until 1 January 

2013 the registered management of A.P. Møller - Mærsk 

A/S consisted of Firmaet A.P. Møller, a Danish partner-

ship. Further information is available in the above-men-

tioned statement.

A.P. Moller - Maersk Group

Corporate governance

Corporate governance is a topic that A.P. Møller - Mærsk A/Sʼ Board of  
Directors continuously considers on the basis of the Companyʼs activities,  
external environment, history and needs, etc.
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Consolidated income statement

Note 2012 2011

3 Revenue

4 Operating costs

 Other income

 Other costs

  Profit before depreciation, amortisation and impairment losses, etc.

9,10 Depreciation, amortisation and impairment losses

5 Gain on sale of non-current assets, etc., net

11 Share of profit/loss in associated companies

 Profit before financial items

6 Financial income

6 Financial expenses

 Profit before tax

7 Tax

 Profit for the year – continuing operations

8 Profit for the year – discontinued operations

 Profit for the year

   

 Of which:

 Non-controlling interests

 A.P. Møller - Mærsk A/Sʼ share

   

   

16 Earnings per share of continuing operations, DKK

16 Diluted earnings per share of continuing operations, DKK

  

16 Earnings per share, DKK

16 Diluted earnings per share, DKK

Amounts in DKK million

342,058

271,872

2,724

13

72,897

30,973

3,683

1,286

46,893

4,390

8,766

42,517

19,138

23,379

16

23,395

1,722

21,673

4,960

4,958

4,964

4,962

322,520

245,565

1,652

101

78,506

28,889

4,764

651

55,032

4,204

8,784

50,452

32,447

18,005

78

18,083

2,894

15,189

3,461

3,460

3,479

3,478
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Consolidated statement of comprehensive income

Amounts in DKK million

Note 2012 2011

 Profit for the year

 

 Translation from functional currency to presentation currency:

  Translation impact arising during the year

  Reclassified to income statement, gain/loss on sale of non-current assets, etc., net

 

 Other equity investments:

  Fair value adjustment for the year

  Reclassified to income statement, gain on sale of non-current assets, etc., net

15 Cash flow hedges:

  Value adjustment of hedges for the year

  Reclassified to income statement:

  – revenue

  – operating costs

  – gain on sale of non-current assets, etc., net

  – financial expenses

  Reclassified to cost of property, plant and equipment

 

 Share of other comprehensive income of associated companies, net of tax

19 Actuarial gains/losses on defined benefit plans, etc.

7 Tax on other comprehensive income

 Other comprehensive income for the year

 Total comprehensive income for the year

 

 Of which:

 Non-controlling interests

 A.P. Møller - Mærsk A/Sʼ share

 23,395 

 - 2,347

 - 279

 27

 - 3

 - 88

 - 17

 331

 - 

 767

 97

 134

 -253

 - 98

 -1,729 

 21,666 

 1,686

 19,980

18,083

2,547

547

-9

-50

3

-47

-416

-279

763

34

-180

-844

-252

1,817

19,900

2,977

16,923
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Consolidated balance sheet at 31 December

Amounts in DKK million

Note 2012 2011

9 Intangible assets

 

 Ships, rigs, containers, etc.

 Production facilities and equipment, etc.

 Land and buildings

 Construction work in progress and payment on account

10 Property, plant and equipment

 

11 Investments in associated companies

 Other equity investments

15 Derivatives

19 Pensions, net assets

12 Other receivables

 Financial non-current assets

 

13 Deferred tax

 Total non-current assets

  

14 Inventories

 

 Trade receivables

 Tax receivables

15 Derivatives

12 Other receivables

 Prepayments

 Receivables, etc.

 

 Securities

 Cash and bank balances

8 Assets held for sale

 Total current assets

 Total assets

34,183

172,323

35,635

21,806

31,605

261,369

35,541

425

1,249

193

5,022

42,430

3,773

341,755

13,042

30,767

2,304

622

11,376

2,598

47,667

2,160

13,011

3,056

78,936

420,691

28,839

169,184

35,812

24,223

25,609

254,828

32,465

485

815

87

3,851

37,703

4,935

326,305

12,868

25,319

1,370

469

10,438

2,375

39,971

2,152

13,095

10,352

78,438

404,743
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Consolidated balance sheet at 31 December

Amounts in DKK million

Note 2012 2011

16 Share capital

 Reserves

 Proposed dividend for distribution

 Equity attributable to A.P. Møller - Mærsk A/S

 Non-controlling interests

 Total equity

 

18 Borrowings, non-current

 

19 Pensions and similar obligations

20 Provisions

15 Derivatives

13 Deferred tax

21 Other payables

 Other non-current liabilities

 Total non-current liabilities

 

18 Borrowings, current

 

20 Provisions

 Trade payables

 Tax payables

15 Derivatives

21 Other payables

 Deferred income

 Other current liabilities

8 Liabilities associated with assets held for sale

 Total current liabilities

 Total liabilities

 Total equity and liabilities

4,396

199,129

5,275

208,800

13,744

222,544

98,112

2,531

19,351

1,441

7,874

371

31,568

129,680

12,952

3,474

35,594

2,806

565

8,992

3,993

55,424

91

68,467

198,147

420,691

4,396

185,365

4,396

194,157

13,778

207,935

96,884

2,547

18,432

2,444

6,008

457

29,888

126,772

12,914

2,869

37,232

3,497

2,182

9,022

663

55,465

1,657

70,036

196,808

404,743
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Consolidated cash flow statement

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Note 2012 2011

 Profit before financial items

9,10 Depreciation, amortisation and impairment losses

5 Gain on sale of non-current assets, etc., net

 Share of profit/loss in associated companies

24 Change in working capital

 Change in provisions and pension obligations, etc.

24 Other non-cash items

 Cash flow from operating activities before financial items and tax

24 Financial income received

 Financial expenses paid

 Taxes paid

 Cash flow from operating activities

24 Purchase of intangible assets and property, plant and equipment

 Sale of intangible assets and property, plant and equipment

25 Acquisition of subsidiaries and activities

25 Sale of subsidiaries and activities

24 Other financial investments

 Cash flow used for capital expenditure

 Purchase/sale of securities, trading portfolio

 Cash flow used for investing activities

 Repayment of borrowings

 Proceeds from borrowings

 Dividends distributed

 Dividends distributed to non-controlling interests

 Acquisition of non-controlling interests

 Other equity transactions

 Cash flow from financing activities

 Net cash flow from continuing operations

8 Net cash flow from discontinued operations

 Net cash flow for the year

 Cash and bank balances 1 January

 Currency translation effect on cash and bank balances

 Cash and bank balances 31 December

 Of which classified as assets held for sale

 Cash and bank balances 31 December

Cash and bank balances include DKK 7.0bn (DKK 5.0bn) that relates to cash and bank balances  

in countries with exchange control or other restrictions. These funds are not readily available  

for general use by the parent company or other subsidiaries. Cash and bank balances in jointly  

controlled entities are stated in note 30.

46,893

30,973

-3,651

-1,286

-4,015

517

541

69,972

1,307

-5,634

-21,443

44,202

-47,108

10,121

-6,217

9,398

-2,813

-36,619

-23

-36,642

-23,829

23,001

-4,366

-1,109

-1,653

139

-7,817

-257

-3

-260

13,129

142

13,011

 - 

13,011

55,032

28,889

-4,748

-651

-502

-1,764

-256

76,000

835

-5,879

-32,070

38,886

-42,058

2,255

-13,070

6,602

-5,988

-52,259

-133

-52,392

-19,484

26,528

-4,365

-582

-35

96

2,158

-11,348

129

-11,219

23,921

427

13,129

-34

13,095
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Consolidated statement of changes in equity

Amounts in DKK million

2012  A.P. Møller - Mærsk A/S

  Share Trans- Reserve Reserve Retained Proposed Total Non- Total
  capital lation for other for earnings dividend  control- equity
   reserve equity hedges  for  ling 
    invest-   distri-  inter- 
Note    ments   bution  ests

 Equity 1 January 2012 4,396 -3,007 65 -1,713 190,020 4,396 194,157 13,778 207,935

 Translation from functional currency

 to presentation currency  -   -2,627   -2   3  -   -   -2,626   -   -2,626 

  Other equity investments  -   -   21   -   -   -   21   3   24

 Cash flow hedges  -   -   -   1,112   -   -   1,112   -22   1,090

  Share of other comprehensive  

income of associated companies,  

net of tax  -   -   -   -   134   -   134  -   134 

  Actuarial gains/losses on defined  

benefit plans, etc.  -   -   -   -   -231   -   -231   -22   -253 

7  Tax on other comprehensive income  - - - -58 -45 - -103 5 -98

  Other comprehensive income, net of tax  -   -2,627   19   1,057   -142   -   -1,693   -36   -1,729 

 Profit for the year  -   -   -   -   16,398   5,275   21,673   1,722   23,395

  Total comprehensive income  

for the year  -   -2,627  19  1,057   16,256   5,275   19,980   1,686   21,666 

 

 Dividends to shareholders   -   -   -   -   30   -4,396   -4,366   -1,109   -5,475 

17  Value of granted and sold share  

options  -   -   -   -   43   -   43   -   43

26  Acquisition of non-controlling  

interests  -   -   -   -   -1,032   -   -1,032   -640   - 1,672

 Sale of own shares  -   -   -   -   18   -   18   -   18 

 Capital increases and decreases  -   -   -   -   -   -   -   85   85 

 Tax on transactions  -   -   -   -   -   -   -   -30   -30

 Other equity movements  -   -   -   -   -   -   -   -26   - 26

  Total transactions with shareholders  -   -   -   -   -941   -4,396   -5,337   -1,720   - 7,057

 

 Equity 31 December 2012 4,396 -5,634 84 -656 205,335 5,275 208,800 13,744 222,544
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Consolidated statement of changes in equity

Amounts in DKK million

2011  A.P. Møller - Mærsk A/S

  Share Trans- Reserve Reserve Retained Proposed Total Non- Total
  capital lation for other for earnings dividend  control- equity
   reserve equity hedges  for  ling 
    invest-   distri-  inter- 
Note    ments   bution  ests

 Equity 1 January 2011 4,396 -5,592 125 -1,764 179,995 4,396 181,556 11,406 192,962

  Translation from functional currency          

to presentation currency  -  2,585 -1 381  -   -  2,965 129 3,094

  Other equity investments  -   -  -58  -   -   -  -58 -1 -59

 Cash flow hedges  -   -   -  90  -   -  90 -32 58

  Share of other comprehensive  

income of associated companies,  

net of tax  -   -   -   -  -180  -  -180  -  -180

  Actuarial gains/losses on defined  

benefit plans, etc.  -   -   -   -  -826  -  -826 -18 -844

7  Tax on other comprehensive  

income  -   -  -1 -420 164  -  -257 5 -252

  Other comprehensive income, 

net of tax  -  2,585 -60 51 -842  -  1,734 83 1,817

 Profit for the year  -   -   -   -  10,793 4,396 15,189 2,894 18,083

  Total comprehensive income  

for the year  -  2,585 -60 51 9,951 4,396 16,923 2,977 19,900

 Dividends to shareholders  -   -   -   -  31 -4,396 -4,365 -582 -4,947

17  Value of granted and sold share  

options  -   -   -   -  41  -  41  -  41

26  Acquisition of non-controlling  

interests  -   -   -   -  -28  -  -28 -7 -35

 Acquisition of own shares  -   -   -   -  -24  -  -24  -  -24

 Sale of own shares  -   -   -   -  38  -  38  -  38

 Capital increases and decreases  -   -   -   -   -   -   -  76 76

 Tax on transactions  -   -   -   -  -48  -  -48  -  -48

 Other equity movements  -   -   -   -  64  -  64 -92 -28

 Total transactions with shareholders  -   -   -   -  74 -4,396 -4,322 -605 -4,927

 

 Equity 31 December 2011 4,396 -3,007 65 -1,713 190,020 4,396 194,157 13,778 207,935



Maersk Container Industry
Qingdao
China

In November 2012, the reefer factory in Qingdao produced reefer container no. 300,000. In the same 
month Star Cool reefer machine no. 125,000 came off the production line. The factory in Qingdao has 
an annual production capacity of 45,000 reefer containers and 45,000 Star Cool reefer machines. 
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Notes to the consolidated financial statements

1 Accounting policies

The consolidated financial statements for 2012 for the A.P. Moller – Maersk Group have been prepared in accordance with the International 

Financial Reporting Standards (IFRS) as adopted by the EU and Danish disclosure requirements for listed companies. In addition, the consoli-

dated financial statements have been prepared in accordance with IFRS issued by the International Accounting Standards Board (IASB).

The accounting policies are consistent with those applied to the consolidated financial statements for 2011. An overview of the new and 

updated standards and interpretations is given in note 31.

A number of operational segments have an increasing significance to the Group, and consequently the presentation of segment information 

has been changed as of 1 January 2012. The business area Tankers, offshore and other shipping activities has been divided into Maersk Drilling, 

Maersk Supply Service, Maersk Tankers, SVITZER and Maersk FPSOs and Maersk LNG. Maersk Supply Service includes the ESVAGT business, 

which was transferred from SVITZER. The Ro/Ro and related activities have been moved to Other businesses, while Damco has been separated 

from Container activities. Furthermore, for simplification purposes, segment profit or loss no longer includes financial items. Comparative 

figures have been restated.

The Board of Directors and the Management Board have on 22 February 2013 considered and adopted the annual report for 2012, which will 

be presented for adoption by the shareholders at the Companyʼs Annual General Meeting on 11 April 2013.

Consolidation

The consolidated financial statements comprise the parent company A.P. Møller - Mærsk A/S, subsidiaries and proportionate shares in jointly 

controlled entities.

Subsidiaries are entities in which A.P. Møller - Mærsk A/S controls the financial and operational policies for the purpose of achieving a return 

or other benefits from the activities. Control is achieved by directly or indirectly owning or controlling more than 50% of the voting rights, by 

means of agreements on management control or some other way of controlling the entity concerned. Entities in which the Group exercises  

a significant but non-controlling influence are considered to be associated companies (associates). A significant influence is usually achieved 

by directly or indirectly owning or controlling 20-50% of the voting rights. Agreements and other circumstances are considered when assess-

ing the degree of influence.

Jointly controlled entities are entities in which the Group according to contractual agreements makes strategic decisions about the financing 

and operation of the entity jointly with one or more other parties.

Consolidation is performed by summarising the financial statements of the parent company, subsidiaries and the proportionate share of 

jointly controlled entities which have been prepared in accordance with the Groupʼs accounting policies, after the elimination of intra-group 

income and expenses, shareholdings, intra-group balances and dividends, and gains on intra-group transactions. Financial statement items 

related to part-owned vessels are included proportionately.

Unrealised gains on transactions with associated companies and jointly controlled entities are eliminated in proportion with the Groupʼs own-

ership share. Unrealised losses are eliminated in the same way, unless they indicate impairment.

Non-controlling interestsʼ share of profit for the year and of equity in subsidiaries which are not wholly owned is included as part of the 

Groupʼs profit and equity respectively, but shown as separate items.

Business combinations

On acquisition of new entities, the acquired assets, liabilities and contingent liabilities are measured at fair value at the date control was 

achieved using the acquisition method. Identifiable intangible assets are recognised if they arise from a contractual right or can otherwise  

be separately identified. The difference between the fair value of the acquisition cost and the fair value of acquired identifiable net assets  

is recognised as goodwill under intangible assets. Any subsequent changes to contingent acquisition costs are recognised as other income  

or other costs in the income statement. Transaction costs are recognised as operating costs as they are incurred.
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Notes to the consolidated financial statements

1 Accounting policies – continued

In stepwise acquisitions, value adjustments of previously recognised investments are recognised in the income statement. When surrendering con-

trol, the value of any retained investment is adjusted at fair value and the value adjustment is recognised in the income statement as gain on sale of 

non-current assets, etc., net. The effect of the purchase and sale of non-controlling interests without changes in control is included directly in equity.

Foreign currency translation

The Group uses DKK as its presentation currency. In the translation to the presentation currency for entities with a functional currency different 

from DKK, the statement of comprehensive income is translated into DKK at average exchange rates and the balance sheet is translated at the ex-

change rates at the balance sheet date. Exchange differences arising from such translation are recognised directly in other comprehensive income.

The functional currency varies from business area to business area. For the Groupʼs principal shipping activities and oil and gas activities, 

the functional currency is USD. This means that, among other things, the carrying amounts of property, plant and equipment and intangible 

assets and, hence, depreciation and amortisation are maintained in USD from the date of acquisition. For other activities, including container 

terminal activities and land-based container activities, the functional currency is generally the local currency in the country in which such 

activities are performed.

Transactions in other currencies than the functional currency are translated at the exchange rate prevailing at the date of the transaction. 

Monetary items in foreign currencies not settled at the balance sheet date are translated at the exchange rate at the balance sheet date. 

Foreign exchange gains and losses are included in the income statement as financial income or expenses.

Derivative financial instruments

Derivative financial instruments are recognised on the trading date and measured at fair value using generally acknowledged valuation tech-

niques based on relevant observable swap curves and exchange rates.

The effective portion of changes in the value of derivative financial instruments designated to hedge future transactions is recognised directly 

in other comprehensive income until the hedged transactions are realised. At that time, the cumulated gains/losses are transferred to the 

items under which the hedged transactions are recognised.

The effective portion of changes in the value of derivative financial instruments used to hedge the value of recognised financial assets and 

liabilities is recognised in the income statement together with changes in the fair value of the hedged assets or liabilities which can be at-

tributed to the hedging relationship.

The ineffective portion of hedge transactions, including time value for oil price hedges, and changes in the fair values of derivative financial 

instruments which do not qualify for hedge accounting, are recognised in the income statement as financial income or expenses for financial 

instruments, and as other income/costs for oil price hedges and forward freight agreements.

Segment information

The allocation of business activities into segments reflects the Groupʼs character as a conglomerate and is in line with the internal manage-

ment reporting. Some activities are related, but are managed as independent units. The segments are as follows:

Maersk Line Global container services

Maersk Oil Oil and gas production and exploration activities

APM Terminals Container terminal activities, inland transportation, container depots and repair of containers, etc.

Maersk Drilling Offshore drilling activities as well as land-rig operations through 50% ownership of Egyptian Drilling Company

Maersk Supply Service Offshore support supply vessel activities with anchor handling, platform and subsea support vessels

Maersk Tankers Tanker shipping of crude oil, oil products and gas

Damco Logistic and forwarding activities

SVITZER Towing and salvage activities, etc.

Dansk Supermarked Group Supermarkets (føtex and Bilka), department stores (Salling) and discount supermarkets (Netto), etc.

Maersk FPSOs and Maersk LNG Floating oil and gas production units
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Notes to the consolidated financial statements

1 Accounting policies – continued

Revenue from Other businesses consists of income from container sales, shipbuilding, air freight, and services sold to the energy industry. 

Other businesses also include investments in the associated companies Danske Bank, Höegh Autoliners and DFDS.

Revenue between segments is limited except for Terminal activities and Damco, which deliver a large part of their services to the Groupʼs 

container shipping activities. Sales of products and services between segments are based on market terms.

Segment profit or loss, assets and liabilities comprise items directly related to or which can be allocated to segments. Financial assets and 

liabilities and financial income and expenses are not attributed to business segments. 

Reportable segments do not comprise costs in group functions. Furthermore, oil hedging activities in Maersk Oil Trading and the results of 

Maersk Oil Tradingʼs trading activity in the form of purchasing bunker and lubricating oil on behalf of entities in the Group are not allocated  

to business segments.

Income statement

Revenue from sale of goods is recognised upon the transfer of risk to the buyer.

Revenue from shipping activities is recognised as the service is rendered, by which incomplete voyages are recognised at the share related  

to the financial year. The earnings of vessels that are part of pool arrangements are recognised in revenue based on time charter equivalents.

Oil and gas sales are recognised as revenue upon discharge from the production site. Revenue from agreements in which the stateʼs share of 

production is settled in oil is recognised gross with the state share recognised as tax expense. Royalties settled in oil are deducted from revenue.

Revenue from terminal operations, logistics, forwarding activities and towing activities is recognised upon completion of the service. In con-

tainer terminals operated under certain restrictive terms of pricing and service, etc., the value of tangible assets constructed on behalf of the 

concession grantor is also included. For drilling activities, which are typically carried out under long-term agreements with fixed day rates, 

revenue is recognised for the production time related to the financial year. Revenue from retail activities is recognised by cash sales.

Lease income from operational leases is recognised over the lease term.

Exploration costs in the oil and gas activities are recognised as operating costs as they are incurred.

Share in profits of associated companies is recognised net of tax and corrected for share of unrealised intra-group gains and losses.  

The item also comprises any impairment losses for investments in associated companies, including goodwill, and their reversal.

Tax comprises the amount estimated to be paid for the year, as well as adjustments to previous years and deferred tax. The tax amount 

includes the special taxes relating to extraction and production of hydrocarbons, including the profit share to the Danish State and tax on 

income subject to Danish and foreign tonnage taxation, etc.

Government grants are deducted from the cost of the assets or costs to which the grant relates.

Statement of comprehensive income

Other comprehensive income consists of income and costs not included in the income statement, including exchange rate adjustments 

arising from the translation of consolidated and associated companiesʼ financial statements into presentation currency, adjustment of other 

equity investments and hedging instruments to fair value and actuarial gains or losses on defined benefit plans, etc. The Groupʼs share of 

other comprehensive income in associated companies is also included.

In the event of disposal or discontinuation of an entity, the Groupʼs share of the accumulated exchange rate adjustment relating to the relevant 

entity is reclassified to the income statement. Accumulated value adjustments of securities are transferred to the income statement in the 

event of sale or when an impairment loss is deemed to be unrecoverable.
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Notes to the consolidated financial statements

1 Accounting policies – continued

Actual and deferred tax relating to other comprehensive income are included.

Balance sheet

Intangible assets are measured at cost less accumulated amortisation and impairment losses. Amortisation is calculated on a straight-line 

basis over the estimated useful lives of the assets.

Intangible assets in connection with acquired oil resources (concession rights, etc.) are amortised from the commencement of production 

until the fieldsʼ expected production periods ends – a period of up to 15 years. Acquired exploration rights are amortised from the date of 

acquisition for a period of up to five years.

IT software is amortised over a useful life of 3-5 years.

For container terminals operated under certain restrictive price and service conditions, etc., concessional rights to collect usage charges 

are included under intangible assets. Cost includes the present value of minimum payments under concession agreements and the cost 

of property, plant and equipment constructed on behalf of a grantor of a concession. The rights are amortised from the commencement 

of operations over the concession period.

Goodwill and other intangible assets with indefinite useful lives are not amortised, but impairment tests are prepared at least annually, start-

ing in the year of acquisition. Goodwill is attributed to cash-generating units.

Property, plant and equipment are valued at cost less accumulated depreciation and impairment losses. Depreciation is charged to the income 

statement on a straight-line basis over the useful lives at an estimated residual value. The useful lives of new assets are typically as follows:

Ships, rigs, etc. 20-25 years

Containers, etc. 12 years

Buildings 10-50 years

Terminal infrastructure over lease or 

 concession period

Plant and machinery, cranes and other terminal equipment 5-20 years

Other operating equipment, fixtures, etc. 3-7 years

Oil and gas production facilities, etc. – based on the expected production periods of the fields up to 15 years

For oil production facilities, including facilities under construction, where oil is received as payment for the investment (cost oil), depreciation 

takes place concurrently with the receipt of cost oil.

The cost of an asset is divided into separate components which are depreciated separately if the useful lives of the individual components differ.

Estimated useful lives and residual values are reassessed on a regular basis. Impairment losses are recognised when the carrying amount of an 

asset or a cash-generating unit exceeds the higher of the estimated value in use and fair value less costs to sell.

The cost of assets constructed by the Group includes direct and indirect expenses. For assets with a long construction period, borrowing costs 

during the construction period from specific as well as general borrowings are attributed to cost.

Cost includes the net present value of estimated costs of abandonment, removal and restoration.

Dry-docking costs are recognised in the carrying amount of ships, rigs, etc. when incurred and depreciated over the period until the next dry-

docking.

Assets held under finance leases are treated as property, plant and equipment.
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Notes to the consolidated financial statements

1 Accounting policies – continued

Impairment losses are recognised when the carrying amount of an asset or a cash-generating unit exceeds the higher of the estimated 

value in use and fair value less costs to sell. Goodwill is fully impaired before other assets in a cash-generating unit.

Investments in associated companies are recognised as the Groupʼs share of the equity value measured according to the Groupʼs accounting 

policies inclusive of goodwill less any impairment losses. Goodwill is an integral part of the value of associated companies and is therefore sub-

ject to an impairment test together with the investment as a whole. Impairment losses are reversed to the extent the original value is regained.

Securities, including shares, bonds and similar securities, are recognised on the trading date at fair value and subsequently measured at the 

quoted market price for listed securities and at estimated fair value for other securities. Securities that form part of the liquidity resources 

(Held for trading) are classified as current assets and value adjustments are recognised in the income statement under financial items. Other 

equity investments are classified as non-current assets (the category Available-for-sale) where unrealised value adjustments are recognised 

in other comprehensive income.

Inventories are measured at cost, primarily according to the FIFO method. Write-down is made to net realisable value if lower. The cost of 

finished goods and work in progress includes direct and indirect production costs.

Receivables are generally recognised at nominal value, which in all material respects corresponds to amortised cost. Non-current receivables 

are recognised at discounted value, including finance lease receivables. Write-down is made for anticipated losses based on specific individual 

or group assessments. 

Equity includes total comprehensive income for the year comprising the profit or loss for the year and other comprehensive income. Proposed 

dividend for distribution is included as a separate component of equity until the declaration date. Proceeds on the purchase and sale of own 

shares and dividend from such shares are recognised in equity, including proceeds on the disposal of own shares in connection with the exer-

cise of share options.

The translation reserve comprises the Groupʼs share of accumulated differences arising on the foreign currency translation of Group entitiesʼ 

and associated companiesʼ financial statements into presentation currency. The securities reserve comprises accumulated changes in the 

fair value of other equity investments (Available-for-sale). The reserve for hedges includes the accumulated net change in the fair value of 

hedging transactions qualifying for cash flow hedge accounting.

Share options allocated to the executives of the Group as part of the Groupʼs long-term incentive programme are recognised as staff 

costs over the vesting period at the grant date estimated fair value. The counter item is equity. The fair value is calculated on the basis of the 

Black & Scholes formula for valuation of options.

Provisions are recognised when the Group has a current legal or constructive obligation and include provisions for abandonment of oil fields, 

restructuring costs, legal disputes, onerous contracts, etc. Provisions are recognised on the basis of best estimates and considering discount-

ing when the time element is significant.

Pension obligations, etc. which are defined benefit plans are recognised based on actuarial calculations of the obligations and the fair value 

of the assets in the plans. The pension cost charged to the income statement consists of current service costs less employee payments, 

computed interest cost, expected return on plan assets and settlement, gains or losses, etc. Actuarial gains and losses are recognised in other 

comprehensive income. Costs regarding defined contribution pension and insurance plans are recognised as incurred.

Pension plans where the Group as part of collective bargaining agreements participates together with other enterprises – so called multi-

employer plans – are treated as other pension plans in the financial statements. For defined benefit multi-employer plans where sufficient 

information is not available to use defined benefit accounting, the plans are treated as defined contribution plans.

Deferred tax is calculated on differences between the carrying amount and tax base of assets and liabilities. Deferred tax is not provided on 

goodwill which is not deductible or depreciable for tax purposes, or temporary differences which have no effect on the accounting results or 
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Notes to the consolidated financial statements

1 Accounting policies – continued

taxable income at the time of the transaction. In addition, deferred tax is not calculated for differences relating to investments in subsidiaries 

and associated companies to the extent that taxable dividends are unlikely in the foreseeable future. Deferred tax assets are recognised to 

the extent that it is probable that they can be utilised within a foreseeable future.

Financial liabilities are initially recognised at fair value less transaction costs. Transaction costs and any premium or discount are amortised 

over the term of the liabilities using the amortised cost method. Fixed interest loans which under hedge accounting are swapped to variable 

interest are measured at amortised cost adding or deducting the fair value of the hedged interest component. Liabilities in respect of finance 

leases are recognised in the balance sheet.

Cash flow statement

Cash flow for the year is divided into cash flow from operating activities, cash flow used for investing activities and cash flow from financing 

activities. Cash and cash equivalents comprise cash and bank balances. Changes in marketable securities are included in cash flow used for 

investing activities.

Discontinued operations and assets held for sale

Discontinued operations represent a separate major line of business disposed of or in preparation for sale. The results of discontinued opera-

tions are presented separately in the income statement and comparative figures are restated. Similarly, assets and related liabilities from dis-

continued operations are presented as separate items in the balance sheet, and the cash flows from discontinued operations are presented 

separately in the cash flow statement.

Individual assets or groups of assets that are to be disposed of collectively are classified as assets held for sale, when the activities to carry 

out such a sale have been initiated and the activities are expected to be disposed of within 12 months. Liabilities that are directly related to 

assets held for sale are presented correspondingly.

Assets and liabilities from discontinued operations and assets held for sale except financial assets, etc. are measured at the lower of carrying 

amount and fair value less costs to sell. Assets held for sale are not depreciated.

Key figures

Return on equity is calculated as the profit or loss for the year divided by the average equity.

Return on invested capital after tax (ROIC) is the profit or loss for the year before interest but after calculated tax, divided by the average invested 

capital (equity plus net interest-bearing debt).

Equity ratio is calculated as the equity divided by total assets.

The segmentsʼ return on invested capital after tax (ROIC) is profit or loss divided by the average invested capital, net (assets less liabilities).

Earnings per share and cash flow from operating activities per share comprise A.P. Møller - Mærsk A/Sʼ share of the profit or loss for the year 

respectively the cash flow from operating activities divided by the number of shares (of DKK 1,000 each), excluding the Groupʼs holding of 

own shares.

Diluted earnings per share are adjusted for the dilution effect of issued share options.

Dividend per share is the proposed dividend for the year per share of DKK 1,200.

Total market capitalisation is the total number of shares – excluding the Groupʼs holding of own shares – multiplied by the end-of-year price 

quoted by NASDAQ OMX Copenhagen.
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Notes to the consolidated financial statements

2 Significant accounting estimates and judgements

When preparing the consolidated financial statements for the Group, the management undertakes a number of accounting estimates and 

judgements to recognise, measure and classify the Groupʼs assets and liabilities.

The most significant areas subject to estimates and judgements are mentioned below.

Valuation of intangible assets and property, plant and equipment

Intangible assets and property, plant and equipment are tested for impairment, if there is an indication of impairment. However, annual impair-

ment tests are always carried out for goodwill and other intangible assets with indefinite useful lives as well as intangible assets that are not yet 

in use. Impairment losses are recognised when the carrying amount exceeds the higher of fair value less costs to sell and estimated value in use. 

Fair value is sought to be obtained for active markets for corresponding assets or determined on the basis of other observable input. As far 

as possible, the estimated fair value of ships, rigs and properties is obtained using acknowledged brokers. However, it is not possible to deter-

mine reliable fair value for certain types of ships in the current market with continued low trading activity.

The estimated value in use is computed on the basis of the expected free cash flow from the relevant cash-generating unit based on updated 

business plans for the next five years or the remaining useful lives for assets operating under contracts. The calculated value in use is based 

on a number of assumptions and is by nature subject to uncertainty. For oil concession rights the value will primarily depend on conclusions 

regarding the commercial prospects. The values in use for the tanker activities are based on future expectations, which have been adjusted 

downwards and consequently impairment losses are recognised. Assumptions are described in notes 9 and 10.

The determination and delimitation of cash-generating units differ for the various business areas. For integrated network businesses such 

as Maersk Line and Safmarine, the container shipping activities are considered to be a single cash-generating unit. For the oil and gas activi-

ties, connected oil and gas fields are considered to be cash-generating units, and for offshore and other shipping activities, the cash-generat-

ing unit is often the individual asset. Maersk Tankers and Maersk Supply Service group vessels according to type, size, etc. in accordance with 

the structure governing the managementʼs ongoing follow-up.

Depreciation periods

The total depreciation and amortisation is a considerable cost to the Group. Intangible assets and property, plant and equipment are depreci-

ated and amortised over the expected useful lives for ships and rigs, etc., typically over a useful life of 20-25 years to a residual value of 10% 

of the original cost for ships and up to 30% for drilling rigs. For producing oil fields and production platforms, the useful lives are based on the 

expected production profile of the field.

Estimates of useful lives and residual values are reassessed regularly based on available information. In this connection, the long term view is 

prioritised, in order to disregard to the extent possible temporary market fluctuations, which may be significant. Changes to estimates of use-

ful lives and residual values may affect the annual depreciation and amortisation and thereby the results for the year significantly.

Business combinations

The allocation of the acquisition cost to the fair value of the acquired assets, liabilities and contingent liabilities and thus to goodwill, includ-

ing the allocation to cash-generating units, may have a significant impact on future profits. Fair values are based on estimates using informa-

tion available at the time control was achieved. When part of the acquisition cost for entities acquired is dependent on the development in 

future profits, estimates are made of the most probable value of the contingent acquisition cost based on current forecasts.

Leasing

Lease contracts are classified as operating or finance leases at the inception of the lease. Once determined, the classification is not subse-

quently changed unless there are changes to the contract documents. 

Contracts which transfer all significant risks and benefits associated with the underlying asset to the lessee are classified as finance leases. 

This usually applies to long-term lease contracts or where ownership is transferred to the lessee at the expiry of the lease term. All conditions in 

a contract are assessed and the classification depends to a certain extent on judgement based on the actual circumstances of the agreement.
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2 Significant accounting estimates and judgements – continued

The value of assets held under finance leases recognised in the balance sheet is based on the discounted value of the contractual lease pay-

ments. No contingent lease payments are included and the value can therefore be determined reliably. Uncertainty relating to the useful lives 

and residual values of assets and the impairment test principles is the same for assets held under finance leases as for own assets.

Deferred tax assets

Deferred tax assets are recognised and measured to the extent they are expected to be realisable within the foreseeable future. Tax assets 

which can only be utilised in the longer term are deemed to be uncertain and are not recognised.

Receivables

Provisions for bad debt and write-downs of receivables are carried out on the basis of an assessment of their recoverability at the balance 

sheet date. Trade receivables are grouped on the basis of maturity analyses for the purpose of providing for bad debt. In special circumstances 

trade receivables are impaired individually. Other receivables, including loans, are written-down on the basis of an assessment of the indi-

vidual debtorʼs credit rating. An analysis of overdue trade receivables and movement in the provisions for bad debt can be found in note 23. 

The write-downs of non-current receivables performed in the period can be found in note 6.

Pension liabilities

The gross liability for defined benefit plans, etc. is based on a number of actuarial assumptions such as discount rates, future inflation, the 

future rate of salary and pension increases, and mortality rates. External actuaries are used for measuring the gross liabilities. Even modest 

changes to the actuarial assumptions may result in significant changes in the pension liability.

Plan assets that are used only to meet the obligations are set off against the gross liability. Assets are measured at fair value by fund admini-

strators and comprise cash, securities, properties, etc. Where there is not an active market for the assets, the fair value is estimated. The less 

liquid the assets, the greater the uncertainty related to the measurement. The composition of the assets can be found in note 19.

Provisions for abandonment

When establishing oil and gas production facilities, provisions are made for the cost of the disposal of the facilities and re-establishment 

of the sea bed according to the rules which apply to the individual concession areas. The assumptions for the provisions are reassessed 

annually. A significant part of the liability is not realised until after 20-30 years and consequently the calculation of the liability, including the 

assumptions applied, is associated with significant uncertainty.

The most significant assumptions are: 

• The useful economic life of the field and thereby the time of abandonment (which partly depends on the future oil price)

• Cost level at the time of abandonment

• Discount rate

Provisions for legal disputes, etc.

The managementʼs estimate of the provisions in connection with legal disputes, including disputes on taxes and duties, is based on the knowl-

edge available on the actual substance of the cases and a legal assessment of these. Due to the nature of legal disputes, the outcome of these 

is subject to considerable uncertainty.

Other provisions

The amount comprises inter alia estimated provisions for onerous contracts, guarantee obligations and provisions for incurred, but not yet 

reported, incidents under certain insurance programmes, primarily in the USA.

Judgement of accounting control

To a certain extent, the classification of entities partly owned by other enterprises, and thereby how the entities are accounted for in the con-

solidated financial statements, is based on a judgement of the formal and actual conditions and clauses in shareholdersʼ agreements, etc.



Maersk Oil
Al Shaheen
Qatar

In November 2012, Qatar Petroleum (representing the State of Qatar) and Maersk Oil agreed on a new field  
development plan which included a further investment in the field of around USD 1.5bn and drilling of 51  
new wells and some facility debottlenecking activities. Al Shaheen is Qatarʼs largest offshore oil field and  
currently produces around 300,000 barrels of oil per day. 
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Amounts in DKK million

Notes to the consolidated financial statements

 Maersk Maersk APM Maersk Maersk Maersk Damco SVITZER Dansk Maersk Total
 Line Oil Terminals Drilling Supply Tankers   Supermarked FPSOs reportable
     Service     and Maersk segments
          LNG  

 

2012

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets 1

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

Maersk Oilʼs profit for the period includes a tax income of DKK 5.2bn from  

the settlement of a dispute regarding tax collected by the Algerian national  

oil company, Sonatrach S.P.A. The settlement is related to Algerian tax  

imposed from August 2006.

3 Segment information

16,590

11,107

27,697

6,332

2,088

 - 

 - 

715

344

5,303

1,113

4,190

5,653

-7,823

-2,170

12,562

2,706

36,646

321

4,147

8,260

35,560

58,833

 - 

58,833

41,463

10,812

169

 - 

632

-243

30,871

16,707

14,164

22,347

-11,352

10,995

11,484

1,114

53,343

 - 

11,645

26,943

39,159

153,448

3,674

157,122

12,628

9,836

467

579

133

6

3,043

372

2,671

10,422

-20,566

-10,144

19,577

17

122,479

 - 

21,440

27,079

116,857
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 Maersk Maersk APM Maersk Maersk Maersk Damco SVITZER Dansk Maersk Total
 Line Oil Terminals Drilling Supply Tankers   Supermarked FPSOs reportable
     Service     and Maersk segments
          LNG  

 

2012

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets 1

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

Maersk Oilʼs profit for the period includes a tax income of DKK 5.2bn from  

the settlement of a dispute regarding tax collected by the Algerian national  

oil company, Sonatrach S.P.A. The settlement is related to Algerian tax  

imposed from August 2006.

Amounts in DKK million

Notes to the consolidated financial statements

332,108

16,682

348,790

72,796

28,455

3,106

753

3,175

110

45,273

19,611

25,662

48,632

-34,664

13,968

55,379

3,873

300,151

3,037

55,315

82,818

279,558

2,061

6

2,067

682

296

 - 

 - 

1,419

1

1,806

+138

1,944

600

15,176

15,776

8

 - 

878

 - 

662

863

677

55,610

 - 

55,610

2,507

625

221

 - 

68

 - 

1,729

445

1,284

2,316

-2,055

261

2,237

 - 

18,814

 - 

4,498

7,060

16,252

5,087

111

5,198

1,508

599

630

 - 

26

 - 

305

251

54

1,489

-590

899

802

 - 

9,222

31

1,055

1,728

8,580

17,545

1,412

18,957

584

143

14

 - 

109

 - 

536

216

320

-562

-126

-688

580

1

2,015

20

4,615

3,824

2,827

7,154

125

7,279

1,291

1,585

1,554

 - 

46

2

-1,800

11

-1,811

824

-2,672

-1,848

2,901

34

17,786

2,644

2,486

1,847

21,103

4,941

139

5,080

1,848

964

39

 - 

-21

 - 

824

59

765

1,767

-1,242

525

1,329

 - 

12,399

21

1,389

1,322

12,487

10,839

108

10,947

3,953

1,507

12

174

48

 - 

2,656

575

2,081

3,776

-3,414

362

3,899

1

26,569

 - 

3,378

3,892

26,056
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Amounts in DKK million

Notes to the consolidated financial statements

 Maersk Maersk APM Maersk Maersk Maersk Damco SVITZER Dansk Maersk Total
 Line Oil Terminals Drilling Supply Tankers   Supermarked FPSOs reportable
     Service     and Maersk segments
          LNG  

 

2011

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

3 Segment information – continued

14,556

10,517

25,073

5,670

1,978

 - 

5

150

270

4,117

646

3,471

4,885

-3,681

1,204

4,372

2,631

27,340

1,792

4,285

6,608

29,440

67,554

 - 

67,554

53,626

11,485

135

 - 

13

-24

41,995

30,684

11,311

23,130

-20,286

2,844

21,143

711

54,206

 - 

8,007

25,998

36,926

131,601

2,843

134,444

5,401

8,340

313

 - 

684

-11

-2,579

382

-2,961

4,813

-16,978

-12,165

19,887

22

113,064

1,621

18,082

26,481

106,308
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 Maersk Maersk APM Maersk Maersk Maersk Damco SVITZER Dansk Maersk Total
 Line Oil Terminals Drilling Supply Tankers   Supermarked FPSOs reportable
     Service     and Maersk segments
          LNG  

 

2011

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

Amounts in DKK million

Notes to the consolidated financial statements

312,304

14,635

326,939

78,214

27,074

2,230

593

4,669

253

54,425

33,208

21,217

44,445

-46,470

-2,025

57,864

3,407

289,150

10,293

48,094

80,052

270,892

3,158

9

3,167

1,304

646

1,339

485

42

16

-138

+190

52

1,208

152

1,360

36

 - 

7,352

6,634

2,047

1,443

14,590

55,227

 - 

55,227

2,885

496

68

 - 

3,703

 - 

6,024

653

5,371

2,271

3,392

5,663

2,895

 - 

17,526

 - 

4,629

7,064

15,091

4,585

92

4,677

1,267

582

 - 

 - 

21

 - 

706

159

547

700

-1,001

-301

1,100

 - 

9,793

 - 

891

1,554

9,130

13,954

783

14,737

642

133

 - 

8

5

 - 

522

191

331

498

-636

-138

729

1

1,604

217

3,622

3,624

1,820

6,938

19

6,957

576

1,224

268

 - 

33

2

-881

+64

-817

509

-3,576

-3,067

3,752

34

21,578

 - 

2,137

2,064

21,685

4,906

141

5,047

2,227

896

 - 

 - 

18

 - 

1,349

48

1,301

2,011

-643

1,368

707

7

12,248

 - 

1,347

1,270

12,332

9,825

231

10,056

4,616

1,294

107

95

 - 

 - 

3,310

699

2,611

4,420

-3,213

1,207

3,243

1

24,439

29

3,047

3,946

23,570
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 2012 2011

Revenue

Reportable segments

Other businesses 

Unallocated activities (Maersk Oil Trading)

Eliminations

Total 

Of which:

Sale of goods including sale of oil and gas

Rendering of services, etc.

Profit for the year

Reportable segments

Other businesses 

Financial items, net

Unallocated tax

Other unallocated items

Eliminations

Total continuing operations

Discontinued operations, after elimination

Total 

Assets

Reportable segments

Other businesses 

Unallocated activities

Eliminations

Total continuing operations

Discontinued operations, after elimination

Total 

Liabilities

Reportable segments

Other businesses 

Unallocated activities

Eliminations

Total continuing operations

Discontinued operations, after elimination

Total 

Amounts in DKK million

Notes to the consolidated financial statements

3 Segment information – continued

348,790

11,220

4,717

-22,669

342,058

121,242

220,816

25,662

1,773

-4,376

+611

425

134

23,379

16

23,395

362,376

36,555

29,412

-7,663

420,680

11

420,691

82,818

2,801

119,486

-6,974

198,131

16

198,147

326,939

11,575

4,188

-20,182

322,520

131,349

191,171

21,217

1,186

-4,580

+946

303

-461

18,005

78

18,083

350,944

33,892

27,783

-7,883

404,736

7

404,743

80,052

2,946

120,829

-7,050

196,777

31

196,808
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Geographical information

Revenue for the shipping activities is based on the destination for ships operated by the Group and on customer location for ships on time 

charter. The majority of the Groupʼs ships, drilling rigs and containers are registered in Denmark, Singapore, United Kingdom and the USA.  

These types of assets are allocated to countries based on legal ownership.

 External revenue Non-current assets 1

Geographical split 2012 2011 2012 2011

Denmark

Brazil

China and Hong Kong

Qatar

Singapore

United Kingdom

USA

Other

Total

1 Comprise intangible assets and property, plant and equipment.    

Exploration activities (Maersk Oil)   2012 2011

Income

Expenses

Intangible assets

Total assets

Total liabilities

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

The exploration activities include Maersk Oilʼs income, expenses, assets, liabilities and cash flows related to exploration for and evaluation of  

oil and gas resources. Activities in the subsequent development phases are not included. The income relates primarily to farm-out agreements. 

Expenses comprise exploration costs, equipment costs, amortization and impairment losses related to exploration rights, etc. The assets, 

liabilities and cash flows comprise Maersk Oil entities primarily engaged in exploration activities.    

Amounts in DKK million

Notes to the consolidated financial statements

3 Segment information – continued

64,634

8,040

12,204

24,914

1,901

17,099

32,340

180,926

342,058

63,185

6,889

9,760

33,440

1,551

18,762

26,766

162,167

322,520

104,089

18,884

21,546

5,258

51,436

26,766

11,267

56,306

295,552

735

7,037

16,168

30,642

2,254

-5,074

-2,768

-7,842

98,290

18,759

13,180

10,385

53,204

27,705

11,200

50,944

283,667

 - 

5,650

14,137

20,593

725

-4,623

-13,834

-18,457
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 2012 2011

Costs of goods sold

Bunker costs

Exploration costs

Rent and lease costs

Staff costs

Integration and restructuring costs

Other

Total operating costs

Remuneration of employees

Wages and salaries

Severance payments

Pension costs, defined benefit plans

Pension costs, defined contribution plans

Other social security costs

Total remuneration

Of which:

Recognised in the cost of assets

Included in exploration costs

Included in integration and restructuring costs

Expensed as staff costs

Average number of employees excluding discontinued operations

Rent and lease costs include contingent rent totalling DKK 881m (DKK 644m), which entirely relates to operating leases.

Customary agreements have been entered into with employees regarding compensation in connection with resignation with consideration 

for local legislation and collective agreements.

For information about share-based payment reference is made to note 17.

Fees and remuneration to the Board of Directors and the Managing Director

The Board of Directors has received fees of DKK 19m (DKK 17m).

Remuneration of the Managing Director, Firmaet A.P. Møller, is expensed with DKK 96m (DKK 81m).

Contract of employment for the Managing Director contains terms customary in Danish listed companies, including termination notice  

and competition clauses. In connection with a possible takeover offer, neither management nor the Board of Directors will receive special 

remuneration.

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

4 Operating costs

45,583

40,005

6,302

21,315

39,366

497

118,804

271,872

35,017

520

240

2,619

2,319

40,715

321

590

438

39,366

121,105

48,003

37,580

5,303

19,490

35,763

344

99,082

245,565

31,720

529

242

2,203

2,141

36,835

266

447

359

35,763

117,080
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Fees to the statutory auditors KPMG Statsautoriseret KPMG including 
 Revisionspartnerselskab network firms

 2012 2011 2012 2011

Statutory audit
Other assurance services
Tax and VAT advisory services
Other services
Total fees

 PricewaterhouseCoopers PwC including  
 Statsautoriseret network firms
 Revisionspartnerselskab

 2012 2011 2012 2011

Statutory audit
Other assurance services
Tax and VAT advisory services
Other services

Total fees

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

4 Operating costs – continued

   2012 2011

Gains1 
Losses
Gain on sale of non-current assets, etc., net

1 Gains include dividends received from other equity investments of DKK 32m (DKK 16m).

Gains relate primarily to the sale of the FPSO Maersk Peregrino, which was completed 31 July 2012 with a gain of DKK 1,252m, Maersk LNG 
A/S, DKK 465m, oil concession rights in Brazil, DKK 637m, and Maersk Equipment Service Company, Inc., DKK 458m. Gains on sale of subsidi-
aries and activities during the year include reclassification adjustments related to accumulated net foreign exchange rate gains of DKK 279m, 
which previously were recognised in other comprehensive income.

In 2011, gains related primarily to the sale of Netto Foodstores Limited, UK. The sale was completed on 13 April 2011 with a gain of DKK 
3.8bn including an accumulated exchange rate loss of DKK 0.5bn previously recognised in equity.

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

5 Gain on sale of non-current assets, etc., net

 27 
 2 

 17 
 11 
57

 8 
 1 
 2 

 11 
 22 

29
2

15
6

52

8
1
2

10
21

96 
 5

28 
23

152

 16 
1
3

42 
62 

101
3

26
17

147

10
1
3

13
27

3,812
129

3,683

4,930
166

4,764
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 2012 2011

Interest expenses on liabilities

Of which borrowing costs capitalised on assets 1

Interest income on loans and receivables

Interest income on securities

Fair value adjustment transferred from equity hedge reserve (loss)

Fair value adjustment of issued bonds attributable to interest rate risk (loss) 2

Unwind of discount on provisions

Net interest expenses

Exchange rate gains on bank deposits, loans and working capital

Exchange rate losses on bank deposits, loans and working capital

Net foreign exchange gains/losses

Fair value gains from derivatives 2 

Fair value losses from derivatives

Fair value gains from securities

Fair value losses from securities

Net fair value gains/losses

Dividends received from securities

Impairment losses on financial non-current receivables

Financial expenses, net

Of which:

Financial income

Financial expenses

1  The capitalisation rate used to determine the amount of borrowing costs eligible for capitalisation  

is 4.8% (5.2%).

2   Derivatives in fair value hedging amounting to DKK 394m (DKK 211m) have been recognised in fair  

value gains from derivatives.

For an analysis of gains and losses from derivatives reference is made to note 15.

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

6 Financial income and expenses

4,650

392

1,008

21

770

349

376

4,724

1,225

2,818

-1,593

2,106

173

22

11

1,944

8

11

4,376

4,390

8,766

4,173

229

697

71

673

211

376

4,436

2,947

1,500

1,447

464

2,029

20

24

-1,569

5

27

4,580

4,204

8,784
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 2012 2011

Tax recognised in the income statement

Of which regarding Danish and foreign tonnage tax, freight tax, etc.

Total 

Of which:

Current tax

Current and deferred tax arise as follows:

Profit before tax

Income subject to Danish and foreign tonnage taxation, etc.

Share of profit/loss in associated companies

Profit before tax, adjusted

Calculated 25% tax

Tax rate deviations in foreign entities, net

Additional tax in the oil segment in excess of 25%

Gains related to shares, dividends, etc.

Adjustment to previous yearsʼ taxes 1

Deferred tax assets, not previously recognised

Tax losses for which no deferred tax asset was recognised

Other permanent differences, net

Total

Tax recognised in equity

Fair value adjustment of other equity investments

Cash flow hedges

Actuarial gains/losses on defined benefit plans, etc.

Tax recognised in other comprehensive income, net

Tax recognised directly in equity

Total

Of which:

Current tax

Deferred tax

1  Includes a tax income of DKK 5.2bn from the settlement of a dispute regarding tax collected  

by the Algerian national oil company, Sonatrach S.P.A. The settlement is related to Algerian tax  

imposed from August 2006.

Amounts in DKK million 

7 Tax

Notes to the consolidated financial statements

19,138

-432

18,706

17,231

42,517

-399

-1,286

40,832

10,208

-681

12,961 

-196

-5,340

-412

 768

1,398

18,706

 - 

82

16

98

30

128

64

64

32,447

-610

31,837

30,458

50,452

3,186

-651

52,987

13,247

-209

18,985 

-879

-9

-462

 1,142 

22

31,837

1

420

+169

252

48

300

56

244
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Assets held for sale are primarily related to Maersk Tankersʼ 11 vessels in the handygas segment.

Seven container vessels in Maersk Line, of which four are owned and three under finance lease, have due to unsuccessful sales efforts 

ceased to be classified as held for sale and in consequence impairment losses of DKK 550m have been reversed. 

Impairment losses of DKK 148m have been recognised in relation to the reclassification to assets held for sale.

In 2011, assets held for sale primarily related to Maersk LNG A/S, Maersk Equipment Service Company, Inc. and seven container vessels, of 

which four were owned and three under finance lease. Impairment losses of DKK 112m were recognised relating to the seven container vessels.

On 12 October 2011, the Group entered into an agreement with Teekay LNG Operating LLC and Marubeni Corporation on the sale of Maersk 

LNG A/S for a total consideration of USD 1.4bn on a cash and debt free basis. The transaction was completed on 28 February 2012. 

The sale of Netto Foodstores Limited, UK was completed on 13 April 2011 with a gain of DKK 3.8bn including an accumulated exchange rate 

loss of DKK 0.5bn previously recognised in equity. Furthermore, the three aircrafts that remained in Maersk Aviation (discontinued operations) 

and one handysize product tanker were sold in 2011.

 2012 2011

Profit for the year – discontinued operations 

Revenue

Costs, etc. (including provisions made and reversed) 

Profit before tax, etc.

Tax

Profit

Gain on sale of non-current assets, etc., net

Tax hereof

Profit for the year – discontinued operations

A.P. Møller - Mærsk A/Sʼ share hereof

Earnings and diluted earnings per share, DKK

Cash flows from discontinued operations for the year

Cash flow from operating activities

Cash flow used for investing activities

Cash flow from financing activities

Net cash flow from discontinued operations

Balance sheet items comprise:

Non-current assets

Current assets

Assets held for sale

Provisions

Other liabilities

Liabilities associated with assets held for sale

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

8 Discontinued operations and assets held for sale

3

14

17

1

16

 - 

 - 

16

16

4

-10

6

 1 

-3

2,921

135

3,056

15

76

91

6

42

48

10

38

56

16

78

78

18

-14

141

2

129

10,148

204

10,352

73

1,584

1,657
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Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

9 Intangible assets

 Goodwill Terminal Oil con- Other Total
  and service cession rights 
  concession rights  
  rights

Cost
1 January 2011
Addition
Acquired in business combinations
Disposal
Transfer, assets held for sale
Exchange rate adjustment
31 December 2011
Addition
Acquired in business combinations
Disposal
Exchange rate adjustment
31 December 2012
 
Amortisation and impairment losses
1 January 2011
Amortisation
Impairment losses
Disposal
Transfer, assets held for sale
Exchange rate adjustment
31 December 2011
Amortisation
Impairment losses
Disposal
Exchange rate adjustment
31 December 2012

Carrying amount:
31 December 2011    1   2   3
31 December 2012    1   2   3

1  Of which DKK 936m (DKK 637m) is under development. DKK 1,528m (DKK 284m) is related to terminal rights with indefinite useful life in 
Poti Sea Port Corp. and Global Ports. The impairment tests are based on the estimated value in use according to business plans. An average 
discount rate of 11.0% (13.5%) p.a. after tax has been applied in the calculations. Furthermore, the development in volumes and rates are 
significant parameters.

2 Of which DKK 15,383m (DKK 14,967m) is related to oil concession rights where amortisation will begin when production commences.

3 Of which DKK 839m (DKK 798m) is related to ongoing development of software.

3,931
 - 

399
2
 - 

109
4,437

 - 
235

11
4

4,665

553
 - 
 - 
2
 - 

12
563

 - 
623

11
 -16

1,159

3,874
3,506

6,299
485
284

6
-122

-84
6,856

630
5,537

1
 -222

12,800

1,134
197

 - 
 - 

-26
-7

1,298
301

 - 
 - 

 -41
1,558

5,558
11,242

26,017
887

12,345
123

 - 
1,570

40,696
1,141

 - 
 - 

 -639
41,198

21,026
1,031

135
67

 - 
575

22,700
1,290

 - 
-

-371
23,619

17,996
17,579

3,131
593
139
176
-90
84

3,681
635
184
180
-46

4,274

2,036
319

12
139
-10
52

2,270
356

 - 
176
 -32

2,418

1,411
1,856

39,378
1,965

13,167
307

-212
1,679

55,670
2,406
5,956

192
-903

62,937

24,749
1,547

147
208
-36

632
26,831

1,947
623
187

 -460
28,754

28,839
34,183
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Amounts in DKK million

Notes to the consolidated financial statements

9 Intangible assets – continued

Goodwill impairment test
The carrying amount of goodwill has been allocated to the following operating segments and cash generating units based on the  
management structure:

     Carrying amount

Operating segment    Cash generating unit 2012 2011

SVITZER  Adsteam Marine Limited (Australia)
SVITZER Adsteam Marine Limited (United Kingdom)
Damco Airfreight service
Dansk Supermarked Group OHG Netto Supermarkt GmbH & Co.
Other 
Total

The impairment tests are based on the estimated value in use from five year business plans and a calculated terminal value with growth 
equal to the expected local economic growth.

Impairment losses for 2012 of DKK 623m primarily relate to Adsteam Marine Limited goodwill in the United Kingdom, which was fully 
impaired due to weak market conditions. Regarding goodwill in Australia, an increase in the discount rate of 1%-point is estimated to 
result in an additional impairment of DKK 570m. Likewise a decline of 1%-point in terminal value growth rate is estimated to result in an 
impairment of DKK 445m.

Impairment losses for 2011 of DKK 147m primarily related to oil concession rights on the Janice field in the United Kingdom and were based 
on estimated value in use. A discount rate of 8.5% p.a. after tax and the forward curve for oil prices at 31 December 2011 were used in the 
calculation.

Key assumptions   Terminal value Estimated average Applied discount rate
   growth rate  earnings growth p.a.  p.a. after tax
    in the forecast period

Cash generating unit   2012 2011 2012 2011 2012 2011

Adsteam Marine Limited (Australia)
Adsteam Marine Limited (United Kingdom)
Airfreight service
OHG Netto Supermarkt GmbH & Co.

4.3%
5.6%
7.2%
2.3%

2.0%
1.5%
2.0%
0.0%

1.7%
1.0%
2.0%
0.0%

12.5%
5.9%
8.6%

11.3%

2,325 
 - 

 421
 413
 347

3,506

7.0%
8.0%
9.1%
7.0%

2,564
320
442
415
133

3,874

7.5%
7.5%
9.6%
7.0%
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Amounts in DKK million

Notes to the consolidated financial statements

10 Property, plant and equipment

 Ships, rigs, Production Land and Construc- Total
 containers, facilities buildings tion work in 
 etc. and  progress and 
  equipment,  payment on 
  etc.  account 

Cost
1 January 2011
Addition
Acquired in business combinations
Disposal
Disposal on sale of businesses
Transfer 
Transfer, assets held for sale
Exchange rate adjustment
31 December 2011
Addition 
Acquired in business combinations 
Disposal 
Disposal on sale of businesses 
Transfer 
Transfer, assets held for sale 
Exchange rate adjustment
31 December 2012 

Depreciation and impairment losses
1 January 2011
Depreciation
Impairment losses
Reversal of impairment losses
Disposal
Disposal on sale of businesses
Transfer 
Transfer, assets held for sale
Exchange rate adjustment
31 December 2011
Depreciation 
Impairment losses 
Reversal of impairment losses 
Disposal 
Disposal on sale of businesses 
Transfer 
Transfer, assets held for sale 
Exchange rate adjustment
31 December 2012 

Carrying amount:
31 December 2011
31 December 2012 

Of which carrying amount of finance leased assets:
31 December 2011
31 December 2012

242,519
11,919

120
8,916

32
17,422
-8,824
6,462

260,670
12,436

2
2,521

39
17,236
-7,752
-4,120

275,912

83,846
12,675

1,792
581

6,943
12

203
-1,809
2,315

91,486
14,525

2,076
739

2,048
23

277
-371

-1,594
103,589

169,184
172,323

13,601
13,477

127,047
2,422

620
3,015

65
4,494

-166
2,761

134,098
1,358
1,439
8,136

38
11,160

-79
-1,887

137,915

86,240
11,703

35
5

2,718
47

721
-66

2,423
98,286
11,588

220
25

7,634
31

1,378
-72

-1,430
102,280

35,812
35,635

 - 
107

33,586
755
675
273

 - 
2,021

-389
-176

36,199
383
948
248

15
-4,290

-160
306

33,123

11,420
750

68
8

141
 - 

-94
-5

-14
11,976

568
173

 - 
116

8
-1,282

-36
42

11,317

24,223
21,806

40
6

22,835
26,693

40
170

 - 
-23,937

-1
655

26,115
30,181

218
163

 - 
-24,106

 - 
-505

31,740

815
543
110

 - 
128

-
-830

 - 
-4

506
 - 
 - 
 - 
1
 - 

-373
 - 
3

135

25,609
31,605

 - 
 - 

425,987
41,789

1,455
12,374

97
 - 

-9,380
9,702

457,082
44,358

2,607
11,068

92
 - 

-7,991
-6,206

478,690

182,321
25,671

2,005
594

9,930
59

 - 
-1,880
4,720

202,254
26,681

2,469
764

9,799
62

 - 
-479

-2,979
217,321

254,828
261,369

13,641
13,590
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Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

10 Property, plant and equipment – continued

Impairment tests of property, plant and equipment have been carried out within the following cash generating units :

   Applied discount Impairment Reversal of 
   rate p.a. after tax losses impairment 
     losses

Operating Cash generating Methodology 
segment unit  2012 2011 2012 2011 2012 2011

Maersk Tankers Intermediate

 product tankers

 Crude tankers

  Product Handy

Maersk Line Maersk Line1 

 Multi purpose 

 vessel

Maersk Oil Janice area

Maersk FPSOs  FPSOs

Maersk LNG  LNG carriers

Maersk Drilling EDC rigs 

 Other 

Total

1 Container vessels previously held for sale, partly redeployed and partly laid-up.

 

Transfers

The negative transfer from land and buildings is primarily related to pavement and other terminal infrastructure being reclassified to pro-

duction facilities and equipment, etc. Transfer to assets held for sale primarily comprise the FPSO Maersk Perigrino.

Finance leases

As part of the Groupʼs activities, customary leasing agreements are entered into, especially with regard to the chartering of vessels and 

 leasing of containers and other equipment. In some cases, the leasing agreements comprise purchase options for the Group and options  

for extension of the lease term.

In the financial statements, assets held under finance leases are recognised in the same way as owned assets.

Operating leases as lessor

Property, plant and equipment include assets, mainly drillships, jack-up rigs and vessels, which are leased out as part of the Groupʼs activi-

ties. The future lease income is DKK 53.3bn (DKK 29.5bn) of which DKK 13.5bn (DKK 3.6bn) is payable within one year, DKK 35.4bn (DKK 

9.6bn) between one and five years and DKK 4.4bn (DKK 16.3bn) in more than five years.

Ownership of production facilities, etc.

Ownership of production facilities, etc. relating to oil production in Qatar and Algeria with a carrying amount of DKK 8.3bn (DKK 13.1bn)  

is transferred to state-owned oil companies on an ongoing basis according to agreements. The right of use is maintained during the con-

cession period.

Pledges

Ships, buildings, etc. with a carrying amount of DKK 61.4bn (DKK 54.8bn) have been pledged as security for loans of DKK 41.4bn (DKK 41.4bn).

-

1,043

406

220

214

169

-

-

-

417

2,469

10.0%

-

-

-

-

-

9.0%

-

-

-

10.0%

10.0%

-

10.0%

8.5%

-

-

-

268

-

-

-

-

-

1,339

 - 

-

 398

2,005

-

-

-

566

-

-

-

-

174

24

764

-

-

-

-

-

-

-

485

-

109

594

Value in use

Value in use

Value in use

Fair value

Value in use

Value in use

Value in use

Fair value

Fair value
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Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

11 Investments in associated companies

In aggregate, the Groupʼs associated companies have the following revenue, profit for the year, total assets and total liabilities (100%):

 Banking activities Other activities

 2012 2011 2012 2011

Revenue

Profit for the year

Total assets

Total liabilities

The fair value of listed shares in associated companies totalled DKK 22.0bn (DKK 16.7bn). The carrying amount of these is DKK 30.6bn  

(DKK 28.0bn) and is primarily related to the Groupʼs ownership interest in Danske Bank. 

Revenue from banking activities includes interest income, fee income and net premiums.

Contingent liabilities in associated companies totalled DKK 48.6bn (DKK 50.9bn) proportionally and are mainly related to Danske Bankʼs 

 guarantees and other contingent liabilities.

Banking activities

Profit in Danske Bank was DKK 4.7bn (DKK 1.7bn). The Groupʼs share was DKK 1.0bn (DKK 0.3bn). 

In October 2012, the Group participated pro rata in Danske Bankʼs capital increase of DKK 7.2bn with an investment of DKK 1.4bn.

Ro/Ro activities

Overall, the Groupʼs ownership interest in DFDS and Höegh Autoliners, etc. contributed a profit of DKK 224m (DKK 50m). The Groupʼs share  

of DFDSʼ profit is based on the latest consensus estimates as the 2012 annual financial statements for DFDS have not yet been published.

29,002

874

53,988

29,913

20,414

793

54,122

30,361

127,200

4,749

3,485,181

3,346,947

118,523

1,723

3,424,403

3,298,548
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Amounts in DKK million 

Notes to the consolidated financial statements

12 Other receivables

 2012 2011

Loans

Finance lease receivables

Other interest-bearing receivables and deposits

Receivables from sale of non-current assets, etc.

VAT and similar receivables

Receivables from settled claims

Other

Total 

Of which:

Classified as non-current

Classified as current

Receivables from settled claims are primarily related to a tax dispute in Algeria. The finance lease receivables are primarily related to the Ports-

mouth terminal in Virginia, USA, and the Poti terminal in Georgia. 

Finance lease receivables Gross Interest Carrying Gross Interest Carrying 
 recei-  amount recei-  amount
 vables   vables

 2012 2012 2012 2011 2011 2011

Within one year

Between one and five years

After five years

Total 

5,554

868

883

39

914

2,495

5,645

16,398

5,022

11,376

9

45

157

211

36

149

674

859

36

156

676

868

47

196

622

865

83

352

1,298

1,733

4,937

648

1,020

1,162

904

547

5,071

14,289

3,851

10,438

27

104

517

648
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Amounts in DKK million

Notes to the consolidated financial statements

13 Deferred tax

Recognised deferred tax assets and liabilities are attributable to the following:

  Assets  Liabilities Net
  liabilities

 2012 2011 2012 2011 2012 2011

Intangible assets

Property, plant and equipment

Receivables, etc.

Provisions, etc.

Oil lifting balances in joint operations

Tax loss carry forwards

Other

Total

Offsets 

Total 

Change in deferred tax, net during the year     2012 2011

1 January 

Intangible assets

Property, plant and equipment

Receivables, etc.

Provisions, etc.

Oil lifting balances in joint operations

Tax loss carry forwards

Other

Recognised in the income statement

Intangible assets

Property, plant and equipment

Other

Change from acquisition/sale of businesses

Recognised in equity

Transfer, assets held for sale

Exchange rate adjustments

31 December

2,087

8,911

298

-3,329

-528

-2,978

-360

4,101

 - 

4,101

1,214

6,569

196

-3,855

-373

-2,216

-462

1,073

 - 

1,073

2,272

10,843

438

367

 - 

 - 

70

13,990

-6,116

7,874

1,386

8,443

341

218

 - 

 - 

59

10,447

-4,439

6,008

185

1,932

140

3,696

528

2,978

430

9,889

-6,116

3,773

172

1,874

145

4,073

373

2,216

521

9,374

-4,439

4,935

1,073

-344

2,129

96

501

-164

-859

116

1,475

1,237

315

44

1,596

64

-3

-104

4,101

-734

-123

1,727

-12

-143

-221

214

-63

1,379

75

74

-144

5

244

5

174

1,073
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Amounts in DKK million

Amounts in DKK million

13 Deferred tax – continued

14 Inventories

Notes to the consolidated financial statements

Unrecognised deferred tax assets

The tax losses carried forward have no significant time limitations. No tax value is recognised as it is not considered likely that the deferred 

tax assets can be realised in the foreseeable future.

 2012 2011

Deductible temporary differences

Tax loss carry forwards

Total

There are no significant unrecognised tax liabilities on investments in subsidiaries, associated companies and jointly controlled entities.

 2012 2011

Raw materials and consumables

Work in progress

Finished goods and goods for resale

Bunker

Total 

No significant write-downs or reversals have been recognised on inventories.

1,122

2,909

4,031

2,240

127

4,952

7,319

5,723

13,042

1,394

2,610

4,004

2,046

125

4,852

7,023

5,845

12,868
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Notes to the consolidated financial statements

Foreign exchange forwards and option contracts are used to hedge the currency risk related to recognised and unrecognised transactions. 

Interest rate swaps are used to hedge interest rate exposure on borrowings. Derivatives are entered into to hedge crude oil prices and bun-

ker prices.

      2012 2011

Non-current receivables

Current receivables

Non-current liabilities

Current liabilities

Liabilities, net

The fair value of derivatives held at the balance sheet date can be allocated by type as follows:

  Fair value Recognised Recognised Fair value Recognised Recognised 
   in income in equity  in income in equity
   statement   statement 

  2012 2012 2012 2011 2011 2011

Currency derivatives1

Interest rate derivatives1  

Price hedge derivatives 2

Total

1 Of which DKK 857m (DKK 32m) is related to fair value hedges.

2 Price hedge derivatives comprise oil price and raw material hedges.

The fair value recognised in equity relates to derivatives designated as effective hedging of future cash flows. The gains/losses are mainly 

expected to affect the income statement in the same periods as the cash flows are expected to occur. The expected timing of the effect on 

the income statement is as follows :

  Currency Interest  Total Currency Interest Total 
  derivatives rate  derivatives rate 
   derivatives   derivatives 

  2012 2012 2012 2011 2011 2011

Within one year

Between one and five years

After five years

Total

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

15 Derivatives

1,249

622

1,441

565

135

815

469

2,444

2,182

3,342

214

-817

 - 

-603

 -83

-364

-156

-603

-2,382

-929

-31

-3,342

-622

-2

-15

-639

-1,743

108

-31

-1,666

-575

-387

-75

-1,037

-639

-1,037

 - 

-1,676

-1,197

-389

-90

-1,676

-53

555

-34

468

-305

-369

-143

-817

161

-262

-34

-135

222

5

-13

214
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15  Derivatives – continued

16 Share capital and earnings per share

The gains/losses, including realised transactions, are recognised as follows:

 2012 2011

Hedging foreign exchange risk on revenue
Hedging foreign exchange risk on operating costs
Hedging foreign exchange risk on gain on sale of non-current assets, etc.
Hedging interest rate risk
Hedging foreign exchange risk on the cost of property, plant and equipment
Total effective hedging
Ineffectiveness recognised in financial expenses
Total reclassified from equity reserve for hedges

Derivatives accounted for as held for trading:
Currency derivatives recognised directly in financial income/expenses
Interest rate derivatives recognised directly in financial income/expenses
Hedging of oil prices and freight rates recognised directly in other income/costs
Net gains/losses recognised directly in the income statement

Total 

Currency derivatives hedge future revenue, operating costs and investments and are recognised on an ongoing basis in the income statement  
and the cost of property, plant and equipment respectively.

Interest rate derivatives swap floating to fixed rates on borrowings and are recognised in the income statement concurrently with the hedged 
interest expenses. Interest rate derivatives are also used to swap fixed rates to floating rates.

Furthermore, the Group enters into derivatives to hedge economic risks that are not accounted for as hedging. These derivatives are accounted 
for as held for trading.

For information about currencies, maturities, etc. reference is made to note 23.

The share capital on 31 December 2012 comprises:

A shares DKK 2,197.8m divided into 2,197,607 shares of DKK 1,000 and 386 shares of DKK 500

B shares DKK 2,197.8m divided into 2,197,678 shares of DKK 1,000 and 244 shares of DKK 500

All shares are fully issued and paid up.

One A share of DKK 1,000 holds two votes. B shares have no voting rights.

For adoption of resolutions regarding changes in the Companyʼs articles and increase or decrease to the share capital, the presence of two-thirds 

of the class A voting rights at the Annual General Meeting is required and further the resolution shall be passed by two-thirds of the votes cast. 

Apart from a resolution for the dissolution of the Company, other resolutions at the Annual General Meetings are passed by simple majority, 

unless legislation requires particular voting majority. Reference is made to the Companyʼs articles of association. 

Amounts in DKK million

Amounts in DKK million

Notes to the consolidated financial statements

17
-331

 - 
-770

-97
-1,181

3
-1,178

1,372
558
-11

1,919

741

47
416
279

-673
-34
35

-90
-55

-1,762
287
-88

-1,563

-1,618
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16 Share capital and earnings per share – continued

In the event of an increase of the Companyʼs share capital, the shareholders in the given share class shall have a pre-emptive right to sub-

scribe for a proportionate share of the capital increase.

According to the authorisation of the Annual General Meeting, the Board of Directors may in the period up to and including 3 April 2016 allow 

the Company to acquire own shares up to a holding of 10% of the Companyʼs share capital. The purchase price may not deviate by more than 

10% from the price quoted on NASDAQ OMX Copenhagen A/S at the time of purchase.

  No. of shares  Nominal  % of
  of DKK 1,000  value  share capital

Own shares (B shares) 2012 2011 2012 2011 2012 2011

1 January

Addition

Disposal

31 December

Additions and disposals of own shares are primarily related to the share option programme.

Based on the parent companyʼs profit of DKK 8,435m (DKK 10,477m), the Board of Directors proposes a dividend to the shareholders of  

DKK 1,200 per share of DKK 1,000 – a total of DKK 5,275m (DKK 1,000 per share of DKK 1,000 – a total of DKK 4,396m). Payment is expected 

to take place on 17 April 2013.

Payment of dividends to shareholders does not trigger taxes for the Group.

Basis for calculating earnings per share is as follows:

A.P. Møller - Mærsk A/Sʼ share of:     2012 2011

Profit for the year of continuing operations

Profit for the year of discontinued operations

Profit for the year

     2012 2011

Issued shares 1 January

Average number of own shares

Average number of shares

At 31 December 2012, there is a dilution effect on earnings per share of 4,658 (5,317) issued share options while there is no dilution effect on 

15,931 (11,255) issued share options. This corresponds to 0.11% (0.12%) and 0.36% (0.26%) of the share capital, respectively.

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

0.68%

0.00%

0.02%

0.66%

21,657

16

21,673

 4,395,600

29,330

4,366,270

0.70%

0.01%

0.03%

0.68%

15,111

78

15,189

4,395,600

30,015

4,365,585

30

 - 

 1 

29

30,619

465

1,355

29,729

29,729

 - 

 659 

29,070

31

 - 

1

30
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17 Share-based payment

The Group has established a share option programme for partners in Firmaet A.P. Møller and other employees. Each share option granted is a 

call option to buy an existing B share of nominal DKK 1,000 in A.P. Møller - Mærsk A/S.

The fair value of share options granted to 123 (126) employees was DKK 39m (DKK 36m) at the time of such grant. Total value of granted share 

options recognised in the income statement is DKK 36m (DKK 32m). In addition to this, three (four) partners in Firmaet A.P. Møller bought share 

options corresponding to a fair value of DKK 7m (DKK 9m).

The share options are granted at an exercise price corresponding to 110% of the average of the market price on the first five trading days follow-

ing the release of A.P. Møller - Mærsk A/Sʼ annual report. Exercise of the share options is contingent on the option holder still being permanently 

employed at the time of exercise. The share options can be exercised when at least two years and no more than five years have passed from the 

time of grant and can only be exercised within the trading periods as stated in the internal rules for trading of A.P. Møller - Mærsk A/Sʼ securities 

in force at any time. Special conditions apply regarding illness, death and resignation as well as changes in the Companyʼs capital structure, etc.

The share options can only be settled in shares. A portion of the Groupʼs holding of own shares is reserved for settlement of granted options.

Outstanding share options Partners Employees 1 Total Average Total fair
 in Firmaet   exercise value1

 A.P. Møller1   price 

 No. No. No. DKK DKK million

1 January 2011

Granted

Sold

Exercised 

Forfeited 

Outstanding 31 December 2011 

Exercisable 31 December 2011 

Granted

Sold

Exercised

Forfeited

Outstanding 31 December 2012

Exercisable 31 December 2012

1 At the time of grant.

The weighted average share price at the dates of exercise of share was DKK 43,124 (DKK 48,778).

The average remaining contractual life of outstanding share options as per 31 December 2012 is 2.3 years (2.7 years) and the exercise price is 

in the range of DKK 27,237 to DKK 57,959 (DKK 27,237 to DKK 57,959).

The fair value per option granted in 2012 is calculated at DKK 8,839 (DKK 11,275) at the time of grant based on Black & Scholesʼ options  

pricing model.

Amounts in DKK million (in parenthesis the corresponding figures for 2011)
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3,824

 - 

775

140

 - 

4,459

2,919

 - 

792

 - 

 - 

5,251

3,684

10,466

3,161

 - 

1,215

299

12,113

6,121

4,356

 - 

659

472

15,338

8,076

14,290

3,161

775

1,355

299

16,572

9,040

4,356

792

659

472

20,589

11,760

39,363

57,959

57,959

27,237

42,438

44,716

38,053

49,843

49,843

27,237

52,351

46,382

41,183

36

9

39

7
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Amounts in DKK million

Amounts in DKK million

17 Share-based payment – continued

18 Borrowings

The following principal assumptions are used in the valuation: 

 2012 2011

Share price, five days average, DKK

Exercise price, DKK

Expected volatility (based on historical volatility)

Expected term

Expected dividend per share, DKK

Risk free interest rate (based on the five years swap interest curve)

     2012 2011

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Total

Of which:

Classified as non-current

Classified as current

Finance lease liabilities Minimum Interest Carrying Minimum Interest Carrying
 lease  amount lease  amount
 pay-   pay-  
 ments   ments  

 2012 2012 2012 2011 2011 2011

Within one year

Between one and five years

After five years

Total

The finance lease agreements are described in note 10.

45,312

49,843

31.3%

4.0 years

1,000

1.6%

72,002

12,605

26,457

111,064

98,112

12,952

52,690

57,959

31.1%

4.0 years

1,000

3.2%

81,553

13,738

14,507

109,798

96,884

12,914

1,038

4,507

7,060

12,605

2,240

3,877

7,621

13,738

587

1,906

1,917

4,410

667

2,163

2,384

5,214

1,625

6,413

8,977

17,015

2,907

6,040

10,005

18,952
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Amounts in DKK million
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19 Pensions and similar obligations

As employer, the Group participates in pension plans according to normal practice in the countries in which the Group operates. As a main 

rule, the pension plans within the Group are defined contribution plans, where contributions are recognised in the income statement on an 

accrual basis. A number of entities have defined benefit plans, in which retirement benefits are based on length of service and salary level.  

To a limited extent, these defined benefit plans also include payment of medical expenses, etc.

Pension and medical plans which, as part of collective bargaining agreements, have been entered into with other enterprises (known as 

multi-employer plans) are treated as other pension plans. Such defined benefit plans are treated as defined contribution plans when suf-

ficient information for calculating the individual enterprisesʼ share of the obligation is not available.

 2012 2011

Recognised net liability

Present value of funded plans

Fair value of plan assets

Net liability of funded plans

Present value of unfunded plans

Net liability

Assets not recognised due to limit of the asset ceiling

Adjustment for minimum funding requirement

Funded plans with surplus, transfer to assets

Net liability 31 December

Change in gross liability

Gross liability 1 January

Current service costs, etc.

Computed interest costs

Actuarial gains/losses

Change from acquisition/sale of businesses

New plans, etc.

Curtailments and settlements

Benefits paid

Contribution from employees

Exchange rate adjustment

Gross liability 31 December

Change in plan assets

Fair value 1 January

Expected return

Actuarial gains/losses

Settlements

Benefits paid

Contributions from the Group, etc.

Contributions from employees

Exchange rate adjustment

Fair value 31 December

In 2013, the Group expects to pay contributions totalling DKK 445m to funded defined benefit plans  

(DKK 425m in 2012).

14,044

-12,596

1,448

857

2,305

32

1

193

2,531

13,679

158

629

832

9

6

 - 

-662

16

234

14,901

11,619

547

202

 - 

-597

584

16

225

12,596

12,927

-11,619

1,308

752

2,060

50

350

87

2,547

12,282

153

632

1,001

-2

 - 

-61

-655

19

310

13,679

10,410

558

445

 -76

-579

558

19

284

11,619
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Amounts in DKK million
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19 Pensions and similar obligations – continued

 2012 2011

Specification of plan assets

Shares

Government Bonds

Corporate Bonds 

Real estate

Other assets

Fair value 31 December

The plan assets do not include assets used by the Group or own shares.

Cost recognised in the income statement

Current service costs, etc.

Computed interest costs

Expected return on plan assets

Gains/losses on curtailments and settlements

Cost, net

Return on plan assets

Expected return

Actuarial gains/losses

Actual return

Gains/losses (-) recognised in other comprehensive income

Actuarial gains/losses on gross liability

Actuarial gains/losses on plan assets

Effect of the asset ceiling

Adjustment for minimum funding requirement

Total

Accumulated actuarial gains/losses (-)

Accumulated losses 1 January

Actuarial gains/losses for the year

Disposal

Exchange rate adjustment

Accumulated losses 31 December

4,535

4,297

2,504

130

1,130

12,596

158

629

-547

 - 

240

547

202

749

-832

202

18

359

-253

-808

-630

 - 

7

-1,431

4,023

3,758

1,909

187

1,742

11,619

153

632

-558

15

242

558

445

1,003

-1,001

445

49

-337

-844

-266

-556

32

-18

-808
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19 Pensions and similar obligations – continued

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

    2012 2011

Actuarial assumptions

Actuarial assumptions 31 December expressed as weighted averages:

Discount rate

Inflation rate

Expected return on plan assets

Future salary increase

Future pension increase

Medical cost trend rate

Expected return on plan assets has not been determined in 2012, since the pension cost from 2013 is calculated on the basis of the discount 

rate in accordance with the revised IAS 19.

Historical overview 2012 2011 2010 2009 2008

Gross liability

Plan assets

Net liability

Experience adjustments to liabilities

Experience adjustments to plan assets

Multi-employer plans

Due to collective agreements, some entities in the Group participate together with other enterprises in defined benefit pension and health 

insurance schemes for current and retired employees (multi-employer plans). In 2012, the Groupʼs contribution is estimated at DKK 707m 

(DKK 572m). The contributions to be paid in 2013 are expected to be DKK 760m.

No reliable basis exists for allocation of the schemesʼ obligations and plan assets to individual employer participants. The Groupʼs share 

might be significant. Deficit in some of the schemes may necessitate increased contributions in the future. Based on the most recent 

available financial data from the plansʼ trustees, the plan assets totalled DKK 38.8bn (DKK 41.5bn) and the actuarial value of obligations 

 approximately DKK 52.8bn (DKK 53.7bn). Net obligations in the plans with deficits totalled DKK 15.5bn (DKK 13.8bn). In general, the con-

tributions to the schemes are based on man hours worked or cargo tonnage handled, or a combination hereof.

4.2%

2.9%

N/A

3.9%

2.8%

4.5%

4.6%

2.9%

4.6%

3.9%

2.8%

4.5%

10,140

-7,764

2,376

-188

-2,275

11,423

-9,505

1,918

107

926

12,282

-10,410

1,872

104

216

13,679

-11,619

2,060

-173

445

14,901

-12,596

2,305

-119

202
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Amounts in DKK million

Amounts in DKK million
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20 Provisions

21 Other payables

 Abandon- Restruc- Legal dis- Other Total
 ment turing putes, etc.   

1 January 2012
Provision made
Amount used
Amount reversed
Addition from business combinations
Unwind of discount
Exchange rate adjustment
31 December 2012 

Of which:
Classified as non-current
Classified as current

Non-current provisions expected
to be realised after more than five years

Provisions for abandonment comprise estimated expenses for abandonment of oil and gas fields at discounted value. Restructuring includes 
provisions for decided and publicly announced restructurings. Legal disputes, etc. include tax and duty disputes among other things. Other 
includes provisions for guarantees, onerous contracts, and risk under certain self-insurance programmes. The provisions are subject to consid-
erable uncertainty, cf. note 2.

Reversals of provisions primarily relate to legal disputes and contractual disagreements, which are recognised in the income statement under 
operating costs and tax.

   2012 2011

Interest payable
VAT and duties payable
Accrued staff costs
Contingent consideration
Other 
Total 

Of which:
Classified as non-current
Classified as current

The contingent consideration, primarily related to the acquisitions of Poti Sea Port Corp. and NTS International Transport Services Co. Ltd., are 
dependent on the future financial and operational performance of the companies.

9,426
289

89
229

 - 
375

-150
9,622

9,622
 - 

8,716

550
368
432
112

 - 
 - 

-1
373

57
316

 - 

6,431
2,739

241
1,067

1
 0 

-95
7,768

6,083
1,685

1,065

4,894
2,146

928
948

4
 1

-107
5,062

3,589
1,473

815

21,301
5,542
1,690
2,356

5
376

-353
22,825

19,351
3,474

10,596

996
2,867
3,217

281
2,002
9,363

371
8,992

940
3,369
2,851

350
1,969
9,479

457
9,022
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22 Financial instruments by category

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Notes to the consolidated financial statements

Financial assets measured at amortised cost     Carrying amount 

   2012 2011

Loans

Finance lease receivables

Other interest-bearing receivables and deposits

Total interest-bearing receivables

Trade receivables

Other receivables (non-interest-bearing)

Cash and bank balances

Total loans and receivables

Trade receivables include work in progress for third parties of DKK 0m (DKK 164m) net of prepayments of DKK 0m (DKK 1,179m). 

Fair value of the non-current receivables is not materially different from the carrying amount.

Financial liabilities measured at amortised cost   Carrying Fair Carrying Fair 
    amount value amount value

 2012 2012 2011 2011

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Borrowings

Trade payables

Other financial liabilities

Total financial liabilities

Fair value of issued bonds is based on observable market prices. Fair value of other liabilities is calculated on the basis of discounted  

interest and instalments.

5,554

868

883

7,305

30,767

9,093

13,011

60,176

4,937

648

1,020

6,605

25,319

7,684

13,095

52,703

86,383

16,577

14,855

117,815

81,553

13,738

14,507

109,798

37,232

9,129

156,159

75,546

14,752

27,619

117,917

72,002

12,605

26,457

111,064

35,594

9,082

155,740
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Amounts in DKK million (in parenthesis the corresponding figures for 2011)

22 Financial instruments by category – continued

Financial instruments measured at fair value
Financial instruments measured at fair value can be divided into three levels:
Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities;
Level 2 –   Inputs other than quoted prices included within level 1 that are observable  for the asset or  

liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices);
Level 3 – Inputs for the asset or liability that are not based on observable market data.

    Level

 Carrying Quoted Other Other 
 amount prices observable measurement
   inputs methods

2012
Listed shares

Non-listed shares

Total other equity investments (available-for-sale)

Bonds

Listed shares

Non-listed shares

Other securities

Total securities (held for trading)

Derivatives

Total financial assets

Derivatives

Other payables

Total financial liabilities

2011
Listed shares

Non-listed shares

Total other equity investments (available-for-sale)

Bonds

Listed shares

Non-listed shares

Other securities

Total securities (held for trading)

Derivatives

Total financial assets

Derivatives

Other payables

Total financial liabilities

 

Derivatives designated as cash flow hedges (hedging instruments) are equal to a net liability of DKK 603m (DKK 1.7bn).

37

388

425

2,019

1

9

131

2,160

1,871

4,456

2,006

281

2,287

21

464

485

1,910

1

57

184

2,152

1,284

3,921

4,626

350

4,976

37

 - 

37

2,019

1

 - 

1

2,021

11

2,069

46

 - 

46

21

 - 

21

1,910

1

 - 

3

1,914

92

2,027

97

 - 

97

 - 

 - 

 - 

 - 

 - 

 - 

120

120

1,860

1,980

1,960

 - 

1,960

 - 

 - 

 - 

 - 

 - 

 - 

91

91

1,192

1,283

4,529

 - 

4,529

 - 

388

388

 - 

 - 

9

10

19

 - 

407

 - 

281

281

 - 

464

464

 - 

 - 

57

90

147

 - 

611

 - 

350

350
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22 Financial instruments by category – continued

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

Movement during the year in level 3 Non-listed shares Other Total Other Total
   securities financial payables financial
    assets  liabilities

 Available- Held for    
 for-sale trading    

Carrying amount 1 January 2011

Addition

Disposal

Gains/losses recognised in the income statement

Gains/losses recognised in other comprehensive income

Transfer, assets held for sale

Exchange rate adjustment

Carrying amount 31 December 2011

Addition

Disposal

Gains/losses recognised in the income statement

Gains/losses recognised in other comprehensive income

Transfer, assets held for sale

Transfer between fair value levels

Transfer, other

Exchange rate adjustment

Carrying amount 31 December 2012

Fair value of level 3 assets and liabilities are primarily based on the present value of expected future cash flows. A reasonably possible change 

in the discount rate is not estimated to affect the Groupʼs profit or equity significantly.

Gains/losses recognised in the income statement are included under financial income/expenses for financial assets and under other income/

costs for other payables. DKK 115m (DKK 6m) is related to other payables held at the balance sheet date.

85

6

6

4

 - 

3

-2

90

 - 

20

 - 

 - 

-

-67

 7 

-

10

67

316

42

-11

 - 

 - 

20

350

61

 - 

-126

-

-

 - 

 - 

-4

281

75

29

52

4

 - 

 - 

1

57

 - 

41

 - 

 - 

-

-

-7

 - 

9

67

316

42

-11

 - 

 - 

20

350

61

 - 

-126

-

-

 - 

 - 

-4

281

578

1

7

 - 

-4

-110

6

464

 - 

10

 - 

-10

-51

-

-

-5

388

738

36

65

8

-4

-107

5

611

 - 

71

 - 

-10

-51

-67

-

-5

407
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Amounts in DKK million (in parenthesis the corresponding figures for 2011)

23 Financial risks

The Groupʼs activities expose it to a variety of financial risks: market risks, i.e. currency risk and interest rate risk, credit risk and liquidity risk. 

The Groupʼs overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise the potential 

adverse effects on the Groupʼs financial performance. The Group uses derivative financial instruments to hedge certain risk exposures.

Risk management is carried out by a central finance department under policies approved by the Board of Directors. The finance department 

identifies, evaluates and hedges financial risks in close co-operation with the Groupʼs Business Units.

 

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates, will affect the Groupʼs profit or the 

value of its holdings of financial instruments. Below sensitivity analyses relate to the position of financial instruments at 31 December 2012.

The sensitivity analyses for currency risk and interest rate risk have been prepared on the basis that the amount of net debt, the ratio of fixed 

to floating interest rates of the debt and the proportion of financial instruments in foreign currencies remain unchanged from hedge designa-

tions in place at 31 December 2012. Furthermore, it is assumed that the exchange rate and interest rate sensitivities have a symmetric 

impact, i.e. an increase in rates results in the same absolute movement as a decrease in rates.

The sensitivity analyses show the effect on profit or loss and equity of a reasonably possible change in exchange rates and interest rates.

Currency risk

The Groupʼs currency risk arises due to income from shipping and oil-related activities are denominated mainly in USD, while the related expenses 

are incurred in both USD and a wide range of other currencies such as DKK, EUR, CNY and GBP. As the net income is in USD, this is also the primary 

financing currency. Income and expenses from other activities, including APM Terminals and Dansk Supermarked, are mainly denominated in 

local currencies, thus reducing the Groupʼs exposure to these currencies.

The main purpose of hedging the Groupʼs currency risk is to hedge the USD value of the Groupʼs net cash flow and reduce fluctuations in the 

Groupʼs profit. The Group uses various financial derivatives, including forwards, option contracts and cross-currency swaps, to hedge these 

risks. The key aspects of the currency hedging policy are as follows:

•  Net cash flows in other significant currencies than USD are hedged using a layered model with a 12-months horizon;

•  Significant capital commitments in other currencies than USD are hedged;

•  Most non-USD debt is hedged, however, depending on asset-liability match and the currency of the generated cash flow.

An increase in the USD exchange rate of 10% against all other significant currencies to which the Group is exposed, is estimated to have a 

negative impact on the Groupʼs profit before tax by DKK 0.8bn (positive DKK 0.1bn) and the Groupʼs equity, excluding tax, negatively by DKK 

1.8bn (DKK 0.9bn). The sensitivities are based only on the impact of financial instruments that are outstanding at the balance sheet date, 

cf. notes 15 and 22, and are thus not an expression of the Groupʼs total currency risk.
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Amounts in DKK million (in parenthesis the corresponding figures for 2011)

23 Financial risks – continued

Currency position of net  Cash Other   Borrow-  Net Cash Other  Borrow-  Net
interest-bearing debt and interest- ings  interest- and interest-  ings  interest-
 bank bearing  bearing bank bearing   bearing
 balances assets 1   debt balances assets 1   debt

 2012 2012 2012 2012 2011 2011 2011 2011

USD 

EUR

DKK

Other currencies

Total

1 Other interest-bearing assets consist of bonds, other securities and interest-bearing receivables (cf. note 22).

Interest rate swaps entered into for the purpose of hedging interest rate risks on loans are mainly in USD. Fair values can be found in note 15.

Foreign exchange forwards and option  Fair value 
contracts for hedging currency risks  

       2012 2011

USD

EUR

DKK

GBP

NOK

SEK

Other

Total

Interest rate risk

The Group has most of its debt denominated in USD, but part of the debt (e.g. issued bonds) is in other currencies such as DKK, EUR and NOK. 

Some loans are at fixed interest rates, while others are at floating interest rates.

The Group strives to maintain a combination of fixed and floating interest rates on its net debt, reflecting expectations and risks. The hedg-

ing of the interest rate risk is governed by a duration range and is primarily obtained through the use of interest rate swaps. The duration of 

the Groupʼs debt portfolio is 1.8 years (2.0 years). A general increase in interest rates by one percentage point is estimated, all other things be-

ing equal, to affect profit before tax negatively by DKK 0.4bn (DKK 0.4bn). The effect on equity, excluding tax effect, of an increase in interest 

rates as mentioned above is estimated to be positive by DKK 0.1bn (negative by DKK 0.2bn).

This analysis assumes that all other variables, in particular foreign currency rates, remain constant.

Notes to the consolidated financial statements

4,324

619

825

7,243

13,011

3,669

575

4,153

1,058

9,455

71,354

17,282

1,907

20,521

111,064

63,361

16,088

-3,071

12,220

88,598

3,958

1,220

1,448

6,469

13,095

2,985

70

4,973

671

8,699

78,440

10,971

4,685

15,702

109,798

46

-553

182

278

188

15

5

161

71,497

9,681

-1,736

8,562

88,004

26

-1,283

-809

225

-274

-152

-115

-2,382
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23 Financial risks – continued

Notes to the consolidated financial statements

Borrowings by interest rate levels inclusive of Carrying Next interest rate fixing 
interest rate swaps amount

  0-1 year 1-5 years 5- years

2012

0-3%

3-6%

6%-

Total

Of which:

Bearing fixed interest

Bearing floating interest

2011

0-3%

3-6%

6%-

Total

Of which:

Bearing fixed interest

Bearing floating interest

Credit risk

The Group has substantial exposure to financial and commercial counterparties but has no particular concentration of customers or suppliers. 

To minimise the credit risk, financial vetting is undertaken for all major customers and financial institutions, adequate security is required for 

commercial counterparties and credit limits are set for financial institutions and key commercial counterparties.

40,565

25,551

1,423

67,539

44,306

13,282

1,263

58,851

6,312

11,005

1,999

19,316

756

23,155

5,255

29,166

 2,877

14,695

6,637

24,209

1,480

13,065

7,236

21,781

 49,754 

 51,251 

 10,059 

 111,064 

55,757

55,307

46,542

49,502

13,754

 109,798 

60,243

49,555
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23 Financial risks – continued

Maturity analysis of trade receivables   2012 2011

Receivables not due

Less than 90 days overdue

More than 90 days overdue

Receivables, gross

Provision for bad debt

Carrying amount

Change in provision for bad debt   2012 2011

1 January

Disposal on sale of businesses

Provision made

Amount used

Amount reversed

Exchange rate adjustment

31 December

Liquidity risk

The equity share of total assets was 52.9% at the end of 2012 (51.4%). The Groupʼs long term objective is to maintain a conservative finan-

cial solvency profile. Capital is managed for the Group as a whole.

   2012 2011

Borrowings

Net interest-bearing debt 

Liquidity reserve 1

1  Liquidity reserve is defined as undrawn committed revolving facilities, securities, cash and bank balances, including balances in countries 

with exchange control or other restrictions, cf. page 78.

Based on the liquidity reserve, the size of the committed loan facilities, including loans for the financing of specific assets, the maturity of out-

standing loans, and the current investment profile, the Groupʼs financial resources are deemed satisfactory. The Groupʼs long term objective is 

to maintain a conservative funding profile, matching that of a strong investment grade company over the business cycle, with a strong liquid-

ity position in order to withstand fluctuations in the economy, and have the strength to exploit new and attractive investment opportunities.

The average term to maturity of loan facilities in the Group was about five years (about five years).

Notes to the consolidated financial statements

111,064

88,598

 77,215

109,798

88,004

64,897

23,853

6,111

2,672

32,636

1,869

30,767

1,516

 - 

946

252

307

-34

1,869

19,502

5,578

1,755

26,835

1,516

25,319

2,546

4

662

518

1,145

-25

1,516
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23 Financial risks – continued

It is of great importance for the Group to maintain a financial reserve to cover the Groupʼs obligations and investment opportunities and  

to provide the capital necessary to offset changes in the Groupʼs liquidity due to changes in the cash flow from operating activities.

The flexibility of the financial reserve is subject to ongoing prioritisation and optimisation, among other things, by focusing on release of 

capital and following up on the development in working capital.

Maturities of liabilities and commitments Carrying Cash flows including interest
 amount   

  0-1 year 1-5 years 5- years Total

2012

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Trade payables

Other payables

Derivatives

Total recognised in balance sheet

Operating lease commitments

Capital commitments

Total

2011

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Trade payables

Other payables

Derivatives

Total recognised in balance sheet

Operating lease commitments

Capital commitments

Total

Notes to the consolidated financial statements

72,002

12,605

26,457

35,594

9,363

2,006

158,027

81,553

13,738

14,507

37,232

9,479

4,626

161,135

13,908

1,625

1,007

35,594

8,992

565

61,691

14,917

31,935

108,543

12,650

2,907

684

37,232

9,022

2,182

64,677

15,977

35,907

116,561

40,629

6,413

20,560

 - 

252

1,250

69,104

33,666

41,114

143,884

51,628

6,040

12,404

 - 

394

1,777

72,243

36,618

45,862

154,723

27,060

8,977

9,549

 - 

 119 

191

45,896

44,200

5,058

95,154

27,725

10,005

4,331

 - 

63

667

42,791

41,097

3,130

87,018

81,597

17,015

31,116

35,594

9,363

2,006

176,691

92,783

78,107

347,581

92,003

18,952

17,419

37,232

9,479

4,626

179,711

93,692

84,899

358,302
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24 Cash flow specifications

 2012 2011

Change in working capital

Inventories

Trade receivables

Other receivables and prepayments

Trade payables and other payables, etc.

Exchange rate adjustment of working capital

Total

Financial income received

Dividends received

Interest and other financial income received

Total

Purchase of intangible assets and property, plant and equipment

Addition

Addition, assets held for sale

Of which finance leases, etc.

Of which borrowing costs capitalised on assets

Change in payables to suppliers regarding purchase of assets

Change in provision for abandonment

Total

Other financial investments

Capital increases and acquisition of shares in associated companies

Sale of shares in associated companies

Purchase of non-current assets available-for-sale

Sale of non-current assets available-for-sale

Loan repayments received

Loans granted

Total

Other non-cash items related primarily to adjustment of provision for bad debt regarding trade receivables.

Notes to the consolidated financial statements

-287

-2,744

-134

-715

-135

-4,015

364

943

1,307

-46,764

-39

71

392

-828

60

-47,108

-2,378

-1

-1

134

516

-1,083

-2,813

-2,000

-1,087

1,104

1,744

-263

-502

230

605

835

-43,754

-20

739

229

192

556

-42,058

-5,192

 - 

-38

111

771

-1,640

-5,988
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25 Acquisition/sale of subsidiaries and activities

Notes to the consolidated financial statements

Cash flow used for acquisitions in 2012 Skandia Global Other Total
  Container Ports 
  Terminal   

Fair value at time of acquisition

Intangible assets

Property, plant and equipment

Financial assets

Current assets

Provisions

Liabilities

Net assets acquired

Goodwill

Purchase price

Contingent consideration assumed

Cash and bank balances assumed

Cash flow used for acquisition of subsidiares and activities

If the acquisitions during the year had occurred 1 January 2012, the Groupʼs revenue and profit would not have been materially different. 

Fair value adjustments on contingent considerations in relation to prior year acquisitions of Poti Sea Port Corp. and NTS International Trans-

port Services Co. Ltd. have during 2012 resulted in gains of DKK 87m and DKK 47m, respectively. The gains are recognised as other income.

Skandia Container Terminal AB

On 4 January 2012, the Group acquired 100% of the shares in Skandia Container Terminal AB, which operates the port of Gothenburg, Sweden. 

The acquisition will strengthen APM Terminalsʼ position in Scandinavia.

The total purchase price was DKK 1,363m. The net assets acquired consist of terminal rights of DKK 1,627m, property, plant and equipment 

of DKK 182m and liabilities of DKK 557m.

From the acquisition date to 31 December 2012, Skandia Container Terminal AB contributed with a revenue of DKK 540m and a profit of DKK 63m.

Global Ports Investments PLC

On 28 November 2012, the Group acquired 37.5% of the shares in Global Ports (30% voting rights), which is a leading operator of container 

terminals in Russia and the Baltics. The Group has through a shareholder agreement joint control over the entity. The acquisition enables 

APM Terminals to expand its network in Russia and neighbouring countries and create further opportunities to accommodate growth. 

The total purchase price was DKK 4,752m. The net assets acquired consist of terminal rights of DKK 3,918m, property, plant and equipment 

of DKK 2,421m and liabilities of DKK 1,989m.

As the acquisition date is close to the year end, the revenue and the profit contributed to the Group is insignificant. 

The accounting for the business combination is considered provisional at 31 December 2012 as some analyses are still ongoing.

3,918

2,421

23

379

 - 

-1,989

4,752

 - 

4,752

 - 

-203

4,549

1,627

182

 - 

111

 - 

-557

1,363

 - 

1,363

 - 

 - 

1,363

176

4

5

253

-5

-284

149

 235

384

-61

 -18

305

5,721

2,607

28

743

-5

-2,830

6,264

235

6,499

-61

 -221

6,217
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25 Acquisition/sale of subsidiaries and activities – continued

Cash flow used for acquisitions in 2011 Poti Sea SK do NTS Inter- Other Total
 Port Brasil national  
   Transport  
   Services  
    

Fair value at time of acquisition

Intangible assets

Property, plant and equipment

Financial assets

Deferred tax assets

Current assets

Provisions

Liabilities

Net assets acquired

Goodwill

Purchase price

Change in payable purchase price, etc.

Contingent consideration recognised

Contingent consideration paid

Paid in prior years

Cash and bank balances assumed

Cash flow used for acquisition of subsidiaries  

and activities

If acquisitions during the year had occurred on 1 January 2011, the Groupʼs revenue and profit would not have been materially different.

284

911

101

 - 

78

 - 

-301

1,073

 - 

1,073

 - 

-151

 - 

 - 

-14

908

12,345

482

 - 

142

864

-205

-446

13,182

 - 

13,182

 - 

 - 

 - 

-1,071

-479

11,632

134

8

1

 - 

452

 - 

-268

327

399

726

-87

-157

 - 

 - 

-25

457

5

54

 - 

 - 

21

 - 

-22

58

 - 

58

2

 - 

42

-27

-2

73

12,768

1,455

102

142

1,415

-205

-1,037

14,640

399

15,039

-85

-308

42

-1,098

-520

13,070
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25 Acquisition/sale of subsidiaries and activities – continued

Poti Sea Port Corp.

On 14 May 2011, the Group acquired 100% of the shares in Poti Sea Port Corp., which owns and operates the Black Sea port of Poti, Georgia. 

The total acquisition cost was DKK 1,073m including a contingent consideration of DKK 151m. The contingent consideration is dependent on 

the future financial and operational performance of the company and is estimated to range between DKK 27m and DKK 310m (undiscounted). 

From the acquisition date to 31 December 2011, Poti Sea Port Corp. contributed revenue of DKK 149m and a profit of DKK 21m. 

SK do Brasil Ltda.

On 21 July 2011, the Group acquired 100% of the shares in SK do Brasil Ltda., which owns shares in three offshore oil licenses in Brazil.

From the acquisition date to 31 December 2011, SK do Brasil Ltda. contributed revenue of DKK 550m and a profit of DKK 41m.

NTS International Transport Services Co. Ltd.

On 18 August 2011, the Group acquired 100% of the shares in the China based airfreight forwarder NTS International Transport Services Co. Ltd. 

The total acquisition cost was DKK 726m including a contingent consideration of DKK 157m. The contingent consideration is dependent on 

the future financial and operational performance of the company and is estimated to range between DKK 90m and DKK 280m (undiscounted). 

Current assets include trade receivables with a fair value of DKK 292m. The gross amount due under the contracts is not materially different 

from the fair value. 

The goodwill of DKK 399m is attributable to synergies between Damcoʼs customer base and NTS International Transport Services Co. Ltd.ʼs 

airfreight services and is not deductible for tax purposes.

From the acquisition date to 31 December 2011, NTS International Transport Services Co. Ltd. contributed revenue of DKK 636m and a profit 

of DKK 4m.
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Notes to the consolidated financial statements

25 Acquisition/sale of subsidiaries and activities – continued

26 Effect of changes in ownership where the Group retains control

Cash flow from sale 2012 2011

Carrying amount 

Intangible assets

Property, plant and equipment

Financial assets

Deferred tax assets

Current assets

Provisions

Liabilities

Net assets sold

Non-controlling interests

A.P. Møller - Mærsk A/Sʼ share

Gain/loss on sale

Proceeds from sale

Change in receivable proceeds, etc.

Non-cash items

Cash and bank balances sold

Cash flow from sale of subsidiaries and activities

Sales during 2012 primarily comprised Maersk LNG A/S and Maersk Equipment Service Company, Inc.

Non-current assets sold include assets that were previously classified as assets available for sale.

Sales during 2011 primarily comprised of Netto Foodstores Limited, UK. The sale was completed on 13 April 2011 with a gain of DKK 3.8bn 

including an accumulated exchange rate loss of DKK 0.5bn previously recognised in equity. 

Effect on equity attributable to A.P. Møller - Mærsk A/S 2012 2011

Increase in ownership 

Purchase of 44% in West Africa Container Terminal BVI Ltd.

Purchase of 27% in West Africa Container Terminal Nigeria Ltd.

Purchase of 40% in APM Terminals Apapa Ltd.

Purchase of 25% in OHG Netto Supermarkt GmbH & Co.

Other 

Total increase in ownership

 - 

 - 

 -

- 

-28

-28

-129 

 - 86

 - 494

 - 304

-19

-1,032

196

8,532

15

5

571

-5

-717

8,597

-27

8,570

1,062

9,632

 - 

 - 

-234

9,398

 - 

2,525

1

 - 

515

-2

-564

2,475

 - 

2,475

4,355

6,830

237

-368

-97

6,602
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27 Commitments

Operating lease commitments

As part of the Groupʼs activities, customary agreements are entered into regarding charter and operating leases of ships, containers, port 

facilities, etc. The future charter and operating lease payments for continuing operations are:

 Maersk Maersk APM Maersk Maersk Other Total
 Line 1 Oil Terminals Drilling Tankers 1  

2012

Within one year

Between one and two years

Between two and three years

Between three and four years

Between four and five years

After five years

Total

Net present value 2

2011

Within one year

Between one and two years

Between two and three years

Between three and four years

Between four and five years

After five years

Total

Net present value 2

1  About half of the time charter payments in Maersk Line and one-third of the time charter payments in Maersk Tankers, included above, are 

estimated to relate to operational costs for the assets. 

2 The net present value has been calculated using a discount rate of 6% (6%).

Total operating lease costs incurred and contingent payments related to volume, etc., are stated in note 4. 

1,172

870

720

555

215

528

4,060

3,392

15,977

12,337

9,499

8,009

6,773

41,097

93,692

66,838

2,020

1,666

1,451

1,241

1,057

4,541

11,976

9,131

12

2

3

3

1

 - 

21

19

1,810

1,656

1,701

1,780

1,834

29,668

38,449

21,511

920

728

469

432

404

259

3,212

2,734

10,043

7,415

5,155

3,998

3,262

6,101

35,974

30,051

1,285

893

644

312

201

609

3,944

3,300

14,917

11,162

8,935

7,444

6,125

44,200

92,783

63,406

1,695

1,416

1,205

1,021

973

3,418

9,728

7,494

14

9

 - 

 - 

 - 

 - 

23

21

1,892

1,736

1,946

1,999

2,040

36,543

46,156

24,611

1,094

919

833

779

499

59

4,183

3,577

8,937

6,189

4,307

3,333

2,412

3,571

28,749

24,403
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27 Commitments – continued

Capital commitments Maersk Maersk APM Maersk Maersk Other Total
 Line Oil Terminals Drilling Tankers  

2012
Capital commitments relating to
acquisition of non-current assets
Commitments towards
concession grantors
Total capital commitments

2011
Capital commitments relating to
acquisition of non-current assets
Commitments towards
concession grantors
Total capital commitments

The decrease in capital commitments is primarily related to contractual payments during 2012. The decrease is partly offset by investments 
in Qatar as well as contracts for a jack-up rig.

      No. 

Newbuilding programme   2013 2014 2015 Total

Container vessels
Rigs and drillships
Anchor handling vessels, tugboats and standby vessels, etc.
Total

      
      DKK 
      million

Capital commitments relating to the newbuilding programme   2013 2014 2015 Total

Container vessels, etc.
Rigs and drillships
Anchor handling vessels, tugboats and standby vessels, etc.
Total 

DKK 37.6bn (USD 6.6bn) of the total capital commitments is related to the newbuilding programme for ships, rigs, etc. at a total contract 
price of DKK 48.1bn (USD 8.5bn) including owner-furnished equipment. The remaining capital commitments of DKK 40.5bn (USD 7.2bn) 
relate to investments mainly within Terminal activities and Oil and gas activities.

The capital commitments will be financed by cash flow from operating activities as well as existing and new loan facilities.

2,084

 - 
2,084

2,395

 - 
2,395

54,687

23,420
78,107

63,769

21,130
84,899

25
 7

12
44

18,965
17,495

1,146
37,606

 - 

 - 
 - 

2,337

 - 
2,337

7
 1
1
9

4,674  
1,574

103 
6,351

19,194

 - 
19,194

17,354

 - 
17,354

8
 4
8

20

6,662  
6,614

342 
13,618

4,441

13,859
18,300

3,338

12,936
16,274

10
 2
3

15

7,629  
9,307

701
 17,637

9,757

9,561
19,318

8,313

8,194
16,507

19,211

 - 
19,211

30,032

 - 
30,032
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Except for customary agreements within the Groupʼs activities, no material agreements have been entered into that will take effect, change 

or expire upon changes of the control over the Company.

The necessary facility of DKK 2,150m (DKK 2,183m) corresponding to USD 380m (USD 380m) has been established in order to meet the 

requirements for trading in the USA under the American Oil Pollution Act of 1990 (Certificate of Financial Responsibility).

Maersk Line and APM Terminals have entered into certain agreements with terminals and port authorities, etc. containing volume commit-

ments including an extra payment in case minimum volumes are not met.

When exploring or producing oil in foreign countries, each subsidiary is generally liable for contractual obligations jointly with the other con-

sortium parties.

The Group is involved in a number of legal disputes. The Group is also involved in tax disputes in certain countries. Some of these involve sig-

nificant amounts and are subject to considerable uncertainty.

Tax may crystallise if the companies leave the tonnage tax regimes and on repatriation of dividends. 

28 Contingent liabilities
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29 Related parties

Amounts in DKK million (in parenthesis the corresponding figures for 2011)

 Associated Jointly controlled Management 1

 companies entities 

 2012 2011 2012 2011 2012 2011

Revenue

Operating costs     2 2

Remuneration to management

Other income

Financial income

Financial expenses

Derivatives, non-current

Other receivables, non-current

Trade receivables

Derivatives, current

Other receivables, current

Securities

Cash and bank balances

Derivatives, non-current

Bank and other credit institutions, etc. current

Trade payables

Derivatives, current

Other payables, current

Purchase of property, plant and equipment, etc.

Capital increases

Dividends

1    The Board of Directors and the Executive Board in A.P. Møller - Mærsk A/S, A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene 

Formaal and their close relatives (including undertakings under their significant influence). 

2   Includes commission to Maersk Broker K/S from chartering, purchase and sale of ships with DKK 89m (DKK 103m) as well as time charter 

hire to part owners.

Notes to the consolidated financial statements

 - 

89

184

11

 - 

0

 - 

 - 

 - 

 - 

 - 

 - 

 - 

 

 - 

22

13

 - 

 - 

18

 - 

 - 

120

2,210

 - 

 - 

8

2

 - 

334

179

 - 

96

 - 

 - 

 

 - 

68

271

 - 

 - 

 - 

 - 

 - 

62

1,141

 - 

 - 

434

5

87

859

274

83

59

83

1,652

 

541

6

134

3

40

 - 

1,659

361

82

1,342

 - 

 - 

165

355

185

163

130

101

147

55

1,185

 

895

575

62

399

42

 - 

4,505

225

108

1,969

 - 

 - 

8

2

 - 

334

116

 - 

174

 - 

 - 

 

 - 

87

200

 - 

 - 

 - 

 - 

 - 

 - 

110

146

11

 - 

 - 

 - 

 - 

 - 

 - 

 - 

 - 

 - 

 - 

23

14

 - 

 - 

 - 

 - 

 - 
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29 Related parties – continued

Notes to the consolidated financial statements

The A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal, Copenhagen, Denmark has control over the Group. Related 

parties also include the companies in which the Group exercises significant influence or joint control. In addition, related parties comprise the 

Executive Board, Firmaet A.P. Møller, members of the Board of Directors, as well as their close family members and companies significantly 

influenced by them.

One (four) partner in Firmaet A.P. Møller participates in one (three) shipping partnership with one vessel that is operated as part of the A.P. 

Moller - Maersk fleet. A.P. Møller - Mærsk A/S owns more than 50% (50%) of the vessel and holds the ultimate control. The vessel is operated 

directly in the market. All transactions between related parties and the Group are subject to armʼs length conditions.

During the year DKK 1m (DKK 1m) has been expensed regarding office rent to the A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til 

almene Formaal.

In relation to Danske Bankʼs arrangement of payment transactions, sale and purchase of securities, etc. only the related costs are included  

in the above.

For jointly controlled entities, only the non-eliminated part is included.

Three (four) members of the Managing Director bought 792 (775) share options in total corresponding to a fair value of DKK 7m (DKK 9m). 

Further information is provided in note 17.
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30 Jointly controlled entities

The jointly controlled entities listed on page 148 are included proportionally in the consolidated financial statements with the following 

amounts before elimination of internal transactions:

 2012 2011

Revenue

Expenses, depreciation, amortisation, interest, etc.

Profit for the period

Non-current assets

Current assets

Non-current liabilities

Current liabilities

Net assets

Cash and bank balances

Capital commitments

The Group has not assumed any separate capital commitments or contingent liabilities regarding jointly controlled entities.

The Groupʼs share of jointly controlled entitiesʼ capital commitments and contingent liabilities is included proportionally in notes 27 and 28.

 5,882

5,152

730

20,448

2,822

9,174

2,907

11,189

1,341

1,407

5,398

4,735

663

13,318

3,252

6,908

2,861

6,801

1,083

1,083
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31 New financial reporting requirements

Changes in accounting policies

The International Accounting Standards Board (IASB) has issued a number of changes to financial reporting standards and interpretations 

which come into effect for the 2012 financial year. None of these are of significance to the accounting policies applied by the Group.

Changes in coming years

The Group expects to implement the following new standards when they become mandatory in 2015 (IFRS 9) and 2013 (others):

•  Financial instruments 

IFRS 9 Financial Instruments will be issued in phases to gradually replace IAS 39. 

So far, the changes cover the recognition, classification and measurement of financial assets and liabilities.  

 

The Groupʼs current practice of classifying and recognising gains and losses in the income statement and other comprehensive income 

can be retained under IFRS 9.

•  Consolidation 

IFRS 10 Consolidated Financial Statements is based on the principle in IAS 27 that control is a precondition for the consolidation of an entity. 

The concept of control is expanded upon including guidelines on how to determine control in cases where an assessment is required.  

 

The Group expects IFRS 10 to have limited impact.

•  Jointly controlled entities 

IFRS 11 Joint Arrangements replaces IAS 31 and removes the choice of method for preparing the financial statements of jointly con-

trolled entities. Going forward it must be assessed whether the contracting parties have rights to assets and liabilities in the jointly con-

trolled entity (joint operations) or if they have rights to the net assets in the arrangement (joint ventures). Joint operations will continue 

to be recognised proportionately, whereas joint ventures will be recognised according to the equity method, equivalent to associates. 

 

On the basis of an analysis of the existing contractual relationships, it can be concluded that the change will not have a significant impact  

on the Group.

•  Other changes 

IFRS 12 Disclosure of Interests in Other Entities contains new requirements for information about interests in subsidiaries, jointly con-

trolled entities and associates. 

 

IFRS 13 Fair Value Measurement contains a definition of fair value and comprehensive guidelines on its application; these replace the 

guidelines found in the individual financial reporting standards. The standard means new disclosure requirements but does not change  

the Groupʼs accounting policies. 

 

IAS 19 Employee Benefits has been revised in terms of the accounting of and disclosure on defined benefit pension plans. The revised rules 

change the calculation of the periodʼs interest cost for the net obligation with no material impact on the Groupʼs profit. 

 

IAS 1 Presentation of Financial Statements means a change in the presentation of items in other comprehensive income. 

 

Some of the above changes have not yet been endorsed by the EU. The standards endorsed by the EU with a later effective date than the 

corresponding effective date from the IASB are pre-implemented and thus comply with the IASBʼs effective date
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The Board of Directors and the Management have  today 

discussed and approved the annual report of A.P. Møller - 

Mærsk A/S for 2012. 

The annual report for 2012 of A.P. Møller - Mærsk A/S  

has been prepared in accordance with International 

Finan cial Reporting Standards (IFRS) as adopted by the 

EU and Danish disclosure requirements for annual re-

ports of listed companies and in our opinion gives a true 

and fair view of the Groupʼs and the Companyʼs assets 

and liabilities, financial position at 31 December 2012  

and of the results of the Groupʼs and the Companyʼs op-

erations and cash flows for the financial year 2012.

In our opinion, the Directors´ report includes a fair review 

of the development in the Group´s and the Company´s 

ope rations and financial conditions, the results for the 

year, cash flows and financial position as well as a de-

scription of the most significant risks and uncertainty 

factors that the Group and the Company face.

We recommend that the annual report be approved at the 

Annual General Meeting.

A.P. Møller - Mærsk A/S

Statement of the Board of Directors and Management

Copenhagen, 22 February 2013

Management:

Board of Directors:

Sir John Bond Arne Karlsson Jan Leschly

Trond Westlie

Erik Rasmussen Robert Routs Jan Tøpholm

Leise Mærsk Mc-Kinney Møller Lars Pallesen John Axel Poulsen

Michael Pram Rasmussen

Chairman

Ane Mærsk Mc-Kinney Uggla

Vice chairman

Niels Jacobsen

Vice chairman

Nils S. Andersen 

Group CEO

Claus V. HemmingsenKim Fejfer

Jakob Thomasen

Søren Skou
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To the shareholders of A.P. Møller - Mærsk A/S

Report on the consolidated financial statements and the 
parent company financial statements
We have audited the consolidated financial statements and the 
parent company financial statements of A.P. Møller - Mærsk 
A/S for the financial year 1 January to 31 December 2012, which 
comprise income statement, statement of comprehensive in-
come, balance sheet, cash flow statement, statement of changes 
in equity and notes, including a summary of significant account-
ing policies, for the Group as well as for the parent company. 
The consolidated financial statements and the parent company 
financial statements are prepared in accordance with Interna-
tional Financial Reporting Standards (IFRS) as adopted by the 
EU and Danish disclosure requirements for listed companies.

The Board of Directorsʼ and the Managementʼs responsibility for 
the consolidated financial statements and the parent company 
financial statements
The Board of Directors and the Management are responsible for 
the preparation of consolidated financial statements and parent 
company financial statements that give a true and fair view in 
accordance with International Financial Reporting Standards 
(IFRS) as adopted by the EU and Danish disclosure requirements 
for listed companies and for such internal control that the 
Board of Directors and the Management determine is necessary 
to enable the preparation of consolidated financial statements 
and parent company financial statements that are free from 
material misstatement, whether due to fraud or error.

Auditorsʼ responsibility
Our responsibility is to express an opinion on the consolidated 
financial statements and the parent company financial state-
ments based on our audit. We conducted our audit in accordance 
with International Standards on Auditing and additional require-
ments under Danish audit regulation. This requires that we com-
ply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance whether the consolidated financial 
statements and the parent company financial statements are 
free from material misstatement. 

An audit involves performing procedures to obtain audit evidence 
about the amounts and disclosures in the consolidated financial 

statements and the parent company financial statements. The 
procedures selected depend on the auditorʼs judgement, includ-
ing the assessment of the risks of material misstatement of the 
consolidated financial statements and the parent company 
financial statements, whether due to fraud or error. In making 
those risk assessments, the auditor considers internal control 
relevant to the entityʼs preparation of consolidated financial 
statements and parent company financial statements that give 
a true and fair view in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose 
of expressing an opinion on the effectiveness of the entityʼs 
internal control. An audit also includes evaluating the appro-
priateness of accounting policies used and the reasonableness 
of accounting estimates made by the Board of Directors and the 
Management, as well as evaluating the overall presentation of 
the consolidated financial statements and the parent company 
financial statements.
 
We believe that the audit evidence we have obtained is sufficient 
and appropriate to provide a basis for our opinion.

The audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and the 
parent company financial statements give a true and fair view 
of the Groupʼs and the parent companyʼs financial position at 31 
December 2012 and of the results of the Groupʼs and the parent 
companyʼs operations and cash flows for the financial year 1 
January to 31 December 2012 in accordance with International 
Financial Reporting Standards (IFRS) as adopted by the EU and 
Danish disclosure requirements for listed companies.

Statement on the Directorsʼ report
Pursuant to the Danish Financial Statements Act, we have 
read the Directorsʼ report. We have not performed any further 
procedures in addition to the audit of the consolidated financial 
statements and the parent company financial statements. On 
this basis, it is our opinion that the information provided in the 
Directorsʼ report is consistent with the consolidated financial 
statements and the parent company financial statements.

A.P. Møller - Mærsk A/S

Independent auditorsʼ report

Copenhagen, 22 February 2013

KPMG  PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab Statsautoriseret Revisionspartnerselskab

Jesper Ridder Olsen  Gert Fisker Tomczyk
State Authorised Public Accountant  State Authorised Public Accountant
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Board of Directors:

Management duties
A.P. Moller - Maersk Group

Michael Pram Rasmussen  

Chairman (born 1955)

Joined the board in 1999. Latest re-election in 2011.  

Term of office will end in 2013.

Former CEO, Topdanmark A/S.

Other management duties, etc.:

Coloplast A/S (chairman); Topdanmark A/S (chairman) 

and one subsidiary; Semler Holding A/S (chairman) and 

one subsidiary; JPMorgan Chase International Council; 

Museumsfonden af 7. december 1966; Louisiana – 

Fonden.

Not considered independent.

Niels Jacobsen

Vice chairman (born 1957)

Joined the board in 2007. Latest re-election in 2011.  

Term of office will end in 2013.

CEO of William Demant Holding A/S.

Management duties in the William Demant Group:

Chairman of 44 subsidiaries; William Demant Invest A/S 

(CEO); Össur hf. (chairman); HIMPP A/S (chairman);  

HIMSA A/S (chairman); HIMSA II A/S;  

Sennheiser Communications A/S.

Other management duties, etc.:

LEGO A/S (chairman); KIRKBI A/S (vice chairman);  

Thomas B. Thriges Fond (chairman).

Considered independent.

Ane Mærsk Mc-Kinney Uggla 

Vice chairman (born 1948)

Joined the board in 1991. Latest re-election in 2012.  

Term of office will end in 2014.

Other management duties, etc.:

A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond  

til almene Formaal (chairman); Maersk Broker A/S  

(chairman); Maersk Broker K/S (chairman); Estemco A/S 

(chairman).

Not considered independent. 
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Sir John Bond 

(born 1941)

Joined the board in 2008. Latest re-election in 2012. Term 

of office will end in 2014.

Former chairman of HSBC Holdings Plc.

Other management duties, etc.:

Xstrata plc (chairman); Shui On Land Limited; International 

Advisory Board of Mitsubishi Corporation; China Develop-

ment Forum; International Business Leadersʼ  

Advisory Council to the Mayor of Shanghai; Kohlberg 

Kravis Roberts & Co. Asia Limited (chairman); Endowment 

Board of Qatar Foundation; Advisory Director, Northern 

Trust Corporation; International Advisory Council Tsinghua 

University School of Economics & Management;  

International Advisory Council Chinese Banking Regula-

tory Commission; International Advisory Council Central 

Bank of the U.A.E.

Considered independent.

Arne Karlsson 

(born 1958)

Joined the board in 2010. Latest re-election in 2012.  

Term of office will end in 2014.

Former CEO, Ratos AB.

Other management duties, etc.:

Bonnier Holding (chairman) and one subsidiary; Ratos 

(chairman); SNS (Center for Business and Policy Studies) 

(chairman); Einar Mattsson; Ecolean; Swedish Securities 

Council.

Considered independent.

Jan Leschly 

(born 1940)

Joined the board in 2000. Latest re-election in 2012.  

Term of office will end in 2014.

Chairman and managing partner of Care Capital LLC.  

Former CEO, SmithKline Pharmaceuticals.

Other management duties, etc.:

American Express Company; Vaxart Pharmaceuticals;  

Adjunct professor at Copenhagen Business School.

Not considered independent. 

 

Leise Mærsk Mc-Kinney Møller 

(born 1941)

Joined the board in 1993. Latest re-election in 2011.  

Term of office will end in 2013.

Other management duties, etc.:

A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til 

almene Formaal; Bramsløkke Landbrug A/S (chairman);  

L. Møller Shipping ApS.

Not considered independent. 
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Lars Pallesen  

(born 1947)

Joined the board in 2008. Latest re-election in 2012.  

Term of office will end in 2014.

Former president, Technical University of Denmark (DTU).

Other management duties, etc.:

Mogens Balslevs Fond (chairman); Metricorr ApS (chair-

man); Frederiksberg Gymnasium (chairman); Technische 

Universität Münchens Institute for Advanced Study;  

Korean Advanced Institute of Science and Technology 

Presidentʼs Advisory Council.

Considered independent.

John Axel Poulsen 

(born 1946)

Joined the board in 2008. Latest re-election in 2012. Term 

of office will end in 2014.

Captain (employee).

No other management duties

Not considered independent.

Erik Rasmussen 

(born 1955)

Joined the board in 2010. Latest re-election in 2012.  

Term of office will end in 2014.

Lead mechanical engineer (employee).

No other management duties

Not considered independent.

Robert Routs 

(born 1946)

Joined the board in 2010. Latest re-election in 2012.  

Term of office will end in 2014.

Former Executive Director, Royal Dutch Shell plc.

Other management duties, etc.:

Aegon NV (chairman); KPN NV; DSM NV (chairman);  

ATCO Group; AECOM.

Considered independent.

Jan Tøpholm 

(born 1946)

Joined the board in 2001. Latest re-election in 2011.  

Term of office will end in 2013.

CEO, Widex A/S.

Other management duties, etc.:

Seven subsidiaries to Widex A/S; T & W Holding A/S and 

one subsidiary (chairman); Widex Holding A/S (chairman); 

AM Denmark A/S (chairman); GSA Invest ApS (chairman) 

and two subsidiaries.

Considered independent. 
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Executive Board:

Group CEO Nils S. Andersen  

(born 1958)

Member of Executive Board since 2007.

Other management duties, etc.:

F. Salling Holding A/S (chairman); F. Salling Invest A/S 

(chairman); Dansk Supermarked A/S (chairman); Industria 

De Diseño Textil S.A. (Inditex); Danske Banks Rådgivende 

Repræsentantskab; DIʼs Erhvervspolitiske Udvalg;  

European Round Table of Industrialists; EU-Russia 

Industrialistsʼ Round Table.

Kim Fejfer  

(born 1965)

Member of Executive Board since 2011.

Other management duties, etc.:

Global Ports Investments PLC (vice chairman).

Claus V. Hemmingsen 

(born 1962)

Member of Executive Board since 2007.

Other management duties, etc.:

DFDS A/S (vice chairman); Egyptian Drilling Company; 

International Association of Drilling Contractors (IADC); 

Danmarks Rederiforening (vice chairman); Denmark Hong 

Kong Trade Association (chairman); Danish Chinese  

Business Forum; EU-Hong Kong Business Co-operation 

Committee.

Søren Skou 

(born 1964)

Member of Executive Board since 2007.

Other management duties, etc.:

S. Skou Invest ApS.

Jakob Thomasen 

(born 1962)

Member of Executive Board since 2009.

Other management duties, etc.:

Member of the Board of Dansk Arbejdsgiverforening.

Trond Westlie 

(born 1961)

Member of Executive Board since 2010.

Other management duties, etc.:

Dansk Supermarked A/S (vice chairman); F. Salling  

Holding A/S; Danske Bank A/S; Danmarks Skibskredit 

A/S; Subsea 7 Ltd.; Pepita AS; Shama A/S; Tønsberg  

Delikatesse AS. 
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Company overview

The A.P. Moller - Maersk Group comprises approximately 1,000  
companies. Major companies of the A.P. Moller - Maersk Group are listed 
below. A more comprehensive list of companies is available on  
http://investor.maersk.com/financials.cfm

Subsidiaries  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

A.P. Moller Finance S.A. Switzerland 100%

A.P. Moller Singapore Pte. Ltd. Singapore 100%

Addicks & Kreye  

Container Service GmbH & Co. KG Germany 51%

Anchor Storage Ltd. Bermuda 51%

APM Terminals - Cargo Service A/S Denmark 60%

APM Terminals Algeciras S.A. Spain 100%

APM Terminals Apapa Ltd. Nigeria 94%

APM Terminals B.V. The Netherlands 100%

APM Terminals Bahrain B.S.C. Bahrain 80%

APM Terminals Callao S.A. Peru 80%

APM Terminals China Co. Ltd. Hong Kong 100%

APM Terminals Gothenburg AB Sweden 100%

APM Terminals India Private Limited India 100%

APM Terminals Inland Services S.A. Peru 100%

APM Terminals Liberia Ltd. Liberia 100%

APM Terminals Management B.V. The Netherlands 100%

APM Terminals Mobile LLC USA 100%

APM Terminals North America B.V. The Netherlands 100%

APM Terminals Pacific Ltd. USA 100%

APM Terminals Rotterdam B.V. The Netherlands 100%

APM Terminals Tangier S.A. Morocco 90%

APM Terminals Virginia, Inc. USA 100%

APM Terminals Yangshan Co. Ltd. Hong Kong 100%

Aqaba Container Terminal Company Ltd. Jordan 50%

Bermutine Transport Corporation Ltd. Bermuda 100%

Bridge Terminal Transport Inc. USA 100%

Brigantine International Holdings Ltd. Hong Kong 100%

Brigantine Services Ltd. Hong Kong 100%

Broström Tankers Singapore Pte. Ltd. Singapore 100%

Coman S.A. Benin 100%

Container Operators S.A. Chile 100%

Damco (UAE) FZE United Arab  

 Emirates 100%

Damco A/S Denmark 100%

Damco Australia Pty. Ltd. Australia 100%

Damco Belgium N.V. Belgium 100%

Damco China Ltd. China 100%

Damco Distribution Services Inc. USA 100%

Damco France S.A.S. France 100%

Damco India Pvt. Ltd. India 100%

Damco International A/S Denmark 100%

Damco Italy S.R.L. Italy 100%

Damco Logistics Uganda Ltd. Uganda 100%

Damco Sweden AB Sweden 100%

Damco UK Ltd. Great Britain 100%

Damco USA Inc. USA 100%

Danbor Service A/S Denmark 100%

Dansk Supermarked A/S Denmark 68%

ERS Railways B.V. The Netherlands 100%

ESVAGT A/S Denmark 75%

F. Salling A/S Denmark 38%

Farrell Lines Inc. USA 100%

Gateway Terminals India Pvt. Ltd. India 74%

Lilypond Container Depot Nigeria Ltd. Nigeria 70%

Lindø Industripark A/S Denmark 100%

Live Oak Company Ltd. Bermuda 100%

Maersk A/S Denmark 100%
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Subsidiaries  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

Maersk Agency U.S.A. Inc. USA 100%

Maersk Aviation Holding A/S Denmark 100%

Maersk B.V. The Netherlands 100%

Maersk Bangladesh Ltd. Bangladesh 100%

Maersk (China) Shipping Company Ltd. China 100%

Maersk Container Industry A/S Denmark 100%

Maersk Container Industry Dongguan Ltd. China 100%

Maersk Container Industry Qingdao Ltd. China 100%

Maersk Contractors Venezuela S.A. Venezuela 100%

Maersk Denizcilik A.S. Turkey 100%

Maersk Drilling Deepwater A/S Denmark 100%

Maersk Drilling Holdings Singapore Pte. Ltd. Singapore 100%

Maersk Drilling International A/S Denmark 100%

Maersk Drilling Norge AS Norway 100%

Maersk Drilling USA Inc. USA 100%

Maersk Egypt For Maritime Transport SAE Egypt 100%

Maersk Energia Ltda. Brazil 100%

Maersk Energy Marketing A/S Denmark 100%

Maersk Energy UK Ltd. Great Britain 100%

Maersk FPSOs A/S Denmark 100%

Maersk FPSOs Australia A/S Denmark 100%

Maersk Gabon S.A. Gabon 100%

Maersk Global Service Centres  

(Chengdu) Ltd. China 100%

Maersk Global Service Centres  

(India) Pvt. Ltd. India 100%

Maersk Handy Gas Pte. Ltd. Singapore 100%

Maersk Holding B.V. The Netherlands 100%

Maersk Hong Kong Ltd. Hong Kong 100%

Maersk Inc. USA 100%

Maersk Inter Holding B.V. The Netherlands 100%

Maersk Jupiter Drilling Corporation S.A. Panama 100%

Maersk K.K. Japan 100%

Maersk Line Agency Holding A/S Denmark 100%

Maersk Line Ltd. (State of Delaware) USA 100%

Maersk Line UK Ltd. Great Britain 100%

Maersk Logistics Warehousing  

China Company Ltd.  Hong Kong  100%

Maersk Mauritanie S.A. Mauritania 60%

Maersk Oil America Inc. USA 100%

Maersk Oil Brasil Ltda. Brazil 100%

Maersk Oil GB Ltd. Great Britain 100%

Maersk Oil Gulf of Mexico Four LLC USA 100%

Maersk Oil North Sea UK Ltd. Great Britain 100%

Maersk Oil Norway AS Norway 100%

Maersk Oil Qatar A/S Denmark 100%

Maersk Oil Three PL B.V. The Netherlands 100%

Maersk Oil UK Ltd. Great Britain 100%

Maersk Peregrino Pte. Ltd. Singapore 100%

Maersk Petróleo Brasil Ltda. Brazil 100%

Maersk Reacher Norge A/S Denmark 100%

Maersk Shipping Hong Kong Ltd. Hong Kong 100%

Maersk Spain S.L.U. Spain 100%

Maersk Supply Service A/S Denmark 100%

Maersk Supply Service Canada Ltd. Canada 100%

Maersk Supply Service Holdings UK Ltd. Great Britain 100%

Maersk Supply Service International A/S Denmark 100%

Maersk Supply Service UK Ltd. Great Britain 100%

Maersk Tankers A/S Denmark 100%

Maersk Tankers Singapore Pte. Ltd. Singapore 100%

Maersk Treasury Center (Asia) Pte. Ltd. Singapore 100%

Maersk Tunisie S.A. Tunisia 100%

Maersk Vietnam Ltd. Vietnam 100%

MCC Transport Singapore Pte. Ltd. Singapore 100%

Mercosul Line Navegacao E Logistica Ltda. Brazil 100%

Mærsk Gallant Norge A/S Denmark 100%

Mærsk Guardian Norge A/S Denmark 100%

Mærsk Innovator Norge A/S Denmark 100%

Mærsk Olie Algeriet A/S Denmark 100%

Mærsk Olie og Gas A/S Denmark 100%

Nedlloyd Container Line Ltd. Great Britain 100%

New Times International Transport  

Service Co. Ltd. China 100%

NTS International Transport Services Co. Ltd. Hong Kong 100%

Odense Staalskibsværft A/S Denmark 100%

Poti Sea Port Corporation Georgia 80%

PT Damco Indonesia Indonesia 100%

Rederiaktieselskabet Kuling Denmark 100%

Rederiet A.P. Møller A/S Denmark 100%

Safmarine (Pty)   South Africa 100%

Safmarine Container Lines N.V. Belgium 100%

SATI Container Services Pty. Ltd. South Africa 75%

Seago Line A/S Denmark 100%

Sogester - Sociedade  

Gestora De Terminais S.A. Angola 51%

Suez Canal Container Terminal SAE Egypt 55%

SVITZER A/S Denmark 100%

Terminal 4 S.A. Argentina 100%

Universal Maritime Service Corporation USA 100%

West Africa Container Terminal Nigeria Ltd. Nigeria 100%
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Arctic Base Supply A/S Denmark 50%

Congo Terminal Holding S.A.S France 30%

Congo Terminal S.A. DR Congo 23%

Cosco Ports (Nansha) Ltd. British Virgin  

 Islands 34%

Danske Bank A/S Denmark 20%

DFDS A/S Denmark 31%

Eurogate Container Terminal Wilhelmshaven  

Beteiligungsgesellschaft mbH Germany 30%

Guangzhou South China Oceangate  

Container Terminal Co. Ltd. China 20%

Gujarat Pipavav Port Ltd. India 43%

Höegh Autoliners Holdings AS Norway 39%

Inttra Inc. USA 23%

Medcenter Container Terminal SpA Italy 33%

Meridian Port Services Ltd. Ghana 35%

Salalah Port Services Company S.A.O.G. Oman 30%

Societe dʼExploration du Terminal de Vridi Ivory Coast  40%

South Asia Gateway Pvt. Ltd. Sri Lanka 33%

Tianjin Port Alliance International  

Container Terminal Co. Ltd. China 20%

Aither Maritime Ltd. Great Britain  50%

APM Terminals Yangshan Co. Ltd. Hong Kong 49%

Aurai Maritime Ltd. Great Britain 50% 

Brasil Terminal Portuario S.A. Brazil 50% 

Cai Mep International Terminal Co. Ltd. Vietnam 49%

Dalian Port Container Terminal Co. Ltd. China 20%

Douala International Terminal S.A. Cameroon 40%

Egyptian Drilling Company SAE Egypt 50%

Europe Terminal Brasil Participacoes S.A. Brazil 50%

Getma Gabon S.A. Gabon 34%

Global Ports Investments PLC Cyprus 38%

Laem Chabang Container Terminal 1 Ltd. Thailand 35%

LR2 Management K/S Denmark 50%

Maersk Djibouti SARL Djibouti 60%

North Sea Production Company Ltd. Great Britain 50%

North Sea Terminal Bremerhaven  

Verwaltungsgesellschaft mbH Germany 50%

Pelabuhan Tanjung Pelepas Sdn. Bhd. Malaysia 30%

Professional Terminal Service Holdings Ltd. Mauritius 41%

Qingdao New Qianwan Container  

Terminal Co. Ltd. China 16%

Qingdao Qianwan  

Container Terminal Co. Ltd. China 20%

Shanghai East Container Terminal Co. Ltd. China 49%

Shanghai Tie Yang  

Multimodal Transportation Co. Ltd. China 49%

Smart International Logistics Company Ltd. China 49%

South Florida Container Terminal LLC USA 49%

Terminal Porte Océane S.A. France 50%

Xiamen Songyu Container Terminal Co. Ltd. China 25%

Associated companies  

Company Country of Owned
 incorporation share

Jointly controlled entities  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share
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Definitions

Appraisal well – Additional wells drilled after a discovery, to confirm 

the size of a hydrocarbon deposit

Backhaul – The return leg of the vessel trip

BAF – Bunker Adjustment Factor – Fuel surcharge to customers  

to compensate for fluctuations in bunker prices

Bid round – An occasion when a governmental body offers 

 exploration acreage to oil companies

Blanked sailings – Cancelled sailings

boepd – Barrels of oil equivalent per day

Brent – Sweet light crude oil produced in the North Sea

Bulk vessel – A ship specially designed to transport unpackaged 

bulk cargo, such as grains, coal, ore and cement

Bunker fuel – Type of fuel oil used in ship engines

Cold lay-up – Vessel taken out of service for a longer period of time 

with no running motor

Contract coverage – Percentage indicating the part of ship/rig 

days that are contracted for a specific period

Daily Maersk – Maersk Line product offering daily departures and 

guaranteed delivery times between main ports in Asia and Europe

Drillship – A vessel that has been fitted with drilling equipment, 

mainly used for deepwater drilling

DUC – Dansk Undergrunds Consortium – Operator of oil and gas 

fields in the Danish part of the North Sea

DWT – Dead Weight Tonnes

FFE – Forty Foot Equivalent – Forty foot container unit

FGSO – Floating Gas Storage and Offloading vessel

Floater – A mobile offshore drilling unit that floats and is not 

 secured to the seabed (except for anchors)

FPSO – Floating Production Storage and Offloading vessel

Free float – Share of share capital that is readily available for  trading

Handy-tanker – Smaller product tanker

Head haul – The main leg of the vessel trip

Hospitality book – Database containing register of gifts  

received by employees

Jack-up rig – A mobile platform resting on a number of  

supporting legs 

JV – A joint venture company - a jointly owned company

Lay-up – Vessel taken out of service, typically due to excess 

 capacity in the market

LNG – Liquefied Natural Gas

LPG – Liquefied Petroleum Gas

LTIF – Lost Time Injury Frequency - Number of lost time injuries 

including fatalities, but excluding fatalities categorised as a criminal 

act, per million exposure hours

Mature field – Oil producing field that has passed its peak production

Multi purpose – A vessel designed to carry both containerized  

and dry bulk cargoes

Net interest-bearing debt – Equals interest-bearing debt – cash 

and bank balances – other interest-bearing assets

Product tanker – Vessel transporting refined oil products 

Proved reserves (1P) – Quantity of energy sources estimated with 

reasonable certainty, from the analysis of geologic and engineering 

data, to be recoverable from well established or known reservoirs with 

the existing equipment and under the existing operating conditions

Reefer – A refrigerated container 

Ro/Ro – Roll On/Roll Off – A vessel that transports vehicles

ROIC –Return on invested capital

Semi-submersible – A floating platform moored on location  

by anchors to the seabed

Slow steaming – Reduction of vessel speed from 22-24 knots  

to 18 knots

Spot rate – Price quoted for immediate service

Super slow steaming – Reduction of vessel speed below 18 knots

TEU – Twenty Foot Equivalent Unit – Twenty foot container

Time Charter – Hire of a vessel for a specified period

Triple-E – Triple-E stands for Economy of scale, Energy efficiency 

and Environmentally improved

Uptime – A period of time when a unit is functioning and available 

for use

VLCC – Very Large Crude Carrier

VLGC – Very Large Gas Carrier

Whistleblower system – A whistleblower scheme for confidential 

notification of possible or suspected offences

Technical terms, abbreviations and definitions 
of key figures and financial ratios
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Company announcements 
2012

  1 January A.P. Møller - Mærsk A/S - CEO Nils S. Andersen absent for one month owing to illness

27 February Group Annual Report 2011 for A. P. Møller - Mærsk A/S 

28 February Completion of the sale of Maersk LNG A/S

 7 March Notice convening the Annual General Meeting of A.P. Møller - Mærsk A/S

 9 March Settlement of Algerian tax claims 

15 March A.P. Møller - Mærsk A/S places Norwegian kroner bonds

 2 April Approval of Settlement of Algerian tax claims 

12 April Development of the Annual General Meeting on 12 April 2012 

12 April Articles of Association for A.P. Møller - Mærsk A/S 

16 April Mærsk Mc-Kinney Møller has died

16 May A.P. Møller - Mærsk A/S Interim Report 1st Quarter 2012

13 August A.P. Møller - Mærsk A/S – Change of management 

14 August Interim Report 2012 

21 August A.P. Møller - Mærsk A/S places Eurobonds

 9 October A.P. Møller - Mærsk A/S – Reserves and Resources numbers for Maersk Oil

18 October A.P. Møller - Mærsk A/S places Swedish kronor bonds

 9 November Interim Report 3rd Quarter 2012

 9 November A.P. Møller - Mærsk A/S – Financial Calendar 2013

Date Title
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Maersk Line
Majestic Mærsk
Langelinie, Copenhagen

Group corporate office in front of the Majestic Mærsk. The world’s largest ship  
visited Copenhagen 23-29 September 2013 and appreciated the visit of around  
225,000 guests.  



MAERSK LINE

Company profile
The A.P. Moller - Maersk Group is a conglomerate of worldwide  
businesses with core focus on shipping and oil & gas. The Group  
employs approximately 89,000 people, operates in 135 countries  
and is headquartered in Copenhagen, Denmark.

Facilitating global containerised trade
We are the world’s largest container shipping company and 
together with our container terminals and logistics businesses 
we handle a large share of the world’s containerised trade.

1  Maersk Line operates a 
global fleet of 584  vessels. 
Fleet capacity is ~2.6m TEU 
(a 20 foot long container). 

Svitzer
Is a global market leader within 
towage, salvage and emergency 
response with a fleet of 376 
vessels.

Maersk Supply Service
A fleet of 98 vessels providing 
worldwide services to the off-
shore and associated industries.

1. Maersk Line is the 
Group’s largest business 
unit in terms of revenue 
and the world’s leading 
container shipping 
company. Maersk Line 
is a customer-focused 
leader in  reliable and 
eco-efficient global 
transport.

2. Maersk Oil is an 
international oil and 
gas company with roots 
in the North Sea going 
50 years back in time, 
now with operations 
worldwide.  Maersk Oil is 
active in the oil and gas 
value chain from explo-
ration to production both 
onshore and offshore.

3. APM Terminals 
has its core expertise 
in the development, 
construction and opera-
tion of port and cargo 
inland services with a 
Global Terminal Network 
including 65 operating 
port facilities in 40 coun-
tries and Inland Services 
operations in over 160 
locations in 47 countries.

4. Maersk Drilling is a 
leading global operator 
of high-technology drill-
ing rigs. Maersk Drilling 
provides offshore drill-
ing services to oil and 
gas companies with one 
of the world’s youngest  
and most advanced 
fleets.

5. Services & Other 
Shipping consists of 
Maersk Supply Service, 
Maersk Tankers, Damco 
and Svitzer.

SERVICES & 
OTHER  SHIPPING



APM 
TERMINALS

DAMCO

MAERSK DRILLING

MAERSK OIL

AIR FREIGHT

Supporting the global
demand for energy
We support global 
 energy needs through 
the exploration, extrac-
tion and transportation 
of oil and gas.

2  Maersk Oil operates 77  
platforms and three FPSOs.  
The total entitlement produc-
tion is 235,000 barrels of oil  
equivalent per day.  

3  APM Terminals operates  
a global terminal network in  
68 countries.

4  Maersk Drilling is a specialist  
in ultra-harsh and ultra  deep- 
water environments and  
operates 16 drilling rigs and  
10 drilling barges.

Maersk Tankers owns and operates  
a fleet of 130 tankers. Maersk Tankers’  
product tanker fleet is one of the largest  
in the world. 

Damco is one of the world’s leading provid-
ers of freight forwarding and supply chain 
management services. Damco operates in 
more than 93 countries worldwide.

Maersk Container Industry
Is a manufacturer of dry 
containers, reefer containers  
and refrigeration systems.
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In order to make the annual report more transparent and user-friendly,  

the A.P. Moller - Maersk Group has chosen to publish a consolidated annual  

report that does not comprise the financial statements of the parent com-

pany A.P. Møller - Mærsk A/S. In accordance with Section 149 of the Danish 

Financial Statements Act, this consolidated annual report is therefore an 

extract of the Group’s full annual report. The full annual report, including  

the parent company’s financial statements, can be downloaded from  

http://investor.maersk.com/financials.cfm?Year=2013

After the approval at the Annual General Meeting, the full annual report may 

also be obtained from the Danish Business Authority. Appropriation of profit 

for the year and proposed dividends from the parent company are disclosed 

in note 13 to the consolidated annual report. The full annual report comprises 

the Statement of the Board of Directors and Management and the Independent 

auditors’ report disclosed on pages 142 and 143.

Change in presentation and comparative figures

The presentation of joint ventures has been changed from 1 January 2013  

according to IFRS 11 Joint Arrangements. The previous segment Maersk 

FPSOs and Maersk LNG as well as Discontinued operations are, apart from  

 

Dansk Supermarked Group, included in Other businesses. Comparative figures 

have been restated. The changes are described in note 27. Unless otherwise stated,  

all figures in parenthesis refer to the corresponding figures for the previous year.

Forward-looking statements Governing text

The Group Annual Report contains forward-looking statements. Such state-

ments are subject to risks and uncertainties as various factors, many of which 

are beyond A.P. Møller - Mærsk A/S’ control, may cause actual development 

and results to differ materially from expectations contained in the Group 

Annual Report.

The Group Annual Report has been translated from Danish. The Danish text 

shall govern for all purposes and prevail in case of any discrepancy with the 

English version.

http://investor.maersk.com/financials.cfm?Year=2013
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Amounts in DKK million

 2013 2012 2011 2010 2009

Revenue
Profit before depreciation, amortisation and  
impairment losses, etc. (EBITDA) 
Depreciation, amortisation and impairment losses
Gain on sale of non-current assets, etc., net
Share of profit/loss in joint ventures 
Share of profit/loss in associated companies
Profit before financial items (EBIT)
Financial items, net
Profit before tax
Tax
Profit/loss for the year – continuing operations

Profit/loss for the year – discontinued operations

Profit/loss for the year

A.P. Møller - Mærsk A/Sʼ share

Total assets
Total equity
Cash flow from operating activities
Cash flow used for capital expenditure
Investments in property, plant and equipment and intangible assets 

Return on invested capital after tax (ROIC)
Return on equity after tax
Equity ratio
Earnings per share (EPS), DKK 
Diluted earnings per share, DKK
Cash flow from operating activities per share, DKK
Dividend per share, DKK
Share price (B share), end of year, DKK
Total market capitalisation, end of year

Discontinued operations comprise Dansk Supermarked Group. 
The 5-year income statements and cash flow figures have  
been restated accordingly.

Financial highlights

286,753

68,352
29,346

3,532
754

1,286
44,578
-4,515

40,063
18,315
21,748

1,649

23,397

21,673

409,698
222,539

40,796
-33,730
45,344

9.0%
10.9%
54.3%
4,964
4,962
9,343
1,200

42,600
180,388

267,299

75,524
28,336

1,125
 - 

651
48,964
-4,614

44,350
31,764
12,586

5,497

18,083

15,189

404,743
207,935

35,690
-55,071
58,376

7.8%
9.0%

51.4%
3,479
3,478
8,175
1,000

37,920
160,982

256,180

85,475
33,007

3,770
 - 

461
56,699
-5,772

50,927
25,406
25,521

2,694

28,215

26,455

374,723
192,962

53,895
-23,430
31,636

12.7%
16.0%
51.5%
6,061
6,058

12,347
1,000

50,510
217,464

203,115

45,745
29,652

985
 - 

360
17,438
-5,859

11,579
19,578
-7,999

2,510

-5,489

-7,027

345,199
158,868

20,713
-38,934
49,586

-0.2%
-3.5%

46.0%
-1,674
-1,674
4,936

325
36,600

156,901

266,236

63,893
26,007

814
854

1,660
41,214
-4,021

37,193
18,186
19,007

2,216

21,223

19,382

403,296
230,108

50,056
-27,425
39,815

8.1%
9.4%

57.1%
4,438
4,437

11,461
1,400

58,850
250,636
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Amounts in USD million

 2013 2012 2011 2010 2009

Revenue
Profit before depreciation, amortisation and  
impairment losses, etc. (EBITDA)
Depreciation, amortisation and impairment losses
Gain on sale of non-current assets, etc., net
Share of profit/loss in joint ventures
Share of profit/loss in associated companies
Profit before financial items (EBIT)
Financial items, net
Profit before tax
Tax
Profit/loss for the year – continuing operations

Profit/loss for the year – discontinued operations

Profit/loss for the year

A.P. Møller - Mærsk A/S’ share

Total assets
Total equity
Cash flow from operating activities
Cash flow used for capital expenditure
Investments in property, plant and equipment and intangible assets

Return on invested capital after tax (ROIC)
Return on equity after tax
Equity ratio
Earnings per share (EPS), USD
Diluted earnings per share, USD
Cash flow from operating activities per share, USD
Dividend per share, USD
Share price (B share), end of year, USD
Total market capitalisation, end of year

Average USD/DKK exchange rate
End of year USD/DKK exchange rate

Maersk Line
Transported volumes (FFE in million)
Average rate (USD per FFE)
Average fuel price (USD per tonne)

Maersk Oil
Average share of oil and gas production 1
Average crude oil price (Brent) (USD per barrel)

APM Terminals
Containers handled 2

Maersk Drilling
Operational uptime

1 Thousand barrels of oil equivalent per day
2 Measured in million TEU and weighted with ownership share

Financial highlights

49,491

11,797
5,065

610
130
222

7,694
-780

6,914
3,161
3,753

285

4,038

3,740

72,396
39,324

7,041
-5,822
7,826

8.9%
10.7%
54.3%

857
856

1,613
212

7,528
31,876

5.79
5.66

8.5
2,881

661

257
112

35.4

92%

49,917

14,104
5,292

210
 - 

122
9,144

-862
8,282
5,932
2,350

1,027

3,377

2,836

70,444
36,190

6,665
-10,285
10,901

8.3%
9.6%

51.4%
650
649

1,527
174

6,600
28,018

5.35
5.75

8.1
2,828

620

333
111

33.5

96%

47,386

11,372
4,628

145
152
295

7,336
-716

6,620
3,237
3,383

394

3,777

3,450

74,509
42,513

8,909
-4,881
7,087

8.2%
9.2%

57.1%
790
790

2,040
259

10,873
46,305

5.62
5.41

8.8
2,674

595

235
109

36.3

97%

37,902

8,537
5,534

184
 - 

67
3,254

-1,094
2,160
3,652

-1,492

468

-1,024

-1,311

66,511
30,610

3,865
-7,266
9,252

-0.2%
-3.4%

46.0%
-312
-312
921

63
7,052

30,231

5.36
5.19

6.9
2,370

342

428
62

30.9

94%

45,559

15,201
5,870

670
 - 

82
10,083
-1,026
9,057
4,518
4,539

479

5,018

4,705

66,756
34,376

9,585
-4,167
5,626

12.2%
15.4%
51.5%
1,078
1,077
2,196

178
8,998

38,741

5.62
5.61

7.3
3,064

458

377
80

31.5

96%
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The Group delivered a profit of USD 3.8bn (USD 4.0bn), which was 
slightly higher than the latest announced outlook of around USD 3.5bn in  
the Q3 interim report. The return on invested capital (ROIC) was 8.2% (8.9%).

Group highlights

Profit for 2013 was positively affected by improved vol-

umes and unit cost reductions in Maersk Line, higher 

volume in APM Terminals and higher operational up-

time in Maersk Drilling. Profit was negatively affected 

by lower freight rates in Maersk Line, a decline in Maersk 

Oil’s share of production, a decline in the average oil price 

as well as impairment losses primarily relating to Maersk 

Tankers and non-recurring business transformation 

costs in Damco. Divestment gains were USD 145m (USD 

610m) including sale of 24 vessels in Maersk Tankers  

and sale of shares in companies in APM Terminals. Ex- 

cluding impairment losses and divestment gains the re-

sult was USD 4.0bn (USD 2.9bn).

The result for 2013 was USD 261m lower than in 2012 

where profit was positively impacted by a one-off in-

come of USD 899m from Maersk Oil’s settlement of an 

Algerian tax dispute.

Revenue decreased by 4% to USD 47.4bn (USD 49.5bn), 

primarily as a consequence of lower container freight 

rates and lower share of oil production which were 

partly offset by higher container volumes. 

Cash flow from operating activities was USD 8.9bn (USD 

7.0bn) while cash flow used for capital expenditure was  

USD 4.9bn (USD 5.8bn) after netting sales proceeds 

amounting to USD 1.4bn (USD 3.2bn). The Group’s free 

cash flow was positive USD 4.0bn (USD 1.2bn).

Net interest bearing debt decreased by USD 2.9bn to USD 

11.6bn (USD 14.5bn). Total equity was USD 42.5bn (USD 

39.3bn); positively affected by the profit for the year of 

USD 3.8bn. Dividend paid was USD 1.1bn (USD 945m). 

With an equity ratio of 57.1% (54.3%) and a liquidity 

buffer of USD 14.8bn (USD 13.1bn), the Group is well pre-

pared and determined to execute on its long-term growth  

aspirations and seize market opportunities within its 

core businesses.

Maersk Line made a profit of USD 1.5bn (USD 461m) and 

a ROIC of 7.4% (2.3%). The improvement was achieved 

through vessel network efficiencies resulting in lower 

unit costs also supported by lower bunker price. Average 

freight rates decreased by 7.2% to 2,674 USD/FFE (2,881 

USD/FFE) and volumes increased by 4.1% to 8.8m FFE 

(8.5m FFE). Bunker consumption was reduced by 12.1%.

Maersk Line maintained a market share in line with 

last year.

The fleet capacity increased by 0.2% to 2.6m TEU (2.6m 

TEU), mainly by delivery of four Triple-E container 

vessels in 2013. An additional 16 Triple-E vessels with 

capacity of 288,000 TEU are scheduled for delivery 

during 2014-2015.

 Directorsʼ report
(Figures for 2012 in parenthesis)
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Cash flow from operating activities was USD 3.7bn (USD 

1.8bn) and cash flow used for capital expenditure was 

USD 1.6bn (USD 3.6bn).

Maersk Oil made a profit of USD 1.0bn (USD 2.4bn) nega-

tively affected by lower average entitlement production 

of 235,000 boepd (257,000 boepd) and lower average oil 

prices of USD 109 per barrel (USD 112 per barrel). The 

2012 result included one-off income of USD 1.0bn from 

the Algerian tax dispute and divestment gains. ROIC was 

16.2% (35.7%).

A focus in 2013 was to mature the portfolio of major 

developments, including submission of development 

plan for Chissonga in Angola also covering the Cubal 

discovery made during the year. The reinstatement of 

the Gryphon FPSO, UK and the continued ramp up of  

El Merk, Algeria returned Maersk Oil’s entitlement pro-

duction to growth from late 2013.

Exploration costs continued at a high level of USD 1.1bn 

(USD 1.1bn) with the completion of 25 exploration and 

appraisal wells. The wells included two successful Cubal 

wells in Angola and six successful appraisal wells at 

Johan Sverdrup in Norway.

Cash flow from operating activities was USD 3.2bn (USD 

3.9bn) and cash flow used for capital expenditure was 

USD 1.8bn (USD 2.0bn), less than indicated as an expec-

ted acquisition did not materialise.

APM Terminals made a profit of USD 770m (USD 701m) 

impacted by pre-tax divestment gains of USD 70m (USD 

117m) and a tax expense of USD 56m (USD 163m). ROIC 

was 13.5% (15.2%).

Number of containers handled increased by 3% to 36.3m 

TEU (35.4m TEU) boosted by additions to the portfolio. 

Earnings were positively affected by the full year profit 

contribution of the co-controlling share of Global Ports 

Investments PLC, Russia acquired in  November 2012. 

Further, the jointly owned Brasil Terminal Portuario in 

Santos, Brazil commenced operations. 

The continued high investment level includes the 

development of the new terminal Maasvlakte II, The 

Netherlands. New terminal projects were secured in 

Izmir, Turkey, and Abidjan, Ivory Coast.

Cash flow from operating activities was USD 923m (USD 

910m) and cash flow used for capital expenditure was 

USD 841m (USD 1.3bn).

Maersk Drilling made a profit of USD 528m (USD 347m), 

a historically high result driven by full utilisation of all 

rigs and impacted positively by higher operational up-

time and higher day rates. ROIC was 10.8% (8.8%).

During 2013 Maersk Drilling entered into several new 

major contracts and has now secured contracts for six 

out of eight newbuildings to be delivered in 2014-2016. 

The revenue backlog increased to USD 7.9bn (USD 7.0bn), 

and the one-year forward coverage by the end of 2013 

was 94% (98%). Operational uptime averaged 97% (92%).

Cash flow from operating activities was USD 775m (USD 

597m) and cash flow used for capital expenditure was 

USD 1.5bn (USD 555m).

Maersk Supply Service made a profit of USD 235m 

(USD 132m) and a ROIC of 10.9% (6.1%) positively af-

fected by higher utilisation and improved operational 

margins.
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Contract coverage for 2014 is 56% and 32% for 2015 ex-

cluding options.

Maersk Tankers made a loss of USD 317m (loss of USD 

315m) and a negative ROIC of 10.4% (negative 8.2%). 

The result was negatively affected by impairment losses 

and provisions for onerous contracts of USD 297m (USD 

238m) as well as restructuring costs of USD 36m (USD 

2m). Excluding one-off items, the result was positive 

USD 8m (loss USD 80m).

Maersk Tankers divested seven product carriers, one 

VLCC and 16 LPG carriers during 2013. Additionally 11 

time-chartered vessels were redelivered to the owners. 

Maersk Tankers reached agreement in January 2014 to 

sell the fleet of 15 VLCCs for delivery in 2014.

Damco made a loss of USD 111m (profit USD 55m) and 

ROIC was negative 22.0% (positive 13.1%). The result 

was primarily impacted by significant business trans-

formation costs and provisions.

Svitzer made a profit of USD 156m (USD 7m) positively 

impacted by sales gains, partly offset by restructuring 

costs. The result further included impairment losses of 

USD 6m (USD 109m). ROIC was 10.8% (0.5%).

Dansk Supermarked Group (DSG) made a profit of 

DKK 1.8bn (DKK 1.3bn) generated through profitability 

improvements across the Dansk Supermarked Group 

and strong sales growth in the Netto businesses.

An agreement was signed to sell a majority share of 

DSG which is classified as discontinued operations on 

7 January 2014.

Share price and dividend

The Maersk B-share price increased by 38.1% to DKK 

58,850 during 2013. The dividend pay-out proposed by 

the Board of Directors is DKK 1,400 per share of DKK 

1,000, representing a dividend yield of 2.4% based on 

the B-share closing price as of 30 December 2013.

BonuS ShareS

The Board proposes to issue four new bonus shares per 

one A.P. Møller - Mærsk A/S share in its respective share 

class. This will increase the registered share capital from 

DKK 4,395.6m to DKK 21,978.0m. The capital increase 

will be done by transfer from retained earnings.

Quarterly figureS

Quarterly figures for the Group for 2010-2013 are avail-

able on http://investor.maersk.com/financials.cfm

SuStainaBility and  

gender compoSition of management

An independently assured Sustainability Report for 2013 

is published and provides detailed information on the 

Group’s sustainability performance and new sustainabil-

ity strategy. The report serves as the Group’s Communi-

cation on Progress as required by the UN Global Compact, 

and ensures compliance with the requirements of the 

Danish Financial Statements Act on corporate social 

responsibility and reporting on the gender composition 

of management. The report is available on:

www.maersk.com/Sustainability/Documents/Maersk_

Sustainability_Report_2013.pdf

http://investor.maersk.com/financials.cfm
www.maersk.com/Sustainability/Documents/Maersk_Sustainability_Report_2013.pdf
www.maersk.com/Sustainability/Documents/Maersk_Sustainability_Report_2013.pdf
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From left to right: Erik Rasmussen, Arne Karlsson, Sir John Bond, Jan Leschly, vice chairman Ane Mærsk Mc-Kinney Uggla, chairman Michael Pram Rasmussen, 
vice chairman Niels Jacobsen, Lars Pallesen, Leise Mærsk Mc-Kinney Møller, Robert Routs, Jan Tøpholm, John Axel Poulsen.



Maersk Line
Mærsk Mc-Kinney Møller
Aarhus, Denmark

The world’s largest container ship, the 18,000 TEU Mærsk Mc-Kinney Møller, called on a number of container  
terminals in the APM Terminals’ global terminal network during her maiden voyage, leading to individual productivity 
records in Rotterdam, The Netherlands; Aarhus, Denmark; Gothenburg, Sweden and Tangier, Morocco.
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The Group expects a result significantly above the 2013 result (USD 3.8bn) 
impacted by the sale of Dansk Supermarked Group. The underlying result is 
expected to be in line with the result for 2013 (for continuing business USD 
3.6bn) when excluding impairment losses and divestment gains.

Gross cash flow used for capital expenditure is expected 

to be around USD 10bn (USD 6.3bn), while cash flow 

from operating activities is expected to develop in line 

with the result.

Maersk Line expects a result in line with 2013 (USD 

1.5bn). Maersk Line aims to improve its competitiveness 

although unit cost reductions will be less than in 2013. 

Global demand for seaborne container transportation 

is expected to increase by 4-5% and Maersk Line aims 

to grow with the market. Excess capacity is likely to de-

press freight rates. 

Maersk Oil expects a result below 2013 (USD 1.0bn) 

based on an oil price of USD 104 per barrel. 

Maersk Oil’s entitlement production is expected to be 

above 240,000 boepd. Production will be higher in Q1 

and Q4, whereas planned shut downs will result in lower 

production in Q2 and Q3. The entitlement production 

increase from 235,000 boepd in 2013 is mainly based on 

higher contributions from Algeria and UK. 

Exploration costs are expected to be around USD 1.0bn.

APM Terminals expects a result above 2013 (USD 770m) 

and to grow more than the market supported by in-

creased contribution from joint ventures and associates 

combined with productivity improvements in existing 

facilities.

Maersk Drilling expects a result below 2013 (USD 528m)  

due to planned yard stays in 2014 and high costs as-

sociated with training and start-up of operation of six 

new rigs.

Services & Other Shipping expect a result above 2013.

The Group’s outlook for 2014 is subject to considerable 

uncertainty, not least due to developments in the global 

economy.

The Group’s expected result depends on a number of 

factors. Based on the expected earnings level and all 

other things being equal, the sensitivities for four key 

value drivers are listed in the table below:

Outlook for 2014

Factors Change Effect on 
  the Group’s 
  profit

Oil price for Maersk Oil +/- 10 USD/barrel +/- USD 0.2bn

Bunker price +/- 100 USD/tonne -/+ USD 0.2bn

Container freight rate +/- 100 USD/FFE +/- USD 0.9bn

Container freight volume +/- 100,000 FFE +/- USD 0.2bn
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Despite difficult market conditions in our global shipping markets,  
2013 was a good year for the Group.

We increased our underlying earnings from USD 2.9bn in 

2012 to USD 4.0bn, with most of our businesses improving 

their results thanks to a strong focus on operational effec-

tiveness, market opportunities and customer relations.

We improved our balance sheet and strengthened the 

competiveness of our operations, with six of our eight 

core businesses now top quartile performers in their 

industries. 

These achievements are down to the quality and hard 

work of our people. I would like to thank our manage-

ment teams and employees in all our businesses across 

the world for their dedicated efforts, and the significant 

progress and good results achieved. 

PROGRESS ACROSS THE GROUP 

Our earnings increase in 2013 was driven mainly by con-

tinued progress in Maersk Line, which strengthened its 

leadership in the container shipping industry in terms 

of profitability, stable market share and environmental 

performance; through enhanced customer service, cost 

management and optimisation of its network. 

Our increased competitiveness means we are well-placed 

to tackle the challenges of a volatile shipping industry 

going forward. Our planned initiation of the P3 opera-

tional alliance in the East-West trades will be a further 

step to lower costs. 

As expected, Maersk Oil’s underlying result was below 

last year due to a decline in production and lower oil 

prices. However, production stabilised as planned dur-

ing the year and we expect some growth in 2014. 

We saw increased earnings in APM Terminals and 

Maersk Drilling, which are on track with their strategic 

plans. Our remaining businesses also performed well 

with the exception of Damco where we are reorganising 

the global organisation and introducing new systems. 

INVESTING IN CONTINUED EXPANSION

Over USD 7bn was invested in 2013 to strengthen the 

Group for the future, with the majority of investment 

allocated to our four large core business units in line 

with our strategy. We continued – where appropriate 

– to favour investment in growth markets. 

In Latin America, APM Terminals opened Santos, Brazil’s 

largest container terminal; and greenfield and expansion 

projects are underway in Mexico, Costa Rica and Peru.

The Group made an important investment in Russia in 

2013 with our acquisition of National Container Com-

pany through our stake in Global Ports, making Global 

Ports the largest container terminal operator in Eastern 

Europe.

In addition to port expansions, Maersk Drilling, Maersk 

Supply Service and Svitzer increased their efforts in 

West Africa; and Maersk Oil continues to explore and 

move towards production in Angola.

Going forward, we see opportunities for growth in 

several of our smaller, but in some cases world-leading 

businesses; and to that end have introduced a fifth core 

business unit to the Group – Services & Other Shipping 

– with a profit target of USD 500m by 2016. 

Message from the Group CEO
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At all times, and in all locations, maintaining a stringent 

focus on the safety of our people is paramount to us. 

In 2013, four people lost their lives in our operations – in 

Vietnam, Peru and Malaysia in APM Terminals and off-

shore Cameroon at a Maersk Drilling rig.

The tragic loss of human life while at work is totally un-

acceptable to us and stands in sharp contrast with our 

values. Our focus is on creating a working environment 

where safety is deeply rooted into behaviour, perfor-

mance and company culture, and we continue to strive 

for a fatality-free operation. 

ENABLING FUTURE PROFITABLE GROWTH

An important element in improving returns and freeing 

funds for future profitable growth was commitment to 

our 2013 Group priority – Project FIT. During the year, 

USD 4.7bn was realised through sales of assets, reduc-

tion of leasing obligations and working capital improve-

ments, enabling us to invest in six new product tankers 

and a drilling rig on top of our planned 2013 capital 

investments. 

The sale of our majority stake in Dansk Supermarked 

Group at the start of 2014 was a further important de-

velopment in our divestment of non-core assets.

BUILDING WORLD-CLASS BUSINESSES

In 2014 we continue our strong focus on servicing cus-

tomers and partners, and building competitiveness in 

all our businesses, in addition to delivering satisfactory 

financial results. 

Preparing for future growth will put demands on the 

organisation as the Group’s core business units undergo 

significant expansion, with a large number of projects 

underway.

Maersk Drilling takes delivery of six new large drilling 

rigs, entailing major investment in hiring, training and 

start-up activities. 

Maersk Line introduces nine Triple-E ships to its fleet, 

APM Terminals will launch the Maasvlakte II terminal 

in The Netherlands, and Maersk Oil starts production in 

two new fields in the UK and US.

Delivering on earnings and commitments will be our 

first Group priority in 2014. 

Under our second priority Stay FIT, we will continue to 

focus on improving the balance sheet to enable future 

growth and make optimal use of shareholder funds. 

 

Our third Group priority: Develop innovative customer 

solutions is also about preparing for the future. We will 

ensure that we stay alert and in close contact with our 

customers and partners and make use of opportunities 

to create win-win propositions which build on our skills, 

market and technical knowledge.

In a world of rapidly evolving economic and market con-

ditions, as a Group we remain strongly focused on our 

company values which have governed the way we do 

business for over a century, and will continue to guide 

our future development in a sustainable way. Our com-

mitment to “constant care” and “our employees” reminds 

us every day of the importance of ensuring the safety of 

all our employees. 

Our efforts in 2013 have helped build the foundations 

for solid and profitable expansion in the years ahead. 

We have a professional organisation, good market posi-

tions and a strong balance sheet, and for the Group the 

journey ahead will be exciting.

Nils S. Andersen
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OUR STRATEGY

We will continue to build a premium conglomerate 

through active portfolio and performance management, 

disciplined capital allocation and a clear financial strategy.

We use our global network, skilled people and financial 

flexibility to enable customers and countries to create 

wealth and fulfil their economic potential.

The existing strong position in growth markets will 

remain a focus area going forward as the Group is in a 

good position to assist and capitalise on the growth.

The Group’s financial ambition is to develop its core busi-

ness units and achieve above 10% ROIC over the cycle.

Our success factors

As a group, our business success is built on a number 

of strengths: our size and global reach, our financial 

flexibility, our talented employees, our time-honoured 

values, our commitment to safety and sustainability and 

our drive to innovate. Combined, these strengths form  

a unique platform for our continued profitable growth.

Our values

We are proud of our heritage and our corporate values 

are of the highest importance to us. Our values are 

closely linked to our founding family, and have helped 

us earn and keep the trust and goodwill of customers, 

business partners and employees across the globe.

Our values guide the way our employees behave, make 

decisions and interact with others – whether they work 

in Denmark or globally. Our values unite our global work-

force, ensuring a commitment and continuity of service 

and customer experience of a high calibre.

Our Group values are:

Constant Care  Take care of today, actively prepare 

for tomorrow.

Humbleness  Listen, learn, share, and give space  

to others.

Uprightness Our word is our bond. 

Our Employees  The right environment for the right 

people.

Our Name  The sum of our values: passionately 

striving higher.

The Group has executed on the strategy to grow world 

class businesses while delivering good overall returns on 

our invested capital. Our portfolio continues to become 

more focused by divestments of some non-core assets 

and businesses together with growing all of the core 

businesses and improving capital efficiency thoughout 

the Group.

Disciplined capital expenditure and divestments have 

resulted in a position as a well-capitalised company. 

The Group has diversified its funding sources and the 

credit rating received in September 2013 has further 

enhanced our financial flexibility.

We want to maintain a strong investment grade credit 

over the cycle and steadily increase nominal dividends 

supported by underlying earnings growth. The Group 

will evaluate its capital structure in periods with excess 

capital.

The Group strategy
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THE GROUP STRATEGY PROCESS

The Group’s annual strategy review and the allocation of 

capital is a fully integrated process. Strategies including 

detailed plans and opportunities for the coming years 

are developed with each business unit. The total capital 

requirements across businesses are prioritised with a 

view to optimise the portfolio of the Group and in line 

with financial policies. Evaluation parameters include 

industry attractiveness, financial return forecasts, busi-

ness performance and overall strategic aspirations. The 

resulting plan provides the framework for each business 

unit. Portfolio adjustments are integrated into the plan.

The integrated Group strategy review, portfolio actions 

and capital prioritisation process starts at the beginning 

of the year. The Board of Directors have their annual 

strategy conference at which the Board discusses pro-

posals put forward by the Executive Board and decides 

on the strategy.

The updated Group strategy approved by the Board of 

Directors is then communicated in the Group’s interim 

report for the second quarter and can be downloaded 

from http://investor.maersk.com/financials.cfm

APM 
TERMINALS

MAERSK DRILLING

MAERSK OIL

DAMCO

Core business units

Investments

Maersk Line

Self-funded  
EBIT 5%-points > peers

Grow with market

2014

400,000 boepd
ROIC at least 10%  

during rebuild

2020

USD 1bn NOPAT
Global leader

2016

USD 1bn NOPAT
Significant position in  
ultra-harsh, ultra-deep

2018

USD 0.5bn NOPAT
Self-funded

2016

Maersk Oil APM Terminals Maersk Drilling

Danske Bank Maersk Container Industry Höegh Autoliners Others

Services &  
Other Shipping

MAERSK LINE

http://investor.maersk.com/financials.cfm
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Execution on  
Group strategy 2013

PERFORMANCE MANAGEMENT

The Group is focused on performance management, both 

towards the specific long-term goals established for each 

business unit, as well as on the current operational per-

formance across a range of key performance indicators. 

Financial targets are set both in absolute terms as well 

as relative to the industry. Specifically for return on as-

sets, all business units have as a target to be top quartile 

performers in their industry, which most achieved dur-

ing 2013.

CAPITAL ALLOCATION AND GROWTH

The Group has an ambition to grow its invested capital 

by around 30% from USD 53bn in Q2 2012 towards USD 

65-70bn by 2017 adjusted for the divestment in 2014 of 

the Dansk Supermarked Group, mainly by execution of 

the investment pipeline. 

Today, 76% of the Group’s invested capital is allocated 

to Maersk Line, Maersk Oil, APM Terminals and Maersk 

Drilling, ahead of the 2017 target at 75%.

In line with the direction of investments towards more 

profitable and less volatile business areas, Maersk Line’s 

share of the Group’s invested capital is likely to see a de-

cline from 40% today towards a 25-30% range, while the 

combined share of invested capital in Maersk Oil, APM 

Terminals and Maersk Drilling will see an increase from 

36% towards a 45-50% range over the coming 4-5 years.

APM Terminals and Maersk Drilling have seen the larg-

est relative increase in their invested capital since Q2 

2012, driven by acquisitions and investments in termi-

nals and rigs. Maersk Oil has spent more than USD 1bn 

per year on exploration, however this investment in 

finding and developing future sources of production is 

not capitalised. Maersk Tankers has made divestments 

significantly decreasing their invested capital.

Development in invested capital Q2, 2012 – Q4, 2013
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 Other 12%
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PORTFOLIO MANAGEMENT

The portfolio optimisation will continue over the next 

years to enhance the strategic focus of the Group to 

the eight core businesses. In order to secure the most 

optimal business portfolio, the Group is assessing the 

composition of its assets. In connection with this optimi-

sation, the Group participates in acquisitions and divest-

ments of companies and individual assets considering 

both strategic and opportunistic possibilities. The Group’s 

focus will remain on developing its strong position in  

 

growth markets, and exit businesses that do not support 

the future strategy and where the Group does not see a 

reasonable outlook for acceptable returns.

No acquisitions of companies or activities with signifi-

cant impact to the Group were undertaken in 2013. 

The focus has primarily been execution of the organic 

growth plans for the five main strategy pillars.

Performance  
management

Capital allocation  
and growth

Portfolio management

Funding

Delivering increasing  
value and dividends to 
shareholders

•  Develop world class businesses that achieve 
above 10% ROIC over the cycle

•  Top quartile performers in their industry

Portfolio strategy towards 2017 (base Q2 2012):
•  75% of the Group’s invested capital to be 

invested in Maersk Line, Maersk Oil,  
APM Terminals and Maersk Drilling

•  Total invested capital to grow by around 30%

•  Actively manage the portfolio of businesses 
to ensure focus on the most profitable and 
least volatile business areas

•  Building a balanced portfolio across  
several legs

•  Focused capital allocation

• Secure long term commitments

• Obtain funding from diversified sources

• Adequate liquidity reserve at all times

•  The Group’s objective is to increase the  
nominal dividend per share over time;  
supported by underlying earnings growth

•  Five out of eight core businesses achieved a ROIC above 10%

• Maersk Line now top performer in industry

•  Six out of eight core businesses top quartile performers in  
their industries

•  76% of the Group’s invested capital invested in  
Maersk Line, Maersk Oil, APM Terminals and Maersk Drilling 
(71% in Q2 2012) 

• Invested capital grew by 3.7% since Q2 2012

•  78% of all outstanding capital commitments dedicated to 
growth in Maersk Oil, APM Terminals and Maersk Drilling

•  Divestments of USD 1.4bn in released cash flow, primarily:
 – Divestment of 31.3% stake in DFDS A/S 
 – Exit of Handy Gas and Very Large Gas Carriers

•  Established Services & Other Shipping as a core unit,  
targeting self-funded growth to USD 500m NOPAT

• Group raised almost USD 3bn in new financing in 2013

•  Received credit rating of BBB+/Baa1, (stable) from  
S&P/Moody’s

• Increased liquidity reserve by USD 1.7bn to USD 14.8bn

•  Dividend per share to be paid out for 2013 is an increase  
of 17% over 2012, supported by underlying earnings  
growth of 35%

• 38% increase in share price in 2013

Execution on Group strategy 2013

Strategic priority Target / policy Progress in 2013
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As part of the Group’s priority to optimise the balance 

sheet for future growth a number of assets and activi-

ties have been divested during 2013. The released cash 

flow totalled USD 1.4bn and was primarily related to:

•  Divestment of the 31.3% stake in DFDS A/S with  

proceeds of USD 291m

•  The exit of Handy Gas and Very Large Gas Carriers 

with proceeds of USD 722m.

Further, the net present value of lease commitments 

 related to vessels on time charter was reduced by  

USD 1.6bn.

Cash flow from divestments, including discontinued 

operations, has been USD 7.9bn since 2009 resulting in 

pre-tax divestment gains of USD 2.5bn. 

The Group has in the beginning of 2014 entered into an 

agreement to divest its 68% stake in Dansk Supermarked 

Group (DSG). The transaction encompasses two steps: 

1) A.P. Moller - Maersk divests 49% in 2014 and retains 

ownership of 19% in DSG and 2) in 2019 the buyer has 

a call option and A.P. Moller - Maersk has a put option 

on the remaining 19% share in DSG currently valued 

at DKK 5bn. The value of the 49% is DKK 25bn of which 

DKK 8bn is already deposited with A.P. Moller - Maersk. 

The remaining DKK 17bn will be received at closing, 

which is expected during the first half of 2014.

Additionally, Maersk Tankers has as part of its strategy 

to focus on transport of refined oil products entered 

into an agreement to divest its fleet of 15 VLCCs, with 

delivery expected to be completed during 2014 as the 

carriers come off contracts. Total proceeds from this 

divestment are around USD 980m.

GROUP PRIORITIES FOR 2014

As the Group continues to invest in growing the busi-

nesses in 2014, improving the returns and delivering on 

projects remains critical to realising the Group potential.

Hence the 2013 priorities of Optimise Balance Sheet for 

Growth (Project FIT) and deliver on commitments will 

continue in 2014. The Group also introduces a third, 

externally-focused priority reflecting the ambition to 

prepare for the future by developing truly innovative 

customer solutions. These solutions will help to identify 

the next steps beyond the mid-term goals for the Group.

Deliver on commitments

The Group has significant investment plans and clear 

strategic goals in place for 2014. Delivering on commit-

ments will ensure that the Group upholds the reputation 

as an organisation that delivers on its promises. Each 

business unit has defined its key commitments for 2014.

Stay FIT

As an asset heavy group, Project FIT is key in ensuring 

that the Group remains focused on optimising the bal-

ance sheet and in lifting returns. In 2013 the Project FIT 

targets were exceeded with over USD 4bn stemming 

from divestments and working capital improvements. 

The Group will continue the efforts and build on these 

achievements in 2014.

Develop innovative customer solutions

While continuing to optimise the performance, the Group 

must also build for the future. The third priority is about 

driving forward products and services that will enhance 

the Group’s competiveness, differentiate the Group to the 

customers and ultimately enable the Group to expand be-

yond the current strategic goals. Throughout the Group, 

teams are today developing innovative new solutions for 

the customers.

CAPITAL STRUCTURE

The Group is exposed from asset heavy industries with 

significant cyclical influence. The level of solidity in all 

financial aspects has been considered when setting the 

targets in the capital structure.

Cash flow and gains from divestments

USD m   Cash flow from divestments   Divestment gains (pre-tax)
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Maersk Line
DSME Shipyard
Okpo, South Korea

“The cradle to cradle passport” will make it possible to recycle 95% of the  
main components of the vessel to an extent and quality far better than today.
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Strong investment grade company

In September 2013, Moody’s Investors Service and 

Standard & Poor’s initiated their credit ratings of  

A.P. Møller - Mærsk A/S by assigning long term credit 

ratings of Baa1 and BBB+ respectively, both with  

“stable” outlooks.

A credit rating is a further step in the Group’s funding 

strategy. A.P. Møller - Mærsk A/S issued its first bond in  

2009 and was the largest unrated bond issuer in Europe 

with approximately an equivalent of USD 5bn of bonds 

outstanding prior to the assignment of the credit ratings. 

The new credit ratings provide the Group with wider 

access to investors, particularly in the US bond markets, 

and are expected to lower future funding costs.

The Group is committed to maintaining a conservative 

capital structure over the business cycle to ensure con-

tinued creditworthiness and has defined financial ratio 

guidelines in line with a strong investment grade rating:

• Equity/Total Assets ≥ 40%

• Equity/Adjusted Total Assets 1 ≥ 30%

•  Adjusted Funds From Operations/Adjusted Net Debt 1 

≥ 30%

• Adjusted Interest Coverage Ratio 1 ≥ 4x
1 Adjusted for operating lease obligations

As of 31 December 2013, the Group is well within the 

financial ratio guidelines.

The Group’s ambition is to remain a strong investment 

grade company at the current rating level.

Funding

The main elements in the Group’s funding strategy,  

to support growth and secure a sound liquidity  

profile, are:

•  Secure long term commitments to support  

business strategy

•  Funding obtained from diversified sources  

ensuring access to funding in volatile times

•  Adequate liquidity reserve at all times to  

support financial flexibility.

At 31 December 2013, the Group’s gross interest-bearing 

debt totalled USD 15.7bn (USD 18.2bn) with net interest-

bearing debt of USD 11.6bn (USD 14.5bn). The net interest- 

bearing debt decreased by USD 2.8bn during 2013 due 

to strong development in the cash flow from operating 

activities and divestments. The debt leverage in the 

Group (net debt/EBITDA) remains within the historic 

range (0.5 – 2.0).

The average cost of funding was 4.0% (4.6%) and at  

31 December 2013 the average maturity of loan facilities 

was about five years (about five years). Amortisations in 

the coming five years are expected to be approximately 

USD 2.3bn per year (USD 2.6bn).

The Group raised USD 2.9bn in new financing in 2013 

(including new and refinancing of existing undrawn 

committed facilities) to support net investments of USD 

4.9bn (USD 5.8bn), amortisation on the debt portfolio of 

USD 2.5bn (USD 2.6bn) and net repayment of revolving 

credit facilities of USD 60m (USD 2.0bn).

Re-payment schedule for loan facilities
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The Group continues to optimise its funding position, 

specifically looking at opportunities to repay relatively 

expensive borrowings due to the Group’s strong liquidity 

position and improved access to the debt capital markets 

on the back of the credit ratings.

Liquidity reserve

At 31 December 2013, the liquidity reserve, defined as 

cash and bank balances and securities of USD 3.6bn 

(USD 2.2bn) and committed undrawn revolving credit 

facilities of USD 11.2bn (USD 11.0bn), was USD 14.8bn 

(USD 13.1bn). The increased level of the Group’s liquidity 

reserve was mainly caused by the strong operating cash 

flow of USD 8.9bn (USD 7.0bn) generated in 2013 partly 

driven by the execution of a working capital reduction 

programme. Dividend payment for the year was USD 

1.1bn (USD 945m).

During 2013 the Group signed new committed revolving 

credit facilities of USD 450m and extended committed 

revolving credit facilities maturing in 2014 of USD 1.2bn. 

The Group expects in 2014 to refinance its syndicated 

committed revolving credit facility of USD 6.75bn matur-

ing in September 2015.

Additionally, at 31 December 2013 the Group had financ-

ing commitments related to the newbuilding programme 

of USD 2.5bn and a number of overdraft facilities relating 

to the daily cash management operations.

The Group is committed to maintaining a conservative 

funding profile over the business cycle. As a consequence 

of the payment schedule of the investments and poten-

tial fluctuations in the Group’s cash flow, some volatility 

in the financial profile is expected. Based on the size of 

the committed loan facilities, including investment spe-

cific financing, the maturity of the loan facilities and the 

capital commitments, the Group’s funding and liquidity 

position is deemed satisfactory.

Dividend

Dividend is the Group’s primary distribution of capital  

to our shareholders. The nominal dividend has increased 

steadily over the last decade. The Group will continue to 

increase the nominal dividend as long as this is supported 

by an underlying earnings growth. 

Excess capital

The Group may have a stronger financial position than 

what is needed to fund the strategic development and 

retain financial flexibility over a longer period of time.  

In these periods, the Group will evaluate the need for 

capital and will consider how to manage excess capital. 

Net interest-bearing debt/EBITDA
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Invested capital and ROIC 
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The Group’s invested capital was USD 55bn at the end of 2013 and the 
return on invested capital after tax (ROIC) was 8.2%. The Group’s ambition is  
to achieve a ROIC above 10% over the cycle.

-3.5%

-4.3%

-8.2%

-10.4%

7.5%

7.6%

7.1%

4.6%2,335

10.3%

11.2%

6.1%

10.9%

4.2%

4.3%

4.3%

4.2%2,131

23.6%

24.4%

13.1%

-22.0%

0.4%

0.6%

1.0%

0.8%412

7.1%

6.4%

0.5%

10.8%

4.2%

3.2%

2.9%

2.7%1,363

-2.6%

3.2%

9.9%

5.8%

16.2%

15.9%

11.9%

12.6%6,403

2010

2011

2012

2013

2010

2011

2012

2013

2010

2011

2012

2013

2010

2011

2012

2013

2010

2011

2012

2013

DAMCO

Invested capital ratio

MAERSK TANKERS 

DAMCO 

SVITZER

OTHER BUSINESSES 

MAERSK SUPPLY SERVICE 

ROICInvested capital USD million

-25% 50%50% 00



APM Terminals
Tangier
Morocco

The terminal serves the West Mediterranean market, and it has  
high productivity and provides ideal access to regional markets.
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 DKK million USD million

 2013 2012 2013 2012

Revenue

Maersk Line

Maersk Oil

APM Terminals

Maersk Drilling

Maersk Supply Service

Maersk Tankers

Damco

Svitzer

Total reportable segments

Other businesses

Unallocated activities (Maersk Oil Trading)

Eliminations

Total

Profit/loss for the period

Maersk Line

Maersk Oil

APM Terminals

Maersk Drilling

Maersk Supply Service

Maersk Tankers

Damco

Svitzer

Total reportable segments

Other businesses

Unallocated activities 

Eliminations

Discontinued operations, after elimination

Total

Segment overview

147,184

51,364

24,341

11,077

5,222

9,132

18,049

4,671

271,040

7,407

2,476

-14,687

266,236

8,483

5,875

4,327

2,965

1,323

-1,781

-626

878

21,444

1,980

-4,343

-74

2,216

21,223

157,119

58,833

24,370

9,749

5,080

11,454

18,709

4,754

290,068

13,099

4,717

-21,131

286,753

2,671

14,164

4,065

2,012

765

-1,825

320

43

22,215

3,728

-4,204

9

1,649

23,397

26,196

9,142

4,332

1,972

930

1,625

3,212

831

48,240

1,318

441

-2,613

47,386

1,510

1,046

770

528

235

-317

-111

156

3,817

352

-773

-13

394

3,777

27,117

10,154

4,206

1,683

877

1,977

3,229

820

50,063

2,261

814

-3,647

49,491

461

2,444

701

347

132

-315

55

7

3,832

643

-726

4

285

4,038
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Maersk Line

Maersk Line improved its profit in 2013 by USD 1.0bn, delivering a profit of USD 1.5bn (USD 461m), 
despite increasing imbalance in supply and demand growth resulting in lower freight rates. The impro vement 
was driven by lower unit costs through the continuous focus on operational cost savings mainly from vessel 
network efficiencies, active capacity adjustments and improved vessel utilisation, and also supported by lower 
bunker price. 

• Profit of USD 1.5bn (USD 461m)

• ROIC of 7.4% (2.3%)

•  Average freight rate decreased by 7.2% to 2,674  

USD/FFE (2,881 USD/FFE)

•  Unit cost decreased by 10.6% to 2,731 USD/FFE  

(3,054 USD/FFE)

• Volumes increased 4.1% to 8.8m FFE (8.5m FFE)

•  Cash flow from operating activities USD 3.7bn 

 (USD 1.8bn)

•  Cash flow used for capital expenditure USD 1.6bn 

(USD 3.6bn).

FINANCIAL PERFORMANCE

Maersk Line followed its strategy to grow with the 

market and despite 7.2% lower average freight rates, 

profit improved to USD 1.5bn compared to USD 461m in 

2012. The improvement was driven by operational cost 

savings mainly from vessel network efficiencies and 

improved utilisation. The result improved the return 

on invested capital (ROIC) from 2.3% in 2012 to 7.4% in 

2013, however still below cost of capital.

Revenue decreased by 3.4% to USD 26.2bn, negatively 

impacted by a decrease of 7.2% in the average freight 

rate to 2,674 USD/FFE partly offset by a volume in-

crease of 4.1% to 8.8m FFE. To minimize the impact of 

the low and volatile freight rate environment Maersk 

Line continued to absorb capacity by active capacity  

adjustments throughout the year in the form of idling, 

slow steaming and blanked sailings. Recognised freight 

revenue was USD 23.7bn (USD 24.5bn) and other revenue 

was USD 2.5bn (USD 2.6bn).

Maersk Line USD million

Highlights 2013 2012

Revenue 26,196 27,117

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) 3,313 2,179

Depreciation, amortisation and impairment losses 1,780 1,678

Gain on sale of non-current assets, etc., net 38 23

Share of profit/loss in associated companies  -  1

Profit/loss before financial items (EBIT) 1,571 525

Tax 61 64

Net operating profit/loss after tax (NOPAT) 1,510 461

  

Cash flow from operating activities 3,732 1,793

Cash flow used for capital expenditure -1,607 -3,550

  

Invested capital 20,046 20,648

  

ROIC 7.4% 2.3%

  

Transported volumes (FFE in million) 8.8 8.5

Average rate (USD per FFE) 2,674 2,881

Unit cost (USD per FFE incl. VSA income) 2,731 3,054

Average fuel price (USD per tonne) 595 661

Corporate office Copenhagen, Denmark

Employees 32,900

Countries Worldwide

Vessels 584

CEO Søren Skou
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In line with strategy, Maersk Line maintained its market 

share for the full year with a volume increase of 4.1% 

compared to 2012. On the main Asia-Europe trades, the 

head haul volumes increased by 4% while backhaul vol-

umes increased by 3%, to overall growth of 3% compared 

to 2012. Volumes increased 2% on East-West trades,  

4% on North-South trades and 10% on Intra trades com-

pared to 2012. Average freight rates decreased on all 

trades with 6% decrease in average freight rates for Asia-

Europe trades.

Total cost per FFE decreased by 10.6% to 2,731 USD/FFE 

mainly driven by decreasing bunker consumption and 

operational cost savings. Maersk Line continued to utilise 

slow and equal steaming to reduce emissions and despite 

4.1% volume growth Maersk line reduced bunker con-

sumption by 12.1%. The bunker price was 9.9% lower in 

2013, but total bunker costs decreased by 21.0% to USD 

5.3bn compared to 2012.

As a result of Maersk Line’s strategy to grow with the 

market combined with cost leadership, Maersk Line 

managed to deliver a higher than expected EBIT mar-

gin gap to peers of around 7.5% point well above the 

ambition of 5% points EBIT margin above peer average 

(based on available Q3 2013 year to date data).

Revenue split

 3+ month contracts 44%

 1-3 month contracts 22%

 Spot 25%

  Demurrage, detention  
and other revenue 9%

2013, %

ATLANTIC

No. 6

No. 3

No. 3

No. 1

No. 1

No. 1

No. 3
No. 2

No. 2

LATIN
AMERICA

AFRICA WEST-
CENTRAL
ASIA

OCEANIA

INTRA
EUROPE

INTRA
ASIA

5%

16% 30% 18% 14%

12%

6%

22% 8%
PACIFICPACIFIC ASIA–EUROPE

MAERSK LINE CAPACITY DEPLOYED (TEU)

Capacity market share

The capacity market shares illustrate how much 
of the capacity in a market, Maersk Line deploys.

Market positionNo.

East–West

42%
North–South

8%
Intra

50%

Maersk Line capacity and capacity market shares

West-Central Asia is defined as import and  export to and from Middle East and India. 
Source Alphaliner as of end 2013.
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Cash flow from operating activities of USD 3.7bn was sig-

nificantly higher than 2012 driven by improvements in 

profitability and working capital. Cash flow used for capi-

tal expenditure of USD 1.6bn was primarily related to the 

Triple-E newbuildings and was significantly lower than 

2012 (USD 3.6bn), mainly due to decreased container in-

vestments leaving a positive free cash flow of USD 2.1bn 

(negative USD 1.8bn).

Maersk Line’s fleet increased by 0.2% to 2.6m TEU total 

capacity. The fleet consisted of 275 owned vessels (1.6m 

TEU) and 299 chartered vessels (1.0m TEU) by the end 

of 2013. The owned fleet was increased by delivery of 

four Triple-E container vessels, five vessels designed for 

growth markets in Africa and Latin America trades and 

purchase of an already chartered vessel. To optimise 

network costs Maersk Line has in Q4 2013 entered an 

agreement to terminate 14 finance leased vessels. Five 

vessels (20,000 TEU) have been redelivered to owners 

in Q4 2013 and nine vessels (36,000 TEU) will be rede-

livered in Q1 2014. The chartered fleet was reduced by 

27 vessels compared to 2012 and the chartered fleet 

declined by 8.5% to 1.0m TEU capacity. Idle capacity 

at the end of 2013 was 47,000 TEU (nine vessels) and 

corresponds to around 6% of total idle capacity in the 

market. Maersk Line owns five and charters five multi-

purpose vessels.

16 Triple-E vessels suited for the Asia-Europe trade 

with a capacity of 288,000 TEU are on order for delivery 

during 2014-2015. No newbuilding orders were placed 

during 2013.

STRATEGIC FOCUS

Global container demand growth is forecasted to remain 

modest at 4-5% range in 2014. The challenging demand 

side is coupled with a significant amount of new tonnage 

being delivered corresponding to a capacity increase of  

9.8% or 1.7m TEU. Thus, without significant capacity ad-

justments, the container shipping market is most likely 

expected to see a continued downward pressure on 

freight rates in 2014.

Maersk Line will continue to grow with the market, and 

to improve cost leadership and commercial excellence 

to maintain an EBIT margin of at least 5% points above 

peer average with a long term objective to deliver stable 

returns above cost of capital.

In June, Maersk Line, MSC and CMA CGM agreed in 

principle to establish a long term operational alliance 

on East–West trades, called the P3 Network. While the 

P3 Network vessels will be operated independently by 

a joint vessel operating centre (Network Centre), the 

three lines will continue to have fully independent sales, 

Terminal cost: Cost related to terminal operation such as moving the containers (mainly load/-
discharge of containers), container storage at terminal, stuffing (loading) and stripping (unloading)  
of container content, power for reefer units, etc.

Inland transportation: Cost related to transport of containers inland both by rail and truck. 

Containers and other equipment: Cost related to repair and maintenance, third party lease  
cost and depreciation for owned containers.

Vessel costs: Cost related to port and canal fees (Suez and Panama), running cost including lubricants 
and crewing of owned vessels, depreciation of owned vessels, time charter of leased vessels, cost of 
slot (capacity) purchases and vessel sharing agreements (VSA) with partners.

Bunker: Cost related to fuel consumption.

Administration and other costs: Cost related to own and third party agents in countries, liner operation 
centres, vessel owning companies, onshore crew and ship management, service centres and head-
quarters. Administration cost types such as staff, office, travel, training, consultancy, IT, legal and audit, 
etc. Other cost covering currency cash flow hedge, cargo and commercial claims, and bad debt provision.

Cost split

 Terminal costs 26%

 Inland transportation 11%

  Containers and  
other equipment 5%

 Vessel costs 27%

 Bunker 21%

  Administration and  
other costs 10%

2013, %

Distribution of total EBIT cost adjusted for gains/losses and associated companies.
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marketing and customer service functions. With the 

continued delivery of Triple-E vessels the implementa-

tion of the P3 Network is a strategic focus for 2014 to 

improve East-West profitability after initial phase-in 

costs.

The P3 Parties have carefully reviewed the applicable 

laws and are cooperating closely with competition and 

maritime authorities worldwide to provide the informa- 

tion required to obtain regulatory approval. The Network 

Centre and joint fleet operation intend to start operations 

mid-2014 pending regulatory approval. P3 represents 

a unique opportunity to make the P3 parties’ container 

liner shipping more efficient in several ways: It will 

improve service quality for customers and provide for 

significantly reduced fuel consumption together with 

cost reductions and delivering extensive environmental 

benefits.

To better serve the large and growing market of intra-

America, Maersk Line has decided to establish a new 

and dedicated carrier, SeaLand, with an aim to grow 

existing Maersk Line intra-Americas business. SeaLand 

will gain additional flexibility in operations to provide 

customers with a better service and get a stronger 

market position. SeaLand will commence operations  

on 1 January 2015.

INITIATIVES IN 2013

To improve the competitiveness of Maersk Line, five 

key focus areas were defined for 2013. Overall, Maersk 

Line is on track with these focus areas and they have 

successfully supported the improved financial perfor-

mance. 

The reefer rate restructuring initiative has been suc-

cessful in getting reefer rates up, but at the expense 

of volume, especially on the East-West trades. Overall 

freight rates have been under pressure and volatile, 

especially on the Asia-Europe trade, and the rates and 

contracting initiative has proven important to limit the 

decline in freight rates. The network cost initiative and 

total unit cost initiative delivered significant results 

and total cost reductions are ahead of plan, especially 

due to a more cost-effective and better utilised vessel 

network. Through the volume and market share initia-

tive Maersk Line managed to keep its market share on 

par with the level of 2012.

MARKET DEVELOPMENT

The global market for container demand grew around 

3.5% in 2013 compared to 2012. While the global con-

tainer market grew only 1-2% in Q1 2013 compared 

to Q1 2012, demand growth steadily improved during 

the rest of the year ending at around 4% growth in Q4. 

Above all, westbound Asia-Europe container demand 

improved during 2013 with volumes 7-8% higher in H2 

2013 compared to the same period in 2012. 

Unit costs

(USD/FFE)
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2010 2011 2012 2013

2,873

3,108
3,054

2,731

EBIT unit cost adjusted for gains/losses, associated companies, restructuring cost and 
including VSA income.

Bunker consumption 
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For the full year 2013, the total Asia-Europe trade in-

creased 5%, while volumes on the transpacific trade 

grew 2%. 

Container trade was also affected by the fact that a range 

of emerging countries’ foreign exchange rates lost value 

against the US dollar in 2013, leading to more expensive 

imports for these countries while exports became more 

price-competitive.

Above all, imports to South Africa from Asia and North 

America struggled on that account and container de- 

mand declined slightly. Container imports to West Africa, 

on the other hand, increased in particular imports from  

Asia and Middle East were strong. In Latin America, con- 

tainer market activity was weaker than normal as South- 

bound trades from Europe and North America was af-

fected by the weak economic growth in Argentina, Brazil 

and Mexico.

The nominal increase in capacity from deliveries of new 

container vessels was 8.4% in 2013. Even though the in-

dustry managed to reduce the effective capacity growth 

through slow steaming and scrappings it was not quite 

enough to balance it with the modest overall head-haul 

demand growth and deteriorations of the global supply/

demand balance. Moreover, the equivalents of 1.9m TEU 

new container vessels were ordered during 2013 leading 

to an increase of the container vessel orderbook in Q3 

and Q4 for the first time since Q2 2011. 

Global container freight rates followed a declining trend 

in 2013 reflecting the challenging supply/demand devel-

opment. 

OUR EMPLOYEES

Teamwork, focus and simplicity were re-emphasised in 

January 2013 as behaviours that Maersk Line needs to 

amplify in order to succeed in delivering financial perfor-

mance improvements and a longer-term transformation 

of Maersk Line into a sustainable value creating top quar-

tile performer.

In supporting the strategy, Human Resources’ focus is 

on embedding the above three cultural amplifiers in the 

business and daily work. Human Resources will act as a 

lever for Maersk Line’s transformation by developing an 

engaged, capable and high-performing workforce driv-

ing the business objectives. 

INNOVATION

Maersk Line continues to invest in innovation focused 

on safety, cost effectiveness, delivering better services 

and environmental improvements. The ECO Retrofit 

Technology Programme has assisted to improve the 

vessel efficiency with short pay-back periods of 1-2 

years. Retrofit initiative examples include:

•  Optimised hydrodynamics through changing bulbous 

bow optimised for the actual operational performance

•  Elevation of navigation bridge to increase the carrying 

capacity

•  Installation of economisers on auxiliary engines for 

utilisation of waste heat

•  Installation of frequency control of large pumps and 

ventilators.

Additionally, Maersk Line continues to work with key 

suppliers to develop innovative solutions to further re-

duce fuel costs, increase fuel flexibility and cost effective 

compliance.

SUSTAINABILITY

Maersk Line facilitates global trade at continuously 

lower CO2 footprint. The average CO2 emission per con-

tainer-kilometre has been cut by more than one third 

(34%) since 2007, and Maersk Line is well underway to 

achieving a 40% CO2 reduction target by 2020. In 2013, 

CO2 emissions per container-kilometre dropped by 

12% compared to 2012, which is directly related to the 

consistent efforts to reduce fuel costs. Main initiatives 

driving the improved CO2 performance were: network 

and speed optimisation; technical upgrading of vessels; 

change of behaviour and the deployment of new and 

more efficient vessels, such as the Triple-E vessels.

Maersk Line experienced increased attention to sus-

tainability performance from customers. In 2013, large 

customers representing around 19% of transported vol-

umes have requested tailored sustainability information 

as part of their business relationship with Maersk Line.

Maersk Line’s air pollutants such as sulphur oxides 

(SOx) and nitrous oxides (NOx) have also been reduced 

mainly due to less consumed fuel. From 2015, the per-

mitted sulphur content in fuel will be lowered to 0.10% 

in so-called Emission Control Areas in North Europe and 

North America. Maersk Line plans to comply by switch-

ing to cleaner fuels while alternative technical solutions 

have proven unviable. 
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A stable and reliable supply chain is very important to 

Maersk Line. In 2013, Maersk Line continued the efforts 

to enrol suppliers in Maersk’s Responsible Procurement 

Programme. 

Maersk Line accepts no forms of corruption in conduct-

ing business. Controlling facilitation payments are high 

on the agenda and remain a great challenge in many 

parts of the world. In 2013, Maersk Line has focused the 

anti-corruption efforts on training of employees as well 

as reporting of incidents. 

SAFETY PERFORMANCE

The lost time injury frequency (LTIF) for 2013 was 0.71 

(0.76) per million working hours. 

Fleet 2013 2012 2013 2012

Own container vessels 

0 – 2,999 TEU

3,000 – 4,699 TEU

4,700 – 7,999 TEU

8,000 TEU

Total

Chartered container vessels

0 – 2,999 TEU

3,000 – 4,699 TEU

4,700 – 7,999 TEU

8,000 TEU

Total

Own and chartered container vessels

Own and chartered multi purpose vessels

Newbuilding programme (own vessels)

3,000 – 4,699 TEU

4,700 – 7,999 TEU

8,000 TEU

Container vessels total

 TEU Number of vessels

Fleet overview

57

98

41

74

270

220

29

46

31

326

596

12

2

3

20

25

58

95

41

81

275

214

13

43

29

299

574

10

-

-

16

16

103,805

403,042

268,732

704,050

1,479,629

425,852

120,525

276,998

321,673

1,145,048

2,624,677

-

9,000

26,100

360,000

395,100

105,432

393,277

268,696

815,609

1,583,014

413,755

52,392

272,959

308,726

1,047,832

2,630,846

-

-

-

288,000

288,000
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Maersk Oil

 
 
Maersk Oil’s key focus has been safe operations, exploration and progressing major projects towards 
production start, including Al Shaheen in Qatar, Chissonga in Angola, Johan Sverdrup in Norway, and Culzean 
in the UK. The reinstatement of the Gryphon FPSO, UK and the continued ramp up of El Merk, Algeria returned 
Maersk Oil’s entitlement production to growth from late 2013.

•  Profit of USD 1.0bn (USD 2.4bn). The 2012 profit inclu-

ded one-off income of USD 1bn from settlement of an 

Algerian tax dispute and a divestment gain in Brazil

•  ROIC of 16.2% (35.7%)

•  Entitlement production declined by 9% to 235,000 

boepd (257,000 boepd); however production has  

been increasing from late 2013

•  Average oil price was USD 109 per barrel (USD 112 

per barrel)

•  Exploration costs were USD 1.1bn (USD 1.1bn)

•  Cash flow from operating activities was USD 3.2bn 

(USD 3.9bn)

•  Cash flow used for capital expenditure was  

USD 1.8bn (USD 2.0bn).

FINANCIAL PERFORMANCE

Maersk Oil’s profit was USD 1.0bn (USD 2.4bn) and the 

return on invested capital (ROIC) was 16.2% (35.7%). 

The result was USD 1.4bn lower than 2012 where one-

off gains from tax income of USD 899m in Algeria and a 

USD 91m divestment gain in Brazil positively affected 

the result. 

A lower average oil price of USD 109 per barrel (USD 

112 per barrel) and lower entitlement production 235,000 

boepd (257,000 boepd) negatively impacted the result. 

However, the entitlement production returned to growth 

from late 2013 mainly due to reinstatement of the 

Gryphon FPSO, UK and the ramp up of production from 

the El Merk fields, Algeria.

Corporate office Copenhagen, Denmark

Employees 4,100

Platforms / FPSOs 77 / 3

Entitlement share of production 235,000

CEO Jakob Thomasen

Maersk Oil USD million

Highlights 2013 2012

Revenue 9,142 10,154

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) 5,760 7,156

Depreciation, amortisation and impairment losses 1,668 1,895

Gain on sale of non-current assets, etc., net  -  109

Share of profit/loss in associated companies -42 -42

Profit/loss before financial items (EBIT) 4,050 5,328

Tax 3,004 2,884

Net operating profit/loss after tax (NOPAT) 1,046 2,444

  

Cash flow from operating activities 3,246 3,857

Cash flow used for capital expenditure -1,800 -1,959

  

Invested capital 6,478 6,920

  

ROIC 16.2% 35.7%

  

Exploration costs 1,149 1,088

Average share of oil and gas production  

(thousand barrels of oil equivalent per day) 235 257

Average crude oil price (Brent) (USD per barrel) 109 112
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Exploration and production are global activities for Maersk Oil. The target is to have a diverse and promising project pipeline and opportunities 
are found throughout the globe. From the Arctic waters of Greenland where projects are in early exploration stages with seismic surveys to 
appraisal drilling in the North Sea on the Johan Sverdrup discovery and to production in the El Merk desert of Algeria. 

From early evaluation of many prospects to drilled discoveries of carefully selected targets and through the evaluation and engineering 
phases prior to production lie thousands of man hours and a timespan easily reaching a decade.

1 Maersk Oil, in agreement with the partners, decided to relinquish the Elly-Luke project in 2013.
2 The Cubal discovery made in the second half of 2013 has now been included in the field development plan for Chissonga.

Maersk Oil major projects with entitlement production level 

KAZAKHSTANDENMARK

GREENLAND UK
NORWAY

USA

BRAZIL

Al Shaheen FDP 2012
First oil: 2013

Golden Eagle
First oil: End 2014

Culzean
First oil: 2019

Flyndre-Cawdor
First oil: 2016

Jack I
First oil: End 2014 

QATAR
IRAQ

ALGERIA

ANGOLA

Johan Sverdrup
First oil: 2019

Tyra SE
First oil: 2015

Chissonga
First oil: 2017–2018

Dunga Phase II
First oil: 2012

Initiate &
Discoveries

Prospects

Resource type Estimate of net resources

Assess Select De�ne Execute Assets

Total number of 
projects per phase80 12 37 23 16 18

EXPLORE PROJECT PIPELINE (SELECTED PROJECTS) RAMPING-UP

Johan Sverdrup

FDP 2012

Culzean

Chissonga2

Jack II
Jack I

Wahoo

Itaipu Flyndre & 
Cawdor

Elly-
Luke1

Adda Tyra
L Cret

El Merk

Dunga Phase II

Golden Eagle

Courageous

Zidane

Jackdaw Tyra SE

Buckskin

Primarily oil
Discoveries and prospects >100 mmboe 50–100 mmboe <50 mmboe

stage gate passages 
since January 1, 2013Primarily gas

Farsund

Ockley

Quad 9
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STRATEGIC FOCUS

Maersk Oil remains focused on building and managing

the portfolio in line with entitlement production growth

targets and double-digit returns on investment through 

to the end of the decade. In the short to mid-term this 

will be achieved by delivering on a number of projects. 

Longer term, sustainable production will also be achieved 

through maturing exploration prospects and through dis-

coveries to production; this process typically takes longer 

than five years. In general, Maersk Oil aims at investing 

in areas where it can add value through experience in 

extracting oil and gas from tight reservoirs such as chalk 

or with high pressure/high temperature conditions or  

in deep water.

In 2014, particular focus will be to continue to mature 

the substantial number of development projects that 

are being executed currently or being progressed to-

wards approval.

With current development plans and exploration activi-

ties, Maersk Oil has planned annual development capi-

tal expenditure in the range of USD 3-5bn against USD 

1-3bn in recent years, in order to build the portfolio.

INITIATIVES IN 2013

Maersk Oil has exploration and production activities in 

11 countries with producing assets in six of these.

The return of the Gryphon FPSO, UK to full production 

and the continued ramp up of El Merk in Algeria reversed 

the decline in Maersk Oil’s entitlement from late 2013.

Work progresses according to plan towards production 

start-up in late 2014 on Golden Eagle, UK and the Jack 

field, US Gulf of Mexico. In Qatar the first well has been 

drilled as part of the latest Al Shaheen Field Development 

Plan, FDP2012, and in Denmark, the Tyra South East de-

velopment plan was approved.

Development plans for Chissonga, Angola and the com-

bined Flyndre/Cawdor project, UK were submitted to 

authorities for approval. 25 exploration/appraisal wells 

were completed, including two successful Cubal wells 

in Angola and six successful appraisal wells at Johan 

Sverdrup in Norway. The other 17 wells were under 

evaluation or assessed not to be commercially viable by 

the end of 2013 which was a result below expectation.

Maersk Oil increased its focus in the Kurdistan region of 

Iraq, where a 5-well exploration work programme was 

ongoing by the end of 2013 in the Sarsang licence area. 

In addition, acquisition of two new licence areas in the 

Piramagrun and Qala Dze blocks was approved by the 

local authorities.

RESERVES AND RESOURCES

Maersk Oil’s reserves and resources are estimated ac-

cording to international standards (Society of Petroleum 

Engineers’ Petroleum Resources Management System) 

and the reserves are independently audited. The yearly 

update of Maersk Oil’s reserves and resources as per 

end of 2012 showed entitlement reserves and resources 

(2P+2C) of 1.36bn barrels of oil equivalent (1.38bn boe) 

including proved and probable (2P) reserves of 0.62bn 

barrels of oil equivalent (0.59bn boe). 2013 reserves and 

resources numbers will be released together with the 

financial results for Q1 2014.

PRODUCTION

Entitlement production in 2013 was 235,000 boepd 

(257,000 boepd). The lower production was mainly due 

to natural production decline in the maturing fields 

across the portfolio and the entry of the Danish state-

owned North Sea Fund as partner with 20% interest 

in the Danish Underground Consortium in mid-2012. 

Although the 9% decline was slightly higher than ex-

pected, the reinstatement of the Gryphon FPSO, UK and 

the continued ramp up of El Merk, Algeria returned the 

entitlement production to growth from late 2013.

Daily entitlement production in Qatar was 99,000 boepd 

(103,000 boepd). The reduction was due to lower cost 

recovery and in line with expectations.

Entitlement production in Denmark was 70,000 boepd 

(91,000 boepd). The reduction was mainly caused by the 

natural decline in production from mature fields and 

the entry of the Danish state-owned North Sea Fund 

as partner. In addition, the entitlement production was 

impacted by a planned shut-down for reconfiguration 

of the Tyra asset to allow higher gas production to com-

mence at the end of 2013.

In the UK, entitlement production was 30,000 boepd 

(28,000 boepd) positively affected by the reinstatement 

of the Gryphon FPSO in mid-2013.
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Algeria experienced an upward trend in the entitlement 

oil production reaching 28,000 boepd (27,000 boepd) 

from ramp up of the El Merk Fields in the second half of 

the year, offset by the decline in production from mature 

assets.

In Kazakhstan and Brazil the levels of entitlement pro-

duction from 2012 of 3,000 and 5,000 boepd respectively 

were maintained in 2013.

DEVELOPMENT

The key focus for Maersk Oil is to deliver the development 

projects that are being executed or being progressed to-

wards approval. These include major projects such as Al 

Shaheen in Qatar, Chissonga in Angola, Johan Sverdrup 

in Norway, El Merk in Algeria and Culzean in the UK.

The USD 1.5bn Al Shaheen FDP2012 development plan 

in Qatar was initiated and the first of 51 planned wells 

has been completed. The project continued according to 

plan and preparations for the next major development 

step is progressing with Qatar Petroleum.

In Angola, the Chissonga field development plan was sub-

mitted to the authorities in Q3 2013. The adjacent Cubal 

discovery in 2013 was included in the development plan 

to be developed as part of the overall Chissonga project.

The concept for first phase of the Johan Sverdrup devel-

opment in Norway was selected in February 2014. First 

oil is expected in late 2019, initially with a capacity of 

315,000 boepd and a later plateau production estimated 

at 550,000-650,000 boepd. Maersk Oil holds 20% interest 

in Licence PL501, one of the three licences encompassing 

the Johan Sverdrup discovery.

El Merk, Algeria commenced production in 2013 with all 

four of the fields on-line by the end of the year. Maersk 

Oil’s entitlement of the production reached 15,000 boepd 

by the end of 2013.

The Culzean gas project, UK, was progressed towards 

submission of a development plan in 2015. The Golden 

Eagle Area Development project also in the UK contin-

ued to progress on budget and on schedule for first oil 

by end 2014. The combined Flyndre / Cawdor project, 

UK was submitted to authorities for approval.

In the US Gulf of Mexico, work continued according to 

plan to commence production from the first develop-

ment stage in the Jack deepwater field by the end of 

2014. A second stage is planned for later production 

start-up.

The Dunga Phase II project in Kazakhstan is progress-

ing with 72 wells out of 198 planned wells completed 

with gradual ramp up of production expected over the 

next four years.

EXPLORATION

In 2013, 25 (23) exploration/appraisal wells were com-

pleted in Angola, Brazil, Denmark, Iraq (Kurdistan), 

Norway, Qatar, UK and the US. The wells included two 

successful Cubal wells in Angola and six successful ap-

praisal wells at Johan Sverdrup in Norway. The explo-

ration drilling result for the year was below expectation 

as 15 of the other wells were assessed not to be com-

mercially viable. Further, the Itaipu and Wahoo fields 

in Brazil, acquired in 2012 with significant intangible 

assets of USD 2.3bn, were still under evaluation by the 

end of 2013.

Exploration, number of wells drilled 
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Maersk Oil
Dunga field
Kazakhstan

More than 70 out of the 198 wells were drilled by end 2013 on the Dunga field development  
at Maersk Oil’s onshore production in Kazakhstan. The oil field is Maersk Oil’s only operated  
onshore acreage and is located close to the Caspian Sea on the Kazakh Steppe.

In Kurdistan, Maersk Oil has increased its activities. In 

the Sarsang licence, a 5-well exploration programme 

is ongoing with expected completion in 2014. Further-

more, in late 2013 Maersk Oil acquired a 40% interest in 

the Piramagrun and Qala Dze licences with exploration 

drilling ongoing at end of 2013.

In the US Gulf of Mexico, exploration drilling on the 

Oceanographer prospect and appraisal drilling on the 

Buckskin discovery were ongoing by end of 2013.
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OUR EMPLOYEES

In the increasing complexity of the upstream oil indus-

try, Maersk Oil benefits from its demographic profile 

with a healthy blend of juniors, mid-careers and experi-

enced technical professionals. This constitutes a strong 

base to address common industry challenges such as 

timely delivery of major projects, development of local 

leaders, and talent attraction and retention.

Alumni from MITAS (Maersk International Technology 

and Science Programme) have reached critical mass 

and play an important role in delivering synergies be-

tween disciplines, functions and geographies.

The development of local leaders demands constant 

focus and understanding of local culture and motiva-

tion. For example Maersk Oil in Kazakhstan today has 

76% Kazakhs in leadership positions. Similarly a newly 

launched “Qatarisation” strategy will accelerate the de-

velopment of Qatari leaders. The coming year, a specific 

project manager development programme will further 

support the project delivery performance.

All the initiatives are being supported by global pro-

cesses regarding talent identification, monitoring and 

development, and mapping against critical positions.

INNOVATION

In early 2013, Maersk Oil (on behalf of the Danish Under-

ground Consortium) entered into an agreement with the  

Danish Government to establish a new research and tech- 

nology centre at the Technical University of Denmark. The 

new centre, named the Danish Hydrocarbon Research 

& Technology Centre, is planned to employ close to 100 

researchers, focused on developing technical solutions 

which can increase the recovery of oil and gas from the  

Danish North Sea. The agreement runs for 10 years with  

a total budget of DKK 1bn. The inauguration of the center 

will take place mid-2014.

In late 2013, Maersk Oil also entered into an agreement 

with the Nano-Science Center at University of Copenhagen 

and Højteknologi Fonden. A jointly financed project aims 

to develop new methods to obtain detailed information on 

the oil and gas reservoirs through micro-particles recov-

ered during well-drilling. If successful, the methods will 

allow Maersk Oil to obtain significant cost savings during 

the appraisal phase of discoveries, while at the same time 

acquiring more and better data than currently possible.

Maersk Oil is pursuing a strategy of protecting inventions 

and was in 2013 granted patents for six of these. The 

Company now holds patents for 19 inventions in total 

and has applications pending for 62 more. 

SUSTAINABILITY

For the past three years, Maersk Oil has carried out a 

culture change programme involving global training, 

leadership responsibility, employee engagement and 

safety awareness.

Maersk Oil has processes in place to prevent oil spills. 

Should an oil spill, however occur, an effective response 

plan is in place. The plans specify requirements in areas 

such as well control, containment, mechanical recovery, 

dispersant application and response personnel. In 2013,  

Maersk Oil experienced two onshore oil spills of substance 

in Kazakhstan; however, both were contained with mini-

mal environmental impact.

Social investments are supported for example through 

building a health clinic in Kazakhstan, diabetes initia-

tives in Qatar and the drilling of water wells and spon-

soring of agricultural projects in Angola.

SAFETY PERFORMANCE

Maersk Oil experienced no fatalities and had 22 lost 

time injuries in 2013, underlining the relevance of the 

constant high focus on safety performance.

The lost time incidents frequency (LTIF) for 2013 was 

0.89 (0.75) per million working hours.

A continued focus on safety culture and behaviours 

is ongoing to embed lessons learned and address root 

causes from incidents across the organisation. Maersk 

Oil also undertook a detailed analysis of high potential 

incidents from the last two years and process safety 

integrity reviews conducted in the operated units. The 

learnings will be used to drive improvements in, for ex-

ample, asset integrity and reliability, organisation and 

documentation, risk management and the identification 

and understanding of root causes. Action plans to ad-

dress the high priority actions across Maersk Oil’s busi-

ness have been prepared and will be a priority focus in 

2014-2015.
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APM Terminals

 
APM Terminals delivered an increase in profit. The expansion into high growth markets continued,  
exemplified by projects in Mexico, Peru, Brazil, Ivory Coast, Nigeria, Russia and China. APM Terminals continued 
to work on developing attractive customer propositions as well as driving continuous improvement in  
operational efficiency.

•  Profit of USD 770m (USD 701m)

• ROIC was 13.5% (15.2%)

•  Cost savings programme delivered reductions  

of more than USD 100m

•  Number of containers handled increased by 3%  

to 36.3m TEU (35.4m TEU), boosted by additions  

to the portfolio

•  New terminal projects were secured in Izmir,  

Turkey and Abidjan, Ivory Coast

•  Global Ports Investments PLC (in which APM  

Terminals holds a co-controlling stake) acquired  

NCC Group Limited, a competing terminal operator  

in the Russian Baltic region

•  The jointly owned Brasil Terminal Portuario in  

Santos, Brazil commenced operations

•  Cash flow from operating activities was USD 923m 

(USD 910m)

•  Cash flow used for capital expenditure was USD 

841m (USD 1.3bn).

FINANCIAL PERFORMANCE

APM Terminals delivered an increased profit of USD 

770m (USD 701m) and a return on invested capital of 

13.5% (15.2%), reflecting improved underlying perfor-

mance but also a higher asset base due to the continued 

high investment level.

The number of containers handled by APM Terminals 

(weighted with APM Terminals’ ownership interest) 

increased by 3% compared to 2012. Volumes from cus-

tomers outside the Group grew by 7%.

Corporate office The Hague, The Netherlands

Employees 20,300

Countries 68

Terminal operations 65

Inland operations 166

CEO Kim Fejfer

APM Terminals USD million

Highlights 2013 2012

Revenue 4,332 4,206

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) 892 871

Depreciation, amortisation and impairment losses 297 283

Gain on sale of non-current assets, etc., net 70 117

Share of profit/loss in joint ventures 93 100

Share of profit/loss in associated companies 68 59

Profit/loss before financial items (EBIT) 826 864

Tax 56 163

Net operating profit/loss after tax (NOPAT) 770 701

  

Cash flow from operating activities 923 910

Cash flow used for capital expenditure -841 -1,297

  

Invested capital 6,177 5,495

  

ROIC 13.5% 15.2%

  

Containers handled (measured in million TEU  

and weighted with ownership share) 36.3 35.4
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Total revenue increased by 3% due to higher volume 

and increased construction revenue on behalf of cer-

tain concession grantors. Excluding construction rev-

enue, port revenue grew broadly in line with volume 

growth. Inland revenue was impacted by the divest-

ments of the Maersk Equipment Service Company Inc., 

USA (MESC) in 2012, and Bridge Terminal Transport 

Inc., USA in 2013.

Operations in emerging markets faced inflationary cost 

pressures. However, excluding the construction rev-

enue, the EBITDA margin improved by 0.6%. This was 

mainly due to a cost savings programme which deliv-

ered cost reductions of more than USD 100m primarily 

through operational efficiencies and retendering of sev-

eral supplier contracts.

2013

 Port 3,210m

 Inland 883m

 Construction 239m

USD 
4,332m

Revenue split

 Port 3,149m

 Inland 970m

 Construction 87m

2012

USD 
4,206m

APM Terminals’ operations and new projects

EUROPE
 11 operational terminals

  3 upgrade or extension 
 projects

 3 new terminal projects:
  —  Rotterdam Maasvlakte II,  

The Netherlands (2014)
 — Izmir, Turkey (2015)
 — Vado, Italy (2016)

AFRICA–MIDDLE EAST
 15 operational terminals

  6 upgrade or expansion  
projects

  1 new terminal project:  
— Abidjan, Ivory Coast  
(2018)

ASIA–PACIFIC
 17 operational terminals

  3 upgrade or expansion 
projects

 1 new terminal project:
 — Ningbo, China (2015)

LATIN AMERICA
  5 operational terminals

  4 upgrade or extension 
projects

  2 new terminal projects:
 —  Lazaro Cardenas, Mexico 

(2015)
 — Moin, Costa Rica (2016)

NORTH AMERICA
 9 operational terminals

RUSSIA–BALTICS
 8 operational terminals
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APM Terminals
Maasvlakte II
Rotterdam, The Netherlands

APM Terminals is building the terminal of the future in Rotterdam. Opening in 2014,  
the facility will be the first fully automated container terminal in the world with zero emissions  
from container handling equipment and capable of handling the largest ships in the world.

Pre-tax gains of USD 70m were partly achieved through 

the divestment of 70% of Brigantine Group in Hong 

Kong, China.

Tax at USD 56m was USD 107m lower than in 2012. The 

charge in 2012 was high due to exceptional items such 

as tax on divestment gains.

The invested capital increased to USD 6.2bn (USD 5.5bn) 

reflecting the continued high investment level in APM 

Terminals, including the development of new terminals 

in Santos, Brazil, and Maasvlakte II, the Netherlands as 

well as various expansion projects. In total more than 

3m TEUs of additional container handling capacity was 

added to the APM Terminals network in 2013 (more than 

1.3m TEUs at APM Terminals’ equity share).

STRATEGIC FOCUS

For APM Terminals the strategic focus is unchanged 

with the aim to become the leading port and inland op-

erator in the world by 2016. APM Terminals will secure 

this position by serving the global shipping lines and 
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cargo owners in long term partnerships through safe 

and excellent operations and by actively managing the 

portfolio and developing port infrastructure and inland 

services in high growth markets.

APM Terminals is actively pursuing an investment strat-

egy with focus on growth markets. 41 out of 65 container 

terminals operate in growth markets and in 2013 more 

than 80% of EBITDA was generated in these markets.

The expected market growth rate for 2014 is 4-5%. APM 

Terminals aims for above market volume growth rates, 

supported by new additions to the portfolio and various 

commercial drives.

INITIATIVES IN 2013

APM Terminals continued to work on developing attrac-

tive customer propositions. Volumes from 3rd party cus-

tomers reached 50% of the total in 2013 (48%). 

The higher productivity achieved in 2012 was main-

tained throughout 2013. A further improvement is 

targeted for 2014.

APM Terminals remains committed to driving continuous 

improvement in operational efficiency. A recent study 

on global port and terminal productivity released by the 

US-based Journal of Commerce Group, and based on data 

from the first half of 2013, has named five facilities from 

the APM Terminals Global Terminal Network among the 

world’s 10 most productive container terminals.

MARKET DEVELOPMENT

The global container terminal market measured in TEU 

increased by 3% during 2013 (Drewry).

The shipping industry is trending towards more global 

alliances and larger vessels, with an associated cascad-

ing of bigger vessels down the shipping lanes. Port opera-

tors can expect to handle fewer but larger calls, placing 

additional demands on port infrastructure. APM Termi-

nals is well placed to take advantage of these develop-

ments in the market.

PORTFOLIO

APM Terminals and Turkey-based Petkim entered into 

an agreement to build and operate Aegean Gateway 

Terminal, Izmir – one of Turkey’s largest container and 

general cargo terminals. Operations are expected to start 

in summer 2015. The initial investment for the container 

terminal is approximately USD 400m. APM Terminals 

will have the right to operate the port for a period of 28 

years which may be extended. The terminal will be capa-

ble of handling vessels with capacity over 10,000 TEU.

Global Ports, the leading operator of container termi-

nals in Russia and in which APM Terminals holds a co-

controlling share, completed an agreement to acquire a 

competing operator, NCC Group Limited. The transaction 

has diluted APM Terminals’ ownership share to 30.75% 

in the combined entity. The enlarged Global Ports will 

operate seven container terminals, with a total marine 

container handling capacity of approximately 4m TEU’s, 

located both around the Baltic Sea and the Russian Far 

East. Global Ports is now the largest container terminal 

operator in Russia.

The jointly owned Brasil Terminal Portuario in Santos, 

Brazil commenced operations during Q3 2013. This was 

eight months later than expected due to delays in get-

ting the necessary permits issued. Operations are in a 

APM Terminals Number of  Number of Average    
 terminals new terminal remaining                                   Equity weighted crane lifts in million TEU 
  projects concession    
   length in years 2013 2012 Change

Americas 14 2 17 7.0 7.2 -3%

Europe, Russia and Baltics 19 3 30 10.8 10.2 7%

Asia 17 1 26 10.9 10.8 1%

Africa and Middle East 15 1 19 7.6 7.2 5%

Total 65 7 24 36.3 35.4 3%

Portfolio



42 A.P. Moller - Maersk  Group Annual Report 2013      Businesses

ramp up phase. The facility is equipped with eight Ship-

to-Shore cranes operating over 1,100 meters of quay.

APM Terminals opened the 600 metres re-constructed 

quay in Monrovia, Liberia. The re-construction was 

completed on time and within budget.

APM Terminals divested 70% of the Brigantine Group 

in Hong Kong, China at the end of the year. 

OUR EMPLOYEES

To maintain a position as an attractive employer to the 

existing global workforce as well as to future employees, 

APM Terminals continued in 2013 to focus on diversity 

by enhancing the inclusive work environment, develop-

ing and leveraging female talent, and strengthening the 

leadership pipeline in growth markets. APM Terminals 

has incorporated “Diversity & Inclusion” in both the cur-

riculum and selection processes for all of the leadership 

development programmes.

To stay ahead in a very dynamic business environment, 

APM Terminals is ensuring a constant learning environ-

ment for all employees. To further strengthen the capa-

bilities of leaders, APM Terminals launched several lead- 

ership programmes with a focus on enhancing leader-

ship capabilities at all levels of the organisation.

INNOVATION

When Maasvlakte II in Rotterdam, The Netherlands 

opens end 2014, it will be the most automated terminal in 

the world. However, many of the systems and technolo-

gies being implemented in this terminal will also be uti-

lised at APM Terminals’ new project at Lazaro Cardenas, 

Mexico. This is scheduled to open in mid-2015, and will be 

the first automated container terminal in Latin America.

Lazaro Cardenas will feature fully automated electric 

yard stacking cranes and shuttle carriers will be used for 

transport between the yard cranes and Ship-to-Shore 

cranes.

Automation of key processes in terminal operations im-

proves safety by enabling a better segregation of people 

from heavy machinery. Automation also provides the 

foundation for consistently high productivity.

SUSTAINABILITY

APM Terminals’ sustainability strategy focuses on  

four core areas:

• Health, Safety and Security

• Environment

• Responsible Business

• Social Responsibility.

For each core area programmes have been developed to 

address specific topics and the needs of various stake-

holders. These sustainability programmes are integrated 

into the business and are managed within the functional 

departments to which they relate.

APM Terminals saw a reduction in fatal accidents from 

10 in 2011 to three in 2013 following significant invest-

ments in safety activism, systematic training of the work- 

force and management involvement. In a busy container 

terminal, the key safety risks are traffic, working at 

heights, objects being dropped and stored energy. These 

four risks – among others – are being addressed by APM 

Terminals’ global minimum requirements. Action plans 

have been created to complete identified gaps, and 97% 

of these actions were completed on time. Action plans 

exist to complete the remaining 3%. APM Terminals 

also increased the number of terminal inspections and 

reviews.

Also in 2013 APM Terminals completed a global sustain-

ability self-assessment. The aim of the self-assessment 

was to gather information from the local businesses to 

review the material sustainability issues and to improve 

visibility on the sustainability performance over the port-

folio. This important input has contributed to the devel-

opment of the global sustainability strategy and the next 

steps in sustainability. 

SAFETY PERFORMANCE

The lost time incidents frequency (LTIF) for 2013 was 

1.81 (2.53) per million working hours.



APM Terminals
Tangier
Morocco

Berth productivity requires significant planning,  
coordination and execution.
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Maersk Drilling

 
Maersk Drilling reported a historically high profit of USD 528m (USD 347m) driven by increased  
operational uptime. With high forward contract coverage and an order book of eight large rigs with delivery in 
2014-2016, Maersk Drilling is on track towards its strategic aspiration of delivering a profit of USD 1bn by 2018.

• Profit of USD 528m (USD 347m)

•  ROIC was 10.8% (8.8%) and excluding assets  

under construction ROIC was 15.9% (10.4%).

•  Forward contract coverage of 94% for 2014  

and 70% for 2015

• Operational uptime averaged 97% (92%)

•  Cash flow from operating activities was  

USD 775m (USD 597m)

•  Cash flow used for capital expenditure was  

USD 1.5bn (USD 555m).

FINANCIAL PERFORMANCE

Maersk Drilling delivered a profit of USD 528m (USD 

347m) and a return on invested capital (ROIC) of 10.8% 

(8.8%). The increase in profit of USD 181m compared to 

2012 was mainly due to higher operational uptime, full 

utilisation of all rigs and higher dayrates and effective 

cost management for rigs in operation.

Throughout 2013, all of Maersk Drilling’s 16 jack-up rigs 

and floaters, the 10 drilling barges in Venezuela and the 

managed semi-submersible rig have been on contract. 

Maersk Drilling’s operational uptime in 2013 averaged 

97% (92%). For the floating rigs the operational uptime 

averaged 96% (85%), while the operational uptime for 

the jack-up rigs averaged 97% (95%).

Maersk Drilling owns and operates 10 drilling barges on 

Lake Maracaibo in Venezuela, which in 2013 generated 

revenue of USD 195m (USD 194m).

Further, Maersk Drilling holds a 50% investment in the 

joint venture Egyptian Drilling Company, which owns 

and operates 66 rigs, the main part being land rigs. The 

profit contribution amounted to USD 19m (USD 0m).

Two yard stays for planned surveys and upgrades were 

completed in 2013. The yard stays were completed on 

Maersk Drilling USD million

Highlights 2013 2012

Revenue 1,972 1,683

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) 863 638

Depreciation, amortisation and impairment losses 239 197

Gain on sale of non-current assets, etc., net 4  - 

Share of profit/loss in joint ventures 19  0 

Profit/loss before financial items (EBIT) 647 441

Tax 119 94

Net operating profit/loss after tax (NOPAT) 528 347

  

Cash flow from operating activities 775 597

Cash flow used for capital expenditure -1,517 -555

  

Invested capital 5,320 4,283

  

ROIC 10.8% 8.8%

Operational uptime 97% 92%

Corporate office Copenhagen, Denmark 

Employees 4,000 

Offices 13

Countries 13

Rigs 26 

Newbuildings 8 

CEO Claus V. Hemmingsen
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time and budget. Two yard stays planned for 2013 were 

postponed and will not be completed until beginning of 

2014. For 2014, Maersk Drilling has an extensive yard 

stay programme where further six rigs will have surveys 

and upgrades.

By the end of 2013, Maersk Drilling’s forward contract 

coverage was 94% for 2014, 70% for 2015 and 53% for 

2016. The total revenue backlog for Maersk Drilling by 

the end of 2013 amounted to USD 7.9bn (USD 7.0bn).

As a consequence of the significant growth and taking 

many new rigs into operation, Maersk Drilling expects 

additional costs associated with training and start-up 

of operations, USD 20-30m per rig, which will negatively 

impact the result in 2014 and 2015.

STRATEGIC FOCUS

Maersk Drilling’s overall business objective is to become 

a significant and stable contributor to the Group with a 

profit in excess of USD 1bn by 2018, while conducting 

incident free operations. This will be achieved by devel-

oping and growing the business within the ultra deep-

water and ultra-harsh environment segments.

Revenue backlog, end 2013

USD bn 

0.0

0.5

1.0

1.5

2.0

2.5

2014 2016

~1.5

2017 -

~2.0

2015

~2.0

~2.3

Annual revenue backlog figures reflect upcoming yard stays.

Segment 2014 2015
Ultra-harsh environment jack-up rigs (Norway) 100% 83%

Premium jack-up rigs 97% 62%

Ultra deepwater and midwater rigs 86% 63%

Total 94% 70%

Contract coverage per segment

NORTH WEST EUROPE
5 ultra-harsh jack-up rigs
4 high-end jack-up rigs

US GULF OF MEXICO
1 ultra deepwater semi-submersible

CASPIAN SEA
1 mid-water semi-submersible

EGYPT
1 ultra deepwater semi-submersible

VENEZUELA
10 drilling barges

EGYPTIAN DRILLING COMPANY 
(50/50 JV)

WEST AFRICA
1 ultra deepwater semi-submersible
1 high-end jack-up

AUSTRALIA
1 standard semi-submersible
(management)

ASIA
2 premium jack-up rigs

Under construction 
at shipyard in Asia:
4 ultra-harsh jack-up rigs
4 ultra deepwater drillships

Maersk Drilling global operations

SHARE OF 2013 REVENUE

 
 ~ 50%

 
 ~ 10%

  ~ 5%

  ~ 1%



Maersk Drilling
Maersk Viking
South Korea

Maersk Viking is the first in a series of four ultra deepwater drillships to enter Maersk Drilling’s  
rig fleet. The four drillships represent a total investment of USD 2.6bn and will be delivered  
from the Samsung Heavy Industries shipyard in 2014.



47A.P. Moller - Maersk  Group Annual Report 2013      Businesses

The focus areas for growth are Norway, where Maersk 

Drilling will leverage its market leading position in the 

ultra-harsh jack-up market, and the deepwater regions 

in the US Gulf of Mexico and West Africa where Maersk 

Drilling aims to build strong positions.

In order to provide a solid basis for its growth strategy, 

Maersk Drilling aims to maintain high forward contract 

coverage to ensure a high degree of earnings visibility.

The main risks to Maersk Drilling’s performance and 

strategy execution relate to operational performance, 

cost inflation as well as execution of newbuilding projects 

and yard stays for existing rigs. On longer terms, Maersk 

Drilling will be exposed to fluctuations in oil prices.

In line with the strategy, Maersk Drilling has in 2013 

started to look into divesting its drilling barge activities 

in Venezuela.

CONTRACTS SIGNED IN 2013

Maersk Drilling signed several new contracts in 2013 of 

which the major are:

•  A five year contract for operations in Norway for a 

newbuilding ultra-harsh environment jack-up rig,  

XL Enhanced 4, with an estimated contract value of 

USD 812m. The contract commences mid-2016 after 

delivery from the yard.

•  A two-year contract extension for the newbuilding 

ultra-harsh environment jack-up rig, XL Enhanced 2. 

The estimated value of the two-year contract exten-

sion is approximately USD 280m.

•  A one year fixed contract for Maersk Giant for opera-

tion in Norway. The estimated contract value is USD 

137m. The contract is expected to commence in mid 

Q3 in 2014.

MARKET DEVELOPMENT

The oil price has averaged above USD 100 per barrel in 

2013, and thus continued to provide support for the oil 

companies’ exploration and development activities.

Norwegian jack-up market

The Norwegian jack-up market remained strong with 

full utilisation throughout the year and is expected to 

remain tight in the years ahead. Currently no jack-up 

rigs are available until fourth quarter 2014. Day rates 

are around USD 425,000 for newbuilding ultra-harsh 

jack-up rigs, and older jack-up rigs have secured rates 

just below USD 400,000.

International jack-ups

The market for international premium jack-up rigs con-

tinues to benefit from the fact that oil companies prefer 

newer rigs due to the safety and efficiency gains offered. 

Premium jack-up rigs enjoy high utilisation and day rates 

have stabilised in excess of USD 200,000 in the North Sea 

and around USD 170,000 in South East Asia. In general, 

demand for premium jack-up rigs looks set to remain 

healthy, with many long term duration projects com-

mencing in 2014.

Ultra deepwater floaters (7500ft+)

The ultra deepwater market was characterised by full 

utilisation in 2013 and day rate levels peaked at around 

USD 600,000 with some variations across regions and 

countries reflecting differences in operating cost levels 

and taxes. In 2014, the ultra deepwater market will 

experience intensified competition due to a number of 

uncontracted rigs entering the market while several 

operators have postponed commencement for a large 

number of the longer term projects from 2014 to 2015 

and beyond.

NEWBUILDING PROGRAMME

Maersk Drilling has ordered an ultra-harsh environment 

jack-up rig in 2013 to be delivered in 2016, backed by a 

long duration customer contract. Maersk Drilling has 

since 2011 committed total investments of USD 5.2bn.

Currently, Maersk Drilling has eight rigs under con-

struction. The order book includes four ultra-harsh 

environment jack-up rigs, which will be delivered be-

tween 2014 and 2016 as well as four ultra deepwater 

drillships to be delivered during 2014. The newbuilding 

programme is on budget, however, five of the eight rigs 

Revenue backlog by customer, end 2013

 BP

 Statoil

 ConocoPhillips

 Det norske

 ExxonMobil

 Total

 Marathon

 Others

USD 
7.9bn



48 A.P. Moller - Maersk  Group Annual Report 2013      Businesses

under construction are delayed by two to four months 

per rig due to interruptions in the delivery of certain 

equipment and services from sub suppliers.

Of the eight rigs under construction, contracts have al-

ready been secured for six of the rigs totalling a contract 

backlog of 24 rig years and estimated revenue backlog 

around USD 4.1bn.

OUR EMPLOYEES

Maersk Drilling needs 1,450 new employees to manage 

the eight rigs under construction. The core component 

of recruiting so many people is to enlarge the internal 

talent pool through drilling trainee programmes and ap-

prenticeship.

Individual and team training is conducted through a 

structured training programme, which includes the 

use of the most advanced offshore drilling simulator 

in the world. To ensure a safe and efficient operation 

of the new rigs, the teams on the new units will be a 

combination of experienced employees and new hires 

enabling an effective integration of new employees.

INNOVATION

In 2013, Maersk Drilling and BP signed a partnership 

agreement to develop conceptual engineering designs 

for a new breed of advanced technology offshore drilling 

rigs that will be critical to unlocking the next frontier of 

deepwater oil and gas resources.

BP and Maersk Drilling will collaborate on concepts for 

deepwater drilling rigs that can operate in high pressure/

high temperature reservoirs up to 20,000 pounds per 

square inch (PSI) and 350 degrees Fahrenheit. The agree-

ment is part of BP’s Project 20KTM, a multi-year initiative to 

develop next-generation systems and tools for deepwater 

exploration and production that are beyond the reach of 

today’s technology, which has a technical limit of 15,000 

psi pressure and temperatures of 250 degrees Fahrenheit.

BP estimates that application of this technology across 

its own global portfolio alone could potentially access 

an additional 10-20 billion barrels of resources.

SUSTAINABILITY

Approximately 90% of new hydrocarbon production in 

the next 20 years will come from developing countries. 

Many of these countries have introduced local content 

requirements into the governmental and regulatory 

frameworks and in formal local stakeholder expecta-

tions that govern natural resource developments. The 

purpose is to create jobs, promote enterprise develop-

ment and acquire new skills and technologies.

As an example of Maersk Drilling’s operations in Angola,  

the local staffing requirement is 70%. Training is an es-

sential part of achieving this goal. In 2013, Maersk Drilling  

embarked on a process of hiring local employees directly 

instead of using a manning agency, amongst others to 

ensure competencies and to build loyalty.

SAFETY PERFORMANCE

The lost time injury frequency (LTIF) for 2013 was 1.61 

(1.12) per million working hours. 

The increase in the LTIFs is disappointing even in spite of 

being in line with industry safety performance. A number 

of initiatives have been implemented in order to improve 

the safety performance.

Maersk Drilling´s newbuilding programme

Delivery schedule

2013

XL Enhanced I

XL Enhanced II

XL Enhanced III

XL Enhanced IV

Maersk Viking

Maersk Valiant

Maersk Venturer

Deepwater Advanced IV

Keppel FELS

Keppel FELS

Keppel FELS

Daewoo

Samsung HI

Samsung HI

Samsung HI

Samsung HI

2014 2015 20172016

Fleet 2013 2012

Jack-up rigs 12 12

Semi-submersible rigs 4 4

Drilling barges 10 10

Total 26 26

Newbuilding programme  

Jack-up rigs 4 3

Drillships 4 4

Total 8 7



Maersk Drilling
Maersk XL Enhanced
Singapore

Maersk Drilling is currently building the world’s most advanced jack-up drilling rigs, the  
Maersk XL Enhanced 1, 2, 3 and 4. The rigs are purpose-built for operating in the ultra-harsh  
environment of the North Sea, and their technical features are state-of-the-art.
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Maersk Supply Service

 
 
Maersk Supply Service delivered a significantly improved result of USD 235m in 2013 and has updated 
their strategic plans. 

• Profit of USD 235m (USD 132m)

• ROIC of 10.9% (6.1%)

•  Cash flow from operating activities of USD 436m  

(USD 305m).

The improved result for 2013 was mainly due to higher 

utilisation and improved operational margins. 

Maersk Supply Service had good coverage going into 

2013 with key strategic markets still being Africa, Brazil, 

Canada, Australia and the North Sea, where the majority 

of the fleet is employed.

The North Sea market generally improved compared 

to 2012 and particularly the market for large anchor 

handling tug supply vessels (AHTS), whereas the plat-

form supply vessel (PSV) market was more balanced  

in 2013. Internationally, activity increased especially  

in Brazil at the end of the year with a number of new 

tenders being launched. A number of extensions and 

new contracts were concluded in other key markets.

The general newbuilding activity slowed down in 2013. 

Most orders were placed in the PSV segment where the 

order book is already significant whereas orders in the 

AHTS segment were few. A number of Subsea Support 

Vessel newbuildings were ordered.

As part of the ongoing portfolio optimisation, four older 

AHTS were sold in 2013. The order book, currently counts 

two AHTS for delivery in 2014 and 2015 built for the 

Canadian market and optimised for the local operating 

profile with focus on environmentally friendly opera-

tions. As part of the new long term strategy “0 incidents 

and +10% return”, Maersk Supply Service is looking at 

further focusing on the AHTS and Subsea Support Vessel 

segments.

Within the emergency response and rescue segment 

and the offshore wind segment, Esvagt achieved nearly 

full utilisation in 2013 and all time high turnover and 

profit. Esvagt took delivery of two vessels during 2013 

Corporate office Copenhagen, Denmark 

Employees 2,900 

Offices 8

Vessels 98 

CEO Carsten P. Andersen

Maersk Supply Service USD million

Highlights 2013 2012

Revenue 930 877

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) 421 319

Depreciation, amortisation and impairment losses 170 173

Gain on sale of non-current assets, etc., net 5 -4

Share of profit/loss in joint ventures -1  - 

Profit/loss before financial items (EBIT) 255 142

Tax 20 10

Net operating profit/loss after tax (NOPAT) 235 132

  

Cash flow from operating activities 436 305

Cash flow used for capital expenditure -140 -214

  

Invested capital 2,131 2,206

  

ROIC 10.9% 6.1%
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Maersk Supply Service
Maersk Achiever
Angola

The vessel is a subsea offshore support vessels, currently trading in Angola.  
The vessel has a strong safety record wherein it passed a milestone of 10 years  
with LTI-free performance in 2013 since its delivery in 2003.

bringing the total fleet up to 37 vessels. To strengthen the 

foot-hold in the offshore wind segment, Esvagt ordered 

two purpose built vessels in July 2013 against long term 

contracts.

Contract coverage for 2014 is 56% and 32% for 2015 ex-

cluding options for all segments combined.

SAFETY PERFORMANCE

The lost time incidents frequency (LTIF) for 2013 was 

0.15 (0.74) per million working hours.

Fleet 2013 2012

Anchor handling vessels 45 49

Supply vessels 13 13

Emergency, response and rescue vessels 37 35

Other vessels 3 3

Total 98 100

Newbuilding programme  

Anchor handling vessels 2 2

Emergency, response and rescue vessels 4 4

Total 6 6



52 A.P. Moller - Maersk  Group Annual Report 2013      Businesses

Maersk Tankers

 
 
Maersk Tankers completed the divestments of the Liquefied Petroleum Gas (LPG) fleet in 2013  
and reached agreement in January 2014 to divest its 15 Very Large Crude Carriers (VLCC). The divestment 
supports Maersk Tankers’ strategy to focus on transport of refined oil products. 

• Loss of USD 317m (loss of USD 315m)

• ROIC was negative by 10.4% (negative by 8.2%)

•  Impairment losses and provision for onerous  

contracts totalling USD 297m (USD 238m)

• Invested capital reduced by USD 1.3bn

•  Divestment of the VLGC and Handygas segments

•  Agreement reached in 2014 to sell 15 owned VLCCs

•  Cash flow from operating activities was USD 223m 

(USD 126m).

The result for 2013 was a loss of USD 317m (loss of USD 

315m). The result includes impairments and provisions 

for onerous contracts of net USD 297m (USD 238m) and 

restructuring costs of USD 36m (USD 2m). Excluding 

one-off items, the result was USD 8m (loss of USD 80m). 

The improved results were apart from cost reductions 

driven by improved TCE earnings in the Gas and Prod-

uct segments, offset by lower TCE earnings in the VLCC 

segment.

Maersk Tankers has in 2013 focused on several initia-

tives to improve profitability. Significant savings have 

been achieved, of which a reduction in bunker con-

sumption of 3% per day compared to 2012 is the main 

driver.

In line with the strategy to focus on product tanker seg-

ments, Maersk Tankers divested the Very Large Gas 

Carriers (VLGC) fleet in 2013. The divestment involved 

five owned and six time chartered gas carriers, conclud-

ing the exit from liquefied petroleum gas (LPG) shipping.

Maersk Tankers reached agreement in January 2014 to 

sell the fleet of 15 VLCCs for delivery in 2014. With the 

sale, the remaining VLCC business consists of six bare-

boat chartered VLCCs with average 5.9 years remaining.

The sale of the LPG and VLCC segments supports  Maersk 

Tankers strategy to focus on transport of refined oil 

products. To renew the product fleet, Maersk Tankers 

has ordered four MR vessels for delivery in 2016 and 

has ordered another two in February 2014. 

Corporate office Copenhagen, Denmark

Employees 3,100

Offices 6

Countries 6

Vessels 130

CEO Morten H. Engelstoft

Maersk Tankers USD million

Highlights 2013 2012

Revenue 1,625 1,977

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) 21 214

Depreciation, amortisation and impairment losses 348 536

Gain on sale of non-current assets, etc., net 8 8

Share of profit/loss in joint ventures  -  1

Profit/loss before financial items (EBIT) -319 -313

Tax +2 2

Net operating profit/loss after tax (NOPAT) -317 -315

  

Cash flow from operating activities 223 126

Cash flow used for capital expenditure 748 -461

  

Invested capital 2,335 3,633

  

ROIC -10.4% -8.2%
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Maersk Tankers
Maersk Barry
Norway

Maersk Tankers is focusing investments on the product segments and has recently  
ordered four new medium range product tankers and further two to renew the existing  
fleet. The new vessels are expected to be delivered in 2016 and 2017.

During 2013 seven product carriers, one VLCC and 16 

LPGs were sold and delivered to new owners, and 11 

time chartered vessels were redelivered to the owners.

The product tanker segments experienced stronger  

demand growth than in 2012. However, vessel supply 

continued to hold back significant market improve-

ments across all segments. The MR segment expe-

rienced improvements on the back of increasing US  

exports to Europe and the aftermath of Hurricane 

Sandy. The Handy segment experienced a flat market  

development mainly on the back of a weak European 

core market. The LR2 segment had a weak year with  

declining European naphtha exports to Asia combined 

with a strong increase in vessels competing for cargoes  

in the clean product market.

In general, crude shipping had a weak year. Previous 

years’ strong Chinese storage related imports remained 

absent and US imports from West Africa largely disap-

peared as domestic production of shale oil increased. 

Only towards the end of the year, the market experi-

enced a temporary, positive development driven by 

port delays and bad weather in Asia.

The VLGC segment experienced some improvement re-

sulting from increasing US exports of LPG driven by the 

surge in shale oil and gas production.

SAFETY PERFORMANCE

The lost time incidents frequency (LTIF) for 2013 was 

0.56 (0.89) per million working hours.

  2013  2012 

Fleet Own Chartered Own Chartered

LR2 (Aframax) 13 5 13 5

MR 11 13 12 15

Handy 33 4 33 4

Intermediate 20 7 26 10

VLCC 15 6 16 5

Gas - 3 16 7

Total 92 38 116 46

Newbuilding programme

MR* 4 - - -

VLCC - - - 1

Total 4 - - 1

*Additional two vessels have been ordered in 2014.
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Damco

Significant restructuring initiatives upgrading the operations setup and IT platform have affected  
profitability of the year. Recovery is expected during 2014. 

• Loss of USD 111m (profit of USD 55m)

• ROIC was negative by 22.0% (positive by 13.1%)

•  Cash flow from operating activities was negative  

by USD 14m (negative by USD 102m).

A global restructuring programme was initiated with 

the aim at simplifying and consolidating the operational 

structure within Damco. This involves consolidating 

locations, optimising operation as well as reviewing and 

implementing new and improved IT systems. This adds 

very significant one-time transformation costs to the 

2013 result, expected not to be repeated in 2014.

A thorough review to assess Damco’s financials and 

risks revealed an exposure in certain countries. This  

resulted in significant non-cash accounting adjust-

ments to the 2013 result. 

The year ended with a loss of USD 111m (profit of USD 

55m). Profitability levels are expected to recover in 

2014, mainly due to the absence of the 2013 restruc-

turing costs. The benefits from the restructuring are 

expected to gradually materialise from the second  

half of 2014 and onwards.

Revenue for 2013 declined by 1% versus 2012, partly  

as a result of a reduced activity level in government  

related project cargo which was also contributing to  

the slowdown in airfreight volumes.

During 2013 the Supply Chain Management segment 

grew in volume by 13% over 2012. Ocean freight vol-

umes decreased to 1% below 2012. Airfreight volumes 

did not maintain the rapid expansion rate from 2012, 

however, still achieved 8% growth.

Cash flow from operating activities was negative by 

USD 14m, (negative by USD 102m), an improvement 

from 2012, mainly driven by improvements in working 

capital.

During the year Damco completed the corporate office 

move to The Hague, The Netherlands.

SAFETY PERFORMANCE

The lost time incidents frequency (LTIF) for 2013 was 

0.42 (0.55) per million working hours.

Corporate office The Hague, The Netherlands 

Employees 11,400 

Countries 93 

CEO Hanne B. Sørensen

Damco USD million

Highlights 2013 2012

Revenue 3,212 3,229

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) -65 91

Depreciation, amortisation and impairment losses 34 25

Gain on sale of non-current assets, etc., net 2 19

Share of profit/loss in joint ventures 8 6

Profit/loss before financial items (EBIT) -89 91

Tax 22 36

Net operating profit/loss after tax (NOPAT) -111 55

  

Cash flow from operating activities -14 -102

Cash flow used for capital expenditure -23 -20

  

Invested capital 412 512

  

ROIC -22.0% 13.1%



Damco
South Africa

Retail is one of Damco’s key focus verticals, next to Lifestyle,  
Technology, Chemicals and Industrial. Globally, retailers recognise  
the value of direct sourcing of fresh products. 
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Svitzer

 
 
 
 
Svitzer delivered a profit of USD 156m and a ROIC of 10.8%. The result was positively impacted by sales 
gains, partly offset by restructuring costs and impairments. Svitzer continued to grow its LNG terminal towage 
portfolio with new contracts in Australia and Qatar. 

•  Profit of USD 156m (USD 7m). The result includes  

impairment losses of USD 6m (USD 109m)

•  EBITDA margin of 26% (27%)

•  ROIC was 10.8% (0.5%)

•  Cash flow from operating activities was USD 180m 

(USD 241m).

Harbour towage profit increased despite a high level of 

competitive pressure. Terminal towage developed as 

expected with increase in revenue due to better spot 

vessel utilisation. Svitzer closed several new contracts 

during the year, most notably a 20 year USD 650m con-

tract for the Wheatstone LNG operation in Australia.

The salvage market experienced historically low levels 

of activity in 2013. However, Svitzer increased its mar-

ket share within emergency response as well as wreck 

removal during the year, with a larger wreck removal 

project still ongoing in Iraq.

As part of the strategy to optimise the portfolio of more 

than 100 operations, Svitzer divested its 50% share-

holding in Uniwise Towage Limited in Thailand and  

Pacific Towing (PNG) Ltd. in Papua New Guinea.

Svitzer has stepped up its efforts to further improve 

the profitability of its harbour towage activities. By the 

end of 2013, improvements in crew optimisation were 

identified in several locations. As a result, a number of 

positions will be redundant in ports across Australia for 

which a provision of USD 12m was made.

Svitzer continued to deliver a strong cash flow from op-

erating activities of USD 180m (USD 241m). The increase 

in wreck removal activities had an adverse impact on 

working capital.

Svitzer USD million

Highlights 2013 2012

Revenue 831 820

Profit/loss before depreciation, amortisation  

and impairment losses, etc. (EBITDA) 217 223

Depreciation, amortisation and impairment losses 91 201

Gain on sale of non-current assets, etc., net 29 4

Share of profit/loss in joint ventures 22 19

Profit/loss before financial items (EBIT) 177 45

Tax 21 38

Net operating profit/loss after tax (NOPAT) 156 7

  

Cash flow from operating activities 180 241

Cash flow used for capital expenditure -2 -103

  

Invested capital 1,363 1,495

  

ROIC 10.8% 0.5%

Corporate office Copenhagen, Denmark 

Employees 2,800 

Countries 35

Port operations +100

Vessels 376

CEO Robert Uggla



57A.P. Moller - Maersk  Group Annual Report 2013      Businesses

Svitzer
Port of Gothenburg
Sweden

Svitzer TYR, an 80 tonnes bollard-pull tug, berthing a container vessel. The construction  
offers improved stability which combined with engine power, winch options, and a built-in  
fender system makes it an ideal vessel for demanding terminal and escort operations.

SAFETY PERFORMANCE 

The lost time incidents frequency (LTIF) for 2013 was 

0.51 (1.46) per million working hours. 

The positive development was a result of initiatives 

taken to increase safety awareness in 2012 and 2013. 

Further improvements to align Svitzer’s safety system 

with standards set by the Oil Companies International 

Marine Forum have been developed and will be imple-

mented during 2014.

  2013  2012

Fleet Own Chartered Own Chartered

Tugboats 255 21 269 17

Other vessels 81 19 82 11

Total 336  40 351 28

Newbuilding programme

Tugboats 4 -  4 -

Other vessels 2 -  2 -

Total 6 - 6 -
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Other businesses

MAERSK FPSOs

The profit of Maersk FPSOs was USD 63m in 2013. The 

decrease of USD 273m compared to 2012 was due to 

divestments completed in 2012, including the LNG fleet 

and the FPSO Maersk Peregrino as well as the transfer  

of the Volve production module to Maersk Drilling be-

ginning of 2013. The result for 2013 was impacted by  

divestment gains of USD 32m compared to total divest-

ment gains of USD 245m recognised in 2012. 

The two remaining assets in joint ventures; FPSO North 

Sea Producer and FGSO NKossa II, are both on profitable 

long term contracts. 

MAERSK CONTAINER INDUSTRY

Revenue was USD 663m (USD 1.1bn) with a loss of USD 

5m (profit of USD 60m). ROIC was negative by 2.1% (posi-

tive by 26.5%).

The 2013 reefer market was characterised by a moderate 

demand. During Q4, the market saw a slight increase in 

demand driven mainly by growth in reefer transported 

commodities.

 

The building of the new reefer factory in Chile is pro-

gressing well and is expected to become operational 

during 2014.

DANSKE BANK

The Group owns 20% of the shares in Danske Bank. The 

bank’s profit was DKK 7.1bn (DKK 4.7bn), of which 20%, 

corresponding to DKK 1.4bn (DKK 952m), is included in 

the Group’s profit.

RO/RO AND RELATED ACTIVITIES

Ro/Ro and related activities primarily comprise the 

Group’s ownership in Höegh Autoliners. The result was 

a loss of USD 20m (profit of USD 56m) and ROIC was 

negative 3.2% (positive 7.9%). The result was due to a 

loss of USD 56m from divestment of the 31.3% owner-

ship in DFDS A/S in Q3 2013. Taking dividends into  

account, the shares in DFDS A/S has generated an in-

vestment yield of 9.2% over the period of ownership.

Discontinued operations

DANSK SUPERMARKED GROUP

Dansk Supermarked Group (DSG) delivered a profit 

of DKK 1.8bn (DKK 1.3bn). EBIT was DKK 2.4bn (DKK 

1.7bn) and ROIC was 11.0% (8.0%). Growth was gener-

ated mainly by sales and profitability improvements  

in the discount segment reflecting the results of ex-

tended opening hours as well as various profitability 

initiatives. During 2013 the market share of DSG in-

creased in Denmark, Sweden and Poland whereas it 

remained stable in Germany. 

 

 

On 7 January 2014, the Group entered into an agreement 

to divest its 68% stake in DSG. The transaction encom-

passes two steps: 1) A.P. Moller - Maersk divests 49% in 

2014 and retains ownership of 19% in DSG and 2) in 2019 

the buyer has a call option and A.P. Moller - Maersk has 

a put option on the remaining 19% share in DSG. The ac-

counting gain of the Group is expected to be around DKK 

14bn depending on the timing of closing of the transac-

tion. The transaction will generate cash proceeds of 

around DKK 17bn.
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The A.P. Moller - Maersk Group’s profit for the year was DKK 21.2bn 
(DKK 23.4bn) and the equity totalled DKK 230.1bn (DKK 222.5bn).

INCOME STATEMENT

Revenue decreased by 7% to DKK 266.2bn (DKK 286.8bn), 

primarily as a consequence of lower container freight 

rates and lower share of oil production which were partly 

offset by higher container volumes. Measured in USD, 

revenue decreased by 4% to USD 47.4bn (USD 49.5bn).

Operating costs decreased by DKK 17.4bn to DKK 203.7bn 

(DKK 221.1bn), primarily due to decreasing bunker prices 

and bunker consumption as well as lower container net-

work costs.

Depreciation, amortisation and impairment losses de-

creased by DKK 3.3bn to DKK 26.0bn (DKK 29.3bn). The 

Group recognised impairment losses of net DKK 1.2bn 

(DKK 2.3bn), mainly related to Maersk Tankers. The 

2012 impairments primarily related to Maersk Tankers 

and Svitzer.

Net gains on sale of non-current assets etc. decreased 

to DKK 814m (DKK 3.5bn). In 2013, the gains primarily 

related to the sale of the Brigantine Group in Hong Kong, 

China, and a number of other assets partly offset by the 

loss of DKK 317m related to the divestment of DFDS. The 

gains in 2012 predominantly related to the sale of the 

FPSO Maersk Peregrino, the LNG activities and a partial 

divestment of an oil activity in Brazil.

Share of the result in joint ventures increased by DKK 

100m to DKK 854m (DKK 754m) primarily due to the  

 

 

full year effect of the acquisition of Global Ports, Russia, 

on 28 November 2012.

Share of the result in associated companies increased to 

DKK 1.7bn (DKK 1.3bn) due to higher profit in Danske Bank.

 

The financial items were negative by DKK 4.0bn (negative 

by DKK 4.5bn); a positive development by DKK 494m pri-

marily due to lower net interest costs because of less debt 

and lower interest rates, partly offset by currency adjust-

ments. Further, financial items were impacted positively 

by an increase in capitalised borrowing cost primarily 

related to the newbuilding programmes.

TAX

Companies in the Group are taxed under different tax 

regimes, depending on location and activity. Special tax 

rules apply to some of the Group’s activities.

As a general rule, shipping activities are subject to a 

tonnage-based or similar tax system, under which the 

computation of taxable income includes an amount cal-

culated on the basis of the fleet’s tonnage. Moreover, in 

certain countries freight taxes are paid mainly based 

on the gross freight income in those countries.

In most countries, oil and gas activities are subject to 

a special form of taxation, which is often considerably 

higher than the normal corporate tax rate.

A.P. Moller - Maersk Group 

Financial report
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In 2013, the total tax charge for the Group was DKK 

18.2bn (DKK 18.3bn). In 2012 the tax charge included 

the settlement of an Algerian tax dispute resulting in 

a one-off income of DKK 5.2bn. Of the total tax charge, 

taxes payable to Denmark were DKK 6.2bn in 2013 

(DKK 9.2bn), of which DKK 3.5bn (DKK 6.0bn) related 

to the special hydrocarbon tax and DKK 2.6bn (DKK 

3.1bn) represented corporate tax on oil activities. The 

decrease in the special hydrocarbon tax is largely due 

to the entry of Nordsøfonden (the Danish  state-owned 

North Sea Fund) as partner with 20% interest in DUC 

(Dansk Undergrunds Consortium) in 2012. The ship-

ping activities’ tax payment to Denmark was DKK 

110m (DKK 60m).

COMPREHENSIVE INCOME

Comprehensive income for the year was DKK 13.5bn 

(DKK 21.7bn) and includes the profit for the year of 

DKK 21.2bn (DKK 23.4bn) and other comprehensive 

income which was negative by DKK 7.7bn (negative 

by DKK 1.7bn). Other comprehensive income mainly 

includes exchange rate adjustment on translation 

from functional currency to presentation currency, 

fair value adjustment of certain securities, value ad-

justment of cash flow hedges and actuarial gains and 

losses.

BALANCE SHEET

At 31 December 2013, total assets amounted to DKK 

403.3bn (DKK 409.7bn).

Intangible assets decreased to DKK 25.9bn (DKK 28.0bn), 

mainly due to amortisation of oil rights.

Property, plant and equipment of DKK 223.5bn (DKK 

248.1bn) decreased by DKK 24.6bn with investments in 

the year of DKK 38.8bn (DKK 43.2bn). Depreciation for 

the year was DKK 23.9bn (DKK 25.8bn) and net impair-

ment losses of DKK 931m (DKK 1.9bn) were recognised. 

Sale of tangible assets amounted to DKK 27.8bn (DKK 

9.2bn) including the transfer of Dansk Supermarked Group 

to assets held for sale. Currency adjustments were a de-

crease of DKK 10.8bn (decrease of DKK 2.6bn) due to the 

development in USD versus DKK.

Shares in joint ventures amounted to DKK 10.7bn 

(DKK 11.4bn), hereof Global Ports, Russia, DKK 4.1bn 

(DKK 4.7bn).

Shares in associated companies amounted to DKK 

34.8bn (DKK 35.5bn), hereof Danske Bank DKK 29.2bn 

(DKK 27.7bn).

Derivatives were as of 31 December 2013 a net asset of 

DKK 681m (DKK 19m). The increased balance is primar-

ily related to the USD depreciation against main hedging 

currencies.

Total cash and cash equivalents, consisting of securities 

held for trading as well as cash and bank balances, to-

talled DKK 19.3bn (DKK 13.8bn) at 31 December 2013.

Assets held for sale of net DKK 37.5bn (DKK 3.0bn) com-

prised assets expected to be sold during 2014 including 

Dansk Supermarked Group and 15 VLCCs to be delivered 

in 2014. 

Equity totalled DKK 230.1bn (DKK 222.5bn). The in-

crease includes comprehensive income for the year of 

DKK 13.5bn (DKK 21.7bn), and dividend of DKK 6.2bn 

(DKK 5.3bn) was deducted.

The actuarial net liability for pensions, etc. in relation to 

defined benefit plans recognised in the financial state-

ments totalled DKK 1.8bn (DKK 2.5bn) at 31 December 

2013. Developments in the actuarial assumptions as 

well as changes to the minimum funding requirements 

resulted in actuarial gains of DKK 322m (loss of DKK 

253m), which are included in other comprehensive in-

come. In 2013, the Group paid DKK 383m (DKK 584m)  

to defined benefit plans.

Deferred tax liabilities totalled DKK 6.0bn (DKK 6.5bn) 

at 31 December 2013, and recognised deferred tax 

assets totalled DKK 2.6bn (DKK 3.3bn). Furthermore, 

deferred tax assets of DKK 4.4bn (DKK 4.0bn) have not 

been recognised, cf. note 10 to the consolidated financial 

statements.

LEGAL DISPUTES, ETC.

The Group is involved in a number of legal disputes. More-

over, the Group is party to a number of tax disputes, some 

of which involve substantial amounts and are subject to 

considerable uncertainty.
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Maersk Tankers
Maersk Rita
Gulf of Thailand

Maersk Tankers owns and operates a fleet of 130 vessels, mainly product  
tankers. The product tanker fleet is one of the largest fleets in the world and Maersk  
Tankers are focusing investments in the product segments.

CASH FLOW

Cash flow from operating activities DKK 50.1bn (DKK 

40.8bn) was positively affected by improved work-

ing capital as well as less taxes paid. Cash flow used 

for capital expenditure was DKK 27.4bn (DKK 33.7bn). 

The decrease was mainly due to lower investments in 

 vessels.

OPERATING LEASE COMMITMENTS

The present value of the operating lease commitments 

totalled DKK 47.3bn (DKK 56.4bn) at 31 December 2013 

using a discount rate of 6% (6%). The amount is divided 

into the following main items:

•  Maersk Line and Maersk Tankers of DKK 25.2bn (DKK 

32.8bn) primarily relating to vessels on time charter

•  APM Terminals of DKK 17.4bn (DKK 16.5bn) primarily 

related to future concession fees for port facilities

•  Other commitments of DKK 4.8bn (DKK 7.0bn).

About one-third of the time charter payments in Maersk 

Line and in Maersk Tankers are estimated to relate to 

operational costs for the assets. Please refer to note 22 

in the consolidated financial statements for an overview 

of maturity. 

CONSOLIDATION

The consolidated financial statements of the Group are 

included in the consolidated financial statements of  

A.P. Møller Holding A/S.
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Being a capital intensive, multinational conglomerate with long term 
investments requires not only a solid understanding of single known risks to 
the businesses, but also of potential emerging risks and risks associated with 
the portfolio of the businesses and countries in which the Group operates. 

The Group runs an Enterprise Risk Management (ERM) 

process under which the largest risks to the Group are 

identified, assessed, reported and mitigated at different 

levels of the organisation. The process is coordinated 

by the Group and the findings of the ERM process are 

presented to the Executive Board and the Board of  

Directors. Once a year the Audit Committee undertakes 

a review of the ERM process and considers any meas-

ures to be implemented in order to improve the effec-

tiveness of the risk management in the Group and the 

business units. 

MANAGING KNOWN RISKS

The Group has identified four major risks to achieving 

its objectives within the next 3-5 years:

1. Supply and demand imbalance  

in the container liner industry

The Group is exposed to substantial fluctuations in 

freight rates, particularly in the container liner business, 

due to significant structural imbalances between sup-

ply and demand. There is a substantial overcapacity in 

the larger vessel segments on Maersk Line’s East-West 

trades. The risk is mitigated by designing a cost com-

petitive network, building up customer loyalty, simpli-

fying the organisation and building scalable platforms 

for systems, tools and processes. Further initiatives to 

optimise the network utilisation such as the P3 alliance 

are being pursued.

Overall risk trend: Stable

A.P. Moller - Maersk Group 

 Risk management

Enterprise Risk Management (ERM) process
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Board of Directors

Executive Board

Group
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Maersk Oil
Block 16
Offshore Angola

In 2013 Maersk Oil drilled several exploration and appraisal wells in Block 16, the same acreage  
as the 2009 Chissonga discovery, which has developed into a key project for Maersk Oil. The field 
development plan for Chissonga was submitted to the Angolan authorities in August 2013.
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2. Drop in oil prices

A long term substantial drop in oil prices could make  

it difficult for Maersk Oil to generate the cash flow re- 

quired to fund its investment programme. Also, the 

economic viability of major development projects could  

be challenged until the development costs have adapted 

to a lower oil price. Maersk Drilling could face difficulties 

negotiating day rates for their rig portfolio at a satisfac-

tory level following a substantial drop in oil price. To miti-

gate this risk, Maersk Drilling has entered into long term 

contracts with oil majors with a stable need for high qual-

ity drilling rigs and Maersk Oil has a portfolio of mature 

fields with different oil price sensitivities and is carefully 

considering such sensitivities for every new project.

Overall risk trend: Increasing

3. Major oil spill

Exposure to oil spill is an inherent part of the Group’s 

operations particularly in the oil and gas, offshore and 

tanker businesses. An increased focus on frontier explo-

ration such as deep water operations and high tempera-

ture/high pressure (HT/HP) reservoirs combined with 

a high activity level in the industry has led to increased 

pressure on workforce and competencies. The Group is 

constantly engaged in numerous initiatives supporting 

incident free operations to mitigate this risk.

Overall risk trend: Stable

4. Major cyber attack

Today’s technological interconnectivity provides tremen-

dous opportunities for the Group but at the same time 

exposes it to a number of cyber related risks. As a Group 

involved in complex and wide ranging logistic operations, 

the Group is highly dependent on well-functioning IT sys-

tems. A successful cyber attack could cause prolonged 

disruption of operations for more of its core businesses. 

The Group is monitoring the cyber threat closely and 

to protect the businesses from cyber threats, actions to 

further enhance the cyber resilience and secure the busi-

ness continuity are being progressed.

Overall risk trend: Increasing

EXPLORING EMERGING RISKS

As an asset heavy company with investments lasting 

well beyond its strategy horizon of 3-5 years, the Group 

also looks into emerging risks to adjust its strategy and 

capital allocation on potential future risks and oppor-

tunities. During 2013, a study on shale oil and gas in the 

US and a study on structural changes in the demand for 

containerised transportation were completed. 

The correlation between business unit results is shown on a scale from -1 to 1. If the correlation is 0 it means that there is no relationship 
between the results of the relevant business units over the period (e.g. the results of Maersk Oil developed independently of those of  
APM Terminals and vice versa). If the correlation is positive, there is a positive relationship between the results of the relevant business  
units over the period, (e.g. when Maersk Oil did well then Maersk Drilling also did well and vice versa). If the correlation is negative, the results  
of the business units in question have developed oppositely over the period.

Business portfolio correlation matrix (NOPAT) 

Maersk Line

APM Terminals

Maersk Oil

Maersk Drilling

Maersk Line

100%

-6%

5%

-13%

APM Terminals

-6%

100%

0%

11%

Maersk Oil

5%

0%

100%

23%

Maersk Drilling

-13%

11%

23%

100%
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UNDERSTANDING THE PORTFOLIO

With activities spread across different businesses and 

more than 130 countries the Group also takes a view 

on risks associated with the composition of the busi-

nesses and countries in which it operates. 

Business portfolio

To establish the risk diversification and volatility in its 

business portfolio the Group looked at the results of its 

four core business units over 25 quarters from 2007 to 

2013. By comparing the developments in the results, the 

following conclusions could be drawn: 

•  The results of the four core business units were 

weakly correlated with only a slight correlation be-

tween the results of Maersk Oil and Maersk Drilling.

•  By running the four core business units together as 

a conglomerate as opposed to four stand-alone busi-

nesses, an overall risk reduction of 34% was achieved.

•  Maersk Line was the biggest contributor to volatility 

in the Group with a marginal risk contribution of 51% 

during the period in question.

Consequently, the Group’s portfolio of businesses is well 

diversified with Maersk Line currently being the main 

contributor to the overall volatility in the results. This 

means that the portfolio is robust and well positioned 

to absorb shocks or volatility occurring within single 

businesses. 

Country portfolio

The Group has a well-balanced portfolio of countries 

hosting its major assets. There is currently a large spread 

in country risk exposure ranging from negligible to high 

with no large concentration of assets in individual high-

risk countries. With approved investments up to 2016 

the average exposure for each USD invested will remain 

moderate with a slight upward trend towards medium. 

As a result of those investments some concentration of 

assets in single high-risk countries is anticipated. How-

ever, the investments in those countries will be balanced 

by substantial investments in a number of low-risk coun-

tries forming part of OECD.

Impact of diversification (NOPAT volatility)

USD m  Maersk Line  Maersk Oil  APM Terminals  Maersk Drilling 
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Marginal contribution to risk1
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1 The marginal risk contribution is the contribution by a particular business unit to the overall volatility in the Group’s results. During the  
relevant period Maersk Line contributed 51% of the overall volatility in the Group’s results, i.e. were Maersk Line not part of the portfolio  
the volatility in the Group’s results over the period would have been 51% less. 
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The Group’s shareholder base became more international during 2013  
as European and North American investors increased holdings.

SHARE PRICE DEVELOPMENT

The total market value of the Group was DKK 251bn at 

the end of 2013. The B share reached its highest price in 

2013 of DKK 59,000 on 30 December 2013 and its lowest 

price of DKK 39,960 on 17 April 2013. The price closed 

at DKK 58,850 at the end of 2013, corresponding to an 

increase of 38.1% compared to the end of 2012. The total 

shareholder return for the B share was 41.4% in 2013.

The Maersk B share outperformed its benchmarks MSCI 

Europe Transportation by 4.6% and the 40 largest Nordic 

companies by 18.4% during 2013. Maersk B underper-

formed benchmarks until the release of the Q2 report in 

August when especially Maersk Line’s reported profit 

surprised the market.

OWNERSHIP

Shareholders with more than 5% of share capital or 

votes hold 56.5% of the share capital. The free float base 

of 43.5% became more international as European inves-

tors increased their holdings by 17% and North American 

investors by 7%. The shareholder base became more 

concentrated as the number of registered shareholders 

declined by 10,000 to around 66,000 shareholders at the 

end of 2013.

SHARE CAPITAL

The shares are listed on NASDAQ OMX Copenhagen and 

are divided into two classes: A shares with voting rights 

and B shares without voting rights. Each DKK 1,000 A 

share entitles the holder to two votes. 

The total share capital of DKK 4,395.6m consists of 

4,395,600 shares equally split between A and B shares.

OWN SHARES

The Groupʼs holding of own shares comprises 0.6% of 

the share capital and is, among other purposes, held  

to cover the share option programme, cf. note 13 to the 

consolidated financial statements. According to the  

 Share capital Votes

A. P. Møller Holding A/S,  
Copenhagen, Denmark 41.51% 51.09%

A.P. Møller og Hustru Chastine  
Mc-Kinney Møllers Familiefond,  
Copenhagen, Denmark 8.37% 12.84%

The Estate of Mærsk Mc-Kinney Møller,  
Copenhagen, Denmark 3.69% 6.43%

Den A.P. Møllerske Støttefond,  
Copenhagen, Denmark 2.94% 5.86%

Shareholders according to the Danish Companies Act § 55 are

Shareholders with more than 5% of share capital or votes Share price development

DKK   Maersk B  MSCI Europe Transportation  OMX Nordic 40

35,000

40,000

45,000

50,000

55,000

60,000

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: Factset, numbers are rebased.
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authorisation of the Annual General Meeting, the Board  

of Directors may in the period up to and including 3 

April 2016 allow the Company to acquire own shares  

up to a holding of 10% of the Companyʼs share capital. 

The purchase price may not deviate by more than 10% 

from the price quoted on NASDAQ OMX Copenhagen  

at the time of purchase.

DIVIDEND

The Board of Directors proposes a dividend to the share-

holders of DKK 1,400 per share of DKK 1,000 – a total 

of DKK 6,154m (DKK 1,200 per share of DKK 1,000 – a 

total of DKK 5,275m). The proposed dividend payment 

represents a dividend yield of 2.4% (2.8%), based on the 

Maersk B shareʼs closing price as of 30 December 2013. 

Payment is expected to take place on 4 April 2014. The 

Group intends to continue the historical trend of increas-

ing dividends nominally per share supported by under-

lying earnings strength.

FINANCIAL CALENDAR 2014

31 March Annual General Meeting

21 May Interim Report 1st Quarter

19 August Interim Report 2nd Quarter

24 September Capital Markets Day

11 November Interim Report 3rd Quarter

ANNUAL GENERAL MEETING

The Annual General Meeting will be held on 31 March 

2014 in Copenhagen, Denmark.

INVESTOR RELATIONS

The Group continues to develop the Companyʼs level 

of information and ensures a consistent, regular and 

relevant flow of information on the Groupʼs activities, 

business objectives, strategies and results. The Groupʼs 

second Capital Markets Day was held in September 2013. 

To ensure a regular and open dialogue with investors 

and analysts, the management hosts teleconferences in 

connection with the presentation of the annual and in-

terim reports and visits investors in Europe and the USA.

The Group is covered by around 30 analysts, predomi-

nantly from international investment banks, who reg-

ularly publish research reports. A list of the analysts 

and other relevant information, including financial re-

ports, investor presentations, share and bond informa-

tion, is available on http://investor.maersk.com. Inves-

tors and analysts are welcome to contact the Investor 

Relations office for further information.

The Maersk share: Key figures 2013  2012 2011 2010 2009

Year-end share price (DKK, B share) 58,850 42,600  37,920   50,510  36,600 

Share price range (DKK, B share) 19,040 12,820  21,670   14,920  17,100 

Market capitalisation at year-end (DKK billion, A and B share) 251 180 161 217 157

Earnings per share (DKK) 4,438 4,964  3,479  6,061  -1,674 

Dividend per share (DKK, A and B share) 1,400 1,200  1,000  1,000  325 

Dividend yield (%, B share) 2.4% 2.8% 2.6% 2.0% 0.9%

Total dividend (DKK million, A and B share) 6,154 5,275  4,396  4,396  1,429 

Total shareholder return (%, B share) 41.4% 15.5% -22.9% 40.7% 31.4%

Geographical distribution of free float

 Denmark 44%

 North America 25%

 UK 12%

 Rest of Europe 16%

 Rest of world 3%

http://investor.maersk.com


Capital Markets Day
Copenhagen
Denmark

Maersk Line and Maersk Drilling made a presentation at the Group’s second Capital Markets Day  
in September 2013. With more than 300 analysts and investors attending, this was once again the 
highest attendance for a Capital Markets Day in Denmark.
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 Corporate governance

Corporate governance is a matter that A.P. Møller - Mærsk A/S’ Board of  
Directors continuously considers on the basis of the Company’s activities,  
external environment, history and needs etc.

RECOMMENDATIONS FOR CORPORATE GOVERNANCE

As a Danish listed company, A.P. Møller - Mærsk A/S 

must comply with or explain deviations from the “Rec-

ommendations for Corporate Governance” (Anbefalinger 

for god selskabsledelse) implemented by NASDAQ OMX 

Copenhagen in the Rules for issuers of shares (Regler 

for udstedere af aktier) and Section 107b of the Danish 

Financial Statements Act (Årsregnskabsloven).

The Board of Directors of A.P. Møller - Mærsk A/S has 

prepared a statement on corporate governance for the  

financial year 2013. The statement can be reviewed and  

downloaded via http://investor.maersk.com/da/govern-

ancestatement.cfm

 

The statement includes a description of the Company’s 

approach to each of the recommendations in the  

“Recommendations for Corporate Governance” as well  

as a description of the Company’s management struc-

ture and the main elements of the Group’s internal 

control and risk management systems related to the 

Group’s financial reporting process.

MANAGEMENT STRUCTURE

A.P. Møller - Mærsk A/S has a two-tier management 

structure consisting of the Board of Directors and the 

Executive Board (Management), as illustrated below. 

The Board of Directors lays down the general business 

and management principles for the Group and ensures 

the proper organisation of the Group. Furthermore,  

the Board of Directors decides the strategy and the 

risk policies and supervises the performance of the 

Company and its Management. The Executive Board 

functions as the day-to-day management.

Until 1 January 2013, the registered management of  

A.P. Møller - Mærsk A/S consisted of Firmaet A.P. Møller. 

On this date, Firmaet A.P. Møller stepped down as reg-

istered management and the members of the Executive 

Board, Nils S. Andersen, Kim Fejfer, Claus V. Hemmingsen, 

Søren Skou, Jakob Thomasen and Trond Westlie became 

registered as Management of A.P. Møller - Mærsk A/S. 

Further information is available in the statement on 

corporate governance for 2013.

Organisation

Executive Board (Management)

Audit Committee

Remuneration Committee

Chairmanship Internal Audit

Board of Directors

Shareholders

Framework for corporate governance

http://investor.maersk.com/da/governancestatement.cfm
http://investor.maersk.com/da/governancestatement.cfm
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Consolidated income statement

Note 2013 2012

1 Revenue

2 Operating costs, etc.

 Other income

 Other costs

  Profit before depreciation, amortisation and impairment losses, etc.

6,7 Depreciation, amortisation and impairment losses

3 Gain on sale of non-current assets, etc., net

8 Share of profit/loss in joint ventures

8 Share of profit/loss in associated companies

 Profit before financial items

4 Financial income

4 Financial expenses

 Profit before tax

5 Tax

 Profit for the year – continuing operations

12 Profit for the year – discontinued operations

 Profit for the year

 

 Of which:

 Non-controlling interests

 A.P. Møller - Mærsk A/S’ share

 

13 Earnings per share of continuing operations, DKK

13 Diluted earnings per share of continuing operations, DKK

 

13 Earnings per share, DKK

13 Diluted earnings per share, DKK

Amounts in DKK million

266,236

203,733

1,609

219

63,893

26,007

814

854

1,660

41,214

3,151

7,172

37,193

18,186

19,007

2,216

21,223

1,841

19,382

4,142

4,141

4,438

4,437

286,753

221,095

2,707

13

68,352

29,346

3,532

754

1,286

44,578

3,490

8,005

40,063

18,315

21,748

1,649

23,397

1,724

21,673

4,755

4,753

4,964

4,962
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Consolidated statement of comprehensive income

Amounts in DKK million

Note 2013 2012

 Profit for the year

 

 Items that are or may be reclassified subsequently to the income statement

 Translation from functional currency to presentation currency:

  Translation impact arising during the year

  Reclassified to income statement, gain on sale of non-current assets, etc., net

 Other equity investments:

  Fair value adjustment for the year

  Reclassified to income statement, gain on sale of non-current assets, etc., net

19 Cash flow hedges:

 Value adjustment of hedges for the year

 Reclassified to income statement:

  – revenue

  – operating costs

  – financial expenses

 Reclassified to cost of property, plant and equipment

5 Tax on other comprehensive income

 Share of other comprehensive income of joint ventures, net of tax

 Share of other comprehensive income of associated companies, net of tax

 Total items that are or may be reclassified subsequently to the income statement

 Items that will not be reclassified to the income statement

16 Actuarial gains/losses on defined benefit plans, etc.

5 Tax on other comprehensive income

 Total items that will not be reclassified to the income statement

 Other comprehensive income for the year, net of tax

 Total comprehensive income for the year

 Of which:

 Non-controlling interests

 A.P. Møller - Mærsk A/S’ share

21,223

-8,584

4

22

-15

579

-73

-147

413

-32

-183

65

-36

-7,987

322

-38

284

-7,703

13,520

1,685

11,835

23,397

-2,347

-280

27

-3

-35

-17

331

 753

43

-74

6

133

-1,463

-253

-16

-269

-1,732

21,665

1,688

19,977
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Consolidated balance sheet at 31 December

Amounts in DKK million

   31 December 1 January

Note 2013 2012 2012

6 Intangible assets

 

 Ships, rigs, containers, etc.

 Production facilities and equipment, etc.

 Land and buildings

 Construction work in progress and payment on account

7 Property, plant and equipment

 

8 Investments in joint ventures

8 Investments in associated companies

 Other equity investments

19 Derivatives

16 Pensions, net assets

9 Other receivables

 Financial non-current assets

 

10 Deferred tax

 Total non-current assets

 

11 Inventories

 

 Trade receivables

 Tax receivables

19 Derivatives

9 Other receivables

 Prepayments

 Receivables, etc.

 

 Securities

 Cash and bank balances

12 Assets held for sale

 Total current assets

 Total assets

 

25,915

150,775

33,258

3,899

35,575

223,507

10,744

34,828

387

1,364

358

4,401

52,082

2,589

304,093

6,773

25,048

1,150

948

5,863

2,620

35,629

1,687

17,640

37,474

99,203

403,296

27,953

168,549

31,005

20,319

28,247

248,120

11,381

35,539

425

1,249

193

4,920

53,707

3,292

333,072

12,869

30,273

2,273

621

11,206

2,509

46,882

2,160

11,670

3,045

76,626

409,698

26,431

165,273

33,330

22,565

23,204

244,372

6,908

32,464

485

814

87

4,198

44,956

4,485

320,244

12,719

25,115

1,343

468

10,268

2,295

39,489

2,151

12,013

9,737

76,109

396,353
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Consolidated balance sheet at 31 December

Amounts in DKK million

   31 December 1 January

Note  2013 2012 2012

13 Share capital

 Reserves

 Proposed dividend for distribution

 Equity attributable to A.P. Møller - Mærsk A/S

 Non-controlling interests

 Total equity

 

15 Borrowings, non-current

 

16 Pensions and similar obligations

17 Provisions

19 Derivatives

10 Deferred tax

18 Other payables

 Other non-current liabilities

 Total non-current liabilities

 

15 Borrowings, current

 

17 Provisions

 Trade payables

 Tax payables

19 Derivatives

18 Other payables

 Deferred income

 Other current liabilities

12 Liabilities associated with assets held for sale

 Total current liabilities

 Total liabilities

 Total equity and liabilities

4,396

205,032

6,154

215,582

14,526

230,108

68,753

1,768

22,673

686

6,007

117

31,251

100,004

16,461

3,980

29,124

2,824

945

6,966

1,356

45,195

11,528

73,184

173,188

403,296

4,396

199,129

5,275

208,800

13,739

222,539

91,000

2,531

19,288

1,310

6,503

248

29,880

120,880

11,977

3,583

34,730

2,639

541

8,750

3,984

54,227

75

66,279

187,159

409,698

4,396

185,365

4,396

194,157

13,771

207,928

90,929

2,546

18,384

2,340

5,693

340

29,303

120,232

11,975

2,921

36,742

3,429

2,136

8,853

701

54,782

1,436

68,193

188,425

396,353



A.P. Moller - Maersk GroupGroup Annual Report 201376

Consolidated cash flow statement

Amounts in DKK million

Note 2013 2012

 Profit before financial items

6,7 Depreciation, amortisation and impairment losses

3 Gain on sale of non-current assets, etc., net

 Share of profit/loss in joint ventures

 Share of profit/loss in associated companies

24 Change in working capital

 Change in provisions and pension obligations, etc.

24 Other non-cash items

 Cash flow from operating activities before financial items and tax

 Dividends received

 Financial income received

 Financial expenses paid

 Taxes paid

 Cash flow from operating activities

24 Purchase of intangible assets and property, plant and equipment

 Sale of intangible assets and property, plant and equipment

25 Acquisition of subsidiaries and activities

25 Sale of subsidiaries and activities

24 Other financial investments

 Cash flow used for capital expenditure

 Purchase/sale of securities, trading portfolio

 Cash flow used for investing activities

 Repayment of borrowings

 Proceeds from borrowings

 Dividends distributed

 Dividends distributed to non-controlling interests

 Acquisition of non-controlling interests

 Other equity transactions

 Cash flow from financing activities

 Net cash flow from continuing activities

12 Net cash flow from discontinued operations

 Net cash flow for the year

 Cash and cash equivalents 1 January

 Currency translation effect on cash and cash equivalents

 Cash and cash equivalents 31 December

 Of which classified as assets held for sale

 Cash and cash equivalents 31 December

 Cash and cash equivalents

 Cash and bank balances

 Overdrafts

 Cash and cash equivalents 31 December

Cash and cash equivalents include DKK 6.4bn (DKK 7.0bn) that relates to cash and cash equivalents  

in countries with exchange control or other restrictions. These funds are not readily available for general  

use by the parent company or other subsidiaries. 

41,214

26,007

-776

-854

-1,660

1,416

1,863

495

67,705

1,514

437

-3,741

-15,859

50,056

-35,178

5,877

-111

152

1,835

-27,425

-145

-27,570

-14,424

5,518

-5,241

-755

-15

105

-14,812

7,674

473

8,147

10,758

-729

18,176

-1,086

17,090

17,640

550

17,090

44,578

29,346

-3,500

-754

-1,286

-4,422

552

538

65,052

1,201

506

-5,265

-20,698

40,796

-43,608

9,715

-1,668

8,879

-7,048

-33,730

-66

-33,796

-23,689

21,805

-4,366

-1,109

-1,191

570

-7,980

-980

-153

-1,133

11,726

165

10,758

-

10,758

11,670

912

10,758
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Consolidated statement of changes in equity

Amounts in DKK million

2013  A.P. Møller - Mærsk A/S

  Share Trans- Reserve Reserve Retained Proposed Total Non- Total
  capital lation for other for earnings dividend  control- equity
   reserve equity hedges  for  ling 
    invest-   distri-  inter- 
Note    ments   bution  ests

 Equity 1 January 2013 4,396 -5,633 84 -665 205,343 5,275 208,800 13,739 222,539 

         

  Translation from functional currency 

to presentation currency  -  -8,409 -4 5  -   -  -8,408 -172 -8,580 

 Other equity investments  -   -  7  -   -   -  7  -  7 

 Cash flow hedges  -   -   -  730  -   -  730 10 740 

  Share of other comprehensive 

income of joint ventures, 

net of tax  -   -   -   -  65  -  65  -  65 

  Share of other comprehensive 

income of associated companies, 

net of tax  -   -   -   -  -36  -  -36  -  -36 

  Actuarial gains/losses on defined  

benefit plans, etc.  -   -   -   -  310  -  310 12  322 

5 Tax on other comprehensive income  -   -   -  -182 -33  -  -215 -6 -221 

 Other comprehensive income,  
 net of tax  -  -8,409 3 553 306  -  -7,547 -156 -7,703

 Profit for the year  -   -   -   -  13,228  6,154  19,382 1,841 21,223 

  Total comprehensive income  
for the year  -  -8,409 3 553 13,534  6,154  11,835 1,685 13,520 

 Dividends to shareholders  -   -   -   -  34 -5,275 -5,241 -951 -6,192 

14  Value of granted and sold  

share options - - - - 34 - 34  - 34 

 Sale of own shares  -   -   -   -  78  -  78  -  78 

 Capital increases and decreases - - - - - -  -  17 17 

 Tax on transactions  -   -   -   -  76  -  76 36 112 

  Total transactions with  
shareholders  -  -  -   -  222 -5,275 -5,053 -898 -5,951 

          

 Equity 31 December 2013 4,396 -14,042 87 -112 219,099  6,154  215,582 14,526 230,108
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Consolidated statement of changes in equity

Amounts in DKK million

2012  A.P. Møller - Mærsk A/S

  Share Trans- Reserve Reserve Retained Proposed Total Non- Total
  capital lation for other for earnings dividend  control- equity
   reserve equity hedges  for  ling 
    invest-   distri-  inter- 
Note    ments   bution  ests

 Balance at 31 December 2011 4,396 -3,007 65 -1,713 190,020 4,396 194,157 13,778 207,935

  Impact of changes in  

accounting policies - - - - - - - -7 -7

 Restated balance at 1 January 2012 4,396 -3,007 65 -1,713 190,020 4,396 194,157 13,771 207,928

          

 Translation from functional currency         

 to presentation currency  -  -2,626 -2 1  -   -  -2,627  -  -2,627

 Other equity investments  -   -  21  -   -   -  21 3 24

 Cash flow hedges  -   -   -  1,097  -   -  1,097 -22 1,075

 Share of other comprehensive         

 income of joint ventures,         

 net of tax  -   -   -   -  6  -  6  -  6

 Share of other comprehensive         

 income of associated companies,         

 net of tax  -   -   -   -  133  -  133  -  133

  Actuarial gains/losses on defined  

benefit plans, etc.  -   -   -   -  -231  -  -231 -22 -253

5 Tax on other comprehensive income  -   -   -  -50 -45  -  -95 5 -90

  Other comprehensive income,  
net of tax  -  -2,626 19 1,048 -137  -  -1,696 -36 -1,732

 Profit for the year  -   -   -   -  16,398 5,275 21,673 1,724 23,397

  Total comprehensive income  
for the year  -  -2,626 19 1,048 16,261 5,275 19,977 1,688 21,665

          

 Dividends to shareholders  -   -   -   -  30 -4,396 -4,366 -1,109 -5,475

14  Value of granted and sold  

share options  -   -   -   -  43  -  43  -  43

  Acquisition of non-controlling  

interests1  -   -   -   -  -1,029  -  -1,029 -640 -1,669

 Sale of own shares  -   -   -   -  18  -  18  -  18

 Capital increases and decreases  -   -   -   -   -   -   -  85 85

 Tax on transactions  -   -   -   -   -   -   -  -29 -29

 Other equity movements  -   -   -   -   -   -   -  -27 -27

  Total transactions with  
shareholders  -  -  -   -  -938 -4,396 -5,334 -1,720 -7,054

          

 Equity 31 December 2012 4,396 -5,633 84 -665 205,343 5,275 208,800 13,739 222,539

1  Acquisition of non-controlling interests primarily relates to the acquisition of additional shares in  

APM Terminals Apapa Ltd. and OHG Netto Supermarkt GmbH & Co. After the acquisitions, the Group’s  

ownership percentages amount to 94% and 100%, respectively.
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Amounts in DKK million

Notes to the consolidated financial statements

  Maersk Maersk APM Maersk Maersk Maersk Damco Svitzer Total
  Line Oil Terminals Drilling Supply Tankers   reportable
      Service    segments

 

2013

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in joint ventures

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Intangibles assets

Property, plant and equipment

Investments in joint ventures

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Total assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

1 Segment information

51,362

2

51,364

32,363

8,830

549

 - 

2

 - 

-234

22,752

16,877

5,875

18,233

-10,111

8,122

13,565

16,756 

35,442

-

1,068

3,267

 - 

8,117

64,650

29,588

35,062

144,320

2,864

147,184

18,615

10,054

56

110

215

 - 

-2

8,828

345

8,483

20,968

-9,031

11,937

9,713

4

115,943

 - 

8

603

 - 

15,974

132,532

24,027

108,505
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  Maersk Maersk APM Maersk Maersk Maersk Damco Svitzer Total
  Line Oil Terminals Drilling Supply Tankers   reportable
      Service    segments

 

2013

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in joint ventures

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Intangibles assets

Property, plant and equipment

Investments in joint ventures

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Total assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

Amounts in DKK million

Notes to the consolidated financial statements

258,770

12,270

271,040

64,173

24,574

1,969

544

879

792

147

39,992

18,548

21,444

53,376

-29,115

24,261

38,292

25,899

221,325

10,642

3,767

5,749

6,354

40,074

313,810

74,232

239,578

4,553

118

4,671

1,218

476

36

 - 

164

124

 - 

994

116

878

1,011

-12

999

455

1,988

 5,242

357

-

231

 - 

1,045

8,863

1,485

7,378

18,049

 - 

18,049

-367

158

33

 - 

12

45

 - 

-501

125

-626

-81

-127

-208

163

1,046

487

158

1

246

29

4,321

6,288

4,056

2,232

9,126

6

9,132

120

1,097

1,292

431

45

-1

2

-1,792

-11

-1,781

1,253

4,201

5,454

106

25

7,794

23

28

5

5,304

2,062

15,241

2,604

12,637

5,102

120

5,222

2,365

956

 - 

 - 

28

-3

 - 

1,434

111

1,323

2,448

-787

1,661

848

33

 11,647

-

-

20

 - 

1,190

12,890

1,354

11,536

11,078

-1

11,077

4,847

1,339

 - 

 - 

20

107

 - 

3,635

670

2,965

4,358

-8,525

-4,167

8,368

103

 29,549

860

-

357

 - 

2,792

33,661

4,867

28,794

15,180

9,161

24,341

5,012

1,664

3

3

393

520

381

4,642

315

4,327

5,186

-4,723

463

5,074

5,944

15,221

9,244

2,662

1,020

1,021

4,573

39,685

6,251

33,434
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Amounts in DKK million

Notes to the consolidated financial statements

  Maersk Maersk APM Maersk Maersk Maersk Damco Svitzer Total
  Line Oil Terminals Drilling Supply Tankers   reportable
      Service    segments

 

2012

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in joint ventures

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Intangibles assets

Property, plant and equipment

Investments in joint ventures

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Total assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

Maersk Oil’s profit for the period included a tax income of DKK 5.2bn from  

the settlement of a dispute regarding tax collected by the Algerian national  

oil company, Sonatrach S.P.A. The settlement related to Algerian tax imposed  

from August 2006.

1 Segment information – continued

58,833

 - 

58,833

41,463

10,812

169

 - 

632

 - 

-243

30,871

16,707

14,164

22,347

-11,352

10,995

11,484

17,806 

32,552

-

1,114

2,985

 - 

11,645

66,102

26,943

39,159

153,495

3,624

157,119

12,627

9,835

467

579

133

 - 

6

3,043

372

2,671

10,384

-20,566

-10,182

19,577

18

122,048

-

17

414

 - 

21,437

143,934

27,084

116,850



A.P. Moller - Maersk Group Group Annual Report 2013 83

  Maersk Maersk APM Maersk Maersk Maersk Damco Svitzer Total
  Line Oil Terminals Drilling Supply Tankers   reportable
      Service    segments

 

2012

External revenue

Inter-segment revenue

Total revenue

Profit before depreciation, amortisation and impairment losses, etc.

Depreciation and amortisation

Impairment losses

Reversal of impairment losses

Gain on sale of non-current assets, etc., net

Share of profit/loss in joint ventures

Share of profit/loss in associated companies

Profit/loss before financial items (EBIT)

Tax

Net operating profit/loss after tax (NOPAT)

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

Investments in non-current assets1

Intangibles assets

Property, plant and equipment

Investments in joint ventures

Investments in associated companies

Other non-current assets

Assets held for sale

Other current assets

Total assets

Non-interest bearing liabilities

Invested capital, net

1  Comprise additions of intangible assets and property, plant and equipment,  

including additions from business combinations.

Maersk Oil’s profit for the period included a tax income of DKK 5.2bn from  

the settlement of a dispute regarding tax collected by the Algerian national  

oil company, Sonatrach S.P.A. The settlement related to Algerian tax imposed  

from August 2006.

Amounts in DKK million

Notes to the consolidated financial statements

274,917

15,151

290,068

67,743

26,620

2,873

579

1,599

735

109

41,272

19,057

22,215

44,758

-47,272

-2,514

45,389

26,701

228,693

11,279

3,872

5,171

3,037

49,083

327,836

72,089

255,747

4,643

111

4,754

1,294

535

630

 - 

22

111

 - 

262

219

43

1,395

-595

800

752

2,417

 5,857

429

-

325

31

966

10,025

1,563

8,462

17,314

1,395

18,709

526

133

14

 - 

109

37

 - 

525

205

320

-591

-118

-709

572

1,173

537

149

1

232

20

4,533

6,645

3,750

2,895

11,329

125

11,454

1,243

1,557

1,554

 - 

46

6

2

-1,814

11

-1,825

726

-2,669

-1,943

2,901

41

17,182

7

34

3

2,644

2,522

22,433

1,872

20,561

4,941

139

5,080

1,848

964

39

 - 

-21

 - 

 - 

824

59

765

1,767

-1,242

525

1,329

8 

 12,372

-

-

19

21

1,389

13,809

1,322

12,487

9,688

61

9,749

3,695

1,142

 - 

-

2

2

 - 

2,557

545

2,012

3,459

-3,216

243

3,619

2

23,533

902

1

227

 - 

3,014

27,679

3,443

24,236

14,674

9,696

24,370

5,047

1,642

 - 

 - 

676

579

344

5,004

939

4,065

5,271

-7,514

-2,243

5,155

5,236

14,612

9,792

2,705

966

321

3,577

37,209

6,112

31,097
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 2013 2012

Revenue

Reportable segments

Other businesses

Unallocated activities (Maersk Oil Trading)

Eliminations

Total

Of which:

Sale of goods including sale of oil and gas

Rendering of services, etc.

Profit for the year

Reportable segments

Other businesses 1

Financial items, net

Unallocated tax

Other unallocated items

Eliminations

Total continuing operations

Discontinued operations, after eliminations

Total

Assets

Reportable segments

Other businesses

Unallocated activities

Dansk Supermarked Group

Eliminations

Total

Liabilities

Reportable segments

Other businesses

Unallocated activities

Dansk Supermarked Group

Eliminations

Total

1 2012 included gain on sale of non-current assets, etc., of DKK 1,419m in Maersk FPSOs and Maersk LNG.

Amounts in DKK million

Notes to the consolidated financial statements

1 Segment information – continued

 271,040

7,407

2,476

-14,687

266,236

55,340

210,896

21,444

1,980

-4,021

+490

812

-74

19,007

2,216

21,223

313,810

37,073

31,176

30,712

-9,475

403,296

74,232

2,416

93,582

11,366

-8,408

173,188

290,068

13,099

4,717

-21,131

286,753

65,871

220,882

22,215

3,728

-4,515

+736

425

9

21,748

1,649

23,397

327,836

38,100

22,669

28,589

-7,496

409,698

72,089

3,637

107,133

10,839

-6,539

187,159
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APM Terminals and Maersk Line have entered into a commercial agreement whereby Maersk Line is secured dedicated capacity in certain 

strategically important terminals. Under the terms of the agreement, substantially all of the risks and benefits associated with ownership of 

these terminals are transferred to Maersk Line. Management has chosen not to apply finance lease accounting for the internal reporting and 

accordingly these terminals are still reported as part of APM Terminals in the segment information.

The effect for APM Terminals is an increase of USD 70m in revenue and USD 42m in EBIT excluding any gains or losses in connection with  

the de-recognition of non-current assets. Maersk Line is affected by the same amount on cost and EBIT.

The agreement has no effect on the Group as the transactions are eliminated in the consolidation.

Geographical information

Revenue for the shipping activities is based on the destination for ships operated by the Group and on customer location for ships on time 

charter. The majority of the Group’s ships, drilling rigs and containers are registered in Denmark, Singapore, United Kingdom and the USA.  

These types of assets are allocated to countries based on legal ownership.

 External revenue Tax paid Non-current assets 1

Geographical split 2013 2012 2013 2012 2013 2012

Denmark

Algeria

Brazil

China and Hong Kong

Qatar

Singapore

United Kingdom

USA

Other

Total

1 Comprise intangible assets and property, plant and equipment.

Amounts in DKK million

Notes to the consolidated financial statements

1 Segment information – continued

104,089

3,155

15,067

19,104

5,161

51,438

26,128

11,248

40,683

276,073

86,170

3,056

14,150

19,566

3,400

37,078

25,350

15,988

44,664

249,422

8,745

1,194

289

197

8,629

-3

400

465

782

20,698

6,280

681

188

127

8,129

81

93

-33

313

15,859

25,202

7,492

8,147

11,204

24,827

2,450

17,312

32,480

157,639

286,753

19,468

7,412

7,748

11,662

22,435

2,573

16,800

29,071

149,067

266,236
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Amounts in DKK million

1 Segment information – continued

Exploration activities (Maersk Oil)     2013 2012

Income

Exploration costs

Depreciation, amortisation and impairment losses, net

Exploration expenses, net

Intangible assets 1

Total assets

Total liabilities

Cash flow from operating activities

Cash flow used for capital expenditure

Free cash flow

1 Comprise mainly oil rights.

The exploration activities include Maersk Oil’s income, expenses, assets, liabilities and cash flows related to exploration for and evaluation of  

oil and gas resources. Activities in the subsequent development phases are not included. The income relates primarily to farm-out agreements. 

Notes to the consolidated financial statements

90

6,454

672 

7,036

13,596

22,133

3,496

-3,559

-1,022

-4,581

735

6,302

735

6,302

16,168

30,642

2,254

-5,074

-2,768

-7,842
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Amounts in DKK million

2 Operating costs

 2013 2012

Costs of goods sold

Bunker costs

Terminal costs

Intermodal costs

Port costs

Rent and lease costs

Exploration costs

Staff costs

Integration and restructuring costs

Other

Total operating costs

Remuneration of employees

Wages and salaries

Severance payments

Pension costs, defined benefit plans

Pension costs, defined contribution plans

Other social security costs

Total remuneration

Of which:

Recognised in the cost of assets

Included in exploration costs

Included in integration and restructuring costs

Expensed as staff costs

Average number of employees in continuing operations

Rent and lease costs include contingent rent totalling DKK 1.2bn (DKK 844m), which entirely relates to operating leases. 

Customary agreements have been entered into with employees regarding compensation in connection with resignation with consideration 

for local legislation and collective agreements.

For information about share-based payment reference is made to note 14.

Notes to the consolidated financial statements

3,089

33,095

25,311

17,450

10,796

17,958

6,454

31,608

612

57,360

203,733

28,420

746

244

1,878

2,028

33,316

487

664

557

31,608

88,909

4,551

39,976

26,089

19,999

10,845

20,862

6,302

31,690

495

60,286

221,095

28,220

518

233

2,157

1,908

33,036

320

590

436

31,690

89,569
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Fees and remuneration to the Board of Directors and the Executive Board

Contracts of employment for the Executive Board contain terms customary in Danish listed companies, including termination notice and 

competition clauses. In connection with a possible takeover offer, neither the Executive Board nor the Board of Directors will receive special 

remuneration.

The Board of Directors has received fees of DKK 20m (DKK 19m).

As at 1 January 2013, management has changed from Firmaet A.P. Møller to the Executive Board. Remuneration of the Executive Board, 

which does not include pension or share based payment, is expensed with DKK 106m (Firmaet A. P. Møller DKK 96m).

Fees to the statutory auditors KPMG Statsautoriseret KPMG including 
 Revisionspartnerselskab network firms

 2013 2012 2013 2012

Statutory audit

Other assurance services

Tax and VAT advisory services

Other services

Total fees

 PricewaterhouseCoopers PwC including  
 Statsautoriseret network firms
 Revisionspartnerselskab

 2013 2012 2013 2012

Statutory audit

Other assurance services

Tax and VAT advisory services

Other services

Total fees

Amounts in DKK million

Notes to the consolidated financial statements

2 Operating costs – continued

 20 

 2 

 23 

 20 

 65 

 15 

 1 

 2 

 13 

 31 

27

2

17

11

57

8

1

2

11

22

 67 

 3 

 32 

 24 

 126 

 35 

 2 

 4 

 33 

 74 

95

 5 

 28 

 22 

150

15

1

3

42

61
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 2013 2012

Gains1 

Losses

Gain on sale of non-current assets, etc., net

1 Gains include dividends received from other equity investments of DKK 38m (DKK 32m).

Gains relate to the sale of the Brigantine Group, China of DKK 163m and a number of non-current assets. Losses mainly relate to the divest-

ment of DFDS with a loss of DKK 317m.

In 2012, gains primarily related to the sale of the FPSO, Maersk Peregrino, which was completed 31 July 2012 with a gain of DKK 1,252m, 

Maersk LNG A/S, DKK 465m, oil concession rights in Brazil, DKK 637m and Maersk Equipment Service Company, Inc., DKK 458m. 

Amounts in DKK million

Notes to the consolidated financial statements

3 Gain on sale of non-current assets, etc., net

1,431

617

814

3,607

75

3,532
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 2013 2012

Interest expenses on liabilities

Of which borrowing costs capitalised on assets1

Interest income on loans and receivables

Interest income on securities

Fair value adjustment transferred from equity hedge reserve (loss)

Unwind of discount on provisions

Net interest expenses

Exchange rate gains on bank deposits, loans and working capital

Exchange rate losses on bank deposits, loans and working capital

Net foreign exchange gains/losses

Fair value gains from derivatives  

Fair value losses from derivatives

Fair value gains from securities

Fair value losses from securities

Net fair value gains/losses 2

Dividends received from securities

Impairment losses on financial non-current receivables

Financial expenses, net

Of which:

Financial income

Financial expenses

1  The capitalisation rate used to determine the amount of borrowing costs eligible for capitalisation is 4.4% (4.8%).

2  Including loss on hedging instrument in fair value hedge of DKK 500m (gain of DKK 394m) and gain on the hedged item of DKK 362m  

(loss of DKK 349m).

For an analysis of gains and losses from derivatives reference is made to note 19.

Amounts in DKK million

Notes to the consolidated financial statements

4  Financial income and expenses

3,811

988

467

3

393

377

3,123

1,556

3,325

-1,769

1,110

253

10

 - 

867

5

1

4,021

3,151

7,172

4,236

318

593

6

754

376

4,449

1,129

2,798

-1,669

1,732

141

22

7

1,606

8

11

4,515

3,490

8,005
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 2013 2012

Tax recognised in the income statement

Of which regarding Danish and foreign tonnage tax, freight tax, etc.

Total

Of which:

Current tax

Deferred tax

Current and deferred tax arise as follows:

Profit before tax

Income subject to Danish and foreign tonnage taxation, etc.

Share of profit/loss in joint ventures

Share of profit/loss in associated companies

Profit before tax, adjusted

Calculated 25% tax

Tax rate deviations in foreign entities, net

Additional tax in the oil segment in excess of 25%

Gains related to shares, dividends, etc.

Adjustment to previous years’ taxes 1

Deferred tax assets, not previously recognised

Tax losses for which no deferred tax asset was recognised

Other permanent differences, net

Total

Tax recognised in other comprehensive income and equity

Cash flow hedges

Actuarial gains/losses on defined benefit plans, etc.

Tax recognised in other comprehensive income, net

Tax recognised directly in equity

Total

Of which:

Current tax

Deferred tax

1  2012 included a tax income of DKK 5.2bn from the settlement of a dispute regarding tax collected by the Algerian national oil company, 

Sonatrach S.P.A. The settlement is related to Algerian tax imposed from August 2006.

Amounts in DKK million

5 Tax

Notes to the consolidated financial statements

18,186

-557

17,629

17,741

-112

37,193

-7,267

-854

-1,660

27,412

6,853

-960

10,467

97

-86

-629

1,059

828

17,629

183

38

221

-112

109

162

-53

18,315

-432

17,883

16,579

1,304

40,063

-395

-754

-1,286

37,628

9,407

-633

12,961

-196

-5,343

-402 

737

1,352

17,883

74

16

90

29

119

65

54
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Amounts in DKK million

Notes to the consolidated financial statements

6 Intangible assets

 Goodwill Terminal Oil con- Other Total
  and service cession rights 
  concession rights  
  rights

Cost

1 January 2012

Addition

Acquired in business combinations

Disposal

Transfer, assets held for sale

Exchange rate adjustment

31 December 2012

Addition

Acquired in business combinations

Disposal

Transfer, assets held for sale

Exchange rate adjustment

31 December 2013

Amortisation and impairment losses

1 January 2012

Amortisation

Impairment losses

Disposal

Transfer, assets held for sale

Exchange rate adjustment

31 December 2012

Amortisation

Impairment losses

Disposal

Transfer, assets held for sale

Exchange rate adjustment

31 December 2013

Carrying amount:

31 December 2012  1 2 3

31 December 2013  1 2 3

1  Of which DKK 1.0bn (DKK 936m) is under development. DKK 278m (DKK 305m) is related to terminal rights with indefinite useful life in  

Poti Sea Port Corp. The impairment test is based on the estimated value in use according to a business plan. A discount rate of 13.0% 

(11.0%) p.a. after tax has been applied in the calculation. Furthermore, the development in volumes and rates are significant parameters.

2  Of which DKK 14.7bn (DKK 15.4bn) is related to oil concession rights where amortisation will begin when production commences. These 

rights are primarily located offshore in Brazil, and will only be subject to impairment testing when trigger events occur.

3 Of which DKK 95m (DKK 839m) is related to on-going development of software.

4,436

 - 

235

11

 - 

3

4,663

 - 

 - 

 - 

  -463

-549

3,651

562

 - 

623 

11

 - 

-16

1,158

 - 

20

 - 

 -30 

-80

1,068

3,505

2,583

4,115

624

1,619

1

-134

27

6,250

1,349

39

147

 - 

-509

6,982

904

241

 -  

 - 

-28

-10

1,107

268

 - 

78

 - 

-109

1,188

5,143

5,794

40,696

1,141

 - 

 - 

 - 

-639

41,198

1,037

 - 

551

 - 

-1,812

39,872

22,700

1,290

 - 

 - 

 - 

-371

23,619

979

273

551

 - 

-1,055

23,265

17,579

16,607

3,534

546

184

180

-1

-39

4,044

708

 - 

17

-1,362

-187

3,186

2,184

339

 - 

176

-1

-28

2,318

348

8 

17

-278

-124

2,255

1,726

931

52,781

2,311

2,038

192

-135

-648

56,155

3,094

39

715

-1,825

-3,057

53,691

26,350

1,870

623

187

-29

-425

28,202

1,595

301

646

-308

-1,368

27,776

27,953

25,915
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Amounts in DKK million

Notes to the consolidated financial statements

6 Intangible assets – continued

Goodwill impairment test

The carrying amount of goodwill has been allocated to the following operating segments and cash generating units based on the  

management structure:

   Carrying amount

Operating segment Cash generating unit 2013 2012

Svitzer Adsteam Marine Limited (Australia)

Damco Airfreight service

Dansk Supermarked OHG Netto Supermarkt GmbH & Co.

Other

Total

The impairment tests are based on the estimated value in use from five year business plans and a calculated terminal value with growth 

equal to the expected local economic growth.

In 2013, impairment losses of DKK 20m primarily relate to Pacific Network Global Logistics (Damco), due to weak market conditions in 

airfreight in Australia.

In 2012, impairment losses of DKK 623m primarily related to the Adsteam Marine Limited goodwill in the United Kingdom, which was fully 

impaired due to weak market conditions. Regarding the goodwill in Australia, an increase in the discount rate of 1%-point was estimated to 

result in an additional impairment of DKK 570m. Likewise a decline of 1%-point in terminal value growth rate was estimated to result in an 

impairment of DKK 445m.

Key assumptions Terminal value Estimated EBITDA Applied discount rate
 growth rate growth p.a. in the  p.a. after tax
  forecast period 

Cash generating unit 2013 2012 2013 2012 2013 2012

Adsteam Marine Limited (Australia)

Airfreight service

OHG Netto Supermarkt GmbH & Co.     

Other intangible assets
Impairment losses for 2013 of DKK 281m primarily relate to oil concession rights on the Janice field in the United Kingdom and are based on 
estimated value in use. A discount rate of 8.5% p.a. after tax and the forward curve for oil prices at 31 December 2013 are used in the calculation.

11.0%

4.5%

-

2.0%

2.0%

-

4.3%

7.2%

2.3%

1.7%

2.0%

0.0%

1,900

501

 - 

182

2,583

7.8%

9.0%

-

2,325

515

413

252

3,505

7.0%

9.1%

7.0%



A.P. Moller - Maersk GroupGroup Annual Report 201394

Amounts in DKK million

7 Property, plant and equipment

 Ships, rigs, Production Land and Construc- Total
 containers, facilities buildings tion work in 
 etc. and  progress and 
  equipment,  payment on 
  etc.  account 

Cost
1 January 2012
Addition
Acquired in business combinations
Disposal
Disposal on sale of businesses
Transfer
Transfer, assets held for sale
Exchange rate adjustment
31 December 2012
Addition
Acquired in business combinations
Disposal
Disposal on sale of businesses
Transfer
Transfer, assets held for sale
Exchange rate adjustment
31 December 2013

Depreciation and impairment losses
1 January 2012
Depreciation
Impairment losses
Reversal of impairment losses
Disposal
Disposal on sale of businesses
Transfer
Transfer, assets held for sale
Exchange rate adjustment
31 December 2012
Depreciation
Impairment losses
Reversal of impairment losses
Disposal
Disposal on sale of businesses
Transfer, assets held for sale
Exchange rate adjustment
31 December 2013

Carrying amount:
31 December 2012
31 December 2013

Of which carrying amount of finance leased assets:
31 December 2012
31 December 2013

254,678
12,394

 - 
2,422

40
17,086
-7,751
-4,063

269,882
2,941

 - 
6,750

 - 
9,414

-11,968
-12,398

251,121

89,405
14,068

2,063
565

1,961
24

276
-369

-1,560
101,333

13,752
1,493

488
6,310

 - 
-4,353
-5,081

100,346

168,549
150,775

13,395
11,445

129,861
1,275

185
7,965

37
9,362

-232
-1,631

130,818
3,629

26
896

23
12,269
-7,454
-6,079

132,290

96,531
11,221

220
25

7,550
30

923
-114

-1,363
99,813

9,623
282
278
810

21
-5,094
-4,483

99,032

31,005
33,258

6
3

33,966
383

 - 
244

15
-2,738

-529
651

31,474
525
129

61
6

438
-25,660

-468
6,371

11,401
526
174

 - 
113

8
-826

-63
64

11,155
531

 - 
25
27

3
-8,966

-193
2,472

20,319
3,899

6
5

23,710
28,994

1
158

 - 
-23,710

 - 
-456

28,381
31,510

 - 
180

 - 
-22,121

-337
-1,603

35,650

506
 - 
 - 
 - 
1
 - 

-373
 - 
2

134
 - 
 - 

53
 - 
 - 
 - 

-6
75

28,247
35,575

 - 
 - 

442,215
43,046

186
10,789

92
 - 

-8,512
-5,499

460,555
38,605

155
7,887

29
 - 

-45,419
-20,548

425,432

197,843
25,815

2,457
590

9,625
62

 - 
-546

-2,857
212,435

23,906
1,775

844
7,147

24
-18,413

-9,763
201,925

248,120
223,507

13,407
11,453
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Amounts in DKK million

7 Property, plant and equipment – continued

Impairment tests of property, plant and equipment have been carried out within the following cash generating units, applying the below 

methods and key assumptions based on identified impairment indicators during the year:

   Applied Impairment Reversal of Recoverable
   discount rate losses impairment amount
   p.a. after tax  losses 

Operating Cash generating Methodology
segment unit   2013 2012 2013 2012 2013 2012 2013

Maersk Tankers Crude tankers Fair value  - - 1,292 1,043 431  -  5,304

 Product Handy Value in use  10.0% 10.0% - 406 -  -  -

Maersk Line Maersk Line 1 Fair value  -  -  - 220 - 566 -

 Multi purpose vessel Value in use  10.0% 10.0% 56 214 110  -  520

Maersk Oil Janice area Value in use  8.5% 8.5% 276 169 -  -  -

 Other   -  -  151 405 303 24 -

Total      1,775  2,457  844  590 

1 Container vessels previously held for sale, partly redeployed or partly laid-up.

Transfers

Transfer to assets held for sale primarily relates to Dansk Supermarked Group and 15 vessels in the VLCC segment in Maersk Tankers. In 2012, 

transfer to assets held for sale primarily comprised the FPSO Maersk Peregrino. 

The negative transfer from land and buildings in 2012 was primarily related to pavement and other terminal infrastructure being reclassified to 

production facilities and equipment, etc.

Finance leases

As part of the Group’s activities, customary leasing agreements are entered into, especially with regard to the chartering of vessels and 

lease of containers and other equipment. In some cases, the leasing agreements comprise purchase options for the Group and options for 

extension of the lease term.

In the financial statements, assets held under finance leases are recognised in the same way as owned assets.

Operating leases as lessor

Property, plant and equipment include assets, mainly drillships, rigs and vessels, which are leased out as part of the Group’s activities.  

The future lease income is DKK 57.2bn (DKK 53.3bn) of which DKK 16.7bn (DKK 13.5bn) is receivable within one year, DKK 32.6bn (DKK 35.4bn) 

between one and five years and DKK 7.9bn (DKK 4.4bn) in more than five years.

Ownership of production facilities and vessels

Ownership of production facilities, etc., relating to oil production in Qatar and Algeria with a carrying amount of DKK 6.4bn (DKK 8.3bn)  

is transferred to state-owned oil companies on an on-going basis according to agreements. The right of use is maintained during the  

concession period.

Pledges

Ships, rigs, etc., with a carrying amount of DKK 44.5bn (DKK 54.7bn) have been pledged as security for loans of DKK 26.7bn (DKK 33.9bn).
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Amounts in DKK million

8 Investments in joint ventures and associated companies

Investments in joint ventures (100% numbers) APM Terminals Other

 2013 2012 2013 2012

Revenue

Expenses, depreciation, amortisation, interest, etc.

Profit for the year

Other comprehensive income

Total comprehensive income

Non-current assets

Current assets

Non-current liabilities

Current liabilities

Net assets

Cash and bank balances

Commitments in joint ventures, which may require the Group to contribute cash for investments, etc., amount to DKK 3.0bn (DKK 1.4bn). 

4,657

4,293

364

-

364

8,524

2,252

4,780

2,680

3,316

712

5,303

4,537

766

-

766

7,195

2,264

3,067

2,890

3,502

771

9,509

7,596

1,913

13

1,926

53,137

4,996

19,522

4,733

33,878

2,670

13,459

11,704

1,755

137

1,892

73,255

6,448

24,982

10,140

44,581

1,939
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Amounts in DKK million

8 Investments in joint ventures and associated companies – continued

Investments in associated companies (100% numbers) Danske Bank Other

 2013 2012 2013 2012

Revenue

Expenses, depreciation, amortisation, interest, etc.

Profit for the year

Other comprehensive income

Total comprehensive income

Non-current assets

Current assets

Non-current liabilities

Current liabilities

Net assets

Cash and bank balances

Danske Bank

The fair value of the Group’s investment in Danske Bank amounts to DKK 25.2bn (DKK 19.3bn), and the carrying amount to DKK 29.2bn  

(DKK 27.7bn). Profit in Danske Bank was DKK 7.1bn (DKK 4.7bn). The Group’s share is DKK 1.4bn (DKK 952m). 

Revenue includes interest income, fee income and net premiums. Contingent liabilities in associated companies totalled DKK 46.8bn  

(DKK 48.6bn) proportionally and are related to guarantees and other contingent liabilities.

In October 2012, the Group participated in Danske Bank’s capital increase DKK 7.2bn with an investment of DKK 1.4bn.

No dividend has been received from Danske Bank in 2013 or 2012. Danske Bank will resume dividend payments in 2014, however certain 

restrictions under a loan agreement with the Danish State still apply.

28,981

28,107

874

108

982

33,937

19,962

23,924

5,971

24,004

3,703

23,708

22,887

821

-310

511

30,171

5,382

13,438

4,959

17,156

2,281

127,200

122,451

4,749

633

5,382

2,251,073 

1,234,108

 2,199,854

1,147,093

138,234

 97,267 

117,453

110,338

7,115

641

7,756

2,088,691 

1,138,366

 2,113,972

967,428

145,657

43,721
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Amounts in DKK million

9 Other receivables

 2013 2012

Loans

Finance lease receivables

Other interest-bearing receivables and deposits

VAT and similar receivables

Receivables from settled claims and disputes, etc.

Other

Total 

Of which:

Classified as non-current

Classified as current

In 2012, receivables from settled claims primarily related to a tax dispute in Algeria.

The finance lease receivables are primarily related to the Portsmouth terminal in Virginia, USA.   

Finance lease receivables Gross Interest Carrying Gross Interest Carrying 
 recei-  amount recei-  amount
 vables   vables

 2013 2013 2013 2012 2012 2012

Within one year

Between one and five years

After five years

Total 

1,425

736

715

1,243

260 

5,885

10,264

4,401

5,863

47

196

622

865

83

352

1,298

1,733

42

161

533

736

31

101

143

275

73

262

676

1,011

5,421

868

871

908

2,494

5,564

16,126

4,920

11,206

36

156

676

868
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Amounts in DKK million

10 Deferred tax

Recognised deferred tax assets and liabilities are attributable to the following:

  Assets  Liabilities  Net liabilities

 2013 2012 2013 2012 2013 2012

Intangible assets

Property, plant and equipment

Receivables, etc.

Provisions, etc.

Oil lifting balances in joint operations

Tax loss carry forwards

Other

Total

Offsets

Total 

Change in deferred tax, net during the year      2013 2012

1 January

Intangible assets

Property, plant and equipment

Receivables, etc.

Provisions, etc.

Oil lifting balances in joint operations

Tax loss carry forwards

Other

Recognised in the income statement1

Intangible assets

Property, plant and equipment

Other

Change from acquisition/sale of businesses

Recognised in other comprehensive income and equity

Transfer, assets held for sale, etc.

Exchange rate adjustments

31 December

1 Of which DKK 185m (DKK 253m) is recognised as an expense in Discontinued operations.

1,336

8,406

311

-3,376

-528

-2,950

12

3,211

 - 

3,211

1,208

-342

2,300

96

502

-164

-957

123

1,558

461

3

-1

463

54

-9

-63

3,211

487

10,191

376

-4,389

-262

-2,957

-28

3,418

 - 

3,418

3,211

-492

2,028

-13

-1,387

256

-236

-83

73

2

23

 - 

25

-53

180

-18

3,418

1,516

10,123

438

312

 - 

 - 

70

12,459

-5,956

6,503

792

10,900

503

272

 - 

 - 

196

12,663

-6,656

6,007

180

1,717

127

3,688

528

2,950

58

9,248

-5,956

3,292

305

709

127

4,661

262

2,957

224

9,245

-6,656

2,589



A.P. Moller - Maersk GroupGroup Annual Report 2013100

Notes to the consolidated financial statements

Amounts in DKK million

10 Deferred tax – continued

Unrecognised deferred tax assets

The tax losses carried forward have no significant time limitations. No tax value is recognised as it is  

not considered likely that the deferred tax assets can be realised in the foreseeable future.

 2013 2012

Deductible temporary differences

Tax loss carry forwards

Total

There are no significant unrecognised tax liabilities on investments in subsidiaries, associated companies and joint ventures.

 2013 2012

Raw materials and consumables

Work in progress

Finished goods and goods for resale

Bunker

Total

No significant write-downs or reversals have been recognised on inventories.

Amounts in DKK million

11 Inventories

1,122

2,909

4,031

2,077

127

4,949

7,153

5,716

12,869

1,373

3,020

4,393

1,462

152

937

2,551

4,222

6,773
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12  Discontinued operations and assets held for sale

Discontinued operations and assets held for sale 2013

Dansk Supermarked Group is classified as Discontinued operations and information of discontinued operations below solely relates to  

Dansk Supermarked Group. 

Intangible assets held for sale regarding Dansk Supermarked Group amounts to DKK 1.5bn and property, plant and equipment amounts to  

DKK 18.3bn. Non-controlling interests within equity related to  Dansk Supermarked Group amounts to DKK 11.3bn (DKK 10.6bn). Reference  

is made to note 30 for further information.

Assets held for sale relate, in addition to Dansk Supermarked Group, primarily  to 15 vessels in the VLCC segment in Maersk Tankers.

Discontinued operations and assets held for sale 2012

Comparison figures in the income statement and cash flow statement have been restated as a consequence of the classification of  

Dansk Supermarked Group as discontinued operations in 2013. 

In 2012, assets held for sale primarily related to Maersk Tankers’ 11 vessels in the handygas segment.

Seven container vessels in Maersk Line, of which four are owned and three held as finance lease, were due to unsuccessful sales efforts 

ceased to be classified as held for sale and in consequence net impairment losses of DKK 550m were reversed. 

Impairment losses of DKK 148m were recognised in relation to the reclassification to assets held for sale.

 2013 2012

Profit for the year – discontinued operations

Revenue

Expenses

Depreciation, amortisation and impairment losses

Profit before tax, etc.

Tax 

Profit for the year – discontinued operations

A.P. Møller - Mærsk A/S’ share hereof

Earnings and diluted earnings per share, DKK

Cash flows from discontinued operations for the year

Cash flow from operating activities

Cash flow used for investing activities

Cash flow from financing activities

Net cash flow from discontinued operations

Balance sheet items comprise:

Non-current assets

Current assets

Assets held for sale

Provisions

Other liabilities

Liabilities associated with assets held for sale

55,610

-52,528

-846

2,236

587

1,649

910

208

2,694

-1,998

-849

-153

2,919

126

3,045

 - 

75

75

56,857

-53,219

-733

2,905

689

2,216

1,293

296

3,810

-2,614

-723

473

26,572

10,902

37,474

246

11,282

11,528
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13 Share capital and earnings per share

The share capital on 31 December 2013 comprises:

A shares DKK 2,197.8m divided into 2,197,619 shares of DKK 1,000 and 362 shares of DKK 500

B shares DKK 2,197.8m divided into 2,197,683 shares of DKK 1,000 and 234 shares of DKK 500

All shares are fully issued and paid up.

One A share of DKK 1,000 holds two votes. B shares have no voting rights.

For adoption of resolutions regarding changes in the Company’s articles or increase or write down to the share capital requires the presence of 

two-thirds of the class A voting rights at the Annual General Meeting and that the resolution shall be passed by two-thirds of the votes cast. 

Apart from a resolution for the dissolution of the Company, other resolutions at the Annual General Meetings are passed by simple majority, 

as long as legislation does not require particular voting majority. Reference is made to the Company’s articles of association. 

In the event of an increase of the Company’s share capital, the shareholders in the given share class shall have a pre-emptive right to subscribe 

for a proportionate share of the capital increase.

According to the authorisation of the Annual General Meeting, the Board of Directors may in the period up to and including 3 April 2016 allow 

the Company to acquire own shares up to a holding of 10% of the Company’s share capital. The purchase price may not deviate by more than 

10% from the price quoted on NASDAQ OMX Copenhagen A/S at the time of purchase.

  No. of shares  Nominal  % of
  of DKK 1,000  value  share capital

Own shares (B shares) 2013 2012 2013 2012 2013 2012

1 January

Disposal

31 December

Disposals of own shares are primarily related to the share option programme.

Based on the parent company’s profit of DKK 7,313m (DKK 8,435m), the Board of Directors proposes a dividend to the shareholders of  

DKK 1,400 per share of DKK 1,000 – a total of DKK 6,154m (DKK 1,200 per share of DKK 1,000 – a total of DKK 5,275m). Payment is expected 

to take place on 4 April 2014.

Payment of dividends to shareholders does not trigger taxes for the Group.

Amounts in DKK million

0.68%

0.02%

0.66%

0.66%

0.06%

0.60%

30 

1

29

29 

 2 

27

29,729 

659

29,070

29,070 

2,544

26,526
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13 Share capital and earnings per share – continued

Basis for calculating earnings per share is the following:

A.P. Møller - Mærsk A/S’ share of:      2013 2012

Profit for the year of continuing operations

Profit for the year of discontinued operations 

Profit for the year

Issued shares 1 January

Average number of own shares

Average number of shares

At 31 December 2013, there is a dilution effect on earnings per share of 2,522 (4,658) issued share options while there is no dilution effect on 

11,852 (15,931) issued share options. This corresponds to 0.06% (0.11%) and 0.27% (0.36%) of the share capital, respectively.

Amounts in DKK million

20,763

910

21,673

4,395,600

29,330

4,366,270

18,089

1,293

19,382

4,395,600

28,006

4,367,594
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14 Share-based payment

In 2013, the Group has established a restricted shares programme for employees, replacing the previous share option programme.  

The fair value of restricted shares (A.P. Møller - Mærsk A/S B shares) granted to 115 employees was DKK 46m at the time of the grant.  

Total value of granted restricted shares recognised in the income statement is DKK 12m.

The transfer of restricted shares is contingent on the employee still being permanently employed and takes place when three years have 

passed from the time of grant.  The employee is not entitled to any dividend during the vesting period. 

Special conditions apply regarding illness, death and resignation as well as changes in the Company’s capital structure, etc.

A portion of the Group’s holding of own shares is reserved for transfer of restricted shares.

Outstanding restricted shares       Employees 1 Total fair
         value 1

         

       No.  DKK million

Granted

Forfeited 

Outstanding 31 December 2013 

1 At the time of grant.

The fair value per restricted share at the time of grant is calculated at DKK 45,315, which is equal to the average share price on the first five 

trading days following the release of A.P. Møller – Mærsk A/S’ annual report .

The average remaining contractual life for the restricted shares as per 31 December 2013 is 2.3 years.

In addition to the restricted shares program, the Group has a share option programme for former partners in Firmaet A.P. Møller and other  

employees. Each share option granted is a call option to buy an existing B share of nominal DKK 1,000 in A.P. Møller - Mærsk A/S.  Share  

options related to this programme have not been granted in 2013.

In 2012, the fair value of share options granted to 123 employees was DKK 39m at the time of grant. Total value of granted share options 

recognised in the income statement is DKK 23m (DKK 36m). In addition to the share options granted to the employees in 2012, three partners  

in Firmaet A.P. Møller bought share options corresponding to a fair value of DKK 7m.

The share options was granted at an exercise price corresponding to 110% of the average of the market price on the first five trading days  

following the release of A.P. Møller - Mærsk A/S’ annual report. Exercise of the share options is contingent on the option holder still being  

permanently employed at the time of exercise. The share options can be exercised when at least two years and no more than five years  

have passed from the time of granting and can only be exercised within the trading periods as stated in the internal rules for trading of  

A.P. Møller - Mærsk A/S’ securities in force at any time. Special conditions apply regarding illness, death and resignation as well as changes  

in the Company’s capital structure, etc.

The share options can only be settled in shares. A portion of the Group’s holding of own shares is reserved for settlement of granted options.

Amounts in DKK million

Notes to the consolidated financial statements

1,014

13

1,001

46
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14 Share-based payment – continued

Outstanding share options Partners Employees 1 Total Average Total fair
 in Firmaet   exercise value1

 A.P. Møller 1   price 

 No. No. No. DKK DKK million

1 January 2012

Granted

Sold

Exercised 

Forfeited 

Outstanding 31 December 2012 

Exercisable 31 December 2012 

Exercised

Forfeited

Outstanding 31 December 2013

Exercisable 31 December 2013

1 At the time of grant.

The weighted average share price at the dates of exercise of shares was DKK 49,982 (DKK 43,124).

The average remaining contractual life as per 31 December 2013 is 2.0 years (2.3 years) and the exercise price for outstanding share options  

is in the range of DKK 27,237 to DKK 57,959 (DKK 27,237 to DKK 57,959).

In 2012, the fair value per option at the time of grant was calculated at DKK 8,839 based on Black & Scholes’ options pricing model.

The following principal assumptions were used in 2012 in the valuation of the share options at the time of grant:

     2012

Share price, five days average, DKK

Exercise price, DKK

Expected volatility (based on four years historical volatility)

Expected term

Expected dividend per share, DKK

Risk free interest rate (based on the five years swap interest curve)

Amounts in DKK million

4,459

 - 

792

 - 

 - 

5,251

3,684

237

1,120

3,894

3,102

12,113

4,356

 - 

659

472

15,338

8,076

2,307

2,551

10,480

6,265

16,572

4,356

792

659

472

20,589

11,760

2,544

3,671

14,374

9,367

44,716

49,843

49,843

27,237

52,351

46,382

41,183

30,421

53,479

47,394

46,085

39

7

45,312

49,843

31.3%

4.0 years

1,000

1.6%
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15 Borrowings

     2013 2012

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Total

Of which:

Classified as non-current

Classified as current

Finance lease liabilities Minimum Interest Carrying Minimum Interest Carrying
 lease  amount lease  amount
 pay-   pay-  
 ments   ments  

 2013 2013 2013 2012 2012 2012

Within one year

Between one and five years

After five years

Total

The finance lease agreements are described in note 7. 

46,839

10,747

27,628

85,214

68,753

16,461

64,743

12,384

25,850

102,977

91,000

11,977

1,118

3,472

6,157

10,747

994

4,369

7,021

12,384

507

1,681

1,422

3,610

570

1,861

1,909

4,340

1,625

5,153

7,579

14,357

1,564

6,230

8,930

16,724
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16 Pensions and similar obligations

As employer, the Group participates in pension plans according to normal practice in the countries in which the Group operates. As a main 

rule, the pension plans within the Group are defined contribution plans, where contributions are recognised in the income statement on an 

accrual basis. A number of entities have defined benefit plans, in which retirement benefits are based on length of service and salary level.  

To a limited extent, these defined benefit plans also include payment of medical expenses, etc.

Pension and medical plans which, as part of collective bargaining agreements, have been entered into with other enterprises (known as 

multi-employer plans) are treated as other pension plans. Such defined benefit plans are treated as defined contribution plans when  

sufficient information for calculating the individual enterprises’ share of the obligation is not available.

In 2014, the Group expects to pay contributions totalling DKK 429m to funded defined benefit plans (DKK 445m in 2013).

 United Other Total United Other Total
 Kingdom   Kingdom  

 2013 2013 2013 2012 2012 2012

Specification of net liability

Present value of funded plans

Fair value of plan assets

Net liability of funded plans

Present value of unfunded plans

Impact of minimum funding  

requirement/asset ceiling

Net liability 31 December

Of which:

Pensions, net assets

Pensions and similar obligations

The majority of the Group’s defined benefit liabilities are in the UK (77%) and the USA (13%). All of the plans in the UK and the majority of the 

plans in the USA are funded. Although all of the UK plans are now closed to new entrants, active members in the two largest plans continue to 

accrue new benefits. The smaller UK plans are all closed to new accruals, although a salary link remains in some of the plans.

Overall the plans have an average duration of 16 years and approximately 49% of the obligation is in respect of pensioner members.

As well as being subject to the risks of falling interest rates which would increase the obligation, poor asset returns and retirees living longer 

than anticipated, the Group is also subject to the risk of higher than expected inflation. This is because many pension benefits, particularly in 

the UK plans increase in line with inflation (although some minimum and maximum limits apply).

Significant financial assumptions United Kingdom Total United Kingdom Total

  2013 2013  2012 2012

Discount rate

Inflation rate

Future salary increase

Future pension increase

4.2%

2.9%

3.9%

2.8%

4.4%

3.1%

4.0%

2.9%

4.4%

3.6%

4.5%

3.3%

4.4%

3.3%

4.3%

3.1%

14,044

-12,596

1,448

857

33

2,338

193

2,531

3,523

-2,769

754

839

32

1,625

10,521

-9,827

694

18

1

713

13,696

-12,852

844

468

98

1,410

358

1,768

2,850

-2,324

526

450

 - 

976

10,846

-10,528

318

18

98

434
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16 Pensions and similar obligations – continued

Rates of life expectancy reflect the most recent mortality investigations and in line with market practice an allowance is made for future improve-

ments in life expectancy. The Group assumes that future improvements will be in line with the latest projections (1.25%) for all the UK plans.

    31 December

Life expectancy   2013 2033 2012 2032

65 year old male in the UK

The liabilities are calculated using assumptions that are the Group’s best estimate of future experience. The sensitivity of the liabilities and 

pension cost to the key assumptions are as follows:

Sensitivities for key assumptions Change by Change in liability
in the UK  2013

Factors     Increase Decrease

Discount rate 10 basis points

Inflation rate 10 basis points

Life expectancy 1 year

The Group’s plans are funded in accordance with applicable local legislation. In the UK, each plan has a Trustee Board that is required to act in 

the best interests of plan members. Every three years, a formal valuation of the plan’s liabilities is carried out using a prudent basis and if the 

plan is in deficit, the Trustees agree with the Company on a plan for recovering that deficit.

The expected contributions to the UK plans for 2014 are DKK 300m (DKK 286m in 2013) of which DKK 83m (DKK 65m in 2013) is deficit 

recovery contributions. In most of the UK plans, any surplus remaining after the last member dies may be returned to the company. However 

the Merchant Navy Officer’s Pension Fund contributions paid by the company are not refundable in any circumstance and the balance sheet 

liability reflects an adjustment for any agreed deficit recovery contributions in excess of deficit determined using the Group’s assumptions.   

In 2013, an adjustment of DKK 98m (DKK 1m) was applied in this respect.

Specification of plan assets United Other Total United Other Total
 Kingdom   Kingdom  

 2013 2013 2013 2012 2012 2012

Shares

Government Bonds

Corporate Bonds

Real estate

Other assets

Fair value 31 December

All the plan assets held by the Group are quoted, except for an insignificant portion.

22.7

173

-108

-363

21.9

-168

97

373

23.522.2

 4,535 

 4,297 

 2,504 

 130 

 1,130 

 12,596 

911

971

371

23

493

2,769

3,624

3,326

2,133

107

637

9,827

4,297

4,615

2,676

158

1,106

 12,852 

891

557

367

19

490

2,324

3,406

4,058

2,309

139

616

10,528
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16 Pensions and similar obligations – continued

Amounts in DKK million

The net liability has changed as follows:

Change in net liability Present Fair value Adjust- Net Of which: 
 value of of plan ments liability United 
 obliga- assets   Kingdom
 tions 

1 January 2012

Current service costs, etc.
Calculated interest expense/income
Gains/losses on settlements, past service costs/income, etc.
Administration expenses, etc.
Recognised in the income statement in 20121

Actuarial gains/losses from change in financial assumptions
Actuarial gains/losses from change in demographic assumptions
Experience gains/losses
Return on plan assets, exclusive calculated interest income
Adjustment for minimum funding requirement
Effect of asset ceiling
Recognised in other comprehensive income in 2012

Contributions from the Group
Contributions from employees
Benefit payments
New plans
Effect of business combinations and disposals
Exchange rate adjustment
31 December 2012

Current service costs, etc.
Calculated interest expense/income
Gains/losses on settlements, past service costs/income, etc.
Administration expenses, etc.
Recognised in the income statement in 20131

Actuarial gains/losses from change in financial assumptions
Actuarial gains/losses from change in demographic assumptions
Experience gains/losses
Return on plan assets, exclusive calculated interest income
Adjustment for minimum funding requirement
Effect of asset ceiling
Recognised in other comprehensive income in 2013

Contributions from the Group
Contributions from employees
Benefit payments
Exchange rate adjustment
Closing balance transferred to held for sale
31 December 2013

1 Of which DKK 5m (DKK 7m) is included under Discontinued operations.

991

40
39

 - 
7

86

284
103
113
-31

-451
 - 

18

-407
 - 

-2
 - 
 - 

27
713

33
27

 - 
6

66

385
74
23

-664
96

 - 
-86

-238
 - 

-2
-19

 - 
434

2,460

156
73

2
9

240

610
 103 
119

-202
-359

-18
253

-584
 - 

-65
6
9

19
2,338

146
84

5
14

249

123
137

47
-695

96
-30

-322

-383
 - 

-72
-97

-303
1,410

400

 - 
 - 
 - 
 - 
 - 

 - 
 - 
 - 
 - 

-359
-18

-377

 - 
 - 
 - 
 - 
 - 

10
33

 - 
 - 
 - 
 - 
 - 

 - 
 - 
 - 
 - 

96
-30
66

 - 
 - 
 - 

-1
 - 

98

11,619

 - 
556

 - 
-9

547

 - 
 - 
 - 

202
 - 
 - 

202

584
16

-597
 - 
 - 

225
12,596

 - 
499

 - 
-14

485

 - 
 - 
 - 

695
 - 
 - 

695

383
13

-962
-358

 - 
12,852

13,679

156
629

2
 - 

787

610
 103 
119

 - 
 - 
 - 

832

 - 
16

-662
6
9

234
14,901

146
583

5
 - 

734

123
137

47
 - 
 - 
 - 

307

 - 
13

-1,034
-454
-303

14,164
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Amounts in DKK million

16 Pensions and similar obligations – continued

17 Provisions

Multi-employer plans

Due to collective agreements, some entities in the Group participate together with other enterprises in defined benefit pension and health 

insurance schemes for current and retired employees (multi-employer plans). In 2013, the Group’s contribution is estimated at DKK 685m 

(DKK 707m). The contributions to be paid in 2014 are expected to be DKK 693m (DKK 760m).

No reliable basis exists for allocation of the schemes’ obligations and plan assets to individual employer participants. The Group’s share might be 

significant. Deficit in some of the schemes may necessitate increased contributions in the future. Based on the most recent available financial 

data from the plans’ trustees, the plan assets totalled DKK 39.4bn (DKK 38.8bn) and the actuarial value of obligations approximately DKK 

52.8bn (DKK 52.8bn). Net obligations in the plans with deficits totalled DKK 15.3bn (DKK 15.5bn). In general, the contributions to the schemes 

are based on man hours worked or cargo tonnage handled, or a combination hereof.

 Abandon- Restruc- Legal dis- Other Total
 ment turing putes, etc.   

1 January 2013

Provision made

Amount used

Amount reversed

Addition from business combinations

Unwind of discount

Transfer, assets held for sale

Exchange rate adjustment

31 December 2013

Of which:

Classified as non-current

Classified as current

Non-current provisions expected

to be realised after more than five years

Provisions for abandonment comprise estimated expenses for abandonment of oil and gas fields at discounted value. Restructuring includes 

provisions for decided and publicly announced restructurings. Legal disputes, etc. include tax and duty disputes among other things. Other 

includes provisions for guarantees, onerous contracts, and risk under certain self-insurance programmes. The provisions are subject to con-

siderable uncertainty, cf. note 28.

Reversals of provisions primarily relate to legal disputes and contractual disagreements, which are recognised in the income statement under 

operating costs and tax.

9,610

2,529

94

 - 

 - 

376

 - 

-521

11,900

11,900

 - 

9,451

373

559

317

86

 - 

 - 

 - 

-28

501

39

462

 - 

7,762

3,017

580

1,372

 - 

 - 

-21

-409

8,397

6,651

1,746

753

5,126

2,935

644

1,092

1

1

-232

-240

5,855

4,083

1,772

333

22,871

9,040

1,635

2,550

1

377

-253

-1,198

26,653

22,673

3,980

10,537
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18 Other payables

Amounts in DKK million

 2013 2012

Interest payable

VAT and duties payable

Accrued staff costs

Deposits received

Contingent consideration regarding business combinations

Other

Total

Of which:

Classified as non-current

Classified as current

Fair value adjustments on contingent consideration in relation to the acquisitions of Poti Sea Port Corp., NTS International Transport Services 

Co. Ltd. and Pacific Network Global Logistics  have during 2013 resulted in gains of DKK 57m (DKK 87m), DKK 41m (DKK 47m) and DKK 16m 

(DKK 0m), respectively. The gains are recognised as other income. The contingent considerations are dependent on the future financial and 

operational performance of the companies.

765

2,522

2,317

544

165

770

7,083

117

6,966

935

2,836

3,170

579

281

1,197

8,998

248

8,750
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19 Derivatives

Foreign exchange forwards and option contracts are used to hedge the currency risk related to recognised and unrecognised transactions. 

Interest rate swaps are used to hedge interest rate exposure on borrowings. Price hedge derivatives are entered into to hedge crude oil 

prices and bunker prices.

    2013 2012

Non-current receivables

Current receivables

Non-current liabilities

Current liabilities

Assets, net

The fair value of derivatives held at the balance sheet date can be allocated by type as follows:

 Fair value Recognised Recognised Fair value Recognised Recognised
  in income in equity  in income in equity
  statement   statement 

 2013 2013 2013 2012 2012 2012

Currency derivatives 1

Interest rate derivatives 1

Price hedge derivatives 

Total

1 Of which DKK 783m (DKK 857m) is related to fair value hedges.

The fair value recognised in equity relates to derivatives designated as effective hedging of future cash flows. The gains/losses are mainly 

expected to affect the income statement in the same periods as the cash flows are expected to occur. The expected  timing of the effect on 

the income statement is as follows:

 Currency Interest Total Currency Interest Total
 derivatives rate  derivatives rate 
  derivatives   derivatives 

 2013 2013 2013 2012 2012 2012

Within one year

Between one and five years

After five years

Total

213

-686

 - 

-473

1,249

621

1,310

541

19

-73

-305

-95

-473

-52

578

-34

492

1,364

948

686

945

681

-294

-310

-82

-686

161

-108

-34

19

221

5

-13

213

295

-38

 - 

257

212

2

43

257

288

137

-1

424

-64

-1

27

-38

583

99

-1

681

276

3

16

295
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19 Derivatives – continued

Amounts in DKK million

The gains/losses, including realised transactions, are recognised as follows:

 2013 2012

Hedging foreign exchange risk on revenue

Hedging foreign exchange risk on operating costs

Hedging interest rate risk

Hedging foreign exchange risk on the cost of property, plant and equipment

Total effective hedging

Ineffectiveness recognised in financial expenses

Total reclassified from equity reserve for hedges

Derivatives accounted for as held for trading:

Currency derivatives recognised directly in financial income/expenses

Interest rate derivatives recognised directly in financial income/expenses

Hedging of oil prices and freight rates recognised directly in other income/costs

Net gains/losses recognised directly in the income statement

Total 

Currency derivatives hedge future revenue, operating costs and investments and are recognised on an ongoing basis in the income statement 

and the cost of property, plant and equipment respectively.

Interest rate derivatives swap floating to fixed rates on borrowings and are recognised in the income statement concurrently with the hedged 

interest expenses. They are also used to swap fixed rates to floating rates, of which some are fair value hedges.

Furthermore, the Group enters into derivatives to hedge economic risks that are not accounted for as hedging. These derivatives are accounted 

for as held for trading.

For information about currencies, maturities, etc. reference is made to note 21.

73

147

-393

32

-141

-20

-161

904

-380

-7

517

356

17

-331

-754

-43

-1,111

1

-1,110

1,355

580

-12

1,923

813
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Financial assets measured at amortised cost   Carrying amount

   2013 2012

Loans

Finance lease receivables

Other interest-bearing receivables and deposits

Total interest-bearing receivables

Trade receivables

Other receivables (non-interest-bearing) 

Cash and bank balances

Total loans and receivables

Fair value of the non-current receivables is not materially different from the carrying amount.

Financial liabilities measured at amortised cost Carrying Fair Carrying Fair
 amount value amount value

 2013 2013 2012 2012

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Borrowings

Trade payables

Other financial liabilities

Total financial liabilities

Fair value of listed issued bonds fall within level 1 of the fair value hierarchy. Fair value of the remaining borrowing items fall within level 2 of 

the fair value hierarchy and are calculated on the basis of discounted interests and instalments.

Amounts in DKK million

 46,839

10,747

27,628

85,214

29,124

6,918

121,256

48,562

11,965

28,905

89,432

64,743

12,384

25,850

102,977

34,730

8,717

146,424

1,425

736

715

2,876

25,048

7,388

17,640

52,952

68,259

14,510

26,857

109,626

5,421

868

871

7,160

30,273

8,966

11,670

58,069
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20 Financial instruments by category – continued

Financial instruments measured at fair value

Financial instruments measured at fair value can be divided into three levels:

Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2 –  Inputs other than quoted prices included within level 1 that are observable  for the asset  

or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices);

Level 3 – Inputs for the asset or liability that are not based on observable market data.

 Level

 Carrying Quoted Other Other
 amount prices observable measurement
   inputs methods

2013

Bonds

Shares

Other securities

Total securities (held for trading)

Derivatives

Shares (available-for-sale)

Total financial assets

Derivatives

Other payables

Total financial liabilities

2012

Bonds

Shares

Other securities

Total securities (held for trading)

Derivatives

Shares (available-for-sale)

Total financial assets

Derivatives

Other payables

Total financial liabilities

The majority of derivative contracts are cash flow hedges (designated as hedging instruments) equal to a net asset of DKK 257m  

(net liability of DKK 473m). 

Fair value of level 3 assets and liabilities are primarily based on the present value of expected future cash flows. A reasonably possible  

change in the discount rate is not estimated to affect the Group’s profit or equity significantly.

1,674

5

8

1,687

2,312

387

4,386

1,631

165

1,796

2,020

10

130

2,160

1,870

425

4,455

1,851

281

2,132

1,674

1

-

1,675

-

 - 

1,675

-

 - 

-

2,020

1

-

2,021

10

37

2,068

44

 - 

44

 - 

 - 

 - 

 - 

2,312

 - 

2,312

1,631

 - 

1,631

 - 

 - 

120

120

1,860

 - 

1,980

1,807

 - 

1,807

 - 

4

8

12

 - 

387

399

 - 

165

165

 - 

9

10

19

 - 

388

407

 - 

281

281
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21 Financial risks

The Group’s activities expose it to a variety of financial risks: 

• Market risks, i.e. currency risk and interest rate risk 

• Credit risk 

• Liquidity risk.

The Group’s overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise the potential 

adverse effects on the Group’s financial performance. The Group uses derivative financial instruments to hedge certain risk exposures.

Risk management is carried out by a central finance department under policies approved by the Board of Directors. The finance department 

identifies, evaluates and hedges financial risks in close co-operation with the Group’s Business Units.

 

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates, will affect the Group’s profit or the 

value of its holdings of financial instruments. Below sensitivity analyses relate to the position of financial instruments at 31 December 2013.

The sensitivity analyses for currency risk and interest rate risk have been prepared on the basis that the amount of net debt, the ratio of  

fixed to floating interest rates of the debt and the proportion of financial instruments in foreign currencies remain unchanged from hedge 

designations in place at 31 December 2013. Furthermore, it is assumed that the exchange rate and interest rate sensitivities have a symmetric 

impact, i.e. an increase in rates results in the same absolute movement as a decrease in rates.

The sensitivity analyses show the effect on profit or loss and equity of a reasonably possible change in exchange rates and interest rates.

Currency risk

The Group’s currency risk arises due to income from shipping and oil-related activities are denominated mainly in USD, while the related 

expenses are incurred in both USD and a wide range of other currencies such as DKK, EUR, CNY and GBP.  As the net income is in USD, this is 

also the primary financing currency. Income and expenses from other activities, including APM Terminals, are mainly denominated in local 

currencies, thus reducing the Group’s exposure to these currencies.

The main purpose of hedging the Group’s currency risk is to hedge the USD value of the Group’s net cash flow and reduce fluctuations in the 

Group’s profit. The Group uses various financial derivatives, including forwards, option contracts and cross-currency swaps, to hedge these 

risks. The key aspects of the currency hedging policy are as follows:

• Net cash flows in other significant currencies than USD are hedged using a layered model with a 12-months horizon

• Significant capital commitments in other currencies than USD are hedged

• Most non-USD debt is hedged, however, depending on asset-liability match and the currency of the generated cash flow.

An increase in the USD exchange rate of 10% against all other significant currencies to which the Group is exposed, is estimated to have a 

negative impact on the Group’s profit before tax by DKK 0.8bn (DKK 0.8bn) and the Group’s equity, excluding tax, negatively by DKK 1.9bn 

(DKK 1.8bn). The sensitivities are based only on the impact of financial instruments that are outstanding at the balance sheet date, cf. notes  

19 and 20, and are thus not an expression of the Group’s total currency risk.

Amounts in DKK million
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21 Financial risks – continued

Currency position of net  Cash Other   Borrow-  Net Cash Other  Borrow-  Net
interest-bearing debt and interest- ings  interest- and interest-  ings  interest-
 bank bearing  bearing bank bearing   bearing
 balances assets 1   debt balances assets 1   debt

 2013 2013 2013 2013 2012 2012 2012 2012

USD 

EUR

DKK

Other currencies

Total

1 Other interest-bearing assets consist of bonds, other securities and interest-bearing receivables cf. note 20.

Interest rate swaps entered into for the purpose of hedging interest rate risks on loans are mainly in USD. Fair values can be found in note 19.

Foreign exchange forwards and option  Fair value 
contracts for hedging currency risks  

       2013 2012

USD

EUR

DKK

GBP

NOK

SEK

Other

Total

Interest rate risk

The Group has most of its debt denominated in USD, but part of the debt (e.g. issued bonds) is in other currencies such as DKK, EUR, GBP and 

NOK. Some loans are at fixed interest rates, while others are at floating interest rates.

The Group strives to maintain a combination of fixed and floating interest rates on its net debt, reflecting expectations and risks. The hedging 

of the interest rate risk is governed by a duration range and is primarily obtained through the use of interest rate swaps. The duration of the 

Group’s debt portfolio is 2.0 years (1.8 years). A general increase in interest rates by one percentage point is estimated, all other things being 

equal, to affect profit before tax negatively by DKK 0.2bn (DKK 0.4bn). The effect on equity, excluding tax effect, of an increase in interest rates 

as mentioned above is estimated to be positive by DKK 0.3bn (DKK 0.0bn).

This analysis assumes that all other variables, in particular foreign currency rates, remain constant.

5,532

525

3,319

8,264

17,640

3,142

548

350

518

4,558

48,146

16,496

743

19,829

85,214

39,472

15,423

-2,926

11,047

63,016

3,958

462

825

6,425

11,670

3,634

565

4,153

958

9,310

65,952

17,048

1,908

18,069

102,977

51

155

285

590

-498

41

-41

583

58,360

16,021

-3,070

10,686

81,997

46

-553

182

278

188

15

5

161
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21 Financial risks – continued

Borrowings by interest rate levels inclusive of  Carrying Next interest rate fixing
interest rate swaps amount   

  0-1 year 1-5 years 5- years

2013

0-3%

3-6%

6%-

Total

Of which:

Bearing fixed interest

Bearing floating interest

2012

0-3%

3-6%

6%-

Total

Of which:

Bearing fixed interest

Bearing floating interest

Credit risk

The Group has substantial exposure to financial and commercial counterparties but has no particular concentration of customers or suppliers. 

To minimise the credit risk, financial vetting is undertaken for all major customers and financial institutions, adequate security is required for 

commercial counterparties and credit limits are set for financial institutions and key commercial counterparties.

 51,906 

 19,898 

 13,410 

 85,214 

41,005

44,209

48,463

45,257

9,257

 102,977 

51,968

51,009

38,053

6,797

6,757

51,607

39,586

22,649

993

63,228

10,728

3,934

1,454

16,116

6,011

9,256

1,779

17,046

3,125 

 9,167

5,199 

 17,491 

2,866

13,352

6,485

22,703
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21 Financial risks – continued

Maturity analysis of trade receivables 2013 2012

Receivables not due

Less than 90 days overdue

More than 90 days overdue

Receivables, gross

Provision for bad debt

Carrying amount

Change in provision for bad debt 2013 2012

1 January

Provision made

Amount used

Amount reversed

Exchange rate adjustment

31 December

Liquidity risk

The equity share of total equity and liabilities was 57.0% at the end of 2013 (54.3%). The Group’s long term objective is to maintain a  

conservative financial solvency profile. Capital is managed for the Group as a whole.

 2013 2012

Borrowings

Net interest-bearing debt 

Liquidity reserve 1

1  Liquidity reserve is defined as undrawn committed revolving facilities, securities, cash and bank balances, including balances in countries  

with exchange control or other restrictions.

Based on the liquidity reserve, the size of the committed loan facilities, including loans for the financing of specific assets, the maturity of  

outstanding loans, and the current investment profile, the Group’s financial resources are deemed satisfactory. The Group’s long term 

objective is to maintain a conservative funding profile, matching that of a strong investment grade company over the business cycle, with a 

strong liquidity position in order to withstand fluctuations in the economy, and have the strength to exploit new and attractive investment 

opportunities.

The average term to maturity of loan facilities in the Group was about five years (about five years).

18,984

5,300

2,755

27,039

1,991

25,048

1,852

1,160

333

579

-109

1,991

85,214

63,016

80,182

23,507

5,976

2,642

32,125

1,852

30,273

1,502

932

251

298

-33

1,852

102,977

81,997

75,874
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21 Financial risks – continued

It is of great importance for the Group to maintain a financial reserve to cover the Group’s obligations and investment opportunities and to 

provide the capital necessary to offset changes in the Group’s liquidity due to changes in the cash flow from operating activities.

The flexibility of the financial reserve is subject to ongoing prioritisation and optimisation, among other things, by focusing on release of 

capital and following up on the development in working capital.

Maturities of liabilities and commitments Carrying Cash flows including interest 
 amount    

  0-1 year 1-5 years 5- years Total

2013

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Trade payables

Other payables

Non-derivative financial liabilities

Derivatives

Total recognised in balance sheet

Operating lease commitments

Capital commitments

Total

2012

Bank and other credit institutions

Finance lease liabilities

Issued bonds

Trade payables

Other payables

Non-derivative financial liabilities

Derivatives

Total recognised in balance sheet

Operating lease commitments

Capital commitments

Total

46,839

10,747

27,628

29,124

7,083

121,421

1,631

123,052

64,743

12,384

25,850

34,730

8,998

146,705

1,851

148,556

9,221

1,625

8,490

29,124

6,966

55,426

945

56,371

11,948

35,229

103,548

12,999

1,564

980

34,730

8,750

59,023

541

59,564

14,327

31,142

105,033

31,528

5,153

13,714

 - 

117

50,512

516

51,028

24,447

22,524

97,999

35,550

6,230

20,243

 - 

248

62,271

1,179

63,450

31,229

40,500

135,179

12,042

7,579

10,467

 - 

 - 

30,088

170

30,258

28,886

6,550

65,694

24,897

8,930

9,124

 - 

 - 

42,951

131

43,082

30,857

5,058

78,997

52,791

14,357

32,671

29,124

7,083

136,026

1,631

137,657

65,281

64,303

267,241

73,446

16,724

30,347

34,730

8,998

164,245

1,851

166,096

76,413

76,700

319,209



A.P. Moller - Maersk Group Group Annual Report 2013 121

Notes to the consolidated financial statements

Amounts in DKK million

22 Commitments

Operating lease commitments
As part of the Group’s activities, customary agreements are entered into regarding charter and operating leases of ships, containers, port 
facilities, etc. The future charter and operating lease payments for continuing operations are:

 Maersk Maersk APM Maersk Other Total
 Line 1 Oil Terminals Tankers 1  
     
     
2013
Within one year
Between one and two years
Between two and three years
Between three and four years
Between four and five years
After five years
Total

Net present value 2

2012
Within one year
Between one and two years
Between two and three years
Between three and four years
Between four and five years
After five years
Total

Net present value 2

1  About one-third of the time charter payments in Maersk Line and in Maersk Tankers are estimated to relate to operational costs for the assets. 
2 The net present value has been calculated using a discount rate of 6% (6%).

Total operating lease costs incurred and contingent payments related to volume, etc., are stated in note 2. 

Capital commitments Maersk Maersk APM Maersk Other Total
 Line Oil Terminals Drilling  

2013
Capital commitments relating to 
acquisition of non-current assets
Commitments towards concession grantors
Total capital commitments

2012
Capital commitments relating to 
acquisition of non-current assets
Commitments towards concession grantors
Total capital commitments
 

The decrease in capital commitments is primarily related to contractual payments during 2013.
 

11,948
8,658
6,845
5,233
3,711

28,886
65,281

47,327 

14,327
10,610

8,348
6,815
5,456

30,857
76,413

56,355

45,010 
 19,293
 64,303

54,095
22,605
76,700

2,394 
 - 

 2,394

2,084
 - 

2,084

15,040 
 - 

 15,040

19,118
 - 

19,118

7,200 
 9,815

 17,015

3,925
13,044
16,969

8,865 
 9,478

 18,343

9,757
9,561

19,318

11,511 
 - 

 11,511

19,211
 - 

19,211

751
542
239
176
127
513

2,348

1,986 

1,251
887
635
302
192
602

3,869

3,331

1,293
1,092

911
825
776

2,492
7,389

5,887 

1,695
1,416
1,205
1,021

973
3,418
9,728

7,716

1,386
1,380
1,388
1,395
1,310

23,811
30,670

17,363 

1,350
1,199
1,368
1,380
1,380

23,207
29,884

16,501

960
832
791
498

16
41

3,138

2,824 

1,094
919
833
779
499

59
4,183

3,683

7,558
4,812
3,516
2,339
1,482
2,029

21,736

19,267 

8,937
6,189
4,307
3,333
2,412
3,571

28,749

25,124
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22 Commitments – continued

    No. 

Newbuilding programme 2014 2015 2016 2017- Total

Container vessels

Tanker vessels

Rigs and drillships

Anchor handling vessels, tugboats and standby vessels, etc.

Total

    DKK 
    million 

Capital commitments relating to  
the newbuilding programme 2014 2015 2016 2017- Total

Container vessels

Tanker vessels

Rigs and drillships

Anchor handling vessels, tugboats and standby vessels, etc.

Total

DKK 27.6bn (USD 5.1bn) of the total capital commitments is related to the newbuilding programme for ships, rigs, etc., at a total contract 

price of DKK 43.8bn (USD 8.1bn) including owner-furnished equipment. The remaining capital commitments of DKK 36.7bn (USD 6.8bn) 

relate to investments mainly in APM Terminals and Maersk Oil.

The capital commitments will be financed by cash flow from operating activities as well as existing and new loan facilities.

16

4

8

12

40

11,456

744

14,403

972

27,575

 - 

 - 

 - 

-

 - 

 - 

 - 

- 

- 

 - 

-

4

1

-

5

-

521

2,328

 - 

2,849

7

-

1

3

11

4,404

149

1,497

326

6,376

9

-

6

9

24

7,052

74

10,578

646

18,350
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23 Contingent liabilities

Except for customary agreements within the Group’s activities, no material agreements have been entered into that will take effect, change 

or expire upon changes of the control over the Company.

The necessary facility of DKK 2.1bn (DKK 2.2bn) corresponding to USD 380m (USD 380m) has been established in order to meet the require-

ments for trading in the USA under the American Oil Pollution Act of 1990 (Certificate of Financial Responsibility).

Maersk Line and APM Terminals have entered into certain agreements with terminals and port authorities, etc. containing volume commitments 

including an extra payment in case minimum volumes are not met.

When exploring or producing oil in foreign countries, each subsidiary is generally liable for contractual obligations jointly with the other  

consortium parties.

The Group is involved in a number of legal disputes. The Group is also involved in tax disputes in certain countries. Some of these involve  

significant amounts and are subject to considerable uncertainity.

Tax may crystallise if the companies leave the tonnage tax regimes and on repatriation of dividends. Through participation in joint taxation 

scheme with A.P. Møller Holding A/S, the Group is jointly and severally liable for taxes payable.
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24 Cash flow specifications

 2013 2012 

Change in working capital

Inventories

Trade receivables

Other receivables and prepayments

Trade payables and other payables, etc.

Exchange rate adjustment of working capital

Total

Purchase of intangible assets and property, plant and equipment

Addition

Addition, assets held for sale

Of which finance leases, etc.

Of which borrowing costs capitalised on assets

Change in payables to suppliers regarding purchase of assets

Change in provision for abandonment

Total

Other financial investments

Capital increases and acquisition of shares in joint ventures

Sale of shares in joint ventures

Capital increases and acquisition of shares in associated companies

Sale of shares in associated companies

Purchase of non-current assets available-for-sale

Sale of non-current assets available-for-sale

Loan repayments received

Loans granted

Total

Other non-cash items related primarily to adjustment of provision for bad debt regarding trade receivables.

1,165

2,457

-327

-1,573

-306

1,416

-39,621

 - 

3

988

923

2,529

-35,178

-141

262

-237

1,634

-1

53

1,027

-762

1,835

-450

-2,525

-130

-1,082

-235

-4,422

-43,120

-39

 - 

318

-827

60

-43,608

-5,003

445

-2,378

-1

-1

134

326

-570

-7,048
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25 Acquisition/sale of subsidiaries and activities

Cash flow used for acquisitions 2013 2012

Fair value at time of acquisition

Intangible assets

Property, plant and equipment

Financial assets

Current assets

Provisions

Liabilities

Net assets acquired

Non-controlling interests

A.P. Møller - Mærsk A/S’ share

Goodwill

Purchase price

Contingent consideration assumed

Purchase price paid in prior years

Cash and bank balances assumed

Cash flow used for acquisition of subsidiares and activities

Acquisitions during 2013

No acquisitions of subsidiaries or activities, to an extent of any significance to the Group, were undertaken in 2013.

Acquisitions during 2012

If acquisitions during the year had occurred on 1 January 2012, the Group’s revenue and profit would not have been materially different.

Skandia Container Terminal AB

On 4 January 2012, the Group acquired 100% of the shares in Skandia Container Terminal AB, which operates the port of Gothenburg, 

 Sweden. The acquisition will strengthen APM Terminals’ position in Scandinavia.

The total purchase price was DKK 1,363m. The net assets acquired consist of terminal rights of DKK 1,627m, property, plant and equipment 

of DKK 182m , current assets of DKK 111m and liabilities of DKK 557m.

From the acquisition date to 31 December 2012, Skandia Container Terminal AB contributed with a revenue of DKK 540m and a profit of DKK 63m.

39

155

16

39

-1

-74

174

-33

141

 - 

141

 -  

-26

-4

111

1,803

186

4

366

-5

-841

1,513

 - 

1,513

235

1,748

-61

 - 

-19

1,668
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25 Acquisition/sale of subsidiaries and activities  – continued

Amounts in DKK million

Cash flow from sale 2013 2012 

Carrying amount

Intangible assets

Property, plant and equipment

Financial assets

Deferred tax assets

Current assets

Provisions

Liabilities

Net assets sold

Non-controlling interests

A.P. Møller - Mærsk A/S’ share

Gain/loss on sale

Proceeds from sale

Change in receivable proceeds, etc.

Non-cash items

Cash and bank balances sold

Cash flow from sale of subsidiaries and activities 

 

 

Sales during 2013

Sales during 2013 primarily comprise Bridge Terminal Transport Inc., Brigantine International Holdings Limited and Brigantine Services Limited.

Sales during 2012

Sales during 2012 primarily comprised Maersk LNG A/S and Maersk Equipment Service Company, Inc.

Non-current assets sold include assets that were previously classified as assets available for sale.

1

9

1

1

398

-7

-201

202

-4

198

250

448

-178

-39

-79

152

89

8,076

15

5

554

-5

-521

8,213

-27

8,186

984

9,170

 - 

-68

-223

8,879
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26 Related parties

 Associated Joint ventures Management 1

 companies  

 2013 2012 2013 2012 2013 2012

Revenue

Operating costs     2 2

Remuneration to management

Other income

Financial income

Financial expenses

Derivatives, non-current

Other receivables, non-current

Trade r eceivables     2

Derivatives, current  

Other receivables, current

Securities

Cash and bank balances

Derivatives, non-current

Bank and other credit institutions, etc., current

Trade payables

Derivatives, current

Other payables, current

Purchase of property, plant and equipment, etc.

Capital increases

Dividends

1  The Board of Directors and the Executive Board in A.P. Møller - Mærsk A/S, A.P. Møller Holding A/S, A.P. Møller og Hustru Chastine Mc-Kinney 

Møllers Fond til almene Formaal and their close relatives (including undertakings under their significant influence). Trade receivables and 

payables include customary business related accounts in connection with shipping activities.

2  Includes commission and commercial receivables to Maersk Broker K/S from chartering, purchase and sale of ships as well as time charter 

hire to part owners.

A.P. Møller Holding A/S , Copenhagen, Denmark has control over the Group, of which A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til 

almene Formaal is the ultimate owner. Related parties also include the companies in which the Group exercises significant influence. 

One  (one) member of the Executive Board participates in one (one) shipping partnership with one vessel that is operated as part of the 

A.P. Moller - Maersk fleet. The Group owns more than 50% (50%) of the vessel and holds the ultimate control. The vessel is operated directly  

in the market, and all transactions between related parties and the Group are subject to arm’s length conditions.

-

78

143

 11 

 - 

 - 

 - 

 - 

66

 - 

 - 

 - 

 - 

 - 

23

 2 

 - 

 - 

 - 

 - 

 - 

370

3,860

 - 

 - 

36

4

 - 

502

213

 - 

639

 - 

 - 

 - 

145

531

 - 

 - 

 - 

257

1,130

7

1,201

 - 

 - 

298

29

116

22

129

110

195

 - 

1,911

206

2

141

290

5

 - 

237

381

62

1,141

 - 

 - 

434

5

87

859

274

83

59

83

1,652

541

6

134

3

40

 - 

1,659

361

120

2,210

 - 

 - 

8

2

 - 

334

179

 - 

96

 - 

 - 

 - 

68

271

 - 

 - 

 - 

 - 

 - 

 - 

89

184

11

 - 

-

 - 

 - 

 - 

 - 

 - 

 - 

 - 

 - 

22

13

 - 

 - 

18

 - 

 - 
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During the year DKK 0m (DKK 1m) has been expensed regarding office rent and shares of DKK 2m (DKK 0m) have been sold to the A.P. Møller 

og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal.

In relation to Danske Bank’s arrangement of payment transactions, sale and purchase of securities, etc. only the related costs are included in 

the above.

None of the Executive Board members bought any share options during 2013. During 2012 three members of the Executive Board bought 

792 share options in total corresponding to a fair value of DKK 7m. Further information is provided in note 14.

Dividends distributed are not included.

Amounts in DKK million
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The consolidated financial statements for 2013 for the A.P. Moller – Maersk Group have been prepared in accordance with the International 

Financial Reporting Standards (IFRS) as adopted by the EU and Danish disclosure requirements for listed companies. In addition, the consoli-

dated financial statements have been prepared in accordance with IFRS issued by the International Accounting Standards Board (IASB).

Changes to accounting policies

The accounting policies are, apart from the below, consistent with those applied in the consolidated financial statements for 2012.  

New financial reporting requirements, which will come into effect in coming years, are outlined in note 29.

Due to reduced activity management has in the segment reporting reclassified Maersk FPSOs and Maersk LNG into Other businesses.

As of 1 January 2013, the Group has implemented IFRS 11 Joint Arrangements with consequential amendments to IAS 28 Investments in 

Associates and Joint Ventures. In addition, the following have been implemented: IFRS 10, IFRS 12, IFRS 13 as well as amendments to IFRS 7, 

IAS 1, IAS 19, IAS 27 and Annual Improvements to IFRSs 2009-2011. Furthermore, bank overdrafts are now deducted from cash and cash 

equivalents where overdraft facilities form an integral part of the Group’s cash management, cf. the cash flow statement. Recognition and 

measurement changes are described below while the other changes mainly concern presentation and disclosure requirements.

IFRS 11 Joint Arrangements replaces IAS 31 Interests in Joint Ventures and entails agreements on joint management to be classified as joint 

ventures or joint operations on the basis of the contracting parties’ rights and obligations. Joint ventures are no longer recognised proportionately, 

but according to the equity method, similar to associated companies. Joint operations will however continue to be recognised relative to the 

economic interest in income, expenses, assets and liabilities. The classification principles are described below under Consolidation.

The Group’s joint ventures are mainly found in APM Terminals, Maersk Drilling and Svitzer, whereas all joint arrangements in Maersk Oil are 

classified or treated as joint operations. The activities of vessels that are part of pool arrangements are treated as joint operations. Previously, 

these earnings were recognised net in revenue based on time charter equivalents.

With a few exceptions, including A.P. Møller – Mærsk A/S’s share of profit and equity, all items of the Group’s financial statement are affected 

by the change, although not significantly. Comparative figures have been restated. The effect on the consolidated balance sheet is presented 

in note 31.

IAS 19 Employee Benefits modifies the method for calculating the financing element of the period’s pension costs for defined benefit obligations.  

Comparative figures are not restated as the change is immaterial to the Group.

As permitted, the Group has early-adopted the amendments to IAS 36 regarding disclosures on recoverable amounts and fair values used 

in impairment tests.

Consolidation

The consolidated financial statements comprise the parent company A.P. Møller - Mærsk A/S, its subsidiaries and proportionate shares in 

joint arrangements classified as joint operations.

Subsidiaries are entities controlled by A.P. Møller - Mærsk A/S. Control is based on the power to direct the relevant activities of an entity and 

the exposure, or right, to variable returns arising from it. In that connection relevant activities are those that significantly affect the investee’s 

returns. Control is usually achieved by directly or indirectly owning or commanding more than 50% of the voting rights or by other rights, such 

as agreements on management control. 

Joint arrangements are entities in which the Group, according to contractual agreements with one or more other parties, has joint control. 

The arrangements are classified as joint ventures, if the contracting parties’ rights are limited to net assets in the separate legal entities,  

and as joint operations, if the parties have direct and unlimited rights to the assets and obligations for the liabilities of the arrangement.

Entities in which the Group exercises a significant but non-controlling influence are considered to be associated companies. 
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A significant influence is usually achieved by directly or indirectly owning or controlling 20-50% of the voting rights. Agreements and other 

circumstances are considered when assessing the degree of influence.

Consolidation is performed by summarising the financial statements of the parent company and its subsidiaries, inclusive of the propor tionate 

share of accounts related to joint operations, part-owned vessels and pool arrangements, which have been prepared in accordance with the  

Groupʼs accounting policies. Intra-group income and expenses, shareholdings, dividends, intra-group balances and gains on intra-group trans-

actions are eliminated. Unrealised gains on transactions with associated companies and joint arrangements are eliminated in proportion to 

the Groupʼs ownership share. Unrealised losses are eliminated in the same way, unless they indicate impairment.

Non-controlling interestsʼ share of profit or loss for the year and of equity in subsidiaries which are not wholly owned is included as part of the 

Groupʼs profit and equity respectively, but shown as separate items.

Business combinations

Upon acquisition of new entities, the acquired assets, liabilities and contingent liabilities are measured at fair value at the date control was 

achieved using the acquisition method. Identifiable intangible assets are recognised if they arise from a contractual right or can otherwise 

be separately identified. The difference between the fair value of the acquisition cost and the fair value of acquired identifiable net assets is 

recog nised as goodwill under intangible assets. Any subsequent changes to contingent acquisition costs are recognised as other income or 

other costs in the income statement. Transaction costs are recognised as operating costs as they are incurred.

In business combinations achieved in stages, value adjustments of previously recognised investments are recognised in the income state-

ment. When surrendering control, the value of any retained investment is adjusted at fair value and the value adjustment is recognised in the 

income statement as gain on sale of non-current assets, etc., net. The effect of the purchase and sale of non-controlling interests without 

changes in control is included directly in equity.

Foreign currency translation

The Group uses DKK as its presentation currency. In the translation to the presentation currency for entities with a functional currency 

different from DKK, the statement of comprehensive income is translated into DKK at average exchange rates and the balance sheet is 

translated at the exchange rates as at the balance sheet date. Exchange differences arising from such translations are recognised directly in 

other comprehensive income.

The functional currency varies from business area to business area. For the Groupʼs principal shipping and drilling activities and oil and gas 

activities, the functional currency is USD. This means that, among other things, the carrying amounts of property, plant and equipment and 

intangible assets and, hence, depreciation and amortisation are maintained in USD from the date of acquisition. For other activities, including 

container terminal activities and land-based container activities, the functional currency is generally the local currency in the country in which 

such activities are performed.

Transactions in other currencies than the functional currency are translated at the exchange rate prevailing at the date of the transaction. 

Monetary items in foreign currencies not settled at the balance sheet date are translated at the exchange rate as at the balance sheet date. 

Foreign exchange gains and losses are included in the income statement as financial income or expenses.

Derivative financial instruments

Derivative financial instruments are recognised on the trading date and measured at fair value using generally acknowledged valuation tech-

niques based on relevant observable swap curves and exchange rates.

The effective portion of changes in the value of derivative financial instruments designated to hedge future transactions is recognised directly 

in other comprehensive income until the hedged transactions are realised. At that time, the cumulated gains/losses are transferred to the 

items under which the hedged transactions are recognised. The effective portion of changes in the value of derivative financial instruments 

used to hedge the value of recognised financial assets and liabilities is recognised in the income statement together with changes in the fair 
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value of the hedged assets or liabilities which can be attributed to the hedging relationship. The ineffective portion of hedge transactions, 

including time value for oil price hedges, and changes in the fair values of derivative financial instruments, which do not qualify for hedge  

accounting are recognised in the income statement as financial income or expenses for financial instruments, and as other income/costs  

for oil price hedges and forward freight agreements.

Segment information

The allocation of business activities into segments reflects the Groupʼs character as a conglomerate and is in line with the internal manage-

ment reporting. Some activities are related, but are managed as independent units. The segments are as follows:

Maersk Line  Global container services

Maersk Oil   Oil and gas production and exploration activities

APM Terminals   Container terminal activities, inland transportation, container depots and repair of containers, etc.

Maersk Drilling   Offshore drilling activities and operation of land-rigs through 50% ownership of Egyptian Drilling Company

Maersk Supply Service  Supply vessel activities with anchor handling and platform supply vessels, etc.

Maersk Tankers  Tanker shipping of crude oil, oil products and gas

Damco   Logistic and forwarding activities

Svitzer  Towing and salvage activities, etc.

In addition, the Group comprises Other businesses, which does not constitute a reportable segment. This includes, inter alia, investments in 

the associated companies Danske Bank, Höegh Autoliners and DFDS. Revenue from Other businesses consists mainly of income from sale  

of containers, air freight, and services sold to the energy industry.

The reportable segments do not comprise costs in group functions. Also, oil hedging activities in Maersk Oil Trading and the results of Maersk 

Oil Tradingʼs trading activity in the form of purchasing bunker and lubricating oil on behalf of entities in the Group are not allocated to business 

segments.

Revenue between segments is limited except for Terminal activities and Damco, which deliver a large part of their services to the Groupʼs 

container shipping activities. Sales of products and services between segments are based on market terms.

Segment profit or loss (NOPAT), assets and liabilities comprise items directly related to or which can be allocated to segments. With no effect 

on the Group, long-term agreements between segments on reserved capacity in container terminals are treated as operating leases, where 

under IFRS they are classified as finance leases (cf. IFRIC 4). Financial assets and liabilities and financial income and expenses are not attri-

buted to business segments.

Income statement

Revenue from sale of goods is recognised upon the transfer of risk to the buyer.

Revenue from shipping activities is recognised as the service is rendered, by which incomplete voyages are recognised at the share related to 

the financial year. 

Oil and gas sales are recognised as revenue upon discharge from the production site. In agreements where tax is settled in oil, this tax is 

recognised both as revenue and tax.

Revenue from terminal operations, logistics, forwarding activities and towing activities is recognised upon completion of the service. In 

container terminals operated under certain restrictive terms of pricing and service, etc., the value of tangible assets constructed on behalf of 

the concession grantor is also included. For drilling activities, which are typically carried out under long-term agreements with fixed day rates, 

revenue is recognised for the production time related to the financial year. 

Lease income from operational leases is recognised over the lease term.
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Exploration costs in the oil and gas activities are recognised as operating costs as they are incurred.

Share in profits of associated companies and joint ventures is recognised net of tax and corrected for the share of unrealised intra-

group gains and losses. The item also comprises any impairment losses for such investments, including goodwill, and their reversal.

Tax comprises the amount estimated to be paid for the year, as well as adjustments to previous years and deferred tax. The tax amount 

includes the special taxes relating to extraction and production of hydrocarbons, including the profit share to the Danish State and tax on 

income subject to Danish and foreign tonnage taxation etc.

Statement of comprehensive income

Other comprehensive income consists of income and costs not recognised in the income statement, including exchange rate adjust-

ments arising from the translation from functional currency to presentation currency, adjustment of other equity investments and hedging 

instruments to fair value and actuarial gains or losses on defined benefit plans, etc. The Groupʼs share of other comprehensive income in 

associated companies and joint ventures is also included.

In the event of disposal or discontinuation of an entity, the Groupʼs share of the accumulated exchange rate adjustment relating to the relevant 

entity is reclassified to the income statement. Accumulated value adjustments of securities are transferred to the income statement in the 

event of sale or when an impairment loss is deemed to be unrecoverable.

Actual and deferred tax relating to other comprehensive income are included.

Balance sheet

Intangible assets are measured at cost less accumulated amortisation and impairment losses. Amortisation is calculated on a straight-line 

basis over the estimated useful lives of the assets. Intangible assets in connection with acquired oil resources (concession rights, etc.) are 

amortised from the commencement of production until the fieldsʼ expected production periods ends – a period of up to 15 years. Acquired 

exploration rights are amortised from the date of acquisition for a period of up to five years. IT software is amortised over a useful life of 3-5 

years. Goodwill and other intangible assets with indefinite useful lives are not amortised, but impairment tests are prepared at least annually, 

starting in the year of acquisition. Goodwill is attributed to cash-generating units.

For container terminals operated under certain restrictive price and service conditions, etc., concessional rights to collect usage charges are 

included under intangible assets. The cost includes the present value of minimum payments under concession agreements and the cost 

of property, plant and equipment constructed on behalf of a grantor of a concession. The rights are amortised from the commencement of 

operations over the concession period.

Property, plant and equipment are valued at cost less accumulated depreciation and impairment losses. Depreciation is charged to the 

income statement on a straight-line basis over the useful lives at an estimated residual value. The useful lives of new assets are typically as 

follows:

Ships, rigs, etc.  20-25 years

Containers etc.  12 years

Buildings  10-50 years

Terminal infrastructure  over lease or  
 concession period

Plant and machinery, cranes and other terminal equipment  5-20 years

Other operating equipment, fixtures, etc.  3-7 years

Oil and gas production facilities, etc. – based on the expected production periods of the fields   up to 15 years

Estimated useful lives and residual values are reassessed on a regular basis. 

Notes to the consolidated financial statements
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The cost of an asset is divided into separate components which are depreciated separately if the useful lives of the individual components 

differ. Dry-docking costs are recognised in the carrying amount of ships, rigs, etc. when incurred and depreciated over the period until the next 

drydocking. For oil production facilities, including facilities under construction, where oil is received as payment for the investment (cost oil), 

depreciation generally takes place concurrently with the receipt of cost oil.

The cost of assets constructed by the Group includes direct and indirect expenses. For assets with a long construction period, borrowing 

costs during the construction period from specific as well as general borrowings are attributed to cost. In addition, the cost includes the net 

present value of estimated costs of abandonment, removal and restoration.

Assets held under finance leases are treated as property, plant and equipment.

Impairment losses are recognised when the carrying amount of an asset or a cash-generating unit exceeds the higher of the estimated 

value in use and fair value less costs to sell. Goodwill is fully impaired before other assets in a cash-generating unit.

Investments in associated companies and joint ventures are recognised as the Groupʼs share of the equity value measured according 

to the Groupʼs accounting policies inclusive of goodwill less any impairment losses. Goodwill is an integral part of the value of associated 

companies and joint ventures and is therefore subject to an impairment test together with the investment as a whole. Impairment losses are 

reversed to the extent the original value is regained.

Securities, including shares, bonds and similar securities, are recognised on the trading date at fair value and subsequently measured at the 

quoted market price for listed securities and at estimated fair value for other securities. Securities that form part of the liquidity resources 

(Held for trading) are classified as current assets and value adjustments are recognised in the income statement under financial items. Other 

equity investments are classified as non-current assets (the category Available-for-sale) where unrealised value adjustments are recognised 

in other comprehensive income.

Inventories are measured at cost, primarily according to the FIFO method. Write-down is made to net realisable value if lower. The cost of 

finished goods and work in progress includes direct and indirect production costs.

Receivables are generally recognised at nominal value, which in all material respects corresponds to amortised cost. Non-current receivables 

are recognised at present value, including finance lease receivables. Write-down is made for anticipated losses based on specific individual or 

group assessments.

Equity includes total comprehensive income for the year comprising the profit or loss for the year and other comprehensive income. Proposed 

dividend for distribution is included as a separate component of equity until the declaration date. Proceeds on the purchase and sale of own 

shares and dividend from such shares are recognised in equity, including proceeds on the disposal of own shares in connection with the exercise 

of share options.

The translation reserve comprises the Groupʼs share of accumulated exchange rate differences arising on translation from functional cur-

rency into presentation currency. The reserve for other equity investments comprises accumulated changes in the fair value of securities in 

the category Available-for-sale. The reserve for hedges includes the accumulated net change in the fair value of hedging transactions qualify-

ing for cash flow hedge accounting.

Share options and restricted shares allocated to the executive employees of the Group as part of the Groupʼs long-term incentive pro-

gramme are recognised as staff costs over the vesting period at estimated fair value at the grant date. The counter item is equity. The fair 

value of share options is calculated on the basis of the Black & Scholes formula.
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Provisions are recognised when the Group has a current legal or constructive obligation and include provisions for abandonment of oil fields, 

restructuring costs, legal disputes, onerous contracts, etc. Provisions are recognised on the basis of best estimates and considering discoun-

ting when the time element is significant.

Pension obligations, which are defined benefit plans, are recognised based on actuarial valuations of the obligations and the fair value of 

the assets in the plans. The pension cost charged to the income statement consists of calculated amounts for vested benefits and inter-

est in addition to settlement gains or losses, etc. Interest on plan assets is calculated with the same rates as used for discounting pension 

obligations. Actuarial gains and losses are recognised in other comprehensive income. Costs regarding defined contribution pension and 

insurance plans are recognised as incurred.

Pension plans where the Group, as part of collective bargaining agreements, participates together with other enterprises – so called multi-

employer plans – are treated as other pension plans in the financial statements. For defined benefit multi-employer plans where sufficient 

information to apply defined benefit accounting is not available, the plans are treated as defined contribution plans.

Deferred tax is calculated on differences between the carrying amount and tax base of assets and liabilities. Deferred tax is not provided on 

goodwill which is not deductible or depreciable for tax purposes, or temporary differences which have no effect on the accounting results or 

taxable income at the time of the transaction. In addition, deferred tax is not calculated for differences relating to investments in subsidiaries, 

associated companies and joint ventures to the extent that taxable dividends are unlikely in the foreseeable future. Deferred tax assets are 

recognised to the extent that it is probable that they can be utilised within a foreseeable future.

Financial liabilities are initially recognised at fair value less transaction costs. Subsequently the financial liabilities are measured at amortised 

cost using the effective interest method, whereby transaction costs and any premium or discount are recognised as financial expenses over 

the term of the liabilities. Fixed interest loans which under hedge accounting are swapped to variable interest are measured at amortised cost 

adding or deducting the fair value of the hedged interest component. Liabilities in respect of finance leases are recognised in the balance sheet 

as borrowings.

Cash flow statement

Cash flow for the year is divided into cash flow from operating activities, cash flow used for investing activities and cash flow from financing 

activities. Cash and cash equivalents comprise cash and bank balances net of bank overdrafts where overdraft facilities form an integral part 

of the Group’s cash management. Changes in marketable securities are included in cash flow used for investing activities.

Discontinued operations and assets held for sale

Discontinued operations represent a separate major line of business disposed of or in preparation for sale. The results of discontinued 

operations are presented separately in the income statement and comparative figures are restated. Similarly, assets and related liabilities 

from discontinued operations are presented as separate items in the balance sheet, and the cash flows from discontinued operations are 

presented separately in the cash flow statement.

Individual assets or groups of assets that are to be disposed of collectively are classified as assets held for sale, when the activities to carry 

out such a sale have been initiated and the activities are expected to be disposed of within 12 months. Liabilities that are directly related to 

assets held for sale are presented correspondingly.

Assets and liabilities from discontinued operations and assets held for sale except financial assets, etc., are measured at the lower of carrying 

amount and fair value less costs to sell. Non-current assets held for sale are not depreciated.

Key figures

Return on equity is calculated as the profit or loss for the year divided by the average equity.

Equity ratio is calculated as the equity divided by total assets.

Notes to the consolidated financial statements
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Return on invested capital after tax (ROIC) is the profit or loss for the year before interest but after calculated tax, divided by the quarterly 

average invested capital (equity plus net interest-bearing debt).

The segmentsʼ return on invested capital after tax (ROIC) is net operating profit or loss after tax (NOPAT) divided by the quarterly average 

invested capital, net (assets less liabilities). 

Earnings per share and cash flow from operating activities per share comprise A.P. Møller - Mærsk A/Sʼ share of the profit or loss for the year 

respectively the cash flow from operating activities divided by the number of shares (of DKK 1,000 each), excluding the Groupʼs holding of 

own shares.

Diluted earnings per share are adjusted for the dilution effect of issued share options.

Total market capitalisation is the total number of shares – excluding the Groupʼs holding of own shares – multiplied by the end-of-year price 

quoted by NASDAQ OMX Copenhagen.

28 Significant accounting estimates and judgements

When preparing the consolidated financial statements for the Group, the management undertakes a number of accounting estimates and 

judgements to recognise, measure and classify the Groupʼs assets and liabilities.

The most significant areas subject to estimates and judgements are mentioned below.

Valuation of intangible assets and property, plant and equipment

Intangible assets and property, plant and equipment are tested for impairment, if there is an indication of impairment. However, annual 

impairment tests are always carried out for goodwill and other intangible assets with indefinite useful lives as well as intangible assets that 

are not yet in use, except oil concession rights in scope of IFRS 6. Impairment losses are recognised when the carrying amount exceeds the 

higher of fair value less costs to sell and estimated value in use.

Fair value is sought to be obtained for active markets for corresponding assets or determined on the basis of other observable input. As far as 

possible, the estimated fair value of ships, rigs and properties is obtained using acknowledged brokers. However, it is not possible to determine 

reliable fair value for certain types of ships in the current market with continued low trading activity.

The estimated value in use is computed on the basis of the expected free cash flow from the relevant cash-generating unit based on updated 

business plans for the next five years or the remaining useful lives for assets operating under contracts. The calculated value in use is based 

on a number of assumptions and is by nature subject to uncertainty. For oil concession rights the value will primarily depend on conclusions 

regarding the commercial prospects. The values in use for the tanker activities are based on future expectations, which have been adjusted 

downwards and consequently impairment losses are recognised. Assumptions are described in notes 6 and 7.

The determination and delimitation of cash-generating units differ for the various business areas. For integrated network businesses such as 

Maersk Line and Safmarine, the container shipping activities are considered to be a single cash-generating unit. For the oil and gas activities, 

connected oil and gas fields are considered to be cash-generating units, and for offshore drilling activities and other shipping activities, the 

cash-generating unit is often the individual asset. Maersk Tankers and Maersk Supply Service group vessels according to type, size, etc. in 

accordance with the structure governing the managementʼs ongoing follow-up.
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Amortisation and depreciation

The useful lives and residual values of intangible assets and property, plant and equipment are reassessed regularly based on available 

information. In this connection, the long term view is prioritised, in order to disregard to the extent possible temporary market fluctuations, 

which may be significant. Changes to estimates of useful lives and residual values may affect the annual depreciation and amortisation and 

thereby the results for the year significantly.

Assessment of accounting control

To a certain extent, the classification of entities partly owned by enterprises outside the Group, and thereby how the entities are accounted 

for in the consolidated financial statements, is based on a judgement of the formal and actual conditions and clauses in shareholdersʼ agree-

ments, etc.

The assessment of control in oil and gas activities entails analysis of the status of operators in joint arrangements. Operators are responsible 

for the daily management of the activities carried out within the jointly established framework. Since operators are not exposed to, and have 

no right to, returns beyond the participating share, and since they can be replaced by agreement, the operators are regarded as agents as 

defined in IFRS 10. Operators of pool arrangements in shipping are assessed similarly.

When assessing joint control, an analysis is carried out on the decisions that require unanimity and on whether these relate to the relevant activi-

ties that significantly affect the returns. Joint control is deemed to exist when business plans, work programmes and budgets are un animously 

adopted. Within oil and gas activities, an assessment of joint control is carried out for each phase. These are typically exploration and develop-

ment, production and decommissioning. Unanimity is often not required during the production phase. Given that the contracting parties have 

direct and unrestricted rights and obligations in the arrangements’ assets or liabilities regardless of voting rights, assessment of joint control 

does not affect recognition, measurement or presentation, and the arrangements are, therefore, handled in the same way as joint operations 

during all phases.

For pool arrangements in shipping, no unanimity is required in decisions on relevant activities. However, the contracting parties have direct 

and unrestricted rights and obligations in the unit’s assets or liabilities, and as the pool arrangements are not structured into separate legal 

entities, they are treated in the same way as joint operations.

Business combinations

The allocation of the acquisition cost to the fair value of the acquired assets, liabilities and contingent liabilities and thus to goodwill, including 

the allocation to cash-generating units, may have a significant impact on future profits. Fair values are based on estimates using information 

available at the time control was achieved. When part of the acquisition cost for entities acquired is dependent on the development in future 

profits, estimates are made of the most probable value of the contingent acquisition cost based on current forecasts.

Leasing

Lease contracts are classified as operating or finance leases at the inception of the lease. Once determined, the classification is not sub-

sequently changed unless there are changes to the contract documents.

Contracts which transfer all significant risks and benefits associated with the underlying asset to the lessee are classified as finance leases. 

This usually applies to long-term lease contracts or where ownership is transferred to the lessee at the expiry of the lease term. All conditions in 

a contract are assessed and the classification depends to a certain extent on judgement based on the actual circumstances of the agreement.

The value of assets held under finance leases recognised in the balance sheet is based on the discounted value of the contractual lease pay-

ments. No contingent lease payments are included and the value can therefore be determined reliably. Uncertainty relating to the useful lives 

and residual values of assets and the impairment test principles is the same for assets held under finance leases as for own assets.

Deferred tax assets

Deferred tax assets are recognised and measured to the extent they are expected to be realisable within the foreseeable future. Tax assets, 

which can only be utilised in the longer term, are deemed to be uncertain and are not recognised.
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28 Significant accounting estimates and judgements – continued

Receivables

Provisions for bad debt and write-downs of receivables are carried out on the basis of an assessment of their recoverability at the balance 

sheet date. Trade receivables are grouped on the basis of maturity analyses for the purpose of providing for bad debt. In special circumstances 

trade receivables are impaired individually. Other receivables, including loans, are written-down on the basis of an assessment of the individual 

debtorʼs credit rating. An analysis of overdue trade receivables and movement in the provisions for bad debt can be found in note 21. The write-

downs of non-current receivables recognised in the period can be found in note 4.

Pension liabilities

The gross liability for defined benefit plans, etc. is based on a number of actuarial assumptions such as discount rates, future inflation, the 

future rate of salary and pension increases, and mortality rates. External actuaries are used for measuring the gross liabilities. Even modest 

changes to the actuarial assumptions may result in significant changes in the pension liability.

Plan assets that are used only to meet the obligations are set off against the gross liability. Assets are measured at fair value by fund administra-

tors and comprise cash, securities, real estate, etc. Where there is not an active market for the assets, the fair value is estimated. The less liquid 

the assets, the greater the uncertainty related to the measurement. The composition of the assets can be found in note 16.

Provisions for abandonment

When establishing oil and gas production facilities, provisions are made for the cost of the disposal of the facilities and re-establishment 

of the sea bed according to the rules which apply to the individual concession areas. The assumptions for the provisions are reassessed 

annually. A significant part of the liability is not realised until after 20-30 years and consequently the calculation of the liability, including the 

assumptions applied, is associated with significant uncertainty. 

The most significant assumptions are:

• The useful economic life of the field and thereby the time of abandonment (which partly depends on the future oil price)

• Cost level at the time of abandonment

• Discount rate.

Provisions for legal disputes, etc.

The managementʼs estimate of the provisions in connection with legal disputes, including disputes on taxes and duties, is based on the 

knowledge available on the actual substance of the cases and a legal assessment of these. Due to the nature of legal disputes, the outcome  

of these is subject to considerable uncertainty.

Other provisions

The amount comprises inter alia estimated provisions for onerous contracts, guarantee obligations and provisions for incurred, but not yet 

reported, incidents under certain insurance programmes, primarily in the USA.
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29 New financial reporting requirements

30 Subsequent events

The Group expects to implement the following new standards when they become mandatory:

Financial instruments

IFRS 9 is a new standard for financial instruments that is ultimately intended to replace IAS 39 in its entirety. The project consists of three 

phases: classification and measurement of financial assets and liabilities, hedge accounting and impairment methodology. 

Under IFRS 9, all recognised financial assets will be measured at either amortised cost or fair value, depending on the objective for holding 

the assets and the instruments’ characteristics, but the options for classification and reclassification have been limited. The principles for 

classification and measurement of financial liabilities were carried forward almost unchanged to IFRS 9. 

In 2013 the chapter on hedging was published.  The new principles align hedge accounting more closely with financial risk management 

and establish a more principle-based approach to hedge accounting. IFRS 9 increases the scope of items eligible for hedge accounting. For 

example, a group of items or a net position may be designated hedged items.  The new Standard does not fundamentally change the types 

of hedging relationships.

The IASB has removed the mandatory effective date for IFRS 9. The date will be set once the standard is final.

The Groupʼs current practice of classifying and recognising gains and losses in the income statement and other comprehensive income can be 

retained under IFRS 9, observing the changed rules on recycling of value adjustments recognised in other comprehensive income. The effect of 

the new hedge accounting principles is undetermined at this point in time.

Other changes

IFRIC 21 Levies, effective from 2014, is an interpretation of when levies imposed by the state or other public authorities shall be recognised 

as a liability. The interpretation can have an effect on the accrual of levies in certain jurisdictions. The effect on the Group is undetermined at 

this point in time.

Some of the above changes have not yet been endorsed by the EU. The standards endorsed by the EU with a later effective date than the 

corresponding effective date from the IASB are pre-implemented and thus comply with the IASBʼs effective date.

7 January 2014 the Group entered into an agreement to sell 48.68% of the shares in Dansk Supermarked A/S and 18.72% of the shares in  

F. Salling A/S. The accounting gain of the Group is expected to be around DKK 14bn depending on the timing of closing of the transaction. 

The transaction will generate cash proceeds of around DKK 17bn. The Group will retain 19% ownership share after the transaction.
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31 Effect of changes in accounting policy on consolidated balance sheet

   31 December 1 January

   2012 2012

Intangible assets

Ships, rigs, containers, etc.

Production facilities and equipment, etc.

Land and buildings

Construction work in progress and payment on account

Property, plant and equipment

Investments in joint ventures

Investments in associated companies

Other equity investments

Derivatives

Pensions, net assets

Other receivables

Financial non-current assets

Deferred tax

Total non-current assets

Inventories

Trade receivables

Tax receivables

Derivatives

Other receivables

Prepayments

Receivables, etc.

Securities

Cash and bank balances

Assets held for sale

Total current assets

Total assets

Amounts in DKK million

-6,230

-3,774

-4,630

-1,487

-3,358

-13,249

11,381

-2

 - 

 - 

 - 

-102

11,277

-481

-8,683

-173

-494

-31

-1

-170

-89

-785

 - 

-1,341

-11

-2,310

-10,993

-2,408

-3,911

-2,482

-1,658

-2,405

-10,456

6,908

-1

 - 

-1

 - 

347

7,253

-450

-6,061

-149

-204

-27

-1

-170

-80

-482

-1

-1,082

-615

-2,329

-8,390
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   31 December 1 January

   2012 2012

Share capital

Reserves

Proposed dividend for distribution

Equity attributable to A.P. Møller - Mærsk A/S

Non-controlling interests

Total equity

Borrowings, non-current

Pensions and similar obligations

Provisions

Derivatives

Deferred tax

Other payables

Other non-current liabilities

Total non-current liabilities

Borrowings. current

Provisions

Trade payables

Tax payables

Derivatives

Other payables

Deferred income

Other current liabilities

Liabilities associated with assets held for sale

Total current liabilities

Total liabilities

Total equity and liabilities

Amounts in DKK million

31 Effect of changes in accounting policy on consolidated balance sheet – continued

 - 

 - 

 - 

 - 

-5

-5

-7,112

-

-63

-131

-1,371

-123

-1,688

-8,800

-975

109

-864

-167

-24

-242

-9

-1,197

-16

-2,188

-10,988

-10,993

 - 

 - 

 - 

 - 

-7

-7

-5,955

-1

-48

-104

-315

-117

-585

-6,540

-939

52

-490

-68

-46

-169

38

-683

-221

-1,843

-8,383

-8,390
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32 Joint operations

The Group’s joint operations are solely within Maersk Oil. Significant joint operations are listed below:

Joint operations Place of Country Ownership Voting
 business  interest rights

In production

Hassi Berkine Algeria on shore, Algeria 11.0% -
 Block 208 (El Merk) + Block 404   

Campo Polvo Offshore Brazil Brazil 40.0% 40.0%

Dansk Undergrunds Consortium Danish North Sea Denmark 31.2% 31.2%

Dunga Kazakhstan on shore Kazakhstan 60.0% 60.0%

Gryphon United Kingdom North Sea United Kingdom 86.5% 86.5%

South Gryphon United Kingdom North Sea United Kingdom 89.9% 89.9%

Harding  United Kingdom North Sea United Kingdom 30.0% 30.0%

Not in production

Chissonga Block 16, offshore Angola Angola 65.0% 65.0%

Johan Sverdrup PL501, Norway North Sea Norway 20.0% 20.0%

Golden Eagle United Kingdom North Sea United Kingdom 31.6% 31.6%

Culzean United Kingdom North Sea United Kingdom 50.0% 50.0%

Buckskin Gulf of Mexico USA 20.0% 20.0%

Jack Gulf of Mexico USA 25.0% 25.0%

Amounts in DKK million
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The Board of Directors and the Management have today 

discussed and approved the annual report of A.P. Møller 

- Mærsk A/S for 2013.

The annual report for 2013 of A.P. Møller - Mærsk A/S has 

been prepared in accordance with International Financial 

Reporting Standards (IFRS) as adopted by the EU and  

Danish disclosure requirements for annual reports of 

listed companies and in our opinion gives a true and fair 

view of the Group’s and the Company’s assets and liabili-

ties, financial position at 31 December 2013 and of the 

results of the Group’s and the Company’s operations and 

cash flows for the financial year 2013.

In our opinion, the Directors’ report includes a fair review 

of the development in the Group’s and the Company’s op-

erations and financial conditions, the results for the year, 

cash flows and financial position as well as a description 

of the most significant risks and uncertainty factors that 

the Group and the Company face.

We recommend that the annual report be approved at the 

Annual General Meeting on 31 March 2014.

A.P. Møller - Mærsk A/S

Statement of the Board of Directors and Management

Copenhagen, 27 February 2014

Management:

Board of Directors:

Sir John Bond Arne Karlsson Jan Leschly

Trond Westlie

Erik Rasmussen Robert Routs Jan Tøpholm

Leise Mærsk Mc-Kinney Møller Lars Pallesen John Axel Poulsen

Michael Pram Rasmussen

Chairman

Ane Mærsk Mc-Kinney Uggla

Vice chairman

Niels Jacobsen

Vice chairman

Nils S. Andersen 

Group CEO

Claus V. HemmingsenKim Fejfer

Jakob Thomasen

Søren Skou
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To the shareholders of A.P. Møller - Mærsk A/S

Report on the consolidated financial statements  
and the parent company financial statements
We have audited the consolidated financial statements and the 
parent company financial statements of A.P. Møller - Mærsk A/S 
for the financial year 1 January to 31 December 2013, which com-
prise income statement, statement of comprehensive income, 
balance sheet, cash flow statement, statement of changes in 
equity and notes, including a summary of significant accounting 
policies, for the Group as well as for the parent company. The 
consolidated financial statements and the parent company finan-
cial statements are prepared in accordance with International 
Financial Reporting Standards (IFRS) as adopted by the EU and 
Danish disclosure requirements for listed companies.

The Board of Directors’ and the Management’s  
responsibility for the consolidated financial statements  
and the parent company financial statements
The Board of Directors and the Management are responsible for 
the preparation of consolidated financial statements and parent 
company financial statements that give a true and fair view in 
accordance with International Financial Reporting Standards 
(IFRS) as adopted by the EU and Danish disclosure requirements 
for listed companies and for such internal control that manage-
ment determines is necessary to enable the preparation of con-
solidated financial statements and parent company financial 
statements that are free from material misstatement, whether 
due to fraud or error.

Auditors’ responsibility
Our responsibility is to express an opinion on the consolidated 
financial statements and the parent company financial state-
ments based on our audit. We conducted our audit in accordance 
with International Standards on Auditing and additional require-
ments under Danish audit regulation. This requires that we com-
ply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance whether the consolidated financial 
statements and the parent company financial statements are 
free from material misstatement. An audit involves performing 
procedures to obtain audit evidence about the amounts and dis-
closures in the consolidated financial statements and the parent 

 
 
company financial statements. The procedures selected depend 
on the auditor’s judgement, including the assessment of the risks 
of material misstatement of the consolidated financial state-
ments and the parent company financial statements, whether 
due to fraud or error. In making those risk assessments, the audi-
tor considers internal control relevant to the entity’s preparation 
of consolidated financial statements and parent company finan-
cial statements that give a true and fair view in order to design 
audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasona-
bleness of accounting estimates made by management, as well as 
evaluating the overall presentation of the consolidated financial 
statements and the parent company financial statements.
 
We believe that the audit evidence we have obtained is sufficient 
and appropriate to provide a basis for our opinion.

The audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and the 
parent company financial statements give a true and fair view 
of the Group’s and the parent company’s financial position at  
31 December 2013 and of the results of the Group’s and the 
parent company’s operations and cash flows for the financial 
year 1 January to 31 December 2013 in accordance with Inter-
national Financial Reporting Standards (IFRS) as adopted by  
the EU and Danish disclosure requirements for listed companies.

Statement on the Directors’ report
Pursuant to the Danish Financial Statements Act, we have 
read the Directors’ report. We have not performed any further 
procedures in addition to the audit of the consolidated financial 
statements and the parent company financial statements. On 
this basis, it is our opinion that the information provided in the 
Directors’ report is consistent with the consolidated financial 
statements and the parent company financial statements.

A.P. Møller - Mærsk A/S

Independent auditorsʼ report

Copenhagen, 27 February 2014

PricewaterhouseCoopers  KPMG 
Statsautoriseret Revisionspartnerselskab Statsautoriseret Revisionspartnerselskab

Gert Fisker Tomczyk Henrik Kronborg Iversen
State Authorised Public Accountant State Authorised Public Accountant
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Board of Directors

A.P. Møller - Mærsk A/S 

 Board of Directors and  
 Executive Board

Michael Pram Rasmussen (born 1955) 
Chairman
Joined the board in 1999. Latest re-election in 2013. Term of office will end in 2015.

Former CEO, Topdanmark A/S. 

Other management duties, etc.:
Coloplast A/S (chairman); Topdanmark A/S (chairman) and two subsidiaries; Semler Holding A/S (chairman)  

and one subsidiary; JPMorgan Chase International Council; Museumsfonden af 7. december 1966;  

Louisiana – Fonden.

Not considered independent.

Niels Jacobsen (born 1957)
Vice chairman
Joined the board in 2007. Latest re-election in 2013. Term of office will end in 2015.

CEO of William Demant Holding A/S.

Management duties in the William Demant Group:
Chairman of 51 subsidiaries; William Demant Invest A/S (CEO); Össur hf. (chairman);  

HIMPP A/S (chairman); HIMSA A/S (chairman); HIMSA II A/S; Sennheiser Communications A/S (chairman).

Other management duties, etc.:
LEGO A/S (chairman); KIRKBI A/S (vice chairman); Thomas B. Thriges Fond (chairman).

Considered independent.

Ane Mærsk Mc-Kinney Uggla (born 1948)
Vice chairman
Joined the board in 1991. Latest re-election in 2012. Term of office will end in 2014.

Other management duties, etc.:
A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal (chairman); A.P. Møller Holding A/S 

(chairman); Maersk Broker A/S (chairman); Maersk Broker K/S (chairman); Estemco A/S (chairman).

Not considered independent.
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Sir John Bond (born 1941)
Joined the board in 2008. Latest re-election in 2012. Term of office will end in 2014.

Former chairman of HSBC Holdings Plc.

Other management duties, etc.:
Shui On Land Limited; International Advisory Board of Mitsubishi Corporation;  

China Development Forum; International Business Leaders’ Advisory Council to the Mayor of Shanghai; 

Kohlberg Kravis Roberts & Co. Asia Limited (chairman); Endowment Board of Qatar Foundation;  

Advisory Director, Northern Trust Corporation; International Advisory Council Tsinghua University School of 

Economics & Management; International Advisory Council Chinese Banking Regulatory Commission.

Considered independent.

Arne Karlsson (born 1958)
Joined the board in 2010. Latest re-election in 2012. Term of office will end in 2014.

Former CEO, Ratos AB.

Other management duties, etc.:
Bonnier Holding (chairman); Bonnier AB; Ratos (chairman);  

SNS (Center for Business and Policy Studies) (chairman); Einar Mattsson (chairman);  

Swedish Corporate Governance Board (chairman); Ecolean (chairman);  Fortnox;  

Swedish Securities Council and WCPF (World’s Children’s Prize Foundation).

Considered independent.

Jan Leschly (born 1940)
Joined the board in 2000. Latest re-election in 2012. Term of office will end in 2014.

Chairman and managing partner for Care Capital LLC. Former CEO, SmithKline Pharmaceuticals.

Other management duties, etc.:
Vaxart Pharmaceuticals; Adjunct professor at Copenhagen Business School.

Not considered independent.

Leise Mærsk Mc-Kinney Møller (born 1941)
Joined the board in 1993. Latest re-election in 2013. Term of office will end in 2015.

Other management duties, etc.:
A.P. Møller og Hustru Chastine Mc-Kinney Møllers Fond til almene Formaal;  

Bramsløkke Landbrug A/S (chairman); L. Møller Shipping ApS.

Not considered independent.
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Lars Pallesen (born 1947)
Joined the board in 2008. Latest re-election in 2012. Term of office will end in 2014.

Former president, Technical University of Denmark (DTU).

Other management duties, etc.:
Mogens Balslevs Fond (chairman); Metricorr ApS (chairman); Frederiksberg Gymnasium (chairman);  

Technische Universität Münchens Institute for Advanced Study; Korean Advanced Institute of Science  

and Technology President’s Advisory Council.

Considered independent.

John Axel Poulsen (born 1946)
Joined the board in 2008. Latest re-election in 2012. Term of office will end in 2014.

Captain (employee).

No other management duties

Not considered independent.

Erik Rasmussen (born 1955)
Joined the board in 2010. Latest re-election in 2012. Term of office will end in 2014.

Lead mechanical engineer (employee).

Other management duties, etc.:
Member of the Trade Committee for Offshore.

Not considered independent.

Robert Routs (born 1946)
Joined the board in 2010. Latest re-election in 2012. Term of office will end in 2014.

Former Executive Director, Royal Dutch Shell plc.

Other management duties, etc.:
Aegon NV (chairman); KPN NV; DSM NV (chairman); ATCO Group; AECOM.

Considered independent.

Jan Tøpholm (born 1946)
Joined the board in 2001. Latest re-election in 2013. Term of office will end in 2015.

Chairman, Widex A/S.

Other management duties, etc.:
Five subsidiaries to Widex A/S; T & W Holding A/S and one subsidiary (chairman); Widex Holding A/S (chairman); 

GSA Invest ApS (chairman) and chairman/board member in another seven companies.

Not considered independent.



The Executive Board functions as day-to-day management and consists of:
From left to right: Kim Fejfer, Jakob Thomasen, Trond Westlie, Nils S. Andersen (Group CEO), Søren Skou, Claus V. Hemmingsen.
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Executive Board

Group CEO Nils S. Andersen (born 1958)
Member of Executive Board since 2007.

Other management duties, etc.:
F. Salling Holding A/S (chairman); F. Salling Invest A/S (chairman); Dansk Supermarked A/S (chairman);  

Industria De Diseño Textil S.A. (Inditex); Danske Banks Rådgivende Repræsentantskab;  

DIʼs Erhvervspolitiske Udvalg; European Round Table of Industrialists (vice chairman); EU-Russia Industrialistsʼ Round Table.

Kim Fejfer (born 1965)
Member of Executive Board since 2011.

Other management duties, etc.:
Global Ports Investments PLC (vice chairman).

Claus V. Hemmingsen (born 1962)
Member of Executive Board since 2006.

Other management duties, etc.:
DFDS A/S (vice chairman); Egyptian Drilling Company; International Association of Drilling Contractors (IADC);  

Danmarks Rederiforening (vice chairman); Denmark-Hong Kong Trade Association (chairman);  

Danish Chinese Business Forum; EU-Hong Kong Business Co-operation Committee.

Søren Skou (born 1964)
Member of Executive Board since 2006.

Other management duties, etc.:
Skou Invest ApS.

Jakob Thomasen (born 1962)
Member of Executive Board since 2009.

Other management duties, etc.:
Member of the Board of Dansk Arbejdsgiverforening.

Trond Westlie (born 1961)
Member of Executive Board since 2010.

Other management duties, etc.:
Dansk Supermarked A/S (vice chairman); Danske Bank A/S;  

Danmarks Skibskredit A/S; Pepita AS; Shama A/S; Tønsberg Delikatesse AS.
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Subsidiaries  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

3PSC LLC USA  100% 

A.P. Moller Finance SA Switzerland  100% 

A.P. Moller Singapore Pte. Ltd. Singapore  100% 

Addicks & Kreye Container  

Service GmbH & Co. KG Germany  51% 

APM Terminals – Cargo Service A/S Denmark  60% 

APM Terminals Algeciras S.A. Spain  100% 

APM Terminals Apapa Ltd. Nigeria  94% 

APM Terminals B.V. The Netherlands  100% 

APM Terminals Bahrain B.S.C. Bahrain  80% 

APM Terminals Callao S.A. Peru 80%

APM Terminals China Co. Ltd. Hong Kong  100% 

APM Terminals Gothenburg AB Sweden 100%

APM Terminals India Pvt. Ltd. India  100% 

APM Terminals Inland Services S.A. Peru  100% 

APM Terminals Liberia Ltd. Liberia  100% 

APM Terminals Management B.V. The Netherlands  100% 

APM Terminals Mobile, LLC USA  100% 

APM Terminals North America B.V. The Netherlands  100% 

APM Terminals Pacific Ltd. USA  100% 

APM Terminals Rotterdam B.V. The Netherlands  100% 

APM Terminals Tangier SA Morocco  90% 

APM Terminals Virginia Inc. USA  100% 

APM Terminals Yangshan Co. Ltd. Hong Kong  100% 

Aqaba Container Terminal Company Ltd. Jordan  50% 

Bermutine Transport Corporation Ltd. Bermuda  100% 

Coman SA Benin  100% 

Container Operators S.A. Chile  100% 

Damco (UAE) FZE United Arab  

 Emirates  100% 

Damco A/S Denmark  100% 

Damco Australia Pty. Ltd. Australia  100% 

Damco Belgium NV Belgium  100% 

Damco China Ltd. China  100% 

Damco Distribution Services Inc. USA  100% 

Damco France SAS France  100% 

Damco India Pvt. Ltd. India  100% 

Damco International A/S Denmark  100% 

Damco Italy S.r.l. Italy  100% 

Damco Logistics Uganda Ltd. Uganda  100% 

Damco Sweden AB Sweden 100%

Damco UK Ltd. Great Britain  100% 

Damco USA Inc. USA  100% 

Danbor A/S Denmark  100% 

Dansk Supermarked A/S Denmark  68% 

Esvagt A/S Denmark  75% 

F. Salling A/S Denmark  38% 

Farrell Lines Inc. USA  100% 

Gateway Terminals India Pvt. Ltd. India  74% 

Lilypond Container Depot Nigeria Ltd. Nigeria  91% 

Lindø Industripark A/S Denmark  100% 

Live Oak Company Ltd. Bermuda  100% 

Maersk (China) Shipping Company Ltd. China  100% 

Maersk A/S Denmark  100% 

Maersk Agency U.S.A. Inc. USA  100% 

Maersk Aviation Holding A/S Denmark  100% 

Maersk B.V. The Netherlands  100% 

Maersk Bangladesh Ltd. Bangladesh  100% 

Maersk Container Industry A/S Denmark  100% 

Maersk Container Industry Dongguan Ltd. China  100% 

The A.P. Moller - Maersk Group comprises approximately 1,000 companies. 
Major companies of the Group are listed below. A more comprehensive list of 
companies is available on http://investor.maersk.com/financials.cfm
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Subsidiaries  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

Maersk Container Industry Qingdao Ltd. China  100% 

Maersk Contractors Venezuela S.A. Venezuela  100% 

Maersk Denizcilik A.Ş. Turkey  100% 

Maersk Developer LLC USA  100% 

Maersk Djibouti SARL Djibouti  60% 

Maersk Drilling A/S Denmark  100% 

Maersk Drilling Deepwater A/S Denmark  100% 

Maersk Drilling Deepwater Egypt LLC Egypt  100% 

Maersk Drilling Holdings Singapore Pte. Ltd. Singapore  100% 

Maersk Drilling International A/S Denmark  100% 

Maersk Drilling Norge AS Norway  100% 

Maersk Drilling USA Inc. USA  100% 

Maersk Egypt For Maritime Transport SAE Egypt  100% 

Maersk Energia Ltda. Brazil  100% 

Maersk Energy Marketing A/S Denmark  100% 

Maersk Energy UK Ltd. Great Britain  100% 

Maersk FPSOs A/S Denmark  100% 

Maersk FPSOs Australia A/S Denmark  100% 

Maersk Gabon SA Gabon  100% 

Maersk Gas Carriers Pte. Ltd. Singapore  100% 

Maersk Global Service Centres (Chengdu) Ltd. China  100% 

Maersk Global Service Centres (India) Pvt. Ltd. India  100% 

Maersk Handy Gas Pte. Ltd. Singapore  100% 

Maersk Holding B.V. The Netherlands  100% 

Maersk Hong Kong Ltd. Hong Kong  100% 

Maersk Inc. USA  100% 

Maersk Inter Holding B.V. The Netherlands  100% 

Maersk Jupiter Drilling Corporation S.A. Panama  100% 

Maersk K.K. Japan  100% 

Maersk Line Agency Holding A/S Denmark  100% 

Maersk Line UK Ltd. Great Britain 100%

Maersk Line, Limited USA  100% 

Maersk Logistics Warehousing  

China Company Ltd. Hong Kong  100% 

Maersk Mauritanie SA Mauritania  60%

Maersk Oil America Inc. USA  100% 

Maersk Oil Brasil Ltda. Brazil  100% 

Maersk Oil GB Ltd. Great Britain  100% 

Maersk Oil Gulf of Mexico Four LLC USA  100% 

Maersk Oil North Sea UK Ltd. Great Britain  100% 

Maersk Oil Norway AS Norway  100% 

Maersk Oil Qatar A/S Denmark  100% 

Maersk Oil Three PL B.V. The Netherlands  100% 

Maersk Oil UK Ltd. Great Britain  100% 

Maersk Peregrino Pte. Ltd. Singapore  100% 

Maersk Reacher Norge A/S Denmark  100% 

Maersk Shipping Hong Kong Ltd. Hong Kong  100% 

Maersk Spain S.L. Spain  100% 

Maersk Supply Service A/S Denmark  100% 

Maersk Supply Service Canada Ltd. Canada  100% 

Maersk Supply Service Holdings UK Ltd. Great Britain  100% 

Maersk Supply Service International A/S Denmark  100% 

Maersk Supply Service UK Ltd. Great Britain  100% 

Maersk Tankers A/S Denmark  100% 

Maersk Tankers Singapore Pte. Ltd. Singapore  100% 

Maersk Treasury Center (Asia) Pte. Ltd. Singapore  100% 

Maersk Trucking Holdings, Inc USA  100% 

Maersk Tunisie SA Tunisia  100% 

Maersk Vietnam Ltd. Vietnam  100% 

MCC Transport Singapore Pte. Ltd. Singapore  100% 

Mercosul Line Navegação e Logistica Ltda. Brazil  100% 

Mærsk Gallant Norge A/S Denmark  100% 

Mærsk Giant Norge A/S Denmark  100% 

Mærsk Guardian Norge A/S Denmark  100% 

Mærsk Innovator Norge A/S Denmark  100% 

Mærsk Inspirer Norge A/S Denmark  100% 

Mærsk Olie Algeriet A/S Denmark  100% 

Mærsk Olie og Gas A/S Denmark  100% 

Nedlloyd Container Line Ltd. Great Britain  100% 

New Times International Transport  

Service Co. Ltd. China 100%

NTS International Transport Services Co. Ltd. Hong Kong 100%

Poti Sea Port Corporation Georgia  100% 

PT Damco Indonesia Indonesia  100% 

Rederiaktieselskabet Kuling Denmark  100% 

Rederiet A.P. Møller A/S Denmark  100% 

Safmarine (Pty) Ltd. South Africa  100% 

Safmarine Container Lines NV Belgium  100% 

Safmarine MPV NV Belgium  100% 

Sati Container Services Pty. Ltd. South Africa  75% 

Seago Line A/S Denmark  100% 

Sogester – Sociedade Gestora  

de Terminais S.A. Angola  51% 

Suez Canal Container Terminal SAE Egypt  55% 

Svitzer A/S Denmark  100% 

Svitzer Australia Pty. Ltd. Australia  100% 

Terminal 4 S.A. Argentina  100% 

Universal Maritime Service Corporation USA  100% 

West Africa Container Terminal Nigeria Ltd.  Nigeria  100%
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Abidjan Terminal SA Ivory Coast  40% 

Brigantine International Holdings Ltd. Hong Kong  30% 

Brigantine Services Ltd. Hong Kong  30% 

Commonwealth Steamship Insurance  

Company Pty. Ltd. Australia 7%

Congo Terminal Holding SAS France  30% 

Congo Terminal S.A. DR Congo  23% 

Cosco Ports (Nansha) Ltd. British Virgin  

 Islands  34% 

Danske Bank A/S Denmark 20%

Guangzhou South China Oceangate  

Container Terminal Co. Ltd. China  20% 

Guayanilla Towage Group Inc. Puerto Rico  25% 

Gujarat Pipavav Port Ltd. India  43% 

Höegh Autoliners Holdings AS Norway  39% 

Inttra Inc. USA  23% 

Medcenter Container Terminal SpA Italy  33% 

Meridian Port Services Ltd. Ghana  35% 

New Asia Capital Resources Ltd. Hong Kong 33%

PT Bonapelangi Devindo Indonesia 19%

Salalah Port Services Company SAOG Oman  30% 

Shipet Maritime Sdn. Bhd. Malaysia  44% 

South Asia Gateway Pvt. Ltd. Sri Lanka  33% 

Tianjin Port Alliance International  

Container Terminal Co. Ltd. China  20%

Anchor Storage Ltd. Bermuda  51% 

Arctic Base Supply A/S Denmark 50%

Brasil Terminal Portuario S.A. Brazil  50% 

Cai Mep International Terminal Co. Ltd. Vietnam  49% 

Caucedo Marine Services Ltd. British Virgin  

 Islands  50% 

Dalian Port Container Terminal Co. Ltd. China  20%

Douala International Terminal SA Cameroon  40% 

Drilling & Petroleum Services Company Saudi Arabia 35%

Egyptian Drilling Company SAE Egypt  50% 

Eurogate Container Terminal Wilhelmshaven  

Beteiligungsgesellschaft mbH Germany  30% 

Europe Terminal Brasil Participações S.A. Brazil  50%

Global Ports Investments PLC Cyprus 31%

Laem Chabang Container Terminal 1 Ltd. Thailand  35% 

LR2 Management K/S Denmark  50% 

Maersk Supply Service (Angola) Lda. Angola  49% 

Maersk-Rickmers U.S. Flag Project Carrier LLC USA  50% 

North Sea Production Company Ltd. Great Britain  50% 

North Sea Terminal Bremerhaven  

Verwaltungsgesellschaft mbH Germany  50% 

OOO Vostochnaya Stevedore Company Russia 31%

Pelabuhan Tanjung Pelepas Sdn. Bhd. Malaysia  30% 

Petrolesport OAO Russia 31%

Professional Terminal Service Holdings Ltd. Mauritius  41%

Qingdao New Qianwan Container  

Terminal Co. Ltd. China  16%

Qingdao Qianwan Container Terminal Co. Ltd. China  20%

Riverwijs-Dampier Pty. Ltd. Australia  50% 

Shanghai East Container Terminal Co. Ltd. China  49% 

Shanghai Tie Yang Multimodal  

Transportation Co. Ltd. China  49%

Smart International Logistics Company Ltd. China  49% 

South Florida Container Terminal LLC USA  49%

Terminal Porte Océane SA France  50% 

Xiamen Songyu Container Terminal Co. Ltd. China  25% 

Associated companies  

Company Country of Owned
 incorporation share

Joint ventures  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share

  

Company Country of Owned
 incorporation share
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 Definitions

Appraisal well – Additional wells drilled after a discovery, to confirm 

the size of a hydrocarbon deposit

Backhaul – The return leg of the vessel trip

Backlog – The value of future contract coverage (revenue backlog)

Barge – A drilling rig, which can operate in waters of 5-50 metres

Blanked sailings – Cancelled sailings

boepd – Barrels of oil equivalent per day

Brent – Sweet light crude oil produced in the North Sea

Bunker fuel – Type of fuel oil used in ship engines

Contract coverage – Percentage indicating the part of ship/rig 

days that are contracted for a specific period

Drillship – A vessel that has been fitted with drilling equipment, 

mainly used for deepwater drilling

DUC – Dansk Undergrunds Consortium – Operator of oil and gas 

fields in the Danish part of the North Sea

Equal steaming – steady vessel speed 

Exposure hours – The total number of working hours in which an 

employee is exposed to work related hazards

FFE – Forty Foot Equivalent – Forty foot container unit

FGSO – Floating Gas Storage and Offloading vessel

Floater – A mobile offshore drilling unit that floats and is not  

secured to the seabed (except for anchors)

FPSO – Floating Production Storage and Offloading vessel

Free float – Share of share capital that is readily available for trading

Handy-tanker – Smaller product tanker

Head haul – The main leg of the vessel trip

Jack-up rig – A drilling rig resting on legs. The drilling rig can operate in 

waters of 25-150 metres 

LNG – Liquefied Natural Gas

LPG – Liquefied Petroleum Gas

LTIF – Lost Time Injury Frequency – Number of lost time injuries, 

including fatalities, per million exposure hours

Mature field – Oil producing field that has passed its peak production

Multi-purpose – A vessel designed to carry both containerised and 

dry bulk cargoes

Net interest-bearing debt (NIBD) – Equals interest-bearing debt 

less cash and bank balances less other interest-bearing assets

P3 – A potentially long-term operational alliance between Maersk 

Line, MSC and CMA CGM on East-West trades 

Product tanker – Vessel transporting refined oil products 

Proved and probable reserves (2P) – Proved reserves: Quantity 

of energy sources estimated with reasonable certainty, from the 

analysis of geologic and engineering data, to be recoverable from 

well-established or known reservoirs with the existing equipment 

and under the existing operating conditions. Probable reserves: 

 Unproved reserves which analysis of geological and engineering 

data suggests are more likely than not to be recoverable

Reefer – A refrigerated container 

Ro/Ro – Roll On/Roll Off – A vessel that transports vehicles

ROIC – Return on invested capital

Semi-submersible rig – A drilling rig, which can operate in waters 

of 500-3,000 metres

Slow steaming – Reduction of vessel speed from 22-24 knots to 

18 knots

Spot rate – Price quoted for immediate service

TEU – Twenty Foot Equivalent Unit – Twenty foot container

Time charter – Hire of a vessel for a specified period

Triple-E – Triple-E stands for Economy of scale, Energy efficiency 

and Environmentally improved

Uptime  – A period of time when a unit is functioning and available 

for use

VSA – Vessel Sharing Agreement

VLCC – Very Large Crude Carrier

VLGC – Very Large Gas Carrier

Technical terms, abbreviations and definitions 
of key figures and financial ratios
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 18 June A.P. Møller - Mærsk A/S – Establishment of liner alliance

 16 August Interim Report 2nd Quarter 2013

 25 September A.P. Møller - Mærsk A/S to be assigned credit ratings by Moody’s and Standard & Poor’s
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Press Releases

Safety activist in fight for lives
03 August, 2012

When a massive marble slab crashes into a quay from an overloaded container, or a truck is crushed by a falling box, the port operator might be tempted to downplay it. 

But those days are gone at APM Terminals. It took the extraordinary step earlier this year of appointing an internal “safety activist” in a bid to shake things up on its quays and in its yards the world over. 

Martin Poulsen, the company’s former Europe CEO and an APM Terminals veteran, was charged with ending fatal accidents in a move thought to be a first for the port industry. 

“We’ve got to be completely frank and transparent about this because if you want credibility, then people must believe you’re doing this for the right reasons – you can’t sugar-coat it,” Poulsen, 41, says. 

Given free rein, he’s now investigating serious incidents, simplifying health and safety procedures and doing everything he can to get all APM Terminals staff on the same safety page. 

“If people are not committed to safety, then there’s no place for them in our organisation,” Poulsen says bluntly.
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The Poul Due Jensen Foundation, which 
is the principal shareholder of the Grund-
fos Group, is pleased to note that with 
steady sales and manufacturing efforts, 
the company has achieved satisfactory 
growth figures, an ongoing focus on re-
search and technology is translated into 
new and ground-breaking products, and 
finally, the company has revitalised its 
values in close collaboration with thou-
sands of employees all over the world. 
Like many other industrial companies, 
Grundfos must be flexible and ready to 
embrace change in a world market where 
events cannot be predicted. 

The Poul Due Jensen Foundation is a 
commercial foundation, and its main 
purpose is to ensure a healthy develop-
ment within Grundfos. The charter of the 

Foundation clearly states that it is to en-
sure and expand the financial platform 
for the continued existence and develop-
ment of the Grundfos Group on a healthy 
commercial and economic basis. The 
2011 result fully meets these intentions. 

The Poul Due Jensen Foundation is sat-
isfied that the management and em-
ployees of the company have managed 
to achieve very good results despite the 
general slowdown in the world economy. 
The company knows how to invest in 
new, innovative technology in its own 
production facilities and in the actual 
product development, and this gives 
Grundfos a unique position as the leader 
within its field.  In addition, we are happy 
to note that Grundfos is able to maintain 
its level of ambition in relation to envir-

onmental objectives and perseveres in its 
persistent effort to make the world even 
more sustainable. Grundfos' good result 
and strong position show that it is possi-
ble to combine sustainable thinking and 
sound business. 

We would like to thank all managers and 
employees of all Grundfos companies 
for the great efforts you have made and 
commitment you have demonstrated 
throughout the year. Also, we would like 
to express our appreciation to customers 
and business partners.

Niels Due Jensen
Chairman of the Board of The Poul Due 
Jensen Foundation  

INTRODUCTION
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In spite of the European debt crisis and turbulent markets we continue to create satis-
factory and noticeable results for ourselves and our customers.

In 2011, we sold more pumps than ever be-
fore in Grundfos' history. This means that 
we are now helping even more people  
meet their very basic need for water 
and comfort, and together with our cus-
tomers we contribute to make the world 
more sustainable. This is basically what 
we are working to achieve every day and 
this is what was put into words in 2011 
in a newly formulated objective. What 
we can do for the world is our most im-
portant mission, and we are by no means 
done solving it.  

“Grundfos is a global leader within ad-
vanced pump solutions and a trendsetter 
within water technology. We contribute 
to global sustainability through ground-
breaking technologies, which improve the 
quality of life for people and take care of 
the planet.”

Turbulence has become an everyday 
occurrence
Turbulence and change have become 
part of our everyday lives. At present, 
Europe in particular is characterised 
by a debt crisis that affects consumer 
confidence and companies' wishes and 
ability to make investments. This leads 
to stagnation and no growth. Neverthe-
less, Grundfos continues to create good 
results because of our ongoing efforts in 
new markets and products. These efforts 
require a strong financial position, inde-
pendence and flexibility. While Europe is 
hit by crisis, other parts of the world are 
characterised by growth and new oppor-
tunities. Now, at the beginning of 2012, 
the uncertainty in the world around us 
may never have been greater. Economies 
around the world are faced with very big 
challenges, and Grundfos too will be af-
fected by the way in which these chal-
lenges are handled by our politicians. 

And they are by no means faced with an 
easy task. We predict lower growth fig-
ures in the European markets for quite 
a few years yet, and we will be faced 
with the challenge of creating growth 
ourselves without the help of a growing 
market. New thinking and great efforts 
will be required in order to meet new ob-
jectives and implement new solutions. 
This journey will be intensified during 
2012. At the same time, however, we are 
pleased that we managed to globalise  
our business in time and that we have 
already established strong positions 
in those parts of the world where eco-
nomic growth will occur in the coming 
years. Already in 2011, the biggest sales 
growth has been achieved in our emer-
ging markets in Asia, Eastern Europe and 
the Middle East. A 17 per cent growth rate 
has been achieved in China, 15 per cent 
in Japan and 7 per cent in Korea. Also the 
smaller markets in Asia have presented 
good growth, including Thailand, Indo-
nesia and Vietnam. In Eastern Europe, 
the Russian market stands out positively 
with a 25 per cent sales growth. But also 
Poland, the Czech Republic, Kazakhstan, 
Hungary, the Ukraine and the Baltic coun-
tries have experienced good growth. The 
Middle Eastern markets present growth 
rates of 15 per cent, Turkey has realised an 
impressive 55 per cent growth rate, South 
Africa 22 per cent and Argentina 43 per 
cent. We also note with satisfaction that 
the US, too, has made good progress.  

Need for more sustainability
In spite of the economic turbulence, an 
increasing number of people express 
growing awareness of the Earth's climate 
and the use of the Earth's resources. Also, 
there are severe signs of climate change. 
Increasingly unsettled weather and se-
vere drought and flooding underline the 

need for us, as people and companies, 
to adapt to these changes. At the same 
time, the world's population is growing, 
and our way of life requires more energy. 
Many people are aware of these chal-
lenges, and there is a growing interest in 
investing in energy-efficient and energy-
saving products and systems. We con-
tribute to create the necessary interest 
and awareness of these issues. Pumps 
present one of the greatest potentials 
for saving energy. For example, the right  
motor technology can reduce the elec-
tricity consumption in pumps by up to 60 
per cent.  Millions of Grundfos pumps all 
over the world are saving energy as they 
are far more efficient than the pumps 
they replace or other alternatives in the 
market. Grundfos pumps also supply 
millions of people with clean water, and 
water and energy as such are the two 
key elements in our way of thinking and  
doing business.

A good result
In 2011, Group net turnover amounted 
to DKK 21.2bn compared to DKK 19.6bn 
in 2010, which is an 8 per cent increase. 
The biggest increase occurred during the 
first six months with just under 10 per 
cent, while the last six months of the year 
noted a 6 per cent increase. Costs within 
the fields of production, research and de-
velopment, sales and administration in-
creased by 11 per cent. This is due to the 
implementation of a number of strategic 
projects, which are all designed to further 
strengthen our competitiveness in the 
long term. The operating profit is thus 
DKK 2.0bn as against DKK 2.2bn in 2010. 
We place great emphasis on independ-
ence and self-sufficiency and thus our 
capacity to invest in the future. We have 
therefore reduced our long-term debt by 
DKK 0.8bn and short-term debt owed to 

Global leader and trendsetter
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banks by DKK 0.3bn. The Group's interest-
bearing net deposits now amount to DKK 
2.8bn as against DKK 2.2bn at the be-
ginning of the year. Our equity ratio has 
improved from 59.9 per cent to 63.3 per 
cent. Cash flow from operations amounts 
to DKK 2.2bn. 

Continued research and technology 
development
As tradition has it, we invest the majority 
of our profits in the continued develop-
ment of Grundfos as a technology leader 
and a healthy and sound company. We 
note with satisfaction that an increasing  
number of our competitors are now be-
ginning to give priority to energy effi ciency 
and sustainability. This strengthens 
the awareness of this major challenge in 
the market, leading to healthy competi-
tion developing the most environmen-
tally friendly solutions. We maintain our 
ambition of being ahead of everybody 
else in our product development, and 
we continue to make substantial invest-
ments in research and technology devel-
opment. In 2011, we invested more than 
5 per cent of our turnover in research 
and development, and many new solu-
tions will contribute to us being able to 
maintain our strong market position and 
win new market shares. In 2012, we plan 
to present a number of high-technology, 
user-friendly and energy-efficient prod-
ucts that will give us a strong position 

and renew the entire business in a num-
ber of areas.

Values must be acted out
During the past year, we presented our re-
vitalised values to all employees. We have 
been a value-based company for many 
years, and our values represent both 
our history and our future. They must 
be a practical tool and must be acted  
out every day by every single employee. 
Our values are a tool that helps us focus 
on being the company that we would like 
to be and which our customers and busi-
ness partners expect us to be. The values 
will only have this effect if all employees 
consider them to be relevant and if they 
make sense in relation to everyday activi-
ties. For one day, all 17,600 employees all 
over the world engaged with great 
enthu siasm in discussions about what 
the values mean and should mean to us.  
This way, we made sure that the values 
are relevant and up-to-date and that 
Grundfos is not just a place where we 
are working but an assignment that we 
are working on. We now act out our revi-
talised values in our everyday activ ities – 
sustainable, open and trustworthy, peo-
ple in focus, independent, partnership 
and relentlessly ambitious. 

Relentlessly ambitious
The latter value has just been formu-
lated, but it very much characterises 

what created Grundfos. A relentless ef-
fort to constantly seek to do everything 
even better and create even greater value 
for our customers and end users. This 
must translate into continued growth, 
and many great growth opportunities 
lie ahead of us. In 2011, for example, 
we opened a global competence centre 
within the utility area which is to assist 
our many companies in gaining an even 
firmer foothold within wastewater and 
water supply. In 2012, we will initiate a 
large-scale launch of new products that 
will set new standards and cement our 
position as market leader. It is against 
this background, among other things, 
that – despite the European debt crisis – 
we expect to achieve progress and satis-
factory growth in the coming year.

Group expectations for 2012 include an 
increase in turnover of approx. 7 per cent. 
We plan to continue the high level of ac-
tivity in all parts of the organisation, and 
2012 will also see the involvement in a 
number of strategic projects that, in the 
short term, will lead to higher costs. Per-
formance is not expected to improve in 
2012, however we expect a performance 
level similar to that of 2011 or slightly 
lower.

Carsten Bjerg, Group President
Lars Kolind, Group Chairman

For 2011, in connection with the publication of our annual report, we have decided to publish an annual statement that informs about 
the most significant events in the Grundfos Group. The annual statement may be ordered from all company offices or from the web site  
www.grundfos.com/reports. 
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Financial status

Introduction
In the 2010 Group annual report, we ex-
pressed our expectations for 2011 with a 
7-8 per cent growth in turnover and an 
operating profit on a par with 2010. We 
are pleased to note that our expectations 
for the turnover have been met. The op-
erating profit for 2011 of DKK 2.0bn is, 
however, approx. 10 per cent below the 
2010 level of DKK 2.2bn, which is due to a 
focus on a number of long-term strategic 
initiatives.

Although the result is slightly lower than 
expected, it remains at a high level, and 
we therefore consider 2011 a good year 
for Grundfos.

The 2011 Group annual accounts are af-
fected by adjustments made re previous 
years. Reference is made to the state-
ment made under accounting policies.

Profit and loss account
In 2011, Group net turnover amounted to 
DKK 21.2bn compared with DKK 19.6bn in 
2010, which is an 8 per cent increase. The 
increase in turnover was most signifi-
cant during the first six months with just  
under 10 per cent, while the last six 
months of the year only saw a 6 per cent 
increase compared with the same period 
in 2010. 

The 2011 increase in turnover of 8 per 
cent was slightly positively affected by an 
increase in exchange rates as less than 1 
per cent of the increase was attributable 
to changes in exchange rates.

Turnover, DKKbn

The 2011 gross profit was DKK 8.3bn as 
against DKK 7.9bn in 2010, corresponding 
to 39.1 per cent of the 2011 turnover as 
against 40.3 per cent in 2010. The decline 
is mainly due to rising production costs, 
including rising prices of raw materials 
that were not fully balanced by increased 
sales prices. 

Costs of production, R&D as well as sales 
and administration increased from DKK 
17.2bn in 2010 to DKK 19.1bn, corres-
ponding to 11 per cent. The relatively 
large increase is, among other things, 
due to an increased focus on a number of 
strategic projects. Therefore, the operat-
ing profit is DKK 2.0bn in 2011 as against 
DKK 2.2bn in the record year 2010.

The cost of financing (net) for the year 
of DKK 28m is DKK 59m lower than in 
2010, partly because a considerable 
amount of the Group's interest-bear-

ing gross debt was redeemed during 
the year.

The consolidated profit before tax thus 
amounts to DKK 2.0bn in 2011 as against 
DKK 2.4bn in 2010. 

Profit before tax, DKKbn 

 
The reduction is mainly due to the fact 
that 2010 was positively affected by DKK 
0.3bn due to the sale of activities.
 
Pre-tax profit in per cent of net turnover 
amounts to 9.5 per cent in 2011, which is 
a reduction from 12.2 per cent in 2010.

The Group's profit (after tax) is DKK 1.4bn 
as against DKK 1.8bn in 2010. The decline 
is partly due to a reduction in the profit 
before tax and partly an increase in the 
Group's effective tax rate from 26 per 
cent in 2010 to 29 per cent in 2011. 
 

2011 was a good year for Grundfos. We still focus on increasing growth, but also on a 
strong financial position, as this ensures our independence.
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Balance sheet
The Group balance sheet total is DKK 
19.4bn at year-end, which remains un-
changed in comparison with 2010. Fixed 
assets have increased by a modest DKK 
0.3bn (2 per cent). 
 
Current assets have been reduced by DKK 
0.3bn, which is primarily attributable to 
a reduction in cash reserves which have 
been used to redeem debt. Inventories 
and trade debtors have increased by DKK 
0.4bn. The rise, which is a result of the 
increased turnover, is balanced out by a 
decline in other accounts receivable.

In 2011, long-term debt was reduced by 
DKK 0.8bn, while short-term debt was re-
duced by DKK 0.3bn.

At year-end, the Group's interest-bearing 
net deposits amounted to DKK 2.8bn as 
against DKK 2.2bn at the end of 2010.

Interest-bearing net deposits, DKKbn 

Compared to 2010, the equity ratio, in-
cluding minority interests, has risen from 
59.9 per cent to 63.3 per cent. Like previ-
ous years, the equity ratio was affected 
by the decision made in accordance with 
Group policies to maintain available 
funds and securities, which, at the bal-
ance sheet date, amount to approx. DKK 
3.8bn (2010: DKK 4.4bn). Had these funds 
been used to pay the remaining interest-
bearing debt, our equity ratio would have 
been 66.9 per cent (2010: 67.3 per cent).

Cash flow statement
The cash flow statement shows a cash 
flow from operating activities of DKK 
2.2bn, which is DKK 0.8bn lower than in 
2010. The difference is mainly due to the 
fact that the working capital in 2011 in-
creased by DKK 0.3bn, while in 2010, it 
was reduced by DKK 0.3bn. 
In 2011, DKK 1.4bn (2010: DKK 1.1bn) was 
spent on investment activities, of which 
DKK 1.2bn (2010: DKK 0.6bn) was spent 
on the purchase of tangible fixed assets. 
Thus, the level of investment has been 
significantly increased; yet, it remains 
below the level of the years before the 
financial crisis.

Cash from operating activities, DKKbn 

Cash flow from operating activities thus 
exceeds cash flow from investment ac-
tivities by DKK 0.8bn (2010: DKK 1.6bn). 
The Group principle of self-financing the 
year’s capital investments was thus ad-
hered to in both 2010 and 2011. 
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Sustainability

Firstly, sustainability has been part of 
Grundfos' DNA from the time the com-
pany was set up, and therefore, sustain-
ability remains an integral part of our 
objective and values. Secondly, sustain-
ability is an essential part of our busi-
ness. And thirdly, focus on sustainability 
is also a way of minimising risks and re-
ducing costs throughout the value chain.  

In 2008, Innovation Intent was launched, 
and this defines our direction toward 
2025. Innovation Intent describes the way 
in which we wish to develop our busi-
ness, and that we must continue to be 
number one within the field of circula-
tor pumps and that, in 2025, one third of 
our turnover will derive from products 
other than pumps.  In relation to the In-
novation Intent focus area of reducing 
our own footprint, a Climate White Paper 
was prepared. With this, we set ourselves 
ambitious targets to grow while at the 
same time keeping our CO₂ emissions 
unchanged. 

In 2011, we prepared a sustainability strat-
egy which identifies six essential focus 
areas to ourselves and interested parties: 

•   Environmental footprint
•   Sustainable product solutions
•   People competences
•   Workplace
•   Community
•   Responsible business conduct

At present, a large number of Group 
pol icies, management tools etc. in-
corporate the sustainability perspec-
tive to varying degrees.  Although the 
strategy is new, the focus areas are 
well-known to Grundfos. Yet, the strat-
egy helps us maintain a common focus 
and clearly determine our priorities – 

by involving both internal and exter-
nal stakeholders. In 2012, we will focus  
on putting the strategy into practice – 
and as an important part of this effort 
discuss the most important indicators for 
following and driving our continued de-
velopment towards being an even more 
sustainable Grundfos.

Sustainability means that we commit ourselves 
to our employees and the interests of the envir-
onment and local community. 

This covers all our activities, ranging from col-
lection of raw materials to the end of a prod-
uct's life cycle. 

This is made possible by running a healthy 
and balanced business that creates products 
and solutions which can help overcome the 
challenges that the world is facing today.

 
Here, information is given about some 
of the most important results within our 
focus areas. They are supplemented by 
further data that can be found at 
www.grundfos.com/about us.

Environmental footprint  
We will reduce our environmental foot-
print throughout the entire value chain, 
including at suppliers. 

CO₂ and energy. As part of publishing the 
Climate White Paper, we set ourselves 
an ambitious target to never emit more 
CO₂ than in 2008; that is, independently 
of our growth. Thus, it is our clear ambi-
tion to break the link between growth 
and CO₂ emissions. In 2011, too, we man-
aged to achieve that ambition. At the 
same time as achieving historically high 
growth rates in 2010 and 2011, our CO₂ 
emissions have decreased.  

 CO₂ (tons) and  Energy (MWh)

The figures cover 27 of the Grundfos companies, 
corresponding to approx. 90 per cent of the CO₂ 
emissions. 

How did we succeed? First of all, our em-
ployees have embraced the challenge. 
Secondly, concrete targets have been set 
for the individual companies, supple-
mented by monthly follow-up activities 
and comparisons among companies. 

Also, during 2011 our knowledge about 
transport-related CO₂ emissions has in-
creased, prepared by external suppliers, 
where previously, we focused on our own 
transport.  Now, we have data for ap-
prox. 80 per cent of the CO₂ emissions 
from our external suppliers, which cor-
responds to 41,000 tons. 

Water consumption. The individual com-
panies have set individual targets for 
this area too. A new initiative in 2011 
is monthly follow-up activities for the 
figures, thus enabling the companies 
to know whether they are on the right 

Turbulence and change have become part of our DNA. Now, even more than before, we 
are focusing on following a new strategy and making clear priorities.
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track. Focus has been on the fact that  
water does not only include water used 
in production, but also water used for 
irrig ation, for example – and that drink-
ing water must not be used for this 
purpose. In some companies, this focus 
has enabled them to almost halve their  
water consumption. 

Water (m³) 

The figures cover 26 of the Grundfos compa-
nies, corresponding to approx. 75 per cent of the  
water consumption.  

Certification. We require all manufactur-
ing companies to be certified according 
to both ISO 14001 (environment) and 
OHSAS 18001 (working environment). 
These certifications are voluntary for the 
other Group companies, but several sales 
companies have decided to obtain certi-
fication.  

Sustainable product solutions  
We will raise the bar for sustainable prod-
uct solutions within energy efficiency and 
water, focusing on the entire product life 
cycle. Also, we will provide outstanding ser-
vice with focus on sustainability. 

This is why we continue to in-
tensify our efforts in the fields of  

research and development.  We still have 
a strong focus on minimising the energy 
consumption of our products. We have 
already launched the first EuP ready 
products, and 2012 will be the year in 
which we will launch a completely new 
range of circulator pumps that will be the 
first ones to live up to future EuP rules for 
this type of products. The development 
activities also show that Grundfos plays a 
role in relation to controlling, surveilling 
and treating water.

People competences
We will attract, retain and develop world-
class people to take on the sustainability 
agenda. 

“Great People” is a central strategic 
theme in the Group. During recent years, 
focus has been concentrated on talent 
development, employee development 
as well as diversity and mobility, and 
this has also been the case in 2011. In 
add ition, focus has very much been on 
revital ising our values.

Grundfos values. Our values, which date 
back to the company's founder, provide 
us with a very strong foundation. The val-
ues are at the core of our identity. How-
ever, the world around us is changing, 
and so are we. Therefore, from time to 
time, we have to make sure that the val-
ues are relevant to the business as it is to-
day, and that they represent the mindset 
and the language of our employees, both 
today and tomorrow. This process has 
taken much time and energy through-
out 2011. This was most evident when 
all companies and employees held a 24-
hour workshop, eagerly discussing the 
values and their meaning. We now act 
out our revitalised values in our everyday 
activities – sustainable, open and trust-
worthy, people in focus, independent, 
partnership and relentlessly ambitious. 

Talent development. We have our own 
Talent Management Programme which 

covers the career paths as either man-
ager, innovator or specialist. Since the 
beginning, 209 talents have been ap-
pointed, of which 79 are global talents. 
In 2011 alone, 55 new talents have been 
added, of which 21 are global. 
 
Competence development. Our own 
academy – The Poul Due Jensen Academy 
in Bjerringbro – is supplemented by sat-
ellites in Russia, China, India and North 
America. In 2011, an effort has been 
made to combine training at the acad-
emies with online training. As a result, 
the number of training sessions in 2011 
almost doubled in comparison with 2010, 
and the number of course participants 
increased by almost 50 per cent.   

Workplace
We will promote a diverse work force with-
in a safe and healthy work environment to 
foster an inclusive culture.  

Work environment. It is important for 
us to offer the best possible health and 
safety at work.  Over a number of years, 
we have therefore concentrated on pre-
venting work accidents. In 2011, focus 
was on creating a network across the 
organisation in order to ensure efficient 
knowledge sharing and create a global 
and proactive safety culture. 

Diversity. Grundfos is a global Group, 
which uses innovation to contribute to 
global sustainability through our busi-
ness.  In order to realise diversity, it is 
necessary to focus on the full potential 
of all employees.  To meet this target, 
we initially want to increase the number 
of non-Danes and women in manage-
ment positions  in order to obtain the 
best and widest recruitment platform. 
For ex ample, we strive to ensure that, as 
a minimum, one woman or non-Dane is 
among the candidates for key positions 
in the organisation. When filling a posi-
tion at Group level, we always consider 
whether it is possible to place the posi-

 2008 2009 2010 2011

47
5,

18
8

38
6,

55
5

46
4,

10
0

36
4,

74
6



 GRouP AnnuAl RePoRT 2011  | 11

MANAGEMENT REPORT

tion in question outside Denmark.  
It is our objective to increase the num-
ber of female managers from the cur-
rent 17 per cent to a minimum of 25 per 
cent in 2017.

In addition, we want the share of non-
Danes in Group functions to increase 
from the current 23 per cent to 40 per 
cent in 2017 and 60 per cent in 2022.

Employees on special terms. We have a 
long-standing tradition for being a so-
cially responsible workplace. Grundfos' 
objective is for a minimum of 3 per cent 
of our workforce to be employed on spe-
cial terms. This includes employees with 
reduced capacity for work and long-
term unemployed people. During the 
past four years, this number has been 
approx. 4 per cent.

Community
We will make a positive impact in our sur-
rounding communities and establish local 
partnerships.

We want to make a positive difference – 
also in the communities where we manu-
facture and sell our products. Therefore, it 
is a tradition that local companies get in-
volved in partnerships with, for example, 
local schools and training programmes 
regarding water, for instance. This area 
receives high priority in local communi-
ties, mainly based on our value to show 
consideration for our business partners 
and acknowledge local awareness of 
where the need is the greatest. 

Water2Life is the name of an em-
ployee programme launched in 
2010. In Kenya, some 10,000 peo-
ple have gained access to clean 
water through Grundfos LIFELINK  
water systems for which the employees 
have made donations. In addition to 
employee contributions, Grundfos pays 
half of each system, and the project is 
run in collaboration with the Red Cross, 

which is in charge of hygiene and sani-
tation training in the villages.

Responsible business conduct
We will ensure that we live up to all applic-
able laws, rules, regulations and voluntary 
commitments, e.g. through our work with 
Grundfos Code of Conduct. 

Code of Conduct. The work involved in 
good business ethics concentrates on our 
“Code of Conduct”, which focuses on sub-
jects such as bribery, conflicts of inter est, 
entertainment and gifts, fair competi-
tion, human rights, employee rights, 
environment, political contributions, ac-
ceptable accounting and confidentiality. 
2011 saw the preparation of a Code of 
Conduct handbook. The handbook has 
been created on the basis of internal 
analyses, workshops and discussions and 
includes international expectations and 
new trends within the area. The hand-
book will be published in 2012 and sub-
sequently rolled out in the entire Group. 

Purchasing. The Supplier Code of Conduct 
is a supplement to our Code of Conduct. 
The Supplier Code of Conduct is used to 
communicate our expectations to our 
suppliers as regards sustainability and is, 
among other things, based on the prin-
ciples of the UN Global Compact. 

In 2010, we also decided to perform 
special CSR audits as a supplement to 
the other audits that are completed.  In 
2011, eight CSR audits were performed as 
against two CSR audits in 2010. 

Results and reporting
For 2011, we have decided to change 
the reporting format – this can be most 
clearly seen from the fact that the sus-
tainability report has been omitted. We 
would like to create an even clearer con-
nection between our visions and results 
on the sustainability agenda.  We do that 
by making stricter requirements to our 
data – both in relation to relevance and 

integration between various systems and 
procedures.  

In the coming years, the annual report 
will contain more key figures that focus 
on measuring the environmental and so-
cial bottom line too. 

International guidelines and obligations
Since 2002, we have been supporting the 
UN Global Compact – the world's most 
comprehensive initiative for companies' 
social responsibility. The purpose of the 
Global Compact is to involve private com-
panies in solving some of the major so-
cial and environmental challenges that 
follow on from globalisation. We support 
and engage in concrete activities regard-
ing the implementation of the 10 prin-
ciples within the areas of human rights, 
employee rights, environment and anti-
corruption. 

In addition, Grundfos supports Caring 
for Climate – a voluntary supplement to 
those members of the Global Compact 
who wish to take a lead in the effort 
against climate change.  Focus is on pro-
moting concrete solutions to reduce the 
emission of greenhouse gases while at 
the same time influencing the political 
agenda. In 2011, we also joined the UN 
Global Compact CEO Water Mandate. As 
a company, we are responsible for con-
tributing to solve the global water chal-
lenge in collaboration with governments, 
UN organisations, NGOs and other inter-
ested parties. 

Read more about our sustainabil-
ity strategy and CO₂ reductions in the 
“Grundfos Annual Statement”. If you 
require further data, please read more  
at www.grundfos.com/about us. Here, 
you will find information about our social  
and environmental indicators, for ex-
ample regarding waste, work accident 
prevention, training hours, gender distri-
bution among employees and employee 
appraisal interviews. 
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As the principal shareholder of Grundfos, 
The Poul Due Jensen Foundation is a com-
mercial foundation, and its main purpose 
is to ensure a healthy development within 
the Group by investing in research, devel-
opment and growth. The charter of the 
Foundation states that it is to ensure and 
expand the financial platform for the con-
tinued existence and development, on a 
healthy commercial and economic basis of 
the company that factory owner Poul Due 
Jensen set up (Grundfos companies in a 
number of countries).

Yet, the Foundation also wishes to sup-
port non-profit purposes via donations. In 
2011, The Poul Due Jensen Foundation con-
tinued its collaboration with selected part-
ners via its donations; new partners have 
been added to the list of benefici aries and 
help draw attention to the Foundation's 
profile.

Over the last couple of years, the premises 
for granting donations according to the 
charter of the Foundation have been divid-
ed into four categories – natural science, 
innovation and design, sustainabil ity/
environment and humanitarian efforts. 
In addition, there has been a tendency to 
concentrate on relatively fewer, yet big-
ger projects that may cover several of the 
Foundation's four premises.

Examples of this can be found in some of 
the bigger development projects. When, 
for example, DanChurchAid or the Ameri-
can organisation, Water Missions Inter-
national (WMI) plan a project in East Africa,  
planning takes place in collaboration with 
the Foundation in order to employ a holis-
tic approach. 

The natural science element is considered 
through water technology and water puri-
fication, while innovation is taken into ac-
count via the lavatories and hygiene pro-
cedures that have been designed by Water 
Missions International. Environmental 
concern is expressed through agricultural 
activities and sustainable forestry, and 
the humanitarian effort is coordinated 
through a general focus on health and, 
most importantly, learning.

The term “community development” is often  
used to describe this holistic approach.  
The holistic approach has also turned out 
to be a good starting point for coordinat-
ing and creating synergy with other target 
areas within Grundfos, the most obvious 
one being the experience exchange con-
cerning CSR – Corporate Social Responsi-
bility. Within the technology area, projects 
supported by the Foundation have helped 
test and adapt new technologies, for ex-
ample Grundfos LIFELINK. 

Both internally in Grundfos and externally, 
focus is on the Foundation's activities, and 
this is reflected in one of the projects that 
receives support from The Poul Due Jensen 
Foundation, a Ph.D. project at Copenhagen 
Business School, which focuses on the 
cross field that exists between offering 
support to NGO activities and engaging in 
business development. 

“Socio-economic companies” that under-
go a development process from receiving 
economic support to being self-support-
ing are among the projects that are sup-
ported by the Foundation.
 

 

G R U N D F O S - F O N D E N

The Poul Due Jensen Foundation 
(the Grundfos Foundation)

The Poul Due Jensen Foundation is a commercial foundation. In addition, 
the Foundation makes donations to non-profit purposes every year.

The Annual Accounts for The Poul 
Due Jensen Foundation
The Foundation’s 2011 accounts, which, like the 
2010 accounts, recognise share of profit and value  
of the shareholding in affiliated company by the 
equity method, show a profit of DKK 1.3bn as 
against DKK 1.6bn in 2010.

The Foundation's total assets amount to DKK 
11.3bn as against DKK 10.6bn in 2010. The value 
of the shareholding in Grundfos Holding A/S, 
which directly or indirectly owns all other com-
panies in the Group, amounts to DKK 10.3bn. 

At year-end, the Foundation’s equity amounts to 
DKK 10.9bn as against DKK 10.3bn at the end of 
2010. At the end of 2011, the Foundation’s liquid 
resources amount to DKK 1.1bn as against DKK 
0.3bn at the end of 2010. This increase is mainly 
attributable to a dividend of DKK 770m received 
from Grundfos Holding A/S. 

For 2012, the Foundation's profit after tax is ex-
pected to be at the same level as 2011 or slightly 
lower. 
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list of donations in 2011 (amounts in DKK 1,000)

Aalborg university, Intercultural management in theory and practice 605

The ecological Council, Debate project about agriculture 130

Fanny Posselt, water and learning initiatives 400

niels Peter Rygaard, The global orphanage project (training project, orphanages) 200

DTu, support to sheet tribometer 273

Jutland village development in nepal 1,200

Jette Kaae and Helge Pedersen, support for young men at the CoDeP ITI school 550

eventure Association, development project in Zambia 500

Risø, Technical university of Denmark, The Grundfos Prize 2011 750

Frederik C. Krebs, The Grundfos Prize 2011 250

Susanne Burlund/Stig e. nielsen, drinking water for the M-lisada orphanage, uganda 500

Human House A/S, drinking water for the Kashani orphanage near Mombasa 300

Human House A/S, Shanzu project, centre for handicapped people near Mombasa 120

The Women's Museum's Inter-cultural network for Women, Mentors and collaboration on advisory services 100

egmont Højskolen (Danish Folk High School), Handicapped Japanese young people from the disaster area 50

Det sociale netværk, ungekompasset og Rejseholdet (The Social network, Youth Compass and Flying Squad) 483

engineers without borders, water installation in Kenya 300

Danish Design Council (design award and travel grant) 100

national Council for the unmarried Mother and Her Child, Denmark, Christmas donation 150

The Salvation Army, Denmark, Christmas donation 150

DAnneR-Huset (Shelter and crisis centre), Christmas donation 150

The olkiloriti Masai AID Association, support to water supply plant in the Masai community in Tanzania 300

CARe, Travelling exhibition “100 places to remember before they disappear” 70

Projektet Flydende By (floating training centre), Copenhagen 131

Children's Welfare, digital communication 159

Water Missions International, development projects in Indonesia & Cambodia 1,500

Spejdernes lejr 2012, (scout camp, inclusion of maladjusted young people) 200

total 9,621

Jens Moberg
Member of the Board

Ingemarie Due Nielsen
Member of the Board

Poul Due Jensen
Member of the Board

Estrid Due Hesselholt
Member of the Board

Lars Kolind
Member of the Board

Ingelise Bogason
Vice Chairman

Niels Due Jensen
Chairman

Jens Maaløe
Member of the Board

Board of the Foundation
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Amounts in DKKm 

profit and loss account 2011 2010 2009 2008 2007

net turnover 21,166 19,609 17,061 19,019 16,814

operating profit 2,035 2,212 960 1,333 1,610

earnings before interest and tax (eBIT) 2,039 2,488 960 1,269 1,490

Cost of financials      (28) (87) (87) (310) (117)

Profit before tax 2,011 2,401 873 959 1,373

Consolidated profit after tax 1,421 1,778 576 569 860

Profit for the year (excluding minorities)  1,250 1,576 502 479 736

Balance sheet

Assets

Intangible fixed assets 1,256 1,138 1,171 1,237 1,300

Tangible fixed assets 6,074 5,873 6,046 6,198 5,655

Fixed asset investments 1,718 1,785 878 741 710

Current assets 10,379 10,627 9,625 9,498 9,055

total assets 19,427 19,423 17,720 17,674 16,720

Liabilities

equity 10,949 10,288 8,400 7,574 7,305

Minority interests 1,340 1,341 1,140 1,098 1,055

Provisions 1,222 1,207 1,257 1,422 1,430

long-term liabilities 906 1,732 2,515 2,038 1,669

Short-term liabilities 5,010 4,855 4,408 5,542 5,261

total liabilities 19,427 19,423 17,720 17,674 16,720

number of employees at year-end 17,481 16,609 15,799 17,901 16,457

Capital investments, tangible 1,202 624 855 1,464 1,459

Capital investments, intangible 313 257 171 160 348

Total capital investments 1,515 881 1,026 1,624 1,807

Research and development costs, incl. capitalised 1,224 1,018 931 986 801

Interest-bearing net accounts receivable/(liabilities) 2,759 2,217 (62) (2,155) (1,436)

Profit before tax as a percentage of net turnover 9.5 % 12.2 % 5.1 % 5.0 % 8.2 %

Return on equity     11.9 % 16.8 % 6.3 % 6.7 % 10.6 %

equity ratio                                  63.3 % 59.9 % 53.8 % 49.1 % 50.0 %

Definition of key figures:
return on equity:  Consolidated profit as a percentage of the average equity inclusive of minority interests.

equity ratio: Equity inclusive of minority interests at year-end as a percentage of total assets.

Key figures for the Grundfos Group 
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MANAGEMENT STATEMENT AND AUDITORS’ REPORT

On today’s date, the Board of Directors has reviewed and approved the 2011 Annual Report covering the financial year 1 January – 
31 December 2011 for The Poul Due Jensen Foundation.
 
The Annual Report has been presented in accordance with the Danish Financial Statements Act. 
 
In our opinion, the consolidated annual accounts and the annual accounts give a true and fair view of the Group’s and Parent 
Foundation’s assets, liabilities and financial position as at 31 December 2011 and of their financial performance and the consoli-
dated cash flows for the financial year 1 January to 31 December 2011. 
 
It is also our opinon that the management report gives a true and fair view of the matters covered by the statement.

Bjerringbro, 7 March 2012

The Board of Directors of The Poul Due Jensen Foundation

Management statement

Niels Due Jensen, Chairman

Ingelise Bogason, Vice Chairman

Poul Due Jensen, Member of the Board

Jens Moberg, Member of the Board 

Jens Maaløe, Member of the Board

Lars Kolind, Member of the Board

Estrid Due Hesselholt, Member of the Board

Ingermarie Due Nielsen, Member of the Board
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MANAGEMENT STATEMENT AND AUDITORS’ REPORT

To The Poul Due Jensen Foundation
Report on consolidated annual accounts and annual accounts
We have audited the consolidated annual accounts and annual 
accounts of The Poul Due Jensen Foundation for the financial 
year 1 January to 31 December 2011, which comprises the ac-
counting policies, profit and loss account, balance sheet, state-
ment of changes in equity and the notes for the Group as well 
as the Parent Foundation and the consolidated cash flow state-
ment. The consolidated annual accounts and annual accounts 
have been prepared in accordance with the Danish Financial 
Statements Act.

Management's responsibility for the consolidated annual  
accounts and annual accounts
Management is responsible for the preparation of consolidated 
annual accounts and annual accounts in accordance with the 
Danish Financial Statements Act. Management is also respon-
sible for internal control deemed by management to be necessary  
in order to prepare consolidated accounts and annual accounts 
free from material misstatement, whether due to fraud or error.

Auditor's responsibility
Our responsibility is to express an opinion on these consolidated 
annual accounts and annual accounts based on our audit. We  
have conducted our audit in accordance with international  
auditing standards and further requirements according to Danish  
auditing legislation. This requires us to comply with ethical re-
quirements and plan and perform the audit to obtain reasonable  
assurance that the consolidated annual accounts and annual  
accounts are free from material misstatement. 

An audit includes the completion of auditing procedures in order 
to obtain audit evidence for amounts and disclosures contained 
in the consolidated annual accounts and annual accounts. The 
auditing procedures selected depend on the auditor's judge-
ment, including the assessment of the risks of material mis-

statement of the consolidated annual accounts and annual 
accounts, whether due to fraud or error. In making those risk as-
sessments, the auditor considers internal control relevant to the 
entity’s preparation and fair presentation of consolidated annual  
accounts and annual accounts. The purpose is to design audit-
ing procedures that are appropriate in the circumstances, but not 
expressing an opinion on the effectiveness of the entity's internal 
control. An audit also includes evaluating the appropriateness of 
accounting policies chosen by Management and the reasonable-
ness of accounting estimates made by Management, as well as 
the overall presentation of the consolidated annual accounts and 
annual accounts.

We believe that the audit evidence we have obtained is sufficient 
and appropriate to provide a basis for our audit opinion.

Our audit has not resulted in any qualifications.

Opinion
In our opinion, the consolidated annual accounts and the annual 
accounts give a true and fair view of the Group’s and Parent Foun-
dation’s assets, liabilities and financial position as at 31 Decem-
ber 2011 and of their financial performance and the consolidated 
cash flows for the financial year 1 January to 31 December 2011 in 
accordance with the Danish Financial Statements Act.

Statement on the management report
We have read the management report in accordance with the 
Danish Financial Statements Act. We have not undertaken any 
further action besides the audit of the consolidated annual  
accounts and annual accounts.

On this basis, in our opinion the information in the management 
report is compliant with the consolidated annual accounts and 
annual accounts.

Copenhagen, 7 March 2012

Deloitte
Statsautoriseret Revisionspartnerselskab

Anders Dons  Kirsten Aaskov Mikkelsen
State-authorised public accountant State-authorised public accountant

Independent auditor’s report
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MANAGEMENT STATEMENT AND AUDITORS’ REPORT
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MANAGEMENT STATEMENT AND AUDITORS’ REPORT

Niels Due Jensen
Member of the Board

Jens Maaløe
Member of the Board

Lars Kolind
Group

Chairman

Ingelise Bogason
Member of the Board 

Jens Moberg
Vice Chairman

Bo Risberg
Member of the Board

The Poul Due Jensen 
Foundation

Poul Due Jensen's family Employees

Grundfos Holding A/S

Other Group companies

Group structure

Group Board of Directors



 20  | GRouP AnnuAl RePoRT 2011

CONSOLIDATED ANNUAL ACCOUNTS AND ANNUAL ACCOUNTS

The Grundfos Group

The annual accounts and the consolidated annual accounts are 
presented in accordance with the provisions of the Danish Finan-
cial Statements Act for large C class companies.

The accounting policies for the annual accounts and the consoli-
dated annual accounts remain unchanged in comparison with 
last year.

During 2011, adjustments have been made re previous years, as 
certain employee obligations have not been recognised in the 
balance sheets in previous accounting years. The effect of these 
adjustments after tax are recognised directly in the equity and 
minority interests, opening 2011. Comparatives and five-year 
overview have been adjusted too. Total adjustments amount to 
DKK 173m before tax and DKK 132m after tax and have been han-
dled in accordance with the provisions for so-called "fundamen-
tal errors in previous accounting years".

General information about recognition and measurement
Assets are recognised in the balance sheet when the Group is 
likely to capitalise on them in the future and when the asset 
value can be measured reliably.

Liabilities are recognised in the balance sheet when they are 
probable and can be measured reliably.

Assets and liabilities are measured at cost at the initial recogni-
tion.  Subsequently, assets and liabilities are measured for the 
individual items as described below.

Certain financial assets and liabilities are measured at amortised 
cost, whereby a constant redemption yield is recognised for the 
term. Amortised cost is calculated as initial cost minus any in-
stalments and plus/minus the accumulated amortisation of the 
difference between cost and nominal amount.

At recognition and measurement, allowance is made for profits, 
losses and risks that appear before the annual accounts are pre-
sented and that confirm or deny conditions that were present on 
the balance sheet date.

Income is recognised in the profit and loss account as it is real-
ised, including value adjustment of fixed asset investments  
and liabilities, which are measured at market value or amortised 
cost.  In addition, costs incurred in order to achieve the earnings 
of the year, including depreciation, write-downs, provisions and 
reversals following accounting estimates of amounts, which 

have previously been recognised in the profit and loss account, 
are recognised.

Consolidation policies
The consolidated annual accounts comprise The Poul Due Jensen 
Foundation (Parent Company) and the companies (subsidiaries), 
where the Parent Company directly or indirectly owns more than 
50 per cent of the voting shares or in another way has a dominant 
participation. Companies in which the Group owns between 20 
and 50 per cent of the voting shares and has a dominant position 
are considered affiliated companies.

The consolidated annual accounts are prepared as a consolida-
tion of the accounts of the Parent Foundation and the individ-
ual subsidiaries. Adjustments are made for inter-company rev-
enue and expenditure, shareholdings, intragroup balances and 
dividends, as well as unrealised internal income and loss. The  
accounts used for the consolidation are prepared in accordance 
with the Group’s accounting policies.

Newly acquired subsidiaries are recognised in the profit and loss 
account as from the date of acquisition. 

When acquiring new companies, the acquisition method is used, 
upon which the identified assets and liabilities in the newly ac-
quired companies are measured at market value at the date of 
acquisition. Provisions are made for planned and published re-
organisation in the acquired company in connection with the 
acquisition. Positive balances are recognised as Group goodwill 
in the year of acquisition. Any negative balances (negative good-
will) are entered under provisions and are systematically recog-
nised as revenue for a number of years, up to a maximum of 20 
years. 

When subsidiaries are sold, they cease to be recognised in the 
profit and loss account at the time of transfer, and earnings or 
losses at the time of sale are recognised in the profit and loss  
account. Earnings or losses are specified as the difference between  
the sale total and the accounting value of the net assets sold, 
including non-depreciated goodwill and estimated costs of sale 
or phasing out.

Minority interests
The items of subsidiaries are fully recognised in the consolidated 
annual accounts. The minority interests’ prorated share of the 
profit and equity of the subsidiaries is adjusted annually and re-
corded as separate items in the profit and loss account and the 
balance sheet.

Accounting policies
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Foreign currency translation
Transactions in foreign currency are translated at first recogni-
tion at the exchange rate of the transaction date. Exchange rate 
differences arising between the exchange rate at the transaction 
date and the exchange rate at the date of payment are recog-
nised in the profit and loss account.

Receivables and payables in foreign currency are translated into 
Danish kroner at the exchange rate on the balance sheet date. 
Realised and unrealised exchange rate adjustments are included 
in the profit and loss account.

The profit and loss accounts of foreign subsidiaries are trans-
lated into Danish kroner at the average exchange rate of the in-
dividual months. The balance sheets of foreign subsidiaries are 
translated at the exchange rate of the balance sheet date. 

Exchange rate adjustments of the net assets of the subsidiaries 
at the beginning of the financial year are recognised directly in  
the equity. This also applies to exchange rate differences fol-
lowing the translation of the profit and loss account of each 
month at the average exchange rate to the exchange rate of the 
balance sheet date.

Subsidiaries in countries affected by high inflation rates have 
been adjusted to eliminate the effect of inflation.

Derivative financial instruments
Derivative financial instruments are initially recognised in the 
balance sheet at cost, and subsequently measured at market 
value. Positive and negative market values of derivative financial 
instruments are included in other accounts receivable and other 
liabilities, respectively. 

Changes in the market value of derivative financial instruments 
that secure the market value of recognised assets or liabilities 
are recognised in the profit and loss account in the same item as 
changes in the value of the hedged asset or the hedged liability.

Changes in the market value of derivative financial instruments 
that secure future assets or liabilities are recognised directly in 
the equity. Income and costs regarding such hedging transac-
tions are transferred from the equity at the realisation of the 
hedged items and are recognised in the same item as the hedged 
item. 

As regards other derivative financial instruments, which are not 
hedging instruments, changes are continuously recognised in 
the profit and loss account at market value.

Public grants
Research and development grants are recognised as revenue in 
the profit and loss account under R&D costs, thus offsetting the 
costs they compensate.

Grants for the purchase of assets and development projects that 
are capitalised are offset in the cost of the assets to which the 
grants are given.

Profit and loss account

Net turnover
Net turnover is recognised in the profit and loss account, pro-
vided that delivery and the passing of risk to the buyer have taken  
place before the end of the year, and provided that the income 
can be reliably calculated and is expected. Net turnover is meas-
ured exclusive of VAT, duties, returns and discounts that are dir-
ectly connected with the sale.

Current projects on external accounts are entered under net 
turnover subject to the percentage-of-completion method so 
that the net turnover corresponds to the sales value of the work 
carried out in the financial year.

Production costs
Production costs comprise payroll costs, cost of sales as well as 
indirect costs, including salaries, amortisation, depreciation and 
write-downs which are incurred in order to realise the net turn-
over for the year.

Research and development costs
R&D costs are costs that relate to the Group’s R&D activities, in-
cluding salaries and depreciation. 

Research costs are recognised in the profit and loss account in 
the year they are incurred.

Development costs incurred for the maintenance and optimisa-
tion of existing products or production processes are charged 
to the profit and loss account. Costs of the development of new 
products are recognised in the profit and loss account, unless the 
criteria for entry in the balance sheet are met for the individual 
development project.

Sales and distribution costs
Sales and distribution costs include costs relating to the sale and 
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distribution of the Group’s products, including salaries for sales 
staff, advertising and exhibition expenses, depreciation, etc.

Administrative costs
Administrative costs comprise costs of the administrative func-
tions, staff, management, etc., including salaries and deprecia-
tion.

Staff costs
Staff costs include the Group's total costs of wages, salaries, 
pensions and other social insurance costs. Staff costs also in-
clude costs in accordance with the Group's employee share pro-
gramme, including the regulation of provisions for coverage of 
the Foundation's obligation to buy back shares from employees.

Costs of wages, salaries, pensions, etc. are distributed across 
functions in accordance with the functions primarily executed 
by the relevant employees. Costs relating to the employee share 
programme are distributed across functions in relation to the 
distribution of other staff costs.

Amortisation of Group goodwill
As amortisation of Group goodwill cannot be distributed on 
functions in order to give a true and fair view, such amortisation 
is shown as an individual item in the profit and loss account.
 
Other operating income
Other operating income includes income of a secondary nature 
in relation to the Group's primary activities, including premiums 
from the sale of companies.

Share of profit, affiliated companies
The Group’s share of profits after tax in affiliated companies is 
recognised in the profit and loss account by the equity method.

Income from fixed asset investments
In addition to dividends and interest yields, this item comprises 
estimated gains or losses on investments.

Financials
Financials comprise interest received and interest paid, realised 
and unrealised capital losses and capital gains on securities, and 
exchange rate adjustments of financials in foreign currencies. 

Tax on profit for the year
The anticipated tax on the taxable income of the year in the 
individual companies is charged to the profit and loss account, 
adjustment being made for timing differences in relation to the 

provided deferred tax. The part of the tax expense that can be 
charged to items directly in the equity, however, is recognised in 
the equity.

All Danish subsidiaries are taxed jointly. The current Danish cor-
poration tax is distributed among the jointly taxed companies in 
relation to their taxable income (full distribution with refunds 
regarding tax-related deficits).

Tax at source regarding repatriation of dividend from foreign 
subsidiaries is charged as expenditure in the year in which the 
dividend is generated.

Changes in deferred tax as a consequence of changed tax rates 
are recognised in the profit and loss account.

Balance sheet

Intangible fixed assets

Development projects
Development projects are recognised as intangible fixed assets 
where they are concerned with products that are clearly defined 
and identifiable, and where the technical rate of utilisation, ad-
equate resources and a potential future market or development 
possibility in the company can be shown, and where the inten-
tion is to produce, market or use the product in question. Other 
development costs are recognised as costs in the profit and loss 
account, at the time when the costs are incurred.

Capitalised development projects are measured at cost less ac-
cumulated amortisation or at the recoverable amount, which-
ever is lower.

Cost includes wages, salaries, services and amortisation that are 
directly and indirectly attributable to the company’s develop-
ment activities.

After completion of the development work, capitalised develop-
ment projects are amortised by the straight-line method over 
the anticipated economic life of the asset. 

The amortisation period is normally five to ten years.

In case of development projects that are considered to have 
great sales potential and where the anticipated economic life of 
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the developed products and technologies so warrant, the amor-
tisation period will normally exceed five years.

Group goodwill
Group goodwill is recognised at first recognition in the balance 
sheet at cost as described under consolidation policies.

Group goodwill is amortised according to the straight-line method  
over the anticipated economic life. The amortisation period for 
Group goodwill is up to 20 years.

In case of strategic acquisitions, and where the economic life so 
warrants, the amortisation period exceeds five years.

Other intangible fixed assets
Other intangible fixed assets are measured at cost less accumu-
lated depreciation and write-downs. 

Amortisation on other intangible fixed assets is made according 
to the straight-line method over the anticipated economic life 
of the asset, which – based on individual assessments – is up to 
five years.

Tangible fixed assets
Land and buildings are measured at cost less accumulated de-
preciation and write-downs. Land is not depreciated.

Technical installations and machinery and other technical in-
stallations are measured at cost less accumulated depreciation 
and write-downs. The cost price comprises the purchase price, 
expenses directly connected to the acquisition and expenses 
for the preparation of the asset until the time when the asset 
is ready for use. Tangible fixed assets produced in-house are re-
corded at initial cost, including a proportion of the indirect pro-
duction costs.

Tangible fixed assets are depreciated by the straight-line meth-
od through the anticipated useful and economic life to the esti-
mated residual value. The useful life of large assets is determined 
individually, whereas the useful life of other assets is determined 
for groups of similar assets. The expected useful lives are:

Buildings ...................................................................................... 20-40 years
Technical installations and machinery ...............................3-10 years
Other technical installations ...................................................3-10 years

Financially leased assets are capitalised and depreciated by the 
straight-line method over the useful life of the leased asset. 

Writing down of intangible and tangible fixed assets
The accounting value of intangible and tangible fixed assets are 
reviewed in general to determine whether there is any indication 
of impairment in addition to that expressed by writing down. 

If this is the case, the recoverable amount of the asset is de-
termined, and writing down is performed to the recoverable 
amount provided that it is lower than the accountable amount.

The recoverable amount of the asset is determined as the  
value of the net sales price and the capital price, whichever is 
the higher.

Fixed asset investments
Investments in associated companies are measured by the  
equity method in the balance sheet at the prorated share of the  
companies’ equity with the addition of goodwill.

Listed bonds are measured at amortised cost, as the intention is 
to keep them until maturity.

Listed shares are measured at market value. Non-listed shares 
are measured at the estimated market value, unless it is not pos-
sible to reliably determine such a value.

Inventories
Inventories are measured at cost in accordance with the FIFO 
principle or net realisable value, whichever is lower. 

The cost of goods for resale, raw materials and consumables in-
cludes the purchase price with the addition of delivery costs. The 
cost of manufactured goods and work in progress includes ex-
penses for raw materials, consumables and direct wages as well 
as indirect production costs.

Indirect production costs include a proportion of the capacity 
costs incurred which have led to the current position and condi-
tion of goods in progress and manufactured goods. The indirect 
production costs calculated include costs of operation, main-
tenance and depreciation relating to production facilities, as well 
as administration and factory management.

Obsolete goods, including slow-moving goods, are written down. 
The net realisable value of inventories is calculated as the esti-
mated selling price less cost of completion and expenses in-
curred to make the sale.

Accounts receivable
Accounts receivable are measured at amortised cost less writing 
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down to meet the risk of losses based on individual assessments. 
The loss potential of minor receivables is estimated on the basis 
of their age.

Contracted work-in-progress is measured at sales value of the 
completed part of the contracts as at the balance sheet date.

Prepayments and deferred income recognised under assets in-
clude costs incurred relating to the following accounting year. 
Prepayments and deferred income are measured at cost.

Securities (current assets)
Securities include bonds and shares measured at market value.

Realised and unrealised capital losses and realised and unreal-
ised capital gains are included in the profit and loss account un-
der financials. 

Dividend
The proposed dividend to minority shareholders, which is ex-
pected to be paid out for the year, is recognised under minority 
interests on the liability side of the balance sheet.

Provisions

Liabilities under guarantee
Provisions made to cover liabilities under guarantee are rec-
ognised on the basis of previous years’ experience concerning 
claims raised within the guarantee period.

Buy-back obligation relating to employee shares
Provisions are made to cover the obligation that rests with 
the Group regarding buy-back of employee shares. The provi-
sion made is measured on the basis of future expectations to 
share prices, considering the long-term development of Group  
profits, the topicality of the obligation and the market value of 
the shares.

Pension liabilities
The Group has made pension agreements with a considerable 
number of its employees. The majority of the agreements are for 
defined contribution schemes, whereas defined benefit schemes 
have been agreed for employees in a few companies.

In connection with contribution schemes, the Group makes regu-
lar payments to independent pension companies. The Group has 
no obligations apart from these payments.

Benefit schemes, organised in independent pension funds are 
characterised by the employees being entitled to a certain an-
nual benefit in connection with retirement (e.g. a share of the 
employee’s exit salary). Such pension liabilities are calculated for 
the Group by actuarially discounting pension liabilities to the net 
present value, which is calculated on the basis of assessments of 
the future development in, among other things, interest, infla-
tion, mortality and disablement. The actuarially calculated net 
present value less assets attached to the scheme is recognised in 
the balance sheet under pension liabilities.

Actuarial gains and losses incurred as a consequence of changes 
in the basis for the calculation of the pension liability or in the 
calculation of the assets attached to the scheme are recognised 
in the profit and loss account.

Actuarial gains and losses in excess of either 10 per cent of the 
calculated pension liability or 2 per cent of the market value of 
the pension fund assets are amortised over the remainder of the 
employee's estimated work life in the Group. Actuarial gains and 
losses below the 10 per cent limit are not recognised in the an-
nual accounts, but are included in the actuarial projections (the 
corridor method). 

Provisions are made during the employment period to cover  
other minor pension liabilities – relating to benefit schemes – 
resting with the Group.

Other provisions
These provisions include other obligations, including anniver-
sary lump sums, legal disputes, unhedged insurance risks, etc.

Deferred tax
Deferred tax is measured by the balance sheet liability method 
of all timing differences between the fiscal and financial value of 
assets and liabilities. For consolidation purposes, deferred tax is 
calculated on the eliminated unrealised internal profit margins. 
Deferred tax liabilities relating to investments in affiliated com-
panies are not calculated.

Deferred tax assets are recognised in the balance sheet provided 
that they are likely to reduce tax payments within a short period 
of time. 

Deferred tax is measured on the basis of tax rules and tax rates 
that – based on current legislation on the balance sheet date – 
will be in force when the deferred tax is expected to be converted 
into current tax.
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Financial liabilities
Mortgage debt and debt owed to banks, etc. are valued at the 
time of borrowing at the received net yield less borrowing costs. 
In subsequent periods, the financial liabilities are recognised at 
amortised cost.

Financial liabilities also include the capitalised outstanding  
liability on financial lease contracts.

Other liabilities, including trade creditors, other debts etc. are 
measured at amortised cost.

Prepayments and deferred income recognised under liabilities 
include income received relating to the following accounting 
year. Prepayments and deferred income are measured at cost.

Cash flow statement
The cash flow statement is prepared by the indirect method 
based on profit for the year and shows cash flows from operat-
ing, investment and financing activities as well as the Group’s 
available funds at opening and closing.

Cash flow from operating activities is specified as the profit for 
the year adjusted for non-cash operating items, changes in the 
working capital, and corporation tax paid.

Cash flow from investment activities includes the purchase and 
sale of intangible and tangible fixed assets, and fixed asset in-
vestments, including the purchase and sale of companies.

Cash flow from financing activities includes the raising and re-
paying of long-term liabilities, short-term bank loans and the 
payment of dividends.

Available funds include cash resources.

The Parent Foundation

Income from investments in subsidiaries
The prorated share of the associated companies’ profit following 
elimination of internal margins is recognised in the parent foun-
dation’s profit and loss account.

Other operating expenses
Other operating expenses comprise revenue and expenditure of 
a secondary nature, including gains from the sale of shares and 

provisions regarding the buy-back obligations relating to em-
ployee shares. 

Investment in affiliated companies
Investments in affiliated companies are measured by the equity 
method at the prorated owned share of the companies’ equity.

Net revaluation of investments in affiliated companies is brought 
forward under the equity to the revaluation reserve by the  
equity method to the extent that the accounting value exceeds 
the original cost.
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Profit and loss account
1 January - 31 December 2011
Amounts in DKKm

note 2011 2010

net turnover 1 21,166 19,609

Production costs 2, 3 (12,880) (11,699)

Gross profit 8,286 7,910

Research and development costs 2, 3 (1,087) (997)

Sales and distribution costs 2, 3 (3,342) (2,948)

Administrative costs 2, 3 (1,771) (1,603)

Amortisation of Group goodwill (51) (150)

operating profit 2,035 2,212

other operating income 0 276

Share of profit, affiliated companies 4 0

Income from fixed asset investments 41 41

Financial income 4 99 136

Financial costs 5 (168) (264)

profit before tax 2,011 2,401

Tax on profit for the year 6 (590) (623)

Consolidated profit after tax 1,421 1,778

Minority shareholders’ share of profits in subsidiaries (171) (202)

profit for the year 1,250 1,576
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Balance sheet
As at 31 December 2011
Amounts in DKKm

 Assets

note 2011 2010

Fixed assets

Intangible fixed assets 
Completed development projects 259 274

Group goodwill 478 529

other intangible fixed assets 185 153

Development projects in progress 334 182

7 1,256 1,138

tangible fixed assets 
land and buildings 2,936 2,840

Technical installations and machinery 2,044 2,259

other technical installations 302 327

Tangible fixed assets in progress 792 447

8 6,074 5,873

Fixed asset investments  
Investments in associated companies 6 0

Securities 1,299 1,389

Deferred tax assets 9 171 164

other accounts receivable 242 232

10 1,718 1,785

total fixed assets 9,048 8,796

Current assets

Inventories 11 3,143 2,833

Accounts receivable
Accounts receivable from sales 3,756 3,580

other accounts receivable 808 1,104

Prepayments and accrued income 159 136

4,723 4,820

Securities 578 595

Cash at bank and in hand 1,935 2,379

total current assets 10,379 10,627

total assets 19,427 19,423



CONSOLIDATED ANNUAL ACCOUNTS AND ANNUAL ACCOUNTS

 GRouP AnnuAl RePoRT 2011  | 29

 

 
Amounts in DKKm

 liabilities

note 2011 2010

equity 
Registered capital 505 505

Retained profit 10,444 9,783

10,949 10,288

Minority interests 
(mainly the founder’s family) 12 1,340 1,341

provisions 
liabilities under guarantee 13 171 161

Buy-back obligation relating to employee shares 13 358 305

Pension liabilities 13 317 311

other provisions 13 298 312

Deferred tax liabilities 9 78 118

1,222 1,207

long-term liabilities 
Mortgage debt 83 729

Bank loans 784 940

other monetary creditors 36 59

Corporation tax 3 4

14 906 1,732

Short-term liabilities 
Short-term element of long-term liabilities 108 317

Bank overdrafts and loans 42 101

Trade creditors 2,246 2,067

Corporation tax 114 163

other liabilities           2,378 2,070

Prepayments and accrued income 122 137

5,010 4,855

total liabilities 19,427 19,423

Financial instruments 15
Auditors’ remuneration 16
Related parties 17
Securities, contingent liabilities, etc. 18
Financial risks 23
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Statement of changes in equity
1 January - 31 December 2011
Amounts in DKKm

registered capital retained profit total equity

equity 01.01.2010 505 8,012 8,517

Revision, opening, cf. accounting policies (117) (117)

revised equity 01.01.2010 505 7,895 8,400

Profit for the year 1,576 1,576

exchange rate adjustments, subsidiary companies, etc. 262 262

Changes in minority interests 21 21

Dividend paid (3) (3)

Reversed value of hedging instruments, opening (366) (366)

Reversed tax on equity items, opening 90 90

Recognised value of hedging instruments, closing 403 403

Recognised tax on equity items, closing (95) (95)

equity 31.12.2010 505 9,783 10,288

Profit for the year 1,250 1,250

exchange rate adjustments, subsidiary companies, etc. (144) (144)

Changes in minority interests (21) (21)

Dividend paid (18) (18)

Reversed value of hedging instruments, opening (403) (403)

Reversed tax on equity items, opening 95 95

Recognised value of hedging instruments, closing (122) (122)

Recognised tax on equity items, closing 24 24

equity 31.12.2011 505 10,444 10,949
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note 2011 2010

Consolidated profit after tax 1,421 1,778

Adjustments 19 1,732 1,602

Changes in working capital 20 (299) 337

Cash flow from operating activities before financials 2,854 3,717

Income from fixed asset investments 41 41

Financial income 99 105

Financial costs (136) (264)

Cash flow from ordinary activities 2,858 3,599

Corporation tax paid (654) (631)

Cash flow from operating activities 2,204 2,968

Sale of companies 0 152

Investment in tangible fixed assets (1,202) (624)

Disposal of tangible fixed assets 35 56

Investment in intangible fixed assets (313) (254)

Purchase and sale of securities 70 (700)

Cash flow from investment activities (1,410) (1,370)

net cash flow from operating and investment activities 794 1,598

Repayment of long-term liabilities (838) (861)

Repayment of short-term liabilities (268) (534)

Distribution of dividend (134) (29)

Cash flow from financing activities (1,240) (1,424)

Change in liquid funds (446) 174

Available funds, opening 21 2,381 2,205

Available funds, closing 22 1,935 2,379

Cash flow statement
1 January - 31 December 2011
Amounts in DKKm
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Notes to the accounts
As at 31 December 2011
Amounts in DKKm

note 1 net turnover 2011 2010

europe 13,078 12,202

north and South America 2,621 2,425

Asia 4,390 3,884

The Middle east/Africa 1,077 1,098

net turnover 21,166 19,609

The Grundfos Group’s activities lie solely within the segment of manufacture and sale of pumps. Therefore, net 
turnover has only been divided according to geographical markets.

note 2 Staff costs 2011 2010

Total Group payments to employees and Board of Directors 4,741 4,408

Pensions 359 328

Social contributions 553 526

5,653 5,262

Staff costs are recognised as follows: 
Production costs 2,640 2,489

Research and development costs 556 499

Sales and distribution costs 1,601 1,468

Administrative costs 856 806

5,653 5,262

The staff costs of the year include fees to members of the Board of the Foun-
dation for directorships in the Foundation and other Group units totalling

7 6

Average number of full-time employees 17,095 16,178

number of employees, closing 17,481 16,609
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Amounts in DKKm

note 3 Depreciation, amortisation and write-downs 2011 2010

Intangible fixed assets 192 316

Tangible fixed assets 891 935

1,083 1,251

Recognised in the profit and loss account under the following items: 
Production costs 722 744

Research and development costs 161 202

Sales and distribution costs 77 75

Administrative costs 72 80

Group goodwill 51 150

1,083 1,251

note 4 Financial income 2011 2010

Price adjustment, etc. from shares 0 49

Price adjustment, etc. from bonds 0 5

Interest income from bonds 13 11

other financial income 86 71

99 136

note 5 Financial costs 2011 2010

Price adjustment, etc. from shares 22 0

Price adjustment, etc. from bonds 9 0

other financial costs 137 264

168 264
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note 6 tax on profit for the year 2011 2010

Current tax 505 662

Deferred tax 93 (21)

Adjustment re previous years (8) (18)

tax on profit for the year 590 623

Restatement of rate of taxation for the year: 
Danish rate of taxation 25 % 25 %

Deviations in tax in foreign companies in relation to Danish rate of taxation (2 %) (2 %)

non-taxable income and non-deductible expenses 1 % (2 %)

non-deductible write-downs on goodwill 1 % 1 %

non-refundable tax at source 2 % 2 %

other, including adjustments re previous years 1 % 2 %

non-recognised tax losses 1 % 0 %

rate of taxation for the year 29 % 26 %

 
 
Amounts in DKKm
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note 7 Intangible fixed assets

Completed 
development 

projects
Group 

goodwill

other  
intangible 

fixed assets

Develop-
ment  

projects  
in progress total

Cost
Cost 01.01.2011 581 976 303 182 2,042

exchange rate adjustments 2 2

Additions of the year 71 93 223 387

Disposals of the year (98) (7) (71) (176)

Cost 31.12.2011 554 976 391 334 2,255

Acc. amortisation/wr-downs of the year 
Acc. amortisation/wr-downs 01.01.2011 307 447 150 0 904

exchange rate adjustments 2 2

Amortisation of the year 86 51 55 192
Amortisation and write-downs on dis-
posals of the year (98) (1) (99)

Acc. amottisation/wr-downs 31.12.2011 295 498 206 0 999

Accounting value 31.12.2011 259 478 185 334 1,256

Accounting value 31.12.2010 274 529 153 182 1,138

 
 
Amounts in DKKm



,
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note 8 tangible fixed assets
land and 
buildings

technical 
installa-

tions and 
machinery

other 
technical 
installa-

tions

tangible  
fixed assets 

in 
progress total

Cost 
Cost 01.01.2011 4,489 7,981 1,360 447 14,277

exchange rate adjustments 22 73 4 (8) 91

Additions of the year 293 444 113 692 1,542

Disposals of the year (9) (177) (105) (339) (630)

Cost 31.12.2011 4,795 8,321 1,372 792 15,280

Acc. depr./write-downs of the year 
Acc. depr./write-downs 01.01.2011 1,649 5,722 1,033 0 8,404

exchange rate adjustments 53 109 5 167

Depreciation of the year 162 598 131 891

Depreciation and write-downs on disposals 
of the year (5) (152) (99) (256)

Acc. depreciation/write-downs 31.12.2011 1,859 6,277 1,070 0 9,206

Accounting value 31.12.2011 2,936 2,044 302 792 6,074

Accounting value 31.12.2010 2,840 2,259 327 447 5,873

Accounting value of financially leased facilities as at 31.12.2011 amount to DKK 17m (2010: DKK 34m).

 
 
Amounts in DKKm



,
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note 9 Deferred tax assets/deferred tax liabilities 2011 2010

Deferred tax broken down:
Fixed assets (238) (229)

Current assets 270 211

Provisions (38) 38

liabilities 80 41

Deficit 11 6

other 8 (21)

93 46

The above has been recognised in the balance sheet as:
Deferred tax assets 171 164

Deferred tax liabilities (78) (118)

93 46

note 10 Fixed asset investments

Investments 
in affiliated 
companies Securities

Deferred tax 
assets

other 
accounts

receiv-
able total

Cost
Cost 01.01.2011 18 1,367 164 240 1,789

exchange rate adjustments 1 2 3

Additions of the year 2 21 35 19 77

Disposals of the year (92) (29) (10) (131)

Cost 31.12.2011 20 1,296 171 251 1,738

Acc. depr./write-downs of the year 
Acc. depr./write-downs 01.01.2011 18 (22) 0 8 4

exchange rate adjustments (1) (1)

Revaluations of the year (4) (4)

Write-downs of the year 19 2 21

Acc. depr./write-downs 31.12.2011 14 (3) 0 9 20

Accounting value 31.12.2011 6 1,299 171 242 1,718

Accounting value 31.12.2010 0 1,389 164 232 1,785

The market value of securities as at 31.12.2011 amounts to DKK 1,331m (2010: DKK 1,354m). 

 
 
Amounts in DKKm
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note 11 Inventories 2011 2010

Raw materials and consumables 1,744 1,481

Work in progress 388 455

Manufactured goods and goods for resale 1,011 897

Inventories 3,143 2,833

note 12 Minority interests (mainly the founder’s family) 2011 2010

01.01 1,341 1,155

Revision, opening, cf. accounting policies 0 (15)

revised balance 01.01 1,341 1,140

Changes to minority 14 (19)

Price adjustment (18) 41

Profit for the year 171 202

Financial instruments (51) 4

Dividend paid (117) (27)

31.12 1,340 1,341

note 13 provisions

liabilities  
under  

guarantee

Buy-back 
obligation 
relating to 
employee 

shares
pension 

liabilities
other 

obligations

01.01.2011 161 305 270 202

Revision, opening, cf. accounting policies 0 0 41 110

revised balance 01.01.2011 161 305 311 312

exchange rate adjustments (3) 0 1 3

Provisions spent during the year (15) (54) (17) (11)

Provisions reversed (20) (31) (24) (49)

Provisions of the year 48 138 46 43

31.12.2011 171 358 317 298

liabilities under guarantee
The ordinary guarantee on products sold covers a period of 24 months.

 
 
Amounts in DKKm
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note 13 provisions – continued

Buy-back obligation relating to employee shares
The buy-back obligation relating to employee shares will in all essentials only arise once the settlement period for 
the shares in question expires. The settlement periods expire as follows:

2011 2010

Released 151 117

2011 0 74

2013 131 114

2017 76 0

358 305

The buy-back obligation calculated at market value amounts to DKK 530m (2010: DKK 213m).

pension liabilities
not calculated actuarial losses in connection with pension liabilities amount to DKK 216m (2010: DKK 162m).

note 14 long-term liabilities 2011 2010

Debt falling due after more than one year but less than five years: 
Mortgage debt 75 77

Bank loans 784 940

other monetary creditors 9 33

Corporation tax 3 4

871 1,054

Debt falling due after more than five years: 
Mortgage debt 8 652

other monetary creditors 27 26

35 678

long-term liabilities 906 1,732

Distribution of currencies and interest as at 31.12.2011:

Currency 2011
Average interest 

rate

euR 97 4.9 %

DKK 629 3.6 %

CnY 123 5.0 %

GBP 37 5.9 %

other 20 2.3 %

total 906

 
 
Amounts in DKKm
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Amounts in DKKm

note 15 Financial instruments

For hedging purposes, the Group has entered into the following financial contracts, which on the balance sheet date 
can be broken down into the following principal items:

Volume 
2011

Deferred 
entering in the 
profit and loss 

account before 
tax 2011

Volume 
2010

Deferred 
entering in the 
profit and loss 

account before 
tax 2010

Currency contracts euR 955 (31) 973 0

Currency contracts uSD 1,752 (115) 1,252 6

Currency contracts GBP 373 (22) 286 3

Currency contracts AuD 210 1 226 (25)

Currency contracts, other 90 (9) 84 (5)

Interest rate swaps 243 (23) 327 (19)

Raw material contracts (millions of kg) 13 63 17 492

electricity contracts (MWh) 86 (2) 176 2

total (138) 454

note 16 Auditors’ remuneration 2011 2010

Fee to Deloitte for statutory auditing 14 14

Fee to Deloitte for tax advisory services 9 10

Fee to Deloitte for other services 5 6

Auditors’ remuneration 28 30

note 17 related parties

Related parties include the Board of Directors in The Poul Due Jensen Foundation and companies in which  
these persons have a controlling interest.
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note 18 Securities, contingent liabilities, etc. 2011 2010
The Group has mortgaged property at a book value of DKK 16m and 
machinery and equipment at a book value of DKK 8m, a total of DKK 24m 
as security for loans, which, on the balance sheet date, show outstanding 
debts of DKK 72m. 

operational leasing contracts and lease obligations for the coming years 
amount to 537 486

no legal proceedings are in progress, nor have any other claims been filed against the Group, which, in the Group 
Management’s opinion, may have any particular influence on the Group’s financial position.

The Group is under no material contractual obligations to acquire assets.

note 19 Adjustments 2011 2010

Depreciation 1,083 1,251

liabilities under guarantee and other provisions 35 (82)

other operating income 0 (276)

Share of profit, associated companies 4 0

Income from other securities and investments, which are fixed assets (41) (41)

unrealised exchange rate adjustments on securities 31 (32)

Financial costs 137 264

Financial income (99) (105)

Tax on profit for the year 590 623

Adjustments 1,732 1,602

note 20 Changes in working capital 2011 2010

Changes in inventories (310) (210)

Changes in accounts receivable (208) (460)

Changes in suppliers, etc. 312 879

unrealised exchange rate adjustments (93) 128

Changes in working capital (299) 337

 
 
Amounts in DKKm
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note 21 Available funds 01.01.2011 2011 2010

Cash at bank and in hand 2,379 2,137

unrealised exchange rate adjustments 2 68

Available funds 01.01.2011 2,381 2,205

note 22 Available funds 31.12.2011 2011 2010

Cash at bank and in hand 1,935 2,379

Available funds 31.12.2011 1,935 2,379

note 23 Financial risks

As a result of the Grundfos Group’s international activities, Group profit and equity are influenced by a number of 
financial risks.  Foreign exchange risks in the operative companies are covered centrally, where interest and liquidity 
risks are also controlled, as well as a significant part of the external covering of the Group's financial positions. 

The use of financial instruments is determined by instructions from the Board of Directors and the Management. 

liquidity risk   
Financial independence is a main concern of the Group, and the Group therefore always seeks to maintain an ad-
equate cash reserve. In addition to unused borrowing facilities, this item may be calculated as follows:

2011 2010

Cash at bank and in hand 1,935 2,379

Securities, current assets 578 595

Securities, fixed assets 1,299 1,389

3,812 4,363

the securities portfolio consists of:
Bonds 1,691 1,775

Shares 186 209

1,877 1,984

Interest rate risk
The Group's interest rate risk is primarily related to bank deposits, bonds and loans. Bank deposits have a short 
investment horizon, while on the other hand the exposure of the bond portfolio, amounting to a total of DKK 1,691m 
(2010: DKK 1,775m) – when expressed by an increase of the interest rate by 1 percentage point – is approx. DKK 28m 
(2010: approx. DKK 53m). The Group's total borrowing was reduced by DKK 1,070m in 2011 (2010: DKK 1,278m). The 
Group's total borrowing consists of 86 per cent fixed-rate loans (2010: 74 per cent).

To reduce the Group’s interest rate exposure, a set of general guidelines has been adopted for the Group’s borrowing 
and use of interest rate instruments. Derivative financial instruments applied to reduce the interest rate risk totalled 
DKK 243m (2010: DKK 327m)  on the balance sheet date.

 
 
Amounts in DKKm
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note 23 Financial risks – continued

Foreign exchange risk
It is Group policy that Group operating companies mainly raise loans in their local currencies. This ensures that the 
foreign exchange risk of the Group balance sheet is reduced to the net assets. When appropriate, loans are raised in 
a foreign currency and subsequently converted to the local currency using financial instruments.

Forward exchange contracts used in connection with foreign exchange swaps amount to DKK 2,733m (2010: DKK 
1,733m) on the balance sheet date.

As at 31 December, the Group’s loans are composed of the following curren-
cies: 2011 2010

euR 62 % 46 %

DKK 14 % 36 %

CnY 12 % 8 %

GBP 5 % 3 %

others 7 % 7 %

The Group's policy is to secure the currency exchange rates for the most essential internal Group flow of goods. The 
most important currencies are the American Dollar, the British Pound Sterling, the Japanese Yen and the Hungar-
ian Forint. At the end of 2011, currency contracts to reduce the foreign exchange risk in connection with the flow of 
goods amount to DKK 3,563m (2010: DKK 2,970m). of this, a contract volume of DKK 182m has been recognised for 
hedging of balance sheet items as at the balance sheet date. (2010: DKK 149m). 

raw material risk
The Group's policy is to fix prices for the manufacturing companies' use of the most important industrial metals. At 
the end of 2011, raw material futures contracts to reduce the raw material risk amount to 13m kg (2010: 17m kg).

Credit risk
The maximum credit risk includes the balance sheet items regarding the Group's trade debtors, securities and bank 
receivables. The Group’s trade debtors comprise a large number of customers, and the Group’s risk in that connec-
tion is not considered unusually high.

The credit risk is reduced on cash reserves in financial institutions, forward exchange contracts and other derivative 
financial instruments by selecting financial business partners with a high credit rating.

 
 
Amounts in DKKm
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Profit and loss account for  
The Poul Due Jensen Foundation
1 January - 31 December 2011
Amounts in DKKm

note 2011 2010

Administrative costs 1 (9) (4)

Income from investments in subsidiaries 1,288 1,519

Premium from sale of shares 0 1

Provision for buy-back of employee shares (25) 43

Financial income 2 9 3

Financial costs 3 (3) (2)

profit before tax 1,260 1,560

Tax on profit for the year 4 0 23

profit for the year 1,260 1,583

proposal for distribution of the profit for the year:

Distribution 10 7

Brought forward to revaluation reserve by the equity method 1,288 1,519

Retained profit (38) 57

1,260 1,583
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 Assets

note 2011 2010

Fixed assets

Fixed asset investments 
Investment in affiliated companies 10,260 10,331

Accounts receivable from affiliated companies 0 40

total fixed assets 5 10,260 10,371

Current assets

Accounts receivable 
Accounts receivable from affiliated companies 1,045 267

other accounts receivable 4 2

1,049 269

Cash at bank and in hand   6   2

total current assets 1,055 271

total assets 11,315 10,642

 liabilities

equity

Registered capital 505 505

net revaluation by the equity method 9,443 9,514

Capital available 1,001 269

10,949 10,288

provisions 
Buy-back obligation relating to employee shares 6 358 305

358 305

long-term liabilities 
liability to credit institution 7 0 40

0 40

Short-term liabilities 
Short-term element of long-term liabilities 0 5

other liabilities 8 4

8 9

total liabilities 11,315 10,642

Balance sheet for  
The Poul Due Jensen Foundation
As at  31.12.11
Amounts in DKKm
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registered
capital

reserve equity 
method

Available
capital total equity

equity 01.01.2010 505 7,925 87 8,517

Revision, opening, cf. accounting policies (117) (117)

revised equity 01.01.2010 505 7,808 87 8,400

Profit for the year 1,519 57 1,576

Dividend received (125) 125 0

exchange rate adjustments, subsidiary companies, etc. 262 262

other adjustments 18 18

Reversed value of hedging instruments 
in subsidiaries, opening (366) (366)

Reversed tax on equity items, opening 90 90

Recognised value of hedging instruments 
in subsidiaries, closing 403 403

Recognised tax on equity items, closing (95) (95)

equity 31.12.2010 505 9,514 269 10,288

Profit for the year 1,288 (38) 1,250

Dividend received (770) 770 0

exchange rate adjustments, subsidiary companies, etc. (144) (144)

other adjustments (39) (39)

Reversed value of hedging instruments in  
subsidiaries, opening (403) (403)

Reversed tax on equity items, opening 95 95

Recognised value of hedging instruments 
in subsidiaries, closing (122) (122)

Recognised tax on equity items, closing 24 24

equity 31.12.2011 505 9,443 1,001 10,949

Capital available is that part of the equity in the Foundation which can be paid out in accordance with the provisions on this in 
the charter of the Foundation.

Statement of changes in equity for  
The Poul Due Jensen Foundation
1 January - 31 December 2011
Amounts in DKKm
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note 1 Administrative costs 2011 2010

Including:
Directors’ fees 3 1

 

note 2 Financial income 2011 2010

Affiliated companies 9 3

Financial income 9 3

note 3 Financial costs 2011 2010

liability to credit institution 3 2

Financial costs 3 2

note 4 tax on profit for the year 2011 2010

Current tax 0 0

Deferred tax 0 0

Adjustment re previous years 0 23

tax on profit for the year 0 23

Notes to the accounts of 
The Poul Due Jensen Foundation
As at 31 December 2011
Amounts in DKKm
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note 5 Fixed asset investments

Investment in 
affiliated  

companies

Accounts receiv-
able from affili-
ated companies

Cost
Cost 01.01.2011 720 40

Disposals (40)

Cost 31.12.2011 720 0

Value adjustments 
Value adjustments 01.01.2011 9,728 0

Revision, opening, cf. accounting policies (117)

revised value adjustments 01.01.2011 9,611 0

Profit for the year 1,288

Dividend received (770)

exchange rate adjustments (144)

other adjustments (445)

Value adjustments 31.12.2011 9,540 0

Accounting value 31.12.2011 10,260 0

Accounting value 31.12.2010 10,331 40

The accounting value of investment in affiliated companies includes goodwill amounting to DKK 87m  
(2010: DKK 94m) 

Please see page 50 for a list of subsidiaries.

 
Amounts in DKKm
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Amounts in DKKm

note 6 provisions
Buy-back obligation,

employee shares

01.01.2011 305

Provisions spent during the year (54)

Provisions reversed (31)

Provisions of the year 138

31.12.2011 358

Buy-back obligation relating to employee shares
The buy-back obligation relating to employee shares will in all essentials only arise once the settlement period for 
the shares in question expires. The settlement periods expire as follows:

2011 2010

Released 151 117

2011 0 74

2013 131 114

2017 76 0

358 305

                  
                        The buy-back obligation calculated at market value amounts to DKK 530m (2010: DKK 213m).

note 7 long-term liabilities 2011 2010

Amounts falling due after more than five years:
liability to credit institution 0 18
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Group structure
Denmark

The Poul Due Jensen Foundation

Denmark

grundfos holding A/S

OTHER GROUP COMPANIES

Argentina, Bombas Grundfos de Argentina S.A.

Australia, Alldos oceania Pty. ltd.

Austria, Grundfos Pumpen Vertrieb Ges.m.b.H. 

Belgium, n.V. Grundfos Bellux S.A. 

Bosnia-Herzegovina, Grundfos Bosnia-Herzegovina

Brazil, Bombas Grundfos do Brasil ltda.

Bulgaria, Grundfos Bulgaria eooD

Canada, Grundfos Canada Inc.

Canada, Peerless Pump Canada

Chile, Bombas Grundfos Chile ltda.

China, Alldos Water Technology Co. ltd.

China, DAB Pumps (Qingdao) Co. ltd.

China, Grundfos Holding China 

China, Grundfos Pumps (Hong Kong) ltd.

China, Grundfos Pumps (Shanghai) Co. ltd. 

China, Grundfos Pumps (Suzhou) Co. ltd.

China, Grundfos Pumps (Wuxi) ltd.

China, Hong Kong, Austrian and Continental engineers ltd. 

Croatia, Grundfos Croatia llC 

Czech Republic, Grundfos s.r.o. 

Denmark, Grundfos A/S 

Denmark, Grundfos BioBooster A/S

Denmark, Grundfos DK A/S 

Denmark, Grundfos Finance A/S

Denmark, Grundfos lIFelInK A/S 

Denmark, Grundfos Microrefinery A/S

Denmark, Grundfos new Business A/S

Denmark, Grundfos Sensor A/S

Denmark, Infarm A/S

Denmark, Sintex A/S

Egypt, Grundfos Holding egypt

Egypt, Grundfos Sales egypt

Egypt, Grundfos Service egypt

Finland, oY Grundfos environment Finland AB 

Finland, oY Grundfos Pumput AB

France, Pompes Grundfos Distribution S.A.

France, Pompes Grundfos S.A.

Germany, Biral GmbH 

Germany, DAB Pumpen Deutschland GmbH 

Germany, Deutsche Vortex GmbH & Co. KG

Germany, europump GmbH 

Germany, Grundfos GmbH

Germany, Grundfos Pumpenfabrik GmbH

Germany, Grundfos Water Treatment GmbH 

Germany, Hilge GmbH & Co. KG

Greece, Grundfos Hellas A.e.B.e.

Hungary, Grundfos Financial Services Kft. 

Hungary, Grundfos Hungária Kft.

Hungary, Grundfos Hungary Manufacturing ltd.

India, Grundfos Pumps India Private ltd.

Indonesia, PT Grundfos Pompa

Ireland, Grundfos (Ireland) ltd.

Italy, DAB Pumps S.p.A. 

Italy, DWT Finance Srl. 

Italy, Grundfos Pompe Italia S.r.l.

Italy, Grundfos Submersible Motors Srl.

Italy, Tesla Srl.

Italy, WACS System SRl

Japan, Grundfos Pumps K.K.

Kazakhstan, Grundfos Kazakhstan llP

Kenya, Grundfos lIFelInK ltd.

Korea, Chung Suk Co. ltd. 

Korea, Grundfos Pumps Korea ltd.

Korea, Keum Jung Industrial Co. ltd. 

Latvia, Grundfos Pumps latvia ltd.

Malaysia, Grundfos Pumps SDn. BHD

Mexico, Bombas Grundfos de Mexico Manufacturing S.A. de C.V. 

Mexico, Bombas Grundfos de Mexico S.A. de C.V.

Mexico, Grundfos Mexico Servicios S.A. de C.V. 

Mexico, Peerless Pump Mexico S.A. de C.V. 

Netherlands, Biral Pompen B.V.

Netherlands, DAB Pumps B.V.

Netherlands, Grundfos Distribution Service B.V.

Netherlands, Grundfos nederland B.V.

Netherlands, Grundfos Waterdam B.V.

New Zealand, Grundfos Pumps nZ ltd.

Norway, Grundfos Pumper A/S

Philippines, Grundfos Pumps (Philippines) Inc.  

Poland, Grundfos Pompy Sp.Z.o.o.

Portugal, Bombas Grundfos (Portugal) S.A.

Romania, Grundfos Pompe Romania S.R.l.

Russia, Grundfos Istra llC 



CONSOLIDATED ANNUAL ACCOUNTS AND ANNUAL ACCOUNTS

 GRouP AnnuAl RePoRT 2011  | 51

Ownership
The Poul Due Jensen Foundation, based in Bjerringbro, Denmark, is the parent company of the Grundfos Group. The Poul Due 
Jensen Foundation owns 86.6 per cent of the share capital in Grundfos Holding A/S, while the founder’s family owns 11.3 per 
cent and the employees own 2.1 per cent.

Grundfos Holding A/S directly or indirectly owns the entire share capital in all subsidiaries, except for the following:

Grundfos Pumps Pty. Ltd., Australia – 70 per cent
Grundfos (Thailand) Ltd., Thailand – 93 per cent
Hilge GmbH & Co. KG, Germany – 94 per cent
Grundfos (Thailand) Ltd., Thailand – 51 per cent

Associated companies: 
Bjerringbro Savværk Holding A/S, Denmark – 30 per cent

Russia, ooo DAB Pumps 

Russia, ooo Grundfos 

Saudi Arabia, Grundfos Service Saudi Arabia 

Serbia, Grundfos Serbia

Singapore, Grundfos (Singapore) Pte. ltd.

Slovenia, Grundfos Slovenija

South Africa, Alldos (Pty) ltd. 

South Africa, DWT Pumps, Motors and electronics ltd.

South Africa, Grundfos Pty. ltd.

Spain, Bombas Grundfos españa S.A.u. 

Spain, DAB Pumps Iberica S.l. 

Sweden, Grundfos AB

Switzerland, Alldos International AG

Switzerland, Arnold AG

Switzerland, Biral AG 

Switzerland, Grundfos Handels AG 

Switzerland, Grundfos Holding AG

Switzerland, Grundfos Insurance Management AG

Switzerland, Grundfos Pumpen AG

Taiwan, Grundfos Handels AG, Taiwan Branch

Taiwan, Grundfos Pumps (Taiwan) ltd.

Thailand, Grundfos (Thailand) ltd.

Thailand, Grundfos Holding Co. ltd.

Turkey, Grundfos Pompa Sanyi ve Ticaret ltd. Sti.

Ukraine, ToV Grundfos ukraine llC

United Arab Emirates, Grundfos Gulf Distribution FZe Wll 

United Kingdom, DAB Pumps ltd. 

United Kingdom, Grundfos euro Pump Services ltd.

United Kingdom, Grundfos Manufacturing ltd. 

United Kingdom, Grundfos Pumps ltd.

United Kingdom, Watermill Products ltd. 

USA, Grundfos CBS Inc.

USA, Grundfos Pumps Corporation

USA, Grundfos Pumps Manufacturing Corporation

USA, Grundfos uS Holding Corporation

USA, Peerless Pump Company

USA, Pumps America Inc.

USA, SFS Holding Inc.

USA, Sterling Fluid System llC

USA, Yeomans Chicago Corporation

Vietnam, Grundfos Pump Vietnam



Being responsible is our foundation
Thinking ahead makes it possible

Innovation is the essence

Headquarters
DK-8850 Bjerringbro
Denmark

Tel.: +45 87 50 14 00
Email:
info@grundfos.com

CVR no.: 83 64 88 13

Further information:
www.grundfos.com
The name Grundfos, the Grundfos logo, and the payoff Be–Think–Innovate are registered trademarks 
owned by Grundfos Management A/S or Grundfos A/S, Denmark. All rights reserved worldwide.
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The Poul Due Jensen Foundation was 
established in 1975 when the Grundfos 
founder, Poul Due Jensen, decided to 
transfer his ownership in the Grundfos 
companies to the foundation. Today, the 
foundation owns 87.6 per cent of Grund-
fos. The Due Jensen family owns 10.6 per 
cent and the employees own 1.8 per cent. 
The Foundation not only bears the name 
of the founder; as the responsible owner, 
it also lives out his vision for the continu-
ation and development of the company.  

A commercial foundation
The Poul Due Jensen Foundation was set 
up as a commercial foundation whose 
main purpose is to ensure and support 
the growth and development of Grundfos 
and its affiliated companies. This is 
ensured by engaging in responsible own-
ership and by reinvesting the majority of 
the profit from the company in Grundfos, 
thus ensuring healthy development and 
growth. By doing so, the Foundation also 
wishes to live up to its own and the 
Group’s values, one of which is independ-
ence. An important objective and means 
in Grundfos is to provide a solid financial 
basis to ensure that the company’s future 
is not or will not be placed in the hands 
of the financial markets, as this limits 
the possibilities for development ac - 
cording to the company’s wishes. The 
Foundation and its Board of Directors 
have always focused on ensuring and 
strengthening this value. In close cooper-
ation with both Group Management and 
the Group Board of Directors we wish to 
strengthen our independence, freedom to 
manoeuvre and financial position. This 
principle has always been important and 
has helped to ensure that Grundfos has 
never experienced a deficit.

The Foundation’s secondary activity
In addition, the charter allows the Foun-
dation to support non-profit purposes. 
Every year, support is offered in the form 

of donations to various organisations, 
projects and activities. The donations 
belong to one or several of four categor-
ies: Natural science, innovation and 
design, sustainability and environment 
as well as humanitarian assistance and 
social responsibility. 

The Grundfos Prize
Every year, the Foundation also awards 
the Grundfos Prize for the purpose of 
stimulating, recognising and supporting 
national and international research in 
ground-breaking and forward-looking 
solutions that are useful to society 
within the technical area and area of 
natural science. The prize was estab-
lished in 2001.

The prize consists of the "be-think-innov-
ate" sculpture and a cash prize of DKK 1m. 
DKK 250,000 of this amount goes directly 
to the prize winner, while the remaining 
DKK 750,000 goes to further research 
within the area.

Poul Due Jensen’s Innovation Award
Poul Due Jensen’s Innovation Award is an 
internal award that will be presented 
once every year to a Grundfos employee 
or a group of Grundfos employees (max. 
three), who have made a very special, 
inventive and innovative effort during 
the year within the areas of technical 
innovation, business development, pro-
cess development or CSR. The award and 
honour is accompanied by DKK 150,000. 

Poul Due Jensen’s Innovation Award will 
be granted for the first time in 2013.

Scholarship
Poul Due Jensen’s Scholarship is awarded 
every year to a maximum of five employ-
ees in the Grundfos Group who, following 
recommendation from the local company 
management, are approved and awarded 

the scholarship through the scholarship 
committee of the board of the Founda-
tion. The total annual sum of the scholar-
ship is EUR 25,000 in which case each 
scholarship will be for EUR 5,000. The 
scholarships are primarily for studying 
or training that will provide the recipi-
ents with insight, skills development and 
knowledge within areas that may 
develop the individual employee to per-
form his or her tasks with even greater 
commitment, focusing on the values that 
Grundfos builds on. Preferably, the 
scholar ship should be used for studies or 
training in a country other than the 
employee’s country of employment.

Poul Due Jensen’s Scholarship will be 
awarded for the first time in 2013.

Activities of the year
We are pleased to note that, in 2012, the 
Group managed to navigate and make 
wise decisions in a turbulent time. Man-
agement and employees have created 
sound growth, increased market shares 
and developed our financial position. The 
result is satisfactory and meets the 
wishes and expectations that were pre-
sented at the beginning of the year. In 
particular, the introduction of a range of 
new products has been according to plan 
and has reinforced Grundfos’ position as 
market leader. The Foundation has been 
very satisfied with the constructive col-
laboration undertaken with Group Man-
agement, the Group Board of Directors 
and the many employees in relation to 
developing and strengthening Grundfos. 
The result for the year shows that the 
Board of the Foundation, the Group Board 
of Directors and Group Management 
share a clear understanding of the com-
pany’s objectives and possibilities. This 
can be seen from the positive result 
showing growth in turnover and market 
shares as well as a continued focus on 
values such as sustainability, partner-
ship with customers, independence, focus 
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on people, open and trustworthy and, not 
least, by being relentlessly ambitious. The 
founder always expressed a clear wish 
for Grundfos to be a company that would 
present a profit, while at the same time 
showing consideration for our surround-
ings and people. Many people would 
think that this is not possible. We believe 
that this very approach is required in 
order for a company to be successful. This 
is shown in the history of the Foundation 
and Grundfos.

100th anniversary
In 2012, the Grundfos founder, Poul Due 
Jensen, would have reached the age of 
100. We hope and believe that he would 
have been satisfied with the company’s 
historic development and results. Also 
with the profit of the year, which shows 
that the company is able to do well in 
spite of global setback and crisis. Poul 
Due Jensen focused on establishing long-
term relationships with customers and 
business partners in order to achieve a 
sound financial position and mutual 
development. This remains the case. By 
means of innovation, ability to change 
and f lexibility, Grundfos has once again 
managed to achieve growth at a turbu-
lent time for many markets and despite a 
certain sense of pessimism in the global 
economy. Poul Due Jensen’s 100th anni-
versary was celebrated by employees in 
many Grundfos companies around the 
world in recognition of the fact that his 
principles and ideals stil l exist and are 
stil l put into practice. And on that occa-
sion, Poul Due Jensen’s Innovation Award 
and Poul Due Jensen’s Scholarship were 
established.

Open and communicating
In future, important decisions made by 
the Board of the Foundation regarding 
practical and responsible ownership and 
our social commitment and views 
expressed will be published on a new 

web site for the Foundation. Denmark 
needs commercial foundations to make 
sure that companies and workplaces are 
retained and developed. With the web 
site, The Poul Due Jensen Foundation 
wishes to share information and enter 
into a dialogue with the world around us 
based on the founder’s entrepreneurship, 
business concept and fundamental val-
ues.

The Foundation supported a number of 
projects and activities in 2012, including 
two interesting and important projects: 
One is Maternity Worldwide, whose pur-
pose is to reduce maternal mortality in 
Africa. It must not cost life to give life, 
and the organisation is behind a village-
based development project in Ethiopia, 
where men and women receive training 
in contraception and signs of danger in 
connection with pregnancy and birth. 
The other project is The Human Needs 
Project, the purpose of which is to set up 
” town centres” in the slum districts of 
large cities, initially in Nairobi, Kenya. 
These ” town centres” are to ensure better 
hygiene and water supply for its citizens.

Accounts of the Foundation
The Foundation's 2012 accounts, which, 
like the 2011 accounts, recognise share of 
profit and value of the shareholding in 
the affiliated company, Grundfos Holding 
A/S, according to the equity method, 
show a profit of DKK 1.2bn as against DKK 
1.3bn in 2011. The Foundation's total 
assets amount to DKK 12.7bn as against 
DKK 11.3bn in 2011. The value of the share-
holding in Grundfos Holding A/S, which 
directly or indirectly owns all other com-
panies in the Group, amounts to DKK 
11.3bn. 

At the end of 2012, the Foundation's 
equity amounts to DKK 12.3bn as against 
DKK 10.9bn at the end of 2011. The Foun-
dation's liquid resources amount to DKK 
1.4bn at the end of 2012 as against DKK 

1.1bn the year before. The increase is 
mainly attributable to a dividend of DKK 
622m received from Grundfos Holding 
A/S. The Foundation spent DKK 265m on 
purchasing shares in Grundfos Holding 
A/S, whereby the Foundation’s ownership 
interest increased from 86.6 per cent to 
87.6 per cent. The Foundation’s 2013 profit 
after tax is expected to be at the same 
level as or slightly higher than in 2012.

Read more about the Foundation at the 
web site: www.poulduejensensfond.dk or 
www.poulduejensenfoundation.com.
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LIST OF DONATIONS  
IN 2012

Amounts in DKK 1,000

Natural science

Department of Chemistry, Environmental Engineering and Biotechnology, Technical University  
of Denmark: Purchase of equipment 500

TH LANGS SCHOOL, Silkeborg, Denmark: Support for the construction of a Science House 500

AQUA Aquarium and Park: Archimedes water wheel 100

Department of Environmental Engineering, Technical University of Denmark: The Grundfos Prize 2012 750

Hans-Jørgen Albrechtsen: The Grundfos Prize 2012 250

Innovation and 
design

QARAVANE, Copenhagen: Support for "socioeconomic activities" 200

Danish Design Council: Danish Design Council Annual Award 2012 50

Danish Design Council: Grundfos’ Travel Grant 2012 50

Sustainability 
and environment

CART, USA: Support for training profile 557

STU training course LivogJob (specially planned training LifeandJob): Energy-efficient renovation  
of the LivogJob facilities 500

Association of Danish Continuation Schools: Sustainable continuation school 25

The Human Needs Project: Support for LIFELINK installation 645

Humanitarian  
assistance

Foreningen Åse og Arsenias Venner (Åse and Arsenia's Friends Association): Support for local com-
munity in Mozambique 200

Frederiksberg Integrationsforening (integration association): Integration work for non-ethnic Danes 
and refugees 200

Livslinien (The Life Line): Support for prevention efforts 175

Orphanage in Isiolo, Kenya: Water supply for the orphanage in Isiolo 200

Hans Erik Mogensen: Development of CO₂-neutral water pump, Burkino Faso 200

NeedToCare: Project in Tanzania 350

SACRED organisation: School, water and garden project in South Africa 100

Danish Indian Child Care: Solar cell water pump at orphanage in Arni 225

Oplevelsesbanken (Adventure Bank): Support for adventures for underprivileged children 75

Maternity Worldwide: Support for health clinic in Ethiopia 550

The Salvation Army: Christmas donation 200

National Council for the Unmarried Mother and Her Child: Christmas donation 200

DANNER (shelter and crisis centre): Christmas donation 200

Action Child Aid: Water for orphanage in Kanyakumari, India 350

Projekt Gambias Børn (Project Children of Gambia): Project in Gambia, school and hospital  
equipment 50

Seniors without borders: IT efforts in school system in Nepal 100

DanChurchAid: Development projects in Malawi 1,500

Water Missions International: Development projects in Indonesia and Cambodia 1,500

Rikke Vestergaard: Support for solar-driven SQFlex plant 300

Eyieynoto Nabaya Maasai Community Organisation: Maasai Community in Kenya 170

10,972
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Our objective is to be a global leader 
within advanced pump solutions and a 
trendsetter within water technology. We 
want to contribute to the world becom-
ing more sustainable by developing 
ground-breaking technologies that wil l 
improve people’s quality of l ife and show 
consideration for our planet. We want to 
make a dif ference. In the long term, this 
is only possible if we continue to make 
money and create grow th in col labor-
ation with our customers. Our ownership 
in The Poul Due Jensen Foundation 
ensures that earnings remain in the 
Group and are reinvested in new and sus-
tainable solutions, in the strengthening 
of our global presence and in our employ-
ees. At a time when the f inancial crisis 
severely af fects many markets, it is of 
vital impor tance to think outside the box 
and create new ways of col laborating. 
Our focus has always been on treating 
our customers in the best possible way, 
to develop and produce solutions that 
meet their immediate requirements but 
also benefit them in relation to ef f i-
ciency, energy consumption and econ-
omy. The customers are our par tners, and 
they demand the best solutions based on 
new technology. They challenge us and 
make us improve.

The Group’s turnover and financial posi-
tion continue to develop satisfactorily 
despite markets experiencing difficulties. 
Grow th is stable, as we had planned and 
expected. We knew that it would require 
hard work and focus on increasing turn-
over, streamlining the organisation and 
conquering market shares throughout the 
year.  We managed to do that. Our expec-
tations for the year have been met: Turn-
over increased by 6.7 per cent to DKK 
22.6bn. The 2012 profit before tax was DKK 
1.9bn. At the same time, product develop-
ment continues. R&D costs amounted to 
DKK 1.4bn as against DKK 1.2bn the year 
before. Once again, the equity ratio has 
increased and now amounts to 65.3 per 
cent. Interest-bearing net accounts receiv-

able at year-end amount to DKK 2.6bn and 
have thus been maintained at a high 
level. 

A result of our own efforts
Much has been made and created as a 
result of our own efforts. Yet, the results 
primarily show that we engage in excel-
lent and comprehensive collaboration 
with our suppliers and customers. It is of 
great importance that we consider each 
other as partners, thus developing each 
other’s competences and services. Our 
products are used in coherent and effi-
cient solutions where we, together with 
consultant engineers, installers, contrac-
tors, manufacturers and others strive to 
deliver a product while at the same time 
offering the users advisory services to 
enable them to invest in the most energy-
efficient and energy-saving solution. We 
also use the ideas and wishes of our busi-
ness partners in order to improve our-
selves, for example in relation to product 
and technology development, in order to 
be able to offer even better competence 
and knowhow. These efforts have intensi-
fied during the crisis, and the results are 
now showing.  Never before have we 
experienced such outspoken customer 
loyalty. During the year, an analysis was 
made, showing great satisfaction with 
our products, quality and not least with 
the service offered by our employees to 
our customers. And work satisfaction and 
motivation is increasing among our 
employees. Once again, this year’s 
employee satisfaction survey showed pro-
gress. These two results may be of even 
greater importance than our financial 
position and strong products in serving as 
the basis for the realisation of our ambi-
tions during the coming years. 

Keen debater
We wish to inf luence and participate in 
the debates about the condition and 
development of the planet. In particular, 

we have contributed to the energy and 
climate discussions with the message 
that the world should be using the tech-
nologies that already exist even more to 
reduce the energy consumption and CO₂ 
emissions on the planet. Our commitment 
is seen in various situations where we 
bring customers and colleagues together 
with opinion makers and decision makers 
in order to gather support for a joint 
effort. We try to gain a hearing and enter 
into dialogue with political leaders and 
companies across the world. Global chal-
lenges should be met by global solutions. 
And now, dedicated companies and NGOs 
are the driving forces behind the efforts 
to foster a sustainable development. Some 
of the world's politicians direct all their 
attention towards short-term economic 
challenges, and what may be the greatest 
global crisis, the climate and energy cri-
sis, fails to attract the required political 
attention. We will continue with massive 
investments in our development of prod-
ucts and in our company. In addition, by 
means of a global sustainability strategy, 
we have set ourselves new targets: to con-
tinue to create sustainable solutions, 
develop the competences of our employ-
ees, l imit our environmental footprint, 
foster diversity in the workplace, get 
involved in the local community and 
engage in responsible business conduct at 
all levels.   

Successful product launches
2012 was a year that saw more invest-
ments in our future than ever before. Early 
in the year, we presented a completely 
new, high-tech generation of energy-effi-
cient circulator pumps, ALPHA2 and 
MAGNA3. In addition to the extremely low 
energy consumption, MAGNA3 offers a 
wireless interface, GRUNDFOS GO, which 
allows for communication with the pump 
via a smart phone or tablet.  User-friendli-
ness, surveillance and control were once 
again given top priority in the new Grund-
fos products. Our product launches have 
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been well received and this leads us to hope 
that we will thus be able to cement and 
expand our position as the world leader 
within our line of business. 

Our attitude and products match the new 
and strict EU directives well and we would 
like these directives to spread to other parts 
of the world, too. The new EuP (Energy-using 
Products) requirements reduce the electri-
city consumption of circulator pumps and 
electromotors. We very much support these 
requirements, as they intensify the competi-
tion among pump producers in relation to 
technology and energy efficiency. As a mat-
ter of fact, pumps account for 10 per cent of 
the world’s electricity consumption. This 
amount could be halved by using energy-
efficient pumps. In other words, there is 
every reason to support sustainable prod-
ucts, thus minimising the total energy con-
sumption on the planet. 

Changing markets
The world is constantly changing. We see it 
in our different markets and in the turn-
over and earnings made in Grundfos com-
panies. Despite the difficult conditions, 
quite good results have been made within a 
number of areas. One example is buildings, 
where – assisted by our new circulator 
pumps – we are conquering market shares. 
We have also managed to continue to 
achieve sound grow th within the industry 
segment, which is otherwise hard hit by 
the financial crisis. Within the engineering 
industry, the development in large machin-
ery manufacturing countries such as Japan, 
Korea and Taiwan is very important. Here, 
we noted a modest improvement. In add-
ition, we managed to do good business 
within Water Utility, water treatment and 
water supply. We have invested in this area, 
and we would like to expand our business. 
This year’s 10 per cent grow th shows that 
we have succeeded.

The financial crisis and debt crisis hit 
Southern Europe hard. Here, very small 

grow th rates, or even set-backs, can be 
seen, for example in Spain, Italy, Portugal 
and Greece. Things look better in other 
European countries. Even in mature mar-
kets such as Denmark and the UK, we are 
doing well with both sales grow th and 
increased market shares. Russia stands out 
positively with an impressive 12 per cent 
grow th. This is due to the positive business 
environment and an impressive effort 
made by the Russian sales organisation. 
Russia is approaching our most important 
single market, Germany, which is stable 
and shows slight grow th. Here, competition 
is fierce and market grow th f lat, yet our 
new products are gaining a foothold and 
generating 4 per cent grow th. In the Euro-
pean market, the biggest grow th figures 
are seen in the east, for example Romania, 
Kazakhstan and the Balkans. 

The important North-American market, 
especially the US, shows a positive develop-
ment with significant grow th of approx. 8 
per cent. This is a difficult market, which is 
of course marked by the US debt, yet we 
stil l manage to conquer market shares. 
With a 34 per cent grow th rate, Mexico is 
one of the fastest-growing markets, and our 
expectations to the future remain great. 
Despite a certain slowdown, China remains 
a very big and important grow th market. 
Here, grow th is approx. 6 per cent. We wish 
to continue to expand our business with a 
number of adapted product solutions and to 
increase turnover in western China with 
the establishment of a new sales company 
in Chongqing. In the Southeast Asian area, 
we note a total grow th rate of 25 per cent in 
Malaysia and Thailand. These markets, too, 
show great grow th potential.

Other new and growing markets continue 
to present challenges. This is the case in 
South America, including Brazil, which 
does not yet generate the desired increase 
in turnover. However, there is reason to be 
moderately optimistic on the continent in 
general with 32 per cent grow th in Argen-
tina. Another place showing great develop-

ment potential is the African continent 
where our South African company boasts a 
20 per cent grow th rate and is the driving 
force in spreading knowledge about our 
solutions in several African countries. 
Dubai, UAE, which covers the Middle East, 
is another place where our efforts have 
been combined and we are therefore effi-
cient. Here, a 19 per cent grow th has been 
achieved, which is satisfactory. Progress 
and setback vary significantly, and these 
are conditions that we are prepared to navi-
gate and operate in in the future. Ever-
changing conditions have become normal, 
and we need to focus on different condi-
tions and focus areas from region to region 
and from market to market. This was true 
for the year that has passed and this will be 
the situation for many years to come. 

Investing in the future
In 2013, we expect a net turnover and an 
operating income at the same level or 
slightly higher than in 2012. We also expect 
a modest free cash f low, as cash f low from 
operating activities is planned for invest-
ments of approx. DKK 2bn, which is the 
highest investment level in the Group’s his-
tory. These investments cover continued 
product development and new production 
facilities, including two new factories in 
Serbia and Hungary during 2013. We are 
enthusiastic and optimistic about the 
future. We are used to doing things our-
selves and to create the basis for our own 
grow th by conquering market shares and 
engaging in new grow th areas. We will 
continue to do so. We will direct our atten-
tion to the places on the global market that 
need our solutions. World grow th typically 
takes place outside of Western Europe. The 
Asian countries in particular will see the 
biggest economic grow th in the years to 
come. And there are great opportunities in 
strengthening our presence in countries 
such as the US and India.
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FINANCIAL  
STATUS

THE GROUP

The expectations for 2012 were met
We are pleased to note that the expect-
ations that we presented one year ago in 
the 2011 Annual Report have been met.

Thus, we have realised a 6.7 per cent 
growth in turnover, with an expectation 
of approx. 7 per cent. The 2012 profit 
before tax was DKK 1.9bn as against DKK 
2.0bn in 2011. Back then, our expectation 
was for a ”pre-tax profit similar to 2011 or 
slightly lower”.

Profit and loss account

Net turnover
In 2012, Group net turnover amounted to 
DKK 22.6bn as against DKK 21.2bn in 2011, 
which is a 6.7 per cent increase. Of the 
total increase, 1.9 percentage point is a 
result of currency appreciations on a 
number of the most important currencies 
in Group markets.

Net turnover 2011 21,166 
Effects of currency (1.9 %)               399  
Acquisition of company (0.1 %)     20 
Organic growth (4.7 %)         1,005  
Net turnover 2012   22,590

The growth figures for the turnover in 
the first and second halves of the year 
were more or less at the same level. 

Compared with previous years, the 
growth in turnover is approximately 
average; however, as can be seen from 
the graph, the past years have been char-
acterised by significant differences – 
most notably in 2009 and 2010, i.e. before 
and after the culmination of the finan-
cial crisis.
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Gross profit
The 2012 gross profit was DKK 8.8bn as 
against DKK 8.3bn in 2011, corresponding 
to 39.0 per cent of the 2012 turnover, 
which is at the 2011 level (39.1 per cent). 

Costs
R&D costs amounted to DKK 1.2bn, which 
corresponds to a 14 per cent increase com-
pared with 2011. 

Total Group costs of product develop-
ment, including our own development 
projects, which are recognised in the bal-
ance sheet, amounted to DKK 1.4bn in 
2012 as against DKK 1.2bn in 2011. In com-
parison with the turnover, these costs 
amounted to 6.1 per cent in 2012 as 
against 5.8 per cent in 2011. Over the past 
years, total product development costs 
have amounted to 5 to 6 per cent of Group 
turnover. 
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Sales and distribution costs amounted to 
DKK 3.7bn as against DKK 3.3bn in 2011, 
which is an 11 per cent increase. 

In comparison with 2011, administrative 
costs saw a 14 per cent increase and 
amounted to DKK 2.0bn in 2012. 

The above-mentioned functions have had 
an increased focus on a number of targeted 
initiatives, including major investments in 
the development of new and energy-effi-
cient products, development in growth 
markets, penetration of new markets and 
optimisation of internal processes.

The operating profit for 2012 thus amounts 
to DKK 1.8bn as against DKK 2.0 bn in 2011.

Financing items
Net financing items of the year show a 
profit of DKK 76m as against a net finan-
cing cost in 2011 of DKK 28m. Of the DKK 
104m improvement, DKK 70m are attribut-
able to improved returns on the Group's 
shareholding, as 2012 saw a DKK 48m gain 
as against a DKK 22m loss in 2011.

6.7 6.1



In addition, we are pleased to note that, in 
2012, Group financing items, excluding 
gain on shares, for the first time showed a 
net revenue, which is a result of the 
Group's strong cash f low position and mas-
sive reduction of external debt over the 
past years.

Profit before tax
The consolidated profit before tax 
amounted to DKK 1.9bn as against DKK 
2.0bn in 2011. As can be seen from the 
above, the reduction is a result of a num-
ber of strategic initiatives, which have 
caused the rate of increase of a number of 
significant costs to be higher than the 6.7 
per cent with which the net turnover 
increased. This, however, was planned.

Profit before tax in per cent of the net 
turnover amounted to 8.3 per cent in 
2012, which is a reduction in comparison 
with 9.6 per cent in 2011. As already 
stated, this development is in line with 
our expectations for 2012.

The Group's earnings objective is a profit 
before tax of 8-10 per cent of turnover. 
Over the past years, the results have been 
both above and below this interval.  Here 
too, the financial crisis stands out with 
the lowest results in 2008 and 2009. 
  

PROFIT BEFORE TAX
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Profit after tax
Group profit (after tax) is DKK 1.3bn, 
which is a reduction of DKK 0.1bn as 
against 2011. The decline in the profit 
after tax is mainly a result of the decline 

in the pre-tax profit, as the Group's effec-
tive tax rate of 29 per cent remains 
unchanged as compared with 2011.  

Balance sheet

Assets
The Group balance sheet total is DKK 
20.9bn at year-end, which is a 14 per cent 
increase compared with 2011 (DKK 19.3bn). 

Fixed assets increased by a total of DKK 
1.2bn  (13 per cent), of which DKK 0.4bn is 
intangible fixed assests and DKK 0.7bn is 
tangible fixed assets. A significant part of 
the increase in both tangible and intan-
gible fixed assets is due to the develop-
ment and marketing of new products, 
including production equipment for 
manu facturing these new products.

Current assets only increased by DKK 
0.3bn, corresponding to 3 per cent. It 
should be noted, however, that this 
includes a reduction of available funds 
and securities of DKK 0.4bn, meaning that 
operational current assets increased by 
DKK 0.7bn. Of this, DKK 0.6bn is attribut-
able to an increase in inventories and 
trade debtors, which increased by a total 
of 9 per cent.  

Equity
Group equity excluding minority inter-
ests amounted to DKK 12.3bn at the end of 
2012, which is an increase of DKK 1.4bn.

 
 

 
Equity, opening       10,949
Profit for the year                    1,175 
Foreign exchange adjustments     102 
Hedging instruments, net         104 
Profit                               (13) 
Equity, closing         12,317   

Group equity including minority inter-
ests, mainly the founder's family, 
amounts to DKK 13.7bn as against DKK 
12.3bn in 2011.

Compared with 2011, the equity ratio, 
including minority interests, has risen 
from 63.3 per cent to 65.3 per cent. 

 
Like previous years, the equity ratio was 
affected by the decision made in accord-
ance with Group policies to maintain 
available funds and securities, which, at 
the balance sheet date, amount to approx. 
DKK 3.5bn (2011: DKK 3.8bn). Had these 
funds been used to pay the remaining 
interest-bearing debt, the equity ratio 
would have been 67.8 per cent as against 
66.9 per cent last year.

Provisions
Provisions amount to DKK 1.5bn as 
against DKK 1.2bn in 2011. The largest 
items include the buy-back obligation 
regarding the Group's employee share 
scheme, pension liabilities and other pro-
visions. The main reason for the increase 
in provisions, however, is an increase in 
deferred tax liabilities, which are attrib-
utable to the major investments in intan-
gible fixed assets in 2012, among other 
things.

Liabilities
At year-end, the Group's interest-bearing 
gross debt was reduced to DKK 0.9bn as 
against DKK 1.1bn in 2011. The interest-
bearing debt mainly consists of long-
term debt including the short-term part 
of this debt item.

Securities and bank deposits, however, by 
far outweigh the interest-bearing gross 
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debt.  The Group's interest-bearing net 
deposit for 2012 thus amounts to DKK 
2.6bn as against DKK 2.8 bn in 2011.

Credit to suppliers and other short-term 
debt amount to DKK 4.9bn at the end of 
2012, which is at the same level as in 2011.

Cash flow statement

Operating activities
The cash f low statement shows a cash 
f low from ordinary Group operations of 
DKK 2.2bn, which is at the same level as 
in 2011. 

Working capital
In 2012, an increase in the working cap-
ital affected the cash f low by DKK -0.4bn 
– which is similar to 2011. Following the 
significant reductions of the working 
capital in 2009 and 2010, both in absolute 
figures as in per cent of turnover, the 
working capital has seen a slight increase 
measured in absolute figures in 2011 and 
2012. 

Investment activity
In 2012, DKK 1.9bn (2011: DKK 1.4bn) was 
spent on investment activities, of which 
DKK 1.5bn (2011: DKK 1.2bn) was spent on 
the purchase of tangible fixed assets. In 
2012, the overall investment level was 
above the level before the financial crisis 
for the first time. This applies to invest-
ments in tangible and intangible fixed 
assets alike. This is attributable to invest-
ments in buildings and new production  
facilities for a number of new products.
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DKK 0.1bn has been spent on acquiring a 
company. 

Free cash flow
Cash f low from operating activities thus 
exceeds cash f low from investment activ-
ities by DKK 0.2bn (2011: DKK 0.8bn). The 
Group principle of self-financing the 
year’s capital investments was thus 
adhered to in both 2011 and 2012. 

Interest-bearing net accounts receivable
At the end of 2012, the Group’s interest-
bearing net accounts receivable amount 
to DKK 2.6bn, which is at the same level 
as 2011. During the 2008 to 2012 period, 
the Group’s interest-bearing net accounts 
receivable, as appears from the graph, 
have been improved by DKK 4.8bn. This 
helps ensure the Group’s independence 
and freedom of action.

INTEREST-BEARING NET ACCOUNTS 
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ACCOUNT OF 
SOCIAL RESPONSIBILITy

Sustainability in Grundfos means 
engaging in the interests of our 
people, the environment and society 
as a whole. This covers all our 
activities from raw materials to the 
end of our products' l ives. All this 
becomes possible by a sound and 
balanced business that creates 
solutions for the urgent challenges the 
world is facing today.

 
2012 saw the adoption of a global sustain-
ability strategy in Grundfos. The strategy 
covers the period until 2017 and covers six 
focus areas:  
 
•	 Sustainable	product	solutions 
•	 People	competences 
•	 Environmental	footprint 
•	 Workplace 
•	 Community 
•	 Responsible	business	conduct

Grundfos has been supporting the UN 
Global Compact since 2002.

Sustainable product solutions

We will raise the bar for sustainable 
product solutions within energy effi-
ciency and water, focusing on the 
entire product life cycle. Also, we will 
provide outstanding service with 
focus on sustainability. 

 
In 2012, our continued focus on sustainable 
solutions led to the introduction of two new 
energy-efficient products, MAGNA3 and the 
new ALPHA2, a continued high level of devel-
opment costs and the acquistion of Enaqua, a 
company that offers new water purification 
technologies.

People competences 

We will attract, retain and develop 
world-class people to take on the sus-
tainability agenda. 

Competence mapping. In order to ensure 
optimum performance, Grundfos aims to 
ensure the highest possible connection 
between employee competence and busi-
ness requirements, including competence 
relating to sustainability. Mapping of stra-
tegic competence requirements was initi-
ated in 2012 and will be the starting point 
for competence development throughout 
the Group in the coming years. 

Management development. Competent 
Group managers are decisive for our suc-
cess.

In 2011, Grundfos launched five "leadership 
principles" internally. These were further 
developed in 2012, and the Group managers 
have pointed out specific activities that are 
required in order to live up to the prin-
ciples. 

Another important focus area in Grundfos 
is talent development, which is to ensure 
that the employees of the future possess 
the competences that are required to real-
ise our business strategies, including the 
sustainability strategy. In 2012, the first 
talents completed the three-year course. 

Environmental footprint 

We will reduce our environmental 
footprint throughout the entire value 
chain, including at suppliers. 

For a number of years, we have focused on 
minimising our environmental footprint. 
As part of these activities, we have adopted 
the ”UN Global Compact´s CEO Water Man-
date” and ”Caring for Climate".

Grundfos has set an ambitious target to 
never emit more CO₂ than in 2008. We wish 
to break the link between grow th and CO₂ 
emissions. We have managed to do this – 
also in 2012, when our CO₂ emissions were 
18 per cent lower than in 2008, while turn-
over during the same period saw a 19 per 
cent increase.  
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Note: The figures cover 26 of the Grundfos 
manufacturing companies, corresponding 
to approx. 90 per cent of the CO₂ emissions.

In 2012, Grundfos adopted a global water 
strategy based on the positive experience 
gained from the CO₂ strategy. Ambitious 
Group targets are systematically followed 
up in the individual companies. Our objec-
tive is to reduce our total water consump-
tion by 50 per cent before 2025 compared 
with 2008. 
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The 2012 water consumption remained 
largely unchanged compared with 2011, cor-
responding to a 17 per cent reduction in 
comparison with 2008.
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Note: The figures cover 26 of the largest 
Grundfos companies, corresponding to 
approx. 75 per cent of the water consump-
tion.

Workplace

We will promote a diverse work force 
within a safe and healthy work envir-
onment to foster an inclusive culture. 

 
It is Grundfos' ambition to employ at least 
25 per cent female managers by 2017. 2012 
saw a share of 17 per cent, which is 
unchanged in comparison with 2010 and 
2011. This is a long and hard process which 
has been translated into a policy and a 
number of activities that were launched in 
2011. These activities will be further inten-
sified in 2013.

Employees on special terms. Grundfos has 
an objective to employ a minimum of 3 per 
cent of our workforce on special terms. 
This includes employees with special 
needs or employees who have been 
af fected by long-term unemployment. 
Over the past f ive years, this f igure has 
been 4 per cent. 

Work environment. It is important to Grund-
fos to offer a good and safe work environ-
ment. And 2012 was also characterised by 
an objective of "Zero accidents". The 2012 
effort led to a 24 per cent reduction in the 

number of accidents in Grundfos manufac-
turing companies in comparison with 2011.

Community

We will make a positive impact in our 
surrounding communities and estab-
lish local partnerships. 

 
This focus area is mainly based on one of 
the Grundfos values, namely that we create 
value by engaging into a close relationship 
with our business partners. All over the 
world, Grundfos companies list their activ-
ities in order of priority based on their local 
knowledge of where the need is the 
greatest. In concrete terms, local 
partnerships focus on supporting a wide 
range of activities, for example helping the 
homeless at Christmas, raising funds for 
activities at children's hospitals by 
arranging a golf tournament and planting 
new forests in the local community. 

Water2Life. Access to clean water and sani-
tary installations is a human right which 
Grundfos supports with our Water2Life 
employee programme. Here, our employees 
are motivated to help making the world a 
better place to live in and take action by 
collecting money for clean water for some 
of the poorest people in the world.

Water2Life continued the positive develop-
ment in 2012, and funds have been col-
lected for a total of 11 solar-driven water 
systems in Kenya. Of these, nine are 
already in operation, and the first system 
celebrated its second anniversary in 2012. 
The systems are established as a result of 
employees collecting donations among 
their colleages. Grundfos then pays a simi-
lar amount. Subsequently, Grundfos LIFE-
LINK will establish water systems that will 
provide a local community in Kenya with 
easier access to clean water. As part of the 
project, the Red Cross will be in charge of 
hygiene and sanitary training in the vil-
lages. The most recent project is conducted 
in collaboration with World Vision.  

Responsible business conduct 

We will ensure that we live up to all 
applicable laws, rules, regulations and 
voluntary commitments, e.g. through 
our work with our Code of Conduct. 

2012 saw the publication of a Code of Con-
duct handbook. The handbook focuses on 
Code of Conduct in practice. It has been 
published in 10 languages and handed out 
to all employees throughout the Group. The 
handbook discusses guiding principles and 
presents dilemmas within the following 
subjects:  
 
•	 Bribery 
•	 Entertainment	and	gifts 
•	 Fair	and	lawful	competition 
•	 Conf lict	of	interest 
•	 Confidentiality 
•	 Acceptable	accounting 
•	 Labour	rights 
•	 Human	rights 
•	 Environment	and 
•	 Political	contributions	

In Grundfos' opinion, these principles make 
up good business conduct. A number of 
Code of Conduct and Compliance workshops 
were held during 2012.

Labour rights and employee rights. Grundfos 
supports and respects internationally pro-
claimed Labour rights as well as the ILO 
Declaration on Fundamental Principles and 
Rights at Work. This is stressed and 
explained in the Grundfos Code of Conduct 
and the new Code of Conduct handbook. 

Labour rights and employee rights form part 
of our activities within sustainable supplier 
management. This means, among other 
things, that these rights form part of our 
supplier screening activities and our general 
audit of suppliers. In addition, we perform 
special social audits as a supplement to the 
other audits we perform. These are followed 
up by concrete action plans. 

2012 also saw the publication of a revised 
version of our Supplier Code of Conduct, 
which is based on the UN Global Compact 
principles, international human rights con-
ventions and the ILO Declaration on Funda-
mental Principles and Rights at Work. This 
has clarified our expectations to suppliers 
in relation to sustainability even more.



Profit and loss account 2012 2011 2010 2009 2008

Net turnover 22,590 21,166 19,609 17,061 19,019

Operating profit 1,801 2,035 2,212 960 1,333

Earnings before interest and tax (EBIT) 1,805 2,039 2,488 960 1,269

Net financials 76 (28) (87) (87) (310)

Profit before tax 1,881 2,011 2,401 873 959

Consolidated profit after tax 1,336 1,421 1,778 576 569

Profit for the year (excluding minorities)  1,175 1,250 1,576 502 479

Balance sheet

Assets

Intangible fixed assets 1,663 1,256 1,138 1,171 1,237

Tangible fixed assets 6,726 6,074 5,873 6,046 6,198

Fixed asset investments 1,853 1,718 1,785 878 741

Current assets 10,695 10,379 10,627 9,625 9,498

Total assets 20,937 19,427 19,423 17,720 17,674

Liabilities

Equity 12,317 10,949 10,288 8,400 7,574

Minority interests 1,354 1,340 1,341 1,140 1,098

Provisions 1,461 1,222 1,207 1,257 1,422

Long-term liabilities 761 906 1,732 2,515 2,038

Short-term liabilities 5,044 5,010 4,855 4,408 5,542

Total liabilities 20,937 19,427 19,423 17,720 17,674

Number of employees at year-end 17,984 17,481 16,609 15,799 17,901

Capital Investments, tangible 1,530 1,202 624 855 1,464

Capital investments, intangible 433 313 257 171 160

Total capital investments 1,963 1,515 881 1,026 1,624

Research and development costs, incl. capitalised 1,367 1,224 1,018 931 986

Interest-bearing net accounts receivable/(liabilities) 2,645 2,759 2,217 (62) (2,155)

Free cash flow 245 794 1,598 2,026 (689)

Profit before tax as a percentage of net turnover 8.3 % 9.5 % 12.2 % 5.1 % 5.0 %

Return on equity     10.3 % 11.9 % 16.8 % 6.3 % 6.7 %

Equity ratio                                  65.3 % 63.3 % 59.9 % 53.8 % 49.1 %

Definition of key figures:
Return on equity:  Consolidated profit as a percentage of the average equity inclusive of minority interests.

Equity ratio: Equity inclusive of minority interests at year-end as a percentage of total assets.
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On today’s date, the Board of Directors has reviewed and approved the 2012 Annual Report covering the financial year 1 Janu-
ary – 31 December 2012 for The Poul Due Jensen Foundation.

The annual report is presented in accordance with the Danish Financial Statements Act. 

In our opinion, the consolidated annual accounts and the annual accounts give a true and fair view of the Group’s and Parent 
Foundation’s assets, liabilities and financial position as at 31 December 2012 and of their financial performance and the con-
solidated cash f lows for the financial year 1 January to 31 December 2012. 

We believe that the management report contains a fair review of the matters covered by the report.

Bjerringbro, 5 March 2013

THE BOARD OF DIRECTORS OF  
THE POUL DUE JENSEN FOUNDATION

MANAGEMENT STATEMENT

Niels Due Jensen, Chairman 

 

Ingelise Bogason, Vice Chairman 

 

Poul Due Jensen, Member of the Board 

 

Jens Moberg, Member of the Board

Bo Risberg, Member of the Board 
 

 

Jens Maaløe, Member of the Board 
 

Estrid Due Hesselholt, Member of the 
Board 
 
 

Ingermarie Due Nielsen, Member of the 
Board

Linda Pásztor, Member of the Board

 
 

 
Randi Rasmussen, Member of the Board 

 

Mogens Henriksen, Member of the Board

 
 

Monika Fulopne Stugner, Member of the 
Board



To The Poul Due Jensen Foundation

Report on the consolidated annual accounts and annual 
accounts of the Parent Foundation
We have audited the consolidated annual accounts and annual 
accounts of The Poul Due Jensen Foundation for the financial 
year 1 January to 31 December 2012, which comprise the 
accounting policies, profit and loss account, balance sheet, 
statement of changes in equity and notes for the Group as well 
as for the Parent Foundation, and the consolidated cash f low 
statement. The consolidated annual accounts and annual 
accounts of the Parent Foundation are prepared in accordance 
with the Danish Financial Statements Act.

Management's responsibility for the consolidated annual 
accounts and parent annual accounts
Management is responsible for the preparation of consolidated 
annual accounts and annual accounts of the Parent Foundation 
that give a true  and fair view in accordance with the Danish 
Financial Statements Act and for such internal control as Man-
agement determines is necessary to enable the preparation of 
consolidated annual accounts and annual accounts of the Par-
ent Foundation that are free from material misstatement, 
whether due to fraud or error.

Auditor's responsibility
Our responsibility is to express an opinion on the consolidated 
annual accounts and annual accounts of the Parent Foundation 
based on our audit. We conducted our audit in accordance with 
International Standards on Auditing and additional require-
ments under Danish audit regulation. This requires that we 
comply with ethical requirements and plan and perform the 
audit to obtain reasonable assurance about whether the consol-
idated annual accounts and annual accounts of the Parent 
Foundation are free from material misstatement. 

An audit involves performing procedures to obtain audit evi-
dence about the amounts and disclosures in the consolidated 
annual accounts and annual accounts of the Parent Foundation. 

The procedures selected depend on the auditor's judgement, 
including the assessment of the risks of material misstate-
ments of the consolidated annual accounts and annual 
accounts of the Parent Foundation, whether due to fraud or 
error. In making those risk assessments, the auditor considers 
internal control relevant to the entity's preparation of consoli-
dated annual accounts and annual accounts of the Parent Foun-
dation that give a true and fair view in order to design audit 
procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of 
the entity's internal control. An audit also includes evaluating 
the appropriateness of accounting policies used and the reason-
ableness of accounting estimates made by Management, as well 
as the overall presentation of the consolidated annual accounts 
and annual accounts of the Parent Foundation. 

We believe that the audit evidence we have obtained is suffi-
cient and appropriate to provide a basis for our audit opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated annual accounts and annual 
accounts of the Parent Foundation give a true and fair view of 
the Group’s and the Parent Foundation’s financial position at 31 
December 2012, and of the results of their operations and cash 
f lows for the financial year 1 January to 31 December 2012 in 
accordance with the Danish Financial Statements Act.

Statement on the management report
Pursuant to the Danish Financial Statements Act, we have read 
the management report. We have not performed any further 
procedures in addition to the audit of the consolidated annual 
accounts and annual accounts of the Parent Foundation.

On this basis, it is our opinion that the information provided in 
the management report is consistent with the consolidated 
annual accounts and annual accounts of the Parent Foundation.

Copenhagen, 5 March 2013 
 

Deloitte 
Statsautoriseret Revisionspartnerselskab 

 
Anders Dons Kirsten Aaskov Mikkelsen 
State Authorised Public Accountant State Authorised Public Accountant

INdEpENdENT  
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The Grundfos Group
The annual accounts and the consoli-
dated annual accounts are presented in 
accordance with the provisions of the 
Danish Financial Statements Act for large 
C class companies.

The accounting policies for the annual 
accounts and the consolidated annual 
accounts remain unchanged in compari-
son with last year.

General information about recogni-
tion and measurement
Assets are recognised in the balance 
sheet when it is likely that future eco-
nomic benefits accrue to the Group and 
the value can be measured reliably.

Liabilities are recognised in the balance 
sheet when they are probable and can be 
measured reliably.

Assets and liabilities are measured at 
cost at the initial recognition.  Subse-
quently, assets and liabilities are meas-
ured for the individual items as described 
below.

Certain financial assets and liabilities 
are measured at amortised cost, whereby 
a constant redemption yield is recognised 
for the term. Amortised cost is calculated 
as initial cost minus any instalments and 
plus/minus the accumulated amortisa-
tion of the difference between cost and 
nominal amount.

At recognition and measurement, allow-
ance is made for profits, losses and risks 
that appear before the annual accounts 
are presented and that confirm or deny 
conditions that were present on the bal-
ance sheet date.

Income is recognised in the profit and 
loss account as it is realised, including 
value adjustment of fixed asset invest-
ments and liabilities, which are meas-
ured at market value or amortised cost.  
In addition, costs incurred in order to 

achieve the earnings of the year, includ-
ing depreciation, write-downs, provisions 
and reversals following accounting esti-
mates of amounts, which have previously 
been recognised in the profit and loss 
account, are recognised.

Consolidation policies
The consolidated annual accounts com-
prise The Poul Due Jensen Foundation 
(Parent Company) and the companies 
(subsidiaries), where the Parent Company 
directly or indirectly owns more than 50 
per cent of the voting shares or in 
another way has a dominant participa-
tion. Companies in which the Group owns 
between 20 and 50 per cent of the voting 
shares and has a dominant position are 
considered affiliated companies.

The consolidated annual accounts are 
prepared as a consolidation of the 
accounts of the Parent Foundation and 
the individual subsidiaries. Adjustments 
are made for inter-company revenue and 
expenditure, shareholdings, intragroup 
balances and dividends, as well as 
un realised internal income and loss. The 
accounts used for the consolidation are 
prepared in accordance with the Group’s 
accounting policies.

Newly acquired subsidiaries are recog-
nised in the profit and loss account as 
from the date of acquisition. 

When acquiring new companies, the 
acquisition method is used, upon which 
the identified assets and liabilities in the 
newly acquired companies are measured 
at market value at the date of acquisition. 
Provisions are made for planned and pub-
lished reorganisation in the acquired 
company in connection with the acquisi-
tion. Positive balances are recognised as 
Group goodwill in the year of acquisition. 
Any negative balances (negative good-
will) are entered under provisions and 
are systematically recognised as revenue 
for a number of years, up to a maximum 
of 20 years. 

When subsidiaries are sold, they cease to 
be recognised in the profit and loss 
account at the time of transfer, and 
earnings or losses at the time of sale are 
recognised in the profit and loss account. 
Earnings or losses are specified as the 
difference between the sale total and the 
accounting value of the net assets sold, 
including non-depreciated goodwill and 
estimated costs for sale or phasing out.

Minority interests
The items of subsidiaries are fully recog-
nised in the consolidated annual 
accounts. The minority interests’ pro-
rated share of the profit and equity of the 
subsidiaries is adjusted annually and 
recorded as separate items in the profit 
and loss account and the balance sheet.

Foreign currency translation
On initial recognition, foreign currency 
transactions are translated applying the 
exchange rate at the transaction date. 
Exchange differences that arise between 
the rate at the transaction date and the 
rate at the payment date are recognised 
in the profit and loss account.

Accounts receivable and debts in foreign 
currencies are translated into Danish kro-
ner at the exchange rate on the balance 
sheet date. Realised and unrealised 
exchange rate adjustments are included 
in the profit and loss account.

The profit and loss accounts of foreign 
subsidiaries are translated into Danish 
kroner at the average exchange rate of 
the individual months. The balance 
sheets of foreign subsidiaries are trans-
lated at the exchange rate of the balance 
sheet date. 

Exchange rate adjustments of the net 
assets of the subsidiaries at the begin-
ning of the financial year are recognised 
directly in the equity. This also applies to 
exchange rate differences following the 
translation of the profit and loss account 
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of each month at the average exchange 
rate to the exchange rate of the balance 
sheet date.

Subsidiaries in countries affected by high 
inf lation rates have been adjusted to 
eliminate the effect of inf lation.

Derivative financial instruments
On initial recognition in the balance 
sheet, derivative financial instruments 
are measured at cost and subsequently at 
market value. Positive and negative mar-
ket values of derivative financial instru-
ments are included in other accounts 
receivable and other liabilities, respect-
ively. 

Changes in the market value of deriva-
tive financial instruments that secure 
the market value of recognised assets or 
liabilities are recognised in the profit and 
loss account in the same item as changes 
in the value of the hedged asset or the 
hedged liability.

Changes in the market value of deriva-
tive financial instruments that secure 
future assets or liabilities are recognised 
directly in the equity. Income and costs 
regarding such hedging transactions are 
transferred from the equity at the real-
isation of the hedged items and are recog-
nised in the same item as the hedged 
item. 

As regards other derivative financial 
instruments, which are not hedging 
instruments, changes are continuously 
recognised in the profit and loss account 
at market value.

Public grants
R&D grants are recognised as revenue in 
the profit and loss account under R&D 
costs, thus offsetting the costs they com-
pensate.

Grants for the purchase of assets and 
development projects that are capitalised 
are offset in the cost of the assets to 
which the grants are given.

 

Profit and loss account

Net turnover
Net turnover is recognised in the profit 
and loss account, provided that delivery 
and the passing of risk to the buyer have 
taken place before the end of the year, 
and provided that the income can be reli-
ably calculated and is expected. Net turn-
over is measured exclusive of VAT, duties, 
returns and discounts that are directly 
connected with the sale.

Current projects on external accounts are 
entered under net turnover subject to the 
percentage-of-completion method so that 
the net turnover corresponds to the sales 
value of the work carried out in the 
financial year.

Production costs
Production costs comprise payroll costs, 
cost of sales as well as indirect costs, 
including salaries, amortisation, depreci-
ation and write-downs which are 
incurred in order to realise the net turn-
over for the year.

Research and development costs
R&D costs are costs that relate to the 
Group’s R&D activities, including salaries 
and depreciation. 

Research costs are recognised in the 
profit and loss account in the year they 
are incurred.

Development costs incurred for the main-
tenance and optimisation of existing 
products or production processes are rec-
ognised in the profit and loss account. 
Costs for the development of new prod-
ucts are recognised in the profit and loss 
account, unless the criteria for recogni-
tion in the balance sheet are met for the 
individual development project.

Sales and distribution costs
Sales and distribution costs include costs 
relating to the sale and distribution of 
the Group’s products, including salaries 
for sales staff, advertising and exhibition 
expenses, depreciation, etc.

Administrative costs
Administrative costs comprise costs of 
the administrative functions, staff, man-

agement, etc., including salaries and 
depreciation.

Staff costs
Staff costs include the Group's total costs 
of wages, salaries, pensions and other 
social insurance costs. Staff costs also 
include costs in accordance with the 
Group's employee share programme, 
including the regulation of provisions for 
coverage of the Foundation's obligation to 
buy back shares from employees.

Costs of wages, salaries, pensions, etc. are 
distributed across functions in accord-
ance with the functions primarily exe-
cuted by the relevant employees. Costs 
relating to the employee share pro-
gramme are distributed across functions 
in relation to the distribution of other 
staff costs.

Amortisation of Group goodwill
As amortisation of Group goodwill can-
not be distributed on functions in order 
to give a true and fair view, such amorti-
sation is shown as an individual item in 
the profit and loss account. 

Other operating income
Other operating income includes income 
of a secondary nature in relation to the 
Group's primary activities, including pre-
miums from the sale of companies.

Share of profit, affiliated companies
The Group’s share of profits after tax in 
affiliated companies is recognised in the 
profit and loss account by the equity 
method.

Income from fixed asset investments
In addition to dividends and interest 
yields, this item comprises estimated 
gains or losses on investments.

Financials
Financials comprise interest received and 
interest paid, realised and unrealised 
capital losses and capital gains on secur-
ities, and exchange rate adjustments of 
financials in foreign currencies. 
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Tax on profit for the year

The anticipated tax on the taxable 
income of the year in the individual com-
panies is charged to the profit and loss 
account, adjustment being made for tim-
ing differences in relation to the provided 
deferred tax. The part of the tax expense 
that can be charged to items directly in 
the equity, however, is recognised in the 
equity.

All Danish subsidiaries are taxed jointly. 
The current Danish corporation tax is dis-
tributed among the jointly taxed com-
panies in relation to their taxable income 
(full distribution with refunds regarding 
tax-related deficits).

Tax at source regarding repatriation of 
dividend from foreign subsidiaries is 
charged as expenditure in the year in 
which the dividend is generated.

Changes in deferred tax as a consequence 
of changed tax rates are recognised in the 
profit and loss account.

Balance sheet

Intangible fixed assets

Development projects
Development projects on clearly defined 
and identifiable products, for which the 
technical rate of utilisation, adequate 
resources and a potential future market 
or development opportunity in the enter-
prise can be established, and where the 
intention is to manufacture, market or 
use the product in question, are recog-
nised as intangible assets. Other develop-
ment costs are recognised as costs in the 
profit and loss account as incurred.

Capitalised development projects are 
measured at cost less accumulated amor-
tisation or at the recoverable amount, 
whichever is lower.

Cost includes wages, salaries, services 
and amortisation that are directly and 
indirectly attributable to the company’s 
development activities.

After completion of the development 
work, capitalised development projects 
are amortised by the straight-line 
method over the anticipated economic 
life of the asset. 

The amortisation period is 5–10 years.

In case of development projects that are 
considered to have great sales potential 
and where the anticipated economic life 
of the developed products and technolo-
gies so warrant, the amortisation period 
exceed five years.

Group goodwill
Group goodwill is recognised at first rec-
ognition in the balance sheet at cost as 
described under consolidation policies.

Group goodwill is amortised according to 
the straight-line method over the antici-
pated economic life. The amortisation 
period for Group goodwill is up to 20 
years.

In case of strategic acquisitions, and 
where the economic life so warrants, the 
amortisation period exceeds five years.

Other intangible fixed assets
Other intangible fixed assets are meas-
ured at cost less accumulated amortisa-
tion and write-downs. 

Amortisation on other intangible fixed 
assets is made according to the straight-
line method over the anticipated eco-
nomic life of the asset, which – based on 
individual assessments – is up to five 
years.

Tangible fixed assets
Land and buildings are measured at cost 
less accumulated depreciation and write-
downs. Land is not depreciated.

Technical installations and machinery as 
well as other installations are measured 
at cost less accumulated depreciation and 
write-downs. The cost price comprises 
the purchase price, expenses directly 
connected to the acquisition and 
expenses for the preparation of the asset 
until the time when the asset is ready for 
use. Tangible fixed assets produced in-
house are recorded at initial cost, includ-
ing a proportion of the indirect produc-
tion costs.

Tangible fixed assets are depreciated on a 
straight-line basis to the estimated 
re sidual value using the estimated useful 
technical and economical lives of the 

assets. The useful life of large assets is 
determined individually, whereas the 
useful life of other assets is determined 
for groups of similar assets. The esti-
mated useful lives are:

Buildings ......................................20-40 years 
Technical installations and  
machinery ...................................... 3-10 years 
Other technical installations ... 3-10 years

Financially leased assets are capitalised 
and depreciated by the straight-line 
method over the useful life of the leased 
asset. 

Writing down of intangible and tan-
gible fixed assets
The accounting value of intangible and 
tangible fixed assets are reviewed in gen-
eral to determine whether there is any 
indication of impairment in addition to 
that expressed by writing down. 

If this is the case, the recoverable amount 
of the asset is determined, and writing 
down is performed to the recoverable 
amount provided that it is lower than the 
accountable amount.

The recoverable amount of the asset is 
determined as the value of the net sales 
price and the capital price, whichever is 
higher.

Fixed asset investments
Investments in associated companies are 
measured by the equity method in the 
balance sheet at the prorated share of the 
companies’ equity with the addition of 
goodwill.

Listed bonds are measured at amortised 
cost, as the intention is to keep them 
until maturity.

Listed shares are measured at market 
value. Non-listed shares are measured at 
the estimated market value, unless it is not 
possible to reliably determine such a value.

Inventories
Inventories are measured at cost in 
accordance with the FIFO principle or net 
realisable value, whichever is lower. 

The cost of goods for resale, raw mater-
ials and consumables includes the pur-



chase price with the addition of delivery 
costs. The cost of manufactured goods 
and work in progress includes expenses 
for raw materials, consumables and 
direct wages as well as indirect produc-
tion costs.

Indirect production costs include a pro-
portion of the capacity costs incurred 
which have led to the current position 
and condition of goods in progress and 
manufactured goods. The indirect pro-
duction costs calculated include costs of 
operation, maintenance and depreciation 
relating to production facilities, as well 
as administration and factory manage-
ment.

Obsolete goods, including slow-moving 
goods, are written down. The net real-
isable value of inventories is calculated 
as the estimated selling price less cost of 
completion and expenses incurred to 
make the sale.

Accounts receivable
Accounts receivable are measured at 
amortised cost less writing down to meet 
the risk of losses based on individual 
assessments. The loss potential of minor 
receivables is estimated on the basis of 
their age.

Contracted work-in-progress is measured 
at sales value of the completed part of 
the contracts as at the balance sheet date.

Prepayments recognised under assets 
include costs incurred relating to the fol-
lowing accounting year. Prepayments are 
measured at cost.

Securities (current assets)
Securities include bonds and shares 
measured at market value.

Realised and unrealised capital losses 
and realised and unrealised capital gains 
are included in the profit and loss 
account under financials. 

Dividend
The proposed dividend to minority share-
holders, which is expected to be paid out 
for the year, is recognised under minority 
interests on the liability side of the bal-
ance sheet.

Provisions

Liabilities under guarantee
Provisions made to cover liabilities under 
guarantee are recognised on the basis of 
previous years’ experience concerning 
claims raised within the guarantee 
period.

Buy-back obligation relating to 
employee shares
Provisions are made to cover the obliga-
tion that rests with the Group regarding 
buy-back of employee shares. The provi-
sion made is measured on the basis of 
future expectations to share prices, con-
sidering the long-term development of 
Group profits, the topicality of the obliga-
tion and the market value of the shares.

Pension liabilities
The Group has made pension agreements 
with a considerable number of its 
employees. The majority of the agree-
ments are for defined contribution 
schemes, whereas defined benefit 
schemes have been agreed for employees 
in a few companies.

In connection with contribution schemes, 
the Group makes regular payments to 
independent pension companies. The 
Group has no obligations apart from 
these payments.

Benefit schemes, organised in independ-
ent pension funds are characterised by 
the employees being entitled to a certain 
annual benefit in connection with retire-
ment (e.g. a share of the employee’s exit 
salary). Such pension liabilities are calcu-
lated for the Group by actuarially dis-
counting pension liabilities to the net 
present value, which is calculated on the 
basis of assessments of the future devel-
opment in, among other things, interest, 
inf lation, mortality and disablement. The 
actuarially calculated net present value 
less assets attached to the scheme is rec-
ognised in the balance sheet under pen-
sion liabilities.

Actuarial gains and losses incurred as a 
consequence of changes in the basis for 
the calculation of the pension liability or 
in the calculation of the assets attached 
to the scheme are recognised in the profit 
and loss account.

Actuarial gains and losses in excess of 
either 10 per cent of the calculated pen-
sion liability or 10 per cent of the market 
value of the pension fund assets are 
amortised over the remainder of the 
employee's estimated work life in the 
Group. Actuarial gains and losses below 
the 10 per cent limit are not recognised in 
the annual accounts, but are included in 
the actuarial projections (the corridor 
method). 

Provisions are made during the employ-
ment period to cover other minor pension 
liabilities – relating to benefit schemes – 
resting with the Group.

Other provisions
These provisions include other obliga-
tions, including anniversary lump sums, 
legal disputes, unhedged insurance risks, 
etc.

Deferred tax
Deferred tax is measured by the balance 
sheet liability method of all timing dif-
ferences between the fiscal and financial 
value of assets and liabilities. For consoli-
dation purposes, deferred tax is calcu-
lated on the eliminated unrealised inter-
nal profit margins. Deferred tax 
liabilities relating to investments in 
affiliated companies are not calculated.

Deferred tax assets are recognised in the 
balance sheet provided that they are 
likely to reduce tax payments within a 
short period of time. 

Deferred tax is measured on the basis of 
tax rules and tax rates that – based on 
current legislation on the balance sheet 
date – will be in force when the deferred 
tax is expected to be converted into cur-
rent tax.

Financial liabilities
Mortgage debt and debt owed to banks, 
etc. are valued at the time of borrowing 
at the received net yield less borrowing 
costs. In subsequent periods, the finan-
cial liabilities are recognised at amor-
tised cost.

Financial liabilities also include the cap-
italised outstanding liability on financial 
lease contracts.
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Other liabilities, including trade credi-
tors, other debts etc. are measured at 
amortised cost.

Deferred income recognised under liabili-
ties include income received relating to 
the following accounting year. Deferred 
income is measured at cost.

Cash flow statement
The cash f low statement is prepared by 
the indirect method based on profit for 
the year and shows cash f lows from oper-
ating, investment and financing activ-
ities as well as the Group’s available 
funds at opening and closing.

Cash f low from operating activities is 
specified as the profit for the year 
adjusted for non-cash operating items, 
changes in the working capital, and cor-
poration tax paid.

Cash f low from investment activities 
includes the purchase and sale of intan-
gible and tangible fixed assets, and fixed 
asset investments, including the pur-
chase and sale of companies.

Cash f low from financing activities 
includes the raising and repaying of long-
term liabilities, short-term bank loans 
and the payment of dividends.

Available funds include cash resources.

The Parent Foundation

Income from investments in subsidiaries
The prorated share of the associated com-
panies’ profit following elimination of 
internal margins is recognised in the par-
ent foundation’s profit and loss account.

Other operating expenses
Other operating expenses comprise rev-
enue and expenditure of a secondary 
nature, including gains from the sale of 
shares and provisions regarding the buy-
back obligations relating to employee 
shares. 

Investment in affiliated companies
Investments in affiliated companies are 
measured by the equity method at the 
prorated owned share of the companies’ 
equity.

Net revaluation of investments in affili-
ated companies is brought forward under 
the equity to the revaluation reserve by 
the equity method to the extent that the 
accounting value exceeds the original 
cost.



PROFIT AND LOSS ACCOUNT
1 January - 31 December 2012 
Amounts in DKKm

Note 2012 2011

Net turnover 1 22,590 21,166

Production costs 2, 3 (13,773) (12,880)

Gross profit 8,817 8,286

Research and development costs 2, 3 (1,237) (1,087)

Sales and distribution costs 2, 3 (3,705) (3,342)

Administrative costs 2, 3 (2,013) (1,771)

Amortisation of Group goodwill (61) (51)

Operating profit 1,801 2,035

Share of profit, affiliated companies 4 4

Income from fixed asset investments 42 41

Financial income 4 123 99

Financial costs 5 (89) (168)

Profit before tax 1,881 2,011

Tax on profit for the year 6 (545) (590)

Consolidated profit after tax 1,336 1,421

Minority shareholders’ share of profits in subsidiaries (161) (171)

Profit for the year 1,175 1,250
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CONSOLIDATED BALANCE SHEET
As at 31 December 2012 
Amounts in DKKm

 Assets

Note 2012 2011

Fixed assets

Intangible fixed assets 
Completed development projects 511 259

Group goodwill 558 478

Other intangible fixed assets 295 185

Development projects in progress 299 334

7 1,663 1,256

Tangible fixed assets 
Land and buildings 3,132 2,936

Technical installations and machinery 2,411 2,044

Other technical installations 323 302

Tangible fixed assets in progress 860 792

8 6,726 6,074

Fixed asset investments  
Investments in affiliated companies 7 6

Securities 1,402 1,299

Deferred tax assets 9 205 171

Other accounts receivable 239 242

10 1,853 1,718

Total fixed assets 10,242 9,048

Current assets

Inventories 11 3,371 3,143

Accounts receivable
Trade debtors 4,121 3,756

Other accounts receivable 851 808

Prepayments 196 159

5,168 4,723

Securities 396 578

Cash at bank and in hand 1,760 1,935

Total current assets 10,695 10,379

Total assets 20,937 19,427



 
 
Amounts in DKKm

 Liabilities

Note 2012 2011

Equity 
Registered capital 505 505

Retained profit 11,812 10,444

12,317 10,949

Minority interests 
(mainly the founder’s family) 12 1,354 1,340

Provisions 
Liabilities under guarantee 13 181 171

Buy-back obligation relating to employee shares 13 389 358

Pension liabilities 13 296 317

Other provisions 13 367 298

Deferred tax liabilities 9 228 78

1,461 1,222

Long-term liabilities 
Mortgage debt 73 83

Bank loans 645 784

Other monetary creditors 42 36

Corporation tax 1 3

14 761 906

Short-term liabilities 
Short-term element of long-term liabilities 146 108

Bank overdrafts and loans 7 42

Trade creditors 2,311 2,246

Corporation tax 140 114

Other liabilities           2,243 2,378

Deferred income 197 122

5,044 5,010

Total liabilities 20,937 19,427

Financial instruments  15 
Fee paid to the auditors appointed by the general meeting 16 
Related parties 17 
Securities, contingent liabilities, etc. 18 
Financial risks 23
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STATEMENT OF CHANGES IN EqUITy
1 January - 31 December 2012 
Amounts in DKKm

Registered capital Retained profit Total equity

Equity 01.01.2011 505 9,783 10,288

Profit for the year 1,250 1,250

Exchange rate adjustments, subsidiary companies, etc. (144) (144)

Changes in minority interests (21) (21)

Dividend paid (18) (18)

Reversed value of hedging instruments, opening (403) (403)

Reversed tax on equity items, opening 95 95

Recognised value of hedging instruments, closing (122) (122)

Recognised tax on equity items, closing 24 24

Equity 31.12.2011 505 10,444 10,949

Profit for the year 1,175 1,175

Exchange rate adjustments, subsidiary companies, etc. 102 102

Dividend paid (13) (13)

Reversed value of hedging instruments, opening 122 122

Reversed tax on equity items, opening (24) (24)

Recognised value of hedging instruments, closing 20 20

Recognised tax on equity items, closing (14) (14)

Equity 31.12.2012 505 11,812 12,317



Note 2012 2011

Consolidated profit after tax 1,336 1,421

Adjustments 19 1,757 1,732

Changes in working capital 20 (382) (299)

Cash flow from operating activities before financials 2,711 2,854

Income from fixed asset investments 42 41

Financial income 81 99

Financial costs (89) (136)

Cash flow from ordinary activities 2,745 2,858

Corporation tax paid (554) (654)

Cash flow from operating activities 2,191 2,204

Acquisition of companies (109) 0

Investment in tangible fixed assets (1,530) (1,202)

Disposal of tangible fixed assets 21 35

Investment in intangible fixed assets (433) (313)

Purchase and sale of securities 105 70

Cash flow from investment activities (1,946) (1,410)

Net cash flow from operating and investment activities 245 794

Repayment of long-term liabilities (139) (838)

Repayment of short-term liabilities 0 (268)

Distribution of dividend (96) (134)

Acquisition of minority interests (189) 0

Cash flow from financing activities (424) (1,240)

Change in liquid funds (179) (446)

Available funds, opening 21 1,939 2,381

Available funds, closing 22 1,760 1,935

CASH FLOw STATEMENT
1 January - 31 December 2012 
Amounts in DKKm
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NOTES TO THE ACCOUNTS
 
Amounts in DKKm

note 1 Net turnover 2012 2011

Europe 13,304 13,078

North and South America 2,988 2,621

Asia 4,949 4,390

The Middle East/Africa 1,349 1,077

Net turnover 22,590 21,166

The Grundfos Group’s activities lie solely within the segment of manufacture and sale of pumps. Therefore, net turnover has 
only been divided according to geographical markets.

note 2 Staff costs 2012 2011

Total Group payments to employees and Board of Directors 5,230 4,741

Pensions 378 359

Social contributions 642 553

6,250 5,653

Staff costs are recognised as follows: 
Production costs 2,832 2,640

Research and development costs 631 556

Sales and distribution costs 1,797 1,601

Administrative costs 990 856

6,250 5,653

The staff costs of the year include fees to members of the Board of the Foundation  
for directorships in the Foundation and other Group units totalling 9 7

Of this, fees to members of the Board of the Foundation 4 3

Average number of full-time employees 17,773 17,095

Number of employees, closing 17,984 17,481



  

Amounts in DKKm

note 3 Depreciation, amortisation and write-downs 2012 2011

Intangible fixed assets 270 192

Tangible fixed assets 937 891

1,207 1,083

Recognised in the profit and loss account under the following items: 
Production costs 785 722

Research and development costs 198 161

Sales and distribution costs 84 77

Administrative costs 79 72

Group goodwill 61 51

1,207 1,083

note 4 Financial income 2012 2011

Price adjustment, etc. from shares 48 0

Interest income from bonds 7 13

Other financial income 68 86

123 99

note 5 Financial costs 2012 2011

Price adjustment, etc. from shares 0 22

Price adjustment, etc. from bonds 0 9

Other financial costs 89 137

89 168
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note 6 Tax on profit for the year 2012 2011

Current tax 499 505

Deferred tax 38 93

Adjustment re previous years 8 (8)

Tax on profit for the year 545 590

Restatement of rate of taxation for the year: 
Danish rate of taxation 25 % 25 %

Deviations in tax in foreign companies in relation to Danish rate of taxation (1 %) (2 %)

Non-taxable income and non-deductible expenses 1 % 1 %

Non-deductible write-downs on goodwill 1 % 1 %

Non-refundable tax at source 3 % 2 %

Other, including adjustments re previous years 1 % 1 %

Deferred tax assets (1 %) 1 %

Rate of taxation for the year 29 % 29 %

note 7

Intangible fixed assets

Completed 
development 

projects
Group  

goodwill

Other  
intangible 

fixed assets

Development 
projects  

in progress Total

Cost
Cost 01.01.2012 554 976 391 334 2,255

Exchange rate adjustments 0 3 0 0 3

Acquisition/sale of activities 97 39 0 0 136

Additions of the year 0 101 198 235 534

Disposals of the year (62) 0 (20) 0 (82)

Transfers 270 0 0 (270) 0

Cost 31.12.2012 859 1,119 569 299 2,846

Acc. amortisation/wr-downs of the year 
Acc. amortisation/wr-downs 01.01.2012 295 498 206 0 999

Exchange rate adjustments 0 2 1 0 3

Amortisation of the year 115 61 94 0 270
Amortisation and wr-downs on disposals 
of the year (62) 0 (27) 0 (89)

Acc. amortisation/wr-downs 31.12.2012 348 561 274 0 1,183

Accounting value 31.12.2012 511 558 295 299 1,663

Accounting value 31.12.2011 259 478 185 334 1,256

  

Amounts in DKKm



note 8

Tangible fixed assets
Land and 
buildings

Technical 
installations 

and  
machinery

Other  
technical 

installations

Tangible  
fixed assets 
in progress Total

Cost 
Cost 01.01.2012 4,795 8,321 1,372 792 15,280

Exchange rate adjustments 45 103 3 7 158

Acquisition/sale of activities 0 1 1 0 2

Additions of the year 213 544 122 651 1,530

Disposals of the year (37) (137) (98) (17) (289)

Transfers 130 425 18 (573) 0

Cost 31.12.2012 5,146 9,257 1,418 860 16,681

Acc. depreciation/wr-downs of the year 
Acc. depreciation/wr-downs 01.01.2012 1,859 6,277 1,070 0 9,206

Exchange rate adjustments 4 37 2 0 43

Acquisition/sale of activities 0 0 1 0 1

Depreciation of the year 177 653 107 0 937
Depreciation and wr-downs on disposals of 
the year (26) (122) (84) 0 (232)

Transfers 0 1 (1) 0 0

Acc. depr./write-downs 31.12.2012 2,014 6,846 1,095 0 9,955

Accounting value 31.12.2012 3,132 2,411 323 860 6,726

Accounting value 31.12.2011 2,936 2,044 302 792 6,074

Accounting value of financially leased facilities as at 31.12.2012 amount to DKK 16m (2011: DKK 17m).

note 9 Deferred tax assets/deferred tax liabilities 2012 2011

Deferred tax broken down:
Fixed assets (312) (238)

Current assets 200 270

Provisions (2) (38)

Liabilities 81 80

Deficit 25 11

Other (15) 8

(23) 93

The above has been recognised in the balance sheet as:
Deferred tax assets 205 171

Deferred tax liabilities (228) (78)

(23) 93

  

Amounts in DKKm
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note 10 Fixed asset investments

Investments 
in affiliated 
companies Securities

Deferred tax 
assets

Other 
accounts

receivable Total

Cost
Cost 01.01.2012 20 1,296 171 251 1,738

Exchange rate adjustments 0 (2) (1) (1) (4)

Additions of the year 0 116 57 36 209

Disposals of the year 0 (14) (22) (16) (52)

Cost 31.12.2012 20 1,396 205 270 1,891

Acc. depreciation/wr-downs of the year 
Acc. depreciation/wr-downs 01.01.2012 14 (3) 0 9 20

Exchange rate adjustments 0 0 0 0 0

Revaluations of the year (3) (1) 0 23 19

Write-downs of the year 2 (2) 0 (1) (1)

Acc. depr./write-downs 31.12.2012 13 (6) 0 31 38

Accounting value 31.12.2012 7 1,402 205 239 1,853

Accounting value 31.12.2011 6 1,299 171 242 1,718

The market value of securities as at 31.12.2012 amount to DKK 1,445m (2011: DKK 1,331m). 

note 11 Inventories 2012 2011

Raw materials and consumables 1,668 1,744

Work in progress 535 388

Manufactured goods and goods for resale 1,168 1,011

Inventories 3,371 3,143

note 12 Minority interests (mainly the founder’s family) 2012 2011

01.01.2012 1,340 1,341

Changes to minority (88) 14

Price adjustment 11 (18)

Profit for the year 161 171

Financial instruments 13 (51)

Dividend paid (83) (117)

31.12.2012 1,354 1,340

  

Amounts in DKKm



note 13 Provisions
Liabilities under 

guarantee

Buy-back obliga-
tion relating to 

employee shares
Pension  

liabilities
Other 

obligations

01.01.2012 171 358 317 298

Exchange rate adjustments 0 0 0 (1)

Provisions spent during the year (22) (55) (23) (23)

Provisions reversed (16) 0 (72) (31)

Provisions of the year 48 86 74 124

31.12.2012 181 389 296 367

Liabilities under guarantee
The ordinary guarantee on products sold covers a period of 24 months.

Buy-back obligation relating to employee shares
The buy-back obligation relating to employee shares will in all essentials only arise once the settlement period for the shares 
in question expires. The settlement periods expire as follows:

2012 2011

Released 126 151

2013 168 131

2017 95 76

389 358

The buy-back obligation calculated at market value amounts to DKK 318m (2011: DKK 530m).

Pension liabilities
Not recognised actuarial losses in connection with pension liabilities amount to DKK 270m (2011: DKK 216 m).

  

Amounts in DKKm
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note 14 Long-term liabilities 2012 2011

Debt falling due after more than one year but less than five years: 
Mortgage debt 73 75

Bank loans 645 784

Other monetary creditors 42 9

Corporation tax 1 3

761 871

Debt falling due after more than five years: 
Mortgage debt 0 8

Other monetary creditors 0 27

0 35

Long-term liabilities 761 906

Distribution of currencies and interest as at 31.12.2012:

Currency 2011
Average  

interest rate

EUR 88 4.8 %

DKK 622 3.5 %

GBP 37 4.3 %

Other 14 2.5 %

Total 761

note 15 Financial instruments

For hedging purposes, the Group has entered into the following financial contracts, which on the balance sheet date can be 
broken down into the following principal items:

Volume 
2012

Deferred 
entering in the profit 

and loss account 
before tax 2012

Volume 
2011

Deferred 
entering in the profit 

and loss account 
before tax 2011

Currency contracts EUR 1,473 2 955 (31)

Currency contracts USD 2,278 64 1,752 (115)

Currency contracts GBP 435 (1) 373 (22)

Currency contracts AUD 274 (3) 210 1

Currency contracts, other 113 5 90 (9)

Interest rate swaps 236 (22) 243 (23)

Raw material contracts (millions of kg) 12 (17) 13 63

Electricity contracts (MWh) 173 (5) 86 (2)

Total 23 (138)

  

Amounts in DKKm



note 16 Auditors’ remuneration 2012 2011

Fee to Deloitte for statutory auditing 14 14

Fee to Deloitte for tax advisory services 8 9

Fee to Deloitte for other services 8 5

Auditors’ remuneration 30 28

note 17 Related parties

Related parties include the Board of Directors in The Poul Due Jensen Foundation and companies in which  
these persons have a controlling interest.

note 18 Securities, contingent liabilities, etc. 2012 2011

Operational leasing contracts and lease obligations for the coming years amount to 587 537

The Group has mortgaged property at a book value of DKK 15m as security for loans, which on the balance sheet date, show 
outstanding debts of DKK 73m. 

No legal proceedings are in progress, nor have any other claims been filed against the Group, which, in the Group Manage-
ment’s opinion, may have any particular influence on the Group’s financial position.

The Group is under no material contractual obligations to acquire assets.

note 19 Adjustments 2012 2011

Depreciation 1,207 1,083

Liabilities under guarantee and other provisions 89 35

Premium from sale of fixed assets (4) 0

Share of profit, affiliated companies (4) (4)

Income from other securities and investments, which are fixed assets (42) (41)

Unrealised exchange rate adjustments on securities (42) 31

Financial income (81) (99)

Financial costs 89 137

Tax on profit for the year 545 590

Adjustments 1,757 1,732

  

Amounts in DKKm
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note 20 Changes in working capital 2012 2011

Changes in inventories (219) (310)

Changes in accounts receivable (211) (208)

Changes in suppliers, etc. 22 312

Unrealised exchange rate adjustments 26 (93)

Changes in working capital (382) (299)

note 21 Available funds, opening 2012 2011

Cash at bank and in hand 1,935 2,379

Unrealised exchange rate adjustments 4 2

Available funds, opening 1,939 2,381

note 22 Available funds, closing 2012 2011

Cash at bank and in hand 1,760 1,935

Available funds, closing 1,760 1,935

note 23 Financial risks

As a result of the Grundfos Group’s international activities, Group profit and equity are influenced by a number of financial 
risks.  Foreign exchange risks in the operative companies are covered centrally, where interest and liquidity risks are also 
controlled, as well as a significant part of the external covering of the Group's financial positions. 

The use of financial instruments is determined by instructions from the Board of Directors and the Management. 

Liquidity risk   
Financial independence is a main concern of the Group, and the Group therefore always seeks to maintain an adequate cash 
reserve. In addition to unused borrowing facilities, this item may be calculated as follows:

2012 2011

Cash at bank and in hand 1,760 1,935

Securities, current assets 396 578

Securities, fixed assets 1,402 1,299

3,558 3,812

The securities portfolio consists of:
Bonds 1,573 1,691

Shares 225 186

1,798 1,877

  

Amounts in DKKm



  

Amounts in DKKm
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note 23 Financial risks – continued

Interest rate risk
The Group's interest rate risk is primarily related to bank deposits, bonds and loans. Bank deposits have a short investment 
horizon, while on the other hand the exposure of the bond portfolio, amounting to a total of DKK 1,573m (2011: DKK 1,691m) – 
when expressed by an increase of the interest rate by 1 percentage point – is approx. DKK 22m (2011: approx. DKK 28m). The 
Group's total borrowing was reduced by DKK 139m in 2012 (2011: DKK 1,070m). The Group's total borrowing consists of 73 per 
cent fixed-rate loans (2011: 74 per cent).

To reduce the Group’s interest rate exposure, a set of general guidelines has been adopted for the Group’s borrowing and use 
of interest rate instruments. Derivative financial instruments applied to reduce the interest rate risk totalled DKK 236m (2011: 
DKK 243m).

Foreign exchange risk
It is Group policy that Group operating companies mainly raise loans in their local currencies. This ensures that the foreign 
exchange risk of the Group balance sheet is reduced to the net assets. When appropriate, loans are raised in a foreign cur-
rency and subsequently converted to the local currency using financial instruments.

Forward exchange contracts used in connection with foreign exchange swaps amount to DKK 3,685m (2011: DKK 2,733m).

As at 31 December, the Group’s loans are composed of the following currencies: 2012 2011

EUR 66 % 62 %

DKK 11 % 14 %

CNY 13 % 12 %

GBP 4 % 5 %

Other 6 % 7 %

The Group's policy is to secure the currency exchange rates for the most essential flow of goods. The most important curren-
cies are the American Dollar, the British Pound Sterling, the Japanese Yen and the Hungarian Forint. At the end of 2012, cur-
rency contracts to reduce the foreign exchange risk in connection with the flow of goods amount to DKK 4,791m (2011: DKK 
3,563m). Of this, a contract volume of DKK 218m has been recognised for hedging of balance sheet items as at the balance 
sheet date. (2011: DKK 182m). 

Raw material risk
The Group's policy is to fix prices for the manufacturing companies' use of the most important industrial metals. At the end 
of 2012, raw material futures contracts to reduce the raw material risk amount to 12m kg (2011: 13m kg).

Credit risk
The maximum credit risk includes the balance sheet items regarding the Group's trade debtors, securities and bank receiv-
ables. The Group’s trade debtors comprise a large number of customers, and the Group’s risk in that connection is not con-
sidered unusually high.

The credit risk is reduced on cash reserves in financial institutions, forward exchange contracts and other derivative financial 
instruments by selecting financial business partners with a high credit rating.



PROFIT AND LOSS ACCOUNT FOR   
THE POUL DUE JENSEN FOUNDATION
1 January - 31 December 2012 
Amounts in DKKm

Note 2012 2011

Administrative costs 1 (11) (9)

Income from investments in subsidiaries 1,298 1,288

Provision for buy-back of employee shares (111) (25)

Financial income 2 10 9

Financial costs 3 0 (3)

Profit before tax 1,186 1,260

Tax on profit for the year 4 0 0

Profit for the year 1,186 1,260

Proposed profit appropriation

Distribution 11 10

Brought forward to revaluation reserve by the equity method 1,298 1,288

Retained profit (123) (38)

1,186 1,260



 Assets

Note 2012 2011

Fixed assets

Fixed asset investments 
Investment in affiliated companies 11,314 10,260

Total fixed assets 5 11,314 10,260

Current assets

Accounts receivable 
Accounts receivable from affiliated companies 1,386 1,045

Other accounts receivable 1 4

1,387 1,049

Cash at bank and in hand   14 6

Total current assets 1,401 1,055

Total assets 12,715 11,315

 Liabilities

Equity

Registered capital 505 505

Net revaluation by the equity method 10,312 9,443

Capital available 1,500 1,001

12,317 10,949

Provisions 
Buy-back obligation relating to employee shares 6 389 358

389 358

Short-term liabilities 
Other liabilities 9 8

9 8

Total liabilities 12,715 11,315

BALANCE SHEET FOR   
THE POUL DUE JENSEN FOUNDATION
1 January - 31 December 2012 
Amounts in DKKm
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Registered 
capital

Reserve equity 
method

Available
capital Total equity

Equity 01.01.2011 505 9,514 269 10,288

Profit for the year 1,288 (38) 1,250

Dividend received (770) 770 0

Exchange rate adjustments, subsidiary companies, etc. (144) (144)

Other adjustments (39) (39)

Reversed value of hedging instruments 
in subsidiaries, opening (403) (403)

Reversed tax on equity items, opening 95 95

Recognised value of hedging instruments 
in subsidiaries, closing (122) (122)

Recognised tax on equity items, closing 24 24

Equity 31.12.2011 505 9,443 1,001 10,949

Profit for the year 1,298 (123) 1,175

Dividend received (622) 622 0

Exchange rate adjustments, subsidiary companies, etc. 102 102

Other adjustments (13) (13)

Reversed value of hedging instruments in  
subsidiaries, opening 122 122

Reversed tax on equity items, opening (24) (24)

Recognised value of hedging instruments 
in subsidiaries, closing 20 20

Recognised tax on equity items, closing (14) (14)

Equity 31.12.2012 505 10,312 1,500 12,317

 
Capital available is that part of the equity in the Foundation which can be paid out in accordance with the provisions on this in the charter 
of the Foundation.

STATEMENT OF CHANGES IN EqUITy FOR 
THE POUL DUE JENSEN FOUNDATION
1. January - 31 December 2012 
Amounts in DKKm



note 1 Administrative costs 2012 2011

Including:
Directors’ fees 4 3

 

note 2 Financial income 2012 2011

Affiliated companies 10 9

Financial income 10 9

note 3 Financial costs 2012 2011

Liability to credit institution 0 3

Financial costs 0 3

note 4 Tax on profit for the year 2012 2011

Current tax 0 0

Deferred tax 0 0

Adjustment re previous years 0 0

Tax on profit for the year 0 0

NOTES TO THE ACCOUNTS OF 
THE POUL DUE JENSEN FOUNDATION
As at 31 December 2012 
Amounts in DKKm
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note 5 Fixed asset investments Investment in affiliated companies

Cost
Cost 01.01.2012 720

Additions 185

Cost 31.12.2012 905

Value adjustments 
Value adjustments 01.01.2012 9,540

Profit for the year 1,298

Dividend received (622)

Exchange rate adjustments 102

Other adjustments 91

Value adjustments 31.12.2012 10,409

Accounting value 31.12.2012 11,314

Accounting value 31.12.2011 10,260

The accounting value of investment in affiliated companies includes goodwill amounting to DKK 176m (2011: DKK 87m). 

Please see page 46 for a list of subsidiaries.

note 6 Provisions Buy-back obligation employee shares

01.01.2012 358

Provisions spent during the year (55)

Provisions reversed 0

Provisions of the year 86

31.12.2012 389

Buy-back obligation relating to employee shares
The buy-back obligation relating to employee shares will in all essentials only arise once the settlement period for the shares 
in question expires. The settlement periods expire as follows:

2012 2011

Released 126 151

2013 168 131

2017 95 76

389 358

                  
                        The buy-back obligation calculated at market value amounts to DKK 318m (2011: DKK 530m).

  

Amounts in DKKm
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Denmark 
The Poul Due Jensen Foundation

Denmark 
Grundfos Holding A/S

GRouP STRuCTuRE

Other Group companies

Argentina, Bombas Grundfos de Argentina S.A.

Austria, Grundfos Pumpen Vertrieb Ges.m.b.H.

Australia, Grundfos Pumps Pty. Ltd.

Belgium, N.V. Grundfos Bellux S.A. 

Bosnia-Herzegovina, Grundfos Bosnia-Herzegovina

Brazil, Bombas Grundfos do Brasil Ltda.

Bulgaria, Grundfos Bulgaria EOOD

Canada, Grundfos Canada Inc.

Chile, Bombas Grundfos Chile Ltda.

China, Alldos Water Technology Co. Ltd.

China, DAB Pumps (Qingdao) Co. Ltd.

China, EmerCo Pumps Co. Ltd.

China, Grundfos Holding China 

China, Grundfos Pumps (Shanghai) Co. Ltd.

China, Grundfos Pumps (Suzhou) Co. Ltd.

China, Grundfos Pumps (Wuxi) Ltd. 

Columbia, Grundfos Columbia S.A.S

Croatia, Grundfos Croatia LLC

Czech Republic, Grundfos s.r.o.

Denmark, Grundfos A/S 

Denmark, Grundfos BioBooster A/S

Denmark, Grundfos DK A/S 

Denmark, Grundfos Finance A/S

Denmark, Grundfos LIFELINK A/S 

Denmark, Grundfos New Business A/S

Denmark, Sintex A/S

Egypt, Grundfos Holding Egypt

Egypt, Grundfos Sales Egypt

Egypt, Grundfos Service Egypt

Finland, OY Grundfos Environment Finland AB 

Finland, OY Grundfos Pumput AB

France, Pompes Grundfos Distribution S.A.

France, Pompes Grundfos S.A.

Germany, Biral GmbH

Germany, DAB Pumpen Deutschland GmbH 

Germany, Deutsche Vortex GmbH & Co. KG

Germany, Europump GmbH 

Germany, Grundfos GmbH

Germany, Grundfos Pumpenfabrik GmbH

Germany, Hilge GmbH & Co. KG

Germany, Grundfos Water Treatment GmbH 

Greece, Grundfos Hellas A.E.B.E.

Hong Kong, Austrian and Continental Engineers Ltd. 

Hong Kong, Grundfos Pumps (Hong Kong) Ltd.

Hungary, DAB Production Hungary Kft. 

Hungary, Grundfos Financial Services Kft. 

Hungary, Grundfos Hungária Kft.

Hungary, Grundfos Hungary Manufacturing Ltd.

India, Grundfos Pumps India Private Ltd.

Indonesia, PT Grundfos Pompa

Ireland, Grundfos (Ireland) Ltd.

Italy, DAB Pumps S.p.A. 

Italy, DWT Holding S.p.A. 

Italy, Grundfos Pompe Italia S.r.l.

Italy, Grundfos Submersible Motors Srl.

Italy, Tesla Srl. 

Japan, Grundfos Pumps K.K.

Kazakhstan, Grundfos Kazakhstan LLP

Kenya, Grundfos LIFELINK Ltd.

Korea, Chung Suk Co. Ltd. 

Korea, Grundfos Pumps Korea Ltd.

Korea, Keum Jung Industrial Co. Ltd. 

Latvia, Grundfos Pumps Latvia Ltd.

Malaysia, Grundfos Pumps SDN. BHD

Mexico, Bombas Grundfos de Mexico Manufacturing S.A. de C.V. 

Mexico, Bombas Grundfos de Mexico S.A. de C.V.

Mexico, Grundfos Mexico Servicios S.A. de C.V. 

Mexico, Peerless Pump Mexico S.A. de C.V. 

Netherlands, Biral Pompen B.V.

Netherlands, DAB Pumps B.V.

Netherlands, Grundfos Distribution Service B.V.

Netherlands, Grundfos Nederland B.V.

Netherlands, Grundfos Waterdam B.V. 

New Zealand, Grundfos Pumps NZ Ltd.

Norway, Grundfos Pumper A/S

Philippines, Grundfos Pumps (Philippines) Inc.  

Poland, Grundfos Pompy Sp.Z.o.o.

Portugal, Bombas Grundfos (Portugal) S.A.



owNERSHIP
The Poul Due Jensen Foundation, based in Bjerringbro, Denmark, is the parent company of the Grundfos Group. The Poul Due 
Jensen Foundation owns 87.6 per cent of the share capital in Grundfos Holding A/S, while the founder’s family owns 10.6 per cent 
and the employees own 1.8 per cent.

Grundfos Holding A/S directly or indirectly owns the entire share capital in all subsidiaries, except for the following:

Grundfos Pumps Pty. Ltd., Australia – 70 per cent 
Hilge GmbH & Co. KG, Germany – 94 per cent 
Grundfos LIFELINK Ltd., Kenya – 51 per cent

Associated companies:  
Bjerringbro Savværk Holding A/S, Denmark – 30 per cent

Romania, Grundfos Pompe Romania S.R.L.

Russia, Grundfos Istra LLC 

Russia, OOO DAB Pumps 

Russia, OOO Grundfos

Saudi Arabia, Grundfos Service Saudi Arabia

Serbia, Grundfos Serbia

Singapore, Grundfos (Singapore) Pte. Ltd.

Slovenia, Grundfos Slovenija

South Africa, Alldos (Pty) Ltd. 

South Africa, DWT Pumps, Motors and Electronics Ltd.

South Africa, Grundfos Pty. Ltd.

Spain, Bombas Grundfos España S.A.U. 

Spain, DAB Pumps Iberica S.L. 

Sweden, Grundfos AB 

Switzerland, Arnold AG

Switzerland, Biral AG 

Switzerland, Grundfos Holding AG

Switzerland, Grundfos Handels AG 

Switzerland, Grundfos Insurance Management AG

Switzerland, Grundfos Pumpen AG

Taiwan, Grundfos Handels AG, Taiwan Branch

Taiwan, Grundfos Pumps (Taiwan) Ltd.

Thailand, Grundfos (Thailand) Ltd.

Thailand, Grundfos Holding Co. Ltd.

Turkey, Grundfos Pompa Sanyi ve Ticaret Ltd. Sti.

Ukraine, TOV Grundfos Ukraine LLC

United Arab Emirates, Grundfos Gulf Distribution FZE WLL

United Kingdom, DAB Pumps Ltd. 

United Kingdom, Grundfos Euro Pump Services Ltd.

United Kingdom, Grundfos Manufacturing Ltd. 

United Kingdom, Grundfos Pumps Ltd.

United Kingdom, Watermill Products Ltd.

USA, Enaqua

USA, Grundfos CBS Inc.

USA, Grundfos Innovation Holding Inc.

USA, Grundfos Pumps Corporation

USA, Grundfos Pumps Manufacturing Corporation

USA, Grundfos US Holding Corporation

USA, Peerless Pump Company

USA, Pumps America Inc.

USA, SFS Holding Inc.

USA, Sterling Fluid System LLC

USA, Yeomans Chicago Corporation

Vietnam, Grundfos Pump Vietnam

 47



Th
e 

na
m

e 
G

ru
nd

fo
s, 

th
e 

G
ru

nd
fo

s l
og

o,
 a

nd
 b

e 
th

in
k 

in
no

va
te

 a
re

 re
gi

st
er

ed
 tr

ad
em

ar
ks

 o
w

ne
d 

by
 G

ru
nd

fo
s H

ol
di

ng
 A

/S
 o

r G
ru

nd
fo

s A
/S

, D
en

m
ar

k.
 A

ll 
rig

ht
s r

es
er

ve
d 

w
or

ld
w

id
e.

20
13

 /
 5

01
31

Headquarters
DK-8850 Bjerringbro
Denmark

Tel.: +45 87 50 14 00
Email:
info@grundfos.com

CVR no.: 83 64 88 13

Further information:
www.grundfos.com
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ANNUAL REPORT 2013

The Poul Due Jensen Foundation owns 88 
per cent of the Grundfos Group. The Foun-
dation was established back in 1975 by the 
founder of Grundfos, Poul Due Jensen, with 
the aim of ensuring a financially sound and 
sustainable development of Grundfos and 
its affiliated companies. A commercial foun-
dation is a unique model for ownership of 
companies that have secured growth and 
employment for many trendsetting com-
panies in Denmark, including Grundfos. In 
addition to practising responsible owner-
ship, the Foundation supports various non-
profit purposes. In 2013, the Board of the 
Foundation decided to strengthen its vis-
ibility and activity level by establishing a 
website, host events and offer awards and 
scholarships. The Board of the Foundation 
has also decided to establish a foundation 
secretariat to be presided over by an Exec-
utive Director. The person chosen is Chris-
tian Hartvig, who for the past 11 years has 
held a position in Grundfos as General 
Counsel of the legal department. 

Beneficial donations
In a wide range of situations, the Founda-
tion’s donations are very beneficial to the 
recipients and their causes. The Foundation 
supports persons, groups and initiatives 
within four areas: 1) the fields of research 
(natural science), 2) design and innovation, 
3) sustainability and the environment and 
4) humanitarian aid. The Board of The Poul 
Due Jensen Foundation decided to increase 
the amount for 2013 to 15 million Danish 
kroner. 

Development projects
The distribution of the amount across the 
four supported fields clearly favours Grund-
fos’ core competence – water technology 
– and by collaborating with various NGOs, 
a number of development projects were 

initiated in East Africa and Southeast Asia. 
The development projects helped develop 
new methods of solving everyday problems 
for some of the poorest people in the world. 
With the aim of providing safe drinking 
water and water for food production, a 
number of derived challenges emerge, such 
as health, hygiene, learning, business devel-
opment, etc., so even though clean water 
is the starting point, the development chain 
includes several of the Foundation’s other 
four main premises – particularly a flair for 
innovation.

Research recognised
At the other end of the development chain 
is our natural science research – a field of 
donation that has accompanied the Foun-
dation since the early years. The road may 
be long, but there is logic and continuity 
between the elite research projects valued 
by the Foundation and the tasks that Grund-
fos technologies help solve in the poorest 
parts of the world. The 2013 Grundfos Prize 
of 1 million Danish kroner was awarded to 
Professor, Dr. Scient. Niels Peter Revsbech 
of the Department of Bioscience at Aarhus 
University. While 250,000 Danish kroner of 
the Grundfos Prize is awarded as a personal 
acknowledgement, 750,000 Danish kroner 
is earmarked specifically for research. Niels 
Peter Revsbech plans to invest that money 
in laboratory equipment and to buy time 
to concentrate on developing new and 
potentially important sensor techniques.

Innovation award for clever ideas 
In 2013, the Board of the Foundation intro-
duced two additional prizes, which are 
available for Grundfos employees only: Poul 
Due Jensen’s Innovation Award and Poul 
Due Jensen’s Scholarship. The Poul Due 
Jensen Foundation wishes to acknowledge 
and support research, education and inno-

vation. In 2013, the number of nominees 
for the Innovation Award was so high that 
the Foundation decided to award both a 
winner and two runner-ups. The Innovation 
Award went to Poul Johannes Henning, 
Pekka Mäntylä and Flemming Lykholt-Ustrup 
for their work in developing the new S-tube 
impeller for a new wastewater pump. The 
pump is characterised by a unique combi-
nation of an anti-clogging feature, high 
performance and low vibration level. Two 
additional projects were recognised as 
runner-ups: The Filter Cake project is a 
potentially revolutionary and energy-saving 
technology. The employees behind the pro-
ject are Dominik Marek Dominiak, Tom 
Jæger and Søren Vigsø. The other project 
is taking place in Vietnam, where a sales 
employee is in the field in order to under-
stand the challenges related to the Mekong 
delta water supply. A local solution has 
been developed to continuously supply 
drinking water despite an unstable power 
supply. The employees behind the project 
are Le Tanh Hai and Gert Borrits.

Scholarships for diversity and edu-
cation
The two scholarships were awarded to Lucy 
Hughes of Italy and Marko Obrknezev of 
Serbia. Lucy Hughes has been involved in 
establishing a work group with the aim of 
identifying concrete initiatives to support 
diversity in the entire region. Lucy Hughes 
is passionate about how women can achieve 
success professionally. Marko Obrknezev is 
a Logistics Engineer in Grundfos Serbia. He 
used his scholarship to finance the remain-
der of his MBA.

Visiting projects in East Africa
The importance of the support for the many 
development projects in East Africa was 
emphasised when several of the projects 

The Poul Due  
Jensen Foundation
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were visited by Chairman of the Foundation 
Niels Due Jensen and his wife, Minna Due 
Jensen, in the spring of 2013. Water is a 
precondition for life in the form of safe 
drinking water and as the basis of food 
production. Malawi is one of the poorest 
countries in the world with an average life 
expectancy of about 40 years. But it is a 
peaceful country, and its soil is fertile. Rain 
periods are unevenly distributed, however, 
and climate changes have had a negative 
effect. The challenges must be met with 
advanced technologies – particularly solar-
powered pumps in this connection. In addi-
tion to being reliable, the installations must 
be as good as maintenance-free. Sustain-
ability also applies to co-ownership, so the 
precious equipment has been secured to 
prevent vandalism and misuse. A double 
water supply project has been carried out 
in cooperation with DanChurchAid and The 
Poul Due Jensen Foundation.

In Kenya, Grundfos has tested award-win-
ning concept LifeLink for several years, in 
which co-ownership and user payments 
are integral parts of water turnover. New 
LifeLink models are coming, and with NGO 
and foundation support, the concept is 
spreading to other countries in Africa and 
Asia. LifeLink will play a unique role in one 
of the world’s largest slums, Kibera in Nai-
robi, Kenya. The Poul Due Jensen Foundation 
has donated a plant, and water supply is 
an important part of the prototype for a 
town centre, which is being developed by 
the Human Needs Project organisation. 

Fruitful NGO cooperation
As previously mentioned in our annual 
reports, certain NGOs have received support 
for their projects for several years, and 
therefore it has been possible to follow 
various models of development work under 
highly diverse conditions. Along with Dan-
ChurchAid, Water Missions International 
in the US is one of the well-established 
NGOs. Also in this group are two young 

NGOs which have excelled in Nepal and 
India. Through a targeted effort spanning 
3-4 years, both Danish-based development 
projects have managed to take huge steps 
towards sustainability. From the start, the 
main focus for both projects has been on 
water. This has then been developed further 
to involve hygiene, health, food production 
and not least learning and autonomy.

In the course of just a few years, Jutland 
Village Development in Nepal has gone 
from offering first aid to entering a phase 
of targeted work in order to meet our goal 
of sustainability in several areas: health, 
school and education, infrastructure and 
business development. Danish competence 
groups are exchanging know-how and train-
ing local villagers in Nepal.

Married couple Jette Kaae and Helge Ped-
ersen had been travelling extensively around 
India, and by coincidence they came across 
CODEP, a technical school in south-east 
India. Under rather fragile conditions, the 
school educated young (casteless) men to 
become a type of engineer. The Danish 
couple later formalised their efforts via the 
X-Change Aid NGO, and in connection with 
some subprojects, which has provided 
organisation of micro financing, business 
development, etc. in several developing 
countries. Now, the project includes the 
hospital next to CODEP, and the two organ-
isations are working together to ensure a 
safe water supply and food production.

The climate battle
In the course of the year, the Foundation 
decided to join the Carbon War Room (CWR) 
as a founding member. The CWR establishes 
projects with foundations, companies and 
authorities to help decrease CO₂ emissions.  
The organisation has made considerable 
progress and achieved remarkable results. 
The CWR was founded by entrepreneur 
Richard Branson and is managed by the 
former president of Costa Rica, José Maria 

Figueres Olsen, who has visited Grundfos 
and the Foundation on numerous occasions. 
We are excited to participate in the climate 
battle against increased CO₂ emissions 
alongside the CWR. Further info: 
www.carbonwarroom.com

Composition of management 
regarding gender
The board of directors for The Poul Due 
Jensen Foundation has 12 members of 
whom 4 have been chosen by the employ-
ees. The remaining 8 members are com-
posed of 5 men and 3 women. The women 
therefore accounts for 37.5 per cent, which 
is a little less than 40 per cent. The board 
of directors consider this an appropriate 
distribution, and has for that reason stipu-
lated a target level for the underrepresented 
gender at “3 out of 8”, which is in effect 
until 2017. 

Read more about the Foundation at the 
web site: www.poulduejensensfond.dk or 
www.poulduejensenfoundation.com.

“The MBA gave me structure, especially in Accounting and 
Finances which is a very important background in my line of 
work. Generally speaking, the MBA gave me a wider view, and I 
believe that it has been worth the time and effort I put into it.” 
Marko Obrknezev, Logistics Engineer and awarded Poul Due Jensen's  
Scholarship.
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List of donations in 2013

HUMANITARIAN AID

DanChurchAid, development projects in Malawi 1,500,000
Water Missions International, drinking water projects in Southeast Asia 1,565,000
X-Change Aid, water supply for technical school and hospital in India 850,000
CARE, farming projects in Tanzania 300,000
Churches’ Integration Ministry 100,000
Children Without Borders, water supply in Sifoe, Gambia 70,000
Patrick Ivulu, family aid 12,000
Children’s Welfare, communication and consultancy 150,000
Fair Start, global children’s welfare programme (management training) 400,000
Danish Burkinabé Link, development work in Burkina Faso 100,000
The Babakian Foundation, social residence in Aarhus, DK 150,000
The Amazonia Association, water supply 100,000
Maternity Worldwide, maternity wards in Ethiopia 550,000
Water for People in Lunzu, Malawi 745,910
Seniors Without Borders, greenhouse project in Kenya 50,000
The Workingschool Project, IT donations, etc., education 100,000
Jutland Village Development in Nepal, sustainability 923,000
Redder af Verden (Global Paramedics), emergency aid and development 100,000
Christiansfeld Rotary, water project in Tanzania 100,000
Dental Care Without Borders in south India, children’s project 78,546
The Salvation Army, Christmas donation 200,000
DANNER (shelter and crisis centre), Christmas donation 200,000
National Council for the Unmarried Mother and Her Child, Christmas donation 200,000
Peace and Development in Africa, Congo and Burundi 100,000
The Social Legal Aid, fund foundation 125,000
Engineers Without Borders, water project in Gambia 200,000
Mama na Dada Africa, water supply for village in Kenya 175,000
Water Missions International, emergency aid for the Philippines 370,000
Oldonyowas Village in Tanzania, water supply 276,000

RESEARCH, EDUCATION (natural science)

School of Herlufsholm, Denmark: rooms, natural science 2,000,000
Aalborg University, global mind set 132,862
Pindstrup Centret, knowledge centre on Zealand, Denmark 500,000

INNOVATION AND DESIGN

Danish Design Council, honorary award and travel grant 100,000
The Quaravane Association, social innovation 150,000
OK Centret Enghaven, autonomy programmes 131,578
The Karen Blixen Museum in Nairobi, refurbishment and expansions (water) 573,300

SUSTAINABILITY, THE ENVIRONMENT

Majete Wildlife Reserve, pumps for water holes in Malawi 143,325

PRIZES, AWARDS AND SCHOLARSHIPS

The Grundfos Prize, Aarhus University 750,000
The Grundfos Prize, Professor Niels Peter Revsbech 250,000
Innovation Awards (3) 186,428
Innovation Awards (5) 149,141
Scholarships (2) 104,404

Individual donations are listed in the category mostly attributed to the form of support 
(amounts are listed in DKK):
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Bo Risberg
Member of the Board

Poul Due Jensen
Member of the Board

Jens Maaløe
Member of the Board

Rudolf Martini
Member of the Board 
Elected by employees

Monika Fulopne Stugner
Member of the Board
Elected by employees

Mogens Henriksen
Member of the Board
Elected by employees

Ingelise Bogason
Vice Chairman

Niels Due Jensen
Chairman

Jens Moberg
Member of the Board

Estrid Due Hesselholt
Member of the Board

Ingermarie Due Nielsen
Member of the Board

Randi Rasmussen  
Member of the Board
Elected by employees

Board of the Foundation
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T he Grundfos Group is a global 
company with its headquarters 
situated in Bjerringbro, Den-
mark. Grundfos delivers pump 

solutions worldwide through 15 production 
companies and 66 sales companies, which 
are mapped out in the regions EUREG for 
Europe, NAMREG for North America, APREG 
for Asia and the Pacific, CHINA for China 
and finally STAR, which covers growth 
markets as for instance India, the Middle 
East, Africa and the South American coun-
tries. We deliver solutions for domestic and 
commercial buildings and for the industry 
and the water sector.

The Group has had a year with a modest 
growth in turnover of 4,5 per cent, consti-
tuting a total of DKK 23.3bn against DKK 
22.6bn in 2012. However in DKK the growth 
is 2,9 per cent due to a negative impact of 
1.6 points as a result of currency deprecia-
tions on all major currencies outside the 
Eurozone. The result before taxes comes 
to DKK 1.5bn against DKK 1.8bn in 2012, 
which is less than expected. We maintain 
our ambitions of investing in research and 
development. At the same time we have 
focused on our composition of costs in 
order to reduce these during the year under 
review. An important value for us is inde-
pendence, for instance created through a 
solid financial strength with an interest-
bearing net positive liquidity position of 
DKK 2.9bn against DKK 2.6bn in 2012. 

In 2014, an important development process 
has been initiated, which is to determine 
the business strategy for the years to come, 
with reference to being better at using the 
great potential that Grundfos has for 
increasing both top and bottom line. This 
will help realise our long term ambitions 

and at the same time maintain focus on 
operations and we expect a continued 
growth both in turnover and profit in 2014 
compared to 2013.

Necessary switch to energy friendly 
pumps
Grundfos has always been a great supporter 
of higher and stricter demands for pumps 
and motors which can promote energy effi-
ciency and sustainability. It creates a healthy 
competition within energy friendly tech-
nologies. This now happens in the EU which 
also inspires other parts of the world. Unfor-
tunately, the expected conversion to more 
energy efficient pumps, in connection with 
the so-called EuP directive, Energy-using 
Products, which makes demands on for 
example the energy efficiency of circulator 
pumps in the EU, has not happened as quickly 
as we could have hoped for. We have noted 
somewhat of an exhaustion regarding the 
switch to the energy efficient pumps in 
some of the markets in Europe, but vital 
markets such as Russia and Germany have 
grown with respectively 13 and 6 per cent.

North America has unfortunately not been 
moving in the positive growth direction 
that we had hoped for. The US, Canada and 

Mexico have bigger potential for Grundfos 
which we are currently exploring and act-
ing on. We have especially been occupied 
with a better execution of our plans and 
strategies in the world’s largest pump mar-
ket, the US. During the year, a new regional 
head office has been established in Chicago.

China is exhibiting solid and strong growth 
and is meeting our goal of becoming our 
second home market. Turnover has 
increased by 19 per cent, and the potential 
for further growth is there, particularly in 
western China, where we also opened a 
new sales company this year, already pre-
senting impressive growth rates. In parts 
of Asia we expected to see better growth 
rates, but here, the machining industry, in 
for example Korea and Japan, is still under 
pressure due to the financial crisis. In Aus-
tralia we experience similar challenges in 
the mining industry which is an important 
customer. India and the Middle East show 
modest growth and here we expect a num-
ber of initiatives paying off shortly. On the 
African continent, especially South Africa 
is of importance to us, with its growth rate 
of as much as 31 per cent. Furthermore, 
we see great possibilities in South America 
and in 2013 we opened a sales company in 
Colombia.

Large investments
During 2013, we have introduced several 
new products and product modifications 

Management’s report

"A certain exhaustion has been 
noted regarding the switch to 
the energy efficient pumps we 
offered the market. Grundfos 
has has always been a great 
supporter of higher and 
stricter demands for pumps 
and motors which can pro-
mote energy efficiency and 
sustainability."

"China is exhibiting a solid and 
strong growth and is meeting 
our goal of becoming our sec-
ond home market."
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to the markets spanning our entire product 
portfolio. In 2012 we announced that we 
would invest heavily in product and capac-
ity development, and those investments 
have resulted in both new products, for 
instance ALPHA2, MAGNA3, SOLOLIFT and 
others, plus new production facilities in 
Indjija in Serbia and expansion of existing 
facilities in Székesfehérvár in Hungary.

The sale of circulator pumps has not met 
our expectations, despite the generation 
of the new energy efficient circulator pump, 
ALPHA2, once again being top ranked in a 
test conducted by the German technology 
consultant TÜV Süd. We especially notice 
less effective and less technology-based 
– and thus cheaper – circulator pumps in 
certain markets. To counter this increased 
competition, we are in the process of eval-
uating new ways of breaking into the mar-
ket.

We wish to improve our competences in 
the water sector, which we have done in 
2013 by for example acquiring the Italian 
company ISIA, a leading expert in water 
disinfection equipment using chlorine diox-
ide and technologies for water supply, 
wastewater and industrial applications.

Continued climate efforts
Grundfos is a value-based company com-
mitted to global social development. We 
believe that as a company, we must develop, 
innovate and produce solutions that are 
not just beneficial to our customers, but 
to the environment and the climate as well. 
We have given a promise of not emitting 
more CO₂ than in 2008 despite growth and 
expansion. We have fulfilled that promise. 
In 2008, we emitted 115,023 tonnes CO₂, 
in 2012 94,566 tonnes and in 2013 92,658 
tonnes CO₂. Also the energy and water 
consumption have decreased year by year.

The Earth’s climate crisis is by no means gone, 
and the financial crisis has not diminished 
the need for eco- and energy-friendly solu-
tions to tomorrow’s needs and a reduction 
of the use of fossil fuels and the Earth’s 
resources.

The continued population growth and 
urbanisation create a need for energy effi-
cient solutions within the areas of housing, 
building, production and infrastructure. 
Europe has taken the lead by placing greater 

demands on the energy efficiency and con-
sumption of pumps and motors. Political 
regulation is necessary to drive this devel-
opment towards increased energy effi-
ciency. Ten per cent of the world’s electric-
ity consumption comes from running 
pumps. If the world chose to follow the 
best standards, this could be reduced to 
just four per cent. Furthermore, it increases 
competition in the market so that price is 
not the only parameter to compete on. This 
is a good thing, as it helps bring in more 
players with technologies and products to 
counter unbridled and irresponsible energy 
consumption. All companies have a respon-
sibility to participate in and facilitate this 
development. The potential and the per-
spectives of increased energy efficiency 
are most certainly there.

Proactive ambitions and strong 
management
The competition in the pump market has 
grown. Many of our colleagues also invent 
energy-efficient and sustainable solutions 
which ultimately benefit customers, con-
sumers and the state of the Earth. It also 
demands more of us as a company, if we 
still want to retain our leading position in 
the market. 

At the moment, our market share is approx-
imately ten per cent, and we aim to increase 
it by adding value for our customers. Our 
agility needs to be improved, and we are 
working on a greater strategy process to 
look at the possibilities which the markets 
provide us. Here, we need to prioritise and 
focus in close cooperation with our custom-
ers and partners. Furthermore, we maintain 
our focus and commitment to develop eco-
friendly products and technologies to meet 
the demands of the market at a speed and 
quality to maintain our global lead.

Our products, technologies and most of all 
our employees are and will be the most 
important assets in our efforts of maintain-
ing Grundfos as the world’s most preferred 
pump supplier in the business. Therefore, 

we need to maintain and attract the best 
employees through a global working culture, 
talent development, continuous training 
and management and training programmes. 
We have focused on the latter through 
face-to-face training and e-learning and 
have increased the activity in the area with 
21 per cent. Our talent programme, which 
we started in 2009, shows that 82 per cent 
of our talents stay with us, and that 79 per 
cent have received new assignments or 
greater responsibilities.

Grundfos is strong financially and organi-
sationally, and it is these strengths that we 
will use in our efforts to win new custom-
ers and market shares. That is why in late 
2013, the Board decided that we need a 
new and more offensive direction in our 
development and activities, which included 
the Board’s decision to discontinue its col-
laboration with Group President Carsten 
Bjerg. 

Grundfos is a well-run and healthy company. 
We plan on realising this potential, and the 
Board has assessed a new strategy, being 
developed in 2014. We expect to present 
a new Group President & CEO during 2014. 
A new Executive Vice President and Head 
of f inance, Mikael Geday, has been 
appointed in early 2014. Thus, at the end 
of 2014, Grundfos will have a strong Group 
Management consisting of very experienced 
people with long seniority in Grundfos and 
new competent leaders brought in from 
the outside world with relevant experience 
from other companies.

"The continued population 
growth and urbanisation cre-
ate a need for energy efficient 
solutions within the areas of 
housing, building, production 
and infrastructure."
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Financial status

THE GROUP
Turnover was realised at 2,9 per cent above 
2012, which is lower than expected. Thus 
the operating profit was realised at DKK 
1,4bn in 2013 against DKK 1,8bn in 2012.  

Profit and loss account

Net turnover
In 2013, Group net turnover amounted to 
DKK 23.3bn as against DKK 22.6bn in 2012, 
which is a 4.5 per cent growth. However 
in DKK the growth is 2,9 per cent due to a 
negative impact of 1.6 points as a result 
of currency depreciations on all major cur-
rencies outside the Eurozone.

Net turnover 2012 22,590 
Effects of currency (-1.6%) (366)                
Acquisition of companies (0.3%) 79  
Organic growth (4.2%) 951 
Net turnover 2013 23,254 

The total growth figures for the turnover 
in the first and second halves of the year 
were more or less at the same level. 

Compared with previous years, the growth 
in turnover is below average in the past 
years; however, as can be seen from the 
graph, the past years have been character-
ised by significant differences – most nota-
bly in 2009 and 2010, i.e. before and after 
the culmination of the financial crisis.

Gross profit
The 2013 gross profit was DKK 8.8bn as 
against DKK 8.8bn in 2012, corresponding 
to 37.7 per cent of the 2013 turnover, which 
is below the 2012 level (39.0 per cent). This 
decrease is caused partly by negative impact 
from currency and partly by an unfavour-
able impact from the mix of products sold. 

Costs
R&D costs amounted to DKK 1.3bn, which 
corresponds to a 9 per cent increase com-
pared with 2012. 

Total Group costs of product development, 
including our own development projects, 
which are recognised in the balance sheet, 
also amounted to DKK 1.3bn in 2013 as 
against DKK 1.4bn in 2012. In comparison 
with the turnover, these costs amounted 
to 5.6 per cent in 2013 as against 6.1 per 
cent in 2012. Over the past years, total 
R&D costs have expensed to 5 to 6 per cent 
of Group turnover including capitalized 
developments projects which is recognised 
in the balance sheet.

Sales and distribution costs amounted to 
DKK 3.9bn as against DKK 3.7bn in 2012, 

which is a 4 per cent increase. 

In comparison with 2012, administrative 
costs saw a 4 per cent increase and 
amounted to DKK 2.1bn in 2013. 

 
Due to the lower growth rates in turnover 
there has been an increased focus on cost 
spending in the above-mentioned func-
tions during 2013, especially in the second 
half of the year. Consequently the spend-
ing of capacity costs in the second half of 
2013 is almost equal to the second half 
of 2012.

The operating profit for 2013 thus amounts 
to DKK 1.4bn as against DKK 1.8 bn in 2012.

Financing items
Net financing items of the year show an 
income of DKK 70m as against an income 
in 2012 of DKK 76m. Of the DKK 70m net 
income in 2013, DKK 59m is attributable 
to returns on the Group's shareholding and 
DKK 50m to returns on the Group’s bond-
holding. The corresponding returns in 2012 
amounted to DKK 48m on shares and DKK 
47m on bonds.

In addition, we are pleased to note that, in 
2013 – like in 2012 – Group financing items, 

 2009 2010 2011 2012 2013 

NET TURNOVER

17,061
19,609

21,166
22,590

23,254

  DKKm         % of annual growth rate

-10.3 14.9 7.9 6.7 2.9

 2009 2010 2011 2012 2013 

R&D COSTS

931 1,018
1,224

1,367
1,302

5.5 5.2 5.8 6.1

  DKKm         % of net turnover

5.6
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excluding gain on shares, shows net rev-
enue, which is a result of the Group's strong 
cash flow position and massive reduction 
of external debt over the past years. 

Profit before tax
The consolidated prof it before tax 
amounted to DKK 1.5bn as against DKK 
1.9bn in 2012. As can be seen from the 
above, the reduction is mainly a result from 
the decrease of the in gross profit combined 
with a continued increase of the costs. 

Profit before tax in per cent of net turno-
ver amounted to 6.3 per cent in 2013, which 
is a reduction in comparison with 8.3 per 
cent in 2012. As already stated, this devel-
opment is not in line with our expectations 
for 2013.

The Group's earnings objective is a profit 
before tax of 8-10 per cent of turnover. 
Over the past years, the results have been 
both above and below this interval.  Here 
too, the financial crisis stands out with the 
lowest result in 2009.

 
Profit after tax
Group profit (after tax) is DKK 1.0bn, which 
is a reduction of DKK 0.3bn as against 2012. 
The decline in the profit after tax is mainly 

a result of the decline in the pre-tax profit, 
as the Group's effective tax rate of 29 per 
cent remains unchanged as compared with 
2012. However the effective tax rate in 
2013 is impacted positively a reduction of 
the Danish corporate tax rate from 25 per 
cent to 22 per cent over the next three 
years and negatively impacted among oth-
ers by the decline in profit before tax.

Balance sheet
 
Assets
The Group balance sheet total is DKK 21.4bn 
at year-end, which is a 2 per cent increase 
compared with 2012 (DKK 20.9bn). 

Total fixed assets are more or less unchanged 
at DKK 10.3bn (2012: DKK 10.2bn cent). 
Measured per line item intangible fixed 
assets have decreased by DKK 0.1bn, 
whereas tangible fixed assets show an 
increase of DKK 0.3bn compared with 2012.

Current assets increased by DKK 0.4bn, 
corresponding to 4 per cent. The most sig-
nificant increases are inventories, DKK 0.3bn 
(8 per cent), whereas trade debtors are very 
close to the level in 2012 DKK 4.1bn (minus 
1 per cent).

Equity
Group equity excluding minority interests 
amounted to DKK 13.0bn at the end of 
2013, which is an increase of DKK 0.7bn.

 
Equity, opening 12,317
Profit for the year                   931 
Foreign exchange adjustments     (283) 
Hedging instruments, net         27 
Dividends                            (9) 
Equity, closing         12,983  
 
Group equity including minority interests, 
mainly the founder's family, amounts to 

DKK 14.3bn as against DKK 13.7bn in 2012.

Compared with 2012, the equity ratio, 
including minority interests, has risen from 
65.3 per cent to 67.0 per cent. 

 
Like previous years, the equity ratio was 
affected by the decision made in accord-
ance with Group policies to maintain avail-
able funds and securities, which, at the 
balance sheet date, amount to approx. DKK 
3.6bn (2012: DKK 3.6bn). Had these funds 
been used to pay the remaining interest-
bearing debt, the equity ratio would have 
been 69.5 per cent as against 68.3 per cent 
last year.

Provisions
Provisions amount to DKK 1.4bn as against 
DKK 1.5bn in 2012. The largest items include 
the buy-back obligation regarding the 
Group's employee share scheme, pension 
liabilities and other provisions.

Liabilities
At year-end, the Group's interest-bearing 
gross debt was reduced to DKK 0.8bn as 
against DKK 0.9bn in 2012. The interest-
bearing debt mainly consists of short-term 
loans, which will be repaid during first half 
year 2014.

 2009 2010 2011 2012 2013 

EQUITY AND MINORITY INTERESTS

9,540
11,629

12,289
13,671

14,347

53.8 59.9 63.3 65.3 67.0

  DKKm         Equity ratio

 2009 2010 2011 2012 2013 

PROFIT BEFORE TAX

873 2,401
2,011

1,881
1,475

5.1 12.2 9.5 8.3 6.3

  DKKm         % of annual net turnover
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Securities and bank deposits, however, by 
far outweigh the interest-bearing gross 
debt. The Group's interest-bearing net 
deposit for 2013 thus amounts to DKK 
2.8bn as against DKK 2.6 bn in 2012.

Credit to suppliers and other short-term 
debt amount to DKK 5.5bn at the end of 
2013, which slightly above the level in 2012 
(DKK 5.0bn).

Cash flow statement
 
Operating activities
The cash flow statement shows a cash flow 
from ordinary Group operations of DKK 
2.0bn, which is below the level in 2012 
(DKK 2.2bn). 

Working capital
In 2013, an increase in the working capital 
affected the cash flow by DKK –0.2bn – 
which is a little less than in 2012 (DKK 
–0.4bn). Following the significant reduc-
tions of the working capital in 2009 and 
2010, both in absolute figures as in per 
cent of turnover, the working capital has 
seen a slight increase measured in absolute 
figures in 2011, 2012 and again in 2013. 

Investment activity
In 2013, DKK 1.8bn (2012: DKK 1.9bn) was 
spent on investment activities, of which 
DKK 1.5bn (2012: DKK 1.5bn) was spent on 
the purchase of tangible fixed assets. In 
2013, the overall investment has like in 
2012 been above the level before the finan-
cial crisis. This applies to investments in 
tangible and intangible fixed assets alike. 

DKK 0.1bn has been spent on acquiring 
two small companies. 

Free cash flow
Cash flow from operating activities thus 
exceeds cash flow from investment activ-
ities by DKK 0.3bn (2012: DKK 0.2bn). The 
Group principle of self-financing the year’s 
capital investments was thus adhered to 
in both 2012 and 2013. 

Interest-bearing net accounts 
receivable
At the end of 2013, the Group’s interest-
bearing net accounts receivable amount 
to DKK 2.8bn, which is above the level in 
2012 of DKK 2.6bn. During the 2009 to 
2013 period, the Group’s interest-bearing 
net accounts receivable, as appears from 
the graph, have been improved by DKK 
2.9bn. This helps ensure the Group’s inde-
pendence and freedom of action.

 
 
 
Events after the balance sheet date
No events have occurred after the balance 
sheet date, which affect the result.

Two major positions have been filled; Mikael 
Geday is new Executive Vice President and 
Head of Finance, and Christian Hartvig has 
been appointed as Executive Director of 
The Poul Due Jensen Foundation.

 2009 2010 2011 2012 2013 

CAPITAL INVESTMENTS, TANGIBLE

855 624 1,202
1,530

1,496

  DKKm     

 2009 2010 2011 2012 2013 

INTEREST-BEARING NET ACCOUNTS 
RECEIVABLE/(LIABILITIES)

(62)
2,217

2,759
2,645

2,849

  DKKm     
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Report on sustainability

We believe that every day holds the pos-
sibility of solving the urgent challenges of 
the world. Every day we choose to take 
steps to care for our people, our planet and 
our business. In Grundfos everyone is 
invited to take part in making the world 
better. Only through a joint global effort 
will we be able to keep our core promise: 
to be responsible, to think ahead and inno-
vate the future. Since 2002 we have sup-
ported the UN Global Compact and con-
tinue doing so.

The Grundfos Sustainability Strategy 2012-
2017 sets the direction for the sustainabil-
ity effort in Grundfos with six focus areas; 
Sustainable product solutions, People 
competences, Environmental footprint, 
Workplace, Community and Responsible 
Business Conduct. Read more on 
www.grundfos.com/sustainability

Focus of 2013 has been on implementing 
the Grundfos Sustainability Strategy, and 
transforming the visions into actions. In 
the following you can read about the pro-
gress.

Sustainable product solutions 
By 2017 we aim to know the impact of our 
products throughout the entire life cycle 
and not only focus on energy efficiency. 
Focus of 2013 has been e.g. systematic 
process integration, development of tools 
and training. This will become a mandatory 
and integrated part to ensure decision mak-
ing based on all pillars of sustainability, 
once the basic structures are in place.

Sustainable Product Solutions Toolbox: Envi-
ronmental and social considerations during 
the various stages of the design phase are 
essential for sustainable product solutions. 
A toolbox has been developed in order to 
facilitate life-cycle thinking integration 
into our core processes. The toolbox consists 

of strategic tools, design tools as well as 
evaluation tools. They are adaptable to 
allow flexibility towards the different prod-
uct types and evaluating products in com-
parison with a reference product, measur-
ing relative improvement. The method was 
verified and enhanced through collabora-
tion with universities and experts. The 
toolbox is currently in a pilot phase, verify-
ing it with core product development teams. 
Implementation starts out in 2014, expand-
ing well into 2015, since training, target 
setting, decision making and design choices 
need to be supported by internal experts.

People competences
Developing talents. In 2009 the first talents 
entered a new talent programme, and 
results today show that the programme 
accelerates a talent’s career as expected. 
Key success indicator internal mobility 
shows that 79 per cent of talents have 
taken on greater responsibility and/or 
moved to a new business unit or Grundfos 
location. Retention rates also demonstrate 
that we can capitalise on our investment 
in top talents: 82 per cent of those assessed 
in 2009 are still with Grundfos. Employee 
Motivation Surveys also confirm that the 
global talents are significantly more moti-
vated and loyal than average. This year, 
similar initiatives have been established in 
regional centres around the world.

The global graduate programme has now 
completed its first full two-year cycle, and 
12 of the 14 graduates from six countries 
have chosen to establish a career with us. 

Developing managers. Inspired by the five 
Grundfos Leadership Principles, systematic 
training programmes were initiated for 
first-time managers and for managers who 
lead other managers. Initially, focus is on 
training a back-log of recently appointed 
managers: 88 in 2013. 

Environmental footprint
For a number of years, we have focused on 
reducing our environmental footprint on 
water and energy in the entire value chain. 
Initiatives such as UN Global Compact’s 
“CEO Water Mandate” and “Caring for Cli-
mate” have in that connection been sup-
portive and obvious for us to join.

Our ambition is never to emit more CO₂ 
than in 2008 in absolute numbers. We have 
continued successfully on this path in 2013, 
by reducing our CO₂ emissions by 2per cent 
compared to 2012. Overall we are now 19 
per cent lower than in 2008, while turnover 
during the same period saw a 22 per cent 
increase. An additional result is that energy 
is reduced by 6 per cent compared to 2012. 

We have committed ourselves to reduce 
our total water consumption by 50 per cent 
before 2025 compared with 2008 – as well 
as improving the water quality. In 2013 
water consumption has been reduced 10 
per cent compared with 2012 – an impor-
tant step towards reaching the 2025 goal, 
as the water consumption is now reduced 
25 per cent compared to 2008.

2008 2012 2013

CO₂ 
(tonnes) 115,023 94,566 92,658

Energy 
(MWh) 317,782 298,233 280,649

Water 
(m) 478,816 399,667 359,787

NOTE (water):  
The figures cover 26 of the largest Grund-
fos companies, corresponding to approx. 
78 per cent of the water consumption. 
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NOTE (energy):  
The figures cover 26 of the largest Grund-
fos companies, corresponding to approx. 
90 per cent of the energy consumption. 

NOTE (CO₂):  
The figures cover 26 of the largest Grund-
fos companies, corresponding to approx. 
89 per cent of the CO₂ emissions. 

Activities contributing to these results are 
our global Motor & Pump Programme 
replacing old pumps and motors in our 
production with more energy efficient 
ones. The Green Lean concept: Structured 
Analysis of consumption and waste in pro-
duction to minimize use of energy, water, 
chemicals and materials. Furthermore we 
introduced a Grundfos Focus List of Chem-
icals: Global list of unwanted chemical 
substances. Besides Grundfos’ global water 
risks have been mapped by analysing the 
physical, regulatory and reputational water 
risks for Grundfos companies globally.

Workplace
Female leaders: It is Grundfos' ambition to 
employ at least 25 per cent female manag-
ers by 2017. 2013 showed 19 per cent female 
leaders, compared with 17 per cent in 2012. 
However this covers significant differences 
globally. Activities supporting this differs 
as well, e.g. the employer branding activity 
”Female frontrunners” targeted at attract-
ing more female university graduates. Other 
examples of local activities is mentoring 
for potential female leaders and establish-
ing a diversity committee with female 
leaders from various companies to initiate 
further activities promoting diversity. 

Employees on special terms: Grundfos has 
an objective to employ a minimum of 3 per 
cent of our workforce on special terms. 
This includes employees with special needs 

or employees who have been affected by 
long-term unemployment.

Over the past five years, this figure has 
been 4 per cent.

Work environment: Grundfos strives to 
provide a safe and healthy work environ-
ment. As one result the rate of injuries has 
been reduced by 45 per cent in 2013 com-
pared to 2008, however this is an increase 
of 7 per cent compared to last year. After 
working with a global network of health 
and safety professionals from the Grund-
fos companies for more than two years, 
the next step is to focus on a global health 
and safety strategy to integrate the area 
even more in business culture, day to day 
activities and decision making processes. 

Community
All over the world, Grundfos companies 
take an active role in the society that sur-
rounds them, and we want to have a pos-
itive impact and establish local partner-
ships. 

Water2Life. Our employee programme 
Water2Life supports access to clean water 
as a human right. Employees in 54 Grund-
fos companies were active in promoting 
action for a better world through campaigns 
and fun-and-information activities in their 
respective companies. 

The 11th – and final – solar driven Grund-
fos Lifelink water system was installed in 
Kenya in September. A new project started 
up in Vietnam in collaboration with the 
NGO East Meets West. In the Mekong Delta 
the surface water is undrinkable due to 
heavy pollution. Our employees help pro-
vide ground water through solar driven 
Grundfos pumps with our own dosing and 
disinfection system for purifying the water. 

Funds for almost two complete water sys-
tems have been collected.

Water2Life also took action to provide 
financial aid to the Philippines in the wake 
of typhoon Haiyan in November. 

Responsible business conduct
Code of Conduct: We have implemented a 
new governance structure for the Code of 
Conduct and the Grundfos Ethics Commit-
tee. After introducing the Code of Conduct 
Handbook in 2012 the number of cases 
reported has increased (15 cases reported 
during 2013 compared to 6 in 2012). All 
cases have been assessed by the Ethics 
Committee. However, none of the cases 
showed a breach of the Grundfos Code of 
Conduct.

Labour rights and employee rights. Grund-
fos supports and respects internationally 
proclaimed Labour rights as well as the ILO 
Declaration on Fundamental Principles and 
Rights at Work. This is stressed and 
explained in the Grundfos Code of Conduct. 
A policy on human rights is not yet formu-
lated, but is planned as part of the 2014 
activities. 

Labour rights and employee rights are part 
of our activities within sustainable supplier 
management. Our Supplier Code of Conduct 
is also based on the UN Global Compact 
principles, international human rights con-
ventions and the ILO Declaration on Fun-
damental Principles and Rights at Work. 
This means, among other things, that these 
are part of our supplier screening activities 
and our general audit of suppliers. In addi-
tion, we perform special social audits as a 
supplement to the other audits we perform. 
These are followed up by concrete action 
plans. 
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Key figures and financial ratios
The Grundfos Group

DEFINITION OF KEY FIGURES 
Return on equity: Consolidated profit as a percentage of the average equity including minority interests. 
Equity ratio: Equity including minority interests at year-end as a percentage of total assets.

PROFIT AND LOSS ACCOUNT 2013 2012 2011 2010 2009

Net turnover 23,254 22,590 21,166 19,609 17,061

Operating profit 1,403 1,801 2,035 2,212 960

Earnings before interest and tax (EBIT) 1,405 1,805 2,039 2,488 960

Result of financials      70 76 (28) (87) (87)

Profit before tax 1,475 1,881 2,011 2,401 873

Consolidated profit after tax 1,049 1,336 1,421 1,778 576

Profit for the year (excluding minorities)  931 1,175 1,250 1,576 502

BALANCE SHEET

Assets

Intangible fixed assets 1,566 1,663 1,256 1,138 1,171

Tangible fixed assets 7,002 6,726 6,074 5,873 6,046

Fixed asset investments 1,767 1,853 1,718 1,785 878

Current assets 11,075 10,695 10,379 10,627 9,625

Total assets 21,410 20,937 19,427 19,423 17,720

LIABILITIES

Equity 12,983 12,317 10,949 10,288 8,400

Minority interests 1,364 1,354 1,340 1,341 1,140

Provisions 1,355 1,461 1,222 1,207 1,257

Long-term liabilities 162 760 906 2,732 2,515

Short-term liabilities 5,546 5,045 5,010 4,855 4,408

Total liabilities 21,410 20,937 19,427 19,423 17,720

Number of employees at year-end 18,776 17,984 17,481 16,609 15,799

Capital investments, tangible 1,496 1,530 1,202 624 855

Capital investments, intangible 265 433 313 257 171

Total capital investments 1,761 1,963 1,515 881 1,026

Research and development costs, incl. capitalised 1,302 1,367 1,224 1,018 931

Interest-bearing net accounts receivable/(liabilities) 2,849 2,645 2,759 2,217 (62)

Free cash flow 274 245 794 1,598 2,026

Profit before tax as a percentage of net turnover 6.3% 8.3% 9.5% 12.2% 5.1%

Return on equity     7.5% 10.3% 11.9% 16.8% 6.3%

Equity ratio                                  67.0% 65.3% 63.3% 59.9% 53.8%

     

Amounts in DKKm
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On today’s date, the Board of Directors has reviewed and approved the 2013 Annual Report covering the financial year 1 Janu-
ary to 31 December 2013 for The Poul Due Jensen Foundation.

The annual report is presented in accordance with the Danish Financial Statements Act. 

In our opinion, the consolidated annual accounts and the annual accounts give a true and fair view of the Group’s and Parent 
Foundation’s assets, liabilities and financial position as at 31 December 2013 and of their financial performance and the con-
solidated cash flows for the financial year 1 January to 31 December 2013. 

We believe that the management report contains a fair review of the matters covered by the report.

Bjerringbro, 5 March 2014

The board of directors of The Poul Due Jensen  
foundation



To The Poul Due Jensen Foundation

Report on the consolidated annual 
accounts and annual accounts of the 
Parent Foundation
We have audited the consolidated annual 
accounts and annual accounts of The Poul 
Due Jensen Foundation for the financial 
year 1 January to 31 December 2013, which 
comprise the accounting policies, profit 
and loss account, balance sheet, statement 
of changes in equity and notes for the Group 
as well as for the Parent Foundation, and 
the consolidated cash flow statement. The 
consolidated annual accounts and annual 
accounts of the Parent Foundation are pre-
pared in accordance with the Danish Finan-
cial Statements Act.

Management's responsibility for the 
consolidated annual accounts and 
parent annual accounts
Management is responsible for the prepara-
tion of consolidated annual accounts and 
annual accounts of the Parent Foundation 
that give a true  and fair view in accordance 
with the Danish Financial Statements Act 
and for such internal control as Management 
determines is necessary to enable the prep-
aration of consolidated annual accounts and 
annual accounts of the Parent Foundation 
that are free from material misstatement, 
whether due to fraud or error.

Auditor's responsibility
Our responsibility is to express an opinion 
on the consolidated annual accounts and 

annual accounts of the Parent Foundation 
based on our audit. We conducted our audit 
in accordance with International Standards 
on Auditing and additional requirements 
under Danish audit regulation. This requires 
that we comply with ethical requirements 
and plan and perform the audit to obtain 
reasonable assurance about whether the 
consolidated annual accounts and annual 
accounts of the Parent Foundation are free 
from material misstatement. 

An audit involves performing procedures 
to obtain audit evidence about the amounts 
and disclosures in the consolidated annual 
accounts and annual accounts of the Parent 
Foundation. The procedures selected 
depend on the auditor's judgement, includ-
ing the assessment of the risks of material 
misstatements of the consolidated annual 
accounts and annual accounts of the Parent 
Foundation, whether due to fraud or error. 
In making those risk assessments, the audi-
tor considers internal control relevant to 
the entity's preparation of consolidated 
annual accounts and annual accounts of 
the Parent Foundation that give a true and 
fair view in order to design audit procedures 
that are appropriate in the circumstances, 
but not for the purpose of expressing an 
opinion on the effectiveness of the entity's 
internal control. An audit also includes 
evaluating the appropriateness of account-
ing policies used and the reasonableness 
of accounting estimates made by Manage-
ment, as well as the overall presentation 
of the consolidated annual accounts and 

annual accounts of the Parent Foundation. 

We believe that the audit evidence we have 
obtained is sufficient and appropriate to 
provide a basis for our audit opinion.

Our audit has not resulted in any qualifica-
tion.

Opinion
In our opinion, the consolidated annual 
accounts and annual accounts of the Parent 
Foundation give a true and fair view of the 
Group’s and the Parent Foundation’s finan-
cial position at 31 December 2013, and of 
the results of their operations and the 
Group’s cash flows for the financial year 1 
January to 31 December 2013 in accordance 
with the Danish Financial Statements Act.

Statement on the management 
report
Pursuant to the Danish Financial Statements 
Act, we have read the management report. 
We have not performed any further pro-
cedures in addition to the audit of the con-
solidated annual accounts and annual 
accounts of the Parent Foundation.

On this basis, it is our opinion that the infor-
mation provided in the management report 
is consistent with the consolidated annual 
accounts and annual accounts of the Parent 
Foundation.

Copenhagen, 5 March 2014 
 

Deloitte 
Statsautoriseret Revisionspartnerselskab 

 
Anders Dons Kirsten Aaskov Mikkelsen 
State Authorised Public Accountant State Authorised Public Accountant
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Independent auditor's report
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The Grundfos Group
The annual accounts and the consolidated 
annual accounts are presented in accord-
ance with the provisions of the Danish 
Financial Statements Act for large C class 
companies.

The accounting policies for the annual 
accounts and the consolidated annual 
accounts remain unchanged in comparison 
with last year.

General information about recogni-
tion and measurement 
Assets are recognised in the balance sheet 
when it is likely that future economic ben-
efits accrue to the Group and the value can 
be measured reliably.

Liabilities are recognised in the balance 
sheet when they are probable and can be 
measured reliably.

Assets and liabilities are measured at cost 
at the initial recognition.  Subsequently, 
assets and liabilities are measured for the 
individual items as described below.

Certain financial assets and liabilities are 
measured at amortised cost, whereby a 
constant redemption yield is recognised 
for the term. Amortised cost is calculated 
as initial cost minus any instalments and 
plus/minus the accumulated amortisation 
of the difference between cost and nomi-
nal amount.

At recognition and measurement, allowance 
is made for profits, losses and risks that 
appear before the annual accounts are pre-
sented and that confirm or deny conditions 
that were present on the balance sheet 
date.

Income is recognised in the profit and loss 
account as it is realised, including value 
adjustment of financial asset and liabilities, 
which are measured at market value or 
amortised cost.  In addition, costs incurred 
in order to achieve the earnings of the year, 
including depreciation, write-downs, provi-
sions and reversals following accounting 
estimates of amounts, which have previ-

ously been recognised in the profit and loss 
account, are recognised.

Consolidation policies
The consolidated annual accounts comprise 
The Poul Due Jensen Foundation (Parent 
Foundation) and the companies (subsidiar-
ies), where the Parent Foundation directly 
or indirectly owns more than 50 per cent 
of the voting shares or in another way has 
a dominant participation. Companies in 
which the Group owns between 20 and 50 
per cent of the voting shares and has a 
substantial position are considered affili-
ated companies.

The consolidated annual accounts are pre-
pared as a consolidation of the accounts 
of the Parent Foundation and the individual 
subsidiaries. Adjustments are made for 
inter-company revenue and expenditure, 
shareholdings, intragroup balances and 
dividends, as well as un realised internal 
income and loss. The accounts used for the 
consolidation are prepared in accordance 
with the Group’s accounting policies.

Newly acquired subsidiaries are recognised 
in the profit and loss account as from the 
date of acquisition. 

When acquiring new companies, the acqui-
sition method is used, upon which the 
identified assets and liabilities in the newly 
acquired companies are measured at mar-
ket value at the date of acquisition. Provi-
sions are made for planned and published 
reorganisation in the acquired company in 
connection with the acquisition. Positive 
balances are recognised as Group goodwill 
in the year of acquisition. Any negative 
balances (badwill) are entered under provi-
sions and are systematically recognised as 
revenue for a number of years, up to a 
maximum of 20 years. 

When subsidiaries are sold, they cease to 
be recognised in the profit and loss account 
at the time of transfer, and earnings or 
losses at the time of sale are recognised in 
the profit and loss account. Earnings or 
losses are specified as the difference 
between the sale amount and the account-

ing value of the net assets sold, including 
non-depreciated goodwill and estimated 
costs for sale or phasing out.

Minority interests
The items of subsidiaries are fully recog-
nised in the consolidated annual accounts. 
The minority interests’ prorated share of 
the profit and equity of the subsidiaries is 
adjusted annually and recorded as separate 
items in the profit and loss account and 
the balance sheet.

Foreign currency translation
On initial recognition, foreign currency 
transactions are translated applying the 
exchange rate at the transaction date. 
Exchange differences that arise between 
the rate at the transaction date and the 
rate at the payment date are recognised in 
the profit and loss account.

Accounts receivable and debts in foreign 
currencies are translated into Danish kroner 
at the exchange rate on the balance sheet 
date. Realised and unrealised exchange rate 
adjustments are included in the profit and 
loss account.

The profit and loss accounts of foreign 
subsidiaries are translated into Danish kro-
ner at the average exchange rate of the 
individual months. The balance sheets of 
foreign subsidiaries are translated at the 
exchange rate of the balance sheet date. 

Exchange rate adjustments of the net assets 
of the subsidiaries at the beginning of the 
financial year are recognised directly in the 
equity. This also applies to exchange rate 
differences following the translation of the 
profit and loss account of each month at 
the average exchange rate to the exchange 
rate of the balance sheet date.

Subsidiaries in countries affected by high 
inflation rates have been adjusted to elim-
inate the effect of inflation.

Derivative financial instruments
On initial recognition in the balance sheet, 
derivative financial instruments are meas-
ured at cost and subsequently at market 

The Grundfos Group:
Accounting policies
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value. Positive and negative market values 
of derivative financial instruments are 
included in other accounts receivable and 
other liabilities, respect ively. 

Changes in the market value of derivative 
financial instruments that secure the mar-
ket value of recognised assets or liabilities 
are recognised in the profit and loss account 
in the same item as changes in the value 
of the hedged asset or the hedged liability.

Changes in the market value of derivative 
financial instruments that secure future 
assets or liabilities are recognised directly 
in the equity. Income and costs regarding 
such hedging transactions are transferred 
from the equity at the realisation of the 
hedged items and are recognised in the 
same item as the hedged item. 

As regards other derivative financial instru-
ments, which are not hedging instruments, 
changes are continuously recognised in the 
profit and loss account at market value.

Public grants
R&D grants are recognised as revenue in 
the profit and loss account under R&D 
costs, thus offsetting the costs they com-
pensate.

Grants for the purchase of assets and devel-
opment projects that are capitalised are 
offset in the cost of the assets to which 
the grants are given.

Profit and loss account

Net turnover
Net turnover is recognised in the profit and 
loss account, provided that delivery and 
the passing of risk to the buyer have taken 
place before the end of the year, and pro-
vided that the income can be reliably cal-
culated and is expected. Net turnover is 
measured exclusive of VAT, duties, returns 
and discounts that are directly connected 
with the sale.

Contracted work-in-progress is entered 
under net turnover subject to the percent-
age-of-completion method so that the net 

turnover corresponds to the sales value of 
the work carried out in the financial year.

Production costs
Production costs comprise payroll costs, 
cost of sales as well as indirect costs, includ-
ing salaries, amortisation, depreciation and 
write-downs which are incurred in order 
to realise the net turnover for the year.

Research and development costs
R&D costs are costs that relate to the 
Group’s R&D activities, including salaries 
and depreciation. 

Research costs are recognised in the profit 
and loss account in the year they are 
incurred.

Development costs incurred for the main-
tenance and optimisation of existing prod-
ucts or production processes are recognised 
in the profit and loss account. Costs for the 
development of new products are recog-
nised in the profit and loss account, unless 
the criteria for recognition in the balance 
sheet are met for the individual develop-
ment project.

Sales and distribution costs
Sales and distribution costs include costs 
relating to the sale and distribution of the 
Group’s products, including salaries for 
sales staff, advertising and exhibition 
expenses, depreciation, etc.

Administrative costs
Administrative costs comprise costs of the 
administrative functions, staff, manage-
ment, etc., including salaries and deprecia-
tion.

Staff costs
Staff costs include the Group's total costs 
of wages, salaries, pensions and other social 
insurance costs. Staff costs also include 
costs in accordance with the Group's 
employee share programme, including the 
regulation of provisions for coverage of the 
Foundation's obligation to buy back shares 
from employees.

Costs of wages, salaries, pensions, etc. are 
distributed across functions in accordance 
with the functions primarily executed by 
the relevant employees. Costs relating to 
the employee share programme are dis-
tributed across functions in relation to the 
distribution of other staff costs.

Amortisation of Group goodwill
As amortisation of Group goodwill cannot 
be distributed on functions in order to give 
a true and fair view, such amortisation is 
shown as an individual item in the profit 
and loss account. 

Other operating income
Other operating income includes income 
of a secondary nature in relation to the 
Group's primary activities, including gain 
from the sale of companies.

Share of profit, affiliated companies
The Group’s share of profits after tax in 
affiliated companies is recognised in the 
profit and loss account by the equity 
method.

Income from fixed asset invest-
ments
In addition to dividends and interest yields, 
this item comprises estimated gains or 
losses on investments.

Financials
Financials comprise interest received and 
interest paid, realised and unrealised cap-
ital losses and capital gains on securities, 
and exchange rate adjustments of financials 
in foreign currencies.

Tax on profit for the year
The anticipated tax on the taxable income 
of the year in the individual companies is 
charged to the profit and loss account, 
adjustment being made for timing differ-
ences in relation to the provided deferred 
tax. The portion of the tax expense attrib-
utable to items directly in the equity, how-
ever, is recognised in the equity.

All Danish subsidiaries are taxed jointly. 
The current Danish corporation tax is dis-
tributed among the jointly taxed companies 
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in relation to their taxable income (full 
distribution with refunds regarding tax-
related deficits).

Withholding taxes regarding repatriation 
of dividend from foreign subsidiaries are 
charged as expenditure in the year in which 
the dividend is generated.

Changes in deferred tax as a consequence 
of changed tax rates are recognised in the 
profit and loss account.

Balance sheet
 
Intangible fixed assets
 
Development projects
Development projects on clearly defined 
and identifiable products, for which the 
technical rate of utilisation, adequate 
resources and a potential future market or 
development opportunity in the enterprise 
can be established, and where the intention 
is to manufacture, market or use the prod-
uct in question, are recognised as intangi-
ble assets. Other development costs are 
recognised as costs in the profit and loss 
account as incurred.

Capitalised development projects are meas-
ured at cost less accumulated amortisation 
or at the recoverable amount, whichever 
is lower.

Cost includes wages, salaries, services and 
amortisation that are directly and indirectly 
attributable to the company’s development 
activities.

After completion of the development work, 
capitalised development projects are amor-
tised by the straightline method over the 
anticipated economic life of the asset. 

The amortisation period is 5–10 years.

In case of development projects that are 
considered to have great sales potential 
and where the anticipated economic life 
of the developed products and technologies 
so warrant, the amortisation period exceed 
five years.

Group goodwill
Group goodwill is recognised at first rec-
ognition in the balance sheet at cost as 
described under consolidation policies.

Group goodwill is amortised according to 
the straightline method over the anticipated 
economic life. The amortisation period for 
Group goodwill is up to 20 years.

In case of strategic acquisitions, and where 
the economic life so warrants, the amor-
tisation period exceeds five years.

Other intangible fixed assets
Other intangible fixed assets are measured 
at cost less accumulated amortisation and 
write-downs. 

Amortisation on other intangible fixed 
assets is made according to the straight-line 
method over the anticipated economic life 
of the asset, which – based on individual 
assessments – is up to five years.

Tangible fixed assets
Land and buildings are measured at cost 
less accumulated depreciation and write-
downs. Land is not depreciated.

Technical installations and machinery as 
well as other installations are measured at 
cost less accumulated depreciation and 
write-downs. The cost price comprises the 
purchase price, expenses directly connected 
to the acquisition and expenses for the 
preparation of the asset until the time when 
the asset is ready for use. Tangible fixed 
assets produced in-house are recorded at 
initial cost, including a proportion of the 
indirect production costs.

Tangible fixed assets are depreciated on a 
straight-line basis to the estimated re sidual 
value using the estimated useful technical 
and economical lives of the assets. The 
useful life of large assets is determined 
individually, whereas the useful life of other 
assets is determined for groups of similar 
assets. The estimated useful lives are:

Buildings .................................... 20-40 years 
Technical installations and  
machinery ..................................... 3-10 years 
Other technical installations .. 3-10 years

Financially leased assets are capitalised 
and depreciated by the straight-line method 
over the useful life of the leased asset.

Writing down of intangible and tan-
gible fixed assets
The accounting value of intangible and 
tangible fixed assets are reviewed in gen-
eral to determine whether there is any 
indication of impairment in addition to 
that expressed by amortization or depre-
ciation. 

If this is the case, the recoverable amount 
of the asset is determined, and writing 
down is performed to the recoverable 
amount provided that it is lower than the 
accountable amount.

The recoverable amount of the asset is 
determined as the value of the net sales 
price and the capital price, whichever is 
higher.

Fixed asset investments
Investments in associated companies are 
measured by the equity method in the 
balance sheet at the prorated share of the 
companies’ equity with the addition of 
goodwill.

Listed bonds are measured at amortised 
cost, as the intention is to keep them until 
maturity.

Listed shares are measured at market value. 
Non-listed shares are measured at the esti-
mated market value, unless it is not pos-
sible to reliably determine such a value.

Inventories
Inventories are measured at cost in accord-
ance with the FIFO principle or net realis-
able value, whichever is lower. 

The cost of goods for resale, raw materials 
and consumables includes the purchase 
price with the addition of delivery costs. 
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The cost of manufactured goods and work 
in progress includes expenses for raw mate-
rials, consumables and direct wages as well 
as indirect production costs.

Indirect production costs include a propor-
tion of the capacity costs incurred which 
have led to the current position and condi-
tion of goods in progress and manufactured 
goods. The indirect production costs cal-
culated include costs of operation, main-
tenance and depreciation relating to pro-
duction facilities, as well as administration 
and factory management.

Obsolete goods, including slow-moving 
goods, are written down. The net realisable 
value of inventories is calculated as the esti-
mated selling price less cost of completion 
and expenses incurred to make the sale. 

Accounts receivable
Accounts receivable are measured at amor-
tised cost less writing down to meet the 
risk of losses based on individual assess-
ments. The loss potential of minor receiv-
ables is estimated on the basis of their age.

Contracted work-in-progress is measured 
at sales value of the completed part of the 
contracts as at the balance sheet date.

Prepayments recognised under assets 
include costs incurred relating to the fol-
lowing accounting year. Prepayments are 
measured at cost.

Securities (current assets)
Securities include bonds and shares meas-
ured at market value.

Realised and unrealised capital losses and 
realised and unrealised capital gains are 
included in the profit and loss account 
under financials. 

Provisions
 
Liabilities under guarantee
Provisions made to cover liabilities under 
guarantee are recognised on the basis of 
previous years’ experience concerning 
claims raised within the guarantee period.

Buy-back obligation relating to 
employee shares
Provisions are made to cover the obligation 
that rests with the Group regarding buy-
back of employee shares. The provision 
made is measured on the basis of future 
expectations to share prices, considering 
the long-term development of Group prof-
its, the topicality of the obligation and the 
market value of the shares.

Pension liabilities
The Group has made pension agreements 
with a considerable number of its employ-
ees. The majority of the agreements are 
for defined contribution schemes, whereas 
defined benefit schemes have been agreed 
for employees in a few companies.

In connection with contribution schemes, 
the Group makes regular payments to inde-
pendent pension companies. The Group 
has no obligations apart from these pay-
ments.

Defined benefit schemes, organised in 
independent pension funds are character-
ised by the employees being entitled to a 
certain annual benefit in connection with 
retirement (e.g. a share of the employee’s 
exit salary). Such pension liabilities are 
calculated for the Group by actuarially dis-
counting pension liabilities to the net pre-
sent value, which is calculated on the basis 
of assessments of the future development 
in, among other things, interest, inflation, 
mortality and disablement. The actuarially 
calculated net present value less assets 
attached to the scheme is recognised in 
the balance sheet under pension liabilities.

 
Actuarial gains and losses incurred as a 
consequence of changes in the basis for 
the calculation of the pension liability or 
in the calculation of the assets attached 
to the scheme are recognised in the profit 
and loss account.

Actuarial gains and losses in excess of the 
higher of either 10 per cent of the calculated 
pension liability or 10 per cent of the mar-
ket value of the pension fund assets are 

amortised over the remainder of the 
employee's estimated work life in the Group. 
Actuarial gains and losses below the 10 per 
cent limit are not recognised in the annual 
accounts, but are included in the actuarial 
projections (the corridor method). 

Provisions are made during the employment 
period to cover other minor pension liabil-
ities – relating to benefit schemes – resting 
with the Group.

Other provisions
These provisions include other obligations, 
including anniversary lump sums, legal 
disputes, unhedged insurance risks, etc.

Deferred tax
Deferred tax is measured by the balance 
sheet liability method of all timing differ-
ences between the accounting and tax 
value of assets and liabilities. For consolida-
tion purposes, deferred tax is calculated 
on the eliminated unrealised internal profit 
margins. Deferred tax liabilities relating to 
investments in affiliated companies are 
not calculated.

Deferred tax assets are recognised in the 
balance sheet provided that they are likely 
to reduce tax payments within a short 
period of time.

Deferred tax is measured on the basis of tax 
rules and tax rates that – based on current 
legislation on the balance sheet date – will 
be in force when the deferred tax is expected 
to be converted into current tax.

Financial liabilities
Mortgage debt and debt owed to banks, 
etc. are valued at the time of borrowing at 
the received net yield less borrowing costs. 
In subsequent periods, the financial liabil-
ities are recognised at amortised cost.

Financial liabilities also include the capi-
talised outstanding liability on financial 
lease contracts.

Other liabilities, including trade creditors, 
other debts etc. are measured at amortised 
cost.
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Deferred income recognised under liabilities 
include income received relating to the 
following accounting year. Deferred income 
is measured at cost.

Cash flow statement
The cash flow statement is prepared by the 
indirect method based on profit for the 
year and shows cash flows from operating, 
investment and financing activities as well 
as the Group’s available funds at opening 
and closing.

Cash flow from operating activities is 
specified as the profit for the year adjusted 
for non-cash operating items, changes in 
the working capital, and corporation tax 
paid.

Cash flow from investment activities 
includes the purchase and sale of intangi-
ble and tangible fixed assets, and fixed 
asset investments, including the purchase 
and sale of companies.

Cash flow from financing activities includes 
the raising and repaying of long-term lia-
bilities, short-term bank loans and the pay-
ment of dividends.

Available funds include cash resources.

The Parent Foundation
 
Income from investments in subsidi-
aries
The prorated share of the associated com-
panies’ profit following elimination of 
internal margins is recognised in the parent 
foundation’s profit and loss account.

Other operating expenses 
Other operating expenses comprise revenue 
and expenditure of a secondary nature, 
including gains from the sale of shares and 
provisions regarding the buy-back obliga-
tions relating to employee shares.

Investment in affiliated companies
Investments in affiliated companies are 
measured by the equity method at the 
prorated owned share of the companies’ 
equity.

Net revaluation of investments in affiliated 
companies is brought forward under the 
equity to the revaluation reserve by the 
equity method to the extent that the 
accounting value exceeds the original cost.
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Profit and loss account
1 January – 31 December 2013

Amounts in DKKm

Note 2013 2012

Net turnover 1 23,254 22,590

Production costs 2, 3 (14,498) (13,773)

Gross profit 8,756 8,817

Research and development costs 2, 3 (1,348) (1,237)

Sales and distribution costs 2, 3 (3,855) (3,705)

Administrative costs 2, 3 (2,093) (2,013)

Amortisation of Group goodwill (57) (61)

Operating profit 1,403 1,801

Share of profit, affiliated companies 2 4

Income from fixed asset investments 44 42

Financial income 4 119 123

Financial costs 5 (93) (89)

Profit before tax 1,475 1,881

Tax on profit for the year 6 (426) (545)

Consolidated profit after tax 1,049 1,336

Minority shareholders’ share of profits in subsidiaries (118) (161)

Profit for the year 931 1,175
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Consolidated balance sheet
As at 31 December 2013

Amounts in DKKm

ASSETS Note 2013 2012

Fixed assets

Intangible fixed assets 
Completed development projects 594 511

Group goodwill 531 558

Other intangible fixed assets 295 295

Development projects in progress 146 299

7 1,566 1,663

Tangible fixed assets 
Land and buildings 3,257 3,132

Technical installations and machinery 2,568 2,411

Other technical installations 344 323

Tangible fixed assets in progress 833 860

8 7,002 6,726

Fixed asset investments  
Investments in affiliated companies 9 7

Securities 1,359 1,402

Deferred tax assets 9 244 205

Other accounts receivable 155 239

10 1,767 1,853

Total fixed assets 10,335 10,242

Current assets

Inventories 11 3,657 3,371

Accounts receivable
Trade debtors 4,079 4,121

Other accounts receivable 878 851

Prepayments 194 196

5,151 5,168

Securities 519 396

Cash at bank and in hand 1,748 1,760

Total current assets 11,075 10,695

Total assets 21,410 20,937
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Amounts in DKKm

LIABILITIES Note 2013 2012

Equity 
Registered capital 505 505

Retained profit 12,478 11,812

12,983 12,317

Minority interests
(mainly the founder's family) 12 1,364 1,354

Provisions  
Liabilities under guarantee 13 166 181

Buy-back obligation relating to employee shares 13 356 389

Pension liabilities 13 299 296

Other provisions 13 343 367

Deferred tax liabilities 9 191 228

1,355 1,461

Long-term liabilities  
Mortgage debt 73 73

Bank loans 51 645

Other monetary creditors 38 42

14 162 760

Short-tern liabilities  
Short-term element of long-term liabilities 610 146

Bank overdrafts and loans 5 7

Trade creditors 2,321 2,311

Corporation tax 174 141

Other liabilities           2,224 2,243

Deferred income 212 197

5,546 5,045

Total liabilities 21,410 20,937

Financial instruments   15 
Auditors’ remuneration  16 
Related parties  17 
Securities, contingent liabilities, etc.  18 
Financial risks  23
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Registered capital Retained profit Total equity

Equity 01.01.2012 505 10,444 10,949

Profit for the year 1,175 1,175

Exchange rate adjustments, subsidiary companies, etc. 102 102

Dividend paid (13) (13)

Reversed value of hedging instruments, opening 122 122

Reversed tax on equity items, opening (24) (24)

Recognised value of hedging instruments, closing 20 20

Recognised tax on equity items, closing (14) (14)

Equity 31.12.2012 505 11,812 12,317

Profit for the year 931 931

Exchange rate adjustments, subsidiary companies, etc. (283) (283)

Dividend paid (9) (9)

Reversed value of hedging instruments, opening (20) (20)

Reversed tax on equity items, opening 14 14

Recognised value of hedging instruments, closing 51 51

Recognised tax on equity items, closing (18) (18)

Equity 31.12.2013 505 12,478 12,983

Statement of changes in equity
1 January – 31 December 2013

Amounts in DKKm
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Cash flow statement
1 January – 31 December 2013

Amounts in DKKm

Note 2013 2012

Consolidated profit after tax 1,049 1,336

Adjustments 19 1,628 1,757

Changes in working capital 20 (223) (382)

Cash flow from operating activities before financials 2,454 2,711

Income from fixed asset investments 44 42

Financial income 63 81

Financial costs (91) (89)

Cash flow from ordinary activities 2,470 2,745

Corporation tax paid (439) (554)

Cash flow from operating activities 2,031 2,191

Acquisition of companies (53) (109)

Investment in tangible fixed assets (1,496) (1,530)

Disposal of tangible fixed assets 87 21

Investment in intangible fixed assets (265) (433)

Purchase and sale of securities (30) 105

Cash flow from investment activities (1,757) (1,946)

Net cash flow from operating and investment activities 274 245

Repayment of liabilities (140) (139)

Distribution of dividend (92) (96)

Acquisition of minority interests (2) (189)

Cash flow from financing activities (234) (424)

Change in liquid funds 40 (179)

Available funds, opening 21 1,708 1,939

Available funds, closing 22 1,748 1,760
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Notes to the accounts Amounts in DKKm

Note 1 Net turnover 2013 2012

Europe 13,787 13,304

North and South America 3,078 2,988

Asia 5,115 4,949

The Middle East/Africa 1,274 1,349

23,254 22,590

The Grundfos Group’s activities lie solely within the segment of manufacture and sale of pumps.  
Therefore, net turnover has only been divided according to geographical markets. 

Note 2 Staff costs 2013 2012

Total Group payments to employees and Board of Directors 5,487 5,230

Pensions 396 378

Social contributions 649 642

6,532 6,250

Staff costs are recognised as follows: 
Production costs 2,922 2,832

Research and development costs 674 631

Sales and distribution costs 1,909 1,797

Administrative costs 1,027 990

6,532 6,250

The staff costs of the year include fees to members of the Board of the Foundation for directorships  
in the Foundation and other Group units totalling 6 9

Of this, fees to members of the Board of the Foundation 2 4

Average number of full-time employees 18,489 17,773

Number of employees, closing 18,776 17,984



page | 31

Amounts in DKKm

Note 3 Depreciation, amortisation and write-downs 2013 2012

Intangible fixed assets 381 270

Tangible fixed assets 974 937

1,355 1,207

Recognised in the profit and loss account under the following items: 
Production costs 814 785

Research and development costs 315 198

Sales and distribution costs 87 84

Administrative costs 82 79

Group goodwill 57 61

1,355 1,207

Note 4 Financial income 2013 2012

Price adjustment, etc. from shares 59 48

Interest income from bonds 8 7

Other financial income 52 68

119 123

Note 5 Financial costs 2013 2012

Price adjustments, etc. from bonds 2 0

Other financial costs 91 89

93 89
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Amounts in DKKm

Note 6 Tax on profit for the year 2013 2012

Current tax 513 499

Deferred tax (60) 38

Change in deferred tax due to changes in tax rates (21) 0

Adjustment re previous years (6) 8

Tax on profit for the year 426 545

Restatement of rate of taxation for the year: 
Danish rate of taxation 25% 25%

Deviations in tax in foreign companies in relation to Danish rate of taxation (1%) (1%)

Non-taxable income and non-deductible expenses 1% 1%

Non-deductible wr-downs on goodwill 1% 1%

Non-deductible withholding taxes 5% 3%

Change re deferred tax assets (1%) (1%)

Other, including adjustments re previous years 0% 1%

Changes in tax rates (1%) (0% )

Rate of taxation for the year 29% 29%

Note 7 Intangible fixed assets

Completed 
develop-

ment 
projects

Group  
goodwill

Other  
intangible 

fixed  
assets

Develop-
ment 

projects  
in progress Total

Cost
Cost 01.01.2013 859 1,119 569 299 2,846

Exchange rate adjustments 0 (2) (14) 0 (16)

Acquisition/sale of activities 7 65 3 0 75

Additions of the year 0 0 104 161 265

Disposals of the year (199) (37) (23) (34) (293)

Transfers 280 0 149 (280) 149

Cost 31.12.2013 947 1,145 788 146 3,026

Acc. amortisation/wr-downs of the year 
Acc. amortisation/wr-downs 01.01.2013 348 561 274 0 1,183

Exchange rate adjustments 0 (1) (9) 0 (10)

Amortisation of the year 173 57 103 0 333

Write downs of the year 14 0 0 34 48

Amortisation and wr-downs on disposals of the year (182) (3) (21) (34) (240)

Transfer 0 0 146 0 146

Acc. amortisation/wr-downs 31.12.2013 353 614 493 0 1,460

Accounting value 31.12.2013 594 531 295 146 1,566

Accounting value 31.12.2012 511 558 295 299 1,663
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Amounts in DKKm

Note 8 Tangible fixed assets
Land and 
buildings

Technical 
installa-

tions and  
machinery

Other  
technical 
installa-

tions

Tangible  
fixed 

assets in 
progress Total

Cost
Cost 01.01.2013 5,146 9,257 1,418 860 16,681

Exchange rate adjustments (180) (121) (47) (6) (354)

Acquisition/sale of activities 1 4 1 0 6

Additions of the year 157 558 128 653 1,496

Disposals of the year (49) (204) (60) (4) (317)

Transfers 305 354 (127) (670) (138)

Cost 31.12.2013 5,380 9,848 1,313 833 17,374

Acc. depreciation/wr-downs of the year 
Acc. depreciation/wr-downs 01.01.2013 2,014 6,846 1,095 0 9,955

Exchange rate adjustments (48) (78) (34) 0 (160)

Acquisition/sale of activities 1 3 0 0 4

Depreciation of the year 187 688 99 0 974

Depreciation and wr-downs on disposals of the year (29) (182) (53) 0 (264)

Transfers (2) 3 (138) 0 (137)

Acc. depr./write-downs 31.12.2013 2,123 7,280 969 0 10,372

Accounting value 31.12.2013 3,257 2,568 344 833 7,002

Accounting value 31.12.2012 3,132 2,411 323 860 6,726

 
Accounting value of financially leased facilities as at 31.12.2013 amount to DKK 6m (2012: DKK 16m).

Note 9 Deferred tax assets/deferred tax liabilities 2013 2012

Deferred tax broken down:
Fixed assets (272) (312)

Current assets 212 200

Provisions (5) (2)

Liabilities 75 81

Deficit 43 25

Other 0 (15)

53 (23)

The above has been recognised in the balance sheet as:
Deferred tax assets 244 205

Deferred tax liabilities (191) (228)

53 (23)
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Amounts in DKKm

Note 10 Fixed asset investments

Invest-
ments in 

affiliated 
companies Securities

Deferred 
tax assets

Other 
accounts

receivable Total

Cost
Cost 01.01.2013 20 1,396 205 270 1,891

Exchange rate adjustments 0 (1) (13) (2) (16)

Additions of the year 0 38 65 34 137

Disposals of the year 0 (82) (13) (104) (199)

Cost 31.12.2013 20 1,351 244 198 1,813

Acc. depreciation/wr-downs of the year 
Acc. depreciation/wr-downs 01.01.2013 13 (6) 0 31 38

Exchange rate adjustments 0 0 0 2 2

Revaluations of the year (2) (2) 0 9 5

Write-downs of the year 0 0 0 1 1

Acc. depr./write-downs 31.12.2013 11 (8) 0 43 46

Accounting value 31.12.2013 9 1,359 244 155 1,767

Accounting value 31.12.2012 7 1,402 205 239 1,853

 
The market value of securities as at 31.12.2013 amounts to DKK 1,373m (2012: DKK 1,445m). 

Note 11 Inventories 2013 2012

Raw materials and consumables 1,687 1,668

Work in progress 733 535

Manufactured goods and goods for resale 1,237 1,168

Inventories 3,657 3,371

Note 12 Minority interests (mainly the founder’s family) 2013 2012

01.01.2013 1,354 1,340

Changes to minority 2 (88)

Exchange rate adjustment (30) 11

Profit for the year 118 161

Financial instruments 3 13

Dividend paid (83) (83)

31.12.2013 1,364 1,354
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Amounts in DKKm

Note 13 Provisions
Liabilities  
guarantee

Buy-back 
obligation 
relating to 

employee 
shares

Pension  
liabilities

Other 
obligations

01.01.2013 181 389 296 367

Exchange rate adjustments (7) 0 (3) (11)

Provisions spent during the year (12) (40) (1) (11)

Provisions reversed (22) (24) (5) (36)

Provisions of the year 26 31 12 34

31.12.2013 166 356 299 343

 
Liabilities under guarantee 
The ordinary guarantee on products sold covers a period of 24 months. 

Buy-back obligation relating to employee shares 
The bbuy-back obligation relating to employee shares will in all essentials only arise once the settlement period for the shares in 
question expires. The settlement periods expire as follows:

2013 2012

Released 259 126

2013 0 168

2017 97 95

356 389

The buy-back obligation calculated at market value amounts to DKK 360m (2011: DKK 318m).

Pension liabilities 
Not recognised actuarial losses in connection with pension liabilities amount to DKK 207m (2011: DKK 270m).
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Amounts in DKKm

Note 14 Long-term liabilities 2013 2012

Debt due after more than one year but less than five years: 
Mortgage debt 73 73

Bank loans 51 645

Other monetary creditors 38 42

162 761

 
No debt due after more than five years. 

Distribution of currencies and interest as at 31.12.2013:

Currency 2013

Average 
interest 

rate

EUR 90 4.8 %

DKK 17 3.1 %

GBP 36 5.5 %

Other 19 3.4 %

Total 162

 

Note 15 Financial instruments

For hedging purposes, the Group has entered into the following financial contracts, which on the balance sheet date can be broken 
down into the following principal items:

 Volume 
2013

Deferred 
entering in the 
profit and loss 
account before 

tax 2013
Volume 

2012

Deferred 
entering in the 
profit and loss 
account before 

tax 2012

Currency contracts EUR 1,457 24 1,473 2

Currency contracts USD 1,645 54 2,278 64

Currency contracts  GBP 374 (5) 435 (1)

Currency contracts AUD 200 17 274 (3)

Currency contracts, other 95 7 113 5

Interest rate swaps 112 (14) 236 (22)

Raw material contracts (millions of kg) 16 (19) 12 (17)

Electricity contracts (MWh) 178 (12) 173 (5)

Total 52 23
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Amounts in DKKm

Note 16 Auditors' remuneration 2013 2012

Fee to Deloitte for statutory auditing 14 14

Fee to Deloitte for tax advisory services 8 8

Fee to Deloitte for other services 9 8

31 30

 

Note 17 Related parties

Related parties include the Board of Directors in the Poul Due Jensen Foundation and companies in which these persons have 
a controlling interest.

Note 18 Securities, contingent liabilities, etc.

The Group has mortgaged property at a book value of DKK 13m as security for loans, which on the balance sheet date, show 
outstanding debts of DKK 73m. 

2013 2012

Operational leasing contracts and lease obligations for the coming years amount to 648 587

No legal proceedings are in progress, nor have any other claims been filed against the Group, which, in the Group 
Management’s opinion, may have any particular influence on the Group’s financial position. 

The Group is under no material contractual obligations to acquire assets.

Note 19 Adjustments 2013 2012

Depreciation 1,355 1,207

Liabilities under guarantee and other provisions (39) 89

Gain from sale of fixed assets (34) (4)

Share of profit, affiliated companies (2) (4)

Income fixed asset investments (44) (42)

Unrealised exchange rate adjustments on securities (54) (42)

Financial income (63) (81)

Financial costs 91 89

Tax on profit for the year 418 545

Adjustments 1,628 1,757
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Amounts in DKKm

Note 20 Changes in working capital 2013 2012

Changes in inventories (281) (219)

Changes in accounts receivable 120 (211)

Changes in suppliers, etc. (16) 22

Unrealised exchange rate adjustments (46) 26

Changes in working capital (223) (382)

 

Note 21 Available funds, opening 2013 2012

Cash at bank and in hand 1,760 1,935

Unrealised exchange rate adjustments (52) 4

Available funds, opening 1,708 1,939

Note 22 Available funds, closing 2013 2012

Cash at bank and in hand 1,748 1,760

Available funds, closing 1,748 1,760

Note 23 Financial risks

As a result of the Grundfos Group’s international activities, Group profit and equity are influenced by a number of 
financial risks. Foreign exchange risks in the operative companies are covered centrally, where interest and liquidity 
risks are also controlled, as well as a significant part of the external covering of the Group’s financial positions.  

The use of financial instruments is determined by instructions from the Board of Directors and the Management .  

Liquidity risk 
Financial independence is a main concern of the Group, and the Group therefore always seeks to maintain an ade-
quate cash reserve. In addition to unused borrowing facilities, these items may be calculated as follows:

2013 2012

Cash at bank and in hand 1,748 1,760

Securities, current assets 519 396

Securities, fixed assets 1,359 1,402

3,626 3,558

The securities portfolio consists of:
Bonds 1,611 1,573

Shares 267 225

Total 1,878 1,798
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Amounts in DKKm

Note 23 Financial risks – continued 2013 2012

Interest rate risk 
The Group’s interest rate risk is primarily related to bank deposits, bonds and loans. Bank deposits have a short 
investment horizon, while on the other hand the exposure of the bond portfolio, amounting to a total of DKK 
1,611m (2012: DKK 1,573m) when expressed by an increase of the interest rate by 1 percentage point – is approx. 
DKK 53m (2012: approx. DKK 22m). The Group’s total borrowing was reduced by DKK 140m in 2013 (2012: DKK 
139m). The Group’s total borrowing consists of 95 per cent fixed-rate loans (2012: 73 per cent).  

To reduce the Group’s interest rate exposure, a set of general guidelines has been adopted for the Group’s borrow-
ing and use of interest rate instruments. Derivative financial instruments applied to reduce the interest rate risk 
totaled DKK 122m (2012: DKK 236m).

Foreign exchange risk 
It is Group policy that Group operating companies mainly raise loans in their local currencies.  This ensures that the 
foreign exchange risk of the Group balance sheet is reduced to the net assets. When appropriate, loans are raised in 
a foreign currency and subsequently converted to the local currency using financial instruments. 

Forward exchange contracts used in connection with foreign exchange swaps amount to DKK 4,111m (2012: DKK 
3,685m).

As at 31 December, the Group’s loans are composed of the following currencies: 2013 2012

EUR 79% 66%

DKK 12% 11%

CNY 0% 13%

GBP  5% 4%

Other 4% 6%

The Group’s policy is to secure the currency exchange rates for the most essential flow of goods. The most impor-
tant currencies are euro, the American dollar and the British pound sterling.  At the end of 2013, currency contracts 
to reduce the foreign exchange risk in connection with the flow of goods amount to DKK 3,963m (2012: DKK 
4,791m). Of this, a contract volume of DKK 193m has been recognised for hedging of balance sheet items as at the 
balance sheet date (2012: DKK 218m). 

Raw material risk 
The Group’s policy is to fix prices for the manufacturing companies’ use of the most important industrial metals. At 
the end of 2013, raw material futures contracts to reduce the raw material risk amount to 16m kg (2012: 12m kg).

Credit risk 
The maximum credit risk includes the balance sheet items regarding the Group’s trade debtors, securities and bank 
receivables.  The Group’s trade debtors comprise a large number of customers, and the Group’s risk in that connec-
tion is not considered unusually high. 

The credit risk is reduced on cash reserves in financial institutions, forward exchange contracts and other derivative 
financial instruments by selecting financial business partners with a high credit rating. 
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Note 2013 2012

Administrative costs 1 (10) (11)

Income from investments in subsidiaries 956 1,298

Provision for buy-back of employee shares (6) (111)

Financial income 2 6 10

Profit before tax 946 1,186

Tax on profit for the year 3 0 0

Profit for the year 946 1,186

Proposed profit appropriation

Distributions 15 11

Brought forward to revaluation reserve by the equity method 956 1,298

Retained profit (25) (123)

946 1,186

Profit and loss account for 
The Poul Due Jensen Foundation
1 January – 31 December 2013

Amounts in DKKm
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Balance sheet for 
The Poul Due Jensen Foundation
1 January – 31 December 2013

Amounts in DKKm

ASSETS Note 2013 2012

Fixed assets

Fixed asset investments 
Investment in affiliated companies 11,419 11,314

Total fixed assets 4 11,419 11,314

Current assets  

Accounts receivable 
Accounts receivable from affiliated companies 1,920 1,386

Other accounts receivable 1 1

1,921 1,387

Cash at bank and in hand 4 14

Total current assets 1,925 1,401

Total assets 13,344 12,715

LIABILITIES Note 2013 2012

Equity

Registered capital 505 505

Net revaluation by the equity method 10,417 10,312

Capital available 2,061 1,500

12,983 12,317

Provisions 
Buy-back obligation relating to employee shares 5 356 389

356 389

Short-term liabilities 
Other liabilities 5 9

5 9

Total liabilities 13,344 12,715
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Registered 
capital

Reserve  
equity 

method
Available

capital Total equity

Equity 01.01.2012 505 9,443 1,001 10,949

Profit for the year 1,298 (123) 1,175

Dividend received (622) 622 0

Exchange rate adjustments, subsidiary companies, etc. 102 102

Other adjustments (13) (13)

Reversed value of hedging instruments in subsidiaries, 
opening 122 122

Reversed tax on equity items, opening (24) (24)

Recognised value of hedging instruments in subsidiaries, 
closing 20 20

Recognised tax on equity items, closing (14) (14)

Equity 31.12.2012 505 10,312 1,500 12,317

Profit for the year 956 (25) 931

Dividend received (586) 586 0

Exchange rate adjustments, subsidiary companies, etc. (283) (283)

Other adjustments (9) (9)

Reversed value of hedging instruments in  
subsidiaries, opening (20) (20)

Reversed tax on equity items, opening 14 14

Recognised value of hedging instruments 
in subsidiaries, closing 51 51

Recognised tax on equity items, closing (18) (18)

Equity 31.12.2013 505 10,417 2,061 12,983

 
Available capital is that part of the equity in the Foundation which can be paid out in accordance with the provisions on this in the charter 
of the Foundation. 

Statement of changes in equity for 
The Poul Due Jensen Foundation
1 January – 31 December 2013

Amounts in DKKm
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Notes to the accounts of 
The Poul Due Jensen Foundation
As at 31 December 2013

Amounts in DKKm

Note 1 Administrative costs 2013 2012

Including:
Directors’ fees 2 4

Note 2 Financial income 2013 2012

Affiliated companies 6 10

Financial income 6 10

Note 3 Tax on profit for the year 2013 2012

Current tax  0 0

Deferred tax 0 0

Adjustment re previous years 0 0

Tax on profit for the year 0 0
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Amounts in DKKm

Note 4 Fixed asset investments Investment in affiliated companies

Cost
Cost 01.01.2013 905

Additions 0

Cost 31.12.2013 905

Value adjustments 
Value adjustments 01.01.2013 10,409

Profit for the year 956

Dividend received (586)

Exchange rate adjustments (283)

Other adjustments 18

Value adjustments 31.12.2013 10,514

Accounting value 31.12.2013 11,419

Accounting value 31.12.2012 11,314

The accounting value of investment in affiliated companies includes goodwill amounting to DKK 164m (2012: DKK 176m). 

Please see page 46 for a list of subsidiaries.

Note 5 Provisions Buy-back obligation employee shares

01.01.2013 389

Provisions spent during the year (40)

Provisions reversed (24)

Provisions of the year 31

31.12.2013 356

Buy-back obligation relating to employee shares 
The buy-back obligation relating to employee shares will in all essentials only arise once the settlement  period for 
the shares in question expires. The settlement periods expire as follows:

2013 2012

Released 259 126

2013 0 168

2017 97 95

356 389

The buy-back obligation calculated at market value amounts to DKK 360m (2012: DKK 318m).
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Denmark 
The Poul Due Jensen Foundation

Denmark 
Grundfos Holding A/S

Other Group companies

Argentina, Bombas Grundfos de Argentina S.A.

Austria, Grundfos Pumpen Vertrieb Ges.m.b.H.

Australia, BKB Aqua Engineering Pty. Ltd.

Australia, BKB Building Solutions Pty. Ltd.

Australia, Grundfos Australia Holding Pty. Ltd.

Australia, Grundfos Pumps Pty. Ltd.

Belgium, N.V. Grundfos Bellux S.A. 

Bosnia-Herzegovina, Grundfos Bosnia-Herzegovina

Brazil, Bombas Grundfos do Brasil Ltda.

Bulgaria, Grundfos Bulgaria EOOD

Canada, Grundfos Canada Inc.

Chile, Bombas Grundfos Chile Ltda.

China, Alldos Water Technology Co. Ltd.

China, DAB Pumps (Qingdao) Co. Ltd.

China, EmerCo Pumps Co. Ltd.

China, Grundfos Holding China 

China, Grundfos Pumps (Hong Kong) Ltd.

China, Grundfos Pumps (Shanghai) Co. Ltd.

China, Grundfos Pumps (Suzhou) Co. Ltd.

China, Grundfos Pumps (Wuxi) Ltd. 

Columbia, Grundfos Columbia S.A.S

Croatia, Grundfos Croatia LLC

Czech Republic, Grundfos s.r.o.

Denmark, Grundfos A/S 

Denmark, Grundfos BioBooster A/S

Denmark, Grundfos DK A/S 

Denmark, Grundfos Finance A/S

Denmark, Grundfos LIFELINK A/S 

Denmark, Grundfos New Business A/S

Denmark, Sintex A/S

Egypt, Grundfos Holding Egypt

Egypt, Grundfos Sales Egypt

Egypt, Grundfos Service Egypt

Finland, OY Grundfos Environment Finland AB 

Finland, OY Grundfos Pumput AB

France, Pompes Grundfos Distribution S.A.

France, Pompes Grundfos S.A.

Germany, Biral GmbH

Germany, DAB Pumpen Deutschland GmbH 

Germany, Deutsche Vortex GmbH & Co. KG

Germany, Europump GmbH 

Germany, Grundfos GmbH

Germany, Grundfos Pumpenfabrik GmbH

Germany, Hilge GmbH & Co. KG

Germany, Grundfos Water Treatment GmbH 

Ghana, Grundfos Pumps Ghana Ltd. 

Greece, Grundfos Hellas A.E.B.E.

Hungary, DAB Production Hungary Kft. 

Hungary, Grundfos Financial Services Kft. 

Hungary, Grundfos Hungária Kft.

Hungary, Grundfos Hungary Manufacturing Ltd.

India, Grundfos Pumps India Private Ltd.

Indonesia, PT Grundfos Pompa

Ireland, Grundfos (Ireland) Ltd.

Italy, DAB Pumps S.p.A. 

Italy, DWT Holding S.p.A. 

Italy, Grundfos Pompe Italia S.r.l.

Italy, Isia S.p.A.

Japan, Grundfos Pumps K.K.

Kazakhstan, Grundfos Kazakhstan LLP

Kenya, Grundfos Kenya Ltd.

Korea, Chung Suk Co. Ltd. 

Korea, Grundfos Pumps Korea Ltd.

Korea, Keum Jung Industrial Co. Ltd. 

Latvia, GRUNDFOS Pumps Baltic SIA

Malaysia, Grundfos Pumps SDN. BHD

Mexico, Bombas Grundfos de Mexico Manufacturing S.A. de C.V. 

Mexico, Bombas Grundfos de Mexico S.A. de C.V.

Mexico, Grundfos Mexico Servicios S.A. de C.V. 

Mexico, Peerless Pump Mexico S.A. de C.V. 

Netherlands, Biral Pompen B.V.

Netherlands, DAB Pumps B.V.

Netherlands, Grundfos Distribution Service B.V.

Netherlands, Grundfos Nederland B.V.

Group structure
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The Poul Due Jensen Foundation, based in Bjerringbro, Denmark, is the parent company of the Grundfos Group. The Poul Due Jensen 
Foundation owns 87.8 per cent of the share capital in Grundfos Holding A/S, while the founder’s family owns 10.6 per cent and the 
employees own 1.6 per cent.

Grundfos Holding A/S directly or indirectly owns the entire share capital in all subsidiaries, except for the following:

Grundfos Pumps Pty. Ltd., Australia – 70 per cent 
Hilge GmbH & Co. KG, Germany – 94 per cent 
 
Associated companies:  
Bjerringbro Savværk Holding A/S, Denmark – 30 per cent

Netherlands, Grundfos Waterdam B.V.  

New Zealand, Grundfos Pumps NZ Ltd. 

Norway, Grundfos Pumper A/S

Peru, Grundfos de Peru S.A.C.   

Philippines, Grundfos Pumps (Philippines) Inc.   

Poland, Grundfos Pompy Sp.Z.o.o.

Portugal, Bombas Grundfos (Portugal) S.A. 

Romania, Grundfos Pompe Romania S.R.L.

Russia, Grundfos Istra LLC 

Russia, OOO DAB Pumps 

Russia, OOO Grundfos

Saudi Arabia, Grundfos Service Saudi Arabia

Serbia, Grundfos Serbia

Singapore, Grundfos (Singapore) Pte. Ltd.

Slovenia, Grundfos Slovenija

South Africa, Alldos (Pty) Ltd. 

South Africa, DWT Pumps, Motors and Electronics Ltd.

South Africa, Grundfos Pty. Ltd.

Spain, Bombas Grundfos España S.A.U. 

Spain, DAB Pumps Iberica S.L. 

Sweden, Grundfos AB 

Switzerland, Arnold AG

Switzerland, Biral AG 

Switzerland, Grundfos Holding AG

Switzerland, Grundfos Handels AG 

Switzerland, Grundfos Insurance Management AG

Switzerland, Grundfos Pumpen AG

Taiwan, Grundfos Handels AG, Taiwan Branch

Taiwan, Grundfos Pumps (Taiwan) Ltd.

Thailand, Grundfos (Thailand) Ltd.

Thailand, Grundfos Holding Co. Ltd.

Turkey, Grundfos Pompa Sanyi ve Ticaret Ltd. Sti.

Ukraine, TOV Grundfos Ukraine LLC

United Arab Emirates, Grundfos Gulf Distribution FZE WLL

United Arab Emirates, Isia International UAE

United Kingdom, DAB Pumps Ltd. 

United Kingdom, Grundfos Euro Pump Services Ltd.

United Kingdom, Grundfos Manufacturing Ltd. 

United Kingdom, Grundfos Pumps Ltd.

United Kingdom, Watermill Products Ltd.

USA, Enaqua

USA, Grundfos CBS Inc.

USA, Grundfos Innovation Holding Inc.

USA, Grundfos Pumps Corporation

USA, Grundfos Pumps Manufacturing Corporation

USA, Grundfos US Holding Corporation

USA, Peerless Pump Company

USA, Pumps America Inc.

USA, SFS Holding Inc.

USA, Yeomans Chicago Corporation

Vietnam, Grundfos Pump Vietnam

Ownership



Th
e 

na
m

e 
G

ru
nd

fo
s, 

th
e 

G
ru

nd
fo

s l
og

o,
 a

nd
 b

e 
th

in
k 

in
no

va
te

 a
re

 re
gi

st
er

ed
 tr

ad
em

ar
ks

 o
w

ne
d 

by
 G

ru
nd

fo
s H

ol
di

ng
 A

/S
 o

r G
ru

nd
fo

s A
/S

, D
en

m
ar

k.
 A

ll 
rig

ht
s r

es
er

ve
d 

w
or

ld
w

id
e.

20
14

 /
 5

01
86

Headquarters
DK-8850 Bjerringbro
Denmark

Tel.: +45 87 50 14 00
Email:
info@grundfos.com

CVR no.: 83 64 88 13

Further information:
www.grundfos.com



More sustainable than ever

S h a r e

26/05/2011

When looking back at Grundfos’ activities and results for 2010, sustainability is one of the keyword. We are especially proud of two results – our CO2
reductions and our employee program Grundfos Brings Water2Life. These results and much more are presented in the sustainability report 2010
Sustainability through partnerships.
Reductions in CO2
At Grundfos we have an ambition of never emitting more CO2 than we did in 2008. It has been a difficult challenge for us to live up to this high ambition in 2010 due to the greatest increase in production in Grundfos’ history. Despite this we managed a two percent reduction in our CO2 emissions, which is a great achievement.

Employee-driven project 
Another proud moment was 1 June 2010 - the day our employee programme Grundfos Brings Water2Life was launched. It is a global and employee-driven sustainability programme which combines Grundfos’ products with employee involvement to create access to water in a sustainable way for some of the world’s poorest people. 
The support and enthusiasm of employees have been overwhelming, and before the end of 2010 more than 54,000 euro was donated. The Grundfos Group contributes with a similar amount and with this enough money has been donated to finance four solarpowered LIFELINK water systems for small villages in Kenya.

If you want to read more about the report, please click here.
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New Perspectives in green Energy

S h a r e

13/05/2011

A broader range of solar driven pumps makes green solutions more attractive for more
People in remote villages without access to electricity have hitherto been particularly benefited by solar driven Grundfos pumps for domestic water supply and irrigation. With new and larger solar driven pump types in the pipeline, Grundfos will approach another kind of customers: Customers who are traditionally choosing pumps
driven by the mains system or by diesel, will get an environmentally friendly alternative in the shape of pumps driven by renewable energy.

CRFlex leading the way

The first step towards this goal has been taken, according to Product Manager, Geraldine Lin, with the launching of a CRFlex pump which, like the SQFlex, is driven by solar energy. Unlike the SQFlex it is not placed in a well, but instead placed above or on the bank of, for instance, a lake or a river.

- This means that we can now offer solar driven pumps for a number of new applications. We are even planning to present more and larger solar driven pumps in the near future – the first of which will be ready to be launched this autumn, said Ms Lin and continued:

- With this we shall be able to offer completely new alternatives to customers who may have access to the mains but prefer green products and maybe want to save money.

Low-cost solar energy

Another option may speed up the use of solar driven Grundfos pumps – an alternative to the solar panels sold by Grundfos so far. The new thin-film based solar panels produce electricity that is 40 percent cheaper – on the other hand they take up a little more space.

- Thin-film based solar panels have gained high enough quality to make them a real alternative and, combined with a wider range of solar driven pumps, we shall be able to meet the requests of new customer groups but we shall also be better at delivering systems with more pumps and all required equipment, said Ms Lin.
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Samsung C&T and Grundfos signing green cooperation agreement

S h a r e

13/10/2011

With a Danish and a South Korean signature on a new agreement, the world’s leading pump company and one of the world’s largest and leading
engineering and building companies started closer green cooperation.
The agreement means that both companies will extend the use of already existing technologies and, at the same time, initiate the development of new, sustainable and innovative solutions for modern building work.

- In both companies we have a long tradition of being innovative each within our fields. We want to strengthen this through common research and knowledge sharing to ensure we shall see completely new green solutions for modern building contributing to meeting the future environmental and energy challenges, said Carsten
Bjerg, Grundfos Group President.

The agreement will be in force for three years and it has great global perspectives for both Samsung C&T and Grundfos.
- Both Denmark and South Korea are countries for which a green agenda is essential. But with the agreement we are aiming even further, expecting that in the future we shall be able to offer completely new solutions on the global market. So, even if the agreement says nothing about Danish kroner or Korean WON, I expect
economy will be reflected in both the top and the bottom line, said Mr Bjerg.

The signing of the agreement took place in close connection with the Global Green Growth Forum, recently held in Copenhagen with participants from more than 200 public and private leaders. The main theme was how the public and private sector in cooperation may promote green growth in the future.
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South Korean state visit strengthens green dialogue

S h a r e

16/05/2011

The South Korean President, Lee Myung-bak, recently visited Denmark, meeting the Royal family, politicians and a wide range of representatives from
Danish business.
Among these was Group President, Carsten Bjerg who, on several occasions, got the opportunity to express opinions on the green agenda.

He also participated in the galla dinner hosted by the Royal family on Wednesday evening, on which occasion leaders from Danish business met with colleagues from South Korea to discuss a possible strengthening of interstate trade.

- South Korea is an important country for us with a turnover of&nbsp; several hundreds of million DKK. South Korea is a nation focusing on innovation and green growth. This is in line with our own ambitions and the spirit of our Innovation Intent. So I am looking forward to expanding our close relations, said Mr Bjerg, continuing to
say that Grundfos has been present in South Korea with its own sales company for more than 20 years, with a large amount of strong cooperation in that country.

Carsten Bjerg was one of the primary speakers at the business conference on Thursday, after which he had meetings with, among others, CEO, Yeon-Joo Yung from Samsung C&T Corporation. In addition he was one of the very few CEOs who met with the President for an event hosted by Crown Prince Frederik, at which Mr Bjerg
presented our South Korean activities.

- The state visit has helped strengthening the comprehension of the importance of a shared solution of the climate challenges. So I am very pleased with the strategic partnership established between Denmark and South Corea, for which I expect Grundfos will play an active part, said Mr Bjerg, explaining that Grundfos is one of the
largest Danish companies in South Korea.
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Super metal makes pumps green

S h a r e

29/03/2011

Neodymium is the name of a raw material that makes Grundfos pumps energy efficient.
"Green metals" or "rare soil types". It goes by many names. But, regardless of the name, it is 17 metals each with its own special characteristics. Raw material that will be in higher and higher demand worldwide in connection with the development of new green products and technologies.

One of the materials is Neodymium - a super metal that is an important contributor to Grundfos’ position in the front when it comes to the development of pumps with low energy consumption. The metal makes magnets stronger than other magnets and it is exactly this quality that is used for making the motors of Grundfos pumps
energy efficient.

Material with great potential
Peter Røpke, Group Executive Vice President, Research and Technology Development, tells us that Grundfos with great success uses Neodymium in the Grundfos Magna series of large circulator pumps ad other pumps.
- The material makes the magnets in the magnet motors of the pumps stronger and this is an important part of the reason why the pumps use 30 percent less energy than similar pumps with conventional motors.

Mr. Røpke sees great potential for Grundfos in the supermagnetic material.
- We shall continue to be in the front when it comes to reducing the energy consumption of pumps, and the use of super metals is one of the options we shall be using in the future, as we already have the required technology.

Strong partnership
The magnets for the energy efficient motors are produced by a method developed by Grundfos in co-operation with its subsidiary, Sintex, which possesses great expertise in the processes of the production of permanent magnet systems.

Sintex was established in 1997 with the purpose of making the innovative materials and processes developed at Grundfos, available outside the pumping industry. Today Sintex delivers solutions for a great variety of businesses, such as the foodstuff, electronics, pharmaceutical and car industries.
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Sustainable production is headline of the Grundfos Prize

S h a r e

21/09/2011

It is hard to tell the future. But we have to try. Companies that want success on the global market know this quite well.
Grundfos believes that sustainable production and environmental technology are prerequisites and opportunities of growth. We are now gathering interested students, researchers, business people, public servants and politicians for an inspiring dialogue about sustainable technologies as a prerequisite of growth.

The event will offer an opportunity to network and establish a basis of ideas, studies, research and business among a number of parties. A number of prominent figures will offer their views on the subject. These persons include former German Foreign Secretary and Vice Chancellor, Joschka Fischer, Huang Ming, Chairman of Himin
Solar Corporation Ltd, China, the world’s largest manufacturer of solar panels and solar heating units, Søren Hermansen, Manager of Samsø Energy Academy, initiator of green energy steps on Samsø, attracting great international attention, and Lars Kolind, Chairman of Grundfos Holding A/S, as well as Niels Due Jensen, Chairman
of the Poul Due Jensen Foundation, who will hand over the Grundfos Prize.

This prize was established by the Poul Due Jensen Foundation in 2001. Its purpose is to promote, acknowledge and support national and international research in innovative and foresighted solutions useful to the community within the engineering and scientific area. The prize is DKK 1 million.

If you would like to attend this event please apply by email to corpcom@grundfos.com
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Two CSR Awards for Grundfos

S h a r e

30/09/2011

Grundfos was the only company to win two of 12 awards during the CSR Foundation’s award ceremony at Alsion in Sønderborg, Denmark, on Thursday
29 September: An award for our CO2 reduction and one for our CSR communication.
The CSR CO2 Reduction Award, given to companies with concrete goals and reductions of the emission of carbon gas, was given to us for our decision to never emit more CO2 than in 2008, despite expected growth.

”Grundfos is busy exchanging old pumps and motors. Even though they say that there is still a lot to do, the company has a long-term goal of being CO2 neutral,” it said in the jury’s announcement.

Everybody made a contribution

In his speech of thanks, Group Exec. Vice Pres. Lars Aagaard said that the industry is part of the challenges of climate changes facing the world.

- But the industry is also part of the solution and a considerable part of this solution is energy reduction, he said and continued:

- In Grundfos we recognise our responsibility. Our ambition is never to emit more CO2 than we did in 2008, although we are planning economic growth. We have ”taken our own medicine” and have reduced energy consumption. This was only possible because everybody in Grundfos made a contribution. Everybody met the challenge
and so I would like to thank all Grundfos staff around the world. Thank you also for the award – we are going to use it as motivation for reducing our energy consumption even more. We shall continue to share our knowledge of how to obtain energy reduction with the rest of the world, said Mr Aagaard.

Karen Touborg, Department Head of Group Environment, said the award is very well well-merited.

- It is everybody’s achievement. It was not me or the Group Environment Department who chose the CO2 reduction – it is all Grundfos staff. It is amazing that we managed to reduce CO2 emissions in a year that also saw record in turnover, as we did in 2010. It was only possible because management clearly announced the
ambition, and because all staff accepted this, said Ms Touborg.

Award for communication

We received the Award for CSR Communication – for the most sustainable communicator in Denmark – for our decision to never emit more CO2 than in 2008 as well as our long-term goal of becoming CO2 neutral. This award was also given for our success in launching LIFELINK as well as our ability to ”eminently communicating
the process, even when the results were not perfect.”

Director of Sustainability, Pernille Blach Hansen, emphasised that the award is everybody’s achievement.

- We&nbsp; received it because everybody through the years has contributed to serious and honest communication about the entire CSR field. We don’t limit our selves to telling the good stories of our CO2 reduction and how we as an inclusive company take care of all staff, including those with special needs. We also talk openly
about the things that don’t go so well, in accordance with our value of being ”Open and trustworthy”, she said.
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24
Falck’s training centre at Teeside in the UK has opened a 
24-metre high tower for wind turbine training

Training

16
Falck now operates 16 medical clinics in Poland

Healthcare

1,800,000
As of the turn of the year 2011-2012, Falck served 1.8 million pri-
vate customers in its Assistance business in Denmark, Norway, 
Sweden, Finland and Estonia

Assistance

1,800
With more than 1,800 ambulances in 14 countries and fire-
fighting contracts in eight countries, Falck is both the largest 
international ambulance operator in the world and the larg-
est international fire service in the world

Emergency

Revenue by geographical area Revenue by business area

 Denmark, 53.6%

 Nordic region, 16.7%

 Europe, 11.9%

 North America, 10.5%

 South America, 5.9%

 Rest of the world, 1.4%

 Emergency, 53.6%

 Assistance, 26.4%

 Healthcare, 10.0%

 Training, 10.0%
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Key figures and financial ratios

The Group focuses on a number of key figures and ratios which are not all derived directly from the income statement, cash flow statement and balance sheet.  
Theese key figures and ratios are shown below.

KEY FIGURES        DKK million  2007 2008 2009 2010 2011

Income statement
Revenue   6,271 7,066 7,529 8,367 10,193
Operating profit before amortisation, depreciation and impairment,  
costs from business combinations and exceptional items (EBITDA)  815 842 989 1,119 1,306
Operating profit before costs and amortisation from business combinations  
and exceptional items (EBITA)  570 587 721 839 980

Profit before financials  578 574 702 763 973
Financials etc.  -176 -201 -114 -122 -273

Profit before tax  402 373 588 641 700
Income taxes  -91 -98 -171 -183 -184

Profit for the year  311 275 417 458 516
Amortisation of intangible assets and costs from business combinations  9 13 19 50 89
Exceptional items  -17 - - 26 -82
Debt restructuring costs  - - - - 73
Tax on normalisation  4 -2 -4 -7 -35

Normalised profit after tax  307 286 432 527 561

Cash flow statement      
EBITA    570 587 721 839 980
Amortisation, depreciation and impairment  245 255 268 280 326

EBITDA   815 842 989 1,119 1,306
Change in working capital including operating provisions  -31 6 379 -113 -82
Investments in intangible assets and property, plant and equipment  -257 -295 -336 -401 -363
Sales of non-current assets  21 13 64 237 37

Free cash flow  548 566 1,096 842 898
Free cash flow after exceptional items, interest and tax  236 300 801 478 513
Investments in acquisitions  -59 -460 -73 -720 -565
Dividends paid, repayments, and changes in interest-bearing debt  -99 258 -528 166 298

Change in cash and cash equivalents  78 98 200 -76 246

Balance sheet      
Current assets excluding cash and cash equivalents, etc.  754 813 1,020 1,464 1,590
Liabilities excluding credit institutions, income taxes, etc.  -1,706 -1,766 -2,365 -2,612 -2,811
Operating provisions  -74 -75 -68 -85 -54
Non-current assets excluding goodwill  1,562 1,635 1,690 1,665 1,747

Net operating assets excluding goodwill  536 607 277 432 472
Goodwill   3,594 3,897 4,075 4,711 5,302
Intangible assets from acquisitions  28 93 81 261 345
Income taxes   -15 -24 -22 -40 -51

Net operating assets including goodwill  4,143 4,573 4,411 5,364 6,068

Total equity  834 908 1,407 1,788 2,094
Net interest-bearing debt  3,139 3,377 2,577 2,949 3,259
Provisions for deferred tax  102 63 93 205 206
Non-operating assets and liabilities  68 225 334 422 509

Financing  4,143 4,573 4,411 5,364 6,068

KEY RATIOS      

Income statement      
Revenue growth % 16.5 12.7 6.6 11.1 21.8
Organic growth  % 7.3 9.3 4.3 5.1 3.6
EBITA margin % 9.1 8.3 9.6 10.0 9.6
Effective tax rate, normalised for change in tax rate in 2007 % 26.4 26.3 29.0 28.6 26.2
Earnings per share (EPS) DKK 3.2 2.9 4.4 4.8 5.4
Diluted earnings per share (DEPS) DKK 3.1 2.7 4.3 4.6 5.3

Cash flow statement      
Cash conversion rate % 96.1 96.4 152.0 100.4 91.6
Net capital investments less depreciation  DKKm -9 27 -8 -120 -
Cash flow from operating activities DKKm 449 575 1,063 546 681

Balance sheet      
Total assets  DKKm 6,355 6,979 7,635 9,089 10,293

Equity ratio % 13.1 13.0 18.4 19.7 20.3
Return on equity  % 60.1 32.6 36.0 28.9 29.7
Return on equity excluding exceptional items % 57.1 32.6 36.0 30.6 24.8
Net interest-bearing debt to EBITDA, normalised Factor 3.85 3.76 2.64 2.48 2.47

Other financial ratios      
Number of employees at year-end Number 15,083 16,044 16,457 19,174 25,262

In the Group, cash flows are divided into free cash flow, investments in acquisitions and dividends paid, repayments and change in interest-bearing debt. In the free cash flow, 
investment in intangible assets and property, plant and equipment is deducted as the Group invests in vehicles, infrastructure and similar assets as part of ordinary operations. 
Thus, the free cash flow reflects the amount available for acquisitions, and repayments on debt.

Earnings and diluted earnings per share have been calculated in accordance with IAS 33 (note 14). For definitions of ratios, see page 115.
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Revenue growth
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 EBITA margin    Operating profit before costs and amortisation from 
business activities and exceptional items (EBITA)

Operating assets and liabilities
DKK million

2,800

2,400

2,000

1,600

1,200

800

400

0

 2007 2008 2009 2010 2011

 Operating assets   Operating liabilities

Revenue, EBITA, operating margin and organic growth by business area

DKK million  Revenue  EBITA  Operating margin (%)

        Organic  
  2011 2010 2011 2010 2011 2010 growth

  
Emergency  6,385  4,834  435  329  6.8  6.8  4.6 
Assistance  2,693  2,470  335  269  12.4  10.9  6.2 
Healthcare  1,112  1,196  82  75  7.4  6.3  (8.6)
Training  1,019  958  128  142  12.6  14.8  6.9 
Other     24    
Elimination  (1,016) (1,091)
Falck Group  10,193  8,367  980  839  9.6  10.0  3.6 
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Management review

On the way to becoming a worldwide operator

In 2011, we came substantially closer to one of our goals:  
To become a worldwide organisation that works to prevent 
 accidents, diseases and emergency situations; that rescues  
and assists people in an emergency quickly and competently; 
and that rehabilitates people after illness and injury. 

The Falck Group’s ownership structure was also settled in 
2011, and the owners are now Lundbeck Foundation, KIRKBI, 
the Executive Management Board, ATP, Folksam and PFA. With 
these shareholders, we expect to continue our international 
expansion and maintain our strong position in the Nordic 
region. We seek to achieve this using our many years of experi-
ence, mainly from Denmark, to develop new services and by 
exporting existing service concepts which we adapt to local 
conditions. Falck thus contributes to increasing the quality and 
efficiency of the services we provide to the public authorities, 
companies and the local population.

Over the course of the year, we consolidated our position in a 
number of important fields in all our business areas. 

We purchased the leading ambulance and medical services 
company in South America, with 750,000 subscribers and 
activities in six countries. We also acquired a significant US am-
bulance company that provides assistance to people in distress 
in seven states on the US East Coast, so that we now have a 
presence on both the east and west coast of the United States. 
In Europe, we set up ambulance operations in Germany and 
won a number of ambulance contracts, e.g. in Poland, where 
the number of Falck ambulances more than doubled to 84. 

In the Assistance business, we signed a contract to provide 
roadside assistance to the customers of Norway’s largest 
insurance company. We also won a contract to supply an envi-
ronmentally friendly fleet management system to the largest 
bus company in Norway. Moreover, 30,000 Nordic travellers 
received assistance from Falck TravelCare, including referrals 
to clinics, hospitalisation and repatriation from a number of 
holiday destinations.

In the Healthcare business, Falck Healthcare acquired the 
second-largest private provider of healthcare solutions in 
 Denmark.

Never before has Falck provided safety training to so many em-
ployees in the off-shore industry: 204,000 people attended our 
courses in 2011 to learn how to handle themselves and their 
colleagues in difficult and hazardous situations. We opened yet 
another training centre, this time in Azerbaijan, which means 
we now operate 36 training centres in 15 countries on five 
continents.

This higher activity level pushed our revenue up by 21.8% 
to DKK 10.2 billion. The organic growth rate was 3.6%. Our 
growth was also reflected in the growth in our operating 
 profit, which rose 16.8% to DKK 980 million. 

Financially, 2011 was a good year for Falck. But at Falck, busi-
ness is not just about financial performance. Falck is rooted in 
the services provided for 105 years by generation after genera-
tion of dedicated employees whose prime task was to respond 
when an accident occurred. They are the people who have 
created – and continue to  develop – the excellent reputation 
Falck enjoys today. 

The employees have been and always will be the core and the 
driving power of Falck. Our physicians, rescue officers, fire-
men, physiotherapists, psychologists, instructors  –  all of our 
employees, are the hallmark of our organisation, whether they 
help fight a fire, get the car running, take care of sore joints, 
teach people how to look after themselves in hazardous situa-
tions or otherwise help and create peace of mind for people in 
more and more parts of the world.
 
It is our duty to honour the Falck heritage – not just out of re-
spect for the people who have worked to bring Falck to where 
it is today, but also because coming generations will carry the 
organisation forward, ensuring that Falck will work for citizens, 
businesses and authorities in the communities we serve – also 
in the years to come.

Lars Nørby Johansen Allan Søgaard Larsen
Chairman  President and CEO



Highlights of the year

March

US ambulance services provider acquired
Falck executed the agreement signed on 1 January 2011 to 
purchase US-based ambulance company LifeStar. The company 
operates 440 ambulances and other rescue vehicles in seven 
states on the US East Coast. Falck already operates ambulances 
in California and is now the third-largest ambulance company in 
the United States.

Polish medical clinics acquired
In the same month, Falck acquired a controlling interest in 
Starowka, a company which operates four medical clinics with 
general practitioners, specialists and out-patient treatment in 
Warsaw and central Poland. This raised the number of medical 
clinics in Poland operated by Falck to 16.

Acquired the leading ambulance and  
medical services company in South America 
Falck now holds 63.1% of the parent company of Colombia-
based Grupo EMI, the leading provider of ambulance and medi-
cal services in South America. The company has 3,135 employ-
ees and offers a broad range of rescue services and products to 
people in Colombia, Uruguay, Venezuela, Ecuador, Panama and 
El Salvador.

June

Signed fleet management contracts
Falck signed a large framework agreement with Norway’s larg-
est bus company to supply a fleet management system that 
increases safety, protects the environment and saves fuel. The 
system – Falck Sirius Eco Drive – makes it easier for drivers to 
optimise their individual driving behaviour.

May

Acquired HealthCare Danmark 
Falck strengthened its position as the largest private provider of 
healthcare solutions by purchasing the second-largest operator 
in the field, HealthCare Danmark. With this acquisition, Falck 
expanded its network of healthcare clinics and has grown even 
stronger in its ability to prevent illness and strain. HealthCare 
Danmark provides healthcare schemes for 130,000 employees 
in public and private companies. 
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July

New ownership in place 
The new ownership of Falck – consisting of the Lund beck Foun-
dation, KIRKBI, the Executive Management Board, ATP, Folksam 
and PFA – was finally in place, having received the approval of 
the competition authorities. The Lundbeck Foundation and 
KIRKBI hold 57% and 20% of Falck respectively. The Lundbeck 
Foundation is a commercial foundation that provides subsidies 
for scientific purposes in the biomedical and natural sciences, 
and KIRKBI is owned by the family behind the world-famous 
LEGO bricks, the Kirk Kristiansen family. 

Won ambulance contract in Poland 
In a number of tenders, Falck won contracts for an additional 
28 ambulances, bringing the total number of ambulances oper-
ated in Poland to 66.

September

Now also in Azerbaijan 
Falck acquired 65% of Caspian Safe, a company that runs a 
centre for safety training of off-shore employees at Baku, Azer-
baijan. As a result, Falck is now also making its competencies 
available to oil and gas companies operating in and around the 
Caspian Sea.

November

Ambulances in Germany 
Falck acquired German ambulance company Krankentransport 
Herzig, which provides ambulance services in Hamm, North 
Rhine-Westphalia, with close to 100 employees and 20 vehicles. 
This is the first time since the 1980s that Falck is operating am-
bulance services in Germany. Through this company, Falck will 
likely participate in coming tender rounds for ambulance and 
patient transport contracts in Germany.

December

Won ambulance contract in Poland 
Falck will be operating even more ambulances in Poland after 
winning a number of additional contracts in the Lodz region: a 
total of 29 ambulances (18 of which are new) and a rescue boat. 
Falck won a number of other Polish contracts during the year and 
now manages a total of 84 ambulances and two rescue boats.
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Assistance

Falck’s Assistance services are concentrated in four Nordic 
countries (Denmark, Finland, Norway and Sweden). The 
services provide the citizens with the greatest possible se-
curity and peace of mind, either by preventing accidents or 
by providing fast and competent assistance when accidents 
occur. Assistance services are often subscription-based and 
especially provide help to subscribers with their cars and 
homes. As an example, Falck helps members whose car has 
broken down: in most cases, Falck staff can repair the car 
on the spot. Falck helps homeowners with everything from 
water in the basement to snow on the roof.

Emergency

Falck is the largest international ambulance service provider 
in the world. Falck provides ambulance services to the peo-
ple of 14 countries in Europe and North and South America 
in close collaboration with the authorities. Falck operates 
more than 1,800 ambulances. 
Falck is also the world’s largest international fire-fighting 
operator, with activities in eight different countries. In Den-
mark, Falck provides fire-fighting services for two-thirds of 
the country’s municipalities. In the other countries, Falck 
is active in industrial fire services, fire training and fire ser-
vices consulting for both public and industrial customers

Healthcare

An important part of Falck Healthcare’s efforts consists of 
preventing illness, stress and attrition. The goal is to en-
sure that each individual has a better, longer and healthier 
worklife. This also means greater job satisfaction at the 
workplace, as well as lower costs related to illness, lower 
public-sector costs for social security and lower costs for in-
surance companies saving money on claims resulting from a 
reduction in or loss of working capacity, for example.

Training

Falck provides rescue and safety courses and other safety 
ser vices in 15 countries on five continents. This happens at 
28 training centres aimed at the offshore industry and the 
maritime sector, but the chemical industry, the aviation 
industry and the armed forces in Denmark and Sweden also 
make use of Falck’s facilities and services. In addition, Falck 
has eight land-based training centres in the Netherlands. 
At all these centres, people are instructed in safe behaviour 
in order to avoid accidents in the workplace, and they are 
taught how to react correctly – also under extreme condi-
tions – if accidents do occur. 



Business areas  
and their performance



Per Riber Jacobsen, age 42,  
paramedic,
helping a patient on board the Falck DRF Danish-
German medical helicopter together with a German 
colleague.



Emergency

Falck is the world’s largest international 
ambulance operator and also the world’s 
largest fire service provider

1,200 Some 1,200 missions are operated from the base each year 
The helicopter is on standby and ready for response in about 
two minutes during daytime. 



Emergency

•	Established	ambulance	operations	in	six	countries	in	 
South America

•	Expanded	ambulance	operations	in	the	United	States

•	Doubled	the	number	of	ambulances	operated	in	Poland

•	Began	operations	of	more	industrial	fire	services	in	Europe

Falck is also the world’s largest international fire-fighting opera-
tor, with activities in eight different countries. In Denmark, Falck 
provides fire-fighting and fire-prevention services for two-thirds 
of the country’s municipalities. In the other countries, Falck is 
active in industrial fire services, fire training and fire services 
consulting for both public and industrial customers. 

In South America, Falck acquired a 63.1% stake in Grupo EMI, 
the leading provider of ambulance and medical services in Cen-
tral and South America, with operations in Colombia, Uruguay, 
Venezuela, Ecuador, Panama and El Salvador. The company 
has 3,135 employees and operates 270 ambulances and other 
vehicles and has a large network of family doctors and medical 
clinics.

Falck’s Emergency activities in 2011 saw significant 
international expansion and a number of new 
contracts. This contributed to a 32.1% increase  
in revenue from the Emergency business, from 
DKK 4,834 million to DKK 6,385 million

In 14  
countries
Falck is the largest international ambulance service provider in 
the world. Falck provides ambulance services to the people in 
14 countries in Europe and North and South America.

Falck is the largest international ambulance service provider in 
the world. Falck provides ambulance services to the people in 
14 countries in Europe and North and South America in close 
collaboration with the authorities. Falck operates more than 
1,800 ambulances with ambulance officers, nurses and/or doc-
tors treating more than two million sick or injured people every 
year. In addition, Falck also helps handle many other pre-hospi-
tal services such as the operation of doctors’ emergency cars, 
emergency response vehicles and emergency helicopters.
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EMI’s activities are based on subscriptions held by private 
households and businesses: each of the over 750,000 subscrib-
ers can call an ambulance or a doctor at any time of day or 
night or receive advice on disease and health over the phone.

Since the EMI acquisition this spring, this new Falck company 
has so far purchased another ambulance company in Colombia 
and also achieved organic growth.

In Brazil, Emergency activities to public-sector customers did 
not grow as expected. It was therefore decided to divest the 

activities and focus solely on the private and business market 
going forward.

In the United States, Falck acquired LifeStar shortly after the 
turn of the year. LifeStar operates 440 ambulances and other 
vehicles on the US East Coast. During the course of the year, 
Falck acquired – through LifeStar – another small ambulance 
company and won a number of new contracts, including one 
involving running ambulance services in Florida.

New contracts were also won in California, where Falck provides 
ambulance services through its subsidiary Care Ambulance Ser-
vice, including the contract for ambulance services for the City 
of Orange. 

Revenue
DKK million
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DKK million 2011 2010

Emergency  
Revenue 6,385 4,834
Revenue growth 32.1% 13.2%
Organic growth 4.6% 7.6%
EBITA 435 329
EBITA margin (%) 6.8% 6.8%

32.1%
Revenue from the Emergency business rose 32.1%, from DKK 
4,834 million to DKK 6,385 million.
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In Poland, Falck won tender contracts in six regions and will 
operate 84 ambulances going forward – up from 38 in 2010 – 
and two ambulance boats. Of these ambulances, Falck began 
operating 28 in 2011 and 18 on 1 January 2012. Moreover, Falck 
was appointed ambulance services operator for three stadiums 
where the European Football Championship will be held in the 
summer of 2012.

In Slovakia, growth was mainly in fire services, with two new 
five-year contracts in 2011. 

In Spain, the upward trend in the fire business continued in 
2011, and a number of new contracts were signed during the 
year, which contributed to the growth. Moreover, a number of 
additional services were provided under several existing con-
tracts, in connection with maintenance of the facilities covered 
by the contracts.

In Sweden, revenue grew due to a high level of activity under 
the existing ambulance contracts and new contracts for fire 
services at the Forsmark nuclear power plant and the airports 
at Arlanda and Sätenäs. In addition, Falck won a contract for fire 
services and roadside assistance in connection with traffic acci-
dents in Stockholm, the capital of Sweden, expanded the scope 

In addition to the acquisitive growth, organic 
growth of 4.6% was generated, mainly from 
operations outside Denmark

With the acquisition of Krankentransport Herzig, based in 
Hamm, Germany, Falck also obtained a foothold as an ambu-
lance operator in Germany, with 20 ambulances so far.

In early 2012, Falck and its Spanish partner, Grupo Dominguis, 
acquired a 75% stake in VL, an ambulance company based in 
Catalonia in eastern Spain that operates 70 ambulances and 
similar vehicles.

In addition to the acquisitive growth, organic growth of 4.6% 
was generated, mainly from operations outside Denmark, 
which generated 9.3% organic growth. Organic growth was par-
ticularly strong in Poland, Slovakia, Spain and Sweden.

2/3
Falck provides fire-fighting and fire-prevention services for two-
thirds of the municipalities in Denmark.
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of the ambulance contracts in Stockholm and won a contract 
for operating the home visiting GP service in the Scania region.

In Denmark, Falck provides ambulance and emergency helicop-
ter services for about 85% of the population and supports the 
efforts to lift the quality of pre-hospital services. New services 
include direct ambulance-to-hospital video transmission which 
enables the hospital doctor to advise the ambulance officer and 
prepare for the correct treatment of patients when they reach 
the hospital. Moreover, the proportion of ambulance staff that 
are also paramedics – highly trained ambulance officers – rose 
substantially in 2011.

Falck also provides fire-fighting services for 63 of the 98 munici-
palities in Denmark. The number of responses to fire incidents 
during the year was 13,754, down from 14,502 in 2010.

Moreover, Falck uses the latest technology in its fire-fighting ser-
vices to improve quality, not least in its endeavour to document 
response times, performance and special areas of focus.

A statement by the Danish Emergency Management Agency 
shows that the ten municipalities in Denmark with the short-
est response times all use Falck as their provider of fire-fighting 
services.

Operating profit from the Emergency business was DKK 435 
million in 2011, up from DKK 329 million in 2010; this corre-
sponds to 32.2% growth, which was primarily related to acquisi-
tions. To a greater extent than in 2010, earnings in 2011 were 
affected by investments in future growth, including significant 
costs incurred from involvement in the tender process in Poland 
and an expansion of the Group’s support functions relating to 
international emergency activities. 

Falck operates more than 1,800 ambulances with 
ambulance officers, nurses and/or doctors treating 
more than two million sick or injured people every 
year

Top 10 The ten municipalities in Denmark with the shortest response times all use Falck 
as their provider of fire-fighting services.
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In Norway, the number of roadside responses 
increased after Falck signed a contract to 
provide roadside assistance to the customers 
of Norway’s largest insurance company. The 
agreement covers approximately 700,000 
vehicles

30,000 Falck Travelcare provided 30,000 responses of assistance to 
travellers outside the Nordic region in 2011 – 8,000 more 
than in 2010.

Assistance



Per Martin Garsjø, age 52, 
assistance rescue officer,
provides assistance to a car owner near Oslo, 
Norway. Falck has provided roadside assis-
tance to car owners in Norway since 1949.



Assistance

•	A	contract	for	roadside	assistance	signed	with	the	largest	
insurance company in Norway

•	Significant	increase	in	sales	of	alarms

•	30,000	travellers	outside	the	Nordic	region	assisted

•	1,380,000	responses	in	2011

By the end of the year, Falck had 1.8 million subscribers of Assis-
tance services, of whom close to 100,000 were served through 
public institutions and private-sector companies. The total num-
ber of responses provided by Falck in 2010 was 1,380,000.

Revenue improved from DKK 2,470 million in 2010 to DKK 2,693 
million in 2011. Organic growth accounted for 6.2% of this up-
ward trend, which was primarily the result of continuing growth 
in the roadside assistance portfolio and in travel assistance. 

During the first months of the year, the Nordic region was hit 
by huge amounts of snow and long spells of severe frost. This 
meant that many Falck members needed assistance from Falck 
to start their cars, repair them or pull them out of the snow. 
Summer brought a widespread cloudburst and a number of 
very heavy rainfalls, which caused members to again rely heav-
ily on Falck to make temporary home repairs, recover equip-
ment and dehumidify water-damaged rooms.

In Norway, Finland and, to some extent, Sweden as well, the 
severe winter weather generated increased revenue as Falck’s ser-
vices are mainly provided on a pay-per-use basis in these countries. 

In Norway, the number of roadside responses increased after 
Falck signed a contract to provide roadside assistance to the 
customers of Norway’s largest insurance company. The agree-
ment covers approximately 700,000 vehicles.

Assistance provides customers with security and 
peace of mind through advice, prevention and help 

1,380,000 
Falck provided 1,380,000 assistance responses in 2011 to 
members in Denmark, Norway, Sweden, Finland and Estonia.

Falck’s Assistance services are concentrated in four Nordic coun-
tries (Denmark, Finland, Norway and Sweden). The services pro-
vide the citizens with the greatest possible security and peace 
of mind, either by preventing accidents or by providing fast and 
competent assistance when accidents occur. 

Assistance services are often subscription-based and especially 
provide help to subscribers with their cars and homes. As an 
example, Falck helps members whose car has broken down or 
if they are involved in an accident: in most cases, Falck staff can 
repair the car on the spot. Falck helps homeowners with every-
thing from water in the basement to snow on the roof.

Also, both private companies and public authorities can make 
use of Assistance services in situations involving buildings, 
health, travel and more. 
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Falck also signed an agreement with the largest bus company 
in Norway to deliver the Sirius Eco Drive fleet management sys-
tem, which helps increase safety, protect the environment and 
save fuel. 

Many people in Denmark and Sweden travelled abroad in 2011, 
boosting the level of activity at Falck TravelCare, which provided 
assistance to almost 30,000 travellers from the Nordic region 
with referrals to clinics, hospitalisation and repatriation from a 
number of popular holiday destinations outside the Nordic re-
gion. The number of assistance responses increased by around 
8,000 year on year, partly because of new contracts with two of 
the largest insurance companies in Denmark.

More and more people are installing a Falck Alarm in their 
home. During the last quarter of 2011, sales of alarms rose by 
65% from the prior-year period. As a result of this growth, Falck 
opened its own control centre with a new IT platform; previ-
ously, this service was outsourced. Also in Sweden, the recently 
started alarm sales showed good growth.

In Denmark, Falck launched a new service in May called 
 BoligRedning (‘home rescue’) that combines traditional emer-
gency assistance with services such as temporary repairs after 
wind storms and burglaries, including tree felling, removal of 
snow from roofs, and a telephone advice line where subscribers 
can call and ask about all sorts of problems they may have with 
their home.

In 2011, Falck introduced an application for smartphones which 
tells exactly where a roadside assistance subscriber is located so 
that help can be provided quickly. The application also shows 
the subscriber where the Falck rescue vehicle is on a map so 
that the subscriber can see when it will arrive. 

Operating profit from the Assistance business was DKK 335 
million in 2011 versus DKK 269 million in 2010, corresponding 
to 24.5% growth. Earnings in 2011 were affected by the severe 
winter in early 2011, when many Falck rescue officers and dis-
patch centre staff worked round the clock to help customers in 
distress. As most of the members in Denmark – and to some 
extent in Sweden as well – have subscriptions that allow them 
to draw on Falck services whenever needed, there was no com-
pensation for the winter costs in the form of a corresponding 
increase in revenue. In addition to the increase in revenue, the 
year-on-year growth was attributable to the fact that the winter 
of 2010 was even more severe than 2011, with huge amounts 
of snow and severe frost both at the beginning and end of 2010.

Revenue
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DKK million 2011 2010

Assistance  
Revenue 2,693 2,470
Revenue growth 9.0% 13.1%
Organic growth 6.2% 8.0%
EBITA 335 269
EBITA margin (%) 12.4% 10.9%
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Healthcare

The goal is to ensure that each individual has a 
better, longer and healthier worklife. This also 
means greater job sitisfaction at the workplace, 
as well as lower costs related to illness

1,600,000 Falck covers 1.6 million people in Denmark with 
healthcare schemes.



Zuzana Rohutná, age 33, 
physiotherapist, 
helps a pregnant woman with antenatal exercis-
es at one of Falck Healthcare’s clinics. The exer-
cises strengthen the woman’s arm and shoulder 
muscles and helps her breathe correctly.



Healthcare

•	Expanded	position	in	Poland	and	now	operates	more	 
than	16	medical	clinics

•	Acquired	Denmark’s	second-largest	provider	of	 
healthcare solutions

•	Won	two	significant	contracts	for	interdisciplinary	
	treatment	in	Sweden

•	Cut	costs	for	sickness	benefits	administration	by	DKK	75	
million	under	a	multiple-year	collaboration	with	six	Danish	
municipalities.

Revenue from the Healthcare business dropped from DKK 
1,196 million in 2010 to DKK 1,112 million in 2011, mainly as 
a result of falling revenue in Denmark and termination of con-
tracts for clinics in the United Arab Emirates at the end of 2010.

The decline in revenue in Denmark was attributable to a con-
tinued downward trend in the market for temporary healthcare 
staff and a change in the mix of assistive aids contracts, with 
municipalities increasingly buying the aid equipment directly 
and Falck only handling it.

Falck Hjælpemidler (assistive aids) won two additional contracts 
and is now operating assistive aid depots for 12 Danish munici-
palities.

Falck won a major contract for providing healthcare assistance 
to the Municipality of Copenhagen, in spite of the fact that the 
Danish temporary healthcare staff sector was affected by the 
generally sluggish job market in Denmark and the efforts by the 
Danish regional authorities to reduce the use of external temp 
staff.

Falck Healthcare is Denmark’s largest private 
provider of healthcare services. Falck helps keep 
people healthy, also by helping them design 
healthy workspaces

770,000
Falck has signed agreements with two Swedish insurance 
companies and now provides Healthcare services to 770,000 
people in Sweden, up from 260,000 in 2010.

An important part of Falck Healthcare’s efforts consists of pre-
venting illness, stress and attrition. The goal is to ensure that 
each individual has a better, longer and healthier worklife. This 
also means greater job satisfaction at the workplace, as well as 
lower costs related to illness, lower public-sector costs for social 
security, lower costs for insurance companies saving money on 
claims resulting from a reduction in or loss of working capacity, 
for example.

22 Falck Annual Report 2011 | Management review



Falck acquired 75% of Starowka, a company that owns four 
medical clinics in and around the Polish capital of Warsaw, thus 
boosting Falck’s position as a nationwide supplier to the Polish 
National Health Fund. Falck now operates a total of 16 medical 
clinics in Poland.

A significant share of Falck’s healthcare activities are centred 
around interdisciplinary treatment involving physiotherapists, 
chiropractors, massage therapists and reflexologists working 
together to treat clients. 

In 2011, Falck acquired Healthcare Danmark, the second-largest 
provider of private-sector healthcare solutions in Denmark, 
which handles interdisciplinary healthcare schemes for 130,000 
public- and private-sector employees. 

Falck now covers 1.6 million people in Denmark with healthcare 
schemes, has contracts with 8,900 public-sector and private-
sector organisations and includes 212 healthcare clinics in its 
network of therapists and other healthcare professionals.

Falck also saw substantial growth in the healthcare field in Swe-
den, where sizeable contracts were signed with two insurance 
companies at the end of 2011. Falck Healthcare now covers 
770,000 people in Sweden, up from 260,000 in 2010.

In Norway, Falck signed healthcare scheme agreements with an 
additional 25 companies in the Oslo area and provided roughly 
8,000 treatments. 

Falck Jobservice provides support to job centres in Danish mu-
nicipalities in their efforts to help people on sick leave return 
to work or otherwise quickly clarify their situation and thus 
shorten the period of uncertainty regarding their future. Under 
this multi-year collaboration, Falck Jobservice has now assisted 
in more than 60,000 sickness-benefit cases and reduced sick-
ness benefit costs by 75 million from 2009 to 2010 in the six 
municipalities in the collaboration. In 2011, Falck Jobservice had 
contracts with seven Danish municipalities, up from six in 2010.

In spite of the fall in revenue, operating profit rose from DKK 75 
million to DKK 82 million. This growth was primarily the result 
of cost efficiencies. 

Revenue
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DKK million 2011 2010

Healthcare  
Revenue 1,112 1,196
Revenue growth -7.0% 5.0%
Organic growth -8.6% -4.2%
EBITA 82 75
EBITA margin (%) 7.4% 6.3%
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Thangaveloo Kanapathy, age 52, 
instructor
teaches his colleagues fire fighting at the Falck 
Training centre in Johor Bahru, Malaysia.

Training



Falck operates training activities in all important 
geographies for deep-sea oil and gas exploration

240,000 Falck Training had 240,000 course attendees in 2011 
– up from 219,000 in 2010.



Training

•	Trained	240,000	course	participants,	up	from	219,000	 
in 2010

•	Opened	a	new	training	centre	targeting	the	wind	 
turbine	industry.

•	Acquired	a	training	centre	in	Azerbaijan

•	Certified	eight	training	centres	to	the	ISO	18000	standard	

In spite of growing competition, primarily in Europe, Falck Train-
ing successfully consolidated its position in 2011 as the world’s 
leading provider of rescue and safety courses for employees in 
the offshore industry. Revenue grew from DKK 958 million in 
2010 to DKK 1,019 million; organic growth accounted for 6.9% 
of this increase. 

The greatest progress in rescue and safety training was 
achieved in Brazil, Nigeria and Norway. In addition, growth 
continued in the recently established activities in Thailand, 
 Singapore and Vietnam. Falck’s training centre in the United 
Arab Emirates also saw growth in 2011, but not sufficiently to 
warrant such a large centre. As a result, the centre will most 
likely be replaced by a smaller centre sometime in 2012.

In the offshore field, Falck trained 204,000 people in 2011 at its 
28 specialised training centres, up from 183,000 in 2010. It was 
particularly good news that a number of world-wide contracts 
were signed with key customers. 

Market trends were favourably affected by the high price of oil 
and by extensive deep-water exploration activities off the coasts 
of Brazil and West Africa. 

Falck’s training competencies are based on more 
than 100 years of experience in rescue services, 
and Falck is the leading service provider in this field

36
Falck has 36 training centres in 15 countries  
on five continents.

Falck provides rescue and safety courses and other safety servic-
es in 15 countries on five continents. This happens at 28 train-
ing centres aimed at the offshore industry and the maritime 
sector, but the chemical industry, the aviation industry and the 
armed forces in Denmark and Sweden also make use of Falck’s 
facilities and services. In addition, Falck has eight land-based 
training centres in the Netherlands.

At all these centres, people are instructed in safe behaviour in 
order to avoid accidents in the workplace, and they are taught 
how to react correctly – also under extreme conditions – if 
 accidents do occur. 
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In Norway, Falck Training has successfully increased revenue by 
8% since 2010 in spite of strong competition, mainly because 
customers see the value of safety courses of a high quality.

Falck generally saw substantial growth in the field of manage-
ment of major emergencies, where the training provided is 
based on a number of realistic scenarios. 

Falck opened a new training centre at Bremerhaven, Germany, 
specially designed for safety training of employees in the wind 
turbine industry. In addition, a 24-metre-high tower for wind 
turbine training was built at Falck’s training centre at Teeside in 
the United Kingdom. 

Falck now also offers its courses to the oil and gas industry in 
and around the Caspian Sea, as Falck has acquired a majority 
interest in Caspian Safe, a company that operates a training cen-
tre at Baku in Azerbaijan. This has given Falck a presence with 
training activities in all important geographies for deep-sea oil 
and gas exploration.

In 2011, Falck continued its endeavours to create a standardised 
high level of quality within safety and rescue operations in the 
offshore industry. This was partly done by constantly contribut-
ing to the development of new training methods and technolo-
gies. Also in 2011, eight Falck training centres were certified to 
the ISO 18000 standard.

At three training centres – in Malaysia and the United Kingdom 
– Falck now offers health checks to course attendees before 
they leave for their offshore jobs. Close to 10,000 attendees 
availed themselves of this opportunity in 2011.

A total of 36,000 people took courses at Falck’s fire-training 
centres, roughly the same number as in 2010. One-third of 
them were professional firemen taking advanced fire-fighting 
courses involving use of the latest technology. 

The total number of course attendees at all the 36 Falck training 
centres was 240,000, which was 21,000 more than in 2010.

Despite the year-on-year growth in revenue, operating profit 
dropped from DKK 142 million to DKK 128 million, mainly 
caused by one-off items in 2010 and a provision taken in 2011 
for closing down the centre in the United Arab Emirates. 

Revenue
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DKK million 2011 2010

Training  
Revenue 1,019 958
Revenue growth 6.4% 4.0%
Organic growth 6.9% -1.5%
EBITA 128 142
EBITA margin (%) 12.6% 14.8%
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Corporate social responsibility

At Falck, corporate social responsibility is at the very heart 
of our business and thus deeply integrated into our business 
models and operations. Falck’s mission is to prevent accidents, 
diseases and emergency situations, to rescue and assist people 
in emergencies quickly and competently and to rehabilitate 
people after illness and injury. It naturally follows that we 
contribute substantially to the development of the social and 
healthcare infrastructure of the societies our organisation is a 
part of.

Falck’s approach is to raise the social and healthcare bar with 
the resources available. Moreover, we collaborate with autho-
rities, professionals, business partners and other stakeholders 
in an endeavour to improve quality and efficiency and invest 
in training of employees and the development of technology. 
This raises the level of health, safety and security in these local 
communities while also contributing to our business opportu-
nities.

The Falck Code of Conduct

As a minimum, all business entities must comply with applicable legal requirements and the code of conduct defined for  
the Falck Group.

The Falck Code of Conduct is based on the principles of the United Nations Global Compact, which cover the following areas:

Human rights

The company should

•		support	and	respect	the	protection	of	internationally	
proclaimed human rights within the area in which it 
 operates and has influence. 

•		make	sure	that	it	is	not	complicit	in	human	rights	
 abuses.

Labour standards

The company should

•		uphold	the	freedom	of	association	and	effective	
 recognition of the right to collective bargaining.

•		support	the	elimination	of	all	forms	of	forced	and	
 compulsory labour.

•		support	the	effective	abolition	of	child	labour.

•		support	the	elimination	of	discrimination	in	respect	 
of employment and occupation.

Environment

The company should

•		support	a	precautionary	approach	to	environmental	
challenges.

•		take	steps	to	promote	greater	environmental	
 responsibility.

•		encourage	the	development	and	diffusion	of	
 environmentally friendly technologies.

Anti-corruption

The company should

•		work	to	counter	all	forms	of	corruption,	including	
 extortion and bribery. 

28 Falck Annual Report 2011 | Management review



Corporate social responsibility (CSR) at Falck is defined as business practices that improve our workplaces or benefit society 
beyond what we are obliged to do by law. Corporate social responsibility is at the heart of Falck’s business, and both social 
and environmental considerations are deeply rooted in and integrated into Falck’s business models and operations when we 
interact with our local communities, our business partners, our customers and our other stakeholders in our endeavours to 
meet social, healthcare and safety needs. 

This approach applies to all Falck’s business areas. In the field 
of ambulance services, for instance, it is vital that we develop 
ambulance-to-hospital video transmission technology that gives 
us a competitive edge and raises the quality of pre-hospital ser-
vices. In the training of offshore employees, we are also working 
towards higher standards, and this makes for a higher level of 
safety in the oil and gas industry while also bringing in more 
people to attend courses at Falck training centres. Falck Health-
care provides a range of services which ensure that fewer peo-
ple get ill and that people on sick leave can recover and return 
to their jobs: this benefits not only the workers themselves but 
also their employers and society in general. Another example of 
how we live up to our corporate social responsibility is the prod-
uct called Falck Sirius provided by our Assistance business. It is a 
technology for bus companies that helps save fuel, improve traf-
fic safety and ensure more environmentally responsible driving.

Human rights and labour standards
In addition to compliance with the UN Global Compact de-
scribed above, Falck has defined policies regarding employment 
and working conditions as well as health and safety at work. 
They describe the framework under which the employment 
relationship must be established in relation to compensation, 
working hours, overtime, etc. In addition, Falck undertakes to 
continuously work to improve the working conditions, including 
safety at work.

Environment
Falck’s policy is to comply with all environmental requirements 
in our countries of operation and to seek to reduce the adverse 
environmental impact of our operations.

Anti-corruption
Falck has a zero-tolerance policy with respect to corruption, 
which comprises extortion, fraud and bribery. 

As part of our increased internationalisation, we will be increas-
ing our focus on laying down anti-corruption guidelines in the 
coming year. In addition, we have initiated a process aimed at 
implementing a formalised whistleblower system. 

Monitoring

Each company of the Falck Group has individual responsibil-
ity for complying with and implementing the principles of the 
Falck Code of Conduct. Compliance with this will be monitored 
by the persons responsible for the individual business areas. In 
addition, in connection with controller visits, Group Finance 
monitors whether any conditions exist that may be contrary 
to the Falck Code of Conduct. Through their representation in 
a worldwide workers council, the employees have the oppor-
tunity to bring up matters which they do not consider to be in 
accordance with the Falck Code of Conduct.

The overall responsibility for the company’s CSR procedures 
have since the end of 2011 been anchored in the Group Man-
agement. In addition to a representative from the Executive 
Committee, the CSR Committee consists of the persons respon-
sible for Group Communications, the Legal Department, HR 
and Controlling.
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Activities during the year

At Falck, most of the value creation is generated by the employ-
ees, who are the primary resources of the organisation. The 
Group therefore focuses its CSR activities on that area. Falck is 
people who help people. Falck’s employees can only provide 
optimal assistance to the people around them – and thus con-
tribute to Falck’s business – if they receive support from their 
employer. For this reason, we have taken a number of steps, 
adapted to local customs, to contribute to employee welfare 
that goes beyond what is required by law. 

These initiatives include activities that can help prevent and 
remedy both physical and psychological injuries that may arise 
in connection with work. 

Physical injury mainly relates to musculoskeletal injuries such as 
back injury. To prevent this type of injury, Falck offers interdis-
ciplinary treatment to employees who experience musculoskel-
etal problems as a result of work-related tasks. 

Ways to change work processes to reduce the risk of injury are 
also considered regularly.

Psychological problems and injury may arise as a result of the 
scenes rescue officers sometimes witness in connection with 
incidents such as traffic accidents. In 2011, we started a project 
to ensure that all Falck Group employees have the opportunity 
to participate in debriefing sessions with a psychologist at the 
same level as has been provided in countries where Falck has 
had operations for a number of years. 

In addition to the above, substantial resources are invested in 
ensuring that Falck employees receive supplementary training 
as well as training to maintain their skill level; this ensures a con-
tinuing development of Falck’s quality of service.

Moreover, there is a growing focus on giving people with a less 
than strong connection to the labour market an opportunity to 
gain employment by adjusting the work they do in such a way 
as to increase their working capacity in the longer term.

The initiatives described above help improve job satisfaction 
and give people a better chance of handling a job. This results 
in a low level of absenteeism: about 4% for the Group as a 
whole. We see corporate social responsibility as an important 
part of interacting with our business partners and customers in 
both the public and private sectors.

 

Falck’s policy is to comply with all environmental 
requirements in our countries of operation and to 
seek to reduce the adverse environmental impact 
of our operations
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Corporate governance

Falck’s Management monitors corporate governance on a regu-
lar basis. This is done to ensure that the Group is managed, both 
internally and externally, in a manner that is consistent with na-
tional and international rules and in line with the corporate mis-
sion, and in a manner that matches the requirements of the dif-
ferent stakeholder groups, including shareholder expectations. 

Corporate governance
At Falck, corporate governance is considered a natural and crucial 
element in the achievement of the Group’s goals and strategy.

Although Falck is not a publicly listed company, the Group 
complies to a great extent with the corporate governance rec-
ommendations applicable to companies listed on the NASDAQ 
OMX Copenhagen stock exchange. However, certain recom-
mendations are considered mainly to be relevant to a company 
with a broader ownership.

Board of Directors
Pursuant to Danish legislation, Falck has a two-tier manage-
ment system consisting of a Board of Directors and an Executive 
Management Board. The Board of Directors’ role is to supervise 
the Group’s activities, development, management and organi-
sation, whereas the Executive Management Board is responsible 
for day-to-day developments and operations. The two bodies 
are independent and do not have overlapping members.

The Board of Directors acts in compliance with applicable legisla-
tion and meets a minimum of five times per year and in special cas-
es. The Board of Directors reviews the Group strategy once a year.

Members of the Board of Directors are elected annually.

There are three employee representatives from the Group on the 
Board of Directors of Falck A/S. Moreover, employee representa-
tives on the Board of Directors of the subsidiary Falck Danmark A/S 
are invited to and participate in the board meetings of Falck A/S.

The Board of Directors of Falck A/S consists of
Lars Nørby Johansen (Chairman)
Thorleif Krarup (Deputy Chairman)
Steen Hemmingsen
Søren Thorup Sørensen
Johannes Due
Henrik Poulsen
Vagn Flink Møller Pedersen (elected by the employees)

Jan Heine Lauvring (elected by the employees)
Per Aastrup (elected by the employees)
Mette Rosenfeldt (elected by the employees of Falck Danmark A/S) 

Thorleif Krarup and Steen Hemmingsen represent the principal 
shareholder of the Falck Group, the Lundbeck Foundation. The 
other board members are independent of the Falck Group.

Audit Committee
The Audit Committee monitors the Group’s financial reporting 
process, accounting policies, statutory auditing of the annual 
report and the effectiveness of the internal control and risk 
management systems. In addition, the Committee makes rec-
ommendations on these issues to the Board of Directors and fol-
lows up, on behalf of the Board of Directors, on the implementa-
tion of initiatives to be initiated by the Executive Management 
Board. The Committee receives information from a number of 
head office departments and from the company’s auditors.

Audit Committee members are Søren Thorup Sørensen, Chair-
man, and Steen Hemmingsen, both elected by the Board of 
Directors. Also attending this committee’s meetings are the 
Executive Management Board and the Chief Financial Officer. 
The Company’s auditor attends the meetings of the Audit Com-
mittee to the extent necessary. The Audit Committee meets at 
least three times a year.

Executive Management Board
The Executive Management Board is responsible for the day-to-
day development and operation of Falck with a primary focus 
on developing and implementing strategies and significant 
initiatives approved by the Board of Directors. Moreover, the 
 Executive Management Board is responsible for ensuring that 
the Board of Directors is informed about all material matters. 

The Executive Management Board consists of Allan Søgaard 
Larsen, President and CEO, and Morten Reignald Pedersen, 
Deputy CEO.

Employee investment
In order to attract and retain the Group’s management com-
petencies, the remuneration paid to members of the Executive 
Management Board and senior employees reflects the work they 
do, the value they create and what their peers in comparable 
companies receive. In order to ensure that the interests of the 
Group’s Management and the shareholders coincide, a number 
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of senior management employees have been offered to invest 
in the Falck Group. A substantial number of senior management 
employees have elected to take this opportunity to invest in the 
Group, and the group of senior management employees, exclud-
ing the members of the Executive Management Board, thus hold 
2.94% of Falck Holding A/S (the parent company of Falck A/S).

The members of the Executive Management Board hold a total 
of 10.25% of the shares of Falck Holding A/S

Moreover, all employees in Denmark were granted free em-
ployee shares in Falck A/S in 2006.

Risk management
In Falck, risk management is considered an important and natu-
ral element of the work to realise our goals and strategy. There 
are risks inherent in our day-to-day activities, in implementation 
of the strategy defined and in the continuous exploitation of 
business opportunities, so the handling of these risks is consid-
ered a natural and integral part of day-to-day work and a way of 
ensuring stable and reliable growth. 

Falck’s Management continuously discusses the Group’s risks 
and how these can best be handled for the individual business 
areas and the Group as a whole in order to ensure that risk man-
agement is efficient. 

The management of each of the business areas is responsible 
for establishing and developing adequate risk management and 
a sound and sufficient control environment. The management 
of the individual business units is responsible for identifying, as-
sessing and handling risks and for reporting on such risks to the 
Group Risk Management Department and the Executive Man-
agement Board with a view to ensuring continuing improve-
ment and transparency of risk management across the Group. 

Internal control
The management of the Falck Group requires the companies of 
the Group to meet a certain standard with respect to business 
procedures and internal control which, based on an individual 
assessment of the activity of each company, ensures that Man-
agement can use reporting from the companies as a true and 
fair basis for making decisions.

Business procedures and internal controls include, among other 
things, segregation of functions and areas of responsibility, 

descriptions of functions, procedures, control measures and 
analytical controls.

The group finance function has defined a number of monthly re-
porting requirements which comprise a full income statement, 
balance sheet and cash flow statement. Moreover, additional 
relevant specifications, material for analysis and comments on 
the reports submitted are supplied every month. 

The monthly reporting from all companies of the Group is 
consolidated into the Group financial statements. In addition 
to the consolidation of relevant line items, this process includes 
an analytical review of individual line items and a performance 
comparison to the previous year and to forecasts. The analysis 
is carried out at Group, company as well as business-area level, 
whereby it is ensured, among other things, that the account-
ing policies are consistently applied and there is correlation 
between activity performance and the financial reporting. The 
monthly reporting to the Board of Directors and the Executive 
Management Board is prepared based on the consolidation, in-
formation received, analyses and information obtained.

Both the consolidation and the analyses are performed by em-
ployees who are accounting specialists who have insight into 
the accounting context of the transactions included in the con-
solidation. Most of these specialists have a professional back-
ground in auditing. In addition, each business area has business 
controllers who have a deeper insight into the business aspects 
of the activity and its performance. As a supplement to the con-
tinuing dialogue, meetings are held five times a year between 
the management of each business area and the Executive Man-
agement Board, at which the business area and financial perfor-
mance is reviewed and discussed.

In addition to the processes described above, the group finance 
function pays routine visits to the companies of the Group in 
order to ensure that necessary business procedures and internal 
controls have been established in respect of the activity so as to 
ensure true and fair reporting to the Group. The results of each 
visit are reported to the Executive Management Board as well as 
the management of the individual business area, and it is ensured 
that any improvements proposed are subsequently implemented. 
Moreover, annual reporting is provided to the Board of Directors’ 
Audit Committee containing a review of the visits during the year, 
the results thereof, determination of special areas of focus and the 
selection of the companies to receive visits during the next period. 
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Financial review

Falck’s revenue grew from DKK 8,367 million in 2010 to DKK 
10,193 million in 2011, equivalent to a growth rate of 21.8%, of 
which organic growth accounted for 3.6%. The revenue growth 
and organic growth met Management’s expectations. The per-
centage of Group revenue generated outside Denmark rose to 
46.4% (2010: 36.7%), and the growth rate for markets outside 
Denmark was 53.9%, of which organic growth accounted for 
5.5%. The rate of organic growth in Denmark was 2.6%. 

Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) was DKK 980 mil-
lion (2010: DKK 839 million), which was in line with our guid-
ance. This brought EBITA growth to 16.8%. The increase in EBITA 
was attributable to growth in the business areas Emergency, 
Assistance and Healthcare. The EBITA margin was 9.6% (2010: 
10.0%). The year-on-year change in EBITA was mainly attribut-
able to Training and significant growth in revenue from the 
Emergency business, for which the operating margin is lower 
than in the other business areas. 

Profit for the year rose by 12.7% to DKK 516 million (2010: DKK 
458 million). 

Falck generated a free cash flow of DKK 898 million in 2011 
(2010: DKK 842 million), representing a cash conversion rate of 
91.6% (2010: 100.4%) in terms of conversion of EBITA into cash.

New financial reporting standards
A number of new financial reporting standards and interpreta-
tions have been implemented with effect for the financial year 
2011. None of the new standards and interpretations have af-
fected recognition and measurement in 2011 nor earnings per 
share and diluted earnings per share.

See note 1 to the consolidated financial statements for a com-
plete overview of new financial reporting standards and inter-
pretations implemented with effect for the financial year 2011.

Basis of presentation
The financial review is based on the financial highlights and key 
ratios on pages 2 and cannot be derived directly from the con-
solidated financial statements.

Group performance in 2011

Consolidated income statement
Consolidated revenue for 2011 was DKK 10,193 million, equiva-
lent to a growth rate of 21.8%. The growth was mainly attribut-
able to the acquisition of emergency operations in the United 
States and South America. The organic growth rate was 3.6%. 
During the past five years, revenue has grown by an average of 
13.6%, of which organic growth accounted for 5.9%. 

Other operating income amounted to DKK 48 million (2010: 
DKK 70 million). This was attributable to a fall in gains from 
sales of non-current assets as compared with 2010.

EBITA was DKK 980 million (2010: DKK 839 million), equivalent 
to an EBITA margin of 9.6% (2010: 10.0%). 

Costs and amortisation from business combinations totalled 
DKK 89 million (2010: DKK 50 million). The year-on-year in-
crease was mainly attributable to higher amortisation charges 
as a result of the acquisitions made in the United states and 
South America and costs related to business combinations.

Revenue and organic growth
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Exceptional items amounted to an income of DKK 82 million 
(2010 and expense of DKK 26 million) and related to a gain of 
DKK 242 million on the sale of securities and an impairment 
write-down of DKK 142 million on the investment in the subsidi-
ary that provides emergency services in Brazil, as it has been 
decided to focus on the private and business markets in future 
as a basis for generating growth in Brazil. In addition, costs were 
incurred in relation to changes in the consortium of owners of 
Falck.

Investments in associates generated a loss of DKK 1 million 
(2010: DKK 0 million). 

Financials amounted to a net expense of DKK 272 million 
(2010: DKK 122 million). The increase in net financial expenses 
was attributable to one-off items in connection with the refi-
nancing of the Group following the sale of Falck A/S to Falck 
Holding A/S. Moreover, interest expenses were higher in 2011 
than in 2010 as a result of loans obtained in connection with 
the acquisitions made during the year. 

Profit before tax was DKK 700 million (2010: DKK 641 million). 
The increase was due to the improvement in EBITA and to ex-
ceptional items, however, this improvement was partially offset 
by higher financial expenses.

Tax on the profit for the year was DKK 184 million (2010: DKK 
183 million), equivalent to an effective tax rate of 26.2% (2010: 
28.6%). The lower tax rate was primarily the result of non-
taxable exceptional items and an increase in non-deductible 
costs related to acquisitions. Adjusted for this, the effective tax 
rate was 28.8% in 2011. Out of the total tax on the profit for the 
year, tax on the Danish operations amounted to DKK 136 mil-
lion (2010: DKK 139 million).

Profit for the year rose by 12.7% to DKK 516 million (2010: DKK 
458 million). 

Normalised profit after tax for the year rose by 6.6% to DKK 561 
million (2010: DKK 527 million).

Consolidated cash flow statement
The free cash flow was DKK 898 million (2010: DKK 842 mil-
lion). The free cash flow as a percentage of EBITA (the cash con-
version rate) was 91.6% (2010: 100.4%).

The free cash flow in 2011 in was affected by higher operating 
profit, which was, however, partially offset by higher net invest-
ments in property, plant and equipment.

EBITA and EBITA margin
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In 2011, DKK 89 million (2010: DKK 45 million) out of total 
investments of DKK 326 million (2010: DKK 160 million) was 
invested in non-current assets related to expansion and start-up 
of activities. Investments in 2010 were affected by the divest-
ment of non-current assets.

Income taxes paid amounted to DKK 150 million (2010: DKK 
195 million). Income taxes paid declined mainly because part of 
income taxes for 2011 cannot be paid until in 2012 due to the 
Danish regulations on payment of taxes on account. 

Interest paid amounted to DKK 230 million (2010: DKK 143 
million). The increase as compared with 2010 was attributable 
to higher interest expenses as a result of loans raised in connec-
tion with the acquisitions made during the year and refinancing 
of the Group in connection of the sale of Falck A/S to Falck Hold-
ing A/S.

Payments for acquisitions totalled DKK 565 million (2010: DKK 
720 million) and primarily related to the acquisitions of Lifestar 
Response in the United States and Grupo EMI in South America.

Dividends paid, changes in interest-bearing debt and other 
equity movements relating to shareholders generated a cash 
inflow of DKK 298 million (2010: DKK 166 million), which was 
primarily related to the refinancing in 2011. 

Consolidated balance sheet

Net operating assets
Consolidated net operating assets excluding goodwill stood at 
DKK 472 million (2010: DKK 432 million). 

The increase in net operating assets was attributable to acquisi-
tions, which increased net operating assets excluding goodwill 
by DKK 116 million, and assets classified as held for sale, to 
which assets of DKK 98 million was reclassified.  

Consolidated net operating assets including goodwill stood at 
DKK 6,068 million (2010: DKK 5,364 million). The increase was 
attributable to the year’s additions of goodwill and intangible 
assets from acquisitions.

Equity
Equity attributable to Falck A/S rose by 17.5% to DKK 2,025 mil-
lion (2010: DKK 1,723 million). The increase primarily consisted 
of profit for the year attributable to Falck A/S of DKK 500 million 
less other comprehensive income after tax.

Non-controlling interests totalled DKK 69 million (2010: DKK 
65 million) and primarily related to non-controlling interests in 
the training operations in Nigeria and emergency operations in 
Spain and Slovakia. 

EBITA, Free cash flow and Cash conversion rate
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Net interest-bearing debt
The Group’s net interest-bearing debt increased by DKK 310 
million to DKK 3,259 million from a starting point of DKK 2,949 
million at year-end 2010. The increase was due to loans raised 
in connection with the acquisitions made during the year and 
debt in the companies acquired.

Provisions for acquisitions of operations  
and non-controlling interests
Contingent consideration and earn-outs payable totalled DKK 
39 million (2010: DKK 146 million). The decline was attribut-
able to payments and adjustments relating to prior-year acquisi-
tions. Provisions for acquisitions of non-controlling interests 
were recognised in the amount of DKK 516 million (2010: DKK 
311 million) based on expected earnings at the time of use. The 
year-on-year increase was primarily attributable to the acquisi-
tion of Grupo EMI. If the non-controlling shareholders in the 
relevant subsidiaries do not exercise their options to sell their 
shares, Falck has an equivalent option to buy the shares in an 
agreed period. 

Acquisitions

The Falck Group’s most important acquisitions in 2011 were:

Lifestar Response Corporation
In January, the Group acquired all the shares of Lifestar Re-
sponse Corporation in the United States. Lifestar operates 
ambulance services in seven states on the US East Coast and 
in Washington D.C. and operates 440 ambulances and similar 
vehicles.

EMI Holdings Managements S.A. (Grupo EMI)
In March, the Group acquired 63.1% of the shares of EMI Hold-
ings Management. The company is the parent company of the 

leading group of ambulance and medical companies in South 
America (Grupo EMI), which is headquartered in Colombia and 
has operations in Uruguay, Venezuela, Ecuador, El Salvador and 
Panama. 

Starowka
In March, the Group acquired 75% of the shares of Starowka in 
Poland. The company operates four medical clinics with general 
practitioners and specialists and out-patient treatment in War-
saw and the central part of Poland.

HealthCare Danmark
In May, the Group acquired HealthCare Danmark, the second-
largest private provider of healthcare solutions in Denmark. The 
company operates healthcare clinics and manages healthcare 
schemes for employees in private-sector and public-sector com-
panies.

Servicio Emergencias Regional (SER)
In August, the Group acquired all the shares of SER, a Colom-
bian-based ambulance company, which operates in three large 
cities in Colombia and has a substantial network of physicians.

Kranken-Transport Herzig
In September, the Group acquired all the shares of Kranken-
Transport Herzig, a company operating ambulance services in 
North Rhine-Westphalia, Germany.   

Acquisitions after the balance sheet date
VL Transport Sanitari S.L.U and Grup VL Serveis Sanitaris, S.L.U. (VL)
In February, the Group acquired a 75% stake in VL together with 
its partner in Spain, Grupo Dominguis. VL operates ambulance 
services in Catalonia, Spain.

Revenue generated in North and South 
America was DKK 1,679 million, up from 
DKK 318 million in 2010
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Performance by area

Denmark
Revenue in Denmark was DKK 5,459 million (2010: DKK 5,292 
million), equivalent to a 3.2% increase, of which 2.6% was or-
ganic growth. The increase was attributable to Emergency and 
Assistance, of which travel assistance, in particular, generated 
revenue growth in 2011. 

EBITA was DKK 569 million (2010: DKK 542 million). In addition 
to the growth in revenue, performance was also affected by 
lower costs in connection with assistance provided under sub-
scriptions as compared with 2010, as severe winter weather was 
only seen in the first quarter of 2011, whereas unusually severe 
winter weather was seen in both the first and fourth quarters of 
2010.

The EBITA margin for 2011 was 10.4% (2010: 10.2%). 

Nordic region
Revenue from operations in the Nordic region (excluding Den-
mark) increased by DKK 164 million or 10.6% to DKK 1,705 mil-
lion. The rate of organic growth was 3.3% and was generated by 
the Assistance and Emergency business.

EBITA was DKK 127 million (2010: DKK 108 million), equivalent 
to an EBITA margin of 7.4% (2010: 7.0%). The increase in EBITA 
and the EBITA margin was mainly attributable to higher earn-
ings from the Assistance business in Norway and from all busi-
ness areas in Sweden. 

Europe
Revenue in Europe (excluding Denmark and the Nordic re-
gion) totalled DKK 1,212 million (2010: DKK 1,087 million), 
equivalent to a growth rate of 11.5%, of which organic growth 
accounted for 9.2%. The growth was primarily attributable to 
an increase in the level of activity in the Emergency business in 
Poland, Slovakia and Spain, whereas lower activity was seen in 
the Emergency business in the Netherlands in 2011.

EBITA was DKK 117 million (2010: DKK 121 million), equivalent 
to an EBITA margin of 9.7% (2010: 11.1%). The fall in EBITA and 
the EBITA margin was due to lower earnings in Poland as a re-
sult of costs incurred to participate in tender rounds and in the 
Netherlands as a result of lower earnings.

North America
Revenue generated in North America was DKK 1,073 million 
(2010: DKK 175 million). The increase in revenue was attribut-
able to the acquisition of Care Ambulance in December 2010 
and Lifestar Response in January 2011. Organic growth was 
negative at the rate of 10.2%, which was due to lower activity 
in the Training business in the United States. The Emergency 
activities in the United States are not included in the calculation 
of organic growth as acquisitions are not included in the calcu-
lation until they have been owned for 12 months.

EBITA was DKK 64 million (2010: DKK 17 million), equivalent to 
an EBITA margin of 6.0% (2010: 9.7%). The lower EBITA margin 
was mainly attributable to the fact that the Emergency activi-

Revenue, EBITA, operating margin and organic growth by geographical area   

DKK million  Revenue  EBITA  Operating margin (%)  

         Organic  
  % of total1) 2011 2010 2011 2010 2011 2010 growth

  
Denmark 53.6 5,459  5,292  569  542  10.4  10.2  2.6 
Nordic region 16.7 1,705  1,541  127  108  7.4  7.0  3.3 
Europe 11.9 1,212  1,087  117  121  9.7  11.1  9.2 
North America 10.5 1,073  175  64  17  6.0  9.7  (10.2)
South America 5.9 606  143  91  31  15.0  21.7  23.0 
Rest of the world 1.4 138  129  12  20  8.7  15.5  9.1 
Group total 100.0  10,193  8,367  980  839  9.6  10.0  3.6 

1) Revenue in DKK for 2011 as a percentage of consolidated revenue
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ties acquired have a lower EBITA margin than the Training activi-
ties already operated in the area.

South America
Revenue generated in South America was DKK 606 million 
(2010: DKK 143 million). The increase was primarily attributable 
to the acquisition of Grupo EMI. The rate of organic growth was 
23.0%, which was attributable to an increase in Training activi-
ties in Brazil and in Trinidad & Tobago. Organic growth from 
Grupo EMI is not included in the calculation of organic growth 
until the companies have been owned for 12 months.

EBITA rose to DKK 91 million (2010: DKK 31 million), which was 
attributable to the acquisition of Grupo EMI. 

The EBITA margin for 2011 was 15.0% (2010: 21.7%). 

Rest of the world
Revenue in the rest of the world was DKK 138 million (2010: 
DKK 129 million), equivalent to a rate of organic growth of 
9.1%, which was mainly attributable to the Training activities in 
Nigeria, Malaysia and Thailand. In 2011, the level of activity de-
clined in the United Arab Emirates, which resulted in a decision 
to reduce the size of the training centre in that country in 2012.

EBITA dropped to DKK 12 million (2010: DKK 20 million) as a re-
sult of costs incurred to close down the existing training centre 
in the United Arab Emirates.

Outlook for 2012

The Group expects revenue for 2012 to be at the level of DKK 
11 billion, partly attributable to an increase in the rate of organ-
ic growth as compared with 2011. A minor increase in the EBITA 
margin is expected in 2012.

Forward-looking statements

Certain statements in this financial review are forward-looking 
statements. Such statements are based on current expectations 
and are by their nature subject to a number of uncertainties 
that could cause actual results and performance to differ mate-
rially from future results or performance, expressed or implied, 
by the forward-looking statements.

Other matters

In July 2011, Falck got new owners as the holding company, 
Falck Holding A/S, acquired 98.8% of the shares of Falck A/S. 
The employees hold 1.1% of the shares of Falck A/S as a result of 
a grant of employee shares in 2006. 

Shareholders holding 5% or more of Falck Holding A/S are 
shown in the table below:

Share holders of Falck Holding A/S 

Name Ownership

Lundbeckfond Invest A/S, Hellerup 57.36%
KIRKBI Invest A/S, Billund 20.00%
Liberatio A/S, Aarhus (owned by executive management) 10.25%
Other 12.39%

Events after the balance sheet date

On 9 February 2012, Falck signed an agreement to acquire 75% 
of the shares of VL Transport Sanitari and Grup VL Serveis Sani-
taris for DKK 108 million. The companies operate ambulance 
services in Catalonia, Spain. 

On 17 February 2012, Falck signed an agreement on the divest-
ment of the Brazilian emergency activities. The divestment will 
not affect profit for 2012.
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Risk factors

The Board of Directors and the Executive Management Board 
of Falck regularly monitor and assess the Group’s overall risk ex-
posure relative to probability and implications as well as estab-
lished risk measures. The Board of Directors and the Executive 
Management Board monitor developments in risks relative to 
an established risk strategy.

This description of risk factors includes examples of the risks 
which Management estimates may have an impact on the 
Group’s future growth, activities, financial position and results 
of operations. 

The following sections do not contain an exhaustive description 
of all risks associated with the activities of the Group. The risk 
factors are divided into business risks and financial risks and are 
described in random order. 

Business risks

Political risks 
Some of Falck’s activities are based on contracts with public au-
thorities. Falck’s opportunity of renewing existing contracts and 
winning additional contracts is dependent on the political deci-
sion-making process with regard to outsourcing of public-sector 
operating activities. If Falck does not have the opportunity to 
renew or successfully tender for these contracts, or if contracts 
are terminated, it may therefore have a material adverse impact 
on Falck’s business.

Image 
Falck has a strong image built up over a long period of time 
which to some extent is the product of Falck operating in a 
number of areas that are subject to a high level of public inter-
est. This strong image is of material importance to the Group’s 
ability to retain and develop Falck’s activities. There is conse-
quently very high focus on ensuring that Falck operates morally 
and ethically correctly and with a high quality of the services 
provided. 

Cost structure
Falck’s activities are labour-intensive and consequently af-
fected by the cost of labour, pensions, regulations on working 
hours, social security contributions and other employee ben-

efits provided to Falck’s employees. Falck may be affected by 
non-acceptance by the market of price increases explained by 
increases in payroll costs. However, historically, it has been pos-
sible to include a large proportion of increases in payroll costs in 
Falck’s pricing.

Especially in the Assistance business and to some extent in the 
Emergency business in South America and in the Healthcare 
business, the costs are also dependent on the extent to which 
customers use the resources provided for in the subscription 
contracts. For instance, increased use of assistance by subscrib-
ers of roadside assistance will entail increased costs related to 
such responses. In the Emergency business in North America, 
activities are almost entirely based en payment per response. 
Consequently, there can be no guarantee that the level of activ-
ity is sufficient to cover the costs of the level of preparedness 
established.

Attracting and retaining employees
Falck relies on being able to attract and retain employees with 
special competencies and experience in order to achieve its 
business goals. The special competencies are to a great extent 
built up during the employment relationship. The Group has 
historically had a low staff turnover rate, but continually imple-
ments initiatives both locally and in the Group as a whole aimed 
at ensuring that Falck continues to be an attractive and well-
reputed organisation. 

Growth
An important element of Falck’s business strategy is to ex-
pand and grow in new markets or product areas, also through 
acquisitions. However, persistently high growth may result in 
pressure, for instance on management resources. Thus, Falck’s 
ability to generate growth depends on its ability to retain and 
strengthen management, attract, train and retain its staff, and 
on the organisation’s ability to continuously implement and 
optimise operational, financial and other management informa-
tion systems in a timely manner. 

Growth also depends on Falck’s ability to continue to attract 
new customers and retain a substantial number of its existing 
customers and on its continued ability to offer products adapt-
ed to the conditions on the individual markets. 
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Dependence on IT and communications systems
Falck’s business model and operations are to a great extent de-
pendent on well-functioning IT and communications systems. 
Falck’s central systems handling operations are designed to 
withstand power and data-line breakdowns and similar events 
to the greatest possible extent. Historically, the operational reli-
ability of Falck’s systems has been very high, and the individual 
systems are continuously optimised.

Competition
One of the characteristics of Falck is that there are local or 
global competitors within the individual business area, but no 
competitor matches Falck’s product portfolio. However, there is 
nevertheless a risk that a major competitor with the necessary 
capital resources may set out to conquer markets or business 
areas in which Falck operates.

In the field of the Assistance business, the existing competitors 
are mainly marketing/franchise networks, whereas in the rest of 
Europe there are a number of large assistance operators run as 
membership clubs and by insurance companies.

In the field of the Emergency business, there are very few 
private ambulance operators, and none of them operate inter-
nationally. In North America, however, there are two competi-
tors who are larger than Falck as well as a number of small and 
medium-sized ambulance companies. Falck seeks to position 
itself in the market as a company focused on meeting customer 
demand through close interaction with and a high level of qual-
ity based on the requirements defined by customers. Outside 
North America, Falck’s competitors are often small operators. 
In the private fire-fighting business in Denmark, competitors 
are mainly municipal fire services. Internationally, Falck focuses 
on industrial fire services, where customers have typically previ-
ously used in-house corporate fire services.

The Healthcare business is characterised by a number of small 
competitors, especially in Denmark, whereas the market in 
Sweden is more mature and thus characterised by a number of 
large competitors.

In the Training business, there are only few global training 
 operators, whereas there are often small local training centres 
in the local markets. Falck considers it an advantage that it is 
able to serve customers globally according to a uniform, high 
standard.

Financial risks

Interest rate and foreign exchange risk
The Group’s interest rate risk is mainly affected by the Group’s 
overall financing. Based on the current market situation, the 
Group’s Executive Management Board and the Board of Direc-
tors have decided to convert 77% of the overall financing to a 
fixed three-year rate of interest via interest rate swaps. The rest 
of the overall financing is based on short-term interest rates. 

The interest rate exposure is hedged by interest rate swaps 
during the hedging period to the effect that interest rates on 
the part of the debt that is denominated in DKK cannot exceed 
1.40%, for debt denominated in EUR interest rates cannot ex-
ceed 1.17%, and for debt denominated in USD interest rates 
cannot exceed 0.55%.

Credit institutions, floating-rate loans

DKK million 2011 2010

DKK 805  2.271 
EUR 25  855 
USD 157  249 
Other 79  - 
Total 1.066  3.375 

The Group is therefore only to a minor extent sensitive to fluc-
tuations in market interest rates, and a fluctuation by 1% would 
change the interest expense for the year by DKK 11 million.

Sensitivity analysis, market-rate fluctuations of 1%

DKK million 2011 2010

DKK 8  7 
EUR -  - 
USD 2  2 
Other 1  - 
Total 11  9 

The Group monitors developments in market interest rates close-
ly in order to be able to react if the market situation changes.

The exchange rate exposure of the Group’s transactions is 
limited since subsidiaries outside Denmark largely operate in 
local currencies, to the effect that the revenues and most of the 
expenses of the individual subsidiaries are denominated in the 
same currency. The main exchange rate exposure faced by the 
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Group relates to the translation into Danish kroner of the finan-
cial results and equity of subsidiaries.

A concurrent fall in all exchange rates by 1% relative to DKK 
would reduce revenue by DKK 48 million, EBITA by DKK 4 mil-
lion and equity by DKK 30 million.

In the event of a change in the DKK/EUR exchange rate by 1%, 
the Group’s debt would change by DKK 15 million, which would 
be recognised in the income statement. Fluctuations in the 
DKK/USD exchange rate will have no impact on the income 
statement or equity as the debt has been raised to hedge in-
vestments in subsidiaries.

The Group regularly assesses its foreign exchange risks in order 
to determine whether the exposure should be hedged by loans 
in the same currencies or forward exchange contracts. 

Credit risk
When entering into significant contracts, the Group makes a 
credit assessment of the customer in order to assess the poten-
tial credit risk. Trade receivables are monitored and evaluated 
on a continuing basis in order to assess any need to make provi-
sions for bad debts.

The Group’s credit exposure to large customers is considered 
low as the Group’s large customers are, to a great extent, public 
authorities.

Subscription sales to private and corporate customers are not 
deemed to involve material risks to the Group as the amounts 
are small for the individual subscriptions, and general as well as 
individual write-downs are made for anticipated bad debts. 

Falck’s entry on the ambulance market in the United States has 
increased the Group’s credit risk as payments for ambulance 
services are collected directly from the patient transported if 
the patient does not have health insurance or is covered by a 
public insurance scheme. Collection may be difficult, especially 
in the event of emergency transport operations.

Liquidity risk
The Group’s liquidity risk primarily concerns its ability to meet 
its obligations to pay its employees and creditors and to service 
its debts. The Group continuously monitors its free cash flow in 
order to assess its liquidity risks. Certain of the Group’s loans, 

including the debt of Falck A/S, are subject to certain loan 
covenants, and the Group continuously monitors whether the 
covenants are observed.

The Group’s cash reserve comprises cash and cash equivalents 
and unused credit facilities. The purpose of the cash resources 
is to allow the Group to operate adequately in case of unfore-
seen fluctuations in cash. 

At year-end 2011, the Group’s unused credit facilities were in 
the region of DKK 960 million. Of this amount, DKK 400 million 
is only available for acquisitions. With the addition of available 
cash and cash equivalents of DKK 962 million, total cash re-
sources were in the region of DKK 1,922 million. Management 
believes that the Group’s cash resources are fully sufficient.

Capital structure
The Group is not subject to any general capital requirements 
other than standard statutory requirements. The company’s 
share capital is not divided into share classes. The capital struc-
ture has been determined based on an assessment of how large 
a debt the Group is able to service in a suitable manner as well as 
the amounts of earnings and cash flows generated in the Group 
in view of the Group’s growth expectations and ambitions. 

The Group is financed by an overall syndicated loan raised to-
gether with Falck Holding A/S and Falck Danmark A/S. The loan 
terms require that certain financial performance indicators are 
met. All loan terms were met in 2011. The outstanding debt of 
the Falck A/S Group was DKK 3,806 million as at 31 December 
2011. The outstanding debt rose by DKK 760 million in the 
course of 2011 as a result of new debt raised in connection with 
acquisitions. Through regular instalments payable on the syndi-
cated loan in the period 2012 to 2017, the debt will be reduced 
to DKK 1,900 million, which must be repaid in full in 2018.

Moreover, the Group has mortgage loans totalling DKK 377 mil-
lion and other interest-bearing debt of DKK 168 million.

The Group monitors and manages its capital structure with a 
view to ensuring that it can meet its financing obligations.

As at 31 December 2011, the Group’s net interest-bearing debt 
stood at DKK 3,259 million, while equity stood at DKK 2,025 
million.
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Income statement for the year ended 31 December

Note DKK million 2011 2010

 4 Revenue 10,193 8,367
 5 Other operating income 48 70
  Cost of sales and external assistance (1,300) (1,149)
 6 Other external costs (1,977) (1,537)
 7 Staff costs (5,691) (4,655)
 8 Amortisation, depreciation and impairment (382) (307)

  Operating profit before exceptional items 891 789

  Analysed as:  
   Operating profit before costs and amortisation from business combinations  

and exceptional items 980 839 
 9 Amortisation of intangible assets and costs from business combinations (89) (50) 
  Operating profit before exceptional items 891 789
 10 Exceptional items 82 (26)

  PROFIT BEFORE FINANCIALS 973 763
 17 Income after tax from associates (1) -
 11 Financial income 38 33
 12 Financial expenses (310) (155)

  PROFIT BEFORE TAX 700 641
 13 Income taxes (184) (183)

  PROFIT FOR THE YEAR 516 458

  PROFIT ALLOCATION  
  Falck A/S 500 444
  Non-controlling interests 16 14

  TOTAL 516 458

 14 EARNINGS PER SHARE  
  Earnings per share (EPS) 5.4 4.8
  Diluted earnings per share (DEPS) 5.3 4.6
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Statement of comprehensive income for the year ended 31 December

Note DKK million 2011 2010

  Foreign exchange differences 33 86
  Actuarial adjustment of pension provisions (3) 2
  Value adjustment of currency hedging instruments (17) 13
  Value adjustment of interest hedging instruments (8) 2
  Settlement of interest hedging instruments 51 -
  Value adjustment of available-for-sale securities 25 180
  Sale of securities, transferred to exceptional items (242) -
  Adjustment for hyperinflation 1 -
 13 Tax on other comprehensive income (1) (38)

  Other comprehensive income after tax (161) 245
  Profit for the year 516 458

  TOTAL COMPREHENSIVE INCOME 355 703

  PROFIT ALLOCATION  
  Falck A/S 341 687
  Non-controlling interests 14 16

  TOTAL  355 703
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Cash flow statement for the year ended 31 December

Note DKK million 2011 2010

  Total revenue 10,241 8,437
  Total costs (9,350) (7,648)

  Profit before financials 891 789
 8 Amortisation, depreciation and impairment 382 307

  Profit before financials and amortisation, depreciation and impairment 1,273 1,096
  Reversal of profit/(loss) on divestments of non-current assets (25) (52)
  Change in operating assets (127) (181)
  Change in intercompany balance with associates (36) (21)
  Change in operating payables 59 89
  Change in provisions (14) (21)

  Cash flow from operating activities before financials and tax 1,130 910
  Exceptional items (5) (26)
 30 Net financials (230) (143)
 13 Income taxes paid (150) (195)

  CASH FLOW FROM OPERATING ACTIVITIES 745 546

   
 31 Investments in subsidiaries, non-controlling interests and operations (523) (648)
  Cash flows from hedging of net investments 6 (25)
  Divestments of subsidiaries, non-controlling interests and operations - 10
  Investments in other shares and securities (31) (45)
  Sale of other shares and securities 331 -
  Investments in intangible assets (42) (27)
  Investments in property, plant and equipment (321) (374)
  Sale of property, plant and equipment 62 289
  Investments in associates - (12)

  CASH FLOW FROM INVESTING ACTIVITIES (518) (832)

   
 32 Dividends paid to non-controlling interests (19) (29)
 33 Other movements relating to shareholders 5 (283)
  Changes in interest-bearing outstanding balances with Group companies 9 -
  Interest-bearing debt raised 4,413 777
  Repayment of and change in interest-bearing debt (4,110) (299)

  CASH FLOW FROM FINANCING ACTIVITIES 298 166

  Change in cash 525 (120)

  Cash at beginning of year 439 538
  Foreign exchange differences relating to cash (2) 21

 20 CASH AT YEAR-END 962 439
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Balance sheet as at 31 December

Note DKK million 2011 2010

 Assets

  Goodwill 5,302 4,711
  Intangible assets from acquisitions 345 261
  Other intangible assets 122 97

 15 TOTAL INTANGIBLE ASSETS 5,769 5,069

  Land and buildings 722 712
  Leasehold improvements 58 57
  Fixtures and fittings, tools and equipment 845 795

 16 TOTAL PROPERTY, PLANT AND EQUIPMENT 1,625 1,564

 17 Investments in associates 15 23
  Other investments 6 1
 24 Deferred tax assets 78 75

 24 TOTAL FINANCIAL ASSETS 99 99

  TOTAL NON-CURRENT ASSETS 7,493 6,732

 18 Inventories 60 60

 19 Trade receivables 1,173 1,088
  Receivables from associates 55 21
  Other receivables 210 246
  Prepayments 147 131
 20 Securities 172 372
 20 Cash 885 439

   2,642 2,297

 36 Assets held for sale 98 -

  TOTAL CURRENT ASSETS 2,800 2,357

  TOTAL ASSETS 10,293 9,089
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Balance sheet as at 31 December

Note DKK million 2011 2010

 Equity and liabilities

  Share capital 46 46
  Reserve for treasury shares (6) -
  Hedging reserve 9 (10)
  Currency translation reserve 29 (11)
  Reserve for value adjustments of available-for-sale financial assets - 217
  Retained earnings 1,947 1,481

  EQUITY ATTRIBUTABLE TO PARENT COMPANY 2,025 1,723

  Non-controlling interests 69 65

 21 TOTAL EQUITY 2,094 1,788

 22 Pension obligations 2 -
 23 Other employee obligations 29 32
 24 Deferred tax 284 280
 25 Provisions for acquisitions of operations and non-controlling interests 512 388
 26 Other provisions 11 34
 27 Credit institutions 4,233 3,159
  Payables to Group companies 21 -

  TOTAL NON-CURRENT DEBT 5,092 3,893

 27 Credit institutions 83 601
 25 Provisions for acquisitions of operations and non-controlling interests 43 69
 26 Other provisions 12 20
  Trade payables 607 581
  Income taxes 51 40
  Payables to Group companies 9 -
 28 Other payables 873 803
 29 Deferred income 1,331 1,294

   3,009 3,408

 36 Liabilities relating to assets held for sale 98 -

  TOTAL CURRENT DEBT 3,107 3,408

  TOTAL EQUITY AND LIABILITIES 10,293 9,089
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Equity statement

     Reserve 
     for value 
     adjustment 
  Reserve   of available- 
  for  Currency for-sale   Non- 
 Share  treasury Hedging translation financial Retained  controlling Total 
2011 DKK million capital shares reserve reserve assets earnings Total interests equity

Equity at 1 January 2011 46 - (10) (11) 217 1,481 1,723 65 1,788

Equity movements in 2011
Foreign exchange differences    35   35 (2) 33
Value adjustment of currency hedging instruments   (17)    (17)  (17)
Settlement of interest hedging instruments   51    51  51
Value adjustment of interest hedging instruments   (8)    (8)  (8)
Adjustment for hyperinflation      1 1  1
Sale of available-for-sale securities     (242)  (242)  (242)
Value adjustment of available-for-sale securities     25  25  25
Actuarial adjustment of pension provisions      (3) (3)  (3)
Tax on other comprehensive income   (7) 5  1 (1)  (1)

Other comprehensive income - - 19 40 (217) (1) (159) (2) (161)
Profit for the year      500 500 16 516

Total comprehensive income - - 19 40 (217) 499 341 14 355
Increase in non-controlling interests' ownership share       - 6 6
Adjustment of provision for acquisition of  
non-controlling interests      (44) (44)  (44)
Acquisitions of treasury shares  (6)     (6)  (6)
Issuance of warrants      11 11  11
Dividend       - (16) (16)

Total transactions with owners - (6) - - - (33) (39) (10) (49)

Total equity movements in 2011 - (6) 19 40 (217) 466 302 4 306

EQUITY AT 31 DECEMBER 2011 46 (6) 9 29 - 1,947 2,025 69 2,094

2010 DKK million

Equity at 1 January 2010 46 (8) (21) (62) 37 1,354 1,346 61 1,407

Equity movements in 2010         
Foreign exchange differences    84   84 2 86
Value adjustment of currency hedging instruments   13    13  13
Value adjustment of interest hedging instruments   2    2  2
Value adjustment of available-for-sale securities     180  180  180
Actuarial adjustment of pension provisions      2 2  2
Tax on other comprehensive income   (4) (33)  (1) (38)  (38)

Other comprehensive income - - 11 51 180 1 243 2 245
Profit for the year      444 444 14 458

Total comprehensive income - - 11 51 180 445 687 16 703
Reduction in non-controlling interests' ownership share       - (2) (2)
Increase in non-controlling interests' ownership share       - 3 3
Losses on divestments and acquisitions of  
non-controlling interests      (32) (32)  (32)
Adjustment of provision for acquisition of  
non-controlling interests      5 5  5
Acquisitions of treasury shares  (6)     (6)  (6)
Disposals of treasury shares  14    16 30  30
Buy back of warrants      (307) (307)  (307)
Dividend       - (13) (13)

Total transactions with owners - 8 - - - (318) (310) (12) (322)

Total equity movements in 2010 - 8 11 51 180 127 377 4 381

EQUITY AT 31 DECEMBER 20010 46 - (10) (11) 217 1,481 1,723 65 1,788
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Notes to the Group financial statements

The annual report for the year ended 31 December 2011 
includes both the consolidated financial statements of Falck 
A/S and its subsidiaries (the Group) and the separate financial 
statements of the parent company.

The annual report of Falck A/S is presented in accordance with 
International Financial Reporting Standards (IFRS) as adopted 
by the EU and additional Danish disclosure requirements for 
annual reports for accounting class C large. The annual report 
also complies with the International Financial Reporting Stand-
ards issued by the IASB.

The Board of Directors and the Executive Management Board 
considered and approved the annual report for 2011 of Falck 
A/S on 16 March 2012. The annual report will be submitted 
to the shareholders of Falck A/S for adoption at the annual 
general meeting to be held on 26 April 2012.

The annual report has been prepared under the historical cost 
convention, except that the following assets and liabilities are 
measured at fair value: derivative financial instruments and 
financial instruments at fair value.

The annual report is presented in DKK rounded to the nearest 
million.

IMPLEMENTATION OF NEW  
FINANCIAL REPORTING REGULATIONS

Falck A/S has implemented the standards and interpretations 
that come into force for 2011. None of these have affected 
recognition and measurement and the presentation and clas-
sification for 2011, nor are they expected to affect Falck A/S 
going forward.

FUTURE IFRS CHANGES

Standards and additions issued by the IASB which come 
into force after 31 December 2011 or which have not been 
adopted by the EU, and which have therefore not been imple-
mented, comprise:

•	IFRS 9 Financial instruments
•	IFRS 10 Consolidated financial statements
•	IFRS 11 Joint arrangements
•	IFRS 12 Disclosure of interests in other entities
•	IFRS 13 Fair value measurement
•	Revised IAS28 Investments in associates and joint ventures
•	Addition to IAS 1 Presentation of other comprehensive 

income
•	Additions to IAS 19 Employee benefits

The implementation of these standards will result in ad-
ditional note specifications and reclassifications but will not 
significantly affect recognition and measurement. 

The accounting policies set out below have been consistently 
applied to the financial year and the comparative figures.

BASIS OF CONSOLIDATION

The Group financial statements consolidate the accounts of 
the parent company, Falck A/S, and the subsidiaries in which 
Falck A/S directly or indirectly holds a majority of the votes or 
in any other way exercises a controlling interest. In assessing 
control, potential voting rights that are exercisable as of the 
balance sheet date are taken into account 

The Group financial statements are prepared on the basis of 
the financial statements of Falck A/S and subsidiaries by add-
ing items of a like nature.

The financial statements used for consolidation are prepared 
in accordance with the Group’s accounting policies.

In the consolidation, investments in subsidiaries, intercom-
pany income and expenses, intercompany balances and gains 
and losses on transactions between Group companies are 
eliminated.

The line items of the financial statements of subsidiaries are 
fully consolidated in the consolidated financial statements. 
Profit for the year and equity attributable to non-controlling 
interests in subsidiaries that are not fully controlled is included 
in the consolidated profit and equity but stated as separate 
line items.

Associates
Enterprises in which the Falck Group exercises significant influ-
ence but not control are classified as associates. Significant 
influence is generally achieved by directly or indirectly holding 
or controlling more than 20%, but less than 50%, of the voting 
rights. 

Unrealised gains on transactions with associates are eliminat-
ed in proportion to the Group’s share of the enterprise.

Business combinations
Companies acquired or established during the financial year 
are recognised as from the date of acquisition or inception. 
Companies divested or discontinued are recognised in the 
income statement until the date of divestment. The compara-
tive figures are not restated to reflect companies acquired, 
divested or discontinued.

Note

1 Accounting policies
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Notes to the Group financial statements

Acquisitions of subsidiaries or associates are accounted for 
applying the acquisition method. Identifiable assets, liabilities 
and contingent liabilities of acquirees are stated at their fair 
value at the date of acquisition. Identifiable intangible assets 
are recognised if they are separable or derive from a contrac-
tual right. Deferred tax on revaluations is recognised. 

The acquisition date is the date on which the Group obtains 
control of the acquiree. 

Any positive difference between the consideration and the val-
ue of non-controlling interests in the acquiree and the fair val-
ue of the previously held interests in the acquiree, on the one 
hand, and the fair value of the identifiable assets, liabilities 
and contingent liabilities, on the other hand, is recognised in 
the balance sheet as goodwill. Goodwill is not amortised, but 
is tested for impairment at least once a year. On acquisition, 
goodwill is allocated to the cash-generating units which will 
subsequently form the basis for future impairment tests. Any 
goodwill arising and any fair value adjustments made on the 
acquisition of a foreign company whose functional currency is 
not the same as the presentation currency used by the Group 
are treated as assets and liabilities of the foreign company and 
are translated on initial recognition to the foreign company’s 
functional currency at the exchange rate ruling at the transac-
tion date. Any negative difference is recognised in the income 
statement on the date of acquisition

The consideration in a business combination consists of the 
fair value of the agreed purchase price. For business com-
binations in which the agreement includes a provision on 
adjustment of the consideration conditional on future events 
(earn-out), the fair value of this part of the consideration is 
recognised at the date of acquisition. Any changes in the fair 
value of the contingent consideration after initial recognition 
are recognised in the income statement. Put options issued in 
connection with acquisitions, the value of which is contingent 
on future events, will be recognised as part of the considera-
tion at the date of acquisition. The put options issued are 
subsequently measured at fair value. Any changes in the fair 
value of the issued put options after initial recognition are 
recognised in equity. Acquisition costs directly attributable to 
the acquisition are recognised in the income statement.

Adjustments of liabilities in connection with contingent con-
sideration and issued put options, the value of which is condi-
tional on future events relating to business combinations with 
an acquisition date prior to 1 January 2010, will continue to be 
recognised in accordance with IFRS 3 (2004), i.e. adjustments 
are recognised in goodwill until the conditions have been met 
or the issued put options are exercised.

If uncertainties regarding the measurement of acquired iden-
tifiable assets, liabilities, contingent liabilities or the considera-
tion for the business combination exist at the acquisition date, 
initial recognition takes place on the basis of preliminary fair 
values. If identifiable assets, liabilities, contingent liabilities 
and the consideration for the business combination are sub-
sequently determined to have had a different fair value at the 
acquisition date than first assumed, goodwill is adjusted until 
12 months after the acquisition date. The effect of the adjust-
ments is recognised in the opening equity, and the compara-
tive figures are restated accordingly. Goodwill is not adjusted 
subsequently except in the event of material errors.

Gains or losses on divestment or winding up of subsidiaries 
and associates are stated as the difference between the sales 
or disposal amount and the carrying amount of the net assets 
including goodwill at the time of sale plus sales or winding 
up costs. In addition, any retained non-controlling interests 
are measured at fair value. Gains or losses on the divestment 
or winding up of subsidiaries and associates and the effect of 
renewed measurement of any non-controlling interests are 
recognised in the income statement.

Non-controlling interests
On initial recognition, non-controlling interests are measured 
either at fair value (including the fair value of goodwill related 
to non-controlling interests in the acquiree) or as non-con-
trolling interests’ share of the acquiree’s identifiable assets, 
liabilities and contingent liabilities measured at fair value 
(excluding the fair value of goodwill related to non-controlling 
interests’ share of the acquiree). The basis of measurement 
of non-controlling interests is chosen on a transaction-by-
transaction basis.

Acquisition and divestment of non-controlling interests
Any increase and reduction of non-controlling interests is 
accounted for as transactions with owners in their capacity as 
owners. As a consequence of this, any differences between 
the adjustment to the carrying amount of non-controlling 
interests and the fair value of the consideration received or 
paid is recognised directly in equity.

When put options are issued as part of the consideration for 
business combinations, the non-controlling interests receiving 
put options are considered to have been redeemed on the 
acquisition date. The non-controlling interests are removed 
and a liability is recognised at fair value on initial measure-
ment. The fair value is determined as the present value of the 
exercise price of the option. The subsequent measurement is 
at amortised cost with recognition in equity of amortisation 
and value changes as they arise.

Note

1 Accounting policies (continued)
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Notes to the Group financial statements

Issued put options related to business combinations with an 
acquisition date prior to 1 January 2010 will continue to be 
recognised in accordance with IFRS 3 (2004), i.e. subsequent 
measurement takes place at amortised cost with recogni-
tion of interest expenses in the income statement and value 
changes in goodwill as they arise. Any subsequent dividend 
payments to option holders are recognised as a financial 
expense in the income statement in the cases where the op-
tion price is independent of the dividend payment. Dividend 
payments are included in the determination of the cost of the 
put options in cases where the option price is adjusted for 
dividend payments received.

Foreign currency translation and hyperinflation
A functional currency is determined for each of the reporting 
entities of the Group. The functional currency is the currency 
in the primary economic environment in which the reporting 
entity operates. Transactions in currencies other than the 
functional currency are transactions in foreign currencies.

On initial recognition, transactions denominated in foreign 
currencies are translated to the functional currency at the 
exchange rates ruling at the transaction date. Exchange dif-
ferences arising between the exchange rate ruling at the trans-
action date and the exchange rate ruling at the date of actual 
payment are recognised in the income statement under 
financial income or financial expenses.

Receivables, payables and other monetary items denominated 
in foreign currency are translated into the functional currency 
at the exchange rate ruling at the balance sheet date. The 
difference between the exchange rate ruling at the balance 
sheet date and the exchange rate ruling at the date when 
the receivable or payable arose or the exchange rate applied 
in the most recent financial statements is recognised in the 
income statement under financial items.

The income statements of foreign subsidiaries are translated 
at the exchange rates ruling at the transaction dates, and the 
balance sheet is translated at the exchange rates ruling at the 
balance sheet date. An average exchange rate for the month is 
used as the exchange rate ruling at the transaction date to the 
extent that this does not significantly change the presentation 
of the underlying transactions. Exchange differences arising 
on the translation of the equity of foreign subsidiaries at the 
beginning of the year to the exchange rates ruling at the bal-
ance sheet date and on the translation of income statements 
from the exchange rate ruling at the transaction date to the 
exchange rate ruling at the balance sheet date are recognised 
directly in other comprehensive income and classified in 
equity in a separate currency translation reserve. Exchange dif-

ferences are allocated between the parent company’s and the 
non-controlling interests' shares of equity.

However, for foreign subsidiaries and associates operating in 
hyperinflationary economies, revenue and costs are translated 
at the exchange rate ruling at the balance sheet date. Prior to 
the translation, the income statement and the non-monetary 
items of the balance sheet are restated taking into account 
the buying power of the functional currency based on infla-
tion until the balance sheet date (inflation correction). The 
effect of the inflation correction is recognised in the currency 
translation reserve in equity. In the income statement, it is 
recognised in financials as a loss/gain on the monetary net 
position in the relevant entities. The assessment of when an 
economy is hyperinflationary is based on qualitative as well as 
quantitative factors, including whether the accumulated infla-
tion over a three-year period is in the order of 100%.

Foreign exchange adjustments of balances that are consid-
ered part of the overall net investment in companies with 
functional currencies other than DKK are recognised in the 
consolidated financial statements directly in other compre-
hensive income and classified in equity in a separate currency 
translation reserve. Similarly, exchange gains and losses on the 
part of loans and derivative financial instruments effectively 
hedging the net investment in such companies and which ef-
fectively hedge against corresponding exchange gains/losses 
on the net investment in the company are recognised directly 
in other comprehensive income and are classified in equity in 
a separate currency translation reserve.

On recognition in the consolidated financial statements 
of associates with a functional currency other than Danish 
kroner, the share of results for the year is translated at average 
exchange rates, and the share of equity including goodwill is 
translated at the exchange rates ruling at the balance sheet 
date. Exchange differences arising on the translation of the 
share of the opening equity of foreign associates to exchange 
rates ruling at the balance sheet date and on the translation of 
the share of results for the year from average exchange rates 
to exchange rates ruling at the balance sheet date are recog-
nised directly in other comprehensive equity and are classified 
in equity in a separate currency translation reserve.

On the divestment of wholly-owned foreign entities, foreign 
exchange adjustments accumulated in equity via other com-
prehensive income and which can be attributed to entities 
are reclassified from the “Currency translation reserve” to 
the income statement together with any gain or loss on the 
divestment. 

Note

1 Accounting policies (continued)
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On the divestment of partially owned foreign subsidiaries, 
the part of the currency translation reserve that relates to 
non-controlling interests is not recognised in the income 
statement.

On partial divestment of foreign subsidiaries without giving 
up control, a proportionate share of the currency translation 
reserve is transferred from the parent company shareholders’ 
to the non-controlling shareholders’ share of equity.

On partial divestment of associates and joint ventures, the 
proportionate share of the accumulated currency transla-
tion reserve recognised in other comprehensive income is 
transferred to profit for the year together with the gain or loss 
on the divestment

Any repayment of intercompany balances that are considered 
part of the net investment is not considered, in itself, a partial 
divestment of subsidiaries.

Derivative financial instruments
Derivative financial instruments are recognised from the trade 
date and measured at fair value.

The fair value of derivative financial instruments is recognised 
as separate assets or liabilities in other receivables or other 
payables respectively.

The fair value of derivative financial instruments is determined 
on the basis of market data and generally accepted pricing 
models.

Hedges of net investment
Derivative financial instruments entered into in order to effec-
tively hedge investments in foreign subsidiaries are recognised 
in the balance sheet at the time they are entered into and are 
measured at fair value at the balance sheet date. Exchange 
gains and losses are recognised directly in equity as a separate 
hedging reserve.

Fair value hedges
Derivative financial instruments entered into in order to hedge 
other assets and liabilities denominated in foreign currency 
are recognised in the balance sheet at the time they are 
entered into and are stated at fair value at the balance sheet 
date.

Any market value adjustments of derivative financial instru-
ments entered into to hedge other assets and liabilities are 
recognised in the income statement in the same line items as 
the transactions hedged.

Cash flow hedges
Changes in the part of the fair value of derivative financial in-
struments designated as and qualifying for hedging of future 
cash flows, and which effectively hedge changes in the value 
of the hedged item, are recognised in other comprehensive 
income in a separate hedging reserve in equity. When the 
hedged transaction is realised, any gains or losses regarding 
such hedging transactions are transferred from equity and 
recognised in the same financial item as the hedged item. 
When proceeds from future borrowings are hedged, any gains 
or losses regarding hedging transactions are, however, trans-
ferred from equity over the maturity period of the borrowings.

Forward premiums or forward discounts on forward exchange 
transactions are recognised in the income statement during 
their terms.

Other derivative financial instruments
For derivative financial instruments which do not meet the 
criteria for hedge accounting, changes in the fair value are 
recognised in the income statement under financials.

INCOME STATEMENT

Revenue represents the value of services and goods delivered 
and invoiced subscriptions attributable to the financial period, 
and is recognised in the income statement if delivery and 
transfer of risk to the buyer have taken place before year-end, 
and if the income can be reliably measured and is expected to 
be received.

The value of services rendered is included on the basis of the 
percentage delivered out of the total service.

Revenue from subscriptions is allocated to the income state-
ment on a straight-line basis.

Revenue from sales of goods is recognised when the signifi-
cant risks and rewards of ownership have been transferred to 
the buyer.

Revenue is measured at the fair value of the agreed considera-
tion excluding VAT and other taxes collected on behalf of third 
parties. All discounts granted are recognised in revenue. 

Other operating income represents revenue of a secondary 
nature relative to the Group’s principal activities, such as gains 
on the sale of assets and rental income.

Cost of sales and external assistance represents costs incurred 
and external assistance used to generate the year’s revenue.

Note
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Other external costs include costs relating to operating and 
maintaining equipment and property as well as sales and 
administrative expenses.

Staff costs represent salaries and wages, pension contribu-
tions, social security costs and other staff costs.

Goodwill impairment represents impairment of goodwill 
based on an annually performed impairment test of each 
cash-generating unit.

Exceptional items represent material items of a non-recurring 
nature that are not directly attributable to the Group’s ordi-
nary activities.

Income from investments in associates are recognised in the 
income statement at the proportionate share of the results 
after tax and non-controlling interests of the associates and 
after elimination of the proportionate share of intra-group 
profits/losses.

Financials represent interest receivable and payable, realised 
and unrealised capital gains and losses and amortisation 
related to financial assets and liabilities. Dividends to capital 
holders who have received put options in connection with 
business combinations are recognised as a financial expense 
in the cases where the option price is independent of dividend 
payments. Financials are recognised at the amounts related to 
the year. Furthermore, realised and unrealised gains and losses 
on derivative financial instruments which cannot be classified 
as hedging arrangements are included.

INCOME TAXES

Falck A/S and all Danish subsidiaries are jointly taxed with 
Lundbeckfond Invest A/S, which is the management company 
for the national joint taxation and consequently settles all 
payments of income taxes with the tax authorities in respect 
of the jointly taxed companies. 

Current Danish corporation tax is allocated among the jointly 
taxed companies according to the taxable income of these 
companies. The jointly taxed companies pay tax under the 
on-account tax scheme.

Income tax for the year, consisting of current tax for the year 
and changes in deferred tax, is recognised in profit for the 
year, in other comprehensive income, or directly in equity.

Income taxes payable
Corporation tax payable includes corporation tax made up on 
the basis of estimated taxable income for the financial year 
and prior-year adjustments.

Deferred tax
Deferred tax is calculated according to the balance sheet liabil-
ity method and is based on all timing differences between the 
accounting and tax value of assets and liabilities. 

Deferred tax is not recognised on goodwill that is not tax 
deductible, and deferred tax is not recognised on undistrib-
uted profits in subsidiaries and timing differences that arose 
at the time of recognition in the balance sheet other than for 
acquisitions, if such differences will not affect profit or taxable 
income.

When alternative tax rules can be applied to determine the 
tax base, deferred tax is measured based on Management’s 
planned use of the asset or settlement of the liability respec-
tively.

Deferred tax assets, including the tax base of tax loss carry-
forwards, are recognised under other non-current assets 
at the expected value of their utilisation, either as a set-off 
against tax on future income or as a set-off against deferred 
tax liabilities within the same legal tax entity and jurisdiction.

Deferred tax assets and liabilities are offset within the same 
legal tax unit or jurisdiction. Deferred tax assets are measured 
at the value at which they are expected to be realised.

Deferred tax is measured using the tax rate expected to apply 
when timing differences are reversed. Changes in deferred tax 
as a result of changes in tax rates are recognised in the income 
statement.

BALANCE SHEET

Non-current assets in general
Intangible assets and property, plant and equipment, except 
for goodwill and other intangible assets with indefinite useful 
lives, are measured at cost less accumulated straight-line am-
ortisation and depreciation and impairment losses. Goodwill 
and intangible assets with indefinite useful lives are measured 
at cost less accumulated impairment losses. Amortisation, 
depreciation and impairment losses are recognised in the 
income statement. 

Note
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The basis of depreciation is calculated with due consideration 
to the asset’s scrap value, reduced by any impairment losses. 
The scrap value is determined at the date of acquisition and 
revalued each year. Where the scrap value exceeds the carry-
ing amount, the property ceases to be depreciated.

If the amortisation or depreciation period or the scrap value 
is changed, the effect on amortisation or depreciation going 
forward is recognised as a change in accounting estimates.

Cost includes direct costs related to the asset and the initial 
estimate of the costs related to dismantling and removing 
the item and restoring the site on which it is located, if the 
costs meet the definition of a liability. Cost further includes 
borrowing costs from specific and general borrowings directly 
relating to the acquisition, construction or development of 
the individual qualifying asset.

Where parts of an item of property, plant and equipment 
have different useful lives, they are accounted for as separate 
items.

Each year, the assets are reviewed in order to assess whether 
there are indications of impairment. If such indications exist, 
the recoverable amount, determined as the higher amount 
of the fair value of the asset adjusted for expected sales costs 
and the value in use of the asset, is calculated. The value in 
use is calculated based on the estimated future cash flows, dis-
counted by using a pre-tax discount rate that reflects current 
market assessments of the time value of money and the risks 
specific to the assets.

If the recoverable amount of an asset or its cash-generating 
unit is lower than the carrying amount, an impairment charge 
is recognised in respect of the asset. The impairment loss is 
recognised in the income statement.

In addition, for goodwill and other intangible assets with 
indefinite useful lives, impairment tests are performed at each 
balance sheet date, regardless of whether there are any indica-
tions of impairment. For acquisitions, the first impairment test 
is performed before the end of the year of acquisition.

Impairment losses are reversed if the recoverable amount in-
creases. Impairment losses will only be reversed to the extent 
that the value in use does not exceed the carrying amount of 
the asset if the impairment had never been made. Impairment 
losses on goodwill are not reversed.

Intangible assets
Goodwill is recognised in the balance sheet at cost on initial 
recognition as described under “Business combinations”. 
Goodwill is subsequently measured at cost less accumulated 
impairment. Goodwill is not amortised.

Intangible assets acquired on acquisition are measured at cost 
less accumulated amortisation and impairment. Intangible as-
sets acquired on acquisition are amortised over the expected 
economic life, estimated to be 3 to 10 years. 

Other intangible assets are measured at cost including costs 
which can be directly or indirectly attributed to the assets in 
question.

Other intangible assets include software, etc.

Software is amortised over the expected economic life, esti-
mated to be 3 to 5 years. For major administrative systems, 
the economic life is estimated to be 8 years.

Property, plant and equipment
Land and buildings are measured at cost less accumulated 
depreciation and impairment of buildings. 

Depreciation of buildings is calculated on a straight-line basis 
over the expected useful lives of the assets, estimated to be 
between 25 and 33 years. Certain installations are depreciated 
over ten years. 

Leasehold improvements are depreciated on a straight-line 
basis over the term of the lease.

Other operating equipment is depreciated on a straight-
line basis over the estimated useful lives of the assets. The 
expected useful lives are as follows:

 Years
Vehicles according to category 5-12
Fixtures and fittings, tools and equipment 3-10
Dispatch centres, radio systems, major  
administrative systems and networks 8
Other IT equipment 3-5
Fire extinguishers and similar equipment  
installed at customer locations 3-5

Assets held under finance leases are recognised under prop-
erty, plant and equipment and measured at the lower of the 
fair value and value in use of the future lease payments at the 
inception of the lease. 

Note
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Assets held under finance leases are depreciated over the use-
ful lives of the assets or, if shorter, over the lease term.

Gains or losses on the disposal or scrapping of property, plant 
and equipment are determined as the difference between the 
sales price less dismantling, selling and re-establishing costs 
and the carrying amount. Any gains or losses are recognised in 
the income statement as other operating income or external 
expenses respectively. 

Financial assets
Investments in associates in the consolidated financial state-
ments are measured using the equity method and recognised 
at the proportionate share of the equity of the relevant enter-
prise, made up according to the Group’s accounting policies, 
with the addition of values added on acquisition, including 
goodwill. Investments in associates are tested for impair-
ment when there is an indication that the investment may be 
impaired. Associates with negative equity value are measured 
at zero value. If the Group has a legal or constructive obliga-
tion to cover the associate’s negative balance, such obligation 
is recognised under liabilities. Receivables from associates are 
measured at amortised cost. Provision is made for bad debts.

CURRENT ASSETS

Inventories
Goods purchased for resale and assistive aids are measured at 
cost using the FIFO method.

Where the net realisable value is lower than cost, inventories 
are written down to this lower value.

Receivables
Receivables are measured at amortised cost less provision 
for bad debts. The provision is made individually and on a 
portfolio level. In the event there is no objective indication 
of individual impairment, receivables are tested for objective 
indications of impairment on a portfolio level.

Impairment losses are calculated as the difference between 
the carrying amount and the present value of expected 
future cash flows, including realisable values of any collateral 
provided.

Prepayments
Prepayments comprise prepaid costs, which are measured at 
amortised costs.

Securities
Listed securities and unlisted securities, which are currently all 
classified as available for sale, are recognised under current as-
sets at fair value, corresponding to the officially quoted price 
of listed securities and estimated fair values based on current 
market data and recognised valuation methods for unlisted 
securities. Unrealised fair value adjustments are recognised 
directly in equity, except for impairment losses, which are 
recognised in the income statement under financials. On 
realisation, the accumulated fair value adjustment recognised 
in equity is transferred to financials in the income statement.

EQUITY

Dividend
Dividend that has been finally adopted is recognised as a 
liability. Dividend expected to be paid in respect of the year is 
recognised as a separate line item under equity.

Hedging reserve
Hedging transactions that meet the criteria for hedging future 
cash flows and for which the hedged transaction has yet to be 
realised are recognised in equity under the hedging reserve. 

Foreign exchange adjustments relating to hedging transac-
tions used to hedge the Group’s net investments in such enti-
ties are recognised in equity under the hedging reserve.

Currency translation reserve
Foreign exchange adjustments arising on the translation 
of financial statements for entities which have a functional 
currency other than Danish kroner and foreign exchange ad-
justments relating to financial assets and liabilities represent-
ing a part of the Group’s net investment in such entities are 
recognised in equity under the currency translation reserve. 

On full or partial realisation of a net investment, foreign ex-
change adjustments are recognised in the income statement. 

Reserve for fair value adjustment of available-for-sale 
financial assets
Reserve for fair value adjustment comprises accumulated 
changes in the fair values of available-for-sale financial assets. 
The reserve, which forms part of the Group’s free reserves, 
is dissolved and transferred to the income statement as the 
investment is sold or written down.

Reserve for treasury shares
Reserve for treasury shares comprises the cost of the Com-
pany’s holding of treasury shares. Dividends in respect of 

Note
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treasury shares are recognised directly in retained earnings 
under equity.

Gains and losses on the sale of treasury shares are recognised 
in the reserve for treasury shares. 

Non-controlling interests
The proportionate shares of the profits and equity of subsidi-
aries attributable to non-controlling interests are recognised 
as a separate item under equity. On initial recognition, non-
controlling interests are stated as described under “Busi-
ness combinations” above. Put options issued as part of the 
consideration for business combinations are recognised as 
described under “Acquisition and divestment of non-control-
ling interests” above.

Warrant programme
Warrants are issued at the market value on the date of grant. 
Payments received and made in relation to the warrant pro-
gramme are recognised in equity.

LIABILITIES

Pension obligations
Most of the Group's pension agreements are defined contribu-
tion plans under which payments are made to external pen-
sion institutions. Contributions to such plans are recognised in 
the income statement in the period in which they are earned 
by the employees, and outstanding payments are included in 
the balance sheet under other payables.

In certain countries, the Group has pension agreements that 
are defined-benefit plans. These plans are either externally 
funded, with the assets of the plans held separately from 
those of the Group in independently administered funds, or 
unfunded. The liabilities related to the defined-benefit plans 
are determined using the projected unit credit method.

An actuarial assessment is made annually to determine the 
present value of the future benefits to be paid under the 
defined-benefit plans. The present value is calculated on the 
basis of assumptions regarding the future developments in 
the wage/salary level as well as interest, inflation and mortal-
ity rates in the countries where such plans exist. The present 
value is calculated only for benefits to which the employees 
have already earned the right during their employment with 
the Group until the present time. 

The actuarial calculation of the pension obligation is recog-
nised as a liability in the balance sheet. If a pension plan con-
stitutes a net asset, the asset is only recognised to the extent 

that it equals future repayments under the plan, or if it will 
lead to a reduction in future payments under the plan.

Actuarial gains and losses arise mainly from changes in 
actuarial assumptions and differences between actuarial as-
sumptions and what has actually occurred. Actuarial gains and 
losses are recognised directly in other comprehensive income. 

For defined-benefit plans, costs charged to the income state-
ment consist of current service cost, based on actuarial assess-
ments and financial forecasts made at the beginning of the 
year, including expected service cost, interest cost, expected 
return on plan assets and past service cost. The past service 
cost for the enhancement of pension benefits is accounted for 
when such benefits vest or become a constructive obligation.

Interest from pension assets and liabilities is recognised under 
financials.

Other non-current employee benefits are similarly recognised 
based on an actuarial calculation. All actuarial gains and losses 
are recognised immediately in the income statement, how-
ever. Other non-current employee obligations include jubilee 
bonuses and non-current severance schemes.

Provisions
Provisions are recognised when, as a consequence of an event 
occurring before or on the balance sheet date, the Group has 
a legal or constructive obligation and it is probable that an 
outflow of resources will be required to settle the obligation. 

Provisions for restructuring are recognised when a detailed, 
formal plan for the restructuring has been made before or 
on the balance sheet date and has been announced to the 
parties involved. In connection with acquisitions, provisions 
for restructuring costs are only included in the computation of 
goodwill if an obligation exists for the entity acquired as of the 
date of acquisition. 

Provisions are made for onerous contracts when the antici-
pated benefits to the Group from a contract are outweighed 
by the unavoidable costs under the contract. 

When the Group is under an obligation to dismantle an as-
set or re-establish the site where the asset has been used, a 
provision is made corresponding to the present value of the 
expected future costs. The provision is determined based on 
current orders and estimated future costs, discounted to their 
present value. The discount factor used reflects the general 
level of interest rates. The present value of the costs is recog-
nised in the cost of the item of property, plant and equipment 

Note

1 Accounting policies (continued)



 Group | Falck Annual Report 2011 57

Notes to the Group financial statements

in question and depreciated together with these assets. The 
increase of the present value over time is recognised in the 
income statement under financial expenses.

Financial liabilities
Debt to credit institutions is recognised at the raising of a loan 
at fair value less transaction costs. In subsequent periods, 
financial liabilities are measured at amortised cost.

Residual lease commitments from finance leases are recog-
nised at amortised cost. 

Other financial liabilities are measured at amortised cost.

Deferred income
Deferred income primarily represents subscription revenue 
relating to several financial periods.

Assets held for sale
Assets held for sale comprise non-current assets and disposal 
groups held for sale. A disposal group is a group of assets to 
be disposed of, by sale or otherwise, together as a group in 
a single transaction. Liabilities regarding assets held for sale 
are liabilities directly associated with those assets that will be 
transferred in the transaction. Assets are classified as “held 
for sale” if their carrying amount will be recovered principally 
through a sale transaction within 12 months in accordance 
with a formal plan rather than through continuing use.

Assets or disposal groups held for sale are measured at the 
lower of the carrying amount at the date when the assets 
were classified as held for sale and fair value less costs to sell. 
Assets are not depreciated or amortised as from the date they 
are classified as “held for sale”.

Impairment losses from the initial classification of the non-
current assets as held for sale as well as gains and losses from 
following measurement of the lowest value of the carrying 
amount or the fair value less costs to sell are recognised in the 
income statement. Gains and losses are disclosed in the notes 
to the financial statements.

Assets and related liabilities are recognised separately in the 
balance sheet, and the main items are specified in the notes 
to the financial statements. Comparative figures in the bal-
ance sheet are not restated.

Leasing
For financial reporting purposes, lease liabilities are classified 
as either finance or operating lease liabilities. 

Leases are classified as finance leases when substantially all 
risks and rewards of ownership of the leased asset are trans-
ferred. Other leases are classified as operating leases.

The accounting treatment of assets held under finance leases 
and the related liability is described in the sections on prop-
erty, plant and equipment and financial liabilities respectively.

Assets held under operating leases are not recognised in the 
balance sheet. Lease liabilities under operating leases are 
disclosed as contingent liabilities.

Lease payments concerning operating leases are recognised in 
the income statement on a straight-line basis over the term of 
the lease.

CASH FLOW STATEMENT

The cash flow statement is presented according to the indirect 
method and shows the cash flow from operating activities, the 
cash flow from investing activities, the cash flow from financ-
ing activities and cash and securities at the beginning and end 
of the year.

The cash flow statement includes cash flows from companies 
acquired as from the date of acquisition, and cash flows from 
companies divested until the date of divestment. 

Cash flow from operating activities
Cash flows from operating activities include revenue less op-
erating expenses and interest adjusted for non-cash operating 
items and changes in working capital. 

Cash flows from operating activities are adjusted for cash 
flows related to special items and corporation tax. 

Cash flow from investing activities
Cash flows from investing activities include cash flows from 
the acquisition and divestment of companies, non-control-
ling interests and operations and the purchase and sale of 
intangible assets, property, plant and equipment and other 
non-current assets and the purchase and sale of securities not 
included in cash and cash equivalents.

Entering into a finance lease is considered a non-cash transac-
tion.

Cash flows from financing activities
Cash flows from financing activities include cash flows from 
changes in share capital and related costs, purchases and sales 
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of treasury shares, cash flows from dividends, cash flows from 
interest-bearing debt raised and repayment thereof.

Cash flows relating to assets held under finance leases are 
recognised as payment of interest and repayment of debt.

Cash and cash equivalents
Cash and cash equivalents comprise cash and short-term mar-
ketable securities with a term of three months or less which 
are subject to an insignificant risk of changes in value.

Cash flows in currencies other than the functional currency 
are translated at average exchange rates unless these differ 
materially from the exchange rate ruling at the transaction 
day.

SEGMENT REPORTING

The segment information has been prepared in accordance 
with the Group’s accounting policies and is based on the inter-
nal management reporting.

Segment income, expenses and assets comprise items that 
can be directly attributed to individual segments and items 
that can be allocated to the individual segments on a reason-
able basis. Unallocated items are primarily assets and income 
and expenses relating to the Group's administrative functions, 
income taxes and similar items. Non-current assets in a seg-
ment comprise non-current assets used directly in the opera-
tion of the segment, including intangible assets, property, 
plant and equipment and investments in associates. Current 
assets in a segment comprise current assets used directly in 
the operation of the segment, including inventories, trade 
receivables, other receivables, prepaid expenses and cash.

FINANCIAL RATIOS

For definitions of financial ratios, see page 115.

Note
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The calculation of the carrying amounts of certain assets and 
liabilities relies on judgments, estimates and assumptions 
about future events.

The estimates and assumptions applied are based on historical 
experience and other factors that Management considers 
reasonable under the circumstances, but which are inher-
ently uncertain and unpredictable. Such assumptions may be 
incomplete or inaccurate, and unexpected events or circum-
stances may occur. In addition, the Group is subject to risks 
and uncertainties that may cause actual outcomes to deviate 
from such estimates.

Estimates material to the financial reporting are made in 
the calculation of, inter alia, depreciation, amortisation and 
impairment losses, pensions and similar liabilities, provisions, 
the determination of fair values, share-based compensation as 
well as contingent liabilities and assets.

Amortisation and depreciation periods and scrap values
In the determination of the carrying amount of intangible 
assets and property, plant and equipment, estimates are 
required of the estimated economic lives of the assets and of 
scrap values.

Goodwill impairment test
In the annual goodwill impairment test or in case of any 
indication of an impairment requirement, an assessment is 
made of how the parts of the Group (cash-generating units) to 
which the goodwill relates will be able to generate sufficient 
cash flows in future to support the value of goodwill and other 
net assets in the relevant part of the Group.

As a result of the nature of the company’s business, expected 
cash flows must be estimated over a period of a number of 
years, which inherently produces some degree of uncertainty. 
This uncertainty is reflected in the discount rate applied.

The impairment test of goodwill and the associated particu-
larly sensitive factors and sensitivity analyses are described in 
note 15 to the consolidated financial statements.

Provisions for acquisition of non-controlling interests
In the determination of the fair value of issued put options 
under which the Group assumes an obligation to buy shares 
in subsidiaries held by non-controlling shareholders, Man-
agement makes certain estimates, including of the future 
financial performance of the subsidiaries, the probability that 
the option holders exercise their right to sell and the time 
of exercise. These factors are of material importance to the 
determination of the fair value, which is therefore subject to 
uncertainty. 

Purchase price allocation in business combinations
In connection with the allocation of the purchase price in busi-
ness combinations, a determination is made of the fair values 
of the assets and liabilities acquired. As this determination 
is based on expected future cash flows related to the assets 
and liabilities acquired, the realisation of such cash flows as an-
ticipated is subject to an inherent uncertainty. In accordance 
with IFRS 3, the allocation of the purchase price in business 
combinations may be adjusted for up to 12 months from the 
date of acquisition.

Note

2 Accounting estimates and judgments



60 Falck Annual Report 2011 | Group

Notes to the Group financial statements

Business areas
Falck's reporting segments are its four independent business 
areas, Emergency, Assistance, Healthcare and Training, which 
sell various services.

Emergency
Falck is the largest international ambulance service provider in 
the world. Falck provides ambulance services to the people in 
14 countries in Europe and North and South America in close 
collaboration with the authorities. Falck operates more than 
1,800 ambulances with ambulance officers, treating more 
than two million sick or injured people every year. In addi-
tion, Falck also helps handle many other pre-hospital services 
such as the operation of doctors' emergency cars, emergency 
response vehicles and emergency helicopters. Falck is also the 
world's largest international fire-fighting operator, with activi-
ties in eight different countries. In Denmark, Falck provides 
fire-fighting and fire-prevention services in two-thirds of the 
country. In the other countries, Falck is active in industrial 
fire services, fire training and fire services consulting for both 
public and industrial customers.

Assistance
Falck's Assistance services are concentrated in four Nordic 
countries Denmark, Finland, Norway and Sweden. The servic-
es provide the citizens with the greatest possible security and 
peace of mind, either by preventing accidents or by providing 
fast and competent assistance when accidents occur. The 
services are often subscription-based and especially provide 
help to people with their cars and homes. As an example, 
Falck helps members whose car has broken down or if they 
are involved in an accident. In most cases, Falck staff can 
repair the car on the spot. And Falck helps homeowners with 
everything from water in the basement to snow on the roof. 
Also, both private individuals, companies and public authori-
ties can make use of Assistance services in situations involving 
buildings, health, travel and more.

Healthcare
Falck Healthcare is Denmark's largest private provider of 
healthcare services. Under this business area, Falck helps 
create healthy people and healthy workplaces. An important 
part of Falck Healthcare's efforts consists of preventing illness, 
stress and attrition. The goal is to ensure that each individual 
has a better, longer and healthier worklife. This also means 
greater job satisfaction at the workplace, as well as lower costs 
related to illness, lower public-sector costs for social security, 
lower costs for insurance companies saving money on claims 
resulting from a reduction in or loss of working capacity, for 
example.

Training
Falck provides rescue and safety courses and other safety 
services in 15 countries on five continents. This happens at 28 
training centres aimed at the offshore industry and the mari-
time sector, but the chemical industry, the aviation industry 
and the armed forces in Denmark and Sweden also make use 
of Falck's facilities and services. In addition, Falck has eight 
land-based training centres in the Netherlands. At all these 
centres, people are instructed in safe behaviour in order to 
avoid accidents in the workplace, and they are taught how to 
react correctly – also under extreme conditions – if accidents 
do occur. Falck is the world's leading provider within this area 
with competencies developed on the basis of more than 100 
years of experience in rescue services.

The accounting policies of all business areas are identical to 
those described in the accounting policy note to the financial 
statements. The performance of the business areas is evalu-
ated on the basis of operating profit before costs and amor-
tisation from business combinations and exceptional items. 
Revenue and other transactions within and between business 
areas are accounted for as if they had taken place with third 
parties in accordance with Falck's rules on transfer pricing and 
internal settlement.

Note

3 Segment information



 Group | Falck Annual Report 2011 61

Notes to the Group financial statements

Note DKK million

3 Segment information (continued)

     Elimination 
     and non- 
     allocated 
Business areas 2011 Emergency2) Assistance Healthcare Training items Total
      
KEY RATIOS      
Operating margin (%) 1) 6.8 12.4 7.4 12.6  9.6

      
INCOME STATEMENT      
Revenue 6,385 2,693 1,112 1,019 (1,016) 10,193
Operating profit before amortisation,  
depreciation, impairment and  
exceptional items 633 360 100 180 - 1,273
Amortisation, depreciation and impairment (269) (31) (20) (62) - (382)

Operating profit before exceptional items 364 329 80 118 - 891

      
Analysed as follows:      
Operating profit before costs and  
amortisation from business  
combinations and exceptional items 435 335 82 128 - 980
Amortisation of intangible assets and  
costs from business combinations (71) (6) (2) (10) - (89)
Operating profit before exceptional items 364 329 80 118 - 891
Exceptional items (154) - - - 236 82

Profit before financials 210 329 80 118 236 973
      
Financials, etc.     (273) (273)

Profit before tax     700 700
Income taxes     (184) (184)

Profit for the year     516 516

BALANCE SHEET      
Total assets 4,929 2,696 1,109 1,750 (191) 10,293
Net investments in intangible assets,  
property, plant and equipment 145 61 6 72 - 284

1) Operating profit before costs and amortisation from business combinations and exceptional items as a percentage of revenue.

2)  The Emergency business includes operations in Venezuela, which is classified as a hyperinflationary economy. The revenue and operat-
ing profit stated above therefore include an adjustment for hyperinflation of DKK 4 million and DKK 0 million respectively. The effect on 
profit for the year was a reduction by DKK 1 million.     
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3 Segment information (continued)

     Elimination 
     and non- 
     allocated 
Business areas 2010 Emergency Assistance Healthcare Training items Total
      
KEY RATIOS      
Operating margin (%) 1) 6.8 10.9 6.3 14.8  10.0

      
INCOME STATEMENT      
Revenue 4,834 2,470 1,196 958 (1,091) 8,367
Operating profit before amortisation,  
depreciation, impairment and  
exceptional items 508 280 96 188 24 1,096
Amortisation, depreciation and impairment (204) (22) (26) (55)  (307)

Operating profit before exceptional items 304 258 70 133 24 789

      
Analysed as follows:      
Operating profit before costs and  
amortisation from business combinations  
and exceptional items 329 269 75 142 24 839
Amortisation of intangible assets and  
costs from business combinations (25) (11) (5) (9)  (50)
Operating profit before exceptional items 304 258 70 133 24 789
Exceptional items - - - - (26) (26)

Profit before financials 304 258 70 133 (2) 763

Financials, etc.     (122) (122)

Profit before tax     641 641
Income taxes     (183) (183)

Profit for the year     458 458

BALANCE SHEET      
Total assets 3,875 2,572 1,071 1,750 (179) 9,089
Net investments in intangible assets,  
property, plant and equipment 33 49 11 41 (22) 112

1) Operating profit before costs and amortisation from business combinations and exceptional items as a percentage of revenue.
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3 Segment information (continued)

    Non-current   Non-current 
    assets   assets 
    excluding   excluding 
    deferred   deferred 
Geographic breakdown   Revenue tax assets Revenue tax assets
    
Denmark   5,459 4,054 5,292 4,075
Nordic region   1,705 833 1,541 773
Europe   1,212 653 1,087 596
North America   1,073 885 175 687
South America   606 786 143 309
Rest of the world   138 204 129 217

Total   10,193 7,415 8,367 6,657

The breakdown of revenue is based on customers' country of residence. No single customer accounts for 10% or more of revenue.

Breakdown of assets based on physical location.

The Nordic region comprises the following countries:
Norway, Sweden and Finland.

Europe comprises the following countries:
Belgium, Estonia, the Netherlands, Poland, Romania, Slovakia, Spain, United Kingdom, Turkey and Germany.

North America comprises the following country:
United States

South America comprises the following countries:
Brazil, Colombia, Ecuador, El Salvador, Panama, Trinidad & Tobago, Uruguay and Venezuela.

The rest of the world comprises the following countries:
Azerbaijan, United Arab Emirates, India, Kazakhstan, Malaysia, Nigeria, Russia, Singapore, Thailand and Vietnam.

Note DKK million 2011 2010

4 Revenue

Services     10,121 8,318
Products     72 49

Total revenue     10,193 8,367

5 Other operating income

Gain on sales of assets     25 52
Other operating income     23 18

Total other operating income     48 70

Other operating income relates mainly to rent from premises.
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6 Fees to auditors appointed at the annual general meeting

KPMG      
Audit     (8) (6)
Other assurance engagements     - -
Tax advisory services     (1) (2)
Preparation of a potential IPO     (5) (8)
Other services     (2) (2)

Total fees     (16) (18)

7 Staff costs

Salaries and wages to employees     (4,610) (3,771)
Ordinary remuneration to the Executive Management Board    (8) (10)
Of which paid by Falck Holding A/S     4 -
Remuneration to the Executive Management Board relating to preparation of a potential IPO   - (7)
Remuneration to the Board of Directors     (3) (2)

Total     (4,617) (3,790)
Of which reinvoiced      - 3

Total salaries and remuneration     (4,617) (3,787)

Defined-contribution pension plans     (271) (255)
Defined-benefit pension plans     - 18
Other social security costs     (448) (330)
Other staff costs     (355) (301)

Total other staff costs     (1,074) (868)

Total staff costs     (5,691) (4,655)

Number of full-time employees     20,115 14,352

Number of part-time employees     5,147 4,791

Number of employees (full-time equivalents)     17,143 13,727

Remuneration to the Executive Management Board does not include pension contributions   

The service contracts for the members of the Executive Management Board include severance 
periods which, in the case of resignation by an executive, are 6 months and, in the case of 
termination by the company, are 12 months.

Warrant programme, Executive Management Board
Number of warrants at 1 January     - 4,443,120
Grant of new warrants. See note 21      4,443,120 -
Cancellation of warrants. See note 21      (4,443,120) -
Buy back in the period. See note 21     - (4,443,120)

Number of warrants at 31 December     - -

At the extraordinary general meeting held on 25 February 2011, the Board of Directors was authorised to establish a new warrant 
programme. At the Board meeting held on 15 March 2011, the Board of Directors adopted a resolution to establish a new warrant pro-
gramme for the Executive Management Board. The new warrant programme comprises 4,443,120 warrants. Each warrant entitles the 
holder to subscribe for one share with a nominal value of DKK 0.50 on 30 December 2015 at a price of DKK 125 per share. The warrants 
issued were acquired at market value, equivalent to DKK 11 million, and there are no conditions attached to the acquisition of the war-
rants. The warrants issued have been transferred to Falck Holding A/S and subsequently cancelled at an extraordinary general meeting of 
Falck A/S.
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8 Amortisation, depreciation and impairment

Intangible assets from acquisitions     (56) (27)
Other intangible assets     (29) (28)
Buildings     (33) (36)
Leasehold improvements     (12) (10)
Fixtures and fittings, tools and equipment     (245) (206)
Amortisation, depreciation and impairment for the year    (7) 

Total amortisation, depreciation and impairment     (382) (307)

9  Amortisation of intangible assets and costs from  
business combinations

Amortisation of intangible assets from business combinations    (56) (27)
Costs from business combinations     (33) (23)

Total amortisation of intangible assets and costs from business combinations   (89) (50)

10 Exceptional items

Gains on the sale of available-for-sale securities     242 -

Exceptional items, income     242 -

Impairment loss on available-for-sale securities     (142) -
Costs relating to sale of Falck A/S     (18) (26)

Exceptional items, costs     (160) (26)

      
Total exceptional items     82 (26)

11 Financial income

Foreign exchange gains     23 21
Interest from cash     10 6
Interest from securities held to maturity     2 1
Other financial income     3 5

Total financial income     38 33

12 Financial expenses

Foreign exchange losses     (17) (14)
Interest to credit institutions     (188) (119)
Costs of debt restructuring     (74) -
Interest element on discounted liabilities     (5) (12)
Interest expenses to Group companies     (1) -
Other financial expenses     (25) (10)

Total financial expenses     (310) (155)
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13 Income taxes

Current tax     (214) (184)
Change in deferred tax for the year     32 (1)
Prior year adjustments     (2) 2

Total income taxes     (184) (183)
Tax on other comprehensive income     (1) (38)

Total tax     (185) (221)

      
Income taxes paid during the year     (150) (195)

      
Breakdown of tax rate:      
Total income taxes     (184) (183)

Tax base for current tax     700 641

Effective tax rate     26.2%  28.6%

Danish tax rate     25.0% 25.0%
Differences in foreign tax rates relative to Danish rate    (0.4%) 0.4%
Non-deductible costs/(tax-exempt income)     (0.4%) 2.8%
Current year's non-capitalised tax losses     0.6% 0.3%
Utilisation of non-capitalised tax losses     (0.1%) (0.4%)
Other adjustments including adjustments relating to prior years    1.5% 0.5%

Effective tax rate     26.2% 28.6%

Tax on other comprehensive income      
Tax on foreign exchange differences     6 (33)
Tax on actuarial adjustments relating to pension obligations    1 (1)
Tax on value adjustments relating to currency hedging instruments    (11) (3)
Tax on value adjustments of interest hedging instruments    3 (1)

Total tax on other comprehensive income     (1) (38)

14 Earnings per share

Profit for the year     516 458
Profit attributable to non-controlling interests     16 14

Profit attributable to the Falck Group     500 444

      
Average number of shares     92,786,800 92,786,800
Average number of treasury shares     51,559 268,079

Average number of outstanding shares     92,735,241 92,518,721
Average dilutive effect of outstanding warrants     2,284,057 3,553,820

Diluted average number of outstanding shares     95,019,298 96,072,541

      
Earnings per share (EPS) of DKK 0.50     5.4 4.8

      
Diluted earnings per share (DEPS) of DKK 0.50     5.3 4.6
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15  Intangible assets

      Intangible  
    assets  Other 
    from  intangible 
2011   Goodwill acquisitions   assets   Total 
      
Cost at 1 January 2011   4,711 336 170 5,217
Foreign exchange differences   61 15 - 76
Additions on acquisitions   746 166 9 921
Transfer to assets held for sale   (82) (16) - (98)
Additions   - - 42 42
Revaluation of put options and earn-outs   (56) - - (56)
Disposals and reclassification   - - (6) (6)
Adjustments to prior-year acquisitions   (78) (36) - (114)

Cost at 31 December 2011   5,302 465 215 5,982

     
Amortisation and impairment at 1 January 2011   - (75) (73) (148)
Foreign exchange differences   - (2) - (2)
Transfer to assets held for sale   82 16 - 98
Disposals and reclassification   - - 9 9
Amortisation   - (56) (29) (85)
Impairment   (82) (3) - (85)

Amortisation and impairment at 31 December 2011  - (120) (93) (213)

Carrying amount at 31 December 2011   5,302 345 122 5,769

      Intangible  
    assets  Other 
    from  intangible 
2010   Goodwill acquisitions   assets   Total 
 
Cost at 1 January 2010   4,075 127 169 4,371
Foreign exchange differences   91 12 3 106
Additions on acquisitions   575 197 1 773
Additions   - - 27 27
Revaluation of put options and earn-outs   (30) - - (30)
Disposals and reclassification   - - (30) (30)

Cost at 31 December 2010   4,711 336 170 5,217

     
Amortisation and impairment at 1 January 2010   - (46) (75) (121)
Foreign exchange differences   - (2) (2) (4)
Disposals and reclassification   - - 32 32
Amortisation   - (27) (28) (55)

Amortisation and impairment at 31 December 2010  - (75) (73) (148)

Carrying amount at 31 December 2010   4,711 261 97 5,069

Intangible assets from acquisitions primarily relate to customer contracts and other customer relations. The acquisitions were primarily 
made to achieve synergies with existing business areas, to further develop existing markets and to establish a presence on new markets. 
As a result, a large part of the consideration is allocated to goodwill.

Other intangible assets are primarily related to software.

Except for goodwill, all intangible assets are deemed to have a limited economic life.
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15  Intangible assets (continued)

Impairment tests of goodwill
Goodwill is tested for impairment at least once a year, and more frequently if there are indications of impairment. In impairment tests, 
the discounted value of the future net cash flows of each of the cash-generating units (value in use) are compared with their carrying 
amounts. 

      2011 2010

Goodwill is related to the following business areas: 
Emergency      1,537 956
Assistance     1,964 1,948
Healthcare      811 761
Training      990 1,046

Total goodwill     5,302 4,711

For the above mentioned business areas, goodwill is tested for impairment in the relevant cash generating units within the business 
areas based on the following parameters and assumptions:

The future net cash flows are based on the consolidated budget for 2012 and the Group’s strategic plan for the period until 2015. Moreo-
ver, growth during the terminal period has been estimated at 2-3% (2010: 3.0%).
      
The key parameters for the impairment test are performance in terms of revenue and the EBITA margin. As capital tied up in net operat-
ing assets is generally low in the Group, this parameter does not have any material impact on the impairment test.

The Emergency activities primarily consist of ambulance services, including transportation of patients, and of fire fighting for public- and 
private-sector customers, and they do not fluctuate materially from year to year. Emergency also includes training and consulting activi-
ties for private-sector companies in several countries. The discount rate for Emergency has been set at 8% (2010: 8%).

The Assistance activities primarily consist of subscriptions and are therefore stable from year to year. The discount rate has been set at 
8% (2010: 8%).

The Healthcare activities primarily consist of subscriptions and longer term contracts and are therefore stable from year to year. The 
discount rate has been set at 8% (2010: 8%). Substantial growth is expected in the Healthcare business in the years ahead.

Healthcare also includes staffing business which mainly consists of payments on a case-by-case basis. The discount rate has therefore 
been set at 9% (2010: 9%).

Training activities primarily consist of rescue and safety courses and other safety services and is to a certain extent affected by the activ-
ity level in the oil industry. The discount rate has therefore been set at 9% (2010: 9%). The main assumptions in the strategic plan until 
2015 are the expected organic growth and that off-shore exploration activities will pick up pace.

The impairment tests of goodwill did not result in any impairment.
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16  Propertry, plant and equipment

     Fixtures, 
    Leasehold fittings, 
    Land and  improve- tools and 
2011   buildings  ments  equipment Total
      
Cost at 1 January 2011   858 91 1,174 2,123
Foreign exchange differences   (4)  (15) (19)
Additions on acquisitions   1 5 107 113
Transfer to assets held for sale   - - (45) (45)
Additions   45 13 263 321
Disposals and reclassification   2 (7) (253) (258)

Cost at 31 December 2011   902 102 1,231 2,235

     
Depreciation and impairment at 1 January 2011   (146) (34) (379) (559)
Foreign exchange differences   (1) 1 5 5
Transfer to assets held for sale   - - 45 45
Disposals and reclassification   - 1 217 218
Depreciation   (33) (12) (245) (290)
Impairment   - - (29) (29)

Depreciation and impairment at 31 December 2011  (180) (44) (386) (610)

Carrying amount at 31 December 2011   722 58 845 1,625

     
of which assets under construction   16 - 26 42
of which assets held under finance leases   18 - 12 30

  
  
     Fixtures, 
    Leasehold fittings, 
    Land and  improve- tools and 
2010   buildings  ments  equipment Total
  
Cost at 1 January 2010   844 82 1,100 2,026
Foreign exchange differences   16 4 41 61
Additions on acquisitions   - 2 63 65
Additions   152 7 215 374
Disposals and reclassification   (154) (4) (245) (403)

Cost at 31 December 2010   858 91 1,174 2,123

      
Depreciation and impairment at 1 January 2010   (118) (26) (288) (432)
Foreign exchange differences   (4) (1) (30) (35)
Disposals and reclassification   12 3 145 160
Depreciation   (36) (10) (206) (252)

Depreciation and impairment at 31 December 2010  (146) (34) (379) (559)

Carrying amount at 31 December 2010   712 57 795 1,564

      
of which assets under construction   14 - 18 32
of which assets held under finance leases   12 - 12 24
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17 Investments in associates

Cost at 1 January     22 2
Additions on acquisitions     - 20
Adjustments to prior-year acquisitions     (8) -

Cost at 31 December     14 22

Share of valuation adjustments at 1 January     (4) (5)
Share of profit after tax     (1) -
Disposals and reclassifications     - 1

Impairment and share of valuation adjustments at 31 December    (5) (4)

Carrying amount before offset in receivables at 31 December    9 18
Companies with negative carrying amount offset in receivables    6 5

Carrying amount at 31 December     15 23

See "Legal entities" for a list of companies.

Summary financial information about associates (100%):
Revenue     46 19
Profit for the year     1 3
Total assets     320 283
Total liabilities     320 275

18 Inventories

Goods for resale     60 60

Total inventories     60 60

Value of inventories recognised at net realisable value    - -
Write-downs during the year     1 3
Reversal of write-downs during the year     - -

19 Trade receivables

Total trade receivables     1,173 1,088

Write-downs at 1 January     29 27
Write-downs during the year     127 27
Realised write-downs during the year     (3) (25)

Write-downs at 31 December     153 29

The credit quality of receivables that are not overdue and have not been written down is assessed based on the Group's internal credit 
assessment procedures. They are generally deemed to be of a high quality with a low risk of losses as they are typically minor subscription 
receivables from individual customers, and a significant part of the receivables are from public authorities and other major customers.

However write-downs of receivables increased in 2011 as a result of the acquisitions of Care Ambulance and Lifestar Response, as ambu-
lance companies in the United States collect payment directly from the patient if the patient does not have health insurance or is covered 
by a public insurance scheme. This may be difficult, especially in the event of emergency responses.

Write-downs are generally recognised in other external costs. However, write-downs of receivables from private customers in the United 
States are recognised in revenue when it is assumed in advance that they cannot be collected.

Write-downs of receivables are based on individual assessments of customers' ability to pay. Moreover, general write-downs may be made 
based on experience and the age distribution of receivables from customers.
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19 Trade receivables (continued)

Breakdown by maturity:      
      
Not due     692 703
Due within - 1 to 30 days     279 167
Due within - 31 to 90 days     156 97
Due within - more than 90 days     199 150

      1,326 1,117

Provision for bad debts     (153) (29)

Total trade receivables     1,173 1,088

      
Fair value of trade receivables     1,173 1,088

20 Cash and securities

Cash     885 439
Securities     172 372

Total cash and securities     1,057 811

      
Breakdown of cash and securities:      
      
Cash     885 439
Securities with maturities of less than 3 months     77 -

Cash and securities as per cash flow statement     962 439
      
Securities subject to regulations on solvency requirements    95 66
Available-for-sale securities     - 306

Total cash and securities     1,057 811

DKK 95 million (2010: DKK 66 million) of the Group’s cash and securities is held in a Swedish subsidiary which is subject to Swedish insur-
ance regulations and which is therefore subject to solvency requirements.

21 Equity, treasury shares and dividends

Capital structure      
The Group is generally not subject to any capital requirements other than usual statutory requirements.

The Group monitors and manages its capital structure in order to ensure that it can meet its financial obligations. No changes have been 
made to the Group's management of capital as compared with 2010.

A capital increase of DKK 1 million was made in 2009. There have been no other changes to the share capital during the past five years.

The share capital is divided into 92,786,800 shares (2010: 92,786,800 shares) with a nominal value of DKK 0.50 each. The shares are 
fully paid up and are not divided into classes.

 Number of shares Nominal value (DKK thousand) % of share capital
 
Treasury shares 2011 2010 2011 2010 2011 2010
      
Treasury shares at 1 January - 258,219 - 129 - 0.29
Additions 76,191 95,238 38 48 0.08 0.10
Disposals - (353,457) - (177) - (0.39)

Treasury shares at 31 December 76,191 - 38 - 0 -

All treasury shares are owned by Falck Danmark A/S and have been bought back from former employees.
The purchase price of treasury shares acquired during the financial year was DKK 6 million (2010: DKK 6 million).
The sales price of treasury shares sold during the financial year was DKK 0 million (2010: DKK 30 million).
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21  Equity, treasury shares and dividends (continued)

Warrants
At an extraordinary general meeting held on 25 February 2011, the Board of Directors was 
authorised to establish a new warrant programme. At a meeting of the Board of Directors held 
on 15 March 2011, the Board passed a resolution to establish a new warrant programme for the 
Executive Management Board. The new warrant programme comprises 4,443,120 warrants. 
Each warrant entitles the holder to subscribe for one share with a nominal value of DKK 0.50 at 
DKK 125 per share on 30 December 2015. The warrants issued were acquired at market price, 
equivalent to DKK 11 million, and no conditions were attached to the acquisition.

The warrant programme was transferred to Falck Holding A/S in connection with the acquisi-
tion of Falck A/S by Falck Holding A/S, and was subsequently cancelled at an extraordinary 
general meeting of Falck A/S.

Warrant programme      
Number of warrants at 1 January     4,443,120 -
Buy back of own warrants     - 4,443,120
Cancellation of own warrants     (4,443,120) -
Grant of new warrants     4,443,120 -
Cancellation of new warrants     (4,443,120) -

Number of warrants at 31 December     - 4,443,120

Dividend
A dividend of DKK 0 million is proposed (2010: DKK 0 million).

22 Pension obligations

The Group contributes to pension plans which cover employees in various companies of the Group. The pension plans are typically 
defined-contribution plans. The Group has defined benefit-plans in Norway and the Netherlands.

The Group has a defined-benefit plan in Sweden which is partially covered by an external pension company. It is not possible for the pension 
company to make an actuarial calculation of the pension obligation. As a result, the plan is accounted for as a defined-contribution plan.

The defined-benefit plans result in unfunded pension obligations which are not insured in an independent insurance company. The 
consolidated balance sheet includes unfunded pension obligations based on actuarial calculations. Changes in actuarial gains and losses 
are recognised fully in equity.

      2011 2010

DEFINED-BENEFIT PLANS
Costs in current financial year     - 2
One-off effects of transition to defined-contribution plan    - (20)
Interest expenses related to pension obligations     1 1
Expected return on plan assets     (1) (1)

Recognised pension cost     - (18)

      
Breakdown of provision for the Group's obligations:
Present value of pension obligations     30 24
Fair value of plan assets     (28) (26)

Total pension provisions     2 (2)

Recognised in the balance sheet as follows:      
Pension assets     - 2
Provision for pensions     (2) -

Total     (2) 2

The pension assets are included in other receivables.
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22 Pension obligations (continued)

Breakdown of movements in present value of pension provisions:
Pension provisions at 1 January     24 75
Foreign exchange differences     2 4
Cost in respect of current financial year     - 2
Changes in actuarial estimates     4 (37)
One-off effects of transition to defined-contribution plan    - (20)
Calculated interest     1 1
Paid out during the period     (1) (1)

Pension provisions at 31 December     30 24

      
Expected contributions for next year     - -

      
Movements in fair value of plan assets      
Plan assets at 1 January     26 56
Foreign exchange differences     1 3
Expected return on plan assets     1 1
Employer's contributions to plan during the period     - 2
Changes in actuarial estimates     1 (35)
Paid out during the period     (1) (1)

Total plan assets at 31 December     28 26

Actual return on plan assets     (1) (1)
Total actuarial gains recognised in the statement of comprehensive income   3 2
Total accumulated actuarial gains recognised in the statement of comprehensive income  (7) (7)

      
Breakdown of plan assets:      
Shares     2 4
Bonds     21 16
Property etc.     4 4
Other     1 2

Total plan assets     28 26

The defined-contribution plans are paid and recognised as incurred, and the Group has no 
obligations to the employees thereafter.

The calculation of the obligation is based on the following assumptions:

Norway      
Salary increases     3.8% 4.0%
Expected return on plan assets     4.8% 5.0%
Discount rate     3.3% 3.6%
      
Netherlands      
Salary increases     3.8% 3.8%
Expected return on plan assets     5.5% 5.5%
Discount rate     5.5% 5.5%
      
The return on plan assets has been set on the basis of market expectations of the rate of return.
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22 Pension obligations (continued)

Breakdown of the Group's pension obligations for the current and the preceding four years:

  2011 2010 2009 2008 2007

Actuarial pension obligations  (30) (24) (75) (72) (70)
Plan assets  28 26 56 49 53

(Under funding)/over funding  (2) 2 (19) (23) (17)

Experience-based change to obligations  5 (1) (9) (2) (5)
Experience-based change to plan assets  (1) 0 (3) (3) 0

23 Other employee obligations

     2011 2010

Employee obligations at 1 January     32 36
Adjustment in respect of current financial year     1 1
Paid out during the period     (4) (5)

Employee obligations at 31 December     29 32

The employee obligations primarily concern a special severance scheme for executives em-
ployed before 1991. The scheme is closed to new members.

24 Deferred tax

Deferred tax provisions at 1 January     205 93
Foreign exchange differences     - (1)
Additions on acquisitions     18 73
Change in deferred tax for the year     (32) 39
Change in deferred tax for prior years     15 1

Deferred tax provisions at 31 December     206 205

      
Deferred tax assets     (78) (75)
Deferred tax provision      284 280

Deferred tax provisions at 31 December     206 205

      
Breakdown of deferred tax:
Intangible assets     115 115
Property, plant and equipment     92 111
Current assets     6 13
Non-current debt and provisions     (14) (17)
Current debt     31 12
Tax losses carried forward     (37) (36)
Foreign exchange differences recognised in equity     13 7

Deferred tax provisions at 31 December     206 205

Tax losses carried forward and not included in deferred tax assets amount to DKK 33 million (2010: DKK 35 million).

Deferred tax assets are recognised on the basis of expected future earnings.

The Group does not have a material liability for withholding taxes in connection with potential dividend payments from subsidiaries.
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25 Provisions for acquisitions of operations and non-controlling interests

Provisions for acquisitions of non-controlling interests    516 311
Outstanding consideration and earn-outs     39 146

Provisions at 31 December     555 457

      
Non-current provisions:      
Provisions for acquisitions of non-controlling interests    493 311
Outstanding consideration and earn-outs     19 77

Total     512 388

Current provisions:      
Provisions for acquisitions of non-controlling interests    23 -
Outstanding consideration and earn-outs     20 69

Total     43 69

Total provisions     555 457

      
Provisions for acquisitions of non-controlling interests

Provisions at 1 January     311 227
Foreign exchange differences     24 28
Additions on acquisitions     258 103
Additions on divestments of non-controlling interests    1 41
Reclassification to provisions relating to assets held for sale    (17) -
Disposals on acquisitions of non-controlling interests    (2) (49)
Interest element on discounted liabilities     5 12
Dividends paid     (3) (16)
Adjustment relating to prior-year acquisitions     (47) 
Revaluation recognised in goodwill     (58) (30)
Revaluation and interests recognised in equity     44 (5)

Provisions for acquisitions of non-controlling interests at 31 December   516 311

      
Classification of provisions for acquisitions of non-controlling interests by expected maturity:
Within 1 year     23 -
Between 1 and 3 years     374 156
More than 5 years     119 155

Provisions for acquisitions of non-controlling interests at 31 December   516 311

      
Outstanding consideration and earn-outs      
Provisions at 1 January     146 59
Adjustment relating to prior-year acquisitions     (40) -
Additions on acquisitions     19 134
Reclassification to provisions relating to assets held for sale    (35) -
Payments during the year     (51) (47)

Outstanding consideration and earn-outs at 31 December    39 146

      
Classification of outstanding consideration and earn-outs by expected maturity:
Within 1 year     20 69
Between 1 and 5 years     19 77
More than 5 years     - -

Outstanding consideration and earn-outs at 31 December    39 146
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25 Provisions for acquisitions of operations and non-controlling interests (continued)

In connection with Falck assuming an obligation to acquire non-controlling interests, a concurrent right was obtained for Falck to acquire 
the same non-controlling interests in an agreed period.

The consideration for obligations and rights to acquire non-controlling interests is determined on the basis of profit before exercise multi-
plied by an already agreed multiple less net debt in the relevant companies. On recognition in the balance sheet, this value is made up at 
fair value on the basis of earnings and net debt at the time when the non-controlling interests are expected to exercise their right to sell 
their shares to Falck. The calculated fair value assumes an increase in earnings and a decrease in net debt in the relevant companies as 
compared with the value recognised in the financial statements.

      2011 2010

26 Other provisions

Provisions at 1 January     54 13
Additions on acquisitions     15 43
Provisions used during the year     (22) (2)
Reversed provisions     (1) -
Reversed provisions relating to assets held for sale     (23) -

Other provisions at 31 December     23 54

Classification of provisions by expected maturity:      
Within 1 year     12 20
Between 1 and 5 years     3 25
More than 5 years     8 9

Other provisions at 31 December     23 54

Other provisions concern pending litigation, an unprofitable lease contract for premises and the 
Group's obligation to clean up and demolish facilities on leased land.

27 Credit institutions

Non-current liabilities:      
Assets held under finance leases     48 13
Long-term loans     4,185 3,146

Total     4,233 3,159

Current liabilities:      
Assets held under finance leases     23 5
Short-term loans     60 596

Total     83 601

Total credit institutions     4,316 3,760

Of total long-term loans, mortgage loans represent DKK 377 million (2010: DKK 385 million)

Breakdown by maturity:      
Due within 1 year     83 601
Due between 1 and 5 years     1,480 2,769
Due after 5 years     2,753 390

Total     4,316 3,760
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27 Credit institutions (continued)

Breakdown by currency:      
DKK     2,161 2,554
EUR     1,492 886
NOK     19 6
USD     604 283
SEK     10 18
BRL     2 13
Other     28 -

Total     4,316 3,760

     
Interest reset periods:      
Within 3 months     3,939 3,375
After 12 months     377 385

Total      4,316 3,760

The statements set out above do not include liabilities relating to interest for subsequent financial periods. See note 35 for a description 
of the Group's risks and cash resources.

The effective interest rate has been determined at 4.3% (2010: 3.4%).

For debt with an interest reset period within 3 months, regular assessments are made of how long the interest period should be. As at 
the balance sheet date, the interest rate in DKK was fixed for one month and averaged approximately 3.4% (2010: 1.8%).

As at the balance sheet date, the interest rate in EUR was fixed for one month and averaged approximately 3.5% (2010: 1.0%) during the 
financial year. As at the balance sheet date, the interest rate in USD was fixed for one month and averaged approximately 2.6% (2010: 
0.7%) during the financial year.

For debt with an interest reset period beyond 12 months (in DKK) the effective interest rate is currently approximately 4.5% (2010: 4.5%).

The market value of debt with an interest reset period within 3 months is approximately DKK 3,941 million (2010: DKK 3,378 million), 
and the market value of debt with an interest reset period beyond 12 months is approximately DKK 415 million (2010: DKK 411 million).

DKK 38 million (2010: DKK 26 million) of capitalised loan costs has been deducted from the carrying amount of debt.

The Group is funded by a general syndicated loan with loan terms requiring that certain financial performance indicators are met. All 
loan terms were met in 2011.

Assets held under finance leases
Assets held under finance leases comprise leased vehicles and buildings. The lease contracts do not include any contingent lease payments.

Breakdown of liabilities concerning assets held under finance leases:

     Present value   Minimum 
    of lease  lease 
2011    payments   Interest   payments 

Due within 1 year    23 3 26
Due between 1 and 5 years    38 2 40
Due after 5 years    9 - 9

Total as at 31 December 2011    70 5 75

     Present value   Minimum 
    of lease  lease 
2010    payments   Interest   payments 

Due within 1 year    5 1 6
Due between 1 and 5 years    10 1 11
Due after 5 years    3 - 3

Total as at 31 December 2010    18 2 20
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28 Other payables

Holiday pay, wages, etc.     609 552
Employee income taxes, etc.     80 62
VAT     118 77
Accrued interest     1 1
Other     65 111

Total other payables     873 803

29 Deferred income

Subscription commitments     1,036 1,013
Other deferred income     295 281

Total deferred income     1,331 1,294

30 Net financials

Financial income and expenses     (272) (122)
Of which unrealised gains and losses     (3) (7)
Interest element, discounted liabilities     5 12
Change in amortised borrowing costs     (10) (24)
Repayment of interest rate swaps offset against loan proceeds    51 -
Change in interest payable     (1) (2)

Total net financials     (230) (143)

31 Investments in subsidiaries, non-controlling interests and operations

   Lifestar EMI Other 2011 2010

Assets      
Intangible assets  (3) (6) - (9) (1)
Property, plant and equipment  (63) (28) (22) (113) (65)
Cash and cash equivalents  (4) (236) (17) (257) (96)
Other current assets  (100) (58) (25) (183) (256)
Equity and liabilities      
Interest-bearing debt  70 134 9 213 43
Current debt, provisions, etc.  60 120 24 204 216
Non-controlling interests  - - 4 4 2

Net assets acquired  (40) (74) (27) (141) (157)
Goodwill  (111) (514) (121) (746) (575)
Intangible assets  (82) (54) (30) (166) (197)
Deferred tax on intangible assets  31 18 7 56 71
Value in excess of/below fair value relating to acquisitions  
of non-controlling interests  - - - - 5
Provisions for acquisitions of non-controlling interests,  
used during the year  - - 2 2 (49)
Provisions for acquisitions of non-controlling interests,  
addition during the year  16 243 - 259 103

Purchase price  (186) (381) (169) (736) (799)
Adjustment for cash and cash equivalents acquired  4 236 16 256 96
Outstanding consideration  - 13 6 19 43
Effect of hedging the consideration denominated in  
foreign currency  (12) - - (12) 31
Consideration relating to prior-year acquisitions  - - (50) (50) (19)

Cash consideration for acquisitions of Group companies (194) (132) (197) (523) (648)

Costs from business combinations, expensed     33 23
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31 Investments in subsidiaries, non-controlling interests and operations (continued)

Other than customer contracts and customer relations with a value of DKK 166 million (2010: DKK 197 million), no assets or liabilities 
have been identified which were not recognised in the companies acquired on the date of acquisition.

Business combinations can be adjusted up to 12 months after the acquisition.
Adjustment of goodwill and other intangible assets acquired in 2011 relating to business combinations closed in 2010 amounted to DKK 
97 million (2010: DKK 6 million)

Acquired assets include receivables from sales at a fair value of DKK 125 million. The contractual gross receivable is DKK 172 million, of 
which DKK 47 million was deemed to be unrecoverable as of the date of takeover.

The following acquisitions were made during the financial year. All acquisitions have been recognised applying the acquisition 
method.

      Percentage 
     Considera- of voting 
 Main   Month of Purchase tion rights 
Acquisitions 2011 activity Country acquisition  price paid in acquired
      
Lifestar Response Emergency USA Jan. 186 Cash 100%
Starowka Healthcare Poland Mar. 27 Cash 75%
Grupo EMI Emergency South America Mar. 381 Cash 63%
HealthCare Danmark Healthcare Denmark May 27 Cash 100%
Servicio Emergencias Regional (SER) Emergency Colombia Aug. 65 Cash 100%
Others    50 Cash 

Total acquisitions 2011    736  

Profit of acquired companies after date of acquisition     30
Full-year revenue including acquisitions      10,376
Full-year profit including acquisitions      522

Lifestar Response is a US-based ambulance company which mainly provides non-emergency transport in a number of states on the US 
East Coast. The acquisition of Lifestar Response gives Falck a further presence in the United States, where Lifestar Response is one of the 
largest providers in the region. It is expected that the US market has substantial growth potential based on the demographic changes in 
the country. Part of the purchase price has been allocated to existing customer contracts and the rest to goodwill, which represents the 
expected value of the future growth potential and expected synergies.

Starowka operates four medical clinics in the Warsaw area in Poland. The clinics provide both public and private healthcare services. 
The acquisition of Starowka represents a geographic expansion of the business area in Poland. The purchase price has primarily been allo-
cated to goodwill, which represents the value of the expected future growth potential and expected synergies.

Grupo EMI is a group of South American ambulance and medical service companies headquartered in Colombia. EMI offers a range of 
rescue services and products in six countries in the region and operates more than 250 ambulances and an extensive network of family 
doctors and clinics. Falck intends to use EMI's strong presence in the region as a platform for future expansion on the South American 
continent. Part of the purchase price has been allocated to the customer portfolio and goodwill in the form of the company's expected 
growth and expansion in the region.

HealthCare Danmark is a private provider of healthcare solutions that manages healthcare schemes for employees in public-sector and 
private-sector companies. Employees are treated and receive advice by interdisciplinary teams of physiotherapists, nurses, ergothera-
pists, massage therapists and zone therapists. The acquisition of HealthCare Danmark strengthens Falck's healthcare business, which can 
now, to an even greater extent, develop and roll out private healthcare services with a focus on prevention. The purchase price has been 
allocated to the existing customer portfolio and goodwill in the form of expected growth and operating and business synergies.

Servicio Emergencias Regional (SER) is a Colombian-based ambulance company which provides subscription-based services with an 
owned fleet of ambulances and other vehicles in three major cities in Colombia and also has a network of doctors. The acquisition of SER 
strengthens the presence in Colombia and, together with the acquisition of EMI earlier in the year, it enables Falck to provide the best 
possible emergency assistance and doctor's assistance to people in that part of the country. Part of the purchase price has been allocated 
to the customer portfolio and the rest to goodwill in the form of the company's expected growth and synergies.
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31 Investments in subsidiaries, non-controlling interests and operations (continued)

      Percentage 
     Considera- of voting 
 Main   Month of Purchase tion rights 
Acquisitions 2010 activity Country acquisition  price paid in acquired
      
Resource Protection International Ltd. Emergency UK Mar. 78 Cash 100%
S Reg AB Assistance Nordic region Sep. 181 Cash 100%
Toesa Service S.A. Emergency Brazil  Oct. 170 Cash 60%
Care Ambulance Service, Inc. Emergency USA Dec. 322 Cash 100%
Falck AVD B.V. Emergency Netherlands Apr. 20 Cash 20%
Other acquisitions    28 Cash 

Total acquisitions 2010    799  

Profit of acquired companies after date of acquisition     11
Full-year revenue including acquisitions      8,966
Full-year profit including acquisitions      510

      Percentage 
     Considera- of voting 
 Main   Month of Purchase tion rights 
Acquisitions 2012 activity Country acquisition  price paid in acquired
      
VL Emergency Spain Mar. 108 Cash 75%

Total acquisitions 2012    108  

Falck acquired 75% of the shares of VL in February 2012
VL Transport Sanitari and Grup VL Serveis Sanitaris (VL) are Spanish ambulance companies which operate 70 ambulances for emergency 
as well as non-emergency transportation of patients in Catalonia, Spain. Falck intends to use the acquisition of VL as a platform for fur-
ther expansion in the field of ambulance services on the Spanish market.

It has not yet been possible to complete the purchase price allocation due to the date of acquisition.

      2011 2010

32 Dividends paid to non-controlling interests

Dividend to non-controlling interests recognised in equity    (16) (13)
Dividend to non-controlling interests recognised in provisions for acquisitions of  
non-controlling interests     (3) (16)

Total dividends paid to non-controlling interests     (19) (29)

33 Other movements relating to shareholders

Acquisition of treasury shares     (6) (6)
Disposal of treasury shares     - 30
Issuance of warrants     11 -
Buy back of warrants     - (307)

Total other movements relating to shareholders     5 (283)
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34 Contingent liabilities, contractual obligations and collateral security

Contingent liabilities

Total guarantee commitments     9 11

The Falck Group is a party to certain litigation and claims. Management believes that rulings in 
this respect will not have a material impact on the Group’s financial position.

Falck A/S is jointly and severally liable for the Group’s overall VAT liability together with other 
jointly registered Danish enterprises.

The Group has issued performance bonds to a certain extent in connection with a number of 
contracts, including performance bonds for a total of DKK 249 million (2010: DKK 249 million) 
provided in connection with ambulance contracts in Denmark.

As part of the Group's activities, usual supplier agreements have been entered into.

In connection with the divestment of companies and operations, usual representations and 
warranties are made. There are currently no outstanding claims which are not sufficiently 
recognised in the balance sheet.

Contractual obligations
Minimum lease payments for operating lease commitments:
Due within 1 year     291 262
Due between 1 and 5 years     693 674
Due after 5 years     872 799

Operating lease commitments at 31 December     1,856 1,735

Net present value of lease commitments     1,486 1,444

The present value has been calculated on the basis of current market interest rates in the 
individual countries.

Lease payments recognised in the income statement    348 275

The operating lease commitments concern leases for vehicles and buildings. The lease period 
for cars is typically between 4 and 9 years. The lease period for buildings is typically up to 20 
years.

None of the leases include material contingent lease payments, whereas Falck has a right of first 
refusal to buy a number of buildings at a preset value. At the end of the year, Falck had notified 
the owner that it wanted to exercise such a right of first refusal in 2012. The value of the acqui-
sition of the property is DKK 68 million.

Collateral security      
The shares in the subsidiary Falck Danmark A/S have been provided as collateral for debt in Falck A/S.

Carrying amount of the Group's properties that have been mortgaged in security of loans  507 512
Carrying amount of the Group's operating equipment that has been provided as collateral for loans.  11 19
Bearer mortgages issued and used as collateral for credits    380 385
Unused bearer mortgages     15 15

See the note on liquidity risks for the conditions applicable to mortgaged assets.
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35 Financial instruments 

Financial risks 
As a consequence of its operations, investments and financing, the Group is exposed to a number of financial risks, including market risk 
(foreign exchange and interest rate risk), credit risk and liquidity risk. 

Group policy is not to actively speculate in financial risks. Accordingly, the Group’s financial management exclusively involves the man-
agement and mitigation of financial risks that arise as a direct consequence of the Group’s operations, investments and financing.

The Group's risk exposure is subject to continuous changes as a result of inflation risk in emerging markets, foreign exchange risk and 
interest rate risk. The Group monitors these risks in an ongoing process and hedges them, if necessary. The Group's risk exposure and 
risk management is adapted to the expanded activities in North America and the new activities in South America. Falck's presence in the 
US ambulance market has increased the Group's credit risk. See description below. Other than as described above, there are no material 
changes in the Group's risk management as compared to 2010.

Foreign exchange risk
The Group's foreign subsidiaries are not severely exposed to exchange rate fluctuations, as both revenue and most costs of the individual 
subsidiaries are denominated in the same currencies. The main exchange rate exposure faced by the Group relates to the translation of 
the financial results and equity of foreign subsidiaries into Danish kroner.

The Group regularly assesses its foreign exchange risks in order to determine whether the exposure should be hedged by same-currency 
loans or forward exchange contracts. The forward exchange contracts stated below were entered into with a view to reducing the 
Group’s foreign exchange risks in respect of the translation risk for investments in subsidiaries. See the section below regarding hedging.

53% of the Group’s revenue and earnings is denominated in Danish kroner (DKK) (2010: 63%). Other currencies that account for more 
than 5% of revenue or earnings are United States dollars (USD), Norwegian kroner (NOK), euros (EUR) and Swedish kroner (SEK).

The income statement is affected to a minor extent by changes in exchange rates, as the profit of foreign subsidiaries is translated into 
Danish kroner using average exchange rates. 

    2011

The hypothetical impact on the profit for the      
year and the Group's equity from reasonably  Probable change Hypothetical impact on Hypothetical impact 
 probable changes in exchange rates:  in exchange  rate profit for the year on equity

EUR/DKK  1% 15 15
USD/DKK  10% - 52
BRL/DKK  10% - -
PLN/DKK  10% - 10
NOK/DKK  5% - 15
GBP/DKK  5% - 8
SEK/DKK  5% - 14

    2010

The hypothetical impact on the profit for the      
year and the Group's equity from reasonably  Probable change Hypothetical impact on Hypothetical impact 
 probable changes in exchange rates:  in exchange  rate profit for the year on equity

EUR/DKK  1% 9 9
USD/DKK  10% - -
BRL/DKK  10% - 6
PLN/DKK  10% - 6
NOK/DKK  5% - 3
GBP/DKK  5% - 4
SEK/DKK  5% - 14

Assumptions regarding sensitivity information:
The sensitivities related to financial instruments have been determined on the basis of the financial instruments recognised at 31 
December. The sensitivities stated have been determined on the basis of an assumption that sales, price level and interest rate level are 
unchanged. The foreign exchange risk stated above thus does not take into account the translation risk on the translation into DKK of 
the profit and equity of foreign subsidiaries.
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35 Financial instruments (continued)

Interest rate risk 
The Group’s interest rate risk is mainly affected by the Group’s overall financing. Based on the current market situation, the Group's 
Executive Management Board and the Board of Directors have decided to swap 77% of the overall financing to a fixed three-year rate 
of interest via interest rate swaps. The rest of the overall financing is based on short-term interest rates. The interest rate exposure is 
hedged by interest rate swaps during the hedging period to the effect that interest rates on part of the debt that is denominated in DKK 
cannot exceed 1.40%, for debt denominated in EUR, interest rates cannot exceed 1.17%, and for debt denominated in USD, interest rates 
cannot exceed 0.55%. The remaining part of the syndicated financing is to be based on short-term interest rates. The Group is therefore 
sensitive to fluctuations in market interest rates, and a fluctuation by 1% would change the Group’s interest expense by DKK 11 million 
(2010: DKK 13 million) as a large part of the interest rate risk is hedged by interest rate swaps. Without these hedges, a fluctuation by 1% 
would change the Group's interest expense by DKK 40 million (2010: DKK 34 million).

The Group monitors developments in market interest rates closely so that it can react if the market situation changes. 

Assumptions regarding sensitivity information: 
The sensitivity stated has been determined based on the recognised financial assets and liabilities as at 31 December 2011. No adjust-
ment has been made for servicing and raising of debt or the like in 2011. Furthermore, it is assumed that all hedges of floating-rate loans 
are effective. 

Credit risk 
The Group’s credit risk primarily concerns primary financial assets. Credit risk related to financial assets equals the values recognised in 
the balance sheet. 

The Group is not exposed to significant risks concerning individual customers or business partners. When entering  into  significant  
contracts,  the  Group  makes  a  credit  assessment  of  the  customer  in  order  to  reduce  the  potential  credit  risk. The Group’s credit 
exposure to large customers is generally considered low as the Group’s large customers are mainly public authorities. However, write-
downs of receivables increased in 2011 as a result of the acquisitions of Care Ambulance and Lifestar Response, as ambulance companies 
in the United States collect payment directly from the patient if the patient does not have health insurance or is covered by a public 
insurance scheme. This may be difficult, especially in the event of emergency responses.

Subscription sales to private and corporate customers are not deemed to involve material risks to the Group as the amounts are small for 
the individual subscriptions, and general as well as individual provisions are made for anticipated bad debts.  

Liquidity risk 
The Group’s liquidity risk primarily concerns its ability to meet its obligations to pay its employees and creditors and to service its 
debts. 

See note 27 for a breakdown of maturities of liabilities to credit institutions. In addition to its recognised liabilities, the Group also has 
the option to draw on short-term credits. 

The Group continuously monitors its free cash flow in order to assess its liquidity risks. 

At year-end 2011, the Group’s unused credit and other facilities were in the region of DKK 960 million (2010: DKK 720 million). 

With the addition of available cash and cash equivalents of DKK 962 million (2010: DKK 745 million), total cash resources were in the 
region of DKK 1,922 million (2010: DKK 1,465 million). 

Certain of the Group’s loans are subject to certain loan covenants, and the Group continuously monitors whether the covenants are 
observed.

Derivative financial instruments recognised in the balance sheet are stated at a value equivalent to the market value. 
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35 Financial instruments (continued)

Maturity analysis of financial assets and liabilities
Assumptions applied in the maturity analysis:
The maturity analysis is based on all undiscounted cash flows, including estimated interest payments. Interest payments are estimated 
based on the current market conditions.

The undiscounted cash flows from derivative financial instruments are presented gross, unless the parties have a contractual right/obli-
gation to settle net.

 Due  Due Due  Contrac- 
 within  between between Due tual Total 
 one 1 and 3  3 and 5 after 5 cash carrying Market 
Contractual cash flows including interest 2011 year years years years flows amount value

Financial assets: 
Trade receivables 1,173 - - - 1,173 1,173 1,173
Receivables from associates 55 - - - 55 55 55
Other receivables 210 - - - 210 210 210
Cash and cash equivalents 885 - - - 885 885 885

Loans and receivables 2,323 - - - 2,323 2,323 2,323

Securities 172 - - - 172 172 172

Available-for-sale financial assets 172 - - - 172 172 172

Total financial assets 2,495 - - - 2,495 2,495 2,495

Financial liabilities: 
Credit institutions 331 910 1,067 2,975 5,283 4,316 4,356
Provisions for acquisitions of operations  
and non-controlling interests 43 65 575 190 873 555 555
Trade payables 607 - - - 607 607 607
Payables to Group companies 9 - - - 9 9 9
Other payables 855 - - - 855 855 855

Financial liabilities measured at  
amortised cost 1,845 975 1,642 3,165 7,627 6,342 6,348

Derivative financial instruments to  
hedge future cash flows - 21 - - 21 21 21
Derivative financial instruments to  
hedge net investments in foreign enterprises 18 - - - 18 18 18

Financial liabilities used as  
hedging instruments 18 21 - - 39 39 39

Total financial liabilities 1,863 996 1,642 3,165 7,666 6,381 6,387
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35 Financial instruments (continued)

 Due  Due Due  Contrac- 
 within  between between Due tual Total 
 one 1 and 3  3 and 5 after 5 cash carrying Market 
Contractual cash flows including interest 2010 year years years years flows amount value

Financial assets: 
Trade receivables 1,088 - - - 1,088 1,088 1,088
Receivables from associates 21 - - - 21 21 21
Other receivables 246 - - - 246 246 246
Cash and cash equivalents 439 - - - 439 439 439

Loans and receivables 1,794 - - - 1,794 1,794 1,794

Securities 372 - - - 372 372 372

Available-for-sale financial assets 372 - - - 372 372 372

Derivative financial instruments to  
hedge net investments in foreign enterprises 5 - - - 5 5 5

Financial assets used as hedging instruments 5 - - - 5 5 5

Total financial assets 2,171 - - - 2,171 2,171 2,171

Financial liabilities: 
Credit institutions 687 2,895 35 488 4,105 3,760 3,789
Provisions for acquisitions of operations  
and non-controlling interests 71 90 171 191 523 457 457
Trade payables 581 - - - 581 581 581
Other payables 733 - - - 733 733 733

Financial liabilities measured at  
amortised cost 2,072 2,985 206 679 5,942 5,531 5,560

Derivative financial instruments to  
hedge future cash flows 32 25 - - 57 64 64
Derivative financial instruments to  
hedge net investments in foreign enterprises 6 - - - 6 6 6

Financial liabilities used as hedging instruments 38 25 - - 63 70 70

Total financial liabilities 2,110 3,010 206 679 6,005 5,601 5,630
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35 Financial instruments (continued)

Hedging and derivative financial instruments 
The Group uses forward exchange contracts to hedge its risks related to exchange rates. 

The fair value of the effective part of the outstanding foreign exchange contracts as at 31 December used as hedging instruments and 
qualifying for hedge accounting in respect of future transactions has been recognised directly in equity until the hedged transactions are 
recognised in the income statement. 

  2011 2010 

   Contract  Market Contract Market 
Foreign currency sold/(bought) on forward contracts:  value value value value

BRL (expires in 2011)   - - (63) 3
NOK (expires in 2012)   311 (3) 69 (2)
GBP (expires in 2012)   161 (5) 76 2
PLN (expires in 2012)   99 (1) 62 -
SEK (expires in 2012)   288 (9) 289 (4)
USD (expires in 2011)   - - (239) -

Total   859 (18) 194 (1)

Of which recognised in income statement    -  -

For future recognition    (18)  (1)

The market value is recognised in other receivables/other payables. 

All contracts expire in 2012, and as they hedge net investments 
abroad , they do not affect the income statement. 

  2011 2010

   Contract  Market Contract Market 
Interest rate collar/interest rate swap:   value value value value
      
DKK collar (floor  3.25%  /  cap  5.5%) repaid in 2011   - - 855 (30)
EUR collar (floor  3.25%  /  cap  5.5%) repaid in 2011   - - 855 (34)
DKK interest rate swap (fixed rate1.4%) expires in 2014  1,000 (18) - -
USD interest rate swap (fixed rate 0.553%) expires in 2014  431 - - -
EUR interest rate swap (fixed rate 1.17%) expires in 2014  1,487 (3) - -

Total    (21)  (64)

Of which recognised in income statement    -  -

For future recognition    (21)  (64)

 
The market value is recognised in other payables 

The DKK, EUR and USD interest rate swaps all expire in 2014 and are recognised in the income statement until expiry. 
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35 Financial instruments (continued)

Methods and assumptions for the determination of fair values
The portfolio of listed securities is valued at officially quoted prices or price quotes. 

The fair value of mortgage debt is valued on the basis of the fair value of the underlying bonds.

The fair value of credit institution is valued by discounting based on market expectations.

Forward exchange contracts and interest rate swaps are valued using generally accepted valuation techniques based on relevant observ-
able swap curves and exchange rates.

   2011

   Quoted  Non-  
   market Observable observable 
Fair value hierarchy for financial instruments measured  prices input input  
at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total

Finacial assets    
Securities   172 - - 172

Total financial assets   172 - - 172

Financial liabilities    
Derivative financial instruments to hedge future cash flows  - 21 - 21
Derivative financial instruments to hedge net investments  
in foreign enterprises   - 18 - 18

Total financial liabilities   - 39 - 39

   2010

   Quoted  Non-  
   market Observable observable 
Fair value hierarchy for financial instruments measured  prices input input  
at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total

Finacial assets    
Securities   372 - - 372
Derivative financial instruments to hedge net investments  
in foreign enterprises   - 5 - 5

Total financial assets   372 5 - 377

    
Financial liabilities    
Derivative financial instruments to hedge future cash flows  - 64 - 64
Derivative financial instruments to hedge net investments  
in foreign enterprises   - 6 - 6

Total financial liabilities   - 70 - 70
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36 Assets held for sale

Falck has decided to sell its subsidiary that provides rescue services in Brazil as it has been decided 
to focus on the private and business market as a basis for growth in Brazil going forward. An 
impairment write-down to fair value less expected costs to sell has therefore been recognised 
in respect of the investment. The impairment charge has been recognised in the consolidated 
income statement under exceptional items.

An agreement to sell the company was signed on 17 February 2012. The divestment will not 
affect profit for the 2012 financial year.

Assets and liabilities relating to assets held for sale can be broken down into the following main 
groups.

Receivables     92 -
Other current assets     6 -

Total assets held for sale     98 -

Non-current liabilities     23 -
Current liabilities     75 -

Total liabilities relating to assets held for sale     98 -

37 Related parties

Falck A/S is subject to controlling influence by Falck Holding A/S, Polititorvet 1,  
DK-1567 Copenhagen V, Denmark, which holds 98.8% of the company's share capital.

Falck A/S has registered the following shareholders who hold 5% or more of the share capital:
Falck Holding A/S     98.8% 0.0%
Lundbeckfond Invest A/S, Hellerup     - 36.0%
Falck L.P., Jersey     - 43.9%
ATP PEP 1 K/S, Copenhagen     - 6.4%
Liberatio A/S, Aarhus (owned by the members of the Executive Management Board)   - 5.2%

Trading with these related parties has been as follows:

Costs invoiced to Falck L.P.     8 6
Interest rate swaps     1 -

The warrant programme was transferred to Falck Holding A/S in connection with the acquisi-
tion of Falck A/S by Falck Holding A/S and was subsequently cancelled at an extraordinary 
general meeting of Falck A/S.

Falck A/S has hedged its interest rate risks through interest rate swaps with Falck Holding A/S, 
which has entered into corresponding interest rate swaps with banks.

Management
Related parties in Falck A/S with significant influence include the Executive Management Board 
and the Board of Directors and their close relatives. Related parties also comprise companies in 
which these individuals have material interests.

Trading with Management was as follows:
New warrant programme, Executive Management Board    11 -
Buy back of own warrants, Executive Management Board    - 307
Sale of own shares, Board of Directors     - 1
Sale of own shares, Executive Management Board      - 29

The Group had no additional transactions with the members of the Executive Management Board, 
Board of Directors or other persons with significant influence other than the remuneration paid to 
the Management, stated in note 7. Warrants were bought back in 2010 at DKK 69.05 per warrant.
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37 Related parties (continued)

Associates
The related parties of Falck A/S also include associates in which the company has significant 
influence. See note 17 and "Legal entities" for an overview of associates.

Trading with associates was as follows:

Sale of property, plant and equipment     28 -
Purchase of services     23 38
Lease costs     17 -

Receivables from associates are stated in the balance sheet, and interest thereon was DKK 0 million in 2011.

Transactions with subsidiaries have been eliminated in the Group financial statements in accordance with the accounting policies.

38 Events after the balance sheet date

On 17 February, Falck signed an agreement on the divestment of Toesa Ltda. The divestment will not affect profit for 2012.

On 9 February 2012, Falck signed an agreement to acquire 75% of the shares of VL Transport Sanitari and Grup VL Serveis Sanitaris for 
DKK 108 million. The companies operate ambulance services in Catalonia, Spain.
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Note DKK million 2011 2010

2  Other operating income 6 7
3  Other external costs (6) 2
4  Staff costs (7) (13)

  Operating profit before exceptional items (7) (4)

5  Exceptional items (5) (20)

  PROFIT/(LOSS) BEFORE FINANCIALS (12) (24)
  Dividends from Group companies 625 557
6  Financial income 31 14
7  Financial expenses (201) (96)

  PROFIT BEFORE TAX 443 451
8  Income taxes 44 20

  PROFIT FOR THE YEAR 487 471

  PROPOSED PROFIT ALLOCATION  
  Proposed dividend - -
  Retained earnings 487 471

  TOTAL 487 471

  
  DIVIDEND PER SHARE  
  Dividend per share - -

Income statement for the year ended 31 December
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Note DKK million 2011 2010

  Value adjustment of currency hedging instruments 51 -
  Value adjustment of interest hedging instruments - 2
8  Tax on other comprehensive income (13) (1)

  Other comprehensive income after tax 38 1
  Profit for the year 487 471

  TOTAL COmPREHENSIVE INCOmE 525 472

Statement of comprehensive income for the year ended 31 December
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Cash flow statement for the year ended 31 December

Note DKK million 2011 2010

  Total revenue 6 7
  Total costs (13) (11)

  Operating profit before exceptional items (7) (4)
  Changes in outstanding balances with Group companies - 42
  Exceptional items (5) (20)
 14 Net financials (120) (82)
 8 Income taxes paid (13) 30

  CASH FLOW FROm OPERATING ACTIVITIES (145) (34)

    
  Dividends received from Group companies 625 557
 15 Other movements relating to shareholders (296) 24
  Changes in interest-bearing outstanding balances with Group companies 472 (776)
  Interest-bearing debt raised 2,374 522
  Repayment of and change in interest-bearing debt (3,038) (286)

  CASH FLOW FROm FINANCING ACTIVITIES 137 41

  Change in cash (8) 7

  Cash at beginning of year 8 1

  CASH AT YEAR-END - 8
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Note DKK million 2011 2010

 Assets

 9 Investments in subsidiaries 3,249 3,249
  Receivables from Group companies 106 378

  TOTAL FINANCIAL ASSETS 3,355 3,627

  TOTAL NON-CURRENT ASSETS 3,355 3,627

   
  Receivables from Group companies 814 992
  Income taxes 11 -

  Cash - 8

  TOTAL CURRENT ASSETS 825 1,000

  TOTAL ASSETS 4,180 4,627

Balance sheet as at 31 December



 Parent Company | Falck Annual Report 2011 95

Note DKK million 2011 2010

 Equity and liabilities

 10 Share capital 46 46
  Hedging reserve (10) (48)
  Retained earnings 1,645 1,454

  TOTAL EQUITY 1,681 1,452

    
 11 Deferred tax 21 30
 12 Credit institutions 2,401 2,721
  Payables to Group companies 56 34

  TOTAL NON-CURRENT DEBT 2,478 2,785

 12 Credit institutions 21 302
  Income taxes - 24
 13 Other payables - 64

  TOTAL CURRENT DEBT 21 390

  TOTAL EQUITY AND LIABILITIES 4,180 4,627

Balance sheet as at 31 December
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Equity statement

   Reserve for 
  Share  treasury Hedging Retained 
2011        DKK million  capital shares reserve earnings Total

Equity at 1 January 2011  46 - (48) 1,454 1,452

Equity movements in 2011
Settlement of interest hedging instruments    51  51
Value adjustment of interest hedging instruments    -  -
Tax on other comprehensive income    (13)  (13)

Other comprehensive income  - - 38 - 38
Profit for the year     487 487

Total comprehensive income  - - 38 487 525
Issuance of warrants     11 11
Buy back of warrants from subsidiaries     (307) (307)

Total equity movements in 2011  - - 38 191 229

EQUITY AT 31 DECEmBER 2011  46 - (10) 1,645 1,681

2010        DKK million

Equity at 1 January 2010  46 (8) (49) 967 956

Equity movements in 2010

Value adjustment of interest hedging instruments    2  2
Tax on other comprehensive income    (1)  (1)

Other comprehensive income  - - 1 - 1
Profit for the year     471 471

Total comprehensive income  - - 1 471 472
Capital increase       -
Buy back of treasury shares   (6)   (6)
Sale of treasury shares   14  16 30

Total equity movements in 2010  - 8 1 487 496

EQUITY AT 31 DECEmBER 2010  46 - (48) 1,454 1,452
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Note 

1 Accounting policies

The separate financial statements of Falck A/S (the parent 
company) have been incorporated into the annual report 
in compliance with the provisions of the Danish Financial 
Statements Act requiring separate parent company financial 
statements for companies having adopted IFRS.

The parent company's financial statements are presented in 
accordance with International Financial Reporting Standards 
(IFRS) as adopted by the EU and additional Danish disclosure 
requirements for annual reports for accounting class C large, 
cf. the IFRS Order issued pursuant to the Danish Companies 
Act. The annual report also complies with the International 
Financial Reporting Standards as issued by the IASB.

ImPLEmENTATION OF NEW  
FINANCIAL REPORTING STANDARDS
See note 1 to the consolidated financial statements for a 
description.

ACCOUNTING POLICIES 
The accounting policies applied by the parent company 
deviate from the accounting policies set out in note 1 to the 
consolidated financial statements in the following respects:

FOREIGN CURRENCY TRANSLATION
Foreign exchange adjustment of balances that are consid-
ered as part of the overall net investment in enterprises with 
functional currencies other than Danish kroner are recognised 
in the parent company's financial statements in the income 
statement under financials. Similarly, exchange gains and 
losses on the part of loans and derivative financial instruments 
effectively hedging the net investment in such enterprises are 
recognised directly in the income statement under financials.

REVENUE
Distributions of retained earnings in subsidiaries are rec-
ognised as income in the income statement of the parent 
company in the year in which the dividend is declared. An 
impairment test is made if more than the comprehensive 
income of a subsidiary is distributed.

INVESTmENTS IN SUBSIDIARIES
Investments in subsidiaries are measured at cost in the parent 
company financial statements. Cost includes the considera-
tion at fair value plus direct acquisition costs.

If there is an indication of impairment, an impairment test is 
performed as described in the accounting policies applying 
to the consolidated financial statements. Where the carrying 
amount exceeds the recoverable amount, the investments are 
written down to this lower value.

In the event of distribution of other reserves than retained 
earnings in a subsidiary, such distribution will be deducted 
from the acquisition price, if the distribution is in the nature of 
repayment of the parent company's investment.
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2 Other operating income

Management fees from Group companies     6 7

Total other operating income     6 7

3 Fees to auditors appointed at the annual general meeting

KPmG
Audit     (1) (1)
Other assurance engagements     - -
Preparation of a potential IPO     - (8)

Total fees     (1) (9)

4 Staff costs

Ordinary remuneration to the Executive Management Board    (4) (7)
Remuneration to the Executive Management Board relating to preparation of a potential IPO   - (7)
Remuneration to the Board of Directors     (3) (2)

Total     (7) (16)
Of which reinvoiced      - 3

Total staff costs     (7) (13)

Number of full-time employees     1 2

Remuneration to the Executive Management Board does not include pension contributions   

The service contracts for the members of the Executive Management Board include severance 
periods which, in the case of resignation by an executive, are 6 months and, in the case of 
termination by the company, are 12 months.

Warrant programme, Executive management Board
Number of warrants at 1 January     - 4,443,120
Grant of new warrants. See note 21 to the Group financial statements   4,443,120 -
Cancellation of new warrants. See note 21 to the Group financial statements   (4,443,120) (4,443,120)

Number of warrants at 31 December     - -

At the extraordinary general meeting held on 25 February 2011, the Board of Directors was authorised to establish a new warrant 
programme. At the Board meeting held on 15 March 2011, the Board of Directors adopted a resolution to establish a new warrant pro-
gramme for the Executive Management Board. The new warrant programme comprises 4,443,120 warrants. Each warrant entitles the 
holder to subscribe for one share with a nominal value of DKK 0.50 on 30 December 2015 at a price of DKK 125 per share. The warrants 
issued were acquired at market value, equivalent to DKK 11 million, and there are no conditions attached to the acquisition of the war-
rants. The warrants issued have been transferred to Falck Holding A/S and subsequently cancelled at an extraordinary general meeting of 
Falck A/S.

The consideration to the Executive Management Board concerns the first half of 2011.
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Note DKK million 2011 2010

5 Exceptional items

Costs relating to sale of Falck A/S     (5) (20)

Total exceptional items     (5) (20)

6 Financial income

Foreign exchange gains     4 -
Interest from Group companies     27 14

Total financial income     31 14

7 Financial expenses

Foreign exchange losses     - (2)
Interest to credit institutions     (126) (94)
Costs of debt restructuring     (74) -
Other financial expenses     (1) -

Total financial expenses     (201) (96)

8 Income taxes

Current tax     32 6
Change in deferred tax for the year     12 15
Prior-year adjustments     - (1)

Total income taxes     44 20
Tax on other comprehensive income     (13) (1)

Total tax     31 19

    
Income taxes paid during the year     (13) 30

Breakdown of tax rate:    
Total income taxes     44 20

Profit before tax     443 451
Dividends from Group companies     (625) (557)

Tax base for current tax     (182) (106)

Effective tax rate     24.2%  18.9% 

Reconciliation of tax rate:    
Danish tax rate     25.0% 25.0%
Non-deductible costs/(tax-exempt income)     (1.0%) (4.6%)
Other adjustments including adjustments relating to prior years    0.2% (1.5%)

Effective tax rate     24.2% 18.9%

    
Tax on other comprehensive income    
Tax on value adjustments of interest hedging instruments    (13) (1)

Total tax on other comprehensive income     (13) (1)
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Note DKK million 2011 2010

9 Investments in subsidiaries

Cost at 1 January     3,249 3,249

Cost at 31 December     3,249 3,249

Carrying amount at 31 December     3,249 3,249

See "Legal entities" for a list of companies      

10 Share capital and treasury shares

A capital increase of DKK 1 million was made in 2009. There have been no other changes to the share capital during the past five years.

The share capital is divided into 92,786,800 shares (2010: 92,786,800 shares) with a nominal value of DKK 0.50 each. The shares are 
fully paid up and are not divided into classes.

  Nominal value  
 Number of shares (DKK thousand) % of share capital
 
Treasury shares 2011 2010 2011 2010 2011 2010

Treasury shares at 1 January - 258,219 - 129 - 0.29
Additions - 95,238 - 48 - 0.10
Disposals - (353,457) - (177) - (0.39)

Treasury shares at 31 December - - - - - -

The purchase price of treasury shares acquired during the financial year was DKK 0 million (2010: DKK 6 million).
The sales price of treasury shares sold during the financial year was DKK 0 million (2010: DKK 30 million).

Note DKK million 2011 2010

11 Deferred tax

Deferred tax provisions at 1 January     30 45
Change in deferred tax for the year     (12) (15)
Change in deferred tax for prior years     3 -

Deferred tax provisions at 31 December     21 30

Deferred tax provision      21 30

Deferred tax provisions at 31 December     21 30

Breakdown of deferred tax:    
Intangible assets     21 32
Non-current debt and provisions     - (2)

Deferred tax provisions at 31 December     21 30
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12 Credit institutions

Non-current liabilities:    
Long-term loans     2,401 2,721
Current liabilities:    
Short-term loans     21 302

Total credit institutions     2,422 3,023

    
Breakdown by maturity:    
Due within 1 year     21 302
Due between 1 and 5 years     535 2,721
Due after 5 years     1,866 -

Total     2,422 3,023

Breakdown by currency:    
DKK     1,539 1,921
EUR     683 853
USD     200 249

Total     2,422 3,023

Interest reset periods:     
Within 3 months     2,422 3,023

Total      2,422 3,023

The statements set out above do not include liabilities relating to interest for subsequent financial periods. See note 35 to the Group 
financial statements for a description of the Group's risks and cash resources.

The effective interest rate has been determined at 4.2% (2010: 3.2%).

For debt with an interest reset period within 3 months, regular assessments are made of how long the interest period should be. As at 
the balance sheet date, the interest rate in DKK was fixed for one month and averaged approximately 3.4% (2010: 1.8%). 

As at the balance sheet date, the interest rate in EUR was fixed for one month and averaged approximately 3.5% (2010: 1.0%) during the 
financial year. As at the balance sheet date, the interest rate in USD was fixed for one month and averaged approximately 2.6% (2010: 
0.7%) during the financial year.

The market value of debt with an interest reset period within 3 months is approximately DKK 2,445 million (2010: DKK 3,024 million).

DKK 35 million (2010: DKK 25 million) of capitalised loan costs has been deducted from the carrying amount of debt.
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13 Other payables

Fair value of interest rate collar     - 64

Total other payables     - 64

14 Net financials

Financial income and expenses     (170) (82)
Of which unrealised gains and losses     (4) -
Repayment of interest rate swaps offset against loan proceeds    51 -
Change in amortised borrowing costs     3 -

Total net financials     (120) (82)

15 Other movements relating to shareholders

Acquisition of rights from subsidiaries     (307) -
Acquisition of treasury shares     - (6)
Disposal of treasury shares     - 30
Issuance of warrants     11 -

Total other movements relating to shareholders     (296) 24

16 Contingent liabilities, contractual obligations and collateral security

Falck A/S is jointly and severally liable for the Group’s overall VAT liability together with other jointly registered Danish enterprises.

A portion of the Company's cash is deposited in bank accounts which are included in a cash pool under which Falck Danmark A/S controls 
the principal facility account. The companies are jointly and severally liable with the total deposits on the said accounts vis-à-vis the bank 
in question.

The shares in the subsidiary Falck Danmark A/S have been provided as collateral for debt in Falck A/S.
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Note DKK million

17 Financial instruments

There are continuing developments in the risk exposure of Falck A/S as a result of changes in its debt. The company monitors these risks 
in an ongoing process and hedges them, if necessary. There are no material changes in the company's risk management as compared to 
2010. See also note 35 to the consolidated financial statements of Falck A/S.

Foreign exchange risk  2011   2010

The hypothetical impact on the  Probable Hypothetical  Probable Hypothetical 
profit for the year and the  change in impact Hypothetical change in impact Hypothetical 
equity from reasonably probable  exchange on profit impact exchange on profit impact 
changes in exchange rates: rate for the year on equity rate for the year on equity

EUR/DKK  1% 15 15 1% 9 9

Interest rate risk
The interest rate risk of Falck A/S is mainly affected by the company's syndicated financing. Based on the current market situation, the 
Executive Management Board and Board of Directors have decided to swap approximately 81% of Falck A/S's syndicated financing to 
fixed rates via interest rate swaps, and the rest of the syndicated financing is to be based on short-term interest rates. The company is 
therefore sensitive to fluctuations in market interest rates, and a fluctuation by 1% would change the interest expense for the year by 
DKK 5 million (2010: DKK 13 million) as a large part of the interest rate risk is hedged by interest rate swaps. Without these hedges, a 
fluctuation by 1% would change the company's interest expense by DKK 25 million (2010: DKK 34 million). 

The interest rate swaps mentioned above ensure that interest rates during the hedging period on part of the debt denominated in DKK 
cannot exceed 1.4%, and that interest rates on part of the debt denominated in EUR cannot exceed 1.17%.

Falck A/S monitors developments in market interest rates closely so that it can react if the market situation changes. 
 
Assumptions  regarding sensitivity information: 
The sensitivity stated has been determined based on the recognised financial assets and liabilities as at 31 December 2011.  No adjust-
ment has been made for servicing and raising of debt or the like in 2011. Furthermore, it is assumed that all hedges of floating-rate loans 
are deemed to be effective.

maturity analysis of financial assets and liabilities 
Assumptions applied in the maturity analysis: 
The maturity analysis is based on all non-discounted cash flows including estimated interest payments. Interest payments have been 
estimated based on the current market conditions. 

The undiscounted cash flows from derivative financial instruments are presented gross, unless the parties have a contractual right/obli-
gation to settle net.
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17 Financial instruments (continued)

 Due  Due Due  Contrac- 
 within  between between Due tual Total 
 one 1 and 3  3 and 5 after 5 cash carrying market 
Contractual cash flows including interest 2011 year years years years flows amount value

Financial assets: 
Receivables from Group companies 106 814 - - 920 920 920

Loans and receivables 106 814 - - 920 920 920

Total financial assets 106 814 - - 920 920 920

 
Financial liabilities: 
Credit institutions 123 411 498 1,990 3,022 2,422 2,422
Payables to Group companies 44 - - - 44 44 44

Financial liabilities measured at amortised cost 167 411 498 1,990 3,066 2,466 2,466

Derivative financial instruments to hedge  
future cash flows  12   12 12 12

Financial liabilities used as hedging instruments - 12 - - 12 12 12

Total financial liabilities 167 423 498 1,990 3,078 2,478 2,478

 Due  Due Due  Contrac- 
 within  between between Due tual Total 
 one 1 and 3  3 and 5 after 5 cash carrying market 
Contractual cash flows including interest 2010 year years years years flows amount value

Financial assets: 
Receivables from Group companies 992 378 - - 1,370 1,370 1,370
Cash 8 - - - 8 8 8

Loans and receivables 1,000 378 - - 1,378 1,378 1,378

Total financial assets 1,000 378 - - 1,378 1,378 1,378

Financial liabilities: 
Credit institutions 368 2,836 - - 3,204 3,023 3,024
Payables to Group companies 34 - - - 34 34 34

Financial liabilities measured at amortised cost 402 2,836 - - 3,238 3,057 3,058

Derivative financial instruments to hedge  
future cash flows   32 25   57 64 64

Financial liabilities used as hedging instruments 32 25 - - 57 64 64

Total financial liabilities 434 2,861 - - 3,295 3,121 3,122
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17 Financial instruments (continued)

Hedging and derivative financial instruments  2011 2010 

   Hedged  market Hedged market 
Interest rate collar:    value value value value

DKK collar (floor  3.25%  /  cap  5.5%) repaid in 2011   - - 855 (30)
EUR collar (floor  3.25%  /  cap  5.5%) repaid in 2011   - - 855 (34)
DKK interest rate swap (fixed rate1.4%) expires in 2014  500 (9) - -
EUR interest rate swap (fixed rate 1.17%) expires in 2014  1,487 (3) - -

     (12)  (64)
Of which recognised in income statement    -  -

For future recognition    (12)  (64)

The market value is recognised in other payables.

methods and assumptions for the determination of fair values
Interest rate swaps are valued using generally accepted valuation techniques based on relevant observable swap curves.

   2011

   Quoted   Non- 
   market  Observable observable 
Fair value hierarchy for financial instruments   prices input input  
measured at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total

Financial liabilities  
Derivative financial instruments to hedge future cash flows  0 12 0 12

Total financial liabilities   0 12 0 12

   2010

   Quoted   Non- 
   market  Observable observable 
Fair value hierarchy for financial instruments   prices input input  
measured at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total

Financial liabilities  
Derivative financial instruments to hedge future cash flows  0 64 0 64

Total financial liabilities   0 64 0 64
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18 Related parties

As a parent company, Falck A/S has a controlling interest in the Group.

Falck A/S has registered the following shareholders who hold 5% or more of the share capital:
Falck Holding A/S     98.8% 0.0%
Lundbeckfond Invest A/S, Hellerup     - 36.0%
Falck L.P., Jersey     - 43.9%
ATP PEP 1 K/S, Copenhagen     - 6.4%
Liberatio A/S, Aarhus (owned by the members of the Executive Management Board)   - 5.2%
    
Trading with these related parties has been as follows:    
    
Costs invoiced to Falck L.P.     8 6
Interest rate swaps     1 -
    
The warrant programme was transferred to Falck Holding A/S in connection with the acqui-
sition of Falck A/S by Falck Holding A/S, and was subsequently cancelled at an extraordinary 
general meeting of Falck A/S.

Falck A/S has hedged its interest rate risks through interest rate swaps with Falck Holding A/S, 
which has entered into corresponding interest rate swaps with banks.

management
Related parties in Falck A/S with significant influence include the Executive Management Board 
and the Board of Directors and their close relatives. Related parties also comprise companies in 
which these individuals have material interests.

Trading with Management was as follows:   
 

New warrant programme, Executive Management Board    11 -
Sale of own shares, Board of Directors     - 1
Sale of own shares, Executive Management Board      - 29

Falck A/S had no additional transactions with the members of the Executive Management 
Board, Board of Directors or other persons with significant influence other than the remunera-
tion paid to the Management, stated in note 7 to the Group financial statements. 

Group companies
The related parties of Falck A/S also include Group companies in which the company has a 
controlling interest. See note "Legal entities" for an overview of Group companies.

Trading with Group companies was as follows:    

Interest from Group companies     27 14
Management fee paid     2 3
Management fee received     6 7
Dividends from Group companies     625 557
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Management’s statement

The Board of Directors and the Executive Management Board today considered and approved the annual report of Falck A/S for 2011.

The annual report has been prepared in accordance with the International Financial Reporting Standards (IFRS) as adopted by the EU 
and additional Danish disclosure requirements for annual reports. In our opinion, the accounting policies are appropriate, and the 
Group’s and the parent company’s financial statements give a true and fair view of the Group’s and parent company’s assets, liabilities 
and financial position as at 31 December 2011 and of the results of the Group’s and parent company’s operations and cash flows for the 
financial year 1 January – 31 December 2011.

Furthermore, in our opinion, the management review includes a fair review of developments in the Group’s and the parent company’s 
activities and finances, the profit for the year and the Group’s and the parent company’s financial position.

We recommend the annual report to be approved by the shareholders at the annual general meeting.

Copenhagen, 16 March 2012

Executive management Board:

Allan Søgaard Larsen Morten R. Pedersen 
President and CEO Deputy CEO 

Board of Directors:

Lars Nørby Johansen Thorleif Krarup Steen Hemmingsen
Chairman Deputy Chairman

Søren Thorup Sørensen Johannes Due  Henrik Poulsen

Vagn Flink Møller Pedersen* Jan Heine Lauvring*  Per Aastrup*

* Elected by the employees
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Independent auditors' report

To the shareholders of Falck A/S

Independent auditors' report on the consolidated financial statements and the parent company financial statements
We have audited the consolidated financial statements and the parent company financial statements of Falck A/S for the financial year 
1 January – 31 December 2011. The consolidated financial statements and the parent company financial statements comprise income 
statement, statement of comprehensive income, balance sheet, statement of changes in equity, cash flow statement and notes, includ-
ing a summary of significant accounting policies for the Group as well as for the parent company. The consolidated financial statements 
and the parent company financial statements are prepared in accordance with International Financial Reporting Standards as adopted 
by the EU and additional disclosure requirements in the Danish Financial Statements Act.

management's responsibility for the consolidated financial statements and the parent company financial statements
Management is responsible for the preparation of consolidated financial statements and parent company financial statements that 
give a true and fair view in accordance with International Financial Reporting Standards as adopted by the EU and additional disclosure 
requirements in the Danish Financial Statements Act and for such internal control that Management determines is necessary to enable 
the preparation of consolidated financial statements and parent company financial statements that are free from material misstate-
ment, whether due to fraud or error.

Auditors' responsibility 
Our responsibility is to express an opinion on the consolidated financial statements and the parent company financial statements based 
on our audit. We conducted our audit in accordance with International Standards on Auditing and additional requirements under Danish 
audit regulation. This requires that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance 
as to whether the consolidated financial statements and the parent company financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial state-
ments and the parent company financial statements. The procedures selected depend on the auditors' judgement, including the as-
sessment of the risks of material misstatement of the consolidated financial statements and the parent company financial statements, 
whether due to fraud or error. In making those risk assessments, the auditors consider internal control relevant to the Company's prepa-
ration of consolidated financial statements and parent company financial statements that give a true and fair view in order to design 
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
Company's internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by Management, as well as evaluating the overall presentation of the consolidated financial statements and 
the parent company financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and the parent company financial statements give a true and fair view of the 
Group's and the parent company's financial position at 31 December 2011 and of the results of the Group's and the parent company's 
operations and cash flows for the financial year 1 January – 31 December 2011 in accordance with International Financial Reporting 
Standards as adopted by the EU and additional disclosure requirements in the Danish Financial Statements Act.

Statement on the management's review
Pursuant to the Danish Financial Statements Act, we have read the Management's review. We have not performed any further proce-
dures in addition to the audit of the consolidated financial statements and the parent company financial statements. On this basis, it is 
our opinion that the information provided in the Management's review is consistent with the consolidated financial statements and the 
parent company financial statements.

Copenhagen, 16 March 2012

KPmG
Statsautoriseret Revisionspartnerselskab

Flemming Brokhattingen Søren Kok Olsen
State Authorised Public Accountant State Authorised Public Accountant
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Legal entities in the Falck Group as at 31 December

Falck A/S         Denmark 
 Falck Danmark A/S      Denmark 100%
  Falck Health Care Holding A/S  Denmark 100%
   Falck Health Care A/S   Denmark 100%
    HealthCare Danmark ApS Denmark 100%
  ActivCare A/S      Denmark 100%
   ActivCare Privat A/S    Denmark 100%
  Ulfab Danmark A/S      Denmark 100%
  Vikteam A/S      Denmark 80%
	 	 Falck	Hjælpemidler	A/S	 	 	 	 Denmark	 92%
  Falck JobService A/S     Denmark 85%
  Falck Hjemmepleje A/S    Denmark 100%
   Lone Hovmand Sundhedsafdeling A/S Denmark 100%
  North Securities A/S2)    Denmark 49%
  Falck Norge Holding AS    Norway 100%
   Falck Redning AS    Norway 100%
    Stor Oslo Service AS   Norway 100%
   Falck Emergency AS    Norway 100%
    Falck Ambulanse AS   Norway 100%
   Falck Norge Leasing AS   Norway 100%
   Falck Health Care Norge AS  Norway 100%
   Falck Sevices AS     Norway 100%
   Falck Nutec Holding A/S   Denmark 100%
    Falck Nutec Esbjerg A/S  Denmark 100%
    Falck Nutec Management A/S Denmark 100%
    Falck Global Safety B.V.  The Netherlands 100%
     Falck Nutec AS   Norway 100%
     Falck Nutec Ltd.   UK 100%
      Nutec Centre for Safety Ltd.1) UK 100%
      Falck Onsite Limited UK 100%
      Onsite Training Services Limited.1) UK 100%
	 	 	 	 	 Falck	Nutec	Trinidad	and	Tobago	Limited	 Trinidad	&	Tobago	 80%
     Nutec UK Ltd.   UK 100%
     Nutec Belgium Holding BVBA 1) Belgium 100%
      Nutec Belgium BVBA 1) Belgium 100%
     Falck Nutec B.V.   The Netherlands 100%
      Marinesafety International Rotterdam B.V. The Netherlands 100%
     MSTS Asia Sdn. Bhd.  Malaysia 70%
      Risktec (M) Sdn. Bhd.  Malaysia 100%
      Falck Bestari Healthcare Sdn Bhd Malaysia 82%
      MSTS Asia (S'pore) Pte. Ltd. Singapore 100%
     Falck Bedrijfshulpverlening BV The Netherlands 100%
     Falck Prime Atlantic Limited Nigeria 51%
     Falck caspian Safe LLC Aserbajdsjan 65%
    Falck Nutec Brasil Participacoes Ltda Brazil 100%
     Falck Nutec Brasil Treinamentos em Segurança Marítima Ltda Brazil 100%
    Southfield Ltd    Thailand 50%
     Falck Nutec (Thailand) Ltd Thailand 65%
    Falck Nutec Nigeria Limited Nigeria 51%
    Falck USA Holdings, Inc  USA 100%
     Falck Alford Holdings, Inc USA 80%
      Alford Services, Inc USA 100%
      Alford Safety Services, Inc USA 100%
	 	 	 	 	 	 	 Alford	Safety	&	Compliance,	L.L.C.	 USA	 100%
       Haztec Services - West Indies, L.L.C. USA 100%
        Haztec Services St. Lucia Ltd St. Lucia 100%
	 	 	 	 	 	 	 	 	 Haztec	Services	Trinidad	Limited	 Trinidad	&	Tobago	 100%

Company name       Country Equity interest
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Legal entities in the Falck Group as at 31 December

    Falck Alford International BV The Netherlands 100%
     Falck Alford Holding S.A. de C.V. Mexico 100%
      Falck Alford Training S.A.I.P. de C.V. Mexico 100%
    Falck Nutec Vietnam Limited Vietnam 80%
    Falck Safety Services LLC  UAE 49%
  Falck Investment Norge AS   Norway 100%
   Falck Followit Norge AS   Norway 100%
   VIFA AB       Sweden 100%
  Falck Sverige Holding AB    Sweden 100%
   Falck Investment Sverige AB  Sweden 100%
    Falck Räddningskär AB  Sweden 100%
    Falck Forsäkrings AB   Sweden 100%
    Falck TravelCare AB   Sweden 100%
    Falck Ambulans AB   Sweden 100%
     Falck Räddningstjänst AB Sweden 100%
     Falck Services AB  Sweden 100%
     Svensk Sjöambulans AB2) Sweden 50%
	 	 	 	 	 Ulfab	Sairaankuljetus	OY	 Finland	 100%
    S Reg Holding A/S   Denmark 100%
     S Reg AB    Sweden 100%
      S Reg Service AB Sweden 100%
      S Reg A/S   Denmark 100%
      S Reg Oy   Finland 100%
      S Reg AS   Norway 100%
   Falck USA, Inc.     USA 100%
    FCA Corp.     USA 87%
     Care Ambulance Service, Inc.  USA 100%
    Falck EMS Corp.    USA 95%
     Lifestar Response Corporation, Inc. USA 100%
      Lifestar Response of Alabama, Inc. USA 100%
      Medibus, Inc.  USA 100%
       STAT Equipment Corp. USA 100%
        STAT EMS, LLC USA 51%
	 	 	 	 	 	 	 Bi-County	Ambulance	&	Ambulette	Transport	Services	Corp.	 USA	 100%
      Lifestar Response of New Jersey, Inc. USA 100%
      Lifestar Response of Maryland, Inc. USA 100%
      Access Transport Services Holding, Inc. USA 100%
       Access on Time Language Services LLC USA 100%
      Home Care Equipment, Inc. USA 100%
	 	 	 	 	 	 	 Robinson's	Ambulance	&	Oxygen	Service,	Inc.	 USA	 100%
    Falck Southeast Corp.  USA 100%
   Falck Health Care Sverige Holding AB Sweden 100%
    FalckAM Health Care AB  Sweden 100%
     Falck Health Care AM A/S Denmark 100%
     Falck Aktiv Arbetsmedicin AB Sweden 100%
      Falck Healthcare AB Sweden 100%
  Falck Investments Finland Oy Ab  Finland 100%
   Falck Finland Oy     Finland 100%
   Falck Oy      Finland 100%
    Falck Autoabi OÜ   Estonia 100%
  Falck Benelux NV     Belgium 93%
   Ambuce Rescue Team BVBA  Belgium 100%
   Ambuce Limburg BVBA   Belgium 100%
   MDV International BVBA   Belgium 100%
  Falck Investments NV    Belgium 80%
   Falck Medical Services LLC  UAE 49%
  Falck Eurasia B.V.     The Netherlands 95%

Company name       Country Equity interest



 Group | Falck Annual Report 2011 113

Legal entities in the Falck Group as at 31 December

   Beijing Falck Rescue Consulting Services Co., Ltd China 100%
   Falck Kazakhstan LLP   Kazakhstan 100%
   Falck Fire Services Rus LLC  Russia 100%
  Falck Foundation VZW    Belgium 100%
  Falck Medycyna Sp.z o.o.   Poland 100%
   Starowka sp zo.o    Poland 75%
  Falck SK a.s.       Slovakia 93%
   Falck Emergency AS    Slovakia 51%
    Falck Záchranná a.s.   Slovakia 100%
     Falck Academy s.r.o.  Slovakia 100%
    La Salus, a.s.    Slovakia 100%
     La Salus Phrama s.r.o. Slovakia 100%
    Falck Fire Services a.s.  Slovakia 100%
  Falck CZ a.s.       Czech Republic 93%
  Lainsa Servicios Contra Incendios, S.A. Spain 51%
  Falck France SAS      France 100%
  Falck AVD Holding B.V.    The Netherlands 100%
   Falck AVD B.V.     The Netherlands 100%
    Advisebureau van Dijke B.V. The Netherlands 100%
     AVD-ICT B.V.   The Netherlands 100%
    Safety Center Holding B.V. The Netherlands 100%
     Safety Center Holland B.V. The Netherlands 100%
      Safety Center Zuid Holland B.V. The Netherlands 100%
       Safety Center Colleage c.v. The Netherlands 51%
       Safety Center Zuid Holland c.v. The Netherlands 52%
      MIT B.V.   The Netherlands 100%
     Safe Building B.V.  The Netherlands 100%
     Safety Center Team B.V. The Netherlands 100%
    AVD Consultancy N.V.  Belgium 100%
   Falck Brasil AVD Participações Ltda. Brazil 100%
    Falck Brasil Plano de Saúde Ltda. Brazil 100%
     Falck Brasil 747 Participações Ltda. Brazil 100%
      Toesa Service S.A. Brazil 60%
       Tefe Tefe Servicos de Saude Ltda Brazil 100%
   Falck Brasil FF Participações Ltda. Brazil 100%
	 	 	 	 Falck	Fire	&	Safety	do	Brasil	S.A.	 Brazil	 100%
   Falck Panama Holding S.A.  Panama 100%
    EMI Holdings Management S.A. Panama 63%
     EMI Foreign Holdings 1 S.A. Panama 100%
     EMI Foreign Holdings 2 S.A. Panama 100%
     EMI Foreign Holdings 3 S.A. Panama 100%
     EMI Foreign Holdings 4 S.A. Panama 100%
      Empresa de Medicina Prepagada  

- Servicio de Ambulancia Prepagada - Grupo EMI S.A.  Colombia 100%
      EMI El Salvador S.A. de C.V. El Salvador 100%
      Inversiones EMI Worldwide S.A. Panama 100%
        EMI Panama S.A. Panama 100%
        EMI Ecuador S.A.- Emergencia Medica Integral  Ecuador 100%
      Perses S.A.   Uruguay 100%
       Portovenus S.A.  Uruguay 16%
       EMI Venezuela Holding S.A. Panama 100%
        Emergencia Medica Integral EMI Centro S.A. Venezuela 100%
     Centro Medico Integral CEMICA S.A. Venezuela 100%

Company name       Country Equity interest
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Legal entities in the Falck Group as at 31 December

     Panamedical Health Systems S.A. Panama 100%
      Solution Services International Inc. Panama 100%
      Scandinavian Worldwide Capital Corp. Panama 100%
      Rheades Business Inc. Panama 100%
      Right Connection Services Corp. Panama 100%
       Servicio Emergencias Regional SER S.A. Colombia 100%
  Falck Rettungsdienst GmbH   Germany 100%
   Kranken-Transport Herzig GmbH Germany 100%
    KS-Medi-Service GmbH  Germany 100%
  Falck Österreich GmbH    Austria 100%
	 	 Falck	Yardim	Hizmetleri	Limited	Şirketi	 Turkey	 95%
  Falck UK Limited      UK 100%
   Falck EMS UK Limited   UK 100%
   Resource Protection International Ltd. UK 100%
  Falck India Limited     UK 93%
   Falck Services Limited    Mauritius 100%
    Falck India Pvt. Ltd.   India 100%
    Falck Services Pvt Ltd.  India 100%
  Falck Fire Services S.R.L    Romania 93%
  Falck Treasury A/S     Denmark 100%
  Investeringsselskabet af 17. december 2007 A/S Denmark 100%
  Falck Asset Management 9 A/S  Denmark 100%
  Falck DRF Luftambulance A/S  Denmark 51%
  A C Trafik A/S      Denmark 100%
   A C Trafik 2 ApS     Denmark 100%
  KPC Ejendomme af 6. juni 2002 A/S2) Denmark 25%
 Falck Nederland Holding B.V.   The Netherlands 100%

Company name       Country Equity interest

1) Associated company
2) The company is at present without activity (dormant)
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Definitions of ratios

The ratios are basically calculated on the basis of the annual 
report and the Group’s accounting policies. The Falck Group cal-
culates a number of ratios on the basis of the financial-highlight 
figures in “Financial highlights and key ratios” on page 2. The 
definitions of those ratios are stated below. 

Organic growth
Growth in external revenue in local currency relative to the pre-
ceding year adjusted for:

•		Acquisitions:	Revenue	relating	to	acquired	entities	or	operations	
generated in the current year is not included. For entities or 
operations acquired in the preceding year, revenue generated in 
the current year is only included from the time when revenue is 
recognised in the comparative period for the preceding year.

•		Divestments:	Revenue	from	the	preceding	year	relating	to	enti-
ties or operations divested in the preceding year is not included. 
For entities or operations divested in the current year, revenue 
from the preceding year is only recognised for the comparative 
period of the current year.

•		Contracts:	Material	contracts	entered	into	before	or	during	the	
year after the acquisitions, where Falck has had a material im-
pact on the contract in question, are recognised in revenue and 
considered organic growth. Any material isolated operations 
which Falck terminates or public-sector customers' insourcing of 
tasks without invitations for tender are considered divestments.

•		Redefinition	of	segments:	Revenue	related	to	entities	that	are	
redefined to another segment are accounted for as acquisitions 
and divestments, as the case may be, in the respective business 
segments.

EBITA margin 
Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) as a percentage of 
revenue.

Effective tax rate
Tax charged in respect of the financial year as a percentage of 
profit before tax.

Net capital investments
Investments in land and buildings, operating equipment and 
intangible assets less land and buildings, operating equipment 
and intangible assets sold.

Equity ratio
Total equity at year-end as a percentage of equity and liabilities at 
year-end.

Return on equity
Profit for the year attributable to Falck as a percentage of average 
equity excluding non-controlling interests.

Net operating assets
Net operating assets excluding goodwill defined as trade receiva-
bles and other current operating assets plus property, plant and 
equipment and intangible assets (excluding goodwill), less trade 
payables, other payables and other operating liabilities. 

Net interest-bearing debt to EBITDA
Net interest-bearing debt and purchase consideration payable 
divided by EBITDA. EBITDA has been normalised for the full-year 
effect of acquisitions made during the period.

Free cash flow
Operating profit before amortisation from business combinations 
and exceptional items (EBITA) adjusted for non-cash operating 
items and change in net operating assets. 

Cash conversion rate
Free cash flow as a percentage of operating profit before costs 
and amortisation from business combinations and exceptional 
items (EBITA). The rate of operating profit before costs and 
amortisation from business combinations and exceptional items 
(EBITA) to the free cash flow (cash conversion rate) shows the 
Group’s ability to generate cash flows from operating activities 
after investments in intangible assets and property, plant and 
equipment and cash that must be tied up in working capital in 
order to generate cash.

Earnings per share (EPS)
Earnings attributable to the parent company’s shareholders per 
average number of outstanding shares.

Diluted earnings per share (DEPS)
Diluted earnings attributable to the parent company’s sharehold-
ers per diluted average number of outstanding shares.

Normalised profit after tax
Profit for the year less costs and amortisation from business com-
binations and exceptional items and tax thereon.
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Brazil
Emergency
Training
161 employees

Chile
Emergency
35 employees

Uruguay
Emergency
1,030 employees

Trinidad
Training
39 employees

Venezuela
Emergency
409 employees

Columbia
Emergency
1,601 employees

Ecuador
Emergency
124 employees

Panama
Emergency
126 employees

El Salvador
Emergency
99 employees

USA
Emergency
Training
3,783 employees

United Kingdom
Emergency
Training
126 employees

Germany
Emergency
Training
103 employees

Belgium
Emergency
247 employees

Netherlands
Emergency
Training
281 employees

Denmark
Emergency
Assistance
Healthcare
Training
9,851 employees

Norway
Emergency
Assistance
Healthcare
Training
718 employees

Sweden
Emergency
Assistance
Healthcare
1,890 employees

Falck worldwide



Spain
Emergency
616 employees

Estonia
Assistance
20 employees

Finland
Emergency
Assistance
69 employees

Turkey
Emergency
3 employees

Azerbaijan
Training
17 employees

Thailand
Training
12 employees

Vietnam
Training
8 employees

Kazakhstan
Emergency
312 employees

Nigeria
Training
125 employees

United Arab
Emirates
Emergency
Training
27 employees

India
Emergency
85 employees

Sri Lanka
Emergency
64 employees

Malaysia
Training
83 employees

Slovakia
Emergency
2,269 employees

Singapore
Training
10 employees

Russia
Emergency
13 employees

Poland
Emergency
Healthcare
3,451 employees

Romania
Emergency
258 employees

Falck worldwide

Falck on  
5 continents



28
At 28 training centres, Falck teaches offshore staff to mind 
their own safety as well as the safety of their colleagues

Training

15
According to a new research report, sickness absence is 
 reduced by up to 15% if people on sick leave have access  
to Falck’s preventive healthcare offerings

Healthcare

15-20
Over the course of the past three years, the number of assistance 
responses to lorry calls in Norway has grown by between 15% 
and 20%

Assistance

4,000,000
Falck assisted four million sick or injured people on four 
 continents in 2012

Revenue by geographical area

 Denmark, 48.4%

 Nordic region, 18.5%

 Europe, 12.8%

 North America, 11.8%

 Latin America, 6.8%

 Rest of the world, 1.7%

Revenue by business area

 Emergency, 57.1%

 Assistance, 24.2%

 Healthcare, 8.6%

 Training, 10.1%

Emergency
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Key figures and financial ratios

Revenue growth
DKK million %

12,000

10,000

8,000

6,000

4,000

2,000

0

24

20

16

12

8

4

0

 2008 2009 2010 2011 2012

Cash conversion rate and free cash flow
DKK million %
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EBITA and EBITA margin
DKK million %
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 Revenue, pro forma   Revenue growth 
 Revenue, Falck Holding A/S  Organic growth

 EBITDA, pro forma    
 EBITDA, Falck Holding A/S

 Normalised profit, pro forma    
 Normalised profit, Falck Holding A/S

 Free cash flow, pro forma     Cash conversion rate 
 Free cash flow, Falck Holding A/S

 EBITA, pro forma     EBITA margin 
 EBITA, Falck Holding A/S

Operating assets and liabilities
DKK million
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Revenue, EBITA, EBITA margin and organic growth by business area - Falck Holding A/S 

   Revenue   EBITA  EBITA margin (%)  Organic growth3)

    Pro forma   Pro forma  Pro forma  Pro forma 
 % of total 2012 2011(1) 2011(2) 2012 2011(1) 2011(2) 2012 2011(2) 2012 2011

Emergency 65.3 7,515 3,304 6,553 459  251 430 6.1  6.6  10.7  3.5
Assistance 24.5 2,815 1,364 2,693 333  172 335 11.8  12.4  2.0  6.2
Healthcare 8.8 1,012 563 944 94  44 79 9.3  8.3  1.4  (6.5)
Training 10.1 1,164 511 943 197  55 136 16.9  14.4  11.6  8.8
Eliminations (8.7) (1,002) (495) (940)      
Group total 100.0 11,504 5,247 10,193 1,083  522 980 9.4  9.6  7.6  3.6

(1)  Falck Holding A/S acquired Falck A/S in July 2011, and the revenue and EBITA stated for 2011 is consequently the Falck Group’s revenue and EBITA for the period July 2011 
- December 2011.

(2)  The pro forma 2011 figures include 12 months based on figures from the Falck A/S Group.
(3) Organic growth has been calculated based on pro forma figures for 2011 and 2010.
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The Group focuses on a number of key figures and ratios which are not all derived directly from the income statement, cash flow statement 
and balance sheet. Theese key figures and ratios are shown below.

KEY FIGURES          DKK million  2012 2011

INCOME STATEMENT   

Profit before financials   508   229 
Financials etc.   (312)   (171) 

Profit before tax   196   58 
Income taxes   (77)   (43) 

Profit for the year   119   15 
Amortisation of intangible assets and costs from business combinations    551   293 
Exceptional items   24   - 
Debt restructuring costs   -   15 
Tax on normalisation items   (135)   (64) 

Normalised profit after tax   559   259 

CASH FLOW STATEMENT   

EBITA   1,083   522 
Amortisation, depreciation and impairment   349   186 

EBITDA   1,432   708 
Change in working capital including operating provisions   6   94 
Investments in intangible assets and property, plant and equipment   (529)   (190) 
Sales of non-current assets   57   5 

Free cash flow   966   617 
Free cash flow after exceptional items, interest and tax   411   304 
Investments in acquisitions   (639)   (3,470) 
Dividends paid, repayments, and changes in interest-bearing debt   239   4,224 

Change in cash and cash equivalents   11   1,058 

BALANCE SHEET   

Current assets excluding cash and cash equivalent, etc.   1,792   1,590 
Liabilities excluding credit institutions, income taxes, etc.   (3,042)   (2,851) 
Operating provisions   (45)   (54) 
Non-current assets excluding goodwill   1,950   1,746 

Net operating assets excluding goodwill   655   431 
Goodwill   9,554   9,083 
Intangible assets from acquisitions   2,634   3,005 
Income taxes    (1)   (47) 

Net operating assets including goodwill   12,842   12,472 

Equity attributable to Falck Holding A/S   5,512   5,606 
Non-controlling interests   77   74 

Total equity   5,589   5,680 
Net interest-bearing debt   5,755   5,437 
Provisions for deferred tax   791   876 
Non-operating assets and liabilities   707   479 

Financing   12,842   12,472 

KEY RATIOS   

Cash flow from operating activities DKK million  820   395 
Total assets  DKK million  17,179   16,734 
Equity ratio %  32.5   33.9 
Return on equity %  1.9   0.3 
Return on equity excluding exceptional items %  2.2   0.3 
Net interest-bearing debt to EBITDA, normalised Factor  3.94   4.14 
Number of employees Number  28,005   25,262

In the Group, cash flows are divided into free cash flow, investments in acquisitions, dividends paid, repayments and change in interest-bearing 
debt. In the free cash flow, investment in property, plant and equipment is deducted as the Group invests in vehicles, infrastructure and similar 
assets as part of ordinary operations. Thus, the free cash flow reflects the amount available for acquisitions and repayments on debt.
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The Falck commitment 

The year 2012 was a good year for Falck.

Never before have our rescue officers helped so many ill or 
injured fellow human beings. Never before have our instruc-
tors taught so many people in high-risk workplaces to mind 
their own safety as well as the safety of their colleagues. And 
never before has our healthcare staff contributed so much to 
enabling people on sick leave to return to their jobs.

At the same time, we are continuing our global expansion. 
We now also provide ambulance services in Spain, Sri Lanka 
and a number of US states. We operate medical clinics in Ka-
zakhstan. We provide rescue solutions and safety training for 
remote mines in Chile. And we have added training centres 
in Texas and Louisiana in the United States to provide safety 
training to more off-shore workers than ever before.

Falck now has activities in 35 countries on five continents.

This has taken us a good way towards fulfilling our vision of 
becoming a worldwide organisation that works to prevent ac-
cidents, diseases and emergency situations; that rescues and 
assists people in an emergency quickly and competently; and 
that rehabilitates people after illness and injury.

Our financial performance in 2012 was also good. Consoli-
dated revenue grew by 12.9% to DKK 11,504 million, of which 
organic growth accounted for 7.6%.

The growth in revenue was mainly generated from our 
emergency activities in the United States, Latin America and 
Sweden; but our Training business also achieved substantial 
growth in 2012. The revenue growth is reflected in the oper-
ating profit for the year, which grew by 10.5% to DKK 1,083 
million. We expect this improvement in financial performance 
to continue in the years to come.

For 106 years, Falck has worked to learn how to best assist 
people and help them feel reassured in their everyday life. 
That is a highly valuable heritage and a special obligation. Our 
responsibility is still to continue to develop Falck, and it is our 
ambition to double our size over the next five to eight years 
so that we can provide assistance to even more people.

To achieve this goal, we have in 2012 decided to strengthen 
the top management of all our four business areas through 
organisational changes. At the same time, we have started up 
a number of new initiatives which, together with our other ac-
tivities and strategies, will contribute significantly to ensuring 
that we can achieve the growth planned.

We will only achieve this goal through the dedicated efforts 
of our most important driving force, our employees: unique 
employees who are always prepared to make that extra effort 
that makes the difference between happiness and tears, be-
tween relief and worry, and between life and death. 

Management knows that our employees can be vulnerable 
when their day-to-day work is filled with other people’s pain, 
fear and sorrow. Once their pulse rate has returned to nor-
mal after a rescue operation, it is our task to ensure that our 
employees get the support and care they need. Only then can 
they work as whole persons for the benefit of the fellow hu-
man beings they serve.

Lars Nørby Johansen Allan Søgaard Larsen
Chairman President and CEO
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June

Falck provides damage-control assistance again
Falck is back providing damage control in Denmark – one of 
the main areas of focus of the founder, Sophus Falck, when he 
set up his rescue service 106 years ago. Falck’s rescue officers 
are once again helping people and businesses when there is 
damage to buildings and other property, for example after 
heavy rainfall.

Highlights of the year

February

Falck puts its logo on ambulances in Spain
Sick and injured people in the Barcelona area can now receive 
assistance from Falck ambulances, as Falck has acquired ma-
jority interests in two Spanish ambulance companies from 
Grupo VL. The new company, Falck VL, operates 46 ambu-
lances with 189 employees.

Falck signs extended agreement  
with major insurance company
Policyholders with LB Forsikring can now also be helped by 
competent people with the falcon on their uniforms when it 
comes to home, damage-control and travel assistance as a re-
sult of the extended agreement between the insurance com-
pany and Falck, which has provided services such as roadside 
assistance to the company’s members for many years. 

July

Falck wins a patient transport contract  
for the Capital Region
Falck successfully won a five-year contract for patient trans-
port in the Capital Region. Three months later, Falck deployed 
more than 100 new vehicles to help the inhabitants of the 
region with transport to and from hospital and to visit their 
doctor. 

March

Ensures Swedish ambulance services  
after competitor’s bankruptcy
After the bankruptcy of a Swedish ambulance company, the 
southern Swedish region of Scania asked Falck to take over 
operation of the services. Falck agreed to do so at short no-
tice, assuming responsibility for an additional 50 ambulances 
and 300 employees in the Scania region.

April

Falck plants a flag in Chile 
Acquiring most of the shares of the company Aprem allowed 
Falck to enter a new market: Chile. The new company, Falck 
Aprem, mainly provides ambulance and fire-fighting services, 
medical assistance and safety training for the mining industry 
in the remote areas where most of the mines are located.
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August

Contract to provide assistance to  
an additional 100,000 people in Bogotá
After signing a contract with an insurance company, Falck 
began providing ambulance and family doctor services to an 
additional 100,000 people in Bogotá, the capital of Colombia. 
This increased the number of Latin Americans covered by 
Falck’s services to almost 900,000.

September

Further expansion in the United States
With the acquisition of American Ambulance in Florida, Falck 
obtained a platform for expansion in the south-east of the 
United States. The company operates close to 200 ambulances 
and patient transport vehicles and have 678 employees. Also 
this month, Falck began providing ambulance services in 
Santa Ana, California, under a contract won earlier in the year. 
Falck now operates close to 1,000 vehicles and has more than 
3,700 employees in the United States.

October

Research shows positive effect of healthcare schemes
A research report from the University of Southern Denmark 
shows that access to preventive treatment under Falck 
healthcare schemes reduces sickness absence – and thus the 
risk of ending up on sickness benefits – by as much as 15%.

November

Agreement signed with Denmark’s  
largest occupational pension company
Falck signed a new five-year contract with PensionDanmark, 
Denmark’s largest occupational pension company, expanding 
coverage to include people who are unemployed or have re-
tired. Under the agreement, Falck will also help members on 
sick leave receive a fast diagnosis, allowing them to begin ef-
fective treatment and return to their jobs as early as possible.

December

Acquires two training centres in the United States
Falck’s leading position in safety training and safety service in 
the Gulf of Mexico was consolidated through the acquisition 
of Occupational Safety Training, a company that operates two 
training centres in Texas and in Louisiana. Falck already oper-
ates four training centres in the two states targeting employ-
ees in the offshore oil and gas industries.
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Assistance
Falck’s Assistance business is concentrated in four Nor-
dic countries (Denmark, Finland, Norway and Sweden). 
The services provide people with the greatest possible 
safety, either by preventing accidents or by providing 
fast and competent assistance when accidents happen. 
Assistance services are often subscription-based and 
provide help to subscribers especially with their cars and 
homes. As an example, Falck helps subscribers whose car 
has broken down: in most cases, Falck staff can repair the 
car on the spot. Falck helps homeowners with everything 
from water in the basement to snow on the roof.

Emergency
Falck is the largest international ambulance service pro-
vider in the world. Falck provides ambulance services 
to people in 22 countries in Europe, the USA and Latin 
America in close collaboration with the authorities. Falck 
operates more than 2,000 ambulances with ambulance 
officers, nurses and doctors treating more than four mil-
lion sick or injured people every year. Private citizens also 
made increasing use of home calls by Falck doctors and 
visited Falck’s medical and health clinics. Falck is also the 
world’s largest international fire-fighting operator, with 
activities in seven different countries in Europe.

Healthcare
An important part of Falck Healthcare’s activities con-
sists of preventing illness, stress and attrition. The goal 
is to ensure that each individual has a better, longer and 
healthier worklife. This also means greater job satisfac-
tion in the workplace, as well as lower costs related to 
illness, lower public-sector costs for social security, and 
lower costs for insurance companies from a reduction in 
loss of working capacity, for example.

Training
Falck provides rescue and safety courses and other safety 
services in 15 countries on five continents. This happens 
at 28 training centres aimed at the offshore industry and 
the maritime sector, but the chemical industry, the avia-
tion industry and the Danish and Swedish armed forces 
also use Falck’s facilities and services. In addition, Falck 
has eight land-based training centres in the Netherlands. 
At all these centres, people are instructed in safe behav-
iour to avoid accidents in the workplace, and they are 
taught how to react correctly – also under extreme condi-
tions – if accidents do occur.



Business areas 
and their performance



EmERGEnCy

Guillermo Canate, 33,  
ambulance rescue officer,  
helps a patient into one of Falck’s am-
bulances in Seattle, USA. Falck operates 
seven ambulances in the area, which are 
primarily used for inter-hospital patient 
transport.



FAlCK IS THE wORlD’S lARGEST INTERNATIONAl 
AmBUlANCE OpERATOR AND AlSO THE wORlD’S  
lARGEST FIRE SERvICE pROvIDER

Saving lives will 
never be a routine

3
Falck is the third-largest ambulance com-
pany in the United States, with more than 
1,000 vehicles and 3,700 employees.



Emergency

• Acquired three companies in the United States with  
close to 850 employees in total

• Gained a foothold on the Spanish ambulance market 
through the acquisition of Grupo vl

• Obtained close to 150,000 new subscribers in Latin 
 America

• Established a joint venture, to provide ambulance and 
medical services in Sri lanka 

• Won major contracts in the United States, Germany, 
 Finland and Sweden

DKK million 2012 2011

Emergency  
Revenue  7,515   6,553 
Revenue growth 14.7% 30.7%
Organic growth 10.7% 3.5%
EBITA  459   430 
EBITA margin 6.1% 6.6%

FAlCk iS thE woRlD’S lARGESt INTERNATIONAL AMBULANCE OPERATOR 
AND PROvIDES ASSISTANCE TO PEOPLE IN DISTRESS IN 22 COUNTRIES. 
FALCK IS ALSO THE wORLD’S LARgEST INTERNATIONAL FIRE-FIgHTINg 
OPERATOR, wITH ACTIvITIES IN EIgHT DIFFERENT COUNTRIES

With more than 2,000 ambulances and 12,708 rescue officers, 
nurses and doctors, Falck assisted four million sick or injured 
people on four continents. In collaboration with the authori-
ties, Falck provided a large number of other pre-hospital ser-
vices using doctor’s cars, paramedic cars and medical helicop-
ters. Private citizens also made increasing use of home calls by 
Falck doctors and visited Falck’s medical and health clinics in 
Poland, Slovakia, India, Kazakhstan, Venezuela and Uruguay.

In the field of fire services, Falck provides fire-fighting, fire-
training and consultancy services to industrial customers in 
seven countries in Europe. These activities are based on Fal-
ck’s 100 years of fire-fighting experience in Denmark, where 
Falck today provides fire-fighting and fire-preventive services 
to two-thirds of Denmark’s municipalities.

In 2012, Emergency generated DKK 7,515 million in revenue, 
which was a year-on-year increase of 14.7%. The rate of or-
ganic growth was 10.7%, which was mainly attributable to 
high growth in Sweden, but also in Latin America and a num-
ber of other countries. 

In the United States, Falck acquired three ambulance compa-
nies in the states of Florida and Massachusetts. These compa-
nies have a total of almost 850 employees and operate 133 
ambulances. 

14.7 %
Revenue from the Emergency business rose by 14.7% 
from DKK 6,553 million to DKK 7,515 million.
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Falck also expanded into Northern California and in the area 
around Seattle in the state of Washington.

Falck’s subsidiary Care Ambulance won contracts in Riverside 
and Orange County in Southern California, while the subsidi-
ary LifeStar, which operates ambulance services on the East 
Coast, expanded into the state of Virginia.

Overall, Falck strengthened its position in 2012 as the third-
largest ambulance services company in the United States, 
and now operates 1,000 vehicles and have more than 3,700 
employees.

In Latin America, Falck provides ambulance and medical ser-
vices in Colombia, Uruguay, Venezuela, Ecuador, Panama and 
El Salvador. In 2012, Falck succeeded in attracting more than 
145,000 new subscribers, increasing the number of Latin 
Americans covered by Falck’s services to almost 900,000. In 
Chile, Falck acquired the majority interest in the company 
Aprem, now Falck Aprem, which mainly provides ambulance, 
fire-fighting, medical and safety-training services to the min-
ing industry.

As part of Falck’s strategy for clinics, a majority interest in 
2012 was acquired in Open Clinics, which operates four 
medical clinics in Kazakhstan with 309 employees. The clinics 

Revenue
DKK million
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Guillermo Canate 

Has operated ambulances since 2008. Today, he is a rescue 
 officer, but he would like to develop his abilities and learn more.

In 22 countries
People in 22 countries in Europe, Latin 
America and the United States can get 
help from Falck if they are ill or injured.
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Marian Cioc, 32, is a firefighter at the 3.5 km2 refinery in the 
Romanian town of Ploiesti. It is one of the largest refineries  
in Eastern Europe. Falck has been responsible for providing 
fire-fighting and safety services since 2008.

company with 189 employees and 46 ambulances. Falck’s plan 
is to use the new company, Falck VL, as a spearhead for win-
ning more ambulance contracts in Spain.

In Germany, Falck won four contracts and now operates 35 
ambulances and three doctor’s cars with 209 employees. Calls 
for tenders for additional ambulance service contracts are 
also expected in Germany in the coming years.

Sweden saw turbulent developments in 2012. In the Västra 
Götaland region, politicians decided to insource ambulance 
services, so Falck therefore transferred its activities to public-
sector operation. Conversely, the authorities in the Scania 
region in southern Sweden decided to have Falck operate am-
bulance services in large parts of the region when a distressed 
competitor had to give up. In addition, Falck won a new con-
tract for ambulance services in the Västerbotten region. All in 
all, revenues generated in Sweden grew by more than 50%.

In Norway, Falck had to stop its ambulance services early in 
2013, as politicians in two regions decided that all ambulance 
services will be operated by the public sector going forward.

In Finland, Falck will be providing ambulance services again 
after winning contracts in Kotka and Hamina. Falck will be 
operating three stations in the area, which includes the coun-
try’s largest harbour, and Falck looks forward to bidding for 
expected future contracts in Finland.

provide a number of medical checkups and health tests, vacci-
nations, physiotherapy and dentist services and also have four 
ambulances for emergency cases and house calls.

Towards the end of year, Falck established Med1 together 
with a local business partner. Med1 will provide ambulance 
services and family doctor services on subscription or a pay-
per-use basis in Colombo, the largest city in Sri Lanka. These 
services are the first of their kind in Asia. Shortly after its 
establishment, the company operated 15 vehicles and had 62 
employees.

Falck continued its expansion in India, and at the end of the 
year Falck had contracts for 12 medical clinics at remote-loca-
tion workplaces with special risks. Customers are mainly min-
ing companies, large-scale construction projects and locations 
for oil and gas exploration. In Delhi, Falck has established an 
ambulance service with nine vehicles which at this stage col-
laborates with hospitals wanting to outsource their patient 
transport service.

In 2012, Falck also gained a foothold on the Spanish ambu-
lance services market through the acquisition of Grupo VL, a 

ORgANIC gROwTH IN THE 
EMERgENCy BUSINESS wAS  
10.7%, UP FROM 3.5% IN 2011

In Denmark, Falck responded to 13,408 fire 
incidents in 2012.

13,408 
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Falck also operates ambulance services in Poland, Slovakia 
and Belgium, countries in which 2012 was a year of focus on 
consolidating operations. 

In Denmark, Falck covers 85% of the population with ambu-
lances, doctor’s cars, paramedic cars and medical helicopters. 
Falck is working very closely with the authorities and research-
ers to raise the level of quality of pre-hospital services, also 
by establishing a cardiac-arrest register and ambulance-to-
hospital video transmission. 

providing fire-fighting services for 63 out of 98 municipalities 
in Denmark by the end of the year. The number of emergency 
responses to fire incidents was 13,408 in 2012, down from 
13,754 in 2011.

Falck is also helping to develop the best possible technology 
in the fire area, drawing on its international experience in the 
effort to improve both quality and efficiency. This includes 
efforts to document response times and quality parameters 
and to identify new fire-extinguishing technologies. As in the 
previous years, a study by the Danish Emergency Manage-
ment Agency shows that Falck is the service provider in all 
of the ten Danish municipalities with the lowest fire-incident 
response times.

Operating profit for the Emergency business was DKK 459 
million in 2012, up from DKK 430 million in 2011. This relative-
ly lower growth in earnings than in revenue was mainly the 
result of lower earnings on ambulance operations on the US 
East Coast, where the strong focus on growth had an effect 
on earnings. Demand in this region has not yet matched the 
resources made available. In the Emergency business, Falck is 
investing a great deal in future growth, especially in emerging 
markets: 2012 saw the start of additional projects aimed at 
increasing growth in Falck’s core business areas in the years 
to come. Costs in connection with the initial phase of these 
projects are expected to have an adverse impact on earnings 
over the next years.

FALCK PROvIDES FIRE SERvICES, 
TRAININg AND CONSULTANCy 
SERvICES TO THE PETROCHEMICAL 
INDUSTRy AND OTHER 
POTENTIALLy HAzARDOUS 
INDUSTRIES IN SEvEN EUROPEAN 
COUNTRIES

The ten municipalities in Denmark with 
the shortest response times for fire 
 incidents all use Falck as their provider  
of fire-fighting services. 

top 10

The proportion of ambulance staff who are paramedics 
increased markedly in 2012, and Falck is working together 
with the Danish regional authorities in an effort to make the 
best possible use of their qualifications to help the sick and 
injured. In all Danish regions, Falck’s ambulance services were 
either accredited or recommended for accreditation without 
qualifications.

Falck was successful in winning a five-year contract for seated 
patient transport in the Capital Region during the year, which 
meant a deployment of more than 100 new vehicles in Octo-
ber.

A large number of fire-services contracts were submitted for 
tender in 2012, and Falck regained a great majority of them, 
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A TOTAl OF 1.8 mIllION pEOplE IN THE NORDIC COUNTRIES 
SUBSCRIBE TO FAlCK’S ASSISTANCE SERvICE, ESpECIAllY  
FOR THEIR vEHIClES AND HOmES

Customers  
should feel assured

120,000
In Sweden, a record of 120,000 assistance 
responses were provided – 11,000 more 
than in 2011.

ASSiStAnCE



Anders håkansson, 31, 
assistance rescue officer, 

provides assistance to a car owner  
outside the city of Malmo in Sweden.  
Falck has provided roadside assistance  
to car owners in Sweden since 1950.



Assistance

• Established a damage control service to provide quick 
and competent assistance to members in the event of 
flooding, storm damage and the like.

• Expanded the contract with a Danish insurance company 
significantly.

• Succeeded in growing sales of alarms in Denmark, 
 Sweden and Norway.

• Provided assistance to 39,500 Nordic travellers abroad.

Revenue from the Assistance business was up by 4.5%, from 
DKK 2,693 million in 2011 to DKK 2,815 million in 2012. Or-
ganic growth accounted for 2.0% of this upward trend. 

In Denmark, Falck launched a new and up-to-date first-aid 
box – popularly called ’the Falck box’ – which enables people 
to take action if an accident occurs. The contents of the Falck 
box can be used to treat bleeding, scratches, sprains and 
burns, and it is designed so that a user can quickly gain an 
overview of its contents and what they can be used for. In just 
six months, more than 17,000 Falck boxes were sold.

In the field of roadside assistance, Falck successfully negoti-
ated contracts with a number of Danish haulage contractors 
to provide assistance for their lorries in all of Europe.

In 2012, Falck again began to provide damage control in Den-
mark – one of the main areas of focus of the founder, Sophus 
Falck, when he set up his rescue service 106 years ago. With 
its nationwide emergency setup, Falck can mobilise a substan-
tial number of rescue officers at short notice, who can then 
help its members and customers in the event of flooding, 
storm damage and other events.

In connection with the renewal of Falck’s agreement with the 
Danish insurer LB Forsikring, the agreement was expanded 
to also include damage-control services, home assistance and 
travel assistance.

In Sweden, the number of assistance responses handled by  
Falck’s control centre reached a record-high number of 
120,000, up from 109,000 responses in 2011. Moreover, Falck 
tendered for the first time for contracts for fire-extinguishing 
equipment and service on the equipment and won two con-
tracts.

ASSiStAnCE pRoviDES CUStomERS wITH PEACE OF MIND THROUgH 
ADvICE, PREvENTION AND HELP

DKK million 2012 2011

Assistance  
Revenue 2,815 2,693
Revenue growth 4.5% 9.0%
Organic growth 2.0% 6.2%
EBITA 333 335
EBITA margin 11.8% 12.4%

Falck’s assistance services help safeguard and support its cus-
tomers in the best possible way, either by providing advice on 
the prevention of accidents and other incidents, or by provid-
ing fast and competent assistance when accidents happen. 
The services are often subscription-based and are aimed at 
private, business and public-sector customers. 

Falck’s assistance business is concentrated in the four Nordic 
countries, Denmark, Norway, Sweden and Finland, and in Estonia. 

In all these countries, Falck mainly provides assistance to 
subscribers with their vehicles and homes. For example, Falck 
helps people get their car started again if it has broken down, 
and assists homeowners with everything from water in the 
basement to snow on the roof. Moreover, both individuals 
and businesses can make use of Falck’s assistance and service 
offering for buildings, healthcare and travel activities. 

At the end of the year, Falck had 1.8 million subscribers, 112,000 
of them public-sector institutions and companies. Falck provided 
a total of 1.4 million responses to calls for assistance in 2012.
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Revenue
DKK million
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Anders håkansson 

is extremely busy during the winter, when snow and cold 
weather cause problems for car owners.

In Norway, Falck continued its growth in assistance responses 
to lorry calls, an area that has grown by 15-20% annually over 
the past three years.

The year 2012 was a good year for Falck Alarm, with a rise in 
sales of Falck’s alarm products in Denmark, Sweden and Nor-
way. In addition to burglar alarms, these products include a 
number of other safety components.

Revenue in Finland rose substantially as a result of an increase 
in the number of assistance responses to both private motor-
ists and haulage contractors. 

Falck also continued growing its roadside assistance business 
in Estonia.

Falck TravelCare signed additional agreements with Nordic in-
surance customers and companies in 2012 and assisted a total 
of 39,500 Nordic travellers in more than 200 countries with 
clinic referrals, hospitalisation, evacuation and repatriation. 
This represented a substantial increase in Falck TravelCare’s 
business. 

Operating profit for the Assistance business was DKK 333 mil-
lion in 2012 compared with DKK 335 million in 2011. Earnings 
in 2012 were adversely affected by increased sales of alarms 
in Denmark, Norway and Sweden as sales and installation 
costs are high in the first year. Moreover, costs in Sweden 
were high due to the costs of setting up a sales force to tar-
get business customers.

1,400,000
In 2012, Falck provided 1.4 million  
assistance responses, especially to  
car and home owners.
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hEAlthCARE

EACH INDIvIDUAl SHOUlD BE HElpED TO ACHIEvE  
A HEAlTHIER wORKlIFE. THIS BENEFITS wORKplACES  
IN THE FORm OF GREATER jOB SATISFACTION  
AmONG EmplOYEES AND lOwER COSTS RESUlTING  
FROm SICKNESS ABSENCE

A healthy lifestyle  
promotes  
job satisfaction

140
Falck has access to more than 140  
health clinics in Denmark in its network  
of  physiotherapists, chiropractors,  
massage therapists and reflexologists.



Anna Quorning, 38,  
chiropractor, 

treating a patient with back tension  
at one of Falck Healthcare’s clinics.



Healthcare

• Covered 1.8 million people in Denmark with healthcare 
schemes.

• Signed a new extended contract with PensionDanmark.

• Research showed that Falck healthcare schemes lead to 
lower sickness absence.

• Grew revenue in Sweden by 51%.

sector institutions and private-sector companies. To serve 
its clients, Falck has a network of 140 health clinics housing 
physio therapists, chiropractors, massage therapists and reflex-
ologists.

The work to roll out healthcare schemes received support 
from a research report from the University of Southern 
Denmark documenting that access to preventive treatment 
through Falck reduces sickness absence by as much as 15%.

In late 2012, Falck signed a new five-year contract with Pen-
sionDanmark, Denmark’s largest occupational pension com-
pany, expanding coverage to include people who are unem-
ployed or retired. Moreover, a large number of members are 
now also eligible for Falck’s Hurtig Diagnose (Fast Diagnosis) 
product, which ensures that people who are ill are diagnosed 
quickly and begin effective treatment so that they can return 
to work as soon as possible.

In the autumn, Falck acquired the Danish healthcare company 
PreviaSundhed, which, in addition to providing healthcare 
schemes, also offers fitness and exercise services to the em-
ployees of their client companies. The company’s activities 
are being integrated into Falck’s existing activities in order to 
achieve more efficient operations. 

In Sweden, Falck continued to grow its healthcare activities, 
and revenue increased by 51%, especially as a result of new 
contracts with pension and insurance companies. Falck now 
provides healthcare coverage to 775,000 people in Sweden. 
Especially the number of physical treatments showed an 
increase, but the number of counselling sessions with psy-
chologists increased as well, as did treatments under the 
new concepts Baby Care and Child Care. Falck also won four 
contracts to handle sickness absence for municipalities in the 
Stockholm region. 

FAlCk iS DEnmARk’S lARGESt pRivAtE pRoviDER Of healthcare 
SERvICES AND HELPS PEOPLE IN DENMARK, SwEDEN AND NORwAy 
KEEP HEALTHy, THEREBy HELPINg TO MAKE wORKPLACES HEALTHy

DKK million 2012 2011

healthcare  
Revenue 1,012 944
Revenue growth 7.2% (15.0%)
Organic growth 1.4% (6.5%)
EBITA 94 79
EBITA margin 9.3% 8.3%

Falck’s Healthcare activities are aimed at preventing strain 
and injury to ensure that each individual enjoys the best 
possible job satisfaction in his or her working life. Through 
these activities, Falck helps reduce employer costs related to 
sickness absence. Moreover, the public sector saves on social 
security costs and insurance and pension companies reduces 
the payment of compensation related to occupational injuries 
and incapacity for work. 

Falck’s work is thus directly targeted at ensuring that employ-
ees have longer, healthier and better working lives by provid-
ing healthcare schemes both for company employees and for 
individuals in the various municipalities. Falck also provides 
temporary staffing services for the healthcare sector.

Revenue from the healthcare activities totalled DKK 1,012 
million in 2012, which was DKK 68 million higher than in 2011, 
primarily as a result of substantial growth in revenue from the 
Swedish activities and from the acquisition of PreviaSundhed 
in Denmark.

In Denmark, the number of people covered by healthcare 
schemes through insurance and pension schemes grew. By 
the end of 2012, Falck covered 1.8 million people in Denmark 
in healthcare schemes and had contracts with 7,500 public-
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Revenue
DKK million
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kristian Eskesen, 36, medical doctor,

speaks to a client in Copenhagen. Falck helps people on  
sick leave to clarify their situation quickly and receive the 
 necessary treatment and assistance.

In 2012, Falck Jobservice signed contracts with more munici-
palities for a new collaboration model between Falck and the 
municipalities. Several contracts with municipalities using 
the previous model expired in 2012 as planned. The previous 
agreements were favourable for the collaborative partners, 
as they resulted in shorter waiting times for treatment and 
lower costs for employees on long-term sick leave

In 2012, the assistive aids business – Falck Hjælpemidler – won 
a contract with yet another municipality, so they now man-
age assistive aids depots for nine municipalities in Denmark 
and provide special advice in the field to 14 municipalities. 
The performance of Falck Hjælpemidler during the year was 
affected by the decision a number of municipalities made to 
insource their assistive aids depots.

The temporary staffing industry in Denmark continued to be 
highly competitive, but Falck’s healthcare staffing companies 
managed to grow, also in this market. Falck is now the largest 
provider of temporary healthcare staffing services across all pro-
fessional groups. In 2012, Falck’s temporary staffing services pro-
vided a total of 145,000 shifts of duty, up from 132,000 in 2011.

In the course of 2012, Falck Healthcare started up a number of 
activities to explore new opportunities. Among other things, 
Falck Healthcare in the spring joined forces with a business part-
ner to develop a mobile dentist concept offering major private-
sector and public-sector businesses an on-site mobile dental 
clinic to reduce employee time spent on visits to the dentist.

Operating profit rose from DKK 79 million in 2011 to DKK 94 
million in 2012. The growth was mainly attributable to increased 
activity in Sweden, although other areas also showed growth.

1,800,000
Falck covers 1.8 million people in Denmark 
with its healthcare schemes.
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pEOplE wORKING IN THE OFFSHORE INDUSTRY ARE FAR 
AwAY FROm AmBUlANCES AND HOSpITAlS, SO THEY NEED 
TO BE TRAINED TO HElp THEmSElvES AND EACH OTHER  
IF AN ACCIDENT SHOUlD HAppEN

Safety  
a top priority

tRAininG

257,252
Falck trained 257,252 people in safety
– a 7% year-on-year increase.



Richard ng, 47, instructor,

makes sure that the course participants 
feel safe so that they can concentrate on 
the drills and complete the safety course 
at falck’s training centre in Johor Bahru, 
Malaysia.



Training

• Trained more than 250,000 people in safety and rescue: 
7% more than in 2011.

• Acquired two training centres in the United States: one in 
Texas and one in Louisiana.

• Opened a training centre in Dubai.

• Signed a number of contracts with global companies.

At these centres, people are instructed in safe behaviour in 
order to avoid accidents in the workplace, and they are also 
taught how to react correctly – also under extreme conditions 
– if accidents do occur.

Falck’s training competencies have been developed on the ba-
sis of the organisation’s more than 100 years of experience in 
providing rescue, safety and security, and assistance services.

Revenue in 2012 was DKK 1,164 million, an increase of 23.5%, 
of which 11.6% was organic growth. The rise in revenue came 
from a large number of countries, but especially from the 
Netherlands and the UK, and from the more recently estab-
lished centres in Nigeria and Germany.

In the offshore field, Falck trained 225,509 people in 2012 at 
its specialised training centres, up from 204,000 in 2011. Sev-
eral major international contracts were negotiated with one 
of the world’s largest rig operators and one of the world’s 
largest oil companies. The market was generally favourably 
affected by relatively stable and high oil prices and by age-
related replacements in the North Sea offshore industry’s 
work force. 

In 2012, Falck expanded its leading position in the Gulf of 
Mexico by acquiring Occupational Safety Training, which op-
erates two training centres with a total of 79 employees in 
Texas and Louisiana. Falck already had four training centres in 
the two US states, so the acquisition represents an expansion 
of its offering to the offshore industry in the region.

In 2012, Falck continued its endeavours to create a globally 
standardised high level of quality within safety and rescue 

FAlCk iS thE lEADinG pRoviDER oF tRAininG CoURSES fOr  
OFFSHORE STAFF IN HANDLINg THEIR OwN AND THEIR COLLEAgUES’ 
SAFETy AT SEA

DKK million 2012 2011

training  
Revenue 1,164 943
Revenue growth 23.5% 8.3%
Organic growth 11.6% 8.8%
EBITA 197 136
EBITA margin 16.9% 14.4%

Falck provides rescue and safety courses and other safety 
services in 15 countries on five continents, all from 36 training 
centres located close to the areas of the world with offshore 
oil and gas exploration. 

The courses are aimed at employees in the offshore industry 
and the maritime sector, but the chemical industry, the avia-
tion industry and the armed Danish and Swedish forces also 
use Falck’s services. 

Falck also has eight land-based training centres in the Nether-
lands that provide training in fire prevention and fire fighting.
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11.6 %
The rate of organic growth for the Training business 
was 11.6%, compared with 8.8% in 2011.
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Richard ng 

Teaches people to use breathing equipment in the water.

operations in the offshore industry, partly by constantly con-
tributing to the development of new training methods and 
technologies. As part of these endeavours, Falck invested – as 
the first training company in the world – in an advanced free-
fall lifeboat, which is used at the training centre in Bergen, 
Norway. Also in 2012, three Falck training centres were certi-
fied to the ISO 18000 standard.

At three training centres – one in Malaysia and two in the 
UK – Falck offers health checks to course attendees before 
they leave for their offshore jobs. A total of 4,782 attendees 
availed themselves of this opportunity in 2012.

At Falck’s fire training centres in the Netherlands, a total of 
31,743 course participants were trained. One-third of them 

were professional firemen taking advanced fire-fighting 
courses involving use of the latest technology.

This brought the total number of course participants trained 
at the 36 training centres to 257,252, which was 17,252 more 
than in 2011.

The increase in revenue was reflected in operating profit, 
which grew from DKK 136 million in 2011 to DKK 197 million 
in 2012. The increase was mainly achieved through a rise in 
sales of more complicated and thus more expensive courses 
in disaster and fire training and higher rates of participation in 
a large number of courses.

In 15 countries
Falck provides rescue and safety courses 
in 15 countries on five continents.
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Report on corporate  
social responsibility

Corporate social responsibility (CSR) at Falck is defined as 
business practices that improve Falck workplaces and ben-
efit society beyond what the company is required to do by 
law. CSR is at the heart of Falck’s business, and both social 
and environmental considerations are deeply rooted in and 
integrated into Falck’s business models and operations in its 
day-to-day interaction with local communities, business part-
ners, customers and other stakeholders in an endeavour to 

promote health, safety and a general improvement in social 
standards in the communities we provide services to.

Falck’s mission is to actively prevent accidents, disease and 
emergency situations, to rescue and assist people in emer-
gencies quickly and competently and to rehabilitate people 
after illness and injury. This makes up the system for Falck’s 
business model ‘Corporate Social Responsibility’. But assum-

The Falck Code of Conduct

As a minimum, Falck requires all its business entities to comply with applicable legal requirements in their countries of  operation 
and with the Group’s Code of Conduct.

The Falck Code of Conduct is based on the United Nations Global Compact, which deals with the following areas:

human rights

the company should

•  support and respect the protection of internationally 
proclaimed human rights within the area in which it 
operates and has influence. 

•  make sure that it is not complicit in human rights 
 abuses.

labour standards

the company should

•  uphold the freedom of association and effective 
 recognition of the right to collective bargaining.

•  support the elimination of all forms of forced and 
 compulsory labour.

•  support the effective abolition of child labour.

•  support the elimination of discrimination in respect  
of employment and occupation.

Environment

the company should

•  support a precautionary approach to environmental 
challenges.

•  take steps to promote greater environmental 
 responsibility.

•  encourage the development and diffusion of 
 environmentally friendly technologies.

Anti-corruption

the company should

•  work to counter all forms of corruption,  
including extortion and bribery.

These practices apply across all Falck business areas.
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ing social responsibility is also to do what is not required or 
expected – things that Falck does not take money for, but 
does because it is the right thing to do, and because the or-
ganisation has the ability and opportunity to do so. 

To Falck, CSR is also actively participating in the community 
the organisation is part of. On the basis of the corporate 
values, both management and employees at Falck work to 
improve and develop society and health in ways that are ac-
cessible, reliable, fast, efficient, helpful and competent. Not 
only do Falck employees seek to make a difference in their 
day-to-day work; the organisation also works to find solutions 
that can generate growth and contribute to value creation in 
the longer term, in relation to business opportunities, in rela-
tion to customers, and even in the communities in which Falck 
is represented. The organisation collaborates with authorities, 
experts, business partners and other stakeholders to improve 
the quality and efficiency of Falck’s services and to invest in 
employee training and the development of new and better 
technology to boost people’s health, safety and security. 

Employment conditions

One of Falck’s key assets is its employees, and continuing to 
upgrade their skills through on-the-job training, participation 
in courses, and self-motivated development helps create both 
job satisfaction and results. On this basis, Falck is committed 
to continually improve job satisfaction and health in the work-
place, a commitment reflected in several specific initiatives in 
2012.

Among these initiatives was a large-scale employee-satis-
faction survey implemented in collaboration with the staff 
in Uruguay, resulting in an improvement of in-house com-
munications, also through a system that allows individual 
employees to suggest specific improvements and through in-
house newsletters in which the employees can express their 
opinions. 

Falck has a special focus on preventing both physical and 
mental injury, and in several countries Falck offers employ-
ees treatment by physiotherapists, chiropractors and other 
specialists. Especially in connection with rescue operations, 
employees are at risk of experiencing particularly traumatic 
events. In such cases, employees in Denmark have for decades 
been offered debriefing, which includes individual counselling 
sessions or longer-term counselling by professionals such as 
crisis counsellors. Staff in the rest of the Falck Group have had 
the same opportunity since 2011.

Falck, also feels it has a special duty to contribute to an in-
clusive labour market. Falck’s organisation in Denmark helps 
facilitate jobs for people who find it difficult to get or hold 
down a job on normal terms by offering them flexible jobs, 
work test programmes, and networking opportunities, as 
well as experience exchange session for ethnic minorities and 
training programmes for young people with special difficul-
ties. 

Another example is senior schemes which give older employ-
ees the opportunity to stay in their jobs as long as possible 
and plan their retirement and withdrawal from the labour 
market in the best possible way.

Code of Conduct

Environment
Employment  

conditions
Society in generalBusiness ethics

Occupational  
health and safety 

In addition to complying with the Falck Group’s Code of Conduct, Falck has defined a number of supplementary policies which 
are material to Falck’s ‘Corporate Social Responsibility’ and business.

 Management review | Falck Annual Report 2012 29



The goals for Falck’s initiatives in this field are 

• to reduce the rate of staff turnover. 
• to reduce both long-term and short-term sickness absence. 
• to increase employee satisfaction.
• to improve leadership quality.

Falck now has more than 28,000 employees worldwide, which 
is a year-on-year increase of 2,743 employees. 

The worldwide rate of absenteeism at Falck was below 4% in 
2012.

Environment

Falck’s global environmental policy obliges the organisation 
to prevent unnecessary environmental impact to the greatest 
possible extent within the scope of the Group’s activities. The 
primary environmental impact of Falck’s business comes from 
fuel consumption in the assistance and ambulance business, 
so it is important to reduce the fuel consumption and emis-
sions as much as possible.

In 2012, the Training business focused on greener solutions, 
also through environmentally friendlier fire courses with 
lower oil consumption due to the use of less environmentally 
harmful fuels. An ambulance-to-hospital video transmission 
system developed for the ambulance business saves paper 
and is thus an environmentally friendlier solution that im-
proves the quality of pre-hospital services. 

Other initiatives include a special focus on environmentally 
friendly waste sorting in Sweden and Brazil and Falck employ-
ees in Ecuador replanting green areas in and around urban 
areas.

The goals for Falck’s initiatives in this field are

•  to reduce power, water and heating consumption. 
•  to reduce fuel consumption as well as air pollution and 

wastewater discharge.

•  to use environmentally friendly technologies, work pro-
cesses, substances and materials in connection with new 
purchases and when restructuring existing work processes.

•  to aim for a high rate of recycling and the lowest possible 
environmental impact in connection with waste handling. 

As part of the efforts to protect the environment and natural 
resources as well as possible, environmental data and envi-
ronmental impact is mapped annually in Falck Danmark A/S. 
With more than 3,000 vehicles and 90.7 million kilometres 
operated per year, Falck’s fuel economy improved by 2% year 
on year.

Business ethics

Falck has a zero-tolerance policy with respect to corruption, 
which includes extortion, fraud and bribery. Falck has also be-
gun the implementation of a whistleblower system, which is 
expected to be in place sometime in 2013.

In 2012, the Group continued to develop its policy in this field, 
including preparing detailed descriptions of its attitude to-
wards corruption and business practices in general. This work 
was based on Falck’s already clear guidelines for how to act 
when representing Falck and interacting with customers, busi-
ness partners and the authorities. Further efforts to increase 
awareness of these matters and in-house training in handling 
them are planned in connection with implementation of the 
whistleblower system. 

As a result of Falck’s zero-tolerance policy with respect to cor-
ruption, Falck will

•  not accept or offer bribes.
•  not give or accept big gifts or gifts of a nature not in line 

with ordinary lawful business or culturally customary prac-
tice in a given country. 

•  not pay facilitation payments. 
•  ensure that all significant transactions are documented. 
•  not pay protection money.

As described above, Falck is working on the implementation 
of additional initiatives in business ethics, so a method for 
measuring progress has not yet been fixed.
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THE wISH TO MAKE A DIFFERENCE IS DEEPLy ANCHORED IN FALCK’S 
CORPORATE vALUES. EvER SINCE SOPHUS FALCK FOUNDED HIS RESCUE 
SERvICE IN 1906, IT HAS BEEN FALCK’S COMMITMENT TO PROvIDE 
ASSISTANCE “wHEN THE LIvES OF PEOPLE AND ANIMALS ARE IN 
DANgER, wHETHER OR NOT PAyMENT wILL BE MADE”

Society in general

The wish to make a difference is deeply anchored in Falck’s 
corporate values. Ever since Sophus Falck founded his rescue 
service in 1906, it has been Falck’s commitment to provide as-
sistance “when the lives of people and animals are in danger, 
whether or not payment will be made”.

Falck is based on a philosophy of people helping people: Falck 
responds when there is a fire; fixes the car when it has broken 
down; trains people to take care of themselves and others; 
and Falck prevents and remedies injuries to both the body and 
mind. Empathy combined with the power to act thus forms a 
natural part of the hearts and minds of Falck employees, and 
it is natural for them to participate actively in the local com-
munities in which Falck operates. 

As an example, Falck set up two outdoor fitness centres in 
Montevideo, the capital of Uruguay in 2012, where custom-
ers, employees and members of the local community can 
exercise, thereby reducing their risk of cardiovascular disease. 
Falck in the Netherlands also participated actively in the Ropa-
run to raise money to fight cancer, and in 2012, Falck nurses in 
Venezuela vaccinated close to 2,000 children and adults free 
of charge.

Falck provides assistance and staff resources in connection 
with extreme events such as natural disasters. When Hur-
ricane Sandy struck, the Group’s US ambulance division made 
staff and ambulances available for free as part of the general 
emergency taskforce.

In addition to taking part in a number of charity events – in-
cluding sponsorships, donation of ambulances, fire engines 
and other equipment to countries such as Nicaragua, Senegal, 
Malaysia, Sierra Leone and Zimbabwe, as well as providing di-
rect financial aid – Falck also helps make people aware of and 
provides training in first aid in the countries where the Group 
provides emergency services.

The goals for Falck’s initiatives in this field are

•  to support health, education and welfare in the Group’s ef-
forts to identify business opportunities. 

•  to contribute to economic development and support wel-
fare in the world in the long term by investing in new mar-
kets. 

•  to deliver on promises made.
•  to contribute to economic development in the areas where 

Falck has operations. 
•  to increase the awareness of health and safety in order to 

promote a healthier and safer society.
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Occupational health and safety

Health and safety at work is a natural part of the day-to-day 
activities of all Falck employees, as their efforts to save lives, 
prevent injuries and help others requires that they are not 
injured in the process. 

The safety of employees and customers is crucial and a top 
priority, and management maintains a constant focus on 
safety in the workplace as well. For this reason, the work to 
develop a global standard for the entire Group will continue 
in 2013.

Falck Group, is aware that some of its business activities in-
volve special risk, e.g. the Training business, in which Falck 
offers rescue and safety courses for the offshore industry and 
the maritime industry. To provide the best and most realistic 
training to ensure that course participants learn how to act 
in crisis situations, the training scenarios are as realistic as 
possible, which naturally involves risk to Falck employees as 
well as course participants. For this reason, the Training busi-
ness uses special systems to control and reduce this risk. Falck 
TravelCare developed a new product in 2012 to handle safety 
and security risks in connection with travel to high-risk desti-
nations. These services are also offered to Group employees.

As in previous years, 2012 saw Falck investing resources in 
ensuring that our employees receive both supplementary 
training and refresher courses. These efforts target the areas 
of the Emergency and Training activities that generate inju-
ries. Falck also continually improve the quality of its services. 
 Moreover, Falck regularly change the working procedures in 
order to reduce the risk of injury. For example, in the United 
Kingdom Falck worked actively in 2012 to involve its employ-
ees in reviews of general health and safety processes, and in 
Poland Falck had a special focus on the development of em-
ployee competencies and health and safety conditions, also 
by making specific workplace assessments and safety assess-
ments of each individual workstation. 

The goals for Falck’s initiatives in this field are

•  to reduce the number of work related accidents and inci-
dents. 

•  to reduce the number of injuries in connection with Falck’s 
activities. 

•  to be the safest and most reliable provider of these ser-
vices.

•  to involve the employees in maintaining high safety and 
working environment standards.

Falck’s rate of injuries resulting in absence was 17.81 per mil-
lion working hours in the Group as a whole. The Group will 
continue to work on reducing this level as part of the policy 
of continuously promoting the greatest possible safety in the 
workplace.

32 Falck Annual Report 2012 | Management review



Corporate governance

Falck’s management monitors corporate governance on a 
regular basis. This is done to ensure that the Group is managed, 
both internally and externally, in a manner consistent with na-
tional and international rules and in line with the corporate mis-
sion, and in a manner that matches the requirements of the dif-
ferent stakeholder groups, including shareholder expectations. 

Corporate governance
At Falck, corporate governance is considered a natural and crucial 
element in the achievement of the Group’s goals and strategy.

Although Falck is not a public listed company, the Group 
complies to a great extent with the corporate governance 
recommendations applicable to companies listed on the 
NASDAQ OMX Copenhagen stock exchange. However, certain 
recommendations are considered mainly to be relevant to a 
company with a broader ownership.

Board of Directors
Pursuant to Danish legislation, Falck has a two-tier management 
system consisting of a Board of Directors and an Executive Man-
agement Board. The Board of Directors’ role is to supervise the 
Group’s activities, development, management and organisation, 
whereas the Executive Management Board is responsible for 
the Group’s day-to-day development and operations. The two 
bodies are independent and do not have overlapping members.

The Board of Directors acts in compliance with applicable 
legislation and meets a minimum of five times per year and in 
special cases. The Board of Directors reviews the Group strat-
egy once a year.

Members of the Board of Directors are elected annually.

The Board of Directors of Falck Holding A/S consists of:

Lars Nørby Johansen (Chairman)
Thorleif Krarup (Deputy Chairman)
Steen Hemmingsen
Søren Thorup Sørensen
Johannes Due
Henrik Poulsen

Via their representation in Falck A/S and Falck Danmark A/S, 
employees are also offered to participate in the board meet-
ings of Falck Holding A/S.

Board members elected by the employees who also partici-
pate in the board meetings of Falck Holding A/S are:

Vagn Flink Møller Pedersen (elected by the employees of 
Falck A/S)
Jan Heine Lauvring (elected by the employees of Falck A/S)
Per Aastrup (elected by the employees of Falck A/S)
Mette Rosenfeldt (elected by the employees of Falck 
 Danmark A/S) 

Thorleif Krarup and Steen Hemmingsen represent the princi-
pal shareholder of the Falck Group, the Lundbeck Foundation. 

The other board members are independent of the Falck Group.

Audit Committee
The Audit Committee monitors the Group’s financial report-
ing process, accounting policies, statutory auditing of the an-
nual report and the effectiveness of the internal control and 
risk management systems on behalf of the Board of Directors. 
In addition, the Committee makes recommendations on these 
issues to the Board of Directors and follows up, on behalf of 
the Board of Directors, on the implementation of initiatives to 
be initiated by the Executive Management Board. The Com-
mittee receives information from a number of head office 
departments and from the company’s auditors.

Audit Committee members are Søren Thorup Sørensen, Chair-
man, and Steen Hemmingsen, both elected by the Board of 
Directors. Also attending this committee’s meetings are the 
Executive Management Board and the Chief Financial Officer. 
The company’s auditor attends the meetings of the Audit 
Committee to the extent necessary. The Audit Committee 
meets at least three times a year.

Executive management Board
The Executive Management Board is responsible for the day-
to-day development and operation of Falck with a primary focus 
on developing and implementing strategies and significant 
initiatives approved by the Board of Directors. Moreover, the 
Executive Management Board is responsible for ensuring that 
the Board of Directors is informed about all material matters. 

The Executive Management Board consists of Allan Søgaard 
Larsen, President and CEO, and Morten Reignald Pedersen, 
Deputy CEO.
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Employee investment
In order to attract and retain the Group’s management com-
petencies, the remuneration paid to members of the Execu-
tive Management Board and senior management employees 
reflects the work they do, the value they create and what 
their peers in comparable companies receive. To ensure that 
the interests of the Group’s Management and the sharehold-
ers coincide, a number of senior management employees 
have been offered the opportunity to invest in the Falck 
Group. A substantial share of the Group’s senior management 
employees have elected to take advantage of this opportu-
nity to invest in the Group, and the group of senior manage-
ment employees, excluding the members of the Executive 
Management Board, thus hold 2.85% of Falck Holding A/S.

The members of the Executive Management Board hold a to-
tal of 10.25% of the shares of Falck Holding A/S.

Risk management
In Falck, risk management is considered an important and 
natural part of the work to realise Falck’s goals and strategy.

There are risks inherent in day-to-day activities, in implement-
ing the strategy laid down and in exploiting business opportu-
nities that may arise, so the handling of these risks is consid-
ered a natural and integral part of the day-to-day work and a 
way of ensuring stable and reliable growth.

Falck’s management continuously discusses the Group’s risks 
and how they can best be handled for the individual business 
areas and the Group as a whole in order to ensure that risk 
management is efficient.

The management of each of the business areas is responsible 
for establishing and developing relevant risk management and 
a sound and sufficient control environment. The management 
of the individual business units is responsible for identifying, as-
sessing and handling risks and for reporting on such risks to the 
Group Risk Management Department and the Executive Man-
agement Board with a view to ensuring continuing improve-
ment and transparency of risk management across the Group.

internal control
The management of the Falck Group requires the companies 
of the Group to meet a high standard with respect to business 
procedures and internal control which, based on an individual 
assessment of the activity of each company, ensures that 
management can use reporting from the companies as a true 
and fair basis for making decisions.

Business procedures and internal controls include, among 
other things, segregation of duties and areas of responsibility, 
descriptions of functions, procedures, control measures and 
analytical controls.

The corporate finance function has defined a number of 
monthly reporting requirements which comprise a full income 
statement, balance sheet and cash flow statement. Moreover, 
additional relevant specifications, material for analysis and 
comments on the reports submitted are supplied every month. 

The monthly reporting from all companies of the Group is con-
solidated into the Group financial statements. In addition to 
the consolidation of relevant line items, this process includes 
an analytical review of individual line items and a performance 
comparison with the previous year and with forecasts. The 
analysis is carried out at Group, company and business-area 
level, ensuring among other things, that accounting policies 
are consistently applied and there is a correlation between 
activity performance and financial reporting. The monthly re-
porting to the Board of Directors and the Executive Manage-
ment Board is prepared based on the consolidation, informa-
tion received, analyses and information obtained.

Both the consolidation and the analyses are performed by 
employees who are accounting specialists and have insight 
into the accounting context of the transactions included in 
the consolidation. Most of these specialists have a profes-
sional background in auditing. In addition, each business area 
has business controllers who have a deeper insight into the 
business aspects of the activity and its performance. As a sup-
plement to a continual dialogue, meetings are held five times 
a year between the management of each business area and 
the Executive Management Board to review and discuss the 
business and financial performance of the area.

In addition to the processes described above, the group 
finance function pays regular visits to the companies of the 
Group to ensure that necessary business procedures and 
internal controls have been established for their activities to 
ensure true and fair reporting to the Group. The results of 
each visit are reported to the Executive Management Board 
and the management of the business area in question, and it 
is ensured that any improvements proposed are subsequently 
implemented. Moreover, the annual reporting to the Board 
of Directors’ Audit Committee includes a review of the visits 
made during the year, the results of these visits, and a specifi-
cation of special areas of focus and the companies selected to 
receive visits during the next period.
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Financial review

Falck Holding A/S was founded in April 2011 and was dormant 
until the acquisition of Falck A/S in July 2011. 

The annual report for 2012 is therefore the company’s first 
annual report for a full 12-month period. In order to give a 
true and fair view of the financial performance of the Falck 
Group, the financial review for 2012 contains comments on 
revenue, EBITA and the free cash flow with 12-month pro 
forma comparative figures for 2011 based on financial infor-
mation from  the consolidated financial statements of Falck 
A/S for 2011.

Revenue for 2012 was DKK 11,504 million (2011: DKK 5,247 
million). Compared with pro forma revenue for 2011, which 
was DKK 10,193 million, revenue grew by DKK 1,311 million 
or 12.9%, of which organic growth accounted for 7.6%. The 
revenue growth and organic growth met Management’s ex-
pectations. 

For the first time, revenue generated outside Denmark ac-
counted for more than 50% of consolidated revenue, which 
was attributable to the acquisitions made, but also to a rate 
of organic growth outside Denmark of 14.9%.

Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) was DKK 1,083 
million (2011: DKK 522 million), which was in line with the 
expectations for 2012, although it was achieved in view of a 
lower than expected EBITA margin. Compared with the pro 
forma figure for 2011, EBITA increased by DKK 103 million or 
10.5%. 

Falck generated a free cash flow of DKK 966 million in 2012, 
up from DKK 617 million in 2011 (2011 pro forma: DKK 898 
million). Thus, 89.2% of EBITA was converted into free cash 
flow in 2012 (2011 pro forma: 91.6%).

New financial reporting standards
A number of new financial reporting standards and interpre-
tations have been implemented with effect for the financial 
year 2012. None of the new standards and interpretations 
have affected recognition and measurement in 2012 nor 
earnings per share and diluted earnings per share. 

Basis of preparation
The financial review is based on the key figures and financial 
ratios stated on page 3 and 12-month pro forma financial 
statements for 2011 in order to increase the comparability 
between the full-year figures for 2012 and 2011, and the 
figures can consequently not be derived directly from the 
consolidated financial statements.

Group performance in 2012

Consolidated income statement
Consolidated revenue for 2012 was DKK 11,504 million (2011: 
DKK 5,247 million). Compared with the pro forma figure for 
2011, revenue grew by DKK 1,311 million or 12.9%, of which 
organic growth accounted for 7.6%. The growth was mainly 
the result of organic growth in the Emergency, with Sweden 
in particular, but also Latin America, reporting high growth. 
The Training business also reported revenue increase in 2012 
with double-digit organic growth driven by high growth in a 
number of countries. The Healthcare business again reported 
a positive organic growth, primarily attributable to significant 
growth in Sweden. Moreover, Falck made a number of acquisi-
tions in 2012, of which especially the acquisitions of ambu-
lance companies in the United States and Spain contributed 
to the revenue growth.

Revenue and organic growth
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Normalised profit
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Other operating income amounted to DKK 46 million (2011 
pro forma: DKK 48 million). This was attributable to gains 
from sales of non-current assets and to rent of premises.

EBITA was DKK 1,083 million (2011: DKK 522 million), equiva-
lent to an EBITA margin of 9.4%.

2011 pro forma EBITA was DKK 980 million, equivalent to an 
EBITA margin of 9.6%. The growth in EBITA was primarily gen-
erated by the Training business, but the Healthcare business 
also generated considerable growth compared with 2011 pro 
forma EBITA.

Costs and amortisation from business combinations totalled 
DKK 551 million (2011: DKK 293 million). The year-on-year in-
crease was attributable to the full-year effect of amortisation 
following the acquisition of Falck A/S by Falck Holding A/S, 
when amortisable intangible assets of DKK 2.7 billion were 
identified.

Exceptional items amounted to costs of DKK 24 million (2011: 
DKK 0 million) and related to costs of new business initiatives.

Financials amounted to a net expense of DKK 312 million 
(2011: DKK 170 million). The increase in net financial expenses 
was attributable to the full-year effect of the Group’s financ-
ing costs. 

Profit before tax was DKK 196 million (2011: DKK 58 million). 
The increase was attributable to the full-year effect of the ac-
quisition of Falck A/S, which was included in the 2011 financial 
statements for six months. 

Tax on the profit for the year was DKK 77 million (2011: DKK 
43 million), equivalent to an effective tax rate of 39.3%.

Profit for the year was DKK 119 million (2011: DKK 15 million). 

The normalised profit for the year after tax was DKK 559 mil-
lion (2011: DKK 259 million). The pro forma normalised profit 
after tax for 2011 was DKK 519 million.

The free cash flow was DKK 966 million (2011: DKK 617 mil-
lion). Compared with the 2011 pro forma figure, the free cash 
flow rose by DKK 68 million, and the Group’s cash  conversion 
rate (free cash flow divided by EBITA) was 89.2% (2011: 91.6%).

The free cash flow in 2012 was affected by higher operating 
profit and a positive change in working capital, which was, 
however, partially offset by higher net investments in prop-
erty, plant and equipment.

In 2012, DKK 184 million (2011 pro forma: DKK 89 million) was 
invested in non-current assets related to expansion and start-

EBITA and EBITA margin
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up of activities, compared with the total investment of DKK 
472 million (2011 pro forma: DKK 326 million).

Income taxes paid amounted to DKK 218 million (2011: DKK 
92 million). In addition to the full-year effect of the acquisi-
tion, income taxes paid increased because part of income 
taxes for 2011 could not be paid until 2012 due to the Danish 
regulations on payment of taxes on account. Danish taxes to-
talled DKK 112 million of the total income taxes paid.

Interest paid amounted to DKK 300 million (2011 pro forma: 
DKK 221 million). 

Payments for acquisitions totalled DKK 639 million (2011: 
DKK 3,470 million) and primarily related to the acquisitions of 
American Ambulance (United States), Grupo VL (Spain) and 
investment in non-controlling interests. Payments for acquisi-
tions in 2011 were primarily made to acquire Falck A/S. 

Dividends paid, changes in interest-bearing debt and other 
equity movements relating to shareholders generated a cash 
inflow of DKK 239 million attributable to loans raised to fi-
nance the year’s acquisitions.

Consolidated balance sheet

net operating assets
Consolidated net operating assets excluding goodwill stood 
at DKK 655 million (2011: DKK 431 million). 

The increase in net operating assets was attributable to 
investment in non-current assets during the year and acquisi-
tions, which increased net operating assets excluding good-
will by DKK 133 million.

Consolidated net operating assets including goodwill stood 
at DKK 12,842 million (2011: DKK 12,472 million). In addition 
to the factors described above, the increase was attributable 
to the year’s additions of goodwill and intangible assets from 
acquisitions.

Equity
Equity attributable to Falck Holding A/S was down by 1.7% 
to DKK 5,512 million (2011: DKK 5,606 million). The fall was 
mainly attributable to value adjustments of commitments to 
buy non-controlling interests and acquisitions of non-control-
ling interests recognised directly in equity.

Non-controlling interests totalled DKK 77 million (2011: DKK 
74 million) and primarily related to non-controlling interests 
in the training operations in Nigeria and the emergency activi-
ties in Spain and Slovakia.

EBITA, free cash flow and cash conversion rate
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net interest-bearing debt
The Group’s net interest-bearing debt increased by DKK 318 
million to DKK 5,755 million from a starting point of DKK 5,437 
million at year-end 2011. The increase was due to loans raised 
in connection with the acquisitions made during the year.

provisions for acquisitions of operations  
and non-controlling interests
Contingent consideration and earn-outs payable totalled DKK 
56 million (2011: DKK 39 million). The increase was attribut-
able to the acquisitions made during the year, however, partly 
offset by the year’s payments relating to acquisitions made 
in prior years. Provisions for acquisitions of non-controlling 
interests were recognised in the amount of DKK 655 million 
(2011: DKK 516 million) based on expected earnings at the 
time of exercise. The year-on-year increase was attributable 
to acquisitions made during the year and reassessment of 
and the interest element of the discounted commitments. If 
the non-controlling shareholders in the relevant subsidiaries 
do not exercise their options to sell their shares, Falck has an 
equivalent option to buy the shares in an agreed period. 

Acquisitions

The Falck Group’s most important acquisitions in 2012 were:

Grupo VL
In February, the Group acquired 75% of VL Transport Sanitari 
S.L.U and Grupo VL Serveis Sanitaris, S.L.U together with its 
partner in Spain, Grupo Dominguis. Grupo VL operates ambu-
lance services in Catalonia, Spain.

American Ambulance
In September, the Group acquired all the operations of Ameri-
can Ambulance, which operates ambulance services in Florida 
in the United States.

Occupational Safety Training (OST)
In December, the Group acquired all the shares of OST, which 
operates training activities from two centres in Louisiana and 
Texas in the United States.

Performance by area

Denmark
Revenue in Denmark was DKK 5,568 million. This represented 
an increase of DKK 109 million or a 2.0% increase compared 
with pro forma revenue in 2011, of which 1.4% was organic 
growth. The increase was mainly attributable to the Emer-
gency business, which reported growth in both emergency 
and non-emergency patient transport. In the field of non-
emergency patient transport, Falck again entered the market 
for the transport of seated patients for the public sector after 
signing a five-year contract with the Capital Region.

EBITA was DKK 563 million (2011: DKK 314 million). This rep-
resented a minor decline of DKK 6 million as compared with 
pro forma EBITA for 2011. The EBITA margin was 10.1% in 
2012 versus a pro forma rate of 10.4% in 2011.

nordic region
Revenue from operations in the Nordic region (excluding Den-
mark) rose by DKK 428 million to DKK 2,133 million, equivalent 
to an increase of 25.2% compared with pro forma revenue in 
2011. The rate of organic growth was 22.8%, which was mainly 
attributable to the Emergency business in Sweden, where 
Falck took over ambulance contracts in the Scania region, and 
to growth in sales of alarms in Norway and Sweden.

EBITA was DKK 143 million, equivalent to an EBITA margin of 
6.7%. EBITA increased by DKK 16 million or 12.6% compared 
with the 2011 pro forma figure. This was due to higher earn-
ings from Emergency services in Norway and Sweden. 

FOR THE FIRST TIME EvER, REvENUE gENERATED OUTSIDE DENMARK 
AMOUNTED TO MORE THAN 50% OF TOTAL REvENUE
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Europe
Revenue generated in Europe (excluding Denmark and the 
Nordic region) was DKK 1,475 million. Compared with pro 
forma revenue in 2011, this was a 21.7% increase on DKK 
1,212 million, of which 12.8% was organic growth. The im-
provement was mainly the result of a higher level of activity 
in the Training business in the Netherlands and the UK and 
in the Emergency business in Poland, and revenue from the 
companies acquired in Spain and Germany.

EBITA was DKK 151 million, which was an increase by DKK 34 
million, or 29.1%, on the 2011 pro forma EBITA. The increase 
was mainly attributable to the operations acquired in Spain 
and improved earnings in Poland, the Netherlands and the UK. 
The EBITA margin increased to 10.2% (2011 pro forma: 9.7%).

north America
Revenue generated in North America amounted to DKK 1,354 
million. Compared with the pro forma revenue for 2011, this 
was a 26.1% increase from DKK 1,073 million, of which 5.0% 
was organic growth. The increase in revenue was attributable 
to the acquisition of American Ambulance and organic growth 
of 6.6% from the Group’s other ambulance operations in the 
United States. 

EBITA was DKK 39 million, equivalent to an EBITA margin of 
2.9%. EBITA was down from the pro forma figure of DKK 64 
million in 2011 as a result of lower earnings from ambulance 
operations due to increased costs for the start-up of opera-

tions in new areas and lower earnings on operations on the 
East Coast, where the strong focus on growth had an adverse 
impact on earnings.

latin America
Revenue in Latin America amounted to DKK 781 million. Com-
pared with the pro forma revenue in 2011, this was a 28.9% 
increase from DKK 606 million, of which 13.4% was organic 
growth resulting from a general increase in revenue from the 
Emergency business, especially driven by Colombia, Uruguay 
and Venezuela. 

EBITA rose to DKK 135 million, which was a 48.4% increase on 
pro forma EBITA for 2011. The increase was mainly attributa-
ble to the high rate of organic growth, but also to a rise in the 
EBITA margin from 15.0% in 2011 pro forma to 17.3% in 2012. 

Rest of the world
Revenue generated in the rest of the world totalled DKK 193 
million. Compared with pro forma revenue in 2011, revenue 
was up by DKK 55 million, equivalent to a growth rate of 
39.0%, of which 20.8% was organic growth. The increase was 
the result of more training activities in a number of countries, 
especially Nigeria, Malaysia and Thailand. In 2012, Falck ac-
quired a group of medical clinics in Kazakhstan, and this also 
contributed to the rise in revenue. 

EBITA was DKK 52 million. Compared with the pro forma 
figure for 2011, EBITA was up by DKK 40 million as a result 

Revenue, EBITA and organic growth by geographical area - Falck Holding A/S 

   Revenue   EBITA  EBITA margin (%)  Organic growth (%)(3)

    Pro forma   Pro forma  Pro forma  Pro forma 
 % of total 2012 2011(1) 2011(2) 2012 2011(1) 2011(2) 2012 2011(2) 2012 2011

Denmark 48.4 5,568  2,770  5,459   563  314  569  10.1   10.4  1.4   2.6 
Nordic region 18.5 2,133  857  1,705   143  60  127  6.7   7.4  22.8   3.3 
Europe 12.8 1,475  619  1,212   151  54  117  10.2   9.7  12.8   9.2 
North America 11.8 1,354  546  1,073   39  27  64  2.9   6.0  5.0   (10.2) 
Latin America 6.8 781  379  606   135  67  91  17.3   15.0  13.4   23.0 
Rest of the world 1.7 193  76  138   52  -  12  26.7   8.7  20.8   9.1 
Group total 100.0 11,504  5,247  10,193   1,083  522  980  9.4   9.6  7.6   3.6 

(1)  Falck Holding A/S acquired Falck A/S in July 2011, and the revenue and EBITA stated for 2011 is consequently the Falck Group’s revenue and EBITA for the period July 
2011 - December 2011.

(2) The pro forma 2011 figures include 12 months based on figures from the Falck A/S Group.
(3) Organic growth has been calculated based on pro forma figures for 2011 and 2010.
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of growth in the Training business in a number of countries, 
especially Malaysia, Nigeria and Thailand. Moreover, the cost 
of closing down a training centre in the United Arab Emirates 
had an adverse impact on EBITA in 2011.

Outlook for 2013

Revenue for 2013 is expected to exceed DKK 12 billion due to 
the full-year effect of acquisitions already made and assuming 
continued satisfactory organic growth.

The EBITA margin for 2013 is expected to be adversely affect-
ed by costs relating to growth initiatives started up in 2012, 
but the margin is expected to remain above 9%.

Forward-looking statements

Certain statements in this financial review are forward-
looking statements. Such statements are based on current 
expectations and are by their nature subject to a number of 
uncertainties that could cause actual results and performance 
to differ materially from future results or performance, ex-
pressed or implied, in the forward-looking statements.

Other matters

Shareholders holding 5% or more of Falck Holding A/S are 
shown in the table below.

Shareholders of Falck Holding A/S 

Name Ownership

Lundbeckfond Invest A/S, Hellerup 57.36%
KIRKBI Invest A/S, Billund 20.00%
Liberatio A/S, København  
(owned by executive management) 10.25%
Other 12.39%

the lundbeck Foundation
The Lundbeck Foundation holds 57.36% of the shares and is 
thus Falck’s largest and controlling shareholder. The Founda-
tion is a commercial foundation founded in 1954 by Grete 
Lundbeck, widow of the founder of the pharmaceutical com-
pany Lundbeck.

The main objective of the Foundation is to maintain and ex-
pand the activities of its subsidiaries and portfolio companies 
through active, value-creating ownership. The Foundation 
provides non-profit grants for scientific research of a high, in-
ternational quality with a connection to Denmark with a view 
to making a significant difference to people’s health and lives. 
The grants are awarded on the basis of external peer reviews 
and independently of Falck and Lundbeck.

In 2012, The Foundation granted DKK 482 million for scien-
tific purposes within the health and life sciences, which was 
approximately the same amount as in 2011. The Lundbeck 
Foundation has given higher priority to its efforts to support 
young, talented scientists by increasing the number of schol-
arships granted.

In addition to its investment in Falck, the Foundation also 
holds controlling interests in H. Lundbeck A/S and  
ALK-Abelló A/S and manages a substantial portfolio of in-
vestments through Lundbeckfond Invest and Lundbeckfond 
Ventures, which was established to invest in life science com-
panies during their start-up phase.

Additional information on the Lundbeck Foundation is avail-
able at www.lundbeckfonden.com.

kiRkBi
The KIRKBI Group holds 20% of Falck’s shares. KIRKBI A/S is 
the holding and investment company of the Kirk Kristiansen 
family, and it also holds 75% of the LEGO Group, 36% of Mer-
lin Entertainments, trademarks and part of an offshore wind 
farm under construction. In addition, KIRKBI holds an invest-
ment portfolio which includes assets such as shares, real prop-
erty and private equity investments.

A common feature of all KIRKBI investments is a focus on 
quality, entrepreneurship and care for people. 

Additional information on KIRKBI is available at  
www.kirkbi.com

Events after the balance sheet date

No events have occurred after the balance sheet date that have 
a material impact on the financial position of the Falck Group.
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Risk factors

Falck’s Board of Directors and Executive Management Board 
regularly monitor and assess the Group’s overall risk exposure 
relative to probability and implications as well as established 
mitigating actions. The Group’s greatest risks are described 
and analysed on a semi-annual basis. This analysis includes in-
herent risks, mitigating actions implemented and their effec-
tiveness, and the remaining risk. The Executive Management 
Board also considers whether the risk level is acceptable rela-
tive to the corporate strategy and associated risk tolerance, 
or whether additional mitigating actions are required. The 
Executive Management Board then presents its assessment 
for approval by the Board of Directors. 

This description of risk factors includes examples of the risks 
which Management estimates may have an impact on the 
Group’s future growth, activities, financial position and results 
of operations.

The following sections do not contain an exhaustive descrip-
tion of all risks associated with the activities of the Group. The 
risk factors are divided into business risks and financial risks 
and are described in a random order.

Business risks 

Corporate values
A credible, good reputation is crucial to Falck’s ability to pro-
vide services to the public authorities, private customers and 
companies worldwide. For this reason, compliance with basic 
moral values, ethical standards and applicable laws and regu-
lations in Falck’s markets is an indispensable prerequisite for 
maintaining and continuing to develop Falck’s activities.

In the worst case, any failure to comply may, in addition to any 
legal sanctions, result in access to a market being prevented 
or restricted.

The Executive Management Board regularly evaluates wheth-
er new activities are consistent with Falck’s corporate values, 
and it will refrain from taking up activities that could give 
rise to doubt as to whether it is standing by these corporate 
values. 

The managements of each of the business entities are respon-
sible, together with the Executive Management Board, for 
compliance, dissemination and anchoring of the Falck Code of 
Conduct.

The Group’s subsidiaries receive internal control visits, also to 
uncover any failure to comply with Falck’s corporate values.

In the course of 2013, Falck will implement additional initia-
tives, including a whistleblower scheme, to ensure compliance 
with Falck’s corporate values worldwide.

outsourcing of public-sector operating activities
Some of Falck’s activities are based on contracts with public 
authorities. Any opportunities it has to renew contracts or win 
new ones depend on the political decision-making process in 
connection with the outsourcing of public-sector operating 
activities. If Falck does not have the opportunity to renew or 
successfully tender for these contracts, or if contracts are 
terminated, it may have a material adverse impact on Falck’s 
business.

Falck participates actively in a dialogue with political decision 
makers at the local, regional, national and international level 
to provide them with the best possible basis for making deci-
sions in handling public-sector operating activities.

It is expected that the high quality of Falck’s services and their 
cost effectiveness will continue to encourage political au-
thorities to outsource operating activities within Falck’s areas 
of business.

Operating efficiency and competitiveness
Falck’s activities are labour-intensive and thus affected by the 
cost of labour, pension costs, working hours regulations, so-
cial security contributions and employee benefits provided to 
Falck’s employees. Falck can be affected by the market not ac-
cepting price increases explained by increases in payroll costs. 
However, it has historically been possible to factor a large 
share of Falck’s payroll cost increases into its pricing.

In its day-to-day operations, Falck regularly investigates 
opportunities to optimise the operations even more, for in-
stance through knowledge sharing across national borders. 
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In order to further strengthen its competitiveness, Falck con-
tinuously seeks to determine the current and future require-
ments of its customers in order to provide convincing and 
competitive solutions.

Quality
For a large proportion of Falck’s activities, a lack of quality can 
be the difference between life and death. For this reason,  
Falck maintains a high level of quality in its activities. Quality 
assurance forms part of day-to-day management and is, for 
example, reflected in daily check lists for the operating staff, 
supplementary training programmes and refresher courses 
for rescue staff and other specialists, and procedures for pre-
ventive maintenance of equipment.

Falck is also in a position to invest in the best possible equip-
ment to handle a job, we benefits from a well-trained and 
highly motivated workforce.

Falck participates actively in the accreditation and certifica-
tion of its various operating organisations. In 2012, Falck’s 
ambulance services in Denmark were accredited by the Dan-
ish Institute for Quality and Accreditation in Healthcare (IKAS) 
under the Danish Healthcare Quality Programme (DKKM). 
A number of Falck activities outside Denmark have received 
similar accreditation.

Competition
Thanks to Falck’s competitiveness, a free market provides the 
best conditions for Falck’s current business and continued 
growth.

There are credible local, regional and global competitors in 
the different business areas, but there is no single organisa-
tion that offers the same product portfolio as Falck does.

The consequence of strong competition can be low profitabil-
ity and loss of market share. However, Falck reduces this risk 
by maintaining a high level of competitiveness and a resulting 
ability to win and retain a share of the market that is appropri-
ate in view of the conditions. 

Contracts exist in several Falck business areas that have a 
volume that cannot off hand be replaced by other contracts. 
Any loss of such contracts could therefore lead to a net loss 

of revenue and earnings and potentially to costs of adjusting 
the activity level of Falck’s business. However, as a result of 
the great diversity of the business, both in terms of operations 
and geography, Falck is relatively resistant to losing any major 
contracts.

Falck regularly experiences competitors trying to win market 
share by offering unrealistic prices or discount solutions. Falck 
believes that none of these approaches are sustainable, nor 
are they in the interest of the public or customers, so they 
pose no long-term threat to Falck’s business.

Acquisitions and organic growth
Falck’s business plans are based on growth, not only in its cur-
rent business, but also through acquisitions.

The acquisition and establishment of new operations can fail 
and lead to a loss of invested capital and potentially also to 
delayed access to a new market.

All major investments are subjected to a careful analysis and 
decision-making process in the business area in question and 
on the Executive Management Board.

Risk is further reduced by the relatively modest size of each in-
vestment and the careful monitoring to ensure achievement of 
the milestones set during the first period of a new investment.

management and organisation
Falck demands a great deal from the management teams in 
the Group’s business areas and operating companies and ex-
pects that they will grow in size in step with Falck’s continuing 
growth, globalisation and product development. 

If these demands cannot be fully met as the management 
group expands in step with growth, this may have conse-
quences for the operation of the business, just as its growth 
potential may be stunted.

Falck also relies on being able to attract and retain employees 
with special competencies, education, training and experi-
ence, including ambulance officers and medical doctors, in 
order to achieve its business goals. These special competen-
cies are to a great extent developed during employment with 
Falck and also often require a long course of prior education. 

42 Falck Annual Report 2012 | Management review



Historically, Falck’s rate of employee turnover has been low 
on most of its markets of operation, and Falck continually 
launches initiatives, locally or across the Group, to reduce the 
rate of staff turnover and attract new employees.

it-related operating breakdowns
Falck’s business model and operations are to a great extent 
dependent on well-functioning IT and communications sys-
tems.

Falck’s central systems for handling operations are designed 
to withstand power and data line breakdowns and similar 
events to the greatest possible extent. The historical operat-
ing reliability of Falck’s system has been very high, and Falck 
works continually to ensure that all communications systems, 
business-critical applications and other infrastructure have 
robust back-up plans to ensure continued operations in the 
event of a breakdown.

Financial risks

interest rate and foreign exchange risk
The Group’s interest rate risk is mainly affected by the Group’s 
general financing that was set up in connection with the ac-
quisition of Falck A/S. Based on the current market situation, 
the Group’s Executive Management Board and the Board of 
Directors have decided to swap 70% of the overall financing 
to a fixed rate of interest via interest rate swaps that expire in 
2014. The rest of the overall financing is based on short-term 
interest rates. 

The interest rate exposure is hedged by interest rate swaps 
during the hedging period to the effect that interest rates, 
including the current interest rate margin on the part of the 
debt that is denominated in Danish kroner, could not exceed 
4.15%, for debt denominated in euro, interest rates could not 
exceed 3.92%, and for debt denominated in US dollars, inter-
est rates could not exceed 3.30%.

The Group monitors developments in market interest rates 
closely in order to be able to react if the market situation 
changes.

The exchange rate exposure of the Group’s transactions is 
limited since subsidiaries outside Denmark largely operate in 
local currencies, to the effect that revenues and most of the 
expenses of the individual subsidiaries are settled in the same 
currency. The main exchange rate exposure faced by the 
Group thus relates to the translation into Danish kroner of the 
financial results and equity of subsidiaries.

A concurrent fall in all exchange rates by 1% relative to the 
Danish krone would reduce revenue by DKK 59 million, EBITA 
by DKK 5 million and equity by DKK 32 million.

Credit institutions, floating-rate loans

DKK million 2012 2011

DKK 2,058  1,696 
EUR 16  25 
USD 133  157 
Other 52  79 
total 2,259  1,957 

For this reason, the Group is only to a minor extent sensitive 
to fluctuations in market interest rates, and a fluctuation by 
1% would change the interest expense for the year by DKK 23 
million.

Sensitivity analysis, market-rate fluctations of 1%

DKK million 2012 2011

DKK  21  17
EUR  -  -
USD  1  2
Other  1  1
total  23  20
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In the event of a change in the krone-euro exchange rate of 
1%, the Group’s debt would change by DKK 15 million, which 
would be recognised in the income statement. Fluctuations in 
the krone-dollar exchange rate would have no impact on the 
income statement or equity, as the debt was raised to hedge 
investments in subsidiaries.

The Group regularly assesses its foreign exchange risk in or-
der to determine whether its exposure should be hedged by 
loans in the same currencies or forward exchange contracts.

Credit risk
When entering into significant contracts, the Group makes a 
credit assessment of the customer in order to assess the po-
tential credit risk. Trade receivables are monitored and evalu-
ated on a continuing basis in order to assess any need to make 
provisions for bad debts.

The Group’s credit exposure to large customers is considered 
low as the Group’s large customers are, to a great extent, 
public authorities.

Subscription sales to private and corporate customers are 
not deemed to involve material risks to the Group, as the 
amounts are small for the individual subscriptions, and both 
general and individual write-downs are made for anticipated 
bad debts. 

Falck’s entry on the ambulance market in the United States 
has increased the Group’s credit risk because payment for am-
bulance services in the United States is collected directly from 
the patient transported if the patient does not have health 
insurance or coverage under a public insurance scheme. Col-
lection can especially be difficult in the case of emergency 
transport.

liquidity risk
The Group’s liquidity risk primarily concerns its ability to meet 
its obligations to pay its employees and creditors and to ser-
vice its debts. The Group continuously monitors its free cash 
flow in order to assess its liquidity risks. Certain of the Group’s 
loans, including debt held by Falck Holding A/S, are subject to 
certain loan covenants, and the Group continuously monitors 
carefully whether the covenants are observed.

The Group’s cash reserve comprises cash and cash equivalents 
and unused credit facilities. The purpose of the cash resourc-
es is to allow the Group to operate adequately in the event of 
unforeseen fluctuations in available funds. 

At year-end 2012, the Group’s unused credit facilities were 
in the region of DKK 381 million. Of this amount, DKK 97 mil-
lion was available only for acquisitions. With the addition of 
available cash and cash equivalents of DKK 974 million, total 
cash resources were in the region of DKK 1,355 million. Man-
agement believes that the Group’s cash resources are fully 
sufficient.

Capital structure
The Group is not subject to general capital requirements 
other than the standard statutory requirements.

The share capital of Falck Holding A/S is not divided into share 
classes. The capital structure has been determined based on 
an assessment of how large a debt the Group is able to ser-
vice in a suitable manner as well as the amounts of earnings 
and cash flows generated in the Group in view of the Group’s 
growth expectations and ambitions. 

The Group is financed by an overall syndicated loan raised to-
gether in Falck Holding A/S, Falck A/S and Falck Danmark A/S. 
The loan terms require that certain financial performance 
indicators are met. All loan terms were honoured in 2012. The 
outstanding debt as at 31 December 2012 was DKK 6,054 mil-
lion. Through regular instalments payable on the syndicated 
loan from 2013 to 2017, the debt will be reduced to DKK 
3,900 million, which must be repaid in full in 2018.

Moreover, the Group has mortgage loans totalling DKK 360 
million and other interest-bearing debt of DKK 468 million.

The Group monitors and manages its capital structure with a 
view to ensuring that it can meet all its financing obligations.

As at 31 December 2012, the Group’s net interest-bearing 
debt stood at DKK 5,755 million, while equity totalled DKK 
5,589 million.
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Income statement for the year ended 31 December

    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

 2 Revenue  11,504   5,247 
 3 Other operating income  46   31 
  Cost of sales and external assistance  (1,371)   (691) 
 4 Other external costs  (2,297)   (1,035) 
 5 Staff costs  (6,486)   (2,895) 
 6 Amortisation, depreciation and impairment  (864)   (428) 

  Operating profit before exceptional items  532   229 

    
  Analysed as:
   Operating profit before costs, amortisation from business combinations  

and exceptional items  1,083   522 
 7 Amortisation of intangible assets and costs from business combinations  (551)   (293) 
  Operating profit before exceptional items  532   229 
 8 Exceptional items  (24)   - 

  PROFIT BEFORE FINANCIALS  508   229 
  Income after tax from associates  -   (1) 
 9 Financial income  29   25 
 10 Financial expenses  (341)   (195) 

  PROFIT BEFORE TAX  196   58 
 11 Income taxes  (77)   (43) 

  PROFIT FOR THE YEAR  119   15 

  PROFIT ALLOCATION:  
  Falck Holding A/S  107   12 
  Non-controlling interests  12   3 

  TOTAL  119   15 

 12 EARNINGS PER SHARE  
  Earnings per share in DKK (EPS)  1.6   0.4 
  Diluted earnings per share in DKK (DEPS)  1.5   0.3 
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Statement of comprehensive income for the year ended 31 December

    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

  Profit for the year  119   15 

  Foreign exchange differences  (5)   72 
  Actuarial adjustment of pension provisions  1   (3) 
  Value adjustment of currency hedging instruments  11   (20) 
  Value adjustment of interest hedging instruments  (32)   (56) 
  Settlement of interest hedging instruments  -   15 
  Adjustment for hyperinflation  1   - 
 11 Tax on other comprehensive income  1   5 

  Other comprehensive income after tax  (23)   13 

  TOTAL COMPREHENSIVE INCOME  96   28 

  PROFIT ALLOCATION:  
  Falck Holding A/S  83   28 
  Non-controlling interests  13   - 

  TOTAL  96   28 
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Cash flow statement for the year ended 31 December

    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

  Total revenue  11,550   5,278 
  Total costs  (11,018)   (5,049) 

  Operating profit before exceptional items  532   229 
 6 Amortisation, depreciation and impairment  864   428 

  Profit before financials and amortisation, depreciation and impairment   1,396   657 
  Reversal of profit/(loss) on divestment of non-current assets  (22)   (21) 
  Change in operating assets  (164)   87 
  Change in intercompany balance with associates  (6)   (22) 
  Change in operating payables  178   4 
  Change in provisions  (7)   3 

  Cash flow from operating activities before financials, exceptional items and tax  1,375   708 
  Exceptional items  (37)   - 
 28 Net financials  (300)   (221) 
 11 Income tax paid  (218)   (92) 

  CASH FLOW FROM OPERATING ACTIVITIES  820   395 

    
 29 Investments in subsidiaries, non-controlling interests and operations  (437)   (3,493) 
  Cash flows from hedging of net investments  (82)   4 
  Divestment of subsidiaries, non-controlling interests and operations  12   - 
  Investments in other shares and securities  (7)   (8) 
  Investments in intangible assets  (77)   (35) 
  Investments in property, plant and equipment  (452)   (155) 
  Sale of property, plant and equipment  79   26 
  Investments in associates  (2)   - 

  CASH FLOW FROM INVESTING ACTIVITIES  (966)   (3,661) 

    
  Capital injection  -   2,246 
  Other movements relating to shareholders  (3)   - 
 30 Movements relating to non-controlling interests  (122)   (5) 
  Interest-bearing debt raised  527   6,005 
  Repayment of and change in interest-bearing debt  (252)   (4,022) 

  CASH FLOW FROM FINANCING ACTIVITIES  150   4,224 

    
  Change in cash and cash equivalents  4   958 
    
  Cash and cash equivalents at beginning of year  963   - 
  Foreign exchange differences relating to cash and cash equivalents  7   5 

 18 CASH AND CASH EQUIVALENTS AT YEAR-END  974   963 
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Balance sheet as at 31 December

Note DKK million 2012 2011

 Assets

  Goodwill  9,554   9,083 
  Intangible assets from acquisitions  2,634   3,005 
  Other intangible assets  160   121 

 13 TOTAL INTANGIBLE ASSETS  12,348   12,209 

  Land and buildings  719   722 
  Leasehold improvements  58   58 
  Fixtures and fittings, tools and equipment  1,007   845 

 14 TOTAL PROPERTY, PLANT AND EQUIPMENT  1,784   1,625 

    
 15 Investments in associates  17   15 
  Other investments  6   6 
 22 Deferred tax assets  83   78 

  TOTAL FINANCIAL ASSETS  106   99 

    
  TOTAL NON-CURRENT ASSETS  14,238   13,933 

    
 16 Inventories  76   60 

    
 17 Trade receivables  1,400   1,173 
  Receivables from associates  67   55 
  Other receivables  153   210 
  Prepayments  164   147 
 18 Securities  107   172 
 18 Cash  974   886 

    2,865   2,643 
    
 33 Assets held for sale  -   98 

  TOTAL CURRENT ASSETS  2,941   2,801 

    
  TOTAL ASSETS  17,179   16,734 
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Balance sheet as at 31 December

Note DKK million 2012 2011

 Equity and liabilities

  Share capital  67   67 
  Hedging reserve  (62)   (46) 
  Currency translation reserve  54   64 
  Retained earnings  5,453   5,521 

  EQUITY ATTRIBUTABLE TO PARENT COMPANY  5,512   5,606 

  Non-controlling interests  77   74 

 19 TOTAL EQUITY  5,589   5,680 

 20 Pension obligations  -   2 
 21 Other employee obligations  26   29 
 22 Deferred tax  874   954 
 23 Provisions for acquisitions of operations and non-controlling interests  702   512 
 24 Other provisions  12   11 
 25 Credit institutions  6,167   6,215 

  TOTAL NON-CURRENT DEBT  7,781   7,723 

    
 25 Credit institutions  667   280 
 23 Provisions for acquisitions of operations and non-controlling interests  9   43 
 24 Other provisions  8   12 
  Trade payables  653   607 
  Income taxes  1   47 
 26 Other payables  1,024   913 
 27 Deferred income  1,447   1,331 

    3,809   3,233 
    
 33 Liabilities relating to assets held for sale  -   98 

  TOTAL CURRENT DEBT  3,809   3,331 

    
  TOTAL EQUITY AND LIABILITIES  17,179   16,734 
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Equity statement

    Currency   Non- 
 Share Share Hedging translation Retained  controlling  
2012        DKK million capital premium reserve reserve earnings Total interests Equity

Equity at 1 January 2012  67   -   (46)   64   5,521   5,606   74   5,680 
        
Equity movements in 2012        
Foreign exchange differences     (6)    (6)   1   (5) 
Value adjustment of currency hedging instruments    11     11    11 
Value adjustment of interest hedging instruments    (32)     (32)    (32) 
Actuarial adjustment of pension provisions      1   1    1 
Adjustment for hyperinflation      1   1    1 
Tax on other comprehensive income    5   (4)    1    1 

Other comprehensive income  -   -   (16)   (10)   2   (24)   1   (23) 
Profit for the year      107   107   12   119 

Total comprehensive income  -   -   (16)   (10)   109   83   13   96 
Change in non-controlling interests' ownership share      (86)   (86)   -   (86) 
Acquisitions of treasury shares      (3)   (3)    (3) 
Adjustment of provision for acquisition of non-controlling  
interests relating to acquisitions after 1 January 2010       (88)   (88)    (88) 
Dividend       -   (10)   (10) 

Total transactions with owners  -   -   -   -   (177)   (177)   (10)   (187) 

Total equity movements in 2012  -   -   (16)   (10)   (68)   (94)   3   (91) 

TOTAL EQUITY AT 31 DECEMBER 2012  67   -   (62)   54   5,453   5,512   77   5,589 

2011        DKK million        
        
Equity at 1 April 2011  -   -   -   -   -   -   -   - 
        
Equity movements in 2011        
Foreign exchange differences     75    75   (3)   72 
Value adjustment of currency hedging instruments    (20)     (20)    (20) 
Value adjustment of interest hedging instruments    (56)     (56)    (56) 
Settlement of interest hedging instruments    15     15    15 
Actuarial adjustment of pension provisions      (3)   (3)    (3) 
Tax on other comprehensive income    15   (11)   1   5    5 

Other comprehensive income  -   -   (46)   64   (2)   16   (3)   13 
Profit for the year      12   12   3   15 

Total comprehensive income  -   -   (46)   64   10   28   -   28 
Capital injections  67   5,544      5,611    5,611 
Transfer to free reserves   (5,544)     5,544   -    - 
Issuance of warrants on non-cash contribution of warrants      11   11    11 
Cancellation of warrants submitted as non-cash contribution      (11)   (11)    (11) 
Additions on acquisitions        74   74 
Adjustment of provision for acquisition of non-controlling  
interests relating to acquisitions after 1 January 2010       (33)   (33)    (33) 

Total transactions with owners  67   -   -   -   5,511   5,578   74   5,652 

Total equity movements in 2011  67   -   (46)   64   5,521   5,606   74   5,680 

TOTAL EQUITY AT 31 DECEMBER 2011  67   -   (46)   64   5,521   5,606   74   5,680 
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Notes to the consolidated financial statements

Business areas
Falck's reporting segments are its four business areas, Emer-
gency, Assistance, Healthcare and Training, which sell vari-
ous services.

Emergency
Falck is the largest international ambulance service provider 
in the world. Falck provides ambulance services to people in 
22 countries in Europe, North America and Latin Ame rica in 
close collaboration with the authorities. Falck operates more 
than 2,000 ambulances with ambulance officers, treating 
more than four million sick or injured people every year. In 
addition, Falck also helps handle many other pre-hospital 
services such as the operation of doctor's cars, paramedic 
cars and medical helicopters. Falck is also the world's largest 
international fire-fighting operator, with activities in eight 
different countries. In Denmark, Falck provides fire-fighting 
and fire-prevention services in two-thirds of the country. In 
its other countries of operation, Falck is active in industrial 
fire services, fire training and fire services consulting for 
both public and industrial customers.

Assistance
Falck's Assistance services are concentrated in the four 
Nordic countries (Denmark, Finland, Norway and Sweden) 
and Estonia. The services provide people with the greatest 
possible safety and security, either by preventing accidents 
or by providing fast and competent assistance when acci-
dents happen. The services are often subscription-based and 
especially provide help to people with their cars and homes. 
As an example, Falck helps members whose car has broken 
down or if they are involved in an accident: in most cases, 
Falck staff can repair the car on the spot. And Falck helps 
homeowners with everything from water in the basement 
to snow on the roof. Also, both private companies and pub-
lic authorities can make use of Assistance services in situa-
tions involving buildings, health, travel and more.

Healthcare
Falck Healthcare is Denmark's largest private provider of 
healthcare services. Under this business area, Falck helps 
create healthy people and healthy workplaces. An important 
part of Falck Healthcare's efforts consists of preventing ill-
ness, stress and attrition. The goal is to ensure that each 
individual has a better, longer and healthier worklife. This 
also means greater job satisfaction in the workplace, as well 
as lower costs related to illness, lower public-sector costs 
for social security, lower costs for insurance companies sav-
ing money on claims resulting from a reduction in or loss of 
working capacity, for example.

Training
Falck provides rescue and safety courses and other safety 
services in 15 countries on five continents. This happens 
at 28 training centres aimed at the offshore industry and 
the maritime sector, but the chemical industry, the aviation 
industry and the armed forces in Denmark and Sweden also 
use Falck's facilities and services. In addition, Falck has eight 
land-based training centres in the Netherlands. At all these 
centres, people are instructed in safe behaviour to avoid ac-
cidents in the workplace, and they are taught how to react 
correctly – also under extreme conditions – if accidents do 
occur. Falck is the world's leading provider within this area 
with competencies developed on the basis of more than 100 
years of experience in rescue services.

The accounting policies of all business areas are identical to 
those described in the accounting policy note to the finan-
cial statements. The performance of the business areas is 
evaluated on the basis of operating profit before costs and 
amortisation from business combinations and exceptional 
items. Revenue and other transactions within and between 
business areas are accounted for as if they had taken place 
with third parties in accordance with Falck's rules on transfer 
pricing and internal settlement.

Note

1 Segment information 
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Notes to the consolidated financial statements

Note DKK million

1 Segment information (continued)

     Elimination 
     and non- 
     allocated 
Business areas 2012 Emergency(2) Assistance Healthcare Training items Total
      
KEY RATIOS      
EBITA margin (%) (1)  6.1   11.8   9.3   16.9    9.4 

      
INCOME STATEMENT      
Revenue  7,515   2,815   1,012   1,164   (1,002)   11,504 
Operating profit before  
amortisation, depreciation,  
impairment and exceptional items  679   371   106   240    1,396 
Amortisation, depreciation and impairment  (500)   (197)   (40)   (127)    (864) 

Operating profit before exceptional items  179   174   66   113    532 

      
Analysed as follows:      
Operating profit before costs and  
amortisation from business  
combinations and exceptional items   459   333   94   197    1,083 
Amortisation of intangible assets and  
costs from business combinations  (280)   (159)   (28)   (84)    (551) 
Operating profit before exceptional items  179   174   66   113    532 
Exceptional items  (13)   (11)   -   -    (24) 

Profit before financials  166   163   66   113    508 
      
Financials etc.      (312)   (312) 

      
Profit before tax      196   196 
Income taxes      (77)   (77) 

Profit for the year      119   119 

BALANCE SHEET      
Total assets  10,650   3,269   1,075   2,128   57   17,179 
Net investments in intangible assets,  
property, plant and equipment  260   92   16   82   -   450 

(1) Operating profit before costs and amortisation from business combinations and exceptional items as a percentage of revenue.
(2)  The Emergency business includes operations in Venezuela, which is defined as a hyperinflationary economy. The revenue and 

operating profit stated above therefore include adjustments for hyperinflation of DKK 6 million and DKK 1 million respectively.  
The effect on profit for the year was DKK 0 million. 
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Notes to the consolidated financial statements

Note DKK million

1 Segment information (continued)

     Elimination 
     and non- 
Business areas for the period     allocated 
1 April 2011 - 31 December 2011 Emergency(2) Assistance Healthcare Training items Total
      
KEY RATIOS      
EBITA margin (%) (1)  7.6   12.6   7.8   10.8    9.9 

INCOME STATEMENT      
Revenue  3,304   1,364   563   511   (495)   5,247 
Operating profit before  
amortisation, depreciation,  
impairment and exceptional items  355   186   53   87   (24)   657 
Amortisation, depreciation and impairment  (242)   (92)   (23)   (71)    (428) 

Operating profit before exceptional items  113   94   30   16   (24)   229 

Analysed as follows:      
Operating profit before costs and  
amortisation from business  
combinations and exceptional items   251   172   44   55    522 
Amortisation of intangible assets and  
costs from business combinations  (138)   (78)   (14)   (39)   (24)   (293) 

Profit before financials  113   94   30   16   (24)   229 
      
Financials etc.      (171)   (171) 

Profit before tax      58   58 
Income taxes      (43)   (43) 

Profit for the year      15   15 

BALANCE SHEET      
Total assets  8,511   4,627   1,161   2,089   346   16,734 
Net investments in intangible assets,  
property, plant and equipment  64   47   8   45   -   164 

(1) Operating profit before costs and amortisation from business combinations and exceptional items as a percentage of revenue.
(2)  The Emergency business includes operations in Venezuela, which is defined as a hyperinflationary economy. The revenue and 

operating profit stated above therefore include adjustments for hyperinflation of DKK 4 million and DKK 0 million respectively. 
The effect on profit for the year was a reduction of DKK 1 million.      
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Notes to the consolidated financial statements

Note DKK million 2012 1 Apr 2011 - 31 Dec 2011

1 Segment information (continued)

    Non-current   Non-current 
    assets   assets 
    excluding   excluding 
    deferred   deferred 
Geographic breakdown   Revenue tax assets Revenue tax assets
    
Denmark    5,568   10,007   2,770   10,242 
Nordic region     2,133   1,030   857   1,036 
Europe    1,475   885   619   809 
North America    1,354   1,123   546   746 
Latin America    781   763   379   779 
Rest of the world    193   347   76   243 

Total    11,504   14,155   5,247   13,855 

The breakdown of revenue is based on customers' country of residence. No single customer accounts for 10% or more of revenue.

The breakdown of assets is based on physical location.

The Nordic region comprises the following countries:
Norway, Sweden and Finland.

Europe comprises the following countries:
Belgium, Estonia, Germany, the Netherlands, Poland, Romania, Slovakia, Spain, Turkey and United Kingdom.

North America comprises the following country:
United States

Latin America comprises the following countries:
Brazil, Chile, Colombia, Ecuador, El Salvador, Panama, Trinidad & Tobago, Uruguay and Venezuela.

The rest of the world comprises the following countries:
Azerbaijan, India, Kazakhstan, Malaysia, Nigeria, Russia, Singapore, Thailand, United Arab Emirates and Vietnam.

    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

2 Revenue

Services      11,418   5,206 
Products      86   41 

Total revenue      11,504   5,247 

3 Other operating income

Gain on sales of assets      22   21 
Other operating income      24   10 

Total other operating income      46   31 

Other operating income relates mainly to rent from premises.     
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Notes to the consolidated financial statements

    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

4 Fees to auditors appointed at the annual general meeting

Audit      (7)   - 
Tax advisory services      (1)   - 
Other services      (4)  

Total fees to Deloitte      (12)   - 

      
Audit      -   (6) 
Tax advisory services      (2)   - 
Other services      (1)   (1) 

Total fees to KPMG (1)      (3)   (7) 

(1) The fees for 2012 cover the period until the annual general meeting held on 26 April 2012.

5 Staff costs

Salaries and wages to employees       (5,221)   (2,362) 
Remuneration to the Executive Management Board     (13)   (4) 
Remuneration to the Board of Directors      (5)   (2) 

Total salaries and remuneration      (5,239)   (2,368) 

Defined-contribution pension plans      (301)   (134) 
Other social security costs      (561)   (212) 
Other staff costs      (385)   (181) 

Total other staff costs      (1,247)   (527) 

Total staff costs      (6,486)   (2,895) 

Permanent employees at 31 December      22,103   20,115 

Other employees at 31 December      5,902   5,147 

Number of employees (full-time equivalents)      20,567   18,552 

Salaries and remuneration for 2011 cover a period of six months, during which variable pay  
was DKK 0 million.

The members of the Executive Management Board do not receive contributions to pension plans.

The service contracts for the members of the Executive Management Board include severance  
periods which, in case of resignation by an executive, are 6 months and, in case of termination  
by the Company, are 12 months.

Warrant programme, Executive Management Board
Number of warrants at 1 January      4,443,120   - 
Grant of new warrants      -   4,443,120 

Number of warrants at 31 January      4,443,120   4,443,120 

Each warrant entitles the holder to subscribe for one share in Falck Holding A/S with a nominal value of DKK 1.00 on 30 December 
2015 at DKK 125 per share. The warrants issued were acquired at market value with no conditions attached.
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    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

6 Amortisation, depreciation and impairment

Intangible assets from acquisitions      (515)   (242) 
Other intangible assets      (39)   (14) 
Buildings      (34)   (16) 
Leasehold improvements      (13)   (7) 
Fixtures and fittings, tools and equipment      (263)   (142) 
Impairment for the year      -   (7) 

Total amortisation, depreciation and impairment     (864)   (428) 

7  Amortisation of intangible assets and  
costs from business combinations

Amortisation of intangible assets from business combinations     (515)   (242) 
Costs from business combinations      (36)   (51) 

Total amortisation of intangible assets and costs from business combinations    (551)   (293) 

8 Exceptional items

Costs relating to strategic projects      (24)   - 

Total exceptional items      (24)   - 

9 Financial income

Interest from cash      9   6 
Other financial income      -   2 

Interest from financial assets not measured at fair value through profit or loss    9   8 
Foreign exchange gains      18   16 
Interest from securities held to maturity      2   1 

Total financial income      29   25 

10 Financial expenses

Interest to credit institutions      (279)   (158) 
Debt restructuring costs      -   (15) 
Interest element on discounted liabilities      (4)   (2) 
Other financial expenses      (31)   (13) 

Interest on financial liabilities not measured at fair value through profit or loss    (314)   (188) 
Foreign exchange losses      (27)   (7) 

Total financial expenses      (341)   (195) 
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    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

11 Income taxes

Current tax      (207)   (103) 
Change in deferred tax for the year      132   54 
Prior-year adjustments      (2)   6 

Total income taxes      (77)   (43) 
Tax on other comprehensive income      1   5 

Total tax      (76)   (38) 

      
Income tax paid during the year      (218)   (92) 

      
Breakdown of tax rate:      
Total income taxes      (77)   (43) 

Tax base for current year      196   58 

Effective tax rate     39.3% 74.0%

Danish tax rate     25.0% 25.0%
Differences in foreign tax rates relative to Danish rate    1.1% 2.4%
Non-deductible costs/(tax-exempt income)     4.2% 27.3%
Non-capitalised tax losses for the period     1.9% 3.5%
Utilisation of non-capitalised tax losses     (0.2%) 0.0%
Payroll tax on profit for the year     7.9% 21.0%
Other adjustments including adjustments relating to prior years    (0.6%) (5.2%)

Effective tax rate     39.3% 74.0%

      
Tax on other comprehensive income      
Tax on foreign exchange differences      (4)   (11) 
Tax on actuarial adjustments relating to pension obligations     -   1 
Tax on value adjustments relating to currency hedging instruments    (3)   5 
Tax on value adjustments of interest hedging instruments     8   10 

Total tax on other comprehensive income      1   5 

12 Earnings per share

Profit for the year      119   15 
Profit attributable to non-controlling interests      (12)   (3) 

Profit attributable to Falck Holding A/S      107   12 

      
Average number of shares      66,952,345   33,038,417 
Average number of treasury shares      (11,055)   - 

Average number of outstanding shares      66,941,290   33,038,417 
Average dilutive effect of outstanding warrants      4,319,591   2,035,533 

Diluted average number of outstanding shares      71,260,881   35,073,950 

      
Earnings in DKK per share of DKK 1.00 (EPS)      1.6   0.4 

      
Diluted earnings in DKK per share of DKK 1.00 (DEPS)     1.5   0.3 
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13 Intangible assets

    Intangible Other 
     assets from intangible 
2012   Goodwill acquisitions assets Total

Cost at 1 January 2012    9,083   3,254   135   12,472 
Foreign exchange differences    43   16   3   62 
Additions on acquisitions    391   114   -   505 
Additions     -   -   77   77 
Revaluation of put options and earn-outs       
relating to acquisitions before 1 January 2010    33   -   -   33 
Disposals and reclassification    -   -   (6)   (6) 
Adjustments to acquisitions in 2011    4   16   -   20 

Cost at 31 December    9,554   3,400   209   13,163 

Amortisation and impairment at 1 January 2012    -   (249)   (14)   (263) 
Foreign exchange differences    -   (2)   (2)   (4) 
Disposals and reclassification    -   -   6   6 
Amortisation    -   (515)   (39)   (554) 

Amortisation and impairment at 31 December    -   (766)   (49)   (815) 

Carrying amount at 31 December 2012    9,554   2,634   160   12,348 

    Intangible Other 
     assets from intangible 
2011   Goodwill acquisitions assets Total

Cost at 1 April 2011    -   -   -   - 
Foreign exchange differences    116   23   -   139 
Additions on acquisitions    8,966   3,231   100   12,297 
Additions     -   -   35   35 
Revaluation of put options and earn-outs        - 
relating to acquisitions before 1 January 2010    1   -   -   1 

Cost at 31 December    9,083   3,254   135   12,472 

Amortisation and impairment at 1 April 2011    -   -   -   - 
Foreign exchange differences    -   (7)   -   (7) 
Amortisation    -   (242)   (14)   (256) 

Amortisation and impairment at 31 December    -   (249)   (14)   (263) 

Carrying amount at 31 December 2011    9,083   3,005   121   12,209 

Intangible assets from acquisitions primarily relate to customer contracts and other customer relations. The acquisitions were 
primarily made to achieve synergies with existing business areas, to further develop existing markets and to establish a presence on 
new markets. As a result, a large part of the consideration has been allocated to goodwill.

Other intangible assets are primarily related to software.

Except for goodwill and trademarks in the amount of DKK 514 million recognised in intangible assets from acquisitions, all intangible 
assets are deemed to have a limited economic life.
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13 Intangible assets (continued)

Goodwill impairment test
Goodwill is tested for impairment at least once a year, and more frequently if there are indications of impairment. In impairment 
tests, the discounted values of the future net cash flows of each of the cash-generating units (value in use) are compared with their 
carrying amounts.

      2012 2011

Goodwill is related to the following business areas:      
Emergency      4,582   4,229 
Assistance      3,011   2,995 
Healthcare      780   761 
Training      1,181   1,098 

Total goodwill      9,554   9,083 

For the above mentioned business areas, goodwill is tested for impairment in the relevant cash-generating units, defined as the four 
business areas, based on the following parameters and assumptions:

The future net cash flows are based on the consolidated budget for 2013 and the Group’s strategic plan for the period until 2017. 
Moreover, growth during the terminal period has been estimated at 3.5% in the Emergency business and 2.5% in the other business 
areas (2011: 2-3%).

The key parameters for the impairment test are performance in terms of revenue and the EBITA margin. As capital tied up in net 
operating assets is generally low in the Group, this parameter does not have any material impact on the impairment test.

The Emergency activities primarily consist of ambulance services, including transportation of patients, and of fire fighting for public- 
and private-sector customers, and they do not fluctuate materially from year to year. Emergency also includes training and consul-
tancy activities for private-sector companies in several countries. The discount rate for Emergency has been set at 10% before tax 
(2011: 10%).

The Assistance activities primarily consist of subscriptions and are therefore stable from year to year. The discount rate has been set 
at 10% before tax (2011: 10%).

The Healthcare activities primarily consist of subscriptions and long-term contracts and are therefore stable from year to year. The 
discount rate has been set at 10% before tax (2011: 10%). Substantial growth is expected in the Healthcare business in the years 
ahead.

The Training activities primarily consist of rescue and safety courses and other safety services and are to a certain extent affected by 
the activity level in the oil industry. The discount rate has consequently been set at 11% before tax (2011: 11%).  The main assump-
tions in the strategic plan until 2017 are the expected organic growth and that off-shore exploration activities will pick up pace.

The impairment tests of goodwill did not result in any impairment.
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14 Property, plant and equipment

     Fixtures,  
    Leasehold fittings,  
   Land and improve- tools and 
2012   buildings ments equipment Total

Cost at 1 January 2012    738   62   857   1,657 
Foreign exchange differences    (1)   4   14   17 
Additions on acquisitions    14   -   46   60 
Additions     30   9   413   452 
Disposals and reclassification    (13)   -   (214)   (227) 

Cost at 31 December    768   75   1,116   1,959 

Depreciation and impairment at 1 January 2012    (16)   (4)   (12)   (32) 
Foreign exchange differences    -   -   -3   -3 
Disposals and reclassification    1   -   169   170 
Depreciation    (34)   (13)   (263)   (310) 

Depreciation and impairment at 31 December    (49)   (17)   (109)   (175) 

Carrying amount at 31 December 2012    719   58   1,007   1,784 

of which assets under construction    23   -   66   89 
of which assets held under finance leases    19   -   24   43 

     Fixtures,  
    Leasehold fittings,  
   Land and improve- tools and 
2011   buildings ments equipment Total

Cost at 1 April 2011    -   -   -   - 
Foreign exchange differences    4   1   6   11 
Additions on acquisitions    712   60   891   1,663 
Additions     20   8   127   155 
Disposals and reclassification    2   (7)   (167)   (172) 

Cost at 31 December    738   62   857   1,657 

Depreciation and impairment at 1 April 2011    -   -   -   - 
Foreign exchange differences    -   -   (6)   (6) 
Disposals and reclassification    -   3   143   146 
Depreciation    (16)   (7)   (142)   (165) 
impairment    -   -   (7)   (7) 

Depreciation and impairment at 31 December    (16)   (4)   (12)   (32) 

Carrying amount at 31 December 2011    722   58   845   1,625 

of which assets under construction    16   -   26   42 
of which assets held under finance leases    18   -   12   30 
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15 Investments in associates

Cost at 1 January/1 April      16   - 
Additions on acquisitions      2   14 
Disposals and reclassification      -   2 

Cost at 31 December      18   16 

Share of valuation adjustments at 1 January/1 April     (1)   - 
Share of profit after tax      -   (1) 

Impairment and share of valuation adjustments at 31 December     (1)   (1) 

Carrying amount at 31 December      17   15 

See "Legal entities" for a list of companies.

Summary financial information about associates (100%):
Revenue      57   23 
Profit for the year      3   - 
Total assets      350   320 
Total liabilities      349   320 

16 Inventories

Goods for resale      76   60 

Total inventories      76   60 

Write-downs during the period      2   1 

17 Trade receivables

Total trade receivables      1,400   1,173 

Write-downs at 1 January/1 April      35   - 
Write-downs during the period      180   70 
Realised write-downs during the period      (33)   (35) 

Write-downs at 31 December      182   35 

The credit quality of receivables that are not overdue and have not been written down is assessed based on the Group's internal 
credit assessment procedures. They are generally deemed to be of a high quality with a low risk of losses as they are typically minor 
subscription receivables from individual customers, and a significant part of the receivables are from public authorities and other 
major customers.

However, write-downs of receivables were affected by the fact that ambulance companies in the United States collect payment 
 directly from the patient if the patient does not have health insurance or is covered by a public insurance scheme. This may be 
 difficult, especially in the event of emergency responses.

Write-downs are generally recognised in other external costs. However, write-downs of receivables from private customers in the 
United States are recognised in revenue when it is assumed in advance that they cannot be collected.

Write-downs of receivables are based on individual assessments of customers' ability to pay. Moreover, general write-downs may be 
made based on experience and the age distribution of receivables from customers.
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17 Trade receivables (continued)

Receivables overdue but not written down      

Due within – 1 to 30 days      270   279 
Due within – 31 to 90 days      174   153 
Due within – more than 90 days      150   97 

Total receivables overdue but not written down      594   529 

18 Cash and cash equivalents

Cash      974   886 
Securities      107   172 

Total cash and cash equivalents      1,081   1,058 

Breakdown of cash and cash equivalents      

Cash      974   886 
Securities with maturities of less than 3 months at the time of acquisition    -   77 

Cash and cash equivalents as per the cash flow statement     974   963 

Securities subject to regulations on solvency requirements     107   95 

Total cash and cash equivalents      1,081   1,058 

DKK 107 million (2011: DKK 95 million) of the Group's cash and cash equivalents is held in a Swedish subsidiary which is subject to 
Swedish insurance regulations and which is therefore subject to solvency requirements.

19 Equity, treasury shares and dividends

Capital management
The Group is generally not subject to any capital requirements other than usual statutory requirements.

The Group monitors and manages its capital structure with a view to ensuring that it can meet its financing obligations. No changes 
have been made to the Group's management of capital as compared with 2011.

The share capital is divided into 66,952,345 shares (2011: 66,952,345 shares) with a nominal value of DKK 1.00 each. The shares are 
fully paid up and are not divided into classes.

The company was founded on 1 April 2011 as a private limited company (ApS) with a share capital of DKK 80,000. The company was 
converted into a public limited company (A/S) on 5 July 2011, and on that occasion, its share capital was increased by DKK 67 million. 

  Nominal value  
 Number of shares DKK (thousands) % of share capital
 
Treasury shares 2012 2011 2012 2011 2012 2011

Treasury shares at 1 January/1 April  -   -   -   -   -   - 
Additions  36,120   -   36   -   0.05   - 

Treasury shares at 31 December  36,120   -   36   -   0.05   - 

Dividend
A dividend of DKK 0 million is proposed (2011: DKK 0 million).
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20 Pension obligations

The Group contributes to pension plans which cover employees in various companies of the Group. The pension plans are typically 
defined-contribution plans. The Group has defined-benefit plans in Norway and the Netherlands.

The Group has a defined-benefit plan in Sweden which is partially covered by an external pension company. It is not possible for 
the pension company to make an actuarial calculation of the pension obligation. As a result, the plan is accounted for as a defined-
contribution plan.

The defined-benefit plans result in unfunded pension obligations which are not insured in an independent insurance company. The 
consolidated balance sheet includes unfunded pension obligations based on actuarial calculations. Changes in actuarial gains and 
losses are recognised fully in other comprehensive income.

      2012 2011

DEFINED-BENEFIT PLANS      
Interest expenses related to pension obligations      1   1 
Expected return on plan assets      (1)   (1) 

Recognised pension cost      -   - 

Breakdown of provision for the Group's obligations:
Present value of pension obligations      28   30 
Fair value of plan assets      (29)   (28) 

Total pension provisions      (1)   2 

Recognised in the balance sheet as follows:      
Pension assets       1   - 
Pension obligations      -   (2) 

Total      1   (2) 

The pension assets are included in other receivables.
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20 Pension obligations (continued)

Breakdown of movements in present value of pension obligations:    
Pension obligations at 1 January/1 April      30   - 
Foreign exchange differences      1   2 
Additions on acquisitions      -   24 
Changes in actuarial estimates      (2)   4 
Calculated interest      -   1 
Paid out during the year      (1)   (1) 

Pension obligations at 31 December      28   30 

Expected contributions for next year      -   - 

Movements in fair value of plan assets:      
Pension obligations at 1 January/1 April      28   - 
Foreign exchange differences      2   1 
Expected return on plan assets      1   1 
Additions on acquisitions      -   26 
Changes in actuarial estimates      (1)   1 
Paid out during the year      (1)   (1) 

Total plan assets at 31 December      29   28 

Actual return on plan assets      -   (1) 
Total actuarial gains recognised in the statement of comprehensive income    1   - 
Total accumulated actuarial gains recognised in the statement of comprehensive income   (6)   (7) 

Breakdown of plan assets      
Shares      2   2 
Bonds      23   21 
Property etc.      4   4 
Other      -   1 

Total plan assets      29   28 

The defined-contribution plans are paid and recognised as incurred, 
and the Group has  no obligations to the employees thereafter.

The calculation of the obligation is based on the following assumptions: 

Expected rate of salary increases      3.3% 3.8%
Expected return on plan assets     3.8% 4.8%
Average discount rate     3.8% 3.3%

The return on plan assets has been set on the basis of market expectations of the rate of return.

Breakdown of the Group's pension obligations for the current       
and the preceding period:      

Actuarial pension obligations      (28)   (30) 
Plan assets      29   28 

Over funding/(under funding)      1   (2) 
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21 Other employee obligations

Employee obligations at 1 January/1 April      29   - 
Additions on acquisitions      -   31 
Paid out during the period      (3)   (2) 

Employee obligations at 31 December      26   29 

The employee obligations primarily concern a special severance scheme for executives    
employed before 1991. The scheme is closed to new members.     

22 Deferred tax

Deferred tax provisions at 1 January/1 April      876   - 
Foreign exchange differences      1   6 
Additions on acquisitions      29   898 
Change in deferred tax for the period      (131)   (54) 
Change in deferred tax for prior years      16   26 

Deferred tax provisions at 31 December      791   876 

Deferred tax assets      (83)   (78) 
Deferred tax provision      874   954 

Deferred tax provisions at 31 December      791   876 

Breakdown of deferred tax:      
Intangible assets      688   785 
Property, plant and equipment      81   92 
Current assets      3   6 
Non-current debt and provisions      7   (14) 
Current debt      38   31 
Tax losses carried forward      (48)   (37) 
Foreign exchange differences recognised in equity      22   13 

Deferred tax provisions at 31 December      791   876 

The tax losses carried forward and not included in deferred tax assets amount to DKK 22 million     
(2011: DKK 33 million).

Deferred tax assets are recognised on the basis of expected future earnings.

The Group does not have a material liability for withholding taxes in connection with potential dividend payments from subsidiaries.
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23  Provisions for acquisitions of operations and non-controlling interests

Provisions for acquisitions of non-controlling interests     655   516 
Outstanding consideration and earn-outs      56   39 

Provisions at 31 December      711   555 

Non-current provisions:    
Provisions for acquisitions of non-controlling interests     653   493 
Outstanding consideration and earn-outs      49   19 

Total      702   512 

Current provisions:    
Provisions for acquisitions of non-controlling interests     2   23 
Outstanding consideration and earn-outs      7   20 

Total      9   43 

Total provisions      711   555 

Provisions for acquisitions of non-controlling interests    
Provisions at 1 January/1 April      516   - 
Foreign exchange differences      (4)   43 
Additions on acquisitions      42   438 
Disposals on acquisitions of non-controlling interests     (9)   (1) 
Interest element on discounted liabilities      4   2 
Dividends paid and other adjustments      (15)   - 
Adjustments recognised in goodwill relating to business combinations before 1 January 2010   33   1 
Adjustments and interest recognised in equity relating to business combinations  
after 1 January 2010      88   33 

Provisions for acquisitions of non-controlling interests at 31 December    655   516 

Classification of provision for acquisitions of non-controlling interests by expected maturity:
Within 1 year      2   23 
Between 1 and 5 years      508   374 
More than 5 years      145   119 

Provisions for acquisitions of non-controlling interests at 31 December    655   516 

Outstanding consideration and earn-outs    
Provisions at 1 January/1 April      39   - 
Additions on acquisitions      39   39 
Reassessment of previously recognised earn-outs      (5)   - 
Payments during the year       (17)   - 

Outstanding consideration and earn-outs at 31 December     56   39 

Classification of outstanding consideration and earn-outs by expected maturity:    
Within 1 year      7   20 
Between 1 and 5 years      49   19 
More than 5 years      -   - 

Outstanding consideration and earn-outs at 31 December     56   39 
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23  Provisions for acquisitions of operations and non-controlling interests (continued)

In connection with Falck assuming an obligation to acquire non-controlling interests, a concurrent right was obtained for Falck to 
acquire the same non-controlling interests in the agreed period.

The consideration for obligations and rights to acquire non-controlling interests is determined on the basis of profit before exercise 
multiplied by an already agreed multiple, typically less net debt in the relevant companies. On recognition in the balance sheet, this 
value is made up at fair value on the basis of earnings and net debt at the time when the non-controlling interests are expected to 
exercise their right to sell their shares to Falck. The calculated fair value assumes an increase in earnings and a decrease in net debt in 
the relevant companies as compared with the value recognised in the financial statements.

      2012 2011

24 Other provisions

Provisions at 1 January/1 April      23   - 
Additions on acquisitions      3   33 
Provisions used during the year      (6)   (10) 

Other provisions at 31 December      20   23 

      
Classification of provisions by expected maturity:      
Within 1 year      8   12 
Between 1 and 5 years      1   3 
More than 5 years      11   8 

Other provisions at 31 December      20   23 

Other provisions concern pending litigation, an unprofitable lease contract for premises and the 
Group's obligation to clean up and demolish facilities on leased land.

25 Credit institutions

Non-current liabilities:      
Assets held under finance leases      36   47 
Long-term loans      6,131   6,168 

Total      6,167   6,215 

      
Current liabilities:      
Assets held under finance leases      20   23 
Short-term loans      647   257 

Total      667   280 

Total credit institutions      6,834   6,495 

      
Of total long-term loans, mortgage loans represent DKK 358 million (2011: DKK 377 million).
      
Breakdown by maturity:      
Due within 1 year      667   280 
Due between 1 and 5 years      2,224   1,467 
Due after 5 years      3,943   4,748 

Total      6,834   6,495 
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25 Credit institutions (continued)

Breakdown by currency:     
DKK      4,715   4,341 
EUR      1,509   1,492 
NOK      20   19 
USD      557   604 
SEK      2   10 
BRL      1   2 
Other      30   27 

Total      6,834   6,495 

Interest reset periods:     
Within 3 months      6,476   6,118 
After 12 months      358   377 

Total      6,834   6,495 

The statements set out above do not include liabilities relating to interest for subsequent financial periods. See note 32 for a de-
scription of the Group's risks and cash resources.

The effective interest rate has been determined at 4.3% (2011: 4.2%).

For debt with an interest reset period within 3 months, regular assessments are made of how long the interest period should be. As 
at the balance sheet date, the interest rate of the primary part of the debt in DKK was fixed for one month and averaged approxi-
mately 3.3% (2011: 4.6%) during the financial year. 

As at the balance sheet date, the interest rate of the primary part of the debt in EUR was fixed for one month and averaged approxi-
mately 3.3% (2011: 4.6%) during the financial year. As at the balance sheet date, the interest rate of the primary part of the debt in 
USD was fixed for one month and averaged approximately 3.2% (2011: 3.5%) during the financial year. 

For debt with an interest reset period beyond 12 months (in DKK), the effective interest rate is currently approximately 4.5% (2011: 4.5%).

The market value of debt with an interest reset period within 3 months is approximately DKK 6,475 million (2011: DKK 6,141 million), 
and the market value of debt with an interest reset period beyond 12 months is approximately DKK 396 million (2011: DKK 415 mil-
lion). DKK 48 million (2011: DKK 58 million) of capitalised loan costs has been deducted from the carrying amount of debt.

The Group is funded by a general syndicated loan with loan covenants requiring that certain financial performance indicators are 
met. All covenants were observed in 2012. 

Assets held under finance leases
Assets held under finance leases comprise leased vehicles and buildings. The lease contracts do not include any contingent lease payments.

Breakdown of liabilities concerning assets held under finance leases:

     Present value   Minimum 
    of lease  lease 
2012    payments   Interest   payments 

Due within 1 year     20   2   22 
Due between 1 and 5 years     28   4  32
Due after 5 years     8   5  13

Total at 31 December 2012     56   11   67

     Present value   Minimum 
    of lease  lease 
2011    payments   Interest   payments 

Due within 1 year     23   3   26 
Due between 1 and 5 years     38   2   40 
Due after 5 years     9   -   9 

Total at 31 December 2011     70   5   75 
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26 Other payables

Holiday pay, wages, etc.      671   609 
Employee income taxes, etc.      97   80 
VAT      97   118 
Accrued interest      2   1 
Other      157   105 

Total other payables      1,024   913 

27 Deferred income

Subscription commitments      1,121   1,036 
Other deferred income      326   295 

Total deferred income      1,447   1,331 

28 Net financials

Financial income and expenses      (312)   (170) 
Of which unrealised gains and losses      (3)   (9) 
Interest element on discounted liabilities      4   2 
Change in amortised borrowing costs      10   (56) 
Repayment of interest rate swaps offset against loan proceeds     -   15 
Change in interest payable      1   (3) 

Total net financials      (300)   (221) 

29  Investments in subsidiaries, non-controlling interests  
and operations

Assets      
Intangible assets      114   3,331 
Property, plant and equipment      60   1,663 
Cash and cash equivalents      25   980 
Other current assets      82   1,906 

Equity and liabilities      
Interest-bearing debt      (46)   (4,487) 
Current debt, provisions, etc.      (58)   (3,629) 
Deferred tax      (42)   (818) 
Non-controlling interests      -   (74) 

Net assets acquired      135   (1,128) 
Goodwill      391   8,966 

Purchase price      526   7,838 
Provisions for acquisitions of non-controlling interests, additions during the year    (42)   -

Purchase price excluding provisions for acquisitions of non-controlling interests   484   7,838 
Of which paid by non-cash contribution of shares in Falck A/S     -   (3,365) 
Adjustment for cash and cash equivalents acquired      (25)   (980) 
Outstanding consideration      (39)   - 
Consideration relating to prior-year acquisitions      17   - 

Cash consideration for acquisitions      437   3,493 

Expensed costs from business combinations      36   51 
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29  Acquisitions of subsidiaries and non-controlling interests (continued)

Other than customer contracts and customer relations with a total value of DKK 114 million (2011: DKK 3,231 million), no assets or 
liabilities have been identified which were not recognised in the companies acquired on the date of acquisition.

Valuation of intangible assets  
In connection with acquisitions, an assessment is made of the value of the customer agreements, framework agreements and 
 customer portfolios taken over. The valuation thereof was based on the Multi Period Excess Earnings Method (MEEM-method) in 
which the value is calculated on the basis of an expected future cash flow. The principal assumptions are expected lives of the exist-
ing agreements and portfolios, earnings and contribution for using associated assets and employees.

Business combinations made during the year are based on preliminary calculations. Acquired assets include receivables from sales at 
a fair value of DKK 46 million (2011: DKK 1,116 million). The contractual gross receivable is DKK 50 million (2011: DKK 1,234 million), 
of which DKK 4 million (2011: DKK 118 million) was deemed to be unrecoverable as of the date of takeover.

Non-controlling interests in acquisitions in 2012 are recognised at fair value, including the fair value of goodwill related to the non-
controlling interest.

The following acquisitions were made during the financial year. All acquisitions have been recognised applying the acquisition 
method. 

      Percentage 
     Considera- of voting 
 Main   Month of Purchase tion rights 
Acquisitions 2012 activity Country acquisition  price paid in acquired
      
Grupo VL Emergency Spain Feb.  113  Cash 75%
American Ambulance Emergency USA Sep.  243  Cash 96%
Occupational Safety Training Training USA Dec.  61  Cash 100%
Other     67  Cash 

Total acquisitions in 2012     484   

Profit of acquired companies after date of acquisition      13 
Full-year revenue including acquisitions        11,825  
Full-year profit including acquisitions        140  

Grupo VL consists of two Spanish ambulance companies that provide non-emergency transportation of patients in Catalonia, Spain. 
Catalonia is considered attractive to Falck, as the region is among the biggest and richest in Spain. Grupo VL is a medium-sized player 
on the Spanish market through its position among the Top 10 of Catalonia, where most of its revenues are generated from provid-
ing patient transport for Catalonia. Part of the purchase price has been allocated to customer contracts, while the rest has been 
allocated to goodwill. Goodwill relates to the development of a strategic platform on the Spanish market and the personal relations 
and knowhow of key employees.

American Ambulance is a US ambulance company primarily providing non-emergency transportation of patients in the state of 
Florida. The acquisition of American Ambulance has given Falck an additional presence in the United States. It is expected that the 
market in Florida has substantial growth potential based on the demography of the population in the state. Part of the purchase 
price has been allocated to existing customer contracts and the rest to goodwill, which represents the expected value of the future 
growth potential, the acquired strategic platform and key employees and their knowledge of operations and the market.

Occupational Safety Training is a training company based in Louisiana, USA. The company offers its customers a broad range of 
services, including safety training, outsourcing of paramedics and safety technicians, etc. The company is operated from two training 
centres: one in New Iberia, Louisiana, and one in Houston, Texas. The company's customers are mainly offshore oil and gas compa-
nies operating in the Gulf of Mexico. The acquisition of Occupational Safety Training strengthens Falck's presence and consolidates 
Falck's competitive position as a leading provider of offshore training in the market around the Gulf of Mexico. Part of the purchase 
price has been allocated to the existing customer portfolio and the rest to goodwill, which represents the expected value of the 
future growth potential and expected synergies.
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29  Acquisitions of subsidiaries and non-controlling interests (continued)

       Percentage 
       of voting 
  Main   Month of Purchase Consideration rights 
Acquisitions 2011 activity Country acquisition  price paid in acquired
      
Falck A/S Emergency Denmark July  7,716  Cash and shares 98.83%
Other     122  Cash 

Total acquisitions in 2011     7,838   

Profit of acquired companies after date of acquisition      80 

Full-year revenue and profit including acquisitions is not disclosed as  
Falck Holding A/S has not existed for a full financial year.

      1 Apr 2011 - 
     2012 31 Dec 2011

30 Movements relating to non-controlling interests

Dividend to non-controlling interests recognised in equity     (10)   (4) 
Dividend to non-controlling interests recognised in provisions for acquisitions of  
non-controlling interests      (24)   (1) 
Capital injections from non-controlling interests      39   - 
Acquisition of non-controlling interests      (127)   - 

Total movements relating to non-controlling interests     (122)   (5) 
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31  Contingent liabilities, contractual obligations and collateral security

Contingent liabilities

Warranty and guarantee commitments     7 9

The Falck Group is a party to certain litigation and disputes. Management believes that rulings 
in this respect will not have a material impact on the Group’s financial position.

The Group has issued performance bonds to a certain extent in connection with a number of 
contracts, including performance bonds for a total of DKK 297 million (2011: DKK 249 million) 
provided for ambulance contracts.

As part of the Group's activities, usual supplier agreements have been entered into. 

Usual representations and warranties are made in connection with the divestment of com-
panies and operations. There are currently no outstanding claims which are not sufficiently 
recognised in the balance sheet.

Joint taxation
Falck Holding A/S is taxed jointly with Lundbeckfond Invest A/S in Denmark. From and including 
1 July 2012, the company is therefore partly jointly and severally liable and partly secondarily li-
able for any obligations to withhold tax on interest, royalties and dividends for the jointly taxed 
companies. However, the secondary liability will, as a maximum, amount to the proportion of 
the company's capital held directly or indirectly by the ultimate parent company.

Contractual obligations
Minimum lease payments for operating lease commitments:
Due within 1 year      296   291 
Due between 1 and 5 years      668   693 
Due after 5 years      901   872 

Operating lease commitments at 31 December      1,865   1,856 

Net present value of lease commitments      1,495   1,486 

The present value has been calculated on the basis of current market interest rates in the 
individual countries.

Lease payments recognised in the income statement     285   193 

The operating lease commitments concern leases for vehicles and buildings. The lease term for 
cars is typically between 4 and 9 years. The lease term for buildings is typically up to 20 years.

None of the leases include material contingent lease payments, whereas Falck has a right of 
first refusal to buy a number of buildings at a preset value. At the end of the year, Falck had  
not notified any owners that it wanted to exercise such a right of first refusal in 2013  
(2011: DKK 68 million). 

Collateral security 
The shares in the subsidiaries Falck A/S and Falck Danmark A/S have been provided as collateral 
for the Group's debt.

Carrying amount of the Group’s properties that have been mortgaged in security of loans.   490   507 
Carrying amount of the Group’s operating equipment that has been mortgaged in security of loans.  44   11 
Bearer mortgages issued and used as collateral for credits     359   380 
Unused bearer mortgages      15   15 

See the note on liquidity risks for the conditions applicable to mortgaged assets. 
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32 Financial instruments

Financial risks
As a consequence of its operations, investments and financing, the Group is exposed to a number of financial risks, including market 
risk (foreign exchange and interest rate risk), credit risk and liquidity risk.

Group policy is to not actively speculate in financial risks. Accordingly, the Group’s financial management exclusively involves the ma-
nagement and mitigation of financial risks that arise as a direct consequence of the Group’s operations, investments and financing.

The Group's risk exposure is subject to continuous changes as a result of increased debt, inflation risk in emerging markets, foreign 
exchange risk and interest rate risk. The Group monitors these risks in an ongoing process and hedges them, if necessary.  There are 
no material changes in the Group's 's risk management as compared to 2011.

Foreign exchange risk
The Group’s foreign subsidiaries are not severely exposed to exchange rate fluctuations, as both revenue and most costs of the 
individual subsidiaries are denominated in the same currencies. The main exchange rate exposure faced by the Group relates to the 
translation of the financial results and equity of foreign subsidiaries into Danish kroner.

The Group regularly assesses its foreign exchange risk in order to determine whether its exposure should be hedged by same- 
currency loans or forward exchange contracts. The forward exchange contracts stated below were entered into to reduce the 
Group’s foreign exchange risks in respect of the translation risk for investments in subsidiaries. See the section below regarding 
hedging.

48% of the Group’s revenue is denominated in Danish kroner (DKK) (2011: 54%).  Other currencies that account for more than 5% of 
revenue or earnings are US dollars (USD) Norwegian kroner (NOK), euros (EUR) and Swedish kroner (SEK).

The income statement is affected to a minor extent by changes in exchange rates, as the profit of foreign subsidiaries is translated 
into Danish kroner using average exchange rates.

    2012

Hypothetical impact on the profit for the      
year and the Group's equity from reasonably  Probable change Hypothetical impact on Hypothetical impact 
 probable changes in exchange rates:  in exchange rate (1)  profit for the year (1) on equity (1)

EUR/DKK  1%   15    15 
USD/DKK  10%   -    51 
BRL/DKK  10%   -    - 
PLN/DKK  10%   -    9 
NOK/DKK  5%   -    18 
GBP/DKK  5%   -    9 
SEK/DKK  5%   -    16 

    2011

Hypothetical impact on the profit for the      
year and the Group's equity from reasonably  Probable change Hypothetical impact on Hypothetical impact 
 probable changes in exchange rates:  in exchange rate (1)   profit for the year (1) on equity (1)

EUR/DKK  1%   15    15 
USD/DKK  10%   -    52 
BRL/DKK  10%   -    - 
PLN/DKK  10%   -    10 
NOK/DKK  5%   -    15 
GBP/DKK  5%   -    8 
SEK/DKK  5%   -    14 

(1) An increase in the exchange rate would lead to an increase in profit for the year and an impact on equity.
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32 Financial instruments (continued)

Assumptions regarding sensitivity information
The sensitivities related to financial instruments have been determined on the basis of the financial instruments recognised at 31 
December 2012. The sensitivities stated have been determined on the basis of an assumption that sales, price level and interest rate 
level are unchanged. The foreign exchange risks stated above do not include the translation risk of translating the profit and equity 
of foreign subsidiaries into Danish kroner.

Interest rate risk
The Group’s interest rate risk is mainly affected by the Group’s overall financing. Based on the current market situation, the Group's 
Executive Management Board and the Board of Directors have decided to swap 70% of the overall financing to a fixed rate of inter-
est via interest rate swaps that expire in 2014. The rest of the overall financing is based on short-term interest rates. The interest 
rate exposure is hedged by interest rate swaps during the hedging period to the effect that interest rates on the part of the debt 
that is denominated in DKK cannot exceed 4.15% including the current interest rate margin, for debt denominated in EUR interest 
rates cannot exceed 3.92% including the current interest rate margin, and for debt denominated in USD, interest rates cannot ex-
ceed 3.30% including the current interest rate margin. The remaining part of the syndicated financing is based on short-term interest 
rates. The Group is therefore only to a minor extent sensitive to fluctuations in market interest rates, and a fluctuation by 1% would 
change the interest expense for the year by DKK 23 million (2011: DKK 20 million), as a large part of the interest rate risk is hedged 
by interest rate swaps. Without these hedges, a fluctuation by 1% would change the Group's interest expense by DKK 61 million 
(2011: DKK 62 million).

Credit risk
The Group’s credit risk mainly concerns primary financial assets. Credit risk related to financial assets equals the values recognised in 
the balance sheet.

The Group is not exposed to significant risks concerning individual customers or business partners. When entering into significant 
contracts, the Group makes a credit assessment of the customer in order to reduce the potential credit risk. The Group’s credit 
exposure to large customers is generally considered low as the Group’s large customers are mainly public authorities. However, 
write-downs of receivables have generally increased as a result of the acquisitions of Care Ambulance, Lifestar Response and Ameri-
can Ambulance, as ambulance companies in the United States collect payment directly from the patient if the patient does not have 
health insurance or is covered by a public insurance scheme. Collection can especially be difficult in the case of emergency transport.

Subscription sales to private and corporate customers are not deemed to involve material risks to the Group, as the amounts are 
small for the individual subscriptions, and both general and individual write-downs are made for anticipated bad debts. 

Liquidity risk
The Group’s liquidity risk primarily concerns its ability to meet its obligations to pay its employees and creditors and to service its 
debts.

See note 25 for a breakdown of maturities of liabilities to credit institutions. In addition to its recognised liabilities, the Group also 
has the option to draw on short-term credits.

The Group continuously monitors its free cash flow in order to assess its liquidity risks.

At year-end 2012, the Group’s unused credit facilities were in the region of DKK 381 million (2011: DKK 960 million).

With the addition of available cash and cash equivalents of DKK 974 million (2011: DKK 963 million), total cash resources were in the 
region of DKK 1,355 million (2011: DKK 1,923 million).

Certain of the Group’s loans, including the debt of Falck Holding A/S, are subject to loan covenants, and the Group continuously 
monitors whether the covenants are observed.

Derivative financial instruments recognised in the balance sheet are stated at a value equivalent to the market value.



 Group | Falck Annual Report 2012 77

Notes to the consolidated financial statements

Note DKK million

32 Financial instruments (continued)

Maturity analysis of financial assets and liabilities
Assumptions applied in the maturity analysis
The maturity analysis is based on all undiscounted cash flows, including estimated interest payments. Interest payments are esti-
mated based on current market conditions.

The undiscounted cash flows from derivative financial instruments are presented gross, unless the parties have a contractual right/
obligation to settle net.

  Due  Due  Contrac- 
  within  between Due tual Total 
  one 1 and 5  after 5 cash carrying Market 
Contractual cash flows including interest 2012  year years years flows amount value

Financial assets:      
Trade receivables  1,400   -   -   1,400   1,400   1,400 
Receivables from associates  67   -   -   67   67   67 
Other receivables  153   -   -   153   153   153 
Cash and cash equivalents  974   -   -   974   974   974 

Loans and receivables  2,594   -   -   2,594   2,594   2,594 

Other investments  -   4   2   6   6   6 
Securities subject to regulations on  
solvency requirements  107   -   -   107   107   107 

Held-to-maturity investments  107   4   2   113   113   113 

Derivative financial instruments to hedge  
net investments in foreign companies  1   -   -   1   1   1 

Financial assets used as hedging instruments  1   -   -   1   1   1 

Total financial assets  2,702   4   2   2,708   2,708   2,708 

      
      
Financial liabilities:      
Credit institutions  828   2,652   4,299   7,779   6,834   6,888 
Provisions for acquisitions of operations  
and non-controlling interests  2   819   187   1,008   711   711 
Trade payables  653   -   -   653   653   653 
Other payables  943   -   -   943   943   943 

Financial liabilities measured at  
amortised cost  2,426   3,471   4,486   10,383   9,141   9,195 

      
Derivative financial instruments to hedge  
future cash flows  -   73   -   73   73   73 
Derivative financial instruments to hedge  
net investments in foreign companies  8   -   -   8   8   8 

Financial liabilities used as  hedging instruments  8   73   -   81   81   81 

Total financial liabilities  2,434   3,544   4,486   10,464   9,222   9,276 
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32 Financial instruments (continued)

  Due  Due  Contrac- 
  within  between Due tual Total 
  one 1 and 5  after 5 cash carrying Market 
Contractual cash flows including interest 2011  year years years flows amount value

Financial assets:      
Trade receivables  1,173   -   -   1,173   1,173   1,173 
Receivables from associates  55   -   -   55   55   55 
Other receivables  210   -   -   210   210   210 
Cash  886   -   -   886   886   886 

Loans and receivables  2,324   -   -   2,324   2,324   2,324 

Other investments  -   4   2   6   6   6 
Securities with maturities of less than 3 months  77   -   -   77   77   77 
Securities subject to regulations on solvency requirements  95   -   -   95   95   95 

Held-to-maturity investments  172   4   2   178   178   178 

Total financial assets  2,496   4   2   2,502   2,502   2,502 

      
      
Financial liabilities:      
Credit institutions  617   2,306   5,112   8,035   6,495   6,556 
Provisions for acquisitions of operations and  
non-controlling interests  43   640   190   873   555   555 
Trade payables  607   -   -   607   607   607 
Other payables  854   -   -   854   854   854 

Financial liabilities measured at       
amortised cost  2,121   2,946   5,302   10,369   8,511   8,572 

      
Derivative financial instruments to hedge future cash flows  -   41   -   41   41   41 
Derivative financial instruments to hedge net investments  
in foreign companies  18   -   -   18   18   18 

Financial liabilities used as hedging instruments  18   41   -   59   59   59 

Total financial liabilities  2,139   2,987   5,302   10,428   8,570   8,631 



 Group | Falck Annual Report 2012 79

Notes to the consolidated financial statements

Note DKK mio.

32 Financial instruments (continued)

Hedging and derivative financial instruments
The Group uses forward exchange contracts to hedge its risks related to exchange rates.

The fair value of the effective part of the outstanding foreign exchange contracts as at 31 December used as hedging instruments 
and qualifying for hedge accounting in respect of future transactions has been recognised directly in equity through other compre-
hensive income until the hedged transactions are recognised in the income statement.

Forward exchange contracts are used to hedge investments in subsidiaries with a functional currency other than Danish kroner.

  2012 2011

    Contract  Market Contract Market 
Foreign currency sold/(bought) on forward contracts:  value   value   value   value 
       
NOK (expires in 2013)    370   (3)   311   (3) 
GBP (expires in 2013)    176   1   161   (5) 
PLN (expires in 2013)    92   (2)   99   (1) 
SEK (expires in 2013)    324   (3)   288   (9) 

Total    962   (7)   859   (18) 

       
Of which recognised in income statement     -    - 

For future recognition     (7)    (18) 

The market value is recognised in other receivables/other payables.

All contracts expire in 2013 and as they hedge net investments  
abroad, they do not affect the income statement.

  2012 2011
       
    Hedged  Market Hedged Market 
Interest rate swaps:   value   value   value   value 
       
DKK interest rate swap (fixed rate 1.40%) expires in 2014   2,300   (47)   2,300   (38) 
USD interest rate swap (fixed rate 0.55%) expires in 2014   424   (2)   431   - 
EUR interest rate swap (fixed rate 1.17%) expires in 2014   1,492   (24)   1,487   (3) 

Total     (73)    (41) 

Of which recognised in income statement     -    - 

For future recognition     (73)    (41) 

The market value is recognised in other payables.

The DKK, EUR and USD interest rate swaps all expire in 2014 and are recognised in the income statement until expiry.
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32 Financial instruments (continued)

Methods and assumptions for the determination of fair values
The portfolio of listed securities is valued at officially quoted prices or price quotes.

The fair value of mortgage debt is valued on the basis of the fair value of the underlying bonds.

The fair value of credit institutions is valued by discounting based on market expectations.

Forward exchange contracts and interest rate swaps are valued using generally accepted valuation techniques based on relevant 
observable swap curves and exchange rates.

   2012

   Quoted  Non- 
   market Observable observable 
Fair value hierarchy for financial instruments    prices input input  
measured at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total

Financial assets      
Other investments    -   -   6   6 
Securities    107   -   -   107 
Derivative financial instruments to hedge  
net investments in foreign companies    -   1   -   1 

Total financial assets    107   1   6   114 

      
Financial liabilities      
Derivative financial instruments to hedge future cash flows   -   73   -   73 
Derivative financial instruments to hedge  
net investments in foreign companies    -   8   -   8 

Total financial liabilities    -   81   -   81 

   2011
      
   Quoted  Non- 
   market Observable observable 
Fair value hierarchy for financial instruments    prices input  input  
measured at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total
      
Financial assets      
Other investments    -   -   6   6 
Securities    172   -   -   172 

Total financial assets    172   -   6   178 

Financial liabilities      
Derivative financial instruments to hedge future cash flows   -   41   -   41 
Derivative financial instruments to hedge  
net investments in foreign companies    -   18   -   18 

Total financial liabilities    -   59   -   59 
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33 Assets held for sale

Assets and liabilities concerning assets held for sale may be specified in the following main groups:

Receivables      -   92 
Other current assets      -   6 

Assets held for sale      -   98 

Non-current liabilities      -   23 
Current liabilities      -   75 

Liabilities relating to assets held for sale      -   98 

34 Related parties

Falck Holding A/S is subject to controlling influence by Lundbeckfond Invest A/S,  
Vestagervej 17, DK-2900 Hellerup, Denmark, which holds 57.4% of the share capital.

Falck Holding A/S has registered the following shareholders who hold 5% or more of  
the share capital

Lundbeckfond Invest A/S, Hellerup (formerly LFI A/S)    57.4% 57.4%
KIRKBI Invest A/S, Billund     20.0% 20.0%
Liberatio A/S, Copenhagen (owned by the members of the Executive Management Board)  10.3% 10.3%

Falck Holding A/S paid tax on account of DKK 98 million in 2012 (2011: DKK 39 million).
Falck Holding A/S received reimbursement of residual tax of DKK 20 million, including  
payment of interest of DKK 2 million in 2012 (2011: DKK 0 million).

During the period, there were no other transactions with these related parties.

Management
Related parties in Falck Holding A/S with significant influence include the Group's  Executive 
 Management Board and Board of Directors and their close relatives. Related parties also 
 comprise companies in which these individuals have material interests.

Trading with Management was as follows:

Warrant programme, Executive Management Board, as described in note 5    -   11 

The Group had no transactions with the members of the Executive Management Board, Board 
of Directors or other persons with significant influence other than the remuneration paid to the 
Management, stated in note 5.

Associates
The related parties of Falck Holding A/S also include associates in which the company has 
 significant influence. See note 15 and "Legal entities" for an overview of associates.

Trading with associates was as follows:

Sale of property, plant and equipment      5   28 
Purchase of services      (15)   (10) 
Sale of services      -   1 
Lease costs      (20)   (9) 

Receivables from associates appear from the balance sheet, and interest thereon for the period amounted to DKK 0.

Transactions with subsidiaries have been eliminated in the consolidated financial statements in accordance with the accounting policies.
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35 Events after the balance sheet date

No events have occurred after the balance sheet date that have a material impact on the financial position of the Falck Group.
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The annual report for the year ended 31 December 2012 
includes both the consolidated financial statements of Falck 
Holding A/S and its subsidiaries (the Group) and separate 
financial statements of the parent company.

The annual report of Falck Holding A/S is presented in ac-
cordance with International Financial Reporting Standards 
(IFRS) as adopted by the EU and additional Danish disclosure 
requirements for annual reports for accounting class C 
large. The annual report also complies with the International 
Financial Reporting Standards issued by the IASB.

The Board of Directors and the Executive Management 
Board considered and approved the annual report for 2012 
of Falck Holding A/S on 14 March 2013. The annual report 
will be submitted to the shareholders of Falck Holding A/S 
for adoption at the annual general meeting to be held on  
25 April 2013.

The annual report has been prepared under the historical 
cost convention, except that the following assets and liabili-
ties are measured at fair value: derivative financial instru-
ments and financial instruments at fair value.

The annual report is presented in Danish kroner (DKK) 
rounded to the nearest million.

Falck Holding A/S was founded on 1 April 2011 and was 
dormant until the acquisition of Falck A/S in July 2011. The 
comparative figures consequently cover nine months, and 
the Falck Group is included with six months' revenue and 
results of operations.

IMPLEMENTATION OF NEW FINANCIAL REPORTING 
REGULATIONS 

Falck Holding A/S has implemented the standards and in-
terpretations that come into force for 2012. None of these 
have affected recognition and measurement and the pres-
entation and classification for 2012, nor are they expected 
to affect Falck Holding A/S going forward. 

FUTURE IFRS CHANGES

Standards and additions issued by the IASB which come 
into force after 31 December 2012 or which have not been 
adopted by the EU, and which have therefore not been im-
plemented include:

• Amendment to IAS 1: Presentation of financial statements
• Amendment to IAS 19: Employee benefits

The implementation of these standards will result in ad-
ditional note specifications and reclassifications but will not 
significantly affect recognition and measurement.

The accounting policies set out below have been consistent-
ly applied to the financial year and the comparative figures. 

BASIS OF CONSOLIDATION

The Group financial statements consolidate the accounts of 
the parent company, Falck Holding A/S, and the subsidiaries 
in which Falck Holding A/S directly or indirectly holds a ma-
jority of the votes or in any other way exercises a controlling 
interest. In assessing control, potential voting rights that 
are exercisable as of the balance sheet date are taken into 
account. 

The consolidated financial statements are prepared on the 
basis of the financial statements of Falck Holding A/S and 
subsidiaries by adding items of a like nature.

The financial statements used for consolidation are pre-
pared in accordance with the Group’s accounting policies.

In the consolidation, investments in subsidiaries, intercom-
pany income and expenses, intercompany balances and 
gains and losses on transactions between Group companies 
are eliminated. 

The line items of the financial statements of subsidiaries are 
fully consolidated in the consolidated financial statements. 
Profit for the year and equity attributable to non-controlling 
interests in subsidiaries that are not wholly owned are in-
cluded in the consolidated profit and equity, respectively, 
but as separate line items.

Associates
Enterprises in which the Falck Holding Group exercises sig-
nificant influence but not control are classified as associates. 
Significant influence is generally achieved by directly or in-
directly holding or controlling more than 20%, but less than 
50%, of the voting rights. 

Unrealised gains on transactions with associates are elimi-
nated in proportion to the Group’s share of the enterprise.

Business combinations
Companies acquired or established during the financial year 
are recognised as from the date of acquisition or inception. 
Companies divested or discontinued are recognised in the 
income statement until the date of divestment. The compar-

Note

36 Accounting policies
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ative figures are not restated to reflect companies acquired, 
divested or discontinued.

Acquisitions of subsidiaries or associates are accounted for 
applying the acquisition method. Identifiable assets, liabili-
ties and contingent liabilities of acquirees are stated at their 
fair value at the date of acquisition. Identifiable intangible 
assets are recognised if they are separable or derive from 
a contractual right. Deferred tax on revaluations is recog-
nised. 

The acquisition date is the date on which the Group obtains 
control of the acquiree. 

Any positive difference between the consideration and the 
value of non-controlling interests in the acquiree and the 
fair value of the previously held interests in the acquiree, on 
the one hand, and the fair value of the identifiable assets, 
liabilities and contingent liabilities, on the other hand, is 
recognised in the balance sheet as goodwill. Goodwill is not 
amortised, but is tested for impairment at least once a year. 
On acquisition, goodwill is allocated to the cash-generating 
units which will subsequently form the basis for future 
impairment tests. Any goodwill arising and any fair value 
adjustments made on the acquisition of a foreign company 
whose functional currency is not the same as the presenta-
tion currency used in the consolidated financial statements 
are treated as assets and liabilities of the foreign company 
and are translated on initial recognition to the foreign com-
pany’s functional currency at the exchange rate ruling at the 
transaction date. Any negative difference is recognised in 
the income statement on the date of acquisition.

The consideration in a business combination consists of the 
fair value of the agreed purchase price. For business combi-
nations in which the agreement includes a provision on ad-
justment of the consideration conditional on future events 
(earn-out), the fair value of this part of the consideration is 
recognised at the date of acquisition. Any changes in the fair 
value of the contingent consideration after initial recogni-
tion are recognised in the income statement. Put options 
issued in connection with acquisitions, the value of which is 
contingent on future events, will be recognised as part of 
the consideration at the date of acquisition. The put options 
issued are subsequently measured at fair value. Any changes 
in the fair value of the issued put options after initial recog-
nition are recognised in equity. Acquisition costs are recog-
nised in the income statement.

Adjustments of liabilities in connection with contingent 
consideration and issued put options, the value of which is 
conditional on future events relating to business combina-

tions with an acquisition date prior to 1 January 2010, will 
continue to be recognised in accordance with IFRS 3 (2004), 
i.e. adjustments are recognised in goodwill until the condi-
tions have been met or the issued put options are exercised.

If uncertainties regarding the measurement of acquired 
identifiable assets, liabilities, contingent liabilities or the 
consideration for the business combination exist at the 
acquisition date, initial recognition takes place on the basis 
of preliminary fair values. If identifiable assets, liabilities, 
contingent liabilities and the consideration for the business 
combination are subsequently determined to have had a dif-
ferent fair value at the acquisition date than first assumed, 
goodwill is adjusted until 12 months after the acquisition 
date. The effect of the adjustments is recognised in the 
opening equity, and the comparative figures are restated 
accordingly. Goodwill is not adjusted subsequently except in 
the event of material errors.

Gains or losses on divestment or winding up of subsidiaries 
and associates are stated as the difference between the 
sales or disposal amount and the carrying amount of the net 
assets including goodwill at the time of sale plus sales or 
winding up costs. In addition, any retained non-controlling 
interests are measured at fair value. Gains or losses on the 
divestment or winding up of subsidiaries and associates and 
the effect of renewed measurement of any non-controlling 
interests are recognised in the income statement.

Non-controlling interests
On initial recognition, non-controlling interests are meas-
ured either at fair value (including the fair value of goodwill 
related to non-controlling interests in the acquiree) or as 
non-controlling interests’ share of the acquiree’s identifiable 
assets, liabilities and contingent liabilities measured at fair 
value (excluding the fair value of goodwill related to non-
controlling interests’ share of the acquiree). The measure-
ment basis for non-controlling interests is selected for each 
individual transaction.

Acquisition and divestment of non-controlling interests
Increases and reductions of non-controlling interests are 
treated for accounting purposes as transactions with share-
holders, in their capacity as shareholders. As a result, any 
differences between adjustment to the carrying amount of 
non-controlling interests and the fair value of the considera-
tion received or paid are recognised directly in equity.

When put options are issued as part of the consideration for 
business combinations, the non-controlling interests receiv-
ing put options are considered to have been redeemed on 
the acquisition date. The non-controlling interests are elimi-

Note

36 Accounting policies (continued)



 Group | Falck Annual Report 2012 85

Notes to the consolidated financial statements

nated and a debt obligation is recognised at fair value on ini-
tial recognition. The fair value is determined as the present 
value of the exercise price of the option. The subsequent 
measurement is at fair value with recognition in equity of 
value changes as they arise.

Issued put options related to business combinations with an 
acquisition date prior to 1 January 2010 will continue to be 
recognised in accordance with IFRS 3 (2004), i.e. subsequent 
measurement takes place at amortised cost with recogni-
tion of interest expenses in the income statement and value 
changes in goodwill as they arise. Any subsequent dividend 
payments to option holders are recognised as a financial 
expense in the income statement in the cases where the op-
tion price is independent of the dividend payment. Dividend 
payments are included in the determination of the cost of 
the put options in cases where the option price is adjusted 
for dividend payments.

Foreign currency translation and hyperinflation
A functional currency is determined for each of the report-
ing entities of the Group. The functional currency is the 
currency in the primary economic environment in which the 
reporting entity operates. Transactions in currencies other 
than the functional currency are transactions in foreign cur-
rencies.

On initial recognition, transactions denominated in foreign 
currencies are translated to the functional currency at the 
exchange rates ruling at the transaction date. Exchange dif-
ferences arising between the exchange rate ruling at the 
transaction date and the exchange rate ruling at the date 
of actual payment are recognised in the income statement 
under financial income or financial expenses.

Receivables, payables and other monetary items denomi-
nated in foreign currency are translated into the functional 
currency at the exchange rate ruling at the balance sheet 
date. The difference between the exchange rate ruling at 
the balance sheet date and the exchange rate ruling at the 
date when the receivable or payable arose or the exchange 
rate applied in the most recent financial statements is rec-
ognised in the income statement under financial items.

The income statements of foreign subsidiaries are trans-
lated at the exchange rates ruling at the transaction dates, 
and the balance sheet is translated at the exchange rates 
ruling at the balance sheet date. An average exchange rate 
for the month is used as the exchange rate ruling at the 
transaction date to the extent that this does not signifi-
cantly change the presentation of the underlying transac-
tions. Exchange differences arising on the translation of the 

equity of foreign subsidiaries at the beginning of the year 
to the exchange rates ruling at the balance sheet date and 
on the translation of income statements from the exchange 
rate ruling at the transaction date to the exchange rate 
ruling at the balance sheet date are recognised directly in 
other comprehensive income and classified in equity in a 
separate currency translation reserve. Exchange differences 
are allocated between the parent company’s and the non-
controlling interests' shares of equity.

However, for foreign subsidiaries and associates operating 
in hyperinflationary economies, revenue and costs are trans-
lated at the exchange rate ruling at the balance sheet date. 
Prior to the translation, the income statement and the non-
monetary items of the balance sheet are restated taking 
into account the buying power of the functional currency 
based on inflation until the balance sheet date (inflation cor-
rection). The effect of the inflation correction is recognised 
in the currency translation reserve in equity. In the income 
statement, it is recognised in financials as a loss/gain on the 
monetary net position in the relevant entities. The assess-
ment of when an economy is hyperinflationary is based on 
qualitative as well as quantitative factors, including whether 
the accumulated inflation over a three-year period is in the 
order of 100%.

Foreign exchange adjustments of balances that are consid-
ered part of the overall net investment in companies with 
functional currencies other than DKK are recognised in the 
consolidated financial statements directly in other compre-
hensive income and classified in equity in a separate currency 
translation reserve. Similarly, exchange gains and losses on 
the part of loans and derivative financial instruments ef-
fectively hedging the net investment in such companies and 
which effectively hedge against corresponding exchange 
gains/losses on the net investment in the company are rec-
ognised directly in other comprehensive income and are clas-
sified in equity in a separate currency translation reserve.

On recognition in the consolidated financial statements of 
associates with a functional currency other than Danish kro-
ner, the share of results for the year is translated at average 
exchange rates, and the share of equity including goodwill 
is translated at the exchange rates ruling at the balance 
sheet date. Exchange differences arising on the translation 
of the share of the opening equity of foreign associates to 
exchange rates ruling at the balance sheet date and on the 
translation of the share of results for the year from aver-
age exchange rates to exchange rates ruling at the balance 
sheet date are recognised directly in other comprehensive 
equity and are classified in equity in a separate currency 
translation reserve.

Note
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On the divestment of wholly-owned foreign entities, foreign 
exchange adjustments accumulated in equity via other com-
prehensive income and which can be attributed to entities 
are reclassified from the “Currency translation reserve” to 
the income statement together with any gain or loss on the 
divestment. 

On the divestment of partially owned foreign subsidiaries, 
the part of the currency translation reserve that relates to 
non-controlling interests is not recognised in the income 
statement.

On partial divestment of foreign subsidiaries without giving 
up control, a proportionate share of the currency translation 
reserve is transferred from the parent company sharehold-
ers’ to the non-controlling shareholders’ share of equity.

On partial divestment of associates and joint ventures, the 
proportionate share of the accumulated currency transla-
tion reserve recognised in other comprehensive income is 
transferred to profit for the year together with the gain or 
loss on the divestment

Any repayment of intercompany balances that are consid-
ered part of the net investment is not considered, in itself, a 
partial divestment of subsidiaries.

Derivative financial instruments
Derivative financial instruments are recognised from the 
trade date and measured at fair value.

The fair value of derivative financial instruments is recog-
nised as separate assets or liabilities in other receivables or 
other payables respectively.

The fair value of derivative financial instruments is deter-
mined on the basis of market data and generally accepted 
pricing models.

Hedges of net investment
Derivative financial instruments entered into in order to 
effectively hedge investments in foreign subsidiaries are 
recognised in the balance sheet through comprehensive 
income at the time they are entered into and are measured 
at fair value at the balance sheet date. Exchange gains and 
losses are recognised in equity through other comprehen-
sive income as a separate currency translation reserve.

Fair value hedges
Derivative financial instruments entered into in order to 
hedge other assets and liabilities denominated in foreign 
currency are recognised in the balance sheet at the time 

they are entered into and are stated at fair value at the bal-
ance sheet date.

Any market value adjustments of derivative financial instru-
ments entered into to hedge other assets and liabilities are 
recognised in the income statement in the same line items 
as the transactions hedged.

Cash flow hedges
Changes in the part of the fair value of derivative financial 
instruments designated as and qualifying for hedging of 
future cash flows, and which effectively hedge changes in 
the value of the hedged item, are recognised in other com-
prehensive income in a separate hedging reserve in equity. 
When the hedged transaction is realised, any gains or losses 
regarding such hedging transactions are transferred from 
equity and recognised in the same financial item as the 
hedged item. When proceeds from future borrowings are 
hedged, any gains or losses regarding hedging transactions 
are, however, transferred from equity over the maturity pe-
riod of the borrowings.

Forward premiums or forward discounts on forward ex-
change transactions are recognised in the income statement 
during their terms

Other derivative financial instruments
For derivative financial instruments which do not meet the 
criteria for hedge accounting, changes in the fair value are 
recognised in the income statement under financials.

INCOME STATEMENT

Revenue represents the value of services and goods deliv-
ered and invoiced subscriptions attributable to the financial 
period, and is recognised in the income statement if delivery 
and transfer of risk to the buyer have taken place before 
year-end, and if the income can be reliably measured and is 
expected to be received.

The value of services rendered is recognised on the basis of 
the delivered percentage of the total service.

Revenue from subscriptions is allocated to the income state-
ment on a straight-line basis.

Revenue from sales of goods is recognised when the signifi-
cant risks and rewards of ownership have been transferred 
to the buyer.

Revenue is measured at the fair value of the agreed consid-
eration excluding VAT and other taxes collected on behalf 
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of third parties. All discounts granted are recognised in 
revenue. 

Other operating income represents revenue of a secondary 
nature relative to the Group’s principal activities, such as 
gains on the sale of assets and rental income.

Cost of sales and external assistance represents costs incurred 
and external assistance used to generate the year’s revenue.

Other external costs include costs relating to operating and 
maintaining equipment and property as well as sales and 
administrative expenses.

Staff costs represent salaries and wages, pension contribu-
tions, social security costs and other staff costs.

Goodwill impairment represents impairment of goodwill 
based on an annually performed impairment test of each 
cash-generating unit.

Exceptional items represent material items of a non-recur-
ring nature that are not directly attributable to the Group’s 
ordinary activities.

Income from investments in associates are recognised in the 
income statement at the proportionate share of the results 
after tax and non-controlling interests of the associates and 
after elimination of the proportionate share of intra-group 
profits/losses.

Financials represent interest income and interest expense, 
realised and unrealised capital gains and losses and amorti-
sation related to financial assets and liabilities. Dividends to 
capital holders who have received put options in connection 
with business combinations are recognised as a financial 
expense in the cases where the option price is independ-
ent of dividend payments. Financials are recognised at the 
amounts related to the year. Furthermore, realised and un-
realised gains and losses on derivative financial instruments 
which cannot be classified as hedging arrangements are 
included.

INCOME TAXES

Falck Holding A/S and all Danish subsidiaries are jointly taxed 
with Lundbeckfond Invest A/S, which is the management 
company for the national joint taxation and consequently 
settles all payments of income taxes with the tax authorities 
in respect of the jointly taxed companies.

Current Danish corporation tax is allocated among the 
jointly taxed companies according to the taxable income of 
these companies. The jointly taxed companies pay tax under 
the on-account tax scheme.

Income tax for the year, consisting of current tax for the year 
and changes in deferred tax, is recognised in profit for the 
year, in other comprehensive income, or directly in equity.

Income taxes payable
Corporation tax payable includes corporation tax made up 
on the basis of estimated taxable income for the financial 
year and prior-year adjustments.

Deferred tax
Deferred tax is calculated according to the balance sheet lia-
bility method and is based on all timing differences between 
the accounting and tax value of assets and liabilities.

Deferred tax is not recognised on goodwill that is not tax 
deductible, and deferred tax is not recognised on undistrib-
uted profits in subsidiaries and timing differences that arose 
at the time of recognition in the balance sheet other than 
for acquisitions, if such differences will not affect profit or 
taxable income.

When alternative tax rules can be applied to determine the 
tax base, deferred tax is measured based on Management’s 
planned use of the asset or settlement of the liability re-
spectively.

Deferred tax assets, including the tax base of tax loss carry-
forwards, are recognised under other non-current assets 
at the expected value of their utilisation, either as a set-off 
against tax on future income or as a set-off against deferred 
tax liabilities within the same legal tax entity and jurisdiction.

Deferred tax assets and liabilities are offset within the same 
legal tax unit or jurisdiction. Deferred tax assets are meas-
ured at the value at which they are expected to be realised.

Deferred tax is measured using the tax rate expected to 
apply when timing differences are reversed. Changes in de-
ferred tax as a result of changes in tax rates are recognised 
in the income statement.

ASSETS

Non-current assets in general
Intangible assets and property, plant and equipment, except 
for goodwill and other intangible assets with indefinite 
useful lives, are measured at cost less accumulated straight-
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line amortisation and depreciation and impairment losses. 
Goodwill and intangible assets with indefinite useful lives 
are measured at cost less accumulated amortisation and im-
pairment losses. Amortisation, depreciation and impairment 
losses are recognised in the income statement. 

The basis of depreciation is calculated with due considera-
tion to the asset’s scrap value, reduced by any impairment 
losses. The scrap value is determined at the date of acquisi-
tion and revalued each year. Where the scrap value exceeds 
the carrying amount, the asset ceases to be depreciated.

If the depreciation period or the residual value is changed, 
the effect on depreciation going forward is recognised as a 
change in accounting estimates.

Cost includes direct costs related to the asset and the initial 
estimate of the costs related to dismantling and removing 
the item and restoring the site on which it is located, if the 
costs meet the definition of a liability. Cost further includes 
borrowing costs from specific and general borrowings 
directly relating to the acquisition, construction or develop-
ment of the individual qualifying asset.

Where parts of an item of property, plant and equipment 
have different useful lives, they are accounted for as sepa-
rate items.

Each year, the assets are reviewed in order to assess wheth-
er there are indications of impairment. If such indications 
exist, the recoverable amount, determined as the higher 
amount of the fair value of the asset adjusted for expected 
sales costs and the value in use of the asset, is calculated. 
The value in use is calculated based on the estimated future 
cash flows, discounted by using a pre-tax discount rate that 
reflects current market assessments of the time value of 
money and the risks specific to the assets.

If the recoverable amount of an asset or its cash-generating 
unit is lower than the carrying amount, an impairment 
charge is recognised in respect of the asset. The impairment 
loss is recognised in the income statement.

In addition, for goodwill and other intangible assets with 
indefinite useful lives, impairment tests are performed at 
each balance sheet date, regardless of whether there are 
any indications of impairment. For acquisitions, the first 
impairment test is performed before the end of the year of 
acquisition.

Impairment losses are reversed if the recoverable amount 
increases. Impairment losses will only be reversed to the 

extent that the value in use does not exceed the carrying 
amount of the asset if the impairment had never been 
made. Impairment losses on goodwill are not reversed.

Intangible assets
Goodwill is recognised in the balance sheet at cost on initial 
recognition as described under “Business combinations”. 
Goodwill is subsequently measured at cost less accumulated 
impairment. Goodwill is not amortised.

Intangible assets acquired on acquisition are measured at 
cost less accumulated amortisation and impairment. Intan-
gible assets acquired on acquisitions are amortised over the 
expected economic life, estimated to be 3 to 10 years. 

Other intangible assets are measured at cost including costs 
which can be directly or indirectly attributed to the assets in 
question.

Other intangible assets include software, etc. Software is 
amortised over the expected economic life, estimated to be 
3 to 5 years. For major administrative systems, the economic 
life is estimated to be 8 years.

Property, plant and equipment
Land and buildings are measured at cost less accumulated 
depreciation and impairment of buildings. 

Depreciation of buildings is calculated on a straight-line ba-
sis over the expected useful lives of the assets, estimated to 
be between 25 and 33 years. Certain installations are depre-
ciated over ten years. 

Leasehold improvements are depreciated on a straight-line 
basis over the term of the lease.

Other operating equipment is depreciated on a straight-line 
basis over the estimated useful lives of the assets. The ex-
pected useful lives are as follows:

 Years

Vehicles according to category 5-12
Fixtures and fittings, tools and equipment 3-10
Dispatch centres, radio systems,  
major administrative systems and networks 8
Other IT equipment 3-5
Fire extinguishers and similar  
equipment installed at customer locations 3-5

Assets held under finance leases are recognised under prop-
erty, plant and equipment and measured at the lower of the 
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fair value and value in use of the future lease payments at 
the inception of the lease. 

Assets held under finance leases are depreciated over the 
useful lives of the assets or, if shorter, over the lease term.

Gains or losses on the disposal or scrapping of property, 
plant and equipment are determined as the difference 
between the sales price less dismantling, selling and re-es-
tablishing costs and the carrying amount. Any gains or losses 
are recognised in the income statement as other operating 
income or external expenses respectively.

Associates
Investments in associates in the consolidated financial 
statements are measured using the equity method and 
recognised at the proportionate share of the equity of the 
relevant enterprise, made up according to the Group’s ac-
counting policies, with the addition of values added on 
acquisition, including goodwill. Investments in associates 
are tested for impairment when there is an indication that 
the investment may be impaired. Associates with a negative 
equity value are recognised at zero. If the Group has a legal 
or constructive obligation to cover the associate's negative 
balance, such obligation is recognised under liabilities. Re-
ceivables from associates are measured at amortised cost. 
Provision is made for bad debts.

Inventories
Goods purchased for resale and assistive aids are measured 
at cost using the FIFO method.

Where the net realisable value is lower than cost, invento-
ries are written down to this lower value.

Receivables
Receivables are measured at amortised cost less provision 
for bad debts. Write-downs are made individually and on a 
portfolio level. In the event there is no objective indication 
of individual impairment, receivables are tested for objec-
tive indications of impairment on a portfolio level.

Impairment losses are calculated as the difference between 
the carrying amount and the present value of expected fu-
ture cash flows, including realisable values of any collateral 
provided.

Prepayments
Prepayments comprise prepaid costs, which are measured at 
amortised cost.

Securities and other investments
Listed securities and unlisted securities, which are currently 
all classified as available for sale, are recognised at fair value, 
corresponding to the officially quoted price of listed securi-
ties and estimated fair values based on current market data 
and recognised valuation methods for unlisted securities. 
Unrealised fair value adjustments are recognised directly in 
other comprehensive income, except for impairment losses, 
which are recognised in the income statement under finan-
cials. On realisation, the accumulated fair value adjustment 
recognised in other comprehensive income is transferred to 
financials in the income statement.

EQUITY

Dividend
Dividend that has been finally adopted is recognised as a li-
ability. 

Hedging reserve
Hedge transactions that meet the criteria for hedging future 
cash flows and for which the hedged transaction has yet to 
be realised are recognised in equity through other compre-
hensive income under the hedging reserve. 

Foreign exchange adjustments relating to hedging transac-
tions used to hedge the Group’s net investments in such en-
tities are recognised in equity through other comprehensive 
income under the hedging reserve.

Currency translation reserve
Foreign exchange adjustments arising on the translation 
of financial statements for entities which have a functional 
currency other than Danish kroner and foreign exchange 
adjustments relating to financial assets, and liabilities rep-
resenting a part of the Group’s net investment in such enti-
ties are recognised in equity through other comprehensive 
income under the currency translation reserve. 

On full or partial realisation of a net investment, foreign 
exchange adjustments are recognised in the income state-
ment.

Non-controlling interests
The proportionate shares of the profits and equity of sub-
sidiaries attributable to non-controlling interests are recog-
nised as a separate item under equity. On initial recognition, 
non-controlling interests are recognised as described under 
“Business combinations”. 
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Put options issued as part of the consideration for business 
combinations are recognised as described under “Acquisi-
tion and divestment of non-controlling interests” above.

Warrant programme
Warrants are issued at the market value on the date of 
grant. Payments received and made in relation to the war-
rant programme are recognised in equity.

LIABILITIES

Pension obligations
Most of the Group's pension agreements are defined con-
tribution plans under which payments are made to external 
pension institutions. Contributions to such plans are recog-
nised in the income statement in the period in which they 
are earned by the employees, and outstanding payments 
are included in the balance sheet under other payables.

In certain countries, the Group has pension agreements that 
are defined-benefit plans. These plans are either externally 
funded, with the assets of the plans held separately from 
those of the Group in independently administered funds, or 
unfunded. The liabilities related to the defined-benefit plans 
are determined using the projected unit credit method.

An actuarial assessment is made annually to determine the 
present value of the future benefits to be paid under the 
defined-benefit plans. The present value is calculated on the 
basis of assumptions regarding the future developments 
in the wage/salary level as well as interest, inflation and 
mortality rates in the countries where such plans exist. The 
present value is calculated only for benefits to which the 
employees have already earned the right during their em-
ployment with the Group until the present time.

The actuarial calculation of the pension obligation is rec-
ognised as a liability in the balance sheet. If a pension plan 
constitutes a net asset, the asset is only recognised to the 
extent that it equals future repayments under the plan, or if 
it will lead to a reduction in future payments under the plan.

Actuarial gains and losses arise mainly from changes in 
actuarial assumptions and differences between actuarial 
assumptions and what has actually occurred. Actuarial gains 
and losses are recognised directly in other comprehensive 
income.

For defined-benefit plans, costs charged to the income 
statement consist of current service cost, based on actuarial 
assessments and financial forecasts made at the beginning 

of the year, including expected service cost, interest cost, 
expected return on plan assets and past service cost. The 
past service cost for the enhancement of pension benefits 
is accounted for when such benefits vest or become a con-
structive obligation. Interest from pension assets and liabili-
ties is recognised under financials.

Other non-current employee benefits are similarly recog-
nised based on an actuarial calculation. However, all actuari-
al gains and losses are recognised immediately in the income 
statement. Other non-current employee obligations include 
jubilee bonuses and non-current severance schemes.

Provisions
Provisions are recognised when, as a consequence of an 
event occurring before or on the balance sheet date, the 
Group has a legal or constructive obligation and it is prob-
able that an outflow of resources will be required to settle 
the obligation. 

Provisions for restructuring are recognised when a detailed, 
formal plan for the restructuring has been made before or 
on the balance sheet date and has been announced to the 
parties involved. In connection with acquisitions, provisions 
for restructuring costs are only included in the computation 
of goodwill if an obligation exists for the entity acquired as 
of the date of acquisition. 

Provisions are made for onerous contracts when the antici-
pated benefits to the Group from a contract are outweighed 
by the unavoidable costs under the contract. 

When the Group is under an obligation to dismantle an as-
set or re-establish the site where the asset has been used, a 
provision is made corresponding to the present value of the 
expected future costs. The provision is determined based 
on current orders and estimated future costs, discounted 
to their present value. The discount factor used reflects 
the general level of interest rates. The present value of the 
costs is recognised in the cost of the item of property, plant 
and equipment in question and depreciated together with 
these assets. 

The increase of the present value over time is recognised in 
the income statement under financial expenses.

Financial liabilities
Debt to credit institutions is recognised at the raising of a 
loan at fair value less transaction costs. In subsequent peri-
ods, financial liabilities are measured at amortised cost.

Note
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Residual lease commitments from finance leases are recog-
nised at amortised cost. 

Other financial liabilities are measured at amortised cost.

Deferred income
Deferred income primarily represents subscription revenue 
relating to several financial periods.

Assets held for sale
Assets held for sale comprise non-current assets and dispos-
al groups held for sale. A disposal group is a group of assets 
to be disposed of, by sale or otherwise, together as a group 
in a single transaction. Liabilities regarding assets held for 
sale are liabilities directly associated with those assets that 
will be transferred in the transaction. Assets are classified 
as “held for sale” if their carrying amount will be recovered 
principally through a sale transaction within 12 months in 
accordance with a formal plan rather than through continu-
ing use.

Assets or disposal groups held for sale are measured at the 
lower of the carrying amount at the date when the assets 
were classified as held for sale and fair value less costs to 
sell. Assets are not depreciated or amortised as from the 
date they are classified as “held for sale”.

Impairment losses from the initial classification of the non-
current assets as held for sale as well as gains and losses 
from following measurement of the lowest value of the 
carrying amount or the fair value less costs to sell are rec-
ognised in the income statement. Gains and losses are dis-
closed in the notes to the financial statements.

Assets and related liabilities are recognised separately in the 
balance sheet, and the main items are specified in the notes 
to the financial statements. Comparative figures in the bal-
ance sheet are not restated.

Leasing
For financial reporting purposes, lease liabilities are classi-
fied as either finance or operating lease liabilities. 

Leases are classified as finance leases when substantially all 
risks and rewards of ownership of the leased asset are trans-
ferred. Other leases are classified as operating leases.

The accounting treatment of assets held under finance 
leases and the related liability is described in the sections 
on property, plant and equipment and financial liabilities 
respectively.

Assets held under operating leases are not recognised in the 
balance sheet. Lease liabilities under operating leases are 
disclosed as contingent liabilities.

Lease payments concerning operating leases are recognised 
in the income statement on a straight-line basis over the 
term of the lease.

CASH FLOW STATEMENT

The cash flow statement is presented according to the indi-
rect method and shows the cash flow from operating activi-
ties, the cash flow from investing activities, the cash flow 
from financing activities and cash and cash equivalents at 
the beginning and end of the year.

The cash flow statement includes cash flows from compa-
nies acquired as from the date of acquisition, and cash flows 
from companies divested until the date of divestment. 

Cash flow from operating activities
Cash flows from operating activities include revenue less 
operating expenses and interest adjusted for non-cash oper-
ating items and changes in working capital. 

Cash flows from operating activities comprise cash flows 
related to special items and corporation tax.

Cash flow from investing activities
Cash flows from investing activities include cash flows from 
the acquisition and divestment of companies, non-con-
trolling interests and operations, the purchase and sale of 
intangible assets, property, plant and equipment and other 
non-current assets and the purchase and sale of securities 
not included in cash and cash equivalents.

Entering into a finance lease is considered a non-cash trans-
action.

Cash flow from financing activities
Cash flows from financing activities include cash flows from 
changes in share capital and related costs, purchases and 
sales of treasury shares, cash flows from dividends, cash 
flows from interest-bearing debt raised and repayment 
thereof.

Cash flows relating to assets held under finance leases are 
recognised as payment of interest and repayment of debt.

Cash and cash equivalents
Cash and cash equivalents comprise cash and short-term 
marketable securities with a term of three months or less at 

Note

36 Accounting policies (continued)
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the time of acquisition which are subject to an insignificant 
risk of changes in value.

Cash flows in currencies other than the functional currency 
are translated at average exchange rates unless these differ 
materially from the exchange rate ruling at the transaction 
date.

SEGMENT REPORTING

The segment information has been prepared in accordance 
with the Group’s accounting policies and is based on the in-
ternal management reporting.

Segment income, expenses and assets comprise items that 
can be directly attributed to individual segments and items 
that can be allocated to the individual segments on a rea-
sonable basis. Unallocated items are primarily assets and 
income and expenses relating to the Group's administrative 
functions, income taxes and similar items.

Non-current assets in a segment comprise non-current as-
sets used directly in the operation of the segment, including 
intangible assets, property, plant and equipment and invest-
ments in associates. Current assets in a segment comprise 
current assets used directly in the operation of the segment, 
including inventories, trade receivables, other receivables, 
prepaid expenses and cash.

FINANCIAL RATIOS
For definitions of financial ratios, see page 119.

Note

36 Accounting policies (continued)
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The calculation of the carrying amounts of certain assets 
and liabilities relies on judgments, estimates and assump-
tions about future events.

The estimates and assumptions applied are based on histori-
cal experience and other factors that Management consid-
ers reasonable under the circumstances, but which are 
inherently uncertain and unpredictable. Such assumptions 
may be incomplete or inaccurate, and unexpected events or 
circumstances may occur. In addition, the Group is subject to 
risks and uncertainties that may cause actual outcomes to 
deviate from such estimates.

Estimates material to the financial reporting are made in the 
calculation of, inter alia, depreciation, amortisation and im-
pairment losses, pensions and similar liabilities, provisions, 
the determination of fair values, share-based compensation 
as well as contingent liabilities and assets.

Amortisation and depreciation periods and scrap values
In the determination of the carrying amount of intangible 
assets and property, plant and equipment, estimates are 
required of the estimated economic lives of the assets and 
of scrap values.

Goodwill impairment test
In the annual goodwill impairment test or in case of any 
indication of an impairment requirement, an assessment is 
made of how the parts of the Group (cash-generating units) 
to which the goodwill relates will be able to generate suf-
ficient cash flows in future to support the value of goodwill 
and other net assets in the relevant part of the Group. 

As a result of the nature of the company’s business, ex-
pected cash flows must be estimated over a period of a 
number of years, which inherently produces some degree of 
uncertainty. This uncertainty is reflected in the discount rate 
applied.

The impairment test of goodwill and the associated particu-
larly sensitive factors and sensitivity analyses are described 
in note 13 to the consolidated financial statements.

Provisions for acquisition of non-controlling interests
In the determination of the fair value of issued put options 
under which the Group assumes an obligation to buy shares 
in subsidiaries held by non-controlling shareholders, Man-
agement makes certain estimates, including of the future fi-
nancial performance of the subsidiaries, the probability that 
the option holders exercise their right to sell and the time of 
exercise. These factors are of material importance to the fair 
value calculation, which is therefore subject to uncertainty. 

Purchase price allocation in business combinations
In connection with allocation of purchase price in business 
combinations, calculations are made of fair value of acquired 
assets and liabilities. As this determination is based on ex-
pected future cash flows related to the assets and liabilities 
acquired, the realisation of such cash flows as anticipated is 
subject to an inherent uncertainty. In accordance with IFRS 
3, the purchase price allocations in business combinations 
may be adjusted for up to 12 months from the date of ac-
quisition.

Note

37 Accounting estimates and judgments
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Income statement for the year ended 31 December

    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

 1 Other operating income  8   4 
 2 Other external costs  (3)   (25) 
 3 Staff costs  (12)   (4) 

  Profit before financials  (7)   (25) 

  Analysed as follows:
  Operating profit before costs from business combinations (7)   (1)
  Costs from business combinations  -   (24)

  PROFIT BEFORE FINANCIALS  (7)   (25) 
 4 Financial income  1   1
 5 Financial expenses  (94)   (54) 

  PROFIT BEFORE TAX  (100)   (78) 
 6 Income taxes  26   14 

  PROFIT FOR THE YEAR  (74)   (64) 

  PROPOSED PROFIT ALLOCATION
  Proposed dividend  -   - 
  Retained earnings  (74)   (64) 

  TOTAL  (74)   (64) 

  DIVIDEND PER SHARE
  Dividend per share  -   - 
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Statement of comprehensive income for the year ended 31 December

    1 Apr 2011 - 
Note DKK million  2012 31 Dec 2011

  Profit for the year  (74)   (64) 

  Value adjustment of interest hedging instruments  (8)   (20) 
 6 Tax on other comprehensive income  2   5 

  Other comprehensive income after tax  (6)   (15) 

  TOTAL COMPREHENSIVE INCOME  (80)   (79) 
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Cash flow statement for the year ended 31 December

    1 Apr 2011 - 
Note DKK million  2012 31 Dec 2011

  Total revenue  8   4 
  Total costs  (15)   (29) 

  Profit before financials  (7)   (25) 
  Change in intercompany balance with Group companies  14   (9) 
  Change in operating assets  1   (1) 
 12 Net financials  (90)   (73) 
 6 Income taxes received  5   14 

  CASH FLOW FROM OPERATING ACTIVITIES  (77)   (94) 

 7 Acquisition of subsidiaries  (86)   (4,351) 

  CASH FLOW FROM INVESTING ACTIVITIES  (86)   (4,351) 

  Capital injection  -   2,246 
  Interest-bearing debt raised  162   2,200 

  CASH FLOW FROM FINANCING ACTIVITIES  162   4,446 

  Change in cash and cash equivalents  (1)   1 

  Cash and cash equivalents at beginning of year  1   - 

  CASH AND CASH EQUIVALENTS AT YEAR-END  -   1 
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Balance sheet as at 31 December

Note DKK million 2012 2011

 Assets

 7 Investment in subsidiary  7,802   7,716 
  Receivables from Group companies  46   42 
 9 Deferred tax assets  1   1 

  TOTAL FINANCIAL ASSETS  7,849   7,759 

  TOTAL NON-CURRENT ASSETS  7,849   7,759 

  Income taxes  26   4 
  Other receivables  -   1 

  Cash  -   1 

  TOTAL CURRENT ASSETS  26   6 

  TOTAL ASSETS  7,875   7,765 
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Balance sheet as at 31 December 

Note DKK million 2012 2011

 Equity and liabilities

 8 Share capital  67   67 
  Hedging reserve  (21)   (15) 
  Retained earnings  5,406   5,480 

  TOTAL EQUITY  5,452   5,532 

 10 Credit institutions  1,986   1,983 
  Payables to Group companies  -   12 

  TOTAL NON-CURRENT DEBT  1,986   1,995 

 10 Credit institutions  358   197 
  Payables to Group companies  6   - 
 11 Other payables  73   41 

  TOTAL CURRENT DEBT  437   238 

  TOTAL EQUITY AND LIABILITIES  7,875   7,765 
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Equity statement

       
  Share Share Hedging Retained 
2012        DKK million   capital premium reserve earnings Total

Equity at 1 January 2012   67   -   (15)   5,480   5,532 

Equity movements in 2012
Value adjustment of interest hedging instruments     (8)    (8) 
Tax on other comprehensive income     2    2 

Other comprehensive income   -   -   (6)   -   (6) 
Profit for the year      (74)   (74) 

Total comprehensive income   -   -   (6)   (74)   (80) 

Total equity movements in 2012   -   -   (6)   (74)   (80) 

TOTAL EQUITY AT 31 DECEMBER 2012   67   -   (21)   5,406   5,452 

2011        DKK million

Equity at 1 April 2011   -   -   -   -   - 

Equity movements in 2011      
Value adjustment of interest hedging instruments     (20)    (20) 
Tax on other comprehensive income     5    5 

Other comprehensive income   -   -   (15)   -   (15) 
Profit for the year      (64)   (64) 

Total comprehensive income   -   -   (15)   (64)   (79) 
Capital injection   67   5,544     5,611 
Transfer to retained earnings    (5,544)    5,544   - 
Issuance of warrants on non-cash contribution of warrants     11   11 
Cancellation of warrants submitted as non-cash contribution     (11)   (11) 

Total transactions with owners   67   -   -   5,544   5,611 

Total equity movements in 2011   67   -   (15)   5,480   5,532 

TOTAL EQUITY AT 31 DECEMBER 2011   67   -   (15)   5,480   5,532 
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    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

1 Other operating income

Management fee from Group companies      8   4 

Total other operating income      8   4 

2 Fees to auditors appointed at the annual general meeting

Audit      (1)   - 

Total fees to Deloitte      (1)   - 

Audit      -   (1) 

Total fees to KPMG      -   (1) 

3 Staff costs

Remuneration to the Executive Management Board     (13)   (4) 
Remuneration to the Board of Directors      (1)   - 

Total remuneration      (14)   (4) 

Other staff costs      (1)   - 

Total      (15)   (4) 
Of which reinvoiced      3   - 

Total staff costs      (12)   (4) 

Number of full-time employees      2   2 

The remuneration to the members of the Executive Management Board for 2011 includes only 
part of the total remuneration, of which variable pay was DKK 0 million. The remaining part was 
paid by Falck A/S.

The members of the Executive Management Board do not receive contributions to pension 
plans.   

The service contracts for the members of the Executive Management Board include severance 
periods which, in case of resignation by an executive, are 6 months and, in case of termination by 
the Company, are 12 months.

4 Financial income

Interest from Group companies      1   1 

Total financial income     1 1
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    1 Apr 2011 - 
Note DKK million 2012 31 Dec 2011

5 Financial expenses

Interest to credit institutions      (92)   (54) 
Other financial expenses      (2)   - 

Total financial expenses      (94)   (54) 

6 Income taxes

Current tax      25   13 
Change in deferred tax for the year      -   1 
Prior-year adjustments      1   - 

Total income taxes      26   14 
Tax on other comprehensive income      2   5 

Total tax      28   19 

Income taxes received      5   14 

Breakdown of tax rate:      
Total income taxes      26   14 

Tax base for the year      (100)   (78) 

Effective tax rate     26.0% 17.4%

Danish tax rate     25.0% 25.0%
Non-deductible costs/(tax-exempt income)     0.0% (7.6%)
Other adjustments including adjustments relating to prior years    1.0% 0.0%

Effective tax rate     26.0% 17.4%

Tax on other comprehensive income      
Tax on value adjustments of interest hedging instruments     2   5 

Total tax on other comprehensive income      2   5 

      2012 2011

7 Investment in subsidiary

Cost at 1 January/1 April      7,716   - 
Additions      86   - 
Acquisition of subsidiary         -   7,716 

Cost at 31 December      7,802   7,716 

Carrying amount at 31 December      7,802   7,716 

Investment in subsidiary represents 100% of the share capital of Falck A/S.
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Note DKK million 2012 2011

8 Share capital

Share capital at 1 January/1 April      67   - 
Capital increase through cash payment      -   67 

Share capital at 31 December      67   67 

The share capital is divided into 66,952,345 shares with a nominal value of DKK 1.00 each. 
The shares are fully paid up and are not divided into classes. 

The company was founded on 1 April 2011 as a private limited company (ApS) with a share capital  
of DKK 80,000. The company was converted into a public limited company (A/S) on 5 July 2011,  
and on that occasion, its share capital was increased by DKK 67 million.

9 Deferred tax

Deferred tax assets at 1 January/1 April      1   - 
Change in deferred tax for the period      -   1 

Deferred tax provisions at 31 December      1   1 

Deferred tax (receivable)      1   1 

Deferred tax assets at 31 December      1   1 

Breakdown of deferred tax:      
Non-current debt and provisions      1   1 

Deferred tax assets at 31 December      1   1 

10 Credit institutions

Non-current liabilities:      
Long-term loans      1,986   1,983 
Current liabilities:      
Short-term loans      358   197 

Total credit institutions      2,344   2,180 

Breakdown by maturity:      
Due within 1 year      358   197 
Due between 1 and 5 years      (12)   (13) 
Due after 5 years      1,998   1,996 

Total      2,344   2,180 

Breakdown by currency:      
DKK      2,344   2,180 

Total      2,344   2,180 
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Note DKK million 2012 2011

10 Credit institutions (continued)

Interest reset periods:      
Within 3 months      2,344   2,180 

Total      2,344   2,180 

The statements set out above do not include liabilities relating to interest for subsequent 
financial periods. See note 32 to the consolidated financial statements for a description of the 
Group's risks and cash resources.      

The effective interest rate has been determined at 4.1% (2011: 4.9%).     

For debt with an interest reset period within 3 months, regular assessments are made of how 
long the interest period should be. As at the balance sheet date, the interest rate in DKK was 
fixed for one month and averaged approximately 3.3% (2011: 4.6%) during the financial year. 

The market value of debt with an interest reset period within 3 months is approximately 
DKK 2,344 million (2011: DKK 2,200 million).

DKK 17 million (2011: DKK 20 million) of capitalised loan costs has been deducted from the 
carrying amount of debt. 

11 Other payables

Fair value of interest rate swap      73   41 

Total other payables      73   41 

      1 Apr 2011 - 
     2012 31 Dec 2011

12 Net financials

Financial income and expenses      (93)   (53) 
Amortisation      3   (20) 

Total net financials      (90)   (73) 

13 Contingent liabilities, contractual obligations and collateral security

Falck Holding A/S is jointly and severally liable for the Group’s overall VAT liability together with other jointly registered Danish com-
panies.

Joint taxation
Falck Holding A/S is taxed jointly with Lundbeckfond Invest A/S in Denmark. From and including 1 July 2012, the company is there-
fore partly jointly and severally liable and partly secondarily liable for any obligations to withhold tax on interest, royalties and 
dividends for the jointly taxed companies. However, the secondary liability will, as a maximum, amount to the proportion of the 
company's capital held directly or indirectly by the ultimate parent company.
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Note DKK million

14 Financial instruments

See note 32 to the consolidated financial statements for a description of the risk exposure and risk management of Falck Holding A/S.

Interest rate risk
The interest rate risk of Falck Holding A/S is mainly affected by the Group's overall financing. Based on the current market situation, 
the Group's Executive Management Board and the Board of Directors have decided to swap 65% of the overall financing of Falck 
Holding A/S to a fixed rate of interest via interest rate swaps that expire in 2014. The rest of the overall financing is based on short-
term interest rates. For this reason, Falck Holding A/S is only to a minor extent sensitive to fluctuations in market interest rates, and 
a fluctuation by 1% would change the interest expense for the year by DKK 7 million (2011: DKK 9 million). Without these hedges, a 
fluctuation by 1% would change the Group's interest expense by DKK 20 million (2011: DKK 22 million). 

The interest rate exposure is hedged by interest rate swaps to the effect that the basic rate of interest of the debt denominated in 
DKK cannot exceed 1.40%.

Falck Holding A/S monitors developments in market interest rates closely in order to be able to react if the market situation changes.

Assumptions regarding sensitivity information
The sensitivity stated has been determined based on the recognised financial assets and liabilities as at 31 December 2012. No ad-
justment has been made for servicing and raising of debt, or the like in 2012. Furthermore, it is assumed that all hedges of floating-
rate loans are deemed to be effective.

Maturity analysis of financial assets and liabilities
Assumptions applied in the maturity analysis
The maturity analysis is based on all undiscounted cash flows, including estimated interest payments. Interest payments are esti-
mated based on current market conditions.

The undiscounted cash flows from derivative financial instruments are presented gross, unless the parties have a contractual right/
obligation to settle net.

   Due   Contrac- 
  Due between Due  tual Total 
  within 1 and 5  after 5 cash carrying Market 
Contractual cash flows including interest 2012 1 year years years flows amount value
      
Financial assets:      
Receivables from Group companies  -   46   -   46   46  46

Loans and receivables  -   46   -   46   46  46

Total financial assets  -   46   -   46   46  46

Financial liabilities:      
Credit institutions  421   270   2,044   2,735   2,344   2,344

Financial liabilities measured at amortised cost 421   270   2,044   2,735    2,344    2,344

Derivative financial instruments to hedge  
future cash flows  -   73   -   73   73   73

Financial liabilities used as hedging instruments  -   73   -   73   73 73

Total financial liabilities  421   343   2,044   2,808   2,417   2,417 
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Note DKK million 

14 Financial instruments (continued)

   Due   Contrac- 
  Due between Due  tual Total 
  within 1 and 5  after 5 cash carrying Market 
Contractual cash flows including interest 2011 1 year years years flows amount value

Financial assets:      
Receivables from Group companies  21   21   -   42   42   42 
Other receivables  1   -   -   1   1   1 
Cash and cash equivalents  1   -   -   1   1   1 

Loans and receivables  23   21   -   44   44   44 

Total financial assets  23   21   -   44   44   44 

Financial liabilities:      
Credit institutions  285   329   2,137   2,751   2,180   2,180 
Payables to Group companies  -   12   -   12   12   12 

Financial liabilities measured at amortised cost  285   341   2,137   2,763   2,192   2,192 

Derivative financial instruments to hedge  
future cash flows  -   41   -   41   41   41 

Financial liabilities used as hedging instruments  -   41   -   41   41   41 

Total financial liabilities  285   382   2,137   2,804   2,233   2,233 

Hedging and derivative financial instruments
The fair value of the effective part of the outstanding foreign exchange contracts as at 31 December used as hedging instruments 
and qualifying for hedge accounting in respect of future transactions is recognised directly in equity until the hedged transactions 
are recognised in the income statement.

Interest rate swaps:   Bought  Sold to subsidiaries

  2012 2012

    Hedged  Market Hedged Market 
   value  value value value
      
USD interest rate swap (fixed rate 0.55%) expires in 2014   424   (2)   424   2 
DKK interest rate swap (fixed rate 1.40%) expires in 2014   2,300   (47)   1,000   20 
EUR interest rate swap (fixed rate 1.17%) expires in 2014   1,492   (24)   1,492   24 

      (73)    46 
Of which recognised in income statement     -    - 

For future recognition     (73)    46 
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Note DKK million 

14 Financial instruments (continued)

Interest rate swaps:   Bought  Sold to subsidiaries

  2011 2011

    Hedged  Market Hedged Market 
   value  value value value
      
USD interest rate swap (fixed rate 0.55%) expires in 2014   431   -   431   - 
DKK interest rate swap (fixed rate 1.40%) expires in 2014   2,300   (38)   1,000   18 
EUR interest rate swap (fixed rate 1.17%) expires in 2014   1,487   (3)   1,487   3 

      (41)    21 
Of which recognised in income statement     -    - 

For future recognition     (41)    21 

The market value is recognised in other payables and receivables from Group companies.

Methods and assumptions for the determination of fair values
Interest rate swaps are valued using generally accepted valuation techniques based on relevant observable swap curves and ex-
change rates.

   2012

   Quoted  Non- 
   market Observable observable 
Fair value hierarchy for financial instruments    prices input input  
measured at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total

Financial assets
Derivative financial instruments to hedge future cash flows   -   46   -   46 

Total financial assets    -   46   -   46 

Financial liabilities
Derivative financial instruments to hedge future cash flows   -   73   -   73 

Total financial liabilities    -   73   -   73 

   2011

   Quoted  Non- 
   market Observable observable 
Fair value hierarchy for financial instruments    prices input input  
measured at fair value in the balance sheet   (Level 1) (Level 2) (Level 3) Total

Financial assets
Derivative financial instruments to hedge future cash flows   -   21   -   21 

Total financial assets    -   21   -   21 

Financial liabilities
Derivative financial instruments to hedge future cash flows   -   41   -   41 

Total financial liabilities    -   41   -   41 
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Note DKK million 2012 2011

15 Related parties

As parent company, Falck Holding A/S has a controlling interest in the Group. 

Falck Holding A/S has registered the following shareholders who hold 5% or more  
of the share capital:

Lundbeckfond Invest A/S, Hellerup      57.4% 57.4%
KIRKBI Invest A/S, Billund     20.0% 20.0%
Liberatio A/S, Copenhagen (owned by the members of the Executive Management Board)  10.3% 10.3%

Trading with these related parties has been as follows:

Purchase of services      -   2 
Management fee paid      8   4 
Management fee received      2   1 

In addition, Falck Holding A/S paid tax on account of DKK 98 million in 2012 (2011: DKK 39 
 million). Falck Holding A/S received reimbursement of residual tax of DKK 20 million,  including 
payment of interest of DKK 2 million (2011: DKK 0 million).

Management
Related parties in Falck Holding A/S with significant influence include the Group's  Executive 
 Management Board and Board of Directors and their close relatives. Related parties also 
 comprise companies in which these individuals have material interests.

Trading with Management was as follows:

Warrant programme, Executive Management Board,  
as described in note 5 to the consolidated financial statements     -   11 

Falck Holding A/S had no additional transactions with the members of the Executive 
 Management Board, Board of Directors or other persons with significant influence other  
than the remuneration paid to the Management, stated in note 5 to the consolidated financial 
 statements. 

Associates
The related parties of Falck Holding A/S also include associates in which the company has 
 significant influence. See "Legal entities" for a list of associates.

Receivables from associates appear from the balance sheet, and interest thereon for the  
financial year amounted to DKK 1 million (2011: DKK 1 million).

16 Events after the balance sheet date

No events have occurred after the balance sheet date that have a material impact on the financial position of the parent company.
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The parent company's financial statements are presented in 
accordance with International Financial Reporting Standards 
(IFRS) as adopted by the EU and additional Danish disclosure 
requirements for annual reports for accounting class C large, 
cf. the IFRS Order issued pursuant to the Danish Companies 
Act. The annual report also complies with the International 
Financial Reporting Standards issued by the International 
Accounting Standards Board (IASB). 

IMPLEMENTATION OF NEW FNANCIAL REPORTING 
REGULATIONS 
See note 36 to the consolidated financial statements for a 
description. 

ACCOUNTING POLICIES
The parent company basically applies the same accounting 
policies for recognition and measurement as the Group. The 
accounting policies applied by the parent company deviate 
from the accounting policies set out in note 36 to the conso-
lidated financial statements in the following respects:

FOREIGN CURRENCY TRANSLATION
Foreign exchange adjustment of balances that are consi-
dered as part of the overall net investment in enterprises 
with functional currencies other than Danish kroner are 
recognised in the parent company's financial statements in 
the income statement under financials. Similarly, exchange 
gains and losses on the part of loans and derivative financial 
instruments effectively hedging the net investment in such 
enterprises are recognised directly in the income statement 
under financials.

REVENUE
Distributions of retained earnings in subsidiaries are re-
cognised as income in the income statement of the parent 
company in the year in which the dividend is declared. An 
impairment test is made if more than the comprehensive 
income of a subsidiary is distributed.

INVESTMENTS IN SUBSIDIARIES
Investments in subsidiaries are measured at cost in the 
parent company financial statements. Cost includes the 
consideration at fair value plus direct acquisition costs. 

If there is an indication of impairment, an impairment test is 
performed as described in the accounting policies applying 
to the consolidated financial statements. Where the carrying 
amount exceeds the recoverable amount, the investments 
are written down to this lower value. 

In the event of distribution of other reserves than retained 
earnings in a subsidiary, such distribution will be deducted 
from the acquisition price, if the distribution is in the nature 
of repayment of the parent company's investment.

Note

17 Accounting policies



110 Falck Annual Report 2012 | Group

Management’s statement

The Board of Directors and the Executive Management Board today considered and approved the annual report of Falck Holding 
A/S for 2012.

The annual report has been prepared in accordance with the International Financial Reporting Standards (IFRS) as adopted by 
the EU and additional Danish disclosure requirements for annual reports. In our opinion, the accounting policies applied are ap-
propriate, and the Group’s and the parent company’s financial statements give a true and fair view of the Group’s and the pa-
rent company’s assets, liabilities and financial position as at 31 December 2012 and of the results of the Group’s and the parent 
company’s operations and cash flows for the financial period 1 January – 31 December 2012.

Furthermore, in our opinion, the Management’s review includes a fair review of developments in the operations and financial 
position of the Group and the parent company, the financial results for the year and the Group’s and the parent company’s financial 
position.

We recommend the annual report to be approved by the shareholders at the annual general meeting.

Copenhagen, 14 March 2013

Executive Management Board:

Allan Søgaard Larsen Morten R. Pedersen 
President and CEO Deputy CEO 

Board of Directors:

Lars Nørby Johansen Thorleif Krarup Steen Hemmingsen
Chairman Deputy Chairman 

Søren Thorup Sørensen Johannes Due  Henrik Poulsen
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To the shareholders of Falck Holding A/S

Report on the consolidated financial statements and parent financial statements
We have audited the consolidated financial statements and parent financial statements of Falck Holding A/S for the financial year 1 
January – 31 December 2012, which comprise the income statement, statement of comprehensive income, balance sheet, state-
ment of changes in equity, cash flow statement and notes, including the accounting policies, for the Group as well as the Parent. 
The consolidated financial statements and parent financial statements have been prepared in accordance with International Finan-
cial Reporting Standards as adopted by the EU and disclosure requirements of the Danish Financial Statements Act.

Management's responsibility for the consolidated financial statements and parent financial statements
Management is responsible for the preparation of consolidated financial statements and parent financial statements that give a 
true and fair view in accordance with International Financial Reporting Standards as adopted by the EU and disclosure requirements 
of the Danish Financial Statements Act and for such internal control as Management determines is necessary to enable the prepa-
ration of consolidated financial statements and parent financial statements that are free from material misstatement, whether due 
to fraud or error.

Auditor's responsibility
Our responsibility is to express an opinion on the consolidated financial statements and parent financial statements based on our 
audit. We conducted our audit in accordance with International Standards on Auditing and additional requirements under Danish 
audit regulation. This requires that we comply with ethical requirements and plan and perform the audit to obtain reasonable as-
surance about whether the consolidated financial statements and parent financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial 
statements and parent financial statements. The procedures selected depend on the auditor's judgement, including the assess-
ment of the risks of material misstatements of the consolidated financial statements and parent financial statements, whether due 
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's preparation of 
consolidated financial statements and parent financial statements that give a true and fair view in order to design audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's 
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of ac-
counting estimates made by Management, as well as the overall presentation of the consolidated financial statements and parent 
financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and parent financial statements give a true and fair view of the Group’s and 
the Parent’s financial position at 31 December 2012, and of the results of their operations and cash flows for the financial year 1 
January – 31 December 2012 in accordance with International Financial Reporting Standards as adopted by the EU and disclosure 
requirements of the Danish Financial Statements Act.

Statement on the management commentary
Pursuant to the Danish Financial Statements Act, we have read the management commentary. We have not per-formed any further 
procedures in addition to the audit of the consolidated financial statements and parent financial statements.

On this basis, it is our opinion that the information provided in the management commentary is consistent with the consolidated 
financial statements and parent financial statements. 

Copenhagen, 14 March 2013 

Deloitte
Statsautoriseret Revisionspartnerselskab

Kirsten Aaskov Mikkelsen Anders Dons
State Authorised Public Accountant State Authorised Public Accountant

Independent auditor's report
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Board of Directors, Executive Management Board and auditors

Steen Hemmingsen, born 1945
Member of the boards of directors of: 
• H.J. Hansen Holding A/S (chairman)
• H.J. Hansen Genvindingsindustri A/S (chairman)
• Vestjysk Bank A/S (chairman)
• Obel-LFI Ejendomme A/S (deputy chairman)
• The EAC Foundation

Søren Thorup Sørensen, born 1965
CEO of KIRKBI A/S and KIRKBI Invest A/S

Member of the boards of directors of: 
• K & C Holding (chairman)
• KIRKBI Anlæg A/S (formand)
• KIRKBI AG (deputy chairman)
• INTERLEGO AG (deputy chairman)
• LEGO A/S
• LEGO Juris A/S
• KIRKBI Invest A/S
• KIRKBI Real Estates Investment A/S
• Boston Holding A/S
• Topdanmark A/S and Topdanmark Forsikring A/S
• TDC A/S
• Koldingvej 2, Billund A/S
• Merlin Entertainments Group 

BOARD OF DIRECTORS

Lars Nørby Johansen, born 1949
Chairman

Member of the boards of directors of:
• William Demant Holding A/S (chairman)
• The Danish Growth Council (chairman)
• Dansk Vækstkapital (chairman)
• University of Southern Denmark (chairman)
• Codan A/S and Codan Forsikring A/S
•  The Danish Foundation for Entrepreneurship  

- Young Enterprise (chairman)
• DONG Energy A/S (deputy chairman)
• The Rockwool Foundation (deputy chairman)
• Index Award A/S
• Arp-Hansen Hotel Group A/S

Thorleif Krarup, born 1952
Deputy Chairman

Member of the boards of directors of: 
• Exiqon A/S (chairman)
• ALK-Abelló A/S 
• H. Lundbeck A/S 
• Lundbeckfond Invest A/S 
• The Lundbeck Foundation
• Bisca A/S
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Johannes Due, born 1949 
Member of the boards of directors of: 
•  The Fund for Better Working Environment and  

Labour Retention (chairman)
•  KADK (The Royal Danish Academy of Fine Arts Schools of 

Architecture, Design and Conservation) (chairman)
•  The Bikuben Foundation and the Foundation for Bikuben 

Student Residence Halls (deputy chairman)
• LB Forsikring A/S
• Member of the Advisory Board of Danske Bank A/S

Henrik Poulsen, born 1967
CEO of DONG Energy A/S

Member of the boards of directors of: 
• Chr. Hansen Holding A/S
• The Denmark-America Foundation
• Member of the Advisory Board of Danske Bank A/S

EXECUTIVE MANAGEMENT BOARD

Allan Søgaard Larsen, born 1956
President and CEO

Member of the boards of directors of: 
• PensionDanmark Holding A/S
• Ambu A/S
• The Central Board of the Confederation of Danish Industry

Morten R. Pedersen, born 1968
Deputy CEO

AUDITORS APPOINTED BY THE GENERAL MEETING

Deloitte Statsautoriseret Revisionspartnerselskab
Weidekampsgade 6
DK-2300 Copenhagen S
by/Kirsten Aaskov Mikkelsen and Anders Dons 
State Authorised Public Accountants
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Falck Holding A/S
Polititorvet 
DK-1780 Copenhagen V
Denmark

Tel.: +45 7033 3311

www.falck.com
www.falck.dk

CVR no. 33597045

Company information
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Legal entities in the Falck Group as at 31 December

Falck Holding A/S       Denmark 
 Falck A/S        Denmark 100%
  Falck Danmark A/S     Denmark 100%
   Falck Health Care Holding A/S Denmark 100%
    Falck Health Care A/S  Denmark 100%
     Falck CARE4 A/S  Denmark 75%
     PreviaSundhed A/S  Denmark 100%
   ActivCare A/S     Denmark 100%
    ActivCare Privat A/S   Denmark 100%
   Ulfab Danmark A/S    Denmark 100%
    Vikteam A/S     Denmark 80%
   Falck Hjælpemidler A/S   Denmark 92%
   Falck JobService A/S   Denmark 85%
   North Securities A/S (2)   Denmark 49%
   Falck Norge Holding AS   Norway 100%
    Falck Redning AS   Norway 100%
    Falck Emergency AS   Norway 100%
     Falck Ambulanse AS  Norway 100%
    Falck Norge Leasing AS  Norway 100%
    Falck Health Care Norge AS Norway 100%
    Falck Sevices AS    Norway 100%
    Falck Nutec Holding A/S  Denmark 100%
     Falck Nutec Esbjerg A/S Denmark 100%
     Falck Nutec Management A/S Denmark 100%
     Falck Global Safety B.V. The Netherlands 100%
      Falck Nutec AS  Norway 100%
      Falck Nutec Ltd.  UK 100%
       Nutec Centre for Safety Ltd. (1) UK 100%
       Falck Onsite Limited UK 100%
       Onsite Training Services Limited. (1) UK 100%
      Falck Nutec Trinidad and Tobago Limited Trinidad & Tobago 80%
      Nutec UK Ltd.  UK 100%
      Nutec Belgium Holding BVBA (1) Belgium 100%
       Nutec Belgium BVBA (1) Belgium 100%
      Falck Nutec B.V.  The Netherlands 100%
       Marinesafety International Rotterdam B.V. The Netherlands 100%
      MSTS Asia Sdn. Bhd. Malaysia 70%
       Risktec (M) Sdn. Bhd.  Malaysia   1 0%
       Falck Bestari Healthcare Sdn Bhd Malaysia 82%
       MSTS Asia (S'pore) Pte. Ltd. Singapore 100%
      Karma Jaya Sdn. Bhd Malaysia 70%
      Falck BHV Operations B.V. The Netherlands 100%
      Falck Safety Services Nigeria Limited Nigeria 51%
      Falck Prime Atlantic Limited Nigeria 51%
      Falck Caspian Safe LLC Azerbaijan 65%
     Falck Nutec Brasil Participacoes Ltda Brazil 100%
      Falck Nutec Brasil Treinamentos em Segurança Marítima Ltda Brazil 100%
     Southfield Ltd   Thailand 50%
      Falck Nutec (Thailand) Ltd Thailand 65%
     Falck USA Holdings, Inc USA 100%
      Falck Alford Holdings, Inc USA 80%
       Alford Services, Inc USA 100%
       Alford Safety Services, Inc USA 100%
        Alford Safety & Compliance, LLC USA 100%
        Haztec Services - West Indies, LLC USA 100%
         Haztec Services St. Lucia Ltd St. Lucia 100%
          Haztec Services Trinidad Limited Trinidad & Tobago 100%
       Occupational Safety Training, Inc. USA 100%

Company name        Country Equity interest
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Legal entities in the Falck Group as at 31 December

     Falck Alford International BV The Netherlands 100%
      Falck Holding de México, S.A. de C.V. Mexico 100%
       Falck Safety Services de México, S.A.P.I. de C.V. Mexico 100%
     Falck Nutec Vietnam Limited Vietnam 88%
     Falck Safety Services LLC UAE 49%
   Falck Investment Norge AS  Norway 100%
    Falck Followit Norge AS  Norway 100%
   Falck Sverige Holding AB  Sweden 100%
    Falck Investment Sverige AB Sweden 100%
     Falck Räddningskär AB Sweden 100%
     Falck Forsäkrings AB Sweden 100%
     Falck TravelCare AB  Sweden 100%
     Falck Ambulans AB  Sweden 95%
      Falck Räddningstjänst AB Sweden 100%
      Falck Services AB Sweden 100%
      Svensk Sjöambulans AB (2) Sweden 50%
      Falck Ensihoito Oy Finland 100%
     Falck Sverige AB  Sweden 100%
     S Reg Holding A/S  Denmark 100%
      S Reg AB   Sweden 100%
       S Reg Service AB Sweden 100%
       S Reg A/S  Denmark 100%
       S Reg Oy  Finland 100%
       S Reg AS  Norway 100%
    Falck Health Care Sverige Holding AB Sweden 100%
     Falck AM Health Care AB Sweden 100%
      Falck Aktiv Arbetsmedicin AB Sweden  100%
       Falck Healthcare AB Sweden 100%
    Falck USA, Inc.    USA 100%
     FCA Corp.    USA 87%
      Care Ambulance Service, Inc.  USA 100%
     Falck EMS Corp.   USA 96%
      Lifestar Response Corporation, Inc. USA 100%
       Lifestar Response of Alabama, Inc. USA 100%
       Medibus, Inc. USA 100%
        STAT Equipment Corp. USA 100%
         STAT EMS, LLC USA 51%
        Bi-County Ambulance & Ambulette Transport Services Corp. USA 100%
       Lifestar Response of New Jersey, Inc. USA 100%
       Lifestar Response of Maryland, Inc. USA 100%
       Access Transport Services Holding, Inc. USA 100%
        Access on Time Language Services LLC USA 100%
       Home Care Equipment, Inc. USA 100%
        Robinson's Ambulance & Oxygen Service, Inc. USA 100%
     Falck Southeast Corp. USA 96%
      Cape Cod Medica Enterprises, Inc USA 100%
      American Ambulance, Inc. USA 100%
     Falck Southeast II Corp. USA 96%
     Falck Northern California Corp. USA 100%
     Falck Northwest Corp. USA 100%
   Falck Investments Finland Oy Ab Finland 100%
    Falck Oy     Finland 100%
     Falck Autoabi OÜ  Estonia 100%
   Falck Benelux NV    Belgium 93%
   Falck Investments NV   Belgium 80%
    Falck Medical Services LLC UAE 49%
   Falck Eurasia B.V.    The Netherlands 95%

Company name        Country Equity interest
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Legal entities in the Falck Group as at 31 December

    Beijing Falck Rescue Consulting Services Co., Ltd China 100%
    Falck Kazakhstan LLP  Kazakhstan 100%
     Open Clinic LLP   Kazakhstan 80%
    Falck Fire Services Rus LLC Russia 100%
    Falck Medical Vladivostok LLC Russia 100%
   Falck Foundation VZW   Belgium 100%
   Falck Medycyna Sp.z o.o.  Poland 100%
    Starowka sp zo.o   Poland 76%
   Falck SK a.s.      Slovakia 93%
    Falck Emergency AS   Slovakia 51%
     Falck Záchranná a.s.  Slovakia 100%
      Falck Academy s.r.o. Slovakia 100%
     Falck Healthcare a.s. Slovakia 100%
      Falck Pharma s.r.o. Slovakia 100%
     Falck Fire Services a.s. Slovakia 100%
   Falck CZ a.s.      Czech Republic 93%
   Falck SCI, S.A.     Spain 65%
   Falck Emergency Spain, S.L.  Spain 65%
    Falck VL Servicios Sanitarios, S.L. Spain 75%
   Falck France SAS    France 100%
   Falck Holding B.V.    The Netherlands 100%
    Falck B.V.     The Netherlands 100%
     Falck AVD B.V.   The Netherlands 100%
      AVD-ICT B.V.  The Netherlands 100%
     Safety Center Zuid Holland B.V. The Netherlands 100%
      Safety Center Colleage c.v. The Netherlands 51%
      Safety Center Zuid Holland c.v. The Netherlands 52%
     Safe Building B.V.  The Netherlands 100%
     Falck BHV B.V.   The Netherlands 100%
     AVD Consultancy N.V.  Belgium 100%
    Falck Brasil AVD Participações Ltda. Brazil 100%
     Falck Brasil Plano de Saúde Ltda. Brazil 100%
      Falck Brasil 747 Participações Ltda. Brazil 100%
    Falck Brasil FF Participações  Ltda.  Brazil 100%
    Falck Panama Holding S.A. Panama 100%
     EMI Holdings Management S.A. Panama 63%
      EMI Foreign Holdings 1 S.A. Panama 100%
      EMI Foreign Holdings 2 S.A. Panama 100%
      EMI Foreign Holdings 3 S.A. Panama 100%
      EMI Foreign Holdings 4 S.A. Panama 100%
      Falck Fire & Safety do Brasil S.A. Brazil 65%
       Empresa de Medicina Prepagada  

- Servicio de Ambulancia Prepagada - Grupo EMI S.A. Colombia 100%
       EMI El Salvador S.A. de C.V. El Salvador 100%
       Inversiones EMI Worldwide S.A. Panama 100%
         EMI Panama S.A. Panama 100%
         EMI Ecuador S.A.- Emergencia Medica Integral Ecuador 100%
       Perses S.A.  Uruguay 100%
        Portovenus S.A. Uruguay 16%
        EMI Venezuela Holding S.A. Panama 100%
         Emergencia Medica Integral EMI Centro S.A. Venezuela 100%
      Centro Medico Integral CEMICA S.A. Venezuela 100%

Company name        Country Equity interest
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Legal entities in the Falck Group as at 31 December

      Panamedical Health Systems S.A. Panama 100%
       Solution Services International Inc. Panama 100%
       Scandinavian Worldwide Capital Corp. Panama 100%
       Rheades Business Inc. Panama 100%
       Right Connection Services Corp. Panama 100%
       Servicio Emergencias Regional SER S.A.  Colombia 100%
      Falck Chile Holding S.A.  Chile 100%
       Falck Aprem S.A. Chile 80%
         Falck Aprem Consultores en Prevención de Riesgos y 

Medio Ambiente Limitada  Chile 100%
        Falck Aprem Aserorías Prevención de Riesgos Limitida  Chile 100%
   Falck Rettungsdienst GmbH  Germany 100%
    Kranken-Transport Herzig GmbH Germany 100%
     KS-Medi-Service GmbH Germany 100%
   Falck Österreich GmbH   Austria 100%
   Falck Yardim Hizmetleri Limited Şirketi Turkey 95%
   Falck UK Limited    UK 100%
    Falck EMS UK Limited  UK 100%
    Falck Emergency Services UK Ltd. UK 100%
   Falck India Limited    UK 93%
    Falck Services Limited   Mauritius 100%
     Falck India Pvt. Ltd. (India)  India 100%
     Falck Services Pvt Ltd. (India)  India 100%
   Falck Fire Services S.R.L   Romania 93%
   Falck South Africa Holding (PTY) LTD South Africa 100%
   Med1 (Private) Limited   Sri Lanka 50%
   Falck Treasury A/S    Denmark 100%
   Falck Asset Management 9 A/S Denmark 100%
   Falck DRF Luftambulance A/S Denmark 51%
    Falck Air AB     Sweden 100%
   A C Trafik A/S     Denmark 100%
   KPC Ejendomme af 6. juni 2002 A/S (2) Denmark 25%

Company name        Country Equity interest

(1) The company is at present without activity (dormant)
(2) Associated company
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Definitions of ratios

The ratios are basically calculated on the basis of the annual 
report and the Group’s accounting policies. The Falck Group cal-
culates a number of ratios on the basis of the financial-highlight 
figures in “Financial highlights and key ratios” on page 3. The 
definitions of those ratios are stated below. 

Organic growth
Growth in external revenue in local currency relative to the 
preceding year adjusted for:

•  Acquisitions: Revenue relating to acquired entities or ope-
rations generated in the current year is not included. For 
entities or operations acquired in the preceding year, revenue 
generated in the current year is only included from the time 
when revenue is recognised in the comparative period for the 
preceding year.

•  Divestments: Revenue from the preceding year relating to 
entities or operations divested in the preceding year is not 
included. For entities or operations divested in the current 
year, revenue from the preceding year is only recognised for 
the comparative period of the current year.

•  Contracts: Material contracts entered into before or during 
the year after the acquisitions, where Falck has had a material 
impact on the contract in question, are recognised in revenue 
and considered organic growth. Any material isolated operati-
ons which Falck terminates or public-sector customers' insour-
cing of tasks without invitations for tender are considered 
divestments.

•  Redefinition of segments: Revenue related to entities that 
are redefined to another segment are accounted for as acqui-
sitions and divestments, as the case may be, in the respective 
business segments.

EBITA margin 
Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) as a percentage of 
revenue.

Effective tax rate
Tax charged in respect of the financial year as a percentage of 
profit before tax.

Net capital investments
Investments in land and buildings, operating equipment and 
other intangible assets less land and buildings, operating equip-
ment and intangible assets sold.

Equity ratio
Total equity at year-end as a percentage of equity and liabilities 
at year-end.

Return on equity
Profit for the year attributable to Falck as a percentage of ave-
rage equity excluding non-controlling interests.

Net operating assets
Net operating assets excluding goodwill defined as trade recei-
vables and other current operating assets plus property, plant 
and equipment and intangible assets (excluding goodwill), less 
trade payables, other payables and other operating liabilities. 

Net interest-bearing debt to EBITDA
Net interest-bearing debt and purchase consideration payable 
divided by EBITDA. EBITDA has been normalised for the full-
year effect of acquisitions made during the period.

Free cash flow
Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) adjusted for non-
cash operating items and change in net operating assets. 

Cash conversion rate
Free cash flow as a percentage of operating profit before costs 
and amortisation from business combinations and exceptional 
items (EBITA). The rate of operating profit before costs and 
amortisation from business combinations and exceptional items 
(EBITA) to the free cash flow (cash conversion rate) shows the 
Group’s ability to generate cash flows from operating activities 
after investments in intangible assets and property, plant and 
equipment and cash that must be tied up in working capital in 
order to generate growth.

Earnings per share (EPS)
Earnings attributable to the parent company’s shareholders per 
average number of outstanding shares.

Diluted earnings per share (DEPS)
Diluted earnings attributable to the parent company’s sharehol-
ders per diluted average number of outstanding shares.

Normalised profit after tax
Profit for the year less costs and amortisation from business 
combinations and exceptional items and tax thereon.
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Spain
Emergency
627 employees

Estonia
Assistance
20 employees

Finland
Emergency
Assistance
125 employees

Turkey
Emergency
3 employees

Azerbaijan
Safety Services
16 employees

Thailand
Safety Services
12 employees

Vietnam
Safety Services
8 employees

China
Assistance
3 employees

Kazakhstan
Emergency
317 employees

Angola
Emergency
Safety Services
1 employee

Switzerland
Emergency
2 employees

Italy
Emergency
2 employees

Nigeria
Safety Services
130 employees

France
Emergency
2 employees

Qatar
Safety Services
2 employees

United Arab
Emirates
Safety Services
27 employees

India
Emergency
134 employees

Singapore
Safety Services
10 employees

Malaysia
Safety Services
82 employees

Slovakia
Emergency
2,379 employees

Australia
Emergency
110 employees

Papua  
New Guinea
Emergency
6 employees

Poland
Emergency
3,426 employees

Romania
Emergency
225 employees

Falck worldwide

Falck on  
6 continents

United Kingdom
Emergency
Safety Services
138 employees

Germany
Emergency
Safety Services
1,609 employees

Belgium
Emergency
405 employees

Netherlands
Emergency
Safety Services
294 employees

Denmark
Emergency
Assistance
Healthcare
Safety Services
10,912 employees

Norway
Emergency
Assistance
Healthcare
Safety Services
423 employees

Sweden
Emergency
Assistance
Healthcare
1,740 employees

Brazil
Emergency
Safety Services
168 employees

Chile
Emergency
51 employees

Uruguay
Emergency
1,113 employees

Trinidad
Safety Services
51 employees

Venezuela
Emergency
415 employees

Colombia
Emergency
1,739 employees

Ecuador
Emergency
120 employees

Panama
Emergency
126 employees

El Salvador
Emergency
89 employees

USA
Emergency
Assistance
Safety Services
4,905 employees

Mexico
Safety Services
7 employees

Canada
Safety Services
24 employees



19
In 19 countries, Falck teaches especially offshore staff to 
mind their own safety as well as the safety of their col-
leagues.

Safety Services

159,000
Falck’s healthcare staffing businesses provided 159,000 shift 
hours in 2013, up from 145,000 a year earlier.

Healthcare

1,800,000
In the Nordic countries and Estonia, 1.8 million people subscribe 
to Falck assistance services, mainly for their vehicles and homes.

Assistance

2,200
The fleet of ambulances operated by Falck grew to 2,200 
vehicles in 2013.

Revenue by geographical area

 Denmark, 46.6%

 Nordic region, 16.4%

 Europe, 13.3%

 North America, 15.0%

 Latin America, 6.7%

 Rest of the world, 2.0%

Emergency

Revenue by business area

 Emergency, 56.7%

 Assistance, 24.0%

 Healthcare, 9.5%

 Safety Services, 9.8%
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Key figures and financial ratios

Revenue
DKK million %  
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Cash conversion rate and free cash flow
DKK million %
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EBITA and EBITA margin
DKK million % 
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Operating assets and liabilities
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Revenue, EBITA, EBITA margin and organic growth by business area – Falck Holding A/S 

 Revenue EBITA EBITA margin (%) Organic growth(1)

DKK million   % of total 2013 2012 2013 2012 2013 2012 2013 2012

Emergency   64.4 8,077 7,515 478  459 5.9  6.1  7.7  10,7
Assistance   23.0 2,885 2,815 307  333 10.6  11.8  4.1  2,0
Healthcare   9.6 1,206 1,012 112  94 9.3  9.3  13.6  1,4
Safety Services   10.5 1,316 1,164 215  197 16.3  16.9  11.3  11,6
Eliminations   -7.5 -950 -1,002      
group total   100.0 12,534 11,504 1,112  1,083 8.9  9.4  7.7  7,6

(1) Organic growth is calculated based on pro forma figures for 2011. The ratio is an expression of external revenue growth in local currencies adjusted for acquisitions and 
divestments, as described on page 119.    
    
   

 Revenue, pro forma   Revenue growth 
 Revenue, Falck Holding A/S  Organic growth

 EBITDA, pro forma    
 EBITDA, Falck Holding A/S

 Normalised profit, pro forma    
 Normalised profit, Falck Holding A/S

 Free cash flow, pro forma     Cash conversion rate 
 Free cash flow, Falck Holding A/S

 EBITA, pro forma     EBITA margin 
 EBITA, Falck Holding A/S

 Operating assets, 2009 and 2010 are pro forma   
 Operating liabilities, 2009 and 2010 are pro forma
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The Group focuses on a number of key figures and ratios which are not all derived directly from the income statement, cash flow statement 
and balance sheet. Theese key figures and ratios are shown below. 
 
KEY FIGURES      DKK million    2013  2012  2011*

 
INCOME STATEMENT 

Profit before financials   562   508   229 
Financials etc.   -313   -312   -171 

Profit before tax     249    196    58 
Income taxes   -44   -77   -43 

Profit for the year     205    119    15 
Amortisation of intangible assets and costs from business combinations    550   551   293 
Exceptional items   -     24   -   
Debt restructuring costs   -     -     15 
Tax on normalisation items and changed tax rate   -187   -135   -64 

Normalised profit after tax     568    559    259 

 
CASH FLOW STATEMENT 

EBITA   1,112   1,083   522 
Amortisation, depreciation and impairment   390   349   186 

EBITDA   1,502   1,432   708 
Change in working capital including operating provisions   -15   6   94 
Investments in intangible assets and property, plant and equipment   -530   -529   -190 
Sales of non-current assets   26   57   5 

Free cash flow     983    966    617 
Free cash flow after exceptional items, interest and tax     452    411    304 
Investments in acquisitions     -729    -639    -3,470 
Capital injection, dividends paid and changes in interest-bearing debt     260    239    4,224 

Change in cash and cash equivalents     -17    11    1,058 

 
BALANCE SHEET 

Current assets excluding cash and cash equivalent, etc.   2,000   1,792   1,590 
Liabilities excluding credit institutions, income taxes, etc.   -3,142   -3,042   -2,851 
Operating provisions   -77   -45   -54 
Non-current assets excluding goodwill   2,105   1,950   1,746 

Net operating assets excluding goodwill     886    655    431 
Goodwill   9,971   9,554   9,083 
Intangible assets from acquisitions   2,261   2,634   3,005 
Income taxes    -21   -1   -47 

Net operating assets including goodwill     13,097    12,842    12,472 

 
Equity attributable to Falck Holding A/S   5,393   5,512   5,606 
Non-controlling interests   62   77   74 

Total equity     5,455    5,589    5,680 
Net interest-bearing debt   6,215   5,755   5,437 
Provisions for deferred tax   591   791   876 
Non-operating assets and liabilities   836   707   479 

Financing     13,097    12,842    12,472 

 
KEY RATIOS 

Cash flow from operating activities DKK million  865   820   395 
Total assets DKK million  17,681   17,179   16,734 
Equity ratio %  30.9   32.5   33.9 
Return on equity %  3.6   1.9   0.3 
Return on equity excl. exceptional items %  3.6   2.2   0.3 
Net interest-bearing debt to EBITDA, normalised Factor  4.06   3.94   4.14 
Number of employees Number  32,009   28,005   25,262 

* Comparative figures for 2011 include the period 1 April til 31 December. 
In the Group, cash flows are divided into free cash flow, investments in acquisitions, dividends paid, repayments and change in interest-bearing 
debt. The free cash flow is net of investment in property, plant and equipment as the Group invests in vehicles, infrastructure and similar assets 
as part of ordinary operations. Thus, the free cash flow reflects the amount available for acquisitions and repayments on debt. 
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The heritage of Sophus Falck

On 3 October 1884, a young man named Sophus Falck passed 
by Christiansborg Palace in Copenhagen, Denmark, by chance, 
when the palace was on fire. He immediately joined the 
fire-fighting effort, but was deeply affected by the chaotic 
and unstructured relief work which contributed to the loss 
of irreplaceable valuables. Twenty-two years later, in 1906, 
Sophus Falck opened his rescue station in Copenhagen, ready 
to respond quickly to emergency situations and provide an 
organised response to save lives and property.

Now, more than 100 years later, this young man’s organisation, 
Falck, operates in most parts of the world. In 43 countries on six 
continents, more than 32,000 employees are a living manifesta-
tion of Sophus Falck’s vision of providing relief and preventing 
and alleviating the effects of accidents and illness. 

The spirit from 1906 was still alive in 2013, which was yet 
another year when Falck’s services were in great demand. In-
numerable people worldwide were helped by the deeply com-
mitted efforts of our employees, whether their situation was 
due to accidents, fires or mental trauma, back pain, or they 
were attending life-saving courses, or had car engine trouble.

Falck expanded into new geographies in 2013 while also 
growing in its current countries of operation. We now also 
provide emergency and medical services to mineworkers 
in Australia and safety services to offshore workers in both 
Mexico and Canada. We also acquired the largest private am-
bulance company in Germany, and we won major contracts 
for ambulance services in a number of countries, including 
Denmark, Sweden and the United States.

In 2013, we started up a number of strategic projects de-
signed to help us achieve our goal of doubling our size by 
2020. We now offer industrial fire-fighting services in a num-
ber of new countries, and we signed our first contracts for 
these services in Belgium, the Netherlands and Italy. We are 
currently building medical and healthcare clinics in Europe, 
Latin America and Asia. And in the field of Global Assistance, 
we are establishing centres worldwide from which we can as-

sist travellers and expatriates with their safety and security, as 
well as provide medical help.

The year 2013 was also a good year for Falck in terms of finan-
cial performance. Our revenue grew by 9.0% to DKK 12,534 
million, 7.7% of which was the result of organic growth.

The rise in revenue was mainly driven by ambulance services 
in the United States and Latin America, healthcare services in 
Denmark and Sweden, and safety courses for offshore work-
ers worldwide. 

The year’s operating profit was DKK 1,112 million, which was 
an increase of DKK 29 million. We expect this improvement in 
financial performance to continue in coming years.

Our expectation for the future and our obligations to carry the 
vision of Sophus Falck further out into the world can only be 
achieved if all of us at Falck exemplify the organisation’s values: 
accessible, competent, efficient, fast, helpful and reliable.

These values embrace the heritage of Sophus Falck, a heritage 
which generations before us have honoured, and which is the 
foundation for the future of Falck. It is our duty to grow and 
develop this heritage and pass it on to the people who will 
succeed us so that Falck can continue to provide assistance of 
the highest quality to people, businesses and authorities in 
the communities we serve. This we do every day year round, 
whether it is Falck staff rescuing lives, fighting fires, chang-
ing car wheels, relieving neck pain, teaching people to take 
care of themselves and their colleagues, or otherwise helping 
make a growing number of our fellow human beings world-
wide feel safe and secure. We would like to take this oppor-
tunity to thank Falck employees, who so excellently embody 
our organisation’s values and who also in 2013 contributed so 
much to the development and expansion of Falck.

Lars Nørby Johansen  Allan Søgaard Larsen
Chairman  President and CEO
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THESE vALuES EMBRACE THE 
HERITAgE OF SOpHuS FALCk, A 
HERITAgE WHICH gENERATIONS 
BEFORE uS HAvE HONOuRED, 
AND WHICH IS THE FOuNDATION 
FOR THE FuTuRE OF FALCk
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June

opens a training centre in Mexico
With the opening of a training centre in Ciudad del Carmen 
in Mexico, Falck expanded its position as the world’s leading 
provider of rescue and safety courses. Together with Falck’s 
six training centres in the US Gulf of Mexico region, the new 
centre serves the oil and gas industry in the Gulf.

Highlights of the year

January

falck is again operating ambulances in finland
After a couple of years with no Falck ambulances in Finland, 
Falck is again responding to emergencies in the country after 
winning a contract for three ambulance stations east of Hel-
sinki, the capital of Finland.

August

germany’s largest ambulance company becomes part of 
the falck group
The door to the growing German market for ambulance 
services opened even more to Falck after the acquisition of 
G.A.R.D., Germany’s largest private ambulance company with 
its 1,000 employees and 340 vehicles. 

April

falck wins ambulance contract in sweden
Falck made a clean sweep of contracts for ambulance ser-
vices in the region of Scania, Sweden. Falck submitted what 
were clearly the financially best bids for all three contracts 
tendered. However, a restriction in the call for tenders meant 
that a single service provider could only win two of the three 
contracts.

May

falck acquires californian ambulance company
Falck bought the company Verihealth, whose 100 employ-
ees and 30 vehicles provide ambulance services in northern 
California, USA. Later in the year, Falck won a number of ad-
ditional contracts in the United States, thereby anchoring its 
position as the country’s third-largest ambulance company.
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September

continues to help airline passengers with reduced mobility
Copenhagen Airport renewed its contract with Falck to assist 
passengers with reduced mobility at the airport following 
a call for tenders for the contract. Under the new contract, 
even better services will be provided to the 100,000 passen-
gers each year who need a helping hand getting to and from 
their flight.

Buys staffing company Skandinavisk Hälsovård
Falck expanded its network of physicians, nurses, and social 
and healthcare assistants, reinforcing its position as an in-
tegral player in the healthcare systems of the Scandinavian 
countries, when it acquired Skandinavisk Hälsovård, which 
provides healthcare staffing in Scandinavia.

October

responding in australia
After acquiring a majority interest in Australian-based Hostile 
Environment Services, Falck will now be providing ambulance 
and fire-fighting services and medical clinics for mines and 
other facilities in remote areas of Australia and Papua New 
Guinea – and in the longer term also in the rest of the world. 

November

falck sets up in canada
Falck gains a foothold in Canada by acquiring most of Survival 
Systems Integrated Services. The company provides safety 
and rescue courses for the offshore industry from its base in 
Halifax, Nova Scotia.

December

wins ambulance contract in a danish region
Falck wins the contracts for all the services it submitted bids for 
in the Central Denmark region. This means that Falck continues 
to provide assistance to sick and injured people in the region, in 
future with 68 ambulances, 34 vehicles for patient transporta-
tion and eight medical response vehicles.

wins ambulance contract in region Zealand
Falck signs a contract with Region Zealand in Denmark to pro-
vide ambulance services in the municipalities of Roskilde and 
Lejre starting on 1 February 2014. The contract runs for two 
years.

Signs first contract in Italy
Falck signs a contract with ExxonMobil’s refinery Sarpom near 
Milan, Italy, to provide fire and rescue services. This is Falck’s 
first contract in Italy.
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Assistance
Falck is the largest provider of assistance services in the 
Nordic region to car and home owners. The services provide 
people with the greatest possible safety and security, either 
by preventing accidents or by providing fast and competent 
assistance when accidents happen. Assistance services are 
often subscription-based and provide help to subscribers, 
especially with their cars and homes. As an example, Falck 
helps car owners whose vehicle has broken down: in most 
cases, Falck staff can repair the car on the spot. And Falck 
helps homeowners with everything from water in the base-
ment to snow on the roof.

Emergency
Falck is the largest international ambulance service provider 
in the world. Falck provides ambulance services to people 
in 25 countries worldwide in close collaboration with the 
authorities. Falck operates 2,200 ambulances with ambu-
lance officers, nurses and doctors treating more than four 
million sick or injured people every year. Private citizens 
also made increasing use of home calls by Falck doctors and 
visited  Falck’s medical and healthcare clinics. Falck is also 
the world´s largest international fire-fighting operator, with 
 activities in Europe, Latin America and Asia.

Healthcare
Falck is Denmark’s largest private provider of healthcare 
services, and also helps companies and organisations in Nor-
way and Sweden keep their employees and citizens healthy 
and able to function. An important part of Falck Healthcare’s 
activities consists of preventing illness, stress and strain. The 
goal is to ensure that each individual has a better, longer and 
healthier worklife. This also means greater job satisfaction in 
the workplace, as well as lower costs related to illness, lower 
public-sector costs for social security, and lower costs for in-
surance companies, saving money on claims resulting from a 
reduction in or loss of working capacity, for example.

Safety Services
Falck is the world’s largest provider of rescue and safety 
training for the offshore industry, providing courses and ser-
vices in 19 countries on five continents. Training is provided 
at 31 centres aimed at the offshore industry and the mari-
time sector, but the wind energy, chemical and aviation in-
dustries also make use of Falck’s facilities and services. At all 
these training centres, people are instructed in safe behav-
iour to help avoid accidents in the workplace, and they are 
taught how to react correctly – also under extreme condi-
tions – if accidents do occur. Moreover, Falck has seven train-
ing centres in the Netherlands, at which course attendees 
are instructed and trained in preventing and fighting fires.
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Business areas 
and their performance
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FAlCK PRovIDES FIRE-FIGHTING AND FIRE-PREvENTING 
SERvICES To INDUSTRIAl CUSTomERS IN EURoPE, ASIA AND 
lATIN AmERICA, AND PEoPlE IN 30 CoUNTRIES woRlDwIDE 
CAN CAll A FAlCK AmBUlANCE, mEDICAl STAFF oR 
HEAlTHCARE woRKERS IF THEY ARE Ill oR INjURED.

Fast help is the 
difference between 
life and death

eMergency

18
Falck is the world´s largest international 
fire-fighting operator, with activities in 18 
countries. Falck both operates industrial 
fire services and provides fire-fighting  
services to two-thirds of Denmark’s  
municipalities.
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alfonso Madrid lopez, 53,  
senior instructor, 

trains fire fighting at Falck’s fire-
training centre on gran Canaria in the 
Atlantic.
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Emergency

•  won market share in the United States

•  opened more medical clinics in India

•  Established activities in Australia

•  Acquired G.A.R.D, the largest private ambulance  
company in Germany

falcK is the world’s largest INTERNATIONAL AMBuLANCE 
OpERATOR AND ALSO THE LARgEST FIRE SERvICES pROvIDER. 
MOREOvER, FALCk OpERATES MEDICAL AND HEALTHCARE CLINICS 
IN A gROWINg NuMBER OF COuNTRIES WORLDWIDE

Falck’s 13,667 rescue officers, nurses and doctors provide as-
sistance and care for sick and injured people in 30 countries 
on five continents. Besides its fleet of 2,200 ambulances,    
Falck also uses medical response vehicles, emergency re-
sponse vehicles and patient transportation vehicles to provide 
services. In several countries Falck’s healthcare staff also 
make home calls to attend to patients or treat them at Falck’s 
medical or healthcare clinics.

In the field of fire services, Falck provides fire-fighting, fire 
training and consultancy services to industrial customers in 
Europe, Asia and Latin America. The competencies of Falck’s 
firefighters are based on Falck’s 100 years of fighting and pre-
venting fires in Denmark, where Falck provides these services 
to two-thirds of Denmark’s municipalities.

In 2013, Falck expanded its leading global position in the mar-
ket for emergency services. In 2013, Emergency generated 
DKK 8,077 million in revenue, an increase of 7.5% compared 
to 2012. The rate of organic growth was 7.7%, which was 
mainly attributable to growth in the United States and Latin 
America.

Falck’s market share in the united States grew as a result of a 
number of new contracts for ambulance services and patient 
transportation, primarily in Florida, California, Washington 
state, and the north-east of the United States. Falck also ac-
quired a small ambulance company in northern California with 

7.5%
Revenue from the Emergency business rose by 7.5% 
from DKK 7,515 million to DKK 8,077 million.

Dkk million 2013 2012

emergency  
Revenue 8,077  7,515 
Revenue growth 7.5% 14.7%
Organic growth 7.7% 10.7%
EBITA 478  459  
EBITA margin 5.9%  6.1%
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a fleet of 30 vehicles and 100 employees. This strengthened 
Falck’s position as the third-largest ambulance company in the 
United States.

In Latin America, Falck offers subscription-based ambulance, 
medical and healthcare services. New subscriptions were sold 
in the course of 2013 in Colombia, Uruguay, Venezuela, Ecua-
dor, Panama and El Salvador, and the total number of people 
in these countries receiving help from Falck when they are ill 
or injured is now 912,000.

In Asia, Falck expanded in India and now operates 19 medi-
cal clinics in remote-location workplaces with special risks, 

for example mining companies, building and construction 
companies, and oil and gas companies that want to offer their 
employees quick treatment if they are ill or injured.

In Kazakhstan, Falck operates five medical clinics with a total 
of 300 employees providing medical check-ups, health tests, 
vaccinations, physiotherapy and dentist services. Four ambu-
lances are attached to the clinics, ready to respond to emer-
gencies and for home visits to patients.

Falck established a presence in Australia in 2013 by acquir-
ing a majority interest in HES (Hostile Environment Services), 
which provides ambulance services, fire fighting, medical 

Revenue
DKK million
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13,500
Falck’s more than 13,500 rescue officers, 
nurses and physicians help people who 
are ill or injured in 30 countries on five 
continents.
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order to provide the best possible assistance to people in 
the pre-hospital systems of the regions. As a result of these 
efforts, paramedics are increasingly used in ambulances, and 
Falck’s paramedics can now also take blood samples, for ex-
ample.

Fire-fighting contracts were renewed with a number of mu-
nicipalities in Denmark, both in public procurement processes 
and by negotiation, with Falck continuing to handle fire-fight-
ing services for two-thirds of Danish municipalities. The num-
ber of emergency responses was 14,147, up from 13,408 in 
2012, and Falck’s firefighters improved their response times 
once again in 2013.

Falck successfully won a contract to operate the Danish Road 
Directorate Traffic Information Centre, which provides a 
general overview of traffic on Danish roads round the clock, 
ensuring that traffic flows as smoothly as possible.

In addition, Falck won a new three-year term for its existing 
contract with Copenhagen Airport to assist people with re-
duced mobility at the airport.

Falck’s activities in the rest of Europe were characterised by 
both a number of contracts won and several acquisitions. 

Falck won new ambulance contracts in Sweden, Germany and 
Slovakia in public procurement processes. In addition, Falck 
set up a new patient transportation business in Slovakia.

clinics and safety training to the mining, oil and gas industries 
in remote areas of Australia and Papua New Guinea, where 
a new contract was won towards the end of the year. The 
company has 110 employees, operates 60 ambulances and 
fire-fighting vehicles, and a number of mobile medical clinics 
that can be airlifted by helicopter. Falck runs a similar business 
in Chile; the goal is also to offer this kind of services in other 
areas of the world with extensive mining operations.

In Denmark, Falck covers 85% of the population with its am-
bulance services. In public procurement processes in 2013, 
Falck successfully won its previously held pre-hospital con-
tracts – for ambulance services, patient transportation and 
medical response vehicles – in one of the five Danish regions: 
the Danish Central Region. Falck also won contracts for pre-
hospital services in a number of other public procurement 
processes during the year. Denmark’s other four regions are 
expected to tender contracts for pre-hospital services over 
the next two years.

In 2013 Falck continued its collaboration with the Danish 
regions to develop the competencies of the ambulance staff 
that already have the highest training level – paramedics – in 

IN DENMARK, FALCK COvERS 85% 
OF THE pOpuLATION WITH ITS 
AMBuLANCE SERvICES

Falck operates 2,200 ambulances and 
provides services using a number of other 
means of conveyance

2,200
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FALCK RENEwED ITS TwO FIRE-
FIgHTINg CONTRACTS IN ROMANIA 
AND ITS LARgEST CONTRACT IN 
SpAIN

In 2013, Falck set up a new unit for all its 
international competencies in industrial 
fire fighting and fire prevention. The new 
unit obtained fire contracts in three coun-
tries – the Netherlands, Belgium and Italy.

3

G.A.R.D., Germany’s largest ambulance company with about 
1,000 employees and 340 vehicles, joined the Falck Group in 
2013. And in the UK, Falck acquired a 45% interest in Medical 
Services, the country’s largest private ambulance company.

In 2013, Falck organised its international competencies in 
industrial fire fighting and fire prevention in a new unit which 
began marketing its services in Europe and Latin America. 
Falck signed large contracts for industrial fire-fighting services 
in the Netherlands, Belgium and Italy and renewed two exist-
ing fire-fighting contracts in Romania and its largest contract 
in Spain.

Operating profit for the Emergency business was DKK 478 
million in 2013, up 4.1% from DKK 459 million in 2012. This 
profit performance was affected by substantial costs incurred 
in establishing the new platform for industrial fire fighting 
and in expanding the ambulance services in the United States 
to a number of new areas.

14,147
In Denmark, Falck responded to 14,147 fire incidents 
in 2013.
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60
Falck’s red auto assistance vehicles 
respond to calls for help in the Nordic 
region and Estonia. In 2013, Falck de-
ployed 60 new road service vehicles on 
Danish roads.

assistance

Falck is people who 
help people
FAlCK’S EmPloYEES RESPoND To REqUESTS FoR ASSISTANCE 
wITH CAR BREAKDowNS oR ACCIDENTS, HomEowNERS 
SUFFERING SToRm DAmAGE AND PEoPlE SUFFERING 
ACCIDENTS oR IllNESS wHEN TRAvEllING ABRoAD.
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andrei Bernoulli, 42,  
assistance officer,  

helps a car owner outside Helsinki,  
Finland. Falck has been providing as-
sistance services to Finnish car owners 
since 2005. 
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Assistance

•  Deployed 60 new road service vehicles on Danish roads

•  Again offers damage control to homeowners in distress

•  Signed a number of new contracts with Nordic insurance 
companies

•  Provided assistance to 16% more travellers 

 

was adversely affected by a decline in intra-group revenue 
and by exchange rate movements, thus the rate of organic 
growth was 4.1%, a rise mainly related to assistance provided 
to travellers and an increase in the number of alarm subscrip-
tions. 

In Denmark, subscribers benefited from Falck’s new road ser-
vice concept. These services are provided by specially trained 
rescue officers and, currently, 60 road service vehicles with 
special equipment to repair cars on the spot so that driver and 
passengers can resume their journey quickly and safely while 
also saving the cost of a repair-shop visit.

Falck is again providing damage control services, one of the 
main areas in focus when Sophus Falck set up the company in 
1906. The now-modernised concept was successfully tested 
when two hurricane-force storms hit Denmark at the end 
of the year, toppling trees and causing severe damage to 
buildings throughout the country. Falck staff responded to 
requests for assistance with chainsaws, dehumidifiers and 
tarpaulins, responding to a total of 7,000 calls for assistance 
during and after the two storms.

In 2013, Falck celebrated the 50th anniversary of its collabora-
tion with Danish insurance company Lærerstandens Brand-
forsikring. Falck has also signed a partnership agreement with 
another Danish insurance company, Tryg, whose customers 
now also receive Falck’s healthcare services.

In Sweden, Falck signed agreements for roadside assistance 
with two insurance companies, IF and Vardia, and a contract 
with Finnish insurance company Fennia was renewed.

falcK is the leading assistance services provider IN THE 
NORDIC REgION, pROvIDINg CuSTOMERS WITH pEACE OF MIND 
THROugH ADvICE, pREvENTION AND HELp

Services provided by the Assistance business are intended to 
give subscribers the greatest possible degree of security and 
peace of mind by providing advice, prevention, or fast and 
competent assistance when accidents happen. The services 
are aimed at consumers as well as business and public-sector 
customers.

Falck’s Assistance business is concentrated in Denmark, Esto-
nia, Finland, Norway and Sweden. The primary focus of the 
services provided in these countries is on assisting custom-
ers with their vehicles and homes. For example, Falck helps 
people get their car started again if it breaks down and assists 
homeowners with everything from water in the basement to 
snow on the roof. Consumers, companies and public authori-
ties can also avail themselves of Falck’s services in situations 
involving buildings, health and travel.

At year-end, 1.8 million people and 0.1 million companies and 
public institutions had a subscription with Falck.

Revenue from the Assistance business was DKK 2,885 million, 
in 2013, up 2.5% from DKK 2,815 million in 2012. Growth that 

Dkk million 2013 2012

assistance  
Revenue 2,885 2,815
Revenue growth 2.5% 4.5%
Organic growth 4.1% 2.0%
EBITA 307 333
EBITA margin 10.6% 11.8%
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The year 2013 was also good in terms of sales of Falck Alarm 
in Denmark and Norway, a product that not only protects 
against burglary, but also in the event of situations such as 
flooded basements, fire or gas leaks. In Denmark, the alarm 
product was bundled with Falck’s BoligRedning home as-
sistance product, with a view to providing homeowners with 
greater peace of mind.

Falck Global Assistance offers businesses and organisations 
in the Nordic region assistance for employees travelling on 
business as well as for their staff stationed abroad. Global As-
sistance services are also offered through insurance compa-
nies, and they include assessment of health and security risks, 
round-the-clock monitoring during hospitalisation, evacuation 
and repatriation services.

Global Assistance set up emergency response centres in China 
and the United States in 2013 and helped 16% more custom-
ers than in 2012, which contributed to a substantial increase 
in revenue. Among the services provided by Global Assistance 
in 2013 was assistance evacuating citizens from the Nordic 
region from the unrest in South Sudan and the Central African 
Republic.

EBITA from the Assistance business was DKK 307 million in 
2013 compared to DKK 333 million in 2012. Earnings in 2013 
were adversely affected by sales costs in connection with 
the expansion of the alarm portfolio in Denmark, Norway 
and Sweden and costs of expanding Falck Global Assistance. 
Moreover, costs related to roadside assistance were higher 
than anticipated in Finland, Norway and Sweden.

16%
In 2013, Falck provided assistance to 16% 
more travellers than in 2012.  Among the 
services provided was assistance evacuating 
Nordic-country citizens from the unrest in 
South Sudan and the Central African Republic.
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healthcare

19%
Falck’s revenue from the Healthcare busi-
ness in 2013 was up 19% year on year. 
Much of the rise was due to a higher 
number of people in Denmark now being 
covered by healthcare plans, along with an 
increase in partnerships with Scandinavian 
insurance companies.

health creates  
well-being in people’s 
daily lives
IllNESS, STRESS, STRAIN AND INjURY CAN BE PREvENTED, 
ENSURING THAT EACH PERSoN ENjoYS THE BEST PoSSIBlE 
wEll-BEING, AND EmPloYERS SAvE oN CoSTS RElATED To 
SICKNESS ABSENCE.
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dr. Mette Møller Jørgensen, 
40,  

examines a young boy at a Falck 
healthcare clinic in Copenhagen,  
Denmark.
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Healthcare

•  more people registered under healthcare plans

•  Signed a number of new contracts to provide  
healthcare services

•  Started operating community health centres in Denmark

•  Acquired Sweden’s leading healthcare temporary  
staffing business

falcK is denMarK’s largest private provider OF HEALTHCARE 
SERvICES, HELpINg COMpANIES AND ORgANISATIONS IN DENMARk, 
NORWAy AND SWEDEN kEEp THEIR EMpLOyEES AND CITIzENS HEALTHy 
AND ABLE TO FuNCTION

In the Healthcare business, Falck especially focuses on psycho-
logical counselling; efforts to reduce sickness absence; physi-
cal treatments such as physiotherapy, chiropractic treatment; 
and health checks. Falck provides interdisciplinary services in 
these four areas in Scandinavia, tailoring healthcare plans that 
match the needs of each company, municipality, or insurance 
or pension provider.

Falck’s healthcare activities focus on preventing illness, stress 
and strain to ensure that each individual enjoys the greatest 
possible degree of well-being at work and at home. In this 
way, Falck also helps employers reduce costs related to sick-
ness absence. Moreover, the public sector saves on social 
security costs, and insurance and pension providers see lower 
payment of compensation related to occupational injuries 
and incapacity for work.

The Healthcare business generated DKK 1,206 million in rev-
enue in 2013: a year-on-year increase of 19% driven by a rise 
in the number of people signed up for the Danish healthcare 
plans, which now cover more than 250,000 pension savers. 
Additional partnerships with insurance companies also 
contributed to Falck’s expansion in Denmark, Norway and 
Sweden.

Large contracts for healthcare services were entered into 
with, among others, the City of Copenhagen in Denmark and 
insurance companies Trygg-Hansa in Sweden and Tryg in both 
Denmark and Norway.

In Denmark, Falck expanded its healthcare network, which 
now includes 1,300 treatment providers and counsellors 
throughout the country. A total of more than two million peo-
ple in Denmark are covered by Falck healthcare services.

Coverage also increased in Sweden, where 1.6 million people 
can now draw upon Falck healthcare services. Falck operates 

13.6%
The rate of organic growth for the Healthcare business 
was 13.6% compared with 1.4% last year.

Dkk million 2013 2012

healthcare  
Revenue 1,206 1,012
Revenue growth 19.2% 7.2%
Organic growth 13.6% 1.4%
EBITA 112 94
EBITA margin 9.3% 9.3%
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clinics in the three biggest cities in Sweden – Stockholm, 
Gothenburg and Malmo – and has a nationwide network of 
independent physiotherapists, chiropractors and massage 
therapists as well.

Falck Healthcare also operates healthcare staffing services. In 
2013, Falck acquired one of the leading Swedish providers of 
physician and nurse temps, Skandinavisk Hälsovård, and now 
operates the largest group of healthcare staffing businesses 
in Scandinavia, an accomplishment in line with Falck’s goal of 
becoming the leading provider of healthcare services in Scan-
dinavia. The rate of organic growth in the Healthcare staffing 
business was 16% in 2013, despite a drop in the demand for 
physicians in Norway. Falck’s staffing businesses provided a 
total of 1,329,000 shift hours, up from 1,148,000 in 2012.

In 2013, Falck signed an agreement with the Northern Jutland 
Region in Denmark to operate two community health centres: 
one each at Hurup and Thisted. The municipalities of Taarnby 
and Dragør entered into a partnership with Falck to help 
people on sick leave get back to work faster, a Falck concept 
which – according to a 2013 research report from the SFI (The 
Danish National Centre for Social Research) – had a significant 
effect on reducing sickness absence. 

The rise in revenue was reflected in EBITA, which grew from 
DKK 94 million in 2012 to DKK 112 million in 2013. The in-
crease was mainly generated by a rise in activity within health-
care plans and staffing services.

2,000,000
Falck’s healthcare network in Denmark 
consists of 1,000 treatment providers and 
counsellors. More than two million people 
in Denmark are covered by Falck health-
care services.
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safety servicessafety services

Melanie arsenault, 34,  
instructor,

trains course attendees at Falck’s new 
training centre in Halifax, Canada.
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oFFSHoRE STAFF ARE oN THEIR owN IF AN ACCIDENT 
oCCURS AT SEA, So THEY mUST BE TRAINED To HElP 
THEmSElvES AND THEIR CollEAGUES IF NEED BE

safety  
comes first

31
Falck is the world’s leading provider of 
rescue and safety training, especially for 
the offshore industry. Training takes place 
at 31 centres worldwide.
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Safety Services

•  Trained more than 329.000 course attendees in safety, 
rescue and fire fighting, a year-on-year increase of 28%

•  opened a training centre in mexico

•  Purchased a training centre in Canada

•  Established a presence in Angola and qatar

sector, but the chemical industry, the wind energy industry, 
the aviation industry, and the Danish and Swedish armed 
forces also make use of these services.

In the Netherlands, Falck also operates seven training centres 
at which attendees are instructed and trained in preventing 
and fighting fires. These centres are used not least by firemen 
to maintain and build on their skills.

The year 2013 was a good one for the Safety Services busi-
ness. Revenue was up by 13.1% – of which 11.3% was organic 
growth – to a total of DKK 1,316 million. Growth was success-
fully generated in a large number of countries, with particu-
larly strong growth in Malaysia, the United States and the 
United Kingdom.

In the offshore sector, Falck trained a total of 300,500 peo-
ple, up from 225,500 in 2012. Contracts were signed with a 
number of global oil and gas companies to train their staff, 
and Falck signed its first contract with an international wind 
energy company.

Falck expanded its position as the world’s leading provider of 
rescue and safety courses in 2013. In Ciudad del Carmen in 
Mexico, Falck opened a training centre which, together with 
Falck’s six training centres in the US Gulf of Mexico region, 
provides services to the oil and gas industry in the Gulf. In ad-
dition, Falck acquired a 55% interest in Survival Systems Inte-
grated Services, a Canadian-based provider of training courses 
based in Halifax, Nova Scotia, one of Canada’s centres for oil 

falcK is the world’s leading provider of rescue and safety 
training FOR THE OFFSHORE INDuSTRy. OuR COMpETENCIES IN THIS 
BuSINESS AREA ARE BASED ON MORE THAN 100 yEARS OF ExPERIENCE IN 
pROvIDINg RESCuE, ASSISTANCE, SAFETy AND SECuRITy SERvICES

Falck provides rescue and safety courses and safety services 
in 19 countries on five continents, all from 31 training cen-
tres located close to the areas of the world where there is 
offshore oil and gas exploration and extraction under the 
seabed. 

At these centres, course attendees are instructed in safe 
behaviour aimed at avoiding accidents in the workplace, and 
they are taught how to respond appropriately – also under 
extreme conditions – if accidents do occur. The courses are 
aimed at employees in the offshore industry and the maritime 

Dkk million 2013 2012

Safety Services  
Revenue 1,316 1,164
Revenue growth 13.1% 23.5%
Organic growth 11.3% 11.6%
EBITA 215 197
EBITA margin 16.3% 16.9%

13.1%
Revenue from the Safety Services business rose by 
13.1% from DKK 1,164 million to DKK 1,316 million.
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exploration. Finally, Safety Services established representa-
tions in Angola and Qatar.

Falck also provides rescue and safety services for the wind 
energy industry. Strong growth was generated in that area 
at the training centres in Germany, the United Kingdom and 
Denmark. Falck established additional facilities tailored to 
employees from this industry in the Netherlands and began 
building an additional training centre in Belgium.

Other services provided by the Safety Services business 
include courses in handling major crisis situations – Major 
Emergency Management Initial Response (MEMIR) – in order 
to mitigate the risk of loss of life and property. The courses 

are scenario-based and tailored to each customer’s special op-
erational surroundings. The range of this type of services was 
expanded to include new and more complex courses in 2013.

At Falck’s fire training centres in the Netherlands, 28,500 
course participants completed training courses in advanced 
fire prevention and fire fighting using the latest technology. 

This brought the total number of people trained at all            
38 Falck training centres to 329,000, a 28% increase from 
257,000 participants in 2012.

The growth in revenue was reflected in an increase in EBITA 
by 9.1%, from DKK 197 million to DKK 215 million. 

300,500
In the offshore industry, Falck trained a total 
of 300,500 people in 2013, up from 225,500 
in 2012. Falck also generated strong growth 
in training and safety courses for the wind 
energy industry at its training centres in 
Denmark, the united kingdom and germany.
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Report on corporate social 
responsibility

Corporate social responsibility (CSR) at Falck is defined as 
business practices that improve Falck as a workplace and ben-
efit society beyond what the company is formally required to 
do under the laws and regulations applicable in the geogra-
phies where we operate.

CSR is at the heart of Falck’s business, and both social and 
environmental considerations are deeply rooted in and in-
tegrated into Falck’s business models and operations in its 
day-to-day interaction with local communities, business part-
ners, customers and other stakeholders in an endeavour to 
promote health, safety and a general improvement in social 
standards in the communities we provide services to.

Falck’s mission is to actively prevent accidents, disease and 
emergency situations, to rescue and assist people in emer-
gencies quickly and competently and to rehabilitate people 
after illness and injury.

Thus, Falck’s business model is itself an expression of system-
atised social corporate responsibility.

For example, Falck acquired Australian-based HES in 2013, 
a company that offers its customers assistance in improving 
health and safety in the mining industry. These activities are 
based, among others, on a number of international certifica-
tions that have been incorporated into the company’s man-
agement and reporting systems. Falck plans to collaborate 
with HES to further develop these competencies and offer 
them to customers in countries with high levels of mining ac-
tivity and lower safety levels than Australia has.

But assuming social responsibility is also to do what is not re-
quired or expected: to do the right thing because the organi-
sation has the ability and opportunity to do so.

The Falck Code of Conduct

As a minimum, Falck requires all its business entities to comply with applicable legal requirements in their countries  
of operation and with the Group’s Code of Conduct.
The Falck Code of Conduct is based on the United Nations Global Compact, which deals with the following areas:

human rights

the company should
•  support and respect the protection of internationally 

proclaimed human rights within the area in which it 
operates and has influence 

•  make sure that it is not complicit in human rights  
abuses

labour standards

the company should
•  uphold the freedom of association and effective  

recognition of the right to collective bargaining
•  support the elimination of all forms of forced and  

compulsory labour
• support the effective abolition of child labour
•  support the elimination of discrimination in respect  

of employment and occupation

Environment

the company should
•  support a precautionary approach to environmental 

challenges
•  take steps to promote greater environmental  

responsibility
•  encourage the development and diffusion of  

environmentally friendly technologies

anti-corruption

the company should
•  work to counter all forms of corruption,  

including extortion and bribery

These practices apply across all Falck business areas.
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•  Employment conditions: Falck’s contribution to ensuring 
long-term relationships with its employees

•  Occupational health and safety: Falck’s contribution to en-
suring a good physical and mental working environment

•  Environment: Falck’s contribution to a sustainable environ-
ment

•  Business ethics: Falck’s insistence on zero tolerance towards 
child labour, exploitation, corruption and bribery

•  Society: Falck’s contribution to the development of health 
and well-being in the societies of which we are a part

In 2013, we continued to work with integrated and commit-
ted social responsibility in the Group’s business activities and 
strategy, also by continuing to work on anchoring the CSR 
policies in the Group and focusing on operationalising these 
CSR policies even further in 2014. 

It is important to Falck that its corporate values – accessible, 
competent, efficient, fast, helpful and reliable  – take root in 
all its countries of operation. 

Employment conditions

As a service provider, Falck is aware that a good customer ex-
perience is provided by competent and dedicated employees, 
be they in an ambulance, at a clinic or a training centre, or 
providing assistance with a customer’s car or home.

For this reason, we are also very much aware that having 
competent and enthusiastic employees is one of the keys to 
success. We hold a fundamental belief that responsibility for 
good service should be as decentralised as possible because 

our employees have the ability and desire to make the right 
choices in their personal interaction with customers.

One of the goals of Falck’s policy for employee relations is to 
create a long-term relationship between each employee and 
the company. 

The goals for Falck’s initiatives in this field are

• to reduce the rate of staff turnover
• to reduce both long-term and short-term sickness absence
• to increase employee satisfaction
• to improve leadership quality

With this as a starting point, we implemented a number of 
specific measures in 2013 which will improve and expand 
employee competencies and job satisfaction in an ongoing 
process.

As an example, we continued to roll out the Falck Debriefing 
programme in 2013 with a view to preventing injuries and 
reducing sickness absence. Falck Debriefing is a programme 
that reinforces the ability of our employees to handle men-
tally traumatic events on the job. Based on experience from 
Scandinavia, the programme was rolled out in Poland, Slova-
kia, Sweden and the United States in 2013. The programme 
includes training of rescue staff in supporting colleagues who 
have been involved in traumatic events, debriefing by quali-
fied debriefers and psychological counselling, if required, as 
well as the establishment of a local organisation to handle 
major incidents. In 2013, 214 specially selected rescue officers 
were trained as debriefers. 

code of conduct

Environment
Employment  

conditions
Society in generalBusiness ethics

Occupational  
health and safety

Falck has defined a number of policies within the areas below which are material to Falck´s corporate social responsibility and 
business. Compliance with the Falck Group’s Code og Conduct has - in addition to the specific policy - been implemented as an 
integral part of these supplementary policies:
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In 2013, Falck’s staff grew by 4,000 employees to reach its 
current headcount of 32,000 worldwide.

The average rate of sickness absence in 2013 was 3.6%, 
and the rate of staff turnover was 78%. The staff retention 
rate is affected by different labour market conditions in the 
countries of operation. The retention rate is for example high 
among Falck’s operating staff in Europe.

Occupational health and safety

Falck’s policy for occupational safety is to reduce physical and 
mental injury through good management of occupational 
health and safety and through a transparent allocation of du-
ties and responsibility while ensuring an appropriate provision 
of training and information.

Falck believes that a good working environment – one which 
does not expose staff to a risk of injury – is a prerequisite for 
attracting and retaining good and competent employees.

Falck has rolled out additional measures to protect employ-
ees against potential carcinogens when fighting fires: issuing 
specific instructions for working in smoke environments and 
introducing the concept of ‘working hygiene’, which includes 
reminding staff to use personal protection equipment and im-
plementing new initiatives related to handling contaminated 
equipment.

Many Falck employees work on ambulances and in other 
patient transportation services, all of which involve frequent 
heavy lifting. Falck seeks to prevent back injuries and other 
lifting-related problems through physical training and instruc-
tion in transfer techniques, including e-learning programmes, 
a management focus on the topic, and the use of assistive de-
vices. In the Danish Emergency business, these measures have 
reduced the number of work-related injuries by 25.2% since 
2010. Experience from this preventive work is currently being 
exchanged with other Falck countries of operation. 

Falck Safety Services provides courses and training in occupa-
tional health and safety. In this field, there is also a close cor-
relation between the experience Falck gains as a sustainable 
business and the knowledge and experience that is passed on 
by the organisation to our business partners in both the pri-
vate and public sectors.

Another area relating to occupational health and safety is the 
counselling and training Falck can provide to employees who 
travel for business or are transferred to high-risk areas. These 
services are provided by Falck Global Assistance, who special-
ise in areas such as travel safety and security and health issues. 

The goals for Falck’s initiatives in this field are

•  to reduce the number of work related accidents and inci-
dents

•  to reduce the number of injuries in connection with Falck’s 
activities 

•  to be the safest and most reliable provider of these services
•  to involve the employees in maintaining high safety and 

working environment standards

Falck’s rate of injuries resulting in absence was 15.7 per mil-
lion working hours in 2013 (2012: 17.9) across the entire 
Group.

Environment

Falck is focusing intensively on initiatives that benefit both oc-
cupational health and safety and the environment in general.

Falck’s activities are located at many different sites world-
wide, such as stations, training centres and vehicles. As a 
result, Falck is obligated to operate in an environmentally 
responsible manner – and reduce the harmful effects its           
activities may have on the environment and the community in 
general. Environmental responsibility and sustainable conduct 
are thus part of the job for Falck’s managers.

The goals for Falck’s initiatives in this field are

•  to reduce power, water and heating consumption
•  to reduce fuel consumption as well as air pollution and 

wastewater discharge
•  to use environmentally friendly technologies, work pro-

cesses, substances and materials in connection with new 
purchases and when restructuring existing work processes

•  to aim for a high rate of recycling and the lowest possible 
environmental impact in connection with waste handling

Falck Safety Services training centres were refurbished in 
2013 to increase their reuse of water by collecting it and recir-
culating it after purification.
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Likewise, heat consumption has been cut in countries where 
Falck stations have to be heated during the winter months. 
Based on an analysis of the impact of temperature on the 
operational reliability of Falck’s vehicles, temperature levels 
have been lowered in garage facilities, a measure that has so 
far reduced CO2 emissions by the equivalent of approximately 
5,000 tonnes per year.

Falck continuously seeks to reduce fuel consumption for the 
operation of its fleet, also by rolling out a large-scale eco-
drive project in its ambulance business in 2013. This project 
will analyse each driver’s pattern of driving in order to enable 
a systematic follow-up with training in environmentally friend-
ly driving techniques. It is expected that this targeted follow-
up will make it possible to reduce fuel consumption. 

The results of the measures implemented to reduce the 
climate impact are, thus, reflected directly in measurable pa-
rameters related to day-to-day operations.

In the Emergency division, Falck operated a total of 173 
million kilometres with an average fuel consumption of ap-
proximately 6 kilometres per litre. It should be noted that 
emergency responses have an adverse impact on the average 
fuel economy, and that the consolidated figure is affected by  
substantial regional differences in requirement to the size of 
emergency response vehicles and the weight in the Group of 
each country of operation.

Falck also strives to reuse more in connection with its waste 
management procedures, also by making an effort to opti-
mise and simplify its collaboration with the suppliers involved. 

The objective here is, among other things, to reduce the 
number of suppliers so that fixed, uniform procedures and 
guidelines will support increased reuse through sorting of the 
Group’s waste.

Falck also seeks to utilise the experience in environmentally 
hazardous materials gained from its training courses for the 
offshore industry and other industries.

One example is a course in the safe handling of hazardous 
substances and materials. After completing the training 
course, attendees will be able to ensure correct handling, 
transportation and storage of these materials and chemicals – 
not least taking the right precautions with respect to personal 
safety.

It is also part of Falck’s policy to encourage its business part-
ners to operate in a sustainable way. In 2013, the Falck Group 
implemented a new and updated policy for its suppliers and 
business partners. The policy stresses that suppliers who take 
steps towards following up more on sustainable environmen-
tal procedures and support the development and dissemina-
tion of environmentally friendly technologies and working 
processes should be given priority over other suppliers.

Business ethics

Falck defines business ethics as the broad approach to how 
a company’s values are translated into day-to-day activities 
in the organisation or, in other words, the ethical approach 
reflected in the day-to-day activities of management and em-
ployees.

Business ethics at Falck are based on its six values requiring 
Falck and all Falck staff to be accessible, competent, efficient,  
fast, helpful and reliable. These values emphasise the fact that, 
at Falck, saving human lives comes first – no matter where in 
the world its activities are. Falck saves lives and gets the job 
done - and does it before considering the matter of payment.

Falck’s ethical approach is rooted in the culture and collabora-
tion among firefighters and ambulance staff at the scene of 
an incident, healthcare staff helping a patient, rescue officers 
providing roadside assistance and helping drivers continue 
on their journey, and instructors teaching people how to look 
after themselves and help others in a crisis situation. 

A characteristic feature of the services Falck provides is that 
they depend completely on the efforts of the individual staff 
members, who have to be able to rely on each other and as-
sume that everyone will do exactly as agreed and as they are 
trained to do. For this reason, Falck does not compromise on 
the training of its staff or the safety procedures in place to 
protect staff and customers. It is important that staff, custom-
ers and business partners can rely on Falck.

Providing care for fellow human beings – and doing so fast 
and efficiently – has always been an important factor in Falck 
staff career choices. This value is deeply rooted in Falck’s 
mission, which also includes rescuing people in emergency 
situations. The communities we are part of and the custom-
ers we have contracted with must know that we will provide 
services as agreed and of a quality matching or exceeding 
their expectations. 
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New employees learn about Falck’s values as part of their job 
introduction.

As a natural part of its corporate values, Falck has a policy of 
zero tolerance of corruption. From an ethical point of view, 
corruption is considered to be destructive to personal integ-
rity – and harmful to society. Against that background, Falck 
continued its efforts to formalise the Group’s policies on 
corruption in 2013, and this focus will be sharpened in 2014 
through internal training programmes whose timing will be 
coordinated to coincide with the implementation of a whistle-
blower programme.

No cases of non-compliance with Falck’s corruption ban have 
been identified.

Society in general

Ever since Sophus Falck founded his rescue service in 1906, 
the desire to make a difference in the local community has 
been deeply rooted in Falck’s corporate values. Against this 
backdrop, Falck has always been an integral part of the local 
development of the communities we serve.

Falck is based on a philosophy of people helping people: Falck 
responds when there is a fire; fixes the car when it has broken 
down; trains people to take care of themselves and others; 
and Falck prevents and remedies injuries to both the body and 
mind. Empathy combined with the power to act thus forms a 
natural part of the hearts and minds of Falck employees, and 
it is natural for them to participate actively in the local com-
munities in which Falck operates.

Falck takes part in social projects in many of the Group’s coun-
tries of operation.

In Denmark, a number of initiatives are being implemented to 
help young people who cannot find a foothold in the labour 
market or educational system. Based in the individual Falck 
stations, a large number of local projects have been organ-
ised, ranging from mentoring schemes and trainee placement 
to homework assistance and adult-friend programmes. In ad-
dition, there are nationwide initiatives such as the “assistant 
rescue officer training programme”, in which young people 
with special challenges are given access to attend a vocational 
training programme specialising in assistance and automobile 
services. The objective of the programme is to ensure that the 

young people complete a training programme and help them 
get employment afterwards.

In the Netherlands, Falck supports the Dutch Burns Founda-
tion, which helps young people who have suffered severe 
burns. In addition, Dutch managers and staff have run the 
Ropa race for many years to raise money to fight cancer.

In Uruguay, Falck lent a helping hand during Heart Week in 
2013, offering free heart check-ups at its clinics for women at 
risk of cardiovascular illness.

In Denmark, Falck continues to donate ambulances, fire-fight-
ing vehicles and other equipment to a number of developing 
countries, while also contributing to a number of charities. 
Moreover, Falck makes an extra effort to ensure that people 
with challenges become and remain part of the labour market.

Falck is also focusing on implementing and improving pre-
hospital services on a global basis, also by establishing and 
supporting the Falck Foundation. As the first organisation to 
support research in the field of pre-hospital medical treat-
ment, the Foundation also helps draw additional attention to 
developments in the field.

The scientific activities of the Falck Foundation are managed 
by the Medical Advisory Board, whose members are all highly 
reputed scientists and professors in the field of pre-hospital 
medical treatment.

The goals for Falck’s initiatives in this field are

•  to support health, education and welfare in the Group’s ef-
forts to identify business opportunities

•  to contribute to economic development and support wel-
fare in the world in the long term by investing in new mar-
kets

•  to contribute to economic development in the areas where 
Falck has operations

•  to increase the awareness of health and safety in order to 
promote a healthier and safer society

These activities form part of Falck’s corporate values, but they 
are not specifically related to its commercial activities, and 
the results Falck wants to achive are, thus, incorporated in the 
goals set out above.
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Gender distribution in the management of Falck

It is the goal of the Falck Group to ensure a diversity in the 
organisation that reflects the communities we work in and 
is aligned with the recruitment potential in Falck’s area of 
business. 

The Group aims to provide gender-equal opportunities at all 
management levels. The gender distribution in management 
positions should therefore, over a number of years, come to 
reflect the gender distribution within the Group’s areas of 
business.

To ensure that this happens, Falck laid down a policy for this 
area in 2013 and plans to roll out a number of initiatives. As 

an example, it has been resolved that the company wants 
both genders to be represented when management staff is 
recruited. It has also been resolved that Management will 
evaluate once a year whether the current gender distribution 
in the organisation can be considered to be natural relative to 
the recruitment basis for staff with the relevant type of skills 
or educational background.

The Board of Directors has set a target for the number of 
shareholder-elected female board members: at least one or 
two persons out of the six shareholder-elected members, 
who are currently all men. To ensure continuity on the Board 
of Directors, Falck will seek to meet the target figure within a 
period of four years. 

CSR IS AT THE HEART OF FALCk’S BuSINESS, AND BOTH SOCIAL AND 
ENvIRONMENTAL CONSIDERATIONS ARE DEEpLy ROOTED IN AND 
INTEgRATED INTO FALCk’S BuSINESS MODELS AND OpERATIONS. 
THIS ALSO APPLIES IN FALCK´S DAy-TO-DAy INTERACTION wITH 
LOCAL COMMuNITIES, BuSINESS pARTNERS, CuSTOMERS AND OTHER 
STAkEHOLDERS IN AN ENDEAvOuR TO pROMOTE HEALTH, SAFETy AND 
A gENERAL IMpROvEMENT IN SOCIAL STANDARDS IN THE COMMuNITIES 
WE pROvIDE SERvICES TO
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Corporate governance

Falck’s management monitors corporate governance on a 
regular basis. This is done to ensure that the Group is managed, 
both internally and externally, in a manner consistent with na-
tional and international rules and in line with the corporate mis-
sion, and in a manner that matches the requirements of the dif-
ferent stakeholder groups, including shareholder expectations. 

Corporate governance
At Falck, corporate governance is considered a natural and 
crucial element in the achievement of the Group’s goals and 
strategy.

Although Falck is not a public listed company, the Group 
complies to a great extent with the corporate governance 
recommendations applicable to companies listed on the 
NASDAQ OMX Copenhagen stock exchange. However, certain 
recommendations are considered mainly to be relevant to a 
company with a broader ownership.

Board of directors
Pursuant to Danish legislation, Falck has a two-tier manage-
ment system consisting of a Board of Directors and an Execu-
tive Management Board. The Board of Directors’ role is to 
supervise the Group’s activities, development, management 
and organisation, whereas the Executive Management Board 
is responsible for the Group’s day-to-day development and 
operations. The two bodies are independent and do not have 
overlapping members.

The Board of Directors acts in compliance with applicable legisla-
tion and meets a minimum of five times per year, and in addition 
whenever special cases require that Board meetings are held. 
The Board of Directors reviews the Group strategy once a year.

Members of the Board of Directors are elected annually.

The Board of Directors of Falck Holding A/S consists of:

Lars Nørby Johansen, Chairman
Thorleif Krarup, Deputy Chairman
Steen Hemmingsen
Søren Thorup Sørensen
Johannes Due
Henrik Poulsen

Via their representation in Falck A/S and Falck Danmark A/S, 
employees are also offered to participate in the board meet-
ings of Falck Holding A/S.

Board members elected by the employees who also partici-
pate in the board meetings of Falck Holding A/S are:

Vagn Flink Møller Pedersen (elected by the employees of 
Falck A/S and Falck Danmark A/S)
Henrik Villsen Andersen (elected by the employees of  
Falck A/S and Falck Danmark A/S)
Allan Rensgaard (elected by the employees of Falck  
Danmark A/S)
Jan Heine Lauvring (elected by the employees of Falck A/S) 

Thorleif Krarup and Steen Hemmingsen represent the princi-
pal shareholder of the Falck Group, the Lundbeck Foundation. 

The other board members are independent of the Falck Group.

audit committee
The Audit Committee monitors the Group’s financial report-
ing process, accounting policies, statutory auditing of the an-
nual report and the effectiveness of the internal control and 
risk management systems on behalf of the Board of Directors. 
In addition, the Committee makes recommendations on these 
issues to the Board of Directors and follows up, on behalf of 
the Board of Directors, on the implementation of initiatives 
to be taken by the Executive Management Board. The Com-
mittee receives information from a number of head office 
departments and from the company’s auditors.

Audit Committee members are Søren Thorup Sørensen, Chair-
man, and Steen Hemmingsen, both elected by the Board of 
Directors. Also attending this committee’s meetings are the 
Executive Management Board and the Chief Financial Officer. 
The company’s auditor attends the meetings of the Audit 
Committee to the extent necessary. The Audit Committee 
meets at least three times a year.

Executive Management Board
The Executive Management Board is responsible for the day-
to-day development and operation of Falck with a primary fo-
cus on developing and implementing strategies and significant 
initiatives approved by the Board of Directors. Moreover, the 
Executive Management Board is responsible for ensuring that 
the Board of Directors is informed about all material matters. 

The Executive Management Board consists of Allan Søgaard 
Larsen, President and CEO, and Morten Reignald Pedersen, 
Deputy CEO.
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Employee investment
In order to attract and retain the Group’s management com-
petencies, the remuneration paid to members of the Execu-
tive Management Board and senior management employees 
reflects the work they do, the value they create and what 
their peers in comparable companies receive. To ensure that 
the interests of the Group’s Management and the sharehold-
ers coincide, a number of senior management employees 
have been offered the opportunity to invest in the Falck 
Group. A substantial share of the Group’s senior management 
employees have elected to take advantage of this opportu-
nity to invest in the Group, and the group of senior manage-
ment employees, excluding the members of the Executive 
Management Board, thus hold 2,77% of Falck Holding A/S.

The members of the Executive Management Board hold a to-
tal of 10.25% of the shares of Falck Holding A/S.

risk management
In Falck, risk management is considered an important and 
natural part of the work to realise Falck’s goals and strategy.

There are risks inherent in day-to-day activities, in implement-
ing the strategy laid down and in exploiting business opportu-
nities that may arise, so the handling of these risks is consid-
ered a natural and integral part of the day-to-day work and a 
way of ensuring stable and reliable growth.

Falck’s management continuously discusses the Group’s risks 
and how they can best be handled for the individual business 
areas and the Group as a whole in order to ensure that risk 
management is efficient.

The management of each of the business areas is responsible 
for establishing and developing relevant risk management and 
a sound and sufficient control environment. The management 
of the individual business units is responsible for identifying, as-
sessing and handling risks and for reporting on such risks to the 
Group Risk Management Department and the Executive Man-
agement Board with a view to ensuring continuing improve-
ment and transparency of risk management across the Group.

internal control
The management of the Falck Group requires the companies 
of the Group to meet a high standard with respect to business 
procedures and internal control which, based on an individual 
assessment of the activity of each company, ensures that 
management can use reporting from the companies as a true 
and fair basis for making decisions.

Business procedures and internal controls include, among 
other things, segregation of duties and areas of responsibility, 
descriptions of functions, procedures, control measures and 
analytical controls.

The corporate finance function has defined a number of 
monthly reporting requirements which comprise a full income 
statement, balance sheet and cash flow statement. Moreover, 
additional relevant specifications, material for analysis and 
comments on the reports submitted are supplied every month. 

The monthly reporting from all companies of the Group is con-
solidated into the Group financial statements. In addition to 
the consolidation of relevant line items, this process includes 
an analytical review of individual line items and a performance 
comparison with the previous year and with forecasts. 

The analysis is carried out at Group, company and business-
area level, ensuring among other things, that accounting 
policies are consistently applied and there is a correlation 
between activity performance and financial reporting. The 
monthly reporting to the Board of Directors and the Executive 
Management Board is prepared based on the consolidation, 
information received, analyses and information obtained.

Both the consolidation and the analyses are performed by 
employees who are accounting specialists and have insight 
into the accounting context of the transactions included in 
the consolidation. Most of these specialists have a profes-
sional background in auditing. In addition, each business area 
has business controllers who have a deeper insight into the 
business aspects of the activity and its performance. As a sup-
plement to a continual dialogue, meetings are held five times 
a year between the management of each business area and 
the Executive Management Board to review and discuss the 
business and financial performance of the area.

In addition to the processes described above, the group finance 
function pays regular visits to the companies of the Group to 
ensure that necessary business procedures and internal controls 
have been established for their activities to ensure true and fair 
reporting to the Group. The results of each visit are reported to 
the Executive Management Board and the management of the 
business area in question, and it is ensured that any improve-
ments proposed are subsequently implemented. Moreover, the 
annual reporting to the Board of Directors’ Audit Committee in-
cludes a review of the visits made during the year, the results of 
these visits, and a specification of special areas of focus and the 
companies selected to receive visits during the next period.
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Financial review

Revenue for 2013 was DKK 12,534 million (2012: DKK 11,504 
million), a year-on-year increase by DKK 1,030 million or 9.0%, 
which was generated in spite of an adverse impact of DKK 
158 million from exchange rates. The rate of organic growth 
was 7.7%. The revenue growth and organic growth met Man-
agement’s expectations. 

Revenue generated outside Denmark continued to increase 
and accounted for 53.4% in 2013 (2012: 51.6%). The rate of 
organic growth outside Denmark was 10.2%, which was pri-
marily achieved through strong growth in the United States 
and Latin America.

Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) was DKK 1,112 
million (2012: DKK 1,083 million), equivalent to growth of 
DKK 29 million, including a negative impact from exchange 
rates of DKK 23 million. The EBITA margin was 8.9%, which 
was slightly below the original expectation for 2013 as a 
result of the implementation of additional growth initiatives 
which had an adverse impact on the Group’s earnings during 
start-up. 

Falck generated a free cash flow of DKK 983 million in 2013 
(2012: DKK 966 million). Thus, 88.4% of EBITA was converted 
into free cash flow in 2013 (2012: 89.2%).

Basis of preparation
The financial review is based on the figures and ratios stated 
on page 2, and the figures can consequently not be derived 
directly from the consolidated financial statements.

GROUP PERFORMANCE IN 2013

Consolidated income statement
Consolidated revenue for 2013 was DKK 12,534 million (2012: 
DKK 11,504 million). The year-on-year increase was DKK 1,030 
million or 9.0%, of which organic growth accounted for 7.7%. 
All business areas contributed to the organic growth. Emer-
gency, the Group’s largest business area, generated 7.7% 
organic growth, primarily as a result of significant growth in 
North America and Latin America. Both Healthcare and Safety 
Services generated double-digit organic growth rates as a re-
sult of significant growth in most of the geographies of these 
business areas.

Falck made a number of acquisitions in 2013, of which espe-
cially ambulance companies acquired in the United States 
and Germany contributed to the growth in revenue, whereas 
exchange rates had an adverse impact on revenue.

Since 2009, the Group has achieved an average annual         
revenue growth of 13.6%.

Revenue and organic growth
DKK million %
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Other operating income amounted to DKK 65 million (2012: 
DKK 46 million). This was attributable to gains from sales of 
non-current assets and to rent of premises.

EBITA was DKK 1,112 million (2012: DKK 1,083 million), equiv-
alent to an EBITA margin of 8.9%. 

The year-on-year growth in EBITA was driven by growth in 
Emergency, Healthcare and Safety Services, which was partly 
offset by a downturn in Assistance as a result of sales costs in 
connection with the expansion of the alarm portfolio and the 
establishment of Falck Global Assistance. 

Costs and amortisation from business combinations totalled 
DKK 550 million (2012: DKK 551 million). 

As opposed to 2012 (a cost of DKK 24 million), there were no 
exceptional items affecting profit in 2013. 

Financials were on a level with 2012 and amounted to a net 
expense of DKK 309 million (2012: DKK 312 million).

Profit before tax was DKK 249 million (2012: DKK 196 mil-
lion). The increase was attributable to the above-mentioned 
increase in EBITA and the fact that there were no exceptional 
items in 2013. 

Tax on the profit for the year was DKK 44 million (2012: DKK 
77 million), equivalent to an effective tax rate of 17.5% (2012: 
39.3%). The decline was driven by a reduction of the deferred 
tax liability due to a reduction of the corporate tax rate in 
Denmark. Adjusted for this one-off effect, the Group’s tax 
rate would have been in the region of 36,8%.

Profit for the year was DKK 205 million (2012: DKK 119 million). 

The normalised profit for the year after tax was DKK 568 mil-
lion (2012: DKK 559 million). 

Cash flow
The free cash flow was DKK 983 million (2012: DKK 966 mil-
lion), and the Group’s cash conversion rate (free cash flow 
divided by EBITA) was 88.4% (2012: 89.2%).

The free cash flow in 2013 was affected by the investment of 
DKK 182 million (2012: DKK 184 million) in non-current assets 
related to the expansion and start-up of activities, compared 
with a total investment of DKK 504 million (2012: DKK 472 
million).

Income taxes paid amounted to DKK 250 million (2012: DKK 
218 million),of which DKK 133 million was paid in Denmark 
(2012: DKK 112 million). Falck paid DKK 290 million of direct 
and indirect taxes in Denmark in 2013. 

EBITA, free cash flow and cash conversion rate
DKK million %
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Interest paid amounted to DKK 281 million (2012: DKK 300 
million), the decline being due to a lower average rate of 
 interest.

Payments for acquisitions totalled DKK 730 million (2012: 
DKK 553 million) and primarily related to the acquisitions 
of G.A.R.D. (Germany), Verihealth (United States), Hostile 
Environment Service (Australia) and Skandinavisk Hälsovård 
(Sweden). 

Dividends paid, changes in interest-bearing debt and other 
equity movements relating to shareholders generated a cash 
inflow of DKK 260 million which was attributable to loans 
raised to finance the year’s acquisitions. 

CONSOLIDATED BALANCE SHEET

net operating assets
Consolidated net operating assets excluding goodwill stood 
at DKK 886 million (2012: DKK 655 million). 

The increase in net operating assets was mainly attributable 
to Emergency, primarily the acquisitions in the United States, 
Germany and Australia, and the start-up of new activities in 
the United States and a general increase in capital expendi-
ture in 2012 and 2013. 

Consolidated net operating assets including goodwill stood at 
DKK 13,097 million (2012: DKK 12,842 million). The increase 
was the result of the above-mentioned net increase in net 
operating assets and additions to goodwill and intangible 

assets from acquisitions, which were partly offset by amorti-
sation from business combinations and the adverse effect of 
exchange rates. 

equity
Equity attributable to Falck Holding A/S was down by 2.2% 
to DKK 5,393 million (2012: DKK 5,512 million). The fall was 
mainly attributable to exchange differences and value adjust-
ments of commitments to buy non-controlling interests, part-
ly offset by the increase attributable to the profit for the year.

Non-controlling interests totalled DKK 62 million (2012: DKK 
77 million) and primarily related to non-controlling interests 
in the Safety Services activities in Nigeria and the Emergency 
activities in Spain and Slovakia.

net interest-bearing debt
The Group’s net interest-bearing debt increased by DKK 460 
million to DKK 6,215 million from a starting point of DKK 
5,755 million at year-end 2012. The increase was due to loans 
raised in connection with the acquisitions made during the 
year.

Provisions for acquisitions of operations and non-control-
ling interests
Contingent consideration and earn-outs payable totalled DKK 
123 million (2012: DKK 56 million). The increase was mainly at-
tributable to the acquisitions made during the year. Provisions 
for acquisitions of non-controlling interests totalled DKK 898 
million (2012: DKK 655 million) based on expected earnings at 
the time of exercise. The year-on-year increase was attribut-

FALCK MADE A NuMBER OF ACquISITIONS IN 2013, OF wHICH 
ESpECIALLy AMBuLANCE COMpANIES ACquIRED IN THE uNITED STATES 
AND gERMANy CONTRIBuTED TO THE gROWTH IN REvENuE, WHEREAS 
ExCHANgE RATES HAD A MAjOR ADvERSE IMPACT ON REvENuE
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able to acquisitions made during the year and reassessment 
of and the interest element of the discounted commitments. 
If the non-controlling shareholders of the relevant subsidiar-
ies do not exercise their options to sell their shares, Falck has 
an opposite option to buy the shares in agreed periods. 

acquisitions
The Falck Group’s most important acquisitions in 2013 were:

G.A.R.D.
In 2013, Falck acquired German-based G.A.R.D., which has 
about 1,000 employees and 340 vehicles and operates in the 
fields of ambulance services and patient transportation. 

Hostile Environment Services Pty Ltd
In 2013, Falck acquired 55% of the shares in Australian-based 
Hostile Environment Services Pty Ltd (HES). This company pro-
vides emergency and related services to the mining, oil and 
gas industries in Australia. 

Skandinavisk Hälsovård
In the autumn of 2013, Falck acquired Skandinavisk Hälsovård 
AB, a company that provides doctors and nurses on a tempo-
rary basis throughout the Nordic region.

Verihealth
Falck also acquired Verihealth in 2013, a company that primar-
ily provides patient transportation services in northern Cali-
fornia, USA. The company has 100 employees and 30 vehicles. 

denmark 
Revenue in Denmark was DKK 5,839 million. This represented 
a year-on-year increase of DKK 271 million or 4.9%. The rate 
of organic growth was 5.0%. The increase in revenue was 
mainly generated through growing activity within interdis-
ciplinary treatment and staffing services provided by the 
Healthcare business, non-emergency patient transportation in 
the Capital Region provided by the Emergency business, and 
the activities of Falck Global Assistance. 

EBITA was up by DKK 44 million to DKK 607 million (2012: 
DKK 563 million). The EBITA margin was 10.4% in 2013 (2012: 
10.1%). 

nordic region
Revenue from operations in the Nordic region (excluding 
Denmark) was down by DKK 78 million to DKK 2,055 million, 
representing a year-on-year decline of 3.7%. This downturn 
was the result of a political decision to insource activities to 
public operation in Norway and Sweden without a public pro-
curement process.  

EBITA was DKK 97 million, equivalent to an EBITA margin of 
4.7%. EBITA was down by DKK 46 million or 32.2% year on 
year, which was caused by the fall in activity in the Emergency 
business as a result of insourced activities, a shortage of spe-
cially trained ambulance nurses in Sweden and higher costs 
incurred by the Assistance business to provide services in 
Sweden and Norway. The increase was only partly offset by an 
improvement in earnings in Healthcare Sweden. 

Revenue, EBITA and organic growth by geographical area

   Revenue EBITA EBITA margin (%) Organic growth (%)(1)

   % of total 2013 2012 2013 2012 2013 2012 2013 2012

Denmark 46.6 5,839  5,568   607   563  10.4   10.1  5.0  1.4 
Nordic region 16.4 2,055  2,133   97   143  4.7   6.7  6.2  22.8 
Europe 13.3 1,668  1,475   150   151  9.0   10.2  4.4  12.8 
North America 15.0 1,872  1,354   52   39  2.8   2.9  17.1  5.0 
Latin America 6.7 844  781   154   135  18.2   17.3  19.0  13.4 
Rest of the world 2.0 256  193   52   52  20.3   26.7  10.6  20.8 
group total 100.0 12,534  11,504   1,112   1,083  8.9   9.4  7.7  7.6 

(1) Organic growth has been calculated based on pro forma figures for 2011.   
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europe
Revenue generated in Europe (excluding Denmark and the 
Nordic region) was DKK 1,668 million. This represented a 
13.1% year-on-year increase from DKK 1,475 million, of which 
4.4% was organic growth. The growth was mainly attributable 
to the acquisition of G.A.R.D. in Germany and new Emergency 
service contracts in Germany, Finland and Slovakia. 

EBITA was DKK 150 million, a minor decline of DKK 1 million 
on 2012. The EBITA margin was down from 10.2% to 9.0%.

north america
Revenue generated in North America amounted to DKK 
1,872 million. This represented a 38.3% year-on-year increase 
from DKK 1,354 million, of which 17.1% was organic growth. 
The growth was generated both by the Emergency business 
and by Safety Services. In addition to existing activities, the 
growth generated by the Emergency business came from new 
operations in California, Massachusetts and Washington state.

EBITA was DKK 52 million, equivalent to an EBITA margin of 
2.8%. EBITA was up by DKK 13 million year on year driven 
by an increase in earnings in the Safety Services business,          
primarily as a result of the acquisition of Occupational Safety 
Training in December 2012. This was partly offset by lower 
earnings from ambulance services due to costs incurred to 
start up operations in new areas.

latin america
Revenue in Latin America amounted to DKK 844 million. This 
represented an 8.1% year-on-year increase from DKK 781 mil-
lion, of which 19.0% was organic growth. The organic growth 
was generated by a general increase in revenue from Emer-
gency services, especially driven by growth in Colombia and 
Uruguay. 

EBITA rose by 14.1% to DKK 154 million (2012: DKK 135 mil-
lion). The increase was mainly driven by operations in Colom-
bia, Uruguay and Venezuela. The EBITA margin increased from 
17.3% to 18.2%. 

rest of the world
Revenue generated in the rest of the world totalled DKK 256 
million. The year-on-year increase in revenue was DKK 63 mil-
lion or 32.6%, which was primarily driven by the acquisition 
of HES in Australia in 2013 and Open Clinics in Kazakhstan in 

2012. The rate of organic growth was 10.6%, mainly driven by 
high growth in Malaysia. 

EBITA was DKK 52 million, which was unchanged from 2012. 

OUTLOOK FOR 2014

Revenue for 2014 is expected to grow by more than 10% as a 
result of the full-year effect of acquisitions already made and 
assuming continued satisfactory organic growth.

The EBITA margin for 2014 is expected to continue to be ad-
versely affected by costs related to growth initiatives, but the 
margin is expected to remain at about 9%. 

FORWARD-LOOKING STATEMENTS

Certain statements in this financial review are forward-
looking statements. Such statements are based on current 
expectations and are by their nature subject to a number of 
uncertainties that could cause actual results and performance 
to differ materially from future results or performance, ex-
pressed or implied, in the forward-looking statements. 

SHAREHOLDERS OF FALCK HOLDING A/S

Shareholders holding 5% or more of Falck Holding A/S are 
shown in the table below.

shareholders of falck holding a/s

Name Ownership

Lundbeckfond Invest A/S, Copenhagen 57.36%
KIRKBI Invest A/S, Billund 26.46%
Liberatio A/S, Copenhagen 
(owned by executive management) 10.25%
Other 5.93%

Lundbeckfond Invest A/S
The Lundbeck Foundation holds 57.36% of the shares and is 
thus Falck’s largest and controlling shareholder. The Lundbeck 
Foundation was founded in 1954 by Grete Lundbeck, widow 
of the founder of Lundbeck, a major Danish pharmaceutical 
company. The Foundation has two objects, partly to maintain 
and expand the activities of Lundbeck and the Foundation’s 
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other companies through active, value-creating ownership, 
and partly to make non-profit grants for scientific research of 
a high, international quality with a view to making a signifi-
cant difference to people’s health and lives. The grants are 
awarded on the basis of external peer reviews and indepen-
dently of Falck and Lundbeck.

In addition to the investment in Falck, the Foundation holds 
controlling interests in Lundbeck and ALK and manages its 
portfolio of securities through Lundbeckfond Invest and    
Lundbeckfond Ventures. The Foundation makes grants of 
DKK 400-500 million annually for natural sciences as well as 
for education and dissemination activities. The Lundbeck 
Foundation has increased its focus on personal grants in re-
cent years. The Foundation’s latest initiative, Lundbeckfond 
Emerge, is a strategic initiative to accelerate the commer-
cialisation of early scientific projects through investment 
and active participation.

Additional information on the Lundbeck Foundation is avail-
able at www.lundbeckfonden.com.

KirKBi
The KIRKBI Group holds 26.46% of Falck’s shares. KIRKBI In-
vest A/S is the holding and investment company of the Kirk 
Kristiansen family, and it also holds 75% of the LEGO Group, 
29.9% of Merlin Entertainments PLC, trademarks and part of 
an offshore wind farm under construction. In addition, KIRKBI 
holds an investment portfolio which includes assets such as 
shares, real property and private equity investments. 

A common feature of all KIRKBI investments is a focus on 
quality, entrepreneurship and care for people. 

Additional information on KIRKBI is available at  
www.KIRKBI.com.

EVENTS AFTER THE BALANCE SHEET DATE

No events have occurred after the balance sheet date that 
have a material impact on the financial position of the Falck 
Group.
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Risk factors

Falck is fundamentally resilient against strategic, operational 
and financial risks. This is partly due to the extensive diversifi-
cation of the business in terms of different markets, business 
models, customers and services, but also to the fact that most 
of the services provided by Falck benefit from a stable level of 
demand that is not subject to economic fluctuations and typi-
cal demand-regulating factors.

Out of concern for its customers, business partners, employ-
ees, suppliers, owners and other stakeholders, Falck pursues 
a comprehensive and firmly anchored risk management pro-
cess across the entire business. Falck’s Board of Directors and 
Executive Management Board are committed to monitoring 
all risks to the organisation’s inherent value and future value 
generation.

The Executive Management Board reviews Falck’s overall risk 
exposure and a large number of the Group’s most critical risks 
semi-annually. The reviews encompass an assessment of gross 
and net risks, including an evaluation of the effectiveness of 
the deployed mitigating strategies. The various risks are as-
sessed against the likelihood that the risk scenario will materi-
alise and its potential consequences.

The Executive Management Board also considers whether 
the net risk is within the defined risk tolerance level, which 
is derived from the Group’s strategy. If the net risk is not ac-
ceptable, the Executive Management Board will implement 
additional mitigating strategies to the extent possible in 
order to reduce the net risk to an acceptable level. The Execu-
tive Management Board presents the risk assessment to the 
Board of Directors once a year to form a basis for discussion 
of the Group’s risks.

There are risks inherent in day-to-day activities, in imple-
menting the strategy laid down and in exploiting business 
opportunities that emerge, so the handling of these risks is 
considered an integral part of the day-to-day work and a way 
of ensuring stable and predictable growth.

This description of risk factors includes examples of the risks 
which Management estimates may have an impact on the 
Group’s future growth, activities, financial position and earn-
ings, and it is not an exhaustive description of the Group’s 
risks. The risk factors are divided into business risks and finan-
cial risks and are presented in a random order.

Business risks

Corporate values
It is characteristic of Falck that most of its customers meet  
Falck staff directly in connection with the provision of a spe-
cific service. For that reason, all employees must be ambas-
sadors of Falck. Falck loses an important asset if this is not 
achieved. However, Falck’s continuing geographical expansion 
and the development of new types of services may present a 
challenge to the traditional Falck spirit. To address this, guide-
lines and forums have been established aimed at anchoring 
and ensuring compliance with Falck’s corporate values of be-
ing accessible, competent, efficient, fast, helpful and reliable.

Falck must continue to have a positive and credible reputation 
in order to be accepted as a provider of services to the public 
sector and to private and business customers worldwide. 

In a worst-case scenario, any failure to comply with basic mor-
al and ethical standards as well as international and national 
law, regulations and other regimes regarding good business 
conduct may prevent or restrict Falck’s access to a market or 
to large, global customers, in addition to the risk of potential 
legal sanctions. In order to constantly ensure compliance, the 
Executive Management Board regularly evaluates whether 
new activities are consistent with Falck’s corporate values. 
The Executive Management Board will refrain from activities 
that could trigger doubt as to whether Falck complies with its 
corporate values. Similarly, regular internal control visits to 
Falck’s operating companies ensure that any failure to comply 
with the corporate values is identified and rectified.

The management of each business entity is responsible, 
together with the Executive Management Board, for compli-
ance, dissemination and anchoring of the Falck Code of Con-
duct. To provide support in fulfilling this responsibility, con-
tinuous efforts are made to develop additional descriptions 
and to train Falck staff in the company’s Code of Conduct. In 
addition, Falck is ready to implement a whistleblower scheme 
pending approval by the Danish Data Protection Agency, 
which is expected to be given in the first part of 2014.

Outsourcing of public-sector operating activities
Although Falck is constantly developing its engagement with 
the private sector on a global basis, many of Falck’s activities 
are still based on the provision of outsoucerd public services. 
For this reason, Falck is dependent on the willingness of these 
authorities to continue outsourcing pre-hospital services, fire-
fighting and other services.
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There are different traditions for outsourcing public-sector 
services to private service providers in Falck’s various markets. 
Falck continues to maintain a dialogue with public-sector cli-
ents in those markets in order to ensure that the best possible 
basis is available for these authorities to make their decision.

Falck’s high quality and cost efficiency should continue to 
encourage political authorities and public-sector healthcare 
organisations to outsource services within Falck’s areas of 
business, not least during a period with pressure on public 
budgets and ever increasing requirements to the healthcare 
services in many countries.

If the public authorities in major markets should decide to 
insource already outsourced services, of if Falck is not suc-
cessful in winning the contracts for such services in public 
procurement processes, it would have an adverse impact on 
Falck’s business. 

Even in markets that outsource services, there is a risk of re-
strictions in Falck’s opportunity to win contracts if current ser-
vice providers are favoured in the selection process. This may 
happen if existing contracts are extended without a competi-
tive procurement process, or if technical requirements in the 
call for tenders make it impossible for new alternative service 
providers to submit bids. 

Also in this area, Falck seeks to maintain a dialogue with politi-
cal decision-makers in order to ensure that the consequence 
of non-competition for the contracts, i.e. typically higher 
costs, is clearly described.

Moreover, Falck pursues all relevant opportunities to submit 
complaints if the case is sufficiently serious. Falck has lodged 
a complaint with the European Commission regarding non-
compliance with the EU public procurement rules in certain 
regions in Spain, Austria and Germany. 

Operating efficiency and competitiveness
Falck’s activities are labour-intensive and thus affected by 
the cost of labour, pension costs, working hours regulations, 
social security contributions and employee benefits provided 
to Falck’s employees. Falck can be affected by the market not 
accepting price increases that are explained by increases in 
payroll costs. 

However, it has historically been possible to factor a large 
share of Falck’s payroll cost increases into its pricing.

For each of its business areas, Falck has established an organi-
sation with the objective to ensure a high level of operating 
efficiency without compromising quality, for example through 
global and regional procurement agreements for large 
categories of equipment and sharing of experience across 
national borders with respect to optimisation of business pro-
cedures and day-to-day operations. 

In order to further strengthen its competitiveness, Falck con-
tinuously seeks to determine the current and future require-
ments of its customers in order to provide convincing and 
competitive solutions.

Quality
Falck owes its customers, employees and other stakeholders 
to maintain the highest possible level of quality in its activi-
ties. Falck invests substantially in both equipment and staff 
within all its business areas in order to safeguard the quality 
of the services it provides.

Quality assurance forms part of day-to-day management and 
is, for example, reflected in daily check lists for the operating 
staff, training programmes for rescue staff and other special-
ists, and procedures for preventive maintenance of equip-
ment.

In the business areas where it is possible, Falck participates 
actively in the accreditation and certification of its various op-
erating organisations. 

competition
Falck thrives in a free market. Falck’s competitiveness sup-
ports the existing business and provides a strong basis for 
continued growth.

Falck faces competition in all its business areas and is conse-
quently regularly challenged with respect to market share 
and profitability. The competitors are local, regional or global 
service providers in the different business areas. However, 
there is no single organisation that offers the same product 
portfolio as Falck does.

Falck has seen that competition, even when it results in lower 
profitability and loss of market share, promotes Falck’s busi-
ness overall, and Falck’s continuing focus on its competitive-
ness reduces this risk to an acceptable level at which Falck can 
win and retain a share of the market that is suitable in view of 
the prevailing conditions in the market.
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It happens frequently that an aggressive competitor seeks to 
buy market share by offering unrealistic prices or discount so-
lutions in the hope of generating future revenues. Falck does 
not consider such an approach viable, nor does Falck believe 
that it is in the interest of the public sector or the customers, 
so Falck does not wish to offer discount solutions or operate 
its business at a loss, and aggressive competitors have thus 
far not shown themselves able to maintain a viable business in 
the long term.

Much of Falck’s business volume is provided under large con-
tracts. If Falck loses such a contract, such a loss cannot always 
be covered by other contracts and may therefore result in a 
decline in revenue and possibly in restructuring costs as well. 
However, the Falck organisation as a whole is well covered, as 
even large contracts will be limited to one business area and 
typically to one market.

acquisitions and organic growth
Falck’s business plans are based on growth, both based on 
its current business and through acquisitions. If the potential 
benefits of acquisitions or new activities fail to materialise, 
the invested capital may be lost, and this may lead to future 
limitations in the room to manoevre.

Falck’s business areas conduct a careful analysis of the poten-
tial and risks in the short and long term before any decisions 
are made to invest in an expansion of existing activities or in 
an acquisition. The Executive Management Board approves all 
investments based on an analysis and assessment of the over-
all alignment with Falck’s strategy.

All major acquisitions and investments are continually fol-
lowed up on so that action can be taken in the event of any 
deviation from the original business plan. Moreover, Falck’s 
investments are relatively limited in size, which means that 
the failure of a single investment would have limited financial 
consequences.

Management and organisation
Falck continuously expands and strengthens the management 
levels of its business areas and operating companies in order 
to meet its high ambitions with respect to continued growth, 
globalisation and product development. Falck aims to ensure 
that the executive directors of its operating companies pos-
sess the capabilities necessary to pursue growth opportuni-
ties while also remaining in charge of rational and customer-
orientated operations.

If these demands cannot be fully met globally, this may have 
consequences for the operation of the business, just as its 
growth potential may be stunted. Recent years’ experience in-
dicates that Falck is able to attract and retain executives with 
suitable experience and appropriate backgrounds.

Falck depends on being able to attract and retain employees 
with special competencies, training and experience, including 
ambulance and medical staff. Such staff are a prerequisite 
for Falck’s ability to maintain and develop its business. Falck 
strives to be a good and attractive employer for all types of 
staff, also in the long term. Falck invests significant resources 
in developing employee competencies and maintaining their 
job motivation throughout their employment.

Falck also maintains a close dialogue with its customers about 
their current and future needs so it has the right human re-
sources and can provide high-quality cost-efficient services to 
its customers.

it-related operating breakdowns
Falck’s business model and operations are to a great extent 
dependent on well-functioning IT and communications systems.

Falck’s central systems for handling operations are designed 
to withstand power and data line failure and similar events 
to the greatest possible extent. The historical operating 
reliability of Falck’s system has been very high, and Falck 
works continually to maintain and further develop plans for             
re-establishing communications systems, business-critical ap-
plications and other infrastructure to ensure continued opera-
tions in the event of a breakdown.

Financial risks

interest rate and foreign exchange risk
The Group’s average rate of interest was 4.0% in 2013 (2012: 
4.3%). The interest rate risk is affected by the Group’s general 
financing. Based on the current market situation, the Group’s 
Executive Management Board and the Board of Directors 
have decided to extend the interest rate swaps that expire in 
2014 until 2016 and 2017, so that 70 - 80% of the expected 
financing is at fixed rates of interest. The rest of the financing 
is based on short-term interest rates. 
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For this reason, the Group is only to a minor extent sensitive 
to fluctuations in market interest rates, and a fluctuation by 
1% would change the interest expense for the year by DKK 26 
million.

Sensitivity analysis, market-rate fluctations of 1%

DKK million 2013 2012

DKK 25  21
EUR 0  - 
USD 1  1
Other 0  1
total 26  23

The Group monitors developments in market interest rates 
closely in order to be able to react if the market situation 
changes.

The exchange rate exposure of the Group’s transactions is 
limited since subsidiaries outside Denmark largely operate in 
local currencies, to the effect that revenues and most of the 
expenses of the individual subsidiaries are in the same cur-
rency. The main exchange rate exposure faced by the Group 
relates to the translation into DKK of the financial results and 
equity of subsidiaries.

A concurrent fall in all exchange rates by 1% relative to the 
DKK would reduce revenue by DKK 48 million, EBITA by DKK 4 
million and equity by DKK 30 million.

The Group regularly assesses its foreign exchange risk in or-
der to determine whether its exposure should be hedged by 
loans in the same currencies or forward exchange contracts. 

For a more detailed description of the Group’s exchange rate 
and currency risks, please see note 31.

credit risk
The Group does not have material risks on any single custom-
er or business partner.

When entering into significant contracts, the Group makes a 
credit assessment of the customer in order to assess the po-
tential credit risk. Trade receivables are monitored and evalu-
ated on a continuing basis in order to assess any need to make 
provisions for bad debts.

The Group’s credit exposure to large customers is considered 
low as the Group’s large customers are, to a great extent, 
public authorities.

Subscription sales to private and corporate customers are 
not deemed to involve material risks to the Group, as the 
amounts are small for the individual subscriptions, and both 
general and individual write-downs are made for anticipated 
bad debts. 

Falck’s entry on the ambulance market in the United States 
has increased the Group’s credit risk because payment for am-
bulance services in the United States is collected directly from 
the patient transported if the patient does not have health 
insurance or coverage under a public insurance scheme. Col-
lection can be difficult, especially in the case of emergency 
transport.

liquidity risk
The Group’s liquidity risk primarily concerns its ability to meet 
its obligations to pay its employees and creditors and to ser-
vice its debts. The Group continuously monitors its free cash 
flow in order to assess its liquidity risks. Certain of the Group’s 
loans, including debt held by Falck Holding A/S, are subject to 
certain loan covenants, and the Group continuously monitors 
whether the covenants are observed. 

The Group’s cash reserve comprises cash and cash equivalents 
and unused credit facilities. The purpose of the cash resour-
ces is to allow the Group to operate adequately in the event 
of unforeseen fluctuations in available funds. 

At year-end 2013, the Group’s unused credit facilities totalled 
DKK 849 million, of which DKK 349 million was solely available 
for acquisitions. With the addition of available cash and cash 
equivalents of DKK 1,006 million, total cash resources were 
DKK 1,855 million. Management believes that the Group’s 
cash resources are fully sufficient.

capital structure
The Group is not subject to general capital requirements 
other than the standard statutory requirements. The Com-
pany’s share capital is not divided into share classes. The capi-
tal structure has been determined based on an assessment 
of how large a debt the Group is able to service in a suitable 
manner as well as the amounts of earnings and cash flows 
generated in the Group in view of the Group’s growth expec-
tations and ambitions. 
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The Group is financed by an overall syndicated loan raised by 
the Parent Company, Falck A/S, and Falck Danmark A/S. The 
loan terms include covenants requiring that certain financial 
performance indicators are met. All loan terms were hon-
oured in 2013. The outstanding debt as at 31 December 2013 
was DKK 6,505 million. Through regular instalments payable 
on the syndicated loan from 2014 to 2017, the debt will be 
reduced to DKK 4,551 million, which must be repaid in full in 
2018.

Moreover, the Group has mortgage loans totalling DKK 354 
million and other interest-bearing debt of DKK 416 million.

The Group monitors and manages its capital structure with a 
view to ensuring that it can meet all its financing obligations.

As at 31 December 2013, the Group’s net interest-bearing 
debt stood at DKK 6,215 million, while equity totalled DKK 
5,455 million.
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Income statement for the year ended 31 December

Note  DKK million  2013  2012
 
 2 Revenue  12,534   11,504 
 3 Other operating income  65   46 
  Cost of sales and external assistance  -1,515   -1,371 
 4 Other external costs  -2,558   -2,297 
 5 Staff costs  -7,073   -6,486 
 6 Amortisation, depreciation and impairment  -895   -864 
 7 Income after tax from associates, primary activities  4   - 

  operating profit before exceptional items   562    532 

 
  Analysed as follows: 
    operating profit before costs, amortisation from business combinations  
    and exceptional items   1,112    1,083 
 8 Amortisation of intangible assets and costs from business combinations  -550   -551 
  operating profit before exceptional items   562    532 
 9 Exceptional items  -   -24 

  PRoFIT BEFoRE FINANCIAlS   562    508 
 7 Income after tax from associates, secondary activities  -4   - 
 10 Financial income  21   29 
 11 Financial expenses  -330   -341 

  PRoFIT BEFoRE TAX   249    196 
 12 Income taxes  -44   -77 

  PRoFIT FoR THE YEAR   205    119 

  AlloCATIoN: 
  Falck Holding A/S  198   107 
  Non-controlling interests  7   12 

  ToTAl   205    119 
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Statement of comprehensive income for the year ended 31 December

Note  DKK million  2013  2012

  Profit for the year   205    119 

	 	 Items	that	cannot	be	reclassified	to	the	income	statement	
  Actuarial adjustment of pension provisions  1   1 

    1   1 
	 	 Items	that	can	be	reclassified	to	the	income	statement	
  Foreign exchange differences  -220   -5 
  Value adjustment of currency hedging instruments  9   11 
  Value adjustment of interest hedging instruments  51   -32 
  Adjustment for hyperinflation  -2   1 
 12 Tax   28   1 

     -134    -24 

  other comprehensive income after tax   -133    -23 

  ToTAl ComPREHENSIvE INComE   72    96 

  AlloCATIoN: 
  Falck Holding A/S  66   83 
  Non-controlling interests  6   13 

  ToTAl   72    96 
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Cash flow statement for the year ended 31 December

Note  DKK million  2013  2012
 
  Total revenue  12,599   11,550 
  Total costs  -12,037   -11,018 

  operating profit before exceptional items   562    532 
 6 Amortisation, depreciation and impairment  895   864 
  Costs from business combinations  45   36 

  Profit before financials and amortisation, depreciation and impairment    1,502    1,432 
  Reversal of profit/(loss) on divestment of non-current assets  -11   -22 
  Change in operating assets  -143   -164 
  Movements relating to associates  -35   -6 
  Change in operating payables  102   178 
  Change in provisions  26   -7 

  Cash flow from operating activities before financials, exceptional items and tax   1,441    1,411 
  Exceptional items  -   -37 
 27 Net financials  -281   -300 
 12 Income tax paid  -250   -218 

  CASH FlowS FRom oPERATING ACTIvITIES   910    856 

  
 28 Investments in subsidiaries, non-controlling interests and operations  -638   -473 
  Cash flows from hedging of net investments  34   -82 
 28 Divestment of subsidiaries, non-controlling interests and operations  -22   - 
  Investments in other shares and securities  -   -7 
 13 Investments in intangible assets  -106   -77 
 14 Investments in property, plant and equipment  -424   -452 
  Sale of property, plant and equipment  37   79 
  Investments in associates  -68   -2 

  CASH Flow FRom INvESTING ACTIvITIES   -1,187    -1,014 

  
  Other movements relating to shareholders  -7   -3 
 29 Movements relating to non-controlling interests  -37   -110 
  Interest-bearing debt raised  968   527 
  Repayment of and change in interest-bearing debt  -664   -252 

  CASH FlowS FRom FINANCING ACTIvITIES   260    162 

  
  Change in cash and cash equivalents    -17    4 
 
  Cash and cash equivalents at beginning of year  974   963 
  Foreign exchange differences relating to cash and cash equivalents  -52   7 

 18 CASH AND CASH EqUIvAlENTS AT YEAR-END   905    974 
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Balance sheet as at 31 December

Note  DKK million  2013  2012

  Assets 
 
  Goodwill  9,971   9,554 
  Intangible assets from acquisitions  2,261   2,634 
  Other intangible assets  204   160 

 13 ToTAl INTANGIBlE ASSETS   12,436    12,348 

 
  Land and buildings  728   719 
  Leasehold improvements  61   58 
  Fixtures and fittings, tools and equipment  1,099   1,007 

 14 ToTAl PRoPERTY, PlANT AND EqUIPmENT   1,888    1,784 

 
 15 Investments in associates  86   17 
  Receivables from associates  52   - 
  Other equity investments  14   6 
 21 Deferred tax assets  132   83 

  ToTAl FINANCIAl ASSETS   284    106 

 
  ToTAl NoN-CURRENT ASSETS   14,608    14,238 

 
 16 Inventories  83   76 

 
 17 Trade receivables  1,607   1,400 
  Receivables from associates  50   67 
  Other receivables  192   153 
  Prepayments  135   164 
 18 Securities  101   107 
 18 Cash  905   974 

    2,990   2,865 

  ToTAl CURRENT ASSETS   3,073    2,941 

  ToTAl ASSETS   17,681    17,179 
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Balance sheet as at 31 December

Note  DKK million  2013  2012

 Equity and liabilities 

  Share capital  67   67 
  Hedging reserve  -17   -62 
  Currency translation reserve  -125   54 
  Retained earnings  5,468   5,453 

  EqUITY ATTRIBUTABlE To PARENT ComPANY   5,393    5,512 

  Non-controlling interests  62   77 

 19 ToTAl EqUITY   5,455    5,589 

 
 20 Other employee obligations  21   26 
 21 Deferred tax  723   874 
 22 Provisions for acquisitions of operations and non-controlling interests  891   702 
 23 Other provisions  40   12 
 24 Credit institutions  6,584   6,167 

  ToTAl NoN-CURRENT DEBT   8,259    7,781 

  
 24 Credit institutions  637   667 
 22 Provisions for acquisitions of operations and non-controlling interests  130   9 
 23 Other provisions  16   8 
  Trade payables  696   653 
  Income taxes  21   1 
 25 Other payables  931   1,024 
 26 Deferred income  1,536   1,447 

  ToTAl CURRENT DEBT   3,967    3,809 

 
  ToTAl EqUITY AND lIABIlITIES   17,681    17,179 
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Equity statement

        Currency      Non- 
    Share  Hedging  translation  Retained    controlling   
2013        DKK million    capital  reserve  reserve  earnings  Total  interests  Equity

  
Equity at 1 january 2013     67    -62    54    5,453    5,512    77    5,589 
  
Equity movements in 2013   
Foreign exchange differences     -220    -220   -1   -221 
Value adjustment of currency hedging instruments    9     9    9 
Value adjustment of interest hedging instruments    51     51    51 
Actuarial adjustment of pension provisions      1   1    1 
Adjustment for hyperinflation     -2    -2    -2 
Tax on other comprehensive income    -15   43    28    28 

Other comprehensive income     -   45   -179   1   -133   -1   -134 
Profit for the year      198   198   7   205 

Total comprehensive income       -    45    -179    199    65    6    71 
Change in non-controlling interests' ownership share      11   11    11 
Acquisitions of treasury shares      -7   -7    -7 
Adjustment of provision for acquisition of  
non-controlling interests relating         
to acquisitions after 1 January 2010       -188   -188    -188 
Dividend        -21   -21 

Total transactions with owners      -    -    -    -184    -184    -21    -205 

Total equity movements in 2013      -    45    -179    15    -119    -15    -134 

ToTAl EqUITY AT 31 DECEmBER 2013     67    -17    -125    5,468    5,393    62    5,455 

2012        DKK million 
  
Equity at 1 january 2012     67    -46    64    5,521    5,606    74    5,680 
  
Equity movements in 2012   
Foreign exchange differences     -6    -6   1   -5 
Value adjustment of currency hedging instruments    11     11    11 
Value adjustment of interest hedging instruments    -32     -32    -32 
Actuarial adjustment of pension provisions      1   1    1 
Adjustment for hyperinflation      1   1    1 
Tax on other comprehensive income    5   -4    1    1 

Other comprehensive income    -   -16   -10   2   -24   1   -23 
Profit for the year      107   107   12   119 

Total comprehensive income      -    -16    -10    109    83    13    96 
Change in non-controlling interests' ownership share      -86   -86   -   -86 
Acquisitions of treasury shares      -3   -3    -3 
Adjustment of provision for acquisition of  
non-controlling interests  relating        
to acquisitions after 1 January 2010       -88   -88    -88 
Dividend       -   -10   -10 

Total transactions with owners      -    -    -    -177    -177    -10    -187 

Total equity movements in 2012      -    -16    -10    -68    -94    3    -91 

ToTAl EqUITY AT 31 DECEmBER 2012     67    -62    54    5,453    5,512    77    5,589 
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Notes to the consolidated financial statements

Business areas
Falck's reporting segments are its four business areas, Emer-
gency, Assistance, Healthcare and Safety Services, which sell 
various services.

Emergency
Falck is the largest international ambulance service provider 
in the world. Falck provides ambulance services to people in 
25 countries on five continents in close collaboration with 
the authorities. Falck operates more than 2,200 ambulances 
with ambulance officers treating more than four million sick 
or injured people every year. In addition, Falck participates in 
providing a large number of other pre-hospital services us-
ing doctor’s cars, paramedic cars and medical helicopters. 

Falck is also the world’s largest international fire-fighting op-
erator, with activities in 18 countries. In Denmark, Falck pro-
vides fire-fighting and fire-prevention services to two-thirds 
of the country. In its other countries of operation, Falck is 
active in industrial fire services, fire training and fire services 
consulting for both public and industrial customers.

Assistance
Falck's Assistance services are concentrated in the four 
Nordic countries (Denmark, Finland, Norway and Sweden) 
and Estonia. The services provide people with the greatest 
possible safety and security, by providing advice, prevention, 
or fast and competent assistance when accidents happen. 
The services are often subscription-based and especially 
provide help to people with their cars and homes. As an ex-
ample, Falck helps members whose car has broken down, or 
if they are involved in an accident: in most cases, Falck staff 
can repair the car on the spot. And Falck helps homeowners 
with everything from water in the basement to snow on the 
roof. Also, both private companies and public authorities can 
make use of Assistance services in situations involving build-
ings, health, travel and more.

Healthcare
Falck Healthcare is Denmark's largest private provider of 
healthcare services. Under this business area, Falck helps 
keep employees and citizens healthy. An important part 
of Falck Healthcare's efforts consists of preventing illness, 
stress and strain. The goal is to ensure that each individual 
enjoys the greatest possible degree of well-being at work 
and at home. In this way, Falck also helps employers reduce 
costs related to sickness. Moreover, the public sector saves 
on social security costs, and insurance and pension providers 
see lower payment of compensation related to occupational 
injuries and incapacity for work.

Safety Services
Falck provides rescue and safety courses and other safety 
services in 19 countries on five continents. This happens at 
36 training centres aimed at the offshore industry and the 
maritime sector, but the chemical industry, the wind energy 
industry, the aviation industry and the armed forces in Den-
mark and Sweden also use Falck's services. In addition, Falck 
has seven land-based training centres in the Netherlands. 
At the centres, people are trained in how to prevent and 
fight fires, and they are taught how to react correctly – also 
under extreme conditions – if accidents do occur. Falck is the 
world's leading serviceprovider within this area with com-
petencies developed on the basis of more than 100 years of 
experience in rescue services.

The accounting policies of all business areas are as described 
in the accounting policy note to the financial statements. 

The performance of the business areas is evaluated on the 
basis of operating profit before costs and amortisation from 
business combinations and exceptional items. Revenue and 
other transactions within and between business areas are 
accounted for as if they had taken place with third parties in 
accordance with Falck's rules on transfer pricing and internal 
settlement.

Note

1 Segment information
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Notes to the consolidated financial statements

Note  DKK million 
  

1 Segment information (continued) 

          Elimination 
          and non- 
    Safety allocated 
Business areas 2013  Emergency(2)  Assistance  Healthcare  Services  items  Total
  
KEY RATIOS 
EBITA margin (%)(1)  5.9   10.6   9.3   16.3    8.9 

  
INComE STATEmENT 
Revenue  8,077   2,885   1,206   1,316   -950   12,534 
operating profit before amortisation,  
depreciation, impairment and  
exceptional items   708    360    120    269      1,457 
Amortisation, depreciation and impairment  -512   -203   -38   -142    -895 

operating profit before exceptional items   196    157    82    127      562 

 
Analysed as follows: 
operating profit before costs and    
amortisation from business combinations  
and exceptional items    478    307    112    215      1,112 
Amortisation of intangible assets and  
costs from business combinations  -283   -150   -29   -88    -550 
operating profit before exceptional items   195    157    83    127      562 
Exceptional items  -   -   -   -    - 

Profit before financials   195    157    83    127      562 

Financials etc.      -313   -313 

Profit before tax           249    249 
Income taxes      -44   -44 

Profit for the year           205    205 

BAlANCE SHEET 
Total assets  11,343   3,076   1,169   2,047   46   17,681 
Net investments in intangible assets, 
property, plant and equipment  300   100   11   82   -   493 

  
(1) Operating profit before costs and amortisation from business combinations and exceptional items as a percentage of revenue. 
(2)  The Emergency business includes operations in Venezuela, which is defined as a hyperinflationary economy. The revenue and 

operating profit stated above therefore include adjustment for hyperinflation of DKK 10 million and DKK 4 million respectively.
The effect on profit for the year was DKK 1 million. 
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Notes to the consolidated financial statements

Note  DKK million 

1 Segment information (continued) 

          Elimination 
          and non- 
    Safety allocated 
Business areas 2012  Emergency(2)  Assistance  Healthcare  Services  items  Total

KEY RATIOS 
EBITA margin (%)(1)  6.1   11.8   9.3   16.9    9.4 

 
INComE STATEmENT 
Revenue  7,515   2,815   1,012   1,164   -1,002   11,504 
operating profit before amortisation,  
depreciation, impairment and  
exceptional items   679    371    106    240      1,396 
Amortisation, depreciation and impairment  -500   -197   -40   -127    -864 

operating profit before exceptional items   179    174    66    113      532 

Analysed as follows: 
Operating profit before costs and 
amortisation from business combinations  
and exceptional items    459    333    94    197      1,083 
Amortisation of intangible assets and  
costs from business combinations  -280   -159   -28   -84    -551 
operating profit before exceptional items   179    174    66    113      532 
Exceptional items  -13   -11   -   -    -24 

Profit before financials   166    163    66    113      508 

Financials etc.      -312   -312 

Profit before tax           196    196 
Income taxes      -77   -77 

Profit for the year           119    119 

BAlANCE SHEET 
Total assets  10,650   3,269   1,075   2,128   57   17,179 
Net investments in intangible assets, 
property, plant and equipment  260   92   16   82   -   450 

 
 
(1) Operating profit before costs and amortisation from business combinations and exceptional items as a percentage of revenue. 
(2)  The Emergency business includes operations in Venezuela, which is defined as a hyperinflationary economy. The revenue and 

operating profit stated above therefore include adjustment for hyperinflation of DKK 6 million and DKK 1 million respectively. 
The effect on profit for the year was DKK 0 million. 
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Notes to the consolidated financial statements

Note  DKK million  2013  2012

1 Segment information (continued)  

        Non-current     Non-current 
    assets   assets 
        excluding     excluding 
    deferred   deferred 
Geographical breakdown      Revenue  tax assets  Revenue  tax assets
  
Denmark    5,839   9,744   5,568   10,007 
Nordic region     2,055   945   2,133   1,030 
Europe    1,668   1,470   1,475   885 
North America    1,872   1,172   1,354   1,123 
Latin America    844   692   781   763 
Rest of the world    256   453   193   347 

Total    12,534   14,476   11,504   14,155 

  
The breakdown of revenue is based on customers' country of residence. No single customer accounts for 10% or more of revenue. 
  
The breakdown of assets is based on physical location. 
  
The Nordic region comprises the following countries: 
Norway, Sweden and Finland. 
  
Europe comprises the following countries: 
Belgium, Estonia, France, Italy, the Netherlands, Poland, Romania, Slovakia, Spain, Switzerland, Turkey and United Kingdom. 
  
North America comprises the following countries: 
United States, Canada 
  
Latin America comprises the following countries: 
Brazil, Chile, Colombia, Ecuador, El Salvador, Mexico, Panama, Trinidad & Tobago, Uruguay and Venezuela. 
  
The rest of the world comprises the following countries: 
Azerbaijan, Angola, Australia, United Arab Emirates, India, Kazakhstan, China, Malaysia, 
Nigeria, Papua New Guinea, Russia, Singapore, Thailand, Vietnam and Qatar. 
  
Inter-segment transactions are made on an arm’s length basis. 

Note  DKK million  2013  2012

2 Revenue 

Services      12,438   11,418 
Products      96   86 

Total revenue      12,534   11,504 

3 Other operating income 

Gain on sales of assets      11   22 
Other operating income      54   24 

Total other operating income           65    46 

Other operating income relates mainly to rent from premises. 
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Notes to the consolidated financial statements

Note  DKK million  2013  2012
 

4 Fees to auditors appointed at the annual general meeting 

Statutory audit      -8   -7 
Tax advisory services      -1   -1 
Other services      -14   -4 

Total fees to Deloitte           -23    -12 

Tax advisory services       -2 
Other services       -1 

Total fees to KPmG(1)             -3 

 
(1) The fees for 2012 cover the period until the annual general meeting held on 26 April 2012. 

5 Staff costs 

Salaries and wages to employees       -5,689   -5,221 
Remuneration to the Executive Management Board     -15   -13 
Remuneration to the Board of Directors      -5   -5 

Total salaries and remuneration           -5,709    -5,239 

 
Defined-contribution pension plans      -306   -301 
Other social security costs      -636   -561 
Other staff costs      -422   -385 

Total other staff costs           -1,364    -1,247 

Total staff costs           -7,073    -6,486 

Permanent employees at 31 December      24,590   22,103 

Other employees at 31 December      7,419   5,902 

Number of employees (full-time equivalents)      22,441   20,567 

Remuneration to the Executive Management Board includes both a fixed salary and variable remu-
neration. The variable remuneration is fixed on the basis of an assessment of the Group's perform- 
ance. The members of the Executive Management Board do not receive contributions to pension 
plans.

The service contracts of the members of the Executive Management Board include severance peri-
ods which, in the case resignation by an executive, are 6 months and, in the case of termination by 
the company, are 12 months. 

The Group contributes to pension plans which cover employees in various companies of the Group. 
The pension plans are typically defined-contribution plans. The Group has insignificant defined-be-
nefit plans in Norway and the Netherlands. Actuarial adjustments of these plans amounted to DKK 1 
million in 2013 (2012: DKK 1 million) of which the fair value of pension liabilities and pension assets 
at year-end 2013 amounted to DKK 24 million and DKK 25 million respectively. 
The net asset of DKK 1 million is recognised in other receivables. 

warrant programme, Executive management Board 
Number of warrants at 1 January      4,443,120   4,443,120 

Number of warrants at 31 january           4,443,120    4,443,120 

Each warrant entitles the holder to subscribe for one share in Falck Holding A/S with a nominal value of DKK 1.00 on 30 December 
2015 at DKK 125 per share. The warrants issued were acquired at market value with no conditions attached.
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Notes to the consolidated financial statements

Note  DKK million  2013  2012
 

6 Amortisation, depreciation and impairment 

Intangible assets from acquisitions      -505   -515 
Other intangible assets      -47   -39 
Buildings      -34   -34 
Leasehold improvements      -13   -13 
Fixtures and fittings, tools and equipment      -296   -263 

Total amortisation, depreciation and impairment        -895    -864 

7 Income after tax from associates 

Income from associates, primary activities      4   - 
Income from associates, secondary activities      -4   - 

Income after tax from associates            -    - 

8 Amortisation of intangible assets and costs  
 from business combinations 

Amortisation of intangible assets from business combinations     -505   -515 
Costs from business combinations      -45   -36 

Total amortisation of intangible assets and costs from business combinations       -550    -551 

 
 

9 Exceptional items 

Costs relating to strategic projects      -   -24 

Total exceptional items           -    -24 

 
 

10 Financial income 

Interest from cash      7   9 

Interest from financial assets not measured at fair value through profit or loss       7    9 
Foreign exchange gains      6   13 
Interest from securities held to maturity      1   2 
Other financial income      7   5 

Total financial income           21    29 
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Notes to the consolidated financial statements

Note  DKK million  2013  2012
  

11 Financial expenses 

Interest to credit institutions      -269   -279 
Interest element on discounted liabilities      -5   -4 
Other financial expenses      -23   -31 

Interest on financial liabilities not measured at fair value through profit or loss      -297    -314 
Foreign exchange losses      -33   -27 

Total financial expenses           -330    -341 

  
  

12 Income taxes 

Current tax      -241   -207 
Change in deferred tax for the year      141   132 
Reduction of Danish corporate tax rate from 25% to 22% until 2016    49   - 
Prior-year adjustments      7   -2 

Total income taxes           -44    -77 
Tax on other comprehensive income      28   1 
Total tax           -16    -76 

Income tax paid during the year      -250   -218 

  
Breakdown of tax rate: 
Total income taxes      -44   -77 

Tax base for current year           253    196 

Effective tax rate          17.5%  39.3%

 
Danish tax rate     25.0% 25.0%
Differences in foreign tax rates relative to Danish rate    1.6% 1.1%
Non-deductible costs/(tax-exempt income)     4.6% 4.2%
Non-capitalised tax losses for the period     4.3% 1.9%
Utilisation of non-capitalised tax losses     -0.3% -0.2%
Payroll tax on profit for the year     4.6% 7.9%
Reduction of Danish corporate tax rate     -19.6% 0.0%
Other adjustments including adjustments relating to prior years    -2.7% -0.6%

Effective tax rate          17.5%  39.3%

  
Tax on other comprehensive income 
Tax on foreign exchange differences      43   -4 
Tax on value adjustments relating to currency hedging instruments    -2   -3 
Tax on value adjustments of interest hedging instruments     -13   8 

Total tax on other comprehensive income           28    1 

  
In the calculation of the reduction of the Danish corporate tax rate from 25% to 22% in 2016, the expected crystallisation in 2014 
and 2015 at 24.5% and 23.5% respectively has been taken into account. Accordingly, deferred tax has been recognised at a weighted 
average.
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13 Intangible assets 

    Intangible Other 
         assets from  intangible 
2013      Goodwill  acquisitions  assets  Total

Cost at 1 January 2013    9,554   3,400   209   13,163 
Foreign exchange differences    -188   -64   -16   -268 
Additions on acquisitions    579   171   -   750 
Additions     -   -   106   106 
Revaluation of put options and earn-outs  
relating to acquisitions before 1 January 2010    17   -   -   17 
Disposals and reclassification    -   -   -9   -9 
Adjustments to acquisitions in 2012    9   -   -   9 

Cost at 31 December       9,971    3,507    290    13,768 

Amortisation and impairment at 1 January 2013    -   -766   -49   -815 
Foreign exchange differences    -   25   4   29 
Disposals and reclassification    -   -   6   6 
Amortisation    -   -505   -47   -552 

Amortisation and impairment at 31 December       -    -1,246    -86    -1,332 

Carrying amount at 31 December 2013       9,971    2,261    204    12,436 

    Intangible Other 
         assets from  intangible 
2012      Goodwill  acquisitions  assets  Total
 
Cost at 1 January 2012    9,083   3,254   135   12,472 
Foreign exchange differences    43   16   3   62 
Additions on acquisitions    391   114   -   505 
Additions     -   -   77   77 
Revaluation of put options and earn-outs  
relating to acquisitions before 1 January 2010    33   -   -   33 
Disposals and reclassification    -   -   -6   -6 
Adjustments to acquisitions in 2011    4   16   -   20 

Cost at 31 December       9,554    3,400    209    13,163 

Amortisation and impairment at 1 January 2012    -   -249   -14   -263 
Foreign exchange differences    -   -2   -2   -4 
Disposals and reclassification    -   -   6   6 
Amortisation    -   -515   -39   -554 

Amortisation and impairment at 31 December       -    -766    -49    -815 

Carrying amount at 31 December 2012       9,554    2,634    160    12,348 

Intangible assets from acquisitions primarily relate to customer contracts and other customer relations. The acquisitions were prima-
rily made to achieve synergies with existing business areas, to further develop existing markets and to establish a presence on new 
markets. As a result, a large part of the consideration has been allocated to goodwill.

Other intangible assets are primarily related to software.

Except for goodwill and the Falck trademark in the amount of DKK 514 million, recognised in intangible assets from acquisitions, all 
intangible assets are deemed to have a limited economic life.
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13 Intangible assets (continued) 

Goodwill impairment test 
Goodwill is tested for impairment at least once a year, and more frequently if there are indications of impairment. In impairment 
tests, the discounted values of the future net cash flows of each of the cash-generating units (value in use) are compared with their 
carrying amounts. 

            Goodwill 

      2013 2012

Emergency      5,046   4,582 
Assistance      2,993   3,011 
Healthcare      801   780 
Safety Services      1,131   1,181 

Total goodwill           9,971    9,554 

For the above mentioned business areas, goodwill is tested for impairment in the relevant cash-generating units, defined as the four 
business areas, based on the following parameters and assumptions: 

The future net cash flows are based on the consolidated budget for 2014 and the Group’s strategic plan for the period until 2018. 
Moreover, growth during the terminal period has been estimated at 3.5% in the Emergency business (2012: 3.5%) and 2.5% in the 
other business areas (2012: 2.5%). 

The key parameters for the impairment test are performance in terms of revenue and the EBITA margin. Revenue and earnings are 
affected by developments in the number of ambulance entities, transport services, persons covered, course attendees, etc. As capi-
tal tied up in net operating assets is generally low in the Group, this parameter does not have any material impact on the impairment 
test.
 
The Emergency activities primarily consist of ambulance services, including transportation of patients, and of fire fighting for public- 
and private-sector customers, and they do not fluctuate materially from year to year. Emergency also includes training and consul-
tancy activities for private-sector companies in several countries. The discount rate for Emergency has been set at 10% before tax 
(2012: 10%).
 
The Assistance activities primarily consist of subscriptions and are therefore stable from year to year. The discount rate has been set 
at 10% before tax (2012: 10%). 

The Healtcare activities primarily consist of subscriptions and long-term contracts and are therefore stable from year to year. The dis-
count rate has been set at 10% before tax (2012: 10%). Substantial growth is expected in the Healthcare business in the years ahead.
 
The Safety Services activities primarily consist of rescue and safety courses and other safety services and are to a certain extent af-
fected by the activity level in the oil industry. The discount rate has consequently been set at 11% before tax (2012: 11%). The main 
assumptions in the strategic plan until 2018 are the expected organic growth and that off-shore exploration activities will pick up 
pace. 

The impairment tests of goodwill did not result in any impairment. 
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14 Property, plant and equipment 

          Fixtures,  
        leasehold  fittings,  
      land and  improve-  tools and 
2013      buildings  ments  equipment  Total
 
Cost at 1 January 2013    768   75   1,116   1,959 
Foreign exchange differences    -20   -5   -109   -134 
Additions on acquisitions    -   2   119   121 
Additions     56   16   352   424 
Disposals on divestments    -   -   -30   -30 
Disposals and reclassification    -2   -   -156   -158 

Cost at 31 December       802    88    1,292    2,182 

 
Depreciation and impairment at 1 January 2013    -49   -17   -109   -175 
Foreign exchange differences    7   3   79   89 
Disposals and reclassification    2   -   133   135 
Depreciation    -34   -13   -296   -343 

Depreciation and impairment at 31 December       -74    -27    -193    -294 

Carrying amount at 31 December 2013       728    61    1,099    1,888 

of which assets under construction    48   -   35   83 
of which assets held under finance leases    16   -   55   71 

 
 
          Fixtures,  
        leasehold  fittings,  
      land and  improve-  tools and 
2012      buildings  ments  equipment  Total
 
Cost at 1 January 2012    738   62   857   1,657 
Foreign exchange differences    -1   4   14   17 
Additions on acquisitions    14   -   46   60 
Additions     30   9   413   452 
Disposals and reclassification    -13   -   -214   -227 

Cost at 31 December       768    75    1,116    1,959 

Depreciation and impairment at 1 January 2012    -16   -4   -12   -32 
Foreign exchange differences    -   -   -3   -3 
Disposals and reclassification    1   -   169   170 
Depreciation    -34   -13   -263   -310 

Depreciation and impairment at 31 December       -49    -17    -109    -175 

Carrying amount at 31 December 2012       719    58    1,007    1,784 

of which assets under construction    23   -   66   89 
of which assets held under finance leases    19   -   24   43 

 

Income statement | Statement of comprehensive income | Cash flow statement | Balance sheet | Equity statement | notes

 Group | Falck Annual Report 2013 64

management review  | consolidated financial stateMents |  Parent company financial statements  |  Statements  |  The company



 Group | Falck Annual Report 2013 65

Notes to the consolidated financial statements

Note  DKK million  2013  2012

15 Investments in associates 

Cost at 1 January      18   16 
Foreign exchange differences      3   - 
Additions on acquisitions      68   2 
Disposals and reclassification      -2   - 

Cost at 31 December           87    18 

Share of valuation adjustments at 1 January      -1   -1 
Share of profit after tax      -   - 

Impairment and share of valuation adjustments at 31 December        -1    -1 

 
Carrying amount at 31 December           86    17 

See "Legal entities" for a list of companies. 

Summary financial information about associates (100%): 
Revenue      215   57 
Profit for the year      2   3 
Total assets      527   350 
Total liabilities      439   349 

16 Inventories 

Goods for resale      83   76 

Total inventories      83   76 

Write-downs during the period      2   2 

 
 

17 Trade receivables 

Total trade receivables      1,607   1,400 

Write-downs at 1 January      182   35 
Write-downs during the period      248   180 
Realised write-downs during the period      -174   -33 

write-downs at 31 December           256    182 

The credit quality of receivables that are not overdue and have not been written down is assessed based on the Group's internal 
credit assessment procedures. They are generally deemed to be of a high quality with a low risk of losses as they are typically minor 
subscription receivables from individual customers, and a significant part of the receivables are from public authorities and other 
major customers.

However, write-downs of receivables are affected by the fact that ambulance companies in the United States collect payment 
directly  from the patient if the patient does not have health insurance or is covered by a public insurance scheme. This may be dif-
ficult, especially in the event of emergency responses.
 
Write-downs are generally recognised in other external costs. However, write-downs of receivables from private customers in the 
United States are recognised in revenue when it is assumed in advance that they cannot be collected.

Write-downs of receivables are based on individual assessments of customers' ability to pay. Moreover, general write-downs may be 
made based on experience and the age distribution of receivables from customers. 
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17 Trade receivables (continued) 

Receivables overdue but not written down 

Due within - 1 to 30 days      399   270 
Due within - 31 to 90 days      209   174 
Due within - more than 90 days      147   150 

Total receivables overdue but not written down           755    594 

18 Cash and cash equivalents 

Cash      905   974 
Securities      101   107 

Total cash and cash equivalents           1,006    1,081 

Breakdown of cash and cash equivalents 

Cash      905   974 
Securities with maturities of less than 3 months at the time of acquisition.    -   - 

Cash and cash equivalents as per the cash flow statement     905   974 

Securities subject to regulations on solvency requirements     101   107 

Total cash and cash equivalents           1,006    1,081 

DKK 101 million (2012: DKK 107 million) of the Group's cash and cash equivalents is held in a 
Swedish subsidiary which is subject to Swedish insurance regulations and which is therefore 
subject to solvency requirements. 
 
 

19 Equity, treasury shares and dividends 

Capital management 
The Group is generally not subject to any capital requirements other than usual statutory requirements. 

The Group monitors and manages its capital structure with a view to ensuring that it can meet its financial agreements. No changes 
have been made to the Group's management of capital as compared with 2012. 

The share capital is divided into 66,952,345 shares (2012: 66,952,345 shares) with a nominal value of DKK 1.00 each. The shares are 
fully paid up and are not divided into classes. 
 
The company was founded on 1 April 2011 as a private limited company (ApS) with a share capital of DKK 80,000. The company was 
converted into a public limited company (A/S) on 5 July 2011, and on that occasion, its share capital was increased by DKK 67 million. 

    Nominal value  
  Number of shares  DKK (thousands)  % of share capital
 
Treasury shares 2013 2012 2013 2012 2013 2012

Treasury shares at 1 January  36,120   -   36   -   0.05   - 
Additions  78,941   36,120   79   36   0.12   0.05 

Treasury shares at 31 December   115,061    36,120    115    36    0.17    0.05 

Dividend 
A dividend of DKK 0 million is proposed (2012: DKK 0 million). 
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20 Other employee obligations 

Employee obligations at 1 January      26   29 
Paid out during the period      -5   -3 

Employee obligations at 31 December           21    26 

The employee obligations primarily concern a special severance scheme for executives employed 
before 1991. The scheme is closed to new members. 
 
 

21 Deferred tax 

Deferred tax provisions at 1 January      791   876 
Foreign exchange differences      -5   1 
Addition on acquisitions      55   29 
Change in deferred tax for the year      -194   -131 
Reduction of Danish corporate tax rate      -49   - 
Change in deferred tax for prior years      -7   16 

Deferred tax provisions at 31 December           591    791 

Deferred tax assets      -132   -83 
Deferred tax provision      723   874 

Deferred tax provisions at 31 December           591    791 

Breakdown of deferred tax: 
Intangible assets      584   688 
Property, plant and equipment      65   81 
Current assets      6   3 
Non-current debt and provisions      -2   7 
Current debt      6   38 
Tax losses carried forward      -61   -48 
Foreign exchange differences recognised in equity      -7   22 

Deferred tax provisions at 31 December           591    791 

The tax losses carried forward and not included in deferred tax assets amount to DKK 37 million (2012: DKK 22 million). 
 
Deferred tax assets are recognised on the basis of expected future earnings. 
 
The Group does not have a material liability for withholding taxes in connection with potential dividend payments from subsidiaries. 
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22 Provisions for acquisitions of operations and non-controlling interests 

Provisions for acquisitions of non-controlling interests     898   655 
Outstanding consideration and earn-outs      123   56 

Provisions at 31 December           1,021    711 

Non-current provisions: 
Provisions for acquisitions of non-controlling interests     817   653 
Outstanding consideration and earn-outs      74   49 

Total      891   702 

Current provisions:
Provisions for acquisitions of non-controlling interests     81   2 
Outstanding consideration and earn-outs      49   7 

Total      130   9 

Total provisions      1,021   711 

Provisions for acquisitions of non-controlling interests 
Provisions at 1 January      655   516 
Foreign exchange differences      -35   -4 
Additions on acquisitions      101   42 
Disposals on acquisitions of non-controlling interests     -7   -9 
Interest element on discounted liabilities      5   4 
Dividends paid and other adjustments      -26   -15 
Adjustments recognised in goodwill relating to business combinations before 1 January 2010   17   33 
Adjustments and interest recognised in equity relating to business combinations  
after 1 January 2010      188   88 

Provisions for acquisitions of non-controlling interests at 31 December       898    655 

 
Classification of provision for acquisitions of non-controlling interests by expected maturity: 
Within 1 year      81   2 
Between 1 and 5 years      785   508 
More than 5 years      32   145 

Provisions for acquisitions of non-controlling interests at 31 December       898    655 

outstanding consideration and earn-outs 
Provisions at 1 January      56   39 
Additions on acquisitions      71   39 
Reassessment of previously recognised earn-outs      2   -5 
Payments during the year       -6   -17 

outstanding consideration and earn-outs at 31 December         123    56 

Classification of outstanding consideration and earn-outs by expected maturity: 
Within 1 year      49   7 
Between 1 and 5 years      74   49 
More than 5 years      -   - 

outstanding consideration and earn-outs at 31 December         123    56 
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22 Provisions for acquisitions of operations and non-controlling interests (continued) 

In connection with Falck assuming an obligation to acquire non-controlling interests, a concurrent right was obtained for Falck to 
acquire the same non-controlling interests in the agreed period. 
 
The consideration for obligations and rights to acquire non-controlling interests is determined on the basis of profit before exercise 
multiplied by an already agreed multiple typically less net debt in the relevant companies. On recognition in the balance sheet, this 
value is made up at fair value on the basis of earnings and net debt at the time when the con-controlling interests are expected to 
exercise their right to sell their shares to Falck. The calculated fair value assumes an increase in earnings and  a decrease in net debt in 
the relevant companies as compared with the value recognised in the financial statements. 
 
     2013 2012

23 Other provisions 

Provisions at 1 January      20   23 
Additions on acquisitions      6   3 
Provisions added during the year      48   - 
Provisions used during the year      -18   -6 

other provisions at 31 December           56    20 

Classification of provisions by expected maturity: 
Within 1 year      16   8 
Between 1 and 5 years      39   1 
More than 5 years      1   11 

other provisions at 31 December           56    20 

 
Other provisions concern pending litigation, obligations based on actuarial calculations relating 
to occupational injuries in the United States and the Group's obligation to clean up and demolish 
facilities on leased land. 
 
 

24 Credit institutions 

Non-current liabilities: 
Assets held under finance leases      75   36 
Long-term loans      6,509   6,131 

Total      6,584   6,167 

 
Assets held under finance leases      25   20 
Short-term loans      612   647 

Total      637   667 

Total credit institutions      7,221   6,834 

Of total long-term loans, mortgage loans represent DKK 353 million (2012: DKK 358 million) 

Breakdown by maturity: 
Due within 1 year      637   667 
Due between 1 and 5 years      6,572   2,224 
Due after 5 years      12   3,943 

Total      7,221   6,834 
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24 Credit institutions (continued) 

Breakdown by currency: 
DKK      5,080   4,715 
EUR     1,571   1,509 
NOK      14   20 
USD      515   557 
Other      41   33 

Total      7,221   6,834 

Interest reset periods: 
Within 3 months      6,768   6,476 
After 12 months      453   358 

Total      7,221   6,834 

  
The statements set out above do not include liabilities relating to interest for subsequent financial periods. See note 31 for a de-
scription of the Group's risks and cash resources. 
  
The effective interest rate has been determined at 4.0% (2012: 4.3%). 
  
For debt with an interest reset period within 3 months, regular assessments are made of how long the interest period should be.
As at the balance sheet date, the interest rate of the primary part of the debt in DKK was fixed for one month and averaged approxi-
mately 2.8% (2012: 3.3%).  
  
As at the balance sheet date, the interest rate of the primary part of the debt in EUR was fixed for one month and averaged for the 
year approximately 2.9% (2012: 3.3%). As at the balance sheet date, the interest rate of the primary part of the debt in USD was 
fixed for one month and averaged for the year approximately 2.9% (2012: 3.2%). 
  
For debt with an interest reset period beyond 12 months (in DKK), the effective interest rate is currently approximately 4.5% (2012: 4.5%).

The market value of debt with an interest reset period within 3 months is approximately DKK 6,819 million (2012: DKK 6,475 million) 
and the market value of debt with an interest reset period beyond 12 months is approximately DKK 479 million (2012: DKK 396 million). 
DKKm 54 million (2012: DKK 48 million) of capitalised loan costs has been deducted from the carrying amount of debt. 
  
The Group is funded by a general syndicated loan with loan terms that include covenants requiring that certain financial performan-
ce indicators are met. All loan terms were honoured in 2013.  
  
Assets held under finance leases 
Assets held under finance leases comprise leased vehicles and buildings. The lease contracts do not include any contingent lease 
payments.
 
Breakdown of liabilities concerning assets held under finance leases: 

         Present value     minimum 
    of lease  lease 
2013        payments    Interest    payments 

Due within 1 year     25   4   29 
Due between 1 and 5 years     62   7   69 
Due after 5 years     12   4   16 

Total at 31 December 2013         99    15    114 

  
         Present value     minimum 
    of lease  lease 
2012        payments    Interest    payments 

Due within 1 year     20   2   22 
Due between 1 and 5 years     28   4   32 
Due after 5 years     8   5   13 

Total at 31 December 2012         56    11    67 
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25 Other payables 

Holiday pay, wages, etc.      646   671 
Employee income taxes, etc.      129   97 
VAT      104   97 
Accrued interest      -   2 
Other      52   157 

Total other payables      931   1,024 

26 Deferred income 

Subscription commitments      1,191   1,121 
Other deferred income      345   326 

Total deferred income           1,536    1,447 

27 Net financials, cash flow 

Financial income and expenses      -309   -312 
Of which unrealised gains and losses      14   -3 
Interest element on discounted liabilities      5   4 
Change in amortised borrowing costs      11   10 
Change in interest payable      -2   1 

Net financials, cash flow           -281    -300 

28 Investments and divestments in subsidiaries, non-controlling interests and operations

Investments in subsidiaries, non-controlling interests and operations
 
    GARD   Other   Total 2013  2012

Assets
Intangible assets    84   87   171   114 
Property, plant and equipment    76   45   121   60 
Financial assets    3   -   3   - 
Cash    -   32   32   25 
Other current assets    63   59   122   82 

Equity and liabilities 
Interest-bearing debt    -63   -42   -105   -46 
Current debt, provisions, etc.    -40   -31   -71   -58 
Deferred tax    -25   -31   -56   -42 
Non-controlling interests    -   -   -   - 

Net assets acquired       98    119    217    135 
Goodwill    398   181   579   391 

Purchase price    496   300   796   526 
Provisions for acquisitions of non-controlling interests,  
additions during the year    -34   -67   -101   -42 

Purchase price excluding provisions for acquisitions of  
non-controlling interests       462    233    695    484 
Adjustment for cash and cash equivalents acquired         -   -32   -32   -25 
Outstanding consideration    -45   -34   -79   -39 
Consideration relating to prior-year acquisitions    -   9   9   17 

Cash consideration for acquisitions       417    176    593    437 

Expensed costs from business combinations      45   36 
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28 Investments and divestments in subsidiaries, non-controlling interests and operations  
 (continued) 

Other than customer contracts and customer relations with a total value of DKK 171 million (2012: DKK 114 million), no assets or 
liabilities have been identified which were not recognised in the companies acquired on the date of acquisition. 
 
valuation of intangible assets  
In connection with acquisitions, an assessment is made of the value of the customer agreements, framework agreements and custo-
mer portfolios taken over. The valuation thereof is based on the ”Multi Period Excess Earnings Method (MEEM-method)” in which 
the value is calculated on the basis of an expected future cash flow. The principal assumptions are expected lives of the existing 
agreements and portfolios, earnings and contribution for using associated assets and employees.
 
Business combinations made during the year are based on preliminary calculations. Acquired assets include receivables from sales 
at fair value of DKK 99 million (2012: DKK 46 million). The contractual gross receivable is DKK 126 million (2012: DKK 50 million), of 
which DKK 27million (2012: DKK 4 million) was deemed to be unrecoverable as of the date of takeover.
 
Non-controlling interests in acquisitions in 2013 are recognised at fair value, including the fair value of goodwill related to the non-
controlling interest.

The following acquisitions were made during the financial year. All acquisitions have been recognised applying the acquisition 
method.

      Percentage 
          Considera-  of voting 
  main     month of  Purchase  tion  rights 
Acquisitions 2013  activity  Country  acquisition   price  paid in  acquired

Verihealth Emergency USA April  81  Cash 100%
Skandinavisk Hälsovärd Group Healthcare Sweden August  43  Cash 100%
GARD Emergency Germany September  462  Cash 100%
Hostile Environment Services Emergency Australia October  79  Cash 55%
Other     30  Cash 

Total acquisitions in 2013         695  

 
Profit of acquired companies after date of acquisition      13 
Full-year revenue including acquisitions        13,080 
Full-year profit including acquisitions        240 

verihealth is an American ambulance company whose primary activity is patient transportation. The acquisition strengthened Falck's 
position as the third-largest ambulance company in the United States. The market in California is characterised by strong growth, 
driven by population growth as well as demographic developments towards a greater proportion of elderly people. Part of the consi-
deration has been allocated to existing customer contracts, while the rest has been allocated to goodwill, relating to the potential of 
continuing growth in the US market through expansion of the strategic platform, efficiency improvements by integrating operations 
with other activities in California and by exploiting the competencies, knowledge and relations of key persons.
 
Skandinavisk Hälsovård Group is one of the leading Swedish providers of physician and nurse temps. The company has customers 
in the public as well as the private healthcare sector. The acquisition of Skandinavisk Hälsovård has given Falck a position as the 
largest group of providers of healthcare staffing in Scandinavia. Part of the purchase price has been allocated to existing customer 
contracts, while the rest has been allocated to goodwill. Goodwill relates to the expansion of the strategic platform for Falck's               
healthcare activities and exploitation of synergies and the future growth potential.
 
GARD is the largest private ambulance services provider in Germany. The company has activities in patient transportation, primarily 
in and around Hamburg, and activities in other parts of northern and eastern Germany. The acquisition complements Falck's existing 
activities in Germany and is considered to be strategically important for generating additional growth in Germany, the largest market 
in Europe. Part of the purchase price has been allocated to existing customer relations, while the rest has been allocated to goodwill, 
reflecting the establishment of a strong strategic platform with growth potential in terms of both revenue and earnings and the 
contribution of key persons with knowledge of the German market.
 
Hostile Environment Services is an Australian provider of ambulance services, fire fighting, medical clinics and safety training for 
the mining, oil and gas industries in remote areas of Australia and Papua New Guinea. Part of the consideration has been allocated 
to existing customer relations and the rest to goodwill, which relates to the strategic access to the Australian market and the growth 
potential that exists in the mining industry in relevant geographies and in the market for emergency services in Australia.
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28 Investments and divestments in subsidiaries, non-controlling interests and operations  
 (continued) 

      Percentage 
          Considera-  of voting 
  main     month of  Purchase  tion  rights 
Acquisitions 2012  activity  Country  acquisition   price  paid in  acquired
  
Grupo VL Emergency Spain Feb.  113  Cash 75%
American Ambulance Emergency USA Sep.  243  Cash 96%
Occupational Safety Training Safety Services USA Dec.  61  Cash 100%
Other     67  Cash 

Total acquisitions in 2012         484 

  
Profit of acquired companies after date of acquisition      13 
Full-year revenue including acquisitions        11,825 
Full-year profit including acquisitions        140 

  
  
DKK million          2013  2012
 
Divestments of subsidiaries, non-controlling interests and operations 

Assets 
Property, plant and equipment     30  - 
Cash and cash equivalents     30  - 
Other current assets     4  - 
  
Equity and liabilities 
Interest-bearing debt     -33  - 
Current liabilities     -1  - 

Net assets divested          30   - 
  
Reclassified to associates     -14  - 

Sales price      16   - 
  
Adjustment for cash and cash equivalents transferred    -30  - 
Sales price receivable     -8  - 

Cash flow from divestment of subsidiaries          -22   - 

  
Divestments in 2013 comprised Falck Medical Vladivostok LLC in Russia, Falck CARE4 A/S  
and Falck Air Ambulance A/S in Denmark 

29 Movements relating to non-controlling interests

Dividend to non-controlling interests recognised in equity     -21   -10 
Dividend to non-controlling interests recognised in provisions for acquisitions of  
non-controlling interests      -26   -24
Divestment of non-controlling interests and capital contributions from non-controlling interests   15   51 
Acquisition of non-controlling interests      -5   -127 

Total movements relating to non-controlling interests         -37    -110 
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30 Contingent liabilities, contractual obligations and collateral security 

Contingent liabilities 

warranty and guarantee commitments           7    7 

The Falck Group is a party to certain litigation and disputes. Management believes that rulings in 
this respect will not have a material impact on the Group’s financial position.
 
The Group has issued performance bonds to a certain extent in connection with a number of 
contracts, including performance bonds for a total of DKK 317 million (2012: DKK 297 million).
 
As part of the Group's activities, usual supplier agreements have been entered into. 
 
Usual representations and warranties are made in connection with the divestment of companies 
and operations. There are currently no outstanding claims which are not sufficiently recognised in 
the balance sheet.
 
joint taxation
Falck Holding A/S is taxed jointly with Lundbeckfond Invest A/S in Denmark. From and including 
1 July 2012, the company is therefore partly jointly and severally liable for any obligations to 
withhold tax on interest, royalties and dividends for the jointly taxed companies. However, the 
secondary liability will, as a maximum, amount to the proportion of the company's capital held 
directly or indirectly by the ultimate parent company.
 
Contractual obligations 
Minimum lease payments for operating lease commitments: 
Due within 1 year      306   296 
Due between 1 and 5 years      635   668 
Due after 5 years      841   901 

operating lease commitments at 31 December           1,782    1,865 

Net present value of lease commitments      1,436   1,495 

The present value has been calculated on the basis of current market interest rates in the  
individual countries. 

Lease payments recognised in the income statement     341   285 

The operating lease commitments concern leases for vehicles and buildings. The lease term for 
cars is typically between 4 and 9 years. The lease term for buildings is typically up to 20 years.

None of the leases include material contingent lease payments, whereas Falck has a right of 
first refusal to buy a number of buildings at a preset value. At the end of the year, Falck had not 
notified any owners that it wanted to exercise such a right of first refusal in 2014 (2013: DKK 0 
million).  
 
Collateral security 
The shares in the subsidiaries Falck A/S and Falck Danmark A/S have been provided as collateral 
for the Group's debt.
 
Carrying amount of the Group’s properties that have been mortgaged in security of loans.   489   490 
Carrying amount of the Group’s operating equipment that has been mortgaged in  
security of loans.      31   44 
Bearer mortgages issued and used as collateral for credits     354   359 
Unused bearer mortgages      14   15

See the note on liquidity risks for the conditions applicable to mortgaged assets.  
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31 Financial instruments 

Financial risks 
As a consequence of its operations, investments and financing, the Group is exposed to a number of financial risks,  including market 
risk (foreign exchange and interest rate risk), credit risk and liquidity risk.
 
Group policy is to not actively speculate in financial risks. Accordingly, the Group’s financial management exclusively involves the ma-
nagement and mitigation of financial risks that arise as a direct consequence of the Group’s operations, investments and financing. 
 
The Group's risk exposure is subject to continuous changes as a result of increased debt, inflation risk in emerging markets, foreign 
exchange risk and interest rate risk. The Group monitors these risks in an ongoing process and hedges them, if necessary. There are 
no material changes in the Group's risk management as compared to 2012.

Foreign exchange risk 
The Group’s foreign subsidiaries are not severely exposed to exchange rate fluctuations, as both revenue and most costs of the 
individual subsidiaries are denominated in the same currencies. The main exchange rate exposure faced by the Group relates to the 
translation into Danish kroner of the financial results and equity of subsidiaries.

The Group regularly assesses its foreign exchange risk in order to determine whether its exposure should be hedged by same-cur-
rency loans or forward exchange contracts. The forward exchange contracts stated below were entered into to reduce the Group’s 
foreign exchange risks in respect of the translation risk for investments in subsidiaries. See the section below  regarding hedging. 

47% of the Group’s revenue is denominated in Danish kroner (DKK) (2012: 48%). Other currencies that account for more than 5% of 
revenue or earnings are US dollars (USD), Norwegian kroner (NOK), euros (EUR) and Swedish kroner (SEK).

The income statement is affected to a minor extent by changes in exchange rates, as the profit of foreign subsidiaries is translated 
into Danish kroner using average exchange rates. 
 
 
    2013
 
Hypothetical impact on the profit for the      
year and the Group's equity from reasonably  Probable change Hypothetical impact on Hypothetical impact 
probable changes in exchange rates:  in exchange rate (1)  profit for the year (1) on equity (1)

EUR/DKK  1%   15    15 
USD/DKK  10%  -   49 
NOK/DKK  5%  -   17 
GBP/DKK  5%  -   12 
SEK/DKK  5%  -   16 

 
 
    2012 

Hypothetical impact on the profit for the      
year and the Group's equity from reasonably  Probable change Hypothetical impact on Hypothetical impact 
 probable changes in exchange rates:  in exchange rate (1)  profit for the year (1) on equity (1)

EUR/DKK  1%   15    15 
USD/DKK  10%   -    51 
PLN/DKK  10%   -    9 
NOK/DKK  5%   -    18 
GBP/DKK  5%   -    9 
SEK/DKK  5%   -    16 

(1) An increase in the exchange rate would lead to and increase in profit for the year and an impact on equity.
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31 Financial instruments (continued) 

Assumptions regarding sensitivity information 
The sensitivities related to financial instruments have been determined on the basis of the financial instruments recognised at 31 
December 2013. The sensitivities stated have been determined on the basis of an assumption that sales, price level and interest rate 
level are unchanged. The foreign exchange risks stated above do not include the translation risk of translating the profit and equity 
of foreign subsidiaries into Danish kroner. 

Interest rate risk
The Group’s interest rate risk is mainly affected by the Group’s overall financing. Based on the current market situation, the Group 
has extended the interest rate swaps that expire in 2014 until 2016 and 2017, so that 70%-80% of the expected financing is at fixed 
rates of interest. The rest of the overall financing is based on  short-term interest rates. The interest rate exposure is hedged by 
interest rate swaps during the hedging period to the effect that interest rates on the part of the debt that is denominated in DKK 
cannot exceed 1.18% excluding the applicable interest rate rate margin, that interest rates on the part of the debt that is denomi-
nated in EUR cannot exceed 1.03% excluding the applicable  interest rate margin, and that interest rates on the part of the debt that 
is denominated in USD cannot exceed 1.14% excluding the applicable interest rate margin. The remaining part of the syndicated 
financing is based on short-term interest rates. The Group  is therefore only to a minor extent sensitive to fluctuations in market 
interest rates, and a fluctuation by 1% would change the interest expense for the year by DKK 26 million (2012: DKK 23 million), as 
a large part of the interest rate risk is hedged by interest rate swaps. Without these hedges, a fluctuation by 1% would change the 
Group's interest expense by DKK 68 million (2012: DKK 61 million) based on the level of debt at year-end 2013. 
 
Credit risk
The Group’s credit risk mainly concerns primary financial assets. Credit risk related to financial assets equals the values  recognised in 
the balance sheet.

The Group is not exposed to significant risks concerning individual customers or business partners. When entering into significant 
contracts, the Group makes a credit assessment of the customer in order to reduce the potential credit risk. The Group’s credit ex- 
posure to large customers is generally considered low as the Group’s large customers are mainly public authorities.. However,  write-
downs of receivables are generally highest in the ambulance companies in the United States which have to collect payment  directly 
from the patient if the patient does not have health insurance or is covered by a public insurance scheme.

Subscription sales to private and corporate customers are not deemed to involve material risks to the Group, as the amounts are  
small for the individual subscriptions, and general and individual write-downs are made for anticipated bad debts.  

liquidity risk 
The Group’s liquidity risk primarily concerns its ability to meet its obligations to pay its employees and creditors and to service its 
debts. The Group continuously monitors its free cash flow in order to assess its liquidity risks. Some of the Group's loans, including 
the debt of Falck Holding A/S, is subject to certain loan covenants, and the Group continuously monitors whether the covenants are  
observed. 

See note 24 for a breakdown of maturities of liabilities to credit institutions. In addition to its recognised liabilities, the Group also 
has  the option to draw on short-term credits. 

At year-end 2013, the Group's unused credit facilities were DKK 849 million (2012: DKK 381 million). 

With the addition of available cash and cash equivalents of DKK 1,006 million (2012: DKK 974 million), total cash resources were in 
the region of DKK 1,855 million (2012: DKK 1,355 million). 

Derivative financial instruments recognised in the balance sheet are stated at a value equivalent to the market value. 
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31 Financial instruments (continued)

maturity analysis of financial assets and liabilities
Assumptions applied in the maturity analysis
The maturity analysis is based on all undiscounted cash flows, including estimated interest payments. Interest payments are  
estimated based on current market conditions.

The undiscounted cash flows from derivative financial instruments are presented gross, unless the parties have a contractual  
right/obligation to settle net.

    Due   Due    Contrac- 
    within   between  Due  tual  Total 
    one  1 and 5   after 5  cash  carrying  market 
Contractual cash flows including interest 2013    year  years  years  flows  amount  value

Financial assets:
Trade receivables  1,607   -   -   1,607   1,607   1,607 
Receivables from associates  50   -   -   50   50   50 
Other receivables  175   -   -   175   175   175 
Cash  905   -   -   905   905   905 

loans and receivables   2,737    -    -    2,737    2,737    2,737 

Other equity investments  -   5   9   14   14   14 
Securities subject to regulations on solvency  
requirements  101   -   -   101   101   101 

Held-to-maturity investments   101    5    9    115    115    115 

Derivative financial instruments to hedge
future cash flows  -   7   -   7   7   7 
Derivative financial instruments to hedge  
net investments in foreign companies  10   -   -   10   10   10 

Financial assets used as  
hedging instruments   10    7    -    17    17    17 

Total financial assets   2,848    12    9    2,869    2,869    2,869 

Financial liabilities:
Credit institutions  853   6,976   307   8,136   7,221   7,298 
Provisions for acquisitions 
of operations and non-controlling interests  82   1,111   53   1,246   1,021   1,021 
Trade payables  696   -   -   696   696   696 
Other payables  894   -   -   894   894   894 

Financial liabilities measured at  
amortised cost   2,525    8,087    360    10,972    9,832    9,909 

Derivative financial instruments to hedge 
future cash flows  -   29   -   29   29   29 
Derivative financial instruments to hedge 
net investments in foreign companies  8   -   -   8   8   8 

Financial assets used as  
hedging instruments   8    29    -    37    37    37 

Total financial liabilities   2,533    8,116    360    11,009    9,869    9,946 
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31 Financial instruments (continued) 

Contractual cash flows 
    Due   Due    Contrac- 
    within   between  Due  tual  Total 
    one  1 and 5   after 5  cash  carrying  market 
Contractual cash flows including interest 2012    year  years  years  flows  amount  value

Financial assets: 
Trade receivables  1,400   -   -   1,400   1,400   1,400 
Receivables from associates  67   -   -   67   67   67 
Other receivables  153   -   -   153   153   153 
Cash  974   -   -   974   974   974 

loans and receivables   2,594    -    -    2,594    2,594    2,594 

Other equity investments  -   4   2   6   6   6 
Securities subject to regulations on solvency requirements  107   -   -   107   107   107 

Held-to-maturity investments   107    4    2    113    113    113 

Derivative financial instruments to hedge 
net investments in foreign companies  1   -   -   1   1   1 

Financial assets used as hedging instruments   1    -    -    1    1    1 

Total financial assets   2,702    4    2    2,708    2,708    2,708 

Financial liabilities: 
Credit institutions  828   2,652   4,299   7,779   6,834   6,888 
Provisions for acquisitions 
of operations and non-controlling interests  2   819   187   1,008   711   711 
Trade payables  653   -   -   653   653   653 
Other payables  943   -   -   943   943   943 

Financial liabilities measured at  
amortised cost   2,426    3,471    4,486    10,383    9,141    9,195 

Derivative financial instruments to hedge 
future cash flows  -   73   -   73   73   73 
Derivative financial instruments to hedge 
net investments in foreign companies  8   -   -   8   8   8 

Financial assets used as  
hedging instruments   8    73    -    81    81    81 

Total financial liabilities   2,434    3,544    4,486    10,464    9,222    9,276 
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31 Financial instruments (continued)

Hedging and derivative financial instruments
The Group uses forward exchange contracts to hedge its risks related to exchange rates.

The fair value of the effective part of the outstanding foreign exchange contracts as at 31 December used as hedging
instruments and qualifying for hedge accounting in respect of future transactions is recognised directly in equity
through other comprehensive income until the hedged transactions are recognised in the income statement.

Forward exchange contracts are used to hedge investments in subsidiaries with a functional currency other than Danish kroner.

  2013 2012
 
       Contract   market  Contract  market 
Foreign currency sold/(bought) on forward contracts:    value    value    value    value 

NOK (expires in 2014)    336   7   370   -3 
GBP (expires in 2014)    226   -8   176   1 
PLN (no longer hedged as of 31 December)    -   -   92   -2 
SEK (expires in 2014)    325   3   324   -3 

Total       887    2    962    -7 

Of which recognised in income statement    -   - 

For future recognition        2   2    -7 

The market value is recognised in other receivables/other payables.

All contracts expire in 2014 and as they hedge 
net investments abroad, they do not affect the income statement.
  2013 2012

        Hedged   market  Hedged  market 
Interest rate swaps:      value    value    value    value

DKK (fixed rate 1.40%) expires in August 2014    2,300   -19   2,300   -47 
DKK (fixed rate 0.56%) from August 2014 to June 2016   425   - 
DKK (fixed rate 0.56%) from August 2014 to June 2016   300   - 
DKK (fixed rate 0.89%) from August 2014 to September 2017   815   1 
DKK (fixed rate 0.88%) from August 2014 to September 2017   900   2 
DKK (fixed rate 0.88%) from August 2014 to September 2017   300   - 
USD (fixed rate 0.55%) expires in August 2014    406   -1   424   -2 
USD (fixed rate 1.14%) from August 2014 to September 2017   390   2 
EUR (fixed rate 1.17%) expires in August 2014    1,492   -9   1,492   -24 
EUR (fixed rate 0.67%) from August 2014 to September 2017   1,201   2 

Total         -22      -73 

Of which recognised in income statement     -    - 

For future recognition         -22      -73 

The market value is recognised in other payables.

All interest rate swaps are recognised in the income statement until expiry.
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31 Financial instruments (continued)

methods and assumptions for the determination of fair values
The portfolio of listed securities is valued at officially quoted prices or price quotes.

The fair value of mortgage debt is valued on the basis of the fair value of the underlying bonds.

The fair value of credit institutions is valued by discounting based on market expectations.

Forward exchange contracts and interest rate swaps are valued using generally accepted valuation techniques based on relevant 
observable swap curves and exchange rates.

   2013

      quoted    Non- 
      market  observable  observable 
Fair value hierarchy for financial instruments       prices  input  input   
measured at fair value in the balance sheet      (level 1)  (level 2)  (level 3)  Total

Financial assets
Other equity investments    -   -   14   14 
Securities    101   -   -   101 
Derivative financial instruments to hedge 
future cash flows    -   7   -   7 
Derivative financial instruments to hedge 
net investments in foreign companies    -   10   -   10 

Total financial assets       101    17    14    132 

Financial liabilities
Derivative financial instruments to hedge 
future cash flows    -   29   -   29 
Derivative financial instruments to hedge 
net investments in foreign companies    -   8   -   8 

Total financial liabilities       -    37    -    37 

   2012

      quoted    Non- 
      market  observable  observable 
Fair value hierarchy for financial instruments       prices  input   input   
measured at fair value in the balance sheet      (level 1)  (level 2)  (level 3)  Total

Financial assets
Other equity investments    -   -   6   6 
Securities    107   -   -   107 
Derivative financial instruments to hedge 
net investments in foreign companies    -   1   -   1 

Total financial assets       107    1    6    114 

Financial liabilities
Derivative financial instruments to hedge
future cash flows    -   73   -   73 
Derivative financial instruments to hedge 
net investments in foreign companies    -   8   -   8 

Total financial liabilities       -    81    -    81 
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32 Related parties 

Falck Holding A/S is subject to controlling influence by Lundbeckfond Invest A/S, Scherfigsvej 7, 
DK-2100 Copenhagen Ø, Denmark, which holds 57.4% of the share capital. 

Falck Holding A/S has registered the following shareholders who hold 5% or more of the 
share capital 
 
Lundbeckfond Invest A/S, Copenhagen     57.4% 57.4%
KIRKBI Invest A/S, Billund     26.5% 20.0%
Liberatio A/S, Copenhagen (owned by the members of the Executive Management Board)  10.3% 10.3%
   
During the period, there were no transactions with these related parties other than those described
elsewhere in this annual report. 
 
management   
Related parties in Falck Holding A/S with significant influence include the Group's Executive Ma-
nagement Board and Board of Directors and their close relatives. Related parties also comprise 
companies in which these individuals have material interests. 

Trading with Management was as follows: 

Warrant programme, Executive Management Board, as described in note 5    -   - 
  
The Group had no transactions with the members of the Executive Management Board, Board 
of Directors or other persons with significant influence other than the remuneration paid to the 
Management, stated in note 5.  

Associates  
The related parties of Falck Holding A/S also include associates in which the company   
has significant influence. See note 15 and "Legal entities" for an overview of associates. 
 
Trading with associates was as follows: 
 
Sale of property, plant and equipment      -   5 
Purchase of services      -10   -15 
Sale of services      -   - 
Royalties      1   - 
Lease costs      -25   -20 

Receivables from associates appear from the balance sheet, and interest thereon for the period amounted to DKK 1 million.

Transactions with subsidiaries have been eliminated in the consolidated financial statements in accordance with the accounting 
policies.
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Note  DKK million 

33 Events after the balance sheet date 

No events have occurred after the balance sheet date that have a material impact on the financial position of the Falck Group.
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The calculation of the carrying amounts of certain assets 
and liabilities relies on judgments, estimates and assump-
tions about future events.

The estimates and assumptions applied are based on histori-
cal experience and other factors that Management consid-
ers reasonable under the circumstances, but which are 
inherently uncertain and unpredictable. Such assumptions 
may be incomplete or inaccurate, and unexpected events or 
circumstances may occur. In addition, the Group is subject to 
risks and uncertainties that may cause actual outcomes to 
deviate from such estimates.

Estimates material to the financial reporting are made in 
the calculation of, i.a. depreciation, amortisation and impair-
ment losses, provisions, the determination of fair values, as 
well as contingent liabilities and assets.

Amortisation and depreciation periods and residual 
values
In the determination of the carrying amount of intangible 
assets and property, plant and equipment, estimates are 
required of the estimated economic lives of the assets and 
of residual values.

Goodwill impairment test
In the annual goodwill impairment test or in case of any 
indication of an impairment requirement, an assessment is 
made of how the parts of the Group (cash-generating units) 
to which the goodwill relates will be able to generate suf-
ficient cash flows in future to support the value of goodwill 
and other net assets in the relevant part of the Group. 

 

As a result of the nature of the company’s business, ex-
pected cash flows must be estimated over a period of a 
number of years, which inherently produces some degree of 
uncertainty. This uncertainty is reflected in the discount rate 
applied.

The impairment test of goodwill and the associated particu-
larly sensitive factors and sensitivity analyses are described 
in note 13 to the consolidated financial statements.

Provisions for acquisition of non-controlling interests
In the determination of the fair value of issued put options 
under which the Group assumes an obligation to buy shares 
in subsidiaries held by non-controlling shareholders, Man-
agement makes certain estimates, including of the future fi-
nancial performance of the subsidiaries, the probability that 
the option holders exercise their right to sell and the time of 
exercise. These factors are of material importance to the fair 
value calculation, which is therefore subject to uncertainty. 

Purchase price allocation in business combinations
In connection with allocation of purchase price in business 
combinations, calculations are made of fair value of acquired 
assets and liabilities. As this determination is based on ex-
pected future cash flows related to the assets and liabilities 
acquired, the realisation of such cash flows as anticipated is 
subject to an inherent uncertainty. In accordance with IFRS 
3, the purchase price allocations in business combinations 
may be adjusted for up to 12 months from the date of ac-
quisition.

Note

34 Accounting estimates and judgments
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The annual report for the year ended 31 December 2013 
includes both the consolidated financial statements of Falck 
Holding A/S and its subsidiaries (the Group) and separate 
financial statements of the parent company. 

The annual report of Falck Holding A/S is presented in ac-
cordance with International Financial Reporting Standards 
(IFRS) as adopted by the EU and additional Danish disclosure 
requirements for annual reports for accounting class C large. 

The Board of Directors and the Executive Management 
Board considered and approved the annual report for 2013 
of Falck Holding A/S on 20 March 2014. The annual report 
will be submitted to the shareholders of Falck Holding A/S 
for adoption at the annual general meeting to be held on 30 
April 2014.

The annual report has been prepared under the historical 
cost convention, except that the following assets and liabili-
ties are measured at fair value: derivative financial instru-
ments and financial instruments at fair value

The annual report is presented in Danish kroner (DKK) 
rounded to the nearest million.

NEw FINANCIAl REPoRTING STANDARDS
Effective 1 January 2013, Falck Holding A/S implemented 
the following:

•  Amendments to IAS 1 – Presentation of items of other 
comprehensive income

• IFRS 13 – Fair value measurement
• IAS 19 Employee benefits (amended 2011)
• Annual improvements to 2009-2011 cycle
•  Amendments to IFRS 7 – Offsetting financial assets and 

financial liabilities

The implementation of IAS 19 results in a change in the rec-
ognition of the return on pension assets in the income state-
ment, whereas it does not affect the balance sheet, equity 
or cash flows. 

In future, return on pension assets will be recognised as a 
net amount regardless of the composition of the assets. This 
accounting policy change resulted neither in a reduction nor 
an increase in profit in 2013.

The implementation of IAS 1 has the effect that, in future, 
comprehensive income will be broken up into line items that 
can and cannot, respectively, be reclassified to profit or loss.

No other changes have affected recognition and measure-
ment and the presentation and classification for 2013, nor 
are they expected to affect Falck Holding A/S going forward.

PRoSPECTIvE ImPlEmENTATIoN oF NEw oR UPDATED 
IFRS STANDARDS
Falck Holding A/S prospectively implemented the amend-
ment to IAS 36, Impairment of assets, in 2013. The change 
eliminates an unintended disclosure requirement in respect 
of recoverable amount per cash-generating unit.

FUTURE IFRS AmENDmENTS
Standards and additions issued by the IASB which come into 
force after 31 December 2013, standards and additions not 
yet adopted by the EU, or standards for which the EU has 
postponed the effective date have not been implemented, 
include:

• IFRS 10 Consolidated financial statements
• IFRS 11 Joint Arrangements
• IFRS 12 Disclosures of interests in other entities
• IAS 27 Separate financial statements
• IAS 28 Investments in associates and joint ventures
• Amendment to IAS 32 Financial Instruments: Presentation
• Amendment to IAS 39 Financial instruments

The implementation of these standards will result in addi-
tional note specifications and reclassifications but is not ex-
pected to significantly affect recognition and measurement.

The accounting policies set out below have been consistent-
ly applied to the financial year and the comparative figures. 

CHANGED PRESENTATIoN IN 2013
In the 2013 annual report, the presentation of associates 
has been changed. To the extent that profit from associates 
is derived from operations within the Group's primary activi-
ties, it will from 2013 be presented as part of consolidated 
"Operating profit before exceptional items”, whereas it was 
previously presented after ”Profit before financials”. 

This change has been made to give a more true and fair view 
of the aggregate activity within the primary activities. The 
comparative figures have been restated accordingly. The 
change has not had a material impact on the comparative 
figures.

mATERIAlITY IN PRESENTATIoN
In connection with the preparation of the annual report, 
management evaluates how the annual report should be 
presented. In the evaluation, it is considered important that 
the contents are of a material nature to users.

Note

35 Accounting policies
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In the management review, management endeavours to 
present a comprehensive and useful review of matters with 
the greatest materiality to the Falck Group and the attain-
ment of the Group's financial targets. In the presentation 
of the financial statements, a specific evaluation is made 
in respect of each line item and note to the financial state-
ments of the need for further decomposition or, alterna-
tively, aggregation of several line items and omissions or 
aggregation of notes to the financial statements. The choice 
of presentation is made based on an overall assessment of 
the requirement to give a true and view, the requirements 
to form under IFRS, Falck's specific circumstances and other 
relevant factors.

BASIS oF CoNSolIDATIoN
The Group financial statements consolidate the accounts of 
the parent company, Falck Holding A/S, and the subsidiaries 
in which Falck Holding A/S directly or indirectly holds a ma-
jority of the votes or in any other way exercises a controlling 
interest. In assessing control, potential voting rights that 
are exercisable as of the balance sheet date are taken into 
account. 

The consolidated financial statements are prepared on the 
basis of the financial statements of Falck Holding A/S and 
subsidiaries by adding items of a like nature.

The financial statements used for consolidation are pre-
pared in accordance with the Group’s accounting policies.

In the consolidation, investments in subsidiaries, intercom-
pany income and expenses, intercompany balances and 
gains and losses on transactions between Group companies 
are eliminated.

The line items of the financial statements of subsidiaries are 
fully consolidated in the consolidated financial statements. 
Profit for the year and equity attributable to non-controlling 
interests in subsidiaries that are not wholly owned are in-
cluded in the consolidated profit and equity, respectively, 
but as separate line items.

Associates
Enterprises in which the Falck Holding Group exercises sig-
nificant influence but not control are classified as associates. 
Significant influence is generally achieved by directly or in-
directly holding or controlling more than 20%, but less than 
50%, of the voting rights. 

Unrealised gains on transactions with associates are elimi-
nated in proportion to the Group’s share of the enterprise.

Business combinations
Companies acquired or established during the financial year 
are recognised as from the date of acquisition or inception. 
Companies divested or discontinued are recognised in the 
income statement until the date of divestment. The compar-
ative figures are not restated to reflect companies acquired, 
divested or discontinued.

Acquisitions of subsidiaries or associates are accounted for 
applying the acquisition method. Identifiable assets, liabili-
ties and contingent liabilities of acquirees are stated at their 
fair value at the date of acquisition. Identifiable intangible 
assets are recognised if they are separable or derive from a 
contractual right. Deferred tax on revaluations is recognised. 

The acquisition date is the date on which the Group obtains 
control of the acquiree. 

Any positive difference between the consideration and the 
value of non-controlling interests in the acquiree and the 
fair value of the previously held interests in the acquiree, on 
the one hand, and the fair value of the identifiable assets, 
liabilities and contingent liabilities, on the other hand, is 
recognised in the balance sheet as goodwill. Goodwill is not 
amortised, but is tested for impairment at least once a year. 
On acquisition, goodwill is allocated to the cash-generating 
units which will subsequently form the basis for future 
impairment tests. Any goodwill arising and any fair value 
adjustments made on the acquisition of a foreign company 
whose functional currency is not the same as the presenta-
tion currency used in the consolidated financial statements 
are treated as assets and liabilities of the foreign company 
and are translated on initial recognition to the foreign com-
pany’s functional currency at the exchange rate ruling at the 
transaction date. Any negative difference is recognised in 
the income statement on the date of acquisition. The con-
sideration in a business combination consists of the fair val-
ue of the agreed purchase price. For business combinations 
in which the agreement includes a provision on adjustment 
of the consideration conditional on future events (earn-out), 
the fair value of this part of the consideration is recognised 
at the date of acquisition. Any changes in the fair value of 
the contingent consideration after initial recognition are 
recognised in the income statement. Put options issued in 
connection with acquisitions, the value of which is contin-
gent on future events, will be recognised as part of the con-
sideration at the date of acquisition. The put options issued 
are subsequently measured at fair value. Any changes in the 
fair value of the issued put options after initial recognition 
are recognised in equity. Acquisition costs are recognised in 
the income statement.

Note

35 Accounting policies (continued)
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Adjustments of liabilities in connection with contingent 
consideration and issued put options, the value of which is 
conditional on future events relating to business combina-
tions with an acquisition date prior to 1 January 2010, will 
continue to be recognised in accordance with IFRS 3 (2004), 
i.e. adjustments are recognised in goodwill until the condi-
tions have been met or the issued put options are exercised.

If uncertainties regarding the measurement of acquired 
identifiable assets, liabilities, contingent liabilities or the 
consideration for the business combination exist at the 
acquisition date, initial recognition takes place on the basis 
of preliminary fair values. If identifiable assets, liabilities, 
contingent liabilities and the consideration for the business 
combination are subsequently determined to have had a dif-
ferent fair value at the acquisition date than first assumed, 
goodwill is adjusted until 12 months after the acquisition 
date. The effect of the adjustments is recognised in the 
opening equity, and the comparative figures are restated 
accordingly. Goodwill is not adjusted subsequently except in 
the event of material errors.

Gains or losses on divestment or winding up of subsidiaries 
and associates are stated as the difference between the 
sales or disposal amount and the carrying amount of the net 
assets including goodwill at the time of sale plus sales or 
winding up costs. In addition, any retained non-controlling 
interests are measured at fair value. Gains or losses on the 
divestment or winding up of subsidiaries and associates and 
the effect of renewed measurement of any non-controlling 
interests are recognised in the income statement. 

Non-controlling interests
On initial recognition, non-controlling interests are mea-
sured either at fair value (including the fair value of goodwill 
related to non-controlling interests in the acquiree) or as 
non-controlling interests’ share of the acquiree’s identifiable 
assets, liabilities and contingent liabilities measured at fair 
value (excluding the fair value of goodwill related to non-
controlling interests’ share of the acquiree). The measure-
ment basis for non-controlling interests is selected for each 
individual transaction.

Acquisition and divestment of non-controlling interests
Increases and reductions of non-controlling interests are 
treated for accounting purposes as transactions with share-
holders, in their capacity as shareholders. As a result, any 
differences between adjustment to the carrying amount of 
non-controlling interests and the fair value of the consider-
ation received or paid are recognised directly in equity.

When put options are issued as part of the consideration for 
business combinations, the non-controlling interests receiv-
ing put options are considered to have been redeemed on 
the acquisition date. The non-controlling interests are elimi-
nated and a debt obligation is recognised at fair value on ini-
tial recognition. The fair value is determined as the present 
value of the exercise price of the option. The subsequent 
measurement is at fair value with recognition in equity of 
value changes as they arise.

Issued put options related to business combinations with an 
acquisition date prior to 1 January 2010 will continue to be 
recognised in accordance with IFRS 3 (2004), i.e. subsequent 
measurement takes place at amortised cost with recogni-
tion of interest expenses in the income statement and value 
changes in goodwill as they arise. Any subsequent dividend 
payments to option holders are recognised as a financial 
expense in the income statement in the cases where the op-
tion price is independent of the dividend payment. Dividend 
payments are included in the determination of the cost of 
the put options in cases where the option price is adjusted 
for dividend payments. 

Foreign currency translation and hyperinflation
A functional currency is determined for each of the report-
ing entities of the Group. The functional currency is the 
currency in the primary economic environment in which the 
reporting entity operates. Transactions in currencies other 
than the functional currency are transactions in foreign cur-
rencies.

On initial recognition, transactions denominated in foreign 
currencies are translated to the functional currency at the 
exchange rates ruling at the transaction date. Exchange dif-
ferences arising between the exchange rate ruling at the 
transaction date and the exchange rate ruling at the date 
of actual payment are recognised in the income statement 
under financial income or financial expenses.

Receivables, payables and other monetary items denomi-
nated in foreign currency are translated into the functional 
currency at the exchange rate ruling at the balance sheet 
date. The difference between the exchange rate ruling at 
the balance sheet date and the exchange rate ruling at the 
date when the receivable or payable arose or the exchange 
rate applied in the most recent financial statements is rec-
ognised in the income statement under financial items.

The income statements of foreign subsidiaries are trans-
lated at the exchange rates ruling at the transaction dates, 
and the balance sheet is translated at the exchange rates 
ruling at the balance sheet date. An average exchange rate 

Note
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for the month is used as the exchange rate ruling at the 
transaction date to the extent that this does not signifi-
cantly change the presentation of the underlying transac-
tions. Exchange differences arising on the translation of the 
equity of foreign subsidiaries at the beginning of the year 
to the exchange rates ruling at the balance sheet date and 
on the translation of income statements from the exchange 
rate ruling at the transaction date to the exchange rate 
ruling at the balance sheet date are recognised directly in 
other comprehensive income and classified in equity in a 
separate currency translation reserve. Exchange differences 
are allocated between the parent company’s and the non-
controlling interests' shares of equity.

However, for foreign subsidiaries and associates operating 
in hyperinflationary economies, revenue and costs are trans-
lated at the exchange rate ruling at the balance sheet date. 
Prior to the translation, the income statement and the non-
monetary items of the balance sheet are restated taking 
into account the buying power of the functional currency 
based on inflation until the balance sheet date (inflation cor-
rection). The effect of the inflation correction is recognised 
in the currency translation reserve in equity. In the income 
statement, it is recognised in financials as a loss/gain on the 
monetary net position in the relevant entities. The assess-
ment of when an economy is hyperinflationary is based on 
qualitative as well as quantitative factors, including whether 
the accumulated inflation over a three-year period is more 
than 100%.

Foreign exchange adjustments of balances that are con-
sidered part of the overall net investment in companies 
with functional currencies other than DKK are recognised 
in the consolidated financial statements directly in other 
comprehensive income and classified in equity in a separate 
currency translation reserve. Similarly, exchange gains and 
losses on the part of loans and derivative financial instru-
ments effectively hedging the net investment in such com-
panies and which effectively hedge against corresponding 
exchange gains/losses on the net investment in the com-
pany are recognised directly in other comprehensive income 
and are classified in equity in a separate currency translation 
reserve.

On recognition in the consolidated financial statements of 
associates with a functional currency other than Danish kro-
ner, the share of results for the year is translated at average 
exchange rates, and the share of equity including goodwill 
is translated at the exchange rates ruling at the balance 
sheet date. Exchange differences arising on the translation 
of the share of the opening equity of foreign associates to 
exchange rates ruling at the balance sheet date and on the 

translation of the share of results for the year from aver-
age exchange rates to exchange rates ruling at the balance 
sheet date are recognised directly in other comprehensive 
equity and are classified in equity in a separate currency 
translation reserve.

On the divestment of foreign subsidiaries, foreign exchange 
adjustments accumulated in equity via other comprehensive 
income and which can be attributed to entities are reclassi-
fied from the “Currency translation reserve” to the income 
statement together with any gain or loss on the divestment. 

On the divestment of partially owned foreign subsidiaries, 
the part of the currency translation reserve that relates to 
non-controlling interests is not recognised in the income 
statement.

On partial divestment of foreign subsidiaries without giving 
up control, a proportionate share of the currency translation 
reserve is transferred from the parent company sharehold-
ers’ to the non-controlling shareholders’ share of equity.

On partial divestment of associates and joint ventures, the 
proportionate share of the accumulated currency transla-
tion reserve recognised in other comprehensive income is 
transferred to profit for the year together with the gain or 
loss on the divestment

Any repayment of intercompany balances that are consid-
ered part of the net investment is not considered, in itself, a 
partial divestment of subsidiaries.

Derivative financial instruments
Derivative financial instruments are recognised from the 
trade date and measured at fair value.

The fair value of derivative financial instruments is recog-
nised as separate assets or liabilities in other receivables or 
other payables respectively.

The fair value of derivative financial instruments is deter-
mined on the basis of market data and generally accepted 
pricing models.

Hedges of net investment
Derivative financial instruments entered into in order to 
effectively hedge investments in foreign subsidiaries are 
recognised in the balance sheet through comprehensive 
income at the time they are entered into and are measured 
at fair value at the balance sheet date. Exchange gains and 
losses are recognised in equity through other comprehen-
sive income as a separate currency translation reserve.

Note
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Fair value hedges
Derivative financial instruments entered into in order to 
hedge other assets and liabilities denominated in foreign 
currency are recognised in the balance sheet at the time 
they are entered into and are stated at fair value at the bal-
ance sheet date.

Any market value adjustments of derivative financial instru-
ments entered into to hedge other assets and liabilities are 
recognised in the income statement in the same line items 
as the transactions hedged.

Cash flow hedges
Changes in the part of the fair value of derivative financial 
instruments designated as and qualifying for hedging of 
future cash flows, and which effectively hedge changes in 
the value of the hedged item, are recognised in other com-
prehensive income in a separate hedging reserve in equity. 
When the hedged transaction is realised, any gains or losses 
regarding such hedging transactions are transferred from 
equity and recognised in the same financial item as the 
hedged item. When proceeds from future borrowings are 
hedged, any gains or losses regarding hedging transactions 
are, however, transferred from equity over the maturity pe-
riod of the borrowings.

Forward premiums or forward discounts on forward ex-
change transactions are recognised in the income statement 
during their terms.

other derivative financial instruments
For derivative financial instruments which do not meet the 
criteria for hedge accounting, changes in the fair value are 
recognised in the income statement under financials.

INComE STATEmENT
Revenue represents the value of services and goods deliv-
ered and invoiced subscriptions attributable to the financial 
period, and is recognised in the income statement if delivery 
and transfer of risk to the buyer have taken place before 
year-end, and if the income can be reliably measured and is 
expected to be received.

The value of services rendered is recognised on the basis of 
the delivered percentage of the total service.

Revenue from subscriptions is allocated to the income state-
ment on a straight-line basis.

Revenue from sales of goods is recognised when the signifi-
cant risks and rewards of ownership have been transferred 
to the buyer.

Revenue is measured at the fair value of the agreed consid-
eration excluding VAT and other taxes collected on behalf 
of third parties. All discounts granted are recognised in 
revenue. 

Other operating income represents revenue of a secondary 
nature relative to the Group’s principal activities, such as 
gains on the sale of assets and rental income.

Cost of sales and external assistance represents costs in-
curred and external assistance used to generate the year’s 
revenue.

Other external costs include costs relating to operating and 
maintaining equipment and property as well as sales and 
administrative expenses.

Staff costs represent salaries and wages, pension contribu-
tions, social security costs and other staff costs.

Income from investments in associates are recognised in the 
income statement at the proportionate share of the results 
after tax and non-controlling interests of the associates and 
after elimination of the proportionate share of intra-group 
profits/losses. To the extent that profit from associates is 
derived from operations within the Group's primary activi-
ties, profit from associates is presented in "Operating profit 
before exceptional items”.

Exceptional items represent material items of a non-recur-
ring nature that are not directly attributable to the Group´s 
ordinary activities. 

Profit from associates after tax not generated from opera-
tions within the Group's primary activities is recognised in 
the income statement on the line item "Profit from finan-
cials".

Financials represent interest income and interest expense, 
realised and unrealised capital gains and losses and amorti-
sation related to financial assets and liabilities. Dividends to 
capital holders who have received put options in connection 
with business combinations are recognised as a financial  
expense in the cases where the option price is indepen- 
dent of dividend payments. Financials are recognised at the  
amounts related to the year. Furthermore, realised and un-
realised gains and losses on derivative financial instruments 
which cannot be classified as hedging arrangements are 
included.

Note
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INComE TAXES
Falck Holding A/S and the Group's subsidiaries are jointly 
taxed with Lundbeckfond Invest A/S, which is the manage-
ment company for the national joint taxation and conse-
quently settles all payments of income taxes with the tax 
authorities in respect of the jointly taxed companies and the 
foundation's other Danish subsidiaries.

Current Danish corporation tax is allocated among the 
jointly taxed companies according to the taxable income of 
these companies. 

Income tax for the year, consisting of current tax for the 
year and changes in deferred tax, is recognised in profit for 
the year with respect to the part that can be attributed to 
profit for the year and in other comprehensive income with 
respect to the part that can be attributed to other compre-
hensive income.

Corporation tax payable
Corporation tax payable includes corporation tax made up 
on the basis of estimated taxable income for the financial 
year and prior-year adjustments.

Deferred tax
Deferred tax is calculated according to the balance sheet lia-
bility method and is based on all timing differences between 
the accounting and tax value of assets and liabilities.

Deferred tax is not recognised on goodwill that is not tax 
deductible, and deferred tax is not recognised on undistrib-
uted profits in subsidiaries and timing differences that arose 
at the time of recognition in the balance sheet other than 
for acquisitions, if such differences will not affect profit or 
taxable income.

When alternative tax rules can be applied to determine the 
tax base, deferred tax is measured based on Management’s 
planned use of the asset or settlement of the liability re-
spectively.

Deferred tax assets, including the tax base of tax loss carry-
forwards, are recognised under other non-current assets 
at the expected value of their utilisation, either as a set-off 
against tax on future income or as a set-off against deferred 
tax liabilities within the same legal tax entity and jurisdiction.

Deferred tax assets and liabilities are offset within the same 
legal tax unit or jurisdiction. Deferred tax assets are meas-
ured at the value at which they are expected to be realised.

Deferred tax is measured using the tax rate expected to 
apply when timing differences are reversed. Changes in de-
ferred tax as a result of changes in tax rates are recognised 
in the income statement.

ASSETS

Non-current assets in general
Intangible assets and property, plant and equipment, except 
for goodwill and other intangible assets with indefinite 
useful lives, are measured at cost less accumulated straight-
line amortisation and depreciation and impairment losses. 
Goodwill and intangible assets with indefinite useful lives 
are measured at cost less accumulated amortisation and im-
pairment losses. Amortisation, depreciation and impairment 
losses are recognised in the income statement. 

The basis of depreciation is calculated with due considera-
tion to the asset’s residual value, reduced by any impair-
ment losses. The residual value is determined at the date 
of acquisition and revalued each year. Where the residual 
value exceeds the carrying amount, the asset ceases to be 
depreciated.

If the depreciation period or the residual value is changed, 
the effect on depreciation going forward is recognised as a 
change in accounting estimates.

Cost includes direct costs related to the asset and the initial 
estimate of the costs related to dismantling and removing 
the item and restoring the site on which it is located, if the 
costs meet the definition of a liability. Cost further includes 
borrowing costs from specific and general borrowings 
directly relating to the acquisition, construction or develop-
ment of the individual qualifying asset.

Where parts of an item of property, plant and equipment 
have different useful lives, they are accounted for as sepa-
rate items.

Each year, the assets are reviewed in order to assess wheth-
er there are indications of impairment. If such indications 
exist, the recoverable amount, determined as the higher 
amount of the fair value of the asset adjusted for expected 
sales costs and the value in use of the asset, is calculated. 
The value in use is calculated based on the estimated future 
cash flows, discounted by using a pre-tax discount rate that 
reflects current market assessments of the time value of 
money and the risks specific to the assets.

Note
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If the recoverable amount of an asset or its cash-generating 
unit is lower than the carrying amount, an impairment 
charge is recognised in respect of the asset. The impairment 
loss is recognised in the income statement.

In addition, for goodwill and other intangible assets with 
indefinite useful lives, impairment tests are performed at 
each balance sheet date, regardless of whether there are 
any indications of impairment. For acquisitions, the first 
impairment test is performed before the end of the year of 
acquisition.

Impairment losses are reversed if the recoverable amount 
increases. Impairment losses will only be reversed to the 
extent that the value in use does not exceed the carrying 
amount of the asset if the impairment had never been 
made. Impairment losses on goodwill are not reversed.

Intangible assets
Goodwill is recognised in the balance sheet at cost on initial 
recognition as described under “Business combinations”. 
Goodwill is subsequently measured at cost less accumulated 
impairment. Goodwill is not amortised. 

Intangible assets acquired on acquisition are measured at 
cost less accumulated amortisation and impairment. Intan-
gible assets acquired on acquisitions are amortised over the 
expected economic life, estimated to be 3 to 10 years. 

Other intangible assets are measured at cost including costs 
which can be directly or indirectly attributed to the assets in 
question.

Other intangible assets include software, etc.

Software is amortised over the expected economic life, esti-
mated to be 3 to 5 years. For major administrative systems, 
the economic life is estimated to be 8 years.

Property, plant and equipment
Land and buildings are measured at cost less accumulated 
depreciation and impairment of buildings. 

Depreciation of buildings is calculated on a straight-line ba-
sis over the expected useful lives of the assets, estimated to 
be between 25 and 33 years. Certain installations are depre-
ciated over ten years. 

Leasehold improvements are depreciated on a straight-line 
basis over the term of the lease.

Other operating equipment is depreciated on a straight-line 
basis over the estimated useful lives of the assets. The ex-
pected useful lives are as follows:

Years
Vehicles according to category 5-12
Fixtures and fittings, tools and equipment 3-10
Emergency response centres, radio systems, 
major administrative systems and networks 8
Other IT equipment 3-5
Fire extinguishers and similar  
equipment installed at customer locations 3-5

Assets held under finance leases are recognised under prop-
erty, plant and equipment and measured at the lower of the 
fair value and value in use of the future lease payments at 
the inception of the lease. 

Assets held under finance leases are depreciated over the 
useful lives of the assets or, if shorter, over the lease term.

Gains or losses on the disposal or scrapping of property, 
plant and equipment are determined as the difference 
between the sales price less dismantling, selling and                 
re-establishing costs and the carrying amount. Any gains or 
losses are recognised in the income statement as other op-
erating income or external expenses respectively.

Associates
Investments in associates in the consolidated financial 
statements are measured using the equity method and 
recognised at the proportionate share of the equity of the 
relevant enterprise, made up according to the Group’s ac-
counting policies, with the addition of values added on 
acquisition, including goodwill. Investments in associates 
are tested for impairment when there is an indication that 
the investment may be impaired. Associates with a negative 
equity value are recognised at zero. If the Group has a legal 
or constructive obligation to cover the associate's negative 
balance, such obligation is recognised under liabilities. Re-
ceivables from associates are measured at amortised cost. 
Provision is made for bad debts.

Inventories
Good purchased for resale and assistive aids are measured 
at cost using the FIFO method. 

Where the net realisable is lower than cost, inventories are 
written down to this lower value

Note
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Receivables
Receivables are measured at amortised cost less provision 
for bad debts. Write-downs are made individually and on a 
portfolio level. In the event there is no objective indication 
of individual impairment, receivables are tested for objec-
tive indications of impairment on a portfolio level.

Impairment losses are calculated as the difference between 
the carrying amount and the present value of expected fu-
ture cash flows, including realisable values of any collateral 
provided.

Prepayments
Prepayments comprise prepaid costs, which are measured at 
amortised cost.

Securities and other investments
Listed securities and unlisted securities, which are currently 
all classified as available for sale, are recognised at fair value, 
corresponding to the officially quoted price of listed securi-
ties and estimated fair values based on current market data 
and recognised valuation methods for unlisted securities. 
Unrealised fair value adjustments are recognised directly in 
other comprehensive income, except for impairment losses, 
which are recognised in the income statement under finan-
cials. On realisation, the accumulated fair value adjustment 
recognised in other comprehensive income is transferred to 
financials in the income statement.

EqUITY

Dividend
Dividend that has been finally adopted is recognised as a li-
ability. 

Hedging reserve
Hedge transactions that meet the criteria for hedging future 
cash flows and for which the hedged transaction has yet to 
be realised are recognised in equity through other compre-
hensive income under the hedging reserve. 

Foreign exchange adjustments relating to hedging transac-
tions used to hedge the Group’s net investments in such en-
tities are recognised in equity through other comprehensive 
income under the hedging reserve.

Currency translation reserve
Foreign exchange adjustments arising on the translation 
of financial statements for entities which have a functional 
currency other than Danish kroner and foreign exchange 
adjustments relating to financial assets, and liabilities rep-

resenting a part of the Group’s net investment in such enti-
ties are recognised in equity through other comprehensive 
income under the currency translation reserve. 

On full or partial realisation of a net investment, foreign 
exchange adjustments are recognised in the income state-
ment.

Non-controlling interests
The proportionate shares of the profits and equity of sub-
sidiaries attributable to non-controlling interests are recog-
nised as a separate item under equity. On initial recognition, 
non-controlling interests are recognised as described under 
“Business combinations”. 

Put options issued as part of the consideration for business 
combinations are recognised as described under “Acquisi-
tion and divestment of non-controlling interests” above.

warrant programme
Warrants are issued at the market value on the date of 
grant. Payments received and made in relation to the war-
rant programme are recognised in equity.

lIABIlITIES

Pension obligations
Most of the Group's pension agreements are defined con-
tribution plans under which payments are made to external 
pension institutions. Contributions to such plans are recog-
nised in the income statement in the period in which they 
are earned by the employees, and outstanding payments 
are included in the balance sheet under other payables.

In certain countries, the Group has pension agreements that 
are defined-benefit plans. These plans are either externally 
funded, with the assets of the plans held separately from 
those of the Group in independently administered funds, or 
unfunded. The liabilities related to the defined-benefit plans 
are determined using the projected unit credit method.

An actuarial assessment is made annually to determine the 
present value of the future benefits to be paid under the 
defined-benefit plans. The present value is calculated on the 
basis of assumptions regarding the future developments 
in the wage/salary level as well as interest, inflation and 
mortality rates in the countries where such plans exist. The 
present value is calculated only for benefits to which the 
employees have already earned the right during their em-
ployment with the Group until the present time.

Note
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The actuarial calculation of the pension obligation is recog-
nised as a liability in the balance sheet. If a pension plan 
constitutes a net asset, the asset is only recognised to the 
extent that it equals future repayments under the plan, or if 
it will lead to a reduction in future payments under the plan.

Actuarial gains and losses arise mainly from changes in 
actuarial assumptions and differences between actuarial 
assumptions and what has actually occurred. Actuarial gains 
and losses are recognised directly in other comprehensive 
income.

For defined-benefit plans, costs charged to the income 
statement consist of current service cost, based on actuarial 
assessments and financial forecasts made at the beginning 
of the year, including expected service cost, interest cost, 
expected return on plan assets and past service cost. The 
past service cost for the enhancement of pension benefits 
is accounted for when such benefits vest or become a con-
structive obligation.

Interest from pension assets and liabilities is recognised un-
der financials.

Other non-current employee benefits are similarly recog-
nised based on an actuarial calculation. However, all actuari-
al gains and losses are recognised immediately in the income 
statement. Other non-current employee obligations include 
jubilee bonuses and non-current severance schemes.

Provisions
Provisions are recognised when, as a consequence of an 
event occurring before or on the balance sheet date, the 
Group has a legal or constructive obligation and it is prob-
able that an outflow of resources will be required to settle 
the obligation. 

Provisions for restructuring are recognised when a detailed, 
formal plan for the restructuring has been made before or 
on the balance sheet date and has been announced to the 
parties involved. In connection with acquisitions, provisions 
for restructuring costs are only included in the computation 
of goodwill if an obligation exists for the entity acquired as 
of the date of acquisition. 

Provisions are made for onerous contracts when the antici-
pated benefits to the Group from a contract are outweighed 
by the unavoidable costs under the contract. 

When the Group is under an obligation to dismantle an as-
set or re-establish the site where the asset has been used, a 

provision is made corresponding to the present value of the 
expected future costs. The provision is determined based 
on current orders and estimated future costs, discounted 
to their present value. The discount factor used reflects 
the general level of interest rates. The present value of the 
costs is recognised in the cost of the item of property, plant 
and equipment in question and depreciated together with 
these assets. 

The increase of the present value over time is recognised in 
the income statement under financial expenses.

Financial liabilities
Debt to credit institutions is recognised at the raising of a 
loan at fair value less transaction costs. In subsequent peri-
ods, financial liabilities are measured at amortised cost.

Residual lease commitments from finance leases are recog-
nised at amortised cost. 

Other financial liabilities are measured at amortised cost.

Deferred income
Deferred income primarily represents subscription revenue 
relating to several financial periods.

Fair value measurement
The Group uses the fair value convention for certain dis-
closure requirements and for the recognition of financial 
instruments. Fair value is defined as the amount that would 
be received to sell an asset or paid to transfer a liability, 
respectively, in an orderly transaction between market par-
ticipants. 

Fair value is based on the primary market. If no primary mar-
ket exists, fair value will be based on the most advantageous 
market, defined as the market that maximises the price of 
the asset or liability less transaction and transport costs.

In the determination of fair value, the Group uses, to the 
widest possible extent, observable prices in active mar-
kets for identical instruments (level 1). Alternatively, other 
observable inputs are used, such as similar instruments in 
active markets or identical instruments in markets that are 
not active, or a valuation model based on other observable 
market data (level 2). 

To the extent that observable information is not available 
or cannot be used without material modifications, the 
Group uses recognised valuation methods based on all 
other inputs.

Note
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leasing
For financial reporting purposes, lease liabilities are classi-
fied as either finance or operating lease liabilities. 

Leases are classified as finance leases when substantially all 
risks and rewards of ownership of the leased asset are trans-
ferred. Other leases are classified as operating leases.

The accounting treatment of assets held under finance 
leases and the related liability is described in the sections 
on property, plant and equipment and financial liabilities 
respectively.

Assets held under operating leases are not recognised in the 
balance sheet. Lease liabilities under operating leases are 
disclosed as contingent liabilities.

Lease payments concerning operating leases are recognised 
in the income statement on a straight-line basis over the 
term of the lease.

CASH Flow STATEmENT
The cash flow statement is presented according to the indi-
rect method and shows the cash flow from operating activi-
ties, the cash flow from investing activities, the cash flow 
from financing activities and cash and cash equivalents at 
the beginning and end of the year.

The cash flow statement includes cash flows from compa-
nies acquired as from the date of acquisition, and cash flows 
from companies divested until the date of divestment. 

Cash flow from operating activities
Cash flows from operating activities include revenue less 
operating expenses and interest adjusted for non-cash oper-
ating items and changes in working capital. 

Cash flows from operating activities comprise cash flows 
related to special items and corporation tax. 

Cash flow from investing activities
Cash flows from investing activities include cash flows from 
the acquisition and divestment of companies, non-con-
trolling interests and operations, the purchase and sale of 
intangible assets, property, plant and equipment and other 
non-current assets and the purchase and sale of securities 
not included in cash and cash equivalents.

Entering into a finance lease is considered a non-cash trans-
action.

Cash flow from financing activities
Cash flows from financing activities include cash flows from 
changes in share capital and related costs, purchases and 
sales of treasury shares, cash flows from dividends, cash 
flows from interest-bearing debt raised and repayment 
thereof.

Cash flows relating to assets held under finance leases are 
recognised as payment of interest and repayment of debt.

Cash and cash equivalents
Cash and cash equivalents comprise cash and short-term 
marketable securities with a term of three months or less at 
the time of acquisition which are subject to an insignificant 
risk of changes in value.

Cash flows in currencies other than the functional currency 
are translated at average exchange rates unless these differ 
materially from the exchange rate ruling at the transaction 
date.

SEGmENT REPoRTING
The segment information has been prepared in accordance 
with the Group’s accounting policies and is based on the in-
ternal management reporting.

Segment income, expenses and assets comprise items that 
can be directly attributed to individual segments and items 
that can be allocated to the individual segments on a rea-
sonable basis. 

Non-current assets in a segment comprise non-current as-
sets used directly in the operation of the segment, including 
intangible assets, property, plant and equipment and invest-
ments in associates. Current assets in a segment comprise 
current assets used directly in the operation of the segment, 
including inventories, trade receivables, other receivables, 
prepaid expenses and cash.

FINANCIAl RATIoS
For definitions of financial ratios, see page 119.

Note
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Income statement for the year ended 31 December  

Note  DKK million  2013  2012
 
 1 Other operating income  8   8 
 2 Other external costs  -3   -3 
 3 Staff costs  -19   -12 

  Profit before financials   -14    -7 

 
  Analysed as follows: 
  operating profit before costs from business combinations   -14   -7 
  Costs from business combinations  -   - 

  PRoFIT BEFoRE FINANCIAlS   -14    -7 
  Dividend from subsidiaries  550   - 
 4 Financial income  6   1 
 5 Financial expenses  -79   -94 

  PRoFIT BEFoRE TAX   463    -100 
 6 Income taxes  22   26 

  PRoFIT FoR THE YEAR   485    -74 

 
 
  PRoPoSED PRoFIT AlloCATIoN 
  Proposed dividend  -   - 
  Retained earnings  485   -74 

  ToTAl   485    -74 
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Statement of comprehensive income for the year ended 31 December

Note  DKK million  2013  2012
 
  Profit for the year   485    -74 

 
  Items	that	can	be	reclassified	to	the	income	statement 
  Value adjustment of interest hedging instruments  19   -8 
 6 Tax on other comprehensive income  -5   2 

  other comprehensive income after tax   14    -6 

  ToTAl ComPREHENSIvE INComE   499    -80 
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Cash flow statement for the year ended 31 December

Note  DKK million  2013  2012
 
  Total revenue  8   8 
  Total costs  -22   -15 

  Profit before financials   -14    -7 
  Change in intercompany balance with Group companies  -84   14 
  Change in operating assets  -   1 
  Dividend from subsidiaries  550   - 
 12 Net financials, cash flow  -116   -90 
 6 Income taxes received  26   5 

  CASH FlowS FRom oPERATING ACTIvITIES   362    -77 

 
 7 Acquisition of subsidiaries  -   -86 

  CASH Flow FRom INvESTING ACTIvITIES   -    -86 

 
  Capital injection  -   - 
  Interest-bearing debt raised  -362   162 

  CASH FlowS FRom FINANCING ACTIvITIES   -362    162 

 
  Change in cash and cash equivalents   -    -1 
  
  Cash and cash equivalents at beginning of year  -   1 

  CASH AND CASH EqUIvAlENTS AT YEAR-END   -    - 
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Balance sheet as at 31 December

Note  DKK million  2013  2012

 Assets 

 7 Investment in subsidiary  7,802   7,802 
  Receivables from Group companies  228   46 
 9 Deferred tax assets  1   1 

  ToTAl FINANCIAl ASSETS   8,031    7,849 

 
  ToTAl NoN-CURRENT ASSETS   8,031    7,849 

 
  Income taxes  16   26 

  ToTAl CURRENT ASSETS   16    26 

    
  ToTAl ASSETS   8,047    7,875 
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Balance sheet as at 31 December

Note  DKK million  2013  2012

 Equity and liabilities 

 8 Share capital  67   67 
  Hedging reserve  -7   -21 
  Retained earnings  5,891   5,406 

  ToTAl EqUITY   5,951    5,452 

 
 10 Credit institutions  1,984   1,986 

  ToTAl NoN-CURRENT DEBT   1,984    1,986 

 
 10 Credit institutions  -   358 
  Payables to Group companies  104   6 
 11 Other payables  8   73 

  ToTAl CURRENT DEBT   112    437 

 
  ToTAl EqUITY AND lIABIlITIES   8,047    7,875 
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Equity statement

      Share  Hedging  Retained 
2013        DKK million       capital  reserve  earnings  Total

 
Equity at 1 january 2013       67    -21    5,406    5,452 

 
Equity movements in 2013 
Value adjustment of interest hedging instruments     19    19 
Tax on other comprehensive income     -5    -5 

Other comprehensive income     -   14   -   14 
Profit for the year      485   485 

Total comprehensive income         -    14    485    499 

Total equity movements in 2013         -    14    485    499 

ToTAl EqUITY AT 31 DECEmBER 2013       67    -7    5,891    5,951 

 
 

2012        DKK million 

Equity at 1 january 2012       67     -15    5,480    5,532 

Equity movements in 2012 
Value adjustment of interest hedging instruments     -8    -8 
Tax on other comprehensive income     2    2 

Other comprehensive income      -   -6   -   -6 
Profit for the year      -74   -74 

Total comprehensive income         -    -6    -74    -80 

Total equity movements in 2012        -    -6    -74    -80 

ToTAl EqUITY AT 31 DECEmBER 2012       67     -21    5,406    5,452 
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Note  DKK million  2013  2012
 

1 Other operating income 

Management fee from Group companies      8   8 

Total other operating income           8    8 

2 Fees to auditors appointed at the annual general meeting 

Audit      -1   -1 

Total fees to Deloitte      -1    -1 

3 Staff costs 

Remuneration to the Executive Management Board     -15   -13 
Remuneration to the Board of Directors      -2   -1 

Total remuneration           -17    -14 

Other staff costs      -2   -1 

Total           -19    -15 
Of which reinvoiced     -    3 

Total staff costs           -19    -12 

Number of full-time employees      2   2 

Remuneration to the Executive Management Board includes both a fixed salary and variable remu-
neration. The variable remuneration is fixed on the basis of an assesment of the Group's perfor-
mance. The members of the Executive Management Board do not receive contributions to pension 
plans. 

The service contracts of the members of the Executive Management Board include severance peri-
ods which, in the case of resignation by an executive, are 6 months and, in the case of termination 
by the company, are 12 months. 

 

4 Financial income 

Interest from Group companies      6   1 

Total financial income           6    1 
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Note  DKK million  2013  2012
 

5 Financial expenses 

Interest to credit institutions      -76   -92 
Other financial expenses      -3   -2 

Total financial expenses           -79    -94 

6 Income taxes 

Current tax      22   25 
Change in deferred tax for the year      -   - 
Prior-year adjustments      -   1 

Total income taxes           22    26 
Tax on other comprehensive income     -5  2 

Total tax           17    28 

Income taxes received      26   5 

Breakdown of tax rate: 
Total income taxes      22   26 

Tax base for the year           -88    -100 

Effective tax rate          25.0%  26.0%

 
Danish tax rate     25.0% 25.0%
Non-deductible costs/(tax-exempt income)     0.0% 0.0%
Other adjustments including adjustments relating to prior years    0.0% 1.0%

Effective tax rate          25.0%  26.0%

Tax on other comprehensive income 
Tax on value adjustments of interest hedging instruments     -5   2 

Total tax on other comprehensive income           -5    2 

7 Investment in subsidiary 

Cost at 1 January      7,802   7,716 
Additions      -   86 

Cost at 31 December           7,802    7,802 

Carrying amount at 31 December           7,802    7,802 

Investment in subsidiary represents 100% of the share capital of Falck A/S. The shares are pledged in security of the company's          
liabilities.   
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Notes to the parent company financial statements

Note  DKK million  2013  2012

8 Share capital 

Share capital at 1 January      67   67 
Capital increase through cash payment      -   - 

Share capital at 31 December           67    67 

The share capital is divided into 66,952,345 shares with a nominal value of DKK 1.00 each. The 
shares are fully paid up and are not divided into classes.  

The company was founded on 1 April 2011 as a private limited company (ApS) with a share 
capital of DKK 80,000. The company was converted into a public limited company (A/S) on 5 July 
2011, and on that occasion, its share capital was increased by DKK 67 million.  

9 Deferred tax 

Deferred tax assets at 1 January      1   1 
Change in deferred tax for the period      -   - 

Deferred tax provisions at 31 December           1    1 

Deferred tax (receivable)      1   1 

Deferred tax assets at 31 December           1    1 

Breakdown of deferred tax: 
Non-current debt and provisions      1   1 

Deferred tax assets at 31 December           1    1 

10 Credit institutions 

Non-current liabilities: 
Long-term loans      1,984   1,986 
Current liabilities: 
Short-term loans      -   358 

Total credit institutions      1,984   2,344 

Breakdown by maturity: 
Due within 1 year      -   358 
Due between 1 and 5 years      1,984   -12 
Due after 5 years      -   1,998 

Total      1,984   2,344 

Breakdown by currency: 
DKK      1,984   2,344 

Total      1,984   2,344 
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Notes to the parent company financial statements

Note  DKK million  2013  2012
 

10 Credit institutions (continued) 

Interest reset period: 
Within 3 months      1,984   2,344 

Total      1,984   2,344 

The statements set out above do not include liabilities relating to interest for subsequent 
financial periods. See note 31 to the consolidated financial statements for a description of the 
Group's risks and cash resources. 

The effective interest rate has been determined at 3.7% (2012: 4.1%). 

For debt with an interest reset period within 3 months, regular assessments are made of how 
long the interest period should be. As at the balance sheet date, the interest rate in DKK was 
fixed for one month and averaged approximately 2.9% (2012: 3,3%).  

The market value of debt with an interest reset period within 3 months is approximately DKK 
2,000 million (2012: DKK 2,344 million). 

DKK 16 million (2012: DKK 17 million) of capitalised loan costs has been deducted from the  
carrying amount of debt. 

11 Other payables 

Net fair value of interest rate swaps      8   73 

Total other payables      8   73 

12 Net financials, cash flow 

Financial income and expenses      -73   -93 
Settlement of financial contracts      -46   - 
Amortisation      3   3 

Total net financials           -116    -90 

 
 

13 Contingent liabilities, contractual obligations and collateral security 

Falck Holding A/S is jointly liable for the Group’s overall VAT liability together with the other jointly registered Danish companies. 

joint taxation 
Falck Holding A/S is taxed jointly with Lundbeckfond Invest A/S in Denmark. The company is therefore partly jointly and sever-
ally liable and partly secondarily liable for any obligations to withhold tax on interest, royalties and dividends for the jointly taxed 
companies. However, the secondary liability will, as a maximum, amount to the proportion of the company's capital held directly or 
indirectly by the ultimate parent company.
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Notes to the parent company financial statements

Note  DKK million 
 

14 Financial instruments 

See note 31 to the consolidated financial statements for a description of the risk exposure and risk management of Falck Holding A/S. 
 
Interest rate risk 
The interest rate risk of Falck Holding A/S is mainly affected by the Group's overall financing. Based on the current market situation, 
the Group's Executive Management Board and the Board of Directors have decided to extend the existing interest rate swaps, so 
that between 65% and approximately 85% of the expected financing of Falck Holding A/S is at fixed rates of interest via interest rate 
swaps that expire in the period until September 2017. The rest of the overall financing is based on short-term interest rates. For this 
reason, Falck Holding A/S is only to a minor extent sensitive to fluctuations in market interest rates, and a fluctuation by 1% would 
change the interest expense for the year by DKK 7 million (2012: DKK 7 million). Without these hedges, a fluctuation by 1% would 
change the Group's interest expense by DKK 20 million (2012: DKK 20 million). 
 
The interest rate exposure is hedged by interest rate swaps to the effect that the basic rate of interest of the debt denominated in 
DKK cannot exceed 1.19%. 

Falck Holding A/S monitors developments in market interest rates closely in order to be able to react if the market situation changes. 
 
Assumptions regarding sensitivity information 
The sensitivity stated has been determined based on the recognised financial assets and liabilities as at 31 December 2013. No ad-
justment has been made for servicing and raising of debt, or the like in 2013. Furthermore, it is assumed that all hedges of floating-
rate loans are deemed to be effective. 

maturity analysis of financial assets and liabilities 
Assumptions applied in the maturity analysis 
The maturity analysis is based on all undiscounted cash flows, including estimated interest payments. Interest payments are esti-
mated based on current market conditions. 

The undiscounted cash flows from derivative financial instruments are presented gross, unless the parties have a contractual right/
obligation to settle net.

 
      Due     Contrac- 
    Due  between  Due   tual  Total 
    within  1 and 5   after 5  cash  carrying  market 
Contractual cash flows including interest 2013  1 year  years  years  flows  amount  value

Financial assets: 
Receivables from Group companies  -   228   -   228   228   228 

loans and receivables   -    228    -    228    228    228 

Derivative financial instruments to hedge  
future cash flows  18   8   -   26   26   26 

Financial assets used as  
hedging instruments   18    8    -    26    26    26 

Total financial assets   18    236    -    254    254    254 

Financial liabilities: 
Credit institutions  58   2,229   -   2,287   1,984   2,000 

Financial liabilities measured at  
amortised cost   58    2,229    -    2,287    1,984    2,000 

Derivative financial instruments to hedge  
future cash flows  29   5   -   34   34   34 

Financial assets used as  
hedging instruments   29    5    -    34    34    34 

Total financial liabilities   87    2,234    -    2,321    2,018    2,034 
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Notes to the parent company financial statements

Note  DKK million 
 

14 Financial instruments (continued) 

      Due     Contrac- 
    Due  between  Due   tual  Total 
    within  1 and 5   after 5  cash  carrying  market 
Contractual cash flows including interest 2012  1 year  years  years  flows  amount  value

Financial assets: 
Receivables from Group companies  -   46   -   46   46   46 

loans and receivables   -    46    -    46    46    46 

Total financial assets   -    46    -    46    46    46 

Financial liabilities: 
Credit institutions  421   270   2,044   2,735   2,344   2,344 

Financial liabilities measured at amortised cost   421    270    2,044    2,735    2,344    2,344 

Derivative financial instruments to hedge  
future cash flows  -   73   -   73   73   73 

Financial liabilities used as hedging instruments   -    73    -    73    73    73 

Total financial liabilities   421    343    2,044    2,808    2,417    2,417 

 
Hedging and derivative financial instruments 
The fair value of the effective part of the outstanding foreign exchange contracts as at 31 December used as hedging instruments 
and qualifying for hedge accounting in respect of future transactions is recognised directly in equity until the hedged transactions 
are recognised in the income statement. 

Interest rate swaps:     Bought   Sold to subsidiaries

  2013 2013

       Hedged   market  Hedged  market 
   value  value value value
 
DKK (fixed rate 1.40%) expires in August 2014    2,300   -19   1,000   7 
DKK (fixed rate 0.56%) from August 2014 to June 2016   725   -   725   - 
DKK (fixed rate 0.88%) from August 2014 to September 2017   2,015   3   -   - 
USD (fixed rate 0.55%) expires in August 2014    406   -1   406   1 
USD (fixed rate 1.14%) from August 2014 to September 2017   390   2   390   -2 
EUR (fixed rate 1.17%) expires in August 2014    1,492   -9   1,492   9 
EUR (fixed rate 0.67%) from August 2014 to September 2017   1,201   2   1,201   -2 

      -22    13 
Of which recognised in income statement     -    - 

For future recognition         -22      13 
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Note  DKK million 
  
  
  

14 Financial instruments (continued) 

Interest rate swaps:     Bought   Sold to subsidiaries

  2012 2012

       Hedged   market  Hedged  market 
   value  value value value
  
USD (fixed rate 0.55%) expires in 2014    424   -2   424   2 
DKK (fixed rate1.40%) expires in 2014    2,300   -47   1,000   20 
EUR (fixed rate 1.17%) expires in 2014    1,492   -24   1,492   24 

      -73    46 
 Of which recognised in income statement     -    - 

  For future recognition         -73      46 

methods and assumptions for the determination of fair values 
Interest rate swaps are valued using generally accepted valuation techniques based on relevant observable swap curves and ex-
change rates. 
  
   2013

      quoted    Non- 
      market  observable  observable 
Fair value hierarchy for financial instruments       prices  input  input   
measured at fair value in the balance sheet      (level 1)  (level 2)  (level 3)  Total
  
Financial assets 
Derivative financial instruments to hedge 
future cash flows    -   26   -   26 

Total financial assets       -    26    -    26 

  
Financial liabilities 
Derivative financial instruments to hedge 
future cash flows    -   34   -   34 

Total financial liabilities       -    34    -    34 

  
   
   2012

      quoted    Non- 
      market  observable  observable 
Fair value hierarchy for financial instruments       prices  input  input   
measured at fair value in the balance sheet      (level 1)  (level 2)  (level 3)  Total
  
Financial assets 
Derivative financial instruments to hedge 
future cash flows    -   46   -   46 

Total financial assets       -    46    -    46 

  
Financial liabilities 
Derivative financial instruments to hedge 
future cash flows    -   73   -   73 

Total financial liabilities       -    73    -    73 
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Note  DKK million  2013  2012
 

15 Related parties 

Falck Holding A/S has registered the following shareholders who hold 5% or more  
of the share capital: 

Lundbeckfond Invest A/S, Copenhagen     57.4% 57.4%
KIRKBI Invest A/S, Billund     26.5% 20.0%
Liberatio A/S, Copenhagen (owned by the members of the Executive Management Board)  10.3% 10.3%
 
During the period, there were no transactions with these related parties. 
 
As parent company, Falck Holding A/S has a controlling interest in the Group.  
Trading with other Group companies: 
 
Management fee paid      2   2 
Management fee received      8   8 
Interest received      6   1 
 
management 
Related parties in Falck Holding A/S with significant influence include the Group's Executive Man-
agement Board and Board of Directors and their close relatives. Related parties also comprise 
companies in which these individuals have material interests. 
 
Trading with Management was as follows: 
 
Warrant programme, Executive Management Board, as described in note 5 to the consolidated  
financial statements      -   - 

Falck Holding A/S had no additional transactions with the members of the Executive Manage-
ment Board, Board of Directors or other persons with significant influence other than the 
remuneration paid to the Management, stated in note 5 to the consolidated financial state-
ments.  
 
Associates 
The related parties of Falck Holding A/S also include associates in which the company has  
significant influence. See "Legal entities" for a list of associates. 
 
There have been no transactions with associates. 

16 Events after the balance sheet date 

No events have occurred after the balance sheet date that have a material impact on the financial position of the parent company. 
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Notes to the parent company financial statements

The parent company's financial statements are presented in 
accordance with International Financial Reporting Standards 
(IFRS) as adopted by the EU and additional Danish disclo-
sure requirements for annual reports for accounting class 
C large, cf. the IFRS Order issued pursuant to the Danish 
Companies Act. 

ImPlEmENTATIoN oF NEw FINANCIAl REPoRTING 
REGUlATIoNS 
See note 35 to the consolidated financial statements for a 
description. 

ACCoUNTING PolICIES
The parent company basically applies the same accounting 
policies for recognition and measurement as the Group. The 
accounting policies applied by the parent company deviate 
from the accounting policies set out in note 35 to the con-
solidated financial statements in the following respects:

DIvIDEND
Distributions of retained earnings in subsidiaries are rec-
ognised as income in the income statement of the parent 
company in the year in which the dividend is declared. An 
impairment test is made if more than the comprehensive 
income of a subsidiary is distributed.

INvESTmENTS IN SUBSIDIARIES
Investments in subsidiaries are measured at cost in the 
 parent company financial statements. Cost includes the 
 consideration at fair value plus direct acquisition costs. 

If there is an indication of impairment, an impairment test is 
performed as described in the accounting policies applying 
to the consolidated financial statements. Where the carrying 
amount exceeds the recoverable amount, the investments 
are written down to this lower value. 

In the event of distribution of other reserves than retained 
earnings in a subsidiary, such distribution will be deducted 
from the acquisition price, if the distribution is in the nature 
of repayment of the parent company's investment.

Note

17 Accounting policies
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Management’s statement

The Board of Directors and the Executive Management Board today considered and approved the annual report of Falck Holding 
A/S for 2013.

The annual report has been prepared in accordance with the International Financial Reporting Standards (IFRS) as adopted by 
the EU and additional Danish disclosure requirements for annual reports. In our opinion, the accounting policies applied are ap-
propriate, and the Group’s and the parent company’s financial statements give a true and fair view of the Group’s and the pa-
rent company’s assets, liabilities and financial position as at 31 December 2013 and of the results of the Group’s and the parent 
company’s operations and cash flows for the financial period 1 January – 31 December 2013.

Furthermore, in our opinion, the Management’s review includes a fair review of developments in the operations and financial 
position of the Group and the parent company, the financial results for the year and the Group’s and the parent company’s financial 
position.

We recommend the annual report to be approved by the shareholders at the annual general meeting.

Copenhagen, 20 March 2014

Executive management Board:

Allan Søgaard Larsen Morten R. Pedersen 
President and CEO Deputy CEO 

Board of Directors:

Lars Nørby Johansen Thorleif Krarup Steen Hemmingsen
Chairman Deputy Chairman 

Søren Thorup Sørensen Johannes Due  Henrik Poulsen
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To the shareholders of Falck Holding A/S

Report on the consolidated financial statements and parent financial statements
We have audited the consolidated financial statements and parent financial statements of Falck Holding A/S for the financial year 1  
January – 31 December 2013, which comprise the income statement, statement of comprehensive income, balance sheet, state-
ment of changes in equity, cash flow statement and notes, including the accounting policies, for the Group as well as the Parent. 
The consolidated financial statements and parent financial statements have been prepared in accordance with International Finan-
cial Reporting Standards as adopted by the EU and disclosure requirements of the Danish Financial Statements Act.

management's responsibility for the consolidated financial statements and parent financial statements
Management is responsible for the preparation of consolidated financial statements and parent financial statements that give a 
true and fair view in accordance with International Financial Reporting Standards as adopted by the EU and disclosure requirements 
of the Danish Financial Statements Act and for such internal control as Management determines is necessary to enable the prepara-
tion of consolidated financial statements and parent financial statements that are free from material misstatement, whether due to 
fraud or error.

Auditor's responsibility
Our responsibility is to express an opinion on the consolidated financial statements and parent financial statements based on our 
audit. We conducted our audit in accordance with International Standards on Auditing and additional requirements under Danish 
audit regulation. This requires that we comply with ethical requirements and plan and perform the audit to obtain reasonable assur-
ance about whether the consolidated financial statements and parent financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial 
statements and parent financial statements. The procedures selected depend on the auditor's judgement, including the assess-
ment of the risks of material misstatements of the consolidated financial statements and parent financial statements, whether due 
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's preparation of 
consolidated financial statements and parent financial statements that give a true and fair view in order to design audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's 
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of ac-
counting estimates made by Management, as well as the overall presentation of the consolidated financial statements and parent 
financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and parent financial statements give a true and fair view of the Group’s and 
the Parent’s financial position at 31 December 2013, and of the results of their operations and cash flows for the financial year 1 
January – 31 December 2013 in accordance with International Financial Reporting Standards as adopted by the EU and disclosure 
requirements of the Danish Financial Statements Act.

Statement on the management commentary
Pursuant to the Danish Financial Statements Act, we have read the management commentary. We have not performed any further 
procedures in addition to the audit of the consolidated financial statements and parent financial statements.

On this basis, it is our opinion that the information provided in the management commentary is consistent with the consolidated 
financial statements and parent financial statements. 

Copenhagen, 20 March 2014 

Deloitte
Statsautoriseret Revisionspartnerselskab

Kirsten Aaskov Mikkelsen Anders Dons
State Authorised Public Accountant State Authorised Public Accountant

Independent auditor's report
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Board of Directors, Executive Management Board and auditors

Steen Hemmingsen, born 1945
Member of the boards of directors of: 
• Vestjysk Bank A/S (chairman)
• Obel-LFI Ejendomme A/S
• The EAC Foundation

Søren Thorup Sørensen, born 1965
CEO of KIRKBI A/S, KIRKBI Invest A/S and Koldingvej 2, Billund 
A/S

Member of the boards of directors of: 
• K & C Holding (chairman)
• Boston Holding A/S (chairman)
• KIRKBI AG (deputy chairman)
• INTERLEGO AG (deputy chairman)
•  Topdanmark A/S, Topdanmark Forsikring A/S and Danske 

Forsikring A/S (deputy chairman)
•  LEGO A/S
• LEGO Juris A/S
• KIRKBI Invest A/S
• TDC A/S
• Koldingvej 2, Billund A/S
• Merlin Entertainments PLC 

BoARD oF DIRECToRS

lars Nørby johansen, born 1949
Chairman

Member of the boards of directors of:
• William Demant Holding A/S (chairman)
• The Danish Growth Council (chairman)
• Dansk Vækstkapital (chairman)
• University of Southern Denmark (chairman)
• Codan A/S and Codan Forsikring A/S (chairman)
•  Fonden for Entreprenørskab - Young Enterprise (chairman)
• The Rockwool Foundation (deputy chairman)
• Index Award A/S
• Arp-Hansen Hotel Group A/S
• Bornholms Mosteri A/S

Thorleif Krarup, born 1952
Deputy Chairman

Member of the boards of directors of: 
• Exiqon A/S (chairman)
• ALK-Abelló A/S 
• H. Lundbeck A/S 
• Lundbeckfond Invest A/S 
• The Lundbeck Foundation
• Bisca A/S
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johannes Due, born 1949 
Member of the boards of directors of: 
•  The Fund for Better Working Environment and  

Labour Retention (chairman)
•  The Royal Danish Academy of Fine Arts Schools of Architec-

ture, Design and Conservation (chairman)
•  Fonden til formidling af kulturarven Roskilde Domkirke  

(chairman)
•  The Bikuben Foundation and Kollegiefonden Bikuben  

(deputy chairman)
• LB Forsikring A/S
• Member of the Advisory Board of Danske Bank A/S

Henrik Poulsen, born 1967
CEO of DONG Energy A/S

Member of the boards of directors of: 
• Chr. Hansen Holding A/S (deputy chairman)
• ISS  A/S and ISS World Services A/S
• The Denmark-America Foundation
• Member of the Advisory Board of Danske Bank A/S

EXECUTIvE mANAGEmENT BoARD

Allan Søgaard larsen, born 1956
President and CEO

Member of the boards of directors of: 
• PensionDanmark Holding A/S and PensionDanmark A/S
• Ambu A/S
• The Central Board of the Confederation of Danish Industry

morten R. Pedersen, born 1968
Deputy CEO

AUDIToRS APPoINTED BY THE GENERAl mEETING

Deloitte Statsautoriseret Revisionspartnerselskab
Weidekampsgade 6
DK-2300 Copenhagen S
by/Kirsten Aaskov Mikkelsen and Anders Dons 
State Authorised Public Accountants

The Board of Directors of Falck Holding A/S photographed together with the employee representatives on the boards of Falck A/S and Falck Danmark A/S 
(Jan Heine Lauvring, Henrik Villsen Andersen, Allan Rensgaard and Vagn Flink Møller Pedersen).
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Falck Holding A/S
Polititorvet 
DK-1780 Copenhagen V
Denmark

Tel.: +45 7033 3311

www.falck.com
www.falck.dk

CVR no. 33597045

Company information
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Legal entities in the Falck Group as at 31 December

Falck Holding A/S      Denmark 
 Falck A/S        Denmark 100%
  Falck Danmark A/S    Denmark 100%
   Falck Hjælpemidler A/S Denmark 100%
   Falck Treasury A/S   Denmark 100%
   Falck Health Care Holding A/S Denmark 100%
    Falck Health Care A/S Denmark 100%
     Falck Dental Care ApS Denmark 100%
   Falck Luftambulance A/S Denmark 100%
    Falck Air AB    Sweden 100%
   ActivCare A/S    Denmark 100%
    ActivCare Privat A/S Denmark 100%
   Vikteam A/S     Denmark 80%
   Falck JobService A/S  Denmark 85%
   Falck Assistance A/S  Denmark 100%
   Falck Air Ambulance A/S2) Denmark 50%
   North Securities A/S2)  Denmark 49%
   Falck Fire Services A/S  Denmark 100%
    Falck Fire Services DE GmbH Germany 100%
    Falck Fire Services CH AG Schwitzerland 100%
    Falck Fire Services BE NV  Belgium 100%
   Falck Norge Holding AS Norway 100%
    Falck Redning AS  Norway 100%
    Falck Emergency AS Norway 100%
     Falck Ambulanse AS Norway 100%
    Falck Norge Leasing AS Norway 100%
    Falck Health Care Norge AS  Norway 100%
    Falck Services AS  Norway 100%
    Falck Safety Services Holding A/S  Denmark 100%
     Falck Safety Services A/S Denmark 100%
     Falck Nutec Management A/S Denmark 100%
     Falck Global Safety B.V. Netherlands 100%
      Falck Nutec AS Norway 100%
      Falck Nutec Ltd. UK 100%
       Nutec Centre for Safety Ltd.1) UK 100%
       Falck Onsite Limited UK 100%
       Onsite Training Services Limited.1) UK 100%
      Falck Nutec Trinidad and Tobago Limited Trinidad & Tobago 80%
      Nutec UK Ltd. UK 100%
      Nutec Belgium Holding BVBA1) Belgium 100%
       Nutec Belgium BVBA1) Belgium 100%
      Falck Nutec B.V. Netherlands 100%
       Marinesafety International Rotterdam B.V. Netherlands 100%
      MSTS Asia Sdn. Bhd.  Malaysia  
       Risktec (M) Sdn. Bhd.  Malaysia  1 0%
       Falck Bestari Healthcare Sdn Bhd Malaysia 82%
       MSTS Asia (S'pore) Pte. Ltd. Singapore 100%
      Falck Nutec Malaysia Sdn. Bhd.  Malaysia  
      Falck BHV Operations B.V. Netherlands 100%
      Falck Safety Services Nigeria Limited Nigeria 51%
      Falck Prime Atlantic Limited Nigeria 51%
      Falck Caspian Safe LLC Azerbaijan 65%
      Falck Safety Services Canada Ltd. Canada 55%
      Falck Safety Services Belgium BVBA Belgium 100%
     Falck Nutec Brasil Participacoes Ltda Brazil 100%
      Falck Nutec Brasil Treinamentos em Segurança Marítima Ltda Brazil 100%
     Southfield Ltd  Thailand 50%
      Falck Nutec (Thailand) Ltd Thailand 65%

Company name               Country  Equity interest
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Legal entities in the Falck Group as at 31 December

     Falck USA Holdings, Inc USA 100%
      Falck Alford Holdings, Inc USA 80%
       Alford Services, Inc USA 100%
       Alford Safety Services, Inc USA 100%
        Haztec Services - West Indies, LLC USA 100%
         Haztec Services St. Lucia Ltd St. Lucia 100%
          Haztec Services Trinidad Limited Trinidad & Tobago 100%
       Occupational Safety Training, Inc. USA 100%
     Falck Alford International BV Netherlands 100%
      Falck Holding de México, S.A. de C.V. Mexico 100%
       Falck Safety Services de México, S.A.P.I. de C.V. Mexico 55%
     Falck Nutec Vietnam Limited Vietnam 88%
     Falck Safety Services LLC UAE 49%
   Falck Global Assistance Norway AS Norway 100%
    Falck Followit Norge AS Norway 100%
   Falck Sverige Holding AB Sweden 100%
    Falck Investment Sverige AB Sweden 100%
     Falck Räddningskär AB Sweden 100%
      Falck Security AB Sweden 100%
     Falck Forsäkring AB Sweden 100%
     Falck TravelCare AB Sweden 100%
     Falck Ambulans AB Sweden 95%
      Falck Räddningstjänst AB Sweden 100%
      Falck Services AB Sweden 100%
      Svensk Sjöambulans AB2) Sweden 50%
      Falck Ensihoito Oy Finland 100%
     S Reg Holding A/S Denmark 100%
      S Reg AB   Sweden 100%
       Falck Secure AB Sweden 100%
       S Reg A/S Denmark 100%
       S Reg Oy  Finland 100%
       S Reg AS  Norway 100%
    Falck Health Care Sverige Holding AB Sweden 100%
     Falck AM Health Care AB Sweden 100%
      Falck Aktiv Arbetsmedicin AB Sweden 100%
       Falck Healthcare AB Sweden 100%
     Skandinavisk Hälsovård AB Sweden 100%
      Svensk Närsjukvård AB Sweden 100%
      Doc Care AB  Sweden 100%
      Ofelia Vård AB Sweden 100%
       Ofelia Vård AS Norway 100%
    Falck USA, Inc.   USA 98%
     FCA Corp.   USA 87%
      Care Ambulance Service, Inc.  USA 100%
     Falck EMS Corp.  USA 97%
      Lifestar Response Corporation, Inc. USA 100%
       Lifestar Response of Alabama, Inc. USA 100%
       Medibus, Inc. USA 100%
        STAT Equipment Corp. USA 100%
         STAT EMS, LLC USA 51%
        Bi-County Ambulance & Ambulette Transport Services Corp. USA 100%
       Lifestar Response of New Jersey, Inc. USA 100%
       Lifestar Response of Maryland, Inc. USA 100%
       Access Transport Services Holding, Inc. USA 100%
        Access on Time Language Services LLC USA 100%
       Home Care Equipment, Inc. USA 100%
        Robinson's Ambulance & Oxygen Service, Inc. USA 100%
     Falck Southeast Corp. USA 96%
      Cape Cod Medica Enterprises, Inc USA 100%

Company name               Country  Equity interest

 Group | Falck Annual Report 2013 116

Directors, Executive Management and auditors | Company information | legal entities | Definitions of ratios

management review  |  Consolidated financial statements  |  Parent company financial statements  |  Statements  | the coMpany



 Group | Falck Annual Report 2013 117

Legal entities in the Falck Group as at 31 December

      American Ambulance, Inc. USA 100%
     Falck Southeast II Corp. USA 96%
      Transitional Health Solutions LLC USA 100%
     Falck Northern California Corp. USA 100%
     Falck Northwest Corp. USA 100%
   Falck Investments Finland Oy Ab Finland 100%
    Falck Oy     Finland 100%
     Falck Autoabi OÜ Estonia 100%
   Falck Benelux NV   Belgium 93%
   Falck Investments NV  Belgium 88%
    Falck Medical Services LLC UAE 49%
   Falck Eurasia B.V.   Netherlands 100%
    Falck Russia Holding B.V.2) Netherlands 49%
     Falck Medical Vladivostok LLC Russia 100%
    Beijing Falck Rescue Consulting Services Co., Ltd China 100%
    Falck Kazakhstan LLP Kazakhstan 100%
     Open Clinic LLP  Kazakhstan 80%
    Falck Fire Services Rus LLC Russia 100%
   Falck Foundation VZW  Belgium 100%
   Falck Medycyna Sp. z o.o. Poland 100%
    Starowka Sp. z o.o.  Poland 76%
   Falck SK a.s.     Slovakia 93%
    Falck Emergency AS Slovakia 51%
     Falck Záchranná a.s. Slovakia 100%
      Falck Academy s.r.o. Slovakia 100%
     Falck Healthcare a.s. Slovakia 100%
      Falck Pharma s.r.o. Slovakia 100%
     Falck Fire Services a.s. Slovakia 100%
   Falck CZ a.s.     Czech Republic 93%
   Falck SCI, S.A.    Spain 65%
   Falck Emergency Spain, S.L. Spain 65%
    Falck VL Servicios Sanitarios, S.L. Spain 75%
   Falck Servizi Industriali di Emergenza S.r.l. Italy 65%
   Falck France SAS   France 100%
   Falck Holding B.V.   Netherlands 100%
    Falck B.V.     Netherlands 100%
     Falck Fire Services NL B.V. Netherlands 100%
     Falck AVD B.V.  Netherlands 100%
      AVD-ICT B.V.  Netherlands 100%
     Safety Center Zuid Holland B.V. Netherlands 100%
      Safety Center Zuid Holland c.v. Netherlands 52%
     Safe Building B.V. Netherlands 100%
     Falck BHV B.V.  Netherlands 100%
     AVD Consultancy N.V.  Belgium 100%
    Falck Brasil AVD Participações Ltda. Brazil 100%
     Falck Brasil Plano de Saúde Ltda. Brazil 100%
      Falck Brasil 747 Participações Ltda. Brazil 100%
    Falck Brasil FF Participações  Ltda.  Brazil 100%
    Falck Panama Holding S.A. Panama 100%
     EMI Holdings Management S.A. Panama 63%
      EMI Foreign Holdings 1 S.A. Panama 100%
      EMI Foreign Holdings 2 S.A. Panama 100%
      EMI Foreign Holdings 3 S.A. Panama 100%
      EMI Foreign Holdings 4 S.A. Panama 100%
      Servicio Emergencias Regional SER S.A.  Panama 100%
      Falck Fire & Safety do Brasil S.A. Brazil 65%
      Empresa de Medicina Integral EMI S.A. Servicio  
      de Ambulancia Prepagada - Grupo EMI S.A. Colombia 100%
       EMI El Salvador S.A. de C.V. El Salvador 100%

Company name               Country  Equity interest
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Legal entities in the Falck Group as at 31 December

       Inversiones EMI Worldwide S.A. Panama 100%
         EMI Panama S.A. Panama 100%
         EMI Ecuador S.A.- Emergencia Medica Integral Ecuador 100%
       Perses S.A. Uruguay 100%
        Portovenus S.A. Uruguay 16%
        EMI Venezuela Holding S.A. Panama 100%
         Emergencia Medica Integral EMI Centro S.A. Venezuela 100%
      Centro Medico Integral CEMICA S.A. Venezuela 100%
      Falck Chile Holding S.A.  Chile 100%
       Falck Chile S.A. Chile 80%
        Falck Safety Services Limitada  Chile 100%
        Falck Capacitacion Limitada  Chile 100%
   Falck Rettungsdienst GmbH Germany 90%
    G.A.R.D. Verwaltungsgesellschaft für Ambulanz und Rettungsdienst mbH Germany 100%
     G.A.R.D. Gesellschaft für Ambulanz und Rettungsdienst Cuxhaven GmbH Germany 100%
     G.A.R.D. Gesellschaft für Ambulanz und Rettungsdienst Hamburg West mbH Germany 100%
     GUARD Hospital Service GmbH Germany 100%
     G.A.R.D. Gesellschaft für Ambulanz und Rettungsdienst Bremen mbH Germany 100%
     ASN-Ambulanz-Service-Nord GmbH Germany 100%
     G.A.R.D. Gesellschaft für Ambulanz und Rettungsdienst Hamburg-Ost GmbH Germany 100%
      G.A.R.D. Arbeitsgemeinschaft Rettungsdienst Dresden GmbH Germany 100%
       G.A.R.D. ArGe Dresden GbR Germany 100%
     G.A.R.D. Gemeinnützige Ambulanz und Rettungsdienst GmbH Germany 100%
     GUARD Gesellschaft für unabhängige ambulante Rettungsdienstleistungen GmbH Germany 100%
     G.A.R.D. Gesellschaft für Ambulanz und Rettungsdienst NRW mbH Germany 100%
      K&G Taxi-Krankentransporte und Dienstleitungs GmbH Germany 80%
    G.A.R.D. Beteiligungsgesellschaft für Ambulanz und Rettungsdienst mbH Germany 100%
     promedica Rettungsdienst GmbH Germany 90%
      RTD Consulting GmbH Germany 100%
     ASG Ambulanz Leipzig GmbH Germany 100%
     promedica Rettungsdienst Bremehaven/Bremen GmbH Germany 100%
     promedica Rettungsdienst Walbeck-Frankenberg GmbH & Co. KG Germany 70%
     Euro-Med Einkaufsgemeinschaft GmbH  Germany 63%
     promedica Services GmbH Germany 100%
     G.A.R.D. Ambulanzflugdienst GmbH  Germany 50%
     Brava Holding GmbH2) Germany 25%
    Kranken-Transport Herzig GmbH Germany 100%
     KS-Medi-Service GmbH Germany 100%
   Falck Österreich GmbH Austria 100%
   Falck Yardim Hizmetleri Limited Şirketi Turkey 100%
   Falck Pty Ltd     Australia 55%
    Falck Ambulance Services Australia Pty Ltd  Australia 100%
   Falck UK Limited   UK 100%
    Falck EMS UK Limited UK 100%
     Medical Services Limited2) UK 45%
    Falck Emergency Services UK Ltd. UK 93%
     Frontline Fire International Limited UK 100%
    Falck Fire Services UK Limited  UK 100%
   Falck Emergency Asia Pte. Ltd. Singapore 100%
   Falck India Limited   UK 93%
    Falck Services Limited  Mauritius 100%
     Falck India Pvt. Ltd. (India)  India 100%
     Falck Services Pvt Ltd. (India)  India 100%
   Falck Fire Services S.R.L Romania 93%
   Falck South Africa Holding (PTY) LTD South Africa 100%
   Med1 (Private) Limited2) Sri Lanka 50%
   A C Trafik A/S    Denmark 100%
   KPC Ejendomme af 6. juni 2002 A/S2) Denmark 25%
      

Company name               Country  Equity interest

(1) The company is at present without activity (dormant)
(2) Associated company
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Definitions of ratios

The ratios are basically calculated on the basis of the annual 
report and the Group’s accounting policies. The Falck Group cal-
culates a number of ratios on the basis of the financial-highlight 
figures in “Financial highlights and key ratios” on page 2. The 
definitions of those ratios are stated below. 

organic growth
Growth in external revenue in local currency relative to the 
preceding year adjusted for:

•  Acquisitions: Revenue relating to acquired entities or ope-
rations generated in the current year is not included. For 
entities or operations acquired in the preceding year, revenue 
generated in the current year is only included from the time 
when revenue is recognised in the comparative period for the 
preceding year.

•  Divestments: Revenue from the preceding year relating to 
entities or operations divested in the preceding year is not 
included. For entities or operations divested in the current 
year, revenue from the preceding year is only recognised for 
the comparative period of the current year.

•  Contracts: Material contracts entered into before or during 
the year after the acquisitions, where Falck has had a material 
impact on the contract in question, are recognised in revenue 
and considered organic growth. Any material isolated operati-
ons which Falck terminates or public-sector customers' insour-
cing of tasks without invitations for tender are considered 
divestments.

•  Redefinition of segments: Revenue related to entities that 
are redefined to another segment are accounted for as acqui-
sitions and divestments, as the case may be, in the respective 
business segments.

EBITA margin 
Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) as a percentage of 
revenue.

Effective tax rate
Tax charged in respect of the financial year as a percentage of 
profit before tax.

Net capital investments
Investments in land and buildings, operating equipment and 
other intangible assets less land and buildings, operating equip-
ment and intangible assets sold.

Equity ratio
Total equity at year-end as a percentage of equity and liabilities 
at year-end.

Return on equity
Profit for the year attributable to Falck as a percentage of ave-
rage equity excluding non-controlling interests.

Net operating assets
Net operating assets excluding goodwill defined as trade recei-
vables and other current operating assets plus property, plant 
and equipment and intangible assets (excluding goodwill), less 
trade payables, other payables and other operating liabilities. 

Net interest-bearing debt to EBITDA
Net interest-bearing debt and purchase consideration payable 
divided by EBITDA. EBITDA has been normalised for the full-
year effect of acquisitions made during the period.

Free cash flow
Operating profit before costs and amortisation from business 
combinations and exceptional items (EBITA) adjusted for non-
cash operating items and change in net operating assets. 

Cash conversion rate
Free cash flow as a percentage of operating profit before costs 
and amortisation from business combinations and exceptional 
items (EBITA). The rate of operating profit before costs and 
amortisation from business combinations and exceptional items 
(EBITA) to the free cash flow (cash conversion rate) shows the 
Group’s ability to generate cash flows from operating activities 
after investments in intangible assets and property, plant and 
equipment and cash that must be tied up in working capital in 
order to generate growth.

Normalised profit after tax
Profit for the year less costs and amortisation from business 
combinations and exceptional items and tax thereon.
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Even more offshore employees in the southern part of
the USA will be trained by Falck and learn how to travel
safely by helicopter, put out fires and perform lifesaving
first aid.
 
Falck has acquired the company Occupational Safety
Training which has two training centers in Louisiana
and Texas. Falck already runs four training centers in
the two states and next year expects to train more than
35.000 employees in the oil and gas industry in taking
care of themselves and their colleagues when working
in the US Gulf of Mexico.

Occupational Safety Training has 85 employees and
also provides personnel like paramedics and safety
technicians to the oil and gas industry and their offshore
installations. Just like Falck’s training centers,
Occupational Safety Training has the important OPITO
(Offshore Petroleum Industry Training Organisation)
approval.
 
“We are taking over a company of high, international
standards. It is a logical step to integrate its safety
services with our own and thus create an even greater
variety of services for the offshore business,” says Peter
Svarrer, CEO of Falck’s safety training business.
 
Falck now provides offshore safety services at 28
training centers in 15 different countries on five
continents. At the centers the clients learn how to avoid
accidents at their workplace and how to act correctly -
even in extreme conditions - if accidents do occur. Last
year Falck trained 204,000 people on these centers.
This year the company expects to surpass that number.

Falck buys safety training company in USA
27/12/2012
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Falck has opened a new safety training centre in Port of
Ciudad del Carmen in Mexico.
 
At the centre employees from the offshore industry
learn how to avoid accidents at their workplace in the
Gulf of Mexico and how to act correctly - even in
extreme conditions - if accidents do occur.
 
 

The facility will operate under the name of Falck Safety
Services de Mexico. Ciudad del Carmen is one of two
main supply ports for the off-shore oil and gas
industries in Mexico and is the gateway for around
40,000 support personnel to the southern oil fields in
the Mexican part of the Gulf of Mexico.
 
“The facility commands great position to our customers
as well as being in a protected and secure area,” says
regional manager Stuart Aikenhead.
 
Falck provides offshore safety services at 29 training
centers in 15 different countries on five continents. Last
year Falck trained 225,509 people on these centers.

Falck opens safety training centre in Mexico
14/06/2013

Falck A/S

Falck-Huset
Polititorvet
DK-1780 Copenhagen V
Tel.: +45 70 33 33 11
Fax.: +45 33 15 29 57
contact@falck.com

Falck websites

COMPANY HERITAGE SERVICES GLOBAL PRESENCE CAREER Search falckPRESS

javascript:void(0)
http://www.falck.com/
http://www.falck.com/en/company/
http://www.falck.com/en/heritage/
http://www.falck.com/en/services/
http://www.falck.com/en/global-presence/
http://www.falck.com/en/career/
http://www.falck.com/en/press/
http://www.falck.com/en/press/news/
http://www.falck.com/en/press/news/2014/
http://www.falck.com/en/press/news/2013/
http://www.falck.com/en/press/news/2012/
http://www.falck.com/en/press/news/2011/
http://www.falck.com/en/press/news/2010/
http://www.falck.com/en/press/news/2009/
http://www.falck.com/en/press/press-contact
mailto:contact@falck.com


News

2014

2013

2012

2011

2010

2009

Press contact

 

Falck Safety Services is boosting its presence in North
America even further by signing an agreement to
acquire 55% of the Canadian safety training provider
Survival Systems Integrated Services (”SSIS”) which
will be called Falck Safety Services.

The company is located in one of Canada’s major oil
hubs Halifax, Nova Scotia, and has 16 employees. Falck
Safety Services in Halifax delivers training to the oil &
gas, aviation and military industries. The level of safety
training regulation in Canada is among the highest in
the world which is in line with Falck Safety Services’
mission to deliver high quality training.

As an outstanding Canadian provider of high quality
services to the offshore sector SSIS represents a strong
platform for further expansion in the Canadian market.

”Falck Safety Services see Canada as a very interesting
market and we want to follow our global customers to
where they need us and Canada is one such case. We
look forward to working closely with the professional
Canadian management to provide our clients the best
service possible,” says CEO Falck Safety Services, Peter
Svarrer.

The local management, Joel Carroll, President, and
David Comeau, Vice President Operations, will team up
with Falck Safety Services and become part of the
management team of the new Canadian Falck Safety
Services entity.

“This acquisition will give us the growth platform to
expand our business across Canada,” says Joel Carroll.
David Comeau continues:
“The partnership will enable us to bring more safety
training to the market here in Canada including Major
Emergency Management and wind turbine safety.”

The acquisition is expected to be completed shortly.

Falck Safety Services will be represented in Canada
25/10/2013
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Our markets1

Population (millions) 5.5 5.0 9.4 5.4 38.1 81.4 6.9 62.6 63.2 7.8 60.6 11.2 10.7 19.3 142.4 45.6 16.5 28.6 9.4 9.1 28.7 5.3 7.2 1,348.1 89.3 6.6 14.4 28.5 1,206.9

Est. GDP/capita PPP (USD) 37,742 53,376 40,614 36,723 20,137 37,936 17,958 4 35,974 35,049 43,509 30,166 27,624 23,204 13,740 4 16,687 7,199 13,060 3,294 14,948 10,217 15,579 59,937 49,342 8,394 3,355 2,659 2,286 1,328 3,703

Est. real GDP growth (%) 1.5 1.7 4.4 3.5 3.8 2.7 4-6.6 1.1 1.7 2.2 0.6 -5.0 -2.2 0.8-2.5 4.3 4.7 6.5 7.1 5.0 0.2 5.2 5.3 6.0 9.5 5.8 8.3 6.7 3.5 7.8

Inflation, avg. consumer prices (%) 3.2 1.7 3.0 3.1 4.0 2.2 4.2-5.1 4.5 2.1 0.7 2.6 2.9 3.4 3.2-11.3 8.9 9.3 8.9 13.1 41.0 9.3 3.2 3.7 5.5 5.5 18.8 8.7 6.4 9.5 10.6

Est. beer market growth 2012-2016 l l l l l l W l l k l l l k j j j j j j j j j j j j j j j

Our operations

Breweries 1 2 1 1 3 2 4 1 1 1 1 1 2 4 10 3 1 1 1 1 1 - - 41 5 6 6 2 1 1 5

Employees 1,705 1,294 981 875 1,191 601 1,006 1,698 1,803 1,321 345 323 697 1,481 9,632 1,800 465 461 559 219 688 73 206 7,122 597 737 1,235 350 519

Our position

Market position (no.) 1 1 1 1 3 1 7 1 4 1 1 4 2 2 2-3 1 2 2 2 1 1 2 2 2 1 5 2 8 1 1 1 3

Market share (%) 54.4 52.1 31.8 43.5 16.2 17.7 34.5-
39.0 15.4 31.1 42.8 8.0 14.9 46.9 16.6-

26.2 37.4 28.8 38.5 31.4 26.8 66.6 42.5 19.9 23.6 ~55 36.0 97.5 58.0 75.0 5.6

Primary competitive climate (int./local) Local Local Local Int. Int. Int./local Local Int. Int. Int. Int. Int. Int. Int. Int. Int. Int. Local Int./local Local Int. Int. Int. Local  5 Int. Local Int. Local Int.

Consumption characteristics

On-trade share of market, approx. (%) 22 26 20 15 15 20 7-12 58 21 44 42 60 60 25-40 8 11 33 n/a 3 n/a 74 74 42 45 50 60 60 80 37

Per capita beer consumption (litres) 78 49 51 83 92 106 75-95 72 28 58 29 36 56 64-76 64 60 28 12 52 7 5 21 23 32 27 28 18 2 2

Beer of total alcohol consumption (%) 49 44 42 46 53 55 41-48 43 14 33 18 35 36 40-65 25 48 22 n/a 17 n/a 69 76 53 42 92 n/a n/a n/a 28

 1)  2011E
2)  Estonia, Latvia, Lithuania
3)  Bulgaria, Croatia, Serbia
4)  Weighted average
5)  Western China, incl. Chongqing
6)  Excl. Habeco
7)  Northern Germany (Schleswig-

Holstein, Hamburg, Lower Saxony)
8)  Incl. Habeco
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Our markets1

Population (millions) 5.5 5.0 9.4 5.4 38.1 81.4 6.9 62.6 63.2 7.8 60.6 11.2 10.7 19.3 142.4 45.6 16.5 28.6 9.4 9.1 28.7 5.3 7.2 1,348.1 89.3 6.6 14.4 28.5 1,206.9

Est. GDP/capita PPP (USD) 37,742 53,376 40,614 36,723 20,137 37,936 17,958 4 35,974 35,049 43,509 30,166 27,624 23,204 13,740 4 16,687 7,199 13,060 3,294 14,948 10,217 15,579 59,937 49,342 8,394 3,355 2,659 2,286 1,328 3,703

Est. real GDP growth (%) 1.5 1.7 4.4 3.5 3.8 2.7 4-6.6 1.1 1.7 2.2 0.6 -5.0 -2.2 0.8-2.5 4.3 4.7 6.5 7.1 5.0 0.2 5.2 5.3 6.0 9.5 5.8 8.3 6.7 3.5 7.8

Inflation, avg. consumer prices (%) 3.2 1.7 3.0 3.1 4.0 2.2 4.2-5.1 4.5 2.1 0.7 2.6 2.9 3.4 3.2-11.3 8.9 9.3 8.9 13.1 41.0 9.3 3.2 3.7 5.5 5.5 18.8 8.7 6.4 9.5 10.6

Est. beer market growth 2012-2016 l l l l l l W l l k l l l k j j j j j j j j j j j j j j j

Our operations

Breweries 1 2 1 1 3 2 4 1 1 1 1 1 2 4 10 3 1 1 1 1 1 - - 41 5 6 6 2 1 1 5

Employees 1,705 1,294 981 875 1,191 601 1,006 1,698 1,803 1,321 345 323 697 1,481 9,632 1,800 465 461 559 219 688 73 206 7,122 597 737 1,235 350 519

Our position

Market position (no.) 1 1 1 1 3 1 7 1 4 1 1 4 2 2 2-3 1 2 2 2 1 1 2 2 2 1 5 2 8 1 1 1 3

Market share (%) 54.4 52.1 31.8 43.5 16.2 17.7 34.5-
39.0 15.4 31.1 42.8 8.0 14.9 46.9 16.6-

26.2 37.4 28.8 38.5 31.4 26.8 66.6 42.5 19.9 23.6 ~55 36.0 97.5 58.0 75.0 5.6

Primary competitive climate (int./local) Local Local Local Int. Int. Int./local Local Int. Int. Int. Int. Int. Int. Int. Int. Int. Int. Local Int./local Local Int. Int. Int. Local  5 Int. Local Int. Local Int.

Consumption characteristics

On-trade share of market, approx. (%) 22 26 20 15 15 20 7-12 58 21 44 42 60 60 25-40 8 11 33 n/a 3 n/a 74 74 42 45 50 60 60 80 37

Per capita beer consumption (litres) 78 49 51 83 92 106 75-95 72 28 58 29 36 56 64-76 64 60 28 12 52 7 5 21 23 32 27 28 18 2 2

Beer of total alcohol consumption (%) 49 44 42 46 53 55 41-48 43 14 33 18 35 36 40-65 25 48 22 n/a 17 n/a 69 76 53 42 92 n/a n/a n/a 28
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Sources: IMF, Canadean and Carlsberg estimates.

Si
ng

ap
or

e

Ukr
ai

ne

Hon
g 

Ko
ng

Ka
za

kh
st

an

Ch
in

a

Uzb
ek

ist
an

Vi
et

na
m

Be
la

ru
s

La
os

Aze
rb

ai
ja

n

M
al

ay
sia

 

Nep
al

Ru
ss

ia

Gre
ec

e

Po
rtu

ga
l

So
ut

h 
Ea

st
 E

ur
op

e 
3

Ca
m

bo
di

a

Ea
st

er
n 

Eu
ro

pe

A
si

a



DISCLAIMER
This Annual Report contains 
forward-looking statements, 
including statements about 
the Group’s sales, revenues, 
earnings, spending, margins, 
cash flow, inventory, products, 
actions, plans, strategies,
objectives and guidance with 
respect to the Group’s future 
operating results. Forward-
looking statements include, 
without limitation, any 
statement that may predict, 
forecast, indicate or imply 
future results, performance 
or achievements, and may 

contain the words “believe, 
anticipate, expect, estimate, 
intend, plan, project, will 
be, will continue, will result, 
could, may, might”, or any 
variations of such words 
or other words with similar 
meanings. Any such state-
ments are subject to risks and 
uncertainties that could cause 
the Group’s actual results to 
differ materially from the 
results discussed in such 
forward-looking statements. 
Prospective information is 
based on management’s 

then current expectations or 
forecasts. Such information  
is subject to the risk that such 
expectations or forecasts, or 
the assumptions underly-
ing such expectations or 
forecasts, may change. The 
Group assumes no obligation 
to update any such forward-
looking statements to reflect 
actual results, changes in 
assumptions or changes in 
other factors affecting such 
forward-looking statements.
Some important risk factors 
that could cause the Group’s 

actual results to differ 
materially from those ex-
pressed in its forward-looking 
statements include, but are 
not limited to: economic 
and political uncertainty 
(including interest rates and 
exchange rates), financial 
and regulatory develop-
ments, demand for the 
Group’s products, increasing 
industry consolidation, com-
petition from other breweries, 
the availability and pricing of 
raw materials and packaging 
materials, cost of energy, 

production- and distribution-
related issues, information 
technology failures, breach 
or unexpected termination 
of contracts, price reductions 
resulting from market-driven 
price reductions, market 
acceptance of new products, 
changes in consumer prefer-
ences, launches of rival prod-
ucts, stipulation of market 
value in the opening balance 
sheet of acquired entities, 
litigation, environmental 
issues and other unforeseen 
factors. New risk factors 

can arise, and it may not be 
possible for management to 
predict all such risk factors, 
nor to assess the impact of 
all such risk factors on the 
Group’s business or the ex-
tent to which any individual 
risk factor, or combination 
of factors, may cause results 
to differ materially from 
those contained in any 
forward-looking statement. 
Accordingly, forward-looking 
statements should not be 
relied on as a prediction of 
actual results.

Editors Carlsberg Group Communications   Design and production Kontrapunkt   Photos Nana Reimers, Martin Sølyst   Translation and proofreading Borella projects    
This report is available in Danish and English. In the event of any discrepancy between the two versions, the Danish version shall prevail.

Management review Financial statementsVores markeder1

Befolkning (mio.) 5,5 5,0 9,4 5,4 38,1 81,4 6,9 62,6 63,2 7,8 60,6 11,2 10,7 19,3 142,4 45,6 16,5 28,6 9,4 9,1 28,7 5,3 7,2 1.348,1 89,3 6,6 14,4 28,5 1.206,9

BNP pr. indbygger PPP, anslået (USD) 37.742 53.376 40.614 36.723 20.137 37.936 17.958 4 35.974 35.049 43.509 30.166 27.624 23.204 13.740 4 16.687 7.199 13.060 3.294 14.948 10.217 15.579 59.937 49.342 8.394 3.355 2.659 2.286 1.328 3.703

Realvækst i BNP, anslået (%) 1,5 1,7 4,4 3,5 3,8 2,7 4-6,6 1,1 1,7 2,2 0,6 -5,0 -2,2 0,8-2,5 4,3 4,7 6,5 7,1 5,0 0,2 5,2 5,3 6,0 9,5 5,8 8,3 6,7 3,5 7,8

Inflation, gns. forbrugerpriser (%) 3,2 1,7 3,0 3,1 4,0 2,2 4,2-5,1 4,5 2,1 0,7 2,6 2,9 3,4 3,2-11,3 8,9 9,3 8,9 13,1 41,0 9,3 3,2 3,7 5,5 5,5 18,8 8,7 6,4 9,5 10,6

Forventet markedsvækst 2012-2016 l l l l l l W l l k l l l k j j j j j j j j j j j j j j j

Vores bryggerier

Bryggerier 1 2 1 1 3 2 4 1 1 1 1 1 2 4 10 3 1 1 1 1 1 - - 41 5 6 6 2 1 1 5

Medarbejdere 1.705 1.294 981 875 1.191 601 1.006 1.698 1.803 1.321 345 323 697 1.481 9.632 1.800 465 461 559 219 688 73 206 7.122 597 737 1.235 350 519

Vores position

Markedsposition (nr.) 1 1 1 1 3 1 7 1 4 1 1 4 2 2 2-3 1 2 2 2 1 1 2 2 2 1 5 2 8 1 1 1 3

Markedsandel (%) 54,4 52,1 31,8 43,5 16,2 17,7 34,5-
39,0 15,4 31,1 42,8 8,0 14,9 46,9 16,6-

26,2 37,4 28,8 38,5 31,4 26,8 66,6 42,5 19,9 23,6 ~55 36,0 97,5 58,0 75,0 5,6

Primært konkurrencemiljø (int./lokalt) Lokalt Lokalt Lokalt Int. Int. Int./lokalt Lokalt Int. Int. Int. Int. Int. Int. Int. Int. Int. Int. Lokalt Int./lokalt Lokalt Int. Int. Int. Lokalt 5 Int. Lokalt Int. Lokalt Int.

Forbrugsdata

On-trade-andel af markedet, ca. (%) 22 26 20 15 15 20 7-12 58 21 44 42 60 60 25-40 8 11 33 n/a 3 n/a 74 74 42 45 50 60 60 80 37

Ølforbrug pr. indbygger (liter) 78 49 51 83 92 106 75-95 72 28 58 29 36 56 64-76 64 60 28 12 52 7 5 21 23 32 27 28 18 2 2

Øl af samlet alkoholforbrug (%) 49 44 42 46 53 55 41-48 43 14 33 18 35 36 40-65 25 48 22 n/a 17 n/a 69 76 53 42 92 n/a n/a n/a 28
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Northheerrnn &&&&&&&
Westeerrnn EEEEuuuuurrrrooooopppe

Easternn EEuuuuurrrooooopppe

AAAAsssssssssiiiiiiiiiiiaaaaaaaa

Carlsberg is the second largest brewer in 
the region, which mainly comprises ma-
ture markets. As a general rule, market 
volumes are fl at or slightly declining. The 
region is generally characterised by well-
established retail structures and a strong 
tradition of beer consumption in most 
markets. Consumers are normally recep-
tive to innovation but due to the uncertain 
macro environment, current consumer 
behaviour is less predictable.

Carlsberg’s Asian portfolio of businesses 
consists of mature markets such as 
Malaysia, Hong Kong and Singapore as 
well as investments in growing beer mar-
kets such as China, India and Vietnam. 
These markets offer considerable pros-
pects for growth, underpinned by growing 
economies which have proved to be 
resilient to the global recession; expand-
ing populations; rising disposable income 
levels; and relatively low per capita beer 
consumption. 

Carlsberg holds a strong no. 1 position 
in the region’s main market, Russia, and 
strong positions in the other markets in 
the region. The Russian beer market has 
declined in volume in the last few years 
due in part to signifi cant price increases 
following a large duty increase in 2010 
and high food infl ation in 2011. However, 
value growth has been healthy and 
consistent. Modest volume growth is 
expected to resume during 2012, and the 
medium- to long-term average growth 
rate is expected to be 3-5% p.a.

The main business agenda is about in-
creasing effi ciencies, taking out costs and 
capturing growth opportunities. Top-line 
growth is mainly value-driven and will, 
in the current environment, be fuelled by 
initiatives such as value management and 
superior in-store execution.

2011 in brief
•  Overall market share up
•  Positive price/mix in most markets
•  Continued execution of effi ciency 

agenda

The competitive intensity varies, with 
markets being contested by strong local 
brewers as well as the major interna-
tional beer companies. In most cases, the 
presence of the international brewers is 
through joint venture arrangements or 
equity stakes in local brewers.

2011 in brief
•  Market share gains in all key markets
•  Reinforced position through further key 

acquisitions in important markets

Volumes are driven by increasing dispos-
able income, improving consumer dynam-
ics and consumers aspiring to brands and 
innovation. The retail structure is in its 
developing stage with traditional trade 
still being dominant.

2011 in brief
•  Russian market decline of 3%
•  Signifi cant increases in COGS
•  Successful repositioning of the 

Carlsberg brand

Carlssbbeeerrggg GGGGGGGrrrrooooup The Carlsberg Group is the fourth largest 
brewer in the world with a large port folio 
of beer and other beverage brands. Our 
fl agship brand, Carlsberg, is one of the 
best-known beer brands in the world, and 
Baltika, Carlsberg and Tuborg are among 
the biggest brands in Europe.

Our business is focused in Northern & 
Western Europe, Eastern Europe and Asia, 
where we have strong market positions. 
The rest of the world is serviced through 
export or licence agreements. 

2011 in brief
•  Challenging year due to input cost 

pressure, soft trading in Russia driven 
by duties and high infl ation in general, 
and adverse weather

•  Focus on driving value in the beer 
category

•  Continued focus on optimising and 
streamlining locally and at Group level

•  Initiative to integrate the European 
supply organisation, incorporating 
procurement, supply chain and logistics 

Pro rata beer volumes
  N & W Europe      Eastern Europe      Asia

Mid-term operating margin target: 15-17%

Mid-term operating margin target: 26-29%

Mid-term operating margin target: around 20%

Mid-term operating margin target: 15-20%
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2011 was a year in which we faced 
headwinds from rising input costs and a 
challenging Russian market. However, I 
am pleased that our Northern & Western 
European and Asian regions continued 
to perform well. In Northern & Western 
Europe, our performance was largely driven 
by effi ciency improvements and market 
share gains, while in Asia our results were 
driven by growth and market share gains. 
Our performance in Eastern Europe was 
impacted by the beer market decline in 
Russia and our Russian market share loss, 
which was caused by a high level of pro-
motions and price activations by competi-
tors. Our full-year results were in line with 
the expectations announced in August 2011.

Throughout 2011, we maintained our focus 
on profi table growth by balancing volume 
and value share, and we will maintain this 
focus in 2012.

In preparing for 2012, we have taken a 
cautious view on overall consumer dy-
namics in Northern & Western Europe as 
we believe trading conditions will remain 
uncertain across many of our European 
markets. At the same time, we expect 
the Russian market to return to modest 
growth during 2012 and strong growth to 
continue across our Asian markets. Our 
strategy is to focus on fewer but more 
important activities where the return on 
investment is higher, and to execute them 
with greater impact. We will continue 
to become more effi cient across the 
Carlsberg Group; invest in growth across 
our business; provide our customers and 
consumers with exceptional products and 
outstanding service; and explore acquisi-
tion opportunities in growth markets.

2011 results

Group beer volumes grew organically by 
3%. Including acquisitions, net, the increase 

was 4% to 118.7m hl (114.2m hl in 2010). 
All three regions reported organic volume 
growth for the year. Pro rata Group 
volumes of other beverages were 19.2m 
hl (19.3m hl in 2010). Led by stocking of 
around 1.3m hl at distributors in Russia in 
Q4, organic volume growth in the quarter 
was 8%. Good performance in Northern & 
Western Europe and Asia also supported 
the Q4 volume growth.

Sales and marketing investments as a 
percentage of sales grew compared with 
last year, mainly in Eastern Europe and 
Asia. Our sales and marketing efforts 
are aimed at improving both volume 
and value market share and included 
numerous commercial activities such as 
value management, new products, brand 
premiumisation initiatives, and upgrading 
of key account and sales capabilities. 

During the year, we introduced a number 
of new products and line extensions across 
our regions. An important Group innova-
tion launched in Q2 in selected markets in 
the Nordics was the light, refreshing and 
stylish premium beer Copenhagen. Exam-
ples of new local products include Baltika 
Draught Non-fi ltered and 1664 Millésime.

We are intensifying our efforts behind 
our international premium portfolio. An 
important milestone in 2011 was the global 
repositioning of the Carlsberg brand in April. 
A signifi cant number of activities took place 
during the year and the activity level will 
remain high, not least in 2012 when UEFA 
EURO 2012™ will be a very important ac-
tivity. The fi rst signs of the repositioning are 
encouraging with 7% volume growth for 
the year in the brand’s premium markets. 

Net revenue grew by 6% to DKK 63,561m 
(DKK 60,054m in 2010) with a solid 6% 
organic growth (total volume 2% and 4% 
price/mix), currency impact of -1% and 

We kept our focus on 
balancing volume and 
value development 
across our business 
despite a challenging 
Russian market.

6 Management review



net acquisition impact of 1%. Organic net 
revenue growth for Q4 was even stronger 
at 11%. In 2011, it was necessary to com-
pensate for the higher input costs, and the 
Group achieved a 4% price/mix as a result 
of value management, including price 
increases, with particularly strong pricing 
in Eastern Europe. 

The Group continues to centralise 
procurement activities, but despite the 
benefi ts of this, input costs grew in all 
regions in 2011. Prices in most categories 
increased and cost of sales per hl for the 
Group increased organically by approxi-
mately 8%, with a particularly strong 
increase in Eastern Europe. Gross profi t 
margin declined by 170bp to 50.0%, while 
gross profi t per hl increased slightly or-
ganically as higher input costs were offset 
by the positive price/mix and the impact 
of the continued effi ciency improvements. 

Operating expenses grew organically by 
5% (approximately 3% per hl) due to in-
creased sales and marketing investments, 
especially in Eastern Europe and Asia, 
and higher logistics costs, mainly in East-
ern Europe. In spite of unchanged sales 

and marketing investments in Northern 
& Western Europe, operating expenses 
in the region declined organically by 
approximately 3% per hl due to ongoing 
effi ciency improvements. 

Overall effi ciency improvements remain 
in focus across the whole Group. Several lo-
cal, regional and Group-wide projects were 
implemented in 2011 as part of the Group 
transformation. An important transforma-
tional step was taken in October, when we 
announced the initiative to fully integrate 
the supply chain across our markets in 
Northern & Western Europe. The purpose 
is to improve capabilities, customer service 
and effi ciency, increase speed and optimise 
asset utilisation. The Business Standardi-
sation Programme will be an important 
enabler for the integrated supply chain.

Group operating profi t was DKK 9,816m 
(DKK 10,249m in 2010) with an organic 
decline of 4%, currency impact of -1% 
and 1% net effect from acquisitions. Solid 
growth in Asia and Northern & Western 
Europe was not enough to offset the East-
ern European decline, and Group operating 
margin declined to 15.4% (17.1% in 2010). 

Q4 operating profi t grew strongly by 67% 
(organic growth of 63%). This improvement 
was driven by stock building in Russia by 
distributors; different phasing of sales and 
marketing investments versus prior year; 
execution of contingency plans in Northern 
& Western Europe following a poor sum-
mer; and general overall cost consciousness. 

Invested capital and cash fl ow

Return on average invested capital contin-
ued to grow in Northern & Western Europe, 
increasing from 17.2% to 18.3% due to 
improved profi tability and reduced asset 
base. In Eastern Europe and Asia, return on 
average capital employed de clined due to 
lower profi tability and capacity expansion 
respectively. In total, return on average 
invested capital for the brewing activities 
declined slightly to 9.4% (9.8% in 2010).

We continuously work to improve capital 
effi ciency by setting clear and focused 
targets. Since the Scottish & Newcastle 
transaction in 2008, the Group has 
improved working capital management, 
prioritised capital investments and mon-
etised redundant assets. 

Expectations and results 2011

Operating profi t Carlsberg’s share of net profi t

21.02.2011 Actual (Financial Statements for 2010) DKK 10.25bn DKK 5.4bn

21.02.2011 Financial Statements for 2010 High single-digit percentage growth > 20% growth*

17.08.2011 Interim results Q2 2011 Around DKK 10bn Growth of 5-10%*

20.02.2012 Actual (Financial Statements for 2011) DKK 9.8bn DKK 5.1bn

*  Reported 2010 adjusted for the DKK 598m 
non-cash, non-taxable income in special items 
related to step acquisitions.  

Carlsberg Annual Report 2011 7



Operating cash fl ow was DKK 8.8bn (DKK 
11bn in 2010). This was impacted negatively 
mainly by lower profi ts than 2010 and trad-
ing working capital at year-end. Year-end 
trading working capital was impacted by 
the stocking by distributors in Russia in the 
latter part of Q4 and consequently a high 
level of trade receivables. Average trading 
working capital to net revenue declined to 
1.9% (2.6% in 2010). Free cash fl ow was 
DKK 3.9bn for 2011 (DKK 5.2bn for 2010). 

Net interest-bearing debt was DKK 32.5bn 
at the end of 2011 (DKK 32.7bn at the end 
of 2010). The Group is committed to main-
taining an investment-grade credit quality.

In December, the Group established a new 
fi ve-year revolving credit facility of EUR 
800m replacing a facility signed in 2005. 
With this new credit facility, Carlsberg has 
extended the maturity profi le of its bank 
commitments at favourable pricing and 
terms. 

For 2011, the Company proposes a 10% 
increase in dividend per share to DKK 
5.50. Notwithstanding the slight decline 
in earnings per share (in reported terms), 
the Company has demonstrated strong 
cash fl ow generation in the past three 
years and has reduced the leverage and 
increased the interest cover. Subsequently, 
the Company’s credit rating has improved 
over the last years and is currently “BBB 
stable outlook/Baa2 stable outlook”.

Structural changes

In line with our M&A strategy, several 
structural changes took place during 
2011 aimed at strengthening the Group’s 
position in key markets:
•  The Group increased its ownership in its 

Indian business, South Asian Breweries 
Pte Ltd., to 94%

•  The Group announced an expansion 
of its presence in China through the 
establishment of the planned joint 
venture Chongqing Xinghui Investment 
Co., Ltd. When completed, the Group 
will be directly or indirectly involved in 
42 breweries in China

•  The Group acquired an additional 1% 
of the shareholding in the joint venture 
Lao Brewery Co. Ltd., Laos, in a dispro-
portionate capital increase, thus gaining 
control of the entity in a step acquisition

•  The Group increased its ownership in 
the Vietnamese Hue Brewery from 50% 
to 100%

2012 earnings expectations

The current challenging consumer 
environment and the limited visibility 
into consumer reactions to the uncertain 
macro environment, especially in Europe, 
led in the second half of 2011 to a review 
of the Group’s short- and medium-term 
plans, while the Group’s long-term plan-
ning and ambitions remain intact. 

In developing our 2012 commercial agen-
da, we have had a clear focus and a high 
level of prioritisation, especially in North-
ern & Western Europe, ensuring that we 
continue to strive for market share expan-
sion across the Group while keeping the 
balance between volume and value share 
performance. We will continue to drive 
our international brand portfolio, as well 
as our local power brands, and combine 
this with our ambitions to strengthen our 
commercial execution capabilities.

To support our long-term ambitions, in 
2012 the Group will continue the focused 
effi ciency agenda, which includes larger 
projects such as standardising business 
processes and integrating procurement, 
supply chain and logistics across North-
ern & Western Europe. In addition to 
these larger Group projects, initiatives at 
all levels across the organisation will be 
implemented to improve cost-effi ciency.

The key market assumptions for the 
Group’s 2012 outlook are:
•  Low single-digit decline in the Northern 

& Western European markets
•  The Russian market reverting to modest 

growth during 2012
•  Continued growth in key markets 

across Asia

In addition to the market assumptions, 
other key assumptions for the outlook are:
•  An average EUR/RUB exchange rate of 

43.3 (a EUR/RUB change of +/- 1 im-
pacts Group operating profi t by slightly 
less than +/- DKK 100m)

•  A negative volume and earnings impact 
in the already seasonally small Q1 2012 
from anticipated destocking by distribu-
tors in Russia of an estimated 1.3m hl 
and stocking by distributors at a similar 
level in Q4 2012

Based on the assumptions above and our 
planning, for 2012 the Carlsberg Group 
expects:
•  Operating profi t before special items 

at the level of 2011 (higher at the 2011 
average EUR/RUB rate)

•  Slightly growing adjusted net profi t1 

The 2012 outlook does not include any 
impact of events after the reporting date, 
cf. note 40 to the consolidated fi nancial 
statements.

The Group confi rms its mid-term 
regional and Group operating margin 
targets announced in February 2010.

Thank you

I would like to thank our many dedicated 
employees around the world for their ef-
forts and contributions during 2011, which 
was a challenging year for many markets. 
I would also like to thank our sharehold-
ers for endorsing our strategy, and our 
customers, partners and suppliers for their 
ongoing support and cooperation.

Over the past 10 years, Carlsberg has 
transformed itself from a signifi cant re-
gional brewer into the world’s fourth larg-
est brewer. In 2012, this journey will con-
tinue as we adopt a business model more 
aligned to an international fast moving 
consumer goods (FMCG) company. We 
will continue to strive for perfection, be 
it in terms of working with great people, 
producing and launching great brands, 
or delivering great moments such as this 
summer’s UEFA EURO 2012™.

Jørgen Buhl Rasmussen

1) Adjusted net profit 2011 of DKK 5,203m equals 2011 reported net profit excluding special items after tax.

Carlsberg Group
Change Change

DKK million 2010 Organic Acq., net FX 2011 Reported

Beer sales (million hl) 114.2 3% 1% 118.7 4%

Net revenue 60,054 6% 1% -1% 63,561 6%

Operating profi t 10,249 -4% 1% -1% 9,816 -4%

Operating margin (%) 17.1 15.4 -170bp
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Five-year summary

DKK million 2007 2008 2009 2010 2011

Sales volumes, gross (million hl)

Beer 115.2 126.8 137.0 136.5 139.8

Other beverages 20.8 22.3 22.2 22.5 22.2

Sales volumes, pro rata (million hl)

Beer 82.0 109.3 116.0 114.2 118.7

Other beverages 17.8 19.8 19.8  19.3 19.2

Income statement

Net revenue 44,750 59,944 59,382 60,054 63,561

Operating profi t before special items 5,262 7,978 9,390 10,249 9,816

Special items, net -427 -1,641 -695 -249 -268

Financial items, net -1,201 -3,456 -2,990 -2,155 -2,018

Profi t before tax 3,634 2,881 5,705 7,845 7,530

Corporation tax -1,038 312 -1,538 -1,885 -1,838

Consolidated profi t 2,596 3,193 4,167 5,960 5,692

Attributable to:

Non-controlling interests 299 572 565 609 543

Shareholders in Carlsberg A/S 2,297 2,621 3,602 5,351 5,149

Statement of fi nancial position

Total assets 61,220 142,639 134,515 144,250 147,714

Invested capital 45,394 118,643 109,538 117,119 118,196

Interest-bearing debt, net 19,726 44,156 35,679 32,743 32,460

Equity, shareholders in Carlsberg A/S 18,621 54,750 54,829 64,248 65,866

Statement of cash fl ows

Cash fl ow from operating activities 4,837 7,812 13,631 11,020 8,813

Cash fl ow from investing activities -4,927 -57,153 -3,082 -5,841 -4,883

Free cash fl ow -90 -49,341 10,549 5,179 3,930

Investments

Acquisition and disposal of property, plant and equipment, net -4,596 -4,669 -2,342 -2,197 -3,618

Acquisition and disposal of entities, net -179 -51,438 95 -477 -260

Financial ratios

Operating margin  % 11.8 13.3 15.8 17.1 15.4

Return on average invested capital (ROIC)  % 11.7 8.2 8.2 8.8 8.4

Equity ratio  % 30.4 38.4 40.8 44.5 44.6

Debt/equity ratio (fi nancial gearing)  x 0.99 0.74 0.60 0.47 0.45

Debt/operating profi t before depreciation and amortisation  x 2.43 3.80 2.71 2.30 2.39

Interest cover  x 4.38 2.31 3.14 4.76 4.86

Stock market ratios*

Earnings per share (EPS)  DKK 24.3 22.1 23.6 35.1 33.8

Cash fl ow from operating activities per share (CFPS)  DKK 51.2 65.8 89.3 72.1 57.7

Free cash fl ow per share (FCFPS)  DKK -1.0 -415.4 69.1 33.9 25.7

Dividend per share (proposed)  DKK 4.8 3.5 3.5 5.0 5.5

Pay-out ratio  % 20 20 15 14 16

Share price (B shares)  DKK 498.1 171.3 384.0 558.5 405.0

Number of shares (period-end, excl. treasury shares)  1,000 76,246 152,554 152,553 152,539 152,523

Number of shares (average, excl. treasury shares)  1,000 94,466 118,778 152,550 152,548 152,538

*  Stock market ratios for 2007-2008 are adjusted for bonus factor from rights issue in June 2008 in accordance with IAS 33. Number of shares (period-end) is not adjusted.

    Financial ratios are calculated in accordance with the Danish Society of Financial Analysts’ guidelines “Recommendations and Financial Ratios 2010”.
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On 5 April 2011, we launched a new brand proposition 
for Carlsberg in order to make the brand more consistent, 
appealing and distinctive to consumers in both established 
and newer markets. The repositioning was supported by a 
range of new marketing initiatives and was rolled out across 
more than 150 markets.

New positioning

The new positioning celebrates the brand’s heritage and 
values, while connecting with today’s active and adventur-
ous generation of beer drinkers. The proposition encourages 
consumers “to step up and do the right thing”, rewarding 
themselves with a Carlsberg for their deeds, and it carries 
the tagline “That calls for a Carlsberg”. However, in markets 
where the previous tagline “Probably the best …” is well 
established and highly successful, the two taglines will be 
used alongside each other.

New identity and creative communication 

The visual identity is up to date and modernised. It builds 
on the brand’s trusted heritage while looking to the future 
and increasing its appeal to today’s young adult consum-
ers. The visual identity supports the brand positioning and 
is executed through four design principles – bold, authentic, 
modern and approachable. However, the core elements – 
including the Carlsberg logo, which was designed in 1904 
– remain the same.

To support the launch, a new set of creative communica-
tions was produced, ranging from television advertising, 
print and digital media through to point-of-sales materials. 
Carlsberg also developed a new, proprietary modern musi-
cal score which is used across all applications and channels. 
To learn more, explore the Carlsberg Universe on carlsberg.
com or visit the brand on facebook.com/Carlsberg.

Encouraging results

With the new and modern visual identity, the completely 
new range of packaging and communication, and also 
widened distribution channels, the target is to double 
the Carlsberg brand contribution by 2015. The results for 
2011 were encouraging. In the brand’s premium markets, 
Carlsberg grew in volume by 7%. In premium markets such 
as France, Poland, Russia, China and India, the brand even 
achieved double-digit growth rates.

UEFA EURO 2012™

For the seventh time in a row, Carlsberg is sponsoring the 
European football championship, which this time will be held 
in Poland and Ukraine in June 2012. UEFA EURO 2012™ 
will be the biggest event in our marketing calendar with all 
major Carlsberg markets having qualifi ed for the event and 
with more than 7 billion people worldwide making up the 
cumulative audience for the entire tournament.

The Carlsberg brand is our 
fl agship brand. It accounts 
for approximately 10% of 
Group beer volumes, but 
we believe that it has more 
potential to grow.

IN THE
SPOTLIGHT
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The Group’s volume and value market 
share grew slightly with improvements 
in markets such as Poland, Finland and 
Italy, while our market share declined in 
markets such as France and South East 
Europe. In the northern part of the region, 
our market share performance improved 
sequentially throughout the year. 

In 2011, we continued to drive category 
value through a high level of commercial 
activities, including intensifi ed support 
behind existing brands; introduction of 
new products; and further development 
of channel marketing and value man-
agement tools. The repositioning of the 
Carlsberg brand and the launch of Copen-
hagen in pilot markets were important 
activities. In addition, line extensions of 
Somersby were introduced, the brand was 
rolled out in more markets and Tuborg 
Lime Cut was introduced in new markets.

Organic beer volume growth was 1% 
for the year and 5% in Q4 with markets 
such as Sweden, Switzerland, Poland and 
Finland achieving positive volume growth. 
Reported beer volumes grew by 1%. Total 
volumes, including non-beer beverages, 
were fl at for the year (+4% in Q4).

Net revenue was DKK 36,879m (DKK 
36,156m in 2010) with organic growth 
of 1% (3% in Q4) and reported growth 

With the exception of a few markets in 
Southern Europe such as Greece and 
Portugal, consumer behaviour in the beer 
category was quite resilient throughout 
2011 despite the macroeconomic chal-
lenges in many countries across the 
region. The regional beer market was 
fl at for the year, though there were 
signifi cant variations between markets. 
Q3 was slightly worse than the trend 
throughout the year due to very wet and 
cold weather in July and the beginning of 
August in several of our markets. 

Northern &
Western Europe

Change Change

DKK million 2010 Organic Acq., net FX 2011 Reported

Beer sales (million hl) 49.5 1% 0% 49.7 1%

Net revenue 36,156 1% -1% 2% 36,879 2%

Operating profi t 5,086 6% 0% 1% 5,419 7%

Operating margin (%) 14.1 14.7 60bp

Growth in operat ing
profi t driven by 
positive price/mix and 
continued focus on 
improving effi ciencies.

of 2%. Net revenue growth for beer was 
3% (1% volume, 1% price/mix, 1% cur-
rency and 0% acquisitions). Prices were 
increased by low single digits in most 
markets. Positive price/mix in most mar-
kets more than offset a negative country 
mix due to the Polish business continuing 
to grow strongly and a negative channel 
mix from on-trade to off-trade across 
the region.

An important lever to improve price/mix 
was the development and implementa-
tion of portfolio optimisation and SKU 
harmonisation, which started in the 
northern part of the region in 2011 and 
will become an integral part of value 
management. These efforts are levers to 
reduce complexity in our business and 
to strengthen our ability to meet specifi c 
price points and pack sizes preferred by 
customers and consumers.

Gross profi t margin declined slightly for 
2011 due to the negative impact of higher 
input costs. 

Operating profi t grew organically by 6% 
with a particularly strong contribution 
from several of the Nordic markets, the 
UK, Switzerland and Poland. Reported 
growth was 7% to DKK 5,419m (DKK 
5,086m in 2010). The Group managed to 
reduce operational expenses through the 

Northern & Western Europe
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2011 was a challenging year in Eastern 
Europe as consumer behaviour in the beer 
category was still impacted by very high 
infl ation on basic food items, in particu-
lar in H1, and the substantial beer price 
increases in 2010, making the Russian 
market less predictable and less positive 
than we expected at the beginning of 
the year. 

The Group’s beer volumes grew organical-
ly by 2% (14% for Q4). However, numbers 
are distorted by the substantial impact of 
stocking and destocking by distributors in 
Russia pre and post excise duty increases. 
In Q1 2010, a destocking of an estimated 
1.5m hl took place following the sig-
nifi cant excise duty increase in January 
2010. In Q4 2011, there was a stocking 
impact of an estimated 1.3m hl ahead of 
the excise duty increase in January 2012. 
Adjusting for this, our Eastern European 
volumes declined by an estimated 3-4% 
in 2011. This decline was mainly due to 
lower Russian market volumes driven by 
an underlying market decline and tough 
comparables because of very hot and dry 
weather in Q3 2010.

The Group’s market share in Ukraine con-
tinued to strengthen, while our Russian 
market share declined. During 2011, we 
increased our sales and marketing invest-
ments in the region to drive category 
value by supporting our brands across all 
price points, drive new product introduc-
tions and further strengthen our com-

Eastern Europe

Eastern Europe results 
impacted by challeng-
ing Russian market.

Denmark, Poland and Finland 

The Danish market declined by approxi-
mately 2% in 2011, impacted by poor 
weather in July and continued growth of 
the German-Danish cross-border trade. 
Our market share declined slightly to 
54.4%. Price increases were implemented 
in January and November 2011 to offset 
higher input costs. Profi tability increased 
due to tight cost control and ongoing 
effi ciency improvements.

The Polish market grew by approximately 
5% for the year. Our Polish business 
continued its strong performance with 
double-digit organic volume growth and 
market share growth of 230bp to 16.2%. 
The strong performance was driven by the 
Harnas, Kasztelan, Okocim and Carlsberg 
brands and our position in the rapidly 
expanding modern trade channel, where 
discounters in particular are increasing 
their market share. Throughout the year, 
we made several price increases in line 
with the market and our pricing was up 
year-on-year. Mix was negative due to a 
signifi cant channel shift. Volumes, revenue 
and profi ts grew strongly.

The Finnish market grew by approximately 
1%. Our performance in Finland was not 
least a result of our portfolio optimisation 
and SKU harmonisation projects and the 
subsequent introduction of more fl exible 
pack sizes.

continued focus on improving effi ciency 
in all areas despite slightly increasing 
revenue and fl at sales and marketing 
investments, and operating profi t margin 
improved by 60bp to 14.7%. 

As expected, operating profi t improve-
ment was particularly strong in Q4 with 
a 38% organic operating profi t growth 
driven by volume growth and the actions 
implemented following the wet July 
which reduced the total cost level in the 
quarter.

UK, France, Switzerland and 
South East Europe

The UK market declined by 3% for the 
year with the second half of the year 
being fl at. The Group’s market share was 
fl at at 15.4% for the year with slightly 
better performance in the on-trade versus 
off-trade. In H2 the Group gained share in 
both channels. During the year, Carlsberg 
UK advanced to become no. 3 in the UK 
on-trade. The Leeds brewery was closed 
in June. 

The French market was slightly up for the 
year. The strong premiumisation trend 
in France continued in 2011 benefi ting 
our premium brands – 1664, Grimbergen 
and Carlsberg – which all gained market 
share. Grimbergen and Carlsberg showed 
particularly strong performance in the 
on-trade. Our mainstream brand, Kronen-
bourg, lost share as the mainstream seg-
ment continued to shrink. Hence, overall 
market share declined by approximately 
60bp. Several product launches took place 
in France, including a 5-litre non-return-
able keg for 1664 and the line extensions 
1664 Millésime and Kronenbourg Fleuron 
d’Alsace.

The roll-out of the Business Standardisa-
tion Programme was piloted in Switzer-
land in May. Our Swiss market share 
was fl at despite a growing penetration 
of imported brands supported by a 
strong CHF. The Fribourg brewery was 
closed and beer production concentrated 
at the Rheinfelden brewery. Despite 
the implementation of these signifi cant 
structural changes, profi tability in the 
Swiss business improved due to a very 
strong operational focus.

In South East Europe, several product 
launches took place, including the roll-out 
of Somersby across all markets, Tuborg 
in 1-litre PET in Bulgaria, and Radler 
(beer mix) in Croatia and Serbia as line 
extensions to our PAN and LAV brands.
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mercial capabilities in areas such as key 
account management, channel marketing, 
digital media etc.

Net revenue grew 8% to DKK 19,719m 
(DKK 18,187m in 2010) and 14% organical-
ly (+33% in Q4). Price/mix developed fa-
vourably and the Group achieved a +12% 
price/mix for beer (19% for Q4) driven 
by price increases throughout the year; 
distorted comparisons in H1 following the 
Russian excise duty increase in January 
2010; and a healthy mix improvement in 
both Russia and Ukraine. 

Reported operating profi t declined by 15% 
to DKK 4,286m (DKK 5,048m in 2010) 
and 11% organically. In Q4, profi t grew 
strongly with organic operating profi t 
growth of 68% due to stock building by 
distributors in Russia and different phas-
ing of sales and marketing investments in 
2011 versus 2010. 

Operating profi t margin for the year was 
21.7% (27.8% in 2010). Although our gross 
profi t margin declined by around 500bp, 
the Group offset the absolute impact of 
the substantial input cost increases of 
more than 20% per hl by implementing 
several price increases throughout the 
year, resulting in low single-digit organic 
growth in gross profi t per hl. The signifi -
cant input cost increases were caused by 
the very poor Eastern European harvest 
in 2010, which made it necessary to 
import large quantities of raw materials, 
especially barley/malt, and an overall 
higher price level for packaging. Opera-
tional expenses increased due to higher 
sales and marketing investments and 
higher logistics costs because of higher 
fuel prices and higher freight rates.

Russia

At the beginning of 2011, the Group an-
ticipated a slightly growing Russian beer 
market in 2011 due to improving macro-
economic conditions and a recovery of the 
Russian consumer sentiment in late 2010. 

However, consumer behaviour in the beer 
category in 2011 was negatively impacted 
by the signifi cant infl ationary pressure on 
basic food items on top of the signifi cant 
consumer price increases on beer of more 
than 30% since November 2009, primarily 
implemented to offset the excise duty in-
crease in 2010. Consequently, the Russian 
market volumes declined by an estimated 
3% for 2011 (estimated -4% in Q4).

Our Russian shipments grew by 4% (20% 
for Q4), impacted by the aforementioned 
destocking by distributors in Q1 2010 and 
stocking in Q4 2011. Adjusted for this, the 
Group’s Russian shipments would have 
declined by an estimated 4%. 

The Group’s in-market-sales (“off-take”) 
declined by 7% (-7% in Q4).

Our Russian volume market share de-
clined from 39.2% to 37.4% for the year 
(source: Nielsen Retail Audit, Urban Rus-
sia). The value share declined consider-
ably less by 130bp (source: Nielsen Retail 
Audit, Urban Russia).

We believe the market share loss was 
mainly caused by our price leadership fol-
lowing the substantial price increases that 
started in November 2009; too little focus 
on the economy segment in the fi rst half 
of the year in traditional trade in particu-
lar; and a high level of promotional activ-
ities by competitors. To ensure profi table 
market share development, the Group con-
sciously decided not to fully participate in 
these promotional price activities because 
in Russia too, we are determined to bal-
ance volume and value share development 
and drive category value development. 

The Group achieved a positive mix of 
approximately 3%, compared to an esti-
mated positive market mix of 1%, refl ect-
ing our focus on mainstream, premium 
and super premium, although selectively 
increasing the activity level in lower main-
stream in traditional trade in the second 
half of the year.

In Russia, price increases for 2011 were 
introduced in November 2010 and March, 
May and November 2011 to cover the 
duty increase and the signifi cant input 
cost increase, leading to a consumer price 
increase of approximately 10% for the 
year. The price increase in November was 
implemented to offset part of the Janu-
ary 2012 excise duty increase of RUB 2.

In 2011, the Russian regulation for sell-
ing and marketing beer in Russia was 
changed. The new regulation is expected 
to accelerate certain trends already 
evident in the Russian marketplace. 
Consequently, actions have been taken 
within channel management and market-
ing to benefi t from the expected channel 
and assortment changes. Our balanced 
portfolio approach will continue, assum-
ing that the level of price promotions 
will normalise compared to 2011. We will 
continue to support our premium brands 
and several of our strong brands are be-
ing revitalised, including the lower-main-
stream brand Arsenalnoe. Within sales, 
we are rolling out improved planning and 
performance management tools and 
strengthening our key account manage-
ment capabilities.

In December 2011, the CEO of Carlsberg 
UK, Isaac Sheps, took over the position of 
Senior Vice President, Eastern Europe and 
President of Baltika Breweries.

Ukraine

The Ukrainian market declined by ap-
proximately 2% in 2011 impacted by a 
very wet summer. Our Ukrainian business 
continued to perform well and achieved 
yet another year of market share growth. 
Beer volumes grew by approximately 3%. 
The Group’s Ukrainian market share grew 
by 20bp to 28.8% with a stronger im-
provement in value share. The main driv-
ers were the Baltika and Lvivske brands. 
Ukraine is now the Group’s third largest 
market in volume terms. Net revenue 
and operating profi t grew organically 
by double-digit percentages and margin 
improved slightly despite the impact of 
higher input costs.

Other markets

Our business in Belarus delivered strong 
organic volume, revenue and earnings 
growth.

The beer market in Kazakhstan was fl at. 
Our Kazakh business is still recovering 
from the merger of the local Kazakh 

Change Change

DKK million 2010 Organic Acq., net FX 2011 Reported

Beer sales (million hl) 46.8 2% 0% 47.7 2%

Net revenue 18,187 14% 0% -6% 19,719 8%

Operating profi t 5,048 -11% 0% -4% 4,286 -15%

Operating margin (%) 27.8 21.7 -610bp

Eastern Europe
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Carlsberg’s business portfolio 
consists of brewery activities 
in Northern & Western Europe, 
Eastern Europe and Asia. The 
beer markets vary widely among 
the three regions, from very 
mature markets to new, emerging 
markets.
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imately 7% with strong performances in 
Laos and Cambodia. Volume in Vietnam 
declined due to poor weather condi-
tions at the beginning of the year and 
challenging macroeconomic conditions. 
The Cambodian business benefi ted from 
strong growth of the Angkor brand, which 
doubled its volumes versus the previous 
year, and the introduction of Carlsberg. 
The Carlsberg brand was relaunched in 
Thailand after an absence of eight years.

We are continuing to invest in the growth 
markets in Indochina. In Vietnam, we took 
full control of Hue Brewery; in Cambodia, 
we doubled the size of our brewing capacity 
to meet demand; and in Laos, we became 
the majority shareholder.

Organic operating profi t growth was close 
to 20%.

Malaysia/Singapore

Our businesses in Malaysia and Singapore 
performed well with a particularly strong 
performance achieved by the Carlsberg 
brand and new premium brands such as 
1664 in the on-trade. We achieved very 
favourable growth in revenue per hl from 
price increases and our portfolio premium-
isation strategy.

India

Our strong growth in India continued in 
2011 and Carlsberg made further market 
share gains to reach third position in the 
market with a share of close to 6%, up 
more than 100bp from last year. Volumes 
grew organically by approximately 70% 
in a market which grew by approximately 
6%. Our growth was driven by success-
ful execution of the repositioning of 
the Carlsberg brand; the introduction of 
Carlsberg Elephant; and strong growth 
of Tuborg. We are currently operating 
fi ve breweries in India and planning to 
construct a sixth brewery.

Beer volumes grew organically by 9% 
in 2011 (3% in Q4). Including acquisitions, 
beer volumes grew by 19% to 21.3m hl 
(17.9m hl in 2010). The acquisition impact 
was due to the increased ownership 
obtained in Chongqing Brewery Co. Ltd. 
(China) in 2010, Gorkha Brewery (Nepal) 
in 2010, South Asian Breweries (India) in 
2011, Hue Brewery (Vietnam) in 2011 and 
Lao Brewery (Laos) in 2011.

Organic net revenue growth was 15% 
(9% in Q4). The acquisition impact of our 
increased ownership in the businesses in 
Vietnam, Laos, Nepal and India was 10%.

Operating profi t grew organically by 13% 
(24% in Q4) with a reported growth of 23% 
(28% in Q4). Operating profi t margin grew 
by 20bp to 18.8% despite the negative 
impact of higher input costs.

China

Our Chinese volumes grew organically 
by 8% in a market which grew by ap-
proximately 5%. Reported volumes grew 
by 20% due to acquisitions. Our Chinese 
volumes (pro rata) reached almost 14m hl. 
Our market share was slightly up because 
of strong growth in our international 
premium portfolio.

Despite a very competitive market envi-
ronment, price/mix was 8%, driven by our 
premiumisation efforts within our local 
portfolio and the growth of our interna-
tional premium brands, capability building 
within sales and price increases. 

The repositioning of the Carlsberg brand 
was a key initiative for the Chinese busi-
ness in 2011. As a result, our Carlsberg 
brand portfolio, with Carlsberg Chill and 
Carlsberg Light, performed very well, 
achieving 30% volume growth. 

Indochina

Our business in Indochina (Vietnam, Laos, 
Cambodia and Thailand) grew by approx-

Our Asian business again delivered very 
strong performance driven by increasing 
market shares in growing markets across 
the region and strong execution by our 
local businesses. The region achieved 
strong volume and revenue growth and 
managed to keep margins unchanged 
versus last year despite higher input 
costs and increased sales and marketing 
investments. 

We continue to view the region as a key 
platform for growth and we are therefore 
continuing to strengthen our position by 
investing in capability building and capacity 
expansion to drive organic growth as well 
as pursuing appropriate acquisitions. Sev-
eral transactions were carried out during 
2011, which resulted in increased ownership 
in a number of our Asian businesses.

Asia

Another year of strong 
performance in Asia 
driven by growth.

business with the Russian export business 
to Kazakhstan and consequently lost 
share in 2011. Changes to management 
were made during the year and opera-
tional performance is expected to im-
prove. Profi tability declined due to lower 
volumes and higher input costs. 

Change Change

DKK million 2010 Organic Acq., net FX 2011 Reported

Beer sales (million hl) 17.9 9% 10% 21.3 19%

Net revenue 5,613 15% 10% -3% 6,838 22%

Operating profi t 1,044 13% 13% -3% 1,286 23%

Operating margin (%) 18.6 18.8 20bp

Asia
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Beer market development

The consolidation of the then fragmented Russian beer 
market took its fi rst steps in the early 1990s, when beer 
consumption per capita was below 20 litres. Today, the 
market is dominated by global brewers, which account for 
approximately 85% of the market. Carlsberg is the market 
leader with a current market share of 37.4%.

In the past 20 years, consumption has gradually increased, 
reaching 78 litres per capita in 2008. In 2009-2011, con-
sumption declined, initially due to the global fi nancial crisis, 
which severely impacted the Russian economy and nega-
tively impacted the Russian consumer sentiment. After the 
crisis, the consumer had to absorb average price increases 
of approximately 25% following a signifi cant increase in 
excise tax in January 2010. The increase led to a prolonged 
period of consumption decline as consumers needed time to 
adjust to the much higher price level. 

The market decline in 2011 was fuelled by consumers still 
adjusting to the higher price level of beer, further price 
increases as the industry passed on signifi cantly higher 
input cost, and high infl ation on basic food items, parti cu larly 
in the fi rst half of 2011. By the end of 2011, beer consumption 
was estimated at 64 litres per capita.

Beer market segmentation

The Russian beer market is dominated by the off-trade, 
which accounts for around 90% of the total market. The 
off-trade universe is quite fragmented and covers more than 
300,000 outlets, with Carlsberg covering 98% of these. Tra-
ditional trade, consisting of small grocery outlets, pavilions, 

kiosks and the like, accounts for approximately 75% of off-
trade, while the growing modern trade accounts for 25%.

In terms of pricing, the Russian beer market is segmented 
into four main groups: economy, consisting of discount and 
lower mainstream (~45% of market volumes); mainstream 
(~28%); premium (~19%); and super premium (~8%). The 
average retail price of a mainstream beer at the end of 2011 
was around RUB 60/litre. Indexing the mainstream segment 
at 100, the economy segment is priced at index 60-90; 
premium at 110-150; and super premium above 150. 

Beer duties and regulation

In late 2011, the Russian Duma approved a three-year excise 
tax scheme, according to which beer duties will increase 
gradually from RUB 12 in 2012 to RUB 18 per litre in 2014. 
The increase will require average annual consumer price 
increases of approximately 5%. 

In July 2011, a new law was passed which tightens the 
regulation of where and how alcoholic beverages, includ-
ing beer, can be sold. The key elements of the law are the 
prohibition of the sale of beer above 0.5% ABV from “non-
stationary” outlets from 1 January 2013 and the ban on TV, 
radio and outdoor advertising from July 2012.

The new regulation is expected to accelerate trends already 
evident in Russia, including the shift from traditional trade
 to modern trade. In 2008, kiosks and pavilions (both “station-
ary” and “non-stationary”) accounted for approximately 26% 
of total off-trade beer sales versus an estimated 20-22% in 
2011. In the same period, modern trade increased from an 
estimated 20% to 25%. 

The marketing restrictions will change how sales and 
marketing resources are allocated and are expected to 
impact the industry’s efforts within channel marketing 
and in-store execution.

Carlsberg supports the Russian Government in its desire to 
combat alcohol misuse and, together with other Russian 
brewers, has implemented a self-regulatory Code of Honour 
covering key areas such as manufacturing, quality control, 
retailing, and consumer relations and awareness.

Russia is the fourth largest 
beer market in the world. 
It is the largest single market 
in the Carlsberg Group, 
accounting for approximately 
30% of beer volumes and 
40% of operating profi t.  

IN THE
SPOTLIGHT
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Carlsberg in Russia

Carlsberg’s Russian beer portfolio is very strong, with 
leading international, national and local brands such as 
Carlsberg, Tuborg, Baltika, Žatecký Gus, Arsenalnoe, and 
many others. Carlsberg’s strength is underlined by the fact 
that we are no. 1 in all price segments.

Not least due to our strong beer portfolio, we have continu-
ously grown our Russian market share over many years. In 
2010 and 2011, however, we saw our market share decline. 
The decline was due to several factors, including Carlsberg 
leading on the quite substantial price increases needed to 
offset the signifi cant excise tax increase in 2010. The excise 
tax increase also led to more unpredictable competitor and 
market dynamics as well as promotional activities for an 
extended period of time in 2011, in particular in the lower 
mainstream segment. As we maintained our focus on 
balancing volume and value share, we lost volume share in 
the large economy (including lower mainstream) segment, 
which negatively impacted the Group’s overall volume 
market share.

Looking ahead

Based on our understanding of the Russian consumer dy-
namics and expectations for the Russian market in general, 
including price elasticity, food infl ation, real wage growth 
and other parameters, we expect the Russian market to 
revert to modest growth during 2012. 

Notwithstanding the known regulatory and excise tax 
changes as well as the global macro uncertainty, we 
believe that the fundamental drivers and characteristics of 
the beer category, such as the shift from high-alcoholic to 
low-alcoholic products, are solid, supporting medium-term 
beer market and profi t pool growth expectations. 

The new regulation will further increase Carlsberg’s empha-
sis on the growing off-trade channels, such as modern trade 
and grocery outlets, including further enhancement of key 
account management. 

Our strong Russian brand portfolio, our no. 1 position in every 
price segment and our strong value chain footprint across 
the Russian landscape are, and will remain, a signifi cant com-
petitive advantage. We are committed to regaining market 
share as a trend while at the same time securing the balance 
between volume and value.

Read more about our 2011 performance in Russia on page 13.

market share 
in the economy 
segment

market share 
in the premium 
segment

market share 
in the mainstream 
segment

market share in 
the super-premium 
segment
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Structure and

The Carlsberg Group’s long-term ambition 
is to be the fastest growing global beer 
company measured in terms of average 
organic growth in net revenue and operat-
ing profi t. This ambition remains despite 
short-term challenges in some of our core 
geographies.  

Our activities are focused on markets 
in Northern & Western Europe, Eastern 
Europe and Asia, where we have the 
strength and the right product portfolio to 
maintain or achieve a leading position. 

Our markets are very different, and their 
contribution to growth, earnings and 
development differs both at present and 
in the long-term projections. In order 
to make the most valuable use of our 
resources, our approach and business 
model therefore vary between markets, 
and central tools and resources primarily 
target markets and opportunities with the 
estimated highest return.

In addition to the markets where we have 
our own breweries, we have exports to 
more than 100 markets and licence agree-
ments in 26 countries around the world. 

Strategy wheel

The Group’s strategy embraces the entire 
business and is illustrated by means of a 
strategy wheel. The wheel includes fi ve 
closely linked core strategic areas which 
provide a clear direction for the whole 
organisation as to how the Group’s ambi-
tion is to be achieved. 

The strategic areas are of equal import-
ance and not one can be neglected if 
the long-term ambition to be the fastest 
growing global beer company is to be 
achieved. However, at certain times or in 
certain parts of the organisation some 
areas may get more focus than others. 

We continuously evaluate the strategy 
in order to ensure responsiveness to the 
world around us and achieve the right 
balance between growth and effi ciency. 

transforming plans and insights into action 
in a speedy manner. In 2011, we began 
offering our customers greater fl exibility 
in terms of pack sizes, tailoring multi-
packs to individual channel needs and 
thus driving value for the customer and 
for Carlsberg. We also started a project 
which focused on how to increase sales 
through distributors by better selection 
and management of as well as improved 
collaboration with distributors in order to 
ensure that our products are displayed and 
presented in the best possible way. 

In 2012, value management is an area 
that will be prioritised due to the need for 
sharper focus on pricing, value engineer-
ing and packaging. We will also put more 
emphasis on execution and implementa-
tion of existing tools and processes.

Products and innovation

Innovation is important at Carlsberg, both 
locally and at Group level. Our innovation 
efforts are fuelled by a deep under-
standing of consumer insights, trends 
and opportunities, and build on our core 
competences within cereals/grains, yeast, 

2011 was a challenging year, and the 
macroeconomic environment, particularly 
in Northern & Western Europe, will 
most likely continue to be challenging. 
Carlsberg will continue to respond to 
what is happening in our markets, and in 
our planning for 2012 we have taken steps 
to adapt to the uncertain environment. 

A number of structural changes and cost 
savings initiatives were implemented in 
late 2011. In 2012, we will focus our initia-
tives and actions very carefully. We are 
not abandoning investments in our long-
term growth, but we are recognising that 
the current macro environment requires 
us to focus on opportunities and activities 
with the highest return and postpone 
other initiatives.

Five strategic priorities

Consumers and customers

Our brands, product portfolio and com-
mercial execution are pivotal in becoming 
the preferred partner of our customers 
and the preferred choice for our consum-
ers. Our strategy is to offer a winning 
portfolio of international premium brands 
and strong local brands, and to continu-
ously improve the offerings to customers 
and consumers while also strengthen-
ing the value contribution of our many 
brands. In 2011, we developed a process 
and a toolkit to provide a common global 
framework for portfolio priorities and 
decisions locally and at Group level. 

The Carlsberg brand enjoys a special 
status as the Group’s fl agship brand. An 
important initiative in 2011 was the revit-
alisation and new global positioning of 
the brand. The repositioning and initial 
results are elaborated on page 10. 

Another important element of the strategy 
is to excel in all commercial areas, with an 
emphasis on value management, route-
to-market, highest return on marketing 
investments and superior outlet execution. 
We aim to develop and offer solutions 
which meet the needs of consumers, cus-
tomers and wholesalers in a superior way, 

Strategy wheel

Be the fastest 
growing global
beer company
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We are committed to our long-term ambition of being 
the fastest growing global brewer despite headwinds 
in 2011 and an uncertain consumer environment, 
especially in Europe, in 2012.
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fermentation and brewing technology. 
The strategic aspiration is for less but 
smarter and more effi cient product news 
across more markets to add to short-, 
medium- and long-term value creation. 

To ensure focus, effi ciency, speed and 
scale of our innovation efforts, the 
Group’s integrated Innovation, Research 
and Development organisation spans 
the entire innovation process – from raw 
materials, through consumer insights and 
trends, to idea generation, production 
processes and packaging.

Some of our innovation efforts and 
activities in 2011 are presented on page 
21. They included the launch of two new 
super-premium products and further de-
velopment and testing of a one-way keg 
system. Because of uncertainty regarding 
consumer sentiment and responsive-
ness to new products, in 2012 we will 
concentrate more on improving existing 
innovations and supporting our local 
power brands. Other ideas in our innova-
tion pipeline will be kept for later when 

procurement, supply chain and logistics 
functions with the aims of saving costs 
and improving capabilities and customer 
service. This is part of Carlsberg’s trans-
formation into working as a fast moving 
consumer goods (FMCG) company, which 
is further highlighted on page 22. 

People

Carlsberg believes that being a global and 
diverse company is an important para meter 
in recruiting, retaining and developing the 
best people around the world. By mixing 
gender, cultures, competences and business 
experiences, our employees mirror the mar-
kets in which we operate, thereby allowing 
a much better understanding of consumers, 
customers and other stakeholders.

Our people strategy centres on creating 
and driving a high performance culture, 
continuously developing the functional 
and leadership competences of our peo-
ple, and supporting the transformation 
and the various change initiatives within 
our business.

The focus of our people programmes is 
on standardisation and implementation 
of global tools and processes in the areas 
of performance and talent management, 
employee engagement and mobility. In 
2011, this resulted in a new standardised 
approach to performance management for 
all our senior leaders, linking performance 
management with talent development in 
terms of talent assessment, succession 
planning and implementation of various 
talent pools. In addition, we initiated a new 
global engagement approach, combining 
an annual global employee engagement 
survey with a periodical manager–
employee follow-up programme.

Our key people priorities for 2012 focus 
on driving and optimising a global high-
performance culture, further integration 
of performance and talent management, 
including the development of people 
competences, and ongoing support of 
the transformation of our business.

the macroeconomic environment and 
consumer sentiment have improved.

Structure and society

Our strategy within structure and society 
is about being a strong player in the 
markets where we choose to compete, as 
this is the best prerequisite for the success 
of our brands, systems and strategies. 
In 2011, a number of structural changes 
took place aimed at strengthening our 
position in growth markets in Asia. These 
included increasing our ownership in our 
Indian business, in Hue Brewery in central 
Vietnam and in Lao Brewery in Laos. In 
China, we expanded our business through 
the planned establishment of a joint ven-
ture with our partner in Chongqing.

At Carlsberg, we strongly believe in 
our GloCal approach to doing business. 
Being GloCal is about fi nding the right 
balance between working closely to-
gether at a global level while allowing 
local brands and initiatives to fl ourish. 
We believe this approach sets us apart 
from our competitors and is a critical 
competitive parameter. 

Structure and society are also about 
integrating corporate social responsibility 
(CSR) perspectives into the business be-
haviour of the Group and its employees. 
CSR is about understanding and interact-
ing with our stakeholders and growing 
our company in a responsible way. Read 
more about CSR at Carlsberg on page 24.

Effi ciency

Improving effi ciency by adjusting and 
optimising the cost and asset base in all 
markets is a continuous journey en-
compassing the entire value chain. Our 
approach is to work with change projects 
combining effi ciency gains with growth 
opportunities at local, regional and Group 
level. One example is portfolio optimisa-
tion and simplifi cation aimed at reduc-
ing complexity and improving effi ciency 
across the value chain while at the same 
time increasing customer offerings.

Signifi cant value is created locally in each 
market close to customers and consum-
ers, but signifi cant value is also created by 
using the strengths of being a group, tak-
ing advantage of scale, and harmonising, 
standardising and centralising functions 
and processes across borders. In 2011, 
Carlsberg therefore launched an initiative 
to establish an integrated supply chain 
for Europe which will incorporate Group 

A set of Winning Behaviours 

provides guidance on how to work 

with and implement the Group’s 

strategy and drive a performance 

culture. The Winning Behaviours 

pull our company together across 

national borders and functions as 

well as promoting commitment 

and engagement.

Our Winning Behaviours are:

•  Our consumers and customers 

are at the heart of every 

decision we make

•  We want to win!

•  Together we are stronger

•  We are each empowered to 

make a difference

•   We are engaged with society

Winning Behaviours
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The female consumer, health 
and well-being are on Carls-
berg’s innovation agenda. 
Beo* is an innovative malt-
based beverage which targets 
the adult consumer looking 
for a healthy, non-alcoholic 
soft drink alternative. 

Only natural ingredients are 
used in the production. No 
sugar is added, but a light, 
natural sweetness comes from 
the brewed base and fruit 
juice. Even the bubbles are 
natural as they are a result of 
the brewing process. 

Beo* is sold in a stylish bottle 
to meet the need of the target 
group, and it comes in two 
fl avours: Apple Green Tea and 
Blood Orange/Hibiscus.

RAW is a new concept that 
captures natural simplicity,
aimed at leveraging the 
global trend for naturalness. 

The RAW concept supports 
the perception of beer as a 
natural product as it is brewed 
with selected, natural ingredi-
ents, including special hops. It 
is unfi ltered to keep more of 
the delicate fl avour and the 
natural character. 

The RAW concept is adjusted 
to the character of local 
power brands, providing an 
opportunity for consumers 
to trade up within their 
everyday beer brand. It has 
been rolled out across 
a number of markets.

Carlsberg has developed 
a breakthrough one-way 
draught beer system which 
delivers improved draught 
beer quality while at the 
same time reducing the envi-
ronmental impact of draught 
beer due to, among other 
things, lower CO2 emissions 
and less waste production. 

The one-way draught beer 
system is easy to handle and 
convenient for medium and 
large on-trade customers. As 
the system uses recyclable 
one-way PET kegs instead 
of steel kegs, it provides 
better protection for the beer, 
thereby ensuring a longer 
shelf life.

The system is used for both 
the international and local 
beer portfolio and was suc-
cessfully pilot tested in Italy in 
2011 prior to a wider roll-out.

Copenhagen is a new beer 
by Carlsberg. It is an innova-
tion targeted at the new gen-
eration of beer drinkers, for 
whom it is important that the 
package of design, taste and 
quality fi ts their lifestyle.

Among consumers, women 
and men alike, there is an in-
creasing demand for light-to-
drink and less bitter alcoholic 
beverages. Copenhagen is a 
crisp and easy-to-drink new 
beer developed to accommo-
date this consumer demand. 

Copenhagen is sold in 
a transparent and stylish 
bottle designed to cater to 
the target consumer group 
as research shows that young, 
modern consumers, women 
in particular, are conscious 
of design when choosing 
what to drink. 

Copenhagen Beo* RAW DraughtMaster™

Innovation, research and development at Carlsberg are 
integrated at Group level in order to control the innovation 
process, from raw materials, through consumer insights 
and trends, to idea generation, production processes and 
packaging.

Our innovation efforts are concentrated within our core 
competences, which are cereals/grains, yeast, fermentation 
and brewing technology, and they are fuelled by a deep un-
derstanding of consumer insights, trends and opportunities. 

Our efforts are not only targeted at developing and launching 
new products, but also at enhancing and innovating existing 
products; developing new types of packaging; and improving 
brewing processes and ingredients.

Our activities in 2011 included the launch of two new products, 
an unfi ltered beer concept applicable for local beer brands 
across our portfolio, and continued development of a new 
and improved draught beer system.

IN THE
SPOTLIGHT
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In the past decade, the Carlsberg Group has undergone 
a signifi cant change – from being a smaller, mainly local 
brewer with only a few signifi cant market positions to being 
the world’s fourth largest brewer with strong market posi-
tions across Northern & Western Europe, Eastern Europe 
and Asia. Throughout this development, a large number of 
effi ciency programmes have been implemented, particu-
larly in Northern & Western Europe, signifi cantly improving 
profi tability.

The next phase, which we started a few years ago, is 
about transforming the Group into a winning fast moving 
consumer goods (FMCG) company. The FMCG aspiration 
encompasses front-end as well as back-end integration, 
standardisation and optimisation, adapting best practices 
from the world’s leading FMCG companies. The goal is to 
combine effi ciency gains with growth opportunities.

Carlsberg’s GloCal approach (see page 20) recognises the 
importance of our many strong local brands and initiatives. 
Notwithstanding this, we benchmark ourselves against best-
in-class global FMCG companies within all areas. Commer-
cial excellence at Carlsberg goes across all processes and 
activities and is about optimising and creating a common 
framework, tools and processes across the Group within 
areas such as brand management and execution; conver-
sion of consumer and customer insights into value-driving 
actions; value management; sales & operations planning 
(S&OP); and route-to-market control and outlet execution.

Centralising and standardising

In recent years, Carlsberg has taken a number of steps to 
globalise and centralise back-offi ce functions as well as 
other relevant areas in which it makes sense to create cen-
tres of excellence at global, regional or sub-regional level. 
Examples of this are a shared accounting service centre in 
Poland, a centralised procurement organisation in Switzer-
land, and a virtual, centralised European IT organisation.

Inspired by best practices in other FMCG companies, on-going 
initiatives in the Group include business standardisation; a 
planned integration of the supply organisation; and portfolio 
optimisation and simplifi cation. 

Business standardisation is about standardising work pro-
cesses across a number of areas throughout the value chain. 
The ultimate aim is to provide the right tools and processes to 
help Carlsberg professionals perform their jobs faster, smarter, 
more effi ciently and with greater transparency, allowing more 
time to focus on local market needs and thereby generating 
revenue and earnings growth. To achieve the full benefi ts of 
business standardisation, the programme is aligned with the 
planned integration of the supply organisation.

The aim of the planned integrated supply chain is to 
bring together procurement, supply chain and logistics in 
order to improve the utilisation of the supply chain network; 
provide better planning at all levels; optimise the logistics 
network; and standardise and streamline processes. The 
idea is to create an effi cient central supply organisation 
capable of delivering supply requirements across Northern 
& Western Europe. An integrated supply organisation will 
ensure cost competitiveness while enabling markets to focus 
on customer and consumer service and improve business 
profi tability.

Portfolio optimisation

The aim of portfolio optimisation and simplifi cation is 
to create a common, aligned packaging strategy to allow 
greater choice of and fl exibility in packaging solutions in each 
market while reducing the overall number of packaging solu-
tions at Group level. This will lead to effi ciency gains within 
procurement and supply chain, such as increased cross-border 
sourcing and improved capacity utilisation, while at the same 
time acting as a driver for growth. 

The current agenda at Carlsberg is 
the FMCG journey, which encompasses 
front-end as well as back-end integration.

IN THE
SPOTLIGHT
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A few years ago, Carlsberg embarked 
on a journey to transform the Group into 
a winning fast moving consumer goods 
(FMCG) company. The transformation 
will impact front end as well as back end 
and is about integration, optimisation, 
standardisation and combining effi ciency 
gains with growth opportunities.
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CSR performance and targets

CSR area 2009 2010 2011 Target 2013

Energy 32.2 kWh/hl 32.3 kWh/hl 29.2 kWh/hl 29.0 kWh/hl

CO2 8.9 kg CO2 /hl 8.7 kg CO2 /hl 7.9 kg CO2 /hl 7.5 kg CO2 /hl*

Water 3.7 hl/hl 3.5 hl/hl 3.3 hl/hl 3.2 hl/hl

Lost-time accidents in pro-
duction per 1,000 employees 20.1 16.7 13.6 10.8*

The Carlsberg Group is committed to con -
ducting its operations in a socially and 
environmentally responsible way. We ac-
knowledge the importance of integrating 
corporate social responsibility (CSR) into our 
business functions in order to maintain our 
licence to operate, address risks, create new 
commercial and effi ciency opportunities, 
and make a positive impact on the societies 
in which we operate. One example is an 
innovative draught system which produces 
less waste and uses less CO2.

The Group has committed itself to targets 
for each of its CSR areas to be achieved 
by the end of 2013. In 2011, we made good 
progress towards reaching these targets for 
most of our CSR areas. We will be aiming 
to keep up our good performance and 
increase our efforts where needed.

In 2011, we concentrated on the planned 
continued implementation of our CSR 
polices in business functions and local 
companies. In addition, we carried out a de-
tailed risk and opportunity analysis in four 
increasingly important areas for the future 
sustainability of the Group: packaging, wa-
ter, energy and agriculture. The fi ndings will 
be used to further develop a road-map and 
priorities for our CSR efforts going forward. 

We have also worked with KPMG to 
develop new performance measurements 
and indicators within all CSR areas in 
order to better track our progress and 
improve performance.

Reducing environmental impact 

The Group has set ambitious targets for 
reducing our environmental impact and 
improving effi ciency by 2013. In 2011, we 
continued the implementation of a Group-
wide Lean Utilities programme to reduce 
energy and water consumption in our 
breweries. This led to signifi cant improve-
ments in our water and energy effi ciency, 
particularly as a result of the strong per-
formance of our Russian production sites. 
The results show that we are well on track 
to reach our 2013 targets. Based on strong 
improvements during the year, we have 
revised our CO2 targets for 2013.

Addressing water risks

In order to better understand the Group’s 
exposure to water risks, such as scarcity, 
poor quality and increasing costs, a full 
risk assessment was carried out at all 
breweries in 2011. The assessment data 
will be used to develop local action plans 
to address the water risks relating to 
our breweries with a particular focus on 
our Asia region. Our water initiatives are 
discussed in more detail on page 28.

A sustainable packaging strategy

Carlsberg is committed to innovative 
management of packaging and packag-
ing waste. To prepare for new regulations 
and changing customer and consumer 
demands, the Group is developing a new 
strategic approach to packaging sustain-
ability. 

In 2011, we were recognised for our environ-
mental achievements by the Newsweek 
Green Ranking. The Carlsberg Group was 
included in the top 5 of the “food, beverage 
and tobacco” category and scored highest 
among global beer companies when com-
paring actual environmental footprints and 
environmental management.

CSR reporting and management

In 2011, we continued to improve systems 
and procedures used to measure perform-
ance data for our CSR areas: environ ment, 
health & safety, community engagement, 
labour & human rights, business ethics and 
marketing communication. The collected 
data enable us to measure performance 
against the 2013 targets, identify areas for 
improvement and show local companies’ 
year-on-year progress.

Similar to previous years, a selected set of 
indicators used to track environmental per-
formance has been independently assured 
by KPMG Sustainability. In 2011, the scope 
of the assurance was expanded to include 
selected safety indicators. The independent 
report is available online at www.carls-
berggroup.com/csr/ReportingonProgress/
overview/Pages/2011Assurance.aspx. 

* Revised to more ambitious targets.

The Group’s web-based CSR report is available at www.carlsberggroup.com/csr. It includes the full scope 
of our 2011 performance data for all CSR areas as well as the 2013 targets. We will review our targets and 
ambitions periodically to ensure that we focus on the right issues and level of ambition for our business 
and our stakeholders alike.
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A fi rst step was taken in 2011 with the 
development of a life cycle analysis (LCA) 
tool which measures the environmental 
impact of various packaging materials and 
formats throughout the product life cycle. 
The tool simulates and benchmarks differ-
ent packaging options and the differences 
in their environmental impact, enabling us 
to immediately evaluate this in line with 
other business parameters.

As part of the approach to packaging 
sustainability, Carlsberg has initiated a 
pilot project in the UK on upstream and 
downstream engagement in the product 
value chain. With this initiative we are 
seeking to establish a lasting dialogue 
and partnership with key suppliers on the 
environmental impacts and sustainability 
of supplied packaging products.

Promoting responsible drinking

While the vast majority of consumers 
enjoy beer in moderation as part of a 
healthy lifestyle, we recognise that a min-
ority of consumers may have a harmful 
drinking pattern leading to unwanted 
health and social effects. As a responsible 
brewer, we are committed to fi ghting the 
harmful consumption of beer and promot-
ing responsible drinking to our consumers. 

An important aspect of protecting com-
mercial freedom involves marketing beer 
in a way that refl ects society’s concerns 
about alcohol abuse. Our local businesses 
are actively involved in initiatives related to 
issues such as under-age drinking, drinking 
and driving, and general education about 
responsible beer consumption. Engaging 
with local external stakeholders is funda-
mental in optimising the reach and impact 
of responsible drinking initiatives. 

In 2011, we executed responsible drinking 
initiatives targeted at consumers in many 
of our markets. Examples include partner-

ing with the Transport Administration and 
customers to prevent drinking and driving 
in Sweden, engagement of consumers 
as “responsible drinking ambassadors” in 
Malaysia, and running an educational TV 
campaign in Ukraine through the Ukrainian 
Brewers’ Association with the objective of 
combating under-age drinking and promot-
ing responsible selling of alcohol. In Russia, 
we expanded our portfolio of initiatives and 
started up a programme with the aim of 
training bartenders in promoting respon-
sible drinking behaviour to consumers and 
serving as advocates of a drinking culture 
where beer is appreciated in moderation.

In addition to engaging with local stake-
holders, Carlsberg also collaborates with 
various international organisations and 
with our peers from the brewing industry. 
Initiatives include the development of vol-
untary industry self-regulation schemes to 
avoid irresponsible marketing of alcoholic 
beverages and consultation with WHO on 
how Carlsberg’s and our peers’ initiatives 
within marketing, communication and 
stakeholder engagement can support 
WHO member states in achieving their 
objectives of reducing the harmful con-
sumption of alcoholic beverages.

Looking ahead

Despite challenging economic market 
conditions, Carlsberg remains committed 
to our ambition to grow responsibly. Our 
prioritised CSR initiatives are supported by 
strong business cases, either in terms of a 
positive return on investment or in secur-
ing our licence to operate. In 2012, we will 
focus our efforts on addressing specifi c sus-
tainability risks and opportunities related 
to our production and value chain. Key 
priorities will include promoting responsible 
drinking, the completion of our sustainable 
packaging strategy and further implemen-
tation and training of the LCA tool.

Since 2008, Carlsberg has been 

a signatory to the United Nations 

Global Compact, a strategic pol -

icy initiative for businesses that 

are committed to aligning their 

operations and strategies with 10 

universally accepted principles in 

the areas of human rights, labour, 

environment and anti-corruption. 

Our progress in implementing the 

UNGC principles in our business 

operations is presented in our on-

line Communication on Progress 

at www.carlsberggroup.com/csr/

ReportingonProgress/overview/

Pages/2011COP.aspx.

To underline our commitment 

to contributing to addressing 

global water challenges, the 

Group endorses the CEO Water 

Mandate, an initiative of the UN 

Global Compact which seeks to 

advance more sustainable corp-

orate water management. In 2011, 

the Carlsberg Group hosted the 

annual meeting of the CEO Water 

Mandate in Copenhagen.

United Nations 
Global Compact (UNGC)
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Corporate social responsibility 
in the value chain

Our strong expertise in research 
provides signifi cant opportunities
to continuously improve the 
Group’s environmental impact 
through the development of new 
solutions and the use of alternative 
raw materials and new processes 
and products.

Examples of 2011 activities

•  Carlsberg’s brewmasters all 
over the world have used the 
new null-LOX malt to produce 
Carlsberg beer. Null-LOX malt 
keeps the beer fresher for longer 
and requires less energy for 
cooling the products during 
storage 

•  Ongoing scientifi c collaborations 
with 37 universities globally

•  Commissioning of a new pilot 
plant at the research facility in 
Copenhagen to capture biogas 
from brewery by-products

Going forward

We will continue the successful 
roll-out of null-LOX malt to pro-
duce the Carlsberg brand. Research 
on new raw materials resistant to 
varying weather conditions will 
continue. Trials in the new pilot 
plant will be conducted with the 
purpose of generating energy 
from by-products.

Through our CSR activities within 
Procurement, we work with our 
suppliers with the aim to ensure that 
our CSR standards are adhered to 
and to reduce the social and envi-
ronmental impact of the products 
and services purchased. The purpose 
of our Responsible Sourcing Pro-
gramme is to increase knowledge 
of CSR issues in the supply chain 
and to monitor compliance with 
the Carlsberg Group Supplier and 
Licencee Code of Conduct.

Examples of 2011 activities

•  Increasing the number of bottles 
on a pallet by 10-15%, thus 
improving pallet utilisation and 
reducing the environmental impact 
of transportation 

•  Carlsberg Group joined AIM-
Progress, an industry-wide forum, 
to enable and promote responsible 
sourcing practices 

Going forward

We will work towards reducing the 
weight or thickness of packaging 
materials and collaborate with 
our suppliers to reduce our carbon 
footprint. One initiative is to work 
with a strategic supplier on reducing 
the thickness of steel in crown corks. 
We also intend to develop a Group 
car policy with the aim of reduc-
ing emissions from our company 
car fl eet. We will look into further 
monitoring of our suppliers’ CSR 
performance through assessments 
and audits.

We are running optimisation pro-
grammes at our breweries to save 
energy and water resources and 
reduce costs. Our effi ciency within 
energy and water consumption 
in production is the highest of 
all global brewers. Strict require-
ments are enforced to create a 
safe working environment.

Examples of 2011 activities

•  The lost-time accident rate in 
production decreased by 19%; 
the number of days lost in 
production was down by 1,049 
days

•  Our Lean Utilities programme, 
aimed at achieving energy and 
water effi ciencies, was intro-
duced in 25 new breweries

•  A global assessment of water 
risk exposure was carried out 
at all sites

Going forward

We will continue to implement 
our global Lean Utilities pro-
gramme with particular focus on 
Asia. We will continue our efforts 
to reach our targets for water 
and energy effi ciency. We have 
set more ambitious targets for 
reducing CO2 emissions and safety 
incidents in production. We will 
follow up on the results of our 
water risk assessment by develop-
ing local community initiatives. 
Opportunities for increasing the 
share of renewable energy will be 
further explored.

R&D Procurement Brewing and bottling 
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We are achieving resource and cost 
savings by optimising logistics, 
including more effi cient distribu-
tion, the introduction of alternative 
means of transport and improved 
warehouses. We are also working 
with our suppliers to improve the 
materials and equipment used in 
our logistics operations.

Examples of 2011 activities

•  Roll-out of a tool for road 
planning in the Nordic markets 

•  Introduction of a CO2-neutral 
delivery scheme for on-trade 
customers in Switzerland

•  Installation of a new dehumidify-
ing system in Carlsberg Danmark’s 
warehouse, resulting in signifi cant 
reductions in both CO2 emissions 
and costs

Going forward

We will continue to pursue op-
portunities for further optimising 
our logistics network. As part 
of the planned integrated sup-
ply organisation for Northern & 
Western Europe, we will develop 
new processes and initiatives to 
optimise logistics operations. 
We will evaluate opportunities 
for implementing sustainability 
criteria in our purchasing process 
for distribution materials related to 
warehouses. Opportunities to roll 
out the route planning tool in more 
markets will be explored.

We are striving to market our 
brands in a way that refl ects our 
philosophy of moderation and 
enjoyment. Our global Marketing 
Communication Policy applies 
across all markets and sets the 
standard for how all marketing 
materials are developed. 

We are focusing strongly on the 
training of marketing managers 
as well as on-trade and off-trade 
sales employees to make sure 
everyone applies the Marketing 
Communication Policy in their 
day-to-day work.

Examples of 2011 activities

•  Introduction of a bartender 
training programme 

•  Training of 70% of marketing 
managers in the Marketing 
Communication Policy 

•  Development and introduction 
of new CSR guidelines for social 
media

Going forward

We will focus on developing 
additional tools to help integrate 
the principles of the Marketing 
Communication Policy into daily 
operations, such as guidelines 
for our on-trade staff. Training of 
marketing staff will continue with 
particular focus on Eastern Europe 
and Asia. 

We are developing local initia-
tives and partnering with relevant 
stakeholders to promote responsible 
drinking to our consumers and 
address issues related to alcohol 
misuse.

We are working with our customers 
to improve the impact of our CSR 
efforts and reduce our environmen-
tal footprint.

Carlsberg Group companies sup-
port the local societies in which we 
operate through a wide variety of 
community activities. 

Examples of 2011 activities

•  Launch of several activities 
across our markets to promote 
responsible drinking 

•  Collaborative projects with 
retailers aimed at reducing 
packaging waste

Going forward

We will increase the reach and 
impact of our responsible drinking 
activities targeted at consumers, 
in particular at major consumer 
events such as UEFA EURO 2012™ 
and music festivals. We are looking 
at various ways to increase our 
cooperation with suppliers and 
customers in important CSR areas 
such as packaging.

Logistics Sales and marketing Consumers and customers
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Research shows that water resources are under pressure 
in some parts of the world, representing a potential risk 
for the Group’s business operations as well as for local 
communities. We are committed to continuously improving 
the water effi ciency of our production, and since 2009 
we have improved effi ciency by 10.2%, which corresponds 
to savings of 47 million hl of water. 

In 2009, the Carlsberg Group became a member of the CEO 
Water Mandate, a public–private initiative to help companies 
with the development and implementation of sustainable 
water practices. Taking part in the CEO Water Mandate helps 
Carlsberg to identify new ways to use water resources more 
effi ciently and underlines the Group’s commitment to 
addressing water risks.

In 2011, Carlsberg initiated a Group-wide initiative to evalu-
ate water risks at our brewery sites. In order to improve our 
understanding of our exposure to water risk, a thorough 
water risk assessment was carried out at all production 
sites. The results showed that at a global level Carlsberg 
is in a good position to manage water risks in the short 
to medium term, but the assessment also showed that 
some of our sites are exposed to current and future water 
risks, and for those sites we are developing local actions to 
mitigate water risk.  

Water targets

Carlsberg is the industry leader when it comes to operational 
water performance and our targets are the most ambitious 
of all global brewers. Our 2013 targets for water consumption 
and effi ciency are:

•  Reduce water consumption by 9% to 3.2 hl/hl 
•  Implement a long-term strategic approach to water 

risk management
•  Explore new technologies for reuse of water inside 

and outside our breweries

One example of our commitment to improving our 

water effi ciency is the commissioning of a waste-

water recovery plant at our brewery in Hyderabad, 

India, in June 2011. The recovery plant will reprocess 

effl uent water through a state-of-the-art treatment 

method – reverse osmosis – and reuse it in different 

operations at the brewery. The recycled water 

can be used for numerous purposes, such as fl oor 

cleaning and tower cooling. 

The recovery plant has an operating capacity of 

140 hl/hour. Based on the plant capacity utilisation, 

the estimated annual savings from the reuse of 

water from the plant are 585,000 hl. 

One of Carlsberg’s largest breweries, the Tula 

Brewery in Russia, achieved strong improvements 

in its operational water effi ciency in 2011. Following 

the implementation of an optimisation programme, 

increased awareness about water use among 

employees and the installation of supply control 

valves on the bottle-washing machines to avoid 

leaks, the brewery managed to achieve a 14% 

increase in its operational water effi ciency, corre-

sponding to approximately 272,000 hl of water. 

Water recovery plant in India 

Increasing water effi ciency in Russia

Carlsberg recognises that water is one of 
the world’s most important resources and key 
to the sustainability of our business.

IN THE
SPOTLIGHT
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We are committed to continuously improving the water effi ciency of our production. Carlsberg 
is the industry leader when it comes to operational water performance and our targets are the 
most ambitious of all global brewers. 
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Once a year, the Executive Committee 
(ExCom) reviews the overall risk exposure 
associated with the Group’s activities. 
Strategic risks are assessed according to a 
two-dimensional heat map rating system 
which estimates the impact of the risk 
on net revenue or brand/image and the 
likelihood of the risk materialising. Based 
on this assessment, ExCom updates the 
existing heat map to refl ect changes in 
perceived risks to the business. Following 
this review, a number of high-risk issues 
for the coming year are identifi ed. In ad-
dition, any risks in relation to the Group 
strategy for the subsequent three-year 
period are identifi ed and appropriate 
actions are agreed upon.

In accordance with the Risk Management 
Policy, ExCom identifi es owners of short-
term and long-term risks who are respon-
sible for mitigating the risks through a 
programme of risk-reducing activities. 

Local entities (Group functions and 
business units) are responsible for the 
identifi cation, evaluation, qualifi cation, re-
cording and reporting of the management 
of strategic risk at local level. Local-level 
risk assessment follows the same prin-
ciples as Group-level risk assessment and 
is based upon the heat map described 
above. The local risk review is carried out 
once a year, and following the review 
local risk owners are appointed and given 
the responsi bility for mitigating the risks 
through a programme of risk-reducing 
activities. 

A formal procedure is in place for ongoing 
identifi cation, assessment and reporting 
during the year of any new or emerging 
risks which are determined to have a mate-
rial impact upon the business.

The Group’s risk management involves 
the identifi cation, assessment and eco-
nomic management of risks which might 
prevent the Group from achieving its 
strategic ambition. The risk management 
policy sets out the requirements for the 
risk management process in the Group.

Risk management framework

Carlsberg’s risk management framework 
is a systematic process of risk identifi ca-
tion, analysis and evaluation, providing a 
comprehensive overview of strategic risks 
and enabling the Group to mitigate and 
monitor the most signifi cant risks. The 
risk management framework is based at 
the strategic level to ensure that the risks 
related to carrying out the Group’s strat-
egy – both short-term and long-term – 
are identifi ed and that relevant preventive 
actions are taken.

The risk management framework is a 
top-down approach and covers all major 
entities across regions, markets and func-
tions.

Risk management governance structure

Ultimately, the Supervisory Board is 
responsible for risk management. The Su-
pervisory Board has appointed the Audit 
Committee to act on behalf of the Super-
visory Board. The Audit Committee mon-
itors the overall strategic risk exposure 
and the individual risk factors associated 
with the Group’s activities. Monitoring is 
mainly performed in connection with the 
quarterly reporting process. The Audit 
Committee adopts guidelines for key 
areas of risk, monitors developments and 
observes that plans are in place for the 
management of individual risk factors, 
including commercial and fi nancial risks.

At Carlsberg we 
consider effective 
risk management an 
integral part of our 
business operations 
as it reduces uncer-
tainty, helps the 
Group achieve its 
strategic ambition 
and facilitates value 
creation for all 
stakeholders.
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Four high risks were 
identifi ed for 2011. Their 
impact on the Group and 
the proactive steps taken 
were as follows:

Beer excise tax

Beer is a highly taxable consumer 

product, and a high risk identifi ed for 

2011 was beer excise tax increases.

No signifi cant changes in excise tax 

regimes were made in the Group’s 

markets in 2011. However, beer duties 

remain an issue across our markets 

and we will continue to monitor and 

be proactive within this area in all 

markets to ensure that the impact of 

excise tax increases on the business is 

mitigated.

Legal restrictions

Increasingly, the brewing sector is 

facing pressure from authorities and 

other stakeholders to reduce alcohol 

consumption, and changes in public 

regulation such as restrictions on the 

selling, availability and advertising of 

beer were deemed a high risk in 2011. 

In 2011, restrictions on the selling and 

advertising of beer were passed by 

the Russian Duma. The restrictions 

will gradually come into effect up to 

1 January 2013.

Carlsberg actively works to establish 

marketing self-regulation systems and 

CSR initiatives, including campaigns 

against under-age drinking, promo-

tions of responsible drinking messages 

on packaging, and campaigns against 

drinking and driving. In addition, 

Carlsberg is active in local brewers’ as-

sociations and The Brewers of Europe 

as well as supporting the Worldwide 

Brewing Alliance in providing tools to 

brew and market beer freely, cost-

effectively and responsibly.

Legal restrictions continue to repre-

sent a strategic risk, and risk-reducing 

activities, including increased commu-

nication with stakeholders, lobbying, 

improved self-regulation and CSR 

activities, will continue in the coming 

years. 

Price increases

Ability to raise prices was identifi ed as 

a high risk for 2011 as a large number 

of the Group’s input costs were increas-

ing and the Group had to increase its 

sales prices to offset the higher input 

costs.

Risk-reducing activities included value 

management tools as a means to 

increase net sales/hl. The ability to 

raise prices remains a high risk for 

2012 and risk-reducing measures are 

elaborated on page 32.

Commodity price volatility

The risk of volatile commodity 

prices leading to failure to purchase 

adequate commodities, including raw 

materials and packaging materials, at 

competitive prices was deemed high 

in 2011. 

In response to the volatility, the 

Group has implemented risk-reducing 

actions and policies, including within 

procurement and hedging. At all 

times, hedging of both volume and 

price is used actively when deemed 

appropriate, and this includes the 

management of long-term Group 

agreements with key suppliers and 

fi xed-price policies. In markets where 

hedging is not easily obtained, Carls-

berg seeks to develop cooperation 

with local farmers to ensure volume 

and quality of barley supply and 

reduce exposure to spot-market 

price volatility.

Group Internal Audit is responsible for 
facilitating and following up on risk-
reducing activities/action plans for the 
most signifi cant risks in the Carlsberg 
Group.

The fi nancial risks, including foreign 
exchange, interest rate, credit and liquidity 
risks, are described in the notes to the 
consolidated fi nancial statements.

Risk assessment 2012

In October 2011, ExCom carried out the 
annual risk management workshop to 
evaluate the adequacy of the existing 
heat map. The review resulted in a revi-
sion of the identifi ed high risks, and a re-
vised set of high risks for 2012-2016 were 
defi ned. Local risk management work-
shops and heat mapping were carried out 
during the third quarter of 2011.

The correlation between the high risks 
identifi ed at Group level and at local level 
was signifi cant, which indicates that the 
strategy and associated risks at local and 
regional level are aligned with the overall 
Group strategy.

Among the high risks identifi ed, the eco-
nomic downturn, Russian consumer senti-
ment and Russian dependency, and our 
ability to increase prices were classifi ed 
as high risks for 2012. These three risks 
are presented on the following page. The 
other high risks identifi ed include increas-
ing excise taxes, tightened regulation and 
lack of top-line growth. The Group closely 
monitors and undertakes risk-reducing 
activities in order to minimise the likeli-
hood and potential impact of strategic 
high risks. 

Higghh rriisskksss 222222000000111111111
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Economic downturn

Description

The global economic environment is highly vulnerable and an 

economic downturn impacting consumer sentiments in the 

Group’s beer markets is viewed as a high risk for 2012.

Possible impact

Negative consumer sentiment impacts consumer spending, 

including spending on beer. Decreasing demand leading to 

lower volumes may negatively impact the Group’s net revenue 

and, subsequently, the operating profi t.

Russian consumer sentiment and 
Russian dependency

Description

Russia is the Group’s largest market, accounting for approxi-

mately 30% of beer volumes and 40% of operating profi t. All 

other markets account for less than 10% of Group operating 

profi t. Group earnings are therefore more exposed to the per-

formance of the Russian business than any other market.

Possible impact

If the Russian beer market and our Russian business develop 

differently than expected in our plans and budgets, this may 

have an impact on the Group’s results.

Ability to increase prices 

Description

A large number of the Group’s input costs are increasing, and 

the Group will increase its sales prices to offset the higher 

input costs.

Possible impact

Offsetting higher input costs through higher sales prices is 

important in order for the Group to continuously deliver on its 

mid-term fi nancial margin targets.

Mitigation

A number of risk-reducing activities will be implemented 

to mitigate the impact of an economic downturn. Activities 

include: closely monitoring macroeconomic indicators in our 

most important markets; scenario planning; increased focus 

on and prioritisation of plans and activities; acceleration of 

working capital initiatives; early and timely cost reduction 

measures; and development of contingency plans to be able 

to reduce costs further and thereby protect profi tability, 

if necessary.

Mitigation

In late 2011, a number of senior management changes were 

implemented in Russia, including the appointment of a new 

CEO. Our commercial models for the Russian market have 

been adjusted to refl ect developments in recent years within 

consumer and competitor dynamics. Our 2012 planning and 

budgets for the Russian business are based on detailed analy-

ses and modelling of anticipated developments in consumer 

sentiment, infl ation and other macroeconomic indicators, and 

pricing, changes in regulation and other relevant measures to 

reduce the degree of uncertainty and enable a fast response 

if assumptions do not materialise.

Mitigation

Identifying top-line growth levers, Carlsberg has developed 

sophisticated value management tools for addressing these 

levers in order to be able to increase net revenue/hl in addi-

tion to what can be achieved as pure price list increases. 

The value management levers embrace price, customer 

investment, promotions, value engineering and product mix, 

and the execution of value management is important in 

Carlsberg’s efforts to drive net revenue/hl.

The Carlsberg Group’s Executive Committee has identifi ed three 
high risks facing the Group in 2012. The fi nancial risks are described 
in the notes to the consolidated fi nancial statements.
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Carlsberg’s cider brand Somersby and line extensions of the 
brand were launched in several markets in 2011. Among other 

places, the brand was launched in Portugal and South East 
Europe, where it was received positively by consumers.
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Carlsberg’s Supervisory Board and Execu-
tive Board constantly strive to ensure 
that the Group’s management structure 
and control systems are appropriate and 
work satisfactorily. A number of internal 
procedures have been developed and 
are regularly updated in order to ensure 
active, reliable and profi table business 
management.

The basis of the Group’s corporate gov-
ernance includes the Danish Companies 
Act, the Danish Financial Statements Act, 
IFRS, the Danish Securities Trading Act, 
NASDAQ OMX Copenhagen A/S’s rules 
for issuers of shares, and the Company’s 
Articles of Association. 

Recommendations on 
corporate governance  

The recommendations of the Danish 
Committee on Corporate Governance 
form part of NASDAQ OMX Copenhagen 
A/S’s rules for issuers of shares. These 
recommendations can be found online1. 
As in other European countries, compa-
nies must either comply with the recom-
mendations or explain any deviation. 

The Supervisory Board acts on the corpor-
ate governance recommendations in rel-
evant areas in an attempt to optimise the 
way it works. During 2010 and 2011, the 
Supervisory Board implemented a number 
of changes to the way the Board works 
and increased transparency with regard to 
certain key matters in the company such 
as individual remuneration of the members 
of the Supervisory Board and the Execu-
tive Board.
 

Carlsberg is generally compliant with 
all the recommendations with one 
exception, namely that a majority of the 
Supervisory Board members elected by 
the General Meeting are not independent 
as defi ned in the recommendations: 

Recommendation 5.4.1.

In order for the members of the Super-
visory Board to act independently of spe-
cial interests, the Committee recommends 
that at least half of the members elected 
by the general meeting be independent 
persons. The recommendations set out a 
number of situations that would preclude 
independence. It means that e.g. any 
person who represents the interests of a 
controlling shareholder and/or any person 
who has been a member of the Super-
visory Board for more than 12 years is not 
regarded as independent.

Explanation

Five of the eight members of Carlsberg 
A/S’s Supervisory Board elected by the 
General Meeting have close links with 
the Company’s principal shareholder, the 
Carlsberg Foundation, as they make up 
the Foundation’s Board and represent 
the interests of the Foundation, while 
the three other members elected by 
the General Meeting have a business 
background. These fi ve members are thus 
not independent as defi ned in the recom-
mendations. In addition, two of them 
have served on the Board for more than 
12 years. The independent members of the 
Supervisory Board are of the opinion that 
this combination ensures that the Super-
visory Board has the necessary decision-
making power for the Company to work 
in the highly competitive environment of 
FMCG companies, ensures appropriate 
breadth in the members’ approach to their 

duties and helps to ensure that decisions 
are well-considered.

Carlsberg’s statutory report on corporate 
governance includes a full list of the 
recommendations of the Committee on 
Corporate Governance together with 
Carlsberg’s comments with regard to 
each recommendation; see 
www.carlsberggroup.com/company/
governance/pages/UKrecommendations.
aspx.
 

Shareholders and capital structure

Carlsberg aims to provide information and 
opportunities for dialogue to its sharehold-
ers through regular publication of news, 
interim reports and annual reports, and at 
General Meetings. The Company’s website 
is continuously updated with published 
information. Regular teleconferences, con-
ferences and meetings are also arranged 
with investors.

The Supervisory Board regularly asses ses 
whether the Company’s capital structure 
fulfi ls the interests of the Group and 
its shareholders. The overall goal is to 
ensure a capital structure which supports 
long-term profi table growth and value 
creation. The Company’s Articles of As-
sociation contain no limits on ownership 
or voting rights.

Carlsberg’s share capital is divided into 
two classes. All shares have the same 
nominal value (DKK 20). An A share 
carries 20 votes, while a B share carries 
two votes and is entitled to a preferential 
dividend. Both classes of shares are listed 
on NASDAQ OMX Copenhagen. The Su-
pervisory Board believes that the division 
into A shares and B shares, combined 
with the Carlsberg Foundation’s position 
as principal shareholder, has been and 

1)  corporategovernance.dk/graphics/Corporategovernance/
20110816_Recommendations_on_Corporate_Governance.pdf
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will remain advantageous for all of the 
Company’s shareholders as this structure 
supports the long-term development of 
the business.

The General Meeting

The General Meeting is the Company’s 
supreme governing body. The Supervisory 
Board believes that it is import ant that 
shareholders receive detailed informa-
tion and are provided with an adequate 
basis for the decisions to be made at the 
General Meeting.

Notice of a General Meeting is published 
at least three weeks prior to the meet-
ing and is sent to all shareholders who 
have provided an e-mail address or have 
requested to be notifi ed of General Meet-
ings by ordinary mail. All shareholders who 
own shares one week before the General 
Meeting are entitled to participate in and 
vote at the General Meeting provided they 
have requested an admission card no later 
than three days before the meeting. Any 
shareholder is also entitled to put forward 
proposals for consideration at the Annual 
General Meeting to the Supervisory Board 
no later than six weeks before the date of 
the meeting. Any shareholder who has the 
right to attend the General Meeting may 
give proxy to the Supervisory Board or 
to somebody else attending the General 
Meeting for each individual item on the 
agenda or vote by letter as set out in the 
notice of the General Meeting.

Minutes of the General Meeting are made 
available on the Company’s website no 
later than two weeks after the meeting.

According to the authorisation of the 
General Meeting, the Supervisory Board 
may in the period until 24 March 2015 
allow the Company to acquire treasury 
shares up to a total holding of 10% of the 
nominal share capital at the price quoted 
on NASDAQ OMX Copenhagen at the 
time of acquisition with a deviation of up 
to 10%. 

Provisions governing alterations of 
the Articles of Association

In order to pass a resolution to alter the 
Articles of Association or to dissolve 
the Company which is not proposed or 
endorsed by the Supervisory Board, at 
least one third of the possible number of 
votes representing the total share capital 
shall be represented at the General Meet-
ing and the resolution shall be passed by 
three quarters of both the total number 

of votes cast and of the voting share cap-
ital represented at the General Meeting. 
If the resolution is proposed or endorsed 
by the Supervisory Board, a qualifi ed 
majority of two thirds of both the total 
number of votes cast and of the voting 
share capital represented at the General 
Meeting is required.

If the prescribed portion of the voting 
share capital is not suffi ciently repre-
sented at the General Meeting but a 
resolution is nonetheless passed, such 
resolution may be fi nally passed at an 
extraordinary General Meeting convened 
by the Supervisory Board within 14 days 
of the fi rst General Meeting, irrespective 
of the number of votes represented at the 
extraordinary General Meeting. In order 
for a resolution not endorsed by the Su-
pervisory Board to be passed successfully 
at this second General Meeting, three 
quarters of both the total number of 
votes cast and of the voting share capital 
represented at the General Meeting must 
vote in favour of the resolution.
 

Stakeholders and the Company

Carlsberg aims to develop and maintain 
a good relationship with its stakeholders 
as this is important for the Company’s 
development.

Therefore, the Company has formulated 
policies for a number of key areas, such 
as communications, human resources, 
environment, business ethics, marketing 
communication and responsibility to 
customers and society in general. One 
element of the Supervisory Board’s 
work is to ensure compliance with and 
regular adjustment of policies to refl ect 
develop ments both inside and outside the 
Company. The Communications Policy 
and related procedures serve to ensure 
that information of importance to invest-
ors, employees, authorities and others is 
made available to them and published 
in accordance with applicable rules and 
regulations.

Communication with investors and ana-
lysts is primarily handled by the Com-
pany’s Executive Board and the Investor 
Relations department. This dialogue 
includes a comprehensive programme 
of activities and complies with the rules 
of NASDAQ OMX Copenhagen A/S. All 
company announcements are published 
simultaneously in English and Danish, 
and are distributed directly to sharehold-
ers and others who have requested them 
immediately following publication.

Investor presentations are usually made 
available on the Company’s website at the 
same time as the presentations are given.

The composition of the Supervisory Board

The General Meeting elects the Supervis-
ory Board. The Supervisory Board currently 
has eight members elected by the General 
Meeting and four members elected by the 
employees in accordance with the Danish 
Companies Act. The Supervisory Board thus 
has a total of 12 members. 

The members elected by the employees 
hold the same rights and obligations 
as the members elected by the General 
Meeting and are elected for a term of four 
years. The most recent employee elections 
took place in 2010.

Five of the members elected by the 
General Meeting are affi liated to the 
Carlsberg Foundation, the Company’s 
principal shareholder, and have an academic 
background, while three members have 
a business background. This composition 
ensures appropriate diversity and breadth in 
the members’ approach to their duties. The 
Supervisory Board believes that this also 
helps to ensure that decisions are well-
considered.

According to the Articles of Association, 
the members of the Supervisory Board 
are elected individually and for a term of 
one year. Re-election is possible. Members 
must step down at the fi rst General Meet-
ing after they reach the age of 70.

Each year, the Supervisory Board consid-
ers the skills that should be represented 
on the Supervisory Board on the basis of 
a recommendation from the Nomination 
Committee. These skills are described in 
the Specifi cation of Competencies, which is 
posted on www.carlsberggroup.com. The 
Nomination Committee and the Super-
visory Board take the description of the 
required skills into consideration when 
recommending new candidates for the 
Board. A description of the composition of 
the Supervisory Board and the individual 
members’ particular competences with 
respect to the work of the Supervisory 
Board is found on page 154 as well as on 
the Company’s website. None of the mem-
bers of the Supervisory Board are or have 
been involved in the executive manage-
ment of the Group.

Prior to recommending candidates for 
election at the General Meeting, the 
Supervisory Board (based on a proposal 
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The Carlsberg Research Center carries out research and development with new and 
improved raw materials, including barley. In our research, we also work with external 

partners, including Southern Seed Technology in New Zealand, which organised 
the Carlsberg null-LOX fi eld trials and fi eld logo in 2011.
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from the Nomination Committee) distrib-
utes a presentation of each candidate’s 
background, relevant competences and 
any managerial positions or positions of 
responsibility, and the Supervisory Board 
justifi es its recommendations on the basis 
of the recruitment criteria and specifi ca-
tion of competences it has laid down. 

Diversity

In November 2011, the Supervisory Board 
decided to lay down the Company’s 
objectives for the diversity of the Super-
visory Board members elected by the 
General Meeting in relation to gender and 
international experience. The Supervisory 
Board believes that members should be 
chosen for their overall competences. The 
Supervisory Board also recognises the 
benefi ts of a diverse board in respect of 
experience, style, culture, international 
experience and gender. 

On that basis, the Supervisory Board 
has laid down the following objectives 
in relation to gender and international 
experience:

•  No later than during 2015 at least 40% 
of the Supervisory Board members 
elected by the General Meeting should 
be women

•  50% or more of the Supervisory Board 
members elected by the General Meet-
ing should have substantial international 
experience from management in and of 
large corporations or institutions

•  The company in addition has a general 
aim of increasing the number of women 
in senior management positions in the 
company and will prepare and implement 
specifi c action plans to do so

The objectives regarding the interna-
tional experience of Supervisory Board 
members are met as at least four of the 
eight members of the Supervisory Board 
elected by the General Meeting can be 
considered to have substantial interna-
tional experience from management in 
and of large corporations or institutions.

Currently, none of the Supervisory Board 
members elected by the General Meet-
ing are women, whereas one member 
of the Executive Committee is a woman. 
Carlsberg has initiated actions to try to 
identify ways to attract competent women 
to relevant management positions in the 
Company. Furthermore, it is a focus area 
in connection with succession planning in 
the Company. Carlsberg has also given a 
general instruction to the search fi rms it 

uses requiring them to ensure presentation 
of qualifi ed female candidates for senior 
management positions in Carlsberg. The 
Supervisory Board and the Nomination 
Committee have done the same when 
looking for potential new Supervisory 
Board candidates.

The work of the Supervisory Board

The Supervisory Boards of the Parent 
Company, Carlsberg A/S, and of the other 
companies in the Group ensure that their 
Executive Boards observe the goals, strate-
gies and business procedures established 
by the Supervisory Boards. Information 
from the Executive Boards of the various 
companies is provided systematically at 
meetings as well as in written and oral 
reports covering areas such as market 
developments and the companies’ perform-
ance, profi tability and fi nancial position.

The Supervisory Board of Carlsberg A/S 
held six meetings in 2011 and a three-day 
strategy seminar combined with visits to the 
Chinese operations. All Supervisory Board 
members but one attended all meetings as 
well as the strategy session. According to its 
Rules of Procedure, the Supervisory Board 
meets at least six times a year in addition 
to an annual strategy meeting at which the 
Company’s strategy and overall organisa-
tion are discussed. In between its ordinary 
meetings, the Supervisory Board receives 
written information on the Company’s 
operations and fi nancial position. Extraor-
dinary meetings are convened if necessary. 
The Supervisory Board decides on major 
investments and divestments, the size and 
composition of the Company’s capital base, 
long-term obligations, signifi cant policies, 
control and audit issues, risk management 
and signifi cant operational matters. 

The Supervisory Board’s Rules of Proce-
dure set out the procedures for the Execu-
tive Board’s reporting to the Supervisory 
Board and for any other communication 
between the two bodies. The Rules of 
Procedure are reviewed annually by the 
Supervisory Board and adjusted if required. 

The Chairman and Deputy Chairman 
of the Supervisory Board constitute the 
Chairmanship, which organises meetings of 
the Supervisory Board in cooperation with 
the Executive Board. The Chairmanship 
held six meetings in 2011 and they were all 
attended by both the Chairman and the 
Deputy Chairman. The specifi c duties of 
the Chairman and – in his absence – the 
Deputy Chairman are set out in the Rules 
of Procedure.

Each year the Chairman of the Supervisory 
Board heads a structured evaluation of the 
Board’s work, accomplishments and com-
position in a structured dialogue with each 
Board member. The evaluation is carried 
out in accordance with a written procedure 
established by the Supervisory Board on 
the basis of a recommendation from the 
Nomination Committee. This evaluation 
also includes the cooperation between 
the Supervisory Board and the Executive 
Board, and the work, accomplishments and 
composition of the Executive Board. Finally, 
the process includes a meeting without the 
presence of the Chairman (or the Executive 
Board) at which the performance of the 
Chairman is discussed. During the evalua-
tion process in 2011, the Supervisory Board 
members generally expressed that they 
were very content with the structure and 
function of the Supervisory Board and, in 
particular, with the detailed meeting plan-
ning, the amount and quality of meeting 
material and the presentation of issues 
by the Executive Board and the subse-
quent open discussions at the Supervisory 
Board meetings. The evaluation process 
led to a short catalogue of ideas for minor 
changes to the way the Supervisory Board 
works. These ideas will be considered and 
implemented by the Supervisory Board as 
relevant.

The Supervisory Board considers regularly 
– and at least once a year – whether its 
members’ expertise should be updated or 
strengthened with respect to their duties. 
In 2011, this was based on input from the 
Nomination Committee. Carlsberg provides 
an introduction programme to all new 
Supervisory Board members and holds 
relevant courses for all Supervisory Board 
members.

Board committees

The Audit Committee

In 2011, Carlsberg’s Audit Committee con-
sisted of three members of the Supervisory 
Board (Jess Søderberg, Chairman, Povl 
Krogsgaard-Larsen and Richard Burrows). 
Jess Søderberg and Richard Burrows both 
qualify as being independent of the Com-
pany and both possess the relevant fi nancial 
expertise. The Audit Committee is appointed 
for one year at a time.

The Audit Committee works according to 
Terms of Reference, which are reviewed and 
approved annually by the Supervisory Board, 
and a detailed annual meeting plan approved 
by the Supervisory Board prior to the begin-
ning of each fi nancial year. The Supervisory 

Carlsberg Annual Report 2011 37



Board approved the current Terms of Refer-
ence and the Audit Committee meeting plan 
for 2011 at its meeting in December 2010. 
The Terms of Reference are available on the 
Company’s website.

In 2011, the Audit Committee held fi ve 
meetings. All members participated in all 
meetings. In accordance with its Terms of 
Reference and annual meeting plan, the 
Audit Committee primarily carried out the 
following work:

a) Monitored the fi nancial reporting 
process. The presentations to the Audit 
Committee and the Audit Committee’s 
discussions had special focus on man-
agement judgements, estimates, and 
accounting policies and procedures, and 
on the clarity of disclosures. In addition, 
it focused on compliance with accounting 
standards and stock exchange and other 
legal requirements. The Audit Committee 
also discussed the assumptions behind the 
Company’s full-year profi t expectations 
before releases of fi nancial statements 
and the changes to the full-year profi t 
expectations announced by the Company 
in August 2011. 

b) Monitored the effectiveness of the 
internal control and risk management 
systems. This work included a review 

of quarterly reports prepared by Group 
Internal Audit and a presentation by Group 
Internal Audit on the status and learnings 
from Carlsberg’s whistleblower system 
during the period in which it has been in 
place. The Audit Committee reviewed the 
Company’s relevant Group-wide policies 
in relation to internal control and risk 
management systems and the fi nancial 
reporting process and received reports 
and presentations from Group Finance 
about the effectiveness of these systems 
as well as the scope, plans and status for 
controls throughout the year. The Audit 
Committee received quarterly reports from 
Group Internal Audit on risk management, 
including the risk management process in 
Carlsberg and the status on risks identifi ed 
in the strategic risk map for 2012. The Au-
dit Committee also reviewed the fi nancial 
personnel succession planning put in place 
by Group Finance. 

c) Monitored the internal audit function. 
The work included review and approval of 
internal audit plans, review of the internal 
audit function and competences and an 
evaluation of the independence of Group 
Internal Audit. The Audit Committee was 
presented with several of the tools used 
by Group Internal Audit, including the risk 
management handbook and a supplier 
fraud investigation tool developed by 
Group Internal Audit.

d) Monitored the external audit of fi nancial 
reporting and the independence of the ex-
ternal audit. The work included discussions 
regarding audit planning and scope, audit 
fees, and a review at each meeting of the 
external auditors’ work and fi ndings. 

In accordance with the Terms of Reference, 
four of the Audit Committee meetings 
were held prior to approval and announce-
ment of the quarterly external fi nancial 
reporting. 

In addition, and in accordance with the 
Terms of Reference, all minutes and 
material were made available to the 
Supervisory Board, internal and external 
auditors and the Executive Board. The 
Audit Committee Chairman also reported 
at each Supervisory Board meeting on 
the key fi ndings and conclusions from the 
preceding Audit Committee meeting.

At each Audit Committee meeting, the 
Audit Committee examines relevant issues 
with the external auditors and the head 
of Group Internal Audit, and the Commit-
tee invites other relevant function heads 
from the Carlsberg organisation depend-

ing on the topics being discussed at the 
meeting. The heads of Group Finance 
and Group Accounting are usually invited 
to participate in the Audit Committee 
meetings. In 2011, the Audit Committee 
held meetings with the external auditors 
and Group Internal Audit as well as with 
other relevant function heads without the 
presence of the Executive Board of the 
Company.

The Nomination Committee

In December 2010, the Supervisory Board 
decided to establish a Nomination Com-
mittee. In 2011, the Nomination Committee 
consisted of three members of the Super-
visory Board (Povl Krogsgaard-Larsen, 
Chairman, Jess Søderberg and Kees van der 
Graaf). Jess Søderberg and Kees van der 
Graaf are independent of the Company as 
defi ned in the recommendations. The Com-
mittee held two meetings in 2011 and all 
members were present at both meetings.

The Nomination Committee works ac-
cording to Terms of Reference, which 
are reviewed and approved annually by 
the Supervisory Board. The Terms of 
Reference are available on the Com-
pany’s website. In 2011, the Committee’s 
work included recommendations to the 
Supervisory Board with regard to the 
Specifi cation of Competencies required 
for the Supervisory Board, including 
recommendations regarding the Com-
pany’s objectives for diversity at relevant 
management levels. The Specifi cation 
of Competencies is available on the 
Company’s website. The Committee has 
set out the expected time commitment 
for Supervisory and Executive Board posi-
tions and made recommendations to the 
Supervisory Board regarding composition, 
performance and balance of skills, knowl-
edge and experience of Board members 
and potential training and updating of 
these skills. The Nomination Committee 
also drew up a description of the annual 
Board evaluation process, which was ap-
proved by the Supervisory Board. Finally, 
the Nomination Committee advises and 
makes recommendations to the Super-
visory Board with regard to candidates 
for the Supervisory Board and Executive 
Board, if relevant.

The Remuneration Committee

In December 2010, the Supervisory Board 
decided to establish a Remuneration 
Committee. In 2011, the Remuneration 
Committee consisted of four members of 
the Supervisory Board (Richard Burrows, 

Carlsberg’s Board 
committees increase 
effi ciency and im-
prove the quality 
of the work of the 
Supervisory Board 
by preparing and 
processing the 
material on which 
decisions are based.
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Chairman, Povl Krogsgaard-Larsen, 
Jess Søderberg and Kees van der Graaf). 
Richard Burrows, Jess Søderberg and 
Kees van der Graaf are independent of 
the Company as defi ned in the recom-
mendations. The Committee held three 
meetings in 2011 and all members were 
present at all meetings except one meet-
ing where one member was absent.

The Remuneration Committee works 
according to Terms of Reference, which 
are reviewed and approved annually by 
the Supervisory Board and available 
on the Company’s website. In 2011, the 
Committee’s work included the review of 
short-term and long-term incentive plans 
in the Company, the appointment of an 
independent advisor to the Committee, 
a review of remuneration benchmarking 
data of relevant comparable companies, 
a review of remuneration trends and rec-
ommendation to the Supervisory Board 
with regard to Remuneration Policy and 
remuneration of the Executive Board.

The Executive Board

The Supervisory Board appoints the CEO 
and other members of the Executive Board. 
Led by the CEO, the Executive Board is 
responsible for the preparation and imple-
mentation of strategic plans. The Executive 
Board consists of two persons: Jørgen Buhl 
Rasmussen, President & CEO, and Jørn P. 
Jensen, CFO & Deputy CEO.

The members of the Executive Board are 
not members of the Supervisory Board 
but attend Supervisory Board meetings.

The Company also has a wider Execu-
tive Committee which consists of nine 
individuals in addition to the two Execu-
tive Board members. The composition of 
the Executive Committee can be seen on 
page 42.

Remuneration

The Executive Board

In order to attract and retain manage-
rial expertise, the remuneration of the 
members of the Executive Board and 
other senior executives is determined on 
the basis of the work they do, the value 
they create and conditions at comparable 
companies. The remuneration includes 
incentive programmes, which are to help 
align the interests of the Company’s 
management and shareholders as the 
programmes support both short-term 
and long-term goals. 

The remuneration of the Executive Board 
comprises salary, cash bonuses, share-
based payments and other usual benefi ts. 
The members take out their own pension 
plans.

The remuneration of the Executive Board 
is presented in note 12 to the consolidated 
fi nancial statements, which sets out the 
individual remuneration in 2011 of each 
Executive Board member. The Company’s 
Remuneration Policy for the Supervisory 
Board and the Executive Board, including 
general guidelines for incentive program mes 
for the Executive Board, were approved at 
the Annual General Meeting on 24 March 
2011. The policy and guidelines are available 
on Carlsberg’s website. 

Share option programmes exist for the 
Group’s Executive Board and other man-
agement personnel. The programmes en-
title them to purchase B shares in Carls-
berg A/S between three and eight years 
after the options have been granted. The 
exercise price is the average market price 
during the fi rst fi ve days following the 
publication of the consolidated fi nancial 
statements for the year. The number and 
value of share options granted and out-
standing are presented in note 13 to the 
consolidated fi nancial statements. 

The option programme is supplemented 
by performance-related bonus schemes 
covering a proportion of the Group’s 
salaried employees.

The Executive Board does not receive a 
bonus on the completion of a takeover 
bid, but its terms of notice change.

The Supervisory Board

The general principles for the remunera-
tion of the Supervisory Board are set out 
in the Remuneration Policy. The Policy 
and the specifi c remuneration to the 
Supervisory Board for 2011 were approved 
by the Annual General Meeting on 24 
March 2011. The remuneration consists of 
a fi xed annual base fee (DKK 400,000 
for 2011). The Chairman receives double 
the base fee and the Deputy Chairman 
receives one-and-a-half times the base 
fee. A member of a Board committee re-
ceives an additional annual fee of 38% of 
the base fee. The Chairman of the Audit 
Committee receives an additional annual 
fee of 75% of the base fee, and the Chair-
man of the Remuneration Committee and 
the Chairman of the Nomination Commit-
tee both receive an additional annual fee 
of 50% of the base fee. 

The individual remuneration of each 
member of the Supervisory Board is 
presented in note 12 to the consolidated 
fi nancial statements.

The Supervisory Board of Carlsberg A/S 
is not included in the Company’s incentive 
programmes and does not receive a bonus 
on the completion of a takeover bid.

Auditing

To safeguard the interests of shareholders 
and the general public, an independent 
auditor is appointed at the Annual General 
Meeting following a recommendation 
from the Supervisory Board based on 
a proposal from the Audit Committee. 
Before making its recommendation, the 
Supervisory Board undertakes a critical 
evaluation of the auditor’s independence, 
competence etc. 

The auditor reports any signifi cant fi ndings 
regarding accounting matters and any sig-
nifi cant internal control defi ciencies to the 
Supervisory Board via the Audit Committee 
and through its written long-form audit 
reports to the Supervisory Board, which are 
issued at least twice a year. 

Internal control and risk management 
related to the fi nancial reporting process

Overall control environment

The Supervisory Board and the Executive 
Board have overall responsibility for the 
Group’s control environment. The Audit 
Committee appointed by the Supervisory 
Board is responsible for monitoring the 
internal control and risk management 
systems related to the fi nancial reporting 
process on an ongoing basis. 

The internal control and risk manage-
ment systems are designed to mitigate 
rather than eliminate the risks identifi ed 
in the fi nancial reporting process. Internal 
controls related to the fi nancial reporting 
process are established to mitigate, detect 
and correct material misstatements in the 
consolidated fi nancial statements. 

The Company has a number of policies 
and procedures in key areas of fi nancial 
reporting, including the Finance Manual, 
the Controller Manual, the Chart of Au-
thority, the Risk Management Policy, the 
Treasury Policy, the Information Security 
Policy and the Business Ethics Policy. 
These policies and procedures apply to all 
subsidiaries, and similar requirements are 
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set out in collaboration with the partners 
of the joint ventures. 

Risk assessment

The risk assessment process related to 
fi nancial reporting is conducted annually.

The signifi cant accounts in the consoli-
dated fi nancial statements are identifi ed 
based on the assessment of quantitative 
and qualitative factors. The associated 
fi nancial reporting risks are identifi ed 
based on the evaluation of the impact of 
the risks materialising and the likelihood 
of the risks materialising. 

The risk assessment process related 
to the fi nancial reporting process is 
approved by the Audit Committee on 
an annual basis. 

Control activities

Based on the risk assessment, the Group 
has established minimum requirements 
for the conducting and documentation 
of IT and manual control activities to 
mitigate identifi ed signifi cant fi nancial 
reporting risks. Relevant Group companies 
and functions establish and implement in-
ternal controls comprising relevant control 
activities for signifi cant processes. The 
local management is responsible for en-
suring that the internal control activities 
are performed and documented, and is re-
quired to report the compliance quarterly 
to the Group’s fi nance organisation.

In addition, the Group has implemented 
a formalised fi nancial reporting process 
for the strategy process, budget process, 
quarterly estimates and monthly report-
ing on actual performance. The account-
ing information reported by all Group 
companies is reviewed both by controllers 
with regional links and in-depth know-
ledge of the individual companies and 
by technical accounting specialists. In 
addition, signifi cant Group companies have 
controllers with extensive commercial and/
or accounting knowledge and insight.

Information and communication

The Group has established information 
and communication systems to ensure 
that accounting and internal control 
compliance are established, including a 
fi nance manual, a controller manual and 
internal control requirements.

All Group companies are using a stand-
ardised fi nancial reporting system. In 
addition, the Group is in the process of 
standardising processes and reducing the 
number of fi nancial reporting systems. 

Monitoring

The monitoring of the internal control 
and risk management systems related 
to fi nancial reporting is performed at 
multiple levels in the Group, such as 
periodical review of control documenta-
tion, controller visits, audits performed by 
Group Internal Audit and monitoring by 
the Audit Committee.

The Audit Committee’s Terms of Refer-
ence outline its roles and responsibilities 
concerning supervision and monitoring of 
the internal control and risk management 
systems related to fi nancial reporting. 
The monitoring is performed on the basis 
of periodical reporting from the fi nance 
organisation, internal and external audit.

Group Internal Audit

The Internal Audit department ensures 
objective and independent assessment 
of the adequacy, effi cacy and quality of 
the Group’s internal controls. The head of 
Group Internal Audit reports to the chair-
man of the Audit Committee and with 
a dotted line to the CFO, and the Audit 
Committee must approve the appoint-
ment and potential dismissal of the head 
of Group Internal Audit. Group Internal 
Audit works in accordance with a charter 
and Terms of Reference approved by the 
Audit Committee.

Group Internal Audit conducts an annual 
review of business risks. On the basis 
of this and input from the Supervisory 
Board, the Audit Committee and senior 
executives in the Group, an audit plan 
is drawn up for the year. The plan is 
reviewed and approved by the Audit 
Committee and the Supervisory Board. 
Group Internal Audit is responsible for 
planning, executing and reporting on the 
audit performed. The reporting includes 
observations and conclusions, together 
with suggestions for improvements to the 
internal controls in each area audited.

When conducting an audit, Group Internal 
Audit assesses whether the audited 
entity/function has well-established 
accounting practices, written policies 
and procedures in all important business 
areas, and adequate internal control 
procedures. This includes the assessment 

of whether controls in relation to key IT 
systems are satisfactory, and whether 
they comply with the IT Policy.

The Carlsberg Group has a whistleblower 
system which enables employees to report 
activities which may involve criminal con-
duct or violations of the Carlsberg Group’s 
policies and guidelines.

The whistleblower system consists of a 
website and a hotline set up by an inde-
pendent third party to ensure the high-
est level of security and confi dentiality. 
Reports fi led through the whistleblower 
system are handled by a few specifi c 
employees within Group Internal Audit 
who are charged with the responsibility of 
evaluating any potential violation. Group 
Internal Audit regularly reports to the 
Audit Committee on issues reported via the 
whistleblower system and action taken as 
a result thereof. Since the establishment 
of the whistleblower system in April 2010, 
70 reports have been made to the system. 
A few of the reports to the system have 
been regarding isolated fraud incidents 
carried out by individual employees in the 
Group. This has led to the dismissal of a 
small number of employees on the basis 
of violation of Group policies and in some 
cases relevant criminal laws. The incidents 
have not had any material impact on the 
fi nancial results of the Group or the Group 
company in question.
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The repositioning of the Carlsberg brand has been well received across the world, 
including in Serbia. In the brand’s premium markets, volume grew by 7%.
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Jørgen 
Buhl Rasmussen

President & CEO since 
2007. Appointed to 
the Executive Board of 
Carlsberg A/S in 2006.

Chairman, Deputy 
Chairman or member 
of the Supervisory 
Boards of Carlsberg 
Group companies.  
Member of the 
Supervisory Board of 
Novozymes A/S. Prior 
to joining Carlsberg, 
Mr Rasmussen held 
senior managerial 
positions covering 
Western, Central and 
Eastern Europe, the 
Middle East, Africa and 
Asia in several global 
FMCG companies, 
among others Gillette 
Group, Duracell, Mars 
and Unilever.

Jørn 
P. Jensen

Deputy CEO since 
2007; CFO since 2004. 
Appointed to the 
Executive Board of 
Carlsberg A/S in 2000.

Chairman, Deputy 
Chairman or member 
of the Supervisory 
Boards of Carlsberg 
Group companies. 
Member of the Super-
visory Board of DONG 
Energy A/S and of 
the Committee on 
Corporate Governance 
in Denmark. Prior 
to joining Carlsberg, 
Mr Jensen held senior 
managerial positions 
in, among others, 
Nilfi sk Advance A/S 
and Foss Electric A/S.

Jesper
Friis

Senior Vice President, 
Western Europe since 
2009.

Mr Friis joined Carls-
berg in 2005. Before 
joining Carlsberg’s 
Executive Committee, 
Mr Friis was CEO of 
Ringnes, Carlsberg’s 
Norwegian subsidiary, 
from 2007. Mr Friis 
has had a broad career 
within FMCGs, having 
worked for Toms Nordic 
in Sweden, Bacardi-
Martini and Leaf.

Isaac
Sheps

Senior Vice President, 
Eastern Europe since 
2011.

President of Baltika 
Breweries since 2011. 
Mr Sheps joined Carls-
berg in 2004, when he 
was appointed Chair-
man of the Board of 
Directors in Bulgaria, 
Serbia, and Croatia. 
Mr Sheps has been 
CEO of Carlsberg 
Srbija, Carlsberg South 
East Europe and 
Carlsberg UK. Prior 
to joining Carlsberg, 
Mr Sheps held senior 
management positions 
in the brewing, elec-
tronic and electro-optic 
industries. Mr Sheps is 
based in St Petersburg.

Jørn
Tolstrup Rohde

Senior Vice President, 
Northern Europe since 
2009.

Mr Tolstrup Rohde 
joined Carlsberg in 
2004 to initiate the 
ComEx project and 
was appointed CEO of 
Carlsberg Danmark in 
the same year. From 
2007 to 2009, Mr 
Tolstrup Rohde was 
President & CEO of 
3C Groups A/S. Mr 
Tolstrup Rohde has 
also held senior man-
agerial positions in, 
among others, Orkla 
Group and Sara Lee.
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Khalil
Younes

Senior Vice President, 
Group Sales, Market-
ing & Innovation since 
2009.

Mr Younes joined 
Carlsberg after 15 
years with The Coca-
Cola Company. His 
last position was Vice 
President of Global 
Juice Marketing. Prior 
to that role, Mr Younes 
held several positions 
in global brand 
stewardship, country 
general management 
and regional marketing 
leadership around 
the world. Mr Younes 
started his career with 
Procter & Gamble in 
France.

Roger
Muys

Senior Vice President, 
Group HR since 2010.

Mr Muys joined 
Carlsberg in 2010 from 
a position as Senior 
Vice President HR 
at Royal Philips NV 
Lighting Sector. Before 
this, he was SVP HR 
for Philips Consumer 
Electronics in Amster-
dam. Prior to joining 
Philips, Mr Muys 
worked for General 
Electric (GE), where he 
held a number of key 
HR positions. 

Peter
Ernsting

Senior Vice President, 
Group Supply Chain 
since 2011.

Member of the Super-
visory Board of Accell 
Group N.V., Nether-
lands. Mr Ernsting 
joined Carlsberg in 2011 
from Unilever, where 
he was Chairman of 
the Unilever Supply 
Chain Company AG, 
leading the total 
end-to-end supply 
chain of Unilever in 
Europe. Prior to this, 
Mr Ernsting managed 
Unilever’s supply chain 
in Asia and Russia. Mr 
Ernsting will be based 
in Switzerland. 

Roy
Bagattini

Senior Vice President, 
Asia since 2009.

Mr Bagattini joined 
Carlsberg from 
SABMiller, where 
he was Regional 
Managing Director for 
Eastern Europe. Prior 
to that, Mr Bagattini 
held senior general 
management positions 
in South Africa and the 
USA as well as being 
Country Managing 
Director of SABMiller 
in India, China and 
Italy. Mr Bagattini is 
based in Hong Kong.

Bengt
Erlandsson

Senior Vice President, 
Group Procurement 
since 2011.

Mr Erlandsson joined 
Carlsberg in 2007 as 
head of Carlsberg 
Group Procurement. 
Before joining Carls-
berg, Mr Erlandsson 
worked for IKEA for 28 
years, mostly within 
procurement. His 
last position was as 
head of IKEA Indirect 
Material & Services. 
Mr Erlandsson is 
based in Switzerland.

Anne-Marie
Skov

Senior Vice President, 
Group Communications 
& CSR since 2004.

Responsible for 
Carlsberg’s corporate 
communication activ-
ities, including investor 
and media relations, 
and the CSR unit. 
Member of the Super-
visory Board of BSR, 
WWF Denmark, the 
Tuborg Foundation, 
and Erik Møller Archi-
tects. Prior to joining 
Carlsberg, Ms Skov 
worked for the Novo 
Group, most recently 
as Vice President and 
member of the Execu-
tive Management of 
Novozymes A/S.
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Management holdings of 
Carlsberg shares

At the end of 2011, the members of the 
Supervisory Board held a total of 12,723 
B shares in Carlsberg, corresponding to 
a market value of DKK 5.2m, and the 
members of the Executive Board held a 
total of 400 A shares and 11,102 B shares, 
corresponding to a market value of DKK 
4.7m. In addition to this, the Executive 
Board has been granted 60,000 share 
options, corresponding to a market value 
of DKK 10.8m. The number of shares held 
by each Supervisory Board member and 
the number of shares and share options 
held by each Executive Board member 
are set out in note 12 to the consolidated 
fi nancial statements.

Members of the Supervisory Board and 
the Executive Board are included in Carls-
berg’s insider register and must disclose 
any trading in the Company’s shares. 
The members and their relatives may 
only trade in Carlsberg’s shares during a 
four-week period after the publication of 
fi nancial statements.

Investor relations

Carlsberg aims to give investors and ana-
lysts the best possible insight into factors 
considered relevant for ensuring effi cient 
and fair pricing of Carlsberg’s shares. This 
is achieved through the quality, consist-
ency and continuity of the information 
provided by Carlsberg to the market.

As part of its investor relations work, 
Carlsberg maintains an active dialogue 
with both existing and potential share-
holders, including domestic and interna-
tional institutional investors as well as 
private investors. The Group’s Investor 
Relations department handles day-to-
day contact with analysts and investors.

In addtion to NASDAQ OMX Copenhagen, 
the Carlsberg shares are also traded on 
a number of other equity exchanges, 
including Chi-X.

In 2011, the Carlsberg B share topped at 
DKK 618.7, but as a consequence of the 
general uncertain macroeconomic environ-
ment, the general decline in stock market 
prices and Carlsberg’s guidance adjustment 
at the half-year results in August 2011, the 
share price fell and ended the year at DKK 
405. Overall, the Carlsberg B share fell by 
27% in 2011. At the end of 2011, the market 
value of the Company’s shares was DKK 
62.2bn compared to DKK 85.7bn at the 
end of 2010.

Annual General Meeting and dividend

The Company’s Annual General Meeting 
will be held on Thursday, 22 March 2012, 
at Tap 1, Ny Carlsberg Vej 91, Copenhagen. 
The Parent Company has posted a profi t for 
2011 of DKK 436m. The Supervisory Board 
recommends that the Annual General 
Meeting approve payment of a dividend 
of DKK 5.5 per share. This will involve a 
total payment of DKK 839m, which will be 
deducted from retained earnings.

Shareholders

At 31 December 2011, the Company’s largest 
shareholder was the Carlsberg Foundation, 
holding 30% of the share capital and 75% 
of the votes. In accordance with section 29 
of the Danish Securities Trading Act, Op-
penheimerFunds, Inc. has notifi ed Carlsberg 
that it too owns more than 5% of the share 
capital.

At the end of 2011, Carlsberg had more 
than 58,000 registered shareholders, 
together holding a nominal capital of 
DKK 2,833m, corresponding to 93% of 
the share capital.

Carlsberg aims 
to create the best 
conditions to ensure 
effi cient and fair 
pricing of its shares 
by providing balanced 
and open information 
to the stock market.

Carlsberg’s shares are listed on NASDAQ 
OMX Copenhagen in two classes: Carlsberg 
A and Carlsberg B. Each A share carries 
20 votes, while each B share carries two 
votes and is entitled to a preferential divi-
dend. The B share is included in NASDAQ 
OMX Copenhagen’s Nordic Large Cap and 
OMXC20 blue-chip indices. NASDAQ OMX 
Nordic also operates sector indices in ac-
cordance with the Global Industry Classi-
fi cation Standard, and here the Carlsberg 
A and B shares are included in the Food & 
Beverage and Consumer Goods indices. 

As a supplement to Carlsberg’s listing on 
NASDAQ OMX Copenhagen, Carlsberg 
has established a sponsored level 1 ADR 
(American Depository Receipt) programme 
with the Bank of New York Mellon. The 
ADRs trade over-the-counter in the USA 
under the symbol CABGY.

44 Management review



Carlsberg’s investor website includes both 
current and historical information about 
the Company and its shares, including 
company announcements, share prices, 
investor presentations, fi nancial calendar, 
quarterly fi nancial statements and annual 
reports.

A total of 40 analysts had initiated 
coverage of Carlsberg at the end of 2011, 
10 of them based in Denmark. A list of 
analysts covering Carlsberg, their recom-
mendations and consensus estimates can 
also be found on the investor website.

Carlsberg’s communication with investors, 
analysts and the press is subject to special 
limitations during a four-week period prior 
to the publication of its annual reports and 
fi nancial statements.

Registration and share register

Shares can be registered in the name of 
the shareholder by contacting the deposi-
tory bank. Registered shareholders may 
receive fi nancial statements, annual re-
ports and other shareholder publications 
automatically. All registered shareholders 
are invited to attend Carlsberg’s Annual 
General Meetings. 

Carlsberg’s share register is managed by 
VP Securities A/S, Weidekampsgade 14, 
2300 Copenhagen S, Denmark.

650

600

550

500

450

400

350

300

250

Ja
nu

ar
y

O
ct

ob
er

Ap
ril

Ju
ly

N
ov

em
be

r

D
ec

em
be

r

Fe
br

ua
ry

M
ar

ch

M
ay

Ju
ne

Au
gu

st

Se
pt

em
be

r

Share price 2011
(DKK per share, Carlsberg B)

03.01.2011 The Carlsberg Group sells Dresden Brewery

21.02.2011 Financial statement as at 31 December 2010

01.03.2011 Notice to convene Annual General Meeting

01.03.2011 Annual report for 2010

24.03.2011 Carlsberg A/S – Annual General Meeting – Summary

11.05.2011 Interim results as at 31 March 2011

01.08.2011 Expansion of Chinese operations through establishment of JV with 
Chongqing Brewery and Chongqing Light Textile Holdings

17.08.2011 Interim results as at 30 June 2011

03.10.2011 Major shareholder announcement – OppenheimerFunds, Inc.

26.10.2011 Isaac Sheps to become CEO of Baltika Breweries and SVP of 
Eastern European region

28.10.2011 Acquisition of the remaining 50% shareholding in Hue Brewery Ltd., 
Vietnam, completed

09.11.2011 Interim results as at 30 September 2011

Company announcements

Share class A B Total

Number of shares 33,699,252 118,857,554 152,556,886
Carlsberg Foundation 32,600,291 13,663,681 46,263,972
Votes per share 20 2
Par value DKK 20 DKK 20
ISIN DK001018167-6 DK001018175-9
Bloomberg CARLA DC CARLB DC
Reuters CARCa.CO CARCb.CO
Share price at year-end DKK 416.7 DKK 405.0
Proposed dividend per share DKK 5.5 DKK 5.5

Share information

Financial calendar 2012

22 March 
Annual General Meeting

Quarterly fi nancial statements

9 May 
Interim results – Q1

15 August 
Interim results – Q2

7 November 
Interim results – Q3

Shareholders (free fl oat)

%
End-
2011

End-
2010

End-
2009

DK 22 22 23
USA 29 30 27
UK 20 18 17
Other 29 30 33

Investor Relations

Vice President Peter Kondrup +45 3327 1221

Director Iben Steiness +45 3327 1232

investor@carlsberg.com
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Income statement

The Group generated total net revenue 
of DKK 63,561m, an increase of 4% com-
pared with 2010. Gross profi t was DKK 
31,773m (DKK 31,072m in 2010), and the 
gross profi t margin declined by 170bp to 
50.0% due to higher input costs.

Sales and distribution expenses increased 
by DKK 1,325m to DKK 18,483m, primarily 
due to higher sales and marketing invest-
ments in Eastern Europe and Asia and 
higher logistics costs, mainly in Eastern 
Europe. Administrative expenses amount-
ed to DKK 3,903m (DKK 4,040m in 2010) 
and other operating income, net was DKK 
249m (DKK 227m in 2010). The Group’s 
share of profi t after tax in associates was 
DKK 180m (DKK 148m in 2010). 

Group operating profi t before special 
items was DKK 9,816m (DKK 10,249m in 
2010). Strong growth in Asia and North-
ern & Western Europe was not enough to 
offset the decline in Eastern Europe.

Net special items amounted to DKK 
-268m against DKK -249m in 2010. 
Special items were positively affected by 
fair value non-cash revaluations of previ-
ously owned shareholdings in connection 
with the step acquisitions in Lao Brewery 
Co. Ltd in Laos and Hue Brewery Ltd. in 
Vietnam, cf. note 7 to the consolidated 
fi nancial statements. The negative impact 
came from costs incurred in connec-
tion with restructuring measures imple-
mented in Northern & Western Europe 
and impairment charges related to two 
trademarks in Eastern Europe and invest-
ments in Carlsberg Uzbekistan and Nordic 
Getränke, Germany, as a consequence 
of diffi cult market conditions as well as 
poor performance and profi t outlook. 
Furthermore, impairment was made on 
the Business Standardisation Programme 

Current assets totalled DKK 18.2bn 
against DKK 15.5bn at 31 December 2010 
impacted by higher trade receivables, 
mainly due to the stock building at 
distributors in Russia in Q4 2011.

Liabilities

Total equity was DKK 71.6bn, of which 
DKK 65.8bn was attributed to shareholders 
in Carlsberg A/S and DKK 5.8bn to non-
controlling interests. 

The increase in equity compared with 31 
December 2010 was DKK 2bn, mainly due 
to currency adjustments of approximately 
DKK -1.8bn, profi t for the period of DKK 
5.7bn, retirement benefi t obligations of 
DKK -1.1bn, payment of dividends to 
shareholders of DKK -0.9bn, acquisition 
of non-controlling interests of DKK -1.5bn, 
share buy-back of DKK -0.4bn and acqui-
sition of entities of DKK 1.6bn.

Total liabilities were DKK 76.1bn (DKK 
74.6bn at 31 December 2010). Non-
current liabilities increased by DKK 2.1bn 
compared with 31 December 2010, mainly 
due to an increase in retirement benefi t 
obligations of DKK 0.8bn. Furthermore, 
a change in funding sources has increased 
non-current borrowings by DKK 1.8bn, 
while current borrowings have decreased 
by a similar amount.

Current liabilities excluding the current 
portion of borrowings were DKK 23.8bn 
(DKK 23.1bn at 31 December 2010), mainly 
impacted by an increase in trade payables 
of DKK 1.6bn. 

Cash fl ow 

Operating profi t before depreciation 
and amortisation was DKK 13,600m 
(DKK 14,236m in 2010). 

due to redesign and change of scope 
following the decision to establish a fully 
integrated supply chain in Northern & 
Western Europe.

Net fi nancial items amounted to DKK 
-2,018m against DKK -2,155m in 2010. 
Net interest costs accounted for DKK 
-1,744m, compared to DKK -1,933m in 
2010, refl ecting the lower average funding 
cost. Other net fi nancial items were DKK 
-274m (DKK -222m in 2010). The nega-
tive development is due to defi ned benefi t 
obligations and other fi nancial expenses 
such as bank fees etc.

Tax totalled DKK -1,838m against DKK 
-1,885m in 2010. The tax rate was 24.4%.

Consolidated profi t was DKK 5,692m 
against DKK 5,960m in 2010, impacted by 
the decline in operating profi t.

Carlsberg’s share of net profi t was DKK 
5,149m against DKK 5,351m in 2010. 

Statement of fi nancial position

At 31 December 2011, Carlsberg had total 
assets of DKK 147.7bn (DKK 144.3bn at 
31 December 2010). The increase of DKK 
3.4bn primarily relates to currency adjust-
ments and an increase in receivables.

Assets

Intangible assets totalled DKK 89.0bn 
against DKK 87.8bn at 31 December 
2010. The increase is mainly related to 
the acquisition of additional shares in 
Lao Brewery Co. Ltd and Hue Brewery 
Ltd., increased goodwill and trademarks. 
Property, plant and equipment were 
DKK 31.8bn (DKK 32.5bn at 31 December 
2010). Financial assets amounted to 
DKK 8.0bn (DKK 8.1bn at 31 December 
2010). 
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The change in trading working capital was 
DKK -571m (DKK 1,334m in 2010). Trading 
working capital was impacted negatively 
by stocking by distributors in Russia in late 
Q4 and the consequent high level of trade 
receivables at year-end. Excluding the 
stocking effect, the change in trading work-
ing capital would have been DKK +11m. The 
focus on trading working capital remains 
and average trading working capital to 
net revenue was 1.9% at the end of 2011 
compared to 2.6% at the end of 2010. The 
change in other working capital was DKK 
-421m (DKK -618m in 2010). The change 
relates primarily to pension obligations.

Paid net interest etc. amounted to DKK 
-2,070m in 2011 against DKK -2,089m 
in 2010. 

Cash fl ow from operating activities in 2011 
was DKK 8,813m against DKK 11,020m 
in 2010. On comparison, the reduction 
was mainly due to the signifi cant working 
capital improvement in 2010. 

Cash fl ow from investing activities was 
DKK -4,883m against DKK -5,841m in 
2010. Operational capital expenditure 
was DKK 996m higher than in 2010. 
The increase was in line with plans and 
mainly related to network and produc-
tion optimisation and sales investments. 
Financial investments were DKK -311m 
(DKK -2,675m in 2010, primarily due to the 
acquisition of shares in Wusu Xinjiang Beer 
Group and Chongqing Brewery Co. Ltd.). 
Finally, investments, other activities were 
DKK -1m (DKK +409m in 2010, impacted 
by disposal of real estate).

Free cash fl ow was DKK 3,930m against 
DKK 5,179m in 2010. 

Financing 

At 31 December 2011, the gross interest-
bearing debt amounted to DKK 37.0bn 
and net interest-bearing debt amounted 
to DKK 32.5bn. The difference of DKK 
4.5bn was other interest-bearing assets, 

Segment reporting by quarter

DKK million
Q1

2010
Q2

2010
Q3

2010
Q4

2010
Q1

2011
Q2

2011
Q3

2011
Q4

2011

Net revenue

Northern & Western Europe 7,309 10,199 10,198 8,450 7,311 10,824 10,029 8,715
Eastern Europe 2,386 6,294 6,016 3,491 3,569 6,188 5,578 4,384
Asia 1,234 1,492 1,464 1,423 1,610 1,688 1,805 1,735
Not allocated 44 -11 30 35 38 40 28 19

Beverages, total 10,973 17,974 17,708 13,399 12,528 18,740 17,440 14,853
Other activities - - - - - - - -

Total 10,973 17,974 17,708 13,399 12,528 18,740 17,440 14,853

Operating profi t before special items

Northern & Western Europe 406 1,892 1,949 839 433 2,031 1,789 1,166
Eastern Europe 321 2,276 1,969 482 490 1,677 1,315 804
Asia 223 291 309 221 300 314 389 283
Not allocated -230 -194 -35 -473 -246 -302 -180 -386

Beverages, total 720 4,265 4,192 1,069 977 3,720 3,313 1,867
Other activities 7 -26 -36 58 26 -25 -29 -33

Total 727 4,239 4,156 1,127 1,003 3,695 3,284 1,834

Special items, net 349 5 -462 -141 -81 -104 -6 -77
Financial items, net -515 -302 -725 -613 -569 -615 -344 -490

Profi t before tax 561 3,942 2,969 373 353 2,976 2,934 1,267
Corporation tax -47 -1,066 -803 30 -92 -740 -734 -272

Consolidated profi t 514 2,876 2,166 403 261 2,236 2,200 995

Attributable to:
Non-controlling interests 47 248 226 87 88 181 191 83
Shareholders in Carlsberg A/S 467 2,628 1,940 316 173 2,055 2,009 912

including DKK 3.1bn in cash and cash 
equivalents.

Of the gross interest-bearing debt, 95% 
(DKK 34.4bn) was long term, i.e. with 
maturity more than one year from 31 
December 2011, and consisted primarily 
of facilities in EUR. 

In December 2011, the Group entered into 
a new fi ve-year revolving credit facility of 
EUR 800m with a select group of rela-
tionship banks. The new facility replaced 
the EUR 1.425bn facility signed in 2005 
(subsequently reduced to EUR 1.225bn in 
2008). Carlsberg has extended the matu-
rity profi le of its bank commitments and 
achieved favourable pricing and terms.
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Tuborg is one of Carlsberg’s international beer brands. First brewed in 
Copenhagen in 1880, Tuborg was the fi rst pilsner-type beer in Denmark. 

Today, real cosmopolitan beer, present in more than 70 countries.
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Income statement

DKK million Note 2011 2010

Revenue 86,555 81,295
Excise duties on beer and soft drinks etc. -22,994 -21,241

Net revenue 63,561 60,054

Cost of sales 3 -31,788 -28,982

Gross profit 31,773 31,072

Sales and distribution expenses 4 -18,483 -17,158
Administrative expenses 5 -3,903 -4,040
Other operating income 6 671 815
Other operating expenses 6 -422 -588
Share of profit after tax, associates 17 180 148

Operating profit before special items 9,816 10,249

Special items, net 7 -268 -249

Financial income 8 630 1,085
Financial expenses 8 -2,648 -3,240

Profit before tax 7,530 7,845

Corporation tax 9 -1,838 -1,885

Consolidated profit 5,692 5,960

Attributable to:
Non-controlling interests 10 543 609
Shareholders in Carlsberg A/S 5,149 5,351

DKK

Earnings per share 11
Basic earnings per share 33.8 35.1
Diluted earnings per share 33.7 35.0
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Statement of comprehensive income

DKK million Note 2011 2010

Profit for the year 5,692 5,960

Other comprehensive income:
Foreign exchange adjustments of foreign entities 8 -1,839 5,947
Value adjustments of hedging instruments 8, 35, 36 -12 -768
Value adjustments of securities 8 - 1
Retirement benefit obligations 25 -1,093 -167
Share of other comprehensive income in associates 17 3 -
Effect of hyperinflation 8 175 -
Other -26 11
Corporation tax 9 314 47

Other comprehensive income -2,478 5,071

Total comprehensive income 3,214 11,031

Total comprehensive income attributable to:
Non-controlling interests 639 1,043
Shareholders in Carlsberg A/S 2,575 9,988

Foreign exchange adjustments arise on the translation of the financial state-
ments of foreign entities with a functional currency other than the Group’s 
presentation currency, foreign exchange adjustments of assets and liabilities 
which constitute part of the Group’s net investment in a foreign entity and 
foreign exchange adjustments of hedging transactions related to the Group’s 
net investment in foreign entities. 

Value adjustments of hedging instruments comprise changes in the fair va-
lue of hedging transactions that qualify for recognition as cash flow hedges 
and for which the hedged transaction has not yet been realised and hedging 
transactions related to the Group’s net investment in foreign entities. 
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Statement of financial position

Assets

DKK million Note 31 Dec. 2011 31 Dec. 2010

Non-current assets:
Intangible assets 14, 15 89,041 87,771
Property, plant and equipment 15, 16 31,848 32,480
Investments in associates 17 5,051 4,877
Securities 18 134 124
Receivables 19 1,650 1,747
Deferred tax assets 26 1,199 1,301
Retirement benefit plan assets 25 5 8

Total non-current assets 128,928 128,308

Current assets:
Inventories 20 4,350 4,191
Trade receivables 19 7,855 5,687
Tax receivables 129 172
Other receivables 19 1,846 1,766
Prepayments 867 938
Securities 18 24 34
Cash and cash equivalents 21 3,145 2,735

Total current assets 18,216 15,523

Assets held for sale 22 570 419

Total assets 147,714 144,250
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equity And liAbilities

DKK million Note 31 Dec. 2011 31 Dec. 2010

Equity:
Share capital 23 3,051 3,051
Reserves -8,740 -7,056
Retained earnings 71,555 68,253

Equity, shareholders in Carlsberg A/S 65,866 64,248
Non-controlling interests 5,763 5,381

Total equity 71,629 69,629

Non-current liabilities:
Borrowings 24 34,364 32,587
Retirement benefit obligations and similar obligations 25 3,263 2,434
Deferred tax liabilities 26 9,652 9,947
Provisions 27 1,001 1,506
Other liabilities 28 1,262 922

Total non-current liabilities 49,542 47,396

Current liabilities:
Borrowings 24 1,875 3,959
Trade payables 11,021 9,385
Deposits on returnable packaging 1,291 1,279
Provisions 27 511 512
Corporation tax 527 534
Other liabilities etc. 28 10,490 11,378

Total current liabilities 25,715 27,047

Liabilities associated with assets held for sale 22 828 178

Total liabilities 76,085 74,621

Total equity and liabilities 147,714 144,250
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Statement of changes in equity

2011
Shareholders in Carlsberg A/S

DKK million
Share  

capital
Currency 

translation
Hedging 
reserves

Available- 
for-sale  

investments
Total 

reserves
Retained 
earnings

Equity, 
shareholders in 

Carlsberg A/S

Non- 
controlling 

interests
Total 

equity

Equity at 1 January 2011 3,051 -6,049 -1,154 147 -7,056 68,253 64,248 5,381 69,629

Profit for the year - - - - - 5,149 5,149 543 5,692

Other comprehensive income:
Foreign exchange adjustments  

of foreign entities - -1,941 - - -1,941 - -1,941 102 -1,839
Value adjustments of hedging instruments - -20 8 - -12 - -12 - -12
Retirement benefit obligations - - - - - -1,079 -1,079 -14 -1,093
Share of other comprehensive income  

in associates - - - - - 3 3 - 3
Effect of hyperinflation - 166 - - 166 - 166    9 175
Other - - - - - -25 -25 -1 -26
Corporation tax - 116 -13 - 103 211 314 - 314

Other comprehensive income - -1,679 -5 - -1,684 -890 -2,574 96 -2,478

Total comprehensive income for the year - -1,679 -5 - -1,684 4,259 2,575 639 3,214

Acquisition/disposal of treasury shares - - - - - -3 -3 - -3
Exercise of share options - - - - - -46 -46 - -46
Share-based payment - - - - - -1 -1 - -1
Share buy-back - - - - - - - -417 -417
Dividends paid to shareholders - - - - - -763 -763 -121 -884
Acquisition/disposal of  

non-controlling interests - - - - - -176 -176 -1,353 -1,529
Effect of hyperinflation - - - - - 32 32 2 34
Acquisition of entities - - - - - - - 1,632 1,632

Total changes in equity - -1,679 -5 - -1,684 3,302 1,618 382 2,000

Equity at 31 December 2011 3,051 -7,728 -1,159 147 -8,740 71,555 65,866 5,763 71,629
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2010
Shareholders in Carlsberg A/S

DKK million
Share  

capital
Currency 

translation
Hedging 
reserves

Available-
for-sale  

investments
Total 

reserves
Retained 
earnings

Equity, 
shareholders in 

Carlsberg A/S

Non- 
controlling 

interests
Total 

equity

Equity at 1 January 2010 3,051 -10,578 -1,384 146 -11,816 63,594 54,829 4,660 59,489

Profit for the year - - - - - 5,351 5,351 609 5,960

Other comprehensive income:
Foreign exchange adjustments  

of foreign entities - 5,516 - - 5,516 - 5,516 431 5,947
Value adjustments of hedging instruments - -1,069 301 - -768 - -768 - -768
Value adjustments of securities - - - 1 1 - 1 - 1
Retirement benefit obligation - - - - - -170 -170 3 -167
Other - - - - - 11 11 - 11
Corporation tax - 82 -71 - 11 36 47 - 47

Other comprehensive income - 4,529 230 1 4,760 -123 4,637 434 5,071

Total comprehensive income for the year - 4,529 230 1 4,760 5,228 9,988 1,043 11,031

Acquisition/disposal of treasury shares - - - - - -9 -9 - -9
Exercise of share options - - - - - -38 -38 - -38
Share-based payment - - - - - 34 34 - 34
Dividends paid to shareholders - - - - - -534 -534 -709 -1,243
Acquisition/disposal of  

non-controlling interests - - - - - -22 -22 -55 -77
Acquisition of entities - - - - - - - 442 442

Total changes in equity - 4,529 230 1 4,760 4,659 9,419 721 10,140

Equity at 31 December 2010 3,051 -6,049 -1,154 147 -7,056 68,253 64,248 5,381 69,629

The proposed dividend of DKK 5.50 per share, in total DKK 839m (2010: 
DKK 5.00 per share, in total DKK 763m), is included in retained earnings at 
31 December 2011. Dividends paid out in 2011 for 2010 amount to DKK 763m 
(paid out in 2010 for 2009: DKK 534m), which is DKK 5.00 per share (2010: 
DKK 3.50 per share). Dividends paid out to shareholders of Carlsberg A/S do 
not impact taxable income in Carlsberg A/S. 
 
 
 
 

Currency translation comprises accumulated foreign exchange adjustments 
arising on the translation of the financial statements of foreign entities with 
a functional currency other than the Group’s presentation currency, foreign 
exchange adjustments of assets and liabilities which constitute part of the 
Group’s net investment in a foreign entity and foreign exchange adjustments of 
hedging transactions related to the Group’s net investment in foreign entities. 
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Statement of cash flows

DKK million Note 2011 2010

Operating profit before special items 9,816 10,249
Adjustment for depreciation and amortisation 3,780 3,987
Adjustment for impairment losses1 4 -

Operating profit before depreciation, amortisation and impairment losses 13,600 14,236

Adjustment for other non-cash items 29 315 493
Change in trading working capital 29 -571 1,334
Change in other working capital 29 -421 -618
Restructuring costs paid -448 -446
Interest etc. received 218 255
Interest etc. paid -2,288 -2,344
Corporation tax paid -1,592 -1,890

Cash flow from operating activities 8,813 11,020

Acquisition of property, plant and equipment and intangible assets -4,329 -3,326
Disposal of property, plant and equipment and intangible assets 276 181
Change in trade loans 29 -518 -430

Total operational investments -4,571 -3,575

Free operating cash flow 4,242 7,445

Acquisition and disposal of entities, net 30 -260 -477
Acquisitions of associates -75 -2,041
Disposals of associates 15 -
Acquisition of financial assets -9 -35
Disposal of financial assets 7 18
Change in financial receivables 29 -47 -233
Dividends received 58 93

Total financial investments -311 -2,675

Other investments in property, plant and equipment -36 -51
Disposal of other property, plant and equipment 35 460

Total other activities 2 -1 409

Cash flow from investing activities -4,883 -5,841

Free cash flow 3,930 5,179

Shareholders in Carlsberg A/S 29 -812 -581
Non-controlling interests 29 -1,876 -878
External financing 29 -1,003 -3,950

Cash flow from financing activities -3,691 -5,409

Net cash flow 239 -230

Cash and cash equivalents at 1 January3 2,601 2,583
Foreign exchange adjustment of cash and cash equivalents4 -5 248

Cash and cash equivalents at 31 December3 21 2,835 2,601

1 Impairment losses excluding those reported in special items.

2 Other activities cover real estate and assets under construction, separate 
from beverage activities, including costs of construction contracts. 

3 Cash and cash equivalents less bank overdrafts. 

4 Foreign exchange adjustment of cash and cash equivalents for 2010 mainly 
relates to the appreciated exchange rate of RUB. 
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In preparing the Carlsberg Group’s consolidated financial statements, 
management makes various accounting estimates and assumptions which 
form the basis of presentation, recognition and measurement of the Group’s 
assets and liabilities. The most significant accounting estimates and judge-
ments are performed in relation to the accounting treatment of: 
• Business combinations
• Impairment testing
•  Useful lives and residual values for intangible assets  

with finite useful life and property, plant and equipment
• Restructurings
• Deferred tax assets
• Receivables
• Retirement benefit obligations and similar obligations
• Provisions and contingencies

The Group’s accounting policies are described in detail in note 41 to the 
consolidated financial statements.

Estimation uncertainty

Determining the carrying amount of some assets and liabilities requires 
judgements, estimates and assumptions concerning future events.

The judgements, estimates and assumptions made are based on historical 
experience and other factors which management assesses to be reliable, but 
which, by their very nature, are associated with uncertainty and unpredicta-
bility. These assumptions may prove incomplete or incorrect and unexpected 
events or circumstances may arise.

Most economies are currently facing a challenging consumer environment 
and a limited visibility into consumer reactions to the uncertain macro envi-
ronment, especially in Europe. The consumption recovery in some markets, 
including Russia, has been significantly impacted by excise duty increases. 
The impact on business development and the 2011 financials is described 
in the Management review, especially the sections describing the segment 
developments.

Estimates in the consolidated financial statements for 2011 have been 
prepared taking the recovery in the economic and financial markets into con-
sideration, but still ensuring that one-off effects which are not expected to 
exist in the long term do not affect estimation and determination of factors, 
including discount rates and expectations of the future.

The assessment of the value of assets, including breweries, brands and good-
will, should be seen with the long-term perspective of the investment in mind.

The Group is also subject to risks and uncertainties which may lead to 
actual results differing from these estimates, both positively and negatively. 
Specific risks for the Group are discussed in the relevant sections of the 
Management review and in the notes.

Assumptions about the future and estimation of uncertainty at the end of 
the reporting period are described in the notes when a significant risk of 
changes could result in material adjustments to the carrying amount of as-
sets or liabilities within the next financial year.

Business combinations
Purchase price allocation.   For acquisitions of new entities, the assets, li-
abilities and contingent liabilities of the acquiree are recognised using the 
acquisition method. The most significant assets acquired generally comprise 
goodwill, trademarks, non-current assets, receivables and inventories. No 
active market exists for the majority of acquired assets and liabilities, in 
particular in respect of acquired intangible assets. Accordingly, management 
makes estimates of the fair value of acquired assets, liabilities and contingent 
liabilities. Depending on the nature of the item, the determined fair value of an 
item may be associated with uncertainty and possibly adjusted subsequently.

The unallocated purchase price (positive amounts) is recognised in the 
statement of financial position as goodwill, which is allocated to the Group’s 
cash-generating units. Management makes estimates of the acquired cash-
generating units, the cash-generating units that already existed in the Group 

and the allocation of goodwill. The allocation of goodwill is based on the 
expected future cash flows for each activity. In each business combination, 
management decides whether or not to recognise goodwill related to non-
controlling interests. If such goodwill is recognised, it is estimated based on 
the fair value of the non-controlling interests less the non-controlling interests’ 
share of the fair value of acquired assets, liabilities and contingent liabilities. 
The fair value of the non-controlling interests is estimated based on the net 
present value of expected future cash flows from the entity, the cost of newly 
acquired shareholdings in the entity excluding a control premium paid and 
other fair value models as applicable for the transaction.

In a step acquisition, the Group gains control of an entity in which the Group 
already holds a shareholding immediately before the step acquisition. In 2011 
the Group gained control of Lao Brewery, Laos, and Hue Brewery, Vietnam, 
through step acquisitions. 

Management estimates the total fair value of the shareholding in the entity 
held immediately after the completion of the step acquisition. The estimated 
total fair value is accounted for as the cost of the total shareholding in the 
entity. The shareholding held immediately before the step acquisition is 
remeasured at fair value at the acquisition date. The resulting gain or loss is 
recognised in the income statement under special items. The fair value of the 
shareholding held immediately before the step acquisition is calculated
as the estimated total fair value less the fair value of consideration paid for 
the shareholdings acquired in the step acquisition and the fair value of non-
controlling interests.

The total fair value is based on different valuation methods, including the net 
present value of expected future cash flows from the entity, the cost of newly 
acquired shareholdings in the entity including a control premium paid and 
other fair value models as applicable for the transaction, e.g. multiples.

The net present value of expected future cash flows (value in use) is based 
on budgets and business plans for the next three years and projections 
for subsequent years as well as management’s expectations for the future 
development following the gain of control of the business. Key parameters 
are revenue growth, operating margin, future capital expenditure and growth 
expectations beyond the next three years. Budgets and business plans for 
the next three years are based on concrete commercial initiatives. Projections 
beyond the next three years are based on general expectations and risks. As 
the risk on cash flows is not included in the expected cash flows for newly 
acquired entities, the expected future cash flows are discounted using a WACC 
rate, cf. the description below.

Management believes that the purchase price accounted for in the consoli-
dated financial statements reflects the best estimate of the total fair value of 
the business and the fair value of the non-controlling interests, and hence the 
allocation of goodwill to controlling and non-controlling interests.

Trademarks.   The value of the trademarks acquired and their expected 
useful lives are assessed based on the trademarks’ market position, expected 
long-term developments in the relevant markets and the trademarks’ 
profitability. The estimated value of acquired trademarks includes all future 
cash flows associated with the trademarks, including the value of customer 
relations etc. related to the trademarks. For most entities acquired there is a 
close relationship between trademarks and sales. The consumers’ demand 
for beer and other beverages drives sales and therefore the value of the 
brand is closely linked to consumer demands, while there is no separate 
value attached to customers (shops, bars etc.) as their choice of products is 
driven by consumer demand.

When the value of a well-established trademark is expected to be main-
tained for an indefinite period in the relevant markets, and these markets are 
expected to be profitable for a long period, the useful life of the trademark is 
determined to be indefinite. In the opinion of management, there is usually 
only a minimal risk of the current situation in the markets reducing the use-
ful life of trademarks, primarily due to the respective market share in each 
market and the current and planned marketing efforts which are helping to 
maintain and increase the value of these trademarks.

For each trademark or group of trademarks, measurement is based on the 
relief from royalty method under which the value is calculated based on ex-
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pected future cash flows for the trademarks on the basis of key assumptions 
about expected useful life, royalty rate and growth rate and a theoretically 
calculated tax effect. A post-tax discount rate is used which reflects the 
risk-free interest rate with the addition of a risk premium associated with the 
particular trademark.

The estimates are based on assessments of the expected useful life of each 
trademark on the basis of its relative local, regional and global market 
strength. This assessment will also influence the estimate of the expected 
future royalty rate that may be obtained for each trademark in a royalty 
agreement entered into with a third party on market terms for each of the 
markets.

Customer agreements and portfolios.   In business combinations, the 
value of acquired customer agreements and customer portfolios is as-
sessed based on the local market and trading conditions. The relation-
ship between trademarks and customers is carefully considered so that 
trademarks and customer agreements are not both recognised on the 
basis of the same underlying cash flows. Usually there is a particularly 
close relationship between trademark and sales and no separate value for 
customer relations will be recognised in these cases, as these relations are 
closely associated with the value of the acquired trademarks.

Fair value of property, plant and equipment.   In business combinations, the 
fair value of land and buildings, standard production and office equipment 
is based, as far as possible, on the fair value of assets of similar type and 
condition that may be bought and sold in the open market.

Property, plant and equipment for which there is no reliable evidence in 
the market of the fair value (in particular breweries, including production 
equipment) are valued using the depreciated replacement cost method. This 
method is based on the replacement cost of a similar asset with similar 
functionality and capacity. The calculated replacement cost for each asset is 
then reduced to reflect functional and physical obsolescence.

The expected synergies and the user-specific intentions for the expected use 
of assets are not included in the determination of the fair value.

Impairment testing
Goodwill.   In performing the annual impairment test of goodwill, an  
assessment is made as to whether the individual units of the entity (cash- 
generating units) to which goodwill relates will be able to generate sufficient 
positive net cash flows in the future to support the value of goodwill and 
other net assets of the entity.

The cash-generating units are determined based on the Group structure, link-
age of the cash flows between entities and the individual entities’ integration 
in regions or sub-regions. The structure and cash-generating units are reas-
sessed each year.

The estimates of future free cash flows (value in use) are based on budgets 
and business plans for the next three years and projections for subsequent 
years. Key parameters are revenue growth, operating margin, future capital 
expenditure and growth expectations beyond the next three years. Budgets 
and business plans for the next three years are based on concrete commer-
cial initiatives. Projections beyond the next three years are based on general 
expectations and risks.

The cash flows used incorporate the effect of relevant future risks. Accordingly 
these risks are not incorporated in the discount rates used. Potential upsides 
and downsides identified during the budget process and in the daily business 
are reflected in scenarios for possible future cash flows for each individual 
cash-generating unit. The scenarios reflect, among other things, factors such 
as assumptions on market, price and input cost developments. Budgets and 
business plans do not incorporate the effect of future restructurings and non-
contracted capacity increases.

Pre-tax discount rates which reflect the risk-free borrowing interest rate in 
each particular geographical area for the cash-generating units are used to 
calculate recoverable amounts.

Trademarks.   Management performs an annual impairment test of 
trademarks with an indefinite life and an assessment of whether the 
current market situation in the relevant market has reduced the value of 
trademarks with a finite useful life. Management also assesses trademarks 
for changes in their useful lives. When there is an indication of a reduction 
in the value or useful life, the trademark is tested for impairment and is 
written down if necessary or the amortisation period is reassessed and 
if necessary changed in line with the trademark’s shorter useful life. The 
impairment test of trademarks is based on the same approach used to 
determine the fair value at the acquisition date. 

Estimates of future earnings from trademarks are made using the same 
approach used to measure trademarks in business combinations, cf. above. 
Assessment of indications of impairment of trademarks with indefinite use-
ful lives is based on the Group’s total royalty income for each trademark.

The impairment test of trademarks resulted in an impairment loss of DKK 
450m in 2011 (2010: DKK 300m) mainly related to trademarks with finite 
useful life.

The useful life of trademarks is assessed yearly, especially in relation to 
trademarks which have been impaired. 

The discount rate is an after-tax WACC calculated country by country 
based on long-term expectations for each trademark.

For a description of impairment testing for intangible assets, see note 15.

Property, plant and equipment.   Property, plant and equipment are 
impairment tested when there are indications of impairment. Manage-
ment performs an annual assessment of the assets’ future application, e.g. 
in relation to changes in production structure, restructurings or closing of 
breweries. The impairment test is based on budgeted and estimated cash 
flows from the cash-generating unit. The assessment is based on the lowest 
cash-generating unit affected by the changes that indicate impairment. The 
pre-tax discount rate reflects the risk-free interest rate with the addition of a 
risk premium associated with the particular asset.

For a description of impairment testing for property, plant and equipment, 
see note 15. 

Associates.   Management performs an impairment test of investments 
in associates when there are indications of impairment, e.g. due to loss-
making activities or major changes in the business environment. The 
impairment test is based on budgeted and estimated cash flows from the 
associate and related assets which form an integrated cash-generating 
unit. The pre-tax discount rate reflects the risk-free interest rate with the 
addition of a risk premium associated with the particular investments.

Discount and growth rates applied for 2011.   The risk-free interest rates 
used in impairment tests performed at year-end 2011 were based on 
observed market data. The risk premium for the risk-free interest rate 
(spread) was fixed at market price or slightly lower than the current mar-
ket level, which is comparable to the market level. The total interest rate, 
including spread, thereby reflected the long-term interest rate applicable to 
the Group’s investments in the individual markets. 

For each country the applied growth rates for projections and discount 
rates were compared to ensure a reasonable link between the two (real 
interest rate).

Useful lives and residual values for intangible assets with finite useful life 
and property, plant and equipment.   Intangible assets with finite useful life 
and property, plant and equipment are measured at cost less accumulated 
amortisation, depreciation and impairment losses. Amortisation and de-
preciation are recognised on a straight-line basis over the expected useful 
lives, taking into account any residual value. The expected useful lives and 
residual values are determined based on past experience and expecta-
tions of the future use of the assets. Reassessment of the expected future 
use is as a minimum made in connection with an evaluation of changes 
in production structure, restructuring and brewery closures. The expected 
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future use and residual values may not be realised, which will require reas-
sessment of useful lives and residual values and recognition of impairment 
losses or losses on disposal of non-current assets. The amortisation and 
depreciation periods used are described in the accounting policies in note 
41 and the value of non-current assets is specified in notes 14 and 16.

For operating equipment in the on-trade, a physical inspection of assets is 
carried out and the continuing use evaluated in order to assess any indica-
tions of impairment.

Restructurings.   In connection with restructurings, management reassesses 
useful lives and residual values for non-current assets used in the entity 
undergoing restructuring. The extent and amount of onerous contracts 
as well as employee and other obligations arising in connection with the 
restructuring are also estimated.

Deferred tax assets.   The Group recognises deferred tax assets, including the 
expected tax value of tax loss carryforwards if management assesses that 
these tax assets can be offset against positive taxable income in the foresee-
able future. This judgement is made annually and based on bud gets and 
business plans for the coming years, including planned commercial initiatives.

Receivables.   Receivables are measured at amortised cost less impairment. 

Write-downs are made for bad debt losses due to inability to pay. If the abil-
ity to pay deteriorates in the future, further write-downs may be necessary. 
Management performs analyses on the basis of customers’ expected ability to 
pay, historical information on payment patterns, doubtful debts, customer con-
centrations, customers’ creditworthiness, including the impact of the economic 
downturn on the markets in general as well as on the individual customer, 
collateral received and the financial situation in the Group’s sales channels.

With regard to loans to the on-trade, the individual Group companies man-
age and control these loans as well as standard trade credits in accordance 
with Group guidelines.

Derecognition of groups of receivables, e.g. in business combinations or 
other structured transactions, is based on management’s judgement of 
contractual terms and other factors related to the transaction.

Write-downs made are expected to be sufficient to cover losses. The 
financial uncertainty associated with write-downs for bad debt losses is 
usually considered to be limited. As a result of the international economic 
crisis, the risk of bad debt losses has increased. This has been taken into 
consideration in the assessment of impairment at the end of the reporting 
period and in the general management and monitoring of usual trade
credits and loans to the on-trade.

Retirement benefit obligations and similar obligations.   When calculat-
ing the value of the Group’s defined benefit plans, a number of significant 
actuarial assumptions are made, including discount rates, expected return 
on plan assets, expected growth in wages and salaries, mortality and re-
tirement benefits. The range and weighted average for these assumptions 
are disclosed in note 25.

The value of the Group’s defined benefit plans is based on valuations from 
external actuaries.

Provisions and contingencies.   Management assesses provisions, contin-
gent assets and contingent liabilities and the likely outcome of pending or 
probable lawsuits etc. on an ongoing basis. The outcome depends on fu-
ture events, which are by nature uncertain. In assessing the likely outcome 
of lawsuits and tax disputes etc., management bases its assessment on ex-
ternal legal assistance and established precedents. In connection with large 
restructurings, management assesses the timing of costs to be incurred, 
which influences the classification as current or non-current liabilities re-
spectively. Provision for losses on onerous procurement contracts is based 
on agreed terms with the supplier and expected fulfilment of the contract 
based on the current estimate of volumes and use of raw materials.
Warranty provisions are based on the substance of the agreements entered 
into, including the guarantees issued covering customers in the on-trade. 
Provisions are disclosed in note 27 and contingent liabilities in note 38.

Assessment in applied accounting policies

In applying the Group’s accounting policies, management makes judge-
ments which may significantly influence the amounts recognised in the 
consolidated financial statements. Such judgements are performed in rela-
tion to the accounting treatment of: 
• Business combinations
• Financial instruments
• Revenue
• Real estate projects
• Loans to the on-trade
• Special items
• Inventories
• Deposit liabilities
• Leases and service contracts

Business combinations.   When accounting for business combinations, 
new cooperation agreements and changes in shareholder agreements, 
judgement is made concerning the classification of the acquired entity as a 
subsidiary, joint venture or associate. This judgement is made on the basis 
of the agreements entered into on the acquisition of ownership interests or 
voting rights in the entity and on the basis of shareholder agreements etc. 
stipulating the actual level of influence over the entity.

This classification is significant as the recognition of proportionally con-
solidated joint ventures impacts the financial statements differently from 
full consolidation of subsidiaries or recognition of associates using the 
equity method. The amendment of IFRS preventing the use of propor-
tional consolidation will therefore have an impact on the consolidated 
financial statements as of 1 January 2013 which is not material to the 
Group. Key figures for proportionally consolidated entities are disclosed 
in note 34.

Financial instruments.   When entering into financial instruments, manage-
ment assesses whether the instrument is an effective hedge of recognised 
assets and liabilities, expected future cash flows or financial investments. 
The effectiveness of recognised hedge instruments is assessed at least 
quarterly. Any ineffectiveness is recognised in the income statement.

Revenue recognition.   Revenue from the sale of finished goods and goods 
for resale is recognised when the risk has been transferred to the buyer. 
Revenue is measured excluding discounts, VAT and duties (including excise 
duties on beer and soft drinks).

Management assesses the local rules on the imposition of duties for 
the purpose of classification either as sales-related duties, which are 
deducted from revenue, or as part of cost of sales. Customer discounts are 
recognised in the same period as the sales to which they relate. Customer 
discounts are deducted from revenue.

Customer discounts based on accumulated sales volumes over a period of 
time are calculated on the basis of expected total sales based on experi-
ence from previous sales, sales up to that date and other current informa-
tion about trading with the customer. These calculations are performed by 
management in cooperation with sales managers.

Recognition of real estate projects.   When entering into contracts, 
management makes judgements as to whether the individual real estate 
project is sufficiently modified for the percentage of completion method to 
apply. During 2011 and 2010 all projects were accounted for using the sales 
method, under which gains on disposal of real estate are recognised when 
the real estate is transferred to the buyer. The selling price of real estate 
projects less production costs is recognised under other operating income.

Loans to the on-trade.   Under certain circumstances the Group grants 
loans to on-trade customers in some markets. The agreements are typi-
cally complex and cover several aspects of the relationship between the 
parties. Management assesses the recognition and classification of income 
and expenses for each of these agreements, including the allocation of 
revenue from the loan between income, customer discounts and other 
operating income. Management also assesses whether developments of 
importance to the on-trade could indicate impairment of on-trade loans in 
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a market in general. Such developments also include changes in local le-
gislation, which may have an adverse effect on the earnings in the industry 
as a whole and where the effect cannot be allocated to individual loans.

Special items.   The use of special items entails management judgement 
in the separation from other items in the income statement, cf. the ac-
counting policies. Special items constitute items of income and expenses 
which cannot be attributed directly to the Group’s ordinary operating 
activities but concern fundamental structural or process-related changes 
in the Group and any associated gains or losses on disposal. Management 
carefully considers such changes in order to ensure the correct distinction 
between the Group’s operating activities and restructuring of the Group 
carried out to enhance the Group’s future earnings potential.

Special items also include other significant non-recurring items, such as 
impairment of goodwill and trademarks, gains and losses on the disposal 
of activities, revaluation of shareholdings in an entity held immediately 
before a step acquisition of that entity and transaction cost in a business 
combination.
 
Inventories.   The cost of finished goods and work in progress comprises 
the cost of raw materials, consumables, direct labour and indirect produc-
tion overheads. Indirect production overheads comprise indirect supplies, 
wages and salaries as well as maintenance and depreciation of the 
machinery, plant and equipment used for production and costs of plant 
administration and management. Entities in the Group which use standard 
costs in the measurement of inventories review these costs at least once a 
year. The standard cost is also revised if it deviates by more than 5% from 
the actual cost of the individual product.

Indirect production overheads are calculated on the basis of relevant 
assumptions as to capacity utilisation, production time and other factors 
pertaining to the individual product.

The net realisable value of inventories is calculated as the selling price less 
costs of completion and costs necessary to make the sale and is deter-
mined taking into account marketability, obsolescence and developments 
in expected selling price. The calculation of net realisable value is mainly 
relevant to packing materials, packaging and spare parts. Net realisable 
value is normally not calculated for beer and soft drinks because their 
limited shelf life means that slow-moving goods must be scrapped instead. 
Following the economic downturn, the individual entities in the Group have 
paid special attention to inventory turnover and the remaining shelf life 
when determining net realisable value and scrapping.

Deposit liabilities.   In a number of countries, the local entities have a legal 
or contractual obligation to buy back returnable packaging from the mar-
ket. When invoicing customers, a deposit is added to the sales price and 
the entity recognises a deposit liability. The deposit is paid out on return of 
bottles. The deposit liability provided for is estimated based on movements 
during the year in recognised deposit liabilities and on historical informa-
tion about return rates and loss of bottles in the market.

Leases and service contracts.   The Carlsberg Group has entered into a 
number of leases and service contracts. When entering into these agree-
ments, management considers the substance of the service being rendered 
in order to classify the agreement as either a lease or a service contract. In 
making this judgement, particular importance is attached to whether fulfil-
ment of the agreement depends on the use of specific assets. The Group’s 
leases and significant service contracts are disclosed in notes 38 and 39.

For leases an assessment is made as to whether the lease is a finance 
lease or an operating lease. The Group has mainly entered into operating 
leases for standardised assets with a short duration relative to the life of 
the assets and accordingly the leases are classified as operating leases.
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2011

DKK million
Northern & 

Western Europe
Eastern 
Europe Asia

Not 
allocated

Beverages, 
total

Non- 
beverage

Carlsberg 
Group, total

Income statement:
Net revenue 36,840 19,702 6,838 181 63,561 - 63,561
Intra-segment revenue 39 17 - -56 - - -

Total net revenue 36,879 19,719 6,838 125 63,561 - 63,561

Share of profit/loss after tax in associates 42 5 127 - 174 6 180

Operating profit before special items 5,419 4,286 1,286 -1,114 9,877 -61 9,816

Special items, net 605 -873 -268
Financial items, net -1,908 -110 -2,018

Profit before tax 8,574 -1,044 7,530
Corporation tax -2,156 318 -1,838

Consolidated profit 6,418 -726 5,692

Operating margin 14.7% 21.7% 18.8% 15.5% 15.4%

DKK million

Other segment items:
Total assets 52,113 76,703 20,388 -13,009 136,195 11,519 147,714
Assets held for sale 235 - - - 235 335 570
Invested capital, cf. note 32 27,754 65,285 15,631 -2,678 105,992 12,204 118,196
Acquisition of property, plant and equipment and 

intangible assets 1,946 1,153 889 332 4,320 45 4,365
Depreciation and amortisation 1,884 1,467 356 55 3,762 18 3,780
Impairment losses 379 750 - 250 1,379 - 1,379

The Group’s activities are segmented on the basis of geographical regions in 
accordance with the management reporting structure for 2011. 

For segment reporting purposes, the Chief Operating Decision Maker is the 
Executive Committee. The Executive Committee manages and makes business 
decisions based on geographical segments. Segments are managed and deci-
sions are made based on business performance measured as operating profit 
before special items. Decisions on intra-Group sale of trademarks and activi-
ties, financing and tax planning are made based on information for the Group 
as a whole and therefore not segmented. The “Not allocated” segment relates 
mainly to headquarter functions which consist of management fees, royalty 
charges, central marketing, sponsorships, receivables etc. and of eliminations. 
Intra-segment revenue is based on arm’s length prices.

The non-beverage activities are managed separately and therefore also 
shown separately. The segmentation reflects the structure used for internal 
reporting and monitoring of the strategic and financial targets of the Group. 

A segment’s operating profit/loss before special items includes revenue, 
operating costs and share of profit/loss in associates to the extent that they 
can be allocated directly to the individual segment. Income and expenses 
related to Group functions have not been allocated and, as is the case with 
eliminations and non-brewing activities, are not included in the operating 
profit/loss before special items of the segments. 
 
Non-current segment assets comprise intangible assets and property, plant 
and equipment used directly in the operating activities of the segment. Cur-
rent segment assets are allocated to the segments to the extent that they 
can be allocated directly to the individual segment, including inventories, 
trade receivables, other receivables and prepayments. Allocated goodwill 
and trademarks by segment are specified in note 15. 

Not allocated net revenue, DKK 125m, consists of DKK 6,433m net revenue 
from other companies and activities and DKK 6,308m from eliminations of 
sales between these other companies and the segments. 
 
Not allocated operating profit before special items, DKK -1,114m, consists 
of DKK -1,169m from other companies and activities and DKK 55m from 
eliminations. 

In 2011, special items were affected by an intra-Group sale between a 
company within the beverage activity and a company within other activities 
which is eliminated at Group level. 
 

Not allocated total assets, DKK -13,009m, comprise entities that are not 
business segments and eliminations of investments in subsidiaries, receivables, 
loans etc. 

nOte 2   SEGMENT INFORMATION
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nOte 2   SEGMENT INFORMATION – CONTINUED

The geographical allocation is made on the basis of the selling countries’ 
residence and comprises countries individually accounting for more than
10% of the Group’s consolidated net revenue as well as the domicile country.

Non-current assets comprise non-current assets other than financial instru-
ments, deferred tax assets and retirement benefit plan assets.

Information about major customers.   The Carlsberg Group does not have 
any individual customers who account for more than 10% of the Group’s net 
revenue.

Not allocated total assets, DKK -9,090m, comprise entities that are  
not business segments and eliminations of investments in subsidiaries, 
receivables, loans etc. 
 

2010

DKK million
Northern & 

Western Europe
Eastern 
Europe Asia

Not 
allocated

Beverages, 
total

Non- 
beverage

Carlsberg 
Group, total

Income statement:
Net revenue 36,122 18,141 5,613 178 60,054 - 60,054
Intra-segment revenue 34 46 - -80 - - -

Total net revenue 36,156 18,187 5,613 98 60,054 - 60,054

Share of profit/loss after tax in associates 9 -11 142 1 141 7 148

Operating profit before special items 5,086 5,048 1,044 -932 10,246 3 10,249

Special items, net -249 - -249
Financial items, net -2,137 -18 -2,155

Profit before tax 7,860 -15 7,845
Corporation tax -1,847 -38 -1,885

Consolidated profit 6,013 -53 5,960

Operating margin 14.1% 27.8% 18.6% 17.1% 17.1%

DKK million

Other segment items:
Total assets 52,275 74,496 14,467 -9,090 132,148 12,102 144,250
Assets held for sale 79 - - 205 284 135 419
Invested capital, cf. note 32 28,216 67,553 10,826 -1,722 104,873 12,246 117,119
Acquisition of property, plant and equipment and 

intangible assets 1,644 745 549 384 3,322 55 3,377
Depreciation and amortisation 2,057 1,507 287 115 3,966 21 3,987
Impairment losses 440 240 43 - 723 - 723
 

Information on geographical allocation  
of net revenue and non-current assets

Net revenue Non-current assets

2011 2010 2011 2010

Denmark (Carlsberg A/S’s domicile) 4,722 4,604 2,086 2,192
Russia 16,070 14,466 60,525 63,335
Other countries 42,769 40,984 66,317 62,781

Total 63,561 60,054 128,928 128,308

Not allocated net revenue, DKK 98m, consists of DKK 2,549m net revenue 
from other companies and activities and DKK 2,451m from eliminations of 
sales between these other companies and the segments. 
 
 
 
 

Not allocated operating profit before special items, DKK -932m, consists  
of DKK -928m from other companies and activities and DKK -4m from 
eliminations. 
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nOte 3   COST OF SALES

DKK million 2011 2010

Cost of materials 18,699 16,682
Direct staff costs 1,270 1,311
Machinery costs 839 929
Depreciation, amortisation and impairment losses 2,671 2,728
Indirect production overheads 3,432 3,293
Purchased finished goods and other costs 4,877 4,039

Total 31,788 28,982

Of which staff costs, cf. note 12 2,652 2,638

nOte 4   SALES AND DISTRIBUTION ExPENSES

nOte 5   FEES TO AUDITORS APPOINTED By THE ANNUAL GENERAL MEETING

DKK million 2011 2010

Marketing expenses 6,554 5,857
Sales expenses 4,937 4,808
Distribution expenses 6,992 6,493

Total 18,483 17,158

Of which staff costs, cf. note 12 5,872 4,724

DKK million 2011 2010

KPMG:
Statutory audit 27 29
Assurance engagements - 1
Tax advisory 4 5
Other services 3 2

Assurance engagements included fees for assurances in relation to opinions 
to third parties. In 2010, assurance engagements also included fees for assur-

ances in relation to bond issue. Tax advisory services mainly related to fees for 
assistance on Group restructuring projects and general tax consultancy. 

nOte 6   OTHER OPERATING INCOME AND ExPENSES

DKK million 2011 2010

Other operating income:
Gains on disposal of real estate under other activities 10 16
Gain on disposal of assets classified as held for sale under other activities 58 118
Gains on disposal of real estate within beverage activities 34 49
Gains on disposal of other property, plant and equipment and intangible assets within beverage activities 89 176
Interest and amortisation of on-trade loans 102 105
Rental income, real estate 79 95
Funding and grants received for research and development activities 15 12
Income from grants and subsidies 47 27
Loss compensation - 20
Other 237 197

Total 671 815

Other operating expenses:
Loss on disposal of real estate within beverage activities -54 -51
Loss on disposal of other property, plant and equipment and intangible assets within beverage activities -2 -7
Losses and write-downs on on-trade loans -1 -73
Real estate costs -137 -115
Expenses relating to research centres -162 -146
Other -66 -196

Total -422 -588

Of which staff costs, cf. note 12 -83 -95

Funding and grants received for research and development activities include 
funding from the Carlsberg Foundation of DKK 15m (2010: DKK 12m) for the 
operation of the Carlsberg Laboratory. 
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Special items include significant income and costs of a special nature in 
terms of the Group’s revenue-generating operating activities, such as the 
cost of extensive structuring of processes and fundamental structural 
adjustments, as well as any gains or losses arising from disposals in this 
connection which have a material effect over a given period. This item also 
includes significant non-recurring items, including impairment of goodwill 
and trademarks and gains and losses on the disposal of activities.  
 
Special items also include gains on revaluation of shareholdings in associ-
ates prior to a step acquisition of the entities. 
 
Special items, income, amounted to DKK 1,404m (2010: DKK 732m) and 
relates to revaluation on step acquisitions of Lao Brewery Co. Ltd., Laos, and 
Hue Brewery Ltd., Vietnam, and adjustment of gains and losses on disposal 
of entities in prior years. 
 
Special items, costs, amounted to DKK -1,672m (2010: DKK -981m).  
 
The impairment losses on trademarks of DKK -450m primarily relate to  
two trademarks in Eastern Europe. In 2010 the DKK 300m mainly related  
to trademarks in Eastern Europe, cf. note 15. 

The impairment losses on Carlsberg Uzbekistan, DKK 300m, and Nordic 
Getränke GmbH, DKK 260m, are related to goodwill and non-current assets 
in the entities due to difficult market conditions, poor performance and profit 
outlook. 
 
The impairment of the Business Standardisation Programme (BSP) relates 
to redesign and change of scope following the decision of establishing a fully 
integrated supply chain across all markets in Northern & Western Europe. 

In 2011, the Group disposed of its distribution activities in Sorex, France, 
resulting in a loss of DKK 86m. 

The Dresden Brauerei, Germany, was sold in January 2011. Prior to the sale, 
an impairment loss of DKK 128m had been recognised in 2010 on the brew-
ery assets, corresponding to the difference between the carrying amount 
and the sales price agreed with the acquirer. Following the completion of the 
transaction, a minor gain was recognised in 2011.  

In 2010, it was announced that Fribourg Brauerei, Switzerland, would be 
closed. The restructuring costs and impairment losses in relation to the  
closing of the brewery amounted to DKK 161m. 

nOte 7   SPECIAL ITEMS

DKK million 2011 2010

Special items, income:
Gain on disposal of entities and adjustments to gain in prior year 64 134
Revaluation gain on step acquisition of entities 1,300 598
Other restructuring income etc., other entities 40 -

Income total 1,404 732

Special items, cost:
Impairment of trademarks -450 -300
Impairment of Carlsberg Uzbekistan -300 -
Impairment of Nordic Getränke GmbH, Germany -260 -
Impairment of Business Standardisation Programme -250 -
Impairment of Dresden Brauerei, Carlsberg Deutschland - -128
Impairment of properties, Unicer-Bebidas de Portugal - -65
Impairment of Lingwu Brewery, Ningxia, China - -40
Impairments of other non-current assets -31 -
Termination benefits and impairment of non-current assets in connection with restructuring at Carlsberg Deutschland -94 -
Impairment and restructuring in relation to optimisation of packaging standardisation in Northern Europe -83 -
Termination benefits in connection with restructuring in central headquarter functions -76 -
Restructuring of Leeds Brewery, Carlsberg UK -57 -19
Termination benefits in connection with restructuring of sales force, logistics and administration, Carlsberg UK -16 -29
Termination benefits and impairment of non-current assets in connection with new administration structure at Brasseries 

Kronenbourg, France -32 -77
Termination benefits etc., Carlsberg Italia -10 -28
Termination benefits etc. in connection with Operational Excellence Programmes -57 -20
Loss on sale of Sorex, France -86 -
Restructuring of Fribourg Brauerei, Feldschlösschen, Switzerland - -161
Provision for onerous malt contracts, including reversal of unused provision from previous year 150 -7
Costs in relation to acquisitions of Hue Brewery Ltd., Vietnam (2010: Wusu xinjiang Beer Group, China, 
   and Chongqing Brewery Co. Ltd., China) -14 -71
Other restructuring costs etc., other entities -6 -36

Cost total -1,672 -981

Special items, net -268 -249

If special items had been recognised in operating profit before special items,  
they would have been included in the following items:
Cost of sales -858 -627
Sales and distribution expenses -5 -52
Administrative expenses -372 -171
Other operating income 1,404 807
Other operating expenses -86 -206
Share of profit after tax in associates -260 -

-177 -249
Impairment of goodwill -91 -

Special items, net -268 -249
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Financial items recognised in other comprehensive income

DKK million 2011 2010

Foreign exchange adjustments of foreign entities:
Foreign currency translation of foreign entities -1,837 5,976
Recycling to income statement of cumulative translation differences  

related to foreign operations acquired in step acquisitions/disposed of in the year -2 -29
Effect of hyperinflation 175 -

Total -1,664 5,947

Value adjustments of hedging instruments:
Cash flow hedges, effective portion of changes in fair value -496 -301
Net change in fair value of cash flow hedges transferred to income statement 504 602
Net investment hedges, net change in fair value -20 -1,069

Total -12 -768

Value adjustments of securities:
Securities, net change in fair value - 1

Total - 1

Financial items, net recognised in other comprehensive income -1,676 5,180

Financial items, net recognised in total comprehensive income -3,694 3,025

Interest expenses primarily relate to interest on borrowings measured at  
amortised cost. 

Interest, losses and write-downs from trade loans, which are measured at am-
ortised cost, are included as income and expenses in other operating income 
and expenses (cf. note 6), as such loans are seen as a prepaid discount to the 
customer. 

Of the net change in fair value of cash flow hedges transferred to income 
statement DKK 99m (2010: DKK -1m) is included in cost of sales and DKK 
405m (2010: DKK 603m) is included in financial items. 
 
 
 
 

 
 
 
 
 

nOte 8   FINANCIAL INCOME AND FINANCIAL ExPENSES

Financial items recognised in the income statement

DKK million 2011 2010

Financial income:
Interest income 191 232
Dividends from securities 10 8
Fair value adjustments of financial instruments, net, cf. note 36 - 495
Foreign exchange gains, net 54 -
Realised gains on disposal of associates and securities - 1
Expected return on plan assets, defined benefit plans 327 325
Other financial income 48 24

Total 630 1,085

Financial expenses:
Interest expenses -1,935 -2,165
Fair value adjustments of financial instruments, net, cf. note 36 -72 -
Foreign exchange losses, net - -473
Realised losses on disposal of securities -1 -9
Impairment of financial assets -6 -25
Interest cost on obligations, defined benefit plans -376 -390
Effect of hyperinflation -59 -
Other financial expenses -199 -178

Total -2,648 -3,240

Financial items, net recognised in the income statement -2,018 -2,155

Interest income relates to interest from cash and cash equivalents measured at 
amortised cost.
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nOte 9   CORPORATION TAx

2011 2010

% DKK million % DKK million

Reconciliation of the effective tax rate for the year:
Nominal weighted tax rate for the Carlsberg Group 22.3% 1,678 22.1% 1,739
Change in tax rate -0.2% -15 -0.8% -63
Adjustments to tax for previous years 0.7% 59 0.7% 50
Non-capitalised tax assets, net movements 3.5% 264 -0.9% -71
Non-taxable income -1.5% -115 -0.5% -39
Non-deductible expenses 2.6% 194 2.3% 181
Tax incentives etc. -1.6% -119 -0.8% -63
Special items -2.1% -160 -1.6% -126
Withholding taxes 1.1% 86 3.8% 299
Other and tax in associates -0.4% -34 -0.3% -22

Effective tax rate for the year 24.4% 1,838 24.0% 1,885

Tax recognised in other comprehensive income:

2011 2010

DKK million

Recognised 
item  

before tax

Tax 
expense/

benefit
Net  

of tax

Recognised 
item  

before tax

Tax 
expense/

benefit
Net  

of tax

Foreign exchange adjustments -1,839 - -1,839 5,947 - 5,947
Hedging instruments -12 103 91 -768 11 -757
Securities - - - 1 - 1
Retirement benefit obligations -1,093 208 -885 -167 38 -129
Share of other comprehensive income in associates 3 - 3 - - -
Effect of hyperinflation 175 - 175 - - -
Other -26 3 -23 11 -2 9

Total -2,792 314 -2,478 5,024 47 5,071

DKK million 2011 2010

The change in deferred tax recognised in the income statement can be broken down as follows:
Tax losses 192 -42
Deferred tax from change in tax rate -15 -63
Intangible assets and property, plant and equipment etc. -306 124

Change in deferred tax recognised in the income statement -129 19

Nominal weighted tax rate for the Group is calculated as domestic tax rates 
applicable to profits in the entities as a proportion of each entity’s share of 
the Group’s profit before tax. 

 

Adjustment to tax for previous years DKK 119m (2010: DKK 9m) is included in 
the tax benefit/expense for hedging instruments.

An interest ceiling maximises the tax deduction accumulated for fair value ad-
justments of hedging instruments recognised in other comprehensive income. 
Therefore tax on such adjustments fluctuates between the years. 

2011 2010

DKK million

Total com-
prehensive 

income

Other com-
prehensive 

income
Income 

statement

Total com-
prehensive 

income

Other com-
prehensive 

income
Income 

statement

Tax for the year can be specified as follows:
Current tax 1,917 -9 1,908 1,915 1 1,916
Change in deferred tax during the year -318 204 -114 45 37 82
Change in deferred tax from change in tax rate -15 - -15 -63 - -63
Adjustments to tax for previous years -60 119 59 -59 9 -50

Total 1,524 314 1,838 1,838 47 1,885
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Diluted earnings per share exclude 222,244 share options (2010: 462,596) 
which do not have a dilutive effect, as the total of the exercise price and 
the fair value of the options at the grant date is higher than the average 

market price of the Carlsberg B share in the year. These share options 
could potentially dilute earnings in the future. 

nOte 10   NON-CONTROLLING INTERESTS

nOte 11   EARNINGS PER SHARE

DKK million 2011 2010

Non-controlling interests’ share of profit for the year relates to the following:
Baltika Breweries 294 419
Carlsberg Malaysia Group 146 115
Other 103 75

Total 543 609

DKK 2011 2010

Basic earnings per share of DKK 20 (EPS)  33.8 35.1
Diluted earnings per share of DKK 20 (EPS-D)  33.7 35.0

1,000 shares

Average number of shares 152,557 152,557
Average number of treasury shares -19 -9

Average number of shares outstanding 152,538 152,548
Average dilutive effect of outstanding share options 299 398

Diluted average number of shares outstanding 152,837 152,946

DKK million

Consolidated profit 5,692 5,960
Non-controlling interests -543 -609

Profit attributable to shareholders in Carlsberg A/S 5,149 5,351
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nOte 12    STAFF COSTS AND REMUNERATION OF THE SUPERVISORy BOARD AND THE ExECUTIVE BOARD 

DKK million 2011 2010

Salaries and other remuneration 8,942 7,828
Severance pay 192 90
Social security costs 1,220 1,154
Retirement benefit costs – defined contribution plans 196 214
Retirement benefit costs – defined benefit plans 73 94
Share-based payment -1 34
Other employee benefits 218 138

Total 10,840 9,552

Staff costs are included in the following items in the income statement:
Cost of sales 2,652 2,638
Sales and distribution expenses 5,872 4,724
Administrative expenses 2,053 1,964
Other operating expenses 83 95
Special items (restructurings) 180 131

Total 10,840 9,552

   
   
   
  

2011 2010

DKK million
Jørgen Buhl 
Rasmussen

Jørn P. 
Jensen

Key 
management 

personnel
Jørgen Buhl 
Rasmussen

Jørn P. 
Jensen

Key 
management 

personnel

Remuneration of the Executive Board  
and key management personnel:
Fixed salary 10.5 9.1 52.1 10.5 9.1 46.0
Cash bonus - - 22.1 6.3 5.5 24.2
Non-monetary benefits 0.3 0.2 3.4 0.3 0.2 1.3
Share-based payment 4.0 4.0 4.2 3.5 3.5 8.7

Total 14.8 13.3 81.8 20.6 18.3 80.2

Executive Board share options:  

Number DKK million

Grant 
year Exercise year 1 Jan. 2011 Granted Exercised 31 Dec. 2011

For exercise 
31 Dec. Fair value

Jørgen Buhl Rasmussen:

2007 2010-2015 12,388 - - 12,388 12,388 1
2008 2011-2016 44,776 - - 44,776 44,776 4
2009 2012-2017 30,000 - - 30,000 - 6
2010 2013-2018 15,000 - - 15,000 - 2
2011 2014-2019 30,000 - 30,000 - 2

Total 102,164 30,000 - 132,164 57,164 15

Jørn P. Jensen:

2003 2006-2011 13,008 - -13,008 - 13,008 -
2004 2007-2012 13,008 - - 13,008 13,008 2
2005 2008-2013 12,388 - - 12,388 12,388 2
2006 2009-2014 12,388 - - 12,388 12,388 1
2007 2010-2015 12,388 - - 12,388 12,388 1
2008 2011-2016 44,776 - - 44,776 44,776 4
2009 2012-2017 30,000 - - 30,000 - 6
2010 2013-2018 15,000 - - 15,000 - 2
2011 2014-2019 30,000 - 30,000 - 2

Total 152,956 30,000 -13,008 169,948 107,956 20

Executive Board total 255,120 60,000 -13,008 302,112 165,120 35

The Group had an average of 42,670 (2010: 41,402) full-time employees 
during the year. 
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nOte 12    STAFF COSTS AND REMUNERATION OF THE SUPERVISORy BOARD AND THE ExECUTIVE BOARD – CONTINUED 

Remuneration of the Executive Board and key management personnel is 
based on a fixed salary, cash bonus payments and non-monetary benefits 
such as company car, telephone etc. Furthermore, share option programmes 
and incentive schemes have been established for the Executive Board and 
other management personnel as defined in note 13. These programmes and 
schemes cover a number of years.

Employment contracts for members of the Executive Board contain terms and 
conditions that are considered common to executive board members in Danish 
listed companies, including terms of notice and non-competition clauses.

Key management personnel comprise Senior Vice Presidents and Vice Presi-
dents heading regions and Group business functions and CEOs in significant 
Group entities. The key management personnel are, together with the 
Executive Board, responsible for the planning, directing and controlling of the 
activities of the Group.

In respect of other benefits and bonus schemes, the remuneration of CEOs in 
foreign subsidiaries is based on local terms and conditions.

The Supervisory Board of Carlsberg A/S receives remuneration for duties 
performed in the Company and some subsidiaries. The remuneration is a fixed 
annual base amount of DKK 400 thousand. The Chairman receives double 
base fee and the Deputy Chairman receives one and a half base fee. Members 
of board committees receive an additional annual fee per committee of 38% 
of the base fee. The Chairman of the Audit Committee receives an additional 

annual fee of 75% of the base fee, and the Chairman of the Remuneration 
Committee and the Chaiman of the Nomination Committee each receive an 
additional annual fee of 50% of the base fee. The Supervisory Board is not 
included in share option programmes, retirement benefit plans and other 
schemes. No agreements have been entered into concerning termination 
benefits, and no such payments were made.

The holdings also include the holdings of the related parties of the Super-
visory Board and the Executive Board. 
 

No members of the Supervisory Board or the Executive Board own shares or 
bonds in any of the subsidiaries or associated companies of Carlsberg A/S. 

DKK million 2011 2010

Remuneration of the Supervisory Board:
Povl Krogsgaard-Larsen (Chairman of the Supervisory Board and of the Nomination Committee) 1.30 1.05
Jess Søderberg (Vice Chairman, Audit Committee Chairman) 1.20 0.96
Flemming Besenbacher 0.40 0.35
Lars Stemmerik 0.40 0.26
Richard Burrows (Remuneration Committee Chairman) 0.75 0.35
Kees van der Graaf 0.70 0.35
Per Øhrgaard 0.40 0.35
Niels Kærgård 0.40 0.35
Hans Andersen 0.40 0.35
Bent Ole Petersen 0.40 0.35
Ulf Olsson 0.40 0.26
Peter Petersen 0.40 0.26
Thomas Knudsen 0.05 -
Axel Michelsen - 0.09
Erik Dedenroth Olsen - 0.09
Hanne Buch-Larsen - 0.09

Total 7.20 5.51

Management’s holdings of Carlsberg A/S shares:
Number DKK million

 
1 Jan. 2011 Additions Sold 31 Dec. 2011

Market 
value 

Supervisory Board:
Povl Krogsgaard-Larsen (Chairman) B shares - - - -  -   
Jess Søderberg (Vice Chairman, Audit Committee Chairman) B shares 5,900 - - 5,900  2.39 
Flemming Besenbacher B shares 600 650 - 1,250  0.51 
Lars Stemmerik B shares - - - -  -   
Richard Burrows B shares 1,000 540 - 1,540  0.62 
Kees van der Graaf B shares - 950 - 950  0.38 
Per Øhrgaard B shares 1,614 787 - 2,401  0.97 
Niels Kærgård B shares 600 - - 600  0.24 
Hans Andersen B shares 1 - - 1  0.00 
Bent Ole Petersen B shares 54 - - 54  0.02 
Thomas Knudsen B shares - 27 - 27 0.01
Peter Petersen B shares - - - -  -   

Supervisory Board total 9,769 2,954 - 12,723 5.14

Executive Board:
Jørgen Buhl Rasmussen B shares 7,140 1,346 - 8,486  3.44 
Jørn P. Jensen A shares 400 - - 400  0.17 
Jørn P. Jensen B shares 1,808 808 - 2,616  1.06 

Executive Board total 9,348 2,154 - 11,502 4.67

Total 19,117 5,108 - 24,225 9.81
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nOte 13   SHARE-BASED PAyMENT

The Carlsberg Group has set up share option programmes to attract, retain 
and motivate the Group’s Executive Board and other levels of management 
personnel and to align their interests with those of the shareholders. Key 
management personnel comprise Senior Vice Presidents and Vice Presi-
dents heading regions and Group business functions and CEOs in the most 
significant Group entities. Other management personnel comprise Vice Presi-
dents and other key employees as well as the management of significant 
subsidiaries. No share option programme has been set up for Carlsberg A/S’s 
Supervisory Board.

Since 2001 the Group has issued share options yearly as part of the manage-
ment’s remuneration packages. In 2008 the Group introduced an additional 
long-term incentive programme, which was replaced by a new programme 
in 2011. The value of the remuneration received under the long-term incentive 
programmes is calculated as a predetermined percentage of the employee’s 
yearly salary.

The first long-term incentive programme (up to 2010) could be settled as either 
a regular cash bonus or as share options. The second long-term programme 
(from 2011) can only be settled in performance share units (PSUs).

Under the long-term incentive programme from 2008-2010, an employee 
who chose settlement in share options would be awarded the number of 
share options calculated as the value of the predetermined percentage of the 
employee’s salary divided by the fair value of one share option. The exact 
number of share options granted under the long-term incentive programme 
each year is determined after the publication of the Annual Report for the 
reporting period. A participant in the long-term incentive programme effective 
from 2011 will receive a number of PSUs, each giving the right to receive one 
Carlsberg B share. The exact number of PSUs granted is determined after the 
publication of the Annual Report for the year in which the PSUs are granted. 

Upon resignation, a proportion of the options may be exercised within one to 
three months unless special severance terms are agreed. Special terms and 
conditions apply in the case of retirement, illness, death or changes in Carlsberg 
A/S’s capital resources. Each share option entitles the holder to purchase one 
class B share in Carlsberg A/S. The options may only be settled in shares 
(equity-settled scheme). The Group has not purchased a significant number of 
treasury shares to meet this obligation. Treasury share holdings at 31 December 
2011 totalled 33,498 shares (2010: 17,756 shares). 
 

General information

The fair value of granted share options is estimated using the Black-Scholes 
call option pricing model based on the exercise price. The fair value at 31 
December 2011 was DKK 134m (2010: DKK 360m), which is DKK 226m lower 
than at year-end 2010.

The assumptions underlying the calculation of the grant date fair value for 
share options outstanding at year-end are stated below. The stated exercise 
prices and number of outstanding share options are adjusted for the bonus ele-
ment in connection with the share rights issues in 2004 and 2008.

The calculation of the number of share options where no exercise price has 
been determined at year-end is based on the assumptions available at year-
end (preliminary). The final number of share options will be adjusted to reflect 
the assumptions available at the time of vesting of each part of the long-term 
incentive programme (final).

The share price and exercise price for share options are calculated as the ave-
rage price of Carlsberg A/S’s class B shares on NASDAQ OMx Copenhagen 
during the first five trading days after the publication of Carlsberg A/S’s Annual 
Report following the granting of the options or after the grant date if this is 
different from the date of publication. The preliminary share price and exercise 
price for share options granted under the long-term incentive programme is the 
last available price before 31 December of the reporting year. 

The expected volatility for share options granted or measured prior to 2010 
was based on the historical volatility in the price of Carlsberg A/S’s class B 
shares over the previous two years. For share options granted or measured 
after 1 January 2010, the volatility is based on presently observed data on 
Bloomberg’s Options Valuation Function.

The risk-free interest rate is the interest rate on Danish government bonds of 
the relevant maturity, while the dividend yield is calculated as DKK 5.0 per 
share (2010: DKK 3.6 per share) divided by the share price.

The expected life of share options granted or measured prior to 2010 was 
based on exercise in the middle of the exercise period. For share options 
granted or measured after 1 January 2010 the expected life was based on 
exercise at the end of the exercise period.
 
 

General terms and conditions for the three programmes:
  

Share option programme
Long-term incentive programme 
(up to 2010)

Long-term incentive programme 
(from 2011)

Vesting conditions 3 years of service 3 years of service and Group’s 
financial performance in the 
service period

3 years of service and Group’s 
financial performance for the 
grant year 

Earliest time of exercise 3 years from grant date 3 years from grant date Shares are transferred to the recipient 
immediately after PSUs have vested

Latest time of exercise 8 years from grant date 6 years from grant date Shares are transferred to the recipient 
immediately after PSUs have vested

Time of valuation of option Immediately after publication of 
the Annual Report for the Group 
for the prior reporting period  

Immediately after publication of 
the Annual Report for the Group 
for the current reporting period  

Immediately after publication of the 
Annual Report for the Group for the 
grant year
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Number Exercise price

Executive 
Board

Key 
management 

personnel

Other 
management 

personnel
Resigned 

employees Total

Fixed, 
weighted 
average

Share options outstanding at 31 December 2009 234,225 168,661 807,438 370,631 1,412,294 328.81

Granted 30,000 28,400 77,750 - 136,150 417.34
Forfeited/expired - - -50,766 -1,951 -52,717 367.71
Exercised -9,105 -3,716 -39,740 -130,726 -183,287 252.52
Transferred - - -47,321 47,321 - 359.54

Share options outstanding at 31 December 2010 255,120 193,345 747,361 285,275 1,312,440 347.08

Granted 60,000 1,200 - - 61,200 566.78
Forfeited/expired - -3,342 -13,530 - -16,872 359.25
Exercised -13,008 -21,387 -102,873 -59,990 -197,258 343.96
Transferred - -34,752 -35,029 69,781 - 388.75

Share options outstanding at 31 December 2011 302,112 135,064 595,929 295,066 1,159,510 356.36

Exercisable at 31 December 2010 75,568 30,205 126,473 255,832 488,078 252.82
Exercised options as % of share capital 0.01% 0.00% 0.03% 0.08% 0.12%

Exercisable at 31 December 2011 152,112 108,391 233,326 237,822 731,651 426.49
Exercised options as % of share capital 0.01% 0.01% 0.07% 0.04% 0.13%

nOte 13   SHARE-BASED PAyMENT – CONTINUED

The average share price at the exercise date for share options was DKK 571 
(2010: DKK 482). At 31 December 2011, the exercise price for outstanding share 
options was in the range of DKK 203.50 to DKK 566.78 (2010: DKK 173.12 to 

DKK 531.80). The average remaining contractual life was 4.2 years (2010: 4.7 
years).

Assumptions 2011 2010

Grant date Expiring date Programme
Exercise 

price
Expected 
volatility

Risk-free 
interest rate

Expected 
dividend 

yield

Expected life 
of options, 

years

Fair value 
at measure -

ment date

Options 
out-

standing

Options 
out-

standing

01.03.2003 01.03.2011 Grant 2003 173.12 25% 4.1% 1.8% 5.5 126.35 - 22,763
01.03.2004 01.03.2012 Grant 2004 216.65 29% 3.5% 1.8% 5.5 81.51 22,764 59,485
01.03.2005 01.03.2013 Grant 2005 232.71 27% 3.1% 1.7% 5.5 74.27 65,205 83,619
01.03.2006 01.03.2014 Grant 2006 306.89 19% 3.3% 1.3% 5.5 89.37 109,800 130,983
01.03.2007 01.03.2015 Grant 2007 472.11 19% 3.9% 1.0% 5.5 136.67 160,240 191,210
01.03.2008 01.03.2016 Grant 2008 457.82 22% 3.6% 1.1% 5.5 141.72 172,598 213,795
01.06.2008 01.06.2016 Special grant 531.80 23% 4.3% 0.9% 5.5 181.08 161,044 183,755
01.09.2008 01.09.2016 Special grant 448.18 27% 4.3% 1.3% 5.5 128.83 40,000 40,000
01.03.2009 01.03.2017 Grant 2009 203.50 52% 3.0% 1.7% 5.5 88.41 242,507 255,346
01.03.2010 01.03.2018 Grant 2010 417.34 30% 3.1% 0.8% 8.0 154.23 124,152 131,484
01.03.2011 01.03.2019 Grant 2011 566.78 25% 2.9% 0.9% 8.0 180.5 61,200 -

Total outstanding share options under the share option programme 1,159,510 1,312,440

Share option programme

In 2011, a total of 61,200 (2010: 136,150) share options were granted to 3 (2010: 
98) employees. The fair value at the grant date of these options was a total 
of DKK 11m (2010: DKK 24m). The fair value is recognised in the income state-
ment over the vesting period of three years. In 2011, DKK 3m (2010: DKK 7m) 
was recognised in respect of share options granted in the year. The total cost 

of share-based payment was DKK 22m (2010: DKK 30m) in respect of options 
granted in the period 2008-2011 (2010: granted in the period 2007-2010). The 
cost of share-based payment is included in staff costs. At 31 December 2011, an 
amount of DKK 17m (2010: DKK 30m) has not been recognised in respect of 
current share option programmes. 
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nOte 13   SHARE-BASED PAyMENT – CONTINUED

The performance conditions related to the long-term incentive programme 
(up to 2010) are not expected to be met. The estimated number of options 
expected to vest is therefore adjusted to zero. There are no exercisable share 
options in the long-term incentive programme as at 31 December 2011. 

The number of options granted under the long-term incentive programme (up 
to 2010) is adjusted annually during the vesting period (three years). In 2010, 
the preliminary number of options regarding options granted in 2009 was 
adjusted to 58,951 based on the assumptions available after publishing the 
Annual Report for 2009. These assumptions are presented in the table above. 
The change in assumptions led to a positive adjustment of 4,546 options 
regarding 2009 and 16,757 regarding 2008. 

The performance conditions related to share options granted under the long-
term incentive programme in 2009 and 2010 are not expected to be fulfilled, 
hence the share options are not expected to vest. A reversal of cost of DKK 
23m has been recognised in 2011 (2010: DKK 11m) in respect of the non-vesting 
of share options.

Long-term incentive programme (from 2011)

Due to the development in the Group’s financial performance in 2011, no grant 
was made under the long-term incentive programme.

Assumptions 2011 2010

Grant date Expiring date Programme
Exercise 

price
Expected 
volatility

Risk-free 
interest rate

Expected 
dividend 

yield

Expected life 
of options, 

years

Fair value 
at measure -

ment date

Options 
out-

standing

Options 
out-

standing

01.01.2009 01.01.2015 LTI 09-11 year 1 (final) 417.34 30% 2.4% 0.8% 5.0 136.10 - 58,951
01.01.2009 01.01.2015 LTI 09-11 year 2 (prelim.) 558.50 30% 1.6% 0.6% 4.2 139.68 - 53,265
01.01.2009 01.01.2015 LTI 09-11 year 2 (final) 566.78 25% 2.2% 0.9% 5.0 122.85 - -
01.01.2009 01.01.2015 LTI 09-11 year 3 (prelim.) 558.50 30% 1.6% 0.6% 4.2 139.68 - 53,265
01.01.2010 01.01.2016 LTI 10-12 year 1 (prelim.) 558.50 29% 1.9% 0.6% 5.2 151.52 - 47,046
01.01.2010 01.01.2016 LTI 10-12 year 1 final) 566.78 25% 2.5% 0.9% 5.0 140.16 - -
01.01.2010 01.01.2016 LTI 10-12 year 2 (prelim.) 558.50 29% 1.9% 0.6% 5.2 151.52 - 47,046
01.01.2010 01.01.2016 LTI 10-12 year 3 (prelim.) 558.50 29% 1.9% 0.6% 5.2 151.52 - 47,046

Total outstanding share options under the long-term incentive programme (up to 2010) - 306,619

Long-term incentive programme (up to 2010)

The granted number of options included in the specification below is the 
estimated number of options that would be granted when applying the as-
sumptions available at 31 December of the reporting year. When the actual 
value per share option is determined after the publication of the Annual 
Report in February of the following year, the number of granted options will 
be adjusted.

In 2011, no share options were granted under the long-term incentive pro-
gramme (2010: 140,061). In 2010 share options were granted to 113 employees. 

The fair value at the grant date of the options granted in 2010 was a total 
of DKK 21m. The fair value is recognised in the income statement over the 
vesting period of three years. In 2010, DKK 7m was recognised in respect of 
share options granted in the year. The total cost/(income) recognised for the 
long-term incentive programme was DKK -23m (2010: DKK 4m) in respect of 
options granted in the period 2009-2010 (2010: granted in the period 2008-
2010). The cost/(income) of share-based payment is included in staff costs. At 
31 December 2011, no cost is yet to be recognised in respect of share options 
granted under the long-term incentive programme (2010: DKK 21m).

 
Number Exercise price

Executive 
Board

Key 
management 

personnel

Other 
management 

personnel
Resigned 

employees Total

Fixed, 
weighted 
average

Share options outstanding at 31 December 2009 - 23,350 251,015 33,598 307,963 420.48

Granted - 29,868 110,193 - 140,061 558.50
Adjustment - 2,309 16,354 2,640 21,303 404.82
Forfeited/expired - - -142,749 -19,959 -162,708 352.21
Transferred - - -9,075 9,075 - 518.23

Share options outstanding at 31 December 2010 - 55,527 225,738 25,354 306,619 531.36

Adjustment - 2,117 23,173 756 26,046 562.57
Transferred - -13,181 -20,465 33,646 - 535.24
Forfeited/expired - -44,463 -228,446 -59,756 -332,665 536.26

Share options outstanding at 31 December 2011 - - - - - -

74 Carlsberg Group



nOte 14   INTANGIBLE ASSETS

2011

DKK million Goodwill Trademarks 

Other 
intangible 

assets 
Pre-

payments Total

Cost:
Cost at 1 January 2011 50,791 36,413 2,078 613 89,895
Step acquisition of entities 2,712 237 1 - 2,950
Revaluation of previously recognised assets acquired in step acquisition - 237 - - 237
Acquisition of ownership interest in proportionally consolidated entities 101 - - - 101
Additions 122 - 197 247 566
Disposal of entities -6 - -3 - -9
Disposals - - -21 - -21
Transfers - -1 99 -62 36
Transfer to/from assets held for sale - - -2 - -2
Effect of hyperinflation 115 23 - - 138
Foreign exchange adjustments etc. -733 -968 34 -1 -1,668

Cost at 31 December 2011 53,102 35,941 2,383 797 92,223

Amortisation and impairment losses:
Amortisation and impairment losses at 1 January 2011 13 569 1,542 - 2,124
Disposals - - -19 - -19
Amortisation - 43 220 - 263
Impairment losses 91 450 250 - 791
Transfers - -1 32 - 31
Transfer to/from assets held for sale - - -2 - -2
Foreign exchange adjustments etc. 1 9 -16 - -6

Amortisation and impairment losses at 31 December 2011 105 1,070 2,007 - 3,182

Carrying amount at 31 December 2011 52,997 34,871 376 797 89,041

DKK million 2011 2010

Amortisation and impairment losses for the year are included in:
Cost of sales 66 53
Sales and distribution expenses 56 56
Administrative expenses 141 201
Special items 791 300

Total 1,054 610
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nOte 14   INTANGIBLE ASSETS – CONTINUED

Additions to goodwill are further described in notes 30 and 31.  

The carrying amount of trademarks which have an indefinite useful life and 
therefore are not amortised was DKK 34,294m (2010: DKK 35,213m) at 31 
December 2011, equivalent to 98% (2010: 97%) of the capitalised trade-
marks. Management assesses that the value of these trademarks can be 
maintained for an indefinite period, as these are well-established trademarks 
in the markets concerned and these markets are expected to be profitable 
in the longer term. In the opinion of management, there is only a minimal 
risk of the current situation in the markets reducing the useful life of these 
trademarks, primarily due to the respective market share in each market and 
the current and planned marketing efforts, which are helping to maintain 
and increase the value of these trademarks. 
 

Goodwill is determined as the difference between purchase price and the fair 
value of acquired assets, liabilities and contingent liabilities in each business 
combination. Goodwill is allocated to the individual cash-generating units 
based on an allocation of the purchase price less the fair value of acquired 
assets, liabilities and contingent liabilities in each entity. It is management’s 
assessment that the allocation is based on documented estimates, taking 
into consideration the uncertainties inherent in determining the cash flows of 
the acquired cash-generating units. 

The carrying amount of other intangible assets at 31 December 2011 included 
capitalised software costs of DKK 86m (2010: DKK 277m) and beer delivery 
rights of DKK 81m (2010: DKK 79m). 

Research and development costs of DKK 119m (2010: DKK 109m) have been 
recognised in the income statement. 
 

2010

DKK million Goodwill Trademarks 

Other 
intangible 

assets 
Pre-

payments Total

Cost:
Cost at 1 January 2010 46,928 34,171 2,064 39 83,202
Step acquisition of entities 935 58 31 - 1,024
Revaluation of previously recognised assets acquired in step acquisition - 38 39 - 77
Acquisition of ownership interest in proportionally consolidated entities 119 1 - - 120
Additions 545 - 152 411 1,108
Disposals - - -75 - -75
Transfers - - -154 162 8
Transfer to/from assets held for sale - - -31 - -31
Foreign exchange adjustments etc. 2,264 2,145 52 1 4,462

Cost at 31 December 2010 50,791 36,413 2,078 613 89,895

Amortisation and impairment losses:
Amortisation and impairment losses at 1 January 2010 17 225 1,349 - 1,591
Acquisition of ownership interest in proportionally consolidated entities - 1 - - 1
Disposals - - -73 - -73
Amortisation - 38 272 - 310
Impairment losses - 300 - - 300
Transfer to/from assets held for sale - - -28 - -28
Foreign exchange adjustments etc. -4 5 22 - 23

Amortisation and impairment losses at 31 December 2010 13 569 1,542 - 2,124

Carrying amount at 31 December 2010 50,778 35,844 536 613 87,771

DKK million 2011 2010

Additions to goodwill during the year can be specified as follows:
Step acquisition of entities 2,712 935
Acquisition of ownership interest in proportionally consolidated entities 101 119
Recognition and revaluation of put options related to acquisitions prior to 2010 122 261
Adjustment to acquisition of entities in prior years - 284

Total 2,935 1,599
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nOte 15   IMPAIRMENT TEST

Goodwill and trademarks with an indefinite useful life

General assumptions.   The Carlsberg Group annually performs impair-
ment tests of goodwill and trademarks with an indefinite useful life. In-
tangible assets with a finite useful life and property, plant and equipment 
are tested if indications of impairment exist. The Carlsberg Group has 
performed impairment tests of the carrying amounts based on the budget 
and target plans approved by the Supervisory Board and the Executive 
Board in December 2011.

Goodwill and trademarks related to Baltika Breweries (Russia), Brasseries 
Kronenbourg (France) and the acquisition of the 40% non-controlling 
holding in Carlsberg Breweries A/S each comprises 10% or more of the to-
tal carrying amount of goodwill and trademarks with an indefinite useful 
life at 31 December 2011. No other goodwill and trademarks comprise 10% 
or more of the total carrying amount of goodwill and trademarks with 
indefinite useful life at 31 December 2011.

Goodwill

The impairment test of goodwill is performed at regional level for Northern 
& Western Europe and Eastern Europe, while entities in Asia are tested at 
sub-regional levels. Entities that are less integrated in regions or sub-regions 
are tested at individual entity level. The cash-generating units are based on 
the management structure and reflect the smallest identifiable group of assets 
that are largely independent of cash inflows from other cash-generating units. 
The management of the Group is centralised and driven through the regional 
managements, which are responsible for performance, investments and 
growth initiatives in their respective regions.

The management structure and responsibilities support and promote optimisa-
tions across countries focusing on the Group or region as a whole and not just 
on the specific country. Change in procurement and sourcing between coun-
tries increase intra-group trade/transactions, which will also have an increasing 
impact on the allocation of profits.

For the Group’s cash-generating units, the carrying amount of goodwill at 31 
December was as follows:

DKK million 2011 % 2010 %

Northern & Western Europe:
Northern Europe 6,659 13% 6,841 14%
Western Europe excl. Unicer-Bebidas de Portugal 13,542 26% 13,329 26%
Unicer-Bebidas de Portugal 534 1% 536 1%

Eastern Europe:
Eastern Europe 25,488 48% 26,378 52%

Asia:
Greater China and Malaysia 2,181 4% 2,219 4%
Indochina 3,977 7% 980 2%
India 243 0% 119 0%
Gorkha, Nepal 373 1% 376 1%

Total 52,997 100% 50,778 100%

DKK million 2011 % 2010 %

Northern & Western Europe 6,396 19% 6,405 18%
Eastern Europe 27,410 80% 28,808 82%
Asia 488 1% - -

Total 34,294 100% 35,213 100%

The impairment test of goodwill for each cash-generating unit is based on 
the discounted value of expected future free cash flows (value in use) based 
on budgets and target plans for the next three years and projections for 
subsequent years (the terminal period). Key parameters include assumptions 
about revenue growth, operating margin, future capital expenditure and 
growth expectations beyond the next three years. Budgets and target plans 
do not incorporate the effect of future restructurings and non-contracted 
capacity increases.

Budgets and target plans for the next three years are based on solid com-
mercial initiatives, and the risks associated with the key parameters are 
assessed and incorporated in expected future free cash flows. The impair-
ment test is based on scenarios for possible future cash flows. Potential 
upsides and downsides identified during the budget process and in the daily 
business are reflected in the future cash flow scenarios for each individual 
cash-generating unit. The scenarios reflect, among other things, different 
assumptions about combinations of market, price and input cost develop-
ments. Projections for the terminal period are based on general expecta-
tions and risks taking into account the general growth expectations for the 
brewing industry in the relevant segments. The growth rates applied are 

not expected to exceed the average long-term growth rate for the Group’s 
individual geographical segments. The average growth rates for the terminal 
period are presented in the table on the following page.

In calculating the recoverable amounts, the Group uses pre-tax discount 
rates that reflect the risk-free borrowing rate in each particular geographical 
segment.

The impairment test of cash-generating units is based on a comparison 
of the recoverable amount, corresponding to the discounted value of the 
expected future free cash flow, with the carrying amount of the individual 
cash-generating unit. The carrying amount comprises goodwill and other 
net assets.

Trademarks

The carrying amount of the Group’s trademarks with an indefinite useful 
life at 31 December was as follows:
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nOte 15   IMPAIRMENT TEST – CONTINUED

Growth in the 
terminal period Discount rates

2011 2010 2011 2010
Goodwill:
Northern Europe 1.5% 1.5% 2.8% 3.9%
Western Europe excl. Unicer-Bebidas de Portugal 1.5% 1.5% 2.6% 3.6%
Unicer-Bebidas de Portugal 1.5% 1.5% 2.4% 3.3%
Eastern Europe 2.5% 2.5% 8.5% 9.2%
Greater China and Malaysia 2.5% 2.5% 3.4% 4.1%
Indochina 2.5% 2.5% 8.9% 10.3%
India 3.5% 3.5% 9.1% 8.3%
Gorkha, Nepal 2.5% 2.5% 12.7% 15.1%

Trademarks:
Northern & Western Europe 2.0% 2.0% 5.0-9.0% 5.7-11.1%
Eastern Europe 2-5% 2-5% 10.2-18.8% 10.6-17.0%
Asia 2.0% N/A 6.0% N/A

Growth rates are determined for each individual cash-generating unit and 
trademark. The growth rates applied for the terminal period are in line with 
the expected rate of inflation.

For the impairment testing of goodwill, the Group uses a pre-tax risk-free 
interest rate.

For the impairment testing of trademarks the Group uses a post-tax dis-
count rate for each country. In determining the discount rate, a risk premium 
on the risk-free interest rate (spread) is fixed at a level that reflects manage-
ment’s expectations of the spread for future borrowings.

For each region, sub-region or individually tested entity, the applied growth 
rates for projections and discount rates are compared to ensure a reasonable 
link between the two (real interest rate).

Northern & Western Europe is generally characterised by stable volumes 
and by growth markets in the central and eastern parts of the region. The 

entire region continues to experience strong competition, requiring ongoing 
optimisation of cost structures and use of capital. A slight increase in revenue 
is expected in the next three years, while the ongoing restructuring initiatives 
already implemented in key countries and under implementation in other 
countries, the initiative to establish a fully integrated supply chain across all 
markets and the roll-out of the Business Standardisation Programme (BSP) 
are expected to contribute to productivity improvements and cost savings. 
Some countries will continue to be characterised by a high level of invest-
ment as a result of changes to the production structure.

Eastern Europe faced a challenging year as consumer behaviour was still 
impacted by the substantial beer price increases in 2010 and high inflation 
on basic food items. In the longer run increases in revenue are expected in 
the region.

Asia is a growth area, with significant growth in China in particular. Increases 
in revenue in the emerging markets are expected, while more stable earnings 
are expected in the more mature markets.

Trademarks are allocated to the segment that owns the individual trade-
mark. Royalty income generated by the trademark is based on the Group’s 
total income and earned globally, i.e. the income is also earned outside the 
segment that owns the trademark.

Trademarks are impairment-tested individually at Group level. The impair-
ment test is performed using the relief from royalty method and is based on 
expected future free cash flows from the Group’s calculated royalty income 
generated by the individual trademark for the next 20 years and projec-
tions for subsequent years. Key assumptions include revenue, royalty rate, 
expected useful life, growth rate and a theoretically calculated tax effect. A 
post-tax discount rate is used which reflects the risk-free interest rate with 
the addition of a risk premium associated with the individual trademark.

The royalty rate is based on the actual market position of the individual 
trademark in the global, regional and local markets. If external licence 
agreements for the individual trademark already exist, the market terms of 
such agreements are considered when assessing the royalty rate which the 
trademark is expected to generate in a transaction with independent parties.

For each individual trademark a 20-year curve is projected reflecting the 
expected future growth in revenue per year. Depending on the expecta-
tions for the individual trademark, the growth in individual years is either 
above, equal to or below the current inflation level in the countries where 
the individual trademark is sold. The curve for each individual trademark is 

determined with reference to its market position, the overall condition of the 
markets where the trademark is marketed, as well as regional and national 
macroeconomic trends etc. For some trademarks national, regional and 
international potential has been linked to the value of the trademark, and 
investments in terms of product development and marketing strategy are 
expected to be made. For these trademarks the expected growth is gener-
ally higher than for comparable trademarks, especially at the beginning of 
the 20-year period. The growth rates determined for the terminal period are 
in line with the expected rate of inflation.

The tax rate is the expected future tax rate in each country, based on current 
legislation. The impairment test at year-end 2011 incorporates tax rates of 
15-34%.

The impairment test of trademarks is based on a comparison of the recover-
able amount, corresponding to the discounted value of the expected future 
free cash flow, with the carrying amount of the individual trademark. This 
corresponds to the approach used for determining the fair value of the 
trademark at the acquisition date.

Significant assumptions for goodwill and trademarks

The main growth in the terminal period and discount rates applied in the 
impairment tests can be summarised as follows:
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DKK million 2011 2010

Goodwill:
Impairment of Carlsberg Uzbekistan 91 -

Trademarks:
Trademarks with finite useful life 198 -
Trademarks with indefinite useful life 252 300

Other intangible assets:
Impairment of Business Standardisation Programme 250 -

Property, plant and equipment:
Impairment of Carlsberg Uzbekistan 209 -
Impairment of Dresden Brauerei, Carlsberg Deutschland - 128
Impairment of Fribourg Brauerei, Feldschlösschen, Switzerland - 119
Impairment of property, Unicer-Bebidas de Portugal - 65
Impairment of Lingwu Brewery, Ningxia, China - 40
Impairment of buildings, Brasseries Kronenbourg, France - 35
Impairment of filling lines in Northern Europe 83 -
Other 36 36

Investments in associated companies:
Impairment of Nordic Getränke, Germany 260 -

Total 1,379 723

Sensitivity test

Sensitivity tests have been performed to determine the lowest growth rates 
and/or highest discount rates that can occur in the cash-generating units 
without resulting in any impairment loss.

Goodwill.   Sensitivity tests show that for the cash-generating unit (non-
integrated entity) with the lowest margin between recoverable amount and 
carrying amount, the growth rate in the terminal period can decline
by around 0.4 percentage points. Alternatively, the discount rate can 
increase by around 0.4 percentage points without resulting in any impair-
ment losses. 

Trademarks.   Sensitivity tests show that for the trademark with an indefinite 
useful life with the lowest margin between recoverable amount and carrying 
amount, the growth rate in the terminal period can decline by around 0.8 
percentage points without resulting in any additional impairment losses. 
Alternatively, the discount rate can increase by around 0.3 percentage points 
without resulting in any additional impairment losses.

Property, plant and equipment

Property, plant and equipment are impairment-tested if there are indications 
of impairment, e.g. when restructuring programmes are considered. Each 
individual impairment test is based on the lowest cash-generating unit 
affected by the changes that indicate impairment. The impairment test is 
based on budgeted and estimated cash flows from the cash-generating unit. 
The pre-tax discount rate reflects the risk-free interest rate with the addition 
of a risk premium associated with the particular asset.

Impairment losses

Based on the impairment tests performed, the following impairment losses 
have been recognised in respect of goodwill, trademarks and other non-
current assets:

The impairment losses on trademarks (indefinite and finite useful life) in 2011 
relate to Nevskoye, Russia, and Slavutich, Ukraine. These trademarks suf-
fered from the economic crisis and are not expected to fully recover from the 
crisis. For Slavutich this has furthermore led to a change in the brand strat-
egy. The trademarks were written down to the lower recoverable amount. 

In 2010, the impairment loss of DKK 300m mainly related to local trade-
marks in Russia (Nevskoye), Ukraine (Slavutich), Kazakhstan and Lithuania 
that had suffered from the economic crisis and therefore showed a recover-
able amount below the carrying amount. The trademarks were written 
down to the lower recoverable amount. 

The impairment losses on Carlsberg Uzbekistan, DKK 300m, and Nordic 
Getränke, Germany, DKK 260m, relate to goodwill and property, plant and 
equipment and are a consequence of difficult market conditions and poor 
performance. 

Other impairments of property, plant and equipment are a consequence of 
restructuring and process optimisations, especially in Northern & Western 
Europe. 

The impairment of breweries in 2010 was a consequence of the disposal of 
Dresden Brauerei in January 2011 and the closing of Fribourg Brauerei in 
June 2011.

The impairment of other property, plant and equipment relates to restructur-
ing projects resulting in a declining recoverable amount of tangible assets.

The impairment losses of DKK 1,375m (2010: DKK 723m) are recognised 
under special items in the income statement, while DKK 4m (2010: DKK 0m) 
has been included in cost of sales. The impairment losses are included in the 
relevant segments, cf. note 2.

Based on the impairment tests performed, there were no indications of 
further impairment of goodwill and trademarks at 31 December 2011.

nOte 15   IMPAIRMENT TEST – CONTINUED
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nOte 16   PROPERTy, PLANT AND EQUIPMENT

2011

DKK million
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings, 

other plant and 
equipment 

Under
construction Total

Cost:
Cost at 1 January 2011 19,307 27,332 10,741 1,211 58,591
Step acquisition of entities 68 147 63 64 342
Revaluation of previously recognised assets acquired in step acquisition -1 -41 - - -42
Increase in ownership interest in proportionally consolidated entities 30 91 2 12 135
Additions 279 1,259 1,350 1,073 3,961
Disposals of entities -52 -2 -8 -2 -64
Disposals -233 -496 -563 -15 -1,307
Transfers 69 465 277 -929 -118
Transfer to/from assets held for sale -1,305 -474 -12 -120 -1,911
Effect of hyperinflation 23 52 21 1 97
Foreign exchange adjustments etc. -171 -300 -79 -40 -590

Cost at 31 December 2011 18,014 28,033 11,792 1,255 59,094

Depreciation and impairment losses:
Depreciation and impairment losses at 1 January 2011 5,451 13,656 7,004 - 26,111
Disposals of entities -14 -1 -5 - -20
Disposals -102 -413 -518 - -1,033
Depreciation 542 1,695 1,280 - 3,517
Impairment losses - 275 53 - 328
Transfers -49 -69 -11 - -129
Transfer to/from assets held for sale -927 -538 -11 - -1,476
Effect of hyperinflation 3 15 8 - 26
Foreign exchange adjustments etc. 1 -50 -29 - -78

Depreciation and impairment losses at 31 December 2011 4,905 14,570 7,771 - 27,246

Carrying amount at 31 December 2011 13,109 13,463 4,021 1,255 31,848

Assets held under finance leases:
Cost 7 95 12 - 114
Depreciation and impairment losses -5 -52 -3 - -60

Carrying amount at 31 December 2011 2 43 9 - 54

Carrying amount of assets pledged as security for loans 1,828 257 4 78 2,167

DKK million 2011 2010

Depreciation and impairment losses are included in:
Cost of sales 2,605 2,675
Sales and distribution expenses 737 781
Administrative expenses 179 221
Special items 324 423

Total 3,845 4,100
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nOte 16   PROPERTy, PLANT AND EQUIPMENT – CONTINUED

Fixtures and fittings, other plant and equipment include rolling equipment 
such as cars and trucks, draught beer equipment, coolers, returnable packag-
ing and office equipment. 
 
 
 
 
 
 
 
 
 

Leased assets with a carrying amount of DKK 54m (2010: DKK 64m) have 
been pledged as security for lease liabilities totalling DKK 53m (2010: DKK 
65m). 

2010

DKK million
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings, 

other plant and 
equipment 

Under
construction Total

Cost:
Cost at 1 January 2010 18,278 25,811 10,214 1,471 55,774
Step acquisition of entities 95 226 6 46 373
Revaluation of previously recognised assets acquired in step acquisition 79 222 2 10 313
Increase in ownership interest in proportionally consolidated entities 29 86 2 11 128
Additions 260 868 876 935 2,939
Disposals -419 -1,519 -1,003 -166 -3,107
Transfers 246 549 251 -1,059 -13
Transfer to/from assets held for sale -243 -360 -119 -109 -831
Foreign exchange adjustments etc. 982 1,449 512 72 3,015

Cost at 31 December 2010 19,307 27,332 10,741 1,211 58,591

Depreciation and impairment losses:
Depreciation and impairment losses at 1 January 2010 4,902 12,701 6,346 - 23,949
Disposals -205 -1,439 -904 - -2,548
Depreciation 545 1,786 1,346 - 3,677
Impairment losses 246 173 4 - 423
Transfers -99 90 3 - -6
Transfer to/from assets held for sale -170 -336 -110 - -616
Foreign exchange adjustments etc. 232 681 319 - 1,232

Depreciation and impairment losses at 31 December 2010 5,451 13,656 7,004 - 26,111

Carrying amount at 31 December 2010 13,856 13,676 3,737 1,211 32,480

Assets held under finance leases:
Cost 7 97 13 - 117
Depreciation and impairment losses -3 -48 -2 - -53

Carrying amount at 31 December 2010 4 49 11 - 64

Carrying amount of assets pledged as security for loans 1,827 134 2 17 1,980
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Entities acquired in a step acquisition transferred to other asset groups 
comprise the carrying amount of investments in associates which are fully 

consolidated when control is obtained. The transfer of assets and liabilities 
at carrying amount in a step acquisition is further specified in note 30.

In December 2010 Carlsberg acquired an additional 12.25% of the shares in 
Chongqing Brewery Co. Ltd., resulting in a total shareholding of 29.71%.

nOte 17   ASSOCIATES

DKK million 2011 2010

Cost:
Cost at 1 January 4,762 2,547
Acquisition of entities 26 -
Additions 49 2,041
Step acquisition of entities transferred to other asset groups - -14
Disposals -1 -
Foreign exchange adjustments etc. 197 188

Cost at 31 December 5,033 4,762

Value adjustments:
Value adjustments at 1 January 115 120
Dividends -46 -93
Impairment losses -260 -
Share of profit after tax 180 148
Share of other comprehensive income 3 -
Step acquisition of entities transferred to other asset groups - -62
Foreign exchange adjustments etc. 26 2

Value adjustments at 31 December 18 115

Carrying amount at 31 December 5,051 4,877

2011

Carlsberg Group share

DKK million Revenue
Profit 

after tax Assets Liabilities
Ownership 

interest
Profit 

after tax Equity

Key figures for associates:
Chongqing Brewery Co. Ltd. 2,434 232 13,535 1,929 29.7% 61 3,447
Tibet Lhasa Brewery Co. Ltd. 390 82 642 27 33% 25 203
Lanzhou Huanghe Jianjiang Brewery Company 268 11 456 86 30% 3 111
Hanoi Beer Company 1,466 249 3,728 310 17% 41 581
The Lion Brewery Ceylon 379 20 283 187 25% 5 24
Other associates, Asia (3 entities) 211 -4 283 70 30-33% -2 80
International Breweries BV 680 -46 113 7 16% -7 17
Nuuk Imeq A/S 147 22 211 70 31.9% 7 45
Nordic Getränke GmbH 2,437 59 1,098 953 50% 30 127
Other 1,373 70 2,792 2,215 20-50% 17 416

180 5,051

2010

Carlsberg Group share

DKK million Revenue
Profit 

after tax Assets Liabilities
Ownership 

interest
Profit 

after tax Equity

Key figures for associates:
Chongqing Brewery Co. Ltd. 1,800 198 12,439 1,762 29.7% 34 3,172
Tibet Lhasa Brewery Co. Ltd. 340 74 492 30 33% 24 164
Lanzhou Huanghe Jianjiang Brewery Company 310 24 390 69 30% 7 101
Hanoi Beer Company - 224 - - 16% 36 578
The Lion Brewery Ceylon 258 40 323 122 25% 10 48
Other associates, Asia (3 entities) 183 95 277 66 30-33% 44 78
International Breweries BV - -32 826 700 16% -5 20
Nuuk Imeq A/S 151 22 213 73 31.9% 7 45
Nordic Getränke GmbH 2,297 3 1,621 905 50% 1 358
Other 861 -21 2,675 1,874 20-50% -10 313

148 4,877
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nOte 18   SECURITIES

nOte 19   RECEIVABLES

DKK million 2011 2010

Securities are classified in the statement of financial position as follows:
Non-current assets 134 124
Current assets 24 34

Total 158 158

Types of security:
Listed shares 23 18
Unlisted shares 135 140

Total 158 158

Securities classified as current assets are those expected to be sold within one 
year after the end of the reporting period. 

Shares in unlisted entities comprise a number of small holdings. Most of these 
shares are not recognised at fair value as the fair value cannot be calculated 
on a reliable basis. Instead the assets are recognised at cost. 
 

Trade receivables comprise invoiced goods and services as well as short-
term loans to customers in the on-trade. 
 
Other receivables comprise VAT receivables, loans to partners and associ-
ates, interest receivables and other financial receivables. 
 

Non-current receivables consist mainly of on-trade loans. Non-current re-
ceivables fall due more than one year from the end of the reporting period, 
with DKK 145m (2010: DKK 138m) falling due more than five years from 
the end of the reporting period. 

DKK million 2011 2010

Receivables are included in the statement of financial position as follows:
Trade receivables 7,855 5,687
Other receivables 1,846 1,766

Total current receivables 9,701 7,453
Non-current receivables 1,650 1,747

Total  11,351 9,200

nOte 17   ASSOCIATES – CONTINUED

For companies in which the Group holds an ownership interest of less than 
20%, the Group generally participates in the management of the Company 
and is therefore exercising significant influence. 
 
 
 
 

The Group also has minor investments in entities in which the Group is 
unable to exercise significant influence. As a result, these investments are 
classified as securities. 
 

DKK million 2011 2010

Fair value of investments in listed associates:
Chongqing Brewery Co. Ltd. Chongqing, China 3,726 6,757
The Lion Brewery Ceylon, Biyagama, Sri Lanka 189 178

Total 3,915 6,935
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Hedging instruments are measured at fair value. All other receivables are 
measured at amortised cost. 
 

On-trade loans are usually repaid through discounts during the continu-
ing sales relationship with the individual customer, which is reflected in the 
repayment scheme and the discounting of the loans. There are therefore no 
significant overdue on-trade loans.

DKK million 2011 2010

Receivables by origin:
Receivables from the sale of goods and services 7,115 5,057
On-trade loans 2,066 2,065
Loans to associates 123 48
Loans to partners 230 225
Fair value of hedging instruments 499 318
Other receivables 1,318 1,487

Total 11,351 9,200

nOte 19   RECEIVABLES – CONTINUED

 
 
 
 

 
 
 

% 2011 2010

Average effective interest rates:
Loans to associates 3.1 2.9
On-trade loans 5.8 6.2

nOte 20  INVENTORIES

DKK million 2011 2010

Raw materials and consumables 2,316 2,213
Work in progress 303 310
Finished goods 1,731 1,668

Total 4,350 4,191

Production costs of inventories sold amount to DKK 31,367m (2010: DKK 
28,754m). 
 
Raw materials, packaging and spare parts are measured at the lower of net 
realisable value and cost. Write-downs of inventories to net realisable value 
amount to DKK 47m (2010: DKK 7m) and are included in cost of sales. 
 
 
 

Obsolete beer and soft drinks and raw materials are generally scrapped due 
to limited shelf life and are fully written down. The cost of scrapped goods is 
included in production costs. 

nOte 21   CASH AND CASH EQUIVALENTS

DKK million 2011 2010

Cash at bank and in hand 3,145 2,734
Short-term marketable securities with a term of three months or less - 1

Total 3,145 2,735

In the statement of cash flows, bank overdrafts are offset against cash and cash equivalents as follows:
Cash and cash equivalents 3,145 2,735
Bank overdrafts -310 -134

Cash and cash equivalents, net 2,835 2,601

Of which pledged as security - -

Short-term bank deposits amounted to DKK 1,524m (2010: DKK 1,253m). 
The average interest rate on these deposits was 6.3% (2010: 5.1%).

Proportionally consolidated entities’ share of cash and cash equivalents is 
specified in note 34. 
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nOte 22   ASSETS HELD FOR SALE AND ASSOCIATED LIABILITIES

Assets that are reclassified as held for sale are measured at the lower of 
the carrying amount and fair value at the date of reclassification. Any 
impairment losses in relation to such assets are recognised as impairment 
of assets before the reclassification. Accordingly, neither depreciation nor 
impairment losses have been recognised in the income statement relating to 
assets classified as held for sale. Consequently, the selling price is at mini-
mum expected to be equal to the carrying amount of assets held for sale.  
 
At 31 December 2011, assets held for sale primarily comprised land and 
property, mainly in Northern & Western Europe, which are disposed of as 
part of the Group’s strategy to optimise production and logistics and reduce 
the amount of capital tied up. Identification of and negotiations with buyers 
have begun, and sales agreements have been entered into or are expected 
to be entered into in 2012. 

Interest-bearing loans associated with assets held for sale amounting to 
DKK 747m comprise loans secured on the assets held for sale. The buyer will 
take over the loans when acquiring the assets. 

At 31 December 2010, assets held for sale primarily comprised activities in 
Dresden in Germany, which were disposed of in early January 2011. In ad-
dition, assets held for sale included real estate assets on the former Tuborg 
site in Hellerup, Denmark, that were expected to be disposed of in the near 
future, and land and property which was disposed of as part of the Group’s 

strategy to optimise production and logistics and reduce the amount of 
capital tied up. Identification of and negotiations with buyers had begun, 
and sales agreements had been entered into or were expected to be entered 
into in 2011. 
 
In 2010 other provisions associatied with assets held for sale amounting to 
DKK 41m comprised liabilities related to terminating the agreements and 
disposing of the assets classified as held for sale. Other liabilities associated 
with assets held for sale amounting to DKK 82m comprised liabilities related 
to the activities in Dresden. 
 
Assets (properties) which no longer qualified for recognition as assets held 
for sale were transferred to property, plant and equipment in 2011 as a result 
of ongoing sales negotiations not proceeding as expected. This involved an 
amount of DKK 9m (2010: DKK 5m) and affected the income statement by 
a total of DKK 5m (2010: DKK 0m) in depreciation. 
 
Gains or losses on the disposal of assets held for sale are recognised in the 
income statement under other operating income. The gains recognised as 
income in all material respects relate to disposal of land, depots and proper-
ties and total DKK 58m (2010: DKK 118m).

Gain on disposal of the activities in Dresden is, however, recognised in the 
income statement under special items. The gain amounts to DKK 64m. 

DKK million 2011 2010

Assets held for sale comprise the following individual assets:
Intangible assets - 3
Property, plant and equipment 544 295
Other non-current assets 7 7
Current assets 18 70
Financial assets 1 29
Deferred tax - 15

Total 570 419

Liabilities associated with assets held for sale:
Interest-bearing loans and liabilities 747 3
Deferred tax liabilities - 52
Other provisions 56 41
Other liabilities 25 82

Total 828 178

Carlsberg Annual Report 2011 85



At 31 December 2011, the fair value of treasury shares amounted to DKK 14m 
(2010: DKK 10m). 

According to the authorisation of the General Meeting, the Supervisory 
Board may, in the period until 24 March 2015, allow the Company to acquire 
treasury shares up to a total holding of 10% of the nominal share capital, 
at a price quoted on NASDAQ OMx Copenhagen at the time of acquisition 
with a deviation of up to 10%. 
 
 

In the financial year the Company acquired class B treasury shares of a 
nominal amount of DKK 4m (2010: DKK 4m) at an average price of DKK 
549 (2010: DKK 480), corresponding to a purchase price of DKK 117m (2010: 
DKK 95m). Class B treasury shares are primarily acquired to facilitate settle-
ment of share option schemes. The Company holds no class A shares.  

In the financial year the Company disposed of class B treasury shares at  
a total price of DKK 68m (2010: DKK 48m). The disposal was made in  
connection with settlement of share options. 

nOte 23   SHARE CAPITAL

Class A shares Class B shares Total share capital

Shares of 
DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000

1 January 2010 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136
No change in 2010 - - - - - -

31 December 2010 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

No change in 2011 - - - - - -

31 December 2011 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

Treasury shares

Shares of 
DKK 20

Nominal 
value, DKKm

Percentage of 
share capital

1 January 2010 3,472 - 0.0%
Acquisition of treasury shares 197,571 4 0.1%
Used to settle share options -183,287 -4 -0.1%

31 December 2010 17,756 - 0.0%

1 January 2011 17,756 - 0.0%
Acquisition of treasury shares 213,000 4 0.1%
Used to settle share options -197,258 -4 -0.1%

31 December 2011 33,498 - 0.0%

A shares carry 20 votes per DKK 20 share. B shares carry two votes per DKK 20 share. A preferential right to an 8% non-
cumulative dividend is attached to B shares. Apart from dividends, all shares 
rank equally.  
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nOte 24   BORROWINGS

DKK million 2011 2010

Non-current borrowings:
Issued bonds 19,478 19,216
Mortgages 1,457 1,982
Bank borrowings 13,071 11,193
Finance lease liabilities 38 46
Other non-current borrowings 320 150

Total 34,364 32,587

Current borrowings:
Issued bonds - 2,160
Current portion of other non-current borrowings 159 217
Bank borrowings 1,369 991
Financial lease liabilities 14 19
Other current borrowings 333 572

Total 1,875 3,959

Total non-current and current borrowings 36,239 36,546

Fair value 37,003 37,746

Time to maturity for non-current borrowings

2011

DKK million 1-2 years 2-3 years 3-4 years 4-5 years >5 years Total

Issued bonds 1,780 7,406 - 2,927 7,365 19,478
Mortgages - - - - 1,457 1,457
Bank borrowings 792 426 11,753 100 - 13,071
Finance lease liabilities 4 4 4 4 22 38
Other non-current borrowings 73 194 22 4 27 320

Total 2,649 8,030 11,779 3,035 8,871 34,364

2010

DKK million 1-2 years 2-3 years 3-4 years 4-5 years >5 years Total

Issued bonds - 1,734 7,414 - 10,068 19,216
Mortgages - - - - 1,982 1,982
Bank borrowings 8,642 574 425 1,552 - 11,193
Finance lease liabilities 8 4 4 4 26 46
Other non-current borrowings 33 49 19 22 27 150

Total 8,683 2,361 7,862 1,578 12,103 32,587

Other non-current borrowings include employee bonds of DKK 18m. No new 
employee bonds were issued in 2011. 
 
Borrowings are measured at amortised cost. The Group has designated a fixed 
interest rate GBP 300m bond issue as the hedged items in the fair value hedge 

with the designated risk being movements in a benchmark interest rate (float-
ing interest rate). The carrying amount of this borrowing is therefore adjusted 
for movements in the fair value due to movements in the benchmark rate. The 
carrying amount of this borrowing was DKK 2,927m in 2011. 
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nOte 24   BORROWINGS – CONTINUED

Interest rate risk at 31 December

2011

DKK million Interest rate 

Average 
effective 

interest rate Fixed for
Carrying 
amount

Interest 
rate risk

Issued bonds:
GBP 200m maturing 26 February 2013 Fixed 7.01% 1-2 years 1,780 Fair value
EUR 1,000m maturing 28 May 2014 Fixed 6.22% 2-3 years 7,406 Fair value
GBP 300m maturing 28 November 2016 Fixed 7.41% 4-5 years 2,927 Fair value
EUR 1,000m maturing 13 October 2017 Fixed 3.55% >5 years 7,365 Fair value

Total issued bonds 5.46% 19,478

Mortgages:
Floating-rate Floating 1.82% 0-1 year 724 Cash flow
Fixed-rate Fixed 4.10% 4-5 years 733 Fair value

Total mortgages 2.97% 1,457

Bank borrowings:
Floating-rate Floating 0-1 year 3,915 Cash flow
Fixed-rate Fixed 1-2 years 10,525 Fair value

Total bank borrowings 14,440

All interest rates stated in the table include a margin. 
 
A cross-currency swap (GBP 300m) has been used to change the interest 
from fixed to floating 6-month Euribor +4.01%. The bond and the swap are 
designated as a fair value hedge relationship, meaning that the carrying 
amount of the bond is the fair value. 
 
In December 2011 a GBP 250m bond matured and was repaid. 

The floating-rate mortgage was repriced in December 2011 at a rate of 1.28% 
(excl. margin) commencing in January 2012 and will be repriced again in 
July 2012. The time to maturity is more than five years. The floating-rate 
mortgage is repriced semi-annually with reference to 6-month CIBOR. 
Carlsberg has repaid two mortgages (a total of DKK 525m) with a time to 
maturity of more than five years which were originally at floating rates but 
were swapped to fixed rates. 

The main part of the bank borrowing presented as having a fixed rate was 
originally at floating rate but has been swapped to a fixed rate of 5.36%. 

1  After swaps and currency derivatives. 2  Before currency derivatives.

 Interest rate2

DKK million  Net financial interest-bearing debt1  Floating  Fixed  Floating %  Fixed % 

EUR 30,415 4,924 25,491 16% 84%
DKK -2,975 -3,726 751 125% -25%
PLN 710 708 2 100% -
USD 1,601 1,588 13 99% 1%
CHF 2,469 2,469 - 100% -
RUB -1,249 -1,249 - 100% -
Other 2,123 280 1,843 13% 87%

Total 33,094 4,994 28,100 15% 85%
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nOte 24   BORROWINGS – CONTINUED

Interest rate risk at 31 December

2010

DKK million Interest rate 

Average 
effective 

interest rate Fixed for
Carrying 
amount

Interest 
rate risk

Issued bonds:
GBP 250m maturing 12 December 2011 Fixed 6.63% 0-1 year 2,160 Fair value
GBP 200m maturing 26 February 2013 Fixed 7.01% 1-2 years 1,734 Fair value
EUR 1,000m maturing 28 May 2014 Fixed 6.22% 2-3 years 7,414 Fair value
GBP 300m maturing 28 November 2016 Fixed 7.41% >5 years 2,693 Fair value
EUR 1,000m maturing 13 October 2017 Fixed 3.55% >5 years 7,375 Fair value

Total issued bonds 5.55% 21,376

Mortgages:
Floating-rate Floating 1.98% 0-1 year 1,248 Cash flow
Fixed-rate Fixed 4.10% >5 years 734 Fair value

Total mortgages 2.76% 1,982

Bank borrowings:
Floating-rate Floating 1,585 Cash flow
Fixed-rate Fixed 1-4 years 10,599 Fair value

Total bank borrowings 12,184

All interest rates stated in the table include a margin. 

A cross-currency swap (GBP 300m) was used to change the interest from 
fixed to floating 6-month Euribor +4.01%. The bond and the swap were 
designated as a fair value hedge relationship, meaning that the carrying 
amount of the bond was the fair value. 

In 2010, Carlsberg repaid two fixed-rate mortgages and refinanced through 
two floating-rate mortgages. 

Fixed-rate mortgages comprised three mortgages with a time to maturity 
of more than five years, of which two loans (a total of DKK 525m) were 
originally at floating rates but were swapped to fixed rates. 

Floating-rate mortgage contained one loan (DKK 1,248m) which was 
repriced semi-annually with reference to 6-month CIBOR. The floating-
rate loan was repriced in December 2010 at a rate of 1.98% (excl. margin) 
commencing in January 2011 and repriced again in June 2011. The time to 
maturity was more than five years. 

The main part of the bank borrowing presented as having a fixed rate was 
originally at floating rate but had been swapped to a fixed rate of 4.87%. 
 

1  After swaps and currency derivatives. 2  Before currency derivatives.

 Interest rate2

DKK million  Net financial interest-bearing debt1  Floating  Fixed  Floating %  Fixed % 

EUR 29,708 4,106 25,602 14% 86%
DKK -2,892 -3,644 752 126% -26%
PLN 1,590 1,583 7 100% -
USD 458 535 -77 117% -17%
CHF 2,921 2,921 - 100% -
RUB 462 462 - 100% -
Other 1,564 -174 1,738 -11% 111%

Total 33,811 5,789 28,022 17% 83%
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Cf. also note 35, Financial risks.  

nOte 24   BORROWINGS – CONTINUED

2011

Currency profile of borrowings before 
and after derivative financial instruments

Next repricing (of principal 
before currency swaps)

DKK million
Original 
principal

Effect 
of swap

After 
swap 2012 2013 2014 2015 2016 2017-

CHF 29 2,441 2,470 29 - - - - -
DKK 1,488 -4,424 -2,936 737 - 5 13 209 524
EUR 27,543 3,425 30,968 2,052 7,608 7,474 2,986 9 7,414
GBP 4,693 -4,489 204 2,913 1,780 - - - -
NOK -53 632 579 -53 - - - - -
PLN 56 660 716 54 1 1 - - -
RUB 9 -1,098 -1,089 9 - - - - -
SEK 81 -313 -232 81 - - - - -
SGD 24 -424 -400 24 - - - - -
USD 1,773 592 2,365 1,760 13 - - - -
Other 596 2,998 3,594 533 10 - 27 26 -

Total 36,239 - 36,239 8,139 9,412 7,480 3,026 244 7,938

2010

Currency profile of borrowings before 
and after derivative financial instruments

Next repricing (of principal 
before currency swaps)

DKK million
Original 
principal

Effect 
of swap

After 
swap 2011 2012 2013 2014 2015 2016-

CHF -64 2,988 2,924 -64 - - - - -
DKK 1,976 -4,762 -2,786 1,224 - - 5 13 734
EUR 17,157 13,169 30,326 -8,327 69 7,509 7,483 2,994 7,429
GBP 6,667 -6,667 - 4,933 - 1,734 - - -
NOK 69 486 555 69 - - - - -
PLN 105 1,489 1,594 98 2 2 3 - -
RUB -5 560 555 -5 - - - - -
SEK -10 -203 -213 -10 - - - - -
SGD 6 - 6 6 - - - - -
USD 9,957 -8,884 1,073 9,957 - - - - -
Other 688 1,824 2,512 684 4 - - - -

Total 36,546 - 36,546 8,565 75 9,245 7,491 3,007 8,163

nOte 25   RETIREMENT BENEFIT OBLIGATIONS AND SIMILAR OBLIGATIONS

A number of the Group’s employees are covered by retirement benefit plans. 
The nature of the retirement benefit plans varies depending on labour market 
conditions, legal requirements, tax legislation and economic conditions in the 
individual countries. Benefits are generally based on wages and salaries and 
length of employment. Retirement benefit obligations cover both present and 
future retirees’ entitlement to retirement benefits. 

Approximately 73% (2010: 69%) of the Group’s retirement benefit costs 
relate to defined contribution plans, which limit the Group’s obligation to the 
contributions paid. The retirement benefit plans are funded by payments 
from the Group’s companies and employees to funds that are independent 
of the Group. 
 
The other plans are defined benefit plans. A retirement benefit obligation is 
recognised in the statement of financial position based on an actuarial cal-
culation of the present value at the end of the reporting period less the plan 
assets. For defined benefit plans, the Group assumes the risk associated with 
future developments in interest rates, inflation, mortality and disability etc.

The retirement benefit plans in among other countries Switzerland, Norway, 
the United Kingdom and Hong Kong have assets placed in independent  
pension funds. 
 
A number of plans, especially in Germany, Sweden and Italy, are unfunded. 
For these plans the retirement benefit obligations amount to approximately 
14% (2010: 16%) of the total gross liability. 

The defined benefit plans typically guarantee the employees covered a  
retirement benefit based on the final salary at retirement. 
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The Group expects to contribute DKK 23m (2010: DKK 234m) to the plan 
assets in 2012.

DKK million 2011 2010

Defined benefit plans are recognised in the statement of financial position as follows:
Retirement benefit obligations and similar obligations 3,263 2,434
Plan assets -5 -8

Net obligations 3,258 2,426

Specification of net obligations:
Present value of funded plans 8,893 7,874
Fair value of plan assets -7,099 -6,904

Net obligation for funded plans 1,794 970
Present value of unfunded plans 1,446 1,456
Payment in transit 18 -

Net obligations recognised 3,258 2,426

Specification of total obligations:
Present value of funded plans 8,893 7,874
Present value of unfunded plans 1,446 1,456

Total obligations 10,339 9,330

Changes in obligations:
Total obligations at 1 January 9,330 7,974
Current service cost 176 150
Interest cost 376 390
Actuarial gains (-) and losses (+) 849 364
Benefits paid -478 -473
Curtailments and settlements -103 -56
Employee contributions to pension scheme 14 16
Transfer from other provisions -3 28
Step acquisition of entities - 52
Disposal of entities -7 -
Foreign exchange adjustments etc. 185 885

Total obligations at 31 December 10,339 9,330

Changes in plan assets:
Fair value of assets at 1 January 6,904 5,823
Expected return 327 325
Actuarial gains (+) and losses (-) -244 197
Contributions to plans 331 187
Benefits paid -391 -380
Foreign exchange adjustments etc. 172 752

Fair value of assets at 31 December 7,099 6,904

nOte 25   RETIREMENT BENEFIT OBLIGATIONS AND SIMILAR OBLIGATIONS – CONTINUED

DKK million 2011 2010

Actual return on plan assets:
Expected return 327 325
Actuarial gains (+) and losses (-) -244 197

Actual return 83 522

2011 2010

DKK million % DKK million %

Breakdown of plan assets:
Shares 2,172 31% 2,139 31%
Bonds and other securities 3,251 45% 3,212 47%
Real estate 1,346 19% 1,274 18%
Cash and cash equivalents 330 5% 279 4%

Total 7,099 100% 6,904 100%

Plan assets do not include shares in or properties used by Group companies.
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nOte 25   RETIREMENT BENEFIT OBLIGATIONS AND SIMILAR OBLIGATIONS – CONTINUED

2011 2010

Range
Weighted 

average Range
Weighted 

average

Assumptions applied:
Discount rate 1.0% - 5.3% 3.6% 2.0% - 5.4% 3.7%
Expected return on plan assets 0.4% - 5.4% 4.4% 2.4% - 6.2% 4.4%
Future salary increases 2.0% - 8.0% 2.9% 2.0% - 6.0% 3.4%
Future retirement benefit increases 1.0% - 3.8% 2.0% 1.0% - 3.8% 2.1%

DKK million 2011 2010

Recognised in the income statement:
Current service cost 176 150
Expected return on plan assets -327 -325
Interest cost on obligations 376 390
Curtailments and settlements -103 -56

Total recognised in the income statement 122 159

The cost is recognised in the income statement as follows:
Cost of sales 9 15
Sales and distribution expenses 42 53
Administrative expenses 25 28
Special items (restructuring) -3 -2

Total staff costs, cf. note 12 73 94
Financial income -327 -325
Financial expenses 376 390

Total 122 159

Actuarial assumptions.   The actuarial assumptions underlying the calcula-
tions and valuations vary from country to country due to local economic 
conditions and labour market conditions.

Calculation of the expected return on plan assets is based on a low-risk in-
vestment in bonds in the relevant countries. The rate of return is increased if 
the plan assets comprise shares and properties, which despite the increased 
risk are expected to provide a higher rate of return than bonds. 
 
 

DKK million 2011 2010 2009 2008 2007

Five-year overview:
Obligations 10,339 9,330 7,974 7,036 8,151
Plan assets -7,099 -6,905 -5,823 -5,245 -6,234

Deficit 3,240 2,425 2,151 1,791 1,917

Experience adjustments to obligations 82 108 -34 -69 -42
Experience adjustments to plan assets -506 -815 -544 -323 -899

DKK million 2011 2010

Recognised in other comprehensive income:
Recognised at 1 January -1,424 -1,124

Actuarial gains/losses -1,093 -167
Foreign exchange adjustment of foreign entities -13 -133

Recognised in other comprehensive income during the year -1,106 -300

Recognised at 31 December -2,530 -1,424

Of which accumulated actuarial gains/losses -2,616 -1,523
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nOte 26   DEFERRED TAx ASSETS AND DEFERRED TAx LIABILITIES

DKK million 2011 2010

Deferred tax at 1 January, net 8,646 8,205
Adjustments to previous years 87 50
Step acquisition of entities 60 39
Revaluation of previously recognised deferred tax acquired in a step acquisition 43 61
Disposal of entities 11 -
Recognised in other comprehensive income -204 -37
Recognised in the income statement -114 82
Change in tax rate -15 -63
Effect of hyperinflation 16 -
Foreign exchange adjustments -77 347

8,453 8,684

Of which transferred to assets held for sale - -38

Deferred tax at 31 December, net 8,453 8,646

Specified as follows:
Deferred tax liabilities 9,652 9,947
Deferred tax assets -1,199 -1,301

Deferred tax at 31 December, net 8,453 8,646

Specification of deferred tax assets and liabilities at 31 December

Deferred tax assets Deferred tax liabilities

DKK million 2011 2010 2011 2010

Intangible assets 549 420 7,769 7,964
Property, plant and equipment 823 517 3,031 3,061
Current assets 84 110 45 54
Provisions and retirement benefit obligations 712 552 359 229
Fair value adjustments 293 128 232 163
Tax losses etc. 1,451 1,955 929 895

Total before set-off 3,912 3,682 12,365 12,366
Set-off -2,713 -2,366 -2,713 -2,366
Transferred to assets held for sale - -15 - -53

Deferred tax assets and liabilities at 31 December 1,199 1,301 9,652 9,947

Expected to be used as follows:
Within 12 months after the end of the reporting period 531 123 273 138
More than 12 months after the end of the reporting period 668 1,178 9,379 9,809

Total 1,199 1,301 9,652 9,947

Deferred tax assets and liabilities are offset in the consolidated statement of 
financial position if the Group has a legally enforceable right to set off and 
the deferred tax assets and liabilities relate to the same legal tax entity/con-
solidation. 
 
Of the total deferred tax assets recognised, DKK 789m (2010: DKK 1,247m) 
relates to tax loss carryforwards, the utilisation of which depends on future 
positive taxable income exceeding the realised deferred tax liabilities. 
 
Tax assets of DKK 1,480m (2010: DKK 1,503m) were not recognised. These 
relate primarily to tax losses which are not expected to be utilised in the 
foreseeable future. Tax losses that will not expire amount to DKK 1,138m 
(2010: DKK 1,036m). 

Deferred tax on temporary differences relating to investments in subsidiaries, 
joint ventures and associates amounts to DKK 0m (2010: DKK 0m). 

Deferred tax of DKK 0m (2010: DKK 104m) has been recognised in respect of 
earnings in the Eastern European region which are intended for distribution in 
the short term, as tax of 5% is payable on distributions. For other subsidiar-
ies where distributable reserves are planned to be distributed, any distribu-
tion of earnings will not trigger a significant tax liability based on current tax 
legislation. 
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nOte 27   PROVISIONS

2011

DKK million Restructurings Onerous contracts Other Total

Provisions at 1 January 2011 409 315 1,294 2,018
Step acquisition of entities - - 13 13
Additional provisions recognised 164 - 77 241
Disposal of entities - - -6 -6
Used during the year -216 -6 -276 -498
Reversal of unused provisions -13 -197 -102 -312
Transfers -9 - 71 62
Discounting 10 - 57 67
Foreign exchange adjustments etc. -9 - -64 -73

Provisions at 31 December 2011 336 112 1,064 1,512

Provisions are recognised in the statement of financial position as follows:
Non-current provisions 121 5 875 1,001
Current provisions 215 107 189 511

Total 336 112 1,064 1,512

Restructuring provisions totalling DKK 336m relate primarily to restructur-
ings of Carlsberg Deutschland, Carlsberg UK, Carlsberg Italia, Brasseries 
Kronenbourg and Carlsberg IT. In 2010 the restructuring provisions of DKK 
409m primarily related to restructurings of Carlsberg Sverige, Carlsberg 
Deutschland, Carlsberg UK, Feldschlösschen Getränke, Brasseries Kronen-
bourg and Carlsberg Italia. The restructuring provisions are calculated on 
the basis of detailed plans announced to the parties concerned and relate 
mainly to termination benefits to employees made redundant. 

The Group has made provision for certain contracts which are deemed 
to be onerous. Onerous contracts totalling DKK 112m primarily relate to 
raw materials in Northern & Western Europe. The provision for onerous 
contracts in 2010 was also primarily related to raw materials. 

Other provisions totalling DKK 1,064m (2010: DKK 1,294m) relate primarily 
to profit sharing in France, employee obligations other than retirement 
benefits, and ongoing disputes, lawsuits etc. 

nOte 28   OTHER LIABILITIES ETC.

DKK million 2011 2010

Other liabilities are recognised in the statement of financial position as follows:
Non-current liabilities 1,262 922
Current liabilities 10,490 11,378

Total 11,752 12,300

Other liabilities by origin:
Excise duties and VAT payable 3,512 2,851
Staff costs payable 1,571 1,812
Interest payable 727 735
Fair value of hedging instruments 1,280 2,276
Liabilities related to the acquisition of entities 1,459 1,138
Amounts owed to associates 1 1
Deferred income 1,127 1,384
Other 2,075 2,103

Total 11,752 12,300

DKK 898m (2010: DKK 1,116m) of total non-current provisions falls due 
within five years from the end of the reporting period. 
 

 

2010

DKK million Restructurings Onerous contracts Other Total

Provisions at 1 January 2010 565 676 1,204 2,445
Additional provisions recognised 88 31 236 355
Used during the year -290 -204 -161 -655
Reversal of unused provisions -25 -215 -24 -264
Transfers 62 - 35 97
Discounting 17 - 61 78
Foreign exchange adjustments etc. -8 27 -57 -38

Provisions at 31 December 2010 409 315 1,294 2,018

Provisions are recognised in the statement of financial position as follows:
Non-current provisions 214 257 1,035 1,506
Current provisions 195 58 259 512

Total 409 315 1,294 2,018
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nOte 29   CASH FLOWS

DKK million 2011 2010

Adjustment for other non-cash items:
Share of profit after tax, associates -180 -148
Gains on disposal of property, plant and equipment and intangible assets, net -77 -293
Amortisation of on-trade loans etc. 572 934

Total 315 493

Change in trading working capital:
Inventories -206 -291
Trade receivables -2,190 580
Trade payables and deposit liabilities 1,825 1,045

Total -571 1,334

Change in other working capital:
Other receivables 127 -309
Other payables 162 151
Retirement benefit obligations and other liabilities related to operating activities before special items -690 -444
Adjusted for unrealised foreign exchange gains/losses -20 -16

Total -421 -618

Change in on-trade loans:
Loans provided -1,052 -1,050
Repayments 534 620

Total -518 -430

Change in financial receivables:
Loans and other receivables 2 -240
Prepayments -49 7

Total -47 -233

Shareholders in Carlsberg A/S:
Dividends to shareholders -763 -534
Acquisition of treasury shares -117 -95
Disposal of treasury shares 68 48

Total -812 -581

Non-controlling interests:
Acquisition of non-controlling interests -1,338 -169
Dividends to non-controlling interests -121 -709
Share buy-back -417 -

Total -1,876 -878

External financing:
Proceeds from issue of bonds - 7,368
Repayment of bonds including cross-currency swap -2,965 -
Debt institutions, long-term 1,640 -9,465
Debt institutions, short-term 533 -1,766
Loans from associates -30 -36
Finance lease liabilities -12 -23
Other financing liabilities -169 -28

Total -1,003 -3,950
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nOte 30    ACQUISITION AND DISPOSAL OF ENTITIES 

2011

DKK million

Previous 
method of 

consolidation

Previously held 
ownership 

interest

Acquired 
ownership 

interest

Total
 Carlsberg 

interest
Acquisition 

date
Main 

activity Cost

Acquired entity:
Lao Brewery Co. Ltd. Proportionally 50.00% 1.00% 51.00% 30 Aug. 2011 Brewery 33
Hue Brewery Ltd. Proportionally 50.00% 50.00% 100.00% 23 Nov. 2011 Brewery 485

Total 518

DKK million
Lao Brewery 

Co. Ltd.
Hue 

Brewery Ltd. Total

Fair value of consideration transferred for acquired ownership interest 33 485 518
Fair value of previously held ownership interest 1,665 451 2,116
Fair value of non-controlling ownership interest 1,632 - 1,632

Fair value of entities acquired in stages, total 3,330 936 4,266

Carrying amount of identified assets and liabilities recognised before step acquisition 368 74 442
Revaluation of identified assets and liabilities recognised before step acquisition 68 81 149
Fair value of acquired identified assets, liabilities and contingent liabilities 436 155 591

Fair value of identified assets, liabilities and contingent liabilities 872 310 1,182

Total goodwill 2,458 626 3,084

Goodwill recognised before a step acquisition 344 28 372

Change in total recognised goodwill 2,114 598 2,712

Goodwill is attributable to:
Shareholders in Carlsberg A/S 1,253 626 1,879
Non-controlling interests 1,205 - 1,205

Total goodwill 2,458 626 3,084

Gain on revaluation of previously held ownership interest in entities acquired in a step acquisition:
Carrying amount of previously held ownership interest -712 -102 -814
Fair value of previously held ownership interest 1,665 451 2,116
Recycling of cumulative exchange differences 44 -46 -2

Total 997 303 1,300

Elements of cash consideration paid:
Cash - 485 485
Cash and cash equivalents, acquired -125 -66 -191

Total cash consideration paid -125 419 294

Capital injection in kind 33 - 33

Total consideration transferred -92 419 327

Step acquisition of entities

In 2011, Carlsberg gained control of Lao Brewery Co. Ltd. in Laos and Hue 
Brewery Ltd. in Vietnam, which were previously proportionally consolidated. 
        

        
       

Acquired cash only comprises the additional consolidated share in the step 
acquisition due to the change from proportional consolidation to full consoli-

dation equal to the difference between the previous ownership interest and 
100% for previously proportionally consolidated entities. 
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Revaluation of previously recognised net assets at fair value includes revalu-
ation at fair value of net assets that were proportionally consolidated prior 
to the step acquisition of the entity.   
 
In Q3 2011, Carlsberg acquired an additional 1% of the shareholding in the 
joint venture Lao Brewery Co. Ltd. in a disproportionate capital increase 
where Carlsberg contributed assets in kind, thus gaining control of the entity 
in a step acquisition. The fair value of the consideration injected amounted 
to DKK 33m. The shareholdings held immediately before obtaining control 
have been recognised at fair value with the revaluation adjustment, DKK 
997m, recognised in special items. The purchase price allocation of the fair 
value of identified assets, liabilities and contingent liabilities is still ongoing 
and has not yet been completed. Adjustments may therefore be made to 
all items in the opening statement of financial position. Accounting for the 
acquisition will be completed within the 12-month period required by IFRS 3. 
   
This step acquisition is a natural step for Carlsberg and in line with the 
strategy of obtaining full control of key operating activities. The calculation 
of goodwill represents staff competences as well as expectations of positive 
growth. Goodwill related to the non-controlling interests’ share of Lao Brew-
ery Co. Ltd. has been recognised as part of goodwill.
  
In Q4 2011, Carlsberg acquired additional 50% of the shareholding in the 
joint venture Hue Brewery Ltd. and thereby gained control through a step 
acquisition. The shareholdings held immediately before obtaining control 
have been recognised at fair value with the revaluation adjustment, DKK 
303m, recognised in special items. The purchase price allocation of the fair 
value of identified assets, liabilities and contingent liabilities has not yet 

been completed. Adjustments may therefore be made to all items in the 
opening statement of financial position. Accounting for the acquisition will 
be completed within the 12-month period required by IFRS 3.  
   
This step acquisition is a natural step for Carlsberg and in line with the 
strategy of obtaining full control of key operating activities. The calculation 
of goodwill represents staff competences as well as expectations of positive 
growth.       
    
The acquired entities contributed positively to operating profit before special 
items for 2011 by approximately DKK 61m and to the profit for the year by 
approximately DKK 29m. The net profit for the year, had the acquisitions 
been completed at 1 January 2011, is estimated at DKK 5,966m.  
        
The fair value of the non-controlling ownership interest is estimated based 
on the net present value of expected future cash flows from the entity, 
the cost of newly acquired shareholdings in the entity, excluding control 
premium, and other fair value models as applicable for the transaction. The 
key assumptions applied for the Lao Brewery Co. Ltd. transaction were an 
after-tax WACC of 11.4% and a terminal growth rate of 2.5%.  
    
Acquired net assets of entities acquired in a step acquisition include re-
ceivables from customers at a fair value of DKK 11m. None of the acquired 
receivables from customers are considered irrecoverable at the time of 
acquisition.       
    
Goodwill recognised regarding transactions completed in the year is not 
deductible for tax purposes.  

nOte 30   ACQUISITION AND DISPOSAL OF ENTITIES – CONTINUED

Acquired share of net assets recognised at fair value

DKK million
Lao Brewery 

Co. Ltd.
Hue 

Brewery Ltd. Total

Revaluation of 
previously recognised 

net assets at fair value

Total recognised 
net assets 

from acquisition

Intangible assets 130 108 238 237 475
Property, plant and equipment 251 91 342 -42 300
Inventories 24 14 38 -3 35
Loans and receivables, current 20 3 23 - 23
Cash and cash equivalents 125 66 191 - 191
Provisions -13 - -13 - -13
Deferred tax assets and liabilities, net -31 -29 -60 -43 -103
Borrowings -18 -17 -35 - -35
Trade payables and other payables -52 -81 -133 - -133

Net assets 436 155 591 149 740

2010

DKK million

Previous 
method of 

consolidation

Previously held 
ownership 

interest

Acquired 
ownership 

interest

Total
 Carlsberg 

interest
Acquisition 

date
Main 

activity Cost

Acquired entity:
Wusu xinjiang Beer Group Proportionally 60.12% 4.88% 65.00% 1 Jan. 2010 Brewery 228
Gorkha Brewery Equity method 49.97% 40.03% 90.00% 12 Nov. 2010 Brewery 228

Total 456

In 2010, Carlsberg gained control of Wusu xinjiang Beer Group in China, 
which was previously proportionally consolidated, and Gorkha Brewery in 
Nepal, which was previously recognised using the equity method.  
        
  

Carlsberg’s interest in Gorkha Brewery includes put options recognised at 
the time of acquisition.      
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nOte 30   ACQUISITION AND DISPOSAL OF ENTITIES – CONTINUED

DKK million
Wusu xinjiang 

Beer Group
Gorkha 

Brewery Total

Fair value of consideration transferred for acquired ownership interest 228 228 456
Fair value of previously held ownership interest 660 285 945
Fair value of non-controlling ownership interest 385 57 442

Fair value of entities acquired in a step acquisition, total 1,273 570 1,843

Carrying amount of identified assets and liabilities recognised before step acquisition 31 76 107
Revaluation of identified assets and liabilities recognised before step acquisition 235 21 256
Fair value of acquired identified assets, liabilities and contingent liabilities 179 97 276

Fair value of identified assets, liabilities and contingent liabilities 445 194 639

Total goodwill 828 376 1,204

Goodwill recognised before a step acquisition 269 - 269

Change in total recognised goodwill 559 376 935

Goodwill is attributable to:
Shareholders in Carlsberg A/S 599 338 937
Non-controlling interests 229 38 267

Total goodwill 828 376 1,204

Gain on revaluation of previously held ownership interest in entities acquired in a step acquisition:
Carrying amount of previously held ownership interest -300 -76 -376
Fair value of previously held ownership interest 660 285 945
Recycling of cumulative exchange differences 30 -1 29

Total 390 208 598

Elements of cash consideration paid:
Cash 228 - 228
Cash and cash equivalents, acquired -5 -30 -35

Total cash consideration paid 223 -30 193

Contingent consideration - 228 228

Total consideration transferred 223 198 421

Acquired cash only comprises the additional consolidated share in the step 
acquisition due to the change from proportional consolidation to full consoli-

dation equal to the difference between the previous ownership interest and 
100% for previously proportionally consolidated entities. 

Acquired share of net assets recognised at fair value

DKK million
Wusu xinjiang 

Beer Group
Gorkha 

Brewery Total

Revaluation of 
previously recognised 

net assets at fair value

Total recognised 
net assets 

from acquisition

Intangible assets 89 - 89 77 166
Property, plant and equipment 281 92 373 313 686
Investments, excl. deferred tax - - - -76 -76
Inventories 49 18 67 18 85
Loans and receivables, current 2 44 46 44 90
Cash and cash equivalents 5 15 20 15 35
Pension liabilities -52 - -52 - -52
Deferred tax assets and liabilities, net -28 -11 -39 -61 -100
Borrowings -37 -30 -67 -30 -97
Trade payables and other payables -130 -31 -161 -44 -205

Net assets 179 97 276 256 532

Revaluation of previously recognised net assets at fair value includes revalu-
ation at fair value of net assets that were proportionally consolidated prior 
to the step acquisition of the entity. In addition, the item includes invest-
ments in associates transferred to other net assets and revaluated at fair 
value at the time of acquisition. 
   

In Q1 2010, Carlsberg gained control of Wusu xinjiang Beer Group through 
a step acquisition. The shareholdings held before obtaining control have 
been recognised at fair value with the revaluation adjustment, DKK 390m, 
recognised in special items. The purchase price allocation of the fair value 
of identified assets, liabilities and contingent liabilities in the acquisition has 
been completed. 
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nOte 30   ACQUISITION AND DISPOSAL OF ENTITIES – CONTINUED

This step acquisition is a natural step for Carlsberg and in line with the 
strategy of obtaining full control of key operating activities. The calculation 
of goodwill represents staff competences as well as expectations of positive 
growth. Goodwill related to the non-controlling interests’ share of Wusu 
xinjiang Beer Group has been recognised as part of goodwill. 
   
In Q4 2010, Carlsberg gained control of Gorkha Brewery through a step acquisi-
tion. The shareholdings held immediately before obtaining control have been 
recognised at fair value with the revaluation adjustment, DKK 208m, recognised 
in special items. The purchase price allocation of the fair value of identified as-
sets, liabilities and contingent liabilities in the acquisition has been completed. 
   
This step acquisition is a natural step for Carlsberg and in line with the 
strategy of obtaining full control of key operating activities. The preliminary 
calculation of goodwill represents staff competences as well as expectations 
of positive growth. Goodwill related to the non-controlling interests’ share of 
Gorkha Brewery has been recognised as part of goodwill. 
    
The Carlsberg Group is under certain circumstances obligated to pay a 
contingent consideration calculated partly as a function of future operat-
ing profits before amortisations, depreciations and impairments for Gorkha 
Brewery and partly as fair value of ownership interests owned by the 
non-controlling interests in Gorkha Brewery. At the time of acquisition the 
contingent consideration was recognised at a fair value of DKK 228m. 

The acquired entities contributed positively to operating profit before special 
items for 2010 by approximately DKK 36m and to the profit for the year 
by approximately DKK 19m. The net profit for the year had the acquisition 
of Gorkha Brewery been completed at 1 January 2010 is estimated at DKK 
5,382m. As the acquisition of Wusu xinjiang Beer Group was completed at 1 
January 2010, the result has already been included in net profit for the year. 

The fair value of the non-controlling ownership interest is estimated based 
on the net present value of expected future cash flows from the entity, 
the cost of newly acquired shareholdings in the entity, excluding control 
premium, and other fair value models as applicable for the transaction. The 
key assumptions applied for the Wusu xinjiang Beer Group transaction were 
an after-tax WACC of 10.5% and a terminal growth rate of 2.5%. For the 
Gorkha transaction the applied after-tax WACC was 16.8% and the applied 
terminal growth rate was 2.5%. 
 
Acquired net assets of entities acquired in a step acquisition include receivables 
from customers at a fair value of DKK 90m. None of the acquired receivables 
from customers are considered irrecoverable at the time of acquisition. 
 
Goodwill recognised regarding transactions completed in the year is not 
deductible for tax purposes. 
   

Acquisition of entities 

In 2010, the purchase price of part of the activities in S&N (acquired in 2008) 
has been adjusted by DKK 284m as a result of allocation of debt according 
to agreement. The adjustment was recognised as goodwill. The purchase 

price is expected to be further adjusted depending on the final allocation of 
debt according to agreement. 
    
   
Acquisition of proportionally consolidated entities 

In Q2 2011, Carlsberg acquired 22.5% of the shares in the jointly controlled entity 
South Asian Breweries Pte. Ltd., which is recognised by proportional consolida-
tion. The purchase price allocation of the fair value of identified assets, liabilities 
and contingent liabilities in the acquisition has not yet been completed. The fair 
value of identified assets, liabilities and contingent liabilities less the cost of the 
acquisition, DKK 74m, is recognised as goodwill. Accounting for the acquisition 
will be completed within the 12-month period required by IFRS 3.

In Q4 2011, Carlsberg acquired an additional 4% of the shares in South Asian 
Breweries Pte. Ltd. The purchase price allocation of the fair value of identified 
assets, liabilities and contingent liabilities in the acquisition has not been com-
pleted. The fair value of identified assets, liabilities and contingent liabilities less 
the cost of the acquisition, DKK 27m, is recognised as goodwill. Accounting for 
the acquisition will be completed within the 12-month period required by IFRS 3. 
   
In Q4 2010, Carlsberg acquired an additional 22.5% of the shares in the 
jointly controlled entity South Asian Breweries Pte. Ltd., which is recognised 
by proportional consolidation. The purchase price allocation, including 
contingent consideration, of the fair value of identified assets, liabilities and 
contingent liabilities in the acquisition has been completed. The fair value 
of identified assets, liabilities and contingent liabilities less the cost of the 
acquisition, DK 119m, is recognised as goodwill.  
    
  
Contingent considerations 

Carlsberg has in 2011 revaluated contingent consideration for the previous 
acquisition of shareholdings in Gorkha Brewery, Nepal, South Asian Brewer-
ies Pte. Ltd., Singapore, Olivaria, Belarus, and Svyturys-Utenos, Lithuania. 
The revaluations are based on updated information since the initial recogni-
tion of the liabilities including new budgets and sales forecasts, discount 
rates etc. The revaluation of Svyturys-Utenos arose upon final settlement. 
The total revaluation recognised in 2011 is DKK 349m (2010: DKK 162m).

Disposal of entities

In Q1 2011, Carlsberg disposed of the subsidiary Dresden Brauerei, Germany, 
at a sales price of DKK 126m. The entity had a carrying amount of DKK 116m, 
resulting in a gain of DKK 10m, which is recognised in special items. Prior to 
the sale, an impairment loss of DKK 128m had been recognised in 2010 on the 
brewery assets, corresponding to the difference between the carrying amount 
and the expected sales price. 

In Q2 2011, Carlsberg disposed of the subsidiary Sorex Holding SAS, a logistical 
company in France, at a sales price of DKK 134m. The entity had a carrying 
amount of DKK 220m, including goodwill of DKK 6m, resulting in a loss of DKK 
86m, which is recognised in special items. No entities were disposed of in 2010.

DKK million 2011 2010

Net assets disposed of 336 -
Gains/losses recognised under special items -76 -

Cash consideration received 260 -
Cash and cash equivalents, disposed of -51 -

Cash inflow, net 209 -

DKK million 2011 2010

Acquisition and disposal of entities, net:
Step acquisitions, cash outflow -294 -193
Acquisitions of proportionally consolidated entities, cash outflow -175 -
Payment regarding acquisition in prior period - -284
Disposals, cash inflow 209 -

Net -260 -477
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nOte 31   ACQUISITION AND DISPOSAL OF NON-CONTROLLING INTERESTS

2011

DKK million Increase in ownership

Entity
Baltika 

Breweries1

Carlsberg 
Serbia 
d.o.o.2

Carlsberg 
Croatia 
d.o.o. 2

Carlsberg 
Bulgaria

 AD 2

Slavutich 
Brewery 

Svyturys-
Utenos

 Alus AB 3

Other  
entities 4

Country Russia Serbia Croatia Bulgaria Ukraine Lithuania

Paid -866 - - - -59 -373 -40 -1,338
Change in provisions for put option - -194 -92 -107 - 482 -402 -313
Proportionate share of equity acquired/disposed 1,127 80 56 48 39 -21 24 1,353

Difference recognised directly in equity 261 - - - -20 - -417 -176

Difference recognised in goodwill - -114 -36 -59 - 88 -1 -122

Effects of changes in Carlsberg’s ownership 
interest on the equity attributable to Carlsberg:
1 January 2011 30,590 285 232 180 1,551 1,126 1,609 35,573
Effect of acquisition/disposal 1,127 80 56 48 39 -21 24 1,353
Comprehensive income 1,649 25 9 -6 366 54 -168 1,929
Dividends, share buy-back, capital injections etc. -2,301 -1 -22 -5 -117 -205 -29 -2,680

31 December 2011 31,065 389 275 217 1,839 954 1,436 36,175

2010

DKK million Increase in ownership Decrease in ownership

Entity
Baltika 

Breweries Olivaria

Bottling and 
Brewing 

Group Ltd. 5

Parag 
Breweries 

Ltd. 5
Slavutich 
Brewery 6

Carlsberg 
Singapore 

Pte Ltd. 7
Carlsberg 

Kazakhstan8

Country Russia Belarus Malawi India Ukraine Singapore Kazakhstan

Paid -55 -114 - - - - - -169
Change in provision for put option - 92 - - - - - 92
Proportionate share of equity acquired/disposed 54 22 16 2 7 -43 -3 55

Difference recognised directly in equity -1 - 16 2 7 -43 -3 -22

Effects of changes in Carlsberg’s ownership 
interest on the equity attributable to Carlsberg:
1 January 2010 29,472 129 107 24 986 76 208 31,002
Effect of acquisition/disposal 54 22 16 2 7 -43 -3 55
Comprehensive income 5,782 22 33 -69 384 51 65 6,268
Dividends, capital injections etc. -4,718 -5 - 74 174 -61 21 -4,515

31 December 2010 30,590 168 156 31 1,551 23 291 32,810

1  In addition to acquiring non-controlling interests, Carlsberg transferred 
title of some of its ownership interests in Baltika Breweries as part of an 
arrangement to provide financing for Carlsberg’s operating activities. The 
ownership interests have not been derecognised in the consolidated finan-
cial statements in accordance with IFRS. 

2  Non-controlling interests of Carlsberg Serbia d.o.o., Carlsberg Croatia 
d.o.o. and Carlsberg Bulgaria AD negotiated sale of their shareholdings to 
Carlsberg. The transactions were completed in January 2012.

 
3  Non-controlling interests of Svyturys-Utenos Alus AB exercised put  

options held against the Group. Carlsberg also derecognised put liability 
related to a smaller shareholding.

4  Comprises transactions with shareholdings in Olivaria (Belarus), Carlsberg 
South Asia Pte. Ltd. (Singapore), Carlsberg Kazakhstan, A/S Aldaris (Latvia), 
Laos Soft Drinks Co. Ltd. and Parag Breweries Ltd. (India).

5  The increase in ownership interest was settled by transfer of non-cash 
assets or conversion of debt.

6  Effect of merger between two Ukrainian subsidiaries of the Group which 
changed the ownership interest between the shareholders of the continu-
ing entity Slavutich Brewery. In accordance with local legislation, the own-
ership of the continuing entity was based on the proportionate ownership 
of the share capital of the merged entities rather than the proportionate 
equity value of the entities, thereby creating a change in relative owner-
ship of Slavutich Brewery. No payment was received from the change in 
ownership interest in Slavutich Brewery.

7  Effect of change in ownership structure in Malaysia and Singapore, which 
caused part of the investment to be indirectly owned by the non-controlling 
interests of Carlsberg Malaysia. No payment was received from the decrease 
in ownership interest of Carlsberg Singapore.

8  Carlsberg’s Russian subsidiary Baltika Breweries made an in-kind injec-
tion of tangible assets in Derbes Company Ltd. for a 10% share of the 
company. The change in ownership in Derbes Company Ltd. is related to 
the non-controlling shareholding in Baltika Breweries.
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nOte 32   SPECIFICATION OF INVESTED CAPITAL

DKK million 2011 2010
Invested capital is calculated as follows:
Total assets 147,714 144,250

Less:
Deferred tax assets -1,199 -1,301
Loans to associates (current) -105 -27
Interest income receivable, fair value of hedging instruments and financial receivables -529 -330
Securities (current and non-current) -158 -158
Cash and cash equivalents -3,145 -2,735
Assets held for sale -570 -419

Total assets included 142,008 139,280

Trade payables -11,021 -9,385
Deposits on returnable packaging -1,291 -1,279
Provisions, excluding restructuring -1,176 -1,609
Corporation tax -527 -534
Deferred income -1,127 -1,384
Finance lease liabilities, included in borrowings -52 -65
Other liabilities, excluding deferred income, interest payable and fair value of hedging instruments -8,618 -7,905

Total liabilities offset -23,812 -22,161

Total invested capital 118,196 117,119

nOte 33   SPECIFICATION OF NET INTEREST-BEARING DEBT 

DKK million 2011 2010

Net interest-bearing debt is calculated as follows:
Non-current borrowings 34,364 32,587
Current borrowings 1,875 3,959
Liabilities associated with assets held for sale 747 -

Gross interest-bearing debt 36,986 36,546

Cash and cash equivalents -3,145 -2,735
Loans to associates, interest-bearing portion -97 -24
Loans to partners -230 -225
On-trade loans -2,066 -2,065
Non-interest-bearing portion 1,030 1,286
Other receivables -1,318 -1,487
Non-interest-bearing portion 1,300 1,447

Net interest-bearing debt 32,460 32,743

Changes in net interest-bearing debt:
Net interest-bearing debt at 1 January 32,743 35,679

Cash flow from operating activities -8,813 -11,020
Cash flow from investing activities, excl. acquisition of entities, net 4,623 5,364
Cash flow from acquisition of entities, net 260 477
Share buy-back 417 -
Dividends to shareholders and non-controlling interests 884 1,243
Acquisition of non-controlling interests 1,338 169
Acquisition/disposal of treasury shares and exercise of share options 49 47
Acquired net interest-bearing debt from step acquisition/disposal of entities 44 97
Change in interest-bearing lending 18 15
Settlement of financial instruments in relation to loan agreements 805 -
Effect of currency translation 289 808
Other -197 -136

Total change -283 -2,936

Net interest-bearing debt at 31 December 32,460 32,743
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nOte 35   FINANCIAL RISKS

The Group’s activities create exposure to a variety of financial risks. These 
risks include market risk (foreign exchange risk, interest rate risk and raw 
material risk), credit risk and liquidity risk.

The Group’s financial risks are managed by Group Treasury in accordance 
with the Financial Risk Management Policy approved by the Supervisory 
Board and are an integrated part of the overall risk management process in 
Carlsberg. The risk management framework is described in the Management 
review. 

As the Group did not identify any additional financial risk exposures in 2011, 
the risk management activities were unchanged compared to 2010.

Capital structure 

Management regularly assesses whether the Group’s capital structure is in 
the interests of the Group and its shareholders. The overall objective is to 
ensure a continued development and strengthening of the Group’s capital 
structure which supports long-term profitable growth and a solid increase  
in key earnings and statement of financial position ratios.

This includes the assessment and decision on the split of financing between 
share capital and loans, which is a long-term strategic decision to be made 
in connection with major acquisitions and similar transactions.

Carlsberg A/S’s share capital is divided into two classes (A shares and B 
shares). Combined with the Carlsberg Foundation’s position as majority 
shareholder (in terms of control), management considers that this division 
will remain advantageous for all of the Company’s shareholders, as this 
structure enables and supports the long-term development of the Group.

As an element of strategic capital structure decisions, management assesses 
the risk of changes in the Group’s investment grading. In 2006 the Group 
was awarded investment-grade ratings by Moody’s Investor Service and 
Fitch Ratings. In February 2011 these ratings were upgraded one notch each 
by both rating agencies. 

Other operational decisions relate to the issue of bonds and the entering 
into and changing of bank loan agreements. To facilitate these decisions and 
manage the operational capital structure, management assesses committed 
credit facilities, expected future cash flows and the net debt ratio.

At 31 December 2011, the Carlsberg Group had net interest-bearing debt 
totalling DKK 32,460m (2010: DKK 32,743m). The credit resources available 
and the access to unused committed credit facilities are considered reaso n-
able in the light of the Group’s current needs in terms of financial flexibility.

nOte 34   INVESTMENTS IN PROPORTIONALLy CONSOLIDATED ENTITIES

DKK million 2011 2010

Revenue 2,744 2,558
Total costs -2,329 -2,083

Operating profit before special items 415 475

Consolidated profit 235 319

Non-current assets 2,563 2,254
Current assets 924 1,068
Assets held for sale, net 10 16
Non-current liabilities -455 -260
Current liabilities -1,477 -1,575

Net assets 1,565 1,503

Free cash flow -197 355

Net cash flow -149 232

Cash and cash equivalents, year-end 164 308

Contingent liabilities in joint ventures 132 132

The amounts shown below represent the Group’s share of the assets and 
liabilities, revenue and profit of proportionally consolidated entities as 
shown in the overview of Group companies. These amounts are recognised 

in the consolidated statement of financial position, including goodwill, and 
in the income statement.
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nOte 35   FINANCIAL RISKS – CONTINUED

Market risk

Market risk is the risk of changes in market prices, such as foreign exchange 
rates and interest rates, that will affect the Group’s net result and/or equity.

To minimise the exposure to these risks the Group enters into a variety of 
financial instruments and generally seeks to apply hedge accounting to  
minimise volatility in profit and loss. 

Foreign exchange risk
A significant part of the Group’s activities and investments take place outside 
Denmark and in currencies other than DKK. Foreign exchange risk is therefore 
a principal financial risk for the Group and as such exchange rate fluctuations 
can have a significant impact on the income statement and the statement of 
financial position.

The Group is exposed to foreign exchange risks on revenue and purchases,  
as the predominant part of revenue and purchases originates from foreign  
entities and is translated into the Group’s functional currency, DKK. The Group 
is primarily exposed to RUB, GBP and UAH. There is also some exposure to 
a number of Asian currencies, which in total represent 5-10% of the Group’s 
operating profit. The exposure to fluctuations in EUR/DKK is considered in-
significant due to Denmark’s fixed exchange rate policy towards EUR. Despite 
recent turmoil in the eurozone, the DKK has moved in a narrow band against 
the EUR. Carlsberg monitors and will continue to monitor the risks related to 
the EUR.

Furthermore, the Group has a foreign exchange risk on cash flow from  
operations in countries where there is no natural hedge relationship between 
cash flow from operations and loans.

Revenue exposure to currencies is illustrated below:

Committed non-current credit facilities at 31 December:

DKK million 2011 2010

1-2 years 3,409 10,687
2-3 years 8,030 2,360
3-4 years 13,142 7,863
4-5 years 8,982 13,213
  >5 years 8,871 12,103

Total 42,434 46,226

Current borrowings 1,875 3,959
Non-current borrowings 34,364 32,587

Total 36,239 36,546

Net revenue by currency as a percentage 
of total net revenue 2011

Net revenue by currency as a percentage 
of total net revenue 2010

26%
EUR

23%
RUB

11%
DKK

7%
GBP

5%
CHF

4%
SEK

4%
NOK

3%
PLN

3%
UAH

3%
CNy

11%
Other

22%
RUB

22%
EUR

12%
DKK

8%
GBP

6%
CHF

4%
NOK

4%
SEK

3%
PLN

3%
UAH

3%
CNy

13%
Other
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nOte 35   FINANCIAL RISKS – CONTINUED

The Group has chosen not to hedge the exposure from translation of 
revenue or earnings in foreign currencies, but does in certain cases hedge 
specific cash flows such as dividends to be received in foreign currencies.

The Group is exposed to transaction risks on purchases in currencies other 
than the functional currency of the local entities. It is therefore Group policy 
to hedge future cash flows in currencies other than the functional currency 
of the entities for a one-year period. This policy applies to Northern & 
Western Europe, excluding some of the Baltic and Balkan States. Hedging is 
carried out when plans for the following year are being prepared, effectively 
hedging the entities’ operating profit in local currency. Since a major part
of the purchases in foreign currency is in EUR, this will not constitute a risk 
at Group level. However, at Group level these hedges are effectively an 
economic hedge of (parts of) the net revenue in the relevant currency.

Impact from Eastern Europe.   The foreign exchange risk in the entities  
in Eastern Europe is managed differently from Carlsberg’s operations in  
the main parts of the rest of the Group. The reason is the excessive cost of 
hedging these currencies over a longer period of time.

With regard to transaction risk, it is Baltika Breweries’ policy to reduce  
the financial risk measured in RUB by balancing expenses in the foreign  
currencies USD and EUR. As long as the Russian Central Bank manages  
the RUB in accordance with the basket (consisting of 55% USD and 45% 
EUR), this procedure will reduce the transaction risk. However, appreciation 
and depreciation of RUB have affected and will continue to affect operating 
profit measured in both DKK and RUB.

Investment in and financing of local entities.   The Group is exposed to 
foreign exchange risk on borrowings denominated in a currency other than 
the functional currency of the individual Group entity. Interest on borrowings 
is denominated in the currency of the borrowing.

The main principle for funding of subsidiaries is that loans and borrowings 
should be in local currency or hedged to local currency to avoid foreign 
exchange risk. However, in some Group entities debt is denominated in a 
currency other than the local entity’s functional currency without the foreign 
exchange risk being hedged. This applies primarily to entities in Eastern 
Europe and is based on an assessment of the alternative cost of financing 
the entity in the local currency. For the countries concerned, the interest rate 
level in the local currency, and thus the additional cost of financing in local 
currency, is so high that it justifies a foreign exchange risk. In some countries 
financing in local currency is not available at all.

At 31 December 2011, 92% of the Group’s net financial debt was in EUR 
(2010: 88%), cf. note 24.

The Group holds a number of investments in foreign subsidiaries where the 
translation of net assets to DKK is exposed to foreign exchange risks. The 
Group uses net investment hedges to hedge part of this foreign exchange 
exposure by taking up borrowings denominated in the relevant currencies or 
by entering into forward exchange contracts. This applies to net investments 
in CHF, CNy, GBP, MyR, NOK, PLN, RUB and SEK. The basis for hedging 
is reviewed annually, and the two parameters, risk reduction and cost, are 
balanced. The effect of net investment hedges on the income statement and 
other comprehensive income is summarised in note 36.

The most significant net risk relates to foreign exchange adjustment of net 
assets in RUB, which has only been hedged to some extent.

Applied exchange rates.   The DKK exchange rates applied for the most 
significant currencies when preparing the consolidated financial statements 
are presented below. The average exchange rate for the year was calculated 
using the monthly exchange rates weighted according to the phasing of the 
Group’s net revenue throughout the year.

Closing rate Average rate

DKK 2011 2010 2011 2010

Swiss Franc (CHF) 6.1157 5.9755 6.0678 5.4070
Chinese yuan (CNy) 0.9112 0.8504 0.8260 0.8365
Euro (EUR) 7.4342 7.4544 7.4514 7.4473
Pound Sterling (GBP) 8.9000 8.6659 8.6019 8.7169
Malaysian Ringgit (MyR) 1.8108 1.8226 1.7545 1.7484
Norwegian Krone (NOK) 0.9588 0.9534 0.9562 0.9311
Polish Zloty (PLN) 1.6676 1.8801 1.8245 1.8620
Russian Rouble (RUB) 0.1784 0.1848 0.1827 0.1876
Swedish Krona (SEK) 0.8342 0.8270 0.8248 0.7830
Ukrainian Hryvnia (UAH) 0.7219 0.7050 0.6679 0.7216
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Impact on financial statements and sensitivity analysis
Impact on operating profit.   Developments in exchange rates between 
DKK and the functional currencies of foreign entities had a lower impact 
compared to 2010 on the Group’s operating profit measured in DKK. 
Operating profit was improved as a result of an increase in the average 
CHF/DKK rate (12%), NOK/DKK rate (3%) and SEK/DKK rate (5%), and 
negatively affected by a decrease in the average RUB/DKK rate (-3%) and 
PLN/DKK (-2%) rate.

Impact on financial items, net.   In 2011, the Group had net losses on foreign 
exchange and made fair value adjustments of financial instruments of DKK 
-93m (2010: DKK 22m). The main source for the losses in 2011 was reclassifi-
cation of accumulated losses on interest rate swap from equity to the income 
statement, cf. note 36. 

Impact on statement of financial position.   Fluctuations in foreign exchange 
rates will also affect the level of debt as funding is obtained in a number 
of currencies. In 2011, the net interest-bearing debt increased by DKK 334m 
(2010: DKK 807m) due to movements in foreign exchange rates. The pri-
mary impact derives from net debt in GBP: the GBP/DKK rate appreciated 
from 8.67 at the end of 2010 to 8.9 at the end of 2011.

Impact on other comprehensive income.   For 2011, the total loss on net 
investments, loans granted to subsidiaries as an addition to the net invest-
ment and net investment hedges amounted to DKK -1,956m (2010: DKK 
4,907m). Losses were primarily incurred in RUB, PLN and ByR, while there 
were gains in CNy. 

Sensitivity analysis.   A negative development in the exchange rates would, all 
other things being equal, have the following impact on the consolidated profit 
and loss and other comprehensive income for 2011. The hypothetical impact 
ignores the fact that the subsidiaries’ initial recognition of revenue, cost and 
debt would be similarly exposed to the changes in the exchange rates. 

DKK million 2011

EUR 
receivable

EUR 
payable

EUR 
loans

EUR 
cash

Gross 
exposure Derivative

Net 
exposure % change

Effect 
on P/L

EUR/RUB 2 -143 - 100 -41 - -41 10.00% -4
EUR/LTL 2 -14 - 1 -11 - -11 10.00% -1
EUR/LVL 3 -9 - - -6 6 - 10.00% -
EUR/RSD 19 -35 - 23 7 - 7 10.00% 1
EUR/KZT - -3 - - -3 - -3 10.00% -
EUR/UAH 1 -29 - 22 -5 - -5 10.00% -
EUR/UZS - -14 -246 10 -250 - -250 10.00% -25
EUR/CNy - -4 - - -4 - -4 10.00% -

Total -29

USD 
receivable

USD 
payable

USD 
loans

USD 
cash

Gross 
exposure Derivative

Net 
exposure % change

Effect 
on P/L

USD/UAH - -39 -102 26 -115 - -115 10.00% -12

Total -12

DKK million 2010

EUR 
receivable

EUR 
payable

EUR 
loans

EUR 
cash

Gross 
exposure Derivative

Net 
exposure % change

Effect 
on P/L

EUR/RUB 2 -70 - 106 38 - 38 10.00% 4
EUR/LTL 3 -10 - - -6 - -6 10.00% -1
EUR/LVL 3 -11 - - -8 8 - 10.00% -
EUR/RSD 9 -35 - - -26 - -26 10.00% -3
EUR/KZT - -3 - 1 -2 - -2 10.00% -
EUR/UAH 1 -20 - 24 5 - 5 10.00% 1
EUR/UZS - -40 -297 2 -335 - -335 10.00% -34
EUR/CNy - -1 - - -1 - -1 10.00% -

Total -33

USD 
receivable

USD 
payable

USD 
loans

USD 
cash

Gross 
exposure Derivative

Net 
exposure % change

Effect 
on P/L

USD/RUB - -67 - 504 437 - 437 10.00% 44
USD/UAH 2 -50 -298 8 -338 - -338 10.00% -34
USD/KZT - -6 -459 - -464 - -464 10.00% -46

Total -36
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Interest rate risk
The most significant interest rate risk in the Group relates to borrowings. The 
Group’s exposure to an increase in short-term interest rates is primarily in 
EUR, GBP and, secondarily, DKK. The exposure to medium- and long-term 
interest rates is primarily in EUR.

Interest rate risks are mainly managed using interest rate swaps and fixed-
rate bonds.

The interest rate risk is measured by the duration of the net borrowings.  
The target is to have a duration between one and five years.

A breakdown of the net financial debt, including the exposure to interest rate 
risk, financial instruments used to manage foreign exchange and interest 
rate risks, is provided in note 24. 

Sensitivity analysis.   At the reporting date, 85% of the net borrowings 
consisted of fixed-rate loans with rates fixed for more than one year (2010: 
83%). It is estimated that an interest rate increase of 1 percentage point 
would lead to an increase in annual interest expenses of DKK 50m (2010: 
DKK 58m). The calculation assumes a parallel shift in the relevant yield 
curves and 100% effective hedging of changes in the yield curve.

At 31 December 2011, the duration of the borrowings was 2.5 years (2010: 3.1 
years) and in value terms amounted to DKK 812m (2010: DKK 1,061m). If the 
market interest rate had been 1 percentage point higher (lower) at the report-
ing date, it would have led to a financial gain (loss) of DKK 812m (2010: DKK 
1,061m). However, since only interest rate swaps and not fixed-rate borrowings 
are recognised at fair value, marked-to-market, only the duration contained 
in financial instruments will impact comprehensive income or the income 
statement. It is estimated that DKK 194m (2010: DKK 290m) of the duration 
is contained in interest rate derivatives designated as cash flow hedges or 
economic hedges, meaning that the impact from changes in interest rates will 
be recognised in the income statement or other comprehensive income. If the 
market interest rates had been 1 percentage point higher (lower) at 31 Decem-
ber 2011, shareholders’ equity would have been DKK 194m (2010: DKK 290m) 
higher (lower). The impact is split between recognition in other comprehensive 
income (DKK 165m) and the income statement (DKK 29m). The remaining 
duration is included in borrowings with fixed interest – primarily the issued 
bonds described in note 24, which are carried at amortised cost.

The sensitivity analysis is based on the financial instruments recognised at 
the reporting date. The sensitivity analysis assumes that all other variables, 
in particular foreign exchange rates, remain constant. The analysis was 
performed on the same basis as for 2010.

The recognised impact from interest rate derivatives is disclosed in note 36. 

Raw material risk
Raw material risks are associated in particular with purchasing of cans (alu-
minium), malt (barley) and energy. Management of raw material risks and 
foreign exchange risks is coordinated centrally. The aim of the risk manage-
ment process is to ensure stable and predictable raw material prices in the 
long term, and to avoid capital and liquidity being tied up unnecessarily.

As the underlying markets for the specified categories of raw materials vary, 
so does the way in which they are hedged against price increases. The most 
common form of hedging is fixed-price agreements in local currencies with 
suppliers.

To hedge the implicit risk of rising aluminium prices associated with the 
purchase of cans, the Group’s purchase price in the majority of purchase 
agreements is variable and based on the global market price of aluminium 
(London Metal Exchange, LME). The Group is thus able to hedge the un-
derlying aluminium price risk. For 2012, the majority of the aluminium price 
risk has been hedged for Northern & Western Europe and Eastern Europe, 
whereas the risk has been partially hedged for the period up to 2013. The 
total volume of aluminium purchased via financial instruments was ap-
proximately 88,600 tonnes at the end of 2011 (2010: 78,000 tonnes). Based 
on this volume, and assuming 100% efficiency, a 10% increase (decrease) in 
aluminium prices would impact equity positively (negatively) by DKK 94m 
(2010: DKK 110m). Fair values are specified in note 36.

It is Group policy to secure delivery of malt and hops for the coming budget 
year, and the exposure for 2012 was thus hedged through fixed-price purchase 
agreements for the majority of the Group in 2011.

Credit risk

Credit risk is the risk of a counterparty failing to meet its contractual obliga-
tions and so inflicting a loss on the Group. The Group is exposed to credit risk 
on financial assets such as trade and other receivables, on-trade loans, cash 
balances (including fixed deposits and cash and cash equivalents), investments 
and derivative financial instruments with a positive fair value.

Trade receivables, on-trade loans and other receivables.   Credit risk related 
to trade receivables arises when the Group makes sales for which no cash 
payments are received when goods are delivered. Exposures on trade 
receivables are managed locally in the operating entities and credit limits 
set as deemed appropriate for the customer taking into account the current 
market conditions.

The Group does not generally renegotiate the terms of trade receivables with 
the individual customer and trade receivables are not changed to on-trade 
loans. However, if a negotiation takes place, the outstanding balance is 
included in the sensitivity analysis based on the original payment terms.  
No significant trade receivables or on-trade loans were renegotiated during 
2010 and 2011.

Under certain circumstances the Group grants loans to the on-trade. On-trade 
loans are concentrated in France, UK, Germany, Switzerland and Sweden, and 
spread across a large number of customers/debtors. The operating entities 
monitor and control these loans in accordance with central guidelines. On-
trade loans are usually repaid through discounts during the continuing sales 
relationship with the individual customer, which is reflected in the repayment 
scheme and the discounting of the loans. There are therefore no significant 
overdue on-trade loans. It is estimated that the provisions made are sufficient 
to cover expected losses.

Significant adverse developments in the on-trade market may increase the 
credit risk for groups of customers in a country/market. Such developments 
include changes in local legislation, which may have an adverse effect on 
the earnings in the industry in general and are taken into consideration in 
the assessment of impairment losses.

It is Group policy to reduce the credit risk through prepayments or cash 
payments on delivery, especially for certain categories of customers in each 
country. The local entities assess the credit risk and whether it is appropriate 
and cost-effective to hedge the credit risk by way of credit or bank guaran-
tees, credit insurance, conditional sale etc. Such security is taken into account 
when assessing the necessary impairment losses. Security is primarily received 
from on-trade customers.

The credit risk on on-trade loans is usually reduced through collateral and 
pledges of on-trade movables (equipment in bars, cafés etc.). The fair 
value of the pledged on-trade movables cannot be estimated reliably but 
is assessed to be insignificant as the movables are used. Movables received 
through pledges usually need major repair before they can be used again.  

Other financial assets.   Credit risk relating to cash and cash equivalents, 
investments and financial instruments arises due to uncertainty as to 
whether the counterparty will be able to meet its contractual obligations 
as they fall due. The Group has established a credit policy under which 
financial transactions may be entered into only with financial institutions 
with a high credit rating. The credit exposure on financial institutions is 
effectively managed by Group Treasury.

The credit risk on other loans is reduced through pledge of shares in one  
of the Group’s subsidiaries that are held by the borrower.

The Group primarily enters into financial instruments and transactions  
with the Group’s relationship banks, i.e. banks extending loans to the  
Group. In most cases, the Group will be in a net debt position with its  
relationship banks.
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Impairment losses are based on an individual review for impairment in 
connection with customer insolvency, anticipated insolvency and past due 
amounts and on mathematically computed impairment losses based on  
classification of debtors, maturity and historical information.

No significant impairment losses were incurred in respect of individual trade 
receivables or on-trade loans in 2011 and 2010. The impairment losses at 
31 December 2011 relate to several minor customers that have – in different 

ways – indicated that they do not expect to be able to pay their outstanding 
balances, mainly due to adverse economic developments. The Group believes 
that the unimpaired amounts that are past due by more than 30 days are still 
collectable, based on historic payment behaviour and extensive analysis of 
the underlying customers’ credit ratings.

The development in impairment losses in respect of trade receivables was  
as follows: 

2011

DKK million

Net carrying 
amount 

at 31 Dec.

Of which neither  
impaired nor past due  
on the reporting date

Past due 
less than 
30 days

Past due 
between 

30 and 90 days

Past due 
more than 

90 days

Receivables from sale of goods and services 7,115 6,529 216 154 216
On-trade loans 2,066 1,923 12 10 121
Loans to associates 123 123 - - -
Loans to partners 230 230 - - -
Fair value of hedging instruments 499 499 - - -
Other receivables 1,318 1,074 32 35 177
Cash and cash equivalents 3,145 3,145 - - -

2010

DKK million

Net carrying 
amount 

at 31 Dec.

Of which neither  
impaired nor past due  
on the reporting date

Past due 
less than 
30 days

Past due 
between 

30 and 90 days

Past due 
more than 

90 days

Receivables from sale of goods and services 5,057 4,634 163 105 155
On-trade loans 2,065 1,940 5 8 112
Loans to associates 48 48 - - -
Loans to partners 225 225 - - -
Fair value of hedging instruments 318 318 - - -
Other receivables 1,487 1,025 14 298 150
Cash and cash equivalents 2,735 2,735 - - -

2011

DKK million Trade receivables On-trade loans Other receivables Total

Impairment at 1 January -675 -267 - -942
Impairment loss recognised -151 -23 - -174
Realised impairment losses 61 33 - 94
Reversed impairments 21 25 - 46
Disposals 30 - - 30

Impairment losses at 31 December -714 -232 - -946

2010

DKK million Trade receivables On-trade loans Other receivables Total

Impairment at 1 January -751 -276 - -1,027
Impairment loss recognised -133 -83 - -216
Realised impairment losses 189 82 - 271
Reversed impairments 17 7 - 24
Disposals 3 3 - 6

Impairment losses at 31 December -675 -267 - -942

Furthermore, Group Treasury monitors the Group’s gross credit exposure to 
banks, and operates with individual limits on banks based on rating, level of 
government support and access to netting of assets and liabilities. Historically, 
the Group has not incurred losses on bank balances and derivative financial 
instruments due to the counterparty’s inability to pay, and management does 
not expect any counterparty to fail to meet its obligations.

Exposure to credit risk.   The carrying amount of financial assets represents 
the maximum credit exposure. The carrying amount of financial assets,  
DKK 14,496m (2010: DKK 11,935m), is summarised below. 
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The unused non-current committed credit facilities of DKK 6,195m (2010: DKK 
9,680m) stated in the formula are net of non-current and current borrowings 
and therefore DKK 1,875m (2010: DKK 3,959m) (the current borrowing) lower 
than the unused non-current committed credit facilities of DKK 8,069m (2010: 
DKK 13,639m).

A few insignificant non-current committed credit facilities include financial 
covenants with reference to the ratio between net debt and EBITDA.  
Management monitors this ratio, and at 31 December 2011 there was  
sufficient headroom below the ratio.

The following table lists the contractual maturities of financial liabilities, 
including estimated interest payments and excluding the impact of netting 
agreements, and thus summarises the liquidity risk.

The risk implied from the values shown in the maturity table below reflects 
the one-sided scenario of cash outflows only. Trade payables and other 
financial liabilities mainly originate from the financing of assets in the ongoing 
operations such as property, plant and equipment and investments in working 
capital, e.g. inventories and trade receivables.

4%
Non-current 
mortgages

54%
Bonds

36%
Non-current 
bank  
borrowing

4%
Current bank 
borrowing

2%
Other current 
and non-current 
borrowing

Carlsberg applies the formula below in the monitoring of credit  
resources available:

DKK million 2011 2010

Total non-current committed loans and credit facilities 42,434 46,226
Total current and non-current borrowings -36,239 -36,546

Unused committed non-current credit facilities 6,195 9,680
Cash and cash equivalents 3,145 2,735

Credit resources available 9,340 12,415

The Group uses cash pools in its day-to-day liquidity management for most 
of the entities in Northern & Western Europe, as well as intra-Group loans 
between Group Treasury and subsidiaries. As a result of withholding tax and 

local legislation, the majority-owned entities in Eastern Europe have their own 
credit facilities and borrowings from banks. This is also the case for the joint 
venture in Portugal (Unicer-Bebidas).

Distribution of gross financial debt 2011,
DKK 36,239m

Distribution of gross financial debt 2010,
DKK 36,546m

Liquidity risk

Liquidity risk results from the Group’s potential inability to meet the obliga-
tions associated with its financial liabilities, e.g. settlement of its financial debt, 
paying its suppliers and settling finance lease obligations. The Group’s liquidity 
is managed by Group Treasury. The approach is to ensure effective liquidity 
management, which primarily involves obtaining sufficient committed credit 
facilities to ensure adequate financial resources, and to some extent tapping 

a diversity of funding sources. At 31 December 2011, the Group had unutilised 
non-current committed credit facilities of DKK 8,069m (2010: DKK 13,639m).

In addition to efficient working capital management and credit management, 
the Group mitigates liquidity risk by arranging borrowing facilities with highly 
rated financial institutions. 

 

5%
Non-current 
mortgages

58%
Bonds

31%
Non-current 
bank  
borrowing

3%
Current bank 
borrowing

3%
Other current 
and non-current 
borrowing

108 Carlsberg Group



nOte 35   FINANCIAL RISKS – CONTINUED

All items are stated at their nominal amounts. Derivative financial instru-
ments are presented gross. Derivative financial instruments are in general 
traded with the Group’s relationship banks. The nominal amount/contractual 
cash flow of the financial debt is DKK 94m lower (2010: DKK 82m higher)  
than the carrying amount. The difference between the nominal amount 
and the carrying amount comprises differences between these amounts at 
initial recognition, which are treated as cost that is capitalised and amortised 
over the duration of the borrowings, and differences between nominal 
amounts and fair values of bonds. The interest expense is the contractual 
cash flows expected on the financial gross debt at 31 December 2011. For the 

part of bank borrowing and mortgages that has been swapped, the expected 
interest expense (before swaps but including margin) has been included. The 
expected net cash flow from the swaps related to the borrowings is included 
in the contractual cash flow for the derivative financial instrument. It should 
be noted that the cash flow regarding the interest expenses is estimated cash 
flow based on the notional amount of the above-mentioned borrowings and 
forward interest rates at year-end 2011 and 2010. Interest on the debt existing 
at year-end 2011 and 2010, for which no contractual obligation (current bor-
rowing and part of the amount drawn on cash pools) exists, has been included 
for a two-year period.

Financial liabilities 2011

DKK million
Contractual
cash flows

Maturity
<1 year

Maturity
>1 year

<5 years
Maturity
>5 years

Carrying
amount

Derivative financial instruments:
Derivative financial instruments, payables 1,255 550 684 21 1,280

Non-derivative financial instruments:
Financial debt, gross 36,145 1,875 25,330 8,940 36,239
Interest expense 4,383 1,323 2,838 222 N/A
Trade payables and other liabilities 12,312 12,312 - - 12,312
Liabilities related to the acquisition of entities 1,136 418 24 694 1,136
Financial liabilities associated with assets held for sale 828 828 - - 828

Non-derivative financial instruments, total 54,804 16,756 28,192 9,856 -

Financial liabilities, total 56,059 17,306 28,876 9,877 -

Financial liabilities 2010

DKK million
Contractual
cash flows

Maturity
<1 year

Maturity
>1 year

<5 years
Maturity
>5 years

Carrying
amount

Derivative financial instruments:
Derivative financial instruments, payables 2,294 1,444 842 9 2,276

Non-derivative financial instruments:
Financial debt, gross 36,628 3,966 20,573 12,090 36,546
Interest expense 6,176 1,488 4,018 670 N/A
Trade payables and other liabilities 10,664 10,664 - - 10,664
Liabilities related to the acquisition of entities 1,138 535 91 512 1,138
Financial liabilities associated with assets held for sale 178 178 - - 178

Non-derivative financial instruments, total 54,784 16,831 24,682 13,272 -

Financial liabilities, total 57,078 18,275 25,524 13,281 -
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nOte 35   FINANCIAL RISKS – CONTINUED

Accounting classification and fair values.   The accounting classification and 
fair values can be specified as follows:

Fair value hierarchy.   Carlsberg has no financial instruments measured  
at fair value on the basis of level 1 input (quoted prices) or at level 3 input 
(non-observable data).

Securities.   Shares in unlisted entities comprise a number of small hold-
ings. These unlisted entities are not recognised at fair value if the fair value 
cannot be calculated on a reliable basis. Instead such unlisted securities are 
recognised at cost.

Derivative financial instruments – level 2 input.   The fair value of all deriva-
tives, and in most cases non-derivative financial instruments, is determined 
based on observable market data using generally accepted methods. Valua-
tion reports as well as internally calculated values based on discounted cash 
flows of financial derivatives are used. Where internally calculated values are 
used, these are compared to external market quotes on a quarterly basis. 

The fair value of all derivatives (whether designated as fair value or eco-
nomic hedges, cash flow hedges or net investment hedges) is calculated 
internally by: a) estimating the notional future cash flows using observ  - 
able market data such as yield curves and the aluminium forward curve;  
b) discounting the estimated and fixed cash flow to present value; and  
c) converting the amounts in foreign currency into the functional currency  
at the end-of-period foreign exchange rate.

Loans and other receivables.   The carrying amount of trade receivables  
and other receivables approximates the fair value.

On-trade loans.   On-trade loans are recognised at amortised cost. Based 
on discounted cash flows using the interest rates at the end of the reporting 
period, these loans have a fair value of DKK 2,066m (2010: DKK 2,065m). 

Other financial liabilities.   Other financial liabilities, including issued bonds, 
mortgages, bank borrowings, finance lease obligations, trade payables and 
other liabilities, are measured at amortised cost.

2011 2010

DKK million Note Carrying amount Fair value Carrying amount Fair value

Securities 18 158 158 158 158

Available-for-sale instruments 158 158 158 158

Fair value hedges 36 443 443 108 108
Cash flow hedges 36 43 43 151 151
Net investment hedges 36 13 13 59 59

Derivative financial instruments 499 499 318 318

Receivables from the sale of goods and services 19 7,115 7,115 5,057 5,057
On-trade loans 19 2,066 2,066 2,065 2,065
Other receivables 19 1,318 1,318 1,487 1,487
Loans to partners 19 230 230 225 225
Loans to associates 19 123 123 48 48
Cash and cash equivalents 21 3,145 3,145 2,735 2,735

Loans and receivables 13,997 13,997 11,617 11,617

Fair value hedges 36 -165 -165 -846 -846
Cash flow hedges 36 -875 -875 -935 -935
Net investment hedges 36 -240 -240 -495 -495

Derivative financial instruments 28 -1,280 -1,280 -2,276 -2,276

Issued bonds 24 19,478 20,242 21,376 22,576
Mortages 24 1,457 1,457 1,982 1,982
Bank borrowings 24 14,440 14,440 12,184 12,184
Finance lease obligations 24 52 52 65 65
Other borrowings 24 812 812 939 939
Trade payables 11,021 11,021 9,385 9,385

Financial liabilities measured at amortised cost 47,260 48,024 45,931 47,131
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Value adjustments of fair value hedges and financial derivatives not des-
ignated as hedging instruments in the financial year are recognised in the 
income statement. The adjustments are included in financial income and 
financial expenses (cf. note 8). In 2011, financial expenses amounted to  
DKK -72m (2010: DKK 495m).

The ineffective portion of hedge in 2011 relates to the reclassification of fair 
value adjustments of interest rate instruments (DKK -83m) and of exchange 
rate instruments (DKK -2m) designated as cash flow hedges where the hedged 
item is no longer likely to occur. The item also includes reversals of prior years’ 

ineffective portions of interest rate hedges (DKK 12m). For 2010, the ineffective 
portion related to interest rate hedges designated as cash flow hedges. The 
total ineffective portion for 2011 is a loss of DKK -73m (2010: DKK -51m). 

The fair value of the entire derivative classified as a cash flow hedge is 
presented in the cash flow hedge section. Other instruments are primarily 
aluminium hedges, which were not classified as cash flow hedges. 

The value of fair value hedges recognised at 31 December amounted to  
DKK 278m (2010: DKK -738m).

Fair value hedges and financial derivatives not designated as hedging 
instruments (economic hedges)

nOte 36   FINANCIAL INSTRUMENTS

2011 2010

DKK million
Fair value adjustment 

recognised in income statement Fair value
Fair value adjustment 

recognised in income statement Fair value

Exchange rate instruments 8 284 569 -739
Other instruments -7 -6 -23 1
Ineffective portion of hedge -73 - -51 -

Total -72 278 495 -738

Cash flow hedges   

Cash flow hedges are primarily used on interest rate swaps where the 
hedged item is the underlying (floating rate) borrowing, and on aluminium 
hedges where the hedged item is aluminium cans that are used in a number 
of Group entities in Northern & Western Europe and Eastern Europe.

Fair value adjustments on cash flow hedges in the financial year are recog-
nised in other comprehensive income and amounted to DKK 8m (2010: DKK 
301m). 

The fair value of cash flow hedges recognised at 31 December amounted to 
DKK -832m (2010: DKK -784m). This includes the ineffective portion reclas-
sified to the income statement, but does not include the value of cash flow 
hedges closed and not yet transferred to the income statement.

The impact on other comprehensive income from exchange rate instruments 
relates to hedges of Group entities’ purchases and sales in currencies other 
than their functional currencies. The impact on other comprehensive income 
from other instruments relates to hedges of Group entities’ exposure to 
changes in aluminium prices.

The two EUR interest rate swaps were entered into during 2008 following 
the acquisition of part of the activities in S&N and the subsequent increase 
in debt.

Main financial instruments – overview

Maturity Purpose

Instrument:
EUR 1,000m interest rate swap 2013 Swap of borrowing with 1 month EURIBOR to fixed
EUR 400m interest rate swap 2015 Swap of borrowing with 1 month EURIBOR to fixed
Aluminium 2012-2013 Fixing of aluminium risk related to purchase of cans

Cash flow hedges 2011 2010

DKK million

Fair value adjustment  
recognised in other  

comprehensive income Fair value
Expected  

recognition

Fair value adjustment  
recognised in other  

comprehensive income Fair value
Expected  

recognition

Interest rate instruments 196 -752 2012-2015 284 -892 2011-2015
Exchange rate instruments 65 22 2012 -24 -43 2011
Other instruments -253 -102 2012-2013 41 151 2011-2012

Total 8 -832 301 -784
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nOte 36   FINANCIAL INSTRUMENTS – CONTINUED

Hedging of net investments in foreign subsidiaries

Changes in the fair value of financial instruments (both derivatives and debt 
instruments) used to hedge the foreign exchange risk associated with invest-
ments in foreign currency are recognised in other comprehensive income.

Where the fair value adjustments do not exceed the value adjustments of 
the investment, the adjustments of the financial instruments are recognised 

in other comprehensive income; otherwise the fair value adjustments are 
recognised in the income statement.

In addition, loans classified as additions to net investments have been 
granted to subsidiaries. Foreign exchange adjustments of these loans are 
recognised in other comprehensive income in the same line as the gains/ 
losses on the hedges of net investments.

Fair value adjustments of net investment hedges and loans classified as 
additions to net investments in the financial year are recognised in other 
comprehensive income and amounted to DKK -20m (2010: DKK -1,069m).

The fair value of derivatives used as net investment hedges recognised at  
31 December 2011 amounted to DKK -227m (2010: DKK -436m).

Hedging of net investments 2011 2010

DKK million

Fair value adjustment  
recognised in other  

comprehensive income Fair value

Fair value adjustment  
recognised in other  

comprehensive income Fair value

Exchange rate instruments -20 -227 -1,069 -436

Total -20 -227 -1,069 -436

2011 2010

Million

Hedging of 
investment, 

amount 
in local 

currency

Addition to 
net investment, 

amount 
in local 

currency

Total adjustment  
to other  

comprehensive 
income
(DKK)

Income
statement

(DKK)

Hedging of 
investment, 

amount 
in local 

currency

Addition to 
net investment, 

amount 
in local 

currency

Total adjustment  
to other  

comprehensive 
income
(DKK)

Income
statement

(DKK)

SEK -4,194 - -35 - -390 3,740 -428 -
NOK -750 3,182 2 - -750 3,182 134 -
CHF -460 - -36 - -460 - -429 -
GBP -70 86 -1 - -70 90 -2 -
MyR -450 - -12 - -450 - -137 -5
EUR - 645 -13 - -398 663 44 -
RUB -5,910 - 5 - - - -25 -
PLN -300 - 31 - -820 - -102 -
CNy -1,250 - -68 - -1,250 - -85 -
HKD - 2,874 55 - - 2,810 -40 -
EEK - - - - - - 1 -
USD 184 - 52 - - - - -

Total -20 - -1,069 -5
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nOte 38   CONTINGENT LIABILITIES AND OTHER COMMITMENTS

The Group has issued guarantees for loans etc. raised by joint ventures 
(non-consolidated share of loan) of DKK 87m (2010: DKK 86m) and for 
loans etc. raised by third parties (non-consolidated entities) of DKK 762m 
(2010: DKK 828m).

Carlsberg A/S is jointly registered for Danish VAT and excise duties with 
Carlsberg Breweries A/S, Carlsberg Danmark A/S and various other minor 
Danish subsidiaries and is jointly and severally liable for payment of VAT 
and excise duties.

The Group is party to certain lawsuits, disputes etc. of various scopes. It is 
management’s opinion that, apart from what is recognised in the statement 
of financial position or disclosed in the consolidated financial statements, 
the outcome of these lawsuits, disputes etc. will not have a material nega-
tive effect on the Group’s financial position.

Certain guarantees etc. are issued in connection with disposal of entities and 
activities etc. Other than as recognised in the statement of financial position 
or disclosed in the consolidated financial statements, these guarantees etc. 
will not have a material effect on the Group’s financial position.

Contractual commitments.   The Group has entered into service contracts 
of various lengths in respect of sales, logistics and IT. Costs related to the 
contracts are recognised as the services are received.

Capital commitments

DKK million 2011 2010

Capital commitments which at the end of the reporting period are agreed  
to be made at a later date and therefore not recognised in the  
consolidated financial statements:  
Intangible assets - 5
Property, plant and equipment and construction contracts 763 171

Total 763 176

nOte 37   RELATED PARTy DISCLOSURES

Related parties exercising control .   The Carlsberg Foundation, H.C. Andersens 
Boulevard 35, 1553 Copenhagen V, Denmark, holds 30.3% of the shares and 
74.5% of the voting power in Carlsberg A/S, excluding treasury shares. Apart 
from dividends and grants, cf. note 6, no transactions were carried out with the 
Carlsberg Foundation during the year.

Related parties exercising significant influence.   During the year the Group 
was not involved in any transactions with major shareholders, members of 
the Supervisory Board, members of the Executive Board, key management 
personnel or companies outside the Carlsberg Group in which these parties 
have significant influence.

Related parties exercising significant influence comprise the Group’s Super-
visory Board, Executive Board and key management personnel and close 
members of their families. 

Related parties also comprise companies in which the persons referred to 
above have significant influence. Remuneration to the Supervisory Board, 
Executive Board and key management personnel is disclosed in note 12.

Related parties also include the Group’s associates (companies in which the 
Group has significant influence) and jointly controlled entities (companies 
that are jointly controlled by the Group and other venturers).

The income statement and the statement of financial position include the 
following transactions:

Associates
Proportionally  

consolidated entities

DKK million 2011 2010 2011 2010

Revenue 377 379 12 7
Cost of sales -322 -229 -1 -2
Loans 123 48 161 -
Receivables 233 105 19 11
Borrowings -107 -150 - -
Trade payables and other liabilities etc. -72 -1 -3 -
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nOte 39   OPERATING LEASE LIABILITIES

2011

DKK million
Land and
buildings

Plant and
machinery

Fixtures and 
fittings, other 

plant and 
equipment Total

Future lease payments:
Within one year 205 10 332 547
Between one and five years 332 54 640 1,026
After more than five years 235 - 91 326

Total 772 64 1,063 1,899

2010

DKK million
Land and
buildings

Plant and
machinery

Fixtures and 
fittings, other 

plant and 
equipment Total

Future lease payments:
Within one year 156 35 354 545
Between one and five years 338 86 666 1,090
After more than five years 232 6 91 329

Total 726 127 1,111 1,964

DKK million 2011 2010

Operating lease expenses recognised in the income statement 565 545

Expected future income under non-cancellable subleases (matures within 10 years) 57 84

The Group has entered into operating leases which relate primarily to 
properties, IT equipment and transport equipment (cars, trucks and forklifts). 
These leases contain no special purchase rights etc.

nOte 40   EVENTS AFTER THE REPORTING PERIOD

Apart from the events recognised or disclosed in the consolidated financial 
statements, no events have occurred after the reporting period of importance 
to the consolidated financial statements. 

On 20 February 2012 Carlsberg announced its intent to make a voluntary 
offer for the remaining outstanding shares in Baltika Breweries. Assuming a 
successful voluntary offer the Group intends to make a compulsory redemp-
tion of any remaining outstanding shares. 

nOte 41   ACCOUNTING POLICIES

The 2011 consolidated financial statements of the Carlsberg Group have 
been prepared in accordance with International Financial Reporting Stand-
ards (IFRS) as adopted by the EU and Danish disclosure requirements for 
listed companies, cf. the statutory order pursuant to the Danish Financial 
Statements Act.

In addition, the consolidated financial statements have been prepared in 
compliance with the International Financial Reporting Standards (IFRS) 
issued by the IASB.

The consolidated financial statements are presented in Danish kroner  
(DKK million), which is the Parent Company’s functional currency.

The consolidated financial statements have been prepared on the historical 
cost basis except for the following assets and liabilities, which are measured 
at fair value: derivative financial instruments, financial instruments in the 
trading portfolio and financial instruments classified as available-for-sale.

Non-current assets and disposal groups classified as held for sale are meas-
ured at the lower of the carrying amount before the changed classification 
and fair value less costs to sell.

The accounting policies set out below have been used consistently in respect 
of the financial year and the comparative figures.

The comparative figures have been changed to reflect the effect of the 
purchase price allocation of the fair value of identified assets, liabilities and 
contingent liabilities in business combinations in accordance with IFRS 3.

New International Financial Reporting Standards (IFRSs) and Interpretations

Implementation of new and amended IFRSs and Interpretations.   With  
effect from 1 January 2011, the following new and amended IFRSs and  
Interpretations were implemented:
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nOte 41   ACCOUNTING POLICIES – CONTINUED

•  Amendments to IAS 24 “Related Party Disclosures”. The standard changes 
some definitions of related parties and the requirements on disclosures of 
transactions with related parties.

•  Amendments to IFRIC 14 “Prepayments of a Minimum Funding Requirement”.
•  IFRIC 19 “Extinguishing Financial Liabilities with Equity Instruments”.
•  Amendments to IFRS 7 “Financial Instruments: Disclosures – Transfer of 

Assets”. The amendments change disclosures on financial instruments in a 
transfer of assets. 

•  Improvements to IFRSs issued in May 2010.

The implementation of the new and amended IFRSs and Interpretations has 
not changed the recognition and measurement for 2011 from the principles 
used in prior years. The accounting policies used in the preparation of the 
consolidated financial statements are consistent with those of last year.

New and amended IFRSs and Interpretations not yet adopted by the EU.    
In addition, the following new or amended IFRSs and Interpretations of 
relevance to the Carlsberg Group have been issued but not yet adopted by 
the EU:
•  Amendments to IAS 12 “Deferred Tax: Recovery of Underlying Assets”. 

The amendments provide further guidance on deferred tax on investment 
properties and are therefore not relevant to the Group. The amendments are 
effective for financial years beginning on or after 1 January 2012.

•  Amendments to IAS 1 “Presentation of Items of Other Comprehensive 
Income”. The amendments are effective for financial years beginning on or 
after 1 January 2012.

•  IFRS 9 “Financial Instruments” most recently revised in November 2010. As 
further changes to the standard are being drafted and planned, the impact 
of the final standard on the consolidated financial statements cannot yet be 
estimated. The standard is effective for financial years beginning on or after 
1 January 2015.

•  IFRS 10 “Consolidated Financial Statements”. The standard changes the 
definition of control over an entity following which de facto control will result 
in full consolidation of the entity and potential voting rights could require full 
consolidation. The standard is effective for financial years beginning on or 
after 1 January 2013.

•  IFRS 11 “Joint Arrangements”. The standard supersedes IAS 31 “Interests in 
Joint Ventures” and eliminates the possibility of pro rata consolidation of 
joint ventures. The standard distinguishes between joint ventures (recognised 
according to the equity method) and joint arrangements (pro rata consolida-
tion). The standard changes the Group’s recognition and measurement of 
joint ventures. The standard is effective for financial years beginning on or 
after 1 January 2013.

•  IFRS 12 “Disclosure of Interests in Other Entities”. The standard defines 
disclosure requirements for consolidated entities, and for joint ventures and 
associates recognised according to the equity method. The standard is effec-
tive for financial years beginning on or after 1 January 2013.

•  IFRS 13 “Fair Value Measurement”. The standard supersedes the definitions 
of fair value in the individual IFRSs and requires further disclosure of fair 
value estimates. The standard does not change recognition and measure-
ment for the Group. The standard is effective for financial years beginning on 
or after 1 January 2013. 

•  Amendments to IAS 27 “Separate Financial Statements”. The standard 
contains requirements for the accounting treatment of and disclosures for 
investments in subsidiaries, joint ventures and associates in parent company 
financial statements. The standard does not change recognition and 
measurement for the Parent Company. The standard is effective for financial 
years beginning on or after 1 January 2013.

•  Amendments to IAS 28 “Investments in Associates and Joint Ventures”.  
The standard prescribes the accounting treatment of investments in joint 
ventures and associates according to the equity method. The standard does 
not change recognition and measurement for the Group. The standard is 
effective for financial years beginning on or after 1 January 2013.

•  Amendments to IAS 19 “Employee Benefits”. The standard is effective for 
financial years beginning on or after 1 January 2013.

•  IFRIC 20 “Stripping Costs in the Production Phase of a Surface Mine”.  
The Interpretation is not relevant to the Group.

•  Improvements to IFRSs issued in June 2011.

Implementation of IFRS 10, IFRS 11 and the amendment to IAS 28 will change 
the Group’s accounting policies from pro rata consolidation of joint ventures to 
accounting for these according to the equity method. The change in the con-

solidation method will be assessed for each individual shareholding taking the 
changed guidance on assessment of control into consideration. The changes 
are not expected to have any material effect on the Group’s profit. 

The new and amended Standards and Interpretations are not mandatory 
for the financial reporting for 2011. The Carlsberg Group expects to adopt the 
Standards and Interpretations when they become mandatory.

Consolidated financial statements

The consolidated financial statements comprise the Parent Company,  
Carlsberg A/S, and subsidiaries in which Carlsberg A/S has control, i.e. the 
power to govern the financial and operating policies. Control is obtained 
when Carlsberg A/S directly or indirectly owns or controls more than 50%  
of the voting rights in the subsidiary or has control in some other way.

Entities over which the Group exercises a significant influence, but which it 
does not control, are considered associates. Significant influence is generally 
obtained by direct or indirect ownership or control of more than 20% of the 
voting rights but less than 50%. 

When assessing whether Carlsberg A/S exercises control or significant  
influence, potential voting rights exercisable at the end of the reporting period 
are taken into account.

Entities which by agreement are managed jointly with one or more other  
parties (joint ventures) are consolidated proportionally, and the individual  
accounting entries are recognised in proportion to the ownership interest.

A Group chart is included in note 42.

The consolidated financial statements have been prepared as a consolidation 
of the financial statements of the Parent Company, subsidiaries and propor-
tionally consolidated entities prepared according to the Group accounting 
policies. On consolidation, intra-Group income and expenses, shareholdings, 
intra-Group balances and dividends, and realised and unrealised gains on 
intra-Group transactions are eliminated. Unrealised gains on transactions 
with associates and proportionally consolidated entities are eliminated in 
proportion to the Group’s ownership share of the entity. Unrealised losses are 
eliminated in the same way as unrealised gains to the extent that impairment 
has not taken place.

Investments in subsidiaries and proportionally consolidated entities are set off 
against the proportionate share of the subsidiaries’ fair value of identifiable 
net assets, including recognised contingent liabilities, at the acquisition date.

The accounting items of subsidiaries are included in full in the consolidated 
financial statements. Non-controlling interests’ share of the profit/loss for the 
year and of the equity of subsidiaries is included in the Group’s profit/loss and 
equity respectively, but is disclosed separately.

Business combinations.   Entities acquired or formed during the year are rec-
ognised in the consolidated financial statements from the date of acquisition 
or formation. Entities which are disposed of or wound up are recognised in 
the consolidated income statement until the date of disposal or winding-up. 
The comparative figures are not restated for entities acquired, disposed of or 
wound up. Discontinued operations are presented separately, cf. below.

For acquisitions of new subsidiaries, joint ventures and associates, the ac-
quisition method is used. The acquired entities’ identifiable assets, liabilities 
and contingent liabilities are measured at fair value at the acquisition date. 
Identifiable intangible assets are recognised if they are separable or arise 
from a contractual right. Deferred tax on revaluations is recognised.

The acquisition date is the date when the Carlsberg Group effectively obtains 
control of the acquired subsidiary, enters the management of the joint 
venture or obtains significant influence over the associate.

For business combinations made on 1 January 2004 or later, any excess of 
the cost over the fair value of the identifiable assets, liabilities and contin-
gent liabilities acquired (goodwill) is recognised as goodwill under intangible 
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nOte 41   ACCOUNTING POLICIES – CONTINUED

assets. Goodwill is not amortised but is tested annually for impairment. The 
first impairment test is performed before the end of the acquisition year. 
Upon acquisition, goodwill is allocated to the cash-generating units, which 
subsequently form the basis for the impairment test.

The cost of a business combination comprises the fair value of the consid-
eration agreed upon. When a business combination agreement provides for 
an adjustment to the cost of the combination contingent on future events, 
the fair value of that adjustment is included in the cost of the combination.

Goodwill and fair value adjustments in connection with the acquisition 
of a foreign entity with a functional currency other than the presentation 
currency used in the Carlsberg Group are treated as assets and liabilities 
belonging to the foreign entity and translated into the foreign entity’s  
functional currency at the exchange rate at the transaction date.

Negative differences (negative goodwill) are recognised in the income  
statement at the acquisition date.

If uncertainties regarding measurement of acquired identifiable assets, liabili-
ties and contingent liabilities exist at the acquisition date, initial recognition 
will take place on the basis of preliminary fair values. If identifiable assets, 
liabilities and contingent liabilities are subsequently determined to have a 
different fair value at the acquisition date from that first assumed, goodwill 
is adjusted up until 12 months after the acquisition. The effect of the adjust-
ments is recognised in the opening balance of equity and the comparative 
figures are restated accordingly.

Changes in estimates of contingent purchase considerations, except in cases 
of material error, are recognised in the income statement under special 
items. Changes in estimates of contingent purchase considerations in busi-
ness combinations completed before 31 December 2009 are recognised as
an adjustment to goodwill.

Step acquisitions.   In a business combination achieved in stages (step 
acquisition), the shareholding held immediately before the step acquisition is 
remeasured at fair value at the acquisition date. The resulting gain or loss is 
recognised in the income statement under special items. The total fair value 
of the shareholding held immediately after the step acquisition is estimated 
and recognised as the cost of the total shareholding in the entity.

Non-controlling interests in a business combination.   In each business 
combination, management decides whether or not to recognise goodwill 
related to non-controlling interests. If such goodwill is recognised, it is 
estimated based on the fair value of the non-controlling interests less the 
non-controlling interests’ share of the fair value of acquired assets, liabilities 
and contingent liabilities. 

Business combinations prior to 1 January 2004.   For business combinations 
made prior to 1 January 2004, the accounting classification is maintained 
according to the former accounting policies, except that trademarks are 
now presented in a separate line in the statement of financial position. 
Accordingly, goodwill is recognised on the basis of the cost recognised in 
accordance with the former policies (the Danish Financial Statements Act 
and Danish Accounting Standards) less amortisation and impairment losses 
up until 31 December 2003. Goodwill is not amortised after 1 January 2004. 
The accounting treatment of business combinations prior to 1 January 2004 
was not changed in connection with the opening balance at 1 January 2004.

Disposal.   Gains or losses on the disposal or winding-up of subsidiaries, joint 
ventures and associates are stated as the difference between the sales amount 
and the carrying amount of net assets, including goodwill at the date of 
disposal or winding-up, foreign exchange adjustments recognised in other com-
prehensive income and costs to sell or winding-up expenses. Gains or losses on 
disposal or winding-up of subsidiaries are recognised in the income statement 
under special items, whereas gains or losses on disposal or winding-up of as-
sociates are recognised as financial income or financial expenses.

On disposal of entities acquired prior to 1 January 2002 where goodwill was 
written off in equity in accordance with the former accounting policies and 
where, in accordance with the exemption in IFRS 1, goodwill is not recognised in 
the statement of financial position, the goodwill written off is recognised at a 

carrying amount of DKK 0 in determining any gains and losses on the disposal 
of the entity.

Partial disposal of investments with loss of control.   When the Group loses 
control of a subsidiary through a partial disposal of its shareholdings or voting 
rights, the retained shareholdings in the entity are classified as an associate or 
a security depending on the level of control after the disposal. The sharehold-
ing in the associate or security held immediately after the partial disposal is 
remeasured at fair value at the date of disposal. The fair value is measured as 
the cost of the shareholding in the associate or security. The resulting gain or 
loss is recognised in the income statement under special items. 

Acquisition and disposal of non-controlling interests.   On acquisition of 
non-controlling interests (i.e. subsequent to the Carlsberg Group obtaining 
control), acquired net assets are not remeasured at fair value. 

On acquisition of non-controlling interests, the difference between the cost 
and the non-controlling interests’ share of total carrying amount including 
goodwill is transferred from the non-controlling interests’ share of equity to 
equity attributable to shareholders in Carlsberg A/S. The amount deducted 
cannot exceed the non-controlling interests’ share of equity immediately 
before the transaction.

On disposal of shareholdings to non-controlling interests, the difference 
between the sales price and the share of total carrying amount including 
goodwill acquired by the non-controlling interests is transferred from equity 
attributable to shareholders in Carlsberg A/S to the non-controlling interests’ 
share of equity.

Fair value adjustment of put options written on non-controlling interests on 
or after 1 January 2010 is recognised directly in the statement of changes 
in equity. Fair value adjustment of put options written before 31 December 
2009 is recognised in goodwill.

Foreign currency translation.   For each of the reporting entities in the 
Group, a functional currency is determined. The functional currency is the 
primary currency used for the reporting entity’s operations. Transactions 
denominated in currencies other than the functional currency are considered 
transactions denominated in foreign currencies.

On initial recognition, transactions denominated in foreign currencies are 
translated to the functional currency at the exchange rates at the transac-
tion date. Foreign exchange differences arising between the exchange rates 
at the transaction date and at the date of payment are recognised in the 
income statement as financial income or financial expenses.

Receivables, payables and other monetary items denominated in foreign 
currencies are translated at the exchange rates at the end of the reporting 
period. The difference between the exchange rates at the end of the report-
ing period and at the date at which the receivable or payable arose or the 
exchange rate in the latest consolidated financial statements is recognised in 
the income statement as financial income or financial expenses.

On recognition in the consolidated financial statements of entities with a 
functional currency other than the presentation currency of Carlsberg A/S 
(DKK), the income statement and statement of cash flows are trans-
lated at the exchange rates at the transaction date and the statement of 
financial position items are translated at the exchange rates at the end of 
the reporting period. An average exchange rate for the month is used as 
the exchange rate at the transaction date to the extent that this does not 
significantly deviate from the exchange rate at the transaction date. Foreign 
exchange differences arising on translation of the opening balance of equity 
of foreign entities at the exchange rates at the end of the reporting period 
and on translation of the income statement from the exchange rates at the 
transaction date to the exchange rates at the end of the reporting period 
are recognised in other comprehensive income and attributed to a separate 
translation reserve in equity.

Foreign exchange adjustment of balances with foreign entities which are con-
sidered part of the investment in the entity is recognised in the consolidated 
financial statements in other comprehensive income if the balance is denomi-
nated in the functional currency of the Parent Company or the foreign entity. 
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Correspondingly, foreign exchange gains and losses on the part of loans and 
derivative financial instruments which is designated as hedges of investments 
in foreign entities with a functional currency other than that of Carlsberg A/S 
and which effectively hedge against corresponding foreign exchange gains 
and losses on the investment in the entity are also recognised in other com-
prehensive income and attributed to a separate translation reserve in equity.

On recognition in the consolidated financial statements of associates with a 
functional currency other than the presentation currency of Carlsberg A/S, the 
share of profit/loss and other comprehensive income for the year is translated 
at average exchange rates and the share of equity, including goodwill, is 
translated at the exchange rates at the end of the reporting period. Foreign 
exchange differences arising on the translation of the share of the opening 
balance of equity of foreign associates at the exchange rates at the end of the 
reporting period, and on translation of the share of profit/loss and other com-
prehensive income for the year from average exchange rates to the exchange 
rates at the end of the reporting period, are recognised in other comprehensive 
income and attributed to a separate translation reserve in equity.

On complete or partial disposal of a foreign entity or on repayment of bal-
ances which constitute part of the net investment in the foreign entity, the 
share of the cumulative amount of the exchange differences recognised in 
other comprehensive income relating to that foreign entity is recognised in 
the income statement when the gain or loss on disposal is recognised.

Prior to translation of the financial statements of foreign entities in countries 
with hyperinflation, the financial statements are inflation-adjusted for 
changes in purchasing power in the local currency. Inflation adjustment is 
based on relevant price indexes at the end of the reporting period.

Hyperinflation.   The financial statements of foreign entities whose func-
tional currency is the currency of a hyperinflationary market are stated in 
terms of the measuring unit current at the end of the reporting period us-
ing a general price index. Non-monetary assets are restated to the current 
purchasing power at the reporting date from the value on the date when 
they were first recognised in the financial statements (or the value on 1 
January 2004 when the Group adopted IFRS). The gain/loss is recognised 
in other comprehensive income. Gain/loss on the net monetary position 
is recognised as financial income or expenses in the income statement. 
Income statement items are restated from the value on the transaction 
date to the value on the reporting date except for items related to non-
monetary assets, such as depreciation and amortisation and consumption 
of inventories etc. Deferred tax is adjusted accordingly. The comparative 
figures for the Group are not restated in terms of the measuring unit cur-
rent at the end of the reporting period.  

Derivative financial instruments.   Derivative financial instruments are 
initially recognised in the statement of financial position at fair value on the 
trade date and subsequently measured at fair value. Attributable transaction 
costs are recognised in the income statement.

The fair values of derivative financial instruments are included in other re-
ceivables and other payables, and positive and negative values are offset only 
when the Group has the right and the intention to settle several financial in-
struments net. Fair values of derivative financial instruments are computed on 
the basis of current market data and generally accepted valuation methods.

Changes in the fair value of derivative financial instruments designated as 
and qualifying for recognition as a fair value hedge of recognised assets and 
liabilities are recognised in the income statement, together with changes in the 
value of the hedged asset or liability with respect to the hedged portion. Except 
for foreign currency hedges, hedging of future cash flows according to a firm 
agreement is treated as a fair value hedge of a recognised asset or liability.

Changes in the portion of the fair value of derivative financial instruments 
which are designated and qualify as a cash flow hedge and which effectively 
hedge changes in the value of the hedged item are recognised in other com-
prehensive income and attributed to a separate reserve in equity. When the 
hedged transaction results in gains or losses, amounts previously recognised 
in other comprehensive income are transferred to the same item as the 
hedged item when the hedged risk impacts the income statement. When 
the hedged item is a non-financial asset, the amount recognised in other 

comprehensive income is transferred to the carrying amount of the asset 
when the non-financial asset is recognised.

Derivatives designated as and qualifying for recognition as a cash flow 
hedge of financial investments are recognised in other comprehensive 
income. On complete or partial disposal of the financial investment, the 
portion of the hedging instrument that is recognised in other comprehensive 
income and relates to that financial investment is recognised in the income 
statement when the gain or loss on disposal is recognised.

For derivative financial instruments that do not qualify for hedge account-
ing, changes in fair value are recognised in the income statement as financial 
income or financial expenses.
 
Changes in the fair value of derivative financial instruments used to hedge 
net investments in foreign subsidiaries, joint ventures or associates and 
which effectively hedge currency fluctuations in these entities are recognised 
in the consolidated financial statements in other comprehensive income and 
attributed to a separate translation reserve in equity.

Embedded derivatives are recognised separately from the host contract and 
measured at fair value if their economic characteristics and risks are not 
closely related to those of the host contract, as a separate instrument with 
the same terms would meet the definition of a derivative, and the entire 
combined instrument is not measured at fair value through profit and loss. 
Separated embedded derivatives are subsequently measured at fair value.

Income statement

Revenue.   Revenue from the sale of finished goods and goods for resale is 
recognised in the income statement provided that transfer of all significant 
risk and rewards to the buyer has taken place and that the income can be 
reliably measured and is expected to be received.

Royalty and licence fees are recognised when earned according to the terms 
of the licence agreements.

Revenue is measured excl. VAT and duties, including excise duties on beer 
and soft drinks, and discounts.

Cost of sales.   Cost of sales comprises costs incurred in generating the 
revenue for the year and development costs. Such costs include direct and 
indirect costs for raw materials and consumables, wages and salaries, rent 
and leases, and depreciation of production plant and returnable packaging.

Sales and distribution expenses.   Costs incurred in distributing goods sold 
during the year and in conducting sales campaigns etc. during the year are 
recognised as distribution expenses. Also included are costs relating to sales 
staff, sponsorships, advertising and in-store display expenses, as well as 
depreciation and impairment of sales equipment.

Administrative expenses.   Administrative expenses comprise expenses 
incurred during the year for management and administration, including 
expenses for administrative staff, office premises and office expenses, and 
depreciation and write-downs for bad debt losses.
 
Other operating income and expenses.   Other operating income and 
expenses comprise items secondary to the principal activities of the entities, 
including income and expenses relating to rental properties, hotels and con-
struction contracts (real estate projects), and gains and losses on the dispos-
al of intangible assets and property, plant and equipment. Gains and losses 
on the disposal of intangible assets and property, plant and equipment are 
determined as the sales price less selling costs and the carrying amount at 
the disposal date. Also included in this item are the effective interest rate on 
on-trade loans calculated on the basis of amortised cost, expenses relating 
to the research activities in Denmark and France, and funding from the 
Carlsberg Foundation for the operation of the Carlsberg Laboratory.

Revenue on construction contracts (real estate projects) which are specifi-
cally negotiated is recognised as the work is carried out, corresponding  
to the selling price of work performed during the year (the percentage of 
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completion method). Revenue is recognised when total income and expenses 
on a construction contract as well as the stage of completion at the end of 
the reporting period can be determined reliably, and when it is probable that 
the economic benefits, including payments, will be received by the Group. 
On disposal of real estate projects which are not specifically negotiated, the 
gain is recognised at the disposal date (the sales method).

Profit on real estate projects is recognised net under other operating income. 
Revenue and expenses relating to construction contracts which are specifically 
negotiated are disclosed in the notes.

Government grants.   Government grants relate to grants and funding for 
R&D activities, investment grants etc. 

Grants for R&D activities which are recognised directly in the income  
statement are recognised as other operating income.

Grants for the acquisition of assets and development projects are recognised 
in the statement of financial position as deferred income and transferred to 
other operating income in the income statement as the assets for which the 
grants were awarded are amortised.

Operating profit before special items.   Operating profit before special items is 
an important financial ratio for year-over-year comparison and for comparison 
of companies in the brewing industry.

Special items.   Special items include significant income and costs of a spe-
cial nature in terms of the Group’s revenue-generating operating activities, 
such as the cost of extensive structuring of processes and fundamental 
structural adjustments, as well as any gains or losses arising from dispos-
als in this connection which have a material effect over a given period. 
This item also includes significant non-recurring items, including impair-
ment of goodwill (including goodwill in joint ventures and associates) and 
trademarks and gains and losses on the disposal of activities, revaluation 
of shareholdings in an entity held immediately before a step acquisition of 
that entity and transaction cost in a business combination.

These items are shown separately in order to give a more true and fair 
view of the Group’s operating profit.
 
Profits/losses from investments in associates.   The proportionate share of 
the results of associates after tax is recognised in the consolidated income 
statement after elimination of the proportionate share of unrealised intra- 
Group profits/losses.

Financial income and expenses.   Financial income and expenses comprise 
interest income and expenses, gains and losses on securities and impairment 
of securities, payables and transactions denominated in foreign currencies, 
amortisation of financial assets (other than loans to customers in the on-
trade, which are included in other operating income) and liabilities, including 
defined benefit retirement benefit plans, surcharges and refunds under 
the on-account tax scheme etc. Realised and unrealised gains and losses 
on derivative financial instruments which are not designated as hedging 
arrangements and the ineffective portion of those designated as hedging 
arrangements are also included.

Borrowing costs on specific or general borrowings which are directly attribut-
able to the development or construction of a qualifying asset are included in 
the cost of that asset.
 
Tax on profit/loss for the year.   Tax for the year comprises current tax and 
changes in deferred tax for the year, including changes as a result of a change 
in the tax rate. The tax expense relating to the profit/loss for the year is 
recognised in the income statement, and the tax expense relating to other 
comprehensive income is recognised in other comprehensive income. Carlsberg 
A/S is subject to the Danish rules on mandatory joint taxation of the Carlsberg 
Group’s Danish companies. Danish subsidiaries are included in the joint 
taxation from the date when they are included in the consolidated financial 
statements and up to the date when they are excluded from the consolidation.

Carlsberg A/S is the administrative company under the joint taxation 
scheme and accordingly pays all income taxes to the tax authorities. 

The jointly taxed Danish companies are taxed under the on-account tax 
scheme.

On payment of joint taxation contributions, the current Danish corporation 
tax is allocated between the Danish jointly taxed companies in proportion 
to their taxable income. Companies with tax losses receive joint taxa-
tion contributions from other companies that have used the tax losses to 
reduce their own taxable profit (full absorption).

If the Carlsberg Group obtains a tax deduction on computation of the 
tax able income in Denmark or in foreign jurisdictions as a result of 
share-based payment programmes, the tax effect of the programmes is 
recognised in tax on the profit/loss for the year. However, if the total tax 
deduction exceeds the total tax expense, the tax benefit for the excess 
deduction is recognised in other comprehensive income.

Statement of financial position

Intangible assets
Goodwill.   Goodwill is initially recognised in the statement of financial 
position at cost as described under Business combinations. Subsequently, 
goodwill is measured at cost less accumulated impairment losses. Goodwill 
is not amortised.

The carrying amount of goodwill is allocated to the Group’s cash-generating 
units at the acquisition date. Identification of cash-generating units is based 
on the management structure and internal financial control.

Other intangible assets.   Trademarks and customer agreements/portfolios 
acquired in connection with business combinations are recognised at cost 
and amortised over their expected useful life. Trademarks with an indefinite 
useful life are not amortised but impairment-tested at least annually.

Research costs are recognised in the income statement as they are incurred. 
Development costs are recognised as intangible assets if the costs are 
expected to generate future economic benefits.

Costs for development and implementation of substantial IT systems are 
capitalised and amortised over their estimated useful life. Cost comprises the 
purchase price and any costs directly attributable to the acquisition and in-
stallation until the date when the asset is available for use. The cost of self-
constructed assets comprises direct and indirect costs of software, licences, 
components, subcontractors, wages and salaries, and capitalised borrowing 
costs on specific or general borrowing attributable to the construction of  
the asset.

CO2 emission rights are measured at cost at the date of allocation (i.e. 
normally DKK 0), while acquired rights are measured at cost. Acquired rights 
are amortised over the production period during which they are expected to 
be utilised. A liability is recognised (at fair value) only if actual emissions of
CO2 exceed allocated levels based on the holding of rights.

Other intangible assets are measured at cost less accumulated amortisation 
and impairment losses.

Amortisation is carried out systematically over the expected useful lives  
of the assets. The expected useful lives are as follows:

Trademarks with finite useful life
Useful life, normally maximum 20 years
Software etc. 
Normally 3-5 years. Group-wide systems developed as an integrated  
part of a major business development programme: 5-7 years
Delivery rights
Depending on contract; if no contract term has been agreed, normally  
not exceeding 5 years
Customer agreements/relationships
Depending on contract with the customer. When no contract exists,
normally not exceeding 20 years
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The useful life is reassessed annually. When changing the amortisation 
period due to a change in the useful life, the effect on the amortisation is 
recognised prospectively as a change in accounting estimates.

Amortisation is recognised in the income statement under cost of sales, 
sales and distribution costs, and administrative expenses to the extent that 
amortisation is not included in the cost of self-constructed assets.

Impairment losses of a non-recurring nature are recognised in the income 
statement under special items.

Tangible assets
Property, plant and equipment.   Land and buildings, plant and machinery, 
fixtures and fittings, and other property, plant and equipment are measured 
at cost less accumulated depreciation and impairment losses.

Cost comprises the purchase price and any costs directly attributable to 
the acquisition until the date when the asset is available for use. The cost 
of self-constructed assets comprises direct and indirect costs of materials, 
components, subsuppliers, wages and salaries, and capitalised borrowing 
costs on specific or general borrowing attributable to the construction of the 
asset. The present value of estimated liabilities related to dismantling and 
removing the asset and restoring the site on which the asset is located is 
added to the cost of self-constructed assets if the liabilities are provided for. 
Where individual components of an item of property, plant and equipment 
have different useful lives, they are accounted for as separate items, which 
are depreciated separately.

The cost of assets held under finance leases is stated at the lower of fair 
value of the assets and the present value of the future minimum lease pay-
ments. For the calculation of the net present value, the interest rate implicit 
in the lease or an approximation thereof is used as the discount rate.

Subsequent costs, e.g. in connection with replacement of components of 
property, plant and equipment, are recognised in the carrying amount of the 
asset if it is probable that the costs will result in future economic benefits 
for the Group. The replaced components are derecognised in the statement 
of financial position and recognised as an expense in the income statement. 
Costs incurred for ordinary repairs and maintenance are recognised in the 
income statement as incurred.

Property, plant and equipment, including assets held under finance leases, 
are depreciated on a straight-line basis over the expected useful lives of the 
assets. The expected useful lives are as follows:

Buildings 20-40 years
Technical installations 15 years
Brewery equipment 15 years
Filling and bottling equipment 8-15 years
Technical installations in warehouses 8 years
On-trade and distribution equipment 5 years
Fixtures and fittings, other plant and equipment 5-8 years
Returnable packaging 3-10 years
Hardware 3-5 years

Land is not depreciated.

The basis of depreciation is calculated on the basis of the cost less the 
residual value and impairment losses. The residual value is determined at 
the acquisition date and reassessed annually. If the residual value exceeds 
the carrying amount, depreciation is discontinued.

When changing the depreciation period or the residual value, the effect 
on the depreciation is recognised prospectively as a change in accounting 
estimates.

Depreciation and minor impairment losses are recognised in the income 
statement under cost of sales, sales and distribution costs, and administra-
tive expenses to the extent that depreciation is not included in the cost of 
self-constructed assets.

Significant impairment losses of a non-recurring nature are recognised in the 
income statement under special items.

Investments in associates.   Investments in associates are recognised according 
to the equity method and measured at the proportionate share of the entities’ 
net asset values calculated in accordance with the Group’s accounting policies 
minus or plus the proportionate share of unrealised intra-Group profits and 
losses and plus the carrying amount of goodwill.

Investments in associates with negative net asset values are measured at  
DKK 0. If the Group has a legal or constructive obligation to cover a deficit  
in the associate, the deficit is recognised under provisions.

Any amounts owed by associates are written down to the extent that the 
amount owed is deemed irrecoverable.

On acquisition of investments in associates, the acquisition method is used,  
cf. the description under Business combinations.

Inventories.   Inventories are measured at the lower of weighted average  
cost and net realisable value.

Goods for resale and raw materials and consumables are measured at cost, 
comprising purchase price and delivery costs.

Finished goods and work in progress are measured at cost, comprising the 
cost of raw materials, consumables, direct wages and salaries and indirect 
production overheads. Indirect production overheads comprise indirect materi-
als and wages and salaries, and maintenance and depreciation of production 
machinery, buildings and equipment, and production administration and 
management.

The net realisable value of inventories is calculated as the sales amount less 
costs of completion and costs necessary to make the sale, and is determined 
taking into account marketability, obsolescence and development in expected 
sales price.
 
Receivables.   Receivables are measured at amortised cost less impairment 
losses. Receivables are written down for bad debt losses on the basis of 
customers’ anticipated ability to pay and expectations of any changes to this 
ability, taking into account historical payment patterns, terms of payment, 
customer segment, creditworthiness and prevailing market conditions in the 
individual markets.

Objective indication of impairment is assessed for a portfolio of receivables 
when no objective indication of individual impairment losses exists. The port-
folios are based on on-trade and off-trade customers and on-trade receivables 
and on-trade loans. The objective indications used for portfolios are based on 
historical experiences and actual market developments.

Impairment losses are calculated as the difference between carrying amount 
and net realisable value, including the expected net realisable value of any 
collateral provided.

Regarding loans to the on-trade, any difference between present value and 
the nominal amount at the loan date is treated as a prepaid discount to the 
customer, which is recognised in the income statement in accordance with 
the terms of the agreement. The market interest rate is used as the discount 
rate, corresponding to the money market rate based on the maturity of the 
loan with the addition of a risk premium. The effective interest rate on these 
loans is recognised in other operating income. The amortisation of the differ-
ence between the discount rate and the effective interest rate is included as a 
discount in revenue. 

Construction contracts.   Construction contracts (real estate projects) are 
measured at the contract revenue of the work performed less progress billings 
and anticipated losses.

The contract revenue is measured by reference to the percentage of comple-
tion at the end of the reporting period and total expected revenue from the 
contract. The percentage of completion is determined on the basis of an 
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assessment of the work performed, which is measured as the proportion of 
contract costs incurred for work performed relative to the total estimated 
contract costs.

When it is probable that the total contract costs will exceed the total contract 
revenue, the anticipated loss on the contract is recognised as an expense  
immediately. The selling price of construction contracts is recognised under 
other receivables and disclosed in the notes.
 
Prepayments.   Prepayments comprise costs incurred concerning subsequent 
financial years, including in particular sponsorship and marketing costs.  
Prepayments are measured at cost.

Securities.   Shares not classified as investments in subsidiaries or associates 
and bonds are classified as securities available-for-sale. Such securities are 
recognised at the trade date. Upon initial recognition, securities are measured 
at fair value plus any directly attributable transaction costs and are subse-
quently measured at fair value corresponding to the market price of quoted 
securities and, for unquoted securities, an estimated fair value computed on 
the basis of market data and generally accepted valuation methods. Unreal-
ised value adjustments are recognised in other comprehensive income except 
for impairment losses and foreign exchange adjustments of bonds denomi-
nated in foreign currencies, which are recognised in the income statement as 
financial income or financial expenses. On realisation, the accumulated value 
adjustment recognised in other comprehensive income is transferred to the 
income statement.

Securities available-for-sale are classified as current and non-current on the 
basis of management’s selling plans. The Group has no securities classified as 
a trading portfolio.

Impairment of assets.   Goodwill and trademarks with indefinite useful life  
are subject to an annual impairment test, initially before the end of the 
acquisition year.

The carrying amount of goodwill is tested for impairment, together with the 
other non-current assets in the cash-generating unit to which goodwill is 
allocated, and written down to the recoverable amount through the income 
statement if the carrying amount is higher. The recoverable amount is gener-
ally calculated as the present value of expected future net cash flows (value 
in use) from the entity or activity (cash-generating unit) to which the goodwill 
is allocated. Impairment of goodwill is recognised under special items in the 
income statement.

The carrying amount of trademarks with indefinite useful life is subject to an 
impairment test and written down to the recoverable amount through the 
income statement if the carrying amount is higher. The recoverable amount 
is generally calculated as the present value of expected future net cash flows 
from the trademark in the form of royalties (the relief from royalty method). 
Impairment of trademarks is recognised under special items in the income 
statement.

The carrying amount of other non-current assets is subject to an annual test 
for indications of impairment. When there is an indication that assets may be 
impaired, the recoverable amount of the asset is determined. The impairment 
test is performed for the individual asset or in combination with related assets 
which form an integrated cash-generating unit. The recoverable amount is 
the higher of an asset’s fair value less expected costs to sell and its value in 
use. Value in use is the present value of the future cash flows expected to be 
derived from an asset or the cash-generating unit to which the asset belongs.

An impairment loss is recognised if the carrying amount of an asset or its 
cash-generating unit exceeds the recoverable amount of the asset or the cash-
generating unit. Minor impairment losses are recognised in the income state-
ment under cost of sales, sales and distribution costs, administrative expenses 
and other operating costs. Significant impairment losses and impairment 
losses arising on extensive structuring of processes and fundamental structural 
adjustments are recognised under special items.

Impairment of goodwill is not reversed. Impairment of other assets is reversed 
only to the extent of changes in the assumptions and estimates underlying 
the impairment calculation. Impairment is only reversed to the extent that 

the asset’s new carrying amount does not exceed the carrying amount of the 
asset after amortisation had the asset not been impaired.

Deferred tax assets are subject to annual impairment tests and are recognised 
only to the extent that it is probable that the assets will be utilised.

Equity
Translation reserve.   The translation reserve in the consolidated financial 
statements comprises foreign exchange adjustments arising on translation 
of financial statements of foreign entities from their functional currencies 
into the presentation currency used by Carlsberg A/S (DKK), balances con-
sidered to be part of the total net investment in foreign entities, and financial 
instruments used to hedge net investments in foreign entities.

On full or partial realisation of the net investment, the foreign exchange 
adjustments are recognised in the income statement in the same item as the 
gain/loss.

The translation reserve was recognised at zero at 1 January 2004 in  
accordance with IFRS 1.
 
Fair value adjustments.   Fair value adjustments comprise changes in the 
fair value of hedging transactions that qualify for recognition as cash flow 
hedges and where the hedged transaction has not yet been realised. Fair 
value adjustments also comprise a reserve for securities available-for-sale.
 
Proposed dividends.   Proposed dividends are recognised as a liability at the 
date when they are adopted at the Annual General Meeting (declaration 
date). The dividend recommended by the Supervisory Board and therefore 
expected to be paid for the year is disclosed in connection with the state-
ment of changes in equity.

Interim dividends are recognised as a financial liability at the date when the 
decision to pay interim dividends is made.

Treasury shares.   Cost of acquisition, consideration received and dividends 
received from treasury shares are recognised directly as retained earnings 
in equity. Capital reductions from the cancellation of treasury shares are 
deducted from the share capital at an amount corresponding to the nominal 
value of the shares.

Proceeds from the sale of treasury shares in connection with the exercise  
of share options are recognised directly in equity.

Share-based payment.   The value of services received in exchange for 
granted options is measured at the fair value of the options granted.

The share option programme for the Executive Board and other manage-
ment personnel in the Group is an equity-settled scheme. The share options 
are measured at fair value at the grant date and recognised in the income 
statement under staff costs over the vesting period.

Other key employees in the Group who participate in the long-term incentive 
programme choose between settlement in share options and a cash bonus. 
The share options are measured at fair value at the grant date and recog-
nised in the income statement under staff costs over the vesting period. The 
value of the long-term incentive programme is calculated as a percentage 
of the employee’s yearly salary. If the employee chooses to receive share 
options under the long-term incentive programme, the number of share 
options is determined based on the employee’s salary and the fair value of 
a share option.

On initial recognition of the share options, an estimate is made of the num-
ber of options expected to vest, cf. the service condition for each programme. 
That estimate is subsequently revised for changes in the number of options 
expected to vest. Accordingly, recognition is based on the number of options 
that ultimately vested.

The fair value of granted share options is estimated using the Black-Scholes 
call option pricing model, taking into account the terms and conditions upon 
which the options were granted.
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Employee benefits.   Wages and salaries, social security contributions, 
paid leave and sick leave, bonuses and other employee benefits are 
recognised in the financial year in which the employee renders the related 
service. This includes the payment to other management personnel in the 
Group who participate in the long-term incentive programme and choose 
cash settlement. The cost is provided for over the vesting period of the 
programme and according to the service conditions and included in staff 
costs and provisions.

Retirement benefit obligations and similar obligations.   The Group has 
entered into retirement benefit schemes and similar arrangements with the 
majority of the Group’s employees. 

Contributions to defined contribution plans are recognised in the income 
statement in the period to which they relate and any contributions outstand-
ing are recognised in the statement of financial position as other payables.

For all defined benefit plans an annual actuarial calculation is made of the 
present value of future benefits under the defined benefit plan. The present 
value is determined on the basis of assumptions about the future develop-
ment in variables such as salary levels, interest rates, inflation and mortality. 
The present value is determined only for benefits earned by employees from 
their employment with the Group. The actuarial present value less the fair 
value of any plan assets is recognised in the statement of financial position 
under retirement benefit obligations.

Pension costs for the year are recognised in the income statement based on 
actuarial estimates and financial expectations at the beginning of the year. 
Any difference between the expected development in pension plan assets 
and liabilities and realised amounts determined at year-end constitutes 
actuarial gains or losses and is recognised in other comprehensive income.

If changes in benefits relating to services rendered by employees in previ-
ous years result in changes in the actuarial present value, the changes are 
recognised as historical costs. Historical costs are recognised immediately, 
provided employees have already earned the changed benefits. If employ-
ees have not earned the benefits, the historical costs are recognised in the 
income statement over the period in which the changed benefits are earned 
by the employees. If a retirement benefit plan constitutes a net asset, the 
asset is only recognised if it offsets future refunds from the plan or will lead 
to reduced future payments to the plan.

Interest on retirement benefit obligations and the expected return on plan 
assets are recognised under financial income or financial expenses.

Realised gains and losses on the adjustment of retirement benefit obligations 
as a result of large-scale termination of jobs in connection with restructuring 
are recognised in the income statement under special items.

Realised gains and losses on the curtailment or settlement of retirement 
benefit plans are recognised in the income statement. 

Corporation tax and deferred tax.   Current tax payable and receivable is 
recognised in the statement of financial position as tax computed on the 
taxable income for the year, adjusted for tax on the taxable income of prior 
years and for tax paid on account.

Deferred tax on all temporary differences between the carrying amount and 
the tax base of assets and liabilities is measured using the balance sheet 
liability method. However, deferred tax is not recognised on temporary 
differences relating to goodwill which is not deductible for tax purposes or 
on office premises and other items where temporary differences, apart from 
business combinations, arise at the acquisition date without affecting either 
profit/loss for the year or taxable income. Where alternative tax rules can 
be applied to determine the tax base, deferred tax is measured based on 
management’s planned use of the asset or settlement of the liability. 

If specific dividend plans exist for subsidiaries, joint ventures and associates in 
countries levying withholding tax on distributions, deferred tax is recognised 
on expected dividend payments.

Deferred tax assets, including the tax base of tax loss carryforwards, are 
recognised under other non-current assets at the expected value of their 
utilisation, either as a set-off against tax on future income or as a set-off 
against deferred tax liabilities in the same legal tax entity and jurisdiction.

Deferred tax assets and tax liabilities are offset if the entity has a legally  
enforceable right to offset current tax liabilities and tax assets or intends  
either to settle current tax liabilities and tax assets on a net basis or to 
realise the assets and settle the liabilities simultaneously.

Adjustment is made to deferred tax resulting from elimination of unrealised 
intra-Group profits and losses.

Deferred tax is measured according to the tax rules and at the tax rates 
applicable in the respective countries at the end of the reporting period 
when the deferred tax is expected to crystallise as current tax. The change 
in deferred tax as a result of changes in tax rates is recognised in the income 
statement. Changes to deferred tax recognised in other comprehensive 
income are, however, recognised in other comprehensive income.

Provisions.   Provisions, including warranty provisions, are recognised when, 
as a result of events arising before or at the end of the reporting period, the 
Group has a legal or a constructive obligation and it is probable that there 
may be an outflow of resources embodying economic benefits to settle the 
obligation. Other provisions are discounted if the effect is material to the 
measurement of the liability. The Carlsberg Group’s average borrowing rate  
is used as the discount rate.

Restructuring costs are recognised under liabilities when a detailed, formal 
restructuring plan has been announced to the persons affected no later than 
at the end of the reporting period. On acquisition of entities, restructuring 
provisions in the acquiree are only included in the opening balance when the 
acquiree has a restructuring liability at the acquisition date.

A provision for onerous contracts is recognised when the benefits expected 
to be derived by the Group from a contract are lower than the unavoidable 
costs of meeting its obligations under the contract.

When the Group has a legal obligation to dismantle or remove an asset  
or restore the site on which the asset is located, a provision is recognised  
corresponding to the present value of expected future costs. 

Financial liabilities.   Amounts owed to credit institutions, bonds etc. are 
recognised at the date of borrowing at fair value less transaction costs. In 
subsequent periods, the financial liabilities are measured at amortised cost 
using the effective interest method. Accordingly, the difference between the 
fair value less transaction costs and the nominal value is recognised in the 
income statement under financial expenses over the term of the loan.

Financial liabilities also include the capitalised residual obligation on finance 
leases, which is measured at amortised cost.

Other liabilities are measured at amortised cost.

Deposits on returnable packaging.   The refund obligation in respect of deposits 
on returnable packaging is stated on the basis of deposit price as well as an 
estimate of the number of bottles, kegs, cans and crates in circulation and 
expected return rate.
 
Leases.   For accounting purposes, lease obligations are divided into finance 
and operating leases.

Leases are classified as finance leases if they transfer substantially all the 
risks and rewards incident to ownership to the lessee. All other leases are 
classified as operating leases.

The accounting treatment of assets held under finance leases and lease 
obligations is described under Property, plant and equipment and Financial 
liabilities respectively.

Operating lease payments are recognised in the income statement on  
a straight-line basis over the lease term.
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Deferred income.   Deferred income comprises payments received concerning 
income in subsequent years and is measured at cost.

Assets held for sale.   Assets held for sale comprise non-current assets and 
disposal groups held for sale. Disposal groups are defined as a group of as-
sets to be disposed of, by sale or otherwise, together as a group in a single 
transaction and those liabilities directly associated with the assets that will 
be transferred in the transaction.

Assets are classified as held for sale if management has decided to sell the as-
set or disposal group and taken the necessary steps to carry out the sale such 
that the carrying amount will be recovered principally through a sale within 12 
months in accordance with a formal plan rather than through continuing use.

Assets or disposal groups held for sale are measured at the lower of  
carrying amount or fair value less costs to sell. Assets are not depreciated  
or amortised from the date when they are reclassified as held for sale.

Impairment losses on initial recognition as held for sale and gains and losses 
on subsequent remeasurement at the lower of carrying amount and fair 
value less costs to sell are recognised in the income statement in the items 
to which they relate. Gains and losses are disclosed in the notes.

Assets and liabilities are recognised separately in the statement of financial 
position and main items are specified in the notes. Comparative figures are 
not restated.

If a sale is not completed as expected, the asset or disposal group is reclassi-
fied to the items in the statement of financial position from which the asset 
or disposal group was originally separated. This reclassification is made at 
the carrying amount less any depreciation charges that would have been 
recognised if the asset had not been classified as held for sale. 

Presentation of discontinued operations.   Discontinued operations comprise 
activities and cash flows that can be clearly distinguished from the other busi-
ness areas and have either been disposed of or are held for sale. The sale is 
expected to be carried out within 12 months in accordance with a formal plan. 
Discontinued operations also include entities which are classified as held for 
sale in connection with an acquisition.

Discontinued operations are presented in a separate line in the income  
statement and as assets and liabilities held for sale in the statement of 
financial position, and main items are specified in the notes. Comparative 
figures are restated. 

Statement of cash flows

The statement of cash flows shows the cash flows from operating, investing 
and financing activities for the year, the year’s changes in cash and cash 
equivalents as well as cash and cash equivalents at the beginning and end 
of the year.
 
Cash flow from operating activities.   Cash flows from operating activities are 
calculated using the indirect method as the operating profit before special 
items adjusted for non-cash operating items, changes in working capital, 
restructuring costs paid, interest received and paid, and income tax paid.

Cash flow from investing activities.   Cash flows from investing activities 
comprise payments in connection with acquisitions and disposals of entities 
and activities, and of intangible assets, property, plant and equipment and 
other non-current assets, as well as acquisition and disposal of securities not 
recognised as cash and cash equivalents.

The cash flow effect of acquisitions and disposals of entities is shown separ-
ately in cash flows from investing activities. Cash flows from acquisitions of 
entities are recognised in the statement of cash flows from the acquisition date. 
Cash flows from disposals of entities are recognised up until the disposal date.

Acquisitions of assets by means of finance leases are treated as non-cash 
transactions.

Cash flow from financing activities.   Cash flows from financing activities 
comprise changes in the size or composition of the share capital and related 
costs as well as the acquisition and disposal of non-controlling interests, 
raising of loans, repayment of interest-bearing debt, acquisition and disposal 
of treasury shares, and payment of dividends to shareholders.

Cash flows from assets held under finance leases are recognised as payment 
of interest and repayment of debt.

Cash and cash equivalents.   Cash and cash equivalents comprise cash, less 
bank overdrafts, and short-term marketable securities with a term of three 
months or less at the acquisition date which are subject to an insignificant 
risk of changes in value.

Cash flows in currencies other than the functional currency are translated 
using average exchange rates unless these deviate significantly from the 
exchange rates at the transaction date.

Segment information

For segment reporting purposes, the Chief Operating Decision Maker is the 
Executive Committee. The Executive Committee manages and makes business 
decisions based on geographical regional information. Segments are managed 
and decisions are made based on business performance measured as operating 
profit before special items. Decisions on financing and tax planning are made 
based on information for the Group as a whole and therefore not segmented. 
The non-beverage activities are managed separately and therefore also shown 
separately. The segmentation reflects the structure used for internal reporting 
and monitoring of the strategic and financial targets of the Carlsberg Group.

In accordance with the Group’s management structure, beverage activities are 
segmented according to the geographical regions where production takes place. 
The segment information is based on the Group’s accounting policies.

A segment’s operating profit/loss includes revenue, operating costs and share 
of profit/loss in associates to the extent that they can be allocated directly to 
the individual segment. Income and expenses related to Group functions have 
not been allocated and, as is the case with eliminations and non-beverage 
activities, are not included in the operating profit/loss of the segments.

Total segment assets comprise non-current assets used directly in the operat-
ing activities of the segment, including intangible assets, property, plant and 
equipment, investments in associates and current segment assets to the 
extent that they can be allocated directly to the individual segment, including 
inventories, trade receivables, other receivables and prepayments.  

Financial ratios

Earnings per share (EPS) and diluted earnings per share (EPS-D) are calculated 
in accordance with IAS 33.

Other financial ratios are calculated in accordance with the Danish Society  
of Financial Analysts’ guidelines on the calculation of financial ratios,  
“Recommendations and Financial Ratios 2010”, unless specifically stated.

The key figures and financial ratios stated in the consolidated financial 
statements have been calculated as follows:

Cash flow per share (CFPS).   Cash flow from operating activities divided 
by the number of shares outstanding, fully diluted for share options in the 
money in accordance with IAS 331.

Debt/operating profit before depreciation, amortisation and impairment. 
Net interest-bearing debt2 divided by operating profit before special items 
adjusted for depreciation, amortisation and impairment.

Earnings per share (EPS).   Consolidated profit for the year, excluding non-
controlling interests, divided by the average number of shares outstanding.
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Earnings per share, diluted (EPS-D).   Consolidated profit for the year, excluding 
non-controlling interests, divided by the average number of shares outstanding, 
fully diluted for share options in the money and the bonus element in a rights 
issue in accordance with IAS 331.

Equity ratio.   Equity attributable to shareholders in Carlsberg A/S at  
year-end as a percentage of total assets at year-end.

Financial gearing.   Net interest-bearing debt2 at year-end divided by total 
equity at year-end.

Free cash flow per share (FCFPS).   Free cash flow3 divided by average 
number of shares outstanding, fully diluted for share options in the money 
in accordance with IAS 331.

Interest cover.   Operating profit before special items divided by interest 
expenses, net.

Number of shares, average.   The number of issued shares, excluding 
treasury shares, as an average for the year (= average number of shares 
outstanding).

Number of shares, year-end.   Total number of issued shares, excluding 
treasury shares, at year-end (= number of shares outstanding at year-end).

Operating margin.   Operating profit before special items as a percentage of 
revenue.

Operating profit.   Expression used for operating profit before special items  
in the Management review.

Organic development.   Measure of growth excluding the impact of acquisi-
tions, divestitures and foreign exchange from year-over-year comparisons. 
We believe this provides investors with a better understanding of underlying 
trends.

Pay-out ratio.   Dividend for the year as a percentage of consolidated profit, 
excluding non-controlling interests.

Pro rata volumes.   The Group’s total sale of beverages, including the pro 
rata share of sales through pro rata consolidated entities and associates.

Return on average invested capital, including goodwill (ROIC).   Operating 
profit before special items as a percentage of average invested capital4.

Volumes.   The Group’s total sale of beverages, including the total sales 
through pro rata consolidated entities and associates.

1 The dilutive effect is calculated as the difference between the number of 
shares that could be acquired at fair value for the proceeds from the ex-
ercise of the share options and the number of shares that could be issued 
assuming that the options are exercised.

2 The calculation of net interest-bearing debt is specified in note 33.
3 The calculation of free cash flow is specified in the statement of cash flows.
4 The calculation of invested capital is specified in note 32. 
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Ownership
share1

Nominal
share capital 

(’000)
Cur-

rency
Exchange 

rate

Carlsberg Breweries A/S, Copenhagen, Denmark £ 100%  501 DKK  100.00 

Northern & Western Europe

Carlsberg Danmark A/S, Copenhagen, Denmark 1 subsidiary £ 100% 100,000 DKK 100.00

Carlsberg Sverige AB, Stockholm, Sweden 4 subsidiaries £ 100% 70,000 SEK 83.42

Ringnes a.s., Oslo, Norway 2 subsidiaries £ 100% 238,714 NOK 95.88

Oy Sinebrychoff Ab, Helsinki, Finland £ 100% 96,707 EUR 743.42

Carlsberg Deutschland GmbH, Mönchengladbach, Germany 4 subsidiaries £ 100% 26,897 EUR 743.42

Nordic Getränke GmbH, Germany 13 subsidiaries n 50% 1,000 EUR 743.42

Holsten-Brauerei AG, Hamburg, Germany 4 subsidiaries £ 100% 41,250 EUR 743.42

Tuborg Deutschland GmbH, Mönchengladbach, Germany £ 100% 51 EUR 743.42

Carlsberg Polska S. A., Warszawa, Poland 1 subsidiary £ 100% 28,721 PLN 166.76

Saku Ölletehase AS, Estonia £ 100% 80,000 EUR 743.42

A/S Aldaris, Latvia £ 89% 7,500 LVL 1,062.79

Svyturys-Utenos Alus AB, Lithuania £ 99% 118,000 LTL 215.31

Carlsberg GB Limited, Northampton, UK £ 100% 692 GBP 890.00

Carlsberg UK Holdings PLC, Northampton, UK 2 subsidiaries £ 100% 90,004 GBP 890.00

Emeraude SAS, France 6 subsidiaries 5) £ 100% 405,037 EUR 743.42

Brasseries Kronenbourg SAS, France 6 subsidiaries £ 100% 547,891 EUR 743.42

Feldschlösschen Getränke Holding AG, Rheinfelden, Switzerland 3 subsidiaries £ 100% 95,000 CHF 611.57

Carlsberg Italia S.p.A., Lainate, Italy 3 subsidiaries £ 100% 82,400 EUR 743.42

Unicer-Bebidas de Portugal, SGPS, S.A., Porto, Portugal 5 subsidiaries 5) t 44% 50,000 EUR 743.42

Mythos Brewery S.A., Greece £ 100% 39,405 EUR 743.42

Carlsberg Serbia d.o.o., Serbia 2 subsidiaries £ 80% 2,989,921 CSD 7.10

Carlsberg Croatia d.o.o., Koprivnica, Croatia £ 80% 239,932 HRK 98.72

Carlsberg Bulgaria AD, Mladost, Bulgaria £ 80% 37,325 BGN 380.11

B to B Distribution EOOD, Mladost, Bulgaria £ 100% 10 BGN 380.11

Carlsberg Hungary Sales Limited Liability Company, Budaörs, Hungary £ 100% 25,400 HUF 2.36

CTDD Beer Imports Ltd., Quebec, Canada £ 100% (-) CAD 562.56

Carlsberg Canada Inc., Mississauga, Ontario, Canada £ 100% 5,000 CAD 562.56

Investeringselskapet RH, Oslo, Norway 7 subsidiaries £ 100% 49,900 NOK 95.88

Pripps Ringnes AB, Stockholm, Sweden 1 subsidiary £ 100% 287,457 SEK 83.42

Baltic Beverages Eesti, Estonia £ 100% 400 EUR 743.42

Dyland BV, Bussum, Netherlands 1 subsidiary £ 100% 18,198 EUR 743.42

Nuuk Imeq A/S, Nuuk, Greenland n 32% 38,000 DKK 100.00

International Breweries (Netherlands) B.V., Bussum, Netherlands 2 subsidiaries n 16% 2,523 USD 574.56

Eastern Europe

Baltika Breweries, St. Petersburg, Russia                                                               4 subsidiaries 2) £ 85% 164,364 RUB 17.84

Baltika – Baku Brewery, Baku, Azerbaijan £ 100% 26,849 AZN 731.10

Slavutich Brewery, Ukraine 2 subsidiaries £ 95% 853,692 UAH 72.19

Olivaria, Belarus 1 subsidiary £ 68% 61,444,801 ByR 0.07

Carlsberg Kazakhstan Ltd., Kazakhstan 1 subsidiary £ 99% 4,820,426 KZT 3.88

UzCarlsberg LLC, Uzbekistan 5) £ 100% 35,217,146 UZS 0.32

Baltic Beverages Invest AB, Stockholm, Sweden £ 100% 11 EUR 743.42

BBH – Baltic Beverages Holding AB, Stockholm, Sweden £ 100% 12,000 EUR 743.42

Asia

Carlsberg Brewery Hong Kong Ltd., Hong Kong, China 2 subsidiaries £ 100% 260,000 HKD 73.96

Carlsberg Brewery Guangdong Ltd., Huizhou, China £ 99% 442,330 CNy 91.12

Kunming Huashi Brewery Company Ltd., Kunming, China £ 100% 79,528 CNy 91.12

xinjiang Wusu Beer Co. Ltd., Urumqi, xinjiang, China 10 subsidiaries £ 65% 105,480 CNy 91.12

Ningxia xixia Jianiang Brewery Ltd, China £ 70% 194,351 CNy 91.12

Dali Beer (Group) Limited Company, Dali, China £ 100% 97,799 CNy 91.12

Chongqing Brewery Co. Ltd., China 8 subsidiaries 2,5) n 30% 483,971 CNy 91.12

Tibet Lhasa Brewery Company Limited, Lhasa, Tibet, China n 33% 380,000 CNy 91.12
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Ownership
share1

Nominal
share capital 

(’000)
Cur-

rency
Exchange 

rate

£ Subsidiary  t Proportionally consolidated entity  n Associate   
1) For some entities the consolidation percentage is higher than the ownership share due to financial arrangements   2) Listed company    
3) Carlsberg is responsible for management   4) A separate annual report is not prepared   5) Company not audited by KPMG
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Lanzhou Huanghe Jianjiang Brewery Company Limited, China n 30% 210,000 CNy 91.12

Qinghai Huanghe Jianjiang Brewery Company Ltd., xining, Qinghai, China n 33% 85,000 CNy 91.12

Jiuquan West Brewery Company Ltd., Jiuquan, Gansu, China n 30% 15,000 CNy 91.12

Gansu Tianshui Benma Brewery Company Ltd., Tianshui, Gansu, China n 30% 16,620 CNy 91.12

Carlsberg Brewery Malaysia Berhad, Selangor Darul Ehsan, Malaysia 2) £ 51% 154,039 MyR 181.08

Carlsberg Marketing Sdn BHD, Selangor Darul Ehsan, Malaysia £ 100% 10,000 MyR 181.08

Euro Distributors Sdn BHD, Selangor Darul Ehsan, Malaysia £ 100% 100 MyR 181.08

Luen Heng F&B Sdn BhdSelangor Darul Ehsan, Malaysia £ 70% 5,000 MyR 181.08

Carlsberg Singapore Pte. Ltd., Singapore £ 100% 1,000 SGD 442.01

The Lion Brewery Ceylon, Biyagama, Sri Lanka 2) n 25% 850,000 LKR 5.04

Carlsberg Distributors Taiwan Ltd, Taiwan 1 subsidiary n 50% 100,000 TWD 18.97

Cambrew Pte Ltd, Singapore 5) t 50% 21,720 SGD 442.01

Cambrew Ltd, Phnom Penh, Cambodia       1 subsidiary 5) t 50% 125,000 USD 574.56

Carlsberg IndoChina, Vietnam £ 100% 8,000 VND 0.03

South-East Asia Brewery Ltd., Hanoi, Vietnam £ 60% 212,705,000 VND 0.03

International Beverages Distributors Ltd., Hanoi, Vietnam £ 60% 10,778,000 VND 0.03

Hue Brewery Ltd., Hue, Vietnam £ 100% 216,788,000 VND 0.03

Hanoi Vung Tau Joint Stock, Vietnam n 58% 345,190,377 VND 0.03

Halong Beer and Beverage, Vietnam n 31% 9,000,000,000 VND 0.03

Hanoi Beer Company, Vietnam 5) n 17% 2,318,000,000 VND 0.03

Lao Brewery Co. Ltd., Vientiane, Laos £ 51% 14,400,000 LAK 0.07

CB Distribution Co. Ltd., Thailand £ 100% 100,000 THB 18.14

Carlsberg India Pvt Ltd., India t 94% 618,288 INR 10.83

Parag Breweries Ltd, India t 100% 5,200 INR 10.83

Bottling and Brewing Group Ltd., Blantyre, Malawi 3 subsidiaries 3,5) £ 50% 1,267,128 MWK 3.51

Brewery Invest Pte. Ltd, Singapore £ 100% 3,200 SGD 442.01

Caretech Ltd, Hong Kong, China 5) t 50% 10,000 HKD 73.96

South Asian Breweries Pvt. Ltd., Singapore t 56% 200,000 SGD 442.01

Carlsberg Asia Pte Ltd., Singapore £ 100% 54,914 SGD 442.01

Not allocated

Danish Malting Group A/S, Vordingborg, Denmark £ 100% 100,000 DKK 100.00

Danish Malting Group Polska Sp. z o.o., Sierpc, Poland £ 100% 20,000 PLN 166.76

Carlsberg Finans A/S, Copenhagen, Denmark £ 100%  25,000 DKK  100.00 

Carlsberg International A/S, Copenhagen, Denmark £ 100%  1,000 DKK  100.00 

Carlsberg Invest A/S, Copenhagen, Denmark 1 subsidiary £ 100%  31,000 DKK  100.00 

Carlsberg IT A/S, Copenhagen, Denmark £ 100%  50,000 DKK  100.00 

Carlsberg Insurance A/S, Copenhagen, Denmark £ 100%  25,000 DKK  100.00 

Carlsberg Accounting Centre Sp. z.o.o., Poznan, Poland £ 100%  50 PLN 166.76

Non-beverage

Ejendomsaktieselskabet Tuborg Nord B, Copenhagen, Denmark £ 100%  25,000 DKK  100.00 

Ejendomsaktieselskabet Tuborg Nord C, Copenhagen, Denmark £ 100%  10,000 DKK  100.00 

Ejendomsaktieselskabet Tuborg Nord D, Copenhagen, Denmark £ 100%  10,000 DKK  100.00 

Ejendomsaktieselskabet af 4. marts 1982, Copenhagen, Denmark £ 100%  9,500 DKK  100.00 

Investeringsselskabet af 17. januar 1991, Copenhagen, Denmark £ 100%  14,500 DKK  100.00 

Carlsberg Ejendomme Holding A/S, Denmark 3 subsidiaries £ 100%  500 DKK  100.00 

Vores By CAS P/S, Copenhagen, Denmark 1 subsidiary £ 100%  1,000 DKK  100.00 

Vores By CDK P/S, Copenhagen, Denmark £ 100%  500 DKK  100.00 

Vores By CB P/S, Copenhagen, Denmark £ 100%  500 DKK  100.00 

Boliginteressentskabet Tuborg Nord, Copenhagen, Denmark 4) t 50%   -  DKK  100.00 

Ejendomsinteressentskabet Waterfront, Copenhagen, Denmark 4) t 50%   -  DKK  100.00 
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Asia is a key platform for growth. In 2011, our Asian business once 
again delivered very strong performance, driven by increasing 
market shares in growing markets across the region and strong 
execution by our local businesses.
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DKK million Note 2011 2010

Administrative expenses -41 -48
Other operating income 3 151 192
Other operating expenses 3 -166 -199

Operating profit before special items -56 -55

Special items, net 4 619 -
Financial income 5 84 127
Financial expenses 5 -144 -75

Profit before tax 503 -3

Corporation tax 6 -67 -38

Profit for the year 436 -41

Attributable to:
Dividends to shareholders 839 763
Reserves -403 -804

Profit for the year 436 -41

Income statement
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Statement of comprehensive income

Fair value adjustments comprise changes in the fair value of hedging  
transactions that qualify for recognition as cash flow hedges and where  
the hedged transaction has not yet been realised.

DKK million Note 2011 2010

Profit for the year 436 -41

Other comprehensive income:
Value adjustments of hedging instruments 24 40 -9
Retirement benefit obligations 18 -12 -14
Other - -1
Corporation tax 6 -7 6

Other comprehensive income 21 -18

Total comprehensive income 457 -59



130 Parent Company Carlsberg A/S

Statement of financial position

Assets

DKK million Note 31 Dec. 2011 31 Dec. 2010

Non-current assets:
Property, plant and equipment 9 979 978
Investments in subsidiaries 10 45,389 45,761
Investments in associates and joint ventures 11 - -
Securities 12 5 7
Deferred tax assets 19 - 67

Total non-current assets 46,373 46,813

Current assets:
Receivables from subsidiaries 13 1,093 1,518
Tax receivables 10 17
Other receivables 13 261 207
Cash and cash equivalents 14 1 29

Total current assets 1,365 1,771

Assets held for sale 15 - 128

Total assets 47,738 48,712
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equity And liAbilities

DKK million Note 31 Dec. 2011 31 Dec. 2010

Equity:
Share capital 16 3,051 3,051
Reserve for fair value adjustments - -30
Retained earnings 43,088 43,474

Total equity 46,139 46,495

Non-current liabilities:
Borrowings 17 227 752
Retirement benefit obligations and similar obligations 18 45 36
Deferred tax liabilities 19 4 -
Provisions 20 29 27
Other liabilities 21 175 175

Total non-current liabilities 480 990

Current liabilities:
Borrowings 17 912 922
Trade payables 42 38
Provisions 20 8 5
Corporation tax 32 -
Other liabilities etc. 21 125 262

Total current liabilities 1,119 1,227

Total liabilities 1,599 2,217

Total equity and liabilities 47,738 48,712
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Statement of changes in equity

2011
Shareholders in Carlsberg A/S

DKK million Share capital
Fair value 

adjustments
Retained 
earnings Total equity

Equity at 1 January 2011 3,051 -30 43,474 46,495

Profit for the year - - 436 436

Other comprehensive income:
Value adjustments of hedging instruments - 40 - 40
Retirement benefit obligation - - -12 -12
Corporation tax - -10 3 -7

Other comprehensive income - 30 -9 21

Total comprehensive income for the year - 30 427 457

Acquisition/disposal of treasury shares - - -3 -3
Exercise of share options - - -46 -46
Share-based payment - - 8 8
Share-based payment to employees in subsidiaries - - -9 -9
Dividends paid to shareholders - - -763 -763

Total changes in equity - 30 -386 -356

Equity at 31 December 2011 3,051 - 43,088 46,139

2010
Shareholders in Carlsberg A/S

DKK million Share capital
Fair value 

adjustments
Retained 
earnings Total equity

Equity at 1 January 2010 3,051 -23 44,073 47,101

Profit for the year - - -41 -41

Other comprehensive income:
Value adjustments of hedging instruments - -9 - -9
Retirement benefit obligation - - -14 -14
Other - - -1 -1
Corporation tax - 2 4 6

Other comprehensive income - -7 -11 -18

Total comprehensive income for the year - -7 -52 -59

Acquisition/disposal of treasury shares - - -9 -9
Exercise of share options - - -38 -38
Share-based payment - - 7 7
Share-based payment to employees in subsidiaries - - 27 27
Dividends paid to shareholders - - -534 -534

Total changes in equity - -7 -599 -606

Equity at 31 December 2010 3,051 -30 43,474 46,495

The proposed dividend of DKK 5.50 per share, in total DKK 839m (2010: 
DKK 5.00 per share, in total DKK 763m), is included in retained earnings at 
31 December 2011. Dividends paid out in 2011 for 2010 amount to DKK 763m 
(paid out in 2010 for 2009: DKK 534m), which is DKK 5.00 per share (2010: 
DKK 3.50 per share). Dividends paid out to shareholders of Carlsberg A/S do 
not impact taxable income in Carlsberg A/S.

Fair value adjustments comprise changes in the fair value of hedging 
transactions that qualify for recognition as fair value hedges and where the 
hedged transaction has not yet been realised.
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Statement of cash flows

DKK million Note 2011 2010

Operating profit before special items -56 -55
Adjustment for depreciation 10 13

Operating profit before depreciation -46 -42

Adjustment for other non-cash items 22 -59 -77
Change in working capital 22 59 -23
Restructuring costs paid -6 -
Interest etc. received 44 43
Interest etc. paid -58 -63
Corporation tax paid 51 3

Cash flow from operating activities -15 -159

Acquisition of property, plant and equipment and intangible assets Mangler overæ -9 -4

Total operational investments -9 -4

Acquisition and disposal of subsidiaries, net 875 -
Dividends from subsidiaries 40 70
Dividends from associates, joint ventures and securities - 1

Total financial investments 915 71

Other investments in property, plant and equipment -4 -51
Disposal of other property, plant and equipment - 362

Total other activities1 -4 311

Cash flow from investing activities 902 378

Free cash flow 887 219

Shareholders in Carlsberg A/S 22 -812 -581
External financing 22 -103 441

Cash flow from financing activities -915 -140

Net cash flow -28 79

Cash and cash equivalents at 1 January2 29 -50

Cash and cash equivalents at 31 December2 14 1 29

1  Other activities cover real estate and assets under construction,  
including costs of construction contracts. 
 

2 Cash and cash equivalents less bank overdrafts.
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In preparing Carlsberg A/S’s financial statements, management makes various 
accounting estimates and assumptions which form the basis of presentation, 
recognition and measurement of the Company’s assets and liabilities. The 
most significant accounting estimates and judgements for the Company are 
presented below. The most significant accounting estimates and judgements for 
the Carlsberg Group are presented in note 1 to the consolidated financial state-
ments. The Company’s accounting policies are described in detail in note 28.

Estimation uncertainty

Determining the carrying amount of some assets and liabilities requires 
judgements, estimates and assumptions concerning future events.

The judgements, estimates and assumptions made are based on historical 
experience and other factors which management assesses to be reliable, but 
which by their very nature are associated with uncertainty and unpredictability. 
These assumptions may prove incomplete or incorrect, and unexpected events 
or circumstances may arise.

Most economies are currently facing a challenging consumer environment 
and a limited visibility into consumer reactions to the uncertain macro envi-
ronment, especially in Europe. The consumption recovery in some markets, 
including Russia, has been significantly impacted by excise duty increases. 
The impact on the business development and 2011 financials is described 
in the Management review, especially the sections describing the segment 
developments.

Assumptions about the future and estimation uncertainty at the end of the 
reporting period are described in the notes when there is a significant risk of 
changes that could result in material adjustments to the carrying amount of 
assets or liabilities within the next financial year. 

Investments in subsidiaries, joint ventures and associates.   Management 
performs an annual test for indications of impairment of investments in 
subsidiaries, joint ventures and associates. Impairment tests are conducted 
in the same way as for goodwill in the Carlsberg Group, cf. note 41 to the 
consolidated financial statements. It is management’s assessment that no 
indications of impairment existed at year-end 2011. Impairment tests have 
therefore not been made of subsidiaries, joint ventures and associates. 

Deferred tax assets.   Carlsberg A/S recognises deferred tax assets, including 
the tax base of tax loss carryforwards, if management assesses that these 
tax assets can be offset against positive taxable income in the foreseeable 
future. This judgement is made annually and based on budgets and business
plans for the coming years, including planned commercial initiatives.

A more detailed description of the Company’s tax assets is presented in note 19.

Assessment in applied accounting policies

In applying the Group’s accounting policies, management makes judgements 
which may significantly influence the amounts recognised in the financial 
statements.

Such judgements include the recognition of income from real estate projects. 

Recognition of real estate projects.   When entering into contracts, manage-
ment makes judgements as to whether the individual real estate project is 
sufficiently modified for the percentage of completion method to apply. The 
majority of projects are accounted for using the sales method, under which 
gains on disposal of real estate are recognised when the real estate is trans-
ferred to the buyer. The selling price of real estate projects less production 
costs is recognised under other operating income.

nOte 1   SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

Notes

nOte 2   FEES TO AUDITORS APPOINTED By THE ANNUAL GENERAL MEETING

DKK million 2011 2010

KPMG:
Statutory audit 1 1
Assurance engagements - -
Tax advisory - -
Other services - -

nOte 3   OTHER OPERATING INCOME AND ExPENSES

DKK million 2011 2010

Other operating income:
Gains on disposal of real estate 63 96
Rental income, real estate 22 28
Funding from the Carlsberg Foundation for the operation of the Carlsberg Laboratory 15 12
Other, incl. grants received 51 56

Total 151 192

Other operating expenses:
Real estate costs -48 -71
Expenses relating to the Carlsberg Research Center -109 -98
Other -9 -30

Total -166 -199

Of which staff costs, cf. note 7 -70 -70
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nOte 4   SPECIAL ITEMS

DKK million 2011 2010

Special items, income:
Gain on disposal of subsidiary 625 -

Income total 625 -

Special items, cost:
Restructuring -6 -

Cost total -6 -

Special items, net 619 -

nOte 5   FINANCIAL INCOME AND FINANCIAL ExPENSES

Financial items recognised in the income statment

DKK million 2011 2010

Financial income:
Interest income 25 48
Dividends from subsidiaries 40 70
Other financial income 19 9

Total 84 127

Interest income relates to interest from cash and cash equivalents.

Financial expenses:
Interest expenses -52 -57
Interest cost on obligations, defined benefit plans -1 -1
Other financial expenses -91 -17

Total -144 -75

Financial items, net, recognised in the income statement -60 52

Interest expenses primarily relate to interest on borrowings.

Financial items recognised in the statement of comprehensive income

DKK million 2011 2010

Value adjustments of hedging instruments:
Net change in fair value of cash flow hedges transferred to income statement 83 -
Cash flow hedges, effective portion of changes in fair value -43 -9

Financial items recognised in other comprehensive income 40 -9

Total financial items, net, recognised in comprehensive income -20 43
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nOte 6   CORPORATION TAx

DKK million 2011 2010

Reconciliation of tax for the year:
Tax in Denmark 126 -1
Tax on partnerships 2 9
Adjustments to tax for previous years -2 -2
Non-capitalised tax assets, net movements - 45
Non-deductible expenses 1 1
Tax-free dividend -10 -14
Special and other items -50 -

Tax for the year 67 38

Tax recognised in other comprehensive income

2011 2010

DKK million

Recognised 
item  

before tax

Tax 
expense/ 

benefit
Net  

of tax

Recognised 
item  

before tax

Tax 
expense/ 

benefit
Net  

of tax

Hedging instruments 40 -10 30 -9 2 -7
Retirement benefit obligations -12 3 -9 -14 4 -10
Other - - - -1 - -1

Total 28 -7 21 -24 6 -18

DKK million 2011 2010

The change in deferred tax recognised in the income statement can be broken down as follows:
Tax losses 22 5
Property, plant and equipment etc. 13 35

Deferred tax recognised in the income statement 35 40

2011 2010

DKK million

Total com-
prehensive 

income

Other com-
prehensive 

income
Income 

statement

Total com-
prehensive 

income

Other com-
prehensive 

income
Income 

statement

Tax for the year can be specified as follows:
Current tax 32 - 32 - - -
Change in deferred tax during the year 44 7 37 34 -6 40
Adjustments to tax for previous years -2 - -2 -2 - -2

Total 74 7 67 32 -6 38
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nOte 7    STAFF COSTS AND REMUNERATION OF THE SUPERVISORy BOARD AND THE ExECUTIVE BOARD   

DKK million 2011 2010

Salaries and other remuneration 82 78
Retirement benefit costs – defined contribution plans 6 6
Share-based payment 4 7

Total 92 91

Staff costs are included in the following items in the income statement:
Administrative expenses 16 21
Other operating expenses 70 70
Special items (restructuring) 6 -

Total 92 91

The Company had an average of 118 (2010: 124) full-time employees  
during the year.

Remuneration of the Group Executive Board

Remuneration of the Group Executive Board is based on a fixed salary, cash 
bonus payments and non-monetary benefits such as company car, telephone 
etc. Furthermore, share option programmes and incentive schemes have been 
established for the Group Executive Board. These programmes and schemes 
cover a number of years. The remuneration is specified in note 8.

Employment contracts for members of the Group Executive Board contain 
terms and conditions that are considered common to executive board  
members in Danish listed companies,  including terms of notice and non-
competition clauses.

Remuneration of the Group Executive Board and Supervisory Board as well 
as their holdings of shares in the Company are specified in note 13 to the 
consolidated financial statements.
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nOte 8   SHARE-BASED PAyMENT

In 2011, a total of 60,000 (2010: 31,200) share options were granted to 2 em-
ployees (2010: 3). The grant date fair value of these options was a total of 
DKK 11m (2010: DKK 5m). The total cost of share-based payment was DKK 

8m (2010: DKK 7m), which is recognised in the income statement under staff 
costs. Refunds etc. between Carlsberg A/S and its subsidiaries are recognised 
directly in equity.

Number Exercise price

Share option programme
Executive 

Board
Other 

employees
Resigned 

employees Total

Fixed, 
weighted
average

Share options outstanding at 31 December 2009 234,225 6,216 131,148 371,589 296.30

Granted 30,000 1,200 - 31,200 417.34
Exercised -9,105 - -28,616 -37,721 174.73

Share options outstanding at 31 December 2010 255,120 7,416 102,532 365,068 311.65

Granted 60,000 - - 60,000 566.78
Exercised -13,008 - -4,552 -17,560 174.73

Share options outstanding at 31 December 2011 302,112 7,416 97,980 407,508 378.52

Exercisable at 31 December 2010 75,568 1,858 99,693 177,119 262.63
Exercised options as % of share capital 0.01% 0.00% 0.02% 0.03%

Exercisable at 31 December 2011 152,112 3,716 96,380 252,208 373.42
Exercised options as % of share capital 0.01% 0.00% 0.00% 0.01%

The average share price at the exercise date for share options was DKK 569 
(2010: DKK 434).

At 31 December 2011, the exercise price for outstanding share options was  
in the range DKK 203.50 to DKK 566.78 (2010: DKK 173.12 to DKK 472.11). 
The average remaining contractual life was 4.0 years (2010: 4.3 years).

The assumptions underlying the calculation of the fair value of share  
options are described in note 13 to the consolidated financial statements.

Assumptions 2011 2010

Grant date Expiring date Programme
Exercise 

price
Expected 
volatility

Risk-free 
interest rate

Expected 
dividend 

yield

Expected life 
of options, 

years

Fair value at 
measurement 

date

Options 
out-

standing

Options 
out-

standing

01.03.2003 01.03.2011 Grant 2003 173.12 25% 4.1% 1.8% 5.5 126.35 - 16,910
01.03.2004 01.03.2012 Grant 2004 216.65 29% 3.5% 1.8% 5.5 81.51 33,821 34,471
01.03.2005 01.03.2013 Grant 2005 232.71 27% 3.1% 1.7% 5.5 74.27 33,241 33,241
01.03.2006 01.03.2014 Grant 2006 306.89 19% 3.3% 1.3% 5.5 89.37 39,848 39,848
01.03.2007 01.03.2015 Grant 2007 472.11 19% 3.9% 1.0% 5.5 136.67 52,649 52,649
01.03.2008 01.03.2016 Grant 2008 457.82 22% 3.6% 1.1% 5.5 141.72 52,649 52,649
01.09.2008 01.09.2016 Special grant 448.18 27% 4.3% 1.3% 5.5 128.83 40,000 40,000
01.03.2009 01.03.2017 Grant 2009 203.50 52% 3.0% 1.7% 5.5 88.41 64,100 64,100
01.03.2010 01.03.2018 Grant 2010 417.34 30% 3.1% 0.8% 8.0 154.23 31,200 31,200
01.03.2011 01.03.2019 Grant 2011 566.78 25% 2.9% 0.9% 8.0 180.50 60,000 -

Total outstanding share options under the share option programme 407,508 365,068
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nOte 9   PROPERTy, PLANT AND EQUIPMENT

2011

DKK million
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings, 
other plant 

and equipment 
Construction 

in progress Total

Cost:
Cost at 1 January 2011 1,054 106 5 1 1,166
Additions 2 3 - 9 14
Disposals - - -1 -3 -4

Cost at 31 December 2011 1,056 109 4 7 1,176

Depreciation and impairment losses:
Depreciation and impairment losses at 1 January 2011 83 100 5 - 188
Disposals - - -1 - -1
Depreciation 7 3 - - 10

Depreciation and impairment losses at 31 December 2011 90 103 4 - 197

Carrying amount at 31 December 2011 966 6 - 7 979

Carrying amount of assets pledged as security for loans 930 - - - 930

2010

DKK million
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings, 
other plant 

and equipment 
Construction 

in progress Total

Cost:
Cost at 1 January 2010 1,303 102 6 448 1,859
Additions - - - 55 55
Disposals -5 - -1 -124 -130
Transfers -239 4 - -269 -504
Transfer to/from assets held for sale -5 - - -109 -114

Cost at 31 December 2010 1,054 106 5 1 1,166

Depreciation and impairment losses:
Depreciation and impairment losses at 1 January 2010 330 96 4 - 430
Depreciation 8 4 1 - 13
Transfers -255 - - - -255

Depreciation and impairment losses at 31 December 2010 83 100 5 - 188

Carrying amount at 31 December 2010 971 6 - 1 978

Carrying amount of assets pledged as security for loans 967 - - - 967

Depreciation is included in administrative expenses. In 2010, Carlsberg A/S made an in-kind injection of some of its buildings to a 
newly established partnership.
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nOte 10   INVESTMENTS IN SUBSIDIARIES

nOte 11   INVESTMENTS IN ASSOCIATES AND JOINT VENTURES

The carrying amount includes goodwill of DKK 11,207m (2010: DKK 11,207m) 
on acquisition of subsidiaries.

Share-based payment to employees in subsidiaries comprises exercised as 
well as outstanding share options.

The dividends received from associates and joint ventures exceed the original 
investments.

DKK million 2011 2010

Cost:
Cost at 1 January 45,761 45,642
Additions during the year - 250
Disposals during the year -250 -25
Share-based payment to employees in subsidiaries -122 -106

Cost at 31 December 45,389 45,761

Carrying amount at 31 December 45,389 45,761

DKK million 2011 2010

Cost:
Cost at 1 January - -
Additions - -
Disposals - -

Cost at 31 December - -

 

nOte 12   SECURITIES

DKK million 2011 2010

Unlisted shares 5 7

Shares in unlisted entities comprise a number of small holdings. These  
assets are not recognised at fair value as the fair value cannot be calculated 
on an objective basis. Instead the assets are recognised at cost.

No shares in unlisted entities were disposed of during 2011 or 2010.

% 2011 2010

Average effective interest rates:
Loans to subsidiaries 1.9 1.6

The fair value of receivables corresponds in all material respects to the  
carrying amount. 

nOte 13   RECEIVABLES

DKK million 2011 2010

Receivables by origin:
Loans to subsidiaries 1,043 1,475
Receivables from subsidiaries 50 43
Other receivables 261 207

Total 1,354 1,725
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nOte 14   CASH AND CASH EQUIVALENTS

DKK million 2011 2010

Cash at bank and in hand 1 29

Total 1 29

At 31 December 2010, assets held for sale primarily comprised an office  
building from the real estate development of the former Tuborg site in  
Hellerup, Denmark. The sale took place in 2011.

nOte 15   ASSETS HELD FOR SALE AND ASSOCIATED LIABILITIES

DKK million 2011 2010

Assets held for sale comprise the following individual assets:
Property, plant and equipment - 113
Deferred tax - 15

Total - 128

Class A shares Class B shares Total share capital

Shares of 
DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000

1 January 2010 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136
No change in 2010 - - - - - -

31 December 2010 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

No change in 2011 - - - - - -

31 December 2011 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

nOte 16   SHARE CAPITAL

At 31 December 2011, the fair value of treasury shares amounted to DKK 14m 
(2010: DKK 10m).

According to the authorisation of the General Meeting, the Supervisory 
Board may, in the period until 24 March 2015, allow the Company to acquire 
treasury shares up to a total holding of 10% of the nominal share capital, at 
a price quoted on NASDAQ OMx Copenhagen A/S at the time of acquisition 
with a deviation of up to 10%.

In the financial year, the Company acquired class B treasury shares of a no-
minal amount of DKK 4m (2010: DKK 4m) at an average price of DKK 549 
(2010: DKK 480), corresponding to a purchase price of DKK 117m (2010: DKK 
95m). Class B treasury shares are primarily acquired to facilitate settlement 
of share option schemes. The Company holds no class A shares.

In the financial year, the Company disposed of class B treasury shares at  
a total price of DKK 68m (2010: DKK 48m). The disposal was made in  
connection with settlement of share options.

A shares carry 20 votes per DKK 20 share. B shares carry two votes per DKK 
20 share. A preferential right to an 8% non-cumulative dividend is attached 
to B shares. Apart from dividends, all shares rank equally. 

Treasury shares

Shares of 
DKK 20

Nominal 
value, DKKm

Percentage of 
share capital

1 January 2010 3,472 - 0.0%
Acquisition of treasury shares 197,571 4 0.1%
Used to settle share options -183,287 -4 -0.1%

31 December 2010 17,756 - 0.0%

1 January 2011 17,756 - 0.0%
Acquisition of treasury shares 213,000 4 0.1%
Used to settle share options -197,258 -4 -0.1%

31 December 2011 33,498 - 0.0%
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nOte 17   BORROWINGS

DKK million 2011 2010

Non-current borrowings:
Mortgages 209 734
Other non-current borrowings 18 18

Total 227 752

Current borrowings:
Bank borrowings 1 1
Borrowings from subsidiaries 911 921

Total 912 922

Total non-current and current borrowings 1,139 1,674

Fair value 1,139 1,674

Time to maturity for non-current borrowings at 31 December 2011:

2011

DKK million 1-2 years 2-3 years 3-4 years 4-5 years >5 years Total

Mortgages - - - - 209 209
Other non-current borrowings - 5 13 - - 18

Total - 5 13 - 209 227

2010

DKK million 1-2 years 2-3 years 3-4 years 4-5 years >5 years Total

Mortgages - - - - 734 734
Other non-current borrowings - - 5 13 - 18

Total - - 5 13 734 752

Interest rate risk on non-current borrowings borrowings at 31 December 2011:

2011

DKK million Interest rate

Average
effective 

interest rate Fixed for
Carrying 
amount

Interest
rate risk

Mortgages:
Fixed-rate Fixed 2.85% 4-5 years 209 Fair value

Total mortgages 2.85% 209

The fixed-rate mortgage is one loan which has a fixed interest rate until 2016. 
Other non-current borrowings consist of employe bonds that carry a fixed 

interest rate. Of the three mortgages existing at 31 December 2010, two were 
redeemed in December 2011. One fixed-rate mortgage remains.

Other non-current borrowings include employee bonds of DKK 18m (2010: 
DKK 18m). No bonds were issued in 2011.

Borrowings are measured at amortised cost.
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nOte 17   BORROWINGS – CONTINUED

Interest rate risk on non-current borrowings at 31 December 2010:

2010

DKK million Interest rate

Average
effective 

interest rate Fixed for
Carrying 
amount

Interest
rate risk

Mortgages:
Fixed-rate Fixed 4.10% >5 years 734 Fair value

Total mortgages 4.10% 734

2011

Currency profile of borrowings before and after derivative 
financial instruments Next repricing (of principal before currency swaps)

DKK million
Original 
principal

Effect 
of swap

After 
swap 2012 2013 2014 2015 2016 2017-

227 - 227 - - 5 13 209 -

The fixed-rate mortgages comprised three mortgages with a time to matu-
rity of more than five years. Two loans (total DKK 370m) were originally at 
fixed rates but were swapped to floating rates. The loans were adjusted to 
fair value through the income statement. The total fair value adjustment of 
borrowings and swaps was DKK 8m and DKK -8m respectively (2010:  
DKK -8m and DKK 8m).

A floating-rate mortgage of DKK 372m was swapped to a fixed rate.  
Time to maturity was more than 5 years.

2010

Currency profile of borrowings before and after derivative 
financial instruments Next repricing (of principal before currency swaps)

DKK million
Original 
principal

Effect 
of swap

After 
swap 2011 2012 2013 2014 2015 2016-

752 - 752 - - - 5 13 734
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nOte 18   RETIREMENT BENEFIT OBLIGATIONS AND SIMILAR OBLIGATIONS

nOte 19   DEFERRED TAx ASSETS AND DEFERRED TAx LIABILITIES

DKK million 2011 2010

Changes in obligations:
Total obligations at 1 January 36 25
Interest cost 1 1
Actuarial losses 12 14
Benefits paid -4 -4

Total obligations at 31 December 45 36

Assumptions applied:
Discount rate 1.0% 2.0%
Future retirement benefit increases 2.5% 2.8%

Recognised in the income statement:
Interest cost on obligations 1 1

Total recognised in the income statement 1 1

Recognised in other comprehensive income:
Recognised at 1 January -45 -31
Actuarial gains/losses -12 -14

Recognised at 31 December -57 -45

DKK million 2011 2010 2009 2008 2007

Five-year overview:
Unfunded obligations 45 36 25 27 29
Experience adjustments to obligations - - - - -1

DKK million 2011 2010

Deferred tax at 1 January, net 67 116
Joint taxation contribution -44 -
Recognised in other comprehensive income -7 6
Recognised in income statement -35 -40
Assets held for sale 15 -

-4 82

Of which transferred to assets held for sale - -15

Deferred tax at 31 December, net -4 67

Specified as follows:
Deferred tax liabilities -4 -
Deferred tax assets - 67

Deferred tax at 31 December, net -4 67

Retirement benefit obligations and similar obligations comprise payments  
to retired directors that are not covered by an insurance company.  
The plan is unfunded.
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nOte 19   DEFERRED TAx ASSETS AND DEFERRED TAx LIABILITIES – CONTINUED

nOte 20   PROVISIONS

nOte 21  OTHER LIABILITIES ETC.

Specification of deferred tax assets and liabilities at 31 December

Deferred tax assets Deferred tax liabilities

DKK million 2011 2010 2011 2010

Property, plant and equipment - 4 8 -
Provisions and retirement benefit obligations 24 25 - -
Tax losses etc. - 53 20 -

Total before set-off 24 82 28 -
Set-off -24 - -24 -

Total after set-off - 82 4 -
Transferred to assets held for sale - -15 - -

Deferred tax assets and liabilities at 31 December - 67 4 -

Expected to be used as follows:
Within 12 months after the end of the reporting period - 7 - -
More than 12 months after the end of the reporting period - 60 4 -

Total - 67 4 -

Of the total deferred tax assets recognised, DKK 0m (2010: DKK 53m) 
relates to tax loss carryforwards, the utilisation of which depends on future 
positive taxable income exceeding the realised deferred tax liabilities.

Provisions primarily comprise warranty provisions regarding real estate  
disposed of and provisions for ongoing disputes and lawsuits etc. 

DKK million 2011 2010

Provisions at 1 January 32 34
Additional provisions recognised 4 4
Used during the year -1 -6
Reversal of unused provisions -2 -
Transfers 4 -

Provisions at 31 December 37 32

Of provisions, DKK 8m (2010: DKK 5m) falls due within one year  
and DKK 0m (2010: DKK 0m) after more than five years from the  
end of the reporting period.

DKK million 2011 2010

Other liabilities are recognised in the statement of financial position as follows:
Non-current liabilities 175 175
Current liabilities 125 262

Total 300 437

Other liabilities by origin:
Staff costs payable 16 18
Interest payable 1 1
Fair value of hedging instruments 83 40
Deferred income 9 180
Other 191 198

Total 300 437
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nOte 22   CASH FLOWS

nOte 23   SPECIFICATION OF NET INTEREST-BEARING DEBT

DKK million 2011 2010

Adjustment for other non-cash items:
Gains on disposal of property, plant and equipment and intangible assets, net -10 -82
Gains on disposal of property, plant and equipment classified as assets held for sale -58 -
Other non-cash adjustments 9 5

Total -59 -77

Change in working capital:
Receivables 21 -11
Trade payables and other liabilities 41 -3
Retirement benefit obligations and other provisions -3 -9

Total 59 -23

Shareholders in Carlsberg A/S:
Dividends to shareholders -763 -534
Acquisition of treasury shares -117 -95
Disposal of treasury shares 68 48

Total -812 -581

External financing:   
Debt institutions, long-term -525 -
Inter-company loans, short-term 422 441

Total -103 441

DKK million 2011 2010

Net interest-bearing debt is calculated as follows:
Non-current borrowings 227 752
Current borrowings 912 922

Gross interest-bearing debt 1,139 1,674

Cash and cash equivalents -1 -29
Loans to subsidiaries -1,043 -1,475

Net interest-bearing debt 95 170

Changes in net interest-bearing debt:
Net interest-bearing debt at 1 January 170 -177

Cash flow from operating activities 15 159
Cash flow from investing activities -902 -378
Dividends to shareholders 763 534
Acquisition/disposal of treasury shares and exercise of share options 49 47
Change in interest-bearing lending - -11
Other - -4

Total change -75 347

Net interest-bearing debt at 31 December 95 170
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nOte 24   FINANCIAL INSTRUMENTS

The fair value of financial instruments is calculated on the basis of observable 
market data using generally accepted methods. In general, external valuation 
reports are used.

Cash flow hedge
 
In December 2011, Carlsberg A/S ceased accounting for two interest swaps 
as cash flow hedges as described in the Fair value hedge section above. The 
impact on other comprehensive income is DKK 40m.

DKK million 2011 2010

Recognised in the income statement:   
Interest rate instruments -83 -8

Total -83 -8

DKK million 2011 2010

Recognised in statement of comprehensive income:
Interest rate instruments 40 -9

Total 40 -9

2011 2010

DKK million Positive Negative Positive Negative 

Fair value of financial instruments:
Cash flow hedge Interest rate - - - -39
Fair value and economic hedge Interest rate - -83 - -

Total - -83 - -39

Fair value hedge and hedges not qualifying as hedges

Carlsberg A/S redeemed two floating-rate mortgages in December 2011. Both 
loans were swapped to fixed rates via interest rate swaps. The mortgages and 
the swaps were designated in a cash flow hedge relationship which was termi-
nated when the mortgages were redeemed. As a consequence, the accumulated 
losses on swaps were reclassified to the income statement. The accumulated 
loss was DKK -83m. The loss in 2010 was due to losses on two swaps desig-
nated in a fair value hedge relationship with two mortgages carrying a fixed 
interest rate. 
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nOte 25   RELATED PARTy DISCLOSURES

Related parties exercising control.   The Carlsberg Foundation, H.C. Andersens 
Boulevard 35, 1553 Copenhagen V, Denmark, holds 30.3% of the shares and 
74.5% of the voting power in Carlsberg A/S, excluding treasury shares. Apart 
from dividends and grants, cf. note 3, no transactions were carried out with  
the Carlsberg Foundation during the year.

Related parties exercising significant influence.   During the year, the 
Company was not involved in any transactions with major shareholders, 
members of the Supervisory Board, members of the Executive Board, other 
executive employees, or companies outside the Carlsberg Group in which 
these parties have interests.

No losses on loans to or receivables from associates were recognised or 
provided for in either 2011 or 2010.

Associates.   Dividends of DKK 0m (2010: DKK 0m) were received  
from associates.
  

DKK million 2011 2010

The income statement and statement of financial position include 
the following transactions with associates:
Receivables 12 12

Subsidiaries.   Dividends of DKK 40m (2010: DKK 70m) were received  
from subsidiaries.
  

DKK million 2011 2010

The income statement and statement of financial position include 
the following transactions with subsidiaries:
Other operating income 41 49
Other operating expenses -18 -18
Gain on disposal of subsidiary 675 -
Interest income 14 23
Interest expenses -12 -8
Loans 1,043 1,475
Receivables 50 43
Trade payables -15 -30
Borrowings -911 -921
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Carlsberg A/S has issued guarantees for loans etc. of DKK 372m (2010:  
DKK 343m) raised by subsidiaries.

Carlsberg A/S is jointly registered for Danish VAT and excise duties with 
Carlsberg Breweries A/S, Carlsberg Danmark A/S and various other minor 
Danish subsidiaries, and is jointly and severally liable for payment of VAT 
and excise duties.

Carlsberg A/S is party to certain lawsuits, disputes etc. of various scopes. 
In management’s opinion, apart from as recognised in the statement of 
financial position or disclosed in the financial statements, the outcome of 
these lawsuits, disputes etc. will not have a material negative effect on the 
Company’s financial position.

Capital commitments

DKK million 2011 2010

Capital commitments which at the end of the reporting period are agreed 
to be made at a later date and therefore not recognised in the 
consolidated financial statements:  
Property, plant and equipment and construction contracts - 18

Total - 18

nOte 26   CONTINGENT LIABILITIES AND OTHER COMMITMENTS

Carlsberg A/S has entered into an operating lease which relates to transport 
equipment. The lease contains no special purchase rights etc. Future lease 

payments are less than DKK 1m (2010: DKK 1m). Operating lease payments 
recognised in the income statement in 2011 are DKK 1m (2010: DKK 1m).
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nOte 27   EVENTS AFTER THE REPORTING PERIOD

nOte 28   ACCOUNTING POLICIES

The 2011 financial statements of Carlsberg A/S have been prepared in ac-
cordance with International Financial Reporting Standards (IFRS) as adopted 
by the EU and Danish disclosure requirements for listed companies, cf. the 
statutory order pursuant to the Danish Financial Statements Act.

In addition, the financial statements have been prepared in compliance with 
the International Financial Reporting Standards (IFRS) issued by the IASB.

The financial statements are presented in Danish kroner (DKK), which is  
the functional currency.

The accounting policies for the Parent Company are the same as for the 
Carlsberg Group, cf. note 41 to the consolidated financial statements, with 
the exception of the items below.

Income statement

Dividends on investments in subsidiaries, joint ventures and associates. 
Dividends on investments in subsidiaries, joint ventures and associates are 
recognised as income in the income statement of the Parent Company in the 
financial year in which the dividend is declared.

Financial income and financial expenses.   Foreign exchange adjustments 
of balances with foreign entities which are considered part of the total net 
investment in the entity are recognised in the income statement of the  
Parent Company.

Tax on profit/loss for the year.   Tax on profit/loss for the year comprises 
profit/loss from real estate partnerships (associates) as these are not  
individually taxed but included in taxable income of the partners. In addi-
tion, tax on profit/loss and deferred tax are calculated and recognised as 
described in note 41 to the consolidated financial statements.

Statement of financial position

Investments in subsidiaries, joint ventures and associates.   Investments in 
subsidiaries, joint ventures and associates are measured at the lower of cost 
or recoverable amount.

Share-based payment to employees in subsidiaries.   The value of equity-
settled share options granted to employees in the Parent Company’s sub-
sidiaries is recognised in investments in subsidiaries as the services rendered 
in exchange for the options are received in the subsidiaries, with a set-off 
directly against equity.

The difference between the purchase price and the sales price for the exer-
cise of equity-settled share options by employees in subsidiaries is settled 
between Carlsberg A/S and the individual subsidiary, with a set-off directly 
against investments in subsidiaries.

The difference at the end of the reporting period between the fair value of 
the Parent Company’s equity instruments and the exercise price of outstand-
ing equity-settled share options is recognised as a receivable in Carlsberg 
A/S, with a set-off directly against investments in subsidiaries.

Equity-settled share options granted to the Parent Company’s own  
employees are recognised and measured in accordance with the accounting 
policies used by the Carlsberg Group, cf. note 41 to the consolidated financial 
statements for a description of accounting policies.

Apart from the events recognised or disclosed in the financial statements, no 
events have occurred after the reporting date of importance to the financial 
statements.



Carlsberg Annual Report 2011 151

Management statement
Auditors’ report

Supervisory Board



Managemmeennt ssttaaaatteeeemmmment

Jørn P. JensenJørgen Buhl Rasmussen

Povl Krogsgaard-Larsen
Chairman

Richard Burrows

Bent Ole Petersen

Jess Søderberg
Deputy Chairman 

Kees van der Graaf

Peter Petersen

Hans Andersen 

Niels Kærgård

Lars Stemmerik

Flemming Besenbacher

Thomas Knudsen

Per Øhrgaard

The Supervisory Board and the Executive Board have today discussed and approved the Annual Report of the 
Carlsberg Group and the Parent Company for 2011.

The Annual Report has been prepared in accordance with International Financial Reporting Standards as adopted 
by the EU and Danish disclosure requirements for annual reports of listed companies.

In our opinion the consolidated fi nancial statements and the Parent Company’s fi nancial statements give a true and fair 
view of the Carlsberg Group’s and the Parent Company’s assets, liabilities and fi nancial position at 31 December 2011 and 
of the results of the Carlsberg Group’s and the Parent Company’s operations and cash fl ows for the fi nancial year 2011.

Further, in our opinion the Management’s review includes a fair review of the development in the Carlsberg Group’s and 
the Parent Company’s operations and fi nancial matters, of the result for the year and of the Carlsberg Group’s and the 
Parent Company’s fi nancial position as well as describes the signifi cant risks and uncertainties affecting the Carlsberg 
Group and the Parent Company. 

We recommend that the Annual General Meeting approve the Annual Report.

Copenhagen, 20 February 2012

Executive Board of Carlsberg A/S

Supervisory Board of Carlsberg A/S
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Henrik Kronborg Iversen
State Authorised
Public Accountant

The indepenndeentt auuddiitttoorrsss’’ rreport

Jesper Koefoed
State Authorised
Public Accountant

To the shareholders of Carlsberg A/S

Independent auditors’ report on the consolidated fi nancial statements and the parent company fi nancial statements
We have audited the consolidated fi nancial statements and the parent company fi nancial statements of Carlsberg A/S for 
the fi nancial year 2011. The consolidated fi nancial statements and the parent company fi nancial statements comprise income 
statement, statement of comprehensive income, statement of fi nancial position, statement of changes in equity, statement of 
cash fl ows and notes, including a summary of signifi cant accounting policies for the Carlsberg Group as well as for the parent 
company. The consolidated fi nancial statements and the parent company fi nancial statements are prepared in accordance with 
International Financial Reporting Standards as adopted by the EU and Danish disclosure requirements for listed companies.

Management’s responsibility for the consolidated fi nancial statements and the parent company fi nancial statements
Management is responsible for the preparation of consolidated fi nancial statements and parent company fi nancial state-
ments that give a true and fair view in accordance with International Financial Reporting Standards as adopted by the 
EU and Danish disclosure requirements for listed companies and for such internal control that Management determines is 
necessary to enable the preparation of consolidated fi nancial statements and parent company fi nancial statements that 
are free from material misstatement, whether due to fraud or error.

Auditors’ responsibility
Our responsibility is to express an opinion on the consolidated fi nancial statements and the parent company fi nancial state-
ments based on our audit. We conducted our audit in accordance with International Standards on Auditing and additional 
requirements under Danish audit regulation. This requires that we comply with ethical requirements and plan and perform 
the audit to obtain reasonable assurance as to whether the consolidated fi nancial statements and the parent company 
fi nancial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 
fi nancial statements and the parent company fi nancial statements. The procedures selected depend on the auditors’ judge-
ment, including the assessment of the risks of material misstatement of the consolidated fi nancial statements and the 
parent company fi nancial statements, whether due to fraud or error. In making those risk assessments, the auditors consider 
internal control relevant to the Company’s preparation of consolidated fi nancial statements and parent company fi nancial 
statements that give a true and fair view in order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by Man-
agement, as well as evaluating the overall presentation of the consolidated fi nancial statements and the parent company 
fi nancial statements.

We believe that the audit evidence we have obtained is suffi cient and appropriate to provide a basis for our opinion.

Our audit has not resulted in any qualifi cation.

Opinion
In our opinion, the consolidated fi nancial statements and the parent company fi nancial statements give a true and fair 
view of the Carlsberg Group’s and the parent company’s fi nancial position at 31 December 2011 and of the results of the 
Carlsberg Group’s and the parent company’s operations and cash fl ows for the fi nancial year 2011 in accordance with In-
ternational Financial Reporting Standards as adopted by the EU and Danish disclosure requirements for listed companies.

Statement on the Management’s review
Pursuant to the Danish Financial Statements Act, we have read the Management’s review. We have not performed any 
further procedures in addition to the audit of the consolidated fi nancial statements and the parent company fi nancial 
statements. On this basis, it is our opinion that the information provided in the Management’s review is consistent with the 
consolidated fi nancial statements and the parent company fi nancial statements.

Copenhagen, 20 February 2012

KPMG
Statsautoriseret Revisionspartnerselskab
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Povl 
Krogsgaard-
Larsen

Jess 
Søderberg

Flemming
Besenbacher

Richard
Burrows

Peter
Petersen

Niels
Kærgård

of plans and results. As 
former rector of what 
was then the Royal 
Danish School of Phar-
macy, he also has ex-
perience of managing 
large knowledge-based 
organisations such as 
PharmaBiotec, Neuro- 
Science PharmaBiotec 
and the Drug Research 
Academy.

Jess Søderberg
Deputy Chairman
Chairman of the Audit 
Committee and mem-
ber of the Nomination 
and Remuneration 
Committees. Born 
1944. Elected 2008 
and 2010. Election 
period expires 2012. 
Former CEO of the 
A.P. Møller - Mærsk 
Group (1993-2007) and 
before that CFO of the 
same company from 
1981. Member of the 
Supervisory Board and 
the Finance and Audit 

Povl Krogsgaard-
Larsen
Chairman
Professor, D.Pharm. 
Born 1941. Elected 
1993 and 2011. Election 
period expires 2012. 
Member of the Audit 
and Remuneration 
Committees. Chairman 
of the Nomination 
Committee. Chairman 
of the Board of Direct-
ors of the Carlsberg 
Foundation until 31 
December 2011. Chair-
man of the Supervisory 
Boards of Auriga A/S 
and Bioneer A/S. Mr 
Krogsgaard-Larsen is 
affi liated to the Faculty 
of Pharmaceutical Sci-
ences at the University 
of Copenhagen. With 
his background as a 
researcher and educa-
tor, he has particular 
expertise in the analy-
sis of issues within the 
pharmaceutical sector 
and in the presentation 

Committees of The 
Chubb Corporation, 
advisor to Permira and 
member of Danske 
Bank’s Advisory Board. 
Managing Director 
of J.S. Invest ApS, J. 
Søderberg Shipping 
ApS and KF Invest 
ApS. Mr Søderberg 
has broad interna-
tional experience and 
extensive experience of 
fi nancial management 
and fi nancial reporting 
processes, perform-
ance management 
and the management 
of stakeholder and 
investor relations 
as a result of many 
years in the senior 
management of A.P. 
Møller - Mærsk. He 
has wide experience of 
growth markets and 
the identifi cation and 
management of busi-
ness risks.

of managing large 
knowledge-based 
organisations and has 
strong competences 
relating to innovation, 
research, CSR and 
sustainable develop-
ment. Mr Besenbacher 
is Professor Honoris 
Causa at a number of 
international universi-
ties, including Chong-
qing University, China, 
and a recipient of the 
prestigious Einstein 
Professorship from the 
Chinese Academy of 
Sciences.

Peter Petersen
Chairman of the Staff 
Association Carlsberg 
and Demand Planner, 
Carlsberg Danmark 
A/S. Born 1969. Elected 
2010. Election period 
expires 2014. Deputy 
Chairman of the Board 
of Carlsberg Staff 
– Gifts and Entertain-
ment. Employee repre-

sentative on the Boards 
of Carlsberg Danmark 
A/S and Carlsberg 
Breweries A/S. 

Niels Kærgård
Professor, D.Econ. Born 
1942. Elected 2003 
and 2011. Election 
period expires 2012. 
Member of the Board 
of Directors of the 
Carlsberg Foundation 
and Chairman of the 
Supervisory Boards of 
property companies 
affi liated to the Carls-
berg Foundation. Niels 
Kærgård has particular 
expertise in econom-
ics and international 
affairs, and headed 
the Chairmanship of 
the Danish Economic 
Council from 1995 to 
2001. With his back-
ground as a researcher 
and educator, he has 
particular expertise 
in the analysis of 
economic and organ-

Flemming 
Besenbacher
Professor, D.Sc., h.c. 
mult., FRSC. Born 1952. 
Elected 2005 and 
2010. Election period 
expires 2012. Member 
of the Board of Direct-
ors of the Carlsberg 
Foundation (Chairman 
as of 1 January 2012) 
and of the Supervisory 
Boards of property 
companies affi liated to 
the Carlsberg Founda-
tion. Mr Besenbacher 
is Chairman of the Su-
pervisory Board of the 
Carlsberg Labor atory 
and member of the 
Boards of the Tuborg 
Foundation and Med-
Tech Innovation Center. 
Mr Besenbacher was 
director of the Inter-
disciplinary Nanosci-
ence Center (iNANO), 
Aarhus University, from 
1 January 2002 to 1 
February 2012. He has 
extensive experience 
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Per
Øhrgaard

Kees
van der Graaf

Hans S.
Andersen

Lars
Stemmerik

Bent Ole
Petersen

Thomas
Knudsen

Supervisory Boards 
of property compa-
nies affi liated to the 
Carlsberg Foundation. 
Mr Øhrgaard is Chair-
man of Leonhardt & 
Høier Literary Agency 
A/S and of Højsko-
len Østersøen. Per 
Øhrgaard is affi liated 
to Copenhagen Busi-
ness School, where he 
specialises in German. 
Given his background 
as a researcher and 
lecturer, he has 
particular expertise 
in the analysis of 
complex issues and the 
presentation of plans 
and results. He also 
has experience from 
directorships at other 
companies. 

Lars Stemmerik
Professor, D.Sc. Born 
1956. Elected 2010. 
Election period expires 
2012. Member of the 
Board of Directors of 

the Carlsberg Founda-
tion and the Super-
visory Board of the 
Carlsberg Laboratory. 
Also member of the 
Board of Management 
of GeoCenter Denmark 
and the Board of 
GEUS. Mr Stemmerik 
is Head of Institute 
at the Department of 
Geography and Geol-
ogy at the University 
of Copenhagen. With 
this background, he 
has particular expertise 
in the analysis of 
complex issues and the 
presentation of plans 
and results. 

Bent Ole Petersen
Senior Technician, 
Carlsberg Laboratory. 
Born 1954. Elected 
2002 and 2010. Elec-
tion period expires 2014.

2012. Member of 
the Nomination and 
Remuneration Com-
mittees. Until May 
2008, Mr van der 
Graaf held the position 
of President Europe on 
the Board of Unilever. 
He is Chairman of the 
Supervisory Board of 
MYLAPS BV and the 
University of Twente 
and member of the 
Supervisory Boards of 
Grandvision BV, ANWB 
(the Royal Dutch 
Touring Club) and Ben 
& Jerry’s. Between 
2008 and 2011, Mr 
van der Graaf was an 
executive-in-residence 
of the Lausanne-based 
IMD business school. 
He is the founder of 
the FSHD Foundation. 
Mr van der Graaf has 
acquired extensive 
international manage-
ment experience 
through his many 
years in management 

isational issues and 
the presentation of 
plans and results.

Richard Burrows
Born 1946. Elected 
2009 and 2011. Elec-
tion period expires 
2012. Chairman of the 
Remuneration Com-
mittee and member 
of the Audit Commit-
tee. Richard Burrows 
has spent most of his 
career in the drinks 
business. He was joint 
CEO of Pernod Ricard 
from 2000 to 2005. He 
is Chairman of British 
American Tobacco 
(from 2009) and a 
non-executive director 
of Rentokil Initial plc. 
He is a member of the 
European Advisory 
Council of the IMF. Mr 
Burrows has extensive 
experience of the 
branded consumer 
goods sector and wide 
international business 

positions at Unilever. 
He has substantial 
experience of growth 
markets and of manu-
facturing, logistics and 
sales & marketing 
management. He 
has also worked 
extensively with 
performance manage-
ment and sustainable 
development.

Hans S. Andersen
Brewery Worker, 
Carlsberg Danmark 
A/S. Born 1955. Elected 
1998 and 2010. Election 
period expires 2014. 
Employee representa-
tive on the Board of 
Carlsberg Danmark A/S.

Per Øhrgaard
Professor, D.Phil. Born 
1944. Elected 1993 and 
2010. Election period 
expires 2012. Member 
of the Board of Direct-
ors of the Carlsberg 
Foundation and the 

experience gained 
through his career with 
Irish Distillers Group plc 
and Pernod Ricard. He 
has extensive experi-
ence of shareholder 
and investor relations 
and a broad under-
standing of the assess-
ment and mitigation 
of business risks. Mr 
Burrows has worked 
extensively with 
developing markets 
and product innovation 
and has substantial 
experience of fi nancial 
management and 
reporting processes.

Thomas Knudsen
Workshop Manager, 
Carlsberg Research 
Center. Born 1963. 
Joined 2011. Election 
period expires 2014.

Kees van der Graf
Born 1950. Elected 
2009 and 2011. Elec-
tion period expires 
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Tuborg and music 
go together as 
music is part of 
Tuborg’s DNA.

Carlsberg is our 
fl agship brand with 
the tagline “That 
calls for a Carlsberg”.

Grimbergen, a 
contemporary abbey 
beer, is the outcome 
of passion and 
authenticity.



The French beer 
brand Kronenbourg 
1664 is a high-end 
premium beer. 

Baltika is the 
leading Russian 
beer brand and the 
largest beer brand 
in Europe.





Thirst for Great  Great people. Great brands. Great moments.  Founded on the motto, Semper Ardens – Always  
Burning – we never settle, but always thirst for the better.  We are stronger together because we share best practices, 
ideas, and successes. We brand as many, but stand as one.  With the courage to dare, to try, to take risks, we constantly 
raise the bar. We don’t stop at brewing great beer. We brew a greater future – for our consumers and customers,  
our communities, and our people.  This passion will continue to burn and forever keep us thirsty.



Carlsberg A/S
100 Ny Carlsberg Vej
1799 Copenhagen V

Denmark 

Phone +45 3327 3300
Fax +45 3327 4701

carlsberg@carlsberg.com
www.carlsberggroup.com

CVR No. 61056416
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MARKET
OVERVIEW

OUR MARKETS1

Population (millions) 5.6 5.0 9.5 5.4 38.2 81.8 6.5 63.1 63.4 8.0 60.9 10.7 30.5 141.9 45.4 16.7 9.4 9.2 29.0 5.4 7.2 1,353.8 90.4 6.4 15.3 31.0 1,223.2

Est. GDP/capita PPP (USD) 37,738 55,264 41,750 36,458 20,976 39,059 23,3704 36,728 35,520 45,286 30,116 22,991 21,636 17,698 7,598 13,921 16,008 10,684 16,942 60,883 50,709 9,146 3,545 3,005 2,398 1,306 3,851

Est. real GDP growth (%) 0.5 3.1 1.2 0.2 2.4 0.9 2.4-4.5 -0.4 0.1 0.8 -2.3 -3.0 -6.0-1 3.7 3.0 5.5 4.3 3.9 4.4 2.1 1.8 7.8 5.1 8.3 6.5 4.6 4.9

Infl ation, avg. consumer prices (%) 2.6 1.0 1.4 2.9 3.9 2.2 2.4-4.4 2.7 1.9 -0.5 3.0 2.8 0.9-5.9 5.1 2.0 5.0 60.2 3.0 2.0 4.5 3.8 3.0 8.1 5.1 3.6 8.3 10.3

OUR OPERATIONS

Breweries 1 2 1 1 3 2 4 1 1 1 1 2 5 10 3 1 1 1 1 - - 405 66 2 1 1 6

Employees 1,643 1,261 946 827 1,239 581 1,004 1,665 1,508 1,287 328 661 1,782 8,864 1,787 421 597 239 687 74 200 6,625 832 1,095 1,457 354 615

OUR POSITION

Market position (no.) 1 1 1 1 3 1 7 1-2 4 1 1 4 1 2-3 1 2 2 1 1 2 2 2 1 5 2 8 1 1 1 3

Market share (%) 54 53 33 53 18 18 33-40 15 29 43 7 48 15-28 38 29 33 26 69 44 20 24 50-55 38 98 64 74 7

Primary competitive climate (int./local) Local Local Local Int. Int. Int./local Local Int. Int. Int. Int. Int. Int. Int. Int. Int. Int./local Local Int. Int. Int. Local  5 Int. Local Int. Local Int.

CONSUMPTION CHARACTERISTICS1

On-trade share of market, approx. (%) 26 26 21 15 13 18 4-9 58 21 43 40 60 22-55 8 11 33 3 20 74 54 42 45 50 60 60 80 17

Per capita beer consumption (litres) 78 46 50 88 99 106 76-99 73 29 59 29 50 32-75 64 59 29 52 6 6 20 24 39 38 32 27 2 2

 1  2012E.
2  Estonia, Latvia, Lithuania.
3  Bulgaria, Croatia, Serbia, Greece.
4  Weighted average.
5  Western China, incl. Chongqing.
6  Excl. Habeco.
7  Northern Germany (Schleswig-Holstein, Hamburg, Lower Saxony).
8  Incl. Habeco.
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DISCLAIMER
This Annual Report contains 
forward-looking statements, 
including statements about 
the Group’s sales, revenues, 
earnings, spending, margins, 
cash flow, inventory, products, 
actions, plans, strategies,
objectives and guidance with 
respect to the Group’s future 
operating results. Forward-
looking statements include, 
without limitation, any 
statement that may predict, 
forecast, indicate or imply 
future results, performance 
or achievements, and may 

contain the words “believe, 
anticipate, expect, estimate, 
intend, plan, project, will 
be, will continue, will result, 
could, may, might”, or any 
variations of such words 
or other words with similar 
meanings. Any such state-
ments are subject to risks and 
uncertainties that could cause 
the Group’s actual results to 
differ materially from the 
results discussed in such 
forward-looking statements. 
Prospective information is 
based on management’s 

then current expectations or 
forecasts. Such information 
is subject to the risk that such 
expectations or forecasts, or 
the assumptions underly-
ing such expectations or 
forecasts, may change. The 
Group assumes no obligation 
to update any such forward-
looking statements to reflect 
actual results, changes in 
assumptions or changes in 
other factors affecting such 
forward-looking statements.
Some important risk factors 
that could cause the Group’s 

actual results to differ 
materially from those ex-
pressed in its forward-looking 
statements include, but are 
not limited to: economic 
and political uncertainty 
(including interest rates and 
exchange rates), financial 
and regulatory develop-
ments, demand for the 
Group’s products, increasing 
industry consolidation, com-
petition from other breweries, 
the availability and pricing of 
raw materials and packaging 
materials, cost of energy, 

production- and distribution-
related issues, information 
technology failures, breach 
or unexpected termination 
of contracts, price reductions 
resulting from market-driven 
price reductions, market 
acceptance of new products, 
changes in consumer prefer-
ences, launches of rival prod-
ucts, stipulation of market 
value in the opening balance 
sheet of acquired entities, 
litigation, environmental 
issues and other unforeseen 
factors. New risk factors 

can arise, and it may not be 
possible for management to 
predict all such risk factors, 
nor to assess the impact of 
all such risk factors on the 
Group’s business or the ex-
tent to which any individual 
risk factor, or combination 
of factors, may cause results 
to differ materially from 
those contained in any 
forward-looking statement. 
Accordingly, forward-looking 
statements should not be 
relied on as a prediction 
of actual results.
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No. 4
4th largest global brewer

CARLSBERG 
GROUP

The Carlsberg Group is the fourth largest 
brewer in the world. Our extensive port-
folio of beer brands provides a beer for 
every occasion and palate. Our fl agship 
brand, Carlsberg, is one of the best-
known beer brands in the world, and 
Baltika, Carlsberg, Tuborg and Kronen-
bourg are among the biggest brands in 
Europe. In addition, we have a wide range 
of leading beer brands in local markets. 
Our business is focused in Western Europe, 
Eastern Europe and Asia, where we have 
strong market positions. The rest of the 
world is mainly serviced through export 
or licence agreements.

2012 in brief
•  Successful execution of Carlsberg’s 

EURO 2012 sponsorship across 
all regions.

•  Rejuvenated Tuborg achieved strong 
results in Russia, China and India.

•  Carlsberg teamed up with a group of 
global beer, wine and spirits producers 
to commit to joint actions against the 
harmful use of alcohol.

Pro rata beer volumes
  Western Europe     Eastern Europe     Asia

Carlsberg is the second largest brewer 
in Western Europe. The region mainly 
comprises mature markets and is gener-
ally characterised by well-established 
retail structures and a strong tradition of 
beer consumption in most markets. Beer 
consumption is generally fl at or slightly 
declining. However, the uncertain macro-
environment has had a slightly negative 
impact on consumption and has also led to 
a shift from on-trade to off-trade consump-
tion. The main focus is twofold: increas-
ing market share through improved value 
management, superior in-store execution 
and driving international and local premium 
brands; and simplifying our business model, 
increasing effi ciencies and taking out costs 
while providing superior customer service 
and top-quality products. 

2012 in brief
•  Challenging consumer dynamics 

and bad weather in Q2 and July led 
to a market decline of around 3%.

•  Overall market share up, driven by the 
continued focus on the commercial agenda.

•  Operating margin impacted by 
higher input costs, bad weather 
and country mix.

WESTERN 
EUROPE

5.9
DKKbn free cash fl ow

9.8
DKKbn operating profi t

40bp
Market share growth

25
Breweries in 18 countries

5.1
DKKbn operating profi t
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9%
Organic beer volume growth

Carlsberg holds a strong no. 1 position in 
the region’s main market, Russia, and very 
strong positions in the other markets in the 
region. The Russian beer market was fl at in 
2012, having experienced declining volumes 
over the past few years due to the macro-
economic downturn following the fi nancial 
crisis and unavoidable, signifi cant price 
increases. Value growth has been healthy 
and consistent. We expect the Russian beer 
volume market to revert to positive average 
annual growth rates. Ukraine is the second 
largest market and Carlsberg holds a strong 
no. 2 position. Volumes in the region are 
driven by increasing disposable incomes, 
improving consumer dynamics and con-
sumers aspiring to brands and innovation. 
The retail universe is in a developing stage 
with traditional trade still dominant.

2012 in brief
•  Flat Russian beer market impacted by 

short-term disruption from closures of 
non-stationary outlets.

•  Russian market share up sequentially in 
2012, driven by implementation of Group 
tools, including value management and 
portfolio optimisation.

•  Buyout of minorities in Baltika 
Breweries completed.

Carlsberg’s Asian portfolio of businesses 
consists of mature markets such as 
Malaysia, Hong Kong and Singapore as 
well as investments in growing beer markets 
such as China, India and Vietnam. These 
markets offer considerable prospects for 
growth, underpinned by expanding popula-
tions, rising disposable income levels, grow-
ing economies that have proved relatively 
resilient to the uncertain global macro-
environment, and relatively low per capita 
beer consumption. The competitive intensity 
varies, with markets being contested by 
strong local brewers as well as the major 
international beer companies. In most cases, 
the presence of the international brewers 
is through joint venture arrangements or 
equity stakes in local brewers.

2012 in brief
•  Market share gains across the region.
•  Strong momentum behind the develop-

ment of international premium brands.
•  M&A and partnership initiatives in 

key growth markets included increased 
ownership in Chongqing Jianiang 
Brewery, China, and the establishment 
of a sales & marketing joint venture 
with Singha Beer, Thailand.

ASIA

EASTERN 
EUROPE 38.2%

2012 Russian market share

4.3
DKKbn operating profi t

RU
Russia – the Group’s largest market

1.7 
DKKbn operating profi t

China – the world’s largest beer market

CN 
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In 2012, the Carlsberg B share gained 
37%. A dividend of DKK 5.5 per share 
was paid in March 2012, leading to a 
total shareholder return for 2012 for 
the Carlsberg B share of 38%.

2012 marked the 165th anniversary of 
the Carlsberg Group. I believe that our 
founder, J.C. Jacobsen, would have been 
very pleased if he were around to see the 
achievements of the brewery he estab-
lished in Copenhagen all those years ago. 
J.C. Jacobsen was a visionary man, ahead 
of his time, and a pioneer within what 
we today refer to as corporate social 
responsibility (CSR). He was committed to 
producing beer of the highest quality and 
was a key innovator in the fi elds of brew-
ing, science and technology. These core 
values remain alive in Carlsberg today.

Conducting our business in a socially and 
ethically responsible way is of key import-
ance to Carlsberg. Our growth must focus 
on creating value in a responsible manner 
– for shareholders, consumers, customers, 
employees and the societies in which we 
operate. We have achieved signifi cant 
results and are among the very best in our 
industry when it comes to environmental 
performance. Within the area of respon-
sible drinking, I am proud that in 2012, in 
addition to many local and Group initia-
tives, we teamed up with other global pro-
ducers of beer, wine and spirits to commit 
to joint actions to strengthen and expand 
efforts to reduce the harmful use of alcohol.

In 2011, the Supervisory Board decided to 
set out objectives for the diversity of the 
Board in terms of competences, interna-
tional experience and gender. In 2012, the 
objectives were adjusted to increase the 
proportion of the underrepresented gender 
on the Supervisory Board. I am pleased 
to report that in March 2012 the Annual 
General Meeting appointed two female 

candidates with strong international busi-
ness experience to the Supervisory Board 
of Carlsberg. 

The Group’s strategy was revised and 
updated during 2012 to refl ect the changes 
of recent years within Carlsberg and 
the world around us, and to enable the 
organisation to take up the challenges 
and opportunities that exist in our three 
regions. The strategy provides guidance 
and prioritisation as to how we will meet 
our long-term objectives for the regions 
in which we operate and the ambition of 
being the fastest growing global brewer. 
To ensure that we deliver on our strategy, 
we have defi ned a number of strategic 
KPIs, which have been embedded into 
incentive schemes throughout the Group. 
To increase transparency and allow our 
shareholders to follow our progress on 
the strategy, we provide information on 
some of the key strategy-linked KPIs 
in this report. 

The Carlsberg Group would not be the 
strong and winning organisation it is today 
without its many highly competent and 
committed employees. I strongly believe 
that one of Carlsberg’s strongest assets is 
our great employees. Their burning passion 
for Carlsberg and their ability to constantly 
learn new things, think independently, be 
innovative, proactive and change-ready, 
responding to changing business environ-
ments and macroeconomics around the 
world, make all the difference.

On behalf of the Supervisory Board, I 
would like to thank the Executive Board, 
the Executive Committee and all Carlsberg 
employees for their dedication, outstanding 
efforts and achievements in 2012.

Flemming Besenbacher

IN 2012, CARLSBERG 
DELIVERED RESULTS 
IN LINE WITH OUR 
GUIDANCE, DESPITE 
THE FACT THAT 
OUR WESTERN 
EUROPEAN BUSINESS 
FACED FURTHER 
CHALLENGING 
CONSUMER DYNAMICS 
AND BAD WEATHER 
DURING PART OF THE 
PEAK SEASON. 

Flemming 
Besenbacher
Chairman of the Supervisory Board

LETTER FROM 
THE CHAIRMAN
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Carlsberg delivered a good performance 
in 2012, despite a challenging Western 
European beer market. The commercial 
and organisational changes implemented 
in Russia are bearing fruit, and in Asia we 
continue to deliver impressive growth and 
strengthen our market positions.

Group fi nancial highlights 
For 2012, overall market growth was 
mixed across our three regions. Impacted 
by a challenging macro and consumer 
environment and bad weather during the 
summer, the Western European market 
declined overall by around 3% (excluding 
the strong-performing Polish market). The 
Russian beer market was fl at for the year. 
The Asian markets continued to grow. 

Group organic beer volumes were fl at 
(Q4: fl at). Volume development in Q1 
and Q4 was impacted by destocking in 
Russia in Q1, stocking in France in Q4 
and less stocking in Russia in Q4 than in 
2011. Adjusted for this disruption, organic 
beer volume growth would have been 
+1%. Reported beer volumes grew by 1%. 
The acquisition impact related to Asia. 
The pro rata volume for other beverages 
was fl at. 

Net revenue grew by 6% to DKK 67,201m 
as a result of 3% organic growth (total 
beverage volume of -1% and positive 
price/mix of 4%), +2% from currencies 
and a net acquisition impact of +1%. 
Revenue dynamics were slightly more 
favourable in Q4 with 5% organic revenue 
growth due to country mix. 

Cost of sales per hl for the year grew or-
ganically by 4% in line with expectations. 
Gross profi t per hl grew organically by 3% 
(Q4: +8%) as the positive price/mix and 
production effi ciencies more than offset 
the higher input costs. Due to the higher 
input costs across all regions, gross profi t 

margin decreased by 30bp to 49.7% 
(Q4: 130bp improvement to 49.1%). 

Operating expenses grew organically 
by 4% for the year (Q4: +2%), largely 
in line with the organic growth in net 
revenue. The increase was driven by 
several factors, including higher logistics 
costs in Eastern Europe, increased trade 
marketing investments in Russia and 
growth in Asia. 

Consequently, Group operating profi t was 
fl at at DKK 9,793m with a 5% organic 
decline (Q4: +14%) and reported operat-
ing margin declined to 14.6%. The positive 
currency impact was mainly due to the 
weakness of the DKK versus Eastern 
European and Asian currencies. The 
acquisition impact was due to the 2011 ac-
quisitions in Laos and Vietnam. Adjusted 
for the stocking/destocking disruptions 
in Russia and France and the suspended 
production in Uzbekistan, organic operat-
ing profi t would have declined by an 
estimated 1-2%.

Reported net profi t grew to DKK 5,607m 
(2011: DKK 5,149m), impacted positively 
by the capital gain in Q2 from the sale of 
the Copenhagen brewery site. 

Adjusted net profi t (adjusted for post-tax 
impact of special items) grew by 6% to 
DKK 5,504m versus 2011 (DKK 5,203m). 
This was slightly higher than manage-
ment’s outlook for the year. 

Average trade working capital to net 
revenue was reduced to 1.0% at the end 
of 2012 versus 1.9% at the end of 2011. 

Free operating cash fl ow was DKK 
4,797m, up 13% from 2011. Free cash fl ow 
improved strongly to DKK 5,897m (DKK 
3,930m in 2011), driven by improved trade 
working capital and the proceeds from 

IN 2012, WE DELIVERED 
POSITIVE MARKET 
SHARE PERFORMANCE 
ACROSS OUR REGIONS. 
WE MAINTAINED 
OUR FOCUS ON OUR 
COMMERCIAL AGENDA 
AND OUR CONTINUOUS 
DRIVE TO IMPROVE 
EFFICIENCIES.

Jørgen 
Buhl Rasmussen
President & CEO

CEO 
STATEMENT
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FIVE-YEAR SUMMARY

DKK million 2008 2009 2010 2011 2012

Sales volumes, gross (million hl)

Beer 126.8 137.0 136.5 139.8 140.9

Other beverages 22.3 22.2 22.5 22.2 22.0

Pro rata volumes (million hl)

Beer 109.3 116.0 114.2 118.7 120.4

Other beverages 19.8 19.8 19.3 19.2 19.1

Income statement

Net revenue 59,944 59,382 60,054 63,561 67,201

Operating profi t before special items 7,978 9,390 10,249 9,816 9,793

Special items, net -1,641 -695 -249 -268 85

Financial items, net -3,456 -2,990 -2,155 -2,018 -1,772

Profi t before tax 2,881 5,705 7,845 7,530 8,106

Corporation tax 312 -1,538 -1,885 -1,838 -1,861

Consolidated profi t 3,193 4,167 5,960 5,692 6,245

Attributable to:

Non-controlling interests 572 565 609 543 638

Shareholders in Carlsberg A/S 2,621 3,602 5,351 5,149 5,607

Shareholders in Carlsberg A/S, adjusted1 4,077 4,170 5,425 5,203 5,504

Balance sheet

Total assets 142,639 134,515 144,250 147,714 153,965

Invested capital 118,643 109,538 117,119 118,196 121,467

Interest-bearing debt, net 44,156 35,679 32,743 32,460 32,480

Equity, shareholders in Carlsberg A/S 54,750 54,829 64,248 65,866 70,261

Cash fl ow

Cash fl ow from operating activities 7,812 13,631 11,020 8,813 9,871

Cash fl ow from investing activities -57,153 -3,082 -5,841 -4,883 -3,974

Free cash fl ow -49,341 10,549 5,179 3,930 5,897

Investments

Acquisition and disposal of property, plant and equipment, net -4,669 -2,342 -2,197 -3,618 -2,264

Acquisition and disposal of entities, net -51,438 95 -477 -260 -27

Financial ratios

Operating margin  % 13.3 15.8 17.1 15.4 14.6

Return on average invested capital (ROIC)  % 8.2 8.2 8.8 8.4 8.0

Equity ratio  % 38.4 40.8 44.5 44.6 45.6

Debt/equity ratio (fi nancial gearing)  x 0.74 0.60 0.47 0.45 0.44

Debt/operating profi t before depreciation and amortisation  x 3.80 2.71 2.30 2.39 2.35

Interest cover  x 2.31 3.14 4.76 4.86 5.53

Stock market ratios2

Earnings per share (EPS)  DKK 22.1 23.6 35.1 33.8 36.8

Earnings per share, adjusted1 (EPS-A)  DKK 34.3 27.3 35.6 34.1 36.1

Cash fl ow from operating activities per share (CFPS)  DKK 65.8 89.3 72.1 57.7 64.6

Free cash fl ow per share (FCFPS)  DKK -415.4 69.1 33.9 25.7 38.6

Dividend per share (proposed) DKK 3.5 3.5 5.0 5.5 6.0

Pay-out ratio  % 20 15 14 16 16

Share price (B shares) DKK 171.3 384.0 558.5 405.0 554.0

Number of shares (period-end)  1,000 152,554 152,553 152,539 152,523 152,555

Number of shares (average, excl. treasury shares)  1,000 118,778 152,550 152,548 152,538 152,543

1 Adjusted for special items net of tax. 2 Stock market ratios for 2008 are adjusted for bonus factor from rights issue in June 2008 in accordance with IAS 33. 

Number of shares (period-end) is not adjusted. Financial ratios are calculated in accordance with the Danish Society of Financial Analysts’ guidelines “Recommandations 

and Financial Ratios 2010”. 
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the sale of the Copenhagen brewery 
site, which more than offset higher tax 
payments and slightly higher capital 
expenditures. 

The Group invested signifi cant resources 
in structural changes such as the buyout 
of minority shareholders in Russia and 
the Balkans and still managed to main-
tain net interest-bearing debt at DKK 
32.5bn, unchanged from 2011.

The Group took advantage of the attract-
ive market for corporate bonds and issued 
three bonds during 2012. In July, the 
Group placed a 7-year EUR 500m bond 
with a coupon of 2.625%. The principal 
amount of this issue was increased in 
November to EUR 750m, together with 
the issue of a 10-year EUR 750m bond 
with a coupon of 2.625%.

The Supervisory Board has decided to 
propose a 9% increase in dividend per 
share to DKK 6.00 (DKK 5.50 for 2011).

Group operational highlights 
A key part of the Group’s strategy is to 
drive both our international premium 
brands – Carlsberg, Tuborg, Kronenbourg 
1664, Grimbergen and Somersby – and 
our strong local power brands. We will 
continue the development, enhancement 
and deployment of our sales and market-
ing tools across our markets and ensure 
that best practices are embedded across 
all relevant markets.

The repositioning of the Carlsberg brand, 
initiated in 2011, continued to be strongly 
supported in 2012. An important event was 
the EURO 2012 sponsorship, which was 
successfully activated and an important 
driver of the 8% volume growth of the 
Carlsberg brand in its premium markets. 
The brand grew across all three regions. 

An important initiative behind Tuborg 
was the rejuvenation of the brand in 
early 2012 in selected markets, including 

a new campaign with a new tagline, new 
visual identity and new communication. 
The brand grew 6% for the year. Major 
commercial activities were the introduc-
tion of Tuborg in China in the spring and 
the launch of the new 3G Tuborg bottle 
in Russia and India. All initiatives yielded 
very good results. 

Kronenbourg 1664 grew its volume both 
in France and outside France. We con-
tinued to introduce the brand in new mar-
kets and saw particularly good results in 
Russia, Denmark, Canada and in several 
Asian markets. The wheat beer Kronen-
bourg Blanc contributed signifi cantly to 
overall brand development. 

Our cider brand, Somersby, almost dou-
bled its volumes and became the fastest 
growing global top 10 cider brand in 2012 
(source: Canadean). The strong growth 
was driven by both category growth and 
a signifi cant geographical expansion 
throughout the Carlsberg Group. The 
Somersby portfolio was extended with 
Somersby Double Press, a premium, nat-
urally refreshing dry cider. Somersby was 
launched in 15 new markets in 2012 and is 
now available in 35 markets worldwide. 

Grimbergen, our super-premium Belgian 
abbey ale, was launched in nine new mar-
kets across Europe and Asia. This, coupled 
with the introduction of a new proprietary 
Grimbergen bottle, livery, an impactful 
marketing activation programme and 
strong performance in the French market, 
resulted in solid double-digit volume 
growth for the Grimbergen brand.

As a result of the strong performance of 
our international premium portfolio as 
well as our local power brands, in 2012 
the Group once again grew market share 
across a substantial part of its business, 
including very solid market share perform-
ance in Western Europe (approximately 
+40bp). In Eastern Europe, our market 
share developed favourably throughout 

the year and continued the positive 
trend seen since Q4 2011. In Asia, we 
continued to increase our market share 
across most markets.

During the year, we invested alongside the 
United Nations Industrial Development 
Organization (UNIDO) in an initiative 
to improve the environment in Russia; 
through the International Centre for Al-
cohol Policy (ICAP) we pledged a 5-year 
commitment to strengthen our efforts to 
reduce the misuse of alcohol; and we con-
tinued to make good progress in lowering 
our energy and water consumption and 
CO2 emissions.

Structural changes 
During 2012, the Carlsberg Group took 
several important steps to further focus 
and strengthen the company’s growth 
profi le.

On April 12, the Group announced the 
establishment of a consortium compris-
ing a group of Danish investors and the 
Carlsberg Group, to develop the former 
brewery site in Copenhagen. The total 
value of the transaction was approxi-
mately DKK 2.5bn. As a result, the Group 
booked a gain of DKK 1.7bn in special 
items and proceeds of DKK 1.9bn in Q2.

In Q1, the Group increased its ownership 
in several businesses in the Balkan area 
and now has 100% ownership of the sub-
sidiaries in Serbia, Croatia and Bulgaria. 

In 2012 the Carlsberg Group initiated and 
completed the buyout of the remaining 
minority shareholders in Baltika Brewer-
ies. Following a successfully executed 
voluntary offer and compulsory pur-
chase, the Carlsberg Group announced 
on 29 November that the transaction 
was complete and that it had obtained 
100% ownership of Baltika Breweries at 
a total purchase price of DKK 4.3bn. 

EXPECTATIONS AND RESULTS 2012
Operating profi t 

before special items
Carlsberg’s share 

of adjusted net profi t1

20.02.2012 Actual (Financial Statements for 2011) DKK 9.8bn DKK 5.2bn

20.02.2012 Financial Statements for 2011 At the level of 2011 (higher at the 2011 
average EUR/RUB rate)

Slight growth

15.08.2012 Interim results Q2 2012 At the level of 2011 Slight growth

18.02.2013 Actual (Financial Statements for 2012) DKK 9.8bn DKK 5.5bn

1 Reported net profi t excluding special items after tax.
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Change Change

DKK million 2011 Organic Acq., net FX 2012 Reported

Beer (million hl) 118.7 0% 1% 120.4 1%

Other beverages (million hl) 19.2 -2% 2% 19.1 0%

Net revenue 63,561 3% 1% 2% 67,201 6%

Operating profi t 9,816 -5% 2% 3% 9,793 0%

Operating margin (%) 15.4 14.6 -80bp

On 14 November, the Group announced 
the signing of an agreement to acquire 
a further shareholding of approximately 
19% in Chongqing Jianiang Brewery Co. 
Ltd., taking the total shareholding close 
to 50%. Our partner in this joint venture 
is Chongqing Brewery Co. Ltd.

The supply chain integration and 
business standardisation project 
2013 will be a year in which the Carlsberg 
Group will start implementing one of its 
largest and most important projects in 
recent years. The roll-out of the supply 
chain integration and business standardi-
sation project in Western Europe will start 
with our Swedish subsidiary going live 
with the system in the spring, followed 
later by Norway and the UK. 

The project will be a key enabler for the 
transformation of our Western European 
operating model, with all procurement, 
production, planning and logistics across 
the region being centrally managed, 
supported by standardised processes and 
data, and full transparency. The purpose 
is to improve capabilities, customer ser-
vice and effi ciency, increase speed and 
optimise asset utilisation. This project 
will yield signifi cant long-term benefi ts 
when fully implemented in Western 
Europe, but will also require signifi cant 
resources and entail substantial imple-
mentation costs. 

For 2013, 2014 and 2015, additional costs 
related to this project are expected to 
be approximately DKK 300-400m, DKK 
400-500m and DKK 500m respectively.

2013 earnings expectations 
For 2013, the Carlsberg Group expects 
beer market dynamics for all three 
regions to be similar to 2012. 

2013 volumes are expected to be impact-
ed by destocking in France and Russia 
in Q1 and stock building in Russia in Q4 
ahead of the RUB 3 excise tax increase 
in January 2014.

Reported cost of sales per hl is expected 
to be fl at with limited variation between 
the three regions. In organic terms, cost 
of sales per hl is expected to grow by low 
single-digit percentages. 

The Group will continue to drive a focused 
commercial agenda, balancing volume and 
value share. For 2013, we expect sales and 
marketing investments to revenue at the 
level of last year.

Costs associated with roll-out of the 
integrated supply chain and business 
standardisation project in Western Europe 
will impact Group profi ts in 2013 by ap-
proximately DKK 300-400m.

Average all-in cost of debt will decline 
by some 50-75bp due to the maturity of 
a GBP 200m bond in February 2013 and 
the bond issues during 2012.

The tax rate is expected to be 24-25%.

Capital expenditures are expected to 
remain at the level of 2012.

The outlook is based on an average EUR/
RUB exchange rate of 42 (an EUR/RUB 
change of +/- 1 impacts Group operating 
profi t by slightly less than +/- DKK 100m).

Based on the above, for 2013 the Group 
expects:
•  Operating profi t before special items 

of around DKK 10bn.
•  Adjusted net profi t1 to increase by 

a mid-single-digit percentage. 

Longer-term outlook
In 2012, we updated the Group’s strategy 
to give it an even sharper focus. The 
strategy revolves around our brands, 
customers, effi ciency and effectiveness, 
our commitment to social responsibil-
ity, and our people. Performance and 
achievements against the strategy will 
be measured using a wide range of KPIs, 
which are embedded in incentive schemes 
throughout the organisation. 

The updated strategy has impacted our 
external medium-term margin targets. 
The Group remains confi dent in its ability 
to constantly improve profi tability through 
a combination of growth, innovations, 
effi ciency improvements and structural 
changes. However, the margin targets 
have proved diffi cult to use as internal 
and external performance targets, as 
several events, both within and beyond 

our control, have and will continue to 
impact margins – such as costs related to 
the supply chain integration and busi-
ness standardisation project as well as a 
volatile input cost environment, especially 
in Eastern Europe.

Consequently, we have decided to remove 
the medium-term margin targets and 
replace them with a clear and simple 
metric that refl ects the Group’s intentions 
of generating long-term value. Based on 
our view of our regional beer markets 
and our ability to drive volume and value 
growth in the category and continuously 
improve effi ciencies, we believe the Group 
is capable of generating sustained long-
term operating profi t and earnings per 
share growth. 

As a result of this, our ambitions are:
•  For Western Europe to improve the 

operating margin by an average of 50bp 
or more per year for at least the next 
fi ve years. 

•  For the Group, our longer-term ambi-
tion is to deliver an average growth in 
adjusted underlying earnings per share1 
of more than 10% p.a. 

Thank you
Looking back at 2012, I would like to thank 
all employees around the world for their 
dedication to Carlsberg and their hard 
work towards delivering this year’s result. 

Jørgen Buhl Rasmussen

GROUP

1 Adjusted for special items after tax.
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IN THE
SPOTLIGHT

EURO 2012

FOR MORE THAN THREE DECADES, 
CARLSBERG HAS BEEN ONE OF THE 
LARGEST COMMERCIAL SPONSORS 
OF PROFESSIONAL FOOTBALL, AND 
CARLSBERG BEER AND FOOTBALL 
ARE ALMOST INSEPARABLE. 

In 2012, for the seventh time in a row Carlsberg was one of the 
principal sponsors of the European football championship. The 
event was a major success for the Carlsberg brand as the tour-
nament surpassed all expectations and raised the bar in terms 
of both fan engagement and beer sales.

The biggest event in Carlsberg’s 2012 marketing calendar, activ-
ation of the UEFA EURO 2012™ sponsorship, spanned 60 markets 
around the world. Every available marketing tool was used, from 
classic billboard advertising to print media and TV, trophy tours 
and, for the fi rst time, a social media campaign on Facebook.

Fan parks
During the tournament, there was a lot of focus on fan parks 
located in major cities throughout the two host countries, Poland 
and Ukraine. The fan parks were very popular and responsible 
for a major proportion of the beer sales during the tournament. 
Bars were decorated and staff trained to deliver a memorable 
experience at all 31 games. With tasty food, live matches on big-
screen TVs and Carlsberg beer on tap, the fan parks were fi lled 
to capacity and served a total of more than 6.6 million fans. 
Carlsberg focused much of its CSR efforts on these fan parks, 

where purpose-built bins were installed to encourage recycling 
and over 375,000 fans pledged to drink responsibly. 

Fan Challenge
Carlsberg successfully engaged fans through Carlsberg’s Fan 
Challenge campaign, which was centred on Facebook and 
supported by TV and outdoor advertising, on-pack design and 
point-of-sale material. A free Carlsberg EURO 2012 app, available 
for iPhone, iPad, Android and Samsung Internet TV, reached 3 
million users. The app featured the latest EURO 2012 news and 
highlights, a bar fi nder, games and much more, giving users the 
chance to win EURO 2012 tickets and vote live for the “Man of 
the Match” award during the tournament.

The exclusive trademark of Carlsberg since 2000, the Man of 
the Match award was an important part of Carlsberg’s efforts to 
connect with football fans. The award was given to the best player 
in each of the 31 matches and served as a powerful public rela-
tions tool, allowing markets to choose either a fan or a customer 
to present the award.

Global exposure
The exposure of the EURO tournament reached millions of 
fans beyond the host markets of Poland and Ukraine. The 2012 
tournament was even more popular than previous tournaments 
and saw record TV viewing fi gures in a number of countries. 
Carlsberg’s perimeter advertising received great television pick-
up, whilst the distribution of Carlsberg wigs was a fun way for 
fans to show their team colours and their passion for football. 
300,000 wigs were distributed across the host venues and 
a number of domestic markets.

HIGHLIGHTS OF CARLSBERG’S EURO 2012 CAMPAIGN

40%
stadium beer sales 
up on 2008

> 6.6m
visitors to fan parks

20t
of plastic cups recycled 
in Poland’s fan parks

>1m
cups of beer sold during 
half-time at the fi nal 

3m
users of Carlsberg’s 
EURO 2012 app



The overall Western European market 
declined by around 3%, excluding the 
Polish market, which continued to grow. 

The positive market share trend from 2010 
and 2011 in Western Europe continued in 
2012, and we gained approximately 40bp 
market share for the region with particular-
ly good performances achieved in Finland, 
Sweden, Norway, Poland, Portugal, the UK, 
Greece and Serbia. The performance was 
driven by a focused commercial agenda, 
including the embedding and further devel-
opment of our value management tools, a 
focus on our international premium brands 
and local power brands, and our improved 
portfolio optimisation tool. 

OUR 
REGIONS

THE WESTERN EUROPEAN 
BEER MARKET WAS 
CHALLENGING IN 2012, 
IMPACTED BY DIFFICULT 
CONSUMER DYNAMICS AS 
WELL AS POOR WEATHER 
DURING THE SUMMER IN 
SOME MARKETS. 

A very important commercial activity 
for the Carlsberg brand in 2012 was the 
EURO 2012 sponsorship. The event was 
activated in all markets in the region with 
signifi cant resources being put into a suc-
cessful execution of the event. It was an 
important driver behind the 6% volume 
growth of the Carlsberg brand in its pre-
mium markets in the region. 

In our ambition to drive revenue growth, 
innovations remain a key priority. Several 
new products, including line extensions 
of local power brands and Garage Hard 
Lemonade in Finland and Denmark, were 
launched in the fi rst half of the year. In 
addition, the roll-out and support of our 
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WESTERN 
EUROPE

Change Change

DKK million 2011 Organic Acq., net FX 2012 Reported

Beer (million hl) 49.7 1% 0% 50.3 1%

Other beverages (million hl) 15.1 -4% 0% 14.5 -4%

Net revenue 36,879 1% 0% 1% 37,727 2%

Operating profi t 5,419 -6% 0% 1% 5,121 -5%

Operating margin (%) 14.7 13.6 -110bp
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The Nordics and Poland
Driven by our local power brands and 
Somersby, we improved our market share 
by more than 100bp in Sweden with 
particularly good performance in the off-
trade channel. 

In a Finnish market that saw a decline of 
approximately 5%, we grew our volumes 
and gained signifi cant market share. This 
was driven by improved category man-
agement and retailers having a better 
balance between brand and private label 
promotions in the off-trade. 

In Norway, we gained market share 
thanks to strong commercial execution. 
In December, we announced our plans 
to move to 100% one-way recyclable 
packaging for all water and CSD products. 
This restructuring will centralise the local 
CSD production and lead to a workforce 
reduction of 240 employees by 2015.

The Danish market declined by ap-
proximately 7% in 2012, impacted by 
poor weather during the summer and an 
excise tax increase in January 2012. As we 
led on prices for a large part of the year, 
our market share declined for the fi rst 
nine months but in Q4 our market share 
increased strongly.

Our Polish business delivered a strong per-
formance in 2012. In a market that grew by 
approximately 5%, we grew our volumes 
by almost 15%, achieving a market share 
of 17.5% (+90bp). Our value market share 
grew slightly faster. The strong perform-
ance was driven by our local brands Har-
nas, Kasztelan and Okocim as well as the 
Carlsberg brand, which benefi ted strongly 
from the successful execution of the EURO 
2012 sponsorship. In addition, the growth 
was supported by our position in the rap-
idly expanding modern trade channel.

international premium brands continued 
throughout the region. 

As a result of the strong market share im-
provement in Western Europe and stock 
building in France ahead of the excise 
duty increase in January 2013, beer vol-
umes grew organically by 1% (Q4: +1%). 
Other beverages declined organically by 
4% (Q4: -3%). Total volumes, including 
non-beer beverages, were fl at. 

Organic net revenue grew by 1% (Q4: 
+3%). Reported net revenue grew by 2% 
to DKK 37,727m. The positive currency 
impact came from markets such as the 
UK, Norway and Sweden. 

Price/mix was +1%, driven by the focused 
execution of our commercial agenda, 
including low single-digit price increases 
across markets in the region. Some of 
the improvement was offset by nega-
tive country mix, as our Polish business 
continued to grow well ahead of the 
region, and the ongoing negative channel 
mix with the off-trade taking share from 
the on-trade.

Gross profi t margin declined slightly due 
to the negative impact from higher input 
costs.

Operating profi t declined organically 
by 6% and the operating profi t margin 
declined by 110bp to 13.6%. The decline in 
operating profi t margin was mainly be-
cause of lower gross profi t margin due to 
higher input costs, a negative country mix 
and poor weather during the summer. 
Despite stock building in France, operat-
ing margin declined in Q4, impacted by 
higher input costs, lower volumes (ex-
cluding France) and a tough comparison 
with the historically strong performance 
in Western Europe in Q4 2011.

France, the UK and Switzerland
The UK market declined by 5% and our 
UK volumes were down by 3% as the 
poor weather during the summer more 
than offset the positive impact from 
the Diamond Jubilee and EURO 2012. 
However, our market share improved 
by 30bp to 15.3% driven by particularly 
good performance in the on-trade, which 
benefi ted from our expanded portfolio 
offering, while our off-trade market share 
declined slightly. 

In Q4, our French business was impacted 
by the announcement of a 160% excise 
tax increase to come into effect on 1 
January 2013, which led to stock building 
among wholesalers and retailers. Hence, 
our French volumes (shipments) increased 
by approximately 1% in a fl at market. On 
1 January 2013, we increased our prices 
to pass on the higher taxes. The trend 
towards greater premiumisation contin-
ues in France with consumers trading 
up from mainstream to premium. This 
development impacted our market share 
negatively as the market share growth 
in super-premium and premium with 
Carlsberg, Grimbergen and 1664 was not 
suffi cient to offset declining volumes in 
mainstream and economy.

The Swiss beer market grew slightly in 
2012. Our market share declined margin-
ally due to a growing penetration of im-
ported brands supported by a strong CHF.

Despite challenging 
consumer dynamics 

and bad weather during 
the peak summer months, 

we grew volumes in Western 
Europe as a result of strong 

commercial execution leading to 
market share growth as well as 

stock building in France.
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In the fi rst half of the year, the beer 
category in our two largest markets in 
the region, Russia and Ukraine, benefi ted 
from pre-election income increases and 
low infl ation, which drove market volume 
growth. In the second half of the year, the 
beer category was negatively impacted 
by the lack of pre-election benefi ts, 
higher infl ation and, in Ukraine, a worsen-
ing macroeconomy. In addition, we saw 
some transitional disruption in Russia 
following the closure of non-stationary 
outlets starting from mid-year ahead of 
the sales restrictions coming into effect 
on 1 January 2013. 

Our Eastern European beer volumes 
declined organically by 6% to 44.7m hl 
(Q4: -3%). The decline was due to Rus-
sian destocking in Q1 and less stocking in 
Q4 than in 2011, and to Uzbekistan, where 
production was suspended all year as a 
result of a lack of raw materials following 
increasing currency conversion diffi culties. 

Organic net revenue for the region grew 
by 1% (Q4: +2%). Reported net revenue 
grew by 3% to DKK 20,236m because of 
a positive currency impact, mainly from 
the RUB. Driven by positive pricing across 
most of our Eastern European markets 
and positive mix, we achieved a positive 
price/mix for beer of 7% (Q4: 4%).

Operating profi t declined organically by 
3% to DKK 4,302m with an operating 
margin of 21.3%. Q4 operating profi t grew 
organically by 40% to DKK 1,174m. The 
variance in operating profi t and margin 
between the quarters and versus 2011 was 
driven by the phasing of price increases, 
higher input costs, the operational lever-
age effect from Russian destocking in Q1, 
higher logistics costs and the phasing of 
sales and marketing investments, which 
in 2012 were skewed towards H1. In ad-
dition, operating profi t was impacted by 
the continued suspension of production in 
Uzbekistan. The net impact on operating 
profi t in 2012 versus 2011 of the Russian 
stocking movements and Uzbekistan 
amounted to approximately DKK -400m.

Russia
The Russian market was fl at for the 
year and our in-market sales (“off-take”) 
grew by 2%. Our Russian volume market 
share was fl at (38.2%) versus 2011 with 
a similar development in value share 
(source: Nielsen Retail Audit, Urban & 
Rural Russia). Our Russian beer volumes 
(shipments) declined by 4%, impacted by 
destocking in Q1 (year-on-year impact of 
estimated 1.3m hl) and an estimated 0.5m 
hl less stocking in Q4 than 2011.

OVERALL, THE EASTERN 
EUROPEAN BEER 
MARKETS WERE FLAT FOR 
THE YEAR, ALTHOUGH 
WITH SOME VARIATIONS 
BETWEEN THE QUARTERS. 

EASTERN 
EUROPE
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Change Change

DKK million 2011 Organic Acq., net FX 2012 Reported

Beer (million hl) 47.7 -6% 0% 44.7 -6%

Other beverages (million hl) 1.9 -7% 0% 1.8 -7%

Net revenue 19,719 1% 0% 2% 20,236 3%

Operating profi t 4,286 -3% 0% 3% 4,302 0%

Operating margin (%) 21.7 21.3 -40bp
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Our Russian 
market share 

improved 
sequentially during 
2012 as the positive 

impact from the many 
initiatives, particularly 
within sales, and the 

management changes 
implemented during 2011 and 

early 2012 began to show.

The market declined by an estimated 
2-3% in Q4 as it was temporarily im-
pacted by the closure of non-stationary 
outlets. Our Russian Q4 volumes (ship-
ments) were fl at and our in-market 
sales (“off-take”) grew by 4%. Our Q4 
volume market share was 38.3%, a 110bp 
improvement versus Q4 2011, and with a 
similar value share development. 

Our market share performance has 
been on a positive trend since end 2011. 
A key driver behind this has been the 
commercial and organisational changes 
that were implemented in the Russian 
business throughout 2011 and at the 
beginning of 2012.

We continue to drive a very focused 
brand agenda in Russia. Within the 
super-premium category, the largest 
international premium brand in Russia, 
Tuborg, delivered solid growth following 
the rejuvenation of the brand early in 
the year with the introduction of the 3G 
bottle. Kronenbourg 1664 was the fastest 
growing brand in our portfolio. Within 
mainstream, the Baltika and, especially, 
Zatecky Gus brands performed very well, 
while in premium Baltika 7 lost some 
share due to the disruption following the 
non-stationary outlet closures.

The price increases for 2012 were in-
troduced in November 2011 and March, 
May and August 2012 to cover the duty 
increase and the input cost increases. An-
other price increase in October 2012 was 
implemented to offset part of the Janu-
ary 2013 excise duty increase of RUB 3. 
In total, average consumer price increases 
for the year were approximately 10%. In 
addition, Russian consumers continued 
to trade up. Hence, our Russian price/mix 
was +5%.

Ukraine
The Ukrainian beer market was slightly 
down for the year. Market dynamics 
worsened in the second half due to a 
slowdown in the Ukrainian economy, 
which led to market decline and consum-
er downtrading. 

Our Ukrainian business continued its 
positive trend with a 20bp market share 
improvement to 29.3%. 2012 was the 
sixth consecutive year of market share 
improvement in Ukraine. The main drivers 
of the market share gains were a strong 
performance by the Lvivske and Baltika 
brands and the successful activation 
of the EURO 2012 sponsorship, which 
supported local brands as well as the 
Carlsberg brand.
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Beer volume, pro rata
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MOST OF OUR ASIAN 
BEER MARKETS 
SHOWED STRONG 
GROWTH MOMENTUM 
THROUGHOUT THE YEAR. 
CHINA WAS IMPACTED BY 
BAD WEATHER LATE IN 
THE YEAR AND A SLIGHT 
SLOWDOWN IN OVERALL 
GROWTH.

ASIA

commercial activities in Asia were 
the activation of EURO 2012 and the 
rejuvenation of the Tuborg brand. EURO 
2012 was effectively leveraged across 
the region and provided important brand 
building and promotional opportunities 
for the Carlsberg brand. The brand grew 
7%, mainly driven by China and India. 
The successful launch of Tuborg in China 
and the introduction of the new 3G 
bottle in India resulted in strong brand 
volume growth of more than 60% across 
the region, which in 2012 accounted for 
approximately 13% of the Group’s total 
Tuborg volumes. Somersby was launched 
in selected markets with positive con-
sumer response. 

The Asian region continued to deliver 
very strong fi nancial results. Net revenue 
grew organically by 19% (Q4: 21%) and 
reported net revenue (including currency 
and acquisitions) grew by 33% (Q4: 20%). 

Operating profi t grew organically by 12% 
(Q4: 18%) and reported growth by 31% to 
DKK 1,685m. The Asian business now ac-
counts for 17% of Group operating profi t 
(9% in 2010). Operating profi t margin 
declined slightly due to the substantial 
investments in capacity expansions and 
capability building, as well as a negative 
country mix.

Our Asian region delivered another year 
of outstanding performance with strong 
volume, revenue and profi t growth and 
remains an important growth driver for 
the Carlsberg Group. We will continue 
to invest in the region, both organically 
through capacity expansions to meet the 
growing demand and by means of acqui-
sitions through a focused M&A approach.

Beer volumes grew organically by 9% 
(Q4: +4%). Including acquisitions, beer 
volumes were up 19% to 25.4m hl, cor-
responding to 21% of Group volumes. 
Volume growth was particularly strong 
in India, Cambodia, Vietnam, Laos, Nepal 
and Malaysia. 

The positive acquisition impact was a 
result of the increased ownership in Hue 
Brewery (Vietnam) and Lao Brewery 
(Laos) in 2011; in South Asian Breweries 
(India) in both 2011 and 2012; and the 
Chongqing Jianiang Brewery Co. Ltd. joint 
venture in China in 2012. Other beverages 
grew signifi cantly by 31% (17% organic-
ally) due to strong performance in Laos 
and Cambodia.  

Roll-out of our international brands 
across Asia is an important growth driver 
for the business as this will strengthen our 
local portfolios. In 2012, two important 

Change Change

DKK million 2011 Organic Acq., net FX 2012 Reported

Beer (million hl) 21.3 9% 10% 25.4 19%

Other beverages (million hl) 2.1 17% 14% 2.8 31%

Net revenue 6,838 19% 10% 4% 9,114 33%

Operating profi t 1,286 12% 15% 4% 1,685 31%

Operating margin (%) 18.8 18.5 -30bp
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Our Asian 
business 

continued the 
growth trend of 

recent years and 
delivered strong volume, 

net revenue and operating 
profi t growth. The expansion 
of our international premium 

brand portfolio in Asia contributed 
positively to the results.

China
Our Chinese market share grew slightly, 
driven by the strong performance of 
our international premium brands and 
the expanded distribution of both the 
Carlsberg and Tuborg brands. In particu-
lar, the Carlsberg franchise grew strongly, 
supported by good performances of 
Light and Chill. Further, we continued 
our capability-building programme 
within sales. Our overall Chinese volumes 
grew organically by 4% (7% including 
acquisitions) and reported beer volumes 
exceeded 14m hl.

Price/mix was approximately 10%, 
driven by price increases, strong growth 
of our international premium brands and 
premiumisation efforts related to local 
power brands. Profi tability in China was 
impacted by the substantial marketing 
investments in the Tuborg launch.

Indochina
Our businesses in Indochina continued 
their strong growth trend with 18% 
organic beer volume growth. Reported 
volumes, which included the acquisitions 
in Vietnam and Laos, grew by more than 
50%. All countries – Vietnam, Cambodia, 
Laos and Thailand – delivered strong 
growth, mainly as a result of strong 
performance of the local power brands, 
Angkor, Beerlao and Huda Beer. 

During the year we announced the estab-
lishment of a sales and marketing joint ven-
ture with Singha Corporation in Thailand.

India
Our Indian volumes grew organically 
by approximately 45% and, for the fi rst 
time, volumes exceeded the threshold 
of 1m hl. The strong volume growth 
was driven by the Tuborg and Carlsberg 
brands, with the rejuvenated Tuborg 
brand being a particular driver as it be-

came the largest international premium 
brand in the country. Our market share 
exceeded 7% (+100bp). In Q4, the Group 
expanded its position in India through 
the acquisition of a brewery in Dharuhera 
(Haryana) and began construction of 
a 0.5m hl brewery in Patna (Bihar). 
These are the Group’s sixth and seventh 
breweries in India, adding to our fi ve 
existing breweries in Paonta Sahib, Alwar, 
Aurangabad, Kolkata and Hyderabad.  

Malaysia/Singapore
Our business in Malaysia/Singapore 
maintained its focus on premiumisation 
and continued to perform well. Several 
commercial initiatives took place during 
the year, including activities behind the 
international brands Kronenbourg 1664, 
Kronenbourg Blanc and Somersby. We 
strengthened our market share in the 
premium beer category considerably. 
Somersby became the number one cider 
brand in Singapore.
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IN THE
SPOTLIGHT

OUR EXPOSURE TO THE EMERGING 
ASIAN MARKETS OFFERS CONSIDERABLE 
PROSPECTS FOR GROWTH AND IS 
EXPECTED TO BE A KEY CONTRIBUTOR
TO THE FUTURE GROWTH OF THE GROUP.

Carlsberg is one of the leading brewery groups in Asia. We have 
a well-balanced spread of business activities in mature markets 
such as Hong Kong, Malaysia and Singapore, as well as in less 
developed and emerging markets such as China, Indochina 
(Vietnam, Cambodia and Laos) and India, offering more robust 
growth opportunities.

Over the past fi ve years, our business in the region has more 
than trebled in size, with average annual growth (CAGR) of 22% 
in volumes, 27% in revenue and 35% in operating profi t. Today, 
the Asia region represents approx. 20% of Group volumes and 
15% of Group operating profi t. 

Growing beer markets
With its exposure to growing markets, Asia is a compelling 
region for any multinational FMCG company. Many of its 
markets are characterised by large, young and growing 
populations, increasing urbanisation, growing disposable 

incomes and relatively low per capita beer consumption, with beer 
only accounting for around a quarter of total pure alcohol con-
sumption versus a high alcoholic beverage share of around 70%. 

According to Canadean1, global beer volume growth in 2012-2017 
is estimated to be around 230m hl (+12%). Asia is expected to 
account for approximately 140m hl of this growth. China will be 
the largest single contributor to the projected global beer volume 
growth, accounting for around 45% of the growth.

With 60% of global beer volume growth in the next fi ve years 
anticipated to be generated in Asia, the region’s share of total 
global beer volumes in 2017 is assumed to be close to 40%. 

Carlsberg’s emerging Asia
Carlsberg is well placed to capture our share of the future growth 
given our exposure to key growth markets in the region. 

The region is diverse, and each market presents different 
strategic and operating challenges. Whilst they differ in terms 
of competitive environment and consumer attitudes and prefer-
ences, the markets also share similarities such as fragmented 
distribution and retail trade structure, large local discount and 
mainstream segments, and growing consumption levels under-
pinned by growing populations and a steadily increasing 
middle-class driving premiumisation trends. 

Our Asian strategy is focused on building strong, scalable positions 
in the key growth markets, continuously improving commercial 
execution and capabilities, developing and premiumising our strong 

ASIA



local and international brand portfolios, investing in and developing 
employee competences and capabilities, and optimising business 
processes and structures.

Expanding our presence 
Carlsberg’s expansion and growth across Asia are a result of 
organic growth coupled with selective value-enhancing M&A 
initiatives. The Group’s M&A agenda focuses on growth markets, 
with Asia constituting an important target area. 

During the past few years, we have further expanded our 
presence by increasing our ownership positions in breweries 
across the region as well as building greenfi eld breweries, 
increasing capacity at existing breweries and entering into new 
joint ventures and partnerships.

In China, in 2012 we signed a strategic agreement with the local 
government in Yunnan province to expand capacity at the Kun-
ming Brewery and build a greenfi eld brewery in the province. We 
also increased our ownership share of the Chongqing Jianiang 
Brewery joint venture to 49.6%. In Vietnam, in 2011 we increased 
our ownership in Hue Brewery to 100%, while in Cambodia we 
signifi cantly increased capacity in both 2011 and 2012. In India, 
since starting production at our fi rst greenfi eld brewery in 2007, 
we have expanded our presence across several states and recent-
ly began construction of our seventh brewery.

Building strong brand portfolios 
Carlsberg’s Asian beer portfolios typically comprise strong local 
power brands combined with specifi c international premium 
brands. Leveraging Group best practice and processes, we identify 
current and future profi t pools and develop country portfolios to 
target opportunities and new platforms for growth.

Our core Asian power brands include: Dali, Xixia, Wusu and 
Shancheng in China; Hanoi Beer and Huda in Vietnam; Beerlao in 
Laos; and Angkor in Cambodia. These are complemented by the 
international premium brand portfolio, which includes Carlsberg, 
Tuborg, Kronenbourg 1664, Grimbergen and Somersby cider.

Carlsberg 
is a well-
established 
and 
recognised 
beer brand 
in Asia.

The reposition-
ing of the brand 
in 2011 was well 
received by Asian 
consumers, and 
in 2012 the brand 
delivered growth 
of 12% in China, 
53% in Indo-
china and 33% in 
India. In China, the 
franchise includes 
Carlsberg Chill and 
Carlsberg Light, 
and the brand is 
the second largest 
in the international 
premium segment. 

Tuborg is a 
key brand 
in our 
Indian and 
Nepalese 
beer 
portfolios.

In 2012, the Group 
rejuvenated the 
brand with a new 
tagline, new visual 
identity and new 
communication, 
which were all 
positively received 
by consumers. 
In April, Tuborg 
was launched in 
China with highly 
promising results 
considerably 
exceeding launch 
plan expectations. 
Asia accounted for 
13% of the Group’s 
total Tuborg 
volumes in 2012.

Kronenbourg 
1664 Blanc 
is the wheat 
beer version 
of the super-
premium 
brand 1664.

Wheat beer is a 
relatively new seg-
ment in Asia, but, 
with its distinctive 
citrus and slightly 
sweet and refreshing 
taste, 1664 Blanc has 
been very successful. 
In 2012, the “Unmask 
the Taste of French 
Summer” campaign 
was rolled out in 
a number of Asian 
markets, including 
China and Malaysia, 
and underpinned 
the strong growth 
demonstrated 
during the year.

Dali is a 
leading beer 
brand in 
the Chinese 
province of 
Yunnan.

Carlsberg acquired 
the Dali Beer 
Group in 2003. 
Dali is a good 
example of a local 
power brand where 
premiumisation 
initiatives, such 
as brand upgrade 
and premium line 
extensions, have 
been successfully 
applied. In June 
2012, Carlsberg 
and Yunnan 
province signed a 
strategic agree-
ment including 
plans to further 
expand capacity.

Huda is the 
market-
leading 
beer brand 
in central 
Vietnam.

It is brewed by 
Hue Brewery, which 
is fully owned by 
Carlsberg. Hue 
Brewery has a 
70% market share 
in central Vietnam, 
and its two main 
brands are Huda 
and Festival. In 
addition to Hue 
Brewery, Carlsberg 
has owner ship 
shares in three 
breweries in 
northern Vietnam, 
making the Group 
the no. 1 player 
in central and 
northern Vietnam.

Angkor is 
the most 
popular 
beer in the 
growth 
market of 
Cambodia.

It is brewed by 
Carlsberg’s joint 
venture, Cambrew. 
In addition to 
Angkor Lager, the 
Cambrew portfolio 
includes brands 
such as Angkor Ex-
tra Stout, Bayon, 
Klang and Black 
Panther. Cambrew 
is the market 
leader in Cambo-
dia, with a market 
share of 64%.

1 Global market research and data management provider.
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THIRST FOR GREAT

Our long-term ambition remains 
unchanged: we want to be the fastest 
growing global brewer. Working towards 
this ambitious goal will drive the value 
of our business to the benefi t of our 
shareholders and all other stakehold-
ers. While our long-term ambition has 
remained unchanged since 2008, we 
updated the Group’s strategy in 2012, giv-
ing it a sharper focus and making it more 
action-oriented to enable us to manage 
the challenges and opportunities of our 
business in a world which, in recent years, 
has experienced fundamental changes. 

Our strategy revolves around our strong 
portfolio of brands catering to consum-
ers across our markets; our emphasis 
on being a customer-focused business; 
our unrelenting focus on effi ciency and 
effectiveness; our commitment to being 
a socially responsible organisation; and, 
last but not least, our ability to retain 

and recruit highly skilled employees. It is 
illustrated as a wheel with fi ve intercon-
nected levers that set the direction for 
the Group. A number of KPIs linked to 
the strategy guide us in our daily work 
and allow us to continuously measure 
and evaluate our progress. 

Four key principles defi ne the playing 
fi eld for our strategy and clarify the 
categories and geographies on which the 
Carlsberg Group focuses: 

1.  Beer is our core product.
2.  We must be a signifi cant player in the 

markets where we choose to compete.
3.  We will balance our presence between 

growth and mature markets.
4.  We will selectively pursue market 

opportunities in support of our beer 
business.

PREPARING FOR 
THE FUTURE

Great people. 
Great brands. 
Great moments.

Founded on the motto, Semper Ardens 
– Always Burning – we never settle, but 
always thirst for the better.

We are stronger together because we 
share best practices, ideas, and successes. 
We brand as many, but stand as one.

With the courage to dare, to try, to take 
risks, we constantly raise the bar. We 
don’t stop at brewing great beer. We brew 
a greater future – for our consumers and 
customers, our communities, and our 
people.  

This passion will continue to burn and 
forever keep us thirsty.

OUR STRATEGY WAS 
UPDATED AND REFINED 
IN 2012 TO ENABLE US 
TO BETTER MANAGE 
THE CHALLENGES AND 
OPPORTUNITIES OF 
OUR BUSINESS AND TO 
MEASURE OUR PROGRESS 
IN SELECTED AREAS.
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Our Stand and the 
tagline ‘Thirst for 
Great – people, brands, 
moments’ express what 
Carlsberg is and wants 
to stand for. It underpins 
our culture, our values 
and our identity.

Measuring our performance
We measure our performance and achievements 
against our ambition and strategy on a regular, 
ongoing basis using a wide range of fi nancial 
and non-fi nancial KPIs.

Consumers, Brands & Innovation
We must always view and evaluate our brands and 
innovations from a consumer’s perspective. We aim 
to create the right innovations and brand them in the 
best possible way in order to make them attractive 
to our consumers.  

Customers
We want to win with our customers. This requires 
us to work strategically with our customers 
and to maintain a clear focus on executing at 
the point of sale.

People
We must have highly skilled employees who are 
empowered and engaged in order to deliver in a 
high-performance culture. We set the bar high and 
invest in our employees to attract, develop and retain 
best-in-class people.

Effectiveness & Effi ciency
We must continue to drive our effi ciency agenda. 
We need to get the most out of our resources while 
doing the right things and focusing on actions and 
activities that most benefi t the Group.

Society & Reputation
We are aware that every decision and action we 
take affect our reputation among our stakeholders 
and the societies in which we operate. We integrate 
CSR throughout our value chain, and manage 
and measure our reputation in order to secure our 
licence to operate and grow in all our markets.

OUR STRATEGY IS DRIVEN BY FIVE 
STRATEGIC LEVERS.

Read more 
on page 24

Read more 
on page 25

Read more 
on page 26

Read more 
on page 27

Read more 
on page 28

Jørgen Buhl Rasmussen
President & CEO

Read more 
on page 22

KPIs
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NON-FINANCIAL KPIs

+40bp

-10bp

8% 83 83%

Volume 
market share

Growing our market share is necessary 

if we are to be a signifi cant player 

in the markets where we choose to 

compete, but it must always be with 

a view to balancing volume and value 

market share growth. 

   Sequential growth in market share during 2012.

Carlsberg brand volume 
growth in premium markets

Employee engagement score 
and participation (My Voice)

The Carlsberg brand is our fl agship 

brand, and in most markets around 

the world it is a premium brand. The 

brand still has untapped commercial 

potential, not least in its premium 

markets. 

My Voice is a tool for tracking em-

ployees’ engagement and opinions 

on their work, workplace and the 

Carlsberg Group, and for continu-

ously driving improvements and the 

perform ance of the Carlsberg Group.

38

36

34

32

30

28

Adjusted EPS

(DKK)

Maximising return on all invest-

ments is the key to delivering 

sustainable value to shareholders. 

ROIC analyses of all investments 

throughout the value chain ensure 

the right basis for decision-making. 

Operating profi t

(DKKbn)

Operating profi t is a measure of 

our ability to enhance operational 

performance through top-line growth 

and a continuous focus on driving 

down costs by working more effec-

tively and effi ciently.

11

9

7

5

3

1

Adjusted earnings per share is 

adjusted for the after-tax impact 

of special items. It is a key fi nan-

cial KPI as it is a measure of the 

underlying earnings per share for 

our shareholders.

Western Europe

Engagement 
score

Participation

Russia1

2012 2012 2012

FINANCIAL KPIs 

KPIs  
MEASURING OUR PERFORMANCE

WE MEASURE OUR SUCCESS AGAINST OUR AMBITION AND STRATEGIC 
GOALS USING A WIDE RANGE OF KPIs. TO ALIGN THE PERFORMANCE OF 
THE GROUP AND ACHIEVE THE KPIs, THEY ARE INTEGRATED IN INCENTIVE 
SCHEMES THROUGHOUT THE ORGANISATION. 

SELECTED FINANCIAL AND NON-FINANCIAL KPIs ARE PRESENTED HERE.

83 81%7%
2011 2011 2011
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Free cash fl ow

(DKKbn)

A strong free cash fl ow allows us 

to return value to our sharehold-

ers and pay down debt, enabling 

us to reinvest in our business and 

engage in value-creating M&A 

activities in growth markets.
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2

0

Return on invested capital (ROIC)

(%)
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11
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Free operating 
cash fl ow

Free cash fl ow

1
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Delivering sustainable value growth 
to our shareholders and other 
stakeholders is guiding the way we 
run our business and how we 
set our goals.

CO2

(kg CO2/hl)1

Reductions in CO2 emissions 

is a primary measure of how 

the Group is progressing on our 

ambitious targets for reducing 

our environmental impact. 

20
12

2

20
11

20
10

Energy

(kWh/hl)

The Carlsberg Group reduces 

energy consumption through 

individual breweries’ energy 

effi ciency projects and process 

optimisation. 
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Water 

(hl/hl)

Making more beer with less water 

is a high priority for Carlsberg’s 

breweries around the world. 
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13

11

9
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Lost-time accidents in production

(per 1,000 employees) 

A measure used to monitor 

safety in the Carlsberg breweries. 

A strong safety performance is 

a prerequisite for a sustainable 

and healthy workplace for 

our employees.

20
12

20
11

20
10

Jørgen Buhl 
Rasmussen
President & CEO

SELECTED CSR TARGETS

 Learn more at www.carlsberggroup.com/CSR

1 2010 and 2011 restated due to changes in methodology. 2 For 2012, Carlsberg purchased renewable power documented 

by Guarantees of Origin certifi cates to offset CO2 emissions. 3 Target revised in 2012 from 7.5 to 7.1 kg CO2/hl.
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9

8

7

6

5

Carlsberg Annual Report 2012 23



SELECTED ACTIONS 
AND PROGRESS 2012

At the end of the 
day, how we develop 
our innovations, the 
way we manage our 
brands and engage 
in dialogue with 
consumers is what 
sets us apart from 
competitors and 
enables us to win in 
the markets where 
we operate.

CONSUMERS, BRANDS 
& INNOVATION

In 2012, the European football cham-
pionship was a signifi cant Carlsberg 
event that yielded very positive 
results. More details about our UEFA 
EURO 2012™ sponsorship are on 
page 11. In November and December 
2012, a global Christmas campaign 
with unique design elements further 
supported the iconising of the 
Carlsberg brand.

The Group’s international super-
premium French beer brand, Kronen-
bourg 1664, continued its expansion 
in 2012 and is now available in 65 

At Carlsberg, we always think about 
consumers in the context of brands and 
innovations. Consumers, brands and in-
novation each require a specifi c focus, but 
in order to excel it is important to always 
have a clear link between them, accelerate 
the seamless sharing of best practices and 
ensure fast transfer of great commercial 
ideas between markets. 

This strategic lever has three areas 
of focus.

Iconise Carlsberg
The Carlsberg brand was globally repo-
sitioned in 2011. This fl agship brand is 
the crown jewel in our portfolio, and it 
has untapped commercial potential. To 
exploit this potential, we will increase the 
availability of the brand and develop and 
execute consumer, shopper and customer-
relevant brand-building programmes.

A winning portfolio of international 
and local power brands
Alongside the Carlsberg brand, we have 
a unique roster of outstanding local and 
international brands. We must ensure that 

Khalil Younes
SVP Group Sales, 
Marketing and Innovation

our portfolio of international premium 
brands and local power brands matches 
the needs and preferences of our local con-
sumers. Each market must therefore have 
an attractive brand portfolio that meets 
consumer needs, allows us to win across 
channels and captures a growing propor-
tion of profi t pools. To that effect, we have 
developed a number of tools to help mar-
kets determine the appropriate positioning 
and composition of their portfolios.

Consumer-relevant innovation
Innovations are important for driving 
the beer category and maintaining its at-
tractiveness to consumers and customers. 
Through superior understanding of trends 
and insights from consumers, shoppers 
and customers, we aim to identify which 
innovations will get consumers excited 
and deliver top and bottom line growth 
over time. A combination of Group and 
local innovations within beer and adja-
cent beverage categories is the key to 
recruiting and retaining consumers. Gen-
erally, our innovations must be scalable 
and usable across the Group. 

markets around the world. The wheat 
beer 1664 Blanc was launched in sev-
eral markets, and more will follow.

Radler is a well-known beer mix 
concept that Carlsberg has launched 
in several markets as line extensions 
for local power brands. In 2012, Pan 
Radler was launched in a 0.5-litre 
PET in Croatia to cater for convenient 
“on-the-go” consumption. A new cat-
egory entry in 2012 was Garage Hard 
Lemonade, developed by Carlsberg 
and based on a well-established USD 
1bn beverage category in the USA. 
Garage was launched in Finland and 
Denmark and has achieved a very 
positive consumer response.

24 Management review



SELECTED ACTIONS 
AND PROGRESS 2012

CUSTOMERS

Using variables such as beer con-
sumption, unemployment rates, 
tax changes, local legislation etc., 
Carlsberg has developed a tool to 
help forecast where in our markets 
profi t pools will be found in the 
coming years. The tool is used when 
determining allocation of resources 
such as trade investments, sales 
force, draught systems and coolers.

Carlsberg recognises the increasing import-
ance of superior execution at the point of 
sale. Growing the beer category in both vol-
ume and value terms can only be achieved 
in close collaboration with our customers, 
not least in times of increased marketing 
restrictions in many of our markets.

This strategic lever has four areas of focus.

Drive category growth
We have an ambition to increase beer’s 
share of throat within total beverages and 
grow the category in a profi table way. 
This can only be achieved by understand-
ing customer, shopper and consumer 
drivers, having best-in-class category 
management and working closely with 
our customers. 

A winning route to market
In most of our markets, our products are 
distributed by distributors or wholesalers. 
Ensuring a winning route to market is cru-
cial for improving market share. It is about 
working in partnership with our distributors 
and wholesalers and ensuring that they 
deliver and present our products with the 
same care and precision as we expect from 
our own salespeople. A winning route to 
market is also about understanding profi t 

Customers have a 
huge impact on our 
products’ availability 
and how they are 
displayed in stores. 
We seek to cooperate 
closely with our 
customers because 
more and more 
shopper decisions 
are made at the 
point of sale.

Value management is a Group-
wide programme that aims to drive 
market share and net sales per hl 
by optimising various levers such as 
price points, product mix and promo-
tions. Our value management tool 
is being continuously developed and 
implemented using detailed market 
insights, analysing all commercial 
parameters and using experiences 
from other markets. 

drivers by channel and geography, and 
integrating this insight into business plan-
ning and route to market. 

Win with our customers
By having a premium approach to custom-
ers and a superior understanding of their 
needs, we will be able to build strong 
customer partnerships and relationships. 
While all our customers are important to 
us, we want to primarily support and in-
vest in winning customers with a principle 
of “invest for performance”. 

Excel at point-of-sale execution
Excelling at the point of sale is 
becoming increasingly important in 
the beer industry. Carlsberg aims to de-
velop best-in-class point-of-sale standards, 
including channel marketing capabilities 
and execution, commercial capability 
building and on-shelf availability. To 
ensure a high standard of performance 
across the Group, we will execute and 
measure wherever we do business. 

Isaac Sheps
SVP Eastern Europe
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PEOPLE

Develop, retain and attract 
best-in-class people
At Carlsberg, we invest in making our 
people talent benchmarks within our 
industry. We want the Carlsberg Group 
to be considered a highly desirable em-
ployer and workplace for high-perform-
ance employees. This requires Carlsberg 
to create and implement effective devel-
opment strategies and individual plans 
that incorporate themes such as mobility, 
leadership competences and training, 
and competitive remuneration.

Empowerment and engagement
To allow high-performance employees 
to fl ourish, we must create a working 
environment characterised by empower-
ment and engagement. Empowered and 
engaged employees are willing to go the 
extra mile, raise the bar and work to their 
full potential. This will ultimately help the 
Group to deliver improved business results 
on an ongoing basis.

People are the most important driver of 
change and growth in our company. In 
order for us to achieve our goals in the 
future, our numerous highly skilled em-
ployees must possess engagement, drive 
and ambition, and be provided with the 
necessary tools for personal and profes-
sional development.

This strategic lever has three areas 
of focus.

High-performance culture
We set high standards and always raise 
the bar for our employees. We want to 
embed a high-performance culture by 
creating an environment where people are 
motivated to do their best, are engaged 
and feel empowered. A high-performance 
culture is also driven by providing regular 
performance feedback to employees 
from managers and by embedding a 
visible link between performance, reward 
and recognition.

To achieve our 
ambition of being the 
fastest growing global 
brewer, we need 
high-performance 
employees who are 
passionate, who want 
to win and who have 
the skills to do so. 
Our employees are 
the key to making 
Carlsberg successful.

The annual Group employee engage-
ment survey, My Voice, measures em-
ployee engagement and satisfaction, 
assesses the organisational health of 
the Carlsberg Group and provides a 
starting point for engaging in a dia-
logue about working in the Carlsberg 
Group. We set ambitious goals for our 
engagement results and benchmark 
ourselves against other FMCG compa-
nies as we want to be ranked among 
the best companies worldwide.

To develop, retain and attract best-
in-class people, a number of initiatives 
were carried out locally and at Group 
level, including a global vacancy site 

enabling employees to identify career 
opportunities across the Group; an 
East-West-East project aimed at cul-
tural integration and exchange of best 
people and practices between Western 
and Eastern Europe; and short-term 
assignments providing development 
opportunities and cross-market know-
ledge sharing.

In 2012, a global mobility team was 
established to support global mobility 
within Carlsberg. Its responsibility is 
to manage the movement of people 
proactively with a standardised and 
fast approach, providing clear and 
transparent guidelines and rules.

Claudia 
Schlossberger
SVP Group Human Resources

SELECTED ACTIONS 
AND PROGRESS 2012
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Being smarter and 
acting smarter is key 
to success. We must 
optimise the way 
we work in order to 
get maximum return 
on our investments, 
while simultaneously 
creating an advantage 
for our customers 
and consumers.

EFFECTIVENESS 
& EFFICIENCY

Maximise return on investments
All investments throughout the value 
chain must create value for the Group and 
our shareholders. We are selective in our 
investments and invest disproportionally 
more in activities that offer the greatest 
impact for the Group. To ensure maxi-
mum return on investments, we carry 
out strict return-on-investment analyses 
when prioritising resource and capex 
allocation, apply return on marketing 
investment calculations and continually 
focus on reducing working capital.

The Carlsberg way of working
We have a clear understanding of what 
we believe is the best way of operating 
our business. However, we are always 
open to new ideas for improving what 
we do. To leverage the full potential of 
the Group, we share best practices across 
our business, as well as looking outside 
to learn from others. In order to use our 
capabilities to best effect, our tenet is 
“develop once – deploy everywhere”. 

Producing products of consistently high 
quality at the right price is critical for 
creating a competitive advantage within 
the beer industry. We therefore engage in 
value-adding activities to get the most out 
of our resources. That is essentially what 
effectiveness and effi ciency are all about. 
Over the past decade, we have come a 
long way on this journey, but the bar is set 
high and we still have a lot more to do.

This strategic lever has three areas 
of focus.

An effi cient consumer- and 
customer-focused organisation
Our customers and consumers are at 
the heart of what we do, and therefore 
our organisation should support them in 
the best and most effi cient way. We will 
reduce costs that do not add value for our 
customers through our newly established 
centralised supply chain company, our 
world-class procurement capabilities and 
tools, and our shared service centres.

Continuously reducing our cost base 
by working more effi ciently and ef-
fectively has been on the agenda at 
Carlsberg for many years and is an 
inherent way of running our business. 

In the past few years, new steps have 
been taken to transform the Group 
into a winning fast moving consumer 
goods (FMCG) company. 

An important step on this journey was 
the establishment of the integrated 
Carlsberg Supply Company (CSC). 
CSC encompasses Group procure-
ment, production, logistics and plan-
ning functions, and is responsible for 

the production and logistics network 
in Western Europe and the supply 
chain standards for the entire Group. 
In 2012, a number of management 
initiatives and changes were carried 
out to establish the company. 

An important enabler for achieving 
the full benefi ts of CSC is the roll-out 
of the business standardisation pro-
ject, which aims to standardise work 
processes across markets enabled by 
one common IT platform.

The implementation of the supply 
chain integration and business 
standardisation project in Western 
Europe will start in Sweden in the 
spring of 2013.

Peter Ernsting
SVP Group Supply Chain

SELECTED ACTIONS 
AND PROGRESS 2012

Carlsberg Annual Report 2012 27



We integrate CSR 
throughout our 
value chain and act 
in a socially and 
environmentally 
responsible way 
in the societies in 
which we operate. 
We understand that 
our business success 
depends on what we 
do, what we say and 
how we behave when 
we interact with our 
stakeholders.

SOCIETY & 
REPUTATION

Anne-Marie Skov
SVP Group Communications 
& CSR

We continued our work of training 
and creating awareness in the area 
of responsible drinking, with initia-
tives targeting both customers and 
consumers, including server training 
to discourage underage drinking and 
binge drinking and reduce harmful 
consumption of alcoholic beverages. 

In addition, we drafted guidelines 
on responsible drinking and piloted 
these with consumers during EURO 
2012, where 375,000 consumers in 
stadiums and fan parks pledged to 
drink responsibly and wore “Drink 
Responsibly” wristbands. Consum-
ers in stadiums and those watching 
the matches on TV and other media 
across the world were also exposed 
to “drink responsibly” messaging 
displayed on perimeter boards 
during games.

The Carlsberg Group and Baltika 
Breweries entered into a partnership 
with the United Nations Industrial 
Development Organization (UNIDO) 
with a view to investing RUB 1bn 
in environmental projects in Russia. 
These projects have the potential to 
reduce the Carlsberg Group’s total 
environmental footprint signifi cantly, 
as well as improve the natural 
environment in Russia. 

In 2011, we developed a life cycle 
analysis tool to measure and bench-
mark the environmental impact of 
various packaging materials and 
formats throughout a product’s life. 
In 2012, the tool was enhanced to 
include the fi nancial consequences of 
the environmental impact on society 
and the tool now applies to all Group 
companies, making it possible for 
them to immediately evaluate the 
business and environmental impact 
of packaging decisions. 

brand position for the Carlsberg Group while 
ensuring that our people are well prepared 
to manage any potential crises and issues 
in a sensitive, responsible manner.

Improving the image of beer
We are passionate about beer and com-
mitted to driving category growth. In many 
mature markets, however, beer consump-
tion is fl at or declining. To counter this, 
improving the image and knowledge of 
beer is essential – not just for the Carlsberg 
Group, but for the industry as a whole. We 
partner with key stakeholders to revitalise 
the image of the beer category, and this 
includes working with other brewers to 
build the reputation of beer and train our 
employees to become beer ambassadors. 
Read more about our initiatives on page 33.

Improving the image of the beer category 
and continuing to integrate corporate social 
responsibility (CSR) throughout the value 
chain are imperative if we are to sustain 
and develop a strong reputation as a re-
sponsible brewing company and ensure the 
long-term value growth of our business. 

This strategic lever has three areas 
of focus.

Responsible global brewer
Across many markets, the beer industry is 
increasingly facing legislative actions. Our 
reputation as a brewer is critical in securing 
our licence to operate and grow and is 
therefore top of mind in every decision we 
make. To this end, we recognise the import-
ance of actively building a strong corporate 

SELECTED ACTIONS 
AND PROGRESS 2012
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Integrating CSR throughout 
the value chain
Integrating CSR into our business func-
tions is necessary to maintain our licence 
to operate, address risks, and create 
commercial and effi ciency opportunities. 
Across the Carlsberg Group, we make 
decisions that have a positive impact 
on our business and the communities in 
which we operate and we are committed 
to conducting our operations in a socially 
and environmentally responsible way. 

In 2012, we further developed our 
CSR strategy and priorities and will 
consequently increase our efforts with 
sustainable packaging (see page 38) and 
responsible drinking. Furthermore, we will 
continue our efforts to reduce consump-
tion of water and energy to maintain our 
position – according to the most recent 
data available – as the world’s most effi -
cient global brewer from this perspective. 

Promoting responsible drinking
While the vast majority of consumers 
enjoy beer in moderation as part of a 
healthy lifestyle, we recognise that a 
minority of consumers may have a harm-
ful drinking pattern leading to unwanted 
health and social effects. As a responsible 
brewer, we are committed to fi ghting 
the harmful consumption of beer and 
promoting responsible drinking.

Sustainable packaging
Packaging represents both a risk and an 
opportunity for Carlsberg. Constituting 
approx. 45% of the Group’s total CO2 

emissions, packaging holds great poten-
tial in terms of reducing our environmen-
tal impact. An increased focus on reducing 
the environmental impact of packaging is 
expected to bring about many benefi ts, 
both for Carlsberg and the communities 
where we operate. 

Packaging affects nearly all steps in the 
value chain – from procurement to point-
of-sale activities. In 2012, we developed a 
new strategy for sustainable packaging. 
A baseline for primary packaging weight 
and CO2 emissions was established and 
reduction potentials were estimated. In 
2013, we will implement a number of 
projects and initiatives to reduce the envi-
ronmental impact of our packaging. Read 
more about our sustainable packaging 
efforts on page 38. 

Reducing environmental impacts
Carlsberg is proud to be the most effi cient 
global brewer in terms of energy, CO2 
and water, according to the most recent 
data available. 

We reached our ambitious 2013 target 
for CO2 emissions per hl in production 
already in 2012 and have therefore set a 
new target for 2013. The reductions are 
driven by focused efforts at our produc-
tion sites as well as offsetting emissions 
through the purchase of renewable 
power documented by Guarantees of 
Origin certifi cates in Western Europe.

Water effi ciency continues to be an 
important area for Carlsberg. Reducing 

water consumption in and around our 
breweries is of particular importance in 
parts of the world where water resources 
are under pressure. 

Our progress on energy, CO2 and water is 
shown on page 23.

CSR reporting
We publish an annual CSR report on eight 
different areas: environment, health & 
safety, community engagement, labour 
& human rights, responsible sourcing, 
business ethics, responsible drinking and 
marketing communication. The CSR report 
serves as our Communication on Progress 
to the United Nations Global Compact, 
and further enables us to live up to our 
legal responsibility on CSR disclosure 
stated in §99a of the Danish Financial 
Statements Act. As in previous years, a 
selected set of indicators used to track our 
performance with respect to environment, 
health and safety has been independently 
assured by the KPMG Climate Change & 
Sustainability team. Progress towards our 
targets on energy, CO2, water and lost-
time accidents in production is shown 
on page 23. The full 2012 CSR report, 
including the KPMG assurance statement 
and GRI G3 table, is available online at 
www.carlsberggroup.com/csr/reports.

 Read more at www.carlsberggroup.com/csr

We are proud that 
millions of consumers 

enjoy our products. 
Con sumed responsibly, 

beer is a healthy beverage 
asso ciated with cele bration 

and friendship, and it can 
make a contribution towards 

our enjoyment of life.
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R&D

Our vast research expertise provides 
signifi cant opportunities to continu-
ously improve the Group’s environ-
mental impact through the develop-
ment of new solutions and the use 
of alternative raw materials and new 
processes and products. Our pro-
duction depends on barley, a niche 
cereal accounting for less than 2% of 
global grain production, which is why 
Carlsberg has a particular interest in 
supporting and developing this part 
of the supply chain. 

Examples of 2012 activities
•  Continued development of null-LOX 

barley and spin-off barley types 
with improved taste and longer 
storability, meaning less food waste. 
This research also entails potential 
energy savings relating to beer 
production and storage.

•  Work with barley farmers in Russia, 
Poland and China, assisting them 
in their efforts to improve quality 
and increase effi ciency in the 
growing of barley.

Going forward
We will continue to develop and 
roll out null-LOX and related types 
of malt. Research into new raw 
materials resistant to varying weather 
conditions will also continue. 

PROCUREMENT

We work with our suppliers to ensure 
that our CSR standards are adhered 
to, and to reduce the social and 
environmental impact of products and 
services purchased by the Carlsberg 
Group. The purpose of our Responsible 
Sourcing Programme is to improve 
knowledge about CSR issues in the 
supply chain and to monitor compli-
ance with the Carlsberg Group Supplier 
and Licensee Code of Conduct.

Examples of 2012 activities
•  Increase in Carlsberg’s purchase in 

Western Europe of sales coolers 
using an HFC-free refrigerant from 
39% in 2011 to 72% in 2012.

•  Start of a pilot responsible sourcing 
programme involving 15 suppliers and 
initiation of cooperation with two 
third-party auditing companies to 
provide support during the process.

•  Application of emission limits for 
new company cars, which were 
adhered to in our 2012 tenders 
throughout the Group.

Going forward 
We will work more closely with 
our suppliers to identify innovations 
that can reduce environmental impact, 
and continue to include the Supplier 
and Licensee Code of Conduct in 
our contracts.

BREWING AND BOTTLING

Saving energy and water resources, 
thereby reducing costs at our breweries, 
and ensuring a safe working environ-
ment are important CSR commitments 
for Carlsberg. According to the most 
recent data available, our effi ciency 
within ener gy and water consumption 
in production is the highest of all global 
brewers, and we are also making good 
progress in relation to our safety targets.

Examples of 2012 activities
•  Continued efforts to reduce energy 

consumption and CO2 emissions.
•  Continued efforts to reduce the 

accident rate in production to further 
minimise lost-time accidents. There 
were no work-related fatalities 
among Carlsberg employees in 2012. 

•  Launch of a large-scale sustainable 
packaging programme.

Going forward
We will continue to focus on cleaner 
energy at our Asian breweries and on 
meeting our targets for reducing CO2 
emissions and safety incidents in pro-
duction. We will develop new targets 
for energy and water consumption 
and emissions in the years ahead. We 
will roll out our sustainable packaging 
programme and increase cooperation 
with suppliers in this area. 

VALUE CHAIN – CSR

 Read more at www.carlsberggroup.com/csr
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LOGISTICS

We are making more effi cient use 
of resources and cutting costs by 
optimising logistics. Initiatives include 
more effi cient distribution, the 
introduction of alternative means of 
transport and improved warehousing. 
We are also working with suppliers to 
improve the materials and equipment 
used in our logistics operations.

Examples of 2012 activities
•  Driver training in six markets.
•  Implementation of a driver 

behaviour tool in two markets.
•  Introduction of environmental 

considerations in the purchasing 
of trucks.

Going forward
We will continue to pursue opportun-
ities to improve our logistics network 
further still. As part of the integrated 
supply chain organisation for Western 
Europe, we will develop new processes 
and initiatives to optimise logistics 
operations, including the roll-out of a 
global route planning tool. Furthermore, 
we will develop and implement environ-
mental guidelines for our warehouses. 

MARKETING AND 
COMMUNICATION
  
We endeavour to market our brands in 
a way that refl ects our philosophy of 
moderation and enjoyment. Our global 
Marketing Communication Policy ap-
plies across all markets and sets the 
standard for how all brands and trade 
marketing materials are developed. 

We ensure that all Carlsberg employ-
ees and external partners involved in 
developing communication material 
receive our policy guidelines. 

Examples of 2012 activities
•  Incorporation of responsible drinking 

messages into UEFA EURO 2012TM 
events and advertising.

•  Continued roll-out of our Marketing 
Communication e-learning tool.

•  Increase in efforts to monitor 
messaging in social media.

Going forward
We will follow up on cases of non-
compliance. We will ensure that 
training materials are updated to keep 
them relevant in a changing environ-
ment and that all relevant employees 
are trained in the Marketing Commu-
nication Policy every two years.

CONSUMERS AND 
CUSTOMERS

We develop local initiatives and 
partner with relevant stakeholders 
to promote responsible drinking to 
our consumers and to address issues 
related to alcohol misuse. We work 
with our customers to improve the 
impact of our CSR efforts and reduce 
our environmental footprint and we 
support local communities in the 
regions where we operate through a 
wide variety of activities.

Examples of 2012 activities
•  Global commitment to joint 

actions against the harmful use 
of alcohol signed by 13 beer, wine 
and spirits companies.

•  Collaborative projects with retailers 
aimed at reducing packaging waste 
and increasing reuse of glass bottles.

Going forward
We will continue to incorporate 
responsible drinking messages into 
our communications and begin taking 
action regarding the global commit-
ments to reduce the harmful use of 
alcohol. We will increase cooper-
ation with customers and encourage 
consumers to recycle through our 
sustainable packaging programme.
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At Carlsberg we are clear 
on beer, its benefi ts and our 
role in reducing the harmful 

effects of its misuse, both for 
the individual and for society as 

a whole. Enjoyed in moderation, 
however, beer is a refreshing, 
low-alcoholic beverage made 

from natural ingredients – and 
that is what we are aiming 

to communicate with the 
Thirst for Beer initiative.

IN THE
SPOTLIGHT



THIRST 
FOR BEER

NURTURING THE IMAGE OF BEER IS IMPORTANT FOR THE HEALTH AND 
DEVELOPMENT OF THE BEER CATEGORY. CARLSBERG’S STRATEGIC INITIATIVE 
“THIRST FOR BEER” IS DRAWING ON THE STRENGTHS OF THE ENTIRE GROUP 
TO HELP GROW THE IMAGE OF BEER. 

Beer is one of the most popular beverages in the world, only 
surpassed by water and tea. Beer has been around for millennia, 
and even after all these years the category enjoys a strong 
interest and passion across the globe. Nevertheless, in many 
mature markets the image of beer is being challenged by factors 
such as cultural shifts, new tax laws, health concerns, societal 
attitudes and marketing regulations impacting consumer be-
haviour and consumption.

As a response to this, and in close cooperation with other global 
brewers and brewers’ associations, Carlsberg is working on 
promoting the reputation of beer with the objective of growing 
the beer category and maintaining brewers’ licence to operate. 
Areas of cooperation include efforts to develop and manage self-
regulation schemes and increase awareness about beer and the 
contribution of brewers to the communities in which they operate.

However, Carlsberg has also launched its own strategic initiative 
– Thirst for Beer. Aimed at boosting the image and reputation 
of beer, Thirst for Beer addresses the issues in the market that 
affect everyone, from consumers to policymakers. 

By focusing on the wider beer category and not just selected 
Carlsberg brands, Thirst for Beer is about reaching as many 
people as possible. The purpose is to actively promote facts, 
dispel myths and profi le beer as a refreshing, low-alcohol 
beverage made with natural ingredients. 

Sowing the seeds for change
While we do not expect to change the perception of beer over-
night, we want to plant the right seeds for change. Carlsberg is 
trying to support a global beer movement that will entice media, 
policymakers, experts, employees and their friends and family. 
In order to do so, Carlsberg is engaging with multiple stake-
holders at all levels and taking concrete actions based on best 
practices from around the world.

Change starts here with our own employees, so in order to pro-
mote the facts and celebrate quality, we are recruiting, training 
and developing beer ambassadors within Carlsberg.

Tracking progress
To measure the image of beer among stakeholders and 
the effi ciency of the Thirst for Beer initiative, Carlsberg is
assessing attitudes to beer on an annual basis. The survey 
covers customers, consumers, stakeholders and policymakers, 
and enables us to identify where we need to improve and 
where we are succeeding in our efforts.

GLOBAL ACTION TO REDUCE 
HARMFUL USE OF ALCOHOL

In addition to Thirst for Beer and the cooperation 
with brewers and brewers’ associations, Carlsberg also 
works in a broader context to promote responsible 
consumption of beer as a unique and refreshing drink 
of moderation. In October 2012, the Group announced 
that it had teamed up with 12 global beer, wine and 
spirits producers to commit to joint actions to reduce 
the harmful use of alcohol in fi ve areas:

•  Reducing underage drinking. 
•  Strengthening and expanding marketing codes 

of practice. 
•  Providing consumer information and responsible 

product innovation. 
•  Reducing drinking and driving. 
•  Enlisting the support of retailers to reduce 

harmful drinking.

To emphasise our commitment to these fi ve areas, 
starting in 2013 the signatories will report on how 
they are progressing.
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In late August, Carlsberg’s French 
brewery, Brasseries Kronenbourg, 
and Pression Live celebrated the 
10th Rock en Seine Festival in Paris 
with more than 100,000 participants. 
The Pression Live stage, one of four 
stages, hosted young emerging 
artists, and Brasseries Kronenbourg 
sold its premium brands in 
themed bars throughout the 
festival area.
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RISK MANAGEMENT

level risk assessment and is based upon 
the heat map described above. The local 
risk review is carried out regularly, and, 
following the review, local risk owners 
are appointed and given responsibility for 
mitigating the risks through a programme 
of risk-reducing activities. 

Risk management 
governance structure
Ultimately, the Supervisory Board is 
responsible for risk management. The 
Supervisory Board has appointed the Audit 
Committee to act on behalf of the Super-
visory Board. The Audit Committee mon-
itors the overall strategic risk exposure and 
the individual risk factors associated with 
the Group’s activities. Monitoring is mainly 
performed in connection with the quarterly 
reporting process. The Audit Committee 
adopts guidelines for key areas of risk, 
monitors developments and sees that 
plans are in place for the management of 
individual risk factors, including commer-
cial and fi nancial risks.

The Executive Committee (ExCom) is 
responsible for reviewing the overall risk 
exposure associated with the Group’s 
activities. Strategic risks are assessed ac-
cording to a two-dimensional heat map 
rating system that estimates the impact 
of the risk on net revenue or brand/image 
and the likelihood of the risk materialising. 
Based on this assessment, ExCom updates 
the existing heat map to refl ect changes 
in perceived risks to the business, and a 
number of high-risk issues for the coming 
year are identifi ed. In addition, any risks 
in relation to the Group strategy for the 
subsequent three-year period are identifi ed 
and appropriate actions are agreed upon.

In accordance with the Risk Management 
Policy, ExCom identifi es owners of short-
term and long-term risks who are respon-
sible for mitigating the risks through a 
programme of risk-reducing activities. 

Local entities and Group functions are 
responsible for the identifi cation, evalua-
tion, qualifi cation, recording and reporting 
of the management of strategic risks at 
local level. Local-level risk assessment 
follows the same principles as Group-

AT CARLSBERG WE 
CONSIDER EFFECTIVE 
RISK MANAGEMENT AN 
INTEGRAL PART OF OUR 
BUSINESS OPERATIONS 
AS IT REDUCES 
UNCERTAINTY, HELPS 
THE GROUP ACHIEVE ITS 
STRATEGIC AMBITION 
AND FACILITATES VALUE 
CREATION FOR ALL 
STAKEHOLDERS.

Carlsberg’s comprehensive approach to risk 
management involves the identifi cation, 
assessment, prioritisation and economic 
management of risks that might prevent 
the Group from achieving its strategic am-
bition. The Risk Management Policy sets 
out the requirements for the risk manage-
ment process in the Group.

Risk management framework
Carlsberg’s risk management framework 
is a systematic process of risk identifi ca-
tion, analysis and evaluation, providing a 
comprehensive overview of strategic risks 
and enabling the Group to mitigate and 
monitor the most signifi cant risks.

Our risk management approach is 
top-down and covers all major entities 
across regions, markets and functions. 
The framework is based at the strategic 
level to ensure that the risks related 
to carrying out the Group’s strategy – 
both short-term and long-term – are 
identifi ed and that relevant preventive 
actions are taken.

Risk categories covered by 
Carlsberg’s risk management are:

Strategic risks related to issues 
such as market development, com-
petition, stakeholders and politics.

Operational risks related to 
issues such as technology, people, 
processes, infrastructure and 
information.

Compliance risks related to issues 
such as corporate social responsi-
bility, legal and tax.

Financial risks related to issues 
such as foreign exchange, interest 
rate, and credit and liquidity risks 
(described in the notes to the con-
solidated fi nancial statements).

CARLSBERG’S ONGOING RISK 
MANAGEMENT FRAMEWORK

IDENTIFICATION

ASSESSMENT

MAPPING

RECORDING

MONITORING

RISK
MANAGEMENT
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A formal procedure is in place for ongoing 
identifi cation, assessment and reporting 
during the year of any new or emerging 
risks that are determined to have a 
material impact upon the business.

Group Internal Audit is responsible for 
facilitating and following up on risk-
reducing activities/action plans for the 
most signifi cant risks in the Carlsberg Group.

The fi nancial risks, including foreign 
exchange, interest rate, and credit and 
liquidity risks, are described in the notes 
to the consolidated fi nancial statements.

Risk assessment 2013
In October 2012, ExCom carried out the 
annual risk management workshop to 
evaluate the adequacy of the existing heat 
map. The review resulted in a revision of 
the identifi ed high risks, and a revised set 
of high risks for 2013-2017 were defi ned. 
Local risk management workshops and 
heat mapping were carried out during the 
third quarter of 2012.

The correlation between the high risks 
identifi ed at Group level and at local level 
was signifi cant, which indicates that the 
strategy and associated risks at local and 
regional level are aligned with the overall 
Group strategy.

Among the risks identifi ed, the change 
agenda related to the supply chain integra-
tion, legal restrictions in Eastern Europe 
and increased promotional pressure 
from retail customers were classifi ed as 
high risks for 2013. These three risks are 
presented on the opposite page. The other 
strategic high risks identifi ed included 
declining beer markets and the image of 
beer in Europe, increasing excise taxes, 
tightened regulation and lack of top-line 
growth. The Group closely monitors and 
undertakes risk-reducing activities in order 
to minimise the likelihood and potential 
impact of strategic high risks.

HIGH RISKS 2012

THREE HIGH RISKS WERE IDENTIFIED FOR 
2012. THEIR IMPACT ON THE GROUP AND THE 
PROACTIVE STEPS TAKEN WERE AS FOLLOWS:

Economic downturn
The uncertain global environment 
and an economic downturn impacting 
consumer sentiment were considered a 
high risk at the end of 2011. 

A number of risk-reducing activities 
were initiated to mitigate the impact of 
an economic downturn. These included 
a revision of the regional structure of 
the Group, which led to the Northern 
and Western Europe entities being 
combined into one managed region 
to allow more focused allocation 
of resources, the development and 
deployment of various tools to extract 
maximum return on investments, ac-
celeration of working capital initiatives, 
and ongoing cost reduction initiatives.

The mitigation initiatives alongside other 
Group projects, such as the supply chain 
integration and the focus on investment 
opportunities in growth markets outside 
Europe, mean that “economic downturn” 
is no longer dealt with as a high risk for 
the Carlsberg Group.

Russian consumer sentiment 
and Russian dependency
Russia is the Group’s largest market, 
accounting for approximately 30% of 
beer volumes and 40% of operating 
profi t. All other markets account for 
less than 10% of Group operating profi t. 
Group earnings are therefore highly 
exposed to the performance of the 
Russian business.

For 2012, the dependency on Russia 
and the Russian consumer sentiment 
was viewed as a high risk. To counter 
the risk, a number of changes were 
undertaken during 2011 and early 2012, 
including the roll-out of a number of 
Group tools, a sharpened focus on 

public affairs, structural changes, the 
appointment of a new CEO and other 
management changes, particularly 
within sales. In addition, the plan-
ning for 2012 was based on detailed 
analyses and modelling of anticipated 
developments in consumer sentiment, 
infl ation and other macroeconomic in-
dicators, pricing, changes in regulation 
etc. to allow a fast response if assump-
tions did not materialise. 

The many changes implemented in 
our Russian business have yielded 
satisfying results and, notwithstanding 
the fact that the dependency on Russia 
remains high and, consequently, a 
strategic risk, it is not as such deemed 
a high risk for 2013.

Ability to increase prices
Lack of ability to raise prices was 
identifi ed as a high risk for 2012 as 
a large number of our input costs 
increased and we therefore had to 
increase our sales prices accordingly.

Risk-mitigating activities included 
sophisticated value management 
tools to increase net sales/hl. Value 
management levers embrace price, 
customer investment, promotions, value 
engineering and product mix. Systems 
were established to allow ExCom to 
regularly monitor net sales/hl and 
deviation from budgets and estimates. 
In addition, the Group invested in key 
account capability building.

The measures and actions taken to 
mitigate the risk of being able to 
increase prices were considered ad-
equate, and the risk is not considered 
a high risk for 2013.
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HIGH RISKS FOR 2013

THE CARLSBERG GROUP’S EXECUTIVE COMMITTEE HAS IDENTIFIED 
THREE HIGH RISKS FACING THE GROUP IN 2013. THE FINANCIAL RISKS 
ARE DESCRIBED IN THE NOTES TO THE CONSOLIDATED FINANCIAL 
STATEMENTS.

Change agenda related to the 
supply chain integration
Description
In late 2011, it was decided to integrate 
and centralise the Carlsberg supply 
chain, incorporating procurement, 
planning, production and logistics 
under one management. The integra-
tion is dependent on the roll-out of 
the business standardisation project. 
Due to the scale of the project and the 
dependency on initiatives being imple-
mented smoothly, the change agenda 
related to the integration of the supply 
chain is deemed a high risk for 2013.

Possible impact
The integrated supply chain represents 
a step change in the way Carlsberg 
operates. The aspirations of the 
integrated supply chain are high and 
will lead to signifi cant changes for the 
Group with respect to core working 
practices. If we do not succeed in mak-
ing a smooth and lean transition, the 
expected signifi cant benefi ts in terms of 
fi nancial and operational improvements 
and advantages could be jeopardised. 

Mitigation
To avoid local anxiety, opposition and 
obstacles when implementing the 
supply chain integration and business 
standardisation project, frequent com-
munication and regular interaction with 
the markets and commercial teams is 
taking place to increase awareness and 
resolve questions. The change agenda 
is a standard point on the senior sup-
ply chain management agenda. Very 
close cooperation between the business 
standardisation implementation teams 
and supply chain has been established 
to ensure that installed systems sup-
port the integrated supply chain.

Legal restrictions 
in Eastern Europe
Description
Eastern Europe accounts for approxi-
mately 35% of Group beer volumes and 
45% of Group operating profi t. In recent 
years, Russia in particular has passed 
new regulations impacting the beer 
industry, such as sales and advertising 
restrictions and recipe requirements.

Possible impact
Changing laws and regulations in 
Russia and the rest of Eastern Europe 
might have a negative impact on beer 
consumption or limit our commercial 
and operational fl exibility. This could 
have a material impact on the Group’s 
fi nancial performance.

Mitigation
The senior management team in 
Carlsberg as well as in our Russian and 
other Eastern European businesses 
will, in close cooperation with Carlsberg 
headquarters, continue its strong, sys-
tematic focus on government relations. 
In addition, Carlsberg has proactively 
engaged in coordinated initiatives with 
other large brewers in Russia aimed 
at better representation of the industry 
to the Russian government and other 
key stakeholders.

Promotional pressure 
from retail
Description
The global economic environment 
continues to be challenging, with 
consumer sentiment under pressure, 
in particular in Western Europe. In view 
of this, increased pressure from custom-
ers for more promotions sponsored 
by Carlsberg has been classifi ed as 
a high risk for 2013.

Possible impact
Increased promotional pressure from 
our retail customers could have a 
negative impact on our net sales prices. 
Lower net sales/hl would have a nega-
tive impact on margins. Conversely, not 
accommodating promotional pressure 
from customers could have a negative 
impact on market share.

Mitigation
In recent years, the Carlsberg Group 
has implemented a sophisticated value 
management toolbox with the aims 
of strengthening our position with 
our customers and increasing the net 
sales value per hl in close cooperation 
with our customers. In addition, we 
are developing and rolling out tools 
to measure the return on marketing 
investment (ROMI). In combination, 
these tools will allow detailed analysis 
and understanding of the profi tability 
of various promotional activities, pro-
motional mechanics and competitor 
actions to determine the best response 
in terms of overall profi tability based 
on channel, category and brand.
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IN THE
SPOTLIGHT

PACKAGING IS A VITAL PART OF THE IDENTITY OF A BEER BRAND AND 
IS THEREFORE A VERY IMPORTANT ELEMENT IN THE MARKETING MIX. 

Consumer research shows that packaging can have a positive 
infl uence on consumers’ buying behaviour. On the fl ip side, 
packaging can lead to a negative brand image if it is seen 
littering the cities or countryside. 

In addition to its commercial importance, packaging is the 
single largest contributor to the Carlsberg Group’s CO2 footprint, 
accounting for approx. 45% of the Group’s total CO2 emissions 
when looking at the full impact throughout the value chain. 

Consequently, in 2012 the Group began a large-scale programme 
with the aim of reducing the environmental impact of packaging 
while maintaining world-class design and consumer appeal.

A comprehensive plan
The sustainable packaging programme is a comprehensive 
plan encompassing four principles: 

SUSTAINABLE 
PACKAGING

For the past three years, Carlsberg has been running 
a sustainable packaging project in Poland in collabora-
tion with three large off-trade customers. By educating 
consumers, the “ECO-ACTION” project has increased 
the collection of bottles and cans, improved waste 
segregation and recycling, and promoted the use of 
returnable bottles.

In the three-year period, the project has resulted in 242 
tonnes of waste packaging being collected. It has also 
led to a strengthening of Carlsberg’s relationship with 
both consumers and customers. Carlsberg Polska was 
thus awarded a diploma by Tesco recognising Carlsberg’s 
support of its CSR activities.

ENGAGING CUSTOMERS 
AND CONSUMERS IN POLAND

In order to measure our success in relation to these four principles, 
a range of activities will be rolled out in 2013, including a weight 
reduction initiative, communication with consumers on recycling, 
and the development of a sustainable packaging ideas catalogue 
to help all markets reduce the environmental impact of packaging. 
Furthermore, as part of our “rethink” approach we will commence 
a Cradle-to-Cradle® project focused on generating positive impacts.

Multiple wins
The sustainable packaging programme is expected to drive 
a number of operational and commercial benefi ts. In addition 
to the environmental benefi ts, the use of more sustainable 
packaging is expected to generate cost savings and strengthen 
the Group’s relationship with key customers, many of whom 
work with sustainable packaging themselves. 

The programme will also help us to meet future legislative require-
ments relating to packaging and waste, thereby also serving as 
risk mitigation. Finally, the programme will improve the Group’s 
reputation with environmentally conscious consumers. 

SUSTAINABLE
PACKAGING

RECYCLE

REDUCE

R
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Reduce weight 
or change to 
packaging with 
lower environ-
mental impact.

Increase reuse of 
packaging materials, 
with the main focus 
on glass bottles.

Encourage 
consumers to 
recycle packaging 
and increase 
the amount of 
recycled content 
in new packaging.

Rethink packaging 
and waste, for 
example recycling 
of packaging mate-
rials by channelling 
the material into 
other products.

At EURO 2012, Carlsberg 
encouraged football fans to recycle 
in order to reduce the amount of 
waste not properly disposed of and 
subsequently treated. Read more at 
www.carlsberggroup.com/CSR/ourstories.



CORPORATE 
GOVERNANCE

CARLSBERG’S 
SUPERVISORY BOARD 
AND EXECUTIVE BOARD 
CONSTANTLY STRIVE 
TO ENSURE THAT THE 
GROUP’S MANAGEMENT 
STRUCTURE AND 
CONTROL SYSTEMS
ARE APPROPRIATE AND 
WORK SATISFACTORILY. 
A NUMBER OF INTERNAL 
PROCEDURES HAVE BEEN 
DEVELOPED AND ARE 
REGULARLY UPDATED 
IN ORDER TO ENSURE 
ACTIVE, RELIABLE AND 
PROFITABLE BUSINESS 
MANAGEMENT.

The basis of the Group’s corporate gov-
ernance includes the Danish Companies 
Act, the Danish Financial Statements Act, 
IFRS, the Danish Securities Trading Act, 
NASDAQ OMX Copenhagen A/S’s rules 
for issuers of shares, and the Company’s 
Articles of Association. 

Recommendations on 
corporate governance 
The recommendations of the Danish 
Committee on Corporate Governance 
form part of NASDAQ OMX Copenhagen 
A/S’s rules for issuers of shares. These 
recommendations can be found online1. 
As in other European countries, compa-
nies must either comply with the recom-
mendations or explain any deviation. 

The Supervisory Board actively uses the 
corporate governance recommendations 
in relevant areas to optimise the way it 
works. Following the implementation 
of changes to the Supervisory Board 
structure at the Annual General Meeting 
in March 2012, Carlsberg complies with 
all recommendations. Half of the Super-
visory Board members elected by the 
General Meeting are now independent 
persons with an international business 
background, while the other half have 
close links with the Company’s principal 
shareholder, the Carlsberg Foundation, as 
they make up the Board of the Founda-
tion and represent its interests. 

Carlsberg’s statutory report on corporate 
governance includes a full list of the 
recommendations of the Committee on 
Corporate Governance, together with 
Carlsberg’s comments with regard to each 
recommendation; see www.carlsberg
group.com/Company/Governance/Pages/
UKrecommendations.aspx.

Shareholders and capital structure
Carlsberg aims to provide information and 
opportunities for dialogue to its share-
holders through regular publication of 
news, interim reports and annual reports, 
and at General Meetings. The Company’s 
website is continuously updated with 
published information. Regular teleconfer-
ences, conferences and meetings are also 
arranged with investors.

The Supervisory Board regularly assesses 
whether the Company’s capital structure 
fulfi ls the interests of the Group and its 
shareholders. The overall goal is to ensure 
a capital structure that supports long-term 
profi table growth and value creation. The 
Company’s Articles of Association contain 
no limits on ownership or voting rights.

Carlsberg’s share capital is divided into 
two classes. All shares have the same 
nominal value (DKK 20). An A share 
carries 20 votes, while a B share carries 
two votes and is entitled to a preferen-
tial dividend. Both classes of shares are 
listed on NASDAQ OMX Copenhagen. 
The Supervisory Board believes that the 
different share classes, combined with 
the Carlsberg Foundation’s position as 
principal shareholder, have been and 
will remain advantageous for all of the 
Company’s shareholders as this structure 
supports the long-term development 
of the business.

The General Meeting
The General Meeting is the Company’s 
supreme governing body. The Supervisory 
Board believes that it is important that 
shareholders receive detailed informa-
tion and are provided with an adequate 
basis for the decisions to be made at the 
General Meeting.

1 www.corporategovernance.dk/fi le/291825/committee_recommendations_august_2011.pdf
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Notice of a General Meeting is published 
at least three weeks prior to the meeting, 
and is sent to all shareholders who have 
provided an e-mail address. In 2012, the 
Company also sent notices to sharehold-
ers who had requested to be notifi ed of 
General Meetings by ordinary mail. This 
will also be done in 2013, but the Com-
pany expects to discontinue this service 
after the Annual General Meeting in 2013, 
as already provided for in the Articles of 
Association. All shareholders who own 
shares one week before the General Meet-
ing are entitled to participate in and vote 
at the General Meeting, provided they 
have requested an admission card no later 
than three days before the meeting. Any 
shareholder is also entitled to put forward 
proposals for consideration at the Annual 
General Meeting to the Supervisory Board 
no later than six weeks before the date of 
the meeting. Any shareholder who has the 
right to attend the General Meeting may 
give proxy to the Supervisory Board or 
to somebody else attending the General 
Meeting for each individual item on the 
agenda or vote by letter as set out in the 
notice of the General Meeting.

Minutes of the General Meeting are made 
available on the Company’s website no 
later than two weeks after the meeting.

According to the authorisation of the Gen-
eral Meeting, the Supervisory Board may, 
in the period until 24 March 2015, allow the 
Company to acquire treasury shares up to 
a total holding of 10% of the nominal share 
capital at the price quoted on NASDAQ 
OMX Copenhagen at the time of acquisition 
with a deviation of up to 10%. 

Provisions governing alterations 
of the Articles of Association
In order to pass a resolution to alter the 
Articles of Association or to dissolve the 
Company that is not proposed or en-
dorsed by the Supervisory Board, at least 
one third of the possible number of votes 
representing the total share capital shall 
be represented at the General Meeting 
and the resolution shall be passed by 
three quarters of both the total number 
of votes cast and of the voting share 
capital represented at the General 
Meeting. If the resolution is proposed or 
endorsed by the Supervisory Board, a 
qualifi ed majority of two thirds of both 
the total number of votes cast and of the 
voting share capital represented at the 
General Meeting is required.

If the prescribed portion of the voting share 
capital is not suffi ciently represented at 

the General Meeting but a resolution is 
nonetheless passed, such resolution may be 
fi nally passed at an Extraordinary General 
Meeting convened by the Supervisory Board 
within 14 days of the fi rst General Meeting, 
irrespective of the number of votes rep-
resented at the Extraordinary General Meet-
ing. In order for a resolution not endorsed 
by the Supervisory Board to be passed 
successfully at this second General Meeting, 
three quarters of both the total number of 
votes cast and of the voting share capital 
represented at the General Meeting must 
vote in favour of the resolution.
 
Stakeholders and the Company
Carlsberg aims to develop and main-
tain a good relationship with its stake-
holders as this is important for the 
Company’s development.

Therefore, the Company has formulated 
policies for a number of key areas, such as 
communications, human resources, environ-
ment, business ethics, marketing com-
munication and responsibility to customers 
and society in general. One element of 
the Supervisory Board’s work is to ensure 
compliance with and regular adjustment of 
policies to refl ect developments both inside 
and outside the Company. The Communi-
cations Policy and related procedures serve 
to ensure that information of importance 
to investors, employees, authorities and 
others is made available to them and pub-
lished in accordance with applicable rules 
and regulations.

Communication with investors and analysts 
is primarily handled by the Company’s 
Executive Board and the Investor Rela-
tions department. This dialogue includes 
a comprehensive programme of activities 
and complies with the rules of NASDAQ 
OMX Copenhagen A/S. All company an-
nouncements are published simultaneously 
in English and, for now, Danish, and are 
distributed directly to shareholders and oth-
ers who have requested them immediately 
following publication.

Investor presentations are usually made 
available on the Company’s website at the 
same time as the presentations are given.

The composition of the 
Supervisory Board
The General Meeting elects the Supervisory 
Board. The Supervisory Board currently has 
10 members elected by the General Meeting 
and four members elected by the employ-
ees in accordance with the Danish Compa-
nies Act. The Supervisory Board thus has a 
total of 14 members. 

We believe that 
maintaining an 
active and honest 
dialogue with all 
of the Company’s 
stakeholder groups 
is important for the 
positive development 
of Carlsberg.

Jørn P. Jensen
Deputy CEO & CFO
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The members elected by the employees 
hold the same rights and obligations 
as the members elected by the General 
Meeting, and are elected for a term of 
four years. The most recent employee 
elections took place in 2010.

Five of the members elected by the Gen-
eral Meeting are affi liated to the Carls-
berg Foundation, the Company’s principal 
shareholder, and have an academic 
background, while fi ve members have an 
international business background. This 
composition ensures appropriate diversity 
and breadth in the members’ approach to 
their duties. The Supervisory Board be-
lieves that this also helps to ensure that 
decisions are well considered.

According to the Articles of Association, 
the members of the Supervisory Board 
are elected individually and for a term of 
one year. Re-election is possible. Mem-
bers must step down at the fi rst General 
Meeting after they reach the age of 70.

Each year, the Supervisory Board consid-
ers the skills that should be represented 
on the Supervisory Board on the basis of 
a recommendation from the Nomination 
Committee. These skills are described in 
the Specifi cation of Competencies, which 
is posted on carlsberggroup.com. The 
Nomination Committee and the Super-
visory Board take the description of the 
required skills into consideration when 
recommending new candidates for the 
Supervisory Board. A description of the 
composition of the Supervisory Board 
and the individual members’ particular 
competences with respect to the work of 
the Supervisory Board is found on page 
135 as well as on the Company’s website. 
None of the members of the Supervisory 
Board are or have been involved in the 
executive management of the Group.

Prior to recommending candidates for 
election at the General Meeting, the 
Supervisory Board (based on a proposal 
from the Nomination Committee) distrib-
utes a presentation of each candidate’s 
background, relevant competences and 
any managerial positions or positions of 
responsibility, and the Supervisory Board 
justifi es its recommendations on the basis 
of the recruitment criteria and specifi ca-
tion of competences it has laid down. 

Diversity
In November 2011, the Supervisory Board 
decided to lay down the Company’s objec-
tives for the diversity of the Supervisory 
Board members elected by the General

Meeting in relation to gender and inter-
national experience. These objectives were 
slightly adjusted in 2012. The Supervisory 
Board believes that members should be 
chosen for their overall competences. The 
Supervisory Board also recognises the 
benefi ts of a diverse board in respect of 
experience, style, culture, international 
experience and gender. 

On that basis, the Supervisory 
Board has laid down the following 
objectives in relation to gender and 
international experience:

•  The Supervisory Board’s objective is to 
increase the proportion of the under-
represented gender on the Supervisory 
Board so that it will reach at least 40% 
of the Supervisory Board members 
elected by the General Meeting.

•  Currently, women are underrepresented 
compared to men, both on Carlsberg’s 
Supervisory Board and in senior man-
agement positions in the Company. 
On that basis, the Company also has a 
general aim of increasing the number of 
women in senior management posi-
tions in the Company and the Executive 
Board is implementing a policy and 
specifi c action plans to do so. 

•  With regard to international experience, 
it is the objective that 50% or more 
of the Supervisory Board members 
elected by the General Meeting should 
have substantial international experi-
ence from management in and of large 
corporations or institutions.

The objective regarding the international 
experience of Supervisory Board mem-
bers is met as at least six of the 10 mem-
bers of the Supervisory Board elected by 
the General Meeting can be considered 
to have substantial international experi-
ence from management in and of large 
corporations or institutions.

Currently, two Supervisory Board mem-
bers elected by the General Meeting are 
women. Accordingly, the objective with 
regard to gender diversity on the Super-
visory Board is not yet met, but the 
Supervisory Board will recommend one 
more woman for election at the Annual 
General Meeting in March 2013. Cur-
rently, two members of the Executive 
Committee are women. Carlsberg has 
initiated actions to try to identify ways 
to attract competent women to relevant 
management positions in the Company. 
Furthermore, it is a focus area in con-
nection with succession planning in the 
Company. Carlsberg has also given a gen-

eral instruction to the search fi rms it uses, 
requiring them to ensure presentation of 
qualifi ed female candidates for senior 
management positions in Carlsberg. The 
Supervisory Board and the Nomination 
Committee have done the same when 
looking for potential new Supervisory 
Board candidates.

The work of the Supervisory Board
The Supervisory Boards of the Parent 
Company, Carlsberg A/S, and of the other 
companies in the Group ensure that their 
Executive Boards observe the goals, strat-
egies and business procedures established 
by the Supervisory Boards. Information 
from the Executive Boards of the various 
companies is provided systematically at 
meetings, as well as in written and oral 
reports covering areas such as market 
developments and the companies’ perform-
ance, profi tability and fi nancial position.

The Supervisory Board of Carlsberg A/S 
held seven meetings in 2012 and a two-
day strategy seminar combined with a 
visit to Poland. The strategy seminar and 
three of the Supervisory Board meetings 
were attended by all Supervisory Board 
members. The remaining meetings were 
attended by all but one member. Accord-
ing to its Rules of Procedure, the Super-
visory Board meets at least six times a 
year in addition to an annual strategy 
meeting at which the Company’s strategy 
and overall organisation are discussed. In 
between its ordinary meetings, the Super-
visory Board receives written information 
on the Company’s operations and fi nan-
cial position. Extraordinary meetings are 
convened if necessary. The Supervisory 
Board decides on major investments and 
divestments, the size and composition of 
the Company’s capital base, long-term 
obligations, signifi cant policies, control 
and audit issues, risk management and 
signifi cant operational matters. 

The Supervisory Board’s Rules of 
Procedure set out the procedures for 
the Executive Board’s reporting to the 
Supervisory Board and for any other 
communication between the two bodies. 
The Rules of Procedure are reviewed 
annually by the Supervisory Board and 
adjusted if required. 

The Chairman and Deputy Chairman 
of the Supervisory Board constitute the 
Chairmanship, which organises meetings 
of the Supervisory Board in cooperation 
with the Executive Board. The Chairman-
ship held six meetings in 2012 and they 
were all attended by both the Chairman 
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and the Deputy Chairman. The specifi c 
duties of the Chairman and – in his ab-
sence – the Deputy Chairman are set out 
in the Rules of Procedure.

Each year, the Chairman of the Supervisory 
Board heads a structured evaluation of the 
Board’s work, accomplishments and com-
position in a structured dialogue with each 
Board member. The evaluation is carried 
out in accordance with a written procedure 
established by the Supervisory Board on 
the basis of a recommendation from the 
Nomination Committee and on the basis of 
a questionnaire with a number of items that 
the Supervisory Board members are to con-
sider as part of the evaluation. This evalua-
tion also includes the cooperation between 
the Supervisory Board and the Executive 
Board, and the work, accomplishments and 
composition of the Executive Board. Finally, 
the process includes a meeting without the 
presence of the Chairman or of the Execu-
tive Board at which the performance of the 
Chairman is discussed. During the evalua-

tion process in 2012, the Supervisory Board 
members generally expressed that they 
were very content with the structure and 
function of the Supervisory Board and, in 
particular, with the detailed meeting plan-
ning, the amount and quality of meeting 
material and the presentation of issues by 
the Executive Board and the subsequent 
open discussions at the Supervisory Board 
meetings. The Supervisory Board also 
expressed content with the focus on risk 
evaluation, strategy and direction-setting 
during board discussions. The evaluation 
process led to a short catalogue of ideas for 
minor changes to the way the Supervisory 
Board works. These ideas will be considered 
and implemented by the Supervisory Board 
as relevant, and some of them have been 
incorporated into the Supervisory Board’s 
meeting plan for 2013.

The Supervisory Board considers regularly 
– and at least once a year – whether its 
members’ expertise should be updated or 
strengthened with respect to their duties. 

In 2012, this was based on input from the 
Nomination Committee as well as the 
board evaluation process. Carlsberg pro-
vides a detailed introduction programme 
to all new Supervisory Board members 
and holds relevant courses for all Super-
visory Board members.

Board committees
The Audit Committee
In 2012, the Audit Committee consisted 
of three members of the Supervisory 
Board. Jess Søderberg (Chairman) and 
Richard Burrows were members of the 
Committee for the entire year. Povl 
Krogsgaard-Larsen was a member of 
the Committee until he retired from the 
Supervisory Board in March 2012, after 
which Flemming Besenbacher became 
a member of the Committee. 

The Audit Committee is appointed 
for one year at a time. For 2013, Jess 
Søderberg, Richard Burrows, Donna 
Cordner and Flemming Besenbacher 

Our Ukrainian business has 
outperformed the market for 
six consecutive years, thereby im-
proving its market position to a strong 
no. 2 with a market share of more 
than 29%. The main drivers of this 
year’s share gain were the strong 
performance of the Lvivske and 
Baltika brands and the 
successful activation of the 
EURO 2012 sponsorship.
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have been appointed to the Committee. 
Jess Søderberg, Richard Burrows and 
Donna Cordner all qualify as being inde-
pendent of the Company and all possess 
the relevant fi nancial expertise. 

The Audit Committee works according to 
Terms of Reference, which are reviewed 
and approved annually by the Super-
visory Board, and a detailed annual 
meeting plan approved by the Super-
visory Board prior to the beginning of 
each fi nancial year. The Supervisory 
Board approved the current Terms of 
Reference and the Audit Committee 
meeting plan for 2012 at its meeting in 
December 2011. The Terms of Reference 
are available on the Company’s website.

In 2012, the Audit Committee held fi ve 
meetings. All members participated in 
three of the meetings. At two meetings, 
one member was absent. In accordance 
with its Terms of Reference and annual 
meeting plan, the Audit Committee has 
primarily carried out the following work:

a)  Monitored the fi nancial reporting 
process. The presentations to the Audit 
Committee and the Audit Committee’s 
discussions had special focus on man-
agement judgements, estimates, and 
changes in accounting policies and pro-
cedures and the clarity of disclosures. 
In addition, they focused on compliance 
with accounting standards and stock 
exchange and other legal requirements 
related to the fi nancial reporting. The 
Audit Committee also discussed the 
assumptions behind the Company’s 
full-year profi t expectations before all 
releases of fi nancial statements. 

b)  Monitored the effectiveness of the 
internal control and risk manage-
ment systems. This work included 
regular updates from Group Finance 
with regard to Carlsberg’s fi nancial 
control framework. The Audit Commit-
tee reviewed the company’s relevant 
Group-wide policies in relation to 
internal control and risk management 
systems and the fi nancial reporting 
process and received reports and pres-
entations from Group Finance about 
the effectiveness of these systems as 
well as the scope, plans and status for 
controls throughout the year. The Au-
dit Committee also reviewed quarterly 
reports from Group Internal Audit on 
risk management, including the risk 
management process at Carlsberg 
and the status of risks identifi ed in the 
strategic risk map and heat map.

c)  Monitored the internal audit function. 
The work included a review and ap-
proval of internal audit plans, a review 
of the internal audit function and 
competences and an evaluation of the 
independence of Group Internal Audit. 
The Audit Committee was presented 
with several of the tools used by Group 
Internal Audit in its work and a bench-
marking report comparing Carlsberg’s 
internal audit function with other 
internal audit functions worldwide. 

d)  Monitored the external audit of fi nan-
cial reporting and the independence of 
the external audit. The work included 
discussions regarding audit planning 
and scope, terms of engagement, audit 
fees and a review at each meeting of 
the external auditors’ work and fi ndings. 

In accordance with the Terms of Reference, 
four of the Audit Committee meetings were 
held prior to the approval and announce-
ment of the external fi nancial reporting. 

In addition, and in accordance with the 
Terms of Reference, all minutes and 
material were made available to the 
Supervisory Board, internal and external 
auditors and the Executive Board. The 
Audit Committee Chairman also reported 
at each Supervisory Board meeting on 
the key fi ndings and conclusions from the 
previous Audit Committee meeting.

At each Audit Committee meeting, the 
Audit Committee examines relevant issues 
with the external auditors and the head 
of Group Internal Audit, and the Commit-
tee invites other relevant function heads 
from the Carlsberg organisation depend-
ing on the topics being discussed at the 
meeting. The heads of Group Finance 
and Group Accounting are usually invited 
to participate in the Audit Committee 
meetings. In 2012, the Audit Committee 
held regular meetings with the external 
auditors and Group Internal Audit as well 
as with other relevant internal function 
heads without the presence of the Execu-
tive Board of the Company.

The Nomination Committee
In 2012, the Nomination Committee 
consisted of three members of the 
Supervisory Board. Jess Søderberg and 
Kees van der Graaf were members of 
the Committee for the entire year. Povl 
Krogsgaard-Larsen was Chairman of 
the Committee until he retired from the 
Supervisory Board in March 2012, after 
which Flemming Besenbacher became 
a member and also Chairman of the 

Committee. Jess Søderberg and Kees van 
der Graaf are independent of the Com-
pany as defi ned in the recommendations. 
The Committee held two meetings in 
2012 and all members were present 
at both meetings. For 2013, Jess Søder-
berg, Kees van der Graaf and Flemming 
Besenbacher have been appointed to the 
Committee.

The Nomination Committee works ac-
cording to Terms of Reference, which are 
reviewed and approved annually by the 
Supervisory Board. The Terms of Reference 
are available on the Company’s website. In 
2012, the Committee’s work included rec-
ommendations to the Supervisory Board 
with regard to the Specifi cation of Compe-
tencies required for the Supervisory Board, 
including recommended adjustments to 
the Company’s objectives for diversity at 
relevant management levels. The Commit-
tee has set out the expected time commit-
ment for Supervisory and Executive Board 
positions and made recommendations to 
the Supervisory Board regarding composi-
tion, performance and balance of skills, 
knowledge and experience of Board mem-
bers and potential training and updating 
of these skills. Finally, the Nomination 
Committee advises and makes recom-
mendations to the Supervisory Board with 
regard to candidates for the Supervisory 
Board and Executive Board, if relevant. At 
the beginning of 2012, the Committee held 
interviews with a number of potential new 
candidates for the Supervisory Board and, 
at the recommendation of the Nomination 
Committee, three candidates were recom-
mended by the Supervisory Board to the 
Annual General Meeting in March 2012 as 
new members of the board.

The Remuneration Committee
The Remuneration Committee is described 
as part of the remuneration report on page 
46 onwards.

The Executive Board
The Supervisory Board appoints the CEO 
and other members of the Executive 
Board. Led by the CEO, the Executive 
Board is responsible for the preparation 
and implementation of strategic plans. The 
Executive Board consists of two persons: 
Jørgen Buhl Rasmussen, President & CEO, 
and Jørn P. Jensen, CFO & Deputy CEO.

The members of the Executive Board are 
not members of the Supervisory Board but 
do attend Supervisory Board meetings.

The Company also has a wider Executive 
Committee, which consists of eight individu-
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als in addition to the two Executive Board 
members. The composition of the Execu-
tive Committee can be seen on page 50.

Auditing
To safeguard the interests of share-
holders and the general public, an 
independent auditor is appointed at the 
Annual General Meeting, following a 
recommendation from the Supervisory 
Board based on a proposal from the 
Audit Committee. Before making its 
recommendation, the Supervisory Board 
undertakes a critical evaluation of the 
auditor’s independence, competence etc. 

The auditor reports any signifi cant fi ndings 
regarding accounting matters and any 
signifi cant internal control defi ciencies to 
the Supervisory Board via the Audit Com-
mittee and through its written long-form 
audit reports to the Supervisory Board, 
which are issued at least twice a year. The 
auditor takes part in all Audit Committee 
meetings and at least the Supervisory 
Board meeting at which the Annual Report 
is discussed and approved. 

Internal control and risk 
management related to the 
fi nancial reporting process
Overall control environment
The Supervisory Board and the Executive 
Board have overall responsibility for the 
Group’s control environment. The Audit 
Committee appointed by the Supervisory 
Board is responsible for monitoring the 
internal control and risk management 
systems related to the fi nancial reporting 
process on an ongoing basis. 

The Company has a number of policies 
and procedures in key areas of fi nancial 
reporting, including the Finance Manual, 
the Controller Manual, the Chart of Au-
thority, the Risk Management Policy, the 
Treasury Policy, the Information Security 
Policy and the Business Ethics Policy. 
The policies and procedures apply to all 
subsidiaries, and similar requirements are 
set out in collaboration with the partners 
of the joint ventures. 

The internal control and risk manage-
ment systems are designed to mitigate 
rather than eliminate the risks identifi ed 
in the fi nancial reporting process. Internal 
controls related to the fi nancial reporting 
process are established to mitigate, detect 
and correct material misstatements in the 
consolidated fi nancial statements.  

The monitoring of risk and internal 
controls in relation to the fi nancial report-

ing process are anchored by the report-
ing of the maturity level of the control 
environment using Carlsberg’s fi nancial 
control framework.

Risk assessment
The risk assessment process related to 
the risk in relation to the fi nancial report-
ing process is assessed annually and 
approved by the Audit Committee.

The risk related to each accounting 
process and account in the consolidated 
fi nancial statements is assessed based on 
quantitative and qualitative factors. The 
associated fi nancial reporting risks are 
identifi ed based on the evaluation of the 
impact of the risks materialising and the 
likelihood of the risks materialising. 

The identifi ed areas are divided into 
accounts with high, medium or low risk. 
High-risk areas are accounts that include 
signifi cant accounting estimates, including 
goodwill and special items, and the sales 
and purchase process. Carlsberg’s fi nan-
cial control framework reporting covers 
relevant Group companies and functions 
to the level where high-risk accounts are 
covered at least 80% and medium-risk 
accounts at least 60%. Low-risk accounts 
are not covered.

Control activities
The Group has implemented a formalised 
fi nancial reporting process for the strategy 
process, budget process, quarterly esti-
mates and monthly reporting on actual 
performance. The accounting informa-
tion reported by all Group companies is 
reviewed both by controllers with regional 
or functional in-depth knowledge of the 
individual companies/functions and by 
technical accounting specialists. In addi-
tion, signifi cant Group companies have 
controllers with extensive commercial 
and/or accounting knowledge and insight.

Based on the risk assessment, the Group 
has established minimum requirements 
for the conducting and documentation 
of IT and manual control activities to 
mitigate identifi ed signifi cant fi nancial 
reporting risks. Carlsberg’s fi nancial control 
framework covers 132 controls relating to 
23 accounting processes and areas. The 
relevant Group companies and functions 
must ensure that Carlsberg’s fi nancial 
control framework is implemented in their 
business and that individual controls are 
designed to cover the predefi ned specifi c 
risk. The local management is responsible 
for ensuring that the internal control activ-
ities are performed and documented, and 

is required to report the compliance quar-
terly to the Group’s fi nance organisation.

The entities in the Group are dependent on 
IT systems. Any weaknesses in the system 
controls or IT environment are compensated 
for by manual controls in order to mitigate 
any signifi cant risk relating to the fi nancial 
reporting. This includes the implementation 
of compensating controls during the imple-
mentation of the supply chain integration 
and business standardisation project given 
that an increased number of people will 
have access to systems. Sweden will be the 
fi rst country to implement the project in the 
spring of 2013. 

Information and communication
The Group has established information 
and communication systems to ensure 
that accounting and internal control 
compliance are established, including a 
fi nance manual, a controller manual and 
internal control requirements.

Besides this, the Group has implemented 
a formalised reporting process for reporting 
monthly, quarterly, budget and estimate 
fi gures from all countries and functions. 

Monitoring
The Audit Committee’s monitoring 
covers both the internal control environ-
ment and business risk. The monitoring 
of the internal control environment is 
covered by Carlsberg’s fi nancial control 
framework. The business risk is as-
sessed and reviewed at multiple levels 
in the Group, such as periodic review of 
control documentation, controller visits 
and audits performed by Group Internal 
Audit. Additionally, business risks are 
discussed and monitored at business 
review meetings between the Executive 
Committee, regional management and 
local management, at which potential 
fi nancial impacts are identifi ed. 

The Audit Committee’s Terms of Refer-
ence outline its roles and responsibilities 
concerning supervision and monitoring of 
the internal control and risk management 
systems related to fi nancial reporting. 
The monitoring is performed on the basis 
of periodical reporting from the fi nance 
organisation, internal and external audit.

Group Internal Audit
The Internal Audit department ensures 
objective and independent assessment 
of the adequacy, effectiveness and qual-
ity of the Group’s internal controls. The 
head of Group Internal Audit reports to 
the Chairman of the Audit Committee. 

44 Management review



The Audit Committee must approve the 
appointment and potential dismissal of 
the head of Group Internal Audit. Group 
Internal Audit works in accordance with a 
charter and Terms of Reference approved 
by the Audit Committee.

Group Internal Audit conducts an annual 
review of business risks. On the basis 
of this and input from the Supervisory 
Board, the Audit Committee and senior 
executives in the Group, an audit plan 
is drawn up for the year. The plan is 
reviewed and approved by the Audit 
Committee and the Supervisory Board. 
Group Internal Audit is responsible for 
planning, executing and reporting on the 
audit performed. The reporting includes 
observations and conclusions, together 
with suggestions for improvements to the 
internal controls in each area audited.

When conducting an audit, Group Internal 
Audit assesses whether the audited entity/
function has well-established accounting 
practices, written policies and procedures in 
all important business areas, and adequate 
internal control procedures. This includes 
the assessment of whether controls in rela-
tion to key IT systems are satisfactory, and 
whether they comply with the IT Policy.

The Carlsberg Group has a whistleblower 
system which enables employees to report 
activities that may involve criminal con-
duct or violations of the Carlsberg Group’s 
policies and guidelines. 

The whistleblower system consists of a 
website and a hotline set up by an inde-
pendent third party to ensure the highest 
level of security and confi dentiality. Reports 
fi led through the whistleblower system are 

handled by a few specifi c employees within 
Group Internal Audit who are charged with 
the responsibility of evaluating any poten-
tial violation. Group Internal Audit regularly, 
and at least every quarter, reports to the 
Audit Committee on issues reported via the 
whistleblower system and action taken as 
a result thereof. In 2012, 26 reports were 
made to the system. Since the establish-
ment of the whistleblower system in April 
2010, some reports and their subsequent 
investigation have led to various discipli-
nary sanctions for one or more employees, 
including dismissals on the basis of viola-
tion of Group policies and, in some cases, 
relevant criminal laws. Most of these mat-
ters related to isolated incidents of fraud 
carried out by individual employees in the 
Group. The incidents have not had any ma-
terial impact on the fi nancial results of the 
Group or the Group company in question.

Carlsberg has the strongest brand 
portfolio in Russia with no. 1 positions 
in all price segments. The Baltika 
brand is by far the biggest national 
brand in Russia, enjoying a market 
share of more than 13%. With its 
combined portfolio, Baltika had 
a market share of 38.2% in 
Russia in 2012.
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REMUNERATION REPORT

WE WANT OUR EXECUTIVES TO SHARE OUR SHAREHOLDERS’ INTERESTS 
AND BELIEVE THAT REMUNERATION SHOULD PROVIDE THIS ALIGNMENT.

based long-term incentive awards that 
may be granted to an Executive Director  
in any fi nancial year will be increased from 
100% of fi xed salary to 200% of fi xed 
salary. While the Committee does not 
intend to grant at these maximum levels 
in the near future, it does wish to have this 
fl exibility if it later judges higher awards to 
be appropriate.  

The Committee and Supervisory 
Board believe that these changes will 
signifi cantly strengthen the alignment 
of the executives’ interests with the per-
formance of the Group and the interests 
of our shareholders.  

Remuneration Policy
The main elements of the Executive 
Directors’ remuneration arrangements 
are summarised in the table below and 
are explained in more detail in the sub-
sequent paragraphs. 

Activities in current year and 
development of our approach 
to remuneration
Carlsberg established the Remuneration 
Committee in late 2010. One of its prior-
ities for 2012 was to undertake a com-
plete review of the remuneration policy 
and structure for Executive Directors. 
Our principal aim was to ensure that the 
Company’s executives share our share-
holders’ long-term performance and value 
perspective, and that their remuneration 
aligns these interests. 

As a result of its review, the Remuneration 
Committee concluded that:
•  In terms of overall remuneration, the 

current structure provides a good balance 
between the drivers of performance and 
alignment with shareholders.

•  However, there is scope to improve align-
ment and further drive performance by 
introducing a new element to the existing 
long-term incentive arrangements. 

•  The new long-term performance element 
should be the award of performance 

shares, which would work in tandem with 
the existing share option plan. The vest-
ing of these performance shares would 
be subject to achievement of perform-
ance conditions set by the Committee 
prior to the date of grant.

•  To further increase alignment and as 
an integral part of the new long-term 
incentive structure, the Remuneration 
Committee should introduce sharehold-
ing guidelines requiring the Executive 
Directors to retain shares once long-term 
incentive awards vest.

The current Remuneration Policy for 
the Executive Board and guidelines for 
incentive arrangements were approved 
by the shareholders in March 2011. The 
incentive guidelines already envisage the 
use of performance shares and will there-
fore remain unchanged. To facilitate the 
granting of the proposed new long-term 
incentive arrangements, the Company will 
seek shareholder approval to amend the 
Remuneration Policy. Under the revised 
Policy, the maximum total value of share-

Element 
of pay Objective Award level

Performance 
criteria

Performance 
period

Fixed salary Attract and retain high-perform-
ing individuals by refl ecting mar-
ket value of role and executive’s 
skills and experience. Reward 
day-to-day performance. Set 
at a level to prevent overreliance 
on variable pay.

Takes into account the market rate for similar 
roles in international comparator companies 
as well as the skills and experience of 
the executive.

No performance criteria per se, but the 
performance of the individual is taken 
into account when fi xed salary levels are 
reviewed.

N/A

Benefi ts Operate a competitive bene fi ts 
suite to aid recruitment and 
retention.

Perquisites and other benefi ts corresponding 
to market practices.

N/A N/A

Pension Executives make their own 
provision for retirement.

N/A N/A N/A

Annual 
bonus plan

Drive and reward delivery of 
short-term business objectives.

Maximum bonus opportunity is 100% of fi xed 
salary. Bonus opportunity at target is 60% of 
fi xed salary.

EBIT, free cash fl ow, net profi t, growth 
in market share. 

1 year

Long-term 
incentive plan

Drive and reward longer-
term business objectives. 
Maximise alignment with 
shareholder value.

The current maximum level of long-term 
incentive awards is 100% of fi xed salary based on 
the fair value of an award at the date of grant. 

Shareholder approval will be sought at the 
2013 Annual General Meeting to raise the 
maximum award limit from 100% of fi xed salary 
to 200% of fi xed salary. It is not intended that 
awards will be made for the foreseeable future at 
this upper limit. 

For share options, inherent share price 
growth target.
 
For performance share awards to be 
introduced from 2013:
•  Relative total shareholder return (TSR) 

(40% of the award).
•  Growth in adjusted EPS 

(30% of the award).
•  Organic growth in market share 

(20% of the award).
•  CSR target (10% of the award).

Options 
exercisable 
between 
3rd and 8th 
anniversary 
of grant. 
Performance 
period for 
performance 
shares, 
3 years. 

REMUNERATION POLICY

46 Management review



THE COMMITTEE’S RESPONSIBILITIES  

Carlsberg’s Remuneration Committee was 
established by the Supervisory Board in late 2010.

The Committee is responsible for the Remuneration 
Policy (including the general guidelines for incentive 
programmes) for all members of the Supervisory 
Board and the Executive Board, for recommending 
proposals on changes to the Remuneration Policy, 
and for obtaining the approval of the Supervisory 
Board prior to seeking shareholders’ approval at the 
General Meeting. The Committee is responsible for 
making proposals to the Supervisory Board on the 
actual structure and content of the remuneration 
packages (in accordance with the policy approved 
by the shareholders) of the members of the Super-
visory Board and the Executive Board.

The Committee monitors and advises the Super-
visory Board on any major changes to the policy 
on senior employee remuneration structures for the 
Group, including for the Executive Committee. The 
Committee’s Terms of Reference, which govern how 
it operates, are approved by the Supervisory Board 
and are available on the Company’s website.

COMMITTEE MEMBERS

Members

Richard Burrows (Chairman)

Jess Søderberg

Flemming Besenbacher (appointed March 2012)

Kees van der Graaf

Povl Krogsgaard-Larsen (retired)

Elisabeth Fleuriot (appointed 1 January 2013)

Richard Burrows, Jess Søderberg, Kees van der 
Graaf and Elisabeth Fleuriot are independent of the 
Company as defi ned in the recommendations of 
the Danish Committee on Corporate Governance.

The CEO, Deputy CEO, Senior Vice President 
HR and Vice President Compensation & Benefi ts 
are invited to attend meetings of the Committee 
where appropriate but are not present when their 
own remuneration is discussed directly. 

In 2012, the Remuneration Committee held fi ve 
meetings. At three meetings all the members 
participated, while at two meetings one member 
was absent.

New Bridge Street, an Aon Hewitt company, 
is the Committee’s external adviser. No other 
services are provided to the Group by Aon Hewitt 
and the Committee is satisfi ed as to the inde-
pendence of its advisers.

MAIN ACTIVITIES IN 2012

During 2012, the Remuneration Committee met fi ve times and its main activities were:

•  Considering the achievement of performance criteria for the annual bonus plan 
and approving levels of vesting. 

• Determining levels of long-term incentive awards for 2012.
• Consideration of shareholders’ feedback from the 2012 Annual General Meeting.
• Review of overall pay philosophy and policy.
•  Review of fi xed salary levels, bonus targets and levels of award for 2013. 
• Evaluating the remuneration of the Supervisory Board. 
• Review of its Terms of Reference and its own effectiveness.
 

2013 OBJECTIVES

•  Ensuring that senior executives remain appropriately compensated and incentivised 
to deliver on our strategy.

•  Alignment of all senior management to the new proposed approach to remuneration.
•  Monitoring the workings and outcomes of the proposed revised remuneration approach 

and structure.

Carlsberg’s remuneration is designed to enable us to recruit and retain 
individuals with the expertise and ability required to run a growing inter-
national company, and to do so in a way that drives our business success 
and rewards executives when shareholders are rewarded.

Levels of fi xed remuneration are set based on individuals’ experience 
and contribution, and in the context of the external market. While we do 
not seek to adhere rigidly to market benchmarks, we monitor and take 
into account pay levels and incentive opportunities in the principal markets 
from which we recruit: our European brewing and spirits peers and the 
global consumer goods sector as well as companies across industry 
sectors in the Nordic region.

Many of our investors – including our main shareholder – are long-term 
holders of our shares. We want our executives to share their perspective 
and believe that remuneration should align their interests accordingly. 
Recent developments in our remuneration have sought to strengthen this 
link by tilting the balance of the package to long-term share-based pay 
and requiring that any shares awarded be retained for longer.  

The Company’s full Remuneration Policy for the Supervisory Board 
and Executive Board and guidelines for incentive programmes as 
approved at the Annual General Meeting of the Company on 24 March 
2011 are available on the Company’s website.  

OUR APPROACH TO REMUNERATION

ATTENDANCE AT COMMITTEE 
MEETINGS AND ADVISERS

Carlsberg Annual Report 2012 47



Award levels and balance between share 
options and performance shares
Each year, the Committee will determine 
the total level of long-term incentive 
award to be made to each Executive 
Director and how much of that award will 
be made using performance shares and 
how much using share options. 

The Committee proposes to change the 
current Remuneration Policy so that the 
maximum value of all long-term incentive 
awards that can be made in a fi nancial 
year is 200% of fi xed salary. Sharehold-
ers will be asked to approve this change of 
policy at the 2013 Annual General Meeting. 
The Committee does not intend to grant at 
these maximum levels in the near future, 
but would wish to have this fl exibility if it 
judges higher awards to be appropriate in 
future years. It does, however, consider that 
some increase in award levels above the 
current 100% is likely to be appropriate for 
2013. Details of the actual levels of award 
made in 2013 will be disclosed in next year’s 
report and fi nancial statements.

Fixed salary
The Committee reviews fi xed salaries 
annually, taking into account a number of 
relevant factors, including the individual’s 
performance, role and responsibilities. The 
Committee also takes into account levels 
of remuneration for similar roles at com-
parable companies in both the drinks and 
fast moving consumer goods sectors as 
well as companies across industry sectors 
based in the Nordic region. 

The Committee has reviewed the execu-
tives’ fi xed salaries which have not been 
adjusted since 2008. The Committee and 
the Supervisory Board have decided to 
increase the executives’ fi xed salaries by 
4.5% with effect from 2013.

Annual bonus
The annual bonus is structured to incen-
tivise the Executive Directors to deliver 
on the Group’s short-term strategic 
objectives. 

For 2013, the potential maximum bonus 
will remain at 100% of fi xed salary with 
60% of fi xed salary payable for on-target 
performance. A scorecard of performance 
measures is used to assess performance. 
The determination of the fi nal bonus is 
subject to the discretion of the Commit-
tee and the Supervisory Board taking into 
account the overall performance of the 
business. The measures used in the score-
card for the 2013 annual bonus are set out 
below; these are the same measures which 
were applied for 2012.

Long-term incentive arrangements
Current structure  
The long-term incentive arrangements for 
the Executive Directors currently comprise 
share options that vest after three years 
subject to continued employment. The 
maximum award that can be made in 
any one fi nancial year is 100% of fi xed 
salary (calculated in accordance with 
the International Financial Reporting 
Standards (IFRS) at the date of grant). 
All long-term incentive awards are made 
at the discretion of the Committee.

New proposed structure   
Following its review of Carlsberg’s 
Remuneration Policy and remuneration 
structure for Executive Directors, for 2013 
the Committee is proposing to introduce 
a new element in the long-term incentive 
arrangements that will facilitate the award 
of performance shares.

The vesting of any performance shares 
will be subject to achievement of per-
formance conditions determined by the 
Committee prior to the date of grant and 
measured over a three-year period. The 
performance share awards and the per-
formance conditions attaching to those 
awards will further increase and support 
the alignment between the Executive 
Directors’ reward and the long-term 
Group strategy and shareholder value. 

The Committee is proposing that perform-
ance share awards granted in 2013 should 
be subject to the performance conditions 
set out below.

In order for any award (or part of an 
award) to vest, the Committee must 
be satisfi ed that underlying corporate 
performance is at a satisfactory level. 

Annual 
bonus 
measures EBIT

Free 
cash 
fl ow

Net
profi t

Growth 
in 

market 
share

Weighting of 
performance 
measure

40% 30% 15% 15%

ANNUAL BONUS

Measure Weighting Performance condition and period

Relative total shareholder 
return (TSR)
TSR measures the total return 
to investors.

Carlsberg’s TSR performance will 
be measured relative to a com-
parator group of 18 companies 1. 

40% •  Measured over 3 years from date of grant. 
•  25% of TSR element vests if Carlsberg’s TSR 

performance is at median of peer group1.
•  100% vests for upper-quartile performance. 
•  Straight-line vesting in between median and 

upper quartile. 

Adjusted EPS growth
Adjusted EPS growth targets 
measure the Group’s underlying 
fi nancial success.

30% •  Measured over 3 fi nancial years.
•  25% of the adjusted EPS element vests for 6% 

p.a. growth. 
•  100% vests for 11% p.a. growth.
•  Straight-line vesting in between 6% p.a. and 

11% p.a.

Organic growth in market share 
Growth in market share supports 
Carlsberg’s strategic aim to be 
the fastest growing global beer 
company.

20% •  Measured over 3 fi nancial years.
•  Account taken of the majority of the Group’s 

markets, weighted by volume. 

Corporate social responsibility 
Carlsberg has long held itself to 
high standards of corporate social 
performance.

10% •  Measurement of CSR (environment, consumers, 
employees, communities and other stakehold-
ers) for our major markets.

1    TSR comparator group: Anheuser-Busch Inbev, Asahi Group Holdings, Beam, Britvic, Brown-Forman ‘B’, Coca-Cola, Davide 
Campari-Milano, Diageo, Dr Pepper Snapple, Heineken, Kirin Holdings, Molson Coors Brewing ‘B’, Monster Beverage, 
PepsiCo, Pernod Ricard, Rémy Cointreau, SAB Miller, Sapporo Holdings.

PERFORMANCE CONDITIONS
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Vested in 2012.   In February 2012, the 
options granted to the CEO and CFO in 
2009 vested and became exercisable with 
over 30,000 shares each. 

Share awards and holdings of shares.   
Share option awards and shares held by 
the Exe cutive Directors at the beginning 
of the fi nancial year and movements 
during the year to 31 December 2012 
are shown in note 12 to the consolidated 
fi nancial statements. 

Remuneration of Supervisory Board 
The fees for the Supervisory Board 
members for the fi nancial year 2012 are 
set out in note 12 to the consolidated 
fi nancial statements. The Remuneration 
Policy and the specifi c remuneration of 
the Supervisory Board for 2012 have been 
approved by the Annual General Meeting. 

The number of shares in Carlsberg A/S 
held by the Supervisory Board members 
at the beginning of the fi nancial year 
and movements to 31 December 2012 
are shown in note 12 to the consolidated 
fi nancial statements.

Reclaiming variable pay
In the event of serious misconduct, or if 
an annual bonus or long-term incentive 
award is made on the basis of accounts 
that prove to be materially misstated, the 
Company may reclaim, in full or in part, 
any over-payment from annual bonus 
or cancel or withdraw unexercised or 
unvested long-term incentive awards in 
respect of the executive directors.

Remuneration of the Supervisory Board
The members of the Supervisory Board of 
Carlsberg A/S are remunerated for duties 
performed in the Company. 

The fees are reviewed, but not necessarily 
increased, annually after taking into ac-
count market practice with reference to an 
international comparator group as well as 
the need to attract and retain high-calibre 
individuals.

 

Members of the Supervisory Board are 
not included in share incentive program mes, 
retirement benefi t plans and other schemes. 
No agreements have been entered into 
concerning termination bene fi ts, and no 
such payments were made in 2012.

Share ownership guidelines
In order to strengthen the alignment 
between the Executive Directors and 
shareholders, the Committee has introduced 
shareholding guidelines for the Executive 
Directors. In future, the Executive Direct-
ors will be required to retain shares on the 
vesting of long-term incentive awards (sub-
ject to disposals required to meet any tax 
and other associated obligations). The CEO 
is expected to build up a holding of shares 
equivalent to 150% of fi xed salary, and the 

Deputy CEO/CFO a holding equivalent to 
120% of fi xed salary.

Executive Directors’ service contracts
Service contracts for members of the 
Executive Board contain terms and 
conditions that are considered common 
to executive board members in Danish 
listed companies. 
 

Our remuneration for 2012
This section sets out how Carlsberg’s 
Remuneration Policy was implemented 
during the 2012 fi nancial year. Specifi c 
detail is provided regarding the different 
elements of pay that the Supervisory 
Board and Executive Directors received 
and how those amounts were calculated. 

Remuneration of Executive Directors 
The actual fi xed salaries paid in 2012 
were DKK 10.5m to Jørgen Buhl Ras-
mussen and DKK 9.1m to Jørn P. Jensen 
(both unchanged since 2008).

Annual bonus
For the fi nancial year 2012, the bonus 
targets were met and as a result 60% 
of the maximum bonus, being 60% of 
fi xed salary, is payable for performance 
in 2012.

The actual amount of bonus payable 
equates to DKK 6.3m and DKK 5.5m 
for Jørgen Buhl Rasmussen and Jørn P. 
Jensen respectively. 

Long-term incentive awards 
Granted in 2012.   In the fi nancial year 2012, 
the CEO and CFO were each awarded 
share options that, at the time of award, 
had a fair value of 100% of fi xed salary. 
The shares will vest after three years 
subject to continued employment.  

Share 
owner-

ship 
guideline 

as % 
fi xed 

salary

Actual 
% held 

at 31 
Dec. 
2012

Unvested 
options and 

performance 
shares as % 

of fi xed salary 
(prior to 

deductions 
for tax and in-
cidental costs)

Jørgen Buhl 
Rasmussen

150% 45% 371%

Jørn P. 
Jensen

120% 22% 484%

SHARE OWNERSHIP GUIDELINES

Additional 
fee 

(as % of 
base fee)

All Supervisory Board 
members

400

Chairman of 
Supervisory Board

100%

Deputy Chairman of 
Supervisory Board

50%

Chairman of Audit 
Committee

75%

Chairman of Remuneration 
Committee 
Chairman of Nomination 
Committee

50%

Member of Board 
Committee (per Committee)

38%

REMUNERATION OF SUPERVISORY BOARD

Base
fee 

(DKK
thousand)
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Jørgen Buhl Rasmussen
President & CEO since 2007. 
Appointed to the Executive Board 
of Carlsberg A/S in 2006.

Chairman, Deputy Chairman or 
member of the Supervisory Boards 
of Carlsberg Group companies. 
Member of the Supervisory Board 
of Novozymes A/S. Prior to joining 
Carlsberg, Mr Rasmussen held senior 
managerial positions covering West-
ern, Central and Eastern Europe, the 
Middle East, Africa and Asia in sev-
eral global FMCG companies, among 
others Gillette Group, Duracell, Mars 
and Unilever.

Jørn P. Jensen
Deputy CEO since 2007; CFO since 
2004. Appointed to the Executive 
Board of Carlsberg A/S in 2000.

Chairman, Deputy Chairman or 
member of the Supervisory Boards 
of Carlsberg Group companies. 
Member of the Supervisory Boards 
of Danske Bank A/S and DONG 
Energy A/S and of the Committee on 
Corporate Governance in Denmark. 
Prior to joining Carlsberg, Mr Jensen 
held senior managerial positions in, 
among others, Nilfi sk Advance A/S 
and Foss Electric A/S.

Jørn Tolstrup Rohde
Senior Vice President, Western 
Europe since 2012 (Northern Europe 
since 2009).

Mr Tolstrup Rohde joined Carlsberg 
in 2004 to initiate the ComEx project 
and was appointed CEO of Carlsberg 
Danmark in the same year. From 
2007 to 2009, Mr Tolstrup Rohde 
was President & CEO of 3C Groups 
A/S. Mr Tolstrup Rohde has also 
held senior managerial positions 
in, among others, Orkla Group 
and Sara Lee.

Isaac Sheps
Senior Vice President, Eastern 
Europe since 2011.

President of Baltika Breweries 
since 2011. Dr Sheps joined Carlsberg 
in 2004, when he was appointed 
Chairman of the Board of Directors 
in Bulgaria, Serbia and Croatia. He 
has been CEO of Carlsberg Srbija, 
Carlsberg South East Europe and 
Carlsberg UK. Prior to joining Carlsberg, 
Dr Sheps held senior management 
positions in the brewing, electronic 
and electro-optic industries. He holds 
a PhD in economics and is an expert 
member of the ISO technical commit-
tee TC 176, responsible for preparing 
the ISO 9000 family of standards. 
Dr Sheps is based in St Petersburg.

EXECUTIVE 
COMMITTEE

THE ROLE OF THE EXECUTIVE COMMITTEE IS TO DRIVE THE 
GROUP’S STRATEGIC DEVELOPMENT AND ENSURE ALIGNMENT 
AND CLEAR OBJECTIVES ACROSS THE GROUP.
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Roy Bagattini
Senior Vice President, Asia 
since 2009.

Mr Bagattini joined Carlsberg from 
SABMiller, where he was Regional 
Managing Director for Eastern 
Europe. Prior to that, Mr Bagattini 
held senior general management 
positions in South Africa and the 
USA as well as being Country 
Managing Director of SABMiller in 
India, China and Italy. Mr Bagattini 
is based in Hong Kong.

Khalil Younes
Senior Vice President, Group Sales, 
Marketing & Innovation since 2009.

Mr Younes joined Carlsberg 
after 15 years with The Coca-Cola 
Company, where his last position 
was Vice President of Global Juice 
Marketing. Prior to that, Mr Younes 
held several positions in global 
brand stewardship, country general 
management and regional market-
ing leadership around the world. 
Mr Younes started his career with 
Procter & Gamble in France.

Anne-Marie Skov
Senior Vice President, Group 
Communications & CSR since 2004.

Responsible for Carlsberg’s corporate 
communication activities, including 
investor and media relations, and the 
CSR unit. Member of the Supervisory 
Boards of BSR, WWF Denmark and 
the Tuborg Foundation. Prior to 
joining Carlsberg, Ms Skov worked 
for the Novo Group, most recently 
as Vice President and member 
of the Executive Management of 
Novozymes A/S.

Claudia Schlossberger
Senior Vice President, Group HR 
since 2012.

Ms Schlossberger joined Carlsberg 
in 2012. Ms Schlossberger was previ-
ously Chief HR Offi cer with the Metro 
Group and Metro Cash & Carry. Prior 
to that, she held various senior HR 
leadership positions across the Metro 
Group. Ms Schlossberger has also 
been at Daimler-Benz, where she 
held positions within HR as well as 
marketing and sales, and worked 
in Russia and India.

Peter Ernsting
Senior Vice President, Group Supply 
Chain since 2011.

Member of the Supervisory Board 
of Accell Group N.V., Netherlands. 
Mr Ernsting joined Carlsberg in 2011 
from Unilever, where he was Chair-
man of the Unilever Supply Chain 
Company AG, leading the total 
end-to-end supply chain of Unilever 
in Europe. Prior to this, Mr Ernsting 
managed Unilever’s supply chain 
in Asia and Russia. Mr Ernsting is 
based in Switzerland.

Bengt Erlandsson
Senior Vice President, Group 
Procurement since 2011.

Mr Erlandsson joined Carlsberg 
in 2007 as head of Carlsberg 
Group Procurement. Before joining 
Carlsberg, Mr Erlandsson worked 
for IKEA for 28 years, mostly within 
procurement. His last position was 
as head of IKEA Indirect Material 
& Services. Mr Erlandsson is 
based in Switzerland.
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SHAREHOLDER
INFORMATION

notifi ed Carlsberg that it too owns more 
than 5% of the share capital.

At the end of 2012, Carlsberg had almost 
57,000 registered shareholders, together 
holding a nominal capital of DKK 2,847m, 
corresponding to 93% of the share capital.

Management holdings of 
Carlsberg shares
The number of shares held by each Super-
visory Board member and the number of 
shares and share options held by each Ex-
ecutive Board member are set out in note 12 
to the consolidated fi nancial statements.

Members of the Supervisory Board and 
the Executive Board are included in Carls-
berg’s insider register and must disclose 
any trading in the Company’s shares. 
The members and their relatives may 
only trade in Carlsberg’s shares during a 
four-week period after the publication of 
fi nancial statements.

Investor relations
Carlsberg aims to give investors and ana-
lysts the best possible insight into factors 
considered relevant for ensuring effi cient 
and fair pricing of Carlsberg’s shares. This 
is achieved through the quality, consist-
ency and continuity of the information 
provided by Carlsberg to the market.

As part of its investor relations work, 
Carlsberg maintains an active dialogue 
with equity and credit analysts, and 
with existing and potential sharehold-
ers, including domestic and international 
institutional investors as well as private 
investors. The Group’s Investor Relations 
department handles day-to-day contact 
with analysts and investors. As part of 
the ongoing IR activities, in 2012 Carls-
berg held investor and analyst meetings 
in a number of cities across Europe, North 
America and Asia.

Global Industry Classifi cation Standard, 
and here the Carlsberg A and B shares 
are included in the Food & Beverage and 
Consumer Goods indices. 

As a supplement to Carlsberg’s listing 
on NASDAQ OMX Copenhagen, Carls-
berg has established a sponsored level 
1 ADR (American Depository Receipt) 
programme with the Bank of New York 
Mellon. The ADRs trade over-the-counter 
in the USA under the symbol CABGY.

In addition to NASDAQ OMX Copenha-
gen, the Carlsberg shares are also traded 
on a number of other equity exchanges, 
including BATS Chi-X. In 2012, 73% of 
the trading in the Carlsberg B share took 
place on NASDAQ OMX Copenhagen.

In 2012, the Carlsberg B share gained 
37% and ended the year at DKK 554. At 
the end of 2012, the market value of the 
Company’s shares was DKK 85.4bn, com-
pared with DKK 62.2bn at the end of 2011.

Annual General Meeting 
and dividend
The Company’s Annual General Meeting 
will be held on Thursday, 21 March 2013, 
at Tap 1, Ny Carlsberg Vej 91, Copenha-
gen. The Parent Company has posted a 
profi t for 2012 of DKK 507m. The Super-
visory Board recommends that the An-
nual General Meeting approve payment 
of a dividend of DKK 6.0 per share. This 
will involve a total payment of DKK 915m, 
which will be deducted from retained 
earnings.

Shareholders
At 31 December 2012, the Company’s larg-
est shareholder was the Carlsberg Foun-
dation, holding 30% of the share capital 
and 75% of the votes. In accordance 
with section 29 of the Danish Securities 
Trading Act, OppenheimerFunds, Inc. has 

CARLSBERG AIMS TO 
CREATE THE BEST 
CONDITIONS TO ENSURE 
EFFICIENT AND FAIR 
PRICING OF ITS SHARES 
BY PROVIDING BALANCED 
AND OPEN INFORMATION 
TO THE STOCK MARKET.

Carlsberg’s shares are listed on NASDAQ 
OMX Copenhagen in two classes: Carlsberg 
A and Carlsberg B. Each A share carries 20 
votes, while each B share carries two votes 
and is entitled to a preferential dividend. 
The B share is included in NASDAQ OMX 
Nordic Large Cap and OMXC20 blue-chip 
indices. NASDAQ OMX Nordic also oper-
ates sector indices in accordance with the 

FINANCIAL CALENDAR 2013

21 March Annual General Meeting

Quarterly fi nancial statements

7 May Interim results – Q1

21 August Interim results – Q2

13 November Interim results – Q3

SHAREHOLDERS (FREE FLOAT)

%
End-
2012

End-
2011

End-
2010

DK 21 22 22

USA 28 29 30

UK 22 20 18

Other 29 29 30
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SHARE PRICE 2012
(DKK per share, Carlsberg B)

SHARE INFORMATION

Share class A B Total

Number of shares 33,699,252 118,857,554 152,556,886

Carlsberg Foundation 32,667,796 13,596,176 46,263,972

Votes per share 20 2

Par value DKK 20 DKK 20

ISIN DK001018167-6 DK001018175-9

Bloomberg CARLA DC CARLB DC

Reuters CARCa.CO CARCb.CO

Share price at year-end DKK 580.0 DKK 554.0

Proposed dividend per share DKK 6.0 DKK 6.0

Carlsberg’s investor website includes both 
current and historical information about 
the Company and its shares and bonds, 
including company announcements, share 
prices, investor presentations, webcasts 
and transcripts, fi nancial calendar, quar-
terly fi nancial statements, historical fi nan-
cial data and annual reports. A free service 
allows subscribers to receive instant e-mail 
alerts when Carlsberg publishes new infor-
mation. In addition, in 2012 we launched 
an iPad app featuring latest news, fi nancial 
and annual reports, fi nancial presentations 
and magazines. 

A total of 38 analysts had initiated cover-
age of Carlsberg at the end of 2012, 10 of 
them based in Denmark. A list of analysts 
covering Carlsberg, their recommendations 
and consensus estimates can also be found 
on the investor website.

Carlsberg’s communication with investors, 
analysts and the press is subject to special 
limitations during a four-week period prior 
to the publication of its annual reports and 
fi nancial statements.

Registration and share register
Shares can be registered in the name 
of the shareholder by contacting the 
depository bank. Registered shareholders 
may receive fi nancial statements, annual 
reports and other shareholder publications 
automatically. All registered shareholders 
are invited to attend Carlsberg’s Annual 
General Meetings. 

Carlsberg’s share register is managed by 
VP Securities A/S, Weidekampsgade 14, 
2300 Copenhagen S, Denmark.

Contact Investor Relations
VP Peter Kondrup +45 3327 1221
Director Iben Steiness +45 3327 1232
investor@carlsberg.com
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COMPANY ANNOUNCEMENTS

20.02.2012 Financial statement as at 31 December 2011

27.02.2012 Carlsberg Group looks to strengthen and diversify Supervisory Board 
with three new appointments 

28.02.2012 Notice to convene the Annual General Meeting

28.02.2012 Annual Report 2011

06.03.2012 Clarifi cation as to Carlsberg’s statement of intention to delist Baltika as 
soon as possible 

22.03.2012 Carlsberg A/S – Annual General Meeting – Summary

04.04.2012 Delisting of Baltika Breweries

12.04.2012 Consortium established to develop Copenhagen brewery site 

09.05.2012 Financial statement as at 31 March 2012

15.05.2012 Voluntary offer to minority shareholders in Baltika Breweries submitted 
to Russian authorities 

31.05.2012 Voluntary offer to minority shareholders of Baltika Breweries 

26.06.2012 Carlsberg issues 7-year EUR Notes

17.07.2012 MICEX approves delisting of Baltika Breweries

15.08.2012 Financial statement as at 30 June 2012

21.08.2012 Ownership of Baltika Breweries increased to 96.77%

17.09.2012 Compulsory purchase of outstanding shares in Baltika Breweries initiated

07.11.2012 Interim results as at 30 September 2012

08.11.2012 Successful placement of two notes

14.11.2012 Carlsberg Group increases its ownership in Chinese joint venture

29.11.2012 Full ownership of Baltika Breweries
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FINANCIAL 
REVIEW

investments in the 48.58% shareholding 
in Chongqing Jianiang Brewery Co. Ltd. 
In China and the 25% shareholding in the 
consortium developing the Copenhagen 
brewery site.

Current assets increased to DKK 21.1bn 
against DKK 18.2bn at 31 December 2011. 
The increase was primarily related to cash.

Liabilities
Total equity increased to DKK 73.7bn ver-
sus DKK 71.6bn at 31 December 2011. DKK 
70.3bn can be attributed to shareholders 
in Carlsberg A/S and DKK 3.4bn to non-
controlling interests.

The increase in equity of DKK 2.0bn was 
mainly due to profi t for the period of DKK 
6.2bn and foreign exchange gains of DKK 
1.9bn. Payment of dividends to sharehold-
ers amounted to DKK -1.1bn, actuarial 
losses to DKK -0.7bn and acquisition of 
non-controlling interests to DKK -4.6bn, 
mainly related to the acquisition of mi-
nority shares in Baltika Breweries.

Liabilities increased to DKK 80.3bn 
against DKK 76.1bn at 31 December 2011. 
The increase was in both current and 
non-current liabilities. 

Non-current liabilities increased to DKK 
52.8bn (DKK 49.5bn at 31 December 
2011), principally due to higher bor-
rowings related to increased fi nancial 
investments in associated entities and 
non-controlling interests.

Current liabilities increased to DKK 
27.5bn (DKK 25.7bn at 31 December 2011) 
due to a DKK 1.9bn bond that matures 
February 2013 and thus became a cur-
rent liability, and an increase in trade 
payables of DKK 0.8bn as a result of 
our continued focus on reducing average 
trade working capital.

(2011: DKK -274m), primarily due to cur-
rency and fair value adjustments.

Tax totalled DKK -1,861m against DKK 
-1,838m in 2011. The reported tax rate was 
23% versus 24% in 2011 impacted by non-
taxed gains within special items.

Non-controlling interests were DKK 
-638m, an increase of DKK -95m versus 
2011 (DKK -543m) due to the increased 
shareholding in Lao Brewery in 2011, 
since when the company has been fully 
consolidated (51% ownership) versus 
previous proportional consolidation. This 
more than offset lower non-controlling 
interests from Baltika Breweries follow-
ing the buyout of minority shareholders 
during the year.

Carlsberg’s share of net profi t was DKK 
5,607m versus DKK 5,149m in 2011. Adjusted 
net profi t (adjusted for post-tax impact of 
special items) was DKK 5,504m (2011: DKK 
5,203m), corresponding to 6% growth.

Statement of fi nancial position
At 31 December 2012, Carlsberg had 
total assets of DKK 154.0bn against DKK 
147.7bn at 31 December 2011. 

Assets
Intangible assets increased to DKK 91.2bn 
against DKK 89.0bn at 31 December 2011, 
driven by currency impact from Russia.

Property, plant and equipment increased 
to DKK 32.0bn against DKK 31.8bn at 31 
December 2011, mainly due to invest-
ments being on a par with depreciation, 
an exchange rate difference of DKK 0.7bn 
and impairment of DKK -0.9bn, mainly 
related to activities in Russia and Norway.

Financial assets increased to DKK 9.6bn 
against DKK 8.0bn at 31 December 
2011. The increase was largely related to 

Income statement
The Group generated total net revenue 
of DKK 67,201m, an increase of 6% com-
pared with 2011. Gross profi t amounted to 
DKK 33,370m, up 5% on 2011. The gross 
profi t margin declined 30bp to 49.7%.

Sales and distribution expenses increased 
by DKK 1,162m to DKK 19,645m. The 
increase was due to several factors, 
including higher logistics costs in Eastern 
Europe and increased trade marketing 
investments in Russia. Administrative 
expenses were DKK 4,185m (DKK 3,903m 
in 2011) and other operating income, net,  
was DKK 145m (DKK 249m in 2011). The 
Group’s share of profi t after tax in associ-
ates was DKK 108m (DKK 180m in 2011).

The development in operating profi t is 
further elaborated in the CEO statement 
on pages 7-10.

Net special items (pre-tax) amounted to 
DKK 85m against DKK -268m in 2011. 
The main items impacting special items 
were the sale of the Copenhagen brewery 
site (DKK 1.7bn), impairment of Vena 
Brewery, production and sales equip-
ment in Russia (DKK -589m), impair-
ment and restructuring of our business in 
Uzbekistan (DKK -290m), restructuring in 
Norway (DKK -262m) and restructuring 
of the Nordic Getränke joint venture in 
Germany (DKK -118m). Generally, special 
items include costs in connection with 
the restructuring measures implemented 
across the Group. 

Net fi nancial costs declined to DKK 
-1,772m against DKK -2,018m in 2011. Net 
interest costs were DKK -1,560m (2011: 
DKK 1,744m) due to lower average fund-
ing costs coming from lower short-term 
interest rates and the maturity of a GBP 
250m bond in December 2011. Other net 
fi nancial items decreased to DKK -212m 
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SEGMENT REPORTING BY QUARTER

DKK million
Q1

2011
Q2

2011
Q3

2011
Q4

2011
Q1

2012
Q2

2012
Q3

2012
Q4

2012

Net revenue

Western Europe 7,311 10,824 10,029 8,715 7,524 10,667 10,361 9,175

Eastern Europe 3,569 6,188 5,578 4,384 3,050 6,515 6,029 4,642

Asia 1,610 1,688 1,805 1,735 2,261 2,379 2,389 2,085

Not allocated 38 40 28 19 39 24 31 30

Beverages, total 12,528 18,740 17,440 14,853 12,874 19,585 18,810 15,932

Other activities - - - - - - - -

Total 12,528 18,740 17,440 14,853 12,874 19,585 18,810 15,932

Operating profi t before special items

Western Europe 433 2,031 1,789 1,166 477 1,799 1,807 1,038

Eastern Europe 490 1,677 1,315 804 19 1,509 1,600 1,174

Asia 300 314 389 283 433 431 502 319

Not allocated -246 -302 -180 -386 -332 -238 -286 -343

Beverages, total 977 3,720 3,313 1,867 597 3,501 3,623 2,188

Other activities 26 -25 -29 -33 -23 -30 -27 -36

Total 1,003 3,695 3,284 1,834 574 3,471 3,596 2,152

Special items, net -81 -104 991 -1,074 -48 1,445 -6 -1,306

Financial items, net -569 -615 -344 -490 -467 -411 -442 -452

Profi t before tax 353 2,976 3,931 270 59 4,505 3,148 394

Corporation tax -92 -740 -734 -272 -15 -974 -787 -85

Consolidated profi t 261 2,236 3,197 -2 44 3,531 2,361 309

Attributable to:

Non-controlling interests 88 181 191 83 120 176 225 117

Shareholders in Carlsberg A/S 173 2,055 3,006 -85 -76 3,355 2,136 192

Cash fl ow 
Operating profi t before depreciation and 
amortisation was DKK 13,812m (DKK 
13,600m in 2011). 

The change in trade working capital was 
DKK 852m (DKK -571m in 2011). Average 
trade working capital to net revenue was 
1.0% at the end of 2012 versus 1.9% at 
the end of 2011.

Paid net interest etc. amounted to DKK 
-1,996m (DKK -2,070m in 2011).

Cash fl ow from operating activities was 
DKK 9,871m against DKK 8,813m in 2011. 
The 12% increase was driven by improved 
trade working capital. 

Cash fl ow from investing activities was 
DKK -3,974m against DKK -4,883m in 
2011. Cash fl ow from investing activities 
was positively impacted by DKK 1.9bn 
related to the proceeds from the sale 
of the Copenhagen brewery site. Total 
operational investments of DKK -5.1bn 

were above 2011 (DKK -4.6bn in 2011) 
and primarily included sales investments 
and capacity expansion in Asia. Total 
fi nancial investments of DKK -791m (DKK 
-311m in 2011) were mainly related to the 
acquisition of associates, including the 
establishment of the Chongqing Jianiang 
Brewery Co. Ltd. joint venture and the 
subsequent acquisition of an additional 
18.58% shareholding. 

Free cash fl ow was DKK 5,897m against 
DKK 3,930m for 2011.

Financing 
At 31 December 2012, gross interest-
bearing debt amounted to DKK 40.1bn 
and net interest-bearing debt amounted 
to DKK 32.5bn. The difference of DKK 
7.6bn was other interest-bearing assets, 
including DKK 5.8bn in cash and cash 
equivalents. Net interest-bearing debt 
was impacted by DKK 4.9bn from acquisi-
tion of non-controlling interests, mainly 
related to the increased shareholding in 
Baltika Breweries.

Of the gross interest-bearing debt, 92% 
(DKK 36.7bn) was long term, i.e. with ma-
turity after more than one year. The net 
interest-bearing debt consisted primarily 
of facilities in EUR and approximately 
86% was at fi xed interest (fi xed-interest 
period exceeding one year).

The Group issued three bonds during 
2012. In July, the Group placed a 7-year 
EUR 500m bond with a coupon of 
2.625%. The principal amount of this 
issue was increased to EUR 750m in 
November together with the issue of a 
10-year EUR 750m bond with a coupon 
of 2.625%.

  Current and historical fi nancial data are available for 
download at www.carlsberggroup.com/investor/fi nancials
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We have very attractive businesses 
in the growth markets in Indochina 
with no. 1 positions in Laos and 
Cambodia and a solid no. 2 position 
in Vietnam. Our growth in market 
share in all three markets in 
2012 was driven by our strong 
local power brands.
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income statement

DKK million note 2012 2011

revenue 93,100 86,555
excise duties on beer and soft drinks etc. -25,899 -22,994

Net revenue 67,201 63,561

cost of sales 3 -33,831 -31,788

Gross profit 33,370 31,773

sales and distribution expenses 4 -19,645 -18,483
administrative expenses 5 -4,185 -3,903
other operating income 6 589 671
other operating expenses 6 -444 -422
share of profit after tax, associates 17 108 180

Operating profit before special items 9,793 9,816

special items, net 7 85 -268

Financial income 8 900 630
Financial expenses 8 -2,672 -2,648

Profit before tax 8,106 7,530

corporation tax 9 -1,861 -1,838

Consolidated profit 6,245 5,692

attributable to:
non-controlling interests 10 638 543
shareholders in carlsberg a/s 5,607 5,149

DKK

Earnings per share 11
basic earnings per share 36.8 33.8
Diluted earnings per share 36.7 33.7
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statement of comprehensive income

DKK million note 2012 2011

Profit for the year 6,245 5,692

other comprehensive income:
Foreign exchange adjustments of foreign entities 8 1,904 -1,839
Value adjustments of hedging instruments 8, 35, 36 111 -12
retirement benefit obligations 25 -741 -1,093
share of other comprehensive income in associates 17 4 3
effect of hyperinflation 8 75 175
other -2 -26
corporation tax 9 88 314

Other comprehensive income 1,439 -2,478

Total comprehensive income 7,684 3,214

attributable to:
non-controlling interests 582 639
shareholders in carlsberg a/s 7,102 2,575

Foreign exchange adjustments arise on the translation of the financial state-
ments of foreign entities with a functional currency other than the group’s 
presentation currency, foreign exchange adjustments of assets and liabilities 
which constitute part of the group’s net investment in a foreign entity and 
foreign exchange adjustments of hedging transactions related to the group’s 
net investment in foreign entities. 

Value adjustments of hedging instruments comprise changes in the fair value 
of hedging transactions that qualify for recognition as cash flow hedges and 
for which the hedged transaction has not yet been realised and hedging 
transactions related to the group’s net investment in foreign entities. 
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statement of financial position

Assets

DKK million note 31 Dec. 2012 31 Dec. 2011

non-current assets:
intangible assets 14, 15 91,216 89,041
property, plant and equipment 15, 16 31,991 31,848
investments in associates 17 6,241 5,051
securities 18 133 134
receivables 19 2,075 1,650
Deferred tax assets 26 1,170 1,199
retirement benefit plan assets 25 4 5

Total non-current assets 132,830 128,928

current assets:
inventories 20 4,541 4,350
trade receivables 19 7,828 7,855
tax receivables 60 129
other receivables 19 2,045 1,846
prepayments 853 867
securities 18 21 24
cash and cash equivalents 21 5,760 3,145

Total current assets 21,108 18,216

assets held for sale 22 27 570

Total assets 153,965 147,714
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equity And liAbilities

DKK million note 31 Dec. 2012 31 Dec. 2011

equity:
share capital 23 3,051 3,051
reserves -6,476 -8,740
retained earnings 73,686 71,555

equity, shareholders in carlsberg a/s 70,261 65,866
non-controlling interests 3,389 5,763

Total equity 73,650 71,629

non-current liabilities:
borrowings 24 36,706 34,364
retirement benefit obligations and similar obligations 25 3,961 3,263
Deferred tax liabilities 26 9,682 9,652
provisions 27 1,230 1,001
other liabilities 28 1,201 1,262

Total non-current liabilities 52,780 49,542

current liabilities:
borrowings 24 3,352 1,875
trade payables 11,862 11,021
Deposits on returnable packaging 1,381 1,291
provisions 27 619 511
corporation tax 537 527
other liabilities etc. 28 9,766 10,490

Total current liabilities 27,517 25,715

liabilities associated with assets held for sale 22 18 828

Total liabilities 80,315 76,085

Total equity and liabilities 153,965 147,714
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statement of changes in equity

2012
shareholders in carlsberg a/s

DKK million
share  

capital
currency 

translation
Hedging 
reserves

available- 
for-sale  

investments
total 

reserves
retained 
earnings

equity, 
shareholders in 

carlsberg a/s

non- 
controlling 

interests
total 

equity

equity at 1 January 2012 3,051 -7,728 -1,159 147 -8,740 71,555 65,866 5,763 71,629

profit for the year - - - - - 5,607 5,607 638 6,245

other comprehensive income:
Foreign exchange adjustments  

of foreign entities - 1,952 - - 1,952 - 1,952 -48 1,904
Value adjustments of hedging instruments - -216 327 - 111 - 111 - 111
retirement benefit obligations - - - - - -729 -729 -12 -741
share of other comprehensive income  

in associates - - - - - 4 4 - 4
effect of hyperinflation - 71 - - 71 - 71    4 75
other - - - - - -2 -2 - -2
corporation tax - 56 74 - 130 -42 88 - 88

Other comprehensive income - 1,863 401 - 2,264 -769 1,495 -56 1,439

Total comprehensive income for the year - 1,863 401 - 2,264 4,838 7,102 582 7,684

acquisition/disposal of treasury shares - - - - - 12 12 - 12
exercise of share options - - - - - -37 -37 - -37
share-based payment - - - - - 54 54 - 54
Dividends paid to shareholders - - - - - -839 -839 -282 -1,121
acquisition of non-controlling interest - - - - - -1,897 -1,897 -2,674 -4,571

Total changes in equity - 1,863 401 - 2,264 2,131 4,395 -2,374 2,021

Equity at 31 December 2012 3,051 -5,865 -758 147 -6,476 73,686 70,261 3,389 73,650
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2011
shareholders in carlsberg a/s

DKK million
share  

capital
currency 

translation
Hedging 
reserves

available- 
for-sale  

investments
total 

reserves
retained 
earnings

equity, 
shareholders in 

carlsberg a/s

non- 
controlling 

interests
total 

equity

equity at 1 January 2011 3,051 -6,049 -1,154 147 -7,056 68,253 64,248 5,381 69,629

profit for the year - - - - - 5,149 5,149 543 5,692

other comprehensive income:
Foreign exchange adjustments  

of foreign entities - -1,941 - - -1,941 - -1,941 102
-1,839

Value adjustments of hedging instruments - -20 8 - -12 - -12 - -12
retirement benefit obligations - - - - - -1,079 -1,079 -14 -1,093
share of other comprehensive income  

in associates - - - - - 3 3 - 3
effect of hyperinflation - 166 - - 166 - 166    9 175
other - - - - - -25 -25 -1 -26
corporation tax - 116 -13 - 103 211 314 - 314

Other comprehensive income - -1,679 -5 - -1,684 -890 -2,574 96 -2,478

Total comprehensive income for the year - -1,679 -5 - -1,684 4,259 2,575 639 3,214

acquisition/disposal of treasury shares - - - - - -3 -3 - -3
exercise of share options - - - - - -46 -46 - -46
share-based payment - - - - - -1 -1 - -1
share buy-back - - - - - - - -417 -417
Dividends paid to shareholders - - - - - -763 -763 -121 -884
acquisition of non-controlling interests - - - - - -176 -176 -1,353 -1,529
effect of hyperinflation - - - - - 32 32 2 34
acquisition of entities - - - - - - - 1,632 1,632

Total changes in equity - -1,679 -5 - -1,684 3,302 1,618 382 2,000

Equity at 31 December 2011 3,051 -7,728 -1,159 147 -8,740 71,555 65,866 5,763 71,629

the proposed dividend of DKK 6.00 per share, in total DKK 915m (2011: DKK 
5.50 per share, in total DKK 839m), is included in retained earnings at 31 De-
cember 2012. Dividends paid out in 2012 for 2011 amount to DKK 839m (paid 
out in 2011 for 2010: DKK 763m), which is DKK 5.50 per share (2011: DKK 5.00 
per share). Dividends paid out to shareholders of carlsberg a/s do not impact 
taxable income in carlsberg a/s. 
 

currency translation comprises accumulated foreign exchange adjustments 
arising on the translation of the financial statements of foreign entities with 
a functional currency other than the group’s presentation currency, foreign 
exchange adjustments of assets and liabilities which constitute part of the 
group’s net investment in a foreign entity and foreign exchange adjustments of 
hedging transactions related to the group’s net investment in foreign entities. 
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statement of cash flows

DKK million note 2012 2011

operating profit before special items 9,793 9,816
adjustment for depreciation and amortisation 3,991 3,780
adjustment for impairment losses1 28 4

Operating profit before depreciation, amortisation and impairment losses 13,812 13,600

adjustment for other non-cash items 29 334 315
change in trade working capital 29 852 -571
change in other working capital 29 -523 -421
restructuring costs paid -324 -448
interest etc. received 354 218
interest etc. paid -2,350 -2,288
corporation tax paid -2,284 -1,592

Cash flow from operating activities 9,871 8,813

acquisition of property, plant and equipment and intangible assets -5,067 -4,329
Disposal of property, plant and equipment and intangible assets 440 276
change in trade loans 29 -447 -518

Total operational investments -5,074 -4,571

Free operating cash flow 4,797 4,242

acquisition and disposal of entities, net 30 -27 -260
acquisitions of associates -825 -75
Disposals of associates 3 15
acquisition of financial assets -39 -9
Disposal of financial assets 25 7
change in financial receivables 29 -28 -47
Dividends received 100 58

Total financial investments -791 -311

other investments in property, plant and equipment -6 -36
Disposal of other property, plant and equipment 1,897 35

Total other activities2 1,891 -1

Cash flow from investing activities -3,974 -4,883

Free cash flow 5,897 3,930

shareholders in carlsberg a/s 29 -864 -812
non-controlling interests 29 -5,198 -1,876
external financing 29 2,473 -1,003

Cash flow from financing activities -3,589 -3,691

Net cash flow 2,308 239

cash and cash equivalents at 1 January3 2,835 2,601
Foreign exchange adjustment of cash and cash equivalents -84 -5

Cash and cash equivalents at 31 December3 21 5,059 2,835

1 impairment losses excluding those reported in special items.

2 other activities cover real estate and assets under construction,  
separate from beverage activities. 

3 cash and cash equivalents less bank overdrafts. 
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in preparing the carlsberg group’s consolidated financial statements, man-
agement makes various accounting estimates, judgements and assumptions 
which form the basis of presentation, recognition and measurement of the 
group’s assets and liabilities. the most significant accounting estimates and 
judgements are performed in relation to the accounting treatment of:

• Business combinations
• Impairment testing
•  Useful lives and residual values for intangible assets with finite useful life 

and property, plant and equipment
• Restructurings
• Deferred tax assets
• Receivables
• Retirement benefit obligations and similar obligations
• Provisions and contingencies

the group’s accounting policies are described in detail in note 42 to the 
consolidated financial statements.

estimation uncertainty
Determining the carrying amount of some assets and liabilities requires 
judgements, estimates and assumptions concerning future events.

the judgements, estimates and assumptions made are based on historical 
experience and other factors which management assesses to be reliable, 
but which, by their very nature, are associated with uncertainty and un-
predictability. these assumptions may prove incomplete or incorrect, and 
unexpected events or circumstances may arise.

the slow recovery of most european economies causes a continuously 
challenging consumer environment. the consumption in some markets, in-
cluding Denmark, France and russia, is significantly impacted by excise duty 
increases in recent years or for 2013. the impact on business development 
and the 2012 financials is described in the management review, especially 
the sections describing the segment developments.

estimates in the consolidated financial statements for 2012 have been 
prepared taking the recovery in the economic and financial markets into con-
sideration, but still ensuring that one-off effects, which are not expected to 
exist in the long term, do not affect estimation and determination of factors, 
including discount rates and expectations of the future.

the assessment of the value of assets, including breweries, brands and 
goodwill, should be viewed with the long-term perspective of the invest-
ment in mind.

the group is also subject to risks and uncertainties which may lead to 
actual results differing from these estimates, both positively and negatively. 
specific risks for the group are discussed in the relevant sections of the 
management review and in the notes.

assumptions about the future and estimation of uncertainty at the end  
of the reporting period are described in the notes when a significant risk  
of changes could result in material adjustments to the carrying amount of 
assets or liabilities within the next financial year.

Business combinations
Purchase price allocation.   For acquisitions of new entities, the assets, 
liabilities and contingent liabilities of the acquiree are recognised using 
the acquisition method. the most significant assets acquired gener-
ally comprise goodwill, trademarks, non-current assets, receivables and 
inventories. no active market exists for the majority of the acquired assets 
and liabilities, in particular in respect of acquired intangible assets. accord-
ingly, management makes estimates of the fair value of acquired assets, 
liabilities and contingent liabilities. Depending on the nature of the item, 
the determined fair value of an item may be associated with uncertainty 
and possibly adjusted subsequently.

the unallocated purchase price (positive amount) is recognised in the state-
ment of financial position as goodwill, which is allocated to the group’s cash-
generating units. management makes estimates of the acquired cash-gener-

ating units, the cash-generating units that already existed in the group and 
the allocation of goodwill. the allocation of goodwill is based on the expected 
future cash flows for each activity. in each business combination, manage-
ment decides whether or not to recognise goodwill related to non-controlling 
interests. if such goodwill is recognised, it is estimated based on the fair value 
of the non-controlling interests less the non-controlling interests’ share of the 
fair value of acquired assets, liabilities and contingent liabilities. the fair value 
of the non-controlling interests is estimated based on the net present value of 
expected future cash flows from the entity, the cost of newly acquired share-
holdings in the entity excluding a control premium paid, and other fair value 
models as applicable for the transaction.

in a step acquisition, the group gains control of an entity in which the group 
already holds a shareholding immediately before the step acquisition. in 2011 
the group gained control of lao brewery, laos, and Hue brewery, Vietnam, 
through step acquisitions. the purchase price allocation of these transactions 
has been completed during 2012. 

management estimates the total fair value of the shareholding in the 
entity held immediately after the completion of the step acquisition. 
the estimated total fair value is accounted for as the cost of the total 
shareholding in the entity. the shareholding held immediately before the 
step acquisition is re-measured at fair value at the acquisition date. the 
resulting gain or loss is recognised in the income statement under special 
items. the fair value of the shareholding held immediately before the step 
acquisition is calculated as the estimated total fair value less the fair value 
of consideration paid for the shareholdings acquired in the step acquisition 
and the fair value of non-controlling interests.

the total fair value is based on various valuation methods, including the 
net present value of expected future cash flows from the entity, the cost of 
newly acquired shareholdings in the entity including a control premium paid 
and other fair value models as applicable for the transaction, e.g. multiples.

the net present value of expected future cash flows (value in use) is based 
on budgets and business plans for the next three years and projections 
for subsequent years as well as management’s expectations for the future 
development following the gain of control of the business. Key parameters 
are revenue growth, operating margin, future capital expenditure and growth 
expectations beyond the next three years. budgets and business plans for 
the next three years are based on concrete commercial initiatives. projec-
tions beyond the next three years are based on general expectations and 
risks. as the risk on cash flows is not included in the expected cash flows for 
newly acquired entities, the expected future cash flows are discounted using 
a Wacc rate, cf. the description below.

management believes that the purchase price accounted for in the consoli-
dated financial statements reflects the best estimate of the total fair value 
of the business and the fair value of the non-controlling interests, and hence 
the allocation of goodwill to controlling and non-controlling interests.

Trademarks.   the value of the trademarks acquired and their expected 
useful lives are assessed based on the trademarks’ market position, 
expected long-term developments in the relevant markets and the trade-
marks’ profitability. the estimated value of acquired trademarks includes 
all future cash flows associated with the trademarks, including the value 
of customer relations etc. related to the trademarks. For most entities 
acquired there is a close relationship between trademarks and sales. the 
consumers’ demand for beer and other beverages drives sales, and there-
fore the value of the brand is closely linked to consumer demands, while 
there is no separate value attached to customers (shops, bars etc.) as their 
choice of products is driven by consumer demand.

When the value of a well-established trademark is expected to be main-
tained for an indefinite period in the relevant markets, and these markets are 
expected to be profitable for a long period, the useful life of the trademark is 
determined to be indefinite. in the opinion of management, there is usually 
only a minimal risk of the current situation in the markets reducing the use-
ful life of trademarks, primarily due to the respective market share in each 
market and the current and planned marketing efforts, which are helping to 
maintain and increase the value of these trademarks.
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For each trademark or group of trademarks, measurement is based on 
the relief from royalty method under which the value is calculated based 
on expected future cash flows for the trademarks on the basis of key as-
sumptions about expected useful life, royalty rate and growth rate and a 
theoretically calculated tax effect. a post-tax discount rate is used which 
reflects the risk-free interest rate with the addition of a risk premium as-
sociated with the particular trademark.

the estimates of the expected useful life of each trademark are based on 
its relative local, regional and global market strength. this assessment will 
also influence the estimate of the expected future royalty rate that may be 
obtained for each trademark in a royalty agreement entered into with a third 
party on market terms for each of the markets.

Customer agreements and portfolios.   in business combinations, the 
value of acquired customer agreements and customer portfolios is as-
sessed based on the local market and trading conditions. the relation-
ship between trademarks and customers is carefully considered so that 
trademarks and customer agreements are not both recognised on the 
basis of the same underlying cash flows. usually there is a particularly 
close relationship between trademark and sales, and no separate value for 
customer relations will be recognised in these cases, as these relations are 
closely associated with the value of the acquired trademarks.

Fair value of property, plant and equipment.   in business combinations, the 
fair value of land and buildings, standard production and office equipment 
is based, as far as possible, on the fair value of assets of similar type and 
condition that may be bought and sold in the open market.

property, plant and equipment for which there is no reliable evidence in 
the market of the fair value (in particular breweries, including production 
equipment) are valued using the depreciated replacement cost method. 
this method is based on the replacement cost of a similar asset with simi-
lar functionality and capacity. the calculated replacement cost for each 
asset is then reduced to reflect functional and physical obsolescence.

the expected synergies and the user-specific intentions for the expected use 
of assets are not included in the determination of the fair value. 

Impairment testing
Goodwill.   in performing the annual impairment test of goodwill, an assess-
ment is made as to whether the individual units of the entity (cash-gener-
ating units) to which goodwill is allocated will be able to generate sufficient 
positive net cash flows in the future to support the value of goodwill and 
other net assets of the entity.

the cash-generating units are determined based on the group structure, 
linkage of the cash flows between entities and the individual entities’ inte-
gration in regions or sub-regions. the structure and cash-generating units 
are reassessed each year.

the estimates of future free cash flows (value in use) are based on 
budgets and business plans for the next three years and projections for 
subsequent years. Key parameters are revenue growth, operating margin, 
future capital expenditure and growth expectations beyond the next three 
years. budgets and business plans for the next three years are based on 
concrete commercial initiatives. projections beyond the next three years 
are based on general expectations and risks.

the cash flows used incorporate the effect of relevant future risks. accord-
ingly these risks are not incorporated in the discount rates used. potential 
upsides and downsides identified during the budget process and in the daily 
business are reflected in scenarios for possible future cash flows for each 
individual cash-generating unit. the scenarios reflect, among other things, 
factors such as assumptions on market, price and input cost developments. 
budgets and business plans do not incorporate the effect of future restruc-
turings and non-contracted capacity increases.

pre-tax discount rates which reflect the risk-free borrowing interest rate in 
each particular geographical area for the cash-generating units are used to 
calculate recoverable amounts.

Trademarks.   management performs an annual impairment test of 
trademarks with an indefinite life and an assessment of whether the 
current market situation in the relevant market has reduced the value of 
trademarks with a finite useful life. management also assesses trademarks 
for changes in their useful lives. When there is an indication of a reduction 
in the value or useful life, the trademark is tested for impairment and is 
written down if necessary, or the amortisation period is reassessed and if 
necessary adjusted in line with the trademark’s changed useful life. the 
impairment test of trademarks is based on the same approach used to 
determine the fair value at the acquisition date in business combinations.

estimates of future earnings from trademarks are made using the same 
approach used to measure trademarks in business combinations, cf. 
above. assessment of indications of impairment of trademarks with 
indefinite useful lives is based on the group’s total royalty income for 
each trademark.

the impairment test of trademarks resulted in an impairment loss of DKK 
11m in 2012 (2011: DKK 450m) related to a trademark having difficult market 
conditions and poor performance.

the useful life of trademarks is assessed yearly, especially in relation to 
trademarks which have been impaired.

the discount rate is an after-tax Wacc calculated country by country based 
on long-term expectations for each trademark.

For a description of impairment testing for intangible assets, see note 15.

Property, plant and equipment.   property, plant and equipment are 
impairment-tested when there are indications of impairment. manage-
ment performs an annual assessment of the assets’ future application, e.g. 
in relation to changes in production structure, restructurings or closing of 
breweries. the impairment test is based on budgeted and estimated cash 
flows from the cash-generating unit. the assessment is based on the low-
est cash-generating unit affected by the changes that indicate impairment. 
the pre-tax discount rate reflects the risk-free interest rate with the addi-
tion of a risk premium associated with the particular asset.

For a description of impairment testing for property, plant and equipment, 
see note 15.

Associates.   management performs an impairment test of investments in 
associates when there are indications of impairment, e.g. due to loss-making 
activities or major changes in the business environment. the impairment 
test is based on budgeted and estimated cash flows from the associate and 
related assets which form an integrated cash-generating unit. the pre-tax 
discount rate reflects the risk-free interest rate with the addition of a risk 
premium associated with the particular investments.

Discount and growth rates applied for 2012.   the risk-free interest rates used 
in impairment tests performed at year-end 2012 were based on observed 
market data. For countries where long-term risk-free interest rates are not 
observable or valid due to specific national or macroeconomic changes 
affecting the country, the interest rate is estimated based on observations 
from other markets and/or long-term expectations expressed by major 
international credit institutions.

the risk premium for the risk-free interest rate (spread) was fixed at mar-
ket price or slightly lower than the current market level, which is compar-
able to the market level. the total interest rate, including spread, thereby 
reflected the long-term interest rate applicable to the group’s investments 
in the individual markets.

For each country the applied growth rates for projections and discount rates 
were compared to ensure a reasonable link between the two (real interest rate).

Useful lives and residual values for intangible assets with finite useful life 
and property, plant and equipment
intangible assets with finite useful life and property, plant and equipment are 
measured at cost less accumulated amortisation, depreciation and impairment 
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losses. amortisation and depreciation are recognised on a straight-line basis 
over the expected useful lives, taking into account any residual value. the 
expected useful lives and residual values are determined based on past experi-
ence and expectations of the future use of the assets. reassessment of the 
expected future use is as a minimum made in connection with an evaluation 
of changes in production structure, restructuring and brewery closures. the 
expected future use and residual values may not be realised, which will require 
reassessment of useful lives and residual values and recognition of impair-
ment losses or losses on disposal of non-current assets. the amortisation and 
depreciation periods used are described in the accounting policies in note 42 
and the value of non-current assets is specified in notes 14 and 16.

For operating equipment in the on-trade, a physical inspection of assets is 
carried out and the continuing use evaluated in order to assess any indica-
tions of impairment.

Restructurings
in connection with restructurings, management reassesses useful lives and re-
sidual values for non-current assets used in the entity undergoing restructuring. 
the extent and amount of onerous contracts as well as employee and other 
obligations arising in connection with the restructuring are also estimated.

Deferred tax assets
the group recognises deferred tax assets, including the expected tax value of 
tax loss carryforwards if management assesses that these tax assets can be 
offset against positive taxable income in the foreseeable future. this judge-
ment is made annually and based on budgets and business plans for the 
coming years, including planned commercial initiatives.

Receivables
receivables are measured at amortised cost less impairment.

Write-downs are made for bad debt losses due to inability to pay. if the 
ability to pay deteriorates in the future, further write-downs may be neces-
sary. management performs analyses on the basis of customers’ expected 
ability to pay, historical information on payment patterns, doubtful debts, 
customer concentrations, customers’ creditworthiness, including the impact 
of the economic downturn on the markets in general as well as on the 
individual customer, collateral received and the financial situation in the 
group’s sales channels.

With regard to loans to the on-trade, the individual group companies man-
age and control these loans as well as standard trade credits in accordance 
with group guidelines.

Derecognition of groups of receivables, e.g. in business combinations or 
other structured transactions, is based on management’s judgement of 
contractual terms and other factors related to the transaction.

Write-downs made are expected to be sufficient to cover losses. the financial 
uncertainty associated with write-downs for bad debt losses is usually consid-
ered to be limited. as a result of the international economic crisis, the risk of 
bad debt losses has increased. this has been taken into consideration in the 
assessment of impairment at the end of the reporting period and in the general 
management and monitoring of usual trade credits and loans to the on-trade.

Retirement benefit obligations and similar obligations  
When calculating the value of the group’s defined benefit plans, a number 
of significant actuarial assumptions are made, including discount rates, 
expected return on plan assets, expected growth in wages and salaries, 
mortality and retirement benefits. the range and weighted average for these 
assumptions are disclosed in note 25.

the value of the group’s defined benefit plans is based on valuations from 
external actuaries.

Provisions and contingencies 
management assesses provisions, contingent assets and contingent liabilities 
and the likely outcome of pending or probable lawsuits etc. on an on-going 
basis. the outcome depends on future events, which are by nature uncertain. 
in assessing the likely outcome of lawsuits and tax disputes etc., management 

bases its assessment on external legal assistance and established precedents. 
in connection with large restructurings, management assesses the timing 
of costs to be incurred, which influences the classification as current or non-
current liabilities respectively. provision for losses on onerous procurement 
contracts is based on agreed terms with the supplier and expected fulfilment 
of the contract based on the current estimate of volumes and use of raw 
materials. Warranty provisions are based on the substance of the agreements 
entered into, including the guarantees issued covering customers in the on-
trade. provisions are disclosed in note 27 and contingent liabilities in note 38.

assessment in applied accounting policies
in applying the group’s accounting policies, management makes judgements 
which may significantly influence the amounts recognised in the consoli-
dated financial statements. such judgements are performed in relation to 
the accounting treatment of:

• Business combinations
• Financial instruments
• Revenue
• Real estate projects
• Loans to the on-trade
• Special items
• Inventories
• Deposit liabilities
• Leases and service contracts

Business combinations  
When accounting for business combinations, new cooperation agreements 
and changes in shareholder agreements, judgement is made concerning the 
classification of the acquired entity as a subsidiary, joint venture or associ-
ate. this judgement is made on the basis of the agreements entered into 
on the acquisition of ownership interests or voting rights in the entity and 
on the basis of shareholder agreements etc. stipulating the actual level of 
influence over the entity.

this classification is significant as the recognition of proportionally consoli-
dated joint ventures impacts the financial statements differently from full 
consolidation of subsidiaries or recognition of associates using the equity 
method. the amendment to iFrs preventing the use of proportional consoli-
dation will have an impact on the consolidated financial statements as of 1 
January 2014 which is not material to the group. Key figures for proportion-
ally consolidated entities are disclosed in note 34.

Financial instruments
When entering into financial instruments, management assesses whether 
the instrument is an effective hedge of recognised assets and liabilities, 
expected future cash flows or financial investments. the effectiveness of 
recognised hedge instruments is assessed at least quarterly. any ineffective-
ness is recognised in the income statement.

Revenue recognition
revenue from the sale of finished goods and goods for resale is recognised 
when the risk has been transferred to the buyer. revenue is measured exclud-
ing discounts, Vat and duties (including excise duties on beer and soft drinks).

management assesses the local rules on the imposition of duties for the 
purpose of classification either as sales-related duties, which are deducted 
from revenue, or as part of cost of sales. customer discounts are recognised 
in the same period as the sales to which they relate. customer discounts are 
deducted from revenue.

customer discounts based on accumulated sales volumes over a period of 
time are calculated on the basis of expected total sales based on experi-
ence from previous sales, sales up to that date and other current informa-
tion about trading with the customer. these calculations are performed by 
management in cooperation with sales managers.

Recognition of real estate projects
When entering into contracts, management makes judgements as to 
whether the individual real estate project is sufficiently modified for the 
percentage of completion method to apply. During 2012 and 2011 all projects 
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were accounted for using the sales method, under which gains on disposal 
of real estate are recognised when the real estate is transferred to the buyer. 
the selling price of real estate projects less production costs is recognised 
under other operating income.

Following the disposal of the copenhagen brewery site this assessment is 
made in cooperation with the management of the consortium owning the site, 
in which the group has a 25% shareholding.

Loans to the on-trade
under certain circumstances the group grants loans to on-trade customers 
in some markets. the agreements are typically complex and cover several 
aspects of the relationship between the parties. management assesses the 
recognition and classification of income and expenses for each of these 
agreements, including the allocation of revenue from the loan between 
income, customer discounts and other operating income. management 
also assesses whether developments of importance to the on-trade could 
indicate impairment of on-trade loans in a market in general. such develop-
ments also include changes in local legislation, which may have an adverse 
effect on the earnings in the industry as a whole and where the effect can-
not be allocated to individual loans.

Special items
the use of special items entails management judgement in the separation 
from other items in the income statement, cf. the accounting policies. special 
items constitute items of income and expenses which cannot be attributed 
directly to the group’s ordinary operating activities but concern fundamental 
structural or process-related changes in the group and any associated gains 
or losses on disposal. management carefully considers such changes in 
order to ensure the correct distinction between the group’s operating activi-
ties and restructuring of the group carried out to enhance the group’s future 
earnings potential.

special items also include other significant non-recurring items, such as 
impairment of goodwill and trademarks, gains and losses on the disposal of 
activities, revaluation of shareholdings in an entity held immediately before a 
step acquisition of that entity and transaction cost in a business combination.

Inventories
the cost of finished goods and work in progress comprises the cost of raw 
materials, consumables, direct labour and indirect production overheads. 
indirect production overheads comprise indirect supplies, wages and 
salaries as well as maintenance and depreciation of the machinery, plant 
and equipment used for production and costs of plant administration 
and management. entities in the group which use standard costs in the 
measurement of inventories review these costs at least once a year. the 
standard cost is also revised if it deviates by more than 5% from the actual 
cost of the individual product.

indirect production overheads are calculated on the basis of relevant  
assumptions as to capacity utilisation, production time and other factors 
pertaining to the individual product.

the net realisable value of inventories is calculated as the selling price less 
costs of completion and costs necessary to make the sale and is determined 
taking into account marketability, obsolescence and developments in ex-
pected selling price. the calculation of net realisable value is mainly relevant 
to packing materials, packaging and spare parts. net realisable value is 
normally not calculated for beer and soft drinks because their limited shelf-
life means that slow-moving goods must be scrapped instead. Following the 
economic downturn, the individual entities in the group have paid special 
attention to inventory turnover and the remaining shelf-life when determin-
ing net realisable value and scrapping.

Deposit liabilities
in a number of countries, the local entities have a legal or constructive ob-
ligation to buy back returnable packaging from the market. When invoicing 
customers, a deposit is added to the sales price and the entity recognises 
a deposit liability. the deposit is paid out on return of bottles. the deposit 
liability provided for is estimated based on movements during the year 
in recognised deposit liabilities and on historical information about return 
rates and loss of bottles in the market.

Leases and service contracts
the group has entered into a number of leases and service contracts. 
When entering into these agreements, management considers the sub-
stance of the service being rendered in order to classify the agreement as 
either a lease or a service contract. in making this judgement, particular 
importance is attached to whether fulfilment of the agreement depends 
on the use of specific assets. the group’s leases and significant service 
contracts are disclosed in notes 38 and 39.

For leases an assessment is made as to whether the lease is a finance lease 
or an operating lease. the group has mainly entered into operating leases 
for standardised assets with a short duration relative to the life of the assets 
and accordingly the leases are classified as operating leases.
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2012

DKK million
Western  
europe

eastern 
europe asia

not 
allocated

beverages, 
total

non- 
beverage

carlsberg 
group, total

income statement:
net revenue 37,672 20,222 9,114 193 67,201 - 67,201
intra-segment revenue 55 14 - -69 - - -

Total net revenue 37,727 20,236 9,114 124 67,201 - 67,201

share of profit after tax, associates 4 4 104 - 112 -4 108

Operating profit before special items 5,121 4,302 1,685 -1,199 9,909 -116 9,793

special items, net -1,812 1,897 85
Financial items, net -1,735 -37 -1,772

Profit before tax 6,362 1,744 8,106
corporation tax -1,529 -332 -1,861

Consolidated profit 4,833 1,412 6,245

operating margin 13.6% 21.3% 18.5% 14.7% 14.6%

DKK million

other segment items:
total assets 52,061 77,698 21,818 -9,629 141,948 12,017 153,965
assets held for sale 27 - - - 27 - 27
invested capital, cf. note 32 28,002 67,194 17,075 -3,175 109,096 12,371 121,467
acquisition of property, plant and equipment and 

intangible assets 2,114 1,233 1,339 374 5,060 13 5,073
Depreciation and amortisation 1,835 1,582 508 55 3,980 11 3,991
impairment losses 316 679 - - 995 - 995

the group’s activities are segmented on the basis of geographical regions in 
accordance with the management reporting structure for 2012. 

For segment reporting purposes, the chief operating Decision maker is the 
executive committee. the executive committee manages and makes business 
decisions based on geographical segments. segments are managed and deci-
sions are made based on business performance measured as operating profit 
before special items. Decisions on intra-group sale of trademarks and activi-
ties, financing and tax planning are made based on information for the group 
as a whole and therefore not segmented. the “not allocated” segment relates 
mainly to headquarter functions which consist of management fees, royalty 
charges, central marketing, sponsorships, receivables etc. and of eliminations. 
intra-segment revenue is based on arm’s length prices.

the non-beverage activities are managed separately and therefore also 
shown separately. the segmentation reflects the structure used for internal 
reporting and monitoring of the strategic and financial targets of the group. 

a segment’s operating profit/loss before special items includes revenue, 
operating costs and share of profit/loss in associates to the extent that they 
can be allocated directly to the individual segment. income and expenses 
related to group functions have not been allocated and, as is the case with 
eliminations and non-brewing activities, are not included in the operating 
profit/loss before special items of the segments. 
 
non-current segment assets comprise intangible assets and property, plant 
and equipment used directly in the operating activities of the segment. cur-
rent segment assets are allocated to the segments to the extent that they 
can be allocated directly to the individual segment, including inventories, 
trade receivables, other receivables and prepayments. allocated goodwill 
and trademarks by segment are specified in note 15.

not allocated net revenue, DKK 124m, consists of DKK 7,641m net revenue 
from other companies and activities and DKK 7,517m from eliminations of 
sales between these other companies and the segments. 
 

not allocated operating profit before special items, DKK -1,199m, consists 
of DKK -1,217m from other companies and activities and DKK 18m from 
eliminations.

not allocated total assets, DKK -9,629m, comprise entities that are  
not business segments and eliminations of investments in subsidiaries, 
receivables, loans etc. 
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the geographical allocation is made on the basis of the selling countries’ 
domicile and comprises countries individually accounting for more than 10% 
of the group’s consolidated net revenue as well as the domicile country.

non-current assets comprise non-current assets other than financial instru-
ments, deferred tax assets and retirement benefit plan assets.

Information about major customers.   the carlsberg group does not have 
any individual customers who account for more than 10% of the group’s 
net revenue.

not allocated total assets, DKK -13,009m, comprise entities that are not 
business segments and eliminations of investments in subsidiaries, receivables, 
loans etc. 

nOte 2   segment inFormation – continueD

2011

DKK million
Western  
europe

eastern 
europe asia

not 
allocated

beverages, 
total

non- 
beverage

carlsberg 
group, total

income statement:
net revenue 36,840 19,702 6,838 181 63,561 - 63,561
intra-segment revenue 39 17 - -56 - - -

Total net revenue 36,879 19,719 6,838 125 63,561 - 63,561

share of profit after tax, associates 42 5 127 - 174 6 180

Operating profit before special items 5,419 4,286 1,286 -1,114 9,877 -61 9,816

special items, net 605 -873 -268
Financial items, net -1,908 -110 -2,018

Profit before tax 8,574 -1,044 7,530
corporation tax -2,156 318 -1,838

Consolidated profit 6,418 -726 5,692

operating margin 14.7% 21.7% 18.8% 15.5% 15.4%

DKK million

other segment items:
total assets 52,113 76,703 20,388 -13,009 136,195 11,519 147,714
assets held for sale 235 - - - 235 335 570
invested capital, cf. note 32 27,754 65,285 15,631 -2,678 105,992 12,204 118,196
acquisition of property, plant and equipment and 

intangible assets 1,946 1,153 889 332 4,320 45 4,365
Depreciation and amortisation 1,884 1,467 356 55 3,762 18 3,780
impairment losses 379 750 - 250 1,379 - 1,379

 

information on geographical allocation  
of net revenue and non-current assets

net revenue non-current assets

2012 2011 2012 2011

Denmark (carlsberg a/s’s domicile) 4,572 4,722 2,053 2,086
russia 16,520 16,070 62,397 60,945
other countries 46,109 42,769 66,622 64,194

Total 67,201 63,561 131,072 127,225

not allocated net revenue, DKK 125m, consists of DKK 6,433m net revenue 
from other companies and activities and DKK 6,308m from eliminations of 
sales between these other companies and the segments.

not allocated operating profit before special items, DKK -1,114m, consists 
of DKK -1,169m from other companies and activities and DKK 55m from 
eliminations.

in 2011, special items were affected by an intra-group sale between a com-
pany within the beverage activity and a company within other activities, 
which is eliminated at group level. 
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nOte 3   cost oF sales

DKK million 2012 2011

cost of materials 19,566 18,699
Direct staff costs 1,375 1,270
machinery costs 902 839
Depreciation, amortisation and impairment losses 2,815 2,671
indirect production overheads 3,682 3,432
purchased finished goods and other costs 5,491 4,877

Total 33,831 31,788

of which is staff costs, cf. note 12 2,830 2,652

nOte 4   sales anD Distribution expenses

nOte 5   Fees to auDitors appointeD by tHe annual general meeting

DKK million 2012 2011

marketing expenses 7,009 6,554
sales expenses 5,277 4,937
Distribution expenses 7,359 6,992

Total 19,645 18,483

of which is staff costs, cf. note 12 5,068 5,872

DKK million 2012 2011

Kpmg:
statutory audit 25 27
assurance engagements - -
tax advisory 3 4
other services 14 3

assurance engagements include fees for assurances in relation to opinions 
to third parties, including fee for assurances in relation to bond issue. tax 
advisory services mainly relate to fees for assistance on group restructuring 
projects and general tax consultancy.

other services include fee for advice and services in relation to acquisition 
and disposal of entities, which includes accounting and tax advice and due 
diligence. 

nOte 6   otHer operating income anD expenses

DKK million 2012 2011

other operating income:
gains on disposal of real estate and assets classified as held for sale under other activities - 68
gains on disposal of property, plant and equipment and intangible assets within beverage activities 157 123
interest and amortisation of on-trade loans 91 102
rental income, real estate 71 79
Funding and grants received for research and development activities 15 15
income from grants and subsidies 38 47
other 217 237

Total 589 671

other operating expenses:
loss on disposal of property, plant and equipment and intangible assets within beverage activities -45 -56
losses and write-downs on on-trade loans -55 -1
real estate costs -93 -137
expenses relating to research centres -147 -162
other -104 -66

Total -444 -422

of which is staff costs, cf. note 12 -64 -83

Funding and grants received for research and development activities include 
funding from the carlsberg Foundation of DKK 15m (2011: DKK 15m) for the 
operation of the carlsberg laboratory. 
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special items include significant income and costs of a special nature in 
terms of the group’s revenue-generating operating activities, such as the 
cost of extensive structuring of processes and fundamental structural 
adjustments, as well as any gains or losses arising from disposals in this 
connection which have a material effect over a given period. this item also 
includes significant non-recurring items, including impairment of goodwill 
and trademarks and gains and losses on the disposal of activities. 

special items also include gains on revaluation of shareholdings in associ-
ates prior to a step acquisition of the entities. 
 

special items, income, amounted to DKK 1,826m (2011: DKK 1,404m) and 
relate to gain on disposal of the copenhagen brewery site and adjustment 
of gains and losses on disposal of entities in prior years. 
 
special items, costs, amounted to DKK -1,741m (2011: DKK -1,672m). 

the impairment and restructuring of carlsberg uzbekistan, DKK 290m, 
nordic getränke gmbH, DKK 118m, and Vena brewery, production and 
sales equipment in russia, DKK 589m, are related to non-current assets  
in the entities due to difficult market conditions, poor performance and 
profit outlook. 
 
 

nOte 7   special items

DKK million 2012 2011

special items, income:
gain on disposal of entities and adjustments to gain in prior year 107 64
gain on disposal of the copenhagen brewery site 1,719 -
revaluation gain on step acquisition of entities - 1,300
other restructuring income etc., other entities - 40

Income total 1,826 1,404

special items, cost:
impairment of trademarks - -450
impairment and restructuring of carlsberg uzbekistan -290 -300
impairment of nordic getränke gmbH, germany -118 -260
impairment of the business standardisation project - -250
impairment of Vena brewery, production and sales equipment in connection with restructuring, baltika breweries, russia -589 -
impairments of other non-current assets -93 -31
restructuring of carlsberg sverige (2011: impairment of non-current assets in connection with change of production structure) -76 -47
restructuring of ringnes as, norway -262 -
termination benefits and impairment of non-current assets in connection with restructuring at carlsberg Deutschland -37 -94
impairment and restructuring in relation to optimisation of packaging standardisation in Western europe - -36
termination benefits in connection with restructuring in central headquarter functions -10 -76
restructuring of leeds brewery, carlsberg uK -4 -57
termination benefits in connection with restructuring of sales force, logistics and administration, carlsberg uK - -16
termination benefits and impairment of non-current assets in connection with new administration structure  
at brasseries Kronenbourg, France -76 -32
termination benefits etc., carlsberg italia -16 -10
termination benefits etc. in connection with operational excellence programmes -86 -57
loss on sale of sorex, France - -86
provision for onerous malt contracts, including reversal of unused provision from previous year - 150
costs in relation to acquisition of Hue brewery ltd., Vietnam - -14
other restructuring costs etc., other entities -84 -6

Cost total -1,741 -1,672

Special items, net 85 -268

if special items had been recognised in operating profit before special items,  
they would have been included in the following items:
cost of sales -1,366 -858
sales and distribution expenses -83 -5
administrative expenses -67 -372
other operating income 1,719 1,404
other operating expenses - -86
share of profit after tax in associates -118 -260

85 -177
impairment of goodwill - -91

Special items, net 85 -268
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Financial items recognised in other comprehensive income

DKK million 2012 2011

Foreign exchange adjustments of foreign entities:
Foreign currency translation of foreign entities 1,904 -1,837
recycling to income statement of cumulative translation differences  

related to foreign operations acquired in step acquisitions/disposed of during the year - -2
effect of hyperinflation 75 175

Total 1,979 -1,664

Value adjustments of hedging instruments:
change in fair value of effective portion of cash flow hedges -295 -496
change in fair value of cash flow hedges transferred to the income statement 622 504
change in fair value of net investment hedges -216 -20

Total 111 -12

Financial items, net, recognised in other comprehensive income 2,090 -1,676

Financial items, net, recognised in statement of comprehensive income 318 -3,694

interest expenses primarily relate to interest on borrowings measured at 
amortised cost. 

interest, losses and write-downs on trade loans, which are measured at 
amortised cost, are included as income and expenses in other operating 
income and expenses (cf. note 6), as such loans are seen as a prepaid 
discount to the customer.

of the net change in fair value of cash flow hedges transferred to the 
income statement DKK 266m (2011: DKK 99m) is included in cost of sales 
and DKK 356m (2011: DKK 405m) is included in financial items. 
 
 
  
 

nOte 8   Financial income anD Financial expenses

Financial items recognised in the income statement

DKK million 2012 2011

Financial income:
interest income 345 191
Dividends from securities 4 10
Fair value adjustments of financial instruments, net, cf. note 36 189 -
Foreign exchange gains, net - 54
realised gains on disposal of associates and securities 16 -
expected return on plan assets, defined benefit plans 323 327
other financial income 23 48

Total 900 630

Financial expenses:
interest expenses -1,905 -1,935
Fair value adjustments of financial instruments, net, cf. note 36 - -72
Foreign exchange losses, net -172 -
realised losses on disposal of securities -22 -1
impairment of financial assets -3 -6
interest cost on obligations, defined benefit plans -381 -376
effect of hyperinflation -9 -59
other financial expenses -180 -199

Total -2,672 -2,648

Financial items, net, recognised in the income statement -1,772 -2,018

interest income relates to interest from cash and cash equivalents measured at 
amortised cost.
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nOte 9   corporation tax

2012 2011

% DKK million % DKK million

reconciliation of the effective tax rate for the year:
nominal weighted tax rate for the carlsberg group 21.4% 1,737 22.3% 1,678
change in tax rate 0.3% 27 -0.2% -15
adjustments to tax for previous years -0.8% -62 0.7% 59
non-capitalised tax assets, net movements -1.0% -84 3.5% 264
non-taxable income -0.3% -26 -1.5% -115
non-deductible expenses 2.8% 226 2.6% 194
tax incentives etc. -1.3% -109 -1.6% -119
special items -1.1% -90 -2.1% -160
Withholding taxes 3.3% 269 1.1% 86
other and tax in associates -0.3% -27 -0.4% -34

Effective tax rate for the year 23.0% 1,861 24.4% 1,838

tax recognised in other comprehensive income:

2012 2011

DKK million

recognised 
item  

before tax

tax 
expense/

benefit
net  

of tax

recognised 
item  

before tax

tax 
expense/

benefit
net  

of tax

Foreign exchange adjustments 1,904 - 1,904 -1,839 - -1,839
Hedging instruments 111 133 244 -12 103 91
retirement benefit obligations -741 131 -610 -1,093 208 -885
share of other comprehensive income in associates 4 - 4 3 - 3
effect of hyperinflation 75 - 75 175 - 175
other -2 -176 -178 -26 3 -23

Total 1,351 88 1,439 -2,792 314 -2,478

DKK million 2012 2011

the change in deferred tax recognised in the income statement can be broken down as follows:
tax losses 364 192
Deferred tax from change in tax rate 27 -15
intangible assets and property, plant and equipment etc. -21 -306

Change in deferred tax recognised in the income statement 370 -129

nominal weighted tax rate for the group is calculated as domestic tax rates 
applicable to profits in the entities as a proportion of each entity’s share of 
the group’s profit before tax. 

adjustment to tax for previous years DKK 83m (2011: DKK 119m) is included  
in the tax benefit/expense for hedging instruments.

an interest ceiling maximises the tax deduction accumulated for fair value ad-
justments of hedging instruments recognised in other comprehensive income. 
therefore tax on such adjustments fluctuates between the years. 

2012 2011

DKK million

total com-
prehensive 

income

other com-
prehensive 

income
income 

statement

total com-
prehensive 

income

other com-
prehensive 

income
income 

statement

tax for the year can be specified as follows:
current tax 1,742 -189 1,553 1,917 -9 1,908
change in deferred tax during the year 149 194 343 -318 204 -114
change in deferred tax from change in tax rate 27 - 27 -15 - -15
adjustments to tax for previous years -145 83 -62 -60 119 59

Total 1,773 88 1,861 1,524 314 1,838
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Diluted earnings per share exclude 353,744 share options (2011: 222,244) 
which do not have a dilutive effect as the total of the exercise price and 
the fair value of the options at the grant date is higher than the average 

market price of the carlsberg b share in the year. these share options 
could potentially dilute earnings in the future.

the non-controlling interests’ share of baltika breweries has decreased 
compared to 2011 following the carlsberg group obtained 100% ownership 
of the entity in the fall of 2012.

the increase in asia mainly relates to the full consolidation of lao brewery 
co. ltd. from the fall 2011. 

nOte 10   non-controlling interests

nOte 11   earnings per sHare

DKK million 2012 2011

non-controlling interests’ share of profit for the year relates to the following:
baltika breweries 158 294
carlsberg malaysia group 169 146
asia, other 291 90
other regions 20 13

Total 638 543

DKK 2012 2011

basic earnings per share of DKK 20 (eps)  36.8  33.8 
Diluted earnings per share of DKK 20 (eps-D)  36.7  33.7 

1,000 shares

average number of shares 152,557 152,557
average number of treasury shares -14 -19

average number of shares outstanding 152,543 152,538
average dilutive effect of outstanding share options 326 299

Diluted average number of shares outstanding 152,869 152,837

DKK million

consolidated profit 6,245 5,692
non-controlling interests -638 -543

Profit attributable to shareholders in Carlsberg A/S 5,607 5,149
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nOte 12    staFF costs anD remuneration oF tHe superVisory boarD anD tHe executiVe boarD 

DKK million 2012 2011

salaries and other remuneration 7,998 8,942
severance pay 351 192
social security costs 1,241 1,220
retirement benefit costs – defined contribution plans 197 196
retirement benefit costs – defined benefit plans 113 73
share-based payment 54 -1
other employee benefits 304 218

Total 10,258 10,840

staff costs are included in the following items in the income statement:
cost of sales 2,830 2,652
sales and distribution expenses 5,068 5,872
administrative expenses 1,998 2,053
other operating expenses 64 83
special items (restructurings) 298 180

Total 10,258 10,840

    
    
   

Jørgen buhl rasmussen Jørn p. Jensen Key management personnel

DKK million 2012 2011 2010 2012 2011 2010 2012 2011

remuneration of the executive board  
and key management personnel:
Fixed salary 10.5 10.5 10.5 9.1 9.1 9.1 50.5 52.1
cash bonus 6.3 - 6.3 5.5 - 5.5 21.3 22.1
non-monetary benefits 0.3 0.3 0.3 0.3 0.2 0.2 5.5 3.4
share-based payment 5.7 4.0 3.5 5.4 4.0 3.5 11.2 4.2

Total 22.8 14.8 20.6 20.3 13.3 18.3 88.5 81.8

executive board share options:  

number DKK million

grant year exercise year 1 Jan. 2012 granted exercised
31 Dec.  

2012
For exercise 

31 Dec. Fair value

Jørgen buhl rasmussen:

2007 2010-2015 12,388 - - 12,388 12,388 1
2008 2011-2016 44,776 - - 44,776 44,776 6
2009 2012-2017 30,000 - - 30,000 30,000 11
2010 2013-2018 15,000 - - 15,000 - 3
2011 2014-2019 30,000 - - 30,000 - 4
2012 2015-2020 69,500 - 69,500 - 14

Total 132,164 69,500 - 201,664 87,164 39

Jørn p. Jensen:

2004 2007-2012 13,008 - -13,008 - - -
2005 2008-2013 12,388 - - 12,388 12,388 4
2006 2009-2014 12,388 - - 12,388 12,388 3
2007 2010-2015 12,388 - - 12,388 12,388 1
2008 2011-2016 44,776 - - 44,776 44,776 6
2009 2012-2017 30,000 - - 30,000 30,000 11
2010 2013-2018 15,000 - - 15,000 - 3
2011 2014-2019 30,000 - - 30,000 - 4
2012 2015-2020 62,000 - 62,000 - 12

Total 169,948 62,000 -13,008 218,940 111,940 44

Executive Board total 302,112 131,500 -13,008 420,604 199,104 83

the group had an average of 41,708 (2011: 42,670) full-time employees 
during the year.
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nOte 12    staFF costs anD remuneration oF tHe superVisory boarD anD tHe executiVe boarD – continueD 

remuneration of the executive board and key management personnel is 
based on a fixed salary, cash bonus payments and non-monetary benefits 
such as company car, telephone etc. Furthermore, share option programmes 
and incentive schemes have been established for the executive board and 
other management personnel as defined in note 13. these programmes and 
schemes cover a number of years.

employment contracts for members of the executive board contain terms and 
conditions that are considered common to executive board members in Danish 
listed companies, including terms of notice and non-competition clauses.

Key management personnel comprise senior Vice presidents and Vice presi-
dents heading regions and group business functions and ceos in significant 
group entities. the key management personnel are, together with the 
executive board, responsible for the planning, directing and controlling of the 
activities of the group.

in respect of other benefits and bonus schemes, the remuneration of ceos in 
foreign subsidiaries is based on local terms and conditions.

the supervisory board of carlsberg a/s receives remuneration for duties 
performed in the company and some subsidiaries. the remuneration is a 
fixed annual base amount of DKK 400,000. the chairman receives double 
the base fee and the Deputy chairman receives one-and-a-half times the 
base fee. members of board committees receive an additional annual fee per 
committee of 38% of the base fee. the chairman of the audit committee 

receives an additional annual fee of 75% of the base fee, and the chairman 
of the remuneration committee and the chairman of the nomination com-
mittee each receive an additional annual fee of 50% of the base fee. the 
supervisory board is not included in share option programmes, retirement 
benefit plans and other schemes. no agreements have been entered into 
concerning termination benefits, and no such payments were made.

the holdings also include the holdings of the related parties of the super-
visory board and the executive board. 

no members of the supervisory board or the executive board own shares or 
bonds in any of the subsidiaries or associated companies of carlsberg a/s. 

DKK million 2012 2011

remuneration of the supervisory board:
Flemming besenbacher (chairman of the supervisory board and of the nomination committee) 1.08 0.40
povl Krogsgaard-larsen (former chairman of the supervisory board and of the nomination committee) 0.33 1.30
Jess søderberg (Deputy chairman, chairman of the audit committee) 1.20 1.20
richard burrows (chairman of the remuneration committee) 0.75 0.75
Donna cordner 0.30 0.00
elisabeth Fleuriot 0.30 0.00
Kees van der graaf 0.70 0.70
niels Kærgård 0.40 0.40
søren-peter Fuchs olesen 0.30 -
lars stemmerik 0.40 0.40
per Øhrgaard 0.40 0.40
Hans andersen 0.40 0.40
thomas Knudsen 0.40 0.05
bent ole petersen 0.40 0.40
peter petersen 0.40 0.40
ulf olsson - 0.40

Total 7.76 7.20

management’s holdings of carlsberg a/s shares:
number DKK million

 
1 Jan. 2012 additions sold 

31 Dec. 
2012

market 
value 

supervisory board:
Flemming besenbacher b shares 1,250 - - 1,250  0.69 
Jess søderberg b shares 5,900 1,000 - 6,900  3.82 
richard burrows b shares 1,540 - - 1,540  0.85 
Donna cordner b shares - - - - -
elisabeth Fleuriot b shares - - - - -
Kees van der graaf b shares 950 - - 950  0.53 
niels Kærgård b shares 600 - - 600  0.33 
søren-peter Fuchs olesen b shares - - - -  -   
lars stemmerik b shares - - - -  -   
per Øhrgaard b shares 2,401 - - 2,401  1.33 
Hans andersen b shares 1 - - 1  0.00 
thomas Knudsen b shares 27 - - 27  0.02 
bent ole petersen b shares 54 - - 54  0.03 
peter petersen b shares - - - -  -   

Supervisory Board total 12,723 1,000 - 13,723 7.60

executive board:
Jørgen buhl rasmussen b shares 8,486 - - 8,486  4.70 
Jørn p. Jensen a shares 400 - - 400  0.23 
Jørn p. Jensen b shares 2,616 500 - 3,116  1.73 

Executive Board total 11,502 500 - 12,002 6.66

Total 24,225 1,500 - 25,725 14.26
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nOte 13   sHare-baseD payment

the carlsberg group has set up share option programmes to attract, retain 
and motivate the group’s executive board and other levels of management 
personnel and to align their interests with those of the shareholders. Key 
management personnel comprise the executive committee and ceos in the 
most significant group entities. other management personnel comprise Vice 
presidents and other key employees in central functions as well as the man-
agement of significant subsidiaries. no share option programme has been set 
up for carlsberg a/s’s supervisory board.

since 2001 the group has issued share options yearly as part of the manage-
ment’s remuneration packages. in 2011 the group introduced a new long-term 

incentive programme. the value of the remuneration received under the 
long-term incentive programme is calculated as a predetermined percentage 
of the employee’s yearly salary. Depending on the group’s performance, this 
percentage can be adjusted to a maximum of 150% of the predetermined 
percentage. 

the long-term programme is settled in performance share units (psus). a 
participant in the long-term incentive programme will receive a number of 
psus, each giving the right to receive one carlsberg b share. the exact num-
ber of psus granted is determined after the publication of the annual report 
for the year in which the psus are granted.

upon resignation, a proportion of the options may be exercised within one 
to three months unless special severance terms are agreed. special terms 
and conditions apply in the case of retirement, illness, death or changes in 
carlsberg a/s’s capital resources. 

Valuation
the fair value of granted share options and psus is estimated using the 
black-scholes call option-pricing model based on the exercise price. the fair 
value at 31 December 2012 was DKK 322m (2011: DKK 133m), which is DKK 
189m higher than at year-end 2011.

the calculation of the number of psus where no value has been determined at 
year-end is based on the assumptions available at year-end (preliminary). the 
final number of psus will be adjusted to reflect the assumptions available at 
the time of vesting of each part of the long-term incentive programme (final).

the share price and the exercise price for share options are calculated as the 
average price of carlsberg a/s’s class b shares on nasDaQ omx copenhagen 
during the first five trading days after the publication of carlsberg a/s’s annual 
report following the granting of the options. the value of psus is calculated 
using the same method, although not until after the publication of the annual 
report in the year following the grant year. the preliminary share price and the 
value for psus granted under the long-term incentive programme are the last 
available prices before 31 December of the reporting year.

the expected volatility for share options granted prior to 2010 was based on 
the historical volatility in the price of carlsberg a/s’s class b shares over the 
previous two years. For share options and psus granted or measured after  
1 January 2010, the volatility is based on presently observed data on bloom-
berg’s options Valuation Function.

the risk-free interest rate is the interest rate on Danish government bonds of 
the relevant maturity, while the dividend yield is calculated as DKK 5.5 per 
share (2011: DKK 5.0 per share) divided by the share price.

the expected life of share options granted prior to 2010 was based on 
exercise in the middle of the exercise period. For share options granted or 
measured after 1 January 2010 the expected life was based on exercise at 
the end of the exercise period. 

the stated exercise prices and number of outstanding share options are 
adjusted for the bonus element in connection with the share rights issues 
in 2008.

General terms and conditions for the two programmes:
  

share option programme long-term incentive programme

Vesting conditions 3 years of service 3 years of service and group’s 
financial performance for the 
grant year 

earliest time of exercise 3 years from grant date -

latest time of exercise 8 years from grant date shares are transferred to the recipient 
immediately after psus have vested

time of valuation of option immediately after publication of 
the annual report for the group 
for the prior reporting period  

immediately after publication of the 
annual report for the group for the 
grant year
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number exercise price

executive 
board

Key 
management 

personnel

other 
management 

personnel
resigned 

employees total

Fixed, 
weighted 
average

Share options outstanding at 31 December 2010 255,120 164,174 607,871 285,275 1,312,440 347.08

granted 60,000 1,200 - - 61,200 566.78
Forfeited/expired - -3,342 -13,530 - -16,872 359.25
exercised -13,008 -21,387 -102,873 -59,990 -197,258 343.96
transferred - -34,752 -35,029 69,781 - 388.75

Share options outstanding at 31 December 2011 302,112 105,893 456,439 295,066 1,159,510 347.08

granted 131,500 - - - 131,500 444.60
Forfeited/expired - - -4,707 - -4,707 270.91
exercised -13,008 -11,191 -71,545 -77,167 -172,911 260.10
transferred - -17,946 -30,578 48,524 - 406.72

Share options outstanding at 31 December 2012 420,604 76,756 349,609 266,423 1,113,392 413.37

exercisable at 31 December 2011 152,112 79,220 262,497 237,822 731,651 426.49
exercised options as % of share capital 0.01% 0.01% 0.07% 0.04% 0.13%

exercisable at 31 December 2012 199,104 68,369 193,902 340,030 801,406 395.94
exercised options as % of share capital 0.01% 0.01% 0.05% 0.05% 0.12%

nOte 13   sHare-baseD payment – continueD

the average share price at the exercise date for share options was DKK 
493 (2011: DKK 571). at 31 December 2012, the exercise price for outstand-
ing share options was in the range of DKK 203.50 to DKK 566.78 (2011: 
DKK 203.50 to DKK 566.78). the average remaining contractual life was 
3.8 years (2011: 4.2 years).

assumptions 2012 2011

grant date expiry date programme
exercise 

price
expected 
volatility

risk-free 
interest rate

expected 
dividend 

yield

expected life 
of options, 

years

Fair value 
at measure -

ment date

options 
out-

standing

options 
out-

standing

01.03.2004 01.03.2012 grant 2004 216.65 29% 3.5% 1.8% 5.5 81.51 - 22,764
01.03.2005 01.03.2013 grant 2005 232.71 27% 3.1% 1.7% 5.5 74.27 40,739 65,205
01.03.2006 01.03.2014 grant 2006 306.89 19% 3.3% 1.3% 5.5 89.37 89,670 109,800
01.03.2007 01.03.2015 grant 2007 472.11 19% 3.9% 1.0% 5.5 136.67 151,257 160,240
01.03.2008 01.03.2016 grant 2008 457.82 22% 3.6% 1.1% 5.5 141.72 159,138 172,598
01.06.2008 01.06.2016 special grant 531.80 23% 4.3% 0.9% 5.5 181.08 161,044 161,044
01.09.2008 01.09.2016 special grant 448.18 27% 4.3% 1.3% 5.5 128.83 40,000 40,000
01.03.2009 01.03.2017 grant 2009 203.50 52% 3.0% 1.7% 5.5 88.41 159,555 242,507
01.03.2010 01.03.2018 grant 2010 417.34 30% 3.1% 0.8% 8.0 174.52 119,289 124,152
01.03.2011 01.03.2019 grant 2011 566.78 25% 2.9% 0.9% 8.0 180.50 61,200 61,200
01.03.2012 01.03.2020 grant 2012 444.60 34% 0.9% 1.2% 8.0 146.67 131,500 -

Outstanding share options under the share option programme 1,113,392 1,159,510

share option programme
each share option entitles the holder to purchase one class b share in carls-
berg a/s. the options may only be settled in shares (equity-settled scheme). 
the group has not purchased a significant number of treasury shares to 
meet this obligation. treasury share holdings at 31 December 2012 totalled 
1,587 shares (2011: 33,498 shares).

in 2012, a total of 131,500 (2011: 61,200) share options were granted to two 
(2011: three) employees. the fair value at the grant date of these options was 
a total of DKK 19m (2011: DKK 11m). the fair value is recognised in the income 
statement over the vesting period of three years. in 2012, DKK 5m (2011: DKK 
3m) was recognised in respect of share options granted in the year. 

the total cost of share-based payment was DKK 17m (2011: DKK 22m) in 
respect of options granted in the period 2009-2012 (2011: granted in the pe-
riod 2008-2011). the cost of share-based payment is included in staff costs. 
at 31 December 2012, an amount of DKK 19m (2011: DKK 17m) has not been 
recognised in respect of current share option programmes.
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nOte 13   sHare-baseD payment – continueD

there are no exercisable psus in the long-term incentive programme as at  
31 December 2012.

assumptions 2012 2011

grant date expiry date programme
exercise 

price
expected 
volatility

risk-free 
interest rate

expected 
dividend 

yield

expected life 
of options, 

years

Fair value 
at measure -

ment date

options 
out-

standing

options 
out-

standing

01.01.2012 01.01.2015 lti 2012-2014 (preliminary) none 284% 0.3% 1.2% 3.2 542.22 202,955 -

Outstanding performance share units under the long-term incentive programme 202,955 -

long-term incentive programme
the granted number of psus included in the specification below is the 
estimated number of psus that would be granted when applying the  
assumptions available at 31 December of the reporting year. When the 
actual value per psu is determined after the publication of the annual  
report for carlsberg a/s in February of the next year, the number of 
granted psus will be adjusted.

202,955 (2011: 0) psus were granted under the long-term incentive pro-
gramme to 319 employees in 2012. the fair value at the grant date of the 
psus granted in 2012 was a total of DKK 112m. the fair value is recognised 
in the income statement over the vesting period of three years. in 2012, 
DKK 37m was recognised in respect of psus granted in the year. the cost 
of share-based payment is included in staff costs. at 31 December 2012, an 
amount of DKK 75m has not been recognised in respect of psus granted 
under the long-term incentive programme.

 

number

executive 
board

Key 
management 

personnel

other 
management 

personnel
resigned 

employees total

Performance share units outstanding at 31 December 2011 - - - - -

granted - 28,455 174,500 - 202,955
transferred - -3,860 -5,670 9,530 -

Performance share units outstanding at 31 December 2012 - 24,595 168,830 9,530 202,955
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nOte 14   intangible assets

2012

DKK million goodwill trademarks 

other 
intangible 

assets 
under  

development total

cost:
cost at 1 January 2012 53,102 35,941 2,383 797 92,223
acquisition of ownership interest in proportionally consolidated entities 17 - - - 17
additions/(-) adjustments to prior period -24 2 141 329 448
Disposals - - -132 - -132
transfers - - 51 -34 17
transfer to/from assets held for sale - - - -1 -1
effect of hyperinflation 43 7 - - 50
Foreign exchange adjustments etc. 872 1,093 -22 - 1,943

Cost at 31 December 2012 54,010 37,043 2,421 1,091 94,565

amortisation and impairment losses:
amortisation and impairment losses at 1 January 2012 105 1,070 2,007 - 3,182
Disposals - - -130 - -130
amortisation - 25 214 - 239
impairment losses - 11 28 - 39
Foreign exchange adjustments etc. -9 10 18 - 19

Amortisation and impairment losses at 31 December 2012 96 1,116 2,137 - 3,349

Carrying amount at 31 December 2012 53,914 35,927 284 1,091 91,216

DKK million 2012 2011

amortisation and impairment losses for the year are included in:
cost of sales 49 66
sales and distribution expenses 47 56
administrative expenses 169 141
special items 13 791

Total 278 1,054
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nOte 14   intangible assets – continueD

additions to goodwill are further described in notes 30 and 31.  

the carrying amount of trademarks which have an indefinite useful life  
and therefore are not amortised was DKK 35,395m (2011: DKK 34,294m) 
at 31 December 2012, equivalent to 99% (2011: 98%) of the capitalised trade-
marks. management assesses that the value of these trademarks can be 
maintained for an indefinite period, as these are well-established trademarks 
in the markets concerned and these markets are expected to be profitable 
in the longer term. in the opinion of management, there is only a minimal 
risk of the current situation in the markets reducing the useful life of these 
trademarks, primarily due to the respective market share in each market and 
the current and planned marketing efforts, which are helping to maintain 
and increase the value of these trademarks. 

goodwill is determined as the difference between purchase price and the fair 
value of acquired assets, liabilities and contingent liabilities in each business 
combination. goodwill is allocated to the individual cash-generating units 
based on an allocation of the purchase price less the fair value of acquired 
assets, liabilities and contingent liabilities in each entity. it is management’s 
assessment that the allocation is based on documented estimates, taking 
into consideration the uncertainties inherent in determining the cash flows  
of the acquired cash-generating units.

the carrying amount of other intangible assets at 31 December 2012 
included capitalised software costs of DKK 44m (2011: DKK 86m) and beer 
delivery rights of DKK 79m (2011: DKK 81m).
  
research and development costs of DKK 96m (2011: DKK 119m) have been 
recognised in the income statement. 
 

2011

DKK million goodwill trademarks 

other 
intangible 

assets 
under  

development total

cost:
cost at 1 January 2011 50,791 36,413 2,078 613 89,895
step acquisition of entities 2,712 237 1 - 2,950
revaluation of previously recognised assets acquired in step acquisition - 237 - - 237
acquisition of ownership interest in proportionally consolidated entities 101 - - - 101
additions 122 - 197 247 566
Disposal of entities -6 - -3 - -9
Disposals - - -21 - -21
transfers - -1 99 -62 36
transfer to/from assets held for sale - - -2 - -2
effect of hyperinflation 115 23 - - 138
Foreign exchange adjustments etc. -733 -968 34 -1 -1,668

Cost at 31 December 2011 53,102 35,941 2,383 797 92,223

amortisation and impairment losses:
amortisation and impairment losses at 1 January 2011 13 569 1,542 - 2,124
Disposals - - -19 - -19
amortisation - 43 220 - 263
impairment losses 91 450 250 - 791
transfers - -1 32 - 31
transfer to/from assets held for sale - - -2 - -2
Foreign exchange adjustments etc. 1 9 -16 - -6

Amortisation and impairment losses at 31 December 2011 105 1,070 2,007 - 3,182

Carrying amount at 31 December 2011 52,997 34,871 376 797 89,041

DKK million 2012 2011

additions to goodwill during the year can be specified as follows:
step acquisition of entities - 2,712
acquisition of ownership interest in proportionally consolidated entities 17 101
recognition and revaluation of put options related to acquisitions prior to 2010 -28 122
adjustment to acquisition of entities in prior years 4 -

Total -7 2,935
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nOte 15   impairment test

goodwill and trademarks with an indefinite useful life
General assumptions.   the carlsberg group annually performs impair-
ment tests of goodwill and trademarks with an indefinite useful life. in-
tangible assets with a finite useful life and property, plant and equipment 
are tested if indications of impairment exist. the carlsberg group has 
performed impairment tests of the carrying amounts based on the budget 
and target plans approved by the supervisory board and the executive 
board in December 2012.

goodwill and trademarks related to baltika breweries (russia), brasseries 
Kronenbourg (France) and the acquisition of the 40% non-controlling 
holding in carlsberg breweries a/s each comprise 10% or more of the to-
tal carrying amount of goodwill and trademarks with an indefinite useful 
life at 31 December 2012. no other goodwill and trademarks comprise 10% 
or more of the total carrying amount of goodwill and trademarks with 
indefinite useful life at 31 December 2012.

goodwill
the impairment test of goodwill is performed for northern europe, 
Western europe and eastern europe, while entities in asia are tested at 
sub-regional levels. entities that are less integrated in regions or sub-
regions are tested at individual entity level. the cash-generating units are 
based on the management structure and reflect the smallest identifiable 
group of assets that are largely independent of cash inflows from other 
cash-generating units. the management of the group is centralised and 
driven through the regional managements, which are responsible for per-
formance, investments and growth initiatives in their respective regions.

the management structure and responsibilities support and promote 
optimisations across countries focusing on the group or region as a whole 
and not just on the specific country. changes in procurement and sourcing 
between countries increase intra-group trade/transactions, which will also 
have an increasing impact on the allocation of profits.

For the group’s cash-generating units, the carrying amount of goodwill at 
31 December was as follows:

DKK million 2012 % 2011 %

Western europe:
northern europe 6,711 13% 6,659 13%
Western europe excl. unicer-bebidas de portugal 13,564 25% 13,542 26%
unicer-bebidas de portugal 536 1% 534 1%

eastern europe:
eastern europe 26,378 49% 25,488 48%

asia:
greater china and malaysia 2,187 4% 2,181 4%
indochina 3,936 7% 3,977 7%
india 247 0% 243 0%
nepal 355 1% 373 1%

Total 53,914 100% 52,997 100%

DKK million 2012 % 2011 %

Western europe 6,411 19% 6,396 19%
eastern europe 28,479 80% 27,410 80%
asia 505 1% 488 1%

Total 35,395 100% 34,294 100%

the impairment test of goodwill for each cash-generating unit is based 
on the discounted value of expected future free cash flows (value in use), 
based on budgets and target plans for the next three years and projec-
tions for subsequent years (the terminal period). Key parameters include 
assumptions about revenue growth, operating margin, future capital ex-
penditure and growth expectations beyond the next three years. budgets 
and target plans do not incorporate the effect of future restructurings and 
non-contracted capacity increases.

budgets and target plans for the next three years are based on concrete 
commercial initiatives, and the risks associated with the key parameters are 
assessed and incorporated in expected future free cash flows. the impair-
ment test is based on scenarios for possible future cash flows. potential 
upsides and downsides identified during the budget process and in the daily 
business are reflected in the future cash flow scenarios for each individual 
cash-generating unit. the scenarios reflect, among other things, different 
assumptions about combinations of market, price and input cost develop-
ments. projections for the terminal period are based on general expecta-

tions and risks, taking into account the general growth expectations for the 
brewing industry in the relevant segments. the growth rates applied are 
not expected to exceed the average long-term growth rate for the group’s 
individual geographical segments. the average growth rates for the terminal 
period are presented in the table on the following page. 

in calculating the recoverable amounts, the group uses pre-tax discount 
rates that reflect the risk-free borrowing rate in each particular geographi-
cal segment.

the impairment test of cash-generating units is based on a comparison of the 
recoverable amount, corresponding to the discounted value of the expected 
future free cash flow, with the carrying amount of the individual cash-generat-
ing unit. the carrying amount comprises goodwill and other net assets.

trademarks
the carrying amount of the group’s trademarks with an indefinite useful 
life at 31 December was as follows:
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nOte 15   impairment test – continueD

growth in the 
terminal period

Discount rates  
(risk-free interest rate)

2012 2011 2012 2011
goodwill:
northern europe 1.5% 1.5% 2.3% 2.8%
Western europe excl. unicer-bebidas de portugal 1.5% 1.5% 2.6% 2.6%
unicer-bebidas de portugal 1.5% 1.5% 1.6% 2.4%
eastern europe 2.5% 2.5% 7.0% 8.5%
asia 2.5-3.5% 2.5-3.5% 3.5-12.1% 3.4-12.7%

growth in the 
terminal period

Discount rates 
(Wacc)

2012 2011 2012 2011
trademarks:
Western europe 2.0-3.0% 2.0% 4.5-7.0% 5.0-9.0%
eastern europe 2.0-5.0% 2.0-5.0% 8.5-18.9% 10.2-18.8%
asia 2.0-2.5% 2.0% 6.5-12.9% 6.0%

growth rates are determined for each individual cash-generating unit and 
trademark. the growth rates applied for the terminal period are in line with 
the expected rate of inflation.

For the impairment testing of goodwill, the group uses a pre-tax risk-free 
interest rate.

For the impairment testing of trademarks the group uses a post-tax dis-
count rate for each country. in determining the discount rate, a risk premium 
on the risk-free interest rate (spread) is fixed at a level that reflects manage-
ment’s expectations of the spread for future borrowings.

the risk-free interest rate is based on observable long-term interest rates 
for the individual countries. For countries where long-term risk-free interest 
rates are not observable or valid due to specific national or macroeconomic 
changes affecting the country, the interest rate is estimated based on ob-
servations from other markets and/or long-term expectations expressed by 
major international credit institutions. 

the Wacc rates in asia vary within a wide range with the lowest rate for 
china and developed countries, whereas the subcontinent, a.o. india and 
nepal, has the highest Wacc rates in the region.

For each region, sub-region or individually tested entity, the applied growth 
rates for projections and discount rates are compared to ensure a reasonable 
link between the two (real interest rate).

Western Europe is generally characterised by stable volumes and by growth 
markets in the central and eastern parts of the region. the entire region 
continues to experience strong competition, requiring ongoing optimisation 
of cost structures and use of capital. a slight increase in revenue is expected 
in the next three years, while the ongoing restructuring initiatives already 
implemented in key countries and under implementation in other countries, 
the initiative to establish a fully integrated supply chain across all markets 
and the roll-out of the business standardisation project are expected to 
contribute to productivity improvements and cost savings. some countries 
will continue to be characterised by a high level of investment as a result of 
changes to the production structure.

Eastern Europe showed variations between quarters, but overall the beer 
markets were flat. in addition, russia saw some transitional disruption 
following closures ahead of the sales restrictions coming into effect on 1 
January 2013. other markets in the region faced a worsening of macro-
economic conditions. in the longer run increases in revenue are expected 
in the region. 

Asia is a growth area, with significant growth in china in particular. increases 
in revenue in the emerging markets are expected, while more stable earnings 
are expected in the more mature markets.

trademarks are allocated to the segment that owns the individual trade-
mark. royalty income generated by the trademark is based on the group’s 
total income and earned globally, i.e. the income is also earned outside the 
segment that owns the trademark.

trademarks are impairment-tested individually at group level. the impair-
ment test is performed using the relief from royalty method and is based on 
expected future free cash flows from the group’s calculated royalty income 
generated by the individual trademark for the next 20 years and projec-
tions for subsequent years. Key assumptions include revenue, royalty rate, 
expected useful life, growth rate and a theoretically calculated tax effect. a 
post-tax discount rate is used which reflects the risk-free interest rate with 
the addition of a risk premium associated with the individual trademark.

the royalty rate is based on the actual market position of the individual 
trademark in the global, regional and local markets. if external licence 
agreements for the individual trademark already exist, the market terms of 
such agreements are considered when assessing the royalty rate which the 
trademark is expected to generate in a transaction with independent parties.

For each individual trademark a 20-year curve is projected reflecting the ex-
pected future growth in revenue per year. Depending on the expectations for 
the individual trademark, the growth in individual years is above, equal to or 
below the current inflation level in the countries where the individual trade-

mark is sold. the curve for each individual trademark is determined with 
reference to its market position, the overall condition of the markets where 
the trademark is marketed, as well as regional and national macroeco-
nomic trends etc. For some trademarks, national, regional and international 
potential has been linked to the value of the trademark, and investments 
in terms of product development and marketing strategy are expected to 
be made. For these trademarks the expected growth is generally higher 
than for comparable trademarks, especially at the beginning of the 20-year 
period. the growth rates determined for the terminal period are in line with 
the expected rate of inflation.

the tax rate is the expected future tax rate in each country, based on 
current legislation. the impairment test at year-end 2012 incorporates tax 
rates of 15-34%.

the impairment test of trademarks is based on a comparison of the recover-
able amount, corresponding to the discounted value of the expected future 
free cash flow, with the carrying amount of the individual trademark. this 
corresponds to the approach used for determining the fair value of the 
trademark at the acquisition date.

significant assumptions for goodwill and trademarks
the main growth in the terminal period and discount rates applied in the 
impairment tests can be summarised as follows:
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DKK million 2012 2011

goodwill:
impairment of carlsberg uzbekistan - 91

trademarks:
trademarks with finite useful life - 198
trademarks with indefinite useful life 11 252

other intangible assets:
impairment of the business standardisation project - 250
impairment of carlsberg uzbekistan 2 -
other 26 -

property, plant and equipment:
impairment of carlsberg uzbekistan 78 209
impairment of Vena brewery, production and sales equipment, russia 589 -
impairment of aldaris brewery, latvia 93 -
impairment of plant, machinery and equipment, ringnes, norway 76 -
impairment of prodution lines in Western europe 54 83
other 2 36

investments in associates:
impairment of nordic getränke, germany 64 260

Total 995 1,379

sensitivity test
sensitivity tests have been performed to determine the lowest growth 
rates and/or highest discount rates that can occur in the cash-generating 
units and for trademarks with indefinite useful life without resulting in any 
impairment loss.

Goodwill.   sensitivity tests show that for the cash-generating unit with 
the lowest margin between recoverable amount and carrying amount, the 
growth rate in the terminal period can decline by around 3.7 percentage 
points (2011: 0.4 percentage points). alternatively, the discount rate can 
increase by around 3.2 percentage points (2011: 0.4 percentage points) 
without resulting in any impairment losses.

Trademarks.   sensitivity tests show that for trademarks with an indefinite 
useful life the growth rate in the terminal period can decline by around 0.6 
percentage points (2011: 0.8 percentage points) without resulting in any 
additional impairment losses. alternatively, the discount rate can increase by 
around 0.3 percentage points (2011: 0.3 percentage points) without resulting 
in any additional impairment losses.

in 2012 several of the Waccs in Western europe are impacted by relative-
ly low interest rates due to the current economic climate and associated 
outlooks. the lower Wacc is mainly driven by lower observed risk-free 
interest rates. in addition to the impairment test and to ensure that a 
potential impairment is not overlooked, an additional impairment sensitiv-
ity calculation has been prepared. this sensitivity calculation has tested 

the impact of a higher interest rate, reflecting a reasonable assumption 
of a higher risk-free interest level. this additional sensitivity test did not 
identify impairment needs. 

as recently impaired trademarks will have less abilty to absorb changes 
in the risk-free interest rate or a decline in growth, these trademarks are 
sensitivity-tested separately. For the recently impaired trademark (indefinite 
useful life) with the lowest margin between recoverable amount and carry-
ing amount, the growth rate in the terminal period can decline by around 
0.1 percentage point without resulting in any additional impairment losses. 
alternatively, the discount rate can increase by around 0.1 percentage point 
without resulting in any additional impairment losses.

property, plant and equipment
property, plant and equipment are impairment-tested if there are indications 
of impairment, e.g. when restructuring programmes are considered. each 
individual impairment test is based on the lowest cash-generating unit 
affected by the changes that indicate impairment. the impairment test is 
based on budgeted and estimated cash flows from the cash-generating unit. 
the pre-tax discount rate reflects the risk-free interest rate with the addition 
of a risk premium associated with the particular asset.

impairment losses
based on the impairment tests performed, the following impairment losses 
have been recognised in respect of goodwill, trademarks and other non-
current assets:

the impairment losses on carlsberg uzbekistan, DKK 91m (2011: DKK 
300m), nordic getränke, germany, DKK 64m (2011: DKK 260m), and Vena 
brewery, production and sales equipment, russia, DKK 589m, relate to 
intangible assets and property, plant and equipment and are a consequence 
of difficult market conditions and poor performance. the trademark sarbast 
has been fully impaired as part of the DKK 91m impairment in uzbekistan.

in 2011 the impairment losses on trademarks (indefinite and finite useful 
life) related to nevskoye, russia, and slavutich, ukraine. these trademarks 
suffered from the economic crisis and were not expected to fully recover. For 
slavutich this has furthermore led to a change in the brand strategy. the 
trademarks were written down to the lower recoverable amount.

other impairments of property, plant and equipment are a consequence of 
restructuring and process optimisations, especially in northern & Western 
europe and eastern europe.

the impairment losses of DKK 967m (2011: DKK 1,375m) are recognised un-
der special items in the income statement, while DKK 28m (2011: DKK 4m) 
has been included in cost of sales. the impairment losses are included in the 
relevant segments, cf. note 2.

based on the impairment tests performed, there were no indications of 
further impairment of goodwill and trademarks at 31 December 2012.

nOte 15   impairment test – continueD
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2012

DKK million
land and 
buildings

plant and 
machinery

Fixtures 
and fittings,  

other plant and 
equipment 

under
construction total

cost:
cost at 1 January 2012 18,014 28,033 11,792 1,255 59,094
increase in ownership interest in proportionally consolidated entities 8 28 10 5 51
additions 318 1,228 1,520 1,477 4,543
Disposals -87 -757 -1,247 -4 -2,095
transfers 104 418 358 -896 -16
transfer to/from assets held for sale -5 - -1 - -6
effect of hyperinflation 8 18 10 - 36
Foreign exchange adjustments etc. 265 363 -3 -38 587

Cost at 31 December 2012 18,625 29,331 12,439 1,799 62,194

Depreciation and impairment losses:
Depreciation and impairment losses at 1 January 2012 4,905 14,570 7,771 - 27,246
Disposals -34 -714 -1,238 - -1,986
Depreciation 544 1,769 1,439 - 3,752
impairment losses 289 522 81 - 892
transfers 4 4 -8 - -
transfer to/from assets held for sale - - -1 - -1
effect of hyperinflation 1 7 4 - 12
Foreign exchange adjustments etc. 61 187 40 - 288

Depreciation and impairment losses at 31 December 2012 5,770 16,345 8,088 - 30,203

Carrying amount at 31 December 2012 12,855 12,986 4,351 1,799 31,991

assets held under finance leases:
cost 7 92 11 - 110
Depreciation and impairment losses -7 -55 -2 - -64

Carrying amount at 31 December 2012 - 37 9 - 46

carrying amount of assets pledged as security for loans 1,033 338 3 28 1,402

DKK million 2012 2011

Depreciation and impairment losses are included in:
cost of sales 2,766 2,605
sales and distribution expenses 820 737
administrative expenses 168 179
special items 890 324

Total 4,644 3,845
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2011

DKK million
land and 
buildings

plant and 
machinery

Fixtures 
and fittings,  

other plant and 
equipment 

under
construction total

cost:
cost at 1 January 2011 19,307 27,332 10,741 1,211 58,591
step acquisition of entities 68 147 63 64 342
revaluation of previously recognised assets acquired in step acquisition -1 -41 - - -42
increase in ownership interest in proportionally consolidated entities 30 91 2 12 135
additions 279 1,259 1,350 1,073 3,961
Disposals of entities -52 -2 -8 -2 -64
Disposals -233 -496 -563 -15 -1,307
transfers 69 465 277 -929 -118
transfer to/from assets held for sale -1,305 -474 -12 -120 -1,911
effect of hyperinflation 23 52 21 1 97
Foreign exchange adjustments etc. -171 -300 -79 -40 -590

Cost at 31 December 2011 18,014 28,033 11,792 1,255 59,094

Depreciation and impairment losses:
Depreciation and impairment losses at 1 January 2011 5,451 13,656 7,004 - 26,111
Disposals of entities -14 -1 -5 - -20
Disposals -102 -413 -518 - -1,033
Depreciation 542 1,695 1,280 - 3,517
impairment losses - 275 53 - 328
transfers -49 -69 -11 - -129
transfer to/from assets held for sale -927 -538 -11 - -1,476
effect of hyperinflation 3 15 8 - 26
Foreign exchange adjustments etc. 1 -50 -29 - -78

Depreciation and impairment losses at 31 December 2011 4,905 14,570 7,771 - 27,246

Carrying amount at 31 December 2011 13,109 13,463 4,021 1,255 31,848

assets held under finance leases:
cost 7 95 12 - 114
Depreciation and impairment losses -5 -52 -3 - -60

Carrying amount at 31 December 2011 2 43 9 - 54

carrying amount of assets pledged as security for loans 1,828 257 4 78 2,167

nOte 16   property, plant anD eQuipment – continueD

Fixtures and fittings, other plant and equipment include rolling equipment 
such as cars and trucks, draught beer equipment, coolers, returnable packag-
ing and office equipment. 

leased assets with a carrying amount of DKK 46m (2011: DKK 54m) have been 
pledged as security for lease liabilities totalling DKK 38m (2011: DKK 53m). 
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nOte 17   associates

DKK million 2012 2011

cost:
cost at 1 January 5,033 4,762
acquisition of entities 775 26
additions 488 49
Disposals -3 -1
Foreign exchange adjustments etc. -12 197
transfers incl. prepayments in connection with business combinations 1 -

Cost at 31 December 6,282 5,033

Value adjustments:
Value adjustments at 1 January 18 115
Dividends -99 -46
impairment losses -64 -260
share of profit after tax 108 180
share of other comprehensive income 4 3
reversal of impairment 3 -
Foreign exchange adjustments etc. -11 26

Value adjustments at 31 December -41 18

Carrying amount at 31 December 6,241 5,051

2012

carlsberg group share

DKK million revenue
profit 

after tax assets liabilities
ownership 

interest
profit 

after tax equity

Key figures for associates:
chongqing group 2,866 57 15,630 2,567 29.7% 17 4,201
tibet lhasa brewery co. ltd. 426 81 680 48 33% 27 209
lanzhou Huanghe Jianjiang brewery company 337 23 501 109 30% 7 118
Hanoi beer company 1,639 210 4,360 827 17% 37 601
the lion brewery ceylon 560 56 433 324 25% 14 27
other associates, asia (3 entities) 245 15 338 82 30-33% 5 84
international breweries bV 560 -45 723 652 23.3% -11 16
nuuk imeq a/s 207 26 266 119 31.9% 8 47
nordic getränke gmbH 2,246 -18 715 715 50% -9 -
carlsberg byen p/s 45 -38 2,724 1,012 25% -10 428
other 1,635 71 2,125 1,531 20-55% 23 510

108 6,241

2011

carlsberg group share

DKK million revenue
profit 

after tax assets liabilities
ownership 

interest
profit 

after tax equity

Key figures for associates:
chongqing brewery co. ltd. 2,434 232 13,535 1,929 29.7% 61 3,447
tibet lhasa brewery co. ltd. 390 82 642 27 33% 25 203
lanzhou Huanghe Jianjiang brewery company 268 11 456 86 30% 3 111
Hanoi beer company 1,466 249 3,728 310 17% 41 581
the lion brewery ceylon 379 20 283 187 25% 5 24
other associates, asia (3 entities) 211 -4 283 70 30-33% -2 80
international breweries bV 680 -46 113 7 16% -7 17
nuuk imeq a/s 147 22 211 70 31.9% 7 45
nordic getränke gmbH 2,437 59 1,098 953 50% 30 127
other 1,373 70 2,792 2,215 20-50% 17 416

180 5,051

the acquisition of the shareholding in chongqing Jianiang brewery co. ltd. 
consists of contributed cash at the formation of the entity and a subsequent 
acquisition of 18.58% of the shares in the entity. chongqing Jianiang brew-
ery co. ltd is a subsidiary of chongqing brewery co. ltd. and an associate 
of the carlsberg group.

additions comprise recognition of the 25% shareholding in the consortium 
developing the copenhagen brewery site, following the partial disposal of 
the site.
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nOte 18   securities

nOte 19   receiVables

DKK million 2012 2011

securities are classified in the statement of financial position as follows:
non-current assets 133 134
current assets 21 24

Total 154 158

types of security:
listed shares 1 23
unlisted shares 153 135

Total 154 158

securities classified as current assets are those expected to be sold within one 
year after the end of the reporting period. 
  

shares in unlisted entities comprise a number of small holdings. most of these 
shares are not recognised at fair value as the fair value cannot be calculated 
on a reliable basis. instead the assets are recognised at cost. 
  

trade receivables comprise invoiced goods and services as well as short-
term loans to customers in the on-trade. 

other receivables comprise Vat receivables, loans to partners and associ-
ates, interest receivables and other financial receivables. 
 

non-current receivables consist mainly of on-trade loans. non-current re-
ceivables fall due more than one year from the end of the reporting period, 
with DKK 142m (2011: DKK 145m) falling due more than five years from the 
end of the reporting period.

DKK million 2012 2011

receivables are included in the statement of financial position as follows:
trade receivables 7,828 7,855
other receivables 2,045 1,846

Total current receivables 9,873 9,701
non-current receivables 2,075 1,650

Total  11,948 11,351

nOte 17   associates – continueD

For associates in which the group holds an ownership interest of less than 
20%, the group participates in the management of the company and is 
therefore exercising significant influence. 
 
 

the group also has minor investments in entities in which the group is 
unable to exercise significant influence. as a result, these investments are 
classified as securities.

DKK million 2012 2011

Fair value of investments in listed associates:
chongqing brewery co. ltd., chongqing, china 2,006 3,726
the lion brewery ceylon, biyagama, sri lanka 235 189

Total 2,241 3,915
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Hedging instruments are measured at fair value. all other receivables are 
measured at amortised cost. 
 

on-trade loans are usually repaid through discounts during the continu-
ing sales relationship with the individual customer, which is reflected in the 
repayment scheme and the discounting of the loans. there are therefore no 
significant overdue on-trade loans.

DKK million 2012 2011

receivables by origin:
receivables from the sale of goods and services 7,117 7,115
on-trade loans 2,022 2,066
loans to associates 137 123
loans to partners 226 230
Fair value of hedging instruments 584 499
other receivables 1,862 1,318

Total 11,948 11,351

nOte 19   receiVables – continueD

  
  
  
 

% 2012 2011

average effective interest rates:
loans to associates 4.4 3.1
on-trade loans 4.9 5.8

nOte 20  inVentories

DKK million 2012 2011

raw materials and consumables 2,332 2,316
Work in progress 304 303
Finished goods 1,905 1,731

Total 4,541 4,350

production costs of inventories sold amount to DKK 33,532m (2011: DKK 
31,367m). 

raw materials, packaging and spare parts are measured at the lower of net 
realisable value and cost. Write-downs of inventories to net realisable value 
amount to DKK 8m (2011: DKK 47m) and are included in cost of sales. 

obsolete beer and soft drinks and raw materials are generally scrapped due 
to limited shelf-life and are fully written down. the cost of scrapped goods is 
included in production costs. 

nOte 21   casH anD casH eQuiValents

DKK million 2012 2011

cash at bank and in hand 5,760 3,145

Total 5,760 3,145

in the statement of cash flows, bank overdrafts are offset against cash and cash equivalents as follows:
cash and cash equivalents 5,760 3,145
bank overdrafts -701 -310

Cash and cash equivalents, net 5,059 2,835

of which pledged as security - -

short-term bank deposits amounted to DKK 3,580m (2011: DKK 1,524m). 
the average interest rate on these deposits was 6.6% (2011: 6.3%).

proportionally consolidated entities’ share of cash and cash equivalents is 
specified in note 34.
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nOte 22   assets HelD For sale anD associateD liabilities

assets that are reclassified as held for sale are measured at the lower of the 
carrying amount and fair value at the reclassification date. any impairment 
losses in relation to such assets are recognised as impairment of assets before 
the reclassification. accordingly, neither depreciation nor impairment losses 
have been recognised in the income statement relating to assets classified as 
held for sale. consequently, the selling price is as a minimum expected to be 
equal to the carrying amount of assets held for sale. 
 
assets held for sale primarily comprised land and property, mainly in West-
ern europe, which are disposed of as part of the group’s strategy to optimise 
production and logistics and reduce the amount of capital tied up. identifica-
tion of and negotiations with buyers have begun, and sales agreements 
have been entered into or are expected to be entered into in 2013. 

interest-bearing loans associated with assets held for sale amounting to 
DKK 747m as of 31 December 2011 comprised loans secured on the assets 
held for sale. the buyer took over the loans when the assets were acquired. 

assets (properties) which no longer qualified for recognition as assets held 
for sale were transferred to property, plant and equipment in 2012 as a result 
of ongoing sales negotiations not proceeding as expected. this involved an 
amount of DKK 1m (2011: DKK 9m) and affected the income statement by a 
total of DKK 0m (2011: DKK 5m) in depreciation. 
 
gains or losses on the disposal of assets held for sale are recognised in the 
income statement under other operating income. the gains recognised as 
income in all material respects relate to disposal of land, depots and proper-
ties and total DKK 0m (2011: DKK 58m). 

gain on disposal of the activities in Dresden was, however, recognised in 
the income statement under special items in 2011. the gain amounted to 
DKK 64m.

DKK million 2012 2011

assets held for sale comprise the following individual assets:
property, plant and equipment 27 544
other non-current assets - 7
current assets - 18
Financial assets - 1

Total 27 570

liabilities associated with assets held for sale:
interest-bearing loans and liabilities - 747
Deferred tax liabilities 5 -
other provisions 13 56
other liabilities - 25

Total 18 828
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at 31 December 2012, the fair value of treasury shares amounted to DKK 1m 
(2011: DKK 14m). 

according to the authorisation of the general meeting, the supervisory 
board may, in the period until 24 march 2015, allow the company to acquire 
treasury shares up to a total holding of 10% of the nominal share capital, 
at a price quoted on nasDaQ omx copenhagen at the time of acquisition 
with a deviation of up to 10%. 

in the financial year the company acquired class b treasury shares of a 
nominal amount of DKK 3m (2011: DKK 4m) at an average price of DKK 495 
(2011: DKK 549), corresponding to a purchase price of DKK 70m (2011: DKK 
117m). class b treasury shares are primarily acquired to facilitate settlement 
of share option schemes. the company holds no class a shares. 

in the financial year the company disposed of class b treasury shares at a 
total price of DKK 45m (2011: DKK 68m). the disposal was made in connec-
tion with settlement of share options. 

nOte 23   sHare capital

class a shares class b shares total share capital

shares of 
DKK 20

nominal 
value, 

DKK ’000
shares of 

DKK 20

nominal 
value, 

DKK ’000
shares of 

DKK 20

nominal 
value, 

DKK ’000

1 January 2011 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136
no change in 2011 - - - - - -

31 December 2011 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

no change in 2012 - - - - - -

31 December 2012 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

treasury shares

shares of 
DKK 20

nominal 
value, DKKm

percentage of 
share capital

1 January 2011 17,756 - 0.0%
acquisition of treasury shares 213,000 4 0.1%
used to settle share options -197,258 -4 -0.1%

31 December 2011 33,498 - 0.0%

1 January 2012 33,498 - 0.0%
acquisition of treasury shares 141,000 3 0.1%
used to settle share options -172,911 -3 -0.1%

31 December 2012 1,587 - 0.0%

a shares carry 20 votes per DKK 20 share. b shares carry two votes per DKK 20 share. a preferential right to an 8% non-
cumulative dividend is attached to b shares. apart from votes and dividends, 
all shares rank equally.
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nOte 24   borroWings

DKK million 2012 2011

non-current borrowings:
issued bonds 29,021 19,478
mortgages 1,457 1,457
bank borrowings 5,722 13,071
Finance lease liabilities 35 38
other non-current borrowings 471 320

Total 36,706 34,364

current borrowings:
issued bonds 1,826 -
current portion of other non-current borrowings 283 159
bank borrowings 1,179 1,369
Financial lease liabilities 4 14
other current borrowings 60 333

Total 3,352 1,875

Total non-current and current borrowings 40,058 36,239

Fair value 41,557 37,003

time to maturity for non-current borrowings

2012

DKK million 1-2 years 2-3 years 3-4 years 4-5 years >5 years total

issued bonds 7,443 - 2,999 7,402 11,177 29,021
mortgages - - - - 1,457 1,457
bank borrowings 400 5,263 56 3 - 5,722
Finance lease liabilities 4 4 4 4 19 35
other non-current borrowings 209 163 56 30 13 471

Total 8,056 5,430 3,115 7,439 12,666 36,706

2011

DKK million 1-2 years 2-3 years 3-4 years 4-5 years >5 years total

issued bonds 1,780 7,406 - 2,927 7,365 19,478
mortgages - - - - 1,457 1,457
bank borrowings 792 426 11,753 100 - 13,071
Finance lease liabilities 4 4 4 4 22 38
other non-current borrowings 73 194 22 4 27 320

Total 2,649 8,030 11,779 3,035 8,871 34,364

other non-current borrowings include employee bonds of DKK 18m. no new 
employee bonds were issued in 2012 or 2011. 
 
borrowings are measured at amortised cost. the group has designated 
a fixed-interest rate gbp 300m bond issue as the hedged item in the fair 

value hedge with the designated risk being movements in a benchmark 
interest rate (floating interest rate). the carrying amount of this borrowing 
is therefore adjusted for movements in the fair value due to movements 
in the benchmark rate. the carrying amount of this borrowing was DKK 
2,999m in 2012. 
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nOte 24   borroWings – continueD

interest rate risk at 31 December

2012

DKK million interest rate 

average 
effective 

interest rate Fixed for
carrying 
amount

interest 
rate risk

issued bonds:
gbp 200m maturing 26 February 2013 Fixed 7.01% 0-1 year 1,826 Fair value
eur 1,000m maturing 28 may 2014 Fixed 6.22% 1-2 years 7,443 Fair value
gbp 300m maturing 28 november 2016 Fixed 7.41% 3-4 years 2,999 Fair value
eur 1,000m maturing 13 october 2017 Fixed 3.55% 4-5 years 7,402 Fair value
eur 750m maturing 3 July 2019 Fixed 2.49% >5 years 5,629 Fair value
eur 750m maturing 15 november 2022 Fixed 2.71% >5 years 5,548 Fair value

Total issued bonds 4.43% 30,847

mortgages:
Floating-rate Floating 1.51% 0-1 year 1,248 cash flow
Fixed-rate Fixed 2.91% 3-4 years 209 Fair value

Total mortgages 1.71% 1,457

bank borrowings:
Fixed-rate Fixed 0-3 years 6,901 Fair value

Total bank borrowings 6,901

eur 750m maturing 3 July 2019 consists of two bonds of eur 250m and 
eur 500m. the eur 500m bond was issued in July 2012, while the eur 
250m bond was issued in november 2012. 
 
all interest rates stated in the table include a margin. 

a cross-currency swap (gbp 300m) has been used to change the interest 
from fixed to floating 6-month euribor +4.01%. the bond and the swap 
are designated as a fair value hedge relationship, meaning that the carrying 
amount of the bond is the fair value. 
 

the floating-rate mortgage was repriced in December 2012 at a rate of 0.86% 
(excl. margin) commencing in January 2013 and will be repriced again in July 
2013. the time to maturity is more than five years. the floating-rate mortgage 
is repriced semi-annually with reference to 6-month cibor.  

the main part of the bank borrowings presented as having a fixed rate 
was originally at floating rate but has been swapped to a fixed rate of 
5.24%. the maturity of these interest rate swaps is between 6 months  
and 2½ years.

1  after swaps and currency derivatives. 2  before currency derivatives.

 interest rate2

DKK million  net financial interest-bearing debt1  Floating  Fixed  Floating %  Fixed % 

eur 29,855 748 29,107 3% 97%
DKK -465 -692 227 149% -49%
pln 1,504 1,504 - 100% -
usD 1,180 1,180 - 100% -
cHF 1,892 1,892 - 100% -
rub -3,049 -3,049 - 100% -
other 3,381 3,314 67 98% 2%

Total 34,298 4,897 29,401 14% 86%
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interest rate risk at 31 December

2011

DKK million interest rate 

average 
effective 

interest rate Fixed for
carrying 
amount

interest 
rate risk

issued bonds:
gbp 200m maturing 26 February 2013 Fixed 7.01% 1-2 years 1,780 Fair value
eur 1,000m maturing 28 may 2014 Fixed 6.22% 2-3 years 7,406 Fair value
gbp 300m maturing 28 november 2016 Fixed 7.41% 4-5 years 2,927 Fair value
eur 1,000m maturing 13 october 2017 Fixed 3.55% >5 years 7,365 Fair value

Total issued bonds 5.46% 19,478

mortgages:
Floating-rate Floating 1.82% 0-1 year 724 cash flow
Fixed-rate Fixed 4.10% 4-5 years 733 Fair value

Total mortgages 2.97% 1,457

bank borrowings:
Floating-rate Floating 0-1 year 3,915 cash flow
Fixed-rate Fixed 1-2 years 10,525 Fair value

Total bank borrowings 14,440

all interest rates stated in the table include a margin. 

a cross-currency swap (gbp 300m) has been used to change the interest 
from fixed to floating 6-month euribor +4.01%. the bond and the swap 
are designated as a fair value hedge relationship, meaning that the carrying 
amount of the bond is the fair value. 
 
in December 2011 a gbp 250m bond matured and was repaid. 

the floating-rate mortgage was repriced in December 2011 at a rate of 
1.28% (excl. margin) commencing in January 2012 and was repriced again 

in July 2012. the time to maturity is more than five years. the floating-
rate mortgage is repriced semi-annually with reference to 6-month cibor.

carlsberg has repaid two mortgages (a total of DKK 525m) with a time to 
maturity of more than five years, which were originally at floating rates 
but were swapped to fixed rates. 

the main part of the bank borrowings presented as having a fixed rate was 
originally at floating rate but has been swapped to a fixed rate of 5.36%. 

1  after swaps and currency derivatives. 2  before currency derivatives.

 interest rate2

DKK million  net financial interest-bearing debt1  Floating  Fixed  Floating %  Fixed % 

eur 30,415 4,924 25,491 16% 84%
DKK -2,975 -3,726 751 125% -25%
pln 710 708 2 100% -
usD 1,601 1,588 13 99% 1%
cHF 2,469 2,469 - 100% -
rub -1,249 -1,249 - 100% -
other 2,123 280 1,843 13% 87%

Total 33,094 4,994 28,100 15% 85%

nOte 24   borroWings – continueD
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2012

currency profile of borrowings before 
and after derivative financial instruments

next repricing (of principal 
before currency swaps)

DKK million
original 
principal

effect 
of swap

after 
swap 2013 2014 2015 2016 2017 2018-

cHF 52 1,853 1,905 52 - - - - -
DKK 1,470 -1,895 -425 1,243 5 13 209 - -
eur 30,237 290 30,527 1,130 7,499 2,988 4 7,406 11,210
gbp 5,240 -4,521 719 5,240 - - - - -
noK 143 229 372 143 - - - - -
pln 86 1,425 1,511 86 - - - - -
rub 9 -634 -625 9 - - - - -
seK 132 70 202 132 - - - - -
sgD 1 -342 -341 1 - - - - -
usD 2,173 34 2,207 2,173 - - - - -
other 515 3,491 4,006 448 4 4 56 3 -

Total 40,058 - 40,058 10,657 7,508 3,005 269 7,409 11,210

2011

currency profile of borrowings before 
and after derivative financial instruments

next repricing (of principal 
before currency swaps)

DKK million
original 
principal

effect 
of swap

after 
swap 2012 2013 2014 2015 2016 2017-

cHF 29 2,441 2,470 29 - - - - -
DKK 1,488 -4,424 -2,936 737 - 5 13 209 524
eur 27,543 3,425 30,968 2,052 7,608 7,474 2,986 9 7,414
gbp 4,693 -4,489 204 2,913 1,780 - - - -
noK -53 632 579 -53 - - - - -
pln 56 660 716 54 1 1 - - -
rub 9 -1,098 -1,089 9 - - - - -
seK 81 -313 -232 81 - - - - -
sgD 24 -424 -400 24 - - - - -
usD 1,773 592 2,365 1,760 13 - - - -
other 596 2,998 3,594 533 10 - 27 26 -

Total 36,239 - 36,239 8,139 9,412 7,480 3,026 244 7,938

cf. also note 35, Financial risks.  

nOte 24   borroWings – continueD

nOte 25   retirement beneFit obligations anD similar obligations

a number of the group’s employees are covered by retirement benefit plans. 
the nature of the retirement benefit plans varies depending on labour mar-
ket conditions, legal requirements, tax legislation and economic conditions in 
the individual countries. benefits are generally based on wages and salaries 
and length of employment. retirement benefit obligations cover both pre-
sent and future retirees’ entitlement to retirement benefits. 
 
approximately 64% (2011: 73%) of the group’s retirement benefit costs 
relate to defined contribution plans, which limit the group’s obligation 
to the contributions paid. the retirement benefit plans are funded by 
payments from the group’s companies and employees to funds that are 
independent of the group. 
 
the other plans are defined benefit plans. a retirement benefit obligation is 
recognised in the statement of financial position based on an actuarial cal-
culation of the present value at the end of the reporting period less the plan 
assets. For defined benefit plans, the group assumes the risk associated with 
future developments in interest rates, inflation, mortality and disability etc.

the retirement benefit plans in among other countries switzerland, nor-
way, the united Kingdom and Hong Kong have assets placed in indepen-
dent pension funds. 

a number of plans are unfunded, primarily in germany, sweden and italy.
For these plans the retirement benefit obligations amount to approximately 
14% (2011: 14%) of the total gross liability. 
 
the defined benefit plans typically guarantee the employees covered a 
retirement benefit based on the final salary at retirement.
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the group expects to contribute DKK 23m (2011: DKK 23m) to the plan  
assets in 2013.

DKK million 2012 2011

Defined benefit plans are recognised in the statement of financial position as follows:
retirement benefit obligations and similar obligations 3,961 3,263
plan assets -4 -5

Net obligations 3,957 3,258

specification of net obligations:
present value of funded plans 9,983 8,893
Fair value of plan assets -7,648 -7,099

Net obligation for funded plans 2,335 1,794
present value of unfunded plans 1,612 1,446
payment in transit 10 18

Net obligations recognised 3,957 3,258

specification of total obligations:
present value of funded plans 9,983 8,893
present value of unfunded plans 1,612 1,446

Total obligations 11,595 10,339

changes in obligations:
total obligations at 1 January 10,339 9,330
current service cost 114 176
interest cost 381 376
actuarial gains (-) and losses (+) 1,003 849
benefits paid -513 -478
curtailments and settlements -1 -103
employee contributions to pension scheme 15 14
transfer from other provisions 61 -3
Disposal of entities - -7
Foreign exchange adjustments etc. 196 185

Total obligations at 31 December 11,595 10,339

changes in plan assets:
Fair value of assets at 1 January 7,099 6,904
expected return 323 327
actuarial gains (+) and losses (-) 262 -244
contributions to plans 245 331
benefits paid -415 -391
Foreign exchange adjustments etc. 134 172

Fair value of assets at 31 December 7,648 7,099

nOte 25   retirement beneFit obligations anD similar obligations – continueD

DKK million 2012 2011

actual return on plan assets:
expected return 323 327
actuarial gains (+) and losses (-) 262 -244

Actual return 585 83

2012 2011

DKK million % DKK million %

breakdown of plan assets:
shares 2,490 33% 2,172 31%
bonds and other securities 3,460 45% 3,251 45%
real estate 1,170 15% 1,346 19%
cash and cash equivalents 528 7% 330 5%

Total 7,648 100% 7,099 100%

plan assets do not include shares in or properties used by group companies.
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nOte 25   retirement beneFit obligations anD similar obligations – continueD

2012 2011

range
Weighted 

average range
Weighted 

average

assumptions applied:
Discount rate 1.0 - 16.5% 3.0% 1.0 - 5.3% 3.6%
expected return on plan assets 2.2 - 8.5% 4.1% 0.4 - 5.4% 4.4%
Future salary increases 2.0 - 16.0% 2.8% 2.0 - 8.0% 2.9%
Future retirement benefit increases 1.0 - 3.4% 1.6% 1.0 - 3.8% 2.0%

DKK million 2012 2011

recognised in the income statement:
current service cost 114 176
expected return on plan assets -323 -327
interest cost on obligations 381 376
curtailments and settlements -1 -103

Total recognised in the income statement 171 122

the cost is recognised in the income statement as follows:
cost of sales 23 9
sales and distribution expenses 64 42
administrative expenses 26 25
special items (restructuring) - -3

Total staff costs, cf. note 12 113 73
Financial income -323 -327
Financial expenses 381 376

Total 171 122

Actuarial assumptions.  the actuarial assumptions underlying the calcula-
tions and valuations vary from country to country due to local economic 
conditions and labour market conditions.
 

calculation of the expected return on plan assets is based on a low-risk in-
vestment in bonds in the relevant countries. the rate of return is increased if 
the plan assets comprise shares and properties which, despite the increased 
risk, are expected to provide a higher rate of return than bonds.

DKK million 2012 2011 2010 2009 2008

Five-year overview:
obligations 11,595 10,339 9,330 7,974 7,036
plan assets -7,648 -7,099 -6,905 -5,823 -5,245

Deficit 3,947 3,240 2,425 2,151 1,791

experience adjustments to obligations 231 82 108 -34 -69
experience adjustments to plan assets -881 -506 -815 -544 -323

DKK million 2012 2011

recognised in other comprehensive income:
recognised at 1 January -2,530 -1,424

actuarial gains/losses -741 -1,093
Foreign exchange adjustment of foreign entities -62 -13

Recognised in other comprehensive income during the year -803 -1,106

Recognised at 31 December -3,333 -2,530

of which accumulated actuarial gains/losses -3,357 -2,616
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nOte 26   DeFerreD tax assets anD DeFerreD tax liabilities

DKK million 2012 2011

Deferred tax at 1 January, net 8,453 8,646
adjustments to previous years -39 87
step acquisition of entities - 60
revaluation of previously recognised deferred tax acquired in a step acquisition - 43
Disposal of entities - 11
recognised in other comprehensive income -194 -204
recognised in the income statement 341 -114
change in tax rate 27 -15
effect of hyperinflation - 16
Foreign exchange adjustments -72 -77

8,516 8,453

of which transferred to assets held for sale -4 -

Deferred tax at 31 December, net 8,512 8,453

specified as follows:
Deferred tax liabilities 9,682 9,652
Deferred tax assets -1,170 -1,199

Deferred tax at 31 December, net 8,512 8,453

specification of deferred tax assets and liabilities at 31 December

Deferred tax assets Deferred tax liabilities

DKK million 2012 2011 2012 2011

intangible assets 503 549 7,917 7,769
property, plant and equipment 440 823 2,536 3,031
current assets 109 84 52 45
provisions and retirement benefit obligations 862 712 261 359
Fair value adjustments 201 293 323 232
tax losses etc. 1,576 1,451 1,118 929

Total before set-off 3,691 3,912 12,207 12,365
set-off -2,521 -2,713 -2,521 -2,713
transferred to assets held for sale - - -4 -

Deferred tax assets and liabilities at 31 December 1,170 1,199 9,682 9,652

expected to be used as follows:
Within 12 months after the end of the reporting period 222 531 507 273
more than 12 months after the end of the reporting period 948 668 9,175 9,379

Total 1,170 1,199 9,682 9,652

Deferred tax assets and liabilities are offset in the consolidated statement 
of financial position if the group has a legally enforceable right to set 
off and the deferred tax assets and liabilities relate to the same legal tax 
entity/consolidation.

of the total deferred tax assets recognised, DKK 718m (2011: DKK 789m) 
relates to tax loss carryforwards, the utilisation of which depends on future 
positive taxable income exceeding the realised deferred tax liabilities. 
 
tax assets of DKK 1,328m (2011: DKK 1,480m) were not recognised. these 
relate primarily to tax losses which are not expected to be utilised in the 
foreseeable future. tax losses that will not expire amount to DKK 1,093m 
(2011: DKK 1,138m). 

Deferred tax on temporary differences relating to investments in subsidiaries, 
joint ventures and associates amounts to DKK 0m (2011: DKK 0m). 

Deferred tax of DKK 160m (2011: DKK 0m) has been recognised in respect 
of earnings in the eastern european region which are intended for distribu-
tion in the short term, as tax of 5% is payable on distributions. For other 
subsidiaries where distributable reserves are planned to be distributed, any 
distribution of earnings will not trigger a significant tax liability based on 
current tax legislation.
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nOte 27   proVisions

2012

DKK million restructurings onerous contracts other total

provisions at 1 January 2012 336 112 1,064 1,512
additional provisions recognised 414 - 337 751
used during the year -156 - -235 -391
reversal of unused provisions -24 - -135 -159
transfers 2 - 130 132
Discounting 13 - 53 66
Foreign exchange adjustments etc. -10 - -52 -62

Provisions at 31 December 2012 575 112 1,162 1,849

provisions are recognised in the statement of financial position as follows:
non-current provisions 304 5 921 1,230
current provisions 271 107 241 619

Total 575 112 1,162 1,849

2011

DKK million restructurings onerous contracts other total

provisions at 1 January 2011 409 315 1,294 2,018
step acquisition of entities - - 13 13
additional provisions recognised 164 - 77 241
Disposal of entities - - -6 -6
used during the year -216 -6 -276 -498
reversal of unused provisions -13 -197 -102 -312
transfers -9 - 71 62
Discounting 10 - 57 67
Foreign exchange adjustments etc. -9 - -64 -73

Provisions at 31 December 2011 336 112 1,064 1,512

provisions are recognised in the statement of financial position as follows:
non-current provisions 121 5 875 1,001
current provisions 215 107 189 511

Total 336 112 1,064 1,512

restructuring provisions totalling DKK 575m relate primarily to restructur-
ings of ringnes as, carlsberg sverige, carlsberg Deutschland, Feldschlöss-
chen, carlsberg italia and brasseries Kronenbourg. in 2011 the restructuring 
provisions totalling DKK 336m primarily related to restructurings of carls-
berg Deutschland, carlsberg uK, carlsberg italia, brasseries Kronenbourg 
and carlsberg it. the restructuring provisions are calculated on the basis 
of detailed plans announced to the parties concerned and relate mainly to 
termination benefits to employees made redundant. 

the group has made provision for certain contracts which are deemed to 
be onerous. onerous contracts totalling DKK 112m primarily relate to raw 
materials in Western europe. the provision for onerous contracts in 2011 
was also primarily related to raw materials. 

other provisions totalling DKK 1,162m (2011: DKK 1,064m) relate primarily 
to profit sharing in France, employee obligations other than retirement 
benefits, and ongoing disputes, lawsuits etc.

nOte 28   otHer liabilities etc.

DKK million 2012 2011

other liabilities are recognised in the statement of financial position as follows:
non-current liabilities 1,201 1,262
current liabilities 9,766 10,490

Total 10,967 11,752

other liabilities by origin:
excise duties and Vat payable 3,690 3,512
staff costs payable 1,602 1,571
interest payable 807 727
Fair value of hedging instruments 606 1,280
liabilities related to the acquisition of entities 1,129 1,459
amounts owed to associates 2 1
Deferred income 1,146 1,127
other 1,985 2,075

Total 10,967 11,752

DKK 973m (2011: DKK 898m) of total non-current provisions falls due within 
five years from the end of the reporting period. 
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nOte 29   casH FloWs

DKK million 2012 2011

adjustment for other non-cash items:
share of profit after tax, associates -108 -180
gains on disposal of property, plant and equipment and intangible assets, net -112 -77
amortisation of on-trade loans etc. 554 572

Total 334 315

change in trade working capital:
inventories -202 -206
trade receivables 206 -2,190
trade payables and deposit liabilities 848 1,825

Total 852 -571

change in other working capital:
other receivables -140 127
other payables -71 162
retirement benefit obligations and other liabilities related to operating activities before special items -301 -690
adjusted for unrealised foreign exchange gains/losses -11 -20

Total -523 -421

change in on-trade loans:
loans provided -1,089 -1,052
repayments 642 534

Total -447 -518

change in financial receivables:
loans and other receivables -66 2
other financial receivables 38 -49

Total -28 -47

shareholders in carlsberg a/s:
Dividends to shareholders -839 -763
acquisition of treasury shares -70 -117
Disposal of treasury shares 45 68

Total -864 -812

non-controlling interests:
acquisition of non-controlling interests -4,916 -1,338
Dividends to non-controlling interests -282 -121
share buy-back - -417

Total -5,198 -1,876

external financing:
proceeds from issue of bonds 11,160 -
repayment of bonds including cross-currency swap - -2,965
Debt institutions, long-term -7,908 1,640
Debt institutions, short-term -874 533
loans from associates -65 -30
Finance lease liabilities -14 -12
other financing liabilities 174 -169

Total 2,473 -1,003
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nOte 30    acQuisition anD Disposal oF entities 

2012

DKK million

previous 
method of 

consolidation

previously held 
ownership 

interest

acquired 
ownership 

interest

total
 carlsberg  

interest
acquisition 

date
main 

activity cost

acquired entity:
lao brewery co. ltd. proportionate 50.00% 1.00% 51.00% 30 aug. 2011 brewery 33
Hue brewery ltd. proportionate 50.00% 50.00% 100.00% 23 nov. 2011 brewery 485

Total 518

the group has not completed any acquisitions of entities during 2012.  
      
acquisition of entities 
in 2012, the purchase price of part of the activities in s&n (acquired in 
2008) has been adjusted by DKK 4m as a result of allocation of debt 
according to agreement. the adjustment was recognised as goodwill. the 
purchase price is expected to be further adjusted depending on the final 
allocation of debt according to agreement.
   
acquisition of proportionally consolidated entities
in Q2 2012, carlsberg acquired 6% of the shares in the jointly controlled 
entity south asian breweries pte. ltd., which is recognised by proportional 
consolidation. the purchase price allocation of the fair value of identified 
assets, liabilities and contingent liabilities in the acquisition has not yet 
been completed. the fair value of identified assets, liabilities and contin-
gent liabilities less the cost of the acquisition (DKK 23m) is recognised 
as goodwill (DKK 17m). accounting for the acquisition will be completed 
within the 12-month period required by iFrs 3.

During 2011, carlsberg acquired 22.5% in Q2 and an additional 4% in Q4 
of the shares in the jointly controlled entity south asian breweries pte. 
ltd., which is recognised by proportional consolidation due to terms in the 
shareholder agreement with the partner. the purchase price allocation of 
the fair value of identified assets, liabilities and contingent liabilities in both 
acquisitions has been completed. the fair value of identified assets, liabilities 
and contingent liabilities less the cost of the acquisitions, DKK 101m in total, 
was recognised as goodwill.

step acquisition of entities
in 2011, carlsberg gained control of lao brewery co. ltd. in laos and Hue 
brewery ltd. in Vietnam. previously both entities were proportionally consol-
idated. 

revaluation of previously recognised net assets at fair value included revalu-
ation at fair value of net assets that were proportionally consolidated prior 
to the step acquisition of the entity.    
    
in Q3 2011, carlsberg acquired an additional 1% of the shareholding 
in the joint venture lao brewery co. ltd. in a disproportionate capital 
increase where carlsberg contributed assets in kind, thus gaining control 
of the entity in a step acquisition. the fair value of the consideration 
injected amounted to DKK 33m. the shareholdings held immediately 

before obtaining control was recognised at fair value with the revaluation 
adjustment, DKK 997m, recognised in special items. the purchase price 
allocation of the fair value of identified assets, liabilities and contingent 
liabilities has been completed, which has not resulted in any changes to 
the recognised amounts.     
   
this step acquisition was a natural step for carlsberg and in line with the 
strategy of obtaining full control of key operating activities. the calculation 
of goodwill represents staff competences as well as expectations of positive 
growth. goodwill related to the non-controlling interests’ share of lao brew-
ery co. ltd. was recognised as part of goodwill.    
     
in Q4 2011, carlsberg acquired an additional 50% of the shareholding in the 
joint venture Hue brewery ltd. and thereby gained control through a step 
acquisition. the shareholdings held immediately before obtaining control 
was recognised at fair value with the revaluation adjustment, DKK 303m, 
recognised in special items. the purchase price allocation of the fair value 
of identified assets, liabilities and contingent liabilities has been completed, 
which has not resulted in any changes to the recognised amounts.  
      
this step acquisition was a natural step for carlsberg and in line with the strat-
egy of obtaining full control of key operating activities. the calculation of good-
will represents staff competences as well as expectations of positive growth.

the acquired entities contributed positively to operating profit before special 
items for 2011 by approximately DKK 61m and to the profit for the year by 
approximately DKK 29m. the net profit for the year, had the acquisitions 
been completed at 1 January 2011, was estimated at DKK 5,966m.  
      
the fair value of the non-controlling ownership interest was estimated based 
on the net present value of expected future cash flows from the entity, 
the cost of newly acquired shareholdings in the entity, excluding control 
premium, and other fair value models as applicable for the transaction. the 
key assumptions applied for the lao brewery co. ltd. transaction were an 
after-tax Wacc of 11.4% and a terminal growth rate of 2.5%.  
      
acquired net assets of entities acquired in a step acquisition included receiva-
bles from customers at a fair value of DKK 11m. none of the acquired receiva-
bles from customers were considered irrecoverable at the time of acquisition. 
       
goodwill recognised regarding transactions completed in 2011 was not 
deductible for tax purposes.

acquired share of net assets recognised at fair value

DKK million
lao brewery 

co. ltd.
Hue brewery 

ltd. total

revaluation of 
previously recognised 

net assets at fair value

total recognised 
net assets 

from acquisition

intangible assets 130 108 238 237 475
property, plant and equipment 251 91 342 -42 300
inventories 24 14 38 -3 35
loans and receivables, current 20 3 23 - 23
cash and cash equivalents 125 66 191 - 191
provisions -13 - -13 - -13
Deferred tax assets and liabilities, net -31 -29 -60 -43 -103
borrowings -18 -17 -35 - -35
trade payables and other payables -52 -81 -133 - -133

Net assets 436 155 591 149 740
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DKK million
lao brewery 

co. ltd.
Hue brewery 

ltd. total

Fair value of consideration transferred for acquired ownership interest 33 485 518
Fair value of previously held ownership interest 1,665 451 2,116
Fair value of non-controlling ownership interest 1,632 - 1,632

Fair value of entities acquired in stages, total 3,330 936 4,266

carrying amount of identified assets and liabilities recognised before step acquisition 368 74 442
revaluation of identified assets and liabilities recognised before step acquisition 68 81 149
Fair value of acquired identified assets, liabilities and contingent liabilities 436 155 591

Fair value of identified assets, liabilities and contingent liabilities 872 310 1,182

Total goodwill 2,458 626 3,084

goodwill recognised before a step acquisition 344 28 372

Change in total recognised goodwill 2,114 598 2,712

goodwill is attributable to:
shareholders in carlsberg a/s 1,253 626 1,879
non-controlling interests 1,205 - 1,205

Total goodwill 2,458 626 3,084

gain on revaluation of previously held ownership interest in entities acquired in a step acquisition:
carrying amount of previously held ownership interest -712 -102 -814
Fair value of previously held ownership interest 1,665 451 2,116
recycling of cumulative exchange differences 44 -46 -2

Total 997 303 1,300

elements of cash consideration paid:
cash - 485 485
cash and cash equivalents, acquired -125 -66 -191

Total cash consideration paid -125 419 294

capital injection in kind 33 - 33

Total consideration transferred -92 419 327

acquired cash only comprised the additional consolidated share in the 
step acquisition due to the change from proportional to full consolida -

tion equalling the difference between the previous ownership interest  
and 100%. 

contingent consideration
in 2012 carlsberg revalued contingent considerations for the previous acquisi-
tion of shareholdings in gorkha brewery, nepal, south asian breweries 
pte. ltd., singapore, and olivaria, belarus. the revaluations are based on 
updated information since the initial recognition of the liabilities including 
new budgets and sales forecasts, discount rates etc. the total revaluation 
recognised in 2012 is DKK 17m (2011: DKK 349m).

Disposal of entities
no entities were disposed of in 2012.

in Q1 2011, carlsberg disposed of the subsidiary Dresden brauerei, germany, 
at a sales price of DKK 126m. the entity had a carrying amount of DKK 116m, 
resulting in a gain of DKK 10m, which was recognised in special items. prior to 
the sale, an impairment loss of DKK 128m had been recognised in 2010 on the 
brewery assets, corresponding to the difference between the carrying amount 
and the expected sales price. in Q2 2011, carlsberg disposed of the subsidiary 
sorex Holding sas, a logistical company in France, at a sales price of DKK 
134m. the entity had a carrying amount of DKK 220m, including goodwill of 
DKK 6m, resulting in a loss of DKK 86m, which was recognised in special items.

nOte 30   acQuisition anD Disposal oF entities – continueD

DKK million 2012 2011

Net assets disposed of - 336
gains/losses recognised under special items - -76

Cash consideration received - 260
cash and cash equivalents disposed of - -51

Cash inflow, net - 209

acquisition and disposal of entities, net:
step acquisitions, cash outflow - -294
acquisitions of proportionally consolidated entities, cash outflow -23 -175
payment regarding acquisition in prior period -4 -
Disposals, cash inflow - 209

Net -27 -260
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nOte 31   acQuisition anD Disposal oF non-controlling interests

2012

DKK million increase in ownership

entity
baltika 

breweries1

pJsc 
carlsberg 

ukraine

uab 
svyturys-

utenos
alus 2

Jsc
aldaris 3

carlsberg 
south-east 

europe4

bottling 
and  

brewing  
group ltd.

other  
entities 5

country russia ukraine lithuania latvia malawi

paid -4,296 -15 20 -27 -393 -35 -170 -4,916
change in provisions for put option - - - 26 393 - -46 373
proportionate share of equity acquired 2,650 1 3 - - 21 -1 2,674

Difference recognised directly in equity -1,646 -14 -2 -1 - -14 -220 -1,897

Difference recognised in goodwill - - 25 - - - 3 28

effects of changes in carlsberg’s ownership  
interest on the equity attributable to carlsberg:
1 January 2012 31,065 1,839 954 232 881 - 1,603 36,574
effect of acquisition 2,650 1 3 - - 21 -1 2,674
comprehensive income 3,749 272 57 -109 11 - 169 4,149
Dividends, capital injections etc. 400 -155 1 1 -26 -21 -106 94

31 December 2012 37,864 1,957 1,015 124 866 - 1,665 43,491

2011

DKK million increase in ownership

entity
baltika 

breweries6

carlsberg 
serbia  
d.o.o.7

carlsberg 
croatia 
d.o.o. 7

carlsberg 
bulgaria

 aD 7

pJsc   
carlsberg 

ukraine

uab 
svyturys-

utenos
 alus8

other  
entities 9

country russia serbia croatia bulgaria ukraine lithuania

paid -866 - - - -59 -373 -40 -1,338
change in provisions for put option - -194 -92 -107 - 482 -402 -313
proportionate share of equity acquired/disposed 1,127 80 56 48 39 -21 24 1,353

Difference recognised directly in equity 261 - - - -20 - -417 -176

Difference recognised in goodwill - -114 -36 -59 - 88 -1 -122

effects of changes in carlsberg’s ownership 
interest on the equity attributable to carlsberg:
1 January 2011 30,590 285 232 180 1,551 1,126 1,609 35,573
effect of acquisition/disposal 1,127 80 56 48 39 -21 24 1,353
comprehensive income 1,649 25 9 -6 366 54 -168 1,929
Dividends, share buy-back, capital injections etc. -2,301 -1 -22 -5 -117 -205 -29 -2,680

31 December 2011 31,065 389 275 217 1,839 954 1,436 36,175

1 in June 2012 baltika breweries completed a cancellation of 7,954,071 
treasury shares acquired in the share buy-back in 2011. after the cancella-
tion, carlsberg completed a voluntary offer to the non-controlling interests 
in baltika breweries in august 2012, followed by a compulsory purchase 
of all outstanding shares completed in november 2012. in total carlsberg 
increased the shareholding by 13,058,025 shares in the two transactions,  
leaving carlsberg as the sole shareholder of baltika breweries. 

2 adjustment to the acquisition price for non-controlling interests acquired in 
2011 is due to dividends received for 2011 (see item 8). in addition the group 
acquired a small portion of non-controlling interests in 2012.

 
3 in January 2012 carlsberg completed the voluntary offer to the non-control-

ling interests in Jsc aldaris (latvia) that was initiated in December 2011.

4 in January 2012 carlsberg settled the acquisition of non-controlling interests 
in carlsberg serbia d.o.o., carlsberg croatia d.o.o. and carlsberg bulgaria aD 
negotiated in 2011 (see item 7).

5 comprises transactions with shareholdings in oJsc olivaria brewery (bela-
rus), carlsberg south asia pte. ltd. (singapore), carlsberg Kazakhstan, lao 
brewery co. ltd. (laos) and carlsberg Distributers taiwan ltd.

6 in addition to acquiring non-controlling interests, carlsberg transferred 
title of some of its ownership interests in baltika breweries as part of an 
arrangement to provide financing for carlsberg’s operating activities. in 
accordance with iFrs, the ownership interest was not derecognised in the 
consolidated financial statements.

7 non-controlling interests of carlsberg serbia d.o.o., carlsberg croatia 
d.o.o. and carlsberg bulgaria aD negotiated sale of their shareholdings 
to carlsberg. 

8 non-controlling interests of uab svyturys-utenos alus (lithuania) exer-
cised put options held against the group. carlsberg also derecognised a 
put liability related to a smaller shareholding.

9 comprises transactions with shareholdings in oJsc olivaria brewery (bela-
rus), carlsberg south asia pte. ltd. (singapore), carlsberg Kazakhstan, Jsc 
aldaris (latvia), lao soft Drinks co. ltd. and parag breweries ltd. (india).
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nOte 32   speciFication oF inVesteD capital 

DKK million 2012 2011

invested capital is calculated as follows:
total assets 153,965 147,714

less:
Deferred tax assets -1,170 -1,199
loans to associates (current) -126 -105
interest income receivable, fair value of hedging instruments and financial receivables -613 -529
securities (current and non-current) -154 -158
cash and cash equivalents -5,760 -3,145
assets held for sale -27 -570

Assets included 146,115 142,008

trade payables -11,862 -11,021
Deposits on returnable packaging -1,381 -1,291
provisions, excluding restructuring -1,274 -1,176
corporation tax -537 -527
Deferred income -1,146 -1,127
Finance lease liabilities, included in borrowings -39 -52
other liabilities, excluding deferred income, interest payable and fair value of hedging instruments -8,409 -8,618

Liabilities offset -24,648 -23,812

Invested capital 121,467 118,196

nOte 33   speciFication oF net interest-bearing Debt 

DKK million 2012 2011

net interest-bearing debt is calculated as follows:
non-current borrowings 36,706 34,364
current borrowings 3,352 1,875
liabilities associated with assets held for sale - 747

Gross interest-bearing debt 40,058 36,986

cash and cash equivalents -5,760 -3,145
loans to associates, interest-bearing portion -110 -97
loans to partners -226 -230
on-trade loans -2,022 -2,066
non-interest-bearing portion 1,012 1,030
other receivables -1,862 -1,318
non-interest-bearing portion 1,390 1,300

Net interest-bearing debt 32,480 32,460

changes in net interest-bearing debt:
net interest-bearing debt at 1 January 32,460 32,743

cash flow from operating activities -9,871 -8,813
cash flow from investing activities, excl. acquisition of entities, net 3,947 4,623
cash flow from acquisition of entities, net 27 260
share buy-back - 417
Dividends to shareholders and non-controlling interests 1,121 884
acquisition of non-controlling interests 4,916 1,338
acquisition/disposal of treasury shares and exercise of share options 25 49
acquired net interest-bearing debt from step acquisition/disposal of entities -154 44
change in interest-bearing lending 18 18
settlement of financial instruments in relation to loan agreements - 805
effect of currency translation 327 289
other -336 -197

Change 20 -283

Net interest-bearing debt at 31 December 32,480 32,460
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nOte 35   Financial risKs

the group’s activities create exposure to a variety of financial risks. these 
risks include market risk (foreign exchange risk, interest rate risk and raw 
material risk), credit risk and liquidity risk.

the group’s financial risks are managed by group treasury in accordance with 
the Financial risk management policy approved by the supervisory board and 
are an integrated part of the overall risk management process in carlsberg. the 
risk management framework is described in the management review.

as the group did not identify any additional financial risk exposures in 2012, 
the risk management activities were unchanged compared to 2011.

capital structure 
management regularly assesses whether the group’s capital structure is in 
the interests of the group and its shareholders. the overall objective is to 
ensure a continued development and strengthening of the group’s capital 
structure which supports long-term profitable growth and a solid increase in 
key earnings and statement of financial position ratios.

this includes assessment of and decisions on the split of financing between 
share capital and loans, which is a long-term strategic decision to be made 
in connection with major acquisitions and similar transactions.

carlsberg a/s’s share capital is divided into two classes (a shares and b 
shares). combined with the carlsberg Foundation’s position as majority 
shareholder (in terms of control), management considers that this division 
will remain advantageous for all of the company’s shareholders, as this 
structure enables and supports the long-term development of the group.

as an element of strategic capital structure decisions, management assesses 
the risk of changes in the group’s investment grade rating. in 2006 the 
group was awarded investment-grade ratings by moody’s investor service 
and Fitch ratings. in February 2011 these ratings were upgraded one notch 
each by both rating agencies. the current ratings are baa2 from moody’s 
and bbb from Fitch, both with a stable outlook.

other operational decisions relate to the issue of bonds, and the entering 
into and changing of bank loan agreements. to facilitate these decisions and 
manage the operational capital structure, management assesses committed 
credit facilities, expected future cash flows and the net debt ratio.

at 31 December 2012, the carlsberg group had net interest-bearing debt 
totalling DKK 32,480m (2011: DKK 32,460m). the credit resources available 
and the access to unused committed credit facilities are considered reason-
able in the light of the group’s current needs in terms of financial flexibility.

nOte 34   inVestments in proportionally consoliDateD entities

DKK million 2012 2011

revenue 2,709 2,744
total costs -2,428 -2,329

Operating profit before special items 281 415

Consolidated profit 131 235

non-current assets 3,086 2,563
current assets 955 924
assets held for sale, net 9 10
non-current liabilities -679 -455
current liabilities -1,769 -1,477

Net assets 1,602 1,565

Free cash flow -364 -197

net cash flow -104 -149

cash and cash equivalents, year-end 64 164

contingent liabilities in joint ventures 150 132

the amounts shown below represent the group’s share of the assets and 
liabilities, revenue and profit of proportionally consolidated entities as 
shown in the overview of group companies. these amounts are recognised 

in the consolidated statement of financial position, including goodwill, and 
in the income statement. 
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nOte 35   Financial risKs – continueD

market risk
market risk is the risk of changes in market prices, such as foreign exchange 
rates and interest rates, that will affect the group’s net result and/or equity.

to minimise the exposure to these risks, the group enters into a variety of 
financial instruments and generally seeks to apply hedge accounting to mini-
mise volatility in profit and loss.

Foreign exchange risk
a significant part of the group’s activities and investments take place 
outside Denmark and in currencies other than DKK. Foreign exchange risk is 
therefore a principal financial risk for the group and, as such, exchange rate 
fluctuations can have a significant impact on the income statement and the 
statement of financial position.

the group is exposed to foreign exchange risks on revenue and purchases, 
as the predominant part of revenue and purchases originates from foreign 
entities and is translated into the group’s functional currency, DKK. the 
group is primarily exposed to rub and secondarily to the currencies stated 
in the table below. there is also some exposure to a number of asian cur-
rencies, which in total represent approximately 15% of the group’s operating 
profit. the exposure to fluctuations in eur/DKK is considered insignificant 
due to Denmark’s fixed exchange rate policy towards eur. Despite turmoil 
in the eurozone for the past 2-3 years, the DKK has moved in a narrow band 
against the eur. carlsberg monitors and will continue to monitor the risks 
related to the eur.

Furthermore, the group has a foreign exchange risk on cash flow from opera-
tions in countries where there is no natural hedge relationship between cash 
flow from operations and loans.

revenue exposure to currencies is illustrated below: 

committed non-current credit facilities at 31 December:

DKK million 2012 2011

1-2 years 8,055 3,409
2-3 years 14,326 8,030
3-4 years 9,083 13,142
4-5 years 7,439 8,982
  >5 years 12,666 8,871

Total 51,569 42,434

current borrowings 3,352 1,875
non-current borrowings 36,706 34,364

Total 40,058 36,239

Net revenue by currency as a percentage 
of total net revenue 2012

Net revenue by currency as a percentage 
of total net revenue 2011

 EUR  26% 
 RUB  21%
 DKK  10%
 GBP  7%
 CHF  5%
 NOK  4%
 SEK  4%
 PLN  4%
 CNY  3%
 UAH  3%
 Other  13%

 EUR  26% 
 RUB  23%
 DKK  11%
 GBP  7%
 CHF  5%
 NOK  4%
 SEK  4%
 PLN  3%
 CNY  3%
 UAH  3%
 Other  11%
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nOte 35   Financial risKs – continueD

the group has chosen not to hedge the exposure arising from translation 
of revenue or earnings in foreign currencies, but does in certain cases hedge 
specific cash flows such as dividends to be received in foreign currencies. net 
investment hedges (described in the section “investment in and financing of 
local entities”) do to some extent provide an economic hedge of the expo-
sure arising from translation of revenue or earnings in foreign currencies.

the group is exposed to transaction risks on purchases and sales in curren-
cies other than the functional currency of the local entities. it is therefore 
group policy to hedge future cash flows in currencies other than the func-
tional currency of the entities for a one-year period. this policy applies to 
Western europe, excluding some of the baltic and balkan states. Hedging 
is carried out when plans for the following year are being prepared, effec-
tively hedging the entities’ operating profit in local currency. since a major 
part of the purchases in foreign currency are in eur, this will not constitute 
a risk at group level. However, at group level these hedges are effectively 
an economic hedge of (parts of) the net revenue in the relevant currency, 
and are accounted for as cash flow hedges at group level.

Impact from Eastern Europe.   the foreign exchange risk in the entities in 
eastern europe is managed differently from carlsberg’s operations in the 
main parts of the rest of the group. the reason is the excessive cost of hedg-
ing these currencies over a longer period of time.

With regard to transaction risk, it is a long-standing principle in baltika brew-
eries to reduce the financial risk measured in rub by balancing expenses in 
the foreign currencies usD and eur. this procedure reduces the transaction 
risk. However, appreciation and depreciation of rub have affected and will 
continue to affect operating profit measured in both DKK and rub.

Investment in and financing of local entities.   the group is exposed to for-
eign exchange risk on borrowings denominated in a currency other than the 
functional currency of the individual group entity. 

the main principle for funding of subsidiaries is that loans and borrowings 
should be in local currency or hedged to local currency to avoid foreign 
exchange risk. However, in some group entities debt is denominated in 
a currency other than the local entity’s functional currency without the 
foreign exchange risk being hedged. this applies primarily to a few entities 
in eastern europe and is based on an assessment of the alternative cost 
of financing the entity in the local currency. For the countries concerned, 
the interest rate level in the local currency, and thus the additional cost of 
financing in local currency, is so high that it justifies a foreign exchange risk. 
in some countries financing in local currency is not available at all.

the tables in the sensitivity analysis below show the impact from a 10% 
adverse development in exchange rates for the relevant currencies at  
31 December.

at 31 December 2012, 87% of the group’s net financial debt was in eur 
(2011: 92%), cf. note 24.

the group holds a number of investments in foreign subsidiaries where the 
translation of net assets to DKK is exposed to foreign exchange risks. the 
group uses net investment hedges to hedge part of this foreign exchange 
exposure by taking up borrowings denominated in the relevant currencies or 
by entering into forward exchange contracts. this applies to net investments 
in cHF, cny, gbp, myr, noK, pln, rub and seK. the basis for hedging 
is reviewed annually, and the two parameters, risk reduction and cost, are 
balanced. the effect of net investment hedges on the income statement and 
other comprehensive income is summarised in note 36.

the most significant net risk relates to foreign exchange adjustment of net 
assets in rub, which has only been hedged to a minor extent.

Applied exchange rates.   the DKK exchange rates applied for the most 
significant currencies when preparing the consolidated financial statements 
are presented below. the average exchange rate for the year was calculated 
using the monthly exchange rates weighted according to the phasing of the 
group’s net revenue throughout the year.

closing rate average rate

DKK 2012 2011 2012 2011

swiss Franc (cHF) 6.1758 6.1157 6.1777 6.0678
chinese yuan (cny) 0.9079 0.9112 0.9204 0.8260
euro (eur) 7.4604 7.4342 7.4431 7.4514
pound sterling (gbp) 9.1320 8.9000 9.1931 8.6019
malaysian ringgit (myr) 1.8486 1.8108 1.8735 1.7545
norwegian Krone (noK) 1.0167 0.9588 0.9973 0.9562
polish Zloty (pln) 1.8281 1.6676 1.7791 1.8245
russian rouble (rub) 0.1855 0.1784 0.1863 0.1827
swedish Krona (seK) 0.8714 0.8342 0.8565 0.8248
ukrainian Hryvnia (uaH) 0.7080 0.7219 0.7315 0.6679
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nOte 35   Financial risKs – continueD

Impact on financial statements and sensitivity analysis
Impact on operating profit.   Developments in exchange rates between 
DKK and the functional currencies of foreign entities had a positive impact 
compared to 2011 on the group’s operating profit measured in DKK. oper-
ating profit was improved as a result of an increase in the average rates for 
noK/DKK (4%), gbp/DKK (7%), myr/DKK (7%), seK/DKK (4%), rub/
DKK (2%) and uaH/DKK (10%).

Impact on financial items, net.   in 2012, the group had net gains on foreign 
exchange and fair value adjustments of financial instruments of DKK 6m 
(2011: DKK -93m).

Impact on statement of financial position.   Fluctuations in foreign exchange 
rates will also affect the level of debt as funding is obtained in a number of 
currencies. in 2012, net interest-bearing debt increased by DKK 327m (2011: 
DKK 289m) due to movements in foreign exchange rates. the primary 

impact derives from net debt in gbp and eur; the gbp/DKK rate appreci-
ated from 8.9 at the end of 2011 to 9.13 at the end of 2012, and eur/DKK 
appreciated from 7.4342 at the end of 2011 to 7.4604 at the end of 2012.

Impact on other comprehensive income.   For 2012, the total gain on net 
investments, loans granted to subsidiaries as an addition to the net invest-
ment and net investment hedges amounted to DKK 1,686m (2011: DKK 
-1,956m). gains were primarily incurred in rub, as the rub/DKK rate ap-
preciated by 4% from the end of 2011 to the end of 2012.

Sensitivity analysis.   an adverse development in the exchange rates would, all 
other things being equal, have the following impact on the consolidated profit 
and loss for 2012. the hypothetical impact ignores the fact that the subsidiar-
ies’ initial recognition of revenue, cost and debt would be similarly exposed 
to the changes in the exchange rates. the calculation is made on the basis of 
balance sheet items as of December 31.

DKK million 2012

eur 
receivable

eur 
payable

eur 
loans

eur 
cash

gross 
exposure Derivative

net 
exposure % change

effect 
on p/l

eur/rub 7 -100 - 1 -92 - -92 10.00% -9
eur/ltl 11 -26 - 14 -1 - -1 10.00% -
eur/rsD 24 -69 - 98 53 - 53 10.00% 5
eur/KZt - -8 - - -8 - -8 10.00% -1
eur/uaH 4 -46 - 72 30 - 30 10.00% 3
eur/uZs - -14 -223 9 -228 - -228 10.00% -23
eur/cny - -2 - - -2 - -2 10.00% -

Total -25

usD 
receivable

usD 
payable

usD 
loans

usD 
cash

gross 
exposure Derivative

net 
exposure % change

effect 
on p/l

usD/uaH 1 -49 - 329 281 - 281 10.00% 28

Total 28

DKK million 2011

eur 
receivable

eur 
payable

eur 
loans

eur 
cash

gross 
exposure Derivative

net 
exposure % change

effect 
on p/l

eur/rub 2 -143 - 100 -41 - -41 10.00% -4
eur/ltl 2 -14 - 1 -11 - -11 10.00% -1
eur/rsD 19 -35 - 23 7 - 7 10.00% 1
eur/KZt - -3 - - -3 - -3 10.00% -
eur/uaH 1 -29 - 22 -5 - -5 10.00% -
eur/uZs - -14 -246 10 -250 - -250 10.00% -25
eur/cny - -4 - - -4 - -4 10.00% -

Total -29

usD 
receivable

usD 
payable

usD 
loans

usD 
cash

gross 
exposure Derivative

net 
exposure % change

effect 
on p/l

usD/uaH - -39 -102 26 -115 - -115 10.00% -12

Total -12
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other comprehensive income is affected by changes in the fair value of 
currency derivatives designated as cash flow hedges of future purchases and 
sales. if the foreign exchange rates of the currencies hedged had been 5% 
higher on 31 December, other comprehensive income would have been DKK 
170m lower (2011: DKK 139m lower).  

Interest rate risk
the most significant interest rate risk in the group relates to borrowings. 
as the group’s net debt is primarily in eur and DKK, interest rate exposure 
relates to the development in the interest rates in these two currencies.

interest rate risks are mainly managed using interest rate swaps and 
fixed-rate bonds.

the interest rate risk is measured by the duration of the net borrowings. the 
target is to have a duration between one and five years.

a breakdown of the net financial debt, including the exposure to interest rate 
risk, financial instruments used to manage foreign exchange and interest 
rate risks, is provided in note 24.

Sensitivity analysis.   at the reporting date, 86% of the net borrowings 
consisted of fixed-rate loans with rates fixed for more than one year (2011: 
85%). it is estimated that an interest rate increase of 1 percentage point 
would lead to an increase in annual interest expenses of DKK 49m (2011: 
DKK 50m). the calculation assumes a parallel shift in the relevant yield 
curves and 100% effective hedging of changes in the yield curve.

at 31 December 2012, the duration of the borrowings was 3.9 years (2011: 2.5 
years) and in value terms amounted to DKK 1,332m (2011: DKK 812m). the 
duration has increased compared to 2011 due to the issuance of a total of 
eur 1.5bn of fixed-rate bonds during 2012. the maturity of the bonds issued 
in 2012 is evenly split between eur 750m maturing in 2019 and eur 750m 
maturing in 2022. if the market interest rate had been 1 percentage point 
higher (lower) at the reporting date, it would have led to a financial gain (loss) 
of DKK 1,332m (2011: DKK 812m). However, since only interest rate swaps and 
not fixed-rate borrowings are recognised at fair value, marked-to-market, only 
the duration contained in financial instruments will impact on comprehensive 
income or the income statement. it is estimated that DKK 72m (2011: DKK 
194m) of the duration is contained in interest rate derivatives designated as 
cash flow hedges, meaning that the impact from changes in interest rates will 
be recognised in other comprehensive income, provided that the hedges are 
efficient and that there are no ineffective portion(s). if the market interest rates 
had been 1 percentage point higher (lower) at 31 December 2012, sharehold-
ers’ equity would have been DKK 72m (2011: DKK 194m) higher (lower). the 
remaining duration is included in borrowings with fixed interest – primarily the 
issued bonds described in note 24, which are carried at amortised cost.

the sensitivity analysis is based on the financial instruments recognised at 
the reporting date. the sensitivity analysis assumes a parallel shift in interest 
rates and that all other variables, in particular foreign exchange rates and 
interest rate differentials between the different currencies, remain constant. 
the analysis was performed on the same basis as for 2011.

the recognised impact from interest rate derivatives is disclosed in note 36.

Raw material risk.   raw material risks are associated in particular with 
purchasing of cans (aluminium), malt (barley) and energy. management of 
raw material risks and foreign exchange risks is coordinated centrally. the 
aim of the risk management process is to ensure stable and predictable raw 
material prices in the long term, and to avoid capital and liquidity being tied 
up unnecessarily.

as the underlying markets for the specified categories of raw materials 
vary, so does the way in which they are hedged against price increases. 
the most common form of hedging is fixed-price agreements in local cur-
rencies with suppliers.

to hedge the implicit risk of rising aluminium prices associated with the 
purchase of cans, the group’s purchase price in the majority of purchase 
agreements is variable and based on the global market price of aluminium 
(london metal exchange, lme). the group is thus able to hedge the underly-

ing aluminium price risk. For 2013, the majority of the aluminium price risk has 
been hedged for Western and eastern europe, and for 2014 the risk has been 
partially hedged. the total volume of aluminium purchased via financial in-
struments was approximately 97,300 tonnes at the end of 2012 (2011: 88,600 
tonnes). based on this volume, and assuming 100% efficiency, a 10% increase 
(decrease) in aluminium prices would impact equity positively (negatively) by 
DKK 106m (2011: DKK 94m). Fair values are specified in note 36.

it is group policy to secure delivery of malt and hops for the coming 
budget year, and the main part of the exposure for 2013 was thus hedged 
through fixed-price purchase agreements for the majority of the group in 
2012. the percentage which is hedged or price-fixed is higher for Western 
europe than for eastern europe.

credit risk
credit risk is the risk of a counterparty failing to meet its contractual obliga-
tions and so inflicting a loss on the group. the group is exposed to credit 
risk on financial assets such as trade and other receivables, on-trade loans, 
cash balances (including fixed deposits and cash and cash equivalents), 
investments and derivative financial instruments with a positive fair value.

Trade receivables, on-trade loans and other receivables.   credit risk 
related to trade receivables arises when the group makes sales for which 
no cash payments are received when goods are delivered. exposures on 
trade receivables are managed locally in the operating entities and credit 
limits set as deemed appropriate for the customer taking into account the 
current market conditions.

the group does not generally renegotiate the terms of trade receivables 
with the individual customer and trade receivables are not changed to 
on-trade loans. However, if a negotiation takes place, the outstand-
ing balance is included in the sensitivity analysis based on the original 
payment terms. no significant trade receivables or on-trade loans were 
renegotiated during 2011 and 2012.

under certain circumstances the group grants loans to the on-trade. on-
trade loans are concentrated in France, uK, germany, switzerland and 
sweden, and spread across a large number of customers/debtors. the 
operating entities monitor and control these loans in accordance with central 
guidelines. on-trade loans are usually repaid through discounts during the 
continuing sales relationship with the individual customer, which is reflected 
in the repayment scheme and the discounting of the loans. there are there-
fore no significant overdue on-trade loans. it is estimated that the provisions 
made are sufficient to cover expected losses.

significant adverse developments in the on-trade market may increase the 
credit risk for groups of customers in a country/market. such developments 
include changes in local legislation, which may have an adverse effect on 
the earnings in the industry in general and are taken into consideration in 
the assessment of impairment losses.

it is group policy to reduce the credit risk through prepayments or cash 
payments on delivery, especially for certain categories of customers in each 
country. the local entities assess the credit risk and whether it is appropri-
ate and cost-effective to hedge the credit risk by way of credit or bank 
guarantees, credit insurance, conditional sale etc. such security is taken into 
account when assessing the necessary impairment losses. security is primar-
ily received from on-trade customers.

the credit risk on on-trade loans is usually reduced through collateral and 
pledges of on-trade movables (equipment in bars, cafés etc.). the fair 
value of the pledged on-trade movables cannot be estimated reliably but 
is assessed to be insignificant as the movables are used. movables received 
through pledges usually need major repair before they can be used again.

Other financial assets.   credit risk related to cash and cash equivalents, 
investments and financial instruments arises due to uncertainty as to 
whether the counterparty will be able to meet its contractual obligations 
as they fall due. the group has established a credit policy under which 
financial transactions may be entered into only with financial institutions 
with a high credit rating. the credit exposure on financial institutions is 
effectively managed by group treasury.
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impairment losses are based on an individual review for impairment in 
connection with customer insolvency, anticipated insolvency and past due 
amounts and on mathematically computed impairment losses based on clas-
sification of debtors, maturity and historical information.

no significant impairment losses were incurred in respect of individual trade 
receivables or on-trade loans in 2012 and 2011. the impairment losses at 31 
December 2012 relate to several minor customers that have – in different 
ways – indicated that they do not expect to be able to pay their outstanding 
balances, mainly due to adverse economic developments. the group believes 

that the unimpaired amounts that are past due by more than 30 days are still 
collectable, based on historic payment behaviour and extensive analysis of 
the underlying customers’ credit ratings.

impairment losses on other receivables relate to a foreign bank that is not ex-
pected to meet its obligations and to receivables from nordic getränke gmbH. 
the impairment losses on these items are recognised in special items.  

the development in impairment losses in respect of receivables was as 
follows:

2012

DKK million

net carrying 
amount 

at 31 Dec.

of which neither  
impaired nor past due  
at the reporting date

past due 
less than 
30 days

past due 
between 

30 and 90 days

past due 
more than 

90 days

receivables from sale of goods and services 7,117 6,316 298 154 349
on-trade loans 2,022 1,930 5 8 79
loans to associates 137 137 - - -
loans to partners 226 226 - - -
Fair value of hedging instruments 584 584 - - -
other receivables 1,862 1,712 22 23 105
cash and cash equivalents 5,760 5,760 - - -

2011

DKK million

net carrying 
amount 

at 31 Dec.

of which neither  
impaired nor past due  
at the reporting date

past due 
less than 
30 days

past due 
between 

30 and 90 days

past due 
more than 

90 days

receivables from sale of goods and services 7,115 6,529 216 154 216
on-trade loans 2,066 1,923 12 10 121
loans to associates 123 123 - - -
loans to partners 230 230 - - -
Fair value of hedging instruments 499 499 - - -
other receivables 1,318 1,131 32 82 73
cash and cash equivalents 3,145 3,145 - - -

2012

DKK million trade receivables on-trade loans other receivables total

impairment at 1 January -715 -234 - -949
impairment loss recognised -129 -78 -163 -370
realised impairment losses 135 59 - 194
reversed impairments 16 25 - 41
Disposals 5 -5 - -

Impairment losses at 31 December -688 -233 -163 -1,084

2011

DKK million trade receivables on-trade loans other receivables total

impairment at 1 January -675 -267 - -942
impairment loss recognised -151 -23 - -174
realised impairment losses 61 33 - 94
reversed impairments 21 25 - 46
Disposals 30 - - 30

Impairment losses at 31 December -714 -232 - -946

the credit risk on other loans is reduced through pledge of shares in one of 
the group’s subsidiaries that are held by the borrower.

the group primarily enters into financial instruments and transactions with 
the group’s relationship banks, i.e. banks extending loans to the group. in 
most cases, the group will be in a net debt position with its relationship banks.

Furthermore, group treasury monitors the group’s gross credit exposure to 
banks, and operates with individual limits on banks based on rating, level of 

government support and access to netting of assets and liabilities. During 
2012 the group has recognised a loss on bank balances due to the counter-
party’s inability to pay, and therefore management expects the counterparty 
to fail to meet its obligations. before 2012 the group had not incurred any 
losses on bank balances or derivative financial instruments.

Exposure to credit risk.   the carrying amount of financial assets represents 
the maximum credit exposure. the carrying amount of financial assets, DKK 
17,708m (2011: DKK 14,496m), is summarised below.

carlsberg annual report 2012 113



nOte 35   Financial risKs – continueD

the unused non-current committed credit facilities of DKK 11,511m (2011: DKK 
6,195m) stated in the formula are net of non-current and current borrowings 
and therefore DKK 3,352m (2011: DKK 1,875m) (the current borrowing) lower 
than the actual unutilised part of non-current committed credit facilities of 
DKK 14,863m (2011: DKK 8,070m).

a few insignificant non-current committed credit facilities include financial 
covenants with reference to the ratio between net debt and ebitDa. man-
agement monitors this ratio, and at 31 December 2012 there was sufficient 
headroom below the ratio.

the following table lists the contractual maturities of financial liabilities, 
including estimated interest payments and excluding the impact of netting 
agreements, and thus summarises the liquidity risk.

the risk implied from the values shown in the maturity table below reflects 
the one-sided scenario of cash outflows only. trade payables and other 
financial liabilities mainly originate from the financing of assets in the ongoing 
operations such as property, plant and equipment and investments in working 
capital, e.g. inventories and trade receivables.

carlsberg applies the formula below in the monitoring of credit  
resources available:

DKK million 2012 2011

total non-current committed loans and credit facilities 51,569 42,434
total current and non-current borrowings -40,058 -36,239

unused committed non-current credit facilities 11,511 6,195
cash and cash equivalents 5,760 3,145

Credit resources available 17,271 9,340

the group uses cash pools in its day-to-day liquidity management for most 
of the entities in northern & Western europe, as well as intra-group loans 
between group treasury and subsidiaries. as a result of withholding tax and 

local legislation, the majority-owned entities in eastern europe have their own 
credit facilities and borrowings from banks. this is also the case for the joint 
venture in portugal (unicer-bebidas).

Distribution of gross financial debt 2012,
DKK 40,058m

Distribution of gross financial debt 2011,
DKK 36,239m

liquidity risk
liquidity risk results from the group’s potential inability to meet the obliga-
tions associated with its financial liabilities, e.g. settlement of its financial debt, 
paying its suppliers and settling finance lease obligations. the group’s liquidity 
is managed by group treasury. the approach is to ensure effective liquidity 
management, which primarily involves obtaining sufficient committed credit 
facilities to ensure adequate financial resources, and to some extent tapping 

a diversity of funding sources. at 31 December 2012, the group had unutilised 
non-current committed credit facilities of DKK 14,863m (2011: DKK 8,070m).

in addition to efficient working capital management and credit management, 
the group mitigates liquidity risk by arranging borrowing facilities with highly 
rated financial institutions.

  Non-current 
bank borrowing  
14% 

 Issued bonds 
 72% 

  Non-current 
mortgages   
4% 

  Current bank 
borrowing   
3% 

  Other current 
and non-current 
borrowing  
7% 

  Non-current 
bank borrowing  
36% 

 Issued bonds 
 54% 

  Non-current 
mortgages   
4% 

  Current bank 
borrowing   
4% 

  Other current 
and non-current 
borrowing  
2% 
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all items are stated at their nominal amounts. Derivative financial instruments 
are presented gross. Derivative financial instruments are in general traded with 
the group’s relationship banks. the nominal amount/contractual cash flow 
of the financial debt is DKK 121m lower (2011: DKK 94m higher) than the car-
rying amount. the difference between the nominal amount and the carrying 
amount comprises differences between these amounts at initial recognition, 
which are treated as cost that is capitalised and amortised over the duration 
of the borrowings, and differences between nominal amounts and fair values 
of bonds. the interest expense is the contractual cash flows expected on the 
financial gross debt at 31 December 2012. For the part of bank borrowing and 

mortgages that has been swapped, the expected interest expense (before 
swaps but including margin) has been included. the expected net cash flow 
from the swaps related to the borrowings is included in the contractual cash 
flow for the derivative financial instrument. it should be noted that the cash 
flow regarding the interest expenses is estimated cash flow based on the no-
tional amount of the above-mentioned borrowings and forward interest rates 
at year-end 2012 and 2011. interest on the debt existing at year-end 2012 and 
2011, for which no contractual obligation (current borrowing and part of the 
amount drawn on cash pools) exists, has been included for a two-year period.

Financial liabilities 2012

DKK million
contractual
cash flows

maturity
<1 year

maturity
>1 year

<5 years
maturity
>5 years

carrying
amount

Derivative financial instruments:
Derivative financial instruments, payables 646 383 263 - 606

non-derivative financial instruments:
Financial debt, gross 39,938 3,352 23,907 12,679 40,058
interest expense 5,310 1,297 3,063 950 n/a
trade payables and other liabilities 13,243 13,243 - - 13,243
liabilities related to the acquisition of entities 1,129 1 129 999 1,129
Financial liabilities associated with assets held for sale 18 18 - - 18

Non-derivative financial instruments 59,638 17,911 27,099 14,628 -

Financial liabilities 60,284 18,294 27,362 14,628 -

Financial liabilities 2011

DKK million
contractual
cash flows

maturity
<1 year

maturity
>1 year

<5 years
maturity
>5 years

carrying
amount

Derivative financial instruments:
Derivative financial instruments, payables 1,255 550 684 21 1,280

non-derivative financial instruments:
Financial debt, gross 36,145 1,875 25,330 8,940 36,239
interest expense 4,383 1,323 2,838 222 n/a
trade payables and other liabilities 12,312 12,312 - - 12,312
liabilities related to the acquisition of entities 1,459 418 24 1,017 1,459
Financial liabilities associated with assets held for sale 828 828 - - 828

Non-derivative financial instruments 55,127 16,756 28,192 10,179 -

Financial liabilities 56,382 17,306 28,876 10,200 -
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Accounting classification and fair values.   the accounting classification and 
fair values can be specified as follows:

Fair value hierarchy.   carlsberg has no financial instruments measured at 
fair value on the basis of level 1 input (quoted prices) or level 3 input (non-
observable data).

Securities.   shares in unlisted entities comprise a number of small hold-
ings. these unlisted entities are not recognised at fair value if the fair value 
cannot be calculated on a reliable basis. instead such unlisted securities 
are recognised at cost.

Derivative financial instruments – level 2 input.   the fair value of all deriva-
tives, and in most cases non-derivative financial instruments, is determined 
based on observable market data using generally accepted methods. inter-
nally calculated values are used, and these are compared to external market 
quotes on a quarterly basis.

the fair value of all derivatives (whether designated as fair value or eco-
nomic hedges, cash flow hedges or net investment hedges) is calculated 
internally by: 

a)  estimating the notional future cash flows using observable market data 
such as yield curves and the aluminium forward curve; 

b)  discounting the estimated and fixed cash flow to present value; and 
c)  converting the amounts in foreign currency into the functional currency  

at the end-of-period foreign exchange rate.

Loans and other receivables.   the carrying amount of trade receivables and 
other receivables approximates the fair value.

On-trade loans.   on-trade loans are recognised at amortised cost. based 
on discounted cash flows using the interest rates at the end of the reporting 
period, these loans have a fair value of DKK 2,022m (2011: DKK 2,066m).

Other financial liabilities.   other financial liabilities, including issued bonds, 
mortgages, bank borrowings, finance lease obligations, trade payables and 
other liabilities, are measured at amortised cost. the only exception is a 
gbp 300m bond which is measured at fair value based on movements in  
a benchmark interest rate.

2012 2011

DKK million note carrying amount Fair value carrying amount Fair value

securities 18 154 154 158 158

Available-for-sale instruments 154 154 158 158

Fair value hedges 36 499 499 443 443
cash flow hedges 36 46 46 43 43
net investment hedges 36 39 39 13 13

Derivative financial instruments 584 584 499 499

receivables from the sale of goods and services 19 7,117 7,117 7,115 7,115
on-trade loans 19 2,022 2,022 2,066 2,066
other receivables 19 1,862 1,862 1,318 1,318
loans to partners 19 226 226 230 230
loans to associates 19 137 137 123 123
cash and cash equivalents 21 5,760 5,760 3,145 3,145

Loans and receivables 17,124 17,124 13,997 13,997

Fair value hedges 36 -62 -62 -165 -165
cash flow hedges 36 -495 -495 -875 -875
net investment hedges 36 -49 -49 -240 -240

Derivative financial instruments 28 -606 -606 -1,280 -1,280

issued bonds 24 29,021 30,520 19,478 20,242
mortages 24 1,457 1,470 1,457 1,457
bank borrowings 24 6,901 6,901 14,440 14,440
Finance lease obligations 24 39 39 52 52
other borrowings 24 2,640 2,640 812 812
trade payables 11,862 11,862 11,021 11,021

Financial liabilities measured at amortised cost 51,920 53,432 47,260 48,024

116 carlsberg group



Value adjustments of fair value hedges and financial derivatives not des-
ignated as hedging instruments in the financial year are recognised in the 
income statement. the adjustments are included in financial income and 
financial expenses (cf. note 8). in 2012, financial income amounted to DKK 
189m (2011: DKK -72m).

the ineffective portion of hedge in 2012 relates to the reclassification of the 
ineffective portion of interest rate instruments (DKK -37m) designated as 
cash flow hedges where the hedged item is no longer likely to occur, and re-
versals of prior years’ ineffective portions of interest rate hedges (DKK 11m). 
For 2011, the ineffective portion related to the reclassification of fair value 
adjustments of interest rate instruments (DKK -83m) and of exchange rate 

instruments (DKK -2m) designated as cash flow hedges where the hedged 
item was no longer likely to occur, and of reversal of prior years’ ineffective 
portion of interest rate hedges (DKK 12m). the total ineffective portion for 
2012 was a loss of DKK 26m (2011: DKK 73m).

the fair value of the entire derivative classified as a cash flow hedge is 
presented in the cash flow hedge section. other instruments are primarily 
aluminium hedges, which were not classified as cash flow hedges. 

the value of fair value hedges recognised at 31 December amounted to DKK 
437m (2011: DKK 278m).

Fair value hedges and financial derivatives not designated as hedging 
instruments (economic hedges)

nOte 36   Financial instruments

2012 2011

DKK million
Fair value adjustment 

recognised in income statement Fair value
Fair value adjustment 

recognised in income statement Fair value

exchange rate instruments 220 438 8 284
other instruments -5 -1 -7 -6
ineffective portion of hedge -26 - -73 -

Total 189 437 -72 278

cash flow hedges   
cash flow hedges are primarily used on interest rate swaps where the 
hedged item is the underlying (floating rate) borrowing, and on aluminium 
hedges where the hedged item is aluminium cans that are used in a number 
of group entities in Western europe and eastern europe. 

 
 

Fair value adjustments on cash flow hedges in the financial year are recognised 
in other comprehensive income and amounted to DKK 327m (2011: DKK 8m).  

the fair value of cash flow hedges recognised at 31 December amounted to 
DKK -449m (2011: DKK -832m). this includes the ineffective portion reclas-
sified to the income statement, but does not include the value of cash flow 
hedges closed and not yet transferred to the income statement. 
 

the impact on other comprehensive income from exchange rate instru-
ments relates to hedges of group entities’ purchases and sales in curren-
cies other than their functional currencies. the impact on other compre-
hensive income from other instruments relates to hedges of group entities’ 
exposure to changes in aluminium prices.

the two eur interest rate swaps were entered into during 2008 following the 
acquisition of part of the activities in s&n and the subsequent increase in debt.

main financial instruments – overview

maturity purpose

instrument:
eur 1,000m interest rate swap 2013 swap of borrowing with 1-month euribor to fixed
eur 400m interest rate swap 2015 swap of borrowing with 1-month euribor to fixed
aluminium 2013-2014 Fixing of aluminium risk related to purchase of cans

cash flow hedges 2012 2011

DKK million

Fair value adjustment  
recognised in other  

comprehensive income Fair value
expected  

recognition

Fair value adjustment  
recognised in other  

comprehensive income Fair value
expected  

recognition

interest rate instruments 244 -452 2013-2015 196 -752 2012-2015
exchange rate instruments 24 46 2013 65 22 2012
other instruments 59 -43 2013-2014 -253 -102 2012-2013

Total 327 -449 8 -832
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Hedging of net investments in foreign subsidiaries
changes in the fair value of financial instruments (both derivatives and debt 
instruments) used to hedge the foreign exchange risk associated with invest-
ments in foreign currency are recognised in other comprehensive income. 

Where the fair value adjustments do not exceed the value adjustments of 
the investment, the adjustments of the financial instruments are recognised 

in other comprehensive income; otherwise the fair value adjustments are 
recognised in the income statement. 

in addition, loans classified as additions to net investments have been 
granted to subsidiaries. Foreign exchange adjustments of these loans are 
recognised in other comprehensive income in the same line as the gains/
losses on the hedges of net investments.

Fair value adjustments of net investment hedges and loans classified as 
additions to net investments in the financial year are recognised in other 
comprehensive income and amounted to DKK -216m (2011: DKK -20m). For 
2012 there has been an ineffective portion of DKK 1m (2011: DKK 0m), which 
has been reclassified to the income statement. 

the fair value of derivatives used as net investment hedges recognised at 31 
December 2012 amounted to DKK -10m (2011: DKK -227m).

Hedging of net investments 2012 2011

DKK million

Fair value adjustment  
recognised in other  

comprehensive income Fair value

Fair value adjustment  
recognised in other  

comprehensive income Fair value

exchange rate instruments -216 -10 -20 -227

Total -216 -10 -20 -227

2012 2011

million

Hedging of 
investment, 

amount 
in local 

currency

addition to 
net investment, 

amount 
in local 

currency

total adjustment  
to other  

comprehensive 
income
(DKK)

income
statement

(DKK)

Hedging of 
investment, 

amount 
in local 

currency

addition to 
net investment, 

amount 
in local 

currency

total adjustment  
to other  

comprehensive 
income
(DKK)

income
statement

(DKK)

seK -4,560 - -167 - -4,194 - -35 -
noK -750 3,182 125 - -750 3,182 2 -
cHF -380 - -20 - -460 - -36 -
gbp -70 87 3 1 -70 86 -1 -
myr -458 - -37 - -450 - -12 -
eur - 698 18 - - 645 -13 -
rub -13,572 - -105 - -5,910 - 5 -
pln -300 - -70 - -300 - 31 -
cny -1,250 - -5 - -1,250 - -68 -
HKD - 3,946 -34 - - 2,874 55 -
usD -141 - 76 - 184 - 52 -

Total -216 1 -20
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nOte 38   contingent liabilities anD otHer commitments

the group has issued guarantees for loans etc. raised by joint ventures 
(non-consolidated share of loan) of DKK 83m (2011: DKK 87m) and for 
loans etc. raised by third parties (non-consolidated entities) of DKK 674m 
(2011: DKK 762m).

carlsberg a/s is jointly registered for Danish Vat and excise duties with 
carlsberg breweries a/s, carlsberg Danmark a/s and various other 
minor Danish subsidiaries, and is jointly and severally liable for payment 
of Vat and excise duties. 
  
the group is party to certain lawsuits, disputes etc. of various scopes. 
it is management’s opinion that, apart from what is recognised in the 

statement of financial position or disclosed in the consolidated financial 
statements, the outcome of these lawsuits, disputes etc. will not have a 
material negative effect on the group’s financial position. 

certain guarantees etc. are issued in connection with disposal of entities 
and activities etc. other than as recognised in the statement of financial 
position or disclosed in the consolidated financial statements, these guar-
antees etc. will not have a material effect on the group’s financial position. 

Contractual commitments.   the group has entered into service contracts 
of various lengths in respect of sales, logistics and it. costs related to the 
contracts are recognised as the services are received.

capital commitments

DKK million 2012 2011

capital commitments which at the end of the reporting period are agreed  
to be made at a later date and therefore not recognised in the  
consolidated financial statements:  

intangible assets 1 -
property, plant and equipment and construction contracts 401 763

Total 402 763

nOte 37   relateD party Disclosures

Related parties exercising control .   the carlsberg Foundation, H.c. andersens 
boulevard 35, 1553 copenhagen V, Denmark, holds 30.3% of the shares and 
74.6% of the voting power in carlsberg a/s, excluding treasury shares. apart 
from dividends and grants, cf. note 6, no transactions were carried out with the 
carlsberg Foundation during the year.

Related parties exercising significant influence.   During the year the group 
was not involved in any transactions with major shareholders, members of 
the supervisory board, members of the executive board, key management 
personnel or companies outside the carlsberg group in which these parties 
have significant influence.

related parties exercising significant influence comprise the group’s su-
pervisory board, executive board, key management personnel and close 
members of their families.

related parties also comprise companies in which the persons referred to 
above have significant influence. remuneration to the supervisory board, 
executive board and key management personnel is disclosed in note 12. 

related parties also include the group’s associates (companies in which the 
group has significant influence) and jointly controlled entities (companies 
that are jointly controlled by the group and other venturers). 

the income statement and the statement of financial position include the 
following transactions: 

associates
proportionally  

consolidated entities

DKK million 2012 2011 2012 2011

revenue 286 377 13 12
cost of sales -381 -322 - -1
loans 300 123 727 161
receivables 131 233 26 19
borrowings -96 -107 - -
trade payables and other liabilities etc. -22 -72 -4 -3
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nOte 39   operating lease liabilities

2012

DKK million
land and
buildings

plant and
machinery

Fixtures and 
fittings, other 

plant and 
equipment total

Future lease payments:
Within one year 161 32 322 515
between one and five years 335 117 643 1,095
after more than five years 233 18 99 350

Total 729 167 1,064 1,960

2011

DKK million
land and
buildings

plant and
machinery

Fixtures and 
fittings, other 

plant and 
equipment total

Future lease payments:
Within one year 205 10 332 547
between one and five years 332 54 640 1,026
after more than five years 235 - 91 326

Total 772 64 1,063 1,899

DKK million 2012 2011

operating lease expenses recognised in the income statement 522 565

expected future income under non-cancellable subleases (matures within 10 years) 58 57

the group has entered into operating leases which relate primarily to 
properties, it equipment and transport equipment (cars, trucks and forklifts). 
these leases contain no special purchase rights etc. 
  
 

 

nOte 40   eVents aFter tHe reporting perioD

apart from the events recognised or disclosed in the consolidated financial 
statements, no events have occurred after the reporting period of importance 
to the consolidated financial statements. 
 

in January 2013 carlsberg and its partner in nordic getränke gmbH agreed to 
cease the cooperation and split the entities between them. Hence carlsberg 
acquired entities from nordic getränke gmbH that will be fully consolidated 
and integrated in the german business in 2013. the transaction had no signifi-
cant impact on the income statement or financial position.

nOte 41   parent company

DKK million 2012 2011

Key financial figures for the parent company carlsberg a/s:

profit for the year 507 436

total assets 47,287 47,738

total equity 45,835 46,139

– of which retained earnings 42,784 43,088

proposed dividends for the year 915 839
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nOte 42   accounting policies

the 2012 consolidated financial statements of the carlsberg group have been 
prepared in accordance with international Financial reporting standards (iFrs) 
as adopted by the eu and Danish disclosure requirements for listed companies, 
cf. the statutory order pursuant to the Danish Financial statements act.

in addition, the consolidated financial statements have been prepared in 
compliance with iFrs issued by the iasb.

the consolidated financial statements are presented in Danish kroner (DKK 
million), which is the parent company’s functional currency.

the consolidated financial statements have been prepared on the historical 
cost basis except for the following assets and liabilities, which are measured 
at fair value: derivative financial instruments, financial instruments in the 
trading portfolio and financial instruments classified as available-for-sale.

non-current assets and disposal groups classified as held for sale are meas-
ured at the lower of the carrying amount before the changed classification 
and fair value less costs to sell.

the accounting policies set out below have been used consistently in respect 
of the financial year and the comparative figures.

the comparative figures have been changed to reflect the effect of the 
purchase price allocation of the fair value of identified assets, liabilities and 
contingent liabilities in business combinations in accordance with iFrs 3.

new iFrs and interpretations 
Implementation of new and amended IFRSs and Interpretations
With effect from 1 January 2012, the following amended iFrs was imple-
mented:
•  Amendment to IAS 12 “Income Taxes – Deferred Tax: Recovery of Underly-

ing assets”. the amendment provides further guidance on deferred tax on 
investment properties and is therefore not relevant to the group.

the implementation of the amended iFrs has not changed the principles 
applied to recognition and measurement for 2012 from those used in prior 
years. the accounting policies used in the preparation of the consolidated 
financial statements are consistent with those of last year.

New and amended IFRSs and Interpretations not yet adopted  
by or applicable within the EU
in addition, the following new or amended iFrss and interpretations of 
relevance to the carlsberg group have been issued and adopted by eu but 
are not applicable for 2012:
•  IFRS 10 “Consolidated Financial Statements”. The standard changes the 

definition of control over an entity following which de facto control will 
result in full consolidation of the entity and potential voting rights could 
require full consolidation. the standard is effective for financial years 
beginning on or after 1 January 2013.

•  IFRS 11 “Joint Arrangements”. The standard supersedes IAS 31 “Interests in 
Joint Ventures” and eliminates the possibility of proportionate consolida-
tion of joint ventures. the standard distinguishes between joint ventures 
(recognised according to the equity method) and joint arrangements (pro-
portionate consolidation). the standard changes the group’s recognition and 
measurement of joint ventures. the standard is effective for financial years 
beginning on or after 1 January 2013 according to the standard but is not 
applicable within the eu until 1 January 2014.

•  IFRS 12 “Disclosure of Interests in Other Entities”. The standard defines 
disclosure requirements for consolidated entities, and for joint ventures 
and associates recognised according to the equity method. the standard is 
effective for financial years beginning on or after 1 January 2013 according 
to the standard but is not applicable within the eu until 1 January 2014.

•  IFRS 13 “Fair Value Measurement”. The standard supersedes the definitions 
of fair value in the individual iFrss and requires further disclosure of fair 
value estimates. the standard does not change recognition and measure-
ment for the group. the standard is effective for financial years beginning 
on or after 1 January 2013.

•  Amendments to IAS 27 “Separate Financial Statements”. The standard 
contains requirements for the accounting treatment of and disclosures 
for investments in subsidiaries, joint ventures and associates in parent 
company financial statements. the standard does not change recogni-
tion and measurement for the parent company. the standard is effective 

for financial years beginning on or after 1 January 2013 according to the 
standard but is not applicable within the eu until 1 January 2014.

•  Amendments to IAS 28 “Investments in Associates and Joint Ventures”. 
the standard prescribes the accounting treatment of investments in joint 
ventures and associates according to the equity method. the standard does 
not change recognition and measurement for the group. the standard is 
effective for financial years beginning on or after 1 January 2013 according 
to the standard but is not applicable within the eu until 1 January 2014.

•  Amendments to IAS 19 “Employee Benefits”. The standard changes the 
valuation of assets and is not expected to have a material impact on the 
group. the standard is effective for financial years beginning on or after  
1 January 2013.

•  Amendment to IAS 1 “Other Comprehensive Income” (issued 16 June 2011). 
the standard changes the presentation of other comprehensive income. the 
standard is effective for financial years beginning on or after 1 July 2012.

•  Amendment to IFRS 7 “Disclosures – Offsetting Financial Assets and 
Financial liabilities”. the standard is effective for financial years beginning 
on or after 1 January 2013.

•  Amendment to IAS 32 “Offsetting Financial Assets and Financial Liabili-
ties”. the standard is effective for financial years beginning on or after  
1 January 2014.

•  IFRIC 20 “Stripping Costs in the Production Phase of a Surface Mine”. The 
interpretation is not relevant to the group.

•  Improvements to IFRSs issued in June 2011.

implementation of iFrs 10, iFrs 11 and the amendment to ias 28 will change 
the group’s accounting policies from proportionate consolidation of joint 
ventures to accounting for these according to the equity method. the change 
in the consolidation method will be assessed for each individual shareholding, 
taking the changed guidance on assessment of control into consideration. the 
changes are not expected to have any material effect on the group’s profit.

Furthermore, the following new or amended iFrss and interpretations of 
relevance to the carlsberg group have been issued but not yet adopted by 
the eu and are not applicable for 2012:
•  IFRS 9 “Financial Instruments”, most recently revised in November 2010. 

as further changes to the standard are being drafted and planned, the im-
pact of the final standard on the consolidated financial statements cannot 
yet be estimated. the standard is effective for financial years beginning on 
or after 1 January 2015.

•  Improvements to IFRSs 2009-2011 (issued 17 May 2012), effective for 
financial years beginning on or after 1 January 2013.

•  Transition Guidance (Amendments to IFRS 10, IFRS 11 and IFRS 12) (issued 28 
June 2012), effective for financial years beginning on or after 1 January 2013.

•  Investment Entities (Amendments to IFRS 10, IFRs 12 and IAS 27) (issued 
31 october 2012), effective for financial years beginning on or after 1 
January 2014.

the new and amended standards and interpretations are not mandatory for 
the financial reporting for 2012. the carlsberg group expects to adopt the 
standards and interpretations when they become mandatory. 

consolidated financial statements
the consolidated financial statements comprise the parent company, carls-
berg a/s, and subsidiaries in which carlsberg a/s has control, i.e. the power 
to govern the financial and operating policies. control is obtained when 
carlsberg a/s directly or indirectly owns or controls more than 50% of the 
voting rights in the subsidiary or has control in some other way.

entities over which the group exercises a significant influence, but which it 
does not control, are considered associates. significant influence is generally 
obtained by direct or indirect ownership or control of more than 20% of the 
voting rights but less than 50%.

When assessing whether carlsberg a/s exercises control or significant 
influence, potential voting rights exercisable at the end of the reporting 
period are taken into account.

entities which by agreement are managed jointly with one or more other 
parties (joint ventures) are consolidated proportionally, and the individual 
accounting entries are recognised in proportion to the ownership interest.

a group chart is included in note 43.
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nOte 42   accounting policies – continueD

the consolidated financial statements have been prepared as a consoli-
dation of the financial statements of the parent company, subsidiaries 
and proportionally consolidated entities prepared according to the group 
accounting policies. on consolidation, intra-group income and expenses, 
shareholdings, intra-group balances and dividends, and realised and unre-
alised gains on intra-group transactions are eliminated. unrealised gains 
on transactions with associates and proportionally consolidated entities 
are eliminated in proportion to the group’s ownership share of the entity. 
unrealised losses are eliminated in the same way as unrealised gains to the 
extent that impairment has not taken place.

investments in subsidiaries and proportionally consolidated entities are set off 
against the proportionate share of the subsidiaries’ fair value of identifiable 
net assets, including recognised contingent liabilities, at the acquisition date.

the accounting items of subsidiaries are included in full in the consolidated 
financial statements. non-controlling interests’ share of the profit/loss for 
the year and of the equity of subsidiaries is included in the group’s profit/
loss and equity respectively, but is disclosed separately.

Business combinations 
entities acquired or formed during the year are recognised in the consoli-
dated financial statements from the date of acquisition or formation. entities 
which are disposed of or wound up are recognised in the consolidated 
income statement until the date of disposal or winding-up. the compara-
tive figures are not restated for entities acquired, disposed of or wound up. 
Discontinued operations are presented separately, cf. below.

For acquisitions of new subsidiaries, joint ventures and associates, the ac-
quisition method is used. the acquired entities’ identifiable assets, liabilities 
and contingent liabilities are measured at fair value at the acquisition date. 
identifiable intangible assets are recognised if they are separable or arise 
from a contractual right. Deferred tax on revaluations is recognised.

the acquisition date is the date when the carlsberg group effectively obtains 
control of the acquired subsidiary, enters the management of the joint 
venture or obtains significant influence over the associate.

For business combinations made on 1 January 2004 or later, any excess of 
the cost over the fair value of the identifiable assets, liabilities and contin-
gent liabilities acquired (goodwill) is recognised as goodwill under intangible 
assets. goodwill is not amortised but is tested annually for impairment. the 
first impairment test is performed before the end of the acquisition year. 
upon acquisition, goodwill is allocated to the cash-generating units, which 
subsequently form the basis for the impairment test.

the cost of a business combination comprises the fair value of the consid-
eration agreed upon. When a business combination agreement provides for 
an adjustment to the cost of the combination contingent on future events, 
the fair value of that adjustment is included in the cost of the combination.

goodwill and fair value adjustments in connection with the acquisition 
of a foreign entity with a functional currency other than the presentation 
currency used in the carlsberg group are treated as assets and liabilities 
belonging to the foreign entity and translated into the foreign entity’s func-
tional currency at the exchange rate at the transaction date.

negative differences (negative goodwill) are recognised in the income state-
ment at the acquisition date.

if uncertainties regarding measurement of acquired identifiable assets, liabili-
ties and contingent liabilities exist at the acquisition date, initial recognition 
will take place on the basis of preliminary fair values. if identifiable assets, 
liabilities and contingent liabilities are subsequently determined to have a 
different fair value at the acquisition date from that first assumed, goodwill 
is adjusted up until 12 months after the acquisition. the effect of the adjust-
ments is recognised in the opening balance of equity and the comparative 
figures are restated accordingly.

changes in estimates of contingent purchase considerations, except in cases 
of material error, are recognised in the income statement under special 
items. changes in estimates of contingent purchase considerations in busi-

ness combinations completed before 31 December 2009 are recognised as 
an adjustment to goodwill.

Step acquisitions.   in a business combination achieved in stages (step 
acquisition), the shareholding held immediately before the step acquisition is 
remeasured at fair value at the acquisition date. the resulting gain or loss is 
recognised in the income statement under special items. the total fair value 
of the shareholding held immediately after the step acquisition is estimated 
and recognised as the cost of the total shareholding in the entity.

Non-controlling interests in a business combination.   in each business 
combination, management decides whether or not to recognise goodwill 
related to non-controlling interests. if such goodwill is recognised, it is 
estimated based on the fair value of the non-controlling interests less the 
non-controlling interests’ share of the fair value of acquired assets, liabilities 
and contingent liabilities.

Business combinations prior to 1 January 2004.   For business combina-
tions made prior to 1 January 2004, the accounting classification is main-
tained according to the former accounting policies, except that trademarks 
are now presented in a separate line in the statement of financial position. 
accordingly, goodwill is recognised on the basis of the cost recognised 
in accordance with the former policies (the Danish Financial statements 
act and Danish accounting standards) less amortisation and impairment 
losses up until 31 December 2003. goodwill is not amortised after 1 Janu-
ary 2004. the accounting treatment of business combinations prior to 1 
January 2004 was not changed in connection with the opening balance 
at 1 January 2004.

Disposal.   gains or losses on the disposal or winding-up of subsidiaries, 
joint ventures and associates are stated as the difference between the 
sales amount and the carrying amount of net assets, including goodwill 
at the date of disposal or winding-up, foreign exchange adjustments 
recognised in other comprehensive income and costs to sell or winding-up 
expenses. gains or losses on disposal or winding-up of subsidiaries are 
recognised in the income statement under special items, whereas gains or 
losses on disposal or winding-up of associates are recognised as financial 
income or financial expenses.

on disposal of entities acquired prior to 1 January 2002 where goodwill 
was written off in equity in accordance with the former accounting policies 
and where, in accordance with the exemption in iFrs 1, goodwill is not 
recognised in the statement of financial position, the goodwill written off 
is recognised at a carrying amount of DKK 0 in determining any gains and 
losses on the disposal of the entity.

Partial disposal of investments with loss of control.   When the group 
loses control of a subsidiary through a partial disposal of its shareholding 
or voting rights, the retained shareholding in the entity is classified as an 
associate or a security depending on the level of control after the disposal. 
the shareholding in the associate or security held immediately after the 
partial disposal is remeasured at fair value at the date of disposal. the 
fair value is measured as the cost of the shareholding in the associate or 
security. the resulting gain or loss is recognised in the income statement 
under special items.

Acquisition and disposal of non-controlling interests
on acquisition of non-controlling interests (i.e. subsequent to the carlsberg 
group obtaining control), acquired net assets are not remeasured at fair value.

on acquisition of non-controlling interests, the difference between the cost 
and the non-controlling interests’ share of total carrying amount including 
goodwill is transferred from the non-controlling interests’ share of equity to 
equity attributable to shareholders in carlsberg a/s. the amount deducted 
cannot exceed the non-controlling interests’ share of equity immediately 
before the transaction.

on disposal of shareholdings to non-controlling interests, the difference 
between the sales price and the share of total carrying amount including 
goodwill acquired by the non-controlling interests is transferred from equity 
attributable to shareholders in carlsberg a/s to the non-controlling interests’ 
share of equity.
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Fair value adjustment of put options written on non-controlling interests on 
or after 1 January 2010 is recognised directly in the statement of changes 
in equity. Fair value adjustment of put options written before 31 December 
2009 is recognised in goodwill.

Foreign currency translation
For each of the reporting entities in the group, a functional currency is deter-
mined. the functional currency is the primary currency used for the reporting 
entity’s operations. transactions denominated in currencies other than the func-
tional currency are considered transactions denominated in foreign currencies.

on initial recognition, transactions denominated in foreign currencies are 
translated to the functional currency at the exchange rates at the transac-
tion date. Foreign exchange differences arising between the exchange rates 
at the transaction date and at the date of payment are recognised in the 
income statement as financial income or financial expenses.

receivables, payables and other monetary items denominated in foreign 
currencies are translated at the exchange rates at the end of the reporting 
period. the difference between the exchange rates at the end of the report-
ing period and at the date at which the receivable or payable arose or the 
exchange rate in the latest consolidated financial statements is recognised in 
the income statement as financial income or financial expenses.

on recognition in the consolidated financial statements of entities with a 
functional currency other than the presentation currency of carlsberg a/s 
(DKK), the income statement and statement of cash flows are translated at 
the exchange rates at the transaction date and the statement of financial 
position items are translated at the exchange rates at the end of the reporting 
period. an average exchange rate for the month is used as the exchange rate 
at the transaction date to the extent that this does not significantly deviate 
from the exchange rate at the transaction date. Foreign exchange differences 
arising on translation of the opening balance of equity of foreign entities at 
the exchange rates at the end of the reporting period and on translation of 
the income statement from the exchange rates at the transaction date to the 
exchange rates at the end of the reporting period are recognised in other com-
prehensive income and attributed to a separate translation reserve in equity.

Foreign exchange adjustment of balances with foreign entities which are con-
sidered part of the investment in the entity is recognised in the consolidated 
financial statements in other comprehensive income if the balance is denomi-
nated in the functional currency of the parent company or the foreign entity.

correspondingly, foreign exchange gains and losses on the part of loans 
and derivative financial instruments which is designated as hedges of 
investments in foreign entities with a functional currency other than 
that of carlsberg a/s and which effectively hedge against corresponding 
foreign exchange gains and losses on the investment in the entity are also 
recognised in other comprehensive income and attributed to a separate 
translation reserve in equity.

on recognition in the consolidated financial statements of associates with a 
functional currency other than the presentation currency of carlsberg a/s, the 
share of profit/loss and other comprehensive income for the year is translated 
at average exchange rates and the share of equity, including goodwill, is 
translated at the exchange rates at the end of the reporting period. Foreign 
exchange differences arising on the translation of the share of the opening 
balance of equity of foreign associates at the exchange rates at the end of the 
reporting period, and on translation of the share of profit/loss and other com-
prehensive income for the year from average exchange rates to the exchange 
rates at the end of the reporting period, are recognised in other comprehensive 
income and attributed to a separate translation reserve in equity.

on complete or partial disposal of a foreign entity or on repayment of bal-
ances which constitute part of the net investment in the foreign entity, the 
share of the cumulative amount of the exchange differences recognised in 
other comprehensive income relating to that foreign entity is recognised in
the income statement when the gain or loss on disposal is recognised.
prior to translation of the financial statements of foreign entities in countries 
with hyperinflation, the financial statements are inflation-adjusted for 
changes in purchasing power in the local currency. inflation adjustment is 
based on relevant price indexes at the end of the reporting period.

Hyperinflation
the financial statements of foreign entities whose functional currency 
is the currency of a hyperinflationary market are stated in terms of the 
measuring unit current at the end of the reporting period using a general 
price index. non-monetary assets are restated to the current purchasing 
power at the reporting date from the value on the date when they were 
first recognised in the financial statements (or the value on 1 January 
2004 when the group adopted iFrs). the gain/loss is recognised in other 
comprehensive income. gain/loss on the net monetary position is recog-
nised as financial income or expenses in the income statement. income 
statement items are restated from the value on the transaction date to 
the value on the reporting date except for items related to non-monetary 
assets, such as depreciation and amortisation and consumption of inven-
tories etc. Deferred tax is adjusted accordingly. the comparative figures 
for the group are not restated in terms of the measuring unit current at 
the end of the reporting period.

Derivative financial instruments
Derivative financial instruments are initially recognised in the statement of 
financial position at fair value on the trade date and subsequently measured at 
fair value. attributable transaction costs are recognised in the income statement.

the fair values of derivative financial instruments are included in other 
receivables and other payables, and positive and negative values are offset 
only when the group has the right and the intention to settle several 
financial instruments net. Fair values of derivative financial instruments 
are computed on the basis of current market data and generally accepted 
valuation methods.

changes in the fair value of derivative financial instruments designated 
as and qualifying for recognition as a fair value hedge of recognised as-
sets and liabilities are recognised in the income statement, together with 
changes in the value of the hedged asset or liability with respect to the 
hedged portion. except for foreign currency hedges, hedging of future cash 
flows according to a firm agreement is treated as a fair value hedge of a 
recognised asset or liability.

changes in the portion of the fair value of derivative financial instruments 
which are designated and qualify as a cash flow hedge and which effectively 
hedge changes in the value of the hedged item are recognised in other com-
prehensive income and attributed to a separate reserve in equity. When the 
hedged transaction results in gains or losses, amounts previously recognised 
in other comprehensive income are transferred to the same item as the 
hedged item when the hedged risk impacts the income statement. When 
the hedged item is a non-financial asset, the amount recognised in other 
comprehensive income is transferred to the carrying amount of the asset 
when the non-financial asset is recognised.

Derivatives designated as and qualifying for recognition as a cash flow 
hedge of financial investments are recognised in other comprehensive 
income. on complete or partial disposal of the financial investment, the
portion of the hedging instrument that is recognised in other comprehensive 
income and relates to that financial investment is recognised in the income 
statement when the gain or loss on disposal is recognised.

For derivative financial instruments that do not qualify for hedge account-
ing, changes in fair value are recognised in the income statement as financial 
income or financial expenses.

changes in the fair value of derivative financial instruments used to hedge 
net investments in foreign subsidiaries, joint ventures or associates and 
which effectively hedge currency fluctuations in these entities are recognised 
in the consolidated financial statements in other comprehensive income and 
attributed to a separate translation reserve in equity.

embedded derivatives are recognised separately from the host contract and 
measured at fair value if their economic characteristics and risks are not 
closely related to those of the host contract, as a separate instrument with 
the same terms would meet the definition of a derivative, and the entire 
combined instrument is not measured at fair value through profit and loss. 
separated embedded derivatives are subsequently measured at fair value.

nOte 42   accounting policies – continueD
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income statement
Revenue
revenue from the sale of finished goods and goods for resale is recognised 
in the income statement provided that transfer of all significant risks and 
rewards to the buyer has taken place and that the income can be reliably 
measured and is expected to be received.

royalty and licence fees are recognised when earned according to the terms 
of the licence agreements.

revenue is measured excl. Vat and duties, including excise duties on beer 
and soft drinks, and discounts.

Cost of sales
cost of sales comprises costs incurred in generating the revenue for the 
year and development costs. such costs include direct and indirect costs for 
raw materials and consumables, wages and salaries, rent and leases, and 
depreciation of production plant and returnable packaging.

Sales and distribution expenses
costs incurred in distributing goods sold during the year and in conducting 
sales campaigns etc. during the year are recognised as sales and distribution 
expenses. also included are costs relating to sales staff, sponsorships, advertis-
ing and in-store display expenses, as well as depreciation and impairment of 
sales equipment.

Administrative expenses
administrative expenses comprise expenses incurred during the year for 
management and administration, including expenses for administrative staff, 
office premises and office expenses, and depreciation and write-downs for 
bad debt losses.

Other operating income and expenses
other operating income and expenses comprise items secondary to the 
principal activities of the entities, including income and expenses relating to 
rental properties, hotels and construction contracts (real estate projects), and 
gains and losses on the disposal of intangible assets and property, plant and 
equipment. gains and losses on the disposal of intangible assets and property, 
plant and equipment are determined as the sales price less selling costs and 
the carrying amount at the disposal date. also included in this item are the ef-
fective interest rate on on-trade loans calculated on the basis of amortised cost, 
expenses relating to the research activities in Denmark and France, and funding 
from the carlsberg Foundation for the operation of the carlsberg laboratory.

revenue on construction contracts (real estate projects) which are specific-
ally negotiated is recognised as the work is carried out, corresponding to the 
selling price of work performed during the year (the percentage of comple-
tion method). revenue is recognised when total income and expenses on a 
construction contract as well as the stage of completion at the end of the 
reporting period can be determined reliably, and when it is probable that 
the economic benefits, including payments, will be received by the group. 
on disposal of real estate projects which are not specifically negotiated, the 
gain is recognised at the disposal date (the sales method).

profit on real estate projects is recognised net under other operating income. 
revenue and expenses relating to construction contracts which are specific-
ally negotiated are disclosed in the notes.

Government grants
government grants relate to grants and funding for r&D activities, invest-
ment grants etc.

grants for r&D activities which are recognised directly in the income state-
ment are recognised as other operating income.

grants for the acquisition of assets and development projects are recognised 
in the statement of financial position as deferred income and transferred to 
other operating income in the income statement as the assets for which the 
grants were awarded are amortised.

Operating profit before special items
operating profit before special items is an important financial ratio for year-
over-year comparison and for comparison of companies in the brewing industry.

Special items
special items include significant income and costs of a special nature in 
terms of the group’s revenue-generating operating activities, such as the 
cost of extensive structuring of processes and fundamental structural 
adjustments, as well as any gains or losses arising from disposals in this 
connection which have a material effect over a given period. this item also 
includes significant non-recurring items, including impairment of goodwill 
(including goodwill in joint ventures and associates) and trademarks, and 
gains and losses on the disposal of activities, revaluation of the sharehold-
ing in an entity held immediately before a step acquisition of that entity 
and transaction costs in a business combination.

these items are shown separately in order to give a more true and fair view 
of the group’s operating profit.

Profits/losses from investments in associates
the proportionate share of the results of associates after tax is recognised 
in the consolidated income statement after elimination of the proportionate 
share of unrealised intra-group profits/losses.

Financial income and expenses
Financial income and expenses comprise interest income and expenses, 
gains and losses on securities and impairment of securities, payables and 
transactions denominated in foreign currencies, amortisation of financial 
assets (other than loans to customers in the on-trade, which are included 
in other operating income) and liabilities, including defined benefit 
retirement benefit plans, surcharges and refunds under the on-account 
tax scheme etc. realised and unrealised gains and losses on derivative 
financial instruments which are not designated as hedging arrangements 
and the ineffective portion of those designated as hedging arrangements 
are also included.

borrowing costs on specific or general borrowings which are directly attribut-
able to the development or construction of a qualifying asset are included in 
the cost of that asset.

Tax on profit/loss for the year
tax for the year comprises current tax and changes in deferred tax for the 
year, including changes as a result of a change in the tax rate. the tax 
expense relating to the profit/loss for the year is recognised in the income 
statement, and the tax expense relating to other comprehensive income is 
recognised in other comprehensive income. carlsberg a/s is subject to the 
Danish rules on mandatory joint taxation of the carlsberg group’s Danish 
companies. Danish subsidiaries are included in the joint taxation from the 
date when they are included in the consolidated financial statements and 
up to the date when they are excluded from the consolidation.

carlsberg a/s is the administrative company under the joint taxation scheme 
and accordingly pays all income taxes to the tax authorities.

the jointly taxed Danish companies are taxed under the on-account tax 
scheme.

on payment of joint taxation contributions, the current Danish corporation 
tax is allocated between the Danish jointly taxed companies in proportion 
to their taxable income. companies with tax losses receive joint taxation 
contributions from other companies that have used the tax losses to reduce 
their own taxable profit (full absorption).

if the carlsberg group obtains a tax deduction on computation of the tax-
able income in Denmark or in foreign jurisdictions as a result of share-based 
payment programmes, the tax effect of the programmes is recognised in tax 
on the profit/loss for the year. However, if the total tax deduction exceeds 
the total tax expense, the tax benefit for the excess deduction is recognised 
in other comprehensive income.

statement of financial position
Intangible assets
Goodwill.   goodwill is initially recognised in the statement of financial 
position at cost as described under business combinations. subsequently, 
goodwill is measured at cost less accumulated impairment losses. goodwill 
is not amortised.
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the carrying amount of goodwill is allocated to the group’s cash-generating 
units at the acquisition date. identification of cash-generating units is based 
on the management structure and internal financial control.

Other intangible assets.   trademarks and customer agreements/portfolios 
acquired in connection with business combinations are recognised at cost 
and amortised over their expected useful life. trademarks with an indefinite 
useful life are not amortised but impairment-tested at least annually.

research costs are recognised in the income statement as they are incurred. 
Development costs are recognised as intangible assets if the costs are 
expected to generate future economic benefits.

costs for development and implementation of substantial it systems are 
capitalised and amortised over their estimated useful life. cost comprises 
the purchase price and any costs directly attributable to the acquisition 
and installation until the date when the asset is available for use. the cost 
of self-constructed assets comprises direct and indirect costs of software, 
licences, components, subcontractors, wages and salaries, and capital-
ised borrowing costs on specific or general borrowing attributable to the 
construction of the asset.

co2 emission rights are measured at cost at the date of allocation (i.e. 
normally DKK 0), while acquired rights are measured at cost. acquired rights 
are amortised over the production period during which they are expected to 
be utilised. a liability is recognised (at fair value) only if actual emissions of 
co2 exceed allocated levels based on the holding of rights.

other intangible assets are measured at cost less accumulated amortisation 
and impairment losses.

amortisation is carried out systematically over the expected useful lives of 
the assets. the expected useful lives are as follows:

trademarks with  
finite useful life

useful life, normally maximum 20 years

software etc. normally 3-5 years. group-wide systems  
developed as an integrated part of a major  
business development programme: 5-7 years

Delivery rights Depending on contract; if no contract term has been 
agreed, normally not exceeding 5 years

customer agreements/ 
relationships

Depending on contract with the customer.  
When no contract exists, normally not  
exceeding 20 years

the useful life is reassessed annually. When changing the amortisation 
period due to a change in the useful life, the effect on the amortisation is 
recognised prospectively as a change in accounting estimates.

amortisation is recognised in the income statement under cost of sales, 
sales and distribution costs, and administrative expenses to the extent that 
amortisation is not included in the cost of self-constructed assets.

impairment losses of a non-recurring nature are recognised in the income 
statement under special items.

Tangible assets
land and buildings, plant and machinery, fixtures and fittings, and other 
property, plant and equipment are measured at cost less accumulated 
depreciation and impairment losses.

cost comprises the purchase price and any costs directly attributable to the 
acquisition until the date when the asset is available for use. the cost of self-
constructed assets comprises direct and indirect costs of materials, compo-
nents, subsuppliers, wages and salaries, and capitalised borrowing costs on 
specific or general borrowing attributable to the construction of the asset. 

the present value of estimated liabilities related to dismantling and removing 
the asset and restoring the site on which the asset is located is added to the 
cost of self-constructed assets if the liabilities are provided for. Where individual 
components of an item of property, plant and equipment have different useful 
lives, they are accounted for as separate items and are depreciated separately.

the cost of assets held under finance leases is stated at the lower of fair 
value of the assets and the present value of the future minimum lease pay-
ments. For the calculation of the net present value, the interest rate implicit 
in the lease or an approximation thereof is used as the discount rate.

subsequent costs, e.g. in connection with replacement of components of 
property, plant and equipment, are recognised in the carrying amount of the 
asset if it is probable that the costs will result in future economic benefits 
for the group. the replaced components are derecognised in the statement 
of financial position and recognised as an expense in the income statement. 
costs incurred for ordinary repairs and maintenance are recognised in the 
income statement as incurred.

property, plant and equipment, including assets held under finance leases, 
are depreciated on a straight-line basis over the expected useful lives of the 
assets. the expected useful lives are as follows:

buildings 20-40 years

technical installations 15 years

brewery equipment 15 years

Filling and bottling equipment 8-15 years

technical installations in warehouses 8 years

on-trade and distribution equipment 5 years

Fixtures and fittings, other plant and equipment 5-8 years

returnable packaging 3-10 years

Hardware 3-5 years

land is not depreciated.

the basis of depreciation is calculated on the basis of the cost less the 
residual value and impairment losses. the residual value is determined at 
the acquisition date and reassessed annually. if the residual value exceeds 
the carrying amount, depreciation is discontinued.

When changing the depreciation period or the residual value, the effect on the 
depreciation is recognised prospectively as a change in accounting estimates.

Depreciation and minor impairment losses are recognised in the income 
statement under cost of sales, sales and distribution costs, and administra-
tive expenses to the extent that depreciation is not included in the cost of 
self-constructed assets.

significant impairment losses of a non-recurring nature are recognised in the 
income statement under special items.

Investments in associates
investments in associates are recognised according to the equity method 
and measured at the proportionate share of the entities’ net asset values 
calculated in accordance with the group’s accounting policies, minus or plus 
the proportionate share of unrealised intra-group profits and 
losses, and plus the carrying amount of goodwill.

investments in associates with negative net asset values are measured at 
DKK 0. if the group has a legal or constructive obligation to cover a deficit 
in the associate, the deficit is recognised under provisions.
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any amounts owed by associates are written down to the extent that the 
amount owed is deemed irrecoverable.

on acquisition of investments in associates, the acquisition method is used, 
cf. the description under business combinations.

Inventories
inventories are measured at the lower of weighted average cost and net 
realisable value.

goods for resale and raw materials and consumables are measured at cost, 
comprising purchase price and delivery costs.

Finished goods and work in progress are measured at cost, comprising the cost 
of raw materials, consumables, direct wages and salaries, and indirect produc-
tion overheads. indirect production overheads comprise indirect materials and 
wages and salaries, and maintenance and depreciation of production machin-
ery, buildings and equipment, and production administration and management.

the net realisable value of inventories is calculated as the sales amount 
less costs of completion and costs necessary to make the sale, and is de-
termined taking into account marketability, obsolescence and development 
in expected sales price.

Receivables
receivables are measured at amortised cost less impairment losses. 
receivables are written down for bad debt losses on the basis of custom-
ers’ anticipated ability to pay and expectations of any changes to this 
ability, taking into account historical payment patterns, terms of payment, 
customer segment, creditworthiness and prevailing market conditions in 
the individual markets.

objective indication of impairment is assessed for a portfolio of receivables 
when no objective indication of individual impairment losses exists. the 
portfolios are based on on-trade and off-trade customers, and on-trade 
receivables and loans. the objective indications used for portfolios are based 
on historical experiences and actual market developments.

impairment losses are calculated as the difference between carrying 
amount and net realisable value, including the expected net realisable 
value of any collateral provided.

regarding loans to the on-trade, any difference between present value 
and the nominal amount at the loan date is treated as a prepaid discount 
to the customer, which is recognised in the income statement in accord-
ance with the terms of the agreement. the market interest rate is used as 
the discount rate, corresponding to the money market rate based on the 
maturity of the loan with the addition of a risk premium. the effective 
interest rate on these loans is recognised in other operating income. the 
amortisation of the difference between the discount rate and the effective 
interest rate is included as a discount in revenue.

Construction contracts
construction contracts (real estate projects) are measured at the contract 
revenue of the work performed less progress billings and anticipated losses.

the contract revenue is measured by reference to the percentage of com-
pletion at the end of the reporting period and total expected revenue from 
the contract. the percentage of completion is determined on the basis of 
an assessment of the work performed, which is measured as the propor-
tion of contract costs incurred for work performed relative to the total 
estimated contract costs.

When it is probable that the total contract costs will exceed the total 
contract revenue, the anticipated loss on the contract is recognised as an ex-
pense immediately. the selling price of construction contracts is recognised 
under other receivables and disclosed in the notes.

Prepayments
prepayments comprise costs incurred concerning subsequent financial 
years, including in particular sponsorship and marketing costs. prepay-
ments are measured at cost.

Securities
shares not classified as investments in subsidiaries or associates and bonds 
are classified as securities available-for-sale. such securities are recognised at 
the trade date. upon initial recognition, securities are measured at fair value 
plus any directly attributable transaction costs and are subsequently measured 
at fair value corresponding to the market price of quoted securities and, for 
unquoted securities, an estimated fair value computed on the basis of market 
data and generally accepted valuation methods. unrealised value adjustments 
are recognised in other comprehensive income except for impairment losses 
and foreign exchange adjustments of bonds denominated in foreign currencies, 
which are recognised in the income statement as financial income or financial 
expenses. on realisation, the accumulated value adjustment recognised in 
other comprehensive income is transferred to the income statement.

securities available-for-sale are classified as current and non-current on the 
basis of management’s selling plans. the group has no securities classified 
as a trading portfolio.

Impairment of assets
goodwill and trademarks with indefinite useful life are subject to an annual 
impairment test, initially before the end of the acquisition year.

the carrying amount of goodwill is tested for impairment, together with the 
other non-current assets in the cash-generating unit to which goodwill is 
allocated, and written down to the recoverable amount through the income 
statement if the carrying amount is higher. the recoverable amount is 
generally calculated as the present value of expected future net cash flows 
(value in use) from the entity or activity (cash-generating unit) to which the 
goodwill is allocated. impairment of goodwill is recognised under special 
items in the income statement.

the carrying amount of trademarks with indefinite useful life is subject to 
an impairment test and written down to the recoverable amount through 
the income statement if the carrying amount is higher. the recoverable 
amount is generally calculated as the present value of expected future 
net cash flows from the trademark in the form of royalties (the relief from 
royalty method). impairment of trademarks is recognised under special 
items in the income statement.

the carrying amount of other non-current assets is subject to an annual test 
for indications of impairment. When there is an indication that assets may be 
impaired, the recoverable amount of the asset is determined. the impairment 
test is performed for the individual asset or in combination with related assets 
which form an integrated cash-generating unit. the recoverable amount is 
the higher of an asset’s fair value less expected costs to sell and its value in 
use. Value in use is the present value of the future cash flows expected to be 
derived from an asset or the cash-generating unit to which the asset belongs.

an impairment loss is recognised if the carrying amount of an asset or its 
cash-generating unit exceeds the recoverable amount of the asset or the 
cash-generating unit. minor impairment losses are recognised in the income 
statement under cost of sales, sales and distribution costs, administrative ex-
penses and other operating costs. significant impairment losses and impair-
ment losses arising on extensive structuring of processes and fundamental 
structural adjustments are recognised under special items.

impairment of goodwill is not reversed. impairment of other assets is 
reversed only to the extent of changes in the assumptions and estimates 
underlying the impairment calculation. impairment is only reversed to the 
extent that the asset’s new carrying amount does not exceed the carrying 
amount of the asset after amortisation had the asset not been impaired.

Deferred tax assets are subject to annual impairment tests and are recog-
nised only to the extent that it is probable that the assets will be utilised.

Equity
Translation reserve.   the translation reserve in the consolidated financial 
statements comprises foreign exchange adjustments arising on translation 
of financial statements of foreign entities from their functional currencies 
into the presentation currency used by carlsberg a/s (DKK), balances con-
sidered to be part of the total net investment in foreign entities, and financial 
instruments used to hedge net investments in foreign entities.
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on full or partial realisation of the net investment, the foreign exchange 
adjustments are recognised in the income statement in the same item as  
the gain/loss.

the translation reserve was recognised at zero at 1 January 2004 in  
accordance with iFrs 1.

Fair value adjustments.   Fair value adjustments comprise changes in the 
fair value of hedging transactions that qualify for recognition as cash flow 
hedges and where the hedged transaction has not yet been realised. Fair 
value adjustments also comprise a reserve for securities available-for-sale.

Proposed dividends.   proposed dividends are recognised as a liability at the 
date when they are adopted at the annual general meeting (declaration 
date). the dividend recommended by the supervisory board and therefore 
expected to be paid for the year is disclosed in connection with the state-
ment of changes in equity. 

interim dividends are recognised as a financial liability at the date when the 
decision to pay interim dividends is made.

Treasury shares.   cost of acquisition, consideration received and dividends 
received from treasury shares are recognised directly as retained earnings 
in equity. capital reductions from the cancellation of treasury shares are 
deducted from the share capital at an amount corresponding to the nominal 
value of the shares.

proceeds from the sale of treasury shares in connection with the exercise of 
share options are recognised directly in equity.

Share-based payment
the value of services received in exchange for granted options is measured 
at the fair value of the options granted.

the share option programme for the executive board and other manage-
ment personnel in the group is an equity-settled scheme. the share options 
are measured at fair value at the grant date and recognised in the income 
statement under staff costs over the vesting period.

other key employees in the group who participate in the long-term incen-
tive programme choose between settlement in share options and a cash 
bonus. the share options are measured at fair value at the grant date 
and recognised in the income statement under staff costs over the vesting 
period. the value of the long-term incentive programme is calculated as a 
percentage of the employee’s yearly salary. if the employee chooses to re-
ceive share options under the long-term incentive programme, the number 
of share options is determined based on the employee’s salary and the fair 
value of a share option.

on initial recognition of the share options, an estimate is made of the num-
ber of options expected to vest, cf. the service condition for each programme. 
that estimate is subsequently revised for changes in the number of options 
expected to vest. accordingly, recognition is based on the number of options 
that ultimately vested.

the fair value of granted share options is estimated using the black-scholes 
call option pricing model, taking into account the terms and conditions upon 
which the options were granted.

Employee benefits
Wages and salaries, social security contributions, paid leave and sick 
leave, bonuses and other employee benefits are recognised in the financial 
year in which the employee renders the related service. this includes the 
payment to other management personnel in the group who participate in 
the long-term incentive programme and choose cash settlement. the cost 
is provided for over the vesting period of the programme and according to 
the service conditions and included in staff costs and provisions.

Retirement benefit obligations and similar obligations
the group has entered into retirement benefit schemes and similar arrange-
ments with the majority of the group’s employees.

contributions to defined contribution plans are recognised in the income 
statement in the period to which they relate and any contributions outstand-
ing are recognised in the statement of financial position as other payables.

For all defined benefit plans an annual actuarial calculation is made of the 
present value of future benefits under the defined benefit plan. the present 
value is determined on the basis of assumptions about the future develop-
ment in variables such as salary levels, interest rates, inflation and mortality. 
the present value is determined only for benefits earned by employees from 
their employment with the group. the actuarial present value less the fair 
value of any plan assets is recognised in the statement of financial position 
under retirement benefit obligations.

pension costs for the year are recognised in the income statement based on 
actuarial estimates and financial expectations at the beginning of the year. 
any difference between the expected development in pension plan assets 
and liabilities and realised amounts determined at year-end constitutes 
actuarial gains or losses and is recognised in other comprehensive income.

if changes in benefits relating to services rendered by employees in previ-
ous years result in changes in the actuarial present value, the changes are 
recognised as historical costs. Historical costs are recognised immediately, 
provided employees have already earned the changed benefits. if employ-
ees have not earned the benefits, the historical costs are recognised in the 
income statement over the period in which the changed benefits are earned 
by the employees. if a retirement benefit plan constitutes a net asset, the 
asset is only recognised if it offsets future refunds from the plan or will lead 
to reduced future payments to the plan.

interest on retirement benefit obligations and the expected return on plan 
assets are recognised under financial income or financial expenses.

realised gains and losses on the adjustment of retirement benefit obliga-
tions as a result of large-scale termination of jobs in connection with restruc-
turing are recognised in the income statement under special items.

realised gains and losses on the curtailment or settlement of retirement 
benefit plans are recognised in the income statement.

Corporation tax and deferred tax
current tax payable and receivable is recognised in the statement of finan-
cial position as tax computed on the taxable income for the year, adjusted 
for tax on the taxable income of prior years and for tax paid on account.

Deferred tax on all temporary differences between the carrying amount and 
the tax base of assets and liabilities is measured using the balance sheet 
liability method. However, deferred tax is not recognised on temporary 
differences relating to goodwill which is not deductible for tax purposes or 
on office premises and other items where temporary differences, apart from 
business combinations, arise at the acquisition date without affecting either 
profit/loss for the year or taxable income. Where alternative tax rules can 
be applied to determine the tax base, deferred tax is measured based on 
management’s planned use of the asset or settlement of the liability.

if specific dividend plans exist for subsidiaries, joint ventures and associates 
in countries levying withholding tax on distributions, deferred tax is recog-
nised on expected dividend payments.

Deferred tax assets, including the tax base of tax loss carryforwards, are 
recognised under other non-current assets at the expected value of their 
utilisation, either as a set-off against tax on future income or as a set-off 
against deferred tax liabilities in the same legal tax entity and jurisdiction.
Deferred tax assets and tax liabilities are offset if the entity has a legally en-
forceable right to offset current tax liabilities and tax assets or intends either 
to settle current tax liabilities and tax assets on a net basis or to realise the 
assets and settle the liabilities simultaneously.

adjustment is made to deferred tax resulting from elimination of unrealised 
intra-group profits and losses.

Deferred tax is measured according to the tax rules and at the tax rates 
applicable in the respective countries at the end of the reporting period 
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when the deferred tax is expected to crystallise as current tax. the change 
in deferred tax as a result of changes in tax rates is recognised in the income 
statement. changes to deferred tax recognised in other comprehensive 
income are, however, recognised in other comprehensive income.

Provisions
provisions, including warranty provisions, are recognised when, as a result of 
events arising before or at the end of the reporting period, the group has a le-
gal or a constructive obligation and it is probable that there may be an outflow 
of resources embodying economic benefits to settle the obligation. other provi-
sions are discounted if the effect is material to the measurement of the liability. 
the carlsberg group’s average borrowing rate is used as the discount rate.

restructuring costs are recognised under liabilities when a detailed, formal 
restructuring plan has been announced to the persons affected no later than 
at the end of the reporting period. on acquisition of entities, restructuring 
provisions in the acquiree are only included in the opening balance when the 
acquiree has a restructuring liability at the acquisition date.

a provision for onerous contracts is recognised when the benefits expected 
to be derived by the group from a contract are lower than the unavoidable 
costs of meeting its obligations under the contract.

When the group has a legal obligation to dismantle or remove an asset or 
restore the site on which the asset is located, a provision is recognised cor-
responding to the present value of expected future costs.

Financial liabilities
amounts owed to credit institutions, bonds etc. are recognised at the date of 
borrowing at fair value less transaction costs. in subsequent periods, the fi-
nancial liabilities are measured at amortised cost using the effective interest 
method. accordingly, the difference between the fair value less transaction 
costs and the nominal value is recognised in the income statement under 
financial expenses over the term of the loan.

Financial liabilities also include the capitalised residual obligation on finance 
leases, which is measured at amortised cost.

other liabilities are measured at amortised cost.

Deposits on returnable packaging
the refund obligation in respect of deposits on returnable packaging is 
stated on the basis of deposit price as well as an estimate of the number of 
bottles, kegs, cans and crates in circulation, and expected return rate.

Leases
For accounting purposes, lease obligations are divided into finance and 
operating leases.

leases are classified as finance leases if they transfer substantially all the 
risks and rewards incident to ownership to the lessee. all other leases are 
classified as operating leases.

the accounting treatment of assets held under finance leases and lease 
obligations is described under property, plant and equipment and Financial 
liabilities respectively.

operating lease payments are recognised in the income statement on a 
straight-line basis over the lease term.

Deferred income
Deferred income comprises payments received concerning income in subse-
quent years and is measured at cost.

Assets held for sale
assets held for sale comprise non-current assets and disposal groups held 
for sale. Disposal groups are defined as a group of assets to be disposed 
of, by sale or otherwise, together as a group in a single transaction and 
those liabilities directly associated with the assets that will be transferred 
in the transaction.

assets are classified as held for sale if management has decided to sell 
the asset or disposal group and taken the necessary steps to carry out the 
sale such that the carrying amount will be recovered principally through a 
sale within 12 months in accordance with a formal plan rather than through 
continuing use.

assets or disposal groups held for sale are measured at the lower of car-
rying amount or fair value less costs to sell. assets are not depreciated or 
amortised from the date when they are reclassified as held for sale.

impairment losses on initial recognition as held for sale and gains and losses 
on subsequent remeasurement at the lower of carrying amount and fair 
value less costs to sell are recognised in the income statement in the items 
to which they relate. gains and losses are disclosed in the notes.

assets and liabilities are recognised separately in the statement of finan-
cial position and main items are specified in the notes. comparative figures 
are not restated.

if a sale is not completed as expected, the asset or disposal group is reclassi-
fied to the items in the statement of financial position from which the asset 
or disposal group was originally separated. this reclassification is made at 
the carrying amount less any depreciation charges that would have been 
recognised if the asset had not been classified as held for sale.

Presentation of discontinued operations
Discontinued operations comprise activities and cash flows that can be 
clearly distinguished from the other business areas and have either been 
disposed of or are held for sale. the sale is expected to be carried out within 
12 months in accordance with a formal plan.

Discontinued operations also include entities which are classified as held for 
sale in connection with an acquisition.

Discontinued operations are presented in a separate line in the income 
statement and as assets and liabilities held for sale in the statement of 
financial position, and main items are specified in the notes. comparative 
figures are restated.

statement of cash flows
the statement of cash flows shows the cash flows from operating, investing 
and financing activities for the year, the year’s changes in cash and cash 
equivalents as well as cash and cash equivalents at the beginning and end 
of the year.

Cash flow from operating activities
cash flows from operating activities are calculated using the indirect method 
as the operating profit before special items adjusted for non-cash operating 
items, changes in working capital, restructuring costs paid, interest received 
and paid, and income tax paid.

Cash flow from investing activities
cash flows from investing activities comprise payments in connection 
with acquisitions and disposals of entities and activities, and of intangible 
assets, property, plant and equipment and other non-current assets, as 
well as acquisition and disposal of securities not recognised as cash and 
cash equivalents.

the cash flow effect of acquisitions and disposals of entities is shown 
separately in cash flows from investing activities. cash flows from acquisi-
tions of entities are recognised in the statement of cash flows from the 
acquisition date. cash flows from disposals of entities are recognised up 
until the disposal date.

acquisitions of assets by means of finance leases are treated as non-cash 
transactions.

Cash flow from financing activities
cash flows from financing activities comprise changes in the size or compo-
sition of the share capital and related costs as well as the acquisition and 
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disposal of non-controlling interests, raising of loans, repayment of interest-
bearing debt, acquisition and disposal of treasury shares, and payment of 
dividends to shareholders.

cash flows from assets held under finance leases are recognised as payment 
of interest and repayment of debt.

Cash and cash equivalents
cash and cash equivalents comprise cash, less bank overdrafts, and short-
term marketable securities with a term of three months or less at the acqui-
sition date which are subject to an insignificant risk of changes in value.

cash flows in currencies other than the functional currency are translated 
using average exchange rates, unless these deviate significantly from the 
exchange rates at the transaction date.

segment information
For segment reporting purposes, the chief operating Decision maker is the 
executive committee. the executive committee manages and makes busi-
ness decisions based on geographical regional information. segments are 
managed and decisions are made based on business performance measured 
as operating profit before special items. Decisions on financing and tax plan-
ning are made based on information for the group as a whole and therefore 
not segmented. the non-beverage activities are managed separately and 
therefore also shown separately. the segmentation reflects the structure 
used for internal reporting and monitoring of the strategic and financial 
targets of the carlsberg group.

in accordance with the group’s management structure, beverage activities 
are segmented according to the geographical regions where production takes 
place. the segment information is based on the group’s accounting policies.

a segment’s operating profit/loss includes revenue, operating costs and share 
of profit/loss in associates to the extent that they can be allocated directly to 
the individual segment. income and expenses related to group functions have 
not been allocated and, as is the case with eliminations and non-beverage 
activities, are not included in the operating profit/loss of the segments.

total segment assets comprise non-current assets used directly in the oper-
ating activities of the segment, including intangible assets, property, plant 
and equipment, investments in associates and current segment assets to the 
extent that they can be allocated directly to the individual segment, includ-
ing inventories, trade receivables, other receivables and prepayments.

Financial ratios
earnings per share (eps) and diluted earnings per share (eps-D) are calcu-
lated in accordance with ias 33.

other financial ratios are calculated in accordance with the Danish society of 
Financial analysts’ guidelines on the calculation of financial ratios, “recom-
mendations and Financial ratios 2010”, unless specifically stated.

the key figures and financial ratios stated in the annual report have been 
calculated as follows:

cash flow per share (cFps) cash flow from operating activities divided by the 
number of shares outstanding, fully diluted for share 
options in the money in accordance with ias 331.

Debt/operating profit before 
depreciation, amortisation and 
impairment

net interest-bearing debt2 divided by operating profit 
before special items adjusted for depreciation, amorti-
sation and impairment.

earnings per share (eps) consolidated profit for the year, excluding non-
controlling interests, divided by the average number 
of shares outstanding.

earnings per share, adjusted 
(eps-a)

consolidated profit for the year adjusted for special 
items net of tax, excluding non-controlling interests, 
divided by the average number of shares outstanding.

earnings per share, diluted 
(eps-D)

consolidated profit for the year, excluding non-
controlling interests, divided by the average number 
of shares outstanding, fully diluted for share options 
in the money and the bonus element in a rights issue 
in accordance with ias 331.

equity ratio equity attributable to shareholders in carlsberg a/s at 
year-end as a percentage of total assets at year-end.

Financial gearing net interest-bearing debt2 at year-end divided by 
total equity at year-end.

Free cash flow per share 
(FcFps)

Free cash flow3 divided by average number of shares 
outstanding, fully diluted for share options in the 
money in accordance with ias 331.

interest cover operating profit before special items divided by inter-
est expenses, net.

number of shares, average the number of issued shares, excluding treasury 
shares, as an average for the year (= average number 
of shares outstanding).

number of shares, year-end total number of issued shares, excluding treasury 
shares, at year-end (= number of shares outstanding 
at year-end).

operating margin operating profit before special items as a percentage 
of revenue.

operating profit expression used for operating profit before special 
items in the management review.

organic development measure of growth excluding the impact of 
acquisitions, divestitures and foreign exchange from 
year-over-year comparisons. We believe this provides 
investors with a better understanding of underlying 
trends.

pay-out ratio Dividend for the year as a percentage of consolidated 
profit, excluding non-controlling interests.

pro rata volumes the group’s total sale of beverages, including the pro 
rata share of sales through proportionally consoli-
dated entities and associates.

return on average invested 
capital, including goodwill 
(roic)

operating profit before special items as a percentage 
of average invested capital4.

Volumes the group’s total sale of beverages, including the 
total sales through proportionally consolidated  
entities and associates.

1   the dilutive effect is calculated as the difference between the number of shares that could 
be acquired at fair value for the proceeds from the exercise of the share options and the 
number of shares that could be issued assuming that the options are exercised.

2  the calculation of net interest-bearing debt is specified in note 33.
3   the calculation of free cash flow is specified in the statement of cash flows.
4   the calculation of invested capital is specified in note 32.
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carlsberg breweries a/s, copenhagen, Denmark £ 100%  501 DKK  100.00 

Western europe

carlsberg Danmark a/s, copenhagen, Denmark 1 subsidiary £ 100% 100,000 DKK  100.00 

carlsberg sverige ab, stockholm, sweden 1 subsidiary £ 100% 70,000 seK  87.14 

ringnes as, oslo, norway 2 subsidiaries £ 100% 231,274 noK  101.67 

oy sinebrychoff ab, Helsinki, Finland £ 100% 96,707 eur  746.04 

carlsberg Deutschland gmbH, Hamburg, germany 3 subsidiaries £ 100% 26,900 eur  746.04 

nordic getränke gmbH, Hamburg, germany 15 subsidiaries n 50% 5,000 eur  746.04 

Holsten-brauerei aktiengesellschaft, Hamburg, germany 4 subsidiaries £ 100% 41,250 eur  746.04 

carlsberg polska s. a., Warsaw, poland 1 subsidiary £ 100% 28,721 pln  182.81 

saku Ölletehase as, tallinn, estonia £ 100% 5,113 eur  746.04 

Jsc aldaris, riga, latvia £ 98% 7,500 lVl  1,069.13 

uab svyturys-utenos alus, utena, lithuania £ 99% 118,000 ltl  216.07 

carlsberg uK Holdings limited, northampton, united Kingdom 1 subsidiary £ 100% 90,004 gbp  913.20 

 carlsberg uK limited, northampton, united Kingdom 6 subsidiaries £ 100% 2,100 gbp  913.20 

emeraude s.a.s., strasbourg, France 6 subsidiaries 4 £ 100% 206,022 eur  746.04 

 brasseries Kronenbourg s.a.s., strasbourg, France 6 subsidiaries £ 100% 507,891 eur  746.04 

Feldschlösschen getränke Holding ag, rheinfelden, switzerland 4 subsidiaries £ 100% 95,000 cHF  617.58 

carlsberg italia s.p.a., lainate, italy 3 subsidiaries £ 100% 8,600 eur  746.04 

unicer-bebidas de portugal, s.g.p.s., s.a., leca do balio, portugal 5 subsidiaries 4 t 44% 50,000 eur  746.04 

mythos brewery sa, thessaloniki, greece £ 100% 39,405 eur  746.04 

carlsberg serbia d.o.o., celarevo, serbia 2 subsidiaries £ 100% 2,998,273 rsD  6.56 

carlsberg croatia d.o.o., Koprivnica, croatia £ 100% 239,932 HrK  98.87 

carlsberg bulgaria aD, mladost, bulgaria £ 100% 37,325 bgn  381.45 

b to b Distribution eooD, mladost, bulgaria £ 100% 10 bgn  381.45 

carlsberg Hungary Kft., budaörs, Hungary £ 100% 25,600 HuF  2.57 

ctDD beer imports ltd., montreal, canada £ 100% 532 caD  568.54 

carlsberg canada inc., mississauga, canada £ 100% 11,000 caD  568.54 

investeringsaksjeselskapet rH as, oslo, norway 7 subsidiaries £ 100% 50,000 noK  101.67 

pripps ringnes ab, stockholm, sweden 1 subsidiary £ 100% 287,457 seK  87.14 

baltic beverages Holding oÜ, tallinn, estonia £ 100% 3 eur  746.04 

nuuk imeq a/s, nuuk, greenland n 32% 38,000 DKK  100.00 

international breweries (netherlands) b.V., amsterdam, netherlands 2 subsidiaries n 23% 56 eur 746.04

eastern europe

baltika breweries, saint petersburg, russia                                                        4 subsidiaries £ 100% 156,087 rub  18.55 

 baltika baku llc, baku, azerbaijan £ 100% 26,849 aZn  721.07 

pJsc carlsberg ukraine, Zaporizhzhya, ukraine 2 subsidiaries £ 95% 1,022,433 uaH  70.80 

oJsc olivaria brewery, minsk, belarus 1 subsidiary £ 68% 61,444,801 byr  0.07 

carlsberg Kazakhstan, almaty, Kazakhstan 1 subsidiary £ 100% 5,362,774 KZt  3.74 

uzcarlsberg llc., tashkent, uzbekistan 4 £ 100% 82,282,014 uZs  0.28 

baltic beverages invest ab, stockholm, sweden £ 100% 11 eur  746.04 

baltic beverages Holding ab, stockholm, sweden £ 100% 12,000 eur  746.04 

asia

carlsberg brewery Hong Kong limited, Hong Kong, china 2 subsidiaries £ 100% 260,000 HKD  73.00 

carlsberg brewery (guangdong) limited, Huizhou, china £ 99% 442,330 cny  90.79 

Kunming Huashi brewery company limited, Kunming, china £ 100% 79,528 cny  90.79 

xinjiang Wusu beer co., ltd., urumqi, china 10 subsidiaries £ 65% 105,480 cny  90.79 

ningxia xixia Jianiang brewery company limited, xixia, china £ 70% 194,351 cny  90.79 

Dali beer company limited, Dali, china £ 100% 97,799 cny  90.79 

chongqing brewery co., ltd, chongqing, china 8 subsidiaries 2,4 n 29.7%  483,971 cny  90.79 

chongqing Jianiang brewery ltd., chongqing, china £ 49% 435,000 cny  90.79 

tibet lhasa brewery company limited, lhasa, china n 33% 380,000 cny  90.79 

nOte 43   group companies
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nOte 43   group companies – continueD

lanzhou Huanghe Jianiang brewery company limited, lanzhou, china n 30% 210,000 cny  90.79 

Qinghai Huanghe Jianiang brewery company ltd., xining, china n 33% 85,000 cny  90.79 

Jiuquan West brewery company limited, Jiuquan, china n 30% 36,000 cny  90.79 

tianshiui Huanghe Jianiang brewery company limited, tianshui, china n 30% 58,220 cny  90.79 

carlsberg brewery malaysia berhad, selangor Darul ehsan, malaysia 2 £ 51% 300,000 myr  184.86 

 carlsberg marketing sdn bHD, selangor Darul ehsan, malaysia £ 100% 10,000 myr  184.86 

 euro Distributors sdn bHD, selangor Darul ehsan, malaysia £ 100% 100 myr  184.86 

 luen Heng F&b sdn bHD, selangor Darul ehsan, malaysia £ 70% 5,000 myr  184.86 

 carlsberg singapore pte ltd, singapore £ 100% 1,000 sgD  462.69 

 lion brewery (ceylon) plc, biyagama, sri lanka 2 n 25% 850,000 lKr  4.43 

carlsberg Distributors taiwan limited, taipei, taiwan 1 subsidiary n 50% 100,000 tWD  19.46 

cambrew pte ltd., singapore 4 t 50% 21,720 sgD  462.69 

cambrew ltd, phnom penh, cambodia 1 subsidiary 4 t 50% 125,000 usD  565.91 

carlsberg indochina limited, Hanoi, Vietnam £ 100% 80,000,000 VnD  0.03 

south-east asia brewery ltd., Hanoi, Vietnam £ 60% 212,705,000 VnD  0.03 

international beverage Distributors ltd., Hanoi, Vietnam £ 60% 15,622,000 VnD  0.03 

Hue brewery ltd., Hue, Vietnam £ 100% 216,788,000 VnD  0.03 

Hanoi-Vungtau beer Joint stock company, Vung tau, Vietnam n 62% 540,000,000 VnD  0.03 

Ha long beer and beverage Joint stock company, Ha long, Vietnam n 31% 30,200,000 VnD  0.03 

Hanoi beer alcohol and beverage Joint-stock corporation, Hanoi, Vietnam 4 n 17% 2,318,000,000 VnD  0.03 

lao brewery co. ltd., Vientiane, laos £ 51% 22,808,641 laK  0.07 

cb Distribution co., ltd., bangkok, thailand £ 100% 200,000 tHb  18.49 

carlsberg india private limited, new Delhi, india t 100% 764,334 inr  10.28 

 parag breweries limited, Kolkata, india t 100% 122,962 inr  10.28 

the bottling and brewing group limited, blantyre, malawi 3 subsidiaries 4 £ 59% 1,267,128 mWK  1.75 
brewery invest pte ltd, singapore £ 100% 3,200 sgD  462.69 

caretech ltd, Hong Kong, china 4 t 50% 10,000 HKD  73.00 

south asian breweries pte. ltd., singapore t 60% 200,000 sgD  462.69 

carlsberg asia pte ltd, singapore £ 100% 54,914 sgD  462.69 

not allocateD

Danish malting group a/s, Vordingborg, Denmark £ 100% 100,000 DKK  100.00 

 Danish malting group polska sp. z o.o., sierpc, poland £ 100% 20,000 pln  182.81 

carlsberg Finans a/s, copenhagen, Denmark £ 100%  25,000 DKK  100.00 

carlsberg international a/s, copenhagen, Denmark £ 100%  1,100 DKK  100.00 

carlsberg invest a/s, copenhagen, Denmark 1 subsidiary £ 100%  33,000 DKK  100.00 

carlsberg it a/s, copenhagen, Denmark £ 100%  50,000 DKK  100.00 

carlsberg insurance a/s, copenhagen, Denmark £ 100%  25,000 DKK  100.00 

carlsberg accounting centre sp. z.o.o., poznan, poland £ 100%  50 pln  182.81 

non-beVerage

ejendomsaktieselskabet tuborg nord c, copenhagen, Denmark £ 100%  10,000 DKK  100.00 

ejendomsaktieselskabet af 4. marts 1982, copenhagen, Denmark £ 100%  9,500 DKK  100.00 

carlsberg ejendomme Holding a/s, copenhagen, Denmark £ 100%  500 DKK  100.00 

boliginteressentskabet tuborg, copenhagen, Denmark 3 t 50%   -  DKK  100.00 

ejendomsinteressentskabet Waterfront, copenhagen, Denmark 3 t 50%   -  DKK  100.00 

carlsberg byen p/s, copenhagen, Denmark 3 subsidiaries n 25%  17,000 DKK  100.00 

£	subsidiary   
t	proportionally consolidated entity   
n	associate	
1  For some entities the consolidation percentage is higher than the ownership share due to written put options    
2  listed company    
3  a separate annual report is not prepared    
4  company not audited by Kpmg
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Jørn P. JensenJørgen Buhl Rasmussen

Supervisory Board of Carlsberg A/S

MANAGEMENT STATEMENT

The Supervisory Board and the Executive Board have today discussed and approved the Annual Report of the 
Carlsberg Group and the Parent Company for 2012.

The Annual Report has been prepared in accordance with International Financial Reporting Standards as adopted 
by the EU and Danish disclosure requirements for annual reports of listed companies.

In our opinion the consolidated fi nancial statements and the Parent Company’s fi nancial statements give a true and fair 
view of the Carlsberg Group’s and the Parent Company’s assets, liabilities and fi nancial position at 31 December 2012 and 
of the results of the Carlsberg Group’s and the Parent Company’s operations and cash fl ows for the fi nancial year 2012.

Further, in our opinion the Management’s review includes a fair review of the development in the Carlsberg Group’s and 
the Parent Company’s operations and fi nancial matters, of the result for the year and of the Carlsberg Group’s and the 
Parent Company’s fi nancial position as well as describes the signifi cant risks and uncertainties affecting the Carlsberg 
Group and the Parent Company. 

We recommend that the Annual General Meeting approve the Annual Report.

Copenhagen, 18 February 2013

Executive Board of Carlsberg A/S

Flemming Besenbacher
Chairman

Kees van der Graaf

Hans S. Andersen

Jess Søderberg
Deputy Chairman 

Niels Kærgård

Thomas Knudsen

Richard Burrows 

Søren-Peter Fuchs Olesen

Bent Ole Petersen

Donna Cordner

Lars Stemmerik

Peter Petersen

Elisabeth Fleuriot

Per Øhrgaard

132 Management statement and Auditors’ report



THE INDEPENDENT AUDITORS’ REPORT

Henrik Kronborg Iversen
State Authorised
Public Accountant

Jesper Koefoed
State Authorised
Public Accountant

To the shareholders of Carlsberg A/S

Independent auditors’ report on the consolidated fi nancial statements and the parent company fi nancial statements
We have audited the consolidated fi nancial statements and the parent company fi nancial statements of Carlsberg A/S for the 
fi nancial year 2012. The consolidated fi nancial statements and the parent company fi nancial statements comprise income 
statement, statement of comprehensive income, statement of fi nancial position, statement of changes in equity, statement of 
cash fl ows and notes, including a summary of signifi cant accounting policies for the Carlsberg Group as well as for the parent 
company. The consolidated fi nancial statements and the parent company fi nancial statements are prepared in accordance with 
International Financial Reporting Standards as adopted by the EU and Danish disclosure requirements for listed companies.

Management’s responsibility for the consolidated fi nancial statements and the parent company fi nancial statements
Management is responsible for the preparation of consolidated fi nancial statements and parent company fi nancial state-
ments that give a true and fair view in accordance with International Financial Reporting Standards as adopted by the 
EU and Danish disclosure requirements for listed companies and for such internal control that Management determines is 
necessary to enable the preparation of consolidated fi nancial statements and parent company fi nancial statements that 
are free from material misstatement, whether due to fraud or error.

Auditors’ responsibility
Our responsibility is to express an opinion on the consolidated fi nancial statements and the parent company fi nancial state-
ments based on our audit. We conducted our audit in accordance with International Standards on Auditing and additional 
requirements under Danish audit regulation. This requires that we comply with ethical requirements and plan and perform 
the audit to obtain reasonable assurance as to whether the consolidated fi nancial statements and the parent company 
fi nancial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 
fi nancial statements and the parent company fi nancial statements. The procedures selected depend on the auditors’ judge-
ment, including the assessment of the risks of material misstatement of the consolidated fi nancial statements and the 
parent company fi nancial statements, whether due to fraud or error. In making those risk assessments, the auditors consider 
internal control relevant to the Company’s preparation of consolidated fi nancial statements and parent company fi nancial 
statements that give a true and fair view in order to design audit procedures that are appropriate in the circumstances, 
but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control. An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made 
by Management, as well as evaluating the overall presentation of the consolidated fi nancial statements and the parent 
company fi nancial statements.

We believe that the audit evidence we have obtained is suffi cient and appropriate to provide a basis for our opinion.

Our audit has not resulted in any qualifi cation.

Opinion
In our opinion, the consolidated fi nancial statements and the parent company fi nancial statements give a true and fair 
view of the Carlsberg Group’s and the parent company’s fi nancial position at 31 December 2012 and of the results of the 
Carlsberg Group’s and the parent company’s operations and cash fl ows for the fi nancial year 2012 in accordance with In-
ternational Financial Reporting Standards as adopted by the EU and Danish disclosure requirements for listed companies.

Statement on the Management’s review
Pursuant to the Danish Financial Statements Act, we have read the Management’s review. We have not performed any 
further procedures in addition to the audit of the consolidated fi nancial statements and the parent company fi nancial 
statements. On this basis, it is our opinion that the information provided in the Management’s review is consistent with the 
consolidated fi nancial statements and the parent company fi nancial statements.

Copenhagen, 18 February 2013

KPMG
Statsautoriseret Revisionspartnerselskab
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The Chairman and Deputy Chairman 
of the Supervisory Board together 

constitute the Chairmanship. Years given 
denote fi rst and (when more than one) 

most recent election to the Board.



SUPERVISORY
BOARD

CARLSBERG’S 
SUPERVISORY BOARD 
HAS 14 MEMBERS; FIVE 
MEMBERS ARE ATTACHED 
TO THE CARLSBERG 
FOUNDATION, THE 
COMPANY’S PRINCIPAL 
SHAREHOLDER, FIVE 
MEMBERS HAVE AN 
INTERNATIONAL BUSINESS 
BACKGROUND AND FOUR 
MEMBERS ARE ELECTED 
BY THE EMPLOYEES.

Jess Søderberg
Deputy Chairman
Born 1944. Elected 2008 and 2012. 
Election period expires 2013. Chair-
man of the Audit Committee and 
member of the Nomination and 
Remuneration Committees. Former 
CEO of the A.P. Møller - Mærsk 
Group (1993-2007) and before that 
CFO of the same company from 
1981. Member of the Supervisory 
Board and the Finance and Audit 
Committees of The Chubb Cor-
poration, advisor to Permira and 
member of Danske Bank’s Advisory 
Board. Managing Director of J.S. 
Invest ApS and one subsidiary. Mr 
Søderberg has broad international 
experience and extensive experi-
ence of fi nancial management 
and fi nancial reporting processes, 
performance management, and 
stakeholder and investor relations 
management as a result of many 
years in the senior management of 
A.P. Møller - Mærsk. He has wide 
experience of growth markets and 
the identifi cation and management 
of business risks. 

Flemming Besenbacher
Chairman
Born 1952. Professor, D.Sc., h.c. 
mult., FRSC. Elected 2005 and 2012. 
Election period expires 2013. Chair-
man of the Supervisory Board and 
the Nomination Committee since 
March 2012. Member of the Audit 
and Remuneration Committees since 
March 2012. Member of the Board of 
Directors of the Carlsberg Founda-
tion (Chairman as of 1 January 2012) 
and of the Supervisory Boards of 
property companies affi liated to the 
Carlsberg Foundation. Mr Besen-
bacher is Chairman of the Board of 
Trustees of the Carlsberg Laboratory 
and member of the Boards of the 
Tuborg Foundation and MedTech 
Innovation Center. Mr Besenbacher 
was director of the Interdisciplinary 
Nanoscience Center (iNANO), Aarhus 
University, from 2002 to 2012. He 
has extensive experience of manag-
ing large knowledge-based organi-
sations and has strong competences 
relating to innovation, research, CSR 
and sustainable development. Mr 
Besenbacher is Professor Honoris 
Causa at 10 international universities 
and has received many international 
awards, including the Friendship 
Award and The Chinese Government 
Highest International Scientifi c and 
Technological Cooperation Award of 
the People’s Republic of China. 
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Richard Burrows
Born 1946. Elected 2009 and 
2012. Election period expires 2013. 
Chairman of the Remuneration 
Committee and member of the 
Audit Committee. Mr Burrows 
has spent most of his career in 
the drinks business. He was joint 
CEO of Pernod Ricard from 2000 
to 2005. He is Chairman of British 
American Tobacco and VoiceSage 
Ltd. Mr Burrows is a non-executive 
director of the boards of ENRC 
PLC and Rentokil Initial plc. He is a 
member of the European Advisory 
Council of the IMF. Mr Burrows has 
extensive experience of the branded 
consumer goods sector and wide 
international business experience 
gained through his career with Irish 
Distillers Group plc and Pernod 
Ricard. He has extensive experience 
of shareholder and investor rela-
tions and a broad understanding 
of the assessment and mitigation 
of business risks. Mr Burrows has 
worked extensively with developing 
markets and product innovation, 
and has substantial experience 
of fi nancial management and 
reporting processes.

Donna Cordner
Born 1956. Elected 2012. Election 
period expires 2013. Member of the 
Audit Committee as of 1 January 
2013. Non-executive director of 
Millicom International Cellular SA 
since 2004, where she is currently 
member of the Audit Committee 
and CSR Committee. Ms. Cordner 
is also a member of the Advisory 
Board of Vosges Haut Chocolat.  
Ms Cordner was formerly Managing 
Director and Global Head of Tele-
communications and Media Struc-
tured Finance at Citigroup and has 
also held senior positions at Société 
Générale and ABN Amro Bank N.V. 
in the USA and Europe. Ms Cordner 
has been Chief Executive Offi cer of 
HOFKAM Limited, the largest rural 
micro-fi nance company in Uganda. 
She has held the positions of Ex-
ecutive Vice President of Corporate 
Finance and Treasury and Market 
Area Director and Chief Executive 
Offi cer for Russia at Tele2 AB. Ms 
Cordner has extensive international 
management experience, includ-
ing experience of growth markets. 
She has substantial experience of 
fi nancial management and fi nancial 
reporting processes, stakeholder and 
investor relations management, and 
the assessment and mitigation of 
business risks. She has also worked 
extensively with performance 
management and CSR and sustain-
able development.

Elisabeth Fleuriot 
Born 1956. Elected 2012. Election 
period expires 2013. Member of 
the Remuneration Committee 
as of 1 January 2013. Senior Vice 
President Emerging Markets and 
Vice President, Kellogg Com-
pany until 2012. Ms Fleuriot has 
substantial international branded 
consumer goods and management 
experience through her career in 
management positions at Kellogg 
Company (since 2001) and before 
that at Yoplait (Sodiaal Group) and 
the Danone Group. Ms Fleuriot has 
extensive experience of sales and 
marketing management, product 
innovation and strategic planning, 
and wide international experience 
of developed and emerging mar-
kets. She has worked on business 
development, acquisitions and 
partnerships, and has an in-depth 
understanding of the assessment 
and mitigation of business risks.

Kees van der Graf
Born 1950. Elected 2009 and 
2012. Election period expires 2013. 
Member of the Nomination and 
Remuneration Committees. Until 
May 2008, Mr van der Graaf held 
the position of President Europe on 
the Board of Unilever. He is Chair-
man of the Supervisory Boards 
of Grandvision BV, MYLAPS BV 
and the University of Twente, and 
member of the Supervisory Boards 
of ANWB (the Royal Dutch Touring 
Club), ENPRO Industries and Ben & 
Jerry’s. Between 2008 and 2011, Mr 
van der Graaf was an executive-in-
residence of the Lausanne-based 
IMD business school. He is the 
founder of the FSHD Foundation. 
Mr van der Graaf has acquired 
extensive international manage-
ment experience through his many 
years in management positions at 
Unilever. He has substantial experi-
ence of growth markets and of 
manufacturing, logistics and sales 
& marketing management. He 
has also worked extensively with 
performance management and 
sustainable development.
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Niels Kærgård
Born 1942. Professor, D.Econ. 
Elected 2003 and 2012. Election 
period expires 2013. Member of the 
Board of Directors of the Carlsberg 
Foundation and Chairman of the 
Supervisory Boards of property 
companies affi liated to the Carls-
berg Foundation. Niels Kærgård 
has particular expertise in econom-
ics and international affairs, and 
headed the Chairmanship of the 
Danish Economic Council from 1995 
to 2001. With his background as 
a researcher and educator, he has 
particular expertise in the analysis 
of economic and organisational 
issues and the presentation of 
plans and results.

Søren-Peter Fuchs Olesen 
Born 1955. Professor D.M.Sc. Elected 
2012. Election period expires 2013. 
Member of the Board of Directors of 
the Carlsberg Foundation and of the 
Board of Trustees of the Carlsberg 
Laboratory. Director of the Danish 
National Research Foundation 
Centre for Cardiac Arrhythmia at the 
University of Copenhagen and Co-
penhagen University Hospital from 
2005. Mr Olesen has been involved 
in starting up and developing several 
pharma and device companies as co-
founder, CEO, scientifi c director and 
board member. He has substantial 
experience of managing knowledge 
organisations, turning basic science 
into new products, innovation and 
planning. He is chairman of the 
evaluation committees for visiting 
scientists at Danmarks National-
bank and the Nordea Foundation. 
Mr Olesen has extensive experience 
of funding and investor relations 
and wide experience of CSR.

Lars Stemmerik
Born 1956. Professor, D.Sc. Elected 
2010 and 2012. Election period 
expires 2013. Member of the Board 
of Directors of the Carlsberg 
Foundation and of the Board of 
Trustees of the Carlsberg Labora-
tory. Mr Stemmerik was head of 
the Department of Geography and 
Geology 2007-2012. He is presently 
member of the Academic Council in 
the Danish Academy of Technical 
Sciences. With this background, 
he has substantial experience in 
managing knowledge organisa-
tions and particular expertise in the 
analysis of complex issues and the 
presentation of plans and results.  

Per Øhrgaard
Born 1944. Professor, D.Phil. 
Elected 1993 and 2012. Election 
period expires 2013. Member of the 
Board of Directors of the Carlsberg 
Foundation and of the Supervisory 
Boards of property companies 
affi liated to the Carlsberg Founda-
tion. Mr Øhrgaard is Chairman of 
Leonhardt & Høier Literary Agency 
A/S and of Højskolen Østersøen. He 
is affi liated to Copenhagen Business 
School, where he specialises in 
German. Given his background as 
a researcher and lecturer, he has 
particular expertise in the analysis 
of complex issues and the presenta-
tion of plans and results. He also 
has experience from directorships 
at other companies. 

Hans Andersen
Born 1955. Brewery Worker, 
Carlsberg Danmark A/S. Elected 
1998 and 2010. Election period 
expires 2014. Employee represen-
tative on the Board of Carlsberg 
Danmark A/S.

Thomas Knudsen
Born 1963. Workshop Manager, 
Carlsberg Research Center. Joined 
2011. Election period expires 2014.

Bent Ole Petersen
Born 1954. Senior Technician, 
Carlsberg Laboratory. Elected 
2002 and 2010. Election 
period expires 2014. 

Peter Petersen
Born 1969. Chairman of the Staff 
Association Carlsberg and Demand 
Planner, Carlsberg Danmark A/S. 
Elected 2010. Election period 
expires 2014. Deputy Chairman of 
the Board of Carlsberg Staff – Gifts 
and Entertainment. Employee 
representative on the Boards 
of Carlsberg Danmark A/S and 
Carlsberg Breweries A/S.
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Parent Company Carlsberg A/S

Income statement

DKK million Note 2012 2011

Administrative expenses -51 -41

Other operating income 3 78 151

Other operating expenses 3 -141 -166

Operating profit before special items -114                     -56                     

Special items, net 4 -137                     619                    

Financial income 5 758 84

Financial expenses 5 -31 -144

Profit before tax 476 503

Corporation tax 6 31 -67

Profit for the year 507 436

Attributable to:

Dividend to shareholders 915 839

Reserves -408                     -403                   

Profit for the year 507 436
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Parent Company Carlsberg A/S

Statement of comprehensive Income

DKK million Note 2012 2011

Profit for the year 507                  436             

Other comprehensive income:

Value adjustments of hedging instruments 23 -                       40

Retirement benefit obligations 17 -2                     -12

Corporation tax 6 1                      -7

Other comprehensive income -1                     21               

Total comprehensive income 506                  457             

Fair value adjustments comprise changes in the fair value of hedging transactions that qualify for

recognition as cash flow hedges and where the hedged transaction has not yet been realised.
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Parent Company Carlsberg A/S

Statement of financial position

Assets

DKK million Note 31 Dec. 2012 31 Dec. 2011

Non-current assets:

Property, plant and equipment 9 1,054 979                                   

Investments in subsidiaries 10 45,517 45,389                              

Investments in associates and joint ventures 11 -                                           -                                        

Securities 12 4 5                                       

Deferred tax assets 18 8                                          -                                        

Total non-current assets 46,583                                 46,373                              

Current assets:

Receivables from subsidiaries 13 585 1,093                                

Tax receivables 14 10                                     

Prepayments 1                                          -                                        

Other receivables 13 104                                      261                                   

Cash and cash equivalents 14 -                                           1                                       

Total current assets 704                                      1,365                                

Total assets 47,287                                 47,738                              
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Parent Company Carlsberg A/S

Statement of financial position

Equity and liabilities

DKK million Note 31 Dec. 2012 31 Dec. 2011

Equity:

Share capital 15 3,051 3,051

Retained earnings 42,784                                43,088                                

Total equity 45,835                                46,139                                

Non-current liabilities:

Borrowings 16 227 227

Retirement benefit obligations and similar obligations 17 45 45                                       

Deferred tax liabilities 18 -                                          4                                         

Provisions 19 126 29                                       

Other liabilities 20 -                                          175                                     

Total non-current liabilities 398                                     480                                     

Current liabilities:

Borrowings 16 740 912                                     

Trade payables 62 42                                       

Provisions 19 45 8                                         

Corporation tax -                                          32                                       

Other liabilities etc. 20 207                                     125                                     

Total current liabilities 1,054                                  1,119                                  

Total liabilities 1,452                                  1,599                                  

Total equity and liabilities 47,287                                47,738                                
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Carlsberg Group

Statement of changes in equity

DKK million
Share capital

Retained 

earnings Total equity

Equity at 1 January 2012 3,051                  43,088                46,139            

Profit for the year -                         507                     507                 

Other comprehensive income:

Retirement benefit obligation -                         -2                       -2                    

Corporation tax -                         1                         1                     

Other comprehensive income -                         -1                       -1                    

-                         506                     506                 

Acquisition/disposal of treasury shares -                         12                       12                   

Exercise of share options -                         -37                     -37                  

Share-based payment -                         11                       11                   

Share-based payment to employees in subsidiaries -                         43                       43                   

Dividends paid to shareholders -                         -839                   -839                

Total changes in equity -                         -304                   -304                

Equity at 31 December 2012 3,051                  42,784                45,835            

DKK million
Share capital

Fair value 

adjustments

Retained 

earnings Total equity

Equity at 1 January 2011 3,051              -30                     43,474                46,495            

Profit for the year -                      -                         436                     436                 

Other comprehensive income:

Value adjustments of hedging instruments -                      40                       -                         40                   

Retirement benefit obligation -                      -                         -12                     -12                  

Corporation tax -                      -10                     3                         -7                    

Other comprehensive income -                      30                       -9                       21                   

-                      30                       427                     457                 

Acquisition/disposal of treasury shares -                      -                         -3                       -3                    

Exercise of share options -                      -                         -46                     -46                  

Share-based payment -                      -                         8                         8                     

Share-based payment to employees in subsidiaries -                      -                         -9                       -9                    

Dividends paid to shareholders -                      -                         -763                   -763                

Total changes in equity -                      30                       -386                   -356                

Equity at 31 December 2011 3,051              -                         43,088                46,139            

2012

Shareholders in Carlsberg A/S

Fair value adjustments comprise changes in the fair value of hedging transactions that qualify for recognition as fair value hedges and where the 

hedged transaction has not yet been realised.

Total comprehensive income for the year

Total comprehensive income for the year

The proposed dividend of DKK 6.00 per share, in total DKK 915m (2011: DKK 5.50 per share, in total DKK 839m), is included in retained earnings 

at 31 December 2012. Dividends paid out in 2012 for 2011 amount to DKK 839m (paid out in 2011 for 2010: DKK 763m), which is DKK 5.50 per 

share (2011: DKK 5.00 per share). Dividends paid out to shareholders of Carlsberg A/S do not impact taxable income in Carlsberg A/S.

2011

Shareholders in Carlsberg A/S
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Parent Company Carlsberg A/S

Statement of cash flows

DKK million Note 2012 2011

Operating profit before special items -113 -56

Adjustment for depreciation 11 10

Operating profit before depreciation -102 -46

Adjustment for other non-cash items 21 4 -59

Change in working capital 21 30                        59                        

Restructuring costs paid -                           -6                         

Interest etc. received 19 44

Interest etc. paid -111 -58

Corporation tax paid -17 51

Cash flow from operating activities -177                     -15                       

Acquisition of property, plant and equipment and intangible assets -7 -9                         

Total operational investments -7                         -9                         

Acquisition and disposal of subsdiaries, net -                           875                      

Dividends from subsidiaries -                           40                        

Dividends from associates, joint ventures and securities 776                      -                           

Total financial investments 776                      915                      

Other investments in property, plant and equipment -79 -4

Total other activities1

-79                       -4                         

Cash flow from investing activities 690                      902                      

Free cash flow 513                      887                      

Shareholders in Carlsberg A/S 21 -864                     -812                     

External financing 21 350                      -103                     

Cash flow from financing activities -514                     -915                     

Net cash flow -1                         -28                       

Cash and cash equivalents at 1 January2

1                          29                        

Cash and cash equivalents at 31 December
 2

14 -                           1                          

1
 Other activities cover real estate and assets under construction, including costs of 

construction contracts.

2
 Cash and cash equivalents less bank 

overdrafts.

144



Parent Company Carlsberg A/S

Note 1 Significant accounting estimates and judgements  

 

In preparing Carlsberg A/S’s financial statements, management makes various accounting estimates and assumptions which form the 

basis of presentation, recognition and measurement of the Company’s assets and liabilities. The most significant accounting estimates 

and judgements for the Company are presented below. The most significant accounting estimates and judgements for the Carlsberg 

Group are presented in note 1 to the consolidated financial statements. The Company’s accounting policies are described in detail in 

note 27. 

 

 

Estimation uncertainty 

 

Determining the carrying amount of some assets and liabilities requires judgements, estimates and assumptions concerning future 

events. 

 

The judgements, estimates and assumptions made are based on historical experience and other factors which management assesses 

to be reliable, but which by their very nature are associated with uncertainty and unpredictability. These assumptions may prove 

incomplete or incorrect, and unexpected events or circumstances may arise. 

 

Assumptions about the future and estimation uncertainty at the end of the reporting period are described in the notes when there is a 

significant risk of changes that could result in material adjustments to the carrying amount of assets or liabilities within the next financial 

year. 

 

Investments in subsidiaries, joint ventures and associates. Management performs an annual test for indications of impairment of 

investments in subsidiaries, joint ventures and associates. Impairment tests are conducted in the same way as for goodwill in the 

Carlsberg Group, cf. note 42 to the consolidated financial statements. It is management’s assessment that no indications of impairment 

existed at year-end 2012. Impairment tests have therefore not been made of subsidiaries, joint ventures and associates. 

 

Deferred tax assets. Carlsberg A/S recognises deferred tax assets, including the tax base of tax loss carryforwards, if management 

assesses that these tax assets can be offset against positive taxable income in the foreseeable future. This judgement is made annually 

and based on budgets and business 

plans for the coming years, including planned commercial initiatives. 

 

A more detailed description of the Company’s tax assets is presented in note 18. 

 

 

Assessment in applied accounting policies 

 

In applying the Group’s accounting policies, management makes judgements which may significantly influence the amounts recognised 

in the financial statements. 

 

Such judgements include the recognition of income from real estate projects. 

 

Recognition of real estate projects. When entering into contracts, management makes judgements as to whether the individual real 

estate project is sufficiently modified for the percentage of completion method to apply. The majority of projects are accounted for using 

the sales method, under which gains on disposal of real estate are recognised when the real estate is transferred to the buyer. The 

selling price of real estate projects less production costs is recognised under other operating income. 
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Parent Company Carlsberg A/S

Note 2 Fees to auditors appointed by the Annual General Meeting

DKK million 2012 2011

KPMG:

Statutory audit 1                          1

Assurance engagements -                           -                           

Tax advisory -                           -                           

Other services -                           -                           

Note 3 Other operating income and expenses

DKK million 2012 2011

Other operating income:

Gains on disposal of real estate -                           63                        

Rental income, real estate 20                        22                        

Funding from the Carlsberg Foundation for the operation of the Carlsberg Laboratory 15                        15                        

Other, incl. grants received 43                        51                        

Total 78                        151                      

Other operating expenses:

Real estate costs -27                       -48                       

Expenses relating to the Carlsberg Research Centre -103                     -109                     

Other -11                       -9                         

Total -141                     -166                     

Of which staff costs, cf. note 7 -61 -70

Note 4 Special items

DKK million 2012 2011

Special items income:

Gain on disposal of subsidiary -                           625                      

Income total -                           625                      

Special items cost:

Loss on disposal of subsidiary -137                     -                           

Restructuring -                           -6                         

Cost total -137                     -6                         

Special items, net -137                     619                      

The gain on sale of subsidiary in 2011 relates to the disposal of property in Valby, Denmark, to a subsidiary. The loss in 2012 relates to a 

provision from the Group's disposal of the entities holding the properties in Valby. 
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Parent Company Carlsberg A/S

Note 5 Financial income and financial expenses

Financial items recognised in the income statment

DKK million 2012 2011

Financial income:

Interest income 17                        25                        

Dividends from subsidiaries -                           40                        

Other financial income 741                      19                        

Total 758 84

Interest income relates to interest from cash and cash equivalents.

Financial expenses:

Interest expenses -22                       -52                       

Interest cost on obligations, defined benefit plans -1                         -1                         

Other financial expenses -8                         -91                       

Total -31                       -144                     

Financial items, net recognised in the income statment 727                      -60                       

Interest expenses primarily relate to interest on borrowings. 

Financial items recognised in statement of comprehensive income

DKK million 2012 2011

Value adjustments of hedging instruments:

Net Change in fair value of cash flow hedges transferred to income statement -                           83                        

Cash flow hedges, effective portion of changes in fair value -                           -43                       

Financial items recognised in other comprehensive income -                           40

Total financial items, net recognised in statement of comprehensive income 727 -20

Other financial income mainly comprise gain on liquidation of subsidiaries. 
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Parent Company Carlsberg A/S

Note 6 Corporation tax

DKK million

Total 

compre-

hensive 

income

Other 

compre-

hensive 

income

Income 

statement

Total 

compre-

hensive 

income

Other 

compre-

hensive 

income

Income 

statement

Tax for the year can be specified as follows:

Current tax -                   -                   -                   32                 -                   32                 

Change in deferred tax during the year -29               -1                 -28               44                 7                   37                 

Adjustments to tax for previous years -3                 -                   -3                 -2                 -                   -2                 

Total -32               -1                 -31               74                 7                   67                 

DKK million 2012 2011

Reconciliation of tax for the year:

Tax in Denmark 119 126

Tax on partnerships 1 2

Adjustments to tax for previous years -3 -2

Non-capitalised tax loss 35                 -                   

Non-deductible expenses 1 1

Tax-free dividend and tax exempted items -185 -10

Special tiems and other 1 -50               

Tax for the year -31 67

Tax recognised in other comprehensive income

DKK million

Recognised 

item before 

tax

Tax 

(expense) 

benefit Net of tax

Recognised 

item before 

tax Net of tax

Hedging instruments -                   -                   -                   40                 -10               30                 

Retirement benefit obligations -2                 1                  -1                 -12               3                   -9                 

Total -2                 1                  -1                 28                 -7                 21                 

DKK million 2012 2011

The change in deferred tax recognised in the income statement can be broken down as follows:

Tax losses -32 22

Property, plant and equipment etc. 1 13

Deferred tax recognised in income statement -31 35

Tax (expense) 

benefit

2012 2011

2012 2011
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Parent Company Carlsberg A/S

Note 7 Staff costs and remuneration of the Board of Directors and the Executive Board

DKK million 2012 2011

Salaries and other remuneration  71                       82                           

Retirement benefit costs - defined contribution plans 6                         6                             

Share-based payment  11                       8                             

Total 88                       96                           

Staff costs are included in the following items in the income statement:

Administrative expenses  21                       16                           

Other operating expenses 61                       70                           

Special items (restructuring)  -                          6                             

Total 82                       92                           

The Company had an average of 94 (2011: 118) full-time employees during the year.

Remuneration of Group Executive Board:

Remuneration of the Group Executive Board is based on a fixed salary, cash bonus payments and non-monetary benefits such as company car, telephone 

etc. Furthermore, share option programmes and incentive schemes have been established for the Group Executive Board. These programmes and schemes 

cover a number of years. The remuneration is specified in note 8.

Employment contracts for members of the Group Executive Board contain terms and conditions that are considered common to executive board members in 

Danish listed companies,  including terms of notice and noncompetition clauses.

Remuneration of the Group Executive Board and Supervisory Board as well as their holdings of shares in the Company are specified in note 13 to the 

consolidated financial statements.

Validation
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Parent Company Carlsberg A/S

Notes 8 Share-based payment

Exercise price

Share options outstanding 31 December 2010 255,120         7,416             102,532         365,068        337.78            

Granted 60,000           -                    -                     60,000          566.78            

Exercised -13,008         -                    -24,063          -37,071         196.79            

Share options outstanding 31 December 2011 302,112         7,416             78,469           387,997        386.66            

Granted 131,500         -                    -                     131,500        444.60            

Exercised -13,008         -                    -6,380            -19,388         235.99            

Transferred -                    -7,416           7,416             -                    369.12            

Share options outstanding 31 December 2012 420,604         -                    79,505           500,109        407.74            

Exercisable at 31 December 2011 152,112         3,716             96,380           252,208        373.42            

Exercised options as % of share capital 0.01% 0.00% 0.02% 0.03%

Exercisable at 31 December 2012 199,104         -                    78,305           277,409        354.79            

Exercised options as % of share capital 0.01% 0.00% 0.00% 0.01%

2012 2011

Grant date

Expiring 

date Programme

Exercise 

price

Expected 

volatility

Risk-free 

interest rate

Expected 

dividend 

yield

Expected life 

of options, 

years

Fair value at 

measurement 

date

Options 

outstanding

Options 

outstanding

01.03.2004 01.03.2012 Grant 2004 216.65 29% 3.5% 1.8% 5.5 81.51 -                    14,310            

01.03.2005 01.03.2013 Grant 2005 232.71 27% 3.1% 1.7% 5.5 74.27 31,828          33,241            

01.03.2006 01.03.2014 Grant 2006 306.89 19% 3.3% 1.3% 5.5 89.37 39,022          39,848            

01.03.2007 01.03.2015 Grant 2007 472.11 19% 3.9% 1.0% 5.5 136.67 52,649          52,649            

01.03.2008 01.03.2016 Grant 2008 457.82 22% 3.6% 1.1% 5.5 141.72 51,410          52,649            

01.09.2008 01.09.2016 Special grant 448.18 27% 4.3% 1.3% 5.5 128.83 40,000          40,000            

01.03.2009 01.03.2017 Grant 2009 203.50 52% 3.0% 1.7% 5.5 88.41 62,500          64,100            

01.03.2010 01.03.2018 Grant 2010 417.34 30% 3.1% 0.8% 8.0 154.23 31,200          31,200            

01.03.2011 01.03.2019 Grant 2011 566.78 25% 2.9% 0.9% 8.0 180.5 60,000          60,000            

01.03.2012 01.03.2020 Grant 2012 444.60 34% 0.9% 1.2% 8.0 146.67 131,500        -                     

Total outstanding share options under the share options programme 500,109        387,997          

Other 

employees

Executive 

board

Number

Assumptions

In 2012, a total of 131,500 (2011: 60,000) share options were granted to 2 employees (2011: 2). The grant date fair value of these options was a total of DKK 19m (2011: DKK 11m). The 

total cost of share-based payment was DKK 11m (2011: DKK 8m), which is recognised in the income statement under staff costs. Refunds etc. between Carlsberg A/S and its subsidiaries 

are recognised directly in equity.

The average share price at the exercise date for share options was DKK 484 (2011: DKK 569).

At 31 December 2012 the exercise price for outstanding share options was in the range DKK 216.65 to DKK 444.60 (2011: DKK 203.50 to DKK 566.78). The average remaining contractual 

life was 4.4 years (2011: 4.0 years).

The assumptions underlying the calculation of the fair value of share options are described in note 13 to the consolidated financial statements.

Share option programme

Fixed, 

weighted 

averageTotal

Resigned 

employees
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Parent Company Carlsberg A/S

Note 9 Property, plant and equipment
2012

Land and 

buildings

Plant and 

machinery

Fixtures and 

fittings, other 

plant and 

equipment 

Under 

construction Total

Cost:

Cost at 1 January 2012 1,056                   109                      4                            7                          1,176                   

Additions 73                        -                           -                            12                        85                        

Disposals -                           -6                         -                            -                           -6                         

Transfers -                           9                          -                            -9                         -                           

Cost at 31 December 2012 1,129                   112                      4                            10                        1,255                   

Depreciation and impairment losses:

Depreciation and impairment losses at 1 January 2012 90 103 4                            -                           197                      

Disposals -                           -7                         -                            -                           -7                         

Depreciation 5                          6                          -                            -                           11                        

Depreciation and impairment losses at 31 December 2012 95                        102                      4                            -                           201                      

Carrying amount at 31 December 2012 1,034                   10                        -                            10                        1,054                   

Carrying amount of assets pledged as security for loans 926                      -                           -                            -                           926                      

Depreciations are included in Administrative expenses.

2011

Land and 

buildings

Plant and 

machinery

Fixtures and 

fittings, other 

plant and 

equipment 

Under 

construction Total

Cost:

Cost at 1 January 2011 1,054                   106                      5                            1                          1,166                   

Additions 2                          3                          -                            9                          14                        

Disposals -                           -                           -1                          -3                         -4                         

Cost at 31 December 2011 1,056                   109                      4                            7                          1,176                   

Depreciation and impairment losses:

Depreciation and impairment losses at 1 January 2011 83 100 5                            -                           188                      

Disposals -                           -                           -1                          -                           -1                         

Depreciation 7                          3                          -                            -                           10                        

Depreciation and impairment losses at 31 December 2011 90                        103                      4                            -                           197                      

Carrying amount at 31 December 2011 966                      6                          -                            7                          979                      

Carrying amount of assets pledged as security for loans 930                      -                           -                            -                           930                      

DKK million

DKK million
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Parent Company Carlsberg A/S

Note 10 Investments in subsidiaries

DKK million 2012 2011

Cost:

Cost at 1 January 45,389            45,761                  

Disposals during the year -35                  -250                      

Share-based payment to employees in subsidiaries 163                 -122                      

Cost at 31 December 45,517            45,389                  

Carrying amount at 31 December 45,517            45,389                  

Note 11 Investments in associates and joint ventures

DKK million 2012 2011

Cost:

Cost at 1 January -                      -                            

Additions -                      -                            

Disposals -                      -                            

Cost at 31 December -                      -                            

Note 12 Securities

DKK million 2012 2011

Unlisted shares 4                     5                           

Note 13 Receivables

DKK million 2012 2011

Receivables by origin:

Loans to subsidiaries 521                 1,043                    

Receivables from subsidiaries 64                   50                         

Other receivables 104                 261                       

Total 689 1,354                    

% 2012 2011

Average effective interest rates:

Loans to subsidiaries 1.5 1.9

The fair value of receivables in all material respects corresponds to the carrying amount. 

Share-based payment to employees in subsidiaries comprises exercised as well as outstanding share options.

The carrying amount includes goodwill of DKK 11,207m (2011: DKK 11,207m) on acquisition of subsidiaries.

The dividends received from associates and joint ventures exceed the original investments.

No shares in unlisted entities were disposed of during 2012 or 2011.

Shares in unlisted entities comprise a number of small holdings. These assets are not recognised at fair value as the fair value cannot be 

calculated on an objective basis. Instead the assets are recognised at cost.
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Parent Company Carlsberg A/S

Note 14 Cash and cash equivalents

DKK million 2012 2011

Cash at bank and in hand -                              1                     

Total -                              1                     

Note 15 Share Capital

Shares of 

DKK 20

Nominal 

value, 

DKK'000

Shares of 

DKK 20

Nominal 

value, 

DKK'000

Shares of 

DKK 20

Nominal 

value, 

DKK'000

1 January 2011 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

No change in 2011 -                              -                      -                              -                      -                              -                      

31 December 2011 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

No change in 2012 -                              -                      -                              -                      -                              -                      

31 December 2012 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

Treasury shares

Shares of 

DKK 20

Nominal 

value, DKKm

Percentage of 

share capital

1 January 2011 17,756            -                              0.0%

Acquisition of treasury shares 213,000 4 0.1%

Used to settle share options -197,258 -4 -0.1%

31 December 2011 33,498            -                              0.0%

1 January 2012 33,498 -                              0.0%

Acquisition of treasury shares 141,000 3                             0.1%

Used to settle share options -172,911 -3                            -0.1%

31 December 2012 1,587 -                              0.0%

At 31 December 2012 the fair value of treasury shares amounted to DKK 1m (2011: DKK 14m).

According to the authorization of the General Meeting, the Supervisory Board may, in the period until 24 March 2015, allow the company to acquire treasury

shares up to a total holding of 10% of the nominal share capital, at a price quoted on OMX Nasdaq Copenhagen A/S at the time of acquisition with a deviation

of up to 10%, in the period up to the next Annual General Meeting.

In the financial year the Company disposed of class B treasury shares at a total price of DKK 45m (2011: DKK 68m). The disposal was made in connection with 

settlement of share options.

In the financial year the Company acquired class B treasury shares of a nominal amount of DKK 3m (2011: DKK 4m) at an average price of DKK 495 (2011:

DKK 549), corresponding to a purchase price of DKK 70m (2011: DKK 117m). Class B treasury shares are primarily acquired to facilitate settlement of share

option schemes. The Company holds no class A shares.  

Class A shares Class B shares

A shares carry 20 votes per DKK 20 share. B shares carry two votes per DKK 20 

share. A preferential right to an 8% non-cumulative dividend is attached to B shares. 

Apart from votes and dividends, all shares rank equally. 

Total share capital
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Parent Company Carlsberg A/S

Note 16 Borrowings

DKK million 2012 2011

Non-current borrowings:

Mortgages 209 209

Other non-current borrowings 18 18                          

Total 227 227

Current borrowings:

Bank borrowings -                          1

Borrowings from subsidiaries 740 911

Total 740 912

Total non-current and current borrowings 967 1,139

Fair value 980                     1,139

Other non-current borrowings include employee bonds of DKK18m (2011: DKK 18m). No bonds have been issued in 2012 or 2011.

Time to maturity for non-current borrowings at 31 December 2012:

2012

DKK Million  1-2 years 2-3 years 3-4 years 4-5 years > 5 years Total

Mortgages -                         -                          -                           209                     -                          209                        

Other non-current borrowings 5                        13                       -                           -                          -                          18                          

Total 5                        13                       -                           209                     -                          227

2011

DKK million  1-2 years 2-3 years 3-4 years 4-5 years > 5 years Total

Mortgages -                         -                          -                           -                          209                     209                        

Other non-current borrowings -                         5                         13                         -                          -                          18                          

Total -                         5                         13                         -                          -                          227

Interest rate risk on non-current borrowings at 31 December 2012:

2012

DKK million Interest rate

Average effective 

interest rate Fixed for Carrying amount Interest rate risk

Mortgages:

Fixed rate Fixed 2.85% 3-4 years 209 Fair value

Total mortgage 2.85% 209

   2012

Currency profile of borrowings before and after derivative financial instruments Next repricing (of principal before currency swaps)

DKK million Original principal Effect of swap After swap 2013 2014 2015 2016 2017 2018-

227 - 227 -                         5                         13                         -                          209                     -                             

Interest rate risk on non-current borrowings at 31 December 2011:

2011

DKK million Interest rate

Average effective 

interest rate Fixed for Carrying amount Interest rate risk

Mortgages:

Fixed rate Fixed 2.85% 4-5 years 209 Fair value

Total mortgages 2.85% 209

 2011

   

Currency profile of borrowings before and after derivative financial instruments Next repricing (of principal before currency swaps)

DKK million Original principal Effect of swap After swap 2012 2013 2014 2015 2016 2017-

227 -                              227 -                         -                          5                           13                       209                     -                             

The fixed-rate mortgages comprised three mortgages with a time to maturity of more than five years. Two loans (total DKK 370m) were originally at fixed rates but were swapped to floating 

rates. The loans were adjusted to fair value through the income statement. The total fair value adjustment of borrowings and swaps was DKK 8m and DKK -8m respectively (2011: DKK -8m and 

DKK 8m).

A floating-rate-mortgage of DKK 372m was swapped to a fixed rate. Time to maturity was more than 5 years. 

Borrowings are measured at amortised cost.

The fixed-rate mortgage is one loan which has a fixed interest rate until 2017.

Non-current borrowing consists of employe bonds that carry a fixed interest rate. Of three mortgages existing at at the beginning of 2011, two were redeemed in December 2011. One mortgage 

carrying a fixed intererst remains
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Parent Company Carlsberg A/S

Note 17 Retirement benefit obligations and similar obligations

DKK million 2012 2011

Changes in obligations:

Total obligations at 1 January 45                    36                    

Interest cost 1                      1                      

Actuarial losses 2 12

Benefits paid -3 -4

Total obligations at 31 December 45                    45                    

Assumptions applied:

Discount rate 1.0% 1.0%

Future retirement benefit increases 2.0% 2.5%

Recognised in the income statement:

Interest cost on obligations 1                      1                      

Total recognised in income statement 1                      1                      

Recognised in other comprehensive income:

Recognised at 1 January -57                   -45                   

Actuarial gains/losses -2                     -12                   

Recognised at 31 December -59                   -57                   

DKK million 2012 2011 2010 2009 2008

Five-year overview

Unfunded obligations 45 45 36                    25                    27                    

Experience adjustments to obligations -                               -                           -                       -                       -                       

Retirement benefit obligations and similar obligations comprise payment to retired directors that are not covered by an issurance company. The plan is 

unfunded.
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Note 18 Deferred tax assets and deferred tax liabilities

DKK million 2012 2011

Deferred tax at 1 January, net -4                         67                        

Joint taxation contribution -20                       -44                       

Recognised in other comprehensive income 1                          -7                         

Recognised in the income statement 31                        -35                       

Assets held for sale -                           15                        

8 -4

Of which transferred to assets held for sale -                           -                           

Deferred tax at 31 December, net 8 -4

Specified as follows:

Deferred tax liabilities -                           -4                         

Deferred tax assets 8                          -                           

Deferred tax at 31 December, net 8 -4

Specification of deferred tax assets and liabilities at 31 December:

DKK million 2012 2011 2012 2011

Property, plant and equipment -                           -                           8                          8                          

Provisions and retirement benefit obligations 23 24 -                           -                           

Tax losses etc. 13                        -                           20                        20                        

Total before set-off 36 24 28                        28                        

Set-off -28                       -24                       -28                       -24                       

Total after set-off 8                          -                           -                           4                          

Deferred tax assets and liabilities at 31 December 8                          -                           -                           4                          

Expected to be used as follows:

Within 12 months after the end of the reporting period 2                          -                           -                           -                           

More than 12 months after the end of the reporting period 6                          -                           -                           4                          

Total 8                          -                           -                           4                          

Of the total deferred tax assets recognised, DKK 13m (2011: DKK 0m) relates to tax loss carryforwards, the utilisation of which depends on future positive taxable income 

exceeding the realised deferred tax liabilities.

Deferred tax assets Deferred tax liabilities

Tax assets of DKK 80m (2011: DKK 0m) were not recognised. These relate primarily to tax losses which are not expected to be utilised in the forseeable future. Tax 

losses that will not expire amount to DKK 93m (2011: DKK 0m).
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Parent Company Carlsberg A/S

Note 19 Provisions

DKK million 2012 2011

Provisions at 1 January 37                        32                        

Additional provisions recognised 138                      4                          

Used during the year -4                        -1                        

Reversal of unused provisions -                          -2                        

Transfers -                          4                          

Provisions at 31 December 171                      37                        

Note 20 Other liabilities etc.

DKK million 2012 2011

Other liabilities are recognised in the statement of financial position as follows:

Non-current liabilities -                          175                      

Current liabilities 207                      125                      

Total 207                      300                      

Other liabilities by origin:

Staff costs payable 13                        16                        

Interest payable 1                          1                          

Fair value of hedging instruments -                          83                        

Deferred income 8                          9                          

Other 185                      191                      

Total 207                      300                      

Provisions primarily comprise warranty provisions regarding real estate disposed of and provisions for ongoing disputes and lawsuits 

etc. 

Of provisions DKK 45m (2011: DKK 8m) is falling due within one year and DKK 32m (2011: DKK 0m) after more than five years from 

the end of the reporting period.
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Parent Company Carlsberg A/S

Note 21 Cash flows

DKK million 2012 2011

Adjustment for other non-cash items:

Gains on disposal of property, plant and equipment and intangible assets, net -                     -10                 

Gains on disposal of property, plant and equipment classified as assets held for sale -                     -58                 

Other non-cash adjustments 4                     9                     

Total 4                     -59                 

Change in working capital:

Receivables 7                     21                   

Trade payables and other liabilities 28                   41                   

-5                   -3                   

Total 30                   59                   

Shareholders in Carlsberg A/S:

Dividends to shareholders -839               -763               

Acquisition of treasury shares -70                 -117               

45                   68                   

Total -864               -812               

External financing:   

Debt institutions, long term -                     -525               

Intercompany loans, short term 350                 422                 

Total 350                 -103               

Note 22  Specification of net interest-bearing debt

DKK million 2012 2011

Net interest-bearing debt is calculated as follows:

Non-current borrowings 227                 227                 

Current borrowings 740                 912                 

Gross interest-bearing debt 967                 1,139              

Cash and cash equivalents -                     -1                   

Loans to subsidiaries -521               -1,043            

Net interest-bearing debt 446                 95                   

Changes in net interest-bearing debt:

Net interest-bearing debt at 1 January 95                   170                 

Cash flow from operating activities 177                 15                   

Cash flow from investing activities -690               -902               

Dividends to shareholders 839                 763                 

Acquisition/disposal of treasury shares and exercise of share options 25                   49                   

Total change 351                 -75                 

Net interest-bearing debt at 31 December 446                 95                   

Retirement benefit obligations and other provisions

Disposal of treasury shares

158



Parent Carlsberg A/S

Note 23 Financial Instruments

Fair value hedge and hedges not qualifying as hedges 

DKK million

2012 2011

Recognised in income statement:

Interest rate instruments  -1                        -83

Total -1                        -83

Cash flow hedge

DKK million 2012 2011

Recognised in statement of comprehensive income:

Interest rate instruments  -                          40

Total  -                          40

2012 2011

DKK million Positive Negative Positive Negative

Fair value of financial instruments:

Fair value and economic hedge Interest rate -                          -1                        -                          -83                      

Total -                          -1                        -                          -83                      

The fair value of financial instruments is calculated on the basis of observable market data using generally accepted methods. In general, external 

valuation reports are used.

Carlsberg AS redeemed two floating rate mortgages in December 2011. Both loans were swapped to fixed interest via interest rate swaps. The mortgages 

and the swaps were designated in a cash flow hedge relationsship which was terminated when the mortgages were redeemed. As a consequence, the 

accumulated losses of DKK 83m on the swaps were reclassified to the income statement.

In December 2011 Carlsberg A/S ceased accounting for two interest swaps as cash flow hedges as described in the Fair Value hedge section above. The 

impact on the statement of comprehensive income was DKK 40m.
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Note 24 Related party disclosures

Related parties exercising control

Related parties exercising significant influence

DKK million 2012 2011

The income statement and statement of financial position include the following transactions with associates:

Receivables 12                        12                        

DKK million 2012 2011

The income statement and statement of financial position include the following transactions with subsidiaries:

Other operating income 33                        41                        

Other operating expenses -14                       -18                       

Gain on disposal of subsidiary -                           675                      

Interest income 14                        14                        

Interest expenses -9                         -12                       

Loans 521                      1,043                   

Receivables 64                        50                        

Borrowings -740                     -911                     

Trade payables -45                       -15                       

Note 25 Contingent liabilities and other commitments

Capital commitments

Carlsberg A/S has issued a guarantee for rent of DKK 15m DKK (2011: DKK 0m)

Note 26  Event after the reporting date

Subsidiaries. Dividends of DKK 0m (2011: DKK 40m) were received from subsidiaries.

No losses on loans to or receivables from associates were recognised or provided for in either 2012 or 2011.

The Carlsberg Foundation, H.C. Andersens Boulevard 35, 1553 Copenhagen V, Denmark, holds 30.3% of the shares and 74.6% of the voting power in 

Carlsberg A/S, excluding treasury shares. Apart from dividends and grants, cf. note 6, no transactions were carried out with the Carlsberg Foundation during 

the year.

During the year, the Company was not involved in any transactions with major shareholders, members of the Supervisory Board, members of the Executive 

Board, other executive employees, or companies outside the Carlsberg Group in which these parties have interests.

Associates.Dividends of DKK 0m (2011: DKK 0m) were received from associates.

Apart from the events recognised or disclosed in the financial statements, no events have occurred after the reporting date of importance to the financial 

statements.

Carlsberg A/S has issued guarantees for loans etc. of DKK 392m (2011: DKK 372m) raised by subsidiaries.

Carlsberg A/S has entered into an operating lease which relates to transport equipment. The lease contains no special purchase rights etc. Future lease 

payments are less than DKK 1m (2011: DKK 1m). Operating lease payments recognised in the income statement in 2011 are DKK 1m (2011: DKK 1m).

Carlsberg A/S is jointly registered for Danish VAT and excise duties with Carlsberg Breweries A/S, Carlsberg Danmark A/S and various other minor Danish 

subsidiaries, and is jointly and severally liable for payment of VAT and excise duties.

Carlsberg A/S is party to certain lawsuits, disputes etc. of various scopes. In management’s opinion, apart from as recognised in the statement of financial 

position or disclosed in the financial statements, the outcome of these lawsuits, disputes etc. will not have a material negative effect on the Company’s financial 
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NOTE 27 Accounting policies 

 

The 2012 financial statements of Carlsberg A/S have been prepared in accordance with International Financial Reporting Standards 

(IFRS) as adopted by the EU and Danish disclosure requirements for listed companies, cf. the statutory order pursuant to the Danish 

Financial Statements Act. 

 

In addition, the financial statements have been prepared in compliance with the International Financial Reporting Standards (IFRS) 

issued by the IASB. 

 

The financial statements are presented in Danish Kroner (DKK), which is the functional currency. 

 

The accounting policies for the Parent Company are the same as for the Carlsberg Group, cf. note 42 to the consolidated financial 

statements, with the exception of the items below. 

 

 

Income statement 

 

Dividends on investments in subsidiaries, joint ventures and associates. Dividends on investments in subsidiaries, joint ventures 

and associates are recognised as income in the income statement of the Parent Company in the financial year in which the dividend is 

declared. 

 

Financial income and financial expenses. Foreign exchange adjustments of balances with foreign entities which are considered part 

of the total net investment in the entity are recognised in the income statement of the Parent Company. 

 

Tax on profit/loss for the year. Tax on profit/loss for the year comprises profit/loss from real estate partnerships (associates), as these 

are not individually taxed but included in taxable income of the partners. In addition, tax on profit/loss and deferred tax are calculated 

and recognised as described in note 42 to the consolidated financial statements. 

 

 

Statement of financial position 

 

Investments in subsidiaries, joint ventures and associates. Investments in subsidiaries, joint ventures and associates are measured 

at the lower of cost or recoverable amount. 

 

Share-based payment to employees in subsidiaries. The value of granted equity-settled share options to employees in the Parent 

Company’s subsidiaries is recognised in investments in subsidiaries as the services rendered in exchange for the options are received 

in the subsidiaries, with a set-off directly against equity. 

 

The difference between the purchase price and the sales price for the exercise of equity-settled share options by employees in 

subsidiaries is settled between Carlsberg A/S and the individual subsidiary, with a set-off directly against investments in subsidiaries. 

 

The difference at the end of the reporting period between the fair value of the Parent Company’s equity instruments and the exercise 

price of outstanding equity-settled share options is recognised as a receivable in Carlsberg A/S, with a set-off directly against 

investments in subsidiaries. 

 

Equity-settled share options granted to the Parent Company’s own employees are recognised and measured in accordance with the 

accounting policies used by the Carlsberg Group, cf. note 42 to the consolidated financial statements for a description of accounting 

policies. 
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DISCLAIMER
This Annual Report contains forward-looking 
statements, including statements about the 
Group’s sales, revenues, earnings, spending, 
margins, cash flow, inventory, products, 
actions, plans, strategies, objectives and 
guidance with respect to the Group’s future 
operating results. Forward-looking statements 
include, without limitation, any statement that 
may predict, forecast, indicate or imply future 
results, performance or achievements, and 

may contain the words “believe, anticipate, 
expect, estimate, intend, plan, project, will be, 
will continue, will result, could, may, might”,  
or any variations of such words or other words 
with similar meanings. Any such statements 
are subject to risks and uncertainties that 
could cause the Group’s actual results to  
differ materially from the results discussed  
in such forward-looking statements. Prospect-
ive information is based on management’s 

then current expectations or forecasts. Such 
information is subject to the risk that such 
expectations or forecasts, or the assumptions 
underlying such expectations or forecasts, may 
change. The Group assumes no obligation to 
update any such forward-looking statements 
to reflect actual results, changes in assump-
tions or changes in other factors affecting such 
forward-looking statements. Some important 
risk factors that could cause the Group’s 

actual results to differ materially from those 
expressed in its forward-looking statements 
include, but are not limited to: economic and 
political uncertainty (including interest rates 
and exchange rates), financial and regulatory 
developments, demand for the Group’s prod-
ucts, increasing industry consolidation, com-
petition from other breweries, the availability 
and pricing of raw materials and packaging 
materials, cost of energy, production- and 

distribution-related issues, information tech-
nology failures, breach or unexpected termina-
tion of contracts, price reductions resulting 
from market-driven price reductions, market 
acceptance of new products, changes in con-
sumer preferences, launches of rival products, 
stipulation of market value in the opening 
balance sheet of acquired entities, litigation, 
environmental issues and other unforeseen 
factors. New risk factors can arise, and it may 

not be possible for management to predict all 
such risk factors, nor to assess the impact of 
all such risk factors on the Group’s business or 
the extent to which any individual risk factor, 
or combination of factors, may cause results 
to differ materially from those contained in 
any forward-looking statement. Accordingly, 
forward-looking statements should not be 
relied on as a prediction of actual results.
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31%75% 500

We are the fourth largest global brewer with leading 
positions in Western Europe, Eastern Europe and Asia.

  Western 
Europe  

  Eastern 
Europe   

  Asia

  Western 
Europe  

  Eastern 
Europe   

  Asia

Operating profit

Our longer-term financial 
ambition is to deliver an 
average growth in adjusted 
earnings per share of more 
than 10% p.a.

Beer volumes

40

38

36

34

32

30

20
13

20
12

20
11

Adjusted EPS1

(DKK)
31% of volumes and 
45% of operating  
profit are generated  
in developed markets.

We have 500 
brands in our 
global port folio  
– a powerful 
combina tion 
of local power 
brands and 
international 
premium brands.

75% of our beer  volumes 
are sold in markets 
where we have a number 
1 or 2 position.

We drive organic  revenue and earnings 
growth by

• Improving market shares and increasing net revenue per 
hl through the roll-out of international premium brands 
and innovations, accelerated portfolio optimisation and 
improved commercial execution.

• Driving a focused efficiency agenda, including back-
end centralisation and standardisation of key processes 
across the value chain.

• Capturing emerging markets growth.

Carlsberg is our flagship brand 
and one of the best-known beer 
brands in the world. 
 
Our winning portfolio of high- 
quality beer brands includes our 
international premium and 
local power brands. 
 
We drive top-line growth through 
scalable and consumer-relevant 
innovations. 

We target strong cash flow generation and 
increased return on capital employed by

• Growing operating profit.
• Improving operational and financial efficiency.
• Improving working capital management.
• Improving fixed asset utilisation.

1  Adjusted for 
special items  
after tax.

Who we are
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Operational highlights

• The Group delivered strong perform-
ance and achieved market share 
growth in all three regions driven by 
focused commercial execution and  
a number of successful innovations.

• Our Asian markets continued to grow 
while our Western European markets 
declined by an estimated 2%. The 
Russian market declined by an esti-
mated 8% due to outlet restrictions 
and slower economic growth. 

• Tuborg grew 10% and was the fastest 
growing international premium beer 
brand in China and the largest pre-
mium brand in India. 

• The Carlsberg brand grew 6% in the 
second half of 2013 in premium markets 
(declined 2% for the full year, cycling 
last year’s EURO 2012 activations). 

• Our international cider brand,  
Somersby, grew 78%. 

• We kept a high level of investments 
across markets and functions to 
capture the short- and longer-term 
earnings growth opportunities.

• We strengthened our presence in 
Asia, including increased ownership 
of Chongqing Brewery Group and 
construction of breweries.

• We established the Carlsberg Circular 
Community to rethink and redevelop 
packaging with the aim of reducing 
the impact on the environment.

In 2013, we delivered solid earnings growth 
despite challenging and uncertain market 
conditions and we achieved market share 
growth in all three regions.

119.7

9.8bn

66.6bn 2%

5%3.0bn

Financial highlights

Pro rata beer volume 
of 119.7m hl.

Organic net revenue 
growth of 1%.

Free operating cash 
flow of DKK 3.0bn.

Solid price/mix  
of 2%.

Adjusted net profit 
growth of 5%.

Organic operating 
profit growth of 5%. 

Operating profit before special items Carlsberg’s  share of adjusted net profit1

18.02.2013 Actual (Financial Statements for 2012) DKK 9,793m DKK 5,504m

18.02.2013 Financial Statements for 2012 Around DKK 10bn Mid-single-digit percentage increase

19.02.2014 Actual (Financial Statements for 2013) DKK 9,844m 5% (DKK 5,795m)

1 Reported net profit adjusted for special items after tax.

February 2013 Actual

Beer market dynamics for all three regions to be similar to 2012. Russian beer market development was worse than anticipated,  
declining 8% (assumption adjusted during 2013).

Beer volumes to be impacted by destocking in France and Russia in Q1 and stock 
building in Russia in Q4 ahead of the RUB 3 excise tax increase in January 2014.

Beer volumes were impacted as anticipated.

Reported cost of goods sold per hl expected to be flat. Reported cost of goods sold per hl declined slightly.

Sales and marketing investments to revenue expected to be at the level of 2012. Sales and marketing investments to revenue were at the level of 2012.

Costs of rolling out the integrated supply chain and business standardisation  
project (BSP1) in Western Europe to impact Group profits by DKK 300-400m.

BSP1-related costs were DKK 350m.

Average all-in cost of debt to decline by some 50-75bp. Average all-in cost of debt declined approximately 100bp.

Tax rate expected to be 24-25%. Tax rate was 24.1%.

Capital expenditures expected to remain at the level of 2012. Capital expenditures were DKK 5.8bn (DKK 5.1bn in 2012) 
(assumption updated in November).

Outlook based on an average EUR/RUB exchange rate of 42. Average EUR/RUB exchange rate was 42.2.

2013 results

MAIN ASSUMPTIONS UNDERLYING 2013 EARNINGS EXPECTATIONS

EXPECTATIONS AND RESULTS 2013
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EASTERN EUROPE

WESTERN EUROPE

Carlsberg is the second largest 
brewer in Western Europe. The 
region mainly comprises mature 
markets mostly characterised by 
well-established retail structures 
and a strong tradition of beer 
consumption. Beer consumption is 
generally flat or slightly declining. 
However, the uncertain macro-
environment of recent years has 
had a slightly negative impact on 
consumption and has also led to 
consumers shifting from on-trade 
to off-trade consumption. Our focus 
in the region is twofold: increasing 
market share through improved 
value management, superior 
in-store execution and driving inter-
national and local premium brands; 
and simplifying our business model, 
increasing efficiencies and taking 
out costs while providing superior 
customer service and top-quality 
products. Read about 2013 results 
on page 13.

2013 in brief
• Market share improvement.
•  Launch of several new products 

and innovations. 
•  Successful roll-out of BSP1  

in Sweden and Norway.

Carlsberg holds a strong no. 1 
position in the region’s main 
market, Russia. Over the past few 
years, the Russian beer market 
has been challenged due to the 
macroeconomy, unavoidable 
significant price increases and 
changed regulation. However, 
in value terms the beer market 
has generally seen healthy and 
consistent growth rates. Carlsberg 
has a superior brand portfolio 
in Russia with a no. 1 position in 
all price segments. Along with 
strong execution, this has driven 

a positive market share trend 
since 2012. Ukraine is the second 
largest market in the region, with 
Carlsberg holding a strong no. 2 
position. The regional retail uni-
verse is in a developing stage with 
a large traditional trade and a 
growing modern trade. Our main 
focus is to continue to strengthen 
our Russian business and drive 
the positive market share trend 
while securing value through 
value management, driving 
international and local premium 
brands, and superior commer-

cial execution. Read about 2013 
results on page 15.

2013 in brief
•  Outlet restrictions and macro-  

economic slowdown impacting 
the Russian beer market.

•  Russian market share up  
by 30bp.

•  Activation of the Sochi Olympic 
Games and the Russian National 
Hockey League sponsorships.

Our regions

49.0m 4.1bn

42.4m

5.3bn

28.3m

1.9bn

hl pro rata beer volume DKK – Eastern Europe 
operating profit

hl pro rata beer volume

DKK – Western Europe  
operating profit

hl pro rata beer volume

DKK – Asia operating profit

ASIA

Carlsberg’s Asian portfolio of 
businesses consists of mature 
markets such as Malaysia, Hong 
Kong and Singapore as well as 
investments in growing beer 
markets such as China, India 
and Vietnam. These markets 
offer considerable prospects for 
growth, underpinned by expand-
ing populations, rising disposable 
income levels, growing economies 
and relatively low per capita beer 
consumption. The competitive in-
tensity varies, with markets being 
contested by strong local brewers 
as well as the major international 
beer companies. Our main focus 
in the region is on building strong, 
scalable positions in key growth 
markets, optimising processes and 
structures, improving commercial 
execution and capabilities, and 
further developing our local and 
international brand portfolios. 
Over the years, we have continu-
ously expanded our presence in 
the region both organically and 
through acquisitions. Read about 
2013 results on page 17.

2013 in brief
• Continued market growth. 
• Market share improvement.
•  Double-digit growth rates for our 

international premium brands. 
•  Partial takeover offer for 

Chongqing Brewery completed.
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OUR MARKETS1

 
MARKET DATA1

CONSUMPTION 
CHARACTERISTICS1

 
OUR POSITION

OUR  
OPERATIONS

Western Europe
Population  

(millions)
Est. GDP/capita 

PPP (USD)
Est. real GDP 

growth (%)

Inflation,  
avg. consumer 

prices (%)

Per capita beer 
consumption 

(litres)

On-trade share  
of market,  

approx. (%)
Market  

position (no.)
Market  

share (%) Breweries

Denmark 5.6 37,794 0.1 0.8 78 27 1 51 1

Sweden 9.6 40,870 0.9 0.2 51 20 1 33 1

Norway 5.1 55,398 1.6 1.8 46 20 1 54 2

Finland 5.5 35,863 -0.6 2.4 84 15 1 53 1

France 63.7 35,680 0.2 1.0 29 22 1 29 1

Switzerland 8.1 45,999 1.7 -0.2 57 43 1 43 1

UK 63.8 37,299 1.4 2.7 70 51 4 15 1

Poland 38.5 21,118 1.3 1.4 96 11 3 19 3

Germany 81.8 39,468 0.5 1.6 103 19 2 16 2

Italy 61.0 29,598 -1.8 1.6 27 38 4 7 1

Portugal 10.6 22,930 -1.8 0.7 46 55 1 48 1

The Baltics3 6.3 21,420 1.5-4.0 0.7-3.5 72-90 5-7 1 30-41 4

South East Europe6 30.2 17,551 -4.2-2.0 -0.8-8.5 38-81 18-53 2-3 15-26 5

Eastern Europe

Russia 141.4 18,083 1.5 6.7 59 9 1 39 10

Ukraine 45.5 7,422 0.4 0.0 55 11 2 27 3

Belarus 9.3 16,106 2.1 17.5 51 4 1 29 1

Kazakhstan 17.2 14,133 5.0 6.3 30 31 2 32 1

Azerbaijan 9.3 10,789 3.5 3.7 6 20 1 73 1

Asia

China 1,360.8 9,828 7.6 2.7 40 46 1 ~55 39

Vietnam 89.7 4,001 5.3 8.8 40 55 2 34 6

Laos 6.8 3,066 8.3 7.4 39 44 1 98 2

Cambodia 15.4 2,573 7.0 2.9 30 37 1 66 1

Nepal 27.9 1,506 3.6 9.9 2 81 1 71 1

India 1,243.3 3,991 3.8 10.9 2 16 3 8 6

Malaysia 30.0 17,526 4.7 2.0 6 77 2 45 1

Singapore 5.4 62,428 3.5 2.3 22 75 2 18 -

Hong Kong 7.2 52,687 3.0 3.5 24 29 2 25 -

Source: IMF, Canadean, Carlsberg estimates.

Our main markets

1 2013E.
2 Northern Germany (Schleswig-Holstein, Hamburg, Lower Saxony).
3 Estonia, Latvia, Lithuania.
4  Weighted average.

5 Brewery in Latvia to be closed in April 2014.
6 Bulgaria, Croatia, Serbia, Greece.
7  Western China.
8 Excl. Habeco.
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Statement of cash flows 2009 2010 2011 2012 2013

Cash flow from operating activities 13,631 11,020 8,813 9,871 9,083

Cash flow from investing activities -3,082 -5,841 -4,883 -3,974 -8,883

Free cash flow 10,549 5,179 3,930 5,897 200

Investments

Acquisition and disposal of property, plant and equipment, net -2,342 -2,197 -3,618 -2,264 -4,724

Acquisition and disposal of entities, net 95 -477 -260 -27 -2,340

Financial ratios

Operating margin  % 15.8 17.1 15.4 14.6 14.8

Return on average invested capital (ROIC)  % 8.2 8.8 8.4 8.0 8.2

Equity ratio  % 40.8 44.5 44.6 45.6 44.9

Debt/equity ratio (financial gearing)  x 0.60 0.47 0.45 0.44 0.49

Debt/operating profit before depreciation and amortisation  x 2.71 2.30 2.39 2.35 2.53

Interest cover  x 3.14 4.76 4.86 5.53 6.42

Stock market ratios

Earnings per share (EPS)  DKK 23.6 35.1 33.8 36.8 35.9

Earnings per share, adjusted (EPS-A)1  DKK 27.3 35.6 34.1 36.1 38.0

Cash flow from operating activities per share (CFPS)  DKK 89.3 72.1 57.7 64.6 59.3

Free cash flow per share (FCFPS)  DKK 69.1 33.9 25.7 38.6 1.3

Dividend per share (proposed)  DKK 3.5 5.0 5.5 6.0 8.0

Payout ratio  % 15 14 16 16 22

Payout ratio, adjusted1 % 13 14 16 17 21

Share price (B shares)  DKK 384.0 558.5 405.0 554.0 600.0

Number of shares (year-end, excl. treasury shares) 1,000 152,553 152,539 152,523 152,555 152,533

Number of shares (average, excl. treasury shares) 1,000 152,550 152,548 152,538 152,543 152,548

1 Adjusted for special items after tax.

Five-year summary

Sales volumes, gross (million hl) 2009 2010 2011 2012 2013

Beer 137.0 136.5 139.8 140.9 138.7

Other beverages 22.2 22.5 22.2 22.0 21.5

Sales volumes, pro rata (million hl)

Beer 116.0 114.2 118.7 120.4 119.7

Other beverages 19.8 19.3 19.2 19.1 19.7

DKK million

Income statement

Net revenue 59,382 60,054 63,561 66,468 66,552

Operating profit before special items 9,390 10,249 9,816 9,793 9,844

Special items, net -695 -249 -268 85 -466

Financial items, net -2,990 -2,155 -2,018 -1,772 -1,533

Profit before tax 5,705 7,845 7,530 8,106 7,845

Corporation tax -1,538 -1,885 -1,838 -1,861 -1,894

Consolidated profit 4,167 5,960 5,692 6,245 5,951

Attributable to:

Non-controlling interests 565 609 543 638 480

Shareholders in Carlsberg A/S 3,602 5,351 5,149 5,607 5,471

Shareholders in Carlsberg A/S, adjusted1 4,170 5,425 5,203 5,504 5,795

Statement of financial position

Total assets 134,515 144,250 147,714 153,961 151,138

Invested capital 109,538 117,119 118,196 121,467 119,372

Interest-bearing debt, net 35,679 32,743 32,460 32,480 35,022

Equity, shareholders in Carlsberg A/S 54,829 64,248 65,866 70,261 67,811
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Our core business is beer and we are proud 
of our long history of making beer of su-
perior quality. Research and innovation are 
part of our legacy and remain important to 
this day in enabling us to continuously brew 
and market high-quality consumer-relevant 
products. We have always maintained our 
commitment to research and development 
as we acknowledge the importance of bring-
ing both improved and new products to our 
markets in order to deliver value growth.

Growth and efficiency remain key focus areas 
for Carlsberg and 2013 further emphasised the 
importance of our continued focus on deliver-
ing superior commercial execution. We aspire 
to continuously grow and develop our busi-
ness organically as well as to further stream-
line our operations in order to create value for 
shareholders and all other stakeholders.

As a representative of the Carlsberg Foun-
dation, the largest shareholder in Carlsberg 
A/S, I am pleased that in 2013 the Founda-
tion obtained approval from the Danish 
Ministry of Justice to change its Charter. 

Since 1888, when the Foundation became 
the owner of Carlsberg, the Foundation has 
carefully respected the legacy of our found-
er, J.C. Jacobsen, ensuring that the principles 
of the Foundation continue to be adapted to 
remain relevant for the present day.

In March 2013, the Company paid a dividend 
for 2012 of DKK 6.00 per share. As the Carls-
berg B share gained 8% in the year, the total 
shareholder return for 2013 for the Carlsberg 
B share was 9%. 

The change in the Charter of the Carls-
berg Foundation has increased the Group’s 

In a challenging market environ-
ment, the Carlsberg Group 
delivered solid earnings growth. 
During the year, the Group kept 
its focus on the key priorities 
of commercial excellence and 
efficiency improvements across 
all functions and markets.

from the Chairman
finan cial flexibility. While the overall capital 
structure target is still to maintain investment-
grade credit quality, the Supervisory Board 
decided to announce a new dividend policy, 
proposing a payout ratio of at least 25% of 
adjusted net profit, to be phased in over two 
years. As a consequence of this, the Super-
visory Board has decided to propose a 33% 
increase in dividend per share to DKK 8.00 
for 2013, which equals a payout ratio of 21%.

On behalf of the Supervisory Board, I would 
like to thank the Executive Board, the Execu-
tive Committee and all Carlsberg employees 
for their hard work and dedication through-
out 2013.

Flemming Besenbacher

FLEMMING 
BESENBACHER
Chairman of the 
Supervisory Board

At Carlsberg, we strive for excellence in busi-
ness, society and everyday life. We always 
challenge ourselves to think smarter, work 
harder, brew better and celebrate people 
and moments that shine brighter. We act 
transparently and take pride in making a 
positive contribution to society by growing 
our business in a sustainable way for our 
partners and ourselves. Our commitment to 
social responsibility is in line with our heri-
tage and the 1876 pledge for high quality, 
and we believe that these values will enable 
us to always brew the best beer to ignite the 
great moments in people’s lives. 

In recent years, many structural and organ-
isational changes have taken place in the 
Carlsberg Group. The change agenda will 
continue as a natural consequence of the 
ongoing transformation of the Group into  
an even more efficient brewing company. 

Acting in a constantly changing environment 
requires a high degree of flexibility and a 
willingness by our employees to adapt, and 
I consider our highly qualified and motivated 
people to be a driving force for the success 
of our company.
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Ensuring an appropriate balance between 
volume and value in all our markets is key to 
the Carlsberg Group and in 2013 we again im-
proved both net revenue and gross profit per hl.

STRONG BRAND PORTFOLIO 
The Carlsberg Group has a very strong 
portfolio of brands addressing the relevant 
consumer needs and occasions. An import-
ant part of our commercial strategy and an 
important means to continued improvement 
in our market share is to grow our strong lo-
cal power brands as well as our international 
premium brands – Carlsberg, Tuborg, Kronen-
bourg 1664, Grimbergen and Somersby.

The Carlsberg brand grew its volumes in 
the premium markets in the second half of 
the year but declined 2% for the full year 
as we were cycling last year’s EURO 2012 
activations, when the brand grew 8%. In 
Asia, the brand showed particularly strong 
performance in China and India. During the 
year, we rolled out the innovative music en-
gagement programme “Where’s the Party?” 
in 20 markets; started activation of our 
English Premier League sponsorship in 53 
markets, including the launch of the innova-
tive “Strikr” app, which is the first app to let 
fans have real-time football conversation 
on Twitter; and renewed our long-standing 
partnership with Liverpool FC. The activa-
tion on digital media platforms continued 
successfully and the viral “Carlsberg puts 
friends to the test” achieved over 13m views 
on YouTube.

The Tuborg brand grew 10% for the year. 
The growth was mainly driven by very strong 
performance in Asia, not least in China and 
India. We continued the brand’s rejuvenation 
programme, supported by the launch of Tu-

borg Booster in India, the new Tuborg bottle 
in the UK and the launch of Skøll by Tuborg 
in France.

Kronenbourg 1664 continued its positive 
momentum with 6% growth (excluding 
France, which was impacted by destocking 
following a significant excise duty increase). 
We introduced the brand in new markets, 
and the successful roll-out of the wheat beer 
Kronenbourg Blanc contributed to the overall 
brand development, particularly in Asia.

Our cider brand, Somersby, continued its 
very strong progress and grew 78%. The key 
drivers behind the growth were the launch 
in the UK, continued positive performance 
in Poland and line extensions in established 
markets such as Wild Cactus by Somersby in 
Denmark and Double Press in Norway. The 
brand is now available in 40 markets around 
the world and I am proud of the fact that it 
continues to be the fastest growing interna-
tional cider brand.

The Group’s Belgian abbey beer Grimbergen 
continued its successful expansion in 2013 and 
is now available in 33 markets globally. Dur-
ing the year, Grimbergen was launched in nine 
new markets, including Denmark and Poland, 
and we took over the distribution in Russia.

CSR
In 2013, we delivered on our three-year 
targets for energy and CO2 and we almost 
succeeded in reaching our three-year target 
for water. We have subsequently set new 
three-year targets to maintain the leading 
position among our international peers. 

A key priority in our CSR efforts is packaging. 
In order to reduce dependency on primary 

In 2013, the Carlsberg Group 
delivered solid earnings growth 
driven by strong and focused 
execution in the front and back 
ends of the business. Operating 
profit increased organically 
by 5% and adjusted net profit 
increased by 5%. 

from the CEO

We delivered our solid results in a year  
of challenging macroenvironment in West-
ern and Eastern Europe. In Russia, the beer 
market was even further challenged by the 
outlet restrictions that came into force in 
January. Our results demonstrate our ability 
to constantly execute and innovate effect-
ively while maintaining tight control of  
our costs.

BALANCING VOLUME AND VALUE
I am pleased to report that this year the 
Group once again achieved volume and 
value market share growth in all our regions 
as a result of our strong international and 
local brand portfolio, a number of successful 
innovations, and our powerful commercial 
execution, including effective use of our 
best-in-class sales and marketing tools  
such as portfolio optimisation and value 
management.

Despite the positive development in our 
market share, Group beer volumes declined 
organically by 2%. The growing volumes in 
Asia were not enough to offset the volume 
decline in Eastern and Western Europe 
caused by declining markets. 

JØRGEN BUHL 
RASMUSSEN
President & CEO
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materials and become more resilient to poten-
tial resource scarcity and increased costs in the 
future, we have joined forces with key global 
partners to rethink the design and produc-
tion of packaging material. The cooperation 
was formalised in 2013 through the Carlsberg 
Circular Community (CCC), where Carlsberg, 
together with our partners, will develop the 
next generation of packaging solutions opti-
mised for reuse or recycling. CCC was officially 
launched during the annual World Economic 
Forum meeting in Davos in January 2014.

THE SUPPLY CHAIN INTEGRATION AND 
BUSINESS STANDARDISATION PROJECT
2013 marked the beginning of the roll-out 
of the supply chain integration and business 
standardisation project (BSP1) in Western 
Europe. The purpose of BSP1 is to improve 
capabilities, customer service and efficiency, 
and increase speed and asset utilisation.

The first markets to go live were Sweden 
in April, followed by Norway in November. 
The next market to go live will be the UK in 
2014. The implementation process is running 
according to schedule and with no major 
disruption to our daily business.

We delivered strong 
operational performance and 
underlying earnings growth 
while investing in growth and 
efficiency opportunities.

JØRGEN BUHL RASMUSSEN
President & CEO

EARNINGS EXPECTATIONS

2014 is expected to be a year when the 
Carlsberg Group will continue to build on 
the strengths of our company to ensure 
that we capture both the short- and longer-
term opportunities that are present in our 
markets. To do so, we will:
•  Further develop and invest in our Asian 

business to ensure that we continuously 
position it to capture the growth oppor-
tunities in the region. 

•  Drive the ongoing efficiency improve-
ments in Western Europe and maintain 
a focused commercial agenda that will 
further strengthen our business and the 
region’s profitability.

•  Utilise the strength of our Russian brand 
portfolio, route-to-market, innovation 
capabilities and execution skills to further 
strengthen our market position and 
improve profitability.

We will continue our tight cost agenda 
across all markets and functions to ensure 
that the Group delivers earnings growth. In 
2014, the focus on strong execution, both 
internally and externally, will be even more 
important as we assume significant head-
wind from currencies.

IMPLEMENTATION OF CHANGE  
IN ACCOUNTING POLICIES
New accounting standards coming into ef-
fect as of 1 January 2014 mean that it will 
no longer be possible to proportionately 
consolidate jointly controlled entities such  
as Unicer in Portugal and Cambrew in Cam-
bodia1. Proportionately consolidated entities 
will hereafter be recognised as associates. 

Restated income statement and segment 
reporting by region (beverages) for 2013 are 
included in section 9.3 in the consolidated fi-
nancial statements. Following the change in 
accounting policies, the restated net interest-
bearing debt was DKK 34,634m (reported 
DKK 35,022m).

2014 EARNINGS EXPECTATIONS
Based on restated figures for 20131, for 2014 
the Group expects:
•  Operating profit to grow organically by 

high-single-digit percentages (reported 
mid-single-digit percentage growth). 

•  Reported adjusted net profit2 to grow  
by mid-single-digit percentages. 

The major assumptions behind the outlook 
are listed below.

The outlook, in reported terms, is based on 
an assumed 2014 average for our major 
currencies calculated on forward rates, 
including an average EUR/RUB exchange 
rate of around 49 (an EUR/RUB change 
of +/- 1 impacts Group operating profit by 
slightly less than +/- DKK 100m). 

For 2014, the Group assumes the following 
market development in our major markets/
regions:
•  The Western European beer markets will 

decline slightly as consumers in many 
markets remain under pressure, in spite 
of the macroeconomic situation in some 
markets having improved slightly in the 
second half of 2013.

•  The Russian market will decline low-
single-digit in volume terms, while 
continuing healthy value growth. The 
Russian beer market will be impacted 
by the macroeconomic slowdown and 
weaker consumer sentiment. The outlook 
assumes that no new regulations will be 
implemented following the significant 
regulatory changes which have been 
introduced in recent years. 

•  The Asian markets will continue to grow 
in line with 2013.

Based on restated figures1, reported cost of 
goods sold per hl is expected to be lower than 
in 2013. In organic terms, cost of goods sold 
per hl is expected to be similar to last year.

Based on restated figures1, sales and market-
ing investments to net revenue is expected to 
remain at a similar level to last year.

Costs related to the integrated supply chain 
and business standardisation project in West-
ern Europe are expected to impact Group 
operating profit in 2014 by DKK 450-500m.

Average all-in cost of debt is assumed to 
be similar to 2013.

The tax rate is expected to be 24-25%.

Capital expenditures are expected to be at 
the level of 2013 with continued capacity 
investments in Asia. In 2014, the DKK 1.4bn 
acquisition of Chongqing Beer Group Assets 
Management is expected to be completed.

1 See section 9.3 in the consolidated financial statements.   2 Adjusted for special items after tax.Carlsberg Group Annual Report 2013 10Management review  STATEMENT FROM THE CEO



STRUCTURAL CHANGES 
During the year, we took several steps in Asia 
to further strengthen the Carlsberg Group’s 
growth profile. 

In China, we initiated the construction of a new 
brewery in the Yunnan province in October. 
The brewery is expected to be operational in 
2015. During the year, we increased our share-
holdings in the Qinghai and Lanzhou joint 
ventures to 50%. In December, we finalised 
the partial takeover offer for the shares in 
Chongqing Brewery Company and now own 
60% of the company. Also in December, we 
announced the purchase of 100% of Chong-
qing Beer Group Assets Management, further 
expanding our footprint in China. The approvals 
for that transaction are still pending.

In August, we started the construction of the 
first international brewery in Myanmar. The 
brewery is expected to be operational in the 
second half of 2014. 

Finally, in Laos we increased our shareholding 
in Lao Brewery by 10% to 61% and in Tibet, 
we increased our shareholding in Lhasa 
Brewery to 50%.

LOOKING AHEAD
In 2014 and beyond, we will continue to in-
vest in growth and efficiency opportunities, 
and build on the strengths of the Carlsberg 
Group to ensure that we capture both the 
short- and longer-term opportunities that 
are present in our markets. To do so, we will 
further develop and invest in our Asian busi-
ness to ensure that we continuously position 
it to capture the growth opportunities in the 
region. In Western Europe, we will change 
our business model and organisation, and 
drive the ongoing efficiency improvements 

while maintaining a focused commercial 
agenda that will further strengthen our 
business and the region’s profitability. And 
in Russia, we will utilise the strength of our 
Russian brand portfolio, route-to-market,  
innovation capabilities and execution skills 
to further strengthen our market position 
and improve profitability.

We will continue our tight cost agenda across 
all markets and functions to ensure that the 

the Group achieving its goals and ambitions. 
I would also like to thank our shareholders 
for their support, and our customers, partners 
and suppliers for their cooperation.

Jørgen Buhl Rasmussen

Group delivers earnings growth. In 2014, the 
focus on strong execution, both internally 
and externally, will be even more important 
as we assume significant headwind from 
currencies.

THANK YOU
I would like to extend my appreciation to 
the Group’s employees around the world for 
their hard work and burning passion for our 
company. Our employees are instrumental in 

The Ukrainian market declined by an estimated 7-8% in 2013. We launched a number of innovations 
such as line extensions of the Baltika and Lvivske brands and kept our market share flat.
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Towards a 
world-class 
supply chain 

Carlsberg’s development 
towards a global fast-
moving consumer goods 
(FMCG) company in recent 
years has led to a number 
of initiatives to rationalise, 
standardise and centralise 
business operations. We 
wanted to achieve the right 
balance between working 
closely together at a global 
level and still allowing local 
brands and initiatives to 
flourish.

A major step on the journey was to 
establish Carlsberg Supply Company 
(CSC). Based in Switzerland, CSC is 
behind the Carlsberg Group’s drive 
to create a superior customer- and 
consumer-driven supply organisation. 

CSC aims to ensure that the Group’s 
products are always available in 
all of our markets, at the right 
quantity, quality and price, when 
the consumer is ready to buy them. 
This is made possible by setting up 
the structures needed for effective 
coordination and planning across all 
our breweries in Western Europe. 

INTEGRATING THE SUPPLY  
ORGANISATION 
CSC brings together the Carlsberg 
Group’s global procurement, produc-
tion, logistics and planning functions. 

In Western Europe, the scope of CSC 
is wider. Here, it is responsible for the 
production and logistics of our brew-
ery network in Western Europe and 
for establishing a supply chain that 
enables Carlsberg to plan and func-
tion as one integrated brewery across 
the region. This step change in our 
operating model provides the right 
behaviours and processes to deliver 

on the expectations of our customers 
and consumers in each local market. 

To achieve the full benefits of this 
“one brewery” approach, we have 
begun rolling out one of the most 
important and extensive projects so 
far on the FMCG journey: the sup-
ply chain integration and business 
standardisation project (BSP1). 

BSP1 is an information infrastructure 
consisting of a comprehensive set of 
standardised business processes en-
abled by a common IT platform. Its 
roll-out commenced in 2013 and will 
be completed by the end of 2015.

GLOBAL RESPONSIBILITY
CSC handles the Carlsberg Group’s 
global procurement processes and 
enables highly efficient end-to-end 
planning. It also helps to ensure that 
the Group establishes and benefits 
from global standards in brewing 
technology.

To improve the efficiency and ef-
fectiveness of our breweries, CSC 
adopts and applies best practices in 
brewing and supply chain manage-
ment. This enables the Group to 
improve operating margins and 
increase the output of our breweries 
without necessarily investing in  
more capacity.

DIVERSITY AND SKILLS 
Reflecting the nature of the Carlsberg 
Group as a whole, CSC in Switzerland 
is a diverse group of people compris-
ing more than 30 nationalities. Their 
extensive experience and skills cover 
all areas of the supply chain, and 
they all share the common aim of 
creating a world-class supply organ-
isation in the beverage industry.



Net revenue grew organically by 1%. We 
achieved a strong price/mix of +3% due to 
our successful value management efforts, 
roll-out of premium brands and innovations, 
and price increases across the markets.

Operating profit grew organically by 4% 
despite the negative impact of the French 
destocking in Q1 and the BSP1-related costs. 
Adjusting for these, operating profit would 
have increased organically by low-teens 
percentages. The earnings improvement 
was driven by overall tight cost control in all 
markets and functions, the positive price/mix 
and supply chain savings. Reported operating 
margin was flat in spite of the BSP1-related 
costs and the French destocking.

POLAND, THE NORDICS AND THE BALTICS  
In Poland, the overall market declined due to 
tough EURO 2012 comparisons. We gained 

market share and grew our volumes by 5%. 
Our value market share improved strongly 
underpinned by the strong performance of 
the Kasztelan, Okocim and Harnas brands. 
Somersby also delivered strong growth.

The Swedish beer market grew slightly (+1%) 
and we continued to strengthen our market 
share, driven by our strong portfolio and 
overall strong commercial execution. The 
Swedish business continued to strengthen 
financially and commercially; and in April, 
BSP1 was implemented.

In a slightly growing Danish beer market (+1%), 
our volumes declined, due to a temporary 
delisting at one off-trade customer. Excluding 
this customer, we increased our market share. 
The positive Danish business result was a result 
of efficiency improvements and our continued 
focus on value management initiatives.

For the third year in a row,  
we grew our market share  
in Western Europe.

Western 
Europe

management tools; a continued high level 
of innovation; a focus on our international 
premium brands and local power brands; 
and our improved portfolio optimisation tool. 
We developed a number of new products 
and rolled out innovations, such as Skøll by 
Tuborg, Garage Hard Lemonade and the 
DraughtMaster™ technology, as well as in-
troducing Somersby and our Radler products 
into new geographies.

Beer volumes declined organically by 3%. 
Excluding the French stocking in Q4 2012 and 
the subsequent destocking in Q1 2013, beer 
volumes declined by an estimated 2%. 

Beer volumes were flat or grew in markets 
such as Finland, Norway, Poland, Sweden, 
Italy and Greece, driven primarily by market 
share growth. The volume of other bever-
ages grew organically by 2%.

Our positive market share trend of the previ-
ous three years continued into 2013. We saw 
particularly good performance in markets 
such as Sweden, Norway, Finland, Poland, 
Portugal, Italy, Bulgaria and Greece. 

The Western European markets were im-
pacted by the negative macro and consumer 
environment in 2013. The overall beer market 
declined by an estimated 2%.

Our performance was driven by a focused 
commercial agenda, including the embed-
ding and further development of our value 

3% 4% 14,803
Price/mix for beer 
Positive

Operating profit  
Organic growth

Employees
2013, average full-time employees
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Change Change

Pro rata, million hl 2012 Organic Acq., net FX 2013 Reported

Beer 50.3 -3% 0% 49.0 -3%

Other beverages 14.5 2% 1% 14.9 3%

Total volume 64.8 -2% 1% 63.9 -1%

DKK million

Net revenue 37,727 1% 3% -1% 38,796 3%

Operating profit 5,121 4% 0% -1% 5,269 3%

Operating margin (%) 13.6 13.6 0bp

WESTERN EUROPE IN FIGURES

Kronenbourg 1664 is our international premium French beer brand. In 2013, the brand continued its positive  
momentum and grew 6% outside France (where volumes were impacted by a significant duty increase).

In Norway, we continued to gain market 
share as a result of strong commercial 
execution and successful innovations. Value 
management initiatives supported a strong 
top-line development. BSP1 was successfully 
implemented in November.

In the Baltic States, our volumes declined.  
In Q3, we announced plans to close our 
brewery in Latvia in 2014 and focus on  
craft beer production.

FRANCE AND THE UK 
The French market was impacted negatively 
by the 160% excise tax increase at 1 January 
2013. The market declined by an estimated 
3-4%. Adjusted for the stocking movements, 
our volumes declined by an estimated 4% 
(-14% reported). 

In the second half of the year, our market 
share in France improved, driven by good 
performances by Kronenbourg 1664 and 
Grimbergen and the launch of Skøll by 
Tuborg. For the full year, our market share 
declined slightly.

The UK market was marginally down,  
positively impacted by favourable weather 
in Q3 and a flat development in the second 
half of the year. 

We continued to strengthen our market 
share in the on-trade, while our off-trade 
market share declined, cycling strong market 
share gains during EURO 2012. Overall  
market share was slightly down. 

During the year, we launched Somersby  
and Carlsberg Citrus in the UK with good 
results.
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30 2% 11,899
Russian market share  
Increase (bp)

Operating profit 
Organic growth

Employees
2013, average full-time employees

RUSSIA
We continued our strong focus on balancing 
volume and value development in our busi-
ness. Our volume market share strengthened 
by approximately 30bp to 38.6% and our 
value share improved slightly more (source: 
Nielsen Retail Audit, Urban & Rural Russia). 

The Russian beer market declined by an 
estimated 8%, mainly due to the outlet 
restrictions, weaker economic growth and 
consumer sentiment, especially in H2. 2013 
was the weakest year-on-year development 
for the Russian economy since 2009. 

Our Russian beer volumes (shipments)  
declined by 7%. The year-on-year impact  
in 2013 from stocking and destocking in 
connection with the excise tax increases on 1 
January 2013 and 1 January 2014 was limited.

We improved our market share in both the 
modern and traditional trade, and across 
most Russian regions, with particularly 
strong performances in the super-premium 
and mainstream segments. Brands such 
as Baltika 0, Baltika Cooler, Zatecky Gus, 
Holsten and Zhigulevskoe performed par-
ticularly well, while Baltika 7 was negatively 
impacted by outlet restrictions.

The level of commercial activities remained 
high in Russia. Several line extensions of 
Baltika, such as Baltika Praha and Baltika 
Munich, were launched, and we introduced 
Grimbergen with good results. In addition, 
for much of the year the sponsorships of the 
Sochi Olympic Games and the Russian Na-
tional Hockey League were being activated. 
The launch of the rejuvenated Tuborg was  
an important step in strengthening Tuborg’s 

Operating profit and profit 
margin in Eastern Europe 
increased despite a decline  
in volumes.

We grew our market share in Eastern Europe 
in difficult beer markets that declined by 
high-single-digit percentages in 2013. The 
Russian beer market was impacted more 
than anticipated by continued disruption from 
the closure of non-stationary outlets, and 
in general the region was impacted by the 
macroeconomic slowdown causing consumers 
to reduce their spending. This became increas-
ingly visible during the second half of the year. 

Our Eastern European beer volumes  
declined organically by 5%. 

Organic net revenue declined by 4%. Re-
ported net revenue declined by 9% due to 
negative currency impact from the Russian 
and Ukrainian currencies. 

We achieved a price/mix for the year of 
1%, positively impacted by price increases 
across all markets, which more than offset 
the Russian excise tax increase and a nega-
tive mix.

Operating profit grew organically by 2% 
and operating margin improved by 120bp to 
23.3%. The profit improvement was driven by 
lower cost of goods sold; efficiency improve-
ments across all markets and functions; and 
slightly lower marketing expenses due to 
EURO 2012. Reported operating profit was 
impacted by the adverse currencies and 
declined 4%.
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From 2013, the sale of beer in Russia from non-permanent outlets is no longer legal. This change  
has led to modern trade increasing its share of the beer market, which now accounts for around 30%.

Change Change

Pro rata, million hl 2012 Organic Acq., net FX 2013 Reported

Beer 44.7 -5% 0% 42.4 -5%

Other beverages 1.8 -5% 0% 1.7 -5%

Total volume 46.5 -5% 0% 44.1 -5%

DKK million

Net revenue 19,502 -4% 0% -5% 17,711 -9%

Operating profit 4,302 2% 0% -6% 4,127 -4%

Operating margin (%) 22.1 23.3 120bp

EASTERN EUROPE IN FIGURESvery strong brand equity in the super- 
premium category. 

We achieved price/mix of +1%, positively 
impacted by price increases in March, May, 
June and September but offset by the Rus-
sian excise tax increase and a negative mix. 
Price/mix dynamics improved in the second 
half of 2013.

UKRAINE
The Ukrainian market declined by an esti-
mated 7-8% due to the significant macro 
economic slowdown, unfavourable weather 
and tough comparables following a success-
ful EURO 2012 campaign. 

Our market share was flat. We brought a 
number of important innovations to the 
market, such as Lvivske in a restyled PET 
packaging, the rejuvenated Tuborg, line ex-
tensions of the Baltika and Lvivske brands, 
and a retro platform for Zhygulevskoe.

Our Russian value market 
share increased more than 
our volume market share 
driven by our focus on bal-
ancing volume and value.
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The Tuborg brand expanded rapidly across 
the region, becoming the fastest growing 
international premium brand in China and the 
largest international beer brand in India. The 
brand grew 66% in the region. Kronenbourg 
1664 is establishing a solid super-premium 
footprint across the region with particularly 
good results for 1664 Blanc. The roll-out of 
Somersby and Grimbergen continued with 
promising results.

Net revenue grew organically by 14%. Re-
ported net revenue grew by 8%, impacted 
negatively by currency impact from Malawi, 
but also from India, Nepal and Malaysia. 
Price/mix continued to develop very favour-
ably at +8% in spite of a negative country 
mix and was driven by price increases across 
most markets, the continued premiumisa-
tion efforts and market share gains in the 
premium segments.

Organic operating profit grew strongly by 21%. 
The operating margin improved by 100bp to 
19.5%. The main profit drivers were China, 
Indo china and Nepal. 

CHINA
Our Chinese volumes grew organically by 4% 
and by 14% including acquisitions in a beer 
market that grew by an estimated 3-4%. We 
strengthened our market share in the interna-
tional premium segment, where Carlsberg and 
Tuborg performed very strongly.

Net revenue grew organically by 12% as a 
result of volume growth, strong performance 
by our premium portfolio, as Carlsberg Chill, 
Carlsberg Light and Tuborg continued to per-
form very strongly, and an improved price/
mix for our local brands. Carlsberg Chill was 
successfully relaunched with a new upgraded 
design. We secured the deal to sponsor  

In 2013, our Asian region 
achieved strong volume,  
revenue and profit growth.

66% 21% 11,965

Our Asian beer volumes grew organically by 
6%. Including acquisitions, beer volumes grew 
by 12% to 28.3m hl and now account for 24% 
of Group beer volumes. Cambodia, Laos and 
India did particularly well. The acquisition im-
pact derived from the increased ownership in 
the Chongqing Jianiang Brewery joint venture 
in 2012, in Lanzhou and Qinghai in 2013, and in 
Chongqing Brewery Group in December 2013. 
Other beverages grew organically by 8%, 
main ly due to the soft drinks business in Laos. 

Our international premium brands continued 
to be an important driver for our Asian busi-
ness and we rolled them out in new markets 
and maintained a high level of support be-
hind the brands. The Carlsberg brand grew 
approximately 12% in its premium markets, 
mainly driven by strong performance in 
India by Carlsberg Elephant and in China  
by Carlsberg Chill and Light. 

In 2013, our overall Asian market continued  
to grow, although some markets were  
affected during the year by slightly slower 
economic growth and bad weather. 

Our Asian operations delivered another 
year of excellent performance with strong 
volume, revenue and profit growth. The re-
gion remains an important growth driver for 
the Group and we will continue to invest in 
the region, both organically through brand 
investments and building new breweries and 
infrastructure to meet the growing demand, 
and through our focused M&A approach.

Tuborg 
Brand growth

Operating profit 
Organic growth

Employees
2013, average full-time employees1

1  Excl. Chongqing Brewery Group.
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Chinese Super League football, becoming  
the official beer for the next three years.

In December, we increased our ownership 
in Chongqing Brewery Company to 60%, 
thereby strengthening our market position  
in Chongqing province as well as the sur-
rounding provinces. The integration of 
Chongqing Brewery, with approximately 
6,500 employees and 23 breweries, into the 
Carlsberg Group has begun and will continue 
to be an important task for our Chinese and 
Asian organisation in 2014.

INDOCHINA
Our business in Indochina delivered 8% 
organic beer volume growth. In particular, 
Cambodia and Laos reported strong per-
formances, driven by the continued market 
growth as well as the strong activation of our 
local power brands Beerlao in Laos and Ang-
kor in Cambodia. The Huda brand in Vietnam 
was rejuvenated with promising results.

MYANMAR
The establishment of the greenfield brewery 
in Myanmar is progressing according to 
schedule and the brewery is expected to be-
come operational in the second half of 2014.

INDIA
Our Indian volumes grew organically by  
18% as a result of strong performances  
by the Carlsberg brand, notably Carlsberg  
Elephant, and Tuborg, with the latter reach-
ing the 1m hl milestone within a calendar 
year in October. Our overall Indian market 
share reached 8% and we now hold a  
number 2 position in seven states. In six 
states, our market share is 20% or above.

Our Asian business delivered another year of strong growth in volume, net 
revenue and operating profit. In Indochina, the positive results were due  
to market growth and our strong local brands.

Change Change

Pro rata, million hl 2012 Organic Acq., net FX 2013 Reported

Beer 25.4 6% 6% 28.3 12%

Other beverages 2.8 8% 2% 3.1 10%

Total volume 28.2 6% 5% 31.4 11%

DKK million

Net revenue 9,114 14% 1% -7% 9,874 8%

Operating profit 1,685 21% -1% -6% 1,921 14%

Operating margin (%) 18.5 19.5 100bp

ASIA IN FIGURES
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China:  
one country 
– many 
opportunities

There is no simple for-
mula for success in China. 
The country’s sheer size 
in terms of population 
and geography, together 
with the major differences 
in consumer behaviour 
from region to region and 
between rural and urban 
markets, presents signifi-
cant challenges. 

Where there are challenges, how-
ever, there are also opportunities. 
The Chinese beer market is big. 
More beer is consumed in China 
than in any other country. While 
independent research indicates 
that one in every four litres of beer 
consumed globally is consumed  
in China, per capita consumption  
is only about half that of Europe 
and America. 

Within China, beer consumption 
varies significantly. Per capita 
consumption in the economically 
less developed western part of the 
country is less than half that in 
the north-east. However, in recent 
years market volume growth in 
western China has outperformed 
national growth rates. From 2007 
to 2011, beer market volumes in 
western China grew by approxi-
mately 12% (CAGR) versus a na-
tional growth rate during the same 
period of approximately 6%. While 
public forecasts are not available 
for individual regions, according to 
the independent research company 
Canadean the overall Chinese beer 
market is expected to grow annu-
ally by 3-5% in the next five years.

In addition to volume growth 
expectations, premiumisation is the 
long-term trend in China. Current 
estimations are that the very large 
mainstream segment makes up 
approximately 90% of the beer 
market, but due to demographic 

developments, such as increasing 
urbanisation, a growing middle 
class and generally higher living 
standards, consumers are increas-
ingly willing to pay a higher price 
for premium brands.

EXPANDING OUR PRESENCE 
Carlsberg has a twofold strategy 
for growth in China. One part of 
the strategy focuses on developing 
and expanding our existing busi-
ness. With 39 breweries, more than 
11,000 employees (incl. Chongqing 
Brewery Group) and an overall 
market share in the western part of 
China of around 60%, Carlsberg has 
a strong footprint in the country. 
Local brands, which fall into 
the mainstream market, include 
Shancheng, Chongqing, Wusu,  
Dali, Huang He and Xixia. 

This strategy involves premiumising 
the local portfolio and bringing more 
of our international premium brands 
to the market to take advantage of 
increasing consumption and market 

value growth as well as continuous-
ly improving commercial execution 
and capabilities by investing in and 
developing employee competences 
and capabilities. We are also apply-
ing best practices learned from other 
areas within the Carlsberg Group 
such as supply chain, administration 
and sales and marketing, which has 
resulted in operational efficiency 
gains and cost reductions. 

PREMIUM BRAND STRATEGY
The second part of Carlsberg’s 
growth strategy in China involves 
growing and marketing Carlsberg’s 
premium international brands 
nationwide. In addition to the  
long-standing presence of the 
Carlsberg brand in China, this has 
seen the launch in specific market 
segments of Kronenbourg 1664 
Blanc in 2011 and Tuborg in 2012 
and, most recently, the relaunch 
of Carlsberg Chill in 2013. Our pre-
miumisation strategy has resulted 
in increasing beer volumes in the 
high-margin segment. 

Our innovative approach to the 
market has expanded the Carlsberg 
portfolio to cover the full spectrum 
of local and international brands. 
This positions Carlsberg strongly 
with customers, who can offer con-
sumers a wide choice of beer, from 
economy to super-premium.

M&A IN CHINA
During the past 10 years, Carls-
berg’s M&A efforts in China have 
focused on expanding our business 
from western China towards the 
east and increasing our sharehold-
ing in partly-owned businesses. 

An important step was taken in late 
2013, when Carlsberg completed the 
partial takeover offer for Chongqing 
Brewery Company, taking our own-
ership share to 60%. Carlsberg now 
directly manages the company, 
which enables us to drive greater 
synergies and leverage the ex-
panded production footprint across 
several new provinces in China.

We also increased our ownership 
in the Qinghai and Lanzhou joint 
ventures in 2013, taking our owner-
ship share to 50%.

A CARLSBERG WAY OF BUSINESS
Carlsberg is committed to its busi-
ness in China. This is apparent in 
our cooperation with local external 
stakeholders and also in the way 
staff are supported with attractive 
employment conditions, train-
ing and career development. Our 
way of business has established 
a strong platform for Carlsberg to 
expand its footprint in the region 
even further.

60%

HIGHLIGHTS

12%
Western China beer market 
growth (CAGR) 2007-2011.

3-5%
Expected annual beer market 
growth in the next five years.

Market share in western China.



We must be 
a significant 
player in the 
markets where 
we choose to 
compete.

We will balance 
our exposure 
between growth 
and mature 
markets.

Our operational 
model is GloCal  
– balancing 
global cooper-
ation with local 
initiatives.

Beer is our core 
product but we 
will selectively 
pursue oppor-
tunities outside 
beer.

OUR STRATEGYOUR BUSINESS MODEL

and Strategy Wheel

WINNING 
BEHAVIOURS 

We are engaged
with society

We are each 
empowered to 
make a difference

We want to win Our consumers and 
customers are the heart 
of every decision we make

Together we
are stronger

THIRST FOR GREAT Great people. Great brands. Great moments     Founded on the motto, Semper Ardens – Always Burning – we never settle, but always 
thirst for the better     We are stronger together because we share best practices, ideas, and successes. We brand as many, but stand as one     With the courage 
to dare, to try, to take risks, we constantly raise the bar. We don’t stop at brewing great beer. We brew a greater future – for our consumers and customers, our 
communities, and our people     This passion will continue to burn and forever keep us thirsty.

PEOPLE
• Embed a high performance culture
• Develop, retain and attract best in 
 class people
• Empower and engage our people  

EFFECTIVENESS & EFFICIENCY
• Create an efficient, consumer- and
 customer-focused organisation
• Focus and prioritise to maximise return
 on investments
• Continuously develop and implement
 Carlsberg Group Ways of Working and 
 Best Practices

SOCIETY AND REPUTATION
• Enhance our reputation as a responsible
 global brewer
• Integrate Corporate Social Responsibility
 throughout our value chain
• Improve the image of the beer category

CONSUMERS, BRANDS 
AND INNOVATION 
• Iconize Carlsberg
• Outperform with winning portfolio of 
 international and local power brands
• Accelerate scalable, consumer, 
 relevant innovation

CUSTOMERS 
• Collaborate with customers to 
 drive category growth
• Create a winning route to market
• Win with winning customers in 
 on- and off-trade
• Be the industry benchmark in 
 Point-of-Purchase execution
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SELECTIVELY PURSUE MARKET OPPORTUNITIES IN SUPPORT OF OUR BEER B
U

SIN
ESS

Our business model has four pillars  
and is designed to generate and sustain 
long-term value for our shareholders 
and other stakeholders.

Our core product is beer, and that is 
where we focus our efforts. But where  
it makes business sense, we pursue  
adjacent category opportunities.

Our operational model is GloCal, with  
a focus on globalising, optimising, 

centralising and standardising processes 
across the Group while recognising the 
strength of local brands and initiatives.

Being a significant player and maintain-
ing a strong position in our markets is 
crucial for achieving scale and increasing 
profitability.

We balance our exposure between 
growth and mature markets to ensure 
sustainable cash flow generation.

Our business model frames our strategy, 
which is action-oriented to enable us to 
manoeuvre and manage the challenges 
and opportunities of our markets.

Our strategy is illustrated as a wheel with 
five interconnected levers that set the 
direction for the Group:
•  A strong portfolio of brands catering  

to consumers across our markets.
•  An emphasis on being a customer-

focused business.
•  The ability to retain and recruit highly 

skilled employees.

•  An unrelenting focus on efficiency  
and effectiveness.

•  A commitment to being a socially 
responsible organisation.

Learn more about our strategy on pages 
22-27.

A number of strategy-linked KPIs guide 
us in our daily work and allow us to 
continuously measure and evaluate our 
progress. Track our performance against 
the KPIs on page 21.
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Measuring our 
performance

We measure our success against our ambition 
and strategic goals using a number of KPIs, 
which are integrated in incentive schemes 
throughout the organisation to align the 
performance of the Group and ensure they 
are achieved. Selected financial and non-
financial KPIs are presented here.

Operating profit is a measure  
of our ability to enhance oper-
ational performance through top-
line growth and continued focus  
on cost-effectiveness. 

In 2013, we guided for around  
DKK 10bn in operating profit.  
The actual result was DKK 9.8bn  
as 5% organic growth was offset  
by negative currency impact.

A strong FCF allows us to return 
cash to our shareholders and pay 
down debt, enabling us to reinvest 
in our business and engage in 
value-creating M&A activities. 

In 2013, FCF was impacted by 
acquisitions in Asia and higher 
CapEx. In 2012, the disposal of the 
Copenhagen brewery site positively 
impacted FCF by DKK 1.9bn.

Maximising return on all invest-
ments is the key to delivering 
sustainable value to shareholders. 
ROIC analyses of all investments 
throughout the value chain as well 
as of acquisition targets ensure the 
right basis for decision-making.

In 2013, ROIC improved by 20bp 
on 2012.

Adjusted earnings per share is 
adjusted for the after-tax impact of 
special items and is a key measure 
of the underlying earnings of the 
Group. Our longer-term ambition is 
to deliver an average growth in ad-
justed EPS of more than 10% p.a. 

In 2013, we guided for mid-single-
digit percentage growth in adjusted 
EPS. Actual growth was 5%. 

FINANCIAL KPIs 

NON-FINANCIAL KPIs

MARKET SHARE

10bp 30bp
Western Europe Russia

CARLSBERG BRAND VOLUME  
GROWTH IN PREMIUM MARKETS

-2%
2013

8%
2012

EMPLOYEE ENGAGEMENT SCORE  
AND PARTICIPATION (MY VOICE)

78

Engagement score1 Participation

2013

78
2012

88%
2013

83%
2012

1  Measurement method changed in 2013. 2012 comparable  
score has been adjusted.

In 2013, we made 
strong progress 
towards our 
environmental 
targets.
See these and other CSR targets 
on page 29.The Carlsberg brand is our flagship brand, and in most markets 

around the world it is a premium brand. The brand still has un-
tapped commercial potential, not least in its premium markets. 

In 2013, the Carlsberg brand declined 2% as it was cycling the 
successful EURO activations in 2012, when the brand grew 8%.

Growing our market share is necessary to be a significant 
player in the markets where we choose to compete and is 
a strong indicator of our execution capabilities. However, 
balancing volume and value market share growth will 
remain in focus. 

In 2013, we grew our market share in all three regions due 
to our strong brands and strong commercial execution.

My Voice is a tool for tracking employees’ engagement and  
opinions on their work, workplace and the Carlsberg Group in 
order to continuously drive improvements and the performance 
of the Carlsberg Group. 

In 2013, 88% of employees participated in the annual survey versus 
83% in 2012. The overall engagement score was equivalent to 2012.
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At Carlsberg, the consumer is at the heart 
of every decision we make. We always think 
about consumers in the context of needs, 
occasions, brands and innovations, and we 
are on a journey to continuously sharpen up 
our approach to these areas. We are fast at 
identifying local best practices and scaling 
them across relevant markets. 

This strategic lever has three priorities.

ICONISE CARLSBERG 
Carlsberg is the flagship brand of the Group 
and “the name above the door”. Thus, it has 
a unique role in driving and cementing the 
Group culture. From a commercial aspect, the 
brand has substantial untapped potential, 
and to exploit this potential we will continue 
to increase its global availability. We are 
also committed to developing and executing 
world-class consumer-, shopper- and cus-
tomer-relevant brand-building programmes 
to support the Carlsberg brand.

A WINNING PORTFOLIO 
Alongside the Carlsberg brand, we have a 
unique roster of outstanding international 
and local brands. We continuously ensure 

that our portfolio of international premium 
and local power brands matches the needs 
and preferences of our local consumers. 
Each market must therefore deploy an at-
tractive brand portfolio, which allows us to 
win across channels and capture a growing 
proportion of profit pools. To that effect, 
we have developed a number of proprietary 
strategic tools to help markets determine 
the appropriate positioning and composition 
of their portfolios.

CONSUMER-RELEVANT INNOVATION
The Carlsberg Group has always been a 
pioneer in beer innovation. Innovations are 
important for driving the beer category and 
increasing its attractiveness to consumers 
and customers. Through superior under-
standing of trends and insights from con-
sumers, shoppers and customers, we identify 
which innovations will deliver top- and 
bottom-line growth over time. A combina-
tion of Group and local innovations within 
beer and adjacent beverage categories is the 
key to recruiting and retaining consumers. 
Generally, our innovations must be scalable 
across the Group in order to meet our ambi-
tious innovation goals.

Consumers, Brands 
& Innovation

SELECTED ACTIONS AND PROGRESS 2013

In 2013, several Carlsberg brand initiatives 
were undertaken. We reiterated our strong 
commitment to football with the renewal 
of our long-standing football partnership 
with UEFA for EURO 2016 and we entered 
into three-year partnerships with the Eng-
lish Premier League and the Chinese Foot-
ball Association Super League. Carlsberg 
launched the successful “Poker/Carlsberg 
puts friends to the test” viral, which was  
a social media hit. 

Another successful global initiative was 
the “Where’s the party?” campaign, which 
focused on the nightlife channel, leverag-
ing electronic dance music culture and 
culminating in a 10,000-spectator concert 
with world-renowned DJ Axwell in Stock-
holm, Sweden.

Further roll-out of our international pre-
mium brands was high on the agenda in 
2013. In China and India, Tuborg made 
good progress in its objective to conquer 
the young adult segment through a num-
ber of music activation programmes and 
increased distribution. 

The many innovation initiatives in 2013 
included: new flavours, packaging and 
marketing campaigns for Somersby, our 
cider brand; further expansion of Radler 
(juice and beer mix) as an extension of 
local power brands in markets such as 
Denmark, Poland and Switzerland; and 
the launch in France of Tuborg Skøll, a 
new generation of beer mixes.

Carlsberg Group Annual Report 2013 22Management review  STRATEGY



SELECTED ACTIONS AND PROGRESS 2013

In 2013, we continued the further roll-out of 
our value management programme. Value 
management is a Group-wide initiative that 
aims to drive category growth and market 
share to achieve “win-win” outcomes 
with our customers. Value management 
leverages customer, consumer and shop-
per insights to drive commercial strategy 
and initiatives as well as optimise sales 
processes and tools. 

The key focus is on the value drivers of price 
management, assortment optimisation, 
promotional effectiveness and trade terms. 
Within this approach, we are also focused 

on portfolio architecture by customer and 
channel. Our value management approach 
is being continuously developed and has 
been rolled out across regions, building on 
experiences from markets across the Group.

In addition to value management, we have 
developed a global contract management 
tool for the on-trade channel enabling local 
markets to manage their many on-trade 
contracts in a structured way and further 
drive category development, customer satis-
faction and management, and profitability. 
Furthermore, we are continuously improv-
ing our key account capabilities, ranging 

from in-store execution programmes  
to joint business development initiatives. 

We joined forces to improve on-shelf  
availability, the launch of big innovations 
and the activation of promotional themes 
such as football or category development 
projects. In 2013, all key account sales  
people across the Group participated in  
key account capability programmes to  
further grow and strengthen their sales 
skills and competences.

The Carlsberg Group fully recognises the 
critical importance of superior execution at 
the point of sale. Growing the beer category 
in both volume and value terms can only 
be achieved in close collaboration with our 
customers, not least in times of regulatory 
restrictions in several of our markets. 

This strategic lever has two priorities.

WIN WITH OUR CUSTOMERS
We have an ambition to drive growth in 
the beer category in a profitable way. This 
can only be achieved by understanding 
customer and shopper drivers and having 
best-in-class value, key account and channel 
management. 

While all our customers are important to us, 
we want to primarily support and invest in 
winning customers with a principle of “invest 
for performance”.

EXCEL AT POINT-OF-SALE EXECUTION
Excelling at the point of sale is becoming 
increasingly important in the beer industry. 
Carlsberg aims to develop best-in-class 
point-of-sale standards, including  

channel marketing capabilities and execution, 
commercial capability building and on-shelf 
availability. To ensure a high standard of per-
formance across the Group, we will execute 
and measure wherever we do business.

Customers
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SELECTED ACTIONS AND PROGRESS 2013

To facilitate high performance and superior 
execution, the Carlsberg Group Leadership 
Competences were launched in 2013. The 
eight leadership competences are based on 
the Group’s winning behaviours and are a 
summary of the most important charac-
teristics for leadership at Carlsberg. They 
reflect the way we want our leaders to 
act and behave to deliver on our strategy. 
The leadership competences will be the 
benchmark for appraising our leaders’ 
performance and potential. They will also 
become the framework for recruitment, 
learning and development across the  
Carlsberg Group.

In order to become a truly global company 
and reap the associated benefits, the Group 
has developed a Short Term Assignment 
(STA) programme. STAs typically last for 
one to six months and effectively utilise and 
exchange skills and knowledge, bringing 
together different competences across the 

Group. They enable the Group to secure the 
right candidates with the necessary skills 
for short-term projects across functions and 
geographies. STAs have been used success-
fully for various strategic Group projects 
such as value management, BSP1 and 
responding to dark market conditions, and 
2013 saw hundreds of successful STAs.

An important aspect of the people 
agenda is to support the continued trans-
formation agenda of the Carlsberg Group. 
To this end, the Group has developed and 
adopted a structured approach to change 
management. The purpose of our change 
management framework is to ensure 
that managers have a coherent and inte-
grated approach combined with the right 
transformation capabilities to deal with 
employees’ motivation and performance 
during changes.

In order for us to achieve our goals and exe-
cute faster and better than our competitors, 
we count on our skilled employees having a 
high level of engagement, drive and ambition, 
and we provide them with the necessary tools 
for personal and professional development. 

This strategic lever has three priorities.

HIGH-PERFORMANCE CULTURE
We set high standards and always raise the 
bar for our employees. We want to embed a 
high-performance culture by creating an en-
vironment where people are motivated to do 
their best, are engaged and feel empowered. 

A high-performance culture is also driven by 
embedding a visible link between perform-
ance, reward and recognition.

DEVELOP, RETAIN AND ATTRACT  
BEST-IN-CLASS PEOPLE 
At Carlsberg, we invest in making our people 
the talent benchmark within our industry. We 
want the Carlsberg Group to be considered a 
highly desirable employer and workplace for 
high-performance employees. This requires 
us to create and implement effective develop-

ment and retention strategies that incorporate 
a defined set of leadership competences, 
training and competitive remuneration.

EMPOWERMENT AND ENGAGEMENT
To allow high-performance employees to 
thrive, we create a working environment char-
acterised by empowerment and engagement. 

Empowered and engaged employees are 
willing to go the extra mile, raise the bar and 
work to their full potential, and they always 
cross the boundaries of functional silos. 

People
This will ultimately help the Group in its  
ongoing transformation and delivery of  
improved business results.

Meet our people and  
learn what they do.
www.carlsberggroup.com/careers
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Producing products of consistently high 
 quality at the right price is critical for  creating 
a competitive advantage within the beer 
industry. We therefore engage in value-adding 
activities to get the most out of our resources. 

That is essentially what effectiveness and ef-
ficiency are all about. Over the past decade, 
we have come a long way on this journey, 
but the bar is set high and we still have a lot 
more to do. 

This strategic lever has three priorities.

AN EFFICIENT CONSUMER- AND 
CUSTOMER-FOCUSED ORGANISATION 
Our customers and consumers are at the 
heart of what we do, and therefore our 
organisation should support them in the best 
and most efficient way. We will reduce costs 
that do not add value for our customers 
through our centralised supply chain organi-
sation and our shared service centres.

Effectiveness  
& Efficiency

SELECTED ACTIONS AND PROGRESS 2013

An important milestone in 2013 was the 
kick-off of the Carlsberg Supply Company 
(CSC), which became operational. By 
bringing together Carlsberg’s central pro-
curement, production, logistics and plan-
ning functions under one roof, CSC is now 
managing the production and logistics 
network in Western Europe and setting 
the standards for the entire Group.

A key enabler for achieving the full benefits 
of CSC is the roll-out of the general busi-
ness standardisation project, which aims to 
standardise work processes across markets 
enabled by one common IT platform. In 
2013, Carlsberg Sverige, Ringnes in Norway 
and CSC implemented the new platform, 
and all Western European markets will be 
on the system by the end of 2015.

A very important task for CSC is to make 
sure that the Group’s products are always 
available at the point of purchase when 

the consumer wants to buy them. On-Shelf 
Availability (OSA) is a measure of this. In 
2013, CSC designed a structured measure-
ment process and a supporting reporting 
platform. This OSA tool will be used across 
markets with key customers to gather and 
deliver the right insights to drive timely ac-
tions from supply chain and sales.

Overall Equipment Effectiveness (OEE) is 
a measure of how efficiently machinery 
is running. The higher the OEE, the more 
efficient the production and the lower 
the costs per unit. OEE varies between 
the Group’s breweries for various reasons. 
However, all breweries can improve, and 
in 2013 CSC set targets for improving OEE 
across the Group’s breweries and launched 
initiatives to do so.

MAXIMISE RETURN ON INVESTMENTS
All investments throughout the value chain 
must create value for the Group and our 
shareholders. We are selective in our invest-
ments and invest disproportionally more 
in activities that offer the greatest impact 
for the Group. To ensure maximum return 
on investments, we carry out strict return-
on-investment analyses when prioritising 
resource and CapEx allocation, apply return-
on-marketing-investment calculations and 
continually focus on reducing working capital.

THE CARLSBERG WAY OF WORKING
We have a clear understanding of what we 
believe is the best way of operating our busi-
ness. However, we are always open to new 
ideas for improving what we do. To leverage 
the full potential of the Group, we share best 
practices across our business, as well as look-
ing outside to learn from others. In order to 
use our capabilities to best effect, our tenet is 
“develop once – deploy everywhere”.
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Society & 
Reputation

Integrating corporate social responsibil-
ity (CSR) throughout the value chain and 
securing a high level of compliance with our 
policies is imperative if we are to sustain and 
develop a strong reputation as a responsible 
brewing company and ensure the long-term 
value growth of our business. 

Across many markets, the beer industry is 
increasingly facing legislative actions. Our 
reputation as a responsible brewer is critical 
in securing our licence to operate and grow 
and is therefore top of mind in the deci-
sions we make. To this end, we recognise 
the importance of actively building a strong 
corporate sustainable brand position for the 
Carlsberg Group while ensuring that our 
people are well prepared to manage any 
potential crises and issues in a sensitive, 
responsible manner. 

This strategic lever has three priorities.

EFFICIENT GLOBAL BREWER
During the past three years, we have con-
tinuously worked to reduce our energy and 
water usage and CO2 emissions in production. 
These results have benefitted both our busi-

ness and the environment. Our 2016 targets 
(see page 29) reflect our ambition to con-
tinue to be the most efficient global brewer. 

In 2013, we achieved our target of 7.1 kg CO2 
emissions per hl in production. The reduc-
tions were driven by focused efforts at our 
production sites as well as offsetting emis-
sions through the purchase of renewable 
power documented by Guarantees of Origin 
certificates in Western Europe. 

Water efficiency continues to be an import-
ant area for the Group. Reducing water 
consumption at our breweries is of particular 
importance in parts of the world where water 
resources are under pressure. In 2013, we 
used 3.3 hl/hl to produce our products.

Our 2013 progress on energy, CO2 and water 
is shown on page 29.

DEVELOPING SUSTAINABLE PACKAGING
Packaging represents both a risk and an op-
portunity for the Group. By itself, packaging 
is a significant cost driver and, in addition, 
it accounts for approx. 45% of the Group’s 
total end-to-end CO2 emissions.

CSR is about doing business in 
a responsible way. We want 
to grow and create value, not 
only for our company but also 
for our stakeholders and the 
societies in which we operate.

ANNE-MARIE SKOV
SVP Group Corporate Affairs
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Improving the sustainability of our logistics 
operations is an important element in 
reducing our overall environmental impact. 
During 2013, CSC initiated a number of 
activities within four logistics focus areas: 
Fleet (improve the environmental perform-
ance of our own fleet); Excellence (build 
an efficient logistics culture and improve 
environmental behaviour); Infrastructure 
(create environmental initiatives in our 
warehouses); and Collaboration (work with 
relevant stakeholders to create new oppor-
tunities for a joint environmental agenda). 

We continued our Responsible Sourcing 
Programme, inviting selected key suppli-
ers to join the programme to gain insights 
into their operations and identify how they 
work with CSR-related risks. Suppliers were 
audited by an external assurer on environ-
ment, business practices, health & safety 
and labour rights. The audits demonstrat-
ed no critical non-compliances. A number 
of non-compliances and observations were 
identified and solved, while some are still 
being monitored and tracked closely. 

Health & safety has been a focus area for 
the Group for many years and we have 
achieved significant progress in improv-
ing safety in our production and logistics 
areas across the Group. In 2013, two of our 
Polish breweries were recognised by the 
Regional Labour Authorities in Poland for 
their safety improvements, ranking no. 1 in 
the occupational safety contest “Employer: 
Provider of Safe Work”.

Consequently, developing sustainable 
packaging solutions offers great potential 
for reducing our environmental impact and 
reducing long- and short-term risks. In 2013, 
we set ambitious targets and implemented  
a number of initiatives to reduce the environ-
mental impact of our packaging. 

We have entered into partnerships with 
global packaging suppliers of cans, glass 
bottles, coatings and shrink wrap. Our joint 
aim is to reduce the environmental impact 
and develop solutions that are optimised for 
reuse either as new packaging or as some-
thing completely different, such as clothing, 
with the same or a higher level of quality 
than the original packaging.

PROMOTING RESPONSIBLE DRINKING 
While the vast majority of consumers enjoy 
beer in moderation as part of a healthy 
lifestyle, we recognise that a minority of 
consumers may have a harmful drinking 
pattern leading to unwanted health and  
social effects. As a responsible brewer, we  
are committed to reducing the harmful  
overconsumption of beer and to playing  
a positive role in taking global action on  
this important public health issue. 

In 2013, we defined targets and developed 
a new policy and related guidelines for this 
area to enable commitment and compliance 
across the Group. 

In 2012, we signed the Global Commitments 
to reduce harmful drinking and committed to 
reporting on our actions and progress within 
five areas as of 2013. Our reporting under 
the Global Commitments has been audited 
by an external assurer to increase trans-
parency for our financial and non-financial 

stakeholders. We believe that delivering on 
the Global Commitments is essential for our 
ambition to improve the image of beer and 
continue to drive category growth. 

As another initiative, we have implemented 
strategic self-regulation schemes in cooper-
ation with regulatory stakeholders in selected 
markets. This has enabled an open and 
constructive dialogue with key stakeholders, 
giving us the opportunity to prove our 
willingness to act on our ambition to reduce 
harmful drinking and grow responsibly.

Learn more about our view on self-regulation 
on page 30.

CSR TARGETS AND REPORTING
In 2013, we delivered on our three-year targets 
within energy, CO2 and lost-time accidents 
in production. We developed new three-year 

targets for our policies covering the following 
eight areas: environment, health & safety, 
community engagement, labour & human 
rights, responsible sourcing, business ethics, 
responsible drinking and marketing commu-
nication. Selected targets and our progress 
towards achieving them are shown on page 
29. We also reviewed and updated our policies 
and guidelines to ensure compliance with 
internal and external expectations. 

We published an annual CSR report on 
our policies. The CSR report serves as our 
Communication on Progress to the United 
Nations Global Compact and further enables 
us to live up to our legal responsibility on 
CSR disclosure stated in section 99a of the 
Danish Financial Statements Act. 

As in previous years, a selected set of 
indicators used to track our performance 

Find out more about our 
responsible drinking initiatives.
www.carlsberggroup.com/csr/reportingonprogress

with respect to environment and health & 
safety has been independently assured by 
the KPMG Climate Change & Sustainability 
team. Furthermore, an expanded set of stra-
tegic indicators has been chosen for readiness 
assessment. Our aim is to have independent 
assurance across all CSR policies in 2016. 

The full 2013 CSR report, including the 
KPMG assurance statement and GRI G3 
table, is available online at  
www.carlsberggroup.com/csr/reports.

Carlsberg Group Annual Report 2013 27Management review  STRATEGY

http://www.carlsberggroup.com/csr/reportingonprogress
http://www.carlsberggroup.com/csr/reports


Value chain

R&D

Our dedicated research initiatives 
provide significant opportunities to 
continuously reduce the Group’s 
environmental impact through the 
development of new solutions and 
the use of alternative raw materials 
and new processes and products. 
Carlsberg has a particular interest 
in supporting and developing barley 
growing; barley is a core ingredient 
in brewing and a niche cereal that 
accounts for less than 2% of global 
grain production. 

EXAMPLES OF 2013 ACTIVITIES
•  Continued to develop null-LOX 

barley and next-generation barley 
types with traits for improved beer 
taste and longer storability, mean-
ing less food waste. This research 
also entails potential energy sav-
ings relating to beer production  
and storage.

•  Worked with barley farmers in 
Russia, Poland and China, assisting 
them in improving quality and 
increasing efficiency in the growing 
of barley.

GOING FORWARD 
We will continue to develop and roll 
out null-LOX and related types of 
malting barley. We will also continue 
research into new raw materials toler-
ant to varying weather conditions.

LOGISTICS

By optimising logistics operations 
globally, we are making more 
efficient use of resources, thereby 
reducing CO2 emissions and lower-
ing costs. Initiatives include more 
efficient distribution, the introduction 
of alternative means of transporta-
tion and improved warehousing 
processes. 

EXAMPLES OF 2013 ACTIVITIES
•  Improved the return rate for 

refillable glass bottles in selected 
markets.

•  Conducted driver training in 
six markets and implemented 
a driver behaviour tool in two 
markets.

•  In Switzerland, introduced the 
world’s first Elektro LKW truck 
in collaboration with the Swiss 
retail group COOP. 

GOING FORWARD
We will continue to pursue op-
portunities to further improve 
our logistics network and start 
implementing our new Sustainable 
Logistics Programme. Furthermore, 
we will implement environmental 
guidelines for our warehouses and 
improve sharing of knowledge on 
the development of efficient sys-
tems for refillable glass bottles. 

PROCUREMENT

The purpose of our Responsible 
Sourcing Programme is to monitor 
compliance with the Group’s Supplier 
and Licensee Code of Conduct. We 
work with suppliers to ensure that 
our CSR standards are adhered 
to and to reduce the social and 
environmental impact of products 
and services purchased by the 
Carlsberg Group. We want to increase 
cooperation with suppliers in order 
to develop and accelerate the imple-
mentation of sustainable solutions. 

EXAMPLES OF 2013 ACTIVITIES
•  Worked with key suppliers to 

develop the next generation of 
resource-efficient packaging. 

•  Continued the purchase of sales 
coolers using HFC-free refrigerants. 

•  Conducted a pilot of 15 on-site 
audits of key suppliers to gain 
experience for further development 
of our Responsible Procurement 
Programme. 

GOING FORWARD
We will work closely with our suppli-
ers to identify innovations that can 
reduce environmental impact. We 
will expand our Responsible Sourcing 
Programme to include more suppliers 
and increase the number of products 
assessed in accordance with the 
Cradle-to-Cradle® principles.

MARKETING & COMMUNICATION

We endeavour to market our brands 
in a way that reflects our philosophy 
of moderation and enjoyment. Our 
global Marketing Communication 
Policy applies across all markets 
and sets the standard for how all 
brands and trade marketing materi-
als are developed. We ensure that 
all Carlsberg employees and exter-
nal partners involved in developing 
communication material receive our 
policy guidelines.

EXAMPLES OF 2013 ACTIVITIES
•  Developed new policies specific-

ally addressing digital media.
•  Trained our marketing employ-

ees and engaged with external 
stakeholders in order to build 
capabilities and increase aware-
ness of responsible marketing 
practices.

GOING FORWARD
We will continue our efforts to pre-
vent cases of non-compliance with 
our Responsible Marketing Policy 
through training and updating of 
procedures and guidelines. In cases 
of non-compliance, we will continue 
to follow up with adequate correct-
ive measures.

BREWING AND BOTTLING

Saving energy and water resources, 
thereby reducing costs and our 
environmental footprint, and ensur-
ing a safe working environment are 
important CSR commitments for 
Carlsberg. According to the most 
recent data available, our efficiency 
within energy and water consump-
tion in production remains the 
highest of all global brewers, and 
we are also making good progress 
in relation to our safety targets.

EXAMPLES OF 2013 ACTIVITIES
•  Continued our efforts to reduce 

energy consumption and CO2 
emissions.

•  Further integrated the Sustain-
able Packaging Programme into 
the business.

•  Continued our efforts to reduce 
the accident rate in production 
to further minimise lost-time 
accidents.

GOING FORWARD
We will roll out our new Efficient 
Brewery Programme to ensure 
further continuous improvement in 
our utility efficiency by developing 
new utility-saving technologies 
and identifying cleaner alterna-
tive energy resources. We will aim 
to continue to reduce our safety 
incidents in production.

CONSUMERS AND CUSTOMERS

We support consumers in practising  
a healthy, sustainable lifestyle. We  
do so by promoting responsible 
drinking and engaging with relevant 
stakeholders to reduce harmful 
drinking. Secondly, we work with our 
customers to increase the impact of 
our CSR efforts and reduce our envi-
ronmental footprint, and we support 
local communities in the markets in 
which we operate.

EXAMPLES OF 2013 ACTIVITIES
•  Launched consumer activities to 

increase awareness of recycling.
•  Implemented responsible drinking 

programmes aimed at consumers  
in all our key markets.

•  Participated in collaborative 
projects with retailers aimed at 
reducing packaging waste and 
increasing reuse of glass bottles.

GOING FORWARD
We will continue to incorporate 
responsible drinking messages into 
our communications and continue our 
actions regarding our global commit-
ments to reduce the harmful use of 
alcohol. Furthermore, we will increase 
the number of countries in which 
we conduct recycling awareness 
campaigns.
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Targets
Our strategy for CSR has three key initiatives: 
being an environmentally efficient global 
brewer; developing sustainable packaging; 
and promoting responsible drinking to 
improve the image of beer. The selected 
targets presented here reflect these priorities.

In 2013, we delivered on our three-year 
targets within energy, CO2 and lost-
time accidents in production. Our water 
consumption performance was on a par 
with last year. In order to ensure continued 
progress we have set new three-year 
targets and have expanded our targets 
to include sustainable packaging and 
responsible drinking.

Lost-time accidents
in production
(per 1,000 employees) 

Energy
(kWh/hl)

SELECTED CSR TARGETS
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SUSTAINABLE PACKAGING
(PARTNERS PARTICIPATING IN CCC)

RESPONSIBLE DRINKING (PERCENTAGE OF VOLUME 
CONTAINING RESPONSIBLE DRINKING MESSAGING)

2013 2016 target 2013

100%
2016 target

Read our CSR report online.
www.carlsberggroup.com/csr/reports

29
2013 target

5-10%
2016 target – Reduction in relative 
consumption over 3 years1

The Carlsberg Group reduces 
energy consumption through 
individual breweries’ energy 
efficiency projects and process 
optimisation.

7.1
2013 target

5-10%
2016 target – Reduction in relative 
consumption over 3 years1

Reductions in CO2 emissions 
is a primary measure of how 
the Group is progressing on the 
ambitious targets for reducing 
its environmental impact. 

3.2
2013 target

5-10%
2016 target – Reduction in relative 
consumption over 3 years1

Making more beer with less 
water is a high priority for 
Carlsberg’s breweries around 
the world.

10.9
2013 target

5.7
2016 target

A measure used to monitor safety 
in the Carlsberg breweries. A strong 
safety performance is a prerequisite 
for a sustainable and healthy 
workplace for our employees. 

The Carlsberg Circular Community (CCC) is an initiative in which Carlsberg 
cooperates with key partners using the Cradle-to-Cradle® design frame-
work to develop products that are optimised for recycling and reuse while 
retaining their quality and value. The approach is increasingly referred to as 
upcycling. By 2016, we aim to be cooperating with 15 key partners to have at 
least three products Cradle-to-Cradle®-certified.

In order to promote responsible drinking, the Group will display health  
messages on its primary or secondary packaging of alcoholic beverages.  
The messaging will relate to drinking and driving, underage consumption  
and consumption by pregnant women.

1 Allowing for adjustments of 2013 baseline when relevant.Carlsberg Group Annual Report 2013 29Management review  CSR TARGETS
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Securing long-term 
growth through  
self-regulation 

At Carlsberg, we believe 
that beer enjoyed in mod-
eration is compatible with 
an adult’s healthy, active 
lifestyle. 

As a responsible business and brewer, 
we acknowledge our role in setting 
positive standards of behaviour in 
connection with the consumption of 
alcoholic beverages. We promote the 
responsible enjoyment of our prod-
ucts and are dedicated to reducing 
harmful drinking. Locally and glob-
ally, we want to grow our business 
based on these responsibilities and 
contribute positively to public health.

In our opinion, there is a link between 
irresponsible drinking and the 
decline in the image of beer in some 
markets. In these markets, concerns 
about health risks can lead to tight-
ened regulations. Carlsberg takes 
actions to reduce harmful drinking  
in order to improve the image of  
beer and maintain the foundation  
of its business.

A PROACTIVE LEVER
Self-regulation is our proof to 
consumers and public and regulatory 
stakeholders that we take responsibil-
ity for defining appropriate standards 
of advertising and understanding the 
impact of beer on society. For Carls-
berg, self-regulation is a proactive 
lever for securing long-term growth 
and creating value – for our business 
and the societies in which we operate.

DIALOGUE AND RESPONSIBILITY
Carlsberg’s self-regulation initiatives 
are based on two pillars. The first is 
industry-wide self- and co-regulation 
of responsible marketing codes 
involving non-industry participants. 
Several self- and co-regulation 
schemes are currently implemented 
in our Western European markets, 
and we intend to further expand the 
practice to our markets in Eastern 
Europe and Asia. 

The second pillar is promoting 
responsible drinking activities and 
reducing harmful drinking in our local 
markets. Together with 12 global 
beer, wine and spirits companies, 
Carlsberg signed a set of Global 
Commitments in 2012 to reduce the 
harmful use of alcohol. We use this 
ambitious framework to promote 
responsible drinking and self-regulate 
commercial initiatives in our markets. 
Responsible marketing can strength-
en the image of the beer category 
and help us to maintain sustainable 
markets for our products.

Examples of initiatives across Carls-
berg’s markets include the “Drink 
with Respect” Tuborg campaign in 
Denmark, the Drinkaware Trust in 
the UK and beer patrols in Russia. 
Find out more about our responsible 
drinking initiatives at www. 
carlsberggroup.com/csr/ourstories.

http://www.carlsberggroup.com/csr/ourstories
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Carlsberg’s comprehensive approach to risk 
management involves the identification, 
assessment, prioritisation and economic 
management of risks that might prevent the 
Group from achieving its strategic ambition. 
The Risk Management Policy sets out the  
requirements for the risk management pro-
cess in the Group.

RISK MANAGEMENT FRAMEWORK
Carlsberg’s risk management framework is 
a systematic process of risk identification, 
analysis and evaluation, providing a com-
prehensive overview of strategic risks and 
enabling the Group to mitigate and monitor 
the most significant risks.

Our risk management approach is top-down 
and covers all major entities across regions, 
markets and functions. The framework is 
based at the strategic level to ensure that 

the risks related to carrying out the Group’s 
strategy – both short-term and long-term 
– are identified and that relevant preventive 
actions are taken.

RISK MANAGEMENT GOVERNANCE 
STRUCTURE
Ultimately, the Supervisory Board is respon-
sible for risk management. The Supervisory 
Board has appointed the Audit Committee 
to act on behalf of the Supervisory Board. 
The Audit Committee monitors the overall 
strategic risk exposure and the individual risk 
factors associated with the Group’s activities. 
Monitoring is mainly performed in connec-
tion with the quarterly reporting process. The 
Audit Committee adopts guidelines for key 
areas of risk, monitors developments and 
sees that plans are in place for the manage-
ment of individual risk factors, including 
commercial and financial risks.

At Carlsberg we consider effective risk 
management an integral part of our business 
operations as it reduces uncertainty, helps 
the Group achieve its strategic ambition and 
facilitates value creation for all stakeholders.

The Executive Committee (ExCom) is  
responsible for reviewing the overall risk 
exposure associated with the Group’s activ-
ities. Strategic risks are assessed according to 
a two-dimensional heat map rating system 
that estimates the impact of the risk on net 
revenue or brand/image and the likelihood  
of the risk materialising. Based on this as-
sessment, ExCom updates the existing heat 
map to reflect changes in perceived risks to 
the business, and a number of high-risk issues 
for the coming year are identified. In addition, 
any risks in relation to the Group strategy for 
the subsequent three-year period are identi-
fied and appropriate actions are agreed upon.

In accordance with the Risk Management 
Policy, ExCom identifies owners of short-
term and long-term risks, who are then 
responsible for mitigating the risks through  
a programme of risk-reducing activities. 

Local entities and Group functions are 
responsible for the identification, evaluation, 
qualification, recording and reporting of the 
management of strategic risks at local level. 
Local-level risk assessment follows the same 
principles as Group-level risk assessment and 
is based upon the heat map described above. 
The local risk review is carried out regularly, 
and, following the review, local risk owners 
are appointed and given responsibility for 
mitigating the risks through a programme  
of risk-reducing activities. 

A formal procedure is in place for ongoing 
identification, assessment and reporting 
during the year of any new or emerging 
risks that are determined to have a material 
impact upon the business.

Group Internal Audit is responsible for fa-
cilitating and following up on risk-reducing 

China is a very important market in our Asia region. Our presence is extending 
from the far west to the central part of the country, where in 2013 we further 
expanded our presence through the acquisition of Chongqing Brewery.
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activities/action plans for the most significant 
risks in the Carlsberg Group.

The financial risks, including foreign ex-
change, interest rate, and credit and liquidity 
risks, are described in sections 1 and 4 in the 
consolidated financial statements.

RISK ASSESSMENT 2014
In October 2013, ExCom carried out the an-
nual risk management workshop to evaluate 
the adequacy of the existing heat map. The 
review resulted in a revision of the identified 
high risks, and a revised set of high risks for 
2014-2018 was defined. 

Local risk management workshops and heat 
mapping were carried out during the third 
quarter of 2013. The correlation between the 
high risks identified at Group level and at lo-
cal level was significant, which indicates that 
the strategy and associated risks at local and 
regional level are aligned with the overall 
Group strategy.

Among the risks identified, economic slow-
down, including in emerging markets, the 
implementation of BSP1 and the impact and 
speed of large Group projects were classified 
as high risks for 2014 as well as for 2015-
2018 and placed in the upper-right quartile  

CARLSBERG’S ONGOING RISK 
MANAGEMENT FRAMEWORK

Risk categories covered by Carlsberg’s 
risk management are:

Strategic risks related to issues such 
as market development, competition, 
stakeholders and politics.

Operational risks related to issues such 
as technology, people, processes, infra-
structure and information.

Compliance risks related to issues such 
as corporate social responsi bility, legal 
and tax.

Financial risks related to issues such 
as foreign exchange, interest rate, and 
credit and liquidity risks (described in 
sections 1 and 4 in the consolidated 
financial statements).

IDENTIFICATION

ASSESSMENT

MAPPING

RECORDING

MONITORING

RISK
MANAGEMENT

of the risk heat map. These three high risks 
for 2014 are presented on page 34. 

The identified strategic high risks also in-
cluded declining beer markets and the image 
of beer in Europe, increasing excise taxes, 
tightened regulation and lack of top-line 
growth. The Group closely monitors and 
undertakes risk-reducing activities in order  
to minimise the likelihood and potential 
impact of all strategic high risks.

Strategic risks are  
assessed according to  
a two-dimensional heat 
map rating system that 
estimates the impact of 
the risk on net revenue 
or brand/image and the 
likelihood of the risk 
materialising.

RISK ASSESSMENT HEAT MAP

Economic slowdown

Impact on operating  
profit or brand/image

Likelihood

Implementation of BSP1

Impact and speed of large Group projects 

High

Medium

Low

Low Medium High
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Three high risks were identified 
for 2013. Their impact on the 
Group and the proactive steps 
taken were as follows.

CHANGE AGENDA RELATED TO THE 
SUPPLY CHAIN INTEGRATION
In late 2011, it was decided to integrate and 
centralise the Carlsberg supply chain, incorp-
orating procurement, planning, production 
and logistics and rolling out the business 
standardisation project (BSP1). 

Due to the scale of the BSP1 project and the 
dependency on initiatives being implemented 
smoothly, the change agenda related to the 
integration of the supply chain was deemed 
a high risk for 2013.

During 2013, a number of initiatives were 
undertaken to ensure the smooth implemen-
tation of BSP1. Initiatives included frequent 
communication and regular interaction with 
markets and commercial teams to increase 
awareness and resolve questions. Also, the 
change agenda was a standard item on the 
senior supply chain management agenda.  
In addition, close continuous cooperation be-
tween the business standardisation implemen-
tation teams and the supply chain ensured 
alignment of tasks, needs, requirements etc.

The integration and centralisation of the 
supply chain and the roll-out of BSP1 remain 
key priorities for the Group, and the associ-
ated risks are still considered high.

LEGAL RESTRICTIONS IN EASTERN 
EUROPE
Eastern Europe accounts for approximately 
35% of Group beer volumes and 40% of 
operating profit. In recent years, our largest 
market in the region, Russia, has passed 
new regulations impacting the beer industry, 
such as sales and advertising restrictions 
and recipe requirements. For 2013, the Group 
considered the changing laws and regula-
tions in Russia and the rest of the region to 
be a high risk.

The changing laws led to a change in the 
retail landscape in Russia in 2013, which had 
a negative impact on Russian beer consump-
tion in 2013. The market volume decline im-
pacted our Russian volumes, but was partly 
mitigated through lower costs of goods sold, 
significant efficiency improvements across 
the region and lower marketing expenses. 

In addition, senior management at Group 
and local level maintained a sharp focus 
on government relations in 2013. We also 
engaged in coordinated initiatives with  
the other brewers in Russia aimed at bet- 

ter representation of the industry to the  
government and other key stakeholders.  
In continuation of this, the Russian brewers 
have announced a self-regulation scheme 
concerning beer bottle sizes. 

The Group still considers legal restrictions  
in Eastern Europe a strategic risk, although 
not a high risk for 2014. Consequently, we  
will continue our proactive approach to  
government relations and initiatives with  
the brewers’ associations in our Eastern 
European markets.

PROMOTIONAL PRESSURE FROM RETAIL
In late 2012, the global economic environ-
ment was challenging and consumer senti-
ment was under pressure, particularly in 
Western Europe. 

In view of this, increased pressure from 
customers for more promotions leading to 
lower net sales/hl was considered a high 
risk for 2013. 

A number of actions were taken in response 
to this high risk. The most important of 
these was the continued development and 
roll-out of our sophisticated value manage-
ment toolbox, which aims at strengthening 
our position with customers and increasing 
the net sales value per hl in close cooper-

ation with our customers. In addition, we 
continued the development and roll-out of 
tools to measure the return on marketing 
investment (ROMI). 

These tools have increased the transparency 
and oversight of the Group’s pricing and 
promotional decisions and marketing invest-
ments, and have enabled us to optimise net 
sales per hl and the value gained from sales 
and marketing activities. Consequently, the 
risk has been reduced and is not a part of 
the heat map for 2014.

High risks 2013

Carlsberg Group Annual Report 2013 33Management review  RISK MANAGEMENT



The Carlsberg Group’s Executive 
Committee has identified three 
high risks facing the Group in 
2014. These risks were assessed 
to be placed in the upper-right 
quartile of the risk heat map.

ECONOMIC SLOWDOWN
Description
The economic slowdown of recent years 
continues, particularly in Western Europe. 
But slower growth is also evident in Eastern 
Europe and some Asian countries.

Possible impact
Slower economic growth particularly impacts 
emerging markets, including Eastern Europe, 
where there is a clear correlation between 
GDP growth and growth in beer consump-
tion. However, in the mature markets of 
Western Europe the challenging macroecon-
omy has also had a negative impact on beer 
consumption. Declining or slower growth in 
beer consumption may negatively impact 
the Group’s net revenue and operating profit.

Mitigation
We continuously monitor the macroeconomic 
health of our markets and will continue to 
take actions to reduce the impact of the ad-
verse economic environment. Mitigating fac-
tors and actions include our broad portfolio of 
beer, which caters to different price segments, 
and the active diversification of our portfolio 
outside beer, for example the Somersby cider 
brand. From a cost perspective, we apply a 
systematic and focused approach to allocate 
our resources to fewer things with the highest 
impact. The many efficiency initiatives across 
the business will also reduce the cost base.

IMPLEMENTATION OF BSP1
Description
2013 was the first year of the three-year 
implementation period of the supply chain 
integration and business standardisation 
project (BSP1). The project is a key enabler 
for the transformation of the operating 
model in Western Europe and will lead to 
increased speed, optimised asset utilisa-
tion and improved capabilities. The project 
will yield significant long-term benefits in 
Western Europe.

Possible impact
Rolling out the BSP1 project requires signifi-
cant resources and entails substantial imple-
mentation costs. If the implementation of 
the project or the adoption of the new oper-
ating model fails, this could have a negative 
impact on regional and Group earnings.

Mitigation
In order to reduce the risk of not being able 
to manage the BSP1 implementation and the 
business transformation, a number of activi-
ties are ongoing, including: post go-live  
assessment of ways of working to identify 
issues and create solutions; accumulating and 
adapting to lessons learned from past roll-
outs; securing key resources across the mar-
kets; and, when and if appropriate, reorganising 
the BSP1 teams to ensure clear responsibilities 
at all times during the roll-out period.

IMPACT AND SPEED OF LARGE  
GROUP PROJECTS
Description 
In addition to the BSP1 project, the Carlsberg 
Group is running a number of large structural 
and efficiency projects to reduce the overall 
cost base of the Group. Another large project 
in 2014 will be the integration of the newly 
acquired Chongqing Brewery.

Possible impact
In light of the challenging economic environ-
ment in many of the Group’s markets, the 
structural, efficiency and integration projects 
represent important levers for growing Group 
operating profit. Failure to successfully 
implement the projects therefore represents 
a risk to achieving the Group’s financial 
ambitions.

Mitigation
To ensure the development and implementa-
tion of the large Group projects, they are the 
focus of attention for top management. In 
addition, the Group has adopted a rigid and 
systematic approach to closely monitor and 
track the status of key initiatives, includ-
ing progress versus plan, issues, risks and 
savings. Where relevant, KPIs are linked to 
project performance.

High risks 2014
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Sponsorships:  
it’s all about  
passion

The Carlsberg Group has a 
long tradition of sponsoring 
events and activities that 
can be positively associated 
with our brands and values.

Sponsorships are about the passion 
that connects our brands and values 
with the sponsored events and their 
fans and supporters. They allow us 
to engage and develop relationships 
with consumers who share the same 
passion. The Group’s sponsorships 
range from large global sponsor-
ships to local sponsorships of music 
events, sports clubs and the like.

SUPPORTING BUSINESS GROWTH
There are compelling business 
reasons why sponsorships play an 
important and integral part in the 
Group’s marketing activities. 

Ultimately, sponsorships are about 
growing our business and driving the 
long-term sales of our beer brands. 
They are an effective way of com-
municating with consumers as they 
make brands directly visible to more 
people and help build brand aware-
ness and credibility. 

To fully leverage our sponsorships, our 
markets actively promote and adver-
tise both global and local sponsorships 
in the media, via outlets, at events etc.

CARLSBERG’S LONG-STANDING 
INVOLVEMENT WITH FOOTBALL
Football is and has been part of the 
Carlsberg brand DNA for many years. 
Football is the world’s most popular 
sport, with billions of fans and TV 
viewers all over the globe, and Carls-
berg has become one of the world’s 
biggest football sponsors.

Carlsberg has sponsored all the 
European Football Championships 
since 1988. In 2013, Carlsberg renewed 
its partnership with UEFA and is now 
official sponsor of the 2016 UEFA 
European Championships and the 
European Qualifiers.

In club football, Carlsberg has wide-
ranging partnerships throughout 
Europe and beyond. In early 2013, 
Carlsberg signed a three-year spon-
sorship agreement with the English 
Premier League – the most famous 
football league in the world, not least 
in Asia, with a cumulative audience of 
4.7 billion people – and a three-year 
partnership deal with the Chinese 
Football Association Super League.

TUBORG AND MUSIC
The Tuborg brand has been involved 
with music for years, with its sup-
port ranging from famous festivals 
to a solo guitarist performing in a 
crowded bar. 

Tuborg’s involvement with music 
has become an integral part of the 
modern music world, with the brand 
supporting the best music events and 
festivals in Europe, including Roskilde 
Festival (Denmark), GreenFest (East-
ern Europe), Download Festival and 
Glastonbury (UK) and Exit Festival 
(Serbia; the largest annual music 
festival in Eastern Europe).

BALTIKA SPONSORSHIPS
In late 2012, Carlsberg’s Russian 
brewery, Baltika, and the Kontinental 
Hockey League (KHL) signed a part-
nership agreement for one-and-a-half 
seasons. The deal granted Baltika the 
right to display the KHL Champion-
ship logo on its products and use the 
titles “Official beer of the KHL” and 
“Official Supplier to the KHL”. 

At the 2014 Winter Olympic Games, 
Baltika was the “Official Beer Sup-
plier of the XXII Olympic Winter 
Games of 2014 in the City of Sochi” 
in the beer category. The partnership 
allowed Baltika to use its supplier 
status in marketing communications 
and on product packaging.

These Russian partnerships help 
Baltika to communicate the 
 company’s support of and focus 
on sport, one of the company’s 
social priorities, to Russian media, 
 government and consumers.



Carlsberg aims to maintain an appropriate corporate 
governance framework to ensure active, reliable and 
profitable business management across the Group.

Carlsberg’s Supervisory Board and Executive 
Board constantly strive to ensure that the 
Group’s management structure and control 
systems are appropriate and work satisfac-
torily. A number of internal procedures have 
been developed and are regularly updated in 
order to ensure active, reliable and profitable 
business management.

The basis of the Group’s corporate govern-
ance includes the Danish Companies Act, the 
Danish Financial Statements Act, IFRS, the 
Danish Securities Trading Act, NASDAQ OMX 
Copenhagen A/S’s rules for issuers of shares, 
and the Company’s Articles of Association. 

RECOMMENDATIONS ON CORPORATE 
GOVERNANCE 
The recommendations of the Danish Com-
mittee on Corporate Governance form part  
of NASDAQ OMX Copenhagen A/S’s rules 

for issuers of shares. These recommendations 
were last amended in May 2013 and can be 
found online1. 

As in other European countries, companies 
must either comply with the recommenda-
tions or explain any deviation. 

The Supervisory Board actively uses the 
corporate governance recommendations in rel-
evant areas to optimise the way it works, and 
Carlsberg complies with all recommendations. 

Carlsberg’s statutory report on corporate 
governance includes a full list of the recom-
mendations of the Committee on Corporate 
Governance, together with Carlsberg’s com-
ments with regard to each recommendation; 
see www.carlsberggroup.com/Company/ 
Governance/Pages/UKrecommendations.
aspx.

SHAREHOLDERS AND CAPITAL 
STRUCTURE
Carlsberg aims to provide information and 
opportunities for dialogue to its shareholders 
through regular publication of news, interim 
reports and annual reports, and at General 
Meetings. The Company’s website is continu-
ously updated with published information. 
Regular teleconferences, conferences and 
meetings are also arranged with investors.

The Supervisory Board regularly assesses 
whether the Company’s capital structure 
fulfils the interests of the Group and its 
shareholders. The overall goal is to ensure 
a capital structure that supports long-term 
profitable growth and value creation. The 
Company’s Articles of Association contain  
no limits on ownership or voting rights.

Carlsberg’s share capital is divided into two 
classes. All shares have the same nomi-
nal value (DKK 20). An A share carries 20 
votes, while a B share carries two votes and 
is entitled to a preferential dividend. Both 
classes of shares are listed on NASDAQ OMX 
Copenhagen. The Supervisory Board believes 
that the different share classes, combined 
with the Carlsberg Foundation’s position as 
principal shareholder, have been and will re-
main advantageous for all of the Company’s 
shareholders as this structure supports the 
long-term development of the business. 

THE GENERAL MEETING
The General Meeting is the Company’s 
supreme governing body. The Supervisory 
Board believes that it is important that 
shareholders receive detailed information and 
are provided with an adequate basis for the 
decisions to be made at the General Meeting.

Notice of a General Meeting is published at 
least three weeks prior to the meeting and  
is sent to all shareholders who have provided 
an e-mail address. In 2013, the Company 
sent notices to shareholders who had re-
quested to be notified of General Meetings 
by ordinary mail, but at the same time 
informed the shareholders that this service 
would be discontinued after the Annual  
General Meeting in 2013, as already provided 
for in the Articles of Association. All share-
holders who own shares one week before 
the General Meeting are entitled to partici-
pate in and vote at the General Meeting, 
provided they have requested an admission 
card no later than three days before the 
meeting. Any shareholder is also entitled to 
put forward proposals for consideration at 
the Annual General Meeting to the Super-
visory Board no later than six weeks before 
the date of the meeting. 

Any shareholder who has the right to attend 
the General Meeting may give proxy to the 
Supervisory Board or to somebody else 
attending the General Meeting for each indi-
vidual item on the agenda or vote by letter  
as set out in the notice of the General Meeting.

Minutes of the General Meeting are made 
available on the Company’s website no later 
than two weeks after the meeting.

According to the authorisation of the Gen-
eral Meeting, the Supervisory Board may, 
in the period until 24 March 2015, allow the 
Company to acquire treasury shares up to 
a total holding of 10% of the nominal share 
capital at the price quoted on NASDAQ OMX 
Copenhagen at the time of acquisition with a 
deviation of up to 10%. 
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PROVISIONS GOVERNING ALTERATIONS 
OF THE ARTICLES OF ASSOCIATION
In order to pass a resolution to alter the 
Articles of Association or to dissolve the 
Company that is not proposed or endorsed 
by the Supervisory Board, at least one third 
of the possible number of votes representing 
the total share capital shall be represented at 
the General Meeting and the resolution shall 
be passed by three quarters of both the total 
number of votes cast and of the voting share 
capital represented at the General Meeting. If 
the resolution is proposed or endorsed by the 
Supervisory Board, a qualified majority of 
two thirds of both the total number of votes 
cast and of the voting share capital repre-
sented at the General Meeting is required.

If the prescribed portion of the voting share 
capital is not sufficiently represented at the 
General Meeting but a resolution is nonethe-
less passed, such resolution may be finally 
passed at an Extraordinary General Meeting 
convened by the Supervisory Board within 14 
days of the first General Meeting, irrespective 
of the number of votes represented at the 
Extraordinary General Meeting. In order for 
a resolution not endorsed by the Supervisory 

Board to be passed successfully at this sec-
ond General Meeting, three quarters of both 
the total number of votes cast and of the vot-
ing share capital represented at the General 
Meeting must vote in favour of the resolution.
 
STAKEHOLDERS AND THE COMPANY
Carlsberg aims to develop and maintain  
a good relationship with its stakeholders  
as this is important for the Company’s 
development.

Therefore, the Company has formulated 
policies for a number of key areas, such as 
communications, human resources, envi-
ronment, business ethics, competition law, 
marketing communication and responsibility 
to customers and society in general. One 
element of the Supervisory Board’s work is 
to ensure compliance with and regular ad-
justment of policies to reflect developments 
both inside and outside the Company. The 
Communications Policy and related proce-
dures serve to ensure that information of 
importance to investors, employees, authori-
ties and others is made available to them 
and published in accordance with applicable 
rules and regulations.

Communication with investors and analysts is 
primarily handled by the Company’s Executive 
Board and the Investor Relations department. 

This dialogue includes a comprehensive pro-
gramme of activities and complies with the 
rules of NASDAQ OMX Copenhagen A/S. 
All company announcements are published 
in English and, for the time being, simul-
taneously in Danish, and are distributed 
electronically directly to shareholders and 
others who have requested them immedi-
ately following publication.

Investor presentations are usually made 
available on the Company’s website at the 
same time as the presentations are given.

THE COMPOSITION OF  
THE SUPERVISORY BOARD
The General Meeting elects the Supervisory 
Board. The Supervisory Board currently has 
10 members elected by the General Meeting 
and four members elected by the employees 
in accordance with the Danish Companies 
Act. The Supervisory Board thus has a total 
of 14 members. 

The members elected by the employees 
hold the same rights and obligations as the 
members elected by the General Meeting 
and are elected for a term of four years. 
The current employee representatives were 
elected in 2010. 

The next election will take place in February 
2014, when five employee representatives 
will be elected.

Five of the members elected by the General 
Meeting are affiliated to the Carlsberg Foun-
dation, the Company’s principal shareholder, 
and have an academic background, while 
five members have an international business 
background. This composition ensures appro-
priate diversity and breadth in the members’ 
approach to their duties. The Supervisory 
Board believes that this also helps to ensure 
that decisions are well considered.

According to the Articles of Association, 
the members of the Supervisory Board are 
elected individually and for a term of one 
year. Re-election is possible. Members must 
step down at the first General Meeting after 
they reach the age of 70.

Each year, the Supervisory Board considers  
the skills that should be represented on the 
Supervisory Board on the basis of a recom-
mendation from the Nomination Committee. 
These skills are described in the Specification  
of Competencies, which is posted on www.
carlsberggroup.com. The Nomination Commit-
tee and the Supervisory Board take the descrip-
tion of the required skills into consideration 
when recommending new candidates for the 
Supervisory Board. A description of the com-
position of the Supervisory Board and the indi-
vidual members’ particular competences with 
respect to the work of the Supervisory Board is 
found on page 162 as well as on the Company’s 
website. None of the members of the Super-
visory Board are or have been involved in the 
executive management of the Group.

Prior to recommending candidates for elec-
tion at the General Meeting, the Supervisory 
Board (based on a proposal from the Nomi-
nation Committee) distributes a presentation 
of each candidate’s background, relevant 
competences and any managerial positions or 
positions of responsibility, and the Superviso-
ry Board justifies its recommendations on the 
basis of the recruitment criteria and Specifica-
tion of Competencies it has laid down. 

DIVERSITY
In March 2013, the Supervisory Board adjust-
ed the Company’s objectives for the diversity 
of the Supervisory Board members elected by 
the General Meeting in relation to gender and 
international experience in order to comply 
with new Danish legislation on objectives to 
increase the proportion of the underrepresent-
ed gender on the Supervisory Board.

The new legislation also requires the  
Supervisory Board to decide on a policy  

Carlsberg’s statutory report 
on corporate governance 
includes our comments on 
each recommendation of 
the Committee on Corporate 
Governance.
 www.carlsberggroup.com/company/governance
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to increase the proportion of the underrepre-
sented gender in senior management posi-
tions. The Supervisory Board believes that 
members should be chosen for their overall 
competences. The Supervisory Board also 
recognises the benefits of a diverse Board in 
respect of experience, style, culture, interna-
tional experience and gender. 

On that basis, the Supervisory Board has 
laid down the following objectives in relation 
to gender and international experience:

•  The Supervisory Board’s objective is to 
increase the proportion of the underrepre-
sented gender on the Supervisory Board 
so that it will reach at least 40% of the 
Supervisory Board members elected by 
the General Meeting no later than 2017.

•  Currently, women are underrepresented 
compared to men, both on Carlsberg’s Su-
pervisory Board and in senior management 
positions in the Company. On that basis, the 
Company also has a general aim of increas-
ing the number of women in senior manage-
ment positions in the Company, and the 
Supervisory Board has made a policy for such 
an increase and set out specific action points 
that the Executive Board must implement.

•  With regard to international experience, 
the objective is that 50% or more of the 
Supervisory Board members elected by 
the General Meeting should have substan-
tial international experience from manag-
ing large corporations or institutions.

Objectives regarding the proportion of  
the underrepresented gender on the  
Supervisory Board 
The objective with regard to the proportion 
of the underrepresented gender on the Su-
pervisory Board (40%) applies to the boards 

of all Danish Carlsberg Group companies that 
are required to lay down such objectives. This 
is currently Carlsberg A/S, Carlsberg Brew-
eries A/S, Carlsberg IT A/S and Carlsberg 
Danmark A/S. Currently, three Supervisory 
Board members in Carlsberg A/S elected by 
the General Meeting are women, i.e. 30%. 
Accordingly, the objective with regard to 
gender diversity on the Supervisory Board 
is not yet met with regard to Carlsberg A/S. 
In Carlsberg Breweries A/S, all four Supervi-
sory Board members elected by the General 
Meeting are men. The Board consists of the 
members of the chairmanship and of the 

Executive Board in Carlsberg A/S and it was 
not considered appropriate to change this 
approach in 2013. In Carlsberg IT A/S and 
Carlsberg Danmark A/S respectively, one of 
the three Supervisory Board members is a 
woman, which means that the objective with 
regard to gender diversity can be considered 
fulfilled in these two companies. 

Policy to increase the proportion of  
the underrepresented gender in senior  
management positions
Currently, women are underrepresented 
compared to men in senior management 

positions in the Carlsberg Group as 23% of 
the employees in the defined senior manage-
ment layers are women. Senior manage-
ment is defined as the Executive Committee, 
country CEOs, company management team 
members, vice presidents, directors or simi-
larly high-ranking managers who are head-
ing a function (white collar), managers with 
managerial responsibility, and employees 
who are heading a subfunction (white collar). 
The total number of employees in this group 
at the end of 2013 was 5,145. On the basis of  
a recommendation from the Nomination 
Committee, the Supervisory Board has set 

Somersby is our popular cider brand, available in 40 markets worldwide. Made from fermented fruit juice 
with added juice, sugar and natural flavourings, Somersby caters to a range of tastes. In May 2013, we 
launched the distinctive social media campaign “Project Open-minded”, which encouraged consumers to 
become more open-minded through humorous Somersby “webisodes” on YouTube.
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out a policy to increase the proportion of 
women in senior management positions.  
The relevant action items are as follows:
•  Headhunters must present at least one 

qualified female candidate when recruit-
ing for senior management positions. This 
requirement has been incorporated into 
the Group Recruitment Policy but it is too 
early to judge the impact of the initiative.

•  The Carlsberg Group has a leadership pro-
gramme (ALDP – Accelerated Leadership 
Development Programme) to which qual-
ified employees are appointed once a year. 
The target is to ensure that at least one 
third of the participants in each programme 
are women. In 2013, 35% of the appointed 
participants were women, an increase of 
more than 30% compared to 2012. 

•  Finally, any woman who, based on a 
very strong performance and potential 
rating, including full international mobil-
ity, qualifies to take on a role at CEO or 
management board level in Carlsberg’s 
local subsidiaries and/or in the commercial 
supply chain or finance areas at VP level 
in Carlsberg Group functions/headquarters/ 
regions/Carlsberg Supply Company AG, 
Switzerland, must have a mentor ap-
pointed. The mentor must be a senior 
manager, and the role of the mentor is to 
encourage the strong-performing woman 
to continue to develop her competences 
within management and consider career 
opportunities and promotions (including 
in Carlsberg businesses in other countries). 
All women from this group who received 
a strong performance rating in 2013 
already have a mentor or will have one 
appointed during the first six months of 
2014. Similarly, mentors will be appointed 
for qualifying women in 2014. Group HR is 
considering whether a structured men-

tor guideline should be drawn up, but at 
present the mentor is relatively free to 
decide on how to fulfil the mentor role as 
long as the aim is to encourage women to 
develop management skills and consider 
relevant opportunities and promotions. It 
is expected that the mentor programme 
will increase the number of women who 
decide on a management career in Carls-
berg, but it is too early to judge the actual 
impact of the programme.

Carlsberg wants to be an attractive work-
place for both female and male managers 
where men and women consider that they 
have equal and fair opportunities for promo-
tion to higher managerial positions and that 
their competences can be used in the best 
possible way irrespective of gender.

International experience
The objective regarding the international 
experience of Supervisory Board members  
is met as at least six of the 10 members 
of the Supervisory Board elected by the 
General Meeting can be considered to have 
substantial international experience from 
managing large corporations or institutions 
and all members elected by the General 
Meeting are able to operate in an interna-
tional environment.

THE WORK OF THE SUPERVISORY BOARD
The Supervisory Boards of the Parent 
Company, Carlsberg A/S, and of the other 
companies in the Group ensure that their 
Executive Boards observe the goals, strate-
gies and business procedures established by 
the Supervisory Boards. Information from the 
Executive Boards of the various companies 
is provided systematically at meetings, as 
well as in written and oral reports covering 

areas such as market developments and the 
companies’ performance, profitability and 
financial position.

The Supervisory Board of Carlsberg A/S 
held nine meetings in 2013 and a two-day 
strategy seminar combined with a visit to 
Carlsberg’s supply chain organisation in 
Switzerland. The strategy seminar and six 
of the Supervisory Board meetings were 
attended by all Supervisory Board members. 
The remaining meetings were attended by 
all but one member. According to its Rules 
of Procedure, the Supervisory Board meets 
at least six times a year in addition to an 
annual strategy meeting at which the Com-
pany’s strategy and overall organisation are 
discussed. In between its ordinary meetings, 
the Supervisory Board receives written in-
formation on the Company’s operations and 
financial position. Extraordinary meetings 
are convened if necessary. The Supervisory 
Board decides on major investments and 
divestments, the size and composition of the 
Company’s capital base, long-term obliga-
tions, significant policies, control and audit 
issues, risk management and significant 
operational matters. 

The Supervisory Board’s Rules of Procedure 
set out the procedures for the Executive 
Board’s reporting to the Supervisory Board 
and for any other communication between 
the two bodies. The Rules of Procedure are 
reviewed annually by the Supervisory Board 
and adjusted if required. 

The Chairman and Deputy Chairman of the 
Supervisory Board constitute the Chairman-
ship, which organises meetings of the Super-
visory Board in cooperation with the Exe-
cutive Board. The Chairmanship held eight 

meetings in 2013 and they were all attended 
by both the Chairman and the Deputy Chair-
man. The specific duties of the Chairman 
and – in his absence – the Deputy Chairman 
are set out in the Rules of Procedure.

Each year, the Chairman of the Supervisory 
Board heads a structured evaluation of the 
Board’s work, accomplishments and com-
position in a structured dialogue with each 
Board member. The evaluation is carried out 
in accordance with a written procedure estab-
lished by the Supervisory Board on the basis 
of a recommendation from the Nomination 
Committee and on the basis of a question-
naire with a number of items that the  
Supervisory Board members are to consider 
as part of the evaluation. This evaluation 
also includes the cooperation between the 
Supervisory Board and the Executive Board, 
and the work, accomplishments and compo-
sition of the Executive Board and a session 
without the presence of the Executive Board 
at which its performance is evaluated. 

Finally, the process includes a meeting  
without the presence of the Chairman at 
which the performance of the Chairman  
is discussed. During the evaluation process  
in 2013, the Supervisory Board members 
generally expressed that they were very  
content with the structure and function of 
the Supervisory Board and, in particular,  
with the detailed meeting planning, the 
amount and quality of meeting material  
and the presentation of issues by the Execu-
tive Board and the subsequent open discus-
sions at the Supervisory Board meetings. 

The Supervisory Board also expressed 
content with the focus on risk evaluation, 
strategy and direction-setting during Board 
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discussions. The evaluation process led to a 
short catalogue of ideas for minor changes 
to the way the Supervisory Board works. 
These ideas will be considered and imple-
mented by the Supervisory Board as relevant, 
and some of them have been incorporated 
into the Supervisory Board’s meeting plan 
and procedures for 2014.

The Supervisory Board considers regularly 
– and at least once a year – whether its 
members’ expertise should be updated or 
strengthened with respect to their duties. 
In 2013, this was based on input from the 
Nomination Committee as well as the board 
evaluation process. Carlsberg provides a 
detailed introduction programme to all  
new Supervisory Board members and  
holds relevant courses for all Supervisory 
Board members.

BOARD COMMITTEES
The Audit Committee
In 2013, the Audit Committee consisted of 
four members of the Supervisory Board: Jess 
Søderberg (Chairman), Flemming Besen-
bacher, Richard Burrows and Donna Cordner. 
Jess Søderberg, Richard Burrows and Donna 
Cordner all qualify as being independent of 
the Company and all possess the relevant 
financial expertise. 

The Audit Committee is appointed for one 
year at a time. For 2014, Jess Søderberg, 
Richard Burrows and Donna Cordner have 
been appointed to the Committee, Jess 
Søderberg as Chairman. 

The Audit Committee works according to 
Terms of Reference, which are reviewed and 
approved annually by the Supervisory Board, 
and a detailed annual meeting plan approved 

by the Supervisory Board prior to the begin-
ning of each financial year. The Supervisory 
Board approved the current Terms of Refer-
ence and the Audit Committee meeting plan 
for 2013 at its meeting in December 2012 and 
approved the 2014 meeting plan at its meet-
ing in December 2013. The Terms of Refer-
ence are available on the Company’s website.

In 2013, the Audit Committee held five meet-
ings. All members participated in four of 
the meetings. At one meeting, one member 
was absent. In accordance with its Terms 
of Reference and annual meeting plan, the 
Audit Committee has primarily carried out 
the following work:

a)  Monitored the financial reporting process. 
The presentations to the Audit Committee 
and the Audit Committee’s discussions had 
special focus on management judgements, 
estimates, and changes in accounting 
policies and procedures and the clarity of 
disclosures. In addition, they focused on 
compliance with accounting standards and 
stock exchange and other legal require-
ments related to financial reporting. The 
Audit Committee also discussed the as-
sumptions behind the Company’s full-year 
profit expectations before all releases of 
financial statements. In addition, the Audit 
Committee reviewed the financial personnel 
succession planning.

b)  Monitored the effectiveness of the internal 
control and risk management systems. 
This work included regular updates from 
Group Finance with regard to Carlsberg’s 
financial control framework. The Audit 
Committee reviewed the Company’s 
relevant policies in relation to internal 
control and risk management systems 

and the financial reporting process and 
received reports and presentations from 
Group Finance about the effectiveness of 
these systems as well as the scope, plans 
and status for controls throughout the 
year. The Audit Committee also reviewed 
quarterly reports from Group Internal 
Audit on risk management, including the 
risk management process at Carlsberg 
and the status of risks identified in the 
strategic risk map and heat map. Finally, 
the Audit Committee monitored the devel-
opment and implementation of a global 
expense policy.

c)  Monitored the internal audit function.  
The work included a review and approval 
of internal audit plans and a review of the 
internal audit function. The Audit Com-
mittee was presented with several of the 
tools used by Group Internal Audit in its 
work, including tools to mitigate fraud risk 
in the financial reporting process. 

d)  Monitored the external audit of financial 
reporting and the independence of the 
external audit. The work included discus-
sions regarding audit planning and scope, 
terms of engagement, audit fees and a 
review at each meeting of the external 
auditors’ work and findings. 

In accordance with the Terms of Reference, 
four of the Audit Committee meetings were 
held prior to the approval and announce-
ment of the external financial reporting. 

In addition, and in accordance with the Terms 
of Reference, all minutes and material were 
made available to the Supervisory Board, 
internal and external auditors and the Exe-
cutive Board. The Audit Committee Chairman 

also reported at each Supervisory Board 
meeting on the key findings and conclusions 
from the previous Audit Committee meeting.

At each Audit Committee meeting, the 
Audit Committee examines relevant issues 
with the external auditors and the head of 
Group Internal Audit, and the Committee 
invites other relevant function heads from 
the Carlsberg organisation depending on 
the topics being discussed at the meeting. 
The heads of Group Finance and Group Ac-
counting are usually invited to participate in 
the Audit Committee meetings. In 2013, the 
Audit Committee held regular meetings with 
the external auditors and Group Internal 
Audit as well as with other relevant internal 
function heads without the presence of the 
Executive Board of the Company.

The Nomination Committee
In 2013, the Nomination Committee con-
sisted of three members of the Supervisory 
Board: Flemming Besenbacher (Chairman), 
Jess Søderberg and Kees van der Graaf. 
Jess Søderberg and Kees van der Graaf are 
independent of the Company as defined in 
the recommendations. The Committee held 
three meetings in 2013 and all members at-
tended all meetings. For 2014, Jess Søder-
berg, Kees van der Graaf and Flemming 
Besenbacher have all been reappointed to 
the Committee and Flemming Besenbacher 
is continuing as Chairman.

The Nomination Committee works according 
to Terms of Reference, which are reviewed 
and approved annually by the Supervisory 
Board. The Terms of Reference are avail-
able on the Company’s website. In 2013, the 
Committee’s work included recommendations 
to the Supervisory Board with regard to the 
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Specification of Competencies required for 
the Supervisory Board, including recommend-
ed adjustments to the Company’s objectives 
for diversity at relevant management levels. 

The Committee also considered succession 
planning at Executive Committee, Executive 
Board and Supervisory Board level and consid-
ered the outcome of the Board evaluation and 
made recommendations to the Board. Finally, 
the Nomination Committee advised and made 
recommendations to the Supervisory Board 
with regard to candidates for the Supervisory 
Board and Executive Board, if relevant. 

At the recommendation of the Nomination 
Committee, one new candidate was recom-
mended by the Supervisory Board to the 
Annual General Meeting in March 2013 as  
a new member of the board.

The Remuneration Committee
The Remuneration Committee is described 
as part of the Remuneration report on pages 
43-48.

THE EXECUTIVE BOARD
The Supervisory Board appoints the CEO 
and other members of the Executive Board. 
Led by the CEO, the Executive Board is 
responsible for the preparation and imple-
mentation of strategic plans. 

The Executive Board consists of two persons: 
Jørgen Buhl Rasmussen, President & CEO, 
and Jørn P. Jensen, CFO & Deputy CEO.

The members of the Executive Board are  
not members of the Supervisory Board but 
do attend Supervisory Board meetings.

The Company also has a wider Executive 
Committee, which consists of eight individu-
als in addition to the two Executive Board 
members. The composition of the Executive 
Committee can be seen on page 49.

AUDITING
To safeguard the interests of shareholders 
and the general public, an independent 
auditor is appointed at the Annual General 
Meeting following a recommendation from 
the Supervisory Board based on a proposal 
from the Audit Committee. Before making its 
recommendation, the Supervisory Board un-
dertakes a critical evaluation of the auditor’s 
independence, competence etc. 

The auditor reports any significant findings 
regarding accounting matters and any signifi-
cant internal control deficiencies to the Su-
pervisory Board via the Audit Committee and 
through its written long-form audit reports 
to the Supervisory Board, which are issued 
at least twice a year. The auditor takes part 
in all Audit Committee meetings and at least 
the Supervisory Board meeting at which the 
Annual Report is discussed and approved. 

INTERNAL CONTROL AND RISK 
MANAGEMENT RELATED TO THE 
FINANCIAL REPORTING PROCESS
Overall control environment
The Supervisory Board and the Executive 
Board have overall responsibility for the 
Group’s control environment. The Audit Com-
mittee appointed by the Supervisory Board is 
responsible for monitoring the internal control 
and risk management systems related to the 
financial reporting process on an ongoing basis. 

The Company has a number of policies 
and procedures in key areas of financial 

reporting, including the Finance Manual, the 
Controller Manual, the Chart of Authority, 
the Risk Management Policy, the Treasury 
Policy, the Information Security Policy and 
the Business Ethics Policy. The policies and 
procedures apply to all subsidiaries, and 
similar requirements are set out in collabor-
ation with the partners of the joint ventures. 

The internal control and risk management 
systems are designed to mitigate rather 
than eliminate the risks identified in the 
financial reporting process. Internal controls 
related to the financial reporting process are 
established to mitigate, detect and correct 
material misstatements in the consolidated 
financial statements.  

The monitoring of risk and internal controls 
in relation to the financial reporting process 
are anchored by the reporting of the matur-
ity level of the control environment using 
Carlsberg’s financial control framework.

Risk assessment
The risk assessment process related to the 
risk in relation to the financial reporting 
process is assessed annually and approved 
by the Audit Committee.

The risk related to each accounting process 
and account in the consolidated financial state-
ments is assessed based on quantitative and 
qualitative factors. The associated financial re-
porting risks are identified based on the evalu-
ation of the impact of the risks materialising 
and the likelihood of the risks materialising. 

The identified areas are divided into accounts 
with high, medium or low risk. High-risk 
areas are accounts that include significant 
accounting estimates, including goodwill 

Our Cambodian business delivered strong performance in 2013 driven by market growth  
and effective activation of our local power brand Angkor Beer.
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and special items, and the sales and pur-
chase process. Carlsberg’s financial control 
framework reporting covers relevant Group 
companies and functions to the level where 
high-risk accounts are covered at least 80% 
and medium-risk accounts at least 60%. 
Low-risk accounts are not covered.

Control activities
The Group has implemented a formalised  
financial reporting process for the strategy 
process, budget process, quarterly estimates 
and monthly reporting on actual performance. 
The accounting information reported by all 
Group companies is reviewed both by con-
trollers with regional or functional in-depth 
knowledge of the individual companies/ 
functions and by technical accounting special-
ists. In addition, significant Group companies 
have controllers with extensive commercial 
and/or accounting knowledge and insight.

Based on the risk assessment, the Group has 
established minimum requirements for the 
conducting and documentation of IT and 
manual control activities to mitigate identi-
fied significant financial reporting risks. Carls-
berg’s financial control framework covers 132 
controls relating to 23 accounting processes 
and areas. 

The relevant Group companies and functions 
must ensure that Carlsberg’s financial control 
framework is implemented in their business 
and that individual controls are designed to 
cover the predefined specific risk. The local 
management is responsible for ensuring that 
the internal control activities are performed 
and documented, and is required to report 
the compliance quarterly to the Group’s 
finance organisation.

The entities in the Group are dependent on 
IT systems. Any weaknesses in the system 
controls or IT environment are compensated 
for by manual controls in order to mitigate 
any significant risk relating to the financial 
reporting. This includes the implementation 
of compensating controls during the imple-
mentation of the supply chain integration and 
business standardisation project given that an 
increased number of people will have access 
to systems. Sweden was the first country to 
implement the project in the spring of 2013. 

Information and communication
The Group has established information and 
communication systems to ensure that ac-
counting and internal control compliance 
are established, including a Finance Manual, 
a Controller Manual and internal control 
requirements.

Besides this, the Group has implemented a 
formalised reporting process for reporting 
monthly, quarterly, budget and estimate 
figures from all countries and functions. 

Monitoring
The Audit Committee’s monitoring covers 
both the internal control environment and 
business risk. The monitoring of the internal 
control environment is covered by Carlsberg’s 
financial control framework. The business risk 
is assessed and reviewed at multiple levels in 
the Group, such as periodic review of control 
documentation, controller visits and audits 
performed by Group Internal Audit.

Additionally, business risks are discussed 
and monitored at business review meetings 
between the Executive Committee, regional 
management and local management at which 
potential financial impacts are identified. 

The Audit Committee’s Terms of Reference 
outline its roles and responsibilities concerning 
supervision and monitoring of the internal con-
trol and risk management systems related to 
financial reporting. The monitoring is performed 
on the basis of periodic reporting from the fi-
nance organisation, internal and external audit.

GROUP INTERNAL AUDIT
The Internal Audit department ensures 
objective and independent assessment of the 
adequacy, effectiveness and quality of the 
Group’s internal controls. The head of Group 
Internal Audit reports to the Chairman of 
the Audit Committee. The Audit Committee 
must approve the appointment and potential 
dismissal of the head of Group Internal Audit 
as well as changes to his or her terms. Group 
Internal Audit works in accordance with a 
charter and Terms of Reference approved by 
the Audit Committee.

Group Internal Audit conducts an annual 
review of business risks. On the basis of this 
and input from the Supervisory Board, the 
Audit Committee and senior executives in 
the Group, an audit plan is drawn up for the 
year. The plan is reviewed and approved by 
the Audit Committee and the Supervisory 
Board. Group Internal Audit is responsible 
for planning, executing and reporting on 
the audit performed. The reporting includes 
observations and conclusions, together with 
suggestions for improvements to the internal 
controls in each area audited.

When conducting an audit, Group Internal 
Audit assesses whether the audited entity/
function has well-established accounting 
practices, written policies and procedures in 
all important business areas, and adequate 
internal control procedures. This includes the 

assessment of whether controls in relation to 
key IT systems are satisfactory and whether 
they comply with the IT Policy.

The Carlsberg Group has a whistleblower 
system that enables employees to report 
activities that may involve criminal conduct 
or violations of the Carlsberg Group’s policies 
and guidelines. 

The whistleblower system consists of a web-
site and a hotline set up by an independent 
third party to ensure the highest level of secu-
rity and confidentiality. Reports filed through 
the whistleblower system are handled by a 
few specific employees within Group Internal 
Audit who are charged with the responsibility 
of evaluating any potential violation. Group 
Internal Audit regularly, and at least every 
quarter, reports to the Audit Committee on 
issues reported via the whistleblower system 
and action taken as a result thereof. In 2013, 
26 reports were made to the system. 

Since the establishment of the whistle-
blower system in April 2010, some reports 
and their subsequent investigation have led 
to various disciplinary sanctions for one or 
more employees, including dismissals on the 
basis of violation of Group policies and, in 
some cases, relevant criminal laws. 

Most of these matters related to isolated 
incidents of fraud carried out by individual 
employees in the Group. The incidents have 
not had any material impact on the financial 
results of the Group or the Group company 
in question.
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We want our executives to share our shareholders’ long-
term interests, and the remuneration of the executive 
directors should support this alignment.

Carlsberg established the Remuneration 
Committee in late 2010. In 2012, we under-
took a complete review of the remuneration 
policy and structure for executive directors, 
which resulted in several changes to the 
Remuneration Policy. These changes were 
approved by the shareholders at the Annual 
General Meeting in March 2013. Our princi-
pal aim was to ensure that the Company’s 
executives share our shareholders’ long-term 
performance and value perspective, and that 
their remuneration aligns these interests. 

During 2013, the Committee oversaw the 
implementation of the new policy.

Our continuing policy is to provide a good 
balance between the drivers of performance 
and alignment with shareholders. Our new 
policy does this by tilting the balance  
of executive remuneration towards the  

long term and requiring executives to build 
up a significant shareholding in the Com-
pany by retaining shares that they earn. 

In light of the changes made in 2013, the 
Committee has continued to monitor the 
new arrangements but does not anticipate 
further changes in 2014. 

OUR APPROACH TO REMUNERATION

Carlsberg’s remuneration is designed to 
enable us to recruit and retain individuals 
with the expertise and ability required to 
run a growing international company, and 
to do so in a way that drives our business 
success and rewards executives when 
shareholders are rewarded.

Levels of fixed remuneration are set based 
on individuals’ experience and contribution, 
and in the context of the external market. 
While we do not seek to adhere rigidly 
to market benchmarks, we monitor and 
take into account pay levels and incentive 
opportunities in the principal markets from 
which we recruit: our European brewing 
and spirits peers and the global consumer 
goods sector as well as companies across 
industry sectors in the Nordic region.

Many of our investors – including our 
main shareholder – are long-term holders 
of our shares. We want our executives to 
share their perspective and believe that 
remuneration should align their interests 
accordingly. Recent developments in our 
remuneration have sought to strengthen 
this link by tilting the balance of the  
package to long-term share-based pay 
and requiring that any shares awarded  
be retained for longer. 

The Company’s full Remuneration Policy 
for the Supervisory Board and Executive 
Board and guidelines for incentive pro-
grammes as approved at the Annual 
General Meeting on 21 March 2013 are 
available on the Company’s website. 

MAIN ACTIVITIES IN 2013
During 2013, the main activities of the 
Remuneration Committee were:

•  Considering the achievement of per-
formance criteria for the annual bonus 
plan and approving levels of vesting. 

•  Determining levels of long-term incen-
tive awards for 2013.

•  Considering shareholders’ feedback 
from the 2013 Annual General Meeting.

•  Reviewing fixed salary levels, bonus 
targets and levels of long-term incentive 
awards for 2014. 

•  Evaluating the remuneration of the 
Supervisory Board. 

•  Reviewing the Remuneration Com- 
mittee’s Terms of Reference and its  
effectiveness.

2014 OBJECTIVES
•  Ensuring that senior executives remain 

appropriately compensated and incen-
tivised to deliver on our strategy.

•  Monitoring the workings and outcomes 
of the changes made in 2013 to the 
remuneration structure, which has been 
extended to all senior management.
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THE COMMITTEE’S 
RESPONSIBILITIES

Carlsberg’s Remuneration Committee 
was established by the Supervisory 
Board in late 2010.

The Committee is responsible for 
the Remuneration Policy (including 
the general guidelines for incentive 
programmes) for all members of the 
Supervisory Board and the Executive 
Board, for recommending proposals  
on changes to the Remuneration  
Policy, and for obtaining the approval  
of the Supervisory Board prior to  
seeking shareholders’ approval at  
the Annual General Meeting. 

The Committee is responsible for 
 making proposals to the Supervisory 
Board on the actual structure and 
 content of the remuneration pack-
ages (in accordance with the policy 
approved by the shareholders) of the 
members of the Supervisory Board 
and the Executive Board.

The Committee monitors and advises 
the Super visory Board on any major 
changes to the policy on senior em-
ployee remuneration structures for the 
Group, including for the Executive Com-
mittee. The Committee’s Terms of Refer-
ence, which govern how it operates, are 
approved by the Supervisory Board and 
are available on the Company’s website.

ATTENDANCE AT COMMITTEE 
MEETINGS AND ADVISERS

The CEO, Deputy CEO, Senior Vice Presi-
dent HR and Vice President Compensa-
tion & Benefits are invited to attend 
meetings of the Committee where ap-
propriate but are not present when their 
own remuneration is discussed directly. 

In 2013, the Remuneration Committee 
held four meetings. At three meetings all 
the members participated, while at one 
meeting one member was absent.

New Bridge Street, an Aon Hewitt 
company, is the Committee’s external 
adviser. No other services are provided 
to the Group by Aon Hewitt, and the 
Committee is satisfied as to the inde-
pendence of its advisers.

REMUNERATION POLICY
The main elements of the executive  
directors’ remuneration arrangements  
are summarised in the table below and  
are explained in more detail in the sub-
sequent paragraphs. 

Fixed salary
The Committee reviews fixed salaries an-
nually, taking into account a number of 
relevant factors, including the individual’s 
performance, role and responsibilities. 

The Committee also takes into account 
levels of remuneration for similar roles at 
comparable companies in both the drinks 
and fast moving consumer goods sectors as 
well as companies across industry sectors 
based in the Nordic region. 

Annual bonus
The annual bonus is structured to incentiv-
ise the executive directors to deliver on the 
Group’s short-term strategic objectives. 

For 2014, the potential maximum bonus will 
remain at 100% of fixed salary with 60% of 
fixed salary payable for on-target perform-
ance. A scorecard of performance measures  
is used to assess performance. 

The determination of the final bonus is sub-
ject to the discretion of the Committee and 
the Supervisory Board, taking into account  
the overall performance of the business. 

The measures used in the scorecard for the 
2014 annual bonus are operating profit, free 
cash flow, net profit and growth in market 
share; these are the same measures that were 
applied for 2013.

Long-term incentive arrangements
Award levels and types of award
The long-term incentive arrangements for 
the executive directors currently comprise 
two types of award:
•  Share options, which vest after three years 

subject to continued employment. 
•  Performance shares, which vest over three 

years subject to the performance condition. 

The maximum combined value of awards 
that can be made in any one financial year  
is 200% of fixed salary (calculated in accord-
ance with International Financial Reporting 
Standards (IFRS) at the date of grant). 

This level was increased in 2013 (100% prior 
to 2013), and whilst the Committee has not 
granted at this level to date and does not  
intend to grant at the maximum level in the 
near future, it wishes to have the flexibility  
to do so if it deems higher awards to be  
appropriate in future years.

Each year, the Committee determines the 
total level of long-term incentive award to 
be made to each executive director and how 
much of that award will be made using per-
formance shares and how much using share 
options. All long-term incentive awards are 
made at the discretion of the Committee.

COMMITTEE MEMBERS1 

Richard Burrows (Chairman)
Jess Søderberg
Flemming Besenbacher
Kees van der Graaf
Elisabeth Fleuriot

1  Richard Burrows, Jess Søderberg, Kees van der 
Graaf and Elisabeth Fleuriot are independent 
of the Company as defined in the recommen-
dations of the Danish Committee on Corporate 
Governance.
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Element  
of pay Objective Award level Performance criteria Perfomance period

Fixed  
salary

Attract and retain high-performing individu-
als by reflecting market value of role and 
executive’s skills and experience. Reward 
day-to-day performance. Set at a level to 
prevent over-reliance on variable pay.

Takes into account the market rate for similar  
roles in international comparator companies as  
well as the skills and experience of the executive.

No performance criteria per se, but the performance  
of the individual is taken into account when fixed salary 
levels are reviewed.

N/A

Benefits Operate a competitive benefits suite  
to aid recruitment and retention.

Perquisites and other benefits corresponding  
to market practices.

N/A N/A

Pension Executives make their own provision  
for retirement.

N/A N/A N/A

Annual  
bonus plan

Drive and reward delivery of short-term 
business objectives.

Maximum bonus opportunity is 100% of fixed salary. 
Bonus opportunity at target is 60% of fixed salary.

EBIT, free cash flow, net profit, growth  
in market share. 

1 year

Long-term 
incentive 
plan

Drive and reward longer-term business 
objectives. Maximise alignment with  
shareholder value.

The maximum level of long-term incentive awards  
is 200% of fixed salary based on the fair value  
of an award at the date of grant. However, actual 
awards in 2013 were below the permitted maximum.

For share options, inherent share price  
growth target.
 
For performance share awards:
•  Relative total shareholder return (TSR)  

(40% of the award).
•   Growth in adjusted EPS (30% of the award).
•  Organic growth in market share  

(20% of the award).
• CSR target (10% of the award).

Options exercisable between 3rd and 8th anniver-
sary of grant. Performance period for performance 
shares: 3 years. 

REMUNERATION POLICY

Performance shares  
The vesting of any performance shares  
is subject to achievement of performance 
conditions determined by the Committee 
prior to the date of grant and measured  
over a three-year period. 

The performance conditions further increase 
and support alignment between the executive 
directors’ reward and the long-term Group 
strategy and shareholder value. In order for 
any award (or part of an award) to vest, the 
Committee must be satisfied that underlying 
Group performance is at a satisfactory level. 

Measure Weighting Performance condition and period

Relative total shareholder return (TSR)
TSR measures the total return to investors.

Carlsberg’s TSR performance will be measured relative  
to a comparator group of 18 companies 1. 

40% •  Measured over 3 years from date of grant. 
•  25% of TSR element vests if Carlsberg’s TSR performance is at median of peer group1.
•  100% vests for upper-quartile performance. 
•  Straight-line vesting between median and upper quartile. 

Adjusted EPS growth
Adjusted EPS growth targets measure the Group’s  
underlying financial success.

30% •  Measured over 3 financial years.
•  25% of the adjusted EPS element vests for 6% p.a. growth. 
•  100% vests for 11% p.a. growth.
•  Straight-line vesting between 6% p.a. and 11% p.a.

Organic growth in market share 
Growth in market share supports Carlsberg’s strategic  
aim to be the fastest growing global beer company.

20% •  Measured over 3 financial years.
•  Account taken of the majority of the Group’s markets, weighted by volume. 

Corporate social responsibility 
Carlsberg has long held itself to high standards  
of corporate social performance.

10% •  Measurement of CSR (environment, consumers, employees, communities  
and other stakeholders) for our major markets.

1  TSR comparator group: Anheuser-Busch Inbev, Asahi Group Holdings, Beam, Britvic, Brown-Forman ‘B’, Coca-Cola, Davide Campari-Milano, Diageo, Dr Pepper Snapple, 
Heineken, Kirin Holdings, Molson Coors Brewing ‘B’, Monster Beverage, PepsiCo, Pernod Ricard, Rémy Cointreau, SAB Miller, Sapporo Holdings.

PERFORMANCE CONDITIONS FOR PERFORMANCE SHARES 
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Reclaiming variable pay
In the event of serious misconduct, or if an 
annual bonus or long-term incentive award is 
made on the basis of accounts that prove to 
be materially misstated, the Company may 
reclaim, in full or in part, any overpayment 
from annual bonus, or cancel or withdraw 
unexercised or unvested long-term incentive 
awards in respect of the executive directors.

Share ownership guidelines
In order to strengthen the alignment between 
the executive directors and shareholders, the 
Committee has introduced shareholding guide-
lines for the executives. These are required to 
retain shares on the vesting of long-term incen-
tive awards (subject to disposals required to 
meet any tax and other associated obligations). 

The CEO is expected to build up a holding 
of shares equivalent to 150% of fixed salary, 
and the Deputy CEO/CFO a holding equiv-
alent to 120% of fixed salary.

Executive directors’ service contracts
Service contracts for executive directors  
contain terms and conditions that are  
considered common to executive board 
members in Danish listed companies. 

Remuneration of the Supervisory Board
The remuneration of the Supervisory Board 
for 2013 was approved by the Annual Gen-
eral Meeting in March 2013.

The members of the Supervisory Board of 
Carlsberg A/S are remunerated for duties 
performed in the Company.  

The fees are reviewed, but not necessarily 
increased, annually after taking into account 
market practice with reference to an interna-
tional comparator group as well as the need 
to attract and retain high-calibre individuals. 
Members of the Supervisory Board are not 
included in share incentive programmes, 
retirement benefit plans or other schemes.  

SUPERVISORY BOARD REMUNERATION 
PRINCIPLES

Base fee  
(DKK

thousand)

Additional 
fee (as % of 

base fee)

All Supervisory Board  
members 400

Chairman of  
Supervisory Board 100%

Deputy Chairman of  
Supervisory Board 50%

Chairman of Audit  
Committee 75%

Chairman of Remuneration 
Committee/Chairman of 
Nomination Committee 50%

Member of Board  
Committee (per Committee) 38%

SHARE OWNERSHIP GUIDELINES

Share 
owner-

ship 
guideline 

as % 
of fixed 

salary

Actual 
% held 

at 31 
Dec. 

2013

Unvested  
options and per-
formance shares 

as % of fixed 
salary (prior to  

deductions  
for tax and inci-

dental costs)

Jørgen Buhl  
Rasmussen 150% 56% 418%

Jørn P.  
Jensen 120% 45% 484%

No agreements have been entered into  
concerning termination benefits, and no  
such payments were made in 2013.

REMUNERATION FOR 2013
This section sets out how Carlsberg’s  
Remuneration Policy was implemented  
during the 2013 financial year. 

Specific detail is provided regarding the dif-
ferent elements of pay that the Supervisory 
Board and executive directors received and 
how those amounts were calculated. 

Remuneration of executive directors 
The actual fixed salaries paid in 2013 were 
DKK 11.0m to Jørgen Buhl Rasmussen and 
DKK 9.5m to Jørn P. Jensen.

Fixed salary
In 2014, the Committee and the Supervisory 
Board decided to increase the executive direct-
ors’ fixed salaries by 2% with effect from 2014.

Jørgen Buhl 
Rasmussen

Jørn P.  
Jensen

DKK million 2013 2012 2013 2012

Fixed salary 11.0 10.5 9.5 9.1

Cash bonus 4.7 6.3 4.1 5.5

Non-monetary 
benefits 0.3 0.3 0.3 0.3

Share-based 
payment 8.6 5.7 7.3 5.4

Total 24.6 22.8 21.2 20.3

REMUNERATION OF EXECUTIVE DIRECTORS

Annual bonus
For the financial year 2013, the bonus tar-
gets were met and, as a result, 43% of the 
maximum bonus, being 43% of fixed salary, 
is payable for performance in 2013. The 
actual amounts of bonus payable equate 
to DKK 4.7m and DKK 4.1m for Jørgen Buhl 
Rasmussen and Jørn P. Jensen respectively. 

Long-term incentive awards 
Granted in 2013.   In the financial year 2013, 
the CEO and CFO were awarded long-term 
incentive awards that, at the time of award, 
had a fair value of 150% and 120% of fixed 
salary respectively. These awards were com-
prised as follows:

Vested in 2013.   In February 2013, the op-
tions granted to the CEO and CFO in 2010 
vested and became exercisable with 15,000 
shares each. 

Performance 
shares

Share  
options

CEO (150% of 
total salary) 75% 75%

CFO (120% of 
total salary) 45% 75%

LONG-TERM INCENTIVE AWARDS  
GRANTED IN 2013
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Shareholdings.   The number of shares, share 
options and performance shares in Carlsberg 
A/S held by the executive directors at the 

EXECUTIVE DIRECTORS’ HOLDINGS OF CARLSBERG A/S SHARES1

Number DKK million

 
1 Jan.  
2013 Additions Sold 

31 Dec. 
2013

Market 
value 

Jørgen Buhl  
Rasmussen B shares 8,486 1,775 - 10,261  6.16 

Jørn P. Jensen A shares 400 - - -  0.25 

Jørn P. Jensen B shares 3,116 12,388 -8,750 6,754 4.05

Executive  
directors, total 12,002 14,163 -8,750 17,015 10.46

1  The holdings also include the holdings of the related parties of the executive directors. Neither of the executive 
directors owns shares or bonds in any of the subsidiaries or associated companies of Carlsberg A/S.

SHARE OPTIONS Number
DKK  

million

Grant year Exercise year
1 Jan.  
2013 Granted Exercised

31 Dec.  
2013

For exercise  
31 Dec.

Fair value
31 Dec.

Jørgen Buhl Rasmussen

2007 2010-2015 12,388 - - 12,388 12,388 2

2008 2011-2016 44,776 - - 44,776 44,776 7

2009 2012-2017 30,000 - - 30,000 30,000 11

2010 2013-2018 15,000 - - 15,000 15,000 3

2011 2014-2019 30,000 - - 30,000 - 4

2012 2015-2020 69,500 - - 69,500 - 15

2013 2016-2021 49,000 - 49,000 - 8

Total 201,664 49,000 - 250,664 102,164 50

Jørn P. Jensen

2005 2008-2013 12,388 - -12,388 - - -

2006 2009-2014 12,388 - - 12,388 12,388 4

2007 2010-2015 12,388 - - 12,388 12,388 2

2008 2011-2016 44,776 - - 44,776 44,776 7

2009 2012-2017 30,000 - - 30,000 30,000 11

2010 2013-2018 15,000 - - 15,000 15,000 3

2011 2014-2019 30,000 - - 30,000 - 4

2012 2015-2020 62,000 - - 62,000 - 13

2013 2016-2021 42,000 42,000 - 7

Total 218,940 42,000 -12,388 248,552 114,552 51
Executive directors, total 420,604 91,000 -12,388 499,216 216,716 101

PERFORMANCE SHARES

Jørgen Buhl Rasmussen

2013-2015 2016 - 29,694 - 29,694 - 9

Total - 29,694 - 29,694 - 9

Jørn P. Jensen

2013-2015 2016 - 15,441 - 15,441 - 5

Total - 15,441 - 15,441 - 5
Executive directors, total - 45,135 - 45,135 - 14

EXECUTIVE DIRECTORS’ GRANTED SHARE OPTIONS AND PERFORMANCE SHARESbeginning of the financial year and move-
ments to 31 December 2013 are shown in  
the tables. 
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DKK million 2013 2012

Flemming Besenbacher (Chairman of the Supervisory Board  
and of the Nomination Committee) 1.30 1.08

Povl Krogsgaard-Larsen (former Chairman of the Supervisory Board  
and of the Nomination Committee) - 0.33

Jess Søderberg (Deputy Chairman, Chairman of the Audit Committee) 1.20 1.20

Richard Burrows (Chairman of the Remuneration Committee) 0.75 0.75

Donna Cordner 0.55 0.30

Elisabeth Fleuriot 0.55 0.30

Kees van der Graaf 0.70 0.70

Niels Kærgård 0.10 0.40

Søren-Peter Fuchs Olesen 0.40 0.30

Nina Smith 0.31 -           

Lars Stemmerik 0.40 0.40

Per Øhrgaard 0.40 0.40

Hans Andersen 0.40 0.40

Thomas Knudsen 0.40 0.40

Bent Ole Petersen 0.40 0.40

Peter Petersen 0.40 0.40

Total 8.26 7.76

REMUNERATION OF THE SUPERVISORY BOARD

Number DKK million

1 Jan. 2013 Additions Sold 31 Dec. 2013 Market value 

Flemming Besenbacher B shares 1,250 600 - 1,850 1.11

Jess Søderberg B shares 6,900 - - 6,900 4.14

Richard Burrows B shares 1,540 500 - 2,040 1.22

Donna Cordner B shares - - - - -

Elisabeth Fleuriot B shares - - - - -

Kees van der Graaf B shares 950 - - 950 0.57

Søren-Peter Fuchs Olesen B shares 252 200 - 452 0.27  

Nina Smith B shares - - - - -

Lars Stemmerik B shares - - - -  -  

Per Øhrgaard B shares 2,401 - - 2,401 1.44

Hans Andersen B shares 1 - - 1 0.00

Thomas Knudsen B shares 27 - - 27 0.02

Bent Ole Petersen B shares 54 - - 54 0.03

Peter Petersen B shares - - - -  -  

Supervisory Board, total 13,375 1,300 - 14,675 8.80

THE SUPERVISORY BOARD’S HOLDINGS OF CARLSBERG A/S SHARES1

Remuneration of the Supervisory Board 
The fees for the Supervisory Board members 
for the financial year 2013 are set out below. 

The number of shares in Carlsberg A/S held 
by the Supervisory Board members at the be-
ginning of the financial year and movements 
to 31 December 2013 are also shown here.

1  The holdings also include the holdings of the related parties of the Supervisory Board. No members of the 
Supervisory Board own shares or bonds in any of the subsidiaries or associated companies of Carlsberg A/S.
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The role of the Executive Committee  
is to drive the Group’s strategic  
development and ensure alignment  
and clear objectives across the Group.

JØRN P. JENSEN
Deputy CEO since 2007, CFO since 
2004. Appointed to the Executive 
Board of Carlsberg A/S in 2000.

Chairman, Deputy Chairman or 
member of the Supervisory Boards 
of Carlsberg Group companies. 
Member of the Supervisory Boards 
of Danske Bank A/S and DONG 
Energy A/S and of the Committee  
on Corporate Governance in 
Denmark. Prior to joining Carlsberg, 
Jørn held senior managerial positions 
in, among others, Nilfisk Advance 
A/S and Foss Electric A/S.

JØRGEN BUHL RASMUSSEN
President & CEO since 2007. 
Appointed to the Executive Board  
of Carlsberg A/S in 2006.

Chairman, Deputy Chairman or 
member of the Supervisory Boards 
of Carlsberg Group companies. 
Member of the Supervisory Board 
of Novozymes A/S. Prior to joining 
Carlsberg, Jørgen held senior mana-
gerial positions covering Western, 
Central and Eastern Europe, the 
Middle East, Africa and Asia in 
several global FMCG companies, 
including Gillette Group, Duracell, 
Mars and Unilever.

JØRN TOLSTRUP ROHDE
Senior Vice President, Western 
Europe since 2012 (Northern Europe 
since 2009).

Chairman, Deputy Chairman or 
member of the Supervisory Boards 
of Carlsberg Group companies.
Jørn joined Carlsberg in 2004 to 
initiate the ComEx project and 
was appointed CEO of Carlsberg 
Danmark in the same year. From 
2007 to 2009, he was President & 
CEO of 3C Groups A/S. He has also 
held senior managerial positions 
in, among others, Orkla Group and 
Sara Lee.

CHRISTOPHER WARMOTH
Senior Vice President, Asia  
since 2014.

Chris joined Carlsberg in January 
2014 from H.J. Heinz, where he 
held various senior positions in 
Continental/Eastern Europe and 
the Far East. Most recently, he was 
Executive VP for Asia Pacific, Middle 
East and Africa. Prior to joining Heinz, 
Chris worked for The Coca-Cola 
Company and for Procter & Gamble. 
Chris is based in Hong Kong.

CLAUDIA SCHLOSSBERGER
Senior Vice President, Group HR 
since 2012.

Claudia joined Carlsberg in 2012. She 
was previously Chief HR Officer with 
the Metro Group and Metro Cash & 
Carry. Prior to that, she held various 
senior HR leadership positions across 
Daimler Benz, where she started in 
marketing and sales in 1982, having 
worked in Russia and India.

KHALIL YOUNES
Senior Vice President, Group Sales, 
Marketing & Innovation since 2009.

Khalil joined Carlsberg after 15 years 
with The Coca-Cola Company, where 
his last position was Vice President of 
Global Juice Marketing. Prior to that, 
he held several positions in global 
brand stewardship, country general 
management and regional marketing 
leadership around the world. Khalil 
started his career with Procter & 
Gamble in France.

BENGT ERLANDSSON
Senior Vice President, Group 
Procurement since 2011.

Bengt joined Carlsberg in 2007 as 
head of Carlsberg Group Procurement. 
Before joining Carlsberg, he worked 
for IKEA for 28 years, mostly within 
procurement. His last position was as 
head of IKEA Indirect Material & Ser-
vices. Bengt is based in Switzerland.

DR ISAAC SHEPS
Senior Vice President, Eastern 
Europe since 2011.

President of Baltika Breweries since 
2011. Isaac joined Carlsberg in 2004, 
when he was appointed Chairman 
of the Board of Directors in Bulgaria, 
Serbia and Croatia. He has been 
CEO of Carlsberg Srbija, Carlsberg 
South East Europe and Carlsberg 
UK. Prior to joining Carlsberg, Isaac 
held senior management positions in 
the brewing, electronic and electro-
optic industries. He holds a PhD in 
economics and is an expert member 
of the ISO technical committee TC 
176, responsible for preparing the ISO 
9000 family of standards. Isaac is 
based in St Petersburg.

ANNE-MARIE SKOV
Senior Vice President, Group 
Corporate Affairs since 2004.

Responsible for Carlsberg’s corporate 
communication activities, including 
investor and media relations, and the 
CSR unit. Member of the Supervisory 
Boards of BSR, WWF Denmark and 
the Tuborg Foundation. Prior to join-
ing Carlsberg, Anne-Marie worked 
for the Novo Group, most recently 
as Vice President and member 
of the Executive Management of 
Novozymes A/S.

PETER ERNSTING
Senior Vice President, Group Supply 
Chain since 2011.

Member of the Supervisory Board 
of Accell Group N.V., Netherlands. 
Peter joined Carlsberg in 2011 from 
Unilever, where he was Chairman of 
the Unilever Supply Chain Company 
AG, leading the total end-to-end 
supply chain of Unilever in Europe. 
Prior to that, he managed Unilever’s 
supply chain in Asia and Russia. 
Peter is based in Switzerland.

EXECUTIVE DIRECTORS
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of 2013, the market value of the Company’s 
shares was DKK 92.4bn, compared to DKK 
85.4bn at the end of 2012.

SHAREHOLDERS
At 31 December 2013, the Company’s largest 
shareholder was the Carlsberg Foundation, 
holding 30% of the share capital and 75%  
of the votes. In accordance with section 29
of the Danish Securities Trading Act, Oppen-
heimerFunds, Inc. has notified Carlsberg
that it too owns more than 5% of the share
capital. In addition, Massachusetts Financial 
Services Company has notified Carlsberg  
that it holds more than 5% of the B shares  
in Carlsberg A/S.

At the end of 2013, Carlsberg had approximate-
ly 52,000 registered shareholders, together 
holding a nominal capital of DKK 2,861m,  
corresponding to 94% of the share capital.

INVESTOR RELATIONS
Carlsberg aims to give investors and analysts 
the best possible insight into factors consid-
ered relevant for ensuring efficient and fair 

ican Depository Receipt) programme with 
the Bank of New York Mellon. The ADRs 
trade over-the-counter in the USA under the 
symbol CABGY. More information on the 
ADR programme is available on the Carlsberg 
Group’s investor website.

In addition to NASDAQ OMX Copenhagen, 
the Carlsberg shares are also traded on a 
number of other equity exchanges, including 
BATS Chi-X. In 2013, 63% of the trading in 
the Carlsberg B share took place on NASDAQ 
OMX Copenhagen. 

In 2013, the Carlsberg B share gained 8% 
and ended the year at DKK 600. At the end 

Carlsberg’s shares are listed on NASDAQ 
OMX Copenhagen in two classes: Carlsberg 
A and Carlsberg B. Each A share carries 20 
votes, while each B share carries two votes 
and is entitled to a preferential dividend. The 
B share is included in NASDAQ OMX Nordic 
Large Cap and OMXC20 blue-chip indices. 
NASDAQ OMX Nordic also operates sector 
indices in accordance with the Global Industry 
Classification Standard, and here the Carls-
berg A and B shares are included in the Food 
& Beverage and Consumer Goods indices.

As a supplement to Carlsberg’s listing on 
NASDAQ OMX Copenhagen, Carlsberg has 
established a sponsored level 1 ADR (Amer-

pricing of Carlsberg’s shares. This is achieved 
through the quality, consistency and continu-
ity of the information provided by Carlsberg 
to the market. 

As part of its investor relations work, Carls-
berg maintains an active dialogue with equity 
and credit analysts, and with existing and po-
tential shareholders, including domestic and 
international institutional investors as well as 
private investors. The Group’s Investor Rela-
tions department handles day-to-day contact 
with analysts and investors. As part of the 
ongoing IR activities, in 2013 Carlsberg held 
investor and analyst meetings in a number of 
cities across Europe, North America and Asia. 

Carlsberg’s investor website includes both 
current and historical information about 
the Company and its shares and bonds, 
including company announcements, share 
prices, investor presentations, webcasts and 
transcripts, financial calendar, quarterly 
financial statements, historical financial data 
and annual reports. A free service allows 
subscribers to receive instant e-mail alerts 

Carlsberg aims to create the best conditions  
to ensure efficient and fair pricing of its shares 
by providing balanced and open information to 
the stock market.

The Annual General Meeting 
of Carlsberg A/S will be held 
on Thursday 20 March 2014 
at Tap 1, Ny Carlsberg Vej 91, 
Copenhagen. 

FINANCIAL CALENDAR 2014 SHAREHOLDERS (FREE FLOAT)

%
End- 
2013

End- 
2012

End- 
2011

DK 20 21 22

USA 34 28 29

UK 20 22 20

Other 26 29 29

20 March Annual General Meeting

Quarterly financial statements

7 May Interim results – Q1

20 August Interim results – Q2

10 November Interim results – Q3
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when Carlsberg publishes new information. 
In addition, Carlsberg maintains an Investor 
Relations iPad app featuring latest news, 
financial and annual reports, financial pre-
sentations and magazines.

A total of 40 analysts had coverage of 
Carlsberg at the end of 2013, 10 of them 
based in Denmark. A list of analysts cover-
ing Carlsberg, their recommendations and 
consensus estimates can also be found on 
the investor website. 

Carlsberg’s communication with investors, 
analysts and the press is subject to special 
limitations during a four-week period prior 
to the publication of its annual reports and 
financial statements.

REGISTRATION AND SHARE REGISTER
Shares can be registered in the name of the 
shareholder by contacting the depository 
bank. Registered shareholders may receive  
financial statements, annual reports and 
other shareholder publications automatically. 
All registered shareholders are invited to at-
tend Carlsberg’s Annual General Meetings.

Carlsberg’s share register is managed by
VP Securities A/S, Weidekampsgade 14,
2300 Copenhagen S, Denmark.

CONTACT INVESTOR RELATIONS
VP Peter Kondrup +45 3327 1221
Director Iben Steiness +45 3327 1232
investor@carlsberg.com

18.02.2013 Financial statement as at 31 December 2012

25.02.2013 Trading suspension of Chongqing Brewery Co., Ltd

26.02.2013 Annual Report 2012

27.02.2013 Notice to convene the Annual General Meeting

04.03.2013 An important step forward in China

21.03.2013 Carlsberg A/S – Annual General Meeting – Summary

08.04.2013 Change in classification of listing fees in Russia

07.05.2013 Financial statement as at 31 March 2013

21.08.2013 Financial statement as at 30 June 2013

25.10.2013 Amendment to the Charter of the Carlsberg Foundation and new dividend policy

28.10.2013 Clarification of Chairman’s quote in a Danish paper

13.11.2013 Financial statement as at 30 September 2013

11.12.2013 Completion of Carlsberg’s partial takeover offer for Chongqing Brewery Company

30.12.2013 Carlsberg announces acquisition of Chongqing Beer Group Assets Management Co. Ltd

COMPANY ANNOUNCEMENTS

Share class A B Total

Number of shares 33,699,252 118,857,554 152,556,806

Carlsberg Foundation 32,882,088 13,381,884 46,263,972

Votes per share 20 2

Par value DKK 20 DKK 20

ISIN DK001018167-6 DK001018175-9

Bloomberg CARLA DC CARLB DC

Reuters CARCa.CO CARCb.CO

Share price at year-end DKK 625.0 DKK 600.0

Proposed dividend per share DKK 8.0 DKK 8.0

SHARE INFORMATION

Download a comprehensive 
presentation of the Carlsberg 
Group.
 www.carlsberggroup.com/investor/downloadcentre
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INCOME STATEMENT
In 2013, the Group’s net revenue was flat ver-
sus 2012. Organic growth was 1% as a result 
of total beverage volume at -1% and price/
mix at 2%. The impact from currencies was 
-3% and the net acquisition impact +2%. The 
negative currency impact was mainly due to 
weaker currencies in Russia, Malawi, Nor-
way, the UK and several Asian countries. 

Cost of goods sold per hl declined slightly in 
reported terms, while organically it increased 
by approximately 1%. Due to the positive 
price/mix, gross profit per hl grew organically 
by approximately 5%. Reported total gross 
profit was up 1%, leading to a gross margin 
improvement of 40bp to 49.5%.

Marketing, sales and distribution expenses 
were DKK 18,717m, slightly down on 2012. 
Administrative expenses were impacted by 

BSP1-related costs of approximately DKK 
350m and amounted to DKK 4,502m, which 
was an increase of DKK 317m compared to 
2012. Other operating activities, net were 
DKK 17m (DKK 145m in 2012). Total operat-
ing expenses thus increased by 1%. Exclud-
ing BSP1-related costs, they declined by 1%, 
driven by tight cost control in all areas. The 
Group’s share of profit after tax in associates 
was DKK 116m (DKK 108m in 2012).

Consequently, reported operating profit grew 
1% to DKK 9,844m, while organic growth 
was 5%. Adjusted for the BSP1-related costs 
and the French stocking movements, organic 
operating profit growth was 11%.
 
All three regions delivered organic operating 
profit growth, with particularly strong growth 
in Asia. Reported operating margin increased 
by 10bp to 14.8%.

The Group’s business is highly seasonal in nature, generating close 
to 70% of operating profit during the peak summer months of the 
second and third quarters, while approximately 25% of operating 
profit is generated in the fourth quarter. More details on the Group’s 
operating activities are included in section 1 in the consolidated 
financial statements.

2012 2013

DKK million Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Net revenue

Western Europe 7,524 10,667 10,361 9,175 7,767 10,764 10,939 9,326

Eastern Europe 2,951 6,266 5,805 4,480 2,902 6,245 4,598 3,966

Asia 2,261 2,379 2,389 2,085 2,555 2,608 2,392 2,319

Not allocated 39 24 32 30 54 23 44 50

Beverages, total 12,775 19,336 18,587 15,770 13,278 19,640 17,973 15,661
Other activities - - - - - - - -

Total 12,775 19,336 18,587 15,770 13,278 19,640 17,973 15,661

Operating profit before special items

Western Europe 477 1,799 1,807 1,038 426 1,737 2,014 1,092

Eastern Europe 19 1,509 1,600 1,174 83 1,608 1,297 1,139

Asia 433 431 502 319 493 493 493 442

Not allocated -332 -238 -286 -343 -290 -377 -352 -316

Beverages, total 597 3,501 3,623 2,188 712 3,461 3,452 2,357
Other activities -23 -30 -27 -36 -51 -26 -26 -35

Total 574 3,471 3,596 2,152 661 3,435 3,426 2,322

Special items, net -48 1,445 -6 -1,306 -60 -93 -45 -268

Financial items, net -467 -411 -442 -452 -360 -414 -295 -464

Profit before tax 59 4,505 3,148 394 241 2,928 3,086 1,590
Corporation tax -15 -974 -787 -85 -60 -732 -765 -337

Consolidated profit 44 3,531 2,361 309 181 2,196 2,321 1,253

Attributable to

Non-controlling interests 120 176 225 117 119 122 113 126

Shareholders in Carlsberg A/S -76 3,355 2,136 192 62 2,074 2,208 1,127

SEGMENT REPORTING BY QUARTER

Net special items (pre-tax) include costs 
related to restructuring measures across 
the Group and amounted to DKK -466m 
against DKK 85m in 2012. In 2012, special 
items were positively impacted by DKK 
1.7bn related to the sale of the Copenhagen 
brewery site. A specification of special items 
is included in section 3 in the consolidated 
financial statements.

Net financial items were positively impacted 
by lower average funding costs and amounted 
to DKK -1,533m against DKK -1,772m in 2012. 
Net interest costs were DKK -1,419m com-
pared to DKK -1,560m in 2012, and other net 
financial items were DKK -114m against DKK 
-212m last year. 

Carlsberg Group Annual Report 2013 52Management review  FINANCIAL REVIEW



Current and historical 
quarterly financial data  
are available in Excel.
www.carlsberggroup.com/investor/financials

Tax totalled DKK -1,894m against DKK 
-1,861m in 2012. The tax rate was 24.1%.

Non-controlling interests were DKK 480m, 
a decrease of DKK 158m versus 2012 (DKK 
638m) due to the exclusion of non-control-
ling interests in Baltika Breweries following 
the buyout of minority shareholders in 2012.
 
Carlsberg’s share of net profit was DKK 
5,471m. Adjusted net profit (adjusted for 
special items after tax) was DKK 5,795m 
compared to DKK 5,504m in 2012.

STATEMENT OF FINANCIAL POSITION
At 31 December 2013, Carlsberg had total  
assets of DKK 151.1bn against DKK 154.0bn 
at 31 December 2012. 

Assets
Intangible assets were DKK 91.9bn (DKK 
91.2bn at 31 December 2012). The increase  
of DKK 0.7bn was mainly due to acquisition 
of entities offset by foreign exchange adjust-
ments, primarily related to Russia. 

Property, plant and equipment increased to 
DKK 33.5bn against DKK 32.0bn at 31 De-

cember 2012, primarily impacted by higher 
CapEx and net foreign exchange adjust-
ments, primarily related to Russia.

Financial assets declined by DKK 4.0bn  
to DKK 5.6bn due to the change in the  
accounting for Chongqing Brewery Group 
(now fully consolidated).

Inventories and receivables amounted 
to DKK 12.7bn (DKK 12.4bn in 2012). The 
change was driven by the acquisition of 
Chongqing Brewery Group.

Other receivables etc. totalled DKK 3.8bn 
against DKK 3.0bn at 31 December 2012. 
The change was mainly due to prepayments 
in relation to the acquisition of Chongqing 
Beer Group Assets Management (approval 
of transaction pending) and prepayments in 
connection with sponsorships.

Cash decreased from DKK 5.8bn at 31 De-
cember 2012 to DKK 3.7bn at 31 December 
2013, mainly due to acquisitions, CapEx and 
paid dividends.

Liabilities
Equity decreased to DKK 71.5bn compared 
to DKK 73.7bn at 31 December 2012. DKK 
67.8bn was attributed to shareholders in 
Carlsberg A/S and DKK 3.7bn to non- 
controlling interests.

The change in equity of DKK -2.2bn was 
mainly due to profit for the period of DKK 
+6.0bn; foreign exchange losses of DKK 
-7.5bn; payment of dividends to shareholders 
of DKK -1.3bn; acquisition of non-controlling 
interests (mainly in Laos) of DKK -0.6bn; 
retirement benefit obligations of DKK +0.8bn; 
and acquisition of entities of DKK +0.5bn 

related to the acquisition of Chongqing  
Brewery Group. 

Liabilities decreased to DKK 79.6bn com-
pared to DKK 80.3bn at 31 December 2012. 
The decrease was due to lower deferred tax 
liabilities and retirement benefit obligations 
partly offset by higher trade payables.

The increase in current borrowings to DKK 
9.5bn from DKK 3.4bn was due to a EUR 
bond of 1bn maturing in May 2014 and has 
consequently been moved from non-current 
to current borrowings. 

CASH FLOW 
Operating profit before depreciation and  
amortisation was DKK 13,833m (DKK 
13,812m in 2012). 

The change in trade working capital was 
DKK 627m (DKK 852m in 2012). Other work-
ing capital was DKK -884m (DKK -523m in 
2012), impacted negatively primarily by an 
extraordinary increase in prepayments and 
a decrease in debt to public authorities. The 
main part of the development was of a one-
off nature. Average trade working capital to 
net revenue continued to decline and was 
0.2% at the end of the year versus 1.0%  
at the end of 2012.

Paid net interest etc. amounted to DKK 
-2,122m (DKK -1,996m in 2012). The slight 
increase versus 2012 was due to phasing  
into 2013 of coupon payments related to  
the bond issues in 2012. 

In all, cash flow from operating activities 
was DKK 9,083m (DKK 9,871m in 2012), 
impacted by net working capital and higher 
paid restructuring costs versus 2012.

Cash flow from investing activities amounted 
to DKK -8,883m against DKK -3,974m in 2012. 

Total operational investments were DKK 
6.1bn (DKK 5.1bn in 2012) and primarily 
included capacity expansion in Poland and 
Asia, greenfield breweries in Asia, invest-
ments related to network optimisation in 
Western Europe and sales investments.

Financial investments were impacted by 
the acquisition of 30.29% of the shares in 
Chongqing Brewery Company at the end of 
2013 and prepayments related to the acquisi-
tion of Chongqing Beer Group Assets Man-
agement at the end of 2013. In 2012, cash 
flow from investing activities was positively 
impacted by the proceeds from the sale of 
the Copenhagen brewery site of DKK 1.9bn. 

Free cash flow was DKK 200m against  
DKK 5,897m in 2012.

FINANCING 
At 31 December 2013, gross interest-bearing 
debt amounted to DKK 40.4bn and net 
interest-bearing debt amounted to DKK 
35.0bn. The difference of DKK 5.4bn was 
other interest-bearing assets, including DKK 
3.7bn in cash and cash equivalents.

Of the gross interest-bearing debt, 76% (DKK 
30.7bn) was long-term, i.e. with maturity 
more than one year from 31 December 2013. 
The net interest-bearing debt consisted pri-
marily of facilities in EUR and approximately 
60% was at fixed interest (fixed-interest 
period exceeding one year).
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DKK million Section 2013 2012

Revenue  93,732 92,367

Excise duties on beer and soft drinks etc.  -27,180 -25,899

Net revenue  66,552 66,468
Cost of sales 1.3.1  -33,622 -33,831

Gross profit  32,930 32,637
Sales and distribution expenses 1.3.3  -18,717 -18,912

Administrative expenses 1.3.3  -4,502 -4,185

Other operating activities, net 1.3.4  17 145

Share of profit after tax, associates 5.5  116 108

Operating profit before special items  9,844 9,793
Special items, net 3.1  -466 85

Financial income 4.1  721 900

Financial expenses 4.1 -2,254 -2,672

Profit before tax  7,845 8,106
Corporation tax 6.1  -1,894 -1,861

Consolidated profit  5,951 6,245

Attributable to

Non-controlling interests 5.4  480 638

Shareholders in Carlsberg A/S  5,471 5,607

DKK

Earnings per share 8.1

Basic earnings per share of DKK 20 35.9  36.8 

Diluted earnings per share of DKK 20 35.7  36.7 

INCOME STATEMENT

DKK million Section 2013 2012

Consolidated profit 5,951 6,245

Other comprehensive income

Retirement benefit obligations 7.4 822 -741

Share of other comprehensive income in associates 4 4

Corporation tax relating to items that will not be reclassified 6.1 -195 134

Items that will not be reclassified to the income statement 631 -603

Foreign exchange adjustments of foreign entities 4.1 -7,499 1,904

Value adjustments of hedging instruments 4.1 10 111

Effect of hyperinflation 4.1 61 75

Other -29 -2

Corporation tax relating to items that may be reclassified 6.1 -8 -46

Items that may be reclassified to the income statement -7,465 2,042

Other comprehensive income -6,834 1,439
Total comprehensive income -883 7,684

Attributable to

Non-controlling interests 307 582

Shareholders in Carlsberg A/S -1,190 7,102

STATEMENT OF COMPREHENSIVE INCOME

Consolidated financial statements  MAIN STATEMENTS 55Carlsberg Group Annual Report 2013



DKK million Section 31 Dec. 2013 31 Dec. 2012

ASSETS

Non-current assets

Intangible assets 2.3, 2.4 91,895 91,216

Property, plant and equipment 2.3, 2.4 33,482 31,991

Investments in associates 5.5 2,359 6,241

Receivables 1.6 2,093 2,208

Deferred tax assets 6.2 1,175 1,170

Total non-current assets 131,004 132,826

Current assets

Inventories 1.3.1 4,762 4,541

Trade receivables 1.6 7,888 7,828

Tax receivables 203 60

Other receivables 1.6 2,001 2,093

Prepayments 1,566 853

Cash and cash equivalents 4.4.2 3,714 5,760

Total current assets 20,134 21,135
Total assets 151,138 153,961

DKK million Section 31 Dec. 2013 31 Dec. 2012

EQUITY AND LIABILITIES

Equity

Share capital 4.3.2 3,051 3,051

Reserves -13,755 -6,476

Retained earnings 78,515 73,686

Equity, shareholders in Carlsberg A/S 67,811 70,261

Non-controlling interests 3,688 3,389

Total equity 71,499 73,650

Non-current liabilities

Borrowings 4.2, 4.4 30,686 36,706

Retirement benefit obligations and similar obligations 7.4 3,093 3,957

Deferred tax liabilities 6.2 8,837 9,682

Provisions 3.2 1,278 1,230

Other liabilities 1,354 1,201

Total non-current liabilities 45,248 52,776

Current liabilities

Borrowings 4.2, 4.4 9,525 3,352

Trade payables 12,927 11,862

Deposits on returnable packaging 1.3.2 1,630 1,381

Provisions 3.2 530 619

Corporation tax 531 537

Other liabilities etc. 9,248 9,784

Total current liabilities 34,391 27,535
Total liabilities 79,639 80,311
Total equity and liabilities 151,138 153,961

STATEMENT OF FINANCIAL POSITION
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DKK million Shareholders in Carlsberg A/S

2013
Share

capital
Currency

translation
Hedging
reserves

Total
reserves

Retained
earnings

Equity,
shareholders 
in Carlsberg 

A/S

Non- 
controlling

interests
Total

equity

Equity at 1 January 2013 3,051 -5,865 -758 -6,623 73,833 70,261 3,389 73,650

Consolidated profit - - - - 5,471 5,471 480 5,951

Other comprehensive income

Foreign exchange adjustments of foreign entities - -7,327 - -7,327 - -7,327 -172 -7,499

Value adjustments of hedging instruments - -118 128 10 - 10 - 10

Retirement benefit obligations - - - - 815 815 7 822

Share of other comprehensive income in associates - - - - 4 4 - 4

Effect of hyperinflation - 58 - 58 - 58 3 61

Other - - - - -18 -18 -11 -29

Corporation tax - 44 -52 -8 -195 -203 - -203

Other comprehensive income - -7,343 76 -7,267 606 -6,661 -173 -6,834
Total comprehensive income for the year - -7,343 76 -7,267 6,077 -1,190 307 -883

Capital increase - - - - - - 32 32

Acquisition/disposal of treasury shares - - - - -13 -13 - -13

Exercise of share options - - - - -57 -57 - -57

Share-based payment - - - - 57 57 - 57

Dividends paid to shareholders - - - - -915 -915 -359 -1,274

Acquisition of non-controlling interests - - - - -332 -332 -224 -556

Acquisition of entities - - - - - - 543 543

Total changes in equity - -7,343 76 -7,267 4,817 -2,450 299 -2,151
Equity at 31 December 2013 3,051 -13,208 -682 -13,890 78,650 67,811 3,688 71,499

STATEMENT OF CHANGES IN EQUITY

The proposed dividend of DKK 8.00 per share, in total 
DKK 1,220m (2012: DKK 6.00 per share, in total DKK 
915m), is included in retained earnings at 31 December 
2013. Dividends paid out in 2013 for 2012 amount to 
DKK 915m (paid out in 2012 for 2011: DKK 839m), 
which is DKK 6.00 per share (2012: DKK 5.50 per 
share). Dividends paid out to shareholders of Carlsberg 
A/S do not impact taxable income in Carlsberg A/S.
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DKK million Shareholders in Carlsberg A/S

2012
Share

capital
Currency

translation
Hedging
reserves

Total
reserves

Retained
earnings

Equity,
shareholders 
in Carlsberg 

A/S

Non- 
controlling

interests
Total

equity

Equity at 1 January 2012 3,051 -7,728 -1,159 -8,887 71,702 65,866 5,763 71,629

Consolidated profit - - - - 5,607 5,607 638 6,245

Other comprehensive income

Foreign exchange adjustments of foreign entities - 1,952 - 1,952 - 1,952 -48 1,904

Value adjustments of hedging instruments - -216 327 111 - 111 - 111

Retirement benefit obligations - - - - -729 -729 -12 -741

Share of other comprehensive income in associates - - - - 4 4 - 4

Effect of hyperinflation - 71 - 71 - 71 4 75

Other - - - - -2 -2 - -2

Corporation tax - 56 74 130 -42 88 - 88

Other comprehensive income - 1,863 401 2,264 -769 1,495 -56 1,439
Total comprehensive income for the year - 1,863 401 2,264 4,838 7,102 582 7,684

Acquisition/disposal of treasury shares - - - - 12 12 - 12

Exercise of share options - - - - -37 -37 - -37

Share-based payment - - - - 54 54 - 54

Dividends paid to shareholders - - - - -839 -839 -282 -1,121

Acquisition of non-controlling interests - - - - -1,897 -1,897 -2,674 -4,571

Total changes in equity - 1,863 401 2,264 2,131 4,395 -2,374 2,021
Equity at 31 December 2012 3,051 -5,865 -758 -6,623 73,833 70,261 3,389 73,650

STATEMENT OF CHANGES IN EQUITY
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DKK million Section 2013 2012

Operating profit before special items 9,844 9,793

Adjustment for depreciation and amortisation 3,983 3,991

Adjustment for impairment losses1 6 28

Operating profit before depreciation,  
amortisation and impairment losses 1 13,833 13,812
Adjustment for other non-cash items 1.5.1 604 334

Change in trade working capital 1.5.1 627 852

Change in other working capital 1.5.1 -884 -523

Restructuring costs paid -646 -324

Interest etc. received 333 354

Interest etc. paid -2,455 -2,350

Corporation tax paid -2,329 -2,284

Cash flow from operating activities 9,083 9,871
Acquisition of property, plant and equipment and intangible assets -5,788 -5,067

Disposal of property, plant and equipment and intangible assets 150 440

Change in on-trade loans 1.5.1 -487 -447

Total operational investments -6,125 -5,074
Free operating cash flow 2,958 4,797
Acquisition and disposal of entities, net 5.3 -2,340 -27

Acquisition and disposal of associates, net -191 -822

Acquisition and disposal of financial assets, net 5 -14

Change in financial receivables 1.5.1 -289 -28

Dividends received 75 100

Total financial investments -2,740 -791
Other investments in property, plant and equipment -18 -6

Disposal of other property, plant and equipment - 1,897

Total other activities2 -18 1,891
Cash flow from investing activities -8,883 -3,974
Free cash flow 1.5 200 5,897
Shareholders in Carlsberg A/S 4.3.2 -985 -864

Non-controlling interests 4.3.2 -679 -5,198

External financing 4.4.1 -114 2,473

Cash flow from financing activities -1,778 -3,589
Net cash flow -1,578 2,308
Cash and cash equivalents at 1 January3 5,059 2,835

Foreign exchange adjustment of cash and cash equivalents -165 -84

Cash and cash equivalents at 31 December3 4.4.2 3,316 5,059

STATEMENT OF CASH FLOWS

1 Impairment losses excluding those reported in special items.

2 Other activities cover real estate separate from beverage 
activities. 

3 Cash and cash equivalents less bank overdrafts.
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Operating 
activities

66.6bn

9.8bn

3.0bn

5% 5.8bn

200m

Key developments 2013

Organic net revenue growth 
of 1% to DKK 66.6bn.

Operating profit before special items of DKK 9.8bn driven 
by 5% organic growth.

Adjusted net profit of 
DKK 5.8bn, up 5%.

Free cash flow of DKK 
200m impacted by 
acquisitions in Asia.

Free operating cash 
flow of DKK 3.0bn. 

Operating profit is a measure of 
our ability to enhance operational 
performance through top-line growth 
while containing or reducing costs by 
working more effectively and efficiently.  

A strong free cash flow allows us  
to return value to shareholders, pay 
down debt, reinvest in our business and 
engage in value-creating acquisitions  
in growth markets.
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Group beer volumes declined organically by 
2%, while reported beer volumes declined 
by 1%. The growing volumes in Asia were 
not enough to offset the volume decline in 
Eastern and Western Europe. The acquisition 
impact of 1% mainly related to Chongqing 
Brewery Group in China and distribution enti-
ties acquired from Nordic Getränke in Germa-
ny. Other beverages grew organically by 2%. 

Net revenue grew by 1% organically, while 
reported net revenue was flat as a result of 
-3% impact from currencies and acquisition 
impact of +2%. The negative currency im-
pact was due to weaker currencies in Russia, 

Malawi, Norway, the UK and several Asian 
countries. 

Cost of goods sold per hl increased organi-
cally by approximately 1%, but due to the 
positive price/mix gross profit per hl grew 
by approximately 5% organically. Reported 
cost of goods sold per hl declined slightly 
and reported gross profit per hl grew by 1%. 
Total gross profit grew organically by 3%. 
Reported gross margin improved by 40bp 
to 49.5%.

We invested in future efficiency improve-
ments and reported operating expenses 

GROUP

Change Change

DKK million 2012 Organic Acq., net FX 2013 Reported

Beer (million hl) 120.4 -2% 1% 119.7 -1%

Other beverages (million hl) 19.1 2% 1% 19.7 3%

Total volume, pro rata 139.5 -1% 1% 139.4 0%
Net revenue 66,468 1% 2% -3% 66,552 0%

Operating profit before special items 9,793 5% 0% -4% 9,844 1%

Operating margin (%) 14.7 14.8 10bp

Business 
developments

grew by 1% impacted by BSP1-related costs 
of approximately DKK 350m. Excluding 
the BSP1-related costs, reported operating 
expenses declined by 1%, driven by tight cost 
control in all areas.

Consequently, operating profit before  
special items grew organically by 5%.  
All three regions delivered organic operating 
profit growth, with particularly strong growth 
in Asia. Reported operating profit was DKK 
9,844m. Group operating margin increased 
by 10bp to 14.8%. Eastern Europe and Asia 
improved operating margins, while the West-
ern European margin was flat versus prior 
year despite the BSP1-related costs.

1.1 ACCOUNTING POLICIES

Growth represents the combined effect of the 
following three elements: acquisitions, foreign 
exchange effects and organic growth. The 
acquisition effect is calculated as the effect of 
acquisitions and divestments, including any ad-
ditional share obtained from increased owner-
ship of proportionately consolidated entities 
and associates for a 12-month period from the 
acquisition date. The foreign exchange effect is 
the difference between the figures for the current 
reporting period translated at the exchange rates 
applying to the previous reporting period and at 
the rates applying to the current reporting period. 
Organic growth is the remaining growth that is 
not related to acquisitions, divestments or foreign 
exchange effects. 

Reported net profit was DKK 5,471m (2012: 
DKK 5,607m). Net profit in 2012 was positively 
impacted by the disposal of the Copenhagen 
brewery site.

Adjusted net profit (adjusted for post-tax 
impact of special items) grew by 5% to DKK 
5,795m versus DKK 5,504m last year.
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The segmentation reflects the geographical  
and strategic management, decision and 
reporting structure applied by the Executive 
Committee (Chief Operating Decision Maker).

The non-beverage activities are managed sep-
arately and therefore also shown separately.

Not allocated net revenue, DKK 171m (2012: 
DKK 125m), consists of DKK 9,176m (2012: 
DKK 7,687m) net revenue from other compa-
nies and activities and DKK -9,005m (2012: 
DKK -7,562m) from eliminations of sales 
between these other companies and the 
geographical segments.

Not allocated operating profit before special 
items, DKK -1,335m (2012: DKK -1,199m), 
consists of DKK -1,345m (2012: DKK -1,217m) 
from other companies and activities and DKK 
10m (2012: DKK 18m) from eliminations. 

In 2012, special items in the non-beverage 
segment were impacted by the gain from 
disposal of the Copenhagen brewery site. 

DKK million

2013
Western  
Europe

Eastern  
Europe Asia

Not 
allocated

Beverages,  
total

Non- 
beverage

Carlsberg  
Group, total

Net revenue 38,696 17,700 9,874 282 66,552 - 66,552

Intra-segment revenue 100 11 - -111 - - -

Total net revenue 38,796 17,711 9,874 171 66,552 - 66,552
Total cost -33,528 -13,589 -8,051 -1,506 -56,674 -150 -56,824
Share of profit after tax, associates 1 5 98 - 104 12 116
Operating profit before special items 5,269 4,127 1,921 -1,335 9,982 -138 9,844

Special items, net -473 7 -466

Financial items, net -1,512 -21 -1,533

Profit before tax 7,997 -152 7,845
Corporation tax -2,086 192 -1,894

Consolidated profit 5,911 40 5,951
Operating margin 13.6% 23.3% 19.5% 15.0% 14.8%

2012

Net revenue 37,672 19,488 9,114 194 66,468 - 66,468

Intra-segment revenue 55 14 - -69 - - -

Total net revenue 37,727 19,502 9,114 125 66,468 - 66,468
Total cost -32,610 -15,204 -7,533 -1,324 -56,671 -112 -56,783
Share of profit after tax, associates 4 4 104 - 112 -4 108
Operating profit before special items 5,121 4,302 1,685 -1,199 9,909 -116 9,793

Special items, net -1,812 1,897 85

Financial items, net -1,735 -37 -1,772

Profit before tax 6,362 1,744 8,106
Corporation tax -1,529 -332 -1,861

Consolidated profit 4,833 1,412 6,245
Operating margin 13.6% 22.1% 18.5% 14.9% 14.7%

SEGMENTATION OF INCOME STATEMENT ETC.

Revenue and segmentation  
of operations
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DKK million 2013 2012

Denmark (Carlsberg A/S’s domicile) 5,007 4,970

Russia 14,014 15,787

Other countries 47,531 45,711

Total 66,552 66,468

GEOGRAPHICAL ALLOCATION OF NET REVENUE
1.2 ACCOUNTING POLICIES

For information about segmentation, please refer 
to section 9.2 (General accounting policies).

Revenue from the sale of own-produced finished 
goods, goods for resale (third-party products) 
and by-products is recognised in the income 
statement when all significant risks and rewards 
have been transferred to the buyer and when the 
income can be reliably measured and is expected 
to be received. 

Royalty and licence fees are recognised when 
earned according to the terms of the licence 
agreements.

Revenue is measured including excise duties on 
beer and soft drinks and excluding discounts,   
VAT and duties.

Discounts comprise off-invoice, volume and  
activity-related discounts, including specific  
promotion prices offered or listing fees paid  
at the point of sale and thereby closely related  
to the volumes sold.

1.2 SIGNIFICANT ACCOUNTING  
ESTIMATES AND JUDGEMENTS

The classification of duties and fees paid to 
local authorities or brewery organisations 
etc. and of discounts and marketing-related 
activities entails significant accounting esti-
mates to be made by management. 

Locally imposed duties and fees are classi-
fied as either sales-related duties, which are 
deducted from revenue, or as fees related 
to the input/use of goods in production, 
transportation, distribution etc., which are 
therefore recognised as an expense in the 
relevant line item.

Customer discounts are recognised in the 
same period as the sales to which they 
relate and deducted from revenue. 

Customer discounts are based on  
expected accumulated sales volumes  
over a period of time using historical  
and year-to-date sales figures and other 
current information about trading with 
the customer. These calculations are  
performed by local management in  
cooperation with sales managers.

Management assesses the agreements 
with, services provided by and pay-
ments made to customers and to their 
customers to determine the substance 
and thereby the classification as either 
discounts or as trade marketing expenses. 
Expenses incurred for activities closely 
related to volumes sold are classified as 
discounts, while costs related to more 
general market activities are classified  
as trade marketing expenses. 

SECTION 1.2 Revenue and 
segmentation of operations
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Cost of materials mainly relates to barley/
malt, hops, glass, cans and other packaging 
materials. 

Purchased finished goods include cost of 
point-of-sale materials sold to customers 
and third-party products. 

1.3.1 Cost of sales and inventory

Operating expenses, inventory 
and deposit liability

Research and development costs of DKK 
-99m (2012: DKK -96m) have been recognised 
in the income statement as incurred.

DKK million 2013 2012

Cost of materials 19,650 19,566

Direct staff costs 1,400 1,375

Machinery costs 944 902

Depreciation,  
amortisation and 
impairment losses 2,863 2,815

Indirect production 
overheads 3,687 3,682

Purchased finished 
goods and other costs 5,078 5,491

Total 33,622 33,831

DKK million 2013 2012
Raw materials and 
consumables 2,319 2,332

Work in progress 319 304

Finished goods 2,124 1,905

Total 4,762 4,541

COST OF SALES

INVENTORY

Inventory increased due to the acquisition of 
Chongqing Brewery Group, which  was fully 
consolidated from December 2013 and there-
fore impacted the level of inventory at year-
end while having only a minor impact on the 
cost of sales (only included for one month).

RAW MATERIAL RISKS
Raw material risks are associated in particular 
with purchasing of cans (aluminium), malt (bar-
ley) and energy. The management of raw ma-
terial risks is coordinated centrally and aimed at 
achieving stable and predictable raw material 
prices in the long term and avoiding capi tal and 
liquidity being tied up unnecessarily.

Cost of sales decreased by 0.6%. The cost per 
hl declined slightly compared to last year. 

1.3 SIGNIFICANT ACCOUNTING  
ESTIMATES AND JUDGEMENTS

At least once a year, the local entities assess 
whether the standard cost of inventories is  
a close approximation of the actual cost. 
The standard cost is also revised if during 
the year it deviates by more than 5% from 
the actual cost of the individual product. 

Management also assesses the impact on 
the standard cost of government and other 
grants received to fund operating activi-
ties. This involves assessing the terms and 
conditions of grants received, including the 
risk of any repayment.

Funding and grants are recognised in the 
income statement in the same period as 
the activities to which they relate.

Indirect production overheads are cal-
culated on the basis of relevant assump-
tions as to capacity utilisation, production 
time and other factors pertaining to the 
individual product.

The calculation of the net realisable 
value of inventory is mainly relevant to 
packaging materials, point-of-sale mate-
rials and spare parts. The net realisable 
value is normally not calculated for beer 
and soft drinks because their limited 
shelf-life means that slow-moving goods 
must be scrapped instead. Following 
the economic downturn, the individual 
entities in the Group have paid special 
attention to inventory turnover and the 
remaining shelf-life when determining 
the net realisable value and scrapping.

As the underlying markets for the specified 
categories of raw materials vary, so does 
the way in which they are hedged against 
price increases. The most common form of 
hedging is fixed-price agreements in local 
currencies with suppliers.

To hedge the implicit risk of volatile alu-
minium prices associated with the purchase 
of cans, the Group’s purchase price in the 
majority of purchase agreements is variable 
and based on the global market price of 
aluminium (London Metal Exchange, LME). 
The Group is thus able to hedge the underly-
ing aluminium price risk. 

For 2013, the majority of the aluminium  
price risk has been hedged for Western 
Europe and Eastern Europe, and for 2014 
the risk has been partially hedged. The 
total volume of aluminium purchased via 
financial instruments was approximately 
110,800 tonnes at the end of 2013 (2012: 
97,300 tonnes). Based on this volume, and 
assuming 100% efficiency, a 10% increase 
(decrease) in aluminium prices would impact 
equity positively (negatively) by DKK 108m 
(2012: DKK 106m). Fair values of the finan-
cial instruments are specified in section 4.8.
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1.3.1 ACCOUNTING POLICIES

Cost of sales comprises costs of products sold 
during the year, indirect production overheads  
not allocated to specific products (IPO) and  
development costs. 

Own-produced finished goods and work in pro-
gress are measured at standard cost comprising 
the cost of raw materials, consumables, direct 
labour and indirect production overheads. Indirect 
production overheads comprise indirect supplies, 
wages and salaries, amortisation of trademarks 
and software as well as maintenance and depre-
ciation of machinery, plant and equipment used 
for production and costs of production, adminis-
tration and management.

The cost of purchased finished goods, raw and 
packaging materials and point-of-sale materials  
includes any costs that are related directly to 
bringing inventories to the relevant place of sale 
and getting them ready for sale, e.g. purchase 
cost, insurance, freight, duties and similar costs. 

Inventories are measured at the lower of standard 
cost (own-produced finished goods) and weighted 
average cost (other inventories) and net realis-
able value. The net realisable value of inventories 
is calculated as the selling price less costs of 
com pletion and costs necessary to make the sale 
and is determined taking into account marketabil-
ity, obsolescence and developments in expected 
selling price. 

The cost of scrapped/impaired goods is expensed 
within the function (line item) responsible for the 
loss, i.e. losses during distribution are included 
in the cost of distribution while the scrapping of 
products due to sales not meeting forecasts is 
included in sales expenses. 

SECTION 1.3 Operating expenses, 
inventory and deposit liability

It is Group policy to secure delivery of malt 
and hops for the coming budget year, and  
the main part of the exposure for 2013 was 
thus hedged through fixed-price purchase 
agreements for the majority of the Group 
in 2012. The percentage which is hedged or 
price-fixed is higher for Western Europe  
than for Eastern Europe.

1.3.2 ACCOUNTING POLICIES

The obligation to refund deposits on returnable 
packaging is stated on the basis of deposit price 
as well as an estimate of the number of bottles, 
kegs, cans and crates in circulation and expected 
return rates.

The accounting policy for returnable packaging 
capitalised as property, plant and equipment is 
described in section 2.4. 

1.3.2 SIGNIFICANT ACCOUNTING  
ESTIMATES AND JUDGEMENTS

Management assesses the local busi-
ness model, contracts and agreements, 
the level of control over the returnable 
packaging material and the return rate 
to determine the accounting treatment 
of the packaging material as either prop-
erty, plant and equipment or inventory.

The deposit liability provided for is esti-
mated based on movements during the 
year in recognised deposit liabilities and 
on historical information about return rates 
and loss of bottles in the market as well as 
planned changes in packaging types.

1.3.2 Deposit liabilities on returnable 
packaging

In a number of countries, the local entities 
have a legal or constructive obligation to 
take back returnable packaging from the 
market. When invoicing customers, the entity 
adds a deposit to the sales price and recog-
nises a deposit liability. The deposit is paid 
out on return of bottles, cans etc. 

The deposit liability amounted to DKK 
1,630m (2012: DKK 1,381m) at 31 December 
2013, while the value of returnable packag-
ing materials amounted to DKK 2,001m 
(2012: DKK 1,727m). The capitalised value 
of returnable packaging materials exceeds 
the deposit liability as each of the return-
able packaging items circulates a number 
of times in the market. The deposit liability 
was almost unchanged compared to the 
liability at the end of 2012 except for the 
effect of the Chongqing acquisition, which 
increased the deposit liability.
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1.3.4 ACCOUNTING POLICIES

Gains and losses on the disposal of intangible 
assets and property, plant and equipment are 
determined as the sales price less selling costs 
and the carrying amount at the disposal date. 
On-trade loans, net comprise the effective 
interest rate on on-trade loans calculated on 
the basis of amortised cost less impairment of 
on-trade loans. 

Expenses relating to research activities comprise 
research in Denmark and France less funding 
received from the Carlsberg Foundation for the 
operation of the Carlsberg Laboratory and grants 
received to fund research. The funding and grants 
are recognised in the income statement in the 
same period as the activities to which they relate. 
Development costs are included in cost of sales. 

SECTION 1.3 Operating expenses, 
inventory and deposit liability

1.3.4 Other operating activities, net

Other operating activities are secondary to 
the principal activities of the entities, and 
include income and expenses relating to 
rental properties and hotels, on-trade loans, 
research activities, and gains and losses on 
the disposal of intangible assets and prop-
erty, plant and equipment.

On-trade loan activities are described in section 1.6. 

DKK million 2013 2012

Gains and losses on 
disposal of property, 
plant and equipment 
and intangible assets 
within beverage 
activities, net 8 112

On-trade loans, net 1 36

Real estate, net -35 -22

Research centres, net -99 -94

Other, net 142 113

Total 17 145

DKK million 2013 2012

Marketing expenses 5,973 6,276

Sales expenses 5,220 5,277

Distribution expenses 7,524 7,359

Total 18,717 18,912

1.3.3 ACCOUNTING POLICIES

Brand and trade marketing expenses comprise 
sales campaigns, sponsorships, advertising and 
in-store display expenses.

Sales and distribution expenses comprise costs 
relating to general sales activities, sales staff as 
well as depreciation and impairment of sales 
equipment and costs incurred in distributing 
goods sold during the year.

Administrative expenses comprise expenses 
incurred during the year for management and 
administration, including expenses for administra-
tive staff, office premises and office expenses, and 
depreciation and write-downs for bad debt losses.

1.3.3 Operating expenses

Total operating expenses grew by 1%, im-
pacted by BSP1-related costs of approxi-
mately DKK 350m.

Marketing, sales and distribution expenses 
declined by DKK -195m compared to last 
year mainly due to last years activation of 
EURO 2012.

Marketing expenses consist of expenses for 
brand marketing and trade marketing.

Brand marketing is an investment in our 
brands and consists of brand-specific invest-
ments in the development of communication 
vehicles and the use of these to drive the sale 
of branded products and services.

Trade marketing is promotional activities 
directed towards customers, such as the sup-
ply of point-of-sale materials, promotional 
material and trade offers.
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A significant part of the Group’s activities takes 
place outside Denmark and in currencies other 
than DKK. Foreign exchange risk is therefore 
a principal financial risk for the Group and, as 
such, exchange rate fluctuations can have a 
significant impact on the income statement.

TRANSACTION RISKS ON PURCHASES 
AND SALES 
The Group is exposed to transaction risks  
on purchases and sales in currencies other 
than the functional currency of the local 
 entities. It is therefore Group policy to hedge 
future cash flows in currencies other than 
the functional currency of the entities for 
a one-year period. This policy applies to 
Western Europe, excluding some of the  
Baltic and Balkan states. Hedging is carried 
out when plans for the following year are 
being prepared, effectively hedging the enti-
ties’ operating profit in local currency. Since 
a major part of the purchases in foreign  
currency is in EUR, this will not constitute  
a risk at Group level. However, at Group level 
these hedges are effectively an economic 
hedge of (parts of) the net revenue in the 
relevant currency, and they are accounted 
for as cash flow hedges.

IMPACT FROM EASTERN EUROPE
The foreign exchange risk in the entities in 
Eastern Europe is managed differently from 
Carlsberg’s operations in the main parts 
of the rest of the Group. The reason is the 
excessive cost of hedging these currencies 
over a longer period of time. With regard 
to transaction risk, Baltika Breweries has 
expenses in both USD and EUR. This split is 
likely to reduce the transaction risk. However, 
appreciation and depreciation of RUB have 
affected and will continue to affect operating 
profit measured in both DKK and RUB.

TRANSLATION RISK 
The Group is exposed to risk from translation 
of foreign entities into the Group’s functional 
currency, DKK. The Group is primarily exposed 
to RUB and secondarily to other currencies as 
stated in the graph to the right, which distrib-
utes revenue by major currencies. There is also 
some exposure to a number of Asian curren-
cies, which in total represent approximately 
20% (2012: 15%) of the Group’s operating prof-
it. The exposure to fluctuations in EUR/DKK is 
considered insignificant due to Denmark’s fixed 
exchange rate policy towards EUR.
 

Foreign exchange 
risk related to 
earnings

The Group has chosen not to hedge the 
exposure arising from translation of revenue 
or earnings in foreign currencies but does in 
certain cases hedge specific cash flows such as 
dividends to be received in foreign currencies. 

IMPACT ON OPERATING PROFIT
Developments in exchange rates between DKK 
and the functional currencies of foreign entities 

 EUR  27% 
 RUB  18%
 DKK  11%
 GBP  7%

NET REVENUE 2013 
BY CURRENCY AS A PERCENTAGE  
OF TOTAL NET REVENUE

 CHF  5%
 NOK  4%
 SEK  4%
 PLN  4%

 CNY  4%
 UAH  3%
 Other  13%

 EUR  26% 
 RUB  21%
 DKK  10%
 GBP  7%

NET REVENUE 2012 
BY CURRENCY AS A PERCENTAGE  
OF TOTAL NET REVENUE

 CHF  5%
 NOK  4%
 SEK  4%
 PLN  4%

 CNY  3%
 UAH  3%
 Other  13%

had a negative impact on the Group’s operat-
ing profit measured in DKK. Operating profit 
was reduced as a result of a decrease in the 
average rates for CHF/DKK (-1.9%), NOK/DKK 
(-4.4%), GBP/DKK (-4.4%), MYR/DKK (-4.4%), 
RUB/DKK (-5.6%) and UAH/DKK (-3.6%). 
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DKK million 2013 2012

Adjustment for other non-cash items

Share of profit after tax,  
associates -116 -108

Gains on disposal of property, 
plant and equipment and  
intangible assets, net -8 -112
Amortisation of on-trade loans etc. 728 554

Total 604 334

Change in trade working capital

Inventories -182 -202

Trade receivables -504 206

Trade payables  
and deposit liabilities 1,313 848

Total 627 852

Change in other working capital

Other receivables -316 -140

Other payables -361 -71

Retirement benefit obligations 
and other liabilities related 
to operating activities before 
special items -105 -301

Adjusted for unrealised foreign 
exchange gains/losses -102 -11

Total -884 -523

Change in on-trade loans

Loans provided -1,112 -1,089

Repayments 625 642

Total -487 -447

Change in financial receivables

Loans and other receivables -368 -66

Other financial receivables 79 38

Total -289 -28

Cash flow from 
operating activities

Cash flow from operating activities was DKK 
9.1bn (2012: DKK 9.9bn), i.e. a change of DKK 
-0.8bn. The change was impacted by net 
working capital and higher paid restructuring 
cost than in 2012.

The Group is continuously working to improve 
its cash flow and looking into new initia-
tives. In some major markets, Carlsberg uses 
receivable transfer agreements to sell trade 
receivables on a non-recourse basis. Cash flow 
relating to trade payables improved because 
the Group focused on achieving better pay-
ment terms with suppliers.

Against the backdrop of the slow recovery of 
most European economies, the Group is fo-
cusing on the generally increased credit risk, 
on collection of receivables and on tightening 
of credit control in certain Western European 
countries.

These activities led to an improvement of 
0.8% in average trade working capital as a 
percentage of net revenue, from 1% in 2012 
to 0.2% in 2013.

1.5 ACCOUNTING POLICIES

Cash flow from operating activities is calculated 
using the indirect method as the operating 
profit before special items adjusted for non-cash 
operating items, changes in working capital, re-
structuring costs paid, interest received and paid, 
and income tax paid.

1.5.1 Other specifications of cash 
flow from operating activities
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In the past five years, cash flow from opera    -
ting activities and free cash flow have devel-
oped as follows:
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CASH FLOW FROM OPERATING ACTIVITIES 
AND FREE CASH FLOW (DKK MILLION)

The development in average trade working 
capital is shown in the graph below: 

Free cash flow amounted to DKK 200m, 
which compared to 2012 is significantly 
impacted by the acquisition of Chongqing 
Brewery Group in 2013, prepayment made 
for the acquisition of Chongqing Beer Group 
Assets Management Co. Ltd, capacity expan-
sions and 2012 being positively impacted by 
the disposal of the Copenhagen brewery site.
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DKK million 2013 2012

Trade receivables 7,888 7,828

Other receivables 2,001 2,093

Total current receiva-
bles 9,889 9,873
Non-current receivables 2,093 2,208

Total 11,982 12,129
 

DKK million 2013 2012

Interest and amortisation 
of on-trade loans 79 91

Losses and write-downs 
on on-trade loans -78 -55

On-trade loans, net 1 36

% 2013 2012

On-trade loans 4.9 4.9

The Group’s non-current receivables mainly 
consist of on-trade loans. 

The current receivables comprise receivables 
from trade and other receivables.

Trade receivables  
and on-trade loans

RECEIVABLES INCLUDED IN THE  
STATEMENT OF FINANCIAL POSITION

RECEIVABLES BY ORIGIN

AVERAGE EFFECTIVE INTEREST RATES

ON-TRADE LOANS

DKK million 2013 2012

Sale of goods and 
services 7,258 7,117

On-trade loans 1,916 2,022

Loans, fair value of 
hedging instruments 
and other receivables 2,808 2,990

Total 11,982 12,129

The fair value of the on-trade loans was DKK 1,916m 
(2012: DKK 2,022m).

1.6 SIGNIFICANT ACCOUNTING  
ESTIMATES AND JUDGEMENTS

The on-trade loan agreements are typi-
cally complex and cover several aspects 
of the relationship between the parties. 
Management assesses the recognition 
and classification of income and expenses 
for each of these agreements, including 
the allocation of payments from the cus-
tomer between revenue, discounts, inter-
est on the loan (other operating activities) 
and repayment of the loan. 

Trade receivables comprise invoiced goods 
and services as well as short-term on-trade 
loans to customers. Other receivables com-
prise VAT receivables, loans to partners and 
associates, interest receivables and other 
financial receivables. 

ON-TRADE LOANS
Under certain circumstances the Group 
grants loans to on-trade customers in 
France, the UK, Germany, Switzerland and 
Sweden. On-trade loans are spread across 
a large number of customers/debtors and 
consist of several types of loans, including 
loans repaid in cash or through reduced dis-
counts, and prepaid discounts. The operating 
entities monitor and control these loans in 
accordance with central guidelines. 

The following on-trade loan items are recog-
nised in other operating activities, net:

Non-current receivables fall due more than 
one year from the end of the reporting 
period, with DKK 137m (2012: DKK 142m) 
falling due more than five years from the 
end of the reporting period.
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2013

DKK million

Net carrying 
amount 

at 31 Dec.

Of which neither  
impaired nor  

past due at the  
reporting date

Past due 
less than 
30 days

Past due 
between 

30 and  
90 days

Past due 
more than 

90 days

2012
Net carrying 

amount  
at 31 Dec.

Receivables from sale of goods and services 7,258 6,472 269 146 371 7,117

On-trade loans 1,916 1,837 4 7 68 2,022

Other receivables 2,808 2,581 86 36 105 2,990

Total 11,982 10,890 359 189 544 12,129
 

SECTION 1.6 Trade receivables  
and on-trade loans

Exposures on trade receivables are man-
aged locally in the operating entities and 
credit limits set as deemed appropriate for 
the customer taking into account the current 
local market conditions.

The Group does not generally renegotiate  
the terms of trade receivables with the indi-
vidual customer and trade receivables are  
not changed to on-trade loans. However,  
if a negotiation takes place, the outstanding 
balance is included in the sensitivity analysis 
based on the original payment terms. No 
sig ni ficant trade receivables or on-trade loans 
were renegotiated during 2012 and 2013.

It is Group policy to reduce the credit risk 
through prepayments or cash payments on 
delivery, especially for certain categories of 
customers in each country. The local entities 
assess the credit risk and whether it is appro-
priate and cost-effective to hedge the credit 
risk by way of credit or bank guarantees, 
credit insurance, conditional sale etc. Such 
security is taken into account when assess-
ing impairment losses. Security is primarily 
received from on-trade customers.

On-trade loans are usually repaid through 
discounts during the continuing sales rela-
tionship with the individual customer, which 

is reflected in the repayment scheme and the 
discounting of the loans. Consequently, there 
are no significant overdue on-trade loans. 

Management also assesses whether de-
velopments of importance to the on-trade 
could indicate impairment of on-trade loans 
in a market in general. Such developments 
also include changes in local legislation, 
which may have an adverse effect on the 
earnings in the industry as a whole and 
where the effect cannot be allocated to 
individual loans.

The credit risk on on-trade loans is usually 
reduced through collateral and pledges of 
on-trade movables (equipment in bars, cafés 
etc.). The fair value of the pledged on-trade 
movables cannot be estimated reliably but is 
assessed to be insignificant as the movables 

are used. Movables received through pledges 
usually need major repair before they can be 
used again.

The credit risk on loans to partners is re-
duced through pledge of shares in one of 
the Group’s subsidiaries that are held by  
the borrower. 

EXPOSURE TO CREDIT RISK
The carrying amount of financial assets 
represents the maximum credit exposure. The 
carrying amount of financial assets, excluding 
cash and cash equivalents, of DKK 11,982m 
(2012: DKK 12,129m) is summarised above. 

The Group’s receivables from the sale  
of goods and services and on-trade loans  
are allocated to the countries shown to  
the right.

1.6.1 Credit risk 

 Russia  30% 
 UK  9%
 France  9%
 Switzerland  6%

TRADE RECEIVABLES AND ON-TRADE LOANS 
BROKEN DOWN BY COUNTRY

 Germany  5%
 Poland  5%
 Sweden  3%
 Ukraine  3%

 Norway  3%
 Other  27%

AGEING OF RECEIVABLES AND ON-TRADE LOANS
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DKK million

2013
Trade  

receivables
On-trade  

loans
Other  

receivables Total
2012
Total

Impairment at 1 January 667 -231 -163 -1,061 -949

Impairment loss recognised -171 -101 -10 -282 -347

Realised impairment losses 115 82 3 200 194

Reversed impairments 24 23 121 168 41

Acquisition of entities -7 -7 - -14 -

Impairment at 31 December -706 -234 -49 -989 -1,061

1.6.1 ACCOUNTING POLICIES

Receivables are measured at amortised cost less 
impairment losses.

Regarding loans to the on-trade, any difference 
between present value and the nominal amount 
at the loan date is treated as a prepaid discount 
to the customer, which is recognised in the income 
statement in accordance with the terms of the 
agreement. The market interest rate is used as the 
discount rate, corresponding to the money market 
rate based on the maturity of the loan with the 
addition of a risk premium. The effective interest 
rate on these loans is recognised in other operating 
activities, net. The amortisation of the difference 
between the discount rate and the effective inter-
est rate is included as a discount in revenue.

Objective indication of impairment is assessed 
for a portfolio of receivables when no objective 
indication of individual impairment losses exists. 
The portfolios are based on on-trade and off-trade 
customers, and on-trade receivables and loans. 
The objective indications used for portfolios are 
based on historical experiences and actual market 
developments.

Impairment losses are calculated as the difference 
between carrying amount and net realisable value, 
including the expected net realisable value of any 
collateral provided.

1.6.1 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

In assessing credit risk, management analy-
ses the need for write-downs for bad debt 
losses due to customers’ inability to pay. 

Impairment losses are based on an individu-
al review for impairment based on custom-
ers’ creditworthiness and expected ability 
to pay, customer insolvency or anticipated 
insolvency, and past due amounts as well  
as collateral received. Management also 
uses mathematically computed impairment 
losses based on customer segments, histori-
cal information on payment patterns, terms 
of payment and concentration maturity, as 
well as information about the general eco-
nomic situation in the markets/countries.

The financial uncertainty associated with 
write-downs for bad debt losses is usually 
considered to be limited. However, if the 
ability to pay deteriorates in the future, 
further write-downs may be necessary.

With regard to loans to the on-trade, the 
individual Group companies manage and 
control these loans as well as standard trade 
credits in accordance with Group guidelines. 

Derecognition of groups of receivables, e.g. 
in business combinations or other structured 
transactions, is based on management’s 
judgement of contractual terms and other 
factors related to the transaction.

No significant impairment losses were 
incurred in respect of individual trade 
receivables or on-trade loans in 2013 and 
2012. The impairment losses at 31 December 
2013 relate to several minor customers that 
have – in different ways – indicated that 
they do not expect to be able to pay their 

DEVELOPMENT IN IMPAIRMENT LOSSES ON RECEIVABLES

outstanding balances, mainly due to adverse 
economic developments. Relying on historic 
payment behaviour and extensive analysis 
of the underlying customers’ credit ratings, 
the Group believes that the unimpaired 
amounts that are past due by more than  
30 days are still collectable.

SECTION 1.6 Trade receivables  
and on-trade loans
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Asset base 
and returns

8.2%

733m

Key developments 2013

The Group’s return on invested capital (ROIC) 
increased by 20bp to 8.2%. The increase 
was primarily attributable to the decrease in 
invested capital.  

Capital expenditure (CapEx) increased by DKK 
733m compared to 2012, primarily due to invest-
ments in BSP1 and capacity expansions in Asia.

Maximising return on investments is key in 
delivering sustainable value to shareholders. 
Return on invested capital (ROIC) analyses all 
investments throughout the value chain and is 
a key measure in ensuring the proper basis for 
decision-making.

ROIC is calculated as operating profit before 
special items as a percentage of average 
invested capital, including goodwill. 

Return on invested capital (ROIC)
(%)

8,529m

375m

Intangible assets and property, 
plant and equipment increased 
by DKK 8,529m from the ac-
quisition of entities, primarily 
Chongqing Brewery Group.

Impairment, DKK 375m,  
of trademarks impacted by 
changed brand strategy and  
of breweries impacted by  
restructuring projects.
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Invested capital decreased by 1.7%, impacting 
the Group’s return on invested capital (ROIC), 
which improved by 20bp to 8.2%. The slight 
reduction of total assets included in invested 
capital is due to a significant reduction in intan-
gible assets and property, plant and equipment 
from foreign exchange adjustments, which is 
almost offset by assets added with the acqui-
sition of Chongqing Brewery Group. Offsetting 
liabilities have increased primarily due to an 
increase of trade payables and deposits.

The development in capital expenditures 
(CapEx), depreciation and amortisation  
is shown to the right.

CapEx increased compared to last year by 
DKK 733m, mainly due to capacity expansions 
in Asia to drive future sales and growth and 
move into new markets.

Furthermore, the Group continued invest-
ments mainly in the supply chain integration 
and business standardisation project (BSP1), 
which is one of the largest and most impor-
tant projects in recent years. This project is 
a key enabler in transforming the Western 
European operating model.

Return on 
invested capital

RETURN ON INVESTED CAPITAL

DKK million 2013 2012

Total assets 151,138 153,961

Less

Deferred tax assets -1,175 -1,170

Loans to associates (current) -109 -126

Interest income receivables, fair value of hedging instruments  
and financial receivables -544 -794

Cash and cash equivalents -3,714 -5,760

Assets included 145,596 146,111

Trade payables -12,927 -11,862

Deposits on returnable packaging -1,630 -1,381

Provisions, excluding restructurings -1,369 -1,274

Corporation tax -531 -537

Deferred income -1,066 -1,146

Finance lease liabilities, included in borrowings -46 -39

Other liabilities, excluding deferred income, interest payable  
and fair value of hedging instruments -8,655 -8,405

Liabilities offset -26,224 -24,644
Invested capital 119,372 121,467
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The Group’s assets are segmented on the 
basis of geographical regions in accordance 
with the management reporting for 2013, cf. 
section 1. 

Segmentation  
of assets

DKK million

2013
Western  
Europe

Eastern  
Europe Asia

Not 
allocated

Beverages,  
total

Non- 
beverage

Carlsberg  
Group, total

Total assets 50,533 72,495 28,048 -11,729 139,347 11,791 151,138

Invested capital, cf. section 2.1 27,761 65,681 20,891 -7,549 106,784 12,588 119,372

Acquisition of property, plant and 
equipment and intangible assets 2,235 1,208 1,670 651 5,764 42 5,806
Depreciation and amortisation 1,818 1,440 630 87 3,975 8 3,983

Impairment losses 220 104 28 23 375 - 375

Return on invested capital (ROIC) 18.0% 6.4% 10.8% - 9.3% - 8.2%

2012

Total assets 52,057 77,698 21,818 -9,629 141,944 12,017 153,961

Invested capital, cf. section 2.1 28,002 67,194 17,075 -3,175 109,096 12,371 121,467

Acquisition of property, plant and 
equipment and intangible assets 2,114 1,233 1,339 374 5,060 13 5,073
Depreciation and amortisation 1,835 1,582 508 55 3,980 11 3,991

Impairment losses 316 679 - - 995 - 995

Return on invested capital (ROIC) 17.3% 6.3% 10.3% - 9.0% - 8.0%

DKK million 2013 2012

Denmark (Carlsberg 
A/S’s domicile) 5,812 5,298

Russia 54,892 61,606

Other countries 67,032 62,544

Total 127,736 129,448

GEOGRAPHICAL ALLOCATION  
OF NON-CURRENT ASSETS

SEGMENTATION OF ASSETS ETC.

Total assets and invested capital in Asia in-
creased as a result of the acquisition and subse-
quent full consolidation of Chong qing Brewery 
Group in December 2013. The decrease in total 
assets in Eastern Europe was primarily attribut-
able to changes in foreign exchange rates.

Not allocated total assets, DKK -11,729m 
(2012: DKK -9,629m), comprise entities that 
are not business segments and eliminations 
of investments in subsidiaries, receivables, 
loans etc.

The Group’s non-current segment assets are 
allocated as specified below.

Non-current segment assets comprise 
intangible assets and property, plant and 
equipment owned by the segment/country, 
even if the income is also earned outside the 
segment/country that owns the asset. Non-
current assets also comprise non-current 
financial assets other than financial instru-
ments, deferred tax assets and retirement 
benefit plan assets.

Allocated goodwill and trademarks by  
segment are specified in section 2.3.2.
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The Carlsberg Group performs annual im-
pairment tests to verify the value of recog-
nised goodwill, trademarks and other non-
current assets.

In connection with impairment testing manage-
ment reassesses the useful life and residual 
value of assets with impairment indicators.

Based on the impairment tests performed, 
the Group has recognised impairment losses 
totalling DKK 375m in respect of trademarks 
and other non-current assets.

The impairment losses on trademarks (indefi-
nite and finite) in 2013 related partly to local 
trademarks in Russia (Nevskoye) and Kazakh-
stan (Derbes) that have suffered from the eco-
nomic crisis and changes in the brand strategy 
and therefore showed a recoverable amount be-
low the carrying amount. The trademarks were 
therefore written down to the lower recoverable 
amount. A local trademark in France (Kanter-
brau) and local trademarks with finite useful life 
in Estonia were also impaired due to changes in 
the brand strategy in these two markets.    

Impairment 

2.3.1 Impairment losses The impairment of plant, machinery and  
equipment in Ringnes, Norway, is a conse-
quence of the switch to one-way recyclable 
packaging, cf. section 3. Impairment of 
plant, machinery and equipment in other 
markets is a consequence of difficult market 
conditions. 

In 2012 there were recognised impairments  
of Carlsberg Uzbekistan, DKK 91m in total, 
Nordic Getränke, Germany, DKK 64m, and 
Vena Brewery, production and sales equip-
ment, Russia, DKK 589m. The impairments 
related to intangible assets and property, 
plant and equipment and were a consequence 
of difficult market conditions and poor per-
formance. The Sarbast trademark was fully 
impaired as part of the DKK 91m impairment 
of Carlsberg Uzbekistan in 2012. 

Other impairments of property, plant and equip-
ment are a consequence of restructuring and 
process optimisations, especially in Western 
Europe and Eastern Europe.

Impairment losses of DKK 369m (2012: DKK
967m) are recognised in special items and 
DKK 6m (2012: DKK 28m) in cost of sales.

DKK million 2013 2012

Trademarks

Trademarks with finite useful life 18 -

Trademarks with indefinite useful life 182 11

Total 200 11

Other intangible assets

Impairment of Carlsberg Uzbekistan - 2

Other 23 26

Total 23 28

Property, plant and equipment

Impairment of Carlsberg Uzbekistan - 78

Impairment of Vena Brewery, production and sales equipment, Russia - 589

Impairment of Aldaris Brewery, Latvia 43 93

Impairment of plant, machinery and equipment, Ringnes, Norway 31 76

Impairment of production lines in Western Europe - 54

Impairment of plant, machinery and equipment, Carlsberg Deutschland, Germany 18 -

Impairment of plant, machinery and equipment, Carlsberg UK 17 -

Impairment of plant, machinery and equipment, Xinjiang Wusu Group, China 28 -

Other 15 2

Total 152 892

Investments in associates

Impairment of Nordic Getränke, Germany - 64

Total 375 995

IMPAIRMENT OF GOODWILL, TRADEMARKS AND OTHER NON-CURRENT ASSETS
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The impairment test of goodwill is per-
formed for Western Europe and Eastern 
Europe, while entities in Asia are tested  
at sub-regional levels. Entities that are less 
integrated in regions or sub-regions are 
tested at individual entity level. 

Management of the Group is centralised  
and driven through the regional manage-
ments, which are responsible for perfor-
mance, investments and growth initiatives 
in their respective regions. The management 
structure and responsibilities support and 
promote optimisations across countries 
focusing on the Group or region as a whole 
and not just on the specific country. Changes 
in procurement and sourcing between coun-
tries increase intra-Group trade/transactions, 
which will also have an increasing impact on 
the allocation of profits. 

Trademarks are impairment-tested individu-
ally at Group level. The carrying amount of 
trademarks which have an indefinite useful 
life and therefore are not amortised was 
DKK 32,191m (2012: DKK 35,395m) at 31 De-
cember 2013, equivalent to 98% (2012: 99%) 
of the capitalised trademarks. Management 
assesses that the value of these trademarks 

SECTION 2.3 Impairment

DKK million 2013 % 2012 %

Western Europe

Western Europe  
excl. Unicer-Bebidas de Portugal 20,238 35% 20,275 38%

Unicer-Bebidas de Portugal 536 1% 536 1%

Eastern Europe

Eastern Europe 23,865 42% 26,378 49%

Asia

Greater China and Malaysia 1,869 3% 2,187 4%

Chongqing Brewery Group 6,166 11% - 0%

Indochina 3,844 7% 3,936 7%

India 211 0% 247 0%

Nepal 303 1% 355 1%

Total 57,032 100% 53,914 100%

DKK million 2013 % 2012 %

Western Europe 6,325 20% 6,411 19%

Eastern Europe 25,381 79% 28,479 80%

Asia 485 1% 505 1%

Total 32,191 100% 35,395 100%

2.3.2 Impairment test of goodwill 
and trademarks

GOODWILL

TRADEMARKS WITH INDEFINITE USEFUL LIFE

can be maintained for an indefinite period, 
as these are well-established trademarks in 
the markets concerned and these markets 
are expected to be profitable in the long 
term. In the opinion of management, there 
is only a minimal risk of the current situa-
tion in the markets reducing the useful life 
of these trademarks, primarily due to the 
respective market share in each market and 
the current and planned marketing efforts, 
which are helping to maintain and increase 
the value of these trademarks.

For the Group’s cash-generating units, the 
carrying amount of goodwill and trademarks 
with indefinite useful life at 31 December is 
summarised to the right.

Goodwill and trademarks with indefinite use-
ful life related to Baltika Breweries (Russia), 
Brasseries Kronenbourg (France) and the 
acquisition of the 40% non-controlling inter-
est in Carlsberg Breweries A/S each comprise 
10% or more of the total carrying amount of 
goodwill and trademarks with an indefinite 
useful life at 31 December 2013. 
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The growth in the terminal period and dis-
count rates applied in the impairment tests 
are summarised to the right.

GROWTH RATES 
Growth rates are determined for each indi vidual 
cash-generating unit, trademark and item of 
property, plant and equipment tested. The 
growth rates applied for the terminal period  
are in line with the expected rate of inflation.

The applied projections for growth rates and 
discount rates are compared to ensure a reason-
able link between the two (real interest rate).

DISCOUNT RATE
Goodwill 
For the impairment testing of goodwill the 
Group uses a pre-tax risk-free interest rate 
that reflects the risk-free borrowing rate in 
each particular geographical segment.

Trademarks and property,  
plant and equipment  
For the impairment testing of trademarks and 
property, plant and equipment the Group uses 
a post-tax discount rate for each country. In 
determining the discount rate, a risk premium 
(spread) on the risk-free interest rate is fixed 
at a level that reflects management’s expecta-
tions of the spread for future borrowings.

SECTION 2.3 Impairment

2.3.3 Significant assumptions applied

The WACC rates in Asia vary within a wide 
range with the lowest rate for China and 
developed countries, whereas the subcon-
tinent, including India and Nepal, has the 
highest WACC rates in the region.

Discount rates applied
The risk-free interest rates used in impair-
ment tests performed at year-end 2013 were 
based on observed market data. For coun-
tries where long-term risk-free interest rates 
are not observable or valid due to specific 
national or macroeconomic changes affect-
ing the country, the interest rate is estimated 
based on observations from other markets 
and/or long-term expectations expressed by 
major international credit institutions.

The risk premium (spread) for the risk-free 
interest rate was fixed at market price or 
slightly lower than the current market level, 
which is comparable to the market level. 
The total interest rate, including spread, 
thereby reflected the long-term interest  
rate applicable to the Group’s investments  
in the individual markets.

ROYALTY RATES 
The royalty rate is based on the actual mar-
ket position of the individual trademark in 
the global, regional and local markets. 

WESTERN EUROPE
Western European markets are gener-
ally characterised by stable or declining 
volumes. The entire region continues to 
experience strong competition, requiring 
ongoing optimisation of cost structures and 
use of capital. A slight increase in revenue 
is expected in the next three years, while 
the ongoing restructuring initiatives already 
implemented in key countries and under 
implementation in other countries, the ini-
tiative to establish a fully integrated supply 
chain across all markets and the roll-out of 
the business standardisation project are ex-
pected to contribute to productivity improve-
ments and cost savings. Some countries will 
continue to be characterised by a high level 
of investment as a result of changes to the 
production structure.

EASTERN EUROPE
The Russian beer market has been im-
pacted more than anticipated by disruption 
from the closure of non-stationary outlets 
and sales restrictions from 1 January 2013. 
In addition, the region is impacted by the 
macroeconomic slowdown causing consum-
ers to reduce their spending. This became 
increasingly visible during the second half 
of 2013. Revenue in the region is expected 
to increase in the long run.

ASIA
Asia is a growth area with significant growth 
in China in particular. Revenue in the emerg-
ing markets is expected to increase, while 
the more mature markets are expected to 
display stable earnings.

Growth in the 
terminal period

Discount rates  
(risk-free interest rate)

2013 2012 2013 2012

Goodwill

Western Europe  
excl. Unicer-Bebidas de Portugal 1.5% 1.5% 2.7% 2.3%/2.6%

Unicer-Bebidas de Portugal 1.5% 1.5% 2.2% 1.6%

Eastern Europe 2.5% 2.5% 6.1% 7.0%

Asia 2.5-3.5% 2.5-3.5% 4.8-12.7% 3.5-12.1%

Growth in the 
terminal period

Discount rates 
(WACC)

2013 2012 2013 2012

Trademarks

Western Europe 2.0-3.0% 2.0-3.0% 5.0-6.9% 4.5-7.0%

Eastern Europe 2.0-4.5% 2.0-5.0% 8.3-19.8% 8.5-18.9%

Asia 2.0-2.5% 2.0-2.5% 7.8-13.6% 6.5-12.9%

2013 2012

International, 
premium and 
speciality beers 3.5-15.0% 3.7-7.5%

Strong regional and 
national trademarks 3.0-5.0% 3.0-5.0%

Local trademarks 
and mainstream 
trademarks 2.0-3.5% 2.0-3.5%

APPLIED GROWTH AND DISCOUNT RATES
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SECTION 2.3 Impairment

2.3.4 Sensitivity test

Sensitivity tests have been performed to de  ter -
mine the lowest growth rates and/or highest dis-
count rates that can occur in the cash-genera ting 
units and for trademarks with indefinite useful 
life without resulting in any impairment loss.

DKK million
Growth 

rate
Discount rate,  

after tax

2013
Allowed  
decrease

Allowed  
increase

Goodwill 3.9 3.4

Trademarks 1.6 0.8

2012

Goodwill 3.7 3.2

Trademarks 0.6 0.3

2.3 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

GOODWILL
The impairment test of goodwill is per-
formed for the cash-generating units to 
which goodwill is allocated. The cash- 
generating units are determined based  
on the management structure, linkage of 
the cash flows between entities and the 
individual entities’ integration in regions  
or sub-regions. The structure and cash-
generating units are reassessed each year. 

The impairment test of goodwill for 
each cash-generating unit calculates the 
recoverable amount, corresponding to the 
discounted value of the expected future 
free cash flow (value in use) based on 
budgets and target plans for the next three 
years and projections for subsequent years 
(the terminal period). Key parameters 
include assumptions about revenue growth, 
operating margin, future capital expendi-
ture and growth expectations beyond the 
next three years. Budgets and target plans 
do not incorporate the effect of future 
restructurings and non-contracted capacity 
increases.

Budgets and target plans for the next three 
years are based on concrete commercial 
initiatives, and the risks associated with the 
key parameters are assessed and incorpo-
rated in expected future free cash flows. 
The impairment test is based on scenarios 
for possible future cash flows. Potential 
upsides and downsides identified during the 
budget process and in the daily business are 
reflected in the future cash flow scenarios 

for each individual cash-generating unit. 
The scenarios reflect, among other things, 
different assumptions about combinations of 
market, price and input cost developments. 
Projections for the terminal period are based 
on general expectations and risks, taking 
into account the general growth expecta-
tions for the brewing industry in the relevant 
segments. The growth rates applied are not 
expected to exceed the average long-term 
growth rate for the Group’s individual geo-
graphical segments.

In calculating the recoverable amounts, 
the Group uses pre-tax discount rates that 
reflect the risk-free borrowing rate in each 
particular geographical segment.

TRADEMARKS
The impairment test of trademarks is 
performed using the relief from royalty 
method and is based on expected future 
free cash flows from the Group’s calcu-
lated royalty income generated by the 
individual trademark for the next 20 years 
and projections for subsequent years. Key 
assumptions include revenue, royalty rate, 
expected useful life, growth rate and a 
theoretically calculated tax effect. A post-
tax discount rate is used which reflects the 
risk-free interest rate with the addition of a 
risk premium associated with the individu-
al trademark.

Royalty income generated by the trade-
mark is based on the Group’s total income 
and earned globally, i.e. the income is also 

earned outside the segment that owns the 
trademark. If external licence agreements 
for the individual trademark already exist, 
the market terms of such agreements are 
considered when assessing the royalty rate 
which the trademark is expected to generate 
in a transaction with independent parties.

For each individual trademark a 20-year 
curve is projected, reflecting the expected 
future growth in revenue per year. Depend-
ing on the expectations for the individual 
trademark, the growth in individual years 
is above, equal to or below the current 
inflation level in the countries where the 
individual trademark is sold. The curve for 
each individual trademark is determined 
with reference to its market position, the 
overall condition of the markets where the 
trademark is marketed, as well as regional 
and national macroeconomic trends etc. For 
some trademarks, national, regional and 
international potential has been linked to 
the value of the trademark, and investments 
in terms of product development and mar-
keting strategy are expected to be made. 
For these trademarks the expected growth 
is generally higher than for comparable 
trademarks, especially at the beginning of 
the 20-year period. The growth rates de-
termined for the terminal period are in line 
with the expected rate of inflation.

Management assesses the market, market 
position and strength to determine the use-
ful life of the trademarks. When the value 
of well-established trademarks is expected 

In 2013 several of the WACC rates in Western 
Europe increased but the region was still im-
pacted by relatively low risk-free interest rates 
due to the current economic climate and associ-
ated outlook. In addition to the impairment test 
and to ensure that a potential impairment is not 
overlooked, the Group prepares an additional 
impairment sensitivity calculation. This sensi-
tivity calculation tests the impact of a higher 
interest rate, reflecting a reasonable assumption 
of a higher risk-free interest rate level. The ad-
ditional sensitivity test did not identify potential 
impairments.
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SECTION 2.3 Impairment

to be maintained for an indefinite period 
in the relevant markets, and these markets 
are expected to be profitable for a long 
period, the useful life of the trademark is 
determined to be indefinite.

The tax rate is the expected future tax rate 
in each country based on current legislation. 
The impairment test at year-end 2013 incor-
porated tax rates in the range of 15-34%.

The discount rate is an after-tax WACC cal-
culated country by country based on long-
term expectations for each trademark.

PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment are impair-
ment-tested when there are indications of 
impairment. Management performs an 
annual assessment of the assets’ future 
application, e.g. in relation to changes in 
production structure, restructurings or closing 
of breweries.  The impairment test is based 
on budgeted and estimated cash flows from 
the cash-generating unit. The assessment 
is based on the lowest cash-generating unit 
affected by the changes that indicate impair-
ment. The discount rate is an after-tax WACC 

that reflects the risk-free interest rate with 
the addition of a risk premium associated 
with the particular asset. 

ASSOCIATES
Management performs an impairment test 
of investments in associates when there 
are indications of impairment, e.g. due to 
loss-making activities or major changes in 
the business environment. The impairment 
test is based on budgeted and estimated 
cash flows from the associate and related 
assets which form an integrated cash-
generating unit. The pre-tax discount rate 
reflects the risk-free interest rate with the 
addition of a risk premium associated with 
the particular investments.

2.3 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED) 2.3 ACCOUNTING POLICIES

Goodwill and trademarks with indefinite useful life 
are subject to an annual impairment test, initially 
before the end of the acquisition year.

The carrying amount of goodwill is tested for 
impairment annually, together with the other  
non-current assets in the cash-generating unit 
to which goodwill is allocated. The recoverable 
amount is generally calculated as the present 
value of expected future net cash flows (value in 
use) from the entity or activity (cash-generating 
unit) to which the goodwill is allocated. 

The carrying amount of trademarks with indefinite 
useful life is subject to an annual impairment test. 
The recoverable amount is generally calculated as 
the present value of expected future net cash flows 
from the trademark in the form of royalties (the 
relief from royalty method). 

The carrying amount of other non-current assets is 
subject to an annual test for indications of impair-
ment. When there is an indication that assets may 
be impaired, the recoverable amount of the asset is 
determined. The impairment test is performed for 
the individual asset or in combination with related 
assets which form an integrated cash-generating 
unit. The recoverable amount is the higher of an 
asset’s fair value less expected costs to sell and its 
value in use. Value in use is the present value of 
the future cash flows expected to be derived from 
an asset or the cash-generating unit to which the 
asset belongs.

An impairment loss is recognised if the carrying 
amount of an asset or its cash-generating unit 
exceeds the recoverable amount of the asset or 
the cash-generating unit. Impairment of goodwill, 
trademarks and significant impairment losses on 
property, plant and equipment and associates,  
and impairment losses arising on extensive struc-
turing of processes and fundamental structural 
adjustments are recognised under special items. 
Minor impairment losses are recognised in the 
income statement under cost of sales, sales and 
distribution expenses, administrative expenses or 
other operating activities, net.

Impairment of goodwill is not reversed. Impair-
ment of other assets is reversed only to the extent 
of changes in the assumptions and estimates 
underlying the impairment calculation. Impairment 
is only reversed to the extent that the asset’s new 
carrying amount does not exceed the carrying 
amount of the asset after amortisation/deprecia-
tion had the asset not been impaired.
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Intangible assets and property, 
plant and equipment

DKK million Intangible assets Property, plant and equipment

2013 Goodwill Trademarks 

Other 
intangible 

assets Total
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings,  

other plant and  
equipment Total

Cost

Cost at 1 January 2013 54,010 37,043 3,512 94,565 18,625 31,130 12,439 62,194

Acquisition of entities/Adjustments to prior period 5,982 106 9 6,097 1,248 887 297 2,432

Additions - 2 933 935 295 3,170 1,406 4,871

Disposals - - -189 -189 -116 -1,299 -1,261 -2,676

Transfers - - 4 4 205 -772 445 -122

Foreign exchange adjustments etc./Effect of hyperinflation -2,884 -3,117 4 -5,997 -903 -1,655 -634 -3,192

Cost at 31 December 2013 57,108 34,034 4,273 95,415 19,354 31,461 12,692 63,507

Amortisation, depreciation and impairment losses

Amortisation, depreciation and impairment losses at 1 January 2013 96 1,116 2,137 3,349 5,770 16,345 8,088 30,203

Disposals - - -175 -175 -18 -1,183 -1,099 -2,300

Amortisation and depreciation - 25 225 250 538 1,744 1,451 3,733

Impairment losses - 200 23 223 2 116 34 152

Transfers - - - - -27 -73 -8 -108

Foreign exchange adjustments etc./Effect of hyperinflation -20 -70 -37 -127 -255 -902 -498 -1,655

Amortisation, depreciation and impairment losses at 31 December 2013 76 1,271 2,173 3,520 6,010 16,047 7,968 30,025
Carrying amount at 31 December 2013 57,032 32,763 2,100 91,895 13,344 15,414 4,724 33,482
Carrying amount of assets pledged as security for loans 1,002 251 1 1,254

Additions to goodwill are described in more detail in section 5. 
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SECTION 2.4 Intangible  
assets and property, plant  
and equipment

DKK million Intangible assets Property, plant and equipment

2012 Goodwill Trademarks 

Other 
intangible 

assets Total
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings,  

other plant and  
equipment Total

Cost

Cost at 1 January 2012 53,102 35,941 3,180 92,223 18,014 29,288 11,792 59,094

Acquisition of entities/(-) Adjustments to prior period -7 - - -7 8 33 10 51

Additions - 2 470 472 318 2,705 1,520 4,543

Disposals - - -132 -132 -87 -761 -1,247 -2,095

Transfers - - 16 16 99 -478 357 -22

Foreign exchange adjustments etc./Effect of hyperinflation 915 1,100 -22 1,993 273 343 7 623

Cost at 31 December 2012 54,010 37,043 3,512 94,565 18,625 31,130 12,439 62,194

Amortisation, depreciation and impairment losses

Amortisation, depreciation and impairment losses at 1 January 2012 105 1070 2,007 3,182 4,905 14,570 7,771 27,246

Disposals - - -130 -130 -34 -714 -1,238 -1,986

Amortisation and depreciation - 25 214 239 544 1,769 1,439 3,752

Impairment losses - 11 28 39 289 522 81 892

Transfers - - - - 4 4 -9 -1

Foreign exchange adjustments etc./Effect of hyperinflation -9 10 18 19 62 194 44 300

Amortisation, depreciation and impairment losses at 31 December 2012 96 1,116 2,137 3,349 5,770 16,345 8,088 30,203
Carrying amount at 31 December 2012 53,914 35,927  1,375 91,216 12,855 14,785 4,351 31,991
Carrying amount of assets pledged as security for loans 1,033 366 3 1,402

Additions to goodwill are described in more detail in section 5. 
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Intangible assets under development 
amounted to DKK 1,338m (2012: DKK 
1,091m) and are included in other intangible  
assets. Property, plant and equipment un-
der construction amounted to DKK 2,437m 
(2012: DKK 1,799m) and are included in 
plant and machinery. 

The carrying amount of other intangible 
assets at 31 December 2013 included capital-
ised software costs of DKK 315m (2012: DKK 
44m) and beer delivery rights of DKK 86m 
(2012: DKK 79m).

Fixtures and fittings, other plant and equip-
ment include rolling equipment such as cars 
and trucks, draught beer equipment, coolers, 
returnable packaging and office equipment.

GAIN/LOSS ON DISPOSAL OF ASSETS
The gain/loss on disposal is recognised in 
other operating activities, net and is specified 
in the table to the right.

LEASES 
Operating lease liabilities totalled DKK 
1,824m (2012: DKK 1,960m), with DKK 469m 
(2012: DKK 515m) falling due within one year. 
Operating leases primarily relate to proper-
ties, IT equipment and transport equipment 

(cars, trucks and forklifts). These leases 
contain no special purchase rights etc.

Assets held under finance leases with a total 
carrying amount of DKK 47m (2012: DKK 
46m) have been pledged as security for lease 
liabilities totalling DKK 46m (2012: DKK 39m).

SERVICE AGREEMENTS 
The Group has entered into service contracts 
of various lengths in respect of sales, logistics 
and IT. Costs related to the contracts are 
recognised as the services are received. The 
total commitment amounted to approxi-
mately DKK 250m (2012: DKK 250m), with 
the majority falling due within one year.

CAPITAL COMMITMENTS 
The Group has entered into various capital 
commitments which are agreed to be made 
after the reporting date and are therefore 
not recognised in the consolidated financial 
statements. 

Capital commitments are specified in the table 
to the right.

Intangible assets Property, plant and equipment

DKK million 2013 2012 2013 2012

Cost of sales 46 49 2,817 2,766

Sales and distribution expenses 43 47 752 820

Administrative expenses 161 169 170 168

Special items 223 13 146 890

Total 473 278 3,885 4,644

DKK million 2013 2012

Gain on disposal of property, plant and equipment and intangible assets  
within beverage activities 73 157

Loss on disposal of property, plant and equipment and intangible assets  
within beverage activities -65 -45

Total 8 112

RECOGNITION OF AMORTISATION, DEPRECIATION AND IMPAIRMENT LOSSES  
IN THE INCOME STATEMENT

GAIN/LOSS ON DISPOSAL OF ASSETS

DKK million 2013 2012

Intangible assets - 1
Property, plant and equipment 262 401

Total 262 402

CAPITAL COMMITMENTS

SECTION 2.4 Intangible  
assets and property, plant  
and equipment
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2.4 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

USEFUL LIFE AND RESIDUAL VALUE 
OF INTANGIBLE ASSETS WITH FINITE 
USEFUL LIFE AND PROPERTY, PLANT 
AND EQUIPMENT 
Useful life and residual value are initially 
assessed both in acquisitions and in busi-
ness combinations, cf. section 5. The value 
of the trademarks acquired and their ex-
pected useful life are assessed based on 
the trademarks’ market position, expected 
long-term developments in the relevant 
markets and the trademarks’ profitability.

Management assesses trademarks and 
property, plant and equipment for changes 
in useful life. When there is an indication of a 
reduction in the value or useful life, the asset 
is tested for impairment and is written down 
if necessary, or the amortisation/deprecia-
tion period is reassessed and if necessary 
adjusted in line with the asset’s changed 
useful life.

Reassessment of the expected future use is 
as a minimum made in connection with an 
evaluation of changes in production struc-
ture, restructuring and brewery closures. The 
expected future use and residual values may 

not be realised, which will require reassess-
ment of useful life and residual value and 
recognition of impairment losses or losses  
on disposal of non-current assets. 

When changing the amortisation or depre-
ciation period due to a change in the useful 
life, the effect on the amortisation/deprecia-
tion is recognised prospectively as a change 
in accounting estimates.

The Group has entered into a number of 
leases and service contracts. When enter-
ing into these agreements, management 
considers the substance of the service being 
rendered in order to classify the agreement 
as either a lease or a service contract. In 
making this judgement, particular impor-
tance is attached to whether fulfilment 
of the agreement depends on the use of 
specific assets. The Group assesses whether 
contracts are onerous by determining only 
the direct variable costs and not the costs 
that relate to the business as a whole.

For leases, an assessment is made as to 
whether the lease is a finance lease or an 
operating lease. The Group has mainly en-

tered into operating leases for standardised 
assets with a short duration relative to the 
life of the assets, and accordingly the leases 
are classified as operating leases.

Leases are classified as finance leases if 
they transfer substantially all the risks 
and rewards incident to ownership to the 
lessee. All other leases are classified as 
operating leases.

Significant accounting estimates and judge-
ments related to impairment are described 
above, cf. section 2.3.

SECTION 2.4 Intangible  
assets and property, plant  
and equipment
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2.4 ACCOUNTING POLICIES

Cost 
Intangible assets and property, plant and equipment 
are initially recognised at cost and subsequently 
measured at cost less accumulated amortisation, 
depreciation and impairment losses. 

Cost comprises the purchase price and any costs directly 
attributable to the acquisition until the date when the 
asset is available for use. The cost of self-constructed 
assets comprises direct and indirect costs of materials, 
components, sub-suppliers, wages and salaries, and 
capitalised borrowing costs on specific or general bor-
rowing attributable to the construction of the asset.

Research costs are recognised in the income state-
ment as they are incurred. Development costs are 
recognised as intangible assets if the costs are 
expected to generate future economic benefits. 

For assets acquired in business combinations, includ-
ing trademarks and property, plant and equipment, 
cost at initial recognition is determined by estimat-
ing the fair value of the individual assets in the 
purchase price allocation. Goodwill is only acquired 
in business combinations and is measured by the 
purchase price allocation. Goodwill is not amortised. 

CO2 emission rights are measured at cost at the date 
of allocation (i.e. normally DKK 0), while acquired 
rights are measured at cost. A liability is recognised 
(at fair value) only if actual emissions of CO2 exceed 
allocated levels based on the holding of rights.

The present value of estimated liabilities related to 
dismantling and removing the asset and restoring 
the site on which the asset is located is added to the 
cost of self-constructed assets if the liabilities are 
provided for. 

Where individual components of an item of prop-
erty, plant and equipment have different useful lives, 
they are accounted for as separate items and are 
depreciated separately.

The cost of assets held under finance leases is 
stated at the lower of fair value of the assets and 
the present value of the future minimum lease pay-
ments. For the calculation of the net present value, 
the interest rate implicit in the lease or an approxi-
mation thereof is used as the discount rate.

Subsequent costs, e.g. in connection with replace-
ment of components of property, plant and equip-
ment, are recognised in the carrying amount of the 
asset if it is probable that the costs will result in 
future economic benefits for the Group. The replaced 
components are derecognised from the statement 
of financial position and recognised as an expense 
in the income statement. Costs incurred for ordinary 
repairs and maintenance are recognised in the 
income statement as incurred.

Useful life, amortisation and depreciation 
The useful life and the residual value are determined 
at the acquisition date and reassessed annually. 
If the residual value exceeds the carrying amount, 
depreciation is discontinued.

Amortisation and depreciation are recognised on  
a straight-line basis over the expected useful life of 
the assets, taking into account any residual value. 
The expected useful life and residual value are de-
termined based on past experience and expectations 
of the future use of assets. 

The basis of depreciation is calculated on the basis of 
the cost less the residual value and impairment losses. 

The expected useful life for the various items is as 
follows: 

Trademarks with  
finite useful life Normally 20 years

Software etc. Normally 3-5 years. Group-
wide systems developed 
as an integrated part of a 
major business development 
programme: 5-7 years

Delivery rights Depending on contract; if no 
contract term has been agreed, 
normally not exceeding 5 years

Customer 
agreements/ 
relationships

Depending on contract with the 
customer; if no contract exists, 
normally not exceeding 20 years

CO2 rights Production period where utilised

Buildings 20-40 years

Technical installations 15 years

Brewery equipment 15 years

Filling and bottling equipment 8-15 years

Technical installations in warehouses 8 years

On-trade and distribution equipment 5 years

Fixtures and fittings,  
other plant and equipment 5-8 years

Returnable packaging 3-10 years

Hardware 3-5 years

Land Not depreciated

Amortisation and depreciation are recognised in the 
income statement under cost of sales, sales and 
distribution expenses, and administrative expenses 
to the extent that they are not included in the cost 
of self-constructed assets.

Impairment losses 
Impairment losses of a non-recurring nature are 
recognised in the income statement under special 
items.

Operating leases 
Operating lease payments are recognised in the 
income statement on a straight-line basis over the 
lease term.

Government grants and other funding 
Grants and funding received for the acquisition of 
assets and development projects are recognised 
in the statement of financial position as deferred 
income and charged to the same line item in the 
income statement as the depreciation of the assets 
for which the grants and funding were awarded.

SECTION 2.4 Intangible  
assets and property, plant  
and equipment

Consolidated financial statements  SECTION 2: ASSET BASE AND RETURNS 84Carlsberg Group Annual Report 2013



Special items Special items 
and provisions

107m 239m
Reversal of provision for 
onerous malt and hops 
contracts, DKK 107m, 
positively impacted  
special items.

Recycling of prior years’ 
cumulative exchange rate 
difference on entities ac-
quired in step acquisitions 
impacted special items 
positively by DKK 239m.

-624m
Cost of restructuring 
projects and impairment, 
primarily in Western  
Europe, of DKK 624m.

-200m
Impairment of trademarks, 
primarily due to changes 
in brand strategy, totalled 
DKK 200m.

Special items include major impairments and 
expenses related to restructuring initiatives 
implemented across the Group. Restructur-
ings are initiated to enhance the Group’s 

DKK million 2013 2012

Special items, income

Gain on disposal of entities and adjustments to gain in prior years - 107

Gain on sale of Copenhagen brewery site - 1,719

Recycling of cumulative exchange rate differences of entities acquired in step acquisitions 239 -

Gain on disposal of property, plant and equipment impaired in prior years 40 -

Total 279 1,826

Special items, expenses

Restructuring projects and termination benefits -624 -1,657

Impairment of trademarks -200 -

Costs related to acquisitions and disposals of entities -28 -

Reversal of provision for onerous malt and hops contracts 107 -

Other - -84

Total -745 -1,741
Special items, net -466 85

If special items had been recognised in operating profit before special items,  
they would have been included in the following items

Cost of sales -514 -1,366

Sales and distribution expenses -69 -83

Administrative expenses -162 -67

Other operating activities, net 279 1,719

Share of profit after tax, associates - -118

Special items, net -466 85

future earnings potential and to make the 
Group more efficient going forward. In 2013, 
special items related to: 

Key developments 2013
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SECTION 3.1 Special Items

The Group is optimising and standardising 
business processes in Western Europe, which 
resulted in restructuring costs and impairments 
totalling DKK 207m (2012: DKK 188m). 

Restructuring of Ringnes in Norway, DKK 88m 
(2012: DKK 262m), related to the full transition 
to one-way packaging before the first half of 
2015, which also includes investment in new 
production equipment and added capacity as 
well as a reduction in employees by 2015.

Restructuring of Xinjiang Wusu Group, DKK 
62m, entailed the restructuring and closure of 
three breweries in 2013.

The impairment and restructuring in 2012 
of Carlsberg Uzbekistan, DKK 290m,  Nordic 
Getränke, DKK 118m, and Vena Brewery, 
production and sales equipment in Russia, DKK 
589m, related to non-current assets in the enti-
ties due to difficult market conditions and poor 
performance and profit outlook. 

Carlsberg and its partner in Nordic Getränke 
agreed to cease the cooperation in January 2013 
and split the entities between them. As a con-
sequence, the investment was impaired by DKK 
118m in 2012. The entities acquired from Nordic 
Getränke were fully consolidated and integrated 
in the German business with effect from January 
2013, cf. further description in section 5. 

IMPAIRMENT OF TRADEMARKS
The impairment loss on trademarks, DKK 200m 
(indefinite and finite useful life), relates to Nevs-
koye (Russia), Derbes (Kazakhstan), Kanterbrau 
(France) and trademarks in Estonia.

3.1.2 Special items, expenses

DKK million 2013 2012

Impairment of Vena Brewery, production and sales equipment, Russia - -589

Impairment and restructuring of Carlsberg Uzbekistan - -290

Restructuring of Ringnes, Norway -88 -262

Impairment of Nordic Getränke, Germany -7 -118

Impairment of other non-current assets -23 -93

Restructuring of Carlsberg Deutschland -40 -37

Impairment and restructuring in relation to optimisation  
and standardisation in Western Europe -207 -188

Termination benefits and restructuring of sales, logistics  
and administration, Carlsberg UK -27 -4

Termination benefits and impairment of Brasseries Kronenbourg, France -59 -76

Restructuring of Baltika Breweries, Russia -37 -

Restructuring of Aldaris, Latvia -74 -

Impairment and restructuring of Xinjiang Wusu Group, China -62 -

Total -624 -1,657

IMPAIRMENT, RESTRUCTURING AND TERMINATION BENEFITS

COST RELATED TO ACQUISITION  
AND DISPOSALS
Cost related to the acquisition of entities, 
DKK 28m, primarily relates to the acquisition 
of Chongqing Brewery Group, China. 

3.1 ACCOUNTING POLICIES

Special items include significant income and 
costs of a special nature in terms of the Group’s 
revenue-generating operating activities which 
cannot be attributed directly to the Group’s 
ordinary operating activities. Such income and 
costs include the cost of extensive restructuring 
of processes and fundamental structural adjust-
ments, as well as any gains or losses arising from 
disposals of related assets which have a material 
effect over a given period. 

Special items also include significant non-recurring 
items, including impairment of goodwill (including 
goodwill allocated to joint ventures and associ-
ates) and trademarks, gains and losses on the 
disposal of activities, revaluation of the sharehold-
ing in an entity held immediately before a step 
acquisition of that entity and transaction costs in  
a business combination. 

3.1 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

The use of special items entails manage-
ment judgement in the separation from 
other items in the income statement. 
Management carefully considers such 
changes in order to ensure the correct 
distinction between the operating activities 
and restructuring of the Group carried out 
to enhance the future earnings potential.
Management reassesses useful life and 
residual value of non-current assets used 

in the entity undergoing restructuring. The 
extent and amount of onerous contracts 
as well as employee and other obligations 
arising in connection with the restructuring 
are also estimated. Management initially 
assesses the entire project and recognises 
all present costs of the project, but the 
project is also assessed on an ongoing basis 
with further costs possibly occurring during 
the lifetime of the project.

3.1.1 Special items, income

During 2013, the Group disposed of some assets 
which had been impaired in prior years, resulting 
in a gain of DKK 40m. The Group also recycled 
cumulative exchange differences of DKK 239m 
relating to entities acquired in step acquisitions.

The income in 2012 primarily related to a gain 
of DKK 1,719m from the establishment of a con-
sortium comprising a group of Danish in vestors 
and the Carlsberg Group to develop the former 
brewery site in Copenhagen. The gain improved 
net profit and free cash flow significantly. 

The Sarbast trademark was fully impaired in 
2012 as part of the impairment of Carlsberg 
Uzbekistan. 
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Provisions 

Restructuring projects comprise expected costs  
directly linked to the restructuring. These 
costs are typically recognised in special items 
and provided for as provisions. The restruc-
turing provisions are calculated on the basis 
of detailed plans announced to the parties 
concerned and relate mainly to termination 
benefits to employees made redundant. 

In 2013, restructuring provisions amounted to 
DKK 439m. The provisions related primarily  

to the restructuring of Ringnes, due to the 
switch to one-way recyclable packaging, cf. 
above, and to Feldschlösschen, Carlsberg 
Italia and Brasseries Kronenbourg.

Other provisions totalling DKK 1,350m (2012: 
DKK 1,162m) related primarily to profit sharing 
in France, employee obligations other than 
retirement benefits, and ongoing disputes, 
lawsuits etc.

DKK million

2013 Restructurings
Onerous 

contracts Other Total

Provisions at 1 January 2013 575 112 1,162 1,849

Acquisition of entities - - 121 121

Additional provisions recognised 155 - 257 412

Used during the year -263 -2 -218 -483

Reversal of unused provisions - -107 -48 -155

Transfers - 16 61 77

Discounting 14 - 48 62

Foreign exchange adjustments etc. -42 - -33 -75

Provisions at 31 December 2013 439 19 1,350 1,808

Provisions are recognised in the statement  
of financial position as follows

Non-current provisions 255 19 1,004 1,278

Current provisions 184 - 346 530

Total 439 19 1,350 1,808

2012

Provisions at 1 January 2012 336 112 1,064 1,512

Additional provisions recognised 414 - 337 751

Used during the year -156 - -235 -391

Reversal of unused provisions -24 - -135 -159

Transfers 2 - 130 132

Discounting 13 - 53 66

Foreign exchange adjustments etc. -10 - -52 -62

Provisions at 31 December 2012 575 112 1,162 1,849

Provisions are recognised in the statement  
of financial position as follows

Non-current provisions 304 5 921 1,230

Current provisions 271 107 241 619

Total 575 112 1,162 1,849

3.2 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

In connection with large restructurings, 
management assesses the timing of costs 
to be incurred, which influences the classi-
fication as current or non-current liabilities. 
Provision for losses on onerous procure-
ment contracts is based on agreed terms 
with the supplier and expected fulfilment  
of the contract based on the current esti-
mate of volumes and use of raw materi-
als. Warranty provisions are based on the 
substance of the agreements entered into, 

including the guarantees issued covering 
customers in the on-trade. Management 
assesses provisions, contingent assets and 
contingent liabilities, and the likely outcome 
of pending or probable lawsuits etc. on an 
ongoing basis. The outcome depends on 
future events, which are by nature uncertain. 
In assessing the likely outcome of lawsuits 
and tax disputes etc., management bases its 
assessment on external legal assistance and 
established precedents. 
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The Group is party to certain lawsuits, dis-
putes etc. of various scopes. It is manage-
ment’s opinion that, apart from items recog-
nised in the statement of financial position 
or disclosed in the consolidated financial 
statements, the outcome of these lawsuits, 
disputes etc. will not have a material effect 
on the Group’s financial position.

The Group has issued guarantees for loans 
etc. raised by third parties (non-consolidated 
entities) of DKK 626m (2012: DKK 674m). 
Guarantees issued for loans raised by joint 
ventures and associates are described in sec-
tion 5.5 and 5.6.

Certain guarantees etc. are issued in connec-
tion with disposal of entities and activities 
etc. Apart from items recognised in the state-
ment of financial position or disclosed in 
the consolidated financial statements, these 
guarantees etc. will not have a material ef-
fect on the Group’s financial position.

Contractual commitments, and lease and ser-
vice agreements are described in section 2.4. 

3.2 ACCOUNTING POLICIES

Provisions, including warranty provisions, are 
recognised when, as a result of events arising before 
or at the end of the reporting period, the Group 
has a legal or a constructive obligation and it is 
probable that there may be an outflow of resources 
embodying economic benefits to settle the obliga-
tion. Other provisions are discounted if the effect is 
material to the measurement of the liability. The 
Carlsberg Group’s average borrowing rate is used as 
the discount rate.

Restructuring costs are recognised under liabilities 
when a detailed, formal restructuring plan has been 
announced to the persons affected no later than 
at the end of the reporting period. On acquisition 
of entities, restructuring provisions in the acquiree 

are only included in the opening balance when the 
acquiree has a restructuring liability at the acquisi-
tion date.

A provision for onerous contracts is recognised 
when the benefits expected to be derived by the 
Group from a contract are lower than the unavoid-
able costs of meeting its obligations under the 
contract.

When the Group has a legal obligation to disman-
tle or remove an asset or restore the site on which 
the asset is located, a provision is recognised cor-
responding to the present value of expected future 
costs.

Contingent 
liabilities 

SECTION 3.2 Provisions
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Financing costs, 
capital structure 
and equity

Borrowings
Key developments 2013

-1,533m
Net financials totalled DKK -1,533m,  
down from DKK -1,772m in 2012.

4.1%
Average funding rate of 4.1%, 
down from 4.5% in 2012. 

The main reason for the 
decline was the redemp-
tion of a GBP 200m bond 
in February 2013 and EUR 
1bn swaps maturing in the 
second half of the year. Both 
the bond and the swaps had 
a high interest rate.

2.5bn
Net interest-bearing debt  
increased DKK 2.5bn, primarily  
due to investments in Chong-
qing Brewery Group.

2,510m
In December 2013, exist-
ing credit facilities of EUR 
1,749m (maturing October 
2015) and EUR 800m (ma-
turing December 2016) were 
replaced by a EUR 2,510m 
multi-currency credit facility. 
The new facility matures in 
February 2019 and may  
be extended for another  
two years.

Borrowings are diversified between a number of funding sources.

7.8bn
Carlsberg had available 
credit resources of DKK 
7.8bn at 31 December 2013.

Distribution of gross financial debt 2013,
DKK 40,211m

Distribution of gross financial debt 2012,
DKK 40,058m

  Non-current bank borrowing 14% 
 Issued bonds 77% 
  Non-current mortgages 4% 
  Current bank borrowing 3% 
  Other current and non-current borrowing 2% 

  Non-current bank borrowing 18% 
 Issued bonds 72% 
  Non-current mortgages 4% 
  Current bank borrowing 5% 
  Other current and non-current borrowing 1% 
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Financial income 
and expenses 

Financial items, net, decreased by DKK 
239m, primarily due to the issue of bonds 
late in 2012 with a lower coupon than that 
of bonds maturing during 2013. The coupon 
was also lower than the interest rates on 
swaps maturing in 2013.

Interest expenses primarily relate to interest 
on borrowings measured at amortised cost 
and include DKK -37m which is the ineffective 
portion of interest rate swaps. The ineffective-
ness was recognised in fair value adjustments 
in 2012 and realised in 2013. Borrowing costs 
on specific or general borrowings which are 
directly attributable to the development or 
construction of a qualifying asset are included 
in the cost of that asset. Interest, losses and 
write-downs relating to on-trade loans, which 
are measured at amortised cost, are included 
as income and expenses in other operating ac-
tivities (cf. section 1.3.4), as such loans are seen 
as a prepaid discount to the customer.

4.1 ACCOUNTING POLICIES

Financial income and expenses comprise interest 
income and expenses, payables and transactions 
denominated in foreign currencies, amortisation of 
financial assets (other than loans to customers in 
the on-trade, which are included in other operating 
activities, net) and liabilities, including defined ben-
efit retirement plans, and surcharges and refunds 
under the on-account tax scheme etc. Realised 
and unrealised gains and losses on derivative 
financial instruments which are not designated as 
hedging arrangements and the ineffective portion 
of those designated as hedging arrangements are 
also included.

Borrowing costs on specific or general borrowings 
which are directly attributable to the development 
or construction of a qualifying asset are included 
in the cost of that asset.

DKK million 2013 2012

Financial income

Interest income 307 345

Fair value adjustments of financial instruments, net, cf. section 4.8 - 189

Foreign exchange gains, net 178 -

Expected return on plan assets, defined benefit plans 218 323

Other financial income 18 43

Total 721 900

Financial expenses

Interest expenses -1,726 -1,905

Capitalised financial expenses 4 -

Fair value adjustments of financial instruments, net, cf. section 4.8 -17 -

Foreign exchange losses, net - -172

Impairment of financial assets -8 -3

Interest cost on obligations, defined benefit plans -332 -381

Other financial expenses -175 -211

Total -2,254 -2,672
Financial items, net, recognised in the income statement -1,533 -1,772

DKK million 2013 2012

Foreign exchange adjustments of foreign entities

Foreign currency translation of foreign entities -7,260 1,904

Recycling of cumulative translation differences of entities  
acquired in step acquisitions -239 -

Effect of hyperinflation 61 75

Total -7,438 1,979

Value adjustments of hedging instruments

Change in fair value of effective portion of cash flow hedges -176 -295

Change in fair value of cash flow hedges transferred to the income statement 304 622

Change in fair value of net investment hedges -118 -216

Total 10 111
Financial items, net, recognised in other comprehensive income -7,428 2,090

FINANCIAL ITEMS RECOGNISED IN THE INCOME STATEMENT

FINANCIAL ITEMS RECOGNISED IN OTHER COMPREHENSIVE INCOME

Of the net change in fair value of cash flow hedges 
transferred to the income statement, DKK 58m (2012: 
DKK 266m) is included in cost of sales and DKK 246m 
(2012: DKK 356m) is included in financial items.

Interest income relates to interest from cash and cash equivalents measured at amortised cost.
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Net interest-
bearing debt  

At 31 December 2013, gross interest-bearing 
debt amounted to DKK 40.4bn and net 
interest-bearing debt amounted to DKK 
35bn. Of the gross interest-bearing debt, 
76% (DKK 30.7bn) was long-term, i.e. with 
maturity after more than one year. 

Net interest-bearing debt increased by DKK 
2.5bn during 2013, primarily due to acquisi-
tion of entities (DKK 2.3bn) and the inclusion 
of the net interest-bearing debt in Chongqing 
Brewery Group (DKK 1.1bn), which became 
fully consolidated in December 2013.

DKK million 2013 2012

Non-current borrowings 30,686 36,706

Current borrowings 9,525 3,352

Payables, acquisitions 188 -

Gross interest-bearing debt 40,399 40,058
Cash and cash equivalents -3,714 -5,760

Loans to associates, interest-bearing portion -95 -110

On-trade loans -1,916 -2,022

Non-interest-bearing portion 935 1,012

Other receivables -2,168 -2,088

Non-interest-bearing portion 1,581 1,390

Net interest-bearing debt 35,022 32,480

NET INTEREST-BEARING DEBT

DKK million 2013 2012

Changes in net interest-bearing debt

Net interest-bearing debt at 1 January 32,480 32,460

Cash flow from operating activities -9,083 -9,871

Cash flow from investing activities,  
excl. acquisition of entities, net

6,543 3,947

Cash flow from acquisition of entities, net 2,340 27

Dividends to shareholders and non-controlling 
interests

1,274 1,121

Acquisition of non-controlling interests 320 4,916

Acquisition/disposal of treasury shares and 
exercise of share options

70 25

Acquired net interest-bearing debt from  
acquisition of entities

1,039 -154

Change in interest-bearing lending 249 18

Effect of currency translation -134 327

Other -76 -336

Total change 2,542 20
Net interest-bearing debt at 31 December 35,022 32,480

Consolidated financial statements  SECTION 4: FINANCING COSTS, CAPITAL STRUCTURE AND EQUITY 91Carlsberg Group Annual Report 2013



Capital structure  

Management regularly assesses whether the 
Group’s capital structure is in the interests of 
the Group and its shareholders. The overall 
objective is to ensure a continued develop-
ment and strengthening of the Group’s capital 
structure which supports long-term profitable 
growth and a solid increase in key earnings 
and statement of financial position ratios. 

This includes assessment of and decisions on 
the split of financing between share capital 
and loans, which is a long-term strategic 
decision to be made in connection with major 
acquisitions and similar transactions.

Carlsberg A/S’s share capital is divided into two 
classes (A shares and B shares). Combined 
with the Carlsberg Foundation’s position as 
majority shareholder (in terms of control), 
management considers that this division will 
remain advantageous for all of the Company’s 
shareholders, as this structure enables and sup-
ports the long-term development of the Group.

As an element in strategic decisions on capital 
structure, management assesses the risk of 

In 2013, total equity decreased to DKK 
71,499m from DKK 73,650m. The decrease in 
equity was mainly due to profit for the period 
of DKK 6.0bn less foreign currency transla-
tion of foreign entities of DKK 7.5bn. Pay-
ment of dividends to Carlsberg shareholders 
and non-controlling interests amounted to 
DKK -1.3bn.

TREASURY SHARES
At 31 December 2013, the fair value of treas-
ury shares amounted to DKK 14m (2012: 
DKK 1m).

According to the authorisation of the Gen-
eral Meeting, the Supervisory Board may, 
in the period until 24 March 2015, allow the 
Company to acquire treasury shares up to a 
total holding of 10% of the nominal share 
capital, at a price quoted on NASDAQ OMX 
Copenhagen at the time of acquisition with 
a deviation of up to 10%.

changes in the Group’s investment-grade  
rating. In 2006 the Group was awarded  
investment-grade ratings by Moody’s Investor 
Service and Fitch Ratings. In February 2011 
both ratings were upgraded one notch. The 
current ratings are Baa2 from Moody’s and 
BBB from Fitch, both with a stable outlook. 

Other operational decisions relate to the 
issue of bonds, and the entering into and 
changing of bank loan agreements. To 
facilitate these decisions and manage the 
operational capital structure, manage-
ment assesses committed credit facilities, 
expected future cash flows and the net  
debt ratio.

4.3.1 Capital structure

4.3.2 Equity

Class A shares Class B shares Total share capital

Shares of 
DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000

1 January 2012 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

No change in 2012 - - - - - -

31 December 2012 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136
No change in 2013 - - - -

31 December 2013 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

SHARE CAPITAL

In the financial year the Company acquired 
class B treasury shares of a nominal amount of 
DKK 6m (2012: DKK 3m) at an average price of 
DKK 579 (2012: DKK 495), corresponding to a 
purchase price of DKK 167m (2012: DKK 70m). 
Class B treasury shares are primarily acquired 
to facilitate settlement of share option schemes. 
The Company holds no class A shares.

In the financial year the Company disposed of 
class B treasury shares at a total price of DKK 
97m (2012: DKK 45m). The disposal was made 
in connection with settlement of share options.

Shares of 
DKK 20

Nominal 
value,  
DKKm

Percentage of 
share capital

1 January 2012 33,498 - 0.0%

Acquisition of treasury shares 141,000 3 0.1%

Used to settle share options -172,911 -3 -0.1%

31 December 2012 1,587 - 0.0%
1 January 2013 1,587 - 0.0%

Acquisition of treasury shares 288,582 6 0.2%

Used to settle share options -266,228 -5 -0.2%

31 December 2013 23,941 1 0.0%

TREASURY SHARES

A shares carry 20 votes per DKK 20 share.  B shares carry two votes per DKK 20 share. A preferential right to an 
8% non-cumulative dividend is attached to B shares. Apart from votes and dividends, all shares rank equally.
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SECTION 4.3 Capital structure

4.3.2 ACCOUNTING POLICIES

Currency translations in equity
Currency translations in equity comprise foreign 
exchange adjustments arising on translation of 
financial statements of foreign entities from their 
functional currencies into the presentation currency 
used by Carlsberg A/S (DKK), balances considered 
to be part of the total net investment in foreign 
entities, and financial instruments used to hedge 
net investments in foreign entities.

On full or partial realisation of the net investment, the 
foreign exchange adjustments are recognised in the 
income statement in the same item as the gain/loss.

Fair value adjustments in equity
Fair value adjustments in equity comprise changes 
in the fair value of hedging transactions that 
qualify for recognition as cash flow hedges and 
where the hedged transaction has not yet been 
realised. 

Proposed dividends
Proposed dividends are recognised as a liability 
at the date when they are adopted at the Annual 
General Meeting (declaration date). The dividend 
recommended by the Supervisory Board and 
therefore expected to be paid for the year is dis-
closed in the statement of changes in equity.

Treasury shares 
Cost of acquisition, consideration received and 
dividends received from treasury shares are recog-
nised directly as retained earnings in equity. Capital 
reductions from the cancellation of treasury shares 
are deducted from the share capital at an amount 
corresponding to the nominal value of the shares.

Proceeds from the sale of treasury shares in  
connection with the exercise of share options  
are recognised directly in equity.

TRANSACTIONS WITH SHAREHOLDERS  
IN CARLSBERG A/S

DKK million 2013 2012

Dividends to share-
holders -915 -839

Acquisition of  
treasury shares -167 -70

Disposal of  
treasury shares 97 45

Total -985 -864

TRANSACTIONS WITH  
NON-CONTROLLING INTERESTS

DKK million 2013 2012

Acquisition of non-
controlling interests -320 -4,916

Dividends to non- 
controlling interests -359 -282

Total -679 -5,198

The Group’s activities create exposure to a 
variety of financial risks. These risks include 
market risk (foreign exchange risk, interest 
rate risk and raw material risk), credit risk 
and liquidity risk. 

The Group’s financial risks are managed 
by Group Treasury in accordance with the 
Financial Risk Management Policy approved 
by the Supervisory Board and are an inte-
grated part of the overall risk management 
process in Carlsberg. The risk management 
framework is described in the Management 
review. 

To reduce the exposure to these risks, the 
Group enters into a variety of financial 
instruments and generally seeks to apply 
hedge accounting to reduce volatility in 
profit and loss.

As the Group did not identify any additional 
financial risk exposures in 2013, the risk 
management activities were unchanged 
compared to 2012.

4.3.3 Financial risk managementTRANSACTIONS WITH SHAREHOLDERS
Transactions with shareholders, primarily 
dividends, led to a total cash outflow of DKK 
-985m (2012: DKK -864m).

The Group proposes dividends of DKK 
1,220m (2012: DKK 915m), amounting to 
DKK 8.00 per share (2012: DKK 6.00 per 
share). The proposed dividends are included 
in retained earnings at 31 December 2013. 

TRANSACTIONS WITH NON-
CONTROLLING INTERESTS
During 2013, the Group had the following 
transactions with non-controlling interests.

Dividends paid primarily related to entities 
in Asia.
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Borrowings  
and cash 

Other total borrowings include finance lease 
liabilities of DKK 46m (2012: DKK 39m) and 
employee bonds of DKK 18m. No new em-
ployee bonds were issued in 2013 or 2012.

The Group has designated a fixed-interest 
rate GBP 300m bond as the hedged item in 
a fair value hedge with the designated risk 
being movements in a benchmark interest rate 
(floating interest rate). The carrying amount of 
this borrowing is therefore adjusted for move-
ments in the fair value due to movements in 
the benchmark rate. The carrying amount of 
this borrowing was DKK 2,824m in 2013.

A GBP 200m bond matured during the year 
and was replaced with long-term bank bor-
rowing of approximately the same amount. 
The development in net interest-bearing debt 
is shown in section 4.2.

A EUR 1,000m bond has been reclassified to 
current borrowings as it matures in May 2014.

4.4.1 Borrowings

In the statement of cash flows, bank overdrafts 
are offset against cash and cash equivalents as 
specified below.

4.4.2 Cash

DKK million 2013 2012

Cash and cash 
equivalents 3,714 5,760

Bank overdrafts -398 -701

Cash and cash 
equivalents, net 3,316 5,059

DKK million 2013 2012

Non-current borrowings

Issued bonds 21,413 29,021

Mortgages 1,457 1,457

Bank borrowings 7,495 5,722

Other non-current 
borrowings 321 506

Total 30,686 36,706

Current borrowings

Issued bonds 7,455 1,826

Current portion of 
other non-current 
borrowings 185 283

Bank borrowings 1,835 1,179

Other current  
borrowings 50 64

Total 9,525 3,352

Total non-current 
and current  
borrowings 40,211 40,058
Fair value 40,829 41,557

GROSS FINANCIAL DEBT

4.4.1 ACCOUNTING POLICIES

Amounts owed to credit institutions, bonds etc. are 
recognised at the date of borrowing at fair value less 
transaction costs. In subsequent periods, the financial 
liabilities are measured at amortised cost using the 
effective interest method. Accordingly, the difference 
between the fair value less transaction costs and the 
nominal value is recognised in the income statement 
under financial expenses over the term of the loan. 

Financial liabilities also include the capitalised resid-
ual obligation on finance leases, which is measured 
at amortised cost. Other liabilities are measured at 
amortised cost.

CASH FLOW FROM EXTERNAL FINANCING

DKK million 2013 2012

Proceeds from issue  
of bonds - 11,160

Repayment of  
bonds including  
cross-currency swap -1,731 -

Credit institutions,  
long-term 1,584 -7,908

Credit institutions,  
short-term -43 -874

Other financing  
liabilities 76 95

Total -114 2,473

Short-term bank deposits amounted to DKK 
1,785m (2012: DKK 3,580m). The average 
interest rate on these deposits was 8.2% 
(2012: 6.6%).
 
Proportionately consolidated entities’ share 
of cash and cash equivalents is specified in 
section 5.6.

ASSESSMENT OF CREDIT RISK
The Group is exposed to credit risk on cash 
and cash equivalents (including fixed de-
posits), investments and derivative financial 
instruments with a positive fair value due to 
uncertainty as to whether the counterparty 
will be able to meet its contractual obliga-
tions as they fall due.

The Group has established a credit policy 
under which financial transactions may be 
entered into only with financial institutions 
with a solid credit rating. The credit exposure 
on financial institutions is effectively man-
aged by Group Treasury.
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SECTION 4.4 Borrowings  
and cash

Foreign exchange risk related  
to net investments and financing 
activities  

The Group primarily enters into financial instru-
ments and transactions with the Group’s rela-
tionship banks, i.e. banks extending loans to 
the Group. In most cases, the Group will be in  
a net debt position with its relationship banks. 

Group Treasury monitors the Group’s gross 
credit exposure to banks and operates with 
individual limits on banks based on rating, 
level of government support and access to 
netting of assets and liabilities. 

EXPOSURE TO CREDIT RISK 
The carrying amount of DKK 3,714m (2012: 
DKK 5,760m) represents the maximum credit 
exposure related to cash and cash equivalents.

The credit risk on receivables is described  
in section 1.6.1. 

The Group is exposed to foreign exchange 
risk on the translation of the net result and 
net assets in foreign investments to DKK and 
on borrowings denominated in a currency 
other than the functional currency of the 
individual Group entity. 

4.5.1 Currency profile of the Group’s 
borrowings

The Group is exposed to foreign exchange 
risk on borrowings denominated in a cur-
rency other than the Group’s functional 
currency due to the foreign exchange risk as 
well as the risk that arises when net cash in-
flow is generated in one currency and loans 
are denominated in and have to be repaid in 
another currency.

At 31 December 2013, 79% of the Group’s net 
financial debt was in EUR (2012: 87%), cf. 
section 4.6.

2013
DKK million

Original 
principal

Effect 
of swap

After 
swap

CHF 40 1,825 1,865

DKK 1,788 265 2,053

EUR 32,128 -2,668 29,460

GBP 2,796 -2,720 76

RUB 3 -390 -387

USD 1,730 1,771 3,501

Other 1,726 1,917 3,643

Total 40,211 - 40,211
Total 2012 40,058 - 40,058

CURRENCY PROFILE OF BORROWINGS 
BEFORE AND AFTER DERIVATIVE FINANCIAL 
INSTRUMENTS

4.5.2 Hedging of net investments  
in foreign subsidiaries

The Group holds a number of investments in 
foreign subsidiaries where the translation of 
net assets to DKK is exposed to foreign ex-
change risks. The Group hedges part of this 
foreign exchange exposure by entering into 
forward exchange contracts (net investment 
hedges). This applies to net investments in 
CHF, CNY, MYR, HKD and SEK. The basis for 
hedging is reviewed at least once a year, and 
the two parameters, risk reduction and cost, 
are balanced. 

Where the fair value adjustments do not 
exceed the value adjustments of the invest-
ment, the adjustments of the financial 
instruments are recognised in other com-
prehensive income; otherwise the fair value 
adjustments are recognised in the income 
statement. For 2013, all fair value adjust-
ments were recognised in other comprehen-
sive income. The effect of net investment 
hedges on the income statement and other 
comprehensive income is summarised on the 
next page.
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SECTION 4.5 Foreign exchange  
risk related to net investments  
and financing activities

2013 2012

Million

Hedging of 
investment, 

amount 
in local 

currency

Addition to 
net investment, 

amount 
in local 

currency

Total adjust ment  
to other  

comprehensive 
income
(DKK)

Income
statement

(DKK)

Hedging of 
investment, 

amount 
in local 

currency

Addition to 
net investment, 

amount 
in local 

currency

Total adjustment  
to other  

comprehensive 
income
(DKK)

Income
statement

(DKK)

CNY -1,250 - 8 - -1,250 - -5 -

CHF -380 - 29 - -380 - -20 -

NOK - 3,000 -326 - -750 3,182 125 -

SEK -4,630 - 160 - -4,560 - -167 -

RUB - - -39 - -13,572 - -105 -

Other - - 50 - - - -44 1

Total -118 - -216 1

NET INVESTMENT HEDGES

The most significant net risk relates to 
foreign exchange adjustment of net assets 
in RUB. This risk was hedged only partially 
for most of the year and not hedged at all 
at year-end.

Fair value adjustments of net investment 
hedges and loans classified as additions to  
net investments in the financial year are rec-
ognised in other comprehensive income and 
amounted to DKK -118m (2012: DKK -216m). 

The fair value of derivatives used as net invest-
ment hedges recognised at 31 December 2013 
amounted to DKK 35m (2012: DKK -10m).

4.5.3 Financing of local entities

The Group is exposed to foreign exchange 
risk on borrowings denominated in a cur-
rency other than the functional currency  
of the individual Group entity.

The main principle for funding of subsidiar-
ies is that loans and borrowings should be 
in local currency or hedged to local currency 
to avoid foreign exchange risk. However, in 
some Group entities debt is denominated in 
a currency other than the local entity’s func-
tional currency without the foreign exchange 
risk being hedged. This applies primarily 

to a few entities in Eastern Europe and is 
based on an assessment of the alterna-
tive cost of financing the entity in the local 
currency. For the countries concerned, the 
interest rate level in the local currency, and 
thus the additional cost of financing in local 
currency, is so high that it justifies a foreign 
exchange risk. In some countries financing  
in local currency is not available at all.

The tables in the sensitivity analysis in sec-
tion 4.5.4 show the impact of a 10% adverse 
development in exchange rates for the 
relevant currencies at 31 December.

4.5.4 Impact on financial statements 
and sensitivity analysis 

IMPACT ON OPERATING PROFIT
The impact on operating profit is primarily 
currency impact as described in section 1.4. 

IMPACT ON FINANCIAL ITEMS, NET
In 2013, the Group had net gains on foreign  
exchange and fair value adjustments of finan-
cial instruments of DKK 161m (2012: DKK 17m), 
cf. section 4.1.

IMPACT ON STATEMENT OF  
FINANCIAL POSITION
Fluctuations in foreign exchange rates will 
also affect the level of debt as funding is 
obtained in a number of currencies. In 2013, 
net interest-bearing debt decreased by DKK 
134m (2012: an increase of DKK 327m) due to 
changes in foreign exchange rates. The main 
reason for the decrease was a reduction of the 
net debt in GBP; the GBP/DKK rate depreci-
ated from the end of 2012 to February 2013, 
at which time a GBP 200m bond was repaid.

IMPACT ON OTHER  
COMPREHENSIVE INCOME
For 2013, the total losses on net investments 
(Carlsberg’s share), loans granted to subsidiar-
ies as an addition to the net investment and 
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net investment hedges amounted to DKK 
-7,204m (2012: DKK 1,686m). Losses were 
primarily incurred in RUB, as the RUB/DKK 
rate depreciated 10.5% during the year.

DKK million

2013
EUR 

receivable
EUR 

payable
EUR 

loans
EUR 
cash

Gross 
exposure Derivative

Net 
exposure

%  
change

Effect 
on P/L

EUR/RUB 11 -103 - 4 -88 - -88 10.00% -9

EUR/UZS - -16 -196 4 -208 - -208 10.00% -21

EUR/Other 68 -226 - 112 -46 -69 -115 5.00% -5

Total -35

2012

EUR/RUB 7 -100 - 1 -92 - -92 10.00% -9

EUR/UZS - -14 -223 9 -228 - -228 10.00% -23

EUR/Other 39 -149 - 184 74 - 74 10.00% 7

Total -25

2013
USD 

receivable
USD 

payable
USD 

loans
USD 
cash

Gross 
exposure Derivative

Net 
exposure

% 
change

Effect 
on P/L

USD/UAH 1 -39 - 357 319 - 319 10.00% 32

USD/KZT - -1 -132 - -133 -133 5.00% -7

Total 25

2012

USD/UAH 1 -49 - 329 281 - 281 10.00% 28

Total 28

SENSITIVITY ANALYSIS
An adverse development in the exchange 
rates would, all other things being equal, 
have the following hypothetical impact on 

the consolidated profit and loss for 2013. The 
hypothetical impact ignores the fact that the 
subsidiaries’ initial recognition of revenue, cost 
and debt would be similarly exposed to the 
changes in the exchange rates. The calculation 
is made on the basis of items in the statement 
of financial position at 31 December.

Other comprehensive income is affected 
by changes in the fair value of currency 
derivatives designated as cash flow hedges 
of future purchases and sales. If the foreign 
exchange rates of the currencies hedged 
had been 5% higher on 31 December, other 
comprehensive income would have been DKK 
162m lower (2012: DKK 170m lower).

Closing rate Average rate

DKK 2013 2012 2013 2012

Swiss Franc (CHF) 6.0856 6.1758 6.0589 6.1777

Chinese Yuan (CNY) 0.8929 0.9079 0.9144 0.9204

Euro (EUR) 7.4603 7.4604 7.4577 7.4431

Pound Sterling (GBP) 8.9195 9.1320 8.7930 9.1931

Malaysian Ringgit (MYR) 1.6429 1.8486 1.7906 1.8735

Norwegian Krone (NOK) 0.8854 1.0167 0.9538 0.9973

Polish Zloty (PLN) 1.7982 1.8281 1.7743 1.7791

Russian Rouble (RUB) 0.1659 0.1855 0.1759 0.1863

Swedish Krona (SEK) 0.8356 0.8714 0.8614 0.8565

Ukrainian Hryvnia (UAH) 0.6757 0.7080 0.7053 0.7315

APPLIED EXCHANGE RATES 
The DKK exchange rates applied for the most 
significant currencies when preparing the 
consolidated financial statements are pre-
sented below. The average exchange rate for 
the year was calculated using the monthly 
exchange rates weighted according to the 
phasing of the Group’s net revenue through-
out the year.

EXCHANGE RATE SENSITIVITY

APPLIED EXCHANGE RATES

SECTION 4.5 Foreign exchange  
risk related to net investments  
and financing activities
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Interest rate risk  

2013

DKK million
Interest  

rate 

Average 
effective 

interest rate
Fixed 

for
Carrying  
amount

Interest 
rate risk

Issued bonds

EUR 1,000m maturing 28 May 2014 Fixed 6.22% <1 year 7,455 Fair value

GBP 300m maturing 28 November 2016 Fixed 7.41% 2-3 years 2,824 Fair value

EUR 1,000m maturing 13 October 2017 Fixed 3.55% 3-4 years 7,413 Fair value

EUR 750m maturing 3 July 2019 Fixed 2.49% >5 years 5,624 Fair value

EUR 750m maturing 15 November 2022 Fixed 2.71% >5 years 5,552 Fair value

Total issued bonds 4.25% 28,868
Total issued bonds 2012 4.43% 30,847

Mortgages

Floating-rate Floating 0.99% <1 year 1,248 Cash flow

Fixed-rate Fixed 3.12% 2-3 years 209 Fair value

Total mortgages 1.29% 1,457
Total mortgages 2012 1.71% 1,457

Bank borrowings

Floating-rate Floating 0.85% <1 year 6,212 Cash flow

Fixed-rate Fixed 4.94% 1-2 years 3,118 Fair value

Total bank borrowings 9,330
Total bank borrowings 2012 6,901

INTEREST RATE RISK AT 31 DECEMBER NET FINANCIAL INTEREST-BEARING DEBT BY CURRENCY

2013  Interest rate2

DKK million

 Net financial  
interest-bearing 

debt1  Floating  Fixed  Floating %  Fixed % 

EUR 28,733 7,091 21,642 25% 75%

DKK 2,038 1,816 222 89% 11%

PLN 508 508 - 100% -

USD 2,916 2,916 - 100% -

CHF 1,857 1,857 - 100% -

RUB -653 -653 - 100% -

Other 1,098 1,045 53 95% 5%

Total 36,497 14,580 21,917 40% 60%

2012

EUR 29,855 748 29,107 3% 97%

DKK -465 -692 227 149% -49%

USD 1,180 1,180 - 100% 0%

CHF 1,892 1,892 - 100% -

RUB -3,049 -3,049 - 100% -

Other 4,885 4,818 67 98% 2%

Total 34,298 4,897 29,401 14% 86%

The most significant interest rate risk in the 
Group relates to borrowings. As the Group’s 
net debt is primarily in EUR and DKK, interest 
rate exposure relates to the development in 
the interest rates in these two currencies. 

The interest rate risk is measured by the 
duration of the net borrowings. The target 
is to have a duration between one and  
five years. Interest rate risks are mainly 
managed using interest rate swaps and 
fixed-rate bonds.

The EUR 750m bond maturing 3 July 2019 
consists of two bond issues of EUR 250m 
and EUR 500m. The EUR 500m bond was 
issued in July 2012, while the EUR 250m 
bond was issued in November 2012.

A cross-currency swap has been used to change 
the interest on the GBP 300m bond from fixed 
to floating 6-month EURIBOR +4.01%. The 
bond and the swap are designated as a fair 
value hedge relationship, meaning that the car-
rying amount of the bond is the fair value.

1   Net financial interest-bearing debt consists of current and non-current debt after swaps and currency derivatives 
less cash and cash equivalents.

2  Before currency derivatives.
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SECTION 4.6 Interest rate risk

The floating-rate mortgage was repriced in 
December 2013 at a rate of 0.34% (excl. mar-
gin) commencing in January 2014 and will be 
repriced again in July 2014. The time to ma-
turity is more than five years. The floating-
rate mortgage is repriced semi-annually with 
reference to 6-month CIBOR.

The main part of the bank borrowings pre-
sented as having a fixed rate was originally at 
floating rate but has been swapped to a fixed 
rate of 4.94% incl. margin. The maturity of 
these interest rate swaps is 1.5 years.

SENSITIVITY ANALYSIS
At the reporting date, 60% of the net bor-
rowings consisted of fixed-rate loans with 
rates fixed for more than one year (2012: 
86%). It is estimated that an interest rate 
increase of 1 percentage point would lead 

to an increase in annual interest expenses 
of DKK 146m (2012: DKK 49m). The analy-
sis assumes a parallel shift in the relevant 
yield curves and 100% effective hedging of 
changes in the yield curve.

At 31 December 2013, the duration of the  
borrowings can be specified as in the table 
below. 

The decrease in duration was primarily due 
to the passing of time. The Group did not 

2013
DKK million 1-2 years 2-3 years 3-4 years 4-5 years >5 years Total

Issued bonds - 2,824 7,413 - 11,176 21,413

Mortgages - - - - 1,457 1,457

Bank borrowings 277 78 30 33 7,077 7,495

Other non-current borrowings 271 8 6 22 14 321

Total 548 2,910 7,449 55 19,724 30,686
Total 2012 8,056 5,430 3,115 7,439 12,666 36,706

TIME TO MATURITY FOR NON-CURRENT BORROWINGS

raise any significant new fixed-rate debt or 
enter into new swaps during 2013.

If the market interest rate had been 1 percent-
age point higher (lower) at the reporting 
date, it would have led to a financial gain 
(loss) of DKK 1,072m (2012: DKK 1,332m). 
However, since only interest rate swaps and 
not fixed-rate borrowings are recognised 
at fair value, marked-to-market, only the 
duration contained in financial instruments 
will impact on comprehensive income or the 
income statement. 

It is estimated that DKK 32m (2012: DKK 72m) 
of the duration is contained in interest rate 
derivatives designated as cash flow hedges, 
meaning that the impact from changes in 
interest rates will be recognised in other com-
prehensive income, provided that the hedges 

DKK million 2013 2012

Swaps 32 72

Bonds 1,040 1,260

Total duration 1,072 1,332
Duration in years 2.9 3.9

DURATION

are efficient and that there is/are no ineffec-
tive portion(s). If the market interest rates had 
been 1 percentage point higher (lower) at 31 
December 2013, equity would have been DKK 
32m (2012: DKK 72m) higher (lower). The 
remaining duration is included in borrowings 
with fixed interest – primarily the issued bonds 
which are carried at amortised cost. 

The sensitivity analysis is based on the 
financial instruments recognised at the 
re porting date. The sensitivity analysis as-
sumes a parallel shift in interest rates and 
that all other variables, in particular foreign 
exchange rates and interest rate differentials 
between the different currencies, remain 
constant. The analysis was performed on 
the same basis as for 2012. 
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Liquidity risk  

Liquidity risk results from the Group’s 
potential inability to meet the obligations 
associated with its financial liabilities, e.g. 
settlement of its financial debt, paying its 
suppliers and settling finance lease obliga-
tions. The Group’s liquidity is managed by 
Group Treasury. The aim is to ensure effec-
tive liquidity management, which primar-
ily involves obtaining sufficient committed 
credit facilities to ensure adequate financial 
resources, and to some extent tapping a 
diversity of funding sources.

CREDIT RESOURCES AVAILABLE
At 31 December 2013, the Carlsberg Group 
had net financial interest-bearing debt of 
DKK 36,497m (2012: DKK 34,298m). The 
credit resources available and the access 
to unused committed credit facilities are 
considered reasonable in light of the Group’s 
current needs in terms of financial flexibility.

At 31 December 2013, the Group had total 
unutilised credit facilities of DKK 13,653m 
(2012: DKK 14,863m). Credit resources avail-
able consist of the unutilised non-current 
credit facilities and cash and cash equiva-
lents of DKK 3,714m (2012: DKK 5,760m) 

less utilisation of current facilities of DKK 
9,525m (2012: DKK 3,352m).

A few insignificant non-current committed 
credit facilities include financial covenants 
with reference to the ratio between net debt 
and EBITDA. Management monitors this 
ratio, and at 31 December 2013 there was 
sufficient headroom below the ratio.

In addition to efficient working capital man-
agement and credit management, the Group 
mitigates liquidity risk by arranging borrow-
ing facilities with solid financial institutions.

The Group uses cash pools in its day-to-day 
liquidity management for most of the entities 
in Western Europe, as well as intra-Group 
loans between Group Treasury and subsidiar-
ies. As a result of withholding tax and local 
legislation, the majority-owned entities in 
Eastern Europe have their own credit facilities 
and borrowings from banks. This is also the 
case for the joint venture in Portugal (Unicer-
Bebidas).

2013

DKK million

Total non-
current 

committed 
loans and 

credit facilities

Utilised  
portion  

of credit  
facilities

Unused  
credit  

facilities

2012
Unused  

credit  
facilities

<1 year 9,525 9,525 - -

Total current committed loans  
and credit facilities 9,525 9,525 - -
<1 year - - -9,525 -3,352

1-2 years 2,549 548 2,001 -

2-3 years 2,910 2,910 - 8,895

3-4 years 7,449 7,449 - 5,968

4-5 years 55 55 - -

>5 years 31,376 19,724 11,652 -

Total non-current committed loans  
and credit facilities 44,339 30,686 4,128 11,511
Cash and cash equivalents 3,714 5,760

Credit resources available (total non-current 
committed loans and facilities minus net debt) 7,842 17,271

COMMITTED NON-CURRENT CREDIT FACILITIES AND CREDIT RESOURCES  
AVAILABLE AT 31 DECEMBER
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SECTION 4.7 Liquidity risk

The following table lists the contractual 
maturities of financial liabilities, including 
estimated interest payments and excluding 
the impact of netting agreements, and thus 
summarises the gross liquidity risk.

The risk implied from the values shown  
in the table reflects the one-sided scenario 
of cash outflows only. Trade payables and 
other financial liabilities mainly originate 
from the financing of assets in the ongo-
ing operations such as property, plant and 
equipment and investments in working capi-
tal, e.g. inventories and trade receivables.

Derivative financial instruments are in 
general traded with the Group’s relationship 
banks. The nominal amount/contractual 
cash flow of the financial debt is DKK 29m 
higher (2012: DKK 121m lower) than the 
carrying amount. The difference between 
the nominal amount and the carrying 
amount comprises differences between these 
amounts at initial recognition, which are 
treated as cost that is capitalised and am-
ortised over the duration of the borrowings, 
and differences between nominal amounts 
and fair values of bonds. 

The interest expense is the contractual cash 
flows expected on the financial gross debt 
at 31 December 2013. For the part of bank 
borrowing and mortgages that has been 

swapped, the expected interest expense 
(before swaps but including margin) has 
been included. The expected net cash flow 
from the swaps related to the borrowings 
is included in the contractual cash flow for 
the derivative financial instrument. It should 
be noted that the cash flow regarding the 
interest expenses is estimated cash flow 
based on the notional amount of the above-
mentioned borrowings and forward interest 
rates at year-end 2013 and 2012. Interest on 
debt recognised at year-end 2013 and 2012, 

for which no contractual obligation exists 
(current borrowing and part of the amount 
drawn on cash pools), has been included for 
a two-year period.

2013

DKK million
Contractual
cash flows

Maturity
<1 year

Maturity
>1 year

<5 years
Maturity
>5 years

Carrying
amount

Derivative financial instruments

Derivative financial instruments, payables 331 198 133 - 334

Non-derivative financial instruments

Financial debt, gross 40,240 9,530 10,861 19,849 40,211

Interest expenses 4,376 1,134 2,528 714 N/A

Trade payables and other liabilities 14,575 14,575 - - 14,575

Liabilities related to the acquisition of entities 1,837 652 157 1,028 1,837

Non-derivative financial instruments 61,028 25,891 13,546 21,591 -
Financial liabilities 61,359 26,089 13,679 21,591 -
Financial liabilities 2012 60,284 18,294 27,362 14,628 -

MATURITY OF FINANCIAL LIABILITIES

All items are stated at their nominal amounts. Derivative financial instruments are presented gross. 

Consolidated financial statements  SECTION 4: FINANCING COSTS, CAPITAL STRUCTURE AND EQUITY 101Carlsberg Group Annual Report 2013



Financial 
instruments  

Value adjustments of fair value hedges 
and financial derivatives not designated as 
hedging instruments in the financial year 
are recognised in the income statement. The 
adjustments are included in financial income 
and financial expenses (cf. section 4.1). In 
2013, fair value adjustments amounted to 
DKK -17m (2012: DKK 189m).

The ineffective portion of hedge in 2013 
relates to the ineffective portion of the Group’s 
aluminium hedging scheme (DKK -3m).

The fair value of the entire derivative classi-
fied as a cash flow hedge is presented in the 
cash flow hedge section below. Other instru-
ments are primarily aluminium hedges, which 
were not classified as cash flow hedges.

The value of fair value hedges recognised  
at 31 December amounted to DKK 262m 
(2012: DKK 437m). 

DKK million

Fair value 
adjustment 

recognised in the 
income statement

2013

Fair value

Fair value 
adjustment 

recognised in the 
income statement

2012

Fair value

Exchange rate instruments -8 264 220 438

Other instruments -6 -2 -5 -1

Ineffective portion of hedge -3 - -26 -

Total -17 262 189 437

FAIR VALUE HEDGES AND FINANCIAL DERIVATIVES NOT DESIGNATED AS HEDGING 
INSTRUMENTS (ECONOMIC HEDGES)

CASH FLOW HEDGES
Cash flow hedges comprise interest rate 
swaps where the hedged item is the underly-
ing (floating-rate) borrowing (EUR 400m 
maturing June 2015), aluminium hedges 
where the hedged item is aluminium cans 
that will be used in a number of Group enti-
ties in Western Europe and Eastern Europe 
during 2014 and 2015, and currency swaps to 
cover the foreign exchange risk on transac-
tions expected to take place in 2014.

Fair value adjustments of cash flow hedges 
in the financial year are recognised in other 
comprehensive income and amounted to 
DKK 128m (2012: DKK 327m).

The fair value of cash flow hedges recog-
nised at 31 December amounted to DKK 
-275m (2012: DKK -449m). This includes the 

DKK million

2013

Fair value adjustment  
recognised in other  

comprehensive income Fair value
Expected  

recognition

Interest rate instruments 232 -174 2014-2015

Exchange rate instruments -21 27 2014

Other instruments -83 -128 2014-2015

Total 128 -275

2012

Interest rate instruments 244 -452 2013-2015

Exchange rate instruments 24 46 2013

Other instruments 59 -43 2013-2014

Total 327 -449

CASH FLOW HEDGES

ineffective portion reclassified to the income 
statement, but does not include the value of 
cash flow hedges closed and not yet trans-
ferred to the income statement.

The impact on other comprehensive income 
from exchange rate instruments relates to 
hedges of Group entities’ purchases and sales 
in currencies other than their functional cur-
rencies. The impact on other comprehensive 
income from other instruments relates to 
hedges of Group entities’ exposure to changes 
in aluminium prices.

Consolidated financial statements  SECTION 4: FINANCING COSTS, CAPITAL STRUCTURE AND EQUITY 102Carlsberg Group Annual Report 2013



SECTION 4.8 Financial  
instruments

4.8 ACCOUNTING POLICIES

Derivative financial instruments are initially recog-
nised in the statement of financial position at fair 
value on the trade date and subsequently measured 
at fair value. Attributable transaction costs are 
recognised in the income statement.

The fair values of derivative financial instruments 
are included in other receivables and other paya-
bles, and positive and negative values are offset 
only when the Group has the right and the intention 
to settle several financial instruments net. Fair val-
ues of derivative financial instruments are computed 
on the basis of current market data and generally 
accepted valuation methods.

Changes in the fair value of derivative financial in-
struments designated as and qualifying for recogni-
tion as a fair value hedge of recognised assets and 
liabilities are recognised in the income statement, 
together with changes in the value of the hedged 
asset or liability with respect to the hedged portion. 
Except for foreign currency hedges, hedging of 
future cash flows according to a firm agreement is 
treated as a fair value hedge of a recognised asset 
or liability.

Changes in the portion of the fair value of derivative 
financial instruments which are designated and 
qualify as a cash flow hedge and which effectively 
hedge changes in the value of the hedged item 
are recognised in other comprehensive income and 
attributed to a separate reserve in equity. When 
the hedged transaction results in gains or losses, 
amounts previously recognised in other compre-
hensive income are transferred to the same item 
as the hedged item when the hedged risk impacts 
the income statement. When the hedged item is a 

non-financial asset, the amount recognised in other 
comprehensive income is transferred to the carrying 
amount of the asset when the non-financial asset 
is recognised.

Derivatives designated as and qualifying for recog-
nition as a cash flow hedge of financial investments 
are recognised in other comprehensive income. On 
complete or partial disposal of the financial invest-
ment, the portion of the hedging instrument that 
is recognised in other comprehensive income and 
relates to that financial investment is recognised 
in the income statement when the gain or loss on 
disposal is recognised.

For derivative financial instruments that do not 
qualify for hedge accounting, changes in fair value 
are recognised in the income statement as financial 
income or financial expenses.

Changes in the fair value of derivative financial 
instruments used to hedge net investments in foreign 
subsidiaries, joint ventures or associates and which ef-
fectively hedge currency fluctuations in these entities 
are recognised in other comprehensive income and at-
tributed to a separate translation reserve in equity.

Embedded derivatives are recognised separately 
from the host contract and measured at fair value 
if their economic characteristics and risks are not 
closely related to those of the host contract, as a 
separate instrument with the same terms would 
meet the definition of a derivative, and the entire 
combined instrument is not measured at fair value 
through profit and loss. Separated embedded de-
rivatives are subsequently measured at fair value.

4.8 SIGNIFICANT ACCOUNTING 
ESTIMATES AND JUDGEMENTS

When entering into financial instruments, 
management assesses whether the instru-
ment is an effective hedge of recognised 
assets and liabilities, expected future 
cash flows or financial investments. The 
effectiveness of recognised hedge instru-
ments is assessed at least quarterly. Any 
ineffectiveness is recognised in the income 
statement.  
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Determination  
of fair value  

Carlsberg has no financial instruments 
measured at fair value on the basis of level 
1 input (quoted prices) or level 3 input (non-
observable data).

The fair value of borrowings is disclosed in 
section 4.4.1. The carrying amount of other 
financial assets and liabilities approximates 
their fair value. 

METHODS AND ASSUMPTIONS  
TO DETERMINE FAIR VALUE 
The methods and assumptions used in 
determining the fair values of each category 
of financial assets and financial liabilities 
are described in the table. The methods are 
unchanged from 2012.

CATEGORY MEASUREMENT METHOD

Derivative financial  
instruments

Fair value is determined based on observable market data using 
generally accepted methods. Internally calculated values are used, 
and these are compared to external market quotes on a quarterly 
basis. Calculated by

a)  estimating the notional future cash flows using observable mar-
ket data such as yield curves and the aluminium forward curves

b) discounting the estimated and fixed cash flow to present value
c)  translating the amounts in foreign currency into the functional 

currency at the year-end foreign exchange rate

Loans and other receivables Carrying amount approximates fair value

On-trade loans Recognised at amortised cost. Based on discounted cash flows using 
the interest rates at the end of the reporting year, these loans have 
a fair value of DKK 1,916m (2012: DKK 2,022m)

Other financial liabilities Other financial liabilities, including issued bonds, mortgages, bank 
borrowings, finance lease obligations, trade payables and other 
liabilities, are measured at amortised cost with the exception of a 
GBP 300m bond, which is measured at fair value based on move-
ments in a benchmark interest rate
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Acquisition of 
subsidiaries

Acquisitions  
and associates

Chongqing
Completion of the step acquisition of Chongqing Brewery 
Group in China in December for a consideration of DKK 
3,064m, including a contingent consideration of DKK 428m.

South Asian 
Breweries

Nordic Getränke  
Step acquisitions of entities acquired from Nordic Getränke through  
the assumption of debt with a fair value of DKK 143m.

Completion of the step acquisition of South Asian Breweries Group  
in India in October changing it from a proportionately consolidated  
entity to a fully consolidated subsidiary.

STEP ACQUISITION OF ENTITIES IN 2013
In 2013, Carlsberg gained control of Chongqing 
Brewery Group (China), South Asian Breweries 
Group (India) and distribution entities acquired 
from Nordic Getränke (Germany). 

DKK million
Chongqing 

Brewery Group Other Total

Fair value of consideration transferred  
for acquired ownership interest 2,636 251 2,887

Fair value of previously held ownership interest 4,115 226 4,341

Fair value of put options recognised as part of acquisition 428 - 428

Total cost of acquisition 7,179 477 7,656
Net assets of acquired entities, attributable to Carlsberg 1,013 477 1,490

Goodwill from step acquisitions 6,166 - 6,166

Other adjustments of goodwill related  
to acquisitions in prior years -184

Total change in recognised goodwill 5,982

CONSIDERATION AND GOODWILL RECOGNISED

These step acquisitions were a natural step 
for Carlsberg and in line with the strategy of 
obtaining full control of key operating activi-
ties. The calculation of goodwill, DKK 6,166m 
in total, represents staff competences as well 
as expectations of positive growth. See the 
table below.

Key developments 2013
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Country of  
main operations

Previous method  
of consolidation

Previously 
held ownership 

interest

Acquired 
ownership 

interest

Total 
Carlsberg 

interest
Acquisition 

date
Main 

activity
Consideration

DKK million

Chongqing Brewery Group China Equity method 30% 30% 60% 10 Dec. 2013 Brewery 2,636
South Asian Breweries Group India Proportionate 60% 7% 67% 31 Oct. 2013 Brewery 108
Distribution entities Germany Equity method 50% 50% 100% 1 Jan. 2013 Logistics 143

ACQUIRED ENTITIES

In December 2013 Carlsberg gained control of 
Chongqing Brewery Group in China by com-
pleting a partial takeover offer and acquiring 
30.29% of the shares at a purchase price of 
DKK 2,636m. In addition, a put option was 
granted allowing a non-controlling interest of 
4.95% of the shares to be sold to Carlsberg 
within a 12-month period at the same price 
per share as the partial takeover offer price. 
This put option was recognised at fair value 
amounting to DKK 428m. Prior to Carlsberg 
gaining control, Chongqing Brewery Group 
was classified as an associate and consoli-
dated according to the equity method. 

In October 2013 Carlsberg gained control of 
South Asian Breweries Group through the exer-
cise by a non-controlling interest of a put op-
tion of 6.67% of the shares at a price of DKK 
108m. Prior to Carlsberg gaining control, South 
Asian Breweries Group was classified as a joint 
venture and proportionately consolidated. 

DKK million
Chongqing 

Brewery Group Other Total

Intangible assets 106 9 115

Property, plant and equipment 2,297 135 2,432

Financial assets, excl. deferred tax 132 29 161

Inventories 265 101 366

Loans and receivables, current 226 429 655

Cash and cash equivalents 444 103 547

Provisions -89 -32 -121

Deferred tax assets and liabilities, net 25 20 45

Borrowings -1,101 62 -1,039

Trade payables and other payables -753 -375 -1,128

Net assets of acquired entities 1,552 481 2,033

Non-controlling interests' proportionate share of acquired 
net assets, recognised -539 -4 -543

Net assets of acquired entities, attributable to Carlsberg 1,013 477 1,490

FAIR VALUE OF NET ASSETS ACQUIREDThe acquisitions of Chongqing Brewery Group 
and South Asian Breweries Group were both 
made in several steps over a period of 2-3 
years, leading to Carlsberg gaining control in 
December and October 2013 respectively. The 
shareholding for each of these groups recog-
nised prior to gaining control had a fair value 
equal to the carrying amount, which is why no 
revaluation adjustment has been recognised. 
The purchase price allocations of the fair value 
of identified assets, liabilities and contingent 
liabilities are still ongoing. Adjustments are 
therefore expected to be made to all items 
in the opening statement of financial posi-
tion, especially in relation to trademarks and 
property, plant and equipment in Chongqing 
Brewery Group. Accounting for the acquisition 
will be completed within the 12-month period 
required by IFRS 3.

In January 2013 Carlsberg gained control 
of distribution entities acquired from Nordic 
Getränke following the termination of coop-
eration between Carlsberg and its partner. 
The consideration consisting of assumed 
debt amounts to DKK 143m. Prior to Carls-
berg gaining control, Nordic Getränke was 
classified as an associate and consolidated 
according to the equity method. The share-
holding recognised prior to gaining control 
was impaired to fair value in December 

SECTION 5.1 Acquisition  
of subsidiaries

2012, which is why no revaluation adjust-
ment has been recognised. The purchase 
price allocation of the fair value of identified 
assets, liabilities and contingent liabilities 
has been completed. 

ACQUISITION OF ENTITIES
The Group has not completed any acquisi-
tions of entities during 2013 or 2012 that 
were not step acquisitions.

In 2012, the purchase price of part of the 
activities in S&N (acquired in 2008) was 
adjusted by DKK 4m as a result of alloca-
tion of debt according to agreement. The 
adjustment was recognised as goodwill. 
The purchase price is expected to be further 
adjusted depending on the final allocation 
of debt according to agreement. 
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SECTION 5.1 Acquisition  
of subsidiaries

5.1 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

PURCHASE PRICE ALLOCATION 
For acquisitions of entities, the assets, liabili-
ties and contingent liabilities of the acquiree 
are recognised using the acquisition method. 
The most significant assets acquired generally 
comprise goodwill, trademarks, non-current 
assets, receivables and inventories. 
 
No active market exists for the majority of the 
acquired assets and liabilities, in particular in 
respect of acquired intangible assets. Accord-
ingly, management makes estimates of the 
fair value of acquired assets, liabilities and 
contingent liabilities. Depending on the nature 
of the item, the determined fair value of an 
item may be associated with uncertainty  
and possibly adjusted subsequently.

The unallocated purchase price (positive 
amount) is recognised in the statement 
of financial position as goodwill, which is 
allocated to the Group’s cash-generating 
units. Management makes estimates of the 
acquired cash-generating units, the cash- 
generating units that already existed in the 
Group and the allocation of goodwill. The  
allocation of goodwill is based on the 
expected future cash flows for each activity. 
In each business combination, management 
decides whether or not to recognise goodwill 
related to non-controlling interests. If such 
goodwill is recognised, it is estimated based 

on the fair value of the non-controlling inter-
ests less the non-controlling interests’ share 
of the fair value of acquired assets, liabilities 
and contingent liabilities. The fair value of the 
non-controlling interests is estimated based 
on the net present value of expected future 
cash flows from the entity, the cost of newly 
acquired shareholdings in the entity excluding 
a control premium paid, and other fair value 
models as applicable for the transaction. 

In a step acquisition, the Group gains control 
of an entity in which the Group already held 
a shareholding immediately before the step 
acquisition. Management estimates the total 
fair value of the shareholding in the entity 
held immediately after the completion of 
the step acquisition. The estimated total fair 
value is accounted for as the cost of the total 
shareholding in the entity. The shareholding 
held immediately before the step acquisition 
is remeasured at fair value at the acquisition 
date. The fair value is calculated as the esti-
mated total fair value less the fair value of the 
consideration paid for the shareholdings ac-
quired in the step acquisition and the fair value 
of non-controlling interests. The resulting gain 
or loss on the remeasurement is recognised in 
the income statement under special items.

The total fair value is based on various 
valuation methods, including the net present 

value of expected future cash flows from the 
entity, the cost of newly acquired sharehold-
ings in the entity including a control premium 
paid, and other fair value models as applic-
able for the transaction.

The net present value of expected future cash 
flows (value in use) is based on budgets and 
business plans for the next three years and 
projections for subsequent years as well as 
management’s expectations for the future 
development following gain of control of the 
business. Key parameters are revenue growth, 
operating margin, future capital expenditure 
and growth expectations beyond the next 
three years. Budgets and business plans for 
the next three years are based on concrete 
commercial initiatives. Projections for the fol-
lowing years (up to seven years) are based on 
more general expectations and risks for the 
entity and assumptions about the market in 
which it operates. As the risk associated with 
cash flows is not included in the expected 
cash flows for newly acquired entities, the ex-
pected future cash flows are discounted using 
a WACC rate, cf. the description below.

Management believes that the purchase price 
accounted for in the consolidated financial 
statements reflects the best estimate of the 
total fair value of the business and the fair 
value of the non-controlling interests, and 

hence the allocation of goodwill to controlling 
and non-controlling interests.

TRADEMARKS 
The value of the trademarks acquired and 
their expected useful life are assessed  
based on the trademarks’ market posi-
tion, expected long-term developments in 
the relevant markets and the trademarks’ 
profitability. The estimated value of acquired 
trademarks includes all future cash flows 
associated with the trademarks, including 
the value of customer relations etc. related 
to the trademarks. For most entities ac-
quired there is a close relationship between 
trademarks and sales. Consumer demand for 
beer and other beverages drives sales, and 
therefore the value of a trademark is closely 
linked to consumer demands, while there 
is no separate value attached to customers 
(shops, bars etc.) as their choice of products 
is driven by consumer demand.

Management determines the useful life for 
each trademark based on its relative local, 
regional and global market strength, market 
share and the current and planned market-
ing efforts which are helping to maintain and 
increase the value of the trademark. When 
the value of a well-established trademark is 
expected to be maintained for an indefinite 
period in the relevant markets, and these 
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SECTION 5.1 Acquisition  
of subsidiaries

5.1 SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED)

markets are expected to be profitable for a 
long period, the useful life of the trademark  
is determined to be indefinite. 

For each trademark or group of trademarks, 
measurement is based on the relief from 
royalty method under which the value is 
calculated based on expected future cash 
flows for the trademarks on the basis of key 
assumptions about expected useful life, roy-
alty rate and growth rate and a theoretically 
calculated tax effect. A post-tax discount 
rate is used which reflects the risk-free inter-
est rate with the addition of a risk premium 
associated with the particular trademark. 
The model and assumptions applied are 
consistent with those used in impairment 
testing and described in further detail in 
section 2.3.3. 

CUSTOMER AGREEMENTS 
AND PORTFOLIOS
In business combinations, the value of ac-
quired customer agreements and customer 
portfolios is assessed based on the local 
market and trading conditions. The relation-
ship between trademarks and customers is 
carefully considered so that trademarks and 
customer agreements are not both recognised 
on the basis of the same underlying cash 
flows. Usually there is a particularly close 
relationship between trademarks and sales.  
In these cases, no separate value for cus-

tomer relations is recognised as the relations 
are closely associated with the value of the 
acquired trademarks.

FAIR VALUE OF PROPERTY, PLANT  
AND EQUIPMENT 
In business combinations, the fair value  
of land and buildings, and standard pro-
duction and office equipment is based, as 
far as possible, on the fair value of assets 
of similar type and condition that may be 
bought and sold in the open market.

Property, plant and equipment for  
which there is no reliable evidence of 
the fair value in the market (in particular 
breweries, including production equip-
ment) are valued using the depreciated 
replacement cost method.

This method is based on the replace-
ment cost of a similar asset with similar 
functionality and capacity. The calculated 
replacement cost for each asset is then 
reduced to reflect functional and physical 
obsolescence. The expected synergies  
and the user-specific intentions for the 
expected use of assets are not included  
in the determination of the fair value.

5.1 ACCOUNTING POLICIES

For acquisitions of new subsidiaries, joint ventures 
and associates, the acquisition method is used. The 
acquired entities’ identifiable assets, liabilities and 
contingent liabilities are measured at fair value at the 
acquisition date. Identifiable intangible assets are rec-
ognised if they are separable or arise from a contrac-
tual right. Deferred tax on revaluations is recognised.

The acquisition date is the date when the Carlsberg 
Group effectively obtains control of an acquired sub-
sidiary, enters the management of a joint venture or 
obtains significant influence over an associate.

The cost of a business combination comprises the 
fair value of the consideration agreed upon. When a 
business combination agreement provides for an ad-
justment to the cost of the combination contingent 
on future events, the fair value of that adjustment is 
included in the cost of the combination.

Goodwill and fair value adjustments in connection 
with the acquisition of a foreign entity with a func-
tional currency other than the presentation currency 
used in the Carlsberg Group are treated as assets 
and liabilities belonging to the foreign entity and 
translated into the foreign entity’s functional currency 
at the exchange rate at the transaction date.

If uncertainties regarding measurement of acquired 
identifiable assets, liabilities and contingent liabili-
ties exist at the acquisition date, initial recognition 
will take place on the basis of preliminary fair 
values. If identifiable assets, liabilities and contin-
gent liabilities are subsequently determined to have 
a different fair value at the acquisition date from 
that first assumed, goodwill is adjusted up until 
12 months after the acquisition. The effect of the 
adjustments is recognised in the opening balance 
of equity and the comparative figures are restated 
accordingly.

Changes in estimates of contingent purchase 
considerations, except in cases of material error, are 
recognised in the income statement under special 
items. Changes in estimates of contingent purchase 
considerations in business combinations completed 
no later than 31 December 2009 are recognised as 
an adjustment to goodwill.

Step acquisitions 
In a business combination achieved in stages (step 
acquisition), the shareholding held immediately be-
fore the step acquisition is remeasured at fair value 
at the acquisition date. The resulting gain or loss is 
recognised in the income statement under special 
items. The total fair value of the shareholding held 
immediately after the step acquisition is estimated 
and recognised as the cost of the total sharehold-
ing in the entity.

Non-controlling interests in a business  
combination 
In each business combination, management decides 
whether or not to recognise goodwill related to non- 
controlling interests. If such goodwill is recognised,  
it is estimated based on the fair value of the non- 
controlling interests less the non-controlling interests’  
share of the fair value of acquired assets, liabilities 
and contingent liabilities.
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In 2013, Carlsberg gained control of Chongqing 
Brewery Group, South Asian Breweries Group 
in India and distribution entities acquired from 
Nordic Getränke, which impacted the income 
statement by the following amounts:

Impact from 
acquisitions 

DKK million 2013 2012

Operating profit before 
special items -93 -

Net profit for the year -163 -

Net profit for the year 
had the acquisition 
been completed  
1 January 48 -

The cash flow from acquisition of entities 
comprises the cash consideration paid net  
of cash and cash equivalents acquired with  
the entities.

Cash flow effect 
from acquisitions

CONTINGENT CONSIDERATION
In 2013 Carlsberg revalued contingent con-
siderations for the previous acquisition of 
shareholdings in Gorkha Brewery (Nepal), 
Carlsberg South Asia (Singapore), and Oli-
varia (Belarus). The revaluations are based 
on updated information since the initial 
recognition of the liabilities including new 
budgets and sales forecasts, discount rates 
etc. The total revaluation recognised in 2013 
is DKK 131m (2012: DKK 17m).

DKK million
Chongqing 

Brewery Group Other Total

Cash 2,636 251 2,887

Cash and cash equivalents acquired -444 -103 -547

Total cash consideration paid 2,192 148 2,340

DKK million 2013 2012

Step acquisitions, cash outflow, net -2,340 -

Acquisition of proportionately consolidated entities, cash outflow - -23

Payment regarding acquisition in previous years - -4

Net -2,340 -27

ELEMENTS OF CASH CONSIDERATION PAID

TOTAL CASH FLOW FROM ACQUISITION OF ENTITIES
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Non-controlling 
interests

DKK million Increase in ownership

2013 Other entities 1

Paid -320

Change in provisions for put option -230

Proportionate share of equity acquired 215

Difference recognised directly in equity -341
Difference recognised in goodwill 6

Effect on equity attributable to Carlsberg from  
changes in the Group’s ownership interest

1 January 2013 2,755

Effect of acquisition 215

Comprehensive income 502

Dividends, capital injections etc. -125

31 December 2013 3,347

 Increase in ownership

2012 Baltika Breweries2 Other entities 3 Total

Paid -4,296 -620 -4,916

Change in provision for put option - 373 373

Proportionate share of equity acquired 2,650 24 2,674

Difference recognised directly in equity -1,646 -251 -1,897
Difference recognised in goodwill - 28 28

Effect on equity attributable to Carlsberg from  
changes in the Group’s ownership interest

1 January 2012 31,065 5,509 36,574

Effect of acquisition 2,650 24 2,674

Comprehensive income 3,749 400 4,149

Dividends, share buy-back, capital injections etc. 400 -306 94

31 December 2012 37,864 5,627 43,491

5.4 ACCOUNTING POLICIES

On acquisition of non-controlling interests (i.e. 
subsequent to the Carlsberg Group obtaining 
control), acquired net assets are not remeasured 
at fair value. The difference between the cost and 
the non-controlling interests’ share of the total 
carrying amount, including goodwill, is transferred 
from the non-controlling interests’ share of equity 
to equity attributable to shareholders in Carlsberg 
A/S. The amount deducted cannot exceed the 
non-controlling interests’ share of equity immedi-
ately before the transaction.

On disposal of shareholdings to non-controlling 
interests, the difference between the sales price 
and the share of the total carrying amount, 
including goodwill acquired by the non-controlling 
interests, is transferred from equity attributable to 
share holders in Carlsberg A/S to the non-control-
ling interests’ share of equity.

Fair value adjustment of put options written on 
non-controlling interests on or after 1 January 
2010 is recognised directly in the statement of 
changes in equity. Fair value adjustment of put 
options written no later than 31 December 2009 
is recognised in goodwill.

DKK million 2013 2012

Baltika Breweries - 158

Carlsberg Malaysia 
Group 165 169

Asia, other 295 291

Other regions 20 20

Total 480 638

NON-CONTROLLING INTERESTS’ SHARE  
OF PROFIT FOR THE YEAR

ACQUISITION OF NON-CONTROLLING INTERESTS

The Group has entities primarily in Asia 
which are not fully owned. The share of the 
consolidated profit attributable to the non-
controlling interests is shown below.

1  Comprises transactions with shareholdings in Carlsberg 
South Asia Pte. Ltd. (Singapore), Lao Brewery Co. Ltd. 
(Laos), JSC Aldaris (Latvia), OJSC Carlsberg Ukraine, Luen 
Heng F&B Sdn BHD (Malaysia) and Myanmar Carlsberg 
Co. Ltd.

2  In June 2012 Baltika Breweries completed a cancellation 
of 7,954,071 treasury shares acquired in the share buy-
back in 2011. After the cancellation, Carlsberg completed 
a voluntary offer to the non-controlling interests in Bal-
tika Breweries in August 2012, followed by a compulsory 
purchase of all outstanding shares completed in Novem-
ber 2012. In total Carlsberg increased its shareholding 

by 13,058,025 shares in the two transactions, leaving 
Carlsberg as the sole shareholder of Baltika Breweries. 

3  Comprises transactions with shareholdings in OJSC 
Olivaria Brewery (Belarus), Carlsberg South Asia Pte. Ltd. 
(Singapore), Carlsberg Kazakhstan, Lao Brewery Co. Ltd. 
(Laos), Carlsberg Distributers Taiwan Ltd, UAB Svyturys-
Utenos Alus (Lithuania), JSC Aldaris (Latvia), Carlsberg 
Serbia d.o.o., Carlsberg Croatia d.o.o., Carlsberg Bulgaria 
AD, Bottling and Brewing Group Ltd. (Malawi) and 
adjustment to the acquisition price for PJSC Carlsberg 
Ukraine due to dividends received for 2011.
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DKK million Carlsberg Group share

2013 Revenue
Profit 

after tax Assets Liabilities Ownership interest
Profit 

after tax Equity

Chongqing Brewery Group 3,256 32 - - - 11 -

Tibet Lhasa Brewery Co. Ltd. 395 83 887 111 50% 28 388

Hanoi Beer Company 1,681 213 4,259 735 17% 37 599

Carlsberg Byen P/S 133 27 3,159 1,426 25% 7 433

Other 3,442 99 5,604 2,921 20-55% 33 939

116 2,359

2012

Chongqing Brewery Group 2,866 57 15,630 2,567 29.7% 17 4,201

Tibet Lhasa Brewery Co. Ltd. 426 81 680 48 33% 27 209

Hanoi Beer Company 1,639 210 4,360 827 17% 37 601

Carlsberg Byen P/S 45 -38 2,724 1,012 25% -10 428

Other 5,790 128 5,101 2,817 20-55% 37 802

108 6,241

The Group gained control of Chongqing 
Brewery Group in December 2013, at which 
point it was derecognised as an associate 
and was fully consolidated as a subsidiary.  
Accordingly, the 2013 profit after tax in 
associates includes 11 months’ activity for 
Chongqing Brewery Group. 

Associates

5.5 ACCOUNTING POLICIES

The proportionate share of the results of associates 
after tax is recognised in the consolidated income 
statement after elimination of the proportionate 
share of unrealised intra-Group profits/losses.

Investments in associates are recognised ac-
cording to the equity method and measured at 
the proportionate share of the entities’ net asset 
values calculated in accordance with the Group’s 
accounting policies. The proportionate share of 
unrealised intra-Group profits and the carrying 
amount of goodwill are added, whereas the pro-
portionate share of unrealised intra-Group losses 
is deducted.

Investments in associates with negative net asset 
values are measured at DKK 0. If the Group has a 
legal or constructive obligation to cover a deficit 
in the associate, the deficit is recognised under 
provisions. Any amounts owed by associates are 
written down to the extent that the amount owed 
is deemed irrecoverable.

On acquisition of investments in associates, the 
acquisition method is used, cf. section 5.1.

Section 5.1. contains a more detailed de-
scription of the acquisition and purchase 
price allocation for this transaction.

In May 2013, the Group increased its share-
holding in the Qinghai and Lanzhou Group 
to 50% and in late December 2013 the 

KEY FIGURES FOR ASSOCIATES

FAIR VALUE OF INVESTMENTS  
IN LISTED ASSOCIATES

DKK million 2013 2012

Chongqing 
Brewery Co. Ltd, 
Chongqing, China - 2,006

The Lion Brewery 
Ceylon, Biyagama, 
Sri Lanka 294 235

Total 294 2,241

shareholding in Tibet Lhasa Brewery Co. Ltd 
was increased to 50%. 

For associates in which the Group holds an 
ownership interest of less than 20%, the 
Group participates in the management of the 
company and is therefore exercising signifi-
cant influence.

The Group also has minor investments in en-
tities in which the Group is unable to exercise 
significant influence. 

CONTINGENT LIABILITIES 
The Group has issued guarantees for loans 
etc. raised by associated entities (non-con-
solidated share of loans) of DKK 71m in 2013 
(2012: DKK 83m).
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Investments in 
proportionately 
consolidated entities
INVESTMENTS IN PROPORTIONATELY 
CONSOLIDATED ENTITIES
The amounts shown in the table represent 
the Group’s share of the assets and liabili-
ties, revenue and profit of proportionately 
consolidated entities as shown in the over-
view of Group companies. These amounts 
are recognised in the statement of financial 
position, including goodwill, and in the 
income statement.

The change in key figures is attributable  
to South Asian Breweries Group, which was 
previously recognised as a proportionately 
consolidated entity, being recognised as  
a subsidiary from November. Accordingly,  
the 2013 figures only include 10 months’  
activity for South Asian Breweries Group  
proportionately consolidated in the income 
statement and cash flows, while propor-
tionately consolidated figures for South  
Asian Breweries Group are not included in 
the statement of financial position as at  
31 December 2013.

5.6 ACCOUNTING POLICIES

Entities which by agreement are managed jointly 
with one or more other parties (joint ventures) are 
consolidated proportionately, and the individual ac-
counting entries are recognised in proportion to the 
ownership interest.

For acquisitions of new joint ventures and additional 
shareholdings in existing joint ventures the acquisi-
tion method is used, cf. section 5.1. For acquisitions 

of additional shareholdings in existing joint ventures 
the acquisition method is applied only to the ad-
ditional share of assets, liabilities and contingent 
liabilities acquired. 

The acquisition date is the date when the Carlsberg 
Group effectively obtains control of the acquired 
joint venture or the additional shareholding in the 
joint venture. 

DKK million 2013 2012

Revenue 2,686 2,709

Total costs -2,396 -2,428

Operating profit before special items 290 281
Consolidated profit 132 131
Non-current assets 1,934 3,086

Current assets 698 964

Non-current liabilities -509 -679

Current liabilities -647 -1,769

Net assets 1,476 1,602

Free cash flow -172 -364

Net cash flow 54 -104

Cash and cash equivalents, year-end 108 64

Contingent liabilities in joint ventures 298 150
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Corporation taxTax

2013 2012

% DKK million % DKK million

Nominal weighted tax rate  
for the Carlsberg Group 21.0% 1,645 21.4% 1,737

Change in tax rate -1.3% -108 0.3% 27

Adjustments to tax  
for previous years -0.2% -16 -0.8% -62

Non-capitalised tax assets,  
net movements 2.0% 160 -1.0% -84

Non-taxable income -0.7% -55 -0.3% -26

Non-deductible expenses 3.0% 239 2.8% 226

Tax incentives etc. -0.6% -45 -1.3% -109

Special items -0.4% -30 -1.1% -90

Withholding taxes 1.5% 115 3.3% 269

Other, and tax in associates -0.2% -11 -0.3% -27

Effective tax rate for the year 24.1% 1,894 23.0% 1,861

RECONCILIATION OF THE EFFECTIVE TAX RATE FOR THE YEAR

The nominal weighted tax rate for the Group 
is calculated as domestic tax rates applic-
able to profits in the entities as a proportion 
of each entity’s share of the Group’s profit 
before tax.

1,894m
Tax totalled DKK 1,894m against DKK 
1,861m in 2012.

24.1%
Tax rate of 24.1%, positively impacted 
by reduction in domestic tax rates.

Key developments 2013
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SECTION 6.1 Corporation tax

6.1 ACCOUNTING POLICIES

Tax for the year comprises current tax and chang-
es in deferred tax for the year, including changes 
as a result of a change in the tax rate. The tax 
expense relating to the profit/loss for the year 
is recognised in the income statement, and the 
tax expense relating to items recognised directly 
in other comprehensive income is recognised in 
other comprehensive income.

If the Group obtains a tax deduction on computa-
tion of the taxable income in Denmark or in foreign 
jurisdictions as a result of share-based payment 
programmes, the tax effect of the programmes is 
recognised in tax on the profit/loss for the year. 
However, if the total tax deduction exceeds the total 
tax expense, the tax benefit for the excess deduction 
is recognised in other comprehensive income.

TAX RECOGNISED IN OTHER COMPREHENSIVE INCOME

2013 2012

DKK million
Recognised  

item before tax
Tax income/ 

expense After tax
Recognised  

item before tax
Tax income/ 

expense After tax

Foreign exchange adjustments -7,499 - -7,499 1,904 - 1,904

Hedging instruments 10 -8 2 111 133 244

Retirement benefit obligations 822 -195 627 -741 131 -610

Share of other comprehensive income in associates 4 - 4 4 - 4

Effect of hyperinflation 61 - 61 75 - 75

Other -29 - -29 -2 -176 -178

Total -6,631 -203 -6,834 1,351 88 1,439

CORPORATION TAX

2013 2012

DKK million
Income  

statement

Other  
comprehensive 

income

Total  
comprehensive 

income
Income  

statement

Other  
comprehensive 

income

Total  
comprehensive 

income

Tax for the year can be specified as follows

Current tax 2,261 15 2,276 1,553 189 1,742

Change in deferred tax during the year -243 188 -55 343 -194 149

Change in deferred tax from change in tax rate -108 - -108 27 - 27

Adjustments to tax for previous years -16 - -16 -62 -83 -145

Total 1,894 203 2,097 1,861 -88 1,773

An interest ceiling maximises the tax deduc-
tion accumulated for fair value adjustments of 
hedging instruments recognised in other com-
prehensive income. Tax on such adjustments 
therefore fluctuates from year to year.

Adjustment to tax for previous years of DKK 
0m (2012: DKK 83m) is included in the tax 
benefit/expense for hedging instruments.
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Deferred tax

DKK million 2013 2012

Deferred tax at 1 January, net 8,512 8,453

Adjustments to previous years -2 -43

Recognised in other comprehensive income 188 -194

Recognised in the income statement -243 343

Change in tax rate -108 27

Foreign exchange adjustments -685 -74

Deferred tax at 31 December, net 7,662 8,512

Specified as follows

Deferred tax liabilities 8,837 9,682

Deferred tax assets -1,175 -1,170

Deferred tax at 31 December, net 7,662 8,512

DEFERRED TAX ASSETS AND DEFERRED TAX LIABILITIES SPECIFICATION OF DEFERRED TAX ASSETS AND LIABILITIES

Deferred tax assets Deferred tax liabilities

DKK million 2013 2012 2013 2012

Intangible assets 735 503 7,209 7,917

Property, plant and equipment 306 440 2,488 2,536

Current assets 160 109 45 52

Provisions and  
retirement benefit obligations 686 862 71 261

Fair value adjustments 29 28 165 150

Tax losses etc. 1,414 1,576 1,014 1,114

Total before set-off 3,330 3,518 10,992 12,030
Set-off -2,155 -2,348 -2,155 -2,348

Deferred tax assets and liabilities 
at 31 December 1,175 1,170 8,837 9,682

Expected to be used as follows

Within 12 months after the  
end of the reporting period 319 222 558 507

More than 12 months after the 
end of the reporting period 856 948 8,279 9,175

Total 1,175 1,170 8,837 9,682
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Of the total deferred tax assets recognised, 
DKK 728m (2012: DKK 718m) related to tax 
loss carryforwards, the utilisation of which 
depends on future positive taxable income 
exceeding the realised deferred tax liabilities. 
It is management’s opinion that the tax loss 
carryforwards can be utilised.

Tax assets not recognised, DKK 1,489m 
(2012: DKK 1,328m), primarily related to tax 
losses which are not expected to be utilised 
in the foreseeable future. Tax losses that will 
not expire amounted to DKK 1,102m (2012: 
DKK 1,093m).

Deferred tax of DKK 77m (2012: DKK 160m) 
was recognised in respect of earnings in enti-
ties in the Eastern Europe region which are 
intended for distribution in the short term, 
as tax of 5% is payable on distributions. For 
other subsidiaries where distributable reserves 
are planned to be distributed, any distribution 
of earnings will not trigger a significant tax 
liability based on current tax legislation.

Deferred tax on temporary differences 
relating to investments in subsidiaries, joint 
ventures and associates amounted to DKK 
0m (2012: DKK 0m).

SECTION 6.2 Deferred tax

6.2 ACCOUNTING POLICIES

Current tax payable and receivable is recognised in 
the statement of financial position as tax computed 
on the taxable income for the year, adjusted for tax 
on the taxable income of prior years and for tax 
paid on account.

Deferred tax on all temporary differences between 
the carrying amount and the tax base of assets 
and liabilities is measured using the balance sheet  
liability method. However, deferred tax is not 
recognised on temporary differences relating to 
goodwill which is not deductible for tax purposes  
or on office premises and other items where tem-
porary differences, apart from business combina-
tions, arise at the acquisition date without affecting 
either profit/loss for the year or taxable income. 
Where alternative tax rules can be applied to 
de termine the tax base, deferred tax is measured 
based on management’s planned use of the asset 
or settlement of the liability. 

If specific dividend plans exist for subsidiaries, 
joint ventures and associates in countries levying 
withholding tax on distributions, deferred tax is 
recognised on expected dividend payments.

Deferred tax assets, including the tax base of tax 
loss carryforwards, are recognised under other 
non-current assets at the expected value of their 
utilisation, either as a set-off against tax on future 
income or as a set-off against deferred tax liabili-
ties in the same legal tax entity and jurisdiction. 
Deferred tax assets and tax liabilities are offset if 
the entity has a legally enforceable right to offset 

current tax liabilities and tax assets or intends 
either to settle current tax liabilities and tax assets 
or to realise the assets and settle the liabilities 
simultaneously. Deferred tax assets are subject to 
annual impairment tests and are recognised only 
to the extent that it is probable that the assets will 
be utilised.

Adjustment is made to deferred tax resulting from 
elimination of unrealised intra-Group profits and losses.

Deferred tax is measured according to the tax rules 
and at the tax rates applicable in the respective 
countries at the end of the reporting period and 
when the deferred tax is expected to crystallise as 
current tax. The change in deferred tax as a result 
of changes in tax rates is recognised in the income 
statement. Changes to deferred tax on items recog-
nised in other comprehensive income are, however, 
recognised in other comprehensive income. 

6.2 SIGNIFICANT ACCOUNTING  
ESTIMATES AND JUDGEMENTS

The Group recognises deferred tax as-
sets, including the expected tax value of 
tax loss carryforwards, if management 
assesses that these tax assets can be 
offset against positive taxable income in 
the foreseeable future. This judgement 
is made annually and based on budgets 
and business plans for the coming years, 
including planned commercial initiatives.

Consolidated financial statements  SECTION 6: TAX 116Carlsberg Group Annual Report 2013



Staff costsStaff costs and 
remuneration

Decreased defined  
benefit obligations

New LTI programme 

Staff costs  
in line with 2012

Changes in future assumptions for defined benefit obligations 
resulted in a decrease in the obligations.

In 2013 a new long-term incentive plan (performance shares) 
was introduced.

DKK million 2013 2012

Salaries and other remuneration 8,103 7,998

Severance pay 134 351

Social security costs 1,353 1,241

Retirement benefit costs – defined contribution plans 160 197

Retirement benefit costs – defined benefit plans 247 113

Share-based payment 57 54

Other employee benefits 194 304

Total 10,248 10,258
Average number of employees 40,435 41,708

Staff costs are included in the following items in the income statement

Cost of sales 2,768 2,830

Sales and distribution expenses 5,291 5,068

Administrative expenses 1,965 1,998

Other operating activities, net 62 64

Special items (restructurings) 162 298

Total 10,248 10,258

The average number of employees decreased due to efficiencies and optimisations, especially in the Asia region. 
The acquisition of Chongqing Brewery Group increased the number of employees at year-end by approximately 
6,500 but had very limited impact on the average number of employees due to the late acquisition date. 

Key developments 2013
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Remuneration 

Remuneration of the executive directors and 
key management personnel is based on  
a fixed salary, cash bonus payments and 
non-monetary benefits such as company 
car, telephone etc. Furthermore, share op-
tion programmes and incentive schemes 
have been established for the executive 
directors and other management personnel. 
These pro grammes and schemes cover a 
number of years.

Employment contracts for the executive direc-
tors contain terms and condition that are con-
sidered common to executive board members 

Executive directors Key management personnel Supervisory Board

Jørgen Buhl Rasmussen Jørn P. Jensen

DKK million 2013 2012 2011 2013 2012 2011 2013 2012 2013 2012

Fixed salary 11.0 10.5 10.5 9.5 9.1 9.1 52.0 50.5 8.26 7.76

Cash bonus 4.7 6.3 - 4.1 5.5 - 21.1 21.3 - -

Non-monetary benefits 0.3 0.3 0.3 0.3 0.3 0.2 7.5 5.5 - -

Share-based payment 8.6 5.7 4.0 7.3 5.4 4.0 6.8 11.2 - -

Total 24.6 22.8 14.8 21.2 20.3 13.3 87.4 88.5 8.26 7.76

KEY MANAGEMENT PERSONNEL 

Key management personnel comprise the Execu-
tive Committee, Senior Vice Presidents heading  
regions and Group functions, and CEOs in the 
most significant Group entities. Other manage-
ment personnel comprise Vice Presidents and 
other key employees in central functions as well 
as the management of significant subsidiaries. 
The key management personnel are, together 
with the executive directors, responsible for the 
planning, directing and controlling of the Group’s 
activities.

7.2 ACCOUNTING POLICIES

Staff costs comprise wages and salaries, social 
security contributions, paid leave and sick leave, 
bonuses and other employee benefits and are 
recognised in the financial year in which the em-
ployee renders the related service. Further, the cost 
of share-based payment, which is expensed over 
the vesting period of the programme according to 
the service conditions, is recognised in staff costs 
and provisions or equity depending on how the 
programme is settled with the employees.

The remuneration policy  
which applies to the 
Supervisory Board, the 
executive directors and key 
management personnel is 
described in detail in the 
Remuneration section in  
the Management review.
Management review, page 43

in Danish listed companies, including terms  
of notice and non-competition clauses.

For 2014, the potential maximum bonus will 
remain at 100% of fixed salary with bonus 
equal to 60% of fixed salary payable for 
on-target performance. A scorecard of per-
formance measures is used to assess perfor-
mance, cf. Remuneration report, and the meas-
ures are the same as those applied for 2013.

In respect of other benefits and bonus schemes, 
the remuneration of CEOs in foreign subsidiaries 
is based on local terms and conditions.
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Share-based 
payment  

The Carlsberg Group has set up share-based 
incentive programmes to attract, retain and 
motivate the Group’s executive directors 
and other levels of management personnel 
and to align their interests with those of the 
shareholders. No share-based incentive pro-
gramme has been set up for Carlsberg A/S’s 
Supervisory Board.

The current programmes are the Share op-
tion programme, the long-term incentive 
programme (LTI) and the long-term incen-
tive plan (performance shares) introduced 
in 2013. All programmes are equity-settled 
programmes.

Share option 
programme

Long-term incentive 
programme

Long-term  
incentive plan  

(performance shares)

2013 2012 2013 2012 2013 2012

Total share options granted 91,000 131,500 - 218,508 372,049 -

Number of employees 2 2 - 319 336 -

DKK million

Fair value at grant date 15 19 - 112 103 -

Total cost of options granted in the year 
recognised in the income statement 3 5 - 37 17 -

Total cost of options granted  
2009-2012 (2008-2011) 12 17 25 37 - -

Not recognised in respect  
of share options expected to vest 20 19 30 75 60 -

The fair value at 31 December 2013 was  
DKK 363m (2012: DKK 322m), which is  
DKK 41m higher than at year-end 2012.

Upon resignation, a proportion of the op-
tions may be exercised within one to three 
months unless special severance terms are 
agreed. Special terms and conditions apply 
in the case of retirement, illness, death or 
changes in Carlsberg A/S’s capital resources.

The three individual programmes are shown 
on the next page.

GENERAL TERMS AND CONDITIONS FOR THE THREE PROGRAMMES
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SECTION 7.3 Share-based payment

SHARE OPTION PROGRAMME LONG-TERM INCENTIVE PROGRAMME
LONG-TERM INCENTIVE PLAN 
(PERFORMANCE SHARES)

Equity-settled scheme Each share option entitles the holder to purchase 
one class B share in Carlsberg A/S. The options 
may only be settled in shares. The Group has not 
purchased a significant number of treasury shares 
to meet this obligation. Treasury share holdings 
at 31 December 2013 totalled 23,941 shares (2012: 
1,587 shares).

The long-term incentive programme is settled in performance share units 
(PSUs). A participant in the programme will receive a number of PSUs, 
each giving the right to receive one Carlsberg B share. The exact number 
of PSUs granted is determined after the publication of the Annual Report 
for the year in which the PSUs are granted. 

The long-term incentive plan is settled in perfor-
mance shares. A participant in the programme 
will receive a number of Carlsberg B shares. For 
each grant, the exact number of shares granted 
is determined after the publication of the Annual 
Report for the last year in the vesting period.

Valuation The fair value of granted share options is estimated 
using the Black-Scholes call option-pricing model 
based on the exercise price. 

The share price and the exercise price for share op-
tions are calculated as the average price of Carlsberg 
A/S’s class B shares on NASDAQ OMX Copenhagen 
during the first five trading days after the publica-
tion of Carlsberg A/S’s Annual Report following the 
granting of the options.

The calculation of the number of PSUs where no value has been deter-
mined at year-end is based on the assumptions available at year-end 
(preliminary). The final number of PSUs will be adjusted to reflect the 
assumptions available at the time of vesting of each part of the long-term 
incentive programme (final).

The value of PSUs is calculated using the same method as for the share 
option programme, although not until after the publication of the Annual 
Report in the year following the grant year. The preliminary share price 
and the value for PSUs granted under the long-term incentive programme 
are the last available prices before 31 December of the reporting year.

The value of the remuneration received under the long-term incen-
tive programme is calculated as a predetermined percentage of the 
employee’s yearly salary. Depending on the Group’s performance, this 
percentage can be adjusted to a maximum of 150% of the predeter-
mined percentage. 

The calculation of the number of performance 
shares is based on the estimated number of 
performance shares expected to vest. The final 
number of performance shares is the number that 
ultimately vest.

The fair value of performance shares is calcu-
lated at the grant date using a stochastic valua-
tion model.

Time of valuation  
of option

Immediately after publication of the Annual Report 
for the Group for the prior reporting period.

Immediately after publication of the Annual Report for the Group  
for the grant year.

Immediately after publication of the Annual Re-
port for the Group for the prior reporting period.

Vesting conditions 3 years of service. 3 years of service and the Group’s financial performance  
for the grant year.

3 years of service and achievement of 4 KPIs 
in the vesting period.

Earliest time of exercise 3 years from grant date. - -

Latest time of exercise 8 years from grant date. Shares are transferred to the employee immediately  
after PSUs have vested.

Shares are transferred to the employee  
immediately after they have vested.
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SECTION 7.3 Share-based payment
Number Exercise price

Executive 
directors

Key 
management 

personnel

Other   
management 

personnel
Resigned 

employees Total

Fixed, 
weighted 
average

Share options outstanding at 31 December 2011 302,112 105,893 456,439 295,066 1,159,510 347.08
Granted 131,500 - - - 131,500 444.60

Forfeited/expired - - -4,707 - -4,707 270.91

Exercised -13,008 -11,191 -71,545 -77,167 -172,911 260.10

Transferred - -17,946 -30,578 48,524 - 406.72

Share options outstanding at 31 December 2012 420,604 76,756 349,609 266,423 1,113,392 413.37
Granted 91,000 - - - 91,000 573.50

Forfeited/expired - - -2,550 - -2,550 305.22

Exercised -12,388 -19,648 -145,129 -89,063 -266,228 363.20

Transferred - - -7,417 7,417 - 342.73

Share options outstanding at 31 December 2013 499,216 57,108 194,513 184,777 935,614 443.93
Exercisable at 31 December 2012 199,104 68,369 193,902 340,030 801,405 395.94

Exercised options as % of share capital 0.01% 0.01% 0.05% 0.05% 0.12%

Exercisable at 31 December 2013 216,716 55,908 185,280 194,010 651,914 414.17

Exercised options as % of share capital 0.01% 0.01% 0.10% 0.06% 0.18%

2013 2012

Grant date Expiry date Programme
Exercise 

price
Expected 
volatility

Risk-free  
interest  

rate

Expected 
dividend 

yield

Expected life 
of options, 

years

Fair value at 
measure ment 

date
Options 

outstanding
Options 

outstanding

01.03.2005 01.03.2013 Grant 2005 232.71 27% 3.1% 1.7% 5.5 74.27 - 40,739

01.03.2006 01.03.2014 Grant 2006 306.89 19% 3.3% 1.3% 5.5 89.37 31,589 89,670

01.03.2007 01.03.2015 Grant 2007 472.11 19% 3.9% 1.0% 5.5 136.67 104,493 151,257

01.03.2008 01.03.2016 Grant 2008 457.82 22% 3.6% 1.1% 5.5 141.72 117,303 159,138

01.06.2008 01.06.2016 Special grant 531.80 23% 4.3% 0.9% 5.5 181.08 142,462 161,044

01.09.2008 01.09.2016 Special grant 448.18 27% 4.3% 1.3% 5.5 128.83 40,000 40,000

01.03.2009 01.03.2017 Grant 2009 203.50 52% 3.0% 1.7% 5.5 88.41 124,328 159,555

01.03.2010 01.03.2018 Grant 2010 417.34 30% 3.1% 0.8% 8.0 174.52 91,739 119,289

01.03.2011 01.03.2019 Grant 2011 566.78 25% 2.9% 0.9% 8.0 180.50 61,200 61,200

01.03.2012 01.03.2020 Grant 2012 444.60 34% 0.9% 1.2% 8.0 146.67 131,500 131,500

01.05.2013 01.05.2021 Grant 2013 573.50 27% 1.5% 1.0% 8.0 167.98 91,000 -

Outstanding share options under the share option programme 935,614 1,113,392

The average share price at the exercise date for share options was DKK 583 (2012: DKK 493). At 31 December 2013, the exercise price for outstanding share options  
was in the range DKK 203.50 to DKK 573.50 (2012: DKK 203.50 to DKK 566.78). The average remaining contractual life was 3.8 years (2012: 3.8 years).

7.3.1 Share option programme

ASSUMPTIONS

7.3 SIGNIFICANT ACCOUNTING 
ESTIMATES AND JUDGEMENTS

For share options and PSUs granted 
or measured after 1 January 2010, the 
volatility is based on presently observed 
data on Bloomberg’s Options Valuation 
Function, while prior to 2010 it was based 
on the historical volatility in the price of 
Carlsberg A/S’s class B shares over the 
previous two years.

The risk-free interest rate is the interest 
rate on Danish government bonds of the 
relevant maturity, while the dividend yield 
is calculated as the expected dividend 
at the grant date of DKK 5.50 per share 
(2012: DKK 5.50 per share) divided by the 
share price. The fair value at 31 December 
is calculated applying an expected dividend 
of DKK 8.00 per share.

For share options granted or measured 
after 1 January 2010, the expected life is 
based on exercise at the end of the exercise 
period, while prior to 2010 it was based on 
exercise in the middle of the exercise period.
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SECTION 7.3 Share-based payment

7.3.2 Long-term incentive programme

Number
Executive 
directors

Key 
management 

personnel

Other 
management 

personnel
Resigned 

employees Total

Performance share units outstanding at 31 December 2011 - - - - -
Granted - 28,455 174,500 - 202,955

Transferred - -3,860 -5,670 9,530 -

Performance share units outstanding at 31 December 2012 - 24,595 168,830 9,530 202,955
Forfeited/expired - - - -6,547 -6,547

Adjusted - 3,278 19,061 -239 22,100

Transferred - -3,614 -11,955 15,569 -

Performance share units outstanding at 31 December 2013 - 24,259 175,936 18,313 218,508

2013 2012

Grant date Expiry date Programme
Exercise 

price
Expected 
volatility

Risk-free 
interest  

rate

Expected  
dividend  

yield

Expected  
life of units,

 years

Fair value at 
measurement 

date
Units  

outstanding
Units  

outstanding

01.01.2012 01.03.2015 LTI 2012-2014  
(preliminary)

None 284% 0.3% 1.2% 3.2 542.22 - 202,955

01.01.2012 01.03.2015 LTI 2012-2014  
(final)

None 284% 0.3% 1.2% 3.2 542.22 218,508 -

Outstanding performance share units under the long-term incentive programme 218,508 202,955

ASSUMPTIONS

There were no exercisable PSUs in the long-term incentive programme at 31 December 2013. 

Transferred PSUs comprise PSUs that have been granted to employees who have either moved between management categories or left the Group during the year.
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SECTION 7.3 Share-based payment

7.3.3 Long-term incentive plan (performance shares)
7.3.1 ACCOUNTING POLICIES

The fair value of equity-settled programmes is 
measured at the grant date and recognised in the 
income statement under staff costs, net over the 
vesting period with a corresponding increase in 
equity.

The fair value of granted share options and PSUs 
is estimated using the Black-Scholes call option 
pricing model, taking into account the terms and 
conditions upon which the options were granted.

The fair value of granted performance shares is 
estimated using a stochastic (quasi-Monte Carlo) 
valuation model, taking into account the terms 
and conditions upon which the performance 
shares were granted.

On initial recognition of share options, PSUs 
and performance shares, an estimate is made 
of the number of awards expected to vest. The 
estimated number is subsequently revised for 
changes in the number of awards expected to 
vest. Accordingly, recognition is based on the 
number of awards that ultimately vested.

Number
Executive 
directors

Key 
management 

personnel

Other 
management 

personnel
Resigned 

employees Total

Performance shares outstanding at 31 December 2012 - - - - -
Granted 45,135 52,535 274,379 - 372,049

Transferred - - -924 924 -

Adjusted -23,695 -30,167 -140,823 -485 -195,170

Performance shares outstanding at 31 December 2013 21,440 22,368 132,632 439 176,879

2013 2012

Grant date Expiry date Programme
Exercise 

price
Expected 
volatility

Risk-free  
interest  

rate

Expected  
dividend  

yield

Expected  
life of grant, 

years

Fair value at 
measurement 

date
Awards  

outstanding
Awards  

outstanding

01.01.2013 01.05.2016 2013-2015 None 28% 0.2% 1.1% 3.4 277.09 176,879 -

Outstanding performance shares under the long-term incentive plan 176,879 -

ASSUMPTIONS

There were no exercisable performance shares in the long-term incentive plan at 31 December 2013. The granted number of performance shares included in the specifica-
tion is the number of performance shares that are expected to vest. The estimated number is revised on a regular basis until vesting.

Transferred performance shares comprise performance shares that have been granted to employees who have either moved between management categories or left the 
Group during the year. Adjusted performance shares comprise the change in number of performance shares expected to vest based on the development of the vesting 
conditions.
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Retirement benefit 
obligations and 
similar obligations 

2013 2012

DKK million
Present value  
of obligation

Fair value  
of plan assets

Obligation,  
net

Present value  
of obligation

Fair value  
of plan assets

Obligation,  
net

Obligation at 1 January 11,605 7,648 3,957 10,357 7,099 3,258

Recognised in the income statement

Current service cost 221 - 221 114 - 114

Interest cost 332 - 332 381 - 381

Return on plan assets (excluding interest cost) - - - - -129 129

Expected return on plan assets - 218 -218 - 452 -452

Curtailments and settlements 26 - 26 -1 - -1

Total 579 218 361 494 323 171

Remeasurements

Gain/loss from changes in actuarial assumptions 31 -2 33 691 -6 697

Gain/loss from changes in financial assumptions -508 347 -855 312 268 44

Total -477 345 -822 1,003 262 741

Other changes

Contributions to plans 6 252 -246 15 245 -230

Benefits paid -480 -402 -78 -513 -415 -98

Acquisition and disposal of entities 1 - 1 - - -

Foreign exchange adjustments etc. -268 -189 -79 196 134 62

Transfer from other provisions 1 2 -1 53 - 53

Obligation at 31 December 10,967 7,874 3,093 11,605 7,648 3,957

OBLIGATION, NET

The total return on plan assets for the year amounted to DKK 563m (2012: DKK 585m).

A number of the Group’s employees are 
covered by retirement benefit plans. The 
nature of the retirement benefit plans varies 
depending on labour market conditions, legal 
requirements, tax legislation and economic 
conditions in the individual countries. Benefits 
are generally based on wages and salaries 
and length of employment. Retirement ben-
efit obligations cover both present and future 
retirees’ entitlement to retirement benefits.

The future retirement obligation is primarily 
based on seniority and salary at the point 
of retirement. 

DEFINED CONTRIBUTION PLANS
Approximately 40% (2012: 64%) of the 
Group’s retirement benefit costs relate to 
defined contribution plans, which limit the 
Group’s obligation to the contributions paid. 
The retirement benefit plans are funded by 
payments to funds that are independent of 
the Group. 

DEFINED BENEFIT PLANS 
The defined benefit plans typically guarantee 
the employees covered a retirement benefit 
based on the salary at the time of retirement. 

For defined benefit plans, the Group assumes 
the risk associated with future developments 
in interest rates, inflation, mortality and dis-
ability etc. 

The majority of the obligations are funded, 
with assets placed in independent pension 
funds in e.g. Switzerland, Norway, the UK 
and Hong Kong.

In some countries, primarily in Germany, 
Sweden and Italy, the obligation is unfunded. 
For these unfunded plans, the retirement 
benefit obligations amounted to DKK 1,543m 
(2012: DKK 1,612m) or approximately 14% 
(2012: 14%) of the total gross liability.

The Group’s net obligation is specified  
below.
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SECTION 7.4 Retirement benefit 
obligations and similar obligations

2013 DKK million %

Shares 2,842 36%

Bonds and other securities 3,502 45%

Real estate 1,192 15%

Cash and cash equivalents 338 4%

Total 7,874 100%

2012

Shares 2,490 33%

Bonds and other securities 3,460 45%

Real estate 1,170 15%

Cash and cash equivalents 528 7%

Total 7,648 100%

BREAKDOWN OF PLAN ASSETS

The Group expects to contribute DKK 22m 
(2012: DKK 23m) to the plan assets in 2014.  

Plan assets are invested in the following.
 

2013 CHF UK EUR Others
Weighted 

average

Discount rate 2.1% 4.5% 2.4-4.0% 1.0-18.6% 3.1%

Future salary increases 1.0% 3.0% 1.0-3.0% 3.5-16.0% 2.0%

2012

Discount rate 1.8% 4.7% 2.9-3.5% 1.0-16.5% 3.0%

Future salary increases 2.0% 3.7% 2.0-2.7% 2.0-16.0% 2.8%

ASSUMPTIONS APPLIED

7.4.1 Significant assumptions applied

Switzerland represents 39% (2012: 41%), 
the UK 42% (2012: 39%) and the euro-
zone countries 11% (2012: 6%) of the gross 
obligation. 

The two most significant plans in the 
Group are in Carlsberg UK and in the Swiss 
entities, including Feldschlösschen. The 
mortality tables used in Carlsberg UK are 
S1PMA/S1PFA tables for post-retirement 
and AMC00/AFC00 for pre-retirement, both 
with CMI_2013 projections, while the Swiss 

7.4.2 Sensitivity analysis

The table below shows a sensitivity analysis of 
the total calculated retirement benefit obliga-
tion. The sensitivity analysis is based on the 
following changes to the assumptions applied 
in the calculation of the obligation.

The sensitivity analysis is based on a 
change in one of the assumptions while all 
other assumptions remain constant. This is 
highly unlikely to occur as a change in one 
assumption will likely affect other assump-
tions as well. When calculating the obligation 
on the basis of a changed assump tion, the 
same method has been applied as when 
calculating the pension liability recognised in 
the statement of financial position.

DKK million 2013
Reported pension obligation 10,967

Sensitivity relating to discount rate

Discount + assumption +0.5% -781

Discount + assumption -0.5% 555

Sensitivity relating to increase in future salary

Future salary + assumption +0.5% 180

Future salary + assumption -0.5% -251

Sensitivity relating to mortality

Mortality assumption +1 year 154

Mortality assumption -1 year -153

entities use the BVG 2010-2013 (KJ) mortal-
ity table for valuation of their retirement 
obligations.

The main assumptions applied in calculating 
the defined benefit obligations can be sum-
marised as shown below.

Plan assets do not include shares in or 
properties used by Group companies.

The actuarial gain and foreign exchange 
adjustment recognised in other comprehen-
sive income amounted to DKK 901m (2012: 
DKK -803m). The accumulated amount 
recognised at 31 December 2013 was DKK 
-2,432m (2012: DKK -3,333m), of which 
actuarial losses, net totalled DKK 2,735m 
(2012: DKK -3,557m).
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DKK million
<1 

year
1-5 

years
>5

years Total

Pension  
benefits 365 1,808 18,441 20,614

MATURITY OF PENSION OBLIGATIONS

7.4 ACCOUNTING POLICIES

A defined contribution plan is a post-employment 
benefit plan under which the Group pays fixed 
contributions into a separate entity and will have 
no legal or constructive obligation to pay further 
amounts. Contributions to defined contribution plans 
are recognised in the income statement in the period 
during which services are rendered by employees. Any 
contributions outstanding are recognised in the state-
ment of financial position as other liabilities.

A defined benefit plan is a post-employment bene-
fit plan other than a defined contribution plan. The 
Group’s net obligation in respect of defined benefit 
pension plans is calculated separately for each plan by 
estimating the amount of future benefits that employ-
ees have earned in return for their service in the current 
and previous years. The future benefits are discounted 
to determine the present value. The calculation is 
performed annually by a qualified actuary. 

The present value is determined on the basis of as-
sumptions about the future development in variables 
such as salary levels, interest rates, inflation and mor-
tality. The actuarial present value less the fair value 
of any plan assets is recognised in the statement of 
financial position under retirement benefit obligations.

Pension costs for the year are recognised in the 
income statement based on actuarial estimates and 
financial expectations at the beginning of the year. 
Any difference between the expected development in 
pension assets and liabilities and realised amounts at 
year-end are designated as actuarial gains or losses 
and recognised in other comprehensive income.

If changes in benefits relating to services rendered by 
employees in previous years result in changes in the 
actuarial present value, the changes are recognised as 
historical costs. Historical costs are recognised imme-
diately, provided employees have already earned the 
changed benefits. If employees have not earned the 
benefits, the historical costs are recognised in the in-
come statement over the period in which the changed 
benefits are earned by the employees.

If a retirement benefit plan constitutes a net asset, 
the asset is only recognised if it offsets future refunds 
from the plan or will lead to reduced future payments 
to the plan.

Interest on retirement benefit obligations and the 
expected return on plan assets are recognised under 
financial income or financial expenses.

Realised gains and losses on the adjustment of retire-
ment benefit obligations as a result of large-scale 
termination of jobs in connection with restructurings 
are recognised in the income statement under special 
items.

Realised gains and losses on the curtailment or settle-
ment of retirement benefit plans are recognised in the 
income statement under staff costs.  

7.4 SIGNIFICANT ACCOUNTING 
ESTIMATES AND JUDGEMENTS

When calculating the value of the Group’s 
defined benefit plans, a number of sig-
nificant actuarial assumptions are made, 
including discount rates, expected return on 
plan assets, expected growth in wages and 
salaries, mortality and retirement benefits. 
The range and weighted average for these 
assumptions are disclosed in the table.

The value of the Group’s defined benefit 
plans is based on valuations from external 
actuaries.

The actuarial assumptions underlying 
the calculations and valuations vary from 
country to country due to local economic 
conditions and labour market conditions.

The present value of the net obligation is 
calculated based on the expected long-
term interest rate in each country, where 
available, based on long-term govern-
ment bonds.

Mortality assumptions are based on the 
Group entity’s best estimate of the mortal-
ity of plan members during and after em-
ployment, and include expected changes in 
mortality, for example using estimates of 
mortality improvements. Due to the broad 
range of entities comprising the retirement 
benefit obligation, several different mortal-
ity tables are used to calculate the future 
retirement benefit obligation.

SECTION 7.4 Retirement benefit 
obligations and similar obligations

EXPECTED MATURITY AND DURATION
Retirement benefit obligations are primarily 
expected to mature after 5 years. The non-
discounted maturity is:

The expected duration of the obligations 
at year-end 2013 was 20 years, comprising 
active employees at 26 years and retired 
employees at 15 years.

The duration is calculated using a weighted 
average of the duration compared to the 
benefit obligation.
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Earnings per shareOther disclosure 
requirements

EARNINGS PER SHARE

DKK 2013 2012

Basic earnings per share of DKK 20 (EPS)  35.9  36.8 

Diluted earnings per share of DKK 20 (EPS-D)  35.7  36.7 

1,000 shares

Average number of shares 152,557 152,557

Average number of treasury shares -9 -14

Average number of shares outstanding 152,548 152,543

Average dilutive effect of outstanding share options 535 326

Diluted average number of shares outstanding 153,083 152,869

The Supervisory Board proposes a dividend 
per share of DKK 8.00, an increase of 33% 
(2012: DKK 6.00).  

Diluted earnings per share exclude 152,200 
share options (2012: 353,744) which do not 

have a dilutive effect as the total of the ex-
ercise price and the fair value of the options 
at the grant date is higher than the average 
market price of the Carlsberg B share in the 
year. These share options could potentially 
dilute earnings in the future.

8.00
The Supervisory Board proposes a dividend per share 
of DKK 8.00, equalling a payout ratio of 22.

33%
Increase in dividend per share of 33%.

35.9
Basic earnings per share decreased slightly due to 
changes in special items, net, partly offset by lower 
financial items, net.

Key developments 2013
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Related party 
disclosures

RELATED PARTIES EXERCISING CONTROL
The Parent Company, the Carlsberg Foun-
dation, H.C. Andersens Boulevard 35, 1553 
Copenhagen V, Denmark, holds 30.3% of 
the shares and 75.1% of the voting power  
in Carlsberg A/S, excluding treasury shares. 

Apart from dividends and grants, no trans-
actions were carried out with the Carlsberg 
Foundation during the year. Funding and 
grants received for research and develop-
ment activities from the Carlsberg Foundation 
amounted to DKK 16m (2012: DKK 15m) for 
the operation of the Carlsberg Laboratory.

RELATED PARTIES EXERCISING 
SIGNIFICANT INFLUENCE 
Related parties exercising significant influ-
ence comprise the Group’s Supervisory Board, 
Executive Board and key management per-
sonnel and close members of their families. 
Related parties also comprise companies in 
which the persons referred to above have 
significant influence. 

During the year the Group was not involved 
in any transactions with major shareholders, 

members of the Supervisory Board, mem-
bers of the Executive Board, key manage-
ment personnel or companies outside the 
Carlsberg Group in which these parties have 
significant influence, except for the remu-
neration to the Supervisory Board, Executive 
Board and key management personnel as 
disclosed in section 7.2.

Related parties also include the Group’s  
associates (companies in which the Group 
has significant influence) and jointly  
controlled entities (companies that are 
jointly controlled by the Group and other 
joint ventures).

The decrease in transactions with and 
receivables from associates is primarily 
a result of the terminated cooperation in 
Nordic Getränke at 1 January 2013. After 
this date, the activities acquired were fully 
consolidated in the Group.

The decrease in key figures for proportionately 
consolidated entities is attributable to South 
Asian Breweries Group, which was recognised 
as a subsidiary as of 31 October 2013. 

Associates
Proportionately  

consolidated entities

DKK million 2013 2012 2013 2012

Revenue 201 286 14 13

Cost of sales -339 -381 - -

Loans 212 300 - 727

Receivables 22 131 9 26

Borrowings - -96 - -

Trade payables and other 
liabilities etc. -26 -22 -3 -4

Accordingly, the 2013 figures only include  
10 months’ activity for Carlsberg India Group 
recognised proportionately in the income 
statement, while proportionately consolidated 
figures are not included in the statement of 
financial position at 31 December 2013.

THE INCOME STATEMENT AND THE STATEMENT OF FINANCIAL POSITION  
INCLUDE THE FOLLOWING TRANSACTIONS
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Fees to auditors

Assurance engagements include fees for as-
surances in relation to opinions on third par-
ties, including fees for assurances in relation 
to bond issue. Tax advisory services mainly 
relate to fees for assistance on Group restruc-
turing projects and general tax consultancy.

Other services include fees for advice and 
services in relation to acquisition and disposal 
of entities, which includes accounting and tax 
advice and due diligence.

DKK million 2013 2012

KPMG

Statutory audit 26 25

Assurance 
engagements - -

Tax advisory 4 3

Other services 11 14

Apart from the events recognised or 
disclosed in the consolidated financial 
statements, no events have occurred after 
the reporting period of importance to the 
consolidated financial statements.

Events after the 
reporting period

Fees to the auditors appointed by the Annual 
General Meeting are specified as follows.
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Significant accounting 
estimates

Basis for 
preparation

In preparing the Carlsberg Group’s consoli dated 
financial statements, management makes 
various accounting estimates, judgements and 
assumptions which form the basis of presenta-
tion, recognition and measurement  
of the Group’s assets and liabilities. 

The judgements, estimates and assumptions 
made are based on historical experience and 
other factors which management assesses 
to be reliable, but which, by their very na-
ture, are associated with uncertainty and un-
predictability. These assumptions may prove 
incomplete or incorrect, and unexpected 
events or circumstances may arise. 

The significant accounting estimates and 
judgements made and the accounting pol-
icies specific to the income statement, state-
ment of financial position and statement of 
cash flows are presented in the explanatory 
notes in section 1-7:

Business combinations: SECTION 5

Impairment testing: SECTION 2

Useful life and residual value of 
intangible assets with finite  
useful life and property, plant  
and equipment: SECTION 2

Restructurings: SECTION 3

Provisions and contingencies: SECTION 3

Receivables: SECTION 1

Deferred tax assets: SECTION 6

Retirement benefit obligations  
and similar obligations: SECTION 7

New presentation 
of financial 
statements and 
explanatory notes
The presentation of the financial statements for 2013 has 
been changed to improve the information and provide a 
better presentation of the financial flows.

Change in 
presentation  
of listing fees
As a result of changes in the Russian retail landscape as 
well as recent changes in marketing regulation, the Group 
has changed the presentation of listing fees.

Key developments 2013
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General accounting 
policies

The 2013 consolidated financial statements 
of the Carlsberg Group have been prepared 
in accordance with International Financial 
Reporting Standards (IFRS) as adopted by 
the EU and Danish disclosure requirements 
for listed companies, cf. the statutory order 
pursuant to the Danish Financial State-
ments Act.

The consolidated financial statements are 
presented in Danish kroner (DKK), which is 
the Parent Company’s functional currency.

The consolidated financial statements 
have been prepared on the historical cost 
basis except for the following assets and 
liabilities measured at fair value: derivative 
financial instruments, financial instruments 
in the trading portfolio and financial instru-
ments classified as available-for-sale. 

Non-current assets and disposal groups 
classified as held for sale are measured at 
the lower of the carrying amount before the 
changed classification and fair value less 
costs to sell.

CHANGED ACCOUNTING POLICIES 
AND PRESENTATION OF THE ANNUAL 
REPORT 2013 
Apart from the implementation of the 
amended IAS 19 “Employee Benefits”, the 
Annual Report has been prepared using 
the same accounting policies for recogni-
tion and measurement as those applied to 
the consolidated financial statements for 
2012. The amended standard has changed 
the recognition of the expected return on 
pension plan assets. Under the changed 
accounting policy applicable from 1 January 
2013, the expected return on plan assets is 
calculated on the basis of the discount rate 
used to measure retirement benefit obliga-
tions, whereas previously the return was 
based on the expected return on the specific 
plan assets. The change did not have any 
significant impact on the Annual Report.

The presentation format has been changed 
for the Annual Report 2013, resulting in minor 
changes to the classification of elements in 
the financial statements. Furthermore, the 
structure of the explanatory notes has been 
changed significantly to improve the informa-

tion provided. The comparative figures have 
been restated accordingly. 

Furthermore, the Carlsberg Group has 
changed the presentation of listing fees 
in Russia as of 1 January 2013. Following 
changes in Russian marketing regulation, the 
nature of the cooperation with and services 
provided by retailers has changed. Specific 
listing fees closely related to the sale of beer 
are therefore now presented as discounts 
that reduce net revenue. Listing fees in Russia 
were previously included in sales and distri-
bution expenses in line with the main nature 
of the activities. Comparative figures for 2012 
have been restated accordingly.

IFRS 13 “Fair Value Measurement” and the 
amendments to IAS 1 “Other Comprehensive 
Income”, IFRS 7 “Disclosures – Offsetting 
Financial Assets and Financial Liabilities” 
and IAS 32 “Offsetting Financial Assets 
and Financial Liabilities”, and the “Annual 
Improvements to IFRSs 2009-2011” have 
been implemented from 1 January 2013. The 
new and amended standards have changed 
the presentation of other comprehensive 

income. The changes did not have any  
significant impact on the Annual Report.

The accounting policies set out below have 
been used consistently in respect of the 
financial year and the comparative figures.

CONSOLIDATED FINANCIAL STATEMENTS
The consolidated financial statements comprise 
the Parent Company, Carlsberg A/S, and sub-
sidiaries in which Carlsberg A/S has control, i.e. 
the power to govern the financial and operat-
ing policies. Control is obtained when Carlsberg 
A/S directly or indirectly owns or controls more 
than 50% of the voting rights in the subsidiary 
or has control in some other way.

Entities over which the Group exercises a 
significant influence, but which it does not 
control, are considered associates. Significant 
influence is generally obtained by direct or 
indirect ownership or control of more than 
20% but less than 50% of the voting rights. 
When assessing whether Carlsberg A/S exer-
cises control or significant influence, potential 
voting rights exercisable at the end of the 
reporting period are taken into account.
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Entities which by agreement are managed 
jointly with one or more other parties (joint 
ventures) are consolidated proportionately, and 
the individual accounting entries are recognised 
in proportion to the ownership interest.

The consolidated financial statements have 
been prepared as a consolidation of the 
financial statements of the Parent Company, 
subsidiaries and proportionately consolidated 
entities according to the Group’s accounting 
policies. On consolidation, intra-Group income 
and expenses, shareholdings, intra-Group 
balances and dividends, and realised and un-
realised gains on intra-Group transactions are 
eliminated. Unrealised gains on trans actions 
with associates and proportionately consoli-
dated entities are eliminated in proportion to 
the Group’s ownership share of the entity. 
Unrealised losses are eliminated in the same 
way as unrealised gains to the extent that 
impairment has not taken place.

Investments in subsidiaries and propor-
tionately consolidated entities are set off 
against the proportionate share of the sub-
sidiaries’ fair value of identifiable net assets, 
including recognised contingent liabilities,  
at the acquisition date.

The accounting items of subsidiaries are 
included in full in the consolidated financial 
statements. Non-controlling interests’ share 

of the profit/loss for the year and of the eq-
uity of subsidiaries is included in the Group’s 
profit/loss and equity respectively, but is 
disclosed separately.

Entities acquired or formed during the year 
are recognised in the consolidated financial 
statements from the date of acquisition or 
formation. Entities which are disposed of or 
wound up are recognised in the consolidated 
income statement until the date of disposal 
or winding-up. The comparative figures are 
not restated for entities acquired, disposed 
of or wound up.

Foreign currency translation 
For each of the reporting entities in the Group, 
a functional currency is determined. The func-
tional currency is the primary currency used 
for the reporting entity’s operations. Transac-
tions denominated in currencies other than the 
functional currency are considered transactions 
denominated in foreign currencies.

On initial recognition, transactions denomi-
nated in foreign currencies are translated 
to the functional currency at the exchange 
rates at the transaction date. Foreign 
exchange differences arising between the 
exchange rates at the transaction date and 
at the date of payment are recognised in  
the income statement as financial income  
or financial expenses.

Receivables, payables and other monetary 
items denominated in foreign currencies are 
translated at the exchange rates at the end of 
the reporting period. The difference between 
the exchange rates at the end of the reporting 
period and at the date at which the receivable 
or payable arose or the exchange rate in the 
latest consolidated financial statements is rec-
ognised in the income statement as financial 
income or financial expenses.

On recognition in the consolidated financial 
statements of entities with a functional 
currency other than the presentation cur-
rency of Carlsberg A/S (DKK), the income 
statement and statement of cash flows 
are translated at the exchange rates at 
the transaction date, and the statement of 
financial position items are translated at 
the exchange rates at the end of the report-
ing period. An average exchange rate for 
the month is used as the exchange rate at 
the transaction date to the extent that this 
does not significantly deviate from the ex-
change rate at the transaction date. Foreign 
exchange differences arising on translation 
of the opening balance of equity of foreign 
entities at the exchange rates at the end of 
the reporting period and on translation of 
the income statement from the exchange 
rates at the transaction date to the ex-
change rates at the end of the reporting 
period are recognised in other comprehen-

sive income and attributed to a separate 
translation reserve in equity.

Foreign exchange adjustment of balances 
with foreign entities which are considered 
part of the investment in the entity is recog-
nised in the consolidated financial statements 
in other comprehensive income if the balance 
is denominated in the functional currency of 
the Parent Company or the foreign entity. 
Correspondingly, foreign exchange gains and 
losses on the part of loans and derivative 
financial instruments which is designated 
as hedges of investments in foreign entities 
with a functional currency other than that of 
Carlsberg A/S and which effectively hedge 
against corresponding foreign exchange gains 
and losses on the investment in the entity 
are also recognised in other comprehensive 
income and attributed to a separate transla-
tion reserve in equity.

On recognition in the consolidated financial 
statements of associates with a functional 
currency other than the presentation cur-
rency of Carlsberg A/S, the share of profit/
loss and other comprehensive income for the 
year is translated at average exchange rates 
and the share of equity, including goodwill, is 
translated at the exchange rates at the end 
of the reporting period. Foreign exchange 
differences arising on the translation of the 
share of the opening balance of equity of 
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foreign associates at the exchange rates at 
the end of the reporting period, and on trans-
lation of the share of profit/loss and other 
comprehensive income for the year from 
average exchange rates to the exchange 
rates at the end of the reporting period, are 
recognised in other comprehensive income 
and attributed to a separate translation 
reserve in equity.

On complete or partial disposal of a foreign 
entity or on repayment of balances which 
constitute part of the net investment in the 
foreign entity, the share of the cumula-
tive amount of the exchange differences 
recognised in other comprehensive income 
relating to that foreign entity is recognised 
in the income statement when the gain or 
loss on disposal is recognised.

Prior to translation of the financial state-
ments of foreign entities in countries with 
hyperinflation, the financial statements are 
inflation-adjusted for changes in purchasing 
power in the local currency. Inflation adjust-
ment is based on relevant price indexes at 
the end of the reporting period.

Hyperinflation
The financial statements of foreign entities 
whose functional currency is the currency of  
a hyperinflationary market are stated in terms 
of the measuring unit current at the end of the 

reporting period using a general price index. 
Non-monetary assets are restated to the cur-
rent purchasing power at the reporting date 
from the value on the date when they were 
first recognised in the financial statements.

The gain/loss is recognised in other com-
prehensive income. The gain/loss on the  
net monetary position is recognised as 
financial income or expenses in the income 
statement. Income statement items are 
restated from the value on the transaction 
date to the value on the reporting date 
except for items related to non-monetary 
assets, such as depreciation and amortisa-
tion and consumption of inventories etc. 
Deferred tax is adjusted accordingly. The 
comparative figures for the Group are not 
restated in terms of the measuring unit  
current at the end of the reporting period.

Derivative financial instruments  
Derivative financial instruments are initially 
recognised in the statement of financial 
position at fair value on the trade date and 
subsequently measured at fair value. At-
tributable transaction costs are recognised 
in the income statement.

The fair values of derivative financial instru-
ments are included in other receivables and 
other payables, and positive and negative 
values are offset only when the Group has the 

right and the intention to settle several finan-
cial instruments net. Fair values of derivative 
financial instruments are computed on the 
basis of current market data and generally 
accepted valuation methods.

Changes in the fair value of derivative finan-
cial instruments designated as and qualifying 
for recognition as a fair value hedge of recog-
nised assets and liabilities are recognised in 
the income statement, together with changes 
in the value of the hedged asset or liability 
with respect to the hedged portion. Except 
for foreign currency hedges, hedging of future 
cash flows according to a firm agreement is 
treated as a fair value hedge of a recognised 
asset or liability.

Changes in the portion of the fair value of 
derivative financial instruments which are 
designated and qualify as a cash flow hedge 
and which effectively hedge changes in the 
value of the hedged item are recognised in 
other comprehensive income and attributed 
to a separate reserve in equity. When the 
hedged transaction results in gains or losses, 
amounts previously recognised in other 
comprehensive income are transferred to 
the same item as the hedged item when the 
hedged risk impacts the income statement. 
When the hedged item is a non-financial as-
set, the amount recognised in other compre-
hensive income is transferred to the carrying 

amount of the asset when the non-financial 
asset is recognised.

Derivatives designated as and qualifying for 
recognition as a cash flow hedge of financial 
investments are recognised in other com-
prehensive income. On complete or partial 
disposal of the financial investment, the 
portion of the hedging instrument that is 
recognised in other comprehensive income 
and relates to that financial investment is 
recognised in the income statement when 
the gain or loss on disposal is recognised.

For derivative financial instruments that do not 
qualify for hedge accounting, changes in fair 
value are recognised in the income statement 
as financial income or financial expenses.

Changes in the fair value of derivative financial 
instruments used to hedge net investments in 
foreign subsidiaries, joint ventures or associ-
ates and which effectively hedge currency 
fluctua tions in these entities are recognised in 
the consolidated financial statements in other 
comprehensive income and attributed to a 
separate translation reserve in equity.

Embedded derivatives are recognised sepa-
rately from the host contract and measured 
at fair value if their economic characteristics 
and risks are not closely related to those 
of the host contract, as a separate instru-
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ment with the same terms would meet the 
definition of a derivative, and the entire 
combined instrument is not measured at 
fair value through profit and loss. Separated 
embedded derivatives are subsequently 
measured at fair value.

INCOME STATEMENT AND STATEMENT  
OF FINANCIAL POSITION, GENERAL
Special items 
These items are shown separately in order 
to give a more true and fair view of the 
Group’s operating profit.

PRESENTATION OF DISCONTINUED 
OPERATIONS
Discontinued operations comprise activities and 
cash flows that can be clearly distinguished 
from the other business areas and have either 
been disposed of or are held for sale. The sale 
is expected to be carried out within 12 months 
in accordance with a formal plan.

Discontinued operations also include entities 
which are classified as held for sale in con-
nection with an acquisition.

Discontinued operations are presented in a 
separate line in the income statement and 
as assets and liabilities held for sale in the 
statement of financial position, and main 
items are specified in the notes. Compara-
tive figures are restated.

STATEMENT OF CASH FLOWS
The statement of cash flows shows the cash 
flows from operating, investing and financ-
ing activities for the year, the year’s changes 
in cash and cash equivalents as well as cash 
and cash equivalents at the beginning and 
end of the year.

Cash flow from operating activities 
Cash flow from operating activities are 
cal  culated using the indirect method as 
the opera ting profit before special items 
adjusted for non-cash operating items, 
changes in working capital, restructuring 
costs paid, interest received and paid, and 
income tax paid.

Cash flow from investing activities
Cash flow from investing activities comprise 
payments in connection with acquisitions 
and disposals of entities and activities, and 
of intangible assets, property, plant and 
equipment and other non-current assets.

The cash flow effect of acquisitions and  
disposals of entities is shown separately in 
cash flows from investing activities. Cash 
flows from acquisitions of entities are 
recognised in the statement of cash flows 
from the acquisition date. Cash flows from 
disposals of entities are recognised up until 
the disposal date.

Acquisitions of assets by means of finance 
leases are treated as non-cash transactions.

Cash flow from financing activities 
Cash flow from financing activities comprise 
changes in the size or composition of the 
share capital and related costs as well as 
the acquisition and disposal of non-control-
ling interests, raising of loans, repayment  
of interest-bearing debt, acquisition and  
disposal of treasury shares, and payment  
of dividends to shareholders.

Cash flows from assets held under finance 
leases are recognised as payment of inter-
est and repayment of debt.

Cash and cash equivalents
Cash and cash equivalents comprise cash, less 
bank overdrafts, and short-term marketable 
securities with a term of three months or less 
at the acquisition date which are subject to an 
insignificant risk of changes in value.

Cash flows in currencies other than the 
functional currency are translated using av-
erage exchange rates, unless these deviate 
significantly from the exchange rates at the 
transaction date.

SEGMENT INFORMATION
For segment reporting purposes, the Chief 
Operating Decision Maker is the Executive 
Committee. The Executive Committee man-
ages and makes business decisions based 
on geographical regional information. Seg-
ments are managed and decisions are made 
based on business performance measured 
as operating profit before special items. 
Decisions on financing and tax planning are 
made based on information for the Group as 
a whole and therefore not segmented. The 
non-beverage activities are managed sepa-
rately and therefore also shown separately. 
The segmentation reflects the structure 
used for internal reporting and monitoring 
of the strategic and financial targets of the 
Carlsberg Group.

In accordance with the Group’s manage-
ment structure, beverage activities are 
segmented according to the geographi-
cal regions where production takes place. 
The segment information is based on the 
Group’s accounting policies.

A segment’s operating profit/loss includes 
revenue, operating costs and share of profit/
loss in associates to the extent that they 
can be allocated directly to the individual 
segment. Income and expenses related to 
Group functions have not been allocated 
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and, as is the case with eliminations and 
non-beverage activities, are not included in 
the operating profit/loss of the segments.

Total segment assets comprise non-current 
assets used directly in the operating activities 
of the segment, including intangible assets, 
property, plant and equipment, investments 
in associates and current segment assets to 
the extent that they can be allocated directly 
to the individual segment, including invento-
ries, trade receivables, other receivables and 
prepayments.

The geographical allocation is made on the 
basis of the selling countries’ domicile and 
comprises countries individually accounting  
for more than 10% of the Group’s consolidated 
net revenue as well as the domicile country.

FINANCIAL RATIOS
Earnings per share (EPS) and diluted earnings 
per share (EPS-D) are calculated in accord-
ance with IAS 33.

Other financial ratios are calculated in accord-
ance with the Danish Society of Financial Ana-
lysts’ guidelines on the calculation of financial 
ratios, “Recommendations and Financial 
Ratios 2010”, unless specifically stated.

Cash flow from operating 
activities per share (CFPS)

Cash flow from operating activities divided by the 
number of shares outstanding, fully diluted for share 
options in the money in accordance with IAS 331.

Debt/operating profit 
before depreciation, amor-
tisation and impairment

Net interest-bearing debt2 divided by operating profit 
before special items adjusted for depreciation, amor-
tisation and impairment.

Earnings per share (EPS) Consolidated profit for the year, excluding non-
controlling interests, divided by the average number 
of shares outstanding.

Earnings per share, 
adjusted  
(EPS-A)

Consolidated profit for the year adjusted for  
special items after tax, excluding non-controlling 
interests, divided by the average number of  
shares outstanding.

Earnings per share, diluted  
(EPS-D)

Consolidated profit for the year, excluding non-con-
trolling interests, divided by the average number of 
shares outstanding, fully diluted for share options in 
the money and the bonus element in a rights issue 
in accordance with IAS 331.

Equity ratio Equity attributable to shareholders in Carlsberg  
A/S at year-end as a percentage of total assets  
at year-end.

Financial gearing Net interest-bearing debt2 at year-end divided  
by total equity at year-end.

Free cash flow per share 
(FCFPS)

Free cash flow3 divided by average number of shares 
outstanding, fully diluted for share options in the 
money in accordance with IAS 331.

Interest cover Operating profit before special items divided  
by interest expenses, net.

Number of shares, average Number of issued shares, excluding treasury shares, 
as an average for the year (= average number of 
shares outstanding).

Number of shares,  
year-end

Total number of issued shares, excluding treasury 
shares, at year-end (= number of shares outstanding 
at year-end).

Operating margin Operating profit before special items as a percentage 
of revenue.

Operating profit Expression used for operating profit before special 
items in the Management review.

Organic  
development

Measure of growth excluding the impact of ac-
quisitions, divestitures and foreign exchange from 
year-over-year comparisons. We believe this provides 
investors with a better understanding of underlying 
trends.

Payout ratio Dividend for the year as a percentage of consolidat-
ed profit, excluding non-controlling interests.

Pro rata volumes The Group’s sale of beverages in consolidated enti-
ties, and 100% of the sale of the Group’s interna-
tional brands in proportionately consolidated entities 
and associates and the proportionate share of the 
sale of local brands in these entities.

Return on average invested 
capital, including goodwill 
(ROIC)

Operating profit before special items as a percentage 
of average invested capital4.

Volumes The Group’s total sale of beverages, including the 
total sales through proportionately consolidated 
entities and associates.
 

1  The dilutive effect is calculated as the difference between the number of shares that 
could be acquired at fair value for the proceeds from the exercise of the share op-
tions and the number of shares that could be issued assuming that the options are 
exercised. 

2  The calculation of net interest-bearing debt is specified in section 4.2.
3  The calculation of free cash flow is specified in the statement of cash flows.
4  The calculation of invested capital is specified in section 2.1.

CALCULATION OF THE KEY FIGURES AND FINANCIAL RATIOS STATED IN THE ANNUAL REPORT
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New legislation

NEW IFRSs AND INTERPRETATIONS 
New IFRSs and Interpretations 
New and amended IFRSs and Interpretations 
not yet applicable within the EU
IFRS 10-12 and the amendments to IAS 27-28 
have not yet been implemented. The stand-
ards are effective for financial years begin-
ning on or after 1 January 2013, however not 
until 1 January 2014 for companies within the 
EU. The amendments to IAS 36 and 39 are 
effective for financial years beginning on or 
after 1 January 2014. The Group will imple-
ment the standards as of 1 January 2014:

•  IFRS 10 “Consolidated Financial State-
ments”. The standard changes the definition 
of control over an entity following which 
de facto control will result in full consolida-
tion of the entity and potential voting rights 
could require full consolidation. 

•  IFRS 11 “Joint Arrangements”. The stand-
ard supersedes IAS 31 “Interests in Joint 
Ventures” and eliminates the possibility of 
proportionate consolidation of joint ven-
tures. The standard distinguishes between 
joint ventures (recognised according to the 

equity method) and joint arrangements 
(proportionate consolidation). The stand-
ard changes the Group’s recognition and 
measurement of joint ventures. 

•  IFRS 12 “Disclosure of Interests in Other 
Entities”. The standard defines disclosure 
requirements for consolidated financial 
statements. 

•  Amendments to IAS 27 “Separate Finan-
cial Statements”. The standard contains 
requirements for the accounting treatment 
of and disclosures for investments in sub-
sidiaries, joint ventures and associates in 
parent company financial statements. The 
standard does not change recognition and 
measurement for the Parent Company. 

•  Amendments to IAS 28 “Investments in 
Associates and Joint Ventures”. The stand-
ard prescribes the accounting treatment of 
investments in joint ventures and associ-
ates according to the equity method. 

•  Amendments to IFRS 10, IFRS 11 and IFRS 
12 “Consolidated Financial Statements, Joint 

Arrangements and Disclosures of Interests 
in Other Entities – Transition Guidance”.

•  Amendments to IAS 36 “Recoverable 
Amount Disclosures for Non-Financial As-
sets”. The standard prescribes disclosures 
about the measurement of impaired assets 
(or a group of assets) with a recoverable 
amount based on fair value less costs of 
disposal.

•  Amendments to IAS 39 “Novation of Deriv-
atives and Continuation of Hedge Account-
ing”. The standard prescribes an exception 
to the re quirement for the discontinuation 
of hedge ac counting in circumstances where 
a hedging instrument is required to be no-
vated to a central counterparty as a result 
of laws or regulations.

IMPACT FROM CHANGES IN ACCOUNTING 
POLICIES FOR 2014
The implementation of IFRS 10-12 and the 
amendments to IAS 27-28 as of 1 January 
2014 will impact the Group’s financials and 
segments as proportionately consolidated 
entities will be included as associates, i.e.  

accounted for using the equity method in-
stead of proportionate consolidation. 

The consequences of the change in consoli-
dation method have been assessed for each 
individual shareholding taking the changed 
guidance on assessment of control into con-
sideration. The change will primarily impact 
the currently proportionately consolidated 
companies such as Unicer and Cambrew. 

The impact from the changed accounting 
policies on key financials for the Group and 
segments for 2013 is specified in the table on 
the next page.

The changes in accounting policies have no 
impact on the equity attributable to share-
holders in Carlsberg A/S, whereas the equity 
attributable to non-controlling interests will 
decrease DKK 13m at 31 December 2013 (31 
December 2012: DKK 13m).
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Furthermore, the changed consolidation 
method will impact all line items in the state-
ment of financial position and statement of 
cash flows due to the deconsolidation of the 
currently proportionately consolidated share 
of the entities. The free cash flow will be re-
duced by DKK 96m, whereas cash flow from 
financing will increase by DKK 49m. 

SECTION 9.3 New legislation

IMPACT ON THE INCOME STATEMENT

IMPACT ON SEGMENT REPORTING, KEY FIGURES

DKK million
2013

Reported
2013

Restated

Net revenue  66,552  64,350 
Cost of sales  -33,622  -32,423 

Gross profit  -32,930  31,927 

Sales and distribution 
expenses  -18,717  -18,181 

Administrative expenses  -4,502  -4,415 

Other operating activities, net  17  22 

Share of profit after tax, 
associates  116  370 

Operating profit before 
special items  9,844  9,723 
Special items, net  -466  -435 

Financial income  721 717

Financial expenses -2,254 -2,223

Profit before tax  7,845  7,782 
Corporation tax  -1,894  -1,833 

Consolidated profit  5,951  5,949 

DKK million
2013

Reported
2013

Restated

Net revenue

Western Europe  38,796  37,393 

Eastern Europe  17,711  17,711 

Asia  9,874  9,063 

Not allocated  171  183 

Beverages, total  66,552  64,350 

Carlsberg Group, total  66,552  64,350 

Operating profit before 
special items

Western Europe  5,269  5,183 

Eastern Europe  4,127  4,127 

Asia  1,921  1,882 

Not allocated  -1,335  -1,330 

Beverages, total  9,982  9,862 

Carlsberg Group, total  9,844  9,723 

Operating margin (%)

Western Europe 13.6% 13.9%

Eastern Europe 23.3% 23.3%

Asia 19.5% 20.8%

Not allocated - -

Beverages, total 15.0% 15.3%

Carlsberg Group, total 14.8% 15.1%

NEW AND AMENDED IFRSs AND 
INTERPRETATIONS NOT YET ADOPTED  
BY OR APPLICABLE WITHIN THE EU
Furthermore, the following new or amended 
IFRSs and Interpretations of relevance to the 
Carlsberg Group have been issued but not 
yet adopted by the EU:

•  IFRS 9 “Financial Instruments”, most 
recently revised in November 2010. As 
further changes to the standard are being 
drafted and planned, the impact of the 
final standard on the consolidated financial 
statements cannot yet be estimated. 

•  Improvements to IFRS 2010-2012, effective 
for financial years beginning on or after  
1 July 2014.

•  Improvements to IFRS 2011-2013, effective 
for financial years beginning on or after  
1 July 2014.

•  IFRIC 21 “Levies”, effective for financial 
years beginning on or after 1 January 2014.

•  Amendments to IAS 19 “Defined Benefit 
Plans: Employee Contributions”, effective 
for financial years beginning on or after  
1 July 2014.

The new and amended Standards and Inter-
pretations are not mandatory for the finan-

cial reporting for 2013. The Carlsberg Group 
expects to adopt the Standards and Interpre-
tations when they become mandatory.
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Group companies
Number of  
subsidiaries

Ownership 
share1

Nominal share 
capital (’000)

Cur-
rency

Carlsberg Breweries A/S, Copenhagen, Denmark 15 £ 100%  501 DKK

Western Europe

Carlsberg Danmark A/S, Copenhagen, Denmark 1 £ 100% 100,000 DKK

Carlsberg Sverige AB, Stockholm, Sweden 1 £ 100% 70,000 SEK

Carlsberg Supply Company Sverige AB, Falkenberg, Sweden £ 100% 50 SEK

Ringnes AS, Oslo, Norway 2 £ 100% 210,366 NOK

Ringnes Supply Company AS, Oslo, Norway £ 100% 20,907 NOK

Oy Sinebrychoff Ab, Helsinki, Finland £ 100% 96,707 EUR

Carlsberg Deutschland GmbH, Hamburg, Germany 4 £ 100% 26,900 EUR

Nordic Getränke GmbH, Hamburg, Germany4 8 £ 100% 5,000 EUR

Holsten-Brauerei Aktiengesellschaft, Hamburg, Germany4 3 £ 100% 41,250 EUR

Carlsberg Polska S. A., Warsaw, Poland 1 £ 100% 28,721 PLN

Saku Ölletehase AS, Tallinn, Estonia £ 100% 5,113 EUR

JSC Aldaris, Riga, Latvia £ 99% 7,500 LVL

UAB Svyturys-Utenos Alus, Utena, Lithuania £ 99% 118,000 LTL

Carlsberg UK Holdings Limited, Northampton, United Kingdom 1 £ 100% 110,004 GBP

Carlsberg UK Limited, Northampton, United Kingdom 7 £ 100% 2,100 GBP

Emeraude S.A.S., Strasbourg, France4 6 £ 100% 206,022 EUR

Brasseries Kronenbourg S.A.S., Strasbourg, France 6 £ 100% 507,891 EUR

Feldschlösschen Getränke Holding AG, Rheinfelden, Switzerland 4 £ 100% 95,000 CHF

Carlsberg Italia S.p.A., Lainate, Italy 3 £ 100% 311,400 EUR

Unicer-Bebidas de Portugal, S.G.P.S., S.A., Leca do Balio, Portugal4 5 t 44% 50,000 EUR

Mythos Brewery SA, Thessaloniki, Greece £ 100% 39,405 EUR

Carlsberg Serbia d.o.o, Celarevo, Serbia 2 £ 100% 2,998,273 RSD

Carlsberg Croatia d.o.o., Koprivnica, Croatia £ 100% 239,932 HRK

Carlsberg Bulgaria AD, Mladost, Bulgaria £ 100% 37,325 BGN

B to B Distribution EOOD, Mladost, Bulgaria £ 100% 10 BGN

Carlsberg Hungary Kft., Budaörs, Hungary £ 100% 25,600 HUF

CTDD Beer Imports Ltd., Montreal, Canada £ 100% 532 CAD

Carlsberg Canada Inc., Mississauga, Canada £ 100% 11,000 CAD

Ringnes Norge AS, Oslo, Norway 7 £ 100% 50,000 NOK

Pripps Ringnes AB, Stockholm, Sweden 1 £ 100% 287,457 SEK

Nuuk Imeq A/S, Nuuk, Greenland n 32% 38,000 DKK

£	Subsidiary  t	Proportionately consolidated entity  n Associate 
1  For some entities the consolidation percentage is higher than the ownership share due to written put options.
2  Listed company.   3   A separate annual report is not prepared.   4  Company not audited by KPMG.

AZN 692.97   BGN 381.44   BYR 0.06   CAD 505.30   CHF 608.56   CNY 89.29   DKK 100.00   EUR 746.03   GEL 312.93   GBP 891.95   HKD 69.80   
HRK 97.68    HUF 2.51   INR 8.78   KZT 3.51   LAK 0.07   LKR 4.15   LTL 216.07   LVL 1,061.96   MWK 1.26   MYR 164.29   NOK 88.54   PLN 179.82   
RSD 6.51   RUB 16.59    SEK 83.56   SGD 426.77   THB 16.49   TWD 18.20   UAH 67.57   USD 541.27   UZS 0.25   VND 0.03

Consolidated financial statements  SECTION 10: GROUP COMPANIES 138Carlsberg Group Annual Report 2013



Number of  
subsidiaries

Ownership 
share1

Nominal share 
capital (’000)

Cur-
rency

Eastern Europe

Baltika Breweries, Saint Petersburg, Russia                                                       4 £ 100% 156,087 RUB

Baltika Baku LLC, Baku, Azerbaijan £ 100% 26,849 AZN

Carlsberg Georgia LLC, Tblisi, Georgia4 £ 100% 1,173 GEL

PJSC Carlsberg Ukraine, Zaporizhzhya, Ukraine 3 £ 96% 1,022,433 UAH

OJSC Olivaria Brewery, Minsk, Belarus 1 £ 68% 61,444,801 BYR

Carlsberg Kazakhstan, Almaty, Kazakhstan 1 £ 100% 5,362,774 KZT

UzCarlsberg LLC., Tashkent, Uzbekistan4 £ 100% 82,282,014 UZS

Baltic Beverages Holding AB, Stockholm, Sweden 3 £ 100% 12,000 EUR

Asia

Carlsberg Brewery Hong Kong Limited, Hong Kong, China 3 £ 100% 261,000 HKD

Carlsberg Brewery (Guangdong) Limited, Huizhou, China £ 99% 442,330 CNY

Kunming Huashi Brewery Company Limited, Kunming, China £ 100% 79,528 CNY

Xinjiang Wusu Beer Co., Ltd., Urumqi, China 10 £ 65% 105,480 CNY

Ningxia Xixia Jianiang Brewery Company Limited, Xixia, China £ 70% 194,351 CNY

Dali Beer Company Limited, Dali, China £ 100% 97,799 CNY

Chongqing Brewery Co., Ltd, Chongqing, China1, 2, 4 8 £ 60%  483,971 CNY

Chongqing Jianiang Brewery Ltd., Chongqing, China4 6 £ 79% 435,000 CNY

Tibet Lhasa Brewery Company Limited, Lhasa, China n 50% 380,000 CNY
Lanzhou Huanghe Jianiang Brewery Co. Ltd., Lanzhou, China n 50% 210,000 CNY

Qinghai Huanghe Jianiang Brewery Company Ltd., Xining, China n 50% 85,000 CNY

Jiuquan West Brewery Company Limited, Jiuquan, China n 50% 36,000 CNY
Tianshiui Huanghe Jianiang Brewery Co. Ltd., Tianshui, China n 50% 58,220 CNY

Carlsberg Brewery Malaysia Berhad, Selangor Darul Ehsan, Malaysia2 £ 51% 300,000 MYR

Carlsberg Marketing Sdn BHD, Selangor Darul Ehsan, Malaysia £ 100% 10,000 MYR

Euro Distributors Sdn BHD, Selangor Darul Ehsan, Malaysia £ 100% 100 MYR

Luen Heng F&B Sdn BHD, Selangor Darul Ehsan, Malaysia £ 70% 5,000 MYR

Carlsberg Singapore Pte Ltd, Singapore £ 100% 1,000 SGD

Lion Brewery (Ceylon) PLC, Biyagama, Sri Lanka 2, 4 n 25% 850,000 LKR

Carlsberg Distributors Taiwan Limited, Taipei, Taiwan 1 n 50% 100,000 TWD

Cambrew Pte Ltd., Singapore t 50% 21,720 SGD

Cambrew Ltd, Phnom Penh, Cambodia4 1 t 50% 125,000 USD

Carlsberg Indochina Limited, Hanoi, Vietnam £ 100% 80,000,000 VND

South-East Asia Brewery Ltd., Hanoi, Vietnam £ 60% 212,705,000 VND

International Beverage Distributors Ltd., Hanoi, Vietnam £ 60% 15,622,000 VND

Hue Brewery Ltd., Hue, Vietnam £ 100% 216,788,000 VND

Hanoi-Vungtau Beer Joint Stock Company, Vung Tàu, Vietnam n 62% 540,000,000 VND

Ha Long Beer and Beverage Joint Stock Company, Ha Long, Vietnam n 31% 30,200,000 VND
Hanoi Beer Alcohol and Beverage Joint-Stock Corp., Hanoi, Vietnam n 17% 2,318,000,000 VND

Number of  
subsidiaries

Ownership 
share1

Nominal share 
capital (’000)

Cur-
rency

Lao Brewery Co. Ltd., Vientiane, Laos £ 61% 22,808,641 LAK

CB Distribution Co., Ltd., Bangkok, Thailand £ 100% 200,000 THB

Carlsberg India Private Limited, New Delhi, India 1 £ 100% 16,522,288 INR

Parag Breweries Limited, Kolkata, India £ 100% 1,074,354 INR

The Bottling and Brewing Group Limited, Blantyre, Malawi4 3 £ 59% 1,267,128 MWK

Brewery Invest Pte Ltd, Singapore £ 100% 3,200 SGD

Caretech Ltd, Hong Kong, China4 t 50% 10,000 HKD

South Asian Breweries Pte. Ltd., Singapore £ 67% 200,000 SGD

Carlsberg Asia Pte Ltd, Singapore 1 £ 100% 565,292 SGD

Paduak Holding Pte. Ltd., Singapore £ 100% 16,500 USD

Myanmar Carlsberg Co. Ltd, Yangon, Myanmar4 £ 51% 75 USD

Not allocated

Danish Malting Group A/S, Vordingborg, Denmark £ 100% 100,000 DKK

Danish Malting Group Polska Sp. z o.o., Sierpc, Poland £ 100% 20,000 PLN

Carlsberg Finans A/S, Copenhagen, Denmark £ 100%  8,308,000 DKK

Carlsberg International A/S, Copenhagen, Denmark £ 100%  1,100 DKK

Carlsberg Invest A/S, Copenhagen, Denmark 1 £ 100%  33,000 DKK

Carlsberg IT A/S, Copenhagen, Denmark £ 100%  50,000 DKK

Carlsberg Insurance A/S, Copenhagen, Denmark £ 100%  25,000 DKK

Carlsberg Accounting Centre Sp. z o.o., Poznan, Poland £ 100%  50 PLN

Carlsberg Supply Company AG, Ziegelbrücke, Switzerland £ 100%  50 CHF

Non-beverage

Ejendomsaktieselskabet Tuborg Nord C, Copenhagen, Denmark £ 100%  10,000 DKK

Ejendomsaktieselskabet af 4. marts 1982, Copenhagen, Denmark £ 100%  9,500 DKK

Carlsberg Ejendomme Holding A/S, Copenhagen, Denmark £ 100%  500 DKK

Boliginteressentskabet Tuborg, Copenhagen, Denmark3 t 50%   -  DKK

Carlsberg Byen P/S, Copenhagen, Denmark 3 n 25%  17,000 DKK

£	Subsidiary  t	Proportionately consolidated entity  n Associate 
1  For some entities the consolidation percentage is higher than the ownership share due to written put options.
2  Listed company.   3   A separate annual report is not prepared.   4  Company not audited by KPMG.
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DKK million Section 2013 2012

Administrative expenses -66 -51

Other operating activities, net 1.1 -91 -63

Operating profit before special items -157 -114
Special items 3.1 -7 -137

Financial income 4.1 931 758

Financial expenses 4.1 -25 -31

Profit before tax 742 476
Corporation tax 6.1 43 31

Profit for the year 785 507

Attributable to

Dividend to shareholders 1,220 915

Reserves -435 -408

Profit for the year 785 507

INCOME STATEMENT

DKK million Section 2013 2012

Profit for the year 785 507
Retirement benefit obligations 7.3 -3 -2

Corporation tax 6.1 1 1

Other 1 -

Items that may be reclassified to the income statement -1 -1

Other comprehensive income -1 -1
Total comprehensive income 784 506

STATEMENT OF COMPREHENSIVE INCOME
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DKK million Shareholders in Carlsberg A/S

2013
Share  

capital
Retained  
earnings

Total  
equity

Equity at 1 January 2013 3,051 42,784 45,835

Profit for the year - 785 785

Other comprehensive income

Retirement benefit obligation - -3 -3

Corporation tax - 1 1

Other - 1 1

Other comprehensive income - -1 -1
Total comprehensive income for the year - 784 784

Acquisition/disposal of treasury shares - -13 -13

Exercise of share options - -57 -57

Share-based payment - 16 16

Share-based payment to employees in subsidiaries - 41 41

Dividends paid to shareholders - -915 -915

Total changes in equity - -144 -144
Equity at 31 December 2013 3,051 42,640 45,691

2012

Equity at 1 January 2012 3,051 43,088 46,139

Profit for the year - 507 507

Other comprehensive income

Retirement benefit obligation - -2 -2

Corporation tax - 1 1

Other comprehensive income - -1 -1
Total comprehensive income for the year - 506 506

Acquisition/disposal of treasury shares - 12 12

Exercise of share options - -37 -37

Share-based payment - 11 11

Share-based payment to employees in subsidiaries - 43 43

Dividends paid to shareholders - -839 -839

Total changes in equity - -304 -304
Equity at 31 December 2012 3,051 42,784 45,835

STATEMENT OF CHANGES IN EQUITY

The proposed dividend of DKK 8.00 per share, in total DKK 1,220m (2012: DKK 6.00 per share, in total DKK 915m), 
is included in retained earnings at 31 December 2013. Dividends paid out in 2013 for 2012 amount to DKK 915m (paid 
out in 2012 for 2011: DKK 839m), which is DKK 6.00 per share (2012: DKK 5.50 per share). Dividends paid out to 
shareholders of Carlsberg A/S do not impact taxable income in Carlsberg A/S.

STATEMENT OF FINANCIAL POSITION

DKK million Section 31 Dec. 2013 31 Dec. 2012

ASSETS

Non-current assets

Intangible assets 2.1 14 -

Property, plant and equipment 2.1 1,070 1,054

Investments in subsidiaries 5.1 45,523 45,517

Receivables 1.3 498 507

Deferred tax assets 6.2 30 8

Total non-current assets 47,135 47,086

Current assets

Receivables from subsidiaries 1.3 66 82

Tax receivables 18 14

Other receivables 1.3 85 105

Total current assets 169 201
Total assets 47,304 47,287

EQUITY AND LIABILITIES

Equity

Share capital 4.3 3,051 3,051

Retained earnings 42,640 42,784

Total equity 45,691 45,835

Non-current liabilities

Borrowings 4.4 222 227

Retirement benefit obligations and similar obligations 7.3 45 45

Provisions 3.2 143 126

Total non-current liabilities 410 398

Current liabilities

Borrowings 4.4 1,098 740

Trade payables 44 62

Provisions 3.2 31 45

Other liabilities etc. 30 207

Total current liabilities 1,203 1,054
Total liabilities 1,613 1,452
Total equity and liabilities 47,304 47,287
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DKK million Section 2013 2012

Operating profit before special items -157 -114

Adjustment for depreciation and amortisation 14 12

Operating profit before depreciation and amortisation -143 -102
Adjustment for other non-cash items 10 4

Change in working capital 1.2 -130 30

Interest etc. received 12 19

Interest etc. paid -22 -111

Corporation tax paid 18 -17

Cash flow from operating activities -255 -177
Acquisition of property, plant and equipment and intangible assets -24 -7

Total operational investments -24 -7
Dividends from subsidiaries and associates 917 776

Total financial investments 917 776
Other investments in property, plant and equipment -19 -79

Disposal of other property, plant and equipment -7 -

Total other activities1 -26 -79
Cash flow from investing activities 867 690
Free cash flow 612 513
Shareholders in Carlsberg A/S 4.3 -985 -864

External financing 373 350

Cash flow from financing activities -612 -514
Net cash flow - -1
Cash and cash equivalents at 1 January - 1

Cash and cash equivalents at 31 December - -

STATEMENT OF CASH FLOWS

1 Other activities cover real estate activities.
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1.1 Other operating activities, net 1.2 Cash flow 1.3 Receivables

DKK million 2013 2012

Real estate, net -36 -7

Research activities, including operation of the Carlsberg Laboratory, net -46 -46

Other, net -9 -10

Total -91 -63

DKK million 2013 2012

Other receivables 10 7

Trade payables  
and other liabilities -140 23

Total -130 30

The fair value of receivables corresponds to the carry-
ing amount in all material respects.

Operating activities

OTHER OPERATING ACTIVITIES CHANGE IN WORKING CAPITAL RECEIVABLES BY ORIGIN

DKK million 2013 2012

Loans to subsidiaries 501 521

Receivables from  
subsidiaries 57 64

Other receivables 91 109

Total 649 694

% 2013 2012

Loans to associates 1.3 1.5

AVERAGE EFFECTIVE INTEREST RATES

Parent Company  SECTION 1: OPERATING ACTIVITIES 144Carlsberg Group Annual Report 2013



Asset base 

DKK million Intangible assets Property, plant and equipment

2013
Other 

intangible assets Total
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings,  

other plant and 
equipment 

Under
construction Total

Cost

Cost at 1 January 2013 - - 1,129 112 4 10 1,255

Additions 15 15 - - - 28 28

Disposals - - -4 - - - -4

Transfers - - - 6 - -6 -

Cost at 31 December 2013 15 15 1,125 118 4 32 1,279

Depreciation, amortisation and impairment losses

Depreciation, amortisation and impairment losses at 1 January 2013 - - 95 102 4 - 201

Disposals - - -4 -1 - - -5

Depreciation and amortisation 1 1 6 7 - - 13

Depreciation, amortisation and impairment losses at 31 December 2013 1 1 97 108 4 - 209
Carrying amount at 31 December 2013 14 14 1,028 10 - 32 1,070
Carrying amount of assets pledged as security for loans - - 922 - - - 922

2.1 Intangible assets and property, plant and equipment

Depreciation and amortisation are included in administrative expenses.
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SECTION 2 Asset base

DKK million Property, plant and equipment

2012
Land and 
buildings

Plant and 
machinery

Fixtures 
and fittings,  

other plant and 
equipment 

Under
construction Total

Cost

Cost at 1 January 2012 1,056 109 4 7 1,176

Additions 73 - - 12 85

Disposals - -6 - - -6

Transfers - 9 - -9 -

Cost at 31 December 2012 1,129 112 4 10 1,255

Depreciation and impairment losses

Depreciation and impairment losses at 1 January 2012 90 103 4 - 197

Disposals - -7 - - -7

Depreciation 5 6 - - 11

Depreciation and impairment losses at 31 December 2012 95 102 4 - 201
Carrying amount at 31 December 2012 1,034 10 - 10 1,054
Carrying amount of assets pledged as security for loans 926 - - - 926

Lease   
Carlsberg A/S has entered into an operating lease which relates to transport equipment. The lease contains no special purchase rights 
etc. Future lease payments are less than DKK 1m (2012: DKK 1m). Operating lease payments recognised in the income statement in 
2013 are DKK 1m (2012: DKK 1m).
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Special items and 
provisions 

DKK million 2013 2012

Loss on disposal  
of subsidiaries -7 -137

Total -7 -137
Special items, net -7 -137

DKK million 2013 2012

Provisions at 1 January 171 37

Additional provisions 
recognised 28 138

Used during the year -25 -4

Provisions at  
31 December 174 171

3.1 Special items 3.2 Provisions 3.3 Contingent liabilities  

SPECIAL ITEMS, EXPENSE

PROVISIONS

The loss in 2013 relates to adjustment of the 
sales price on disposal of companies.

The loss in 2012 relates to a provision from 
the Group’s disposal of the entities holding the 
properties on the Copenhagen brewery site.

Provisions primarily comprise warranty provi-
sions regarding real estate disposed of and pro-
visions for ongoing disputes and lawsuits etc.

Carlsberg A/S has issued guarantees for 
pensions towards Carlsberg Sweden of DKK 
377m (2012: DKK 392m).

Carlsberg A/S is jointly registered for Danish 
VAT and excise duties with Carlsberg Brewer-
ies A/S, Carlsberg Danmark A/S and various 
other minor Danish subsidiaries, and is jointly 
and severally liable for payment of VAT and 
excise duties.

Carlsberg A/S is party to certain lawsuits, dis-
putes etc. of various scopes. In management’s 
opinion, apart from as recognised in the state-
ment of financial position or disclosed in the 
financial statements, the outcome of these 
lawsuits, disputes etc. will not have a material 
negative effect on the Company’s financial 
position.

Carlsberg A/S has issued a guarantee for rent 
of DKK 40m (2012: DKK 55m).

Of total provisions, DKK 31m (2012: DKK 45m) falls 
due within one year and DKK 48m (2012: DKK 32m) 
after more than five years from the end of the report-
ing period.
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Capital structure 
and equity 

DKK million 2013 2012

Financial income

Interest income 12 17

Dividends from subsidiaries and associates 917 -

Other financial income 2 741

Total 931 758

Financial expenses

Interest expenses -18 -22

Interest cost on obligations, defined benefit plans - -1

Other financial expenses -7 -8

Total -25 -31
Financial items, net recognised in the income statement 906 727

FINANCIAL ITEMS RECOGNISED IN THE INCOME STATEMENT

4.1 Financial income and expenses

4.2 Net interest-bearing debt

Interest income relates to interest from cash 
and cash equivalents. Other financial income 
in 2012 mainly comprises gains on liquidation 
of subsidiaries.

Interest income relates to interest from bor-
rowings to subsidiaries and return of tax on 

properties. Other financial income covers 
foreign exchange gains in 2013.

Interest expenses primarily relate to interest 
on borrowings.

No financial items have been recognised 
directly in other comprehensive income.

DKK million 2013 2012

Non-current borrowings 222 227

Current borrowings 1,098 740

Gross interest-bearing debt 1,320 967
Loans to subsidiaries -501 -521

Net interest-bearing debt 819 446

Changes in net interest-bearing debt

Net interest-bearing debt at 1 January 446 95

Cash flow from operating activities 255 177

Cash flow from investing activities -867 -690

Dividends to shareholders 915 839

Acquisition/disposal of treasury shares and exercise of share options 70 25

Total change 373 351
Net interest-bearing debt at 31 December 819 446

According to the authorisation of the General 
Meeting, the Supervisory Board may, in  
the period until 24 March 2015, allow the 
Company to acquire treasury shares up to  
a total holding of 10% of the nominal share 
capital, at a price quoted on NASDAQ OMX 
Copenhagen at the time of acquisition with 
a deviation of up to 10%, in the period up to 
the next Annual General Meeting.

In the financial year the Company acquired 
class B treasury shares of a nominal amount 
of DKK 6m (2012: DKK 3m) at an average 
price of DKK 578 (2012: DKK 495), corre-
sponding to a purchase price of DKK 167m 
(2012: DKK 70m). Class B treasury shares 
are primarily acquired to facilitate settlement 
of share option schemes. The Company 
holds no class A shares.  

4.3 Equity In the financial year the Company disposed 
of class B treasury shares at a total price of 
DKK 97m (2012: DKK 45m). The disposal 
was made in connection with settlement of 
share options.

TRANSACTIONS WITH SHAREHOLDERS 
IN CARLSBERG A/S

DKK million 2013 2012

Dividends to
shareholders -915 -839

Acquisition of
treasury shares -167 -70

Disposal of
treasury shares 97 45

Total -985 -864
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SECTION 4 Capital structure  
and equity

Class A shares Class B shares Total share capital

Shares of 
DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000
Shares of 

DKK 20

Nominal 
value, 

DKK ’000

1 January 2012 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

No change in 2012 - - - - - -

31 December 2012 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136
No change in 2013 - - - - - -

31 December 2013 33,699,252 673,985 118,857,554 2,377,151 152,556,806 3,051,136

SHARE CAPITAL

Shares  of 
DKK 20

Nominal 
value,  
DKKm

Percentage  
of share  

capital

1 January 2012 33,498 - 0.0%

Acquisition of treasury shares 141,000 3 0.1%

Used to settle share options -172,911 -3 -0.1%

31 December 2012 1,587 - 0.0%
1 January 2013 1,587 - 0.0%

Acquisition of treasury shares 288,582 6 0.2%

Used to settle share options -266,228 -5 -0.2%

31 December 2013 23,941 1 0.0%

TREASURY SHARES

A shares carry 20 votes per DKK 20 share. 

At 31 December 2013 the fair value of treasury shares amounted to DKK 14m (2012: DKK 1m).

4.4 Borrowings

DKK million 2013 2012

Non-current borrowings

Mortgages 209 209

Other non-current borrowings 13 18

Total 222 227
Current borrowings

Current portion of other non-current borrowings 5 -

Borrowings from subsidiaries 1,093 740

Total 1,098 740
Total non-current and current borrowings 1,320 967
Fair value 1,327 980

Other non-current borrowings include employee bonds of DKK 13m (2012: DKK 18m). No bonds have been issued 
in 2013 or 2012.

Borrowings are measured at amortised cost.

The fair value of borrowings in subsidiaries corresponds to the carrying amount in all material respects.

DKK million
Average  
effective 

interest rate2013
Interest  

rate Fixed for
Carrying  
amount

Interest 
rate risk

Mortgages

Fixed-rate Fixed 3.12% 2-3 years 209 Fair value

Total mortgage 3.12% 209

2012

Mortgages

Fixed-rate Fixed 2.85% 3-4 years 209 Fair value

Total mortgages 2.85% 209

INTEREST RATE RISK

2013 The fixed-rate mortgage is one loan which has  
a fixed interest rate until 2017. 

Non-current borrowing consists of employee bonds 
that carry a fixed interest rate and one mortgage  
carrying a fixed interest.

2012 The fixed-rate mortgages comprised one mort-
gage with a time to maturity of more than five years.

Swaps were settled in 2012, so there were no fair value 
adjustment in 2013 (2012: DKK -8m).

B shares carry two votes per DKK 20 share. A prefer-
ential right to an 8% non-cumulative dividend is 
attached to B shares. Apart from votes and dividends, 
all shares rank equally.

4.5 Interest rate risk
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SECTION 4 Capital structure  
and equity

DKK million

2013 1-2 years 2-3 years 3-4 years 4-5 years >5 years Total

Mortgages - - - - 209 209

Other non-current borrowings 13 - - - - 13

Total 13 - - - 209 222

2012

Mortgages - - - - 209 209

Other non-current borrowings 5 13 - - - 18

Total - 13 - - - 227

TIME TO MATURITY FOR NON-CURRENT BORROWINGS

DKK million Currency profile of  
borrowings before and after  

derivative financial instruments

Next repricing  
(of principal before  

currency swaps)

2013
Original 
principal

Effect 
of swap

After 
swap 2014 2015 2016 2017 2018 2019-

227 - 227 5 13 - - - 209

2012 2013 2014 2015 2016 2017 2018-

227 - 227 - 5 13 - - 209

CURRENCY PROFILE OF BORROWINGS BEFORE AND AFTER DERIVATIVE FINANCIAL INSTRUMENTS

EXTERNAL FINANCING

DKK million 2013 2012

Intercompany 
loans, short-term 373 350

Total 373 350
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Investments in 
subsidiaries, associates 
and joint ventures

5.1 SIGNIFICANT ACCOUNTING  
ESTIMATES AND JUDGEMENTS

Management performs an annual test for 
indications of impairment of investments 
in subsidiaries, joint ventures and associ-
ates. Impairment tests are conducted 
in the same way as for goodwill in the 
Carlsberg Group, cf. section 2 in the con-
solidated financial statements. It is man-
agement’s assessment that no indications 
of impairment existed at year-end 2013. 
Impairment tests have therefore not been 
carried out for subsidiaries and associates.

DKK million 2013 2012

Cost at 1 January 45,517 45,389

Disposals during the year - -35

Share-based payment to employees in subsidiaries 6 163

Cost at 31 December 45,523 45,517
Carrying amount at 31 December 45,523 45,517

COST
5.1 ACCOUNTING POLICIES

Dividends on investments in subsidiaries, joint 
ventures and associates are recognised as income 
in the income statement of the Parent Company 
in the financial year in which the dividend is 
declared.

Investments in subsidiaries, joint ventures and 
associates are measured at the lower of cost and 
recoverable amount.
 

The carrying amount includes goodwill of DKK 11,207m (2012: 11,207m) on acquisition of subsidiaries. Share-based 
payment to employees in subsidiaries comprises exercised as well as outstanding share options. 

5.1 Investments in subsidiaries
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Tax

TAX RECOGNISED IN OTHER COMPREHENSIVE INCOME

2013 2012

DKK million
Recognised  

item before tax
Tax income/ 

expense After tax
Recognised  

item before tax
Tax income/ 

expense After tax

Retirement benefit obligations -3 1 -2 -2 1 -1

Total -3 1 -2 -2 1 -1

TAX FOR THE YEAR

2013 2012

DKK million
Income  

statement

Other  
comprehensive 

income

Total  
comprehensive 

income
Income  

statement

Other  
comprehensive 

income

Total  
comprehensive 

income

Current tax - - - - - -

Change in deferred tax during the year -40 -1 -41 -28 -1 -29

Adjustments to tax for previous years -3 - -3 -3 - -3

Total -43 -1 -44 -31 -1 -32

6.1 Corporation tax RECONCILIATION OF TAX FOR THE YEAR

DKK million 2013 2012

Tax in Denmark 185 119

Tax on partnerships - 1

Adjustments to tax  
for previous years -3 -3
Non-capitalised tax loss - 35

Non-deductible  
expenses 2 1

Tax-free dividend and 
tax-exempted items -229 -185

Special items and other 2 1

Tax for the year -43 -31

6.1 ACCOUNTING POLICIES

Tax on profit/loss for the year comprises profit/
loss from real estate partnerships (associates), 
as these are not individually taxed but included 
in taxable income of the partners. In addition, 
tax on profit/loss and deferred tax are calculated 
and recognised as described in section 6 in the 
consolidated financial statements.
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SECTION 6 Tax

6.2 Deferred tax

DKK million 2013 2012

Deferred tax at 1 January, net 8 -4

Joint taxation contribution -22 -20

Recognised in other comprehensive income 1 1

Recognised in the income statement 43 31

Deferred tax at 31 December, net 30 8

DEFERRED TAX

SPECIFICATION OF DEFERRED TAX ASSETS AND LIABILITIES

Deferred tax assets Deferred tax liabilities

DKK million 2013 2012 2013 2012

Property, plant and equipment - - 4 8

Provisions and retirement  
benefit obligations 38 23 - -

Tax losses etc. 16 13 20 20

Total before set-off 54 36 24 28
Set-off -24 -28 -24 -28

Total after set-off 30 8 - -

Deferred tax assets and liabilities 
at 31 December 30 8 - -

Expected to be used as follows

Within 12 months after the  
end of the reporting period 2 2

- -

More than 12 months after the 
end of the reporting period 28 6

- -

Total 30 8 - -

Of the total deferred tax assets recognised, DKK 16m 
(2012: DKK 13m) relates to tax loss carryforwards, the 
utilisation of which depends on future positive taxable 
income exceeding the realised deferred tax liabilities.

Not recognised tax assets amount to DKK 78m (2012: 
DKK 80m). These relate primarily to tax losses which  
are not expected to be utilised in the foreseeable future.

6.2 SIGNIFICANT ACCOUNTING  
ESTIMATES AND JUDGEMENTS

Carlsberg A/S recognises deferred tax 
assets, including the tax base of tax 
loss carryforwards, if management as-
sesses that these tax assets can be offset 
against positive taxable income in the 
foreseeable future. This judgement is 
made annually and based on budgets 
and business plans for the coming years, 
including planned commercial initiatives.

6.2 ACCOUNTING POLICIES

Carlsberg A/S is the administrative company and 
is subject to the Danish rules on mandatory joint 
taxation of the Carlsberg Group’s Danish compa-
nies. Carlsberg accordingly pays all income taxes to 
the tax authorities under the join taxation scheme. 

Danish subsidiaries are included in the joint taxation 
from the date when they are included in the consoli-
dated financial statements and up to the date when 
they are excluded from the consolidation.

The jointly taxed Danish companies are taxed 
under the on-account tax scheme.

On payment of joint taxation contributions, the cur-
rent Danish corporation tax is allocated between the 
Danish jointly taxed companies in proportion to their 
taxable income. Companies with tax losses receive 
joint taxation contributions from other companies 
that have used the tax losses to reduce their own tax-
able profit (full absorption).

As the administrative company, Carlsberg A/S has 
unlimited and joint legal responsibility with the other 
companies under the joint taxation scheme for with-
holding taxes on dividends, interests and royalties.
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Staff costs and 
remuneration

DKK million 2013 2012

Salaries and other remuneration 68 71

Retirement benefit costs – defined contribution plans 5 6

Share-based payment 16 11

Total 89 88

Staff costs are included in the following items in the income statement

Administrative expenses 30 21

Other operating activities, net 59 61

Total 89 82

7.1 Staff costs and remuneration of executive directors

7.2 Share-based payment

Remuneration of executive directors is 
based on a fixed salary, cash bonus pay-
ments and non-monetary benefits such as 
company car, telephone etc. Furthermore, 
share option programmes and incentive 
schemes have been established for the  
executive directors. These programmes  
and schemes cover a number of years. The 
remuneration is specified in section 7.2.

Employment contracts for the executive direc-
tors contain terms and conditions that are 

In 2013, a total of 91,000 (2012: 131,500) 
share options were granted to 2 employees 
(2012: 2). The grant date fair value of these 
options totalled DKK 15m (2012: DKK 19m). 
The total cost of share-based payment was 

The Company had an average of 94 (2012: 94) full-time employees during the year.

The average share price at the exercise date for share options was DKK 579 (2012: DKK 484).

At 31 December 2013 the exercise price for outstanding share options was in the range DKK 203.50 to DKK 573.50 
(2012: DKK 203.50 to DKK 566.78). The average remaining contractual life was 4.0 years (2012: 4.4 years).

considered common to executive board mem-
bers in Danish listed companies, including 
terms of notice and non-competition clauses.

Remuneration of the executive directors and 
Supervisory Board as well as their holdings 
of shares in the Company are specified in 
the Management review or section 7 in the 
consolidated financial statements.

DKK 14m (2012: DKK 11m), which is recog-
nised in the income statement under staff 
costs. Refunds etc. between Carlsberg A/S 
and its subsidiaries are recognised directly 
in equity.

Number Exercise price

Executive 
directors

Other  
employees

Resigned 
employees Total

Fixed, 
weighted 
average

Share options 
outstanding  
31 December 2011 302,112 7,416 78,469 387,997 386.66
Granted 131,500 - - 131,500 444.60

Exercised -13,008 - -6,380 -19,388 235.99

Transferred - -7,416 7,416 - 369.12

Share options 
outstanding  
31 December 2012 420,604 - 79,505 500,109 407.74
Granted 91,000 - - 91,000 573.50

Exercised -12,388 - -51,632 -64,020 277.22

Share options 
outstanding at  
31 December 2013 499,216 - 27,873 527,089 452.21

Exercisable at  
31 December 2012 199,104 - 78,305 277,409 354.79

Exercised options as 
% of share capital 0.01% 0.00% 0.00% 0.01%

Exercisable at  
31 December 2013 216,716 - 27,873 244,589 383.07

Exercised options as 
% of share capital 0.01% 0.00% 0.03% 0.04%

SHARE OPTION PROGRAMME

Parent Company  SECTION 7: STAFF COSTS AND REMUNERATION 154Carlsberg Group Annual Report 2013



SECTION 7 STAFF COSTS  
AND REMUNERATION

The average share price at the exercise date for share options was DKK 579 (2012: DKK 484).

At 31 December 2013 the exercise price for outstanding share options was in the range DKK 203.50 to DKK 573.50 
(2012: DKK 203.50 to DKK 566.78). The average remaining contractual life was 4.0 years (2012: 4.4 years).

2013 2012

Grant date Expiry date Programme
Exercise 

price
Expected 
volatility

Risk-free  
interest rate

Expected 
dividend 

yield

Expected life 
of options, 

years

Fair value at 
measure ment 

date
Options 

outstanding
Options 

outstanding

01.03.2005 01.03.2013 Grant 2005 232.71 27% 3.1% 1.7% 5.5 74.27 - 31,828

01.03.2006 01.03.2014 Grant 2006 306.89 19% 3.3% 1.3% 5.5 89.37 14,246 39,022

01.03.2007 01.03.2015 Grant 2007 472.11 19% 3.9% 1.0% 5.5 136.67 50,791 52,649

01.03.2008 01.03.2016 Grant 2008 457.82 22% 3.6% 1.1% 5.5 141.72 49,552 51,410

01.09.2008 01.09.2016 Special grant 448.18 27% 4.3% 1.3% 5.5 128.83 40,000 40,000

01.03.2009 01.03.2017 Grant 2009 203.50 52% 3.0% 1.7% 5.5 88.41 60,000 62,500

01.03.2010 01.03.2018 Grant 2010 417.34 30% 3.1% 0.8% 8.0 174.52 30,000 31,200

01.03.2011 01.03.2019 Grant 2011 566.78 25% 2.9% 0.9% 8.0 180.50 60,000 60,000

01.03.2012 01.03.2020 Grant 2012 444.60 34% 0.9% 1.2% 8.0 146.67 131,500 131,500

01.05.2013 01.05.2021 Grant 2013 573.50 27% 1.5% 1.0% 8.0 167.98 91,000 -

Outstanding share options under the share option programme 527,089 500,109

ASSUMPTIONS
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There were no exercisable performance shares in the long-term incentive plan at 31 December 2013.

The assumptions underlying the calculation of the fair value of performance shares are described in section 7.3.1  
in the consolidated financial statements.

Number

Executive directors

Performance shares outstanding  
at 31 December 2012 -
Granted 45,135

Adjusted -23,695

Performance shares outstanding  
at 31 December 2013 21,440

2013 2012

Grant date Expiry date Programme
Exercise 

price
Expected 
volatility

Risk-free  
interest rate

Expected 
dividend 

yield

Expected life 
of options, 

years

Fair value at 
measure ment 

date
Shares 

outstanding
Shares 

outstanding

01.01.2013 01.05.2016 LTI 2013-2015 None 28% 0.2% 1.1% 3.4 277.09 21,440 -

Outstanding performance shares under the long-term incentive plan 21,440 -

ASSUMPTIONSLONG-TERM INCENTIVE PLAN 
(PERFORMANCE SHARES)
In 2013 a new performance share pro-
gramme was established under which a 
total of 45,144  performance shares were 
granted to 2 em ployees. The grant date fair 
value of these per formance shares was DKK 
10m. The total cost of performance shares 
was DKK 2m, which is recognised in the 
income statement under staff costs. Refunds 
etc. between Carlsberg A/S and its subsidi-
aries are recognised directly in equity.

7.2 ACCOUNTING POLICIES

The fair value of granted share-based incentives 
to employees in the Parent Company’s subsidiar-
ies is recognised in investments in subsidiaries as 
the services rendered in exchange for the granted 
incentives are received in the subsidiaries, with a 
set-off directly against equity.

The difference between the purchase price and 
the sales price for the exercise of share-based 
incentives by employees in subsidiaries is settled 
between Carlsberg A/S and the individual subsidi-
ary, with a set-off directly against investments in 
subsidiaries.

The difference at the end of the reporting period 
between the fair value of the Parent Company’s 
equity instruments and the exercise price of out-
standing share-based incentives is recognised as a 
receivable in Carlsberg A/S, with a set-off directly 
against investments in subsidiaries.

Share-based incentives granted to the Parent Com-
pany’s own employees are recognised and meas-
ured in accordance with the accounting policies 
used by the Carlsberg Group; see the consolidated 
financial statements for a description of accounting 
policies.

LONG-TERM INCENTIVE PLAN 
(PERFORMANCE SHARES)

SECTION 7 STAFF COSTS  
AND REMUNERATION
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DKK million 2013 2012

Total obligations at 1 January 45 45

Interest cost - 1

Actuarial losses 3 2

Benefits paid -3 -3

Total obligations at 31 December 45 45

2013 2012

Discount rate 1.0% 1.0%

Future retirement benefit increases 2.0% 2.0%

OBLIGATIONS

ASSUMPTIONS APPLIED

MATURITY OF PENSION OBLIGATIONS

7.3 Retirement benefit obligations  
and similar obligations

Retirement benefit obligations and similar 
obligations comprise payments to retired  
directors that are not covered by an insur-
ance company. The plan is unfunded.

The actuarial assumptions underlying the calculations are based on local economic conditions and labour market 
conditions.

The interest rate cost, DKK 0m, is recognised in the income statement, while the actuarial losses, DKK 3m, are 
recognised in other comprehensive income.

DKK million
<1 

year
1-5 

years
>5

years Total

Pension  
benefits 3 14 28 45

SECTION 7 STAFF COSTS  
AND REMUNERATION
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Other disclosure 
requirements

8.1 Related party disclosures 8.2 Fees to auditors

8.3 Events after the reporting period

RELATED PARTIES EXERCISING CONTROL
The Carlsberg Foundation, H.C. Andersens 
Boulevard 35, 1553 Copenhagen V, Denmark, 
holds 30.3% of the shares and 75.07% of 
the voting power in Carlsberg A/S, excluding 
treasury shares. Apart from dividends and 
grants, no transactions were carried out with 
the Carlsberg Foundation during the year.

RELATED PARTIES EXERCISING 
SIGNIFICANT INFLUENCE
During the year, the Company was not 
involved in any transactions with major 
shareholders, members of the Supervisory 
Board, members of the Executive Board, 
other executive employees, or companies 
outside the Carlsberg Group in which these 
parties have interests.

Fees to KPMG, which is appointed by the 
Annual General Meeting for the statutory 
audit, amount to DKK 1m (2012: 1m). No 
fees have been paid for other engagements 
 or services.

Apart from the events recognised or dis-
closed in the financial statements, no events 
have occurred after the reporting date of 
importance to the financial statements.
 

DKK million 2013 2012

Associates

Receivables 12 12

Subsidiaries

Other operating 
activities, net 9 19

Interest income 6 14

Interest expenses -11 -9

Loans 501 521

Receivables 57 64

Borrowings -1,093 -740

Trade payables -14 -45

THE INCOME STATEMENT AND STATEMENT 
OF FINANCIAL POSITION INCLUDE THE 
FOLLOWING TRANSACTIONS

Associates  Dividends of DKK 2m (2012: DKK 0m) were 
received from associates.

Subsidiaries  Dividends of DKK 915m (2012: DKK 0m) 
were received from subsidiaries.

No losses on loans to or receivables from associates 
were recognised or provided for in either 2013 or 2012.
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General accounting 
policies

The 2013 financial statements of Carlsberg 
A/S have been prepared in accordance with 
International Financial Reporting Standards 
(IFRS) as adopted by the EU and Danish 
disclosure requirements for listed companies, 
cf. the statutory order pursuant to the Dan-
ish Financial Statements Act.

The financial statements are presented in 
Danish kroner (DKK), which is the functional 
currency.

The accounting policies for the Parent Com-
pany are the same as for the Carlsberg Group; 
see section 9 in the consolidated financial 
statements and the individual sections.

SIGNIFICANT ACCOUNTING ESTIMATES
In preparing Carlsberg A/S’s financial state-
ments, management makes various account-
ing estimates and assumptions which form 
the basis of presentation, recognition and 
measurement of the Company’s assets and 
liabilities. 

The judgements, estimates and assumptions 
made are based on historical experience and 
other factors which management assesses to 
be reliable, but which by their very nature are 
associated with uncertainty and unpredictabil-
ity. These assumptions may prove incomplete 
or incorrect, and unexpected events or circum-
stances may arise.

The significant accounting estimates and 
judgements made and accounting policies 
specific to the Parent Company are present-
ed in the explanatory notes. 
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Management 
statement

The Supervisory Board and the Executive Board have today discussed and approved the  
Annual Report of the Carlsberg Group and the Parent Company for 2013.

The Annual Report has been prepared in accordance with International Financial Reporting 
Standards as adopted by the EU and Danish disclosure requirements for annual reports of 
listed companies.

In our opinion the consolidated financial statements and the Parent Company’s financial 
statements give a true and fair view of the Carlsberg Group’s and the Parent Company’s  
assets, liabilities and financial position at 31 December 2013 and of the results of the  
Carlsberg Group’s and the Parent Company’s operations and cash flows for the financial 
year 2013.

Further, in our opinion the Management’s review includes a fair review of the development 
in the Carlsberg Group’s and the Parent Company’s operations and financial matters, of the 
result for the year and of the Carlsberg Group’s and the Parent Company’s financial position 
as well as describes the significant risks and uncertainties affecting the Carlsberg Group and 
the Parent Company. 

Jørn P. JensenJørgen Buhl Rasmussen

Supervisory Board of Carlsberg A/S

Flemming Besenbacher
Chairman

Kees van der Graaf

Hans S. Andersen

Jess Søderberg
Deputy Chairman 

Nina Smith

Thomas Knudsen

Richard Burrows 

Søren-Peter  
Fuchs Olesen

Bent Ole Petersen

Donna Cordner

Lars Stemmerik

Peter Petersen

Elisabeth Fleuriot

Per Øhrgaard

We recommend that the Annual General Meeting approve the Annual Report.

Copenhagen, 19 February 2014

Executive Board of Carlsberg A/S
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Henrik Kronborg Iversen
State Authorised
Public Accountant

Jesper Ridder Olsen
State Authorised
Public Accountant

The independent 
auditors’ report

TO THE SHAREHOLDERS OF CARLSBERG A/S

INDEPENDENT AUDITORS’ REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS 
AND THE PARENT COMPANY FINANCIAL STATEMENTS
We have audited the consolidated financial statements and the Parent Company financial state-
ments of Carlsberg A/S for the financial year 2013. The consolidated financial statements and 
the Parent Company financial statements comprise income statement, statement of compre-
hensive income, statement of financial position, statement of changes in equity, statement of 
cash flows and notes, including a summary of significant accounting policies for the Carlsberg 
Group as well as for the Parent Company. The consolidated financial statements and the Parent 
Company financial statements are prepared in accordance with International Financial Reporting 
Standards as adopted by the EU and Danish disclosure requirements for listed companies.

Management’s responsibility for the consolidated financial statements and the Parent  
Company financial statements
Management is responsible for the preparation of consolidated financial statements and 
Parent Company financial statements that give a true and fair view in accordance with Inter-
national Financial Reporting Standards as adopted by the EU and Danish disclosure require-
ments for listed companies and for such internal control that Management determines is nec-
essary to enable the preparation of consolidated financial statements and Parent Company 
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ responsibility
Our responsibility is to express an opinion on the consolidated financial statements and the 
Parent Company financial statements based on our audit. We conducted our audit in accord-
ance with International Standards on Auditing and additional requirements under Danish au-
dit regulation. This requires that we comply with ethical requirements and plan and perform 
the audit to obtain reasonable assurance as to whether the consolidated financial statements 
and the Parent Company financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and dis-
closures in the consolidated financial statements and the Parent Company financial statements. 
The procedures selected depend on the auditors’ judgement, including the assessment of the 
risks of material misstatement of the consolidated financial statements and the Parent Com-
pany financial statements, whether due to fraud or error. In making those risk assessments, the 
auditors consider internal control relevant to the Company’s preparation of consolidated financial 
statements and Parent Company financial statements that give a true and fair view in order to 
design audit procedures that are appropriate in the circumstances, but not for the purpose of ex-
pressing an opinion on the effectiveness of the Company’s internal control. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by Management, as well as evaluating the overall presentation of the consoli-
dated financial statements and the Parent Company financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide  
a basis for our opinion.

Our audit has not resulted in any qualification.

Opinion
In our opinion, the consolidated financial statements and the Parent Company financial statements 
give a true and fair view of the Carlsberg Group’s and the parent company’s financial position at 31 
December 2013 and of the results of the Carlsberg Group’s and the Parent Company’s operations 
and cash flows for the financial year 2013 in accordance with International Financial Reporting 
Standards as adopted by the EU and Danish disclosure requirements for listed companies.

STATEMENT ON THE MANAGEMENT’S REVIEW
Pursuant to the Danish Financial Statements Act, we have read the Management’s review. 
We have not performed any further procedures in addition to the audit of the consolidated 
financial statements and the Parent Company financial statements. On this basis, it is our 
opinion that the information provided in the Management’s review is consistent with the  
consolidated financial statements and the Parent Company financial statements.

Copenhagen, 19 February 2014

KPMG
Statsautoriseret Revisionspartnerselskab
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Carlsberg’s Supervisory Board has 14 
members; five members are attached to 
the Carlsberg Foundation, the Company’s 
principal shareholder, five members have an 
international business background and four 
members are elected by the employees.

FLEMMING BESENBACHER
Chairman
Born 1952. Professor, D.Sc., h.c. 
mult., FRSC. Elected 2005 and 2013. 
Election period expires 2014. Chair-
man of the Supervisory Board and 
the Nomination Committee since 
March 2012. Member of the Audit 
and Remuneration Committees 
2012-2013. Member of the Board of 
Directors of the Carlsberg Founda-
tion (Chairman as of 1 January 2012) 
and of the Supervisory Boards of 
property companies affiliated to the 
Carlsberg Foundation. Chairman of 
the Board of Trustees of the Carls-
berg Laboratory and member of the 
Boards of the Tuborg Foundation, 
MedTech Innovation Center, LevOss 
and the Danish management de-
velopment organisation CfL. He was 
director of the Interdisciplinary Nano-
science Center (iNANO), Aarhus 
University, from 2002 to 2012. He has 
extensive experience of managing 
large knowledge-based organisations 
and has strong competences relating 
to innovation, research, CSR and sus-
tainable development. He is Professor 
Honoris Causa at 10 international 
universities and has received many 
international awards, including the 
Friendship Award and The Chinese 
Government Highest International 
Scientific and Technological Cooper-
ation Award of the People’s Republic 
of China. Most recently appointed as 
Foreign Academician of the Chinese 
Academy of Sciences, which advises 
the Chinese government on major 
scientific decisions. 

JESS SØDERBERG1

Deputy Chairman
Born 1944. Elected 2008 and 2013. 
Election period expires 2014. Chair-
man of the Audit Committee and 
member of the Nomination and 
Remuneration Committees. Former 
CEO of the A.P. Møller - Mærsk 
Group (1993-2007) and before that 
CFO of the same company from 1981. 
Member of the Supervisory Board 
and the Finance and Audit Com-
mittees of The Chubb Corporation, 
advisor to Permira and member 
of Danske Bank’s Advisory Board. 
Managing Director of J.S. Invest ApS 
and one subsidiary. Mr Søderberg 
has broad international experience 
and extensive experience of financial 
management and financial reporting 
processes, performance manage-
ment, and stakeholder and investor 
relations management as a result  
of many years in the senior manage-
ment of A.P. Møller - Mærsk. He has 
wide experience of growth markets 
and the identification and manage-
ment of business risks.

RICHARD BURROWS1

Born 1946. Elected 2009 and 2013. 
Election period expires 2014. Chair-
man of the Remuneration Commit-
tee and member of the Audit Com-
mittee. Mr Burrows has spent most 
of his career in the drinks business. 
He was joint CEO of Pernod Ricard 
from 2000 to 2005. He is Chairman 
of British American Tobacco and 
VoiceSage Ltd. and a non-executive 
director of the board of Rentokil 
Initial plc. Mr Burrows has exten-
sive experience of the branded 
consumer goods sector and wide 
international business experience 
gained through his career with Irish 
Distillers Group plc and Pernod 
Ricard. He has extensive experience 
of shareholder and investor rela-
tions and a broad understanding 
of the assessment and mitigation 
of business risks. Mr Burrows has 
worked extensively with developing 
markets and product innovation, 
and has substantial experience of 
financial management and report-
ing processes.

DONNA CORDNER1

Born 1956. Elected 2012 and 2013. 
Election period expires 2014. Mem-
ber of the Audit Committee from 1 
January 2013. Ms Cordner is a mem-
ber of the Advisory Board of Vosges 
Haut Chocolat, managing partner of 
OKM Capital, a venture fund invest-
ing in disruptive medical technology, 
and CEO of HelpAge USA, the US 
affiliate of HelpAge International, 
an international NGO working to 
address issues that affect older 
people worldwide. Non-executive 
director of Millicom International 
Cellular SA 2004-2013, where she 
was a member of the Audit Commit-
tee and CSR Committee. Formerly 
Managing Director and Global Head 
of Telecommunications and Media 
Structured Finance at Citigroup. She 
has also held senior positions at So-
ciété Générale and ABN Amro Bank 
N.V. in the USA and Europe. She has 
been CEO of HOFKAM Limited, the 
largest rural microfinance company 
in Uganda, and held the positions of 
Executive Vice President of Corpor-
ate Finance and Treasury, Market 
Area Director and CEO for Russia 
at Tele2 AB. Ms Cordner has ex-
tensive international management 
experience, including experience of 
growth markets. She has substantial 
experience of financial management 
and financial reporting processes, 
stakeholder and investor relations 
management, and the assessment 
and mitigation of business risks. She 
has also worked extensively with 
performance management and CSR 
and sustainable development.
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KEES VAN DER GRAAF1

Born 1950. Elected 2009 and 2013. 
Election period expires 2014. Member 
of the Nomination and Remuneration 
Committees. Until May 2008, Mr van 
der Graaf held the position of Presi-
dent Europe on the Board of Unilever. 
Chairman of the Supervisory Boards 
of Grandvision BV, MYLAPS BV and 
the University of Twente, and member 
of the Supervisory Boards of ENPRO 
Industries, OCI NV and Ben & Jerry’s. 
Member of the Supervisory Board 
of ANWB (the Royal Dutch Touring 
Club) until 1 July 2013. Executive-in-
residence of IMD business school 
(2008-2011). Founder of the FSHD 
Foundation. Mr van der Graaf has 
acquired extensive international  
management experience through  
his many years in management posi-
tions at Unilever. He has substantial 
experience of growth markets and  
of manufacturing, logistics and sales  
& marketing management. He has 
also worked extensively with perform-
ance management and sustainable 
development.

ELISABETH FLEURIOT1 
Born 1956. Elected 2012 and 2013. 
Election period expires 2014. Member 
of the Remuneration Committee from 
1 January 2013. CEO of MW Brands 
since August 2013. Before that, Ms 
Fleuriot was Senior Vice President, 
Emerging Markets and Vice President, 
Kellogg Company. Member of the 
Supervisory Board of Stora Enso Oyj 
from 2013. Ms Fleuriot has substan-
tial international branded consumer 
goods and management experience 
through her career in management 
positions at Kellogg Company (since 
2001) and before that at Yoplait (So-
diaal Group) and the Danone Group. 
Ms Fleuriot has extensive experience 
of sales and marketing management, 
product innovation and strategic 
planning, and wide international  
experience of developed and emerg-
ing markets. She has worked on busi-
ness development, acquisitions and 
partnerships, and has an in-depth 
understanding of the assessment  
and mitigation of business risks.

SØREN-PETER FUCHS 
OLESEN 
Born 1955. Professor, D.M.Sc. Elected 
2012 and 2013. Election period ex-
pires 2014. Member of the Board of 
Directors of the Carlsberg Foundation 
and of the Board of Trustees of the 
Carlsberg Laboratory. Director of the 
Danish National Research Founda-
tion Centre for Cardiac Arrhythmia 
at the University of Copenhagen and 
Copenhagen University Hospital from 
2005. Mr Olesen has been involved 
in starting up and developing several 
pharma and device companies as 
cofounder, CEO, scientific director 
and board member. Chairman of the 
evaluation committees for visiting 
scientists at Danmarks Nationalbank 
and the Nordea Foundation. Mr 
Olesen has substantial experience 
of managing knowledge organisa-
tions, turning basic science into new 
products, innovation and planning, 
and extensive experience of funding, 
investor relations and CSR.

LARS STEMMERIK
Born 1956. Professor, D.Sc. Elected 
2010 and 2013. Election period ex-
pires 2014. Member of the Board of 
Directors of the Carlsberg Foundation 
and of the Board of Trustees of the 
Carlsberg Laboratory. Mr Stemmerik 
was head of the University of Copen-
hagen’s Department of Geography 
and Geology 2007-2012. He is 
currently a member of the Academic 
Council in the Danish Academy of 
Technical Sciences. With this back-
ground, he has substantial experience 
in managing knowledge organisa-
tions and particular expertise in the 
analysis of complex issues and the 
presentation of plans and results.

PER ØHRGAARD
Born 1944. Professor, D.Phil. Elected 
1993 and 2013. Election period ex-
pires 2014. Member of the Board of 
Directors of the Carlsberg Foundation 
and of the Supervisory Boards of 
property companies affiliated to the 
Carlsberg Foundation. Mr Øhrgaard 
is Chairman of Leonhardt & Høier 
Literary Agency A/S and of Højsko-
len Østersøen. He is affiliated to 
Copenhagen Business School, where 
he specialises in German. Given his 
background as a researcher and 
lecturer, he has particular expertise 
in the analysis of complex issues and 
the presentation of plans and results. 
He also has experience from director-
ships at other companies.

PETER PETERSEN2

Born 1969. Chairman of the Staff 
Association Carlsberg and Demand 
Planner, Carlsberg Danmark A/S. 
Elected 2010. Election period expires 
2014. Employee representative on the 
Boards of Carlsberg Danmark A/S 
and Carlsberg Breweries A/S.

BENT OLE PETERSEN2

Born 1954. Senior Technician, Carls-
berg Laboratory. Elected 2002 and 
2010. Election period expires 2014.

NINA SMITH
Born 1955. Professor, M.Sc. (Econ). 
Elected 2013. Election period expires 
2014. Member of the Board of Direct-
ors of the Carlsberg Foundation and 
the Supervisory Board of Nykredit 
Realkredit A/S and Nykredit Holding. 
Deputy Chairman of the Supervi-
sory Board of Foreningen Nykredit. 
Chairman of the Risk Committee and 
a member of the Audit Commit-
tee and Nomination Committee of 
Nykredit Realkredit A/S. Chairman 
of KORA, the Danish Institute for 
Local and Regional Government 
Research. Previously a member of 
the supervisory board of a number 
of private companies, including PFA 
Pension and Nykredit Bank, as well 
as Chairman of NIRAS and a number 
of Danish research institutes and 
organisations. Member of the Danish 
Economic Council (Chairman 1995-
1998). In addition to her expertise 
as a professional board member in 
private and public sector companies, 
Ms Smith has substantial expertise 
in the analysis of economic and 
organisational issues, and extensive 
experience from managing large 
knowledge-based organisations.

HANS ANDERSEN2

Born 1955. Brewery Worker, Carls-
berg Danmark A/S. Elected 1998 and 
2010. Election period expires 2014. 
Employee representative on the 
Board of Carlsberg Danmark A/S.

THOMAS KNUDSEN2

Born 1963. Workshop Manager, 
Carlsberg Research Center. Joined 
2011. Election period expires 2014.

1 Independent board member.   2 Employee representative.Carlsberg Group Annual Report 2013 163Management review  SUPERVISORY BOARD
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2012 environmental highlights:
Energy consumption decreased to 29.1 kW/hl
Water consumption maintained at 3.3 hl water per hl beer produced
13 Group breweries now capture biogas from wastewater treatment
operations
60 out of 76 sites ISO 14001-certified
EUR 25m ring-fenced for investment in Russian environmental
projects
New strategy for sustainable packaging agreed

2012 was a year where the Carlsberg Group (Carlsberg) continued to build
on the excellent progress made in 2011, so that it has now already reached
or almost reached most of its ambitious three-year environmental targets
set for the end of 2013. The report is available from 2 p.m. CET at
www.carlsberggroup.com/csr/reports.  

Commenting on the 2012 performance, Morten Nielsen, Carlsberg’s
Director of Corporate Social Responsibility, says:

"Brewing requires a healthy environment. Most of our raw materials are
ingredients which are sourced directly from nature, and we work targetedly
to limit the environmental impact of our activities. We search for
opportunities at every point in our value chain, be it ongoing research and
development into our raw materials, ever-improving efficiency
opportunities at our production sites, or more environmentally friendly
ways of storing and transporting our products.”

Carlsberg’s operations in Asia are a good example of how Carlsberg is
working hard to reduce its energy consumption. At a time when the
company is taking over control of more and more Asian breweries, whose
equipment tends to be old and require a lot of energy, Carlsberg is taking
the necessary steps to reverse their environmental impact. At the Dali
Brewery in China, the purchase of a new boiler, together with the collection
of biogas from the wastewater treatment plant, helped reduce energy
consumption by 28.5% in 2012. Carlsberg’s Gorkha Brewery in Nepal
reduced its energy usage by 18.5% thanks to a series of initiatives,
including the installation of one more boiler operating on rice husks, so that
now 98% of its primary energy supply comes from renewable resources.

Morten Nielsen continues: "Another important milestone for the Carlsberg
Group in 2012 was our decision to focus on making our packaging more
sustainable. We have assessed that about 45% of our Group’s CO2
emissions can be attributed to packaging and we're exploring a range of
solutions to ensure that we reduce this impact. As an important first step,
we have introduced a Life Cycle Analysis tool and trained our people
appropriately so that we can both measure and understand the
environmental impact of our packaging and make fact-based decisions.

We're considering all aspects of the packaging chain, from cradle to cradle,
and rethinking the way that the Group and its suppliers approach
packaging, based around four core principles – reduce, reuse, recycle and
rethink.”

Carlsberg’s responsibility and impact go well beyond the brewery gates. It
is only by engaging and working alongside its various partners that the
Group can make a significant CSR improvement and increase its positive
impact throughout the value chain.

2012 was the third year in which Carlsberg’s Polish business cooperated
with major retailers in setting up a waste collection scheme, encouraging
consumers to bring back household packaging waste, such as cans, glass
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In 2012 we initiated a partnership
with the United Nations Industrial
Development Organization
(UNIDO) to further reduce our
environmental footprint and
contribute to the agro-
ecosystems and water systems in
Russia (read more on page 22)

 

2012 was the third year in which
Carlsberg Polska cooperated with
major retailers in Poland to set
up a waste collection scheme,
with consumers encouraged to
bring back their household
packaging waste such as glass,
PET and cans (read more on
page 29)
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and plastic bottles, and in return they received plant seedlings. The results
are impressive. In collaboration with 20 Tesco hypermarkets and 30
Biedronka discount stores across 20 cites in Poland, 242 tonnes of waste
packaging have been collected during May and June over the past three
years. Not only has the project increased the collection of bottles and cans
by raising awareness, but it has improved waste segregation, recycling and
the promotion of returnable bottles.

In 2012, Carlsberg and its Russian business, Baltika Breweries, signed a
five-year agreement to invest EUR 25m, in partnership with the United
Nations Industrial Development Organisation (UNIDO), to cooperate closely
and jointly develop projects in the Russian Federation which will have more
environmentally sustainable outcomes. This public-private partnership is
the first of its kind in Russia and represents a new way of thinking about
environmental sustainability.

Morten Nielsen concludes: “We're satisfied with what has already been
achieved but recognise there is more to do. At the end of 2013, we'll be
setting ourselves new three-year targets for further reducing energy and
water consumption and CO2 emissions. We'll also be setting ourselves
demanding targets in terms of what can be achieved as our sustainable
packaging programme gains momentum.”

The Carlsberg Group’s CSR work covers more than the environmental
area. For further information on the Carlsberg Group’s CSR activities during
2012, please access the CSR Report 2012 at
www.carlsberggroup.com/csr/reports.

For enquiries, please contact:
Morten Nielsen +45 33 27 2843 / morten.nielsen@carlsberg.com
Ben Morton   +45 33 27 1417 / ben.morton@carlsberg.com
Jens Bekke  +45 33 27 1412 / jens.bekke@carlsberg.com

The Carlsberg Group's approach to CSR
A central element of the Carlsberg Group's CSR strategy is the integration
of corporate responsibility throughout the value chain. Embedding CSR in
existing business processes, developing policies to ensure standards and
setting global and local targets to improve CSR performance form the
cornerstone of this strategic process.

The Carlsberg Group publishes annual CSR progress data which can be
found at: www.carlsberggroup.com/csr/reports. 

We work with eight CSR areas: Environment, Health & Safety, Labour &
Human Rights, Business Ethics, Marketing Communication, Community
Engagement, Responsible Drinking and Responsible Sourcing.

As a member of the UN Global Compact, the Carlsberg Group is committed
to supporting and advancing the 10 principles of the UN Global Compact
within our sphere of influence. Our newest Communication on Progress is
available at the UN Global Compact's website: www.unglobalcompact.org.

ahead to promote responsible
drinking. The central elements of
this brewer’s activities are the
“Drink Responsibly” kiosks, which
are set up at events organised or
sponsored by the company in
order to promote mes¬sages
about safe and smart drinking 
(read more on page 39)

 

 

In Poland, Russia and China,
Carlsberg works to develop a
barley-sourcing base through so-
called agro-projects (read more
on page 10)
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 Ledelsens påtegning 
 Bestyrelse og direktion har dags dato behandlet og godkendt årsrapporten for regnskabsåret 

1. april 2010 – 31. marts 2011 for MHolding A/S. 

 Årsrapporten er aflagt i overensstemmelse med International Financial Reporting Standards 

som godkendt af EU og danske oplysningskrav efter årsregnskabsloven.  

 Det er vores opfattelse, at koncernregnskabet og årsregnskabet giver et retvisende billede af 

koncernens og selskabets aktiver, passiver og finansielle stilling pr. 31. marts 2011 samt af 

resultatet af koncernens og selskabets aktiviteter og pengestrømme for regnskabsåret 1. april 

2010 – 31. marts 2011. 

 Ledelsesberetningen indeholder efter vores opfattelse en retvisende redegørelse for udviklin-

gen i koncernens og selskabets aktiviteter og økonomiske forhold, årets resultater og for sel-

skabets finansielle stilling og den finansielle stilling som helhed for de virksomheder, der er 

omfattet af koncernregnskabet, samt en beskrivelse af de væsentligste risici og usikkerheds-

faktorer, som koncernen og selskabet står over for. 

 Årsrapporten indstilles til generalforsamlingens godkendelse. 

 Allerød, den 31. august 2011 

Direktion: 

     

     

     

     

Terje List 

adm. direktør 

 Anders T. Skole-Sørensen 

finansdirektør 
  

     

     

     

     

Bestyrelse:     

     

     

     

     

Søren Vestergaard-Poulsen 

formand 

 Christoffer Helsengreen 

Sjøqvist 

 Peter Georg Edvard 

Törnquist 

     

     

     

     

     

Lars Frederiksen  Mads Pilgren   
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 Den uafhængige revisors påtegning 

 Til kapitalejerne i MHolding A/S 

 Vi har revideret koncernregnskabet og årsregnskabet for MHolding A/S for 2010/11, side 14-57. Koncernregnskabet og års-

regnskabet omfatter totalindkomstopgørelse, balance, pengestrømsopgørelse, egenkapitalopgørelse og noter for henholdsvis 

koncernen og selskabet. Koncernregnskabet og årsregnskabet aflægges efter International Financial Reporting Standards som 
godkendt af EU og danske oplysningskrav efter årsregnskabsloven. 

Vi har i tilknytning til revisionen gennemlæst ledelsesberetningen og afgivet udtalelse herom. 

 Ledelsens ansvar 

 Ledelsen har ansvaret for at udarbejde og aflægge et koncernregnskab og årsregnskab, der giver et retvisende billede i overens-

stemmelse med International Financial Reporting Standards som godkendt af EU og danske oplysningskrav efter årsregnskabs-

loven. Dette ansvar omfatter udformning, implementering og opretholdelse af interne kontroller, der er relevante for at udarbej-

de og aflægge et koncernregnskab og årsregnskab, der giver et retvisende billede uden væsentlig fejlinformation, uanset om 
fejlinformationen skyldes besvigelser eller fejl samt valg og anvendelse af en hensigtsmæssig regnskabspraksis og udøvelse af 

regnskabsmæssige skøn, som er rimelige efter omstændighederne. Ledelsen har endvidere ansvaret for at udarbejde og afgive 

en ledelsesberetning, der indeholder en retvisende redegørelse i overensstemmelse med danske oplysningskrav efter årsregn-
skabsloven. 

 Revisors ansvar og den udførte revision 

 Vores ansvar er at udtrykke en konklusion om koncernregnskabet og årsregnskabet på grundlag af vores revision. Vi har udført 

vores revision i overensstemmelse med danske revisionsstandarder. Disse standarder kræver, at vi lever op til etiske krav samt 
planlægger og udfører revisionen med henblik på at opnå høj grad af sikkerhed for, at koncernregnskabet og årsregnskabet ikke 

indeholder væsentlig fejlinformation. 

En revision omfatter handlinger for at opnå revisionsbevis for de beløb og oplysninger, der er anført i koncernregnskabet og års-
regnskabet. De valgte handlinger afhænger af revisors vurdering, herunder vurderingen af risikoen for væsentlig fejlinformation 

i koncernregnskabet og årsregnskabet, uanset om fejlinformationen skyldes besvigelser eller fejl. Ved risikovurderingen over-

vejer revisor interne kontroller, der er relevante for virksomhedens udarbejdelse og aflæggelse af et koncernregnskab og års-
regnskab, der giver et retvisende billede, med henblik på at udforme revisionshandlinger, der er passende efter omstændig-

hederne, men ikke med det formål at udtrykke en konklusion om effektiviteten af virksomhedens interne kontrol. En revision 

omfatter endvidere stillingtagen til, om den af ledelsen anvendte regnskabspraksis er passende, om de af ledelsen udøvede regn-
skabsmæssige skøn er rimelige samt en vurdering af den samlede præsentation af koncernregnskabet og årsregnskabet. 

Det er vores opfattelse, at det opnåede revisionsbevis er tilstrækkeligt og egnet som grundlag for vores konklusion. 

Revisionen har ikke givet anledning til forbehold. 

 Konklusion 

 Det er vores opfattelse, at koncernregnskabet og årsregnskabet giver et retvisende billede af koncernens og selskabets aktiver, 

passiver og finansielle stilling pr. 31. marts 2011 samt af resultatet af koncernens og selskabets aktiviteter og pengestrømme for 
regnskabsåret 1. april 2010 – 31. marts 2011 i overensstemmelse med International Financial Reporting Standards som 

godkendt af EU og danske oplysningskrav efter årsregnskabsloven. 

 Udtalelse om ledelsesberetningen 

 Vi har i henhold til årsregnskabsloven gennemlæst ledelsesberetningen. Vi har ikke foretaget yderligere handlinger i tillæg til 
den gennemførte revision af koncernregnskabet og årsregnskabet. Det er på denne baggrund vores opfattelse, at oplysningerne i 

ledelsesberetningen er i overensstemmelse med koncernregnskabet og årsregnskabet. 

København, den 31. august 2011 

KPMG 
Statsautoriseret Revisionspartnerselskab 

Niels Erik Borgbo Søren Christiansen 

statsaut. revisor statsaut. revisor 
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Ledelsens beretning 

 Selskabsoplysninger 

 MHolding A/S 

Rørmosevej 1 

3450 Allerød 

Telefon: 48 16 55 55 

Telefax: 48 16 55 00 

Hjemmeside: www.matas.dk 

CVR-nr.: 27 52 84 06 

Stiftet: 1. juli 2006 

Hjemsted: Allerød 

Regnskabsår: 1. april – 31. marts 

Bestyrelse 

Søren Vestergaard-Poulsen (formand) 

Christoffer Helsengreen Sjøqvist 

Peter Georg Edvard Törnquist 

Lars Frederiksen 

Mads Pilgren 

Direktion 

Terje List, adm. direktør 

Anders T. Skole-Sørensen, finansdirektør 

Revision 

KPMG 

Statsautoriseret Revisionspartnerselskab 

Borups Allé 177 

2000 Frederiksberg 

Generalforsamling 

 Ordinær generalforsamling afholdes 31. august 2011. 

http://www.matas.dk/
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Ledelsens beretning 

 Hoved- og nøgletal for koncernen 
      

mio. kr. 2010/11 2009/10 2008/09 2007/08 2006/07 

      

Hovedtal      

Nettoomsætning 2.991,6 2.947,9 3.011,4 2.861,1 232,7 

Bruttoresultat 1.347,3 1.326,3 1.305,4 1.198,6 78,5 

Resultat af primær drift 398,1 348,2 313,0 268,8 2,3 

Resultat af finansielle poster .183,4 -267,7 -307,4 -410,6 -45,6 

Årets resultat 142,3 27,6 -34,5 -116,2 -30,8 

      

Balancesum 5.656,7 6.020,7 5.920,6 5.730,2 5.323,0 

Investering i materielle aktiver 40,6 40,6 41,2 28,5 0,4 

Egenkapital, inkl. 

minoritetsinteresser 1.877,0 1.701,0 1.020,3 1.102,2 186,2 

      

Pengestrøm fra driftsaktivi-

teten 249,5 264,8 185,9 269,7 37,3 

Pengestrøm til 

investeringsaktiviteten -37,5 -159,1 -138,8 -567,6 -3.978,9 

Pengestrøm fra 

finansieringsaktiviteten -454,0 52,5 63,5 296,6 4.242,2 

Pengestrøm i alt -242,0 158,2 110,6 -1,3 300,6 

      

Nøgletal      

Overskudsgrad 13,3 % 11,8 % 10,4 % 9,4 % 1,0 % 

Bruttomargin 45,0 % 45,0 % 43,4 % 41,9 % 33,7 % 

Egenkapitalandel (soliditet) 33,2 % 28,2 % 17,2 % 19,3 % 3,2 % 

Egenkapitalforrentning 8,0 % 2,1 % -3,2 % -18,3 % -16,7 % 

      

Antal ansatte 1.996 2.089 2.164 2.087 1.862 

      

 

Nøgletallene er beregnet efter Finansanalytikerforeningens "Anbefalinger og Nøgletal 2010". 
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Ledelsens beretning 

 Beretning 

Hovedaktivitet 

MHolding gruppens hovedaktivitet er at eje og drive en række detailbutikker inden for Matas 

kæden, herunder aktiviteter med salg af produkter og tjenesteydelser, fortrinsvis inden for 

personlig pleje, helse og materialhandel. 

Udviklingen i aktiviteter og økonomiske forhold 

Koncernen 

Årets omsætning udgør 2.991,6 mio. kr. mod 2.947,9 mio. kr. i 2009/10. Resultatet efter skat 

udgør 142,3 mio. kr. mod 27,6 mio. kr. i 2009/10. 

Koncernens omsætning har i regnskabsåret udvist en mindre fremgang. Det er ledelsens vur-

dering, at MHolding gruppen i et forsat svagt detailmarked har formået at fastholde Matas 

kædens position inden for kædens væsentligste sortimentsområder og endog styrke denne på 

visse områder. Det er ligeledes vurderingen, at koncernen i regnskabsperioden, samlet for 

alle sortimentsområder, har været i stand til at fastholde sin markedsandel på et fortsat kon-

kurrencepræget marked.  

I regnskabsperioden har det underliggende salg vist en pæn vækst i mellemprissegmentet 

inden for produkter til personlig pleje, mens udviklingen i salget inden for de mere eksklusi-

ve produkter til personlig pleje har været mere afdæmpet med kun en beskeden vækst. På 

området for håndkøbsmedicin og hertil relaterede varer er salget steget betydeligt i regn-

skabsperioden, mens materialområdet har udvist en lille vækst i salget. Generelt var udvik-

lingen i salget positiv i regnskabsperiodens første kvartal, mens andet og tredje kvartal samt 

julehandlen ikke levede op til forventningerne. I årets sidste måneder var der igen fremgang i 

salgsudviklingen. 

I det forløbne regnskabsår har logistikfunktionen fungeret fuldt tilfredsstillende, og alle ind-

køringsvanskeligheder efter opgraderingen til nyt styresystem og indretning er nu væk. Der 

er også i det forgangne regnskabsår blevet arbejdet med at opgradere koncernens centrale 

it-systemer. I butikkerne har regnskabsperioden været præget af indførelsen af et nyt system 

til styring af indkøb og lager i butikkerne. Dette store projekt er blevet afsluttet i løbet af 

regnskabsåret og har givet anledning til en række mindre indkøringsproblemer, som især har 

været medvirkende til at udviklingen i lagerbeholdningerne på butiksniveau ikke helt har 

levet op til forventningerne ved regnskabsårets start. Desuden har regnskabsperioden været 

præget af en fortsat indsats for løbende at gennemføre effektiviseringer, omkostnings- og 

strukturtilpasninger såvel i butikkerne som på hovedkontoret.  
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Ledelsens beretning 

 Beretning 

Implementeringen af et nyt it-system på butiksniveau betød et midlertidigt afbræk i det fort-

satte arbejde med at reducere koncernens arbejdskapital. Fra centralt hold blev fokus på fort-

satte forbedringer i betalingsbetingelser fastholdt, ligesom der fortsat blev lagt vægt på at 

skabe et mere tilpasset vareudbud på tværs af kædens butikker i forhold til enkeltbutikkens 

størrelse og kundesammensætning. Fra centralt hold lykkedes det desuden at mindske lager-

bindingen ved at forbedre indkøbsprocesserne i forbindelse med forecast af kampagner. I 

butikkerne betød indførelsen af det nye it-system, at lagerbindingen ikke blev reduceret, men 

det er ledelsens vurdering, at koncernen i det kommende regnskabsår vil kunne høste frug-

terne af det nye system og opnå den ønskede reduktion af lagerbindingen på butiksniveau. 

I det forløbne regnskabsår introducerede koncernen med stor succes et nyt loyalitetsprogram 

med klubfordele for Matas kædens kunder under navnet Club Matas. Club Matas blev intro-

duceret i slutningen af august 2010 og havde ved regnskabsårets afslutning den 31. marts 

2011 over 500.000 medlemmer.  

Med en beskeden salgsvækst og på baggrund af fortsatte effektiviseringer, strukturtilpasnin-

ger og målrettet arbejde med at forbedre bruttoavancen er det lykkedes at opnå en væsentlig 

forbedring af driftsresultatet i forhold til sidste regnskabsår, og på denne baggrund anser 

ledelsen resultatet for regnskabsåret 2010/11 som tilfredsstillende. 

Koncernens egenkapital pr. 31. marts 2011 efter overførsel af årets resultat udgør 

1.877,0 mio. kr. mod 1.701,0 mio. kr. pr. 31. marts 2010.  

Moderselskabet 

Moderselskabets resultat før skat, som udgør 0,0 kr. (2009/10: -0,4 mio. kr.), er realiseret 

som forventet.  

Investeringer 

Koncernen har i regnskabsåret 2010/11 foretaget investeringer for i alt 41,5 mio. kr., primært 

i forbindelse med ombygninger og udvidelser af en række eksisterende Matas butikker samt 

åbningen af tre nye Matas butikker, heraf en stor ny butik i det centrale København. Desuden 

er der i perioden gennemført investeringer i at højne koncernens sikkerhedsniveau på butiks-

niveau, ligesom der er gennemført en løbende fornyelse af koncernens it-infrastruktur og 

it-relaterede investeringer i forbindelse med introduktionen af Club Matas. 

Begivenheder efter regnskabsårets afslutning 

Der er ikke siden regnskabsperiodens afslutning indtruffet begivenheder af væsentlig betyd-

ning for selskabets eller koncernens fremadrettede finansielle stilling. 
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Ledelsens beretning 

 Beretning 

Forventninger til fremtiden 

Koncernen forventer, at det kommende regnskabsår vil udvise vækst såvel inden for de vig-

tigste sortimentsområder som for koncernen samlet. Væksten forventes at ligge højere end 

det var tilfældet i det forløbne regnskabsår, men på baggrund af den fortsat svage vækst i 

privatforbruget og forbrugernes generelt afventende holdning vil væksten fortsat ligge rela-

tivt lavt. Samtidig forventes fortsat intensiv konkurrence fra dagligvaresektoren inden for en 

række af Matas kædens sortimentsområder. 

Der vil i det kommende regnskabsår fortsat ske investeringer i såvel nye butikker som 

ombygning og udvidelse af eksisterende butikker. Der vil dertil i det kommende regnskabsår 

blive investeret i den fortsatte udvikling af Club Matas samt i Matas kædens internet plat-

form og e-handelsløsning. 

For regnskabsåret 2011/12 forventes en mindre stigning i koncernens omsætning og en for-

bedring af resultatet efter skat.  

Særlige risici 

Driftsrisici 

Koncernen vurderes ikke at have væsentlige driftsrisici grundet Matas kædens stærke mar-

kedsposition. Dertil vurderes koncernens leverandørforhold som værende stabile. 

Finansielle risici 

Renterisici 

Koncernens samlede renterisiko på 12 måneders sigt ved en stigning i renten på 1 %-point 

udgør ved regnskabsårets afslutning 17 mio. kr., idet renten på ca. 40 % af den samlede netto 

rentebærende gæld er fastlåst. 

Valutarisici 

Koncernen er kun i meget begrænset omfang direkte eksponeret for ændringer i valutakurser, 

da koncernens salg og indkøb i al væsentlighed foretages i danske kroner. 

Kreditrisici 

Langt størstedelen af koncernens omsætning er mod kontant betaling. Koncernen har således 

ikke væsentlige risici vedrørende enkeltkunder eller øvrige samarbejdspartnere. 
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Ledelsens beretning 

 Beretning 

Kapitalforhold 

Ledelsen vurderer regelmæssigt, om MHolding koncernen har en tilstrækkelig kapital-

struktur. Pr. 31. marts 2011 udgør koncernens rentebærende gæld, netto i alt 2.467,9 mio. kr. 

(31. marts 2010: 2.631,5 mio. kr.), hvilket vurderes som værende et rimeligt niveau set i for-

hold til det aktuelle behov for finansiel fleksibilitet. Der er ikke i den forløbne regnskabs-

periode foretaget ændringer af koncernens retningslinjer og procedurer for styringen af 

kapitalstruktur og forvaltningen heraf.  

I forbindelse med CVC’s, Materialisternes Invest ApS’ og MLI Holding A/S’ køb af 

MHolding koncernen i 2007 blev en del af købesummen finansieret af en syndikeret låne-

facilitet med Unicredit som agent. Restgælden på denne lånefacilitet pr. 31. marts 2011 

udgør 2.838,3 mio. kr., som er placeret i MHolding 3 A/S. 

Koncernen har uudnyttede kreditfaciliteter på i alt 226,6 mio. kr. 

Medarbejderforhold 

Koncernen har fortsat et stort fokus på efter- og videreuddannelse af såvel ledere som med-

arbejderne. Der arbejdes med kompetenceplaner for såvel den enkelte fastansatte medarbej-

der som for hver enkelt butik i kæden. Der bliver løbende afholdt personaleudviklings-

samtaler i koncernen, og der gennemføres 2 medarbejdertilfredshedsmålinger i løbet af året. 

Der er i regnskabsåret afholdt 6,1 mio. kr. i omkostninger til såvel intern som ekstern uddan-

nelse af medarbejdere mod 4,8 mio. kr. i 2009/10. Stigningen skyldes hovedsagligt omlæg-

ning af reglerne for og nedsættelse af statens tilskud til voksen efteruddannelse.  

Der er i løbet af regnskabsåret sket en stigning i antallet af ansatte i koncernen fra hvad der 

svarer til 2.030 fuldtidsansatte (FTE) ved årets start til 2.078 ved årets udgang. Stigningen 

hænger dels sammen med en stigning i antallet af elever under uddannelse, dels en mindre 

stigning i antallet af ansatte hos Matas A/S på baggrund af det øgede aktivitetsniveau især i 

relation til arbejdet med at etablere Club Matas. Der er under 30 FTE i koncernen, som er 

ansat uden for Danmark. Der er ikke i regnskabsåret sket ændringer i selskabets øverste 

ledelse. 

Det er vurderingen, at koncernen i den kommende regnskabsperiode vil være i stand til at til-

trække tilstrækkeligt med kvalificerede medarbejdere. Det er ligeledes vurderingen, at kon-

cernen også i det kommende regnskabsår vil have kompetencerne til at udbygge sin mar-

kedsposition og gennemføre de strategiske opgaver og projekter, der er nødvendige for en 

fortsat udbygning af markedspositionen. 
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Ledelsens beretning 

 Beretning 

Samfundsansvar 

Koncernen er fortsat særdeles aktiv i bestræbelserne på at værne om miljøet, og Matas har 

dertil øget sit fokus på andre områder inden for CSR. Der er dog ikke udarbejdet en skriftlig 

CSR-strategi eller systemer til overvågning heraf.  

På Matas' hjemmeside under forside-ikonet ”Miljø & Etik” er indsatsen beskrevet i større 

detalje. Matas er den eneste dagligvarekæde, der på eget initiativ indsamler og genbruger 

emballage fra produkter købt i kædens butikker, ligesom Matas Miljøfond i betydeligt 

omfang etablerer grønne legepladser i daginstitutioner.  

Kunderne returnerede i regnskabsåret 19 ton plastemballage til genbrug i Matas. Derudover 

sørgede Matas for at genbruge den emballage, som bruges til at transportere varerne fra leve-

randører til Matas butikkerne, hvilket i regnskabsåret blev til i alt 32,8 ton folie og 498 ton 

pap.  

Matas Miljøfond tilplantede legepladser i en lang række børneinstitutioner, og fonden har til 

og med marts 2011 ydet støtte til 1.662 institutioner, heraf 127 i det forløbne regnskabsår.  

Matas har i det seneste regnskabsår fortsat det tætte samarbejde med Danmarks Natur-

fredningsforening, der bl.a. er repræsenteret i komiteen for Matas Miljøfond. Samarbejdet er 

i løbet året udvidet til at omfatte fundraising til fordel for foreningens kamp for rent drikke-

vand.  

Koncernen har fortsat sit arbejde med at forbedre alle kædens egne varer i forhold til den 

nyeste viden om stoffers betydning for miljø og sundhed – således at disse varer fortsat lig-

ger i front, når det gælder miljø, sundhed og kvalitet. I dette regnskabsår har vi f.eks. sikret, 

at alle Matas egne varer på butikshylderne er fri for alle parabener. 

Matas kæden er fortsat den største udbyder af svanemærkede varer inden for personlig pleje. 

Svanen er et officielt nordisk miljømærke, der kun tildeles produkter, som er særligt skån-

somme for miljø og sundhed.  

Koncernen har i det forløbne regnskabsår fortsat sit tætte samarbejde med Kræftens Bekæm-

pelse om at sikre, at befolkningen opnår bedre solbeskyttelse og dermed mindsker risikoen 

for kræft i huden, den hyppigste kræftform i Danmark.  

Koncernen har ligeledes i regnskabsåret samarbejdet med Hjerteforeningen med det formål 

at mindske risikoen for, at kvinder bliver ramt af hjertekarsygdomme. I dag dør hver fjerde 

danske kvinde af en hjertekarsygdom. Matas er den største bidragsyder til Hjerteforeningens 

kampagne ”Elsk Hjertet”. Matas har til og med marts 2011 bidraget med 6,6 mio. kr. til kam-

pagnen, heraf 1,6 mio. kr. i det forløbne regnskabsår. Bidragene er indsamlet via fundraising. 

I det seneste regnskabsår indledte koncernen et samarbejde med Astma-Allergi Danmark for 

bl.a. at sætte overfølsomhedssygdomme på dagsordenen. Målet er at indsamle midler til 

øremærkede projekter hos Astma-Allergi Danmark. I regnskabsåret opnåede alle Matas sol-

produkter til børn Astma-Allergi Danmarks Den Blå Krans. Det samme gjorde hele Matas 

Babyserie, der samtidig også blev certificeret med økologimærket EcoCert. 
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Ledelsens beretning 

 Beretning 

Forsknings- og udviklingsaktiviteter 

Koncernen foretager ikke traditionelle forsknings- og udviklingsaktiviteter.  

Udvikling af produktpaletten 

Koncernen har i det forløbne regnskabsår fortsat udviklingen af nye egne varer inden for 

kategorierne ”Kosmetik”, ”Naturlægemidler” og ”Stærke vitaminer og mineraler”. På kos-

metikområdet er udvalget af Matas' kendte ”stribevarer” blevet udvidet og fornyet i løbet af 

regnskabsåret. Når det gælder udviklingen af ”Naturlægemidler” og ”Stærke vitaminer og 

mineraler”, er udviklingen reguleret af Lægemiddelstyrelsen, der stiller høje krav til doku-

mentation for varernes kvalitet – krav som koncernen til fulde lever op til.  

Corporate Governance 

MHolding A/S’ bestyrelse og direktion søger til stadighed at sikre, at koncernens ledelses-

struktur og kontrolsystemer er hensigtsmæssige og fungerer tilfredsstillende. 

Grundlaget for tilrettelæggelsen af ledelsens opgaver er bl.a. selskabsloven, årsregnskabs-

loven, selskabets vedtægter samt god praksis for virksomheder af samme størrelse som 

MHolding koncernen. Selskabet efterlever, som kapitalfondsejet virksomhed, retningslin-

jerne for ansvarligt ejerskab og god selskabsledelse. På dette grundlag er der udarbejdet en 

række interne procedurer, der skal sikre en aktiv, sikker og lønsom styring af koncernen. 

Procedurerne opdateres løbende. 

Ejerforhold 

Bestyrelsen vurderer løbende, om selskabets kapitalstruktur er i overensstemmelse med sel-

skabets og dets interessenters interesser. Det overordnede mål er at sikre en kapitalstruktur, 

som understøtter en langsigtet lønsom vækst. 

Selskabets vedtægter indeholder ingen grænser for ejerskab eller stemmeret. Hvis der frem-

sættes et tilbud om overtagelse af selskabets aktier, vil bestyrelsen forholde sig hertil i over-

ensstemmelse med gældende lovgivning. 

Moderselskabet er en 66,1 %-ejet dattervirksomhed af Svenska MHolding 1 AB, Sverige. 

MHolding koncernen indgår i koncernregnskabet for det ultimative moderselskab, 

MHoldings Sárl, Luxemborg. Koncernregnskaberne kan rekvireres på selskabets adresse.  

Øvrige aktionærer i MHolding A/S er Materialisternes Invest ApS (28,9 %) og ledelsen 

(5,0 %).  

CVC er på partnerniveau repræsenteret i det ultimative danske holdingselskabs 

(MHolding A/S) bestyrelse ved Søren Vestergaard Poulsen og Peter Törnquist.  
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 Beretning 

Medlemmerne i MHolding A/S' bestyrelse er nomineret således: 

 CVC: Christoffer Helsengreen Sjøqvist, Søren Vestergaard-Poulsen, Peter Georg Edvard 

Törnquist 

 Materialisternes Invest ApS: Lars Frederiksen og Mads Pilgren. 

Bestyrelsens arbejde 

Bestyrelserne i moderselskabet MHolding A/S og dets datterselskaber påser, at direktionerne 

overholder de af bestyrelserne besluttede målsætninger, strategier og forretningsgange. 

Orientering fra direktionerne i de respektive selskaber sker systematisk ved såvel møder som 

skriftlig og mundtlig løbende rapportering. Denne rapportering omfatter blandt andet udvik-

lingen i omverdenen, virksomhedens udvikling og lønsomhed samt udviklingen i virksom-

hedens finansielle stilling. 

Bestyrelsen i MHolding A/S mødes efter en fastlagt mødeplan mindst ni gange om året, og i 

tillæg hertil indkaldes til ekstraordinære møder, såfremt forholdene måtte tilsige dette. Der 

afholdes normalt et årligt strategiseminar med deltagelse af et bredt udsnit af ledelsen i sel-

skabet, på hvilket virksomhedens langsigtede mål og strategier diskuteres og tilpasses i for-

hold til den forventede udvikling. Bestyrelsen modtager på månedsbasis skriftlige orienterin-

ger om udviklingen i koncernen og ligeledes på månedsbasis en skriftlig orientering om kon-

cernens finansielle stilling. I det forløbne regnskabsår afholdt bestyrelsen 10 møder, hvoraf 

et havde karakter af et strategiseminar. Der udbetales ikke honorar til bestyrelsen. 

Bestyrelsen kan nedsætte udvalg i relation til særlige opgaver, men har ikke hidtil fundet 

anledning til at etablere egentlige faste udvalg eller komiteer. 

Vederlag til ledelsen 

For at tiltrække og fastholde koncernens ledelsesmæssige kompetencer er direktionsmed-

lemmernes og de ledende medarbejderes aflønning fastlagt under hensyntagen til deres 

arbejdsopgaver, den værdi de skaber for koncernen og vilkår i sammenlignelige virksom-

heder. I aflønningen indgår en række medarbejderspecifikke bonusprogrammer, som er med 

til at sikre et interessesammenfald mellem selskabets ledelse og aktionærerne. Desuden sik-

rer ledelsens ejerskab, at der også på længere sigt er klare fælles interesser mellem ledelse og 

de øvrige aktionærer. 

Udbyttepolitik 

Udbetaling af udbytte skal ske under hensyntagen til behovet for at konsolidere egenkapi-

talen som grundlag for koncernens fortsatte ekspansion. 
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Bestyrelsen indstiller til generalforsamlingen, at der ikke udbetales udbytte for regnskabsåret 

2010/11. 

Interessenterne 

MHolding koncernen søger løbende at udvikle og vedligeholde gode relationer til sine inte-

ressegrupper, idet sådanne gode relationer vurderes at have en væsentlig positiv betydning 

for koncernens udvikling. 

Koncernen har med dette udgangspunkt formuleret en række politikker for forskellige nøgle-

områder som personaleforhold, miljøforhold og ansvarlighed over for kunder og det omgi-

vende samfund som helhed. 

Koncernen sikrer sig gennem relevante procedurer, at oplysninger af betydning for medar-

bejdere, myndigheder og offentligheden tilgår disse i overensstemmelse med vedtagne regler 

og indgåede aftaler.  

Bestyrelsen sikrer sammen med virksomhedens ledelse, at de relevante politikker og proce-

durer løbende tilpasses i overensstemmelse med udviklingen i selskabet og det omgivende 

samfund. 

Anbefalinger for aktivt ejerskab og god selskabsledelse for kapitalfonde 

I juni 2008 udsendte Danish Venture And Private Equity Association (”DVCA”) retnings-

linjer for ansvarligt ejerskab og god selskabsledelse for kapitalfonde og de af disse kontrolle-

rede selskaber. Flere oplysninger om disse guidelines kan findes på DVCA’s hjemmeside 

www.dvca.dk. 

Anbefalingerne omhandler bl.a. retningslinjer for omtale af en række forhold i ledelsesberet-

ningen, herunder corporate governance, finansielle risici, medarbejderforhold og strategi. 

MHolding A/S’ selskabsledelse, som beskrevet ovenfor, følger generelt DVCA’s retnings-

linjer.  
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Totalindkomstopgørelse 
     

 mio. kr. Note Koncern Moderselskab      

   2010/11 2009/10 2010/11 2009/10 
   

    

       

 Omsætning 3 2.991,6 2.947,9 0,0 0,0 

 Vareforbrug 4 -1.644,3 -1.621,6 0,0 0,0 
   

    

 Bruttoresultat  1.347,3 1.326,3 0,0 0,0 

 Andre driftsindtægter 5 0,2 0,0 0,0 0,0 

 Andre eksterne omkostninger 6 -259,7 -271,1 -0,1 -0,1 

 Personaleomkostninger 7 -557,1 -571,1 0,0 0,0 

 Af- og nedskrivninger 8 -132,0 -135,8 0,0 0,0 

 Andre driftsomkostninger 5 -0,6 -0,1 0,0 0,0 
   

    

 Resultat af primær drift  398,1 348,2 -0,1 -0,1 

 Finansielle indtægter 9 10,3 4,9 0,2 41,0 

 Finansielle omkostninger 10 -193,7 -272,6 -0,1 -41,3 
   

    

 Resultat før skat  214,7 80,5 0,0 -0,4 

 Skat af årets resultat  11 -72,4 -52,9 0,3 0,1 
   

    

 Årets resultat  142,3 27,6 0,3 -0,3 
   

    

       
 Anden totalindkomst      
 Valutakursreguleringer ved-

rørende omregning af 

udenlandske enheder 

 

0,3 0,6 - - 
 Årets værdiregulering af sik-

ringsinstrumenter 
 

44,6 26,6 0,0 0,0 
 Skat af værdiregulering af 

sikringsinstrumenter 
 

-11,2 -6,7 0,0 0,0 
   

    

 Anden totalindkomst efter 

skat  33,7 20,5 0,0 0,0 
   

    

 Totalindkomst i alt  176,0 48,1 0,3 -0,3 
 

  
    

       

 Forslag til resultatdisponering:     

 Foreslået udbytte    0,0 0,0 

 Overført resultat    0,3 -0,3 
       

     0,3 -0,3 
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Balance 
     

 mio. kr. Note Koncern Moderselskab      

   2010/11 2009/10 2010/11 2009/10 
   

    

 AKTIVER      

 Langfristede aktiver
      

 Immaterielle aktiver 12,13     

 Goodwill   3.556,2 3.564,1 0,0 0,0 

 Varemærker og navnerettig-

heder  805,3 879,2 0,0 0,0 

 Andelsbeviser  5,8 5,8 0,0 0,0 

 Andre immaterielle aktiver  4,3 4,8 0,0 0,0 
   

    

   4.371,6 4.453,9 0,0 0,0 
   

    

 Materielle aktiver 14     

 Grunde og bygninger  105,2 107,6 0,0 0,0 

 Andre anlæg, driftsmateriel 

og inventar  57,9 50,0 0,0 0,0 

 Indretning af lejede lokaler  37,4 53,4 0,0 0,0 
   

    

   200,5 211,0 0,0 0,0 
   

    

 Andre langfristede aktiver      

 Kapitalandele i dattervirk-

somheder 15 - - 1.888,1 1.888,1 

 Tilgodehavender hos tilknyt-

tede virksomheder 16 - - 0,0 0,0 

 Udskudt skat 22 16,3 38,8 0,0 0,0 

 Deposita  27,2 25,9 0,0 0,0 

 Andre værdipapirer og kapi-

talandele 17 1,1 4,4 0,0 1,3 
   

    

   44,6 69,1 1.888,1 1.889,4 
   

    

 Langfristede aktiver i alt  4.616,7 4.734,0 1.888,1 1.889,4 
   

    

 Kortfristede aktiver      

 Varebeholdninger 18 612,5 627,1 0,0 0,0 

 Tilgodehavender fra salg 19 78,3 72,9 0,0 0,0 

 Tilgodehavender hos tilknyt-

tede virksomheder 

 

0,0 0,0 4,1 38,7 

 Tilgodehavende selskabsskat  0,1 0,2 0,0 0,0 

 Andre tilgodehavender 20 12,8 5,2 0,0 0,0 

 Periodeafgrænsningsposter  10,0 13,1 0,0 0,0 

 Likvider  28 326,3 568,2 0,0 0,0 
   

    

 Kortfristede aktiver i alt  1.040,0 1.286,7 4,1 38,7    
    

 AKTIVER I ALT  5.656,7 6.020,7 1.892,2 1.928,1  
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Balance 
     

 mio. kr. Note Koncern Moderselskab      

   2010/11 2009/10 2010/11 2009/10 
   

    

 PASSIVER      

 Egenkapital      

 Aktiekapital 21 101,7 101,7 101,7 101,7 

 Overkurs ved emission  1.786,4 1.786,4 1.786,4 1.786,4 

 Reserve for sikringstrans-

aktioner  0,0 -33,4 0,0 0,0 

 Reserve for valutakursregule-

ring  0,4 0,1 0,0 0,0 

 Overført resultat  -11,5 -153,8 -0,3 -0,6 
   

    

 Egenkapital i alt  1.877,0 1.701,0 1.887,8 1.887,5 
   

    

 Forpligtelser      

 Langfristede forpligtelser      

 Udskudt skat 22 372,9 377,0 0,0 0,0 

 Ansvarlig lånekapital 23 0,0 0,0 0,0 0,0 

 Gæld til kreditinstitutter 24 2.435,1 3.122,4 0,0 0,0 

 Anden gæld 25 1,6 46,2 0,0 0,0 
   

    

 Langfristede forpligtelser i 

alt  2.809,6 3.545,6 0,0 0,0 
   

    

 Kortfristede forpligtelser      

 Gæld til kreditinstitutter 24 359,1 104,1 0,0 26,8 

 Forudbetalinger fra kunder  66,6 61,0 0,0 0,0 

 Gæld til tilknyttede virksom-

heder  0,0 0,0 0,0 0,0 

 Leverandørgæld  420,3 422,0 0,2 0,4 

 Anden gæld 25 119,2 170,5 0,0 0,1 

 Selskabsskat  4,9 16,5 4,2 13,3 
   

    

 Kortfristede forpligtelser i 

alt  970,1 774,1 4,4 40,6 
   

    

 Forpligtelser i alt  3.779,7 4.319,7 4,4 40,6 
   

    

 PASSIVER I ALT  5.656,7 6.020,7 1.892,2 1.928,1 
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Egenkapitalopgørelse 

  Koncern 
 

mio. kr. 

Aktie-

kapital 

Over-

kurs 

ved 

emis-

sion 

Reserve 

for sik-

rings-

trans-

aktioner 

Reserve 

for 

valuta-

kurs-

regule-

ring 

Over-

ført 

resultat I alt 
        

 Egenkapital 31. marts 2009 101,1 1.154,4 -53,3 -0,5 -181,4 1.020,3   
      

 Egenkapitalbevægelser i 2009/10       

 Valutakursreguleringer 0,0 0,0 0,0 0,6 0,0 0,6 

 Værdiregulering sikringsinstrument 0,0 0,0 26,6 0,0 0,0 26,6 

 Skat af værdiregulering af sikrings-

instrumenter 0,0 0,0 -6,7 0,0 0,0 -6,7 
        

 Anden totalindkomst 0,0 0,0 19,9 0,6 0,0 20,5 

 Årets resultat 0,0 0,0 0,0 0,0 27,6 27,6 
        

 Totalindkomst i alt 0,0 0,0 19,9 0,6 27,6 48,1 

 Kapitalforhøjelse (gældskonvertering) 0,6 632,0 0,0 0,0 0,0 632,6   
      

 Egenkapital 31. marts 2010 101,7 1.786,4 -33,4 0,1 -153,8 1.701,0   
      

 Egenkapitalbevægelser i 2010/11       

 Valutakursreguleringer 0,0 0,0 0,0 0,3 0,0 0,3 

 Værdiregulering sikringsinstrument 0,0 0,0 44,6 0,0 0,0 44,6 

 Skat af værdiregulering af sikrings-

instrumenter 0,0 0,0 -11,2 0,0 0,0 -11,2 
        

 Anden totalindkomst 0,0 0,0 33,4 0,3 0,0 33,7 

 Årets resultat  0,0 0,0 0,0 142,3 142,3 
        

 Totalindkomst i alt 0,0 0,0 33,4 0,3 142,3 176,0   
      

 Egenkapital 31. marts 2011 101,7 1.786,4 0,0 0,4 -11,5 1.877,0  
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Egenkapitalopgørelse 

  Moderselskab 

  
 

 

mio. kr.  

Aktie- 

kapital 

 

 

Overkurs 

ved 

emission 

Overført 

resultat I alt 
   

    

 Egenkapital 31. marts 2009  101,1 1.154,4 -0,3 1.255,2    
    

 Egenkapitalbevægelser i 2009/10      

 Årets resultat  0,0 0,0 -0,3 -0,3    
    

 Totalindkomst i alt  0,0 0,0 -0,3 -0,3 

 Kapitalforhøjelse (gældskonvertering)  0,6 632,0 0,0 632,6    
    

 Egenkapitalbevægelser i 2009/10 i alt  0,6 632,0 -0,3 632,3    
    

 Egenkapital 31. marts 2010  101,7 1.786,4 -0,6 1.887,5    
    

 Egenkapitalbevægelser i 2010/11      

 Årets resultat  0,0 0,0 0,3 0,3    
    

 Totalindkomst i alt  0,0 0,0 0,3 0,3    
    

 Egenkapital 31. marts 2011  101,7 1.786,4 -0,3 1.887,8  
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Pengestrømsopgørelse 
     

 mio. kr. Note Koncern Moderselskab      

   2010/11 2009/10 2010/11 2009/10    
    

 Resultat før skat  214,7 80,5 0,0 -0,4 

 
Regulering for ikke-likvide drifts-

poster m.v.: 

Af- og nedskrivninger 8 132,0 135,8 0,0 0,0 

 Andre ikke-kontante driftsposter, 

netto 
 

0,6 -1,3 0,0 0,0 

 Finansielle indtægter  -10,3 -4,9 -0,2 -41,0 

 Finansielle omkostninger  193,7 272,6 0,1 41,3        

 Pengestrøm fra primær drift før 

ændring i driftskapital  530,7 482,7 -0,1 -0,1 

 Ændring i driftskapital 26 0,7 43,9 34,3 -45,2        

 Pengestrøm fra primær drift  531,4 526,6 34,2 -45,3 

 Udbytte fra dattervirksomheder  0,0 0,0 0,0 0,0 

 Renteindtægter, betalt  1,5 4,9 0,2 0,0 

 Renteomkostninger, betalt  -206,8 -199,3 -0,1 -0,3 

 Betalt selskabsskat  -76,6 -67,4 -8,8 0,0        

 Pengestrøm fra driftsaktivitet  249,5 264,8 25,5 -45,6        

 Køb af immaterielle aktiver 12 -0,9 0,0 0,0 0,0 

 Salg af immaterielle aktiver  2,1 0,0 0,0 0,0 

 Køb af materielle aktiver 14 -40,6 -40,6 0,0 0,0 

 Salg af materielle aktiver  0,6 0,1 0,0 0,0 

 Salg af andre værdipapirer og 

kapitalandele  1,3 0,0 1,3 0,0 

 Køb af dattervirksomheder og 

aktiviteter 27 0,0 -118,6 0,0 0,0        

 Pengestrøm til investerings-

aktivitet 
 

-37,5 -159,1 1,3 0,0        

 Finansiering: 

Optagelse/afvikling af gæld hos 

kreditinstitutter  -454,0 52,0 0,0 0,0 

 Medarbejderobligationer  0,0 0,5 0,0 0,0        

 Pengestrøm fra finansierings-

aktivitet 
 

-454,0 52,5 0,0 0,0        

 Årets pengestrøm   -242,0 158,2 26,8 -45,6 

 Likvider 1. april  568,2 410,0 -26,8 18,8 

 Kursregulering af likvider  0,1 0,0 - -        

 Likvider 31. marts 28 326,3 568,2 0,0 -26,8  
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

Oversigt over noter 
  

 
  

Note  
 

Note  

1 Anvendt regnskabspraksis 
 

18 Varebeholdninger 

2 Regnskabsmæssige skøn og vurde-

ringer 

 
19 Tilgodehavender fra salg 

3 Omsætning 
 

20 Andre tilgodehavender 

4 Vareforbrug m.v. 
 

21 Aktiekapital 

5 Andre driftsindtægter og -omkost-

ninger 

 
22 Udskudt skat 

6 Honorar til generalforsamlingsvalgt 

revisor 

 
23 Ansvarlig lånekapital 

7 Personaleomkostninger 
 

24 Gæld til kreditinstitutter 

8 Afskrivning af langfristede aktiver 
 

25 Anden gæld 

9 Finansielle indtægter 
 

26 Ændring i driftskapital 

10 Finansielle omkostninger 
 

27 Køb af dattervirksomheder og  

aktiviteter 

11 Skat 
 

28 Likvider 

12 Immaterielle aktiver 
 

29 Eventualaktiver, -forpligtelser og 

sikkerhedsstillelser 

13 Nedskrivningstest 
 

30 Finansielle risici og finansielle in-

strumenter 

14 Materielle aktiver 
 

31 Operationel leasing 

15 Kapitalandele i dattervirksomheder 
 

32 Nærtstående parter 

16 Tilgodehavender hos tilknyttede 

virksomheder 

 
33 Begivenheder efter balancedagen 

17 Andre værdipapirer og  

kapitalandele 

 
34 Ny regnskabsregulering 
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Noter 

 1 Anvendt regnskabspraksis 

 MHolding A/S er et aktieselskab hjemmehørende i Danmark. Årsrapporten for perioden 

1. april 2010 – 31. marts 2011 omfatter både koncernregnskab for MHolding A/S og dets 

datterselskaber (koncernen) samt årsregnskab for moderselskabet. 

 Årsrapporten for MHolding A/S for 2010/11 aflægges i overensstemmelse med International 

Financial Reporting Standards som godkendt af EU og IFRS-bekendtgørelsen udstedt i hen-

hold til årsregnskabsloven.  

 Årsrapporten opfylder tillige International Financial Reporting Standards udstedt af IASB. 

 

Grundlag for udarbejdelse 

 Årsrapporten præsenteres i millioner danske kroner.  

 Årsrapporten er udarbejdet efter det historiske kostprincip, bortset fra at derivater måles til 

dagsværdi. 

 Langfristede aktiver og afhændelsesgrupper bestemt for salg måles til den laveste værdi af 

regnskabsmæssig værdi før den ændrede klassifikation eller dagsværdi fratrukket salgsom-

kostninger. 

 Den anvendte regnskabspraksis, som er beskrevet nedenfor, er anvendt konsistent i regn-

skabsåret og for sammenligningstallene. For standarder, der implementeres fremadrettet, 

korrigeres sammenligningstallene ikke. 

 

Ændring af anvendt regnskabspraksis 

 
Med virkning fra regnskabsåret 2010/11 har MHolding A/S implementeret de standarder og 

fortolkningsbidrag, der træder i kraft for 2010/11. Ingen af disse har påvirket indregning og 

måling i 2010/11 eller forventes at påvirke MHolding A/S med den nuværende aktivitet. 
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Noter 

 1 Anvendt regnskabspraksis (fortsat) 

 

Beskrivelse af anvendt regnskabspraksis 

 Koncernregnskabet 

 Koncernregnskabet omfatter moderselskabet MHolding A/S samt dattervirksomheder, hvori 

MHolding A/S har bestemmende indflydelse på virksomhedens finansielle og driftsmæssige 

politikker for at opnå afkast eller andre fordele fra dens aktiviteter. Bestemmende indflydelse 

opnås ved direkte eller indirekte at eje eller råde over mere end 50 % af stemmerettighederne 

eller på anden måde kontrollere den pågældende virksomhed.  

 Ved vurdering af om MHolding A/S har bestemmende eller betydelig indflydelse tages højde 

for potentielle stemmerettigheder, der på balancedagen kan udnyttes. 

 Koncernregnskabet er udarbejdet som et sammendrag af moderselskabets og de enkelte dat-

tervirksomheders regnskaber opgjort efter koncernens regnskabspraksis, elimineret for kon-

cerninterne indtægter og omkostninger, aktiebesiddelser, interne mellemværender og udbyt-

ter samt realiserede og urealiserede fortjenester ved transaktioner mellem de konsoliderede 

virksomheder. Urealiserede tab elimineres på samme måde som urealiserede fortjenester, i 

det omfang der ikke er sket værdiforringelse. 

 I koncernregnskabet indregnes dattervirksomhedernes regnskabsposter 100 %. 

 Virksomhedssammenslutninger 

 Nyerhvervede eller nystiftede virksomheder indregnes i koncernregnskabet fra overtagelses-

tidspunktet. Solgte eller afviklede virksomheder indregnes i den konsoliderede resultatopgø-

relse frem til afståelsestidspunktet. Sammenligningstal korrigeres ikke for nyerhvervede 

virksomheder. 

 Ved køb af nye virksomheder, hvor MHolding A/S opnår bestemmende indflydelse over den 

købte virksomhed, anvendes overtagelsesmetoden. De tilkøbte virksomheders identificerbare 

aktiver, forpligtelser og eventualforpligtelser måles til dagsværdi på overtagelsestidspunktet. 

Identificerbare immaterielle aktiver indregnes, hvis de kan udskilles eller udspringer fra en 

kontraktlig ret. Der indregnes udskudt skat af de foretagne omvurderinger. 

 Overtagelsestidspunktet er det tidspunkt, hvor MHolding A/S faktisk opnår kontrol over den 

overtagne virksomhed. 
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Noter 

 1 Anvendt regnskabspraksis (fortsat) 

 Positive forskelsbeløb (goodwill) mellem på den ene side købsvederlaget og på den anden 

side dagsværdien af de overtagne identificerbare aktiver, forpligtelser og eventualforpligtel-

ser indregnes som goodwill under immaterielle aktiver. Goodwill afskrives ikke, men testes 

årligt for værdiforringelse. Første værdiforringelsestest udføres inden udgangen af overtagel-

sesåret. Ved overtagelsen henføres goodwill til de pengestrømsfrembringende enheder, der 

efterfølgende danner grundlag for værdiforringelsestest. Goodwill og dagsværdireguleringer 

i forbindelse med overtagelse af en udenlandsk enhed med en anden funktionel valuta end 

MHolding koncernens præsentationsvaluta behandles som aktiver og forpligtelser tilhørende 

den udenlandske enhed og omregnes ved første indregning til den udenlandske enheds funk-

tionelle valuta med transaktionsdagens valutakurs. Negative forskelsbeløb (negativ goodwill) 

indregnes i resultatopgørelsen på overtagelsestidspunktet. 

 Købsvederlaget for en virksomhed består af dagsværdien af det aftalte vederlag i form af 

overtagne aktiver, påtagne forpligtelser og udstedte egenkapitalinstrumenter. Omkostninger, 

der kan henføres til virksomhedssammenslutninger, indregnes direkte i resultatopgørelsen 

ved afholdelsen.  

 Hvis der på overtagelsestidspunktet er usikkerhed om identifikation eller måling af overtagne 

aktiver, forpligtelser eller eventualforpligtelser, sker første indregning på baggrund af forelø-

bigt opgjorte værdier. Hvis det efterfølgende viser sig, at identifikation eller måling af købs-

vederlaget, overtagne aktiver, forpligtelser eller eventualforpligtelser var forkert ved første 

indregning, reguleres opgørelsen med tilbagevirkende kraft, herunder goodwill, indtil 12 

måneder efter overtagelsen, og sammenligningstal tilpasses. Herefter reguleres goodwill 

ikke. 

 Fortjeneste eller tab ved afhændelse eller afvikling af dattervirksomheder opgøres som for-

skellen mellem salgssummen eller afviklingssummen og den regnskabsmæssige værdi af 

nettoaktiver inkl. goodwill på salgstidspunktet samt omkostninger til salg eller afvikling.  

 Omregning af fremmed valuta 

 For hver af de rapporterende virksomheder i koncernen fastsættes en funktionel valuta. Den 

funktionelle valuta er den valuta, som benyttes i det primære økonomiske miljø, hvori den 

enkelte rapporterende virksomhed opererer. Transaktioner i andre valutaer end den funktio-

nelle valuta er transaktioner i fremmed valuta. 

 Transaktioner i fremmed valuta omregnes ved første indregning til den funktionelle valuta 

efter transaktionsdagens kurs. Valutakursdifferencer, der opstår mellem transaktionsdagens 

kurs og kursen på betalingsdagen, indregnes i resultatopgørelsen under finansielle indtægter 

eller omkostninger. 
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Noter 

 1 Anvendt regnskabspraksis (fortsat) 

 Tilgodehavender, gæld og andre monetære poster i fremmed valuta omregnes til den funkti-

onelle valuta til balancedagens valutakurs. Forskellen mellem balancedagens kurs og kursen 

på tidspunktet for tilgodehavendets eller gældens opståen eller kursen i den seneste årsrap-

port indregnes i resultatopgørelsen under finansielle indtægter og omkostninger. 

 Ved indregning i koncernregnskabet af virksomheder med en anden funktionel valuta end 

danske kroner omregnes resultatopgørelserne til transaktionsdagens kurs, og balanceposterne 

omregnes til balancedagens valutakurser. Som transaktionsdagens kurs anvendes gennem-

snitskurs for de enkelte måneder, i det omfang dette ikke giver et væsentligt anderledes bil-

lede. Kursforskelle, opstået ved omregning af disse virksomheders egenkapital ved årets 

begyndelse til balancedagens valutakurser og ved omregning af resultatopgørelser fra trans-

aktionsdagens kurs til balancedagens valutakurser, indregnes direkte i egenkapitalen under 

en særskilt reserve for valutakursreguleringer.  

 Kursregulering af mellemværender, der anses for en del af den samlede nettoinvestering i 

virksomheder med en anden funktionel valuta end danske kroner, indregnes i koncern-

regnskabet direkte i egenkapitalen under en særskilt reserve for valutakursreguleringer. 

Tilsvarende indregnes i koncernregnskabet valutakursgevinster og -tab på den del af lån og 

afledte finansielle instrumenter, der er indgået til kurssikring af nettoinvesteringen i disse 

virksomheder, og som effektivt sikrer mod tilsvarende valutakursgevinster/-tab på netto-

investering i virksomheden, direkte i egenkapitalen under en særskilt reserve for valuta-

kursreguleringer. 

 Ved hel eller delvis afståelse af udenlandske enheder eller ved tilbagebetaling af mellemvæ-

render, der anses for en del af nettoinvesteringen, indregnes den andel af de akkumulerede 

valutakursreguleringer, der er indregnet direkte i egenkapitalen, og som kan henføres hertil, i 

resultatopgørelsen samtidig med eventuel gevinst eller tab ved afståelsen. 

 Afledte finansielle instrumenter 

 Afledte finansielle instrumenter indregnes fra handelsdagen og måles i balancen til dags-

værdi. Positive og negative dagsværdier af afledte finansielle instrumenter indgår i andre til-

godehavender henholdsvis anden gæld, og modregning af positive og negative værdier fore-

tages alene, når virksomheden har ret til og intention om at afregne flere finansielle instru-

menter netto. Dagsværdier for afledte finansielle instrumenter opgøres på grundlag af aktu-

elle markedsdata og anerkendte værdiansættelsesmetoder. 

 Dagsværdisikring 

 Ændringer i dagsværdi af afledte finansielle instrumenter, der er klassificeret som og opfyl-

der kriterierne for sikring af dagsværdien af et indregnet aktiv eller en indregnet forpligtelse, 

indregnes i resultatopgørelsen sammen med ændringer i værdien af det sikrede aktiv eller 

den sikrede forpligtelse for så vidt angår den del, der er sikret. 
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Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Noter 

 1 Anvendt regnskabspraksis (fortsat) 

 Pengestrømssikring 

 Ændringer i den del af dagsværdien af afledte finansielle instrumenter, der er klassificeret 

som og opfylder betingelserne for sikring af fremtidige betalingsstrømme, og som effektivt 

sikrer ændringer i fremtidige pengestrømme, indregnes i egenkapitalen under en særskilt 

reserve for sikringstransaktioner, indtil de sikrede pengestrømme påvirker resultatopgørel-

sen. På dette tidspunkt overføres gevinst eller tab vedrørende sådanne sikringstransaktioner 

fra egenkapitalen og indregnes i samme regnskabspost som det sikrede.  

 Hvis sikringsinstrumentet ikke længere opfylder kriterierne for regnskabsmæssig sikring, 

ophører sikringsforholdet fremadrettet. Den akkumulerede værdiændring indregnet i egenka-

pitalen overføres til resultatopgørelsen, når de sikrede pengestrømme påvirker resultatopgø-

relsen. 

 Forventes de sikrede pengestrømme ikke længere at blive realiseret, overføres den akkumu-

lerede værdiændring til resultatopgørelsen straks. 

 Den del af det afledte finansielle instrument, som ikke indgår i et sikringsforhold, præsen-

teres under finansielle poster. 

 Andre afledte finansielle instrumenter 

 For afledte finansielle instrumenter, som ikke klassificeres som og/eller opfylder betingelser-

ne for behandling som sikringsinstrumenter, indregnes ændringer i dagsværdi løbende i re-

sultatopgørelsen under finansielle poster. 

 Resultatopgørelsen 

 Omsætning 

 Omsætningen ved salg af handelsvarer indregnes i resultatopgørelsen, hvis levering og risi-

koovergang til køber har fundet sted inden årets udgang, og såfremt indtægten kan opgøres 

pålideligt og forventes modtaget. 

 Omsætningen måles til dagsværdien af det aftalte vederlag ekskl. moms og afgifter opkrævet 

på vegne af tredjepart. Alle former for afgivne rabatter indregnes i omsætningen. 
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 Vareforbrug 

 Vareforbruget omfatter omkostninger til årets varekøb tillagt forskydninger på handelsvare-

lagrene for at opnå årets nettoomsætning.  

 Vareforbruget indregnes efter fradrag af leverandørrabatter og -bonus.  

 Andre eksterne omkostninger 

 Andre eksterne omkostninger omfatter administrationsomkostninger samt øvrige omkostnin-

ger til drift og vedligeholdelse. 

 Personaleomkostninger 

 Personaleomkostninger omfatter lønninger, gager, pension og øvrige personaleomkostninger. 

 Andre driftsindtægter og -omkostninger 

 Andre driftsindtægter og -omkostninger omfatter regnskabsposter af sekundær karakter i 

forhold til virksomhedernes aktiviteter, herunder avance og tab ved løbende salg og udskift-

ning af immaterielle og materielle aktiver samt royalty-indtægter. Fortjeneste og tab ved salg 

af immaterielle og materielle aktiver opgøres som salgsprisen med fradrag af salgsomkost-

ninger og den regnskabsmæssige værdi på salgstidspunktet.  

 Finansielle indtægter og omkostninger 

 Finansielle indtægter og omkostninger indeholder renter, kursgevinster og -tab samt ned-

skrivninger vedrørende værdipapirer, gæld og transaktioner i fremmed valuta, amortisering 

af finansielle aktiver og forpligtelser, herunder finansielle leasingforpligtelser, samt tillæg og 

godtgørelser under acontoskatteordningen m.v. Endvidere medtages ændringer i dagsværdien 

af afledte finansielle instrumenter, der ikke kan eller er klassificeret som sikringsaftaler. 

 Udbytte fra kapitalandele i dattervirksomheder indtægtsføres i moderselskabets resultatopgø-

relse i det regnskabsår, hvor udbyttet deklareres.  
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 Skat af årets resultat  

 Moderselskabet og dets danske dattervirksomheder er omfattet af de danske regler om sambe-

skatning af MHolding A/S koncernen. 

 MHolding A/S er administrationsselskab for sambeskatningen og afregner som følge heraf alle 

betalinger af dansk selskabsskat med skattemyndighederne. 

 Den aktuelle danske selskabsskat fordeles ved afregning af sambeskatningsbidrag mellem de 

sambeskattede selskaber i forhold til disses skattepligtige indkomster. I tilknytning hertil mod-

tager selskaber med skattemæssigt underskud sambeskatningsbidrag fra selskaber, der har kun-

net anvende disse underskud til nedsættelse af eget skattemæssigt overskud (fuld fordeling).   

 Årets skat, der består af årets aktuelle skat, årets sambeskatningsbidrag og ændring i udskudt 

skat, indregnes i resultatopgørelsen med den del, der kan henføres til årets resultat og direkte i 

egenkapitalen med den del, der kan henføres til posteringer direkte i egenkapitalen. 

 Balancen 

 Immaterielle aktiver 

 Goodwill 

 Goodwill indregnes ved første indregning i balancen til kostpris som beskrevet under "Virk-

somhedssammenslutninger". Efterfølgende måles goodwill til kostpris med fradrag af akku-

mulerede nedskrivninger. Der foretages ikke amortisering af goodwill. 

 Varemærker og navnerettigheder 

 

Varemærker og navnerettigheder, erhvervet i forbindelse med virksomhedssammenslutning, 

måles til kostpris med fradrag af akkumulerede af- og nedskrivninger. Varemærker og nav-

nerettigheder afskrives lineært over 15 år. 

 Andelsbeviser 

 

Andelsbeviser indregnes ved første indregning i balancen til kostpris. Efterfølgende måles 

andelsbeviser til kostpris med fradrag af akkumulerede nedskrivninger. Der foretages ikke 

amortisering af andelsbeviser, idet levetiden er udefinerbar. 
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 Andre immaterielle aktiver 

 Andre immaterielle aktiver, som består af betalinger ved overtagelse af lejemål, herunder im-

materielle aktiver erhvervet i forbindelse med virksomhedssammenslutninger, måles til kost-

pris med fradrag af akkumulerede af- og nedskrivninger. Andre immaterielle aktiver afskri-

ves lineært over 5-10 år.  

 Materielle aktiver 

 Grunde og bygninger, andre anlæg, driftsmateriel og inventar samt indretning af lejede lo-

kaler måles til kostpris med fradrag af akkumulerede af- og nedskrivninger.  

 Kostprisen omfatter anskaffelsesprisen og omkostninger direkte tilknyttet anskaffelsen indtil 

det tidspunkt, hvor aktivet er klar til brug. For egenfremstillede aktiver omfatter kostprisen 

direkte og indirekte omkostninger til materialer, komponenter, underleverandører og løn 

samt låneomkostninger fra specifik og generel låntagning, der direkte vedrører opførelsen af 

det enkelte aktiv. 

 Efterfølgende omkostninger, f.eks. ved udskiftning af bestanddele af et materielt aktiv, ind-

regnes i den regnskabsmæssige værdi af det pågældende aktiv, når det er sandsynligt, at af-

holdelsen vil medføre fremtidige økonomiske fordele for koncernen. De udskiftede bestand-

dele ophører med at være indregnet i balancen, og den regnskabsmæssige værdi overføres til 

resultatopgørelsen. Alle andre omkostninger til almindelig reparation og vedligeholdelse ind-

regnes i resultatopgørelsen ved afholdelsen. 

 Kostprisen på et samlet aktiv opdeles i separate bestanddele, der afskrives hver for sig, hvis 

brugstiden på de enkelte bestanddele er forskellig. Materielle aktiver afskrives lineært over 

aktivernes/komponenternes forventede brugstid, der udgør: 

 Bygning og bygningsbestanddele 15-25 år 

 Andre anlæg, driftsmateriel og inventar 3-7 år 

 Indretning af lejede lokaler 5-10 år 

   

 Grunde afskrives ikke. 

 Afskrivningsgrundlaget opgøres under hensyntagen til aktivets scrapværdi og reduceres med 

eventuelle nedskrivninger. Scrapværdien fastsættes på anskaffelsestidspunktet og revurderes 

årligt. Overstiger scrapværdien aktivets regnskabsmæssige værdi, ophører afskrivning. 

 Ved ændring i afskrivningsperioden eller scrapværdien indregnes virkningen for afskrivnin-

ger fremadrettet som en ændring i regnskabsmæssigt skøn.  
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 Kapitalandele i dattervirksomheder i moderselskabets årsregnskab 

 Kapitalandele i dattervirksomheder måles i moderselskabets årsregnskab til kostpris. Hvis 

der er indikation for værdiforringelse, foretages værdiforringelsestest som beskrevet i an-

vendt regnskabspraksis for koncernregnskabet. Hvor den regnskabsmæssige værdi overstiger 

genindvindingsværdien, nedskrives til denne lavere værdi.  

 Ved udlodning af andre reserver end optjent overskud i dattervirksomheder, reducerer udlod-

ningen kostprisen for kapitalandelene, når udlodningen har karakter af tilbagebetaling af 

moderselskabets investering.  

 Værdiforringelse af langfristede aktiver 

 Goodwill og immaterielle aktiver med udefinerbar brugstid testes årligt for værdiforringelse, 

første gang inden udgangen af overtagelsesåret. Igangværende udviklingsprojekter testes til-

svarende årligt for værdiforringelse. 

 Den regnskabsmæssige værdi af goodwill testes for værdiforringelse sammen med de øvrige 

langfristede aktiver i den pengestrømsfrembringende enhed og nedskrives til genindvin-

dingsværdi over resultatopgørelsen, hvis den regnskabsmæssige værdi er højere. Genindvin-

dingsværdien opgøres som hovedregel som nutidsværdien af de forventede fremtidige netto-

pengestrømme.  

 Udskudte skatteaktiver vurderes årligt og indregnes kun i det omfang, det er sandsynligt, at 

de vil blive udnyttet. 

 Den regnskabsmæssige værdi af øvrige langfristede aktiver vurderes årligt for at afgøre, om 

der er indikation af værdiforringelse. Når en sådan indikation er til stede, beregnes aktivets 

genindvindingsværdi. Genindvindingsværdien er den højeste af aktivets dagsværdi med fra-

drag af forventede afhændelsesomkostninger eller kapitalværdi. Kapitalværdien beregnes 

som nutidsværdien af forventede fremtidige pengestrømme fra aktivet eller den pengestrøms-

frembringende enhed, som aktivet er en del af. 

 Et tab ved værdiforringelse indregnes, når den regnskabsmæssige værdi af et aktiv henholds-

vis en pengestrømsfrembringende enhed overstiger aktivets eller den pengestrømsfrembrin-

gende enheds genindvindingsværdi. Tab ved værdiforringelse indregnes i resultatopgørelsen 

under afskrivning af langfristede aktiver. Nedskrivning af goodwill indregnes dog i en sepa-

rat linje i resultatopgørelsen. 
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 Nedskrivninger på goodwill tilbageføres ikke. Nedskrivninger på andre aktiver tilbageføres i 

det omfang, der er sket ændringer i de forudsætninger og skøn, der førte til nedskrivningen. 

Nedskrivninger tilbageføres kun i det omfang, aktivets nye regnskabsmæssige værdi ikke 

overstiger den regnskabsmæssige værdi, aktivet ville have haft efter afskrivninger, hvis akti-

vet ikke havde været nedskrevet. 

 Varebeholdninger 

 Varebeholdninger måles til kostpris opgjort efter FIFO-metoden eller nettorealisationsvær-

dien, hvis denne er lavere. 

 Kostpris for handelsvarer og hjælpematerialer omfatter anskaffelsespris med tillæg af hjem-

tagelsesomkostninger. 

 Nettorealisationsværdien for varebeholdninger opgøres som salgssum med fradrag af om-

kostninger, der afholdes for at effektuere salget, og fastsættes under hensyntagen til omsæt-

telighed, ukurans og udvikling i forventet salgspris. 

 Tilgodehavender 

 Tilgodehavender måles til amortiseret kostpris. Der foretages nedskrivning til imødegåelse af 

tab, hvor der vurderes at være indtruffet en objektiv indikation på, at et tilgodehavende er 

værdiforringet. Hvis der foreligger en objektiv indikation på, at et individuelt tilgodehavende 

er værdiforringet, foretages nedskrivning på individuelt niveau. 

 Nedskrivninger opgøres som forskellen mellem den regnskabsmæssige værdi og nutidsvær-

dien af de forventede pengestrømme, herunder realisationsværdi af eventuelle modtagne sik-

kerhedsstillelser. Som diskonteringssats anvendes den effektive rente, som er anvendt på 

tidspunktet for første indregning, for det enkelte tilgodehavende eller portefølje.  

 Indtægtsførelsen af renter på nedskrevne tilgodehavender beregnes på den nedskrevne værdi 

med den effektive rente for det enkelte tilgodehavende eller portefølje. 

 Periodeafgrænsningsposter 

 Periodeafgrænsningsposter, indregnet under aktiver, omfatter betalte omkostninger vedrø-

rende efterfølgende regnskabsår og måles til kostpris. 
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 Andre værdipapirer og kapitalandele  

 Aktier, der ikke indgår i koncernens handelsbeholdning (disponible for salg), indregnes un-

der langfristede aktiver til dagsværdi tillagt omkostninger på handelsdatoen og måles til 

dagsværdi svarende til en skønnet dagsværdi opgjort på grundlag af aktuelle markedsdata og 

anerkendte værdiansættelsesmetoder for unoterede værdipapirer. Hvor det ikke er muligt at 

opgøre en pålidelig dagsværdi, måles værdipapirer til kostpris. Urealiserede værdiregule-

ringer indregnes direkte på egenkapitalen bortset fra nedskrivninger som følge af værdi-

forringelse, som indregnes i resultatopgørelsen under finansielle poster. Ved realisation over-

føres den akkumulerede værdiregulering indregnet i egenkapitalen til finansielle poster i 

resultatopgørelsen. 

 Egenkapital 

 Udbytte 

 Udbytte indregnes som en forpligtelse på tidspunktet for vedtagelse på den ordinære general-

forsamling (deklareringstidspunktet). Udbytte, som foreslås udbetalt for året, vises som en 

særskilt post under egenkapitalen. 

 Acontoudbytte indregnes som en forpligtelse på beslutningstidspunktet. 

 Overkurs ved emission 

 Overkurs ved emission omfatter beløb ud over den nominelle aktiekapital, som er indbetalt 

af aktionærerne ved kapitaludvidelser. Reserven er en del af virksomhedens frie reserver. 

 Reserve for sikringstransaktioner 

 Reserve for sikringstransaktioner indeholder den akkumulerede nettoændring i dagsværdien 

af sikringstransaktioner, der opfylder kriterierne for sikring af fremtidige betalingsstrømme, 

og hvor den sikrede transaktion endnu ikke er realiseret. 

 Reserve for valutakursregulering 

 Reserve vedrørende valutakursregulering i koncernregnskabet omfatter moderselskabets 

andel af valutakursdifferencer, opstået ved omregning af regnskaber for udenlandske virk-

somheder fra deres funktionelle valutaer til MHolding koncernens præsentationsvaluta (dan-

ske kroner). 
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 Medarbejderydelser 

 Pensionsforpligtelser og lignende langfristede forpligtelser 

 Koncernen har indgået pensionsaftaler og lignende aftaler med hovedparten af koncernens 

ansatte. 

 Forpligtelser vedrørende bidragsbaserede pensionsordninger, hvor koncernen løbende ind-

betaler faste pensionsbidrag til uafhængige pensionsselskaber, indregnes i resultatopgørelsen 

i den periode, de optjenes, og skyldige indbetalinger indregnes i balancen under anden gæld.  

 Koncernen har ikke indgået ydelsesbaserede ordninger.  

 Betalbar skat og udskudt skat 

 Efter sambeskatningsreglerne overtager MHolding A/S som administrationsselskab hæftel-

sen for dets danske dattervirksomheders selskabsskatter over for skattemyndighederne i takt 

med betaling af sambeskatningsbidrag til MHolding A/S. 

 Aktuelle skatteforpligtelser og tilgodehavende aktuel skat indregnes i balancen som beregnet 

skat af årets skattepligtige indkomst, reguleret for skat af tidligere års skattepligtige indkom-

ster og for betalte acontoskatter. 

 Udskudt skat måles efter den balanceorienterede gældsmetode af alle midlertidige forskelle 

mellem regnskabsmæssig og skattemæssig værdi af aktiver og forpligtelser. Der indregnes 

dog ikke udskudt skat af midlertidige forskelle vedrørende skattemæssigt ikke-afskrivnings-

berettiget goodwill og kontorejendomme samt andre poster, hvor midlertidige forskelle – 

bortset fra virksomhedsovertagelser – er opstået på anskaffelsestidspunktet uden at have ef-

fekt på resultat eller skattepligtig indkomst. I de tilfælde, hvor opgørelse af skatteværdien 

kan foretages efter forskellige beskatningsregler, måles udskudt skat på grundlag af den af 

ledelsen planlagte anvendelse af aktivet henholdsvis afvikling af forpligtelsen. 

 Udskudte skatteaktiver, herunder skatteværdien af fremførselsberettigede skattemæssige un-

derskud, indregnes under andre langfristede aktiver med den værdi, hvortil de forventes at 

blive anvendt, enten ved udligning i skat af fremtidig indtjening eller ved modregning i ud-

skudte skatteforpligtelser inden for samme juridiske skatteenhed og jurisdiktion. 

 Der foretages regulering af udskudt skat vedrørende foretagne elimineringer af urealiserede 

koncerninterne avancer og tab. 
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 Udskudt skat måles på grundlag af de skatteregler og skattesatser i de respektive lande, der 

med balancedagens lovgivning vil være gældende, når den udskudte skat forventes udløst 

som aktuel skat. Ændring i udskudt skat som følge af ændringer i skattesatser indregnes i re-

sultatopgørelsen. 

 Hensatte forpligtelser 

 Hensatte forpligtelser indregnes, når koncernen som følge af en begivenhed indtruffet før 

eller på balancedagen har en retlig eller faktisk forpligtelse, og det er sandsynligt, at der må 

afgives økonomiske fordele for at indfri forpligtelsen.  

 Hensatte forpligtelser måles til ledelsens bedste skøn over det beløb, hvormed forpligtelsen 

forventes at kunne indfries.  

 Finansielle forpligtelser 

 Gæld til kreditinstitutter m.v. indregnes ved lånoptagelse til det modtagne provenu efter fra-

drag af afholdte transaktionsomkostninger. I efterfølgende perioder måles de finansielle for-

pligtelser til amortiseret kostpris ved anvendelse af "den effektive rentes metode", således at 

forskellen mellem provenuet og den nominelle værdi indregnes i resultatopgørelsen under fi-

nansielle omkostninger over låneperioden. 

 Øvrige finansielle forpligtelser måles til amortiseret kostpris. 

 

Leasing 

 Leasingydelser vedrørende operationelle leasingaftaler indregnes lineært i resultatopgørelsen 

over leasingperioden. 

 

Pengestrømsopgørelse 

 Pengestrømsopgørelsen viser pengestrømme fordelt på drifts-, investerings- og finansierings-

aktivitet for året, årets forskydning i likvider samt likvider ved årets begyndelse og slutning. 

 Likviditetsvirkningen af køb og salg af virksomheder vises separat under pengestrømme fra 

investeringsaktivitet. I pengestrømsopgørelsen indregnes købte virksomheders pengestrøm-

me fra overtagelsestidspunktet, og solgte virksomheders pengestrømme indregnes frem til 

salgstidspunktet. 

 Pengestrømme fra driftsaktivitet opgøres efter den indirekte metode som resultat før skat re-

guleret for ikke-kontante driftsposter, ændring i driftskapital, modtagne og betalte renter, 

modtagne udbytter og betalt selskabsskat. 
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 Pengestrømme fra investeringsaktivitet omfatter betaling i forbindelse med køb og salg af 

virksomheder og aktiviteter, køb og salg af immaterielle, materielle og andre langfristede 

aktiver samt køb og salg af værdipapirer, der ikke medregnes som likvider. 

 Pengestrømme fra finansieringsaktivitet omfatter ændringer i størrelse eller sammensætning 

af aktiekapital og omkostninger forbundet hermed samt optagelse af lån, afdrag på rentebæ-

rende gæld, køb og salg af egne aktier samt betaling af udbytte til selskabsdeltagere. 

 Likvider omfatter likvide beholdninger og værdipapirer med en restløbetid på købstidspunk-

tet på under 3 måneder, og som uden hindring kan omsættes til likvide beholdninger, og 

hvorpå der kun er ubetydelige risici for værdiændringer. 

 Pengestrømme i andre valutaer end den funktionelle valuta omregnes med gennemsnitlige 

valutakurser, med mindre disse afviger væsentligt fra transaktionsdagens kurser. 

 Nøgletal 

 Nøgletal er beregnet i overensstemmelse med Den Danske Finansanalytikerforenings "Anbe-

falinger & Nøgletal 2010". 

 2 Regnskabsmæssige skøn og vurderinger 

 Skønsmæssig usikkerhed 

 Opgørelsen af den regnskabsmæssige værdi af visse aktiver og forpligtelser kræver vurde-

ringer, skøn og forudsætninger om fremtidige begivenheder.  

 De foretagne skøn og forudsætninger er baseret på historiske erfaringer og andre faktorer, 

som ledelsen vurderer forsvarlige efter omstændighederne, men som i sagens natur er usikre 

og uforudsigelige. Forudsætningerne kan være ufuldstændige eller unøjagtige, og uventede 

begivenheder eller omstændigheder kan opstå. Endvidere er virksomheden underlagt risici 

og usikkerheder, som kan føre til, at de faktiske udfald afviger fra disse skøn. Særlige risici 

for MHolding koncernen er omtalt i ledelsesberetningen, side 8, og note 30.  

 Det kan være nødvendigt at ændre tidligere foretagne skøn som følge af ændringer i de for-

hold, der lå til grund for de tidligere skøn eller på grund af ny viden eller efterfølgende begi-

venheder. 

 Skøn, der er væsentlige for regnskabsaflæggelsen, foretages bl.a. ved opgørelsen af af- og 

nedskrivninger. 
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 Nedskrivningstest for goodwill 

 Ved den årlige nedskrivningstest af goodwill foretages skøn over, hvorledes de dele af virk-

somheden (pengestrømsfrembringende enheder), som goodwillen knytter sig til, vil være i 

stand til at generere tilstrækkelige positive nettopengestrømme i fremtiden til at understøtte 

værdien af goodwill og øvrige nettoaktiver i den pågældende del af virksomheden. 

 Som følge af forretningens karakter må der skønnes over forventede pengestrømme mange år 

ud i fremtiden, hvilket naturligt fører til en vis usikkerhed. Usikkerheden er afspejlet i den 

valgte diskonteringsrente. 

 Nedskrivningstesten og de særligt følsomme forhold i forbindelse hermed er nærmere be-

skrevet i note 13. 

 Anvendt regnskabspraksis 

 Som led i anvendelsen af koncernens regnskabspraksis foretager ledelsen vurderinger, ud 

over skønsmæssige vurderinger, som kan have væsentlig indvirkning på de i årsrapporten 

indregnede beløb.  

 I 2010/11 har ledelsen ikke foretaget væsentlige vurderinger. 

      

   Koncern     

 mio. kr.   2010/11 2009/10       

 3 Omsætning 

 Salg af handelsvarer fra detailbutikker   2.745,4 2.707,4 

 Salg af handelsvarer til detailbutikker   246,2 240,5       

    2.991,6 2.947,9 
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   Koncern     

 mio. kr.   2010/11 2009/10       

 4 Vareforbrug m.v. 

 Årets vareforbrug    1.644,3 1.621,6 

 Årets nedskrivning af varebeholdnin-

ger    6,8 0,2 

 Tilbageførte nedskrivninger på vare-

beholdninger   0,0 0,0 

   

 Koncernen har ikke haft forsknings- og 

udviklingsaktiviteter.     

   

 5 Andre driftsindtægter og -omkostninger 

 Andre driftsindtægter     

 Avance ved salg af materielle aktiver   0,2 0,0       

    0,2 0,0 
  

 
 

  
 Andre driftsomkostninger     

 Tab ved salg af materielle aktiver   0,6 0,1       

    0,6 0,1 
  

 
 

  
   

  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 6 Honorar til generalforsamlingsvalgt 

revisor 

 Samlet honorar til KPMG 3,3 3,4 0,1 0,1  
 

    
 Der kan specificeres således: 

    

 Revision 1,7 2,1 0,1 0,1 

 Andre erklæringsopgaver med sikker-

hed 0,1 0,1 0,0 0,0 

 Skatte- og momsmæssig rådgivning 1,2 0,4 0,0 0,0 

 Andre ydelser 0,3 0,8 0,0 0,0   
    

  3,3 3,4 0,1 0,1  
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  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 7 Personaleomkostninger 

 Gager og lønninger  507,0 517,7 0,0 0,0 

 Bidragsbaserede pensionsordninger 36,3 38,3 0,0 0,0 

 Andre omkostninger  13,8 15,1 0,0 0,0 
  

    

 Personaleomkostninger i alt 557,1 571,1 0,0 0,0 
      
      

 Antal ansatte 1.996 2.089 0 0 
      
 

 Aflønning af bestyrelse, direktion og ledende medarbejdere 

      

  2010/11 2009/10   
  

 

mio. kr. 

Moder-

selskabets 

direktion 

Øvrige 

ledende 

medarbej-

dere 

Modersel-

skabets 

direktion 

Øvrige 

ledende 

medarbej-

dere   
    

 Gager 9,4 6,7 9,1 7,0 

 Pensionsbidrag 0,3 0,3 0,5 0,3 
  

    

  9,7 7,0 9,6 7,3 
      
    

 Der er ikke udbetalt honorar til moderselskabets bestyrelse.   

      

   Koncern     

 mio. kr.   2010/11 2009/10       

 8 Af- og nedskrivninger 

 Afskrivninger, immaterielle aktiver   75,3 75,2 

 Afskrivninger, materielle aktiver   50,2 60,6 

 Nedskrivning af goodwill   6,5 0,0       

    132,0 135,8  
 

 
 

  

Nedskrivningen vedrører goodwill tilknyttet Matas butikker i Sverige, jf. note 13. 
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  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 9 Finansielle indtægter 

 Renter, tilknyttede virksomheder - - 0,0 41,0 

 Dagsværdiændringer på afledte finan-

sielle instrumenter 8,8 0,0 0,0 0,0 

 Renter, likvide beholdninger m.v. 1,5 4,9 0,2 0,0   
    

  10,3 4,9 0,2 41,0  
 

    

 10 Finansielle omkostninger 

 Renter, kreditinstitutter  168,8 214,9 0,1 0,3 

 Renter, ansvarlig lånekapital 0,0 41,0 0,0 41,0 

 Amortisering af finansieringsomkost-

ninger 21,7 14,7 0,0 0,0 

 Nedskrivning af andre værdipapirer og 

kapitalandele 2,0 0,0 0,0 0,0 

 Øvrige omkostninger 1,2 2,0 0,0 0,0 
  

    

  193,7 272,6 0,1 41,3       
      

 Renter på finansielle forpligtelser målt 

til amortiseret kostpris  

udgør 137,4 172,4 0,0 0,0       
      

 11 Skat 

 Årets skat kan opdeles således:     

 Skat af årets resultat 72,4 52,9 -0,3 -0,1 

 Skat af anden totalindkomst 11,2 6,7 0,0 0,0 
  

    

  83,6 59,6 -0,3 -0,1 
 

 
    

 Skat af årets resultat fremkommer så-

ledes: 

    

 Aktuel skat 67,3 38,8 0,0 0,0 

 Udskudt skat 7,2 14,2 0,0 0,0 

 Sambeskatningsbidrag 0,0 0,0 -0,3 -0,1 

 Aktuel skat vedrørende tidligere år -2,1 -1,0 0,0 0,0 

 Regulering af udskudt skat vedrørende 

tidligere år 0,0 0,9 0,0 0,0 
  

    

  72,4 52,9 -0,3 -0,1 
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  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 11 Skat (fortsat) 

 Skat af årets resultat kan forklares så-

ledes:     

 Beregnet 25 % skat af resultat før skat 53,7 20,1 0,0 0,1 

 Rentefradragsbegrænsning 14,9 29,0 0,0 0,0 

 Øvrige 5,9 3,9 -0,3 0,0 

 Skat vedrørende tidligere år -2,1 -0,1 0,0 0,0   
    

  72,4 52,9 -0,3 0,1  
 

    
 Effektiv skatteprocent 33,7 % 65,7 % - 25,0 %  
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 12 Immaterielle aktiver 

 
  Koncern   

 

 

mio. kr. Goodwill 

Varemær-

ker og 

navneret-

tigheder 

Andels- 

beviser 

Andre 

immate-

rielle 

aktiver I alt 
  

     

 Kostpris 1. april 2009 3.459,5 1.107,1 5,8 8,6 4.581,0 

 Tilgang ved køb af datter-

virksomhed/aktivitet 103,5 0,0 0,0 0,0 103,5 

 Valutakursregulering 1,2 0,0 0,0 0,0 1,2 

 Afgang -0,1 0,0 0,0 0,0 -0,1 
  

     

 Kostpris 31. marts 2010 3.564,1 1.107,1 5,8 8,6 4.685,6 
  

     

 Af- og nedskrivninger 1. april 

2009 0,0 154,0 0,0 2,5 156,5 

 Afskrivninger 0,0 73,9 0,0 1,3 75,2   
     

 Af- og nedskrivninger 31. marts 

2010 0,0 227,9 0,0 3,8 231,7   
     

 Regnskabsmæssig værdi 

31. marts 2010 3.564,1 879,2 5,8 4,8 4.453,9  
 

     
       

 Kostpris 1. april 2010 3.564,1 1.107,1 5,8 8,6 4.685,6 

 Tilgang ved køb af datter-

virksomhed/aktivitet 0,0 0,0 0,0 0,0 0,0 

 Valutakursregulering 0,7 0,0 0,0 0,0 0,7 

 Afgang -2,1 0,0 0,0 0,0 -2,1 
  

     

 Kostpris 31. marts 2011 3.562,7 1.107,1 5,8 8,6 4.684,2 
  

     

 Af- og nedskrivninger 1. april 

2010 0,0 227,9 0,0 3,8 231,7 

 Afskrivninger 0,0 73,9 0,0 1,4 75,3 

 Nedskrivninger 6,5 0,0 0,0 0,0 6,5   
     

 Af- og nedskrivninger 31. marts 

2011 6,5 301,8 0,0 5,2 313,5   
     

 Regnskabsmæssig værdi 

31. marts 2011 3.556,2 805,3 5,8 4,3 4.371,6  
 

     
 Afskrives over - 15 år - 5-10 år   

 
     

 
Andre immaterielle aktiver omfatter nøglepenge vedrørende lejemål m.v. 

 
Bortset fra goodwill og andelsbeviser er det vurderet, at alle immaterielle aktiver har en 

begrænset brugstid. 

 
Nedskrivningen er nærmere beskrevet i note 13. 
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 13 Nedskrivningstest 

 Goodwill 

 Koncernens regnskabsmæssige værdi af goodwill udgør 3.556,2 mio. kr. pr. 31. marts 2011 

(31. marts 2010: 3.564,1 mio. kr.).  

 Ledelsen har pr. 31. marts 2011 gennemført værdiforringelsestests af de regnskabsmæssige 

værdier af goodwill.  

 

Genindvindingsværdien er baseret på kapitalværdien, som er fastlagt ved anvendelse af for-

ventede nettopengestrømme på basis af budgetter for årene 2011-2015 og en diskonterings-

faktor før skat på 10,1 % (31. marts 2010: 10,1 %). 

 Dækningsgraden for budgetteringsperioden er skønnet baseret på den historiske gennemsnit-

lige dækningsgrad. Der er ikke forudsat væsentlig vækst i dækningsgraden.  

 Den vægtede gennemsnitlige vækstrate, brugt til ekstrapolering af fremtidige nettopenge-

strømme for årene efter 2015, er skønnet til 2 % (31. marts 2010: 2 %). Vækstraten vurderes 

ikke at overstige den langsigtede gennemsnitlige vækstrate inden for koncernens markeder. 

 Baseret på de foretagne værdiforringelsestest er goodwill tilknyttet Matas butikkerne i 

Sverige nedskrevet med 6,5 mio. kr. Regnskabsmæssig goodwill tilknyttet Matas butikkerne 

i Sverige udgør herefter 3,1 mio. kr. pr. 31. marts 2011. 

 Ledelsen vurderer, at sandsynlige ændringer i de grundlæggende forudsætninger ikke vil 

medføre, at den regnskabsmæssige værdi efter nedskrivning af goodwill vil overstige gen-

indvindingsværdien.
 

 
Øvrige langfristede aktiver 

 Ledelsen har ikke identificeret faktorer, der indikerer, at der er behov for at gennemføre vær-

diforringelsestest for øvrige immaterielle aktiver. 
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 14 Materielle aktiver 

 
  Koncern   

 

 

mio. kr. 

Grunde og 

bygninger 

Andre 

anlæg, 

driftsmate-

riel og 

inventar 

Indretning 

af lejede 

lokaler I alt 
  

    

 Kostpris 1. april 2009 115,3 111,2 100,3 326,8 

 Kursregulering 0,0 0,1 0,2 0,3 

 Tilgang ved køb af dattervirksomhed/aktivitet 0,0 0,8 0,5 1,3 

 Tilgang 0,0 22,4 18,2 40,6 

 Afgang 0,0 -0,6 0,0 -0,6 
  

    

 Kostpris 31. marts 2010 115,3 133,9 119,2 368,4 
  

    

 Af- og nedskrivninger 1. april 2009 5,2 51,4 40,6 97,2 

 Kursregulering 0,0 0,0 0,1 0,1 

 Afskrivninger 2,5 33,0 25,1 60,6 

 Afgang 0,0 -0,5 0,0 -0,5 
  

    

 Af- og nedskrivninger 31. marts 2010 7,7 83,9 65,8 157,4 
  

    

 Regnskabsmæssig værdi 31. marts 2010 107,6 50,0 53,4 211,0 
 

 
    

      

 Kostpris 1. april 2010 115,3 133,9 119,2 368,4 

 Kursregulering 0,0 0,0 0,2 0,2 

 Tilgang 0,1 29,0 11,5 40,6 

 Afgang 0,0 -1,5 -1,6 -3,1 
  

    

 Kostpris 31. marts 2011 115,4 161,4 129,3 406,1 
  

    

 Af- og nedskrivninger 1. april 2010 7,7 83,9 65,8 157,4 

 Kursregulering 0,0 0,0 0,1 0,1 

 Afskrivninger 2,5 20,8 26,9 50,2 

 Afgang 0,0 -1,2 -0,9 -2,1 
  

    

 Af- og nedskrivninger 31. marts 2011 10,2 103,5 91,9 205,6 
  

    

 Regnskabsmæssig værdi 31. marts 2011 105,2 57,9 37,4 200,5 
 

 
    

 Afskrives over  15-25 år 3-7 år 5-10 år   
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  Moderselskab   
 

 mio. kr. 2010/11 2009/10   
  

 15 Kapitalandele i dattervirksomheder 

 Kostpris 1. april 1.888,1 1.255,5 

 Kapitalforhøjelse 0,0 632,6   
  

 Kostpris 31. marts 1.888,1 1.888,1   
  

 Nedskrivninger 1. april 0,0 0,0 

 Nedskrivninger 0,0 0,0   
  

 Nedskrivninger 31. marts 0,0 0,0   
  

 Regnskabsmæssig værdi 31. marts 1.881,1 1.881,1  
 

  
    

  

 Navn Hjemsted 

Ejerandel 

2010/11 

Ejerandel 

2009/10      
 MHolding 2 A/S Allerød, Danmark 100 % 100 %     

 MHolding 3 A/S Allerød, Danmark 100 % 100 %     

 Matas A/S  Allerød, Danmark 100 % 100 %     

  Matas Sverige AB Malmø, Sverige 100 % 100 %     

 Matas Property A/S Allerød, Danmark 100 % 100 %     

 MHolding 4 ApS Allerød, Danmark 100 % 100 %     

 MHolding 5 ApS Allerød, Danmark 100 % 100 %     

 MHolding 6 ApS Allerød, Danmark 100 % 100 %     

 P/F 31. juli 1982 Thorshavn, Færøerne 100 % 100 %     

 Chr. V. Mende & Co ApS Allerød, Danmark 0 % 100 % *) 

 Curt Lodberg ApS Allerød, Danmark 0 % 100 % *) 

 Kerteminde Materialehandel ApS Allerød, Danmark 0 % 100 % *) 

 Dalum Materialhandel ApS Allerød, Danmark 0 % 100 % *) 

 Materialisten Jane Bøtter-Jensen ApS Allerød, Danmark 0 % 100 % *) 

 Materialisten Helle Brøndum, Vejle ApS Allerød, Danmark 0 % 100 % *) 

 *) Fusioneret med MHolding 6 ApS pr. 1. april 2010. 

 16 Tilgodehavender hos tilknyttede virksomheder 

  
Ansvarligt lån er i 2009/10 konverteret til selskabskapital. Lånet blev forrentet med en fast 

rente på 12 % p.a. indtil konverteringen.  
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  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 17 Andre værdipapirer og kapitalandele 

 Kostpris 1. april 5,0 5,0 1,3 1,3 

 Tilgang 0,0 0,0 0,0 0,0 

 Afgang -3,3 0,0 -1,3 0,0   
    

 Kostpris 31. marts 1,7 5,0 0,0 1,3   
    

 Nedskrivninger 1. april 0,6 0,0 0,0 0,0 

 Nedskrivninger 2,0 0,6 0,0 0,0 

 Afgang -2,0 0,6 0,0 0,0   
    

 Nedskrivninger 31. marts 0,6 0,6 0,0 0,0   
    

 Regnskabsmæssig værdi 31. marts 1,1 4,4 0,0 1,3  
 

    
   

  Andre værdipapirer og kapitalandele vedrører ejerandele i kontokortordninger i indkøbs-

centre. 

   

   Koncern     

 mio. kr.   2010/11 2009/10       

 18 Varebeholdninger 

 Handelsvarer   612,5 627,1 
      

    612,5 627,1 
 

 
    

 Regnskabsmæssig værdi af varebeholdninger 

indregnet til nettosalgsværdi  9,7 0,0  
 

    

 19 Tilgodehavender fra salg 

 
Tilgodehavender fra salg vedrører væsentligst salg til Matas butikker, som ikke er ejet af 

koncernen. Nedskrivninger, der er indeholdt i den regnskabsmæssige værdi af tilgodehaven-

der fra salg, har udviklet sig som følger: 

   Koncern     

 mio. kr.   2010/11 2009/10       

 1. april   0,3 1,7 

 Nedskrivninger i året   0,2 0,3 

 Realiseret i året   -0,2 -1,7       

 31. marts   0,3 0,3  
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 19 Tilgodehavender fra salg (fortsat) 

 
Herudover indgår tilgodehavender fra salg, der pr. 31. marts var overforfaldne, men ikke 

værdiforringede, som følger: 

      

   Koncern     

 mio. kr.   2010/11 2009/10       

 Forfaldsperiode:     

 Op til 30 dage   0,7 0,6 

 Mellem 30 og 90 dage   0,3 0,2 

 Over 90 dage   0,3 0,2       

    1,3 1,0  
 

    

 20 Andre tilgodehavender 

 Dagsværdi af afledte finansielle 

instrumenter   8,8 0,0 

 Øvrige tilgodehavender   4,0 5,2       

    12,8 5,2  
 

    

 21 Aktiekapital 

 Selskabets aktiekapital udgør nominelt 101.688.101 kr. fordelt på aktier a 0,10 kr. Nominelt 

1.688.101 kr. præferenceaktier har ved udlodning af enhver art forlods ret til et beløb 

svarende til 12 % p.a. af 1.688.101 kr. beregnet på en akkumuleret basis og fratrukket 

udbytte udbetalt på præferenceaktier i de seneste 12 måneder. Resterende beløb udbetales til 

ligelig fordeling mellem ordinære aktier og præferenceaktier. 

 De seneste års ændringer af aktiekapitalen specificeres således: 

mio. kr. 2010/11 2009/10 2008/09 2007/08 2006/07       

Aktiekapital 1. april 101,7 101,1 101,1 100,0 0,0 

Indskud ved stiftelse  0,0 0,0 0,0 0,0 0,5 

Kapitalforhøjelse 0,0 0,6 0,0 1,1 99,5       

Aktiekapital 31. marts 101,7 101,7 101,1 101,1 100,0       

 Kapitalstyring 

 Koncernen vurderer løbende behovet for tilpasning af kapitalstrukturen. Kapitalen styres for 

koncernen som helhed.  

 Egenkapitalens andel af de samlede passiver pr. 31. marts 2011 udgør 33,2 % (31. marts 

2010: 28,2 %). 
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   Koncern     

 mio. kr.   2010/11 2009/10       

 

22 Udskudt skat 

 Udskudt skat 1. april   338,2 316,5 

 Tilgang ved køb af dattervirksomhed   0,0 -0,1 

 Regulering af udskudt skat vedrørende 

tidligere år   0,0 0,9 

 Udskudt skat indregnet i anden total-

indkomst   11,2 6,7 

 Årets udskudte skat indregnet i årets 

resultat   7,2 14,2       

 Udskudt skat 31. marts    356,6 338,2  
 

    
 

Udskudt skat indregnes således i balancen: 

   

 Udskudt skat (aktiv)   -16,3 -38,8 

 Udskudt skat (forpligtelse)   372,9 377,0       

 Udskudt skat 31. marts, netto   356,6 338,2  
 

    
 Udskudt skat vedrører: 

    

 Immaterielle aktiver   352,1 353,2 

 Materielle aktiver   24,2 22,7 

 Varebeholdninger   -15,0 -10,2 

 Øvrige aktiver   -4,7 -2,4 

 Forpligtelser   0,0 -11,2 

 Skattemæssige underskud   0,0 -13,9       

    356,6 338,2  
 

 
 

  
 Alle udskudte skatteaktiver og -forpligtelser er indregnet i balancen. 
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 22 Udskudt skat (fortsat) 
 

Ændring i midlertidige forskelle i årets løb 
   

 Koncern  

 

mio. kr.  

Balance 

1/4 

Valuta-

kursre-

gulering 

Tilgang 

ved køb 

af virk-

som-

heder 

Ind-

regnet i 

anden 

totalind-

komst 

Indreg-

net i 

årets 

resultat, 

netto  

Balance 

31/3    
      

 2009/10        

 Immaterielle aktiver  352,7 0,0 0,0 0,0 0,5 353,2 

 Materielle aktiver  24,1 0,0 -0,1 0,0 -1,3 22,7 

 Varebeholdninger  -9,1 0,0 0,0 0,0 -1,1 -10,2 

 Øvrige aktiver  -0,5 0,0 0,0 0,0 -1,9 -2,4 

 Forpligtelser  -18,2 0,0 0,0 6,7 0,3 -11,2 

 Skattemæssige underskud  -32,5 0,0 0,0 0,0 18,6 -13,9    
      

   316,5 0,0 -0,1 6,7 15,1 338,2  
  

      
 2010/11        

 Immaterielle aktiver  353,2 0,0 0,0 0,0 -1,1 352,1 

 Materielle aktiver  22,7 0,0 0,0 0,0 1,5 24,2 

 Varebeholdninger  -10,2 0,0 0,0 0,0 -4,8 -15,0 

 Øvrige aktiver  -2,4 0,0 0,0 0,0 -2,3 -4,7 

 Forpligtelser  -11,2 0,0 0,0 11,2 0,0 0,0 

 Skattemæssige underskud  -13,9 0,0 0,0 0,0 13,9 0,0    
      

   338,2 0,0 0,0 11,2 7,2 356,6  
  

      

 23 Ansvarlig lånekapital 

  
Ansvarlig lånekapital er i 2009/10 konverteret til selskabskapital. Lånet blev forrentet med 

en fast rente på 12 % p.a. indtil konverteringen.  
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  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 24 Gæld til kreditinstitutter 

 
Gæld til kreditinstitutter er indregnet 

således i balancen: 
 

 
 

 

 Langfristede forpligtelser 2.435,1 3.122,4 0,0 0,0 

 Kortfristede forpligtelser 359,1 104,1 0,0 26,8 
  

    

  2.794,2 3.226,5 0,0 26,8 
 

 
    

 Nominel værdi 2.838,3 3.292,4 0,0 26,8 
 

 
    

 Forfalder senere end 5 år efter balan-

cedagen, nominel værdi 450,0 1.546,1 0,0 0,0 
 

 
    

 Dagsværdi 2.838,3 3.292,4 0,0 26,8 
 

 
    

 
Dagsværdien af de finansielle gældsforpligtelser er opgjort som nutidsværdien af forventede 

fremtidige afdrags- og rentebetalinger. Som diskonteringsrente er anvendt koncernens aktu-

elle lånerente for tilsvarende løbetider. 

 Gæld til kreditinstitutter er variabel forrentet. Pr. 31. marts 2011 udgør den effektive rente 

2,8-5,5 % p.a. (31. marts 2010: 3,5-6,2 % p.a.).  

 Til koncernens lånefacilitet er knyttet særlige vilkår og betingelser (covenants), som koncer-

nen har opfyldt i regnskabsåret. 

 Til afdækning af renterisici er indgået renteswaps, jf. note 30. 

    

   Koncern     

 mio. kr.   2010/11 2009/10       

 25 Anden gæld 

 I langfristede forpligtelser indgår:     

 Forpligtelser vedrørende medarbejder-

obligationer   1,6 1,6 

 Dagsværdi af sikringsinstrumenter   0,0 44,6       

    1,6 46,2  
 

 
 

  
  

 Under kortfristede forpligtelser indgår væsentligst skyldige beløb vedrørende momsgæld, 

feriepengeforpligtelse og lønrelaterede gældsposter.  
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  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 26 Ændring i driftskapital 

 Ændring i varebeholdninger 15,3 48,5 0,0 0,0 

 Ændring i tilgodehavender -2,2 -3,4 34,6 -38,6 

 Ændring i leverandører og anden gæld -12,4 -1,2 -0,3 -6,6   
    

  0,7 43,9 34,3 -45,2  
 

    
    

 

27 Køb af dattervirksomheder og aktiviteter 

 MHolding koncernen erhvervede i 2009/10 i alt 10 Matas butikker.  

 Koncern   

   2009/10    
 

 

mio. kr.   

Dagsværdi 

på overta-

gelsestids-

punktet 

Regnskabs-

mæssig 

værdi før 

overtagelsen       

 Immaterielle aktiver   0,0 6,4 

 Materielle aktiver   1,3 4,0 

 Andre langfristede aktiver   1,2 0,0 

 Varebeholdninger   29,4 18,8 

 Tilgodehavender   1,3 3,7 

 Likvide beholdninger   4,6 5,3 

 Kreditinstitutter   -0,5 -8,0 

 Udskudt skat   0,1 -0,9 

 Gældsforpligtelser   -17,7 -13,8       

 Overtagne nettoaktiver   19,7 15,5 

 Goodwill   103,5 -   Y    

 Anskaffelsessum   123,2 15,5 

 Heraf likvid beholdning   -4,6 - 
      

 Kontant anskaffelsessum   118,6 15,5  
 

    
 

 

 
Koncernens købesum i 2009/10 udgjorde 118,6 mio. kr. inkl. afholdte direkte købsomkost-

ninger på 1,1 mio. kr. 

 Efter indregning af identificerbare aktiver og forpligtelser til dagsværdi blev goodwill i for-

bindelse med koncernens overtagelse opgjort til 103,5 mio. kr. Goodwill repræsenterer vær-

dien af den eksisterende medarbejderstab og knowhow samt forventede synergier fra 

sammenlægningen af Matas kæden. 
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 27 Køb af dattervirksomheder og aktiviteter (fortsat) 

 De erhvervede butikker indgik i 2009/10 i årets resultat med 7,9 mio. kr. for perioden siden 

overtagelsen. 

 Nettoomsætning og årets resultat for koncernen for 2009/10, opgjort proforma som om de 

erhvervede butikker blev overtaget 1. april 2009, udgjorde 2.957,4 mio. kr. henholdsvis  

28,3 mio. kr. 

      

  Koncern Moderselskab   
  

 mio. kr. 2010/11 2009/10 2010/11 2009/10   
    

 28 Likvider 

 Likvider 31. marts omfatter: 
 

 

 

 

 Likvide beholdninger 326,3 568,2 0,0 0,0 

 Gæld til kreditinstitutter 0,0 0,0 0,0 -26,8   
    

 Likvider 31. marts 326,3 568,2 0,0 -26,8  
 

    
      

 

29 Eventualaktiver, -forpligtelser og sikkerhedsstillelser 

 Eventualaktiver og -forpligtelser 

 Der er ingen eventualaktiver. 

 MHolding koncernen er part i enkelte igangværende retssager. Det er ledelsens opfattelse, at 

udfaldet af disse retssager ikke vil påvirke koncernens finansielle stilling ud over de tilgode-

havender og forpligtelser, der er indregnet i balancen pr. 31. marts 2011. 

 Sikkerhedsstillelser 

 
Dattervirksomheden MHolding 3 A/S har stillet aktier i dattervirksomheder, tilgodehavender 

hos dattervirksomheder samt likvide beholdninger med en samlet regnskabsmæssig værdi på 

5.316,9 mio. kr. til sikkerhed for gæld til kreditinstitutter på 2.838,3 mio. kr.  

      

 

30 Finansielle risici og finansielle instrumenter 

 Koncernens risikostyringspolitik 

 Koncernen er som følge af sin drift, investeringer og finansiering eksponeret over for æn-

dringer i renteniveau. Koncernen er i begrænset omfang eksponeret over for ændringer i va-

lutakurser. 
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30 Finansielle risici og finansielle instrumenter (fortsat) 

 Det er koncernens politik ikke at foretage aktiv spekulation i finansielle risici. Koncernens 

finansielle styring retter sig således alene mod styring af de finansielle risici, der er en di-

rekte følge af koncernens drift og finansiering. 

 Vedrørende beskrivelse af anvendt regnskabspraksis og metoder, herunder anvendte indreg-

ningskriterier og målingsgrundlag, henvises til omtale under anvendt regnskabspraksis. 

 Der er ingen ændringer i koncernens risikoeksponering eller risikostyring sammenholdt med 

2010/11. 

 

Renterisici 

 Det er koncernens politik helt eller delvist at afdække renterisici på koncernens lån, når det 

vurderes, at rentebetalingerne kan sikres på et tilfredsstillende niveau. Afdækningen foreta-

ges normalt ved indgåelse af renteswaps, hvor variabelt forrentede lån omlægges til en fast 

rente. 

 Pr. 31. marts 2011 har koncernen en renteswap med en hovedstol på 1 mia. kr., som udløber 

ultimo 2012. Renteswappen, som delvis afdækker koncernens renterisici på variabelt forren-

tede lån, er ikke regnskabsmæssigt valgt dokumenteret som sikringsinstrument. Dagsværdien 

pr. 31. marts 2011 udgør 8,8 mio. kr. 

 Pr. 31. marts 2010 var 2 mia. kr. af koncernens gæld til kreditinstitutter omlagt til fast rente 

gennem to renteswaps. Dagsværdien udgjorde -44,6 mio. kr. (2009/10: -71,2 mio. kr.). De to 

renteswaps udløb pr. 31. december 2010. 

 Vedrørende koncernens variabelt forrentede likvider og gæld til kreditinstitutter ville et fald i 

renteniveauet på 1 % p.a. i forhold til årets faktiske rentesatser alt andet lige have haft en 

indvirkning på årets resultat med -6,3 mio. kr. (2009/10: 5,9 mio. kr.) og på egenkapital 

ultimo med -6,3 mio. kr. (31. marts 2010: -5,4 mio. kr.). Årets resultat påvirkes af, at dags-

værdiændring af renteswap, der indregnes i resultatopgørelsen, overstiger rentebesparelsen. 

En stigning i renteniveauet ville have haft en tilsvarende positiv indvirkning. 

 
Forudsætninger for følsomhedsanalysen 

 De angivne følsomheder er opgjort baseret på de indregnede finansielle aktiver og forpligtel-

ser pr. 31. marts 2011. Der er ikke korrigeret for afdrag, låneoptagelser og lignende i løbet af 

2010/11. 

 Alle sikringsforhold af variabelt forrentede lån vurderes at være 100 % effektive. 

 De opgjorte forventede udsving er baseret på den nuværende markedssituation og forvent-

ninger til markedsudviklingen i renteniveauet. 



 

 

MHolding Årsrapport 2010_11 

MHolding A/S 

Årsrapport 2010/11 

CVR-nr. 27 52 84 06 

52 

Koncern- og årsregnskab 1. april 2010 – 31. marts 2011 

 Noter 

 30 Finansielle risici og finansielle instrumenter (fortsat) 

 Valutarisici 

 Koncernens udenlandske virksomheder påvirkes ikke i betydelig grad af valutakursudsving.  

 Resultatopgørelsen for koncernen påvirkes af ændringer i valutakurserne, idet de udenland-

ske tilknyttede virksomheders resultat ved årets udgang omregnes til danske kroner på bag-

grund af gennemsnitskurser. Virksomhedernes størrelse gør imidlertid, at påvirkningen er 

uvæsentlig.  

 Koncernen har ikke indgået valutakontrakter pr. 31. marts 2011.  

 Likviditetsrisici 

 Koncernens likviditetsreserve består af likvide midler og uudnyttede kreditfaciliteter. Det er 

koncernens målsætning at have et tilstrækkeligt likviditetsberedskab til forsat at kunne er-

hverve Matas butikker.  

 Koncernens gældsforpligtelser forfalder som følger: 

Koncern  

mio. kr. 

Regn-

skabs-

mæssig 

værdi 

Kontrakt-

lige 

penge-

strømme 

Inden for 

1 år 1 til 3 år 3 til 5 år Efter 5 år        

2009/10       

Ikke-afledte finansielle 

instrumenter       

Kreditinstitutter 3.226,5 3.931,7 238,8 567,7 1.556,5 1.568,7 

Leverandørgæld 422,0 422,0 422,0 0,0 0,0 0,0 

Medarbejderobligationer 1,6 1,9 0,0 0,1 1,8 0,0 

Anden gæld 36,9 36,9 36,9 0,0 0,0 0,0 

Afledte finansielle instru-

menter 

Renteswaps anvendt som 

sikringsinstrumenter 44,6 46,3 46,3 0,0 0,0 0,0 
       

31. marts 2010 3.731,6 4.438,8 744,0 567,8 1.558,3 1.568,7 
       
  

2010/11       

Ikke-afledte finansielle 

instrumenter       

Kreditinstitutter 2.794,2 3.282,1 235,6 601,5 1.988,9 456,1 

Leverandørgæld 420,3 420,3 420,3 0,0 0,0 0,0 

Medarbejderobligationer 1,6 1,9 0,1 1,2 0,6 0,0 

Anden gæld 7,2 7,2 7,2 0,0 0,0 0,0 
       

31. marts 2011 3.223,3 3.711,5 663,2 602,7 1.989,5 456,1 
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 30 Finansielle risici og finansielle instrumenter (fortsat) 

 Moderselskabets gældsforpligtelser forfalder som følger: 

Moderselskab  

mio. kr. 

Regn-

skabs-

mæssig 

værdi 

Kontrakt-

lige 

penge-

strømme 

Inden for 

1 år 1 til 3 år 3 til 5 år Efter 5 år        

2009/10       

Ikke-afledte finansielle 

instrumenter       

Kreditinstitutter 26,8 28,1 28,1 0,0 0,0 0,0 

Leverandørgæld 0,4 0,4 0,4 0,0 0,0 0,0 
       

31. marts 2010 27,2 28,5 28,5 0,0 0,0 0,0 

       
  

2010/11       

Ikke-afledte finansielle 

instrumenter       

Leverandørgæld 0,2 0,2 0,2 0,0 0,0 0,0 
       

31. marts 2011 0,2 0,2 0,2 0,0 0,0 0,0 

       
 

 
Forudsætninger for følsomhedsanalysen 

 Forfaldsanalysen er baseret på alle udiskonterede pengestrømme inkl. estimerede rentebeta-

linger. Rentebetalinger er estimeret baseret på de nuværende markedsforhold. 

 På baggrund af koncernens forventninger til den fremtidige drift og koncernens aktuelle 

likviditetsberedskab er der ikke identificeret væsentlige likviditetsrisici. 

 Til koncernens lånefacilitet er knyttet særlige vilkår og betingelser (covenants), som koncer-

nen har opfyldt i regnskabsåret. 

 Kreditrisici 

 Koncernens kreditrisici knytter sig dels til tilgodehavender og likvide beholdninger, dels til 

afledte finansielle instrumenter med positiv dagsværdi. Den maksimale kreditrisiko knyttet 

til finansielle aktiver svarer til de i balancen indregnede værdier. 

 Koncernen har ikke væsentlige risici vedrørende en enkelt kunde eller samarbejdspartner. 

Der sker således ikke forsikring af tilgodehavender fra salg. Der er ingen væsentlige for-

faldne tilgodehavender, og der er som følge heraf alene foretaget mindre reservationer til 

imødegåelse af tab.  
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 30 Finansielle risici og finansielle instrumenter (fortsat) 
    

 Koncern   

  2010/11 2009/10   
  

 

mio. kr. 

Regnskabs-

mæssig 

værdi Dagsværdi 

Regnskabs-

mæssig 

værdi Dagsværdi   
    

 Kategorier af finansielle instrumenter:     

 Afledte finansielle instrumenter der indgår i 

handelsbeholdning 8,8 8,8 0,0 0,0   
    

 Finansielle aktiver der måles til dagsværdi 

via resultatopgørelsen 8,8 8,8 0,0 0,0  
 

    
 Tilgodehavender fra salg 78,3 78,3 72,9 72,9 

 Deposita 27,2 27,2 25,9 25,9 

 Andre tilgodehavender 12,8 12,8 5,2 5,2 

 Likvide beholdninger 326,3 326,3 568,2 568,2   
    

 Udlån og tilgodehavender 444,6 444,6 672,2 672,2  
 

    
 Afledte finansielle instrumenter indgået til sik-

ring af fremtidige transaktioner 0,0 0,0 44,6 44,6   
    

 Finansielle forpligtelser anvendt som 

sikringsinstrumenter 0,0 0,0 44,6 44,6  
 

    
 Kreditinstitutter 2.794,2 2.794,2 3.226,5 3.292,4 

 Medarbejderobligationer 1,6 1,6 1,6 1,6 

 Leverandører 420,3 420,3 422,0 422,0 

 Anden gæld 7,2 7,2 36,9 36,9   
    

 Finansielle forpligtelser, der måles til 

amortiseret kostpris 3.223,3 3.223,3 3.687,0 3.752,9  
 

    
 Moderselskab   

  2010/11 2009/10   
  

 

mio. kr. 

Regnskabs-

mæssig 

værdi Dagsværdi 

Regnskabs-

mæssig 

værdi Dagsværdi   
    

 Kategorier af finansielle instrumenter:     

 Tilgodehavender hos tilknyttede virksomheder 4,1 4,1 38,7 38,7   
    

 Udlån og tilgodehavender 4,1 4,1 38,7 38,7  
 

    
 Leverandører 0,2 0,2 0,4 0,4   

    

 Finansielle forpligtelser, der måles til 

amortiseret kostpris 0,2 0,2 0,4 0,4  
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 30 Finansielle risici og finansielle instrumenter (fortsat) 

 Afledte finansielle instrumenter (renteswaps) værdiansættes efter almindeligt anerkendte 

værdiansættelsesteknikker baseret på relevante observerbare swap-kurver. 

 Finansielle instrumenter vedrørende køb af varer m.v. med en kort kredittid vurderes at have 

en dagsværdi, som er lig med den regnskabsmæssige værdi. 

 De anvendte metoder er uændrede sammenholdt med 2009/10. 

Dagsværdihieraki for finansielle instrumenter, der måles til dagsværdi i balancen 
  

Koncern  

 2009/10   

mio. kr. 

Noterede 

priser 

(Niveau 1) 

Observer-

bare 

input 

(Niveau 2) 

Ikke 

observer-

bare  

input 

(Niveau 3) I alt 
 

    

Finansielle forpligtelser     

Afledte finansielle instrumenter indgået til sikring af 

fremtidige transaktioner 0,0 44,6 0,0 44,6 
 

    

Finansielle forpligtelser i alt 0,0 44,6 0,0 44,6 

 
    

    

 Koncern   

 2010/11   

mio. kr. 

Noterede 

priser 

(Niveau 1) 

Observer-

bare 

input 

(Niveau 2) 

Ikke 

observer-

bare  

input 

(Niveau 3) I alt 
 

    

Finansielle aktiver     

Afledte finansielle instrumenter der indgår i handels-

beholdning 0,0 8,8 0,0 8,8 
 

    

Finansielle aktiver i alt 0,0 8,8 0,0 8,8 

 
    

 Regnskabsmæssig sikring 

 Koncernen anvender afledte finansielle instrumenter til delvis dækning af renterisikoen på 

koncernens lån. Det er koncernens politik ikke at foretage aktiv spekulation i renterisikoen.  

 Koncernen har i 2010/11 indgået en renteswap med en hovedstol på 1.000 mio. kr. til delvis 

dækning af renterisikoen på koncernens lån. Regnskabsmæssigt er renteswappen ikke valgt 

dokumenteret som sikringsinstrument, hvorfor dagsværdiændringer indregnes i resultatopgø-

relsen. 
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 30 Finansielle risici og finansielle instrumenter (fortsat) 
    

 De gamle renteswaps, der udløb i regnskabsåret, blev regnskabsmæssigt klassificeret som 

sikringsinstrument. Dagsværdiændringer blev derfor indregnet direkte i egenkapitalen, indtil 

de sikrede transaktioner blev indregnet i resultatopgørelsen. 

    

 2010/11 2009/10    

 

Bereg-

nings-

mæssig 

hoved-

stol 

Dags-

værdi-

regule-

ring ind-

regnet i 

resultat-

opgørel-

sen 

Dags-

værdi 

Rest-

løbetid 

Bereg-

nings-

mæssig 

hoved-

stol 

Dags-

værdi-

regule-

ring ind-

regnet i 

anden 

totalind-

komst 

Dags-

værdi 

Rest-

løbetid          

 mio. kr. mio. kr. mio. kr. mdr. mio. kr. mio. kr. mio. kr. mdr. 

Renteswap, 

handels-

beholdning 1.000 8,8 8,8 21 0 0,0 0,0 - 

Renteswaps, 

sikrings-

instrument 0 0,0 0,0 - 2.000 -44,6 -44,6 9          
 1.000 8,8 8,8  2.000 -44,6 -44,6           

         

  

 31 Operationel leasing 

 Koncernen leaser ejendomme og driftsmateriel under operationelle leasingkontrakter. Lea-

singperioden er typisk en periode på mellem 2 og 10 år, med mulighed for forlængelse efter 

periodens udløb. Hovedparten af leasingkontrakterne indeholder ikke betingede lejeydelser. 

For enkelte leasingkontrakter er ydelsen variabel afhængig af omsætningen. 

 Uopsigelige operationelle leasingydelser er som følger: 
 

 

   Koncern     

 mio. kr.   2010/11 2009/10       

 0-1 år   91,9 87,5 

 1-5 år   54,2 70,9 

 > 5 år   0,0 1,6       

    146,1 160,0  
 

    
 Der er i resultatopgørelsen for koncernen indregnet 134,7 mio. kr. (2009/10: 130,6 mio. kr.) 

vedrørende operationel leasing.  
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 32 Nærtstående parter 

 MHolding A/S er 66,1 %-ejet af Svenska MHolding 1 AB, Sverige.  

 Det ultimative udenlandske selskab med bestemmende indflydelse i MHolding koncernen er 

MHoldings Sárl, Luxemborg, som ejes af en række fonde rådgivet af CVC Capital Partners. 

 Det ansvarlige lån er i 2009/10 konverteret til selskabskapital. Renter i 2009/10 udgjorde 

42,1 mio. kr. Den ansvarlige lånekapital blev forrentet med 12 %. 

 I 2010/11 har der ikke været transaktioner med ovenstående nærtstående parter. 

 Bestyrelse og direktion  

 MHolding koncernens nærtstående parter med betydelig indflydelse omfatter selskabernes 

bestyrelse og direktion samt disse personers relaterede familiemedlemmer. Nærtstående par-

ter omfatter endvidere selskaber, hvori før nævnte personkreds har væsentlige interesser. 

 Ledelsens aflønning er omtalt i note 7.  

 Dattervirksomheder  

 Endvidere omfatter de nærtstående parter moderselskabets dattervirksomheder, jf. note 15. 

 Transaktioner med dattervirksomheder er elimineret i koncernregnskabet i overensstemmelse 

med den anvendte regnskabspraksis.  

 Moderselskabet havde ydet dattervirksomheden MHolding 2 A/S et ansvarligt lån, som blev 

konverteret til selskabskapital i 2009/10. Lånet blev forrentet med 12 %.  

 

33 Begivenheder efter balancedagen 

 Der er ikke indtruffet væsentlige hændelser efter 31. marts 2011. 

 

34 Ny regnskabsregulering 

  En række nye standarder og fortolkningsbidrag, der ikke er obligatoriske for MHolding A/S 

ved udarbejdelsen af årsrapporten for 2010/11, er udsendt. Ingen af disse nye standarder og 

fortolkningsbidrag forventes at få væsentlig indvirkning på regnskabsaflæggelsen for 

MHolding A/S. 
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 Statement by the Board of Directors and the Executive 
Board 

 The Board of Directors and the Executive Board have today discussed and approved the an-
nual report of MHolding A/S for the financial year 1 April 2011 – 31 March 2012. 

 The annual report has been prepared in accordance with International Financial Reporting 
Standards as adopted by the EU and the disclosure requirements of the Danish Financial 
Statements Act.  

 It is our opinion that the consolidated financial statements and the parent company financial 
statements give a true and fair view of the Group's and the Company's financial position at 
31 March 2012 and of the results of the Group's and the Company's operations and cash 
flows for the financial year 1 April 2011 – 31 March 2012. 

 Further, in our opinion, the Management commentary gives a fair review of the development 
in the Group's and the Company's operations and financial matters and the results of the 
Group's and the Company's operations and financial position. 

 We recommend that the annual report be approved at the annual general meeting. 

 Allerød, 28 August 2012 
Executive Board: 
     
     
     
     
Terje List 
CEO 

 Anders T. Skole-Sørensen 
CFO 

  

     
     
     
     
Board of Directors:     
     
     
     
     
Søren Vestergaard-Poulsen 
Chairman 

 Christoffer Helsengreen 
Sjøqvist 

 Peter Georg Edvard 
Törnquist 

     
     
     
     
     
Lars Frederiksen  Mads Pilgren   
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 Independent auditors' report 
 To the shareholders of MHolding A/S 

Independent auditors' report on the consolidated financial statements and the parent 
company financial statements 

 We have audited the consolidated financial statements and the parent company financial statements of MHolding 
A/S for the financial year 1 April 2011 – 31 March 2012. The consolidated financial statements and the parent 
company financial statements comprise statement of comprehensive income, statement of financial position, 
statement of changes in equity, cash flow statement and notes, including a summary of significant accounting 
policies for the Group as well as for the parent company. The consolidated financial statements and the parent 
company financial statements are prepared in accordance with International Financial Reporting Standards as 
adopted by the EU and additional disclosure requirements in the Danish Financial Statements Act. 

 Management's responsibility for the consolidated financial statements and the parent 
company financial statements 

 Management is responsible for the preparation of consolidated financial statements and parent company financial 
statements that give a true and fair view in accordance with International Financial Reporting Standards as 
adopted by the EU and additional disclosure requirements in the Danish Financial Statements Act. Management 
is also responsible for such internal control that Management determines is necessary to enable the preparation of 
consolidated financial statements and parent company financial statements that are free from material misstate-
ment, whether due to fraud or error. 

 Auditors' responsibility 
 Our responsibility is to express an opinion on the consolidated financial statements and the parent company fi-

nancial statements based on our audit. We conducted our audit in accordance with International Standards on Au-
diting and additional requirements under Danish audit regulation. This requires that we comply with ethical re-
quirements and plan and perform the audit to obtain reasonable assurance as to whether the consolidated financial 
statements and the parent company financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the con-
solidated financial statements and the parent company financial statements. The procedures selected depend on 
the auditors' judgement, including the assessment of the risks of material misstatement of the consolidated finan-
cial statements and the parent company financial statements, whether due to fraud or error. In making those risk 
assessments, the auditors consider internal control relevant to the Company's preparation of consolidated financial 
statements and parent company financial statements that give a true and fair view in order to design audit proce-
dures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effective-
ness of the Company's internal control. An audit also includes evaluating the appropriateness of accounting poli-
cies used and the reasonableness of accounting estimates made by Management, as well as evaluating the overall 
presentation of the consolidated financial statements and the parent company financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our  
opinion. 

Our audit has not resulted in any qualification. 

 Conclusion 
 In our opinion, the consolidated financial statements and the parent company financial statements give a true and 

fair view of the Group's and the parent company's financial position at 31 March 2012 and of the results of the 
Group's and the parent company's operations and cash flows for the financial year 1 April 2011 – 31 March 2012 
in accordance with International Financial Reporting Standards as adopted by the EU and additional disclosure 
requirements in the Danish Financial Statements Act. 
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 Independent auditors' report 
 Statement on the Management commentary 
 Pursuant to the Danish Financial Statements Act, we have read the Management commentary. We have not per-

formed any further procedures in addition to the audit of the consolidated financial statements and the parent 
company financial statements. On this basis, it is our opinion that the information provided in the Management 
commentary is consistent with the consolidated financial statements and the parent company financial statements. 

Copenhagen, 28 August 2012 
KPMG 
Statsautoriseret Revisionspartnerselskab 

Niels Erik Borgbo Søren Christiansen 
State Authorised State Authorised 
Public Accountant Public Accountant 
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 Company details 
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 Financial highlights for the Group 
      
DKK million 2011/12 2010/11 2009/10 2008/09 2007/08 
      
Key figures      
Revenue 3,097.2 2,991.6 2,947.9 3,011.4 2,861.1 
Gross profit 1,413.8 1,347.3 1,326.3 1,305.4 1,198.6 
Operating profit 453.5 398.1 348.2 313.0 268.8 
Loss from financial income and expense -132.6 -183.4 -267.7 -307.4 -410.6 
Profit/loss for the year 219.4 142.3 27.6 -34.5 -116.2 
      
Total assets 5,596.4 5,656.7 6,020.7 5,920.6 5,730.2 
Investment in property, plant and 

equipment 
54.2 40.6 40.6 41.2 28.5 

Equity, including minority interests 2,096.4 1,877.0 1,701.0 1,020.3 1,102.2 
      
Cash flows from operating activities 486.2 249.5 264.8 185.9 269.7 
Cash flows from investing activities -61.0 -37.5 -159.1 -138.8 -567.6 
Cash flows from financing activities -359.2 -454.0 52.5 63.5 296.6 
Total cash flows 66.0 -242.0 158,2 110.6 -1.3 
      
Financial ratios      
Operating margin 14.6% 13.3% 11.8% 10.4% 9.4% 
Gross margin 45.6% 45.0% 45.0% 43.4% 41.9% 
Equity ratio 37.5% 33.2% 28.2% 17.2% 19.3% 
Return on equity 11.0% 8.0% 2.1% -3.2% -18.3% 
      
Average number of employees 2,037 2,022 2,108 2,164 2,087 
      

The financial ratios are calculated in accordance with the Danish Society of Financial Ana-
lysts' guidelines on the calculation of financial ratios "Recommendations and Financial Ra-
tios 2010". For terms and definitions, please see the accounting policies. 
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 Operating review 

Principal activity 
The MHolding Group's principal activity is to own and operate a number of retail shops 
within the Matas chain, including activities related to the sale of products and services, 
mainly within personal care, health and household goods. 

Development in activities and financial matters 

The Group 
Revenue for the year amounted to DKK 3,097.2 million against DKK 2,991.6 million in 
2010/11. Profit after tax amounted to DKK 219.4 million against DKK 142.3 million in 
2010/11. 

During the financial year, Group revenue increased. It is Management's assessment that the 
MHolding Group has been able to maintain and expand the position of the Matas chain in 
regard to market shares and consumer image in a retail market which is still marked by the 
repercussions of the financial crisis and keen competition. The new loyalty programme, Club 
Matas, is considered to have been of great importance in realising these results. During the 
financial year, underlying sales continued to record a sizeable increase within the medium 
price segment for personal care products. Sales within the high-end cosmetics products also 
developed comfortably; however, at a more modest growth rate. Sales of over-the-counter 
drugs and related goods increased considerably in the financial period, while the household 
goods area recorded a more modest growth in sales. In general, the development in sales was 
positive throughout the financial year except from the beginning of the fourth quarter of the 
calendar year. 

In the financial year, the upgrading of the key elements in the Group's central IT systems was 
completed. In the financial period, the shops continued to focus on reducing inventories and 
on sales excellence, resulting in a significant reduction in the shops' total capital tied up in 
inventory at the year-end closing. Moreover, the financial year has been characterised by 
continued efforts to implement efficiency improvements, cost and structural adjustments at 
the head office as well as in the shops.  

The continued efforts to reduce the Group's working capital were intensified over the finan-
cial year. In Matas A/S, resources were allocated to a structured and detailed, continuous fol-
low-up on the development in working capital at the beginning of the financial year, and a 
number of ambitious goals were set in regard to the reduction. The task was solved success-
fully by maintaining the obtained improvements in payment terms and at the same time the 
individual purchasing areas continued to cooperate on creating a more tailored product range 
and a continuous supply of goods adjusted to the size and customer mix of the individual 
shops. The shops succeeded in bringing down inventories by using order suggestions based 
on statistics in the new IT system among other things. 
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 Operating review 
In the financial year, the Group continued to develop the new loyalty programme, Club Ma-
tas. Club Matas was launched at the end of August 2010, and at 31 March 2012, Club Matas 
had close to 1 million members. Club Matas really proved its potential during the financial 
year. A number of successful Club Matas campaigns were carried out and both Matas and 
club members benefited significantly from the loyalty programme.  

Considering the challenging market conditions, Management of the MHolding Group is sat-
isfied with the significant improvement in the operating result compared to the previous fi-
nancial year and with the fact that this has been obtained by increasing sales, maintaining 
gross profit at a high level and at the same time by implementing and initiating a number of 
forward-looking initiatives and efficiency measures. Management therefore considers the re-
sults for the financial year 2011/12 satisfactory. The Group's equity at 31 March 2012 in-
cluding retained earnings for the year amounts to DKK 2,096.4 million compared to DKK 
1,877.0 million at 31 March 2011. 

The parent company 
As expected, the parent company realised a loss before tax of DKK 0.2 million (2010/11: 
DKK 0.0 million).  

Investments 
In the financial year 2010/11, the Group's investments totalled DKK 61.0 million, related 
primarily to the rebuilding and expansion of a number of existing Matas shops, including a 
significant expansion of the shop at Lyngby Storcenter shopping centre and the opening of 
two new Matas shops in the towns of Ry and Hedensted. Also in the financial year, invest-
ments were made to strengthen the Group's security at shop level as well as an ongoing re-
newal of the Group's IT infrastructure was carried out and IT-related investments were made 
in connection with the further development of Club Matas. 

Events after the date of the statement of financial position 
No events have occurred after the date of the statement of financial position that materially 
affect the Company's or the Group's future financial position.  

Outlook 
In the coming financial year, the Group expects growth in revenue within each of the pri-
mary product ranges as well as for the Group overall. On basis of the current development, 
new initiatives and expectations for improved consumer optimism, growth in revenue is ex-
pected to be above that of the previous financial year. Competition is expected to be keen 
within the Matas chain's product ranges, not least from supermarkets. 
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 Operating review 
Investments in new shops as well as in the rebuilding and expansion of existing shops will 
continue in the coming financial year. Furthermore, the coming financial year will see in-
vestments in a significant expansion of the MHolding Group's overall, central inventory ca-
pacity in connection with a restructuring of the logistics system for the selectively distributed 
personal care products. In future, these products will be stocked centrally and distributed 
from Matas' new inventory facility in Allerød. Finally, considerable investments will be 
made in the continued development of Matas' web solution, Club Matas and Club M, which 
is a newly launched loyalty programme where external partners can participate and market 
themselves to the members of Club Matas.  

For the 2012/13 financial year, a continued increase in the Group's revenue is expected and 
the result after tax is expected to continue to improve.  

Particular risks 

Operating risks 
The Group is not assessed to have any significant operating risks due to the Matas chain's 
strong market position. Furthermore, the Group's suppliers are assessed to be stable. 

Financial risks 

Interest rate risks 

The Group's total interest rate risk over a 12-month period in connection with an increase in 
the rate of interest of 1 percentage point amounts to DKK 19 million as the interest rate of 
50% of the total net interest bearing debt has been fixed. 

Currency risks 

The Group is only to a limited extent exposed directly to changes in foreign currencies as the 
Group's sales and purchase are almost exclusively conducted in Danish kroner. 

Credit risks 

The majority of the Group's revenue is generated in cash. Accordingly, the Group has no 
significant risks regarding one specific customer or partner. 
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Capital structure 
Management assesses on a regular basis whether the MHolding A/S Group's capital structure 
is adequate. At 31 March 2012, the Company's net interest-bearing debt totalled DKK 
2,060.1 million (31 March 2011: DKK 2,469.5 million), excluding financing costs of DKK 
28.4 million (31 March 2011: DKK 44.1 million), which is assessed to be a reasonable level 
compared to the current need for financial flexibility. No changes to the Group's guidelines 
and procedures for management of the capital structure and the administration hereof were 
made in the financial period.  

In connection with the acquisition of the MHolding A/S Group in 2007 by CVC, Material-
isternes Invest ApS and MLI Holding A/S, part of the acquisition price was financed by a 
syndicated loan facility with Unicredit as agent. The remaining debt on this loan constitutes 
DKK 2,479.2 million at 31 March 2012. The amount is placed in MHolding 3 A/S. 

The Group has unused credit facilities totalling DKK 226 million at 31 March 2012. 

Staff 
The Group maintains its strong focus on training and development of both executives and 
employees. Competency development plans are prepared for each individual permanent em-
ployee as well as for each individual shop in the chain. Performance management reviews 
are conducted on an on-going basis, and employee satisfaction analyses are carried out twice 
a year. In the financial year, approximately DKK 6.0 million was used on both internal as 
well as external training of employees compared to DKK 6.1 million in 2010/11. The de-
crease is primarily attributable to the considerable uncertainty related to the regulatory 
framework pertaining to the partially state funded supplementary training offers.  

During the financial year, the number of employees in the Group has decreased slightly from 
the equivalent of 2,001 full-time employees (FTE) at the beginning of the year to 1,958 at 
year-end. The decrease is primarily attributable to the continued efforts to improve efficiency 
and optimise operations in the shops in the Matas chain. In Matas A/S, the number of full-
time employees has been stable. There are below 30 FTE in the Group who are employed 
outside Denmark. In the financial year, no changes in the Company's top management have 
taken place. 

It is assessed that the Group will be able to attract a sufficient number of qualified employees 
in the coming financial period. It is also assessed that the Group will have the necessary 
competencies in order to be able to extend its market position in the coming financial year 
and carry out the strategic tasks and projects that are necessary for a continued extension of 
the Group's market position. 

Corporate Social Responsibility 
The Group is still very active in protecting the environment and in addition Matas has in-
creased its focus on other areas within CSR. However, no written CSR strategy has been 
prepared and no formalised monitoring systems have been put into place.  
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Matas' CSR efforts are described in detail on the Matas website under the front page icon 
"Miljø & Etik". Matas is the only retail chain which on its own initiative collects and ensures 
recycling of empty packaging of goods purchased in the chain's shops. Furthermore, Matas 
Miljøfond establishes green playgrounds at daycare centres.  

The customers returned 19 tons plastic packaging for recycling in Matas during the financial 
year. Matas also ensured the recycling of the packaging which is used to transport the goods 
from suppliers to the Matas shops. For the financial year, the total was 30 tons film wrapping 
and 467 tons cardboard.  

Matas Miljøfond planted up playgrounds at a great number of daycare centres, and up to and 
including March 2012 the fund has provided support to 1,766 daycare centres, of which 104 
were planted up during the financial year.  

In the financial year, Matas continued its close relations to the Danish Society for the Con-
servation of Nature (Danmarks Naturfredningsforening) who is also represented in the Matas 
Miljøfond committee. The cooperation has included fundraising in the Matas shops across 
the country for the society's campaign for clean drinking water. 

The Group continued its efforts to improve all the chain's private brand products in accor-
dance with the latest knowledge of chemical substances' influence on the environment and 
health to ensure that these products remain at the forefront in relation to the environment, 
health and quality. The Matas chain remains the largest provider of swan-marked products 
within personal care. The swan is an official Nordic ecolabel which is only allocated to 
products which are particularly gentle to the environment and health.  

During the financial year, the Group continued its close relations to the Danish Cancer Soci-
ety (Kræftens Bekæmpelse) to ensure that the public obtains better sun protection in order to 
minimise the risk of skin cancer, which is the most common form of cancer in Denmark. 
Matas' own sunscreens are the only sun care products on the Danish market with the name 
and logo of the Danish Cancer Society printed on the products. 

During the financial year, the Group also cooperated with the Danish Heart Foundation 
(Hjerteforeningen) with the aim of reducing the risk that women develop cardiovascular dis-
eases. Today, one in four women dies of a cardiovascular disease. Matas is the largest con-
tributor to the Danish Heart Foundation's campaign "Elsk Hjertet" (Love the Heart). Until 
and including March 2012, Matas has contributed DKK 8.2 million to the campaign, hereof 
DKK 1.6 million in the financial year. The contributions are raised through fundraising, in-
cluding sales of Plaisir, Matas' own line of skin care products, among other things. 

In the financial year, the Group continued its co-operation with Astma-Allergi Danmark (the 
Danish asthma and allergy association) to i.a. raise awareness about sensitivity disorders. 
The aim is to raise funds for specific projects with Astma-Allergi Danmark. In the financial 
year, all fragrance-free products in Matas' own line of sun protection products and in its line 
natural products (Naturserie) were awarded Astma-Allergi Danmark's certification "Den Blå 
Krans" (the Blue Circle). 
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Research and development activities 
The Group does not carry out traditional research and development activities.  

Development of the product range 

The Group continued its development of new own products within the categories "Cosmet-
ics", "Herbalist medicine" and "Strong vitamins and minerals". Within the cosmetics area, 
the range of Matas' well-known "stribe brand" has been extended and renewed during the fi-
nancial year; including among other things a total re-formulation and re-launch of the impor-
tant range of sun protection products. The development of "Herbalist medicine" and "Strong 
vitamins and minerals" is regulated by the Danish Medicines Agency (Lægemiddelstyrelsen) 
who requires significant documentation concerning the quality of the products, which the 
Group fully fulfils.  

Corporate Governance 
The Executive Board and the Board of Directors of MHolding A/S constantly seek to ensure 
that the Group's management structure and control systems are appropriate and work satis-
factorily. 

The basis for planning Management's tasks is e.g. the Danish Companies Act, the Danish Fi-
nancial Statements Act, the Company's articles of association and good practice for compa-
nies of the same size as the MHolding A/S Group. As a private equity fund owned company, 
the Company complies with the guidelines for responsible ownership and good company 
management. On this basis, a number of internal procedures have been developed in order to 
ensure an active, safe and profitable management of the Group. Procedures are updated on 
an ongoing basis. 

Ownership 
The Board of Directors assesses on an on-going basis whether the Company's capital struc-
ture is in accordance with the Company's and its partners' interests. The overall aim is to en-
sure a capital structure which supports a long-term profitable growth. 

The Company's articles of association contain no limits for ownership or voting rights. If an 
offer for acquisition of the Company's assets is set forth, the Board of Directors will respond 
to it in accordance with existing legislation. 

The parent company is a 66.1% owned subsidiary of Svenska MHolding 1 AB, Sweden. The 
MHolding Group is included in the consolidated financial statements of the ultimate parent 
company, MHoldings Sárl, Luxembourg. The consolidated financial statements can be ob-
tained at the Company's address.  

Other shareholders of MHolding A/S are Materialisternes Invest ApS (28.9%) and Manage-
ment (5.0%). 

CVC is represented at partner level on the Board of Directors of the ultimate Danish holding 
company (MHolding A/S) by Søren Vestergaard Poulsen and Peter Törnquist.  
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Members of MHolding A/S' Board of Directors are nominated as follows: 

• CVC: Christoffer Helsengreen Sjøqvist, Søren Vestergaard-Poulsen, Peter Georg Edvard 
Törnquist 

• Materialisternes Invest ApS: Lars Frederiksen and Mads Pilgren. 

The Board of Directors' work 
The Boards of Directors of the parent company MHolding A/S and its subsidiaries ensure 
that the Executive Boards comply with the Boards of Directors' aims, strategies and business 
procedures. Information from the Executive Boards of the individual companies is given sys-
tematically at meetings and through written and oral reporting. This reporting e.g. comprises 
the development in the Company's surroundings, the Company's development and profitabil-
ity and the development in the Company's financial position. 

The Board of Directors of MHolding A/S meets according to a fixed schedule at least nine 
times a year, and in addition to this extraordinary meetings are held if necessary. Normally, 
one annual strategic seminar is held with a broad selection from the Company's Management 
where the Company's long-term goals and strategies are discussed and adapted according to 
the expected development. The Board of Directors receives monthly written information on 
the development in the Group as well as monthly written information on the Group's finan-
cial position. In the financial year, the Board of Directors held 9 meetings of which one was 
a strategic seminar. The members of the Board of Directors do not receive remuneration. 

The Board of Directors can appoint committees in relation to special assignments, but has 
not found it to be necessary to appoint actual committees in the current year. 

Remuneration to the Executive Board and Management 
In order to attract and maintain the Group's managerial qualifications, the members of the 
Executive Board and executive employees' remuneration is set according to their tasks, the 
value they create for the Group and terms in comparable companies. A number of specific 
incentive programmes are included in the remuneration in order to ensure an alignment of in-
terests between the Company's management and the shareholders. Furthermore, Manage-
ment's ownership ensures a long-term alignment of interests between the Management and 
the other shareholders. 

Dividend policy 
Distribution of dividend shall take place in consideration of the need to consolidate the eq-
uity as basis for the Group's continued expansion. 
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The Board of Directors recommends that no dividend be distributed for the financial year 
2011/12 at the annual general meeting. 

The partners 
The MHolding A/S Group seeks to develop and maintain good relations with its stakeholders 
on an on-going basis, as such good relations are assessed to have a significant positive effect 
on the Group's development. 

On this basis, the Group has formulated a number of policies for different key areas such as 
staff, environmental matters and responsibility towards customers and the surrounding soci-
ety as a whole. 

Through relevant procedures, the Group ensures that important information reaches the em-
ployees, the authorities and the public in accordance with adopted rules and agreements.  

Together with the Company's Management, the Board of Directors ensures that the relevant 
policies and procedures are adapted on an on-going basis in accordance with the develop-
ment in the Company and the surrounding society. 

Recommendations for active ownership and good company management for 
private equity funds 
In June 2008, the Danish Venture And Private Equity Association ("DVCA") issued guide-
lines for responsible ownership and good company management for private equity funds and 
companies controlled by private equity funds. For more information on these guidelines, 
please go to the DVCA website www.dvca.dk. 

The recommendations contain guidelines for the description of a number of matters in the 
Management commentary, including corporate governance, financial risks, employee matters 
and strategy. 

In general, MHolding A/S' company management, as described above, follows DVCA 
guidelines.  
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Consolidated financial statements and parent company  
financial statements for the period 1 April 2011 – 31 March 
2012 

 Statement of comprehensive income 
     
 DKK million Note Consolidated Parent company      
   2011/12 2010/11 2011/12 2010/11        
       
 Revenue 3 3,097.2 2,991.6 0.0 0.0 
 Cost of goods sold 4 -1,683.4 -1,644.3 0.0 0.0        
 Gross profit  1,413.8 1,347.3 0.0 0.0 
 Other operating income 5 1.4 0.2 0.0 0.0 
 Other external costs 6 -276.7 -259.7 -0.2 -0.1 
 Staff costs 7 -558.4 -557.1 0.0 0.0 
 Depreciation, amortisation 

and impairment losses 8 -126.6 -132.0 0.0 0.0 
 Other operating costs 5 0.0 -0.6 0.0 0.0        
 Operating profit/loss  453.5 398.1 -0.2 -0.1 
 Financial income 9 6.1 10.3 0.0 0.2 
 Financial expenses 10 -138.7 -193.7 0.0 -0.1        
 Profit/loss before tax  320.9 214.7 -0.2 0.0 
 Tax on the profit/loss for the 

year  11 
-101.5 -72.4 0.1 0.3 

       
 Profit/loss for the year  219.4 142.3 -0.1 0.3        
       
 Other comprehensive in-

come 
 

    
 Foreign exchange adjust-

ments on translation of 
foreign entities 

 

0.1 0.3 - - 
 Value adjustments of hedging 

instruments for the year 
 

0.0 44.6 0.0 0.0 
 Tax on value adjustment of 

hedging instruments 
 

0.0 -11.2 0.0 0.0        
 Other comprehensive in-

come after tax  0.1 33.7 0.0 0.0        
 Total comprehensive in-

come 
 

219.5 176.0 0.0 0.3  
  

    
       
 Proposed distribution of profit:     
 Proposed dividends    0.0 0.0 
 Retained earnings    -0.1 0.3        
     -0.1 0.3        
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 Statement of financial position 
     
 DKK million Note Consolidated Parent company      
   2011/12 2010/11 2011/12 2010/11        
 ASSETS      
 Non-current assets      
 Intangible assets 12-13     
 Goodwill   3,558.3 3,556.2 0.0 0.0 
 Trademarks and trade names  731.4 805.3 0.0 0.0 
 Shares in co-operative dwell-

ings  5.8 5.8 0.0 0.0 
 Other intangible assets  5.0 4.3 0.0 0.0        
   4,300.5 4,371.6 0.0 0.0        
 Property, plant and equip-

ment 14 
    

 Land and buildings  103.6 105.2 0.0 0.0 
 Other plant and machinery 

and inventory  64.4 57.9 0.0 0.0 
 Leasehold improvements  39.1 37.4 0.0 0.0        
   207.1 200.5 0.0 0.0        
 Other non-current assets      
 Investments in subsidiaries 15 - - 1,888.1 1,888.1 
 Deferred tax 21 14.1 16.3 0.0 0.0 
 Deposits  29.7 27.2 0.0 0.0 
 Other securities and invest-

ments 16 1.1 1.1 0.0 0.0        
   44.9 44.6 1,888.1 1,888.1        
 Total non-current assets  4,552.5 4,616.7 1,888.1 1,888.1        
 Current assets      
 Inventories 17 542.9 612.5 0.0 0.0 
 Trade receivables 18 87.2 78.3 0.0 0.0 
 Amounts owed by group en-

terprises 
 

0.0 0.0 9.9 4.1 
 Corporation tax  6.8 0.1 7.3 0.0 
 Other receivables 19 2.2 12.8 0.0 0.0 
 Prepayments  12.5 10.0 0.0 0.0 
 Cash at bank and in hand 27 392.3 326.3 0.0 0.0        
 Total current assets  1,043.9 1,040.0 17.2 4.1        
 TOTAL ASSETS  5,596.4 5,656.7 1,905.3 1,892.2  
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 Statement of financial position 
     
 DKK million Note Consolidated Parent company      
   2011/12 2010/11 2011/12 2010/11        
 EQUITY AND LIABILITIES     
 Equity      
 Share capital 20 101.7 101.7 101.7 101.7 
 Share premium  1,786.4 1,786.4 1,786.4 1,786.4 
 Translation reserve  0.5 0.4 0.0 0.0 
 Treasury share reserve  -0.1 0.0 -0.1 0.0 
 Retained earnings  207.9 -11.5 -0.4 -0.3    

    
 Total equity  2.096,4 1.877.0 1.887,6 1.887,8    

    
 Liabilities      
 Non-current liabilities      
 Deferred tax 21 368.4 372.9 0.0 0.0 
 Banks, etc. 22 2,283.8 2,435.1 0.0 0.0 
 Other payables 23 1.6 1.6 0.0 0.0    

    
 Total non-current liabilities  2.653,8 2.809,6 0,0 0,0    

    
 Current liabilities      
 Banks, etc. 22 167.0 359.1 17.5 0.0 
 Prepayments from customers  75.2 66.6 0.0 0.0 
 Trade payables  466.8 420.3 0.2 0.2 
 Other payables 23 137.2 119.2 0.0 0.0 
 Corporation tax  0.0 4.9 0.0 4.2    

    
 Total current liabilities  846,2 970,1 17,7 4,4    

    
 Total liabilities  3,500.0 3,779.7 17.7 4.4        
 TOTAL EQUITY AND 

LIABILITIES  5,596.4 5,656.7 1,905.3 1,892.2  
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 Statement of changes in equity 

  Consolidated 
 

DKK million 
Share 
capital 

Share 
pre-
mium 

Hedg-
ing re-
serve 

Trans-
lation 
reserve 

Treas-
ury 
share 
reserve 

Re-
tained 
earn-
ings Total          

 Equity at 31 March 2010 101.7 1,786.4 -33.4 0.1 0.0 -153.8 1,701.0   
       

 Equity movements in 2010/11        
 Foreign exchange adjustments 0.0 0.0 0.0 0.3 0.0 0.0 0.3 
 Value adjustment, hedging instru-

ments 0.0 0.0 44.6 0.0 
0.0 

0.0 44.6 
 Tax on value adjustment of hedging 

instruments 0.0 0.0 -11.2 0.0 0.0 0.0 -11.2          

 Other comprehensive income 0.0 0.0 33.4 0.3 0.0 0.0 33.7 
 Profit for the year 0.0 0.0 0.0 0.0 0.0 142.3 142.3          

 Total comprehensive income 0.0 0.0 33.4 0.3 0.0 142.3 176   
       

 Equity at 31 March 2011 101.7 1,786.4 0.0 0.4 0.0 -11.5 1,877.0   
       

 Equity movements in 2011/12        
 Foreign exchange adjustments 0.0 0.0 0.0 0.1 0.0 0.0 0.1          

 Other comprehensive income 0.0 0.0 0.0 0.1 0.0 0.0 0.1 
 Profit for the year 0.0 0.0 0.0 0.0 0.0 219.4 219.4          

 Total comprehensive income 0.0 0.0 0.0 0.1 0.0 219.4 219.5   
       

 Transactions with owners        
 Acquisition of treasury shares 0.0 0.0 0.0 0.0 -0.1 0.0 -0.1   

       

 Equity at 31 March 2012 101.7 1,786.4 0.0 0.5 -0.1 207.9 2,096.4  
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 Statement of changes in equity 

  Parent company 
  

  

 

DKK million 
Share 
capital 

Share 
premium 

Treasury 
share re-
serve 

Retained 
earnings Total        

 Equity at 31 March 2010 101.7 1,786.4 0.0 -0.6 1,887.5   
     

 Equity movements in 2010/11      
 Other comprehensive income 0,0 0,0 0,0 0,0 0.0 
 Profit for the year 0.0 0.0 0.0 0.3 0.3   

     

 Total comprehensive income 0.0 0.0 0.0 0.3 0.3   
     

 Equity at 31 March 2011 101.7 1,786.4 0.0 -0.3 1,887.8   
     

 Equity movements in 2011/12      
 Other comprehensive income 0.0 0.0 0.0 0.0 0.0 
 Loss for the year 0.0 0.0 0.0 -0.1 -0.1   

     

 Total comprehensive income 0.0 0.0 0.0 -0.1 -0.1   
     

 Transactions with owners      
 Acquisition of treasury shares 0.0 0.0 -0.1 0.0 -0.1   

     

 Equity at 31 March 2012 101.7 1,786.4 -0.1 -0.4 1,887.6  
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 Cash flow statement 
     
 DKK million Note Consolidated Parent company      
   2011/12 2010/11 2011/12 2010/11    

    

 Profit/loss before tax  320.9 214.7 -0.2 0.0 

 
Adjustment for non-cash operating 

items, etc.: 
Depreciation, amortisation and  

impairment losses 8 126.6 132.0 0.0 0.0 
 Other non-cash operating items, net  0.0 0.6 0.0 0.0 
 Financial income  -6.1 -10.3 0.0 -0.2 
 Financial expenses  138.7 193.7 0.0 0.1        

 Cash generated from operations (op-
erating activities) before changes 
in working capital  580.1 530.7 -0.2 -0.1 

 Changes in working capital 24 122.2 0.7 -5.8 34.3        

 Cash generated from operations  
(operating activities) 

 
702.3 531.4 -6.0 34.2 

 Interest received  6.1 1.5 0.0 0.2 
 Interest paid  -106.6 -206.8 0.0 -0.1 
 Corporation tax paid  -115.6 -76.6 -11.4 -8.8        

 Cash flows from operating activities 486.2 249.5 -17.4 25.5        

 Acquisition of intangible assets 12 -2.1 -0.9 0.0 0.0 
 Disposal of intangible assets  0.0 2.1 0.0 0.0 
 Acquisition of property, plant and 

equipment 14 -54.2 -40.6 0.0 0.0 
 Disposal of property, plant and 

equipment  0.0 0.6 0.0 0.0 
 Disposal of other securities and in-

vestments  0.0 1.3 0.0 1.3 
 Acquisition of subsidiaries and ac-

tivities 25 -4.7 0.0 0.0 0.0        

 Cash flows from investing activities -61.0 -37.5 0.0 1.3        

 External financing: 
Raising/settlement of debt to banks, etc. -359.1 -454.0 17.5 0.0 

 Acquisition of treasury shares  -0.1 0.0 -0.1 0.0        

 Cash flows from financing activities -359.2 -454.0 17.4 0.0        

 Cash flows for the year   66.0 -242.0 0.0 26.8 
 Cash and cash equivalents at 1 April  326.3 568.2 0.0 -26.8 
 Foreign exchange adjustment of 

cash and cash equivalents 
 

0.0 0.1 - -        

 Cash and cash equivalents at 
31 March 

26 
392.3 326.3 0.0 0.0  
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Summary of notes to the consolidated financial statements and par-
ent company financial statements 

  
 

  
Note  

 
Note  

1 Accounting policies 
 

17 Inventories 
2 Accounting estimates and judge-

ments 

 
18 Trade receivables 

3 Revenue 
 

19 Other receivables 
4 Cost of goods sold, etc. 

 
20 Equity and treasury shares 

5 Other operating income and costs 
 

21 Deferred tax 
6 Fees to auditors appointed at the 

annual general meeting 

 
22 Amounts owed to banks, etc. 

7 Staff costs 
 

23 Other payables 
8 Depreciation, amortisation and im-

pairment losses 

 
24 Changes in working capital 

9 Financial income 
 

25 Acquisition of subsidiaries and ac-
tivities 

10 Financial expenses 
 

26 Cash and cash equivalents 
11 Tax 

 
27 Contingent assets, liabilities and se-

curity 
12 Intangible assets 

 
28 Financial risks and financial in-

struments 
13 Impairment test 

 
29 Operating leases 

14 Property, plant and equipment 
 

30 Related parties 
15 Investments in subsidiaries 

 
31 Events after the date of the state-

ment of financial position 
16 Other securities and investments 

 
32 New financial reporting regulation 
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 Notes 

 1 Accounting policies 
 MHolding A/S is a public limited company domiciled in Denmark. The annual report for the 

period 1 April 2011 – 31 March 2012 comprises both the consolidated financial statements 
of MHolding A/S and its subsidiaries (the Group) and separate parent company financial 
statements. 

 The annual report of MHolding A/S for 2011/12 has been prepared in accordance with Inter-
national Financial Reporting Standards as adopted by the EU and Danish disclosure re-
quirements for class C large enterprises. 

 In addition, the annual report has been prepared in compliance with the International Finan-
cial Reporting Standards (IFRS) issued by the IASB. 

 
Basis of preparation 

 The annual report has been presented in DKK millions.  

 The annual report has been prepared on the historical cost basis except for derivative finan-
cial instruments, which are measured at fair value. 

 Non-current assets and disposal groups classified as held for sale are measured at the lower 
of the carrying amount before the changed classification and fair value less costs to sell. 

 The accounting policies set out below have been used consistently in respect of the financial 
year and to comparative figures. For standards implemented prospectively, comparative in-
formation is not restated.  

 
Changes in accounting policies 

 With effect from the financial year 2011/12, MHolding A/S has implemented the standards 
and interpretations that have come into force for 2011/12. None of these have affected the 
recognition and measurement in 2011/12 or are expected to affect MHolding A/S with the 
current activities 
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 Notes 

 1 Accounting policies (continued) 
 

Description of accounting policies 

 Consolidated financial statements 
 The consolidated financial statements comprise the parent company MHolding A/S and sub-

sidiaries in which MHolding A/S has control, i.e. the power to govern the financial and oper-
ating policies so as to obtain benefits from its activities. Control is obtained when the Com-
pany directly or indirectly holds more than 50% of the voting rights in the subsidiary or 
which it, in some other way, controls.  

 When assessing whether MHolding A/S exercises control, potential voting rights which are 
exercisable at the date of the statement of financial position are taken into account. 

 The consolidated financial statements have been prepared as a consolidation of the parent 
company's and the individual subsidiaries' financial statements prepared according to the 
group accounting policies. On consolidation, intra-group income and expenses, sharehold-
ings, intra-group balances and dividends, and realised and unrealised gains on intra-group 
transactions are eliminated. Unrealised losses are eliminated in the same way as unrealised 
gains to the extent that write-down has not taken place. 

 The subsidiaries' entries are included 100% in the consolidated financial statements. 

 Business combinations 
 Enterprises acquired or formed during the year are recognised in the consolidated financial 

statements from the date of acquisition or formation. Enterprises disposed of are recognised 
in the consolidated financial statements up to the date of disposal. The comparative figures 
are not restated for acquisitions. 
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 Notes 

 1 Accounting policies (continued) 
 For acquisitions of new enterprises in which MHolding A/S is able to exercise control over 

the acquired enterprise, the purchase method is used. The acquired enterprises' identifiable 
assets, liabilities and contingent liabilities are measured at fair value at the acquisition date. 
Identifiable intangible assets are recognised if they are separable or arise from a contractual 
right. Deferred tax related to the revaluations is recognised. 

 The acquisition date is the date when MHolding A/S effectively obtains control of the ac-
quired enterprise. 

 Any excess of the consideration transferred over the fair value of the identifiable assets, li-
abilities and contingent liabilities acquired (goodwill) is recognised as goodwill under intan-
gible assets. Goodwill is not amortised but is tested annually for indication of impairment. 
The first impairment test is performed within the end of the acquisition year. Upon acquisi-
tion, goodwill is allocated to the cash-generating units, which subsequently form the basis 
for the impairment test. Goodwill and fair value adjustments in connection with the acquisi-
tion of a foreign entity with another functional currency than the presentation currency used 
in the MHolding A/S Group's financial statements are treated as assets and liabilities belong-
ing to the foreign entity and upon initial recognition translated into the foreign entity's func-
tional currency at the exchange rate at the transaction date. Negative differences (negative 
goodwill) are recognised in profit or loss at the acquisition date. 

 The consideration transferred by a business consists of the fair value of the agreed considera-
tion in the form of assets transferred, liabilities assumed and equity instruments issued. Costs 
attributable to business combinations are recognised directly in profit or loss when incurred.  

 If uncertainties regarding identification or measurement of acquired assets, liabilities or con-
tingent liabilities, initial recognition will take place on the basis of provisional values. If sub-
sequently it becomes apparent that the identification or measurement of the purchase consid-
eration, acquired assets, liabilities or contingent liabilities was incorrect on initial recogni-
tion, the statement is adjusted retrospectively, including goodwill, until 12 months after the 
acquisition, and comparative figures are restated. Subsequently, goodwill is not adjusted. 

 Gains or losses on disposal of subsidiaries are stated as the difference between the sales 
amount and the carrying amount of net assets including goodwill at the date of disposal less 
cost of disposal.  
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 Notes 

 1 Accounting policies (continued) 

 Foreign currency translation 
 For each of the reporting entities in the Group, a functional currency is determined. The 

functional currency is the currency used in the primary financial environment in which the 
reporting entity operates. Transactions denominated in other currencies than the functional 
currency are considered transactions denominated in foreign currencies. 

 On initial recognition, foreign currency transactions are translated to the functional currency 
at the exchange rates at the transaction date. Foreign exchange differences arising between 
the exchange rates at the transaction date and at the date of payment are recognised in the in-
come statement as financial income or financial expenses. 

 Receivables and payables and other monetary items denominated in foreign currencies are 
translated to the functional currency at the exchange rates at the date of the statement of fi-
nancial position. The difference between the exchange rates at the date of the statement of fi-
nancial position and at the date at which the receivable or payable arose or was recognised in 
the latest annual report is recognised in the income statement as financial income or financial 
expenses. 

 On recognition in the consolidated financial statements of enterprises with another functional 
currency than DKK, the income statements are translated at the exchange rates at the transac-
tion date and the statement of financial positions items are translated at the exchange rates at 
the date of the statement of financial position. An average exchange rate for the month is 
used as the exchange rate at the transaction date to the extent that this does not significantly 
distort the presentation of the underlying transactions. Foreign exchange differences arising 
on translation of the opening balance of equity of such enterprises at the exchange rates at 
the date of the statement of financial position and on translation of the income statements 
from the exchange rates at the transaction date to the exchange rates at the date of the state-
ment of financial position are recognised directly in equity under a separate translation re-
serve.  

 Foreign exchange adjustments of loans or payables which are considered part of the total net 
investment in foreign operations with another functional currency than DKK are recognised 
in the consolidated financial statements in other comprehensive income under a separate 
translation reserve under equity. Correspondingly, foreign exchange gains and losses on the 
part of loans and derivative financial instruments which are designated as hedges of invest-
ments in foreign operations and effectively hedge against foreign exchange gains and losses 
on the investment in the foreign operation are also recognised in other comprehensive in-
come under a separate translation reserve under equity. 

 On complete or partial disposal resulting in a loss of control of a foreign operation or on re-
payment of balances which constitute part of the net investment in the foreign operation, the 
foreign currency translation adjustments which have been recognised in other comprehensive 
income are reclassified from other comprehensive income to profit or loss together with any 
gains or losses from the disposal. 
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 Notes 

 1 Accounting policies (continued) 

 Derivative financial instruments 
 Derivative financial instruments are recognised at the date a derivative contract is entered 

into and measured in the statement of financial position at fair value. Positive and negative 
fair values of derivative financial instruments are included in other receivables and payables, 
respectively, and set-off of positive and negative values is only made when the Company has 
the right and the intention to settle several financial instruments net. Fair values of derivative 
financial instruments are computed on the basis of current market data and generally ac-
cepted valuation methods. 

 Fair value hedge 
 Changes in the fair value of derivative financial instruments designated as and qualifying for 

recognition as a fair value hedge of recognised assets and liabilities are recognised in the 
statement of comprehensive income together with changes in the value of the hedged asset or 
liability as far as the hedged portion is concerned. 

 Cash flow hedge 
 Changes in the portion of the fair value of derivative financial instruments designated as and 

qualifying as a cash flow hedge that is an effective hedge of changes in future cash flows are 
recognised in other comprehensive income under a separate hedging reserve under equity un-
til the hedged cash flows affect the income statement. If the hedged transaction results in 
gains or losses, amounts previously recognised in other comprehensive income are trans-
ferred to the same item as the hedged item.  

 If the hedging instrument does no longer qualify for hedge accounting, the hedge will cease 
to be effective. The accumulated change in value recognised in other comprehensive income 
is transferred to the income statement when the hedged cash flows affect the income state-
ment. 

 If it is no longer expected that the hedged cash flows will be realised, the accumulated 
change in value is transferred to the income statement immediately. 

 The portion of the value adjustment of a derivative financial instrument that is not included 
in a hedge is presented under financial items. 

 Other derivative financial instruments 
 For derivative financial instruments that are not classified and/or do not qualify for hedge ac-

counting, changes in fair value are recognised in the income statement as financial income or 
financial expenses. 
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 Notes 

 1 Accounting policies (continued) 

 Income statement 

 Revenue 
 Revenue from the sale of goods for resale and finished goods is recognised in the income 

statement provided that transfer of risk to the buyer has taken place before year end and that 
the income can be reliably measured and is expected to be received. 

 Revenue is measured at the fair value of the agreed consideration ex. VAT and taxes charged 
on behalf of third parties. All discounts granted are recognised in revenue. 

 Cost of goods sold 
 Cost of goods sold comprises costs for purchase of goods for the year plus deviations in in-

ventories in generating the revenue for the year.  

 Cost of goods sold is recognised after deduction of supplier discounts and bonuses.  

 Other external costs 
 Other external costs comprise administrative expenses and other costs to operation and main-

tenance. 

 Staff costs 
 Staff costs comprise wages, salaries, pensions and other staff costs. 

 Other operating income and costs 
 Other operating income and costs comprise items secondary to the principal activities of the 

enterprises, including gains and losses on ongoing disposal and replacement of intangible as-
sets and property, plant and equipment and royalty income. Gains and losses on disposal of 
intangible assets and property, plant and equipment are determined as the sales price less 
selling costs and the carrying amount at the selling date.  
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 Notes 

 1 Accounting policies (continued) 

 Financial income and expenses 
 Financial income and expenses comprise interest income and expense, gains and losses on 

securities and impairment losses on securities as well as payables and transactions denomi-
nated in foreign currencies. Furthermore, amortisation of financial assets and liabilities, in-
cluding finance leases, as well as surcharges and refunds under the on-account tax scheme 
and changes in the fair value of derivative financial instruments which are not designated as 
hedging instruments are included. 

 Dividend from shares in subsidiaries is recognised in the parent company's income statement 
in the financial year when the dividend is declared.  

 Tax on profit/loss for the year  
 The parent company and its Danish subsidiaries are subject to the Danish rules on mandatory 

joint taxation of the MHolding A/S Group. The jointly taxed companies are taxed under the tax 
prepayment scheme.  

 MHolding A/S is the administrative company under the joint taxation and accordingly pays all 
corporation taxes to the tax authorities. 

 On payment of joint taxation contributions, the current Danish corporation tax is allocated be-
tween the jointly taxed companies in proportion to their taxable income. Companies with tax 
losses receive joint taxation contributions from other companies that have used the tax losses to 
reduce their own taxable profit (full absorption). 

 Tax for the year comprises current tax, joint taxation contributions and changes in deferred tax 
for the year. The tax expense is recognised in profit or loss, other comprehensive income or di-
rectly in equity. 

 Statement of financial position 

 Intangible assets 

 Goodwill 
 Goodwill is initially recognised in the statement of financial position at cost as described un-

der "Business combinations". Subsequently, goodwill is measured at cost less accumulated 
impairment losses. Goodwill is not amortised. 
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 Notes 

 1 Accounting policies (continued) 

 Trademarks and trade names 

 
Trademarks and trade names acquired in business combinations are measured at cost less ac-
cumulated amortisation and impairment losses. Trademarks and trade names are amortised at 
a straight-line basis over 15 years. 

 Shares in co-operative dwellings 

 
Shares in co-operative dwellings are initially recognised in the statement of financial position 
at cost. Subsequently, Shares in co-operative dwellings are measured at cost less accumu-
lated impairment losses. Shares in co-operative dwellings are not amortised as their useful 
lives cannot be determined. 

 Other intangible assets 
 Other intangible assets, which comprise payment regarding tenancy takeover, including in-

tangible assets acquired in business combinations, are measured at cost less accumulated 
amortisation and impairment losses. Other intangible assets are amortised at a straight-line 
basis over 5-10 years.  

 Property, plant and equipment 
 Land and buildings, plant and machinery and fixtures and fittings, other plant and equipment 

are measured at cost less accumulated depreciation and impairment losses.  

 Cost comprises the purchase price and any costs directly attributable to the acquisition until 
the date when the asset is available for use. The cost of self-constructed assets comprises di-
rect and indirect costs of materials, components, subsuppliers, and wages and salaries as well 
as borrowing costs relating to specific and general borrowing directly attributable to the con-
struction of the individual asset. 

 Subsequent costs, e.g. in connection with replacement of components of property, plant and 
equipment, are recognised in the carrying amount of the asset if it is probable that the costs 
will result in future economic benefits for the Group. The replaced components are derecog-
nised in the statement of financial position and recognised as an expense in the income 
statement. All costs incurred for ordinary repairs and maintenance are recognised in profit or 
loss as incurred. 
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 1 Accounting policies (continued) 
 Where individual components of an item of property, plant and equipment have different 

useful lives, they are accounted for as separate items, which are depreciated separately. De-
preciation is provided on a straight-line basis over the expected useful lives of the as-
sets/components. The expected useful lives are as follows: 

 Building and building parts 15-25 years 
 Plant and machinery 3-7 years 
 Leasehold improvements 5-10 years 
   

 Land is not depreciated. 

 Depreciation is calculated on the basis of the residual value and impairment losses, if any. 
The residual value is determined at the acquisition date and reassessed annually. If the resid-
ual value exceeds the carrying amount, depreciation is discontinued. 

 When changing the depreciation period or the residual value, the effect on the depreciation is 
recognised prospectively as a change in accounting estimates.  

 Investments in subsidiaries in the parent company's financial statements 
 Investments in subsidiaries are recognised at cost in financial statements of the parent com-

pany. Cost includes the purchase price measured at fair value plus direct acquisition costs.  

If there is an indication of impairment, investments in subsidiaries are tested for impairment 
as described for the consolidated financial statements. Where the carrying amount exceeds 
the recoverable amount, investments are written down to this lower value.  

 Upon distribution of reserves other than retained earnings, the distribution reduces the cost of 
the investments, when the distribution resembles repayment of the parent company's invest-
ment.  

 Impairment testing of non-current assets 
 Goodwill and intangible assets with indefinite useful lives are subject to annual impairment 

tests, initially before the end of the acquisition year. Similarly, in-process development pro-
jects are subject to an annual impairment test. 

 The carrying amount of goodwill is tested for impairment together with the other non-current 
assets in the cash-generating unit and written down to the recoverable amount over the in-
come statement if the carrying amount is higher. The recoverable amount is generally com-
puted as the present value of the expected future net cash flows.  
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 1 Accounting policies (continued) 
 Deferred tax assets are subject to annual impairment tests and are recognised only to the ex-

tent that it is probable that the assets will be utilised. 

 The carrying amount of other non-current assets is tested annually for indications of impair-
ment. When there is an indication that assets may be impaired, the recoverable amount of the 
asset is determined. The recoverable amount is the higher of an asset's fair value less ex-
pected costs to sell and its value in use. Value in use is the present value of the future cash 
flows expected to be derived from an asset or the cash-generating unit to which the asset be-
longs. 

 An impairment loss is recognised if the carrying amount of an asset or a cash-generating 
unit, respectively, exceeds the recoverable amount of the asset or the cash-generating unit. 
The impairment losses are recognised in the income statement under depreciation of non-
current assets.  

 Impairment of goodwill is not reversed. Impairment of other assets is reversed only to the ex-
tent of changes in the assumptions and estimates underlying the impairment calculation. Im-
pairment is only reversed to the extent that the asset's increased carrying amount does not 
exceed the carrying amount that would have been determined (net of amortisation or depre-
ciation) had no impairment loss been recognised for the asset in prior years. 

 Inventories 
 Inventories are measured at the lower of cost in accordance with the FIFO method and the 

net realisable value. 

 Goods for resale and raw materials and consumables are measured at cost, comprising pur-
chase price plus delivery costs. 

 The net realisable value of inventories is calculated as the sales amount less costs of comple-
tion and costs necessary to make the sale and is determined taking into account marketabil-
ity, obsolescence and development in expected sales price. 

 Receivables 
 Receivables are measured at amortised cost. Write-down is made for bad debt losses when 

there is objective evidence that an individual receivable has been impaired.  
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 Notes 

 1 Accounting policies (continued) 
 Write-downs are calculated as the difference between the carrying amount and the present 

value of the expected cash flows, including the realisable value of any received collateral. 
The effective interest rate used at the time of initial recognition is used as the discount rate 
for the receivable.  

 Recognition as income of interest on written-down receivables is calculated based on the 
written-down value using the effective interest rate for the individual receivable or portfolio. 

 Prepayments 
 Prepayments comprise costs incurred concerning subsequent financial years and are meas-

ured at cost. 

 Other securities and investments  
 Shares not included in the Group's trading portfolio (available-for-sale) are recognised under 

non-current assets at fair value plus costs at the trade date and are measured at fair value cor-
responding to an estimated fair value computed on the basis of current market data and gen-
erally accepted valuation methods for unquoted securities. Where it is not possible to com-
pute a reliable fair value, securities are measured at cost. Unrealised value adjustments are 
recognised directly in equity except for impairment losses, which are recognised in the in-
come statement as financial income or financial expenses. On realisation, the accumulated 
value adjustment recognised in equity is transferred to financial income or financial expenses 
in the income statement. 

 Equity 

 Dividends 
 Dividends are recognised as a liability at the date when they are adopted at the annual gen-

eral meeting (declaration date). The proposed dividend payment for the year is disclosed as a 
separate item under equity. 

 Interim dividends are recognised as a liability at the date when the decision to pay interim 
dividends is made. 

 Share premium 

 Share premium comprises amounts in addition to the nominal share capital that have been 
paid by the shareholders in connection with capital increases and gains and losses from the 
disposal of treasury shares. 



 
 

 

MHolding A/S 
Annual report 2011/12 

CVR no. 27 52 84 06 

33 

Consolidated financial statements and parent company  
financial statements for the period 1 April 2011 – 31 March 
2012 

 Notes 

 1 Accounting policies (continued) 

 Hedging reserve 
 The hedging reserve comprises the cumulative net change in the fair value of hedging trans-

actions that qualify for recognition as a cash flow hedge and where the hedged transaction 
has not been realised. 

 Translation reserve 
 The translation reserve in the consolidated financial statements comprises the parent com-

pany' share of foreign exchange differences arising on translation of financial statements of 
foreign entities from their functional currencies into the presentation currency used by the 
MHolding A/S Group (Danish kroner). 

 Treasury share reserve 
 The treasury share reserve comprises cost of acquisition for the portfolio of treasury shares. 

Dividends received from treasury shares are recognised directly in transferred comprehen-
sive income in equity. Gains and losses from the sale of treasury shares are recognised in 
share premium. 

 Employee benefits 

 Pension obligations and similar non-current liabilities 
 The Group has entered into pension schemes and similar arrangements with the majority of 

the Group's employees. 

 Contributions to defined contribution plans where the Group currently pays fixed pension 
payments to independent pension funds are recognised in the income statement in the period 
to which they relate and any contributions outstanding are recognised in the statement of fi-
nancial position as other payables.  

 The Group has not established any defined benefit plans.  

 Current and deferred tax 
 In accordance with the joint taxation rules, MHolding A/S as administrative company as-

sumes the liability for payment to the tax authorities of the subsidiaries' corporation taxes as 
the joint taxation contributions are received from the subsidiaries. 

 Current tax payable and receivable is recognised in the statement of financial position as tax 
computed on the taxable income for the year, adjusted for tax on the taxable income of prior 
years and for tax paid on account. 
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 1 Accounting policies (continued) 
 Deferred tax is measured using the statement of financial position liability method on all 

temporary differences between the carrying amount and the tax base of assets and liabilities. 
However, deferred tax is not recognised on temporary differences relating to goodwill which 
is not deductible for tax purposes and on office premises and other items where temporary 
differences, apart from business combinations, arise at the date of acquisition without affect-
ing either profit/loss for the year or taxable income. Where alternative tax rules can be ap-
plied to determine the tax base, deferred tax is measured based on the planned use of the as-
set or settlement of the liability, respectively. 

 Deferred tax assets, including the tax base of tax loss carryforwards, are recognised under 
other non-current assets at the expected value of their utilisation; either as a set-off against 
tax on future income or as a set-off against deferred tax liabilities in the same legal tax entity 
and jurisdiction. 

 Adjustment is made to deferred tax resulting from elimination of unrealised intra-group prof-
its and losses. 

 Deferred tax is measured according to the tax rules and at the tax rates applicable in the re-
spective countries at the end of the reporting period when the deferred tax is expected to 
crystallise as current tax. The change in deferred tax as a result of changes in tax rates is rec-
ognised in other comprehensive income. 

 Provisions 
 Provisions are recognised when, as a result of past events, the Group has a legal or a con-

structive obligation and it is probable that there will be an outflow of resources embodying 
economic benefits to settle the obligation.  

 The amount recognised as a provision is Management's best estimate of the expenses re-
quired to settle the obligation.  

 Financial liabilities 
 Amounts owed to banks, etc., are recognised at the date of borrowing at the net proceeds re-

ceived less transaction costs paid. In subsequent periods, the financial liabilities are meas-
ured at amortised cost using the effective interest method. Accordingly, the difference be-
tween the proceeds and the nominal value is recognised under financial expenses over the 
term of the loan. 

 Other financial liabilities are measured at amortised cost. 
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 1 Accounting policies (continued) 

 Leases 
 Operating lease payments are recognised in the income statement on a straight-line basis 

over the lease term. 

 
Cash flow statement 

 The cash flow statement shows the cash flows from operating, investing and financing activi-
ties for the year, the year's changes in cash and cash equivalents as well as cash and cash 
equivalents at the beginning and end of the year. 

 The cash flow effect of acquisitions and disposals of businesses is shown separately in cash 
flows from investing activities. Cash flows from acquired businesses are recognised in the 
cash flow statement from the date of acquisition. Cash flows from disposals of businesses are 
recognised up until the date of disposal. 

 Cash flows from operating activities are calculated according to the indirect method as the 
profit/loss before tax adjusted for non-cash operating items, changes in working capital, in-
terest, payments, dividends and income taxes paid. 

 Cash flows from investing activities comprise payments in connection with acquisitions and 
disposals of businesses and of intangible assets, property, plant and equipment and other 
non-current assets as well as acquisition and disposal of securities not classified as cash and 
cash equivalents. 

 Cash flows from financing activities comprise changes in the size or composition of the 
share capital and related costs as well as the raising of loans, repayment of interest-bearing 
debt, acquisition and disposal of treasury shares and payment of dividends to shareholders. 

 Cash flows in other currencies than the functional currency are translated using average ex-
change rates unless these deviate significantly from the rate at the transaction date. 

 Cash and cash equivalents comprise cash and short-term marketable securities with a term of 
three months or less at the acquisition date which are subject to an insignificant risk of 
changes in value. 
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 1 Accounting policies (continued) 

 Financial ratios 

 The financial ratios stated in the annual report have been calculated as follows: 

 
Gross margin 

Gross profit x 100
Revenue   

Operating margin  
Operating profit x 100

Revenue   

Solvency ratio  
Equity ex. minority interests, year end x 100

Total assets, year end   

Return on equity 
Profit x 100

Average equity ex. minority interests  

 2 Accounting estimates and judgements 

 Estimation uncertainty 

 The determination of the carrying amount of certain assets and liabilities requires judge-
ments, estimates and assumptions relating to future events.  

 The estimates and assumptions made are based on historical experience and other factors that 
Management finds reasonable in the circumstances but which are inherently uncertain and 
unpredictable. The assumptions may be incomplete or inaccurate, and unexpected events or 
circumstances may arise. Furthermore, the Company is subject to risks and uncertainties 
which may result in the fact that actual results may differ from these estimates. Particular 
risks of the MHolding A/S Group are described in the Management commentary, page 8, and 
note 28. 

 It may be necessary to change previously made estimates due to changes in the facts on 
which the previous estimates were based or due to new knowledge or subsequent events. 

 Estimates, which are significant for the presentation of the financial statements, are e.g. 
made when computing amortisation, depreciation and when testing impairment. 
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 2 Accounting estimates and judgements (continued) 

 Impairment testing 
 In performing the annual impairment test of goodwill an assessment is made of how the in-

dividual units of the Company (cash-generating units) to which goodwill relates will be able 
to generate sufficient positive net cash flows in the future to support the value of goodwill 
and other net assets of the Company. 

 Due to the Company's activities the forecasted cash flows cover many years into the future 
and are by nature associated with some estimation uncertainty. The uncertainty is reflected in 
the discount rate applied. 

 The impairment test and key sources of estimation uncertainty are described in detail in note 
13. 

 Accounting policies 

 As part of the Company’s accounting policies, Management makes assessments and esti-
mates, which may significantly influence the amounts recognised in the annual report.  

    
   Consolidated     
 DKK million   2011/12 2010/11       
 3 Revenue 

 Sale of goods from retail shops   2,847.3 2,745.4 
 Sale of goods to retail shops   249.9 246.2       
    3,097.2 2,991.6 
  

 
   

 In 2011/12, Management has not made significant assessments and estimates. 
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   Consolidated     
 DKK million   2011/12 2010/11       

 4 Cost of goods sold, etc. 
 Cost of goods sold for the year    1,683.4 1,644.3 
 Impairment of inventories for the year    7.2 6.8 
 Reversed impairment on inventories   0.0 0.0 
   
 The Group has not carried out any re-

search and development activities     
   
 5 Other operating income and costs 
 Other operating income     
 Compensation relating to leased prop-

erty 
  1.4 0.0 

 Profit from sale of property, plant and 
equipment 

  0.0 0.2 
      
    1.4 0.2 
  

 
   

 Other operating costs     
 Loss from sale of property, plant and 

equipment   0.0 0.6       
    0.0 0.6 
  

 
   

   
  Consolidated Parent company     
 DKK million 2011/12 2010/11 2011/12 2010/11       
 6 Fees to auditors appointed  

at the annual general meeting 
 Total fee to KPMG 3.2 3.3 0.2 0.2  

     
 Which is specified as follows:     

 Audit 1.8 1.7 0.2 0.2 
 Other assurance engagements 0.1 0.1 0.0 0.0 
 Tax and VAT assistance 1.2 1.2 0.0 0.0 
 Other assistance 0.1 0.3 0.0 0.0       
  3.2 3.3 0.2 0.2  
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   Consolidated     
 DKK million   2011/12 2010/11       

 7 Staff costs 
 Wages and salaries    507.6 507.0 
 Defined contribution plans   37.3 36.3 
 Other expenses    13.5 13.8       
 Total staff costs   558.4 557.1 
  

    
      
 Number of employees   2,037 2,022 
  

    
 

 Remuneration to the Board of Directors and the Executive Board and executive em-
ployees 

      
  2011/12 2010/11     
 

DKK million 

The parent 
company's 
Executive 
Board 

Other exe-
cutive em-
ployees 

The parent 
company's 
Executive 
Board 

Other execu-
tive employ-
ees       

 Wages 9.6 6.6 9.4 6.7 
 Contributions to pension plans 0.3 0.3 0.3 0.3       
  9.9 6.9 9.7 7.0 
      
    
 The parent company's Board of Directors has not received any 

remunerations 
  

      
   Consolidated     
 DKK million   2011/12 2010/11       

 8 Depreciation, amortisation and impairment losses 
 Amortisation, intangible assets   75.3 75.3 
 Depreciation, property, plant and 

equipment 
  48.2 50.2 

 Impairment of goodwill   3.1 6.5       
    126.6 132.0  

 
 

   
Impairment losses relate to goodwill in connection with the Matas shops in Sweden, 
cf. note 13. 
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  Consolidated Parent company     
 DKK million 2011/12 2010/11 2011/12 2010/11       

 9 Financial income 
 Changes in the fair value of derivative 

financial instruments 0.0 8.8 0.0 0.0 
 Interest, cash at bank and in hand 6.1 1.5 0.0 0.2       
  6.1 10.3 0.0 0.2  

     
 10 Financial expenses 
 Interest to banks  105.2 168.8 0.0 0.1 
 Amortisation of financing costs 15.7 21.7 0.0 0.0 
 Changes in the fair value of derivative 

financial instruments 16.5 0.0 0.0 0.0 
 Impairment of other securities and in-

vestments 0.0 2.0 0.0 0.0 
 Other expenses 1.3 1.2 0.0 0.0   

    
  138.7 193.7 0.0 0.1       
 Interest on financial liabilities meas-

ured at amortised costs amounts to 110.9 137.4 0.0 0.0       
      
 11 Tax 
 Tax for the year is specified as fol-

lows: 
    

 Tax on profit/loss for the year 101.5 72.4 -0.1 -0.3 
 Tax on other comprehensive income 0.0 11.2 0.0 0.0       
  101.5 83.6 -0.1 -0.3  

     
 Tax on the profit/loss for the year is 

specified as follows: 
    

 Current tax 104.2 67.3 0.0 0.0 
 Deferred tax -2.5 7.2 0.0 0.0 
 Joint taxation contribution 0.0 0.0 -0.1 -0.3 
 Current tax regarding previous years -0.2 -2.1 0.0 0.0       
  101.5 72.4 -0.1 -0.3  
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  Consolidated Parent company     
 DKK million 2011/12 2010/11 2011/12 2010/11       
      
 11 Tax (continued) 
 Tax on the profit/loss for the year is 

explained as follows:     
 25% tax on loss for the year before tax 80.2 53.7 -0.1 0.0 
 Limitation on the right to deduct inter-

est 19.3 14.9 0.0 0.0 
 Dividends, group enterprises 0.0 0.0 0.0 0.0 
 Other 2.2 5.9 0.0 -0.3 
 Tax regarding previous years -0.2 -2.1 0.0 0.0       
  101.5 72.4 -0.1 -0.3  

     
 Effective tax rate 31.6% 33.7% 25.0% -   
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 12 Intangible assets 
 

  Consolidated    
 

DKK million Goodwill 

Trademarks 
and trade 
names 

Shares in 
co-
operative 
dwellings 

Other in-
tangible as-
sets Total        

 Cost at 1 April 2010 3,564.1 1,107.1 5.8 8.6 4,685.6 
 Additions 0.0 0.0 0.0 0.9 0.9 
 Foreign exchange adjustment 0.7 0.0 0.0 0.0 0.7 
 Disposals -2.1 0.0 0.0 0.0 -2.1        
 Cost at 31 March 2011 3,562.7 1,107.1 5.8 9.5 4,685.1        
 Amortisation and impairment at 

1 April 2010 0.0 227.9 0.0 3.8 231.7 
 Amortisation 0.0 73.9 0.0 1.4 75.3 
 Impairment 6.5 0.0 0.0 0.0 6.5        
 Amortisation and impairment at 

31 March 2011 6.5 301.8 0.0 5.2 313.5        
 Carrying amount at 31 March 

2011 3,556.2 805.3 5.8 4.3 4,371.6  
      

       
 Cost at 1 April 2011 3,562.7 1,107.1 5.8 9.5 4,685.1 
 Additions 5.2 0.0 0.0 2.1 7.3 
 Disposals -9.6 0.0 0.0 0.0 -9.6        
 Cost at 31 March 2012 3,558.3 1,107.1 5.8 11.6 4,682.8        
 Amortisation and impairment at 

1 April 2011 6.5 301.8 0.0 5.2 313.5 
 Amortisation 0.0 73.9 0.0 1.4 75.3 
 Impairment 3.1 0.0 0.0 0.0 3.1 
 Disposals -9.6 0.0 0.0 0.0 -9.6        
 Amortisation and impairment at 

31 March 2012 0.0 375.7 0.0 6.6 382.3        
 Carrying amount at 31 March 

2012 3,558.3 731.4 5.8 5.0 4,300.5  
      

 Amortised over - 15 years - 5-10 years   
      

 
Other intangible assets comprise payments regarding tenancy taken over, etc. 

 
Except from goodwill and shares in co-operative dwellings, it is assessed that all intangible 
assets have a limited useful life. 

 
For further details on impairment, see note 13. 
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 13 Impairment test 

 Goodwill 
 The carrying amount of goodwill for the Group amounts to DKK 3,558.3 million at 

31 March 2012 (DKK 3,556.2 million at 31 March 2011). 

 At 31 March 2012, Management performed impairment tests of the carrying amounts of 
goodwill. 

 
The recoverable value is based on the net present value which is determined by using ex-
pected net cash flows on basis of budgets for the years 2012-2016 and a discount factor be-
fore tax of 11.3% (31 March 2011: 11.7%). 

 The contribution margin for the budget period is estimated based on the historical average 
contribution margin. No significant growth is expected in the contribution margin.  

 The weighted average growth rate used in connection with extrapolation of future net cash 
flows for the years after 2016 is estimated to 2% (31 March 2011: 2%). The growth rate is 
not assessed to exceed the long-term average growth rate within the Company's markets. 

 Based on the impairment tests performed, impairment of goodwill related to the Matas shops 
in Sweden amounts to DKK 3.1 million (2010/11: DKK 6.5 million). Accounting goodwill 
related to the Matas shops in Sweden subsequently totals DKK 0 at 31 March 2012.  

 Management assesses that likely changes in the basic assumptions will not lead to the carry-
ing amount after impairment of goodwill exceeding the recoverable amount.  

 Other non-current assets 

 Management has not identified factors indicating a need to perform an impairment test for 
other intangible assets. 
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 14 Property, plant and equipment 
 

  Consolidated    
 

DKK million 
Land and 
buildings 

Plant and 
machinery 

Leasehold 
improve-
ments Total       

 Cost at 1 April 2010 115.3 133.9 119.2 368.4 
 Value adjustment 0.0 0.0 0.2 0.2 
 Additions 0.1 29.0 11.5 40.6 
 Disposals 0.0 -1.5 -1.6 -3.1       
 Cost at 31 March 2011 115.4 161.4 129.3 406.1       
 Depreciation and impairment at 1 April 2010 7.7 83.9 65.8 157.4 
 Value adjustment 0.0 0.0 0.1 0.1 
 Depreciation 2.5 20.8 26.9 50.2 
 Disposals 0.0 -1.2 -0.9 -2.1       
 Depreciation and impairment at 31 March 2011 10.2 103.5 91.9 205.6       
 Carrying amount at 31 March 2011 105.2 57.9 37.4 200.5  

     
      
 Cost at 1 April 2011 115.4 161.4 129.3 406.1 
 Additions on acquisition of enter-prises 0.0 0.3 0.3 0.6 
 Additions 1.0 36.2 17.0 54.2 
 Disposals 0.0 -0.2 0.0 -0.2       
 Cost at 31 March 2012 116.4 197.7 146.6 460.7       
 Depreciation and impairment at 1 April 2011 10.2 103.5 91.9 205.6 
 Depreciation 2.6 30.0 15.6 48.2 
 Disposals 0.0 -0.2 0.0 -0.2       
 Depreciation and impairment at 31 March 2012 12.8 133.3 107.5 253.6       
 Carrying amount at 31 March 2012 103.6 64.4 39.1 207.1  

     
 Depreciated over  15-25 years 3-7 years 5-10 years   
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  Parent company    
 DKK million 2011/12 2010/11     

 15 Investments in subsidiaries 
 Cost at 1 April 1,888.1 1,888.1 
 Acquisition of subsidiary 0.0 0.0     
 Cost at 31 March 1,888.1 1,888.1     
 Impairment at 1 April 0.0 0.0 
 Impairment 0.0 0.0     
 Impairment at 31 March 0,0 0,0     
 Carrying amount at 31 March 1,888.1 1,888.1  

   
    
  

 Name Registered office 

Owner-
ship share 
2011/12 

Owner-
ship share 
2010/11      

 MHolding 2 A/S  Allerød, Denmark 100% 100% 
 MHolding 3 A/S  Allerød, Denmark 100% 100% 
 Matas A/S  Allerød, Denmark 100% 100% 
 Matas Sverige AB Malmo, Sweden 100% 100% 
 Matas Property A/S Allerød, Denmark 100% 100% 
 MHolding 4 ApS Allerød, Denmark 100% 100% 
 MHolding 5 ApS Allerød, Denmark 100% 100% 
 MHolding 6 ApS Allerød, Denmark 100% 100% 
 Matas Hornslet ApS Allerød, Denmark 100% 0% 
 P/F 31. juli 1982 Thorshavn, the Faroe Islands 100% 100% 
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   Consolidated     
 DKK million   2011/12 2010/11       

 16 Other securities and investments 
 Cost at 1 April   1.7 5.0 
 Disposals   0.0 -3.3       
 Cost at 31 March   1.7 1.7       
 Impairment at 1 April   0.6 0.6 
 Impairment   0.0 2.0 
 Disposals   0.0 -2.0       
 Impairment at 31 March   0.6 0.6       
 Carrying amount at 31 March   1.1 1.1  

 
 

   
  Other securities and investments relate to ownership interests in credit card systems at shop-

ping centres. 

 17 Inventories 
 Goods for resale   542.9 612.5       
    542.9 612.5  

 
    

 Carrying amount of inventories, rec-
ognised at net sales value   24.6 9.7  
 

    
 18 Trade receivables 
 Trade receivables primarily relate to the sale to Matas shops which are not owned by the 

Group. Impairment included in the carrying amount of trade receivables has developed as fol-
lows: 

      
  

 
Consolidated     

 DKK million 
 

 2011/12 2010/11       
 1 April 

  
0.3 0.3 

 Impairment during the year 
  

0.0 0.2 
 Realised during the year 

  
-0.1 -0.2       

 31 March 
  

0.2 0.3  
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 18 Trade receivables (continued) 
 Moreover, the following trade receivables are included, which at 31 March were overdue but 

not impaired: 

   Consolidated     
 DKK million   2011/12 2010/11       
 Maturity:     
 Up until 30 days   0.2 0.7 
 Between 30 and 90 days   0.0 0.3 
 Over 90 days   0.0 0.3       
    0.2 1.3  

 
 

   
 19 Other receivables 
 Fair value of derivative financial in-

struments   0.0 8.8 
 Other receivables   2.2 4.0       
    2.2 12.8  

 
 

   
 20 Equity and treasury shares 

 Capital control 

 The Group continuously assesses the need for adaption to the capital structure. The capital is 
controlled for the Group as a whole.  

 The share of equity of the total equity and liabilities amounts to 37.5% at 31 March 2012 (31 
March 2011: 33.2%). 

 Share capital 
 The Company's share capital constitutes nominal DKK 11,688,101 divided into shares of 

DKK 0.10 each. Nominal DKK 1,688,101 preference shares carry at any distribution a pref-
erential dividend right to an amount corresponding to 12% per year of DKK 11,688,101 
computed on an accumulated basis and less dividend paid on preference shares in the past 
12 months. Any remaining amount is distributed equally among the ordinary shares and 
preference shares. 

 Changes to the share capital in recent years are specified as follows: 
DKK million 2011/12 2010/11 2009/10 2008/09 2007/08       

Share capital at 1 April 101.7 101.7 101.1 101.1 100.0 
Capital increase 0.0 0.0 0.6 0.0 1.1       

Share capital 31 March 101.7 101.7 101.7 101.1 101.1       
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 20 Equity and treasury shares (continued) 

 Treasury shares 

 Number of shares 
Nominal value 

(DKK'000) % of share capital     
 2011/12 2010/11 2011/12 2010/11 2011/12 2010/11        
1 January 0 0 0 0 0.02 0 
Additions 250,000 0 25 0 0.02 0.0        
31 December 250,000 0 25 0 0.02 0.0 
       

All treasury shares are owned by MHolding A/S. 

   Consolidated     
 DKK million   2011/12 2010/11       
 

21 Deferred tax 
 Deferred tax at 1 April   356.6 338.2 
 Addition on acquisition of subsidiary   0.2 0.0 
 Deferred tax recognised in comprehen-

sive income   0.0 11.2 
 Deferred tax for the year recognised in 

loss for the year   -2.5 7.2       
 Deferred tax at 31 March    354.3 356.6  

 
    

 Deferred tax is recognised as follows in the state-
ment of financial position: 

   

 Deferred tax (asset)   -14.1 -16.3 
 Deferred tax (liability)   368.4 372.9       
 Deferred tax at 31 March, net   354.3 356.6  

 
    

 Deferred tax relates to:     

 Intangible assets   346.6 352.1 
 Property, plant and equipment   27.9 24.2 
 Inventories   -14.1 -15.0 
 Other assets   -6.1 -4.7       
    354.3 356.6  

 
 

   
 All deferred tax assets and liabilities are recognised in the statement of financial position. 



 
 

 

MHolding A/S 
Annual report 2011/12 

CVR no. 27 52 84 06 

49 

Consolidated financial statements and parent company  
financial statements for the period 1 April 2011 – 31 March 
2012 

 Notes 

 21 Deferred tax (continued) 
 

Changes in temporary differences during the year 
   
 Consolidated  
 

DKK million   
Balance 
at 1/4 

Addi-
tions on 
acquisi-
tion of 
enter-
prises 

Recog-
nised in 
other 
com-
prehen-
sive in-
come 

Recog-
nised in 
the 
profit/ 
loss for 
the year, 
net  

Balance 
at 31/3          

 2010/11        
 Intangible assets   353.2 0.0 0.0 -1.1 352.1 
 Property, plant and equip-

ment   22.7 0.0 0.0 
1.5 

24.2 
 Inventories   -10.2 0.0 0.0 -4.8 -15.0 
 Other assets   -2.4 0.0 0.0 -2.3 -4.7 
 Liabilities   -11.2 0.0 11.2 0.0 0.0 
 Tax losses   -13.9 0.0 0.0 13.9 0.0          
    338.2 0.0 11.2 7.2 356.6  

        
 2011/12        
 Intangible assets   352.1 0.1 0.0 -5.6 346.6 
 Property, plant and equip-

ment   24.2 0.1 0.0 
3.6 

27.9 
 Inventories   -15.0 0.0 0.0 0.9 -14.1 
 Other assets   -4.7 0.0 0.0 -1.4 -6.1          
    356.6 0.2 0.0 -2.5 354.3  
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  Consolidated Parent company     
 DKK million 2011/12 2010/11 2011/12 2010/11       

 22 Amounts owed to banks, etc. 
 Amounts owed to banks, etc., are rec-

ognised in the statement of financial 
position as follows: 

 

 

 

 
 Non-current liabilities 2,283.8 2,435.1 0.0 0.0 
 Current liabilities 167.0 359.1 17.5 0.0   

    

  2,450.8 2,794.2 17.5 0.0  
     

 Nominal value 2,479.2 2,838.3 17.5 0.0  
     

 Falls due more than 5 years after the 
date of the statement of financial 
position, nominal value 0.0 450.0 0.0 0.0  

     

 Fair value 2,479.2 2,838.3 0.0 0.0  
     

 Fair value of financial liabilities is assessed as current value of expected future part payment 
and interest payments. The actual interest rate for similar loan periods in the Group is used as 
discount rate. 

 Amounts owed to banks, etc., carry variable interest rates. At 31 March 2012, the effective 
interest rate amounts to 1.9-5.2% p.a. (31 March 2011: 2.8-5.5% p.a.)  

 Special terms and conditions (covenants) are attached to the Group's credit facility. The 
Group has complied with these covenants in the financial year. 

 To hedge the interest rate risk, an interest rate swap has been entered into, cf. note 28. 

   Consolidated     
 DKK million   2011/12 2010/11       

 23 Other payables 
 Included in non-current liabilities:     
 Obligations regarding employee bonds   1.6 1.6       
    1.6 1.6  

 
 

   
 Included in current liabilities:     
 Fair value of hedging instruments   7.7 0.0 
 Payable VAT   32.9 22.7 
 Holiday allowance   78.3 81.8 
 salary related liabilities etc.   18.3 14.7       
    137.2 119.2       
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 Notes 
  Consolidated Parent company     
 DKK million 2011/12 2010/11 2011/12 2010/11       

 24 Changes in working capital 
 Change in inventories 71.3 15.3 0.0 0.0 
 Change in receivables -12.1 -2.2 -5.8 34.6 
 Change in trade and other payables 63.0 -12.4 0.0 -0.3       
  122.2 0.7 -5.8 34.3  

     
 

25 Acquisition of subsidiaries and activities 
 In 2011/12, the MHolding A/S Group acquired 1 Matas shop. 
 Consolidated   
   2011/12     
 

DKK million   

Fair value at 
the acquisi-
tion date 

Carrying 
amount be-
fore acquisi-
tion       

 Intangible assets   0.0 0.6 
 Property, plant and equipment   0.6 0.6 
 Inventories   1.6 1.6 
 Cash at bank and in hand   0.1 0.1 
 Deferred tax   -0.2 -0.2 
 Liabilities   -2.5 -2.5       

 Acquired net assets   -0.4 0.2       

 Goodwill   5.2        
 Acquisition price   4.8  
 Hereof cash at bank and in hand   -0.1        
 Cash acquisition price   4.7   

 
    

 After recognition of identifiable assets and liabilities at fair value, goodwill in connection 
with the Group's acquisition was computed to DKK 5.2 million. Goodwill represents the 
value of the existing employees and know-how as well as expected synergies from the com-
bination with the Matas chain. 

 In 2011/12, the acquired shop was recognised in the profit for the year in an amount of DKK 
0.1 million for the period since the acquisition. 

 The net revenue and profit for the year for the Group for 2011/12 prepared proforma as if the 
acquired shops were acquired 1 April 2011, amounted to DKK 3,102.7 million and DKK 
219.4 million. 
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 Notes 
   Consolidated     
 DKK million   2011/12 2010/11       

 26 Cash and cash equivalents 
 Cash and cash equivalents at 31 March 

comprise: 

 

 

 

 
 Cash at bank and in hand   392.3 326.3       
 Cash and cash equivalents at 

31 March 
  392.3 326.3 

 
 

 
   

      
 

27 Contingent assets, liabilities and security 

 Contingent assets and liabilities 
 There are no contingent assets. 

 The MHolding A/S Group is party to some pending lawsuits. It is Management's opinion that 
the outcome of these cases will not affect the Group's financial position beyond the receiv-
ables and liabilities which are recognised in the statement of financial position at 31 March 
2012. 

 Security 

 
The subsidiary MHolding 3 A/S has provided shares in subsidiaries, amounts owed by sub-
sidiaries and cash at bank and in hand with a total carrying amount of DKK 5,334.8 million 
as security for debt to banks, etc., a total of DKK 3,095.0 million.  

 
28 Financial risks and financial instruments 

 The Group's risk management 

 As a consequence of its operation, investments and financing, the Group is exposed to 
changes in the interest rate. The Group is to a limited extent exposed to changes in foreign 
currencies. 

 It is group policy not to make active speculation in financial risks. The Group's finance man-
agement is thus only aimed at management of the financial risks which are a direct result of 
the Group's operation and financing. 
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 Notes 
 

28 Financial risks and financial instruments (continued) 

 For a description of the accounting policies and methods, including recognition criteria and 
measurement basis, we refer to the accounting policies. 

 There are no changes in the Group's risk exposure or risk management compared to 2010/11. 
 

Interest rate risks 

 It is group policy to fully or partially hedge interest rate risks on all group loans when it is 
assessed that the interest payments can be hedged satisfactorily. Hedging is usually made by 
means of interest rate swaps, where loans with variable interest rate are converted to loans 
with a fixed interest rate. 

 At 31 March 2012, the Group has an interest rate swap with a principal amount of DKK 
1 billion, which expires at year-end 2012. It has been decided that the interest rate swap, 
which partly hedges the Group's interest rate risks on floating-rate loans, is not documented 
as a hedging instrument for accounting purposes. Fair value at 31 March 2012 totals DKK -
7.7 million (31 March 2011: DKK 8.8 million). 

 For the Group's floating interest-bearing cash and debt to banks, etc., a drop in interest level 
of 1% p.a. in relation to the actual interest rates would have had an influence on revenue of 
DKK -3.8 million (2010/11: DKK -6.3 million) and on equity at 31 March 2012 of DKK -3.8 
million (31 March 2011: DKK -6.3 million). The result for the year is affected by the change 
in the fair value of interest rate swaps recognised in the income statement which exceed in-
terest savings. An increase in the interest rate would have had a similar positive influence.  

 
Preconditions for analysis of sensitivity 

 The stated sensitivities are calculated on the basis of the recognised financial assets and li-
abilities at 31 March 2012. There have not been adjusted for repayments, loan taking, etc. 
during the course of 2011/12. 

 The computed expected fluctuations are based on the current market situation and expecta-
tions for the market development of the interest rate level. 

 Currency risks 

 The Group's foreign enterprises are not significantly affected by currency fluctuations.  

 The Group's income statement is affected by foreign currency fluctuations as the foreign 
group enterprises' result at year-end is translated to Danish kroner on basis of average ex-
change rates. The Group's size makes the effect immaterial.  

 At 31 March 2012, the Group had not entered into any foreign exchange contracts.  
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 28 Financial risks and financial instruments (continued) 

 Liquidity risks 

 The Group's liquidity reserve consists of cash and cash equivalents and unutilised credit fa-
cilities. It is the Group's aim to have sufficient cash resources to continue to acquire Matas 
shops.  

 The Group's liabilities fall due as follows: 

Consolidated  

DKK million 
Carrying 
amount 

Contrac-
tual cash 
flows 

Within 1 
year 

1 to 3 
years 

3 to 5 
years 

After 5 
years        

2010/11       
Non-derivative financial in-

struments       
Banks, etc. 2,794.2 3,282.1 235.6 601.5 1,988.9 456.1 
Trade payables 420.3 420.3 420.3 0.0 0.0 0.0 
Employee bonds 1.6 1.9 0.1 1.2 0.6 0.0 
Other payables 7.2 7.2 7.2 0.0 0.0 0.0        
31 March 2011 3,223.3 3,711.5 663.2 602.7 1,989.5 456.1 
       
  
2011/12       
Non-derivative financial in-

struments       
Banks, etc. 2,450.8 2,758.9 254.7 1,494.5 1,009.7 0.0 
Trade payables 466.8 466.8 466.8 0.0 0.0 0.0 
Employee bonds 1.6 1.8 1.2 0.6 0.0 0.0 
Other payables 9.7 9.7 9.7 0.0 0.0 0.0        
31 March 2012 2,928.9 3,237.2 732.4 1,495.1 1,009.7 0.0 
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 28 Financial risks and financial instruments (continued) 

 The parent company's liabilities fall due as follows: 
Parent company  

DKK million 
Carrying 
amount 

Contrac-
tual cash 
flows 

Within 1 
year 

1 to 3 
years 

3 to 5 
years 

After 5 
years        

2010/11       
Non-derivative financial in-

struments       
Trade payables 0.2 0.2 0.2 0.0 0.0 0.0        
31 March 2011 0.2 0.2 0.2 0.0 0.0 0.0 
       
  
2011/12       
Non-derivative financial in-

struments       
Banks, etc. 17.5 18.3 18.3 0.0 0.0 0.0 
Trade payables 0.2 0.2 0.2 0.0 0.0 0.0        
31 March 2012 17.7 18.5 18.5 0.0 0.0 0.0 
       

 
 

Preconditions for analysis of sensitivity 

 The maturity analysis is based on all undiscounted cash flows, including estimated interest 
payments. Interest payments are estimated based on current market conditions. 

 On the basis on the Group's expectations of future operations and the Group's current cash re-
sources, no significant liquidity risks are identified. 

 Special terms and conditions (covenants) are attached to the Group's credit facility. The 
Group has complied with these covenants in the financial year. 

 Credit risks 

 The Group's credit risks are partly linked to receivables and cash at bank and in hand and 
partly to derivative financial instruments with positive fair value. The maximum credit risk 
linked to financial assets corresponds to the values recognised in the statement of financial 
position. 

 The Group has no significant risks regarding one individual customer or partner. Thus there 
is no insurance of trade receivables from sales. There are no essential due receivables and 
therefore not reserved amounts to meet loss.  
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 28 Financial risks and financial instruments (continued) 
    
 Consolidated   
  2011/12 2010/11     
 

DKK million 
Carrying 
amount Fair value 

Carrying 
amount Fair value   

    

 Categories of financial instruments:     
 Derivative financial instruments included in the 

trading portfolio 0.0 0.0 8.8 8.8   
    

 Financial assets measured at fair value over 
the income statement 0.0 0.0 8.8 8.8  

     
 Trade receivables 87.2 87.2 78.3 78.3 
 Deposits 29.7 29.7 27.2 27.2 
 Other receivables 2.2 2.2 4.0 4.0 
 Cash at bank and in hand 392.3 392.3 326.3 326.3   

    

 Loans and receivables 511.4 511.4 435.8 435.8  
     

 Derivative financial instruments included in the 
trading portfolio 7.7 7.7 0.0 0.0   

    

 Financial liabilities measured at fair value 
through profit or loss 7.7 7.7 0.0 0.0  

     
 Banks, etc. 2,450.8 2,479.2 2,794.2 2,838.3 
 Employee bonds 1.6 1.6 1.6 1.6 
 Trade payables 466.8 466.8 420.3 420.3 
 Other payables 9.7 9.7 7.2 7.2   

    

 Financial liabilities measured at amortised 
cost 2,928.9 2,957.3 3,223.3 3,267.4  

     
 Parent company   
  2011/12 2010/11     
 

DKK million 
Carrying 
amount Fair value 

Carrying 
amount Fair value   

    

 Categories of financial instruments:     
 Amounts owed by group enterprises 9.9 9.9 4.1 4.1   

    

 Loans and receivables 9.9 9.9 4.1 4.1  
     

 Banks, etc. 17.5 17.5 0.0 0.0 
 Trade payables 0.2 0.2 0.2 0.2   

    

 Financial liabilities measured at amortised 
cost 17.7 17.7 0.2 0.2  
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 28 Financial risks and financial instruments (continued) 
    

 Derivative financial instruments (interest rate swaps) are estimated according to generally 
accepted estimation techniques based on relevant and observable swap graphs. 

 Financial instruments relating to the purchase of goods etc. with a short credit period are es-
timated to have a fair value equal to the carrying amount. 

 The applied methods are unchanged compared to 2010/11. 

Fair value hierarchy for financial instruments recognised at fair value in the statement 
of financial position 
  
Consolidated  
 2010/11   

DKK million 

Quoted 
prices 
(Level 1) 

Observ-
able input 
(Level 2) 

Unob-
servable  
input 
(Level 3) Total      

Financial assets     
Derivative financial instruments included in the trading 

portfolio 0.0 8.8 0.0 8.8      
Total financial assets 0.0 8.8 0.0 8.8 
     
  
 2011/12   

DKK million 

Quoted 
prices 
(Level 1) 

Observ-
able input 
(Level 2) 

Unob-
servable  
input 
(Level 3) Total      

Financial liabilities     
Derivative financial instruments included in the trading 

portfolio 0.0 7.7 0.0 7.7      
Total financial liabilities 0.0 7.7 0.0 7.7 
     

 Hedge accounting 

 The Group uses derivative financial instruments to partly hedge the interest rate risk of the 
Group's loans. It is group policy not to actively speculate in the interest rate risk.  

 The Group has entered into an interest rate swap with a principal amount of DKK 1,000 mil-
lion to partly hedge the Group's loans. For accounting purposes it has been decided not to 
document the interest rate swap as a hedging instrument and changes in fair value are there-
fore recognised in the income statement.  
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 28 Financial risks and financial instruments (continued) 
    
    

 2011/12 2010/11    

 

No-
tional 
amount 

Fair 
value 
adjust-
ment 
recog-
nised in 
income 
state-
ment 

Fair 
value 

Time to 
maturity 

No-
tional 
amount 

Fair 
value 
adjust-
ment 
recog-
nised in 
income 
state-
ment 

Fair 
value 

Time to 
maturity          

 DKK 
million 

DKK 
million 

DKK 
million 

months DKK 
million 

DKK 
million 

DKK 
million 

months 

Interest rate 
swap, trad-
ing portfo-
lio 1,000 -16.5 -7.7 9 1,000 8.8 8.8 21          

 1,000 -16.5 -7.7  1,000 8.8 8.8           
         

 29 Operating leases 
 The Group leases buildings and operating equipment under operating leases. The lease pe-

riod is usually a period between 2 and 10 years with a possibility of extension after the ex-
piry of the period. The majority of the lease agreements do not contain conditional lease 
payments. Some of the lease agreements have variable lease payments depending on the 
revenue. 

 Interminable lease agreements are specified as follows:  
 

   Consolidated     
 DKK million   2011/12 2010/11       
 0-1 years   89.7 91.9 
 1-5 years   54.2 54.2 
 > 5 years   1.5 0.0       
    145.4 146.1  

 
 

   
 In the income statement of the Group, DKK 145.0 million (2010/11: DKK 134.7 million) is 

recognised regarding operating leases.  
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 30 Related parties 
 MHolding A/S is 66.1% owned by Svenska MHolding 1 AB, Sweden.  

 The ultimate foreign company with controlling interest in the MHolding Group is MHold-
ings Sárl, Luxembourg, which is owned by a number of funds advised by CVC Partners. 

 In 2011/12 and 2010/11, there have been no transactions with the related parties mentioned 
above. 

 Board of Directors and Executive Board  
 The MHolding A/S Group's related parties with significant influence comprise the compa-

nies' Executive Boards and Boards of Directors and their related families. Further, related 
parties comprise companies in which the above persons have substantial interests. 

 Management's remuneration is mentioned in note 7.  

 Subsidiaries  

 Further, the related parties comprise the parent company's subsidiaries, cf. note 15. 

 Transactions with subsidiaries are eliminated in the consolidated financial statements in ac-
cordance with the accounting policies.  

 
31 Events after the date of the statement of financial position 

 No significant events have occurred after 31 March 2012. 

 32 New financial reporting regulation 

  A number of new standards and interpretations that are not compulsory for MHolding A/S in 
connection with the preparation of the financial statements for 2011/12 have been issued. 
None of these new standards and interpretations are expected to affect the financial statement 
of MHolding A/S. 
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 Ledelsens påtegning 
 Bestyrelse og direktion har dags dato behandlet og godkendt årsrapporten for regnskabsåret 

1. april 2012 – 31. marts 2013 for Matas A/S. 

 Årsrapporten er aflagt i overensstemmelse med International Financial Reporting Standards 
som godkendt af EU og danske oplysningskrav efter årsregnskabsloven.  

 Det er vores opfattelse, at koncernregnskabet og årsregnskabet giver et retvisende billede af 
koncernens og selskabets aktiver, passiver og finansielle stilling pr. 31. marts 2013 samt af 
resultatet af koncernens og selskabets aktiviteter og pengestrømme for regnskabsåret 1. april 
2012 – 31. marts 2013. 

 Det er endvidere vores opfattelse, at ledelsesberetningen indeholder en retvisende redegørel-
se for udviklingen i koncernens og selskabets aktiviteter og økonomiske forhold, årets resul-
tat og for koncernens og selskabets finansielle stilling. 

 Årsrapporten indstilles til generalforsamlingens godkendelse. 

 Allerød, den 13. juni 2013 
 
Direktion: 
     
     
     
     
Terje List 
adm. direktør 

 Anders T. Skole-Sørensen 
finansdirektør 

  

     
     
     
     
Bestyrelse:     
     
     
     
     
Søren Vestergaard-Poulsen 
formand 

 Christoffer Helsengreen 
Sjøqvist 

 Peter Georg Edvard 
Törnquist 

     
     
     
     
     
Lars Frederiksen  Mads Pilgren   
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 Den uafhængige revisors erklæringer 

 Til kapitalejerne i Matas A/S 

Påtegning på koncernregnskabet og årsregnskabet 

 Vi har revideret koncernregnskabet og årsregnskabet for Matas A/S for regnskabsåret 1. april 2012 – 31. marts 
2013. Koncernregnskabet og årsregnskabet omfatter totalindkomstopgørelse, balance, egenkapitalopgørelse, pen-
gestrømsopgørelse og noter, herunder anvendt regnskabspraksis for såvel koncernen som selskabet. Koncernregn-
skabet og årsregnskabet udarbejdes efter International Financial Reporting Standards som godkendt af EU og 
yderligere oplysningskrav i årsregnskabsloven. 

 Ledelsens ansvar for koncernregnskabet og årsregnskabet 

 Ledelsen har ansvaret for udarbejdelsen af et koncernregnskab og et årsregnskab, der giver et retvisende billede i 
overensstemmelse med International Financial Reporting Standards som godkendt af EU og yderligere oplys-
ningskrav i årsregnskabsloven. Ledelsen har endvidere ansvaret for den interne kontrol, som ledelsen anser nød-
vendig for at udarbejde et koncernregnskab og et årsregnskab uden væsentlig fejlinformation, uanset om denne 
skyldes besvigelser eller fejl. 

 Revisors ansvar 

 Vores ansvar er at udtrykke en konklusion om koncernregnskabet og årsregnskabet på grundlag af vores revision. 
Vi har udført revisionen i overensstemmelse med internationale standarder om revision og yderligere krav ifølge 
dansk revisorlovgivning. Dette kræver, at vi overholder etiske krav samt planlægger og udfører revisionen for at 
opnå høj grad af sikkerhed for, om koncernregnskabet og årsregnskabet er uden væsentlig fejlinformation. 

En revision omfatter udførelse af revisionshandlinger for at opnå revisionsbevis for beløb og oplysninger i kon-
cernregnskabet og i årsregnskabet. De valgte revisionshandlinger afhænger af revisors vurdering, herunder vurde-
ringen af risici for væsentlig fejlinformation i koncernregnskabet og i årsregnskabet, uanset om denne skyldes be-
svigelser eller fejl. Ved risikovurderingen overvejer revisor intern kontrol, der er relevant for virksomhedens ud-
arbejdelse af et koncernregnskab og et årsregnskab, der giver et retvisende billede. Formålet hermed er at ud-
forme revisionshandlinger, der er passende efter omstændighederne, men ikke at udtrykke en konklusion om ef-
fektiviteten af virksomhedens interne kontrol. En revision omfatter endvidere vurdering af, om ledelsens valg af 
regnskabspraksis er passende, om ledelsens regnskabsmæssige skøn er rimelige samt den samlede præsentation af 
koncernregnskabet og årsregnskabet. 

Det er vores opfattelse, at det opnåede revisionsbevis er tilstrækkeligt og egnet som grundlag for vores konklu-
sion. 

Revisionen har ikke givet anledning til forbehold. 

 Konklusion 

 Det er vores opfattelse, at koncernregnskabet og årsregnskabet giver et retvisende billede af koncernens og sel-
skabets aktiver, passiver og finansielle stilling pr. 31. marts 2013 samt af resultatet af koncernens og selskabets 
aktiviteter og pengestrømme for regnskabsåret 1. april 2012 – 31. marts 2013 i overensstemmelse med Internatio-
nal Financial Reporting Standards som godkendt af EU og yderligere oplysningskrav i årsregnskabsloven 

 Udtalelse om ledelsesberetningen 

 Vi har i henhold til årsregnskabsloven gennemlæst ledelsesberetningen. Vi har ikke foretaget yderligere hand-
linger i tillæg til den udførte revision af koncernregnskabet og årsregnskabet. Det er på denne baggrund vores op-
fattelse, at oplysningerne i ledelsesberetningen er i overensstemmelse med koncernregnskabet og årsregnskabet. 

København, den 13. juni 2013 
KPMG 
Statsautoriseret Revisionspartnerselskab 

Niels Erik Borgbo Søren Christiansen 
statsaut. revisor statsaut. revisor 
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Ledelsens beretning 

 Selskabsoplysninger 
 Matas A/S (tidligere MHolding A/S) 
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3450 Allerød 

Telefon: 48 16 55 55 
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Hjemmeside: www.matas.dk 

CVR-nr.: 27 52 84 06 
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Ledelsens beretning 

 Hoved- og nøgletal for koncernen 
      
mio. kr. 2012/13 2011/12 2010/11 2009/10 2008/09
  
Hovedtal  
Nettoomsætning 3.200,0 3.097,2 2.991,6 2.947,9 3.011,4
Bruttoresultat 1.471,2 1.413,8 1.347,3 1.326,3 1.305,4
Resultat af primær drift 456,3 453,5 398,1 348,2 313,0
Resultat af finansielle poster -80,6 -132,6 -183,4 -267,7 -307,4
Årets resultat 263,0 219,4 142,3 27,6 -34,5
  
Balancesum 5.770,3 5.596,4 5.656,7 6.020,7 5.920,6
Investering i materielle aktiver 48,9 54,2 40,6 40,6 41,2
Egenkapital, inkl. minoritetsinteresser 2.359,4 2.096,4 1.877,0 1.701,0 1.020,3
  
Pengestrøm fra driftsaktiviteten 391,5 486,2 249,5 264,8 185,9
Pengestrøm til investeringsaktiviteten -70,5 -61,0 -37,5 -159,1 -138,8
Pengestrøm fra finansieringsaktiviteten -176,7 -359,2 -454,0 52,5 63,5
Pengestrøm i alt 144,3 66,0 -242,0 158,2 110,6
  
Nøgletal  
Overskudsgrad 14,3 % 14,6 % 13,3 % 11,8 % 10,4 %
Bruttomargin 46,0 % 45,6 % 45,0 % 45,0 % 43,4 %
Egenkapitalandel (soliditet) 40,9 % 37,5 % 33,2 % 28,2 % 17,2 %
Egenkapitalforrentning 11,8 % 11,0 % 8,0 % 2,1 % -3,2 %
Resultat pr. aktie (EPS Basic), kr. 6,45 5,38 3,49 0,68 -0,85
Udvandet resultat pr. aktie (EPS-D), kr. 6,45 5,38 3,49 0,68 -0,85
  
Antal ansatte i gennemsnit 2.051 2.037 2.022 2.108 2.164
  

Resultat og udvandet resultat pr. aktie er beregnet i overensstemmelse med IAS 33 (note 13 
til koncernregnskabet). Resultat og udvandet resultat pr. aktie er beregnet under hensyntagen 
til fondsaktieudstedelsen og det omvendte aktiesplit, som blev gennemført 4. juni 2013. Øv-
rige nøgletal er beregnet i overensstemmelse med Den Danske Finansanalytikerforenings 
"Anbefalinger og Nøgletal 2010". Der henvises til nøgletalsdefinitioner i koncernregnskabets 
note 1. 
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Hovedaktivitet 

Matas koncernens hovedaktivitet er at eje og drive detailbutikker inden for Matas kæden, 
herunder aktiviteter med salg af produkter og tjenesteydelser, fortrinsvis inden for skønhed, 
sundhed, husholdning og personlig pleje. 

Udviklingen i aktiviteter og økonomiske forhold 

Koncernen 

Årets omsætning udgør 3.200,0 mio. kr. mod 3.097,2 mio. kr. i 2011/12 og 2.991,6 mio. kr. 
i 2010/11. Årets resultat udgør 263,0 mio. kr. mod 219,6 mio. kr. i 2011/12 og 142,1 mio. kr. 
i 2010/11. 

Koncernens omsætning steg 3,3 % i løbet af regnskabsåret drevet af en tilfredsstillende or-
ganisk vækst på 2,9 % på trods af en negativ kalendereffekt og en positiv effekt af medtagel-
sen af opkøbte associerede butikker. Det er ledelsens vurdering, at Matas koncernen i et de-
tailmarked, som fortsat er præget af eftervirkningerne af finanskrisen og hård konkurrence, 
har formået at fastholde og udbygge Matas kædens position såvel i forhold til markedsandele 
som forbrugerimage. Loyalitetsprogrammet Club Matas anses for at have haft stor betydning 
for realiseringen af resultatet, da medlemstallet er steget til 1.225.000 fra 990.000 ved forrige 
regnskabsårs afslutning. I regnskabsåret har det underliggende salg udvist en pæn vækst i 
både Mass Beauty og High-End Beauty inden for produkter til personlig pleje. På området 
for Matas Medicare og relaterede varer er salget steget i takt med koncernens generelle 
vækst i regnskabsperioden, mens Material Shop har udvist et mindre fald i salget som følge 
af bl.a. en kold og regnfuld sommer, der havde en negativ effekt på visse sæsonbestemte 
produkter. Udviklingen i salget var positiv i løbet af regnskabsåret og var især stærkt i det 
vigtige tredje kvartal af regnskabsåret. 

Det nye centrale lager for eksklusive skønhedsprodukter beliggende ved siden af hovedkon-
toret i Allerød blev taget i brug i slutningen af regnskabsåret. Som følge opbygningen af va-
relageret steg varebeholdninger generelt sammenlignet med regnskabsåret 2011/12, men som 
følge af det løbende arbejde med at reducere varebeholdningerne var stigningen mindre end 
den oprindelige lageropbygning på det nye lager. På baggrund af en fortsat forbedring i leve-
randørgælden og forudbetalinger forbedredes den samlede nettodriftskapital i løbet af regn-
skabsåret og udgjorde fortsat en finansieringskilde. Desuden har regnskabsåret været karak-
teriseret ved en fortsat indsats for at forbedre driftsparametrene i butikkerne. 

I det forløbne regnskabsår fortsatte koncernen med at videreudvikle sit nye loyalitetspro-
gram, Club Matas. Club Matas blev introduceret i slutningen af august 2010 og havde pr. 31. 
marts 2013 tæt på 1,2 mio. medlemmer. Club Matas viste sit potentiale i løbet af regnskabs-
året, og den næste fase af udviklingen af Club Matas-konceptet er påbegyndt. Ved at udnytte 
den omfattende mængde data, der er blevet indsamlet fra de mange registrerede transaktio-
ner, forsøger Club Matas at øge værdien af Club Matas for medlemmerne ved at udsende 
mere målrettet markedsførings- og salgsmateriale og dermed realisere loyalitetsprogrammets 
fulde kommercielle potentiale. 
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Webshoppens stærke vækst fortsatte med en stigning i salget på 100 % i forhold til regn-
skabsåret 2011/12. Webshoppen stod for ca. 1 % af omsætningen i regnskabsåret 2012/13 og 
er nu blandt de største salgssteder. 

I betragtning af de udfordrende markedsvilkår er ledelsen af Matas koncernen tilfreds med, 
at virksomheden har opnået en forbedring af driftsresultatet i forhold til sidste regnskabsår, 
og at dette er sket ved øget salg, fastholdelse af bruttoavancen på et højt niveau og samtidig 
gennemførelse og igangsættelse af en række fremadrettede tiltag. Ledelsen betragter således 
resultatet for regnskabsåret 2012/13 som tilfredsstillende. Koncernens egenkapital pr. 31. 
marts 2013 inklusiv overførsel af årets resultat udgør 2.359,4 mio. kr. mod 2.096,4 mio. kr. 
pr. 31. marts 2012 og 1.877,0 mio. kr. pr. 31. marts 2011. 

Moderselskabet 

Resultat før skat, som udgør -0,9 mio. kr. (2011/12: -0,2 mio. kr. og 2010/11: 0,0 kr.), er som 
forventet.  

Investeringer 

Koncernen har i regnskabsåret 2012/13 foretaget investeringer for i alt 70,5 mio. kr., primært 
i forbindelse med ombygninger og udvidelser af en række eksisterende Matas-butikker, her-
under åbningen af butikken på Vesterbrogade. Der blev også i løbet af regnskabsåret foreta-
get investeringer i udvidelsen af vores detailbutikker via køb af to associerede butikker. 

Begivenheder efter regnskabsårets afslutning 

Matas koncernen har erhvervet alle aktierne i Esthetique Danmark A/S, som har ni Esthetique 
butikker i Danmark, samt en Matas butik i Ringkøbing, jf. note 26 til koncernregnskabet. 

Matas har indgået en lejeaftale til en ny butik i Sønderborg, som forventes at åbne i efteråret 
2013. 

30. maj 2013 har koncernen ekstraordinært afdraget 200 mio. kr. på bankgælden. 

30. maj 2013 blev der indgået en ny låneaftale, som forventes anvendt til fuldstændig refi-
nansiering af den eksisterende låneaftale, jf. note 23 til koncernregnskabet. 

30. maj 2013 ændrede moderselskabet navn fra MHolding A/S til Matas A/S. Samtidig æn-
drede datterselskabet Matas A/S navn til Matas Operations A/S. 

31. maj 2013 offentliggjorde moderselskabet, at det er hensigten at lade dets aktier notere på 
NASDAQ OMX Copenhagen. 

31. maj 2013 indgik koncernen en principaftale med alle indehavere af de associerede butik-
ker vedrørende visse ændringer i deres eksisterende samhandelsvilkår og Matas' potentielle 
overtagelse af op til seks associerede butikker. 
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4. juni 2013 gennemførtes en ændring af kapitalstrukturen som forberedelse til udbuddet og 
optagelsen af moderselskabets aktier til handel og officiel notering på NASDAQ OMX Co-
penhagen. Kapitalstrukturændringen omfattede en sammenlægning af de to hidtidige aktie-
klasser til en, og en afskaffelse af den til præferenceaktierne tilhørende fortrinsret, en fonds-
aktieudstedelse samt en omvendt aktiesplit, jf. note 21 til koncernregnskabet. 

Forventninger til fremtiden 

Omsætningsvæksten i regnskabsåret 2013/14 sammenholdt med regnskabsåret 2012/13 for-
ventes at være en smule større end omsætningsvæksten på 3,3% i regnskabsåret 2012/13, 
hvilket til dels skyldes en forventet bedring i like-for-like-væksten. 

Matas' skøn vedrørende omsætningsvæksten er hovedsagligt baseret på og forudsætter føl-
gende: 

 underliggende vækst på det danske skønheds- og sundhedsmarked, 

 stabilitet i dansk økonomi og privatforbrug, 

 en mindre stigning i priser og volumen generelt inden for samme produktmix som i regn-
skabsåret 2012/13, 

 markedsføringsaktiviteter på niveau med regnskabsåret 2012/13, 

 en positiv effekt af strategiske tiltag såsom fortsat vækst og udvikling i Club Matas samt 
yderligere udvikling af Webshoppen, 

 en positiv kalendereffekt af en forøgelse af antallet af handelsdage og, i mindre grad, en 
stigning i antallet af butikker, der holder søndagsåbent i forhold til regnskabsåret 
2012/13, 

 og en meget begrænset udvidelse af kæden af egne butikker gennem åbning af nye bu-
tikker og udvidelse af eksisterende butikker i regnskabsåret 2013/14. 

Endvidere forventer Matas, at den justerede EBIT-margin, som er justeret for omkostninger i 
forbindelse med børsnoteringen og afskrivning af immaterielle aktiver samt nedskrivninger 
af goodwill og andre immaterielle aktiver, for regnskabsåret 2013/14 bliver på niveau eller 
en smule højere end den justerede EBIT-margin på 17,1 % (justeret for ikke tilbagevendende 
omkostninger på 16,0 mio. kr. og afskrivning af immaterielle aktiver samt nedskrivninger af 
goodwill og andre immaterielle aktiver) i regnskabsåret 2012/13. 

Ud over de forudsætninger, der også påvirker og er en del af grundlaget for selskabets om-
sætningsskøn, er selskabets skøn vedrørende justeret EBIT-margin, som ikke omfatter om-
kostninger i forbindelse med børsnoteringen og afskrivning af immaterielle aktiver samt ned-
skrivninger af goodwill og andre immaterielle aktiver, primært baseret på og forudsætter et 
fortsat fokus på Matas' bruttomargin samt stram styring af driftsomkostninger, herunder: 

 bruttomargin på stort set samme niveau som i regnskabsåret 2012/13, 

 en begrænset stigning i antallet af medarbejdere i forhold til udgangen af regnskabsåret 
2012/13 og marginale overenskomstmæssige lønstigninger, 
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 markedsføringsomkostninger på niveau med regnskabsåret 2012/13, 

 en mindre stigning i lejeomkostninger baseret på eksisterende lejeaftaler. 

I resultatforventningerne vedrørende regnskabsåret 2013/14 har koncernen ikke medtaget 
indvirkningen på omsætning og justeret EBIT (justeret for omkostninger i forbindelse med 
børsnoteringen og afskrivning af immaterielle aktiver samt nedskrivninger af goodwill og 
andre immaterielle aktiver) som følge af: 

 eventuelle køb af associerede butikker, herunder eventuelle køb i henhold til principafta-
len for Matas kæden 

 omkostninger relateret til erhvervelsen af Esthetique og indvirkningen af lanceringen og 
udrulningen af det nye butikskoncept StyleBox. 

Der forventes en negativ påvirkning på ca. 3-7 mio. kr. på justeret EBIT (justeret for om-
kostninger i forbindelse med børsnoteringen og afskrivning af immaterielle aktiver samt ned-
skrivninger af goodwill og andre immaterielle aktiver) i regnskabsåret 2013/14 som følge af 
lanceringen og udrulningen af Stylebox samt omkostningerne i forbindelse med erhvervelsen 
af Esthetique. Denne forventede påvirkning forudsætter, at syv af de ni erhvervede Estheti-
que butikker bliver relanceret og genåbnet under StyleBox brandet i regnskabsåret 2013/14. 

Særlige risici 

Driftsrisici 

Koncernen vurderes ikke at have væsentlige driftsrisici grundet Matas kædens stærke mar-
kedsposition. Dertil vurderes koncernens leverandører som værende stabile. 

Finansielle risici 

Renterisici 

Koncernens samlede renterisiko over en 12-måneders periode ved en stigning i renten på 1 
%-point udgør 21 mio. kr. 

Valutarisici 

Koncernen er kun i begrænset omfang direkte eksponeret for ændringer i valutakurser, da 
koncernens salg og indkøb i al væsentlighed foretages i danske kroner. 

Kreditrisici 

Langt størstedelen af koncernens omsætning er mod kontant betaling. Koncernen har således 
ikke væsentlige risici vedrørende enkeltkunder eller samarbejdspartnere. 
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Kapitalforhold 

Ledelsen vurderer regelmæssigt, om Matas koncernen har en tilstrækkelig kapitalstruktur. 
Pr. 31. marts 2013 udgør koncernens rentebærende gæld, netto i alt 1.748,9 mio. kr. (31. 
marts 2012: 2.060,1 mio. kr. og 31. marts 2011: 2.469,5 mio. kr.), ekskl. finansieringsom-
kostninger på 18,6 mio.kr. (31. marts 2012: 28,4 mio. kr. og 31. marts 2011: 44,1 mio. kr.), 
hvilket vurderes som værende et rimeligt niveau set i forhold til det aktuelle behov for finan-
siel fleksibilitet. Der er ikke i det forløbne regnskabsår foretaget ændringer af koncernens 
retningslinjer og procedurer for styringen af kapitalstruktur og forvaltningen heraf. 

I forbindelse med CVC's, Materialisternes Invest ApS' og MLI Holding A/S' køb af koncer-
nen i 2007 blev en del af købesummen finansieret af en syndikeret lånefacilitet med Unicre-
dit som agent. Restgælden på denne lånefacilitet pr. 31. marts 2013 udgør 2.303 mio. kr. 
Restgælden er placeret i MHolding 3 A/S. 

Koncernen har uudnyttede kreditfaciliteter på i alt 226 mio. kr. pr. 31. marts 2013. 

Medarbejderforhold 

Koncernen har fortsat et stort fokus på efter- og videreuddannelse af såvel ledere som med-
arbejderne. Der arbejdes med kompetenceplaner for såvel den enkelte fastansatte medarbej-
der som for hver enkelt butik i kæden. Der bliver løbende afholdt personaleudviklingssamta-
ler, og der gennemføres medarbejdertilfredshedsmålinger to gange i årets løb. Der er i regn-
skabsåret afholdt 6,0 mio. kr. i omkostninger til såvel intern som ekstern uddannelse af med-
arbejdere mod 6,0 mio. kr. i 2011/12 og 6,1 mio. kr. i 2010/11. 

Der er i løbet af regnskabsåret sket en lille stigning i antallet af ansatte i koncernen fra hvad 
der svarer til 2.037 fuldtidsansatte (FTE) i 2011/12 til 2.051 i 2012/13. Stigningen afspejler 
investeringer i Club Matas, væksten i webshoppen og medarbejdere på det nye lager for at 
sikre en problemfri overgang. Der er mindre end 10 FTE i koncernen, som er ansat uden for 
Danmark. Der er ikke i regnskabsåret sket ændringer i selskabets øverste ledelse.  

Det er vurderingen, at koncernen i den kommende regnskabsperiode vil være i stand til at til-
trække tilstrækkeligt kvalificerede medarbejdere. Det er ligeledes vurderingen, at koncernen 
også i det kommende regnskabsår vil have kompetencerne til at udbygge sin markedspositi-
on og gennemføre de strategiske opgaver og projekter, der er nødvendige for en fortsat ud-
bygning af markedspositionen. 

Samfundsansvar 

Koncernen er fortsat særdeles aktiv i bestræbelserne på at værne om miljøet, og Matas har 
dertil øget sit fokus på andre relevante områder inden for CSR. 

På Matas' hjemmeside under forside-ikonet "Miljø & Etik" er indsatsen nærmere beskrevet. 
Matas er den eneste dagligvarekæde, der på eget initiativ indsamler og genbruger emballage 
fra alle produkter købt i kædens butikker. Herudover etablerer Matas Miljøfond grønne lege-
pladser i daginstitutioner. 
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Kunderne returnerede i regnskabsåret 21 ton plastemballage til genbrug i Matas. Derudover 
sørgede Matas for at genbruge den emballage, som bruges til at transportere varerne fra leve-
randører til Matas-butikkerne, hvilket i regnskabsåret blev til i alt 28 ton folie og 485 ton 
pap. 

Matas Miljøfond etablerede legepladser i en lang række børneinstitutioner, og fonden har til 
og med marts 2013 ydet støtte til 1897 institutioner, heraf 131 i det forløbne regnskabsår.  

Matas har i det forløbne regnskabsår fortsat det tætte samarbejde med Danmarks Naturfred-
ningsforening, der er repræsenteret i komiteen for Matas Miljøfond.  

Koncernen har fortsat sit arbejde med at forbedre alle kædens egne varer i forhold til den ny-
este viden om stoffers betydning for miljø og sundhed – således at disse varer fortsat ligger i 
front, når det gælder miljø, sundhed og kvalitet.  

Matas-butikkerne er fortsat den største udbyder af svanemærkede varemærker inden for per-
sonlig pleje. Svanen er et officielt nordisk miljømærke, der kun tildeles produkter, som er 
særligt skånsomme for miljø og sundhed.  

Koncernen har i det forløbne regnskabsår fortsat sit tætte samarbejde med Kræftens Bekæm-
pelse om at sikre, at befolkningen opnår bedre solbeskyttelse og dermed mindsker risikoen 
for hudkræft, der er den hyppigste kræftform i Danmark. Matas egne solcremer med SPF15 
er således de eneste solprodukter på det danske marked, som på emballagen bærer Kræftens 
Bekæmpelses navn og logo. 

Koncernen har ligeledes i regnskabsåret samarbejdet med Hjerteforeningen med det formål 
at mindske risikoen for, at kvinder bliver ramt af hjertekarsygdomme. I dag dør hver fjerde 
danske kvinde af en hjertekarsygdom. Matas er den største bidragsyder til Hjerteforeningens 
kampagne "Elsk Hjertet". Matas har til og med marts 2013 bidraget med 10,1 mio. kr. til 
kampagnen, heraf 1,9 mio. kr. i det forløbne regnskabsår. Bidragene er indsamlet via fund-
raising, herunder bl.a. salg af Matas' egen hudplejeserie Plaisir. 

Koncernen har i det forløbne regnskabsår fortsat samarbejdet med Astma-Allergi Danmark 
for bl.a. at sætte overfølsomhedssygdomme på dagsordenen. Målet er at indsamle midler til 
øremærkede projekter hos Astma-Allergi Danmark. I det forløbne regnskabsår opnåede alle 
uparfumerede varianter i Matas' egen solserie, babyprodukter (Babyserie) og naturprodukter 
(Naturserie) Astma-Allergi Danmarks certificering "Blå Krans". 

Forsknings- og udviklingsaktiviteter 

Koncernen foretager ikke traditionelle forsknings- og udviklingsaktiviteter. 

Udvikling af produktpaletten 

Koncernen har i det forløbne regnskabsår fortsat udviklingen af nye egne varer inden for ka-
tegorierne "Kosmetik", "Naturlægemidler" og "Stærke vitaminer og mineraler". På kosme-
tikområdet er udvalget af Matas' kendte "Striberne" blevet udvidet og fornyet i løbet af regn-
skabsåret. Udviklingen af "Naturlægemidler" og "Stærke vitaminer og mineraler", er regule-
ret af Lægemiddelstyrelsen, der stiller høje krav til dokumentation for varernes kvalitet – 
krav som koncernen til fulde lever op til. 
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Corporate Governance 

Matas A/S' bestyrelse og direktion søger til stadighed at sikre, at koncernens ledelsesstruktur 
og kontrolsystemer er hensigtsmæssige og fungerer tilfredsstillende. 

Grundlaget for tilrettelæggelsen af ledelsens opgaver er bl.a. selskabsloven, årsregnskabslo-
ven, selskabets vedtægter samt god praksis for virksomheder af samme størrelse som Matas 
A/S. Selskabet efterlever, som kapitalfondsejet virksomhed, retningslinjerne for ansvarligt 
ejerskab og god selskabsledelse. På dette grundlag er der udarbejdet en række interne proce-
durer, der skal sikre en aktiv, sikker og lønsom styring af koncernen. Procedurerne opdateres 
løbende. 

Ejerforhold 

Bestyrelsen vurderer løbende, om selskabets kapitalstruktur er i overensstemmelse med sel-
skabets og dets interessenters interesser. Det overordnede mål er at sikre en kapitalstruktur, 
som understøtter en langsigtet lønsom vækst. 

Selskabets vedtægter indeholder ingen grænser for ejerskab eller stemmeret. Hvis der frem-
sættes et tilbud om overtagelse af selskabets aktier, vil bestyrelsen forholde sig hertil i over-
ensstemmelse med gældende lovgivning. 

Matas koncernen indgår i koncernregnskabet for MHoldings S.à r.l., Luxemborg. Koncern-
regnskaberne kan rekvireres på selskabets adresse. 

En række af CVC Equity Partners kontrollerede fonde ejer indirekte 69,4 % af Matas kon-
cernen. Øvrige aktionærer er Materialisternes Invest ApS, 30,3 %, og ledelsen, nøglemedar-
bejdere og andre aktionærer, 0,3 %. Ledelsens, nøglemedarbejderes og andre aktionærers 
samlede ejerandel på 0,3 % af aktiekapitalen er underlagt en opjusteringsmekanisme, der er 
aftalt mellem Svenska M Holding 1 AB, Materialisternes Invest ApS og ledelsen, nøglemed-
arbejderne og de andre aktionærer i forbindelse med kapitalstrukturreguleringen omtalt i note 
31 til koncernregnskabet. 

CVC er på partnerniveau repræsenteret i det ultimative danske holdingselskabs (Matas A/S) 
bestyrelse ved Søren Vestergaard-Poulsen og Peter Georg Edvard Törnquist. 

Medlemmerne i Matas A/S' bestyrelse er nomineret således: 

 CVC:  Christoffer Helsengreen Sjøqvist, Søren Vestergaard-Poulsen, Peter Georg 
Edvard Törnquist 

 Materialisternes Invest ApS: Lars Frederiksen og Mads Pilgren. 
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Bestyrelsens arbejde 

Bestyrelsen påser, at direktionerne overholder de af bestyrelsen besluttede målsætninger, 
strategier og forretningsgange. Orientering fra direktionerne i de respektive selskaber sker 
systematisk ved såvel møder som skriftlig og mundtlig løbende rapportering. Denne rappor-
tering omfatter blandt andet udviklingen i omverdenen, virksomhedens udvikling og løn-
somhed samt udviklingen i virksomhedens finansielle stilling. 

Bestyrelsen i Matas A/S mødes efter en fastlagt mødeplan mindst ni gange om året, og i til-
læg hertil indkaldes til ekstraordinære møder, såfremt de er nødvendige. Der afholdes nor-
malt et årligt strategiseminar med deltagelse af et bredt udsnit af ledelsen i koncernen, på 
hvilket koncernens langsigtede mål og strategier diskuteres og tilpasses i forhold til den for-
ventede udvikling. Bestyrelsen modtager på månedsbasis skriftlige orienteringer om udvik-
lingen i koncernen og ligeledes på månedsbasis en skriftlig orientering om koncernens finan-
sielle stilling. I det forløbne regnskabsår afholdt bestyrelsen 10 møder, hvoraf et havde ka-
rakter af et strategiseminar. Der udbetales ikke honorar til bestyrelsen. 

Bestyrelsen kan nedsætte udvalg i relation til særlige opgaver, men har ikke i indeværende år 
fundet anledning til at etablere egentlige komiteer. 

Vederlag til ledelsen 

For at tiltrække og fastholde koncernens ledelsesmæssige kompetencer er direktionsmed-
lemmernes og de ledende medarbejderes aflønning fastlagt under hensyntagen til deres ar-
bejdsopgaver, den værdi de skaber for koncernen og vilkår i sammenlignelige virksomheder. 
I aflønningen indgår en række specifikke bonusprogrammer, som er med til at sikre et inte-
ressesammenfald mellem koncernens ledelse og aktionærerne. Desuden sikrer ledelsens ejer-
skab, at der også på længere sigt er klare fælles interesser mellem ledelse og de øvrige aktio-
nærer. 

Udbyttepolitik 

Bestyrelsen har vedtaget en politik om, at mindst 60 % af resultatet efter skat (reguleret for 
omkostninger i forbindelse med børsnoteringen og den skattejusterede effekt af afskrivninger af 
immaterielle aktiver og nedskrivninger) skal udloddes som udbytte eller aktietilbagekøb. Poli-
tikken er udformet for at give aktionærerne et meningsfyldt direkte afkast, og samtidig give 
mulighed for at nedbringe gælden for at opnå målsætningen om en nettogearing, hvor netto-
gælden fastholdes på ca. to gange EBITDA på kort og mellemlang sigt. Når koncernen har 
nået gearingsmålet, agter bestyrelsen på nuværende tidspunkt at udbetale yderligere over-
skydende kapital til aktionærerne i form af udbytteudlodning eller aktietilbagekøb. 

Koncernen har ikke erklæret udbytte i regnskabsårene 2012/13, 2011/12 og 2010/11. I det 
omfang det måtte være i overensstemmelse med ovenfor beskrevne politik, forventer kon-
cernen at erklære udbytte eller foretage aktietilbagekøb i 2014 vedrørende regnskabsåret 
2013/14, i hvert tilfælde med forbehold for overholdelse af lovmæssige krav. 
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Ledelsens beretning 

 Beretning 

Interessenterne 

Matas koncernen søger løbende at udvikle og vedligeholde gode relationer til sine interesse-
grupper, idet sådanne relationer vurderes at have en væsentlig positiv betydning for koncer-
nens udvikling. 

Koncernen har med dette udgangspunkt formuleret en række politikker for forskellige nøgle-
områder som personaleforhold, miljøforhold og ansvarlighed over for kunder og det om-
givende samfund som helhed. 

Koncernen sikrer gennem relevante procedurer, at oplysninger af betydning for medarbejde-
re, myndigheder og offentligheden tilgår disse i overensstemmelse med vedtagne regler og 
indgåede aftaler. 

Bestyrelsen sikrer sammen med koncernens ledelse, at de relevante politikker og procedurer 
løbende tilpasses i overensstemmelse med udviklingen i koncernen og det omgivende sam-
fund. 

Anbefalinger for aktivt ejerskab og god selskabsledelse for kapitalfonde 

I juni 2008 udsendte Danish Venture And Private Equity Association ("DVCA") retningslin-
jer for ansvarligt ejerskab og god selskabsledelse for kapitalfonde og de af disse kontrollere-
de selskaber. Flere oplysninger om disse guidelines kan findes på DVCA's hjemmeside 
www.dvca.dk. 

Anbefalingerne omhandler bl.a. retningslinjer for omtale af en række forhold i ledelsesberet-
ningen, herunder corporate governance, finansielle risici, medarbejderforhold og strategi. 

Matas A/S' selskabsledelse, som beskrevet ovenfor, følger generelt DVCA's retningslinjer. 
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Totalindkomstopgørelse 
    
 mio. kr. Note  2012/13 2011/12 2010/11   
   
 Omsætning 3,4 3.200,0 3.097,2 2.991,6
 Vareforbrug 5 -1.728,8 -1.683,4 -1.644,3  
 Bruttoresultat 1.471,2 1.413,8 1.347,3
 Andre driftsindtægter 6 0,0 1,4 0,2
 Andre eksterne omkostninger 7 -302,6 -276,7 -259,7
 Personaleomkostninger 8 -579,7 -558,4 -557,1
 Af- og nedskrivninger 9 -132,5 -126,6 -132,0
 Andre driftsomkostninger 6 -0,1 0,0 -0,6  
 Resultat af primær drift 456,3 453,5 398,1
 Finansielle indtægter 10 8,1 0,8 10,3
 Finansielle omkostninger 11 -88,7 -133,4 -193,7  
 Resultat før skat 375,7 320,9 214,7
 Skat af årets resultat  12 -112,7 -101,5 -72,4  
 Årets resultat 263,0 219,4 142,3  
   
 Anden totalindkomst  
 Poster, der kan blive reklassi-

ficeret til resultatopgørel-
sen:  

 Valutakursreguleringer vedrø-
rende omregning af uden-
landske enheder 0,0 0,1 0,3

 Årets værdiregulering af sik-
ringsinstrumenter 0,0 0,0 44,6

 Skat af værdiregulering af 
sikringsinstrumenter 0,0 0,0 -11,2  

 Anden totalindkomst efter 
skat 0,0 0,1 33,7  

 Totalindkomst i alt 263,0 219,5 176,0 
  

   
 Resultat pr. aktie  
 Resultat pr. aktie (EPS Basic) 13 6,45 5,38 3,49
 Udvandet resultat pr. aktie 

(EPS-D) 
13

6,45 5,38 3,49
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Balance 
    
 mio. kr. Note  2012/13 2011/12 2010/11   
 AKTIVER  
 Langfristede aktiver  
 Immaterielle aktiver 14,15  
 Goodwill  3.580,3 3.558,3 3.556,2
 Varemærker og navnerettig-

heder 657,5 731,4 805,3
 Andelsbeviser 3,9 5,8 5,8
 Andre immaterielle aktiver 4,6 5,0 4,3  
  4.246,3 4.300,5 4.371,6  
 Materielle aktiver 16  
 Grunde og bygninger 101,1 103,6 105,2
 Andre anlæg, driftsmateriel 

og inventar 69,7 64,4 57,9
 Indretning af lejede lokaler 28,6 39,1 37,4  
  199,4 207,1 200,5  
 Andre langfristede aktiver  
 Udskudt skat 22 15,7 14,1 16,3
 Deposita 31,0 29,7 27,2
 Andre værdipapirer og kapi-

talandele 17 1,1 1,1 1,1  
  47,8 44,9 44,6  
 Langfristede aktiver i alt 4.493,5 4.552,5 4.616,7  
 Kortfristede aktiver  
 Varebeholdninger 18 601,8 542,9 612,5
 Tilgodehavender fra salg 19 89,7 87,2 78,3
 Tilgodehavende selskabsskat 26,1 6,8 0,1
 Andre tilgodehavender 20 1,5 2,2 12,8
 Periodeafgrænsningsposter 21,1 12,5 10,0
 Likvide beholdninger 536,6 392,3 326,3  
 Kortfristede aktiver i alt 1.276,8 1.043,9 1.040,0   
 AKTIVER I ALT 5.770,3 5.596,4 5.656,7 
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Balance 
    
 mio. kr. Note  2012/13 2011/12 2010/11   
 PASSIVER  
 Egenkapital  
 Aktiekapital 21 101,7 101,7 101,7
 Overkurs ved emission 1.786,4 1.786,4 1.786,4
 Reserve for valutakurs-

regulering 0,5 0,5 0,4
 Reserve for egne aktier -0,1 -0,1 0,0
 Overført totalindkomst 470,9 207,9 -11,5  
 Egenkapital i alt 2.359,4 2.096,4 1.877,0  
 Forpligtelser  
 Langfristede forpligtelser  
 Udskudt skat 22 356,4 368,4 372,9
 Kreditinstitutter 23 2.057,2 2.283,8 2.435,1
 Anden gæld 24 1,6 1,6 1,6  
 Langfristede forpligtelser 

i alt 2.415,2 2.653,8 2.809,6  
 Kortfristede forpligtelser  
 Kreditinstitutter 23 226,7 167,0 359,1
 Forudbetalinger fra kunder 96,8 75,2 66,6
 Leverandørgæld 535,9 466,8 420,3
 Anden gæld 24 136,3 137,2 119,2
 Selskabsskat 0,0 0,0 4,9  
 Kortfristede forpligtelser 

i alt 995,7 846,2 970,1  
 Forpligtelser i alt 3.410,9 3.500,0 3.779,7  
 PASSIVER I ALT 5.770,3 5.596,4 5.656,7 
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Egenkapitalopgørelse 
 

mio. kr. 
Aktie-
kapital 

Over-
kurs 
ved 
emis-
sion 

Reser-
ve for 
sik-
rings-
trans-
aktio-
ner 

Reser-
ve for 
valuta-
kurs-
regule-
ring 

Reser-
ve for 
egne 
aktier 

Over-
ført to-
tal-
ind-
komst I alt   

 Egenkapital 31. marts 2010 101,7 1.786,4 -33,4 0,1 0,0 -153,8 1.701,0  
 Egenkapitalbevægelser i 2010/11   
 Valutakursreguleringer 0,0 0,0 0,0 0,3 0,0 0,0 0,3
 Værdiregulering sikringsinstrument 0,0 0,0 44,6 0,0 0,0 0,0 44,6
 Skat af værdiregulering af sikrings-

instrumenter 0,0 0,0 -11,2 0,0 0,0 0,0 -11,2  

 Anden totalindkomst 0,0 0,0 33,4 0,3 0,0 0,0 33,7
 Årets resultat 0,0 0,0 0,0 0,0 0,0 142,3 142,3  

 Totalindkomst i alt 0,0 0,0 33,4 0,3 0,0 142,3 176,0  
 Egenkapital 31. marts 2011 101,7 1.786,4 0,0 0,4 0,0 -11,5 1.877,0  
 Egenkapitalbevægelser i 2011/12   
 Valutakursreguleringer 0,0 0,0 0,0 0,1 0,0 0,0 0,1  

 Anden totalindkomst 0,0 0,0 0,0 0,1 0,0 0,0 0,1
 Årets resultat 0,0 0,0 0,0 0,0 0,0 219,4 219,4  

 Totalindkomst i alt 0,0 0,0 0,0 0,1 0,0 219,4 219,5  
 Transaktioner med ejere   
 Køb af egne aktier 0,0 0,0 0,0 0,0 -0,1 0,0 -0,1  
 Egenkapital 31. marts 2012 101,7 1.786,4 0,0 0,5 -0,1 207,9 2.096,4  
 Egenkapitalbevægelser i 2012/13   
 Anden totalindkomst 0,0 0,0 0,0 0,0 0,0 0,0 0,0
 Årets resultat 0,0 0,0 0,0 0,0 0,0 263,0 263,0  

 Totalindkomst i alt 0,0 0,0 0,0 0,0 0,0 263,0 263,0  
 Egenkapital 31. marts 2013 101,7 1.786,4 0,0 0,5 -0,1 470,9 2.359,4 
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Pengestrømsopgørelse 
    

 mio. kr. Note 2012/13 2011/12 2010/11   

 Resultat før skat 375,7 320,9 214,7

 Regulering for ikke-likvide driftsposter 
m.v.: 

Af- og nedskrivninger 9 132,5 126,6 132,0
 Andre ikke-kontante driftsposter, netto 0,1 0,0 0,6
 Finansielle indtægter -8,1 -0,8 -10,3
 Finansielle omkostninger 88,7 133,4 193,7  
 Pengestrøm fra primær drift før ændring 

i driftskapital 588,9 580,1 530,7
 Ændring i driftskapital 25 27,6 122,2 0,7  
 Pengestrøm fra primær drift 616,5 702,3 531,4
 Renteindtægter, betalt 0,4 0,8 1,5
 Renteomkostninger, betalt -78,9 -101,3 -206,8
 Betalt selskabsskat -146,5 -115,6 -76,6  
 Pengestrøm fra driftsaktivitet 391,5 486,2 249,5  
 Køb af immaterielle aktiver 14 -0,9 -2,1 -0,9
 Salg af immaterielle aktiver 1,3 0,0 2,1
 Køb af materielle aktiver 16 -48,9 -54,2 -40,6
 Salg af materielle aktiver 0,0 0,0 0,6
 Salg af andre værdipapirer og kapital-

andele 0,0 0,0 1,3
 Køb af dattervirksomheder og  

aktiviteter 26 -22,0 -4,7 0,0  
 Pengestrøm til investeringsaktivitet -70,5 -61,0 -37,5  
 Finansiering: 

Afvikling af gæld hos kreditinstitutter -176,7 -359,1 -454,0
 Køb af egen aktier 0,0 -0,1 0,0  
 Pengestrøm fra finansieringsaktivitet -176,7 -359,2 -454,0  
 Årets pengestrøm  144,3 66,0 -242,0
 Likvider 1. april 392,3 326,3 568,2
 Kursregulering af likvider 0,0 0,0 0,1  
 Likvider 31. marts 536,6 392,3 326,3 
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Koncernregnskab 1. april 2012 – 31. marts 2013 

Oversigt over noter 
   

Note Note
1 Anvendt regnskabspraksis 17 Andre værdipapirer og kapital-

andele 
2 Regnskabsmæssige skøn og vurde-

ringer 
18 Varebeholdninger 

3 Segmentinformation 19 Tilgodehavender fra salg 
4 Omsætning 20 Andre tilgodehavender 
5 Vareforbrug m.v. 21 Egenkapital og egne aktier 
6 Andre driftsindtægter og -omkost-

ninger 
22 Udskudt skat 

7 Honorar til generalforsamlingsvalgt 
revisor 

23 Gæld til kreditinstitutter 

8 Personaleomkostninger 24 Anden gæld 
9 Af- og nedskrivninger 25 Ændring i driftskapital 
10 Finansielle indtægter 26 Køb af dattervirksomheder og akti-

viteter 
11 Finansielle omkostninger 27 Eventualforpligtelser og sikker-

hedsstillelser 
12 Skat 28 Finansielle risici og finansielle in-

strumenter 
13 Resultat pr. aktie 29 Operationel leasing 
14 Immaterielle aktiver 30 Nærtstående parter 
15 Nedskrivningstest 31 Begivenheder efter balancedagen 
16 Materielle aktiver 32 Ny regnskabsregulering 
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Noter 

 1 Anvendt regnskabspraksis 

 Matas A/S er et aktieselskab hjemmehørende i Danmark. Den finansielle del af årsrapporten 
for perioden 1. april 2012 – 31. marts 2013 omfatter både koncernregnskab for Matas A/S og 
dets dattervirksomheder (koncernen) samt årsregnskab for moderselskabet. 

 Koncernregnskabet for Matas A/S for 2012/13 aflægges i overensstemmelse med Internatio-
nal Financial Reporting Standards som godkendt af EU og danske oplysningskrav til årsrap-
porter for klasse C-virksomheder (stor). 

 

Grundlag for udarbejdelse 

 Koncernregnskabet præsenteres i millioner danske kroner.  

 Koncernregnskabet er udarbejdet efter det historiske kostprincip, bortset fra at derivater 
måles til dagsværdi. 

 Den anvendte regnskabspraksis, som er beskrevet nedenfor, er anvendt konsistent i regn-
skabsåret og for sammenligningstallene. For standarder, der implementeres fremadrettet, 
korrigeres sammenligningstallene ikke.  

 

Ændring af anvendt regnskabspraksis 
 Med virkning fra regnskabsåret 2012/13 har Matas A/S implementeret de standarder og for-

tolkningsbidrag, der træder i kraft for 2012/13. Ingen af disse har påvirket indregning og må-
ling i 2012/13 eller forventes at påvirke Matas A/S med den nuværende aktivitet. 

 

Beskrivelse af anvendt regnskabspraksis 

 Koncernregnskabet 
 Koncernregnskabet omfatter moderselskabet Matas A/S samt dattervirksomheder, hvori Ma-

tas A/S har bestemmende indflydelse på virksomhedens finansielle og driftsmæssige politik-
ker, så der opnås afkast eller andre fordele fra dens aktiviteter. Bestemmende indflydelse op-
nås ved direkte eller indirekte at eje eller råde over mere end 50 % af stemmerettighederne 
eller på anden måde at kontrollere den pågældende virksomhed.  

 Ved vurdering af om Matas A/S har bestemmende indflydelse tages højde for potentielle 
stemmerettigheder, der på balancedagen kan udnyttes. 

 Koncernregnskabet er udarbejdet som et sammendrag af moderselskabets og de enkelte dat-
tervirksomheders regnskaber opgjort efter koncernens regnskabspraksis, elimineret for kon-
cerninterne indtægter og omkostninger, aktiebesiddelser, interne mellemværender og udbyt-
ter samt realiserede og urealiserede fortjenester ved transaktioner mellem de konsoliderede 
virksomheder. Urealiserede tab elimineres på samme måde som urealiserede fortjenester, i 
det omfang der ikke er sket nedskrivning. 
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Noter 

 1 Anvendt regnskabspraksis (fortsat) 

 I koncernregnskabet indregnes dattervirksomhedernes regnskabsposter 100 %. 

 Virksomhedssammenslutninger 
 Nyerhvervede eller nystiftede virksomheder indregnes i koncernregnskabet fra overtagelses-

tidspunktet. Solgte eller afviklede virksomheder indregnes i koncernregnskabet frem til af-
ståelsestidspunktet. Sammenligningstal korrigeres ikke for nyerhvervede virksomheder. 

 
Ved køb af nye virksomheder, hvor Matas A/S opnår bestemmende indflydelse over den 
købte virksomhed, anvendes overtagelsesmetoden. De tilkøbte virksomheders identificerbare 
aktiver, forpligtelser og eventualforpligtelser måles til dagsværdi på overtagelsestidspunktet. 
Identificerbare immaterielle aktiver indregnes, hvis de kan udskilles eller udspringer fra en 
kontraktlig ret. Der indregnes udskudt skat af de foretagne omvurderinger. 

 Overtagelsestidspunktet er det tidspunkt, hvor Matas A/S faktisk opnår kontrol over den 
overtagne virksomhed. 

 Positive forskelsbeløb (goodwill) mellem på den ene side købsvederlaget og på den anden 
side dagsværdien af de overtagne identificerbare aktiver, forpligtelser og eventualforpligtel-
ser indregnes som goodwill under immaterielle aktiver. Goodwill afskrives ikke, men testes 
årligt for nedskrivningsbehov. Første nedskrivningstest udføres inden udgangen af overtagel-
sesåret. Ved overtagelsen henføres goodwill til de pengestrømsfrembringende enheder, der 
efterfølgende danner grundlag for nedskrivningstest. Goodwill og dagsværdireguleringer i 
forbindelse med overtagelse af en udenlandsk enhed med en anden funktionel valuta end 
Matas koncernens præsentationsvaluta behandles som aktiver og forpligtelser tilhørende den 
udenlandske enhed og omregnes ved første indregning til den udenlandske enheds funktio-
nelle valuta med transaktionsdagens valutakurs.  

 Købsvederlaget for en virksomhed består af dagsværdien af det aftalte vederlag i form af 
overdragne aktiver, påtagne forpligtelser og udstedte egenkapitalinstrumenter. Omkostnin-
ger, der kan henføres til virksomhedssammenslutninger, indregnes direkte i årets resultat ved 
afholdelsen.  

 Hvis der på overtagelsestidspunktet er usikkerhed om identifikation eller måling af overtagne 
aktiver, forpligtelser eller eventualforpligtelser, sker første indregning på baggrund af fore-
løbigt opgjorte værdier. Hvis det efterfølgende viser sig, at identifikation eller måling af 
købsvederlaget, overtagne aktiver, forpligtelser eller eventualforpligtelser var forkert ved 
første indregning, reguleres opgørelsen med tilbagevirkende kraft, herunder goodwill, indtil 
12 måneder efter overtagelsen, og sammenligningstal tilpasses. Herefter reguleres goodwill 
ikke. 

 Fortjeneste eller tab ved afhændelse eller afvikling af dattervirksomheder opgøres som for-
skellen mellem salgssummen eller afviklingssummen og den regnskabsmæssige værdi af 
nettoaktiver inkl. goodwill på salgstidspunktet samt omkostninger til salg eller afvikling.  
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Koncernregnskab 1. april 2012 – 31. marts 2013 

 Noter 

 1 Anvendt regnskabspraksis (fortsat) 

 Omregning af fremmed valuta 
 For hver af de rapporterende virksomheder i koncernen fastsættes en funktionel valuta. Den 

funktionelle valuta er den valuta, som benyttes i det primære økonomiske miljø, hvori den 
enkelte rapporterende virksomhed opererer. Transaktioner i andre valutaer end den funktio-
nelle valuta er transaktioner i fremmed valuta. 

 Transaktioner i fremmed valuta omregnes ved første indregning til den funktionelle valuta 
efter transaktionsdagens kurs. Valutakursdifferencer, der opstår mellem transaktionsdagens 
kurs og kursen på betalingsdagen, indregnes i resultatopgørelsen under finansielle indtægter 
eller omkostninger. 

 Tilgodehavender, gæld og andre monetære poster i fremmed valuta omregnes til den funk-
tionelle valuta til balancedagens valutakurs. Forskellen mellem balancedagens kurs og kur-
sen på tidspunktet for tilgodehavendets eller gældens opståen eller kursen i den seneste års-
rapport indregnes i resultatopgørelsen under finansielle indtægter og omkostninger. 

 Ved indregning i koncernregnskabet af virksomheder med en anden funktionel valuta end 
danske kroner omregnes totalindkomstopgørelserne til transaktionsdagens kurs, og balance-
posterne omregnes til balancedagens valutakurser. Som transaktionsdagens kurs anvendes 
gennemsnitskurs for de enkelte måneder, i det omfang dette ikke giver et væsentligt anderle-
des billede. Kursforskelle, opstået ved omregning af disse virksomheders egenkapital ved 
årets begyndelse til balancedagens valutakurser og ved omregning af totalindkomster fra 
transaktionsdagens kurs til balancedagens valutakurser, indregnes i anden totalindkomst un-
der en særskilt reserve for valutakursreguleringer under egenkapitalen.  

 Afledte finansielle instrumenter 
 Afledte finansielle instrumenter indregnes fra handelsdagen og måles i balancen til dags-

værdi. Positive og negative dagsværdier af afledte finansielle instrumenter indgår i andre til-
godehavender henholdsvis anden gæld, og modregning af positive og negative værdier fore-
tages alene, når virksomheden har ret til og intention om at afregne flere finansielle instru-
menter netto. Dagsværdier for afledte finansielle instrumenter opgøres på grundlag af aktuel-
le markedsdata og anerkendte værdiansættelsesmetoder. 

 Pengestrømssikring 

 Ændringer i den del af dagsværdien af afledte finansielle instrumenter, der er klassificeret 
som og opfylder betingelserne for sikring af fremtidige betalingsstrømme, og som effektivt 
sikrer ændringer i fremtidige pengestrømme, indregnes i anden totalindkomst i en særskilt 
reserve for sikringstransaktioner under egenkapitalen, indtil de sikrede pengestrømme påvir-
ker resultatopgørelsen. På dette tidspunkt overføres gevinst eller tab vedrørende sådanne sik-
ringstransaktioner fra anden totalindkomst og indregnes i samme regnskabspost som det sik-
rede.  
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 Hvis sikringsinstrumentet ikke længere opfylder kriterierne for regnskabsmæssig sikring, 
ophører sikringsforholdet fremadrettet. Den akkumulerede værdiændring indregnet i anden 
totalindkomst overføres til resultatopgørelsen, når de sikrede pengestrømme påvirker resul-
tatopgørelsen. 

 Forventes de sikrede pengestrømme ikke længere at blive realiseret, overføres den akkumu-
lerede værdiændring til resultatopgørelsen straks. 

 Den del af værdireguleringen af et afledt finansielt instrument, som ikke indgår i et sikrings-
forhold, præsenteres under finansielle poster. 

 Andre afledte finansielle instrumenter 

 For afledte finansielle instrumenter, som ikke klassificeres som og/eller opfylder betingel-
serne for behandling som sikringsinstrumenter, indregnes ændringer i dagsværdi løbende i 
resultatopgørelsen under finansielle poster. 

 
Resultatopgørelsen 

 Omsætning 
 Salg af handelsvarer indregnes i omsætningen, hvis levering og risikoovergang til køber har 

fundet sted inden årets udgang, og såfremt indtægten kan opgøres pålideligt og forventes 
modtaget. 

 Omsætningen måles til dagsværdien af det aftalte vederlag ekskl. moms og afgifter opkrævet 
på vegne af tredjepart. Alle former for afgivne rabatter indregnes i omsætningen. 

 Vareforbrug 
 Vareforbruget omfatter omkostninger til årets varekøb tillagt forskydninger på handelsvare-

lagrene for at opnå årets nettoomsætning.  

 Vareforbruget indregnes efter fradrag af leverandørrabatter og -bonus.  

 Andre eksterne omkostninger 
 Andre eksterne omkostninger omfatter administrationsomkostninger samt øvrige omkostnin-

ger til drift og vedligeholdelse. 

 Personaleomkostninger 
 Personaleomkostninger omfatter lønninger, gager, pension og øvrige personaleomkostninger. 
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 Andre driftsindtægter og -omkostninger 
 Andre driftsindtægter og -omkostninger omfatter regnskabsposter af sekundær karakter i for-

hold til virksomhedernes aktiviteter, herunder avance og tab ved løbende salg og udskiftning 
af immaterielle og materielle aktiver samt royalty-indtægter. Fortjeneste og tab ved salg af 
immaterielle og materielle aktiver opgøres som salgsprisen med fradrag af salgsomkost-
ninger og den regnskabsmæssige værdi på salgstidspunktet.  

 Finansielle indtægter og omkostninger 
 Finansielle indtægter og omkostninger indeholder renter, kursgevinster og -tab samt ned-

skrivninger vedrørende henholdsvis værdipapirer samt gæld og transaktioner i fremmed va-
luta. Desuden indgår amortisering af finansielle aktiver og forpligtelser, herunder tillæg og 
godtgørelser under acontoskatteordningen samt ændringer i dagsværdien af afledte finansiel-
le instrumenter, der ikke kan eller er klassificeret som sikringsaftaler. 

 Skat af årets resultat  
 Moderselskabet og dets danske dattervirksomheder er omfattet af de danske regler om sam-

beskatning af Matas koncernen. De sambeskattede selskaber indgår i acontoskatteordningen.  

 Matas A/S er administrationsselskab for sambeskatningen og afregner som følge heraf alle beta-
linger af dansk selskabsskat med skattemyndighederne. 

 Den aktuelle danske selskabsskat fordeles ved afregning af sambeskatningsbidrag mellem de 
sambeskattede selskaber i forhold til disses skattepligtige indkomster.  

 Årets skat, der består af årets aktuelle skat og ændring i udskudt skat, indregnes i årets resultat, 
anden totalindkomst eller direkte i egenkapitalen. 

 Balancen 

 Immaterielle aktiver 

 Goodwill 

 Goodwill indregnes ved første indregning i balancen til kostpris som beskrevet under "Virk-
somhedssammenslutninger". Efterfølgende måles goodwill til kostpris med fradrag af akku-
mulerede nedskrivninger. Der foretages ikke amortisering af goodwill. 
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 Varemærker og navnerettigheder 

 
Varemærker og navnerettigheder, erhvervet i forbindelse med virksomhedssammenslut-
ning, måles til kostpris med fradrag af akkumulerede af- og nedskrivninger. Varemærker 
og navnerettigheder afskrives lineært over 15 år. 

 Andelsbeviser 

 
Andelsbeviser indregnes ved første indregning i balancen til kostpris. Efterfølgende måles 
andelsbeviser til kostpris med fradrag af akkumulerede nedskrivninger. Der foretages ikke 
amortisering af andelsbeviser, idet levetiden er udefinerbar. 

 Andre immaterielle aktiver 

 Andre immaterielle aktiver, som består af betalinger ved overtagelse af lejemål, herunder 
immaterielle aktiver erhvervet i forbindelse med virksomhedssammenslutninger, måles til 
kostpris med fradrag af akkumulerede af- og nedskrivninger. Andre immaterielle aktiver af-
skrives lineært over 5-10 år.  

 Materielle aktiver 
 Grunde og bygninger, andre anlæg, driftsmateriel og inventar samt indretning af lejede loka-

ler måles til kostpris med fradrag af akkumulerede af- og nedskrivninger.  

 Kostprisen omfatter anskaffelsesprisen og omkostninger direkte tilknyttet anskaffelsen indtil 
det tidspunkt, hvor aktivet er klar til brug. For egenfremstillede aktiver omfatter kostprisen 
direkte og indirekte omkostninger til materialer, komponenter, underleverandører og løn 
samt låneomkostninger fra specifik og generel låntagning, der direkte vedrører opførelsen af 
det enkelte aktiv. 

 Efterfølgende omkostninger, f.eks. ved udskiftning af bestanddele af et materielt aktiv, ind-
regnes i den regnskabsmæssige værdi af det pågældende aktiv, når det er sandsynligt, at af-
holdelsen vil medføre fremtidige økonomiske fordele for koncernen. De udskiftede bestand-
dele ophører med at være indregnet i balancen, og den regnskabsmæssige værdi overføres til 
resultatopgørelsen. Alle andre omkostninger til almindelig reparation og vedligeholdelse ind-
regnes i resultatopgørelsen ved afholdelsen. 
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 Kostprisen på et samlet aktiv opdeles i separate bestanddele, der afskrives hver for sig, hvis 
brugstiden på de enkelte bestanddele er forskellig. Materielle aktiver afskrives lineært over 
aktivernes/komponenternes forventede brugstid, der udgør: 

 Bygning og bygningsbestanddele 15-25 år
 Andre anlæg, driftsmateriel og inventar 3-7 år
 Indretning af lejede lokaler 5-10 år
  

 Grunde afskrives ikke. 

 Afskrivningsgrundlaget opgøres under hensyntagen til aktivets scrapværdi og reduceres med 
eventuelle nedskrivninger. Afskrivningsperioden og scrapværdien fastsættes på anskaffelses-
tidspunktet og revurderes årligt. Overstiger scrapværdien aktivets regnskabsmæssige værdi, 
ophører afskrivning. 

 Ved ændring i afskrivningsperioden eller scrapværdien indregnes virkningen for afskrivnin-
ger fremadrettet som en ændring i regnskabsmæssigt skøn.  

 Nedskrivningstest af langfristede aktiver 
 Goodwill og immaterielle aktiver med udefinerbar brugstid testes årligt for nedskrivningsbe-

hov, første gang inden udgangen af overtagelsesåret. Igangværende udviklingsprojekter te-
stes tilsvarende årligt for nedskrivningsbehov. 

 Den regnskabsmæssige værdi af goodwill testes for nedskrivning sammen med de øvrige 
langfristede aktiver i den pengestrømsfrembringende enhed og nedskrives til genind-
vindingsværdi over resultatopgørelsen, hvis den regnskabsmæssige værdi er højere. Genind-
vindingsværdien opgøres som hovedregel som nutidsværdien af de forventede fremtidige 
nettopengestrømme.  

 Udskudte skatteaktiver vurderes årligt og indregnes kun i det omfang, det er sandsynligt, at 
de vil blive udnyttet. 

 Den regnskabsmæssige værdi af øvrige langfristede aktiver vurderes årligt for at afgøre, om 
der er indikation for nedskrivninger. Når en sådan indikation er til stede, beregnes aktivets 
genindvindingsværdi. Genindvindingsværdien er den højeste af aktivets dagsværdi med fra-
drag af forventede afhændelsesomkostninger eller kapitalværdi. Kapitalværdien beregnes 
som nutidsværdien af forventede fremtidige pengestrømme fra aktivet eller den pengestrøms-
frembringende enhed, som aktivet er en del af. 

 En nedskrivning indregnes, når den regnskabsmæssige værdi af et aktiv henholdsvis en pen-
gestrømsfrembringende enhed overstiger aktivets eller den pengestrømsfrembringende en-
heds genindvindingsværdi. Nedskrivningen indregnes i resultatopgørelsen under afskrivning 
af langfristede aktiver.  
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 Nedskrivninger på goodwill tilbageføres ikke. Nedskrivninger på andre aktiver tilbageføres i 
det omfang, der er sket ændringer i de forudsætninger og skøn, der førte til nedskrivningen. 
Nedskrivninger tilbageføres kun i det omfang, aktivets nye regnskabsmæssige værdi ikke 
overstiger den regnskabsmæssige værdi, aktivet ville have haft efter afskrivninger, hvis akti-
vet ikke havde været nedskrevet. 

 Varebeholdninger 
 Varebeholdninger måles til kostpris opgjort efter FIFO-metoden eller nettorealisations-

værdien, hvis denne er lavere. 

 Kostpris for handelsvarer omfatter anskaffelsespris med tillæg af hjemtagelsesomkostninger. 

 Nettorealisationsværdien for varebeholdninger opgøres som salgssum med fradrag af om-
kostninger, der afholdes for at effektuere salget, og fastsættes under hensyntagen til omsætte-
lighed, ukurans og udvikling i forventet salgspris. 

 Tilgodehavender 
 Tilgodehavender måles til amortiseret kostpris. Der foretages nedskrivning til imødegåelse af 

tab, hvor der vurderes at være indtruffet en objektiv indikation på, at et individuelt tilgode-
havende er værdiforringet.  

 Nedskrivninger opgøres som forskellen mellem den regnskabsmæssige værdi og nutidsvær-
dien af de forventede pengestrømme, herunder realisationsværdi af eventuelle modtagne sik-
kerhedsstillelser. Som diskonteringssats anvendes den effektive rente, som er anvendt på 
tidspunktet for første indregning af tilgodehavendet.  

 Indtægtsførelsen af renter på nedskrevne tilgodehavender beregnes på den nedskrevne værdi 
med den effektive rente for det enkelte tilgodehavende eller portefølje. 

 Periodeafgrænsningsposter 
 Periodeafgrænsningsposter, indregnet under aktiver, omfatter betalte omkostninger ved-

rørende efterfølgende regnskabsår og måles til kostpris. 
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 Andre værdipapirer og kapitalandele  
 Aktier, der ikke indgår i koncernens handelsbeholdning (disponible for salg), indregnes un-

der langfristede aktiver til dagsværdi tillagt omkostninger på handelsdatoen og måles til 
dagsværdi, svarende til en skønnet dagsværdi opgjort på grundlag af aktuelle markedsdata og 
anerkendte værdiansættelsesmetoder for unoterede værdipapirer. Hvor det ikke er muligt at 
opgøre en pålidelig dagsværdi, måles værdipapirer til kostpris. Urealiserede værdiregulering-
er indregnes direkte i anden total indkomst bortset fra nedskrivninger som følge af værdifor-
ringelse, som indregnes i resultatopgørelsen under finansielle poster. Ved realisation overfø-
res den akkumulerede værdiregulering indregnet i anden total indkomst til finansielle poster i 
resultatopgørelsen. 

 Egenkapital 

 Udbytte 

 Udbytte indregnes som en forpligtelse på tidspunktet for vedtagelse på den ordinære general-
forsamling (deklareringstidspunktet). Udbytte, som foreslås udbetalt for året, vises som en 
særskilt post under egenkapitalen. 

 Overkurs ved emission 

 Overkurs ved emission omfatter beløb ud over den nominelle aktiekapital, som er indbetalt 
af aktionærerne ved kapitaludvidelser og gevinster og tab ved salg af egne aktier. 

 Reserve for sikringstransaktioner 

 Reserve for sikringstransaktioner indeholder den akkumulerede nettoændring i dagsværdien 
af sikringstransaktioner, der opfylder kriterierne for sikring af fremtidige betalingsstrømme, 
og hvor den sikrede transaktion endnu ikke er realiseret. 

 Reserve for valutakursregulering 

 Reserve vedrørende valutakursregulering i koncernregnskabet omfatter moderselskabets an-
del af valutakursdifferencer, opstået ved omregning af regnskaber for udenlandske virksom-
heder fra deres funktionelle valutaer til Matas koncernens præsentationsvaluta (danske kro-
ner). 
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 Reserve for egne aktier 

 Reserve for egne aktier indeholder anskaffelsessummer for beholdningen af egne aktier. Ud-
bytte for egne aktier indregnes direkte i overført totalindkomst i egenkapitalen. Gevinst og 
tab ved salg af egne aktier føres på overkurs ved emission. 

 Medarbejderydelser 

 Pensionsforpligtelser og lignende langfristede forpligtelser 

 Koncernen har indgået pensionsaftaler og lignende aftaler med hovedparten af koncernens 
ansatte. 

 Forpligtelser vedrørende bidragsbaserede pensionsordninger, hvor koncernen løbende ind-
betaler faste pensionsbidrag til uafhængige pensionsselskaber, indregnes i resultatopgørelsen 
i den periode, de optjenes, og skyldige indbetalinger indregnes i balancen under anden gæld.  

 Koncernen har ikke indgået ydelsesbaserede ordninger.  

 Betalbar skat og udskudt skat 
 Efter sambeskatningsreglerne overtager Matas A/S som administrationsselskab hæftelsen for 

dets danske dattervirksomheders selskabsskatter over for skattemyndighederne i takt med be-
taling af sambeskatningsbidrag til Matas A/S. 

 Aktuelle skatteforpligtelser og tilgodehavende aktuel skat indregnes i balancen som beregnet 
skat af årets skattepligtige indkomst, reguleret for skat af tidligere års skattepligtige indkom-
ster og for betalte acontoskatter. 

 Udskudt skat måles efter den balanceorienterede gældsmetode af alle midlertidige forskelle 
mellem regnskabsmæssig og skattemæssig værdi af aktiver og forpligtelser. Der indregnes 
dog ikke udskudt skat af midlertidige forskelle vedrørende skattemæssigt ikke-afskrivnings-
berettiget goodwill og kontorejendomme samt andre poster, hvor midlertidige forskelle – 
bortset fra virksomhedsovertagelser – er opstået på anskaffelsestidspunktet uden at have ef-
fekt på resultat eller skattepligtig indkomst. I de tilfælde, hvor opgørelse af skatteværdien 
kan foretages efter forskellige beskatningsregler, måles udskudt skat på grundlag af den af 
ledelsen planlagte anvendelse af aktivet henholdsvis afvikling af forpligtelsen. 

 Udskudte skatteaktiver, herunder skatteværdien af fremførselsberettigede skattemæssige un-
derskud, indregnes under andre langfristede aktiver med den værdi, hvortil de forventes at 
blive anvendt, enten ved udligning i skat af fremtidig indtjening eller ved modregning i ud-
skudte skatteforpligtelser inden for samme juridiske skatteenhed og jurisdiktion. 
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 Der foretages regulering af udskudt skat vedrørende foretagne elimineringer af urealiserede 
koncerninterne avancer og tab. 

 Udskudt skat måles på grundlag af de skatteregler og skattesatser i de respektive lande, der 
med balancedagens lovgivning vil være gældende, når den udskudte skat forventes udløst 
som aktuel skat. Ændring i udskudt skat som følge af ændringer i skattesatser indregnes i 
årets totalindkomst. 

 Hensatte forpligtelser 
 Hensatte forpligtelser indregnes, når koncernen som følge af en begivenhed indtruffet før el-

ler på balancedagen har en retlig eller faktisk forpligtelse, og det er sandsynligt, at der må af-
gives økonomiske fordele for at indfri forpligtelsen.  

 Hensatte forpligtelser måles til ledelsens bedste skøn over det beløb, hvormed forpligtelsen 
forventes at kunne indfries.  

 Forudbetalinger fra kunder 
 Forudbetalinger fra kunder består af forpligtelser vedrørende udstedte gavekort og kundeloy-

alitetsprogram. Forpligtelser vedrørende gavekort indregnes på udstedelsestidspunktet og 
forpligtelser vedrørende kundeloyalitetsprogram indregnes på tidspunktet for indregning af 
salget, som knytter sig hertil.  

 Forudbetalinger fra kunder måles til amortiseret kostpris.  

 Finansielle forpligtelser 
 Gæld til kreditinstitutter m.v. indregnes ved lånoptagelse til dagsværdi efter fradrag af af-

holdte transaktionsomkostninger. I efterfølgende perioder måles de finansielle forpligtelser 
til amortiseret kostpris ved anvendelse af "den effektive rentes metode", således at forskellen 
mellem provenuet og den nominelle værdi indregnes i resultatopgørelsen under finansielle 
omkostninger over låneperioden. 

 Øvrige finansielle forpligtelser måles til amortiseret kostpris. 

 
Pengestrømsopgørelse 

 Pengestrømsopgørelsen viser pengestrømme fordelt på drifts-, investerings- og finansierings-
aktivitet for året, årets forskydning i likvider samt likvider ved årets begyndelse og slutning. 

 Likviditetsvirkningen af køb og salg af virksomheder vises separat under pengestrømme fra 
investeringsaktivitet. I pengestrømsopgørelsen indregnes købte virksomheders pengestrøm-
me fra overtagelsestidspunktet, og solgte virksomheders pengestrømme indregnes frem til 
salgstidspunktet. 
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 Pengestrømme fra driftsaktivitet opgøres efter den indirekte metode som resultat før skat re-
guleret for ikke-kontante driftsposter, ændring i driftskapital, modtagne og betalte renter, 
modtagne udbytter og betalt selskabsskat. 

 Pengestrømme fra investeringsaktivitet omfatter betaling i forbindelse med køb og salg af 
virksomheder og aktiviteter, køb og salg af immaterielle, materielle og andre langfristede ak-
tiver samt køb og salg af værdipapirer, der ikke medregnes som likvider. 

 Pengestrømme fra finansieringsaktivitet omfatter ændringer i størrelse eller sammensætning 
af aktiekapital og omkostninger forbundet hermed samt optagelse af lån, afdrag på rente-
bærende gæld, køb og salg af egne aktier samt betaling af udbytte til selskabsdeltagere. 

 Pengestrømme i andre valutaer end den funktionelle valuta omregnes med gennemsnitlige 
valutakurser, med mindre disse afviger væsentligt fra transaktionsdagens kurser. 

 Likvider omfatter likvide beholdninger og værdipapirer med en restløbetid på købstids-
punktet på under 3 måneder, og som uden hindring kan omsættes til likvide beholdninger, og 
hvorpå der kun er ubetydelige risici for værdiændringer. 

 
Segmentoplysninger 

 Segmentoplysningerne er udarbejdet i overensstemmelse med koncernens anvendte regn-
skabspraksis og følger den interne ledelsesrapportering. 

 Koncernen har ét rapporteringspligtigt segment. Segmentoplysningerne omfatter således ale-
ne oplysninger om produkter og tjenesteydelser, geografiske oplysninger samt væsentlige 
kunder. 

 Geografiske oplysninger om omsætning og langfristede aktiver er baseret på den geografiske 
placering, hvor salgstransaktionen sker. Værdien af langfristede aktiver efter geografisk pla-
cering er eksklusiv værdien af udskudte skatteaktiver. 
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 Nøgletal 

 Resultat pr. aktie (EPS) og udvandet resultat pr. aktie (EPS-D) opgøres i overensstemmelse 
med IAS 33.  

Øvrige nøgletal er udarbejdet i overensstemmelse med Den Danske Finansanalytikerfor-
enings "Anbefalinger og Nøgletal 2010". 

De i årsrapporten anførte nøgletal er beregnet således: 

 
Bruttomargin 

Bruttoresultat x 100
Omsætning   

Overskudsgrad  
Resultat af primær drift x 100

Omsætning   

Soliditetsgrad  
Egenkapital ekskl. minoriteter, ultimo x 100

Aktiver i alt, ultimo   

Egenkapitalforrentning 
Resultat x 100

Gennemsnitlig egenkapital ekskl. minoriteter  

Resultat pr. aktie (EPS Basic) 
Resultat

Gennemsnitligt antal udestående aktier  

Udvandet resultat pr. aktie (EPS-D) 
Udvandet resultat

 Gennemsnitligt antal udvandede udestående aktier 

 2 Regnskabsmæssige skøn og vurderinger 

 Skønsmæssig usikkerhed 

 Opgørelsen af den regnskabsmæssige værdi af visse aktiver og forpligtelser kræver vurde-
ringer, skøn og forudsætninger om fremtidige begivenheder.  

 De foretagne skøn og forudsætninger er baseret på historiske erfaringer og andre faktorer, 
som ledelsen vurderer forsvarlige efter omstændighederne, men som i sagens natur er usikre 
og uforudsigelige. Forudsætningerne kan være ufuldstændige eller unøjagtige, og uventede 
begivenheder eller omstændigheder kan opstå. Endvidere er virksomheden underlagt risici 
og usikkerheder, som kan føre til, at de faktiske udfald afviger fra disse skøn. Finansielle ri-
sici for Matas koncernen er omtalt i note 28. 

 Det kan være nødvendigt at ændre tidligere foretagne skøn som følge af ændringer i de for-
hold, der lå til grund for de tidligere skøn eller på grund af ny viden eller efterfølgende begi-
venheder. 

 Skøn, der er væsentlige for regnskabsaflæggelsen, foretages bl.a. ved opgørelsen af af- og 
nedskrivninger. 
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 2 Regnskabsmæssige skøn og vurderinger (fortsat) 

 Nedskrivningstest for goodwill 

 Ved den årlige nedskrivningstest af goodwill foretages skøn over, hvorledes de dele af virk-
somheden (pengestrømsfrembringende enheder), som goodwillen knytter sig til, vil være i 
stand til at generere tilstrækkelige positive nettopengestrømme i fremtiden til at understøtte 
værdien af goodwill og øvrige nettoaktiver i den pågældende del af virksomheden. 

 Som følge af forretningens karakter må der skønnes over forventede pengestrømme mange år 
ud i fremtiden, hvilket naturligt fører til en vis usikkerhed. Usikkerheden er afspejlet i den 
valgte diskonteringsrente. 

 Nedskrivningstesten og de særligt følsomme forhold i forbindelse hermed er nærmere be-
skrevet i note 15. 

 Måling af varebeholdninger 

 Varebeholdninger måles til kostpris opgjort efter FIFO-metoden eller nettorealisationsværdi-
en, hvis denne er lavere. Handelsvarer opgøres til kostpris, som omfatter anskaffelsespris 
med tillæg af hjemtagelsesomkostninger. Nettorealisationsværdien af varebeholdninger op-
gøres som salgssum med fradrag af omkostninger, der afholdes for at effektuere salget, og 
fastsættes under hensyntagen til omsættelighed, ukurans og udvikling i forventet salgspris. 

 Der er ingen nedskrivning af varebeholdninger pr. 31. marts 2013 (31. marts 2012: 7,6 mio. 
kr. og 31. marts 2011: 6,8 mio. kr.), jf. note 5. 

 Der foretages ikke fuld lageroptælling i alle butikker ultimo regnskabsåret. Varebeholdnin-
ger skal således måles under hensyntagen til svind. Svind estimeres p.t. til 1,5 % af salget, 
hvilket cirka svarer til den aktuelle svindprocent opgjort ved løbende optællinger i et be-
grænset antal butikker samt fuld årlig lageroptælling.  
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 3 Segmentinformation 

Matas koncernen har ét enkelt rapporteringspligtigt segment, der sælger produkter inden for 
Mass Beauty og High-end Beauty, vitaminer, mineraler og kosttilskud, husholdningsproduk-
ter og produkter til personlig pleje samt håndkøbsmedicin. 

Omsætningen fordeler sig således: 

DKK million 2012/13 2011/12 2010/11 
 
Beauty Shop 2.195,1 2.086,7 1.992,6
Vital Shop 301,5 301,9 306,6
Material Shop 256,9 263,1 256,5
MediCare Shop 173,3 167,7 157,0
Øvrige 26,9 27,9 32,7
 
 2.953,7 2.847,3 2.745,4
Salg af handelsvarer til associerede butikker 246,3 249,9 246,2
 
 3.200,0 3.097,2 2.991,6
  
  

Geografiske oplysninger 

Matas koncernen opererer primært i Danmark, men har også en begrænset aktivitet i Sverige. 

Omsætning gennem danske detailbutikker og til associerede butikker i Danmark udgør 
99,6 % (2011/12: 99,6 % og 2010/11: 99,4 %) af den totale omsætning. 

Koncernens langfristede aktiver er i al væsentlighed fysisk placeret i Danmark. Værdien af 
langfristede aktiver med placering i Danmark pr. 31. marts 2013 udgør 100,0 % (31. marts 
2012: 100,0 % og 31. marts 2010: 99,9 %). 

Væsentlige kunder 

Handel med enkeltkunder overstiger ikke 10 % af den samlede omsætning. 
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 mio. kr.  2012/13 2011/12 2010/11   
 4 Omsætning 
 Salg af handelsvarer fra detailbutikker 2.953,7 2.847,3 2.745,4
 Salg af handelsvarer til associerede  

butikker 246,3 249,9 246,2  
  3.200,0 3.097,2 2.991,6
   
 5 Vareforbrug m.v. 
 Årets vareforbrug  1.728,8 1.683,4 1.644,3
 Årets nedskrivning af varebehold-

ninger  0,0 7,6 6,8
 Tilbageførte nedskrivninger på vare-

beholdninger 7,4 0,0 0,0
   
 Koncernen har ikke haft forsknings- 

og udviklingsaktiviteter.  
   
 6 Andre driftsindtægter og -omkostninger 
 Andre driftsindtægter  
 Erstatning vedrørende lejemål 0,0 1,4 0,0
 Avance ved salg af materielle aktiver 0,0 0,0 0,2  
  0,0 1,4 0,2
   
 Andre driftsomkostninger  
 Tab ved salg af materielle aktiver 0,1 0,0 0,6  
  0,1 0,0 0,6
   
   
 7 Honorar til generalforsamlingsvalgt revisor 
 Honorar til KPMG 9,1 3,2 3,3
 Honorar til øvrige revisorer 0,1 0,1 0,1  
  9,2 3,3 3,4 

  
 Der kan specificeres således: 

 

 Revision 1,9 1,9 1,8
 Andre erklæringsopgaver med sikker-

hed 0,1 0,1 0,1
 Skatte- og momsmæssig rådgivning 1,6 1,2 1,2
 Andre ydelser 5,6 0,1 0,3  
  9,2 3,3 3,4 

  
 Andre ydelser i 2012/13 vedrører primært særlig strategisk gennemgang. 
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 mio. kr.  2012/13 2011/12 2010/11   

 8 Personaleomkostninger 
 Gager og lønninger  528,3 509,2 507,0
 Bidragsbaserede pensionsordninger 38,6 37,3 36,3
 Andre omkostninger  14,4 13,5 13,8  
 Personaleomkostninger i alt 581,3 560,0 557,1
   
 Personaleomkostninger er indregnet 

således: 
 

 Personaleomkostninger i totalind-
komstopgørelse 579,7 558,4 557,1

 Materielle aktiver 1,6 1,6 0,0  
  581,3 560,0 557,1
   
   
 Gennemsnitligt antal ansatte 2.051 2.037 2.022
   
 

 Aflønning af bestyrelse, direktion og ledende medarbejdere 
      
  2012/13 2011/12 2010/11   
 

mio. kr. 

Moder-
selskabets 
direktion 

Øvrige  
ledende 
med-
arbejdere 

Moder-
selskabets 
direktion 

Øvrige  
ledende 
med-
arbejdere 

Modersel-
skabets  
direktion 

Øvrige  
ledende 
med-
arbejdere   

 Gager 10,3 8,6 9,9 6,6 9,7 6,7
 Pensions-

bidrag 0,3 0,6 0,3 0,3 0,3 0,3  
  10,6 9,2 10,2 6,9 10,0 7,0
    
   
 Der er ikke udbetalt honorar til moderselskabets bestyrelse.  
 

 I henhold til en IPO-bonusordning skal der, betinget af optagelse af moderselskabets aktier til 
handel og officiel notering på NASDAQ OMX Copenhagen, udbetales en kontant bonus til 
deltagerne. Bonussen udgør ca. 7,4 mio. kr. til direktionen og ca. 2,8 mio. kr. til visse nøgle-
medarbejdere og én anden medarbejder. 
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 mio. kr.  2012/13 2011/12 2010/11   

 9 Af- og nedskrivninger 
 Afskrivninger, immaterielle aktiver 75,2 75,3 75,3
 Afskrivninger, materielle aktiver 56,7 48,2 50,2
 Nedskrivning af immaterielle aktiver 0,6 3,1 6,5  
  132,5 126,6 132,0 

  
Nedskrivninger i 2012/13 vedrører andelsbeviser. Nedskrivninger i 2011/12 og 2010/11 ved-
rører goodwill tilknyttet Matas butikker i Sverige, jf. note 15. 

     
      
 mio. kr.  2012/13 2011/12 2010/11   

 10 Finansielle indtægter 
 Dagsværdiændringer på afledte finan-

sielle instrumenter 7,7 0,0 8,8
 Renter, likvide beholdninger m.v. 0,4 0,8 1,5  
  8,1 0,8 10,3 

  
 Renter af finansielle aktiver målt til 

amortiseret kostpris udgør 0,0 0,7 1,1   
 11 Finansielle omkostninger 
 Renter, kreditinstitutter  76,8 99,9 168,8
 Amortisering af finansierings-

omkostninger 9,8 15,7 21,7
 Dagsværdiændringer på afledte finan-

sielle instrumenter 0,0 16,5 0,0
 Nedskrivning af andre værdipapirer 

og kapitalandele 0,0 0,0 2,0
 Andre omkostninger 2,1 1,3 1,2  
  88,7 133,4 193,7   
 Renter på finansielle forpligtelser 

målt til amortiseret kostpris  
udgør 76,6 110,9 137,4   
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 mio. kr.  2012/13 2011/12 2010/11   
   
 12 Skat 
 Årets skat kan opdeles således:  
 Skat af årets resultat 112,7 101,5 72,4
 Skat af anden totalindkomst 0,0 0,0 11,2  
  112,7 101,5 83,6 

  
 Skat af årets resultat fremkommer  

således: 
 

 Aktuel skat 123,1 104,2 67,3
 Udskudt skat -13,6 -2,5 7,2
 Aktuel skat vedrørende tidligere år 3,2 -0,2 -2,1  
  112,7 101,5 72,4 

  
   
 Skat af årets resultat kan forklares  

således:  
 Beregnet 25 % skat af resultat før skat 93,9 80,2 53,7
 Rentefradragsbegrænsning 10,7 19,3 14,9
 Øvrige 4,9 2,2 5,9
 Skat vedrørende tidligere år 3,2 -0,2 -2,1  
  112,7 101,5 72,4 

  
 Effektiv skatteprocent 30,0 % 31,6 % 33,7 % 

  
   
 13 Resultat pr. aktie 
 Årets resultat 263,0 219,4 142,3 

  
 Gennemsnitligt antal aktier 40.779.804 40.779.804 40.779.804
 Gennemsnitligt antal egne aktier  -10.026 -9.696 0  
 Gennemsnitligt antal aktier i omløb 40.769.778 40.770.108 40.779.804 

  
 Resultat pr. aktie (EPS Basic) a 2,50 kr. 6,45 5,38 3,49 

  
 Udvandet resultat pr. aktie (EPS-D) 

a 2,50 kr. 6,45 5,38 3,49 
  

 
Gennemsnitligt antal aktier og egne aktier er opgjort, som om ændringen af kapitalstrukturen, 
som blev gennemført 4. juni 2013, var gennemført tidligere. 
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 14 Immaterielle aktiver 
 

 

mio. kr. Goodwill 

Vare-
mærker og 
navneret-
tigheder 

Andels- 
beviser 

Andre im-
materielle 
aktiver I alt   

 Kostpris 1. april 2010 3.564,1 1.107,1 5,8 8,6 4.685,6
 Tilgang 0,0 0,0 0,0 0,9 0,9
 Valutakursregulering 0,7 0,0 0,0 0,0 0,7
 Afgang -2,1 0,0 0,0 0,0 -2,1  
 Kostpris 31. marts 2011 3.562,7 1.107,1 5,8 9,5 4.685,1  
 Af- og nedskrivninger 

1. april 2010 0,0 227,9 0,0 3,8 231,7
 Afskrivninger 0,0 73,9 0,0 1,4 75,3
 Nedskrivninger 6,5 0,0 0,0 0,0 6,5  
 Af- og nedskrivninger 

31. marts 2011 6,5 301,8 0,0 5,2 313,5  
 Regnskabsmæssig værdi 

31. marts 2011 3.556,2 805,3 5,8 4,3 4.371,6 
  

   
 Kostpris 1. april 2011 3.562,7 1.107,1 5,8 9,5 4.685,1
 Tilgang 5,2 0,0 0,0 2,1 7,3
 Afgang -9,6 0,0 0,0 0,0 -9,6  
 Kostpris 31. marts 2012 3.558,3 1.107,1 5,8 11,6 4.682,8  
 Af- og nedskrivninger 

1. april 2011 6,5 301,8 0,0 5,2 313,5
 Afskrivninger 0,0 73,9 0,0 1,4 75,3
 Nedskrivninger 3,1 0,0 0,0 0,0 3,1
 Afgang -9,6 0,0 0,0 0,0 -9,6  
 Af- og nedskrivninger 

31. marts 2012 0,0 375,7 0,0 6,6 382,3  
 Regnskabsmæssig værdi 

31. marts 2012 3.558,3 731,4 5,8 5,0 4.300,5 
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 14 Immaterielle aktiver (fortsat) 
 

 

mio. kr. Goodwill 

Vare-
mærker og 
navneret-
tigheder 

Andels- 
beviser 

Andre im-
materielle 
aktiver I alt   

 Kostpris 1. april 2012 3.558,3 1.107,1 5,8 11,6 4.682,8
 Tilgang 22,0 0,0 0,0 0,9 22,9
 Afgang 0,0 0,0 -1,9 0,0 -1,9  
 Kostpris 31. marts 2013 3.580,3 1.107,1 3,9 12,5 4.703,8  
 Af- og nedskrivninger 

1. april 2012 0,0 375,7 0,0 6,6 382,3
 Afskrivninger 0,0 73,9 0,0 1,3 75,2
 Nedskrivninger 0,0 0,0 0,6 0,0 0,6
 Afgang 0,0 0,0 -0,6 0,0 -0,6  
 Af- og nedskrivninger 

31. marts 2013 0,0 449,6 0,0 7,9 457,5  
 Regnskabsmæssig værdi 

31. marts 2013 3.580,3 657,5 3,9 4,6 4.246,3 
  

 Afskrives over - 15 år - 5-10 år  
   

 
Andre immaterielle aktiver omfatter nøglepenge vedrørende lejemål m.v. 

 
Bortset fra goodwill og andelsbeviser er det vurderet, at alle immaterielle aktiver har en be-
grænset brugstid. 

 
Nedskrivningen er nærmere beskrevet i note 15. 
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 15 Nedskrivningstest 

 Goodwill 

 Koncernens regnskabsmæssige værdi af goodwill udgør 3.580,3 mio. kr. pr. 31. marts 2013 
(31. marts 2012: 3.558,3 mio. kr., 31. marts 2011: 3.556,2 mio. kr.). 

 Ledelsen har pr. 31. marts 2013, 31. marts 2012 og 31. marts 2011 gennemført værdiforrin-
gelsestests af de regnskabsmæssige værdier af goodwill. 

 
Genindvindingsværdien er baseret på kapitalværdien, som er fastlagt ved anvendelse af for-
ventede nettopengestrømme på basis af budgetter for årene 2013-2017 og en diskonterings-
faktor før skat på 10,8 % (31. marts 2012: 11,3 %, 31. marts 2011: 11,7 %). 

 Dækningsgraden for budgetteringsperioden er skønnet baseret på den historiske gennemsnit-
lige dækningsgrad. Der er ikke forudsat væsentlig vækst i dækningsgraden.  

 Den vægtede gennemsnitlige vækstrate, brugt til ekstrapolering af fremtidige nettopenge-
strømme for årene efter 2017, er skønnet til 2 % (31. marts 2012: 2 %, 31. marts 2011: 2 %). 
Vækstraten vurderes ikke at overstige den langsigtede gennemsnitlige vækstrate inden for 
koncernens markeder. 

 Baseret på de foretagne værdiforringelsestest pr. 31. marts 2012 og 31. marts 2011 blev 
goodwill tilknyttet Matas butikkerne i Sverige nedskrevet med 3,1 mio. kr. i 2011/12 og 6,5 
mio. kr. i 2010/11. Regnskabsmæssig goodwill tilknyttet Matas butikkerne i Sverige udgjor-
de herefter 0 kr. pr. 31. marts 2012.  

 Ledelsen vurderer, at sandsynlige ændringer i de grundlæggende forudsætninger ikke vil 
medføre, at den regnskabsmæssige værdi efter nedskrivning af goodwill vil overstige gen-
indvindingsværdien.  

 
Øvrige langfristede aktiver 

 I 2012/13 er andelsbeviser nedskrevet med 0,6 mio. kr. 
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 16 Materielle aktiver 
 

 

mio. kr. 
Grunde og 
bygninger 

Andre an-
læg, drifts-
materiel og 
inventar 

Indretning 
af lejede 
lokaler I alt   

 Kostpris 1. april 2010 115,3 133,9 119,2 368,4
 Valutakursregulering 0,0 0,0 0,2 0,2
 Tilgang 0,1 29,0 11,5 40,6
 Afgang 0,0 -1,5 -1,6 -3,1  
 Kostpris 31. marts 2011 115,4 161,4 129,3 406,1  
 Af- og nedskrivninger 1. april 2010 7,7 83,9 65,8 157,4
 Valutakursregulering 0,0 0,0 0,1 0,1
 Afskrivninger 2,5 20,8 26,9 50,2
 Afgang 0,0 -1,2 -0,9 -2,1  
 Af- og nedskrivninger 31. marts 2011 10,2 103,5 91,9 205,6  
 Regnskabsmæssig værdi 31. marts 2011 105,2 57,9 37,4 200,5 

  
   
 Kostpris 1. april 2011 115,4 161,4 129,3 406,1
 Tilgang ved køb af virksomheder 0,0 0,3 0,3 0,6
 Tilgang 1,0 36,2 17,0 54,2
 Afgang 0,0 -0,2 0,0 -0,2  
 Kostpris 31. marts 2012 116,4 197,7 146,6 460,7  
 Af- og nedskrivninger 1. april 2011 10,2 103,5 91,9 205,6
 Afskrivninger 2,6 30,0 15,6 48,2
 Afgang 0,0 -0,2 0,0 -0,2  
 Af- og nedskrivninger 31. marts 2012 12,8 133,3 107,5 253,6  
 Regnskabsmæssig værdi 31. marts 2012 103,6 64,4 39,1 207,1 

  
   
 Kostpris 1. april 2012 116,4 197,7 146,6 460,7
 Tilgang ved køb af virksomheder 0,0 0,2 0,0 0,2
 Tilgang 0,1 43,9 4,9 48,9
 Afgang 0,0 -12,7 -0,3 -13,0  
 Kostpris 31. marts 2013 116,5 229,1 151,2 496,8  
 Af- og nedskrivninger 1. april 2012 12,8 133,3 107,5 253,6
 Afskrivninger 2,6 38,8 15,3 56,7
 Afgang 0,0 -12,7 -0,2 -12,9  
 Af- og nedskrivninger 31. marts 2013 15,4 159,4 122,6 297,4  
 Regnskabsmæssig værdi 31. marts 2013 101,1 69,7 28,6 199,4 

  
 Afskrives over  15-25 år 3-7 år 5-10 år  
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 mio. kr.  2012/13 2011/12 2010/11   

 17 Andre værdipapirer og kapitalandele 
 Kostpris 1. april 1,7 1,7 5,0
 Afgang 0,0 0,0 -3,3  
 Kostpris 31. marts 1,7 1,7 1,7  
 Nedskrivninger 1. april 0,6 0,6 0,6
 Nedskrivninger 0,0 0,0 2,0
 Afgang 0,0 0,0 -2,0  
 Nedskrivninger 31. marts 0,6 0,6 0,6  
 Regnskabsmæssig værdi 31. marts 1,1 1,1 1,1 

  
  Andre værdipapirer og kapitalandele vedrører ejerandele i kontokortordninger i indkøbscent-

re. 
   

 mio. kr. 2012/13 2011/12 2010/11   

 18 Varebeholdninger 
 Handelsvarer 601,8 542,9 612,5 

  
 Regnskabsmæssig værdi af vare-

beholdninger indregnet til netto-
salgsværdi 0,0 24,6 9,7 
  

 19 Tilgodehavender fra salg 
 

Tilgodehavender fra salg vedrører væsentligst salg til Matas butikker, som ikke er ejet af 
koncernen. Nedskrivninger, der er indeholdt i den regnskabsmæssige værdi af tilgodehaven-
der fra salg, har udviklet sig som følger: 

   

 mio. kr. 2012/13 2011/12 2010/11   
 1. april 0,2 0,3 0,3
 Nedskrivninger i året 0,0 0,0 0,2
 Realiseret i året 0,0 -0,1 -0,2  
 31. marts 0,2 0,2 0,3 
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 19 Tilgodehavender fra salg (fortsat) 
 

Herudover indgår tilgodehavender fra salg, der pr. 31. marts var overforfaldne, men ikke 
værdiforringede, som følger: 

   

 mio. kr.  2012/13 2011/12 2010/11   
 Forfaldsperiode:  
 Op til 30 dage 1,1 0,2 0,7
 Mellem 30 og 90 dage 0,4 0,0 0,3
 Over 90 dage 0,1 0,0 0,3  
  1,6 0,2 1,3 

  
 20 Andre tilgodehavender 
 Dagsværdi af afledte finansielle in-

strumenter 0,0 0,0 8,8
 Øvrige tilgodehavender 1,5 2,2 4,0  
  1,5 2,2 12,8 

  
 21 Egenkapital og egne aktier 

 Aktiekapital 

 Selskabets aktiekapital udgjorde nominelt 101.688.101 kr. fordelt på aktier a 0,10 kr. Nomi-
nelt 1.688.101 kr. præferenceaktier havde ved udlodning af enhver art forlods ret til et beløb 
svarende til 12 % p.a. af 1.688.101 kr. beregnet på en akkumuleret basis og fratrukket udbyt-
te udbetalt på præferenceaktier i de seneste 12 måneder. Resterende beløb skulle udbetales 
til ligelig fordeling mellem ordinære aktier og præferenceaktier. 

 4. juni 2013 blev de to hidtidige aktieklasser sammenlagt til en, og den til præferenceaktier-
ne tilhørende fortrinsret blev afskaffet. Der blev endvidere udstedt fondsaktier på nominelt 
261.409 kr., og gennemført en omvendt aktiesplit, som ændrede den nominelle værdi pr. ak-
tie fra 0,10 kr. til 2,50 kr. 

 Kapitalstruktur 

 Koncernen vurderer løbende behovet for tilpasning af kapitalstrukturen. Kapitalen styres for 
koncernen som helhed.  

 Egenkapitalens andel af de samlede passiver pr. 31. marts 2013 udgør 40.9 % (31. marts 
2012: 37,5 %, 31. marts 2011: 33,2 %). 
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 21 Egenkapital og egne aktier (fortsat) 

  Egne aktier 
 

 Antal stk. Nominel værdi (tkr.) % af aktiekapital 
 
 2012/13 2011/12 2010/11 2012/13 2011/12 2010/11 2012/13 2011/12 2010/11 
 
1. april 250.000 0 0 25 0 0 0,02 0,02 0,00
Tilgang 0 250.000 0 0 25 0 0,00 0,02 0,00
 
31. marts 250.000 250.000 0 25 25 0 0,02 0,02 0,00

     

Egne aktier, som er erhvervet i 2011/12 for 0,1 mio. kr., er erhvervet i forbindelse med en 
medarbejders fratrædelse. 

Alle egne aktier ejes af Matas A/S. 

 mio. kr.  2012/13 2011/12 2010/11   
 

22 Udskudt skat 
 Udskudt skat 1. april 354,3 356,6 338,2
 Tilgang ved køb af dattervirksomhed 0,0 0,2 0,0
 Udskudt skat indregnet i anden total-

indkomst 0,0 0,0 11,2
 Årets udskudte skat indregnet i årets 

resultat -13,6 -2,5 7,2  
 Udskudt skat 31. marts  340,7 354,3 356,6 

  
 

Udskudt skat indregnes således i balancen: 
 

 Udskudt skat (aktiv) -15,7 -14,1 -16,3
 Udskudt skat (forpligtelse) 356,4 368,4 372,9  
 Udskudt skat 31. marts, netto 340,7 354,3 356,6 

  
 Udskudt skat vedrører: 

 

 Immaterielle aktiver 336,4 346,6 352,1
 Materielle aktiver 27,5 27,9 24,2
 Varebeholdninger -15,7 -14,1 -15,0
 Øvrige aktiver -7,5 -6,1 -4,7  
  340,7 354,3 356,6 

  
 Alle udskudte skatteaktiver og -forpligtelser er indregnet i balancen. 
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 22 Udskudt skat (fortsat) 
 

Ændring i midlertidige forskelle i årets løb: 
   
 Koncern  
 

mio. kr.   
Balance 
1/4 

Tilgang 
ved køb 
af virk-
som-
heder 

Indreg-
net i an-
den to-
talind-
komst 

Ind-
regnet 
i årets 
resultat, 
netto  

Balance 
31/3    

 2010/11    
 Immaterielle aktiver  353,2 0,0 0,0 -1,1 352,1
 Materielle aktiver  22,7 0,0 0,0 1,5 24,2
 Varebeholdninger  -10,2 0,0 0,0 -4,8 -15,0
 Øvrige aktiver  -2,4 0,0 0,0 -2,3 -4,7
 Forpligtelser  -11,2 0,0 11,2 0,0 0,0
 Skattemæssige underskud  -13,9 0,0 0,0 13,9 0,0   
   338,2 0,0 11,2 7,2 356,6 

    
 2011/12    
 Immaterielle aktiver  352,1 0,1 0,0 -5,6 346,6
 Materielle aktiver  24,2 0,1 0,0 3,6 27,9
 Varebeholdninger  -15,0 0,0 0,0 0,9 -14,1
 Øvrige aktiver  -4,7 0,0 0,0 -1,4 -6,1   
   356,6 0,2 0,0 -2,5 354,3 

    
 2012/13    
 Immaterielle aktiver  346,6 0,0 0,0 -10,2 336,4
 Materielle aktiver  27,9 0,0 0,0 -0,4 27,5
 Varebeholdninger  -14,1 0,0 0,0 -1,6 -15,7
 Øvrige aktiver  -6,1 0,0 0,0 -1,4 -7,5   
   354,3 0,0 0,0 -13,6 340,7 
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 mio. kr.  2012/13 2011/12 2010/11   

 23 Gæld til kreditinstitutter 

 Gæld til kreditinstitutter er indregnet 
således i balancen: 

 

 Langfristede forpligtelser 2.057,2 2.283,8 2.435,1
 Kortfristede forpligtelser 226,7 167,0 359,1  
  2.283,9 2.450,8 2.794,2 

 
 

 Nominel værdi 2.302,5 2.479,2 2.838,3 
 

 

 Forfalder senere end 5 år efter balan-
cedagen, nominel værdi 0,0 0,0 450,0 

 
 

 Dagsværdi 2.302,5 2.479,2 2.838,3 
 

 

 Dagsværdien af de finansielle gældsforpligtelser er opgjort som nutidsværdien af forventede 
fremtidige afdrags- og rentebetalinger. Som diskonteringsrente er anvendt koncernens aktu-
elle lånerente for tilsvarende løbetider. 

 Gæld til kreditinstitutter er variabel forrentet. Pr. 31. marts 2013 udgør den effektive rente 
1,3-4,5 % p.a. (31. marts 2012: 1,9-5,2 % p.a., 31. marts 2011: 2,8-5,5 % p.a.).  

 Til koncernens lånefacilitet er knyttet særlige vilkår og betingelser (covenants), som koncer-
nen har opfyldt siden låneoptagelsen. 

 Til afdækning af renterisici var indgået renteswaps indtil 31. december 2012, jf. note 28. 

 30. maj 2013 indgik koncernen en ny låneaftale med henblik på at refinansiere hele den eksi-
sterende bankgæld. 

 Den nye låneaftale har endeligt udløb 30. juni 2018 og er prissat med en initial marginal på 
150-200 basispunkter over CIBOR, og inkluderer en marginalregulering afhængigt af gea-
ringsniveauet. 

 Der vil kunne trækkes på den nye lånefacilitet, når visse betingelser er opfyldt, herunder at 
optagelse af moderselskabets aktier til handel og officiel notering på NASDAQ OMX Co-
penhagen er gennemført og afregnet eller vi ske samtidig med, at de nye lånefaciliteter ud-
nyttes første gang. 

 Den nye låneaftale er også betinget af opfyldelse af særlige vilkår og betingelser (covenants). 

 Den eksisterende låneaftale fortsætter uændret, hvis børsnoteringen ikke gennemføres. 
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 mio. kr.  2012/13 2011/12 2010/11   

 24 Anden gæld 
 I langfristede forpligtelser indgår:  
 Forpligtelser vedrørende medarbejder-

obligationer 1,6 1,6 1,6  
  1,6 1,6 1,6 

  
  
 I kortfristede forpligtelser indgår:  
 Dagsværdi af sikringsinstrumenter 0,0 7,7 0,0
 Momsgæld 38,9 32,9 22,7
 Feriepengeforpligtelse 83,2 78,3 81,8
 Lønrelaterede gældsposter m.v. 14,2 18,3 14,7  
  136,3 137,2 119,2   
 25 Ændring i driftskapital 
 Ændring i varebeholdninger -52,4 71,3 15,3
 Ændring i tilgodehavender -11,0 -12,1 -2,2
 Ændring i leverandører og anden gæld 91,0 63,0 -12,4  
  27,6 122,2 0,7 

  
 

26 Køb af dattervirksomheder og aktiviteter 

 Koncernen erhvervede i 2012/13 en detailbutik i september 2012 og en detailbutik i decem-
ber 2012. Koncernen erhvervede i 2011/12 en detailbutik i januar 2012. Der blev ikke er-
hvervet butikker i 2010/11. 

    
 mio. kr.   2012/13 2011/12   
 Immaterielle aktiver 0,2 0,0

 Materielle aktiver 0,5 0,6

 Varebeholdninger 6,2 1,6

 Andre tilgodehavender 0,2 0,0

 Likvide beholdninger 0,4 0,1

 Udskudt skat 0,0 -0,2

 Gældsforpligtelser -7,1 -2,5  
 Overtagne nettoaktiver 0,4 -0,4

 Goodwill 22,0 5,2  
 Anskaffelsessum 22,4 4,8

 Heraf likvid beholdning -0,4 -0,1  
 Kontant anskaffelsessum 22,0 4,7 
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26 Køb af dattervirksomheder og aktiviteter (fortsat) 
 Efter indregning af identificerbare aktiver og forpligtelser til dagsværdi blev goodwill i for-

bindelse med koncernens overtagelse opgjort til 22,0 mio. kr. (2011/12: 5,2 mio. kr.). Good-
will repræsenterer værdien af den eksisterende medarbejderstab og knowhow samt forvente-
de synergier fra sammenlægningen af Matas kæden. 

 De erhvervede butikker indgår i 2012/13 i årets resultat med 1,2 mio. kr. (2011/12: 0,1 mio. 
kr.) for perioden siden overtagelsen. 

 Nettoomsætning og årets resultat for koncernen for 2012/13, opgjort proforma som om de 
erhvervede butikker blev overtaget 1. april 2012, udgjorde 3.218,1 mio. kr. (2011/12: 3.102,7 
mio. kr.) henholdsvis 263,9 mio. kr. (2011/12: 219,4 mio. kr.). 

 Virksomhedsovertagelser efter balancedagen 

Matas koncernen erhvervede 1. maj 2013 alle aktierne i Esthetique Danmark A/S, som har 
ni Esthetique butikker i Danmark. 1. juni 2013 erhvervede Matas koncernen en Matas butik i 
Ringkøbing. Endelige købesummer er ikke opgjort. 

 
27 Eventualforpligtelser og sikkerhedsstillelser 

 Eventualforpligtelser pr. 31. marts 2013 

 De danske skattemyndigheder har anfægtet skattefradraget for transaktionsomkostninger i 
forbindelse med akkvisitionen af koncernen i 2007. Sagen afventer i øjeblikket Landsskatte-
rettens afgørelse. Tvisten vedrører indkomstårene 2006 til 2009, hvor de danske skattemyn-
digheder har forhøjet den skattepligtige indkomst med i alt 126,5 mio. kr. Som følge af den-
ne ændring har skattemyndighederne også afvist fradraget for visse rentebetalinger for 2008 
og 2009 i størrelsesordenen 18,5 mio. kr. 

Endvidere er Matas i øjeblikket i dialog med skattemyndighederne om visse kildeskatter på 
renter. Matas har modtaget et forslag til ændring fra skattemyndighederne, der indikerer, at 
de agter at gøre krav på indeholdt skat vedrørende tilskrevne renter for årene 2006 til 2009 
til Matas A/S's moderselskab, Svenska M Holding 1 AB. Det er skattemyndighedernes over-
bevisning, at Svenska M Holding 1 AB ikke kan anses som egentlig ejer af renteindtægterne. 

De danske skattemyndigheder har indtaget den holdning, at der skal betales kildeskat af de 
pågældende renteudgifter, og at koncernen er forpligtet til at betale denne. 

På baggrund af ændringsmeddelelsen vedrørende kildeskat agter de danske skattemyndighe-
der at opkræve skat fra koncernen for et yderligere beløb på i alt 56,4 mio. kr. for indkomst-
årene 2006, 2007, 2008 og 2009. Derudover vil kravet blive tilskrevet renter, som vurderes 
vil udgøre ca. 30 mio. kr. pr. 1. juni 2013. 

Der er en løbende dialog med de danske skattemyndigheder, og skattemyndighederne har ik-
ke afsagt nogen endelig afgørelse. Koncernen er dog blevet informeret om, at der kan for-
ventes en afgørelse i august 2013. Såfremt koncernen ikke får medhold, forventes afgørelsen 
at blive anket til Landsskatteretten. 
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27 Eventualforpligtelser og sikkerhedsstillelser (fortsat) 

 Der er ikke foretaget hensættelser i relation til skattesagerne, idet ledelsen vurderer, at det er 
overvejende sandsynligt, at koncernen vil få medhold, hvis skattesagerne kommer for en 
domstol. 

 Eventualforpligtelser pr. 31. marts 2012 

 Matas koncernen er part i enkelte igangværende retssager. Det er ledelsens opfattelse, at ud-
faldet af disse retssager ikke vil påvirke koncernens finansielle stilling ud over de tilgodeha-
vender og forpligtelser, der er indregnet i balancen pr. 31. marts 2012. 

 Eventualforpligtelser pr. 31. marts 2011 

 Matas koncernen er part i enkelte igangværende retssager. Det er ledelsens opfattelse, at ud-
faldet af disse retssager ikke vil påvirke koncernens finansielle stilling ud over de tilgode-
havender og forpligtelser, der er indregnet i balancen pr. 31. marts 2011. 

 Sikkerhedsstillelser 

 
Dattervirksomheden MHolding 3 A/S har stillet aktier i dattervirksomheder, tilgodehavender 
hos dattervirksomheder samt likvide beholdninger med en samlet regnskabsmæssig værdi på 
5.140,0 mio. kr. (31. marts 2012: 5.334,8 mio. kr. og 31. marts 2011: 5.316,9 mio. kr.) til sik-
kerhed for gæld til kreditinstitutter på 2.863,1 mio. kr. (31. marts 2012: 3.095,0 mio. kr. og 
31. marts 2011: 2.838,3 mio. kr.). 

 
28 Finansielle risici og finansielle instrumenter 

 Koncernens risikostyringspolitik 

 Koncernen er som følge af sin drift, investeringer og finansiering eksponeret over for æn-
dringer i renteniveau. Koncernen er i begrænset omfang eksponeret over for ændringer i va-
lutakurser. 

 Det er koncernens politik ikke at foretage aktiv spekulation i finansielle risici. Koncernens 
finansielle styring retter sig således alene mod styring af de finansielle risici, der er en direkte 
følge af koncernens drift og finansiering. 

 Vedrørende beskrivelse af anvendt regnskabspraksis og metoder, herunder anvendte indreg-
ningskriterier og målingsgrundlag, henvises til omtale under anvendt regnskabspraksis. 

 Der er ingen ændringer i koncernens risikoeksponering eller risikostyring sammenholdt med 
tidligere år. 

 
Renterisici 

 Det er koncernens politik helt eller delvist at afdække renterisici på koncernens lån, når det 
vurderes, at rentebetalingerne kan sikres på et tilfredsstillende niveau. Afdækningen foreta-
ges normalt ved indgåelse af renteswaps, hvor variabelt forrentede lån omlægges til en fast 
rente. 
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28 Finansielle risici og finansielle instrumenter (fortsat) 

 I 2012/13 havde koncernen en renteswap med en hovedstol på 1 mia. kr., som udløb 31. de-
cember 2012. Renteswappen, som delvis afdækkede koncernens renterisici på variabelt for-
rentede lån, var ikke regnskabsmæssigt valgt dokumenteret som sikringsinstrument. Dags-
værdien udgjorde -7,7 mio. kr. pr. 31. marts 2012 og 8,8 mio. kr. pr. 31. marts 2011. 

 Vedrørende koncernens variabelt forrentede likvider og gæld til kreditinstitutter ville et fald i 
renteniveauet på 1 % p.a. i forhold til årets faktiske rentesatser alt andet lige have haft en 
indvirkning på årets resultat med 10,1 mio. kr. (2011/12: -3,8 mio. kr. og 2010/11: -6,3 mio. 
kr.) og på egenkapital ultimo med 10,1 mio. kr. (31. marts 2012: -3,8 mio. kr. og 31. marts 
2011: -6,3 mio. kr.). Resultatet i 2011/12 og 2010/11 var påvirket af, at dagsværdiændring af 
renteswap, der blev indregnet i resultatopgørelsen, oversteg rentebesparelsen.  

 
Forudsætninger for følsomhedsanalysen 

 De angivne følsomheder er opgjort baseret på de indregnede finansielle aktiver og forpligtel-
ser pr. 31. marts. Der er ikke korrigeret for afdrag, låneoptagelser og lignende i løbet af året. 

 De opgjorte forventede udsving er baseret på den nuværende markedssituation og forvent-
ninger til markedsudviklingen i renteniveauet. 

 Valutarisici 

 Koncernens udenlandske virksomheder påvirkes ikke i betydelig grad af valutakursudsving.  

 Resultatopgørelsen for koncernen påvirkes af ændringer i valutakurserne, idet de uden-
landske tilknyttede virksomheders resultat ved årets udgang omregnes til danske kroner på 
baggrund af gennemsnitskurser. Virksomhedernes størrelse gør imidlertid, at påvirkningen er 
uvæsentlig.  

 Koncernen har ikke indgået valutakontrakter i de seneste tre år.  
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 28 Finansielle risici og finansielle instrumenter (fortsat) 

 Likviditetsrisici 

 Koncernens likviditetsreserve består af likvide midler og uudnyttede kreditfaciliteter. Det er 
koncernens målsætning at have et tilstrækkeligt likviditetsberedskab til forsat at kunne er-
hverve Matas butikker.  

 Koncernens gældsforpligtelser forfalder som følger: 

mio. kr. 

Regn-
skabs-
mæssig 
værdi 

Kontrakt-
lige pen-
ge-
strømme 

Inden for 
1 år 1 til 3 år 3 til 5 år Efter 5 år  

2010/11  
Ikke-afledte finansielle in-

strumenter  
Kreditinstitutter 2.794,2 3.282,1 235,6 601,5 1.988,9 456,1
Leverandørgæld 420,3 420,3 420,3 0,0 0,0 0,0
Medarbejderobligationer 1,6 1,9 0,1 1,2 0,6 0,0
Anden gæld 7,2 7,2 7,2 0,0 0,0 0,0 
31. marts 2011 3.223,3 3.711,5 663,2 602,7 1.989,5 456,1
  
  
2011/12  
Afledte finansielle instrumen-

ter  
Sikringsinstrumenter 7,7 8,2 8,2 0,0 0,0 0,0 
31. marts 2012 7,7 8,2 8,2 0,0 0,0 0,0
  
Ikke-afledte finansielle in-

strumenter  
Kreditinstitutter 2.450,8 2.758,9 254,7 1.494,5 1.009,7 0,0
Leverandørgæld 466,8 466,8 466,8 0,0 0,0 0,0
Medarbejderobligationer 1,6 1,9 0,1 1,8 0,0 0,0
Anden gæld 9,7 9,7 9,7 0,0 0,0 0,0 
31. marts 2012 2.928,9 3.237,3 731,3 1.496,3 1.009,7 0,0
  
  
2012/13  
Ikke-afledte finansielle in-

strumenter  
Kreditinstitutter 2.283,9 2.783,7 294,7 1.727,3 761,7 0,0
Leverandørgæld 535,9 535,9 535,9 0,0 0,0 0,0
Medarbejderobligationer 1,6 1,8 1,2 0,6 0,0 0,0
Anden gæld 8,2 8,2 8,2 0,0 0,0 0,0 
31. marts 2013 2.829,6 3.329,6 840,0 1.727,9 761,7 0,0
  
  

 Koncernen har 30. maj 2013 ekstraordinært afdraget 200 mio. kr. på bankgælden. 

 30. maj 2013 indgik koncernen en ny låneaftale med henblik på at refinansiere hele den eksi-
sterende bankgæld, jf. note 23. 
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 28 Finansielle risici og finansielle instrumenter (fortsat) 
 

Forudsætninger for følsomhedsanalysen 

 Forfaldsanalysen er baseret på alle udiskonterede pengestrømme inkl. estimerede rentebeta-
linger. Rentebetalinger er estimeret baseret på de nuværende markedsforhold. 

 På baggrund af koncernens forventninger til den fremtidige drift og koncernens aktuelle li-
kviditetsberedskab er der ikke identificeret væsentlige likviditetsrisici. 

 Til koncernens lånefacilitet er knyttet særlige vilkår og betingelser (covenants), som koncer-
nen har opfyldt siden låneoptagelsen. 

 Kreditrisici 

 Koncernens kreditrisici knytter sig dels til tilgodehavender og likvide beholdninger, dels til 
afledte finansielle instrumenter med positiv dagsværdi. Den maksimale kreditrisiko knyttet 
til finansielle aktiver svarer til de i balancen indregnede værdier. 

 Koncernen har ikke væsentlige risici vedrørende en enkelt kunde eller samarbejdspartner. 
Der sker således ikke forsikring af tilgodehavender fra salg. Der er ingen væsentlige for-
faldne tilgodehavender, og der er som følge heraf alene foretaget mindre reservationer til 
imødegåelse af tab.  
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 28 Finansielle risici og finansielle instrumenter (fortsat) 
    
 Kategorier af finansielle instrumenter   
    
  2012/13 2011/12 2010/11   
 

mio. kr. 

Regnskabs-
mæssig 
værdi 

Dags-
værdi 

Regnskabs-
mæssig 
værdi 

Dags-
værdi 

Regnskabs-
mæssig 
værdi 

Dags-
værdi   

 Afledte finansielle in-

strumenter der indgår 

i handelsbeholdning 0,0 0,0 0,0 0,0 8,8 8,8  
 Finansielle aktiver, der 

måles til dagsværdi 

via resultatopgørel-

sen 0,0 0,0 0,0 0,0 8,8 8,8 
 

 
 Tilgodehavender fra salg 89,7 89,7 87,2 87,2 78,3 78,3

 Deposita 31,0 31,0 29,7 29,7 27,2 27,2

 Andre tilgodehavender 1,5 1,5 2,2 2,2 4,0 4,0

 Likvide beholdninger 536,6 536,6 392,3 392,3 326,3 326,3  
 Udlån og tilgodehaven-

der 658,8 658,8 511,4 511,4 435,8 435,8 
 

 
 Afledte finansielle in-

strumenter der indgår 

i handelsbeholdning 0,0 0,0 7,7 7,7 0,0 0,0  
 Finansielle forpligtel-

ser, der måles til 

dagsværdi via resul-

tatopgørelsen 0,0 0,0 7,7 7,7 0,0 0,0 
 

 
 Kreditinstitutter 2.283,9 2.302,5 2.450,8 2.479,2 2.794,2 2.838,3

 Medarbejderobligationer 1,6 1,6 1,6 1,6 1,6 1,6

 Leverandører 535,9 535,9 466,8 466,8 420,3 420,3

 Anden gæld 8,2 8,2 9,7 9,7 7,2 7,2  
 Finansielle forpligtel-

ser, der måles til 

amortiseret kostpris 2.829,6 2.848,2 2.928,9 2.957,3 3.223,3 3.267,4 
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 28 Finansielle risici og finansielle instrumenter (fortsat) 
    

 Afledte finansielle instrumenter (renteswaps) værdiansættes efter almindeligt anerkendte 
værdiansættelsesteknikker baseret på relevante observerbare swap-kurver. 

 Finansielle instrumenter vedrørende køb af varer m.v. med en kort kredittid vurderes at have 
en dagsværdi, som er lig med den regnskabsmæssige værdi. 

 De anvendte metoder er uændrede. 

Dagsværdihierarki for finansielle instrumenter, der måles til dagsværdi i balancen 
  

mio. kr. 

Noterede 
priser 
(Niveau 1)

Observer-
bare in-
put 
(Niveau 2)

Ikke-
observer-
bare  
input 
(Niveau 3) I alt 

 
2010/11  
Finansielle aktiver  
Afledte finansielle instrumenter der indgår i handels-

beholdning 0,0 8,8 0,0 8,8
 
Finansielle aktiver i alt 0,0 8,8 0,0 8,8

  
  
2011/12  
Finansielle forpligtelser  
Afledte finansielle instrumenter der indgår i handels-

beholdning 0,0 7,7 0,0 7,7
 
Finansielle forpligtelser i alt 0,0 7,7 0,0 7,7

  
  
2012/13  
Finansielle forpligtelser  
Afledte finansielle instrumenter der indgår i handels-

beholdning 0,0 0,0 0,0 0,0
 
Finansielle forpligtelser i alt 0,0 0,0 0,0 0,0

  
 Regnskabsmæssig sikring 

 Koncernen anvender afledte finansielle instrumenter til delvis dækning af renterisikoen på 
koncernens lån. Det er koncernens politik ikke at foretage aktiv spekulation i renterisikoen.  

 Koncernen havde indgået en renteswap med en hovedstol på 1.000 mio. kr. til delvis dæk-
ning af renterisikoen på koncernens lån. Renteswappen udløb 31. december 2012. Regn-
skabsmæssigt var renteswappen ikke valgt dokumenteret som sikringsinstrument, hvorfor 
dagsværdiændringer blev indregnet i resultatopgørelsen.  
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 28 Finansielle risici og finansielle instrumenter (fortsat) 
    
    

 

Bereg-
nings-
mæssig 
hovedstol 

Dags-
værdi-
regulering 
indregnet i 
resultat-
opgørelsen Dagsværdi 

Restløbe-
tid  

 mio. kr. mio. kr. mio. kr. mdr. 
2010/11  
Interest rate risks  
Renteswap, handelsbeholdning 1.000 8.8 8,8 21  
2011/12  
Interest rate risks  
Renteswap, handelsbeholdning 1.000 -16,5 -7,7 9  
2012/13  
Interest rate risks  
Renteswap, handelsbeholdning - 7,7 - -  

 29 Operationel leasing 

 Koncernen leaser ejendomme og driftsmateriel under operationelle leasingkontrakter. Lea-
singperioden er typisk en periode på mellem 2 og 10 år med mulighed for forlængelse efter 
periodens udløb. Hovedparten af leasingkontrakterne indeholder ikke betingede lejeydelser. 
For enkelte leasingkontrakter er ydelsen variabel afhængig af omsætningen. 

 Uopsigelige operationelle leasingydelser er som følger: 
 

 mio. kr.  2012/13 2011/12 2010/11   
 0-1 år 85,8 89,7 91,9
 1-5 år 31,5 54,2 54,2
 > 5 år 0,0 1,5 0,0  
  117,3 145,4 146,1 

  
 Der er i resultatopgørelsen for koncernen indregnet 149,0 mio. kr. (2011/12:145,0 mio. kr. 

og 2010/11: 134,7 mio. kr.) vedrørende operationel leasing.  
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 30 Nærtstående parter 

 Matas A/S er 69,4 % (indtil 3. juni 2013: 66,1 %) ejet af Svenska M Holding 1 AB, Sverige. 
Øvrige aktionærer er Materialisternes Invest ApS, 30,3 % (indtil 3. juni 2013: 28,9 %) og di-
rektion, nøglemedarbejdere og øvrige, 0,3 % (indtil 3. juni 2013: 5,0 %). Direktionens, nøg-
lemedarbejdernes og øvrige aktionærers ejerandel på 0,3 % er underlagt en opjusterende re-
guleringsmekanisme, som er aftalt mellem Svenska M Holding 1 AB, Materialisternes Invest 
ApS samt direktionen, nøglemedarbejderne og øvrige aktionærer i forbindelse med ændrin-
gen af kapitalstrukturen, som er omtalt i note 31. 

 Det ultimative udenlandske selskab med bestemmende indflydelse i Matas koncernen er 
MHoldings S.à r.l., Luxemborg, som ejes af en række fonde, der forvaltes og rådgives af til-
knyttede virksomheder og dattervirksomheder til CVC Capital Partners SICAV-FIS S.A. 

 I 2012/13 har Matas koncernen betalt management fee på 0,7 mio. kr. til Materialisternes In-
vest ApS for visse konsulentmæssige ydelser. I 2011/12 betalte koncernen 1,1 mio. kr. til 
Mholdings S.à r.l., og i 2010/11 betalte koncernen 4,0 mio. kr. til Mholdings S.à r.l., 0,6 mio. 
kr. til Materialisternes Invest ApS samt 0,3 mio. kr. til MLI Holding A/S (ejet af direktionen, 
nøglemedarbejdere og andre ansatte indtil dets opløsning). Management fee betalt i 2011/12 
og 2010/11 var udgiftsført i 2009/10. 

 Bestyrelse og direktion  

 Matas koncernens nærtstående parter med betydelig indflydelse omfatter selskabernes besty-
relse og direktion samt disse personers relaterede familiemedlemmer. Nærtstående parter 
omfatter endvidere selskaber, hvori førnævnte personkreds har væsentlige interesser. 

 Efter akkvisitionen af koncernen i 2007 blev der indgået lejeaftale med de tidligere butiks-
ejere som udlejere af ca. 57 af koncernens nuværende butikslejemål. Nogle af de tidligere 
butiksejere var også indirekte aktionærer i Materialisternes Invest ApS, herunder bestyrel-
sesmedlem Lars Frederiksen, der indirekte ejer to butikslejemål. Huslejen vedrørende de to 
lejemål udgør 0,9 mio. kr. (2011/12: 0,8 mio. kr. og 2010/11: 0,8 mio. kr.). 

 Ledelsens aflønning er omtalt i note 8.  

 
31 Begivenheder efter balancedagen 

 31. marts 2013 

 Matas koncernen har erhvervet alle aktierne i Esthetique Danmark A/S, som har ni Estheti-
que butikker i Danmark, samt en Matas butik i Ringkøbing, jf. note 26. 

Matas har indgået en lejeaftale til en ny butik i Sønderborg, som forventes at åbne i efteråret 
2013. 

Koncernen har 30. maj 2013 ekstraordinært afdraget 200 mio. kr. på bankgælden.  

Der blev 30. maj 2013 indgået en ny låneaftale, som forventes anvendt til fuldstændig refi-
nansiering af den eksisterende låneaftale, jf. note 23. 
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31 Begivenheder efter balancedagen (fortsat) 

 31. maj 2013 offentliggjorde moderselskabet, at det er hensigten at lade dets aktier notere på 
NASDAQ OMX Copenhagen. 

 Koncernen indgik 31. maj 2013 en principaftale med alle indehaverne af de associerede bu-
tikker vedrørende visse ændringer i deres eksisterende samhandelsvilkår og Matas' potentiel-
le overtagelse af op til seks associerede butikker. 

 4. juni 2013 gennemførtes en ændring af kapitalstrukturen som forberedelse til udbuddet og 
optagelsen af moderselskabets aktier til handel og officiel notering på NASDAQ OMX Co-
penhagen. Kapitalstrukturændringen omfattede en sammenlægning af de to hidtidige aktie-
klasser til en, og en afskaffelse af den til præferenceaktierne tilhørende fortrinsret, en fonds-
aktieudstedelse samt en omvendt aktiesplit, jf. note 21. 

 31. marts 2012 

 Der er ikke indtruffet væsentlige hændelser efter 31. marts 2012. 

 31. marts 2011 

 Der er ikke indtruffet væsentlige hændelser efter 31. marts 2011. 

 32 Ny regnskabsregulering 

 31. marts 2013 

  En række nye standarder og fortolkningsbidrag, der ikke er obligatoriske for Matas A/S ved 
udarbejdelsen af koncernregnskabet for 2012/13, er udsendt. Ingen af disse nye standarder og 
fortolkningsbidrag forventes at få væsentlig indvirkning på regnskabsaflæggelsen for Matas 
A/S. 

 31. marts 2012 

  En række nye standarder og fortolkningsbidrag, der ikke er obligatoriske for Matas koncer-
nen ved udarbejdelsen af koncernregnskabet for 2011/12, er udsendt. Ingen af disse nye 
standarder og fortolkningsbidrag forventes at få væsentlig indvirkning på regnskabsaflæggel-
sen for Matas koncernen. 

 31. marts 2011 

  En række nye standarder og fortolkningsbidrag, der ikke er obligatoriske for Matas koncer-
nen ved udarbejdelsen af koncernregnskabet for 2010/11, er udsendt. Ingen af disse nye 
standarder og fortolkningsbidrag forventes at få væsentlig indvirkning på regnskabsaflæggel-
sen for Matas koncernen. 
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 Totalindkomstopgørelse 
    
 mio. kr. Note  2012/13 2011/12 2010/11   
   
 Andre eksterne omkostninger 3,4 -0,9 -0,2 -0,1  
 Resultat af primær drift -0,9 -0,2 -0,1
 Finansielle indtægter 5 0,0 0,0 0,2
 Finansielle omkostninger 6 0,0 0,0 -0,1  
 Resultat før skat -0,9 -0,2 0,0
 Skat af årets resultat  7 0,2 0,1 0,3  
 Årets resultat -0,7 -0,1 0,3  
   
 Anden totalindkomst efter 

skat 0,0 0,0 0,0  
 Totalindkomst i alt -0,7 -0,1 0,3 

  
   
 Forslag til resultatdisponering:  
 Overført totalindkomst  -0,7 -0,1 0,3   
  -0,7 -0,1 0,3    
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 Balance 
    
 mio. kr. Note  2012/13 2011/12 2010/11   
 AKTIVER   
 Langfristede aktiver 

  
 Andre langfristede aktiver   
 Kapitalandele i dattervirk-

somheder 8
 

1.888,1 1.888,1 1.888,1  
   1.888,1 1.888,1 1.888,1  
 Langfristede aktiver i alt  1.888,1 1.888,1 1.888,1  
 Kortfristede aktiver   
 Tilgodehavender hos tilknyt-

tede virksomheder 
 

0,0 9,9 4,1
 Tilgodehavende selskabsskat  27,7 7,3 0,0  
 Kortfristede aktiver i alt  27,7 17,2 4,1   
 AKTIVER I ALT  1.915,8 1.905,3 1.892,2 

  
    
 PASSIVER   
 Egenkapital   
 Aktiekapital 9  101,7 101,7 101,7
 Overkurs ved emission  1.786,4 1.786,4 1.786,4
 Reserve for egne aktier  -0,1 -0,1 0,0
 Overført totalindkomst  -1,1 -0,4 -0,3  
 Egenkapital i alt  1.886,9 1.887,6 1.887,8  
 Forpligtelser   
 Kortfristede forpligtelser   
 Kreditinstitutter 10  0,0 17,5 0,0
 Leverandørgæld  0,2 0,2 0,2
 Gæld til tilknyttede virksom-

heder 
 

28,7 0,0 0,0
 Selskabsskat  0,0 0,0 4,2  
 Kortfristede forpligtelser 

i alt 
 

28,9 17,7 4,4  
 Forpligtelser i alt  28,9 17,7 4,4  
 PASSIVER I ALT  1.915,8 1.905,3 1.892,2 
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 Egenkapitalopgørelse 
  
 

mio. kr. 
Aktie-
kapital 

Overkurs 
ved 
emission 

Reserve 
for egne 
aktier 

Overført 
totalind-
komst I alt   

 Egenkapital 31. marts 2010 101,7 1.786,4 0,0 -0,6 1.887,5  
 Egenkapitalbevægelser i 2010/11  
 Anden totalindkomst 0,0 0,0 0,0 0,0 0,0
 Årets resultat 0,0 0,0 0,0 0,3 0,3  
 Totalindkomst i alt 0,0 0,0 0,0 0,3 0,3  
 Egenkapital 31. marts 2011 101,7 1.786,4 0,0 -0,3 1.887,8  
 Egenkapitalbevægelser i 2011/12  
 Anden totalindkomst 0,0 0,0 0,0 0,0 0,0
 Årets resultat 0,0 0,0 0,0 -0,1 -0,1  
 Totalindkomst i alt 0,0 0,0 0,0 -0,1 -0,1  
 Transaktioner med ejere  
 Køb af egne aktier 0,0 0,0 -0,1 0,0 -0,1  
 Egenkapital 31. marts 2012 101,7 1.786,4 -0,1 -0,4 1.887,6  
 Egenkapitalbevægelser i 2012/13  
 Anden totalindkomst 0,0 0,0 0,0 0,0 0,0
 Årets resultat 0,0 0,0 0,0 -0,7 -0,7  
 Totalindkomst i alt 0,0 0,0 0,0 -0,7 -0,7  
 Egenkapital 31. marts 2013 101,7 1.786,4 -0,1 -1,1 1.886,9 
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 Pengestrømsopgørelse 
     
 mio. kr. Note 2012/13 2011/12 2010/11   

 Resultat før skat -0,9 -0,2 0,0
 Finansielle indtægter 0,0 0,0 -0,2
 Finansielle omkostninger 0,0 0,0 0,1  
 Pengestrøm fra primær drift før ændring 

i driftskapital -0,9 -0,2 -0,1
 Ændring i driftskapital 11 38,6 -5,8 34,3  
 Pengestrøm fra primær drift 37,7 -6,0 34,2
 Renteindtægter, betalt 0,0 0,0 0,2
 Renteomkostninger, betalt 0,0 0,0 -0,1
 Betalt selskabsskat -20,2 -11,4 -8,8  
 Pengestrøm fra driftsaktivitet 17,5 -17,4 25,5  
 Salg af andre værdipapirer og  

kapitalandele 0,0 0,0 1,3  
 Pengestrøm til investeringsaktivitet 0,0 0,0 1,3  
 Finansiering: 

Optagelse/afvikling af gæld hos kreditin-
stitutter -17,5 17,5 0,0

 Køb af egen aktier 0,0 -0,1 0,0  
 Pengestrøm fra finansieringsaktivitet -17,5 17,4 0,0  
 Årets pengestrøm  0,0 0,0 26,8
 Likvider 1. april 0,0 0,0 -26,8  
 Likvider 31. marts 0,0 0,0 0,0 
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Oversigt over noter 
   

Note Note
1 Anvendt regnskabspraksis 9 Egenkapital og egne aktier 
2 Regnskabsmæssige skøn og vurde-

ringer 
10 Gæld til kreditinstitutter 

3 Honorar til generalforsamlingsvalgt 
revisor 

11 Ændring i driftskapital 

4 Personaleomkostninger 12 Eventualforpligtelser og sikker-
hedsstillelser 

5 Finansielle indtægter 13 Finansielle risici og finansielle in-
strumenter 

6 Finansielle omkostninger 14 Nærtstående parter 
7 Skat 15 Begivenheder efter balancedagen 
8 Kapitalandele i dattervirksomheder 16 Ny regnskabsregulering 
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 1 Anvendt regnskabspraksis 

 Det separate årsregnskab for modervirksomheden er indarbejdet i årsrapporten, fordi års-
regnskabsloven kræver et separat modervirksomhedsregnskab for IFRS-aflæggere. 

Modervirksomhedens årsregnskab aflægges i overensstemmelse med International Financial 
Reporting Standards som godkendt af EU og yderligere danske oplysningskrav til årsrappor-
ter for børsnoterede selskaber. 

Anvendt regnskabspraksis er uændret i forhold til sidste år. 

 

Beskrivelse af anvendt regnskabspraksis 

 I forhold til den beskrevne anvendte regnskabspraksis for koncernregnskabet (se note 1 til 
koncernregnskabet) afviger modervirksomhedens anvendte regnskabspraksis på følgende 
punkter: 

 

Finansielle indtægter 

 Udlodning af optjent overskud i dattervirksomheder indtægtsføres i modervirksomhedens re-
sultatopgørelse i det regnskabsår, hvor udbyttet deklareres. Hvis der udloddes mere end dat-
tervirksomhedens totalindkomst i perioden, gennemføres nedskrivningstest. 

 

Kapitalandele i dattervirksomheder 
 Kapitalandele i dattervirksomheder måles i modervirksomhedens årsregnskab til kostpris. I 

kostprisen indgår købsvederlaget opgjort til dagsværdi med tillæg af direkte købsomkostnin-
ger.  

Hvis der er indikation på nedskrivningsbehov, foretages nedskrivningstest som beskrevet i 
anvendt regnskabspraksis for koncernregnskabet. Hvor den regnskabsmæssige værdi over-
stiger genindvindingsværdien, nedskrives til denne lavere værdi. 

Ved udlodning af andre reserver end optjent overskud i dattervirksomheder, reducerer ud-
lodningen kostprisen for kapitalandelene, når udlodningen har karakter af tilbagebetaling af 
modervirksomhedens investering. 
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 Balancen 
 

Skat 
 Matas A/S er omfattet af de danske regler om tvungen sambeskatning af koncernens danske 

dattervirksomheder. Matas A/S er administrationsselskab for sambeskatningen og afregner 
som følge heraf alle betalinger af selskabsskat med skattemyndighederne. Sambeskatnings-
bidrag til/fra dattervirksomheder indregnes under skat af årets resultat. Skyldig og tilgodeha-
vende skat opføres under kortfristede aktiver/forpligtelser. Skyldigt henholdsvis tilgodeha-
vende sambeskatningsbidrag indregnes i balancen under tilgodehavender hos eller gæld til 
tilknyttede virksomheder. 

Selskaber, der anvender skattemæssige underskud i andre selskaber, betaler sambeskatnings-
bidrag til moderselskabet, svarende til skatteværdien af de udnyttede underskud, mens sel-
skaber, hvis skattemæssige underskud anvendes af andre selskaber, modtager sambeskat-
ningsbidrag fra moderselskabet, svarende til skatteværdien af de udnyttede underskud (fuld 
fordeling). 

 
2 Regnskabsmæssige skøn og vurderinger 

 Skønsmæssig usikkerhed 

 Ved opgørelsen af den regnskabsmæssige værdi af visse aktiver og forpligtelser kræves skøn 
over, hvordan fremtidige begivenheder påvirker værdien af disse aktiver og forpligtelser på 
balancedagen. Skøn, der er væsentlige for regnskabsaflæggelsen for moderselskabet, foreta-
ges bl.a. ved vurdering af nedskrivningsbehov på kapitalandele i dattervirksomheder.  

De anvendte skøn er baseret på forudsætninger, som ledelsen vurderer forsvarlige, men som i 
sagens natur er usikre og uforudsigelige. Forudsætningerne kan være ufuldstændige eller 
unøjagtige, og uventede begivenheder eller omstændigheder kan opstå. Desuden er virksom-
heden underlagt risici og usikkerheder, som kan føre til, at de faktiske resultater afviger fra 
disse skøn. Finansielle risici for Matas koncernen er omtalt i note 2 til koncernregnskabet. 

Der er i noterne oplyst om forudsætninger om fremtiden og andre skønsmæssige usikkerhe-
der på balancedagen, hvor der er betydelig risiko for ændringer, der kan føre til en væsentlig 
regulering af den regnskabsmæssige værdi af aktiver eller forpligtelser inden for det næste 
regnskabsår. 
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 mio. kr.  2012/13 2011/12 2010/11   
 3 Honorar til generalforsamlingsvalgt revisor 
 Samlet honorar til KPMG 0,2 0,2 0,2 

  
 Der kan specificeres således: 

 

 Revision 0,2 0,2 0,2  
  0,2 0,2 0,2 

  
 

4 Personaleomkostninger 
 Der er ikke udbetalt honorar til moderselskabets direktion og bestyrelse. 
 

 Der henvises til koncernregnskabets note 8. 
      
 mio. kr.  2012/13 2011/12 2010/11   

 5 Finansielle indtægter 
 Renter, likvide beholdninger m.v. 0,0 0,0 0,2  
  0,0 0,0 0,2 

  
 6 Finansielle omkostninger 
 Renter, kreditinstitutter  0,0 0,0 0,1  
  0,0 0,0 0,1   
   

 7 Skat 
 Årets skat kan opdeles således:  
 Skat af årets resultat -0,2 -0,1 -0,3  
  -0,2 -0,1 -0,3 

  
 Skat af årets resultat fremkommer så-

ledes: 
 

 Sambeskatningsbidrag -0,2 -0,1 -0,3  
  -0,2 -0,1 -0,3 

  
 Skat af årets resultat kan forklares så-

ledes:  
 Beregnet 25 % skat af resultat før skat -0,2 -0,1 0,0
 Øvrige 0,0 0,0 -0,3  
  -0,2 -0,1 -0,3 

  
 Effektiv skatteprocent 25,0 % 25,0 % -  
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 Noter 
     
 mio. kr. 2012/13 2011/12 2010/11   

 8 Kapitalandele i dattervirksomheder 
 Kostpris 1. april 1.888,1 1.888,1 1.888,1  
 Regnskabsmæssig værdi 31. marts 1.888,1 1.888,1 1.888,1 

  
   
      

 Navn Hjemsted 
Ejerandel 
2012/13 

Ejerandel 
2011/12 

Ejerandel 
2010/11   

 MHolding 2 A/S  Allerød, Danmark 100 % 100 % 100 %
 MHolding 3 A/S  Allerød, Danmark 100 % 100 % 100 %
 Matas Operations A/S  Allerød, Danmark 100 % 100 % 100 %
  Matas Sverige AB Malmø, Sverige 100 % 100 % 100 %
 Matas Property A/S Allerød, Danmark 100 % 100 % 100 %
 MHolding 4 ApS Allerød, Danmark 100 % 100 % 100 %
 MHolding 5 ApS Allerød, Danmark 100 % 100 % 100 %
 MHolding 6 ApS Allerød, Danmark 100 % 100 % 100 %
 Center Materialisten Viborg ApS Allerød, Danmark 100 % 0 % 0 %
 Matas Hornslet ApS *) Allerød, Danmark - 100 % 0 %
 P/F 31. juli 1982 Thorshavn, Færøerne 100 % 100 % 100 %

  *) Fusioneret med MHolding 3 A/S pr. 1. april 2012     
 

9 Egenkapital og egne aktier 

 Aktiekapital 

 Selskabets aktiekapital udgjorde nominelt 101.688.101 kr. fordelt på aktier a 0,10 kr. Nomi-
nelt 1.688.101 kr. præferenceaktier havde ved udlodning af enhver art forlods ret til et beløb 
svarende til 12 % p.a. af 1.688.101 kr. beregnet på en akkumuleret basis og fratrukket udbyt-
te udbetalt på præferenceaktier i de seneste 12 måneder. Resterende beløb skulle udbetales 
til ligelig fordeling mellem ordinære aktier og præferenceaktier. 

 4. juni 2013 blev de to hidtidige aktieklasser sammenlagt til en, og den til præferenceaktier-
ne tilhørende fortrinsret blev afskaffet. Der blev endvidere udstedt fondsaktier på nominelt 
261.409 kr., og gennemført en omvendt aktiesplit, som ændrede den nominelle værdi pr. ak-
tie fra 0,10 kr. til 2,50 kr. 

 Kapitalstruktur 

 Selskabet vurderer løbende behovet for tilpasning af kapitalstrukturen. Kapitalen styres for 
koncernen som helhed 

 

Egne aktier 

 Der henvises til koncernregnskabets note 21. 
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 Noter 
      
 mio. kr.  2012/13 2011/12 2010/11   

 10 Gæld til kreditinstitutter 

 Gæld til kreditinstitutter er indregnet 
således i balancen: 

 

 Kortfristede forpligtelser 0,0 17,5 0,0  
  0,0 17,5 0,0 

 
 

 Nominel værdi 0,0 17,5 0,0 
 

 

 Dagsværdi 0,0 17,5 0,0 
 

 

 Dagsværdien af de finansielle gældsforpligtelser er opgjort som nutidsværdien af forventede 
fremtidige afdrags- og rentebetalinger. Som diskonteringsrente er anvendt koncernens aktu-
elle lånerente for tilsvarende løbetider. 

 Gæld til kreditinstitutter er variabel forrentet.  

  

 mio. kr.  2012/13 2011/12 2010/11   

 11 Ændring i driftskapital 
 Ændring i tilgodehavender 9,9 -5,8 34,6
 Ændring i leverandører og anden gæld 28,7 0,0 -0,3  
  38,6 -5,8 34,3 

  
 

12 Eventualforpligtelser og sikkerhedsstillelser 

 Der henvises til koncernregnskabets note 31. 
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 13 Finansielle risici og finansielle instrumenter 

 Selskabet har ingen aktivitet og har ingen direkte rente- eller valutarisici. 

 Likviditetsrisici 

mio. kr. 

Regn-
skabs-
mæssig 
værdi 

Kontrakt-
lige pen-
ge-
strømme 

Inden for 
1 år 1 til 3 år 3 til 5 år Efter 5 år  

2010/11  
Ikke-afledte finansielle instru-

menter  
Leverandørgæld 0,2 0,2 0,2 0,0 0,0 0,0 
31. marts 2011 0,2 0,2 0,2 0,0 0,0 0,0
  
  
2011/12  
Ikke-afledte finansielle instru-

menter  
Kreditinstitutter 17,5 18,3 18,3 0,0 0,0 0,0
Leverandørgæld 0,2 0,2 0,2 0,0 0,0 0,0 
31. marts 2012 17,7 18,5 18,5 0,0 0,0 0,0
  
2012/13  
Ikke-afledte finansielle instru-

menter  
Leverandørgæld 0,2 0,2 0,2 0,0 0,0 0,0
Gæld til tilknyttede virkssom-

heder 28,7 28,7 28,7 0,0 0,0 0,0 
31. marts 2013 28,9 28,9 28,9 0,0 0,0 0,0
  

 
Forudsætninger for følsomhedsanalysen 

 Forfaldsanalysen er baseret på alle udiskonterede pengestrømme inkl. estimerede rentebeta-
linger. Rentebetalinger er estimeret baseret på de nuværende markedsforhold. 

 På baggrund af selskabets forventninger til den fremtidige drift og selskabets aktuelle likvidi-
tetsberedskab er der ikke identificeret væsentlige likviditetsrisici. 

 Til koncernens lånefacilitet er knyttet særlige vilkår og betingelser (covenants), som koncer-
nen har opfyldt siden låneoptagelsen. 
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 13 Finansielle risici og finansielle instrumenter (fortsat) 
    

 Kreditrisici 

 Den maksimale kreditrisiko knyttet til finansielle aktiver svarer til de i balancen indregnede 
værdier. 

 Selskabet har ikke væsentlige risici vedrørende en enkelt kunde eller samarbejdspartner. Der 
sker således ikke forsikring af tilgodehavender fra salg. Der er ingen væsentlige forfaldne 
tilgodehavender, og der er som følge heraf ikke foretaget reservationer til imødegåelse af 
tab.  

 Kategorier af finansielle instrumenter 
        
  2012/13  2011/12  2010/11    
 

mio. kr. 

Regn-
skabs-
mæssig 
værdi 

Regnskabs-
mæssig 
værdi 

Regnskabs-
mæssig 
værdi Dagsværdi 

Regnskabs-
mæssig 
værdi Dagsværdi   

 Tilgodehavender hos 

tilknyttede virk-

somheder 0,0 0,0 9,9 9,9 4,1 4,1  
 Udlån og tilgodeha-

vender 0,0 0,0 9,9 9,9 4,1 4,1 
 

  
 Kreditinstitutter 0,0 0,0 17,5 17,5 0,0 0,0

 Leverandører 0,2 0,2 0,2 0,2 0,2 0,2

 Gæld til tilknyttede 

virksomheder 28,7 28,7 0,0 0,0 0,0 0,0  
 Finansielle forpligtel-

ser, der måles til 

amortiseret kost-

pris 28,9 28,9 17,7 17,7 0,2 0,2 
 

  
    

 Finansielle instrumenter vedrørende køb af varer m.v. med en kort kredittid vurderes at have 
en dagsværdi, som er lig med den regnskabsmæssige værdi. 

 De anvendte metoder er uændrede. 
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 14 Nærtstående parter 

 Ud over omtalen i koncernregnskabets note 30 omfatter moderselskabets nærtstående parter 
dattervirksomheder, jf. note 8 til moderselskabets årsregnskab.  

 I 2012/13 har Matas A/S betalt management fee på 0,7 mio. kr. til Materialisternes Invest 
ApS for visse konsulentmæssige ydelser. 

 Matas A/S er sambeskattet med dattervirksomhederne. Sambeskatningsbidrag fra dattervirk-
somheder i 2012/13 udgør 0,2 mio. kr. (2011/12: 0,1 mio. kr. og 2010/11: 0,3 mio. kr.). 

 Herudover har der ikke i årets løb været gennemført transaktioner med bestyrelse, direktion, 
væsentlige aktionærer eller andre nærtstående parter. 

 
15 Begivenheder efter balancedagen 

 Der henvises til koncernregnskabets note 31. 

 16 Ny regnskabsregulering 

  En række nye standarder og fortolkningsbidrag, der ikke er obligatoriske for Matas A/S ved 
udarbejdelsen af årsrapporten for 2012/13, er udsendt. Ingen af disse nye standarder og for-
tolkningsbidrag forventes at få væsentlig indvirkning på regnskabsaflæggelsen for Matas 
A/S. 
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January 2012

Dear Shareholders,

Fiscal 2011 was a year of great accomplishment for The Walt Disney Company, marked by creativity and
innovation across our businesses globally, record financial results and numerous important steps to position the
Company for the future.

While 2011 brought us so much to cheer about, it was also marked by profound loss, with the passing of Steve
Jobs. Steve’s incredible stewardship of Pixar, and his decision to sell Pixar to Disney in 2006, brought Steve into the
Disney family, as a board member, a shareholder, a mentor, and a friend, and we were so lucky for all that he
represented and all that he contributed.

Disney, ESPN, ABC, Pixar, and Marvel are an amazing collection of brands that grow stronger every day as new
platforms and new markets provide enormous new opportunities for high quality content and experiences. To that
end, we are fortunate to have a talented group of employees who are committed day in and day out to building our
brands around the world.

Since becoming President and CEO in 2005, I have focused on three strategic priorities: creating high-quality
family content, making experiences more memorable and accessible through innovative technology, and growing
internationally. In fiscal 2011, net income attributable to Disney was a record $4.8 billion, an increase of 21% over last
year, and revenue was a record $40.9 billion, up 7% from last year. Diluted earnings per share increased by 24% to a
record $2.52. I’m particularly gratified by our outstanding performance in fiscal 2011, given the challenging global
economic environment.

Our financial and capital strength has allowed us to make important near and long term investments, two of the
most significant being Pixar and Marvel. Animation is the heart and soul of Disney, and since becoming part of the
Company nearly six years ago, Pixar has greatly advanced Disney’s animation studio with incredible creativity and
technological innovation as well as bringing us beloved new characters, magical stories, and an unprecedented number
of hit movies. With Iron Man, Thor and Captain America, we have just begun to mine Marvel’s rich roster of characters
and stories, and leverage them across our businesses to create all-important franchises.

We’ve made significant long-term investments in our parks and resorts, enhancing and expanding guests’
experiences. In 2012, several of those investments in new lands and attractions are opening, including Disney
California Adventure’s Cars Land where guests will journey to the 12-acre Radiator Springs. Like World of Color,
which opened in 2010, we believe Cars Land will be a huge draw. This spring, we will also launch the Disney Fantasy,
the sister ship to the Disney Dream, which has been extremely popular since making its maiden voyage a year ago. The
Disney Fantasy is an exciting addition to our fleet, which has set a new standard in the cruise industry providing
outstanding high-quality service and memorable experiences.

We are pleased with the successful opening of our redesigned Disney Stores, which have been transformed into
an immersive, interactive experience with our cherished characters, classic stories and unmatched brands at new and
renovated locations worldwide. We are also becoming an integral part of new parents’ lives providing important
information, entertainment, and nursery necessities through the launch of disneybaby.com as well as through our
recent acquisition of the premiere parent blogging site, Babble, and the 2012 opening of a pilot Disney Baby retail store.

For nearly 90 years, Disney has been dedicated to creating timeless stories that can be enjoyed and treasured by
audiences everywhere. One of our most popular franchises, Pirates of the Caribbean, returned to the theaters last year
with the fourth installment, On Stranger Tides, and became Disney’s fourth film to surpass the billion-dollar mark.
Cars 2, Tangled, and two Marvel epics, Thor and Captain America: The First Avenger, also dazzled audiences. Opening
weekend was a big success for The Muppets, the first theatrical release in 12 years for Kermit and Miss Piggy. And
nearly 20 years after its debut, last fall’s extraordinarily successful re-release of The Lion King in 3D reminded us of the
magic of Disney storytelling and how it touches people’s lives generation after generation.
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This March, the action adventure film John Carter from Oscar®-award winner Andrew Stanton who directed
Wall-E and Finding Nemo will hit theaters. It will be followed by the highly-anticipated, The Avengers, the first Marvel
film being marketed and distributed by Disney. The Avengers brings together six iconic Marvel superheroes including
Iron Man, the Incredible Hulk and Black Widow, and has already generated tremendous buzz. Two new animated
features debut in 2012, starting in June with Disney-Pixar’s Brave, featuring a feisty heroine on a grand adventure in the
Scottish highlands. Then, in November, Disney Animation Studios brings us, Wreck-It Ralph, a journey across the
arcade through every generation of video games.

We’re really proud of our two new ABC-owned hit dramas, Once Upon A Time and Revenge, as well as the
continued phenomenal success of the Emmy®-award winning Modern Family and a new breakout comedy, Suburgatory.
We couldn’t be more pleased that the top entertainment destination for kids and tweens is again Disney Channel, with
record viewership for fiscal 2011 and original programming including the No. 1 animated series, Phineas and Ferb, for
kids and tweens.

Through rapidly-evolving technology, we are enhancing the quality of our storytelling and personalizing
entertainment experiences while expanding our reach exponentially across brands and businesses.

ESPN, the worldwide leader in sports programming, continues to maximize the use of new digital platforms,
allowing fans to watch must-see sporting events including NFL games, Wimbledon, the Indy 500, college sports and
cricket on multiple devices, including our groundbreaking real time viewing application, “WatchESPN.” In fact, 70
percent of users seeking sports content on mobile devices rely on ESPN for live sports, entertainment, expert
commentary, news and stats. As its digital reach continues to expand, ESPN had its most-watched fiscal year with its
array of sports programming while also reaching international markets with live events from the UK and Australia to
India and Latin America.

Technology is transforming almost every aspect of our businesses. As the leading children’s publisher, Disney
Publishing Worldwide grew its e-book business threefold over the past year by transporting timeless Disney characters
like Winnie the Pooh from the printed page to immersive stories online. And Disney’s innovative technology makes a
raceway out of an iPad when paired with miniature Lightning McQueen and Mater vehicles, creating a magical way to
further interact with Cars characters. We are also excited about our Disney.com/YouTube partnership creating new
online video entertainment, providing fun high-quality family entertainment and allowing us to connect more deeply
with our fans.

There has never been a better time to be in the content business than now, particularly in populous, developing
countries where the middle class is growing rapidly, has more discretionary income and is looking for quality family
entertainment.

In the last year, we’ve made significant progress in major emerging markets, including Russia and China. In
Russia, we launched a free-to-air Disney Channel that will reach 75% of the country’s viewers. Disney Channel has
been a critical component of building our brand internationally. With our Russia launch, we will have more than 100
worldwide channels in our Disney Channel portfolio, up from 19 a decade ago.

With more than 1.3 billion people, China is an important and growing market and an exciting opportunity for us.
We continue to see strength in our licensing and publishing business, and we are growing our very successful English
language teaching program. We recently opened Toy Story Land at Hong Kong Disneyland, and two more lands will
be unveiled soon, making the park an even more attractive family destination. Our most significant development in
China is the Shanghai Disney Resort, which will give us a major footprint with two themed hotels, recreational
facilities and the tallest, most immersive and interactive castle ever to be built at a Disney park. Construction on the
963-acre site is off to a great start, and Imagineers are deep into the design of the Magic Kingdom-style park, which
promises to be authentically Disney and distinctly Chinese.

Disney’s future rests not only with the wonderful stories we tell and the experiences we create but with how we
do business to make lasting positive change. Since March 2008, when we published our first Corporate Citizenship
Report, we have made significant progress on ambitious environmental goals to reduce the Company’s direct impact
on carbon emissions, water resources and ecosystems. We’ve also made great strides in our commitment to encourage
healthy eating for children by associating our beloved characters with snacks and foods with high nutritional standards
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as well as providing wholesome options on kids’ menus at our parks. I’m also very proud of our work with military
families in keeping with our long legacy of supporting the armed services. We’ve also put additional focus on our
commitment to foster safe and respectful workplaces wherever we do business, and we released the Company’s
Human Rights Policy statement. We believe our citizenship efforts make the Company a more desirable place to work,
strengthen our brands and our bonds with customers worldwide, and add to shareholder value.

Disney is well positioned to meet the challenges of the fast-changing media and entertainment space with our
energized, dedicated employees. As the Company grows globally, we are also becoming more diverse reflecting our
consumers and our markets. I’m confident that a more diverse Disney will open up countless new opportunities for us
to provide unique entertainment experiences across our great brands and in new regions of the world.

We, as a company, have been very fortunate to have a strong board of directors who bring their considerable
experience to promoting the delivery of long-term value at Disney. I want to take this opportunity to thank our
chairman, John Pepper, for his excellent counsel and his support of our people and strategy for the last five and a half
years. John has decided to retire from the board after our annual meeting in March, and I will miss working with him.
His impeccable integrity, and knowledge and appreciation of Disney have been invaluable to me and the Company.

I also want to thank former board member John Bryson for his many contributions and support of our strategy
for nearly 12 years and we wish him much success as U.S. Commerce Secretary.

Lastly, I mentioned the loss of Steve Jobs earlier in this letter, and I want to end it by sharing a few things I
learned from Steve.

Like Walt Disney, Steve had an expectation of excellence. He had obsessively high standards and he never
accepted the merely good; he only accepted insanely great. He believed success came from collaboration, and great
things in business were never done by one person. He thought deeply about everything and never rushed important
matters. He would urge me to focus on what counts. He believed what mattered most was “great ideas and great
people.”

On behalf of all of us who work at Disney, I want you to know that we are all committed to excellence, creating
insanely great family entertainment and focusing on what counts to deliver incredible entertainment experiences and
shareholder value. Thank you for your support and confidence in us.

Robert A. Iger
President and Chief Executive Officer
The Walt Disney Company
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PART I

ITEM 1. Business

The Walt Disney Company, together with its subsidiaries, is a diversified worldwide entertainment company with operations in
five business segments: Media Networks, Parks and Resorts, Studio Entertainment, Consumer Products and Interactive Media. For
convenience, the terms “Company” and “we” are used to refer collectively to the parent company and the subsidiaries through
which our various businesses are actually conducted. On December 31, 2009, the Company completed an acquisition of Marvel
Entertainment, Inc. (Marvel). See Note 4 to the Consolidated Financial Statements. Marvel businesses are reported primarily in our
Studio Entertainment and Consumer Products segments.

Information on the Company’s revenues, operating income, and identifiable assets appears in Note 1 to the Consolidated
Financial Statements included in Item 8 hereof. The Company employed approximately 156,000 people as of October 1, 2011.

MEDIA NETWORKS

The Media Networks segment is comprised of international and domestic cable networks and our broadcasting business, which
consists of a domestic broadcast television network, television production operations, domestic and international television
distribution, domestic television stations, domestic and international broadcast radio networks, domestic radio stations, and
publishing and digital operations.

Cable Networks

Our cable networks group operates the ESPN, Disney Channels Worldwide, ABC Family and SOAPnet networks. The cable
networks group produces its own programs or acquires rights from third parties to air on our networks. The Company also has
interests in joint ventures that operate programming services and are accounted for under the equity method of accounting.

Cable networks derive a majority of their revenues from fees charged to cable, satellite and telecommunications service
providers (Multi-channel Video Service Providers or MVSPs) and, for certain networks (primarily ESPN and ABC Family), the
sale to advertisers of time in network programs for commercial announcements. Generally, the Company’s cable networks operate
under multi-year carriage agreements with MVSPs that include contractually determined fees. The amounts that we can charge to
MVSPs for our cable network services are largely dependent on competition and the quality and quantity of programming that we
can provide. The ability to sell time for commercial announcements and the rates received are primarily dependent on the size and
nature of the audience that the network can deliver to the advertiser as well as overall advertiser demand. We also sell
programming developed by our cable networks to third parties worldwide in pay and syndication markets, in DVD format and also
online to third party services.
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The Company’s significant cable networks and our ownership percentage and estimated subscribers as of October 1, 2011 are
set forth in the following table:

Estimated
Subscribers

(in millions) (1) Ownership %

ESPN (2)

ESPN 99 80.0
ESPN2 99 80.0
ESPNEWS 73 80.0
ESPN Classic 33 80.0
ESPNU 72 80.0

Disney Channels Worldwide
Disney Channel – Domestic 99 100.0
Disney Channels – International (3) 141 100.0
Disney Junior (3) 58 100.0
Disney XD – Domestic 78 100.0
Disney XD – International (3) 91 100.0

ABC Family 98 100.0

SOAPnet 74 100.0

A&E/Lifetime
A&E (2) 99 42.1
Lifetime Television 99 42.1
HISTORY 99 42.1
Lifetime Movie Network 82 42.1
The Biography Channel 65 42.1
History International 64 42.1
Lifetime Real Women (3) 18 42.1

(1) Estimated U.S. subscriber counts according to Nielsen Media Research as of September 2011, except as noted below
(2) ESPN and A&E programming is distributed internationally through other networks discussed below.
(3) Subscriber counts are not rated by Nielsen and are based on internal management reports.

ESPN
ESPN is a multimedia, multinational sports entertainment company that operates eight 24-hour domestic television sports

networks: ESPN, ESPN2, ESPNEWS, ESPN Classic, ESPN Deportes (a Spanish language network), ESPNU (a network devoted
to college sports), ESPN 3D (a 3D service), and the regionally focused Longhorn Network (a network dedicated to The University
of Texas athletics). ESPN also operates five high-definition television simulcast services, ESPN HD, ESPN2 HD, ESPNEWS HD,
ESPNU HD, and ESPN Deportes HD. ESPN programs the sports schedule on the ABC Television Network, which is branded
ESPN on ABC. ESPN owns, has equity interests in or has distribution agreements with 47 international sports networks reaching
households in more than 200 countries and territories in 16 languages including a live sports network in the UK. ESPN holds a
50% equity interest in ESPN Star Sports, which distributes sports programming throughout most of Asia, and a 30% equity interest
in CTV Specialty Television, Inc., which owns The Sports Network, The Sports Network 2, Le Réseau des Sports, ESPN Classic
Canada, the NHL Network and Discovery Canada.

ESPN holds rights for various professional and college sports programming including, NFL, NBA, the SEC, ACC and Pac 12
college football and basketball conferences, NASCAR and MLB.

ESPN also operates:
• ESPN.com – which delivers comprehensive sports news, information and video each month through its national hub and

five local sites – ESPNBoston.com, ESPNChicago.com, ESPNDallas.com, ESPNLosAngeles.com and
ESPNNewYork.com

• ESPN3 – which is a broadband service available to 70 million subscribers that delivers more than 4,000 live events
• ESPN Mobile Properties – which delivers content, including live game coverage, alerts and highlights, to mobile service

providers
• ESPN Regional Television – which is a syndicator of collegiate sports programming
• The ESPN Radio Network and four owned ESPN Radio stations
• ESPN The Magazine
• ESPN Enterprises – which develops branded licensing opportunities
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The Company holds a 15% interest in The Active Network, Inc., a domestic online community and marketing platform for
individuals and event organizers to participate in and promote sports and recreational activities.

The ESPN Radio Network is carried on more than 750 stations, making it the largest sports radio network in the United States.
We own four of the stations and 355 are operated full-time.

Disney Channels Worldwide
Disney Channel Disney Channel is a 24-hour cable network airing original series and movie programming targeted to

children and families. Shows developed and produced internally for exhibition on Disney Channel include live-action comedy
series, animated programming and educational preschool series, as well as movies for the Disney Channel Original Movie
franchise. Live-action comedy series include A.N.T. Farm, Good Luck Charlie, Jessie, Shake It Up, The Suite Life on Deck and
Wizards of Waverly Place. Disney Channel also airs the animated programs, Phineas and Ferb and Fish Hooks. Original series for
preschoolers include the animated series Disney’s Mickey Mouse Clubhouse, Jake and the Never Land Pirates, and Special Agent
Oso, as well as the live-action series Imagination Movers. Programming is also acquired from third parties and includes content
from Disney’s theatrical film and television programming library.

On November 18, 2011, the Company acquired a 49% ownership interest in the Seven TV network from UTH Russia Limited
(UTH) for $300 million. The Seven TV network will be converted to an ad-supported, free-to-air Disney Channel in Russia.

Disney Junior Disney Junior (formerly branded Playhouse Disney) provides learning-focused programming for preschoolers.
In the U.S., the daily Disney Junior programming block is aired on the Disney Channel. Disney Junior is aired internationally on
our channels in Latin America, Europe, Asia, Australia and Africa. Beginning in 2012, Disney Junior will also be a dedicated
24-hour basic channel in the United States for preschool-age children, parents and caregivers, featuring animated and live-action
programming which blends Disney’s storytelling and characters with learning, including early math and language skills and
featuring healthy eating, lifestyle, and social skills.

Disney XD Disney XD has a mix of live-action and animated programming for kids ages 6-14, targeting boys and their quest
for discovery, accomplishment, sports, adventure and humor. The programming includes original series such as Phineas and Ferb,
Kick Buttowski, and the live-action series, Pair of Kings and Zeke and Luther, as well as movies and short-form content including
sports-themed content developed with ESPN.

In the U.S., Disney XD is seen on a 24-hour network. We also have XD channels in Latin America, Europe and Asia that
distribute programming to approximately 130 countries/territories.

Disney Cinemagic Disney Cinemagic is a premium subscription service in Europe. Disney Cinemagic shows Disney movies,
classic and newer Disney cartoons and shorts as well as animated television series such as Disney’s House of Mouse, Lilo & Stitch:
The Series, and Tarzan.

Hungama Hungama is a kids general entertainment cable network in India which features a mix of anime, Hindi-language
series and game shows.

ABC Family
ABC Family is a U.S. television programming service that targets the 15-34 demographic. ABC Family produces original

programming including the returning series The Secret Life of the American Teenager, Make It or Break It, Melissa & Joey as well
as new original series Switched at Birth. ABC Family also acquires programming including the returning series Pretty Little Liars
and the new series The Lying Game. Additionally, ABC Family airs content from our owned theatrical film library. ABC Family
also features branded programming holiday events such as “13 Nights of Halloween” and “25 Days of Christmas”.

ABCFamily.com creates digital extensions to ABC Family programming that feature interactivity and social networking. The
site also features user-generated content and online programming that can be downloaded and customized based on individual user
preferences.

SOAPnet
SOAPnet offers same-day episodes of daytime dramas at night and also original programming. Programming includes

same-day episodes of daytime dramas such as Days of Our Lives, One Life to Live, General Hospital and The Young and the
Restless and primetime series such as The O.C., One Tree Hill, Beverly Hills 90210, and The Gilmore Girls.
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Content related to SOAPnet’s programming is available on SOAPnet.com, including video extras, games, blogs, community
forums, photos and downloadable content.

AETN/Lifetime
The A&E Television Networks (AETN) include A&E, HISTORY, The Biography Channel and History International. A&E

offers entertainment ranging from reality series to original movies, dramatic series, and justice shows. HISTORY offers original
non-fiction series and event-driven specials. The Biography Channel offers original series about prominent people and their lives,
including the “Biography” series. History International focuses on the culture and history of various countries throughout the world
from the perspective of locals. Internationally, A&E programming is available in over 150 countries through joint ventures and
distribution agreements with affiliates.

Lifetime Entertainment Services (Lifetime) includes Lifetime Television, Lifetime Movie Network and Lifetime Real Women.
Lifetime Television is devoted to women’s lifestyle programming. Lifetime Movie Network is a 24-hour movie channel. Lifetime
Real Women is a 24-hour cable network with programming from a woman’s point of view.

The Company’s share of the financial results of the combined entity, AETN/Lifetime, is reported as “Equity in the income of
investees” in the Company’s Consolidated Statements of Income.

Radio Disney
Radio Disney is a 24/7 radio network for kids, tweens and families. Radio Disney is available on 34 terrestrial radio stations, 31

of which we own, and on RadioDisney.com, SiriusXM satellite radio, iTunes Radio Tuner, XM/DIRECTV and mobile phones.
Radio Disney programming can be downloaded via the iTunes Music Store. Radio Disney is also available throughout most of
South America via a separate Spanish language terrestrial broadcast.

UTV
The Company holds an approximate 50% direct interest in UTV Software Communications Limited (UTV), a media company

headquartered and publicly traded in India that is accounted for as an unconsolidated equity investment. Results from this
investment are included in the Media Networks segment.

On July 25, 2011, the UTV board of directors approved a proposal submitted by the Company to acquire the publicly held
shares of UTV through a delisting offer process. Subsequently, the UTV shareholders approved the delisting of UTV’s equity
shares from the Indian stock exchanges. The delisting process is governed by Indian law and will, if completed, involve an offer by
the Company to acquire shares publicly traded on the Indian stock exchanges at a price determined through the offer process. The
transaction is subject to, among other things, Indian regulatory approval and the Company’s acceptance of the price per share that
results from the delisting offer process. If completed, the Company’s interest in UTV would increase to at least 90% and result in a
delisting of UTV’s shares. See Note 4 to the Consolidated Financial Statements included in Item 8 hereof.

Broadcasting

Domestic Broadcast Television Network

The Company operates the ABC Television Network, which as of October 1, 2011, had affiliation agreements with 238 local
stations reaching 99% of all U.S. television households. The ABC Television Network broadcasts programs in the following
“dayparts”: daytime, primetime, late night, news, and sports.

The ABC Television Network produces its own programs or acquires rights from third parties, as well as entities that are owned
by or affiliated with the Company. The ABC Television Network derives the majority of its revenues from the sale to advertisers of
time in network programs for commercial announcements. The ability to sell time for commercial announcements and the rates
received are primarily dependent on the size and nature of the audience that the network can deliver to the advertiser as well as
overall advertiser demand for time on network broadcasts. The ABC Television Network also receives fees for its broadcast feed
from some of its affiliated stations and pays varying amounts of compensation to some of its affiliated stations.

ABC.com is the official web site of the ABC Television Network and provides access to full-length episodes of ABC shows
online. ABCNews.com provides in-depth worldwide news coverage online. ABCNews.com also offers broadband subscriptions to
the 24-hour live internet news channel, ABC News Now and to video-on-demand news reports from all ABC News broadcasts.
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Television Production

The Company produces programming under the ABC Studios and ABC Media Productions labels. Program development is
carried out in collaboration with independent writers, producers, and creative teams, with a focus on half-hour comedies and
one-hour dramas, primarily for primetime broadcasts. Primetime programming produced either for our networks or for third parties
in the 2011/2012 television season include the returning one-hour dramas Army Wives, Body of Proof, Castle, Criminal Minds,
Desperate Housewives, Grey’s Anatomy, and Private Practice; the returning half-hour comedies Cougar Town and Happy
Endings; and new primetime series that premiere in the 2011/2012 season which include the one-hour dramas Once Upon a Time
and Revenge as well as the half-hour comedy Man Up!. Additionally, Good Christian Belles, Missing, Scandal, and The River are
in production for mid-season. Castle entered the domestic syndication market during 2011 with the show becoming available
beginning in 2012. We also produce Jimmy Kimmel Live for late night and a variety of primetime specials for network television
and live-action syndicated programming. Syndicated programming includes Live! with Regis and Kelly, a daily talk show, and Who
Wants to Be a Millionaire, a game show. The Company also produces news programming including World News with Diane
Sawyer, Good Morning America, 20/20 and Nightline and programming for Daytime such as The View and General Hospital.

We also distribute the Company’s productions worldwide in pay and syndication markets, in DVD format and also online via
Company internet sites such as ABC.com and to third party services. Our distribution groups also distribute programming aired on
our cable networks.

Domestic Television Stations

The Company owns eight television stations, six of which are located in the top-ten markets in the United States. The television
stations derive the majority of their revenues from the sale to advertisers of time in television station programs for commercial
announcements and also receive retransmission fees charged to MVSPs. All of our television stations are affiliated with the ABC
Television Network and collectively reach 23% of the nation’s television households. Each owned station broadcasts three digital
channels: the first consists of local, ABC Television Network, and syndicated programming; the second is the Live Well Network
broadcast in standard definition; and the third is the Live Well Network broadcast in high definition.

Live Well Network provides programming focusing on lifestyle topics such as interior design, healthy cooking, and outdoor
activities. Live Well Network currently reaches 42% of the nation’s households through our owned stations and affiliates.

Markets and details for the stations we own are as follows:

Market TV Station

Television
Market

Ranking (1)

New York, NY WABC-TV 1
Los Angeles, CA KABC-TV 2
Chicago, IL WLS-TV 3
Philadelphia, PA WPVI-TV 4
San Francisco, CA KGO-TV 6
Houston, TX KTRK-TV 10
Raleigh-Durham, NC WTVD-TV 24
Fresno, CA KFSN-TV 55

(1) Based on Nielsen Media Research, U.S. Television Household Estimates, January 1, 2011

In April 2011, the Company sold TV stations in the Flint, Michigan and Toledo, Ohio markets.

Competition and Seasonality

The Company’s Media Networks businesses compete for viewers primarily with other television and cable networks,
independent television stations and other media, such as DVDs, video games and the internet. With respect to the sale of
advertising time, our broadcasting operations, certain of our cable networks and our television and radio stations compete with
other television networks and radio stations, independent television stations, MVSPs and other advertising media such as
newspapers, magazines, billboards, and the internet. Our television and radio stations primarily compete for viewers in individual
market areas. A television or radio station in one market generally does not compete directly with stations in other markets.
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The growth in the number of networks distributed by MVSPs has resulted in increased competitive pressures for advertising
revenues for both our broadcasting and cable networks. The Company’s cable networks also face competition from other cable
networks for carriage by MVSPs. The Company’s contractual agreements with MVSPs are renewed or renegotiated from time to
time in the ordinary course of business. Consolidation and other market conditions in the cable and satellite distribution industry
and other factors may adversely affect the Company’s ability to obtain and maintain contractual terms for the distribution of its
various cable programming services that are as favorable as those currently in place.

The Company’s Media Networks businesses also compete for the acquisition of sports and other programming. The market for
programming is very competitive, particularly for sports programming. The Company currently has sports rights agreements with
the National Football League (NFL), college football (including college bowl games) and basketball conferences, National
Basketball Association (NBA), National Association of Stock Car Auto Racing (NASCAR), Major League Baseball (MLB), World
Cup and various soccer leagues, and Golf and Tennis Associations.

The Company’s internet web sites and digital products compete with other web sites and entertainment products in their
respective categories.

Advertising revenues at the Media Networks are subject to seasonal advertising patterns and changes in viewership levels.
Revenues are typically somewhat higher during the fall and somewhat lower during the summer months. Affiliate revenues are
typically collected ratably throughout the year. Certain affiliate revenues at ESPN are deferred until annual programming
commitments are met, and these commitments are typically satisfied during the second half of the Company’s fiscal year, which
generally results in higher revenue recognition during this period.

Federal Regulation

Television and radio broadcasting are subject to extensive regulation by the Federal Communications Commission (FCC) under
federal laws and regulations, including the Communications Act of 1934, as amended. Violation of FCC regulations can result in
substantial monetary forfeitures, limited renewals of licenses and, in egregious cases, denial of license renewal or revocation of a
license. FCC regulations that affect our Media Networks segment include the following:

• Licensing of television and radio stations. Each of the television and radio stations we own must be licensed by the FCC.
These licenses are granted for periods of up to eight years, and we must obtain renewal of licenses as they expire in order to
continue operating the stations. We (or the acquiring entity in the case of a divestiture) must also obtain FCC approval
whenever we seek to have a license transferred in connection with the acquisition or divestiture of a station. The FCC may
decline to renew or approve the transfer of a license in certain circumstances. Although we have generally received such
renewals and approvals in the past, there can be no assurance that we will always obtain necessary renewals and approvals
in the future.

• Television and radio station ownership limits. The FCC imposes limitations on the number of television stations and radio
stations we can own in a specific market, on the combined number of television and radio stations we can own in a single
market and on the aggregate percentage of the national audience that can be reached by television stations we own.
Currently:

• FCC regulations may restrict our ability to own more than one television station in a market, depending on the size and
nature of the market. We do not own more than one television station in any of the markets in which we own a
television station.

• Federal statutes permit our television stations in the aggregate to reach a maximum of 39% of the national audience (for
this purpose, FCC regulations attribute to UHF television stations only 50% of the television households in their
market). For purposes of the FCC’s rules, our eight stations reach approximately 21% of the national audience.

• FCC regulations in some cases impose restrictions on our ability to acquire additional radio or television stations in the
markets in which we own radio stations, but we do not believe any such limitations are material to our current operating
plans.

• Dual networks. FCC rules currently prohibit any of the four major television networks — ABC, CBS, Fox and
NBC — from being under common ownership or control.
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• Regulation of programming. The FCC regulates broadcast programming by, among other things, banning “indecent”
programming, regulating political advertising and imposing commercial time limits during children’s programming.
Broadcasters face a heightened risk of being found in violation of the indecency prohibition by the FCC because of recent
FCC decisions, coupled with the spontaneity of live programming. In the past several years, the FCC increased enforcement
activities with respect to indecency, and a number of significant indecency cases against various broadcasters remain
pending in the courts. Moreover, the penalties for broadcasting indecent programming are a maximum of $325,000 per
violation.

• Federal legislation and FCC rules also limit the amount of commercial matter that may be shown on broadcast or cable
channels during programming designed for children 12 years of age and younger. In addition, broadcast channels are
generally required to provide a minimum of three hours per week of programming that has as a “significant purpose”
meeting the educational and informational needs of children 16 years of age and younger. FCC rules also give television
station owners the right to reject or refuse network programming in certain circumstances or to substitute programming that
the licensee reasonably believes to be of greater local or national importance.

• Cable and satellite carriage of broadcast television stations. With respect to cable systems operating within a television
station’s Designated Market Area, FCC rules require that every three years each television station elect either “must carry”
status, pursuant to which cable operators generally must carry a local television station in the station’s market, or
“retransmission consent” status, pursuant to which the cable operator must negotiate with the television station to obtain the
consent of the television station prior to carrying its signal. Under the Satellite Home Viewer Improvement Act and its
successors, including most recently the Satellite Television Extension and Localism Act (STELA), which also requires the
“must carry” or “retransmission consent” election, satellite carriers are permitted to retransmit a local television station’s
signal into its local market with the consent of the local television station. Under must carry, if a satellite carrier elects to
carry one local station in a market, the satellite carrier must carry the signals of all local television stations that also request
carriage.

• Digital television. Pursuant to FCC regulations, all of the Company’s stations now operate exclusively on digital channels.

• Cable and satellite carriage of programming. The Communications Act and FCC rules regulate some aspects of negotiations
regarding cable and satellite retransmission consent, and some cable and satellite companies have sought regulation of
additional aspects of the carriage of programming on cable and satellite systems. Litigation has been instituted against the
Company, other program providers and distributors seeking among other things to achieve similar ends. New legislation, court
action or regulation in this area could, depending on its specific nature, have an impact on the Company’s operations.

The foregoing is a brief summary of certain provisions of the Communications Act and other legislation and of specific FCC
rules and policies. Reference should be made to the Communications Act, other legislation, FCC rules and public notices and
rulings of the FCC for further information concerning the nature and extent of the FCC’s regulatory authority.

FCC laws and regulations are subject to change, and the Company generally cannot predict whether new legislation, court
action or regulations, or a change in the extent of application or enforcement of current laws and regulations, would have an
adverse impact on our operations.

PARKS AND RESORTS

The Company owns and operates the Walt Disney World Resort in Florida, the Disneyland Resort in California, Aulani, a
Disney Resort & Spa in Hawaii, the Disney Vacation Club, the Disney Cruise Line, and Adventures by Disney. The Company
manages and has effective ownership interests of 51% in Disneyland Paris, 47% in Hong Kong Disneyland Resort, and 43% in
Shanghai Disney Resort. The Company also licenses the operations of the Tokyo Disney Resort in Japan. The Company’s Walt
Disney Imagineering unit designs and develops new theme park concepts and attractions as well as resort properties.

The businesses in the Parks and Resorts segment generate revenues predominately from the sale of admissions to the theme
parks; charges for room nights at the hotels; merchandise, food and beverage sales; sales and rentals of vacation club properties;
and sales of cruise vacations. Costs consist principally of labor; depreciation; costs of merchandise, food and beverage sold;
marketing and sales expense; repairs and maintenance; and entertainment.
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Walt Disney World Resort

The Walt Disney World Resort is located 22 miles southwest of Orlando, Florida, on approximately 25,000 acres of owned
land. The resort includes theme parks (the Magic Kingdom, Epcot, Disney’s Hollywood Studios and Disney’s Animal Kingdom);
hotels; vacation club properties; a retail, dining and entertainment complex; a sports complex; conference centers; campgrounds;
golf courses; water parks; and other recreational facilities designed to attract visitors for an extended stay.

The Walt Disney World Resort is marketed through a variety of international, national and local advertising and promotional
activities. A number of attractions in each of the theme parks are sponsored by other corporations through long-term agreements.

Magic Kingdom — The Magic Kingdom, which opened in 1971, consists of six themed lands: Main Street USA,
Adventureland, Fantasyland, Frontierland, Liberty Square, and Tomorrowland. Each land provides a unique guest experience
featuring themed rides and attractions, live Disney character interaction, restaurants, refreshment areas and merchandise shops.
Additionally, there are daily parades and a nighttime fireworks extravaganza, Wishes. Fantasyland is undergoing an expansion that
will nearly double its size and add new attractions and other guest offerings. The project is scheduled to be completed in phases
through 2014.

Epcot — Epcot, which opened in 1982, consists of two major themed areas: Future World and World Showcase. Future World
dramatizes certain historical developments and addresses the challenges facing the world today through major pavilions devoted to
showcasing science and technology improvements, communication, energy, transportation, using your imagination, nature and
food production, the ocean environment and space. World Showcase presents a community of nations focusing on the culture,
traditions and accomplishments of people around the world. Countries represented with pavilions include the United States,
Canada, China, France, Germany, Italy, Japan, Mexico, Morocco, Norway and the United Kingdom. Both areas feature themed
rides and attractions, restaurants and merchandise shops. Epcot also features Illuminations: Reflections of Earth, a nighttime
entertainment spectacular.

Disney’s Hollywood Studios — Disney’s Hollywood Studios, which opened in 1989, consists of four themed areas:
Hollywood Boulevard, Sunset Boulevard, Animation Courtyard, and Backlot. The four areas blend together as a large movie set
and provide behind-the-scenes glimpses of Hollywood-style action based on movies and TV shows. The park provides various
shows, attractions, themed food service and merchandise facilities. Disney’s Hollywood Studios also features Fantasmic!, a
nighttime entertainment spectacular.

Disney’s Animal Kingdom — Disney’s Animal Kingdom, which opened in 1998, consists of a 145-foot Tree of Life
centerpiece surrounded by six themed areas: Dinoland U.S.A., Africa, Rafiki’s Planet Watch, Asia, Discovery Island and Camp
Minnie-Mickey. Each themed area contains adventure attractions, entertainment shows, restaurants and merchandise shops. The
park features more than 300 species of mammals, birds, reptiles and amphibians and 3,000 varieties of trees and plants. In
September 2011, the Company announced an agreement with James Cameron’s Lightstorm Entertainment and Fox Filmed
Entertainment for the exclusive global theme park rights to create themed lands based on the AVATAR franchise. The Company
plans to build an AVATAR themed land at Walt Disney’s Animal Kingdom.

Hotels and Other Resort Facilities — As of October 1, 2011, the Company owned and operated 17 resort hotels at the Walt
Disney World Resort, with a total of approximately 22,000 rooms and 468,000 square feet of conference meeting space. In
addition, Disney’s Fort Wilderness camping and recreational area offers approximately 800 campsites. In May 2010, the Company
announced plans to open Walt Disney World Resort’s eighteenth hotel, Disney’s Art of Animation Resort, which will add nearly
2,000 rooms by the end of 2012 including 1,120 family suites. The resort will be themed after the animated films The Little
Mermaid, The Lion King, Finding Nemo and Cars.

The Walt Disney World Resort also hosts a 120-acre retail, dining and entertainment complex known as Downtown Disney,
which consists of the Marketplace, West Side and Pleasure Island. Downtown Disney is home to the 51,000-square-foot World of
Disney retail store featuring Disney-branded merchandise, Cirque du Soleil, the House of Blues, and the Company’s DisneyQuest
facility. A number of the Downtown Disney facilities are operated by third parties that pay rent and license fees to the Company. In
September 2008, the Company commenced a multi-year project to enhance Pleasure Island, which will feature new shopping and
dining experiences to entertain guests of all ages.

ESPN Wide World of Sports is a 220-acre sports complex providing professional caliber training and competition, festival and
tournament events and interactive sports activities. The complex, which hosts over 200 amateur and professional events each year,
accommodates multiple sporting events, including baseball, tennis, basketball, softball, track and field, football and soccer. Its
stadium, which has a seating capacity of approximately 9,500, is the spring training site for MLB’s Atlanta Braves.
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In the Downtown Disney Resort area, seven independently-operated hotels are situated on property leased from the Company.
These hotels include approximately 3,700 rooms. Additionally, the Walt Disney World Swan and the Walt Disney World Dolphin
hotels, which have approximately 2,300 total rooms, are independently operated on property leased from the Company near Epcot.

Other recreational amenities and activities available at the Walt Disney World Resort include four championship golf courses,
miniature golf courses, full-service spas, tennis, sailing, water skiing, swimming, horseback riding and a number of other
noncompetitive sports and leisure time activities. The resort also includes two water parks: Blizzard Beach and Typhoon Lagoon.

Disneyland Resort

The Company owns 461 acres and has the rights under long-term lease for use of an additional 49 acres of land in Anaheim,
California. The Disneyland Resort includes two theme parks (Disneyland and Disney California Adventure), three hotels and
Downtown Disney, a retail, dining and entertainment complex designed to attract visitors for an extended stay.

The entire Disneyland Resort is marketed as a destination resort through international, national and local advertising and
promotional activities. A number of the attractions and restaurants at both of the theme parks are sponsored by other corporations
through long-term agreements.

Disneyland — Disneyland, which opened in 1955, consists of eight principal areas: Adventureland, Critter Country,
Fantasyland, Frontierland, Main Street USA, New Orleans Square, Tomorrowland and Toontown. These areas feature themed rides
and attractions, shows, restaurants, merchandise shops and refreshment stands. Additionally, Disneyland offers daily parades and a
nighttime entertainment spectacular, Fantasmic!.

Disney California Adventure — Disney California Adventure, which opened in 2001, is adjacent to Disneyland and includes
four principal areas: Golden State, Hollywood Pictures Backlot, Paradise Pier and “a bug’s land”. These areas include rides,
attractions, shows, restaurants, merchandise shops and refreshment stands. Additionally, Disney California Adventure offers a
nighttime water spectacular, World of Color, the first major element of the multi-year expansion that adds new entertainment and
family-oriented attractions, including Cars Land, a 12-acre themed area inspired by the animated film Cars, which is scheduled to
open in summer 2012.

Hotels and Other Resort Facilities — Disneyland Resort includes three Company-owned and operated hotels with a total of
approximately 2,400 rooms, 50 vacation club units, and 180,000 square feet of conference meeting space.

Disneyland Resort also includes Downtown Disney, a themed 15-acre outdoor complex of entertainment, dining and shopping
venues, located adjacent to both Disneyland Park and Disney California Adventure. A number of the Downtown Disney facilities
are operated by third parties that pay rent and license fees to the Company.

Aulani, a Disney Resort & Spa

In August 2011 the Company opened its first mixed-use family resort outside of its theme park developments on a 21-acre
oceanfront property on Oahu, Hawaii. Aulani, a Disney Resort & Spa features 359 hotel rooms, an 18,000 square foot spa and
12,000 square feet of conference meeting space. The resort is also home to a 481 unit Disney Vacation Club facility that is being
constructed in phases. As of October 1, 2011, 207 vacation club units had been completed.

Disneyland Paris

The Company has a 51% effective ownership interest in Disneyland Paris, a 5,510-acre development located in
Marne-la-Vallée, approximately 20 miles east of Paris, France, which has been developed pursuant to a master agreement with
French governmental authorities. The Company manages and has a 40% equity interest in Euro Disney S.C.A., a publicly-traded
French entity that is the holding company for Euro Disney Associés S.C.A., the primary operating company of Disneyland Paris.
Euro Disney S.C.A. and its subsidiaries operate Disneyland Paris, which includes two theme parks (Disneyland Park and Walt
Disney Studios Park); seven themed hotels; convention centers; a shopping, dining and entertainment complex; and a 27-hole golf
facility. Of the 5,510 acres comprising the site, approximately half have been developed to date, including the Val d’Europe
development discussed below. An indirect, wholly-owned subsidiary of the Company is responsible for managing Disneyland
Paris. Euro Disney S.C.A. is required to pay royalties and management fees to the Company based on the operating performance of
the resort.
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Disneyland Park — Disneyland Park, which opened in 1992, consists of five principal themed areas: Adventureland,
Discoveryland, Fantasyland, Frontierland, and Main Street. These areas include themed rides, attractions, shows, restaurants,
merchandise shops and refreshment stands. Disneyland Park also features a daily parade.

Walt Disney Studios Park — Walt Disney Studios Park opened in March 2002 adjacent to Disneyland Park. The park takes
guests into the worlds of cinema, animation and television and includes four principal themed areas: Front Lot, Toon Studios,
Production Courtyard and Backlot. These areas each include themed rides, attractions, shows, restaurants, merchandise shops and
refreshment stands.

Hotels and Other Facilities — Disneyland Paris operates seven resort hotels, with a total of approximately 5,800 rooms and
250,000 square feet of conference meeting space. In addition, several on-site hotels that are owned and operated by third parties
provide approximately 2,400 rooms.

Disneyland Paris also includes Disney Village, a retail, dining and entertainment complex of approximately 500,000 square
feet, located between the theme parks and the hotels. A number of the Disney Village facilities are operated by third parties that
pay rent to a subsidiary of Euro Disney S.C.A.

Val d’Europe is a planned community that is being developed near Disneyland Paris. The completed phases of the development
include: a town center, which consists of a shopping center; a 150-room hotel; office, commercial, and residential space; and a
regional train station. Third parties operate these developments on land leased or purchased from Euro Disney S.C.A. and its
subsidiaries.

In fiscal 2005, Euro Disney S.C.A. completed a financial restructuring, which provided for an increase in capital and
refinancing of its borrowings. Pursuant to the financial restructuring, the Company agreed to conditionally and unconditionally
defer certain management fees and royalties and convert them into long-term subordinated debt and provide a ten-year line of
credit, with a current limit of €100 million for liquidity needs.

In fiscal 2010, Euro Disney S.C.A signed an amendment to the master agreement entered into between the Company and
French governmental authorities in 1987 for the creation and operation of the resort. This amendment extends the duration of the
agreement from 2017 to 2030. In addition, the amendment provides for updated land entitlements that allow Euro Disney S.C.A to
develop, in partnership with Groupe Pierre & Vacances Center Parcs, Les Villages Nature de Val d’Europe, an innovative
eco-tourism project.

Hong Kong Disneyland Resort

The Company owns a 47% interest in Hong Kong Disneyland Resort through Hongkong International Theme Parks Limited, an
entity in which the Government of the Hong Kong Special Administrative Region (HKSAR) owns a 53% majority interest. A
separate Hong Kong subsidiary of the Company is responsible for managing Hong Kong Disneyland Resort.

Located on 311 acres on Lantau Island, the resort is in close proximity to the Hong Kong International Airport. Hong Kong
Disneyland Resort includes one theme park and two themed hotels.

Hong Kong Disneyland — Hong Kong Disneyland opened in 2005 and consists of the following themed areas:
Adventureland, Fantasyland, Main Street USA, Tomorrowland and Toy Story Land. These areas feature themed rides and
attractions, shows, restaurants, merchandise shops and refreshment stands. Additionally, there are daily parades and a nighttime
fireworks extravaganza.

Hotels — Hong Kong Disneyland Resort includes two themed hotels with a total of 1,000 rooms.

In July 2009, the Company and the HKSAR agreed to a capital realignment and expansion plan for Hong Kong Disneyland
Resort. The expansion, which is scheduled to be completed in phases by 2013, will bring three new themed areas to Hong Kong
Disneyland: Toy Story Land, which opened in November 2011; Grizzly Gulch and Mystic Point. Pursuant to the plan, the
Company converted a loan to Hong Kong Disneyland Resort into equity and to date, has made additional capital contributions of
$259 million and the HKSAR has contributed like amounts of capital by converting a portion of its loan to Hong Kong Disneyland
Resort into equity. This has increased the Company’s effective ownership interest from 43% to 47% as of October 1, 2011. The
Company expects to make additional capital contributions to fund the expansion of Hong Kong Disneyland Resort. See Note 7 to
the Consolidated Financial Statements.
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Based on the operating performance of Hong Kong Disneyland Resort, the Company is entitled to receive royalties and
management fees.

Shanghai Disney Resort

On April 8, 2011, the Company and Shanghai Shendi (Group) Co., Ltd (Shendi) announced that the Chinese central
government in Beijing had approved an agreement to build and operate a Disney resort (Shanghai Disney Resort) in the Pudong
district of Shanghai. On opening day, the Shanghai Disney Resort will be located on roughly 1,000 acres, with additional room to
expand in the future, and will include the Shanghai Disneyland theme park; two themed hotels with a total of 1,220 rooms; a retail,
dining and entertainment complex; and an outdoor recreational area. Shanghai Disney Resort is currently targeted to open in
approximately five years.

Construction and operation of the project will be the responsibility of a joint venture in which Shendi owns a 57% interest and
the Company owns 43%. Construction has commenced and we expect the total investment to be approximately 24.5 billion yuan to
build the theme park and an additional 4.5 billion yuan to build other aspects of the resort, including the hotels and the retail,
dining and entertainment area. The investment amounts will be funded in accordance with each partner’s equity ownership
percentage. In addition, a joint venture management company has been formed which is responsible for creating, developing and
operating the resort, with Disney having a 70% stake and Shendi owning 30%. The management company will be entitled to
receive management fees based on project operations. In addition to the management fees and equity interest, the Company will
earn royalties on revenues generated by the resort.

Tokyo Disney Resort

Tokyo Disney Resort is located on approximately 494 acres of land, six miles east of downtown Tokyo, Japan. The resort
includes two theme parks (Tokyo Disneyland and Tokyo DisneySea); three Disney-branded hotels; six independently operated
hotels; and a retail, dining and entertainment complex.

Tokyo Disneyland — Tokyo Disneyland, which opened in 1983, was the first Disney theme park to open outside the United
States. Tokyo Disneyland consists of seven principal areas: Adventureland, Critter Country, Fantasyland, Tomorrowland,
Toontown, Westernland and World Bazaar.

Tokyo DisneySea — Tokyo DisneySea, adjacent to Tokyo Disneyland, opened in 2001. The park is divided into seven “ports
of call,” including Mediterranean Harbor, American Waterfront, Port Discovery, Lost River Delta, Mermaid Lagoon, Mysterious
Island and Arabian Coast.

Hotels and Other Resort Facilities - The resort includes three Disney-branded hotels with a total of more than 1,700 rooms.
The resort also includes the Disney Resort Line monorail, which links theme parks and resort hotels with Ikspiari, a retail, dining
and entertainment complex, and Bon Voyage, a Disney-themed merchandise location.

The Company earns royalties on revenues generated by the Tokyo Disney Resort, which is owned and operated by Oriental
Land Co., Ltd. (OLC), a Japanese corporation in which the Company has no equity interest. OLC markets the Tokyo Disney Resort
through a variety of local, domestic and international advertising and promotional activities.

Disney Vacation Club

The Disney Vacation Club offers ownership interests in 11 resort facilities located at the Walt Disney World Resort;
Disneyland Resort; Vero Beach, Florida; Hilton Head Island, South Carolina; and Oahu, Hawaii. Available units at each facility are
offered for sale under a vacation ownership plan and are operated as hotel rooms when not occupied by vacation club members.
The Company’s vacation club units consist of a mix of units ranging from one bedroom studios to three bedroom villas. Unit
counts in this document are presented in terms of two bedroom equivalents. Disney Vacation Club has 3,267 vacation club units as
of October 1, 2011 and is scheduled to open an additional 274 units at Aulani, a 21-acre oceanfront resort on the island of Oahu,
Hawaii. The resort, which opened its first phase in August 2011, also has a total of 359 traditional hotel rooms.

Disney Cruise Line

Disney Cruise Line, which is generally operated out of Port Canaveral, Florida and Port of Los Angeles, California, is a
vacation cruise line that includes three ships: the Disney Magic, the Disney Wonder and the Disney Dream which launched in
January 2011. The Company is constructing a fourth ship, the Disney Fantasy, which will launch in March 2012. The ships cater to
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children, families and adults, with distinctly-themed areas and activities for each group. The Disney Magic and the Disney Wonder
are 85,000-ton ships which feature 877 staterooms, while the Disney Dream and the Disney Fantasy are 130,000 ton ships with
1,250 staterooms. Cruise vacations originating from Port Canaveral include a visit to Disney’s Castaway Cay, a 1,000-acre private
Bahamian island.

Adventures by Disney

Adventures by Disney offers all-inclusive guided vacation tour packages predominantly at non-Disney sites around the world.
The Company provided 22 excursion packages during 2011.

Walt Disney Imagineering

Walt Disney Imagineering provides master planning, real estate development, attraction, entertainment and show design,
engineering support, production support, project management and other development services, including research and development
for the Company’s operations.

Competition and Seasonality

The Company’s theme parks and resorts as well as Disney Cruise Line and Disney Vacation Club compete with other forms of
entertainment, lodging, tourism and recreational activities. The profitability of the leisure-time industry may be influenced by various
factors that are not directly controllable, such as economic conditions including business cycle and exchange rate fluctuations, travel
industry trends, amount of available leisure time, oil and transportation prices, and weather patterns and natural disasters.

All of the theme parks and the associated resort facilities are operated on a year-round basis. Typically, the theme parks and
resorts business experiences fluctuations in theme park attendance and resort occupancy resulting from the seasonal nature of
vacation travel and local entertainment excursions. Peak attendance and resort occupancy generally occur during the summer
months when school vacations occur and during early-winter and spring-holiday periods.

STUDIO ENTERTAINMENT

The Studio Entertainment segment produces and acquires live-action and animated motion pictures, direct-to-video content,
musical recordings and live stage plays.

The Company distributes produced and acquired films (including its film and television library) in the theatrical, home
entertainment and television markets with a focus on Disney-branded films under the Walt Disney Pictures and Pixar banners and
Marvel-branded films. The Company also distributes films under the Touchstone Pictures banner. Each of the market windows is
discussed in more detail below.

In August 2009, the Company entered into an agreement with DreamWorks Studios (“DreamWorks”) to distribute live-action
motion pictures produced by DreamWorks over the next seven years under the Touchstone Pictures banner. Under the agreement,
the Company distributed I Am Number Four, The Help and Fright Night in fiscal 2011. As part of the agreement, the Company
provides certain financing, which as of October 1, 2011, totaled $153 million. There is an additional $90 million available that is
largely dependent on DreamWorks obtaining additional equity financing.

Prior to the Company’s acquisition, Marvel had agreements in place for third party studios to distribute its films including Iron
Man, Iron Man 2, Thor, Captain America and The Incredible Hulk, which have all been released. Under these arrangements, the
Company incurs the cost to produce the films and pays the third party studio a distribution fee. Beginning with The Avengers,
which is scheduled for release in May 2012, the Company will distribute all Marvel produced films. In fiscal 2011, the Company
purchased the distribution rights for The Avengers and Iron Man 3 from a third party studio and will pay certain fees to that studio
associated with the performance of those films, subject to a minimum guarantee.

The Company has also licensed the rights to produce and distribute feature films for certain other Marvel properties including
Spider-Man, The Fantastic Four, and X-Men to third-party studios. Under these licensing arrangements, the third-party studio
incurs the cost to produce and distribute the films and pays the Company a licensing fee. During the fourth quarter of fiscal 2011,
the Company completed a two-way transaction to simplify our relationship with Sony Pictures. In this transaction, the Company
purchased Sony Pictures participation in Spider-Man merchandising, while at the same time, Sony Pictures purchased from the
Company our participation in Spider-Man films. This transaction will allow the Company to control and fully benefit from all
Spider-Man merchandising activity, while Sony Pictures will continue to produce and distribute Spider-Man films.
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On December 3, 2010, the Company sold Miramax Film NY, LLC (Miramax), which was one of its banners, for $663 million.
Net proceeds which reflect closing adjustments, the settlement of related claims and obligations and Miramax’s cash balances at
closing totaled $532 million. The sale included both Miramax and Dimension film assets.

Theatrical Market

We generally produce and distribute live-action family films and full length animated films. During fiscal 2012, we expect to
distribute domestically seven of our own produced feature films and four DreamWorks films. As of October 1, 2011, the Company
had released domestically approximately 970 full-length live-action features, 90 full-length animated features, 550 cartoon shorts
and 50 live action shorts.

We distribute and market our filmed products principally through our own distribution and marketing companies in the U.S.
theatrical market. In the international theatrical markets, we distribute our filmed products both directly and through independent
distribution companies or joint ventures. Films released theatrically in the U.S. may be released simultaneously in international
territories or generally up to four months later.

The Company incurs significant marketing and advertising costs before and throughout the theatrical release of a film in an
effort to generate public awareness of the film, to increase the public’s intent to view the film and to help generate consumer
interest in the subsequent home entertainment and other ancillary markets. These costs are expensed as incurred; therefore, we
typically incur losses on a film in the theatrical markets, including in periods prior to the theatrical release of the film.

Home Entertainment Market

In the domestic market, we distribute home entertainment releases directly under each of our motion picture banners. In the
international market, we distribute home entertainment releases under each of our motion picture banners both directly and through
independent foreign distribution companies. In addition, we acquire and produce original content for direct-to-video release.

Domestic and international home entertainment distribution typically starts three to six months after the theatrical release in
each market. The home entertainment releases may be distributed in both physical (DVD and Blu-Ray) and electronic versions.
Most titles are sold simultaneously to retailers, such as Wal-Mart and Best Buy, and also Redbox and Netflix.

As of October 1, 2011, we had approximately 1,700 active produced and acquired titles, including 1,300 live-action titles and
400 animated titles, in the domestic home entertainment marketplace and approximately 2,900 active produced and acquired titles,
including 2,400 live-action titles and 500 animated titles, in the international marketplace.

Television Market

Pay-Per-View (PPV)/Video-on-Demand (VOD): Concurrently with, or up to two months after, home entertainment distribution
begins, we license titles for use on a PPV/VOD basis, as well as for internet, console games, and mobile platforms. PPV/VOD
services deliver one-time rentals electronically to consumers at a price comparable to that of physical media rentals.

Pay Television (Pay 1): There are generally two pay television windows. The first window is generally sixteen months in
duration and follows the PPV/VOD window. The Company has licensed exclusive domestic pay television rights to substantially
all films released under the Walt Disney Pictures, Pixar, and Touchstone Pictures banners to the Starz pay television service
through fiscal 2016. DreamWorks titles distributed by the Company are licensed to Showtime under a separate agreement.

Free Television (Free 1): The Pay 1 window is followed by a television window with telecasts accessible to consumers without
charge. This free window may last up to 84 months. Motion pictures are usually sold in the Free 1 window on an ad-hoc basis to
major networks, including the ABC Television Network, and basic cable services.

Pay Television 2 (Pay 2) and Free Television 2 (Free 2): In the U.S., Free 1 is generally followed by a fourteen-month Pay 2
window under our license arrangements with Starz and Showtime, and finally by a Free 2 window. Major packages of the
Company’s feature films have been licensed for broadcast under multi-year agreements within the Free 2 window. The Free 2
window is a syndication window where films are licensed both to basic cable networks and to third-party television station groups.

International Television: The Company also licenses its theatrical properties outside of the U.S. The typical windowing
sequence is broadly consistent with the domestic cycle such that titles premiere on television in PPV/VOD then air in pay TV
before airing in free TV. Windowing strategies are developed in response to local market practices and conditions, and the exact
sequence and length of each window can vary country by country.
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Disney Music Group

The Disney Music Group includes Walt Disney Records, Hollywood Records (including the Mammoth Records and Buena
Vista Records labels), Lyric Street Records, Buena Vista Concerts and Disney Music Publishing.

Walt Disney Records produces and distributes compact discs and music DVDs in the United States and licenses our music
properties throughout the rest of the world. Music categories include infant, children’s read-along, teens, all-family and
soundtracks from film and television series distributed by Walt Disney Pictures and Disney Channel. Hollywood Records develops,
produces and markets recordings from talent across a spectrum of popular music.

The Music Group commissions new music for the Company’s motion picture and television programs, records the songs and
licenses the song copyrights to others for printed music, records, audio-visual devices, public performances and digital distribution.
Buena Vista Concerts produces live-entertainment events with artists signed to the Disney Music Group record labels.

Disney Music Publishing controls the copyrights of thousands of musical compositions derived from the Company’s motion
picture, television, record and theme park properties, as well as musical compositions written by songwriters under exclusive
contract. It is responsible for the management, protection, and licensing of the Disney song catalog on a worldwide basis.

Disney Theatrical Productions

Disney Theatrical Productions develops, produces and licenses live entertainment events. The Company has produced and
licensed Broadway musicals around the world, including Beauty and the Beast, The Lion King, Elton John & Tim Rice’s Aida,
Mary Poppins (a co-production with Cameron Mackintosh Ltd), and TARZAN®. Other stage musical ventures have included an
Off-Broadway production of Peter and the Starcatcher and, most recently, stage adaptations of the films Aladdin and Newsies. In
addition, the Company licenses musicals for local school and community theatre productions.

Disney Theatrical Productions also delivers live shows globally through its license to Feld Entertainment, producer of Disney
On Ice and Disney Live!. Disney On Ice’s newest ice shows, Dare to Dream and Treasure Trove, launched in September and
October 2011, respectively, for North America tours and Phineas and Ferb: The Greatest Live Tour Ever, the latest from Disney
Live!, was launched in August 2011.

Competition and Seasonality

The Studio Entertainment businesses compete with all forms of entertainment. A significant number of companies produce and/
or distribute theatrical and television films, exploit products in the home entertainment market, provide pay television
programming services and sponsor live theater. We also compete to obtain creative and performing talents, story properties,
advertiser support and broadcast rights that are essential to the success of our Studio Entertainment businesses.

The success of Studio Entertainment operations is heavily dependent upon public taste and preferences. In addition, Studio
Entertainment operating results fluctuate due to the timing and performance of releases in the theatrical, home entertainment and
television markets. Release dates are determined by several factors, including competition and the timing of vacation and holiday periods.

CONSUMER PRODUCTS

The Consumer Products segment engages with licensees, manufacturers, publishers and retailers throughout the world to
design, develop, publish, promote and sell a wide variety of products based on existing and new characters and other Company
intellectual property through its Merchandise Licensing, Publishing and Retail businesses. In addition to leveraging the Company’s
film and television properties, Consumer Products also develops new intellectual property with the potential of also being used in
the Company’s other businesses and operates an English language learning business (Disney English).

Merchandise Licensing

The Company’s worldwide merchandise licensing operations include a diverse range of product categories, the most significant
of which are: toys, apparel, home décor and furnishings, stationery, accessories, health and beauty, food, footwear, and consumer
electronics. The Company licenses characters from its film, television and other properties and earns royalties, which are usually
based on a fixed percentage of the wholesale or retail selling price of the products. Some of the major properties licensed by the
Company include Mickey Mouse, Cars, Disney Princess, Winnie the Pooh, Toy Story, Disney Fairies, and the Marvel properties
including Spider-Man, Captain America, and Iron Man. The Company also designs individual products and creates exclusive
themed and seasonal promotional campaigns for retailers based on characters, movies and TV shows.
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Publishing

Disney Publishing Worldwide (DPW) publishes children’s books and magazines in multiple countries and languages. DPW
businesses include: Juvenile Publishing, Digital Publishing, and Disney English. The Juvenile Publishing group creates, distributes
and licenses children’s books and magazines globally in support of the Company’s Disney-, Pixar- and Marvel-branded
franchises. Digital Publishing offers content on digital devices through its growing library of e-books and apps, including apps
such as Disney Princess Dress-Up: My Sticker Book and Cars 2: World Grand Prix Read and Race. Disney English operates 28
English language learning centers across China.

Marvel Publishing creates and publishes comic books, and graphic novel collections of comic books, principally in North
America. Marvel Publishing also licenses the right to publish translated versions of our comic books, principally in Europe and
Latin America. Titles include X-Men, Spider-man, Captain America, Iron Man, Thor, The Avengers and the Incredible
Hulk. Marvel Publishing also generates revenues from the digital distribution of its comic books.

Retail

The Company markets Disney-themed products directly through retail stores operated under the Disney Store name and
through internet sites in North America (DisneyStore.com and DisneyOutlet.com), Western Europe, and Japan. The stores, which
are generally located in leading shopping malls and other retail complexes, carry a wide variety of Disney merchandise and
promote other businesses of the Company. The Company currently owns and operates 208 stores in North America, 103 stores in
Europe, and 46 stores in Japan.

Competition and Seasonality

The Company’s merchandise licensing, publishing and retail businesses compete with other licensors, publishers and retailers
of character, brand and celebrity names. Based on independent surveys, we believe the Company is the largest worldwide licensor
of character-based merchandise based on retail sales. Operating results for the licensing and retail businesses are influenced by
seasonal consumer purchasing behavior and by the timing and performance of animated theatrical releases and cable programming
broadcasts.

INTERACTIVE MEDIA

The Interactive Media Group creates and delivers branded entertainment and lifestyle content across interactive media
platforms. The primary operating businesses of the Interactive Media Group are Games which produces multi-platform games for
global distribution, and Online, which produces internet websites in the United States and internationally. The Interactive Media
Group derives revenues from a combination of wholesale sales, licensing, advertising, sponsorships, subscription services and
online game accessories (micro transactions). The Interactive Media Group also manages the Company’s Disney-branded mobile
phone business in Japan which provides mobile phone service and content to consumers.

Games

The Games business creates, develops, markets and distributes console and handheld, games worldwide based on properties
created elsewhere in the Company, including 2011 titles such as LEGO Pirates of the Caribbean, and Cars 2, as well as new game
properties such as Epic Mickey. The Games business also produces online games, such as Disney’s Club Penguin and Disney
Fairies Pixie Hollow, interactive games for social networking websites such as Gardens of Time, and games for smartphone
platforms. Certain properties are also licensed to third-party video game publishers.

On August 27, 2010, the Company completed the acquisition of Playdom, Inc., a company that develops and publishes online
games for social networking websites.

Online

Online develops, publishes and distributes content for branded online services intended for family entertainment. Disney Online
produces kids and family-targeted entertainment through a portfolio of websites including Disney.com and the Disney Family
Network. Disney.com integrates many of the Company’s Disney-branded internet sites including sites for the Disney Channel,
Disney Parks and Resorts, Walt Disney Pictures and Disney Consumer Products.
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Competition and Seasonality

The Company’s online sites and products compete with a wide variety of other online sites and products. The Company’s video
game business competes primarily with other publishers of video game software and other types of home entertainment. Operating
results for the video game business fluctuate due to the timing and performance of video game releases, which are determined by
several factors including theatrical releases and cable programming broadcasts, competition and the timing of holiday periods.
Revenues from certain of the Company’s online and mobile operations are subject to similar seasonal trends.

INTELLECTUAL PROPERTY PROTECTION

The Company’s businesses throughout the world are affected by its ability to exploit and protect against infringement of its
intellectual property, including trademarks, trade names, copyrights, patents and trade secrets. Important intellectual property
includes rights in the content of motion pictures, television programs, electronic games, sound recordings, character likenesses,
theme park attractions, books and magazines. Risks related to the protection and exploitation of intellectual property rights are set
forth in Item 1A — Risk Factors.

AVAILABLE INFORMATION

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those
reports are available without charge on our website, www.disney.com/investors, as soon as reasonably practicable after they are
filed electronically with the SEC. We are providing the address to our internet site solely for the information of investors. We do
not intend the address to be an active link or to otherwise incorporate the contents of the website into this report.

ITEM 1A.Risk Factors

For an enterprise as large and complex as the Company, a wide range of factors could materially affect future developments and
performance. In addition to the factors affecting specific business operations identified in connection with the description of these
operations and the financial results of these operations elsewhere in this report, the most significant factors affecting our operations
include the following:

Changes in U.S., global, or regional economic conditions could have an adverse effect on the profitability of some or all of
our businesses.

A decline in economic activity in the United States and other regions of the world in which we do business can adversely affect
demand for any of our businesses, thus reducing our revenue and earnings. The most recent decline in economic conditions
reduced spending at our parks and resorts, purchase of and prices for advertising on our broadcast and cable networks and owned
stations, performance of our home entertainment releases, and purchases of Company-branded consumer products, and similar
impacts can be expected should such conditions recur. A decline in economic conditions could also reduce attendance at our parks
and resorts or prices that MVSPs pay for our cable programming. Recent instability in European economies presents risks of
similar impacts in our European operations. Economic conditions can also impair the ability of those with whom we do business to
satisfy their obligations to us. In addition, an increase in price levels generally, or in price levels in a particular sector such as the
energy sector, could result in a shift in consumer demand away from the entertainment and consumer products we offer, which
could also adversely affect our revenues and, at the same time, increase our costs. Changes in exchange rates for foreign currencies
may reduce international demand for our products, increase our labor or supply costs in non-United States markets, or reduce the
United States dollar value of revenue we receive from other markets.

Changes in public and consumer tastes and preferences for entertainment and consumer products could reduce demand for
our entertainment offerings and products and adversely affect the profitability of any of our businesses.

Our businesses create entertainment, travel or consumer products whose success depends substantially on consumer tastes and
preferences that change in often unpredictable ways. The success of our businesses depends on our ability to consistently create
and distribute filmed entertainment, broadcast and cable programming, online material, electronic games, theme park attractions,
hotels and other resort facilities and travel experiences and consumer products that meet the changing preferences of the broad
consumer market. Many of our businesses increasingly depend on acceptance of our offerings and products by consumers outside
the United States, and their success therefore depends on our ability to successfully predict and adapt to changing consumer tastes
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and preferences outside as well as inside the United States. Moreover, we must often invest substantial amounts in film production,
broadcast and cable programming, electronic games, theme park attractions, cruise ships or hotels and other resort facilities before
we learn the extent to which these products will earn consumer acceptance. If our entertainment offerings and products do not
achieve sufficient consumer acceptance, our revenue from advertising sales (which are based in part on ratings for the programs in
which advertisements air) or subscription fees for broadcast and cable programming and online services, from theatrical film
receipts or home video or electronic game sales, from theme park admissions, hotel room charges and merchandise, food and
beverage sales, from sales of licensed consumer products or from sales of our other consumer products and services may decline or
fail to grow to the extent we anticipate when making investment decisions and thereby adversely affect the profitability of one or
more of our businesses.

Changes in technology and in consumer consumption patterns may affect demand for our entertainment products or the
cost of producing or distributing products.

The media entertainment and internet businesses in which we participate depend significantly on our ability to acquire, develop,
adopt and exploit new technologies to distinguish our products and services from those of our competitors. In addition, new
technologies affect the demand for our products, the time and manner in which consumers acquire and view some of our
entertainment products and the options available to advertisers for reaching their desired markets. For example, the success of our
offerings in the home entertainment market depends in part on consumer preferences with respect to home entertainment formats,
including DVD players and personal video recorders, as well as the availability of alternative home entertainment offerings and
technologies, including web-based delivery of entertainment offerings. In addition, technological developments offer consumers an
expanding array of entertainment options and delivery vehicles which may include options we have not yet fully developed, or
options we have developed but which entail a smaller return than we realize on traditional options. As a result, the income from our
entertainment offerings may decline or increase at slower rates than our historical experience or our expectations when we make
investments in products.

The success of our businesses is highly dependent on the existence and maintenance of intellectual property rights in the
entertainment products and services we create.

The value to us of our intellectual property rights is dependent on the scope and duration of our rights as defined by applicable
laws in the United States and abroad and the manner in which those laws are construed. If those laws are drafted or interpreted in
ways that limit the extent or duration of our rights, or if existing laws are changed, our ability to generate revenue from our
intellectual property may decrease, or the cost of obtaining and maintaining rights may increase.

The unauthorized use of our intellectual property rights may increase the cost of protecting these rights or reduce our revenues.
New technologies such as the convergence of computing, communication, and entertainment devices, the falling prices of devices
incorporating such technologies, and increased broadband internet speed and penetration have made the unauthorized digital
copying and distribution of our films, television productions and other creative works easier and faster and enforcement of
intellectual property rights more challenging. There is evidence that unauthorized use of intellectual property rights in the
entertainment industry generally is a significant and rapidly growing phenomenon. Inadequate laws or weak enforcement
mechanisms to protect intellectual property in one country can adversely affect the results of the Company’s operations worldwide,
despite the Company’s efforts to protect its intellectual property rights. These developments require us to devote substantial
resources to protecting our intellectual property against unlicensed use and present the risk of increased losses of revenue as a
result of unlicensed digital distribution of our content and sales of unauthorized DVDs, Blu-ray discs and other products.

With respect to intellectual property developed by the Company and rights acquired by the Company from others, the Company
is subject to the risk of challenges to our rights in intellectual property by third parties. Successful challenges to our rights in
intellectual property may result in increased costs for obtaining rights or the loss of the opportunity to earn revenue from the
intellectual property that is the subject of challenged rights. The Company is not aware of any challenges to its intellectual property
rights that it currently foresees having a material effect on its operations.

Protection of electronically stored data is costly and if our data is compromised in spite of this protection, we may incur
additional costs, lost opportunities and damage to our reputation.

We maintain information necessary to conduct our business, including confidential and proprietary information as well as
personal information regarding our customers and employees, in digital form. Data maintained in digital form is subject to the risk
of intrusion, tampering and theft. We develop and maintain systems to prevent this from occurring, but the development and
maintenance of these systems is costly and requires ongoing monitoring and updating as technologies change and efforts to
overcome security measures become more sophisticated. Moreover, despite our efforts, the possibility of intrusion tampering and
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theft cannot be eliminated entirely, and risks associated with each of these remain. In addition, we provide confidential, proprietary
and personal information to third parties when it is necessary to pursue business objectives. While we obtain assurances that these
third parties will protect this information and, where appropriate, monitor the protections employed by these third parties, there is a
risk the confidentiality of data held by third parties may be compromised. If our data systems are compromised, our ability to
conduct our business may be impaired, we may lose profitable opportunities or the value of those opportunities may be diminished
and, as described above, we may lose revenue as a result of unlicensed use of our intellectual property. If personal information of
our customers or employees is misappropriated, our reputation with our customers and employees may be injured resulting in loss
of business or morale, and we may incur costs to remediate possible injury to our customers and employees or to pay fines or take
other action with respect to judicial or regulatory actions arising out of the incident.

A variety of uncontrollable events may reduce demand for our products and services, impair our ability to provide our
products and services or increase the cost of providing our products and services.

Demand for our products and services, particularly our theme parks and resorts, is highly dependent on the general environment
for travel and tourism. The environment for travel and tourism, as well as demand for other entertainment products, can be
significantly adversely affected in the United States, globally or in specific regions as a result of a variety of factors beyond our
control, including: adverse weather conditions arising from short-term weather patterns or long-term change or natural disasters
(such as excessive heat or rain, hurricanes and earthquakes); health concerns; international, political or military developments; and
terrorist attacks. For example, the earthquake and tsunami in Japan in March 2011 resulted in a period of suspension of our
operations and those of certain of our licensees in Japan, including Tokyo Disney Resort and resulted in a loss of revenue from
those operations. These events and others, such as fluctuations in travel and energy costs and computer virus attacks, intrusions or
other widespread computing or telecommunications failures, may also damage our ability to provide our products and services or
to obtain insurance coverage with respect to these events. In addition, we derive royalties from the sales of our licensed goods and
services by third parties and the management of businesses operated under brands licensed from the Company, and we are
therefore dependent on the successes of those third parties for that portion of our revenue. A wide variety of factors could influence
the success of those third parties and if negative factors significantly impacted a sufficient number of our licensees, that could
adversely affect the profitability of one or more of our businesses. We obtain insurance against the risk of losses relating to some of
these events, generally including physical damage to our property and resulting business interruption, certain injuries occurring on
our property and liability for alleged breach of legal responsibilities. When insurance is obtained it is subject to deductibles,
exclusions and limits of liability. The types and levels of coverage we obtain vary from time to time depending on our view of the
likelihood of specific types and levels of loss in relation to the cost of obtaining coverage for such types and levels of loss.

Changes in our business strategy or restructuring of our businesses may increase our costs or otherwise affect the
profitability of our businesses.

As changes in our business environment occur we may need to adjust our business strategies to meet these changes or we may
otherwise find it necessary to restructure our operations or particular businesses or assets. In addition, external events including
acceptance of our theatrical offerings and changes in macro-economic conditions may impair the value of our assets. When these
changes or events occur, we may incur costs to change our business strategy and may need to write down the value of assets. We
also make investments in existing or new businesses, including investments in international expansion of our business and in new
business lines. In recent years, such investments have included investments in new cruise ships, expansion and repurposing of
certain of our theme park attractions, and development of a resort facility in Hawaii. In addition, a joint venture in which we
participate recently began construction of a theme park in Shanghai, China. Some of these investments may have short-term returns
that are negative or low and the ultimate business prospects of the businesses may be uncertain. In any of these events, our costs
may increase, we may have significant charges associated with the write-down of assets or returns on new investments may be
lower than prior to the change in strategy or restructuring.

Turmoil in the financial markets could increase our cost of borrowing and impede access to or increase the cost of financing
our operations and investments.

Past disruptions in the U.S. and global credit and equity markets made it difficult for many businesses to obtain financing on
acceptable terms. In addition, equity markets have recently experienced rapid and wide fluctuations in value. These conditions
tended to increase the cost of borrowing and if they recur, our cost of borrowing could increase and it may be more difficult to
obtain financing for our operations or investments. In addition, our borrowing costs can be affected by short and long-term debt
ratings assigned by independent rating agencies which are based, in significant part, on the Company’s performance as measured
by credit metrics such as interest coverage and leverage ratios. A decrease in these ratings would likely increase our cost of
borrowing and/or make it more difficult for us to obtain financing. Past disruptions in the global financial markets also impacted
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some of the financial institutions with which we do business. A similar decline in the financial stability of financial institutions
could affect our ability to secure credit-worthy counterparties for our interest rate and foreign currency hedging programs and
could affect our ability to settle existing contracts.

Increased competitive pressures may reduce our revenues or increase our costs.

We face substantial competition in each of our businesses from alternative providers of the products and services we offer and
from other forms of entertainment, lodging, tourism and recreational activities. We also must compete to obtain human resources,
programming and other resources we require in operating our business. For example:

• Our broadcast and cable networks, stations and online offerings compete for viewers with other broadcast, cable and
satellite services as well as with home video products and internet usage.

• Our broadcast and cable networks and stations compete for the sale of advertising time with other broadcast, cable and
satellite services, and the internet, as well as with newspapers, magazines and billboards.

• Our cable networks compete for carriage of their programming with other programming providers.

• Our broadcast and cable networks compete for the acquisition of creative talent and sports and other programming with
other broadcast and cable networks.

• Our theme parks and resorts compete for guests with all other forms of entertainment, lodging, tourism and recreation
activities.

• Our studio operations compete for customers with all other forms of entertainment.

• Our studio operations, broadcast and cable networks and publishing businesses compete to obtain creative and performing
talent, story properties, advertiser support, broadcast rights and market share.

• Our consumer products segment competes in the character merchandising and other licensing, publishing, and retail
activities with other licensors, publishers and retailers of character, brand and celebrity names.

• Our interactive game operations compete with other publishers of console, online and mobile games and other types of
home entertainment.

Competition in each of these areas may divert consumers from our creative or other products, or to other products or other
forms of entertainment, which could reduce our revenue or increase our marketing costs. Such competition may also reduce, or
limit growth in, prices for our products and services, including advertising rates and subscription fees at our media networks, parks
and resorts admissions and room rates, and prices for consumer products from which we derive license revenues. Competition for
the acquisition of resources can increase the cost of producing our products and services.

Sustained increases in costs of pension and postretirement medical and other employee health and welfare benefits may
reduce our profitability.

With approximately 156,000 employees, our profitability is substantially affected by costs of pension benefits and current and
postretirement medical benefits. We may experience significant increases in these costs as a result of macro-economic factors,
which are beyond our control, including increases in the cost of health care. In addition, changes in investment returns and discount
rates used to calculate pension expense and related assets and liabilities can be volatile and may have an unfavorable impact on our
costs in some years. These macro-economic factors as well as a decline in the fair value of pension and post retirement medical
plan assets may put upward pressure on the cost of providing pension and post retirement medical benefits and may increase future
funding contributions. Although we have actively sought to control increases in these costs, there can be no assurance that we will
succeed in limiting cost increases, and continued upward pressure could reduce the profitability of our businesses.

Our results may be adversely affected if long-term programming or carriage contracts are not renewed on sufficiently
favorable terms.

We enter into long-term contracts for both the acquisition and the distribution of media programming and products, including
contracts for the acquisition of programming rights for sporting events and other programs, and contracts for the distribution of our
programming to MVSPs. As these contracts expire, we must renew or renegotiate the contracts, and if we are unable to renew them
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on acceptable terms, we may lose programming rights or distribution rights. Even if these contracts are renewed, the cost of
obtaining programming rights may increase (or increase at faster rates than our historical experience) or the revenue from
distribution of programs may be reduced (or increase at slower rates than our historical experience). With respect to the acquisition
of programming rights, particularly sports programming rights, the impact of these long-term contracts on our results over the term
of the contracts depends on a number of factors, including the strength of advertising markets, effectiveness of marketing efforts
and the size of viewer audiences. There can be no assurance that revenues from programming based on these rights will exceed the
cost of the rights plus the other costs of producing and distributing the programming.

Changes in regulations applicable to our businesses may impair the profitability of our businesses.

Our broadcast networks and television stations are highly regulated, and each of our other businesses is subject to a variety of
United States and overseas regulations. These regulations include:

• United States FCC regulation of our television and radio networks, our national programming networks, and our owned
television stations. See Item 1 — Business — Media Networks, Federal Regulation.

• Environmental protection regulations.

• Federal, state and foreign privacy and data protection laws and regulations.

• Regulation of the safety of consumer products and theme park operations.

• Imposition by foreign countries of trade restrictions, currency exchange controls or motion picture or television content
requirements or quotas.

• Domestic and international tax laws or currency controls.

Changes in any of these regulatory areas may require us to spend additional amounts to comply with the regulations, or may
restrict our ability to offer products and services that are profitable.

Our operations outside the United States may be adversely affected by the operation of laws in those jurisdictions.

Our operations in non-U.S. jurisdictions are in many cases subject to the laws of the jurisdictions in which they operate rather
than United States law. Laws in some jurisdictions differ in significant respects from those in the United States, and these
differences can affect our ability to react to changes in our business and our rights or ability to enforce rights may be different than
would be expected under United States law. Moreover, enforcement of laws in some overseas jurisdictions can be inconsistent and
unpredictable, which can affect both our ability to enforce our rights and to undertake activities that we believe are beneficial to
our business. As a result, our ability to generate revenue and our expenses in non-United States jurisdictions may differ from what
would be expected if United States law governed these operations.

Labor disputes may disrupt our operations and adversely affect the profitability of any of our businesses.

A significant number of employees in various of our businesses are covered by collective bargaining agreements, including
employees of our theme parks and resorts as well as writers, directors, actors, production personnel and others employed in our
media networks and studio operations. In addition, the employees of licensees who manufacture and retailers who sell our
consumer products, and employees of providers of programming content (such as sports leagues) may be covered by labor
agreements with their employers. In general, a labor dispute involving our employees or the employees of our licensees or retailers
who sell our consumer products or providers of programming content may disrupt our operations and reduce our revenues, and
resolution of disputes may increase our costs.

Provisions in our corporate documents and Delaware state law could delay or prevent a change of control, even if that
change would be beneficial to shareholders.

Our Restated Certificate of Incorporation contains a provision regulating the ability of shareholders to bring matters for action
before annual and special meetings and authorizes our Board of Directors to issue and set the terms of preferred stock. The
regulations on shareholder action could make it more difficult for any person seeking to acquire control of the Company to obtain
shareholder approval of actions that would support this effort. The issuance of preferred stock could effectively dilute the interests
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of any person seeking control or otherwise make it more difficult to obtain control. In addition, provisions in our Restated
Certificate of Incorporation require supermajority shareholder approval of some acquisition transactions and we are subject to the
anti-takeover provisions of the Delaware General Corporation Law, either of which could have the effect of delaying or preventing
a change of control in some circumstances.

The seasonality of certain of our businesses could exacerbate negative impacts on our operations.

Each of our businesses is normally subject to seasonal variations, as follows:

• Revenues in our Media Networks segment are subject to seasonal advertising patterns and changes in viewership levels. In
general, advertising revenues are somewhat higher during the fall and somewhat lower during the summer months. Affiliate
revenues are typically collected ratably throughout the year. Certain affiliate revenues at ESPN are deferred until annual
programming commitments are met, and these commitments are typically satisfied during the second half of the Company’s
fiscal year, which generally results in higher revenue recognition during this period.

• Revenues in our Parks and Resorts segment fluctuate with changes in theme park attendance and resort occupancy resulting
from the seasonal nature of vacation travel and local entertainment excursions. Peak attendance and resort occupancy
generally occur during the summer months when school vacations occur and during early-winter and spring-holiday
periods.

• Revenues in our Studio Entertainment segment fluctuate due to the timing and performance of releases in the theatrical,
home entertainment, and television markets. Release dates are determined by several factors, including competition and the
timing of vacation and holiday periods.

• Revenues in our Consumer Products segment are influenced by seasonal consumer purchasing behavior and by the timing
and performance of theatrical releases and cable programming broadcasts.

• Revenues in our Interactive Media segment fluctuate due to the timing and performance of video game releases which are
determined by several factors, including theatrical releases and cable programming broadcasts, competition and the timing
of holiday periods. Revenues from certain of our internet and mobile operations are subject to similar seasonal trends.

Accordingly, if a short term negative impact on our business occurs during a time of high seasonal demand (such as hurricane
damage to our parks during the summer travel season), the effect could have a disproportionate effect on the results of that business
for the year.

ITEM 1B. Unresolved Staff Comments

The Company has received no written comments regarding its periodic or current reports from the staff of the Securities and
Exchange Commission that were issued 180 days or more preceding the end of its 2011 fiscal year and that remain unresolved.

ITEM 2. Properties

The Walt Disney World Resort, Disneyland Resort and other properties of the Company and its subsidiaries are described in
Item 1 under the caption Parks and Resorts. Film library properties are described in Item 1 under the caption Studio Entertainment.
Television stations owned by the Company are described under the caption Media Networks.
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The Company and its subsidiaries own and lease properties throughout the world. In addition to the properties noted above, the
table below provides a brief description of other significant properties and the related business segment.

Location
Property /

Approximate Size Use Business Segment (1)

Burbank, CA Land (52 acres) &
Buildings (2,000,000 ft2)

Owned Office/Production/Warehouse Corp/Studio/Media/CP

Burbank, CA &
surrounding cities (2)

Buildings (1,900,000 ft2 ) Leased Office/Warehouse (includes
8,000 ft2 sublet to third party tenants)

Corp/Studio/Media/CP/IMG

Glendale, CA & North
Hollywood, CA

Land (148 acres) &
Buildings (2,500,000 ft2)

Owned Office/Warehouse (includes
500,000 ft2 sublet to third party
tenants)

Corp/Studio/Media/CP/P&R/
IMG

Glendale, CA Buildings (160,000 ft2) Leased Office/Warehouse Corp

Los Angeles, CA Land (22 acres) &
Buildings (600,000 ft2 )

Owned Office/Production/Technical Media

Los Angeles, CA Buildings (315,000 ft2 ) Leased Office/Production/Technical Media/Studio/IMG

New York, NY Land (6.5 acres) &
Buildings (1,400,000 ft2 )

Owned Office/Production/Technical
(includes 16,000 ft2 sublet to third
party tenants)

Media

New York, NY Buildings (570,000 ft2 ) Leased Office/Production/Warehouse
(includes 14,000 ft2 sublet to third
party tenants)

Studio/Media /IMG

Bristol, CT Land (115 acres) &
Buildings (720,000 ft2 )

Owned Office/Production/Technical Media

Bristol, CT Buildings (465,000 ft2 ) Leased Office/Warehouse/Technical Media

Emeryville, CA Land (20 acres) &
Buildings (420,000 ft2 )

Owned Office/Production/Technical Studio

Emeryville, CA Buildings (60,000 ft2 ) Leased Office/Storage Studio

USA & Canada Land and Buildings
(Multiple sites and sizes)

Owned and Leased Office/
Production/Transmitter/Retail/
Warehouse

Corp/Studio/Media/CP/ P&R/
IMG

Hammersmith, England Land (1 acre) & Building
(85,000 ft2 )

Owned Office Corp/Studio/Media/CP/IMG

Hammersmith, England Building (225,000 ft2 ) Leased Office (includes 27,000 ft2

sublet to third party tenants)
Corp/Studio/Media/CP/IMG

Europe, Asia, Australia &
Latin America

Buildings (Multiple sites
and sizes)

Leased Office/Retail/Warehouse/
Production

Corp/Studio/Media/CP/IMG

(1) Corp – Corporate, CP – Consumer Products, P&R – Parks and Resorts and IMG – Interactive Media Group
(2) Surrounding cities include North Hollywood, CA and Sun Valley, CA
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ITEM 3. Legal Proceedings

Celador International Ltd. v. American Broadcasting Companies, Inc. On May 19, 2004, an affiliate of the creator and licensor of
the television program, “Who Wants to be a Millionaire,” filed an action against the Company and certain of its subsidiaries,
including American Broadcasting Companies, Inc. and Buena Vista Television, LLC, alleging it was damaged by defendants
improperly engaging in certain intra-company transactions and charging merchandise distribution expenses, resulting in an
underpayment to the plaintiff. On July 7, 2010, the jury returned a verdict for breach of contract against certain subsidiaries of the
Company, awarding plaintiff damages of $269.4 million. The Company has stipulated with the plaintiff to an award of prejudgment
interest of $50 million, which amount will be reduced pro rata should the Court of Appeals reduce the damages amount. On
December 21, 2010, the Company’s alternative motions for a new trial and for judgment as a matter of law were denied. Although we
cannot predict the ultimate outcome of this lawsuit, the Company believes the jury’s verdict is in error and is vigorously pursuing its
position on appeal, notice of which was filed by the Company on January 14, 2011. On or about January 28, 2011, plaintiff filed a
notice of cross-appeal. The Company has determined that it does not have a probable loss under the applicable accounting standard
relating to probability of loss for recording a reserve with respect to this litigation and therefore has not recorded a reserve.

The Company, together with, in some instances, certain of its directors and officers, is a defendant or codefendant in various
other legal actions involving copyright, breach of contract and various other claims incident to the conduct of its businesses.
Management does not expect the Company to suffer any material liability by reason of these actions.

Executive Officers of the Company

The executive officers of the Company are elected each year at the organizational meeting of the Board of Directors, which
follows the annual meeting of the shareholders, and at other Board of Directors meetings, as appropriate. Each of the executive
officers has been employed by the Company in the position or positions indicated in the list and pertinent notes below. Except as
noted, each of the executive officers has been employed by the Company for more than five years.

At October 1, 2011, the executive officers of the Company were as follows:

Name Age Title
Executive

Officer Since

Robert A. Iger 60 President and Chief Executive Officer (1) 2000
James A. Rasulo 55 Senior Executive Vice President and Chief

Financial Officer (2)

2010

Alan N. Braverman 63 Senior Executive Vice President, General
Counsel and Secretary

2003

Kevin A. Mayer 49 Executive Vice President, Corporate Strategy and
Business Development (3)

2005

Christine M. McCarthy 56 Executive Vice President, Corporate Finance,
Corporate Real Estate, Sourcing, Alliance and
Treasurer (4)

2005

Mary Jayne Parker 50 Executive Vice President and Chief Human
Resources Officer (5)

2009

(1) Mr. Iger was appointed President and Chief Executive Officer effective October 2, 2005. On October 6, 2011, the Company entered into an
amended and restated employment agreement with Mr. Iger pursuant to which Mr. Iger will become Chairman and Chief Executive Officer
effective upon retirement of John Pepper, the current Chairman of the Board, at the time of the Company’s 2012 annual shareholder meeting.

(2) Mr. Rasulo was appointed Senior Executive Vice President and Chief Financial Officer effective January 1, 2010. He was Chairman, Walt
Disney Parks and Resorts Worldwide from 2005 to 2009, and was President, Walt Disney Parks and Resorts from 2002 to 2005.

(3) Mr. Mayer was named Executive Vice President, Corporate Strategy, Business Development and Technology of the Company in June 2005
and was designated an executive officer in October 2005.

(4) Ms. McCarthy was named Executive Vice President, Corporate Finance and Real Estate in June 2005 and has been Treasurer since January 2000.

(5) Ms. Parker was named Executive Vice President – Human Resources and Chief Human Resources Officer of the Company, effective
September 1, 2009, and designated an executive officer of the Company October 2, 2009. Ms. Parker was previously Senior Vice President
of Human Resources for Walt Disney Parks and Resorts from October 2005 to July 2007 and Vice President Human Resources
Administration for Walt Disney Parks and Resorts from March 2003 to October 2005.
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PART II

ITEM 5. Market for the Company’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

The Company’s common stock is listed on the New York Stock Exchange under the ticker symbol “DIS”. The following table
shows, for the periods indicated, the high and low sales prices per share of common stock as reported in the Bloomberg Financial
markets services.

Sales Price
High Low

2011
4th Quarter $ 40.97 $ 29.05
3rd Quarter 44.13 37.19
2nd Quarter 44.34 37.62
1st Quarter 38.00 33.08

2010
4th Quarter $ 35.41 $ 31.38
3rd Quarter 37.98 30.72
2nd Quarter 35.60 28.71
1st Quarter 32.75 27.00

The Company declared a $0.40 per share dividend ($756 million) on December 1, 2010 related to fiscal 2010, which was paid
in the second quarter of fiscal 2011. The Board of Directors has not declared a dividend related to fiscal 2011 as of the date of this
report.

As of October 1, 2011, the approximate number of common shareholders of record was 994,425.

The following table provides information about Company purchases of equity securities that are registered by the Company
pursuant to Section 12 of the Exchange Act during the quarter ended October 1, 2011:

Period

Total Number
of Shares

Purchased (1)
Average Price
Paid per Share

Total Number of
Shares Purchased
as Part of Publicly
Announced Plans

or Programs

Maximum Number
of Shares that May
Yet Be Purchased
Under the Plans or

Programs (2)

July 3, 2011 – August 2, 2011 10,014,965 $ 39.62 9,932,000 353 million
August 3, 2011 – September 2, 2011 31,658,813 33.14 31,538,400 321 million
September 3, 2011 – October 1, 2011 16,619,507 31.78 16,518,400 305 million

Total 58,293,285 33.87 57,988,800 305 million

(1) 304,485 shares were purchased on the open market to provide shares to participants in the Walt Disney Investment Plan (WDIP) and
Employee Stock Purchase Plan (ESPP). These purchases were not made pursuant to a publicly announced repurchase plan or
program.

(2) Under a share repurchase program implemented effective June 10, 1998, the Company is authorized to repurchase shares of its
common stock. On March 22, 2011, the Company’s Board of Directors increased the repurchase authorization to a total of
400 million shares as of that date. The repurchase program does not have an expiration date.
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ITEM 6. Selected Financial Data

(in millions, except per share data)

2011 (1) 2010 (2) 2009 (3) 2008 (4) 2007 (5)(6)

Statements of income
Revenues $ 40,893 $ 38,063 $ 36,149 $ 37,843 $ 35,510
Income from continuing operations 5,258 4,313 3,609 4,729 4,851
Income from continuing operations attributable to Disney 4,807 3,963 3,307 4,427 4,674
Per common share

Earnings from continuing operations attributable to Disney
Diluted $ 2.52 $ 2.03 $ 1.76 $ 2.28 $ 2.24
Basic 2.56 2.07 1.78 2.34 2.33

Dividends 0.40 0.35 0.35 0.35 0.31
Balance sheets

Total assets $ 72,124 $ 69,206 $ 63,117 $ 62,497 $ 60,928
Long-term obligations 17,717 16,234 16,939 14,889 14,916
Disney shareholders’ equity 37,385 37,519 33,734 32,323 30,753

Statements of cash flows
Cash provided (used) by:

Continuing operating activities $ 6,994 $ 6,578 $ 5,319 $ 5,685 $ 5,519
Continuing investing activities (3,286) (4,523) (1,755) (2,162) (618)
Continuing financing activities (3,233) (2,663) (3,111) (4,208) (3,878)

(1) The fiscal 2011 results include restructuring and impairment charges that rounded to $0.00 per diluted share and gains on the sales of
Miramax and BASS ($0.02 per diluted share) which collectively resulted in a net adverse impact of $0.02 per diluted share. See the
discussion of the per share impacts in Item 7.

(2) During fiscal 2010, the Company completed a cash and stock acquisition for the outstanding capital stock of Marvel for $4.2 billion (see
Note 4 to the Consolidated Financial Statements for further discussion). In addition, results include restructuring and impairment charges
($0.09 per diluted share), gains on the sales of investments in two television services in Europe ($0.02 per diluted share), a gain on the sale of
the Power Rangers property ($0.01 per diluted share), and an accounting gain related to the acquisition of The Disney Store Japan ($0.01 per
diluted share). Including the impact of rounding, these items collectively resulted in a net adverse impact of $0.04 per diluted share.

(3) The fiscal 2009 results include restructuring and impairment charges ($0.17 per diluted share), a non-cash gain in connection with the
AETN/Lifetime merger ($0.08 per diluted share) and a gain on the sale of our investment in two pay television services in Latin America
($0.04 per diluted share). Including the impact of rounding, these items collectively resulted in a net adverse impact of $0.06 per diluted
share.

(4) The fiscal 2008 results include an accounting gain related to the acquisition of the Disney Stores North America and a gain on the sale of
movies.com (together $0.01 per diluted share), the favorable resolution of certain income tax matters ($0.03 per diluted share), a bad debt
charge for a receivable from Lehman Brothers ($0.03 per diluted share) and an impairment charge ($0.01 per diluted share). These items
collectively had no net impact on earnings per share.

(5) During fiscal 2007, the Company concluded the spin-off of the ABC Radio business and thus reports ABC Radio as discontinued operations
for all periods presented.

(6) The fiscal 2007 results include gains from the sales of E! Entertainment and Us Weekly (together $0.31 per diluted share), the favorable
resolution of certain income tax matters ($0.03 per diluted share), an equity-based compensation plan modification charge ($0.01 per diluted
share) and an impairment charge ($0.01 per diluted share). These items collectively resulted in a net benefit of $0.32 per diluted share.
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

CONSOLIDATED RESULTS
(in millions, except per share data)

% Change
Better/(Worse)

2011 2010 2009

2011
vs.

2010

2010
vs.

2009

Revenues $ 40,893 $ 38,063 $ 36,149 7 % 5 %
Costs and expenses (33,112) (31,337) (30,452) (6)% (3)%
Restructuring and impairment charges (55) (270) (492) 80 % 45 %
Other income 75 140 342 (46)% (59)%
Net interest expense (343) (409) (466) 16 % 12 %
Equity in the income of investees 585 440 577 33 % (24)%

Income before income taxes 8,043 6,627 5,658 21 % 17 %
Income taxes (2,785) (2,314) (2,049) (20)% (13)%

Net income 5,258 4,313 3,609 22 % 20 %
Less: Net income attributable to noncontrolling interest (451) (350) (302) (29)% (16)%

Net income attributable to The Walt Disney Company (Disney) $ 4,807 $ 3,963 $ 3,307 21 % 20 %

Earnings per share attributable to Disney:
Diluted $ 2.52 $ 2.03 $ 1.76 24 % 15 %

Basic $ 2.56 $ 2.07 $ 1.78 24 % 16 %

Weighted average number of common and common equivalent
shares outstanding:

Diluted 1,909 1,948 1,875

Basic 1,878 1,915 1,856

Organization of Information

Management’s Discussion and Analysis provides a narrative on the Company’s financial performance and condition that should
be read in conjunction with the accompanying financial statements. It includes the following sections:

• Consolidated Results
• Business Segment Results — 2011 vs. 2010
• Non-Segment Items — 2011 vs. 2010
• Pension and Postretirement Medical Benefit Costs
• Business Segment Results — 2010 vs. 2009
• Non-Segment Items — 2010 vs. 2009
• Liquidity and Capital Resources
• Contractual Obligations, Commitments, and Off Balance Sheet Arrangements
• Accounting Policies and Estimates
• Accounting Changes
• Forward-Looking Statements
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CONSOLIDATED RESULTS

2011 vs. 2010

Revenues for fiscal 2011 increased 7%, or $2.8 billion, to $40.9 billion; net income attributable to Disney increased 21%, or
$844 million, to $4.8 billion; and diluted earnings per share attributable to Disney (EPS) increased 24% to $2.52.

Net income attributable to Disney for fiscal 2011 included $55 million of restructuring and impairment charges and gains from
the sales of businesses of $75 million. The table below shows the pretax and after tax impact of these items.

Benefit / (Expense)

Pretax
Tax

Effect
After
Tax

Restructuring and impairment charges $ (55) $ 47 $ (8)
Gains on sales of businesses 75 (107) (32)

$ 20 $ (60) $ (40)

Restructuring and impairment charges include an impairment of assets that had tax basis significantly in excess of book value
resulting in a $47 million tax benefit on the restructuring and impairment charges. The gains on sales of businesses included the
sale of Miramax which had a book value that included $217 million of allocated goodwill which is not tax deductible. Accordingly,
the taxable gain on the sales of businesses exceeded the $75 million book gain resulting in tax expense of $107 million. These
items collectively had a $0.02 negative impact on EPS compared to the items in fiscal 2010 that are discussed below which had a
net adverse impact of $0.04 on EPS.

The increase in EPS for fiscal 2011 reflected higher operating results driven by higher revenues from MVSPs (Affiliate Fees) at
our Cable Networks, increased guest spending and volumes at our domestic parks and resorts, higher advertising revenue at ESPN,
lower film cost write-downs, decreased programming and production costs at the ABC Television Network, higher licensing
revenue due to the strength of Cars merchandise and a full-period of results for Marvel, and higher equity income at AETN/
Lifetime. These increases were partially offset by higher costs at ESPN and at our domestic parks and resorts, lower performance
at our theatrical business, and the inclusion of a full-period of results for Playdom in the current year, which included the impact of
acquisition accounting.

2010 vs. 2009

Revenues for fiscal 2010 increased 5%, or $1.9 billion, to $38.1 billion; net income attributable to Disney increased 20%, or
$656 million, to $4.0 billion; and EPS increased 15% to $2.03.

Net income attributable to Disney for fiscal 2010 included restructuring and impairment charges ($0.09 per diluted share), gains
on the sales of investments in two television services in Europe ($0.02 per diluted share), a gain on the sale of the Power Rangers
property ($0.01 per diluted share), and an accounting gain related to the acquisition of The Disney Store Japan ($0.01 per diluted
share), which, including the impact of rounding, collectively had a net adverse impact of $0.04 per diluted share. Fiscal 2009
included restructuring and impairment charges ($0.17 per diluted share), a non-cash gain in connection with the merger of Lifetime
and AETN ($0.08 per diluted share) and a gain on the sale of our investment in two pay television services in Latin America ($0.04
per diluted share). Including the impact of rounding, these items collectively resulted in a net adverse impact of $0.06 per diluted
share. Fiscal 2009 results also include an additional week of operations due to our fiscal period end.

The increase in EPS for fiscal 2010 reflected higher operating results due to higher Affiliate Fees at our Cable Networks,
increased advertising revenues at our cable and broadcast businesses, the strong worldwide theatrical performance of Toy Story 3,
Alice in Wonderland and Iron Man 2, and lower distribution and marketing costs at our home entertainment business, partially
offset by higher costs at our cable business and at our domestic parks and resorts operations.

Restructuring and Impairment Charges

The Company recorded $55 million of charges in fiscal 2011 reflecting severance and facilities costs related to organizational
and cost structure initiatives primarily at the Studio Entertainment and Interactive Media segments.

The Company recorded $270 million of charges in fiscal 2010 related to organizational and cost structure initiatives primarily
at our Studio Entertainment and Media Networks segments. Restructuring charges of $138 million were primarily for severance
and other related costs. Impairment charges of $132 million consisted of write-offs of capitalized costs primarily related to
abandoned film projects, the closure of a studio production facility and the closure of five ESPN Zone locations.

27



The Company recorded charges totaling $492 million in fiscal 2009 which included impairment charges of $279 million and
restructuring costs of $213 million. The most significant of the impairment charges were $142 million related to FCC radio
licenses and $65 million related to our investment in UTV. The restructuring charges included severance and other related costs as
a result of organizational and cost structure initiatives across our businesses.

Other Income

Other income is as follows (in millions):

2011 2010 2009
Gain on sale of Miramax $ 64 $ — $ —
Gain on sale of BASS 11 — —
Gain on sales of investments in television services in Europe — 75 —
Gain on sale of Power Rangers property — 43 —
Gain related to the acquisition of The Disney Store Japan — 22 —
Gain on AETN/Lifetime transaction (1) — — 228
Gain on sale of investment in two pay television services in Latin

America — — 114

Other income $ 75 $ 140 $ 342

(1) On September 15, 2009, the Company and the Hearst Corporation both contributed their 50% interest in Lifetime to AETN in exchange for
an increased interest in AETN. The transaction resulted in a $228 million non-cash gain. See Note 4 to the Consolidated Financial
Statements for further details of this transaction.

BUSINESS SEGMENT RESULTS — 2011 vs. 2010

Below is a discussion of the major revenue and expense categories for our business segments. Costs and expenses for each
segment consist of operating expenses, selling, general, administrative and other expenses and depreciation and amortization.
Selling, general, administrative and other costs include third party and internal marketing expenses.

Our Media Networks segment generates revenue from Affiliate Fees charged to MVSPs, advertising revenues from the sale to
advertisers of time in programs for commercial announcements and other revenues which include the sale and distribution of
television programming. Operating expenses include programming and production costs, technical support costs, distribution costs
and operating labor.

Our Parks and Resorts segment generates revenue from the sale of admissions to theme parks, the sale of room nights at hotels,
merchandise, food and beverage sales, sales and rentals of vacation club properties and the sale of cruise vacation packages.
Operating expenses include labor, costs of sales, repairs and maintenance and entertainment.

Our Studio Entertainment segment generates revenue from the distribution of films in the theatrical, home entertainment and
television markets. Operating expenses include film cost amortization, which consists of production cost amortization,
participations and residuals, costs of sales and distribution expenses.

Our Consumer Products segment generates revenue from licensing characters from our film, television and other properties,
publishing children’s books and magazines and comic books, and operating retail stores, English language learning centers and
internet shopping sites. Operating expenses include costs of goods sold, distribution, operating labor and retail occupancy costs.

28



Our Interactive Media segment generates revenue from the development and sale of multi-platform games, online advertising
and sponsorships, subscriptions to and micro transactions for online games, and content and handset revenue from our Disney-
branded mobile phone business in Japan. Certain properties are also licensed to third-party game publishers. Operating expenses
include product development, costs of goods sold and distribution expenses.

% Change
Better/(Worse)

(in millions) 2011 2010 2009

2011
vs.

2010

2010
vs.

2009

Revenues:
Media Networks $ 18,714 $ 17,162 $ 16,209 9 % 6 %
Parks and Resorts 11,797 10,761 10,667 10 % 1 %
Studio Entertainment 6,351 6,701 6,136 (5)% 9 %
Consumer Products 3,049 2,678 2,425 14 % 10 %
Interactive Media 982 761 712 29 % 7 %

$ 40,893 $ 38,063 $ 36,149 7 % 5 %

Segment operating income (loss):
Media Networks $ 6,146 $ 5,132 $ 4,765 20 % 8 %
Parks and Resorts 1,553 1,318 1,418 18 % (7)%
Studio Entertainment 618 693 175 (11)% >100 %
Consumer Products 816 677 609 21 % 11 %
Interactive Media (308) (234) (295) (32)% 21 %

$ 8,825 $ 7,586 $ 6,672 16 % 14 %

The Company evaluates the performance of its operating segments based on segment operating income, and management uses
aggregate segment operating income as a measure of the overall performance of the operating businesses. The Company believes
that information about aggregate segment operating income assists investors by allowing them to evaluate changes in the operating
results of the Company’s portfolio of businesses separate from factors other than business operations that affect net income. The
following table reconciles segment operating income to income before income taxes.

% Change
Better/(Worse)

(in millions) 2011 2010 2009

2011
vs.

2010

2010
vs.

2009

Segment operating income $ 8,825 $ 7,586 $ 6,672 16 % 14 %
Corporate and unallocated shared expenses (459) (420) (398) (9)% (6)%
Restructuring and impairment charges (55) (270) (492) 80 % 45 %
Other income (expense) 75 140 342 (46)% (59)%
Net interest expense (343) (409) (466) 16 % 12 %

Income before income taxes $ 8,043 $ 6,627 $ 5,658 21 % 17 %
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Media Networks

Operating results for the Media Networks segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 1,
2011

October 2,
2010 (1)

Revenues
Affiliate Fees $ 8,790 $ 8,082 9 %
Advertising 7,598 7,028 8 %
Other 2,326 2,052 13 %

Total revenues 18,714 17,162 9 %
Operating expenses (10,376) (9,888) (5)%
Selling, general, administrative and other (2,539) (2,358) (8)%
Depreciation and amortization (237) (222) (7)%
Equity in the income of investees 584 438 33 %

Operating Income $ 6,146 $ 5,132 20 %

(1) Certain reclassifications have been made in the numbers presented in fiscal 2010 and fiscal 2009 to conform to the fiscal 2011 presentation

Revenues
Affiliate Fee growth of 9% was driven by increases of 6% from higher contractual rates, 1% from favorable impacts of foreign

currency translation, and 1% from subscriber growth at Cable Networks and an increase of 1% from Broadcasting due to new
contractual provisions.

Higher advertising revenues were due to an increase of $471 million at Cable Networks from $3,051 million to $3,522 million
and an increase of $99 million at Broadcasting from $3,977 million to $4,076 million. The increase at Cable Networks of 14% was
due to higher rates. The increase at Broadcasting reflected increases of 6% due to higher Network advertising rates, primarily at
primetime, and 1% due to higher local television advertising, partially offset by a decrease of 4% due to lower Network ratings
primarily at primetime and daytime.

The increase in other revenues was driven by a change in the transfer pricing arrangement between Studio Entertainment and
Media Networks for distribution of Media Networks home entertainment product and higher sales of Disney Channel
programming, partially offset by lower sales of ABC Studios productions driven by no new seasons of Lost and Ghost Whisperer.

Costs and Expenses
Operating expenses include programming and production costs which increased $249 million from $8,453 million to $8,702

million. At Cable Networks, an increase in programming and production spending of $457 million was driven by higher sports
rights costs due to the addition of college football programming including Bowl Championship Series games, increased contractual
costs for college and professional sports programming and more episodes of original programming at the Disney Channels,
partially offset by the absence of programming costs for the FIFA World Cup which was broadcast in the prior year. At
Broadcasting, programming and production costs decreased $208 million reflecting lower news and daytime production costs due
to cost savings initiatives, a lower cost mix of programming in primetime due to a shift of hours from original scripted
programming to reality programming, a shift of college sports programming to ESPN and lower production cost amortization due
to a decrease in sales of ABC Studios productions. Operating expenses also reflected a 2% increase due to a change in the transfer
pricing arrangement for distribution of Media Networks home entertainment product and a 1% increase due to higher labor costs at
ESPN due to headcount growth and labor cost inflation.

The increase in selling, general and administrative and other costs and expenses was driven by higher marketing and sales costs,
which included an increase due to the change in transfer pricing arrangement for distribution of Media Networks home
entertainment product and higher marketing costs at ESPN.

Equity in the Income of Investees
Income from equity investees increased to $584 million in the current year from $438 million in the prior year driven by an

increase at AETN/Lifetime primarily due to the absence of a $58 million charge for our share of programming write-offs at AETN/
Lifetime in the prior year and higher advertising and affiliate revenues, partially offset by higher marketing costs.
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Segment Operating Income
Segment operating income increased 20%, or $1.0 billion, to $6.1 billion. The increase was primarily due to increases at ESPN,

the ABC Television Network, the worldwide Disney Channels, our AETN/Lifetime joint venture and the owned television stations.

The following table provides supplemental revenue and operating income detail for the Media Networks segment:

Year Ended % Change
Better /
(Worse)(in millions)

October 1,
2011

October 2,
2010

Revenues
Cable Networks $ 12,877 $ 11,475 12 %
Broadcasting 5,837 5,687 3 %

$ 18,714 $ 17,162 9 %

Segment operating income
Cable Networks $ 5,233 $ 4,473 17 %
Broadcasting 913 659 39 %

$ 6,146 $ 5,132 20 %

Restructuring and impairment charges
The Company recorded charges of $3 million, $95 million and $315 million related to Media Networks for fiscal years 2011,

2010 and 2009, respectively. The charges in fiscal 2010 were for severance and related costs and the closure of five ESPN Zone
locations. The charges in fiscal 2009 were primarily due to $142 million of radio FCC license impairments, a $65 million
impairment charge related to our investment in UTV and severance and related costs. These charges were reported in
“Restructuring and impairment charges” in the Consolidated Statements of Income.

Parks and Resorts

Operating results for the Parks and Resorts segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 1,
2011

October 2,
2010

Revenues
Domestic $ 9,302 $ 8,404 11 %
International 2,495 2,357 6 %

Total revenues 11,797 10,761 10 %
Operating expenses (7,383) (6,787) (9)%
Selling, general, administrative and other (1,696) (1,517) (12)%
Depreciation and amortization (1,165) (1,139) (2)%

Operating Income $ 1,553 $ 1,318 18 %

Revenues
Parks and Resorts revenues increased 10%, or $1 billion, to $11.8 billion due to an increase of $898 million at our domestic

operations and an increase of $138 million at our international operations.

Revenue growth of 11% at our domestic operations reflected a 6% increase driven by higher average guest spending and a 3%
increase due to volume driven by higher passenger cruise ship days due to the launch of our new cruise ship, the Disney Dream, in
January 2011, and higher attendance. Higher guest spending was primarily due to higher average ticket prices, daily hotel room
rates, and food, beverage, and merchandise spending.

Revenue growth of 6% at our international operations reflected a 4% increase due to higher average guest spending, a 3%
increase driven by volume due to higher attendance and hotel occupancy, and a 3% favorable impact of foreign currency
translation primarily as a result of the weakening of the U.S. dollar against the Euro. These increases were partially offset by a 2%
decrease due to the prior-year sale of a real estate property at Disneyland Paris and a 1% decrease due to the temporary closure of
the Tokyo Disney Resort following the March 2011 earthquake in Japan.
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The following table presents supplemental attendance, per capita theme park guest spending, and hotel statistics:

Domestic International (2) Total

Fiscal Year
2011

Fiscal Year
2010

Fiscal Year
2011

Fiscal Year
2010

Fiscal Year
2011

Fiscal Year
2010

Parks
Increase/ (decrease)
Attendance 1 % (1)% 6 % 1 % 2 % (1)%
Per Capita Guest Spending 8 % 3 % 5 % 3 % 7 % 3 %

Hotels (1)

Occupancy 82 % 82 % 88 % 85 % 83 % 82 %
Available Room Nights

(in thousands) 9,625 9,629 2,466 2,466 12,091 12,095
Per Room Guest Spending $ 241 $ 224 $ 294 $ 273 $ 253 $ 234

(1) Per room guest spending consists of the average daily hotel room rate as well as guest spending on food, beverages and merchandise at the
hotels. Hotel statistics include rentals of Disney Vacation Club units.

(2) Per capita guest spending and per room guest spending include the impact of foreign currency translation. Guest spending statistics for
Disneyland Paris were converted from Euros into US Dollars at weighted average exchange rates of 1.39 and 1.36 for fiscal 2011 and 2010,
respectively.

Costs and Expenses
Operating expenses include operating labor which increased by $262 million from $3,278 million to $3,540 million driven by

labor cost inflation and higher pension and postretirement medical expenses. Operating expenses also include cost of sales which
increased $88 million from $1,110 million to $1,198 million driven by volume, partially offset by the absence of the costs related
to a prior-year real estate sale at Disneyland Paris. Operating expenses also increased due to launch and operating costs in
connection with the Disney Dream, enhancement and expansion costs, including new guest offerings at Disney California
Adventure and investments in our systems infrastructure, and costs for Aulani, our new hotel and vacation club resort in Hawaii. In
addition there was an unfavorable impact of foreign currency translation as a result of the weakening of the U.S. dollar against the
Euro.

The increase in selling, general, administrative and other costs and expenses was driven by higher marketing costs at our
domestic parks and resorts, costs associated with the additional cruise ship and our new resort in Hawaii, and labor cost inflation.

Segment Operating Income
Segment operating income increased 18%, or $235 million, to $1.6 billion due to increases at our domestic parks and resorts

and Hong Kong Disneyland Resort, partially offset by costs for our new resort in Hawaii and a decrease at Tokyo Disney Resort.

Studio Entertainment

Operating results for the Studio Entertainment segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 1,
2011

October 2,
2010

Revenues
Theatrical distribution $ 1,733 $ 2,050 (15)%
Home entertainment 2,435 2,666 (9)%
Television distribution and other 2,183 1,985 10 %

Total revenues 6,351 6,701 (5)%
Operating expenses (3,136) (3,469) 10 %
Selling, general, administrative and other (2,465) (2,450) (1)%
Depreciation and amortization (132) (89) (48)%
Equity in the income of investees — — — %

Operating Income $ 618 $ 693 (11)%
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Revenues
The decrease in theatrical distribution revenue reflected the prior-year success of Toy Story 3, Alice in Wonderland and Iron

Man 2 compared to the performance of Pirates of the Caribbean: On Stranger Tides, Cars 2, Thor and Captain America in the
current year.

Lower home entertainment revenue reflected an 11% decrease due to the change in the transfer pricing arrangement for Studio
distribution of Media Networks home entertainment product, partially offset by a 1% increase due to higher net effective pricing
internationally which benefitted from a higher Blu-ray sales mix. Net effective pricing is the wholesale selling price adjusted for
discounts, sales incentives and returns.

The increase in television distribution and other revenues reflected 5% growth due to the inclusion of Marvel which was
acquired at the end of the first quarter of the prior year and a 4% increase due to higher revenue share from the Consumer Products
segment resulting from the strength of Cars merchandise.

Cost and Expenses
Operating expenses included a decrease of $262 million in film cost amortization, from $2,142 million to $1,880 million,

driven by lower film cost write-downs. Operating expenses also include cost of sales and distribution expenses which decreased
$71 million from $1,327 million to $1,256 million primarily due to the change in the transfer pricing arrangement between Studio
Entertainment and Media Networks for distribution of Media Networks home entertainment product.

Selling, general, administrative and other costs were essentially flat as higher marketing for Marvel titles and an increase in
technology infrastructure spending were largely offset by lower theatrical pre-release marketing expense and the change in the
transfer pricing arrangement with Media Networks for home entertainment product.

The increase in depreciation and amortization was driven by higher amortization on intangible assets related to certain Marvel
film properties.

Segment Operating Income
Segment operating income decreased 11%, or $75 million, to $618 million primarily due to lower results at our theatrical and

home entertainment businesses and higher technology infrastructure spending, partially offset by lower film cost write-downs and a
higher revenue share with the Consumer Products segment.

Restructuring and impairment charges
The Company recorded charges of $33 million, $151 million and $47 million related to Studio Entertainment for fiscal 2011,

2010 and 2009, respectively. The charges in fiscal 2011 and 2009 were primarily for severance and related costs. The charges in
fiscal 2010 were primarily for the closure of a production facility, the write-offs of capitalized costs related to abandoned film
projects, and severance costs. These charges were reported in “Restructuring and impairment charges” in the Consolidated
Statements of Income.

Consumer Products

Operating results for the Consumer Products segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 1,
2011

October 2,
2010

Revenues
Licensing and publishing $ 1,933 $ 1,725 12 %
Retail and other 1,116 953 17 %

Total revenues 3,049 2,678 14 %
Operating expenses (1,334) (1,236) (8)%
Selling, general, administrative and other (794) (687) (16)%
Depreciation and amortization (105) (78) (35)%
Equity in the income of investees — — — %

Operating Income $ 816 $ 677 21 %
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Revenues
The increase in licensing and publishing revenue reflected a 6% increase driven by the strong performance of Cars, Tangled

and Toy Story merchandise and a 8% increase due to higher revenue from Marvel properties. Higher revenues from Marvel
properties reflected the impact of acquisition accounting which reduced revenue recognition in the prior year as well as a full year
of operations as Marvel was acquired at the end of the first quarter of the prior year. These increases were partially offset by a 5%
decrease due to a higher revenue share to the Studio Entertainment segment resulting from the strength of Cars merchandise.

The increase in retail and other revenues was primarily due to a 9% increase from higher revenues at the Disney Store in North
America and Europe driven by higher comparable store sales and a 6% increase resulting from the acquisition of The Disney Store
Japan, which was acquired at the end of the second quarter of fiscal 2010.

Licensing and publishing and retail and other revenues also increased by 2% and 3%, respectively, due to the benefit from a
favorable impact from foreign currency translation as a result of the weakening of the U.S. dollar against foreign currencies,
primarily the Euro.

Costs and Expenses
Operating expenses included an increase of $57 million in cost of goods sold, from $521 million to $578 million, driven by the

acquisitions of The Disney Store Japan and Marvel. Operating expenses also included a 2% increase due to higher occupancy costs
driven by an increase at our retail business reflecting the acquisition of The Disney Store Japan and a 1% increase due to an
unfavorable impact from foreign currency translation as a result of the weakening of the U.S. dollar against foreign currencies,
primarily the Euro.

The increase in selling, general, administrative and other costs was driven by an unfavorable impact from foreign currency
translation as a result of the weakening of the U.S. dollar against foreign currencies, primarily the Euro; the inclusion of a full year
of operations for Marvel and various promotional initiatives across multiple businesses.

The increase in depreciation and amortization was due to a full year of amortization of intangible assets for Marvel and an
increase at the Disney Stores due to an increase in new stores and remodels.

Segment Operating Income
Segment operating income increased 21%, or $139 million, to $816 million primarily due to increases in our Merchandise

Licensing and North American retail businesses.

Restructuring and impairment charges
The Company recorded charges totaling $16 million and $19 million related to Consumer Products for fiscal years 2010 and

2009, respectively. The charges in fiscal 2010 and 2009 were for severance and related costs which were reported in “Restructuring
and impairment charges” in the Consolidated Statements of Income.

Interactive Media

Operating results for the Interactive Media segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 1,
2011

October 2,
2010

Revenues
Game sales and subscriptions $ 768 $ 563 36 %
Advertising and other 214 198 8 %

Total revenues 982 761 29 %
Operating expenses (732) (581) (26)%
Selling, general, administrative and other (504) (371) (36)%
Depreciation and amortization (54) (43) (26)%
Equity in the income of investees — — — %

Operating Loss $ (308) $ (234) (32)%
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Revenues
Game sales and subscriptions revenue growth reflected a 12% increase due to higher console game unit sales and a 10%

increase due to higher net effective pricing of console games, reflecting the strong performance of Epic Mickey and Lego Pirates of
the Caribbean and a shift in sales from catalog titles to new releases. Additionally, the inclusion of Playdom for a full year
compared to one month in the prior year resulted in a 10% increase in game sales and subscription revenues.

Higher advertising and other revenue was driven by our mobile phone service in Japan.

Costs and Expenses
Operating expense included a $60 million increase in product development expense from $335 million to $395 million

primarily due to the inclusion of Playdom for a full year. Operating expenses also included a 12% increase due to higher cost of
sales driven by fees paid to the developer of Lego Pirates of the Caribbean and higher console game unit sales.

The increase in selling, general, administrative and other costs was primarily due to the inclusion of Playdom for a full year,
including the impact of acquisition accounting.

Segment Operating Loss
Segment operating loss was $308 million compared to $234 million in the prior year as an improvement at our console game

business was more than offset by the inclusion of Playdom for a full year, including the impact of acquisition accounting.

Restructuring and impairment charges
The Company recorded charges totaling $22 million, $2 million and $42 million related to Interactive Media for fiscal years

2011, 2010 and 2009, respectively. The charges for fiscal 2011 and fiscal 2010 were for severance and related costs. The charges in
fiscal 2009 were for goodwill impairment and severance and related costs. These charges were reported in “Restructuring and
impairment charges” in the Consolidated Statements of Income.

NON-SEGMENT ITEMS – 2011 vs. 2010

Corporate and Unallocated Shared Expenses
Corporate and unallocated shared expenses increased 9%, from $420 million to $459 million, primarily due to the timing of

expenses and compensation related costs.

Net Interest Expense

Net interest expense is detailed below:

(in millions) 2011 2010
% Change

Better/(Worse)

Interest expense $ (435) $ (456) 5 %
Interest and investment income 92 47 96 %

Net interest expense $ (343) $ (409) 16 %

The decrease in interest expense for the year reflected lower effective interest rates.

The increase in interest and investment income for the year was driven by gains on sales of investments.

Effective Income Tax Rate

The effective tax rate decreased 0.3 percentage points from 34.9% in 2010 to 34.6% in 2011 as the absence of a charge related
to the health care reform legislation and a benefit from an increase in the domestic production deduction rate were largely offset by
a decrease in favorable resolutions of prior-year tax matters. During fiscal 2010, the Company recorded a $72 million charge
related to the enactment of health care reform legislation in March 2010. Under this legislation the Company’s deductions for
retiree prescription drug benefits will be reduced by the amount of Medicare Part D drug subsidies received beginning in fiscal
year 2014. Under applicable accounting rules, the Company was required to reduce its existing deferred tax asset, which was
established for the future deductibility of retiree prescription drug benefit costs, to reflect the lost deductions. The reduction was
recorded as a charge to earnings in the period the legislation was enacted.
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Noncontrolling Interests

Net income attributable to noncontrolling interests for the year increased $101 million to $451 million due to improved
operating results at ESPN and Hong Kong Disneyland Resort. The net income attributable to noncontrolling interests is determined
on income after royalties, financing costs and income taxes.

PENSION AND POSTRETIREMENT MEDICAL BENEFIT COSTS

Pension and postretirement medical benefit plan costs affect results in all of our segments, with approximately one-half of these
costs being borne by the Parks and Resorts segment. The Company recognized pension and postretirement medical benefit plan
expenses of $576 million, $482 million, and $214 million for fiscal years 2011, 2010, and 2009, respectively. The increase in fiscal
2011 was driven by a decrease in the assumed discount rate used to measure the present value of plan obligations. The assumed
discount rate reflects market rates for high-quality corporate bonds currently available and was determined by considering the
average of pension yield curves constructed from a large population of high quality corporate bonds. The resulting discount rate
reflects the matching of plan liability cash flows to the yield curves.

We expect pension and postretirement medical costs to increase by approximately $50 million to $626 million in fiscal 2012
driven by a lower assumed discount rate, partially offset by a favorable impact due to plan amendments. The decrease in the
discount rate also resulted in an increase in the underfunded status of our plans and an increase in unrecognized pension and
postretirement medical expense to $4.2 billion ($2.6 billion after tax) as of October 1, 2011. If our investment performance does
not improve relative to our long-term assumption and/or discount rates do not increase, we expect that pension and postretirement
medical costs will continue at levels comparable to fiscal 2012 for the next few years as a result of amortizing these unrecognized
expenses. See Note 11 to the Consolidated Financial Statements for further details of the impacts of our pension and postretirement
medical plans on our financial statements and amendments we made to our plans in fiscal 2011. During fiscal 2011, the Company
contributed $935 million to its pension and postretirement medical plans including discretionary contributions above the minimum
requirements for pension plans. The Company currently expects pension and postretirement medical plan contributions in fiscal
2012 to total approximately $325 million to $375 million. Final minimum funding requirements for fiscal 2012 will be determined
based on our January 1, 2012 funding actuarial valuation which will be available in late fiscal 2012. See “Item 1A – Risk Factors”
for the impact of factors affecting pension and postretirement medical costs.

BUSINESS SEGMENT RESULTS – 2010 vs. 2009

Media Networks

Operating results for the Media Networks segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 2,
2010

October 3,
2009

Revenues
Affiliate Fees $ 8,082 $ 7,407 9 %
Advertising 7,028 6,566 7 %
Other 2,052 2,236 (8)%

Total revenues 17,162 16,209 6 %
Operating expenses (9,888) (9,464) (4)%
Selling, general, administrative and other (2,358) (2,341) (1)%
Depreciation and amortization (222) (206) (8)%
Equity in the income of investees 438 567 (23)%

Operating Income $ 5,132 $ 4,765 8 %

Revenues
The 9% increase in Affiliate Fees, which are generally derived from fees charged on a per-subscriber basis, was primarily due

to contractual rate increases and subscriber growth at Cable Networks which resulted in revenue increases of 5% and 4%,
respectively, partially offset by the impact of one fewer week of operations.

Higher advertising revenues were due to increases of $362 million at Cable Networks from $2,689 million to $3,051 million
and of $100 million at Broadcasting from $3,877 million to $3,977 million. The increase at Cable Networks reflected an increase
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of 9% due to higher sold inventory. The increase at Broadcasting reflected increases of 4% due to higher network advertising rates
and sold inventory and 3% due to higher local television advertising, partially offset by a 4% decrease due to lower network ratings
and one fewer week of operations.

Other revenues decreased $94 million at Cable Networks and $90 million at Broadcasting. The decrease at Cable Networks was
driven by the closure of five ESPN Zone restaurants in June 2010. The decrease at Broadcasting reflected lower domestic
television syndication revenues due to the sales of According to Jim and Grey’s Anatomy in fiscal 2009.

Costs and Expenses
Operating expenses include an increase in programming and production costs of $377 million from $8,076 million to $8,453

million. At Cable Networks an increase in programming and production costs of $446 million was driven by higher sports rights
costs due to new international sports programming rights and increased contractual costs for college and professional sports
programming. At Broadcasting a decrease in programming and production costs of $69 million was driven by costs savings at news
and daytime and a lower cost mix of programming in primetime.

The increase in selling, general, administrative and other costs and expenses was driven by higher pension and postretirement
medical and compensation related costs, partially offset by a decrease of approximately $60 million due to the absence of a bad
debt charge in connection with a bankruptcy of a syndication customer in fiscal 2009 and a decrease due to the closure of five
ESPN Zone restaurants in June 2010.

Equity in the Income of Investees
Income from equity investees decreased to $438 million in fiscal 2010 from $567 million in fiscal 2009 driven by a $58 million

charge for our share of programming write-offs at AETN/Lifetime in fiscal 2010.

Segment Operating Income
Segment operating income increased 8%, or $367 million, to $5.1 billion. The increase was primarily due to increases at ESPN,

the owned television stations and the international Disney Channels, partially offset by lower equity income.

The following table provides supplemental revenue and operating income detail for the Media Networks segment:

Year Ended % Change
Better /
(Worse)(in millions)

October 2,
2010

October 3,
2009

Revenues
Cable Networks $ 11,475 $ 10,555 9 %
Broadcasting 5,687 5,654 1 %

$ 17,162 $ 16,209 6 %

Segment operating income
Cable Networks $ 4,473 $ 4,260 5 %
Broadcasting 659 505 30 %

$ 5,132 $ 4,765 8 %

Parks and Resorts

Operating results for the Parks and Resorts segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 2,
2010

October 3,
2009

Revenues
Domestic $ 8,404 $ 8,442 — %
International 2,357 2,225 6 %

Total revenues 10,761 10,667 1 %
Operating expenses (6,787) (6,634) (2)%
Selling, general, administrative and other (1,517) (1,467) (3)%
Depreciation and amortization (1,139) (1,148) 1 %

Operating Income $ 1,318 $ 1,418 (7)%
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Revenues
Parks and Resorts revenues increased 1%, or $94 million, to $10.8 billion due to an increase of $132 million at our international

operations, partially offset by a decrease of $38 million at our domestic operations.

The decline in revenue at our domestic operations reflected the impact of one fewer week of operations in fiscal 2010 and a 1%
volume decrease reflecting lower vacation club ownership sales, lower hotel occupancy and lower passenger cruise ship days.
These decreases were partially offset by higher guest spending primarily due to higher average ticket prices and higher average
daily hotel room rates.

The 6% revenue increase at our international operations reflected increases of 3% due to higher guest spending and 3% due to
the sale of a real estate property at Disneyland Paris as well as higher attendance and hotel occupancy. Higher guest spending was
driven by higher average ticket prices and average daily hotel room rates.

The following table presents supplemental attendance, per capita theme park guest spending, and hotel statistics:

Domestic International (2) Total
Fiscal Year

2010
Fiscal Year

2009
Fiscal Year

2010
Fiscal Year

2009
Fiscal Year

2010
Fiscal Year

2009

Parks
Increase/ (decrease)
Attendance (1)% 2 % 1 % 1 % (1)% 2 %
Per Capita Guest Spending 3 % (6)% 3 % (12)% 3 % (7)%

Hotels (1)

Occupancy 82 % 87 % 85 % 85 % 82 % 86 %
Available Room Nights
(in thousands) 9,629 9,549 2,466 2,473 12,095 12,022
Per Room Guest Spending $224 $214 $273 $261 $234 $223

(1) Per room guest spending consists of the average daily hotel room rate as well as guest spending on food, beverages and merchandise at the
hotels. Hotel statistics include rentals of Disney Vacation Club units.

(2) Per capita guest spending and per room guest spending include the impact of foreign currency translation. Guest spending statistics for
Disneyland Paris were converted from Euros into US Dollars at weighted average exchange rates of 1.36 and 1.35 for fiscal 2010 and 2009,
respectively.

Costs and Expenses
Operating expenses included an increase in operating labor of $173 million from $3,105 million to $3,278 million driven by

labor cost inflation and higher pension and postretirement medical expenses, partially offset by a decrease in costs of sales of $57
million from $1,167 million to $1,110 million primarily due to decreased sales volume. In addition, operating expenses reflected
increased costs for new guest offerings including World of Color at Disneyland Resort.

The increase in selling, general, administrative and other costs and expenses was driven by increased marketing costs in support
of the Disney Cruise Line fleet expansion and also World of Color at Disneyland Resort as well as labor cost inflation.

Segment Operating Income
Segment operating income decreased 7%, or $100 million, to $1.3 billion, due to a decrease at our domestic operations,

partially offset by an improvement at our international operations.

Restructuring and impairment charges
The Company recorded charges totaling $54 million related to Parks and Resorts in fiscal 2009 for severance and related costs

which were reported in “Restructuring and impairment charges” in the Consolidated Statement of Income.
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Studio Entertainment

Operating results for the Studio Entertainment segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 2,
2010

October 3,
2009

Revenues
Theatrical distribution $ 2,050 $ 1,325 55 %
Home entertainment 2,666 2,762 (3)%
Television distribution and other 1,985 2,049 (3)%

Total revenues 6,701 6,136 9 %
Operating expenses (3,469) (3,210) (8)%
Selling, general, administrative and other (2,450) (2,687) 9 %
Depreciation and amortization (89) (60) (48)%
Equity in the income of investees — (4) nm

Operating Income $ 693 $ 175 nm

Revenues
The increase in theatrical distribution revenue was due to the strong performance of Toy Story 3, Alice in Wonderland and Iron

Man 2 in fiscal 2010, compared to Up and The Proposal in fiscal 2009.

The decrease in home entertainment revenues was primarily due to a 2% decrease reflecting lower net effective pricing and a
2% decrease driven by lower sales volume of new releases domestically. Net effective pricing is the wholesale selling price
adjusted for discounts, sales incentives and returns.

The decrease in television distribution and other revenues reflected the strong performance of High School Musical 3 and
Rascal Flatts CD titles in fiscal 2009 as well as the Cheetah Girls concert tour in fiscal 2009.

Cost and Expenses
Operating expenses included an increase in film cost amortization of $385 million from $1,757 million to $2,142 million driven

by the strong performance of our key theatrical releases and higher film cost write-downs, partially offset by a decrease in costs of
goods sold of $35 million from $384 million to $349 million driven by cost reduction initiatives at our home entertainment
business.

Selling, general, administrative and other costs and expenses reflected a decrease in marketing costs at our theatrical and home
entertainment businesses.

Segment Operating Income
Segment operating income increased from $175 million to $693 million primarily due to the improvements in our theatrical and

home entertainment businesses, partially offset by higher film cost write-downs.

Consumer Products

Operating results for the Consumer Products segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 2,
2010

October 3,
2009

Revenues
Licensing and publishing $ 1,725 $ 1,584 9 %
Retail and other 953 841 13 %

Total revenues 2,678 2,425 10 %
Operating expenses (1,236) (1,182) (5)%
Selling, general, administrative and other (687) (597) (15)%
Depreciation and amortization (78) (39) nm
Equity in the income of investees — 2 nm

Operating Income $ 677 $ 609 11 %
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Revenues
The increase in licensing and publishing revenue was primarily due to an increase of $221 million resulting from the acquisition

of Marvel and the strong performance of Toy Story merchandise, partially offset by a higher revenue share with the Studio
Entertainment segment of $90 million.

Higher retail and other revenues were driven by a $69 million increase due to the acquisition of The Disney Store Japan and an
increase of $33 million at The Disney Store North America and Europe reflecting higher comparable store sales.

Costs and Expenses
Operating expenses included cost of goods sold of $521 million which was comparable to fiscal 2009 as increases due to the

acquisitions of The Disney Store Japan and Marvel were offset by lower third-party royalties on licensing revenues and decreased
costs of sales at The Disney Store North America due to an improved global purchasing strategy. Other operating costs increased
due to the addition of Marvel and The Disney Store Japan.

The increase in selling, general, administrative and other was driven by the acquisitions of Marvel and The Disney Store Japan.

Segment Operating Income
Segment operating income increased 11%, or $68 million, to $677 million due to improved results at our retail business and an

increase in our publishing business driven by Marvel titles.

Interactive Media

Operating results for the Interactive Media segment are as follows:

Year Ended % Change
Better /
(Worse)(in millions)

October 2,
2010

October 3,
2009

Revenues
Game sales and subscriptions $ 563 $ 565 — %
Advertising and other 198 147 35 %

Total revenues 761 712 7 %
Operating expenses (581) (623) 7 %
Selling, general, administrative and other (371) (336) (10)%
Depreciation and amortization (43) (50) 14 %
Equity in the income of investees — 2 nm

Operating Loss $ (234) $ (295) 21 %

Revenues
Game sales and subscription revenue was essentially flat as lower unit sales of self published console games were offset by

higher subscription revenues at Club Penguin. Significant titles in fiscal 2010 included Toy Story 3, Split Second and Sing It 2
while fiscal 2009 included High School Musical 3, Sing It and Bolt.

Higher advertising and other revenue was driven by increases at our mobile phone service business in Japan and in online
advertising.

Costs and Expenses
Operating expenses included a decrease in costs of goods sold of $70 million from $266 million to $196 million due to lower

video game costs reflecting a sales mix shift from higher cost new releases, which included bundled accessories, in fiscal 2009 to
lower cost catalog titles in fiscal 2010. This decrease was partially offset by increased product development expense of $24
million.

The increase in selling, general, administrative and other costs reflected higher marketing costs driven by Toy Story 3 and Split
Second.
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Segment Operating Loss
Segment operating loss decreased 21%, or $61 million, to $234 million driven by improved results at our games and Japan

mobile phone service businesses, partially offset by the impact of purchase accounting for Playdom.

NON-SEGMENT ITEMS – 2010 vs. 2009

Corporate and Unallocated Shared Expenses
Corporate and unallocated shared expenses increased 6%, from $398 million to $420 million, primarily due to higher

information technology and compensation costs.

Net Interest Expense

Net interest expense is detailed below:

(in millions) 2010 2009
% Change

Better/(Worse)

Interest expense $ (456) $ (588) 22 %
Interest and investment income 47 122 (61)%

Net interest expense $ (409) $ (466) 12 %

The decrease in interest expense for fiscal 2010 was primarily due to lower effective interest rates and lower average debt
balances, partially offset by expense related to the early redemption of a film financing borrowing.

The decrease in interest and investment income for fiscal 2010 was primarily due to a gain on the sale of an investment in the
prior year, lower effective interest rates and lower average cash balances.

Effective Income Tax Rate

The effective income tax rate decreased 1.3 percentage points from 36.2% in 2009 to 34.9% in 2010. The lower effective
income tax rate for fiscal 2010 was primarily due to favorable adjustments related to prior-year income tax matters, partially offset
by a $72 million charge related to the health care reform legislation enacted in March 2010.

Noncontrolling Interests

Net income attributable to noncontrolling interests for the year increased $48 million to $350 million driven by improved
operating results at Hong Kong Disneyland Resort and ESPN. Net income attributable to noncontrolling interests is determined
based on income after royalties, financing costs and income taxes.

LIQUIDITY AND CAPITAL RESOURCES

The change in cash and cash equivalents is as follows:

(in millions) 2011 2010 2009

Cash provided by operations $ 6,994 $ 6,578 $ 5,319
Cash used by investing activities (3,286) (4,523) (1,755)
Cash used by financing activities (3,233) (2,663) (3,111)
Impact of exchange rates on cash and cash equivalents (12) (87) (37)

Increase/(decrease) in cash and cash equivalents $ 463 $ (695) $ 416

Operating Activities

Cash provided by operating activities for fiscal 2011 increased 6% or $416 million to $7.0 billion as compared to fiscal 2010.
The increase was primarily due to higher operating cash receipts driven by higher revenues at our Media Networks, Parks and
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Resorts, Consumer Products and Interactive Media businesses, partially offset by lower revenues at our Studio Entertainment
business. These increases were partially offset by higher cash payments at Corporate and at our Media Networks, Parks and
Resorts, Interactive Media, and Consumer Products businesses, partially offset by a decrease in cash payments at our Studio
Entertainment business. The increase in cash payments at Corporate was driven by higher contributions to our pension plans, while
the increase at Media Networks was primarily due to higher investment in television programming and production. The increase in
cash payments at Parks and Resorts was driven by labor cost inflation, higher promotional and operating costs from the January
launch of our new cruise ship, the Disney Dream, and higher marketing and sales expenses and expansion costs for Disney
California Adventure at Disneyland Resort. The increase in cash payments at Interactive Media reflects the inclusion of Playdom,
while the increase in cash payments at Consumer Products was primarily due to the acquisitions of The Disney Store Japan and
Marvel. The decrease in cash payments at Studio Entertainment was driven by lower film production spending.

Cash provided by operating activities for fiscal 2010 increased 24% or $1.3 billion to $6.6 billion as compared to fiscal 2009.
The increase was driven by higher operating cash receipts at our Media Networks, Parks and Resorts and Studio Entertainment
businesses and lower cash payments at our Studio Entertainment segment driven by a decrease in distribution and marketing
expense, partially offset by higher income tax payments. The increase in cash receipts at our Media Networks and Studio
Entertainment segments was driven by higher revenues, while the increase in cash receipts at Parks and Resorts was driven by the
timing of advance travel deposits.

Depreciation expense is as follows:

(in millions) 2011 2010 2009

Media Networks
Cable Networks $ 134 $ 118 $ 108
Broadcasting 95 95 89

Total Media Networks 229 213 197

Parks and Resorts
Domestic 842 807 822
International 323 332 326

Total Parks and Resorts 1,165 1,139 1,148

Studio Entertainment 53 56 50
Consumer Products 48 33 29
Interactive Media 16 19 28
Corporate 148 142 128

Total depreciation expense $ 1,659 $ 1,602 $ 1,580

The Company’s Studio Entertainment and Media Networks segments incur costs to acquire and produce television and feature
film programming. Film and television production costs include all internally produced content such as live action and animated
feature films, animated direct-to-video programming, television series, television specials, theatrical stage plays or other similar
product. Programming costs include film or television product licensed for a specific period from third parties for airing on the
Company’s broadcast, cable networks, and television stations. Programming assets are generally recorded when the programming
becomes available to us with a corresponding increase in programming liabilities. Accordingly, we analyze our programming
assets net of the related liability.
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The Company’s film and television production and programming activity for fiscal years 2011, 2010 and 2009 are as follows:

(in millions) 2011 2010 2009

Beginning balances:
Production and programming assets $ 5,451 $ 5,756 $ 5,935
Programming liabilities (990) (1,193) (1,108)

4,461 4,563 4,827

Spending:
Film and television production 3,184 3,370 3,421
Broadcast programming 4,588 4,316 3,896

7,772 7,686 7,317

Amortization:
Film and television production (3,521) (3,593) (3,486)
Broadcast programming (4,583) (4,331) (3,788)

(8,104) (7,924) (7,274)

Change in film and television production and programming costs (332) (238) 43

Other non-cash activity 36 136 (154)

Ending balances:
Production and programming assets 5,031 5,451 5,756
Programming liabilities (866) (990) (1,040)

$ 4,165 $ 4,461 $ 4,716

Investing Activities
Investing activities consist principally of investments in parks, resorts, and other property and acquisition and divestiture

activity. The Company’s investments in parks, resorts and other property for the last three years are as follows:

(in millions) 2011 2010 2009

Media Networks
Cable Networks $ 179 $ 132 $ 151
Broadcasting 128 92 143

Parks and Resorts
Domestic 2,294 1,295 1,039
International 429 238 143

Studio Entertainment 118 102 135
Consumer Products 115 97 46
Interactive Media 21 17 21
Corporate 275 137 75

$ 3,559 $ 2,110 $ 1,753

Capital expenditures for the Parks and Resorts segment are principally for theme park and resort expansion, cruise ships, new
rides and attractions, recurring capital and capital improvements. The increase in capital expenditures at domestic and international
parks and resorts in fiscal 2011 reflected the final payment on our new cruise ship, the Disney Dream, theme park and resort
expansions and new guest offerings at Walt Disney World Resort and Hong Kong Disneyland Resort and the development of
Shanghai Disney Resort. The increase in capital expenditures at domestic and international parks and resorts in fiscal 2010 as
compared to fiscal 2009 reflected higher construction progress payments on the two new cruise ships, the expansions at Hong
Kong Disneyland Resort and Disney California Adventure and the construction of Aulani, a Disney Resort & Spa in Hawaii. The
increase in capital expenditures at Consumer Products from fiscal 2009 to fiscal 2011 was driven by costs at the Disney Stores for
new stores and remodels.

Capital expenditures at Media Networks primarily reflect investments in facilities and equipment for expanding and upgrading
broadcast centers, production facilities, and television station facilities.
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Capital expenditures at Corporate primarily reflect investments in corporate facilities and information technology infrastructure.
The increases in fiscal 2011 and 2010 were driven by investments in equipment and corporate facilities.

Other Investing Activities
During fiscal 2011, proceeds from dispositions of $564 million primarily due to the sale of Miramax, were partially offset by

acquisitions totaling $184 million which included additional payments related to the acquisition of Playdom, Inc. (See Note 4 to the
Consolidated Financial Statements).

During fiscal 2010, acquisitions totaled $2.5 billion and included the acquisitions of Marvel Entertainment, Inc. and Playdom,
Inc., and were partially offset by net proceeds totaling $170 million from the sale of our investments in two television services in
Europe and the sale of the rights and assets related to the Power Rangers property.

During fiscal 2009, acquisitions totaled $176 million and included the purchase of additional interests in UTV (See Note 4 to
the Consolidated Financial Statements), offset by proceeds totaling $185 million from the sale of our investment in two pay
television services in Latin America.

Financing Activities
Cash used in financing activities in fiscal 2011 increased by $570 million to $3.2 billion compared to fiscal 2010 and consisted

of repurchases of common stock and the payment of dividends partially offset by borrowings and proceeds from the exercise of
stock options. The increase from fiscal 2010 was due to higher repurchases of common stock, partially offset by higher net
borrowings. Cash used in financing activities in fiscal 2010 decreased by $448 million to $2.7 billion compared to fiscal 2009 and
consisted of repurchases of common stock, repayments of borrowings, and the payment of dividends partially offset by proceeds
from the exercise of stock options. The decrease from fiscal 2009 was due to lower repayments of borrowings and increased
proceeds from stock option exercises, partially offset by higher share repurchases.

During the year ended October 1, 2011, the Company’s borrowing activity was as follows:

(in millions)
October 2,

2010 Additions Payments
Other

Activity
October 1,

2011
Commercial paper borrowings $ 1,190 $ 393 $ — $ — $ 1,583
U.S. medium-term notes 6,815 2,350 (750) (15) 8,400
European medium-term notes 273 — (168) (14) 91
Other foreign currency denominated debt (1) 965 — — 55 1,020
Other (2) 651 — (37) (42) 572
Disneyland Paris borrowings 2,113 — (164) 32 1,981
Hong Kong Disneyland Resort

borrowings (3) 473 — — (143) 330

Total $ 12,480 $ 2,743 $ (1,119) $ (127) $ 13,977

(1) The other activity is primarily the impact of foreign currency translation as a result of the weakening of the U.S. dollar against the Japanese yen.
(2) The other activity is primarily market value adjustments for debt with qualifying hedges.
(3) The other activity is primarily due to the conversion of a portion of the HKSAR’s loan to equity pursuant to the capital realignment and expansion plan (See

Note 7 to the Consolidated Financial Statements).

The Company’s bank facilities are as follows:

(in millions)
Committed
Capacity

Capacity
Used

Unused
Capacity

Bank facilities expiring February 2013 $ 2,250 $ — $ 2,250
Bank facilities expiring February 2015 2,250 47 2,203

Total $ 4,500 $ 47 $ 4,453

In February 2011, the Company entered into a new four-year $2.25 billion bank facility with a syndicate of lenders. This
facility, in combination with the facility that matures in 2013, is used to support commercial paper borrowings. The new bank
facility allows the Company to issue up to $800 million of letters of credit, which if utilized, reduces available borrowings under
this facility. As of October 1, 2011, $315 million of letters of credit had been issued of which $47 million was issued under this
facility. These bank facilities allow for borrowings at LIBOR-based rates plus a spread, which depends on the Company’s public
debt rating and can range from 0.33% to 4.50%.

44



The Company may use commercial paper borrowings up to the amount of its unused bank facilities, in conjunction with term
debt issuance and operating cash flow, to retire or refinance other borrowings before or as they come due.

The Company paid a $0.40 per share dividend ($756 million) during the second quarter of fiscal 2011 related to fiscal 2010.
The Company paid a $0.35 per share dividend ($653 million) during the second quarter of fiscal 2010 related to fiscal 2009; and
paid a $0.35 per share dividend ($648 million) during the second quarter of fiscal 2009 related to fiscal 2008. As of the filing date
of this report, the Board of Directors had not yet declared a dividend related to fiscal 2011.

During fiscal 2011, the Company repurchased 135 million shares of Disney common stock for $5.0 billion. During fiscal 2010,
the Company repurchased 80 million shares of Disney common stock for $2.7 billion. During fiscal 2009, the Company
repurchased 5 million shares of Disney common stock for $138 million. On March 22, 2011, the Company’s Board of Directors
increased the amount of shares that can be repurchased to 400 million shares as of that date. As of October 1, 2011, the Company
had remaining authorization in place to repurchase 305 million additional shares.

We believe that the Company’s financial condition is strong and that its cash balances, other liquid assets, operating cash flows,
access to debt and equity capital markets and borrowing capacity, taken together, provide adequate resources to fund ongoing
operating requirements and future capital expenditures related to the expansion of existing businesses and development of new
projects. However, the Company’s operating cash flow and access to the capital markets can be impacted by macroeconomic
factors outside of its control. See “Item 1A – Risk Factors”. In addition to macroeconomic factors, the Company’s borrowing costs
can be impacted by short- and long-term debt ratings assigned by independent rating agencies, which are based, in significant part,
on the Company’s performance as measured by certain credit metrics such as interest coverage and leverage ratios. As of
October 1, 2011, Moody’s Investors Service’s long- and short-term debt ratings for the Company were A2 and P-1, respectively,
with stable outlook; Standard & Poor’s long- and short-term debt ratings for the Company were A and A-1, respectively, with
stable outlook; and Fitch’s long- and short-term debt ratings for the Company were A and F-1, respectively, with stable outlook.
The Company’s bank facilities contain only one financial covenant, relating to interest coverage, which the Company met on
October 1, 2011, by a significant margin. The Company’s bank facilities also specifically exclude certain entities, such as
Disneyland Paris, Hong Kong Disneyland Resort and Shanghai Disney Resort, from any representations, covenants or events of
default.

Disneyland Paris has in its debt agreements certain annual financial performance objectives and limits on investing and
financing activities. In fiscal 2011, Disneyland Paris did not meet its annual performance objectives and must defer €25 million of
royalties and management fees payable to the Company and €20 million of interest payable to a French state bank. Additionally, as
a result of the fact that the performance objectives were not met, certain of Disneyland Paris’s investment activities are further
limited by the debt agreements.

Disneyland Paris is also subject to certain financial covenants and believes that it is in compliance with such covenants with the
assistance of the Company’s agreement, as permitted under the debt agreements, to defer an additional €9 million of royalties
payable to the Company into subordinated long-term borrowings.

The deferrals discussed above and compliance with these financial covenants are subject to final third-party review as provided
in Disneyland Paris’s debt agreements.

CONTRACTUAL OBLIGATIONS, COMMITMENTS AND OFF BALANCE SHEET ARRANGEMENTS

The Company has various contractual obligations which are recorded as liabilities in our consolidated financial statements.
Other items, such as certain purchase commitments and other executory contracts are not recognized as liabilities in our
consolidated financial statements but are required to be disclosed in the footnotes to the financial statements. For example, the
Company is contractually committed to acquire broadcast programming and make certain minimum lease payments for the use of
property under operating lease agreements.
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The following table summarizes our significant contractual obligations and commitments on an undiscounted basis at
October 1, 2011 and the future periods in which such obligations are expected to be settled in cash. In addition, the table reflects
the timing of principal and interest payments on outstanding borrowings. Additional details regarding these obligations are
provided in the Notes to the Consolidated Financial Statements, as referenced in the table:

Payments Due by Period

(in millions) Total
Less than

1 Year
1-3

Years
4-5

Years
More than

5 Years

Borrowings (Note 9) (1) $ 18,352 $ 3,442 $ 4,199 $ 2,198 $ 8,513
Operating lease commitments (Note 15) 2,227 502 738 395 592
Capital lease obligations (Note 15) 786 70 110 87 519

Sports programming commitments (Note 15) 33,287 3,465 7,623 6,354 15,845
Broadcast programming commitments (Note 15) 2,785 1,959 542 202 82

Total sports and other broadcast programming commitments 36,072 5,424 8,165 6,556 15,927
Other(2) 4,094 1,788 1,116 344 846

Total contractual obligations (3) $ 61,531 $ 11,226 $ 14,328 $ 9,580 $ 26,397

(1) Amounts exclude market value adjustments totaling $284 million, which are recorded in the balance sheet. Amounts include interest
payments based on contractual terms for fixed rate debt, and on current interest rates for variable rate debt.

(2) Other commitments primarily comprise contractual commitments for the construction of two new cruise ships, creative talent and
employment agreements and unrecognized tax benefits. Creative talent and employment agreements include obligations to actors, producers,
sports personnel, television and radio personalities and executives.

(3) Contractual commitments include the following:

Liabilities recorded on the balance sheet $ 15,674
Commitments not recorded on the balance sheet 45,857

$ 61,531

The Company also has obligations with respect to its pension and postretirement medical benefit plans. See Note 11 to the
Consolidated Financial Statements.

Contingent Commitments and Contractual Guarantees
The Company has certain contractual arrangements that would require the Company to make payments or provide funding if

certain circumstances occur. The Company does not currently expect that these arrangements will result in any significant amounts
being paid by the Company. See Note 15 to the Consolidated Financial Statements for information regarding the Company’s
contingent commitments and contractual guarantees.

Legal and Tax Matters
As disclosed in Notes 10 and 15 to the Consolidated Financial Statements, the Company has exposure for certain legal and tax

matters.

ACCOUNTING POLICIES AND ESTIMATES

We believe that the application of the following accounting policies, which are important to our financial position and results of
operations, require significant judgments and estimates on the part of management. For a summary of our significant accounting
policies, including the accounting policies discussed below, see Note 2 to the Consolidated Financial Statements.

Film and Television Revenues and Costs
We expense film and television production, participation and residual costs over the applicable product life cycle based upon

the ratio of the current period’s revenues to the estimated remaining total revenues (Ultimate Revenues) for each production. If our
estimate of Ultimate Revenues decreases, amortization of film and television costs may be accelerated. Conversely, if estimates of
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Ultimate Revenues increase, film and television cost amortization may be slowed. For film productions, Ultimate Revenues include
revenues from all sources that will be earned within ten years from the date of the initial theatrical release. For television series,
Ultimate Revenues include revenues that will be earned within ten years from delivery of the first episode, or if still in production,
five years from delivery of the most recent episode, if later.

With respect to films intended for theatrical release, the most sensitive factor affecting our estimate of Ultimate Revenues (and
therefore affecting future film cost amortization and/or impairment) is domestic theatrical performance. Revenues derived from
other markets subsequent to the domestic theatrical release (e.g., the home entertainment or international theatrical markets) have
historically been highly correlated with domestic theatrical performance. Domestic theatrical performance varies primarily based
upon the public interest and demand for a particular film, the popularity of competing films at the time of release and the level of
marketing effort. Upon a film’s release and determination of domestic theatrical performance, the Company’s estimates of
revenues from succeeding windows and markets are revised based on historical relationships and an analysis of current market
trends. The most sensitive factor affecting our estimate of Ultimate Revenues for released films is the extent of home entertainment
sales achieved. Home entertainment sales vary based on the number and quality of competing home video products, as well as the
manner in which retailers market and price our products.

With respect to television series or other television productions intended for broadcast, the most sensitive factor affecting
estimates of Ultimate Revenues is the program’s rating and the strength of the advertising market. Program ratings, which are an
indication of market acceptance, directly affect the Company’s ability to generate advertising revenues during the airing of the
program. In addition, television series with greater market acceptance are more likely to generate incremental revenues through the
eventual sale of the program rights in the syndication, international and home entertainment markets. Alternatively, poor ratings
may result in a television series cancellation, which would require the immediate write-off of any unamortized production costs. A
significant decline in the advertising market would also negatively impact our estimates.

We expense the cost of television broadcast rights for acquired movies, series and other programs based on the number of times
the program is expected to be aired or on a straight-line basis over the useful life, as appropriate. Amortization of those television
programming assets being amortized on a number of airings basis may be accelerated if we reduce the estimated future airings and
slowed if we increase the estimated future airings. The number of future airings of a particular program is impacted primarily by
the program’s ratings in previous airings, expected advertising rates and availability and quality of alternative programming.
Accordingly, planned usage is reviewed periodically and revised if necessary. We amortize rights costs for multi-year sports
programming arrangements during the applicable seasons based on the estimated relative value of each year in the arrangement.
The estimated values of each year are based on our projection of revenues over the contract period which include advertising
revenue and an allocation of affiliate revenue. If the annual contractual payments related to each season approximate each season’s
relative value, we expense the related contractual payment during the applicable season. If planned usage patterns or estimated
relative values by year were to change significantly, amortization of our sports rights costs may be accelerated or slowed.

Costs of film and television productions are subject to regular recoverability assessments which compare the estimated fair
values with the unamortized costs. The net realizable values of television broadcast program licenses and rights are reviewed using
a daypart methodology. A daypart is defined as an aggregation of programs broadcast during a particular time of day or programs
of a similar type. The Company’s dayparts are: daytime, late night, primetime, news, children, and sports (includes network and
cable). The net realizable values of other cable programming assets are reviewed on an aggregated basis for each cable channel.
Individual programs are written-off when there are no plans to air or sublicense the program. Estimated values are based upon
assumptions about future demand and market conditions. If actual demand or market conditions are less favorable than our
projections, film, television and programming cost write-downs may be required.

Revenue Recognition
The Company has revenue recognition policies for its various operating segments that are appropriate to the circumstances of

each business. See Note 2 to the Consolidated Financial Statements for a summary of these revenue recognition policies.

We reduce home entertainment and software product revenues for estimated future returns of merchandise and for customer
programs and sales incentives. These estimates are based upon historical return experience, current economic trends and
projections of customer demand for and acceptance of our products. If we underestimate the level of returns and concessions in a
particular period, we may record less revenue in later periods when returns exceed the estimated amount. Conversely, if we
overestimate the level of returns and concessions for a period, we may have additional revenue in later periods when returns and
concessions are less than estimated.
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We recognize revenues from advance theme park ticket sales when the tickets are used. For non-expiring, multi-day tickets,
revenues are recognized over a four-year time period based on estimated usage, which is derived from historical usage patterns. If
actual usage is different than our estimated usage, revenues may not be recognized in the periods the related services are rendered.
In addition, a change in usage patterns would impact the timing of revenue recognition.

Pension and Postretirement Medical Plan Actuarial Assumptions
The Company’s pension and postretirement medical benefit obligations and related costs are calculated using a number of

actuarial assumptions. Two critical assumptions, the discount rate and the expected return on plan assets, are important elements of
expense and/or liability measurement which we evaluate annually. Other assumptions include the healthcare cost trend rate and
employee demographic factors such as retirement patterns, mortality, turnover and rate of compensation increase.

The discount rate enables us to state expected future cash payments for benefits as a present value on the measurement date. A
lower discount rate increases the present value of benefit obligations and increases pension expense. The guideline for setting this
rate is a high-quality long-term corporate bond rate. We decreased our discount rate to 4.75% at the end of fiscal 2011 from 5.25%
at the end of fiscal 2010 to reflect market interest rate conditions at our October 1, 2011 measurement date. This decrease in the
discount rate will affect net periodic pension and postretirement medical expense (benefit expense) in fiscal 2012. The assumed
discount rate reflects market rates for high-quality corporate bonds currently available. The Company’s discount rate was
determined by considering the average of pension yield curves constructed of a large population of high quality corporate bonds.
The resulting discount rate reflects the matching of plan liability cash flows to the yield curves. A one percentage point decrease in
the assumed discount rate would increase total benefit expense for fiscal 2012 by $223 million and would increase the projected
benefit obligation at October 1, 2011 by $1.9 billion, respectively. A one percentage point increase in the assumed discount rate
would decrease total benefit expense and the projected benefit obligation by $193 million and $1.6 billion, respectively.

To determine the expected long-term rate of return on the plan assets, we consider the current and expected asset allocation, as
well as historical and expected returns on each plan asset class. A lower expected rate of return on pension plan assets will increase
pension expense. Our long-term expected return on plan assets was 7.75% for both of the 2011 and 2010 actuarial valuations. A
one percentage point change in the long-term asset return assumption would impact fiscal 2012 annual benefit expense by
approximately $70 million.

See Note 11 to the Consolidated Financial Statements for more information on our pension and postretirement medical plans.

Goodwill, Intangible Assets, Long-Lived Assets and Investments
The Company is required to test goodwill and other indefinite-lived intangible assets for impairment on an annual basis and if

current events or circumstances require, on an interim basis. Goodwill is allocated to various reporting units, which are generally
an operating segment or one level below the operating segment. The Company compares the fair value of each reporting unit to its
carrying amount to determine if there is potential goodwill impairment. If the fair value of a reporting unit is less than its carrying
value, an impairment loss is recorded to the extent that the fair value of the goodwill within the reporting unit is less than the
carrying value of the goodwill.

To determine the fair value of our reporting units, we generally use a present value technique (discounted cash flow)
corroborated by market multiples when available and as appropriate. We apply what we believe to be the most appropriate
valuation methodology for each of our reporting units. The discounted cash flow analyses are sensitive to our estimates of future
revenue growth and margins for these businesses. We include in the projected cash flows an estimate of the revenue we believe the
reporting unit would receive if the intellectual property developed by the reporting unit that is being used by other reporting units
was licensed to an unrelated third party at its fair market value. These amounts are not necessarily the same as those included in
segment operating results. We believe our estimates of fair value are consistent with how a marketplace participant would value
our reporting units.

In times of adverse economic conditions in the global economy, the Company’s long-term cash flow projections are subject to a
greater degree of uncertainty than usual. If we had established different reporting units or utilized different valuation
methodologies or assumptions, the impairment test results could differ, and we could be required to record impairment charges.

The Company is required to compare the fair values of other indefinite-lived intangible assets to their carrying amounts. If the
carrying amount of an indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized. Fair values of other
indefinite-lived intangible assets are determined based on discounted cash flows or appraised values, as appropriate.

The Company tests long-lived assets, including amortizable intangible assets, for impairment whenever events or changes in
circumstances (triggering events) indicate that the carrying amount may not be recoverable. Once a triggering event has occurred,
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the impairment test employed is based on whether the intent is to hold the asset for continued use or to hold the asset for sale. The
impairment test for assets held for use requires a comparison of cash flows expected to be generated over the useful life of an asset
group against the carrying value of the asset group. An asset group is established by identifying the lowest level of cash flows
generated by the group of assets that are largely independent of the cash flows of other assets and could include assets used across
multiple businesses or segments. If the carrying value of the asset group exceeds the estimated undiscounted future cash flows, an
impairment would be measured as the difference between the fair value of the group’s long-lived assets and the carrying value of
the group’s long-lived assets. The impairment is allocated to the long-lived assets of the group on a pro rata basis using the relative
carrying amounts, but only to the extent the carrying value of each asset is above its fair value. For assets held for sale, to the
extent the carrying value is greater than the asset’s fair value less costs to sell, an impairment loss is recognized for the difference.
Determining whether a long-lived asset is impaired requires various estimates and assumptions, including whether a triggering
event has occurred, the identification of the asset groups, estimates of future cash flows and the discount rate used to determine fair
values. If we had established different asset groups or utilized different valuation methodologies or assumptions, the impairment
test results could differ, and we could be required to record impairment charges.

The Company has cost and equity investments. The fair value of these investments is dependent on the performance of the
investee companies, as well as volatility inherent in the external markets for these investments. In assessing potential impairment
of these investments, we consider these factors, as well as the forecasted financial performance of the investees and market values,
where available. If these forecasts are not met or market values indicate an other-than-temporary decline in value, impairment
charges may be required.

During fiscal years 2011 and 2010, the Company tested its goodwill and other intangible assets, investments and long-lived
assets for impairment, and the impairment charges recorded were immaterial. During fiscal 2009, the Company recorded non-cash
impairment charges of $279 million, which included $142 million for FCC radio licenses and $65 million for our investment in
UTV. The FCC radio license impairment charges reflected overall market declines in certain radio markets in which we operate.
These impairment charges, which were estimated using a discounted cash flow model, were recorded in “Restructuring and
impairment charges” in the Consolidated Statements of Income.

Allowance for Doubtful Accounts
We evaluate our allowance for doubtful accounts and estimate collectability of accounts receivable based on our analysis of

historical bad debt experience in conjunction with our assessment of the financial condition of individual companies with which we
do business. In times of domestic or global economic turmoil, our estimates and judgments with respect to the collectability of our
receivables are subject to greater uncertainty than in more stable periods. If our estimate of uncollectible accounts is too low, costs
and expenses may increase in future periods, and if it is too high, cost and expenses may decrease in future periods.

Contingencies and Litigation
We are currently involved in certain legal proceedings and, as required, have accrued estimates of the probable and estimable

losses for the resolution of these claims. These estimates have been developed in consultation with outside counsel and are based
upon an analysis of potential results, assuming a combination of litigation and settlement strategies. It is possible, however, that
future results of operations for any particular quarterly or annual period could be materially affected by changes in our assumptions
or the effectiveness of our strategies related to these proceedings. See Note 15 to the Consolidated Financial Statements for more
detailed information on litigation exposure.

Income Tax Audits
As a matter of course, the Company is regularly audited by federal, state and foreign tax authorities. From time to time, these

audits result in proposed assessments. Our determinations regarding the recognition of income tax benefits are made in
consultation with outside tax and legal counsel where appropriate and are based upon the technical merits of our tax positions in
consideration of applicable tax statutes and related interpretations and precedents and upon the expected outcome of proceedings
(or negotiations) with taxing and legal authorities. The tax benefits ultimately realized by the Company may differ from those
recognized in our future financial statements based on a number of factors, including the Company’s decision to settle rather than
litigate a matter, relevant legal precedent related to similar matters and the Company’s success in supporting its filing positions
with taxing authorities.

ACCOUNTING CHANGES

Revenue Arrangements with Multiple Deliverables
In October 2009, the Financial Accounting Standards Board (FASB) issued guidance on revenue arrangements with multiple

deliverables effective for the Company’s 2011 fiscal year. The guidance revises the criteria for separating, measuring, and
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allocating arrangement consideration to each deliverable in a multiple element arrangement. The guidance requires companies to
allocate revenue using the relative selling price of each deliverable, which must be estimated if the company does not have a
history of selling the deliverable on a stand-alone basis or third-party evidence of selling price. The Company adopted the
provisions of this guidance at the beginning of fiscal year 2011, and the adoption did not have a material impact on the Company’s
financial statements.

Transfers and Servicing of Financial Assets
In June 2009, the FASB issued guidance on transfers and servicing of financial assets to eliminate the concept of a qualifying

special-purpose entity, change the requirements for off balance sheet accounting for financial assets including limiting the
circumstances where off balance sheet treatment for a portion of a financial asset is allowable, and require additional disclosures.
The guidance is effective for the Company’s 2011 fiscal year. The Company adopted the provisions of this guidance at the
beginning of fiscal year 2011, and the adoption did not have a material impact on the Company’s financial statements.

Variable Interest Entities
In June 2009, the FASB issued guidance to revise the approach to determine when a variable interest entity (VIE) should be

consolidated. The new consolidation model for VIEs considers whether an entity has the power to direct the activities that most
significantly impact the VIE’s economic performance and shares in the significant risks and rewards of the VIE. The guidance on
VIEs requires companies to continually reassess VIEs to determine if consolidation is appropriate and provide additional
disclosures. The Company adopted the provisions of this guidance at the beginning of fiscal year 2011, and the adoption did not
have a material impact on the Company’s financial statements.

Employee Compensation – Retirement Benefits
In September 2006, the FASB issued guidance that requires recognition of the overfunded or underfunded status of defined

benefit pension and other postretirement plans as an asset or liability in the statement of financial position and changes in that
funded status to be recognized in comprehensive income in the year in which the changes occur. The guidance on retirement
benefits also requires measurement of the funded status of a plan as of the end of the fiscal year. The Company adopted the
recognition provision in fiscal year 2007 which resulted in a $261 million charge to accumulated other comprehensive income. The
Company adopted the measurement date provision by remeasuring plan assets and benefit obligations at the beginning of fiscal
2009. Adoption of the measurement date provisions resulted in a reduction of $35 million to retained earnings and a $100 million
benefit to accumulated other comprehensive income.

FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements made by or on
behalf of the Company. We may from time to time make written or oral statements that are “forward-looking,” including
statements contained in this report and other filings with the Securities and Exchange Commission and in reports to our
shareholders. Such statements may, for example, express expectations or projections about future actions that we may take,
including restructuring or strategic initiatives, or about developments beyond our control including changes in domestic or global
economic conditions. These statements are made on the basis of management’s views and assumptions as of the time the
statements are made and we undertake no obligation to update these statements. There can be no assurance, however, that our
expectations will necessarily come to pass. Significant factors affecting these expectations are set forth under Item 1A – Risk
Factors of this Report on Form 10-K.

ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company is exposed to the impact of interest rate changes, foreign currency fluctuations, commodity fluctuations and
changes in the market values of its investments.

Policies and Procedures

In the normal course of business, we employ established policies and procedures to manage the Company’s exposure to
changes in interest rates, foreign currencies, commodities, and the fair market value of certain investments in debt and equity
securities using a variety of financial instruments.
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Our objectives in managing exposure to interest rate changes are to limit the impact of interest rate volatility on earnings and
cash flows and to lower overall borrowing costs. To achieve these objectives, we primarily use interest rate swaps to manage net
exposure to interest rate changes related to the Company’s portfolio of borrowings. By policy, the Company targets fixed-rate debt
as a percentage of its net debt between minimum and maximum percentages.

Our objective in managing exposure to foreign currency fluctuations is to reduce volatility of earnings and cash flow in order to
allow management to focus on core business issues and challenges. Accordingly, the Company enters into various contracts that
change in value as foreign exchange rates change to protect the U.S. dollar equivalent value of its existing foreign currency assets,
liabilities, commitments, and forecasted foreign currency revenues and expenses. The Company utilizes option strategies and
forward contracts that provide for the purchase or sale of foreign currencies to hedge probable, but not firmly committed,
transactions. The Company also uses forward and option contracts to hedge foreign currency assets and liabilities. The principal
foreign currencies hedged are the Euro, British pound, Japanese yen, and Canadian dollar. Cross-currency swaps are used to
effectively convert foreign currency denominated borrowings to U.S. dollar denominated borrowings. By policy, the Company
maintains hedge coverage between minimum and maximum percentages of its forecasted foreign exchange exposures generally for
periods not to exceed four years. The gains and losses on these contracts offset changes in the U.S. dollar equivalent value of the
related exposures.

Our objectives in managing exposure to commodity fluctuations are to use commodity derivatives to reduce volatility of
earnings and cash flows arising from commodity price changes. The amounts hedged using commodity swap contracts are based
on forecasted levels of consumption of certain commodities, such as fuel oil and gasoline.

It is the Company’s policy to enter into foreign currency and interest rate derivative transactions and other financial instruments
only to the extent considered necessary to meet its objectives as stated above. The Company does not enter into these transactions
or any other hedging transactions for speculative purposes.

Value at Risk (VAR)

The Company utilizes a VAR model to estimate the maximum potential one-day loss in the fair value of its interest rate, foreign
exchange, and market sensitive equity financial instruments. The VAR model estimates were made assuming normal market
conditions and a 95% confidence level. Various modeling techniques can be used in a VAR computation. The Company’s
computations are based on the interrelationships between movements in various interest rates, currencies, and equity prices (a
variance/co-variance technique). These interrelationships were determined by observing interest rate, foreign currency, and equity
market changes over the preceding quarter for the calculation of VAR amounts at fiscal year end. The model includes all of the
Company’s debt as well as all interest rate and foreign exchange derivative contracts and market sensitive equity investments.
Forecasted transactions, firm commitments, and receivables and accounts payable denominated in foreign currencies, which certain
of these instruments are intended to hedge, were excluded from the model.

The VAR model is a risk analysis tool and does not purport to represent actual losses in fair value that will be incurred by the
Company, nor does it consider the potential effect of favorable changes in market factors.

VAR on a combined basis increased to $58 million at October 1, 2011 from $33 million at October 2, 2010. The increase in
VAR primarily reflected an increase in the amount of fixed rate debt during the year and higher volatility of interest rates.

The estimated maximum potential one-day loss in fair value, calculated using the VAR model, is as follows (unaudited, in
millions):

Fiscal Year 2011

Interest Rate
Sensitive
Financial

Instruments

Currency
Sensitive
Financial

Instruments

Equity Sensitive
Financial

Instruments
Combined
Portfolio

Year end VAR $34 $27 $7 $58
Average VAR $24 $27 $4 $44
Highest VAR $34 $34 $8 $58
Lowest VAR $15 $20 $1 $32
Beginning of year VAR (year end fiscal 2010) $19 $22 $1 $33

The VAR for Disneyland Paris and Hong Kong Disneyland Resort is immaterial as of October 1, 2011 and accordingly, has
been excluded from the above table.
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ITEM 8. Financial Statements and Supplementary Data

See Index to Financial Statements and Supplemental Data on page 58.

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

ITEM 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures to ensure that the information required to be disclosed by the Company
in the reports that it files or submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported
within the time periods specified in SEC rules and forms and that such information is accumulated and made known to the officers
who certify the Company’s financial reports and to other members of senior management and the Board of Directors as appropriate
to allow timely decisions regarding required disclosure.

Based on their evaluation as of October 1, 2011, the principal executive officer and principal financial officer of the Company
have concluded that the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934) are effective.

Management’s Report on Internal Control Over Financial Reporting

Management’s report set forth on page 59 is incorporated herein by reference.

Changes in Internal Controls

There have been no changes in our internal control over financial reporting during the fourth quarter of the fiscal year ended
October 1, 2011, that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

ITEM 9B. Other Information

None.
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PART III

ITEM 10. Directors, Executive Officers and Corporate Governance

Information regarding Section 16(a) compliance, the Audit Committee, the Company’s code of ethics, background of the
directors and director nominations appearing under the captions “Section 16(a) Beneficial Ownership Reporting Compliance,”
“Committees,” “Corporate Governance Guidelines and Code of Ethics”, “Director Selection Process” and “Election of Directors”
in the Company’s Proxy Statement for the 2012 annual meeting of Shareholders is hereby incorporated by reference.

Information regarding executive officers is included in Part I of this Form 10-K as permitted by General Instruction G(3).

ITEM 11. Executive Compensation

Information appearing under the captions “Board Compensation” and “Executive Compensation” in the 2012 Proxy Statement
(other than the “Compensation Committee Report,” which is deemed furnished herein by reference) is hereby incorporated by
reference.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Information setting forth the security ownership of certain beneficial owners and management appearing under the caption
“Stock Ownership” and information in the “Equity Compensation Plans” table appearing under the caption “Equity Compensation
Plans” in the 2012 Proxy Statement is hereby incorporated by reference.

ITEM 13. Certain Relationships and Related Transactions, and Director Independence

Information regarding certain related transactions appearing under the captions “Certain Relationships and Related Person
Transactions” and information regarding director independence appearing under the caption “Director Independence” in the 2012
Proxy Statement is hereby incorporated by reference.

ITEM 14. Principal Accountant Fees and Services

Information appearing under the captions “Auditor Fees and Services” and “Policy for Approval of Audit and Permitted
Non-Audit Services” in the 2012 Proxy Statement is hereby incorporated by reference.
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PART IV

ITEM 15. Exhibits and Financial Statement Schedules

(1) Financial Statements and Schedules

See Index to Financial Statements and Supplemental Data at page 58.

(2) Exhibits

The documents set forth below are filed herewith or incorporated herein by reference to the location indicated.

Exhibit Location

3.1 Restated Certificate of Incorporation of the Company Exhibit 3.1 to the Current Report on Form 8-K of the
Company dated March 10, 2010

3.2 Bylaws of the Company Exhibit 3.2 to the Current Report on Form 8-K of the
Company dated March 10, 2010

4.1 Four-Year Credit Agreement dated as of February 22,
2011

Exhibit 10.1 to the Current Report on Form 8-K of the
Company, filed February 25, 2011

4.2 Three-Year Credit Agreement dated as of February 22,
2010

Exhibit 10.1 to the Current Report on Form 8-K of the
Company filed February 25, 2010

4.3 Senior Debt Securities Indenture, dated as of
September 24, 2001, between the Company and Wells
Fargo Bank, N.A., as Trustee

Exhibit 4.1 to the Current Report on Form 8-K of the
Company, dated September 24, 2001

4.4 Other long-term borrowing instruments are omitted
pursuant to Item 601(b)(4)(iii) of Regulation S-K. The
Company undertakes to furnish copies of such
instruments to the Commission upon request

10.1 Amended and Restated Employment Agreement, dated
as of October 6, 2011, between the Company and Robert
A. Iger

Filed herewith

10.2 Employment Agreement, dated as of January 1, 2010
between the Company and James A. Rasulo

Exhibit 10.1 to the Current Report on Form 8-K of the
Company dated January 8, 2010

10.3 Amendment dated March 17, 2011, to the Amended and
Restated Employment Agreement, dated as of
January 1, 2010 between the Company and James A.
Rasulo

Exhibit 10.2 to the Current Report on Form 8-K of the
Company dated March 18, 2011

10.4 Employment Agreement, dated as of October 1, 2008
between the Company and Alan N. Braverman

Exhibit 10.1 to the Current Report on Form 8-K of the
Company dated October 8, 2008

10.5 Amendment dated March 17, 2011, to the Employment
Agreement, dated as of October 1, 2008 between the
Company and Alan N. Braverman

Exhibit 10.3 to the Current Report on Form 8-K of the
Company dated March 18, 2011

10.6 Employment Agreement dated as of October 1, 2008
between the Company and Kevin A. Mayer

Exhibit 10.2 to the Current Report on Form 8-K of the
Company dated October 8, 2008

10.7 Employment Agreement dated as of September 1, 2009
between the Company and Jayne Parker

Exhibit 10.5 to the Form 10-K of the Company for the
year ended October 3, 2009

10.8 Description of Directors Compensation Filed herewith

10.9 Amended and Restated Director’s Retirement Policy Exhibit 10.6 to the Form 10-Q of the Company for the
quarter ended January 2, 2010

10.10 Form of Indemnification Agreement for certain officers
and directors

Annex C to the Proxy Statement for the 1987 annual
meeting of DEI
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Exhibit Location

10.11 1995 Stock Option Plan for Non-Employee Directors Exhibit 20 to the Form S-8 Registration Statement (No.
33-57811) of DEI, dated Feb. 23, 1995

10.12 Amended and Restated 2002 Executive Performance
Plan

Exhibit 10.1 to the Current Report on Form 8-K of the
Company, filed March 12, 2009

10.13 Management Incentive Bonus Program The section of the Proxy Statement for the 2011 annual
meeting of the Company titled “Performance Based
Compensation”

10.14 Amended and Restated 1997 Non-Employee Directors
Stock and Deferred Compensation Plan

Annex II to the Proxy Statement for the 2003 annual
meeting of the Company

10.15 The Walt Disney Company/Pixar 1995 Stock Plan Exhibit 10.1 to the Form S-8 Registration Statement
(N0. 333-133840) of the Company dated May 5, 2006

10.16 Amended and Restated The Walt Disney Company/
Pixar 2004 Equity Incentive Plan

Exhibit 10.1 to the Current Report on Form 8-K of the
Company filed December 1, 2006

10.17 2011 Stock Incentive Plan Annex A to the Proxy Statement for the 2011 annual
meeting of the Company

10.18 The Amended and Restated The Walt Disney
Productions and Associated Companies Key Employees
Deferred Compensation and Retirement Plan

Exhibit 10.5 to the Form 10-Q of the Company for the
quarter ended April 2, 2011

10.19 Amended and Restated Benefit Equalization Plan of
ABC, Inc.

Exhibit 10.6 to the Form 10-Q of the Company for the
quarter ended April 2, 2011

10.20 Disney Key Employees Retirement Savings Plan Exhibit 10.1 to the Form 10-Q of the Company for the
quarter ended July 2, 2011

10.21 Group Personal Excess Liability Insurance Plan Exhibit 10(x) to the Form 10-K of the Company for the
period ended September 30, 1997

10.22 Family Income Assurance Plan (summary description) Exhibit 10(y) to the Form 10-K of the Company for the
period ended September 30, 1997

10.23 Amended and Restated Severance Pay Plan Exhibit 10.4 to the Form 10-Q of the Company for the
quarter ended December 27, 2008

10.24 Form of Restricted Stock Unit Award Agreement
(Time-Based Vesting)

Exhibit 10(aa) to the Form 10-K of the Company for the
period ended September 30, 2004

10.25 Form of Restricted Stock Unit Award Agreement
(Bonus Related)

Exhibit 10.3 to the Current Report on Form 8-K of the
Company filed December 15, 2006

10.26 Form of Performance-Based Stock Unit Award
Agreement (Section 162(m) Vesting Requirement)

Exhibit 10.2 to the Form 10-Q of the Company for the
quarter ended April 2, 2011

10.27 Form of Performance-Based Stock Unit Award Agreement
(Three-Year Vesting subject to Total Shareholder Return/
EPS Growth Tests/Section 162(m) Vesting Requirement)

Exhibit 10.3 to the Form 10-Q of the Company for the
quarter ended April 2, 2011

10.28 Form of Non-Qualified Stock Option Award Agreement Exhibit 10.4 to the Form 10-Q of the Company for the
quarter ended April 2, 2011

10.29 Form of Restricted Stock Unit Award Agreement in Lieu
of Equitable Adjustment

Exhibit 10.1 to the Form 10-Q of the Company for the
period ended June 30, 2007

10.30 Disney Savings and Investment Plan as Amended and
Restated Effective January 1, 2010

Exhibit 10.1 to the Form 10-Q of the Company for the
period ended July 3, 2010
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Exhibit Location

21 Subsidiaries of the Company Filed herewith

23 Consent of PricewaterhouseCoopers LLP Filed herewith

31(a) Rule 13a – 14(a) Certification of Chief Executive Officer
of the Company in accordance with Section 302 of the
Sarbanes-Oxley Act of 2002

Filed herewith

31(b) Rule 13a-14(a) Certification of Chief Financial Officer
of the Company in accordance with Section 302 of the
Sarbanes-Oxley Act of 2002

Filed herewith

32(a) Section 1350 Certification of Chief Executive Officer of
the Company in accordance with Section 906 of the
Sarbanes-Oxley Act of 2002*

Furnished herewith

32(b) Section 1350 Certification of Chief Financial Officer of
the Company in accordance with Section 906 of the
Sarbanes-Oxley Act of 2002*

Furnished herewith

101 The following materials from the Company’s Annual
Report on Form 10-K for the year ended October 1, 2011
formatted in Extensible Business Reporting Language
(XBRL): (i) the Consolidated Statements of Income, (ii)
the Consolidated Balance Sheets, (iii) the Consolidated
Statements of Cash Flows, (iv) the Consolidated
Statements of Shareholders’ Equity and (v) related notes

Filed herewith

* A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by
the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

THE WALT DISNEY COMPANY

(Registrant)
Date: November 23, 2011 By: /s/ ROBERT A. IGER

(Robert A. Iger,
President and Chief Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

Principal Executive Officer
/s/ ROBERT A. IGER

(Robert A. Iger)

President and Chief Executive Officer November 23, 2011

Principal Financial and Accounting Officers
/s/ JAMES A. RASULO

(James A. Rasulo)

Senior Executive Vice President
and Chief Financial Officer

November 23, 2011

/s/ BRENT A. WOODFORD

(Brent A. Woodford)

Senior Vice President-Planning
and Control

November 23, 2011

Directors
/s/ SUSAN E. ARNOLD

(Susan E. Arnold)

Director November 23, 2011

/s/ JOHN S. CHEN

(John S. Chen)

Director November 23, 2011

/s/ JUDITH L. ESTRIN

(Judith L. Estrin)

Director November 23, 2011

/s/ ROBERT A. IGER

(Robert A. Iger)

Director November 23, 2011

/s/ FRED H. LANGHAMMER

(Fred H. Langhammer)

Director November 23, 2011

/s/AYLWIN B. LEWIS

(Aylwin B. Lewis)

Director November 23, 2011

/s/MONICA C. LOZANO

(Monica C. Lozano)

Director November 23, 2011

/s/ROBERT W. MATSCHULLAT

(Robert W. Matschullat)

Director November 23, 2011

/s/JOHN E. PEPPER, JR.

(John E. Pepper, Jr.)

Chairman of the Board and Director November 23, 2011

/s/SHERYL SANDBERG

(Sheryl Sandberg)

Director November 23, 2011

/s/ORIN C. SMITH

(Orin C. Smith)

Director November 23, 2011
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is
defined in Exchange Act Rule 13a-15(f). The Company’s internal control over financial reporting includes those policies and
procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures
of the Company are being made only in accordance with authorizations of management and directors of the Company; and
(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
Company’s assets that could have a material effect on the financial statements.

Internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements prepared for external purposes in accordance with generally accepted
accounting principles. Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Under the supervision and with the participation of management, including our principal executive officer and principal
financial officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the
framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on our evaluation under the framework in Internal Control — Integrated Framework, management concluded
that our internal control over financial reporting was effective as of October 1, 2011.

The effectiveness of our internal control over financial reporting as of October 1, 2011 has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report which is included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of The Walt Disney Company

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, shareholders’
equity and cash flows present fairly, in all material respects, the financial position of The Walt Disney Company and its
subsidiaries (the Company) at October 1, 2011 and October 2, 2010, and the results of their operations and their cash flows for
each of the three years in the period ended October 1, 2011 in conformity with accounting principles generally accepted in the
United States of America. Also in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of October 1, 2011, based on criteria established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is responsible for
these financial statements, for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control
over Financial Reporting. Our responsibility is to express opinions on these financial statements and on the Company’s internal
control over financial reporting based on our integrated audits. We conducted our audits in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective internal
control over financial reporting was maintained in all material respects. Our audits of the financial statements included examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation. Our audit of
internal control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing
the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances.
We believe that our audits provide a reasonable basis for our opinions.

As discussed in Note 3 to the consolidated financial statements, the Company changed its method of accounting for pension and
other postretirement benefit plans in 2009.

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

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

PRICEWATERHOUSECOOPERS LLP

Los Angeles, California
November 23, 2011
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CONSOLIDATED STATEMENTS OF INCOME
(in millions, except per share data)

2011 2010 2009

Revenues $ 40,893 $ 38,063 $ 36,149

Costs and expenses (33,112) (31,337) (30,452)

Restructuring and impairment charges (55) (270) (492)

Other income 75 140 342

Net interest expense (343) (409) (466)

Equity in the income of investees 585 440 577

Income before income taxes 8,043 6,627 5,658

Income taxes (2,785) (2,314) (2,049)

Net Income 5,258 4,313 3,609

Less: Net Income attributable to noncontrolling interests (451) (350) (302)

Net Income attributable to The Walt Disney Company (Disney) $ 4,807 $ 3,963 $ 3,307

Earnings per share attributable to Disney:
Diluted $ 2.52 $ 2.03 $ 1.76

Basic $ 2.56 $ 2.07 $ 1.78

Weighted average number of common and common equivalent shares
outstanding:

Diluted 1,909 1,948 1,875

Basic 1,878 1,915 1,856

See Notes to Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

October 1,
2011

October 2,
2010

ASSETS
Current assets

Cash and cash equivalents $ 3,185 $ 2,722
Receivables 6,182 5,784
Inventories 1,595 1,442
Television costs 674 678
Deferred income taxes 1,487 1,018
Other current assets 634 581

Total current assets 13,757 12,225

Film and television costs 4,357 4,773
Investments 2,435 2,513
Parks, resorts and other property, at cost

Attractions, buildings and equipment 35,515 32,875
Accumulated depreciation (19,572) (18,373)

15,943 14,502
Projects in progress 2,625 2,180
Land 1,127 1,124

19,695 17,806

Intangible assets, net 5,121 5,081
Goodwill 24,145 24,100
Other assets 2,614 2,708

Total assets $ 72,124 $ 69,206

LIABILITIES AND EQUITY
Current liabilities

Accounts payable and other accrued liabilities $ 6,362 $ 6,109
Current portion of borrowings 3,055 2,350
Unearned royalties and other advances 2,671 2,541

Total current liabilities 12,088 11,000

Borrowings 10,922 10,130
Deferred income taxes 2,866 2,630
Other long-term liabilities 6,795 6,104
Commitments and contingencies (Note 15)
Equity

Preferred stock, $.01 par value
Authorized — 100 million shares, Issued — none — —

Common stock, $.01 par value
Authorized — 4.6 billion shares, Issued — 2.7 billion shares 30,296 28,736

Retained earnings 38,375 34,327
Accumulated other comprehensive loss (2,630) (1,881)

66,041 61,182
Treasury stock, at cost, 937.8 million shares at October 1, 2011 and 803.1 million

shares at October 2, 2010 (28,656) (23,663)

Total Disney Shareholder’s equity 37,385 37,519
Noncontrolling interests 2,068 1,823

Total Equity 39,453 39,342

Total liabilities and equity $ 72,124 $ 69,206

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

2011 2010 2009

OPERATING ACTIVITIES
Net income $ 5,258 $ 4,313 $ 3,609
Depreciation and amortization 1,841 1,713 1,631
Gains on dispositions (75) (118) (342)
Deferred income taxes 127 133 323
Equity in the income of investees (585) (440) (577)
Cash distributions received from equity investees 608 473 505
Net change in film and television costs 332 238 (43)
Equity-based compensation 423 391 361
Impairment charges 16 132 279
Other 188 9 29
Changes in operating assets and liabilities

Receivables (518) (686) 468
Inventories (199) (127) (117)
Other assets (189) 42 (565)
Accounts payable and other accrued liabilities (367) 649 (250)
Income taxes 134 (144) 8

Cash provided by operations 6,994 6,578 5,319

INVESTING ACTIVITIES
Investments in parks, resorts and other property (3,559) (2,110) (1,753)
Proceeds from dispositions 564 170 185
Acquisitions (184) (2,493) (176)
Other (107) (90) (11)

Cash used in investing activities (3,286) (4,523) (1,755)

FINANCING ACTIVITIES
Commercial paper borrowings, net 393 1,190 (1,985)
Borrowings 2,350 — 1,750
Reduction of borrowings (1,096) (1,371) (1,617)
Dividends (756) (653) (648)
Repurchases of common stock (4,993) (2,669) (138)
Proceeds from exercise of stock options 1,128 1,133 119
Other (259) (293) (592)

Cash used in financing activities (3,233) (2,663) (3,111)

Impact of exchange rates on cash and cash equivalents (12) (87) (37)

Increase/(decrease) in cash and cash equivalents 463 (695) 416
Cash and cash equivalents, beginning of year 2,722 3,417 3,001

Cash and cash equivalents, end of year $ 3,185 $ 2,722 $ 3,417

Supplemental disclosure of cash flow information:
Interest paid $ 377 $ 393 $ 485

Income taxes paid $ 2,341 $ 2,170 $ 1,609

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(in millions, except per share data)

Equity Attributable to Disney

Non-controlling
Interest Total EquityShares

Common
Stock

Retained
Earnings

Accumulated
Other

Comprehensive
Income
(Loss)

Treasury
Stock

Total
Disney
Equity

BALANCE AT SEPTEMBER 27, 2008 1,854 $26,546 $28,413 $ (81) $(22,555) $32,323 $1,344 $33,667

Net income — — 3,307 — — 3,307 302 3,609
Market value adjustments for investments and

hedges — — — (57) — (57) — (57)
Foreign currency translation and other — — — (33) — (33) (13) (46)
Pension and postretirement medical plan

adjustments:
Reclassification of prior gains to net income — — — (4) — (4) — (4)
Net actuarial loss — — — (1,569) — (1,569) — (1,569)

Comprehensive income 1,644 289 1,933
Adoption of new pension and postretirement

medical plan measurement date and other (net
of tax of $37 million) — — (32) 100 — 68 — 68

Equity compensation activity 12 485 — — — 485 — 485
Common stock repurchases (5) — — — (138) (138) — (138)
Dividends — 7 (655) — — (648) — (648)
Acquisition of Jetix — — — — — — (86) (86)
Distributions and other (253) (253)
Conversion of HKDL loan to equity — — — — — — 397 397

BALANCE AT OCTOBER 3, 2009 1,861 $ 27,038 $31,033 $ (1,644) $(22,693) $33,734 $1,691 $35,425

Net income — — 3,963 — — 3,963 350 4,313
Market value adjustments for investments and

hedges — — — (113) — (113) — (113)
Foreign currency translation and other — — — (25) — (25) (12) (37)
Pension and postretirement medical plan

adjustments:
Reclassification of prior net losses to net

income — — — 109 — 109 — 109
Net actuarial loss — — — (208) — (208) — (208)

Comprehensive income 3,726 338 4,064
Equity compensation activity 54 1,498 — — — 1,498 — 1,498
Acquisition of Marvel 59 188 — — 1,699 1,887 90 1,977
Common stock repurchases (80) — — — (2,669) (2,669) — (2,669)
Dividends — 9 (662) — — (653) — (653)
Distributions and other — 3 (7) — — (4) (296) (300)

BALANCE AT OCTOBER 2, 2010 1,894 $ 28,736 $34,327 $ (1,881) $(23,663) $37,519 $1,823 $39,342

Net income — — 4,807 — — 4,807 451 5,258
Market value adjustments for investments and

hedges — — — 47 — 47 — 47
Foreign currency translation and other — — — (37) — (37) 10 (27)
Pension and postretirement medical plan

adjustments:
Reclassification of prior net losses to net

income — — — 156 — 156 — 156
Net actuarial loss — — — (915) — (915) — (915)

Comprehensive income — — — — — 4,058 461 4,519
Equity compensation activity 49 1,548 — — — 1,548 — 1,548
Common stock repurchases (135) — — — (4,993) (4,993) — (4,993)
Dividends — 10 (766) — — (756) — (756)
Distributions and other — 2 7 — — 9 (216) (207)

BALANCE AT OCTOBER 1, 2011 1,808 $ 30,296 $38,375 $(2,630) $(28,656) $37,385 $2,068 $39,453

See Notes to Consolidated Financial Statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular dollars in millions, except per share amounts)

1 Description of the Business and Segment Information

The Walt Disney Company, together with the subsidiaries through which businesses are conducted (the Company), is a
diversified worldwide entertainment company with operations in the following business segments: Media Networks, Parks and
Resorts, Studio Entertainment, Consumer Products and Interactive Media.

DESCRIPTION OF THE BUSINESS

Media Networks
The Company operates through consolidated subsidiaries the ESPN, Disney Channels Worldwide, ABC Family and SOAPnet

cable television networks. The Company also operates the ABC Television Network and eight owned television stations, as well as
the ESPN Radio Network and Radio Disney Network (the Radio Networks) and 35 owned and operated radio stations. Both the
ABC Television Network and Radio Networks have affiliated stations providing coverage to households throughout the United
States. The Company also produces original television programming for network, first-run syndication, pay, and international
television markets, along with original animated television programming for network, pay, and international syndication markets.
The Company has interests in joint ventures that operate programming services and are accounted for under the equity method
including AETN/Lifetime. Additionally, the Company operates ABC-, ESPN-, ABC Family- and SOAPnet-branded internet
businesses.

Parks and Resorts
The Company owns and operates the Walt Disney World Resort in Florida and the Disneyland Resort in California. The Walt

Disney World Resort includes four theme parks (the Magic Kingdom, Epcot, Disney’s Hollywood Studios, and Disney’s Animal
Kingdom), 17 resort hotels, a retail, dining, and entertainment complex, a sports complex, conference centers, campgrounds, water
parks, and other recreational facilities. The Disneyland Resort includes two theme parks (Disneyland and Disney California
Adventure), three resort hotels, and a retail, dining and entertainment complex. Internationally, the Company manages and has an
effective 51% ownership interest in Disneyland Paris, which includes two theme parks (Disneyland Park and Walt Disney Studios
Park), seven themed hotels, two convention centers, a shopping, dining and entertainment complex, and a 27-hole golf facility. The
Company manages and has a 47% ownership interest in Hong Kong Disneyland Resort, which includes one theme park and two
resort hotels. The Company has a majority stake in the management company and 43% ownership of Shanghai Disney Resort,
which is currently under construction. The Company also earns royalties on revenues generated by the Tokyo Disneyland Resort,
which includes two theme parks and three Disney-branded hotels, and is owned and operated by an unrelated Japanese corporation.
The Company also manages and markets vacation club ownership interests through the Disney Vacation Club, operates the Disney
Cruise Line, the Adventures by Disney guided group vacations business and the newly opened Aulani, a mixed-use Disney Resort
and Spa in Hawaii. The Company’s Walt Disney Imagineering unit designs and develops theme park concepts and attractions, as
well as resort properties.

Studio Entertainment
The Company produces and acquires live-action and animated motion pictures for worldwide distribution to the theatrical,

home entertainment, and television markets. The Company distributes these products through its own distribution and marketing
companies in the United States and both directly and through independent companies and joint ventures in foreign markets
primarily under the Walt Disney Pictures, Touchstone Pictures, Pixar, Marvel, and Disneynature banners. We also distribute
certain motion pictures for DreamWorks under the Touchstone Pictures banner. The Company also produces stage plays, musical
recordings and live entertainment events.

Consumer Products
The Company licenses trade names, characters and visual and literary properties to various manufacturers, retailers, show

promoters, and publishers throughout the world. The Company also engages in retail and online distribution of products through
The Disney Store and DisneyStore.com. The Disney Store is owned and operated in Europe, North America and Japan. The
Company publishes entertainment and educational books and magazines and comic books for children and families and operates
English language learning centers in China.

Disney Interactive Media Group
The Company creates and delivers branded entertainment and lifestyle content across interactive media platforms. The primary

operating businesses are Games which produces and distributes console, online and mobile games, and Online which develops
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branded online services in the United States and internationally. The Interactive Media Group also manages the Disney-branded
mobile phone business in Japan which provides mobile phone service and downloadable content to consumers. Certain properties
are also licensed to third-party video game publishers.

SEGMENT INFORMATION

The operating segments reported below are the segments of the Company for which separate financial information is available
and for which segment results are evaluated regularly by the Chief Executive Officer in deciding how to allocate resources and in
assessing performance.

Segment operating results reflect earnings before corporate and unallocated shared expenses, restructuring and impairment
charges, other income (expense), net interest expense, income taxes, and noncontrolling interests. Segment operating income
includes equity in the income of investees. Equity investees consist primarily of AETN/Lifetime, which is a cable business
included in the Media Networks segment. Corporate and unallocated shared expenses principally consist of corporate functions,
executive management, and certain unallocated administrative support functions.

Equity in the income of investees by segment is as follows:

2011 2010 2009

Media Networks (1) $ 584 $ 438 $ 567
Studio Entertainment — — (4)
Consumer Products — — 2
Interactive Media — — 2
Corporate 1 2 10

$ 585 $ 440 $ 577

(1) Substantially all of these amounts relate to investments at Cable Networks.

Beginning fiscal 2011, the Company made changes to certain transfer pricing arrangements between its business units. The
most significant change was to the allocation of home video revenue and distribution costs between the Media Networks and
Studio Entertainment segments for home video titles produced by the Media Networks segment and distributed by the Studio
Entertainment segment. These changes will generally result in higher revenues, expenses and operating income at our Media
Networks segment with offsetting declines at our Studio Entertainment segment.
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The following segment results include allocations of certain costs, including information technology, pension, legal, and other
shared services costs, which are allocated based on metrics designed to correlate with consumption. These allocations are agreed-
upon amounts between the businesses and may differ from amounts that would be negotiated in arm’s length transactions. In
addition, all significant intersegment transactions have been eliminated except that Studio Entertainment revenues and operating
income include an allocation of Consumer Products and Interactive Media revenues, which is meant to reflect royalties on sales of
merchandise based on certain Studio film properties.

2011 2010 2009

Revenues
Media Networks $ 18,714 $ 17,162 $ 16,209
Parks and Resorts 11,797 10,761 10,667
Studio Entertainment

Third parties 6,061 6,495 6,016
Intersegment 290 206 120

6,351 6,701 6,136

Consumer Products
Third parties 3,335 2,876 2,533
Intersegment (286) (198) (108)

3,049 2,678 2,425

Interactive Media
Third parties 986 769 724
Intersegment (4) (8) (12)

982 761 712

Total consolidated revenues $ 40,893 $ 38,063 $ 36,149

Segment operating income (loss)
Media Networks $ 6,146 $ 5,132 $ 4,765
Parks and Resorts 1,553 1,318 1,418
Studio Entertainment 618 693 175
Consumer Products 816 677 609
Interactive Media (308) (234) (295)

Total segment operating income $ 8,825 $ 7,586 $ 6,672

Reconciliation of segment operating income to
income before income taxes
Segment operating income $ 8,825 $ 7,586 $ 6,672
Corporate and unallocated shared expenses (459) (420) (398)
Restructuring and impairment charges (55) (270) (492)
Other income 75 140 342
Net interest expense (343) (409) (466)

Income before income taxes $ 8,043 $ 6,627 $ 5,658

Capital expenditures
Media Networks

Cable Networks $ 179 $ 132 $ 151
Broadcasting 128 92 143

Parks and Resorts
Domestic 2,294 1,295 1,039
International 429 238 143

Studio Entertainment 118 102 135
Consumer Products 115 97 46
Interactive Media 21 17 21
Corporate 275 137 75

Total capital expenditures $ 3,559 $ 2,110 $ 1,753
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2011 2010 2009

Depreciation expense
Media Networks $ 229 $ 213 $ 197
Parks and Resorts

Domestic 842 807 822
International 323 332 326

Studio Entertainment 53 56 50
Consumer Products 48 33 29
Interactive Media 16 19 28
Corporate 148 142 128

Total depreciation expense $ 1,659 $ 1,602 $ 1,580

Amortization of intangible assets
Media Networks $ 8 $ 9 $ 9
Parks and Resorts — — —
Studio Entertainment 79 33 10
Consumer Products 57 45 10
Interactive Media 38 24 22
Corporate — — —

Total amortization of intangible assets $ 182 $ 111 $ 51

Identifiable assets (1) (2)

Media Networks $ 27,244 $ 27,112
Parks and Resorts 19,530 17,529
Studio Entertainment 12,221 12,742
Consumer Products 4,992 4,786
Interactive Media 1,801 1,756
Corporate (3) 6,336 5,281

Total consolidated assets $ 72,124 $ 69,206

Supplemental revenue data
Media Networks

Advertising (4) $ 7,668 $ 7,099 $ 6,624
Affiliate Fees 8,790 8,082 7,407

Parks and Resorts
Merchandise, food and beverage 3,738 3,457 3,445
Admissions 3,870 3,504 3,403

Revenues
United States and Canada $ 30,848 $ 28,279 $ 27,508
Europe 6,455 6,550 6,012
Asia Pacific 2,517 2,320 1,860
Latin America and Other 1,073 914 769

$ 40,893 $ 38,063 $ 36,149

Segment operating income
United States and Canada $ 6,388 $ 5,474 $ 4,923
Europe 1,517 1,275 1,158
Asia Pacific 627 620 430
Latin America and Other 293 217 161

$ 8,825 $ 7,586 $ 6,672
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2011 2010

Long-lived assets (5)

United States and Canada $ 47,124 $ 47,766
Europe 6,458 5,090
Asia Pacific 2,037 1,828
Latin America and Other 267 237

$ 55,886 $ 54,921

(1) Identifiable assets include amounts associated with equity method investments. Equity method investments by segment are as follows:

2011 2010

Media Networks $ 2,044 $ 2,103
Studio Entertainment 2 2
Interactive Media 4 10
Consumer Products 1 —
Corporate 1 8

$ 2,052 $ 2,123

(2) Goodwill and intangible assets by segment are as follows:

2011 2010

Media Networks $ 17,421 $ 17,442
Parks and Resorts 172 171
Studio Entertainment 6,498 6,416
Consumer Products 3,715 3,699
Interactive Media 1,330 1,323
Corporate 130 130

$ 29,266 $ 29,181

(3) Primarily fixed assets, deferred tax assets, cash and cash equivalents.

(4) Advertising revenue includes amounts reported in Interactive Media.

(5) Long-lived assets include total assets less current assets, long-term receivables, deferred taxes, financial investments and derivatives
recorded in other non-current assets.

2 Summary of Significant Accounting Policies

Principles of Consolidation
The consolidated financial statements of the Company include the accounts of The Walt Disney Company and its majority-

owned and controlled subsidiaries. Intercompany accounts and transactions have been eliminated in consolidation. In December
1999, DVD Financing, Inc. (DFI), a subsidiary of Disney Vacation Development, Inc. and an indirect subsidiary of the Company,
completed a receivables sale transaction that established a facility that permitted DFI to sell receivables arising from the sale of
vacation club memberships on a periodic basis. In connection with this facility, DFI prepares separate financial statements,
although its separate assets and liabilities are also consolidated in these financial statements. DFI’s ability to sell new receivables
under this facility ended on December 4, 2008. (See Note 16 for further discussion of this facility)

The Company enters into relationships or investments with other entities, and in certain instances, the entity in which the
Company has a relationship or investment may qualify as a variable interest entity (“VIE”). A VIE is consolidated in the financial
statements if the Company has the power to direct activities that most significantly impact the economic performance of the VIE
and has the obligation to absorb losses or the right to receive benefits from the VIE that could potentially be significant to the VIE.
Disneyland Paris, Hong Kong Disneyland Resort and Shanghai Disney Resort are VIEs, and given the nature of the Company’s
relationships with these entities, which include management agreements, the Company has consolidated Disneyland Paris, Hong
Kong Disneyland Resort and Shanghai Disney Resort in its financial statements.

69



Reporting Period
The Company’s fiscal year ends on the Saturday closest to September 30 and consists of fifty-two weeks with the exception

that approximately every six years, we have a fifty-three week year. When a fifty-three week year occurs, the Company reports the
additional week in the fourth quarter. Fiscal 2009 was a fifty-three week year beginning on September 28, 2008 and ending on
October 3, 2009.

Reclassifications
Certain reclassifications have been made in the fiscal 2010 and fiscal 2009 financial statements and notes to conform to the

fiscal 2011 presentation.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires management to

make estimates and assumptions that affect the amounts reported in the financial statements and footnotes thereto. Actual results
may differ from those estimates.

Revenue Recognition
Broadcast advertising revenues are recognized when commercials are aired. Revenues from television subscription services

related to the Company’s primary cable programming services are recognized as services are provided. Certain of the Company’s
contracts with cable and satellite operators include annual live programming commitments. In these cases, recognition of revenues
subject to the commitments is deferred until the annual commitments are satisfied, which generally results in higher revenue
recognition in the second half of the year.

Revenues from advance theme park ticket sales are recognized when the tickets are used. For non-expiring, multi-day tickets,
revenues are recognized over a four-year time period based on estimated usage, which is derived from historical usage patterns.

Revenues from the theatrical distribution of motion pictures are recognized when motion pictures are exhibited. Revenues from
DVD and video game sales, net of anticipated returns and customer incentives, are recognized on the date that video units are made
available for sale by retailers. Revenues from the licensing of feature films and television programming are recorded when the
content is available for telecast by the licensee and when certain other conditions are met.

Merchandise licensing advances and guarantee royalty payments are recognized based on the contractual royalty rate when the
licensed product is sold by the licensee. Non-refundable advances and minimum guarantee royalty payments in excess of royalties
earned are generally recognized as revenue at the end of the contract term.

Revenues from our internet and mobile operations are recognized as services are rendered. Advertising revenues at our internet
operations are recognized when advertisements are viewed online.

Taxes collected from customers and remitted to governmental authorities are presented in the Consolidated Statements of
Income on a net basis.

Allowance for Doubtful Accounts
The Company maintains an allowance for doubtful accounts to reserve for potentially uncollectible receivables. The allowance

for doubtful accounts is estimated based on our analysis of trends in overall receivables aging, specific identification of certain
receivables that are at risk of not being paid, past collection experience and current economic trends. In times of domestic or global
economic turmoil, the Company’s estimates and judgments with respect to the collectability of its receivables are subject to greater
uncertainty than in more stable periods.

Advertising Expense
Advertising costs are expensed as incurred. Advertising expense for fiscal 2011, 2010, and 2009 was $2.8 billion, $2.6 billion,

and $2.7 billion, respectively.

Cash and Cash Equivalents
Cash and cash equivalents consist of cash on hand and marketable securities with original maturities of three months or less.

Investments
Debt securities that the Company has the positive intent and ability to hold to maturity are classified as “held-to-maturity” and

reported at amortized cost. Debt securities not classified as held-to-maturity and marketable equity securities are classified as either
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“trading” or “available-for-sale”. Trading and available-for-sale securities are recorded at fair value with unrealized gains and
losses included in earnings or accumulated other comprehensive income/(loss), respectively. All other equity securities are
accounted for using either the cost method or the equity method.

The Company regularly reviews its investments to determine whether a decline in fair value below the cost basis is other than
temporary. If the decline in fair value is determined to be other than temporary, the cost basis of the investment is written down to
fair value.

Translation Policy
The U.S. dollar is the functional currency for the majority of our international operations. The local currency is the functional

currency for Disneyland Paris, Hong Kong Disneyland Resort, Shanghai Disney Resort and international locations of The Disney
Stores.

For U.S. dollar functional currency locations, foreign currency assets and liabilities are remeasured into U.S. dollars at
end-of-period exchange rates, except for nonmonetary balance sheet accounts, which are remeasured at historical exchange rates.
Revenue and expenses are remeasured at average exchange rates in effect during each period, except for those expenses related to
the non-monetary balance sheet amounts, which are remeasured at historical exchange rates. Gains or losses from foreign currency
remeasurement are included in income.

For local currency functional locations, assets and liabilities are translated at end-of-period rates while revenues and expenses
are translated at average rates in effect during the period. Equity is translated at historical rates and the resulting cumulative
translation adjustments are included as a component of accumulated other comprehensive income/(loss).

Inventories
Inventory primarily includes vacation timeshare units, merchandise, materials, and supplies. Carrying amounts of vacation

ownership units are recorded at the lower of cost or net realizable value. Carrying amounts of merchandise, materials, and supplies
inventories are generally determined on a moving average cost basis and are recorded at the lower of cost or market.

Film and Television Costs
Film and television costs include capitalizable production costs, production overhead, interest, development costs, and acquired

production costs and are stated at the lower of cost, less accumulated amortization, or fair value. Acquired programming costs for
the Company’s television and cable networks are stated at the lower of cost, less accumulated amortization, or net realizable value.
Acquired television broadcast program licenses and rights are recorded when the license period begins and the program is available
for use. Marketing, distribution, and general and administrative costs are expensed as incurred.

Film and television production, participation and residual costs are expensed over the applicable product life cycle based upon
the ratio of the current period’s revenues to estimated remaining total revenues (Ultimate Revenues) for each production. For film
productions, Ultimate Revenues include revenues from all sources that will be earned within ten years from the date of the initial
theatrical release. For television series, Ultimate Revenues include revenues that will be earned within ten years from delivery of
the first episode, or if still in production, five years from delivery of the most recent episode, if later. For acquired film libraries,
remaining revenues include amounts to be earned for up to twenty years from the date of acquisition. Costs of film and television
productions are subject to regular recoverability assessments which compare the estimated fair values with the unamortized costs.
The amount by which the unamortized costs of film and television productions exceed their estimated fair values is written off.
Film development costs for projects that have been abandoned or have not been set for production within three years are generally
written off.

The costs of television broadcast rights for acquired movies, series and other programs are expensed based on the number of
times the program is expected to be aired or on a straight-line basis over the useful life, as appropriate. Rights costs for multi-year
sports programming arrangements are amortized during the applicable seasons based on the estimated relative value of each year in
the arrangement. The estimated values of each year are based on our projections of revenues over the contract period which include
advertising revenue and an allocation of affiliate revenue. If the annual contractual payments related to each season approximate
each season’s relative value, we expense the related contractual payments during the applicable season. Individual programs are
written off when there are no plans to air or sublicense the program.

The net realizable values of network television broadcast program licenses and rights are reviewed using a daypart
methodology. A daypart is defined as an aggregation of programs broadcast during a particular time of day or programs of a
similar type. The Company’s dayparts are: daytime, late night, primetime, news, children, and sports (includes network and cable).
The net realizable values of other cable programming assets are reviewed on an aggregated basis for each cable channel.
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Internal-Use Software Costs
The Company expenses costs incurred in the preliminary project stage of developing or acquiring internal use software, such as

research and feasibility studies, as well as costs incurred in the post-implementation/operational stage, such as maintenance and
training. Capitalization of software development costs occurs only after the preliminary-project stage is complete, management
authorizes the project, and it is probable that the project will be completed and the software will be used for the function intended.
As of October 1, 2011 and October 2, 2010, capitalized software costs, net of accumulated depreciation, totaled $486 million and
$476 million, respectively. The capitalized costs are amortized on a straight-line basis over the estimated useful life of the
software, ranging from 3-10 years.

Software Product Development Costs
Software product development costs incurred prior to reaching technological feasibility are expensed. We have determined that

technological feasibility of our video game software is generally not established until substantially all product development is
complete.

Parks, Resorts and Other Property
Parks, resorts, and other property are carried at historical cost. Depreciation is computed on the straight-line method over

estimated useful lives as follows:

Attractions 25 – 40 years
Buildings and improvements 20 – 40 years
Leasehold improvements Life of lease or asset life if less
Land improvements 20 – 40 years
Furniture, fixtures and equipment 3 – 25 years

Goodwill, Other Intangible Assets and Long-Lived Assets
The Company is required to test goodwill and other indefinite-lived intangible assets for impairment on an annual basis and if

current events or circumstances require, on an interim basis. Goodwill is allocated to various reporting units, which are generally
an operating segment or one level below the operating segment. The Company compares the fair value of each reporting unit to its
carrying amount to determine if there is potential goodwill impairment. If the fair value of a reporting unit is less than its carrying
value, an impairment loss is recorded to the extent that the fair value of the goodwill within the reporting unit is less than the
carrying value of the goodwill.

To determine the fair value of our reporting units, we generally use a present value technique (discounted cash flow)
corroborated by market multiples when available and as appropriate. We apply what we believe to be the most appropriate
valuation methodology for each of our reporting units. We include in the projected cash flows an estimate of the revenue we
believe the reporting unit would receive if the intellectual property developed by the reporting unit that is being used by other
reporting units was licensed to an unrelated third party at its fair market value. These amounts are not necessarily the same as those
included in segment operating results.

In times of adverse economic conditions in the global economy, the Company’s long-term cash flow projections are subject to a
greater degree of uncertainty than usual. If we had established different reporting units or utilized different valuation
methodologies or assumptions, the impairment test results could differ, and we could be required to record impairment charges.

The Company is required to compare the fair values of other indefinite-lived intangible assets to their carrying amounts. If the
carrying amount of an indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized. Fair values of other
indefinite-lived intangible assets are determined based on discounted cash flows or appraised values, as appropriate.

The Company tests long-lived assets, including amortizable intangible assets, for impairment whenever events or changes in
circumstances (triggering events) indicate that the carrying amount may not be recoverable. Once a triggering event has occurred,
the impairment test employed is based on whether the intent is to hold the asset for continued use or to hold the asset for sale. The
impairment test for assets held for use requires a comparison of cash flows expected to be generated over the useful life of an asset
group against the carrying value of the asset group. An asset group is established by identifying the lowest level of cash flows
generated by a group of assets that are largely independent of the cash flows of other assets and could include assets used across
multiple businesses or segments. If the carrying value of the asset group exceeds the estimated undiscounted future cash flows, an
impairment would be measured as the difference between the fair value of the group’s long-lived assets and the carrying value of
the group’s long-lived assets. The impairment is allocated to the long-lived assets of the group on a pro rata basis using the relative
carrying amount, but only to the extent the carrying value of each asset is above its fair value. For assets held for sale, to the extent
the carrying value is greater than the asset’s fair value less costs to sell, an impairment loss is recognized for the difference.
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During fiscal years 2011 and 2010, the Company tested its goodwill and other intangible assets for impairment, and the
impairment charges recorded were not material. During fiscal year 2009, the Company recorded an impairment charge of $142
million related to FCC radio licenses and a goodwill impairment charge totaling $29 million. The FCC radio license impairment
charges reflected overall market declines in certain radio markets in which we operate. The FCC radio license and goodwill
impairment charges, which were determined based on a discounted cash flow model, were recorded in “Restructuring and
impairment charges” in the Consolidated Statements of Income.

Amortizable intangible assets are generally amortized on a straight-line basis over periods up to 40 years. The costs to
periodically renew our intangible assets are expensed as incurred. The Company has determined that there are currently no legal,
competitive, economic or other factors that materially limit the useful life of our FCC licenses and trademarks.

The Company expects its aggregate annual amortization expense for existing amortizable intangible assets for fiscal years 2012
through 2016 to be as follows:

2012 $ 176
2013 156
2014 119
2015 110
2016 106

Risk Management Contracts
In the normal course of business, the Company employs a variety of financial instruments to manage its exposure to

fluctuations in interest rates, foreign currency exchange rates, and investments in equity and debt securities, including interest rate
and cross-currency swap agreements, and forward and option contracts.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk
management objectives and strategies for undertaking various hedge transactions. There are two types of derivatives into which the
Company enters: hedges of fair value exposure and hedges of cash flow exposure. Hedges of fair value exposure are entered into in
order to hedge the fair value of a recognized asset, liability, or a firm commitment. Hedges of cash flow exposure are entered into
in order to hedge a forecasted transaction (e.g. forecasted revenue) or the variability of cash flows to be paid or received, related to
a recognized liability or asset (e.g. floating rate debt).

The Company designates and assigns the financial instruments as hedges of forecasted transactions, specific assets or specific
liabilities. When hedged assets or liabilities are sold or extinguished or the forecasted transactions being hedged are no longer
expected to occur, the Company recognizes the gain or loss on the designated hedging instruments.

Option premiums and unrealized gains on forward contracts and the accrued differential for interest rate and cross-currency
swaps to be received under the agreements are recorded on the balance sheet as other assets. Unrealized losses on forward contracts
and the accrued differential for interest rate and cross-currency swaps to be paid under the agreements are included in liabilities.
Realized gains and losses from hedges are classified in the income statement consistent with the accounting treatment of the items
being hedged. The Company accrues the differential for interest rate and cross-currency swaps to be paid or received under the
agreements as interest rates and exchange rates change as adjustments to interest expense over the lives of the swaps. Gains and
losses on the termination of effective swap agreements, prior to their original maturity, are deferred and amortized to interest
expense over the remaining term of the underlying hedged transactions.

The Company enters into risk management contracts that are not designated as hedges and do not qualify for hedge accounting.
These contracts are intended to offset certain economic exposures of the Company and are carried at market value with any
changes in value recorded in earnings. Cash flows from hedging activities are classified in the Consolidated Statements of Cash
Flows under the same category as the cash flows from the related assets, liabilities or forecasted transactions (see Notes 9 and 17).

Income Taxes
The Company accounts for current and deferred income taxes. Deferred income tax assets and liabilities are recorded with

respect to temporary differences in the accounting treatment of items for financial reporting purposes and for income tax purposes.
Where, based on the weight of all available evidence, it is more likely than not that some amount of recorded deferred tax assets
will not be realized, a valuation allowance is established for the amount that, in management’s judgment, is sufficient to reduce the
deferred tax asset to an amount that is more likely than not to be realized.
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A tax position must meet a minimum probability threshold before a financial statement benefit is recognized. The minimum
threshold is defined as a tax position that is more likely than not to be sustained upon examination by the applicable taxing
authority, including resolution of any related appeals or litigation processes, based on the technical merits of the position. The tax
benefit to be recognized is measured as the largest amount of benefit that is greater than fifty percent likely of being realized upon
ultimate settlement.

Earnings Per Share
The Company presents both basic and diluted earnings per share (EPS) amounts. Basic EPS is calculated by dividing net

income attributable to Disney by the weighted average number of common shares outstanding during the year. Diluted EPS is
based upon the weighted average number of common and common equivalent shares outstanding during the year, which is
calculated using the treasury-stock method for equity-based awards (Awards). Common equivalent shares are excluded from the
computation in periods for which they have an anti-dilutive effect. Stock options for which the exercise price exceeds the average
market price over the period are anti-dilutive and, accordingly, are excluded from the calculation.

A reconciliation of the weighted average number of common and common equivalent shares outstanding and the number of
Awards excluded from the diluted earnings per share calculation, as they were anti-dilutive, are as follows:

2011 2010 2009

Weighted average number of common shares outstanding (basic) 1,878 1,915 1,856
Weighted average dilutive impact of Awards 31 33 19

Weighted average number of common and common equivalent shares outstanding
(diluted) 1,909 1,948 1,875

Awards excluded from diluted earnings per share 8 37 145

3 New Accounting Pronouncements

Revenue Arrangements with Multiple Deliverables
In October 2009, the Financial Accounting Standards Board (FASB) issued guidance on revenue arrangements with multiple

deliverables effective for the Company’s 2011 fiscal year. The guidance revises the criteria for separating, measuring, and
allocating arrangement consideration to each deliverable in a multiple element arrangement. The guidance requires companies to
allocate revenue using the relative selling price of each deliverable, which must be estimated if the company does not have a
history of selling the deliverable on a stand-alone basis or third-party evidence of selling price. The Company adopted the
provisions of this guidance at the beginning of fiscal year 2011, and the adoption did not have a material impact on the Company’s
financial statements.

Transfers and Servicing of Financial Assets
In June 2009, the FASB issued guidance on transfers and servicing of financial assets to eliminate the concept of a qualifying

special-purpose entity, change the requirements for off balance sheet accounting for financial assets including limiting the
circumstances where off balance sheet treatment for a portion of a financial asset is allowable, and require additional disclosures.
The Company adopted the provisions of this guidance at the beginning of fiscal year 2011, and the adoption did not have a material
impact on the Company’s financial statements.

Variable Interest Entities
In June 2009, the FASB issued guidance to revise the approach to determine when a variable interest entity (VIE) should be

consolidated. The new consolidation model for VIEs considers whether an entity has the power to direct the activities that most
significantly impact a VIE’s economic performance and shares in the significant risks and rewards of the VIE. The guidance on
VIEs requires companies to continually reassess VIEs to determine if consolidation is appropriate and provide additional
disclosures. The Company adopted the provisions of this guidance at the beginning of fiscal year 2011, and the adoption did not
have a material impact on the Company’s financial statements.

Employee Compensation – Retirement Benefits
In September 2006, the FASB issued guidance that requires recognition of the overfunded or underfunded status of defined

benefit pension and other postretirement plans as an asset or liability in the statement of financial position and changes in that
funded status to be recognized in comprehensive income in the year in which the changes occur. The guidance on retirement
benefits also requires measurement of the funded status of a plan as of the end of the fiscal year. The Company adopted the
recognition provision in fiscal year 2007 which resulted in a $261 million charge to accumulated other comprehensive income.
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The Company adopted the measurement date provision by remeasuring plan assets and benefit obligations at the beginning of
fiscal 2009. Adoption of the measurement date provisions resulted in a reduction of $35 million to retained earnings and a $100
million benefit to accumulated other comprehensive income.

Key assumptions used for the measurement of pension and postretirement medical plans at the beginning of fiscal 2009 were
7.80% for the discount rate, 7.50% for the rate of return on plan assets, and 5.00% for salary increases. Based on this measurement
of plan assets and benefit obligations, pension and postretirement medical costs for fiscal 2009 were $214 million.

4 Acquisitions

UTH Russia Limited
On November 18, 2011, the Company acquired a 49% ownership interest in the Seven TV network from UTH Russia Limited

(UTH) for $300 million. The Seven TV network will be converted to an ad-supported, free-to-air Disney Channel in Russia.

UTV
On May 9, 2008, the Company acquired a 24% interest (bringing its undiluted interest to 37%) in UTV Software Communications

Limited (UTV), a media company headquartered and publicly traded in India, for approximately $197 million. In accordance with
Indian securities regulations, the Company was required to make an open tender offer to purchase up to an additional 23% of UTV’s
publicly traded voting shares for a price equivalent to the May 9th, 2008 Indian rupee purchase price. In November 2008, the
Company completed the open offer and acquired an incremental 23% of UTV’s voting shares for approximately $138 million bringing
its undiluted interest to 60%. UTV’s founder has a four-year option which expires in November 2012 to buy all or a portion of the
shares acquired by the Company during the open-offer period at a price no less than the Company’s open-offer price. The Company
does not have the right to vote the shares subject to the option until the expiration of the option and accordingly the Company’s
ownership interest in voting shares was 48%. In January 2010, UTV issued additional shares in exchange for the outstanding
noncontrolling interest of one of its subsidiaries diluting the Company’s direct interest in UTV to 50% (39% voting interest).

In fiscal 2009, the Company wrote down its investment in UTV to fair value and recorded non-cash impairment charges totaling
$65 million. The fair value of the Company’s investment in UTV was estimated based on the Company’s internal valuation of the
UTV business using an income approach (discounted cash flow model). The Company believes the principal market for its long-term
strategic investment in UTV would be a privately negotiated transaction with another strategic investor and that the participants in this
market would value this investment using the income approach. Accordingly, the income approach provided the most appropriate
indicator of fair value of the Company’s investment in UTV rather than the price of individual shares traded on Indian stock
exchanges.

On July 25, 2011, the UTV board of directors approved a proposal submitted by the Company to acquire the publicly held
shares of UTV through a delisting offer process. Subsequently, the UTV shareholders approved the delisting of UTV’s equity
shares from the Indian stock exchanges. The delisting process is governed by Indian law and will, if completed, involve an offer by
the Company to acquire shares publicly traded on the Indian stock exchanges at a price determined through the offer process. The
final offer price is subject to the Company’s acceptance and is currently limited in the Company’s proposal to 1,000 Indian rupees
per share. The Company’s proposal also contemplates the purchase of all shares held by the founder of UTV, which constitute 20%
of UTV, at the final offer price. The founder’s shares and the publicly held shares constitute all the UTV shares that the Company
does not currently own. The transaction is subject to, among other things, Indian regulatory approval and the Company’s
acceptance of the price per share that results from the delisting offer process. If completed, the Company’s interest in UTV would
increase to at least 90% and result in a delisting of UTV’s shares.

Playdom
On August 27, 2010, the Company acquired Playdom, Inc. (Playdom), a company that develops online social games. This

acquisition is designed to strengthen the Company’s digital gaming portfolio and provide access to a new customer base. Total
consideration was approximately $563 million, subject to certain conditions and adjustments, of which approximately $108 million
is subject to vesting conditions and recognized as post-close compensation expense. Additional consideration of up to $200 million
may be paid if Playdom achieves predefined revenues and earnings targets for calendar year 2012. The Company has recognized
the fair value (determined by a probability weighting of the potential payouts) of the additional consideration as a liability and
subsequent changes in the estimate of fair value up to the ultimate amount to be paid, will be recognized in earnings.
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The Disney Store Japan
On March 31, 2010, the Company acquired all of the outstanding shares of Retail Networks Company Limited (The Disney

Store Japan) in exchange for a $17 million note. At the time of the acquisition, The Disney Store Japan had a cash balance of $13
million. In connection with the acquisition, the Company recognized a $22 million non-cash gain from the deemed termination of
the existing licensing arrangement. The gain is reported in “Other income” in the fiscal 2010 Consolidated Statement of Income.

Marvel
On December 31, 2009, the Company completed a cash and stock acquisition for the outstanding capital stock of Marvel

Entertainment, Inc. (Marvel), a character-based entertainment company. This acquisition is consistent with the Company’s
strategic value creation through utilization of intellectual properties across Disney’s multiple platforms and territories.

The acquisition purchase price totaled $4.2 billion. In accordance with the terms of the acquisition, Marvel shareholders received
$30 per share in cash and 0.7452 Disney shares for each Marvel share they owned. In total, the Company paid $2.4 billion in cash and
distributed shares valued at $1.9 billion (approximately 59 million shares of Disney common stock at a price of $32.25).

The Company is required to allocate the purchase price to tangible and identifiable intangible assets acquired and liabilities
assumed based on their fair values. The excess of the purchase price over those fair values is recorded as goodwill.

The following table summarizes our allocation of the purchase price:

Estimated Fair
Value

Cash and cash equivalents $ 105
Accounts receivable and other assets 137
Film costs 304
Intangible assets 2,870
Goodwill 2,269

Total assets acquired 5,685
Accounts payable and other liabilities (320)
Deferred income taxes (1,033)
Noncontrolling interests (90)

$ 4,242

Intangible assets primarily consist of character-based intellectual property with an estimated useful life of approximately 40
years.

The goodwill reflects the value to Disney from leveraging Marvel intellectual property across our distribution channels, taking
advantage of Disney’s established global reach. The goodwill recorded as part of this acquisition is not amortizable for tax
purposes.

AETN / Lifetime
On September 15, 2009, the Company and the Hearst Corporation (Hearst) both contributed their 50% interests in Lifetime

Entertainment Services LLC (Lifetime) to A&E Television Networks, LLC (AETN) in exchange for an increased interest in
AETN. Prior to this transaction, the Company and Hearst each held 37.5% of AETN while NBC Universal (NBCU) held 25%. The
Company accounted for the transaction as a sale of a portion of its interest in Lifetime which resulted in a $228 million non-cash
pre-tax gain ($142 million after-tax) reflecting the difference between the Company’s carrying amount of the Lifetime interest sold
and the fair value of the incremental AETN interest received. Following the transaction the Company’s ownership interest in the
combined AETN/Lifetime is approximately 42%. Under the terms of the agreement, NBCU may elect or be required to exit the
combined AETN/Lifetime over a period of up to 15 years, in which event the Company and Hearst would each own 50%. The
Company accounts for its interest in the combined AETN/Lifetime as an equity method investment consistent with how it
previously accounted for AETN and Lifetime.

Jetix Europe
In December 2008, the Company acquired an additional 26% interest in Jetix Europe N.V., a publicly traded pan-European

kids’ entertainment company, for approximately $354 million (bringing our total ownership interest to over 99%). The Company
intends to acquire the remaining outstanding shares through market purchases and other means. The Company re-branded the Jetix
channels to either Disney Channel or Disney XD.
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Goodwill
The changes in the carrying amount of goodwill for the years ended October 1, 2011 and October 2, 2010 are as follows:

Media
Networks

Parks and
Resorts

Studio
Entertainment

Consumer
Products

Interactive
Media Total

Balance at October 3, 2009 $ 15,744 $ 172 $ 4,737 $ 422 $ 608 $ 21,683
Acquisitions — — 781 1,394 511 2,686
Dispositions (3) — — (9) — (12)
Other, net (1) (4) (1) (250) (2) — (257)

Balance at October 2, 2010 $ 15,737 $ 171 $ 5,268 $ 1,805 $ 1,119 $ 24,100
Acquisitions 9 — — — 10 19
Dispositions (17) — — — — (17)
Other, net (1) 1 16 (8) 35 43

Balance at October 1, 2011 $ 15,728 $ 172 $ 5,284 $ 1,797 $ 1,164 $ 24,145

(1) The amount for Studio Entertainment includes a reclassification of $232 million for Miramax goodwill to “Other Assets” in the fiscal 2010
Consolidated Balance Sheet. See Note 5.

The carrying amount of goodwill at October 1, 2011, October 2, 2010 and October 3, 2009 includes accumulated impairments
of $29 million at Interactive Media.

5 Dispositions and Other Income (Expense)

Miramax
On December 3, 2010, the Company sold Miramax Film NY, LLC (Miramax) for $663 million. Net proceeds which reflect

closing adjustments, the settlement of related claims and obligations and Miramax’s cash balance at closing were $532 million,
resulting in a pre-tax gain of $64 million, which is reported in “Other income” in the fiscal 2011 Consolidated Statement of
Income. The book value of Miramax included $217 million of allocated goodwill that is not deductible for tax purposes.
Accordingly, tax expense recorded in connection with the transaction was approximately $103 million resulting in an after tax loss
of $39 million.

Other Dispositions
The following dispositions occurred during fiscal 2011, 2010 and 2009:

• On November 1, 2010, the Company sold its interest in Bass LLC for $5 million, resulting in a pre-tax gain of $11 million

• On May 12, 2010, the Company sold the rights and assets related to the Power Rangers property for $65 million, resulting
in a pre-tax gain of $43 million

• On January 27, 2010, the Company sold its investment in a pay television service in Europe for $78 million, resulting in a
pre-tax gain of $48 million

• On November 25, 2009, the Company sold its investment in a television service in Europe for $37 million, resulting in a
pre-tax gain of $27 million

• On December 22, 2008, the Company sold its investment in two pay television services in Latin America, for
approximately $185 million, resulting in a pre-tax gain of $114 million

These gains are reported in “Other income (expense)” in the Consolidated Statements of Income.
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Other income
Other income is as follows:

2011 2010 2009

Gain on sale of Miramax $ 64 $ — $ —
Gain on sale of Bass 11 — —
Gain on sales of investments in television services in Europe — 75 —
Gain on sale of Power Rangers property — 43 —
Gain related to the acquisition of The Disney Store Japan — 22
Gain on Lifetime/AETN transaction — — 228
Gain on sale of investment in two pay television services in Latin America — — 114

Other income $ 75 $ 140 $ 342

6 Investments

Investments consist of the following:

October 1,
2011

October 2,
2010

Investments, equity basis (1) $ 2,052 $ 2,123
Investments, other 346 354
Investment in aircraft leveraged leases 37 36

$ 2,435 $ 2,513

(1) Equity investments consist of investments in companies over which the Company has significant influence but not the majority of the equity
or risks and rewards.

Investments, Equity Basis
A summary of combined financial information for equity investments, which primarily includes cable investments such as

AETN/Lifetime, is as follows:

2011 2010 2009

Results of Operations:
Revenues $ 5,529 $ 5,148 $ 4,656

Net Income $ 1,417 $ 1,166 $ 1,346

October 1,
2011

October 2,
2010

October 3,
2009

Balance Sheet
Current assets $ 3,123 $ 3,055 $ 2,928
Non-current assets 5,430 5,643 5,561

$ 8,553 $ 8,698 $ 8,489

Current liabilities $ 1,488 $ 1,504 $ 1,369
Non-current liabilities 1,013 1,039 1,002
Shareholders’ equity 6,052 6,155 6,118

$ 8,553 $ 8,698 $ 8,489

Investments, Other
As of October 1, 2011 and October 2, 2010, the Company held $183 million and $79 million, respectively, of securities

classified as available-for-sale and $163 million and $275 million, respectively, of non-publicly traded cost-method investments.

In fiscal 2011, 2010, and 2009 the Company had no significant gains or losses on available-for-sale securities.
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In fiscal 2011, 2010 and 2009, the Company recorded non-cash charges of $24 million, $26 million and $86 million,
respectively, to reflect other-than-temporary losses in value of certain investments. The charge in 2009 was primarily related to our
investment in UTV.

7 International Theme Park Investments

The Company has a 51% effective ownership interest in the operations of Disneyland Paris, a 47% ownership interest in the
operations of Hong Kong Disneyland Resort and a 43% ownership interest in the operations of Shanghai Disney Resort, all of which
are VIEs and are consolidated in the Company’s financial statements. See Note 2 for the Company’s policy on consolidating VIEs.

The following tables present summarized balance sheet information for the Company as of October 1, 2011 and October 2,
2010, reflecting the impact of consolidating the balance sheets of Disneyland Paris, Hong Kong Disneyland Resort, and Shanghai
Disney Resort.

As of October 1, 2011

Before International
Theme Parks
Consolidation

International
Theme Parks and

Adjustments Total

Cash and cash equivalents $ 2,407 $ 778 $ 3,185
Other current assets 10,323 249 10,572

Total current assets 12,730 1,027 13,757
Investments 3,791 (1,356) 2,435
Fixed assets 15,386 4,309 19,695
Other assets 36,137 100 36,237

Total assets $ 68,044 $ 4,080 $ 72,124

Current portion of borrowings $ 2,866 $ 189 $ 3,055
Other current liabilities 8,459 574 9,033

Total current liabilities 11,325 763 12,088
Borrowings 8,800 2,122 10,922
Deferred income taxes and other long-term liabilities 9,507 154 9,661
Equity 38,412 1,041 39,453

Total liabilities and equity $ 68,044 $ 4,080 $ 72,124

As of October 2, 2010

Before International
Theme Parks
Consolidation

International
Theme Parks and

Adjustments Total

Cash and cash equivalents $ 2,065 $ 657 $ 2,722
Other current assets 9,264 239 9,503

Total current assets 11,329 896 12,225
Investments 3,581 (1,068) 2,513
Fixed assets 13,610 4,196 17,806
Other assets 36,564 98 36,662

Total assets $ 65,084 $ 4,122 $ 69,206

Current portion of borrowings $ 2,182 $ 168 $ 2,350
Other current liabilities 8,069 581 8,650

Total current liabilities 10,251 749 11,000
Borrowings 7,712 2,418 10,130
Deferred income taxes and other long-term liabilities 8,582 152 8,734
Equity 38,539 803 39,342

Total liabilities and equity $ 65,084 $ 4,122 $ 69,206
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The following table presents summarized income statement information of the Company for the year ended October 1, 2011,
reflecting the impact of consolidating the income statements of Disneyland Paris, Hong Kong Disneyland Resort, and Shanghai
Disney Resort.

Before
International
Theme Parks

Consolidation(1)

International
Theme Parks and

Adjustments Total

Revenues $ 38,672 $ 2,221 $ 40,893
Cost and expenses (30,993) (2,119) (33,112)
Restructuring and impairment charges (55) — (55)
Other income 75 — 75
Net interest expense (246) (97) (343)
Equity in the income of investees 578 7 585

Income before income taxes 8,031 12 8,043
Income taxes (2,762) (23) (2,785)

Net income $ 5,269 $ (11) $ 5,258

(1) These amounts include Disneyland Paris, Hong Kong Disneyland Resort and Shanghai Disney Resort under the equity method of
accounting. As such, royalty and management fee income from these operations is included in Revenues and our share of their net income/
(loss) is included in Equity in the income of investees.

The following table presents summarized cash flow statement information of the Company for the year ended October 1, 2011,
reflecting the impact of consolidating the cash flow statements of Disneyland Paris, Hong Kong Disneyland Resort, and Shanghai
Disney Resort.

Before
International
Theme Parks
Consolidation

International
Theme Parks and

Adjustments Total

Cash provided by operations $ 6,675 $ 319 $ 6,994
Investments in parks, resorts, and other property (3,190) (369) (3,559)
Cash provided by other investing activities — 273 273
Cash used in financing activities (3,131) (102) (3,233)
Impact of exchange rates on cash and cash equivalents (12) — (12)

Increase in cash and cash equivalents 342 121 463
Cash and cash equivalents, beginning of year 2,065 657 2,722

Cash and cash equivalents, end of year $ 2,407 $ 778 $ 3,185

Disneyland Paris Financial Restructuring
Effective October 1, 2004, Disneyland Paris, the Company, and Disneyland Paris’s lenders finalized a Memorandum of

Agreement (MOA) related to the financial restructuring of Disneyland Paris (the 2005 Financial Restructuring) which provided for
new financing as well as the restructuring of Disneyland Paris’s existing financing at that time. The transactions contemplated by
the MOA were fully implemented on February 23, 2005 with the completion of a €253 million equity rights offering in which the
Company invested €100 million. The MOA included provisions for a ten-year €100 million line of credit from the Company for
liquidity needs which has not been drawn and deferral of certain royalties and management fees payable by Disneyland Paris to the
Company as follows:

• Royalties and management fees for fiscal 2005 through fiscal 2009, totaling €125 million, payable to the Company have
been deferred and converted into subordinated long-term borrowings

• Royalties and management fees for fiscal 2007 through fiscal 2014, of up to €25 million per year, are subject to conditional
deferral and conversion into subordinated long-term borrowings if operating results do not achieve specified levels.
Royalties and management fees for fiscal 2008 and 2007, subject to conditional deferral, were not deferred and have been
paid. Royalties and management fees for fiscal 2010 and 2009, subject to conditional deferral, have been deferred and
converted into subordinated long-term borrowings. Based on operating results and subject to third-party confirmation, the
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Company will defer €25 million of royalties and management fees subject to conditional deferral for fiscal 2011. The
Company also deferred an additional €9 million of royalties so that Disneyland Paris could comply with its annual financial
covenants. (See further discussion in Note 9)

Certain indirect, wholly-owned subsidiaries of The Walt Disney Company have liability as current or former general partners of
Disney S.C.A. In addition to their equity interest in Disney S.C.A., certain of these subsidiaries of the Company have been
capitalized with interest-bearing demand notes with an aggregate face value of €200 million. In addition, interest of €41 million has
accrued on the notes from the date of issuance and has been added to the amount owed.

Hong Kong Disneyland Resort Capital Realignment
In July 2009, the Company entered into a capital realignment and expansion plan for Hong Kong Disneyland Resort (HKDL)

with the Government of the Hong Kong Special Administrative Region (HKSAR), HKDL’s majority shareholder. Key provisions
of the plan include:

• The Company converted its $354 million term and revolving credit facility loan to HKDL into equity during fiscal 2009.
This was accompanied by conversion of an equal amount of the HKSAR loan to HKDL into equity

• The Company would make approximately $0.4 billion of equity contributions to fund HKDL during the expansion, which
is currently scheduled to be completed in phases by 2013. The actual amount of equity contributions by the Company may
differ depending on the actual final cost of the expansion and operating results of HKDL during the relevant timeframe. The
HKSAR will convert an additional amount of its loan to HKDL equal to these contributions into equity, subject to a
maximum conversion amount that would leave approximately HK $1.0 billion ($128 million at October 1, 2011 exchange
rates) of the HKSAR loan to HKDL outstanding. At October 1, 2011, the HKSAR loan to HKDL was $330 million. During
fiscal 2011, 2010 and 2009, the Company made equity contributions totaling $153 million, $66 million and $40 million,
respectively.

As a result of the above arrangement, the Company’s interest in HKDL has increased from 43% to 47% and is projected to
increase to approximately 48% although the Company’s ending ownership will depend on the aggregate amount of equity
contributions made by the Company pursuant to the expansion plan.

Shanghai Disney Resort
On April 8, 2011, the Company and Shanghai Shendi (Group) Co., Ltd (Shendi) announced that the Chinese central

government in Beijing had approved an agreement to build and operate a Disney resort in the Pudong district of Shanghai
(Shanghai Disney Resort) that is operated through a joint venture between the Company and Shendi, in which Shendi owns a 57%
interest and the Company owns 43%. Shanghai Disney Resort is scheduled to open in approximately five years. The project will be
constructed in phases, and we expect the total investment to be approximately 24.5 billion yuan to build the theme park and an
additional 4.5 billion yuan to build other aspects of the resort, including two hotels and a retail, dining and entertainment area. The
Company will finance 43% of the initial investment in accordance with its equity ownership percentage. The Company
consolidates Shanghai Disney Resort for financial statement reporting purposes due to the Company’s involvement in the
management of the resort.
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8 Film and Television Costs

Film and Television costs are as follows:

October 1,
2011

October 2,
2010

Theatrical film costs
Released, less amortization $ 1,580 $ 1,551
Completed, not released 3 290
In-process 1,198 1,325
In development or pre-production 175 138

2,956 3,304

Television costs
Released, less amortization 688 790
Completed, not released 259 164
In-process 231 153
In development or pre-production — 6

1,178 1,113

Television broadcast rights 897 1,034

5,031 5,451
Less current portion 674 678

Non-current portion $ 4,357 $ 4,773

Based on management’s total gross revenue estimates as of October 1, 2011, approximately 76% of unamortized film and
television costs for released productions (excluding amounts allocated to acquired film and television libraries) is expected to be
amortized during the next three years. During fiscal year 2016, we expect an amortization level of 80% will be reached.
Approximately $763 million of accrued participation and residual liabilities will be paid in fiscal year 2012. The Company expects to
amortize, based on current estimates, approximately $1.1 billion in capitalized film and television production costs during fiscal 2012.

At October 1, 2011, acquired film and television libraries have remaining unamortized costs of $252 million, which are
generally amortized straight-line over a weighted-average remaining period of approximately 9 years.
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9 Borrowings

The Company’s borrowings at October 1, 2011 and October 2, 2010, including the impact of interest rate swaps designated as
hedges, are summarized below:

2011

2011 2010

Stated
Interest
Rate (1)

Interest rate and
Cross-Currency Swaps (2) Effective

Interest
Rate (3)

Swap
Maturities

Pay
Floating

Pay
Fixed

Commercial paper borrowings $ 1,583 $ 1,190 0.15% $ — $ — 0.15%
U.S. medium-term notes 8,400 6,815 4.84% 1,050 — 3.87% 2012-2018
European medium-term notes 91 273 1.65% 91 — 0.87% 2013
Other foreign currency denominated debt 1,020 965 0.86% 1,020 — 0.79% 2013
Capital Cities/ABC debt 114 115 8.75% — — 6.09%
Other (4) 458 536 — — — —

11,666 9,894 3.68% 2,161 — 2.94%
Disneyland Paris (DLP) and Hong Kong

Disneyland Resort (HKDL):
DLP – CDC loans 1,440 1,417 5.04% — — 5.11%
DLP – Credit facilities & other 116 228 4.55% — — 5.83%
DLP – Other advances 425 468 3.04% — — 3.10%
HKDL – Borrowings 330 473 3.25% — — 2.81%

2,311 2,586 4.39% — — 4.45%

Total borrowings 13,977 12,480 3.80% 2,161 — 3.21%
Less current portion 3,055 2,350 2.69% 50 — 2.17%

Total long-term borrowings $ 10,922 $ 10,130 $ 2,111 $ —

(1) The stated interest rate represents the weighted-average coupon rate for each category of borrowings. For floating rate borrowings, interest
rates are based upon the rates at October 1, 2011; these rates are not necessarily an indication of future interest rates.

(2) Amounts represent notional values of interest rate and cross-currency swaps as of October 1, 2011.

(3) The effective interest rate includes the impact of existing and terminated interest rate and cross-currency swaps on the stated rate of interest
and reflects the estimated market interest rate for certain Disneyland Paris borrowings as of the time that they were modified during the 2005
Financial Restructuring. Other adjustments to the stated interest rate such as purchase accounting adjustments and debt issuance costs did not
have a material impact on the overall effective interest rate.

(4) Includes market value adjustments for debt with qualifying hedges totaling $284 million and $315 million at October 1, 2011 and October 2,
2010, respectively.

Commercial Paper
At October 1, 2011, the Company had $1.6 billion of commercial paper debt outstanding. In February 2011, the Company

entered into a new four-year $2.25 billion bank facility with a syndicate of lenders. This facility, in combination with an existing
$2.25 billion bank facility that matures in 2013, is used to support commercial paper borrowings. These bank facilities allow for
borrowings at LIBOR-based rates plus a spread, which depends on the Company’s public debt rating and can range from 0.33% to
4.50%. The Company also has the ability to issue up to $800 million of letters of credit under the new facility, which if utilized,
reduces available borrowings under this facility. As of October 1, 2011, $315 million of letters of credit had been issued of which
$47 million was issued under this facility. The Company’s bank facilities contain only one financial covenant, relating to interest
coverage, which the Company met on October 1, 2011 by a significant margin. The Company’s bank facilities also specifically
exclude certain entities, including Disneyland Paris, Hong Kong Disneyland Resort and Shanghai Disney Resort, from any
representations, covenants, or events of default.

Shelf Registration Statement
At October 1, 2011, the Company had a shelf registration statement which allows the Company to issue various types of debt

instruments, such as fixed or floating rate notes, U.S. dollar or foreign currency denominated notes, redeemable notes, global notes,
and dual currency or other indexed notes. Issuances under the shelf registration will require the filing of a prospectus supplement
identifying the amount and terms of the securities to be issued. Our ability to issue debt is subject to market conditions and other
factors impacting our borrowing capacity.

U.S. Medium-Term Note Program
At October 1, 2011, the total debt outstanding under U.S. medium-term note programs was $8.4 billion. The maturities of

current outstanding borrowings range from 1 to 82 years and stated interest rates range from 0% to 7.55%.
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European Medium-Term Note Program
At October 1, 2011, the Company had a European medium-term note program for the issuance of various types of debt

instruments such as fixed or floating rate notes, U.S. dollar or foreign currency denominated notes, redeemable notes and index
linked or dual currency notes. The size of the program is $4.0 billion. The remaining capacity under the program is $3.9 billion,
subject to market conditions and other factors impacting our borrowing capacity. The remaining capacity under the program
replenishes as outstanding debt under the program matures. At October 1, 2011, the outstanding debt under the program was $91
million, which matures in 2013 and has a stated interest rate of 1.65%. The Company has outstanding borrowings under the
program denominated in Japanese Yen (JPY).

Other Foreign Currency Denominated Debt
In connection with the acquisition of Club Penguin Entertainment, Inc. in July 2007, the Company executed a credit agreement

denominated in Canadian dollars (CAD) and borrowed CAD328 million ($317 million at October 1, 2011 exchange rate). The loan
bears interest at CAD LIBOR plus 0.225% (1.42% at October 1, 2011) and matures in 2013.

In July 2008, the Company executed a loan agreement denominated in JPY and borrowed JPY54 billion ($703 million at
October 1, 2011 exchange rate). The loan bears interest at Japanese LIBOR plus 0.42% (0.61% at October 1, 2011) and matures in
2013.

Capital Cities/ABC Debt
In connection with the Capital Cities/ABC, Inc. acquisition in 1996, the Company assumed various debt previously issued by

Capital Cities/ABC, Inc. At October 1, 2011, the outstanding balance was $114 million, matures in 2021 and has a stated interest
rate of 8.75%.

Disneyland Paris Borrowings

October 1,
2011

October 2,
2010

CDC senior debt $ 322 $ 326
CDC subordinated debt – original and 1994 financing 369 373
CDC subordinated debt – Walt Disney Studios Park financing 749 718

CDC loans 1,440 1,417

Credit facilities and other 116 228
Other advances 425 468

$ 1,981 $ 2,113

Disneyland Paris — Caisse des Dépôts et Consignations (CDC) loans. Pursuant to Disneyland Paris’s original financing and
the terms of a 1994 financial restructuring, Disneyland Paris borrowed funds from the CDC, a French state bank. As of October 1,
2011, these borrowings consisted of approximately €237 million ($322 million at October 1, 2011 exchange rate) of senior debt
and €272 million ($369 million at October 1, 2011 exchange rate) of subordinated debt. The senior debt is collateralized primarily
by the Disneyland Park, certain hotels, and land assets of Disneyland Paris with a net book value of approximately €1.1 billion
($1.5 billion at October 1, 2011 exchange rate), whereas the subordinated debt is unsecured. Interest on the senior and subordinated
debt is payable semiannually. Of these CDC loans, €466 million ($633 million at October 1, 2011 exchange rate) bear interest at a
fixed rate of 5.34%. The remaining CDC loans of €42 million ($58 million at October 1, 2011 exchange rate) bear interest at a
fixed rate of 6.33%. The loans mature from fiscal year 2012 to fiscal year 2024.

Disneyland Paris also executed a credit agreement with the CDC to finance a portion of the construction costs of Walt Disney
Studios Park. As of October 1, 2011, approximately €551 million ($749 million at October 1, 2011 exchange rate) of subordinated
loans were outstanding under this agreement. The loans bear interest at a fixed rate of 5.15% per annum. The loans mature between
fiscal years 2015 and 2028.

Pursuant to the 2005 Financial Restructuring, the CDC agreed to conditionally defer and convert to subordinated long-term
borrowings, if operating results do not achieve specified levels, interest payments up to a maximum amount of €20 million ($27
million at October 1, 2011 exchange rate) per year for fiscal year 2005 through fiscal year 2012 and €23 million ($31 million at
October 1, 2011 exchange rate) for each of the fiscal years 2013 and 2014. Disneyland Paris has deferred €20 million of interest
originally payable for each of fiscal year 2005 and 2006 as well as €7 million of accrued interest on these amounts (collectively
€47 million). Disneyland Paris did not defer any CDC interest for fiscal years 2007 and 2008. Disneyland Paris deferred
€20 million ($27 million at October 1, 2011 exchange rate) of interest related to fiscal year 2009 and 2010, deferred €15 million
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($21 million at October 1, 2011 exchange rate) of interest related to fiscal 2011, and will defer the remaining €5 million ($7 million
at October 1, 2011 exchange rate) related to fiscal 2011 in the first quarter of fiscal 2012. The interest deferral related to fiscal 2011
is subject to third party confirmation of Disneyland Paris’s operating results.

Disneyland Paris — Credit facilities and other. Pursuant to Disneyland Paris’s original financing with a syndicate of
international banks and the terms of a 1994 financial restructuring, Disneyland Paris borrowed funds which are collateralized
primarily by the Disneyland Park, the hotels, and land assets of Disneyland Paris with a net book value of approximately €1.1
billion ($1.5 billion at October 1, 2011 exchange rate). At October 1, 2011, the total balance outstanding was €85 million ($116
million at October 1, 2011 exchange rate). The loans mature between fiscal years 2012 and 2013 and bear interest at a rate of
EURIBOR plus 3% (4.55% at October 1, 2011).

Disneyland Paris — Other advances. Advances of €304 million ($413 million at October 1, 2011 exchange rate) bear interest at
a fixed rate of 3.0%. The remaining advances of €9 million ($12 million at October 1, 2011 exchange rate) are collateralized by
certain hotel assets and bear interest at EURIBOR plus 3% (4.55% at October 1, 2011). The advances are expected to mature
between fiscal years 2012 and 2017.

Disneyland Paris has in its debt agreements certain annual financial performance objectives and limits on investing and
financing activities. In fiscal 2011, Disneyland Paris did not meet its annual performance objectives and must defer €25 million of
royalties and management fees payable to the Company and €20 million of interest payable to the CDC. Additionally, as a result of
the fact that the performance objectives were not met, certain of Disneyland Paris’s investment activities are further limited by the
debt agreements.

Disneyland Paris is also subject to certain financial covenants and believes that it is in compliance with such covenants with the
assistance of the Company’s agreement, as permitted under the debt agreements, to defer an additional €9 million of royalties
payable to the Company into subordinated long-term borrowings.

The deferrals discussed above and compliance with these financial covenants are subject to final third-party review as provided
in Disneyland Paris’s debt agreements.

Hong Kong Disneyland Resort — Borrowings. Hong Kong Disneyland Resort has an unsecured loan facility of HK$2.6 billion
($330 million at October 1, 2011 exchange rate) from the HKSAR that is scheduled to mature on dates through September 12,
2030. The interest rate on this loan is subject to biannual revisions, but is capped at an annual rate of 6.75% (until March 12, 2014),
7.625% (until March 12, 2022) and 8.50% (until September 12, 2030). As of October 1, 2011, the rate on the loans was 3.25%.

Hong Kong Disneyland Resort Capital Realignment Plan
In July 2009, the Company entered into a capital realignment and expansion plan (the Plan) for Hong Kong Disneyland Resort

with the HKSAR. See Note 7 for further details of the Plan.

Total borrowings excluding market value adjustments, have the following scheduled maturities:

Before International
Theme Parks
Consolidation

International Theme
Parks Total

2012 $ 2,857 $ 188 $ 3,045
2013 1,871 166 2,037
2014 1,466 47 1,513
2015 67 132 199
2016 1,504 45 1,549
Thereafter 3,617 1,733 5,350

$ 11,382 $ 2,311 $ 13,693

The Company capitalizes interest on assets constructed for its parks, resorts, and other property and on theatrical productions.
In 2011, 2010, and 2009, total interest capitalized was $91 million, $82 million, and $57 million, respectively. Interest expense, net
of capitalized interest, for 2011, 2010, and 2009 was $435 million, $456 million and $588 million, respectively.
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10 Income Taxes

2011 2010 2009
Income Before Income Taxes

Domestic (including U.S. exports) $ 7,330 $ 6,074 $ 5,472
Foreign subsidiaries 713 553 186

$ 8,043 $ 6,627 $ 5,658

Income Tax Expense / (Benefit)
Current

Federal $ 1,851 $ 1,530 $ 1,278
State 272 236 195
Foreign 521 432 312

2,644 2,198 1,785

Deferred
Federal 147 307 296
State (5) (191) (32)
Foreign (1) — —

141 116 264

$ 2,785 $ 2,314 $ 2,049

October 1,
2011

October 2,
2010

Components of Deferred Tax Assets and Liabilities
Deferred tax assets

Accrued liabilities $ (2,806) $ (2,270)
Foreign subsidiaries (566) (553)
Equity-based compensation (323) (379)
Noncontrolling interest net operating losses (554) (375)
Other (386) (290)

Total deferred tax assets (4,635) (3,867)

Deferred tax liabilities
Depreciable, amortizable and other property 4,959 4,510
Licensing revenues 301 328
Leveraged leases 38 49
Other 136 189

Total deferred tax liabilities 5,434 5,076

Net deferred tax liability before valuation allowance 799 1,209
Valuation allowance 580 404

Net deferred tax liability $ 1,379 $ 1,613

The valuation allowance principally relates to a $554 million deferred tax asset for the noncontrolling interest share of
operating losses at our consolidated international theme parks. The ultimate utilization of the noncontrolling interest share of the
net operating losses, which have an indefinite carryforward period, would not have an impact on the Company’s net income
attributable to Disney as any income tax benefit would be offset by a charge to noncontrolling interest in the income statement.

As of October 1, 2011, the Company had undistributed earnings of foreign subsidiaries of approximately $340 million for
which deferred taxes have not been provided. The Company intends to reinvest these earnings for the foreseeable future. If these
amounts were distributed to the United States, in the form of dividends or otherwise, the Company would be subject to additional
U.S. income taxes. Assuming the permanently reinvested foreign earnings were repatriated under laws and rates applicable at 2011
fiscal year end, the incremental U.S. tax applicable to the earnings would be approximately $30 million.
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A reconciliation of the effective income tax rate to the federal rate is as follows:

2011 2010 2009
Federal income tax rate 35.0 % 35.0 % 35.0 %
State taxes, net of federal benefit 2.1 2.6 2.6
Domestic production activity deduction (2.3) (1.7) (1.8)
Other, including tax reserves and related interest (0.2) (1.0) 0.4

34.6 % 34.9 % 36.2 %

The American Jobs Creation Act of 2004 made a number of changes to the income tax laws including the creation of a
deduction for qualifying domestic production activities. The deduction equals three percent of qualifying net income for fiscal
2007, six percent for fiscal 2008 through 2010, and nine percent for fiscal 2011 and thereafter. Our tax provisions for fiscal years
2011, 2010, and 2009 reflect benefits of $183 million, $111 million and $100 million, respectively, resulting from this deduction.

A reconciliation of the beginning and ending amount of gross unrecognized tax benefits, excluding the related accrual for
interest, is as follows:

2011 2010 2009

Balance at the beginning of the year $ 680 $ 686 $ 655
Increases for current year tax positions 75 58 63
Increases for prior year tax positions 41 141 17
Decreases in prior year tax positions (17) (192) (7)
Settlements with taxing authorities (61) (13) (42)

Balance at the end of the year $ 718 $ 680 $ 686

The year end 2011 and 2010 balances include $480 million and $473 million, respectively, that if recognized, would reduce our
income tax expense and effective tax rate. These amounts are net of the offsetting benefits from other tax jurisdictions.

As of the end of fiscal 2011 and 2010, the Company had $175 million and $163 million, respectively, in accrued interest and
penalties related to unrecognized tax benefits. During 2011, 2010 and 2009, the Company accrued additional interest of $17
million, $28 million and $27 million, respectively, and recorded reductions in accrued interest of $13 million, $7 million and $12
million, respectively, as a result of audit settlements and other prior-year adjustments. The Company’s policy is to report interest
and penalties as a component of income tax expense.

During the current year, the Company resolved various refund claims and other matters with tax authorities. The Company is
also subject to U.S. federal, state and local and foreign tax audits. The Company is no longer subject to U.S. Federal examination
for years prior to 2008. The Company is no longer subject to examination in any of its major state or foreign tax jurisdictions for
years prior to 2003.

In the next twelve months, it is reasonably possible that our unrecognized tax benefits could change due to the resolution of tax
matters, including payments on the tax matters discussed above. These resolutions and payments could reduce our unrecognized
tax benefits by $93 million.

In fiscal 2011 and 2010, income tax benefits attributable to equity-based compensation transactions exceeded the amounts
recorded based on grant date fair value. Accordingly, $109 million and $61 million were credited to shareholders’ equity,
respectively in these years. In fiscal year 2009, income tax benefits attributable to equity-based compensation transactions were
less than the amounts recorded at grant date and a shortfall of $26 million was charged to shareholder’s equity.

11 Pension and Other Benefit Programs

The Company maintains pension and postretirement medical benefit plans covering most of its employees not covered by union
or industry-wide plans. Employees generally hired after January 1, 1994 and employees generally hired after January 1, 1987 for
certain of our media businesses are not eligible for postretirement medical benefits. With respect to its defined benefit pension
plans, the Company’s policy is to fund, at a minimum, the amount necessary on an actuarial basis to provide for benefits in
accordance with the requirements of the Employee Retirement Income Security Act of 1974, as amended by the Pension Protection
Act of 2006 (PPA). Pension benefits are generally based on years of service and/or compensation.
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In fiscal 2011, the Company substantially amended its salaried employees pension plans with respect to benefits earned for
service after December 31, 2011. The Company reduced the vesting requirement from five years of vesting service to three years
of vesting service, revised the early retirement reduction factors and excluded employees hired after December 31, 2011 from plan
participation. In addition, the percentage of average monthly compensation on which salary-related benefits are based was reduced
while overtime, commissions and regular bonus amounts were added to the calculation of average monthly compensation received
after December 31, 2011 to the extent those elements of compensation were not previously included. These amendments will
reduce fiscal 2012 expense by approximately $75 million. The Company intends to provide benefits under new defined
contribution plans for employees who begin service after December 31, 2011.

The following chart summarizes the benefit obligations, assets, funded status and balance sheet impacts associated with the
pension and postretirement medical benefit plans based upon the actuarial valuations prepared as of October 1, 2011 and
October 2, 2010.

Pension Plans Postretirement Medical Plans
October 1,

2011
October 2,

2010
October 1,

2011
October 2,

2010

Projected benefit obligations
Beginning obligations $ (8,084) $ (6,992) $ (1,280) $ (1,227)
Service cost (293) (263) (18) (21)
Interest cost (411) (396) (66) (70)
Actuarial (loss) / gain (919) (641) (242) 7
Plan amendments and other 8 16 — —
Benefits paid 218 192 28 31

Ending obligations $ (9,481) $ (8,084) $ (1,578) $ (1,280)

Fair value of plans’ assets
Beginning fair value $ 5,684 $ 4,833 $ 311 $ 297
Actual return on plan assets 188 649 11 34
Contributions 926 421 9 12
Benefits paid (218) (192) (28) (31)
Expenses (29) (27) (1) (1)

Ending fair value $ 6,551 $ 5,684 $ 302 $ 311

Underfunded status of the plans $ (2,930) $ (2,400) $ (1,276) $ (969)

Amounts recognized in the balance sheet
Non-current assets $ 50 $ 40 $ — $ —
Current liabilities (18) (17) (15) (14)
Non-current liabilities (2,962) (2,423) (1,261) (955)

$ (2,930) $ (2,400) $ (1,276) $ (969)
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The components of net periodic benefit cost and key assumptions are as follows:

Pension Plans Postretirement Medical Plans
2011 2010 2009 2011 2010 2009

Service costs $ 293 $ 263 $ 164 $ 18 $ 21 $ 17
Interest costs 411 396 363 66 70 71
Expected return on plan assets (440) (415) (370) (24) (26) (26)
Amortization of prior year service costs 14 14 14 (1) (2) (2)
Recognized net actuarial (gain)/loss 230 154 (9) 9 7 (8)

Net periodic benefit cost $ 508 $ 412 $ 162 $ 68 $ 70 $ 52

Assumptions:
Discount rate 4.75% 5.25% 5.75% 4.75% 5.25% 5.75%
Rate of return on plan assets 7.75% 7.75% 7.75% 7.75% 7.75% 7.75%
Salary increases 4.00% 4.00% 4.50% n/a n/a n/a
Year 1 increase in cost of benefits n/a n/a n/a 8.00% 8.25% 8.50%
Rate of increase to which the cost of benefits

is assumed to decline (the ultimate trend
rate) n/a n/a n/a 4.50% 4.75% 5.00%

Year that the rate reaches the ultimate trend
rate n/a n/a n/a 2025 2022 2019

Net periodic benefit cost is based on assumptions determined at the prior-year end measurement date.

Accumulated other comprehensive loss, before tax, as of October 1, 2011 consists of the following amounts that have not yet
been recognized in net periodic benefit cost:

Pension Plans
Postretirement
Medical Plans Total

Unrecognized prior service (cost) / credit $ (46) $ 7 $ (39)
Unrecognized net actuarial loss (3,749) (405) (4,154)

Total amounts included in accumulated other
comprehensive loss (3,795) (398) (4,193)

Prepaid / (accrued) pension cost 865 (878) (13)

Net balance sheet liability $ (2,930) $ (1,276) $ (4,206)

Amounts included in accumulated other comprehensive loss, before tax, as of October 1, 2011 that are expected to be
recognized as components of net periodic benefit cost during fiscal 2012 are:

Pension Plans
Postretirement
Medical Plans Total

Prior service (cost) / credit $ (11) $ 2 $ (9)
Net actuarial loss (308) (31) (339)

Total $ (319) $ (29) $ (348)

Plan Funded Status
The projected benefit obligation, accumulated benefit obligation and aggregate fair value of plan assets for pension plans with

accumulated benefit obligations in excess of plan assets were $8.7 billion, $8.1 billion and $5.7 billion, respectively, as of
October 1, 2011 and $7.3 billion, $6.8 billion and $4.9 billion as of October 2, 2010, respectively.

For pension plans with projected benefit obligations in excess of plan assets, the projected benefit obligation and aggregate fair
value of plan assets were $8.7 billion and $5.7 billion, respectively, as of October 1, 2011 and $7.3 billion and $4.9 billion as of
October 2, 2010, respectively.

The Company’s total accumulated pension benefit obligations at October 1, 2011 and October 2, 2010 were $8.8 billion and
$7.5 billion, respectively, of which 97% for both years was vested.

The accumulated postretirement medical benefit obligations and fair value of plan assets for postretirement medical plans with
accumulated postretirement medical benefit obligations in excess of plan assets were $1.6 billion and $0.3 billion, respectively, at
October 1, 2011 and $1.3 billion and $0.3 billion, respectively, at October 2, 2010.
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Plan Assets
A significant portion of the assets of the Company’s defined benefit plans are managed on a commingled basis in a third party

master trust. The investment policy and allocation of the assets in the master trust were approved by the Company’s Investment
and Administrative Committee which has oversight responsibility for the Company’s retirement plans. The investment policy
ranges for the major asset classes are as follows:

Asset Class Minimum Maximum

Equity investments
Small cap 0% 10%
Mid/Large cap 15% 30%
International 7% 27%

Total equity investments 36% 60%

Fixed income investments 20% 40%

Alternative investments
Diversified 0% 10%
Distressed 0% 10%
Private equity/Venture capital 0% 12%
Real estate 0% 15%

Total alternative investments 15% 30%

Cash 0% 5%

The primary investment objective for the assets within the master trust is to prudently and cost effectively manage assets to
fulfill benefit obligations to plan participants. Financial risks are managed through diversification of plan assets, selection of
investment managers and through the investment guidelines incorporated into investment management agreements. Assets are
monitored to ensure that investment returns are commensurate with risks taken.

The long-term asset allocation policy for the master trust was established taking into consideration a variety of factors that include,
but are not limited to, the average age of participants, the number of retirees, the duration of liabilities and the expected payout ratio.
Liquidity needs of the master trust are generally managed using cash generated by investments or by liquidating securities.

Assets are generally managed by external investment managers and we have investment management agreements with respect
to securities in the master trust. These agreements include account guidelines that establish permitted securities and risk controls
commensurate with the account’s investment strategy. Some agreements permit the use of derivative securities (futures, options,
interest rate swaps, credit default swaps) that enable investment managers to enhance returns and manage exposures within their
accounts. Investment managers are prohibited from using derivatives to leverage returns.

The Company’s defined benefit plans asset mix (including assets held outside of the master trust) at each fiscal year end is as
follows:

Asset Class 2011 2010

Equities:
Small cap 3% 5%
Mid cap 3% 4%
Large cap 14% 17%
International 21% 18%

Fixed income:
Corporate bonds 10% 10%
Government and federal agency bonds, notes and mortgage-backed securities

(MBS) 21% 20%
Mortgage and asset-backed securities 4% 3%

Alternatives investments:
Diversified 8% 9%
Distressed 3% 3%
Private equity 7% 6%
Venture capital 1% 1%
Real estate 4% 3%

Cash 1% 1%

Total 100% 100%
(1) Large cap domestic equities include 2.8 million shares of Company common stock valued at $85 million (1% of total plan assets) and $93

million (2% of total plan assets) at 2011 and 2010, respectively.
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Fair Value Measurements of Plan Assets
Fair value is defined as the amount that would be received for selling an asset or paid to transfer a liability in an orderly

transaction between market participants. The Company’s defined benefit plan assets carried at fair value are classified in the
following categories:

• Level 1 – Quoted prices for identical instruments in active markets

• Level 2 – Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs and significant value drivers are
observable in active markets

• Level 3 – Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers
are unobservable

Following is a description of the valuation methodologies used for assets reported at fair value. There have been no changes in
the methodologies used at October 1, 2011 and October 2, 2010.

Level 1 investments are valued based on observable market prices on the last trading day of the year. Investments in common
and preferred stocks are valued based on the securities exchange-listed price or a broker’s quote in an active market. Investments in
U.S. Treasury securities are valued based on a broker’s quote in an active market.

Level 2 investments are valued at estimated fair value at year-end. Investments in certain government and federal agency
bonds, mortgage-backed and asset-backed securities, and corporate bonds are valued using a broker’s quote in a non-active market
or an evaluated price based on a compilation of observable market information, such as benchmark yield curves, credit spreads and
estimated default rates. Derivative financial instruments are valued based on models that incorporate observable inputs for the
underlying securities, such as interest rates. Shares in money market and mutual funds are valued at the net asset value of the
shares held by the Plan at year-end based on the fair value of the underlying investments.

Level 3 investments primarily consist of investments in limited partnerships, which are valued based on the Master Trust’s
pro-rata share of partnership holdings as of year-end. The fair value of the underlying investments are estimated using significant
unobservable inputs (e.g., discounted cash flow models or relative valuation methods that incorporate comparable market
information such as earnings and cash flow multiples from similar publicly traded companies or real estate properties).

The Company’s defined benefit plan assets are summarized in the following table by the categories described above.

Fair Value Measurements at October 1, 2011
Description Level 1 Level 2 Level 3 Total

Equities:
Small cap $ 35 $ 196 $ — $ 231
Mid cap 208 — — 208
Large cap 707 267 — 974
International 1,162 260 — 1,422

Fixed income
Corporate bonds — 673 — 673
Government and federal agency bonds, notes and

MBS 440 989 — 1,429
Mortgage and asset-backed securities 2 241 — 243

Alternative investments
Diversified 63 298 171 532
Distressed — — 228 228
Private equity — — 492 492
Venture capital — — 75 75
Real estate — — 263 263

Derivatives and other — 10 — 10
Cash 23 50 — 73

Total $ 2,640 $ 2,984 $ 1,229 $ 6,853
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Fair Value Measurements at October 2, 2010
Description Level 1 Level 2 Level 3 Total

Equities:
Small cap $ 27 $ 242 $ — $ 269
Mid cap 212 — — 212
Large cap 730 304 — 1,034
International 906 160 — 1,066

Fixed income
Corporate bonds — 610 — 610
Government and federal agency bonds,

notes and MBS 141 1,053 — 1,194
Mortgage and asset-backed securities — 199 — 199

Alternative investments
Diversified 73 257 166 496
Distressed — — 196 196
Private equity — — 377 377
Venture capital — — 59 59
Real estate — — 179 179

Derivatives and other — 20 — 20
Cash 13 71 — 84

Total $ 2,102 $ 2,916 $ 977 $ 5,995

Changes in Level 3 assets for the years ended October 1, 2011 and October 2, 2010 are as follows:

Alternative Investments

Diversified Distressed
Private
Equity

Venture
Capital

Real
Estate Total

Balance at October 3, 2009 $ 109 $ 106 $ 274 $ 56 $ 142 $ 687
Additions 46 80 97 9 70 302
Distributions (3) (14) (25) (7) (14) (63)
Unrealized Gain (Loss) 14 24 31 1 (19) 51

Balance at October 2, 2010 $ 166 $ 196 $ 377 $ 59 $ 179 $ 977
Additions 7 34 148 10 66 265
Distributions (6) (24) (66) (3) (21) (120)
Unrealized Gain (Loss) 4 22 33 9 39 107

Balance at October 1, 2011 $ 171 $ 228 $ 492 $ 75 $ 263 $ 1,229

Uncalled Capital Commitments
Alternative investments held by the master trust include interests in certain limited partnerships that have rights to make capital

calls to the limited partner investors. In such cases, the Master Trust would be contractually obligated to make a cash capital
contribution to the limited partnership at the time of a capital call. At October 1, 2011, the total committed capital still uncalled and
unpaid was $462 million.

Plan Contributions
During fiscal 2011, the Company made contributions to its pension and postretirement medical plans totaling $935 million,

which included discretionary contributions above the minimum requirements for pension plans. The Company currently expects
pension and postretirement medical plan contributions in fiscal 2012 to total approximately $325 million to $375 million. Final
minimum funding requirements for fiscal 2012 will be determined based on our January 1, 2012 funding actuarial valuation which
will be available in late fiscal 2012.
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Estimated Future Benefit Payments
The following table presents estimated future benefit payments for the next ten fiscal years:

Pension
Plans

Postretirement
Medical Plans (1)

2012 $ 273 $ 39
2013 293 42
2014 319 46
2015 342 49
2016 368 53
2017 – 2021 2,333 340

(1) Estimated future benefit payments are net of expected Medicare subsidy receipts of $64 million.

Assumptions
Actuarial assumptions, such as the discount rate, long-term rate of return on plan assets and the healthcare cost trend rate, have

a significant effect on the amounts reported for net periodic benefit cost as well as the related benefit obligations.

Discount Rate — The assumed discount rate for pension and postretirement medical plans reflects the market rates for high-
quality corporate bonds currently available. The Company’s discount rate was determined by considering the average of pension
yield curves constructed of a large population of high quality corporate bonds. The resulting discount rate reflects the matching of
plan liability cash flows to the yield curves.

Long-term rate of return on plan assets — The long-term rate of return on plan assets represents an estimate of long-term
returns on an investment portfolio consisting of a mixture of equities, fixed income and alternative investments. When determining
the long-term rate of return on plan assets, the Company considers long-term rates of return on the asset classes (both historical and
forecasted) in which the Company expects the pension funds to be invested. The following long-term rates of return by asset class
were considered in setting the long-term rate of return on plan assets assumption:

Equity Securities 9% – 11%
Debt Securities 4% – 7%
Alternative Investments 6% – 14%

Healthcare cost trend rate — The Company reviews external data and its own historical trends for healthcare costs to
determine the healthcare cost trend rates for the postretirement medical benefit plans. For the 2011 actuarial valuation, we assumed
an 8.00% annual rate of increase in the per capita cost of covered healthcare claims with the rate decreasing in even increments
over fourteen years until reaching 4.50%.

Sensitivity — A one percentage point (ppt) change in the key assumptions would have had the following effects on the
projected benefit obligations as of October 1, 2011 and on cost for fiscal 2012:

Discount Rate

Expected
Long-Term

Rate of Return
On Assets

Assumed Healthcare
Cost Trend Rate

Increase/(decrease)
Benefit
Expense

Projected
Benefit

Obligations
Benefit
Expense

Net Periodic
Postretirement
Medical Cost

Projected
Benefit

Obligations

1 ppt decrease $ 223 $ 1,876 $ 69 $ (38) $ (228)
1 ppt increase (193) (1,589) (69) 54 285

Multi-employer Plans
The Company participates in various multi-employer pension plans under union and industry-wide agreements. In fiscal 2011,

2010 and 2009, the contributions to these plans, which are expensed as incurred, were $59 million, $60 million and $52 million,
respectively.
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Defined Contribution Plans
The Company has savings and investment plans that allow eligible employees to allocate up to 50% of their salary through

payroll deductions depending on the plan in which the employee participates. The Company matches 50% of the employee’s
pre-tax contribution up to plan limits. In fiscal 2011, 2010 and 2009, the costs of these plans were $59 million, $54 million and $51
million, respectively.

12 Equity

As of the filing date of this report, the Board of Directors had not yet declared a dividend related to fiscal 2011. The Company
paid a $0.40 per share dividend ($756 million) during the second quarter of fiscal 2011 related to fiscal 2010. The Company paid a
$0.35 per share dividend ($653 million) during the second quarter of fiscal 2010 related to fiscal 2009. The Company paid a $0.35
per share dividend ($648 million) during the second quarter of fiscal 2009 related to fiscal 2008.

During fiscal 2011, the Company repurchased 135 million shares of its common stock for approximately $5.0 billion. During
fiscal 2010, the Company repurchased 80 million shares of Disney common stock for $2.7 billion. During fiscal 2009, the
Company repurchased 5 million shares of Disney common stock for $138 million. On March 22, 2011, the Company’s Board of
Directors increased the amount of shares that can be repurchased to 400 million shares as of that date. As of October 1, 2011, the
Company had remaining authorization in place to repurchase 305 million additional shares. The repurchase program does not have
an expiration date.

The par value of the Company’s outstanding common stock totaled approximately $27 million.

Accumulated other comprehensive income (loss), net of tax (1), is as follows:

October 1,
2011

October 2,
2010

Market value adjustments for hedges and investments $ (48) $ (95)
Foreign currency translation and other 43 80
Unrecognized pension and postretirement medical expense (2,625) (1,866)

Accumulated other comprehensive loss (1) $ (2,630) $ (1,881)

(1) Accumulated other comprehensive income (loss) and components of other comprehensive income (loss) are recorded net of tax using a 37%
estimated statutory tax rate.

13 Equity-Based Compensation

Under various plans, the Company may grant stock options and other equity-based awards to executive, management, and
creative personnel. The Company’s approach to long-term incentive compensation contemplates awards of stock options and
restricted stock units (RSUs). Certain RSUs awarded to senior executives vest based upon the achievement of market and/or
performance conditions (Performance RSUs).

Stock options are generally granted at exercise prices equal to or exceeding the market price at the date of grant and become
exercisable ratably over a four-year period from the grant date. The following table summarizes contractual terms for our stock
option grants:

Grant dates Contractual Term

Prior to December 2005 10 years
January 2005 through December 2010 7 years
After December 2010 10 years

At the discretion of the Compensation Committee of the Company’s Board of Directors, options can occasionally extend up to
15 years after date of grant.
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The following table summarizes vesting terms for our RSUs:

Grant dates Vesting Terms

RSUs:
Prior to January 2009 50% on each of the second and fourth anniversaries of the grant

date

Effective January 2009 Ratably over four years

Performance RSUs:
Prior to January 2010 50% on each of the second and fourth anniversaries of the grant

date subject to achieving market and/or performance
conditions

Effective January 2010 Fully after three years, subject to achieving performance
conditions

In March 2011, shareholders of the Company approved the 2011 Stock Incentive Plan, which increased the number of shares
authorized to be awarded as grants by 64 million shares. Shares available for future option and RSU grants at October 1, 2011
totaled 70 million. Starting March 2009 for our primary plan, each share granted subject to a stock option award reduces the
number of shares available by one share while each share granted subject to a RSU award reduces the number of shares available
by two shares. The Company satisfies stock option exercises and vesting of RSUs with newly issued shares. Stock options and
RSUs are generally forfeited by employees who terminate prior to vesting.

Each year, during the second quarter, the Company awards stock options and restricted stock units to a broad-based group of
management and creative personnel (the Annual Grant). The fair value of options is estimated based on the binomial valuation
model. The binomial valuation model takes into account variables such as volatility, dividend yield, and the risk-free interest rate.
The binomial valuation model also considers the expected exercise multiple (the multiple of exercise price to grant price at which
exercises are expected to occur on average) and the termination rate (the probability of a vested option being cancelled due to the
termination of the option holder) in computing the value of the option.

In fiscal years 2011, 2010 and 2009, the weighted average assumptions used in the option-valuation model were as follows:

2011 2010 2009

Risk-free interest rate 3.2% 3.5% 2.0%
Expected volatility 28% 32% 47%
Dividend yield 1.15% 1.41% 1.19%
Termination rate 2.5% 2.5% 7.5%
Exercise multiple 1.40 1.40 1.39

Although the initial fair value of stock options is not adjusted after the grant date, changes in the Company’s assumptions may
change the value of, and therefore the expense related to, future stock option grants. The assumptions that cause the greatest
variation in fair value in the binomial valuation model are the expected volatility and expected exercise multiple. Increases or
decreases in either the expected volatility or expected exercise multiple will cause the binomial option value to increase or
decrease, respectively.

The volatility assumption considers both historical and implied volatility and may be impacted by the Company’s performance
as well as changes in economic and market conditions.

Compensation expense for RSUs and stock options is recognized ratably over the service period of the award. Compensation
expense for RSUs is based on the market price of the shares underlying the awards on the grant date. Compensation expense for
Performance RSUs reflects the estimated probability that the market and/or performance conditions will be met. Effective January
2010, equity-based awards provide continued vesting, in the event of termination, generally for employees that reach age 60 or
greater, have at least ten years of service and hold the award for at least one year.
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The impact of stock options/rights and RSUs on income for fiscal 2011, 2010 and 2009 was as follows:

2011 2010 2009

Stock option/rights compensation expense (1) $ 133 $ 142 $ 154
RSU compensation expense 300 249 207

Total equity-based compensation expense (2) 433 391 361
Tax impact (151) (145) (134)

Reduction in net income $ 282 $ 246 $ 227

Equity-based compensation expense capitalized during the period $ 66 $ 79 $ 109

Tax benefit reported in cash flow from financing activities $ 124 $ 76 $ 4

(1) Includes stock appreciation rights issued in connection with the acquisition of Playdom

(2) Equity-based compensation expense is net of capitalized equity-based compensation and excludes amortization of previously capitalized
equity-based compensation costs. Amortization of previously capitalized equity-based compensation totaled $57 million, $131 million and
$96 million in fiscal 2011, 2010 and 2009, respectively.

The following table summarizes information about stock option transactions (shares in millions):

2011

Shares

Weighted
Average

Exercise Price

Outstanding at beginning of year 119 $ 27.73
Awards forfeited (3) 28.71
Awards granted 11 39.62
Awards exercised (42) 26.79
Awards expired/cancelled (3) 21.62

Outstanding at end of year 82 29.20

Exercisable at end of year 48 27.74

The following tables summarize information about stock options vested and expected to vest at October 1, 2011 (shares in
millions):

Vested

Range of
Exercise
Prices

Number of
Options

Weighted
Average

Exercise Price

Weighted Average
Remaining Years

of Contractual Life

$ 0 — $ 15 1 $12.53 1.5
$ 16 — $ 20 4 18.37 2.8
$ 21 — $ 25 12 23.50 2.3
$ 26 — $ 30 17 28.81 3.2
$ 31 — $ 35 14 33.68 3.2

48
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Expected to Vest

Range of
Exercise
Prices

Number of
Options (1)

Weighted
Average

Exercise Price

Weighted Average
Remaining Years of

Contractual Life

$ 0 — $ 20 1 $18.75 4.5
$21 — $ 25 5 20.87 4.3
$26 — $ 30 9 29.22 3.7
$31 — $ 35 8 31.21 8.0
$36 — $ 40 8 39.61 9.3

31

(1) Number of options expected to vest is total unvested options less estimated forfeitures.

The following table summarizes information about RSU transactions (shares in millions):

2011

Units

Weighted
Average

Grant-Date
Fair Value

Unvested at beginning of year 33 $27.99
Granted 13 39.62
Vested (11) 28.34
Forfeited (3) 30.43

Unvested at end of year 32 32.34

RSU grants totaled 13 million, 15 million and 15 million in 2011, 2010 and 2009, respectively, and include 0.4 million shares,
0.4 million shares and 3.0 million shares of Performance RSUs in 2011, 2010 and 2009, respectively. Approximately 3.0 million of
the unvested RSUs as of October 1, 2011 are Performance RSUs.

The weighted average grant-date fair values of options granted during 2011, 2010 and 2009 were $10.96, $9.43 and $7.43,
respectively. The total intrinsic value (market value on date of exercise less exercise price) of options exercised and RSUs vested
during 2011, 2010 and 2009 totaled $969 million, $830 million, and $252 million, respectively. The aggregate intrinsic values of
stock options vested and expected to vest at October 1, 2011 were $170 million and $68 million, respectively.

As of October 1, 2011, there was $187 million of unrecognized compensation cost related to unvested stock options and $618
million related to unvested RSUs. That cost is expected to be recognized over a weighted-average period of 1.5 years for stock
options and 1.7 years for RSUs.

Cash received from option exercises for 2011, 2010 and 2009 was $1,128 million, $1,133 million and $119 million,
respectively. Tax benefits realized from tax deductions associated with option exercises and RSU activity for 2011, 2010 and 2009
totaled $342 million, $290 million and $90 million, respectively.
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14 Detail of Certain Balance Sheet Accounts

October 1,
2011

October 2,
2010

Current receivables
Accounts receivable $ 5,947 $ 5,454
Other 496 656
Allowance for doubtful accounts (261) (326)

$ 6,182 $ 5,784

Other current assets
Prepaid expenses $ 449 $ 446
Other 185 135

$ 634 $ 581

Parks, resorts and other property, at cost
Attractions, buildings and improvements $ 17,662 $ 15,998
Leasehold improvements 650 644
Furniture, fixtures and equipment 13,476 12,575
Land improvements 3,727 3,658

35,515 32,875
Accumulated depreciation (19,572) (18,373)
Projects in progress 2,625 2,180
Land 1,127 1,124

$ 19,695 $ 17,806

Intangible assets
Copyrights and other character intangibles $ 3,202 $ 3,118
Other amortizable intangible assets 501 352
Accumulated amortization (542) (360)

Net amortizable intangible assets 3,161 3,110
FCC licenses 722 733
Trademarks 1,218 1,218
Other indefinite lived intangible assets 20 20

$ 5,121 $ 5,081

Other non-current assets
Receivables $ 1,683 $ 1,275
Prepaid expenses 177 127
Other 754 1,306

$ 2,614 $ 2,708

Accounts payable and other accrued liabilities
Accounts payable $ 4,546 $ 4,413
Payroll and employee benefits 1,468 1,484
Other 348 212

$ 6,362 $ 6,109

98



October 1,
2011

October 2,
2010

Other long-term liabilities
Deferred revenues $ 233 $ 244
Capital lease obligations 288 224
Program licenses and rights 99 206
Participation and residual liabilities 342 415
Pension and postretirement medical plan liabilities 4,223 3,378
Other (1) 1,610 1,637

$ 6,795 $ 6,104

(1) Includes unrecognized tax benefits.

15 Commitments and Contingencies

Commitments
The Company has various contractual commitments for broadcast rights for sports, feature films and other programming,

aggregating approximately $36.1 billion, including approximately $0.7 billion for available programming as of October 1, 2011,
and approximately $33.3 billion related to sports programming rights, primarily NFL, college football (including college bowl
games) and basketball conferences, NBA, NASCAR, and MLB.

The Company has entered into operating leases for various real estate and equipment needs, including retail outlets and
distribution centers for consumer products, broadcast equipment, and office space for general and administrative purposes. Rental
expense for the operating leases during fiscal 2011, 2010, and 2009, including common-area maintenance and contingent rentals,
was $820 million, $742 million, and $694 million, respectively.

The Company also has contractual commitments for the construction of one new cruise ship, creative talent and employment
agreements and unrecognized tax benefits. Creative talent and employment agreements include obligations to actors, producers,
sports personnel, television and radio personalities, and executives.

Contractual commitments for broadcast programming rights, future minimum lease payments under non-cancelable operating
leases, and creative talent and other commitments totaled $42.4 billion at October 1, 2011, payable as follows:

Broadcast
Programming

Operating
Leases Other Total

2012 $ 5,424 $ 502 $ 1,788 $ 7,714
2013 3,860 410 698 4,968
2014 4,305 328 418 5,051
2015 3,334 225 240 3,799
2016 3,222 170 104 3,496
Thereafter 15,927 592 846 17,365

$ 36,072 $ 2,227 $ 4,094 $ 42,393
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The Company has non-cancelable capital leases, primarily for land and broadcast equipment, which had gross carrying values
of $531 million and $449 million at October 1, 2011 and October 2, 2010, respectively. Accumulated amortization related to these
capital leases totaled $127 million and $108 million at October 1, 2011 and October 2, 2010, respectively. Future payments under
these leases as of October 1, 2011 are as follows:

2012 $ 70
2013 59
2014 51
2015 60
2016 27
Thereafter 519

Total minimum obligations $ 786
Less amount representing interest (480)

Present value of net minimum obligations 306
Less current portion (18)

Long-term portion $ 288

Contractual Guarantees
The Company has guaranteed bond issuances by the Anaheim Public Authority that were used by the City of Anaheim to

finance construction of infrastructure and a public parking facility adjacent to the Disneyland Resort. Revenues from sales,
occupancy and property taxes from the Disneyland Resort and non-Disney hotels are used by the City of Anaheim to repay the
bonds. In the event of a debt service shortfall, the Company will be responsible to fund the shortfall. As of October 1, 2011, the
remaining debt service obligation guaranteed by the Company was $359 million, of which $87 million was principal. To the extent
that tax revenues exceed the debt service payments in subsequent periods, the Company would be reimbursed for any previously
funded shortfalls. To date, tax revenues have exceeded the debt service payments for Anaheim bonds.

ESPN STAR Sports, a joint-venture in which ESPN owns a 50% equity interest, has an agreement for global programming
rights to International Cricket Council Events from 2007 through 2015. Under the terms of the agreement, ESPN and the other
joint-venture partner have jointly guaranteed the programming rights obligation of approximately $0.7 billion over the remaining
term of the agreement.

Legal Matters
Celador International Ltd. v. American Broadcasting Companies, Inc. On May 19, 2004, an affiliate of the creator and licensor

of the television program, “Who Wants to be a Millionaire,” filed an action against the Company and certain of its subsidiaries,
including American Broadcasting Companies, Inc. and Buena Vista Television, LLC, alleging it was damaged by defendants
improperly engaging in certain intra-company transactions and charging merchandise distribution expenses, resulting in an
underpayment to the plaintiff. On July 7, 2010, the jury returned a verdict for breach of contract against certain subsidiaries of the
Company, awarding plaintiff damages of $269.4 million. The Company has stipulated with the plaintiff to an award of
prejudgment interest of $50 million, which amount will be reduced pro rata should the Court of Appeals reduce the damages
amount. On December 21, 2010, the Company’s alternative motions for a new trial and for judgment as a matter of law were
denied. Although we cannot predict the ultimate outcome of this lawsuit, the Company believes the jury’s verdict is in error and is
vigorously pursuing its position on appeal, notice of which was filed by the Company on January 14, 2011. On or about
January 28, 2011, plaintiff filed a notice of cross-appeal. The Company has determined that it does not have a probable loss under
the applicable accounting standard relating to probability of loss for recording a reserve with respect to this litigation and therefore
has not recorded a reserve.

The Company, together with, in some instances, certain of its directors and officers, is a defendant or codefendant in various
other legal actions involving copyright, breach of contract and various other claims incident to the conduct of its businesses.
Management does not expect the Company to suffer any material liability by reason of these actions.

Long-Term Receivables and the Allowance for Credit Losses
The Company has accounts receivable with original maturities greater than one year in duration principally related to the

Company’s sales of program rights in the television syndication markets within the Media Networks segment and vacation
ownership units within the Parks and Resorts segment.
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The Company estimates the allowance for credit losses related to receivables for the sale of syndicated programming based
upon a number of factors, including historical experience, and an ongoing review of the financial condition of individual
companies with which we do business. The balance of syndication receivables recorded in other non-current assets, net of an
immaterial allowance for credit losses, was approximately $0.9 billion as of October 1, 2011. Activity in fiscal 2011 related to the
allowance for credit losses was not material.

The Company estimates the allowance for credit losses related to receivables for sales of its vacation ownership units based
primarily on historical collection experience. Projections of uncollectible amounts are also based on consideration of the economic
environment and the age of receivables. The balance of mortgage receivables recorded in other non-current assets, net of a related
allowance for credit losses of approximately 5%, was approximately $0.5 billion as of October 1, 2011. The activity in fiscal 2011
related to the allowance for credit losses was not material.

16 Fair Value Measurement

The Company’s assets and liabilities measured at fair value on a recurring basis are summarized in the following table by the
type of inputs applicable to the fair value measurements. See Note 11 for the definitions of fair value and each level within the fair
value hierarchy.

Fair Value Measurements at October 1, 2011
Description Level 1 Level 2 Level 3 Total

Assets
Investments $ 143 $ 43 $ — $ 186
Derivatives (1)

Interest rate — 214 — 214
Foreign exchange — 498 — 498

Residual Interests — — 40 40
Liabilities

Derivatives (1)

Interest rate — (18) — (18)
Foreign exchange — (262) — (262)
Other derivatives — (1) — (1)

Other — — — —

Total $ 143 $ 474 $ 40 $ 657

Fair Value Measurements at October 2, 2010
Description Level 1 Level 2 Level 3 Total

Assets
Investments $ 42 $ 42 $ 2 $ 86
Derivatives (1)

Interest rate — 231 — 231
Foreign exchange — 404 — 404

Residual Interests — — 54 54
Liabilities

Derivatives (1)

Interest rate — (22) — (22)
Foreign exchange — (490) — (490)
Other derivatives — — — —

Other — — (1) (1)

Total $ 42 $ 165 $ 55 $ 262

(1) The Company has master netting arrangements by counterparty with respect to certain derivative contracts. Contracts in a liability position
totaling $167 million and $206 million have been netted against contracts in an asset position in the Consolidated Balance Sheet at
October 1, 2011 and October 2, 2010, respectively.

The fair value of Level 2 investments is primarily determined by reference to market prices based on recent trading activity and
other relevant information including pricing for similar securities as determined by third-party pricing services.

101



The fair values of Level 2 derivatives, which consist of interest rate and foreign currency hedges, are primarily determined
based on the present value of future cash flows using internal models that use observable inputs such as interest rates, yield curves
and foreign currency exchange rates. Counterparty credit risk, which is mitigated by master netting agreements and collateral
posting arrangements with certain counterparties, did not have a material impact on derivative fair value estimates.

Level 3 residual interests consist of our residual interests in securitized vacation ownership mortgage receivables and are valued
using a discounted cash flow model that considers estimated interest rates, discount rates, prepayment, and defaults. There were no
material changes in the residual interests in fiscal 2011.

The Company also has assets and liabilities that are required to be recorded at fair value on a non-recurring basis when certain
circumstances occur. During fiscal years 2011 and 2010, the Company recorded impairment charges of $46 million and $249
million, respectively, on film productions which are reported in “Costs and expenses” in the Consolidated Statements of Income.
The film impairment charges compared our estimated fair value using discounted cash flows to the unamortized cost of the films.
The discounted cash flow analysis is a level 3 valuation technique. The aggregate carrying values of the films were $132 million
and $591 million prior to the impairment charges for fiscal years 2011 and 2010, respectively.

Fair Value of Financial Instruments
In addition to the financial instruments listed above, the Company’s financial instruments also include cash, cash equivalents,

receivables, accounts payable and borrowings.

The fair values of cash and cash equivalents, receivables, available-for-sale investments, derivative contracts and accounts
payable approximated the carrying values. The estimated year end fair values of the Company’s total borrowings (current and
noncurrent) subject to fair value disclosures, determined based on broker quotes or quoted market prices or interest rates for the
same or similar instruments are $14.2 billion and $13.7 billion at October 1, 2011 and October 2, 2010, respectively.

Transfers of Financial Assets
The Company previously sold mortgage receivables arising from the sales of its vacation ownership units under a facility that

expired on December 4, 2008 and was not renewed. The Company sold $17 million of mortgage receivables during the year ended
October 3, 2009, resulting in gain on securitized sales of vacation ownership interests of $4 million for fiscal 2009.

The Company continues to service the sold receivables and has a residual interest in those receivables. As of October 1, 2011,
the remaining outstanding principal amount for sold mortgage receivables was $236 million, and the carrying value of the
Company’s residual interest, which is recorded in other long-term assets, was $40 million.

The Company repurchases defaulted mortgage receivables at their outstanding balance. The Company did not make material
repurchases in the years ended October 1, 2011 or October 2, 2010. The Company generally has been able to sell the repurchased
vacation ownership units for amounts that exceed the amounts at which they were repurchased.

The Company also provides credit support for up to 70% of the outstanding balance of the sold mortgage receivables which the
mortgage receivable acquirer may draw on in the event of losses under the facility. The Company maintains a reserve for estimated
credit losses related to these receivables.

Credit Concentrations
The Company continually monitors its positions with, and the credit quality of, the financial institutions that are counterparties

to its financial instruments and does not anticipate nonperformance by the counterparties.

The Company does not expect that it would realize a material loss, based on the fair value of its derivative financial instruments
as of October 1, 2011, in the event of nonperformance by any single derivative counterparty. The Company enters into transactions
only with derivative counterparties that have a credit rating of A- or better. The Company’s current policy regarding agreements
with derivative counterparties is generally to require collateral in the event credit ratings fall below A- or in the event aggregate
exposures exceed limits as defined by contract. In addition, the Company limits the amount of investment credit exposure with any
one institution.

The Company does not have material cash and cash equivalent balances with financial institutions that have a credit rating of
less than investment grade. As of October 1, 2011, the Company’s balances that exceeded 10% of cash and cash equivalents with
individual financial institutions were 41% compared to 30% as of October 2, 2010.
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The Company’s trade receivables and financial investments do not represent a significant concentration of credit risk at
October 1, 2011 due to the wide variety of customers and markets into which the Company’s products are sold, their dispersion
across geographic areas, and the diversification of the Company’s portfolio among issuers.

17 Derivative Instruments

The Company manages its exposure to various risks relating to its ongoing business operations according to a risk management
policy. The primary risks managed with derivative instruments are interest rate risk and foreign exchange risk.

The following table summarizes the gross fair value of the Company’s derivative positions as of October 1, 2011:

Current
Assets Other Assets

Other
Accrued

Liabilities

Other Long-
Term

Liabilities

Derivatives designated as hedges
Foreign exchange $ 133 $ 33 $ (100) $ (90)
Interest rate 1 213 — —
Other — — (1) —

Derivatives not designated as hedges
Foreign exchange 103 229 (51) (21)
Interest rate — — — (18)

Gross fair value of derivatives 237 475 (152) (129)
Counterparty netting (111) (56) 111 56

Total Derivatives (1) $ 126 $ 419 $ (41) $ (73)

The following table summarizes the gross fair value of the Company’s derivative positions as of October 2, 2010:

Current
Assets Other Assets

Other
Accrued

Liabilities

Other Long-
Term

Liabilities

Derivatives designated as hedges
Foreign exchange $ 78 $ 65 $ (210) $ (104)
Interest rate 13 218 — —

Derivatives not designated as hedges
Foreign exchange 80 181 (140) (36)
Interest rate — — — (22)

Gross fair value of derivatives 171 464 (350) (162)
Counterparty netting (121) (85) 130 76

Total Derivatives (1) $ 50 $ 379 $ (220) $ (86)

(1) Refer to Note 16 for further information on derivative fair values and counterparty netting.

Interest Rate Risk Management
The Company is exposed to the impact of interest rate changes primarily through its borrowing activities. The Company’s

objective is to mitigate the impact of interest rate changes on earnings and cash flows and on the market value of its borrowings. In
accordance with its policy, the Company targets its fixed-rate debt as a percentage of its net debt between a minimum and
maximum percentage. The Company typically uses pay-floating and pay-fixed interest rate swaps to facilitate its interest rate
management activities.
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The Company designates pay-floating interest rate swaps as fair value hedges of fixed-rate borrowings effectively converting
fixed-rate borrowings to variable rate borrowings indexed to LIBOR. As of October 1, 2011 and October 2, 2010, the total notional
amount of the Company’s pay-floating interest rate swaps was $1.2 billion and $1.5 billion, respectively. The following table
summarizes adjustments related to fair value hedges included in net interest expense in the Consolidated Statements of Income.

2011 2010

Gain (loss) on interest rate swaps $ 17 $ 41
Gain (loss) on hedged borrowings (17) (41)

The Company may designate pay-fixed interest rate swaps as cash flow hedges of interest payments on floating-rate
borrowings. Pay-fixed swaps effectively convert floating rate borrowings to fixed-rate borrowings. The unrealized gains or losses
from these cash flow hedges are deferred in accumulated other comprehensive income (AOCI) and recognized in interest expense
as the interest payments occur. The Company did not have pay-fixed interest rate swaps that were designated as cash flow hedges
of interest payments at October 1, 2011 nor at October 2, 2010.

Foreign Exchange Risk Management
The Company transacts business globally and is subject to risks associated with changing foreign currency exchange rates. The

Company’s objective is to reduce earnings and cash flow fluctuations associated with foreign currency exchange rate changes,
enabling management to focus on core business issues and challenges.

The Company enters into option and forward contracts that change in value as foreign currency exchange rates change to
protect the value of its existing foreign currency assets, liabilities, firm commitments and forecasted but not firmly committed
foreign currency transactions. In accordance with policy, the Company hedges its forecasted foreign currency transactions for
periods generally not to exceed four years within an established minimum and maximum range of annual exposure. The gains and
losses on these contracts offset changes in the U.S. dollar equivalent value of the related forecasted transaction, asset, liability or
firm commitment. The principal currencies hedged are the Euro, Japanese yen, Canadian dollar and British pound. Cross-currency
swaps are used to effectively convert foreign currency-denominated borrowings into U.S. dollar denominated borrowings.

The Company designates foreign exchange forward and option contracts as cash flow hedges of firmly committed and
forecasted foreign currency transactions. As of October 1, 2011 and October 2, 2010, the notional amounts of the Company’s net
foreign exchange cash flow hedges was $3.6 billion and $2.8 billion, respectively. Mark to market gains and losses on these
contracts are deferred in AOCI and are recognized in earnings when the hedged transactions occur, offsetting changes in the value
of the foreign currency transactions. Gains and losses recognized related to ineffectiveness for the years ended October 1, 2011 and
October 2, 2010 were not material. Net deferred gains recorded in AOCI for contracts that will mature in the next twelve months
totaled $33 million. The following table summarizes the pre-tax adjustments to AOCI for foreign exchange cash flow hedges.

2011 2010

Gain (loss) recorded in AOCI $ (115) $ (187)
Reclassification of (gains) losses from AOCI into revenues and costs and expenses 191 (7)

Net change in AOCI $ 76 $ (194)

Foreign exchange risk management contracts with respect to foreign currency assets and liabilities are not designated as hedges
and do not qualify for hedge accounting. The notional amount of these foreign exchange contracts at October 1, 2011 and
October 2, 2010 was $2.6 billion and $2.2 billion, respectively. During the years ended October 1, 2011 and October 2, 2010, the
Company recognized a net gain of $24 million and $102 million, respectively, in costs and expenses on these foreign exchange
contracts which offset a net loss of $25 million and $173 million on the related economic exposures for the years ended October 1,
2011 and October 2, 2010, respectively.

Commodity Price Risk Management
The Company is subject to the volatility of commodities prices and designates certain commodity forward contracts as cash

flow hedges of forecasted commodity purchases. Mark to market gains and losses on these contracts are deferred in AOCI and are
recognized in earnings when the hedged transactions occur, offsetting changes in the value of commodity purchases. The fair value
of commodity hedging contracts was not material at October 1, 2011 nor at October 2, 2010.
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Risk Management – Derivatives Not Designated as Hedges
The Company enters into certain other risk management contracts that are not designated as hedges and do not qualify for

hedge accounting. These contracts, which include pay fixed interest rate swaps and commodity swap contracts, are intended to
offset economic exposures of the Company and are carried at market value with any changes in value recorded in earnings.

The notional amount of these contracts at October 1, 2011 and October 2, 2010 was $184 million and $218 million,
respectively. The gains or losses recognized in income for fiscal 2011 and fiscal 2010 were not material.

Contingent Features
The Company’s derivative financial instruments may require the Company to post collateral in the event that a net liability

position with a counterparty exceeds limits defined by contract and that vary with Disney’s credit rating. If the Company’s credit
ratings were to fall below investment grade, such counterparties would also have the right to terminate our derivative contracts,
which could lead to a net payment to or from the Company for the aggregate net value by counterparty of our derivative contracts.
The aggregate fair value of derivative instruments with credit-risk-related contingent features in a net liability position by
counterparty were $114 million and $306 million on October 1, 2011 and October 2, 2010, respectively.

18 Restructuring and Impairment Charges

The Company recorded $55 million of restructuring and impairment charges during fiscal 2011 for severance and facilities
costs related to organizational and cost structure initiatives primarily at our Studio Entertainment ($33 million) and Interactive
Media ($22 million) segments.

The Company recorded $270 million of restructuring and impairment charges during fiscal 2010 related to organizational and
cost structure initiatives primarily at our Studio Entertainment ($151 million) and Media Networks ($95 million) segments.
Impairment charges of $132 million consisted of writeoffs of capitalized costs primarily related to abandoned film projects, the
closure of a studio production facility and the closure of five ESPN Zone locations. Restructuring charges of $138 million were
primarily severance and other costs.

The Company recorded $492 million of restructuring and impairment charges during fiscal 2009 which included impairment
charges of $279 million and restructuring costs of $213 million. The most significant of the impairment charges was $142 million
related to FCC radio licenses and $65 million related to our investment in UTV Group. The restructuring costs were for severance
and other related costs.
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QUARTERLY FINANCIAL SUMMARY
(In millions, except per share data)

(unaudited) Q1 Q2 Q3 Q4

2011 (1)(2)(3)(4)

Revenues $ 10,716 $ 9,077 $ 10,675 $ 10,425
Net income 1,334 1,010 1,663 1,251
Net income attributable to Disney 1,302 942 1,476 1,087
Earnings per share:

Diluted $ 0.68 $ 0.49 $ 0.77 $ 0.58
Basic 0.69 0.50 0.78 0.59

2010 (1)(2)(3)(4)

Revenues $ 9,739 $ 8,580 $ 10,002 $ 9,742
Net income 844 998 1,505 966
Net income attributable to Disney 844 953 1,331 835
Earnings per share:

Diluted $ 0.44 $ 0.48 $ 0.67 $ 0.43
Basic 0.45 0.49 0.68 0.44

(1) Results for the fourth quarter of fiscal 2011 include restructuring and impairment charges which had no net impact on earnings per share.
The fourth quarter of fiscal 2010 included restructuring and impairment charges ($0.02 per diluted share).

(2) Results for the third quarter of fiscal 2011 include restructuring and impairment charges ($0.01 per diluted share). The third quarter of fiscal
2010 included a gain on the sale of the Power Rangers property ($0.01 per diluted share) and restructuring and impairment charges ($0.01
per diluted share).

(3) Results for the second quarter of fiscal 2010 included restructuring and impairment charges ($0.02 per diluted share), a gain on the sale of an
investment in a pay television service in Europe and an accounting gain related to the acquisition of The Disney Store Japan (together $0.02
per diluted share).

(4) Results for the first quarter of fiscal 2011 include gains on the sales of Miramax and BASS (together $0.02 per diluted share) and
restructuring and impairment charges ($0.01 per diluted share). The first quarter of fiscal 2010 included restructuring and impairment
charges ($0.03 per diluted share) and a gain on the sale of an investment in a television service in Europe ($0.01 per diluted share).
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ADDITIONAL INFORMATION

Comparison of five-year cumulative total return

The following graph compares the performance of the Company’s common stock with the performance of the two
indicated indexes assuming $100 was invested on September 29, 2006 (the last trading day of the fiscal year) in the
Company’s common stock and the two indexes.
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The Walt Disney Company

S&P 500 Index

Peer Group Index

The peer group index is a custom index consisting of the surviving companies that were formerly included in the
Standard & Poor’s Entertainment and Leisure Index. Although this index was discontinued in January 2002, the
Company believes the companies included in the index continue to provide a representative sample of enterprises in
the primary lines of business in which the Company engages. These companies are, in addition to The Walt Disney
Company, media enterprises Time Warner Inc., CBS Corporation (formerly Viacom Inc.) (Class B common stock) and
Viacom Inc. (created on December 31, 2005 by the separation of the company formerly known as Viacom Inc. into two
publicly held companies, CBS Corporation and Viacom Inc.); resort and leisure-oriented companies Carnival
Corporation, Marriott International, Inc. and Starwood Hotels and Resorts Worldwide, Inc; and consumer-oriented
businesses Brunswick Corporation, Darden Restaurants, Inc., McDonald’s Corporation, Starbucks Corporation, Yum!
Brands, Inc. and The Wendy’s Company.
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January 2013

Dear Shareholders,

Fiscal 2012 was an exciting year of record performance, as well as innovation and creativity, at The Walt Disney 
Company. For the second year in a row Disney achieved record net income, revenue, and earnings per share. In fiscal 
2012, net income for our shareholders was a record $5.7 billion, an increase of 18% over last year, and revenue was a 
record $42.3 billion, up 3% from last year.  Diluted earnings per share increased 24% to a record $3.13.  

Our success was driven by improved results in each of our businesses and reflects the strength of our entire 
portfolio. It’s also the result of our long-term strategy and the significant investments we’ve made over the last 
several years to ensure that we continue to find new ways to capture the imagination of millions with entertainment 
experiences that exceed expectations and become cherished memories. 

We have built an amazing collection of some of the world’s best media brands – Disney, ESPN, ABC, Pixar, Marvel, 
and now Lucasfilm – that provide enormous opportunities for us to continue to create high-quality content and 
unparalleled experiences. In a world cluttered with a growing number of entertainment choices, people look for the 
quality brands they know and love. And today, whether they’re looking for the best in sports, television, or family 
entertainment of any kind, hundreds of millions of people are looking to our company and its wonderful array of high-
quality entertainment.

Our remarkably successful acquisitions of Pixar and Marvel, in particular, have proven our unique ability to 
nurture strong brands and expand fantastic creative content to its fullest potential and maximum value. Pixar also 
reinvigorated our animation, and we’re seeing a tremendous creative resurgence as a result. Building on the success 
of Tangled, Disney’s Wreck-It Ralph has drawn great reviews as well as record audiences. Wreck-It Ralph delivered the 
highest grossing opening weekend in Disney Animation history and also became the 75th Disney film to cross the $100 
million domestic box office threshold, with more than $175 million to date.

Each of our strategic acquisitions has generated tremendous new opportunities and creative potential across our 
entire company, and we are thrilled to add Lucasfilm and its beloved Star Wars franchise, with its universe of more 
than 17,000 characters, inhabiting several thousand planets, spanning 20,000 years. Star Wars offers infinite inspiration 
and opportunities, and we’re already moving forward on a new feature film to continue the epic saga. Star Wars 
Episode 7 will be in theaters in 2015, with more feature films planned – along with television programming, games and 
merchandise, and an expanded Star Wars presence in our parks around the world.

Over the last seven years we have focused on three key strategic priorities that have been critical to our success: 
creating exceptionally high-quality content for families, making that content more engaging and accessible through the 
innovative use of technology, and growing our brands and businesses in markets around the world. And this has been 
another year of great achievement for our businesses in these key areas.

On December 16th, Walt Disney Imagineering (WDI) celebrated 60 years of incomparable creativity. Originally 
founded to bring Disney’s great storytelling to life with immersive experiences in ways that had never even been 
imagined before, WDI was the genesis of our parks and resorts business around the world. And 2012 saw the opening 
of some of WDI’s finest work yet – including the phenomenal new Cars Land at Disney California Adventure, which 
completed the transformation of that park into a worthy neighbor to Disneyland and an extraordinary experience 
in its own right. We also launched our fourth cruise ship, the incredible Disney Fantasy, and opened two new areas 
in Hong Kong Disneyland, along with the first phase of our historic expansion of Fantasyland in Walt Disney World 
to take storytelling in this iconic location to a whole new level. This year we made significant progress toward our 
goal of opening our first Disney destination in mainland China, and our Imagineers continue the development and 
construction of our Shanghai Disney Resort to bring our vision to life.

The Walt Disney Studios smashed global box office records with Marvel’s The Avengers, the year’s #1 hit as well 
as the third-highest grossing film of all time, with more than $1.5 billion�������	
����
������
������Brave, Disney’s 
Frankenweenie, and Walt Disney Animation Studios’ Wreck-It Ralph demonstrated the creative excellence and rich 
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diversity of our animation efforts. Each of these movies earned both a Golden Globe and an Oscar nomination for the 
year’s best animated feature, something we are obviously quite proud of. We are also incredibly proud to distribute 
Steven Spielberg’s Lincoln, which premiered in November to sold-out crowds and critical acclaim and also earned 12 
Oscar nominations, including a nod for best picture of the year. Together these films contributed to a record year for 
our studio at the domestic box office. 

In 2013 we’ll release Marvel’s Iron Man 3 in May and Thor: The Dark World in November. Disney’s fantastical 
Oz The Great and Powerful will whirl into theaters in March, and in July superstar Johnny Depp will saddle up in 
The Lone Ranger�����������������
��������������
������
������Monsters University in June, and Frozen, based on Hans 
Christian Andersen’s The Snow Queen and predicted to be the “coolest” comedy-adventure to ever hit the big screen, 
will be in theaters in November. We’ll end the year with Saving Mr. Banks, the story behind one of our most beloved 
classics, Mary Poppins, starring Tom Hanks as Walt Disney.

On the stage, Disney productions continue to wow audiences and critics alike. Disney’s new smash hit musical, 
Newsies, has played to packed houses since its March debut, breaking Broadway box office records to turn a profit faster 
than any previous Disney production and earning two Tony Awards in the process. Meanwhile, Peter and the Starcatcher 
earned another five Tony Awards, The Lion King celebrated its 15th anniversary by officially becoming the highest 
grossing show in Broadway history, and fans around the world got a chance to see new productions of Mary Poppins, 
including the first-ever performance in Spanish.

Technology remains one of our key priorities because it is transforming virtually every part of our business. 
As consumers change the way they use media and interact with the world around them, they create even more 
opportunities for us to connect and engage them in new ways. 

In 2012, we re-imagined our online presence with the launch of the new Disney.com. It’s the digital gateway for all 
things Disney, designed with the next generation of Disney fans in mind, offering a rich experience for users that is 
consistent as they move from one platform to another. During 2012, Disney’s Where’s My Water? became the #1 mobile 
game in 96 countries, and the various versions of the game have been downloaded more than 100 million times. Fiscal 
2012 was actually a rather transformative year for our interactive business. We launched five #1 mobile games and also 
had tremendous success with our first branded social game, Marvel: Avengers Alliance, which garnered critical acclaim 
and millions of players worldwide. And 2013 promises to be even more exciting as we reinvent the way video games tell 
stories with the highly anticipated launch of Disney Infinity, an extraordinary new gaming platform that lets people play 
with all of the Disney properties any time, any place, across devices to create their own unique gaming adventures.

We’re also incredibly proud of the continued success of our broadcast and cable networks. ESPN remains the 
world’s undisputed leader in sports programming, bringing more sports coverage to more people in more ways than 
ever before.  Whether sports fans are watching NFL games, Wimbledon, the NBA, the Indy 500, Major League Baseball, 
college sports, or sports news – on television, online, or on a hand-held device – most of them watch ESPN.   The 
revolutionary WatchESPN service now allows fans in more than 46 million U.S. homes to watch ESPN online, on-the-go 
from their tablets and mobile devices, and through Xbox.  

ABC delivered three of the fall season’s top ten scripted series, including Modern Family, the #1 comedy on 
television; Grey’s Anatomy, television’s top-rated broadcast drama; and Once Upon a Time, a breakout hit in its second 
season. Good Morning America officially became the country’s top morning show, and ABC News and our ABC-owned 
stations did stellar work covering the year’s most important events. From the 2012 election to the devastation of natural 
disasters, these teams told the stories that mattered in ways that revealed the power, importance, and humanity 
behind them.

In 2012 Disney Channel took the top spot among kids 2-11 for the first time ever, and continued its winning streak 
as the #1 network among kids and tweens in the U.S. Disney Channel delivered the top three TV series among kids 
2-11 for the year, as well as the top six shows among kids 6-11, and the top three shows among tweens (9-14). Building 
on the successful Disney Junior programming block on Disney Channel, in March we launched a 24-hour Disney 
Junior channel in the U.S. for preschoolers. Disney Junior content is a big hit with these viewers, who have made 
Doc McStuffins cable’s top-rated show and Sofia the First: Once Upon a Princess cable’s highest rated telecast of all time 
among this young audience.
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Disney Channel has been a touchstone for our brand in homes around the world, introducing Disney to new 
markets with each new channel we launch. On New Year’s Eve 2011 we launched our first free-to-air Disney Channel 
in Russia, reaching more than 40 million homes, or approximately 75% of Russian viewers. We followed that success in 
January 2012 with the launch of a free satellite Disney Channel in Turkey, expanding our reach from 1.5 million homes 
in that country to 11 million. We now have 108 Disney Channels in 34 languages reaching more than 426 million homes 
in 166 different markets around the world. When you add the extended reach of our partners around the world, Disney 
and Marvel branded kids television content is now available in almost one billion homes.

As the world’s largest licensor, Disney is able to extend our storytelling beyond the screen, taking our beloved 
characters into the daily lives of millions of people. A wide array of merchandise based on some of the world’s most 
iconic franchises such as Mickey Mouse, Disney Princesses, Cars, and Marvel’s The Avengers is available in innovative 
online and retail environments that continue the Disney experience, and take fans even deeper into the stories they 
love. Disney is also the world’s leading children’s publisher, using digital technology to create dynamic new reading 
experiences. In fiscal 2012, we launched a line of digital learning opportunities, based on our successful Disney 
English Learning Centers in China, to help parents everywhere use their children’s favorite characters to share their 
love of learning. We also expanded our growing Disney Baby brand across North America and are poised to grow it 
internationally in the coming year.

Our high-quality content translates into new businesses and new markets around the world, and we continue to 
see enormous growth potential in emerging countries. There is a rapidly growing middle class in these markets, with 
rising disposable income, and a desire for the kind of family entertainment Disney creates. In addition to continuing 
to expand our presence in both China and Russia, this year we also made our largest investment in India to date, 
acquiring UTV to become India’s leading film studio and TV producer. The deal also added six of the country’s most 
popular entertainment, news, and film channels to our portfolio, so we’re now one of India’s premier broadcasters as 
well, reaching more than 100 million viewers every week. The UTV deal also positioned us as a significant player in the 
digital media space, thanks to Indiagames, the number one mobile gaming company in this market. 

We believe that acting responsibly is an integral part of our brand, and are committed to being a good corporate 
citizen around the world. We published our first Corporate Citizenship report in 2008, and in 2012 we added specific, 
quantifiable targets to measure our progress in a variety of areas, from reducing our environmental impact and 
ensuring respectful workplaces to promoting the well-being of kids and families. In June we continued our partnership 
with parents to make healthier living easier and more fun for families, and became the first major media company to 
set standards for food advertising on programming targeted to kids. Disney took the first step in this direction in 2006, 
with our landmark nutrition guidelines, and we are proud to continue to lead the industry forward.

We are also proud of our legacy of supporting those who serve our country, and are committed to continuing 
that effort. In March we launched Heroes Work Here, a company-wide effort to support U.S. veterans and military 
families. The initiative included assistance to veterans transitioning from active service to civilian life, public service 
announcements on our broadcast and cable networks, and a commitment to hire at least 1,000 military veterans – a goal 
I am very pleased to note we have already surpassed.

By all accounts and any measure, 2012 was an extraordinary year for The Walt Disney Company, and we are well 
positioned for continued growth and success in the new year. Our achievements are a testament to the commitment 
and tireless work of our incredibly talented employees around the world. The strength of our company truly does come 
from the character and integrity of our people, and I am grateful to have such amazing men and women at Disney.

On behalf of everyone at Disney, I thank you for your continued support and confidence. You can count on us to 
continue creating fantastic family entertainment and doing what it takes to deliver extraordinary experiences and 
create shareholder value.

Robert A. Iger 
Chairman and Chief Executive Officer 
The Walt Disney Company
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 PART I

ITEM 1. Business 

The Walt Disney Company, together with its subsidiaries, is a diversified worldwide entertainment company with operations 
in five business segments: Media Networks, Parks and Resorts, Studio Entertainment, Consumer Products and Interactive. For 
convenience, the terms “Company” and “we” are used to refer collectively to the parent company and the subsidiaries through 
which our various businesses are actually conducted. 

Information on the Company’s revenues, operating income, and identifiable assets appears in Note 1 to the Consolidated 
Financial Statements included in Item 8 hereof. The Company employed approximately 166,000 people as of September 29, 2012. 

MEDIA NETWORKS 

The Media Networks segment includes international and domestic cable television networks, a domestic broadcast television 
network, television production operations, domestic and international television distribution, domestic television stations, domestic 
broadcast radio networks and stations, and publishing and digital operations. 

Cable Networks 

Our cable networks include ESPN, Disney Channels Worldwide, ABC Family, and SOAPnet. We also operate the UTV/Bindass 
networks in India. The cable networks group produces its own programs or acquires rights from third-parties to air programs on 
our networks. The Company also has interests in joint ventures that operate cable and broadcast programming services and are 
accounted for under the equity method of accounting. 

Cable networks derive a majority of their revenues from fees charged to cable, satellite and telecommunications service 
providers (Multi-channel Video Programming Distributors or MVPDs) for the right to deliver our programming to their customers 
and, for certain networks (primarily ESPN and ABC Family), the sale to advertisers of time in network programs for commercial 
announcements. Generally, the Company’s cable networks operate under multi-year agreements with MVPDs that include 
contractually determined fees. The amounts that we can charge to MVPDs for our cable network services are largely dependent on 
the competitive market and the quality and quantity of programming that we can provide. The ability to sell time for commercial 
announcements and the rates received are primarily dependent on the size and nature of the audience that the network can deliver 
to the advertiser as well as overall advertiser demand. We also sell programming developed by our cable networks to third parties 
worldwide in pay and syndication markets, in DVD format and also online to third-party services. 
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The Company’s significant cable networks and our ownership percentage and estimated subscribers as of September 29, 2012 
are set forth in the following table: 

 

Estimated 
Subscribers 

(in millions) (1) Ownership % 

ESPN (2) 

ESPN 98 80.0

ESPN2 98 80.0

ESPNEWS 74 80.0

ESPN Classic 31 80.0

ESPNU 73 80.0

Disney Channels Worldwide
Disney Channel – Domestic 98 100.0

Disney Channels – International (3) 155 100.0

Disney Junior – Domestic (3) 52 100.0

Disney Junior – International (3) 73 100.0

Disney XD – Domestic 80 100.0

Disney XD – International (3) 95 100.0

ABC Family 97 100.0

SOAPnet 66 100.0

A&E Television Networks (AETN) (2)

A&E 98 50.0

Lifetime 98 50.0

HISTORY 98 50.0

LMN 84 50.0

BIO 69 50.0

H2 68 50.0

Lifetime Real Women (3) 16 50.0

(1) Estimated United States (U.S.) subscriber counts according to Nielsen Media Research as of September 2012, except as noted below 

(2) ESPN and AETN programming is distributed internationally through other networks discussed below 

(3) Subscriber counts are not rated by Nielsen Media Research and are based on internal management reports 

ESPN 
ESPN is a multimedia, multinational sports entertainment company that operates eight 24-hour domestic television sports 

networks: ESPN, ESPN2, ESPNEWS, ESPN Classic, ESPN Deportes (a Spanish language network), ESPNU (a network devoted to 
college sports), ESPN 3D, and the regionally focused Longhorn Network (a network dedicated to The University of Texas athletics). 
ESPN also operates five high-definition television simulcast services, ESPN HD, ESPN2 HD, ESPNEWS HD, ESPNU HD, and 
ESPN Deportes HD. ESPN programs the sports schedule on the ABC Television Network, which is branded ESPN on ABC. ESPN 
owns 27 international sports networks reaching households in 190 countries and territories in 11 languages. In addition, ESPN holds 
a 30% equity interest in CTV Specialty Television, Inc., which owns television networks in Canada, including The Sports Network, 
The Sports Network 2, Le Réseau des Sports, ESPN Classic Canada, the NHL Network and Discovery Canada. ESPN owned 
a 50% equity interest in ESPN Star Sports, which distributes sports programming throughout most of Asia on 15 international 
sports networks. ESPN sold its interest to the joint venture partner in November 2012. (See Note 18 to the Consolidated Financial 
Statements.) 

ESPN holds rights for various professional and college sports programming including the National Football League (NFL), 
the National Basketball Association (NBA), Major League Baseball (MLB), college football and basketball conferences, 
National Association of Stock Car Auto Racing (NASCAR), the Wimbledon Championships, US Open Tennis and the Masters 
golf tournament. 
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ESPN also operates: 
�� �����	
������	�����������	
��������������
������������
�����
����������
���	���
�������
������������
����

hub and six local sites – ESPNBoston.com, ESPNChicago.com, ESPNDallas.com, ESPNDeportesLosAngeles.com, 
ESPNLosAngeles.com and ESPNNewYork.com 
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making it one of the largest sports radio networks in the U.S. The ESPN Radio branded network is carried on more 
than 350 stations and ESPN owns stations in New York, Dallas, Chicago and Los Angeles 
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Disney Channels Worldwide 
Disney Channels Worldwide is a portfolio of over 100 entertainment channels and/or channel feeds available in 35 languages 

and 167 countries/territories and includes Disney Channel, Disney Junior, Disney XD, Disney Cinemagic, Hungama and Radio 
Disney. Disney Channels Worldwide content is also available through subscription and video-on-demand services and online 
through our websites: DisneyXD.com, DisneyJunior.com, DisneyChannel.com and RadioDisney.com. Programming for these 
networks includes internally developed and acquired programming. 

Disney Channel - Disney Channel is a 24-hour cable network airing original and acquired series and movie programming 
targeted to children ages 6-14 and families. Disney Channel develops and produces shows for exhibition on its network, including 
live-action comedy series, animated programming and educational preschool series, as well as original movies. Live-action 
comedy series include A.N.T. Farm, Good Luck Charlie, Jessie, Shake It Up, and Austin & Ally. Disney Channel also airs the 
animated programs, Phineas and Ferb, Fish Hooks, and Gravity Falls. Original animated series for preschoolers include Disney’s 
Mickey Mouse Clubhouse, Doc McStuffins, Jake and the Never Land Pirates, and Special Agent Oso. Disney Channel also airs 
programming acquired from third parties and content from Disney’s theatrical film and television programming library. 

Disney Junior - Disney Junior airs original and acquired programming for children ages 2-7 and their parents and caregivers, 
and features animated and live-action programming which blends Disney’s storytelling and characters with learning. Programming 
focuses on early math and language skills, healthy eating, lifestyle and social skills. In the U.S., Disney Junior airs as a 
programming block on Disney Channel and has a dedicated 24-hour channel. Disney Junior also has programming blocks in Latin 
America, Europe, Asia, Australia and Africa. In fiscal 2012, we began the conversion of SOAPnet to Disney Junior and many 
MVPDs that carried SOAPnet have transitioned to carrying the Disney Junior network. 

Disney XD - Disney XD is a basic cable channel airing a mix of live-action and animated original programming and 
programming acquired from third parties for kids ages 6-14. Programming includes live-action series Kickin’ It, Lab Rats and 
Pair of Kings and animated series Phineas and Ferb, Kick Buttowski – Suburban Daredevil, Motorcity, TRON: Uprising, Marvel 
Animation’s The Avengers: Earth’s Mightiest Heroes and Ultimate Spider Man. 

We also have Disney XD channels in Latin America, Europe and Asia that are 24-hour networks or programming blocks in 
approximately 130 countries/territories. 

WatchDisneyChannel.com, WatchDisneyJunior.com and WatchDisneyXD.com launched in the U.S. in 2012 and are a new way 
for consumers to watch full-length episodes of Disney shows online through their computer or mobile device. Content is available to 
consumers who have subscriptions to select MVPDs. 

Disney Cinemagic - Disney Cinemagic is a premium subscription service in Europe. Disney Cinemagic shows Disney movies, 
classic and newer Disney cartoons and shorts as well as animated television series such as Disney’s House of Mouse, Lilo & Stitch: 
The Series, and Tarzan. 
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Hungama - Hungama is a kids general entertainment cable network in India which features a mix of anime, Hindi-language 
series and game shows. 

Radio Disney - Radio Disney is a 24-hour radio network for kids, tweens and families which is available on 31 owned domestic 
terrestrial radio stations, RadioDisney.com, SiriusXM satellite radio, iTunes Radio Tuner, Facebook and mobile phones. Radio 
Disney programming can be downloaded via the iTunes Music Store. The Company operates twelve Radio Disney stations in South 
America. 

Seven TV - On November 18, 2011, the Company acquired a 49% ownership interest in Seven TV network from UTH Russia 
Limited for $300 million. The Seven TV network has been converted to an ad-supported, free-to-air Disney Channel in Russia. (See 
Note 3 to the Consolidated Financial Statements.) The Company’s share of the financial results of Seven TV is reported as “Equity 
in the income of investees” in the Company’s Consolidated Statements of Income. 

ABC Family 
ABC Family is a U.S. television programming service that targets viewers in the 14-34 demographic. ABC Family produces 

original live-action programming including the returning series The Secret Life of the American Teenager, Switched at Birth, 
Melissa & Joey as well as new original series Bunheads, Baby Daddy and the reality series Beverly Hills Nannies. ABC Family 
also acquires programming from third parties including the returning series Pretty Little Liars and The Lying Game. Additionally, 
ABC Family airs content from our owned theatrical film library and features branded holiday programming events such as “13 
Nights of Halloween” and “25 Days of Christmas”. 

ABCFamily.com provides online access to full-length episodes of ABC Family programming through personal computers and 
mobile devices. ABCFamily.com also provides online extensions to ABC Family programming such as Pretty Dirty Secrets which 
is an extension of Pretty Little Liars. 

SOAPnet 
SOAPnet offers same-day episodes of daytime dramas and classic episodes of daytime dramas and primetime series. 

Programming includes daytime dramas such as Days of Our Lives, General Hospital and The Young and the Restless and classic 
episodes from series such as All My Children, One Life to Live, The O.C., One Tree Hill, Beverly Hills 90210, The Gilmore Girls, 
Veronica Mars and Brothers & Sisters. In fiscal 2012, we began the conversion of SOAPnet to Disney Junior and many MVPDs that 
carried SOAPnet have transitioned to carrying the Disney Junior network. 

Content related to SOAPnet’s programming is available on SOAPnet.com, including commentary, video extras, games, blogs, 
community forums, photos and sneak peeks. 

UTV 
During fiscal 2012, the Company increased its ownership in UTV Software Communications Limited (UTV) from 50% to 99% 

through a public tender offer on the Indian stock exchange. (See Note 3 to the Consolidated Financial Statements.) UTV operates 
the Bindass, UTV World Movies, UTV Action, UTV Movies, and UTV Stars cable television channels in India as well as theatrical 
and television production and distribution and interactive game development businesses. 

AETN 
The A&E Television Networks (AETN), a joint venture owned 50% by the Company and 50% by the Hearst Corporation, 

operates a variety of cable programming services including A&E, HISTORY, BIO, H2, History En Espanol, Lifetime, LMN, and 
Lifetime Real Women. A&E offers entertainment ranging from reality series to original movies, dramatic series, and justice shows. 
HISTORY offers original non-fiction series and event-driven specials. BIO offers original series about prominent people and their 
lives, including the “Biography” series. H2 focuses on the culture and history of various countries throughout the world from the 
perspective of locals. Lifetime Television is devoted to women’s lifestyle programming. LMN is a 24-hour movie channel. Lifetime 
Real Women is a 24-hour cable network with programming focusing on women. Internationally, AETN programming is available in 
over 150 countries. 

On August 22, 2012, the Company’s ownership interest in AETN increased from 42.1% to 50% as a result of AETN’s 
redemption of NBCUniversal’s 15.8% equity interest in AETN. See Note 3 to the Consolidated Financial Statements. The 
Company’s share of the financial results of AETN is reported as “Equity in the income of investees” in the Company’s Consolidated 
Statements of Income. 
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Broadcasting 

Our broadcasting business includes the ABC Television Network (ABC), ABC Studios, Television Distribution and Domestic 
Television Stations. The Company also has an interest in a joint venture that distributes content on the internet. 

Domestic Broadcast Television Network 
The Company operates the ABC Television Network (ABC), which as of September 29, 2012, had affiliation agreements with 

239 local television stations reaching 99% of all U.S. television households. ABC broadcasts programs in the following “dayparts”: 
primetime, daytime, late night, news, and sports. 

ABC produces its own programs and also acquires programming rights from third parties, as well as entities that are owned by 
or affiliated with the Company. ABC derives the majority of its revenues from the sale to advertisers of time in network programs 
for commercial announcements. The ability to sell time for commercial announcements and the rates received are primarily 
dependent on the size and nature of the audience that the network can deliver to the advertiser as well as overall advertiser demand 
for time on network broadcasts. ABC also receives fees for its broadcast feed from affiliated television stations. 

ABC.com is the official website of ABC and provides access to full-length episodes of ABC shows online through personal 
computers and mobile devices. ABCNews.com provides in-depth worldwide news coverage online and video-on-demand 
news reports from ABC News broadcasts. In October 2011, ABC News entered into an agreement to provide news content to 
Yahoo! News. 

Television Production 
The Company produces original live-action television programming under the ABC Studios label. Program development is 

carried out in collaboration with independent writers, producers, and creative teams, with a focus on half-hour comedies and one-
hour dramas, primarily for primetime broadcasts. Primetime programming produced either for our networks or for third parties for 
the 2012/2013 television season include the returning one-hour dramas Army Wives, Body of Proof, Castle, Criminal Minds, Grey’s 
Anatomy, Once Upon a Time, Private Practice, Revenge and Scandal; the returning half-hour comedies Cougar Town and Happy 
Endings. New primetime series include the one hour dramas Nashville and Perception, and the half-hour comedies Malibu Country 
and The Neighbors. Additionally the drama series Devious Maids, Mistresses, Red Widow and Zero Hour and the comedy Family 
Tools are in production for mid-season launch. The Company also produces the late night show Jimmy Kimmel Live, and a variety 
of primetime specials for network television and live-action syndicated programming. 

Syndicated programming includes the daytime talk shows, Katie and Live! with Kelly and Michael, and the game show, Who 
Wants to Be a Millionaire. The Company also produces news programming including World News with Diane Sawyer, Good 
Morning America, 20/20 and Nightline and programming for daytime such as The View, The Chew, This Week with George 
Stephanopoulos and General Hospital. 

Television Distribution 
We distribute the Company’s productions worldwide in pay and syndication markets, in DVD and Blu-ray formats and also 

online via Company internet sites such as ABC.com and third-party services. Our distribution groups also distribute programming 
aired on our cable networks. 

Domestic Television Stations 
The Company owns eight television stations, six of which are located in the top-ten markets in the U.S. The television 

stations derive the majority of their revenues from the sale to advertisers of time in television station programs for commercial 
announcements. The stations also receive retransmission fees from MVPDs for the right to deliver our programming to their 
customers. All of our television stations are affiliated with ABC and collectively reach 23% of the nation’s television households. 
Each owned station broadcasts three digital channels: the first consists of local, ABC, and syndicated programming; the second is 
the Live Well Network in standard definition; and the third is the Live Well Network in high definition. 

The Live Well Network provides programming on lifestyle topics such as interior design, healthy cooking, and outdoor 
activities. The Live Well Network is available to 64% of the nation’s households through our owned stations and affiliates. 
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Details for the stations we own are as follows: 

TV Station Market 

Television 
Market 

Ranking (1) 

WABC New York, NY 1
KABC Los Angeles, CA 2
WLS Chicago, IL 3
WPVI Philadelphia, PA 4
KGO San Francisco, CA 6
KTRK Houston, TX 10
WTVD Raleigh-Durham, NC 24
KFSN Fresno, CA 55

(1) Based on Nielsen Media Research, U.S. Television Household Estimates, January 1, 2012 

Hulu 
Hulu LLC’s (Hulu) principal business is to aggregate television and film entertainment and other content for consumer viewing 

on the internet. Hulu generates revenue through the sale of advertising to third parties and from the Hulu Plus subscription service. 
On October 5, 2012, Hulu redeemed Providence Equity Partners’ 10% interest increasing the Company’s ownership interest from 
29% to 32%. (See Note 18 to the Consolidated Financial Statements.) The Company’s share of the financial results of Hulu is 
reported as “Equity in the income of investees” in the Company’s Consolidated Statements of Income. 

Competition and Seasonality 

The Company’s Media Networks businesses compete for viewers primarily with other television and cable networks, 
independent television stations and other media, such as DVDs, video games and the internet. With respect to the sale of advertising 
time, our broadcasting operations, certain of our cable networks and our television and radio stations compete with other television 
networks and radio stations, independent television stations, MVPDs and other advertising media such as newspapers, magazines, 
billboards, and the internet. Our television and radio stations primarily compete for viewers in individual market areas. A television 
or radio station in one market generally does not compete directly with stations in other markets. 

The growth in the number of networks distributed by MVPDs has resulted in increased competitive pressures for advertising 
revenues for both our broadcasting and cable networks. The Company’s cable networks also face competition from other cable 
networks for carriage by MVPDs. The Company’s contractual agreements with MVPDs are renewed or renegotiated from time to 
time in the ordinary course of business. Consolidation and other market conditions in the cable and satellite distribution industry 
and other factors may adversely affect the Company’s ability to obtain and maintain contractual terms for the distribution of its 
various cable programming services that are as favorable as those currently in place. 

The Company’s Media Networks businesses also compete for the acquisition of sports and other programming. The market for 
programming is very competitive, particularly for sports programming. The Company currently has sports rights agreements with 
the NFL, college football and basketball conferences (including college football bowl games), NBA, NASCAR, MLB, World Cup 
and various soccer leagues, and golf and tennis associations. 

The Company’s internet websites and digital products compete with other web sites and entertainment products in their 
respective categories. 

Advertising revenues at the Media Networks are subject to seasonal advertising patterns and changes in viewership levels. 
Revenues are typically somewhat higher during the fall and somewhat lower during the summer months. Affiliate revenues 
are typically collected ratably throughout the year. Certain affiliate revenues at ESPN are deferred until annual programming 
commitments are met. These commitments are typically satisfied during the second half of the Company’s fiscal year, which 
generally results in higher revenue recognition during this period. 
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Federal Regulation 

Television and radio broadcasting are subject to extensive regulation by the Federal Communications Commission (FCC) under 
federal laws and regulations, including the Communications Act of 1934, as amended. Violation of FCC regulations can result in 
substantial monetary forfeitures, limited renewals of licenses and, in egregious cases, denial of license renewal or revocation of a 
license. FCC regulations that affect our Media Networks segment include the following: 

�� Licensing of television and radio stations. Each of the television and radio stations we own must be licensed by the FCC. 
These licenses are granted for periods of up to eight years, and we must obtain renewal of licenses as they expire in order 
to continue operating the stations. We (or the acquiring entity in the case of a divestiture) must also obtain FCC approval 
whenever we seek to have a license transferred in connection with the acquisition or divestiture of a station. The FCC may 
decline to renew or approve the transfer of a license in certain circumstances and may delay renewals while permitting a 
licensee to continue operating. The FCC has delayed renewals for a number of broadcast licensees, including a number of 
our licenses, in recent years while permitting the licensees to continue operating. Although we have received such renewals 
and approvals in the past or have been permitted to continue operations when renewal is delayed, there can be no assurance 
that this will be the case in the future. 

�� Television and radio station ownership limits. The FCC imposes limitations on the number of television stations and 
radio stations we can own in a specific market, on the combined number of television and radio stations we can own in a 
single market and on the aggregate percentage of the national audience that can be reached by television stations we own. 
Currently: 
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and nature of the market. We do not own more than one television station in any of the markets in which we own a 
television station. 
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(for this purpose, FCC regulations attribute to UHF television stations only 50% of the television households in their 
market). For purposes of the FCC’s rules, our eight stations reach approximately 21% of the national audience. 
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the markets in which we own radio stations, but we do not believe any such limitations are material to our current 
operating plans. 

�� Dual networks. FCC rules currently prohibit any of the four major television networks — ABC, CBS, Fox and NBC — 
from being under common ownership or control. 

��� Regulation of programming. The FCC regulates broadcast programming by, among other things, banning “indecent” 
programming, regulating political advertising and imposing commercial time limits during children’s programming. 
Broadcasters face a heightened risk of being found in violation of the indecency prohibition by the FCC because of recent 
FCC decisions, coupled with the spontaneity of live programming. In the past several years, the FCC increased enforcement 
activities with respect to indecency. Penalties for broadcasting indecent programming are a maximum of $325,000 per 
violation. 

  Federal legislation and FCC rules also limit the amount of commercial matter that may be shown on broadcast or cable 
channels during programming designed for children 12 years of age and younger. In addition, broadcast channels are 
generally required to provide a minimum of three hours per week of programming that has as a “significant purpose” 
meeting the educational and informational needs of children 16 years of age and younger. FCC rules also give television 
station owners the right to reject or refuse network programming in certain circumstances or to substitute programming 
that the licensee reasonably believes to be of greater local or national importance. 

�� Cable and satellite carriage of broadcast television stations. With respect to cable systems operating within a television 
station’s Designated Market Area, FCC rules require that every three years each television station elect either “must 
carry” status, pursuant to which cable operators generally must carry a local television station in the station’s market, or 
“retransmission consent” status, pursuant to which the cable operator must negotiate with the television station to obtain 
the consent of the television station prior to carrying its signal. Under the Satellite Home Viewer Improvement Act and its 
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successors, including most recently the Satellite Television Extension and Localism Act (STELA), which also requires the 
“must carry” or “retransmission consent” election, satellite carriers are permitted to retransmit a local television station’s 
signal into its local market with the consent of the local television station. Under “must carry,” if a satellite carrier elects 
to carry one local station in a market, the satellite carrier must carry the signals of all local television stations that also 
request carriage. 

�� Cable and satellite carriage of programming. The Communications Act and FCC rules regulate some aspects of 
negotiations regarding cable and satellite retransmission consent, and some cable and satellite companies have sought 
regulation of additional aspects of the carriage of programming on cable and satellite systems. New legislation, court action 
or regulation in this area could, depending on its specific nature, have an impact on the Company’s operations. 

The foregoing is a brief summary of certain provisions of the Communications Act and other legislation and of specific FCC 
rules and policies. Reference should be made to the Communications Act, other legislation, FCC rules and public notices and 
rulings of the FCC for further information concerning the nature and extent of the FCC’s regulatory authority. 

FCC laws and regulations are subject to change, and the Company generally cannot predict whether new legislation, court 
action or regulations, or a change in the extent of application or enforcement of current laws and regulations, would have an adverse 
impact on our operations. 

PARKS AND RESORTS 

The Company owns and operates the Walt Disney World Resort in Florida, the Disneyland Resort in California, Aulani, a 
Disney Resort & Spa in Hawaii, the Disney Vacation Club, the Disney Cruise Line and Adventures by Disney. The Company 
manages and has effective ownership interests of 51% in Disneyland Paris, 48% in Hong Kong Disneyland Resort and 43% in 
Shanghai Disney Resort, each of which is consolidated in our financial statements. The Company also licenses the operations of the 
Tokyo Disney Resort in Japan. The Company’s Walt Disney Imagineering unit designs and develops new theme park concepts and 
attractions as well as resort properties. 

The businesses in the Parks and Resorts segment generate revenues predominately from the sale of admissions to theme parks; 
sales of merchandise, food and beverages; charges for room nights at hotels; sales of cruise vacations; and sales and rentals of 
vacation club properties. Costs consist principally of labor; depreciation; costs of merchandise, food and beverage sold; marketing 
and sales expense; repairs and maintenance; cost of vacation club units; entertainment; and cruise ship fuel expense. 

Walt Disney World Resort 

The Walt Disney World Resort is located 22 miles southwest of Orlando, Florida, on approximately 25,000 acres of owned land. 
The resort includes theme parks (the Magic Kingdom, Epcot, Disney’s Hollywood Studios and Disney’s Animal Kingdom); hotels; 
vacation club properties; a retail, dining and entertainment complex; a sports complex; conference centers; campgrounds; golf 
courses; water parks; and other recreational facilities designed to attract visitors for an extended stay. 

The Walt Disney World Resort is marketed through a variety of international, national and local advertising and promotional 
activities. A number of attractions in each of the theme parks are sponsored by other corporations through long-term agreements. 

Magic Kingdom — The Magic Kingdom, which opened in 1971, consists of six themed lands: Adventureland, Fantasyland, 
Frontierland, Liberty Square, Main Street USA and Tomorrowland. Each land provides a unique guest experience featuring themed 
rides and attractions, live Disney character interaction, restaurants, refreshment areas and merchandise shops. Additionally, there 
are daily parades and a nighttime fireworks extravaganza, Wishes. Fantasyland is undergoing an expansion that will nearly double 
its size and add new attractions and other guest offerings. The expansion is scheduled to be completed in phases through 2014. 

Epcot — Epcot, which opened in 1982, consists of two major themed areas: Future World and World Showcase. Future World 
dramatizes certain historical developments and addresses the challenges facing the world today through pavilions devoted to 
showcasing science and technology improvements, communication, energy, transportation, use of imagination, nature and food 
production, the ocean environment and space. World Showcase presents a community of nations focusing on the culture, traditions 
and accomplishments of people around the world. Countries represented with pavilions include Canada, China, France, Germany, 
Italy, Japan, Mexico, Morocco, Norway, the United Kingdom and the United States. Both areas feature themed rides and attractions, 
restaurants and merchandise shops. Epcot also features Illuminations: Reflections of Earth, a nighttime entertainment spectacular. 
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Disney’s Hollywood Studios — Disney’s Hollywood Studios, which opened in 1989, consists of four themed areas: 
Animation Courtyard, Backlot, Hollywood Boulevard and Sunset Boulevard. The four areas provide behind-the-scenes glimpses of 
Hollywood-style action through various shows and attractions. The park also offers themed food service and merchandise facilities 
and features Fantasmic!, a nighttime entertainment spectacular. 

Disney’s Animal Kingdom — Disney’s Animal Kingdom, which opened in 1998, consists of a 145-foot Tree of Life 
centerpiece surrounded by six themed areas: Africa, Asia, Camp Minnie-Mickey, Dinoland U.S.A., Discovery Island and Rafiki’s 
Planet Watch. Each themed area contains adventure attractions, entertainment shows, restaurants and merchandise shops. The park 
features more than 300 species of mammals, birds, reptiles and amphibians and 3,000 varieties of trees and plants. In September 
2011, the Company announced an agreement with James Cameron’s Lightstorm Entertainment and Fox Filmed Entertainment 
for the exclusive global theme park rights to create themed lands based on the AVATAR franchise with the first land planned for 
Disney’s Animal Kingdom. 

Hotels and Other Resort Facilities — As of September 29, 2012, the Company owned and operated 18 resort hotels at 
the Walt Disney World Resort, with a total of approximately 24,000 rooms, including the addition of 2,000 rooms in 2012 that 
opened as part of Disney’s Art of Animation Resort, and 3,010 vacation club units. Resort facilities include 468,000 square feet of 
conference meeting space and Disney’s Fort Wilderness camping and recreational area which offers approximately 800 campsites. 

The Walt Disney World Resort also hosts a 120-acre retail, dining and entertainment complex known as Downtown Disney. 
Downtown Disney is home to Cirque du Soleil, DisneyQuest, the House of Blues and the 51,000-square-foot World of Disney retail 
store featuring Disney-branded merchandise. A number of the Downtown Disney facilities are operated by third parties that pay 
rent to the Company. 

ESPN Wide World of Sports, which opened in 1997, is a 230-acre sports complex providing professional caliber training and 
competition, festival and tournament events and interactive sports activities. The complex, which hosts over 200 amateur and 
professional events each year, accommodates multiple sporting events, including baseball, tennis, basketball, softball, track and 
field, football and soccer. Its stadium, which has a seating capacity of approximately 9,500, is the spring training site for MLB’s 
Atlanta Braves. 

In the Downtown Disney Resort area, seven independently-operated hotels are situated on property leased from the Company. 
These hotels include approximately 3,700 rooms. Additionally, the Walt Disney World Swan and the Walt Disney World Dolphin 
hotels, which have approximately 2,300 total rooms, are independently operated on property leased from the Company near Epcot. 

Other recreational amenities and activities available at the Walt Disney World Resort include four championship golf courses, 
miniature golf courses, full-service spas, tennis, sailing, water skiing, swimming, horseback riding and a number of other 
noncompetitive sports and leisure time activities. The resort also includes two water parks: Blizzard Beach and Typhoon Lagoon. 

Disneyland Resort 

The Company owns 461 acres and has the rights under long-term lease for use of an additional 49 acres of land in Anaheim, 
California. The Disneyland Resort includes two theme parks (Disneyland and Disney California Adventure), three hotels and 
Downtown Disney, a retail, dining and entertainment complex designed to attract visitors for an extended stay. 

The Disneyland Resort is marketed as a destination through international, national and local advertising and promotional activities. A 
number of the attractions and restaurants at the theme parks are sponsored by other corporations through long-term agreements. 

Disneyland — Disneyland, which opened in 1955, consists of eight principal areas: Adventureland, Critter Country, 
Fantasyland, Frontierland, Main Street USA, Mickey’s Toontown, New Orleans Square and Tomorrowland. These areas feature 
themed rides and attractions, shows, restaurants, merchandise shops and refreshment stands. Additionally, Disneyland offers daily 
parades and a nighttime entertainment spectacular, Fantasmic!. 

Disney California Adventure — Disney California Adventure, which opened in 2001, is adjacent to Disneyland and includes 
eight principal areas: Buena Vista Street and Cars Land, which opened in 2012, as well as Condor Flats, Grizzly Peak, Hollywood 
Land, Pacific Wharf, Paradise Pier and “a bug’s land”. These areas include rides, attractions, shows, restaurants, merchandise shops 
and refreshment stands. Additionally, Disney California Adventure offers a nighttime water spectacular, World of Color. 



10

Hotels and Other Resort Facilities — Disneyland Resort includes three Company-owned and operated hotels with a total of 
approximately 2,400 rooms, 50 vacation club units, and 180,000 square feet of conference meeting space. 

Disneyland Resort also includes Downtown Disney, a themed 15-acre outdoor complex of entertainment, dining and shopping 
venues, located adjacent to both Disneyland and Disney California Adventure. A number of the Downtown Disney facilities are 
operated by third parties that pay rent to the Company. 

Aulani, a Disney Resort & Spa 

In August 2011 the Company opened its first mixed-use family resort outside of its theme park developments on a 21-acre 
oceanfront property on Oahu, Hawaii. Aulani, a Disney Resort & Spa features 359 hotel rooms, an 18,000 square foot spa and 
12,000 square feet of conference meeting space. The resort is also home to a 481 unit Disney Vacation Club facility that is being 
constructed in phases. As of September 29, 2012, 207 vacation club units have been completed. 

Disneyland Paris 

The Company has a 51% effective ownership interest in Disneyland Paris, a 5,510-acre development located in Marne-la-Vallée, 
approximately 20 miles east of Paris, France, which has been developed pursuant to a master agreement with French governmental 
authorities. The Company manages and has a 40% equity interest in Euro Disney S.C.A., a publicly-traded French entity that is the 
holding company for Euro Disney Associés S.C.A., the primary operating company of Disneyland Paris. Euro Disney S.C.A. and 
its subsidiaries operate Disneyland Paris, which includes two theme parks (Disneyland Park and Walt Disney Studios Park); seven 
themed hotels; convention centers; a shopping, dining and entertainment complex; and a 27-hole golf facility. Of the 5,510 acres 
comprising the site, approximately half have been developed to date, including the Val d’Europe development discussed below. An 
indirect, wholly-owned subsidiary of the Company is responsible for managing Disneyland Paris. Euro Disney S.C.A. is required to 
pay royalties and management fees to the Company based on the operating performance of the resort. 

Disneyland Park — Disneyland Park, which opened in 1992, consists of five principal themed areas: Adventureland, 
Discoveryland, Fantasyland, Frontierland and Main Street. These areas include themed rides, attractions, shows, restaurants, 
merchandise shops and refreshment stands. Disneyland Park also features a daily parade and a nighttime entertainment spectacular, 
Disney Dreams!. 

Walt Disney Studios Park — Walt Disney Studios Park opened in March 2002 adjacent to Disneyland Park. The park takes 
guests into the worlds of cinema, animation and television and includes four principal themed areas: Backlot, Front Lot, Production 
Courtyard and Toon Studios. These areas each include themed rides, attractions, shows, restaurants, merchandise shops and 
refreshment stands. In 2012, Euro Disney S.C.A announced a multi-year expansion of Walt Disney Studios Park. 

Hotels and Other Facilities — Disneyland Paris operates seven resort hotels, with a total of approximately 5,800 rooms and 
250,000 square feet of conference meeting space. In addition, several on-site hotels that are owned and operated by third parties 
provide approximately 2,400 rooms. 

Disneyland Paris also includes Disney Village, a retail, dining and entertainment complex of approximately 500,000 square 
feet, located between the theme parks and the hotels. A number of the Disney Village facilities are operated by third parties that pay 
rent to a subsidiary of Euro Disney S.C.A. 

Val d’Europe is a planned community that is being developed near Disneyland Paris. The completed phases of the 
development include: a town center, which consists of a shopping center; a 150-room hotel; office, commercial, and residential 
space; and a regional train station. Third parties operate these developments on land leased or purchased from Euro Disney S.C.A. 
and its subsidiaries. 

In September 2012, the Company provided €1.3 billion of financing to Euro Disney S.C.A (ED) which ED used to repay its 
outstanding third-party bank debt (DLP refinancing). The repayment eliminated certain financial and operating covenants, notably 
those related to capital expenditure limitations and the payment of royalties and management fees due to the Company. (See Note 8 
to the Consolidated Financial Statements.) 
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Hong Kong Disneyland Resort 

The Company owns a 48% interest in Hong Kong Disneyland Resort through Hongkong International Theme Parks Limited, 
an entity in which the Government of the Hong Kong Special Administrative Region (HKSAR) owns a 52% majority interest. 
A separate Hong Kong subsidiary of the Company is responsible for managing Hong Kong Disneyland Resort. The Company is 
entitled to receive royalties and management fees based on the operating performance of Hong Kong Disneyland Resort. 

Located on 311 acres on Lantau Island, the resort is in close proximity to the Hong Kong International Airport. Hong Kong 
Disneyland Resort includes one theme park and two themed hotels. 

Hong Kong Disneyland – Hong Kong Disneyland opened in 2005 and consists of the following themed lands and areas: 
Adventureland, Fantasyland, Grizzly Gulch, Main Street USA, Tomorrowland and Toy Story Land. These areas feature themed 
rides and attractions, shows, restaurants, merchandise shops and refreshment stands. Additionally, there are daily parades and a 
nighttime fireworks extravaganza. 

Hotels – Hong Kong Disneyland Resort includes two themed hotels with a total of 1,000 rooms. 

In July 2009, the Company and the HKSAR agreed to a capital realignment and expansion plan for Hong Kong Disneyland 
Resort. The expansion brings three new themed areas to Hong Kong Disneyland: Toy Story Land, which opened in November 2011; 
Grizzly Gulch, which opened in July 2012; and Mystic Point, which is currently scheduled to open in 2013. Pursuant to the plan, the 
Company converted a loan to Hong Kong Disneyland Resort into equity and made additional capital contributions of $332 million, 
and the HKSAR contributed like amounts of capital by converting a portion of its loan to Hong Kong Disneyland Resort into equity. 
This increased the Company’s effective ownership interest from 43% to 48%. (See Note 6 to the Consolidated Financial Statements.) 

Shanghai Disney Resort 

On April 8, 2011, the Company and Shanghai Shendi (Group) Co., Ltd (Shendi) announced that the Chinese central government 
in Beijing had approved an agreement to build and operate a Disney resort (Shanghai Disney Resort) in the Pudong district of 
Shanghai. On opening day, the Shanghai Disney Resort will be located on roughly 1,000 acres, with additional room to expand in 
the future, and will include the Shanghai Disneyland theme park; two themed hotels with a total of 1,220 rooms; a retail, dining 
and entertainment complex; and an outdoor recreational area. Shanghai Disney Resort is currently targeted to open by the end of 
calendar 2015. 

Construction and operation of the project will be the responsibility of a joint venture in which Shendi owns a 57% interest and 
the Company owns 43%. Construction has commenced and we expect the total investment to be approximately 24.5 billion yuan to 
build the theme park and an additional 4.5 billion yuan to build other aspects of the resort, including the hotels and the retail, dining 
and entertainment area. The investment amounts will be funded in accordance with each partner’s equity ownership percentage. 
In addition, a joint venture management company, in which Disney has a 70% interest and Shendi a 30% interest, is responsible 
for creating, developing and operating the resort. The management company will be entitled to receive management fees based on 
operating performance of the resort. Shanghai Disney Resort will also pay the Company royalties based on resort revenues. 

Tokyo Disney Resort 

Tokyo Disney Resort is located on approximately 494 acres of land, six miles east of downtown Tokyo, Japan. The resort 
includes two theme parks (Tokyo Disneyland and Tokyo DisneySea); three Disney-branded hotels; six independently operated 
hotels; and a retail, dining and entertainment complex. 

Tokyo Disneyland — Tokyo Disneyland, which opened in 1983, was the first Disney theme park to open outside the U.S. 
Tokyo Disneyland consists of seven principal themed areas: Adventureland, Critter Country, Fantasyland, Tomorrowland, 
Toontown, Westernland and World Bazaar. 

Tokyo DisneySea — Tokyo DisneySea, adjacent to Tokyo Disneyland, opened in 2001. The park is divided into seven “ports 
of call,” including American Waterfront, Arabian Coast, Lost River Delta, Mediterranean Harbor, Mermaid Lagoon, Mysterious 
Island and Port Discovery. 



12

Hotels and Other Resort Facilities — The resort includes three Disney-branded hotels with a total of more than 1,700 rooms. 
The resort also includes the Disney Resort Line monorail, which links theme parks and resort hotels with Ikspiari, a retail, dining 
and entertainment complex, and Bon Voyage, a Disney-themed merchandise location. 

The Company earns royalties on revenues generated by the Tokyo Disney Resort, which is owned and operated by Oriental 
Land Co., Ltd. (OLC), a Japanese corporation in which the Company has no equity interest. OLC markets the Tokyo Disney Resort 
through a variety of local, domestic and international advertising and promotional activities. 

Disney Vacation Club 

The Disney Vacation Club offers ownership interests in 11 resort facilities located at the Walt Disney World Resort; Disneyland 
Resort; Vero Beach, Florida; Hilton Head Island, South Carolina; and Oahu, Hawaii. Available units at each facility are offered 
for sale under a vacation ownership plan and are operated as hotel rooms when not occupied by vacation club members. The 
Company’s vacation club units consist of a mix of units ranging from one bedroom studios to three bedroom villas. Unit counts 
in this document are presented in terms of two bedroom equivalents. Disney Vacation Club has 3,267 vacation club units as of 
September 29, 2012 and is scheduled to open an additional 274 units at Aulani, a 21-acre oceanfront resort on the island of Oahu, 
Hawaii. The Company expects to open a twelfth vacation club property, located at Disney’s Grand Floridian Resort at Walt Disney 
World Resort, in late 2013. 

Disney Cruise Line 

Disney Cruise Line, which operates out of ports in North America and Europe, is a vacation cruise line that includes four ships: 
the Disney Magic, the Disney Wonder, the Disney Dream, the last of which launched in January 2011, and the Disney Fantasy, 
which launched in March 2012. The ships cater to children, families and adults, with distinctly-themed areas and activities for 
each group. The Disney Magic and the Disney Wonder are 85,000-ton ships with 877 staterooms, while the Disney Dream and the 
Disney Fantasy are 130,000 ton ships with 1,250 staterooms. Many cruise vacations include a visit to Disney’s Castaway Cay, a 
1,000-acre private Bahamian island. 

Adventures by Disney 

Adventures by Disney offers all-inclusive guided vacation tour packages predominantly at non-Disney sites around the world. 
The Company offered 24 different excursion packages during 2012. 

Walt Disney Imagineering 

Walt Disney Imagineering provides master planning, real estate development, attraction, entertainment and show design, 
engineering support, production support, project management and other development services, including research and development 
for the Company’s operations. 

Competition and Seasonality 

The Company’s theme parks and resorts as well as Disney Cruise Line and Disney Vacation Club compete with other forms 
of entertainment, lodging, tourism and recreational activities. The profitability of the leisure-time industry may be influenced 
by various factors that are not directly controllable, such as economic conditions including business cycle and exchange rate 
fluctuations, travel industry trends, amount of available leisure time, oil and transportation prices, and weather patterns and 
natural disasters. 

All of the theme parks and the associated resort facilities are operated on a year-round basis. Typically, the theme parks and 
resorts business experiences fluctuations in theme park attendance and resort occupancy resulting from the seasonal nature of 
vacation travel and local entertainment excursions. Peak attendance and resort occupancy generally occur during the summer 
months when school vacations occur and during early-winter and spring-holiday periods. 
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STUDIO ENTERTAINMENT 

The Studio Entertainment segment produces and acquires live-action and animated motion pictures, direct-to-video content, 
musical recordings and live stage plays. 

The Company distributes produced and acquired films (including its film and television library) in the theatrical, home 
entertainment and television markets primarily under the Walt Disney Pictures, Pixar and Marvel banners. The Company produces 
and distributes Indian movies worldwide through its UTV banner. 

In August 2009, the Company entered into an agreement with DreamWorks Studios (DreamWorks) to distribute live-action 
motion pictures produced by DreamWorks for seven years under the Touchstone Pictures banner for which the Company receives 
a distribution fee. Under the agreement, the Company has distributed six films to date. As part of the agreement, the Company 
provided financing to DreamWorks, which as of September 29, 2012, totaled $154 million. There is an additional $90 million 
available to DreamWorks. 

Prior to the Company’s acquisition of Marvel in 2010, Marvel had agreements in place for third-party studios to distribute its 
films including Iron Man, Iron Man 2, Thor, Captain America and The Incredible Hulk, which have all been released. Under these 
arrangements, Marvel incurred the cost to produce the films and pays the third-party studio a distribution fee. In fiscal 2011, the 
Company purchased the distribution rights for Marvel’s The Avengers and Iron Man 3 from a third-party studio, and starting in 
fiscal 2012, we paid certain fees to that studio associated with the performance of those films, subject to a minimum guarantee. 
Beginning with Marvel’s The Avengers, which was released in May 2012, the Company distributes all Marvel produced films. 

Also prior to the Company’s acquisition of Marvel in 2010, Marvel had licensed the rights to produce and distribute feature 
films for certain other Marvel properties including Spider-Man, The Fantastic Four, and X-Men to third-party studios. Under these 
licensing arrangements, the third-party studio incurs the cost to produce and distribute the films and pays the Company a licensing 
fee. Generally under these arrangements, Marvel retains the merchandise licensing rights and pays the third-party studio a royalty. 
During the fourth quarter of fiscal 2011, the Company completed a two-way transaction to simplify the Spider-Man arrangement 
with Sony Pictures. In this transaction, the Company purchased Sony Pictures’ participation in Spider-Man merchandising, while at 
the same time, Sony Pictures purchased from the Company our participation in Spider-Man films. This transaction will allow the 
Company to control and fully benefit from all Spider-Man merchandising activity, while Sony Pictures will continue to produce and 
distribute Spider-Man films. 

The Company holds a 99% interest in UTV, one of the leading film production studios and film distributors in India, which 
produces and co-produces live-action and animated content. In fiscal 2012, notable UTV releases included Rowdy Rathore and Barfi. 

On December 3, 2010, the Company sold Miramax Film NY, LLC (Miramax) for $663 million. Net proceeds, which reflected 
closing adjustments, the settlement of related claims and obligations and Miramax’s cash balances at closing totaled $532 million. 
The sale included both Miramax and Dimension film assets. 

Theatrical Market 

We produce and distribute both live-action films and full-length animated films. During fiscal 2013, we expect to distribute 
domestically eight of our own produced feature films and one DreamWorks film. As of September 29, 2012, the Company had 
released domestically approximately 980 full-length live-action features and 90 full-length animated features. 

We distribute and market our filmed products principally through our own distribution and marketing companies in the U.S. 
theatrical market. In international theatrical markets, we distribute our filmed products both directly and through independent 
distribution companies or joint ventures. Films released theatrically in the U.S. may be released simultaneously in international 
territories or generally up to four months later. 

The Company incurs significant marketing and advertising costs before and throughout the theatrical release of a film in an 
effort to generate public awareness of the film, to increase the public’s intent to view the film and to help generate consumer interest 
in the subsequent home entertainment and other ancillary markets. These costs are expensed as incurred; therefore, we typically 
incur losses on a film in the theatrical markets, including in periods prior to the theatrical release of the film. 
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Home Entertainment Market 

In the domestic market, we distribute home entertainment releases directly under each of our motion picture banners. In the 
international market, we distribute home entertainment releases under each of our motion picture banners both directly and through 
independent distribution companies. In addition, we acquire and produce original content for direct-to-video release. 

Domestic and international home entertainment distribution typically starts three to six months after the theatrical release in 
each market. Home entertainment releases may be distributed in both physical (DVD and Blu-ray) and electronic formats. Titles are 
generally sold to retailers, such as Wal-Mart and Best Buy and physical rental channels, such as Netflix, Redbox and Blockbuster, 
however, the rental channels may be delayed up to 28 days after the start of home entertainment distribution. 

As of September 29, 2012, we had approximately 1,400 active produced and acquired titles, including 1,000 live-action titles 
and 400 animated titles, in the domestic home entertainment marketplace and approximately 2,700 active produced and acquired 
titles, including 2,200 live-action titles and 500 animated titles, in the international marketplace. 

Television Market 

Pay-Per-View (PPV)/Video-on-Demand (VOD): Concurrently with, or up to one month after, the home entertainment 
distribution begins, we license titles for use on a PPV/VOD basis to MVPDs, internet, gaming consoles, and mobile platforms. 
PPV/VOD services deliver titles electronically to consumers for a specified rental period (e.g. 24 hours) at a price comparable to that 
of physical media rentals. 

Pay Television (Pay 1): There are generally two pay television windows. The first window is generally sixteen months in 
duration and follows the PPV/VOD window. The Company has licensed exclusive domestic pay television rights to substantially all 
films released under the Walt Disney Pictures, Pixar, and Touchstone Pictures banners to the Starz pay television service through 
calendar year 2015. DreamWorks titles distributed by the Company are licensed to Showtime under a separate agreement. 

Free Television (Free 1): The Pay 1 window is followed by a television window that may last up to 84 months. Motion pictures 
are usually sold in the Free 1 window on an ad-hoc basis to major networks, including ABC, and basic cable services. 

Pay Television 2 (Pay 2) and Free Television 2 (Free 2): In the U.S., Free 1 is generally followed by a fourteen-month 
Pay 2 window under our license arrangements with Starz and Showtime, and finally by a Free 2 window. Major packages of the 
Company’s feature films have been licensed for broadcast under multi-year agreements within the Free 2 window. The Free 2 
window is a syndication window where films are licensed both to basic cable networks and to third-party television station groups. 

International Television: The Company also licenses its theatrical properties outside of the U.S. The typical windowing 
sequence is consistent with the domestic cycle such that titles premiere on television in PPV/VOD then air in pay TV before airing 
in free TV. Windowing strategies are developed in response to local market practices and conditions, and the exact sequence and 
length of each window can vary country by country. 

Disney Music Group 

The Disney Music Group includes Walt Disney Records, Hollywood Records (including the Mammoth Records and Buena 
Vista Records labels), Lyric Street Records, Buena Vista Concerts and Disney Music Publishing. 

Walt Disney Records produces and distributes compact discs and music DVDs in the U.S. and licenses our music properties 
throughout the rest of the world. Music categories include infant, children’s read-along, teens, all-family and soundtracks from film 
and television series distributed by Walt Disney Pictures and Disney Channel. Hollywood Records develops, produces and markets 
recordings from talent across a spectrum of popular music. 

The Disney Music Group commissions new music for the Company’s motion picture and television programs, records the 
songs and licenses the song copyrights to others for printed music, records, audio-visual devices, public performances and digital 
distribution. Buena Vista Concerts produces live-entertainment events with artists signed to the Disney Music Group record labels. 

Disney Music Publishing controls the copyrights of thousands of musical compositions derived from the Company’s motion 
picture, television, record and theme park properties, as well as musical compositions written by songwriters under exclusive 
contract. It is responsible for the management, protection, and licensing of the Disney song catalog on a worldwide basis. 
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Disney Theatrical Productions 

Disney Theatrical Productions develops, produces and licenses live entertainment events. The Company has produced and 
licensed Broadway musicals around the world, including Beauty and the Beast, The Lion King, Elton John & Tim Rice’s Aida, 
Mary Poppins (a co-production with Cameron Mackintosh Ltd), Little Mermaid, Newsies, and TARZAN®. Other stage musical 
ventures have included an off-Broadway production of Peter and the Starcatcher and, most recently, stage adaptations of the film 
Aladdin. In addition, the Company licenses musicals for local, school and community theatre productions globally through Music 
Theatre International. 

Disney Theatrical Productions also delivers live shows globally through its license to Feld Entertainment, producer of Disney 
On Ice and Disney Live!. Disney On Ice features several titles the newest of which, Rockin’ Ever After, launched in August 2012 for 
North America tours. 

Competition and Seasonality 

The Studio Entertainment businesses compete with all forms of entertainment. A significant number of companies produce 
and/or distribute theatrical and television films, exploit products in the home entertainment market, provide pay television 
programming services and sponsor live theater. We also compete to obtain creative and performing talents, story properties, 
advertiser support and broadcast rights that are essential to the success of our Studio Entertainment businesses. 

The success of Studio Entertainment operations is heavily dependent upon public taste and preferences. In addition, Studio 
Entertainment operating results fluctuate due to the timing and performance of releases in the theatrical, home entertainment 
and television markets. Release dates are determined by several factors, including competition and the timing of vacation and 
holiday periods. 

CONSUMER PRODUCTS 

The Consumer Products segment engages with among others licensees, publishers and retailers throughout the world who 
design, develop, publish, promote and sell a wide variety of products based on existing and new characters and other Company 
intellectual property through its Merchandise Licensing, Publishing and Retail businesses. In addition to leveraging the Company’s 
film and television properties, Consumer Products also develops new intellectual property with the potential of also being used in 
the Company’s other businesses. 

Merchandise Licensing 

The Company’s merchandise licensing operations cover a diverse range of product categories, the most significant of which 
are: toys, apparel, home décor and furnishings, stationery, health and beauty, accessories, food, footwear, and consumer electronics. 
The Company licenses characters from its film, television and other properties for use on third-party products in these categories 
and earns royalties, which are usually based on a fixed percentage of the wholesale or retail selling price of the products. Some of 
the major properties licensed by the Company include Mickey Mouse, Cars, Disney Princess, Winnie the Pooh, Toy Story, Disney 
Fairies, and the Marvel properties including Spider-Man and Avengers. The Company also participates in the design of individual 
products and creates exclusive themed and seasonal promotional campaigns for retailers based on characters, movies and TV shows. 

Publishing 

Disney Publishing Worldwide (DPW) creates, distributes, licenses and publishes children’s books, magazines and digital 
products in multiple countries and languages based on the Company’s Disney-, Pixar- and Marvel-branded franchises. Digital 
products include content for mobile devices such as e-books and apps, including Disney Princess Dress-Up: My Sticker Book, 
Minnie Bow Maker, Brave: Story Book Deluxe and Cars 2: World Grand Prix Read and Race. DPW also operates Disney English, 
which develops curriculum that helps Chinese children learn English through Disney stories in 43 centers across 10 cities in China. 

Marvel Publishing creates and publishes comic books, and graphic novel collections of comic books, principally in North 
America in print and digital formats. Marvel Publishing also licenses the right to publish translated versions of our comic books, 
principally in Europe and Latin America. Titles include X-Men, The Avengers, Spider-Man, Thor, Captain America, Iron Man, and 
The Incredible Hulk.
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Retail 

The Company markets Disney- and Marvel-themed products through retail stores operated under the Disney Store name and 
through internet sites in North America (DisneyStore.com and Marvelstore.com), Western Europe, and Japan. The stores, which are 
generally located in leading shopping malls and other retail complexes, carry a wide variety of Disney merchandise and promote 
other businesses of the Company. The Company currently owns and operates 216 stores in North America, 106 stores in Europe, 
and 47 stores in Japan. 

Competition and Seasonality 

The Company’s merchandise licensing, publishing and retail businesses compete with other licensors, publishers and retailers of 
character, brand and celebrity names. Based on independent surveys, we believe the Company is the largest worldwide licensor of 
character-based merchandise based on retail sales. Operating results for the licensing and retail businesses are influenced by seasonal 
consumer purchasing behavior and by the timing and performance of theatrical releases and cable programming broadcasts. 

INTERACTIVE 

The Interactive segment creates and delivers branded entertainment and lifestyle content across interactive media platforms. 
The primary operating businesses of Interactive are Interactive Games which produces multi-platform games for global distribution, 
and Interactive Media, which develops branded online services. Interactive derives revenues from a combination of wholesale sales, 
licensing, advertising, sponsorships, subscription services and in-game accessories (micro transactions). Interactive also manages 
the Company’s Disney-branded mobile phone business in Japan which provides mobile phone service and content to consumers. 

Interactive Games 

The Interactive Games business creates, develops, markets and distributes console and handheld, games worldwide, including 
2012 titles such as Disney Universe and Brave. The Interactive Games business also produces online games, such as Disney’s Club 
Penguin and Disney Fairies Pixie Hollow, interactive games for social networking websites such as Gardens of Time and Marvel 
Avengers Alliance, and games for smartphone platforms such as Where’s My Water and Where’s My Perry. Certain properties are 
also licensed to third-party video game publishers. 

On August 27, 2010, the Company completed the acquisition of Playdom, Inc., a company that develops and publishes online 
games for social networking websites. 

Interactive Media 

Interactive Media develops, publishes and distributes content for branded online services intended for kids and family 
entertainment through a portfolio of websites including Disney.com and the Disney Family Network. Interactive Media also 
provides website maintenance and design for other Company businesses. Disney.com integrates many of the Company’s Disney-
branded internet sites including sites for the Disney Channel and Walt Disney Pictures. 

Competition and Seasonality 

The Company’s online sites and products compete with a wide variety of other online sites and products. The Company’s video 
game business competes primarily with other publishers of video game software and other types of home entertainment. Operating 
results for the video game business fluctuate due to the timing and performance of video game releases, which are determined by 
several factors including theatrical releases and cable programming broadcasts, competition and the timing of holiday periods. 
Revenues from certain of the Company’s online and mobile operations are subject to similar seasonal trends. 
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INTELLECTUAL PROPERTY PROTECTION 

The Company’s businesses throughout the world are affected by its ability to exploit and protect against infringement of its 
intellectual property, including trademarks, trade names, copyrights, patents and trade secrets. Important intellectual property 
includes rights in the content of motion pictures, television programs, electronic games, sound recordings, character likenesses, 
theme park attractions, books and magazines. Risks related to the protection and exploitation of intellectual property rights are set 
forth in Item 1A – Risk Factors. 

AVAILABLE INFORMATION 

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those 
reports are available without charge on our website, www.disney.com/investors, as soon as reasonably practicable after they are 
filed electronically with the SEC. We are providing the address to our internet site solely for the information of investors. We do not 
intend the address to be an active link or to otherwise incorporate the contents of the website into this report. 

ITEM 1A. Risk Factors 

For an enterprise as large and complex as the Company, a wide range of factors could materially affect future developments and 
performance. In addition to the factors affecting specific business operations identified in connection with the description of these 
operations and the financial results of these operations elsewhere in this report, the most significant factors affecting our operations 
include the following: 

Changes in U.S., global, or regional economic conditions could have an adverse effect on the profitability of some or all of 
our businesses. 

A decline in economic activity in the U.S. and other regions of the world in which we do business can adversely affect demand 
for any of our businesses, thus reducing our revenue and earnings. The most recent decline in economic conditions reduced 
spending at our parks and resorts, purchase of and prices for advertising on our broadcast and cable networks and owned stations, 
performance of our home entertainment releases, and purchases of Company-branded consumer products, and similar impacts 
can be expected should such conditions recur. A decline in economic conditions could also reduce attendance at our parks and 
resorts or prices that MVPDs pay for our cable programming. Recent instability in European economies presents risks of similar 
impacts in our European operations. Economic conditions can also impair the ability of those with whom we do business to satisfy 
their obligations to us. In addition, an increase in price levels generally, or in price levels in a particular sector such as the energy 
sector, could result in a shift in consumer demand away from the entertainment and consumer products we offer, which could also 
adversely affect our revenues and, at the same time, increase our costs. Changes in exchange rates for foreign currencies may reduce 
international demand for our products, increase our labor or supply costs in non-U.S. markets, or reduce the U.S. dollar value of 
revenue we receive from other markets, and economic or political conditions in a country could reduce our ability to hedge exposure 
to currency fluctuations in the country or our ability to repatriate revenue from the country. 

Changes in public and consumer tastes and preferences for entertainment and consumer products could reduce demand for 
our entertainment offerings and products and adversely affect the profitability of any of our businesses. 

Our businesses create entertainment, travel or consumer products whose success depends substantially on consumer tastes 
and preferences that change in often unpredictable ways. The success of our businesses depends on our ability to consistently create 
and distribute filmed entertainment, broadcast and cable programming, online material, electronic games, theme park attractions, 
hotels and other resort facilities and travel experiences and consumer products that meet the changing preferences of the broad 
consumer market. Many of our businesses increasingly depend on acceptance of our offerings and products by consumers outside 
the U.S., and their success therefore depends on our ability to successfully predict and adapt to changing consumer tastes and 
preferences outside as well as inside the U.S. Moreover, we must often invest substantial amounts in film production, broadcast 
and cable programming, electronic games, theme park attractions, cruise ships or hotels and other resort facilities before we learn 
the extent to which these products will earn consumer acceptance. If our entertainment offerings and products do not achieve 
sufficient consumer acceptance, our revenue from advertising sales (which are based in part on ratings for the programs in which 
advertisements air) or subscription fees for broadcast and cable programming and online services, from theatrical film receipts 
or home video or electronic game sales, from theme park admissions, hotel room charges and merchandise, food and beverage 
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sales, from sales of licensed consumer products or from sales of our other consumer products and services may decline or fail to 
grow to the extent we anticipate when making investment decisions and thereby adversely affect the profitability of one or more of 
our businesses. 

Changes in technology and in consumer consumption patterns may affect demand for our entertainment products or the 
cost of producing or distributing products. 

The media entertainment and internet businesses in which we participate depend significantly on our ability to acquire, 
develop, adopt and exploit new technologies to distinguish our products and services from those of our competitors. In addition, new 
technologies affect the demand for our products, the manner and markets in which our products are distributed to consumers, the 
time and manner in which consumers acquire and view some of our entertainment products and the options available to advertisers 
for reaching their desired markets. For example, the success of our offerings in the home entertainment market depends in part on 
consumer preferences with respect to home entertainment formats, including DVD players and digital video recorders, as well as the 
availability of alternative home entertainment offerings and technologies, including web-based delivery of entertainment offerings. 
In addition, technological developments offer consumers an expanding array of entertainment options and delivery vehicles which 
may include options we have not yet fully developed, or options we have developed but which entail a smaller return than we realize 
on traditional options. As a result, the income from our entertainment offerings may decline or increase at slower rates than our 
historical experience or our expectations when we make investments in products. 

The success of our businesses is highly dependent on the existence and maintenance of intellectual property rights in the 
entertainment products and services we create. 

The value to us of our intellectual property rights is dependent on the scope and duration of our rights as defined by applicable 
laws in the U.S. and abroad and the manner in which those laws are construed. If those laws are drafted or interpreted in ways 
that limit the extent or duration of our rights, or if existing laws are changed, our ability to generate revenue from our intellectual 
property may decrease, or the cost of obtaining and maintaining rights may increase. 

The unauthorized use of our intellectual property rights may increase the cost of protecting these rights or reduce our 
revenues. New technologies such as the convergence of computing, communication, and entertainment devices, the falling prices 
of devices incorporating such technologies, and increased broadband internet speed and penetration have made the unauthorized 
digital copying and distribution of our films, television productions and other creative works easier and faster and enforcement of 
intellectual property rights more challenging. The unauthorized use of intellectual property in the entertainment industry generally 
continues to be a significant challenge for intellectual property rights holders. Inadequate laws or weak enforcement mechanisms 
to protect intellectual property in one country can adversely affect the results of the Company’s operations worldwide, despite 
the Company’s efforts to protect its intellectual property rights. These developments require us to devote substantial resources 
to protecting our intellectual property against unlicensed use and present the risk of increased losses of revenue as a result of 
unlicensed digital distribution of our content and sales of unauthorized DVDs, Blu-ray discs and other products. 

With respect to intellectual property developed by the Company and rights acquired by the Company from others, the Company 
is subject to the risk of challenges to our copyright, trademark and patent rights by third parties. Successful challenges to our rights 
in intellectual property may result in increased costs for obtaining rights or the loss of the opportunity to earn revenue from the 
intellectual property that is the subject of challenged rights. The Company is not aware of any challenges to its intellectual property 
rights that it currently foresees having a material effect on its operations. 

Protection of electronically stored data is costly and if our data is compromised in spite of this protection, we may incur 
additional costs, lost opportunities and damage to our reputation. 

We maintain information necessary to conduct our business, including confidential and proprietary information as well as 
personal information regarding our customers and employees, in digital form. Data maintained in digital form is subject to the 
risk of intrusion, tampering and theft. We develop and maintain systems to prevent this from occurring, but the development 
and maintenance of these systems is costly and requires ongoing monitoring and updating as technologies change and efforts to 
overcome security measures become more sophisticated. Moreover, despite our efforts, the possibility of intrusion, tampering and 
theft cannot be eliminated entirely, and risks associated with each of these remain. In addition, we provide confidential, proprietary 
and personal information to third parties when it is necessary to pursue business objectives. While we obtain assurances that these 
third parties will protect this information and, where appropriate, monitor the protections employed by these third parties, there 
is a risk the confidentiality of data held by third parties may be compromised. If our data systems are compromised, our ability to 
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conduct our business may be impaired, we may lose profitable opportunities or the value of those opportunities may be diminished 
and, as described above, we may lose revenue as a result of unlicensed use of our intellectual property. If personal information of 
our customers or employees is misappropriated, our reputation with our customers and employees may be injured resulting in loss 
of business or morale, and we may incur costs to remediate possible injury to our customers and employees or to pay fines or take 
other action with respect to judicial or regulatory actions arising out of the incident. 

A variety of uncontrollable events may reduce demand for our products and services, impair our ability to provide our 
products and services or increase the cost of providing our products and services. 

Demand for our products and services, particularly our theme parks and resorts, is highly dependent on the general 
environment for travel and tourism. The environment for travel and tourism, as well as demand for other entertainment products, 
can be significantly adversely affected in the U.S., globally or in specific regions as a result of a variety of factors beyond our 
control, including: adverse weather conditions arising from short-term weather patterns or long-term change, catastrophic events 
or natural disasters (such as excessive heat or rain, hurricanes, typhoons, floods, tsunamis and earthquakes); health concerns; 
international, political or military developments; and terrorist attacks. For example, the earthquake and tsunami in Japan in March 
2011 resulted in a period of suspension of our operations and those of certain of our licensees in Japan, including Tokyo Disney 
Resort and resulted in a loss of revenue from those operations. These events and others, such as fluctuations in travel and energy 
costs and computer virus attacks, intrusions or other widespread computing or telecommunications failures, may also damage our 
ability to provide our products and services or to obtain insurance coverage with respect to these events. In addition, we derive 
royalties from the sales of our licensed goods and services by third parties and the management of businesses operated under brands 
licensed from the Company, and we are therefore dependent on the successes of those third parties for that portion of our revenue. 
A wide variety of factors could influence the success of those third parties and if negative factors significantly impacted a sufficient 
number of our licensees, that could adversely affect the profitability of one or more of our businesses. We obtain insurance against 
the risk of losses relating to some of these events, generally including physical damage to our property and resulting business 
interruption, certain injuries occurring on our property and liability for alleged breach of legal responsibilities. When insurance 
is obtained it is subject to deductibles, exclusions, terms, conditions and limits of liability. The types and levels of coverage we 
obtain vary from time to time depending on our view of the likelihood of specific types and levels of loss in relation to the cost of 
obtaining coverage for such types and levels of loss. 

Changes in our business strategy or restructuring of our businesses may increase our costs or otherwise affect the 
profitability of our businesses. 

As changes in our business environment occur we may need to adjust our business strategies to meet these changes or we may 
otherwise find it necessary to restructure our operations or particular businesses or assets. In addition, external events including 
acceptance of our theatrical offerings and changes in macro-economic conditions may impair the value of our assets. When these 
changes or events occur, we may incur costs to change our business strategy and may need to write down the value of assets. We 
also make investments in existing or new businesses, including investments in international expansion of our business and in 
new business lines. In recent years, such investments have included investments in new cruise ships, expansion and repurposing 
of certain of our theme park attractions, and development of a resort facility in Hawaii. In addition, a joint venture in which we 
participate recently began construction of a theme park in Shanghai, China. Some of these investments may have short-term returns 
that are negative or low and the ultimate business prospects of the businesses may be uncertain. In any of these events, our costs 
may increase, we may have significant charges associated with the write-down of assets or returns on new investments may be lower 
than prior to the change in strategy or restructuring. 

Turmoil in the financial markets could increase our cost of borrowing and impede access to or increase the cost of financing 
our operations and investments. 

Past disruptions in the U.S. and global credit and equity markets made it difficult for many businesses to obtain financing on 
acceptable terms. These conditions tended to increase the cost of borrowing and if they recur, our cost of borrowing could increase 
and it may be more difficult to obtain financing for our operations or investments. In addition, our borrowing costs can be affected 
by short and long-term debt ratings assigned by independent rating agencies that are based, in significant part, on the Company’s 
performance as measured by credit metrics such as interest coverage and leverage ratios. A decrease in these ratings would likely 
increase our cost of borrowing and/or make it more difficult for us to obtain financing. Past disruptions in the global financial 
markets also impacted some of the financial institutions with which we do business. A similar decline in the financial stability 
of financial institutions could affect our ability to secure credit-worthy counterparties for our interest rate and foreign currency 
hedging programs and could affect our ability to settle existing contracts. 
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Increased competitive pressures may reduce our revenues or increase our costs. 

We face substantial competition in each of our businesses from alternative providers of the products and services we offer and 
from other forms of entertainment, lodging, tourism and recreational activities. We also must compete to obtain human resources, 
programming and other resources we require in operating our business. For example: 
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satellite services as well as with home video products and internet usage. 
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satellite services, and the internet, as well as with newspapers, magazines and billboards. 
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other broadcast and cable networks. 
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recreation activities. 
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talent, story properties, advertiser support, broadcast rights and market share. 
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activities with other licensors, publishers and retailers of character, brand and celebrity names. 
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home entertainment. 

Competition in each of these areas may divert consumers from our creative or other products, or to other products or other 
forms of entertainment, which could reduce our revenue or increase our marketing costs. Such competition may also reduce, or limit 
growth in, prices for our products and services, including advertising rates and subscription fees at our media networks, parks and 
resorts admissions and room rates, and prices for consumer products from which we derive license revenues. Competition for the 
acquisition of resources can increase the cost of producing our products and services. 

Sustained increases in costs of pension and postretirement medical and other employee health and welfare benefits may 
reduce our profitability. 

With approximately 166,000 employees, our profitability is substantially affected by costs of pension benefits and current and 
postretirement medical benefits. We may experience significant increases in these costs as a result of macro-economic factors, which 
are beyond our control, including increases in the cost of health care. In addition, changes in investment returns and discount rates 
used to calculate pension expense and related assets and liabilities can be volatile and may have an unfavorable impact on our costs 
in some years. These macro-economic factors as well as a decline in the fair value of pension and postretirement medical plan assets 
may put upward pressure on the cost of providing pension and post retirement medical benefits and may increase future funding 
contributions. Although we have actively sought to control increases in these costs, there can be no assurance that we will succeed in 
limiting cost increases, and continued upward pressure could reduce the profitability of our businesses. 

Our results may be adversely affected if long-term programming or carriage contracts are not renewed on sufficiently 
favorable terms. 

We enter into long-term contracts for both the acquisition and the distribution of media programming and products, including 
contracts for the acquisition of programming rights for sporting events and other programs, and contracts for the distribution 
of our programming to MVPDs. As these contracts expire, we must renew or renegotiate the contracts, and if we are unable to 
renew them on acceptable terms, we may lose programming rights or distribution rights. Even if these contracts are renewed, the 
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cost of obtaining programming rights may increase (or increase at faster rates than our historical experience) or the revenue from 
distribution of programs may be reduced (or increase at slower rates than our historical experience). With respect to the acquisition 
of programming rights, particularly sports programming rights, the impact of these long-term contracts on our results over the term 
of the contracts depends on a number of factors, including the strength of advertising markets, effectiveness of marketing efforts and 
the size of viewer audiences. There can be no assurance that revenues from programming based on these rights will exceed the cost 
of the rights plus the other costs of producing and distributing the programming. 

Changes in regulations applicable to our businesses may impair the profitability of our businesses. 

Our broadcast networks and television stations are highly regulated, and each of our other businesses is subject to a variety of 
U.S. and overseas regulations. These regulations include: 
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stations. See Item 1 — Business — Media Networks, Federal Regulation. 
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or television content requirements or quotas. 
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Changes in any of these regulations or regulatory activities in any of these areas may require us to spend additional amounts to 
comply with the regulations, or may restrict our ability to offer products and services that are profitable. 

Our operations outside the United States may be adversely affected by the operation of laws in those jurisdictions. 

Our operations in non-U.S. jurisdictions are in many cases subject to the laws of the jurisdictions in which they operate rather 
than U.S. law. Laws in some jurisdictions differ in significant respects from those in the U.S., and these differences can affect our 
ability to react to changes in our business and our rights or ability to enforce rights may be different than would be expected under 
U.S. law. Moreover, enforcement of laws in some overseas jurisdictions can be inconsistent and unpredictable, which can affect 
both our ability to enforce our rights and to undertake activities that we believe are beneficial to our business. As a result, our 
ability to generate revenue and our expenses in non-U.S. jurisdictions may differ from what would be expected if U.S. law governed 
these operations. 

Labor disputes may disrupt our operations and adversely affect the profitability of any of our businesses. 

A significant number of employees in various of our businesses are covered by collective bargaining agreements, including 
employees of our theme parks and resorts as well as writers, directors, actors, production personnel and others employed in our 
media networks and studio operations. In addition, the employees of licensees who manufacture and retailers who sell our consumer 
products, and employees of providers of programming content (such as sports leagues) may be covered by labor agreements with 
their employers. In general, a labor dispute involving our employees or the employees of our licensees or retailers who sell our 
consumer products or providers of programming content may disrupt our operations and reduce our revenues, and resolution of 
disputes may increase our costs. 

Provisions in our corporate documents and Delaware state law could delay or prevent a change of control, even if that 
change would be beneficial to shareholders. 

Our Restated Certificate of Incorporation contains a provision regulating the ability of shareholders to bring matters for 
action before annual and special meetings and authorizes our Board of Directors to issue and set the terms of preferred stock. 
The regulations on shareholder action could make it more difficult for any person seeking to acquire control of the Company to 
obtain shareholder approval of actions that would support this effort. The issuance of preferred stock could effectively dilute the 
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interests of any person seeking control or otherwise make it more difficult to obtain control. In addition, provisions in our Restated 
Certificate of Incorporation require supermajority shareholder approval of some acquisition transactions and we are subject to the 
anti-takeover provisions of the Delaware General Corporation Law, either of which could have the effect of delaying or preventing a 
change of control in some circumstances. 

The seasonality of certain of our businesses could exacerbate negative impacts on our operations. 

Each of our businesses is normally subject to seasonal variations, as follows: 
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general, advertising revenues are somewhat higher during the fall and somewhat lower during the summer months. Affiliate 
revenues are typically collected ratably throughout the year. Certain affiliate revenues at ESPN are deferred until annual 
programming commitments are met. These commitments are typically satisfied during the second half of the Company’s 
fiscal year, which generally results in higher revenue recognition during this period. 
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from the seasonal nature of vacation travel and local entertainment excursions. Peak attendance and resort occupancy 
generally occur during the summer months when school vacations occur and during early-winter and spring-holiday periods. 
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home entertainment, and television markets. Release dates are determined by several factors, including competition and the 
timing of vacation and holiday periods. 

�� =�����������
���<
���������
��	����������������������	����?�����
����	
����������	�������������
�������?������������
and performance of theatrical releases and cable programming broadcasts. 
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determined by several factors, including theatrical releases and cable programming broadcasts, competition and the timing 
of holiday periods. Revenues from certain of our internet and mobile operations are subject to similar seasonal trends. 

Accordingly, if a short term negative impact on our business occurs during a time of high seasonal demand (such as hurricane 
damage to our parks during the summer travel season), the effect could have a disproportionate effect on the results of that business 
for the year. 

The Company’s pending acquisition of Lucasfilm is expected to cause short term dilution in earnings per share and there 
can be no assurance that anticipated improvements in earnings per share will be realized. 

On October 30, 2012, the Company entered into an agreement to acquire Lucasfilm Ltd. in a merger transaction in which the 
Company is expected to distribute approximately 40 million shares and pay approximately $2.025 billion in cash. We expect that 
the merger will initially result in lower earnings per share than we would have earned in the absence of the merger. We expect that 
over time the merger will yield benefits to the combined company such that the merger will ultimately be accretive to earnings 
per share. However, there can be no assurance that the increase in earnings per share expected in the long term will be achieved. 
In order to achieve increases in earnings per share as a result of the merger, the combined company will, among other things, 
need to effectively continue the successful operations of Lucasfilm after the merger, develop successful new content (including 
future feature films) based on Lucasfilm’s intellectual property and successfully integrate Lucasfilm’s products into the combined 
company’s various distribution channels. 

ITEM 1B. Unresolved Staff Comments 

The Company has received no written comments regarding its periodic or current reports from the staff of the Securities and 
Exchange Commission that were issued 180 days or more preceding the end of its 2012 fiscal year and that remain unresolved. 
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ITEM 2. Properties 

The Walt Disney World Resort, Disneyland Resort and other properties of the Company and its subsidiaries are described in Item 1 
under the caption Parks and Resorts. Film library properties are described in Item 1 under the caption Studio Entertainment. Television 
stations owned by the Company are described under the caption Media Networks. 

The Company and its subsidiaries own and lease properties throughout the world. In addition to the properties noted above, the 
table below provides a brief description of other significant properties and the related business segment. 

Location
Property / 

Approximate Size Use Business Segment (1)

Burbank, CA Land (52 acres) &  
Buildings (2,000,000 ft2)

Owned Office/Production/Warehouse Corp/Studio/Media/CP

Burbank, CA & 
surrounding cities (2)

Buildings (1,900,000 ft2) Leased Office/Warehouse (includes  
8,000 ft2 sublet to third party tenants)

Corp/Studio/Media/CP/ 
Interactive

Glendale, CA & North 
Hollywood, CA

Land (148 acres) & 
Buildings (2,500,000 ft2)

Owned Office/Warehouse (includes 
360,000 ft2 sublet to third party  
tenants)

Corp/Studio/Media/CP/P&R/
Interactive

Glendale, CA Buildings (195,000 ft2) Leased Office/Warehouse (includes  
6,000 ft2 sublet to third party tenants)

Corp

Los Angeles, CA Land (22 acres) &  
Buildings (600,000 ft2)

Owned Office/Production/Technical Media

Los Angeles, CA Buildings (215,000 ft2) Leased/Office/Production/Technical/ 
Theater (includes 14,000 ft2 sublet to  
third party tenants)

Corp/Media/Studio/  
Interactive

New York, NY Land (6.5 acres) &  
Buildings (1,400,000 ft2)

Owned Office/Production/Technical 
(includes 16,000 ft2 sublet to third  
party tenants)

Media/Corp

New York, NY Buildings (490,000 ft2) Leased Office/Production/Warehouse 
(includes 14,000 ft2 sublet to third  
party tenants)

Corp/Studio/Media/Interactive

Bristol, CT Land (115 acres) &  
Buildings (720,000 ft2)

Owned Office/Production/Technical Media

Bristol, CT Buildings (450,000 ft2) Leased Office/Warehouse/Technical Media

Emeryville, CA Land (20 acres) &  
Buildings (430,000 ft2)

Owned Office/Production/Technical Studio

Emeryville, CA Buildings (75,000 ft2) Leased Office/Storage Studio

USA & Canada Land and Buildings  
(Multiple sites and sizes)

Owned and Leased Office/Production/
Transmitter/Retail/Warehouse

Corp/Studio/Media/CP/P&R/
Interactive

Hammersmith, England Land (1 acre) &  
Building (85,000 ft2)

Owned Office Corp/Studio/Media/CP/ 
Interactive

Hammersmith, England Building (200,000 ft2) Leased Office Corp/Studio/Media/CP/ 
Interactive

Europe, Asia, Australia &  
Latin America

Buildings (Multiple sites  
and sizes)

Leased Office/Retail/Warehouse/
Production

Corp/Studio/Media/CP/P&R/
Interactive

(1)  Corp – Corporate, CP – Consumer Products, P&R – Parks and Resorts 
(2)  Surrounding cities include North Hollywood, CA and Sun Valley, CA 
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ITEM 3. Legal Proceedings 

Celador International Ltd. v. American Broadcasting Companies, Inc. On May 19, 2004, an affiliate of the creator and licensor 
of the television program, “Who Wants to be a Millionaire,” filed an action against the Company and certain of its subsidiaries, 
including American Broadcasting Companies, Inc. and Buena Vista Television, LLC, alleging it was damaged by defendants 
improperly engaging in certain intra-company transactions and charging merchandise distribution expenses, resulting in an 
underpayment to the plaintiff. On July 7, 2010, the jury returned a verdict for breach of contract against certain subsidiaries of the 
Company, awarding plaintiff damages of $269.4 million. The Company has stipulated with the plaintiff to an award of prejudgment 
interest of $50 million, which amount will be reduced pro rata should the Court of Appeals reduce the damages amount. On 
December 21, 2010, the Company’s alternative motions for a new trial and for judgment as a matter of law were denied. Although 
we cannot predict the ultimate outcome of this lawsuit, the Company believes the jury’s verdict is in error and is vigorously pursuing 
its position on appeal, notice of which was filed by the Company on January 14, 2011. On or about January 28, 2011, plaintiff filed a 
notice of cross-appeal. On October 10, 2012, oral argument on the appeals was held. The Company has determined that it does not 
have a probable loss under the applicable accounting standard relating to probability of loss for recording a reserve with respect to 
this litigation and therefore has not recorded a reserve. 

Beef Products, Inc. v. American Broadcasting Companies, Inc. On September 13, 2012, plaintiffs filed an action in South 
Dakota state court against certain subsidiaries and employees of the Company and others, asserting claims for defamation arising 
from alleged false statements and implications, statutory and common law product disparagement, and tortious interference with 
existing and prospective business relationships. The claims arise out of ABC News reports published in March and April 2012 that 
discussed the subject of labeling requirements for production processes related to a product one plaintiff produces that is added 
to ground beef before sale to consumers. Plaintiffs seek actual and consequential damages in excess of $400 million, statutory 
damages (including treble damages) pursuant to South Dakota’s Agricultural Food Products Disparagement Act, and punitive 
damages. On October 24, 2012, the Company removed the action to the United States District Court for the District of South 
Dakota, and on October 31, 2012, the Company moved to dismiss all claims. 

The Company, together with, in some instances, certain of its directors and officers, is a defendant or codefendant in various 
other legal actions involving copyright, breach of contract and various other claims incident to the conduct of its businesses. 
Management does not expect the Company to suffer any material liability by reason of these actions. 
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Executive Officers of the Company 

The executive officers of the Company are elected each year at the organizational meeting of the Board of Directors, which 
follows the annual meeting of the shareholders, and at other Board of Directors meetings, as appropriate. Each of the executive 
officers has been employed by the Company in the position or positions indicated in the list and pertinent notes below. Each of the 
executive officers has been employed by the Company for more than five years. 

At September 29, 2012, the executive officers of the Company were as follows: 

Name Age Title
Executive 

Officer Since 

Robert A. Iger 61 Chairman and Chief Executive Officer (1) 2000
James A. Rasulo 56 Senior Executive Vice President and Chief 

Financial Officer (2) 
2010

Alan N. Braverman 64 Senior Executive Vice President, General 
Counsel and Secretary

2003

Kevin A. Mayer 50 Executive Vice President, Corporate Strategy and Business 
Development (3)

2005

Christine M. McCarthy 57 Executive Vice President, Corporate Real Estate, Sourcing, 
Alliances and Treasurer (4)

2005

Mary Jayne Parker 51 Executive Vice President and Chief Human Resources Officer (5) 2009

(1) Mr. Iger was appointed Chairman of the Board and Chief Executive Officer effective March 13, 2012. He was President and Chief Executive 
Officer from October 2, 2005 through that date. 

(2) Mr. Rasulo was appointed Senior Executive Vice President and Chief Financial Officer effective January 1, 2010. He was Chairman, Walt 
Disney Parks and Resorts Worldwide from 2005 to 2009, and was President, Walt Disney Parks and Resorts from 2002 to 2005. 

(3) Mr. Mayer was named Executive Vice President, Corporate Strategy, Business Development and Technology of the Company in June 2005 
and was designated an executive officer in October 2005. 

(4) Ms. McCarthy was named Executive Vice President, Corporate Finance and Real Estate in June 2005 and has been Treasurer since 
January 2000. 

(5) Ms. Parker was named Executive Vice President – Human Resources and Chief Human Resources Officer of the Company, effective 
September 1, 2009, and designated an executive officer of the Company October 2, 2009. Ms. Parker was previously Senior Vice President of 
Human Resources for Walt Disney Parks and Resorts from October 2005 to July 2007 and Vice President Human Resources Administration 
for Walt Disney Parks and Resorts from March 2003 to October 2005. 
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PART II

ITEM 5.  Market for the Company’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity 
Securities

The Company’s common stock is listed on the New York Stock Exchange under the ticker symbol “DIS”. The following table 
shows, for the periods indicated, the high and low sales prices per share of common stock as reported in the Bloomberg Financial 
markets services.

  Sales Price

 High Low

2012    

4th Quarter $ 53.40  $ 46.85
3rd Quarter 48.95  40.88
2nd Quarter 44.50  37.94
1st Quarter 37.80  28.19

2011    
4th Quarter $ 40.97  $ 29.05
3rd Quarter 44.13  37.19
2nd Quarter 44.34  37.62
1st Quarter 38.00  33.08

The Company declared a $0.60 per share dividend ($1.1 billion) on November 30, 2011 related to fiscal 2011, which was paid 
in the second quarter of fiscal 2012. The Board of Directors has not declared a dividend related to fiscal 2012 as of the date of this 
report.

As of September 29, 2012, the approximate number of common shareholders of record was 984,857.

The following table provides information about Company purchases of equity securities that are registered by the Company 
pursuant to Section 12 of the Exchange Act during the quarter ended September 29, 2012:

Period 

Total Number
of Shares

Purchased (1) 
Average Price 
Paid per Share 

Total Number of 
Shares Purchased 
as Part of Publicly 
Announced Plans 

or Programs 

Maximum Number 
of Shares that May 
Yet Be Purchased 
Under the Plans or 

Programs (2) 

July 1, 2012 – July 31, 2012 1,498,332 $ 48.09 1,426,243 250 million 

August 1, 2012 – August 31, 2012 3,150,847 49.68 3,074,100 247 million 

September 1, 2012 – September 29, 2012 14,663,938 51.51 14,600,000 232 million 

Total 19,313,117 50.95 19,100,343 232 million 

(1)  212,774 shares were purchased on the open market to provide shares to participants in the Walt Disney Investment Plan (WDIP) and 
Employee Stock Purchase Plan (ESPP). These purchases were not made pursuant to a publicly announced repurchase plan or program.

(2)  Under a share repurchase program implemented effective June 10, 1998, the Company is authorized to repurchase shares of its common stock. 
On March 22, 2011, the Company’s Board of Directors increased the repurchase authorization to a total of 400 million shares as of that date. 
The repurchase program does not have an expiration date.
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ITEM 6. Selected Financial Data

(in millions, except per share data)

 2012 (1) 2011 (2) 2010 (3) 2009 (4) 2008 (5)

Statements of income
Revenues $ 42,278 $ 40,893 $ 38,063 $ 36,149 $ 37,843
Net income 6,173 5,258 4,313 3,609 4,729
Net income attributable to Disney 5,682 4,807 3,963 3,307 4,427
Per common share 

Earnings attributable to Disney
Diluted $ 3.13 $ 2.52 $ 2.03 $ 1.76 $ 2.28
Basic 3.17 2.56 2.07 1.78 2.34

Dividends 0.60 0.40 0.35 0.35 0.35
Balance sheets

Total assets $ 74,898 $ 72,124 $ 69,206 $ 63,117 $ 62,497
Long-term obligations 17,876 17,717 16,234 16,939 14,889
Disney shareholders’ equity 39,759 37,385 37,519 33,734 32,323

Statements of cash flows 
Cash provided (used) by:

Operating activities $ 7,966 $ 6,994 $ 6,578 $ 5,319 $ 5,685
Investing activities (4,759) (3,286) (4,523) (1,755) (2,162)
Financing activities (2,985) (3,233) (2,663) (3,111) (4,208)

(1)  The fiscal 2012 results include restructuring and impairment charges ($0.03 per diluted share) and gains in connection with the acquisition of 
a controlling interest in UTV ($0.06 per diluted share) (see Note 3 to the Consolidated Financial Statements for further discussion), a recovery 
of a previously written-off receivable from Lehman Brothers ($0.03 per diluted share), and costs related to the DLP debt refinancing (rounded 
to $0.00 per diluted share) (see Note 8 to the Consolidated Financial Statements). These items collectively resulted in a net positive benefit of 
$0.06 per diluted share.

(2)  The fiscal 2011 results include restructuring and impairment charges that rounded to $0.00 per diluted share and a net after tax loss on the 
sales of Miramax and BASS ($0.02 per diluted share) which collectively resulted in a net adverse impact of $0.02 per diluted share (see Note 
4 to the Consolidated Financial Statements).

(3)  During fiscal 2010, the Company completed a cash and stock acquisition for the outstanding capital stock of Marvel for $4.2 billion (see Note 
3 to the Consolidated Financial Statements for further discussion). In addition, results include restructuring and impairment charges ($0.09 
per diluted share), gains on the sales of investments in two television services in Europe ($0.02 per diluted share), a gain on the sale of the 
Power Rangers property ($0.01 per diluted share), and an accounting gain related to the acquisition of The Disney Store Japan ($0.01 per 
diluted share). Including the impact of rounding, these items collectively resulted in a net adverse impact of $0.04 per diluted share.

(4)  The fiscal 2009 results include restructuring and impairment charges ($0.17 per diluted share), a non-cash gain in connection with the AETN 
transaction ($0.08 per diluted share) and a gain on the sale of our investment in two pay television services in Latin America ($0.04 per 
diluted share). Including the impact of rounding, these items collectively resulted in a net adverse impact of $0.06 per diluted share.

(5)  The fiscal 2008 results include an accounting gain related to the acquisition of the Disney Stores North America and a gain on the sale of 
movies.com (together $0.01 per diluted share), the favorable resolution of certain income tax matters ($0.03 per diluted share), a bad debt 
charge for a receivable from Lehman Brothers ($0.03 per diluted share) and an impairment charge ($0.01 per diluted share). These items 
collectively had no net impact on earnings per share.
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

CONSOLIDATED RESULTS
(in millions, except per share data)

    
% Change 

Better/(Worse)

 2012 2011 2010

2012 
vs.

2011

2011 
vs.

2010

Revenues $ 42,278 $ 40,893 $ 38,063 3 % 7 %
Costs and expenses (33,415) (33,112) (31,337) (1)% (6)%
Restructuring and impairment charges (100) (55) (270) (82)% 80 %
Other income/(expense), net 239 75 140 >100 % (46)%
Net interest expense (369) (343) (409) (8)% 16 %

Equity in the income of investees 627 585 440 7 % 33 %
Income before income taxes 9,260 8,043 6,627 15 % 21 %

Income taxes (3,087) (2,785) (2,314) (11)% (20)%
Net income 6,173 5,258 4,313 17 % 22 %
Less: Net income attributable to noncontrolling 

interests (491) (451) (350) (9)% (29)%
Net income attributable to The Walt Disney Company 

(Disney) $ 5,682 $ 4,807 $ 3,963 18 % 21 %

Earnings per share attributable to Disney:
Diluted $ 3.13 $ 2.52 $ 2.03 24 % 24 %

Basic $ 3.17 $ 2.56 $ 2.07 24 % 24 %

Weighted average number of common and common 
equivalent shares outstanding:

Diluted 1,818 1,909 1,948

Basic 1,794 1,878 1,915

Organization of Information

Management’s Discussion and Analysis provides a narrative on the Company’s financial performance and condition that should 
be read in conjunction with the accompanying financial statements. It includes the following sections:
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CONSOLIDATED RESULTS

2012 vs. 2011

Revenues for fiscal 2012 increased 3%, or $1.4 billion, to $42.3 billion; net income attributable to Disney increased 18%, or 
$875 million, to $5.7 billion; and earnings per share attributable to Disney (EPS) for the year increased 24% to $3.13.

Net income attributable to Disney for fiscal 2012 included a $184 million ($116 million after tax) non-cash gain recorded 
in connection with the acquisition of a controlling interest in UTV (UTV Gain) and $79 million ($50 million after tax) for the 
recovery of a receivable from Lehman Brothers that was written off in 2008 as a result of the Lehman Brothers bankruptcy 
(Lehman recovery), partially offset by $100 million ($63 million after tax) of restructuring and impairment charges and a $24 
million net charge ($7 million after tax and allocation to noncontrolling interests) related to the refinancing of Disneyland Paris 
borrowings (DLP debt charge). These items collectively had a $0.06 net benefit on EPS.

Net income attributable to Disney for fiscal 2011 included $55 million of restructuring and impairment charges and gains from 
the sales of businesses of $75 million. These items collectively had a $0.02 net negative impact on EPS. The table below shows the 
pretax and after tax impact of these items.

 Benefit / (Expense)

 Pretax 
Tax 

Effect
After 
Tax

Restructuring and impairment charges $ (55 ) $ 47 $ (8 )
Gains on sales of businesses 75 (107 ) (32 )

 $ 20 $ (60 ) $ (40 )

Restructuring and impairment charges included an impairment of assets that had tax basis significantly in excess of book value 
resulting in a $47 million tax benefit on the restructuring and impairment charges. The gains on sales of businesses included the 
sale of Miramax which had a book value that included $217 million of allocated goodwill which is not tax deductible. Accordingly, 
the taxable gain on the sales of businesses exceeded the $75 million book gain resulting in tax expense of $107 million.

After the impact of the items discussed above, the increase in EPS for fiscal 2012 reflected higher operating results driven by 
higher fees from MVPDs (Affiliate Fees) at ESPN and the worldwide Disney Channel, higher guest spending and attendance at 
our domestic parks and resorts, higher advertising revenue at ESPN, higher results at our theatrical business driven by Marvel’s 
The Avengers, higher ABC program sales, improved social game performance due to lower acquisition accounting impacts and 
increased title performance, and higher merchandise licensing revenue driven by the strength of Marvel properties. These increases 
were partially offset by higher operating expenses at our domestic parks and resorts, higher sports programming costs at ESPN, 
lower advertising revenue at ABC and our owned television stations and higher film cost write-downs.

2011 vs. 2010

Revenues for fiscal 2011 increased 7%, or $2.8 billion, to $40.9 billion; net income attributable to Disney increased 21%, or 
$844 million, to $4.8 billion; and EPS increased 24% to $2.52.

The increase in EPS for fiscal 2011 reflected higher operating results driven by Affiliate Fee growth at our Cable Networks, 
increased guest spending and volumes at our domestic parks and resorts, higher advertising revenue at ESPN and lower film cost 
write-downs. Additionally, EPS growth benefited from decreased programming and production costs at ABC, higher licensing 
revenue due to the strength of Cars merchandise and a full-period of results for Marvel, and higher equity income at AETN. 
These increases were partially offset by higher costs at ESPN and at our domestic parks and resorts, lower performance at our 
theatrical business, and the inclusion of a full-period of results for Playdom in fiscal 2011, which included the impact of acquisition 
accounting.
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Restructuring and Impairment Charges

The Company recorded $100 million of restructuring and impairment charges in fiscal 2012. Restructuring charges were driven 
by severance and facilities costs related to organizational and cost structure initiatives across various of our businesses. Impairment 
charges primarily resulted from an intellectual property impairment.

The Company recorded $55 million of charges in fiscal 2011 reflecting severance and facilities costs related to organizational 
and cost structure initiatives primarily at the Studio Entertainment and Interactive segments.

The Company recorded $270 million of charges in fiscal 2010 related to organizational and cost structure initiatives primarily 
at our Studio Entertainment and Media Networks segments. Restructuring charges of $138 million were primarily for severance and 
other related costs. Impairment charges of $132 million consisted of write-offs of capitalized costs primarily related to abandoned 
film projects, the closure of a studio production facility and the closure of five ESPN Zone locations.

Other Income /(expense), net 

Other income /(expense) is as follows (in millions): 

2012 2011 2010 

UTV Gain $ 184 $ — $  — 
Lehman recovery 79 — — 
DLP debt charge (24 ) — — 
Gain on sale of Miramax — 64 — 
Gain on sale of BASS — 11 — 
Gain on sales of investments in television services in Europe — — 75 
Gain on sale of Power Rangers property — — 43 
Gain related to the acquisition of The Disney Store Japan — — 22 

Other income /(expense), net $ 239 $ 75 $ 140 

BUSINESS SEGMENT RESULTS — 2012 vs. 2011 

Below is a discussion of the major revenue and expense categories for our business segments. Costs and expenses for each 
segment consist of operating expenses, selling, general, administrative and other expenses and depreciation and amortization. 
Selling, general, administrative and other costs include third-party and internal marketing expenses. 

Our Media Networks segment generates revenue from Affiliate Fees charged to MVPDs, advertising revenues from the sale 
to advertisers of time in programs for commercial announcements and other revenues which include the sale and distribution of 
television programming. Operating expenses include programming and production costs, technical support costs, distribution costs 
and operating labor. 

Our Parks and Resorts segment generates revenue from the sale of admissions to theme parks, the sale of merchandise, food 
and beverages, charges for room nights at hotels, sales of cruise vacation packages and sales and rentals of vacation club properties. 
Operating expenses include labor, costs of sales, repairs and maintenance, entertainment and cruise ship fuel expense. 

Our Studio Entertainment segment generates revenue from the distribution of films in the theatrical, home entertainment 
and television markets. Operating expenses include film cost amortization, which consists of production cost amortization, 
participations and residuals, costs of sales and distribution expenses. 

Our Consumer Products segment generates revenue from licensing characters from our film, television and other properties to 
third parties for use on consumer merchandise, publishing children’s books and magazines and comic books, and operating retail 
stores, English language learning centers and internet shopping sites. Operating expenses include costs of goods sold, distribution, 
operating labor and retail occupancy costs. 
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Our Interactive segment generates revenue from the development and sale of multi-platform games, online advertising and 
sponsorships, subscriptions to and micro transactions for online games, and content and handset revenue from our Disney-branded 
mobile phone business in Japan. Certain properties are also licensed to third-party game publishers. Operating expenses include 
product development, costs of goods sold and distribution expenses. Certain costs related to website design and maintenance are 
allocated to other Company businesses. 

  
% Change 

Better/(Worse)

(in millions) 2012 2011 2010 

2012 
vs. 

2011 

2011 
vs. 

2010 

Revenues:     
Media Networks $ 19,436 $ 18,714 $ 17,162 4  % 9  %
Parks and Resorts 12,920 11,797 10,761 10  % 10  %
Studio Entertainment 5,825 6,351 6,701 (8  )% (5  )%
Consumer Products 3,252 3,049 2,678 7  % 14  %
Interactive 845 982 761 (14  )% 29  %

 $ 42,278 $ 40,893 $ 38,063 3  % 7  %

Segment operating income (loss):      
Media Networks $ 6,619 $ 6,146 $ 5,132 8  % 20  %
Parks and Resorts 1,902 1,553 1,318 22  % 18  %
Studio Entertainment 722 618 693 17  % (11  )%
Consumer Products 937 816 677 15  % 21  %
Interactive (216 ) (308 ) (234 ) 30  % (32  )%

 $ 9,964 $ 8,825 $ 7,586 13  % 16  %

The Company evaluates the performance of its operating segments based on segment operating income, and management uses 
aggregate segment operating income as a measure of the overall performance of the operating businesses. The Company believes 
that information about aggregate segment operating income assists investors by allowing them to evaluate changes in the operating 
results of the Company’s portfolio of businesses separate from factors other than business operations that affect net income. The 
following table reconciles segment operating income to income before income taxes. 

  
% Change 

Better/(Worse)

(in millions) 2012 2011 2010 

2012 
vs. 

2011 

2011 
vs. 

2010 

Segment operating income $ 9,964 $ 8,825 $ 7,586 13 % 16 %
Corporate and unallocated shared expenses (474 ) (459 ) (420 ) (3 )% (9 )%
Restructuring and impairment charges (100 ) (55 ) (270 ) (82 )% 80 %
Other income /(expense), net 239 75 140 >100 % (46 )%
Net interest expense (369 ) (343 ) (409 ) (8 )% 16 %

Income before income taxes $ 9,260 $ 8,043 $ 6,627 15 % 21 %
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Media Networks 

Operating results for the Media Networks segment are as follows: 

 Year Ended % Change 
Better / 
(Worse) (in millions)

September 29, 
2012 

October 1, 
2011 (1) 

Revenues    
Affiliate Fees $ 9,360 $ 8,837 6 %
Advertising 7,699 7,598 1 %

Other 2,377 2,279 4 %
Total revenues 19,436 18,714 4 %
Operating expenses (10,535) (10,282) (2)%
Selling, general, administrative and other (2,651) (2,633) (1)%
Depreciation and amortization (258) (237) (9)%
Equity in the income of investees 627 584 7 %

Operating Income $ 6,619 $ 6,146 8 %

(1) Certain reclassifications have been made to the amounts presented for fiscal 2011 and fiscal 2010 to conform to the fiscal 2012 presentation 

Revenues 
Affiliate Fee growth of 6% was driven by increases of 5% from higher contractual rates and 1% from subscriber growth at 

Cable Networks. 

Higher advertising revenues were due to an increase of $263 million at Cable Networks from $3,522 million to $3,785 million, 
partially offset by a decrease of $162 million at Broadcasting from $4,076 million to $3,914 million. The increase at Cable 
Networks reflected an increase of 6% due to higher rates. The decrease at Broadcasting reflected decreases of 7% due to lower ABC 
ratings, and 2% due to lower local television advertising driven by lower political advertising, partially offset by an increase of 5% 
due to higher ABC advertising rates. 

The increase in other revenues was primarily due to higher program sales driven by Castle, Once Upon a Time, and Revenge, 
partially offset by lower home entertainment revenues, primarily due to Lost, and lower Disney Channel program sales. 

Costs and Expenses 
Operating expenses include programming and production costs which increased $231 million from $8,760 million to $8,991 

million. At Cable Networks, an increase in programming and production costs of $359 million was primarily due to higher sports 
rights costs due to contractual rate increases for college sports, NFL, MLB, and NBA programming and expanded rights for the 
Wimbledon Championships. At Broadcasting, programming and production costs decreased $128 million reflecting the absence of 
The Oprah Winfrey Show at our local television stations and lower program write-offs at ABC. 

Equity in the Income of Investees 
Income from equity investees increased to $627 million in the current year from $584 million in the prior year driven by an 

increase at AETN primarily due to higher advertising and affiliate revenues, partially offset by higher programming costs. This 
increase was partially offset by equity losses at Hulu which were driven by higher programming and marketing costs, partially 
offset by higher advertising and subscription revenues. 

Segment Operating Income 
Segment operating income increased 8%, or $473 million, to $6.6 billion. The increase was primarily due to increases at ESPN 

and the worldwide Disney Channels, higher program sales, lower broadcast programming costs and increased equity income from 
AETN, partially offset by lower broadcast advertising revenue. 
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The following table provides supplemental revenue and operating income detail for the Media Networks segment: 

 Year Ended % Change 
Better / 
(Worse) (in millions)

September 29, 
2012 

October 1, 
2011 

Revenues
Cable Networks $ 13,621 $ 12,877 6 %
Broadcasting 5,815 5,837 — %

 $ 19,436 $ 18,714 4 %
Segment operating income

Cable Networks $ 5,704 $ 5,233 9 %
Broadcasting 915 913 — %

 $ 6,619 $ 6,146 8 %

Restructuring and impairment charges 
The Company recorded charges of $14 million, $3 million and $95 million related to Media Networks for fiscal years 2012, 

2011 and 2010, respectively. The charges in fiscal 2012 were primarily for severance related to organizational and cost structure 
initiatives. The charges in fiscal 2010 were for severance costs and the closure of five ESPN Zone locations. These charges were 
reported in “Restructuring and impairment charges” in the Consolidated Statements of Income. 

Parks and Resorts 

Operating results for the Parks and Resorts segment are as follows: 

 Year Ended % Change 
Better / 
(Worse)(in millions)

September 29, 
2012 

October 1, 
2011

Revenues    
Domestic $ 10,339 $ 9,302 11 %
International 2,581 2,495 3 %

Total revenues 12,920 11,797 10 %
Operating expenses (7,928) (7,383) (7)%
Selling, general, administrative and other (1,849) (1,696) (9)%
Depreciation and amortization (1,241) (1,165) (7)%

Operating Income $ 1,902 $ 1,553 22 %

Revenues 
Parks and Resorts revenues increased 10%, or $1.1 billion, to $12.9 billion due to an increase of $1.0 billion at our domestic 

operations and an increase of $86 million at our international operations. 

Revenue growth of 11% at our domestic operations reflected a 5% increase from higher average guest spending and a 5% 
increase from volume. Increased guest spending was primarily due to higher average ticket prices, food and beverage spending, and 
daily hotel room rates. The volume increase was driven by higher passenger cruise days from the Disney Fantasy and the Disney 
Dream, which launched in March 2012 and January 2011, respectively, increased attendance at our domestic parks reflecting strong 
growth at Disneyland Resort which benefited from the opening of Cars Land at Disney California Adventure and higher hotel 
occupancy from Aulani, our new hotel and vacation club resort in Hawaii, which opened in August 2011. 

Revenue growth of 3% at our international operations reflected a 3% increase from higher average guest spending, a 3% 
increase from higher attendance and a 3% increase from higher royalty revenue from Tokyo Disney Resort. These increases were 
partially offset by a decrease of 4% from the unfavorable impact of foreign currency translation due to the strengthening of the U.S. 
dollar against the euro and a decrease of 1% from lower hotel occupancy at Disneyland Paris. Higher guest spending was primarily 
due to higher daily hotel room rates and average ticket prices. Higher royalty revenue from Tokyo Disney Resort reflected the prior-
year impact from the earthquake and tsunami in Japan. 
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The following table presents supplemental attendance, per capita theme park guest spending, and hotel statistics: 

 Domestic International (2) Total 

 
Fiscal Year 

2012 
Fiscal Year 

2011 
Fiscal Year 

2012 
Fiscal Year 

2011 
Fiscal Year 

2012 
Fiscal Year 

2011 

Parks
Increase/ (decrease)
Attendance 3% 1% 6% 6% 4% 2%
Per Capita Guest Spending 7% 8% 1% 2% 5% 6%

Hotels (1)

Occupancy 81% 82% 85% 88% 82% 83%
Available Room Nights  

(in thousands) 9,850 9,625 2,468 2,466 12,318 12,091
Per Room Guest Spending $ 257 $ 241 $ 317 $ 294 $ 270 $ 253

(1)  Per room guest spending consists of the average daily hotel room rate as well as guest spending on food, beverages and merchandise at the 
hotels. Hotel statistics include rentals of Disney Vacation Club units. 

(2)  Per capita guest spending and per room guest spending exclude the impact of foreign currency translation. The euro to U.S. dollar weighted 
average foreign currency exchange rate was $1.30 and $1.39 for fiscal 2012 and 2011, respectively. 

Costs and Expenses 
Operating expenses include operating labor which increased by $285 million from $3,540 million to $3,825 million and 

cost of sales which increased $96 million from $1,198 million to $1,294 million. Higher operating labor was driven by new guest 
offerings, labor cost inflation and higher employee benefit costs. The increase in cost of sales was driven by higher volumes. 
Operating expenses also increased due to costs associated with resort expansion and new guest offerings including investments 
in supporting systems infrastructure. New guest offerings included the Disney Fantasy and Disney Dream, and the expansion of 
Disney California Adventure at Disneyland Resort. These increases were partially offset by a favorable impact of foreign currency 
translation as a result of the strengthening of the U.S. dollar against the euro and the collection of business interruption insurance 
proceeds related to the prior-year earthquake and tsunami in Japan. 

The increase in selling, general, administrative and other costs was driven by marketing for resort expansion and new guest 
offerings and labor and other cost inflation. 

Segment Operating Income 
Segment operating income increased 22%, or $349 million, to $1.9 billion driven by increases at our domestic parks and resorts, 

Tokyo Disney Resort, Disney Cruise Line and Hong Kong Disneyland Resort, partially offset by a decrease at Disneyland Paris. 

Studio Entertainment 

Operating results for the Studio Entertainment segment are as follows: 

 Year Ended % Change 
Better / 
(Worse)(in millions)

September 29,  
2012 

October 1,  
2011 (1) 

Revenues    
Theatrical distribution $ 1,470 $ 1,733 (15 )%
Home entertainment 2,221 2,435 (9 )%
Television distribution and other 2,134 2,183 (2 )%

Total revenues 5,825 6,351 (8 )%
Operating expenses (2,908 ) (3,253 ) 11 %
Selling, general, administrative and other (2,053 ) (2,348 ) 13 %
Depreciation and amortization (142 ) (132 ) (8 )%

Operating Income $  722 $  618 17 %

(1) Certain reclassifications have been made to the amounts presented for fiscal 2011 and fiscal 2010 to conform to the fiscal 2012 presentation 
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Revenues 
Lower theatrical distribution revenues were driven by fewer releases, partially offset by the strong performance of Marvel’s 

The Avengers. 

Lower home entertainment revenue reflected a 12% decrease from a decline in unit sales reflecting lower catalog sales and the 
performance of the current-year titles. Significant titles in the current year included Marvel’s The Avengers and Cars 2 while the 
prior year included Toy Story 3 and Tangled. The decrease was partially offset by a 2% increase due to higher net effective pricing 
domestically which benefitted from a higher Blu-ray sales mix. Net effective pricing is the wholesale selling price adjusted for 
discounts, sales incentives and returns. 

The decrease in television distribution and other revenue was driven by lower revenue share from the Consumer Products 
segment resulting from the prior-year performance of Cars merchandise. Television distribution revenue was comparable to the prior 
year as higher syndication sales in international markets was offset by lower sales in the domestic pay television market. 

Cost and Expenses 
Operating expenses included a decrease of $200 million in film cost amortization, from $1,885 million to $1,685 million, 

driven by lower home entertainment sales volume and a lower average production cost amortization rate for television distribution 
sales, partially offset by higher film cost write-downs. Operating expenses also include distribution costs and cost of goods sold 
which decreased $145 million from $1,368 million to $1,223 million driven by a decline in home entertainment sales volume and 
fewer theatrical titles in release. 

The decrease in selling, general, administrative and other costs was primarily due to lower marketing expenses at our theatrical 
and home entertainment businesses driven by fewer major releases in the current year. 

Segment Operating Income 
Segment operating income increased 17% to $722 million primarily due to improved results at our domestic theatrical and 

television distribution businesses, partially offset by higher film cost write-downs in the current year. 

Restructuring and impairment charges 
The Company recorded charges of $18 million, $33 million and $151 million related to Studio Entertainment for fiscal 

years 2012, 2011 and 2010, respectively. The charges in fiscal 2012 were primarily due to an impairment of an intellectual 
property intangible asset. The charges in fiscal 2011 were primarily for severance and related costs. The charges in fiscal 2010 
were primarily for the closure of a production facility, the write-offs of capitalized costs related to abandoned film projects, and 
severance costs. These charges were reported in “Restructuring and impairment charges” in the Consolidated Statements of Income. 

Consumer Products 

Operating results for the Consumer Products segment are as follows:

Year Ended % Change 
Better / 
(Worse)(in millions)

September 29,  
2012

October 1,  
2011

Revenues    
Licensing and publishing $ 2,056 $ 1,933 6 %

Retail and other 1,196 1,116 7 %
Total revenues 3,252 3,049 7 %
Operating expenses (1,384 ) (1,334 ) (4)%
Selling, general, administrative and other (816 ) (794 ) (3)%
Depreciation and amortization (115 ) (105 ) (10)%

Operating Income $ 937 $ 816 15 %
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Revenues 
The 6% increase in licensing and publishing revenue reflected a decreased revenue share with Studio Entertainment due to 

lower revenues from Cars merchandise, higher performance of Spider-Man, Minnie and Mickey and Avengers merchandise and 
higher recognition of minimum guarantees. 

The 7% increase in retail and other revenue reflected growth at our retail business driven by new stores in North America and 
Europe, increased online sales due to promotional events, and higher comparable store sales in North America. These increases 
were partially offset by lower comparable store sales in Europe. 

Costs and Expenses 
Operating expenses included an increase of $26 million in cost of goods sold, from $567 million to $593 million, driven by 

increased sales volume at our retail business. Operating expenses also increased 1% due to higher distribution costs driven by higher 
third-party royalties and 1% due to higher labor and occupancy costs driven by the expansion of the Disney English business in 
China and new retail stores in North America and Europe. 

The increase in selling, general, administrative and other expenses was driven by higher marketing and promotions expense. 

Segment Operating Income 
Segment operating income increased 15% to $937 million due to increases at our licensing and retail businesses. 

Restructuring and impairment charges 
The Company recorded charges totaling $34 million and $16 million related to Consumer Products for fiscal years 2012 

and 2010, respectively. The charges in fiscal 2012 and 2010 were primarily due to severance costs which were reported in 
“Restructuring and impairment charges” in the Consolidated Statements of Income. 

Interactive 

Operating results for the Interactive segment are as follows: 

 Year Ended % Change 
Better / 
(Worse) (in millions)

September 29,  
2012 

October 1,  
2011 (1)

Revenues    

Game sales and subscriptions $ 613 $ 768 (20)%

Advertising and other 232 214 8 %

Total revenues 845 982 (14)%
Operating expenses (583 ) (675 ) 14 %
Selling, general, administrative and other (429 ) (561 ) 24 %
Depreciation and amortization (49 ) (54 ) 9 %

Operating Loss $ (216 ) $ (308 ) 30 %

(1) Certain reclassifications have been made to the amounts presented for fiscal 2011 and fiscal 2010 to conform to the fiscal 2012 presentation 

Revenues 
The decrease in game sales and subscriptions revenue reflected a 29% decrease from lower console game unit sales and a 8% 

decrease from lower net effective pricing of console games reflecting the strong performance of Lego Pirates of the Caribbean, 
Cars 2 and Epic Mickey in the prior-year period. The decrease was partially offset by an 11% increase from higher social games 
revenue reflecting improved title performance in the current period and lower acquisition accounting impacts. 

Higher advertising and other revenue was driven by an increase at our mobile phone service in Japan which included a benefit 
from higher rates. 
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Costs and Expenses 
Operating expenses included a $21 million decrease in product development costs from $352 million to $331 million driven 

by decreased console game development. Operating expenses also include cost of sales, which decreased by $71 million from 
$323 million to $252 million driven by lower console game sales volume, partially offset by an increase at social games associated 
with revenue growth. 

The decrease in selling, general, administrative and other costs was primarily due to lower marketing costs at our console 
games business driven by fewer releases in the current period, lower acquisition accounting expenses at our social games business, 
and higher cost allocations to other Company businesses related to website design and maintenance and online revenues. 

Segment Operating Loss 
Segment operating loss decreased 30% to $216 million driven by improved results at our social games and online businesses 

partially offset by a decrease at our console games business. 

Restructuring and impairment charges 
The Company recorded charges totaling $21 million, $22 million and $2 million related to Interactive for fiscal years 2012, 

2011 and 2010, respectively which were primarily for severance costs. These charges were reported in “Restructuring and 
impairment charges” in the Consolidated Statements of Income. 

NON-SEGMENT ITEMS – 2012 vs. 2011 

Corporate and Unallocated Shared Expenses 

Corporate and unallocated shared expenses increased 3%, from $459 million to $474 million due to higher compensation 
related costs and charitable contributions. 

Net Interest Expense 

Net interest expense is detailed below: 

(in millions) 2012 2011 

% Change 
Better / 
(Worse)

Interest expense $ (472 ) $ (435) (9)%
Interest and investment income 103 92 12 %

Net interest expense $ (369 ) $ (343) (8)%

The increase in interest expense reflected higher average debt balances, partially offset by lower effective interest rates. 

Effective Income Tax Rate 

2012 2011 

Change 
Better / 
(Worse)

Effective income tax rate 33.3% 34.6% 1.3ppt

The effective tax rate decreased 1.3 percentage points for the year due to the impact in the prior-year of the gain on the sale 
of Miramax and an increase in earnings from foreign operations subject to tax at rates lower than the federal statutory income tax 
rate. The book value of Miramax included non-deductible goodwill such that the taxable gain on the sale of Miramax resulted in 
tax expense that exceeded the book gain causing an increase in the prior-year effective tax rate. The decreases from the impacts of 
the Miramax gain and foreign earnings were partially offset by an increase due to the tax rate benefit in the prior-year related to an 
impairment charge. The prior-year impairment charge related to assets that had tax basis in excess of the book value resulting in a 
tax benefit that exceeded the pre-tax impairment charge causing a decrease in the prior-year effective tax rate. 
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Noncontrolling Interests 

Net income attributable to noncontrolling interests for the year increased $40 million to $491 million due to improved operating 
results at ESPN and Hong Kong Disneyland Resort partially offset by lower operating results at Disneyland Paris including the 
impact of the DLP debt charge. The net income attributable to noncontrolling interests is determined on income after royalties, 
financing costs and income taxes. 

PENSION AND POSTRETIREMENT MEDICAL BENEFIT COSTS 

Pension and postretirement medical benefit plan costs affect results in all of our segments, with approximately one-half of these 
costs being borne by the Parks and Resorts segment. The Company recognized pension and postretirement medical benefit plan 
expenses of $626 million, $576 million, and $482 million for fiscal years 2012, 2011, and 2010, respectively. The increase in fiscal 
2012 was driven by a decrease in the assumed discount rate used to measure the present value of plan obligations. The assumed 
discount rate reflects market rates for high-quality corporate bonds currently available and was determined by considering the 
average of pension yield curves constructed from a large population of high quality corporate bonds. The resulting discount rate 
reflects the matching of plan liability cash flows to the yield curves. 

In fiscal 2013, we expect pension and postretirement medical costs to increase by approximately $66 million to $692 million, 
including $458 million of recognition of net actuarial losses, driven by a lower assumed discount rate. Pension and postretirement 
medical costs for fiscal 2012 included $340 million of net actuarial losses. The decrease in the discount rate also resulted in an 
increase in the underfunded status of our plans to $4.8 billion and an increase in unrecognized pension and postretirement medical 
expense to $5.1 billion ($3.2 billion after tax) as of September 29, 2012. If our future investment returns do not exceed our long-
term expected returns and/or discount rates do not increase, a significant portion of the unrecognized pension and postretirement 
medical costs will be recognized as a net actuarial loss in our income statement over approximately the next 8 years. See Note 10 
to the Consolidated Financial Statements for further details of the impacts of our pension and postretirement medical plans on 
our financial statements. During fiscal 2012, the Company contributed $905 million to its pension and postretirement medical 
plans including discretionary contributions above the minimum requirements for pension plans. The Company currently expects 
pension and postretirement medical plan contributions in fiscal 2013 to total approximately $425 million to $475 million. Final 
minimum funding requirements for fiscal 2013 will be determined based on our January 1, 2013 funding actuarial valuation which 
will be available in late fiscal 2013. See “Item 1A – Risk Factors” for the impact of factors affecting pension and postretirement 
medical costs. 

BUSINESS SEGMENT RESULTS – 2011 VS. 2010 

Media Networks 

Operating results for the Media Networks segment are as follows: 

 Year Ended (1) % Change 
Better / 
(Worse)(in millions)

October 1,  
2011 

October 2,  
2010 

Revenues    
Affiliate Fees $ 8,837 $ 8,122 9 %
Advertising 7,598 7,028 8 %

Other 2,279 2,012 13 %

Total revenues 18,714 17,162 9 %
Operating expenses (10,282 ) (9,787 ) (5 )%
Selling, general, administrative and other (2,633 ) (2,459 ) (7 )%
Depreciation and amortization (237 ) (222 ) (7 )%
Equity in the income of investees 584 438 33 %

Operating Income $ 6,146 $ 5,132 20 %

(1) Certain reclassifications have been made to the numbers presented for fiscal 2011 and fiscal 2010 to conform to the fiscal 2012 presentation 
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Revenues 
Affiliate Fee growth of 9% was driven by increases of 6% from higher contractual rates, 1% from favorable impacts of foreign 

currency translation, and 1% from subscriber growth at Cable Networks and an increase of 1% from Broadcasting due to new 
contractual provisions. 

Higher advertising revenues were due to an increase of $471 million at Cable Networks from $3,051 million to $3,522 million 
and an increase of $99 million at Broadcasting from $3,977 million to $4,076 million. The increase at Cable Networks of 14% 
was due to higher rates. The increase at Broadcasting reflected increases of 6% due to higher ABC advertising rates, primarily 
in primetime, and 1% due to higher local television advertising, partially offset by a decrease of 4% due to lower ABC ratings 
primarily in primetime and daytime. 

The increase in other revenues was driven by a change in the transfer pricing arrangement between Studio Entertainment and 
Media Networks for distribution of Media Networks home entertainment product and higher sales of Disney Channel programming, 
partially offset by lower sales of ABC Studios’ productions driven by no new seasons of Lost and Ghost Whisperer. 

Costs and Expenses 
Operating expenses include programming and production costs which increased $211 million from $8,549 million to 

$8,760 million. At Cable Networks, an increase in programming and production spending of $419 million was driven by higher 
sports rights costs due to the addition of college football programming including more Bowl Championship Series games, some 
of which shifted from ABC, increased contractual costs for college and professional sports programming and more episodes of 
original programming at the Disney Channels, partially offset by the absence of programming costs for the FIFA World Cup which 
was broadcast in fiscal 2010. At Broadcasting, programming and production costs decreased $208 million reflecting lower news 
and daytime production costs due to cost savings initiatives, a lower cost mix of programming in primetime due to a shift of hours 
from original scripted programming to reality programming, a shift of college sports programming to ESPN and lower production 
cost amortization due to a decrease in sales of ABC Studios’ productions. Operating expenses also increased by 2% due to a change 
in the transfer pricing arrangement for distribution of Media Networks home entertainment product and increased by 1% resulting 
from headcount growth and labor cost inflation at ESPN. 

The increase in selling, general and administrative and other costs and expenses was driven by higher marketing and sales 
costs, which included an increase due to the change in transfer pricing arrangement for distribution of Media Networks home 
entertainment product and higher marketing costs at ESPN. 

Equity in the Income of Investees 
Income from equity investees increased to $584 million in fiscal 2011 from $438 million in fiscal 2010 driven by an increase 

at AETN primarily due to a $58 million charge for our share of programming write-offs in fiscal 2010 and higher advertising and 
affiliate revenues in the current year, partially offset by higher marketing costs. 

Segment Operating Income 
Segment operating income increased 20%, or $1.0 billion, to $6.1 billion. The increase was primarily due to increases at ESPN, 

ABC, the worldwide Disney Channels, AETN and the owned television stations. 

The following table provides supplemental revenue and operating income detail for the Media Networks segment: 

 Year Ended % Change 
Better / 
(Worse)(in millions)

October 1, 
2011 

October 2, 
2010 

Revenues    
Cable Networks $ 12,877 $ 11,475 12 %
Broadcasting 5,837 5,687 3 %

 $ 18,714 $ 17,162 9 %

Segment operating income    
Cable Networks $ 5,233 $ 4,473 17 %
Broadcasting 913 659 39 %

 $ 6,146 $ 5,132 20 %
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Parks and Resorts 

Operating results for the Parks and Resorts segment are as follows: 

(in millions)

Year Ended % Change 
Better / 
(Worse) 

October 1, 
2011 

October 2, 
2010 

Revenues   
Domestic $ 9,302 $ 8,404 11 %

International 2,495 2,357 6 %

Total revenues 11,797 10,761 10 %
Operating expenses (7,383 ) (6,787 ) (9 )%
Selling, general, administrative and other (1,696 ) (1,517 ) (12 )%
Depreciation and amortization (1,165 ) (1,139 ) (2 )%

Operating Income $ 1,553 $ 1,318 18 %

Revenues 
Parks and Resorts revenues increased 10%, or $1.0 billion, to $11.8 billion due to an increase of $898 million at our domestic 

operations and an increase of $138 million at our international operations. 

Revenue growth of 11% at our domestic operations reflected a 6% increase driven by higher average guest spending and a 
3% increase due to volume driven by higher passenger cruise days as a result of the launch of the Disney Dream, in January 2011, 
and higher attendance. Higher guest spending was primarily due to higher average ticket prices, daily hotel room rates, and food, 
beverage, and merchandise spending. 

Revenue growth of 6% at our international operations reflected a 4% increase due to higher average guest spending, a 3% 
increase driven by volume due to higher attendance and hotel occupancy, and a 3% favorable impact of foreign currency translation 
primarily as a result of the weakening of the U.S. dollar against the euro. These increases were partially offset by a 2% decrease due 
to the sale of a real estate property at Disneyland Paris in fiscal 2010 and a 1% decrease due to the temporary closure of the Tokyo 
Disney Resort following the March 2011 earthquake in Japan. 

The following table presents supplemental attendance, per capita theme park guest spending, and hotel statistics: 

 Domestic International (2) Total

 
Fiscal Year 

2011
Fiscal Year 

2010 
Fiscal Year 

2011
Fiscal Year 

2010
Fiscal Year 

2011
Fiscal Year 

2010

Parks
Increase/ (decrease)
Attendance 1 % (1)% 6 % 1 % 2 % (1)%
Per Capita Guest Spending 8 % 3 % 2 % 2 % 6 % 3 %

Hotels (1)

Occupancy 82 % 82 % 88 % 85 % 83 % 82 %
Available Room Nights 

(in thousands) 9,625 9,629 2,466 2,466 12,091 12,095
Per Room Guest Spending $ 241 $ 224 $ 288 $ 273 $ 251 $ 234

(1) Per room guest spending consists of the average daily hotel room rate as well as guest spending on food, beverages and merchandise at the 
hotels. Hotel statistics include rentals of Disney Vacation Club units. 

(2) Per capita guest spending and per room guest spending exclude the impact of foreign currency translation. The euro to U.S. dollar weighted 
average foreign currency exchange rate was $1.39 and $1.36 for fiscal 2011 and 2010, respectively. 

Costs and Expenses 
Operating expenses include operating labor which increased by $262 million from $3,278 million to $3,540 million driven 

by labor cost inflation and higher pension and postretirement medical expenses. Operating expenses also include cost of sales 
which increased $88 million from $1,110 million to $1,198 million driven by volume, partially offset by the absence of the costs 
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related to a real estate sale at Disneyland Paris in fiscal 2010. Operating expenses also increased due to launch and operating 
costs in connection with the Disney Dream, enhancement and expansion costs, including new guest offerings at Disney California 
Adventure and investments in systems infrastructure, and costs for Aulani, which opened in August 2011. In addition, there was an 
unfavorable impact of foreign currency translation as a result of the weakening of the U.S. dollar against the euro. 

The increase in selling, general, administrative and other costs and expenses was driven by higher marketing costs at our 
domestic parks and resorts, costs associated with the addition of the Disney Dream and Aulani, our new resort in Hawaii, and labor 
cost inflation. 

Segment Operating Income 
Segment operating income increased 18%, or $235 million, to $1.6 billion due to increases at our domestic parks and resorts 

and Hong Kong Disneyland Resort, partially offset by costs for Aulani and a decrease at Tokyo Disney Resort. 

Studio Entertainment 

Operating results for the Studio Entertainment segment are as follows: 

 Year Ended (1) % Change 
Better / 
(Worse) (in millions)

October 1, 
2011 

October 2, 
2010 

Revenues
Theatrical distribution $ 1,733 $ 2,050 (15)%
Home entertainment 2,435 2,666 (9)%

Television distribution and other 2,183 1,985 10 %

Total revenues 6,351 6,701 (5)%
Operating expenses (3,253) (3,548) 8 %
Selling, general, administrative and other (2,348) (2,371) 1 %
Depreciation and amortization (132) (89) (48)%

Operating Income $ 618 $ 693 (11)%

(1) Certain reclassifications have been made to the numbers presented for fiscal 2011 and fiscal 2010 to conform to the fiscal 2012 presentation 

Revenues 
The decrease in theatrical distribution revenue reflected the success of Toy Story 3, Alice in Wonderland and Iron Man 2 in 

fiscal 2010 compared to the performance of Pirates of the Caribbean: On Stranger Tides, Cars 2, Thor and Captain America in 
fiscal 2011. 

Lower home entertainment revenue reflected an 11% decrease due to the change in the transfer pricing arrangement for Studio 
distribution of Media Networks home entertainment product, partially offset by a 1% increase due to higher net effective pricing 
internationally which benefitted from a higher Blu-ray sales mix. Net effective pricing is the wholesale selling price adjusted for 
discounts, sales incentives and returns. 

The increase in television distribution and other revenues reflected 5% growth due to the inclusion of Marvel which was 
acquired at the end of the first quarter of fiscal 2010 and a 4% increase due to higher revenue share from the Consumer Products 
segment resulting from the strength of Cars merchandise. 

Cost and Expenses 
Operating expenses included a decrease of $257 million in film cost amortization, from $2,142 million to $1,885 million, 

driven by lower film cost write-downs. Operating expenses also include cost of sales and distribution expenses which decreased 
$38 million from $1,406 million to $1,368 million driven by the change in the transfer pricing arrangement between Studio 
Entertainment and Media Networks for distribution of Media Networks home entertainment product. 

Selling, general, administrative and other costs were essentially flat as higher marketing for Marvel titles and an increase in 
technology infrastructure spending were largely offset by lower theatrical pre-release marketing expense and the change in the 
transfer pricing arrangement with Media Networks for home entertainment product. 
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The increase in depreciation and amortization was driven by higher amortization of intangible assets related to certain Marvel 
film properties. 

Segment Operating Income 
Segment operating income decreased 11%, or $75 million, to $618 million primarily due to lower results at our theatrical and 

home entertainment businesses and higher technology infrastructure spending, partially offset by lower film cost write-downs and a 
higher revenue share with the Consumer Products segment. 

Consumer Products 

Operating results for the Consumer Products segment are as follows: 

 Year Ended % Change 
Better / 
(Worse) (in millions)

October 1, 
2011 

October 2, 
2010 

Revenues    
Licensing and publishing $ 1,933 $ 1,725 12 %

Retail and other 1,116 953 17 %

Total revenues 3,049 2,678 14 %
Operating expenses (1,334) (1,236) (8)%
Selling, general, administrative and other (794) (687) (16)%
Depreciation and amortization (105) (78) (35)%

Operating Income $ 816 $ 677 21 %

Revenues 
The increase in licensing and publishing revenue reflected a 6% increase driven by the strong performance of Cars, Tangled and 

Toy Story merchandise and a 8% increase due to higher revenue from Marvel properties. Higher revenues from Marvel properties 
reflected the impact of acquisition accounting which reduced revenue recognition in fiscal 2010 as well as a full year of operations 
as Marvel was acquired at the end of the first quarter of fiscal 2010. These increases were partially offset by a 5% decrease due to a 
higher revenue share to the Studio Entertainment segment resulting from the strength of Cars merchandise. 

The increase in retail and other revenues was primarily due to a 9% increase from higher revenues at the Disney Store in North 
America and Europe driven by higher comparable store sales and a 6% increase resulting from the acquisition of The Disney Store 
Japan, which was acquired at the end of the second quarter of fiscal 2010. 

Licensing and publishing and retail and other revenues also increased by 2% and 3%, respectively, due to the benefit from 
a favorable impact from foreign currency translation as a result of the weakening of the U.S. dollar against foreign currencies, 
primarily the euro. 

Costs and Expenses 
Operating expenses included an increase of $57 million in cost of goods sold, from $521 million to $578 million, driven by 

the acquisitions of The Disney Store Japan and Marvel. Operating expenses also included a 2% increase due to higher occupancy 
costs driven by an increase at our retail business reflecting the acquisition of The Disney Store Japan and a 1% increase due to an 
unfavorable impact from foreign currency translation as a result of the weakening of the U.S. dollar against foreign currencies, 
primarily the euro. 

The increase in selling, general, administrative and other costs was driven by an unfavorable impact from foreign currency 
translation as a result of the weakening of the U.S. dollar against foreign currencies, primarily the euro, the inclusion of a full year 
of operations for Marvel and various promotional initiatives across multiple businesses. 

The increase in depreciation and amortization was due to a full year of amortization of intangible assets for Marvel and an 
increase at the Disney Stores due to new stores and remodels. 
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Segment Operating Income 
Segment operating income increased 21%, or $139 million, to $816 million primarily due to increases in our Merchandise 

Licensing and North American retail businesses. 

Interactive 

Operating results for the Interactive segment are as follows:

 Year Ended (1) % Change  
Better/ 
(Worse) (in millions)

October 1,  
2011 

October 2,  
2010 

Revenues    
Game sales and subscriptions $ 768 $ 563 36 %

Advertising and other 214 198 8 %

Total revenues 982 761 29 %
Operating expenses (675) (554) (22)%
Selling, general, administrative and other (561) (398) (41)%
Depreciation and amortization (54) (43) (26)%

Operating Loss $ (308) $ (234) (32)%

(1)  Certain reclassifications have been made to the numbers presented for fiscal 2011 and fiscal 2010 to conform to the fiscal 2012 presentation 

Revenues 
Game sales and subscriptions revenue growth reflected a 12% increase due to higher console game unit sales and a 10% 

increase due to higher net effective pricing of console games, reflecting the strong performance of Epic Mickey and Lego Pirates 
of the Caribbean and a shift in sales from catalog titles to new releases. Additionally, the inclusion of Playdom for a full year 
compared to one month in fiscal 2010 resulted in a 10% increase in game sales and subscription revenues. 

Higher advertising and other revenue was driven by our mobile phone service in Japan. 

Costs and Expenses 
Operating expense included a $44 million increase in product development expense from $308 million to $352 million 

primarily due to the inclusion of Playdom for a full year. Operating expenses also included a 14% increase due to higher cost of 
sales driven by fees paid to the developer of Lego Pirates of the Caribbean and higher console game unit sales. 

The increase in selling, general, administrative and other costs was primarily due to the inclusion of Playdom for a full year, 
including the impact of acquisition accounting. 

Segment Operating Loss 
Segment operating loss was $308 million compared to $234 million in fiscal 2010 as an improvement at our console game 

business was more than offset by the inclusion of Playdom for a full year, including the impact of acquisition accounting. 

NON-SEGMENT ITEMS – 2011 vs. 2010 

Corporate and Unallocated Shared Expenses 

Corporate and unallocated shared expenses increased 9%, from $420 million to $459 million, primarily due to the timing of 
expenses and compensation related costs. 
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Net Interest Expense 

Net interest expense is detailed below: 

(in millions) 2011 2010

% Change 
Better / 
(Worse) 

Interest expense $ (435) $ (456) 5%
Interest and investment income 92 47 96%

Net interest expense $ (343) $ (409) 16%

The decrease in interest expense for fiscal 2011 reflected lower effective interest rates. 

The increase in interest and investment income for fiscal 2011 was driven by gains on sales of investments. 

Effective Income Tax Rate 

2011 2010

Change 
Better / 
(Worse) 

Effective income tax rate 34.6% 34.9% 0.3ppt

The effective tax rate decreased 0.3 percentage points for the year as a prior year charge related to health care reform legislation 
and a current year benefit from an increase in the domestic production deduction rate were largely offset by a decrease in favorable 
resolutions of prior-year tax matters. During fiscal 2010, the Company recorded a $72 million charge related to the enactment 
of health care reform legislation in March 2010. Under this legislation the Company’s deductions for retiree prescription drug 
benefits will generally be reduced by the amount of Medicare Part D drug subsidies received beginning in fiscal year 2014. Under 
applicable accounting rules, the Company was required to reduce its existing deferred tax asset, which was established for the future 
deductibility of retiree prescription drug benefit costs, to reflect the lost deductions. The reduction was recorded as a charge to 
earnings in the period the legislation was enacted. 

Noncontrolling Interests 

Net income attributable to noncontrolling interests for the year increased $101 million to $451 million due to improved 
operating results at ESPN and Hong Kong Disneyland Resort. The net income attributable to noncontrolling interests is determined 
on income after royalties, financing costs and income taxes. 

LIQUIDITY AND CAPITAL RESOURCES 

The change in cash and cash equivalents is as follows: 

(in millions) 2012 2011 2010

Cash provided by operations $ 7,966 $ 6,994 $ 6,578
Cash used by investing activities (4,759) (3,286) (4,523)
Cash used by financing activities (2,985) (3,233) (2,663)
Impact of exchange rates on cash and cash equivalents (20) (12) (87)

Increase/(decrease) in cash and cash equivalents $ 202 $ 463 $ (695)

Operating Activities 

Cash provided by operating activities for fiscal 2012 increased 14% or $1.0 billion to $8.0 billion as compared to fiscal 2011. 
The increase was primarily due to higher net operating cash receipts driven by higher revenues at our Parks and Resorts, Media 
Networks and Consumer Products businesses and lower operating cash payments at Studio Entertainment driven by lower cost of 
goods sold and distribution costs. These cash flow increases were partially offset by higher operating cash payments at Parks and 



45

Resorts, lower revenues at Studio Entertainment and higher interest and income tax payments. The increase in cash payments at 
Parks and Resorts was driven by labor cost inflation and costs for resort expansion and new guest offerings. The increase in interest 
payments was primarily due to the payment of previously accrued interest on Disneyland Paris borrowings. 

Cash provided by operating activities for fiscal 2011 increased 6% or $416 million to $7.0 billion as compared to fiscal 2010. 
The increase was primarily due to higher operating cash receipts driven by higher revenues at our Media Networks, Parks and 
Resorts, Consumer Products and Interactive businesses, partially offset by lower revenues at our Studio Entertainment business. 
These increases were partially offset by higher cash payments at Corporate and at our Media Networks, Parks and Resorts, 
Interactive, and Consumer Products businesses, partially offset by a decrease in cash payments at our Studio Entertainment 
business. The increase in cash payments at Corporate was driven by higher contributions to our pension plans, while the increase at 
Media Networks was primarily due to higher investment in television programming and production. The increase in cash payments 
at Parks and Resorts was driven by labor cost inflation, higher promotional and operating costs from the January 2011 launch of our 
new cruise ship, the Disney Dream, and higher marketing and sales expenses and expansion costs for Disney California Adventure 
at Disneyland Resort. The increase in cash payments at Interactive reflects the inclusion of Playdom, while the increase in cash 
payments at Consumer Products was primarily due to the acquisitions of The Disney Store Japan and Marvel. The decrease in cash 
payments at Studio Entertainment was driven by lower film production spending. 

Depreciation expense is as follows: 

(in millions) 2012 2011 2010 

Media Networks    
Cable Networks $ 141 $ 134 $ 118 
Broadcasting 100 95 95 

Total Media Networks 241 229 213 

Parks and Resorts    
Domestic 927 842 807 
International 314 323 332 

Total Parks and Resorts 1,241 1,165 1,139 

Studio Entertainment 48 53 56 
Consumer Products 55 48 33 
Interactive 17 16 19 
Corporate 182 148 142 

Total depreciation expense $ 1,784 $ 1,659 $ 1,602 

Amortization of intangible assets is as follows: 

(in millions) 2012 2011 2010 

Media Networks $ 17 $ 8 $ 9 
Parks and Resorts — — —  
Studio Entertainment 94 79 33 
Consumer Products 60 57 45 
Interactive 32 38 24 
Corporate — —  —  

Total amortization of intangible assets $ 203 $ 182 $ 111 

The Company’s Studio Entertainment and Media Networks segments incur costs to acquire and produce television and feature 
film programming. Film and television production costs include all internally produced content such as live-action and animated 
feature films, animated direct-to-video programming, television series, television specials, theatrical stage plays or other similar 
product. Programming costs include film or television product licensed for a specific period from third parties for airing on the 
Company’s broadcast, cable networks, and television stations. Programming assets are generally recorded when the programming 
becomes available to us with a corresponding increase in programming liabilities. Accordingly, we analyze our programming assets 
net of the related liability. 
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The Company’s film and television production and programming activity for fiscal years 2012, 2011 and 2010 are as follows: 

(in millions) 2012 2011 2010 

Beginning balances:   
Production and programming assets $ 5,031 $ 5,451 $ 5,756 
Programming liabilities (866) (990) (1,193)

 4,165 4,461 4,563 

Spending:    
Film and television production 3,385 3,184 3,370 
Broadcast programming 4,763 4,588 4,316 

8,148 7,772 7,686

Amortization:    
Film and television production (3,330) (3,521) (3,593)
Broadcast programming (4,766) (4,583) (4,331)

 (8,096) (8,104) (7,924)

Change in film and television production and programming costs 52 (332) (238)

Other non-cash activity 188 36 136 

Ending balances:    
Production and programming assets 5,217 5,031 5,451 
Programming liabilities (812) (866) (990)

$ 4,405 $ 4,165 $ 4,461 

Investing Activities 

Investing activities consist principally of investments in parks, resorts, and other property and acquisition and divestiture 
activity. The Company’s investments in parks, resorts and other property for fiscal years 2012, 2011, and 2010 are as follows: 

(in millions) 2012 2011 2010 

Media Networks   
Cable Networks $ 170 $ 179 $ 132 
Broadcasting 85 128 92 

Parks and Resorts    
Domestic 2,242 2,294 1,295 
International 641 429 238 

Studio Entertainment 79 118 102 
Consumer Products 69 115 97 
Interactive 27 21 17 
Corporate 471 275 137 

 $ 3,784 $ 3,559 $ 2,110 

Capital expenditures for the Parks and Resorts segment are principally for theme park and resort expansion, new rides 
and attractions, cruise ships, recurring capital and capital improvements, and systems infrastructure. The increase in capital 
expenditures at domestic and international parks and resorts in fiscal 2012 compared to fiscal 2011 was driven by resort expansion 
and new guest offerings at Walt Disney World Resort and construction costs at Shanghai Disney Resort, partially offset by 
reduced expenditures at Disneyland Resort. The increase in capital expenditures at domestic and international parks and resorts 
in fiscal 2011 compared to fiscal 2010 reflected the final payment on our new cruise ship, the Disney Dream, theme park and 
resort expansions and new guest offerings at Walt Disney World Resort and Hong Kong Disneyland Resort and the development of 
Shanghai Disney Resort. 

Capital expenditures at Media Networks primarily reflect investments in facilities and equipment for expanding and upgrading 
broadcast centers, production facilities, and television station facilities. 
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Capital expenditures at Corporate primarily reflect investments in corporate facilities and information technology 
infrastructure. The increases in fiscal 2012 and 2011 were driven by investments in corporate facilities and information technology 
infrastructure. 

Other Investing Activities 
During fiscal 2012, acquisitions totaled $1.0 billion primarily due to the acquisition of an incremental 43% interest in UTV and 

a 49% interest in Seven TV network in Russia. We also made a $300 million equity contribution to AETN. 

During fiscal 2011, we received proceeds from dispositions of $564 million primarily from the sale of Miramax and invested 
$184 million for acquisitions which included additional payments related to the acquisition of Playdom, Inc. (See Note 3 to the 
Consolidated Financial Statements). 

During fiscal 2010, cash used for acquisitions totaled $2.5 billion and included the acquisitions of Marvel Entertainment, Inc. 
and Playdom, Inc., and we received net proceeds totaling $170 million from the sale of our investments in two television services in 
Europe and the sale of the rights and assets related to the Power Rangers property. 

Financing Activities 

Cash used by financing activities in fiscal 2012 was $3.0 billion compared to $3.2 billion in fiscal 2011. The net use of cash 
in the current year was driven by repurchases of common stock and dividend payments totaling $4.1 billion, partially offset by 
proceeds from exercises of stock options of $1.0 billion and net borrowings of $0.4 billion. The decrease in cash used by financing 
activities of $0.2 billion compared to the prior year was primarily due to a decrease of $1.7 billion in repurchases of common stock 
and dividend payments, partially offset by $1.2 billion less net borrowings and $0.1 billion lower proceeds from stock options. 

Cash used by financing activities in fiscal 2011 was $3.2 billion compared to $2.7 billion in fiscal 2010. The net use of cash 
in fiscal 2011 was driven by repurchases of common stock and dividend payments totaling $5.7 billion, partially offset by net 
borrowings of $1.6 billion and proceeds from exercises of stock options of $1.1 billion. The increase in cash used by financing 
activities of $0.6 billion compared to fiscal 2010 was primarily due to an increase of $2.4 billion in repurchases of common stock 
and dividend payments, partially offset by $1.8 billion more net borrowings. 

During the year ended September 29, 2012, the Company’s borrowing activity was as follows: 

(in millions)
October 1, 

2011 Additions Payments 
Other 

Activity 
September 29, 

2012

Commercial paper borrowings $ 1,583 $ 467 $ — $ — $ 2,050 
U.S. medium-term notes 8,400 2,977 (1,268 ) 8 10,117 
European medium-term notes and  

other foreign currency  
denominated borrowings (1) 1,111 800 (842 ) 246 1,315 

Other 572 2 (82 ) 70 562 
Disneyland Paris borrowings (2) 1,981 — (1,897 ) (84 ) — 
Hong Kong Disneyland borrowings (3) 330 — — (63) 267 

Total $ 13,977 $  4,246 $ (4,089 ) $ 177 $ 14,311 

(1) The other activity is primarily borrowings assumed in the acquisition of UTV. 
(2) The other activity is primarily the impact of foreign currency translation as a result of the strengthening of the U.S. dollar against the euro. 
(3) The other activity is primarily due to the conversion of a portion of the HKSAR’s loan to equity pursuant to the capital realignment and 

expansion plan (See Note 6 to the Consolidated Financial Statements). 
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The Company’s bank facilities are as follows: 

(in millions)
Committed 

Capacity 
Capacity 

Used 
Unused 

Capacity 

Bank facilities expiring February 2015 $ 2,250 $ — $ 2,250 
Bank facilities expiring February 2017 2,250 — 2,250 

Total $ 4,500 $ — $ 4,500 

In June 2012, the Company entered into a new five-year $2.25 billion bank facility with a syndicate of lenders which expires 
2017. This facility replaced an existing three-year $2.25 billion facility which was scheduled to expire in 2013, and in combination 
with the existing $2.25 billion facility that matures in 2015, is used to support commercial paper borrowings. These bank facilities 
allow for borrowings at LIBOR-based rates plus a spread, which depends on the Company’s public debt rating and can range from 
0.26% to 1.93%. The Company also has the ability to issue up to $800 million of letters of credit under the facility expiring in 
February 2015, which if utilized, reduces available borrowings under this facility. As of September 29, 2012, $258 million of letters 
of credit had been issued of which none were issued under this facility. 

The Company may use commercial paper borrowings up to the amount of its unused bank facilities, in conjunction with term 
debt issuance and operating cash flow, to retire or refinance other borrowings before or as they come due. 

The Company paid a $0.60 per share dividend ($1.1 billion) during the second quarter of fiscal 2012 related to fiscal 2011. The 
Company paid a $0.40 per share dividend ($756 million) during the second quarter of fiscal 2011 related to fiscal 2010, and paid a 
$0.35 per share dividend ($653 million) during the second quarter of fiscal 2010 related to fiscal 2009. As of the filing date of this 
report, the Board of Directors had not yet declared a dividend related to fiscal 2012. 

During fiscal 2012, the Company repurchased 72 million shares of Disney common stock for $3.0 billion. During fiscal 
2011, the Company repurchased 135 million shares of Disney common stock for $5.0 billion. During fiscal 2010, the Company 
repurchased 80 million shares of Disney common stock for $2.7 billion. As of September 29, 2012, the Company had remaining 
authorization in place to repurchase 232 million additional shares. 

We believe that the Company’s financial condition is strong and that its cash balances, other liquid assets, operating cash flows, 
access to debt and equity capital markets and borrowing capacity, taken together, provide adequate resources to fund ongoing 
operating requirements and future capital expenditures related to the expansion of existing businesses and development of new 
projects. However, the Company’s operating cash flow and access to the capital markets can be impacted by macroeconomic factors 
outside of its control. See “Item 1A – Risk Factors”. In addition to macroeconomic factors, the Company’s borrowing costs can be 
impacted by short- and long-term debt ratings assigned by independent rating agencies, which are based, in significant part, on the 
Company’s performance as measured by certain credit metrics such as interest coverage and leverage ratios. As of September 29, 
2012, Moody’s Investors Service’s long- and short-term debt ratings for the Company were A2 and P-1, respectively, with stable 
outlook; Standard & Poor’s long- and short-term debt ratings for the Company were A and A-1, respectively, with stable outlook; 
and Fitch’s long- and short-term debt ratings for the Company were A and F-1, respectively, with stable outlook. The Company’s 
bank facilities contain only one financial covenant, relating to interest coverage, which the Company met on September 29, 2012, by 
a significant margin. The Company’s bank facilities also specifically exclude certain entities, such as Disneyland Paris, Hong Kong 
Disneyland Resort and Shanghai Disney Resort, from any representations, covenants or events of default. 

In September 2012, the Company provided €1.3 billion of financing to ED which ED used to repay its outstanding third-
party bank debt. The repayment eliminated certain financial and operating covenants, notably those related to capital expenditure 
limitations and the payment of royalties and management fees due to the Company. There was no net increase in consolidated 
borrowings for the Company as a result of the refinancing. 

CONTRACTUAL OBLIGATIONS, COMMITMENTS AND OFF BALANCE SHEET ARRANGEMENTS 

The Company has various contractual obligations which are recorded as liabilities in our consolidated financial statements. 
Other items, such as certain purchase commitments and other executory contracts are not recognized as liabilities in our 
consolidated financial statements but are required to be disclosed in the footnotes to the financial statements. For example, the 
Company is contractually committed to acquire broadcast programming and make certain minimum lease payments for the use of 
property under operating lease agreements. 
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The following table summarizes our significant contractual obligations and commitments on an undiscounted basis at 
September 29, 2012 and the future periods in which such obligations are expected to be settled in cash. In addition, the table reflects 
the timing of principal and interest payments on outstanding borrowings. Additional details regarding these obligations are provided 
in the Notes to the Consolidated Financial Statements, as referenced in the table: 

 Payments Due by Period 

(in millions) Total 
Less than 

1 Year 
1-3 

Years 
4-5 

Years 
More than 

5 Years 

Borrowings (Note 8) (1) $ 18,586 $ 4,025 $ 3,376 $ 3,787 $ 7,398 
Operating lease commitments (Note 14) 2,323 471 673 388 791 
Capital lease obligations (Note 14) 760 61 114 56 529 

Sports programming commitments (Note 14) 40,664 3,708 8,805 7,618 20,533 

Broadcast programming commitments (Note 14) 2,116 1,090 544 402 80 

Total sports and other broadcast programming commitments 42,780 4,798 9,349 8,020 20,613 
Other (2) 4,615 2,168 1,129 351 967 

Total contractual obligations (3) $ 69,064 $ 11,523 $ 14,641 $ 12,602 $ 30,298 

(1) Amounts exclude market value adjustments totaling $296 million, which are recorded in the balance sheet. Amounts include interest 
payments based on contractual terms for fixed rate debt, and on current interest rates for variable rate debt. 

(2) Other commitments primarily comprise contractual commitments for creative talent and employment agreements and unrecognized tax benefits. 
Creative talent and employment agreements include obligations to actors, producers, sports, television and radio personalities and executives.

(3) Contractual commitments include the following: 

Liabilities recorded on the balance sheet $ 15,968 

Commitments not recorded on the balance sheet 53,096 

 $ 69,064 

The Company also has obligations with respect to its pension and postretirement medical benefit plans. See Note 10 to the 
Consolidated Financial Statements. 

Contingent Commitments and Contractual Guarantees 
The Company has certain contractual arrangements that would require the Company to make payments or provide funding if 

certain circumstances occur. The Company does not currently expect that these arrangements will result in any significant amounts 
being paid by the Company. See Note 14 to the Consolidated Financial Statements for information regarding the Company’s 
contingent commitments and contractual guarantees. 

Legal and Tax Matters 
As disclosed in Notes 9 and 14 to the Consolidated Financial Statements, the Company has exposure for certain legal and 

tax matters. 

ACCOUNTING POLICIES AND ESTIMATES 

We believe that the application of the following accounting policies, which are important to our financial position and results 
of operations, require significant judgments and estimates on the part of management. For a summary of our significant accounting 
policies, including the accounting policies discussed below, see Note 2 to the Consolidated Financial Statements. 

Film and Television Revenues and Costs
We expense film and television production, participation and residual costs over the applicable product life cycle based upon 

the ratio of the current period’s revenues to the estimated remaining total revenues (Ultimate Revenues) for each production. If our 
estimate of Ultimate Revenues decreases, amortization of film and television costs may be accelerated. Conversely, if our estimates 
of Ultimate Revenues increase, film and television cost amortization may be slowed. For film productions, Ultimate Revenues 
include revenues from all sources that will be earned within ten years from the date of the initial theatrical release. For television 
series, Ultimate Revenues include revenues that will be earned within ten years from delivery of the first episode, or if still in 
production, five years from delivery of the most recent episode, if later.
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With respect to films intended for theatrical release, the most sensitive factor affecting our estimate of Ultimate Revenues 
(and therefore affecting future film cost amortization and/or impairment) is domestic theatrical performance. Revenues derived 
from other markets subsequent to the domestic theatrical release (e.g., the home entertainment or international theatrical markets) 
have historically been highly correlated with domestic theatrical performance. Domestic theatrical performance varies primarily 
based upon the public interest and demand for a particular film, the popularity of competing films at the time of release and the 
level of marketing effort. Upon a film’s release and determination of domestic theatrical performance, the Company’s estimates 
of revenues from succeeding windows and markets are revised based on historical relationships and an analysis of current market 
trends. The most sensitive factor affecting our estimate of Ultimate Revenues for released films is the extent of home entertainment 
sales achieved. Home entertainment sales vary based on the number and quality of competing home video products, as well as the 
manner in which retailers market and price our products.

With respect to television series or other television productions intended for broadcast, the most sensitive factor affecting 
estimates of Ultimate Revenues is the program’s rating and the strength of the advertising market. Program ratings, which are an 
indication of market acceptance, directly affect the Company’s ability to generate advertising revenues during the airing of the 
program. In addition, television series with greater market acceptance are more likely to generate incremental revenues through the 
eventual sale of the program rights in the syndication, international and home entertainment markets. Alternatively, poor ratings 
may result in a television series cancellation, which would require the immediate write-off of any unamortized production costs. A 
significant decline in the advertising market would also negatively impact our estimates.

We expense the cost of television broadcast rights for acquired movies, series and other programs based on the number of times 
the program is expected to be aired or on a straight-line basis over the useful life, as appropriate. Amortization of those television 
programming assets being amortized on a number of airings basis may be accelerated if we reduce the estimated future airings 
and slowed if we increase the estimated future airings. The number of future airings of a particular program is impacted primarily 
by the program’s ratings in previous airings, expected advertising rates and availability and quality of alternative programming. 
Accordingly, planned usage is reviewed periodically and revised if necessary. We amortize rights costs for multi-year sports 
programming arrangements during the applicable seasons based on the estimated relative value of each year in the arrangement. 
The estimated values of each year are based on our projection of revenues over the contract period which include advertising 
revenue and an allocation of affiliate revenue. If the annual contractual payments related to each season approximate each season’s 
relative value, we expense the related contractual payment during the applicable season. If planned usage patterns or estimated 
relative values by year were to change significantly, amortization of our sports rights costs may be accelerated or slowed.

Costs of film and television productions are subject to regular recoverability assessments which compare the estimated fair 
values with the unamortized costs. The net realizable values of television broadcast program licenses and rights are reviewed using 
a daypart methodology. A daypart is defined as an aggregation of programs broadcast during a particular time of day or programs 
of a similar type. The Company’s dayparts are: primetime, daytime, late night, news, and sports (includes network and cable). The 
net realizable values of other cable programming assets are reviewed on an aggregated basis for each cable channel. Individual 
programs are written-off when there are no plans to air or sublicense the program. Estimated values are based upon assumptions 
about future demand and market conditions. If actual demand or market conditions are less favorable than our projections, film, 
television and programming cost write-downs may be required.

Revenue Recognition
The Company has revenue recognition policies for its various operating segments that are appropriate to the circumstances of 

each business. See Note 2 to the Consolidated Financial Statements for a summary of these revenue recognition policies.

We reduce home entertainment and software product revenues for estimated future returns of merchandise and for customer 
programs and sales incentives. These estimates are based upon historical return experience, current economic trends and projections 
of customer demand for and acceptance of our products. If we underestimate the level of returns and concessions in a particular 
period, we may record less revenue in later periods when returns exceed the estimated amount. Conversely, if we overestimate the 
level of returns and concessions for a period, we may have additional revenue in later periods when returns and concessions are less 
than estimated.

We recognize revenues from advance theme park ticket sales when the tickets are used. For non-expiring, multi-day tickets, 
revenues are recognized over a five-year time period based on estimated usage, which is derived from historical usage patterns. If 
actual usage is different than our estimated usage, revenues may not be recognized in the periods the related services are rendered. 
In addition, a change in usage patterns would impact the timing of revenue recognition.
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Pension and Postretirement Medical Plan Actuarial Assumptions
The Company’s pension and postretirement medical benefit obligations and related costs are calculated using a number of 

actuarial assumptions. Two critical assumptions, the discount rate and the expected return on plan assets, are important elements 
of expense and/or liability measurement which we evaluate annually. Other assumptions include the healthcare cost trend rate and 
employee demographic factors such as retirement patterns, mortality, turnover and rate of compensation increase.

The discount rate enables us to state expected future cash payments for benefits as a present value on the measurement date. 
A lower discount rate increases the present value of benefit obligations and increases pension expense. The guideline for setting 
this rate is a high-quality long-term corporate bond rate. We decreased our discount rate to 3.85% at the end of fiscal 2012 from 
4.75% at the end of fiscal 2011 to reflect market interest rate conditions at our September 29, 2012 measurement date. This decrease 
in the discount rate will affect net periodic pension and postretirement medical expense (benefit expense) in fiscal 2013. The 
assumed discount rate reflects market rates for high-quality corporate bonds currently available. The Company’s discount rate was 
determined by considering the average of pension yield curves constructed of a large population of high quality corporate bonds. 
The resulting discount rate reflects the matching of plan liability cash flows to the yield curves. A one percentage point decrease 
in the assumed discount rate would increase total benefit expense for fiscal 2013 by $265 million and would increase the projected 
benefit obligation at September 29, 2012 by $2.3 billion, respectively. A one percentage point increase in the assumed discount rate 
would decrease total benefit expense and the projected benefit obligation by $226 million and $2.0 billion, respectively.

To determine the expected long-term rate of return on the plan assets, we consider the current and expected asset allocation, as 
well as historical and expected returns on each plan asset class. A lower expected rate of return on pension plan assets will increase 
pension expense. Our long-term expected return on plan assets was 7.75% for both of the 2012 and 2011 actuarial valuations. A one 
percentage point change in the long-term asset return assumption would impact fiscal 2013 annual benefit expense by approximately 
$82 million.

See Note 10 to the Consolidated Financial Statements for more information on our pension and postretirement medical plans.

Goodwill, Intangible Assets, Long-Lived Assets and Investments
The Company is required to test goodwill and other indefinite-lived intangible assets for impairment on an annual basis and if 

current events or circumstances require, on an interim basis. Goodwill is allocated to various reporting units, which are generally 
an operating segment or one level below the operating segment. The Company compares the fair value of each reporting unit to its 
carrying amount to determine if there is potential goodwill impairment. If the fair value of a reporting unit is less than its carrying 
value, an impairment loss is recorded to the extent that the fair value of the goodwill within the reporting unit is less than the 
carrying value of the goodwill.

To determine the fair value of our reporting units, we generally use a present value technique (discounted cash flow) 
corroborated by market multiples when available and as appropriate. We apply what we believe to be the most appropriate 
valuation methodology for each of our reporting units. The discounted cash flow analyses are sensitive to our estimates of future 
revenue growth and margins for these businesses. We include in the projected cash flows an estimate of the revenue we believe the 
reporting unit would receive if the intellectual property developed by the reporting unit that is being used by other reporting units 
was licensed to an unrelated third-party at its fair market value. These amounts are not necessarily the same as those included in 
segment operating results. We believe our estimates of fair value are consistent with how a marketplace participant would value our 
reporting units.

In times of adverse economic conditions in the global economy, the Company’s long-term cash flow projections are subject to a 
greater degree of uncertainty than usual. If we had established different reporting units or utilized different valuation methodologies 
or assumptions, the impairment test results could differ, and we could be required to record impairment charges.

The Company is required to compare the fair values of other indefinite-lived intangible assets to their carrying amounts. If the 
carrying amount of an indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized. Fair values of other 
indefinite-lived intangible assets are determined based on discounted cash flows or appraised values, as appropriate.

The Company tests long-lived assets, including amortizable intangible assets, for impairment whenever events or changes in 
circumstances (triggering events) indicate that the carrying amount may not be recoverable. Once a triggering event has occurred, 
the impairment test employed is based on whether the intent is to hold the asset for continued use or to hold the asset for sale. The 
impairment test for assets held for use requires a comparison of cash flows expected to be generated over the useful life of an asset 
group against the carrying value of the asset group. An asset group is established by identifying the lowest level of cash flows 
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generated by the group of assets that are largely independent of the cash flows of other assets and could include assets used across 
multiple businesses or segments. If the carrying value of the asset group exceeds the estimated undiscounted future cash flows, an 
impairment would be measured as the difference between the fair value of the group’s long-lived assets and the carrying value of 
the group’s long-lived assets. The impairment is allocated to the long-lived assets of the group on a pro rata basis using the relative 
carrying amounts, but only to the extent the carrying value of each asset is above its fair value. For assets held for sale, to the 
extent the carrying value is greater than the asset’s fair value less costs to sell, an impairment loss is recognized for the difference. 
Determining whether a long-lived asset is impaired requires various estimates and assumptions, including whether a triggering 
event has occurred, the identification of the asset groups, estimates of future cash flows and the discount rate used to determine fair 
values. If we had established different asset groups or utilized different valuation methodologies or assumptions, the impairment 
test results could differ, and we could be required to record impairment charges.

The Company has cost and equity investments. The fair value of these investments is dependent on the performance of the 
investee companies, as well as volatility inherent in the external markets for these investments. In assessing potential impairment 
of these investments, we consider these factors, as well as the forecasted financial performance of the investees and market values, 
where available. If these forecasts are not met or market values indicate an other-than-temporary decline in value, impairment 
charges may be required.

During fiscal years 2012, 2011 and 2010, the Company tested its goodwill and other intangible assets, investments and long-
lived assets for impairment, and the impairment charges recorded were not material.

Allowance for Doubtful Accounts
We evaluate our allowance for doubtful accounts and estimate collectability of accounts receivable based on our analysis of 

historical bad debt experience in conjunction with our assessment of the financial condition of individual companies with which we 
do business. In times of domestic or global economic turmoil, our estimates and judgments with respect to the collectability of our 
receivables are subject to greater uncertainty than in more stable periods. If our estimate of uncollectible accounts is too low, costs 
and expenses may increase in future periods, and if it is too high, cost and expenses may decrease in future periods.

Contingencies and Litigation
We are currently involved in certain legal proceedings and, as required, have accrued estimates of the probable and estimable 

losses for the resolution of these claims. These estimates have been developed in consultation with outside counsel and are based 
upon an analysis of potential results, assuming a combination of litigation and settlement strategies. It is possible, however, that 
future results of operations for any particular quarterly or annual period could be materially affected by changes in our assumptions 
or the effectiveness of our strategies related to these proceedings. See Note 14 to the Consolidated Financial Statements for more 
detailed information on litigation exposure.

Income Tax Audits
As a matter of course, the Company is regularly audited by federal, state and foreign tax authorities. From time to time, these 

audits result in proposed assessments. Our determinations regarding the recognition of income tax benefits are made in consultation 
with outside tax and legal counsel where appropriate and are based upon the technical merits of our tax positions in consideration 
of applicable tax statutes and related interpretations and precedents and upon the expected outcome of proceedings (or negotiations) 
with taxing and legal authorities. The tax benefits ultimately realized by the Company may differ from those recognized in our 
future financial statements based on a number of factors, including the Company’s decision to settle rather than litigate a matter, 
relevant legal precedent related to similar matters and the Company’s success in supporting its filing positions with taxing 
authorities.

FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements made by or on 
behalf of the Company. We may from time to time make written or oral statements that are “forward-looking,” including statements 
contained in this report and other filings with the Securities and Exchange Commission and in reports to our shareholders. Such 
statements may, for example, express expectations or projections about future actions that we may take, including restructuring or 
strategic initiatives, or about developments beyond our control including changes in domestic or global economic conditions. These 
statements are made on the basis of management’s views and assumptions as of the time the statements are made and we undertake 
no obligation to update these statements. There can be no assurance, however, that our expectations will necessarily come to pass. 
Significant factors affecting these expectations are set forth under Item 1A – Risk Factors of this Report on Form 10-K.
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ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company is exposed to the impact of interest rate changes, foreign currency fluctuations, commodity fluctuations and 
changes in the market values of its investments.

Policies and Procedures

In the normal course of business, we employ established policies and procedures to manage the Company’s exposure to changes 
in interest rates, foreign currencies, commodities, and the fair market value of certain investments in debt and equity securities 
using a variety of financial instruments.

Our objectives in managing exposure to interest rate changes are to limit the impact of interest rate volatility on earnings and 
cash flows and to lower overall borrowing costs. To achieve these objectives, we primarily use interest rate swaps to manage net 
exposure to interest rate changes related to the Company’s portfolio of borrowings. By policy, the Company targets fixed-rate debt 
as a percentage of its net debt between minimum and maximum percentages.

Our objective in managing exposure to foreign currency fluctuations is to reduce volatility of earnings and cash flow in order 
to allow management to focus on core business issues and challenges. Accordingly, the Company enters into various contracts 
that change in value as foreign exchange rates change to protect the U.S. dollar equivalent value of its existing foreign currency 
assets, liabilities, commitments, and forecasted foreign currency revenues and expenses. The Company utilizes option strategies 
and forward contracts that provide for the purchase or sale of foreign currencies to hedge probable, but not firmly committed, 
transactions. The Company also uses forward and option contracts to hedge foreign currency assets and liabilities. The principal 
foreign currencies hedged are the euro, British pound, Japanese yen, and Canadian dollar. Cross-currency swaps are used to 
effectively convert foreign currency denominated borrowings to U.S. dollar denominated borrowings. By policy, the Company 
maintains hedge coverage between minimum and maximum percentages of its forecasted foreign exchange exposures generally 
for periods not to exceed four years. The gains and losses on these contracts offset changes in the U.S. dollar equivalent value of 
the related exposures. The economic or political conditions in a country could reduce our ability to hedge exposure to currency 
fluctuations in the country or our ability to repatriate revenue from the country.

Our objectives in managing exposure to commodity fluctuations are to use commodity derivatives to reduce volatility of 
earnings and cash flows arising from commodity price changes. The amounts hedged using commodity swap contracts are based on 
forecasted levels of consumption of certain commodities, such as fuel oil and gasoline.

It is the Company’s policy to enter into foreign currency and interest rate derivative transactions and other financial instruments 
only to the extent considered necessary to meet its objectives as stated above. The Company does not enter into these transactions or 
any other hedging transactions for speculative purposes.

Value at Risk (VAR)

The Company utilizes a VAR model to estimate the maximum potential one-day loss in the fair value of its interest rate, 
foreign exchange, and market sensitive equity financial instruments. The VAR model estimates were made assuming normal 
market conditions and a 95% confidence level. Various modeling techniques can be used in a VAR computation. The Company’s 
computations are based on the interrelationships between movements in various interest rates, currencies, and equity prices (a 
variance/co-variance technique). These interrelationships were determined by observing interest rate, foreign currency, and equity 
market changes over the preceding quarter for the calculation of VAR amounts at fiscal year end. The model includes all of the 
Company’s debt as well as all interest rate and foreign exchange derivative contracts and market sensitive equity investments. 
Forecasted transactions, firm commitments, and receivables and accounts payable denominated in foreign currencies, which certain 
of these instruments are intended to hedge, were excluded from the model.

The VAR model is a risk analysis tool and does not purport to represent actual losses in fair value that will be incurred by the 
Company, nor does it consider the potential effect of favorable changes in market factors.

VAR on a combined basis increased to $79 million at September 29, 2012 from $58 million at October 1, 2011. The increase 
in VAR primarily reflected an increase in foreign exchange exposures and greater sensitivity to interest rates in our fixed rate debt 
portfolio.
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The estimated maximum potential one-day loss in fair value, calculated using the VAR model, is as follows  
(unaudited, in millions):

Fiscal Year 2012

Interest Rate 
Sensitive 
Financial 

Instruments

Currency 
Sensitive 
Financial 

Instruments

Equity  
Sensitive 
Financial 

Instruments
Combined 
Portfolio

Year end VAR $44 $47 $3 $79 
Average VAR $46 $33 $4 $70 
Highest VAR $51 $47 $6 $79 
Lowest VAR $40 $22 $3 $65 
Beginning of year VAR (year end fiscal 2011) $34 $27 $7 $58 

The VAR for Disneyland Paris and Hong Kong Disneyland Resort is immaterial as of September 29, 2012 and accordingly, has 
been excluded from the above table.

ITEM 8. Financial Statements and Supplementary Data

See Index to Financial Statements and Supplemental Data on page 62.

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

ITEM 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures to ensure that the information required to be disclosed by the Company 
in the reports that it files or submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported 
within the time periods specified in SEC rules and forms and that such information is accumulated and made known to the officers 
who certify the Company’s financial reports and to other members of senior management and the Board of Directors as appropriate 
to allow timely decisions regarding required disclosure.

Based on their evaluation as of September 29, 2012, the principal executive officer and principal financial officer of the 
Company have concluded that the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under 
the Securities Exchange Act of 1934) are effective.

Management’s Report on Internal Control Over Financial Reporting

Management’s report set forth on page 63 is incorporated herein by reference.

Changes in Internal Controls

There have been no changes in our internal control over financial reporting during the fourth quarter of the fiscal year ended 
September 29, 2012, that have materially affected, or are reasonably likely to materially affect, our internal control over financial 
reporting.
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ITEM 9B. Other Information

Employment Agreements

The Company has entered into new employment agreements with Ms. Mary Jayne Parker and Mr. Kevin Mayer, pursuant to 
which each has agreed to extend the term of his/her employment with the Company.

The new employment agreement for Ms. Parker (the “Parker Agreement”) was entered into on November 16, 2012 and has 
a stated term commencing as of September 1, 2012 and ending on January 31, 2017. The Parker Agreement took effect as of the 
termination of the employment agreement Ms. Parker entered into with the Company in 2009, which expired by its terms on 
August 31, 2012.

Under the Parker Agreement, Ms. Parker continues to serve as the Executive Vice President, Chief Human Resources Officer 
of the Company. The Parker Agreement provides that Ms. Parker will receive an annual salary of $700,000, commencing as 
of January 1, 2013, and that for each year thereafter the annual salary for Ms. Parker will be determined by the Company in its 
sole discretion but shall not be less than $700,000. The Parker Agreement provides that Ms. Parker is also eligible for an annual, 
performance-based bonus under the Company’s applicable annual incentive plan (currently, the Company’s Management Incentive 
Bonus Program) and that the Compensation Committee will set a target bonus each year of not less 125% of the annual base salary 
for Ms. Parker in effect at the end of the preceding fiscal year. The actual amount payable to Ms. Parker as an annual bonus will be 
dependent upon the achievement of performance objectives, which will be substantially the same as the objectives established under 
the plan for other executive officers of the Company. Depending on performance, the actual amount payable as an annual bonus to 
Ms. Parker may be less than, greater than or equal to the stated target bonus (and could be zero).

The new employment agreement for Mr. Mayer (the “Mayer Agreement”) was entered into on November 16, 2012 and has 
a stated term commencing as of October 1, 2012 and ending on January 31, 2017. The Mayer Agreement took effect as of the 
termination of the employment agreement Mr. Mayer entered into with the Company in 2008, which expired by its terms on 
September 30, 2012.

Under the Mayer Agreement, Mr. Mayer continues to serve as the Executive Vice President, Corporate Strategy and Business 
Development of the Company. The Mayer Agreement provides that Mr. Mayer will receive an annual salary of $900,000, 
commencing as of January 1, 2013, and that for each year thereafter the annual salary for Mr. Mayer will be determined by 
the Company in its sole discretion but shall not be less than $900,000. The Mayer Agreement provides that Mr. Mayer is also 
eligible for an annual, performance-based bonus under the Company’s applicable annual incentive plan (currently, the Company’s 
Management Incentive Bonus Program) and that the Compensation Committee will set a target bonus each year of not less 125% 
of the annual base salary for Mr. Mayer in effect at the end of the preceding fiscal year. The actual amount payable to Mr. Mayer 
as an annual bonus will be dependent upon the achievement of performance objectives, which will be substantially the same as the 
objectives established under the plan for other executive officers of the Company. Depending on performance, the actual amount 
payable as an annual bonus to Mr. Mayer may be less than, greater than or equal to the stated target bonus (and could be zero).

As to both Ms. Parker and Mr. Mayer (in each case, the “Executive”), the Agreements also provide that the Executive is 
entitled to participate in the Company’s equity-based long-term incentive plans and programs generally made available to executive 
officers of the Company and that for each fiscal year during the term of the Agreement, Executive will be granted a long-term 
incentive award having a target value of not less than two times his/her annual base salary at the end of the preceding fiscal year. 
These awards will be subject to substantially the same terms and conditions (including vesting and performance conditions) as 
will be established for other executive officers of the Company in accordance with the Board’s policies for the grant of equity-
based awards, as in effect at the time of the award, and do not guarantee the Executive any minimum amount of compensation. 
The actual amounts payable to Executive in respect of such opportunities will be determined based on the extent to which any 
performance conditions and/or service conditions applicable to such awards are satisfied and on the value of the Company’s stock. 
Accordingly, the Executive may receive compensation in respect of any such award that is greater or less than the stated target 
value, depending on whether, and to what extent, the applicable performance and other conditions are satisfied, and on the value of 
the Company’s stock.

Under both the Parker and Mayer Agreements, the Executive is entitled to participate in employee benefits and perquisites 
generally made available to executive officers of the Company.
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Under each Agreement, the Executive’s employment may be terminated by the Company for “cause,” which is defined to 
include gross negligence, gross misconduct, willful nonfeasance or a willful material breach of the Agreement.

Each Executive has the right to terminate his/her employment for “good reason,” which is defined as (i) a reduction in any of 
the Executive’s base salary, annual target bonus opportunity or annual target long-term incentive award opportunity; (ii) removal 
from the Executive’s position (in Ms. Parker’s case, Executive Vice President, Chief Human Resources Officer and in Mr. Mayer’s 
case, Executive Vice President, Corporate Strategy and Business Development); (iii) a material reduction in the Executive’s duties 
and responsibilities; (iv) the assignment to Executive of duties that are materially inconsistent with his/her position or duties or 
that materially impair his/her ability to function in his/her current position or any other position in which he/she is then serving; 
(vi) relocation of Executive’s principal office to a location that is more than 50 miles outside of the greater Los Angeles area; or 
(vii) a material breach of any material provision of the Agreement by the Company. Following a change in control of the Company, 
as defined in the Company’s stock plans, good reason also includes any event that is a triggering event as defined in the plans. 
A triggering event is defined to include a termination of employment by the Company other than for “cause” or a termination of 
employment by the participant following a reduction in position, pay or other “constructive termination.”

Under each Agreement, in the event that the Executive’s employment is terminated by the Company without “cause” or by the 
Executive for “good reason,” the Executive will be entitled to termination benefits, which include the following: (i) a lump sum 
payment of the base salary that would have been payable over the remaining term of the Agreement, (ii) a pro-rated bonus for the 
year of termination (any prior-year bonus not yet paid at time of termination is also paid), and (iii) the Executive’s outstanding 
unvested stock options and outstanding unvested restricted stock unit awards that could vest in accordance with their scheduled 
vesting provisions if the Executive’s employment had continued through the remaining term of the Agreement will be eligible 
to vest at the same time and subject to the same performance conditions as though the Executive continued in the Company’s 
employ, and all stock options, whether vested on date of termination or vesting thereafter as described above, shall vest and remain 
exercisable to the same extent as if the Executive’s employment had continued through the term of the Agreement. However, each 
Agreement provides that, unless necessary to preserve the tax deductibility of the compensation payable in respect of restricted 
stock units, the Company will waive any performance conditions related to performance in future fiscal years that were imposed 
primarily to permit the Company to claim a tax deduction for the compensation payable in respect of such units.

To qualify for the foregoing cash severance benefit, pro-rated bonus (and prior-year bonus, if not already paid), opportunity 
to vest in unvested equity awards available under each Agreement and extended exercisability of stock options following an 
involuntary termination by the Company without cause, or a termination by the Executive for good reason, the Executive must 
execute a release in favor of the Company and agree to provide the Company with certain consulting services for a period of six 
months after his/her termination (or, if less, for the remaining term of the Agreement). Additionally, during the period of these 
consulting services, the Executive must also agree not to provide any services to entities that compete with any of the Company’s 
business segments.

The foregoing description is qualified by reference to the terms of the Parker Agreement and the Mayer Agreement, which are 
filed herewith as Exhibits 10.7 and 10.6, respectively, and are incorporated herein by reference.

Lucasfilm Transaction

The last sentence of the first paragraph of the Report on Form 8-K filed by the Company on October 30, 2012 is revised to read 
as follows: “The amount of stock issued pursuant to the Merger Agreement will depend on adjustments based on cash distributions 
to the Sole Shareholder occurring immediately prior to closing, and subject to those adjustments, will consist of at least 32,348,243 
shares of the Company common stock but in no event more than 40,435,304 shares of the Company common stock, which are 
exempt from registration under the Securities Act of 1933 as a private transaction pursuant to Section 4(2) thereof.”
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PART III

ITEM 10. Directors, Executive Officers and Corporate Governance

Information regarding Section 16(a) compliance, the Audit Committee, the Company’s code of ethics, background of the 
directors and director nominations appearing under the captions “Section 16(a) Beneficial Ownership Reporting Compliance,” 
“Committees,” “Corporate Governance Guidelines and Code of Ethics,” “Director Selection Process” and “Election of Directors” in 
the Company’s Proxy Statement for the 2013 annual meeting of Shareholders is hereby incorporated by reference.

Information regarding executive officers is included in Part I of this Form 10-K as permitted by General Instruction G(3).

ITEM 11. Executive Compensation

Information appearing under the captions “Director Compensation,” “Executive Compensation Discussion and Analysis” 
and “Executive Compensation Tables” in the 2013 Proxy Statement (other than the “Compensation Committee Report,” which is 
deemed furnished herein by reference) is hereby incorporated by reference.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Information setting forth the security ownership of certain beneficial owners and management appearing under the caption 
“Stock Ownership” and information in the “Equity Compensation Plans” table appearing under the caption “Equity Compensation 
Plans” in the 2013 Proxy Statement is hereby incorporated by reference.

ITEM 13. Certain Relationships and Related Transactions, and Director Independence

Information regarding certain related transactions appearing under the captions “Certain Relationships and Related Person 
Transactions” and information regarding director independence appearing under the caption “Director Independence” in the 2013 
Proxy Statement is hereby incorporated by reference.

ITEM 14. Principal Accounting Fees and Services

Information appearing under the captions “Auditor Fees and Services” and “Policy for Approval of Audit and Permitted Non-
Audit Services” in the 2013 Proxy Statement is hereby incorporated by reference.
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PART IV 

ITEM 15. Exhibits and Financial Statement Schedules 

(1) Financial Statements and Schedules 

 See Index to Financial Statements and Supplemental Data at page 62. 

(2) Exhibits 

 The documents set forth below are filed herewith or incorporated herein by reference to the location indicated. 

 Exhibit Location

3.1 Restated Certificate of Incorporation of the Company Exhibit 3.1 to the Current Report on Form 8-K of the 
Company dated March 10, 2010

3.2 Bylaws of the Company Exhibit 3.2 to the Current Report on Form 8-K of the 
Company dated March 10, 2010

4.1 Four-Year Credit Agreement dated as of February 22, 
2011

Exhibit 10.1 to the Current Report on Form 8-K of the 
Company, filed February 25, 2011

4.2 Five-Year Credit Agreement dated as of June 8, 2012 Exhibit 10.1 to the Current Report on Form 8-K of the 
Company filed June 11, 2012

4.3 Senior Debt Securities Indenture, dated as of September 
24, 2001, between the Company and Wells Fargo Bank, 
N.A., as Trustee

Exhibit 4.1 to the Current Report on Form 8-K of the 
Company, dated September 24, 2001

4.4 Other long-term borrowing instruments are omitted 
pursuant to Item 601(b)(4)(iii) of Regulation S-K. 
The Company undertakes to furnish copies of such 
instruments to the Commission upon request

 

10.1 Amended and Restated Employment Agreement, dated as 
of October 6, 2011, between the Company and Robert A. 
Iger

Exhibit 10.1 to the Form 10-K of the Company for the 
fiscal year ended October 1, 2011

10.2 Employment Agreement, dated as of January 1, 2010 
between the Company and James A. Rasulo

Exhibit 10.1 to the Current Report on Form 8-K of the 
Company dated January 8, 2010

10.3 Amendment dated March 17, 2011, to the Amended and 
Restated Employment Agreement, dated as of 
January 1, 2010 between the Company and James A. 
Rasulo

Exhibit 10.2 to the Current Report on Form 8-K of the 
Company dated March 18, 2011

10.4 Employment Agreement, dated as of October 1, 2008 
between the Company and Alan N. Braverman

Exhibit 10.1 to the Current Report on Form 8-K of the 
Company dated October 8, 2008

10.5 Amendment dated March 17, 2011, to the Employment 
Agreement, dated as of October 1, 2008 between the 
Company and Alan N. Braverman

Exhibit 10.3 to the Current Report on Form 8-K of the 
Company dated March 18, 2011

10.6 Employment Agreement dated November 16, 2012 and 
effective as of October 1, 2012 between the Company and 
Kevin A. Mayer

Filed herewith

10.7 Employment Agreement dated November 16, 2012 and 
effective as of September 1, 2012 between the Company 
and Jayne Parker

Filed herewith

10.8 Description of Directors Compensation Filed herewith

10.9 Amended and Restated Director’s Retirement Policy Exhibit 10.6 to the Form 10-Q of the Company for the 
quarter ended January 2, 2010
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 Exhibit Location

10.10 Form of Indemnification Agreement for certain officers 
and directors

Annex C to the Proxy Statement for the 1987 annual 
meeting of DEI

10.11 1995 Stock Option Plan for Non-Employee Directors Exhibit 20 to the Form S-8 Registration Statement 
(No. 33-57811) of DEI, dated Feb. 23, 1995

10.12 Amended and Restated 2002 Executive Performance Plan Exhibit 10.1 to the Current Report on Form 8-K of the 
Company, filed March 12, 2009

10.13 Management Incentive Bonus Program The section of the Proxy Statement for the 2012 annual 
meeting of the Company titled “Performance Based 
Compensation”

10.14 Amended and Restated 1997 Non-Employee Directors 
Stock and Deferred Compensation Plan

Annex II to the Proxy Statement for the 2003 annual 
meeting of the Company

10.15 The Walt Disney Company/Pixar 1995 Stock Plan Exhibit 10.1 to the Form S-8 Registration Statement 
(N0. 333-133840) of the Company dated May 5, 2006

10.16 Amended and Restated The Walt Disney Company/Pixar 
2004 Equity Incentive Plan

Exhibit 10.1 to the Current Report on Form 8-K of the 
Company filed December 1, 2006

10.17 Amended and Restated 2011 Stock Incentive Plan Exhibit 10.1 to the Form 8-K of the Company dated 
March 16, 2012

10.18 The Amended and Restated The Walt Disney Productions 
and Associated Companies Key Employees Deferred 
Compensation and Retirement Plan

Exhibit 10.5 to the Form 10-Q of the Company for the 
quarter ended April 2, 2011

10.19 Amended and Restated Benefit Equalization Plan of 
ABC, Inc.

Exhibit 10.6 to the Form 10-Q of the Company for the 
quarter ended April 2, 2011

10.20 Disney Key Employees Retirement Savings Plan Exhibit 10.1 to the Form 10-Q of the Company for the 
quarter ended July 2, 2011

10.21 Group Personal Excess Liability Insurance Plan Exhibit 10(x) to the Form 10-K of the Company for the 
period ended September 30, 1997

10.22 Amended and Restated Severance Pay Plan Exhibit 10.4 to the Form 10-Q of the Company for the 
quarter ended December 27, 2008

10.23 Form of Restricted Stock Unit Award Agreement (Time-
Based Vesting)

Exhibit 10(aa) to the Form 10-K of the Company for the 
period ended September 30, 2004

10.24 Form of Restricted Stock Unit Award Agreement (Bonus 
Related)

Exhibit 10.3 to the Current Report on Form 8-K of the 
Company filed December 15, 2006

10.25 Form of Performance-Based Stock Unit Award 
Agreement (Section 162(m) Vesting Requirement)

Exhibit 10.2 to the Form 10-Q of the Company for the 
quarter ended April 2, 2011

10.26 Form of Performance-Based Stock Unit Award 
Agreement (Three-Year Vesting subject to Total 
Shareholder Return/EPS Growth Tests/Section 162(m) 
Vesting Requirement)

Exhibit 10.3 to the Form 10-Q of the Company for the 
quarter ended April 2, 2011

10.27 Form of Non-Qualified Stock Option Award Agreement Exhibit 10.4 to the Form 10-Q of the Company for the 
quarter ended April 2, 2011

10.28 Form of Restricted Stock Unit Award Agreement in Lieu 
of Equitable Adjustment

Exhibit 10.1 to the Form 10-Q of the Company for the 
period ended June 30, 2007

10.29 Disney Savings and Investment Plan as Amended and 
Restated Effective January 1, 2010

Exhibit 10.1 to the Form 10-Q of the Company for the 
period ended July 3, 2010

10.30 First Amendment dated December 13, 2011 to the Disney 
Savings and Investment Plan as amended and restated 
effective January 1, 2010

Exhibit 10.1 to the Form 10-Q of the Company for the 
period ended December 31, 2011

12.1 Ratio of earnings to fixed charges Filed herewith
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 Exhibit Location

21 Subsidiaries of the Company Filed herewith

23 Consent of PricewaterhouseCoopers LLP Filed herewith

31(a) Rule 13a – 14(a) Certification of Chief Executive Officer 
of the Company in accordance with Section 302 of the 
Sarbanes-Oxley Act of 2002

Filed herewith

31(b) Rule 13a-14(a) Certification of Chief Financial Officer 
of the Company in accordance with Section 302 of the 
Sarbanes-Oxley Act of 2002

Filed herewith

32(a) Section 1350 Certification of Chief Executive Officer 
of the Company in accordance with Section 906 of the 
Sarbanes-Oxley Act of 2002*

Furnished herewith

32(b) Section 1350 Certification of Chief Financial Officer 
of the Company in accordance with Section 906 of the 
Sarbanes-Oxley Act of 2002*

Furnished herewith

101 The following materials from the Company’s 
Annual Report on Form 10-K for the year ended 
September 29, 2012 formatted in Extensible Business 
Reporting Language (XBRL): (i) the Consolidated 
Statements of Income, (ii) the Consolidated Statements 
of Comprehensive Income, (iii) the Consolidated Balance 
Sheets, (iv) the Consolidated Statements of Cash Flows, 
(v) the Consolidated Statements of Shareholders’ Equity 
and (vi) related notes

Filed herewith

* A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by 
the Company and furnished to the Securities and Exchange Commission or its staff upon request. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized. 

 THE WALT DISNEY COMPANY
   (Registrant)

Date: November 21, 2012  By: /S/ ROBERT A. IGER
   (Robert A. Iger,
   Chairman and Chief Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following 
persons on behalf of the registrant and in the capacities and on the dates indicated. 

Signature Title Date 

Principal Executive Officer   
/S/ ROBERT A. IGER Chairman and Chief Executive Officer November 21, 2012

(Robert A. Iger)   

 Principal Financial and Accounting Officers  

/S/ JAMES A. RASULO  Senior Executive Vice President and November 21, 2012

(James A. Rasulo) Chief Financial Officer  

/S/ BRENT A. WOODFORD Senior Vice President-Planning November 21, 2012

(Brent A. Woodford) and Control

Directors   

/S/ SUSAN E. ARNOLD  Director November 21, 2012

(Susan E. Arnold)   

/S/ JOHN S. CHEN  Director November 21, 2012

(John S. Chen)   

/S/ JUDITH L. ESTRIN  Director November 21, 2012

(Judith L. Estrin)   

/S/ ROBERT A. IGER  Chairman of the Board and Director  November 21, 2012

(Robert A. Iger)  

/S/ FRED H. LANGHAMMER  Director November 21, 2012

(Fred H. Langhammer)   

/s/ AYLWIN B. LEWIS  Director November 21, 2012

(Aylwin B. Lewis)   

/S/ MONICA C. LOZANO  Director November 21, 2012

(Monica C. Lozano)   

/S/ ROBERT W. MATSCHULLAT  Director November 21, 2012

(Robert W. Matschullat)   

/S/ SHERYL SANDBERG  Director November 21, 2012

(Sheryl Sandberg)   

/S/ ORIN C. SMITH  Director November 21, 2012

(Orin C. Smith)   
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THE WALT DISNEY COMPANY AND SUBSIDIARIES 
INDEX TO FINANCIAL STATEMENTS AND SUPPLEMENTAL DATA 
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statements or notes. 



63

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

Management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term 
is defined in Exchange Act Rule 13a-15(f). The Company’s internal control over financial reporting includes those policies and 
procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures 
of the Company are being made only in accordance with authorizations of management and directors of the Company; and 
(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the 
Company’s assets that could have a material effect on the financial statements. 

Internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements prepared for external purposes in accordance with generally accepted 
accounting principles. Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Under the supervision and with the participation of management, including our principal executive officer and principal 
financial officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the 
framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission. Based on our evaluation under the framework in Internal Control — Integrated Framework, management concluded 
that our internal control over financial reporting was effective as of September 29, 2012. 

The effectiveness of our internal control over financial reporting as of September 29, 2012 has been audited by 
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report which is included herein. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Shareholders of The Walt Disney Company 

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, statements 
of comprehensive income, shareholders’ equity and cash flows present fairly, in all material respects, the financial position of 
The Walt Disney Company and its subsidiaries (the Company) at September 29, 2012 and October 1, 2011, and the results of their 
operations and their cash flows for each of the three years in the period ended September 29, 2012 in conformity with accounting 
principles generally accepted in the United States of America. Also in our opinion, the Company maintained, in all material 
respects, effective internal control over financial reporting as of September 29, 2012, based on criteria established in Internal 
Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 
The Company’s management is responsible for these financial statements, for maintaining effective internal control over financial 
reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying 
Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express opinions on these financial 
statements and on the Company’s internal control over financial reporting based on our integrated audits. We conducted our audits 
in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require 
that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material 
misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits 
of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall 
financial statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of 
internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and 
operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as 
we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions. 

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

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

 
PRICEWATERHOUSECOOPERS LLP 

Los Angeles, California 
November 21, 2012 
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CONSOLIDATED STATEMENTS OF INCOME
(in millions, except per share data) 

 2012 2011 2010 

Revenues $ 42,278 $  40,893 $ 38,063 

Costs and expenses (33,415 ) (33,112 ) (31,337 )

Restructuring and impairment charges (100 ) (55 ) (270 )

Other income /(expense), net 239 75 140 

Net interest expense (369 ) (343 ) (409 )

Equity in the income of investees 627 585 440 

Income before income taxes 9,260 8,043 6,627 

Income taxes (3,087 ) (2,785 ) (2,314 )

Net Income 6,173 5,258 4,313 

Less: Net Income attributable to noncontrolling interests (491 ) (451 ) (350 )

Net Income attributable to The Walt Disney Company (Disney) $ 5,682 $ 4,807 $ 3,963 

Earnings per share attributable to Disney:    

Diluted $ 3.13 $ 2.52 $ 2.03 

Basic $ 3.17 $ 2.56 $ 2.07 

Weighted average number of common and common equivalent shares 
outstanding:    

Diluted 1,818 1,909 1,948 

Basic 1,794 1,878 1,915 

See Notes to Consolidated Financial Statements 
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME  
(in millions) 

 2012 2011 2010

Net Income $ 6,173 $ 5,258 $ 4,313 

Other Comprehensive Income (Loss), net of tax:    

Market value adjustments for investments (3 ) (1 ) 9 

Market value adjustments for hedges 2 48 (122 )

Pension and postretirement medical plan adjustments (609 ) (759 ) (99 )

Foreign currency translation and other (41 ) (27 ) (37 )

Other Comprehensive Income (Loss) (651 ) (739 ) (249 )

Comprehensive Income 5,522 4,519 4,064 

Less: Net Income attributable to noncontrolling interests (491 ) (451 ) (350 )

Less: Other Comprehensive (Income) Loss attributable to noncontrolling interests 15 (10 ) 12 

Comprehensive Income attributable to Disney $ 5,046 $ 4,058 $ 3,726 

See Notes to Consolidated Financial Statements 
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CONSOLIDATED BALANCE SHEETS  
(in millions, except per share data) 

 
September 29, 

2012 
October 1, 

2011 

ASSETS   
Current assets   

Cash and cash equivalents $ 3,387 $ 3,185
Receivables 6,540 6,182
Inventories 1,537 1,595
Television costs 676 674
Deferred income taxes 765 1,487
Other current assets 804 634

Total current assets 13,709 13,757

Film and television costs 4,541 4,357
Investments 2,723 2,435
Parks, resorts and other property, at cost

Attractions, buildings and equipment 38,582 35,515

Accumulated depreciation (20,687) (19,572)
 17,895 15,943

Projects in progress 2,453 2,625

Land 1,164 1,127
 21,512 19,695

Intangible assets, net 5,015 5,121
Goodwill 25,110 24,145
Other assets 2,288 2,614

Total assets $ 74,898 $ 72,124

LIABILITIES AND EQUITY
Current liabilities

Accounts payable and other accrued liabilities $ 6,393 $ 6,362
Current portion of borrowings 3,614 3,055

Unearned royalties and other advances 2,806 2,671
Total current liabilities 12,813 12,088

Borrowings 10,697 10,922
Deferred income taxes 2,251 2,866
Other long-term liabilities 7,179 6,795
Commitments and contingencies (Note 14)
Equity

Preferred stock, $.01 par value 
Authorized — 100 million shares, Issued — none — —

Common stock, $.01 par value  
Authorized — 4.6 billion shares, Issued — 2.8 billion shares at September 29, 2012  
and 2.7 billion shares at October 1, 2011 31,731 30,296

Retained earnings 42,965 38,375

Accumulated other comprehensive loss (3,266) (2,630)
 71,430 66,041

Treasury stock, at cost, 1.0 billion shares at September 29, 2012 and 0.9 billion shares at 
October 1, 2011 (31,671) (28,656)

Total Disney Shareholder’s equity 39,759 37,385
Noncontrolling interests 2,199 2,068

Total Equity 41,958 39,453
Total liabilities and equity $ 74,898 $ 72,124

See Notes to Consolidated Financial Statements 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
(in millions) 

 2012 2011 2010
OPERATING ACTIVITIES

Net income $ 6,173 $ 5,258 $ 4,313
Depreciation and amortization 1,987 1,841 1,713
Gains on acquisitions and dispositions (184) (75) (118)
Deferred income taxes 472 127 133
Equity in the income of investees (627) (585) (440)
Cash distributions received from equity investees 663 608 473
Net change in film and television costs (52) 332 238
Equity-based compensation 408 423 391
Impairment charges 22 16 132
Other 195 188 9
Changes in operating assets and liabilities

Receivables (108) (518) (686)
Inventories 18 (199) (127)
Other assets (151) (189) 42
Accounts payable and other accrued liabilities (608) (367) 649
Income taxes (242) 134 (144)

Cash provided by operations 7,966 6,994 6,578

INVESTING ACTIVITIES
Investments in parks, resorts and other property (3,784) (3,559) (2,110)
Proceeds from dispositions 15 564 170
Acquisitions (1,088) (184) (2,493)
Other 98 (107) (90)

Cash used in investing activities (4,759) (3,286) (4,523)

FINANCING ACTIVITIES
Commercial paper borrowings, net 467 393 1,190
Borrowings 3,779 2,350 —
Reduction of borrowings (3,822) (1,096) (1,371)
Dividends (1,076) (756) (653)
Repurchases of common stock (3,015) (4,993) (2,669)
Proceeds from exercise of stock options 1,008 1,128 1,133

Other (326) (259) (293)

Cash used in financing activities (2,985) (3,233) (2,663)

Impact of exchange rates on cash and cash equivalents (20) (12) (87)

Increase/(decrease) in cash and cash equivalents 202 463 (695)
Cash and cash equivalents, beginning of year 3,185 2,722 3,417

Cash and cash equivalents, end of year $ 3,387 $ 3,185 $ 2,722

Supplemental disclosure of cash flow information:

Interest paid $ 718 $ 377 $ 393

Income taxes paid $ 2,630 $ 2,341 $ 2,170

See Notes to Consolidated Financial Statements 
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 
(in millions)

Equity Attributable to Disney   

 Shares 
Common 

Stock 
Retained 
Earnings 

Accumulated 
Other 

Comprehensive 
Income 
(Loss) 

Treasury 
Stock 

Total 
Disney 
Equity 

Noncontrolling 
Interests Total Equity 

BALANCE AT OCTOBER 3, 2009 1,861 $ 27,038 $ 31,033 $ (1,644) $ (22,693) $ 33,734 $ 1,691 $ 35,425

Comprehensive income — — 3,963 (237) — 3,726 338 4,064

Equity compensation activity 54 1,498 — — — 1,498 — 1,498

Acquisition of Marvel 59 188 — — 1,699 1,887 90 1,977

Common stock repurchases (80) — — — (2,669) (2,669) — (2,669)

Dividends — 9 (662) — — (653) — (653)

Distributions and other — 3 (7) — — (4) (296) (300)

BALANCE AT OCTOBER 2, 2010 1,894 $ 28,736 $ 34,327 $ (1,881) $ (23,663) $ 37,519 $ 1,823 $ 39,342

Comprehensive income — — 4,807 (749) — 4,058 461 4,519

Equity compensation activity 49 1,548 — — — 1,548 — 1,548

Common stock repurchases (135) — — — (4,993) (4,993) — (4,993)

Dividends — 10 (766) — — (756) — (756)

Distributions and other — 2 7 — — 9 (216) (207)

BALANCE AT OCTOBER 1, 2011 1,808 $ 30,296 $ 38,375 $ (2,630) $ (28,656) $ 37,385 $ 2,068 $ 39,453

Comprehensive income — — 5,682 (636) — 5,046 476 5,522

Equity compensation activity 44 1,415 — — — 1,415 — 1,415

Common stock repurchases (72) — — — (3,015) (3,015) — (3,015)

Dividends — 16 (1,092) — — (1,076) — (1,076)

Distributions and other — 4 — — — 4 (345) (341)

BALANCE AT SEPTEMBER 29, 2012 1,780 $ 31,731 $ 42,965 $ (3,266) $ (31,671) $ 39,759 $ 2,199 $ 41,958

See Notes to Consolidated Financial Statements 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
(Tabular dollars in millions, except per share amounts) 

1 Description of the Business and Segment Information 

The Walt Disney Company, together with the subsidiaries through which businesses are conducted (the Company), is a 
diversified worldwide entertainment company with operations in the following business segments: Media Networks, Parks and 
Resorts, Studio Entertainment, Consumer Products and Interactive. 

DESCRIPTION OF THE BUSINESS 

Media Networks 
The Company operates cable programming services including the ESPN, Disney Channels Worldwide, ABC Family, SOAPnet, 

and UTV/Bindass networks, broadcast businesses which include ABC and eight owned television stations, radio businesses 
consisting of the ESPN Radio Network and the Radio Disney Network and 35 owned and operated radio stations. The ABC, ESPN 
Radio and Radio Disney Networks have affiliated stations providing coverage to households throughout the U.S. The Company also 
produces original live-action and animated television programming which may be sold in network, first-run syndication, pay, and 
international television markets. The Company has interests in media businesses that are accounted for under the equity method 
including AETN, Hulu and Seven TV. Additionally, the Company operates ABC-, ESPN-, ABC Family- and SOAPnet-branded 
internet businesses. 

Parks and Resorts 
The Company owns and operates the Walt Disney World Resort in Florida and the Disneyland Resort in California. The Walt 

Disney World Resort includes four theme parks (the Magic Kingdom, Epcot, Disney’s Hollywood Studios, and Disney’s Animal 
Kingdom), 18 resort hotels, a retail, dining, and entertainment complex, a sports complex, conference centers, campgrounds, 
water parks, and other recreational facilities. The Disneyland Resort includes two theme parks (Disneyland and Disney California 
Adventure), three resort hotels, and a retail, dining and entertainment complex. Internationally, the Company manages and has an 
effective 51% ownership interest in Disneyland Paris, which includes two theme parks (Disneyland Park and Walt Disney Studios 
Park), seven themed hotels, two convention centers, a shopping, dining and entertainment complex, and a 27-hole golf facility. The 
Company manages and has a 48% ownership interest in Hong Kong Disneyland Resort, which includes one theme park and two 
resort hotels. The Company has a 70% ownership interest in the management company and 43% ownership of Shanghai Disney 
Resort, which is currently under construction. The Company also earns royalties on revenues generated by the Tokyo Disneyland 
Resort, which includes two theme parks and three Disney-branded hotels, and is owned and operated by an unrelated Japanese 
corporation. The Company manages and markets vacation club ownership interests through the Disney Vacation Club, operates the 
Disney Cruise Line, the Adventures by Disney guided group vacations business and Aulani, a mixed-use Disney Resort and Spa 
in Hawaii. The Company’s Walt Disney Imagineering unit designs and develops theme park concepts and attractions, as well as 
resort properties. 

Studio Entertainment 
The Company produces and acquires live-action and animated motion pictures for worldwide distribution to the theatrical, 

home entertainment, and television markets. The Company distributes these products through its own distribution and marketing 
companies in the U.S. and both directly and through independent companies and joint ventures in foreign markets primarily 
under the Walt Disney Pictures, Pixar, Marvel, Disneynature, and Touchstone Pictures banners. The Company also produces 
and distributes motion pictures under the UTV banner. We also distribute certain motion pictures for DreamWorks under the 
Touchstone Pictures banner. The Company also produces stage plays, musical recordings and live entertainment events. 

Consumer Products 
The Company licenses trade names, characters and visual and literary properties to various retailers, show promoters, and 

publishers throughout the world. The Company also engages in retail and online distribution of products through The Disney Store 
and DisneyStore.com. We operate The Disney Store in Europe, North America and Japan. The Company publishes entertainment 
and educational books and magazines and comic books for children and families and operates English language learning centers 
in China. 
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Interactive 
The Company creates and delivers branded entertainment and lifestyle content across interactive media platforms. The 

primary operating businesses are Interactive Games which produces and distributes console, online and mobile games, and 
Interactive Media which develops branded online services and provides website maintenance and design for other Company 
businesses. Interactive also manages the Disney-branded mobile phone business in Japan which provides mobile phone service and 
downloadable content to consumers. Certain properties are also licensed to third-party game publishers. 

SEGMENT INFORMATION 

The operating segments reported below are the segments of the Company for which separate financial information is available 
and for which segment results are evaluated regularly by the Chief Executive Officer in deciding how to allocate resources and in 
assessing performance. 

Segment operating results reflect earnings before corporate and unallocated shared expenses, restructuring and impairment 
charges, other income/(expense), net interest expense, income taxes, and noncontrolling interests. Segment operating income 
includes equity in the income of investees. Corporate and unallocated shared expenses principally consist of corporate functions, 
executive management, and certain unallocated administrative support functions. 

Equity in the income of investees by segment is as follows: 

 2012 2011 2010 
Media Networks    

Cable Networks $ 664 $ 578 $ 436
Broadcasting (37) 6 2

Corporate — 1 2

 $ 627 $ 585 $ 440

Beginning in fiscal 2011, the Company made changes to certain transfer pricing arrangements between its business units. 
The most significant change was to the allocation of home video revenue and distribution costs between the Media Networks and 
Studio Entertainment segments for home video titles produced by the Media Networks segment and distributed by the Studio 
Entertainment segment. These changes generally result in higher revenues, expenses and operating income at our Media Networks 
segment with offsetting declines at our Studio Entertainment segment. 
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The following segment results include allocations of certain costs, including information technology, pension, legal, and 
other shared services costs, which are allocated based on metrics designed to correlate with consumption. These allocations are 
agreed-upon amounts between the businesses and may differ from amounts that would be negotiated in arm’s length transactions. 
In addition, all significant intersegment transactions have been eliminated except that Studio Entertainment revenues and 
operating income include an allocation of Consumer Products and Interactive revenues, which is meant to reflect royalties on 
sales of merchandise generated by Consumer Products and Interactive which is based on intellectual property from certain Studio 
Entertainment films. 

 2012 2011 2010

Revenues
Media Networks $ 19,436 $ 18,714 $ 17,162
Parks and Resorts 12,920 11,797 10,761
Studio Entertainment

Third parties 5,566 6,061 6,495
Intersegment 259 290 206

 5,825 6,351 6,701
Consumer Products

Third parties 3,499 3,335 2,876
Intersegment (247) (286) (198)

 3,252 3,049 2,678
Interactive

Third parties 857 986 769
Intersegment (12) (4) (8)

 845 982 761

Total consolidated revenues $ 42,278 $ 40,893 $ 38,063

Segment operating income (loss)
Media Networks $ 6,619 $ 6,146 $ 5,132
Parks and Resorts 1,902 1,553 1,318
Studio Entertainment 722 618 693
Consumer Products 937 816 677
Interactive (216) (308) (234)

Total segment operating income $ 9,964 $ 8,825 $ 7,586

Reconciliation of segment operating income to 
income before income taxes

Segment operating income $ 9,964 $ 8,825 $ 7,586
Corporate and unallocated shared expenses (474) (459) (420)
Restructuring and impairment charges (100) (55) (270)
Other income/(expense), net 239 75 140
Net interest expense (369) (343) (409)

Income before income taxes $ 9,260 $ 8,043 $ 6,627

Capital expenditures
Media Networks

Cable Networks $ 170 $ 179 $ 132
Broadcasting 85 128 92

Parks and Resorts
Domestic 2,242 2,294 1,295
International 641 429 238

Studio Entertainment 79 118 102
Consumer Products 69 115 97
Interactive 27 21 17
Corporate 471 275 137

Total capital expenditures $ 3,784 $ 3,559 $ 2,110
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 2012 2011 2010

Depreciation expense
Media Networks $ 241 $ 229 $ 213
Parks and Resorts

Domestic 927 842 807
International 314 323 332

Studio Entertainment 48 53 56
Consumer Products 55 48 33
Interactive 17 16 19
Corporate 182 148 142

Total depreciation expense $ 1,784 $ 1,659 $ 1,602

Amortization of intangible assets
Media Networks $ 17 $ 8 $ 9
Parks and Resorts — — —
Studio Entertainment 94 79 33
Consumer Products 60 57 45
Interactive 32 38 24
Corporate — — —

Total amortization of intangible assets $ 203 $ 182 $ 111

Identifiable assets (1) (2) 
Media Networks $ 28,660 $ 27,244
Parks and Resorts 20,951 19,530
Studio Entertainment 12,928 12,221
Consumer Products 5,016 4,992
Interactive 1,926 1,801
Corporate (3) 5,417 6,336

Total consolidated assets $ 74,898 $ 72,124

Supplemental revenue data
Media Networks

Advertising (4) $ 7,773 $ 7,668 $ 7,099
Affiliate Fees 9,360 8,837 8,122

Parks and Resorts
Merchandise, food and beverage 3,945 3,738 3,457
Admissions 4,225 3,870 3,504

Revenues
United States and Canada $ 31,770 $ 30,848 $ 28,279
Europe 6,223 6,455 6,550
Asia Pacific 2,990 2,517 2,320
Latin America and Other 1,295 1,073 914

 $ 42,278 $ 40,893 $ 38,063

Segment operating income
United States and Canada $ 6,991 $ 6,388 $ 5,474
Europe 1,692 1,517 1,275
Asia Pacific 835 627 620
Latin America and Other 446 293 217

 $ 9,964 $ 8,825 $ 7,586
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 2012 2011 

Long-lived assets (5)   
United States and Canada $ 47,959 $ 47,124
Europe 7,484 6,458
Asia Pacific 3,303 2,037
Latin America and Other 270 267

 $ 59,016 $ 55,886

(1) Identifiable assets include amounts associated with equity method investments. Equity method investments by segment are as follows: 

 2012 2011

Media Networks $ 2,423 $ 2,044
Parks and Resorts 8 —
Studio Entertainment 2 2
Consumer Products 1 1
Interactive — 4
Corporate 4 1

 $ 2,438 $ 2,052

(2) Goodwill and intangible assets by segment are as follows: 

 2012 2011

Media Networks $ 17,854 $ 17,421
Parks and Resorts 172 172
Studio Entertainment 6,783 6,498
Consumer Products 3,700 3,715
Interactive 1,486 1,330
Corporate 130 130

 $ 30,125 $ 29,266

(3) Primarily fixed assets, deferred tax assets, cash and cash equivalents 
(4) Advertising revenue includes amounts reported in Interactive 
(5) Long-lived assets are total assets less the following: current assets, long-term receivables, deferred taxes, financial investments and 

derivatives 

2 Summary of Significant Accounting Policies 

Principles of Consolidation 
The consolidated financial statements of the Company include the accounts of The Walt Disney Company and its majority-

owned and controlled subsidiaries. Intercompany accounts and transactions have been eliminated in consolidation. 

The Company enters into relationships or investments with other entities in which it does not have majority ownership or 
control. In certain instances, the entity in which the Company has a relationship or investment may be a variable interest entity 
(VIE). A VIE is consolidated in the financial statements if the Company has the power to direct activities that most significantly 
impact the economic performance of the VIE and has the obligation to absorb losses or the right to receive benefits from the VIE 
that could potentially be significant to the VIE. Although the Company has less than a 50% direct ownership interest in Disneyland 
Paris, Hong Kong Disneyland Resort and Shanghai Disney Resort (collectively the “International Theme Parks”), they are VIEs, 
and given the nature of the Company’s relationships with these entities, which include management agreements, the Company has 
consolidated the International Theme Parks in its financial statements. 
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Reporting Period 
The Company’s fiscal year ends on the Saturday closest to September 30 and consists of fifty-two weeks with the exception 

that approximately every six years, we have a fifty-three week year. When a fifty-three week year occurs, the Company reports the 
additional week in the fourth quarter. 

Reclassifications 
Certain reclassifications have been made in the fiscal 2011 and fiscal 2010 financial statements and notes to conform to the 

fiscal 2012 presentation. 

Use of Estimates 
The preparation of financial statements in conformity with generally accepted accounting principles requires management to 

make estimates and assumptions that affect the amounts reported in the financial statements and footnotes thereto. Actual results 
may differ from those estimates. 

Revenue Recognition 
Television advertising revenues are recognized when commercials are aired. Revenues from television subscription services 

related to the Company’s primary cable programming services are recognized as services are provided. Certain of the Company’s 
contracts with cable and satellite operators include annual programming commitments. In these cases, recognition of revenues 
subject to the commitments is deferred until the annual commitments are satisfied, which generally results in higher revenue 
recognition in the second half of the year. 

Revenues from advance theme park ticket sales are recognized when the tickets are used. For non-expiring, multi-day tickets, 
revenues are recognized over a five-year time period based on estimated usage, which is derived from historical usage patterns. 

Revenues from the theatrical distribution of motion pictures are recognized when motion pictures are exhibited. Revenues from 
home entertainment and video game sales, net of anticipated returns and customer incentives, are recognized on the date that video 
units are made available for sale by retailers. Revenues from the licensing of feature films and television programming are recorded 
when the content is available for telecast by the licensee and when certain other conditions are met. 

Merchandise licensing advances and guarantee royalty payments are recognized based on the contractual royalty rate when the 
licensed product is sold by the licensee. Non-refundable advances and minimum guarantee royalty payments in excess of royalties 
earned are generally recognized as revenue at the end of the contract term. 

Revenues from our branded online and mobile operations are recognized as services are rendered. Advertising revenues at our 
internet operations are recognized when advertisements are viewed online. 

Taxes collected from customers and remitted to governmental authorities are presented in the Consolidated Statements of 
Income on a net basis. 

Allowance for Doubtful Accounts 
The Company maintains an allowance for doubtful accounts to reserve for potentially uncollectible receivables. The allowance 

for doubtful accounts is estimated based on our analysis of trends in overall receivables aging, specific identification of certain 
receivables that are at risk of not being paid, past collection experience and current economic trends. In times of domestic or global 
economic turmoil, the Company’s estimates and judgments with respect to the collectability of its receivables are subject to greater 
uncertainty than in more stable periods. 

Advertising Expense 
Advertising costs are expensed as incurred. Advertising expense for fiscal 2012, 2011, and 2010 was $2.5 billion, $2.8 billion, 

and $2.6 billion, respectively. 

Cash and Cash Equivalents 
Cash and cash equivalents consist of cash on hand and marketable securities with original maturities of three months or less. 
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Investments 
Debt securities that the Company has the positive intent and ability to hold to maturity are classified as “held-to-maturity” and 

reported at amortized cost. Debt securities not classified as held-to-maturity and marketable equity securities are classified as either 
“trading” or “available-for-sale”. Trading and available-for-sale securities are recorded at fair value with unrealized gains and losses 
included in earnings or accumulated other comprehensive income/(loss), respectively. All other equity securities are accounted for 
using either the cost method or the equity method. 

The Company regularly reviews its investments to determine whether a decline in fair value below the cost basis is other than 
temporary. If the decline in fair value is determined to be other than temporary, the cost basis of the investment is written down to 
fair value. 

Translation Policy 
The U.S. dollar is the functional currency for the majority of our international operations. The local currency is the functional 

currency for the International Theme Parks, international locations of The Disney Stores, our UTV businesses in India, our English 
language learning centers in China, and certain international equity method investments. 

For U.S. dollar functional currency locations, foreign currency assets and liabilities are remeasured into U.S. dollars at end-
of-period exchange rates, except for nonmonetary balance sheet accounts, which are remeasured at historical exchange rates. 
Revenue and expenses are remeasured at average exchange rates in effect during each period, except for those expenses related to 
the non-monetary balance sheet amounts, which are remeasured at historical exchange rates. Gains or losses from foreign currency 
remeasurement are included in income. 

For local currency functional locations, assets and liabilities are translated at end-of-period rates while revenues and expenses 
are translated at average rates in effect during the period. Equity is translated at historical rates and the resulting cumulative 
translation adjustments are included as a component of accumulated other comprehensive income/(loss). 

Inventories 
Inventory primarily includes vacation timeshare units, merchandise, materials, and supplies. Carrying amounts of vacation 

ownership units are recorded at the lower of cost or net realizable value. Carrying amounts of merchandise, materials, and supplies 
inventories are generally determined on a moving average cost basis and are recorded at the lower of cost or market. 

Film and Television Costs 
Film and television costs include capitalizable production costs, production overhead, interest, development costs, and acquired 

production costs and are stated at the lower of cost, less accumulated amortization, or fair value. Acquired programming costs 
for the Company’s cable and broadcast television networks are stated at the lower of cost, less accumulated amortization, or net 
realizable value. Acquired television broadcast program licenses and rights are recorded when the license period begins and the 
program is available for use. Marketing, distribution, and general and administrative costs are expensed as incurred. 

Film and television production, participation and residual costs are expensed over the applicable product life cycle based upon 
the ratio of the current period’s revenues to estimated remaining total revenues (Ultimate Revenues) for each production. For film 
productions, Ultimate Revenues include revenues from all sources that will be earned within ten years from the date of the initial 
theatrical release. For television series, Ultimate Revenues include revenues that will be earned within ten years from delivery of 
the first episode, or if still in production, five years from delivery of the most recent episode, if later. For acquired film libraries, 
remaining revenues include amounts to be earned for up to twenty years from the date of acquisition. Costs of film and television 
productions are subject to regular recoverability assessments which compare the estimated fair values with the unamortized costs. 
The amount by which the unamortized costs of film and television productions exceed their estimated fair values is written off. 
Film development costs for projects that have been abandoned or have not been set for production within three years are generally 
written off. 

The costs of television broadcast rights for acquired movies, series and other programs are expensed based on the number of 
times the program is expected to be aired or on a straight-line basis over the useful life, as appropriate. Rights costs for multi-year 
sports programming arrangements are amortized during the applicable seasons based on the estimated relative value of each year in 
the arrangement. The estimated values of each year are based on our projections of revenues over the contract period which include 
advertising revenue and an allocation of affiliate revenue. If the annual contractual payments related to each season approximate 
each season’s relative value, we expense the related contractual payments during the applicable season. Individual programs are 
written off when there are no plans to air or sublicense the program. 
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The net realizable values of network television broadcast program licenses and rights are reviewed using a daypart 
methodology. A daypart is defined as an aggregation of programs broadcast during a particular time of day or programs of a similar 
type. The Company’s dayparts are: daytime, late night, primetime, news, and sports (includes network and cable). The net realizable 
values of other cable programming assets are reviewed on an aggregated basis for each cable channel. 

Internal-Use Software Costs 
The Company expenses costs incurred in the preliminary project stage of developing or acquiring internal use software, such 

as research and feasibility studies, as well as costs incurred in the post-implementation/operational stage, such as maintenance and 
training. Capitalization of software development costs occurs only after the preliminary-project stage is complete, management 
authorizes the project, and it is probable that the project will be completed and the software will be used for the function intended. 
As of September 29, 2012 and October 1, 2011, capitalized software costs, net of accumulated depreciation, totaled $423 million 
and $486 million, respectively. The capitalized costs are amortized on a straight-line basis over the estimated useful life of the 
software, ranging from 3-10 years. 

Software Product Development Costs 
Software product development costs incurred prior to reaching technological feasibility are expensed. We have determined 

that technological feasibility of our video game software is generally not established until substantially all product development 
is complete. 

Parks, Resorts and Other Property 
Parks, resorts, and other property are carried at historical cost. Depreciation is computed on the straight-line method over 

estimated useful lives as follows: 

Attractions 25 – 40 years
Buildings and improvements 20 – 40 years
Leasehold improvements Life of lease or asset life if less
Land improvements 20 – 40 years
Furniture, fixtures and equipment 3 – 25 years

Goodwill, Other Intangible Assets and Long-Lived Assets 
The Company is required to test goodwill and other indefinite-lived intangible assets for impairment on an annual basis and if 

current events or circumstances require, on an interim basis. Goodwill is allocated to various reporting units, which are generally 
an operating segment or one level below the operating segment. The Company compares the fair value of each reporting unit to its 
carrying amount to determine if there is potential goodwill impairment. If the fair value of a reporting unit is less than its carrying 
value, an impairment loss is recorded to the extent that the fair value of the goodwill within the reporting unit is less than the 
carrying value of the goodwill. 

To determine the fair value of our reporting units, we generally use a present value technique (discounted cash flow) 
corroborated by market multiples when available and as appropriate. We apply what we believe to be the most appropriate valuation 
methodology for each of our reporting units. We include in the projected cash flows an estimate of the revenue we believe the 
reporting unit would receive if the intellectual property developed by the reporting unit that is being used by other reporting units 
was licensed to an unrelated third-party at its fair market value. These amounts are not necessarily the same as those included in 
segment operating results. 

In times of adverse economic conditions in the global economy, the Company’s long-term cash flow projections are subject to a 
greater degree of uncertainty than usual. If we had established different reporting units or utilized different valuation methodologies 
or assumptions, the impairment test results could differ, and we could be required to record impairment charges. 

The Company is required to compare the fair values of other indefinite-lived intangible assets to their carrying amounts. If the 
carrying amount of an indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized. Fair values of other 
indefinite-lived intangible assets are determined based on discounted cash flows or appraised values, as appropriate. 

The Company tests long-lived assets, including amortizable intangible assets, for impairment whenever events or changes in 
circumstances (triggering events) indicate that the carrying amount may not be recoverable. Once a triggering event has occurred, 
the impairment test employed is based on whether the intent is to hold the asset for continued use or to hold the asset for sale. The 
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impairment test for assets held for use requires a comparison of cash flows expected to be generated over the useful life of an asset 
group against the carrying value of the asset group. An asset group is established by identifying the lowest level of cash flows 
generated by a group of assets that are largely independent of the cash flows of other assets and could include assets used across 
multiple businesses or segments. If the carrying value of the asset group exceeds the estimated undiscounted future cash flows, an 
impairment would be measured as the difference between the fair value of the group’s long-lived assets and the carrying value of 
the group’s long-lived assets. The impairment is allocated to the long-lived assets of the group on a pro rata basis using the relative 
carrying amount, but only to the extent the carrying value of each asset is above its fair value. For assets held for sale, to the extent 
the carrying value is greater than the asset’s fair value less costs to sell, an impairment loss is recognized for the difference. 

During fiscal years 2012, 2011 and 2010, the Company tested its goodwill and other intangible assets for impairment, and the 
impairment charges recorded were not material. 

Amortizable intangible assets are generally amortized on a straight-line basis over periods up to 40 years. The costs to 
periodically renew our intangible assets are expensed as incurred. The Company has determined that there are currently no legal, 
competitive, economic or other factors that materially limit the useful life of our FCC licenses and trademarks. 

The Company expects its aggregate annual amortization expense for existing amortizable intangible assets for fiscal years 2013 
through 2017 to be as follows: 

2013 $ 175
2014 138
2015 123
2016 121
2017 113

Risk Management Contracts 
In the normal course of business, the Company employs a variety of financial instruments to manage its exposure to 

fluctuations in interest rates, foreign currency exchange rates, commodities, and investments in equity and debt securities, including 
interest rate and cross-currency swap agreements and forward and option contracts. 

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk 
management objectives and strategies for undertaking various hedge transactions. There are two types of derivatives into which the 
Company enters: hedges of fair value exposure and hedges of cash flow exposure. Hedges of fair value exposure are entered into in 
order to hedge the fair value of a recognized asset, liability, or a firm commitment. Hedges of cash flow exposure are entered into 
in order to hedge a forecasted transaction (e.g. forecasted revenue) or the variability of cash flows to be paid or received, related to a 
recognized liability or asset (e.g. floating rate debt). 

The Company designates and assigns the financial instruments as hedges of forecasted transactions, specific assets or specific 
liabilities. When hedged assets or liabilities are sold or extinguished or the forecasted transactions being hedged are no longer 
expected to occur, the Company recognizes the gain or loss on the designated hedging instruments. 

Option premiums and unrealized gains on forward contracts and the accrued differential for interest rate swaps to be received 
under the agreements are recorded on the balance sheet as assets. Unrealized losses on forward contracts and the accrued 
differential for interest rate swaps to be paid under the agreements are included in liabilities. Realized gains and losses from hedges 
are classified in the income statement consistent with the accounting treatment of the items being hedged. The Company accrues 
the differential for interest rate swaps to be paid or received under the agreements as interest rates change as adjustments to interest 
expense over the lives of the swaps. Gains and losses on the termination of effective swap agreements, prior to their original 
maturity, are deferred and amortized to interest expense over the remaining term of the underlying hedged transactions. 

The Company enters into risk management contracts that are not designated as hedges and do not qualify for hedge accounting. 
These contracts are intended to offset certain economic exposures of the Company and are carried at market value with any changes 
in value recorded in earnings. Cash flows from hedging activities are classified in the Consolidated Statements of Cash Flows under 
the same category as the cash flows from the related assets, liabilities or forecasted transactions (see Notes 8 and 16). 
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Income Taxes 
Deferred income tax assets and liabilities are recorded with respect to temporary differences in the accounting treatment of 

items for financial reporting purposes and for income tax purposes. Where, based on the weight of all available evidence, it is more 
likely than not that some amount of recorded deferred tax assets will not be realized, a valuation allowance is established for the 
amount that, in management’s judgment, is sufficient to reduce the deferred tax asset to an amount that is more likely than not to 
be realized. 

A tax position must meet a minimum probability threshold before a financial statement benefit is recognized. The minimum 
threshold is defined as a tax position that is more likely than not to be sustained upon examination by the applicable taxing 
authority, including resolution of any related appeals or litigation processes, based on the technical merits of the position. The tax 
benefit to be recognized is measured as the largest amount of benefit that is greater than fifty percent likely of being realized upon 
ultimate settlement.

Earnings Per Share 
The Company presents both basic and diluted earnings per share (EPS) amounts. Basic EPS is calculated by dividing net 

income attributable to Disney by the weighted average number of common shares outstanding during the year. Diluted EPS is based 
upon the weighted average number of common and common equivalent shares outstanding during the year, which is calculated 
using the treasury-stock method for equity-based awards (Awards). Common equivalent shares are excluded from the computation 
in periods for which they have an anti-dilutive effect. Stock options for which the exercise price exceeds the average market price 
over the period are anti-dilutive and, accordingly, are excluded from the calculation. 

A reconciliation of the weighted average number of common and common equivalent shares outstanding and the number of 
Awards excluded from the diluted earnings per share calculation, as they were anti-dilutive, are as follows: 

 2012 2011 2010 

Weighted average number of common shares outstanding (basic) 1,794 1,878 1,915 

Weighted average dilutive impact of Awards 24 31 33 

Weighted average number of common and common equivalent shares 
outstanding (diluted) 1,818 1,909 1,948 

Awards excluded from diluted earnings per share 10 8 37 

3 Acquisitions 

AETN
A&E Television Networks LLC (AETN) operates multiple cable programming services and was owned 42.1% by the 

Company, 42.1% by the Hearst Corporation (Hearst) and 15.8% by NBCUniversal. On August 22, 2012, AETN redeemed 
NBCUniversal’s entire 15.8% equity interest for approximately $3.0 billion. Approximately $2.5 billion represents the enterprise 
value of NBCUniversal’s equity interest in AETN, and the balance of approximately $0.5 billion represents the value of tax 
benefits expected to be generated as a result of the transaction, which was paid to NBCUniversal in accordance with the amended 
and restated limited liability company agreement of AETN. The redemption of NBCUniversal’s interest was financed with third-
party borrowings and equity contributions of $300 million each from the Company and Hearst. As a result of the transaction, the 
Company’s and Hearst’s ownership interest each increased to 50%. The Company will continue to account for its interest in AETN 
as an equity method investment. 

UTV 
Pursuant to a delisting offer process governed by Indian law, on February 2, 2012, the Company purchased publicly held shares 

and all of the shares held by the founder of UTV Software Communications Limited (UTV), a media and entertainment company 
headquartered and publicly traded in India, for $377 million. The Company also assumed approximately $300 million of UTV’s 
borrowings. The purchase increased the Company’s ownership interest to 93% from 50%. As a result, the Company changed 
its accounting for UTV from an equity method investment to a consolidated subsidiary. The acquisition of UTV supports the 
Company’s strategic priority of increasing its brand presence and reach in key international markets. 
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Upon consolidation, the Company recognized a non-cash gain of $184 million ($116 million after tax) as a result of adjusting 
the carrying value of the Company’s 50% equity investment to its estimated fair value of $405 million. The gain was recorded in 
“Other income /(expense), net” in the fiscal 2012 Consolidated Statement of Income. The fair value was determined based on the 
Company’s internal valuation of the UTV business using an income approach (discounted cash flow model) which the Company 
believes provides the most appropriate indicator of fair value. 

The Company has performed a final allocation of the purchase price to the estimated fair value of the tangible and intangible 
assets acquired and liabilities assumed. The majority of the purchase price has been allocated to goodwill, which is not amortizable 
for tax purposes. The goodwill reflects the synergies and increased Indian market penetration expected from combining the 
operations of UTV and the Company. 

In accordance with Indian securities regulation, the Company can be required to purchase any outstanding UTV shares at the 
election of each remaining UTV shareholder for 1,100 Indian rupees per share until March 16, 2013. To date, the Company has paid 
$63 million to acquire an incremental 6% interest bringing its ownership percentage to 99%. 

Seven TV 
On November 18, 2011, the Company acquired a 49% ownership interest in Seven TV, a broadcast television network in Russia, 

for $300 million. Following the acquisition, this network was converted to an ad-supported, free-to-air Disney Channel. The 
Company accounts for its interest in Seven TV as an equity method investment. 

Playdom 
On August 27, 2010, the Company acquired Playdom, Inc. (Playdom), a company that develops online social games. This 

acquisition is designed to strengthen the Company’s interactive game portfolio and provide access to a new customer base. Total 
consideration was approximately $563 million, subject to certain conditions and adjustments, of which approximately $108 million 
is subject to vesting conditions and recognized as post-close compensation expense. Additional consideration of up to $200 
million may be paid if Playdom achieves predefined revenues and earnings targets for calendar year 2012. The Company initially 
recognized the fair value (determined by a probability weighting of the potential payouts) of the additional consideration as a 
liability. Subsequent changes in the estimate of fair value, up to the ultimate amount to be paid, if any, are recognized in earnings. 
We do not anticipate making any significant payments in respect of the additional consideration. 

The Disney Store Japan 
On March 31, 2010, the Company acquired all of the outstanding shares of Retail Networks Company Limited (The Disney 

Store Japan) in exchange for a $17 million note. At the time of the acquisition, The Disney Store Japan had a cash balance of $13 
million. In connection with the acquisition, the Company recognized a $22 million non-cash gain from the deemed termination 
of the existing licensing arrangement. The gain is reported in “Other income /(expense), net” in the fiscal 2010 Consolidated 
Statements of Income. 

Marvel 
On December 31, 2009, the Company completed a cash and stock acquisition for the outstanding capital stock of Marvel 

Entertainment, Inc. (Marvel), a character-based entertainment company. This acquisition is consistent with the Company’s strategic 
value creation through utilization of intellectual properties across Disney’s multiple platforms and territories. 

The acquisition purchase price totaled $4.2 billion. In accordance with the terms of the acquisition, Marvel shareholders 
received $30 per share in cash and 0.7452 Disney shares for each Marvel share they owned. In total, the Company paid $2.4 billion 
in cash and distributed shares valued at $1.9 billion (approximately 59 million shares of Disney common stock at a price of $32.25). 

The Company is required to allocate the purchase price to tangible and identifiable intangible assets acquired and liabilities 
assumed based on their fair values. The excess of the purchase price over those fair values is recorded as goodwill. 



81

The following table summarizes our allocation of the purchase price: 

 
Estimated Fair 

Value 

Cash and cash equivalents $ 105
Accounts receivable and other assets 137
Film costs 304
Intangible assets 2,870

Goodwill 2,269

Total assets acquired 5,685

Accounts payable and other liabilities (320)
Deferred income taxes (1,033)
Noncontrolling interests (90)

 $ 4,242

Intangible assets primarily consist of character-based intellectual property with an estimated useful life of approximately 
40 years. 

The goodwill reflects the value to Disney from leveraging Marvel intellectual property across our distribution channels, taking 
advantage of Disney’s established global reach. The goodwill recorded as part of this acquisition is not amortizable for tax purposes. 

Goodwill 
The changes in the carrying amount of goodwill for the years ended September 29, 2012 and October 1, 2011 are as follows: 

 
Media 

Networks
Parks and 
Resorts

Studio 
Entertainment 

Consumer 
Products Interactive Total

Balance at October 2, 2010 $ 15,737 $ 171 $ 5,268 $ 1,805 $ 1,119 $ 24,100
Acquisitions 9 — — — 10 19
Dispositions (17) — — — — (17)

Other, net (1) 1 16 (8) 35 43

Balance at October 1, 2011 $ 15,728 $ 172 $ 5,284 $ 1,797 $ 1,164 $ 24,145
Acquisitions 434 — 431 — 179 1,044
Dispositions — — (1) (3) — (4)
Other, net (31) — (34) — (10) (75)

Balance at September 29, 2012 $ 16,131 $ 172 $ 5,680 $ 1,794 $ 1,333 $ 25,110

The carrying amount of goodwill at September 29, 2012, October 1, 2011, and October 2, 2010 includes accumulated 
impairments of $29 million at Interactive. 

4 Dispositions and Other Income /(Expense) 

Miramax 
On December 3, 2010, the Company sold Miramax Film NY, LLC (Miramax) for $663 million. Net proceeds which reflect 

closing adjustments, the settlement of related claims and obligations and Miramax’s cash balance at closing were $532 million, 
resulting in a pre-tax gain of $64 million, which is reported in “Other income /(expense), net” in the fiscal 2011 Consolidated 
Statement of Income. The book value of Miramax included $217 million of allocated goodwill that is not deductible for tax 
purposes. Accordingly, tax expense recorded in connection with the transaction was approximately $103 million resulting in a loss 
of $39 million after tax. 
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Other Dispositions 
The following dispositions occurred during fiscal 2011 and 2010: 
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in a pre-tax gain of $43 million 
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pre-tax gain of $27 million 

These gains are reported in “Other income /(expense), net” in the Consolidated Statements of Income. 

Other income /(expense) 

Other income /(expense) is as follows:

 2012 2011 2010 

Gain related to the acquisition of UTV $ 184 $ — $ — 
Lehman recovery 79 — — 
DLP debt charge (24 ) — — 
Gain on sale of Miramax — 64 — 
Gain on sale of Bass — 11 — 
Gain on sales of investments in television services in Europe — — 75 
Gain on sale of Power Rangers property — — 43 
Gain related to the acquisition of The Disney Store Japan — — 22 

Other income/(expense), net $ 239 $ 75 $ 140 

5 Investments

Investments consist of the following:

September 29, 
2012 

October 1, 
2011

Investments, equity basis $ 2,438 $ 2,052
Investments, other 285 383

 $ 2,723 $ 2,435

Investments, Equity Basis
A summary of combined financial information for equity investments is as follows: 

 2012 2011 2010

Results of Operations:    

Revenues $ 5,923 $ 5,529 $ 5,148

Net Income $ 1,528 $ 1,417 $ 1,166
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September 29, 

2012 
October 1, 

2011
October 2, 

2010

Balance Sheet    
Current assets $ 2,714 $ 3,123 $ 3,055
Non-current assets 5,674 5,430 5,643

 $ 8,388 $ 8,553 $ 8,698

Current liabilities $ 1,360 $ 1,488 $ 1,504
Non-current liabilities 3,531 1,013 1,039
Shareholders’ equity 3,497 6,052 6,155

 $ 8,388 $ 8,553 $ 8,698

Investments, Other
As of September 29, 2012 and October 1, 2011, the Company held $86 million and $183 million, respectively, of securities 

classified as available-for-sale, $163 million and $163 million, respectively, of non-publicly traded cost-method investments and $36 
million and $37 million, respectively, of investments in leveraged leases. 

In fiscal 2012, 2011 and 2010, the Company had no significant gains or losses on available-for-sale securities. 

In fiscal 2012, 2011 and 2010, the Company recorded non-cash charges of $11 million, $24 million, and $26 million, 
respectively, to reflect other-than-temporary losses in value of certain investments. 

6 International Theme Park Investments 

The Company has a 51% effective ownership interest in the operations of Disneyland Paris, a 48% ownership interest in the 
operations of Hong Kong Disneyland Resort and a 43% ownership interest in the operations of Shanghai Disney Resort, all of which 
are VIEs consolidated in the Company’s financial statements. See Note 2 for the Company’s policy on consolidating VIEs. 

The following tables present summarized balance sheet information for the Company as of September 29, 2012 and October 1, 
2011, reflecting the impact of consolidating the International Theme Parks balance sheets. 

 As of September 29, 2012

 

Before International 
Theme Parks 
Consolidation

International 
Theme Parks and 

Adjustments Total

Cash and cash equivalents $ 2,839 $ 548 $ 3,387

Other current assets 10,066 256 10,322

Total current assets 12,905 804 13,709
Investments/Advances 6,065 (3,342) 2,723
Fixed assets 17,005 4,507 21,512

Other assets 36,949 5 36,954

Total assets $ 72,924 $ 1,974 $ 74,898

 
Current portion of borrowings $ 3,614 $ — $ 3,614

Other current liabilities 8,742 457 9,199

Total current liabilities 12,356 457 12,813
Borrowings 10,430 267 10,697
Deferred income taxes and other long-term liabilities 9,325 105 9,430
Equity 40,813 1,145 41,958

Total liabilities and equity $ 72,924 $ 1,974 $ 74,898
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 As of October 1, 2011 

 

Before International 
Theme Parks 
Consolidation 

International 
Theme Parks and 

Adjustments Total

Cash and cash equivalents $ 2,407 $ 778 $ 3,185

Other current assets 10,323 249 10,572

Total current assets 12,730 1,027 13,757
Investments 3,791 (1,356) 2,435
Fixed assets 15,386 4,309 19,695
Other assets 36,137 100 36,237

Total assets $ 68,044 $ 4,080 $ 72,124

Current portion of borrowings $ 2,866 $ 189 $ 3,055

Other current liabilities 8,459 574 9,033

Total current liabilities 11,325 763 12,088

Borrowings 8,800 2,122 10,922
Deferred income taxes and other long-term liabilities 9,507 154 9,661
Equity 38,412 1,041 39,453

Total liabilities and equity $ 68,044 $ 4,080 $ 72,124

The following table presents summarized income statement information of the Company for the year ended September 29, 
2012, reflecting the impact of consolidating the International Theme Parks income statements. 

 

Before International 
Theme Parks 

Consolidation (1)

International 
Theme Parks and 

Adjustments Total

Revenues $ 40,051 $ 2,227 $ 42,278
Cost and expenses (31,321) (2,094) (33,415)
Restructuring and impairment charges (100) — (100)
Other income/(expense), net 265 (26) 239
Net interest expense (299) (70) (369)

Equity in the income of investees 647 (20) 627

Income before income taxes 9,243 17 9,260
Income taxes (3,068) (19) (3,087)

Net income $ 6,175 $ (2) $ 6,173

(1) These amounts include the International Theme Parks under the equity method of accounting. As such, royalty and management fee income 
from these operations is included in Revenues and our share of their net income/(loss) is included in Equity in the income of investees. There 
were $46 million in royalties and management fees recognized in fiscal year 2012.
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The following table presents summarized cash flow statement information of the Company for the year ended September 29, 
2012, reflecting the impact of consolidating the International Theme Parks cash flow statements. 

 

Before International 
Theme Parks 
Consolidation

International 
Theme Parks and 

Adjustments Total

Cash provided by operations $ 7,725 $ 241 $ 7,966
Investments in parks, resorts, and other property (3,143) (641) (3,784)
Cash (used in)/provided by other investing activities (2,745) 1,770 (975)
Cash used in financing activities (1,408) (1,577) (2,985)

Impact of exchange rates on cash and cash equivalents 3 (23) (20)

Increase in cash and cash equivalents 432 (230) 202
Cash and cash equivalents, beginning of year 2,407 778 3,185

Cash and cash equivalents, end of year $ 2,839 $ 548 $ 3,387

Disneyland Paris Refinancing
In September 2012, the Company provided Disneyland Paris with €1.3 billion ($1.7 billion) of intercompany financing, bringing 

the total financing provided to Disneyland Paris to €1.7 billion ($2.2 billion) as of September 29, 2012. Disneyland Paris used the 
new financing to repay its outstanding third-party bank debt. The Company recorded a net charge of $24 million on the repayment 
of the third-party bank debt. Certain of the financial and operating covenants, notably those related to capital expenditures and the 
payment of royalties and management fees due to the Company were eliminated. 

The Company also previously provided Disneyland Paris with lines of credit totaling €250 million ($323 million) which bear 
interest at EURIBOR. €100 million ($129 million) expires in 2014 and €150 million ($194 million) in 2018. As of September 29, 
2012, the line of credit has not been used. 

Hong Kong Disneyland Resort Capital Realignment 
In July 2009, the Company entered into a capital realignment and expansion plan for Hong Kong Disneyland Resort (HKDL) 

with the Government of the Hong Kong Special Administrative Region (HKSAR), HKDL’s majority shareholder. Key provisions of 
the plan include: 
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This was accompanied by conversion of an equal amount of the HKSAR loan to HKDL into equity.
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is currently scheduled to be completed in phases by 2013. The actual amount of equity contributions by the Company may 
differ depending on the actual final cost of the expansion and operating results of HKDL during the relevant timeframe. 
The HKSAR will convert an additional amount of its loan to HKDL equal to these contributions into equity, subject to 
a maximum conversion amount that would leave approximately HK $1.0 billion ($129 million at September 29, 2012 
exchange rates) of the HKSAR loan to HKDL outstanding. At September 29, 2012, the HKSAR loan to HKDL was 
$267 million. Through fiscal 2012, the Company has made equity contributions totaling $0.3 billion and HKSAR has 
converted an equal amount of its loan to HKDL to equity. The Company does not currently anticipate making additional 
equity contributions related to the capital realignment and expansion plan.

As a result of the above arrangement, the Company’s interest in HKDL has increased from 43% to 48%.

Shanghai Disney Resort 
On April 8, 2011, the Company and Shanghai Shendi (Group) Co., Ltd (Shendi) announced that the Chinese central government 

in Beijing had approved an agreement to build and operate Shanghai Disney Resort through a joint venture between the Company 
and Shendi, in which Shendi owns a 57% interest and the Company owns 43%. Shanghai Disney Resort is currently targeted to open 
by the end of calendar 2015. The project will be constructed in phases, and we expect the total investment to be approximately 24.5 
billion yuan to build the theme park and an additional 4.5 billion yuan to build other aspects of the resort, including two hotels and 
a retail, dining and entertainment area. 
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7 Film and Television Costs 

Film and Television costs are as follows: 

 
September 29, 

2012
October 1, 

2011

Theatrical film costs   
Released, less amortization $ 1,389 $ 1,580
Completed, not released 45 3
In-process 1,409 1,198

In development or pre-production 280 175

 3,123 2,956

Television costs
Released, less amortization 693 688
Completed, not released 268 259
In-process 242 231

In development or pre-production — —

 1,203 1,178

Television broadcast rights 891 897

 5,217 5,031
Less current portion 676 674

Non-current portion $ 4,541 $ 4,357

Based on management’s total gross revenue estimates as of September 29, 2012, approximately 76% of unamortized film 
and television costs for released productions (excluding amounts allocated to acquired film and television libraries) is expected 
to be amortized during the next three years. During fiscal year 2016, we expect an amortization level of 80% will be reached. 
Approximately $907 million of accrued participation and residual liabilities will be paid in fiscal year 2013. The Company expects 
to amortize, based on current estimates, approximately $1.1 billion in capitalized film and television production costs during 
fiscal 2013.

At September 29, 2012, acquired film and television libraries have remaining unamortized costs of $212 million, which are 
generally amortized straight-line over a weighted-average remaining period of approximately 8 years. 
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8 Borrowings 

The Company’s borrowings at September 29, 2012 and October 1, 2011, including the impact of interest rate and cross-currency 
swaps, are summarized below: 

   2012

    
Interest rate and 

Cross-Currency Swaps (2)   

 2012 2011

Stated 
Interest 
Rate (1)

Pay 
Floating

Pay 
Fixed

Effective 
Interest 
Rate (3)

Swap 
Maturities 

Commercial paper borrowings $ 2,050 $ 1,583 0.15% $ — $ — 0.15%
U.S. medium-term notes 10,117 8,400 3.80% 3,050 — 3.19% 2015-2018
European medium-term notes 90 91 1.65% 90 — 0.86% 2013
Other foreign currency denominated debt 1,225 1,020 2.53% 1,030 — 2.42% 2013
Capital Cities/ABC debt 112 114 8.75% — — 6.09%

Other (4) 450 458 — — — —
 14,044 11,666 3.17% 4,170 — 2.67%
Disneyland Paris (DLP) and Hong Kong 

Disneyland Resort (HKDL):
DLP – CDC loans — 1,440 — — — —
DLP – Other — 541 — — — —

HKDL – Borrowings 267 330 3.25% — — 2.97%

 267 2,311 — —

Total borrowings 14,311 13,977 3.17% 4,170 — 2.68%
Less current portion 3,614 3,055 1.22% 786 — 1.28%

Total long-term borrowings $ 10,697 $ 10,922 $ 3,384 $ —

(1) The stated interest rate represents the weighted-average coupon rate for each category of borrowings. For floating rate borrowings, interest 
rates are based upon the rates at September 29, 2012; these rates are not necessarily an indication of future interest rates. 

(2) Amounts represent notional values of interest rate and cross-currency swaps as of September 29, 2012. 

(3) The effective interest rate includes the impact of existing and terminated interest rate and cross-currency swaps on the stated rate of interest. 
Other adjustments to the stated interest rate such as purchase accounting adjustments and debt issuance discounts and costs did not have a 
material impact on the overall effective interest rate. 

(4) Includes market value adjustments for debt with qualifying hedges totaling $296 million and $284 million at September 29, 2012 and 
October 1, 2011, respectively.

Commercial Paper 
At September 29, 2012, the Company had $2.1 billion of commercial paper debt outstanding. In June 2012, the Company 

entered into a new five-year $2.25 billion bank facility with a syndicate of lenders which expires in 2017. This facility replaced an 
existing three-year $2.25 billion facility which was scheduled to expire in 2013, and in combination with an existing $2.25 billion 
bank facility that matures in 2015, is used to support commercial paper borrowings. These bank facilities allow for borrowings at 
LIBOR-based rates plus a spread depending on the credit default swap spread applicable to the Company’s debt, subject to a cap 
and floor that vary with the Company’s public rating. The spread above LIBOR can range from 0.26% to 1.93%. The Company also 
has the ability to issue up to $800 million of letters of credit under the facility expiring in February 2015, which if utilized, reduces 
available borrowings under this facility. As of September 29, 2012, $258 million of letters of credit had been issued of which none 
was issued under this facility. The Company’s bank facilities contain only one financial covenant, relating to interest coverage, 
which the Company met on September 29, 2012 by a significant margin. The Company’s bank facilities also specifically exclude 
certain entities, including the International Theme Parks, from any representations, covenants, or events of default.

Shelf Registration Statement 
At September 29, 2012, the Company had a shelf registration statement in place which allows the Company to issue various 

types of debt instruments, such as fixed or floating rate notes, U.S. dollar or foreign currency denominated notes, redeemable notes, 
global notes, and dual currency or other indexed notes. Issuances under the shelf registration will require the filing of a prospectus 
supplement identifying the amount and terms of the securities to be issued. Our ability to issue debt is subject to market conditions 
and other factors impacting our borrowing capacity. 
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U.S. Medium-Term Note Program 
At September 29, 2012, the total debt outstanding under the U.S. medium-term note program was $10.1 billion. The maturities 

of current outstanding borrowings range from 1 to 81 years and stated interest rates range from 0.15% to 7.55%. 

European Medium-Term Note Program 
At September 29, 2012, the Company had $90 million outstanding under a $4.0 billion European medium-term note program 

which provides for the issuance of various types of debt instruments such as fixed or floating rate notes, U.S. dollar or foreign 
currency denominated notes, redeemable notes and index linked or dual currency notes. The remaining capacity under the program 
is $3.9 billion, subject to market conditions and other factors impacting our borrowing capacity. The remaining capacity under the 
program replenishes as outstanding debt under the program is repaid. Outstanding borrowings under the program mature in 2013 
and are denominated in Japanese yen (JPY). 

Other Foreign Currency Denominated Debt 
In July 2012, the Company refinanced CAD 328 million ($334 million at September 29, 2012 exchange rate) borrowed in 

connection with the acquisition of Club Penguin Entertainment, Inc. in July 2007. This borrowing bears interest at the Canadian 
Dealer Offered Rate plus 0.83% (2.12% at September 29, 2012) and matures in 2017. 

In July 2008, the Company borrowed JPY 54 billion ($696 million at September 29, 2012 exchange rate). The loan bears 
interest at Japanese LIBOR plus 0.42% (0.61% at September 29, 2012) and matures in 2013. 

In September 2012, the Company refinanced certain UTV borrowings using term loans of 9.4 billion Indian rupees ($177 million 
at September 29, 2012 exchange rate), with stated interest rates that range from 9.15% to 10.15%, subject to revisions, and which 
mature in 2015. The Company also arranged for short-term credit facilities of 10.1 billion Indian rupees ($191 million at September 29, 
2012 exchange rate) which bear interest rates determined at the time of drawdown. The short-term credit facilities mature in 2013. 

Capital Cities/ABC Debt 
In connection with the Capital Cities/ABC, Inc. acquisition in 1996, the Company assumed various debt previously issued by 

Capital Cities/ABC, Inc. At September 29, 2012, the outstanding balance was $112 million, matures in 2021 and has a stated interest 
rate of 8.75%. 

Disneyland Paris Borrowings 
As of October 1, 2011, Disneyland Paris had outstanding borrowings of €1.1 billion ($1.4 billion) from Caisse des Dépôts et 

Consignations (CDC) and €398 million ($541 million) of debt to other third-party lenders. These borrowings had a weighted-
average stated interest rate of 4.6% and maturities through 2028. In September 2012, the Company provided Disneyland Paris with 
€1.3 billion ($1.7 billion) of financing which was used to repay its outstanding third-party bank debt, including the amounts owed to 
the CDC. The Company incurred a net charge of $24 million on the repayment of the third-party debt which is reported in “Other 
income/(expense), net” in the fiscal 2012 Consolidated Statement of Income. The repayment of Disneyland Paris third-party debt 
removed certain of the financial and operating covenants, notably those related to capital expenditures and the payment of royalties 
and management fees due to the Company. 

Hong Kong Disneyland Resort Borrowings 
Hong Kong Disneyland Resort has an unsecured loan facility of HK$2.1 billion ($267 million at September 29, 2012 exchange 

rate) from the HKSAR scheduled to mature on dates through September 12, 2030, however earlier repayment may occur depending 
on future operations and capital expenditures of the park. The interest rate on this loan is subject to biannual revisions, but is capped 
at an annual rate of 6.75% (until March 2014), 7.625% (until March 2022) and 8.50% (until September 2030). As of September 29, 
2012, the rate on the loans was 3.25%. The reduction in the balance outstanding reflects amounts converted to equity by HKSAR. 
See Note 6 for further details. 
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Total borrowings excluding market value adjustments, have the following scheduled maturities: 

Before International 
Theme Parks 
Consolidation 

International Theme 
Parks Total 

2013 $ 3,611 $ — $ 3,611 
2014 1,458 — 1,458 
2015 1,223 — 1,223 
2016 1,524 23 1,547 
2017 1,684 24 1,708 
Thereafter 4,248 220 4,468 

 $ 13,748 $ 267 $ 14,015 

The Company capitalizes interest on assets constructed for its parks, resorts, and other property and on theatrical productions. 
In 2012, 2011 and 2010, total interest capitalized was $92 million, $91 million and $82 million, respectively. Interest expense, net of 
capitalized interest, for 2012, 2011 and 2010 was $472 million, $435 million and $456 million, respectively. 

9 Income Taxes 

 2012 2011 2010 

Income Before Income Taxes    

Domestic (including U.S. exports) $ 8,105 $ 7,330 $ 6,074
Foreign subsidiaries 1,155 713 553

 $ 9,260 $ 8,043 $ 6,627

Income Tax Expense / (Benefit)    
Current    

Federal $ 1,975 $ 1,851 $ 1,530
State 227 272 236
Foreign 422 521 432

 2,624 2,644 2,198

Deferred    
Federal 465 147 307

State (2) (6) (191)

 463 141 116

 $ 3,087 $ 2,785 $ 2,314
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September 29, 

2012 
October 1, 

2011

Components of Deferred Tax Assets and Liabilities   
Deferred tax assets   

Accrued liabilities $ (3,034) $ (2,806)
Foreign subsidiaries (579) (566)
Equity-based compensation (160) (323)
Noncontrolling interest net operating losses (584) (554)

Other (361) (386)

Total deferred tax assets (4,718) (4,635)

Deferred tax liabilities   
Depreciable, amortizable and other property 4,924 4,959 
Licensing revenues 336 301 
Leveraged leases 33 38 
Other 100 136 

Total deferred tax liabilities 5,393 5,434 

Net deferred tax liability before valuation allowance 675 799 
Valuation allowance 811 580 

Net deferred tax liability $ 1,486 $ 1,379 

The valuation allowance principally relates to tax attributes of $193 million acquired with UTV and a $584 million deferred 
tax asset for the noncontrolling interest share of net operating losses at the International Theme Parks. The ultimate recognition 
of the noncontrolling interest share of the net operating losses, which have an indefinite carryforward period, would not have an 
impact on net income attributable to Disney as any income tax benefit would be offset by a charge to noncontrolling interests in the 
income statement. 

As of September 29, 2012, the Company had undistributed earnings of foreign subsidiaries of approximately $566 million for 
which deferred taxes have not been provided. The Company intends to reinvest these earnings for the foreseeable future. If these 
amounts were distributed to the United States, in the form of dividends or otherwise, the Company would be subject to additional 
U.S. income taxes. Assuming the permanently reinvested foreign earnings were repatriated under laws and rates applicable at 2012 
fiscal year end, the incremental federal tax applicable to the earnings would be approximately $150 million. 

A reconciliation of the effective income tax rate to the federal rate is as follows: 

 
2012 2011 2010 

Federal income tax rate 35.0 % 35.0 % 35.0 %
State taxes, net of federal benefit 2.0 2.1 2.6 
Domestic production activity deduction (2.5 ) (2.3 ) (1.7 )
Other, including tax reserves and related interest (1.2 ) (0.2 ) (1.0 )

 33.3 % 34.6 % 34.9 %

The deduction for qualifying domestic production activities is six percent of qualifying net income for fiscal 2008 through 
2010 and nine percent for fiscal 2011 and thereafter. Our tax provisions for fiscal years 2012, 2011 and 2010 reflect benefits of $229 
million, $183 million and $111 million, respectively, resulting from this deduction. 
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A reconciliation of the beginning and ending amount of gross unrecognized tax benefits, excluding the related accrual for 
interest, is as follows: 

 2012 2011 2010

Balance at the beginning of the year $ 718 $ 680 $ 686 
Increases for current year tax positions 85 75 58 
Increases for prior year tax positions 26 41 141 
Decreases in prior year tax positions (68 ) (17 ) (192 )
Settlements with taxing authorities (93 ) (61 ) (13)

Balance at the end of the year $ 668 $ 718 $ 680 

The year-end 2012, 2011 and 2010 balances include $452 million, $480 million, and $473 million, respectively, that if 
recognized, would reduce our income tax expense and effective tax rate. These amounts are net of the offsetting benefits from other 
tax jurisdictions. 

As of the end of fiscal 2012, 2011 and 2010, the Company had $209 million, $175 million and $163 million, respectively, in 
accrued interest and penalties related to unrecognized tax benefits. During 2012, 2011 and 2010, the Company accrued additional 
interest of $25 million, $17 million and $28 million, respectively, and recorded reductions in accrued interest of $12 million, 
$13 million and $7 million, respectively, as a result of audit settlements and other prior-year adjustments. The Company’s policy is 
to report interest and penalties as a component of income tax expense. 

During the current year, the Company resolved various refund claims and other matters with tax authorities. The Company is 
also subject to U.S. federal, state and local and foreign tax audits. The Company is no longer subject to U.S. federal examination for 
years prior to 2008. The Company is no longer subject to examination in any of its major state or foreign tax jurisdictions for years 
prior to 2003. 

In the next twelve months, it is reasonably possible that our unrecognized tax benefits could change due to the resolution of tax 
matters, including payments on the tax matters discussed above. These resolutions and payments could reduce our unrecognized tax 
benefits by $81 million. 

In fiscal 2012, 2011 and 2010, income tax benefits attributable to equity-based compensation transactions exceeded the amounts 
recorded based on grant date fair value. Accordingly, $120 million, $109 million and $61 million were credited to shareholders’ 
equity, respectively in these years. 

10 Pension and Other Benefit Programs 

The Company maintains pension and postretirement medical benefit plans covering most of its employees not covered by union 
or industry-wide plans. Employees generally hired after January 1, 1987 for certain of our media businesses and other employees 
generally hired after January 1, 1994 are not eligible for postretirement medical benefits. Pension benefits are generally based on 
years of service and/or compensation. 

In fiscal 2011, the Company substantially amended its salaried employees pension plans with respect to benefits earned for 
service after December 31, 2011. The Company reduced the vesting requirement from five years of vesting service to three years 
of vesting service, revised the early retirement reduction factors and excluded employees hired after December 31, 2011 from plan 
participation. In addition, the percentage of average monthly compensation on which salary-related benefits are based was reduced 
while overtime, commissions and regular bonus amounts were added to the calculation of average monthly compensation received 
after December 31, 2011 to the extent those elements of compensation were not previously included. 
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The following chart summarizes the benefit obligations, assets, funded status and balance sheet impacts associated with the 
pension and postretirement medical benefit plans based upon the actuarial valuations prepared as of September 29, 2012 and 
October 1, 2011. 

 Pension Plans Postretirement Medical Plans 

 
September 29,  

2012 
October 1,  

2011 
September 29,  

2012 
October 1,  

2011 

Projected benefit obligations     
Beginning obligations $ (9,481 ) $ (8,084 ) $ (1,578 ) $ (1,280 )
Service cost (278 ) (293 ) (21 ) (18 )
Interest cost (440 ) (411 ) (74 ) (66 )
Actuarial (loss) / gain (1,635 ) (919 ) (107 ) (242 )
Plan amendments and other 51 8 — — 
Benefits paid 253 218 32 28 

Ending obligations $ (11,530 ) $ (9,481 ) $ (1,748 ) $ (1,578 )

Fair value of plans’ assets     
Beginning fair value $ 6,551 $ 5,684 $ 302 $ 311 
Actual return on plan assets 972 188 48 11 
Contributions 833 926 72 9 
Benefits paid (253 ) (218 ) (32 ) (28 )
Expenses and other (54 ) (29 ) (2 ) (1 )

Ending fair value $ 8,049 $ 6,551 $ 388 $  302 

Underfunded status of the plans $ (3,481 ) $ (2,930 ) $ (1,360 ) $ (1,276 )

Amounts recognized in the balance sheet     
Non-current assets $ 27 $ 50 $ — $ — 
Current liabilities (24 ) (18 ) (16 ) (15 )
Non-current liabilities (3,484 ) (2,962 ) (1,344 ) (1,261 )

 $ (3,481) $ (2,930 ) $ (1,360 ) $ (1,276 )

The components of net periodic benefit cost are as follows: 

 Pension Plans Postretirement Medical Plans 

2012 2011 2010 2012 2011 2010

Service costs $ 278 $ 293 $ 263 $ 21 $ 18 $ 21
Interest costs 440 411 396 74 66 70
Expected return on plan assets (514) (440) (415) (23) (24) (26)
Amortization of prior year service costs 12 14 14 (2) (1) (2)
Recognized net actuarial (gain)/loss 309 230 154 31 9 7

Net periodic benefit cost $ 525 $ 508 $ 412 $ 101 $ 68 $ 70
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Key assumptions are as follows:
 Pension Plans Postretirement Medical Plans
 2012 2011 2010 2012 2011 2010 

Discount rate 3.85% 4.75% 5.25% 3.85% 4.75% 5.25%
Rate of return on plan assets 7.75% 7.75% 7.75% 7.75% 7.75% 7.75%
Rate of salary increase 4.00% 4.00% 4.00% n/a n/a n/a
Year 1 increase in cost of benefits n/a n/a n/a 7.50% 8.00% 8.25%
Rate of increase to which the cost of benefits 

is assumed to decline (the ultimate trend rate) n/a n/a n/a 4.50% 4.50% 4.75%
Year that the rate reaches the ultimate trend rate n/a n/a n/a 2026 2025 2022

Net periodic benefit cost is based on assumptions determined at the prior-year end measurement date. 

Accumulated other comprehensive loss, before tax, as of September 29, 2012 consists of the following amounts that have not yet 
been recognized in net periodic benefit cost: 

 Pension Plans 
Postretirement 
Medical Plans Total 

Unrecognized prior service (cost) / credit $ (28) $ 5 $ (23)

Unrecognized net actuarial loss (4,631) (458) (5,089)

Total amounts included in accumulated other comprehensive loss (4,659) (453) (5,112)
Prepaid / (accrued) pension cost 1,178 (907) 271

Net balance sheet liability $ (3,481) $ (1,360) $ (4,841)

Amounts included in accumulated other comprehensive loss, before tax, as of September 29, 2012 that are expected to be 
recognized as components of net periodic benefit cost during fiscal 2013 are: 

 Pension Plans
Postretirement  
Medical Plans Total 

Prior service (cost) / credit $ (10) $ 2 $ (8)
Net actuarial loss (418) (40) (458)

Total $ (428) $ (38) $ (466)

Plan Funded Status 
The projected benefit obligation, accumulated benefit obligation and aggregate fair value of plan assets for pension plans 

with accumulated benefit obligations in excess of plan assets were $10.6 billion, $9.8 billion and $7.1 billion, respectively, as of 
September 29, 2012 and $8.7 billion, $8.1 billion and $5.7 billion as of October 1, 2011, respectively. 

For pension plans with projected benefit obligations in excess of plan assets, the projected benefit obligation and aggregate fair 
value of plan assets were $10.6 billion and $7.1 billion, respectively, as of September 29, 2012 and $8.7 billion and $5.7 billion as of 
October 1, 2011, respectively. 

The Company’s total accumulated pension benefit obligations at September 29, 2012 and October 1, 2011 were $10.7 billion and 
$8.8 billion, respectively, of which 97% for both years was vested. 

The accumulated postretirement medical benefit obligations and fair value of plan assets for postretirement medical plans with 
accumulated postretirement medical benefit obligations in excess of plan assets were $1.7 billion and $0.4 billion, respectively, at 
September 29, 2012 and $1.6 billion and $0.3 billion, respectively, at October 1, 2011. 
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Plan Assets 
A significant portion of the assets of the Company’s defined benefit plans are managed on a commingled basis in a third-party 

master trust. The investment policy and allocation of the assets in the master trust were approved by the Company’s Investment and 
Administrative Committee which has oversight responsibility for the Company’s retirement plans. The investment policy ranges for 
the major asset classes are as follows: 

Asset Class Minimum Maximum 

Equity investments   
Small cap 0% 10%
Mid/Large cap 15% 30%
International 7% 37%

Total equity investments 31% 60%

Fixed income investments 20% 40%

Alternative investments
Diversified 0% 10%
Distressed 0% 10%
Private equity/Venture capital 0% 12%
Real estate 0% 15%
Commodity 0% 10%

Total alternative investments 15% 30%

Cash 0% 10%

The primary investment objective for the assets within the master trust is the prudent and cost effective management of assets 
to satisfy benefit obligations to plan participants. Financial risks are managed through diversification of plan assets, selection 
of investment managers and through the investment guidelines incorporated in investment management agreements. Assets are 
monitored to ensure that investment returns are commensurate with risks taken. 

The long-term asset allocation policy for the master trust was established taking into consideration a variety of factors that 
include, but are not limited to, the average age of participants, the number of retirees, the duration of liabilities and the expected 
payout ratio. Liquidity needs of the master trust are generally managed using cash generated by investments or by liquidating 
securities. 

Assets are generally managed by external investment managers and we have investment management agreements with respect 
to securities in the master trust. These agreements include account guidelines that establish permitted securities and risk controls 
commensurate with the account’s investment strategy. Some agreements permit the use of derivative securities (futures, options, 
interest rate swaps, credit default swaps) that enable investment managers to enhance returns and manage exposures within their 
accounts. Investment managers are prohibited from using derivatives to leverage returns. 

Fair Value Measurements of Plan Assets 
Fair value is defined as the amount that would be received for selling an asset or paid to transfer a liability in an orderly 

transaction between market participants. The Company’s defined benefit plan assets carried at fair value are classified in the 
following categories: 
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Following is a description of the valuation methodologies used for assets reported at fair value. There have been no changes in 
the methodologies used at September 29, 2012 and October 1, 2011. 

Level 1 investments are valued based on observable market prices on the last trading day of the year. Investments in common 
and preferred stocks are valued based on the securities exchange-listed price or a broker’s quote in an active market. Investments in 
U.S. Treasury securities are valued based on a broker’s quote in an active market. 

Level 2 investments in certain government and federal agency bonds, mortgage-backed and asset-backed securities, and 
corporate bonds are valued using a broker’s quote in a non-active market or an evaluated price based on a compilation of reported 
market information, such as benchmark yield curves, credit spreads and estimated default rates. Derivative financial instruments 
are valued based on models that incorporate observable inputs for the underlying securities, such as interest rates. Shares in money 
market and mutual funds are valued at the net asset value of the shares held by the Plan at year-end based on the fair value of the 
underlying investments. 

Level 3 investments primarily consist of investments in limited partnerships, which are valued based on the master trust’s 
pro-rata share of partnership holdings as of year-end. The fair values of the underlying investments are estimated using significant 
unobservable inputs (e.g., discounted cash flow models or relative valuation methods that incorporate comparable market 
information such as earnings and cash flow multiples from similar publicly traded companies or real estate properties). 

The Company’s defined benefit plan assets measured at fair value are summarized by level in the following tables: 

 At September 29, 2012 

Description Level 1 Level 2 Level 3 Total 
Plan Asset 

Mix
Equities:      

 Small cap $ 93 $ — $ — $ 93 1%
 Mid cap 261 — — 261 3%
 Large cap (1) 1,485 — — 1,485 18%
 International 1,096 450 — 1,546 18%

Fixed income
 Corporate bonds — 736 — 736 9%
 Government and federal agency bonds, 

 notes and mortgage-backed securities 827 910 — 1,737 21%
 Mortgage and asset-backed securities — 212 — 212 3%

Alternative investments
 Diversified 83 282 179 544 6%
 Distressed — — 194 194 2%
 Private equity — — 545 545 6%
 Venture capital — — 78 78 1%
 Real estate — — 328 328 4%

Derivatives and other, net — 11 — 11 —%
Cash 95 572 — 667 8%

Total $ 3,940 $ 3,173 $ 1,324 $ 8,437 100%
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 At October 1, 2011

Description Level 1 Level 2 Level 3 Total
Plan Asset 

Mix

Equities:    
 Small cap $ 35 $ 196 $ — $ 231 3%
 Mid cap 208 — — 208 3%
 Large cap (1) 707 267 — 974 14%
 International 1,162 260 — 1,422 21%

Fixed income
 Corporate bonds — 673 — 673 10%
 Government and federal agency bonds, 

 notes and mortgage-backed securities 440 989 — 1,429 21%
 Mortgage and asset-backed securities 2 241 — 243 4%

Alternative investments
 Diversified 63 298 171 532 8%
 Distressed — — 228 228 3%
 Private equity — — 492 492 7%
 Venture capital — — 75 75 1%
 Real estate — — 263 263 4%

Derivatives and other, net — 10 — 10 —%
Cash 23 50 — 73 1%

Total $ 2,640 $ 2,984 $ 1,229 $ 6,853 100%

(1) Large cap domestic equities include 2.8 million shares of Company common stock valued at $147 million (2% of total plan assets) and $85 
million (1% of total plan assets) at 2012 and 2011, respectively. 

Changes in Level 3 assets for the years ended September 29, 2012 and October 1, 2011 are as follows: 

 Alternative Investments 

 Diversified Distressed 
Private 
Equity 

Venture 
Capital 

Real 
Estate Total 

Balance at October 2, 2010 $ 166 $ 196 $ 377 $ 59 $ 179 $ 977

Additions 7 34 148 10 66 265
Distributions (6) (24) (66) (3) (21) (120)

Unrealized Gain (Loss) 4 22 33 9 39 107

Balance at October 1, 2011 $ 171 $ 228 $ 492 $ 75 $ 263 $ 1,229

Additions 1 19 111 10 75 216
Distributions (2) (52) (65) (3) (20) (142)
Unrealized Gain (Loss) 9 (1) 7 (4) 10 21

Balance at September 29, 2012 $ 179 $ 194 $ 545 $ 78 $ 328 $ 1,324

Uncalled Capital Commitments 
Alternative investments held by the master trust include interests in limited partnerships that have rights to make capital calls to 

the limited partner investors. In such cases, the master trust would be contractually obligated to make a cash capital contribution to 
the limited partnership at the time of a capital call. At September 29, 2012, the total committed capital still uncalled and unpaid was 
$512 million. 

Plan Contributions 
During fiscal 2012, the Company made contributions to its pension and postretirement medical plans totaling $905 million, 

which included discretionary contributions above the minimum requirements for pension plans. The Company currently expects 
pension and postretirement medical plan contributions in fiscal 2013 to total approximately $425 million to $475 million. Final 
minimum funding requirements for fiscal 2013 will be determined based on our January 1, 2013 funding actuarial valuation which 
will be available by the end of the fourth quarter of fiscal 2013. 
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Estimated Future Benefit Payments 
The following table presents estimated future benefit payments for the next ten fiscal years: 

 
Pension 
Plans

Postretirement 
Medical Plans (1)

2013 $ 373 $ 43
2014 333 46
2015 358 49
2016 382 52
2017 416 56
2018 – 2022 2,463 349

(1)  Estimated future benefit payments are net of expected Medicare subsidy receipts of $70 million. 

Assumptions 
Actuarial assumptions, such as the discount rate, long-term rate of return on plan assets and the healthcare cost trend rate, have 

a significant effect on the amounts reported for net periodic benefit cost as well as the related benefit obligations. 

Discount Rate — The assumed discount rate for pension and postretirement medical plans reflects the market rates for high-
quality corporate bonds currently available. The Company’s discount rate was determined by considering the average of pension 
yield curves constructed of a large population of high quality corporate bonds. The resulting discount rate reflects the matching of 
plan liability cash flows to the yield curves. 

Long-term rate of return on plan assets — The long-term rate of return on plan assets represents an estimate of long-term 
returns on an investment portfolio consisting of a mixture of equities, fixed income and alternative investments. When determining 
the long-term rate of return on plan assets, the Company considers long-term rates of return on the asset classes (both historical and 
forecasted) in which the Company expects the pension funds to be invested. The following long-term rates of return by asset class 
were considered in setting the long-term rate of return on plan assets assumption: 

Equity Securities 9% – 12%
Debt Securities 4% – 6%
Alternative Investments 6% – 13%

Healthcare cost trend rate — The Company reviews external data and its own historical trends for healthcare costs to 
determine the healthcare cost trend rates for the postretirement medical benefit plans. For the 2012 actuarial valuation, we assumed 
a 7.50% annual rate of increase in the per capita cost of covered healthcare claims with the rate decreasing in even increments over 
fourteen years until reaching 4.50%. 

Sensitivity — A one percentage point (ppt) change in the key assumptions would have had the following effects on the projected 
benefit obligations for pension and postretirement medical plans as of September 29, 2012 and on cost for fiscal 2013: 

 Discount Rate 

Expected 
Long-Term 

Rate of  
Return 

On Assets 
Assumed Healthcare 

Cost Trend Rate 

Increase/(decrease)
Benefit 
Expense 

Projected 
Benefit 

Obligations 
Benefit 
Expense 

Net Periodic 
Postretirement  
Medical Cost 

Projected 
Benefit 

Obligations 

1 ppt decrease $ 265 $ 2,297 $ 82 $ (41 ) $ (254 )
1 ppt increase (226 ) (1,955 ) (82 ) 57 318 
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Multiemployer Pension Plans 
The Company participates in a number of multiemployer pension plans under union and industry-wide collective bargaining 

agreements that cover our union-represented employees and expenses its contributions to these plans as incurred. These plans 
generally provide for retirement, death and/or termination benefits for eligible employees within the applicable collective bargaining 
units, based on specific eligibility/participation requirements, vesting periods and benefit formulas. The risks of participating in 
these multiemployer plans are different from single-employer plans in the following respects: 
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participating employers.

�� If a participating employer stops contributing to the multiemployer plan, the unfunded obligations of the plan may become 
the obligation of the remaining participating employers.
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those plans an amount based on the underfunded status of the plan, referred to as a withdrawal liability. 

The Company also participates in several multiemployer health and welfare plans that cover both active and retired employees. 
Health care benefits are provided to participants who meet certain eligibility requirements as covered under the applicable collective 
bargaining unit. 

The following table sets forth our fiscal year contributions to multiemployer pension plans and multiemployer health and 
welfare plans that were expensed during the fiscal years 2012, 2011 and 2010, respectively. 

 2012 2011 2010 

Pension plans $ 91 $ 86 $ 80 
Health & welfare plans 140 119 117 

Total contributions $ 231 $ 205 $ 197 

Defined Contribution Plans 
The Company has savings and investment plans that allow eligible employees to allocate up to 50% of their salary through 

payroll deductions depending on the plan in which the employee participates. The Company matches 50% of the employee’s pre-
tax contribution up to plan limits. Effective January 1, 2012, the Company adopted new defined contribution retirement plans for 
employees who begin service after December 31, 2011 and are not eligible to participate in the defined benefit pension plans. In 
general, the Company contributes from 3% to 9% of an employee’s compensation depending on the employee’s age and years of 
service with the Company up to plan limits. In fiscal 2012, 2011 and 2010, the costs of these plans were $63 million, $59 million 
and $54 million, respectively. 

11 Equity 

As of the filing date of this report, the Board of Directors had not yet declared a dividend related to fiscal 2012. The Company 
paid a $0.60 per share dividend ($1.1 billion) during the second quarter of fiscal 2012 related to fiscal 2011. The Company paid a 
$0.40 per share dividend ($756 million) during the second quarter of fiscal 2011 related to fiscal 2010. The Company paid a $0.35 
per share dividend ($653 million) during the second quarter of fiscal 2010 related to fiscal 2009. 

During fiscal 2012, the Company repurchased 72 million shares of its common stock for approximately $3.0 billion. During 
fiscal 2011, the Company repurchased 135 million shares of its common stock for approximately $5.0 billion. During fiscal 2010, 
the Company repurchased 80 million shares of Disney common stock for $2.7 billion. On March 22, 2011, the Company’s Board of 
Directors increased the amount of shares that can be repurchased to 400 million shares as of that date. As of September 29, 2012, 
the Company had remaining authorization in place to repurchase 232 million additional shares. The repurchase program does not 
have an expiration date. 
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The following table summarizes the changes in each component of accumulated other comprehensive loss, net of tax(1) in 
Disney’s shareholders’ equity: 

 
Market Value Adjustments

Unrecognized 
Pension and Post- 

retirement 
Medical Expense 

Foreign 
Currency 

Translation 
and Other 

Accumulated 
Other 

Comprehensive 
Income, net of tax Investments

Cash Flow 
Hedges

Balance at Oct 3, 2009 $ (2 ) $ 20 $ (1,767) $ 105 $ (1,644)

Unrealized gains (losses) arising 
during the period 8 (118) (208) (25) (343)

Reclassifications of realized net 
(gains) losses to net income 1 (4) 109 — 106

Balance at Oct 2, 2010 7 (102) (1,866) 80 (1,881)

Unrealized gains (losses) arising 
during the period 2 (72) (915) (37) (1,022)

Reclassifications of realized net 
(gains) losses to net income (3 ) 120 156 — 273

Balance at Oct 1, 2011 6 (54) (2,625) 43 (2,630)

Unrealized gains (losses) arising 
during the period 4 38 (829) (60) (847)

Reclassifications of realized net 
(gains) losses to net income (7 ) (36) 220 34 211

Balance at Sept 29, 2012 $ 3 $ (52) $ (3,234) $ 17 $ (3,266)

(1) Accumulated other comprehensive income (loss) and components of other comprehensive income (loss) are recorded net of tax using a 37% 
estimated statutory tax rate. 

12 Equity-Based Compensation 

Under various plans, the Company may grant stock options and other equity-based awards to executive, management, and 
creative personnel. The Company’s approach to long-term incentive compensation contemplates awards of stock options and 
restricted stock units (RSUs). Certain RSUs awarded to senior executives vest based upon the achievement of market and/or 
performance conditions (Performance RSUs). 

Stock options are generally granted at exercise prices equal to or exceeding the market price at the date of grant and become 
exercisable ratably over a four-year period from the grant date. The following table summarizes contractual terms for our stock 
option grants: 

Grant dates Contractual Term 

Prior to January 2005 10 years
January 2005 through December 2010 7 years
After December 2010 10 years

At the discretion of the Compensation Committee of the Company’s Board of Directors, options can occasionally extend up to 
15 years after date of grant. 
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The following table summarizes vesting terms for our RSUs: 

Grant dates Vesting Terms

RSUs:  
Prior to January 2009 50% on each of the second and fourth anniversaries of the 

grant date

Effective January 2009 Ratably over four years

Performance RSUs:  
Prior to January 2010 50% on each of the second and fourth anniversaries of 

the grant date subject to achieving market and/or 
performance conditions

Effective January 2010 Fully after three years, subject to achieving market and/or 
performance conditions

Starting March 2009 for our primary plan, each share granted subject to a stock option award reduces the number of shares 
available by one share while each share granted subject to a RSU award reduces the number of shares available by two shares. In 
March 2011, shareholders of the Company approved the 2011 Stock Incentive Plan, which increased the number of shares authorized 
to be awarded as grants by 64 million shares. In March 2012, shareholders of the Company approved an amendment to the 2011 
Stock Incentive Plan, which increased the number of shares authorized to be awarded as grants by an incremental 15 million shares. 
As of September 29, 2012, the maximum number of shares available for issuance (assuming all the awards are in the form of stock 
options) was approximately 133 million shares and the number available for issuance assuming all awards are in the form of RSUs 
was approximately 67 million shares. The Company satisfies stock option exercises and vesting of RSUs with newly issued shares. 
Stock options and RSUs are generally forfeited by employees who terminate prior to vesting. 

Each year, during the second quarter, the Company awards stock options and restricted stock units to a broad-based group of 
management and creative personnel. The fair value of options is estimated based on the binomial valuation model. The binomial 
valuation model takes into account variables such as volatility, dividend yield, and the risk-free interest rate. The binomial valuation 
model also considers the expected exercise multiple (the multiple of exercise price to grant price at which exercises are expected to 
occur on average) and the termination rate (the probability of a vested option being cancelled due to the termination of the option 
holder) in computing the value of the option. 

In fiscal years 2012, 2011 and 2010, the weighted average assumptions used in the option-valuation model were as follows: 

 2012 2011 2010

Risk-free interest rate 2.0% 3.2% 3.5%
Expected volatility 31% 28% 32%
Dividend yield 1.56% 1.15% 1.41%
Termination rate 2.7% 2.5% 2.5%
Exercise multiple 1.41 1.40 1.40 

Although the initial fair value of stock options is not adjusted after the grant date, changes in the Company’s assumptions 
may change the value of, and therefore the expense related to, future stock option grants. The assumptions that cause the greatest 
variation in fair value in the binomial valuation model are the expected volatility and expected exercise multiple. Increases 
or decreases in either the expected volatility or expected exercise multiple will cause the binomial option value to increase or 
decrease, respectively. 

The volatility assumption considers both historical and implied volatility and may be impacted by the Company’s performance 
as well as changes in economic and market conditions. 
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Compensation expense for RSUs and stock options is recognized ratably over the service period of the award. Compensation 
expense for RSUs is based on the market price of the shares underlying the awards on the grant date. Compensation expense for 
Performance RSUs reflects the estimated probability that the market and/or performance conditions will be met. Effective January 
2010, equity-based award grants generally provide continued vesting, in the event of termination, for employees that reach age 60 or 
greater, have at least ten years of service and have held the award for at least one year.

The impact of stock options/rights and RSUs on income for fiscal 2012, 2011 and 2010 was as follows: 

 2012 2011 2010

Stock option/rights compensation expense (1) $ 115 $ 133 $ 142 

RSU compensation expense 310 300 249 

Total equity-based compensation expense (2) 425 433 391 

Tax impact (145 ) (151 ) (145 )

Reduction in net income $ 280 $ 282 $ 246 

Equity-based compensation expense capitalized during the period $ 56 $ 66 $ 79 

Tax benefit reported in cash flow from financing activities $ 122 $ 124 $ 76 

(1)  Includes stock appreciation rights issued in connection with the acquisition of Playdom 
(2)  Equity-based compensation expense is net of capitalized equity-based compensation and excludes amortization of previously capitalized 

equity-based compensation costs. Amortization of previously capitalized equity-based compensation totaled $59 million, $57 million and 
$131 million in fiscal 2012, 2011 and 2010, respectively. 

The following table summarizes information about stock option transactions (shares in millions): 

 2012 

 Shares

Weighted  
Average 

Exercise Price 

Outstanding at beginning of year 82 $ 29.20 
Awards forfeited (3 ) 31.39 
Awards granted 11 39.13 
Awards exercised (36 ) 27.77 
Awards expired/cancelled — — 
Outstanding at end of year 54 32.02 
Exercisable at end of year 26 28.82 

The following tables summarize information about stock options vested and expected to vest at September 29, 2012 (shares in millions):

 Vested 
Range of
Exercise
Prices

Number of 
Options 

Weighted 
Average 

Exercise Price 

Weighted Average 
Remaining Years 

of Contractual Life 

$0   — $20 2 $ 18.07 2.1 
$21 — $25 5 22.72 2.2 
$26 — $30 10 28.99 2.6 
$31 — $35 8 33.17 3.1 
$36 — $45 1 39.63 8.3

 26   
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 Expected to Vest
Range of
Exercise
Prices

Number of 
Options (1)

Weighted 
Average 

Exercise Price 

Weighted Average 
Remaining Years 

of Contractual Life 

$0   — $25 2 $ 20.78 3.3 
$26 — $30 3 28.61 3.1 
$31 — $35 4 31.18 7.3 
$36 — $40 14 39.12 8.9 
$41 — $50 1 46.28 9.6 

24

(1)  Number of options expected to vest is total unvested options less estimated forfeitures. 

The following table summarizes information about RSU transactions (shares in millions): 

 2012 

 Units

Weighted 
Average 

Grant-Date  
Fair Value

Unvested at beginning of year 32 $ 32.34 
Granted 10 39.39 
Vested (12 ) 30.63 
Forfeited (3 ) 32.80 

Unvested at end of year 27 35.49 

RSU grants totaled 10 million, 13 million, and 15 million in 2012, 2011 and 2010, respectively, and include 0.6 million shares, 
0.4 million shares and 0.4 million shares of Performance RSUs in 2012, 2011 and 2010, respectively. Approximately 2.4 million of 
the unvested RSUs as of September 29, 2012 are Performance RSUs. 

The weighted average grant-date fair values of options granted during 2012, 2011, and 2010 were $10.65, $10.96, and $9.43, 
respectively. The total intrinsic value (market value on date of exercise less exercise price) of options exercised and RSUs vested 
during 2012, 2011, and 2010 totaled $1,033 million, $969 million, and $830 million, respectively. The aggregate intrinsic values of 
stock options vested and expected to vest at September 29, 2012 were $614 million and $424 million, respectively. 

As of September 29, 2012, there was $158 million of unrecognized compensation cost related to unvested stock options and 
$573 million related to unvested RSUs. That cost is expected to be recognized over a weighted-average period of 1.7 years for stock 
options and 1.7 years for RSUs. 

Cash received from option exercises for 2012, 2011 and 2010 was $1,008 million, $1,128 million, and $1,133 million, 
respectively. Tax benefits realized from tax deductions associated with option exercises and RSU activity for 2012, 2011 and 2010 
totaled $360 million, $342 million, and $290 million, respectively. 
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13 Detail of Certain Balance Sheet Accounts 

 
September 29,  

2012 
October 1,  

2011 

Current receivables   
Accounts receivable $ 6,313 $ 5,947
Other 388 496
Allowance for doubtful accounts (161) (261)

 $ 6,540 $ 6,182

Other current assets
Prepaid expenses $ 469 $ 449
Other 335 185

 $ 804 $ 634

Parks, resorts and other property, at cost
Attractions, buildings and improvements $ 19,678 $ 17,662
Leasehold improvements 696 650
Furniture, fixtures and equipment 14,317 13,476

Land improvements 3,891 3,727

 38,582 35,515
Accumulated depreciation (20,687) (19,572)
Projects in progress 2,453 2,625
Land 1,164 1,127

 $ 21,512 $ 19,695

Intangible assets
Copyrights and other character intangibles $ 3,197 $ 3,202
Other amortizable intangible assets 603 501

Accumulated amortization (745) (542)

Net amortizable intangible assets 3,055 3,161
FCC licenses 722 722
Trademarks 1,218 1,218
Other indefinite lived intangible assets 20 20

 $ 5,015 $ 5,121

Other non-current assets
Receivables $ 1,645 $ 1,683
Prepaid expenses 194 177
Other 449 754

 $ 2,288 $ 2,614

Accounts payable and other accrued liabilities
Accounts payable $ 4,619 $ 4,546
Payroll and employee benefits 1,521 1,468
Other 253 348

 $ 6,393 $ 6,362

Other long-term liabilities
Deferred revenues $ 220 $ 233
Capital lease obligations 284 288
Program licenses and rights 59 99
Participation and residual liabilities 348 342
Pension and postretirement medical plan liabilities 4,828 4,223
Other (1) 1,440 1,610

 $ 7,179 $ 6,795

(1) Includes unrecognized tax benefits. 
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14 Commitments and Contingencies 

Commitments 
The Company has various contractual commitments for broadcast rights for sports, feature films and other programming, 

aggregating to approximately $42.8 billion, including approximately $0.6 billion for available programming as of September 29, 
2012, and approximately $40.7 billion related to sports programming rights, primarily NFL, college football (including college 
bowl games) and basketball conferences, NBA, NASCAR, and MLB. 

The Company has entered into operating leases for various real estate and equipment needs, including retail outlets and 
distribution centers for consumer products, broadcast equipment, and office space for general and administrative purposes. Rental 
expense for operating leases during fiscal 2012, 2011, and 2010, including common-area maintenance and contingent rentals, was 
$863 million, $820 million, and $742 million, respectively. 

The Company also has contractual commitments for creative talent and employment agreements and unrecognized tax benefits. 
Creative talent and employment agreements include obligations to actors, producers, sports, television and radio personalities, 
and executives. 

Contractual commitments for broadcast programming rights, future minimum lease payments under non-cancelable operating 
leases, and creative talent and other commitments totaled $49.7 billion at September 29, 2012, payable as follows: 

 
Broadcast 

Programming 
Operating 

Leases Other Total

2013 $ 4,798 $ 471 $ 2,168 $ 7,437
2014 5,061 378 716 6,155
2015 4,288 295 413 4,996
2016 4,221 225 229 4,675
2017 3,799 163 122 4,084
Thereafter 20,613 791 967 22,371

$ 42,780 $ 2,323 $ 4,615 $ 49,718

The Company has assets under non-cancelable capital leases, primarily for land and broadcast equipment, which had 
gross carrying values of $559 million and $531 million at September 29, 2012 and October 1, 2011, respectively. Accumulated 
amortization related to these capital leases totaled $167 million and $127 million at September 29, 2012 and October 1, 2011, 
respectively. Future payments under these leases as of September 29, 2012 are as follows: 

2013 $ 61
2014 52
2015 62
2016 31
2017 25

Thereafter 529

Total minimum obligations $ 760

Less amount representing interest (459)

Present value of net minimum obligations 301
Less current portion (17)

Long-term portion $ 284

Contractual Guarantees 
The Company has guaranteed bond issuances by the Anaheim Public Authority that were used by the City of Anaheim 

to finance construction of infrastructure and a public parking facility adjacent to the Disneyland Resort. Revenues from sales, 
occupancy and property taxes from the Disneyland Resort and non-Disney hotels are used by the City of Anaheim to repay the 
bonds. In the event of a debt service shortfall, the Company will be responsible to fund the shortfall. As of September 29, 2012, the 



105

remaining debt service obligation guaranteed by the Company was $351 million, of which $82 million was principal. To the extent 
that tax revenues exceed the debt service payments in subsequent periods, the Company would be reimbursed for any previously 
funded shortfalls. To date, tax revenues have exceeded the debt service payments for Anaheim bonds.

Legal Matters 
Celador International Ltd. v. American Broadcasting Companies, Inc. On May 19, 2004, an affiliate of the creator and licensor 

of the television program, “Who Wants to be a Millionaire,” filed an action against the Company and certain of its subsidiaries, 
including American Broadcasting Companies, Inc. and Buena Vista Television, LLC, alleging it was damaged by defendants 
improperly engaging in certain intra-company transactions and charging merchandise distribution expenses, resulting in an 
underpayment to the plaintiff. On July 7, 2010, the jury returned a verdict for breach of contract against certain subsidiaries of the 
Company, awarding plaintiff damages of $269.4 million. The Company has stipulated with the plaintiff to an award of prejudgment 
interest of $50 million, which amount will be reduced pro rata should the Court of Appeals reduce the damages amount. On 
December 21, 2010, the Company’s alternative motions for a new trial and for judgment as a matter of law were denied. Although 
we cannot predict the ultimate outcome of this lawsuit, the Company believes the jury’s verdict is in error and is vigorously pursuing 
its position on appeal, notice of which was filed by the Company on January 14, 2011. On or about January 28, 2011, plaintiff filed a 
notice of cross-appeal. On October 10, 2012, oral argument on the appeals was held. The Company has determined that it does not 
have a probable loss under the applicable accounting standard relating to probability of loss for recording a reserve with respect to 
this litigation and therefore has not recorded a reserve. 

Beef Products, Inc. v. American Broadcasting Companies, Inc. On September 13, 2012, plaintiffs filed an action in South 
Dakota state court against certain subsidiaries and employees of the Company and others, asserting claims for defamation arising 
from alleged false statements and implications, statutory and common law product disparagement, and tortious interference with 
existing and prospective business relationships. The claims arise out of ABC News reports published in March and April 2012 that 
discussed the subject of labeling requirements for production processes related to a product one plaintiff produces that is added 
to ground beef before sale to consumers. Plaintiffs seek actual and consequential damages in excess of $400 million, statutory 
damages (including treble damages) pursuant to South Dakota’s Agricultural Food Products Disparagement Act, and punitive 
damages. On October 24, 2012, the Company removed the action to the United States District Court for the District of South 
Dakota, and on October 31, 2012, the Company moved to dismiss all claims. 

The Company, together with, in some instances, certain of its directors and officers, is a defendant or codefendant in various 
other legal actions involving copyright, breach of contract and various other claims incident to the conduct of its businesses. 
Management does not expect the Company to suffer any material liability by reason of these actions. 

Long-Term Receivables and the Allowance for Credit Losses 
The Company has accounts receivable with original maturities greater than one year in duration principally related to sales of 

program rights in the television syndication markets within the Media Networks segment and vacation ownership units within the 
Parks and Resorts segment. Allowances for credit losses are established against these receivables as necessary. 

The Company estimates the allowance for credit losses related to receivables for the sale of syndicated programming based 
upon a number of factors, including historical experience, and an ongoing review of the financial condition of individual companies 
with which we do business. The balance of syndication receivables recorded in other non-current assets, net of an immaterial 
allowance for credit losses, was $0.9 billion as of September 29, 2012. The activity in fiscal 2012 related to the allowance for credit 
losses was not material. 

The Company estimates the allowance for credit losses related to receivables for sales of its vacation ownership units based 
primarily on historical collection experience. Projections of uncollectible amounts are also based on consideration of the economic 
environment and the age of receivables. The balance of mortgage receivables recorded in other non-current assets, net of a related 
allowance for credit losses of approximately 3%, was approximately $0.7 billion as of September 29, 2012. The activity in fiscal 
2012 related to the allowance for credit losses was not material. 
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15 Fair Value Measurement 

The Company’s assets and liabilities measured at fair value are summarized in the following table by the type of inputs 
applicable to the fair value measurements. See Note 10 for the definitions of fair value and each level within the fair value hierarchy. 

 Fair Value Measurements at September 29, 2012
Description Level 1 Level 2 Level 3 Total

Assets    
Investments $ 86 $ — $ — $ 86
Derivatives (1)

Interest rate — 239 — 239
Foreign exchange — 390 — 390

Liabilities
Derivatives (1)

Foreign exchange — (235) — (235)

Total recorded at fair value $ 86 $ 394 $ — $ 480

Fair value of borrowings $ — $ 13,493 $ 1,653 $ 15,146

 Fair Value Measurements at October 1, 2011
Description Level 1 Level 2 Level 3 Total

Assets
Investments $ 143 $ 43 $ — $ 186
Derivatives (1)

Interest rate — 214 — 214
Foreign exchange — 498 — 498

Residual Interests — — 40 40
Liabilities

Derivatives (1)

Interest rate — (18) — (18)
Foreign exchange — (262) — (262)

Total recorded at fair value $ 143 $ 475 $ 40 $ 658

Fair value of borrowings $ — $ 11,081 $ 3,070 $ 14,151

(1)  The Company has a master netting arrangement by counterparty with respect to certain derivative contracts. Contracts in a liability position 
totaling $153 million and $167 million have been netted against contracts in an asset position in the Consolidated Balance Sheets at 
September 29, 2012 and October 1, 2011, respectively. 

The fair value of Level 2 investments is primarily determined by reference to market prices based on recent trading activity and 
other relevant information including pricing for similar securities as determined by third-party pricing services. 

The fair values of Level 2 derivatives are primarily determined based on the present value of future cash flows using internal 
models that use observable inputs such as interest rates, yield curves and foreign currency exchange rates. Counterparty credit risk, 
which is mitigated by master netting agreements and collateral posting arrangements with certain counterparties, did not have a 
material impact on derivative fair value estimates. 

Level 2 borrowings, which include commercial paper and U.S. medium-term notes, are valued based on quoted prices for 
similar instruments in active markets. 

Level 3 residual interests relate to securitized vacation ownership mortgage receivables and are valued using a discounted 
cash flow model that considers estimated interest rates, discount rates, prepayment, and defaults. On June 5, 2012, the Company 
repurchased previously sold mortgage receivables. 
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Level 3 borrowings, which include International Theme Parks borrowings and other foreign currency denominated borrowings, 
are valued based on historical market transactions, interest rates, credit risk and market liquidity. 

The Company’s financial instruments also include cash, cash equivalents, receivables and account payable. The carrying values 
of these financial instruments approximate the fair values. 

The Company also has assets and liabilities that are required to be recorded at fair value on a non-recurring basis when 
certain circumstances occur. During fiscal years 2012 and 2011, the Company recorded impairment charges of $121 million and 
$46 million, respectively, on film productions. These impairment charges are reported in “Costs and expenses” in the Consolidated 
Statements of Income. The film impairment charges reflected the excess of the unamortized cost of the films over the estimated 
fair value using discounted cash flows. The discounted cash flow analysis is a level 3 valuation technique. The aggregate carrying 
values of the films for which we prepared the fair value analyses were $172 million and $86 million as of September 29, 2012 and 
October 1, 2011, respectively. 

Transfers of Financial Assets 
Through December 4, 2008, the Company sold mortgage receivables arising from sales of its vacation ownership units under 

a facility that expired on December 4, 2008 and was not renewed. The Company continued to service the sold receivables and had 
a residual interest in those receivables. On June 5, 2012, the Company repurchased these receivables for the outstanding principal 
balance of $191 million which approximated fair value. 

Credit Concentrations 
The Company continually monitors its positions with, and the credit quality of, the financial institutions that are counterparties 

to its financial instruments and does not anticipate nonperformance by the counterparties. 

The Company does not expect that it would realize a material loss, based on the fair value of its derivative financial instruments 
as of September 29, 2012, in the event of nonperformance by any single derivative counterparty. The Company enters into 
transactions only with derivative counterparties that have a credit rating of A- or better. The Company’s current policy regarding 
agreements with derivative counterparties is generally to require collateral in the event credit ratings fall below A- or in the event 
aggregate exposures exceed limits as defined by contract. In addition, the Company limits the amount of investment credit exposure 
with any one institution. 

The Company does not have material cash and cash equivalent balances with financial institutions that have a credit rating of 
less than investment grade. As of September 29, 2012, the Company’s balances that exceeded 10% of cash and cash equivalents with 
individual financial institutions were 44% of total cash and cash equivalents compared to 41% as of October 1, 2011. 

The Company’s trade receivables and financial investments do not represent a significant concentration of credit risk at 
September 29, 2012 due to the wide variety of customers and markets into which the Company’s products are sold, their dispersion 
across geographic areas, and the diversification of the Company’s portfolio among issuers. 

16 Derivative Instruments 

The Company manages its exposure to various risks relating to its ongoing business operations according to a risk management 
policy. The primary risks managed with derivative instruments are interest rate risk and foreign exchange risk. 
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The following tables summarize the gross fair value of the Company’s derivative positions as of September 29, 2012 and 
October 1, 2011: 

 As of September 29, 2012 

 

Current  
Assets 

Other  
Assets 

Other 
Accrued 

Liabilities 

Other Long- 
Term 

Liabilities

Derivatives designated as hedges     
Foreign exchange $ 84 $ 30 $ (94) $ (50)
Interest rate 1 238 — —

Derivatives not designated as hedges

Foreign exchange 258 18 (91) —

Gross fair value of derivatives 343 286 (185) (50)
Counterparty netting (117) (36) 117 36

Total Derivatives (1) $ 226 $ 250 $ (68) $ (14)

 As of October 1, 2011 

 Current  
Assets 

Other 
Assets 

Other 
Accrued 

Liabilities 

Other Long- 
Term 

 Liabilities

Derivatives designated as hedges
Foreign exchange $ 133 $ 33 $ (100) $ (90)
Interest rate 1 213 — —

Derivatives not designated as hedges
Foreign exchange 103 229 (51) (21)

Interest rate — — — (18)

Gross fair value of derivatives 237 475 (151) (129)
Counterparty netting (111) (56) 111 56

Total Derivatives (1) $ 126 $ 419 $ (40) $ (73)

(1)  Refer to Note 15 for further information on derivative fair values and counterparty netting. 

Interest Rate Risk Management 
The Company is exposed to the impact of interest rate changes primarily through its borrowing activities. The Company’s 

objective is to mitigate the impact of interest rate changes on earnings and cash flows and on the market value of its borrowings. 
In accordance with its policy, the Company targets its fixed-rate debt as a percentage of its net debt between a minimum and 
maximum percentage. The Company typically uses pay-floating and pay-fixed interest rate swaps to facilitate its interest rate 
management activities. 

The Company designates pay-floating interest rate swaps as fair value hedges of fixed-rate borrowings effectively converting 
fixed-rate borrowings to variable rate borrowings indexed to LIBOR. As of September 29, 2012 and October 1, 2011, the total 
notional amount of the Company’s pay-floating interest rate swaps was $3.1 billion and $1.2 billion, respectively. The following 
table summarizes adjustments related to fair value hedges included in net interest expense in the Consolidated Statements of 
Income. 

 2012 2011 

Gain (loss) on interest rate swaps $ 23 $ 17 
Gain (loss) on hedged borrowings (23 ) (17 )

The Company may designate pay-fixed interest rate swaps as cash flow hedges of interest payments on floating-rate borrowings. 
Pay-fixed swaps effectively convert floating rate borrowings to fixed-rate borrowings. The unrealized gains or losses from these 
cash flow hedges are deferred in accumulated other comprehensive income (AOCI) and recognized in interest expense as the 
interest payments occur. The Company did not have pay-fixed interest rate swaps that were designated as cash flow hedges of 
interest payments at September 29, 2012 nor at October 1, 2011. 
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Foreign Exchange Risk Management 
The Company transacts business globally and is subject to risks associated with changing foreign currency exchange rates. 

The Company’s objective is to reduce earnings and cash flow fluctuations associated with foreign currency exchange rate changes, 
enabling management to focus on core business issues and challenges. 

The Company enters into option and forward contracts that change in value as foreign currency exchange rates change to 
protect the value of its existing foreign currency assets, liabilities, firm commitments and forecasted but not firmly committed 
foreign currency transactions. In accordance with policy, the Company hedges its forecasted foreign currency transactions for 
periods generally not to exceed four years within an established minimum and maximum range of annual exposure. The gains and 
losses on these contracts offset changes in the U.S. dollar equivalent value of the related forecasted transaction, asset, liability or 
firm commitment. The principal currencies hedged are the euro, Japanese yen, Canadian dollar and British pound. Cross-currency 
swaps are used to effectively convert foreign currency-denominated borrowings into U.S. dollar denominated borrowings. 

The Company designates foreign exchange forward and option contracts as cash flow hedges of firmly committed and 
forecasted foreign currency transactions. As of September 29, 2012 and October 1, 2011, the notional amounts of the Company’s 
net foreign exchange cash flow hedges were $4.6 billion and $3.6 billion, respectively. Mark-to-market gains and losses on these 
contracts are deferred in AOCI and are recognized in earnings when the hedged transactions occur, offsetting changes in the value 
of the foreign currency transactions. Gains and losses recognized related to ineffectiveness for the years ended September 29, 2012 
and October 1, 2011 were not material. Net deferred losses recorded in AOCI for contracts that will mature in the next twelve 
months totaled $10 million. 

Foreign exchange risk management contracts with respect to foreign currency assets and liabilities are not designated as hedges 
and do not qualify for hedge accounting. The notional amounts of these foreign exchange contracts at September 29, 2012 and 
October 1, 2011 were $4.1 billion and $2.6 billion, respectively. The following table summarizes the net gains or losses recognized 
in costs and expenses on the economic exposures associated with foreign currency exchange rates and the offsetting net gains or 
losses on the related foreign exchange contracts for the years ended September 29, 2012 and October 1, 2011: 

 2012 2011

Net gains (losses) on the economic exposures related to foreign currency 
exchange contracts $ (72 ) $ (25 )

Net gains (losses) on related foreign exchange contracts not designated as hedges 9 24

Net gains (losses) recognized in costs and expenses (1) $ (63 ) $ (1 )

(1)  Gross gains or losses on exchange hedge contracts may include interest rate or other non-foreign currency related components which impact 
the fair value of the contracts, and which do not impact the foreign currency assets and liabilities which they are intended to offset 

Commodity Price Risk Management 
The Company is subject to the volatility of commodities prices and designates certain commodity forward contracts as cash 

flow hedges of forecasted commodity purchases. Mark-to-market gains and losses on these contracts are deferred in AOCI and are 
recognized in earnings when the hedged transactions occur, offsetting changes in the value of commodity purchases. The fair value 
of commodity hedging contracts was not material at September 29, 2012 nor at October 1, 2011. 

Risk Management – Other Derivatives Not Designated as Hedges 
The Company enters into certain other risk management contracts that are not designated as hedges and do not qualify for 

hedge accounting. These contracts, which include pay fixed interest rate swaps and certain commodity swap contracts, are intended 
to offset economic exposures of the Company and are carried at market value with any changes in value recorded in earnings. 

At October 1, 2011, the notional amount of pay fixed interest rate swaps not designated as hedges was $184 million. On 
June 5, 2012, the Company terminated these pay fixed interest rate swaps in connection with the repurchase of securitized vacation 
ownership mortgage receivables. For fiscal years 2012 and 2011, gains or losses recognized in income on these risk management 
contracts were not material. As of September 29, 2012 and October 1, 2011, the notional amount of commodity swap contracts not 
designated as hedges was not material. 
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Contingent Features 
The Company’s derivative financial instruments may require the Company to post collateral in the event that a net liability 

position with a counterparty exceeds limits defined by contract and that vary with the Company’s credit rating. If the Company’s 
credit ratings were to fall below investment grade, such counterparties would also have the right to terminate our derivative 
contracts, which could lead to a net payment to or from the Company for the aggregate net value by counterparty of our derivative 
contracts. The aggregate fair value of derivative instruments with credit-risk-related contingent features in a net liability position by 
counterparty were $82 million and $114 million on September 29, 2012 and October 1, 2011, respectively. 

17 Restructuring and Impairment Charges 

The Company recorded $78 million of restructuring charges during fiscal 2012 primarily for severance and related costs of 
organizational and cost structure initiatives, across various of our businesses and impairment charges of $22 million primarily for 
the write-off of an intellectual property intangible asset. 

The Company recorded $55 million of restructuring and impairment charges during fiscal 2011 for severance and facilities 
costs related to organizational and cost structure initiatives primarily at our Studio Entertainment ($33 million) and Interactive 
($22 million) segments. 

The Company recorded $270 million of restructuring and impairment charges during fiscal 2010 related to organizational 
and cost structure initiatives primarily at our Studio Entertainment ($151 million) and Media Networks ($95 million) segments. 
Impairment charges of $132 million consisted of write offs of capitalized costs primarily related to abandoned film projects, the 
closure of a studio production facility and the closure of five ESPN Zone locations. Restructuring charges of $138 million were 
primarily severance and other costs. 

18 Subsequent Events 

Lucasfilm 
On October 30, 2012, the Company announced an agreement to acquire Lucasfilm Ltd. (Lucasfilm). Under the terms of the 

agreement and based on the closing price of Disney stock on October 26, 2012, the transaction value is approximately $4.05 billion. 
The Company will issue up to 40.4 million shares at closing, with the remaining transaction value paid in cash to be determined 
based on post-closing balance sheet adjustments. The acquisition is subject to regulatory approval and other customary closing 
conditions and is expected to close in fiscal 2013. 

Hulu 
On October 5, 2012, Hulu LLC (Hulu) redeemed Providence Equity Partners’ 10% equity interest for $200 million increasing 

the Company’s ownership interest from 29% to 32%. In connection with the transaction, Hulu incurred a charge of approximately 
$134 million primarily related to employee equity-based compensation. Accordingly, the Company will incur its share of the charge 
of $53 million in the first quarter of fiscal 2013. The Company has guaranteed $107 million of Hulu’s $338 million five-year term 
loan which was used by Hulu to finance the transaction. The Company will continue to account for its interest in Hulu as an equity 
method investment. 

ESPN STAR Sports 
On November 7, 2012, the Company sold its 50% equity interest in ESPN STAR Sports (ESS) to the joint venture partner of 

ESS for $335 million. The Company will recognize a gain of approximately $220 million ($165 million after tax) in the first quarter 
of fiscal 2013. ESPN had previously jointly guaranteed approximately $0.8 billion in programming rights obligations of ESS. As a 
result of the sale, ESPN will no longer guarantee these obligations. 



111

QUARTERLY FINANCIAL SUMMARY 
(In millions, except per share data) 

(unaudited) Q1 (1) Q2 (2) Q3 (3) Q4 (4) 

2012     
Revenues $ 10,779 $ 9,629 $ 11,088 $ 10,782
Net income 1,521 1,226 2,036 1,390
Net income attributable to Disney 1,464 1,143 1,831 1,244
Earnings per share:

Diluted $ 0.80 $ 0.63 $ 1.01 $ 0.68
Basic 0.81 0.64 1.02 0.69

2011
Revenues $ 10,716 $ 9,077 $ 10,675 $ 10,425
Net income 1,334 1,010 1,663 1,251
Net income attributable to Disney 1,302 942 1,476 1,087
Earnings per share:

Diluted $ 0.68 $ 0.49 $ 0.77 $ 0.58
Basic 0.69 0.50 0.78 0.59

(1) Results for the first quarter of fiscal 2011 include gains on the sales of Miramax and BASS (together $0.02 per diluted share) and 
restructuring and impairment charges (collectively $0.01 per diluted share). 

(2)  Results for the second quarter of fiscal 2012 include a non-cash gain on the Company’s existing equity investment in UTV which arose 
in connection with the acquisition of a controlling interest in UTV ($0.06 per diluted share) and restructuring and impairment charges 
($0.01 per diluted share). 

(3) The third quarter of fiscal 2011 include restructuring and impairment charges ($0.01 per diluted share). 

(4)  Results for the fourth quarter of fiscal 2012 include the Lehman recovery ($0.03 per diluted share) offset by restructuring and impairment 
charges ($0.02 per diluted share) and the DLP debt charge (rounds to $0.00 per diluted share) which, including the impact of rounding, 
collectively had no net impact on earnings per share. 
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Comparison of five-year cumulative total return

We are instituting the use of a new peer group consisting of Disney and the five other large capitalization media companies because 
we believe they better reflect the market for our senior executive talent than the peer group used in prior years. As required by 
applicable securities regulations, we are including below both the new peer group (“Media Peers”) and the peer group used in prior 
years (“Prior Peer Group”). The following graph compares the performance of the Company’s common stock with the performance 
of the S&P 500, the Media Peers and the Prior Peer Group assuming $100 was invested on September 28, 2007 (the last trading day 
of the fiscal year) in the Company’s common stock, the S&P 500 and the two peer groups.
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The Media Peers consists of, in addition to The Walt Disney Company, media enterprises Time Warner Inc., CBS Corporation 
(Class B), Viacom Inc. (Class B), News Corporation (Class A) and Comcast Corporation (Class A).

The Prior Peer Group consists of the surviving companies that were formerly included in the Standard & Poor’s Entertainment 
and Leisure Index. These companies are, in addition to The Walt Disney Company, media enterprises Time Warner Inc., 
CBS Corporation (Class B) and Viacom Inc. (Class B); resort and leisure-oriented companies Carnival Corporation, Marriott 
International, Inc. and Starwood Hotels & Resorts Worldwide, Inc; and consumer-oriented businesses Brunswick Corporation, 
Darden Restaurants, Inc., McDonald’s Corporation, Starbucks Corporation, Yum! Brands, Inc. and The Wendy’s Company.
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Dear Shareholders,            January 2014

Looking back at everything we’ve accomplished this year, I am once again awed by the tremendous creativity 
and commitment of the men and women who make up The Walt Disney Company. As always, our thousands of cast 
members and employees around the world continued to go beyond the expected to achieve the extraordinary for our 
consumers, our guests, and our shareholders. And I can think of no better way to start this letter highlighting our 
success than by expressing my profound and continued appreciation for the people who made it possible. With such 
immense talent and dedication going for us, there really is no limit to what we can achieve.

In the last several years we’ve effectively integrated the major acquisitions of Pixar and Marvel and are well on the 
way to doing the same with Lucasfilm, creating an unprecedented and unparalleled collection of the world’s greatest 
brands and creative content, along with tremendous growth potential for the foreseeable future. We’ve also made a 
number of strategic investments to position the company to create even greater value and leveraged the strength of 
our entire portfolio of businesses to grow our presence around the world. In the process, The Walt Disney Company 
has been recognized as one of the world’s most reputable, admired and socially responsible companies by the likes of 
Forbes, Fortune, and Barron’s   – applauded for our overall performance as well as the integrity with which we operate. 

Fiscal 2013 was yet another exciting year for Disney, as the company delivered our third consecutive year of record 
results, and a number of our businesses achieved important milestones and surpassed previous performance records. 
As I write this, Disney’s stock price is hovering at an all time high, and we’re entering the new year with a great deal to 
be proud of and even more to look forward to.

Our performance in fiscal 2013 reflects the impact of our acquisitions and capital investments and our long-term 
strategy focused on exceptional creativity, innovative use of technology and global growth. 

On the creative front, in 2013 Walt Disney Animation Studios reclaimed its rightful place among the world’s best 
in animation, thanks to the continuing creative resurgence that began with our acquisition of Pixar. It’s been exciting 
to watch the creative momentum build over the last four years, from the release of The Princess and the Frog to Tangled 
to last year’s Oscar-nominated Wreck-It Ralph. With this year’s breathtakingly beautiful Frozen, Disney Animation 
has taken a tremendous creative leap forward, right to the top of the industry once again. Given its world-class 
animation, fantastic storytelling and phenomenal music, Frozen has all the hallmarks of a timeless Disney classic. It 
has already exceeded $700 million at the global box office, earned the Golden Globe for best animated feature film, 
and was just nominated for the Oscar as well. The incredible impact of Frozen isn’t limited to the box office, it’s also 
the first soundtrack from a Disney animated movie to reach number one on the charts since 1995, and retail sales of 
Frozen merchandise are exceeding our highest expectations, becoming an important driver for our Consumer Products 
business over the holiday season. Frozen’s critical and commercial success, added to Disney-Pixar’s huge success with 
Monsters University over the summer, made 2013 an important year for animation across the company, distinguishing 
Disney once again as the home of the world’s most creative and innovative animators.

Four years after becoming part of Disney, Marvel has emerged as a creative juggernaut for the company as we 
continue to introduce its rich universe of characters into a variety of businesses including movies, television, theme 
parks, and consumer products. In 2013 we followed the phenomenal success of last year’s Marvel’s The Avengers with 
yet another blockbuster. Iron Man 3 was the highest grossing movie of 2013, earning Marvel Studios the distinction of 
being the first film studio in history to ever release two movies in a row that each exceeded a billion dollars at the box 
office. The success of both Iron Man 3 and Thor: The Dark World, added to other creative triumphs across our studios, 
helped deliver the best box office results in Disney history -- more than $4.7 billion in total ticket sales in calendar 2013. 
It was also a big year for Marvel on other content platforms: in addition to launching the first-ever live-action Marvel 
series on ABC, we also announced an unprecedented deal to create exclusive original Marvel programming for Netflix 
beginning in 2015.
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It’s hard to believe it’s already been a year since we acquired the extraordinary Star Wars franchise, but we’re well 
on our way to expanding that epic saga to thrill fans and introduce its iconic characters to a new generation with 
fantastic new storylines. After months of public speculation and anticipation, we announced the official release date 
for the next feature film, Star Wars: Episode VII, will be December 18, 2015. So far we’ve kept the details to ourselves, 
but we’re thrilled with the story and committed to making an incredible movie, and we should be releasing more 
information as production moves forward in the coming year. 

As with Marvel, the rich universe of Star Wars has tremendous creative potential for the entire company. While 
the world eagerly awaits Episode VII to open in theaters, we’re introducing Star Wars Rebels to television audiences this 
summer with a movie and a series of shorts on Disney Channel, followed by a continuing series on Disney XD. Our 
success in building a robust pipeline of original Star Wars content for various platforms will be an integral part of our 
long-term strategy to leverage the franchise across a variety of our businesses, from theme parks to consumer products.

Our acquisitions have certainly given us a virtually endless supply of fantastic content to work with, but Disney 
has always been one of the world’s most creative companies, responsible for creating some of the world’s most beloved 
characters and enduring stories. It’s an important part of our brand because it’s an integral part of our history, and we 
continue that creative legacy, creating new franchises and businesses in the process. Disney Junior is a prime example. 
Three years ago it was little more than an interesting idea, but Disney Junior finished 2013 as the number-one channel 
in the United States among Kids 2-5, and has already emerged as a global preschool entertainment brand, fueled by 
a new generation of original characters beloved by kids around the world. Sofia, Jake and Doc McStuffins have now 
joined Mickey, Minnie and Pooh as favorite Disney friends of millions of young kids from Milwaukee to Mumbai. In 
fiscal 2013, retail sales for Disney Junior merchandise grew significantly, exceeding $1.8 billion for the year, and all 
indications point to continued growth of this dynamic new branded business.

In addition to striving for creative excellence, the company continues to focus on emerging technology. Whether 
it’s in a movie theater, in our parks, on television, digital devices or anywhere else, technology is changing how we 
engage, entertain, and interact with hundreds of millions of people every day. And as technology continues to evolve, 
we remain committed to embracing its potential, harnessing the power of each advance in innovative ways to expand 
our reach, deepen our connection with consumers, enhance the overall entertainment experience, and ultimately create 
long-term value for the company.

Our new video game platform, Disney Infinity, gives millions of players around the world the power to mix and 
match characters, stories and settings from Disney and Pixar’s most popular franchises to create a personal gaming 
experience unique to each of them. The approach is a groundbreaking move for the company, unthinkable just a 
few years ago, and it is by far the most ambitious digital project Disney Interactive has ever attempted. With so much at 
stake, we’ve been understandably elated as Disney Infinity debuted to incredible reviews and strong sales. 

Disney Interactive has also become a leading publisher of mobile games, delivering seven number-one titles 
on Apple’s app store in fiscal 2013. And in a unique partnership with Walt Disney Animation, the Interactive team 
launched Disney Animated, a premium interactive iPad app giving users unprecedented access to 90 years of spectacular 
animation in a phenomenal experience that could only come from Disney. Disney Animated has already exceeded our 
expectations and recently earned some coveted kudos, including beating out more than 100,000 other new apps to earn 
Apple’s “iPad App of the Year” honor for 2013.   

ESPN is not only the leader in sports, it also leads the industry when it comes to digital innovation and expansion, 
using technology to take sports fans closer to the action than ever before and to keep them connected with the world’s 
best sports content 24/7. In addition to the technological advances constantly being developed to enhance the already 
exceptional quality of their sports coverage, ESPN continues to pioneer new ways to engage fans. 

The brand’s groundbreaking WatchESPN service is now available to more than 55 million U.S. homes, allowing 
fans to stream live sports programming on a variety of devices. And ESPN continues to lead the digital media sports 
space – in November alone, ESPN reached more than 68 million fans across digital platforms, and sports fans spent 
more than four billion minutes during that single month connected to ESPN on their smart phones and tablets. Across 
all platforms, ESPN has been number one with sports fans since the industry started officially tracking multiplatform 
usage – leading in audience share, total visits, total minutes, and average audience per minute, among other measures. 
For sports fans it seems the more devices they have the more ESPN they want.
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It’s only been a few years since ABC Entertainment changed the way the world watched television forever.  
Although it may feel like we’ve always been able to get our favorite shows whenever we want on whatever device we 
prefer, it’s really only been an option since ABC made it possible--first by putting the network’s “must have” content 
on iTunes in 2006, then streaming TV shows online.  ABC was the logical choice to lead the industry forward because it 
had the shows viewers didn’t want to miss.  It still does; now that DVRs are fairly ubiquitous in American homes, ABC 
consistently has some of the most recorded shows on television, growing the audience by as much as 40% as fans watch 
the recorded content.

The same focus on high-quality content and innovation helped make 2013 one of the best years in the history of 
ABC News -- with Good Morning America taking the top spot as the number one morning show in the country and 
ABCNews/Yahoo the number one source of news and information on the web. Likewise, a compelling mix of national 
and local content delivered across a variety of platforms made ABC-owned stations local market leaders and set WABC 
apart as the most watched television station in the nation yet again.

Since ABC took those first industry-defining steps, our entire company has intentionally become platform agnostic.  
We believe great content thrives on any high-quality viewing device and can grow the audience and drive consumers 
to embrace new platforms and business models.  However, we now have the added challenge of accurately measuring 
the full reach of that content to recognize its actual value and, as home to some of TV’s most recorded and streamed 
content, ABC has a strong incentive to continue challenging conventional wisdom and traditional models to change the 
status quo once again.

We’re also leveraging cutting-edge technology in our parks. Walt Disney famously said, “Disneyland will never 
be completed. It will continue to grow as long as there is imagination left in the world.” I’ve always loved that quote 
and the spirit behind it, and the company maintains that view for all of our parks, constantly asking how we can make 
them even more fun for families around the world. 

In 2013 we introduced an historic technological innovation to enhance the guest experience at our Walt Disney 
World Resort with the launch of Disney’s MyMagic+, featuring a variety of online tools to help guests get the most out 
of their time with us, including convenient “MagicBands” serving as park tickets, hotel keys and a convenient form 
of payment all rolled into one. We began testing the program in January with a small number of our guests, and have 
gradually expanded throughout the year. By the holidays all our resort guests at Disney World had the chance to 
experience MyMagic+ and we expect to complete the roll out this year, giving all of our guests the power to personalize 
their Disney experience.

The transformation of Disney California Adventure at the Disneyland Resort with the completion of Cars Land, 
the expansion of Fantasyland at Walt Disney World, the addition of three new lands to Hong Kong Disneyland and the 
incredible celebration of Tokyo Disneyland’s 30th anniversary led to record attendance at every one of these parks in 
fiscal 2013. 

Our Parks and Resorts are not only extraordinary vacation destinations, they’re also incredible beacons for the 
Disney brand around the world, defining Disney in the hearts of millions of people. If you want to know what Disney 
“magic” is, just step into one of our five resorts or aboard one of our four incredible cruise ships – which Condé Nast 
Traveler has named the “Top Cruise Ships of the World.”

In less than two years we’ll add another extraordinary park when Shanghai Disney Resort opens its gates for the 
first time. Construction of this spectacular resort went “vertical” in October, and continues to rise a bit more every day 
with the help of Disney Imagineers, the contributions of some of the finest craftsmen and artists in China and around 
the world, and the tireless efforts of the thousands of workers bringing our vision to life.

If our parks are the standard bearers of the Disney brand around the world, Disney Channels are most certainly the 
daily touchstone, taking Disney directly into the lives of families in 164 different markets. In 2013, Disney Channel was 
number one in the U.S. among Kids 2-11, Kids 6-11 and Tweens 9-14. And, with a rich mix of local and global content 
delivered in 34 languages on 108 channels, Disney Channel is a top choice for kids and families in more than 428 million 
homes worldwide.
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Disney Consumer Products also plays an essential role in our global growth, leveraging the company’s high-quality 
content to build powerful franchises and boosting our presence in markets around the world. Fueled by the enormous 
creativity of Disney, Pixar, Marvel and Lucasfilm, in fiscal 2013 Disney Stores delivered their best performance to date 
and with double-digit growth across all lines of business, Disney Consumer Products delivered operating income of 
more than $1 billion for the first time in the company’s history. 

We’re growing around the world with strategies and products that respect different cultures and are relevant to 
local consumers, taking an entrepreneurial approach in each market, building the Disney brand and growing the 
company in ways that make sense to consumers there. In effect, we’re building The Walt Disney Company from the 
ground up in each market–just as Walt Disney himself built the original company in the U.S. decades ago.

We see tremendous opportunity in rapidly emerging markets like China, Russia, Latin America, Southeast Asia 
and India and we are actively growing our presence there. China and Russia have now joined Japan and the UK as the 
biggest international markets for our movies, and in 2013 movie fans in India embraced our theatrical releases, with 
our studios claiming the largest share of the local box office. Additionally, our free-to-air Disney Channel in Russia is 
now number one with kids in that country, making Disney a part of their daily lives; and the tremendous success of our 
locally produced telenovela for tweens in Latin America, Violetta, has spread to Europe, Russia and beyond, spawning a 
thriving consumer products business as well as sold-out concerts around the world.

As The Walt Disney Company grows, we remain committed to being a world-class corporate citizen and creating 
a positive impact wherever we operate. Disney not only brings jobs and investment to local economies, we’ve 
provided millions of dollars for conservation efforts in 112 countries, and our employees have given more than eight 
million hours of their own time in service to their communities as Disney VoluntEARS. We’re taking important steps 
to promote worker safety in our global supply chain, including focusing our manufacturing in countries that we 
believe are more likely to continue to improve working conditions. We’re also making real progress in reducing our 
environmental impact – adapting our operations to significantly decrease the amount of refuse we send to landfills and 
lowering our net greenhouse gas emissions by half so far.

Disney continually strives to be a company where our employees are proud to work, a brand our consumers trust, 
and an investment that inspires confidence among our shareholders. The global reputation we enjoy today for our high-
quality products, strong performance, and corporate integrity reflects the commitment of everyone at Disney to do the 
right things for our business, in the right way.

In the midst of tremendous success, in November we paused to mourn the loss of a very special member of the 
Disney family. Diane Disney Miller was the beloved daughter of Walt Disney, and she and her sister Sharon were Walt’s 
inspiration for Disneyland, a fact that gives her an enduring place in our company’s legacy and in the hearts of fans. 
In our many conversations over the years her unique perspective about her father only deepened my considerable 
appreciation for them both. She was incredibly generous in that regard, sharing personal memories that deepened our 
knowledge of the company’s history and the innovative genius who started it all.

The new year brings changes to our Board of Directors as Judy Estrin steps down after 15 years of extraordinary 
service, in keeping with Disney’s term limit guidelines. I have relied on Judy’s wisdom and integrity throughout my 
tenure and will miss having her valuable voice on the board. She’s made immeasurable contributions to this company, 
especially as we navigated our way into the digital era, thanks to her insight and perspective on the potential of 
disruptive technology and the vast opportunities it creates for our future. I personally thank Judy for her wise counsel, 
support, and friendship and I join the entire board in expressing our sincere appreciation for Judy’s service as a 
board member.

With Judy’s departure, our Board has elected Jack Dorsey, chairman of Twitter Inc. and CEO of Square Inc., as 
an independent director. Jack is an incredibly talented entrepreneur who has helped create groundbreaking new 
businesses in the social media and commerce spaces. The perspective he brings to Disney and its Board is extremely 
valuable, given our strategic priorities, which include using the latest technologies and platforms to reach more people 
and enhance the relationship we have with our customers. 
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The success we achieved in 2013 is a direct result of the long-term strategy and investments we began several years 
ago, serving as a sign of more to come. Already in the first quarter of fiscal 2014, we’ve had tremendous success with 
Thor: The Dark World from Marvel, Frozen from Walt Disney Animation, and Saving Mr. Banks from Walt Disney Studios. 
We had great attendance in our parks and resorts during the holiday season, and we just broke ground on our highly 
anticipated Avatar-themed land in Disney’s Animal Kingdom in Orlando.

In the coming months we’ll release an incredible slate of movies including Muppets Most Wanted; the highly 
anticipated Maleficent starring Angelina Jolie as the iconic Disney villain; Big Hero 6 from Walt Disney Animation; two 
new Marvel movies, Captain America: The Winter Soldier and Guardians of the Galaxy; and Into the Woods, a live action 
musical starring Johnny Depp and Meryl Streep.

Things get even more exciting in 2015, as the release of two blockbuster movies -- Marvel’s The Avengers: Age of 
Ultron and Star Wars: Episode VII -- and the grand opening of the spectacular, one-of-a-kind Shanghai Disney Resort 
promise to make 2015 one of the biggest years in Disney history and create even more extraordinary opportunities for 
long-term growth.

On behalf of everyone at Disney, I thank you for your continued support as we strive to create the next generation 
of fantastic family entertainment.

Robert A. Iger 
Chairman and Chief Executive Officer 
The Walt Disney Company
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PART I
ITEM 1.  Business

The Walt Disney Company, together with its subsidiaries, is a diversified worldwide entertainment company with 
operations in five business segments: Media Networks, Parks and Resorts, Studio Entertainment, Consumer Products and 
Interactive. On December 21, 2012, we completed the acquisition of Lucasfilm Ltd. LLC (Lucasfilm), which includes the Star 
Wars franchise.  See Note 3 to the Consolidated Financial Statements.  Lucasfilm results are included primarily in our Studio 
Entertainment and Consumer Products segments.  For convenience, the terms “Company” and “we” are used to refer 
collectively to the parent company and the subsidiaries through which our various businesses are actually conducted.

Information on the Company’s revenues, operating income and identifiable assets appears in Note 1 to the Consolidated 
Financial Statements included in Item 8 hereof. The Company employed approximately 175,000 people as of September 28, 
2013.

MEDIA NETWORKS

The Media Networks segment includes broadcast and cable television networks, television production operations, 
television distribution, domestic television stations and radio networks and stations.

The businesses in the Media Networks segment generate revenue from fees charged to cable, satellite and 
telecommunications service providers (Multi-channel Video Programming Distributors or MVPDs) and television stations 
affiliated with our domestic broadcast television network, from the sale to advertisers of time in programs for commercial 
announcements and from other sources such as the sale and distribution of television programming. Significant operating 
expenses include programming and production costs, technical support costs, distribution costs and operating labor.

Cable Networks

Our cable networks include ESPN, Disney Channels Worldwide, ABC Family and SOAPnet. We also operate the UTV/
Bindass networks in India. The cable networks group produces its own programs or acquires rights from third-parties to air 
programs on our networks. The Company also has interests in joint ventures that operate cable and broadcast programming 
services and are accounted for under the equity method of accounting.

Cable networks derive a majority of their revenues from fees charged to MVPDs for the right to deliver our programming 
to their customers and, for certain networks (primarily ESPN and ABC Family), the sale to advertisers of time in network 
programs for commercial announcements. Generally, the Company’s cable networks operate under multi-year agreements with 
MVPDs that include contractually determined fees. The amounts that we can charge to MVPDs for our cable network services 
are largely dependent on the competitive market and the quality and quantity of programming that we can provide. The ability 
to sell time for commercial announcements and the rates received are primarily dependent on the size and nature of the 
audience that the network can deliver to the advertiser as well as overall advertiser demand. We also sell programming 
developed by our cable networks worldwide in pay and syndication television markets, in DVD and Blu-ray format and also 
online.
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The Company’s significant cable networks and our ownership percentage and estimated subscribers as of September 28, 
2013 are set forth in the following table:
 

Estimated
Subscribers

(in millions) (1) Ownership %
ESPN

ESPN 99 80.0
ESPN2 99 80.0
ESPNEWS 76 80.0
ESPN Classic 31 80.0
ESPNU 76 80.0

Disney Channels Worldwide
Disney Channel - Domestic 99 100.0
Disney Channels – International 172 100.0
Disney Junior – Domestic 63 100.0
Disney Junior – International 97 100.0
Disney XD - Domestic 82 100.0
Disney XD – International 106 100.0

ABC Family 98 100.0
SOAPnet 67 100.0
A&E Television Networks (AETN)

A&E 100 50.0
Lifetime 100 50.0
HISTORY 99 50.0
LMN 85 50.0
BIO 69 50.0
H2 70 50.0
Lifetime Real Women 16 50.0

 
(1) Estimated domestic subscriber counts are according to Nielsen Media Research. International subscriber counts are 

based on internal management reports.

ESPN
ESPN is a multimedia, multinational sports entertainment company that operates seven 24-hour domestic television 

sports networks: ESPN, ESPN2, ESPNEWS, ESPN Classic, ESPN Deportes (a Spanish language network), ESPNU (a network 
devoted to college sports) and the regionally focused Longhorn Network (a network dedicated to The University of Texas 
athletics). ESPN also operates five high-definition television simulcast services: ESPN HD, ESPN2 HD, ESPNEWS HD, 
ESPNU HD and ESPN Deportes HD. ESPN programs the sports schedule on the ABC Television Network, which is branded 
ESPN on ABC. ESPN owns 16 international sports networks reaching households in 62 countries and territories in four 
languages. In addition, ESPN holds a 30% equity interest in CTV Specialty Television, Inc., which owns television networks in 
Canada, including The Sports Network, The Sports Network 2, Le Réseau des Sports, ESPN Classic Canada, the NHL Network 
and Discovery Canada. ESPN owned a 50% equity interest in ESPN STAR Sports (ESS), a joint venture, which distributes 
sports programming throughout most of Asia. ESPN sold its interest in ESS to the joint venture partner in November 2012. 
(See Note 4 to the Consolidated Financial Statements.)  ESPN intends to launch a new network in August 2014, which will 
carry sports programming dedicated to South East Conference (SEC) college athletics (The SEC Network).

ESPN holds rights for various professional and college sports programming including the National Football League 
(NFL), the National Basketball Association (NBA), Major League Baseball (MLB), the Bowl Championship Series, major 
college football and basketball conferences, National Association of Stock Car Auto Racing (NASCAR), the Wimbledon 
Championships, US Open Tennis and the British Open and Masters golf tournaments.
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ESPN also operates:
• ESPN.com – which delivers comprehensive sports news, information and video each month through its national hub 

and six local sites – ESPNBoston.com, ESPNChicago.com, ESPNDallas.com, ESPNDeportesLosAngeles.com, 
ESPNLosAngeles.com and ESPNNewYork.com

• ESPN3 – which is a broadband service available to over 85 million subscribers that delivers more than 4,800 live 
events annually

• ESPN Mobile Properties – which delivers content, including live game coverage, alerts and highlights, to mobile 
devices

• WatchESPN – which delivers ESPN, ESPN2, ESPNU, ESPN Deportes and ESPN3 content online or through mobile 
devices. These linear channel feeds are available to consumers who have subscriptions to select MVPDs

• ESPN Regional Television – which is a syndicator of collegiate sports programming
• The ESPN Radio Network – which distributes regularly scheduled programming and is one of the largest sports radio 

networks in the U.S. ESPN Radio network programming is carried on more than 450 stations including four ESPN 
owned stations in New York, Dallas, Chicago and Los Angeles

• ESPN The Magazine – which is a bi-weekly sports magazine
• ESPN Enterprises – which develops branded licensing opportunities
• espnW – which provides an online destination for female sports fans and athletes

Disney Channels Worldwide

Disney Channels Worldwide includes over 100 channels available in 34 languages and 166 countries/territories.  Branded 
channels include Disney Channel, Disney Junior, Disney XD, Disney Cinemagic, Hungama and DLife. Disney Channels 
Worldwide also operates Radio Disney and has content available through subscription and video-on-demand services and 
online through our websites: DisneyChannel.com, DisneyXD.com, DisneyJunior.com and RadioDisney.com. Programming for 
these networks includes internally developed and acquired programming.

Disney Channel - Disney Channel is a 24-hour cable network airing original series and movie programming targeted to 
children ages 6 to 14 and families. Disney Channel develops and produces shows for exhibition on its network, including live-
action comedy series, animated programming and preschool series as well as original movies. Live-action comedy series 
include A.N.T. Farm, Austin & Ally, Good Luck Charlie, Dog with a Blog, Jessie, Shake It Up and Liv & Maddie.  Disney 
Channel also airs the animated programs, Fish Hooks, Gravity Falls, Phineas and Ferb and Wander over Yonder.  Original 
animated series for preschoolers include Disney’s Mickey Mouse Clubhouse, Doc McStuffins, Jake and the Never Land Pirates 
and Sofia the First. Disney Channel also airs programming and content from Disney’s theatrical film and television 
programming library.

Disney Junior - Disney Junior is a 24-hour cable network that airs programming for children ages 2 to 7 and their parents 
and caregivers, featuring animated and live-action programming that blends Disney’s storytelling and characters with learning. 
Programming focuses on early math and language skills, healthy eating and social skills.  In fiscal 2012, we began the 
conversion of one of our domestic cable networks, SOAPnet, to Disney Junior and most MVPDs that carried SOAPnet have 
transitioned to carrying the Disney Junior network. We expect that the conversion will be completed early in fiscal 2014.  
Disney Junior also airs as a programming block on the Disney Channel in the U.S. and other owned and third-party channels 
outside of the United States. Original animated series include Disney’s Mickey Mouse Clubhouse, Doc McStuffins, Sofia the 
First, Jake and the Never Land Pirates and Henry Hugglemonster.

Disney XD - Disney XD is a 24-hour cable channel airing a mix of live-action and animated original programming for 
kids ages 6 to 14. Programming includes live-action series Crash & Bernstein, Kickin’ It, Kid vs. Kat and Lab Rats and 
animated series Phineas and Ferb, Randy Cunningham 9th Grade Ninja, Hulk and the Agents of S.M.A.S.H., Marvel's Avengers 
Assemble, Ultimate Spider Man and Zeke and Luther.

We also have Disney XD channels in Latin America, Europe and Asia.

WatchDisneyChannel.com, WatchDisneyJunior.com and WatchDisneyXD.com launched in the U.S. in 2012 and provide a 
way for subscribers of MVPDs to watch the live channel feed through a computer or mobile device. Other Disney Channel 
content is also available without a MVPD subscription.

Disney Cinemagic - Disney Cinemagic is a premium subscription service available in certain countries in Europe that 
shows Disney movies, classic and newer Disney cartoons and shorts as well as animated television series.
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Hungama - Hungama is a kids general entertainment cable network in India, which features a mix of anime, Hindi-
language series and game shows.

Radio Disney - Radio Disney is a 24-hour radio network devoted to kids, tweens and families, which is available on 24 
domestic terrestrial radio stations, RadioDisney.com, TuneIn Radio app, TuneIn.com/RadioDisney, SiriusXM, iTunes Radio 
Tuner, mobile phones, the Radio Disney iPhone, iPad and Android apps and the Radio Disney Facebook page.  Radio Disney is 
also available throughout Latin America on two owned terrestrial stations and through licensing agreements with third-party 
radio stations.

Seven TV - During fiscal 2012, the Company acquired a 49% ownership interest in Seven TV network from UTH Russia 
Limited for $300 million. The Seven TV network has been converted to an advertising-supported, free-to-air Disney Channel in 
Russia. (See Note 3 to the Consolidated Financial Statements.) The Company’s share of the financial results of Seven TV is 
reported as “Equity in the income of investees” in the Company’s Consolidated Statements of Income.

Das Vierte - In December 2012, the Company acquired Das Vierte, an advertising-supported channel in Germany.  The 
Company plans to convert this channel to a free-to-air Disney Channel in early 2014.

ABC Family

ABC Family is a U.S. television programming service that targets viewers in the 14 to 34 age demographic. ABC Family 
produces original live-action programming including the returning series Switched at Birth, Melissa & Joey and Baby Daddy as 
well as the new original series The Fosters and Twisted. ABC Family also acquires programming from third parties including 
the returning series Pretty Little Liars and the new series Ravenswood. Additionally, ABC Family airs content from our owned 
theatrical film library and features branded holiday programming events such as “13 Nights of Halloween” and “25 Days of 
Christmas”.

ABCFamily.com provides online access to full-length episodes of ABC Family programming through personal 
computers. The ABC Family app provides full-length episodes of ABC Family programming to mobile devices.  
ABCFamily.com also provides online extensions to ABC Family programming such as Pretty Dirty Secrets, which is an 
extension of Pretty Little Liars.

SOAPnet

SOAPnet offers same-day episodes of daytime dramas and classic episodes of daytime dramas and primetime series. 
Programming includes daytime dramas such as Days of Our Lives, General Hospital and The Young and the Restless and 
classic episodes from series such as All My Children, One Life to Live, The O.C., One Tree Hill, Beverly Hills 90210, Gilmore 
Girls, Veronica Mars and Brothers & Sisters. In fiscal 2012, we began the conversion of SOAPnet to Disney Junior, and most 
MVPDs that carried SOAPnet have transitioned to carrying the Disney Junior network.  We expect that the conversion will be 
completed early in fiscal 2014.

UTV Networks

In India, we operate the Bindass, UTV World Movies, UTV Action, UTV Movies and UTV Stars cable television 
channels.  During fiscal 2012, the Company increased its ownership in UTV from 50% to 99%. (See Note 3 to the Consolidated 
Financial Statements.)

In the second quarter of fiscal 2013, we formed a joint venture with Viacom and TV18 that will distribute the networks 
operated in India by the joint venture partners, including our UTV and Disney networks, to MVPDs.  The Company’s share of 
the joint venture's financial results is reported as “Equity in the income of investees” in the Company’s Consolidated 
Statements of Income.
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AETN

The A&E Television Networks (AETN), a joint venture owned 50% by the Company and 50% by the Hearst Corporation, 
operates a variety of cable programming services including A&E, HISTORY, BIO, H2, Lifetime, LMN and Lifetime Real 
Women. A&E offers entertainment programming including reality series, original movies, dramatic series and justice shows. 
HISTORY offers original non-fiction series and event-driven specials. BIO offers original series about prominent people and 
their lives, including the “Biography” series. H2 focuses on the culture and history of various countries throughout the world 
from the perspective of locals. Lifetime Television is devoted to women’s lifestyle programming. LMN is a 24-hour movie 
channel. Lifetime Real Women is a 24-hour cable network with programming focusing on women. Internationally, AETN 
programming is available in over 150 countries.

During fiscal 2012, the Company’s ownership interest in AETN increased from 42.1% to 50% as a result of AETN’s 
redemption of NBCUniversal’s 15.8% equity interest in AETN. (See Note 3 to the Consolidated Financial Statements.) The 
Company’s share of AETN's financial results is reported as “Equity in the income of investees” in the Company’s Consolidated 
Statements of Income.

Broadcasting

Our broadcasting business includes a domestic broadcast network, television production and distribution operations and 8 
owned domestic television stations. The Company also has an interest in Hulu LLC (Hulu), a joint venture that distributes film 
and television content on the internet.

Domestic Broadcast Television Network

The Company operates the ABC Television Network (ABC), which as of September 28, 2013, had affiliation agreements 
with 239 local television stations reaching 99% of all U.S. television households. ABC broadcasts programs in the following 
“dayparts”: primetime, daytime, late night, news and sports.

ABC produces its own programs and also acquires programming rights from third parties as well as entities that are 
owned by or affiliated with the Company. ABC derives the majority of its revenues from the sale to advertisers of time in 
network programs for commercial announcements. The ability to sell time for commercial announcements and the rates 
received are primarily dependent on the size and nature of the audience that the network can deliver to the advertiser as well as 
overall advertiser demand for time on network broadcasts. ABC also receives fees for its broadcast feed from affiliated 
television stations.

ABC.com is the official website of ABC and provides access to full-length episodes of ABC shows online.  The Watch 
ABC app provides subscribers of participating MVPDs access to the participating local ABC TV linear feed along with full-
length episodes of ABC programming on mobile devices. Non-subscribers have access to a more limited range of programming 
and do not get access to the linear feed.  ABCNews.com provides in-depth worldwide news coverage online and video-on-
demand news reports from ABC News broadcasts. In fiscal 2011, ABC News entered into an agreement to provide news 
content to Yahoo! News.

Television Production

The Company produces the majority of its original live-action television programming under the ABC Studios label. 
Program development is carried out in collaboration with independent writers, producers and creative teams, with a focus on 
half-hour comedies and one-hour dramas, primarily for primetime broadcasts. Primetime programming produced either for our 
networks or for third parties for the 2013/2014 television season includes the returning one-hour dramas: Castle, Criminal 
Minds, Devious Maids, Grey’s Anatomy, Mistresses, Nashville, Once Upon a Time, Perception, Revenge and Scandal; and the 
returning half-hour comedies, Cougar Town and The Neighbors. New primetime series include the one-hour dramas: Betrayal, 
Marvel's Agents of S.H.I.E.L.D. and Once Upon A Time in Wonderland, and the half-hour comedy, Trophy Wife. Additionally 
the drama series, Intelligence, Killer Women and Resurrection, and the comedy, Mixology are in production for mid-season 
launch. The Company also produces the late night show, Jimmy Kimmel Live, a variety of primetime specials for network 
television and live-action syndicated programming.

Syndicated programming includes the daytime talk shows, Katie and Live! with Kelly and Michael, and the game show, 
Who Wants to Be a Millionaire. The Company also produces news programming including World News with Diane Sawyer,  
20/20, Nightline, Good Morning America and This Week with George Stephanopoulos and programming for daytime such as 
General Hospital, The View and The Chew.
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Television Distribution

We distribute the Company’s productions worldwide in pay and syndication television markets, in DVD and Blu-ray 
format and also online via Company internet sites, Hulu and third-party services. 

Domestic Television Stations

The Company owns eight television stations, six of which are located in the top-ten markets in the U.S. The television 
stations derive the majority of their revenues from the sale to advertisers of time in station programming for commercial 
announcements. The stations also receive retransmission fees from MVPDs for the right to deliver our programming to their 
customers. All of our television stations are affiliated with ABC and collectively reach 23% of the nation’s television 
households. Each owned station broadcasts three digital channels: the first consists of local, ABC and syndicated programming; 
the second is the Live Well Network in standard definition; and the third is the Live Well Network in high definition.

The Live Well Network provides programming focusing on lifestyle topics such as interior design, healthy cooking and 
outdoor activities. The Live Well Network is available to 69% of the nation’s households through our owned stations and 
affiliates.

Details for the stations we own are as follows: 

TV Station Market   

Television
Market

Ranking(1)

WABC New York, NY    1
KABC Los Angeles, CA    2
WLS Chicago, IL    3
WPVI Philadelphia, PA    4
KGO San Francisco, CA    6

KTRK Houston, TX    10
WTVD Raleigh-Durham, NC    24
KFSN Fresno, CA    55

(1) Based on Nielsen Media Research, U.S. Television Household Estimates, January 1, 2013

Hulu

Hulu is a joint venture owned by Fox Entertainment Group, NBCUniversal and the Company following Hulu's October 
2012 redemption of a 10% interest held by Providence Equity Partners.  Its principal business is to aggregate television and 
film entertainment for viewing on the internet. Hulu offers a free service, which is advertising supported and a subscription 
based service, Hulu Plus. The Hulu Plus service offers more content and less commercial time than the free service. In July 
2013, Fox Entertainment Group, NBCUniversal and the Company agreed to provide Hulu with $750 million in cash to fund 
Hulu's operations and investments for future growth, of which $380 million has been provided as of September 28, 2013.  The 
Company has contributed $134 million of its $257 million share of this cash commitment and the Company’s ownership 
interest increased from 29% to 33%. (See Note 3 to the Consolidated Financial Statements.) The Company’s share of  Hulu's 
financial results is reported as “Equity in the income of investees” in the Company’s Consolidated Statements of Income.

Fusion

In fiscal 2012, the Company and Univision formed a joint venture to create Fusion, a news, pop culture and lifestyle 
television and digital network targeted at English speaking Hispanic Millennials, which launched in October 2013.  The 
Company's share of Fusion's financial results is reported as "Equity in the income of investees" in the Company's Consolidated 
Statements of Income.
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Competition and Seasonality

The Company’s Media Networks businesses compete for viewers primarily with other television and cable networks, 
independent television stations and other media, such as DVD and Blu-ray formats, video games and the internet. With respect 
to the sale of advertising time, our broadcasting operations, certain of our cable networks and our television and radio stations 
compete with other television networks and radio stations, independent television stations, MVPDs and other advertising media 
such as newspapers, magazines, billboards and the internet. Our television and radio stations primarily compete for audiences 
in individual market areas. A television or radio station in one market generally does not compete directly with stations in other 
markets.

The growth in the number of networks distributed by MVPDs has resulted in increased competitive pressures for 
advertising revenues for our broadcasting and cable networks. The Company’s cable networks also face competition from other 
cable networks for carriage by MVPDs. The Company’s contractual agreements with MVPDs are renewed or renegotiated from 
time to time in the ordinary course of business. Consolidation and other market conditions in the cable and satellite distribution 
industry and other factors may adversely affect the Company’s ability to obtain and maintain contractual terms for the 
distribution of its various cable programming services that are as favorable as those currently in place.

The Company’s Media Networks businesses also compete for the acquisition of sports and other programming. The 
market for programming is very competitive, particularly for sports programming. The Company currently has sports rights 
agreements with the NFL, college football (including college football bowl games) and basketball conferences, NBA, 
NASCAR, MLB, World Cup and various soccer leagues, and golf and tennis associations.

The Company’s internet websites and digital products compete with other websites and entertainment products in their 
respective categories.

Advertising revenues at the Media Networks are subject to seasonal advertising patterns and changes in viewership 
levels. Revenues are typically somewhat higher during the fall and somewhat lower during the summer months. Affiliate 
revenues are typically collected ratably throughout the year. Certain affiliate revenues at ESPN are deferred until annual 
programming commitments are met. These commitments are typically satisfied during the second half of the Company’s fiscal 
year, which generally results in higher revenue recognition during this period.

Federal Regulation

Television and radio broadcasting are subject to extensive regulation by the Federal Communications Commission (FCC) 
under federal laws and regulations, including the Communications Act of 1934, as amended. Violation of FCC regulations can 
result in substantial monetary forfeitures, limited renewals of licenses and, in egregious cases, denial of license renewal or 
revocation of a license. FCC regulations that affect our Media Networks segment include the following:
 

• Licensing of television and radio stations. Each of the television and radio stations we own must be licensed by the 
FCC. These licenses are granted for periods of up to eight years, and we must obtain renewal of licenses as they expire 
in order to continue operating the stations. We (or the acquiring entity in the case of a divestiture) must also obtain 
FCC approval whenever we seek to have a license transferred in connection with the acquisition or divestiture of a 
station. The FCC may decline to renew or approve the transfer of a license in certain circumstances and may delay 
renewals while permitting a licensee to continue operating. The FCC has delayed renewals for a number of broadcast 
licensees, including a number of our licenses, in recent years while permitting the licensees to continue operating. 
Although we have received such renewals and approvals in the past or have been permitted to continue operations 
when renewal is delayed, there can be no assurance that this will be the case in the future.

• Television and radio station ownership limits. The FCC imposes limitations on the number of television stations and 
radio stations we can own in a specific market, on the combined number of television and radio stations we can own in 
a single market and on the aggregate percentage of the national audience that can be reached by television stations we 
own. Currently:

FCC regulations may restrict our ability to own more than one television station in a market, depending on the size 
and nature of the market. We do not own more than one television station in any of the markets in which we own a 
television station.

Federal statutes permit our television stations in the aggregate to reach a maximum of 39% of the national 
audience (for this purpose, FCC regulations attribute to UHF television stations only 50% of the television 
households in their market). For purposes of the FCC’s rules, our eight stations reach approximately 21% of the 
national audience.
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FCC regulations in some cases impose restrictions on our ability to acquire additional radio or television stations 
in the markets in which we own radio stations, but we do not believe any such limitations are material to our 
current operating plans.

• Dual networks. FCC rules currently prohibit any of the four major television networks — ABC, CBS, Fox and NBC 
— from being under common ownership or control.

• Regulation of programming. The FCC regulates broadcast programming by, among other things, banning “indecent” 
programming, regulating political advertising and imposing commercial time limits during children’s programming. 
Penalties for broadcasting indecent programming are a maximum of $325,000 per station.

Federal legislation and FCC rules also limit the amount of commercial matter that may be shown on broadcast or cable 
channels during programming designed for children 12 years of age and younger. In addition, broadcast channels are 
generally required to provide a minimum of three hours per week of programming that has as a “significant purpose” 
meeting the educational and informational needs of children 16 years of age and younger. FCC rules also give 
television station owners the right to reject or refuse network programming in certain circumstances or to substitute 
programming that the licensee reasonably believes to be of greater local or national importance.

• Cable and satellite carriage of broadcast television stations. With respect to cable systems operating within a 
television station’s Designated Market Area, FCC rules require that every three years each television station elect 
either “must carry” status, pursuant to which cable operators generally must carry a local television station in the 
station’s market, or “retransmission consent” status, pursuant to which the cable operator must negotiate with the 
television station to obtain the consent of the television station prior to carrying its signal. Under the Satellite Home 
Viewer Improvement Act and its successors, including most recently the Satellite Television Extension and Localism 
Act (STELA), which also requires the “must carry” or “retransmission consent” election, satellite carriers are 
permitted to retransmit a local television station’s signal into its local market with the consent of the local television 
station. Portions of these satellite laws are set to expire on December 31, 2014, and legislative discussions are 
underway with respect to their renewal. Under “must carry,” if a satellite carrier elects to carry one local station in a 
market, the satellite carrier must carry the signals of all local television stations that also request carriage.

• Cable and satellite carriage of programming. The Communications Act and FCC rules regulate some aspects of 
negotiations regarding cable and satellite retransmission consent, and some cable and satellite companies have sought 
regulation of additional aspects of the carriage of programming on cable and satellite systems. New legislation, court 
action or regulation in this area could, depending on its specific nature, have an impact on the Company’s operations.

The foregoing is a brief summary of certain provisions of the Communications Act and other legislation and of specific 
FCC rules and policies. Reference should be made to the Communications Act, other legislation, FCC rules and public notices 
and rulings of the FCC for further information concerning the nature and extent of the FCC’s regulatory authority.

FCC laws and regulations are subject to change, and the Company generally cannot predict whether new legislation, 
court action or regulations, or a change in the extent of application or enforcement of current laws and regulations, would have 
an adverse impact on our operations.

PARKS AND RESORTS

The Company owns and operates the Walt Disney World Resort in Florida, the Disneyland Resort in California, Aulani, a 
Disney Resort & Spa in Hawaii, the Disney Vacation Club, the Disney Cruise Line and Adventures by Disney. The Company 
manages and has effective ownership interests of 51% in Disneyland Paris, 48% in Hong Kong Disneyland Resort and 43% in 
Shanghai Disney Resort, each of which is consolidated in our financial statements. The Company also licenses the operations 
of the Tokyo Disney Resort in Japan. The Company’s Walt Disney Imagineering unit designs and develops new theme park 
concepts and attractions as well as resort properties.

The businesses in the Parks and Resorts segment generate revenues predominately from the sale of admissions to theme 
parks; sales of food, beverage and merchandise; charges for room nights at hotels; sales of cruise vacation packages; and sales 
and rentals of vacation club properties. Significant costs include labor; depreciation; costs of merchandise, food and beverage 
sold; marketing and sales expense; repairs and maintenance; utilities; information technology; and cost of vacation club units.
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Walt Disney World Resort

The Walt Disney World Resort is located 22 miles southwest of Orlando, Florida, on approximately 25,000 acres of 
owned land. The resort includes theme parks (the Magic Kingdom, Epcot, Disney’s Hollywood Studios and Disney’s Animal 
Kingdom); hotels; vacation club properties; a retail, dining and entertainment complex; a sports complex; conference centers; 
campgrounds; golf courses; water parks; and other recreational facilities designed to attract visitors for an extended stay.

The Walt Disney World Resort is marketed through a variety of international, national and local advertising and 
promotional activities. A number of attractions and restaurants in each of the theme parks are sponsored by other corporations 
through long-term agreements.

Magic Kingdom — The Magic Kingdom, which opened in 1971, consists of six themed lands: Adventureland, 
Fantasyland, Frontierland, Liberty Square, Main Street USA and Tomorrowland. Each land provides a unique guest experience 
featuring themed rides and attractions, live Disney character interactions, restaurants, refreshment areas and merchandise 
shops. Additionally, there are daily parades and a nighttime fireworks extravaganza, Wishes. The Company is currently in a 
multi-year expansion of Fantasyland that includes new themed areas and attractions that will nearly double the size of the land 
once the project is completed in 2014.

Epcot — Epcot, which opened in 1982, consists of two major themed areas: Future World and World Showcase. Future 
World dramatizes certain historical developments and addresses the challenges facing the world today through pavilions 
devoted to showcasing science and technology improvements, communication, energy, transportation, use of imagination, 
nature and food production, the ocean environment and space. World Showcase presents a community of nations focusing on 
the culture, traditions and accomplishments of people around the world. Countries represented with pavilions include Canada, 
China, France, Germany, Italy, Japan, Mexico, Morocco, Norway, the United Kingdom and the United States. Both areas 
feature themed rides and attractions, restaurants and merchandise shops. Epcot also features Illuminations: Reflections of Earth, 
a nighttime entertainment spectacular.

Disney’s Hollywood Studios — Disney’s Hollywood Studios, which opened in 1989, consists of four themed areas: 
Animation Courtyard, Backlot, Hollywood Boulevard and Sunset Boulevard. The four areas provide behind-the-scenes 
glimpses of Hollywood-style action through various shows and attractions and offer themed food service and merchandise 
facilities. The park also features Fantasmic!, a nighttime entertainment spectacular.

Disney’s Animal Kingdom — Disney’s Animal Kingdom, which opened in 1998, consists of a 145-foot Tree of Life 
centerpiece surrounded by six themed areas: Africa, Asia, Camp Minnie-Mickey, Dinoland U.S.A., Discovery Island and 
Rafiki’s Planet Watch. Each themed area contains attractions, entertainment shows, restaurants and merchandise shops. The 
park features more than 300 species of mammals, birds, reptiles and amphibians and 3,000 varieties of trees and plants. In 
September 2011, the Company announced an agreement with James Cameron’s Lightstorm Entertainment and Fox Filmed 
Entertainment for the exclusive global theme park rights to create themed lands based on the AVATAR franchise with the first 
land planned for Disney’s Animal Kingdom.  Scheduled to open in 2017, the AVATAR-inspired land will be a part of an 
expansion in Disney's Animal Kingdom, which will include new entertainment and nighttime experiences. 

Hotels and Other Resort Facilities — As of September 28, 2013, the Company owned and operated 18 resort hotels at 
the Walt Disney World Resort, with a total of approximately 24,000 rooms and 3,010 vacation club units. Resort facilities 
include 468,000 square feet of conference meeting space and Disney’s Fort Wilderness camping and recreational area, which 
offers approximately 800 campsites.

The Walt Disney World Resort also hosts a 120-acre retail, dining and entertainment complex known as Downtown 
Disney. Downtown Disney is home to Cirque du Soleil, DisneyQuest, the House of Blues and the 51,000-square-foot World of 
Disney retail store featuring Disney-branded merchandise. A number of the Downtown Disney facilities are operated by third 
parties that pay rent to the Company.  In 2013, the Company announced a three-year expansion to transform Downtown Disney 
into Disney Springs, which will provide visitors with more shopping, dining and entertainment options.

ESPN Wide World of Sports, which opened in 1997, is a 230-acre sports complex that hosts professional caliber training 
and competitions, festival and tournament events and interactive sports activities. The complex, which welcomes over 200 
amateur and professional events each year, accommodates multiple sporting events, including baseball, basketball, football, 
soccer, softball, tennis and track and field. Its stadium, which has a seating capacity of approximately 9,500, is the spring 
training site for MLB’s Atlanta Braves.

In the Downtown Disney Resort area, seven independently-operated hotels are situated on property leased from the 
Company. These hotels include approximately 3,700 rooms. Additionally, the Walt Disney World Swan and the Walt Disney 
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World Dolphin hotels, which have approximately 2,300 total rooms, are independently operated on property leased from the 
Company near Epcot.

Other recreational amenities and activities available at the Walt Disney World Resort include three championship golf 
courses, miniature golf courses, full-service spas, tennis, sailing, water skiing, swimming, horseback riding and a number of 
other noncompetitive sports and leisure time activities. The resort also includes two water parks: Blizzard Beach and Typhoon 
Lagoon.

Disneyland Resort

The Company owns 461 acres and has the rights under long-term lease for use of an additional 49 acres of land in 
Anaheim, California. The Disneyland Resort includes two theme parks (Disneyland and Disney California Adventure), three 
hotels and Downtown Disney, a retail, dining and entertainment complex designed to attract visitors for an extended stay.

The Disneyland Resort is marketed as a destination through international, national and local advertising and promotional 
activities. A number of the attractions and restaurants at the theme parks are sponsored by other corporations through long-term 
agreements.

Disneyland — Disneyland, which opened in 1955, consists of eight principal areas: Adventureland, Critter Country, 
Fantasyland, Frontierland, Main Street USA, Mickey’s Toontown, New Orleans Square and Tomorrowland. These areas feature 
themed rides and attractions, shows, restaurants, merchandise shops and refreshment stands. Additionally, Disneyland offers 
daily parades and a nighttime entertainment spectacular, Fantasmic!.

Disney California Adventure — Disney California Adventure, which opened in 2001, is adjacent to Disneyland and 
includes eight principal areas: Buena Vista Street, Cars Land, Condor Flats, Grizzly Peak, Hollywood Land, Pacific Wharf, 
Paradise Pier and “a bug’s land”. These areas include rides, attractions, shows, restaurants, merchandise shops and refreshment 
stands. Additionally, Disney California Adventure offers a nighttime water spectacular, World of Color.

Hotels and Other Resort Facilities — Disneyland Resort includes three Company-owned and operated hotels with a 
total of approximately 2,400 rooms, 50 vacation club units and 180,000 square feet of conference meeting space.

Downtown Disney, a themed 15-acre outdoor complex of entertainment, dining and shopping venues, is located adjacent 
to both Disneyland and Disney California Adventure. A number of the Downtown Disney facilities are operated by third parties 
that pay rent to the Company.

Aulani, a Disney Resort & Spa

In August 2011 the Company opened its first mixed-use family resort outside of its theme park developments on a 21-
acre oceanfront property on Oahu, Hawaii. Aulani, a Disney Resort & Spa features 359 hotel rooms, an 18,000 square foot spa 
and 12,000 square feet of conference meeting space. The resort also has a 481 unit Disney Vacation Club facility.

Disneyland Paris

The Company has a 51% effective ownership interest in Disneyland Paris, a 5,510-acre development located in Marne-la-
Vallée, approximately 20 miles east of Paris, France, which has been developed pursuant to a master agreement with French 
governmental authorities. The Company manages and has a 40% equity interest in Euro Disney S.C.A., a publicly-traded 
French entity that is the holding company for Euro Disney Associés S.C.A., the primary operating company of Disneyland 
Paris. Euro Disney S.C.A. and its subsidiaries operate Disneyland Paris, which includes two theme parks (Disneyland Park and 
Walt Disney Studios Park); seven themed hotels; two convention centers; a shopping, dining and entertainment complex; and a 
27-hole golf facility. Of the 5,510 acres comprising the site, approximately half have been developed to date, including the Val 
d’Europe development discussed below. An indirect, wholly-owned subsidiary of the Company is responsible for managing 
Disneyland Paris. Euro Disney S.C.A. is required to pay royalties and management fees to the Company based on the operating 
performance of the resort.

Disneyland Park — Disneyland Park, which opened in 1992, consists of five principal themed areas: Adventureland, 
Discoveryland, Fantasyland, Frontierland and Main Street. These areas include themed rides, attractions, shows, restaurants, 
merchandise shops and refreshment stands. Disneyland Park also features a daily parade and a nighttime entertainment 
spectacular, Disney Dreams!. 

Walt Disney Studios Park — Walt Disney Studios Park opened in March 2002 adjacent to Disneyland Park. The park 
takes guests into the worlds of cinema, animation and television and includes four principal themed areas: Backlot, Front Lot, 
Production Courtyard and Toon Studios. These areas each include themed rides, attractions, shows, restaurants, merchandise 
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shops and refreshment stands. In fiscal 2013, Euro Disney S.C.A. announced a new attraction based on the Disney Pixar movie 
Ratatouille, scheduled to open in Walt Disney Studios Park in 2014.

Hotels and Other Facilities — Disneyland Paris operates seven resort hotels, with a total of approximately 5,800 rooms 
and 250,000 square feet of conference meeting space. In addition, several on-site hotels that are owned and operated by third 
parties provide approximately 2,400 rooms. 

Disneyland Paris also includes Disney Village, a retail, dining and entertainment complex of approximately 500,000 
square feet, located between the theme parks and the hotels. A number of the Disney Village facilities are operated by third 
parties that pay rent to a subsidiary of Euro Disney S.C.A.

Val d’Europe is a planned community that is being developed near Disneyland Paris. The development is being 
completed in phases that will ultimately include: a regional train station, hotels and a town center, which will consist of a 
shopping center and office, commercial and residential space. Third parties operate these developments on land leased or 
purchased from Euro Disney S.C.A. and its subsidiaries.

In September 2012, the Company provided €1.3 billion of financing to Euro Disney S.C.A, which was used to repay its 
outstanding third-party bank debt. The repayment eliminated certain financial and operating covenants, notably those related to 
capital expenditure limitations and the payment of royalties and management fees due to the Company. (See Note 6 to the 
Consolidated Financial Statements.)

Hong Kong Disneyland Resort

The Company owns a 48% interest in Hong Kong Disneyland Resort through Hongkong International Theme Parks 
Limited, an entity in which the Government of the Hong Kong Special Administrative Region (HKSAR) owns a 52% majority 
interest. The resort is located on 310 acres on Lantau Island and is in close proximity to the Hong Kong International Airport. 
Hong Kong Disneyland Resort includes one theme park and two themed hotels.  A separate Hong Kong subsidiary of the 
Company is responsible for managing Hong Kong Disneyland Resort. The Company is entitled to receive royalties and 
management fees based on the operating performance of Hong Kong Disneyland Resort.

Hong Kong Disneyland – Hong Kong Disneyland opened in 2005 and consists of seven themed lands and areas: 
Adventureland, Fantasyland, Grizzly Gulch, Main Street USA, Tomorrowland, Toy Story Land and Mystic Point, which 
opened in May 2013. These areas feature themed rides and attractions, shows, restaurants, merchandise shops and refreshment 
stands. Additionally, there are daily parades and a nighttime fireworks extravaganza. In October 2013, Hong Kong Disneyland 
Resort announced it will open a new themed area at the park based on Marvel's Iron Man franchise in late 2016. 

Hotels – Hong Kong Disneyland Resort includes two themed hotels with a total of 1,000 rooms.

Shanghai Disney Resort

In fiscal 2011, the Company and Shanghai Shendi (Group) Co., Ltd (Shendi) received Chinese central government 
approval of an agreement to build and operate a Disney resort (Shanghai Disney Resort) in the Pudong district of Shanghai at a 
planned investment of approximately 29 billion yuan. The Shanghai Disney Resort will be located on roughly 1,000 acres and 
will include the Shanghai Disneyland theme park; two themed hotels with a total of 1,220 rooms; a retail, dining and 
entertainment complex; and an outdoor recreational area. Shanghai Disney Resort is currently targeted to open by the end of 
calendar 2015.  The land at Shanghai Disney Resort has capacity for future expansion.

Construction on the project commenced in April 2011. The resort is owned by a joint venture in which Shendi owns 57% 
and the Company owns 43%, and the investment amounts will be funded in accordance with each partner’s equity ownership 
percentage.  An additional joint venture management company, in which Disney has a 70% interest and Shendi a 30% interest, 
is responsible for creating, constructing and operating the resort. The management company will be entitled to receive 
management fees based on operating performance of the resort.  Shanghai Disney Resort will also pay the Company royalties 
based on resort revenues.

Tokyo Disney Resort

Tokyo Disney Resort is located on approximately 494 acres of land, six miles east of downtown Tokyo, Japan. The resort 
includes two theme parks (Tokyo Disneyland and Tokyo DisneySea); three Disney-branded hotels; six independently operated 
hotels; and a retail, dining and entertainment complex.
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Tokyo Disneyland — Tokyo Disneyland, which opened in 1983, was the first Disney theme park to open outside the 
U.S. Tokyo Disneyland consists of seven principal themed areas: Adventureland, Critter Country, Fantasyland, Tomorrowland, 
Toontown, Westernland and World Bazaar.

Tokyo DisneySea — Tokyo DisneySea, adjacent to Tokyo Disneyland, opened in 2001. The park is divided into seven 
“ports of call,” including American Waterfront, Arabian Coast, Lost River Delta, Mediterranean Harbor, Mermaid Lagoon, 
Mysterious Island and Port Discovery.

Hotels and Other Resort Facilities — The resort includes three Disney-branded hotels with a total of more than 1,700 
rooms. The resort also includes the Disney Resort Line monorail, which links the theme parks and resort hotels with Ikspiari, a 
retail, dining and entertainment complex, and Bon Voyage, a Disney-themed merchandise location.

The Company earns royalties on revenues generated by the Tokyo Disney Resort, which is owned and operated by 
Oriental Land Co., Ltd. (OLC), a Japanese corporation in which the Company has no equity interest. OLC markets the Tokyo 
Disney Resort through a variety of local, domestic and international advertising and promotional activities.

Disney Vacation Club

The Disney Vacation Club (DVC) offers ownership interests in 12 resort facilities located at the Walt Disney World 
Resort; Disneyland Resort; Vero Beach, Florida; Hilton Head Island, South Carolina; and Oahu, Hawaii. Available units at each 
facility are offered for sale under a vacation ownership plan and are operated as hotel rooms when not occupied by vacation 
club members. The Company’s vacation club units consist of a mix of units ranging from one bedroom studios to three 
bedroom villas. Unit counts in this document are presented in terms of two bedroom equivalents. DVC had 3,541 vacation club 
units as of September 28, 2013. In October 2013, DVC opened an additional 106 units at The Villas at Disney's Grand Floridian 
Resort & Spa in Orlando.  In September 2013, the Company announced plans to open a new vacation club property at Disney's 
Polynesian Resort at the Walt Disney World Resort in 2015.

Disney Cruise Line

Disney Cruise Line (DCL) is a four-ship vacation cruise line, which operates out of ports in North America and Europe.  
The Disney Magic and the Disney Wonder are 85,000-ton 877 stateroom ships, which launched in 1998 and 1999, respectively.  
The Disney Dream and the Disney Fantasy are 130,000-ton 1,250 stateroom ships, which launched in January 2011 and March 
2012, respectively.  DCL caters to families, children, teenagers and adults, with distinctly-themed areas and activities for each 
group. Many cruise vacations include a visit to Disney’s Castaway Cay, a 1,000-acre private Bahamian island.

Adventures by Disney

Adventures by Disney offers all-inclusive guided vacation tour packages predominantly at non-Disney sites around the 
world. The Company offered 26 different excursion packages during 2013.

Walt Disney Imagineering

Walt Disney Imagineering provides master planning, real estate development, attraction, entertainment and show design, 
engineering support, production support, project management and other development services, including research and 
development for the Company’s Parks and Resorts operations.

Competition and Seasonality

The Company’s theme parks and resorts as well as Disney Cruise Line and Disney Vacation Club compete with other 
forms of entertainment, lodging, tourism and recreational activities. The profitability of the leisure-time industry may be 
influenced by various factors that are not directly controllable, such as economic conditions including business cycle and 
exchange rate fluctuations, travel industry trends, amount of available leisure time, oil and transportation prices, and weather 
patterns and natural disasters.

All of the theme parks and the associated resort facilities are operated on a year-round basis. Typically, the theme parks 
and resorts business experiences fluctuations in theme park attendance and resort occupancy resulting from the seasonal nature 
of vacation travel and local entertainment excursions. Peak attendance and resort occupancy generally occur during the summer 
months when school vacations occur and during early-winter and spring-holiday periods.
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STUDIO ENTERTAINMENT

The Studio Entertainment segment produces and acquires live-action and animated motion pictures, direct-to-video 
content, musical recordings and live stage plays.

The businesses in the Studio Entertainment segment generate revenue from the distribution of films in the theatrical, 
home entertainment and television markets.  Significant operating expenses include film cost amortization, which consists of 
production cost and participations and residuals expense amortization, distribution expenses and costs of sales.

The Company distributes produced and acquired films (including its film and television library) in the theatrical, home 
entertainment and television markets primarily under the Walt Disney Pictures, Pixar, Marvel, Touchstone and Lucasfilm 
banners.  The Company produces and distributes Indian movies worldwide through its UTV banner.

In August 2009, the Company entered into an agreement with DreamWorks Studios (DreamWorks) to distribute live-
action motion pictures produced by DreamWorks for seven years under the Touchstone Pictures banner for which the Company 
receives a distribution fee.  Under this agreement, the Company has distributed eight films to date.  As part of the agreement, 
the Company provided financing to DreamWorks, which as of September 28, 2013, totaled $156 million.  There is an additional 
$90 million available to DreamWorks.

Prior to the Company’s acquisition of Marvel in fiscal 2010, Marvel had agreements in place for third-party studios to 
distribute Marvel produced films including Iron Man, Iron Man 2, Iron Man 3, The Avengers, Thor, Captain America: The First 
Avenger and The Incredible Hulk.  Under these arrangements, Marvel incurred the cost to produce the films and pays the third-
party studio a distribution fee. In fiscal 2011, prior to their theatrical release, the Company purchased the distribution rights 
for The Avengers and Iron Man 3 from a third-party studio and agreed to pay fees to that studio based on the performance of 
those films, subject to a minimum guarantee. In fiscal 2013, the Company purchased the remaining distribution rights for Iron 
Man, Iron Man 2, Thor and Captain America: The First Avenger, which have all been released. Going forward, the Company 
will distribute all Marvel produced films with the exception of The Incredible Hulk.

Also prior to the Company’s acquisition of Marvel, Marvel had licensed the rights to third-party studios to produce and 
distribute feature films based on certain Marvel properties including Spider-Man, The Fantastic Four and X-Men.  Under these 
licensing arrangements, the third-party studio incurs the cost to produce and distribute the films and pays the Company a 
licensing fee.  Generally under these arrangements, Marvel retains the merchandise licensing rights and pays the third-party 
studio a royalty.  During fiscal 2011, the Company purchased Sony Pictures’ participation in Spider-Man merchandising, while 
at the same time, Sony Pictures purchased the Company's participation in Spider-Man films.  This transaction will allow the 
Company to control and fully benefit from all Spider-Man merchandising activity, while Sony Pictures will continue to produce 
and distribute Spider-Man films.

The Company holds over a 99% interest in UTV, one of the leading film production studios and film distributors in India.  
UTV produces and co-produces live-action and animated films. 

In fiscal 2011 the Company sold Miramax Film NY, LLC (Miramax) for $663 million. Net proceeds, which reflected 
closing adjustments, the settlement of related claims and obligations and Miramax’s cash balances at closing, totaled $532 
million.  The sale included both Miramax and Dimension film assets.

Prior to the Company’s acquisition, Lucasfilm produced six Star Wars films (Episodes 1 through 6).  Lucasfilm retained 
the rights to consumer products related to all of the films and the rights related to television and electronic distribution formats 
for all of the films, with the exception of the rights for Episode 4, which are owned by a third-party studio.  All of the films are 
distributed by a third-party studio in the theatrical and home video markets. The theatrical and home video distribution rights 
for these films revert back to Lucasfilm in May 2020 with the exception of Episode 4, for which these distribution rights are 
retained in perpetuity by the third-party studio.

Lucasfilm also includes Industrial Light & Magic and Skywalker Sound, which provide visual and audio effects and 
other post-production services to the Company and third-party producers.
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Theatrical Market

We produce and distribute both live-action films and full-length animated films.  During fiscal 2014, we expect to 
distribute domestically ten of our own produced feature films and four DreamWorks films.  As of September 28, 2013, the 
Company had released domestically approximately 984 full-length live-action features and 95 full-length animated features.

In the domestic theatrical market, we generally distribute and market our filmed products directly.  In most major 
international markets, we distribute our filmed products directly while in other markets our films are distributed by independent 
distribution companies or joint ventures. 

The Company incurs significant marketing and advertising costs before and throughout the theatrical release of a film in 
an effort to generate public awareness of the film, to increase the public’s intent to view the film and to help generate consumer 
interest in the subsequent home entertainment and other ancillary markets. These costs are expensed as incurred.  Therefore, we 
typically incur losses on a film in the theatrical markets, including in periods prior to the theatrical release of the film.

Home Entertainment Market

In the domestic market, we distribute home entertainment releases directly under each of our motion picture banners.  In 
the international market, we distribute home entertainment releases under each of our motion picture banners both directly and 
through independent distribution companies. In addition, we acquire and produce original content for direct-to-video release.

Domestic and international home entertainment distribution typically starts three to six months after the theatrical release 
in each market.  Home entertainment releases may be distributed in both physical (DVD and Blu-ray) and electronic formats. 
Titles are generally sold to retailers, such as Wal-Mart and Best Buy and physical rental channels, such as Netflix; however, the 
rental channels may be delayed up to 28 days after the start of home entertainment distribution.

As of September 28, 2013, we had approximately 1,400 active produced and acquired titles, including 1,000 live-action 
titles and 400 animated titles, in the domestic home entertainment marketplace and approximately 2,700 active produced and 
acquired titles, including 2,200 live-action titles and 500 animated titles, in the international marketplace.

Television Market

Pay-Per-View (PPV)/Video-on-Demand (VOD): Concurrently with, or up to one month after, home entertainment 
distribution begins, we license titles to PPV/VOD service providers (typically MVPDs) for electronic delivery to consumers for 
a specified rental period (e.g. 24 hours) at a price comparable to that of physical media rentals.

Pay Television (Pay 1): There are generally three pay television windows. The first window is generally eighteen months 
in duration and follows the PPV/VOD window. The Company has licensed exclusive domestic pay television rights to 
substantially all films released under the Walt Disney Pictures, Pixar and Touchstone Pictures banners to the Starz pay 
television service through calendar year 2015.  DreamWorks titles distributed by the Company are licensed to Showtime under 
a separate agreement. 

Free Television (Free 1): The Pay 1 window is followed by a television window that may last up to 84 months.  Motion 
pictures are usually sold in the Free 1 window to major broadcast networks, including ABC, and basic cable services.

Pay Television 2 (Pay 2) and Free Television 2 (Free 2): In the U.S., Free 1 is generally followed by a twelve-month Pay 
2 window under our license arrangements with Starz and Showtime, and then by a Free 2 window that generally lasts up to 84 
months.  Packages of the Company’s feature films have been licensed for broadcast under multi-year agreements within the 
Free 2 window. The Free 2 window is a syndication window where films are licensed both to basic cable networks, subscription 
video on demand (SVOD) services and to third-party television station groups.

Pay Television 3 (Pay 3) and Free Television 3 (Free 3): In the U.S., Free 2 is generally followed by a seven-month Pay 3 
window under our license arrangements with Starz and Showtime, and then by a Free 3 window.  Packages of the Company’s 
feature films have been licensed for broadcast under multi-year agreements within the Free 3 window.  The Free 3 window is a 
syndication window where films are licensed to basic cable networks and SVOD services.  

Following the conclusion of Starz’s exclusive domestic pay television rights at the end of calendar year 2015, Netflix will 
have exclusive domestic pay television rights for the Pay 1 and Pay 2 windows through calendar year 2018. 

International Television: The Company also licenses its theatrical properties outside of the U.S. The typical windowing 
sequence is consistent with the domestic cycle such that titles premiere on television in PPV/VOD then air in pay TV before 
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airing in free TV.  Windowing strategies are developed in response to local market practices and conditions, and the exact 
sequence and length of each window can vary country by country.

Disney Music Group

The Disney Music Group includes Walt Disney Records, Hollywood Records, Disney Music Publishing and Buena Vista 
Concerts.

Walt Disney Records and Hollywood Records develop, produce, market and distribute recorded music in the U.S. and 
license our music properties throughout the rest of the world.  Walt Disney Records categories include infant, children’s read-
along, teen, all-family and soundtracks from film and television properties distributed by Walt Disney Pictures and Disney 
Channel.  Hollywood Records develops musical talent and produces and markets their recordings across a spectrum of music 
genres.

The Disney Music Group commissions new music for the Company’s motion pictures and television programs, records 
the songs and licenses the song and recording copyrights to others for printed music, records, audio-visual devices, public 
performances and digital distribution.  Buena Vista Concerts produces live-entertainment events with artists signed to the 
Disney Music Group record labels.

Disney Music Publishing controls the copyrights of thousands of musical compositions derived from the Company’s 
motion picture, television and theme park properties as well as musical compositions written by songwriters under exclusive 
contract. It is responsible for the management, protection and licensing of the Disney song catalog on a worldwide basis.

Disney Theatrical Productions

Disney Theatrical Productions develops, produces and licenses live entertainment events.  The Company has produced 
and licensed Broadway musicals around the world, including Beauty and the Beast, The Lion King, Elton John & Tim Rice’s 
Aida, TARZAN®, Mary Poppins (a co-production with Cameron Mackintosh Ltd), The Little Mermaid and Newsies.  Other 
stage musical ventures have included an off-Broadway production of Peter and the Starcatcher and a regional theatre 
production of The Jungle Book. A new musical, Aladdin, will open in Toronto in fall 2013.  In addition, the Company licenses 
musicals for local, school and community theatre productions globally through Music Theatre International.

Disney Theatrical Productions also delivers live shows globally through its license to Feld Entertainment, the producer of 
Disney On Ice and Disney Live!.  Feld's newest production, Disney Junior on Tour: Pirate and Princess Adventure, launched in 
July 2013 for a North America tour.

Competition and Seasonality

The Studio Entertainment businesses compete with all forms of entertainment.  A significant number of companies 
produce and/or distribute theatrical and television films, exploit products in the home entertainment market, provide pay 
television programming services and sponsor live theater.  We also compete to obtain creative and performing talents, story 
properties, advertiser support and broadcast rights that are essential to the success of our Studio Entertainment businesses.

The success of Studio Entertainment operations is heavily dependent upon public taste and preferences.  In addition, 
Studio Entertainment operating results fluctuate due to the timing and performance of releases in the theatrical, home 
entertainment and television markets.  Release dates are determined by several factors, including competition and the timing of 
vacation and holiday periods.

CONSUMER PRODUCTS

The Consumer Products segment engages with licensees, publishers and retailers throughout the world to design, 
develop, publish, promote and sell a wide variety of products based on the Company's intellectual property through its 
Merchandise Licensing, Publishing and Retail businesses. In addition to leveraging the Company’s film and television 
properties, Consumer Products also develops its own intellectual property, which can be used across the Company’s businesses.

The businesses in the Consumer Products segment generate royalty revenue by licensing characters from our film, 
television and other properties to third parties for use on consumer merchandise, wholesale revenue from publishing children’s 
books and magazines and comic books, sales of merchandise at our retail stores, fees charged at our English language learning 
centers and sales of merchandise at internet shopping sites. Significant costs include costs of goods sold and distribution 
expenses, operating labor and retail occupancy costs.
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Merchandise Licensing

The Company’s merchandise licensing operations cover a diverse range of product categories, the most significant of 
which are: toys, apparel, home décor and furnishings, stationery, health and beauty, food, footwear and consumer electronics. 
The Company licenses characters from its film, television and other properties for use on third-party products in these 
categories and earns royalties, which are usually based on a fixed percentage of the wholesale or retail selling price of the 
products. Some of the major properties licensed by the Company include: Mickey and Minnie; the Marvel properties including 
Spider-Man, The Avengers and Iron Man; Disney Princess; Cars; Disney Jr.; Star Wars; Winnie the Pooh; Monsters University; 
and Toy Story. The Company also participates in the design of individual products and creates exclusive themed and seasonal 
promotional campaigns for retailers based on the Company's characters, movies and TV shows.

Publishing

Disney Publishing Worldwide (DPW) creates, distributes, licenses and publishes children’s book, magazine and learning 
products in print and digital formats in multiple countries and languages based on the Company’s branded franchises.  DPW 
also operates Disney English, which develops and delivers an English language learning curriculum for Chinese children using 
Disney content in 44 centers across 11 cities in China.

Marvel Publishing creates and publishes comic books, and graphic novel collections of comic books, principally in North 
America in print and digital formats. Marvel Publishing also licenses the right to publish translated versions of these comic 
books, principally in Europe and Latin America. Titles include The Avengers, X-Men, Spider-Man, Iron Man and Wolverine.

Retail

The Company markets Disney- and Marvel-themed products through retail stores operated under the Disney Store name 
and through internet sites in North America (DisneyStore.com and MarvelStore.com), Western Europe and Japan. Commencing 
in fiscal 2014, we will also market Lucasfilm themed merchandise.  The stores, which are generally located in leading shopping 
malls and other retail complexes, carry a wide variety of Disney merchandise and promote other businesses of the Company. 
The Company currently owns and operates 214 stores in North America, 88 stores in Europe and 46 stores in Japan.  The 
Company also offers merchandise that it designs and develops under wholesale arrangements.

Competition and Seasonality

The Company’s merchandise licensing, publishing and retail businesses compete with other licensors, publishers and 
retailers of character, brand and celebrity names. Based on independent surveys, we believe the Company is the largest 
worldwide licensor of character-based merchandise based on retail sales. Operating results for the licensing and retail 
businesses are influenced by seasonal consumer purchasing behavior, consumer preferences, levels of marketing and promotion 
and by the timing and performance of theatrical releases and cable programming broadcasts.

INTERACTIVE

The Interactive segment creates and delivers branded entertainment and lifestyle content across interactive media 
platforms. The primary operating businesses of Interactive are Interactive Games, which produces multi-platform games for 
global distribution, and Interactive Media, which develops branded online services. 

The businesses in the Interactive segment generate revenue from the sale of multi-platform console games, subscriptions 
to and micro transactions for online and mobile games, content and handset revenue from our Disney branded mobile phone 
business in Japan, and online advertising and sponsorships. We also generate fees from licensing our properties to third-party 
game publishers. Significant costs include cost of goods sold and distribution expenses and product development.

Interactive Games

Interactive Games develops console, mobile, social and virtual world games, which are marketed and distributed on a 
worldwide basis. Console game releases in fiscal 2013 included Disney Infinity and Epic Mickey 2.  Disney Infinity delivers 
Disney content and features a game world, which combines physical toys and story-driven gameplay where a variety of Disney 
stories and characters can exist and interact.  The Company's principal virtual world game is Disney’s Club Penguin.  Other 
online games include games for social networking websites such as Marvel Avengers Alliance and Gardens of Time, and games 
for smartphones such as Where’s My Water. Certain properties are also licensed to third-party video game publishers.  The 
Japan Mobile business licenses Disney-branded phones, content and games to mobile carriers in Japan.
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Interactive Media

Interactive Media develops, publishes and distributes interactive family content through a portfolio of platforms including 
Disney.com, Disney on YouTube and Babble.com and develops and publishes apps for moms and families. Interactive Media 
also provides website maintenance and design for other Company businesses. 

Competition and Seasonality

The Company’s online sites and products compete with a wide variety of other online sites and products. The Company’s 
video game business competes primarily with other publishers of video game software and other types of home entertainment. 
Operating results for the video game business fluctuate due to the timing and performance of video game releases, which are 
determined by several factors including theatrical releases and cable programming broadcasts, competition and the timing of 
holiday periods. Revenues from certain of the Company’s online and mobile operations are subject to similar seasonal trends.

INTELLECTUAL PROPERTY PROTECTION

The Company’s businesses throughout the world are affected by its ability to exploit and protect against infringement of 
its intellectual property, including trademarks, trade names, copyrights, patents and trade secrets. Important intellectual 
property includes rights in the content of motion pictures, television programs, electronic games, sound recordings, character 
likenesses, theme park attractions, books and magazines. Risks related to the protection and exploitation of intellectual property 
rights are set forth in Item 1A – Risk Factors.

AVAILABLE INFORMATION

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those 
reports are available without charge on our website, www.disney.com/investors, as soon as reasonably practicable after they are 
filed electronically with the Securities and Exchange Commission (SEC). We are providing the address to our internet site 
solely for the information of investors. We do not intend the address to be an active link or to otherwise incorporate the contents 
of the website into this report.

 

ITEM 1A.  Risk Factors

For an enterprise as large and complex as the Company, a wide range of factors could materially affect future 
developments and performance. In addition to the factors affecting specific business operations identified in connection with 
the description of these operations and the financial results of these operations elsewhere in this report, the most significant 
factors affecting our operations include the following:

Changes in U.S., global, or regional economic conditions could have an adverse effect on the profitability of some or all 
of our businesses.

A decline in economic activity in the U.S. and other regions of the world in which we do business can adversely affect 
demand for any of our businesses, thus reducing our revenue and earnings. The most recent decline in economic conditions 
reduced spending at our parks and resorts, purchase of and prices for advertising on our broadcast and cable networks and 
owned stations, performance of our home entertainment releases, and purchases of Company-branded consumer products, and 
similar impacts can be expected should such conditions recur. A decline in economic conditions could also reduce attendance at 
our parks and resorts or prices that MVPDs pay for our cable programming. Recent instability in European economies presents 
risks of similar impacts in our European operations. Economic conditions can also impair the ability of those with whom we do 
business to satisfy their obligations to us. In addition, an increase in price levels generally, or in price levels in a particular 
sector such as the energy sector, could result in a shift in consumer demand away from the entertainment and consumer 
products we offer, which could also adversely affect our revenues and, at the same time, increase our costs. Changes in 
exchange rates for foreign currencies may reduce international demand for our products, increase our labor or supply costs in 
non-U.S. markets, or reduce the U.S. dollar value of revenue we receive from other markets, and economic or political 
conditions in a country could reduce our ability to hedge exposure to currency fluctuations in the country or our ability to 
repatriate revenue from the country.
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Changes in public and consumer tastes and preferences for entertainment and consumer products could reduce demand 
for our entertainment offerings and products and adversely affect the profitability of any of our businesses.

Our businesses create entertainment, travel or consumer products whose success depends substantially on consumer 
tastes and preferences that change in often unpredictable ways. The success of our businesses depends on our ability to 
consistently create and distribute filmed entertainment, broadcast and cable programming, online material, electronic games, 
theme park attractions, hotels and other resort facilities and travel experiences and consumer products that meet the changing 
preferences of the broad consumer market and respond to competition from an expanding array of choices facilitated by 
technological developments in the delivery of content. Many of our businesses increasingly depend on acceptance of our 
offerings and products by consumers outside the U.S., and their success therefore depends on our ability to successfully predict 
and adapt to changing consumer tastes and preferences outside as well as inside the U.S. Moreover, we must often invest 
substantial amounts in film production, broadcast and cable programming, electronic games, theme park attractions, cruise 
ships or hotels and other resort facilities before we learn the extent to which these products will earn consumer acceptance. If 
our entertainment offerings and products do not achieve sufficient consumer acceptance, our revenue from advertising sales 
(which are based in part on ratings for the programs in which advertisements air) or subscription fees for broadcast and cable 
programming and online services, from theatrical film receipts or home video or electronic game sales, from theme park 
admissions, hotel room charges and merchandise, food and beverage sales, from sales of licensed consumer products or from 
sales of our other consumer products and services may decline or fail to grow to the extent we anticipate when making 
investment decisions and thereby adversely affect the profitability of one or more of our businesses.

Changes in technology and in consumer consumption patterns may affect demand for our entertainment products, the 
revenue we can generate from these products or the cost of producing or distributing products.

The media entertainment and internet businesses in which we participate depend significantly on our ability to acquire, 
develop, adopt and exploit new technologies to distinguish our products and services from those of our competitors. In 
addition, new technologies affect the demand for our products, the manner and markets in which our products are distributed to 
consumers, the sources of competing television and filmed entertainment, the time and manner in which consumers acquire and 
view some of our entertainment products and the options available to advertisers for reaching their desired markets. For 
example, the success of our offerings in the home entertainment market depends in part on consumer preferences with respect 
to home entertainment formats. These formats include web-based delivery of live and stored video entertainment, DVD players 
and digital video recorders, as well as the availability of alternative home entertainment offerings and technologies.  Such 
technologies may provide users the ability to fast-forward, rewind, pause and skip programming and advertisements. In 
addition, technological developments offer consumers an expanding array of entertainment options and delivery vehicles, 
which fragments the market for our products. These developments have also led to an industry wide decline in ratings for 
broadcast television and to a reduction in demand for DVDs of theatrical content and may disrupt traditional distribution 
models by enabling content owners to provide content directly to distributors and consumers, which could lead to decreased 
demand for content distributed on our broadcast or cable networks.  In order to respond to these developments, we may be 
required to alter our business models and there can be no assurance that we will successfully respond to these changes or that 
the business models we develop in response to these changes will be as profitable as our current business models. As a result, 
the income from our entertainment offerings may decline or increase at slower rates than our historical experience or our 
expectations when we make investments in products.

The success of our businesses is highly dependent on the existence and maintenance of intellectual property rights in the 
entertainment products and services we create.

The value to us of our intellectual property rights is dependent on the scope and duration of our rights as defined by 
applicable laws in the U.S. and abroad and the manner in which those laws are construed. If those laws are drafted or 
interpreted in ways that limit the extent or duration of our rights, or if existing laws are changed, our ability to generate revenue 
from our intellectual property may decrease, or the cost of obtaining and maintaining rights may increase.

The unauthorized use of our intellectual property rights may increase the cost of protecting these rights or reduce our 
revenues. New technologies such as the convergence of computing, communication, and entertainment devices, the falling 
prices of devices incorporating such technologies, increased broadband internet speed and penetration and increased 
availability and speed of mobile data transmission have made the unauthorized digital copying and distribution of our films, 
television productions and other creative works easier and faster and enforcement of intellectual property rights more 
challenging. The unauthorized use of intellectual property in the entertainment industry generally continues to be a significant 
challenge for intellectual property rights holders. Inadequate laws or weak enforcement mechanisms to protect intellectual 
property in one country can adversely affect the results of the Company’s operations worldwide, despite the Company’s efforts 
to protect its intellectual property rights. These developments require us to devote substantial resources to protecting our 
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intellectual property against unlicensed use and present the risk of increased losses of revenue as a result of unlicensed digital 
distribution of our content and sales of unauthorized DVDs, Blu-ray discs and other products.

With respect to intellectual property developed by the Company and rights acquired by the Company from others, the 
Company is subject to the risk of challenges to our copyright, trademark and patent rights by third parties. Successful 
challenges to our rights in intellectual property may result in increased costs for obtaining rights or the loss of the opportunity 
to earn revenue from the intellectual property that is the subject of challenged rights. The Company is not aware of any 
challenges to its intellectual property rights that it currently foresees having a material effect on its operations.

Protection of electronically stored data is costly and if our data is compromised in spite of this protection, we may incur 
additional costs, lost opportunities and damage to our reputation.

We maintain information necessary to conduct our business, including confidential and proprietary information as well as 
personal information regarding our customers and employees, in digital form. Data maintained in digital form is subject to the 
risk of intrusion, tampering and theft. We develop and maintain systems to prevent this from occurring, but the development 
and maintenance of these systems is costly and requires ongoing monitoring and updating as technologies change and efforts to 
overcome security measures become more sophisticated. Moreover, despite our efforts, the possibility of intrusion, tampering 
and theft cannot be eliminated entirely, and risks associated with each of these remain. In addition, we provide confidential, 
proprietary and personal information to third parties when it is necessary to pursue business objectives. While we obtain 
assurances that these third parties will protect this information and, where appropriate, monitor the protections employed by 
these third parties, there is a risk the confidentiality of data held by third parties may be compromised. If our data systems are 
compromised, our ability to conduct our business may be impaired, we may lose profitable opportunities or the value of those 
opportunities may be diminished and, as described above, we may lose revenue as a result of unlicensed use of our intellectual 
property. If personal information of our customers or employees is misappropriated, our reputation with our customers and 
employees may be injured resulting in loss of business or morale, and we may incur costs to remediate possible injury to our 
customers and employees or to pay fines or take other action with respect to judicial or regulatory actions arising out of the 
incident.

A variety of uncontrollable events may reduce demand for our products and services, impair our ability to provide our 
products and services or increase the cost of providing our products and services.

Demand for our products and services, particularly our theme parks and resorts, is highly dependent on the general 
environment for travel and tourism. The environment for travel and tourism, as well as demand for other entertainment 
products, can be significantly adversely affected in the U.S., globally or in specific regions as a result of a variety of factors 
beyond our control, including: adverse weather conditions arising from short-term weather patterns or long-term change, 
catastrophic events or natural disasters (such as excessive heat or rain, hurricanes, typhoons, floods, tsunamis and earthquakes); 
health concerns; international, political or military developments; and terrorist attacks. For example, the earthquake and 
tsunami in Japan in March 2011 resulted in a period of suspension of our operations and those of certain of our licensees in 
Japan, including Tokyo Disney Resort and resulted in a loss of revenue from those operations. These events and others, such as 
fluctuations in travel and energy costs and computer virus attacks, intrusions or other widespread computing or 
telecommunications failures, may also damage our ability to provide our products and services or to obtain insurance coverage 
with respect to these events. In addition, we derive royalties from the sales of our licensed goods and services by third parties 
and the management of businesses operated under brands licensed from the Company, and we are therefore dependent on the 
successes of those third parties for that portion of our revenue. A wide variety of factors could influence the success of those 
third parties and if negative factors significantly impacted a sufficient number of our licensees, that could adversely affect the 
profitability of one or more of our businesses. We obtain insurance against the risk of losses relating to some of these events, 
generally including physical damage to our property and resulting business interruption, certain injuries occurring on our 
property and liability for alleged breach of legal responsibilities. When insurance is obtained it is subject to deductibles, 
exclusions, terms, conditions and limits of liability. The types and levels of coverage we obtain vary from time to time 
depending on our view of the likelihood of specific types and levels of loss in relation to the cost of obtaining coverage for such 
types and levels of loss.
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Changes in our business strategy or restructuring of our businesses may increase our costs or otherwise affect the 
profitability of our businesses.

As changes in our business environment occur we may need to adjust our business strategies to meet these changes or we 
may otherwise find it necessary to restructure our operations or particular businesses or assets. In addition, external events 
including acceptance of our theatrical offerings and changes in macroeconomic conditions may impair the value of our assets. 
When these changes or events occur, we may incur costs to change our business strategy and may need to write down the value 
of assets. We also make investments in existing or new businesses, including investments in international expansion of our 
business and in new business lines. In recent years, such investments have included expansion and repurposing of certain of our 
theme park attractions and participation in a joint venture that is constructing a theme park in Shanghai, China. Some of these 
investments may have short-term returns that are negative or low and the ultimate business prospects of the businesses may be 
uncertain. In any of these events, our costs may increase, we may have significant charges associated with the write-down of 
assets or returns on new investments may be lower than prior to the change in strategy or restructuring.

Turmoil in the financial markets could increase our cost of borrowing and impede access to or increase the cost of 
financing our operations and investments.

Past disruptions in the U.S. and global credit and equity markets made it difficult for many businesses to obtain financing 
on acceptable terms. These conditions tended to increase the cost of borrowing and if they recur, our cost of borrowing could 
increase and it may be more difficult to obtain financing for our operations or investments. In addition, our borrowing costs can 
be affected by short- and long-term debt ratings assigned by independent rating agencies that are based, in significant part, on 
the Company’s performance as measured by credit metrics such as interest coverage and leverage ratios. A decrease in these 
ratings would likely increase our cost of borrowing and/or make it more difficult for us to obtain financing. Past disruptions in 
the global financial markets also impacted some of the financial institutions with which we do business. A similar decline in the 
financial stability of financial institutions could affect our ability to secure credit-worthy counterparties for our interest rate and 
foreign currency hedging programs and could affect our ability to settle existing contracts.

Increased competitive pressures may reduce our revenues or increase our costs.

We face substantial competition in each of our businesses from alternative providers of the products and services we offer 
and from other forms of entertainment, lodging, tourism and recreational activities. We also must compete to obtain human 
resources, programming and other resources we require in operating our business. For example:
 

• Our broadcast and cable networks, stations and online offerings compete for viewers with other broadcast, cable and 
satellite services as well as with home video products and internet usage.

• Our broadcast and cable networks and stations compete for the sale of advertising time with other broadcast, cable and 
satellite services, and the internet, as well as with newspapers, magazines and billboards.

• Our cable networks compete for carriage of their programming with other programming providers.
• Our broadcast and cable networks compete for the acquisition of creative talent and sports and other programming 

with other broadcast and cable networks.
• Our theme parks and resorts compete for guests with all other forms of entertainment, lodging, tourism and recreation 

activities.
• Our studio operations compete for customers with all other forms of entertainment.
• Our studio operations, broadcast and cable networks and publishing businesses compete to obtain creative and 

performing talent, story properties, advertiser support, broadcast rights and market share.
• Our consumer products segment competes in the character merchandising and other licensing, publishing, and retail 

activities with other licensors, publishers and retailers of character, brand and celebrity names.
• Our interactive game operations compete with other publishers of console, online and mobile games and other types of 

home entertainment.

Competition in each of these areas may divert consumers from our creative or other products, or to other products or 
other forms of entertainment, which could reduce our revenue or increase our marketing costs. Such competition may also 
reduce, or limit growth in, prices for our products and services, including advertising rates and subscription fees at our media 
networks, parks and resorts admissions and room rates, and prices for consumer products from which we derive license 
revenues. Competition for the acquisition of resources can increase the cost of producing our products and services.

Sustained increases in costs of pension and postretirement medical and other employee health and welfare benefits may 
reduce our profitability.

With approximately 175,000 employees, our profitability is substantially affected by costs of pension benefits and current 
and postretirement medical benefits. We may experience significant increases in these costs as a result of macro-economic 
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factors, which are beyond our control, including increases in the cost of health care. In addition, changes in investment returns 
and discount rates used to calculate pension expense and related assets and liabilities can be volatile and may have an 
unfavorable impact on our costs in some years. These macroeconomic factors as well as a decline in the fair value of pension 
and postretirement medical plan assets may put upward pressure on the cost of providing pension and postretirement medical 
benefits and may increase future funding contributions. Although we have actively sought to control increases in these costs, 
there can be no assurance that we will succeed in limiting cost increases, and continued upward pressure could reduce the 
profitability of our businesses.

Our results may be adversely affected if long-term programming or carriage contracts are not renewed on sufficiently 
favorable terms.

We enter into long-term contracts for both the acquisition and the distribution of media programming and products, 
including contracts for the acquisition of programming rights for sporting events and other programs, and contracts for the 
distribution of our programming to MVPDs. As these contracts expire, we must renew or renegotiate the contracts, and if we 
are unable to renew them on acceptable terms, we may lose programming rights or distribution rights. Even if these contracts 
are renewed, the cost of obtaining programming rights may increase (or increase at faster rates than our historical experience) 
or the terms on which we distribute programming (including the breadth of distribution by a carrier) may reduce revenue from 
distribution of programs (or increase revenue at slower rates than our historical experience). With respect to the acquisition of 
programming rights, particularly sports programming rights, the impact of these long-term contracts on our results over the 
term of the contracts depends on a number of factors, including the strength of advertising markets, effectiveness of marketing 
efforts and the size of viewer audiences. There can be no assurance that revenues from programming based on these rights will 
exceed the cost of the rights plus the other costs of producing and distributing the programming.

Changes in regulations applicable to our businesses may impair the profitability of our businesses.

Our broadcast networks and television stations are highly regulated, and each of our other businesses is subject to a 
variety of U.S. and overseas regulations. These regulations include:
 

• U.S. FCC regulation of our television and radio networks, our national programming networks, and our owned 
television stations. See Item 1 — Business — Media Networks, Federal Regulation.

• Environmental protection regulations.
• Federal, state and foreign privacy and data protection laws and regulations.
• Regulation of the safety of consumer products and theme park operations.
• Imposition by foreign countries of trade restrictions, ownership restrictions, currency exchange controls or motion 

picture or television content requirements or quotas.
• Domestic and international tax laws or currency controls.

Changes in any of these regulations or regulatory activities in any of these areas may require us to spend additional 
amounts to comply with the regulations, or may restrict our ability to offer products and services that are profitable.

Our operations outside the United States may be adversely affected by the operation of laws in those jurisdictions.

Our operations in non-U.S. jurisdictions are in many cases subject to the laws of the jurisdictions in which they operate 
rather than U.S. law. Laws in some jurisdictions differ in significant respects from those in the U.S., and these differences can 
affect our ability to react to changes in our business and our rights or ability to enforce rights may be different than would be 
expected under U.S. law. Moreover, enforcement of laws in some overseas jurisdictions can be inconsistent and unpredictable, 
which can affect both our ability to enforce our rights and to undertake activities that we believe are beneficial to our business. 
In addition, the business and political climate in some jurisdictions may encourage corruption, which could reduce our ability 
to compete successfully in those jurisdictions while remaining in compliance with local laws or United States anti-corruption 
laws applicable to our businesses.  As a result, our ability to generate revenue and our expenses in non-U.S. jurisdictions may 
differ from what would be expected if U.S. law governed these operations.

Labor disputes may disrupt our operations and adversely affect the profitability of any of our businesses.

A significant number of employees in various of our businesses are covered by collective bargaining agreements, 
including employees of our theme parks and resorts as well as writers, directors, actors, production personnel and others 
employed in our media networks and studio operations. In addition, the employees of licensees who manufacture and retailers 
who sell our consumer products, and employees of providers of programming content (such as sports leagues) may be covered 
by labor agreements with their employers. In general, a labor dispute involving our employees or the employees of our 
licensees or retailers who sell our consumer products or providers of programming content may disrupt our operations and 
reduce our revenues, and resolution of disputes may increase our costs.
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Provisions in our corporate documents and Delaware state law could delay or prevent a change of control.

Our Restated Certificate of Incorporation contains a provision regulating the ability of shareholders to bring matters for 
action before annual and special meetings and authorizes our Board of Directors to issue and set the terms of preferred stock. 
The regulations on shareholder action could make it more difficult for any person seeking to acquire control of the Company to 
obtain shareholder approval of actions that would support this effort. The issuance of preferred stock could effectively dilute 
the interests of any person seeking control or otherwise make it more difficult to obtain control. In addition, provisions in our 
Restated Certificate of Incorporation require supermajority shareholder approval of some acquisition transactions and we are 
subject to the anti-takeover provisions of the Delaware General Corporation Law, either of which could have the effect of 
delaying or preventing a change of control in some circumstances.

The seasonality of certain of our businesses could exacerbate negative impacts on our operations.

Each of our businesses is normally subject to seasonal variations, as follows:
 

• Revenues in our Media Networks segment are subject to seasonal advertising patterns and changes in viewership 
levels. In general, advertising revenues are somewhat higher during the fall and somewhat lower during the summer 
months. Affiliate revenues are typically collected ratably throughout the year. Certain affiliate revenues at ESPN are 
deferred until annual programming commitments are met. These commitments are typically satisfied during the 
second half of the Company’s fiscal year, which generally results in higher revenue recognition during that period.

• Revenues in our Parks and Resorts segment fluctuate with changes in theme park attendance and resort occupancy 
resulting from the seasonal nature of vacation travel and leisure activities. Peak attendance and resort occupancy 
generally occur during the summer months when school vacations occur and during early-winter and spring-holiday 
periods.

• Revenues in our Studio Entertainment segment fluctuate due to the timing and performance of releases in the 
theatrical, home entertainment, and television markets. Release dates are determined by several factors, including 
competition and the timing of vacation and holiday periods.

• Revenues in our Consumer Products segment are influenced by seasonal consumer purchasing behavior, which 
generally results in higher revenues during the Company's first fiscal quarter, and by the timing and performance of 
theatrical releases and cable programming broadcasts.

• Revenues in our Interactive segment fluctuate due to the timing and performance of video game releases, which are 
determined by several factors, including theatrical releases and cable programming broadcasts, competition and the 
timing of holiday periods. Revenues from certain of our internet and mobile operations are subject to similar seasonal 
trends.

Accordingly, if a short-term negative impact on our business occurs during a time of high seasonal demand (such as 
hurricane damage to our parks during the summer travel season), the effect could have a disproportionate effect on the results 
of that business for the year.

The Company’s acquisition of Lucasfilm is expected to cause short-term dilution in earnings per share and there can be 
no assurance that anticipated improvements in earnings per share will be realized.

On December 21, 2012, the Company acquired Lucasfilm Ltd. LLC in a merger transaction in which the Company 
distributed 37.1 million shares and paid $2.2 billion in cash. We expect that the merger will initially result in lower earnings per 
share than we would have earned in the absence of the merger. We expect that over time the merger will yield benefits to the 
combined company such that the merger will ultimately be accretive to earnings per share. However, there can be no assurance 
that the increase in earnings per share expected in the long term will be achieved. In order to achieve increases in earnings per 
share as a result of the merger, the combined company will, among other things, need to effectively continue the successful 
operations of Lucasfilm after the merger, develop successful new content (including future feature films) based on Lucasfilm’s 
intellectual property and successfully integrate Lucasfilm’s products into the combined company’s various distribution 
channels.

ITEM 1B. Unresolved Staff Comments

The Company has received no written comments regarding its periodic or current reports from the staff of the SEC that 
were issued 180 days or more preceding the end of its 2013 fiscal year and that remain unresolved.
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ITEM 2. Properties

The Walt Disney World Resort, Disneyland Resort and other properties of the Company and its subsidiaries are described 
in Item 1 under the caption Parks and Resorts. Film library properties are described in Item 1 under the caption Studio 
Entertainment. Television stations owned by the Company are described in Item 1 under the caption Media Networks.

The Company and its subsidiaries own and lease properties throughout the world. In addition to the properties noted 
above, the table below provides a brief description of other significant properties and the related business segment. 

Location   
Property /

Approximate Size    Use    Business Segment(1)

Burbank, CA    Land (52 acres) & 
Buildings (2,130,000 ft2)

   Owned Office/Production/
Warehouse

   Corp/Studio/Media/CP/
P&R

Burbank, CA & 
surrounding cities(2)

   Buildings (1,260,000 ft2)    Leased Office/Warehouse 
(includes 8,000 ft2 sublet to third-
party tenants)

   Corp/Studio/Media/CP/
Interactive

Glendale, CA & 
surrounding cities(2)

   Land (150 acres) & 
Buildings (2,790,000 ft2)

   Owned Office/Warehouse 
(includes 357,000 ft2 sublet to 
third-party tenants)

   Corp/Studio/Media/CP/
P&R/Interactive

Glendale, CA    Buildings (210,000 ft2)    Leased Office/Warehouse    Corp/Media/P&R

Los Angeles, CA    Land (22 acres) & 
Buildings (600,000 ft2)

   Owned Office/Production/
Technical

   Media

Los Angeles, CA    Buildings (225,000 ft2)    Leased/Office/Production/
Technical/ Theater (includes 
14,000 ft2 sublet to third-party 
tenants)

   Media/Studio

New York, NY    Land (6.5 acres) & 
Buildings (1,435,000 ft2)

   Owned Office/Production/
Technical

   Media/Corp

New York, NY    Buildings (300,000 ft2)    Leased Office/Production/Theater/
Warehouse (includes 23,000 ft2 
sublet to third-party tenants)

   Corp/Studio/Media /
Interactive

Bristol, CT    Land (117 acres) & 
Buildings (960,000 ft2)

   Owned Office/Production/
Technical

   Media

Bristol, CT    Buildings (443,000 ft2)    Leased Office/Warehouse/
Technical

   Media

Emeryville, CA    Land (20 acres) & 
Buildings (430,000 ft2)

   Owned Office/Production/
Technical

   Studio

Emeryville, CA    Buildings (80,000 ft2)    Leased Office/Storage    Studio

San Francisco, CA    Buildings (550,000 ft2)    Leased Office/Production/
Technical/Theater

   Studio/Media/CP/ P&R/
Interactive

USA & Canada    Land and Buildings
(Multiple sites and sizes)

   Owned and Leased Office/
Production/Transmitter/Retail/
Theaters/ Warehouse

   Corp/Studio/Media/CP/
P&R/Interactive

Hammersmith, England    Building (280,000 ft2)    Leased Office    Corp/Studio/Media/CP/
P&R/Interactive

Europe, Asia, Australia &
Latin America

   Buildings (Multiple sites
and sizes)

   Leased Office/Retail/Warehouse    Corp/Studio/Media/CP/
P&R/Interactive

 
(1) Corp – Corporate, CP – Consumer Products, P&R – Parks and Resorts
(2) Surrounding cities include North Hollywood, CA and Sun Valley, CA
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ITEM 3. Legal Proceedings

As disclosed in Note 14 to the Consolidated Financial Statements, the Company is engaged in certain legal matters, and 
the disclosure set forth in Note 14 relating to certain legal matters is incorporated herein by reference.

The Company, together with, in some instances, certain of its directors and officers, is a defendant or codefendant in 
various other legal actions involving copyright, breach of contract and various other claims incident to the conduct of its 
businesses.  Management does not expect the Company to suffer any material liability by reason of these actions.

ITEM 4. Mine Safety Disclosures

Not applicable.

Executive Officers of the Company

The executive officers of the Company are elected each year at the organizational meeting of the Board of Directors, 
which follows the annual meeting of the shareholders, and at other Board of Directors meetings, as appropriate. Each of the 
executive officers has been employed by the Company in the position or positions indicated in the list and pertinent notes 
below. Each of the executive officers has been employed by the Company for more than five years.

At September 28, 2013, the executive officers of the Company were as follows:
 

Name Age Title
Executive

Officer Since
Robert A. Iger 62 Chairman and Chief Executive Officer(1) 2000

James A. Rasulo 57 Senior Executive Vice President and Chief Financial Officer(2) 2010

Alan N. Braverman 65 Senior Executive Vice President, General Counsel and
Secretary

2003

Kevin A. Mayer 51 Executive Vice President, Corporate Strategy and Business
Development

2005

Christine M. McCarthy 58 Executive Vice President, Corporate Real Estate, Alliances and
Treasurer

2005

Mary Jayne Parker 52 Executive Vice President and Chief Human Resources Officer(3) 2009

 
(1) Mr. Iger was appointed Chairman of the Board and Chief Executive Officer effective March 13, 2012. He was 

President and Chief Executive Officer from October 2, 2005 through that date.
(2) Mr. Rasulo was appointed Senior Executive Vice President and Chief Financial Officer effective January 1, 2010. He 

was Chairman, Walt Disney Parks and Resorts Worldwide from 2005 to 2009, and was President, Walt Disney Parks 
and Resorts from 2002 to 2005.

(3) Ms. Parker was named Executive Vice President – Human Resources and Chief Human Resources Officer of the 
Company, effective September 1, 2009, and designated an executive officer of the Company October 2, 2009. 
Ms. Parker was previously Senior Vice President of Human Resources for Walt Disney Parks and Resorts from 
October 2005 to July 2007 and Vice President Human Resources Administration for Walt Disney Parks and Resorts 
from March 2003 to October 2005.
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PART II

ITEM 5. Market for the Company’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity 
Securities

The Company’s common stock is listed on the New York Stock Exchange under the ticker symbol “DIS”. The following 
table shows, for the periods indicated, the high and low sales prices per share of common stock as reported in the Bloomberg 
Financial markets services.
 

  Sales Price
  High Low
2013

4th Quarter $ 67.65 $ 60.41
3rd Quarter 67.89 56.15
2nd Quarter 57.82 48.80
1st Quarter 53.15 46.53

2012
4th Quarter $ 53.40 $ 46.85
3rd Quarter 48.95 40.88
2nd Quarter 44.50 37.94
1st Quarter 37.80 28.19

The Company declared a $0.75 per share dividend ($1.3 billion) on November 28, 2012 related to fiscal 2012, which was 
paid on December 28, 2012. The Board of Directors has not declared a dividend related to fiscal 2013 as of the date of this 
report.

As of September 28, 2013, the approximate number of common shareholders of record was 956,025.

The following table provides information about Company purchases of equity securities that are registered by the 
Company pursuant to Section 12 of the Exchange Act during the quarter ended September 28, 2013:
 

Period

Total Number
of Shares

Purchased (1)
Average Price
Paid per Share

Total Number 
of Shares 
Purchased 
as Part of 
Publicly

Announced 
Plans or 

Programs

Maximum 
Number of 
Shares that 
May Yet Be 
Purchased 
Under the 
Plans or 

Programs(2)

June 30, 2013 – July 31, 2013 6,678,487 $64.71 6,611,400 176 million
August 1, 2013 – August 31, 2013 8,609,651 63.20 8,546,900 168 million
September 1, 2013 – September 28, 2013 6,727,762 63.73 6,661,600 161 million
Total 22,015,900 63.82 21,819,900 161 million

  
(1) 196,000 shares were purchased on the open market to provide shares to participants in the Walt Disney Investment 

Plan (WDIP) and Employee Stock Purchase Plan (ESPP). These purchases were not made pursuant to a publicly 
announced repurchase plan or program.

(2) Under a share repurchase program implemented effective June 10, 1998, the Company is authorized to repurchase 
shares of its common stock. On March 22, 2011, the Company’s Board of Directors increased the repurchase 
authorization to a total of 400 million shares as of that date. The repurchase program does not have an expiration date.
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ITEM 6. Selected Financial Data

(in millions, except per share data)
 

2013 (1) 2012 (2) 2011 (3) 2010 (4) 2009 (5)

Statements of income
Revenues $ 45,041 $ 42,278 $ 40,893 $ 38,063 $ 36,149
Net income 6,636 6,173 5,258 4,313 3,609
Net income attributable to Disney 6,136 5,682 4,807 3,963 3,307
Per common share

Earnings attributable to Disney
Diluted $ 3.38 $ 3.13 $ 2.52 $ 2.03 $ 1.76
Basic 3.42 3.17 2.56 2.07 1.78

Dividends 0.75 0.60 0.40 0.35 0.35
Balance sheets

Total assets $ 81,241 $ 74,898 $ 72,124 $ 69,206 $ 63,117
Long-term obligations 17,337 17,876 17,717 16,234 16,939
Disney shareholders’ equity 45,429 39,759 37,385 37,519 33,734

Statements of cash flows
Cash provided (used) by:

Operating activities $ 9,452 $ 7,966 $ 6,994 $ 6,578 $ 5,319
Investing activities (4,676) (4,759) (3,286) (4,523) (1,755)
Financing activities (4,214) (2,985) (3,233) (2,663) (3,111)

(1) During fiscal 2013, the Company completed a cash and stock acquisition for the outstanding capital stock of Lucasfilm for 
$4.1 billion (see Note 3 to the Consolidated Financial Statements for further discussion).  In addition, results for the year 
include a charge related to the Celador litigation ($0.11 per diluted share) (see Note 14 to the Consolidated Financial 
Statements), restructuring and impairment charges ($0.07 per diluted share), a charge related to an equity redemption by 
Hulu (Hulu Equity Redemption) ($0.02 per diluted share) (see Note 3 to the Consolidated Financial Statements), favorable 
tax adjustments related to an increase in the amount of prior-year foreign earnings considered to be indefinitely reinvested 
outside of the United States and favorable tax adjustments related to pre-tax earnings in prior years ($0.12 per diluted share) 
and gains in connection with the sale of our equity interest in ESS and certain businesses ($0.08 per diluted share).  These 
items collectively resulted in a net adverse impact of $0.01 per diluted share.

(2) The fiscal 2012 results include a non-cash gain in connection with the acquisition of a controlling interest in UTV ($0.06 
per diluted share) (see Note 3 to the Consolidated Financial Statements for further discussion), a recovery of a previously 
written-off receivable from Lehman Brothers ($0.03 per diluted share), restructuring and impairment charges ($0.03 per 
diluted share) and costs related to the Disneyland Paris debt refinancing (rounded to $0.00 per diluted share) (see Note 8 to 
the Consolidated Financial Statements). These items collectively resulted in a net positive benefit of $0.06 per diluted share.

(3) The fiscal 2011 results include restructuring and impairment charges that rounded to $0.00 per diluted share and a net after 
tax loss on the sales of businesses including Miramax ($0.02 per diluted share) (see Note 4 to the Consolidated Financial 
Statements), which collectively resulted in a net adverse impact of $0.02 per diluted share.

(4) During fiscal 2010, the Company completed a cash and stock acquisition for the outstanding capital stock of Marvel for 
$4.2 billion. In addition, results include restructuring and impairment charges ($0.09 per diluted share), gains on the sales of 
investments in two television services in Europe ($0.02 per diluted share), a gain on the sale of the Power Rangers property 
($0.01 per diluted share), and an accounting gain related to the acquisition of The Disney Store Japan ($0.01 per diluted 
share). These items collectively resulted in a net adverse impact of $0.04 per diluted share.

(5) The fiscal 2009 results include restructuring and impairment charges ($0.17 per diluted share), a non-cash gain in 
connection with the AETN transaction ($0.08 per diluted share) and a gain on the sale of our investment in two pay 
television services in Latin America ($0.04 per diluted share). These items collectively resulted in a net adverse impact of 
$0.06 per diluted share.
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

CONSOLIDATED RESULTS
(in millions, except per share data)

 

       
% Change

Better/(Worse)

  2013 2012 2011

2013
vs.

2012

2012
vs.

2011
Revenues $ 45,041 $ 42,278 $ 40,893 7 % 3 %
Costs and expenses (35,591) (33,415) (33,112) (7)% (1)%
Restructuring and impairment charges (214) (100) (55) >(100)% (82)%
Other income /(expense), net (69) 239 75 nm >100  %
Net interest expense (235) (369) (343) 36 % (8)%
Equity in the income of investees 688 627 585 10 % 7 %
Income before income taxes 9,620 9,260 8,043 4 % 15 %
Income taxes (2,984) (3,087) (2,785) 3 % (11)%
Net income 6,636 6,173 5,258 8 % 17 %
Less: Net income attributable to noncontrolling

interests (500) (491) (451) (2)% (9)%
Net income attributable to The Walt Disney

Company (Disney) $ 6,136 $ 5,682 $ 4,807 8 % 18 %

Earnings per share attributable to Disney:

Diluted $ 3.38 $ 3.13 $ 2.52 8 % 24 %

Basic $ 3.42 $ 3.17 $ 2.56 8 % 24 %
Weighted average number of common and

common equivalent shares outstanding:
Diluted 1,813 1,818 1,909
Basic 1,792 1,794 1,878

Organization of Information

Management’s Discussion and Analysis provides a narrative on the Company’s financial performance and condition that 
should be read in conjunction with the accompanying financial statements. It includes the following sections:
 

• Consolidated Results
• Business Segment Results — 2013 vs. 2012
• Non-Segment Items — 2013 vs. 2012
• Pension and Postretirement Medical Benefit Costs
• Business Segment Results — 2012 vs. 2011
• Non-Segment Items — 2012 vs. 2011
• Liquidity and Capital Resources
• Contractual Obligations, Commitments, and Off Balance Sheet Arrangements
• Accounting Policies and Estimates
• Forward-Looking Statements

CONSOLIDATED RESULTS

2013 vs. 2012

Revenues for fiscal 2013 increased 7%, or $2.8 billion, to $45.0 billion; net income attributable to Disney increased 8%, 
or $454 million, to $6.1 billion; and diluted earnings per share attributable to Disney (EPS) for the year increased 8% or $0.25 
to $3.38.
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Net income attributable to Disney for fiscal 2013 was impacted by the following:
• A $321 million charge related to the Celador litigation
• Restructuring and impairment charges totaling $214 million
• A $55 million charge for our share of expense related to the Hulu Equity Redemption
• Favorable tax adjustments related to an increase in the amount of prior-year foreign earnings considered to be 

indefinitely reinvested outside of the United States and favorable tax adjustments related to pre-tax earnings in prior 
years totaling $207 million

• A $219 million gain on the sale of our 50% interest in ESPN STAR Sports (ESS) and gains of $33 million on the sale 
of certain businesses

Net income attributable to Disney for fiscal 2012 was impacted by the following:
• A $184 million non-cash gain recorded in connection with the acquisition of a controlling interest in UTV (UTV Gain)
• $79 million for the recovery of a receivable from Lehman Brothers that was written off in fiscal 2008 as a result of the 

Lehman Brothers bankruptcy (Lehman recovery)
• Restructuring and impairment charges totaling $100 million
• A $24 million net charge related to the refinancing of Disneyland Paris borrowings (DLP debt charge)

A summary of the impact of the items listed above on EPS is as follows:

(in millions, except per share data)
Pre-Tax

Income/(Loss)
Tax Benefit/
(Expense)

After-Tax
Income/(Loss)

EPS 
Favorable/
(Adverse)(3)

Year Ended September 28, 2013:
Celador litigation charge $ (321) $ 119 $ (202) $ (0.11)
Restructuring and impairment charges(1) (214) 78 (136) (0.07)
Hulu Equity Redemption charge(2) (55) 20 (35) (0.02)
Gain on sale of businesses and equity interest in ESS(1) 252 (48) 204 0.08
Favorable tax adjustments — 207 207 0.12
Total $ (338) $ 376 $ 38 $ (0.01)

Year Ended September 29, 2012:
UTV Gain $ 184 $ (68) $ 116 $ 0.06
Lehman recovery 79 (29) 50 0.03
Restructuring and impairment charges (100) 37 (63) (0.03)
DLP debt charge(1) (24) 4 (20) —
Total $ 139 $ (56) $ 83 $ 0.06

(1)  EPS has been adjusted for any noncontrolling interest share.
(2) See Note 3 of the Consolidated Financial Statements for discussion of the Hulu Equity Redemption charge.
(3)  Total may not equal the sum of the column due to rounding.

Aside from the $0.07 adverse year-over-year impact of the items discussed above, the EPS increase in fiscal 2013 
reflected improved performance across all of our segments, except for Studio Entertainment, along with lower net interest 
expense driven by lower effective interest rates.  Parks and Resorts operating income growth was driven by higher average 
guest spending and attendance at our domestic parks, partially offset by higher operating costs.  Growth at Media Networks 
was driven by increased MVPD fees (Affiliate Fees) due to contractual rate increases, higher advertising revenues at ESPN and 
ABC and higher equity earnings from AETN, partially offset by higher programming costs at ESPN and ABC primetime.  
Consumer Products operating income growth was due to improved merchandise licensing results and the inclusion of 
Lucasfilm.  The improvement at Interactive was driven by the release of Disney Infinity.  Lower operating income at Studio 
Entertainment was driven by lower unit sales in home entertainment, partially offset by increased subscription video on demand 
(SVOD) sales in the current year and lower film impairments.
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2012 vs. 2011

Revenues for fiscal 2012 increased 3%, or $1.4 billion, to $42.3 billion; net income attributable to Disney increased 18%, 
or $875 million, to $5.7 billion; and EPS for the year increased 24% to $3.13.

Net income attributable to Disney for fiscal 2011 included restructuring and impairment charges and gains on the sale of 
businesses as follows: 

(in millions, except per share data)
Pre-Tax

Income/(Loss)
Tax Benefit/
(Expense)

After-Tax
Income/(Loss)

EPS
Favorable/
(Adverse)

Restructuring and impairment charges $ (55) $ 47 $ (8) $ —
Gains on sales of businesses 75 (107) (32) (0.02)

$ 20 $ (60) $ (40) $ (0.02)

Restructuring and impairment charges included an impairment of assets that had tax basis significantly in excess of book 
value resulting in a $47 million tax benefit on the restructuring and impairment charges. The gains on sales of businesses 
included the sale of Miramax, which had a book value that included $217 million of allocated goodwill, which is not tax 
deductible. Accordingly, the taxable gain on the sales of businesses exceeded the $75 million book gain resulting in tax expense 
of $107 million.

Aside from the $0.08 year-over-year benefit of the items discussed above, the EPS increase in fiscal 2012 reflected 
improved operating results across all of our operating segments.  Improved results at Media Networks were driven by higher 
cable Affiliate Fees and advertising revenue and an increase in ABC program sales.  These increases were partially offset by 
increased sports programming costs and lower broadcast advertising revenue. Growth at Parks and Resorts was driven by 
higher guest spending and attendance at our domestic parks and resorts, partially offset by higher operating costs.  The increase 
at Studio Entertainment reflected improved results at our theatrical business driven by Marvel’s The Avengers, partially offset 
by higher film cost write-downs.  Consumer Products growth was driven by higher merchandise licensing revenue due to the 
strength of Marvel properties.  The increase at Interactive was driven by improved social game performance due to lower 
acquisition accounting impacts and improved results at our console game business.

Restructuring and Impairment Charges

The Company recorded $214 million, $100 million and $55 million of restructuring and impairment charges in fiscal 
years 2013, 2012 and 2011, respectively. Charges in fiscal 2013 were due to severance, contract and lease termination costs and 
intangible and other asset impairments.  The charges include amounts incurred in connection with the acquisition of Lucasfilm.  
Charges in fiscal 2012 were primarily due to severance, lease termination costs and the write-off of an intellectual property 
asset.  Charges in fiscal 2011 were due to severance costs and asset impairments.  Charges in each fiscal year were largely due 
to organizational and cost structure initiatives across various of our businesses.

Other Income/(Expense), net

Other income/(expense) is as follows (in millions): 

2013 2012 2011
Celador litigation charge $ (321) $ — $ —
Gain on sale of equity interest in ESS 219 — —
Gains on sale of Miramax and other businesses 33 — 75
Gain related to the acquisition of UTV — 184 —
Lehman recovery — 79 —
DLP debt charge — (24) —

Other income/(expense), net $ (69) $ 239 $ 75
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BUSINESS SEGMENT RESULTS — 2013 vs. 2012

Below is a discussion of the major revenue and expense categories for our business segments. Costs and expenses for 
each segment consist of operating expenses, selling, general, administrative and other expenses and depreciation and 
amortization. Selling, general, administrative and other costs include third-party and internal marketing expenses.

Our Media Networks segment generates revenue from Affiliate Fees charged to MVPDs and Network affiliated stations, 
advertising revenues from the sale to advertisers of time in programs for commercial announcements and other revenues, which 
include the sale and distribution of television programming. Significant operating expenses include programming and 
production costs, technical support costs, distribution costs and operating labor.

Our Parks and Resorts segment generates revenue from the sale of admissions to theme parks, the sale of food, beverage 
and merchandise, charges for room nights at hotels, sales of cruise vacation packages and sales and rentals of vacation club 
properties. Significant operating expenses include operating labor, costs of sales, repairs and maintenance, utilities, information 
technology and property taxes.

Our Studio Entertainment segment generates revenue from the distribution of films in the theatrical, home entertainment, 
television markets, music distribution and ticket sales and licensing revenues from live entertainment events. Significant 
operating expenses include film cost amortization, which consists of production cost and participations and residuals expense 
amortization, distribution expenses and costs of sales.

Our Consumer Products segment generates revenue from licensing characters from our film, television and other 
properties to third parties for use on consumer merchandise, publishing children’s books and magazines and comic books, and 
operating retail stores, English language learning centers and internet shopping sites. Significant operating expenses include 
costs of goods sold and distribution expenses, operating labor and retail occupancy costs.

Our Interactive segment generates revenue from the development and sale of multi-platform console games, subscriptions 
to and micro transactions for online and mobile games, content and handset revenue from our Disney-branded mobile phone 
business in Japan, and online advertising and sponsorships. Certain properties are also licensed to third-party game publishers. 
Significant operating expenses include cost of goods sold and distribution expense and product development. 

    
% Change

Better/(Worse)

(in millions) 2013 2012 2011

2013
vs.

2012

2012
vs.

2011
Revenues:

Media Networks $ 20,356 $ 19,436 $ 18,714 5 % 4 %
Parks and Resorts 14,087 12,920 11,797 9 % 10 %
Studio Entertainment 5,979 5,825 6,351 3 % (8)%
Consumer Products 3,555 3,252 3,049 9 % 7 %
Interactive 1,064 845 982 26 % (14)%

$ 45,041 $ 42,278 $ 40,893 7 % 3 %
Segment operating income (loss):

Media Networks $ 6,818 $ 6,619 $ 6,146 3 % 8 %
Parks and Resorts 2,220 1,902 1,553 17 % 22 %
Studio Entertainment 661 722 618 (8)% 17 %
Consumer Products 1,112 937 816 19 % 15 %
Interactive (87) (216) (308) 60 % 30 %

$ 10,724 $ 9,964 $ 8,825 8 % 13 %
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The Company evaluates the performance of its operating segments based on segment operating income, and management 
uses aggregate segment operating income as a measure of the overall performance of the operating businesses. The Company 
believes that information about aggregate segment operating income assists investors by allowing them to evaluate changes in 
the operating results of the Company’s portfolio of businesses separate from factors other than business operations that affect 
net income. The following table reconciles segment operating income to income before income taxes. 

    
% Change

Better/(Worse)

(in millions) 2013 2012 2011

2013
vs.

2012

2012
vs.

2011
Segment operating income $ 10,724 $ 9,964 $ 8,825 8 % 13 %
Corporate and unallocated shared expenses (531) (474) (459) (12)% (3)%
Restructuring and impairment charges (214) (100) (55) >(100)% (82)%
Other income /(expense), net (69) 239 75 nm >100  %
Net interest expense (235) (369) (343) 36 % (8)%
Hulu Equity Redemption charge (55) — — nm nm
Income before income taxes $ 9,620 $ 9,260 $ 8,043 4 % 15 %

Media Networks

Operating results for the Media Networks segment are as follows: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 28,
2013

September 29,
2012

Revenues
Affiliate Fees $ 10,018 $ 9,360 7 %
Advertising 7,923 7,699 3 %
Other 2,415 2,377 2 %

Total revenues 20,356 19,436 5 %
Operating expenses (11,261) (10,535) (7)%
Selling, general, administrative and other (2,768) (2,651) (4)%
Depreciation and amortization (251) (258) 3 %
Equity in the income of investees 742 627 18 %
Operating Income $ 6,818 $ 6,619 3 %

Revenues
Affiliate Fee growth of 7% was due to an increase of 7% from higher contractual rates.

Higher advertising revenues were due to an increase of $178 million at Cable Networks from $3,785 million to $3,963 
million, and an increase of $46 million at Broadcasting from $3,914 million to $3,960 million. The increase at Cable Networks 
reflected increases of 7% due to higher units delivered and 4% due to higher rates, partially offset by a decrease of 6% due to 
lower ratings. Higher advertising revenues at Broadcasting reflected increases of 5% due to higher units delivered, 4% due to 
higher network advertising rates and 1% due to growth in online advertising, partially offset by a decrease of 8% due to lower 
primetime ratings.

The increase in other revenues was due to higher program sales at Broadcasting, the inclusion of revenues from 
Lucasfilm and higher international program syndication fees at ESPN, partially offset by lower royalties from MVPD 
distribution of our programs.  Higher program sales reflected increased subscription revenues from programs distributed 
through Hulu.com.  Syndication sales were comparable to the prior year as increases driven by Scandal, Revenge, Katie and 
Once Upon a Time were offset by decreases from Desperate Housewives, Castle and Grey's Anatomy.
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Costs and Expenses
Operating expenses include programming and production costs, which increased $712 million from $8,991 million to 

$9,703 million. At Cable Networks, an increase in programming and production costs of $468 million was primarily due to 
contractual rate increases for college sports, NFL, MLB and NBA rights, production costs for new X Games events, the 
addition of new college football rights and more episodes of original programming at the domestic Disney Channels.  At 
Broadcasting, programming and production costs increased $244 million driven by a shift of primetime hours from lower cost 
reality and primetime news to higher cost original scripted programming.

The increase in selling, general, administrative and other costs reflected higher marketing costs related to the fall launch 
of the ABC primetime season and an increase in labor related costs.

Equity in the Income of Investees
Income from equity investees increased to $742 million in the current year from $627 million in the prior year due to an 

increase at AETN primarily due to higher advertising and affiliate revenues, partially offset by higher sales and marketing and 
programming costs.  The increase in equity income from AETN includes the benefit from an increase in the Company's 
ownership interest from 42% to 50%.

Segment Operating Income
Segment operating income increased 3%, or $199 million, to $6.8 billion. The increase was primarily due to increases at 

ESPN and the domestic Disney Channels and increased equity income from AETN, partially offset by a decrease at 
Broadcasting.

The following table provides supplemental revenue and operating income detail for the Media Networks segment: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 28,
2013

September 29,
2012

Revenues
Cable Networks $ 14,453 $ 13,621 6 %
Broadcasting 5,903 5,815 2 %

$ 20,356 $ 19,436 5 %
Segment operating income

Cable Networks $ 6,047 $ 5,704 6 %
Broadcasting 771 915 (16)%

$ 6,818 $ 6,619 3 %

Restructuring and Impairment Charges
The Company recorded charges of $85 million, $14 million and $3 million related to Media Networks for fiscal years 

2013, 2012 and 2011, respectively.  The charges in fiscal 2013 were primarily for severance, contract settlement costs and 
intangible asset impairment.  The charges in fiscal 2012 were primarily related to severance, and the charges in fiscal 2011 
related to asset impairments.  These charges were primarily related to organizational and cost structure initiatives.  These 
charges were reported in “Restructuring and impairment charges” in the Consolidated Statements of Income.
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Parks and Resorts

Operating results for the Parks and Resorts segment are as follows: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 28,
2013

September 29,
2012

Revenues
Domestic $ 11,394 $ 10,339 10 %
International 2,693 2,581 4 %

Total revenues 14,087 12,920 9 %
Operating expenses (8,537) (7,928) (8)%
Selling, general, administrative and other (1,960) (1,849) (6)%
Depreciation and amortization (1,370) (1,241) (10)%
Operating Income $ 2,220 $ 1,902 17 %

Revenues
Parks and Resorts revenues increased 9%, or $1.2 billion, to $14.1 billion due to an increase of $1.1 billion at our 

domestic operations and an increase of $112 million at our international operations.

Revenue growth of 10% at our domestic operations reflected a 5% increase from higher average guest spending and a 4% 
increase from volume. Increased guest spending was due to higher average ticket prices, food, beverage and merchandise 
spending, and average daily hotel room rates. Higher volume was due to park attendance growth, increased passenger cruise 
ship days and higher occupied room nights at Walt Disney World Resort and, to a lesser extent, at the Disneyland Resort. 
Higher passenger cruise ship days reflected the launch of the Disney Fantasy in March 2012, while the increase in occupied 
room nights at Walt Disney World Resort reflected the opening of Disney's Art of Animation Resort in May 2012.  

Revenue growth of 4% at our international operations reflected a 4% increase from higher average guest spending at 
Disneyland Paris and Hong Kong Disneyland Resort, a 1% increase from higher Tokyo Disney Resort royalty revenue and a 
1% increase due to the impact of foreign currency translation primarily due to the weakening of the U.S. dollar against the 
euro.  These increases were partially offset by a 2% decrease from lower volume. Guest spending growth was due to higher 
average ticket prices, the opening of the World of Disney store in July 2012 at Disneyland Paris and higher average daily hotel 
room rates. Lower volume was due to a decline in attendance and occupied room nights at Disneyland Paris, partially offset by 
attendance growth at Hong Kong Disneyland Resort.

The following table presents supplemental attendance, per capita theme park guest spending and hotel statistics: 

  Domestic International (2) Total

 
Fiscal Year

2013
Fiscal Year

2012
Fiscal Year

2013
Fiscal Year

2012
Fiscal Year

2013
Fiscal Year

2012
Parks

Increase/ (decrease)
Attendance 4% 3% (2)% 6% 2% 4%
Per Capita Guest Spending 8% 7% 4 % 1% 7% 5%

Hotels (1)

Occupancy 79% 81% 81 % 85% 80% 82%
Available Room Nights
(in thousands) 10,558 9,850 2,466 2,468 13,024 12,318

Per Room Guest Spending $ 267 $ 257 $ 309 $ 299 $ 276 $ 266
 

(1) Per room guest spending consists of the average daily hotel room rate as well as guest spending on food, beverage and 
merchandise at the hotels. Hotel statistics include rentals of Disney Vacation Club units.

(2) Per capita guest spending and per room guest spending exclude the impact of foreign currency translation. The euro to 
U.S. dollar weighted average foreign currency exchange rate was $1.31 and $1.30 for fiscal years 2013 and 2012, 
respectively.
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Costs and Expenses
Operating expenses include operating labor, which increased by $269 million from $3,825 million to $4,094 million, and 

cost of sales, which increased by $54 million from $1,294 million to $1,348 million.  Higher operating labor was due to new 
guest offerings and labor cost inflation. The increase in cost of sales was primarily due to higher volumes partially offset by a 
lower costs per unit mix of vacation club units, reflecting sales at the Grand Floridian, which is a higher margin property.  
Other operating expenses, which include maintenance, utilities, information technology and property taxes, increased due to 
new guest offerings, inflation, higher volumes and the absence of business interruption insurance proceeds. The business 
interruption insurance proceeds were collected in 2012 and relate to the impact of the 2011 earthquake and tsunami in Japan on 
Tokyo Disney Resort. Significant new guest offerings that drove increased operating labor and other operating expenses 
consisted of a full year of operating the Disney Fantasy, pre-opening costs at Shanghai Disney Resort, the expansion of Disney 
California Adventure and a full year of Disney's Art of Animation Resort at Walt Disney World Resort.

The increase in selling, general, administrative and other costs was primarily due to information technology spending 
related to MyMagic+.

The increase in depreciation and amortization was primarily due to new guest offerings at Walt Disney World Resort and 
Disney California Adventure, costs associated with the refurbishment of the Disney Magic and a full year of depreciation for 
the Disney Fantasy.

Segment Operating Income
Segment operating income increased 17%, or $318 million, to $2,220 million due to increases at our domestic parks and 

resorts, Disney Vacation Club and Hong Kong Disneyland Resort, partially offset by a decrease at Disneyland Paris and higher 
pre-opening costs at Shanghai Disney Resort.

Studio Entertainment

Operating results for the Studio Entertainment segment are as follows: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 28,
2013

September 29,
2012

Revenues
Theatrical distribution $ 1,870 $ 1,470 27 %
Home entertainment 1,750 2,221 (21)%
Television and SVOD distribution and other 2,359 2,134 11 %

Total revenues 5,979 5,825 3 %
Operating expenses (3,012) (2,908) (4)%
Selling, general, administrative and other (2,145) (2,053) (4)%
Depreciation and amortization (161) (142) (13)%
Operating Income $ 661 $ 722 (8)%

 

Revenues
Higher theatrical distribution revenues were driven by two Disney feature animation releases in the current year, Wreck-It 

Ralph and Planes, compared to none in the prior year.  Other significant titles in release were Iron Man 3, Monsters University, 
Oz The Great and Powerful, The Lone Ranger and Lincoln in the current year compared to Marvel's The Avengers, Brave, John 
Carter and The Muppets in the prior year.

Lower home entertainment revenue reflected a 19% decrease from a decline in unit sales.  The decrease in unit sales was 
driven by the performance of Brave, Wreck-It Ralph and Iron Man 3 in the current year compared to Marvel's The Avengers, 
Cars 2, The Lion King Diamond Release and Pirates of the Caribbean: On Stranger Tides in the prior year along with lower 
catalog sales.

The increase in television and SVOD (TV/SVOD) distribution and other revenue was driven by domestic SVOD sales of 
library titles in the current year and the inclusion of Lucasfilm's special effects business.
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Cost and Expenses
Operating expenses included an increase of $121 million in film cost amortization, from $1,685 million to $1,806 

million, driven by more significant titles in theatrical release in the current year, including the two feature animation releases, 
and higher TV/SVOD revenues.  Other significant titles in release included Iron Man 3, Oz The Great and Powerful, The Lone 
Ranger, Monsters University and Lincoln in the current year compared to Marvel's The Avengers, Brave, John Carter and The 
Muppets.  These increases were partially offset by the impact of lower home entertainment unit sales and lower film 
impairments. Lower film impairments were due to the write-down of The Lone Ranger in the current year compared to the 
write-down of John Carter and higher development costs write-offs in the prior year.  Operating expenses also include 
distribution costs and cost of goods sold, which decreased $17 million from $1,223 million to $1,206 million driven by a 
decline in home entertainment unit sales, partially offset by the inclusion of Lucasfilm's special effects business in the current 
year.

The increase in selling, general, administrative and other costs was primarily due to higher theatrical marketing expenses 
driven by two Disney feature animation releases in the current year compared to none in the prior year, partially offset by a 
decrease in home entertainment marketing.

The increase in depreciation and amortization was due to amortization of intangible assets resulting from the acquisition 
of Lucasfilm.

Segment Operating Income
Segment operating income decreased 8% to $661 million primarily due to lower results at our home entertainment 

business, partially offset by an increase in television and SVOD distribution results and lower film cost write-downs in the 
current year.

Restructuring and Impairment Charges
The Company recorded charges of $18 million, $18 million and $33 million related to Studio Entertainment for fiscal 

years 2013, 2012 and 2011, respectively.  The charges in fiscal 2013 were primarily for severance costs. The charges in fiscal 
2012 were primarily due to an impairment of an intangible asset.  The charges in fiscal 2011 were primarily for severance and 
related costs.  The severance costs in fiscal 2013 and 2011 were related to organizational and cost structure initiatives.  These 
charges were reported in “Restructuring and impairment charges” in the Consolidated Statements of Income.

Consumer Products

Operating results for the Consumer Products segment are as follows: 

  Year Ended (1)
% Change

Better /
(Worse)(in millions)

September 28,
2013

September 29,
2012

Revenues
Licensing and publishing $ 2,254 $ 2,056 10 %
Retail and other 1,301 1,196 9 %

Total revenues 3,555 3,252 9 %
Operating expenses (1,566) (1,514) (3)%
Selling, general, administrative and other (731) (686) (7)%
Depreciation and amortization (146) (115) (27)%
Operating Income $ 1,112 $ 937 19 %

(1) Certain reclassifications have been made to the operating and selling, general and administrative expense amounts 
presented for fiscal 2012 and fiscal 2011 to conform to the fiscal 2013 presentation.  The reclassifications reflect, in part, 
changes to our organizational structure following leadership changes in the Consumer Products segment in fiscal 2012.
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Revenues
Licensing and publishing revenues increased 10% due to increases of 8% from licensing and 2% from publishing. The 

increase at licensing was due to the inclusion of revenues from Lucasfilm and the performance of Disney Junior, Monsters 
University, Mickey and Minnie, Iron Man and Planes merchandise, partially offset by lower earned revenue from Cars and  
Winnie the Pooh merchandise.  Merchandise Licensing growth also benefited from higher recognition of minimum guarantees 
and a licensee audit settlement.  The increase at publishing was due to international sales of books based on Disney Channel 
properties and higher revenues at our English language learning centers in China.

Retail and other revenue increased 9% due to an increase at our retail business, driven by higher comparable store sales 
growth in North America, Japan and Europe, a new wholesale distribution business in North America, increased online sales in 
North America and Europe, and the benefit of store format changes in North America and Japan.  These increases were partially 
offset by an unfavorable impact of foreign currency translation as a result of the strengthening of the U.S. dollar against the 
Japanese yen.

Costs and Expenses
Operating expenses included an increase of $48 million in cost of goods sold, from $593 million to $641 million, due to 

higher sales at our retail business.  Operating expenses also include labor, occupancy and distribution costs and increased 2% 
primarily due to higher labor and occupancy costs, partially offset by a decrease of 1% from the favorable impact of foreign 
currency translation as a result of the strengthening of the U.S. dollar against the Japanese yen.

The increase in selling, general, administrative and other costs was primarily due to the inclusion of Lucasfilm and higher 
technology development costs.

The increase in depreciation and amortization was due to amortization of intangible assets resulting from the acquisition 
of Lucasfilm.

Segment Operating Income
Segment operating income increased 19% to $1,112 million due to increases at our licensing, retail and publishing 

businesses.

Restructuring and Impairment Charges
The Company recorded charges totaling $49 million and $34 million related to Consumer Products for fiscal years 2013 

and 2012, respectively.  The charges in fiscal 2013 and fiscal 2012 were primarily due to severance costs from organizational 
and cost structure initiatives. These charges were reported in “Restructuring and impairment charges” in the Consolidated 
Statements of Income.

Interactive

Operating results for the Interactive segment are as follows: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 28,
2013

September 29,
2012

Revenues
Game sales and subscriptions $ 798 $ 613 30 %
Advertising and other 266 232 15 %

Total revenues 1,064 845 26 %
Operating expenses (658) (583) (13)%
Selling, general, administrative and other (449) (429) (5)%
Depreciation and amortization (44) (49) 10 %
Operating Loss $ (87) $ (216) 60 %

 
Revenues

The increase in game sales and subscriptions revenue was driven by an increase of 25% from higher self-published 
console game revenues due to the fourth quarter release of Disney Infinity and 7% due to the inclusion of Lucasfilm's 
interactive games business.   
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Higher advertising and other revenue was driven by the full-year impact of an agreement that started in February 2012 at 
our Japan mobile business, which drove an increase in licensing revenue for handset sales and content, partially offset by an 
unfavorable impact of foreign currency translation as a result of the strengthening of the U.S. dollar against the Japanese yen.

Costs and Expenses
Operating expenses included an $80 million increase in cost of sales from $252 million to $332 million and a $5 million 

decrease in product development costs from $331 million to $326 million. Higher cost of sales was due to the release of Disney 
Infinity and the inclusion of Lucasfilm.  

The increase in selling, general, administrative and other costs was due to higher marketing costs at our console games 
business in connection with the release of Disney Infinity, partially offset by the favorable impact of foreign currency 
translation as a result of the strengthening of the U.S. dollar against the Japanese yen.

Segment Operating Loss
Segment operating loss decreased from $216 million to $87 million due to improved results at our console games and 

Japan mobile businesses.

Restructuring and Impairment Charges
The Company recorded charges totaling $11 million, $21 million and $22 million related to Interactive for fiscal years 

2013, 2012 and 2011, respectively, which were primarily for severance costs from organizational and cost structure initiatives. 
These charges were reported in “Restructuring and impairment charges” in the Consolidated Statements of Income.

NON-SEGMENT ITEMS – 2013 vs. 2012

Corporate and Unallocated Shared Expenses

Corporate and unallocated shared expenses increased 12%, from $474 million to $531 million.  The increase reflects 
higher labor costs and charitable contributions.

Net Interest Expense

Net interest expense is as follows: 

(in millions) 2013 2012
% Change

 Better/(Worse) 
Interest expense $ (349) $ (472) 26%
Interest and investment income 114 103 11%
Net interest expense $ (235) $ (369) 36%

The decrease in interest expense was due to lower effective interest rates.

The increase in interest and investment income was due to gains on sales of investments, partially offset by higher write-
downs of investments.

Effective Income Tax Rate 

2013 2012
Change

Better/(Worse)
Effective income tax rate 31.0% 33.3% 2.3 ppt

The effective tax rate decreased 2.3 percentage points for the year primarily due to an increase in the amount of prior-
year foreign earnings considered to be indefinitely reinvested outside of the United States, which are subject to foreign tax rates 
lower than the federal statutory income tax rate and from favorable tax adjustments related to pre-tax earnings in prior years.
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Noncontrolling Interests

Net income attributable to noncontrolling interests for the year increased $9 million to $500 million due to higher net 
income at ESPN.  This increase was partially offset by lower income recognition at Hong Kong Disneyland Resort due to the 
timing of recognition of royalty and management fee expense and the impact of pre-opening costs at Shanghai Disney Resort. 

The net income attributable to noncontrolling interests is determined on income after royalties, financing costs and 
income taxes.

PENSION AND POSTRETIREMENT MEDICAL BENEFIT COSTS

Pension and postretirement medical benefit plan costs affect results in all of our segments, with approximately one-half 
of these costs being borne by the Parks and Resorts segment. The Company recognized pension and postretirement medical 
benefit plan expenses of $698 million, $626 million and $576 million for fiscal years 2013, 2012 and 2011, respectively. The 
increase in fiscal 2013 was driven by a decrease in the assumed discount rate used to measure the present value of plan 
obligations. The assumed discount rate reflects market rates for high-quality corporate bonds currently available and was 
determined by considering the average of yield curves constructed from a large population of high quality corporate bonds. The 
resulting discount rate reflects the matching of plan liability cash flows to the yield curves.

In fiscal 2014, we expect pension and postretirement medical costs to decrease from $698 million to $320 million, 
including $146 million of recognition of net actuarial losses. The decrease in pension and postretirement medical costs is driven 
by a higher assumed discount rate. Pension and postretirement medical costs for fiscal 2013 included $458 million of 
recognition of net actuarial losses. The increase in the discount rate also resulted in a decrease in the underfunded status of our 
plans from $4.8 billion to $1.9 billion and a decrease in unrecognized pension and postretirement medical expense to $2.0 
billion ($1.2 billion after tax) as of September 28, 2013. If our future investment returns do not exceed our long-term expected 
returns and/or discount rates do not increase, a significant portion of the unrecognized pension and postretirement medical costs 
will be recognized as a net actuarial loss in our income statement over approximately the next 9 years. See Note 10 to the 
Consolidated Financial Statements for further details of the impacts of our pension and postretirement medical plans on our 
financial statements. During fiscal 2013, the Company contributed $505 million to its pension and postretirement medical plans 
including discretionary contributions above the minimum requirements for pension plans. The Company currently expects 
pension and postretirement medical plan contributions in fiscal 2014 to total approximately $275 million to $325 million. Final 
minimum funding requirements for fiscal 2014 will be determined based on our January 1, 2014 funding actuarial valuation, 
which will be available in late fiscal 2014. See “Item 1A – Risk Factors” for the impact of factors affecting pension and 
postretirement medical costs.

IMPACT OF FOREIGN CURRENCY EXCHANGE RATES

The Company has a foreign exchange risk management program that is intended to reduce earnings fluctuations 
associated with foreign currency exchange rate changes.  As part of this program, we enter into foreign currency derivative 
contracts designed to hedge projected foreign currency denominated operating income exposures for periods that generally do 
not exceed four years. Based on our current hedge portfolio and other potential currency impacts in fiscal 2014, we currently 
project an adverse impact to growth in segment operating income in fiscal 2014 of approximately $200 million, driven by a 
decline in the Japanese yen since the beginning of fiscal 2013.
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BUSINESS SEGMENT RESULTS – 2012 vs. 2011

Media Networks

Operating results for the Media Networks segment are as follows: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 29,
2012

October 1,
2011

Revenues
Affiliate Fees $ 9,360 $ 8,837 6 %
Advertising 7,699 7,598 1 %
Other 2,377 2,279 4 %

Total revenues 19,436 18,714 4 %
Operating expenses (10,535) (10,282) (2)%
Selling, general, administrative and other (2,651) (2,633) (1)%
Depreciation and amortization (258) (237) (9)%
Equity in the income of investees 627 584 7 %
Operating Income $ 6,619 $ 6,146 8 %

 

Revenues
Affiliate Fee growth of 6% was driven by increases of 5% from higher contractual rates and 1% from subscriber growth 

at Cable Networks.

Higher advertising revenues were due to an increase of $263 million at Cable Networks from $3,522 million to $3,785 
million, partially offset by a decrease of $162 million at Broadcasting from $4,076 million to $3,914 million. The increase at 
Cable Networks reflected an increase of 6% due to higher rates. The decrease at Broadcasting reflected decreases of 7% due to 
lower ABC ratings, and 2% due to lower local television advertising driven by lower political advertising, partially offset by an 
increase of 5% due to higher ABC advertising rates.

The increase in other revenues was primarily due to higher program sales at Broadcasting driven by Castle, Once Upon a 
Time and Revenge, partially offset by lower home entertainment revenues, primarily due to Lost, and lower Disney Channel 
program sales.

Costs and Expenses
Operating expenses include programming and production costs, which increased $231 million from $8,760 million to 

$8,991 million. At Cable Networks, an increase in programming and production costs of $359 million was primarily due to 
higher sports rights costs due to contractual rate increases for college sports, NFL, MLB and NBA programming and expanded 
rights for the Wimbledon Championships. At Broadcasting, programming and production costs decreased $128 million 
reflecting the absence of The Oprah Winfrey Show at our local television stations and lower program write-offs at ABC.

Equity in the Income of Investees
Income from equity investees increased to $627 million in the current year from $584 million in the prior year driven by 

an increase at AETN primarily due to higher advertising and affiliate revenues, partially offset by higher programming costs. 
This increase was partially offset by equity losses at Hulu, which were driven by higher programming and marketing costs, 
partially offset by higher advertising and subscription revenues.

Segment Operating Income
Segment operating income increased 8%, or $473 million, to $6.6 billion. The increase was primarily due to increases at 

ESPN and the worldwide Disney Channels and higher equity income from AETN.
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The following table provides supplemental revenue and operating income detail for the Media Networks segment: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 29,
2012

October 1,
2011

Revenues
Cable Networks $ 13,621 $ 12,877 6 %
Broadcasting 5,815 5,837 — %

$ 19,436 $ 18,714 4 %
Segment operating income

Cable Networks $ 5,704 $ 5,233 9 %
Broadcasting 915 913 — %

$ 6,619 $ 6,146 8 %

Parks and Resorts

Operating results for the Parks and Resorts segment are as follows: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 29,
2012

October 1,
2011

Revenues
Domestic $ 10,339 $ 9,302 11 %
International 2,581 2,495 3 %

Total revenues 12,920 11,797 10 %
Operating expenses (7,928) (7,383) (7)%
Selling, general, administrative and other (1,849) (1,696) (9)%
Depreciation and amortization (1,241) (1,165) (7)%
Operating Income $ 1,902 $ 1,553 22 %

Revenues
Parks and Resorts revenues increased 10%, or $1.1 billion, to $12.9 billion due to an increase of $1.0 billion at our 

domestic operations and an increase of $86 million at our international operations.

Revenue growth of 11% at our domestic operations reflected a 5% increase from higher average guest spending and a 5% 
increase from volume. Increased guest spending was primarily due to higher average ticket prices, food and beverage spending, 
and daily hotel room rates. The volume increase was driven by higher passenger cruise days from the Disney Fantasy and the 
Disney Dream, which launched in March 2012 and January 2011, respectively, increased attendance at our domestic parks 
reflecting strong growth at Disneyland Resort, which benefited from the opening of Cars Land at Disney California Adventure 
and an increase in occupied room nights at Aulani, our hotel and vacation club resort in Hawaii, which opened in August 2011.

Revenue growth of 3% at our international operations reflected a 3% increase from higher average guest spending, a 3% 
increase from higher attendance and a 3% increase from higher royalty revenue from Tokyo Disney Resort. These increases 
were partially offset by a 4% decrease from the impact of foreign currency translation due to the strengthening of the U.S. 
dollar against the euro and a decrease of 1% from lower hotel occupancy at Disneyland Paris. Higher guest spending was 
primarily due to higher average daily hotel room rates and ticket prices. Higher royalty revenue from Tokyo Disney Resort 
reflected the impact from the earthquake and tsunami in Japan in 2011.
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The following table presents supplemental attendance, per capita theme park guest spending and hotel statistics:
 

  Domestic International (2) Total

 
Fiscal Year

2012
Fiscal Year

2011
Fiscal Year

2012
Fiscal Year

2011
Fiscal Year

2012
Fiscal Year

2011
Parks

Increase/ (decrease)
Attendance 3% 1% 6% 6% 4% 2%
Per Capita Guest Spending 7% 8% 1% 2% 5% 6%

Hotels (1)

Occupancy 81% 82% 85% 88% 82% 83%
Available Room Nights
(in thousands) 9,850 9,625 2,468 2,466 12,318 12,091
Per Room Guest Spending $ 257 $ 241 $ 317 $ 294 $ 270 $ 253

 
(1) Per room guest spending consists of the average daily hotel room rate as well as guest spending on food, beverage and 

merchandise at the hotels. Hotel statistics include rentals of Disney Vacation Club units.
(2) Per capita guest spending and per room guest spending exclude the impact of foreign currency translation. The euro to 

U.S. dollar weighted average foreign currency exchange rate was $1.30 and $1.39 for fiscal years 2012 and 2011, 
respectively.

Costs and Expenses
Operating expenses include operating labor, which increased by $285 million from $3,540 million to $3,825 million and 

cost of sales, which increased $96 million from $1,198 million to $1,294 million. Higher operating labor was driven by new 
guest offerings, labor cost inflation and higher employee benefit costs. The increase in cost of sales was driven by higher 
volumes.  Other operating expenses, which include maintenance, utilities, investments in information technology and property 
taxes, increased due to new guest offerings. Significant new guest offerings that drove increased other operating expenses and 
operating labor were the Disney Fantasy, the Disney Dream and the expansion of Disney California Adventure. These increases 
were partially offset by a favorable impact of foreign currency translation as a result of the strengthening of the U.S. dollar 
against the euro and the collection of business interruption insurance proceeds related to the earthquake and tsunami in Japan.

The increase in selling, general, administrative and other costs was driven by marketing for resort expansion and new 
guest offerings and labor and other cost inflation.

Segment Operating Income
Segment operating income increased 22%, or $349 million, to $1.9 billion driven by increases at our domestic parks and 

resorts, Tokyo Disney Resort, Disney Cruise Line and Hong Kong Disneyland Resort, partially offset by a decrease at 
Disneyland Paris.

Studio Entertainment

Operating results for the Studio Entertainment segment are as follows: 

  Year Ended % Change
Better /
(Worse)(in millions)

September 29,
2012

October 1,
2011

Revenues
Theatrical distribution $ 1,470 $ 1,733 (15)%
Home entertainment 2,221 2,435 (9)%
Television and SVOD distribution and other 2,134 2,183 (2)%

Total revenues 5,825 6,351 (8)%
Operating expenses (2,908) (3,253) 11 %
Selling, general, administrative and other (2,053) (2,348) 13 %
Depreciation and amortization (142) (132) (8)%
Operating Income $ 722 $ 618 17 %
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Revenues

Lower theatrical distribution revenues were driven by fewer releases, partially offset by the strong performance of 
Marvel’s The Avengers.

Lower home entertainment revenue reflected a 12% decrease from a decline in unit sales reflecting lower catalog sales 
and the performance of the current-year titles. Significant titles in the current year included Marvel’s The Avengers and Cars 2 
while the prior year included Toy Story 3 and Tangled. The decrease was partially offset by a 2% increase due to higher net 
effective pricing domestically, which benefited from a higher Blu-ray sales mix. Net effective pricing is the wholesale selling 
price adjusted for discounts, sales incentives and returns.

The decrease in TV/SVOD distribution and other revenue was driven by lower revenue share from the Consumer 
Products segment resulting from the prior-year performance of Cars merchandise. Television distribution revenue was 
comparable to the prior year as higher syndication sales in international markets was offset by lower sales in the domestic pay 
television market.

Cost and Expenses
Operating expenses included a decrease of $200 million in film cost amortization, from $1,885 million to $1,685 million, 

driven by lower home entertainment sales volume and a lower average production cost amortization rate for television 
distribution sales, partially offset by higher film cost write-downs. Operating expenses also include distribution costs and cost 
of goods sold, which decreased $145 million from $1,368 million to $1,223 million driven by a decline in home entertainment 
sales volume and fewer theatrical titles in release.

The decrease in selling, general, administrative and other costs was primarily due to lower marketing expenses at our 
theatrical and home entertainment businesses driven by fewer major releases in the current year.

Segment Operating Income
Segment operating income increased 17% to $722 million primarily due to improved results at our domestic theatrical 

and television distribution businesses, partially offset by higher film cost write-downs in the current year.

Consumer Products

Operating results for the Consumer Products segment are as follows: 

  Year Ended (1)
% Change

Better /
(Worse)(in millions)

September 29,
2012

October 1,
2011

Revenues
Licensing and publishing $ 2,056 $ 1,933 6 %
Retail and other 1,196 1,116 7 %

Total revenues 3,252 3,049 7 %
Operating expenses (1,514) (1,452) (4)%
Selling, general, administrative and other (686) (676) (1)%
Depreciation and amortization (115) (105) (10)%
Operating Income $ 937 $ 816 15 %

(1)  Certain reclassifications have been made to the operating and selling, general and administrative expense amounts 
presented for fiscal 2012 and fiscal 2011 to conform to the fiscal 2013 presentation.  The reclassifications reflect, in 
part, changes to our organizational structure following leadership changes in the Consumer Products segment in fiscal 
2012.

Revenues
The 6% increase in licensing and publishing revenue reflected a decreased revenue share with Studio Entertainment due 

to lower revenues from Cars merchandise, higher performance of Spider-Man, Minnie and Mickey and Avengers merchandise 
and higher recognition of minimum guarantees.
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The 7% increase in retail and other revenue reflected growth at our retail business driven by new stores in North America 
and Europe, increased online sales due to promotional events, and higher comparable store sales in North America. These 
increases were partially offset by lower comparable store sales in Europe.

Costs and Expenses
Operating expenses included an increase of $26 million in cost of goods sold from $567 million to $593 million driven 

by increased sales volume at our retail business. Operating expenses also include labor, occupancy and distribution costs and 
increased by 1% due to higher distribution costs driven by higher third-party royalties and by 1% due to higher occupancy and 
labor costs.  The increase in occupancy and labor costs was driven by the expansion of the English language learning centers in 
China and new retail stores in North America and Europe.

The increase in selling, general, administrative and other costs was driven by higher marketing and promotions expense.

Segment Operating Income
Segment operating income increased 15% to $937 million due to increases at our licensing and retail businesses.

Interactive

Operating results for the Interactive segment are as follows: 

  Year Ended   % Change  
Better /
(Worse)(in millions)

September 29,
2012

October 1,
2011

Revenues
Game sales and subscriptions $ 613 $ 768 (20)%
Advertising and other 232 214 8 %

Total revenues 845 982 (14)%
Operating expenses (583) (675) 14 %
Selling, general, administrative and other (429) (561) 24 %
Depreciation and amortization (49) (54) 9 %
Operating Loss $ (216) $ (308) 30 %

 
Revenues

The decrease in game sales and subscriptions revenue was driven by decreases of 29% from lower console game unit 
sales and 8% from lower net effective pricing of console games reflecting the strong performance of Lego Pirates of the 
Caribbean, Cars 2 and Epic Mickey in the prior-year period. These decreases were partially offset by an 11% increase from 
higher social games revenue reflecting improved performance from current period titles and lower acquisition accounting 
impacts.

Higher advertising and other revenue was driven by an increase at our mobile phone business in Japan.

Costs and Expenses
Operating expenses included a $21 million decrease in product development costs from $352 million to $331 million 

driven by decreased console game development. Operating expenses also include cost of sales, which decreased by $71 million 
from $323 million to $252 million driven by lower console game sales volume, partially offset by an increase at social games 
associated with revenue growth.

The decrease in selling, general, administrative and other costs was primarily due to lower marketing costs at our console 
games business driven by fewer releases in the current period, lower acquisition accounting expenses at our social games 
business, and higher cost allocations to other Company businesses related to website design and maintenance and online 
revenues.

Segment Operating Loss
Segment operating loss decreased 30% to $216 million driven by improved results at our social games and online 

businesses, partially offset by a decrease at our console games business.
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NON-SEGMENT ITEMS – 2012 vs. 2011

Corporate and Unallocated Shared Expenses

Corporate and unallocated shared expenses increased 3%, from $459 million to $474 million due to higher labor costs 
and charitable contributions.

Net Interest Expense

Net interest expense is as follows: 

(in millions) 2012 2011
% Change

 Better/(Worse) 
Interest expense $ (472) $ (435) (9)%
Interest and investment income 103 92 12 %
Net interest expense $ (369) $ (343) (8)%

The increase in interest expense reflected higher average debt balances, partially offset by lower effective interest rates.

Effective Income Tax Rate

2012 2011
Change

 Better/(Worse) 
Effective income tax rate 33.3% 34.6% 1.3 ppt

The effective tax rate decreased 1.3 percentage points due to the impact in the prior year of the gain on the sale of 
Miramax, an increase in earnings from foreign operations subject to tax at rates lower than the federal statutory income tax rate, 
partially offset by the absence of a tax rate benefit recognized in the prior year from an impairment charge. The book value of 
Miramax included non-deductible goodwill such that the taxable gain on the sale of Miramax resulted in tax expense that 
exceeded the book gain resulting in a 1.0 percentage point adverse impact on the 2011 effective tax rate. The increase in foreign 
earnings subject to tax at rates lower than the U.S. federal statutory income tax rate caused a 0.3 percentage point benefit to the 
2012 effective tax rate.  The impairment charge in 2011 related to assets that had a tax basis in excess of book value resulting in 
a tax benefit that exceeded the pre-tax impairment charge resulting in a 0.3 percentage point benefit to the 2011 tax rate.

Noncontrolling Interests

Net income attributable to noncontrolling interests for the year increased $40 million to $491 million due to improved 
operating results at ESPN and Hong Kong Disneyland Resort, partially offset by lower operating results at Disneyland Paris 
including the impact of the DLP debt charge.

LIQUIDITY AND CAPITAL RESOURCES

The change in cash and cash equivalents is as follows: 

(in millions) 2013 2012 2011
Cash provided by operations $ 9,452 $ 7,966 $ 6,994
Cash used in investing activities (4,676) (4,759) (3,286)
Cash used in financing activities (4,214) (2,985) (3,233)
Impact of exchange rates on cash and cash equivalents (18) (20) (12)
Increase in cash and cash equivalents $ 544 $ 202 $ 463
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Operating Activities

         Cash provided by operating activities for fiscal 2013 increased 19% or $1.5 billion to $9.5 billion as compared to fiscal 
2012.  The increase reflected higher operating cash receipts from increased revenues at Parks and Resorts, Media Networks and 
Consumer Products, timing of collections at Studio Entertainment, and lower pension contributions and interest payments.  The 
decrease in interest payments was due to a significant payment of accrued interest in connection with the prior year refinancing 
of Disneyland Paris' borrowings.  These cash flow increases were partially offset by higher operating cash payments at Studio 
Entertainment, Media Networks and Parks and Resorts and the payment related to the Celador litigation.  The increase in cash 
payments at Studio Entertainment was driven by higher film production spending and the timing of participation payments, 
while the increase in cash payments at Media Networks was due to higher television programming and production spending.  
The increase in cash payments at Parks and Resorts was due to higher spending on new guest offerings and labor cost inflation, 
partially offset by the absence of a repurchase of vacation club mortgage receivables, which occurred in the prior year.

Cash provided by operating activities for fiscal 2012 increased 14% or $1.0 billion to $8.0 billion as compared to fiscal 
2011. The increase was primarily due to higher net operating cash receipts driven by higher revenues at our Parks and Resorts, 
Media Networks and Consumer Products businesses and lower operating cash payments at Studio Entertainment driven by 
lower cost of goods sold and distribution costs. These cash flow increases were partially offset by higher operating cash 
payments at Parks and Resorts, lower operating cash receipts at Studio Entertainment driven by lower revenues, and higher 
interest and income tax payments. The increase in cash payments at Parks and Resorts was driven by labor cost inflation and 
costs for resort expansion and new guest offerings. The increase in interest payments was primarily due to the payment of 
previously accrued interest on Disneyland Paris borrowings.

Depreciation expense is as follows:

(in millions) 2013 2012 2011
Media Networks

Cable Networks $ 139 $ 141 $ 134
Broadcasting 99 100 95

Total Media Networks 238 241 229
Parks and Resorts

Domestic 1,041 927 842
International 327 314 323

Total Parks and Resorts 1,368 1,241 1,165
Studio Entertainment 54 48 53
Consumer Products 57 55 48
Interactive 20 17 16
Corporate 220 182 148
Total depreciation expense $ 1,957 $ 1,784 $ 1,659

Amortization of intangible assets is as follows:

(in millions) 2013 2012 2011
Media Networks $ 13 $ 17 $ 8
Parks and Resorts 2 — —
Studio Entertainment 107 94 79
Consumer Products 89 60 57
Interactive 24 32 38
Corporate — — —
Total amortization of intangible assets $ 235 $ 203 $ 182

The Company’s Studio Entertainment and Media Networks segments incur costs to acquire and produce television and 
feature film programming. Film and television production costs include all internally produced content such as live-action and 
animated feature films, animated direct-to-video programming, television series, television specials, theatrical stage plays or 
other similar product. Programming costs include film or television product licensed for a specific period from third parties for 
airing on the Company’s broadcast, cable networks and television stations. Programming assets are generally recorded when 
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the programming becomes available to us with a corresponding increase in programming liabilities. Accordingly, we analyze 
our programming assets net of the related liability.

The Company’s film and television production and programming activity for fiscal years 2013, 2012 and 2011 are as 
follows:

(in millions) 2013 2012 2011
Beginning balances:

Production and programming assets $ 5,217 $ 5,031 $ 5,451
Programming liabilities (812) (866) (990)

4,405 4,165 4,461
Spending:

Film and television production 3,835 3,385 3,184
Broadcast programming 5,093 4,763 4,588

8,928 8,148 7,772
Amortization:

Film and television production (3,646) (3,330) (3,521)
Broadcast programming (5,233) (4,766) (4,583)

(8,879) (8,096) (8,104)
Change in film and television production and

programming costs 49 52 (332)
Other non-cash activity 35 188 36
Ending balances:

Production and programming assets 5,417 5,217 5,031
Programming liabilities (928) (812) (866)

$ 4,489 $ 4,405 $ 4,165

Investing Activities
Investing activities consist principally of investments in parks, resorts and other property and acquisition and divestiture 

activity. The Company’s investments in parks, resorts and other property for fiscal years 2013, 2012 and 2011 are as follows:

(in millions) 2013 2012 2011
Media Networks

Cable Networks $ 176 $ 170 $ 179
Broadcasting 87 85 128

Parks and Resorts
Domestic 1,140 2,242 2,294
International 970 641 429

Studio Entertainment 78 79 118
Consumer Products 45 69 115
Interactive 13 27 21
Corporate 287 471 275

$ 2,796 $ 3,784 $ 3,559

Capital expenditures for the Parks and Resorts segment are principally for theme park and resort expansion, new rides 
and attractions, cruise ships, recurring capital and capital improvements and systems infrastructure. The decrease in capital 
expenditures at Parks and Resorts in fiscal 2013 compared to fiscal 2012 was primarily due to higher spending in the prior year, 
which included the final progress payment for the Disney Fantasy cruise ship, the expansion of Disney California Adventure, 
the construction of Disney's Art of Animation Resort and the development of MyMagic+, compared to the current year, which 
included higher spending related to the construction of the Shanghai Disney Resort. The increase in capital expenditures at 
Parks and Resorts in fiscal 2012 compared to fiscal 2011 was driven by resort expansion and new guest offerings at Walt 
Disney World Resort and construction costs at Shanghai Disney Resort, partially offset by reduced expenditures at Disneyland 
Resort.
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Capital expenditures at Media Networks primarily reflect investments in facilities and equipment for expanding and 
upgrading broadcast centers, production facilities and television station facilities.

Capital expenditures at Corporate primarily reflect investments in corporate facilities and information technology 
infrastructure. The decrease in fiscal 2013 reflected higher spending in the prior year for corporate facilities and information 
technology infrastructure. The increase in fiscal 2012 compared to fiscal 2011 was driven by investments in corporate facilities 
and information technology infrastructure.

Other Investing Activities
During fiscal 2013, acquisitions totaled $2.4 billion driven by the acquisition of Lucasfilm.  Proceeds from dispositions 

totaled $0.4 billion primarily due to the sale of our 50% equity interest in ESS.

During fiscal 2012, acquisitions totaled $1.1 billion driven by the acquisition of an incremental 43% interest in UTV and 
a 49% interest in Seven TV network in Russia. We also made a $300 million equity contribution to AETN.

During fiscal 2011, we received proceeds from dispositions of $0.6 billion primarily from the sale of Miramax and 
invested $0.2 billion in acquisitions, which included additional payments related to the fiscal 2010 acquisition of Playdom, Inc.

Financing Activities
Cash used in financing activities was $4.2 billion in fiscal 2013 compared to $3.0 billion in fiscal 2012.  The net use of 

cash in the current year was due to repurchases of common stock of $4.1 billion and dividends of $1.3 billion, partially offset 
by cash benefits associated with the exercise and vesting of equity awards of $0.8 billion and contributions from our Shanghai 
Disney Resort joint venture partner of $0.5 billion.  The increase in net cash used in financing activities of $1.2 billion versus 
the prior fiscal year was primarily due to higher repurchases of common stock of $1.1 billion.

Cash used in financing activities in fiscal 2012 was $3.0 billion compared to $3.2 billion in fiscal 2011. The net use of 
cash in fiscal 2012 was driven by repurchases of common stock of $3.0 billion and dividend payments of $1.1 billion, partially 
offset by proceeds from exercises of stock options of $1.0 billion and net borrowings of $0.4 billion. The decrease in cash used 
by financing activities of $0.2 billion compared to fiscal 2011 was primarily due to a decrease of $2.0 billion in repurchases of 
common stock, partially offset by $1.2 billion less net borrowings, an increase of $0.3 billion in dividend payments and $0.1 
billion lower proceeds from exercises of stock options.

During the year ended September 28, 2013, the Company’s borrowing activity was as follows:

(in millions)
September 29,

2012 Additions Payments
Other

Activity
September 28,

2013
Commercial paper borrowings $ 2,050 $ — $ (2,050) $ — $ —
U.S. medium-term notes 10,117 3,780 (751) 9 13,155
European medium-term notes 

and other foreign currency 
denominated borrowings (1) 1,315 151 (728) (229) 509

Other (2) 562 — (30) (183) 349
Hong Kong Disneyland Resort

borrowings 267 — — 8 275
Total $ 14,311 $ 3,931 $ (3,559) $ (395) $ 14,288

(1) The other activity is primarily the impact of foreign currency translation as a result of the strengthening of the U.S. 
dollar against the Japanese yen.

(2) The other activity is primarily market value adjustments for debt with qualifying hedges.
 

The Company’s bank facilities as of September 28, 2013 were as follows:

(in millions)
Committed
Capacity

Capacity
Used

Unused
Capacity

Facility expiring March 2014 $ 1,500 $ — $ 1,500
Facility expiring February 2015 2,250 — 2,250
Facility expiring June 2017 2,250 — 2,250

Total $ 6,000 $ — $ 6,000
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These bank facilities allow for borrowings at LIBOR-based rates plus a spread depending on the credit default swap 
spread applicable to the Company's debt, subject to a cap and floor that vary with the Company's debt rating assigned by 
Moody's Investors Service and Standard and Poor's. The spread above LIBOR can range from 0.23% to 1.93%.
The Company also has the ability to issue up to $800 million of letters of credit under the facility expiring in February 2015, 
which if utilized, reduces available borrowings under this facility. As of September 28, 2013, $252 million of letters of credit 
had been issued of which none were issued under this facility. 

The Company may use commercial paper borrowings up to the amount of its unused bank facilities, in conjunction with 
term debt issuance and operating cash flow, to retire or refinance other borrowings before or as they come due.

The Company paid a $0.75 per share dividend ($1.3 billion) during the first quarter of fiscal 2013 related to fiscal 2012. 
The Company paid a $0.60 per share dividend ($1.1 billion) during the second quarter of fiscal 2012 related to fiscal 2011. The 
Company paid a $0.40 per share dividend ($0.8 billion) during the second quarter of fiscal 2011 related to fiscal 2010. As of the 
filing date of this report, the Board of Directors had not yet declared a dividend related to fiscal 2013. 

During fiscal 2013, the Company repurchased 71 million shares of its common stock for approximately $4.1 billion. 
During fiscal 2012, the Company repurchased 72 million shares of its common stock for approximately $3.0 billion. During 
fiscal 2011, the Company repurchased 135 million shares of its common stock for $5.0 billion. As of September 28, 2013, the 
Company had remaining authorization in place to repurchase 161 million additional shares. 

We believe that the Company’s financial condition is strong and that its cash balances, other liquid assets, operating cash 
flows, access to debt and equity capital markets and borrowing capacity, taken together, provide adequate resources to fund 
ongoing operating requirements and future capital expenditures related to the expansion of existing businesses and 
development of new projects. However, the Company’s operating cash flow and access to the capital markets can be impacted 
by macroeconomic factors outside of its control. See “Item 1A – Risk Factors”. In addition to macroeconomic factors, the 
Company’s borrowing costs can be impacted by short- and long-term debt ratings assigned by independent rating agencies, 
which are based, in significant part, on the Company’s performance as measured by certain credit metrics such as interest 
coverage and leverage ratios. As of September 28, 2013, Moody’s Investors Service’s long- and short-term debt ratings for the 
Company were A2 and P-1, respectively, with stable outlook; Standard & Poor’s long- and short-term debt ratings for the 
Company were A and A-1, respectively, with stable outlook; and Fitch’s long- and short-term debt ratings for the Company 
were A and F-1, respectively, with stable outlook. The Company’s bank facilities contain only one financial covenant, relating 
to interest coverage, which the Company met on September 28, 2013, by a significant margin. The Company’s bank facilities 
also specifically exclude certain entities, such as Disneyland Paris, Hong Kong Disneyland Resort and Shanghai Disney Resort, 
from any representations, covenants or events of default.

CONTRACTUAL OBLIGATIONS, COMMITMENTS AND OFF BALANCE SHEET ARRANGEMENTS

The Company has various contractual obligations, which are recorded as liabilities in our consolidated financial 
statements. Other items, such as certain purchase commitments and other executory contracts are not recognized as liabilities in 
our consolidated financial statements but are required to be disclosed in the footnotes to the financial statements. For example, 
the Company is contractually committed to acquire broadcast programming and make certain minimum lease payments for the 
use of property under operating lease agreements.
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The following table summarizes our significant contractual obligations and commitments on an undiscounted basis at 
September 28, 2013 and the future periods in which such obligations are expected to be settled in cash. In addition, the table 
reflects the timing of principal and interest payments on outstanding borrowings based on their contractual maturities. 
Additional details regarding these obligations are provided in the Notes to the Consolidated Financial Statements, as referenced 
in the table: 

  Payments Due by Period

(in millions) Total
Less than

1 Year
2-3

Years
4-5

Years
More than

5 Years
Borrowings (Note 8) (1) $ 19,209 $ 1,943 $ 4,764 $ 3,536 $ 8,966
Operating lease commitments (Note 14) 3,544 507 764 489 1,784
Capital lease obligations (Note 14) 743 60 108 53 522

Sports programming commitments (Note 14) 48,157 4,839 9,338 8,350 25,630
Broadcast programming commitments (Note 14) 2,527 1,156 599 496 276

Total sports and other broadcast programming
commitments 50,684 5,995 9,937 8,846 25,906

Other(2) 4,976 2,638 983 342 1,013

Total contractual obligations (3) $ 79,156 $ 11,143 $ 16,556 $ 13,266 $ 38,191

(1) Amounts exclude market value adjustments totaling $117 million, which are recorded in the balance sheet. Amounts 
include interest payments based on contractual terms for fixed rate debt, and on current interest rates for variable rate 
debt.  In 2023, the Company has the ability to call a debt instrument prior to its scheduled maturity, which if exercised 
by the Company would reduce future interest payments by $1.1 billion.

(2) Other commitments primarily comprise contractual commitments for creative talent and employment agreements and 
unrecognized tax benefits. Creative talent and employment agreements include obligations to actors, producers, sports, 
television and radio personalities and executives.

(3) Contractual commitments include the following:

Liabilities recorded on the balance sheet $ 15,446
Commitments not recorded on the balance sheet 63,710

$ 79,156

The Company also has obligations with respect to its pension and postretirement medical benefit plans. See Note 10 to 
the Consolidated Financial Statements.

Contingent Commitments and Contractual Guarantees

The Company has certain contractual arrangements that would require the Company to make payments or provide 
funding if certain circumstances occur. The Company does not currently expect that these arrangements will result in any 
significant amounts being paid by the Company. See Note 14 to the Consolidated Financial Statements for information 
regarding the Company’s contingent commitments and contractual guarantees.

Legal and Tax Matters

As disclosed in Notes 9 and 14 to the Consolidated Financial Statements, the Company has exposure for certain tax and 
legal matters.

ACCOUNTING POLICIES AND ESTIMATES

We believe that the application of the following accounting policies, which are important to our financial position and 
results of operations, require significant judgments and estimates on the part of management. For a summary of our significant 
accounting policies, including the accounting policies discussed below, see Note 2 to the Consolidated Financial Statements.
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Film and Television Revenues and Costs
We expense film and television production, participation and residual costs over the applicable product life cycle based 

upon the ratio of the current period’s revenues to the estimated remaining total revenues (Ultimate Revenues) for each 
production. If our estimate of Ultimate Revenues decreases, amortization of film and television costs may be accelerated. 
Conversely, if our estimate of Ultimate Revenues increases, film and television cost amortization may be slowed. For film 
productions, Ultimate Revenues include revenues from all sources that will be earned within ten years from the date of the 
initial theatrical release. For television series, Ultimate Revenues include revenues that will be earned within ten years from 
delivery of the first episode, or if still in production, five years from delivery of the most recent episode, if later.

With respect to films intended for theatrical release, the most sensitive factor affecting our estimate of Ultimate Revenues 
(and therefore affecting future film cost amortization and/or impairment) is theatrical performance. Revenues derived from 
other markets subsequent to the theatrical release (e.g., the home entertainment or television markets) have historically been 
highly correlated with the theatrical performance. Theatrical performance varies primarily based upon the public interest and 
demand for a particular film, the popularity of competing films at the time of release and the level of marketing effort. Upon a 
film’s release and determination of the theatrical performance, the Company’s estimates of revenues from succeeding windows 
and markets are revised based on historical relationships and an analysis of current market trends. The most sensitive factor 
affecting our estimate of Ultimate Revenues for released films is the extent of home entertainment sales achieved. Home 
entertainment sales vary based on the number and quality of competing home video products as well as the manner in which 
retailers market and price our products.

With respect to television series or other television productions intended for broadcast, the most sensitive factor affecting 
estimates of Ultimate Revenues is the program’s rating and the strength of the advertising market. Program ratings, which are 
an indication of market acceptance, directly affect the Company’s ability to generate advertising revenues during the airing of 
the program. In addition, television series with greater market acceptance are more likely to generate incremental revenues 
through the eventual sale of the program rights in the syndication, international and home entertainment markets. Alternatively, 
poor ratings may result in a television series cancellation, which would require the immediate write-off of any unamortized 
production costs. A significant decline in the advertising market would also negatively impact our estimates.

We expense the cost of television broadcast rights for acquired movies, series and other programs based on the number of 
times the program is expected to be aired or on a straight-line basis over the useful life, as appropriate. Amortization of those 
television programming assets being amortized on a number of airings basis may be accelerated if we reduce the estimated 
future airings and slowed if we increase the estimated future airings. The number of future airings of a particular program is 
impacted primarily by the program’s ratings in previous airings, expected advertising rates and availability and quality of 
alternative programming. Accordingly, planned usage is reviewed periodically and revised if necessary. We amortize rights 
costs for multi-year sports programming arrangements during the applicable seasons based on the estimated relative value of 
each year in the arrangement. The estimated values of each year are based on our projection of revenues over the contract 
period, which include advertising revenue and an allocation of affiliate revenue. If the annual contractual payments related to 
each season approximate each season’s relative value, we expense the related contractual payment during the applicable season. 
If planned usage patterns or estimated relative values by year were to change significantly, amortization of our sports rights 
costs may be accelerated or slowed.

Costs of film and television productions are subject to regular recoverability assessments, which compare the estimated 
fair values with the unamortized costs. The net realizable values of television broadcast program licenses and rights are 
reviewed using a daypart methodology. A daypart is defined as an aggregation of programs broadcast during a particular time of 
day or programs of a similar type. The Company’s dayparts are: primetime, daytime, late night, news and sports (includes 
network and cable). The net realizable values of other cable programming assets are reviewed on an aggregated basis for each 
cable channel. Individual programs are written-off when there are no plans to air or sublicense the program. Estimated values 
are based upon assumptions about future demand and market conditions. If actual demand or market conditions are less 
favorable than our projections, film, television and programming cost write-downs may be required.

Revenue Recognition
The Company has revenue recognition policies for its various operating segments that are appropriate to the 

circumstances of each business. See Note 2 to the Consolidated Financial Statements for a summary of these revenue 
recognition policies.

We reduce home entertainment and software product revenues for estimated future returns of merchandise and for 
customer programs and sales incentives. These estimates are based upon historical return experience, current economic trends 
and projections of customer demand for and acceptance of our products. If we underestimate the level of returns and 
concessions in a particular period, we may record less revenue in later periods when returns exceed the estimated amount. 
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Conversely, if we overestimate the level of returns and concessions for a period, we may have additional revenue in later 
periods when returns and concessions are less than estimated.

We recognize revenues from advance theme park ticket sales when the tickets are used. For non-expiring, multi-day 
tickets, we recognize revenue over a five-year time period based on estimated usage, which is derived from historical usage 
patterns. If actual usage is different than our estimated usage, revenues may not be recognized in the periods the related 
services are rendered. In addition, a change in usage patterns would impact the timing of revenue recognition.

Pension and Postretirement Medical Plan Actuarial Assumptions
The Company’s pension and postretirement medical benefit obligations and related costs are calculated using a number of 

actuarial assumptions. Two critical assumptions, the discount rate and the expected return on plan assets, are important 
elements of expense and/or liability measurement, which we evaluate annually. Other assumptions include the healthcare cost 
trend rate and employee demographic factors such as retirement patterns, mortality, turnover and rate of compensation increase.

The discount rate enables us to state expected future cash payments for benefits as a present value on the measurement 
date. A lower discount rate increases the present value of benefit obligations and increases pension expense. The guideline for 
setting this rate is a high-quality long-term corporate bond rate. We increased our discount rate to 5.00% at the end of fiscal 
2013 from 3.85% at the end of fiscal 2012 to reflect market interest rate conditions at our September 28, 2013 measurement 
date. This increase in the discount rate will affect net periodic pension and postretirement medical expense (benefit expense) in 
fiscal 2014. The assumed discount rate reflects market rates for high-quality corporate bonds currently available. The 
Company’s discount rate was determined by considering the average of pension yield curves constructed of a large population 
of high quality corporate bonds. The resulting discount rate reflects the matching of plan liability cash flows to the yield curves. 
A one percentage point decrease in the assumed discount rate would increase total benefit expense for fiscal 2014 by $204 
million and would increase the projected benefit obligation at September 28, 2013 by $1.9 billion.  A one percentage point 
increase in the assumed discount rate would decrease total benefit expense and the projected benefit obligation by $192 million 
and $1.6 billion, respectively.

To determine the expected long-term rate of return on the plan assets, we consider the current and expected asset 
allocation as well as historical and expected returns on each plan asset class. A lower expected rate of return on pension plan 
assets will increase pension expense.  We decreased our long-term expected return on plan assets to 7.50% at the end of fiscal 
2013 from 7.75% at the end of the fiscal 2012.  A one percentage point change in the long-term asset return assumption would 
impact fiscal 2014 annual benefit expense by approximately $90 million.

See Note 10 to the Consolidated Financial Statements for more information on our pension and postretirement medical 
plans.

Goodwill, Intangible Assets, Long-Lived Assets and Investments
The Company is required to test goodwill and other indefinite-lived intangible assets for impairment on an annual basis 

and if current events or circumstances require, on an interim basis. Goodwill is allocated to various reporting units, which are 
generally an operating segment or one level below the operating segment. The Company compares the fair value of each 
reporting unit to its carrying amount to determine if there is potential goodwill impairment. If the fair value of a reporting unit 
is less than its carrying value, an impairment loss is recorded to the extent that the fair value of the goodwill within the 
reporting unit is less than the carrying value of the goodwill.

To determine the fair value of our reporting units, we generally use a present value technique (discounted cash flow) 
corroborated by market multiples when available and as appropriate. We apply what we believe to be the most appropriate 
valuation methodology for each of our reporting units. The discounted cash flow analyses are sensitive to our estimates of 
future revenue growth and margins for these businesses. We include in the projected cash flows an estimate of the revenue we 
believe the reporting unit would receive if the intellectual property developed by the reporting unit that is being used by other 
reporting units was licensed to an unrelated third party at its fair market value. These amounts are not necessarily the same as 
those included in segment operating results. We believe our estimates of fair value are consistent with how a marketplace 
participant would value our reporting units.

In times of adverse economic conditions in the global economy, the Company’s long-term cash flow projections are 
subject to a greater degree of uncertainty than usual. If we had established different reporting units or utilized different 
valuation methodologies or assumptions, the impairment test results could differ, and we could be required to record 
impairment charges.

The Company is required to compare the fair values of other indefinite-lived intangible assets to their carrying amounts. 
If the carrying amount of an indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized. Fair 
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values of other indefinite-lived intangible assets are determined based on discounted cash flows or appraised values, as 
appropriate.

The Company tests long-lived assets, including amortizable intangible assets, for impairment whenever events or changes 
in circumstances (triggering events) indicate that the carrying amount may not be recoverable. Once a triggering event has 
occurred, the impairment test employed is based on whether the intent is to hold the asset for continued use or to hold the asset 
for sale. The impairment test for assets held for use requires a comparison of cash flows expected to be generated over the 
useful life of an asset group against the carrying value of the asset group. An asset group is established by identifying the 
lowest level of cash flows generated by the group of assets that are largely independent of the cash flows of other assets and 
could include assets used across multiple businesses or segments. If the carrying value of the asset group exceeds the estimated 
undiscounted future cash flows, an impairment would be measured as the difference between the fair value of the group’s long-
lived assets and the carrying value of the group’s long-lived assets. The impairment is allocated to the long-lived assets of the 
group on a pro rata basis using the relative carrying amounts, but only to the extent the carrying value of each asset is above its 
fair value. For assets held for sale, to the extent the carrying value is greater than the asset’s fair value less costs to sell, an 
impairment loss is recognized for the difference. Determining whether a long-lived asset is impaired requires various estimates 
and assumptions, including whether a triggering event has occurred, the identification of the asset groups, estimates of future 
cash flows and the discount rate used to determine fair values. If we had established different asset groups or utilized different 
valuation methodologies or assumptions, the impairment test results could differ, and we could be required to record 
impairment charges.

The Company has cost and equity investments. The fair value of these investments is dependent on the performance of 
the investee companies as well as volatility inherent in the external markets for these investments. In assessing potential 
impairment of these investments, we consider these factors as well as the forecasted financial performance of the investees and 
market values, where available. If these forecasts are not met or market values indicate an other-than-temporary decline in 
value, impairment charges may be required.

During fiscal years 2013, 2012 and 2011, the Company tested its goodwill and other intangible assets, investments and 
long-lived assets for impairment, and the impairment charges recorded were not material.

Allowance for Doubtful Accounts
We evaluate our allowance for doubtful accounts and estimate collectability of accounts receivable based on our analysis 

of historical bad debt experience in conjunction with our assessment of the financial condition of individual companies with 
which we do business. In times of domestic or global economic turmoil, our estimates and judgments with respect to the 
collectability of our receivables are subject to greater uncertainty than in more stable periods. If our estimate of uncollectible 
accounts is too low, costs and expenses may increase in future periods, and if it is too high, costs and expenses may decrease in 
future periods.

Contingencies and Litigation
We are currently involved in certain legal proceedings and, as required, have accrued estimates of the probable and 

estimable losses for the resolution of these claims. These estimates have been developed in consultation with outside counsel 
and are based upon an analysis of potential results, assuming a combination of litigation and settlement strategies. It is possible, 
however, that future results of operations for any particular quarterly or annual period could be materially affected by changes 
in our assumptions or the effectiveness of our strategies related to these proceedings. See Note 14 to the Consolidated Financial 
Statements for more detailed information on litigation exposure.

Income Tax Audits
As a matter of course, the Company is regularly audited by federal, state and foreign tax authorities. From time to time, 

these audits result in proposed assessments. Our determinations regarding the recognition of income tax benefits are made in 
consultation with outside tax and legal counsel, where appropriate, and are based upon the technical merits of our tax positions 
in consideration of applicable tax statutes and related interpretations and precedents and upon the expected outcome of 
proceedings (or negotiations) with taxing and legal authorities. The tax benefits ultimately realized by the Company may differ 
from those recognized in our future financial statements based on a number of factors, including the Company’s decision to 
settle rather than litigate a matter, relevant legal precedent related to similar matters and the Company’s success in supporting 
its filing positions with taxing authorities.
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FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements made by or 
on behalf of the Company. We may from time to time make written or oral statements that are “forward-looking,” including 
statements contained in this report and other filings with the SEC and in reports to our shareholders. Such statements may, for 
example, express expectations or projections about future actions that we may take, including restructuring or strategic 
initiatives, or about developments beyond our control including changes in domestic or global economic conditions. These 
statements are made on the basis of management’s views and assumptions as of the time the statements are made and we 
undertake no obligation to update these statements. There can be no assurance, however, that our expectations will necessarily 
come to pass. Significant factors affecting these expectations are set forth under Item 1A – Risk Factors of this Report on Form 
10-K.

ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company is exposed to the impact of interest rate changes, foreign currency fluctuations, commodity fluctuations 
and changes in the market values of its investments.

Policies and Procedures

In the normal course of business, we employ established policies and procedures to manage the Company’s exposure to 
changes in interest rates, foreign currencies and commodities using a variety of financial instruments.

Our objectives in managing exposure to interest rate changes are to limit the impact of interest rate volatility on earnings 
and cash flows and to lower overall borrowing costs. To achieve these objectives, we primarily use interest rate swaps to 
manage net exposure to interest rate changes related to the Company’s portfolio of borrowings. By policy, the Company targets 
fixed-rate debt as a percentage of its net debt between minimum and maximum percentages.

Our objective in managing exposure to foreign currency fluctuations is to reduce volatility of earnings and cash flow in 
order to allow management to focus on core business issues and challenges. Accordingly, the Company enters into various 
contracts that change in value as foreign exchange rates change to protect the U.S. dollar equivalent value of its existing foreign 
currency assets, liabilities, commitments and forecasted foreign currency revenues and expenses. The Company utilizes option 
strategies and forward contracts that provide for the purchase or sale of foreign currencies to hedge probable, but not firmly 
committed, transactions. The Company also uses forward and option contracts to hedge foreign currency assets and liabilities. 
The principal foreign currencies hedged are the euro, British pound, Japanese yen and Canadian dollar. Cross-currency swaps 
are used to effectively convert foreign currency denominated borrowings to U.S. dollar denominated borrowings. By policy, the 
Company maintains hedge coverage between minimum and maximum percentages of its forecasted foreign exchange 
exposures generally for periods not to exceed four years. The gains and losses on these contracts offset changes in the U.S. 
dollar equivalent value of the related exposures. The economic or political conditions in a country could reduce our ability to 
hedge exposure to currency fluctuations in the country or our ability to repatriate revenue from the country.

Our objectives in managing exposure to commodity fluctuations are to use commodity derivatives to reduce volatility of 
earnings and cash flows arising from commodity price changes. The amounts hedged using commodity swap contracts are 
based on forecasted levels of consumption of certain commodities, such as fuel oil and gasoline.

It is the Company’s policy to enter into foreign currency and interest rate derivative transactions and other financial 
instruments only to the extent considered necessary to meet its objectives as stated above. The Company does not enter into 
these transactions or any other hedging transactions for speculative purposes.

Value at Risk (VAR)

The Company utilizes a VAR model to estimate the maximum potential one-day loss in the fair value of its interest rate, 
foreign exchange and market sensitive equity financial instruments. The VAR model estimates were made assuming normal 
market conditions and a 95% confidence level. Various modeling techniques can be used in a VAR computation. The 
Company’s computations are based on the interrelationships between movements in various interest rates, currencies and equity 
prices (a variance/co-variance technique). These interrelationships were determined by observing interest rate, foreign currency 
and equity market changes over the preceding quarter for the calculation of VAR amounts at fiscal year end. The model 
includes all of the Company’s debt as well as all interest rate and foreign exchange derivative contracts and market sensitive 
equity investments. Forecasted transactions, firm commitments, and accounts receivable and payable denominated in foreign 
currencies, which certain of these instruments are intended to hedge, were excluded from the model.



54

The VAR model is a risk analysis tool and does not purport to represent actual losses in fair value that will be incurred by 
the Company, nor does it consider the potential effect of favorable changes in market factors.

VAR on a combined basis decreased to $63 million at September 28, 2013 from $79 million at September 29, 2012.

The estimated maximum potential one-day loss in fair value, calculated using the VAR model, is as follows (unaudited, in 
millions):
 

Fiscal Year 2013

Interest Rate
Sensitive
Financial

Instruments

Currency
Sensitive
Financial

Instruments

Equity 
Sensitive
Financial

Instruments
Combined
Portfolio

Year end VAR $ 60 $ 29 $ 17 $ 63
Average VAR $ 50 $ 36 $ 10 $ 65
Highest VAR $ 77 $ 45 $ 17 $ 77
Lowest VAR $ 32 $ 29 $ 5 $ 54
Beginning of year VAR (year end fiscal 2012) $ 44 $ 47 $ 3 $ 79

The VAR for Disneyland Paris and Hong Kong Disneyland Resort is immaterial as of September 28, 2013 and has been 
excluded from the above table.

ITEM 8. Financial Statements and Supplementary Data

See Index to Financial Statements and Supplemental Data on page 60.

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

ITEM 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures to ensure that the information required to be disclosed by the 
Company in the reports that it files or submits under the Securities Exchange Act of 1934 is recorded, processed, summarized 
and reported within the time periods specified in SEC rules and forms and that such information is accumulated and made 
known to the officers who certify the Company’s financial reports and to other members of senior management and the Board 
of Directors as appropriate to allow timely decisions regarding required disclosure.

Based on their evaluation as of September 28, 2013, the principal executive officer and principal financial officer of the 
Company have concluded that the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) 
under the Securities Exchange Act of 1934) are effective.

Management’s Report on Internal Control Over Financial Reporting

Management’s report set forth on page 61 is incorporated herein by reference.

Changes in Internal Controls

There have been no changes in our internal control over financial reporting during the fourth quarter of the fiscal year 
ended September 28, 2013, that have materially affected, or are reasonably likely to materially affect, our internal control over 
financial reporting.

ITEM 9B. Other Information

None.
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PART III

ITEM 10. Directors, Executive Officers and Corporate Governance

Information regarding Section 16(a) compliance, the Audit Committee, the Company’s code of ethics, background of the 
directors and director nominations appearing under the captions “Section 16(a) Beneficial Ownership Reporting Compliance,” 
“Committees,” “Governing Documents,” “Director Selection Process” and “Election of Directors” in the Company’s Proxy 
Statement for the 2014 annual meeting of Shareholders is hereby incorporated by reference.

Information regarding executive officers is included in Part I of this Form 10-K as permitted by General Instruction G(3).

ITEM 11. Executive Compensation

Information appearing under the captions “Director Compensation,” “Executive Compensation Discussion and Analysis” 
and “Executive Compensation Tables” in the 2014 Proxy Statement (other than the “Compensation Committee Report,” which 
is deemed furnished herein by reference) is hereby incorporated by reference.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Information setting forth the security ownership of certain beneficial owners and management appearing under the 
caption “Stock Ownership” and information in the “Equity Compensation Plans” table appearing under the caption “Equity 
Compensation Plans” in the 2014 Proxy Statement is hereby incorporated by reference.

ITEM 13. Certain Relationships and Related Transactions, and Director Independence

Information regarding certain related transactions appearing under the captions “Certain Relationships and Related 
Person Transactions” and information regarding director independence appearing under the caption “Director Independence” in 
the 2014 Proxy Statement is hereby incorporated by reference.

ITEM 14. Principal Accounting Fees and Services

Information appearing under the captions “Auditor Fees and Services” and “Policy for Approval of Audit and Permitted 
Non-Audit Services” in the 2014 Proxy Statement is hereby incorporated by reference.
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PART IV

ITEM 15. Exhibits and Financial Statement Schedules
 

(1) Financial Statements and Schedules

See Index to Financial Statements and Supplemental Data on page 60.
 

(2) Exhibits

The documents set forth below are filed herewith or incorporated herein by reference to the location indicated.
 

      Exhibit    Location
3.1

  
Restated Certificate of Incorporation of the Company    Exhibit 3.1 to the Current Report on Form 8-K of

the Company dated March 10, 2010
3.2

  
Bylaws of the Company    Exhibit 3.1 to the Current Report on Form 8-K of

the Company dated October 8, 2013
4.1

  
Four-Year Credit Agreement dated as of February 22,
2011

   Exhibit 10.1 to the Current Report on Form 8-K of
the Company, filed February 25, 2011

4.2
  

Five-Year Credit Agreement dated as of June 8, 2012    Exhibit 10.1 to the Current Report on Form 8-K of
the Company filed June 11, 2012

4.3 364-Day Credit Agreement dated as of March 15, 2013 Exhibit 10.1 to the Current Report on Form 8-K of
the Company filed March 15, 2013

4.4

  

Senior Debt Securities Indenture, dated as of
September 24, 2001, between the Company and Wells
Fargo Bank, N.A., as Trustee

   Exhibit 4.1 to the Current Report on Form 8-K of
the Company, dated September 24, 2001

4.5

  

Other long-term borrowing instruments are omitted
pursuant to Item 601(b)(4)(iii) of Regulation S-K. The
Company undertakes to furnish copies of such
instruments to the Commission upon request

  

10.1

  

Amended and Restated Employment Agreement, dated
as of October 6, 2011, between the Company and
Robert A. Iger

   Exhibit 10.1 to the Form 10-K of the Company for
the fiscal year ended October 1, 2011

10.2

  

Amendment dated July 1, 2013 to Amended and
Restated Employment Agreement, dated as of October
6, 2011, between the Company and Robert A. Iger

   Exhibit 10.1 to the Current Report on Form 8-K of
the Company filed July 1, 2013

10.3
  

Employment Agreement, dated as of January 1, 2010
between the Company and James A. Rasulo

   Exhibit 10.1 to the Current Report on Form 8-K of
the Company dated January 8, 2010

10.4

  

Amendment dated March 17, 2011, to the Amended
and Restated Employment Agreement, dated as of
January 1, 2010 between the Company and James A.
Rasulo

   Exhibit 10.1 to the Current Report on Form 8-K of
the Company dated March 18, 2011

10.5
  

Employment Agreement, dated as of September 27,
2013 between the Company and Alan N. Braverman

   Exhibit 10.1 to the Current Report on Form 8-K of
the Company dated October 2, 2013

10.6

  

Employment Agreement dated November 16, 2012 and
effective as of October 1, 2012 between the Company
and Kevin A. Mayer

   Exhibit 10.1 to the Form 10-K of the Company for 
the fiscal year ended September 29, 2012

10.7

  

Employment Agreement dated November 16, 2012 and
effective as of September 1, 2012 between the
Company and Jayne Parker

   Exhibit 10.1 to the Form 10-K of the Company for 
the fiscal year ended September 29, 2012

10.8

  

Description of Directors Compensation    Exhibit 10.2 to the Form 10-Q of the Company for 
the quarter ended June 29, 2013

10.9
  

Amended and Restated Director’s Retirement Policy    Exhibit 10.6 to the Form 10-Q of the Company for
the quarter ended January 2, 2010

10.10
  

Form of Indemnification Agreement for certain officers
and directors

   Annex C to the Proxy Statement for the 1987
annual meeting of DEI
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      Exhibit    Location
10.11

  
1995 Stock Option Plan for Non-Employee Directors    Exhibit 20 to the Form S-8 Registration Statement

(No. 33-57811) of DEI, dated Feb. 23, 1995
10.12

  
Amended and Restated 2002 Executive Performance
Plan

   Annex A to the Proxy Statement for the 2013
Annual Meeting of the Registrant

10.13

  

Management Incentive Bonus Program    The section of the Proxy Statement for the 2013
annual meeting of the Company titled “Annual
Performance Based Bonus”

10.14
  

Amended and Restated 1997 Non-Employee Directors
Stock and Deferred Compensation Plan

   Annex II to the Proxy Statement for the 2003
annual meeting of the Company

10.15

  

The Walt Disney Company/Pixar 1995 Stock Plan    Exhibit 10.1 to the Form S-8 Registration Statement
(N0. 333-133840) of the Company dated May 5,
2006

10.16
  

Amended and Restated The Walt Disney Company/
Pixar 2004 Equity Incentive Plan

   Exhibit 10.1 to the Current Report on Form 8-K of
the Company filed December 1, 2006

10.17
  

Amended and Restated 2011 Stock Incentive Plan    Exhibit 10.1 to the Form 8-K of the Company dated
March 16, 2012

10.18

  

The Amended and Restated The Walt Disney
Productions and Associated Companies Key
Employees Deferred Compensation and Retirement
Plan

   Exhibit 10.5 to the Form 10-Q of the Company for
the quarter ended April 2, 2011

10.19
  

Amended and Restated Benefit Equalization Plan of
ABC, Inc.

   Exhibit 10.6 to the Form 10-Q of the Company for
the quarter ended April 2, 2011

10.20
  

Disney Key Employees Retirement Savings Plan    Exhibit 10.1 to the Form 10-Q of the Company for
the quarter ended July 2, 2011

10.21
  

Group Personal Excess Liability Insurance Plan    Exhibit 10(x) to the Form 10-K of the Company for
the period ended September 30, 1997

10.22
  

Amended and Restated Severance Pay Plan    Exhibit 10.4 to the Form 10-Q of the Company for
the quarter ended December 27, 2008

10.23
  

Form of Restricted Stock Unit Award Agreement
(Time-Based Vesting)

   Exhibit 10(aa) to the Form 10-K of the Company
for the period ended September 30, 2004

10.24
  

Form of Performance-Based Stock Unit Award
Agreement (Section 162(m) Vesting Requirement)

   Exhibit 10.2 to the Form 10-Q of the Company for
the quarter ended April 2, 2011

10.25

  

Form of Performance-Based Stock Unit Award 
Agreement (Three-Year Vesting subject to Total 
Shareholder Return/EPS Growth Tests/
Section 162(m) Vesting Requirement)

   Exhibit 10.1 to the Current Report on Form 8-K of
the Company filed January 11, 2013

10.26
  

Form of Non-Qualified Stock Option Award
Agreement

   Exhibit 10.4 to the Form 10-Q of the Company for
the quarter ended April 2, 2011

10.27
  

Disney Savings and Investment Plan as Amended and
Restated Effective January 1, 2010

   Exhibit 10.1 to the Form 10-Q of the Company for
the quarter ended July 3, 2010

10.28

  

First Amendment dated December 13, 2011 to the 
Disney Savings and Investment Plan as amended and 
restated effective January 1, 2010

   Exhibit 10.1 to the Form 10-Q of the Company for
the quarter ended December 31, 2011

10.29

  

Second Amendment dated December 3, 2012 to the 
Disney Savings and Investment Plan 

   Exhibit 10.2 to the Form 10-Q of the Company for
the quarter ended December 29, 2012

10.30

  

Registration Rights Agreement dated December 21, 
2012

   Exhibit 10.3 to the Form 10-Q of the Company for
the quarter ended December 29, 2012
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      Exhibit    Location
12.1    Ratio of earnings to fixed charges    Filed herewith

21    Subsidiaries of the Company    Filed herewith
23    Consent of PricewaterhouseCoopers LLP    Filed herewith

31(a)

  

Rule 13a-14(a) Certification of Chief Executive
Officer of the Company in accordance with Section
302 of the Sarbanes-Oxley Act of 2002

   Filed herewith

31(b)

  

Rule 13a-14(a) Certification of Chief Financial Officer
of the Company in accordance with Section 302 of the
Sarbanes-Oxley Act of 2002

   Filed herewith

32(a)

  

Section 1350 Certification of Chief Executive Officer
of the Company in accordance with Section 906 of the
Sarbanes-Oxley Act of 2002*

   Furnished herewith

32(b)

  

Section 1350 Certification of Chief Financial Officer
of the Company in accordance with Section 906 of the
Sarbanes-Oxley Act of 2002*

   Furnished herewith

101

  

The following materials from the Company’s Annual
Report on Form 10-K for the year ended September
28, 2013 formatted in Extensible Business Reporting
Language (XBRL): (i) the Consolidated Statements of
Income, (ii) the Consolidated Statements of
Comprehensive Income, (iii) the Consolidated Balance
Sheets, (iv) the Consolidated Statements of Cash
Flows, (v) the Consolidated Statements of Equity and
(vi) related notes

   Filed herewith

* A signed original of this written statement required by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the SEC or its staff upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused 
this report to be signed on its behalf by the undersigned, thereunto duly authorized.
 

      THE WALT DISNEY COMPANY
    (Registrant)

Date: November 20, 2013   By:   /s/    ROBERT A. IGER
    (Robert A. Iger,
    Chairman and Chief Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following 
persons on behalf of the registrant and in the capacities and on the dates indicated. 

Signature    Title   Date

Principal Executive Officer     

/s/    ROBERT A. IGER    Chairman and Chief Executive Officer   November 20, 2013
(Robert A. Iger)     

Principal Financial and Accounting Officers     

/s/    JAMES A. RASULO    Senior Executive Vice President
and Chief Financial Officer

  November 20, 2013
(James A. Rasulo)     

/s/    BRENT A. WOODFORD    Senior Vice President-Planning and Control   November 20, 2013
(Brent A. Woodford)

Directors     

/s/    SUSAN E. ARNOLD    Director   November 20, 2013
(Susan E. Arnold)     

/s/    JOHN S. CHEN    Director   November 20, 2013
(John S. Chen)     

/s/    JUDITH L. ESTRIN    Director   November 20, 2013
(Judith L. Estrin)     

/s/    ROBERT A. IGER    Chairman of the Board and Director   November 20, 2013
(Robert A. Iger)     

/s/    FRED H. LANGHAMMER    Director   November 20, 2013
(Fred H. Langhammer)     

/s/    AYLWIN B. LEWIS    Director   November 20, 2013
(Aylwin B. Lewis)     

/s/    MONICA C. LOZANO    Director   November 20, 2013
(Monica C. Lozano)     

/s/    ROBERT W. MATSCHULLAT    Director   November 20, 2013
(Robert W. Matschullat)     

/s/    SHERYL SANDBERG    Director   November 20, 2013
(Sheryl Sandberg)     

/s/    ORIN C. SMITH    Director   November 20, 2013
(Orin C. Smith)     
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THE WALT DISNEY COMPANY AND SUBSIDIARIES
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining adequate internal control over financial reporting, as such 
term is defined in Exchange Act Rule 13a-15(f). The Company’s internal control over financial reporting includes those 
policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 
transactions and dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as 
necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that 
receipts and expenditures of the Company are being made only in accordance with authorizations of management and directors 
of the Company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, 
use, or disposition of the Company’s assets that could have a material effect on the financial statements.

Internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements prepared for external purposes in accordance with generally accepted 
accounting principles. Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may 
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate.

Under the supervision and with the participation of management, including our principal executive officer and principal 
financial officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the 
framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission in 1992. Based on our evaluation under the framework in Internal Control — Integrated Framework, 
management concluded that our internal control over financial reporting was effective as of September 28, 2013.

The effectiveness of our internal control over financial reporting as of September 28, 2013 has been audited by 
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report, which is included 
herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of The Walt Disney Company

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, 
statements of comprehensive income, shareholders’ equity and cash flows  present fairly, in all material respects, the financial 
position of The Walt Disney Company and its subsidiaries (the Company) at September 28, 2013  and September 29, 2012, and 
the results of their operations and their cash flows for each of the three years in the period ended September 28, 2013 in 
conformity with accounting principles generally accepted in the United States of America.  Also in our opinion, the Company 
maintained, in all material respects, effective internal control over financial reporting as of September 28, 2013, based on 
criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission in 1992 (COSO).  The Company's management is responsible for these financial statements, for 
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over 
financial reporting, included in the accompanying Management's Report on Internal Control over Financial Reporting.  Our 
responsibility is to express opinions on these financial statements and on the Company's internal control over financial 
reporting based on our integrated audits.  We conducted our audits in accordance with the standards of the Public Company 
Accounting Oversight Board (United States).  Those standards require that we plan and perform the audits to obtain reasonable 
assurance about whether the financial statements are free of material misstatement and whether effective internal control over 
financial reporting was maintained in all material respects.  Our audits of the financial statements included examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial statement presentation.  Our audit of internal 
control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the 
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based 
on the assessed risk.  Our audits also included performing such other procedures as we considered necessary in the 
circumstances. We believe that our audits provide a reasonable basis for our opinions.

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

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

/s/PRICEWATERHOUSECOOPERS LLP

Los Angeles, California
November 20, 2013 
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CONSOLIDATED STATEMENTS OF INCOME
(in millions, except per share data)

 

2013 2012 2011

Revenues $ 45,041 $ 42,278 $ 40,893

Costs and expenses (35,591) (33,415) (33,112)

Restructuring and impairment charges (214) (100) (55)

Other income/(expense), net (69) 239 75

Net interest expense (235) (369) (343)

Equity in the income of investees 688 627 585

Income before income taxes 9,620 9,260 8,043

Income taxes (2,984) (3,087) (2,785)

Net income 6,636 6,173 5,258

Less: Net income attributable to noncontrolling interests (500) (491) (451)

Net income attributable to The Walt Disney Company (Disney) $ 6,136 $ 5,682 $ 4,807

Earnings per share attributable to Disney:

Diluted $ 3.38 $ 3.13 $ 2.52

Basic $ 3.42 $ 3.17 $ 2.56

Weighted average number of common and common equivalent
shares outstanding:

Diluted 1,813 1,818 1,909

Basic 1,792 1,794 1,878

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in millions)

 

2013 2012 2011

Net Income $ 6,636 $ 6,173 $ 5,258

Other comprehensive income (loss), net of tax:

Market value adjustments for investments 137 (3) (1)

Market value adjustments for hedges 135 2 48

Pension and postretirement medical plan adjustments 1,963 (609) (759)

Foreign currency translation and other (125) (41) (27)

Other comprehensive income (loss) 2,110 (651) (739)

Comprehensive income 8,746 5,522 4,519

Less: Net income attributable to noncontrolling interests (500) (491) (451)

Less: Other comprehensive (income) loss attributable to
noncontrolling interests (31) 15 (10)

Comprehensive income attributable to Disney $ 8,215 $ 5,046 $ 4,058

See Notes to Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

September 28,
2013

September 29,
2012

ASSETS
Current assets

Cash and cash equivalents $ 3,931 $ 3,387
Receivables 6,967 6,540
Inventories 1,487 1,537
Television costs and advances 634 676
Deferred income taxes 485 765
Other current assets 605 804

Total current assets 14,109 13,709
Film and television costs 4,783 4,541
Investments 2,849 2,723
Parks, resorts and other property

Attractions, buildings and equipment 41,192 38,582
Accumulated depreciation (22,459) (20,687)

18,733 17,895
Projects in progress 2,476 2,453
Land 1,171 1,164

22,380 21,512
Intangible assets, net 7,370 5,015
Goodwill 27,324 25,110
Other assets 2,426 2,288

Total assets $ 81,241 $ 74,898
LIABILITIES AND EQUITY
Current liabilities

Accounts payable and other accrued liabilities $ 6,803 $ 6,393
Current portion of borrowings 1,512 3,614
Unearned royalties and other advances 3,389 2,806

Total current liabilities 11,704 12,813
Borrowings 12,776 10,697
Deferred income taxes 4,050 2,251
Other long-term liabilities 4,561 7,179
Commitments and contingencies (Note 14)
Equity

Preferred stock, $.01 par value 
    Authorized – 100 million shares, Issued – none — —
Common stock, $.01 par value 
    Authorized – 4.6 billion shares, Issued – 2.8 billion shares 33,440 31,731
Retained earnings 47,758 42,965
Accumulated other comprehensive loss (1,187) (3,266)

80,011 71,430
Treasury stock, at cost, 1.0 billion shares (34,582) (31,671)

Total Disney Shareholders' equity 45,429 39,759
Noncontrolling interests 2,721 2,199

Total equity 48,150 41,958
Total liabilities and equity $ 81,241 $ 74,898

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

 

2013 2012 2011
OPERATING ACTIVITIES

Net income $ 6,636 $ 6,173 $ 5,258
Depreciation and amortization 2,192 1,987 1,841
Gains on dispositions and acquisitions (252) (184) (75)
Deferred income taxes 92 472 127
Equity in the income of investees (688) (627) (585)
Cash distributions received from equity investees 694 663 608
Net change in film and television costs and advances (49) (52) 332
Equity-based compensation 402 408 423
Other 322 217 204
Changes in operating assets and liabilities:

Receivables (374) (108) (518)
Inventories 51 18 (199)
Other assets (30) (151) (189)
Accounts payable and other accrued liabilities 367 (608) (367)
Income taxes 89 (242) 134

Cash provided by operations 9,452 7,966 6,994

INVESTING ACTIVITIES
Investments in parks, resorts and other property (2,796) (3,784) (3,559)
Proceeds from dispositions 397 15 564
Acquisitions (2,443) (1,088) (184)
Other 166 98 (107)
Cash used in investing activities (4,676) (4,759) (3,286)

FINANCING ACTIVITIES
Commercial paper borrowings, net (2,050) 467 393
Borrowings 3,931 3,779 2,350
Reduction of borrowings (1,502) (3,822) (1,096)
Dividends (1,324) (1,076) (756)
Repurchases of common stock (4,087) (3,015) (4,993)
Proceeds from exercise of stock options 587 1,008 1,128
Other 231 (326) (259)
Cash used in financing activities (4,214) (2,985) (3,233)

Impact of exchange rates on cash and cash equivalents (18) (20) (12)

Increase in cash and cash equivalents 544 202 463
Cash and cash equivalents, beginning of year 3,387 3,185 2,722
Cash and cash equivalents, end of year $ 3,931 $ 3,387 $ 3,185

Supplemental disclosure of cash flow information:
Interest paid $ 316 $ 718 $ 377
Income taxes paid $ 2,531 $ 2,630 $ 2,341

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(in millions)

 

  Equity Attributable to Disney    

Shares
Common

Stock
Retained
Earnings

Accumulated
Other

Comprehensive
Income
(Loss)

Treasury
Stock

Total
Disney
Equity

Non-
controlling
Interests Total Equity

Balance at October 2, 2010 1,894 $ 28,736 $ 34,327 $ (1,881) $ (23,663) $ 37,519 $ 1,823 $ 39,342

Comprehensive income — — 4,807 (749) — 4,058 461 4,519

Equity compensation activity 49 1,548 — — — 1,548 — 1,548

Common stock repurchases (135) — — — (4,993) (4,993) — (4,993)

Dividends — 10 (766) — — (756) — (756)

Distributions and other — 2 7 — — 9 (216) (207)

Balance at October 1, 2011 1,808 $ 30,296 $ 38,375 $ (2,630) $ (28,656) $ 37,385 $ 2,068 $ 39,453

Comprehensive income — — 5,682 (636) — 5,046 476 5,522

Equity compensation activity 44 1,415 — — — 1,415 — 1,415

Common stock repurchases (72) — — — (3,015) (3,015) — (3,015)

Dividends — 16 (1,092) — — (1,076) — (1,076)

Distributions and other — 4 — — — 4 (345) (341)

Balance at September 29, 2012 1,780 $ 31,731 $ 42,965 $ (3,266) $ (31,671) $ 39,759 $ 2,199 $ 41,958

Comprehensive income — — 6,136 2,079 — 8,215 531 8,746

Equity compensation activity 27 1,007 — — — 1,007 — 1,007

Common stock repurchases (71) — — — (4,087) (4,087) — (4,087)

Dividends — 18 (1,342) — — (1,324) — (1,324)

Acquisition of Lucasfilm 37 679 — — 1,176 1,855 6 1,861

Contributions — — — — — — 505 505

Distributions and other — 5 (1) — — 4 (520) (516)

Balance at September 28, 2013 1,773 $ 33,440 $ 47,758 $ (1,187) $ (34,582) $ 45,429 $ 2,721 $ 48,150

See Notes to Consolidated Financial Statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular dollars in millions, except per share amounts)

1   Description of the Business and Segment Information

The Walt Disney Company, together with the subsidiaries through which businesses are conducted (the Company), is a 
diversified worldwide entertainment company with operations in the following business segments: Media Networks, Parks and 
Resorts, Studio Entertainment, Consumer Products and Interactive.

DESCRIPTION OF THE BUSINESS

Media Networks
The Company operates cable programming services including the ESPN, Disney Channels Worldwide, ABC Family, 

SOAPnet and UTV/Bindass networks, broadcast businesses, which include ABC and eight owned television stations, radio 
businesses consisting of the ESPN Radio Network and 30 owned and operated Radio Disney and ESPN radio stations. The 
ABC and ESPN Radio Networks have affiliated stations providing coverage to consumers throughout the U.S. The Company 
also produces original live-action and animated television programming, which may be sold in network, first-run syndication, 
pay and international television markets, on DVD and Blu-ray formats and through online services. The Company has interests 
in media businesses that are accounted for under the equity method including AETN, Hulu and Seven TV.  Our Media 
Networks business also operates branded internet sites.

Parks and Resorts
The Company owns and operates the Walt Disney World Resort in Florida and the Disneyland Resort in California. The 

Walt Disney World Resort includes four theme parks (the Magic Kingdom, Epcot, Disney’s Hollywood Studios and Disney’s 
Animal Kingdom), 18 resort hotels, a retail, dining and entertainment complex, a sports complex, conference centers, 
campgrounds, water parks and other recreational facilities. The Disneyland Resort includes two theme parks (Disneyland and 
Disney California Adventure), three resort hotels and a retail, dining and entertainment complex. Internationally, the Company 
manages and has a 51% effective ownership interest in Disneyland Paris, which includes two theme parks (Disneyland Park 
and Walt Disney Studios Park), seven themed hotels, two convention centers, a shopping, dining and entertainment complex 
and a 27-hole golf facility. The Company manages and has a 48% ownership interest in Hong Kong Disneyland Resort 
(HKDL), which includes one theme park and two resort hotels. The Company has a 43% ownership interest in Shanghai 
Disney Resort, which is currently under construction, and a 70% ownership interest in the management company of Shanghai 
Disney Resort. The Company also earns royalties on revenues generated by the Tokyo Disneyland Resort, which includes two 
theme parks (Tokyo Disneyland and Tokyo DisneySea) and three Disney-branded hotels, and is owned and operated by an 
unrelated Japanese corporation. The Company manages and markets vacation club ownership interests through the Disney 
Vacation Club, operates the Disney Cruise Line, the Adventures by Disney guided group vacations business and Aulani, a hotel 
and vacation club resort in Hawaii. The Company’s Walt Disney Imagineering unit designs and develops theme park concepts 
and attractions as well as resort properties.

Studio Entertainment
The Company produces and acquires live-action and animated motion pictures for worldwide distribution to the 

theatrical, home entertainment and television markets. The Company distributes these products through its own distribution and 
marketing companies in the U.S. and both directly and through independent companies and joint ventures in foreign markets 
primarily under the Walt Disney Pictures, Pixar, Marvel, Touchstone, Lucasfilm and UTV banners. We also distribute certain 
motion pictures for DreamWorks under our Touchstone Pictures banner. The Company also produces stage plays and musical 
recordings and licenses and produces live entertainment events.

Consumer Products
The Company licenses trade names, characters and visual and literary properties to various retailers, show promoters and 

publishers throughout the world. The Company also engages in retail and online distribution of products through The Disney 
Store and DisneyStore.com. We operate The Disney Store in North America, Europe and Japan. The Company publishes 
entertainment and educational books and magazines and comic books for children and families and operates English language 
learning centers in China.

Interactive
The Company creates and delivers branded entertainment and lifestyle content across interactive media platforms. The 

primary operating businesses are Interactive Games, which produces and distributes console, online and mobile games, and 
Interactive Media, which develops branded online services and provides website maintenance and design for other Company 
businesses. Certain properties are also licensed to third-party game publishers. Interactive also manages the Disney-branded 
mobile phone business in Japan, which provides mobile phones and content to consumers.
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SEGMENT INFORMATION

The operating segments reported below are the segments of the Company for which separate financial information is 
available and for which segment results are evaluated regularly by the Chief Executive Officer in deciding how to allocate 
resources and in assessing performance.

Segment operating results reflect earnings before corporate and unallocated shared expenses, restructuring and 
impairment charges, other income/(expense), net interest expense, income taxes and noncontrolling interests. Segment 
operating income includes equity in the income of investees. Corporate and unallocated shared expenses principally consist of 
corporate functions, executive management and certain unallocated administrative support functions.

Equity in the income of investees included in segment operating results is as follows:
 

2013 2012 2011
Media Networks

Cable Networks $ 788 $ 664 $ 578
Broadcasting (46) (37) 6

Equity in the income of investees included in segment operating
income $ 742 $ 627 $ 584

In fiscal 2013, the Company recorded a $55 million charge for our share of expense related to an equity redemption at 
Hulu LLC (Hulu Equity Redemption). This charge is recorded in equity in the income of investees in the Consolidated 
Statement of Income but has been excluded from segment operating income.  See Note 3 for further discussion of the 
transaction.

The following segment results include allocations of certain costs, including information technology, pension, legal, and 
other shared services costs, which are allocated based on metrics designed to correlate with consumption. These allocations are 
agreed-upon amounts between the businesses and may differ from amounts that would be negotiated in arm’s length 
transactions. In addition, all significant intersegment transactions have been eliminated except that Studio Entertainment 
revenues and operating income include an allocation of Consumer Products and Interactive revenues, which is meant to reflect 
royalties on sales of merchandise generated by Consumer Products and Interactive, which is based on intellectual property from 
certain Studio Entertainment films.
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2013 2012 2011
Revenues

Media Networks $ 20,356 $ 19,436 $ 18,714
Parks and Resorts 14,087 12,920 11,797
Studio Entertainment

Third parties 5,721 5,566 6,061
Intersegment 258 259 290

5,979 5,825 6,351
Consumer Products

Third parties 3,811 3,499 3,335
Intersegment (256) (247) (286)

3,555 3,252 3,049
Interactive

Third parties 1,066 857 986
Intersegment (2) (12) (4)

1,064 845 982
Total consolidated revenues $ 45,041 $ 42,278 $ 40,893

Segment operating income (loss)
Media Networks $ 6,818 $ 6,619 $ 6,146
Parks and Resorts 2,220 1,902 1,553
Studio Entertainment 661 722 618
Consumer Products 1,112 937 816
Interactive (87) (216) (308)

Total segment operating income $ 10,724 $ 9,964 $ 8,825

Reconciliation of segment operating income to 
   income before income taxes

Segment operating income $ 10,724 $ 9,964 $ 8,825
Corporate and unallocated shared expenses (531) (474) (459)
Restructuring and impairment charges (214) (100) (55)
Other income/(expense), net (69) 239 75
Net interest expense (235) (369) (343)
Hulu Equity Redemption charge (55) — —

Income before income taxes $ 9,620 $ 9,260 $ 8,043

Capital expenditures
Media Networks

Cable Networks $ 176 $ 170 $ 179
Broadcasting 87 85 128

Parks and Resorts
Domestic 1,140 2,242 2,294
International 970 641 429

Studio Entertainment 78 79 118
Consumer Products 45 69 115
Interactive 13 27 21
Corporate 287 471 275

Total capital expenditures $ 2,796 $ 3,784 $ 3,559
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2013 2012 2011
Depreciation expense

Media Networks $ 238 $ 241 $ 229
Parks and Resorts

Domestic 1,041 927 842
International 327 314 323

Studio Entertainment 54 48 53
Consumer Products 57 55 48
Interactive 20 17 16
Corporate 220 182 148

Total depreciation expense $ 1,957 $ 1,784 $ 1,659

Amortization of intangible assets
Media Networks $ 13 $ 17 $ 8
Parks and Resorts 2 — —
Studio Entertainment 107 94 79
Consumer Products 89 60 57
Interactive 24 32 38
Corporate — — —

Total amortization of intangible assets $ 235 $ 203 $ 182

Identifiable assets(1)(2)

Media Networks $ 28,627 $ 28,660
Parks and Resorts 22,056 20,951
Studio Entertainment 14,750 12,928
Consumer Products 7,506 5,016
Interactive 2,311 1,926
Corporate(3) 5,991 5,417

Total consolidated assets $ 81,241 $ 74,898

Supplemental revenue data
Media Networks

Advertising(4) $ 8,006 $ 7,773 $ 7,668
Affiliate Fees 10,018 9,360 8,837

Parks and Resorts
Merchandise, food and beverage 4,189 3,945 3,738
Admissions 4,704 4,225 3,870

Revenues
United States and Canada $ 34,021 $ 31,770 $ 30,848
Europe 6,181 6,223 6,455
Asia Pacific 3,333 2,990 2,517
Latin America and Other 1,506 1,295 1,073

$ 45,041 $ 42,278 $ 40,893

Segment operating income
United States and Canada $ 7,871 $ 6,991 $ 6,388
Europe 1,361 1,692 1,517
Asia Pacific 1,016 835 627
Latin America and Other 476 446 293

$ 10,724 $ 9,964 $ 8,825
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2013 2012
Long-lived assets (5)

United States and Canada $ 53,225 $ 47,959
Europe 7,552 7,484
Asia Pacific 3,909 3,303
Latin America and Other 215 270

$ 64,901 $ 59,016
 

(1) Identifiable assets include amounts associated with equity method investments. Equity method investments by 
segment are as follows:

2013 2012
Media Networks $ 2,369 $ 2,423
Parks and Resorts 15 8
Studio Entertainment 2 2
Consumer Products 1 1
Interactive — —
Corporate 20 4

$ 2,407 $ 2,438

 
(2) Goodwill and intangible assets by segment are as follows:

2013 2012
Media Networks $ 17,782 $ 17,854
Parks and Resorts 342 172
Studio Entertainment 8,425 6,783
Consumer Products 6,262 3,700
Interactive 1,753 1,486
Corporate 130 130

$ 34,694 $ 30,125
(3) Primarily fixed assets, deferred tax assets, cash and cash equivalents
(4) Advertising revenue includes amounts reported in Interactive
(5) Long-lived assets are total assets less the following: current assets, long-term receivables, deferred taxes, financial 

investments and derivatives

2   Summary of Significant Accounting Policies

Principles of Consolidation
The consolidated financial statements of the Company include the accounts of The Walt Disney Company and its 

majority-owned and controlled subsidiaries. Intercompany accounts and transactions have been eliminated in consolidation.

The Company enters into relationships or investments with other entities in which it does not have majority ownership or 
control. In certain instances, the entity in which the Company has a relationship or investment may be a variable interest entity 
(VIE). A VIE is consolidated in the financial statements if the Company has the power to direct activities that most significantly 
impact the economic performance of the VIE and has the obligation to absorb losses or the right to receive benefits from the 
VIE that could potentially be significant to the VIE. Although the Company has less than a 50% direct ownership interest in 
Disneyland Paris, HKDL and Shanghai Disney Resort (collectively the “International Theme Parks”), they are VIEs, and given 
the nature of the Company’s relationships with these entities, which include management agreements, the Company has 
consolidated the International Theme Parks in its financial statements.
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Reporting Period
The Company’s fiscal year ends on the Saturday closest to September 30 and consists of fifty-two weeks with the 

exception that approximately every six years, we have a fifty-three week year. When a fifty-three week year occurs, the 
Company reports the additional week in the fourth quarter.  2013, 2012 and 2011 were fifty-two week fiscal years.

Reclassifications
Certain reclassifications have been made in the fiscal 2012 and fiscal 2011 financial statements and notes to conform to 

the fiscal 2013 presentation.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires management 

to make estimates and assumptions that affect the amounts reported in the financial statements and footnotes thereto. Actual 
results may differ from those estimates.

Revenue Recognition
Television advertising revenues are recognized when commercials are aired. Revenues from television subscription 

services related to the Company’s primary cable programming services are recognized as services are provided. Certain of the 
Company’s contracts with cable and satellite operators include annual programming commitments. In these cases, recognition 
of revenues subject to the commitments is deferred until the annual commitments are satisfied, which generally results in 
higher revenue recognition in the second half of the year.

Revenues from advance theme park ticket sales are recognized when the tickets are used. For non-expiring, multi-day 
tickets, revenues are recognized over a five-year time period based on estimated usage, which is derived from historical usage 
patterns.

Revenues from the theatrical distribution of motion pictures are recognized when motion pictures are exhibited. 
Revenues from home entertainment and video game sales, net of anticipated returns and customer incentives, are recognized on 
the date that video units are made available for sale by retailers. Revenues from the licensing of feature films and television 
programming are recorded when the content is available for telecast by the licensee and when certain other conditions are met.  
Revenues from the sale of electronic formats of feature films and television programming are recognized when the product is 
received by the consumer.

Merchandise licensing advances and guarantee royalty payments are recognized based on the contractual royalty rate 
when the licensed product is sold by the licensee. Non-refundable advances and minimum guarantee royalty payments in 
excess of royalties earned are generally recognized as revenue at the end of the contract term.

Revenues from our branded online and mobile operations are recognized as services are rendered. Advertising revenues 
at our internet operations are recognized when advertisements are viewed online.

Taxes collected from customers and remitted to governmental authorities are presented in the Consolidated Statements of 
Income on a net basis.

Allowance for Doubtful Accounts
The Company maintains an allowance for doubtful accounts to reserve for potentially uncollectible receivables. The 

allowance for doubtful accounts is estimated based on our analysis of trends in overall receivables aging, specific identification 
of certain receivables that are at risk of not being paid, past collection experience and current economic trends.

Advertising Expense
Advertising costs are expensed as incurred. Advertising expense for fiscal years 2013, 2012 and 2011 was $2.6 billion, 

$2.5 billion and $2.8 billion, respectively.

Cash and Cash Equivalents
Cash and cash equivalents consist of cash on hand and marketable securities with original maturities of three months or 

less.
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Investments
Debt securities that the Company has the positive intent and ability to hold to maturity are classified as “held-to-

maturity” and reported at amortized cost. Debt securities not classified as held-to-maturity and marketable equity securities are 
considered “available-for-sale” and recorded at fair value with unrealized gains and losses included in accumulated other 
comprehensive income/(loss) (AOCI). All other equity securities are accounted for using either the cost method or the equity 
method.

The Company regularly reviews its investments to determine whether a decline in fair value below the cost basis is other 
than temporary. If the decline in fair value is determined to be other than temporary, the cost basis of the investment is written 
down to fair value.

Translation Policy
The U.S. dollar is the functional currency for the majority of our international operations. The local currency is the 

functional currency for the International Theme Parks, international locations of The Disney Stores, our UTV businesses in 
India, our English language learning centers in China and certain international equity method investments.

For U.S. dollar functional currency locations, foreign currency assets and liabilities are remeasured into U.S. dollars at 
end-of-period exchange rates, except for non-monetary balance sheet accounts, which are remeasured at historical exchange 
rates. Revenue and expenses are remeasured at average exchange rates in effect during each period, except for those expenses 
related to the non-monetary balance sheet amounts, which are remeasured at historical exchange rates. Gains or losses from 
foreign currency remeasurement are included in income.

For local currency functional locations, assets and liabilities are translated at end-of-period rates while revenues and 
expenses are translated at average rates in effect during the period. Equity is translated at historical rates and the resulting 
cumulative translation adjustments are included as a component of AOCI.

Inventories
Inventory primarily includes vacation timeshare units, merchandise, materials and supplies. Carrying amounts of vacation 

ownership units are recorded at the lower of cost or net realizable value. Carrying amounts of merchandise, materials and 
supplies inventories are generally determined on a moving average cost basis and are recorded at the lower of cost or market.

Film and Television Costs
Film and television costs include capitalizable production costs, production overhead, interest, development costs and 

acquired production costs and are stated at the lower of cost, less accumulated amortization, or fair value. Acquired 
programming costs for the Company’s cable and broadcast television networks are stated at the lower of cost, less accumulated 
amortization, or net realizable value. Acquired television broadcast program licenses and rights are recorded when the license 
period begins and the program is available for use. Marketing, distribution and general and administrative costs are expensed as 
incurred.

Film and television production, participation and residual costs are expensed over the applicable product life cycle based 
upon the ratio of the current period’s revenues to estimated remaining total revenues (Ultimate Revenues) for each production. 
For film productions, Ultimate Revenues include revenues from all sources that will be earned within ten years from the date of 
the initial theatrical release. For television series, Ultimate Revenues include revenues that will be earned within ten years from 
delivery of the first episode, or if still in production, five years from delivery of the most recent episode, if later. For acquired 
film libraries, remaining revenues include amounts to be earned for up to twenty years from the date of acquisition. Costs of 
film and television productions are subject to regular recoverability assessments, which compare the estimated fair values with 
the unamortized costs. The Company bases these fair value measurements on the Company's assumptions about how market 
participants would price the asset at the balance sheet date, which may be different than the amounts ultimately realized in 
future periods. The amount by which the unamortized costs of film and television productions exceed their estimated fair 
values is written off. Film development costs for projects that have been abandoned or have not been set for production within 
three years are generally written off.

The costs of television broadcast rights for acquired movies, series and other programs are expensed based on the number 
of times the program is expected to be aired or on a straight-line basis over the useful life, as appropriate. Rights costs for 
multi-year sports programming arrangements are amortized during the applicable seasons based on the estimated relative value 
of each year in the arrangement. The estimated values of each year are based on our projections of revenues over the contract 
period, which include advertising revenue and an allocation of affiliate revenue. If the annual contractual payments related to 
each season approximate each season’s relative value, we expense the related contractual payments during the applicable 
season. Individual programs are written off when there are no plans to air or sublicense the program.
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The net realizable values of network television broadcast program licenses and rights are reviewed using a daypart 
methodology. A daypart is defined as an aggregation of programs broadcast during a particular time of day or programs of a 
similar type. The Company’s dayparts are: primetime, daytime, late night, news and sports (includes broadcast and cable). The 
net realizable values of other cable programming assets are reviewed on an aggregated basis for each cable network.

Internal-Use Software Costs
The Company expenses costs incurred in the preliminary project stage of developing or acquiring internal use software, 

such as research and feasibility studies as well as costs incurred in the post-implementation/operational stage, such as 
maintenance and training. Capitalization of software development costs occurs only after the preliminary-project stage is 
complete, management authorizes the project and it is probable that the project will be completed and the software will be used 
for the function intended. As of September 28, 2013 and September 29, 2012, capitalized software costs, net of accumulated 
depreciation, totaled $831 million and $423 million, respectively. The capitalized costs are amortized on a straight-line basis 
over the estimated useful life of the software, ranging from 3-10 years.

Software Product Development Costs
Software product development costs incurred prior to reaching technological feasibility are expensed. We have 

determined that technological feasibility of our video game software is generally not established until substantially all product 
development is complete.

Parks, Resorts and Other Property
Parks, resorts and other property are carried at historical cost. Depreciation is computed on the straight-line method over 

estimated useful lives as follows: 

Attractions    25 – 40 years
Buildings and improvements    20 – 40 years
Leasehold improvements    Life of lease or asset life if less
Land improvements    20 – 40 years
Furniture, fixtures and equipment    3 – 25 years

Goodwill, Other Intangible Assets and Long-Lived Assets
The Company is required to test goodwill and other indefinite-lived intangible assets for impairment on an annual basis 

and if current events or circumstances require, on an interim basis. Goodwill is allocated to various reporting units, which are 
generally an operating segment or one level below the operating segment. The Company compares the fair value of each 
reporting unit to its carrying amount to determine if there is potential goodwill impairment. If the fair value of a reporting unit 
is less than its carrying value, an impairment loss is recorded to the extent that the fair value of the goodwill within the 
reporting unit is less than the carrying value of the goodwill.

To determine the fair value of our reporting units, we generally use a present value technique (discounted cash flow) 
corroborated by market multiples when available and as appropriate. We apply what we believe to be the most appropriate 
valuation methodology for each of our reporting units. We include in the projected cash flows an estimate of the revenue we 
believe the reporting unit would receive if the intellectual property developed by the reporting unit that is being used by other 
reporting units was licensed to an unrelated third party at its fair market value. These amounts are not necessarily the same as 
those included in segment operating results.

In times of adverse economic conditions in the global economy, the Company’s long-term cash flow projections are 
subject to a greater degree of uncertainty than usual. If we had established different reporting units or utilized different 
valuation methodologies or assumptions, the impairment test results could differ, and we could be required to record 
impairment charges.

The Company is required to compare the fair values of other indefinite-lived intangible assets to their carrying amounts. 
If the carrying amount of an indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized. Fair 
values of other indefinite-lived intangible assets are determined based on discounted cash flows or appraised values, as 
appropriate.

The Company tests long-lived assets, including amortizable intangible assets, for impairment whenever events or changes 
in circumstances (triggering events) indicate that the carrying amount may not be recoverable. Once a triggering event has 
occurred, the impairment test employed is based on whether the intent is to hold the asset for continued use or to hold the asset 
for sale. The impairment test for assets held for use requires a comparison of cash flows expected to be generated over the 
useful life of an asset group against the carrying value of the asset group. An asset group is established by identifying the 
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lowest level of cash flows generated by a group of assets that are largely independent of the cash flows of other assets and 
could include assets used across multiple businesses or segments. If the carrying value of the asset group exceeds the estimated 
undiscounted future cash flows, an impairment would be measured as the difference between the fair value of the group’s long-
lived assets and the carrying value of the group’s long-lived assets. The impairment is allocated to the long-lived assets of the 
group on a pro rata basis using the relative carrying amount, but only to the extent the carrying value of each asset is above its 
fair value. For assets held for sale, to the extent the carrying value is greater than the asset’s fair value less costs to sell, an 
impairment loss is recognized for the difference.

During fiscal years 2013, 2012 and 2011, the Company tested its goodwill and other intangible assets for impairment, and 
the impairment charges recorded were not material.

Amortizable intangible assets are generally amortized on a straight-line basis over periods up to 40 years. The costs to 
periodically renew our intangible assets are expensed as incurred. The Company has determined that there are currently no 
legal, competitive, economic or other factors that materially limit the useful life of our FCC licenses and trademarks.

The Company expects its aggregate annual amortization expense for existing amortizable intangible assets for fiscal years 
2014 through 2018 to be as follows:

2014 $ 209
2015 193
2016 190
2017 183
2018 181

Risk Management Contracts
In the normal course of business, the Company employs a variety of financial instruments including interest rate and 

cross-currency swap agreements and forward and option contracts to manage its exposure to fluctuations in interest rates, 
foreign currency exchange rates and commodity prices.

The Company formally documents all relationships between hedging instruments and hedged items as well as its risk 
management objectives and strategies for undertaking various hedge transactions. There are two types of derivatives into which 
the Company enters: hedges of fair value exposure and hedges of cash flow exposure. Hedges of fair value exposure are 
entered into in order to hedge the fair value of a recognized asset, liability, or a firm commitment. Hedges of cash flow 
exposure are entered into in order to hedge a forecasted transaction (e.g. forecasted revenue) or the variability of cash flows to 
be paid or received, related to a recognized liability or asset (e.g. floating rate debt).

The Company designates and assigns the financial instruments as hedges of forecasted transactions, specific assets or 
specific liabilities. When hedged assets or liabilities are sold or extinguished or the forecasted transactions being hedged occur 
or are no longer expected to occur, the Company recognizes the gain or loss on the designated hedging instruments.

Option premiums and unrealized gains on forward contracts and the accrued differential for interest rate swaps to be 
received under the agreements are recorded on the balance sheet as assets. Unrealized losses on forward contracts and the 
accrued differential for interest rate swaps to be paid under the agreements are included in liabilities. Realized gains and losses 
from hedges are classified in the income statement consistent with the accounting treatment of the items being hedged. The 
Company accrues the differential for interest rate swaps to be paid or received under the agreements as interest rates change as 
adjustments to interest expense over the lives of the swaps. Gains and losses on the termination of effective swap agreements, 
prior to their original maturity, are deferred and amortized to interest expense over the remaining term of the underlying hedged 
transactions.

The Company enters into risk management contracts that are not designated as hedges and do not qualify for hedge 
accounting. These contracts are intended to offset certain economic exposures of the Company and are carried at market value 
with any changes in value recorded in earnings. Cash flows from hedging activities are classified in the Consolidated 
Statements of Cash Flows under the same category as the cash flows from the related assets, liabilities or forecasted 
transactions (see Notes 8 and 16).
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Income Taxes
Deferred income tax assets and liabilities are recorded with respect to temporary differences in the accounting treatment 

of items for financial reporting purposes and for income tax purposes. Where, based on the weight of all available evidence, it 
is more likely than not that some amount of recorded deferred tax assets will not be realized, a valuation allowance is 
established for the amount that, in management’s judgment, is sufficient to reduce the deferred tax asset to an amount that is 
more likely than not to be realized.

A tax position must meet a minimum probability threshold before a financial statement benefit is recognized. The 
minimum threshold is defined as a tax position that is more likely than not to be sustained upon examination by the applicable 
taxing authority, including resolution of any related appeals or litigation processes, based on the technical merits of the 
position. The tax benefit to be recognized is measured as the largest amount of benefit that is greater than fifty percent likely of 
being realized upon ultimate settlement.

Earnings Per Share
The Company presents both basic and diluted earnings per share (EPS) amounts. Basic EPS is calculated by dividing net 

income attributable to Disney by the weighted average number of common shares outstanding during the year. Diluted EPS is 
based upon the weighted average number of common and common equivalent shares outstanding during the year, which is 
calculated using the treasury-stock method for equity-based awards (Awards). Common equivalent shares are excluded from 
the computation in periods for which they have an anti-dilutive effect. Stock options for which the exercise price exceeds the 
average market price over the period are anti-dilutive and, accordingly, are excluded from the calculation.

A reconciliation of the weighted average number of common and common equivalent shares outstanding and the number 
of Awards excluded from the diluted earnings per share calculation, as they were anti-dilutive, are as follows: 

2013 2012 2011
Weighted average number of common and common equivalent

shares outstanding (basic) 1,792 1,794 1,878
Weighted average dilutive impact of Awards 21 24 31
Weighted average number of common and common equivalent

shares outstanding (diluted) 1,813 1,818 1,909

Awards excluded from diluted earnings per share 2 10 8

3   Acquisitions

Lucasfilm
On December 21, 2012, the Company acquired Lucasfilm Ltd. LLC (Lucasfilm), a privately held entertainment company. 

This acquisition will allow Disney to utilize Lucasfilm's content across our multiple platforms, businesses and markets, which 
we believe will generate growth as well as significant long-term value. 

Under the terms of the merger agreement, Disney issued 37.1 million shares and made a cash payment of $2.2 billion.  
Based on the $50.00 per share closing price of Disney shares on December 21, 2012, the transaction had a value of $4.1 billion.

The following table summarizes our allocation of the purchase price to the tangible and identifiable intangible assets 
acquired and liabilities assumed.  The excess of the purchase price over those fair values and the related deferred taxes was 
allocated to goodwill, which is not deductible for tax purposes.

(in billions)
  Estimated 
Fair Value

Intangible assets $ 2.6
Goodwill 2.3
Deferred income taxes (0.8)

$ 4.1
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Intangible assets primarily consist of intellectual property based on the Star Wars franchise with an estimated useful life 
of approximately 40 years. The goodwill reflects the value to Disney from leveraging Lucasfilm intellectual property across our 
distribution channels, taking advantage of Disney's established global reach. 

The revenue and net income of Lucasfilm included in the Company's Consolidated Statement of Income in fiscal 2013 
was not material.

Hulu
On October 5, 2012, Hulu LLC (Hulu) redeemed Providence Equity Partners' 10% equity interest in Hulu for $200 

million, increasing the Company's ownership interest in Hulu from 29% to 32%.  In connection with the transaction, Hulu 
incurred a charge of approximately $174 million primarily related to employee equity-based compensation and borrowed $338 
million under a five-year term loan, which was guaranteed by the Company and the other partners.  The Company's share of the 
charge totaled $55 million and was recorded in equity in the income of investees in fiscal 2013.

  
In July 2013, Fox Entertainment Group, NBCUniversal and the Company agreed to provide Hulu with a total of $750 

million in cash to fund Hulu's operations and investments for future growth of which the Company's share is $257 million.  To 
date, the Company has contributed $134 million, increasing its ownership to 33%, and will continue to guarantee its share of 
Hulu's $338 million term loan.

  
The Company accounts for its interest in Hulu as an equity method investment.

AETN
A&E Television Networks LLC (AETN) is a joint venture that operates multiple cable programming services, which was 

owned 42.1% by the Company, 42.1% by the Hearst Corporation (Hearst) and 15.8% by NBCUniversal until August 2012 
when AETN redeemed NBCUniversal’s equity interest for approximately $3.0 billion. The redemption was financed with third-
party borrowings and equity contributions of $300 million each from the Company and Hearst. As a result of the transaction, 
the Company’s and Hearst’s ownership interest each increased to 50%. The Company accounts for its interest in AETN as an 
equity method investment.

UTV
Pursuant to a delisting offer process governed by Indian law, on February 2, 2012, the Company paid $377 million to 

purchase publicly held shares and all of the shares held by the founder of UTV Software Communications Limited (UTV), a 
media and entertainment company headquartered in India. The Company also assumed approximately $300 million of UTV’s 
borrowings. The purchase increased the Company’s ownership interest to 93% from 50%. As a result, the Company changed its 
accounting for UTV from an equity investment to a consolidated subsidiary. The acquisition of UTV supports the Company’s 
strategic priority of increasing its brand presence and reach in key international markets.

Upon consolidation, the Company recognized a non-cash gain of $184 million ($116 million after tax) as a result of 
adjusting the carrying value of the Company’s 50% equity investment to its estimated fair value of $405 million. The gain was 
recorded in Other income/(expense), net in the fiscal 2012 Consolidated Statement of Income. The fair value was determined 
based on the Company’s internal valuation of the UTV business using an income approach (discounted cash flow model), 
which the Company believes provides the most appropriate indicator of fair value.

The Company's allocation of the purchase price to the estimated fair value of the tangible and intangible assets acquired 
and liabilities assumed resulted in the majority of the purchase price being allocated to goodwill, which is not deductible for tax 
purposes. The goodwill reflects the synergies and increased Indian market penetration expected from combining the operations 
of UTV and the Company.

Since the February 2012 delisting process, the Company has acquired an incremental 6% interest for $74 million, which 
has increased the Company's ownership to over 99%.

Seven TV
On November 18, 2011, the Company acquired a 49% ownership interest in Seven TV, a broadcast television network in 

Russia, for $300 million. Following the acquisition, this network was converted to an advertising-supported, free-to-air Disney 
Channel. The Company accounts for its interest in Seven TV as an equity method investment.
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Goodwill
The changes in the carrying amount of goodwill for the years ended September 28, 2013 and September 29, 2012 are as 

follows: 

Media
Networks

Parks and
Resorts

Studio
Entertainment

Consumer
Products Interactive Total

Balance at Oct 1, 2011 $ 15,728 $ 172 $ 5,284 $ 1,797 $ 1,164 $ 24,145
Acquisitions 434 — 431 — 179 1,044
Dispositions — — (1) (3) — (4)
Other, net (31) — (34) — (10) (75)

Balance at Sept. 29, 2012 $ 16,131 $ 172 $ 5,680 $ 1,794 $ 1,333 $ 25,110
Acquisitions 21 81 975 1,149 155 2,381
Dispositions (9) — — (3) — (12)
Other, net (72) — (64) 2 (21) (155)

Balance at Sept. 28, 2013 $ 16,071 $ 253 $ 6,591 $ 2,942 $ 1,467 $ 27,324

The carrying amount of goodwill at September 28, 2013, September 29, 2012 and October 1, 2011 includes accumulated 
impairments of $29 million at Interactive.

4   Dispositions and Other Income/(Expense)

ESPN STAR Sports
On November 7, 2012, the Company sold its 50% equity interest in ESPN STAR Sports (ESS) to the joint venture partner 

of ESS for $335 million resulting in a gain of $219 million ($125 million after tax and allocation to noncontrolling interest).  
The gain is reported in Other income/(expense), net in the fiscal 2013 Consolidated Statement of Income.

Miramax
On December 3, 2010, the Company sold Miramax Film NY, LLC (Miramax) for $663 million. Net proceeds, which 

reflect closing adjustments, the settlement of related claims and obligations and Miramax’s cash balance at closing were $532 
million, resulting in a pre-tax gain of $64 million, which is reported in “Other income /(expense), net” in the fiscal 2011 
Consolidated Statement of Income. The book value of Miramax included $217 million of allocated goodwill that is not 
deductible for tax purposes. Accordingly, tax expense recorded in connection with the transaction was approximately $103 
million resulting in a loss of $39 million after tax.

Other Dispositions
During fiscal years 2013, 2012 and 2011, the Company sold its interest in various businesses for total proceeds of $61 

million, $15 million and $5 million, respectively and recognized pre-tax gains of $33 million, $0 million and $11 million, 
respectively. These gains are reported in Other income/(expense), net in the Consolidated Statements of Income.

Other income/(expense)
Other income/(expense) is as follows: 

2013 2012 2011
Celador litigation charge $ (321) $ — $ —
Gain on sale of equity interest in ESS 219 — —
Gains on sale of Miramax and other businesses 33 — 75
Gain related to the acquisition of UTV — 184 —
Lehman recovery — 79 —
DLP debt charge — (24) —

Other income/(expense), net $ (69) $ 239 $ 75
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5   Investments
Investments consist of the following: 

September 28,
2013

September 29,
2012

Investments, equity basis $ 2,407 $ 2,438
Investments, other 442 285

$ 2,849 $ 2,723

Investments, Equity Basis
A summary of combined financial information for equity investments, which primarily includes media investments such 

as AETN and Seven TV, is as follows: 

2013 2012 2011
Results of Operations:
Revenues $ 6,231 $ 5,923 $ 5,529
Net Income $ 1,470 $ 1,528 $ 1,417

September 28,
2013

September 29,
2012

October 1,
2011

Balance Sheet
Current assets $ 2,662 $ 2,714 $ 3,123
Non-current assets 5,495 5,674 5,430

$ 8,157 $ 8,388 $ 8,553

Current liabilities $ 1,357 $ 1,360 $ 1,488
Non-current liabilities 3,368 3,531 1,013
Shareholders’ equity 3,432 3,497 6,052

$ 8,157 $ 8,388 $ 8,553

As of September 28, 2013, the book value of the Company's equity method investments exceeded our share of the book 
value of the investees' underlying net assets by approximately $0.7 billion, which represents amortizable intangible assets and 
goodwill arising from acquisitions.

Investments, Other
As of September 28, 2013 and September 29, 2012, the Company held $305 million and $86 million, respectively, of 

securities classified as available-for-sale, $101 million and $163 million, respectively, of non-publicly traded cost-method 
investments and $36 million and $36 million, respectively of investments in leveraged leases.

In fiscal 2013, the Company had realized gains of $40 million on available-for-sale securities.  In fiscal years 2012 and 
2011, the Company had no significant realized gains or losses on available-for-sale securities.

In fiscal years 2013, 2012 and 2011, the Company recorded non-cash charges of $37 million, $11 million and $24 
million, respectively, to reflect other-than-temporary losses in value of certain investments.

6   International Theme Park Investments

The Company has a 51% effective ownership interest in the operations of Disneyland Paris, a 48% ownership interest in 
the operations of HKDL and a 43% ownership interest in the operations of Shanghai Disney Resort, all of which are VIEs 
consolidated in the Company’s financial statements. See Note 2 for the Company’s policy on consolidating VIEs.
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The following tables present summarized balance sheet information for the Company as of September 28, 2013 and 
September 29, 2012, reflecting the impact of consolidating the International Theme Parks balance sheets.
 

  As of September 28, 2013

 

Before
International
Theme Parks 
Consolidation

International
Theme Parks 

and
Adjustments Total

Cash and cash equivalents $ 3,325 $ 606 $ 3,931
Other current assets 9,896 282 10,178

Total current assets 13,221 888 14,109
Investments/Advances 6,415 (3,566) 2,849
Parks, resorts and other property 17,117 5,263 22,380
Other assets 41,879 24 41,903

Total assets $ 78,632 $ 2,609 $ 81,241

Current portion of borrowings $ 1,512 $ — $ 1,512
Other current liabilities 9,622 570 10,192

Total current liabilities 11,134 570 11,704
Borrowings 12,501 275 12,776
Deferred income taxes and other long-term liabilities 8,466 145 8,611
Equity 46,531 1,619 48,150

Total liabilities and equity $ 78,632 $ 2,609 $ 81,241

  As of September 29, 2012

 

Before
International
Theme Parks 
Consolidation

International
Theme Parks 

and
Adjustments Total

Cash and cash equivalents $ 2,839 $ 548 $ 3,387
Other current assets 10,066 256 10,322

Total current assets 12,905 804 13,709
Investments 6,065 (3,342) 2,723
Parks, resorts and other property 17,005 4,507 21,512
Other assets 36,949 5 36,954

Total assets $ 72,924 $ 1,974 $ 74,898

Current portion of borrowings $ 3,614 $ — $ 3,614
Other current liabilities 8,742 457 9,199

Total current liabilities 12,356 457 12,813
Borrowings 10,430 267 10,697
Deferred income taxes and other long-term liabilities 9,325 105 9,430
Equity 40,813 1,145 41,958

Total liabilities and equity $ 72,924 $ 1,974 $ 74,898
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The following table presents summarized income statement information of the Company for the year ended 
September 28, 2013, reflecting the impact of consolidating the International Theme Parks income statements.
 

Before
International
Theme Parks

Consolidation(1)

International
Theme Parks 

and
Adjustments Total

Revenues $ 42,861 $ 2,180 $ 45,041
Cost and expenses (33,379) (2,212) (35,591)
Restructuring and impairment charges (214) — (214)
Other income/(expense), net (69) — (69)
Net interest expense (173) (62) (235)
Equity in the income of investees 642 46 688

Income before income taxes 9,668 (48) 9,620
Income taxes (2,967) (17) (2,984)

Net income $ 6,701 $ (65) $ 6,636
 

(1) These amounts include the International Theme Parks under the equity method of accounting. As such, royalty and 
management fee income from these operations is included in Revenues and our share of their net income/(loss) is 
included in Equity in the income of investees. There were $174 million of royalties and management fees recognized  
for the year ended September 28, 2013.

The following table presents summarized cash flow statement information of the Company for the year ended 
September 28, 2013, reflecting the impact of consolidating the International Theme Parks cash flow statements.
 

Before
International
Theme Parks
Consolidation

International
Theme Parks 

and
Adjustments Total

Cash provided by operations $ 9,306 $ 146 $ 9,452
Investments in parks, resorts and other property (1,826) (970) (2,796)
Cash (used in)/provided by other investing activities (2,247) 367 (1,880)
Cash (used in)/provided by financing activities (4,718) 504 (4,214)
Impact of exchange rates on cash and cash equivalents (29) 11 (18)

Increase in cash and cash equivalents 486 58 544
Cash and cash equivalents, beginning of year 2,839 548 3,387
Cash and cash equivalents, end of year $ 3,325 $ 606 $ 3,931

Disneyland Paris Refinancing

In September 2012, the Company provided Disneyland Paris with €1.3 billion ($1.7 billion) of intercompany financing, 
bringing the total financing provided to Disneyland Paris to €1.7 billion ($2.3 billion) as of September 28, 2013. Disneyland 
Paris used the new financing to repay its outstanding third-party bank debt. In fiscal 2012, the Company recorded a net charge 
of $24 million on the repayment of the third-party bank debt. Certain of the financial and operating covenants, notably those 
related to capital expenditures and the payment of royalties and management fees due to the Company were eliminated.

The Company has also provided Disneyland Paris with a line of credit totaling €250 million ($337 million), which bears 
interest at EURIBOR and expires in two tranches: €100 million in 2014 and €150 million in 2018. There were no outstanding 
borrowings under the line of credit at September 28, 2013.
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Hong Kong Disneyland Resort Capital Realignment
In July 2009, the Company entered into a capital realignment and expansion plan for HKDL with the Government of the 

Hong Kong Special Administrative Region (HKSAR), HKDL’s majority shareholder. The expansion cost approximately $0.5 
billion, was completed in 2013 and was financed equally by the Company and HKSAR.  As a result the Company’s equity 
interest in HKDL increased to 48%.

Shanghai Disney Resort
In fiscal 2011, the Company and Shanghai Shendi (Group) Co., Ltd (Shendi) received Chinese central government 

approval of an agreement to build and operate a Disney Resort (Shanghai Disney Resort) in the Pudong district of Shanghai at a 
planned investment of approximately 29 billion yuan ($4.7 billion). Construction of the project began in April 2011 and will 
include a theme park, two hotels and a retail, dining and entertainment area. The resort is owned by a joint venture in which 
Shendi owns 57% and the Company owns 43%, and the investment will be funded in accordance with each partner's ownership 
percentage.  An additional joint venture, in which Disney has a 70% interest and Shendi a 30% interest, is responsible for 
creating, constructing and operating the resort. Shanghai Disney Resort is currently targeted to open by the end of calendar 
2015.

7   Film and Television Costs and Advances

Film and television costs and advances are as follows: 

September 28,
2013

September 29,
2012

Theatrical film costs
Released, less amortization $ 1,382 $ 1,389
Completed, not released 20 45
In-process 1,670 1,409
In development or pre-production 271 280

3,343 3,123
Television costs

Released, less amortization 514 693
Completed, not released 311 268
In-process 196 242
In development or pre-production 6 —

1,027 1,203

Television programming rights and advances 1,047 891
5,417 5,217

Less current portion 634 676
Non-current portion $ 4,783 $ 4,541

Based on management’s total gross revenue estimates as of September 28, 2013, approximately 78% of unamortized film 
and television costs for released productions (excluding amounts allocated to acquired film and television libraries) is expected 
to be amortized during the next three years.  By the end of fiscal 2017, we will have reached on a cumulative basis, 80% 
amortization of the September 28, 2013 balance of unamortized film and television costs.  Approximately $0.8 billion of 
accrued participation and residual liabilities will be paid in fiscal year 2014. The Company expects to amortize, based on 
current estimates, approximately $1.0 billion in capitalized film and television production costs during fiscal 2014.

At September 28, 2013, acquired film and television libraries have remaining unamortized costs of $234 million, which 
are generally amortized straight-line over a weighted-average remaining period of approximately 11 years.
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8   Borrowings

The Company’s borrowings at September 28, 2013 and September 29, 2012, including the impact of interest rate and 
cross-currency swaps, are summarized below:
 

      2013

  2013 2012

Stated
Interest
Rate (1)

Pay 
Floating 

Interest rate 
and Cross-
Currency 
Swaps (2)

Effective
Interest
Rate (3)

Swap
Maturities

Commercial paper borrowings $ — $ 2,050 — $ — —
U.S. medium-term notes 13,155 10,117 3.09% 5,550 2.55% 2015-2023  
European medium-term notes — 90 — — —
Other foreign currency denominated

debt 509 1,225 5.27% 318 4.68% 2017
Capital Cities/ABC debt 111 112 8.75% — 6.03%
Other (4) 238 450 — — —

14,013 14,044 3.22% 5,868 2.66%
HKDL borrowings 275 267 3.25% — 3.39%
Total borrowings 14,288 14,311 3.22% 5,868 2.68%
Less current portion 1,512 3,614 5.18% — 5.35%

Total long-term borrowings $ 12,776 $ 10,697 $ 5,868
 

(1) The stated interest rate represents the weighted-average coupon rate for each category of borrowings. For floating rate 
borrowings, interest rates are the rates in effect at September 28, 2013; these rates are not necessarily an indication of 
future interest rates.

(2) Amounts represent notional values of interest rate and cross-currency swaps outstanding as of September 28, 2013.
(3) The effective interest rate includes the impact of existing and terminated interest rate and cross-currency swaps, 

purchase accounting adjustments and debt issuance discounts and costs.
(4) Includes market value adjustments for debt with qualifying hedges totaling $117 million and $296 million at 

September 28, 2013 and September 29, 2012, respectively.

Commercial Paper
At September 28, 2013, the Company had no commercial paper debt outstanding and had bank facilities with a syndicate 

of lenders to support commercial paper borrowings as follows:

Committed
Capacity

Capacity
Used

Unused
Capacity

Facility expiring March 2014 $ 1,500 $ — $ 1,500
Facility expiring February 2015 2,250 — 2,250
Facility expiring June 2017 2,250 — 2,250

Total $ 6,000 $ — $ 6,000
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These bank facilities allow for borrowings at LIBOR-based rates plus a spread depending on the credit default swap 
spread applicable to the Company's debt, subject to a cap and floor that vary with the Company's debt rating assigned by 
Moody's Investors Service and Standard and Poor's. The spread above LIBOR can range from 0.23% to 1.93%. The Company 
also has the ability to issue up to $800 million of letters of credit under the facility expiring in February 2015, which if utilized, 
reduces available borrowings under this facility. As of September 28, 2013, $252 million of letters of credit had been issued of 
which none was issued under this facility. The facilities contain only one financial covenant, relating to interest coverage, 
which the Company met on September 28, 2013 by a significant margin, and specifically exclude certain entities, including the 
International Theme Parks, from any representations, covenants, or events of default.

Shelf Registration Statement
At September 28, 2013, the Company had a shelf registration statement in place, which allows the Company to issue 

various types of debt instruments, such as fixed or floating rate notes, U.S. dollar or foreign currency denominated notes, 
redeemable notes, global notes, and dual currency or other indexed notes. Issuances under the shelf registration will require the 
filing of a prospectus supplement identifying the amount and terms of the securities to be issued. Our ability to issue debt is 
subject to market conditions and other factors impacting our borrowing capacity.

U.S. Medium-Term Note Program
At September 28, 2013, the total debt outstanding under the U.S. medium-term note program was $13.2 billion. The 

maturities of current outstanding borrowings range from 1 to 80 years.  The debt outstanding includes $12.3 billion of fixed rate 
notes, which have stated interest rates that range from 0.45% to 7.55% and $810 million of floating rate notes that bear interest 
at U.S. LIBOR minus a spread.  At September 28, 2013, the effective rate was 0.25%.

European Medium-Term Note Program
At September 28, 2013, the Company had a European medium-term note program, which allows the Company to issue 

various types of debt instruments such as fixed or floating rate notes, U.S. dollar or foreign currency denominated notes, 
redeemable notes and index linked or dual currency notes.  Capacity under the program is $4.0 billion, subject to market 
conditions and other factors impacting our borrowing capacity.  Capacity under the program replenishes as outstanding debt 
under the program is repaid. The Company had no outstanding borrowings under the program at September 28, 2013.

Other Foreign Currency Denominated Debt
In July 2012, the Company refinanced CAD 328 million ($318 million) borrowed in connection with the acquisition of 

Club Penguin Entertainment, Inc. in July 2007. This borrowing bears interest at the Canadian Dealer Offered Rate plus 0.83% 
(2.11% at September 28, 2013) and matures in 2017.

In July 2008, the Company borrowed JPY 54 billion ($538 million) of floating rate loans that had an interest rate of 
Japanese LIBOR plus 0.42% and which matured in 2013.

In September 2012, the Company refinanced certain UTV borrowings with Indian Rupee (INR) 9.4 billion of term bank 
loans.  At September 28, 2013, the outstanding balance was INR 9.1 billion ($147 million), which bears interest at an average 
rate of 10.49%, subject to annual revisions, and matures in 2015.  The Company also arranged for short-term credit facilities of 
INR 11.7 billion ($188 million), which bear interest at rates determined at the time of drawdown and expire in 2014. The 
Company has borrowed INR 2.8 billion ($44 million) under the short-term credit facilities, which bears interest at an average 
rate of 10.25%.

Capital Cities/ABC Debt
In connection with the Capital Cities/ABC, Inc. acquisition in 1996, the Company assumed debt previously issued by 

Capital Cities/ABC, Inc. At September 28, 2013, the outstanding balance was $111 million, matures in 2021 and has a stated 
interest rate of 8.75%.

Disneyland Paris Borrowings
In September 2012, the Company provided Disneyland Paris with €1.3 billion ($1.7 billion) of financing, which was used 

to repay Disneyland Paris' outstanding third-party bank debt. The Company incurred a net charge of $24 million on the 
repayment of the third-party debt, which is reported in Other income/(expense), net in the fiscal 2012 Consolidated Statement 
of Income.
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Hong Kong Disneyland Resort Borrowings
HKDL has an unsecured loan facility of HK $2.1 billion ($275 million) from the HKSAR scheduled to mature on dates 

through September 12, 2030, however earlier repayment may occur depending on future operations and capital expenditures of 
the park. The interest rate on this loan is subject to biannual revisions, but is capped at an annual rate of 6.75% (until March 
2014), 7.625% (until March 2022) and 8.50% (until September 2030). As of September 28, 2013, the rate on the loans was 
3.25%.

Total borrowings excluding market value adjustments, have the following scheduled maturities:
 

Before 
International
Theme Parks
Consolidation

International 
Theme Parks Total

2014 $ 1,508 $ — $ 1,508
2015 2,014 — 2,014
2016 2,013 23 2,036
2017 1,661 24 1,685
2018 1,293 25 1,318
Thereafter 5,407 203 5,610

$ 13,896 $ 275 $ 14,171

The Company capitalizes interest on assets constructed for its parks, resorts and other property and on theatrical 
productions. In fiscal years 2013, 2012 and 2011, total interest capitalized was $77 million, $92 million and $91 million, 
respectively. Interest expense, net of capitalized interest, for fiscal years 2013, 2012 and 2011 was $349 million, $472 million 
and $435 million, respectively.

9   Income Taxes
 

2013 2012 2011
Income Before Income Taxes
Domestic (including U.S. exports) $ 8,972 $ 8,105 $ 7,330
Foreign subsidiaries 648 1,155 713

$ 9,620 $ 9,260 $ 8,043

Income Tax Expense/(Benefit)
Current

Federal $ 2,354 $ 1,975 $ 1,851
State 98 227 272
Foreign (1) 474 422 521

2,926 2,624 2,644
Deferred

Federal 29 465 147
State 61 (2) (6)
Foreign (32) — —

58 463 141
$ 2,984 $ 3,087 $ 2,785

 (1) Includes foreign withholding taxes
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September 28,
2013

September 29,
2012

Components of Deferred Tax Assets and Liabilities
Deferred tax assets

Accrued liabilities $ (2,019) $ (3,034)
Foreign subsidiaries (795) (579)
Equity-based compensation (86) (160)
Noncontrolling interest net operating losses (632) (584)
Other (396) (361)

Total deferred tax assets (3,928) (4,718)
Deferred tax liabilities

Depreciable, amortizable and other property 5,987 4,924
Licensing revenues 325 336
Leveraged leases 22 33
Other 117 100

Total deferred tax liabilities 6,451 5,393
Net deferred tax liability before valuation allowance 2,523 675
Valuation allowance 1,042 811
Net deferred tax liability $ 3,565 $ 1,486

The valuation allowance primarily relates to a $632 million deferred tax asset for the noncontrolling interest share of net 
operating losses at the International Theme Parks. The ultimate recognition of the noncontrolling interest share of the net 
operating losses, which have an indefinite carryforward period in France and Hong Kong and a five-year carryforward period 
in China, would not have an impact on net income attributable to Disney as any income tax benefit would be offset by a charge 
to noncontrolling interests in the income statement.

As of September 28, 2013, the Company had undistributed earnings of foreign subsidiaries of approximately $1.5 billion 
for which deferred taxes have not been provided. The Company intends to reinvest these earnings for the foreseeable future. If 
these amounts were distributed to the United States, in the form of dividends or otherwise, the Company would be subject to 
additional U.S. income taxes. Assuming the permanently reinvested foreign earnings were repatriated under laws and rates 
applicable at 2013 fiscal year end, the incremental federal tax applicable to the earnings would be approximately $315 million.

A reconciliation of the effective income tax rate to the federal rate is as follows: 

2013 2012 2011
Federal income tax rate 35.0% 35.0% 35.0%
State taxes, net of federal benefit 1.8 2.0 2.1
Domestic production activity deduction (2.5) (2.5) (2.3)
Earnings in jurisdictions taxed at rates different from the statutory

U.S. federal rate (1.9) (0.5) (0.2)
Other, including tax reserves and related interest (1.4) (0.7) —

31.0% 33.3% 34.6%

A reconciliation of the beginning and ending amount of gross unrecognized tax benefits, excluding the related accrual for 
interest, is as follows: 

2013 2012 2011
Balance at the beginning of the year $ 668 $ 718 $ 680

Increases for current year tax positions 222 85 75
Increases for prior year tax positions 365 26 41
Decreases in prior year tax positions (9) (68) (17)
Settlements with taxing authorities (126) (93) (61)

Balance at the end of the year $ 1,120 $ 668 $ 718
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The fiscal year-end 2013, 2012 and 2011 balances include $449 million, $452 million, and $480 million, respectively, 
that if recognized, would reduce our income tax expense and effective tax rate. These amounts are net of the offsetting benefits 
from other tax jurisdictions.

As of the end of fiscal 2013, 2012 and 2011, the Company had $211 million, $209 million and $175 million, respectively, 
in accrued interest and penalties related to unrecognized tax benefits. During fiscal years 2013, 2012 and 2011, the Company 
accrued additional interest of $42 million, $25 million and $17 million, respectively, and recorded reductions in accrued interest 
of $55 million, $12 million and $13 million, respectively, as a result of audit settlements and other prior-year adjustments. The 
Company’s policy is to report interest and penalties as a component of income tax expense.

The Company is no longer subject to U.S. federal examination for years prior to 2010 and is no longer subject to 
examination in any of its major state or foreign tax jurisdictions for years prior to 2004.

In the next twelve months, it is reasonably possible that our unrecognized tax benefits could change due to the resolution 
of certain tax matters, which could include payments on those tax matters. These resolutions and payments could reduce our 
unrecognized tax benefits by $434 million.

In fiscal years 2013, 2012 and 2011, income tax benefits attributable to equity-based compensation transactions exceeded 
the amounts recorded based on grant date fair value. Accordingly, $204 million, $120 million and $109 million were credited to 
shareholders’ equity, respectively in these years.

10  Pension and Other Benefit Programs

The Company maintains pension and postretirement medical benefit plans covering most of its employees not covered by 
union or industry-wide plans. Employees generally hired after January 1, 1987 for certain of our media businesses and other 
employees generally hired after January 1, 1994 are not eligible for postretirement medical benefits. Pension benefits are 
generally based on years of service and/or compensation.

In fiscal 2011, the Company substantially amended its salaried employee pension plans with respect to benefits earned for 
service after December 31, 2011. The Company reduced the vesting requirement from five years of vesting service to three 
years of vesting service, revised the early retirement reduction factors and excluded employees hired after December 31, 2011 
from plan participation. In addition, the percentage of average monthly compensation on which salary-related benefits are 
based was reduced while overtime, commissions and regular bonus amounts were added to the calculation of average monthly 
compensation received after December 31, 2011 to the extent those elements of compensation were not previously included.
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The following chart summarizes the benefit obligations, assets, funded status and balance sheet impacts associated with 
the pension and postretirement medical benefit plans based upon the actuarial valuations prepared as of September 28, 2013 
and September 29, 2012. 

  Pension Plans Postretirement Medical Plans

 
September 28,

2013
September 29,

2012
September 28,

2013
September 29,

2012
Projected benefit obligations

Beginning obligations $ (11,530) $ (9,481) $ (1,748)    $ (1,578)
Service cost (349) (278) (18)    (21)
Interest cost (433) (440) (66)    (74)
Actuarial gain / (loss) 2,044 (1,635) 476    (107)
Plan amendments and other (60) 51 (9)    —     
Benefits paid 262 253 40    32
Ending obligations $ (10,066) $ (11,530) $ (1,325) $ (1,748)

Fair value of plans’ assets   
Beginning fair value $ 8,049 $ 6,551 $ 388    $ 302
Actual return on plan assets 807 972 45    48
Contributions 397 833 108    72
Benefits paid (262) (253) (40)    (32)
Expenses and other (26) (54) 7    (2)
Ending fair value $ 8,965 $ 8,049 $ 508 $ 388

Underfunded status of the plans $ (1,101) $ (3,481) $ (817) $ (1,360)
Amounts recognized in the balance sheet   

Non-current assets $ 234 $ 27 $ —    $ —
Current liabilities (46) (24) (15)    (16)
Non-current liabilities (1,289) (3,484) (802)    (1,344)

$ (1,101) $ (3,481) $ (817) $ (1,360)

The components of net periodic benefit cost are as follows: 

  Pension Plans Postretirement Medical Plans
  2013 2012 2011 2013 2012 2011
Service costs $ 349 $ 278 $ 293 $ 18 $ 21 $ 18
Interest costs 433 440 411 66 74 66
Expected return on plan assets (604) (514) (440) (30) (23) (24)
Amortization of prior year service costs 10 12 14 (2) (2) (1)
Recognized net actuarial loss 418 309 230 40 31 9
Net periodic benefit cost $ 606 $ 525 $ 508 $ 92 $ 101 $ 68
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Key assumptions are as follows:
  Pension Plans Postretirement Medical Plans
  2013 2012 2011 2013 2012 2011
Discount rate 5.00% 3.85% 4.75% 5.00% 3.85% 4.75%
Rate of return on plan assets 7.50% 7.75% 7.75% 7.50% 7.75% 7.75%
Rate of salary increase 4.00% 4.00% 4.00% n/a     n/a     n/a    
Year 1 increase in cost of benefits n/a     n/a     n/a     7.25% 7.50% 8.00%
Rate of increase to which the cost of

benefits is assumed to decline (the
ultimate trend rate) n/a     n/a     n/a     4.25% 4.50% 4.50%

Year that the rate reaches the ultimate
trend rate n/a     n/a     n/a     2027 2026 2025

Net periodic benefit cost is based on assumptions determined at the prior-year end measurement date.

AOCI, before tax, as of September 28, 2013 consists of the following amounts that have not yet been recognized in net 
periodic benefit cost:
 

Pension Plans    
Postretirement
Medical Plans Total

Unrecognized prior service (cost) / credit $ (74) $ 4 $ (70)
Unrecognized net actuarial (loss) / gain (1,984) 71 (1,913)
Total amounts included in AOCI (2,058) 75 (1,983)
Prepaid / (accrued) pension cost 957 (892) 65
Net balance sheet liability $ (1,101) $ (817) $ (1,918)

Amounts included in AOCI, before tax, as of September 28, 2013 that are expected to be recognized as components of 
net periodic benefit cost during fiscal 2014 are:
 

Pension Plans    
Postretirement
Medical Plans     Total

Prior service (cost) / credit $ (14) $ 2 $ (12)
Net actuarial (loss) / gain (153) 7 (146)
Total $ (167) $ 9 $ (158)

Plan Funded Status
The projected benefit obligation, accumulated benefit obligation and aggregate fair value of plan assets for pension plans 

with accumulated benefit obligations in excess of plan assets were $864 million, $797 million and $2 million, respectively, as 
of September 28, 2013 and $10.6 billion, $9.8 billion and $7.1 billion as of September 29, 2012, respectively.

For pension plans with projected benefit obligations in excess of plan assets, the projected benefit obligation and 
aggregate fair value of plan assets were $7.9 billion and $6.6 billion, respectively, as of September 28, 2013 and $10.6 billion 
and $7.1 billion as of September 29, 2012, respectively.

The Company’s total accumulated pension benefit obligations at September 28, 2013 and September 29, 2012 were $9.3 
billion and $10.7 billion, respectively, of which 97% for both years was vested.

The accumulated postretirement medical benefit obligations and fair value of plan assets for postretirement medical plans 
with accumulated postretirement medical benefit obligations in excess of plan assets were $1.3 billion and $0.5 billion, 
respectively, at September 28, 2013 and $1.7 billion and $0.4 billion, respectively, at September 29, 2012.
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Plan Assets
A significant portion of the assets of the Company’s defined benefit plans are managed on a commingled basis in a third-

party master trust. The investment policy and allocation of the assets in the master trust were approved by the Company’s 
Investment and Administrative Committee, which has oversight responsibility for the Company’s retirement plans. The 
investment policy ranges for the major asset classes are as follows: 

Asset Class    Minimum    Maximum
Equity investments      

Domestic small cap    —%    10%
Domestic mid/large cap    15%    30%
International    7%    37%

Total equity investments    31%    60%

Fixed income investments    20%    40%

Alternative investments      

Diversified    —%    10%
Distressed    —%    10%
Private equity/venture capital    —%    12%
Real estate    —%    15%
Commodity    —%    10%

Total alternative investments    15%    30%

Cash & money market funds    —%    10%

The primary investment objective for the assets within the master trust is the prudent and cost effective management of 
assets to satisfy benefit obligations to plan participants. Financial risks are managed through diversification of plan assets, 
selection of investment managers and through the investment guidelines incorporated in investment management agreements. 
Assets are monitored to ensure that investment returns are commensurate with risks taken.

The long-term asset allocation policy for the master trust was established taking into consideration a variety of factors 
that include, but are not limited to, the average age of participants, the number of retirees, the duration of liabilities and the 
expected payout ratio. Liquidity needs of the master trust are generally managed using cash generated by investments or by 
liquidating securities.

Assets are generally managed by external investment managers, and we have investment management agreements with 
respect to securities in the master trust. These agreements include account guidelines that establish permitted securities and risk 
controls commensurate with the account’s investment strategy. Some agreements permit the use of derivative securities 
(futures, options, interest rate swaps, credit default swaps) that enable investment managers to enhance returns and manage 
exposures within their accounts. Investment managers are prohibited from using derivatives to leverage returns.

Fair Value Measurements of Plan Assets
Fair value is defined as the amount that would be received for selling an asset or paid to transfer a liability in an orderly 

transaction between market participants and is classified in the following three categories:
Level 1 – Quoted prices for identical instruments in active markets
Level 2 – Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in 

markets that are not active; and model-derived valuations in which all significant inputs and significant value 
drivers are observable in active markets

Level 3 – Valuations derived from valuation techniques in which one or more significant inputs or significant value 
drivers are unobservable



92

Following is a description of the valuation methodologies used for assets reported at fair value. There have been no 
changes in the methodologies used at September 28, 2013 and September 29, 2012.

Level 1 investments are valued based on observable market prices on the last trading day of the year. Investments in 
common and preferred stocks are valued based on the securities exchange-listed price or a broker’s quote in an active market. 
Investments in U.S. Treasury securities are valued based on a broker’s quote in an active market.

Level 2 investments in certain government and federal agency bonds, mortgage-backed securities (MBS), asset-backed 
securities and corporate bonds are valued using a broker’s quote in a non-active market or an evaluated price based on a 
compilation of reported market information, such as benchmark yield curves, credit spreads and estimated default rates. 
Derivative financial instruments are valued based on models that incorporate observable inputs for the underlying securities, 
such as interest rates. Shares in money market and mutual funds are valued at the net asset value of the shares held by the Plan 
at year-end based on the fair value of the underlying investments.

Level 3 investments consist of investments in limited partnerships, which are valued based on the master trust's pro-rata 
share of the partnerships' underlying net investment holdings as reported in the partnerships' financial statements. The 
investments held by the partnerships are recorded at fair value by the partnerships and the partnerships' financial statements are 
generally audited annually. The fair values of the underlying investments are estimated using significant unobservable inputs 
(e.g., discounted cash flow models or relative valuation methods that incorporate comparable market information such as 
earnings and cash flow multiples from similar publicly traded companies or real estate properties).

The Company’s defined benefit plan assets are summarized by level in the following tables: 

  As of September 28, 2013
Description Level 1 Level 2 Level 3 Total Plan Asset Mix

Equities:
Domestic small cap $ 220 $ — $ — $ 220 2%
Domestic mid/large cap  (1) 1,864 — — 1,864 19%
International 1,384 595 — 1,979 21%

Fixed income
Corporate bonds — 667 — 667 7%
Government and federal agency

bonds, notes and MBS 802 770 — 1,572 17%
MBS & asset-backed securities — 322 — 322 3%

Alternative investments
Diversified 85 262 270 617 7%
Distressed — — 153 153 2%
Private equity/venture capital — — 673 673 7%
Real estate — — 359 359 4%

Derivatives and other, net — 119 — 119 1%
Cash & money market funds 42 886 — 928 10%

Total $ 4,397 $ 3,621 $ 1,455 $ 9,473 100%
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  As of September 29, 2012
Description Level 1 Level 2 Level 3 Total Plan Asset Mix

Equities:
Domestic small cap $ 93 $ — $ — $ 93 1%
Domestic mid/large cap (1) 1,746 — — 1,746 21%
International 1,096 450 — 1,546 18%

Fixed income
Corporate bonds — 736 — 736 9%
Government and federal agency

bonds, notes and MBS 827 910 — 1,737 21%
MBS & asset-backed securities — 212 — 212 3%

Alternative investments
Diversified 83 282 179 544 6%
Distressed — — 194 194 2%
Private equity/venture capital — — 623 623 7%
Real estate — — 328 328 4%

Derivatives and other, net — 11 — 11 —%
Cash & money market funds 95 572 — 667 8%

Total $ 3,940 $ 3,173 $ 1,324 $ 8,437 100%
 

(1) Large cap domestic equities include 2.9 million shares of Company common stock valued at $185 million (2% of total 
plan assets) and 2.8 million shares valued at $147 million (2% of total plan assets) at September 28, 2013 and 
September 29, 2012, respectively.

Changes in Level 3 assets for the years ended September 28, 2013 and September 29, 2012 are as follows: 

  Alternative Investments

  Diversified Distressed

Private
equity/venture 

capital
Real
estate Total

Balance at Oct 1, 2011 $ 171 $ 228 $ 567 $ 263 $ 1,229
Additions 1 19 121 75 216
Distributions (2) (52) (68) (20) (142)
Gain / (loss) 9 (1) 3 10 21

Balance at Sept. 29, 2012 $ 179 $ 194 $ 623 $ 328 $ 1,324
Additions 86 23 115 46 270
Distributions (6) (73) (73) (43) (195)
Gain / (loss) 11 9 8 28 56

Balance at Sept. 28, 2013 $ 270 $ 153 $ 673 $ 359 $ 1,455

Uncalled Capital Commitments
Alternative investments held by the master trust include interests in limited partnerships that have rights to make capital 

calls to the limited partner investors. In such cases, the master trust would be contractually obligated to make a cash capital 
contribution to the limited partnership at the time of a capital call. At September 28, 2013, the total committed capital still 
uncalled and unpaid was $584 million.

Plan Contributions
During fiscal 2013, the Company made contributions to its pension and postretirement medical plans totaling $505 

million, which included discretionary contributions above the minimum requirements for pension plans. The Company 
currently expects pension and postretirement medical plan contributions in fiscal 2014 to total approximately $275 million to 
$325 million. Final minimum funding requirements for fiscal 2014 will be determined based on our January 1, 2014 funding 
actuarial valuation, which we expect to receive during the fourth quarter of fiscal 2014.
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Estimated Future Benefit Payments
The following table presents estimated future benefit payments for the next ten fiscal years: 

Pension
Plans

Postretirement
Medical Plans(1)

2014 $ 419 $ 42
2015 364 45
2016 389 48
2017 416 51
2018 444 55
2019 – 2023 2,691 336

 
(1) Estimated future benefit payments are net of expected Medicare subsidy receipts of $65 million.

Assumptions
Actuarial assumptions, such as the discount rate, long-term rate of return on plan assets and the healthcare cost trend rate, 

have a significant effect on the amounts reported for net periodic benefit cost as well as the related benefit obligations.

Discount Rate — The assumed discount rate for pension and postretirement medical plans reflects the market rates for 
high-quality corporate bonds currently available. The Company’s discount rate was determined by considering the average of 
pension yield curves constructed of a large population of high quality corporate bonds. The resulting discount rate reflects the 
matching of plan liability cash flows to the yield curves.

Long-term rate of return on plan assets — The long-term rate of return on plan assets represents an estimate of long-term 
returns on an investment portfolio consisting of a mixture of equities, fixed income and alternative investments. When 
determining the long-term rate of return on plan assets, the Company considers long-term rates of return on the asset classes 
(both historical and forecasted) in which the Company expects the pension funds to be invested. The following long-term rates 
of return by asset class were considered in setting the long-term rate of return on plan assets assumption: 

Equity Securities 9% - 12%
Debt Securities 4% - 7%
Alternative Investments 6% - 13%

Healthcare cost trend rate — The Company reviews external data and its own historical trends for healthcare costs to 
determine the healthcare cost trend rates for the postretirement medical benefit plans. For the 2013 actuarial valuation, we 
assumed a 7.25% annual rate of increase in the per capita cost of covered healthcare claims with the rate decreasing in even 
increments over fourteen years until reaching 4.25%.

Sensitivity — A one percentage point (ppt) change in the key assumptions would have had the following effects on the 
projected benefit obligations for pension and postretirement medical plans as of September 28, 2013 and on cost for fiscal 
2014: 

  Discount Rate

Expected
Long-Term

Rate of Return
On Assets

Assumed Healthcare
Cost Trend Rate

Increase/(decrease)
Benefit
Expense

Projected
Benefit

Obligations
Benefit
Expense

Net Periodic
Postretirement
Medical Cost

Projected
Benefit

Obligations    
1 ppt decrease $ 204 $ 1,912 $ 90 $ (24) $ (171)
1 ppt increase (192) (1,629) (90) 34 209
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Multiemployer Pension Plans
The Company participates in a number of multiemployer pension plans under union and industry-wide collective 

bargaining agreements that cover our union-represented employees and expenses its contributions to these plans as incurred. 
These plans generally provide for retirement, death and/or termination benefits for eligible employees within the applicable 
collective bargaining units, based on specific eligibility/participation requirements, vesting periods and benefit formulas. The 
risks of participating in these multiemployer plans are different from single-employer plans.  For example:

• Assets contributed to the multiemployer plan by one employer may be used to provide benefits to employees of other 
participating employers.

• If a participating employer stops contributing to the multiemployer plan, the unfunded obligations of the plan may 
become the obligation of the remaining participating employers.

• If the Company chooses to stop participating in these multiemployer plans, the Company may be required to pay those 
plans an amount based on the underfunded status of the plan, referred to as a withdrawal liability.

The Company also participates in several multiemployer health and welfare plans that cover both active and retired 
employees. Health care benefits are provided to participants who meet certain eligibility requirements under the applicable 
collective bargaining unit.

The following table sets forth our fiscal year contributions to multiemployer pension and health and welfare benefit plans 
that were expensed during the fiscal years 2013, 2012 and 2011, respectively: 

2013 2012 2011
Pension plans $ 97 $ 91 $ 86
Health & welfare plans 147 140 119

Total contributions $ 244 $ 231 $ 205

Defined Contribution Plans
The Company has savings and investment plans that allow eligible employees to allocate up to 50% of their salary 

through payroll deductions depending on the plan in which the employee participates. The Company matches 50% of the 
employee’s pre-tax contribution up to plan limits. Effective January 1, 2012, the Company adopted new defined contribution 
retirement plans for employees who begin service after December 31, 2011 and are not eligible to participate in the defined 
benefit pension plans. In general, the Company contributes from 3% to 9% of an employee’s compensation depending on the 
employee’s age and years of service with the Company up to plan limits. In fiscal years 2013, 2012 and 2011, the costs of these 
plans were $68 million, $63 million and $59 million, respectively.

11  Equity

As of the filing date of this report, the Board of Directors had not yet declared a dividend related to fiscal 2013. The 
Company paid a $0.75 per share dividend ($1.3 billion) during the first quarter of fiscal 2013 related to fiscal 2012. The 
Company paid a $0.60 per share dividend ($1.1 billion) during the second quarter of fiscal 2012 related to fiscal 2011. The 
Company paid a $0.40 per share dividend ($0.8 billion) during the second quarter of fiscal 2011 related to fiscal 2010.

During fiscal 2013, the Company repurchased 71 million shares of its common stock for approximately $4.1 billion. 
During fiscal 2012, the Company repurchased 72 million shares of its common stock for approximately $3.0 billion. During 
fiscal 2011, the Company repurchased 135 million shares of its common stock for approximately $5.0 billion. On March 22, 
2011, the Company’s Board of Directors increased the amount of shares that can be repurchased to 400 million shares as of that 
date. As of September 28, 2013, the Company had remaining authorization in place to repurchase 161 million additional shares. 
The repurchase program does not have an expiration date.
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The following table summarizes the changes in each component of AOCI including our proportional share of equity 
method investee amounts, net of 37% estimated tax: 

  Market Value Adjustments
Unrecognized
Pension and 

Postretirement 
Medical 
Expense

Foreign
Currency

Translation
and Other AOCI  Investments

Cash Flow
Hedges (1)

Balance at Oct 2, 2010 $ 7 $ (102) $ (1,866) $ 80 $ (1,881)
Unrealized gains (losses)

arising during the period 2 (72) (915) (37) (1,022)
Reclassifications of realized

net (gains) losses to net
income (3) 120 156 — 273

Balance at Oct 1, 2011 6 (54) (2,625) 43 (2,630)
Unrealized gains (losses)

arising during the period 4 38 (829) (60) (847)
Reclassifications of realized

net (gains) losses to net
income (7) (36) 220 34 211

Balance at Sept. 29, 2012 3 (52) (3,234) 17 (3,266)
Unrealized gains (losses)

arising during the period 162 208 1,668 (162) 1,876
Reclassifications of realized

net (gains) losses to net
income (25) (73) 295 6 203

Balance at Sept. 28, 2013 $ 140 $ 83 $ (1,271) $ (139) $ (1,187)
 
(1) Reclassifications of gains / (losses) on cash flow hedges are primarily recorded in revenue.

At September 28, 2013, the Company held available-for-sale investments in unrecognized gain positions totaling $228 
million and no investments in significant unrecognized loss positions.  At September 29, 2012, there were no available-for-sale 
investments in significant unrecognized gain or loss positions. 

12 Equity-Based Compensation

Under various plans, the Company may grant stock options and other equity-based awards to executive, management, 
and creative personnel. The Company’s approach to long-term incentive compensation contemplates awards of stock options 
and restricted stock units (RSUs). Certain RSUs awarded to senior executives vest based upon the achievement of market and/
or performance conditions (Performance RSUs).

Stock options are generally granted at exercise prices equal to or exceeding the market price at the date of grant and 
become exercisable ratably over a four-year period from the grant date. The following table summarizes contractual terms for 
our stock option grants: 

Grant dates    Contractual Term
Prior to January 2005    10 years
January 2005 through December 2010    7 years
After December 2010    10 years

At the discretion of the Compensation Committee of the Company’s Board of Directors, options can occasionally extend 
up to 15 years after date of grant.
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The following table summarizes vesting terms for our RSUs: 

Grant dates    Vesting Terms
RSUs:   

Prior to January 2009
  

50% on each of the second and fourth
anniversaries of the grant date

Effective January 2009    Ratably over four years

Performance RSUs:   

Prior to January 2010

  

50% on each of the second and fourth
anniversaries of the grant date subject to
achieving market and/or performance conditions

Effective January 2010
  

Fully after three years, subject to achieving
market and/or performance conditions

Starting March 2009 for our primary plan, each share granted subject to a stock option award reduces the number of 
shares available by one share while each share granted subject to a RSU award reduces the number of shares available by two 
shares. In March 2011, shareholders of the Company approved the 2011 Stock Incentive Plan, which increased the number of 
shares authorized to be awarded as grants by 64 million shares. In March 2012, shareholders of the Company approved an 
amendment to the 2011 Stock Incentive Plan, which increased the number of shares authorized to be awarded as grants by an 
incremental 15 million shares. As of September 28, 2013, the maximum number of shares available for issuance (assuming all 
the awards are in the form of stock options) was approximately 113 million shares and the number available for issuance 
assuming all awards are in the form of RSUs was approximately 57 million shares. The Company satisfies stock option 
exercises and vesting of RSUs with newly issued shares. Stock options and RSUs are generally forfeited by employees who 
terminate prior to vesting.

Each year, generally during the second quarter, the Company awards stock options and restricted stock units to a broad-
based group of management and creative personnel. The fair value of options is estimated based on the binomial valuation 
model. The binomial valuation model takes into account variables such as volatility, dividend yield and the risk-free interest 
rate. The binomial valuation model also considers the expected exercise multiple (the multiple of exercise price to grant price at 
which exercises are expected to occur on average) and the termination rate (the probability of a vested option being cancelled 
due to the termination of the option holder) in computing the value of the option.

In fiscal years 2013, 2012 and 2011, the weighted average assumptions used in the option-valuation model were as 
follows:
 

2013 2012 2011
Risk-free interest rate 1.8% 2.0% 3.2%
Expected volatility 26% 31% 28%
Dividend yield 1.60% 1.56% 1.15%
Termination rate 2.7% 2.7% 2.5%
Exercise multiple 1.41 1.41 1.40

Although the initial fair value of stock options is not adjusted after the grant date, changes in the Company’s assumptions 
may change the value of, and therefore the expense related to, future stock option grants. The assumptions that cause the 
greatest variation in fair value in the binomial valuation model are the expected volatility and expected exercise multiple. 
Increases or decreases in either the expected volatility or expected exercise multiple will cause the binomial option value to 
increase or decrease, respectively.

The volatility assumption considers both historical and implied volatility and may be impacted by the Company’s 
performance as well as changes in economic and market conditions.

Compensation expense for RSUs and stock options is recognized ratably over the service period of the award. 
Compensation expense for RSUs is based on the market price of the shares underlying the awards on the grant date. 
Compensation expense for Performance RSUs reflects the estimated probability that the market and/or performance conditions 
will be met. Effective January 2010, equity-based award grants generally provide continued vesting, in the event of 
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termination, for employees that reach age 60 or greater, have at least ten years of service and have held the award for at least 
one year.

The impact of stock options/rights and RSUs on income and cash flows for fiscal years 2013, 2012 and 2011, was as 
follows: 

2013 2012 2011
Stock option/rights compensation expense (1) $ 101 $ 115 $ 133
RSU compensation expense 311 310 300
Total equity-based compensation expense (2) 412 425 433
Tax impact (139) (145) (151)
Reduction in net income $ 273 $ 280 $ 282

Equity-based compensation expense capitalized during the period $ 58 $ 56 $ 66

Tax benefit reported in cash flow from financing activities $ 204 $ 122 $ 124
 

(1) Includes stock appreciation rights.
(2) Equity-based compensation expense is net of capitalized equity-based compensation and excludes amortization of 

previously capitalized equity-based compensation costs. Amortization of previously capitalized equity-based 
compensation totaled $65 million, $59 million and $57 million in fiscal years 2013, 2012 and 2011, respectively.

The following table summarizes information about stock option transactions (shares in millions): 

  2013

  Shares  

Weighted  
Average

Exercise Price
Outstanding at beginning of year 54 $ 32.02
Awards forfeited (1) 39.62
Awards granted 8 51.37
Awards exercised (20) 29.57
Awards expired/cancelled — —
Outstanding at end of year 41 37.06

Exercisable at end of year 18 30.03

The following tables summarize information about stock options vested and expected to vest at September 28, 2013 
(shares in millions): 

  Vested

Range of Exercise Prices
Number of

Options

Weighted
Average

Exercise Price

Weighted 
Average

Remaining 
Years of 

Contractual 
Life

$ 0   — $ 20 1 $ 18.90 1.8
$ 21 — $ 25 3 21.70 1.9
$ 26 — $ 30 6 28.84 1.7
$ 31 — $ 35 5 32.38 3.6
$ 36 — $ 45 3 39.60 7.7

18
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  Expected to Vest

Range of
Exercise
Prices

Number of
Options (1)

Weighted
Average

Exercise Price

Weighted 
Average

Remaining 
Years of 

Contractual 
Life

$ 0   — $ 30 1 $ 27.84 2.5
$ 31 — $ 35 2 31.19 6.3
$ 36 — $ 45 10 39.11 7.9
$ 46 — $ 65 7 51.17 9.3

20
 

(1) Number of options expected to vest is total unvested options less estimated forfeitures.

The following table summarizes information about RSU transactions (shares in millions): 

  2013

  Units      

Weighted
Average

Grant-Date    
Fair Value

Unvested at beginning of year 27 $ 35.49
Granted (1) 7 50.92
Vested (12) 31.73
Forfeited (1) 36.65
Unvested at end of year (2) 21 42.28

(1) RSU grants include 0.4 million shares of Performance RSUs.
(2) 1.3 million of the unvested RSUs are Performance RSUs.

The weighted average grant-date fair values of options granted during 2013, 2012 and 2011 were $12.38, $10.65 and 
$10.96, respectively. The total intrinsic value (market value on date of exercise less exercise price) of options exercised and 
RSUs vested during 2013, 2012 and 2011 totaled $1,162 million, $1,033 million and $969 million, respectively. The aggregate 
intrinsic values of stock options vested and expected to vest at September 28, 2013 were $635 million and $459 million, 
respectively.

As of September 28, 2013, there was $147 million of unrecognized compensation cost related to unvested stock options 
and $520 million related to unvested RSUs. That cost is expected to be recognized over a weighted-average period of 1.6 years 
for stock options and 1.6 years for RSUs.

Cash received from option exercises for 2013, 2012 and 2011 was $587 million, $1,008 million and $1,128 million, 
respectively. Tax benefits realized from tax deductions associated with option exercises and RSU activity for 2013, 2012 and 
2011 totaled $398 million, $360 million and $342 million, respectively.
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13  Detail of Certain Balance Sheet Accounts
 

September 28,
2013

September 29,
2012

Current receivables
Accounts receivable $ 6,694 $ 6,313
Other 428 388
Allowance for doubtful accounts (155) (161)

$ 6,967 $ 6,540

Other current assets
Prepaid expenses $ 443 $ 469
Other 162 335

$ 605 $ 804

Parks, resorts and other property
Attractions, buildings and improvements $ 21,195 $ 19,678
Leasehold improvements 697 696
Furniture, fixtures and equipment 15,135 14,317
Land improvements 4,165 3,891

41,192 38,582
Accumulated depreciation (22,459) (20,687)
Projects in progress 2,476 2,453
Land 1,171 1,164

$ 22,380 $ 21,512

Intangible assets
Character/franchise intangibles and copyrights $ 5,771 $ 3,197
Other amortizable intangible assets 624 603
Accumulated amortization (980) (745)

Net amortizable intangible assets 5,415 3,055
FCC licenses 717 722
Trademarks 1,218 1,218
Other indefinite lived intangible assets 20 20

$ 7,370 $ 5,015

Other non-current assets
Receivables $ 1,547 $ 1,645
Prepaid expenses 190 194
Other 689 449

$ 2,426 $ 2,288

Accounts payable and other accrued liabilities
Accounts payable $ 4,899 $ 4,619
Payroll and employee benefits 1,628 1,521
Other 276 253

$ 6,803 $ 6,393
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September 28,
2013

September 29,
2012

Other long-term liabilities
Deferred revenues $ 298 $ 275
Capital lease obligations 274 284
Program licenses and rights 78 59
Participation and residual liabilities 385 348
Pension and postretirement medical plan liabilities 2,091 4,828
Other (1) 1,435 1,385

$ 4,561 $ 7,179
(1) Includes unrecognized tax benefits.

14  Commitments and Contingencies

Commitments
The Company has various contractual commitments for broadcast rights for sports, feature films and other programming, 

totaling approximately $50.7 billion, including approximately $0.8 billion for available programming as of September 28, 
2013, and approximately $48.2 billion related to sports programming rights, primarily college football (including college bowl 
games) and basketball conferences, NFL, MLB, NBA and NASCAR.

The Company has entered into operating leases for various real estate and equipment needs, including retail outlets and 
distribution centers for consumer products, broadcast equipment and office space for general and administrative purposes. 
Rental expense for operating leases during fiscal years 2013, 2012 and 2011, including common-area maintenance and 
contingent rentals, was $875 million, $863 million and $820 million, respectively.

The Company also has contractual commitments for creative talent and employment agreements and unrecognized tax 
benefits. Creative talent and employment agreements include obligations to actors, producers, sports, television and radio 
personalities and executives.

Contractual commitments for broadcast programming rights, future minimum lease payments under non-cancelable 
operating leases and creative talent and other commitments totaled $59.2 billion at September 28, 2013, payable as follows: 

Broadcast
Programming

Operating
Leases Other Total

2014 $ 5,995 $ 507 $ 2,638 $ 9,140
2015 4,984 422 634 6,040
2016 4,953 342 349 5,644
2017 4,469 272 197 4,938
2018 4,377 217 145 4,739
Thereafter 25,906 1,784 1,013 28,703

$ 50,684 $ 3,544 $ 4,976 $ 59,204
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The Company has assets under non-cancelable capital leases, primarily for land and broadcast equipment, which had 
gross carrying values of $572 million and $559 million at September 28, 2013 and September 29, 2012, respectively. 
Accumulated amortization related to these capital leases totaled $208 million and $167 million at September 28, 2013 and 
September 29, 2012, respectively. Future payments under these leases as of September 28, 2013 are as follows:
 

2014 $ 60
2015 70
2016 38
2017 35
2018 18
Thereafter 522
Total minimum obligations 743

Less amount representing interest (451)
Present value of net minimum obligations 292

Less current portion (18)
Long-term portion $ 274

Contractual Guarantees

The Company has guaranteed bond issuances by the Anaheim Public Authority that were used by the City of Anaheim to 
finance construction of infrastructure and a public parking facility adjacent to the Disneyland Resort. Revenues from sales, 
occupancy and property taxes from the Disneyland Resort and non-Disney hotels are used by the City of Anaheim to repay the 
bonds. In the event of a debt service shortfall, the Company will be responsible to fund the shortfall. As of September 28, 2013, 
the remaining debt service obligation guaranteed by the Company was $343 million, of which $75 million was principal. To the 
extent that tax revenues exceed the debt service payments in subsequent periods, the Company would be reimbursed for any 
previously funded shortfalls. To date, tax revenues have exceeded the debt service payments for Anaheim bonds.

Legal Matters

Beef Products, Inc. v. American Broadcasting Companies, Inc.  On September 13, 2012, plaintiffs filed an action in South 
Dakota state court against certain subsidiaries and employees of the Company and others, asserting claims for defamation 
arising from alleged false statements and implications, statutory and common law product disparagement, and tortious 
interference with existing and prospective business relationships.  The claims arise out of ABC News reports published in 
March and April 2012 that discussed the subject of labeling requirements for production processes related to a product one 
plaintiff produces that is added to ground beef before sale to consumers.  Plaintiffs seek actual and consequential damages in 
excess of $400 million, statutory damages (including treble damages) pursuant to South Dakota's Agricultural Food Products 
Disparagement Act, and punitive damages.  On October 24, 2012, the Company removed the action to the United States 
District Court for the District of South Dakota, and on October 31, 2012, the Company moved to dismiss all claims. On 
November 28, 2012, plaintiffs filed motion to remand the case to state court.  On June 12, 2013, the district court granted 
plaintiffs' motion to remand to state court and denied the Company's motions to dismiss all claims, without prejudice to its right 
to move again in state court.  On July 9, 2013, the Company moved in state court to dismiss all claims, and the hearing on those 
motions is set for December 17, 2013.

The Company, together with, in some instances, certain of its directors and officers, is a defendant or codefendant in 
various other legal actions involving copyright, breach of contract and various other claims incident to the conduct of its 
businesses. 

Management does not believe that the Company has incurred a probable, material loss by reason of any of the above 
actions.

Celador International Ltd. v. American Broadcasting Companies, Inc. 

In connection with the Company's litigation with Celador International Ltd., the Company recorded a $321 million 
charge in Other income/(expense), net, in fiscal 2013.  This amount was paid in fiscal 2013.
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Long-Term Receivables and the Allowance for Credit Losses

The Company has accounts receivable with original maturities greater than one year related to the sale of television 
program rights within the Media Networks segment and vacation ownership units within the Parks and Resorts segment. 
Allowances for credit losses are established against these receivables as necessary.

The Company estimates the allowance for credit losses related to receivables from the sale of television programs based 
upon a number of factors, including historical experience and the financial condition of individual companies with which we do 
business. The balance of television program sales receivables recorded in other non-current assets, net of an immaterial 
allowance for credit losses, was $0.9 billion as of September 28, 2013. The activity in fiscal 2013 related to the allowance for 
credit losses was not material.

The Company estimates the allowance for credit losses related to receivables from sales of its vacation ownership units 
based primarily on historical collection experience. Estimates of uncollectible amounts also consider the economic environment 
and the age of receivables. The balance of mortgage receivables recorded in other non-current assets, net of a related allowance 
for credit losses of approximately 4%, was $0.7 billion as of September 28, 2013. The activity in fiscal 2013 related to the 
allowance for credit losses was not material.

15  Fair Value Measurement

The Company’s assets and liabilities measured at fair value are summarized in the following tables by fair value 
measurement Level. See Note 10 for the definitions of fair value and each Level within the fair value hierarchy. 

  Fair Value Measurement at September 28, 2013
Description Level 1          Level 2          Level 3          Total        

Assets
Investments $ 305 $ — $ — $ 305
Derivatives (1)

Interest rate — 170 — 170
Foreign exchange — 267 — 267

Liabilities
Derivatives (1)

Interest rate — (94) — (94)
Foreign exchange — (201) — (201)

Total recorded at fair value $ 305 $ 142 $ — $ 447

Fair value of borrowings $ — $ 13,630 $ 914 $ 14,544

  Fair Value Measurement at September 29, 2012
Description Level 1         Level 2         Level 3         Total        

Assets
Investments $ 86 $ — $ — $ 86
Derivatives (1)

Interest rate — 239 — 239
Foreign exchange — 390 — 390

Liabilities
Derivatives (1)

Foreign exchange — (235) — (235)
Total recorded at fair value $ 86 $ 394 $ — $ 480

Fair value of borrowings $ — $ 13,493 $ 1,653 $ 15,146
(1) The Company has a master netting arrangement by counterparty for its derivative contracts. Contracts in a liability 

position totaling $171 million and $153 million have been netted against contracts in an asset position in the 
Consolidated Balance Sheets at September 28, 2013 and September 29, 2012, respectively.
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The fair values of Level 2 derivatives are primarily determined by internal discounted cash flow models that use 
observable inputs such as interest rates, yield curves and foreign currency exchange rates. Counterparty credit risk, which is 
mitigated by master netting agreements and collateral posting arrangements with certain counterparties, did not have a material 
impact on derivative fair value estimates.

Level 2 borrowings, which include commercial paper and U.S. medium-term notes, are valued based on quoted prices for 
similar instruments in active markets.

Level 3 borrowings, which include HKDL borrowings and other foreign currency denominated borrowings, are generally 
valued based on historical market transactions, prevailing market interest rates and the Company's current borrowing cost and 
credit risk.

The Company’s financial instruments also include cash, cash equivalents, receivables and account payable. The carrying 
values of these financial instruments approximate the fair values.

The Company also has assets that are required to be recorded at fair value on a non-recurring basis when the estimated 
future cash flows provide indicators that the asset may be impaired. During fiscal years 2013 and 2012, the Company recorded 
film production cost impairment charges of $100 million and $121 million, respectively. At September 28, 2013, the aggregate 
carrying value of the films for which we prepared the fair value analyses in fiscal 2013 was $142 million.  At September 29, 
2012, the aggregate carrying value of the films for which we prepared the fair value analyses in fiscal 2012 was $172 million.  
These impairment charges are reported in “Costs and expenses” in the Consolidated Statements of Income. The film 
impairment charges reflected the excess of the unamortized cost of the impaired films over their estimated fair value using 
discounted cash flows, which is a level 3 valuation technique. 

Transfers of Financial Assets
Through December 4, 2008, the Company sold mortgage receivables arising from sales of its vacation ownership units 

under a facility that expired on December 4, 2008 and was not renewed. In fiscal 2012, the Company repurchased these 
receivables for the outstanding principal balance of $191 million, which approximated fair value.

Credit Concentrations
The Company monitors its positions with, and the credit quality of, the financial institutions that are counterparties to its 

financial instruments on an ongoing basis and does not currently anticipate nonperformance by the counterparties.

The Company does not expect that it would realize a material loss, based on the fair value of its derivative financial 
instruments as of September 28, 2013, in the event of nonperformance by any single derivative counterparty. The Company 
enters into transactions only with derivative counterparties that have a credit rating of A- or better. The Company’s current 
policy regarding agreements with derivative counterparties is generally to require collateral in the event credit ratings fall 
below A- or in the event aggregate exposures exceed limits as defined by contract. In addition, the Company limits the amount 
of investment credit exposure with any one institution.

The Company does not have material cash and cash equivalent balances with financial institutions that have a credit 
rating of less than investment grade. As of September 28, 2013, the Company’s balances with individual financial institutions 
that exceeded 10% of the Company's total cash and cash equivalents were 26% of total cash and cash equivalents compared to 
44% as of September 29, 2012.

The Company’s trade receivables and financial investments do not represent a significant concentration of credit risk at 
September 28, 2013 due to the wide variety of customers and markets into which the Company’s products are sold, their 
dispersion across geographic areas and the diversification of the Company’s portfolio among issuers.

16  Derivative Instruments

The Company manages its exposure to various risks relating to its ongoing business operations according to a risk 
management policy. The primary risks managed with derivative instruments are interest rate risk and foreign exchange risk.
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The Company's derivative positions measured at fair value are summarized in the following tables: 

  As of September 28, 2013

 
Current    
Assets Other Assets  

Other
Accrued

Liabilities    

Other Long-
Term

Liabilities    
Derivatives designated as hedges

Foreign exchange $ 146 $ 106 $ (68) $ (24)
Interest rate — 170 (94) —

Derivatives not designated as hedges
Foreign exchange 15 — (82) (27)

Gross fair value of derivatives 161 276 (244) (51)
Counterparty netting (137) (34) 143 28

Total Derivatives (1) $ 24 $ 242 $ (101) $ (23)

  As of September 29, 2012

 
Current    
Assets Other Assets  

Other
Accrued

Liabilities    

Other Long-
Term

Liabilities    
Derivatives designated as hedges

Foreign exchange $ 84 $ 30 $ (94) $ (50)
Interest rate 1 238 — —

Derivatives not designated as hedges
Foreign exchange 258 18 (91) —

Gross fair value of derivatives 343 286 (185) (50)
Counterparty netting (117) (36) 117 36

Total Derivatives (1) $ 226 $ 250 $ (68) $ (14)
 

(1) Refer to Note 15 for further information on derivative fair values and counterparty netting.

Interest Rate Risk Management
The Company is exposed to the impact of interest rate changes primarily through its borrowing activities. The Company’s 

objective is to mitigate the impact of interest rate changes on earnings and cash flows and on the market value of its 
borrowings. In accordance with its policy, the Company targets its fixed-rate debt as a percentage of its net debt between a 
minimum and maximum percentage. The Company typically uses pay-floating and pay-fixed interest rate swaps to facilitate its 
interest rate management activities.

The Company designates pay-floating interest rate swaps as fair value hedges of fixed-rate borrowings effectively 
converting fixed-rate borrowings to variable rate borrowings indexed to LIBOR. As of September 28, 2013 and September 29, 
2012, the total notional amount of the Company’s pay-floating interest rate swaps was $5.6 billion and $3.1 billion, 
respectively. The following table summarizes adjustments related to fair value hedges included in net interest expense in the 
Consolidated Statements of Income. 

2013 2012 2011
Gain (loss) on interest rate swaps $ (180) $ 23 $ 17
Gain (loss) on hedged borrowings 180 (23) (17)

In addition, the Company realized net benefits of $80 million, $58 million and $66 million for fiscal years 2013, 2012 
and 2011, respectively, in net interest expense related to the pay-floating interest rate swaps. 

The Company may designate pay-fixed interest rate swaps as cash flow hedges of interest payments on floating-rate 
borrowings. Pay-fixed swaps effectively convert floating rate borrowings to fixed-rate borrowings. The unrealized gains or 
losses from these cash flow hedges are deferred in AOCI and recognized in interest expense as the interest payments occur. The 
Company did not have pay-fixed interest rate swaps that were designated as cash flow hedges of interest payments at 
September 28, 2013 or at September 29, 2012.
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Foreign Exchange Risk Management
The Company transacts business globally and is subject to risks associated with changing foreign currency exchange 

rates. The Company’s objective is to reduce earnings and cash flow fluctuations associated with foreign currency exchange rate 
changes, enabling management to focus on core business issues and challenges.

The Company enters into option and forward contracts that change in value as foreign currency exchange rates change to 
protect the value of its existing foreign currency assets, liabilities, firm commitments and forecasted but not firmly committed 
foreign currency transactions. In accordance with policy, the Company hedges its forecasted foreign currency transactions for 
periods generally not to exceed four years within an established minimum and maximum range of annual exposure. The gains 
and losses on these contracts offset changes in the U.S. dollar equivalent value of the related forecasted transaction, asset, 
liability or firm commitment. The principal currencies hedged are the euro, Japanese yen, Canadian dollar and British pound. 
Cross-currency swaps are used to effectively convert foreign currency-denominated borrowings into U.S. dollar denominated 
borrowings.

The Company designates foreign exchange forward and option contracts as cash flow hedges of firmly committed and 
forecasted foreign currency transactions. As of September 28, 2013 and September 29, 2012, the notional amounts of the 
Company’s net foreign exchange cash flow hedges were $4.3 billion and $4.6 billion, respectively. Mark-to-market gains and 
losses on these contracts are deferred in AOCI and are recognized in earnings when the hedged transactions occur, offsetting 
changes in the value of the foreign currency transactions. Gains and losses recognized related to ineffectiveness for fiscal years 
2013, 2012 and 2011 were not material. Net deferred gains recorded in AOCI for contracts that will be reclassified to earnings 
in the next twelve months totaled $64 million.

Foreign exchange risk management contracts with respect to foreign currency assets and liabilities are not designated as 
hedges and do not qualify for hedge accounting. The notional amounts of these foreign exchange contracts at September 28, 
2013 and September 29, 2012 were $4.3 billion and $4.1 billion, respectively. The following table summarizes the net foreign 
exchange gains or losses recognized on foreign currency denominated assets and liabilities and the offsetting net foreign 
exchange gains or losses on the related foreign exchange contracts for fiscal years 2013, 2012 and 2011 by corresponding line 
item in which they are recorded in the Consolidated Statements of Income: 

Costs and Expenses Interest Expense
2013 2012 2011 2013 2012 2011

Net gains (losses) on foreign
currency denominated assets
and liabilities $ (33) $ (63) $ 15 $ 199 $ (9) $ (40)

Net gains (losses) on foreign
exchange risk management
contracts not designated as
hedges (8) 9 (16) (194) — 40

Net gains (losses) $ (41) $ (54) $ (1) $ 5 $ (9) $ —
 
Commodity Price Risk Management

The Company is subject to the volatility of commodities prices and the Company designates certain commodity forward 
contracts as cash flow hedges of forecasted commodity purchases. Mark-to-market gains and losses on these contracts are 
deferred in AOCI and are recognized in earnings when the hedged transactions occur, offsetting changes in the value of 
commodity purchases. The fair value of commodity hedging contracts at September 28, 2013 and September 29, 2012 were not 
material.  The related gains and losses recognized in earnings were not material for fiscal years 2013, 2012 and 2011.

Risk Management – Other Derivatives Not Designated as Hedges
The Company enters into certain other risk management contracts that are not designated as hedges and do not qualify for 

hedge accounting. These contracts, which include certain commodity swap contracts, are intended to offset economic exposures 
of the Company and are carried at market value with any changes in value recorded in earnings. The fair value of these 
contracts at September 28, 2013 and September 29, 2012 were not material.  The related gains and losses recognized in 
earnings were not material for fiscal years 2013, 2012 and 2011.

At October 1, 2011, the notional amount of pay fixed interest rate swaps not designated as hedges was $184 million. On 
June 5, 2012, the Company terminated these pay fixed interest rate swaps in connection with the repurchase of securitized 
vacation ownership mortgage receivables. 
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Contingent Features
The Company’s derivative financial instruments may require the Company to post collateral in the event that a net 

liability position with a counterparty exceeds limits defined by contract and that vary with the Company’s credit rating. If the 
Company’s credit ratings were to fall below investment grade, such counterparties would also have the right to terminate our 
derivative contracts, which could lead to a net payment to or from the Company for the aggregate net value by counterparty of 
our derivative contracts. The aggregate fair values of derivative instruments with credit-risk-related contingent features in a net 
liability position by counterparty were $124 million and $82 million at September 28, 2013 and September 29, 2012, 
respectively.  The Company had posted collateral of $54 million at September 28, 2013.  There was no collateral posted at 
September 29, 2012.

17  Restructuring and Impairment Charges

The Company recorded $214 million, $100 million and $55 million of restructuring and impairment charges in fiscal 
years 2013, 2012 and 2011, respectively. Charges in fiscal 2013 were due to severance, contract and lease termination costs and 
intangible and other asset impairments.  The charges include amounts incurred in connection with the acquisition of Lucasfilm.  
Charges in fiscal 2012 were primarily due to severance, lease termination costs and the write-off of an intellectual property 
asset.  Charges in fiscal 2011 were due to severance costs and asset impairments.  Charges in each fiscal year were largely due 
to organizational and cost structure initiatives across various of our businesses.
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QUARTERLY FINANCIAL SUMMARY
(In millions, except per share data)

 

(unaudited) Q1(1) Q2 (2) Q3 (3) Q4 (4)

2013
Revenues $ 11,341 $ 10,554 $ 11,578 $ 11,568
Net income 1,438 1,621 2,034 1,543
Net income attributable to Disney 1,382 1,513 1,847 1,394
Earnings per share:

Diluted $ 0.77 $ 0.83 $ 1.01 $ 0.77
Basic 0.78 0.84 1.02 0.78

2012
Revenues $ 10,779 $ 9,629 $ 11,088 $ 10,782
Net income 1,521 1,226 2,036 1,390
Net income attributable to Disney 1,464 1,143 1,831 1,244
Earnings per share:

Diluted $ 0.80 $ 0.63 $ 1.01 $ 0.68
Basic 0.81 0.64 1.02 0.69

 
(1) Results for the first quarter of fiscal 2013 include charges related to the Celador litigation ($0.11 per diluted share) and our 

share of expense associated with the Hulu Equity Redemption ($0.02 per diluted share), partially offset by a gain on the 
sale of our 50% interest in ESS ($0.07 per diluted share) and a tax benefit related to an increase in the amount of prior-year 
foreign earnings considered to be indefinitely reinvested outside of the United States ($0.04 per diluted share).  These 
items had a net adverse impact of $0.02 on diluted earnings per share.  The first quarter of fiscal 2012 includes 
restructuring charges, which had no net impact on earnings per share.

(2) Results for the second quarter of fiscal 2013 include favorable tax adjustments related to pre-tax earnings in prior years 
($0.06 per diluted share), partially offset by restructuring and impairment charges ($0.02 per diluted share). These items 
collectively had a net positive impact of $0.04 on diluted earnings per share.  The second quarter of fiscal 2012 includes a 
non-cash gain on the Company’s equity investment in UTV, which arose in connection with the acquisition of a controlling 
interest in UTV ($0.06 per diluted share) and restructuring and impairment charges ($0.01 per diluted share).  These items 
had a net positive impact of $0.05 on diluted earnings per share.

(3) Results for the third quarter of fiscal 2013 include restructuring and impairment charges, which had an adverse impact of 
$0.02 on diluted earnings per share.  The third quarter of fiscal 2012 includes restructuring charges, which had no net 
impact on earnings per share.

(4) Results for the fourth quarter of fiscal 2013 include restructuring and impairment charges ($0.03 per diluted share), offset 
by a tax benefit related to an increase in the amount of prior-year foreign earnings considered to be indefinitely reinvested 
outside of the United States ($0.02 per diluted share) and gains on the sale of various businesses ($0.01 per diluted share), 
which collectively had no net impact on earnings per share.  The fourth quarter of fiscal 2012 includes the Lehman 
recovery ($0.03 per diluted share) offset by restructuring and impairment charges ($0.02 per diluted share) and the DLP 
debt charge (rounds to $0.00 per diluted share), which collectively had no net impact on earnings per share.



Comparison of five-year cumulative total return

We are instituting the use of a new peer group index to reflect the division of News Corporation and Twenty-First Century Fox, Inc. 
into two companies. The new peer group index consists of Disney and the five other large capitalization media companies. It excludes 
News Corporation, as Twenty-First Century Fox, Inc. is comprised of the portions of the previously combined companies that are most 
like our business. As required by applicable securities regulations, we are including below both the new peer group index (“Media 
Peers”), which excludes the operations of News Corporation, and the peer group index used last year (“Prior Peer Group”), which 
includes the operations of News Corporation for all years as well as the operations of Twenty-First Century Fox, Inc. since it became 
public on June 28, 2013. The following graph compares the performance of the Company’s common stock with the performance of the 
S&P 500, the Media Peers index and the Prior Peer Group index assuming $100 was invested on September 26, 2008 (the last trading 
day of the 2008 fiscal year) in the Company’s common stock, the S&P 500 and the two peer group indexes.
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The Media Peers index is a custom index consisting of, in addition to The Walt Disney Company, media enterprises Time Warner Inc., 
CBS Corporation (Class B), Viacom Inc. (Class B), Twenty-First Century Fox, Inc. (Class A), and Comcast Corporation (Class A).

The Prior Peer Group index is a custom index consisting of, in addition to The Walt Disney Company, media enterprises Time 
Warner Inc., CBS Corporation (Class B), Viacom Inc. (Class B), News Corporation (Class A), Twenty-First Century Fox, Inc. (Class 
A), and Comcast Corporation (Class A). To reflect the division of News Corporation and Twenty-First Century Fox, Inc. into two 
companies, News Corporation is included for the entire time period (September 26, 2008 through September 27, 2013), and Twenty-
First Century Fox, Inc. is included for the time period that it has been an independently traded company (June 28, 2013 through 
September 27, 2013). Prior to June 28, 2013, News Corporation included the operations that now comprise Twenty-First Century 
Fox.
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April 1, 2011
THIRD GRADE COMBINATION CLASS IN LOUISIANA SELECTED
AS WINNERS OF DISNEY'S PLANET CHALLENGE ELEMENTARY
ENVIRONMENTAL COMPETITION

Class Project "Wetland Warriors- Fighting to Save Our Coastline" Earns National Grand
Prize for Grades 3-5

BURBANK, Calif., and ZACHARY, LA - April 1, 2011 - The Walt Disney Company today
announced Ms. Breigh Rainey's and Ms. Kristy Gilpin's second and third grade
combination Zachary Elementary School class as the national elementary grand prize
winner of Disney's Planet Challenge, an environmental and science competition for 3rd -
8th grade classrooms. The elementary school competition includes grades 3-5 (plus
combination classrooms). The winner of the national middle school competition,
launched in fall 2010, will be announced later this month.

"Disney's Planet Challenge is the in-school program for Disney's Friends for Change, a
multi-platform initiative which focuses on inspiring kids and families around the world to
take simple steps to help the planet and their communities.

"This year's newly-expanded competition drew thousands of students from across the
United States and featured a tremendous variety of projects, including cafeteria
composting in Kentucky, the clean-up of local lakes in Florida and an improved watershed
in Oregon. Students and teachers spent long hours of classroom and field work to create
environmental portfolios, document their research, implement solutions and engage their
local communities.

Winners were chosen by a judging committee comprised of scientists, environmental
experts and educators including representatives from the National Science Teachers
Association (NSTA) and WestEd K-12 Alliance. State and regional winners will be
announced this week on the program website www.disney.com/planetchallenge
(http://disney.go.com/planetchallenge) .

Ms. Rainey's and Ms. Gilpin's class entitled their project "Zachary Elementary Wetland
Warriors - Fighting to Save Our Coast". Spurred by concern over Louisiana's eroding
coastline and the threat to the wetlands ecosystem, the budding environmentalists built a
school nursery, grew hundreds of grass plants and replanted them along the coastal
beach area of Grand Isle. They are currently raising nearly 2,000 plants for next year's 3rd
grade classroom wetlands project. In addition, the winning students wrote and published
books about the Louisiana Wetlands in an effort to educate the community. Money raised
from the sale of those books will be used for wetland preservation. The Zachary students
also secured a deal with local radio stations to broadcast their Coastal Roots podcast to
help spread the word about their conservation efforts.

The winning class will be guests of honor in a recognition ceremony and parade at
Disneyland© on May 6th, 2011, and featured on Disney Channel as youth environmental
leaders. Regional and state winners will receive classroom grants, Disney prize
packages, NSTA memberships and more.

Disney's Planet Challenge promotes project-based learning and provides tailored lesson
plans customized to reflect the curriculum standards of each state and grade level
(grades 3-8). Disney's Planet Challenge also offers a grant matching initiative with
DonorsChoose.org, an online charity that connects individual "citizen philanthropists" with
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classrooms in need.

Disney's Planet Challenge enrollment for the 2011/2012 school year is open now
atwww.disney.com/planetchallenge (http://disney.go.com/planetchallenge) .

About Disney's Planet Challenge

Disney's Planet Challenge is a free, project-based environmental program that empowers
students to make a difference in school, at home and in their local communities. With
more than 15 years experience running highly-acclaimed classroom environmental
competitions in regional markets including California and Florida (as "Disney's
Environmentality Challenge™"), Disney developed the new Disney's Planet Challenge in
response to growing demand across all 50 states. Program collaborations with the
National Science Teachers Association, the WestEd K-12 Alliance, the U.S. and California
Environmental Protection Agencies, the U.S. Department of Fish & Wildlife and the
California Department of Education are designed to ensure academic and environmental
excellence. For more information, please visit www.disney.com/planetchallenge
(http://disney.go.com/planetchallenge) .

About Disney's Friends For Change

Disney's Friends for Change is a multi-platform initiative that helps inspire kids and
families to join together and make a positive impact on their world (and the people and
animals that live there). Through PSAs on-air and online tool-kits, the program aims to
provide useful information to help kids make small changes that add up to big
differences. As part of the program, Disney donates $1 million dollars annually to fund
projects all around the globe and has funded over 41 projects that help the planet ranging
from educational & community programs to species & habitat protection. Friends for
Change currently has over 3 million actions taking place from kids in 33 countries
throughout Europe, Latin America, Japan, India, and China. For more information, please
visithttp://disney.go.com/projectgreen (http://disney.go.com/projectgreen/) .
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June 18, 2012
DISNEY FRIENDS FOR CHANGE AMBASSADORS PROGRAM
LAUNCHES TO INSPIRE MILLIONS OF KIDS AND FAMILIES TO
MAKE A DIFFERENCE IN THEIR COMMUNITIES

Disney Channel Stars Debby Ryan (“Jessie”), Bella Thorne and Zendaya (“Shake It Up”),
and Ross Lynch and Laura Marano (“Austin & Ally”) Serve as Inaugural Ambassadors 

$750,000 in Grants Awarded as Part of Program Launch

BURBANK, Calif., June 18, 2012 - Disney Friends for Change, a global initiative that
inspires kids and families to take action and make a difference in their communities,
today announced that Disney Channel stars Debby Ryan (“Jessie”), Bella Thorne and
Zendaya (“Shake It Up”), and Ross Lynch and Laura Marano (“Austin & Ally”) will serve as
Friends for Change Ambassadors, encouraging kids and families to make a lasting,
positive change by helping people, communities, and the planet.

(Editors please note, images are available on Disneychannelmedianet.com; registration
is required.)

In collaboration with select non-profit organizations, Disney Friends for Change
Ambassadors will lead campaigns to engage millions of kids to take action and volunteer.
Each nonprofit will receive a Disney Friends for Change grant to further the reach and
impact of the themed campaign.  In total, $750,000 will be awarded to the following three
efforts:

“Helping Communities – Volunteer,” led by Debby Ryan and in collaboration with
Free The Children (from June 29 – August 16)

“Helping People – Be a Leader,” featuring Bella Thorne and Zendaya, and in
collaboration with Free The Children (from August 17 – September 27)

“Helping the Planet – Green Your Scene,” championed by Ross Lynch and Laura
Marano, and in collaboration with TreePeople (from September 28 – November 30)

“We are so excited about the real difference kids are making every day using our action
kits and volunteering in their communities,” said Leslie Goodman, senior vice president
for Corporate Citizenship and Philanthropy at The Walt Disney Company. “Through the
leadership and encouragement of our Disney Friends for Change Ambassadors, we
hope to inspire millions of more kids to take action and change their worlds.” 

Gary Marsh, president and chief creative officer, Disney Channels Worldwide, said, “The
bond our viewers have with our talent is deep and powerful.  As ambassadors of Friends
for Change, our talent can serve as a megaphone for the importance of pro-active
community involvement, motivating kids and their families to discover the many rewarding
ways we can all make our world a better place to live.”  He continued, “I often talk to my
team about extending our value as a company beyond the TV screen, and this initiative
does an exemplary job of that –  and for this, I could not be prouder.”

As part of the program, Disney Channel will debut a series of interstitial messages,
featuring the Disney Friends for Change Ambassadors beginning MONDAY, JUNE 18
(http://www.disney.com/friends) . Disney Channel, Radio Disney, and Disney.com will chronicle
the Ambassadors throughout the summer as they volunteer and inspire kids of all ages to
lead. Also part of the interstitial series and debuting FRIDAY, JUNE 29, Debby Ryan will
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share her personal experience volunteering in India through Disney Friends for Change
with Free The Children, where she helped build a new school for a local village. Inspired
by the stories and efforts of Disney Friends for Change kids, Debby helped to start the
Ambassadors program.

To coincide with the on-air interstitials, Friends for Change will offer tools and resources
at www.disney.com/friends (http://www.disney.com/friends) where kids and families can
discover additional ideas on how to make a difference. Site visitors are able to download
action kits, learn more about the Ambassadors’ campaigns, and participate in the new
Shout Out Module, an online forum that allows kids and families to motivate each other
and exchange tips on actions to help their schools and neighborhoods. Families can also
vote online to further support each Ambassador’s campaign and help thousands of more
kids as a result.

###

About Disney Friends for Change
Disney Friends for Change is a global initiative that inspires kids and their families to
make a lasting, positive change by helping people, communities, and the planet.  Through
on-air interstitials, online action kits, and over $5 million in grants to support projects in
neighborhoods around the world, Friends for Change provides useful resources to
encourage kids and families to take action and make a difference. To date, Friends for
Change kids in fifty-five countries around the world have taken almost five million actions.

About Disney Channel
Disney Channel is a 24-hour kid-driven, family inclusive television network that taps into
the world of kids and families through original series and movies. Currently available on
basic cable in over 99 million U.S. homes and to millions of other viewers on Disney
Channels around the world, Disney Channel is part of the Disney/ABC Television Group.

Contacts: 

Marni Tomljanovic
Communications, Disney Corporate Citizenship
Marni.Tomljanovic@disney.com
(mailto:Marni.Tomljanovic@disney.com) (818) 567.5384

Brenda Kelly Grant
Director, Disney Channel Media Relations
Brenda.Kelly.Grant@disney.com
(mailto:Brenda.Kelly.Grant@disney.com) (818) 569-7843
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March 29, 2012
DISNEY PUBLISHES TARGETS TO TRACK CITIZENSHIP
PERFORMANCE

Burbank, CA, March 29, 2012 — Disney today published a series of time-bound,
measurable targets to track its citizenship performance.

The targets, available online at www.disney.com/citizenship
(http://thewaltdisneycompany.com/citizenship/commitments) , cover all aspects of citizenship
within Disney, including efforts to:

Minimize Disney's environmental footprint

Foster safe, respectful and inclusive workplaces, wherever Disney does business

Create opportunities for kids and families to help people and the planet

Utilize strategic philanthropy to make a lasting, positive change in communities
around the world

Partner with parents in their quest to raise healthy kids

To ensure that its citizenship targets reflect the perspective of external stakeholders,
Disney engaged in a series of conversations convened and facilitated by Ceres.

The targets are an extension of Disney's citizenship commitments and goals, which were
defined and published in 2010. Disney will release annual updates on its performance
against these targets via its Citizenship Report.

 

Tags: The Walt Disney Company (http://thewaltdisneycompany.com/disney-news/press-
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April 19, 2011
SEVENTH GRADE CLASS IN ILLINOIS SELECTED AS WINNER OF
INAUGURAL DISNEY'S PLANET CHALLENGE MIDDLE SCHOOL
ENVIRONMENTAL COMPETITION

"Wetland Warriors: Restoring Health to Our Wetlands" Earns the DPC National Grand
Prize for Grades 6-8

Burbank, Calif. and Creal Springs, Illinois —April 19, 2011 — Disney today announced
Mrs. Fran Wachter's seventh grade class at Creal Springs School in Creal Springs, Illinois
as the national middle school grand prize winner in Disney's Planet Challenge, an
environmental and science competition for 3rd-8th grade classrooms. The competition
expanded this year to include middle school grades 6-8.

Disney's Planet Challenge is the in-school program for Disney's Friends For Change, a
multi-platform initiative which focuses on inspiring kids and families around the world to
help the planet and their communities.

The winning entry, "Wetland Warriors—Restoring Health to Our Wetlands," focused on a
unique wetland in the local community that was extensively damaged by development and
draining projects. The student-led project included restoring disturbed areas, presenting
research at a university science symposium and reaching out to the community with an
awareness campaign.

Disney will celebrate the academic accomplishments of Mrs. Wachter's seventh-grade
students with an in-school celebration.

Disney's Planet Challenge enrollment for the 2011/2012 school year is open now at 
(http://disney.go.com/planetchallenge) http://disney.go.com/planetchallenge
(http://disney.go.com/planetchallenge) .

About Disney's Planet Challenge

Disney's Planet Challenge is a free, project-based environmental program that empowers
students to make a difference in school, at home and in their local communities. With
more than 15 years experience running highly-acclaimed classroom environmental
competitions in regional markets including California and Florida (as "Disney's
Environmentality Challenge™"), Disney developed the new Disney's Planet Challenge in
response to growing demand across all 50 states. Program collaborations with the
National Science Teachers Association, the WestEd K-12 Alliance, the U.S. and California
Environmental Protection Agencies, the U.S. Department of Fish & Wildlife and the
California Department of Education are designed to ensure academic and environmental
excellence. For more information, please visit (http://disney.go.com/planetchallenge)
http://disney.go.com/planetchallenge (http://disney.go.com/planetchallenge) .

About Disney's Friends For Change

Disney's Friends For Change is a multi-platform initiative that helps inspire kids and
families to join together and make a positive impact on their world (and the people and
animals that live there). Through on-air PSAs and online tool-kits, the program aims to
provide useful information to help kids make small changes that add up to big
differences. As part of the program, Disney donates $1 million dollars annually to fund
projects all around the globe and has funded over 41 projects that help the planet, ranging
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from educational and community programs to species and habitat protection. Friends For
Change currently has over 3 million actions taking place from kids in 33 countries
throughout Europe, Latin America, Japan, India, and China. For more information, please
visit  (http://disney.go.com/projectgreen) http://disney.go.com/projectgreen
(http://disney.go.com/projectgreen) .
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April 14, 2011
DISNEY CRUISE LINE KICKS OFF EARTH MONTH BY HONORING
YOUNG ENVIRONMENTAL CHAMPIONS IN DISNEY'S PLANET
CHALLENGE

CELEBRATION, Fla., (April 14, 2011) — Disney Cruise Line recently honored students
from Cayman Prep & High School in the Cayman Islands for winning this year's Disney's
Planet Challenge, a program aimed at inspiring students to be good stewards of the
environment and empowering them to make a difference. The education program is just
one of the ways that Disney Cruise Line is inspiring positive action and minimizing its
environmental impact.

"Disney's Planet Challenge is a fun, engaging way to encourage children and adults to
take action for the environment," said Disney Cruise Line President Karl Holz. "Inspiring
positive environmental stewardship in our cast and crew members is part of our company
culture and is clearly evident in our activities both on and off our ships."

Teacher Andy Jones' Year 6 class were the winners of the 2011 Disney's Planet
Challenge, and they had the opportunity to spend a day aboard the Disney Magic cruise
ship while it docked in Grand Cayman last week. The class was recognized for their work
protecting the threatened swallowtail butterfly, an endemic species found only in the
Cayman Islands. In addition to raising funds and awareness about the native butterfly and
its habitat, the class focused their efforts on planting lime trees, which provide food and
shelter for the butterfly. They also distributed and planted lime seeds across their
community in an effort to grow even more trees, which will provide the butterflies with a
safe habitat for years to come.

Disney Captain John Barwis, along with other officers and crew members from the Disney
Magic, hosted the students onboard at a special Disney's Planet Challenge awards
ceremony. Captain Mickey Mouse presented each student with a medal for their efforts,
and the children enjoyed a chance to tour the ship, including spending time in the youth
activity areas onboard.

Community outreach and educational programs such as Disney's Planet Challenge are
just one part of the ongoing commitment Disney Cruise Line has to the environment. In
addition to these efforts, Disney Cruise Line is dedicated to minimizing its impact on the
environment through utilizing new technologies, increasing fuel efficiency, minimizing
waste and supporting marine conservation worldwide. Some of these initiatives include:

Environmental Initiatives

Environmental leadership — Disney's commitment to the planet begins with
Environmental Officers aboard all Disney ships. These officers are ranked amongst
the most senior leaders aboard the fleet, having previous maritime experience and
specialized training in environmental regulations and systems. They are focused on
fuel efficiency, minimizing waste and promoting conservation of water, ecosystems
and energy, as well as monitoring water quality.

Innovative Hull Coating — All Disney ships have a 100 percent non-toxic hull coating,
which reduces surface resistance in open water.

Minimizing Waste & Recycling — More than 1,200 tons of metal, plastic and paper
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are eliminated from traditional waste streams and recycled each year.

Utilizing New Technologies — Onboard new ship Disney Dream, technology is used
to determine accurate energy management to maximize the heating, ventilation and
cooling systems based on real-time requirements. As part of this system, private
staterooms self-adjust when unoccupied and return to the desired temperature upon
a guests' return.

Shoreside Plug-in Capabilities — Both the Disney Wonder and Disney Dream have
the ability to plug-in to shore power at ports of call that can accommodate this new
technology. The Disney Wonder was among the first to plug-in to the Port of Los
Angeles, utilizing this new technology to reduce air emissions while in port.

Conservation & Wildlife — Researchers at Disney's private island, Castaway Cay,
are engaged in a multi-year project focused on restoring the health of coral reefs in
The Bahamas through the study of transplanted long-spined sea urchins native to the
area.

Community Outreach — Cast and crew members have donated more than 4,500
hours in the port communities Disney calls home, including giving back to local
nonprofits, hosting annual walks to raise funds and awareness for conservation
programs and leading shore cleanups, that to date have removed 31,000 pounds of
trash and debris from beaches and fragile waterways.

 

Disney Cruise Line Community Report
The company's Community Report, which details Disney Cruise Line's efforts in
community outreach, environmental stewardship and creating a positive workplace, can
be viewed at:  (http://community.disneycruisenews.com/)
http://community.disneycruisenews.com (http://community.disneycruisenews.com)

Disney's Planet Challenge
A two-part program that consists of an environmental pledge and class project
competition, Disney's Planet Challenge is sponsored through a relationship with Disney
Cruise Line and the Cayman Islands Department of Tourism, Department of Education
and Department of the Environment. To date, more than 1.5 million students worldwide
have taken the challenge.

 

Tags: Disney Cruise Line (http://thewaltdisneycompany.com/disney-news/press-releases/132) ,
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March 22, 2011
THE WALT DISNEY COMPANY ISSUES 2010 CORPORATE
CITIZENSHIP REPORT

BURBANK, Calif., March 22, 2011 – The Walt Disney Company today released its second
Corporate Citizenship report detailing Disney's progress on environmental and social
impacts. The report also includes the Company's first set of comprehensive citizenship
commitments and goals, aligned around three core principles:

 

 

Act and create in an ethical manner and consider the consequences of our decisions 

Champion the happiness and well-being of kids, parents and families in our
endeavors 

Inspire kids, parents, employees, and communities to make a lasting, positive
change in the world

 

"Being a respected global citizen isn't just good for our employees and the
communities in which we operate, it is critical to the growth and success of our
business," said Robert A. Iger, Disney President and CEO. "Our next step is to build
upon our existing programs and initiatives by clarifying our commitments and
expanding our efforts to track and measure our progress."

Highlights of the 2010 Report include: 

Announcement of a comprehensive set of commitments and metrics that address
Disney's worldwide business impacts and opportunities. 

Global expansion of programs aimed at inspiring kids, parents, and communities to
make a difference in the world. Disney Friends for Change, now in 19 countries, has
rallied 2.5 million kids to take pledges for the environment. Disney Magic of Healthy
Living, launched in September, partners with parents and kids to make healthy
choices simple and fun. 

Investment of $15.5 million in carbon offset projects around the world as part of
Disney's Climate Solutions Fund, the Company's internal carbon pricing program. 

Release of Disney's Human Rights Policy Statement, with the aim of more clearly
articulating the Company's commitment to respecting human rights. 

Detailed data and progress updates on Disney's supply chain and environmental
footprint 

Corporate charitable contributions of $198 million, and more than 548,000 hours of
VoluntEARS service contributed by Disney employees.

 

The interactive multimedia report, now available online only at
www.disney.com/citizenship2010 (http://www.disney.com/citizenship2010) , includes

Latest Press
Releases

November 17, 2014
DISNEY INVESTS IN YOUNG LEADERS
WITH A $1 MILLION COMMITMENT TO
THE HISPANIC SCHOLARSHIP FUND
(http://thewaltdisneycompany.com/disney-
news/press-releases/2014/11/disney-invests-
young-leaders-1-million-commitment-hispanic-
schola)

November 6, 2014
THE WALT DISNEY COMPANY REPORTS
FOURTH QUARTER EARNINGS FOR
FISCAL 2014
(http://thewaltdisneycompany.com/disney-
news/press-releases/2014/11/walt-disney-
company-reports-fourth-quarter-earnings-fiscal-
2014)

October 14, 2014
DISNEY ACCELERATOR SHOWCASES 10
START-UPS AT DEMO DAY
(http://thewaltdisneycompany.com/disney-
news/press-releases/2014/10/disney-accelerator-
showcases-10-start-ups-demo-day)

All Disney Press Releases
(http://thewaltdisneycompany.com/disney-
news/press-releases)
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http://thewaltdisneycompany.com/disney-news/press-releases/2014/10/disney-accelerator-showcases-10-start-ups-demo-day
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comprehensive coverage of eight key areas: family entertainment, inspiring kids and
communities, nature conservation, environment, community, workplaces, supply
chain, and human rights. An interactive map provides insights into Disney's activities
around the world. The report follows the standards of the Global Reporting Initiative
(GRI).

The citizenship report anchors a broader suite of publications. Six additional reports
provide information on local impacts of our Parks & Resorts segment.

 

###

Contacts: 

Zenia Mucha
Corporate Communications
(818) 560-5300

Michelle Bergman 
Michelle.Bergman@disney.com (mailto:Michelle.Bergman@disney.com)  
818-560-8231

Diane Dray 
Diane.Dray@disney.com (mailto:Diane.Dray@disney.com)  
818-567-5384
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“ Intel’s 2011 revenue of $54 billion caps another record year for the company. Our growth 
 is a direct result of outstanding products and technologies combined with solid execution. 
 Our core markets of the PC and data center are strong and growing, and we are making steady  
 progress in bringing the best of Intel® technologies to growing new areas of computing. 

 We look forward to an even stronger 2012.” 
 Paul S. Otellini, President and Chief Executive Offi cer

Record
 performance.

2011 Annual Report

Financial Results

Intel Corporation   |   2011 A
nnual Report 

On the cover: The 3rd generation Intel® Core™ processor family, built using 22-nanometer process technology with 3-D Tri-Gate transistors, delivers energy-effi cient 
performance that will help shape the computing era ahead.
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Past performance does not guarantee future results. This Annual Report to Stockholders contains forward-looking statements, and actual results could differ materially. 
Risk factors that could cause actual results to differ are set forth in the “Risk Factors” section and throughout our 2011 Form 10-K, which is included in this Annual Report. 

For news and information about Intel® 
products and technologies, customer support, 
careers, worldwide locations, and more, 
visit www.intel.com

For stock information, earnings and conference 
webcasts, annual reports, and corporate 
governance and historical fi nancial information, 
visit www.intc.com
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2011 was an outstanding year for Intel. 

Despite a tough macro-economic environment, 

the company set records in platform unit sales, 

revenue, and earnings, refl ecting strong global 

demand for our products and solid execution 

by our employees around the world. 

 We delivered revenue of $54.0 billion, up 24% compared to 

2010. Net income rose to $12.9 billion, up 13% from 2010, and 

earnings per share rose to $2.39, up 19% from the prior year. 

Spending as a percentage of revenue was approximately fl at com-

pared to 2010, and our gross margin of 62.5% was at the top end 

of our historical gross margin range for the second year in a row. 

Continuing PC growth
In 2011, the global demand for PCs continued to surge, especially in 

emerging markets. For the fi rst time, total PC purchases were higher 

in China than in any other country, followed by the U.S., Brazil, and 

Russia. Intel has benefi ted from this growth, and as a result, 2011 

revenue for the PC market segment of our business increased 17% 

compared to 2010.  

 Meanwhile, the PC itself is undergoing a renaissance. Last year, 

Intel led the industry in reinventing the PC experience with the 

launch of Ultrabook™ systems, a new category of thin, responsive, 

and secure mobile devices that combine the best features of tablets 

and notebooks. The fi rst Ultrabook systems, powered by 2nd 

generation Intel® Core™ processors, were introduced in 2011, and 

we expect that the industry will bring more than 80 new Ultrabook 

system designs to market in 2012. 

Data storage and high-performance computing 
Our Data Center Group develops technology for a range of applica-

tions—from cloud computing and mission-critical servers to high-

performance computing (HPC). Revenue for our Data Center Group 

topped $10.1 billion in 2011, up 17% from 2010.

 We produced our fi rst terafl op processor, capable of performing 

complex HPC tasks such as mapping the human genome. In addition, 

more high-volume storage and networking industries are standard-

izing on Intel® architecture, with Intel® Xeon® processors replacing 

proprietary solutions in routers, switches, and other parts of the 

communications infrastructure. 

Technology leadership
Intel continues to develop the world’s most advanced semiconductor 

technology. In 2011, we announced the fi rst 3-D Tri-Gate transistor, 

which is based on Intel’s 22-nanometer (nm) process technology. 

The new 22nm 3-D transistor technology enables up to a 37% 

increase in performance at low voltage versus Intel’s 32nm planar 

transistors. Alternatively, the new transistors consume less than 

half the power when at the same performance as 2-D transistors on 

32nm chips, enabling Intel innovation in power-constrained devices 

such as smartphones and tablets. 

 At the same time, development of our next-generation 14nm 

process technology is well under way, and we have broken ground 

on a high-volume 14nm manufacturing facility in Arizona and 

a leading-edge development fabrication facility in Oregon.  

Software and services
As the world’s digital footprint expands, so does its vulnerability 

to security breaches. More unique pieces of malware were 

identifi ed in the last two years than existed worldwide prior to 

2010. In 2011, mobile malware increased 70% over 2010. Intel 

recognized this growing threat and the need for a new approach 

to platform security, which led to our acquisition of McAfee in 2011. 

The McAfee DeepSAFE* technology platform, introduced in 2011, 

combines McAfee’s security software with Intel’s silicon capabilities 

and is designed to detect and prevent day-zero attacks. 

Looking ahead
Our industry is at the brink of a major transformation. The number 

of connected devices in the world now tops 4 billion and continues 

to rise rapidly. Transistor usage over the past three decades will 

look fl at compared to what will be needed to manage, interpret, and 

store data over the next fi ve years. This creates a huge opportunity 

for Intel—and we are ready to deliver. 

 For example, we now have the power envelope, volume 

economics, and technology to succeed in the smartphone market 

segment with our new Intel® Atom™ processor platform. This 

platform powers the Intel smartphone reference design that we 

introduced in early 2012. Our industry partners have responded 

enthusiastically. We have a multi-year strategic partnership with 

Motorola Mobility covering both smartphones and tablets, and a 

joint effort with Google to optimize future releases of the Android* 

platform for low-power Intel Atom processors.  

Corporate responsibility leadership
In 2011, we extended our reputation as a leading corporate citizen, 

making progress on our strategic objective to care for our people, 

care for our planet, and inspire the next generation. Last year, we 

became the fi rst semiconductor company to obtain LEED* Silver 

Certifi cation for an entire manufacturing campus. We helped create 

economic and social opportunities in over 100 countries through 

our education transformation efforts, and reached our goal of 

providing technology training to 10 million teachers. Intel was once 

again named one of Fortune’s Best Companies to Work For, and we 

continued to empower our people to give back to their communities 

worldwide, with 50% of our workforce donating more than 1.1 

million hours of service in 2011. 

 Our vision for the next decade is to create and extend comput-

ing technology to connect and enrich the lives of every person on 

earth. I am honored to work with the employees of Intel, who deliver 

extraordinary results every day to make that vision a reality. 

As part of Intel’s ongoing commitment to 

increasing stockholder value, the Board of 

Directors raised the dividend twice in 2011 and 

continued an active buyback program. Intel’s divi-

dend payout totaled $4.1 billion in 2011, including 

a 15% increase in the quarterly dividend paid in 

March 2011 and an additional 16% increase paid in September. The 

company used $14.1 billion to repurchase 642 million shares of stock 

in 2011, and the Board raised Intel’s authorization limit for share 

repurchases by $20 billion. Intel also completed a senior notes offering 

of $5 billion, primarily for the purpose of repurchasing Intel stock.

 Intel’s ongoing focus on corporate responsibility creates value 

for stockholders, for the company, and for society. In 2011, Intel was 

named to the Dow Jones Sustainability Indexes for the 13th consecu-

tive year, in recognition of the company’s performance and reporting on 

environmental issues, employee health and safety, supply chain, social 

impact programs and policies, and Intel’s commitment to operating at 

the highest level of integrity throughout all operations. To strengthen 

that commitment, in 2010 Intel formed a Compliance Committee of the 

Board charged with helping to ensure that the company remains in 

compliance with antitrust requirements worldwide. The committee has 

overseen the enhancement of Intel’s global compliance program, which 

includes an audit program, competition policy and processes, training 

and communication, risk assessment, and more. 

 Intel also continues to focus on increasing diversity among its 

employees at all levels of the company. In 2011, the company launched 

a comprehensive leadership development series targeted at advancing 

career development and retention of African American and Hispanic 

employees. The program provides coaching in business acumen, 

organizational leadership, strategic thinking, communication, and more. 

Through another new program, Extend Our Reach, a group of Intel’s 

most senior women executives have become sponsors who mentor 

and advocate for other female employees, as part of the company’s 

ongoing Global Women’s Initiative aimed at attracting, developing, 

and retaining female employees.  

 In May 2012, I will retire from Intel’s Board, and I am delighted 

that Andy Bryant will succeed me as Intel’s Chairman. Andy has had 

a 30-year tenure at Intel—including serving as Chief Financial Offi cer 

and overseeing the company’s Technology and Manufacturing Group 

in his role as Chief Administrative Offi cer. His unique and invaluable 

experience and perspective will serve the Board and the company well. 

 I joined the Intel Board in 1993, a year when the company’s annual 

revenue was $8.78 billion, and Intel had 29,500 employees. It has been 

an honor to be part of Intel’s growth since that time, and I know that the 

men and women of Intel will continue in the years ahead to help enrich 

all of our lives; it has been an amazing privilege to work with them.  

Jane E. Shaw, Chairman of the Board

Investor materials. Intel’s Investor Relations web site contains 

background on our company and our products, fi nancial information, 

frequently asked questions, and our online annual report, as well as 

other useful information. For investor information, including additional 

copies of our annual report/10-K, 10-Qs, or other fi nancial literature, 

visit our web site at www.intc.com or call Intel at (408) 765-1480 (U.S.); 

(44) 1793 403 000 (Europe); (852) 2844 4555 (Hong Kong); 

(81) 298 47 8511 (Japan).

Intel on NASDAQ. Intel’s common stock trades on The NASDAQ Global 

Select Market* under the symbol INTC.

Direct stock purchase plan. Intel’s Direct Stock Purchase Plan allows 

stockholders to reinvest dividends and purchase Intel common stock 

on a weekly basis. For more information, contact Intel’s transfer agent, 

Computershare Investor Services, LLC, by phone at (800) 298-0146 

(U.S. and Canada) or (312) 360-5123 (worldwide), or by e-mail through 

Computershare’s web site at www.computershare.com/contactus.

Transfer agent and registrar. Computershare Investor Services, LLC, 

250 Royall Street, Canton, MA 02021 USA. Stockholders may call 

(800) 298-0146 (U.S. and Canada) or (312) 360-5123 (worldwide), 

or send e-mail through Computershare’s web site at 

www.computershare.com/contactus with any questions regarding 

the transfer of ownership of Intel stock.

Independent registered public accounting fi rm. Ernst & Young LLP, 

San Jose, California, USA.

The Intel® brand. The Intel brand is consistently ranked as one of the 

most recognizable and valuable brands in the world. It represents our 

commitment to moving technology forward to connect and enrich 

the lives of every person on earth. As the world leader in computing 

innovation, Intel designs and builds the essential technologies that 

serve as the foundation for the world’s computing devices.

Corporate responsibility and integrated value. As a global technology 

and business leader, we are committed to doing the right things, the 

right way. Our corporate responsibility activities create value for Intel 

by helping to mitigate risk, save costs, protect our brand value, and 

develop new market opportunities. For Intel, corporate responsibility 

is simply good business. In addition to the corporate responsibility 

content included in this Annual Report, we provide more detailed 

information in Intel’s Corporate Responsibility Report. Published each 

May and prepared using the Global Reporting Initiative’s G3.1 Sustain-

ability Reporting Guidelines, the report outlines our strategic priorities 

and performance on a range of environmental, social, and governance 

factors, including workplace practices, community engagement, and 

supply chain responsibility. The report, supporting materials, and 

recent awards are available at www.intel.com/go/responsibility. 

Caring for our people. Driven by our ongoing pursuit of Moore’s Law, 

innovation has always been an integral part of Intel’s culture. At the 

heart of this innovation and our business success are our employees. 

One of the six Intel Values is “Great Place to Work,” which reinforces 

the strategic importance of investing in our people. We support this 

value by cultivating a safe, respectful, and ethical work environment 

that enables employees to thrive both on the job and in their com-

munities. We measure our progress each year by soliciting employee 

feedback through our annual Organizational Health Survey. In 2011, 

a record 75% of our employees participated in the survey, providing 

valuable insight into our current strengths and areas for improvement. 

More information is available at www.intel.com/jobs.    

Caring for the planet. We believe that technology plays a fundamental 

role in fi nding solutions to the world’s environmental challenges. Intel 

is a recognized leader in sustainability for the ways we work to mini-

mize the environmental impacts of our operations and design products 

that are increasingly energy effi cient. In 2011, for the fourth year in a 

row, Intel was the largest voluntary purchaser of green power according 

to the U.S. Environmental Protection Agency. To underscore the 

importance of sustainability to our business, we again included an 

environmental component in the formula used to determine the 

payout for employee and executive variable compensation. We also 

continued to collaborate with others to drive global standards for 

products and manufacturing that ensure energy-effi cient performance. 

More information is available at www.intel.com/go/environment.

Inspiring the next generation. Education is the foundation of 

innovation, and as a technology company, Intel’s success rests on the 

availability of skilled workers, a healthy technology ecosystem, and 

knowledgeable customers. In turn, the health of local economies—

including those where our employees live and work—depends on 

access to technology and quality education. International studies show 

that education plays a pivotal role in fostering labor productivity and 

economic growth. In support of our efforts to help transform educa-

tion, Intel and the Intel Foundation collaborate with governments and 

educators and invest approximately $100 million annually in programs 

around the world—from professional development for teachers to 

premier science and engineering fairs. Applications of technology 

in education also provide market opportunities for Intel. For example, 

the Intel World Ahead Program delivers resources in the form of 

technology, Internet access, and digital content, and works to 

implement effective e-learning environments. More information 

is available at www.intel.com/educate.

Governance and ethics. Intel is committed to the highest standards 

of business ethics and corporate governance. Intel is a member of 

the United Nations Global Compact and has in place Human Rights 

Principles to reinforce our commitment to corporate citizenship. We 

are also committed to promoting effective governance and responsi-

bility in our supply chain, and working collaboratively with others in 

our industry through the Electronic Industry Citizenship Coalition. Our 

Corporate Governance Guidelines, Code of Conduct, Confl ict Minerals 

White Paper, Statement on Human Traffi cking and Slavery, and other 

related policies are available at www.intel.com/go/governance.
Through the Intel® Teach Program, educators learn how to use technology 
to create active learning environments where students acquire the skills 
they need in today’s innovation economy. The total number of teachers 
reached by the program surpassed 10 million in 2011. 

Transforming education
 More than10 million teachers trained  

Sleek, stylish, and ultra-responsive, this new category of mobile devices 
combines the best features of notebooks and tablets. Processors based 
on our revolutionary 22nm 3-D Tri-Gate transistor technology will further 
accelerate Ultrabook™ system innovation in 2012.

Powering the cloud
The building blocks of connectivity

Reinventing the PC 
Ultrabook™ systems have arrived

As the number of connected devices in the world expands, so does 
the demand for secure ways to create, share, store, and analyze data. 
Intel® products form the backbone of cloud computing and the Internet. 

Paul S. Otellini, President and Chief Executive Offi cer
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we expect that the industry will bring more than 80 new Ultrabook 

system designs to market in 2012. 

Data storage and high-performance computing 
Our Data Center Group develops technology for a range of applica-

tions—from cloud computing and mission-critical servers to high-

performance computing (HPC). Revenue for our Data Center Group 

topped $10.1 billion in 2011, up 17% from 2010.

 We produced our fi rst terafl op processor, capable of performing 

complex HPC tasks such as mapping the human genome. In addition, 

more high-volume storage and networking industries are standard-

izing on Intel® architecture, with Intel® Xeon® processors replacing 

proprietary solutions in routers, switches, and other parts of the 

communications infrastructure. 

Technology leadership
Intel continues to develop the world’s most advanced semiconductor 

technology. In 2011, we announced the fi rst 3-D Tri-Gate transistor, 

which is based on Intel’s 22-nanometer (nm) process technology. 

The new 22nm 3-D transistor technology enables up to a 37% 

increase in performance at low voltage versus Intel’s 32nm planar 

transistors. Alternatively, the new transistors consume less than 

half the power when at the same performance as 2-D transistors on 

32nm chips, enabling Intel innovation in power-constrained devices 

such as smartphones and tablets. 

 At the same time, development of our next-generation 14nm 

process technology is well under way, and we have broken ground 

on a high-volume 14nm manufacturing facility in Arizona and 

a leading-edge development fabrication facility in Oregon.  

Software and services
As the world’s digital footprint expands, so does its vulnerability 

to security breaches. More unique pieces of malware were 

identifi ed in the last two years than existed worldwide prior to 

2010. In 2011, mobile malware increased 70% over 2010. Intel 

recognized this growing threat and the need for a new approach 

to platform security, which led to our acquisition of McAfee in 2011. 

The McAfee DeepSAFE* technology platform, introduced in 2011, 

combines McAfee’s security software with Intel’s silicon capabilities 

and is designed to detect and prevent day-zero attacks. 

Looking ahead
Our industry is at the brink of a major transformation. The number 

of connected devices in the world now tops 4 billion and continues 

to rise rapidly. Transistor usage over the past three decades will 

look fl at compared to what will be needed to manage, interpret, and 

store data over the next fi ve years. This creates a huge opportunity 

for Intel—and we are ready to deliver. 

 For example, we now have the power envelope, volume 

economics, and technology to succeed in the smartphone market 

segment with our new Intel® Atom™ processor platform. This 

platform powers the Intel smartphone reference design that we 

introduced in early 2012. Our industry partners have responded 

enthusiastically. We have a multi-year strategic partnership with 

Motorola Mobility covering both smartphones and tablets, and a 

joint effort with Google to optimize future releases of the Android* 

platform for low-power Intel Atom processors.  

Corporate responsibility leadership
In 2011, we extended our reputation as a leading corporate citizen, 

making progress on our strategic objective to care for our people, 

care for our planet, and inspire the next generation. Last year, we 

became the fi rst semiconductor company to obtain LEED* Silver 

Certifi cation for an entire manufacturing campus. We helped create 

economic and social opportunities in over 100 countries through 

our education transformation efforts, and reached our goal of 

providing technology training to 10 million teachers. Intel was once 

again named one of Fortune’s Best Companies to Work For, and we 

continued to empower our people to give back to their communities 

worldwide, with 50% of our workforce donating more than 1.1 

million hours of service in 2011. 

 Our vision for the next decade is to create and extend comput-

ing technology to connect and enrich the lives of every person on 

earth. I am honored to work with the employees of Intel, who deliver 

extraordinary results every day to make that vision a reality. 

As part of Intel’s ongoing commitment to 

increasing stockholder value, the Board of 

Directors raised the dividend twice in 2011 and 

continued an active buyback program. Intel’s divi-

dend payout totaled $4.1 billion in 2011, including 

a 15% increase in the quarterly dividend paid in 

March 2011 and an additional 16% increase paid in September. The 

company used $14.1 billion to repurchase 642 million shares of stock 

in 2011, and the Board raised Intel’s authorization limit for share 

repurchases by $20 billion. Intel also completed a senior notes offering 

of $5 billion, primarily for the purpose of repurchasing Intel stock.

 Intel’s ongoing focus on corporate responsibility creates value 

for stockholders, for the company, and for society. In 2011, Intel was 

named to the Dow Jones Sustainability Indexes for the 13th consecu-

tive year, in recognition of the company’s performance and reporting on 

environmental issues, employee health and safety, supply chain, social 

impact programs and policies, and Intel’s commitment to operating at 

the highest level of integrity throughout all operations. To strengthen 

that commitment, in 2010 Intel formed a Compliance Committee of the 

Board charged with helping to ensure that the company remains in 

compliance with antitrust requirements worldwide. The committee has 

overseen the enhancement of Intel’s global compliance program, which 

includes an audit program, competition policy and processes, training 

and communication, risk assessment, and more. 

 Intel also continues to focus on increasing diversity among its 

employees at all levels of the company. In 2011, the company launched 

a comprehensive leadership development series targeted at advancing 

career development and retention of African American and Hispanic 

employees. The program provides coaching in business acumen, 

organizational leadership, strategic thinking, communication, and more. 

Through another new program, Extend Our Reach, a group of Intel’s 

most senior women executives have become sponsors who mentor 

and advocate for other female employees, as part of the company’s 

ongoing Global Women’s Initiative aimed at attracting, developing, 

and retaining female employees.  

 In May 2012, I will retire from Intel’s Board, and I am delighted 

that Andy Bryant will succeed me as Intel’s Chairman. Andy has had 

a 30-year tenure at Intel—including serving as Chief Financial Offi cer 

and overseeing the company’s Technology and Manufacturing Group 

in his role as Chief Administrative Offi cer. His unique and invaluable 

experience and perspective will serve the Board and the company well. 

 I joined the Intel Board in 1993, a year when the company’s annual 

revenue was $8.78 billion, and Intel had 29,500 employees. It has been 

an honor to be part of Intel’s growth since that time, and I know that the 

men and women of Intel will continue in the years ahead to help enrich 

all of our lives; it has been an amazing privilege to work with them.  

Jane E. Shaw, Chairman of the Board

Investor materials. Intel’s Investor Relations web site contains 

background on our company and our products, fi nancial information, 

frequently asked questions, and our online annual report, as well as 

other useful information. For investor information, including additional 

copies of our annual report/10-K, 10-Qs, or other fi nancial literature, 

visit our web site at www.intc.com or call Intel at (408) 765-1480 (U.S.); 

(44) 1793 403 000 (Europe); (852) 2844 4555 (Hong Kong); 

(81) 298 47 8511 (Japan).

Intel on NASDAQ. Intel’s common stock trades on The NASDAQ Global 

Select Market* under the symbol INTC.

Direct stock purchase plan. Intel’s Direct Stock Purchase Plan allows 

stockholders to reinvest dividends and purchase Intel common stock 

on a weekly basis. For more information, contact Intel’s transfer agent, 

Computershare Investor Services, LLC, by phone at (800) 298-0146 

(U.S. and Canada) or (312) 360-5123 (worldwide), or by e-mail through 

Computershare’s web site at www.computershare.com/contactus.

Transfer agent and registrar. Computershare Investor Services, LLC, 

250 Royall Street, Canton, MA 02021 USA. Stockholders may call 

(800) 298-0146 (U.S. and Canada) or (312) 360-5123 (worldwide), 

or send e-mail through Computershare’s web site at 

www.computershare.com/contactus with any questions regarding 

the transfer of ownership of Intel stock.

Independent registered public accounting fi rm. Ernst & Young LLP, 

San Jose, California, USA.

The Intel® brand. The Intel brand is consistently ranked as one of the 

most recognizable and valuable brands in the world. It represents our 

commitment to moving technology forward to connect and enrich 

the lives of every person on earth. As the world leader in computing 

innovation, Intel designs and builds the essential technologies that 

serve as the foundation for the world’s computing devices.

Corporate responsibility and integrated value. As a global technology 

and business leader, we are committed to doing the right things, the 

right way. Our corporate responsibility activities create value for Intel 

by helping to mitigate risk, save costs, protect our brand value, and 

develop new market opportunities. For Intel, corporate responsibility 

is simply good business. In addition to the corporate responsibility 

content included in this Annual Report, we provide more detailed 

information in Intel’s Corporate Responsibility Report. Published each 

May and prepared using the Global Reporting Initiative’s G3.1 Sustain-

ability Reporting Guidelines, the report outlines our strategic priorities 

and performance on a range of environmental, social, and governance 

factors, including workplace practices, community engagement, and 

supply chain responsibility. The report, supporting materials, and 

recent awards are available at www.intel.com/go/responsibility. 

Caring for our people. Driven by our ongoing pursuit of Moore’s Law, 

innovation has always been an integral part of Intel’s culture. At the 

heart of this innovation and our business success are our employees. 

One of the six Intel Values is “Great Place to Work,” which reinforces 

the strategic importance of investing in our people. We support this 

value by cultivating a safe, respectful, and ethical work environment 

that enables employees to thrive both on the job and in their com-

munities. We measure our progress each year by soliciting employee 

feedback through our annual Organizational Health Survey. In 2011, 

a record 75% of our employees participated in the survey, providing 

valuable insight into our current strengths and areas for improvement. 

More information is available at www.intel.com/jobs.    

Caring for the planet. We believe that technology plays a fundamental 

role in fi nding solutions to the world’s environmental challenges. Intel 

is a recognized leader in sustainability for the ways we work to mini-

mize the environmental impacts of our operations and design products 

that are increasingly energy effi cient. In 2011, for the fourth year in a 

row, Intel was the largest voluntary purchaser of green power according 

to the U.S. Environmental Protection Agency. To underscore the 

importance of sustainability to our business, we again included an 

environmental component in the formula used to determine the 

payout for employee and executive variable compensation. We also 

continued to collaborate with others to drive global standards for 

products and manufacturing that ensure energy-effi cient performance. 

More information is available at www.intel.com/go/environment.

Inspiring the next generation. Education is the foundation of 

innovation, and as a technology company, Intel’s success rests on the 

availability of skilled workers, a healthy technology ecosystem, and 

knowledgeable customers. In turn, the health of local economies—

including those where our employees live and work—depends on 

access to technology and quality education. International studies show 

that education plays a pivotal role in fostering labor productivity and 

economic growth. In support of our efforts to help transform educa-

tion, Intel and the Intel Foundation collaborate with governments and 

educators and invest approximately $100 million annually in programs 

around the world—from professional development for teachers to 

premier science and engineering fairs. Applications of technology 

in education also provide market opportunities for Intel. For example, 

the Intel World Ahead Program delivers resources in the form of 

technology, Internet access, and digital content, and works to 

implement effective e-learning environments. More information 

is available at www.intel.com/educate.

Governance and ethics. Intel is committed to the highest standards 

of business ethics and corporate governance. Intel is a member of 

the United Nations Global Compact and has in place Human Rights 

Principles to reinforce our commitment to corporate citizenship. We 

are also committed to promoting effective governance and responsi-

bility in our supply chain, and working collaboratively with others in 

our industry through the Electronic Industry Citizenship Coalition. Our 

Corporate Governance Guidelines, Code of Conduct, Confl ict Minerals 

White Paper, Statement on Human Traffi cking and Slavery, and other 

related policies are available at www.intel.com/go/governance.
Through the Intel® Teach Program, educators learn how to use technology 
to create active learning environments where students acquire the skills 
they need in today’s innovation economy. The total number of teachers 
reached by the program surpassed 10 million in 2011. 

Transforming education
 More than10 million teachers trained  

Sleek, stylish, and ultra-responsive, this new category of mobile devices 
combines the best features of notebooks and tablets. Processors based 
on our revolutionary 22nm 3-D Tri-Gate transistor technology will further 
accelerate Ultrabook™ system innovation in 2012.

Powering the cloud
The building blocks of connectivity

Reinventing the PC 
Ultrabook™ systems have arrived

As the number of connected devices in the world expands, so does 
the demand for secure ways to create, share, store, and analyze data. 
Intel® products form the backbone of cloud computing and the Internet. 

Paul S. Otellini, President and Chief Executive Offi cer
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PART I

ITEM 1. BUSINESS

Company Overview

We design and manufacture advanced integrated digital
technology platforms. A platform consists of a microprocessor
and chipset, and may be enhanced by additional hardware,
software, and services. We sell these platforms primarily to
original equipment manufacturers (OEMs), original design
manufacturers (ODMs), and industrial and communications
equipment manufacturers in the computing and
communications industries. Our platforms are used in a wide
range of applications, such as PCs (including Ultrabook™

systems), data centers, tablets, smartphones, automobiles,
automated factory systems, and medical devices. We also
develop and sell software and services primarily focused on
security and technology integration. We were incorporated in
California in 1968 and reincorporated in Delaware in 1989.

Company Strategy

Our goal is to be the preeminent computing solutions
company that powers the worldwide digital economy. We
believe that the proliferation of the Internet and cloud
computing has driven fundamental changes in the computing
industry. We are transforming our primary focus from the
design and manufacture of semiconductor chips for PCs and
servers to the delivery of solutions consisting of hardware and
software platforms and supporting services. The number and
variety of devices connected to the Internet are growing, and
computing is becoming an increasingly engaging and
personal experience. End users value consistency across
devices that connect seamlessly and effortlessly to the
Internet and to each other. We enable this experience by
innovating around three pillars of computing: energy-efficient
performance, connectivity, and security.
• Energy-Efficient Performance. We are focusing on

improved energy-efficient performance for computing
and communications systems and devices. Improved
energy-efficient performance involves balancing higher
performance with lower power consumption, and may
result in longer battery life, reduced system heat output,
power savings, and lower total cost of ownership.

• Connectivity. We are positioning our business to take
advantage of the growth in devices that compute and
connect to the Internet and to each other. In the first
quarter of 2011, we acquired the Wireless Solutions
(WLS) business of Infineon Technologies AG. This
acquisition enables us to offer a portfolio of products that
covers a broad range of wireless connectivity options.

• Security. Our goal is to enhance security features
through a combination of hardware and software
solutions. This may include identity protection and fraud
deterrence; detection and prevention of malware;
securing data and assets; as well as system recovery
and enhanced security patching. In the first quarter of
2011, we acquired McAfee, Inc. We believe this
acquisition accelerates and enhances our hardware and
software security solutions, improving the overall security
of our platforms.

To succeed in the changing computing environment, we have
the following key objectives:
• Strive to ensure that Intel® technology remains the best

choice for the PC as well as cloud computing and the
data center.

• Expand platforms into adjacent market segments to bring
compelling new solutions to the smartphone, the tablet,
the car, and the embedded world.

• Enable devices that connect to the Internet and to each
other to create a continuum of personal computing. This
continuum would give consumers a set of secure,
consistent, engaging, and personalized computing
experiences.

• Positively impact the world through our actions and the
application of our energy-efficient technology.

We will use our core assets to meet these objectives. Our
core assets include our silicon and process technology, our
architecture and platforms, our global presence, our strong
relationships across the industry, and our brand recognition.
We believe that applying these core assets to our key focus
areas provides us with the scale, capacity, and global reach
to establish new technologies and respond to customers’
needs quickly. Some of our core assets and key focus areas
are:
• Silicon and Manufacturing Technology Leadership. We

have long been a leader in silicon process technology
and manufacturing, and we aim to continue our lead
through investment and innovation in this critical area.
We drive a regular two-year upgrade cycle—introducing
a new microarchitecture approximately every two years
and ramping the next generation of silicon process
technology in the intervening years. We refer to this as
our “tick-tock” technology development cadence.
Additionally, we aim to have the best process
technology, and unlike most semiconductor companies,
we primarily manufacture our products in our own
facilities. This allows us to optimize performance, reduce
our time to market, and scale new products more rapidly.
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• Architecture and Platforms. We are developing a wide
range of solutions for devices that span the computing
continuum, from PCs (including Ultrabook systems),
tablets, and smartphones to in-vehicle infotainment
systems and beyond. Users want computing experiences
that are consistent and devices that are interoperable.
Users and developers value consistency of architecture,
which provides a common framework that allows for
reduced time to market, with the ability to leverage
technologies across multiple form factors. We believe
that we can meet the needs of both users and
developers by offering Intel® architecture-based
computing solutions across the computing continuum.
We continue to invest in improving Intel architecture to
deliver increased value to our customers and expand the
capabilities of the architecture in adjacent market
segments.

• Software. We enable and advance the computing
ecosystem by providing development tools and support
to help software developers create software applications
and operating systems that take advantage of our
platforms. We seek to expedite growth in various market
segments, such as the embedded market segment,
through our software offerings. Additionally, we have
collaborated with other companies to develop software
platforms optimized for our Intel® Atom™ processors
and that support multiple hardware architectures as well
as multiple operating systems. We also deliver solutions
and services that help secure systems and networks
around the world.

• Customer Orientation. Our strategy focuses on
developing our next generation of products based on the
needs and expectations of our customers. In turn, our
products help enable the design and development of new
form factors and usage models for businesses and

consumers. We offer platforms that incorporate various
components designed and configured to work together to
provide an optimized solution compared to components
that are used separately. Additionally, we promote
industry standards that we believe will yield innovation
and improved technologies for users.

• Strategic Investments. We make investments in
companies around the world that we believe will
generate financial returns, further our strategic
objectives, and support our key business initiatives. Our
investments, including those made through Intel Capital,
generally focus on investing in companies and initiatives
to stimulate growth in the digital economy, create new
business opportunities for Intel, and expand global
markets for our products.

• Stewardship. We are committed to developing energy-
efficient technology solutions that can be used to
address major global problems while reducing our
environmental impact. We are also committed to helping
transform education globally through our technology,
program, and policy leadership, as well as funding
through the Intel Foundation. In addition, we strive to
cultivate a work environment in which engaged,
energized employees can thrive in their jobs and in their
communities.

Our continued investment in developing our assets and
execution on key focus areas will strengthen our competitive
position as we enter and expand into new market segments.
We believe that these new market segments will result in
demand that is incremental to that of microprocessors
designed for notebook and desktop computers, and Ultrabook
systems. We also believe that increased Internet traffic and
use of cloud computing create a need for greater server
infrastructure, including server products optimized for energy-
efficient performance and virtualization.

Business Organization

As of December 31, 2011, we managed our business through the following operating segments.

For a description of our operating segments, see “Note 30: Operating Segment and Geographic Information,” in Part II, Item 8 of
this Form 10-K.
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Products

Platforms

We offer platforms that incorporate various components and
technologies, including a microprocessor and chipset, and
may be enhanced by additional hardware, software, and
services.

A microprocessor—the central processing unit (CPU) of a
computer system—processes system data and controls other
devices in the system. We offer microprocessors with one or
multiple processor cores. Multi-core microprocessors can
enable improved multitasking and energy-efficient
performance by distributing computing tasks across two or
more cores. Our 2nd and 3rd generation Intel® Core™
processor families integrate graphics functionality onto the
processor die. In contrast, some of our previous-generation
processors incorporated a separate graphics chip inside the
processor package. We also offer graphics functionality as
part of a separate chipset outside the processor package.
Processor packages may also integrate the memory
controller.

A chipset sends data between the microprocessor and input,
display, and storage devices, such as the keyboard, mouse,
monitor, hard drive or solid-state drive, and CD, DVD, or

Blu-ray* drive. Chipsets extend the audio, video, and other
capabilities of many systems and perform essential logic
functions, such as balancing the performance of the system
and removing bottlenecks. Some chipsets may also include
graphics functionality or a memory controller, for use with our
microprocessors that do not integrate those system
components.

We offer and are continuing to develop System-on-Chip
(SoC) products that integrate our core processing functions
with other system components, such as graphics, audio, and
video, onto a single chip. SoC products are designed to
reduce total cost of ownership, provide improved
performance due to higher integration and lower power
consumption, and enable smaller form factors.

We also offer features to improve our platform capabilities.
For example, we offer Intel® vPro™ technology, a computer
hardware-based security technology for the notebook and
desktop market segments, designed to provide businesses
with increased manageability, upgradeability, energy-efficient
performance, and security while lowering the total cost of
ownership. In 2011, we introduced the 2nd generation Intel®

Core™ vPro™ processor family, designed to deliver security,
manageability, and power management on the 32-nanometer
(nm) process technology.

We offer a range of platforms that are based upon the following microprocessors:
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Phone Components

In addition to our Intel Atom processor-based products for the
smartphone market segment, we offer components and
platforms for mobile phones and connected devices. Key
mobile phone components include baseband processors,
radio frequency transceivers, and power management
integrated circuits. We also offer complete mobile phone
platforms, including Bluetooth* wireless technology and GPS
receivers, software solutions, customization, and essential
interoperability tests. Our mobile phone solutions based on
multiple industry standards enable mobile voice and high-
speed data communications for a broad range of devices
around the world.

McAfee

McAfee offers software products that provide security
solutions for consumer, mobile, and corporate environments
designed to protect systems from malicious virus attacks as
well as loss of data. McAfee’s products include endpoint
security, network and content security, risk and compliance,
and consumer and mobile security.

Wind River Software Group

The Wind River Software Group develops and licenses
embedded and mobile device software products, including
operating systems, virtualization technologies, middleware,
and development tools.

Non-Volatile Memory Solutions

We offer NAND flash memory products primarily used in
solid-state drives (SSDs), portable memory storage devices,
digital camera memory cards, and other devices. We offer
SSDs in densities ranging from 32 gigabytes (GB) to 600 GB.
Our NAND flash memory products are manufactured by IM
Flash Technologies, LLC (IMFT) and IM Flash Singapore,
LLP (IMFS).

Products and Product Strategy by Operating Segment

Our PC Client Group operating segment offers products that
are incorporated into notebook platforms (including Ultrabook
systems), and desktop computers for consumers and
businesses.
• Our strategy for the notebook computing market segment

is to offer notebook PC technologies designed to improve
performance, battery life, and wireless connectivity, as
well as to allow for the design of smaller, lighter, and
thinner form factors. We are also increasing our focus on
notebook products designed to offer technologies that
provide increased manageability and security. In
addition, we are focusing on providing seamless
connectivity within our platforms through the use and
development of communication technologies such as
wireless wide area network, WiFi, and 4G LTE.

• Our strategy for the Ultrabook systems market segment
is to offer designs that enable a new user experience by
accelerating a new class of mobile computers that use
low power processors. These computers combine the
performance and capabilities of today’s notebooks and
tablets in a thin and light form factor that is highly
responsive, secure, and seamlessly connects to the
Internet and other enabled devices. The first generation
of Ultrabook systems, which were released in the fourth
quarter of 2011, was built using our 2nd generation
Intel® Core™ processor family.

• Our strategy for the desktop computing market segment
is to offer products that provide increased manageability,
security, and energy-efficient performance while lowering
total cost of ownership for businesses. For consumers in
the desktop computing market segment, we also focus
on the design of products for high-end enthusiast PCs
and mainstream PCs with rich audio and video
capabilities.

Our Data Center Group operating segment offers products
that provide leading performance, energy efficiency, and
virtualization technology for server, workstation, and storage
platforms. We are also increasing our focus on products
designed for high-performance and mission-critical
computing, cloud computing services, and emerging markets.
Such products include the introduction of our new server
platform, which incorporates our 32nm Intel® Xeon®

processors supporting up to 10 cores. In addition, we offer
wired connectivity solutions, such as our Thunderbolt™
technology, that are incorporated into products that make up
the infrastructure for the Internet.

Our other Intel architecture operating segments offer
products that are designed for use in the mobile
communications, embedded, netbook, tablet, and
smartphone market segments.
• Our strategy for the mobile communications market

segment is to offer a portfolio of products that covers a
broad range of wireless connectivity options by
combining Intel® WiFi technology with our 2G and 3G
technologies, and creates a combined path to accelerate
industry adoption of 4G LTE. These products feature low
power consumption, innovative designs, and multi-
standard platform solutions.

• Our strategy for the embedded market segment is to
drive Intel architecture as a solution for embedded
applications by delivering long life-cycle support,
software and architectural scalability, and platform
integration.

• Our strategy for the netbook market segment is to enable
small form-factor and portable companion devices that
are affordable for entry-level computing. We are focusing
on offering performance capabilities and features across
multiple operating systems that allow for enhanced
end-user experiences, such as all-day battery life,
seamless connectivity, improved synchronization of
content between devices, and enhanced media sharing.
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• Our strategy for the tablet market segment is to offer Intel
architecture solutions optimized for multiple operating
systems and application ecosystems, such as our recent
introduction of a platform for tablets that incorporates the
Intel Atom processor (formerly code named Oak Trail). We
are accelerating the process technology development for
our Intel Atom product line to deliver increased battery life,
performance, and feature integration.

• Our strategy for the smartphone device market segment
is to offer Intel Atom processor-based products that
enable smartphones to deliver innovative content and
services. Such products include the introduction of a new
platform for smartphones that incorporates the Intel Atom
processor (formerly code named Medfield), which will
deliver increased performance and system
responsiveness while also enabling a longer battery life.

Our software and services operating segments create
differentiated user experiences on Intel platforms. We
differentiate by combining Intel platform features and
enhanced software and services. Our three main initiatives
include:
• developing platforms that can be used across multiple

operating systems, applications, and services across all
Intel products;

• optimizing features and performance by enabling the
software ecosystem to quickly take advantage of new
platform features and capabilities; and

• delivering complete solutions by utilizing software,
services, and hardware to create a more secure online
experience, such as our recent introduction of McAfee
DeepSAFE* technology, which provides additional
security below the operating system of the platform.

Revenue by Major Operating Segment

Net revenue for the PC Client Group (PCCG) operating segment, the Data Center Group (DCG) operating segment, the other
Intel architecture (Other IA) operating segments, and the software and services (SSG) operating segments is presented as a
percentage of our consolidated net revenue. Other IA includes Intel Mobile Communications, the Intelligent Solutions Group, the
Netbook and Tablet Group, and the Ultra-Mobility Group operating segments. SSG includes McAfee, the Wind River Software
Group, and the Software and Services Group operating segments. All other consists primarily of revenue from the Non-Volatile
Memory Solutions Group.

Percentage of Revenue by Major Operating Segment
(Dollars in Millions)

Revenue from sales of platforms presented as a percentage of our consolidated net revenue was as follows:

Percentage of Revenue from Platform Sales
(Dollars in Millions)
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Competition

Over the past few years, the number and variety of computing
devices have expanded rapidly, creating a connected
computing landscape that extends from the largest
supercomputers and data centers to the smallest mobile and
embedded devices. There are frequent product introductions,
and these products are becoming increasingly capable. The
competitive environment in the computing industry is in a
constant state of flux, as customers and collaborators in one
part of our business can quickly become competitors in
another. New market segments can emerge rapidly. We are
focused on our strategy to expand into market segments
beyond our traditional PC and server businesses—including
consumer electronics devices, embedded applications,
smartphones, and tablets—where we face several incumbent
suppliers.

One of our important competitive advantages is the
combination of our network of manufacturing and assembly
and test facilities with our global architecture design teams.
This network enables us to have more direct control over our
processes, quality control, product cost, production timing,
performance, and other factors. Most of our competitors rely
on third-party foundries and subcontractors such as Taiwan
Semiconductor Manufacturing Company, Ltd. or
GlobalFoundries Inc. for their manufacturing and assembly
and test needs.

Our process technology leadership allows us to shrink the
size of our transistors, optimizing power and performance
characteristics and improving our ability to add more
transistors and features. This leads to more powerful, energy-
efficient microprocessors. We believe that as the need for
computing power in smartphones and tablets grows, our
ability to add transistors will become an important competitive
advantage for our offerings in those market segments.

Our platforms primarily compete based on performance,
energy efficiency, innovative design and features, price,
quality and reliability, brand recognition, and availability.
Other important competitive factors include development of

the software ecosystem, security, connectivity, and
compatibility with other devices in the computing continuum.
The ability of our architecture to support multiple operating
systems, including legacy environments based on x86, is an
advantage in offering OEM customers operating system
choices. We believe that our platform strategy to integrate
multiple hardware and software technologies gives us a
significant competitive advantage.

For many years, Advanced Micro Devices, Inc. (AMD) has
been our primary competitor in the market segments for
platforms used in notebooks and desktops. AMD also
competes with us in the server market segment along with
International Business Machines Corporation (IBM) and
Oracle Corporation. Companies offering ARM Limited (ARM)
based designs are also attempting to expand into the
notebook, desktop, and server market segments. In addition,
our platforms with integrated graphics and chipsets compete
with NVIDIA Corporation’s graphics processors; NVIDIA has
shifted some of the workload traditionally performed by the
microprocessor to its graphics processor.

Companies using ARM or MIPS Technologies, Inc. (MIPS)
based designs are our primary competitors in the consumer
electronics devices and embedded applications market
segments. In smartphones and tablets, we face established
competitors such as QUALCOMM Incorporated, NVIDIA, and
Texas Instruments Incorporated, which deliver SoC solutions
based on the ARM architecture and complementary wireless
technologies, as well as companies that incorporate SoC
solutions that they manufacture. The primary competitor for
McAfee’s family of security products and services is
Symantec Corporation.

Manufacturing and Assembly and Test

As of December 31, 2011, 78% of our wafer fabrication,
including microprocessors and chipsets, was conducted
within the U.S. at our facilities in Arizona, New Mexico,
Oregon, and Massachusetts. The remaining 22% of our wafer
fabrication was conducted outside the U.S. at our facilities in
Ireland, China, and Israel.

As of December 31, 2011, we primarily manufactured our products in wafer fabrication facilities at the following locations:

Products Wafer Size Process Technology Locations

Microprocessors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300mm 22nm Oregon, Arizona, Israel
Microprocessors and chipsets . . . . . . . . . . . . . . . . . . . . . . . . 300mm 32nm New Mexico, Arizona, Oregon
Microprocessors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300mm 45nm New Mexico
Chipsets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300mm 65nm Ireland, Arizona, China
Chipsets, microprocessors, and other products . . . . . . . . . . . 300mm 90nm Ireland
Chipsets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200mm 130nm Massachusetts
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As of December 31, 2011, a substantial majority of our
microprocessors were manufactured on 300-millimeter (mm)
wafers using our 32nm process technology. In the second
half of 2011, we began manufacturing microprocessors using
our 22nm process technology. As we move to each
succeeding generation of manufacturing process technology,
we incur significant start-up costs to prepare each factory for
manufacturing. However, continuing to advance our process
technology provides benefits that we believe justify these
costs. The benefits of moving to each succeeding generation
of manufacturing process technology can include using less
space per transistor, reducing heat output from each
transistor, and increasing the number of integrated features
on each chip. These advancements can result in
microprocessors that are higher performing, consume less
power, and cost less to manufacture. In addition, with each
shift to a new process technology, we are able to produce
more microprocessors per square foot of our wafer fabrication
facilities. The costs to develop our process technology are
significantly less than adding capacity by building additional
wafer fabrication facilities using older process technology.

We use third-party manufacturing companies (foundries) to
manufacture wafers for certain components, including
networking and communications products. In addition, we
primarily use subcontractors to manufacture board-level
products and systems, and purchase certain communications
networking products and mobile phone components from
external vendors primarily in the Asia-Pacific region.

Following the manufacturing process, the majority of our
components are subject to assembly and test. We perform
our components assembly and test at facilities in Malaysia,
China, Costa Rica, and Vietnam. To augment capacity, we
use subcontractors to perform assembly of certain products,
primarily chipsets and networking and communications
products. In addition, we use subcontractors to perform
assembly and test of our mobile phone components.

Our NAND flash memory products are manufactured by IMFT
and IMFS using 20nm, 25nm, 34nm, or 50nm process
technology, and assembly and test of these products is
performed by Micron Technology, Inc. and other external
subcontractors. For further information, see “Note 11: Equity
Method and Cost Method Investments” in Part II, Item 8 of
this Form 10-K.

Our employment practices are consistent with, and we expect
our suppliers and subcontractors to abide by, local country
law. In addition, we impose a minimum employee age
requirement as well as progressive Environmental, Health,
and Safety (EHS) requirements, regardless of local law.

We have thousands of suppliers, including subcontractors,
providing our various materials and service needs. We set
expectations for supplier performance and reinforce those
expectations with periodic assessments. We communicate
those expectations to our suppliers regularly and work with
them to implement improvements when necessary. We seek,
where possible, to have several sources of supply for all of
these materials and resources, but we may rely on a single or
limited number of suppliers, or upon suppliers in a single
country. In those cases, we develop and implement plans and
actions to reduce the exposure that would result from a
disruption in supply. We have entered into long-term
contracts with certain suppliers to ensure a portion of our
silicon supply.

Our products are typically produced at multiple Intel facilities
at various sites around the world, or by subcontractors that
have multiple facilities. However, some products are
produced in only one Intel or subcontractor facility, and we
seek to implement action plans to reduce the exposure that
would result from a disruption at any such facility. See “Risk
Factors” in Part I, Item 1A of this Form 10-K.

Research and Development

We are committed to investing in world-class technology
development, particularly in the design and manufacture of
integrated circuits. Research and development (R&D)
expenditures were $8.4 billion in 2011 ($6.6 billion in 2010
and $5.7 billion in 2009).

Our R&D activities are directed toward developing the
technology innovations (such as three-dimensional Tri-Gate
and Hi-k metal gate transistor technologies) that we believe
will deliver our next generation of products, which will in turn
enable new form factors and usage models for businesses
and consumers. Our R&D activities range from designing and
developing new products and manufacturing processes to
researching future technologies and products.

We are focusing our R&D efforts on advanced computing
technologies, developing new microarchitectures, advancing
our silicon manufacturing process technology, delivering the
next generation of microprocessors and chipsets, improving
our platform initiatives, and developing software solutions and
tools to support our technologies. Our R&D efforts enable
new levels of performance and address areas such as energy
efficiency, security, scalability for multi-core architectures,
system manageability, and ease of use. We continue to make
significant R&D investments in the development of SoCs to
enable growth in areas such as smartphones, tablets, and
embedded applications. In addition, we continue to make
significant investments in wireless technologies, graphics,
and high-performance computing.
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As part of our R&D efforts, we plan to introduce a new
microarchitecture for our notebook, Ultrabook system,
desktop, and Intel Xeon processors approximately every two
years and ramp the next generation of silicon process
technology in the intervening years. We refer to this as our
“tick-tock” technology development cadence. In 2011, we
started manufacturing products (formerly code named Ivy
Bridge) using our new 22nm three-dimensional Tri-Gate
transistor process technology (22nm process technology).
This technology is the first to use a three-dimensional
transistor design, which is expected to improve performance

and energy efficiency compared to the existing
two-dimensional transistor structure, and significantly
decreases the power targets for notebook processors. We
expect to begin manufacturing products using a new
microarchitecture using our 22nm process technology in
2012. We are currently developing 14nm process technology,
our next-generation process technology, and expect to begin
manufacturing products using that technology in 2013. Our
leadership in silicon technology has enabled us to make
“Moore’s Law” a reality. Moore’s Law predicted that transistor
density on integrated circuits would double about every two
years.

Our leadership in silicon technology has also helped expand
on the advances anticipated by Moore’s Law by bringing new
capabilities into silicon and producing new products optimized
for a wider variety of applications. We have accelerated the
Intel Atom processor-based SoC roadmap for netbooks,
smartphones, tablets, and other devices, from 32nm through
22nm to 14nm within three successive years. Intel Atom
processors will eventually be on the same process
technology as our leading-edge products. We expect that this
acceleration will result in a significant reduction in transistor
leakage, lower active power, and an increase in transistor
density to enable more powerful smartphones, tablets, and
netbooks with more features and longer battery life.

Our R&D model is based on a global organization that
emphasizes a collaborative approach to identifying and
developing new technologies, leading standards initiatives,
and influencing regulatory policies to accelerate the adoption
of new technologies, including joint pathfinding conducted
between researchers at Intel Labs and our business groups.
We centrally manage key cross-business group product
initiatives to align and prioritize our R&D activities across
these groups. In addition, we may augment our R&D activities
by investing in companies or entering into agreements with
companies that have similar R&D focus areas, as well as
directly purchasing intellectual property rights (IP) applicable
to our R&D initiatives.

Employees

As of December 31, 2011, we had 100,100 employees
worldwide (82,500 as of December 25, 2010), with
approximately 55% of those employees located in the U.S.
(55% as of December 25, 2010). The majority of the increase
in employees was due to employees hired as a result of the
acquisitions of McAfee and the WLS business of Infineon.

Sales and Marketing

Customers

We sell our products primarily to OEMs and ODMs. ODMs
provide design and/or manufacturing services to branded and
unbranded private-label resellers. In addition, we sell our
products to other manufacturers, including makers of a wide
range of industrial and communications equipment. Our
customers also include those who buy PC components and
our other products through distributor, reseller, retail, and
OEM channels throughout the world.

Our worldwide reseller sales channel consists of thousands of
indirect customers—systems builders that purchase Intel
microprocessors and other products from our distributors. We
have a boxed processor program that allows distributors to
sell Intel microprocessors in small quantities to these
systems-builder customers; boxed processors are also
available in direct retail outlets.
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In 2011, Hewlett-Packard Company accounted for 19% of our
net revenue (21% in 2010 and 2009) and Dell Inc. accounted
for 15% of our net revenue (17% in 2010 and 2009). No other
customer accounted for more than 10% of our net revenue.
For information about revenue and operating income by
operating segment, and revenue from unaffiliated customers
by geographic region/country, see “Results of Operations” in
Part II, Item 7 and “Note 30: Operating Segment and
Geographic Information” in Part II, Item 8 of this Form 10-K.

Sales Arrangements

Our products are sold through sales offices throughout the
world. Sales of our products are typically made via purchase
order acknowledgments that contain standard terms and
conditions covering matters such as pricing, payment terms,
and warranties, as well as indemnities for issues specific to
our products, such as patent and copyright indemnities. From
time to time, we may enter into additional agreements with
customers covering, for example, changes from our standard
terms and conditions, new product development and
marketing, private-label branding, and other matters. Most of
our sales are made using electronic and web-based
processes that allow the customer to review inventory
availability and track the progress of specific goods ordered.
Pricing on particular products may vary based on volumes
ordered and other factors. We also offer discounts, rebates,
and other incentives to customers to increase acceptance of
our products and technology.

Our products are typically shipped under terms that transfer
title to the customer, even in arrangements for which the
recognition of revenue and related costs of sales is deferred.
Our standard terms and conditions of sale typically provide
that payment is due at a later date, generally 30 days after
shipment or delivery. Our credit department sets accounts
receivable and shipping limits for individual customers to
control credit risk to Intel arising from outstanding account
balances. We assess credit risk through quantitative and
qualitative analysis, and from this analysis, we establish
credit limits and determine whether we will use one or more
credit support devices, such as a third-party guarantee or
standby letter of credit, or credit insurance. Credit losses may
still be incurred due to bankruptcy, fraud, or other failure of
the customer to pay. For information about our allowance for
doubtful receivables, see “Schedule II—Valuation and
Qualifying Accounts” in Part IV of this Form 10-K.

Most of our sales to distributors are made under agreements
allowing for price protection on unsold merchandise and a
right of return on stipulated quantities of unsold merchandise.
Under the price protection program, we give distributors
credits for the difference between the original price paid and
the current price that we offer. On most products, there is no

contractual limit on the amount of price protection, nor is
there a limit on the time horizon under which price protection
is granted. The right of return granted generally consists of a
stock rotation program in which distributors are able to
exchange certain products based on the number of qualified
purchases made by the distributor. We have the option to
grant credit for, repair, or replace defective products, and
there is no contractual limit on the amount of credit that may
be granted to a distributor for defective products.

Distribution

Distributors typically handle a wide variety of products,
including those that compete with our products, and fill orders
for many customers. We also utilize third-party sales
representatives who generally do not offer directly
competitive products but may carry complementary items
manufactured by others. Sales representatives do not
maintain a product inventory; instead, their customers place
orders directly with us or through distributors. We have
several distribution warehouses that are located in close
proximity to key customers.

Backlog

Over time, our larger customers have generally moved to
lean-inventory or just-in-time operations rather than
maintaining larger inventories of our products. We have
arrangements with these customers to seek to quickly fill
orders from regional warehouses. As a result, our
manufacturing production is based on estimates and advance
non-binding commitments from customers as to future
purchases. Our order backlog as of any particular date is a
mix of these commitments and specific firm orders that are
made primarily pursuant to standard purchase orders for
delivery of products. Only a small portion of our orders is
non-cancelable, and the dollar amount associated with the
non-cancelable portion is not significant.

Seasonal Trends

Our platform sales generally have followed a seasonal trend.
Historically, our sales have been higher in the second half of
the year than in the first half of the year, accelerating in the
third quarter and peaking in the fourth quarter. Consumer and
business purchases of PCs have historically been higher in
the second half of the year.
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Marketing

Our corporate marketing objectives are to build a strong, well-
known Intel corporate brand that connects with businesses
and consumers, and to offer a limited number of meaningful
and valuable brands in our portfolio to aid businesses and
consumers in making informed choices about technology
purchases. The Intel® Core™ processor family and the Intel
Atom, Intel® Pentium®, Intel® Celeron®, Intel Xeon, and
Intel® Itanium® trademarks make up our processor brands.

We promote brand awareness and generate demand through
our own direct marketing as well as co-marketing programs.
Our direct marketing activities include television, print, and
Internet advertising, as well as press relations, consumer and
trade events, and industry and consumer communications.
We market to consumer and business audiences, and focus
on building awareness and generating demand for increased
performance, improved energy efficiency, and other
capabilities such as Internet connectivity and security.

Purchases by customers often allow them to participate in
cooperative advertising and marketing programs such as the
Intel Inside® Program. This program broadens the reach of
our brands beyond the scope of our own direct marketing.
Through the Intel Inside Program, certain customers are
licensed to place Intel logos on computing devices containing
our microprocessors and processor technologies, and to use
our brands in their marketing activities. The program includes
a market development component that accrues funds based
on purchases and partially reimburses the OEMs for
marketing activities for products featuring Intel brands,
subject to the OEMs meeting defined criteria. These
marketing activities primarily include television, print, and
Internet marketing. We have also entered into joint marketing
arrangements with certain customers.

Intellectual Property Rights and Licensing

IP that applies to our products and services includes patents,
copyrights, trade secrets, trademarks, and maskwork rights.
We maintain a program to protect our investment in
technology by attempting to ensure respect for our IP. The
extent of the legal protection given to different types of IP
varies under different countries’ legal systems. We intend to
license our IP where we can obtain adequate consideration.
See “Competition” earlier in this section, “Risk Factors” in
Part I, Item 1A, and “Note 29: Contingencies” in Part II, Item 8
of this Form 10-K.

We have obtained patents in the U.S. and other countries.
While our patents are an important element of our success,
our business as a whole is not significantly dependent on any
one patent. Because of the fast pace of innovation and

product development, and the comparative pace of
governments’ patenting processes, our products are often
obsolete before the patents related to them expire, and may
sometimes be obsolete before the patents related to them are
even granted. As we expand our products into new industries,
we also seek to extend our patent development efforts to
patent such products. Established competitors in existing and
new industries, as well as companies that purchase and
enforce patents and other IP, may already have patents
covering similar products. There is no assurance that we will
be able to obtain patents covering our own products, or that
we will be able to obtain licenses from other companies on
favorable terms or at all.

The software that we distribute, including software embedded
in our component-level and system-level products, is entitled
to copyright protection. To distinguish Intel products from our
competitors’ products, we have obtained trademarks and
trade names for our products, and we maintain cooperative
advertising programs with customers to promote our brands
and to identify products containing genuine Intel components.
We also protect details about our processes, products, and
strategies as trade secrets, keeping confidential the
information that we believe provides us with a competitive
advantage.

In the first quarter of 2011, we entered into a long-term patent
cross-license agreement with NVIDIA. Under the agreement,
we received a license to all of NVIDIA’s patents with a
capture period that runs through March 2017 while NVIDIA
products are licensed to our patents, subject to exclusions for
x86 products, certain chipsets, and certain flash memory
technology products.

Compliance with Environmental, Health, and Safety

Regulations

Our compliance efforts focus on monitoring regulatory and
resource trends and setting company-wide performance
targets for key resources and emissions. These targets
address several parameters, including product design;
chemical, energy, and water use; waste recycling; the source
of certain minerals used in our products; climate change; and
emissions.

Intel focuses on reducing natural resource use, the solid and
chemical waste by-products of our manufacturing processes,
and the environmental impact of our products. We currently
use a variety of materials in our manufacturing process that
have the potential to adversely impact the environment and
are subject to a variety of EHS laws and regulations. Over the
past several years, we have significantly reduced the use of
lead and halogenated flame retardants in our products and
manufacturing processes.
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We work with the U.S. Environmental Protection Agency
(EPA), non-governmental organizations, OEMs, and retailers
to help manage e-waste (which includes electronic products
nearing the end of their useful lives) and promote recycling.
The European Union requires producers of certain electrical
and electronic equipment to develop programs that allow
consumers to return products for recycling. Many states in the
U.S. have similar e-waste take-back laws. Although these
laws are typically targeted at the end electronic product and
not the component products that Intel manufactures, the
inconsistency of many e-waste take-back laws and the lack of
local e-waste management options in many areas pose a
challenge for our compliance efforts.

Intel is an industry leader in efforts to build ethical sourcing of
minerals for our products. Intel has partnered with the U.S.
State Department and the U.S. Agency for International
Development to create pilot programs that would allow for
tracking and tracing of our source materials, in particular
those minerals sourced from the Democratic Republic of the
Congo. In 2012, Intel will continue to work to establish a
conflict-free supply chain for our company and our industry.
Intel’s goal for 2012 is to verify that the tantalum we use in
our microprocessors is conflict-free, and our goal for 2013 is
to manufacture the world’s first verified, conflict-free
microprocessor.

Intel seeks to reduce our global greenhouse gas emissions
by investing in energy conservation projects in our factories
and working with suppliers to improve energy efficiency. We
take a holistic approach to power management, addressing
the challenge at the silicon, package, circuit, micro/macro
architecture, platform, and software levels. We recognize that
climate change may cause general economic risk. For further
information on the risks of climate change, see “Risk Factors”
in Part I, Item 1A of this Form 10-K. We see the potential for
higher energy costs driven by climate change regulations.
This could include items applied to utilities that are passed
along to customers, such as carbon taxes or costs associated
with obtaining permits for our U.S. manufacturing operations,
emission cap and trade programs, or renewable portfolio
standards.

We are committed to sustainability and take a leadership
position in promoting voluntary environmental initiatives and
working proactively with governments, environmental groups,
and industry to promote global environmental sustainability.
We believe that technology will be fundamental to finding
solutions to the world’s environmental challenges, and we are
joining forces with industry, business, and governments to
find and promote ways that technology can be used as a tool
to combat climate change.

We have been purchasing wind power and other forms of
renewable energy at some of our major sites for several
years. We purchase renewable energy certificates under a
multi-year contract. The purchase has placed Intel at the top
of the EPA’s Green Power Partnership for the past four years
and was intended to help stimulate the market for green
power, leading to additional generating capacity and,
ultimately, lower costs.

Distribution of Company Information

Our Internet address is www.intel.com. We publish voluntary
reports on our web site that outline our performance with
respect to corporate responsibility, including EHS
compliance.

We use our Investor Relations web site, www.intc.com, as a
routine channel for distribution of important information,
including news releases, analyst presentations, and financial
information. We post filings as soon as reasonably
practicable after they are electronically filed with, or furnished
to, the U.S. Securities and Exchange Commission (SEC),
including our annual and quarterly reports on Forms 10-K and
10-Q and current reports on Form 8-K; our proxy statements;
and any amendments to those reports or statements. All such
postings and filings are available on our Investor Relations
web site free of charge. In addition, our Investor Relations
web site allows interested persons to sign up to automatically
receive e-mail alerts when we post news releases and
financial information. The SEC’s web site, www.sec.gov,
contains reports, proxy and information statements, and other
information regarding issuers that file electronically with the
SEC. The content on any web site referred to in this Form
10-K is not incorporated by reference in this Form 10-K
unless expressly noted.
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Executive Officers of the Registrant

The following sets forth certain information with regard to our executive officers as of February 23, 2012 (ages are as of
December 31, 2011):

Andy D. Bryant, age 61
• 2012 – present, Vice Chairman of the Board
• 2011 – 2012, Vice Chairman of the Board, Executive VP,

Technology, Manufacturing and Enterprise
Services, Chief Administrative Officer

• 2009 – 2011, Executive VP, Technology, Manufacturing,
and Enterprise Services, Chief
Administrative Officer

• 2007 – 2009, Executive VP, Finance and Enterprise
Services, Chief Administrative Officer

• 2001 – 2007, Executive VP, Chief Financial and
Enterprise Services Officer

• Member of Intel Corporation Board of Directors
• Member of Columbia Sportswear Company Board of

Directors
• Member of McKesson Corporation Board of Directors
• Joined Intel 1981

William M. Holt, age 59
• 2006 – present, Senior VP, GM, Technology and

Manufacturing Group
• 2005 – 2006, VP, Co-GM, Technology and

Manufacturing Group
• Joined Intel 1974

Thomas M. Kilroy, age 54
• 2010 – present, Senior VP, GM, Sales and Marketing

Group
• 2009 – 2010, VP, GM, Sales and Marketing Group
• 2005 – 2009, VP, GM, Digital Enterprise Group
• Joined Intel 1990

Brian M. Krzanich, age 51
• 2012 – present, Senior VP, Chief Operating Officer
• 2010 – 2012, Senior VP, GM, Manufacturing and Supply

Chain
• 2006 – 2010, VP, GM, Assembly and Test
• Joined Intel 1982

A. Douglas Melamed, age 66
• 2009 – present, Senior VP, General Counsel
• 2001 – 2009, Partner, Wilmer Cutler Pickering Hale and

Dorr LLP
• Joined Intel 2009

Paul S. Otellini, age 61
• 2005 – present, President, Chief Executive Officer
• Member of Intel Corporation Board of Directors
• Member of Google, Inc. Board of Directors
• Joined Intel 1974

David Perlmutter, age 58
• 2012 – present, Executive VP, GM, Intel Architecture

Group, Chief Product Officer
• 2009 – 2012, Executive VP, GM, Intel Architecture

Group
• 2007 – 2009, Executive VP, GM, Mobility Group
• 2005 – 2007, Senior VP, GM, Mobility Group
• Joined Intel 1980

Stacy J. Smith, age 49
• 2010 – present, Senior VP, Chief Financial Officer
• 2007 – 2010, VP, Chief Financial Officer
• 2006 – 2007, VP, Assistant Chief Financial Officer
• 2004 – 2006, VP, Finance and Enterprise Services,

Chief Information Officer
• Member of Autodesk, Inc. Board of Directors
• Member of Gevo, Inc. Board of Directors
• Joined Intel 1988

Arvind Sodhani, age 57
• 2007 – present, Executive VP of Intel, President of Intel

Capital
• 2005 – 2007, Senior VP of Intel, President of Intel

Capital

• Member of SMART Technologies, Inc. Board of Directors
• Joined Intel 1981
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ITEM 1A. RISK FACTORS

Changes in product demand may harm our financial

results and are hard to predict.

If product demand decreases, our revenue and profit could be
harmed. Important factors that could cause demand for our
products to decrease include changes in:
• business conditions, including downturns in the

computing industry, regional economies, and the overall
economy;

• consumer confidence or income levels caused by
changes in market conditions, including changes in
government borrowing, taxation, or spending policies; the
credit market; or expected inflation, employment, and
energy or other commodity prices;

• the level of customers’ inventories;
• competitive and pricing pressures, including actions

taken by competitors;
• customer product needs;
• market acceptance of our products and maturing product

cycles; and
• the high-technology supply chain, including supply

constraints caused by natural disasters or other events.

Our operations have high costs, such as those related to facility
construction and equipment, R&D, and employment and training
of a highly skilled workforce, that are either fixed or difficult to
reduce in the short term. At the same time, demand for our
products is highly variable. If product demand decreases or we
fail to forecast demand accurately, we could be required to write
off inventory or record excess capacity charges, which would
lower our gross margin. Our manufacturing or assembly and test
capacity could be underutilized, and we may be required to write
down our long-lived assets, which would increase our expenses.
Factory-planning decisions may shorten the useful lives of
facilities and equipment and cause us to accelerate depreciation.
If product demand increases, we may be unable to add capacity
fast enough to meet market demand. These changes in product
demand, and changes in our customers’ product needs, could
negatively affect our competitive position and may reduce our
revenue, increase our costs, lower our gross margin percentage,
or require us to write down our assets.

We operate in highly competitive industries, and our

failure to anticipate and respond to technological and

market developments could harm our ability to compete.

We operate in highly competitive industries that experience
rapid technological and market developments, changes in
industry standards, changes in customer needs, and frequent
product introductions and improvements. If we are unable to
anticipate and respond to these developments, we may
weaken our competitive position, and our products or
technologies may be uncompetitive or obsolete. As
computing market segments emerge, such as netbooks,
smartphones, tablets, and consumer electronics devices, we
face new sources of competition and customers with different
needs than customers in our PC business. To be successful,
we need to cultivate new industry relationships in these
market segments. As the number and variety of

Internet-connected devices increase, we need to improve the
cost, connectivity, energy efficiency, and security of our
platforms to succeed in these new market segments. And we
need to expand our software capabilities in order to provide
customers with complete computing solutions.

To compete successfully, we must maintain a successful
R&D effort, develop new products and production processes,
and improve our existing products and processes ahead of
competitors. Our R&D efforts are critical to our success and
are aimed at solving complex problems, and we do not
expect that all of our projects will be successful. We may be
unable to develop and market new products successfully, the
products we invest in and develop may not be well received
by customers, and products and technologies offered by
others may affect demand for our products. These types of
events could negatively affect our competitive position and
may reduce revenue, increase costs, lower gross margin
percentage, or require us to impair our assets.

Changes in the mix of products sold may harm our

financial results.

Because of the wide price differences in notebook, netbook,
smartphone, tablet, desktop, and server microprocessors, the
mix of microprocessors sold affects the average selling prices of
our products and has a large impact on our revenue and gross
margin. Our financial results also depend on the mix of other
products that we sell, such as chipsets, flash memory, and other
semiconductor products. More recently introduced products tend
to have higher costs because of initial development and
production, and changes in the mix of products sold may affect
our ability to recover our fixed costs and product investments.

Our global operations subject us to risks that may harm

our results of operations and financial condition.

We have sales offices, R&D, manufacturing, assembly and
test facilities, and other facilities in many countries, and some
business activities may be concentrated in one or more
geographic areas. As a result, our ability to manufacture,
assemble and test, design, develop, or sell products may be
affected by:
• security concerns, such as armed conflict and civil or

military unrest, crime, political instability, and terrorist
activity;

• natural disasters and health concerns;
• inefficient and limited infrastructure and disruptions, such

as supply chain interruptions and large-scale outages or
interruptions of service from utilities, transportation, or
telecommunications providers;

• restrictions on our operations by governments seeking to
support local industries, nationalization of our operations,
and restrictions on our ability to repatriate earnings;

• differing employment practices and labor issues; and
• local business and cultural factors that differ from our

normal standards and practices, including business
practices that we are prohibited from engaging in by the
Foreign Corrupt Practices Act (FCPA) and other anti-
corruption laws and regulations.
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Legal and regulatory requirements differ among jurisdictions
worldwide. Violations of these laws and regulations could
result in fines; criminal sanctions against us, our officers, or
our employees; prohibitions on the conduct of our business;
and damage to our reputation. Although we have policies,
controls, and procedures designed to ensure compliance with
these laws, our employees, contractors, or agents may
violate our policies.

Although most of our sales occur in U.S. dollars, expenses
such as payroll, utilities, tax, and marketing expenses may be
paid in local currencies. We also conduct certain investing
and financing activities in local currencies. Our hedging
programs reduce, but do not eliminate, the impact of currency
exchange rate movements; therefore, changes in exchange
rates could harm our results and financial condition. Changes
in tariff and import regulations and in U.S. and non-U.S.
monetary policies may harm our results and financial
condition by increasing our expenses and reducing revenue.
Varying tax rates in different jurisdictions could harm our
results of operations and financial condition by increasing our
overall tax rate.

We maintain a program of insurance coverage for a variety of
property, casualty, and other risks. We place our insurance
coverage with multiple carriers in numerous jurisdictions.
However, one or more of our insurance providers may be
unable or unwilling to pay a claim. The types and amounts of
insurance we obtain vary depending on availability, cost, and
decisions with respect to risk retention. The policies have
deductibles and exclusions that result in us retaining a level
of self-insurance. Losses not covered by insurance may be
large, which could harm our results of operations and
financial condition.

Failure to meet our production targets, resulting in

undersupply or oversupply of products, may harm our

business and results of operations.

Production of integrated circuits is a complex process.
Disruptions in this process can result from errors; difficulties
in our development and implementation of new processes;
defects in materials; disruptions in our supply of materials or
resources; and disruptions at our fabrication and assembly
and test facilities due to accidents, maintenance issues, or
unsafe working conditions—all of which could affect the
timing of production ramps and yields. We may not be
successful or efficient in developing or implementing new
production processes. Production issues may result in our
failure to meet or increase production as desired, resulting in
higher costs or large decreases in yields, which could affect
our ability to produce sufficient volume to meet product
demand. The unavailability or reduced availability of products
could make it more difficult to deliver computing platforms.
The occurrence of these events could harm our business and
results of operations.

We may have difficulties obtaining the resources or

products we need for manufacturing, assembling and

testing our products, or operating other aspects of our

business, which could harm our ability to meet demand

and increase our costs.

We have thousands of suppliers providing materials that we
use in production and other aspects of our business, and we
seek, where possible, to have several sources of supply for
all of those materials. However, we may rely on a single or a
limited number of suppliers, or upon suppliers in a single
location, for these materials. The inability of suppliers to
deliver adequate supplies of production materials or other
supplies could disrupt our production processes or make it
more difficult for us to implement our business strategy.
Production could be disrupted by the unavailability of
resources used in production, such as water, silicon,
electricity, gases, and other materials. Future environmental
regulations could restrict the supply or increase the cost of
materials that we use in our business and make it more
difficult to obtain permits to build or modify manufacturing
capacity to meet demand. The unavailability or reduced
availability of materials or resources may require us to reduce
production or incur additional costs. The occurrence of these
events could harm our business and results of operations.

Costs related to product defects and errata may harm our

results of operations and business.

Costs of product defects and errata (deviations from
published specifications) due to, for example, problems in our
design and manufacturing processes, could include:
• writing off the value of inventory;
• disposing of products that cannot be fixed;
• recalling products that have been shipped;
• providing product replacements or modifications; and
• defending against litigation.

These costs could be large and may increase expenses and
lower gross margin. Our reputation with customers or end
users could be damaged as a result of product defects and
errata, and product demand could be reduced. The
announcement of product defects and errata could cause
customers to purchase products from competitors as a result
of possible shortages of Intel components or for other
reasons. These factors could harm our business and financial
results.
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Third parties may attempt to breach our network

security, which could damage our reputation and

financial results.

We regularly face attempts by others to gain unauthorized
access through the Internet or introduce malicious software to
our IT systems. These attempts—which might be the result of
industrial or other espionage, or actions by hackers seeking
to harm the company, its products, or end users—are
sometimes successful. In part because of the high profile of
our McAfee subsidiary in the network and system protection
business, we might become a target of computer hackers
who create viruses to sabotage or otherwise attack our
products and services. Hackers might attempt to penetrate
our network security and gain access to our network and our
data centers, steal proprietary information, including
personally identifiable information, or interrupt our internal
systems and services. We seek to detect and investigate
these security incidents and to prevent their recurrence, but in
some cases we might be unaware of an incident or its
magnitude and effects.

Third parties may claim infringement of IP, which could

harm our business.

We may face IP infringement claims from individuals and
companies, including those who have acquired patent
portfolios to assert claims against other companies. We are
engaged in a number of litigation matters involving IP. Claims
that our products or processes infringe the IP of others could
cause us to incur large costs to respond to, defend, and
resolve the claims, and may divert the efforts and attention of
management and technical personnel. As a result of IP
infringement claims, we could:
• pay infringement claims;
• stop manufacturing, using, or selling products or

technology subject to infringement claims;
• develop other products or technology not subject to

infringement claims, which could be time-consuming and
costly or may not be possible; or

• license technology from the party claiming infringement,
which license may not be available on commercially
reasonable terms.

These actions could harm our competitive position, result in
expenses, or require us to impair our assets. If we alter or
stop production of affected items, our revenue could be
harmed.

We may be unable to enforce or protect our IP, which

may harm our ability to compete and harm our business.

Our ability to enforce our patents, copyrights, software
licenses, and other IP is subject to general litigation risks, as
well as uncertainty as to the enforceability of our IP in various
countries. When we seek to enforce our rights, we are often
subject to claims that the IP is invalid, not enforceable, or
licensed to the opposing party. Our assertion of IP often
results in the other party seeking to assert claims against us,

which could harm our business. Governments may adopt
regulations—and governments or courts may render
decisions—requiring compulsory licensing of IP, or
governments may require products to meet standards that
serve to favor local companies. Our inability to enforce our IP
under these circumstances may harm our competitive
position and business.

We may be subject to IP theft or misuse, which could

result in claims and harm our business and results of

operations.

The theft or unauthorized use or publication of our trade
secrets and other confidential business information could
harm our competitive position and reduce acceptance of our
products; the value of our investment in R&D, product
development, and marketing could be reduced; and third
parties might make claims related to losses of confidential or
proprietary information or end-user data, or system reliability.
These incidents and claims could severely disrupt our
business, and we could suffer losses, including the cost of
product recalls and returns and reputational harm.

Our licenses with other companies and participation in

industry initiatives may allow competitors to use our

patent rights.

Companies in the computing industry often bilaterally license
patents between each other to settle disputes or as part of
business agreements between them. Our competitors may
have licenses to our patents, and under current case law,
some of the licenses may permit these competitors to pass
our patent rights on to others under some circumstances. Our
participation in industry standards organizations or with other
industry initiatives may require us to license our patents to
companies that adopt industry-standard specifications.
Depending on the rules of the organization, we might have to
grant these licenses to our patents for little or no cost, and as
a result, we may be unable to enforce certain patents against
others, our costs of enforcing our licenses or protecting our
patents may increase, and the value of our IP may be
impaired.

Litigation or regulatory proceedings could harm our

business.

We may face legal claims or regulatory matters involving
stockholder, consumer, competition, and other issues on a
global basis. As described in “Note 29: Contingencies” in Part
II, Item 8 of this Form 10-K, we are engaged in a number of
litigation and regulatory matters. Litigation and regulatory
proceedings are inherently uncertain, and adverse rulings
could occur, including monetary damages, or an injunction
stopping us from manufacturing or selling products, engaging
in business practices, or requiring other remedies, such as
compulsory licensing of patents.
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We face risks related to sales through distributors and

other third parties.

We sell a portion of our products through third parties such as
distributors, value-added resellers, OEMs, Internet service
providers, and channel partners (collectively referred to as
distributors). Using third parties for distribution exposes us to
many risks, including competitive pressure, concentration,
credit risk, and compliance risks. Distributors may sell
products that compete with our products, and we may need to
provide financial and other incentives to focus distributors on
the sale of our products. We may rely on one or more key
distributors for a product, and the loss of these distributors
could reduce our revenue. Distributors may face financial
difficulties, including bankruptcy, which could harm our
collection of accounts receivable and financial results.
Violations of FCPA or similar laws by distributors or other
third-party intermediaries could have a material impact on our
business. Failing to manage risks related to our use of
distributors may reduce sales, increase expenses, and
weaken our competitive position.

We face risks related to sales to government entities.

We derive a portion of our revenue from sales to government
entities and their respective agencies. Government demand
and payment for our products may be affected by public
sector budgetary cycles and funding authorizations.
Government contracts are subject to oversight, including
special rules on accounting, expenses, reviews, and security.
Failing to comply with these rules could result in civil and
criminal penalties and sanctions, including termination of
contracts, fines and suspensions, or debarment from future
government business.

We invest in companies for strategic reasons and may

not realize a return on our investments.

We make investments in companies around the world to
further strategic objectives and support key business
initiatives. These investments include equity or debt
instruments of public or private companies, and many of
these instruments are non-marketable at the time of our initial
investment. Companies range from early-stage companies
that are still defining their strategic direction to more mature
companies with established revenue streams and business
models. The companies in which we invest may fail because
they may be unable to secure additional funding, obtain
favorable terms for future financings, or participate in liquidity
events such as public offerings, mergers, and private sales. If
any of these private companies fail, we could lose all or part
of our investment. If we determine that an other-than-
temporary decline in the fair value exists for an investment,
we write down the investment to its fair value and recognize a
loss. We have large investments in the flash memory market
segment, and declines in this market segment or changes in
management’s plans with respect to our investments in this
market segment could result in large impairment charges,
impacting gains (losses) on equity investments, net.

When the strategic objectives of an investment have been
achieved, or if the investment or business diverges from our
strategic objectives, we may decide to dispose of the
investment. We may incur losses on the disposal of
non-marketable investments. For cases in which we are
required under equity method accounting to recognize a
proportionate share of another company’s income or loss,
such income or loss may impact earnings. Gains or losses
from equity securities could vary from expectations,
depending on gains or losses realized on the sale or
exchange of securities, gains or losses from equity
investments, and impairment charges for equity and other
investments.

Our results of operations could vary as a result of the

methods, estimates, and judgments that we use in

applying accounting policies.

The methods, estimates, and judgments that we use in
applying accounting policies have a large impact on our
results of operations. For further information, see “Critical
Accounting Estimates” in Part II, Item 7 of this Form 10-K.
These methods, estimates, and judgments are subject to
large risks, uncertainties, and assumptions, and changes
could affect our results of operations.

Changes in our effective tax rate may harm our results of

operations.

A number of factors may increase our effective tax rates,
which could reduce our net income, including:
• the jurisdictions in which profits are determined to be

earned and taxed;
• the resolution of issues arising from tax audits;
• changes in the valuation of our deferred tax assets and

liabilities, and in deferred tax valuation allowances;
• adjustments to income taxes upon finalization of tax

returns;
• increases in expenses not deductible for tax purposes,

including write-offs of acquired in-process research and
development and impairments of goodwill;

• changes in available tax credits;
• changes in tax laws or their interpretation, including

changes in the U.S. to the taxation of foreign income and
expenses;

• changes in U.S. generally accepted accounting
principles; and

• our decision to repatriate non-U.S. earnings for which we
have not previously provided for U.S. taxes.
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Decisions about the scope of operations of our business

could affect our results of operations and financial

condition.

Changes in the business environment could lead to changes
in the scope of our operations, resulting in restructuring and
asset impairment charges. Factors that could affect our
results of operations and financial condition due to a change
in the scope of our operations include:
• timing and execution of plans and programs subject to

local labor law requirements, including consultation with
work councils;

• changes in assumptions related to severance and
postretirement costs;

• divestitures;
• new business initiatives and changes in product

roadmap, development, and manufacturing;
• changes in employment levels and turnover rates;
• changes in product demand and the business

environment; and
• changes in the fair value of long-lived assets.

Our acquisitions, divestitures, and other transactions

could disrupt our ongoing business and harm our results

of operations.

In pursuing our business strategy, we routinely conduct
discussions, evaluate opportunities, and enter into
agreements for possible investments, acquisitions,
divestitures, and other transactions, such as joint ventures.
Acquisitions and other transactions involve large challenges
and risks, including risks that:
• we may be unable to identify opportunities on terms

acceptable to us;
• the transaction may not advance our business strategy;
• we may not realize a satisfactory return;
• we may be unable to retain key personnel;
• we may experience difficulty in integrating new

employees, business systems, and technology;
• acquired businesses may not have adequate controls,

processes, and procedures to ensure compliance with
laws and regulations, and our due diligence process may
not identify compliance issues or other liabilities;

• we may have difficulty entering new market segments; or
• we may be unable to retain the customers and partners

of acquired businesses.

When we decide to sell assets or a business, we may have
difficulty selling on acceptable terms in a timely manner, and
the agreed terms and financing arrangements could be
renegotiated due to changes in business or market
conditions. These circumstances could delay the
achievement of our strategic objectives or cause us to incur
added expense, or we may sell a business at a price or on
terms that are less favorable than we had anticipated,
resulting in a loss on the transaction.

If we do enter into agreements with respect to acquisitions,
divestitures, or other transactions, we may fail to complete
them due to factors such as:
• failure to obtain regulatory or other approvals;
• IP disputes or other litigation; or
• difficulties obtaining financing for the transaction.

Our failure to comply with environmental laws and

regulations could harm our business and results of

operations.

The manufacturing and assembling and testing of our
products require the use of hazardous materials that are
subject to a broad array of EHS laws and regulations. Our
failure to comply with these laws or regulations could result
in:
• regulatory penalties, fines, and legal liabilities;
• suspension of production;
• alteration of our fabrication and assembly and test

processes; and
• restrictions on our operations or sales.

Our failure to manage the use, transportation, emissions,
discharge, storage, recycling, or disposal of hazardous
materials could lead to increased costs or future liabilities.
Environmental laws and regulations could also require us to
acquire pollution abatement or remediation equipment,
modify product designs, or incur other expenses. Many new
materials that we are evaluating for use in our operations may
be subject to regulation under environmental laws and
regulations. These restrictions could harm our business and
results of operations by increasing our expenses or requiring
us to alter manufacturing and assembly and test processes.
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Climate change poses both regulatory and physical risks

that could harm our results of operations and affect the

way we conduct business.

In addition to the possible direct economic impact that climate
change could have on us, climate change mitigation
programs and regulations can increase our costs. The cost of
perfluorocompounds (PFCs)—a gas that we use in
manufacturing—could increase under some climate-change-
focused emissions trading programs that may be imposed by
regulation. If the use of PFCs is prohibited, we would need to
obtain substitute materials that may cost more or be less
available for our manufacturing operations. Air-quality permit
requirements for our manufacturing operations could become
more burdensome and cause delays in our ability to modify or
build additional manufacturing capacity. Under recently
adopted greenhouse gas regulations in the U.S., many of our
manufacturing facilities have become “major” sources under
the Clean Air Act. At a minimum, this change in status results
in some uncertainty as the EPA adopts guidance on its
greenhouse gas regulations. Due to the dynamic nature of
our operations, it is likely that these regulations will result in
increased costs for our U.S. operations. These cost increases
could be associated with new air pollution control
requirements, and increased or new monitoring,
recordkeeping, and reporting of greenhouse gas emissions.

We also see the potential for higher energy costs driven by
climate change regulations. Our costs could increase if utility
companies pass on their costs, such as those associated with
carbon taxes, emission cap and trade programs, or
renewable portfolio standards. While we maintain business
recovery plans that are intended to allow us to recover from
natural disasters or other events that can be disruptive to our
business, we cannot be sure that our plans will fully protect
us from all such disasters or events. Many of our operations
are located in semi-arid regions, such as Israel and the
southwestern U.S. Some scenarios predict that these regions
may become even more vulnerable to prolonged droughts
due to climate change.

A number of factors could lower interest and other, net,

harming our results of operations.

Factors that could lower interest and other, net in our income
statements include changes in fixed-income, equity, and
credit markets; foreign currency exchange rates; interest
rates; credit standing of financial instrument counterparties;
our cash and investment balances; and our indebtedness.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 2. PROPERTIES

As of December 31, 2011, our major facilities consisted of:

(Square Feet in Millions)
United
States

Other
Countries Total

Owned facilities1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.8 17.9 43.7
Leased facilities2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.6 4.8 7.4

Total facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28.4 22.7 51.1

1 Leases on portions of the land used for these facilities expire on varying dates through 2062.
2 Leases expire on varying dates through 2028 and generally include renewals at our option.

Our principal executive offices are located in the U.S. The substantial majority of our wafer fabrication activities are also located in
the U.S. In addition to our current facilities, we are building a development fabrication facility in Oregon that is scheduled for R&D
start-up in 2013, as well as a leading-edge technology, large-scale 14nm fabrication facility in Arizona that is expected to be
completed in 2013. These new facilities will allow us to widen our process technology lead as we focus on both 22nm and 14nm
manufacturing process technology. We expect incremental opportunities in unit growth and product mix as a result of these new
facilities. Outside the U.S., we have wafer fabrication at our facilities in Ireland, China, and Israel. Our assembly and test facilities
are located in Malaysia, China, Costa Rica, and Vietnam. In addition, we have sales and marketing offices worldwide that are
generally located near major concentrations of customers.

We believe that our facilities detailed above are suitable and adequate for our present purposes and that the productive capacity
in our facilities is substantially being utilized or we have plans to utilize it.

We do not identify or allocate assets by operating segment. For information on net property, plant and equipment by country, see
“Note 30: Operating Segment and Geographic Information” in Part II, Item 8 of this Form 10-K.

ITEM 3. LEGAL PROCEEDINGS

For a discussion of legal proceedings, see “Note 29: Contingencies” in Part II, Item 8 of this Form 10-K.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES

Information regarding the market price range of Intel common stock and dividend information may be found in “Financial
Information by Quarter (Unaudited)” in Part II, Item 8 of this Form 10-K.

As of February 10, 2012, there were approximately 158,000 registered holders of record of Intel’s common stock. A substantially
greater number of holders of Intel common stock are “street name” or beneficial holders, whose shares are held of record by
banks, brokers, and other financial institutions.

Issuer Purchases of Equity Securities

We have an ongoing authorization, since October 2005, as amended, from our Board of Directors to repurchase up to $45 billion
in shares of our common stock in open market or negotiated transactions. This amount includes $20 billion of increases in the
authorization limit approved by our Board of Directors in 2011. As of December 31, 2011, $10.1 billion remained available for
repurchase under the existing repurchase authorization limit.

Common stock repurchase activity under our authorized plan in each quarter of 2011 was as follows (in millions, except per share
amounts):

Period
Total Number of

Shares Purchased
Average Price
Paid Per Share

Total Number of
Shares Purchased
as Part of Publicly
Announced Plans

December 26, 2010 – April 2, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . 189.1 $ 21.15 189.1
April 3, 2011 – July 2, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93.3 $ 21.45 93.3
July 3, 2011 – October 1, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186.2 $ 21.48 186.2
October 2, 2011 – December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . 173.7 $ 23.80 173.7

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 642.3 $ 22.01 642.3

Common stock repurchase activity under our authorized plan during the fourth quarter of 2011 was as follows (in millions, except
per share amounts):

Period
Total Number of

Shares Purchased
Average Price
Paid Per Share

Total Number of
Shares Purchased
as Part of Publicly
Announced Plans

Dollar Value of
Shares That May

Yet Be Purchased
Under the Plans

October 2, 2011 – October 29, 2011 . . . . . . . . . 51.1 $ 22.88 51.1 $ 13,062
October 30, 2011 – November 26, 2011 . . . . . . 50.9 $ 24.39 50.9 $ 11,819
November 27, 2011 – December 31, 2011 . . . . 71.7 $ 24.03 71.7 $ 10,098

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 173.7 $ 23.80 173.7

For the majority of restricted stock units granted, the number of shares issued on the date the restricted stock units vest is net of
the minimum statutory withholding requirements that we pay in cash to the appropriate taxing authorities on behalf of our
employees. These withheld shares are not considered common stock repurchases under our authorized plan and are not
included in the common stock repurchase totals in the preceding table. For further discussion, see “Note 25: Common Stock
Repurchases” in Part II, Item 8 of this Form 10-K.
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Stock Performance Graph

The line graph below compares the cumulative total stockholder return on our common stock with the cumulative total return of
the Dow Jones U.S. Technology Index* and the Standard & Poor’s S&P 500* Index for the five years ended December 31, 2011.
The graph and table assume that $100 was invested on December 29, 2006 (the last day of trading for the fiscal year ended
December 30, 2006) in each of our common stock, the Dow Jones U.S. Technology Index, and the S&P 500 Index, and that all
dividends were reinvested. Cumulative total stockholder returns for our common stock, the Dow Jones U.S. Technology Index,
and the S&P 500 Index are based on our fiscal year.

Comparison of Five-Year Cumulative Return for Intel,

the Dow Jones U.S. Technology Index*, and the S&P 500* Index

2006 2007 2008 2009 2010 2011

Intel Corporation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 100 $ 135 $ 73 $ 109 $ 115 $ 141
Dow Jones U.S. Technology Index . . . . . . . . . . . . . . . . . . . . . . . . . . $ 100 $ 117 $ 64 $ 109 $ 123 $ 123
S&P 500 Index . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 100 $ 106 $ 64 $ 85 $ 97 $ 99

21



ITEM 6. SELECTED FINANCIAL DATA

(In Millions, Except Per Share Amounts) 2011 2010 2009 2008 2007

Net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 53,999 $ 43,623 $ 35,127 $ 37,586 $ 38,334
Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 33,757 $ 28,491 $ 19,561 $ 20,844 $ 19,904
Research and development . . . . . . . . . . . . . . . . . . . . $ 8,350 $ 6,576 $ 5,653 $ 5,722 $ 5,755
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 17,477 $ 15,588 $ 5,711 $ 8,954 $ 8,216
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12,942 $ 11,464 $ 4,369 $ 5,292 $ 6,976
Earnings per common share

Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.46 $ 2.06 $ 0.79 $ 0.93 $ 1.20
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.39 $ 2.01 $ 0.77 $ 0.92 $ 1.18

Weighted average diluted common shares
outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,411 5,696 5,645 5,748 5,936

Dividends per common share
Declared . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.7824 $ 0.63 $ 0.56 $ 0.5475 $ 0.45
Paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.7824 $ 0.63 $ 0.56 $ 0.5475 $ 0.45

Net cash provided by operating activities . . . . . . . . . $ 20,963 $ 16,692 $ 11,170 $ 10,926 $ 12,625
Additions to property, plant and equipment . . . . . . . . $ 10,764 $ 5,207 $ 4,515 $ 5,197 $ 5,000

(Dollars in Millions) Dec. 31, 2011 Dec. 25, 2010 Dec. 26, 2009 Dec. 27, 2008 Dec. 29, 2007

Property, plant and equipment, net . . . . . . . . . . . . . . $ 23,627 $ 17,899 $ 17,225 $ 17,574 $ 16,938
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 71,119 $ 63,186 $ 53,095 $ 50,472 $ 55,664
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,084 $ 2,077 $ 2,049 $ 1,185 $ 1,269
Stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . $ 45,911 $ 49,430 $ 41,704 $ 39,546 $ 43,220
Employees (in thousands) . . . . . . . . . . . . . . . . . . . . . 100.1 82.5 79.8 83.9 86.3

In 2011, we acquired McAfee and the WLS business of Infineon, which operates as Intel Mobile Communications. For further
information, see “Note 14: Acquisitions” in Part II, Item 8 of this Form 10-K.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Our Management’s Discussion and Analysis of Financial
Condition and Results of Operations (MD&A) is provided in
addition to the accompanying consolidated financial
statements and notes to assist readers in understanding our
results of operations, financial condition, and cash flows.
MD&A is organized as follows:
• Overview. Discussion of our business and overall

analysis of financial and other highlights affecting the
company in order to provide context for the remainder of
MD&A.

• Critical Accounting Estimates. Accounting estimates that
we believe are most important to understanding the
assumptions and judgments incorporated in our reported
financial results and forecasts.

• Results of Operations. An analysis of our financial results
comparing 2011 to 2010 and comparing 2010 to 2009. In
the first quarter of 2011, we formed the Netbook and Tablet
Group (NTG), which includes microprocessors and related
chipsets designed for the netbook and tablet market
segments. NTG results were previously included in the
results of the PC Client Group and are now included in the
other Intel architecture operating segments category. The
analysis of our operating segment results of operations
reflects this reorganization, and prior-period amounts have
been adjusted retrospectively.

• Liquidity and Capital Resources. An analysis of changes
in our balance sheets and cash flows, and discussion of
our financial condition and potential sources of liquidity.

• Fair Value of Financial Instruments. Discussion of the
methodologies used in the valuation of our financial
instruments.

• Contractual Obligations and Off-Balance-Sheet
Arrangements. Overview of contractual obligations,
contingent liabilities, commitments, and off-balance-
sheet arrangements outstanding as of December 31,
2011, including expected payment schedule.

The various sections of this MD&A contain a number of
forward-looking statements. Words such as “expects,”
“goals,” “plans,” “believes,” “continues,” “may,” “will,” and
variations of such words and similar expressions are intended
to identify such forward-looking statements. In addition, any
statements that refer to projections of our future financial
performance, our anticipated growth and trends in our
businesses, and other characterizations of future events or
circumstances are forward-looking statements. Such
statements are based on our current expectations and could
be affected by the uncertainties and risk factors described
throughout this filing and particularly in “Risk Factors” in
Part I, Item 1A of this Form 10-K. Our actual results may
differ materially, and these forward-looking statements do not
reflect the potential impact of any divestitures, mergers,
acquisitions, or other business combinations that had not
been completed as of February 23, 2012.

Overview

Our results of operations were as follows:

Three Months Ended Twelve Months Ended

(Dollars in Millions)
Dec. 31,

2011
Oct. 1,
2011

Dec. 31,
2011

Dec. 25,
2010

Net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 13,887 $ 14,233 $ 53,999 $ 43,623
Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,952 $ 9,018 $ 33,757 $ 28,491
Gross margin percentage . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.5% 63.4% 62.5% 65.3%
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,599 $ 4,785 $ 17,477 $ 15,588
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,360 $ 3,468 $ 12,942 $ 11,464
Diluted earnings per common share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.64 $ 0.65 $ 2.39 $ 2.01

2011 was our most profitable year, with record revenue,
operating income, net income, and earnings per share.
Revenue of $54.0 billion was up $10.4 billion, or 24% from a
year ago, and was our second year in a row with revenue
growing over 20%. We saw growth in 2011 in both our client
business and our data center business. Our client business is
benefiting as rising incomes increase the affordability of PCs
in emerging markets. Our data center business is benefiting
as the increasing number of devices that compute and
connect to the Internet drives the build-out of the cloud
infrastructure. Additionally, we completed the acquisitions of
McAfee and the WLS business of Infineon in 2011, which
combined contributed approximately $3.6 billion to our
revenue growth. Our 2011 gross margin percentage was
down 2.8 percentage points compared to 2010. The decline

was primarily driven by the increase in start-up costs
associated with 22nm factories as well as the impact of
acquisitions. These declines were partially offset by growth in
our platform business.

Our fourth quarter revenue of $13.9 billion was down $346
million from the third quarter of 2011. The floods in Thailand
and the resulting hard disk drive supply shortage negatively
impacted our fourth quarter revenue as our customers
reduced inventories across the supply chain. We expect the
shortage of hard disk drives to continue to impact our
business in the first quarter of 2012. Compared to the third
quarter of 2011, our fourth quarter gross margin was up 1.1
percentage points as a result of lower manufacturing costs
(platform unit costs and other cost of sales), partially offset by
higher platform write-offs.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Our strong financial performance during 2011 has allowed us
to make significant investments in our business as well as
increase the return of cash to our stockholders through
common stock repurchases and dividends. For 2011, we
generated a record $21.0 billion of cash from operations and
ended the quarter with an investment portfolio of $14.8 billion,
consisting of cash and cash equivalents, short-term
investments, and marketable debt instruments included in
trading assets. During 2011, we issued $5.0 billion of senior
unsecured notes, primarily to repurchase shares of our
common stock; repurchased $14.1 billion of common stock
through our common stock repurchase program; purchased
$10.8 billion in capital assets; spent $8.7 billion on
acquisitions; and returned $4.1 billion to stockholders through
dividends. In January 2012, the Board of Directors declared a
cash dividend of $0.21 per common share for the first quarter
of 2012.

Looking ahead to 2012, we believe that the emerging market,
the data center, and enterprise trends that drove our revenue
in 2011 will continue to drive our business in 2012. In
addition, we have a strong product and technology pipeline
coming to market with the ramp of Ultrabook systems with the
launch of our 22nm process technology microprocessors
(code named “Ivy Bridge”), the launch of our new server
platform (code named “Romley”), security, and Intel
processor-powered smartphones and tablets. For 2012, we
are also forecasting a gross margin increase of 1.5
percentage points, to 64%. We expect lower start-up costs,
no impact from the Intel® 6 Series Express Chipset design
issue, and higher platform revenue. These increases to gross
margin are expected to be partially offset by higher platform
unit costs as we ramp Ivy Bridge. We are forecasting an
increase in our investment in R&D of approximately $1.8
billion as we make incremental investment in technologies for
Ultrabook systems, data centers, smartphones, and tablets.
Additionally, we are making investments in core capabilities
such as security, SoCs, and extending our process
technology leadership. We are forecasting an increase in
capital spending to $12.5 billion, which is $1.7 billion higher
than in 2011, as we build the world’s first high-volume
manufacturing factories for 14nm process technology. We
believe that this continued investment will allow our process
technology and manufacturing advantage to continue to
extend in 2012, enabling a leadership product portfolio.

Our Business Outlook for 2012 includes our current
expectations for revenue, gross margin percentage,
spending, and capital expenditures. We will keep our most
current Business Outlook publicly available on our Investor
Relations web site at www.intc.com. This Business Outlook is
not incorporated by reference into this Form 10-K. We expect
that our corporate representatives will, from time to time,
meet publicly or privately with investors and others, and may
reiterate the forward-looking statements contained in
Business Outlook or in this Form 10-K. The public can

continue to rely on the Business Outlook published on the
web site as representing our current expectations on matters
covered, unless we publish a notice stating otherwise. The
statements in Business Outlook and forward-looking
statements in this Form 10-K are subject to revision during
the course of the year in our quarterly earnings releases and
SEC filings and at other times.

The forward-looking statements in Business Outlook will be
effective through the close of business on March 16, 2012
unless updated earlier. From the close of business on March 16,
2012 until our quarterly earnings release is published, presently
scheduled for April 17, 2012, we will observe a “quiet period.”
During the quiet period, Business Outlook and other forward-
looking statements first published in our Form 8-K filed on
January 19, 2012, and other forward-looking statements
disclosed in the company’s news releases and filings with the
SEC, as reiterated or updated as applicable in this Form 10-K,
should be considered historical, speaking as of prior to the quiet
period only and not subject to update. During the quiet period,
our representatives will not comment on our Business Outlook or
our financial results or expectations. The exact timing and
duration of the routine quiet period, and any others that we utilize
from time to time, may vary at our discretion.

Critical Accounting Estimates

The methods, estimates, and judgments that we use in
applying our accounting policies have a significant impact on
the results that we report in our consolidated financial
statements. Some of our accounting policies require us to
make difficult and subjective judgments, often as a result of
the need to make estimates regarding matters that are
inherently uncertain. Our most critical accounting estimates
include:
• the valuation of non-marketable equity investments and

the determination of other-than-temporary impairments,
which impact gains (losses) on equity investments, net
when we record impairments;

• the assessment of recoverability of long-lived assets
(property, plant and equipment; goodwill; and identified
intangibles), which impacts gross margin or operating
expenses when we record asset impairments or
accelerate their depreciation or amortization;

• the recognition and measurement of current and deferred
income taxes (including the measurement of uncertain
tax positions), which impact our provision for taxes;

• the valuation of inventory, which impacts gross margin;
and

• the recognition and measurement of loss contingencies,
which impact gross margin or operating expenses when
we recognize a loss contingency, revise the estimate for
a loss contingency, or record an asset impairment.

Below, we discuss these policies further, as well as the
estimates and judgments involved.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Non-Marketable Equity Investments

We regularly invest in non-marketable equity instruments of
private companies, which range from early-stage companies
that are often still defining their strategic direction to more
mature companies with established revenue streams and
business models. The carrying value of our non-marketable
equity investment portfolio, excluding equity derivatives,
totaled $2.8 billion as of December 31, 2011 ($2.6 billion as
of December 25, 2010). Approximately half of this balance as
of December 31, 2011 was concentrated in companies in the
flash memory market segment. Our flash memory market
segment investments include our investment in IMFT and
IMFS of $1.3 billion ($1.5 billion as of December 25, 2010).
For additional information, see “Note 11: Equity Method and
Cost Method Investments” in Part II, Item 8 of this Form 10-K.

Our non-marketable equity investments are recorded using
the cost method or the equity method of accounting,
depending on the facts and circumstances of each
investment. Our non-marketable equity investments are
classified within other long-term assets on the consolidated
balance sheets.

Non-marketable equity investments are inherently risky, and
their success is dependent on product development, market
acceptance, operational efficiency, the ability of the investee
companies to raise additional funds in financial markets that
can be volatile, and other key business factors. The
companies could fail or not be able to raise additional funds
when needed, or they may receive lower valuations with less
favorable investment terms than previous financings. These
events could cause our investments to become impaired. In
addition, financial market volatility could negatively affect our
ability to realize value in our investments through liquidity
events such as initial public offerings, mergers, and private
sales. For further information about our investment portfolio
risks, see “Risk Factors” in Part I, Item 1A of this Form 10-K.

We determine the fair value of our non-marketable equity
investments portfolio quarterly for disclosure purposes;
however, the investments are recorded at fair value only if an
impairment charge is recognized. We determine the fair value
of our non-marketable equity investments using the market
and income approaches. The market approach includes the
use of financial metrics and ratios of comparable public
companies, such as projected revenue, earnings, and
comparable performance multiples. The selection of

comparable companies requires management judgment and
is based on a number of factors, including comparable
companies’ sizes, growth rates, industries, development
stages, and other relevant factors. The income approach
includes the use of a discounted cash flow model, which may
include one or multiple discounted cash flow scenarios and
requires the following significant estimates for the investee:
revenue; expenses, capital spending, and other costs; and
discount rates based on the risk profile of comparable
companies. Estimates of revenue, expenses, capital
spending, and other costs are developed using available
market, historical, and forecast data. The valuation of our
non-marketable equity investments also takes into account
variables such as conditions reflected in the capital markets,
recent financing activities by the investees, the investees’
capital structures, the terms of the investees’ issued interests,
and the lack of marketability of the investments.

For non-marketable equity investments, the measurement of
fair value requires significant judgment and includes
quantitative and qualitative analysis of identified events or
circumstances that impact the fair value of the investment,
such as:
• the investee’s revenue and earnings trends relative to

pre-defined milestones and overall business prospects;
• the technological feasibility of the investee’s products

and technologies;
• the general market conditions in the investee’s industry

or geographic area, including adverse regulatory or
economic changes;

• factors related to the investee’s ability to remain in
business, such as the investee’s liquidity, debt ratios,
and the rate at which the investee is using its cash; and

• the investee’s receipt of additional funding at a lower
valuation.

If the fair value of an investment is below our carrying value,
we determine if the investment is other-than-temporarily
impaired based on our quantitative and qualitative analysis,
which includes assessing the severity and duration of the
impairment and the likelihood of recovery before disposal. If
the investment is considered to be other-than-temporarily
impaired, we write down the investment to its fair value.
Impairments of non-marketable equity investments were $63
million in 2011. Over the past 12 quarters, including the fourth
quarter of 2011, impairments of non-marketable equity
investments ranged from $8 million to $79 million per quarter.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Long-Lived Assets

Property, Plant and Equipment

We assess property, plant and equipment for impairment when
events or changes in circumstances indicate that the carrying
value of the assets or the asset grouping may not be
recoverable. Factors that we consider in deciding when to
perform an impairment review include significant under-
performance of a business or product line in relation to
expectations, significant negative industry or economic trends,
and significant changes or planned changes in our use of the
assets. We measure the recoverability of assets that will
continue to be used in our operations by comparing the carrying
value of the asset grouping to our estimate of the related total
future undiscounted net cash flows. If an asset grouping’s
carrying value is not recoverable through the related
undiscounted cash flows, the asset grouping is considered to be
impaired. The impairment is measured by comparing the
difference between the asset grouping’s carrying value and its
fair value. Property, plant and equipment is considered a
non-financial asset and is recorded at fair value only if an
impairment charge is recognized.

Impairments are determined for groups of assets related to
the lowest level of identifiable independent cash flows. Due to
our asset usage model and the interchangeable nature of our
semiconductor manufacturing capacity, we must make
subjective judgments in determining the independent cash
flows that can be related to specific asset groupings. In
addition, as we make manufacturing process conversions and
other factory planning decisions, we must make subjective
judgments regarding the remaining useful lives of assets,
primarily process-specific semiconductor manufacturing tools
and building improvements. When we determine that the
useful lives of assets are shorter than we had originally
estimated, we accelerate the rate of depreciation over the
assets’ new, shorter useful lives. Over the past 12 quarters,
including the fourth quarter of 2011, impairments and
accelerated depreciation of property, plant and equipment
ranged from $10 million to $75 million per quarter.

Goodwill

Goodwill is recorded when the purchase price paid for an
acquisition exceeds the estimated fair value of the net
identified tangible and intangible assets acquired. Goodwill is
allocated to our reporting units based on relative fair value of
the future benefit of the purchased operations to our existing
business units as well as the acquired business unit.
Reporting units may be operating segments as a whole or an
operation one level below an operating segment, referred to
as a component. Our reporting units are consistent with the
operating segments identified in “Note 30: Operating
Segment and Geographic Information” in Part II, Item 8 of this
Form 10-K.

We perform an annual impairment assessment in the fourth
quarter of each year, or more frequently if indicators of
potential impairment exist, to determine whether it is more
likely than not that the fair value of a reporting unit in which
goodwill resides is less than its carrying value. For reporting
units in which this assessment concludes that it is more likely
than not that the fair value is more than its carrying value,
goodwill is not considered impaired and we are not required
to perform the two-step goodwill impairment test. Qualitative
factors considered in this assessment include industry and
market considerations, overall financial performance, and
other relevant events and factors affecting the reporting unit.

For reporting units in which the impairment assessment
concludes that it is more likely than not that the fair value is
less than its carrying value, we perform the first step of the
goodwill impairment test, which compares the fair value of the
reporting unit to its carrying value. If the fair value of the
reporting unit exceeds the carrying value of the net assets
assigned to that unit, goodwill is not considered impaired and
we are not required to perform further testing. If the carrying
value of the net assets assigned to the reporting unit exceeds
the fair value of the reporting unit, then we must perform the
second step of the goodwill impairment test in order to
determine the implied fair value of the reporting unit’s
goodwill. If, during this second step, we determine that the
carrying value of a reporting unit’s goodwill exceeds its
implied fair value, we would record an impairment loss equal
to the difference.

Determining the fair value of a reporting unit involves the use of
significant estimates and assumptions. Our goodwill impairment
test uses a weighting of both the income and market methods to
estimate the reporting unit’s fair value. The income method is
based on a discounted future cash flow approach that uses the
following reporting unit estimates: revenue, based on assumed
market segment growth rates and Intel’s assumed market
segment share; estimated costs; and appropriate discount rates
based on the reporting units’ weighted average cost of capital as
determined by considering the observable weighted average
cost of capital of comparable companies. Our estimates of
market segment growth, our market segment share, and costs
are based on historical data, various internal estimates, and a
variety of external sources, and are developed as part of our
routine long-range planning process. The same estimates are
also used in planning for our long-term manufacturing and
assembly and test capacity needs as part of our capital
budgeting process, and for both long-term and short-term
business planning and forecasting. We test the reasonableness
of the inputs and outcomes of our discounted cash flow analysis
against available comparable market data. The market method
is based on financial multiples of comparable companies and
applies a control premium. The reporting unit’s carrying value
represents the assignment of various assets and liabilities,
excluding certain corporate assets and liabilities, such as cash,
investments, and debt.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

During the fourth quarter of each of the prior three fiscal
years, we completed our annual impairment assessments,
and impairment tests when necessary, and concluded that
goodwill was not impaired in any of these years.

Identified Intangibles

We make judgments about the recoverability of purchased
finite-lived intangible assets whenever events or changes in
circumstances indicate that an impairment may exist.
Recoverability of finite-lived intangible assets is measured by
comparing the carrying amount of the asset to the future
undiscounted cash flows that the asset is expected to
generate. We review indefinite-lived intangible assets for
impairment quarterly and whenever events or changes in
circumstances indicate that the carrying value may not be
recoverable. Recoverability of indefinite-lived intangible
assets is measured by comparing the carrying amount of the
asset to the future discounted cash flows that the asset is
expected to generate. If it is determined that an individual
asset is impaired, the amount of any impairment is measured
as the difference between the carrying value and the fair
value of the impaired asset.

The assumptions and estimates used to determine future
values and remaining useful lives of our intangible and other
long-lived assets are complex and subjective. They can be
affected by various factors, including external factors such as
industry and economic trends, and internal factors such as
changes in our business strategy and our forecasts for
specific product lines. Based on our impairment reviews of
our intangible assets, we recognized impairment charges of
approximately $10 million in 2011 and no impairment charges
in the prior two fiscal years.

Income Taxes

We must make estimates and judgments in determining the
provision for taxes for financial statement purposes. These
estimates and judgments occur in the calculation of tax
credits, benefits, and deductions, and in the calculation of
certain tax assets and liabilities that arise from differences in
the timing of recognition of revenue and expense for tax and
financial statement purposes, as well as the interest and
penalties related to uncertain tax positions. Significant
changes in these estimates may result in an increase or
decrease to our tax provision in a subsequent period.

We must assess the likelihood that we will be able to recover
our deferred tax assets. If recovery is not likely, we must
increase our provision for taxes by recording a valuation
allowance against the deferred tax assets that we estimate
will not ultimately be recoverable. We believe that we will
ultimately recover the deferred tax assets recorded on our
consolidated balance sheets. However, should there be a
change in our ability to recover our deferred tax assets, our

tax provision would increase in the period in which we
determined that the recovery was not likely. Recovery of a
portion of our deferred tax assets is impacted by
management’s plans with respect to holding or disposing of
certain investments; therefore, changes in management’s
plans with respect to holding or disposing of investments
could affect our future provision for taxes.

The calculation of our tax liabilities involves dealing with
uncertainties in the application of complex tax regulations.
We recognize liabilities for uncertain tax positions based on a
two-step process. The first step is to evaluate the tax position
for recognition by determining if the weight of available
evidence indicates that it is more likely than not that the
position will be sustained on audit, including resolution of
related appeals or litigation processes, if any. If we determine
that a tax position will more likely than not be sustained on
audit, the second step requires us to estimate and measure
the tax benefit as the largest amount that is more than 50%
likely to be realized upon ultimate settlement. It is inherently
difficult and subjective to estimate such amounts, as we have
to determine the probability of various possible outcomes. We
re-evaluate these uncertain tax positions on a quarterly basis.
This evaluation is based on factors such as changes in facts
or circumstances, changes in tax law, new audit activity, and
effectively settled issues. Determining whether an uncertain
tax position is effectively settled requires judgment. Such a
change in recognition or measurement would result in the
recognition of a tax benefit or an additional charge to the tax
provision.

Inventory

The valuation of inventory requires us to estimate obsolete or
excess inventory as well as inventory that is not of saleable
quality. The determination of obsolete or excess inventory
requires us to estimate the future demand for our products.
The estimate of future demand is compared to
work-in-process and finished goods inventory levels to
determine the amount, if any, of obsolete or excess inventory.
As of December 31, 2011, we had total work-in-process
inventory of $1.7 billion and total finished goods inventory of
$1.8 billion. The demand forecast is included in the
development of our short-term manufacturing plans to enable
consistency between inventory valuation and build decisions.
Product-specific facts and circumstances reviewed in the
inventory valuation process include a review of the customer
base, the stage of the product life cycle of our products,
consumer confidence, and customer acceptance of our
products, as well as an assessment of the selling price in
relation to the product cost. If our demand forecast for
specific products is greater than actual demand and we fail to
reduce manufacturing output accordingly, we could be
required to write off inventory, which would negatively impact
our gross margin.
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In order to determine what costs can be included in the
valuation of inventory, we must determine normal capacity at
our manufacturing and assembly and test facilities, based on
historical loadings compared to total available capacity. If the
factory loadings are below the established normal capacity
level, a portion of our manufacturing overhead costs would
not be included in the cost of inventory, and therefore would
be recognized as cost of sales in that period, which would
negatively impact our gross margin. We refer to these costs
as excess capacity charges. Over the past 12 quarters,
excess capacity charges ranged from zero to $680 million per
quarter.

Loss Contingencies

We are subject to various legal and administrative
proceedings and asserted and potential claims, accruals
related to repair or replacement of parts in connection with
product errata, as well as product warranties and potential
asset impairments (loss contingencies) that arise in the
ordinary course of business. An estimated loss from such
contingencies is recognized as a charge to income if it is
probable that a liability has been incurred and the amount of
the loss can be reasonably estimated. Disclosure of a loss
contingency is required if there is at least a reasonable
possibility that a loss has been incurred. The outcomes of

legal and administrative proceedings and claims, and the
estimation of product warranties and asset impairments, are
subject to significant uncertainty. Significant judgment is
required in both the determination of probability and the
determination as to whether a loss is reasonably estimable.
With respect to estimating the losses associated with
repairing and replacing parts in connection with product
errata, we make judgments with respect to customer return
rates, costs to repair or replace parts, and where the product
is in our customer’s manufacturing process. At least quarterly,
we review the status of each significant matter, and we may
revise our estimates. These revisions could have a material
impact on our results of operations and financial position.

Accounting Changes and Recent Accounting Standards

For a description of accounting changes and recent
accounting standards, including the expected dates of
adoption and estimated effects, if any, on our consolidated
financial statements, see “Note 3: Accounting Changes” and
“Note 4: Recent Accounting Standards” in Part II, Item 8 of
this Form 10-K.
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Results of Operations

The following table sets forth certain consolidated statements of income data as a percentage of net revenue for the periods
indicated:

2011 2010 2009

(Dollars in Millions, Except Per Share Amounts) Dollars
% of Net
Revenue Dollars

% of Net
Revenue Dollars

% of Net
Revenue

Net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 53,999 100.0% $ 43,623 100.0% $ 35,127 100.0%

Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,242 37.5% 15,132 34.7% 15,566 44.3%

Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,757 62.5% 28,491 65.3% 19,561 55.7%

Research and development . . . . . . . . . . . . . . . . . . . . 8,350 15.4% 6,576 15.1% 5,653 16.1%
Marketing, general and administrative . . . . . . . . . . . . 7,670 14.2% 6,309 14.5% 7,931 22.6%
Restructuring and asset impairment charges . . . . . . — —% — —% 231 0.6%
Amortization of acquisition-related intangibles . . . . . . 260 0.5% 18 —% 35 0.1%

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . 17,477 32.4% 15,588 35.7% 5,711 16.3%

Gains (losses) on equity investments, net . . . . . . . . . 112 0.2% 348 0.8% (170) (0.5)%
Interest and other, net . . . . . . . . . . . . . . . . . . . . . . . . 192 0.3% 109 0.3% 163 0.4%

Income before taxes . . . . . . . . . . . . . . . . . . . . . . . . 17,781 32.9% 16,045 36.8% 5,704 16.2%

Provision for taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,839 8.9% 4,581 10.5% 1,335 3.8%

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12,942 24.0% $ 11,464 26.3% $ 4,369 12.4%

Diluted earnings per common share . . . . . . . . . . . $ 2.39 $ 2.01 $ 0.77

Geographic Breakdown of Revenue

Our net revenue for 2011, which included 53 weeks,
increased $10.4 billion, or 24%, compared to 2010, which
included 52 weeks. The increase was due to significantly
higher platform (microprocessor and chipset) average selling
prices and, to a lesser extent, slightly higher platform unit
sales. Revenue from Intel Mobile Communications (formerly
the WLS business of Infineon) and McAfee contributed $3.6
billion to 2011 revenue. Revenue in the Americas, Europe,
Asia-Pacific, and Japan regions increased by 31%, 24%,
23%, and 13%, respectively, compared to 2010.

Our overall gross margin dollars for 2011 increased $5.3
billion, or 18%, compared to 2010. The increase was primarily
due to significantly higher revenue from our existing business
as well as our acquired business. The increase was partially
offset by approximately $1.0 billion of higher start-up costs
compared to 2010. The amortization of acquisition-related
intangibles resulted in a $482 million reduction to our overall
gross margin dollars in 2011, compared to $65 million in
2010, primarily due to the acquisitions of McAfee and the
WLS business of Infineon.
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Our overall gross margin percentage decreased to 62.5% in
2011 from 65.3% in 2010. The decrease in gross margin
percentage was primarily attributable to the gross margin
percentage decrease in the PC Client Group and, to a lesser
extent, the gross margin percentage decrease in the other
Intel architecture operating segments. We derived a
substantial majority of our overall gross margin dollars in
2011, and most of our overall gross margin dollars in 2010,
from the sale of platforms in the PC Client Group and Data
Center Group operating segments.

Our net revenue for 2010 increased $8.5 billion, or 24%,
compared to 2009. The increase was due to significantly
higher platform unit sales and, to a lesser extent, higher
platform average selling prices. Revenue in the Japan, Asia-
Pacific, Americas, and Europe regions increased by 31%,
29%, 21%, and 6%, respectively, compared to 2009.

Our overall gross margin dollars for 2010 increased $8.9
billion, or 46%, compared to 2009. The increase was primarily
due to significantly higher revenue. To a lesser extent, excess
capacity charges recorded in 2009 of $1.1 billion and lower
platform unit costs contributed to the increase in gross margin
dollars for 2010 compared to 2009. These increases were
partially offset by charges recorded in the fourth quarter of
2010 to repair and replace materials and systems impacted
by a design issue related to our Intel® 6 Series Express
Chipset family. For further information, see “Note 20: Chipset
Design Issue” in Part II, Item 8 of this Form 10-K.

Our overall gross margin percentage increased to 65.3% in
2010 from 55.7% in 2009. The increase in gross margin
percentage was primarily attributable to the gross margin
percentage increase in the PC Client Group operating segment
and, to a lesser extent, gross margin percentage increases in
the Data Center Group, the other Intel architecture operating
segments, and the Non-Volatile Memory Solutions Group. We
derived most of our overall gross margin dollars in 2010 and
2009 from the sale of platforms in the PC Client Group and
Data Center Group operating segments.

PC Client Group

The revenue and operating income for the PC Client Group
(PCCG) for the three years ended December 31, 2011 were
as follows:

(In Millions) 2011 2010 2009

Net revenue . . . . . . . . $ 35,406 $ 30,327 $ 24,894
Operating income . . . . $ 14,793 $ 12,971 $ 7,441

Net revenue for the PCCG operating segment increased by
$5.1 billion, or 17%, in 2011 compared to 2010. Platforms
within PCCG include those designed for the notebook and
desktop computing market segments. The increase in
revenue was due to higher notebook platform unit sales and
higher notebook platform average selling prices. To a lesser
extent, higher desktop platform average selling prices and
slightly higher desktop platform unit sales also contributed to
the increase.

Operating income increased by $1.8 billion in 2011 compared
to 2010. The increase in operating income was primarily due
to significantly higher revenue. The increase was partially
offset by approximately $960 million of higher start-up costs.
Higher operating expenses, platform unit costs, and inventory
write-offs compared to 2010 also contributed to the offset.

For 2010, net revenue for the PCCG operating segment
increased by $5.4 billion, or 22%, in 2010 compared to 2009.
Significantly higher notebook platform unit sales were the
primary driver for the increase in revenue. To a lesser extent,
higher desktop platform unit sales and slightly higher
notebook platform average selling prices also contributed to
the increase.

Operating income increased by $5.5 billion in 2010 compared
to 2009. The increase in operating income was primarily due
to significantly higher revenue. During 2009, PCCG
recognized approximately $1.0 billion of excess capacity
charges. Additionally, lower platform unit costs in 2010
contributed to the increase in operating income. These
impacts were partially offset by charges recorded in the fourth
quarter of 2010 to repair and replace materials and systems
impacted by a design issue related to our Intel® 6 Series
Express Chipset family. Additionally, operating expenses in
2010 were higher compared to 2009.
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Data Center Group

The revenue and operating income for the Data Center Group
(DCG) for the three years ended December 31, 2011 were as
follows:

(In Millions) 2011 2010 2009

Net revenue . . . . . . . . $ 10,129 $ 8,693 $ 6,450
Operating income . . . . $ 5,100 $ 4,388 $ 2,289

Net revenue for the DCG operating segment increased by
$1.4 billion, or 17%, in 2011 compared to 2010. The increase
in revenue was due to significantly higher server platform unit
sales. To a lesser extent, slightly higher server platform
average selling prices also contributed to the increase.

Operating income increased by $712 million in 2011
compared to 2010. The increase in operating income was
primarily due to significantly higher revenue, partially offset by
higher operating expenses compared to 2010.

For 2010, net revenue for the DCG operating segment
increased by $2.2 billion, or 35%, in 2010 compared to 2009.
The increase in revenue was primarily due to significantly
higher server platform unit sales. To a lesser extent, higher
server platform average selling prices also contributed to the
increase.

Operating income increased by $2.1 billion in 2010 compared
to 2009. The increase in operating income was due to
significantly higher revenue and, to a lesser extent, lower
platform unit costs.

Other Intel Architecture Operating Segments

The revenue and operating income (loss) for the other Intel
architecture (Other IA) operating segments, including Intel
Mobile Communications (IMC), the Intelligent Systems Group
(ISG), the Netbook and Tablet Group (NTG), and the Ultra-
Mobility Group (UMG), for the three years ended
December 31, 2011 were as follows:

(In Millions) 2011 2010 2009

Net revenue . . . . . . . . $ 5,005 $ 3,055 $ 2,683
Operating income

(loss) . . . . . . . . . . . $ (577) $ 270 $ (45)

Net revenue for the Other IA operating segments increased
by $2.0 billion, or 64%, in 2011 compared to 2010. The
increase was primarily due to IMC revenue, an operating
segment formed from the acquisition of the WLS business of
Infineon in the first quarter of 2011. To a lesser extent,
significantly higher embedded platform unit sales within ISG
also contributed to the increase. These increases were
partially offset by significantly lower netbook platform unit
sales within NTG.

Operating results for the Other IA operating segments
decreased by $847 million from an operating income of $270
million in 2010 to an operating loss of $577 million in 2011.
The decline in operating results was primarily due to higher
operating expenses within each of the Other IA operating
segments, partially offset by higher revenue.

For 2010, net revenue for the Other IA operating segments
increased by $372 million, or 14%, in 2010 compared to
2009. The increase was due to significantly higher embedded
platform unit sales within ISG.

Operating results for the Other IA operating segments
increased by $315 million, from an operating loss of $45
million in 2009 to an operating income of $270 million in
2010. The increase in operating results was due to higher
revenue and lower netbook platform unit costs within NTG.
To a lesser extent, lower embedded platform unit costs within
ISG also contributed to the increase. These increases were
partially offset by higher operating expenses in NTG and ISG.
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Software and Services Operating Segments

The revenue and operating income (loss) for the software and
services operating segments, including McAfee, the Wind
River Software Group, and the Software and Services Group,
for the three years ended December 31, 2011 were as
follows:

(In Millions) 2011 2010 2009

Net revenue . . . . . . . . $ 1,870 $ 264 $ 115
Operating income

(loss) . . . . . . . . . . . $ (32) $ (175) $ (100)

Net revenue for the software and services operating
segments increased by $1.6 billion in 2011 compared to
2010. The increase was due to revenue from McAfee, which
was acquired during the first quarter of 2011. Due to the
revaluation of McAfee’s historic deferred revenue to fair
value, we excluded $204 million of revenue that would have
been reported in 2011 if McAfee’s deferred revenue had not
been written down due to the acquisition.

The operating loss for the software and services operating
segments decreased by $143 million in 2011 compared to
2010. The decrease was due to higher revenue, partially
offset by higher operating expense across each of the
software and services operating segments. Due to the
revaluation of McAfee’s historic deferred revenue to fair value
at the time of acquisition, we excluded revenue and
associated costs that would have increased operating results
by $190 million in 2011.

For 2010, net revenue for the software and services operating
segments increased by $149 million in 2010 compared to
2009. The increase was primarily due to significantly higher
revenue from the Wind River Software Group. We acquired
Wind River Systems, Inc. during the third quarter of 2009.

The operating loss for the software and services operating
segments increased by $75 million in 2010 compared to
2009. The increase in operating losses was due to higher
operating expenses, partially offset by higher revenue within
the Wind River Software Group.

Operating Expenses

Operating expenses for the three years ended December 31, 2011 were as follows:

(In Millions) 2011 2010 2009

Research and development . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,350 $ 6,576 $ 5,653
Marketing, general and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,670 $ 6,309 $ 7,931
Restructuring and asset impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ 231
Amortization of acquisition-related intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 260 $ 18 $ 35

Research and Development. R&D spending increased by
$1.8 billion, or 27%, in 2011 compared to 2010, and
increased by $923 million, or 16%, in 2010 compared to
2009. The increase in 2011 compared to 2010 was primarily
due to the expenses of McAfee and IMC, and higher
compensation expenses based on an increase in employees.
In addition, lower overall process development costs due to
the transition to manufacturing start-up costs related to our
22nm process technology were mostly offset by higher
process development costs due to R&D of our next-
generation 14nm process technology. The increase in 2010
compared to 2009 was primarily due to higher profit-
dependent compensation, an increase in employees, and
higher process development costs as we transitioned from
manufacturing start-up costs related to our 32nm process
technology to R&D of our 22nm process technology.

Marketing, General and Administrative. Marketing, general
and administrative expenses increased $1.4 billion, or 22%,
in 2011 compared to 2010, and decreased $1.6 billion, or
20%, in 2010 compared to 2009. The increase in 2011

compared to 2010 was primarily due to the expenses of
McAfee and IMC, higher compensation expenses based on
an increase in employees, and higher advertising expenses
(including cooperative advertising expenses). The decrease
in 2010 compared to 2009 was due to the 2009 charge of
$1.447 billion incurred as a result of the fine imposed by the
European Commission (EC) and the $1.25 billion payment to
AMD in 2009 as part of a settlement agreement. These
decreases were partially offset by higher advertising
expenses (including cooperative advertising expenses),
higher profit-dependent compensation, and, to a lesser
extent, expenses related to our Wind River Software Group
operating segment and an expense of $100 million
recognized during the fourth quarter of 2010 due to a patent
cross-license agreement that we entered into with NVIDIA in
January 2011 (see “Note 17: Identified Intangible Assets” in
Part II, Item 8 of this Form 10-K).

R&D, combined with marketing, general and administrative
expenses, were 30% of net revenue in 2011 and 2010, and
39% of net revenue in 2009.
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Restructuring and Asset Impairment Charges. The following
table summarizes restructuring and asset impairment charges
by plan for the three years ended December 31, 2011:

(In Millions) 2011 2010 2009

2009 restructuring
program . . . . . . . . . . . $ — $ — $ 215

2006 efficiency
program . . . . . . . . . . . — — 16

Total restructuring and
asset impairment
charges . . . . . . . . . . . $ — $ — $ 231

The 2009 restructuring included closing two assembly and
test facilities in Malaysia, one facility in the Philippines, and
one facility in China; stopping production at a 200mm wafer
fabrication facility in Oregon; and ending production at our
200mm wafer fabrication facility in California. The 2006
efficiency program was designed to improve operational
efficiency and financial results. Both programs are complete.

Amortization of Acquisition-Related Intangibles. The increase
of $242 million was primarily due to the amortization of
intangibles related to the acquisitions of McAfee and the WLS
business of Infineon, both completed in the first quarter of
2011. For further information, see “Note 14: Acquisitions” and
“Note 17: Identified Intangible Assets” in Part II, Item 8 of this
Form 10-K.

Share-Based Compensation

Share-based compensation totaled $1.1 billion in 2011 ($917
million in 2010 and $889 million in 2009). Share-based
compensation was included in cost of sales and operating
expenses.

As of December 31, 2011, unrecognized share-based
compensation costs and the weighted average periods over
which the costs are expected to be recognized were as
follows:

(Dollars in Millions)

Unrecognized
Share-Based

Compensation
Costs

Weighted
Average
Period

Stock options . . . . . . . . . . . . . . $ 161 1.0 years
Restricted stock units . . . . . . . . $ 1,275 1.2 years

As of December 31, 2011, there was $13 million in
unrecognized share-based compensation costs related to
rights to acquire common stock under our stock purchase
plan, and we expect to recognize those costs over a period of
approximately one and a half months.

Gains (Losses) on Equity Investments and Interest and

Other

Gains (losses) on equity investments, net and interest and
other, net for the three years ended December 31, 2011 were
as follows:

(In Millions) 2011 2010 2009

Gains (losses) on equity
investments, net . . . . $ 112 $ 348 $ (170)

Interest and other, net . . $ 192 $ 109 $ 163

Net gains on equity investments were lower in 2011
compared to 2010. We recognized lower gains on sales,
higher equity method losses, and lower gains on third-party
merger transactions in 2011 compared to 2010. We
recognized a net gain on equity investments in 2010
compared to a net loss in 2009. In 2010, we recognized
higher gains on sales, higher gains on third-party merger
transactions, lower impairment charges, and lower equity
method losses compared to 2009.

Net gains on equity investments for 2011 included a gain of
$150 million on the sale of shares in VMware, Inc. During
2010, we recognized a gain of $181 million on the initial
public offering of SMART Technologies, Inc. and subsequent
partial sale of our shares in the secondary offering. We also
recognized a gain of $91 million on the sale of our ownership
interest in Numonyx B.V., and a gain of $67 million on the
sale of shares in Micron in 2010.

Net gains (losses) on equity investments also included our
proportionate share of the income or loss from Clearwire
Communications, LLC (Clearwire LLC) ($145 million loss in
2011, $116 million loss in 2010, and $27 million loss in 2009)
and Numonyx ($42 million gain in 2010 and $31 million loss
in 2009). The equity method losses recognized in 2011
reduced our carrying value in Clearwire LLC to zero. We do
not expect to recognize additional equity method losses for
Clearwire LLC in the future. For further information, see “Note
11: Equity Method and Cost Method Investments” in Part II,
Item 8 of this Form 10-K.
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Interest and other, net increased in 2011 compared to 2010,
primarily due to a $164 million gain recognized upon
formation of the Intel-GE Care Innovations, LLC joint venture
during 2011. For further information, see “Note 11: Equity
Method and Cost Method Investments,” in Part II, Item 8 of
this Form 10-K. The gain was partially offset by the
recognition of $41 million of interest expense in 2011
compared to zero in 2010 and lower interest income in 2011
compared to 2010 as a result of lower average investment
balances. We recognized interest expense in 2011 due to the
issuance of $5.0 billion aggregate principal of senior
unsecured notes in the third quarter of 2011.

Interest and other, net was lower in 2010 compared to 2009
on lower interest income. Interest income was lower as a
result of lower average interest rates, partially offset by higher
average investment balances. The average interest rate
earned during 2010 decreased by approximately 0.5
percentage points compared to 2009. In addition, lower fair
value gains on our trading assets (zero in 2010 and $70
million in 2009) were partially offset by lower exchange rate
losses (zero in 2010 and $40 million in 2009). Exchange rate
losses in 2009 were due to euro exposure related to our euro-
denominated liability for the EC fine of $1.447 billion in 2009.
For further information on the EC fine, see “Note 29:
Contingencies” in Part II, Item 8 of this Form 10-K.

Provision for Taxes

Our provision for taxes and effective tax rate were as follows:

(Dollars in Millions) 2011 2010 2009

Income before taxes . . $ 17,781 $ 16,045 $ 5,704
Provision for taxes . . . . $ 4,839 $ 4,581 $ 1,335
Effective tax rate . . . . . 27.2% 28.6% 23.4%

We generated a higher percentage of our profits from lower
tax jurisdictions in 2011 compared to 2010, positively
impacting our effective tax rate for 2011.

We generated a higher percentage of our profits from higher
tax jurisdictions in 2010 compared to 2009, negatively
impacting our effective tax rate for 2010. The effective tax
rate for 2009 was positively impacted by the reversal of
previously accrued taxes of $366 million on settlements,
effective settlements, and related remeasurements of various
uncertain tax positions. These impacts were partially offset by
the recognition of the EC fine of $1.447 billion in 2009, which
was not tax deductible and therefore significantly increased
our effective tax rate for 2009. For further information on the
EC fine, see “Note 29: Contingencies” in Part II, Item 8 of this
Form 10-K.
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Liquidity and Capital Resources

(Dollars in Millions)
Dec. 31,

2011
Dec. 25,

2010

Cash and cash equivalents, short-term investments, and marketable debt instruments included in
trading assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 14,837 $ 21,497

Loans receivable and other long-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,769 $ 3,876
Short-term and long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,331 $ 2,115
Debt as % of stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.0% 4.3%

Sources and Uses of Cash
(In Millions)
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In summary, our cash flows were as follows:

(In Millions) 2011 2010 2009

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 20,963 $ 16,692 $ 11,170
Net cash used for investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,301) (10,539) (7,965)
Net cash used for financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11,100) (4,642) (2,568)
Effect of exchange rate fluctuations on cash and cash equivalents . . . . . . . . . . . . . . . . . . . 5 — —

Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . $ (433) $ 1,511 $ 637

Operating Activities

Cash provided by operating activities is net income adjusted
for certain non-cash items and changes in certain assets and
liabilities.

For 2011 compared to 2010, the $4.3 billion increase in cash
provided by operating activities was due to adjustments for
non-cash items and higher net income. The adjustments for
non-cash items were higher for 2011 compared to 2010
primarily due to higher depreciation and amortization of
intangibles, as well as increases in non-acquisition-related
deferred tax liabilities as of December 31, 2011 compared to
December 25, 2010. Income taxes paid, net of refunds, in
2011 compared to 2010 were $1.3 billion lower, largely due to
the tax benefit of depreciating 100% of assets placed in
service in the United States in 2011.

Changes in assets and liabilities as of December 31, 2011
compared to December 25, 2010 included the following:
• Income taxes payable increased and income taxes

receivable decreased due to timing of payments.
• Accounts payable increased due to business growth as

well as an increase in capital spending.
• Accounts receivable increased due to higher revenue in

the fourth quarter of 2011.

For 2011, our two largest customers accounted for 34% of
our net revenue (38% in 2010 and 2009), with one of these
customers accounting for 19% of our net revenue (21% in
2010 and 2009), and another customer accounting for 15% of
our net revenue (17% in 2010 and 2009). These two largest
customers accounted for 32% of our accounts receivable as
of December 31, 2011 (44% as of December 25, 2010).

For 2010 compared to 2009, the $5.5 billion increase in cash
provided by operating activities was due to higher net income,
partially offset by adjustments for non-cash items. Income
taxes paid, net of refunds, in 2010 compared to 2009 were
$3.7 billion higher, primarily due to higher income before
taxes in 2010.

Investing Activities

Investing cash flows consist primarily of capital expenditures,
investment purchases, sales, maturities, and disposals, as
well as cash used for acquisitions.

Cash used for investing activities decreased slightly in 2011
compared to 2010. A decrease due to net maturities and
sales of available-for-sale investments in 2011, as compared
to net purchases of available-for-sale investments in 2010,
was offset by higher cash paid for acquisitions, of which the
substantial majority was for our acquisition of McAfee in the
first quarter of 2011, and an increase in capital expenditures
as we build and equip our 22nm process technology
manufacturing capacity. Our capital expenditures were $10.8
billion in 2011 ($5.2 billion in 2010 and $4.5 billion in 2009)
due to expanding our network of fabrication facilities to
include an additional large-scale fabrication facility as well as
bringing our 22nm process technology manufacturing
capacity online in 2011.

The increase in cash used for investing activities in 2010
compared to 2009 was primarily due to an increase in net
purchases of available-for-sale investments and, to a lesser
extent, higher capital expenditures. These increases were
partially offset by a decrease in net purchases of trading
assets and lower cash paid for acquisitions.
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Financing Activities

Financing cash flows consist primarily of repurchases of
common stock, payment of dividends to stockholders,
issuance and repayment of long-term debt, and proceeds
from the sale of shares through employee equity incentive
plans.

The increase in cash used in financing activities in 2011
compared to 2010 was primarily due to higher repurchases of
common stock under our authorized common stock repurchase
program, partially offset by the issuance of long-term debt in
2011 and higher proceeds from the sale of shares through
employee equity incentive plans. We have an ongoing
authorization, since October 2005, as amended, from our
Board of Directors to repurchase up to $45 billion in shares of
our common stock in open market or negotiated transactions.
This amount includes $20 billion of increases in the
authorization limit approved by our Board of Directors in 2011.
During 2011, we repurchased $14.1 billion of common stock
under our authorized common stock repurchase program
compared to $1.5 billion in 2010. As of December 31, 2011,
$10.1 billion remained available for repurchase under the
existing repurchase authorization limit. We base our level of
common stock repurchases on internal cash management
decisions, and this level may fluctuate. Proceeds from the sale
of shares through employee equity incentive plans totaled $2.0
billion in 2011 compared to $587 million in 2010. Our total
dividend payments were $4.1 billion in 2011 compared to $3.5
billion in 2010 as a result of increases in quarterly cash
dividends per common share. We have paid a cash dividend in
each of the past 77 quarters. In January 2012, our Board of
Directors declared a cash dividend of $0.21 per common share
for the first quarter of 2012. The dividend is payable on
March 1, 2012 to stockholders of record on February 7, 2012.

The increase in cash used in financing activities in 2010
compared to 2009 was due to the issuance of long-term debt
in 2009.

Liquidity

Cash generated by operations is our primary source of
liquidity. We maintain a diverse portfolio that we continuously
analyze based on issuer, industry, and country. As of
December 31, 2011, cash and cash equivalents, short-term
investments, and marketable debt instruments included in
trading assets totaled $14.8 billion ($21.5 billion as of

December 25, 2010). In addition to the $14.8 billion, we have
$1.8 billion in loans receivable and other long-term
investments that we include when assessing our investment
portfolio. Substantially all of our investments in debt
instruments are with A/A2 or better rated issuers, and a
majority of the issuers are rated AA-/Aa3 or better. As certain
countries in Europe are experiencing economic uncertainty,
we continue to monitor the credit quality of our European
sovereign and non-sovereign debt investments. The credit
quality of our investment portfolio within the European region
remains high, with substantially all of our sovereign debt
investments with AA-/Aa3 or better rated issuers, and most of
the non-sovereign debt issuers rated A/A2 or better. As of
December 31, 2011, our total investments located in Spain,
Italy, Ireland, Greece, and Portugal were approximately $50
million, all of which matures in 2012. We have $1 million in
unrealized losses related to these investments. These
countries have experienced significant economic uncertainty
and credit downgrades, so we will only make investments in
these countries in the future if their risk profile meets our
investment objectives.

Our commercial paper program provides another potential
source of liquidity. We have an ongoing authorization from
our Board of Directors to borrow up to $3.0 billion, including
through the issuance of commercial paper. Maximum
borrowings under our commercial paper program during 2011
were $1.4 billion, and $200 million of commercial paper
remained outstanding as of December 31, 2011. Our
commercial paper was rated A-1+ by Standard & Poor’s and
P-1 by Moody’s as of December 31, 2011. We also have an
automatic shelf registration statement on file with the SEC
pursuant to which we may offer an unspecified amount of
debt, equity, and other securities. In the third quarter of 2011,
we utilized this shelf registration statement and issued $5.0
billion aggregate principal of senior unsecured notes. These
notes were issued primarily to repurchase shares of our
common stock pursuant to our common stock repurchase
program, and for general corporate purposes. For further
information on the terms of the notes, see “Note 21:
Borrowings” in Part II, Item 8 of this Form 10-K.

We believe that we have the financial resources needed to
meet business requirements for the next 12 months, including
capital expenditures for worldwide manufacturing and
assembly and test; working capital requirements; and
potential dividends, common stock repurchases, and
acquisitions or strategic investments.
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Fair Value of Financial Instruments

When determining fair value, we consider the principal or
most advantageous market in which we would transact, and
we consider assumptions that market participants would use
when pricing the asset or liability. For further information, see
“Fair Value” in “Note 2: Accounting Policies” in Part II, Item 8
of this Form 10-K.

Credit risk is factored into the valuation of financial
instruments that we measure and record at fair value. When
fair value is determined using pricing models, such as a
discounted cash flow model, the issuer’s credit risk or Intel’s
credit risk is factored into the calculation of the fair value, as
appropriate.

Marketable Debt Instruments

As of December 31, 2011, our assets measured and
recorded at fair value on a recurring basis included $15.1
billion of marketable debt instruments. Of these instruments,
$6.1 billion was classified as Level 1, $8.7 billion as Level 2,
and $218 million as Level 3.

Our balance of marketable debt instruments that are
measured and recorded at fair value on a recurring basis and
classified as Level 1 was classified as such due to the use of
observable market prices for identical securities that are
traded in active markets. Management judgment was
required to determine the levels for the frequency of
transactions that should be met for a market to be considered
active. Our assessment of an active market for our
marketable debt instruments generally takes into
consideration the number of days each individual instrument
trades over a specified period.

Of the $8.7 billion balance of marketable debt instruments
measured and recorded at fair value on a recurring basis and
classified as Level 2, approximately 60% of the balance was

classified as Level 2 due to the use of a discounted cash flow
model and approximately 40% due to the use of non-binding
market consensus prices that were corroborated with
observable market data.

Our marketable debt instruments that are measured and
recorded at fair value on a recurring basis and classified as
Level 3 were classified as such due to the lack of observable
market data to corroborate either the non-binding market
consensus prices or the non-binding broker quotes. When
observable market data is not available, we corroborate our
fair value measurements using non-binding market
consensus prices and non-binding broker quotes from a
second source.

Loans Receivable

As of December 31, 2011, our assets measured and
recorded at fair value on a recurring basis included $748
million of loans receivable. All of these securities were
classified as Level 2, as the fair value is determined using a
discounted cash flow model with all significant inputs derived
from or corroborated with observable market data.

Marketable Equity Securities

As of December 31, 2011, our assets measured and
recorded at fair value on a recurring basis included $562
million of marketable equity securities. Most of these
securities were classified as Level 1 because the valuations
were based on quoted prices for identical securities in active
markets. Our assessment of an active market for our
marketable equity securities generally takes into
consideration the number of days that each individual equity
security trades over a specified period.
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Contractual Obligations

The following table summarizes our significant contractual obligations as of December 31, 2011:

Payments Due by Period

(In Millions) Total
Less Than

1 Year 1–3 Years 3–5 Years
More Than

5 Years

Operating lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 707 $ 183 $ 254 $ 134 $ 136
Capital purchase obligations1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,652 4,605 47 — —
Other purchase obligations and commitments2 . . . . . . . . . . . . . . . 1,001 633 309 55 4
Long-term debt obligations3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,822 292 572 2,072 11,886
Other long-term liabilities4, 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,954 609 702 534 109

Total6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 23,136 $ 6,322 $ 1,884 $ 2,795 $ 12,135

1 Capital purchase obligations represent commitments for the construction or purchase of property, plant and equipment. They
were not recorded as liabilities on our consolidated balance sheet as of December 31, 2011, as we had not yet received the
related goods or taken title to the property.

2 Other purchase obligations and commitments include payments due under various types of licenses and agreements to
purchase goods or services, as well as payments due under non-contingent funding obligations. Funding obligations include,
for example, agreements to fund various projects with other companies.

3 Amounts represent principal and interest cash payments over the life of the debt obligations, including anticipated interest
payments that are not recorded on our consolidated balance sheet. Any future settlement of convertible debt would impact our
cash payments.

4 We are unable to reliably estimate the timing of future payments related to uncertain tax positions; therefore, $165 million of
long-term income taxes payable has been excluded from the preceding table. However, long-term income taxes payable,
recorded on our consolidated balance sheet, included these uncertain tax positions, reduced by the associated federal
deduction for state taxes and U.S. tax credits arising from non-U.S. income taxes.

5 Amounts represent future cash payments to satisfy other long-term liabilities recorded on our consolidated balance sheet,
including the short-term portion of these long-term liabilities. Expected required contributions to our U.S. and non-U.S. pension
plans and other postretirement benefit plans of $65 million to be made during 2012 are also included; however, funding
projections beyond 2012 are not practical to estimate.

6 Total excludes contractual obligations already recorded on our consolidated balance sheet as current liabilities except for the
short-term portions of long-term debt obligations and other long-term liabilities.

Contractual obligations for purchases of goods or services
include agreements that are enforceable and legally binding
on Intel and that specify all significant terms, including fixed
or minimum quantities to be purchased; fixed, minimum, or
variable price provisions; and the approximate timing of the
transaction. For obligations with cancellation provisions, the
amounts included in the preceding table were limited to the
non-cancelable portion of the agreement terms or the
minimum cancellation fee.

We have entered into certain agreements for the purchase of
raw materials that specify minimum prices and quantities
based on a percentage of the total available market or based
on a percentage of our future purchasing requirements. Due
to the uncertainty of the future market and our future

purchasing requirements, as well as the non-binding nature of
these agreements, obligations under these agreements are
not included in the preceding table. Our purchase orders for
other products are based on our current manufacturing needs
and are fulfilled by our vendors within short time horizons. In
addition, some of our purchase orders represent
authorizations to purchase rather than binding agreements.

Contractual obligations that are contingent upon the
achievement of certain milestones are not included in the
preceding table. These obligations include milestone-based
co-marketing agreements, contingent funding/payment
obligations, and milestone-based equity investment funding.
These arrangements are not considered contractual
obligations until the milestone is met by the third party.
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For the majority of restricted stock units granted, the number
of shares issued on the date the restricted stock units vest is
net of the minimum statutory withholding requirements that
we pay in cash to the appropriate taxing authorities on behalf
of our employees. The obligation to pay the relevant taxing
authority is not included in the preceding table, as the amount
is contingent upon continued employment. In addition, the
amount of the obligation is unknown, as it is based in part on
the market price of our common stock when the awards vest.

Contractual obligations with regard to our investment in IMFT/
IMFS are not included in the preceding table. We are
currently committed to purchasing 49% of IMFT’s and 22% of
IMFS’s production output and production-related services.
We also have several agreements with Micron related to IP,
and R&D funding related to non-volatile memory
manufacturing. The obligation to purchase our proportion of

IMFT/IMFS’s inventory was approximately $125 million as of
December 31, 2011. For further information, see “Note 11:
Equity Method and Cost Method Investments” in Part II,
Item 8 of this Form 10-K.

The expected timing of payments of the obligations above is
estimated based on current information. Timing of payments
and actual amounts paid may be different, depending on the
time of receipt of goods or services, or changes to agreed-
upon amounts for some obligations.

Off-Balance-Sheet Arrangements

As of December 31, 2011, we did not have any significant
off-balance-sheet arrangements, as defined in
Item 303(a)(4)(ii) of SEC Regulation S-K.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE

DISCLOSURES ABOUT MARKET RISK

We use derivative financial instruments primarily to manage
currency exchange rate and interest rate risk, and, to a lesser
extent, equity market risk. All of the potential changes noted
below are based on sensitivity analyses performed on our
financial positions as of December 31, 2011 and
December 25, 2010. Actual results may differ materially.

Currency Exchange Rates

In general, we economically hedge currency risks of
non-U.S.-dollar-denominated investments in debt instruments
and loans receivable with currency forward contracts or
currency interest rate swaps. Gains and losses on these
non-U.S.-currency investments would generally be offset by
corresponding losses and gains on the related hedging
instruments, resulting in an insignificant net exposure to loss.

Substantially all of our revenue is transacted in U.S. dollars.
However, a significant amount of our operating expenditures
and capital purchases is incurred in or exposed to other
currencies, primarily the Japanese yen, the euro, the Israeli
shekel, and the Chinese yuan. We have established balance
sheet and forecasted transaction currency risk management
programs to protect against fluctuations in fair value and the
volatility of future cash flows caused by changes in exchange
rates. We generally utilize currency forward contracts in these
hedging programs. Our hedging programs reduce, but do not
always entirely eliminate, the impact of currency exchange
rate movements. For further information, see “Risk Factors” in
Part I, Item 1A of this Form 10-K. We considered the
historical trends in currency exchange rates and determined
that it was reasonably possible that a weighted average
adverse change of 20% in currency exchange rates could be
experienced in the near term. Such an adverse change, after
taking into account balance sheet hedges only and offsetting
recorded monetary asset and liability positions, would have
resulted in an adverse impact on income before taxes of less
than $40 million as of December 31, 2011 (less than $35
million as of December 25, 2010).

Interest Rates

We generally hedge interest rate risks of fixed-rate debt
instruments with interest rate swaps. Gains and losses on
these investments would generally be offset by corresponding
losses and gains on the related hedging instruments,
resulting in an insignificant net exposure to interest rate loss.

We are exposed to interest rate risk related to our investment
portfolio and indebtedness. Our indebtedness includes our
debt issuances and the liability associated with a long-term
patent cross-license agreement with NVIDIA. For further
information, see “Note 17: Identified Intangible Assets” in Part
II, Item 8 of this Form 10-K. The primary objective of our
investments in debt instruments is to preserve principal while
maximizing yields, which generally track the U.S.-dollar three-
month LIBOR. A hypothetical decrease in interest rates of
1.0% would have resulted in an increase in the fair value of
our indebtedness of approximately $900 million as of
December 31, 2011 (an increase of approximately $250
million as of December 25, 2010). The significant increase
from December 25, 2010 is primarily driven by the inclusion
of the $5.0 billion of senior unsecured notes issued in the
third quarter of 2011. A hypothetical decrease in interest rates
of up to 1.0%, after taking into account investment hedges,
would have resulted in an increase in the fair value of our
investment portfolio of approximately $20 million as of
December 31, 2011 (an increase of approximately $15 million
as of December 25, 2010). The fluctuations in fair value of
our investment portfolio and indebtedness reflect only the
direct impact of the change in interest rates. Other economic
variables, such as equity market fluctuations and changes in
relative credit risk, could result in a significantly higher decline
in the fair value of our net investment position. For further
information on how credit risk is factored into the valuation of
our investment portfolio and debt issuances, see “Note 5: Fair
Value” in Part II, Item 8 of this Form 10-K.

Equity Prices

Our marketable equity investments include marketable equity
securities and equity derivative instruments such as warrants
and options. To the extent that our marketable equity
securities have strategic value, we typically do not attempt to
reduce or eliminate our equity market exposure through
hedging activities; however, for our investments in strategic
equity derivative instruments, we may enter into transactions
to reduce or eliminate the equity market risks. For securities
that we no longer consider strategic, we evaluate legal,
market, and economic factors in our decision on the timing of
disposal and whether it is possible and appropriate to hedge
the equity market risk.

We hold derivative instruments that seek to offset changes in
liabilities related to the equity market risks of certain deferred
compensation arrangements. The gains and losses from
changes in fair value of these derivatives are designed to
offset the gains and losses on the related liabilities, resulting
in an insignificant net exposure to loss.
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As of December 31, 2011, the fair value of our marketable
equity investments and our equity derivative instruments,
including hedging positions, was $585 million ($1.5 billion as
of December 25, 2010). Our marketable equity investment in
Imagination Technologies Group PLC was carried at a total
fair market value of $327 million, or 56% of our marketable
equity portfolio, as of December 31, 2011. Our marketable
equity method investments are excluded from our analysis,
as the carrying value does not fluctuate based on market
price changes unless an other-than-temporary impairment is
deemed necessary. To determine reasonably possible
decreases in the market value of our marketable equity
investments, we analyzed the expected market price
sensitivity of our marketable equity investment portfolio.
Assuming a loss of 45% in market prices, and after reflecting
the impact of hedges and offsetting positions, the aggregate
value of our marketable equity investments could decrease
by approximately $265 million, based on the value as of
December 31, 2011 (a decrease in value of approximately
$365 million, based on the value as of December 25, 2010
using an assumed loss of 40%).

Many of the same factors that could result in an adverse
movement of equity market prices affect our non-marketable
equity investments, although we cannot always quantify the
impact directly. Financial markets are volatile, which could
negatively affect the prospects of the companies we invest in,
their ability to raise additional capital, and the likelihood of our
being able to realize value in our investments through liquidity
events such as initial public offerings, mergers, and private
sales. These types of investments involve a great deal of risk,
and there can be no assurance that any specific company will
grow or become successful; consequently, we could lose all
or part of our investment. Our non-marketable equity
investments, excluding investments accounted for under the
equity method, had a carrying amount of $1.1 billion as of
December 31, 2011 ($872 million as of December 25, 2010).
As of December 31, 2011, the carrying amount of our
non-marketable equity method investments was $1.6 billion
($1.8 billion as of December 25, 2010). Approximately half of
the total non-marketable equity investments balance as of
December 31, 2011 was concentrated in our IMFT/IMFS
investment of $1.3 billion ($1.5 billion as of December 25,
2010).
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INTEL CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

Three Years Ended December 31, 2011
(In Millions, Except Per Share Amounts) 2011 2010 2009

Net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 53,999 $ 43,623 $ 35,127

Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,242 15,132 15,566

Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,757 28,491 19,561

Research and development . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,350 6,576 5,653
Marketing, general and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,670 6,309 7,931
Restructuring and asset impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 231
Amortization of acquisition-related intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 260 18 35

Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,280 12,903 13,850

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,477 15,588 5,711

Gains (losses) on equity investments, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 348 (170)
Interest and other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 192 109 163

Income before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,781 16,045 5,704

Provision for taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,839 4,581 1,335

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12,942 $ 11,464 $ 4,369

Basic earnings per common share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.46 $ 2.06 $ 0.79

Diluted earnings per common share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.39 $ 2.01 $ 0.77

Weighted average common shares outstanding:

Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,256 5,555 5,557

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,411 5,696 5,645

See accompanying notes.
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INTEL CORPORATION

CONSOLIDATED BALANCE SHEETS

December 31, 2011 and December 25, 2010
(In Millions, Except Par Value) 2011 2010

Assets

Current assets:
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,065 $ 5,498
Short-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,181 11,294
Trading assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,591 5,093
Accounts receivable, net of allowance for doubtful accounts of $36 ($28 in 2010) . . . . . . . . . . . . . . . . 3,650 2,867
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,096 3,757
Deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,700 1,488
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,589 1,614

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,872 31,611

Property, plant and equipment, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,627 17,899

Marketable equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 562 1,008

Other long-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 889 3,026

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,254 4,531

Identified intangible assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,267 860

Other long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,648 4,251

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 71,119 $ 63,186

Liabilities and stockholders’ equity

Current liabilities:
Short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 247 $ 38
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,956 2,290
Accrued compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,948 2,888
Accrued advertising . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,134 1,007
Deferred income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,929 747
Other accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,814 2,357

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,028 9,327

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,084 2,077

Long-term deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,617 926

Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,479 1,426

Commitments and contingencies (Notes 23 and 29)

Stockholders’ equity:
Preferred stock, $0.001 par value, 50 shares authorized; none issued . . . . . . . . . . . . . . . . . . . . . . . . . — —
Common stock, $0.001 par value, 10,000 shares authorized; 5,000 issued and outstanding

(5,581 issued and 5,511 outstanding in 2010) and capital in excess of par value . . . . . . . . . . . . . . . 17,036 16,178
Accumulated other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (781) 333
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,656 32,919

Total stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45,911 49,430

Total liabilities and stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 71,119 $ 63,186

See accompanying notes.
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INTEL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Years Ended December 31, 2011
(In Millions) 2011 2010 2009

Cash and cash equivalents, beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,498 $ 3,987 $ 3,350

Cash flows provided by (used for) operating activities:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,942 11,464 4,369
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,141 4,398 4,744
Share-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,053 917 889
Restructuring, asset impairment, and net loss on retirement of assets . . . . . . . . . . . . . 96 67 368
Excess tax benefit from share-based payment arrangements . . . . . . . . . . . . . . . . . . . . (37) (65) (9)
Amortization of intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 923 240 308
(Gains) losses on equity investments, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (112) (348) 170
(Gains) losses on divestitures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (164) — —
Deferred taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 790 (46) 271
Changes in assets and liabilities:

Trading assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 299
Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (678) (584) (535)
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (243) (806) 796
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 596 407 (506)
Accrued compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (95) 161 247
Income taxes payable and receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 660 53 110
Other assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91 834 (351)

Total adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,021 5,228 6,801

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,963 16,692 11,170

Cash flows provided by (used for) investing activities:
Additions to property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,764) (5,207) (4,515)
Acquisitions, net of cash acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8,721) (218) (853)
Purchases of available-for-sale investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11,230) (17,675) (8,655)
Sales of available-for-sale investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,076 506 220
Maturities of available-for-sale investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,029 12,627 7,536
Purchases of trading assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11,314) (8,944) (4,186)
Maturities and sales of trading assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,771 8,846 2,543
Origination of loans receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (206) (498) (343)
Collection of loans receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 134 — —
Investments in non-marketable equity investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (693) (393) (250)
Return of equity method investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 263 199 449
Proceeds from divestitures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 — —
Other investing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 304 218 89

Net cash used for investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,301) (10,539) (7,965)

Cash flows provided by (used for) financing activities:
Increase (decrease) in short-term debt, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 209 23 (87)
Proceeds from government grants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124 79 —
Excess tax benefit from share-based payment arrangements . . . . . . . . . . . . . . . . . . . . . . 37 65 9
Issuance of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,962 — 1,980
Repayment of debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (157) —
Proceeds from sales of shares through employee equity incentive plans . . . . . . . . . . . . . 2,045 587 400
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14,340) (1,736) (1,762)
Payment of dividends to stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,127) (3,503) (3,108)
Other financing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10) — —

Net cash used for financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11,100) (4,642) (2,568)

Effect of exchange rate fluctuations on cash and cash equivalents . . . . . . . . . . . . . . . 5 — —

Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . (433) 1,511 637

Cash and cash equivalents, end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,065 $ 5,498 $ 3,987

Supplemental disclosures of cash flow information:
Cash paid during the year for:

Interest, net of amounts capitalized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ 4
Income taxes, net of refunds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,338 $ 4,627 $ 943

See accompanying notes.
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INTEL CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Common Stock and Capital in
Excess of Par Value Accumulated

Other
Comprehensive
Income (Loss)

Retained
Earnings Total

Three Years Ended December 31, 2011
(In Millions, Except Per Share Amounts)

Number of
Shares Amount

Balance as of December 27, 2008 . . . . . . . . . . . . . . . . 5,562 $ 13,402 $ (393) $ 26,537 $ 39,546

Components of comprehensive income, net of tax:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 4,369 4,369
Other comprehensive income (loss) . . . . . . . . . . . . . . — — 786 — 786

Total comprehensive income . . . . . . . . . . . . . . . . . 5,155

Proceeds from sales of shares through employee equity
incentive plans, net tax deficiency, and other . . . . . . . . 55 381 — — 381

Issuance of convertible debt . . . . . . . . . . . . . . . . . . . . . . — 603 — — 603
Share-based compensation . . . . . . . . . . . . . . . . . . . . . . — 889 — — 889
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . (94) (282) — (1,480) (1,762)
Cash dividends declared ($0.56 per common share) . . . . — — — (3,108) (3,108)

Balance as of December 26, 2009 . . . . . . . . . . . . . . . . 5,523 14,993 393 26,318 41,704

Components of comprehensive income, net of tax:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 11,464 11,464
Other comprehensive income (loss) . . . . . . . . . . . . . . — — (60) — (60)

Total comprehensive income . . . . . . . . . . . . . . . . . 11,404

Proceeds from sales of shares through employee equity
incentive plans, net excess tax benefit, and other . . . . . 68 644 — — 644

Share-based compensation . . . . . . . . . . . . . . . . . . . . . . — 917 — — 917
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . (80) (376) — (1,360) (1,736)
Cash dividends declared ($0.63 per common share) . . . . — — — (3,503) (3,503)

Balance as of December 25, 2010 . . . . . . . . . . . . . . . . 5,511 16,178 333 32,919 49,430

Components of comprehensive income, net of tax:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 12,942 12,942
Other comprehensive income (loss) . . . . . . . . . . . . . . — — (1,114) — (1,114)

Total comprehensive income . . . . . . . . . . . . . . . . . 11,828

Proceeds from sales of shares through employee equity
incentive plans, net excess tax deficiency, and other . . 142 2,019 — — 2,019

Assumption of equity awards in connection
with acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 48 — — 48

Share-based compensation . . . . . . . . . . . . . . . . . . . . . . — 1,053 — — 1,053
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . (653) (2,262) — (12,078) (14,340)
Cash dividends declared ($0.7824 per common share) . . — — — (4,127) (4,127)

Balance as of December 31, 2011 . . . . . . . . . . . . . . . . 5,000 $ 17,036 $ (781) $ 29,656 $ 45,911

See accompanying notes.
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INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Basis of Presentation

We have a 52- or 53-week fiscal year that ends on the last
Saturday in December. Fiscal year 2011 was a 53-week year.
Fiscal years 2010 and 2009 were 52-week years. Our
consolidated financial statements include the accounts of
Intel Corporation and our wholly owned subsidiaries.
Intercompany accounts and transactions have been
eliminated. We use the equity method to account for equity
investments in instances in which we own common stock or
similar interests and have the ability to exercise significant
influence, but not control, over the investee.

In the first quarter of 2011, we completed the acquisition of
McAfee, Inc. For further information, see “Note 14:
Acquisitions.” Certain of the operations acquired from McAfee
have a functional currency other than the U.S. dollar. As a
result, translation adjustments have been recorded through
accumulated other comprehensive income (loss) beginning in
2011. Prior to the acquisition of McAfee, the U.S. dollar was
the functional currency for Intel and all of our subsidiaries;
therefore, we do not have a translation adjustment recorded
through accumulated other comprehensive income (loss) for
fiscal years 2010 and 2009.

Note 2: Accounting Policies

Use of Estimates

The preparation of consolidated financial statements in
conformity with U.S. generally accepted accounting principles
requires us to make estimates and judgments that affect the
amounts reported in our consolidated financial statements
and the accompanying notes. The accounting estimates that
require our most significant, difficult, and subjective
judgments include:
• the valuation of non-marketable equity investments and

the determination of other-than-temporary impairments;
• the assessment of recoverability of long-lived assets

(property, plant and equipment; goodwill; and identified
intangibles);

• the recognition and measurement of current and deferred
income taxes (including the measurement of uncertain
tax positions);

• the valuation of inventory; and
• the recognition and measurement of loss contingencies.

The actual results that we experience may differ materially
from our estimates.

Fair Value

Fair value is the price that would be received from selling an
asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. When
determining fair value, we consider the principal or most
advantageous market in which we would transact, and we
consider assumptions that market participants would use
when pricing the asset or liability. Our financial assets and
liabilities are measured and recorded at fair value, except for
equity method investments, cost method investments, cost
method loans receivable, and most of our liabilities.

Fair Value Hierarchy

The three levels of inputs that may be used to measure fair
value are as follows:

Level 1. Quoted prices in active markets for identical assets
or liabilities.

Level 2. Observable inputs other than Level 1 prices, such as
quoted prices for similar assets or liabilities, quoted prices in
markets with insufficient volume or infrequent transactions
(less active markets), or model-derived valuations in which all
significant inputs are observable or can be derived principally
from or corroborated with observable market data for
substantially the full term of the assets or liabilities. Level 2
inputs also include non-binding market consensus prices that
can be corroborated with observable market data, as well as
quoted prices that were adjusted for security-specific
restrictions.

Level 3. Unobservable inputs to the valuation methodology
that are significant to the measurement of the fair value of
assets or liabilities. Level 3 inputs also include non-binding
market consensus prices or non-binding broker quotes that
we were unable to corroborate with observable market data.

For further discussion of fair value, see “Note 5: Fair Value”
and “Note 22: Retirement Benefit Plans.”
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INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Trading Assets

Marketable debt instruments are generally designated as
trading assets when the interest rate or foreign exchange rate
risk is economically hedged at inception with a related
derivative instrument or when the marketable debt instrument
is used to economically hedge foreign exchange rate risk
from the remeasurement of intercompany loans. Investments
designated as trading assets are reported at fair value. The
gains or losses of these investments arising from changes in
fair value due to interest rate and currency market
fluctuations and credit market volatility, offset by losses or
gains on the related derivative instruments and intercompany
loans, are recorded in interest and other, net. We also
designate certain floating-rate securitized financial
instruments, primarily asset-backed securities, as trading
assets.

Available-for-Sale Investments

We consider all liquid available-for-sale debt instruments with
original maturities from the date of purchase of approximately
three months or less to be cash and cash equivalents.
Available-for-sale debt instruments with original maturities at
the date of purchase greater than approximately three
months and remaining maturities of less than one year are
classified as short-term investments. Available-for-sale debt
instruments with remaining maturities beyond one year are
classified as other long-term investments.

Investments that we designate as available-for-sale are
reported at fair value, with unrealized gains and losses, net of
tax, recorded in accumulated other comprehensive income
(loss), except as noted in the “Other-Than-Temporary
Impairment” section below. We determine the cost of the
investment sold based on an average cost basis at the
individual security level. Our available-for-sale investments
include:
• Marketable debt instruments when the interest rate and

foreign currency risks are not hedged at inception of the
investment or when our criteria for designation as trading
assets are not met. We generally hold these debt
instruments to generate a return commensurate with the
U.S.-dollar three-month LIBOR. We record the interest
income and realized gains and losses on the sale of
these instruments in interest and other, net.

• Marketable equity securities when there are barriers to
mitigating equity market risk through the sale or use of
derivative instruments at the time of original classification
and there is no plan to sell the investment at the time of
original classification. We acquire these equity
investments for the promotion of business and strategic
objectives. To the extent that these investments continue
to have strategic value, we typically do not attempt to
reduce or eliminate the equity market risks through
hedging activities. We record the realized gains or losses
on the sale or exchange of marketable equity securities
in gains (losses) on equity investments, net.

Non-Marketable and Other Equity Investments

Our non-marketable equity and other equity investments are
included in other long-term assets. We account for
non-marketable equity and other equity investments for which
we do not have control over the investee as:
• Equity method investments when we have the ability to

exercise significant influence, but not control, over the
investee. Our proportionate share of the income or loss
is recognized on a one-quarter lag and is recorded in
gains (losses) on equity investments, net. Equity method
investments include marketable and non-marketable
investments.

• Non-marketable cost method investments when the
equity method does not apply. We record the realized
gains or losses on the sale of non-marketable cost
method investments in gains (losses) on equity
investments, net.
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INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Other-Than-Temporary Impairment

Our available-for-sale investments and non-marketable and
other equity investments are subject to a periodic impairment
review. Investments are considered impaired when the fair
value is below the investment’s adjusted cost basis.
Impairments affect earnings as follows:
• Marketable debt instruments when the fair value is below

amortized cost and we intend to sell the instrument, it is
more likely than not that we will be required to sell the
instrument before recovery of its amortized cost basis, or
we do not expect to recover the entire amortized cost
basis of the instrument (that is, a credit loss exists).
When we do not expect to recover the entire amortized
cost basis of the instrument, other-than-temporary
impairments are separated into amounts representing
credit losses, which are recognized in interest and other,
net, and amounts related to all other factors, which are
recognized in other comprehensive income (loss).

• Marketable equity securities based on the specific facts
and circumstances present at the time of assessment,
which include the consideration of general market
conditions, the duration and extent to which the fair value
is below cost, and our ability and intent to hold the
investment for a sufficient period of time to allow for
recovery in value in the foreseeable future. We also
consider specific adverse conditions related to the
financial health of, and business outlook for, the
investee, which may include industry and sector
performance, changes in technology, operational and
financing cash flow factors, and changes in the
investee’s credit rating. We record other-than-temporary
impairment charges on marketable equity securities and
marketable equity method investments in gains (losses)
on equity investments, net.

• Non-marketable equity investments based on our
assessment of the severity and duration of the
impairment, and qualitative and quantitative analysis,
including:
• the investee’s revenue and earnings trends relative

to pre-defined milestones and overall business
prospects;

• the technological feasibility of the investee’s
products and technologies;

• the general market conditions in the investee’s
industry or geographic area, including adverse
regulatory or economic changes;

• factors related to the investee’s ability to remain in
business, such as the investee’s liquidity, debt
ratios, and the rate at which the investee is using its
cash; and

• the investee’s receipt of additional funding at a lower
valuation.

We record other-than-temporary impairment charges for
non-marketable cost method investments and equity
method investments in gains (losses) on equity
investments, net.

Derivative Financial Instruments

Our primary objective for holding derivative financial
instruments is to manage currency exchange rate and
interest rate risk, and, to a lesser extent, equity market risk
and commodity price risk. Our derivative financial instruments
are recorded at fair value and are included in other current
assets, other long-term assets, other accrued liabilities, or
other long-term liabilities.

Our accounting policies for derivative financial instruments
are based on whether they meet the criteria for designation
as a cash flow hedge. A designated hedge of the exposure to
variability in the future foreign currency equivalent cash flows
of a forecasted transaction is referred to as a cash flow
hedge. The criteria for designating a derivative as a cash flow
hedge include the assessment of the instrument’s
effectiveness in risk reduction, matching of the derivative
instrument to its underlying transaction, and the assessment
of the probability that the underlying transaction will occur.
For derivatives with cash flow hedge accounting designation,
we report the after-tax gain or loss from the effective portion
of the hedge as a component of accumulated other
comprehensive income (loss) and reclassify it into earnings in
the same period or periods in which the hedged transaction
affects earnings, and in the same line item on the
consolidated statements of income as the impact of the
hedged transaction. Derivatives that we designate as cash
flow hedges are classified in the consolidated statements of
cash flows in the same section as the underlying item,
primarily within cash flows from operating activities.

We recognize gains and losses from changes in fair values of
derivatives that are not designated as hedges for accounting
purposes in the line item on the consolidated statements of
income most closely associated with the related exposures,
primarily in interest and other, net and gains (losses) on
equity investments, net. As part of our strategic investment
program, we also acquire equity derivative instruments, such
as equity conversion rights associated with debt instruments,
that we do not designate as hedging instruments. We
recognize the gains or losses from changes in fair values of
these equity derivative instruments in gains (losses) on equity
investments, net. Gains and losses from derivatives not
designated as hedges are classified in the consolidated
statements of cash flows within cash flows from operating
activities.
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Measurement of Effectiveness

• Effectiveness for forwards is generally measured by
comparing the cumulative change in the fair value of the
hedge contract with the cumulative change in the fair
value of the forecasted cash flows of the hedged item.
For currency forward contracts used in cash flow hedging
strategies related to capital purchases, forward points
are excluded, and effectiveness is measured using spot
rates to value both the hedge contract and the hedged
item. For currency forward contracts used in cash flow
hedging strategies related to operating expenditures,
forward points are included and effectiveness is
measured using forward rates to value both the hedge
contract and the hedged item.

• Effectiveness for options is generally measured by
comparing the cumulative change in the intrinsic value of
the hedge contract with the cumulative change in the
intrinsic value of an option instrument representing the
hedged risks in the hedged item. Time value is excluded
and effectiveness is measured using spot rates to value
both the hedge contract and the hedged item.

• Effectiveness for interest rate swaps and commodity
swaps is generally measured by comparing the
cumulative change in fair value of the swap with the
cumulative change in the fair value of the hedged item.

If a cash flow hedge is discontinued because it is no longer
probable that the original hedged transaction will occur as
previously anticipated, the cumulative unrealized gain or loss
on the related derivative is reclassified from accumulated
other comprehensive income (loss) into earnings.
Subsequent gains or losses on the related derivative
instrument are recognized in interest and other, net in each
period until the instrument matures, is terminated, is
re-designated as a qualified cash flow hedge, or is sold.
Ineffective portions of cash flow hedges, as well as amounts
excluded from the assessment of effectiveness, are
recognized in earnings in interest and other, net. For further
discussion of our derivative instruments and risk
management programs, see “Note 8: Derivative Financial
Instruments.”

Securities Lending

We may enter into securities lending agreements with
financial institutions, generally to facilitate hedging and
certain investment transactions. Selected securities may be
loaned, secured by collateral in the form of cash or securities.
The loaned securities continue to be carried as investment
assets on our consolidated balance sheets. Cash and cash
equivalent collateral is recorded as an asset with a
corresponding liability. For lending agreements collateralized
by other securities, we do not record the collateral as an
asset or a liability, unless the collateral is repledged.

Loans Receivable

We make loans to third parties that are classified within other
current assets or other long-term assets. We may elect the
fair value option for loans when the interest rate or foreign
exchange rate risk is economically hedged at inception with a
related derivative instrument. We record the gains or losses
on these loans arising from changes in fair value due to
interest rate, currency, and counterparty credit changes,
mostly offset by losses or gains on the related derivative
instruments, in interest and other, net. Loans that are
denominated in U.S. dollars and have a floating-rate coupon
are carried at amortized cost. We measure interest income
for all loans receivable using the interest method, which is
based on the effective yield of the loans rather than the stated
coupon rate. For further discussion of our loans receivable,
see “Note 5: Fair Value.”

Inventories

We compute inventory cost on a currently adjusted standard
basis (which approximates actual cost on an average or
first-in, first-out basis). Inventories at year-ends were as
follows:

(In Millions) 2011 2010

Raw materials . . . . . . . . . . . . . . . . $ 644 $ 471
Work in process . . . . . . . . . . . . . . . 1,680 1,887
Finished goods . . . . . . . . . . . . . . . . 1,772 1,399

Total inventories . . . . . . . . . . . . . $ 4,096 $ 3,757
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Property, Plant and Equipment

Property, plant and equipment, net at year-ends was as
follows:

(In Millions) 2011 2010

Land and buildings . . . . . . . . . . . . . $ 17,883 $ 17,421
Machinery and equipment . . . . . . . 34,351 30,421
Construction in progress . . . . . . . . 5,839 2,639

Total property, plant and
equipment, gross . . . . . . . . . . . 58,073 50,481

Less: accumulated depreciation . . (34,446) (32,582)

Total property, plant and
equipment, net . . . . . . . . . . . . . $ 23,627 $ 17,899

We compute depreciation for financial reporting purposes
using the straight-line method. Substantially all of our
depreciable property, plant and equipment assets are
depreciated over the following estimated useful lives:
machinery and equipment, 2 to 4 years; buildings, 4 to
25 years.

We capitalize a substantial majority of interest on borrowings
related to eligible capital expenditures. Capitalized interest is
added to the cost of qualified assets and amortized over the
estimated useful lives of the assets. We record capital-related
government grants earned as a reduction to property, plant
and equipment.

Goodwill

We record goodwill when the purchase price of an acquisition
exceeds the fair value of the net tangible and intangible
assets as of the date of acquisition, assigning the goodwill to
our applicable reporting units based on the relative expected
fair value provided by the acquisition. We perform a quarterly
review of goodwill for indicators of impairment. During the
fourth quarter of each year, we perform an impairment
assessment for each reporting unit, and impairment tests
using a fair value approach when necessary. The reporting
unit’s carrying value used in an impairment test represents
the assignment of various assets and liabilities, excluding
certain corporate assets and liabilities, such as cash,
investments, and debt. For further discussion of goodwill, see
“Note 16: Goodwill.”

Identified Intangible Assets

Licensed technology assets are generally amortized on a
straight-line basis over the periods of benefit. We amortize all
acquisition-related intangible assets that are subject to
amortization over the estimated useful life based on
economic benefit. Acquisition-related in-process research and
development assets represent the fair value of incomplete
research and development projects that had not reached
technological feasibility as of the date of acquisition and are
initially classified as “other intangible assets” that are not
subject to amortization. Assets related to projects that have
been completed are transferred from “other intangible assets”
to “acquisition-related developed technology,” and are subject
to amortization, while assets related to projects that have
been abandoned are impaired. In the quarter following the
period in which identified intangible assets become fully
amortized, the fully amortized balances are removed from the
gross asset and accumulated amortization amounts.

The estimated useful life ranges for identified intangible
assets that are subject to amortization as of December 31,
2011 are as follows:

Estimated
Useful Life
(In Years)

Acquisition-related developed technology . . . . . 3–9
Acquisition-related customer relationships . . . . 2–8
Acquisition-related trade names . . . . . . . . . . . . 5–7
Licensed technology . . . . . . . . . . . . . . . . . . . . . 5–17

We perform a quarterly review of identified intangible assets
to determine if facts and circumstances indicate that the
useful life is shorter than we had originally estimated or that
the carrying amount of assets may not be recoverable. If such
facts and circumstances exist, we assess recoverability by
comparing the projected undiscounted net cash flows
associated with the related asset or group of assets over their
remaining lives against their respective carrying amounts.
Impairments, if any, are based on the excess of the carrying
amount over the fair value of those assets. If the useful life is
shorter than originally estimated, we accelerate the rate of
amortization and amortize the remaining carrying value over
the new shorter useful life.

For further discussion of identified intangible assets, see
“Note 17: Identified Intangible Assets.”
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Product Warranty

The vast majority of our products are sold with a limited
warranty on product quality and a limited indemnification for
customers against intellectual property rights (IP)
infringement claims related to our products. The accrual and
the related expense for known product warranty issues were
not significant during the periods presented. Due to product
testing, the short time typically between product shipment and
the detection and correction of product failures, and the
historical rate of payments on indemnification claims, the
accrual and related expense for estimated incurred but
unidentified issues were not significant during the periods
presented.

Revenue Recognition

We recognize net product revenue when the earnings
process is complete, as evidenced by an agreement with the
customer, transfer of title, and acceptance, if applicable, as
well as fixed pricing and probable collectibility. We record
pricing allowances, including discounts based on contractual
arrangements with customers, when we recognize revenue
as a reduction to both accounts receivable and net revenue.
Because of frequent sales price reductions and rapid
technology obsolescence in the industry, we defer product
revenue and related costs of sales from sales made to
distributors under agreements allowing price protection or
right of return until the distributors sell the merchandise. The
right of return granted generally consists of a stock rotation
program in which distributors are able to exchange certain
products based on the number of qualified purchases made
by the distributor. Under the price protection program, we
give distributors credits for the difference between the original
price paid and the current price that we offer. We record the
net deferred income from product sales to distributors on our
balance sheet as deferred income on shipments to
distributors. We include shipping charges billed to customers
in net revenue, and include the related shipping costs in cost
of sales.

Revenue from license agreements with our McAfee business
generally includes service and support agreements for which
the related revenue is deferred and recognized ratably over
the performance period. Revenue derived from online
subscription products is deferred and recognized ratably over
the performance period. Professional services revenue is
recognized as services are performed or, if required, upon
customer acceptance. For arrangements with multiple

elements, including software licenses, maintenance, and/or
services, revenue is allocated across the separately identified
deliverables and may be recognized or deferred. When
vendor-specific objective evidence (VSOE) does not exist for
undelivered elements such as maintenance and support, the
entire arrangement fee is recognized ratably over the
performance period. Direct costs, such as costs related to
revenue-sharing and royalty arrangements associated with
license arrangements, as well as component costs
associated with product revenue, are deferred and amortized
over the same period that the related revenue is recognized.

Sales of software through our Wind River Software Group are
made through term licenses that are generally 12 months in
length, or perpetual licenses. Revenue is generally deferred
and recognized ratably over the course of the license.

Advertising

Cooperative advertising programs reimburse customers for
marketing activities for certain of our products, subject to
defined criteria. We accrue cooperative advertising
obligations and record the costs at the same time that the
related revenue is recognized. We record cooperative
advertising costs as marketing, general and administrative
expenses to the extent that an advertising benefit separate
from the revenue transaction can be identified and the fair
value of that advertising benefit received is determinable. We
record any excess in cash paid over the fair value of the
advertising benefit received as a reduction in revenue.
Advertising costs, including direct marketing costs, recorded
within marketing, general and administrative expenses were
$2.1 billion in 2011 ($1.8 billion in 2010 and $1.4 billion in
2009).

Employee Equity Incentive Plans

We have employee equity incentive plans, which are
described more fully in “Note 24: Employee Equity Incentive
Plans.” We use the straight-line attribution method to
recognize share-based compensation over the service period
of the award. Upon exercise, cancellation, forfeiture, or
expiration of stock options, or upon vesting or forfeiture of
restricted stock units, we eliminate deferred tax assets for
options and restricted stock units with multiple vesting dates
for each vesting period on a first-in, first-out basis as if each
vesting period were a separate award.
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Note 3: Accounting Changes

2011

In the first quarter of 2011, we adopted new standards for
revenue recognition with multiple deliverables. These new
standards change the determination of whether the individual
deliverables included in a multiple-element arrangement may
be treated as separate units for accounting purposes.
Additionally, these new standards modify the method by
which revenue is allocated to the separately identified
deliverables. The adoption of these new standards did not
have a significant impact on our consolidated financial
statements.

In the first quarter of 2011, we adopted new standards that
remove certain tangible products and associated software
from the scope of the software revenue recognition guidance.
The adoption of these new standards did not have a
significant impact on our consolidated financial statements.

In the fourth quarter of 2011, we adopted amended standards
that simplify how entities test goodwill for impairment. These
amended standards permit an assessment of qualitative
factors to determine whether it is more likely than not that the
fair value of a reporting unit in which goodwill resides is less
than its carrying value. For reporting units in which this
assessment concludes that it is more likely than not that the
fair value is more than its carrying value, these amended
standards eliminate the requirement to perform goodwill
impairment testing. The adoption of these amended
standards did not have an impact on our consolidated
financial statements.

2010

In the first quarter of 2010, we adopted new standards for
determining whether to consolidate a variable interest entity.
These new standards eliminated a mandatory quantitative
approach in favor of a qualitative analysis, and require an
ongoing reassessment. The adoption of these new standards
did not impact our consolidated statements of income or
balance sheets.

Note 4: Recent Accounting Standards

In May 2011, the Financial Accounting Standards Board
(FASB) issued amended standards to achieve a consistent
definition of fair value and common requirements for
measurement of and disclosure about fair value between U.S.
generally accepted accounting principles and International
Financial Reporting Standards. For assets and liabilities
categorized as Level 3 and recognized at fair value, these
amended standards require disclosure of quantitative
information about unobservable inputs, a description of the
valuation processes used by the entity, and a qualitative
discussion about the sensitivity of the measurements. In
addition, these amended standards require that we disclose
the level in the fair value hierarchy for financial instruments
disclosed at fair value but not recorded at fair value. These
new standards are effective for us beginning in the first
quarter of 2012; early adoption of these standards is
prohibited. We do not expect these new standards to
significantly impact our consolidated financial statements.

In 2011, the FASB issued amended standards to increase the
prominence of items reported in other comprehensive
income. These amendments eliminate the option to present
components of other comprehensive income as part of the
statement of changes in stockholders’ equity and require that
all changes in stockholders’ equity—except investments by,
and distributions to, owners—be presented either in a single
continuous statement of comprehensive income or in two
separate but consecutive statements. These new standards
are effective for us beginning in the first quarter of 2012 and
are to be applied retrospectively. These amended standards
will impact the presentation of other comprehensive income
but will not impact our financial position or results of
operations.
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Note 5: Fair Value

Assets/Liabilities Measured and Recorded at Fair Value on a Recurring Basis

Assets and liabilities measured and recorded at fair value on a recurring basis consisted of the following types of instruments as
of December 31, 2011 and December 25, 2010:

December 31, 2011 December 25, 2010

Fair Value Measured and
Recorded at Reporting Date Using

Total

Fair Value Measured and
Recorded at Reporting Date Using

Total(In Millions) Level 1 Level 2 Level 3 Level 1 Level 2 Level 3

Assets
Cash equivalents:

Commercial paper . . . . . . . . . . $ — $ 2,408 $ — $ 2,408 $ — $ 2,600 $ — $ 2,600
Government bonds . . . . . . . . . . 650 — — 650 1,279 505 — 1,784
Bank deposits . . . . . . . . . . . . . . — 795 — 795 — 560 — 560
Money market fund deposits . . 546 — — 546 34 — — 34

Short-term investments:
Government bonds . . . . . . . . . . 2,690 310 — 3,000 4,890 1,320 — 6,210
Commercial paper . . . . . . . . . . — 1,409 — 1,409 — 2,712 — 2,712
Corporate bonds . . . . . . . . . . . . 120 428 28 576 121 1,378 1 1,500
Bank deposits . . . . . . . . . . . . . . — 196 — 196 — 858 — 858
Asset-backed securities . . . . . . — — — — — — 14 14

Trading assets:
Government bonds . . . . . . . . . . 1,698 1,317 — 3,015 311 2,115 — 2,426
Corporate bonds . . . . . . . . . . . . 202 486 — 688 199 916 — 1,115
Commercial paper . . . . . . . . . . — 305 — 305 — 488 — 488
Municipal bonds . . . . . . . . . . . . — 284 — 284 — 375 — 375
Bank deposits . . . . . . . . . . . . . . — 135 — 135 — 108 — 108
Asset-backed securities . . . . . . — — 115 115 — — 190 190
Money market fund deposits . . 49 — — 49 3 — — 3
Marketable equity securities . . . — — — — 388 — — 388

Other current assets:
Derivative assets . . . . . . . . . . . — 159 7 166 — 330 — 330
Loans receivable . . . . . . . . . . . — 33 — 33 — — — —

Marketable equity securities . . . . . 522 40 — 562 785 223 — 1,008
Other long-term investments:

Government bonds . . . . . . . . . . 177 300 — 477 83 2,002 — 2,085
Corporate bonds . . . . . . . . . . . . — 282 39 321 104 601 50 755
Bank deposits . . . . . . . . . . . . . . — 55 — 55 — 133 — 133
Asset-backed securities . . . . . . — — 36 36 — — 53 53

Other long-term assets:
Loans receivable . . . . . . . . . . . — 715 — 715 — 642 — 642
Derivative assets . . . . . . . . . . . — 34 29 63 — 19 31 50

Total assets measured and
recorded at fair value . . . . . . . $ 6,654 $ 9,691 $ 254 $ 16,599 $ 8,197 $ 17,885 $ 339 $ 26,421

Liabilities
Other accrued liabilities:

Derivative liabilities . . . . . . . . . . $ — $ 280 $ 8 $ 288 $ — $ 201 $ 7 $ 208
Long-term debt . . . . . . . . . . . . . . . — — 131 131 — — 128 128
Other long-term liabilities:

Derivative liabilities . . . . . . . . . . — 27 — 27 — 47 — 47

Total liabilities measured and
recorded at fair value . . . . . . . $ — $ 307 $ 139 $ 446 $ — $ 248 $ 135 $ 383

Government bonds include bonds issued or deemed to be guaranteed by government entities. Government bonds include
instruments such as non-U.S. government bonds, U.S. Treasury securities, and U.S. agency securities.
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Marketable Debt Instruments

Marketable debt instruments include instruments such as
commercial paper, corporate bonds, government bonds, bank
deposits, asset-backed securities, municipal bonds, and
money market fund deposits. When we use observable
market prices for identical securities that are traded in less
active markets, we classify our marketable debt instruments
as Level 2. When observable market prices for identical
securities are not available, we price our marketable debt
instruments using non-binding market consensus prices that
are corroborated with observable market data; quoted market
prices for similar instruments; or pricing models, such as a
discounted cash flow model, with all significant inputs derived
from or corroborated with observable market data.
Non-binding market consensus prices are based on the
proprietary valuation models of pricing providers or brokers.
These valuation models incorporate a number of inputs,

including non-binding and binding broker quotes; observable
market prices for identical or similar securities; and the
internal assumptions of pricing providers or brokers that use
observable market inputs and, to a lesser degree,
unobservable market inputs. We corroborate non-binding
market consensus prices with observable market data using
statistical models when observable market data exists. The
discounted cash flow model uses observable market inputs,
such as LIBOR-based yield curves, currency spot and
forward rates, and credit ratings.

Our marketable debt instruments that are classified as Level
3 are classified as such due to the lack of observable market
data to corroborate either the non-binding market consensus
prices or the non-binding broker quotes. When observable
market data is not available, we corroborate our fair value
measurements using non-binding market consensus prices
and non-binding broker quotes from a second source.

The following tables present reconciliations for all assets and liabilities measured and recorded at fair value on a recurring basis
using significant unobservable inputs (Level 3) for 2011 and 2010:

Fair Value Measured and Recorded Using
Significant Unobservable Inputs (Level 3)

(In Millions)
Corporate

Bonds

Asset-
Backed

Securities
Derivative

Assets
Derivative
Liabilities

Long-Term
Debt

Total Gains
(Losses)

Balance as of December 25, 2010 . . . . . . . . . . . . . $ 51 $ 257 $ 31 $ (7) $ (128)
Total gains or losses (realized and unrealized):

Included in earnings . . . . . . . . . . . . . . . . . . . . . . . . (3) (6) 2 (1) (3) (11)
Included in other comprehensive income (loss) . . . 7 (2) — — — 5

Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 13 6 — —
Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (11) — — —
Settlements and maturities . . . . . . . . . . . . . . . . . . . . (12) (100) — — —
Transfers out of Level 3 . . . . . . . . . . . . . . . . . . . . . . . — — (3) — —

Balance as of December 31, 2011 . . . . . . . . . . . . . $ 67 $ 151 $ 36 $ (8) $ (131)

Changes in unrealized gains or losses included in
earnings related to assets and liabilities still held
as of December 31, 2011 . . . . . . . . . . . . . . . . . . . . $ (2) $ (2) $ 2 $ (1) $ (3) $ (6)

Fair Value Measured and Recorded Using
Significant Unobservable Inputs (Level 3)

(In Millions)
Corporate

Bonds

Asset-
Backed

Securities
Derivative

Assets
Derivative
Liabilities

Long-Term
Debt

Total Gains
(Losses)

Balance as of December 26, 2009 . . . . . . . . . . . . . $ 369 $ 754 $ 31 $ (65) $ (123)
Total gains or losses (realized and unrealized):

Included in earnings . . . . . . . . . . . . . . . . . . . . . . . . (2) 6 (3) (2) (5) (6)
Included in other comprehensive income (loss) . . . 4 9 — — — 13

Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 — 7 — —
Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (44) (28) (4) — —
Settlements and maturities . . . . . . . . . . . . . . . . . . . . (75) (484) — — —
Transfers out of Level 3 . . . . . . . . . . . . . . . . . . . . . . . (207) — — 60 —

Balance as of December 25, 2010 . . . . . . . . . . . . . $ 51 $ 257 $ 31 $ (7) $ (128)

Changes in unrealized gains or losses included in
earnings related to assets and liabilities still held
as of December 25, 2010 . . . . . . . . . . . . . . . . . . . . $ — $ 6 $ (4) $ (1) $ (5) $ (4)
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For all periods presented, gains and losses (realized and
unrealized) included in earnings were primarily reported
outside of operating income. During 2010, we transferred
corporate bonds from Level 3 to Level 2 due to improved
availability of observable market data and non-binding market
consensus prices to value or corroborate the value of these
instruments. Our policy is to reflect transfers in and transfers
out at the beginning of the quarter in which a change in
circumstances resulted in the transfer.

Fair Value Option for Financial Assets/Liabilities

We elected the fair value option for loans made to third
parties when the interest rate or foreign exchange rate risk
was hedged at inception with a related derivative instrument.
As of December 31, 2011, the fair value of our loans
receivable for which we elected the fair value option did not
significantly differ from the contractual principal balance
based on the contractual currency. These loans receivable
are classified within other current assets and other long-term
assets. Fair value is determined using a discounted cash flow
model with all significant inputs derived from or corroborated
with observable market data. Gains and losses from changes
in fair value on the loans receivable and related derivative
instruments, as well as interest income, are recorded in
interest and other, net. For all years presented, changes in
the fair value of our loans receivable were largely offset by
changes in the related derivative instruments, resulting in an
insignificant net impact on our consolidated statements of
income. Gains and losses attributable to changes in credit
risk are determined using observable credit default spreads
for the issuer or comparable companies and were
insignificant for all years presented. We did not elect the fair
value option for loans when the interest rate or foreign
exchange rate risk was not hedged at inception with a related
derivative instrument.

We elected this fair value option for the bonds issued in 2007 by
the Industrial Development Authority of the City of Chandler,
Arizona (2007 Arizona bonds). In connection with the 2007
Arizona bonds, we entered into a total return swap agreement
that effectively converts the fixed-rate obligation on the bonds to
a floating U.S.-dollar LIBOR-based rate. As a result, changes in
the fair value of this debt are largely offset by changes in the fair
value of the total return swap agreement, without the need to
apply hedge accounting provisions. The 2007 Arizona bonds are
included in long-term debt. As of December 31, 2011 and
December 25, 2010, no other instruments were similar to the
2007 Arizona bonds for which we elected fair value treatment.

As of December 31, 2011, the fair value of the 2007 Arizona
bonds did not significantly differ from the contractual principal
balance. The fair value of the 2007 Arizona bonds was
determined using inputs that are observable in the market or
that can be derived from or corroborated with observable
market data, as well as unobservable inputs that were

significant to the fair value. Gains and losses on the 2007
Arizona bonds and the related total return swap are recorded
in interest and other, net. We capitalize a portion of the
interest associated with the 2007 Arizona bonds. We add
capitalized interest to the cost of qualified assets and
amortize it over the estimated useful lives of the assets. The
remaining interest associated with the 2007 Arizona bonds is
recorded as interest expense in interest and other, net.

Assets Measured and Recorded at Fair Value on a

Non-Recurring Basis

Our non-marketable equity investments and non-financial
assets, such as intangible assets and property, plant and
equipment, are recorded at fair value only if an impairment
charge is recognized. During 2011, we recognized $62 million
of impairment charges on non-marketable equity investments
held as of December 31, 2011 ($121 million of impairment
charges during 2010 for non-marketable equity investments
held as of December 25, 2010 and $187 million of impairment
charges during 2009 for non-marketable equity investments
held as of December 26, 2009). The fair value of the
non-marketable equity investments at the time of impairment
was $69 million during the year ended December 31, 2011
($128 million during the year ended December 25, 2010 and
$211 million during the year ended December 26, 2009). All
of these assets were categorized as Level 3 in the fair value
hierarchy.

A portion of our non-marketable equity investments was
measured and recorded at fair value due to events or
circumstances that significantly impacted the fair value of those
investments, resulting in other-than-temporary impairment
charges. We classified these measurements as Level 3, as we
used unobservable inputs to the valuation methodologies that
were significant to the fair value measurements, and the
valuations required management judgment due to the absence
of quoted market prices. We determine the fair value of our
non-marketable equity investments using the market and income
approaches. The market approach includes the use of financial
metrics and ratios of comparable public companies. The
selection of comparable companies requires management
judgment and is based on a number of factors, including
comparable companies’ sizes, growth rates, industries,
development stages, and other relevant factors. The income
approach includes the use of a discounted cash flow model,
which requires the following significant estimates for the
investee: revenue, costs, and discount rates based on the risk
profile of comparable companies. Estimates of revenues and
costs are developed using available market, historical, and
forecast data. The valuation of these non-marketable equity
investments also takes into account variables such as conditions
reflected in the capital markets, recent financing activities by the
investees, the investees’ capital structure, the terms of the
investees’ issued interests, and the lack of marketability of the
investments.
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Financial Instruments Not Recorded at Fair Value on a Recurring Basis

We measure the fair value of our non-marketable equity investments, marketable equity method investments, indebtedness
carried at amortized cost, and cost method loans receivable quarterly for disclosure purposes; however, the assets are recorded
at fair value only when an impairment charge is recognized. The carrying amounts and fair values of financial instruments not
recorded at fair value on a recurring basis as of December 31, 2011 and December 25, 2010 were as follows:

2011 2010

(In Millions)
Carrying
Amount Fair Value

Carrying
Amount Fair Value

Non-marketable equity investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,759 $ 6,161 $ 2,633 $ 5,144
Marketable equity method investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 39 $ 67 $ 31 $ 167
Loans receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 132 $ 132 $ 208 $ 208
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,953 $ 7,735 $ 1,949 $ 2,283
Short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 200 $ 200 $ — $ —
NVIDIA Corporation cross-license agreement liability . . . . . . . . . . . . . . . . . . . . $ 1,156 $ 1,174 $ — $ —

As of December 31, 2011 and December 25, 2010, the
unrealized loss position of our non-marketable equity
investments was not significant.

Our marketable equity method investments are primarily
made up of our ownership interest in SMART Technologies,
Inc. The fair value of our ownership interest in our marketable
equity method investments was based on the quoted closing
stock prices as of December 31, 2011 and December 25,
2010.

The carrying amount and fair value of loans receivable
exclude loans measured and recorded at a fair value of $748
million as of December 31, 2011 ($642 million as of
December 25, 2010). The carrying amount and fair value of
long-term debt exclude long-term debt measured and
recorded at a fair value of $131 million as of December 31,
2011 ($128 million as of December 25, 2010). Short-term
debt includes our commercial paper outstanding as of
December 31, 2011, and the carrying amount and fair value
exclude drafts payable.

The fair value of our loans receivable is determined using a
discounted cash flow model, with all significant inputs derived
from or corroborated with observable market data. The credit
quality of our loans receivable remains high, with credit
ratings of BBB+/Baa1 or better as of December 31, 2011.
The fair value of our long-term debt is determined using third-
party market prices and discounted cash flow models that
take into consideration variables such as credit-rating
changes and interest rate changes.

The NVIDIA Corporation cross-license agreement liability in
the preceding table was incurred as a result of entering into a
long-term patent cross-license agreement with NVIDIA in
January 2011. We agreed to make payments to NVIDIA over
six years. For further information on the payment terms and

recognition of licensed technology intangible assets, see
“Note 17: Identified Intangible Assets.” As of December 31,
2011, the carrying amount of the liability arising from the
agreement was classified within other accrued liabilities and
other long-term liabilities, as applicable. The fair value is
determined using a discounted cash flow model, with all
significant inputs derived from or corroborated with
observable market data.

Note 6: Trading Assets

Trading assets outstanding as of December 31, 2011 and
December 25, 2010 were as follows:

(In Millions) 2011 2010

Marketable debt instruments . . . . . $ 4,591 $ 4,705
Marketable equity securities . . . . . — 388

Total trading assets . . . . . . . . . . . $ 4,591 $ 5,093

Net losses on marketable debt instruments classified as
trading assets still held at the reporting date were $71 million
in 2011 (net losses of $50 million in 2010 and net gains of
$91 million in 2009). Net gains on the related derivatives and
intercompany loans were $58 million in 2011 (net gains of
$43 million and $18 million in 2010 and 2009, respectively).

Net losses on marketable equity securities classified as
trading assets still held at the reporting date, excluding the
impacts of the related derivatives, were $14 million in 2010.

In 2010, we sold our ownership in Numonyx B.V. to Micron
Technology, Inc. The Micron common stock that we received
in the transaction was classified as marketable equity
securities within trading assets. During the second quarter of
2011, we sold our remaining shares in Micron.
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Note 7: Available-for-Sale Investments

Available-for-sale investments as of December 31, 2011 and December 25, 2010 were as follows:

2011 2010

(In Millions)
Adjusted

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Adjusted

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

Government bonds . . . . . . . . . $ 4,131 $ — $ (4) $ 4,127 $ 10,075 $ 9 $ (5) $ 10,079
Commercial paper . . . . . . . . . . 3,820 — (3) 3,817 5,312 — — 5,312
Bank deposits . . . . . . . . . . . . . 1,046 1 (1) 1,046 1,550 1 — 1,551
Corporate bonds . . . . . . . . . . . 892 14 (9) 897 2,250 9 (4) 2,255
Marketable equity securities . . 189 385 (12) 562 380 629 (1) 1,008
Money market fund deposits . . 546 — — 546 34 — — 34
Asset-backed securities . . . . . . 48 — (12) 36 76 — (9) 67

Total available-for-sale
investments . . . . . . . . . . . . $ 10,672 $ 400 $ (41) $ 11,031 $ 19,677 $ 648 $ (19) $ 20,306

In the preceding table, government bonds include bonds
issued or deemed to be guaranteed by government entities.
Government bonds include instruments such as U.S.
Treasury securities, non-U.S. government bonds, and U.S.
agency securities as of December 31, 2011 and
December 25, 2010. Bank deposits were primarily issued by
institutions outside the U.S. as of December 31, 2011 and
December 25, 2010.

The amortized cost and fair value of available-for-sale debt
investments as of December 31, 2011, by contractual
maturity, were as follows:

(In Millions) Cost Fair Value

Due in 1 year or less . . . . . . . . . . . $ 9,033 $ 9,034
Due in 1–2 years . . . . . . . . . . . . . . 626 626
Due in 2–5 years . . . . . . . . . . . . . . 226 224
Due after 5 years . . . . . . . . . . . . . . 4 3
Instruments not due at a single

maturity date . . . . . . . . . . . . . . . 594 582

Total . . . . . . . . . . . . . . . . . . . . . . . $ 10,483 $ 10,469

Instruments not due at a single maturity date in the preceding
table include asset-backed securities and money market fund
deposits.

We sold available-for-sale investments for proceeds of $9.1
billion in 2011 ($475 million in 2010 and $192 million in 2009).
Substantially all of the proceeds in 2011 were from debt
investments that were primarily used to fund our acquisition
of McAfee. The gross realized gains on sales of
available-for-sale investments were $268 million in 2011
($160 million in 2010 and $43 million in 2009) and were
primarily related to our sales of marketable equity securities.
Gains on third-party merger transactions during 2011 were
insignificant (insignificant in 2010 and $56 million in 2009).

Impairment charges recognized on available-for-sale
investments were $73 million in 2011 (insignificant in 2010
and 2009). Gross realized losses recognized on
available-for-sale investments were insignificant in 2011 ($13
million in 2010 and $64 million in 2009). We had previously
recognized other-than-temporary impairments totaling $34
million during 2008 and 2009 on the investments that were
sold in 2009.

Note 8: Derivative Financial Instruments

Our primary objective for holding derivative financial
instruments is to manage currency exchange rate risk and
interest rate risk, and, to a lesser extent, equity market risk
and commodity price risk. We currently do not hold derivative
instruments for the purpose of managing credit risk since we
limit the amount of credit exposure to any one counterparty
and generally enter into derivative transactions with high-
credit-quality counterparties.
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Currency Exchange Rate Risk

We are exposed to currency exchange rate risk and generally
hedge our exposures with currency forward contracts,
currency interest rate swaps, or currency options.
Substantially all of our revenue is transacted in U.S. dollars.
However, a significant amount of our operating expenditures
and capital purchases are incurred in or exposed to other
currencies, primarily the Japanese yen, the euro, the Israeli
shekel, and the Chinese yuan. We have established balance
sheet and forecasted transaction currency risk management
programs to protect against fluctuations in fair value and the
volatility of the functional currency equivalent of future cash
flows caused by changes in exchange rates. Our non-U.S.-
dollar-denominated investments in debt instruments and
loans receivable are generally hedged with offsetting
currency forward contracts or currency interest rate swaps.
These programs reduce, but do not entirely eliminate, the
impact of currency exchange movements.

Our currency risk management programs include:
• Currency derivatives with cash flow hedge accounting

designation that utilize currency forward contracts and
currency options to hedge exposures to the variability in
the U.S.-dollar equivalent of anticipated non-U.S.-dollar-
denominated cash flows. These instruments generally
mature within 12 months. For these derivatives, we
report the after-tax gain or loss from the effective portion
of the hedge as a component of accumulated other
comprehensive income (loss) and reclassify it into
earnings in the same period or periods in which the
hedged transaction affects earnings, and in the same line
item on the consolidated statements of income as the
impact of the hedged transaction.

• Currency derivatives without hedge accounting
designation that utilize currency forward contracts or
currency interest rate swaps to economically hedge the
functional currency equivalent cash flows of recognized
monetary assets and liabilities, non-U.S.-dollar-
denominated debt instruments classified as trading
assets, and hedges of non-U.S.-dollar-denominated
loans receivable recognized at fair value. The majority of
these instruments mature within 12 months. Changes in
the functional currency equivalent cash flows of the
underlying assets and liabilities are approximately offset
by the changes in fair values of the related derivatives.
We record net gains or losses in the line item on the
consolidated statements of income most closely
associated with the related exposures, primarily in
interest and other, net, except for equity-related gains or
losses, which we primarily record in gains (losses) on
equity investments, net.

Interest Rate Risk

Our primary objective for holding investments in debt
instruments is to preserve principal while maximizing yields.
We generally swap the returns on our investments in fixed-
rate debt instruments with remaining maturities longer than
six months into U.S.-dollar three-month LIBOR-based returns,
unless management specifically approves otherwise. These
swaps are settled at various interest payment times involving
cash payments at each interest and principal payment date,
with the majority of the contracts having quarterly payments.

Our interest rate risk management programs include:
• Interest rate derivatives with cash flow hedge accounting

designation that utilize interest rate swap agreements to
modify the interest characteristics of debt instruments.
For these derivatives, we report the after-tax gain or loss
from the effective portion of the hedge as a component of
accumulated other comprehensive income (loss) and
reclassify it into earnings in the same period or periods in
which the hedged transaction affects earnings, and in the
same line item on the consolidated statements of income
as the impact of the hedged transaction.

• Interest rate derivatives without hedge accounting
designation that utilize interest rate swaps and currency
interest rate swaps in economic hedging transactions,
including hedges of non-U.S.-dollar-denominated debt
instruments classified as trading assets and hedges of
non-U.S.-dollar-denominated loans receivable
recognized at fair value. Floating interest rates on the
swaps are reset on a quarterly basis. Changes in fair
value of the debt instruments classified as trading assets
and hedges of loans receivable recognized at fair value
are generally offset by changes in fair value of the
related derivatives, both of which are recorded in interest
and other, net.

Equity Market Risk

Our marketable investments include marketable equity
securities and equity derivative instruments. To the extent
that our marketable equity securities have strategic value, we
typically do not attempt to reduce or eliminate our equity
market exposure through hedging activities. We may enter
into transactions to reduce or eliminate the equity market
risks for our investments in strategic equity derivative
instruments. For securities that we no longer consider
strategic, we evaluate legal, market, and economic factors in
our decision on the timing of disposal and whether it is
possible and appropriate to hedge the equity market risk. Our
equity market risk management program includes equity
derivatives without hedge accounting designation that utilize
warrants, equity options, or other equity derivatives. We
recognize changes in the fair value of such derivatives in
gains (losses) on equity investments, net.
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We also utilize total return swaps to offset changes in
liabilities related to the equity market risks of certain deferred
compensation arrangements. Gains and losses from changes
in fair value of these total return swaps are generally offset by
the gains and losses on the related liabilities, which are both
recorded in cost of sales and operating expenses. The
deferred compensation liabilities were $700 million as of
December 31, 2011 ($646 million as of December 25, 2010)
and are included in other accrued liabilities.

In 2010, we sold our ownership interest in Numonyx to Micron
for consideration consisting of shares of Micron. We also
entered into equity option transactions that economically
hedged a portion of the ownership interest in Micron that we
acquired. In the second quarter of 2011, we sold our
remaining ownership interest in Micron and the related equity
options matured.

Commodity Price Risk

We operate facilities that consume commodities and have
established forecasted transaction risk management
programs to protect against fluctuations in fair value and the
volatility of future cash flows caused by changes in
commodity prices, such as those for natural gas. These
programs reduce, but do not always entirely eliminate, the
impact of commodity price movements.

Our commodity price risk management program includes
commodity derivatives with cash flow hedge accounting
designation that utilize commodity swap contracts to hedge
future cash flow exposures to the variability in commodity
prices. These instruments generally mature within 12 months.
For these derivatives, we report the after-tax gain (loss) from
the effective portion of the hedge as a component of
accumulated other comprehensive income (loss) and
reclassify it into earnings in the same period or periods in
which the hedged transaction affects earnings, and in the
same line item on the consolidated statements of income as
the impact of the hedged transaction.

Volume of Derivative Activity

Total gross notional amounts for outstanding derivatives
(recorded at fair value) as of December 31, 2011,
December 25, 2010, and December 26, 2009 were as
follows:

(In Millions) 2011 2010 2009

Currency forwards . . . . . . . . $ 11,203 $ 8,502 $ 5,732
Embedded debt derivatives . . 3,600 3,600 3,600
Interest rate swaps . . . . . . . . 1,837 2,166 1,698
Currency interest rate swaps . 1,650 2,259 1,577
Total return swaps . . . . . . . . 761 627 530
Equity options . . . . . . . . . . . . 54 496 50
Currency options . . . . . . . . . 2 94 375
Other . . . . . . . . . . . . . . . . . . 126 66 80

Total . . . . . . . . . . . . . . . . . . . $ 19,233 $ 17,810 $ 13,642

The gross notional amounts for currency forwards, currency
interest rate swaps, and currency options (presented by
currency) as of December 31, 2011, December 25, 2010, and
December 26, 2009 were as follows:

(In Millions) 2011 2010 2009

Euro . . . . . . . . . . . . . . . . . . . $ 3,904 $ 4,445 $ 3,330
Japanese yen . . . . . . . . . . . . 3,477 3,440 1,764
Israeli shekel . . . . . . . . . . . . 2,168 1,191 707
Malaysian ringgit . . . . . . . . . 805 382 310
Chinese yuan . . . . . . . . . . . . 688 347 434
British pound sterling . . . . . . 459 424 563
Other . . . . . . . . . . . . . . . . . . 1,354 626 576

Total . . . . . . . . . . . . . . . . . . . $ 12,855 $ 10,855 $ 7,684
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Fair Values of Derivative Instruments in the Consolidated Balance Sheets

The fair values of our derivative instruments as of December 31, 2011 and December 25, 2010 were as follows:

2011 2010

(In Millions)

Other
Current
Assets

Other
Long-Term

Assets

Other
Accrued

Liabilities

Other
Long-Term
Liabilities

Other
Current
Assets

Other
Long-Term

Assets

Other
Accrued

Liabilities

Other
Long-Term
Liabilities

Derivatives designated as
hedging instruments

Currency forwards . . . . . . . . . . . $ 61 $ — $ 170 $ 7 $ 120 $ 3 $ 43 $ 3
Other . . . . . . . . . . . . . . . . . . . . . — — 1 — 2 — — —

Total derivatives designated
as hedging instruments . . . $ 61 $ — $ 171 $ 7 $ 122 $ 3 $ 43 $ 3

Derivatives not designated as
hedging instruments

Currency forwards . . . . . . . . . . . $ 54 $ — $ 34 $ — $ 35 $ — $ 14 $ —
Interest rate swaps . . . . . . . . . . 3 — 63 — 2 — 96 —
Currency interest rate swaps . . 41 33 11 10 64 17 47 13
Embedded debt derivatives . . . — — — 10 — — — 31
Total return swaps . . . . . . . . . . 7 — — — 41 6 — —
Equity options . . . . . . . . . . . . . . — 6 9 — 65 5 7 —
Other . . . . . . . . . . . . . . . . . . . . . — 24 — — 1 19 1 —

Total derivatives not
designated as hedging
instruments . . . . . . . . . . . . . $ 105 $ 63 $ 117 $ 20 $ 208 $ 47 $ 165 $ 44

Total derivatives . . . . . . . . . . . $ 166 $ 63 $ 288 $ 27 $ 330 $ 50 $ 208 $ 47

Derivatives in Cash Flow Hedging Relationships

The before-tax effects of derivative instruments in cash flow hedging relationships for the three years ended December 31, 2011
were as follows:

Gains (Losses) Recognized in OCI
on Derivatives (Effective Portion)

Gains (Losses) Reclassified from Accumulated OCI into
Income by Derivative Instrument Type (Effective Portion)

(In Millions) 2011 2010 2009 Location 2011 2010 2009

Currency forwards . . . . $ 20 $ 66 $ 43 Cost of sales . . . . . . . . . . $ 118 $ 49 $ (12)
Research and

development . . . . . . . . 20 27 (30)
Marketing, general and

administrative . . . . . . . . 19 4 (12)
Other . . . . . . . . . . . . . . — 4 (12) Cost of sales . . . . . . . . . . 4 (2) (13)

Total . . . . . . . . . . . . . . $ 20 $ 70 $ 31 $ 161 $ 78 $ (67)

Gains and losses on derivative instruments in cash flow
hedging relationships related to hedge ineffectiveness and
amounts excluded from effectiveness testing were
insignificant during all periods presented in the preceding
tables. We estimate that we will reclassify approximately
$53 million (before taxes) of net derivative losses included in

accumulated other comprehensive income (loss) into
earnings within the next 12 months. For all periods presented,
there was an insignificant impact on results of operations
from discontinued cash flow hedges as a result of forecasted
transactions that were not probable to occur.
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Derivatives Not Designated as Hedging Instruments

The effects of derivative instruments not designated as hedging instruments on the consolidated statements of income for the
three years ended December 31, 2011 were as follows:

(In Millions)
Location of Gains (Losses)

Recognized in Income on Derivatives 2011 2010 2009

Currency forwards Interest and other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 58 $ 72 $ 37
Interest rate swaps Interest and other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (59) 15
Currency interest rate swaps Interest and other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17) 74 (7)
Total return swaps Various . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13) 70 51
Other Interest and other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (1) 2
Equity options Gains (losses) on equity investments, net . . . . . . . . . . . . . (67) 59 5
Other Gains (losses) on equity investments, net . . . . . . . . . . . . . 4 (2) 12

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (61) $ 213 $ 115

Note 9: Concentrations of Credit Risk

Financial instruments that potentially subject us to
concentrations of credit risk consist principally of investments
in debt instruments, derivative financial instruments, loans
receivable, and trade receivables. We enter into master
netting arrangements with counterparties when possible to
mitigate credit risk in derivative transactions. A master netting
arrangement may allow counterparties to net settle amounts
owed to each other as a result of multiple, separate derivative
transactions. For presentation on our consolidated balance
sheets, we do not offset fair value amounts recognized for
derivative instruments under master netting arrangements.

We generally place investments with high-credit-quality
counterparties and, by policy, limit the amount of credit
exposure to any one counterparty based on our analysis of
that counterparty’s relative credit standing. Substantially all of
our investments in debt instruments are with A/A2 or better
rated issuers, and a majority of the issuers are rated AA-/Aa3
or better. Our investment policy requires substantially all
investments with original maturities at the time of investment
of up to six months to be rated at least A-2/P-2 by Standard &
Poor’s/Moody’s, and specifies a higher minimum rating for
investments with longer maturities. For instance, investments
with maturities of greater than three years require a minimum
rating of AA-/Aa3 at the time of investment. Government
regulations imposed on investment alternatives of our
non-U.S. subsidiaries, or the absence of A rated
counterparties in certain countries, result in some minor
exceptions. Credit-rating criteria for derivative instruments are
similar to those for other investments. Due to master netting
arrangements, the amounts subject to credit risk related to

derivative instruments are generally limited to the amounts, if
any, by which the counterparty’s obligations exceed our
obligations with that counterparty. As of December 31, 2011,
the total credit exposure to any single counterparty, excluding
U.S. Treasury securities, did not exceed $750 million. We
obtain and secure available collateral from counterparties
against obligations, including securities lending transactions,
when we deem it appropriate.

A substantial majority of our trade receivables are derived
from sales to original equipment manufacturers and original
design manufacturers. We also have accounts receivable
derived from sales to industrial and retail distributors. Our two
largest customers accounted for 34% of net revenue for 2011
and 38% of net revenue for 2010 and 2009. Additionally,
these two largest customers accounted for 32% of our
accounts receivable as of December 31, 2011 and 44% of
our accounts receivable as of December 25, 2010. We
believe that the receivable balances from these largest
customers do not represent a significant credit risk based on
cash flow forecasts, balance sheet analysis, and past
collection experience.

We have adopted credit policies and standards intended to
accommodate industry growth and inherent risk. We believe
that credit risks are moderated by the financial stability of our
major customers. We assess credit risk through quantitative
and qualitative analysis, and from this analysis, we establish
credit limits and determine whether we will seek to use one or
more credit support devices, such as obtaining a third-party
guarantee or standby letter of credit, or obtaining credit
insurance.
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Note 10: Other Long-Term Assets

Other long-term assets as of December 31, 2011 and December 25, 2010 were as follows:

(In Millions) 2011 2010

Equity method investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,669 $ 1,791
Non-marketable cost method investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,129 872
Non-current deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 335 289
Loans receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 715 741
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 800 558

Total other long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,648 $ 4,251

Note 11: Equity Method and Cost Method Investments

Equity Method Investments

Equity method investments as of December 31, 2011 and December 25, 2010 were as follows:

2011 2010

(In Millions, Except Percentages)
Carrying

Value
Ownership
Percentage

Carrying
Value

Ownership
Percentage

IM Flash Technologies, LLC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 863 49% $ 1,126 49%
IM Flash Singapore, LLP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 466 18% 335 22%
Intel-GE Care Innovations, LLC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167 50% — —
SMART Technologies, Inc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 14% 31 14%
Clearwire Communications, LLC . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 7% 145 7%
Other equity method investments . . . . . . . . . . . . . . . . . . . . . . . . . . . 136 154

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,669 $ 1,791

IMFT/IMFS

Micron and Intel formed IM Flash Technologies, LLC (IMFT)
and IM Flash Singapore, LLP (IMFS) to manufacture NAND
flash memory products for Micron and Intel. The carrying
value of our investment in IMFT/IMFS was $1.3 billion as of
December 31, 2011 ($1.5 billion as of December 25, 2010)
and is classified within other long-term assets. In the third
quarter of 2011, we made an additional investment of $131
million in IMFS. The IMFS fabrication facility began initial
production in the second quarter of 2011. IMFT and IMFS are
each governed by a Board of Managers, with Micron and Intel
initially appointing an equal number of managers to each of
the boards. The number of managers appointed by each
party adjusts depending on the parties’ ownership interests.
As a result of our overall net reduction of our ownership
interest in IMFS, Micron now appoints the majority of the
managers on the IMFS board. Through our remaining
managers on the IMFS board, we continue to have significant
influence over the operations of IMFS, and therefore continue
to account for our interests using the equity method of
accounting. These ventures are expected to operate until
2016 but are subject to earlier termination under certain terms
and conditions.

These joint ventures are variable interest entities. All costs of
the joint ventures will be passed on to Micron and Intel
through our purchase agreements. IMFT and IMFS are
dependent upon Micron and Intel for any additional cash
requirements. Our known maximum exposure to loss
approximated the carrying value of our investment balance in
IMFT/IMFS as of December 31, 2011. Except for the amount
due to IMFT/IMFS for product purchases and services, we did
not have any additional liabilities recognized on our
consolidated balance sheets in connection with our interests
in these joint ventures as of December 31, 2011. Future cash
calls could increase our investment balance and the related
exposure to loss. Potential future losses could be higher than
the carrying amount of our investment, as Intel and Micron
are liable for other future operating costs or obligations of
IMFT/IMFS. Finally, as we are currently committed to
purchasing 49% of IMFT’s and 22% of IMFS’s production
output and production-related services, we may be required
to purchase products at a cost in excess of realizable value.
As of December 31, 2011, our contractual commitment to
purchase product output and fund production-related services
from IMFS adjusts to changes in our ownership percentage
on an eight-month lag.
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Our portion of IMFT/IMFS costs, primarily related to product
purchases and production-related services, was
approximately $985 million during 2011 (approximately $795
million during 2010 and approximately $755 million during
2009). The amount due to IMFT/IMFS for product purchases
and services provided was approximately $125 million as of
December 31, 2011 (approximately $105 million as of
December 25, 2010). During 2011, $263 million was returned
to Intel by IMFT/IMFS, which is reflected as a return of equity
method investment within investing activities on the
consolidated statements of cash flows ($199 million during
2010 and $449 million during 2009). In 2010, IMFT increased
its capital expenditures compared to 2009. The cash used for
those capital expenditures reduced the amount of cash
provided by IMFT to us as a return of equity method
investment in 2010. Costs that Intel and Micron have incurred
for product development and process development related to
IMFT/IMFS are generally split evenly between Intel and
Micron and are generally classified in research and
development.

Under the accounting standards for consolidating variable
interest entities, the consolidating investor is the entity with
the power to direct the activities of the venture that most
significantly impact the venture’s economic performance and
with the obligation to absorb losses or the right to receive
benefits from the venture that could potentially be significant
to the venture. We have determined that we do not have both
of these characteristics and, therefore, we account for our
interests using the equity method of accounting.

Intel-GE Care Innovations, LLC

In the first quarter of 2011, Intel and General Electric
Company (GE) formed an equally owned joint venture,
Intel-GE Care Innovations, LLC (Care Innovations), in the
healthcare industry that focuses on independent living and
delivery of health-related services via telecommunications.
The company was formed by combining assets of GE
Healthcare’s Home Health division and Intel’s Digital Health
Group. As a result of the formation of Care Innovations, we
recognized a gain of $164 million in the first quarter of 2011
that is recorded in interest and other, net.

Care Innovations is dependent upon Intel and GE for any
additional cash requirements and, therefore, is a variable
interest entity. Our known maximum exposure to loss
approximated the carrying value of our investment balance in
Care Innovations as of December 31, 2011. In addition to the
potential loss of our existing investment, our actual losses
could be higher, as we are liable to contribute additional future
funding up to $38 million if Care Innovations meets
established milestones.

Intel and GE equally share the power to direct all of Care
Innovations’ activities that most significantly impact its
economic performance. As a result, we account for our
interests in Care Innovations under the equity method of
accounting.

SMART Technologies, Inc.

We hold an equity interest in SMART and account for our
interest using the equity method of accounting. In 2010,
SMART completed an initial public offering of shares
approved for listing on The NASDAQ Global Select Market*.
We sold approximately 10 million of our 27.5 million shares in
the secondary offering. We recognized a gain of $181 million
on the initial public offering and subsequent sale of our shares
in the secondary offering, which is included in gains (losses)
on equity investments, net.

Clearwire Communications, LLC

In 2008, we invested in Clearwire Communications, LLC
(Clearwire LLC), a wholly owned subsidiary of Clearwire
Corporation. Our investment in Clearwire LLC is accounted
for under the equity method of accounting, and our
proportionate share of the income or loss is recognized on a
one-quarter lag. We recognize our proportionate share of
losses to the extent that our investment has a positive
carrying value. During 2011, we recognized $145 million of
equity method losses ($116 million in 2010). During 2009, we
recorded $27 million of equity method losses, which was net
of a gain of $37 million as a result of a dilution of our
ownership interest from an additional investment. These
equity method losses are included in gains (losses) on equity
investments, net.

Numonyx B.V.

In 2008, we divested our NOR flash memory business in
exchange for an ownership interest in Numonyx. Our
investment was accounted for under the equity method of
accounting, and our proportionate share of the income or loss
was recognized on a one-quarter lag. During 2010, we
recognized $42 million of equity method gains ($31 million of
equity method losses in 2009) within gains (losses) on equity
investments, net.

During the second quarter of 2010, we sold our ownership
interest in Numonyx to Micron and recognized a gain on the
sale of $91 million, which is included in gains (losses) on
equity investments, net. In exchange for our investment in
Numonyx, we received 57.9 million shares of Micron common
stock, with an additional 8.6 million shares held in escrow for
12 months after the sale, and we issued a $72 million short-
term note payable, which was subsequently paid.
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In the fourth quarter of 2010, we sold 21.5 million shares of
Micron common stock, which consisted of the 8.6 million
shares held in escrow and an additional 12.9 million shares
received in the sale of Numonyx. In 2011, we sold the
remaining Micron shares.

Cost Method Investments

The carrying value of our non-marketable cost method
investments was $1.1 billion as of December 31, 2011 and
$872 million as of December 25, 2010. In 2011, we
recognized impairment charges on non-marketable cost
method investments of $56 million within gains (losses) on
equity investments, net ($109 million in 2010 and $179 million
in 2009).

Note 12: Gains (Losses) on Equity Investments, Net

Gains (losses) on equity investments, net included:

(In Millions) 2011 2010 2009

Share of equity method investee
losses, net . . . . . . . . . . . . . . $ (204) $ (113) $ (131)

Impairment charges . . . . . . . . . . (132) (125) (221)
Gains on sales, net . . . . . . . . . . 303 424 80
Other, net . . . . . . . . . . . . . . . . . 145 162 102

Total gains (losses) on equity
investments, net . . . . . . . . . $ 112 $ 348 $ (170)

Note 13: Interest and Other, Net

The components of interest and other, net were as follows:

(In Millions) 2011 2010 2009

Interest income . . . . . . . . . . $ 98 $ 119 $ 168
Interest expense . . . . . . . . . (41) — (1)
Other, net . . . . . . . . . . . . . . 135 (10) (4)

Total interest and other,
net . . . . . . . . . . . . . . . . . $ 192 $ 109 $ 163

In 2011, we recognized a gain upon formation of the Intel and
GE joint venture, Care Innovations, of $164 million, included
within “other, net,” in the preceding table. For further
information, see “Note 11: Equity Method and Cost Method
Investments.” Interest expense in the preceding table is net of
$150 million of interest capitalized in 2011 ($134 million in
2010 and $86 million in 2009).

Note 14: Acquisitions

2011 Acquisitions

McAfee, Inc.

On February 28, 2011, we completed the acquisition of
McAfee by acquiring all issued and outstanding common
shares in exchange for cash. The acquired company
continues to operate as McAfee and offers products for
endpoint security, network and content security, risk and
compliance, and consumer and mobile security. In addition to
managing the existing McAfee business, the objective of the
acquisition was to accelerate and enhance Intel’s
combination of hardware and software security solutions,
improving the overall security of our platforms.

Total consideration to acquire McAfee was $6.7 billion (net of
$943 million of cash and cash equivalents acquired) and
comprised the following:

(In Millions)

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,652
Share-based awards assumed . . . . . . . . . . . . . . 48

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,700
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The fair values of the assets acquired and liabilities assumed
by major class in the acquisition of McAfee were recognized
as follows:

(In Millions)

Marketable debt securities . . . . . . . . . . . . . . . . $ 329
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,299
Identified intangible assets . . . . . . . . . . . . . . . 3,552
Deferred tax assets . . . . . . . . . . . . . . . . . . . . . 738
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . 417
Deferred income . . . . . . . . . . . . . . . . . . . . . . . (1,049)
Deferred tax liabilities . . . . . . . . . . . . . . . . . . . (1,191)
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . (395)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,700

The goodwill of $4.3 billion arising from the acquisition is
primarily attributed to synergies to enable a single company
to combine security and hardware for the protection of online
devices, as well as the assembled workforce of McAfee.
Substantially all of the goodwill recognized is not deductible
for tax purposes. For information on the assignment of
goodwill to our operating segments for the acquisition, see
“Note 16: Goodwill.”

The identified intangible assets assumed in the acquisition of
McAfee were recognized as follows based upon their fair
values as of February 28, 2011:

Fair Value
(In Millions)

Estimated
Useful Life
(In Years)

Developed technology . . . . . . . . $ 1,221 4
Customer relationships . . . . . . . 1,418 2–7

Total identified intangible
assets subject to
amortization . . . . . . . . . . . $ 2,639

In-process research and
development . . . . . . . . . . . . . 92

Trade names . . . . . . . . . . . . . . . 821

Total identified intangible
assets . . . . . . . . . . . . . . . . . . $ 3,552

Acquired developed technology represents the fair values of
McAfee products that have reached technological feasibility
and were part of McAfee’s product offerings at the date of
acquisition. Customer relationships represent the fair values
of the underlying relationships and agreements with McAfee’s
customers. In-process research and development represents
the fair values of incomplete McAfee research and
development projects that had not reached technological
feasibility as of the date of acquisition. Incremental costs
incurred for those projects are expensed as incurred in
research and development. Since the acquisition was
completed, most of the projects have been completed and the
associated costs are being amortized. Trade names are
indefinite-lived intangible assets and represent the fair values
of brand and name recognition associated with the marketing
of McAfee’s products and services.

Other 2011 Acquisitions

During 2011, in addition to the McAfee acquisition, we
completed 13 acquisitions qualifying as business
combinations in exchange for total consideration of $2.1
billion, substantially all cash consideration. Total net cash
consideration to acquire the Wireless Solutions (WLS)
business of Infineon Technologies AG, which operates as
Intel Mobile Communications, was $1.4 billion. The WLS
business offers mobile phone components such as baseband
processors, radio frequency transceivers, and power
management integrated circuits. In addition to managing the
existing WLS business, the objective of the acquisition was to
provide solutions that enable wireless connectivity for a broad
range of computing applications.

The fair values of the assets acquired and liabilities assumed
by major class in the acquisitions completed during 2011,
excluding McAfee, were allocated as follows:

(In Millions)

Fair value of net tangible assets acquired . . . . $ 206
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 517
Identified intangible assets . . . . . . . . . . . . . . . 1,409

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,132

For information on the assignment of goodwill to our
operating segments for the acquisitions, see “Note 16:
Goodwill.”
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The identified intangible assets assumed in the acquisitions
completed during 2011, excluding McAfee, were recognized
as follows:

Fair Value
(In Millions)

Estimated
Useful Life
(In Years)

Developed technology . . . . . . . . . . $ 1,102 3–9
Customer relationships . . . . . . . . . 144 5–8
Other intangible assets . . . . . . . . . 44 2–7

Total identified intangible
assets subject to
amortization . . . . . . . . . . . . . $ 1,290

In-process research and
development . . . . . . . . . . . . . . . 119

Total identified intangible
assets . . . . . . . . . . . . . . . . . . . . $ 1,409

Acquired developed technology represents the fair values of
the acquirees’ products that have reached technological
feasibility and are a part of the acquirees’ product lines at the
time acquired. Customer relationships represent the fair
values of the underlying relationships and agreements with
the acquirees’ customers. In-process research and
development represents the fair values of incomplete
research and development projects that had not reached
technological feasibility as of the date of acquisition. In the
future, the fair value of each project at the acquisition date will
be either amortized or impaired, depending on whether the
project is completed or abandoned. As of December 31,
2011, no projects had been completed or abandoned.

Actual and Pro Forma Results of Acquirees

Net revenue and net income attributable to acquisitions
completed during 2011 have been included in our
consolidated statements of income from their respective
acquisition dates to the period ended December 31, 2011.
The acquisitions completed during 2011 were not individually
significant to our consolidated results of operations; however,
they were significant in the aggregate. During 2011, the
results of the businesses acquired in 2011 contributed
approximately $3.6 billion to our net revenue and reduced our
net income by approximately $275 million; substantially all of
these impacts were attributable to McAfee and Intel Mobile
Communications and include the impacts of the amortization
of acquired identified intangible assets.

McAfee is a non-reportable operating segment and is
aggregated with similar non-reportable operating segments
within the software and services operating segments category
for segment reporting purposes. Intel Mobile Communications

is a non-reportable operating segment and is aggregated with
similar non-reportable operating segments within the other
Intel architecture operating segments category for segment
reporting purposes. For further information, see “Note 30:
Operating Segment and Geographic Information.”

The unaudited pro forma financial results for 2011 and 2010
combine the historical results of Intel for 2011 and 2010,
respectively, along with the historical results of the
businesses acquired during 2011 for 2011 and 2010,
respectively. The results include the effects of pro forma
adjustments as if businesses acquired in 2011 were acquired
on December 27, 2009. The 2010 pro forma results include a
non-recurring adjustment of $307 million, which reduces net
income due to the revaluation of McAfee’s historic deferred
revenue to fair value.

The unaudited pro forma financial results presented below do
not include any anticipated synergies or other expected
benefits of the acquisitions. This is presented for
informational purposes only and is not indicative of future
operations or results that would have been achieved had the
acquisitions been completed as of December 27, 2009.

(In Millions, Except Per Share
Amounts—Unaudited) 2011 2010

Net revenue . . . . . . . . . . . . . . . . . . $ 54,738 $ 47,350
Net income . . . . . . . . . . . . . . . . . . . $ 13,028 $ 11,190
Diluted earnings per share . . . . . . . $ 2.41 $ 1.96

2010 and 2009 Acquisitions

During 2010, we completed three business acquisitions
qualifying as business combinations in exchange for
aggregate net cash consideration of $218 million.
Substantially all of the consideration was allocated to goodwill
and intangibles.

During the third quarter of 2009, we completed two
acquisitions qualifying as business combinations for total
consideration of $885 million (net of $59 million cash
acquired). Substantially all of this amount related to the
acquisition of Wind River Systems, Inc., a vendor of software
for embedded devices, completed by acquiring all issued and
outstanding Wind River Systems common shares. The
objective of the acquisition of Wind River Systems was to
enable the introduction of products for the embedded and
mobile market segments, resulting in benefits for our existing
operations.
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The combined consideration for acquisitions completed
during 2009 was allocated as follows:

(In Millions)

Fair value of net tangible assets acquired . . . $ 47
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 489
Acquired developed technology . . . . . . . . . . . 148
Other identified intangible assets . . . . . . . . . . 169
Share-based awards assumed . . . . . . . . . . . 32

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 885

The completed acquisitions in 2010 and 2009, both
individually and in the aggregate, were not significant to our
consolidated results of operations.

Note 15: Divestitures

In the first quarter of 2011, we completed the divestiture of
our Digital Health Group by entering into an agreement with
GE to form an equally owned joint venture to create a new
healthcare company focused on independent living and
delivery of health-related services via telecommunications.
The new company, Care Innovations, was formed by
combining assets of GE Healthcare’s Home Health division
and Intel’s Digital Health Group. During the first quarter of
2011, as a result of the formation of Care Innovations, we
recognized a gain of $164 million, within interest and other,
net. For further information, see “Note 11: Equity Method and
Cost Method Investments.”

Note 16: Goodwill

Goodwill activity for the years ended December 31, 2011 and December 25, 2010 was as follows:

(In Millions)
PC Client

Group
Data Center

Group

Other Intel
Architecture

Operating
Segments

Software and
Services

Operating
Segments Total

December 26, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,220 $ 1,459 $ 507 $ 235 $ 4,421

Additions due to acquisitions . . . . . . . . . . . . . . . . . . . 14 — 75 21 110

December 25, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,234 $ 1,459 $ 582 $ 256 $ 4,531

Additions due to McAfee acquisition . . . . . . . . . . . . . 746 — — 3,553 4,299
Additions due to other acquisitions . . . . . . . . . . . . . . 24 94 176 223 517
Transfers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (86) — 86 — —
Effect of exchange rate fluctuations . . . . . . . . . . . . . . — — — (93) (93)

December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,918 $ 1,553 $ 844 $ 3,939 $ 9,254

The goodwill recognized from our acquisitions during 2010
was assigned to our Digital Home Group (combined within
the Netbook and Tablet Group in 2011), our Software and
Services Group, our Ultra-Mobility Group, our PC Client
Group, and our Intelligent Systems Group (formerly known as
the Embedded and Communications Group). Our Software
and Services Group is included in the software and services
operating segments category in the preceding table, while our
Netbook and Tablet Group, our Ultra-Mobility Group, and our
Intelligent Systems Group are all included in the other Intel
architecture operating segments category.

During the first quarter of 2011, we formed the Netbook and
Tablet Group, which includes platforms designed for the
netbook and tablet market segments. Due to the formation of
this new operating segment, goodwill was transferred from
our PC Client Group to our Netbook and Tablet Group as
shown in the preceding table. Our Netbook and Tablet Group
is included in the other Intel architecture operating segments
category in the preceding table.

During the first quarter of 2011, we completed the acquisition
of McAfee. The goodwill recognized from this acquisition was
allocated between the McAfee operating segment and the PC
Client Group based on the relative expected fair value
provided by the acquisition, which reflected the estimated
synergistic value generated within the PC Client Group from
incorporating McAfee’s security expertise, reputation, and
customer base. The goodwill recognized from our other
acquisitions during 2011 was allocated to McAfee, the
Software and Services Group, Intel Mobile Communications,
the Data Center Group, the Ultra-Mobility Group, and the PC
Client Group. McAfee and the Software and Services Group
are included in the software and services operating segments
category in the preceding table, while Intel Mobile
Communications and the Ultra-Mobility Group are included in
the other Intel architecture operating segments category. For
further information about our acquisitions during 2011, see
“Note 14: Acquisitions.”
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During the fourth quarters of 2011, 2010, and 2009, we
completed our annual impairment assessments, and
impairment tests when necessary, and concluded that
goodwill was not impaired in any of these years. The

accumulated impairment losses as of December 31, 2011
were $713 million: $341 million associated with our PC Client
Group, $279 million associated with our Data Center Group,
and $93 million associated with other Intel architecture
operating segments.

Note 17: Identified Intangible Assets

Identified intangible assets consisted of the following as of December 31, 2011 and December 25, 2010:

December 31, 2011

(In Millions)
Gross
Assets

Accumulated
Amortization Net

Acquisition-related developed technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,615 $ (570) $ 2,045
Acquisition-related customer relationships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,714 (254) 1,460
Acquisition-related trade names . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68 (21) 47
Licensed technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,395 (707) 1,688

Identified intangible assets subject to amortization . . . . . . . . . . . . . . . . . . . . . . $ 6,792 $ (1,552) $ 5,240
Acquisition-related trade names . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 806 — 806
Other intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 221 — 221

Identified intangible assets not subject to amortization . . . . . . . . . . . . . . . . . . . $ 1,027 $ — $ 1,027

Total identified intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,819 $ (1,552) $ 6,267

December 25, 2010

(In Millions)
Gross
Assets

Accumulated
Amortization Net

Acquisition-related developed technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 235 $ (97) $ 138
Acquisition-related customer relationships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 152 (10) 142
Acquisition-related trade names . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46 (10) 36
Licensed technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,204 (765) 439

Identified intangible assets subject to amortization . . . . . . . . . . . . . . . . . . . . . . $ 1,637 $ (882) $ 755
Other intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105 — 105

Total identified intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,742 $ (882) $ 860

As a result of our acquisition of McAfee during the first
quarter of 2011, we recorded $3.6 billion of identified
intangible assets. In addition, as a result of our other
acquisitions during 2011, we recorded $1.4 billion of identified
intangible assets, the substantial majority of which was from
the acquisition of the WLS business of Infineon. For further
information about identified intangible assets recorded as a
result of acquisitions during 2011, see “Note 14:
Acquisitions.”

In January 2011, we entered into a long-term patent cross-
license agreement with NVIDIA. Under the agreement, we
received a license to all of NVIDIA’s patents with a capture
period that runs through March 2017 while NVIDIA products
are licensed to our patents, subject to exclusions for x86
products, certain chipsets, and certain flash memory
technology products. The agreement also included settlement
of the existing litigation between the companies as well as
broad mutual general releases. We agreed to make
payments totaling $1.5 billion to NVIDIA over six years ($300
million in each of January 2011, 2012, and 2013; and $200
million in each of January 2014, 2015, and 2016), which

resulted in a liability totaling approximately $1.4 billion, on a
discounted basis. In the fourth quarter of 2010, we
recognized an expense of $100 million related to the litigation
settlement. In the first quarter of 2011, we recognized the
remaining amount of $1.3 billion as licensed technology,
which will be amortized into cost of sales over its estimated
useful life of 17 years. The initial recognition of the intangible
asset and associated liability for future payments to NVIDIA is
treated as a non-cash transaction and, therefore, has no
impact on our consolidated statements of cash flows. Future
payments will be treated as cash used for financing activities.
As of December 31, 2011, the remaining liability of $1.2
billion is classified within other accrued liabilities and other
long-term liabilities, based on the expected timing of the
underlying payments.

As a result of our acquisitions in 2010, we recorded acquisition-
related developed technology for $37 million with lives of four
years, and additions to acquisition-related customer
relationships of $58 million with a weighted average life of
seven years. In addition, we acquired other intangible assets
for $104 million in 2010 that are not subject to amortization.
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We recorded amortization expense on the consolidated
statements of income as follows: acquisition-related
developed technology and licensed technology substantially
all are in cost of sales, and acquisition-related customer
relationships and trade names in amortization of acquisition-
related intangibles.

Amortization expenses for the three years ended
December 31, 2011 were as follows:

(In Millions) 2011 2010 2009

Acquisition-related developed
technology . . . . . . . . . . . . . . . . . . . $482 $ 65 $ 30

Acquisition-related customer
relationships . . . . . . . . . . . . . . . . . . $250 $ 10 $ —

Acquisition-related trade names . . . . $ 10 $ 8 $ 3
Licensed technology . . . . . . . . . . . . . $181 $157 $149
Other intangible assets . . . . . . . . . . . $ — $ — $126

Based on identified intangible assets that are subject to
amortization as of December 31, 2011, we expect future
amortization expense to be as follows:

(In Millions) 2012 2013 2014 2015 2016

Acquisition-related
developed
technology . . . . . . . $541 $526 $504 $235 $154

Acquisition-related
customer
relationships . . . . . . $283 $265 $260 $252 $234

Acquisition-related
trade names . . . . . . $ 11 $ 11 $ 10 $ 10 $ 4

Licensed
technology . . . . . . . $181 $164 $154 $135 $120

Note 18: Deferred Income

Deferred income at the end of each period was as follows:

(In Millions)
Dec. 31,

2011
Dec. 25,

2010

Deferred income on shipments of
components to distributors . . . . . . . . . $ 751 $ 622

Deferred income from software and
services operating segments . . . . . . . . 1,178 125

Current deferred income . . . . . . . . . . . . $1,929 $ 747
Non-current deferred income from

software and services operating
segments . . . . . . . . . . . . . . . . . . . . . . . 460 21

Total deferred income . . . . . . . . . . . . . . $2,389 $ 768

We classify non-current deferred income from the software
and services operating segments in other long-term liabilities.

Note 19: Restructuring and Asset Impairment Charges

The following table summarizes restructuring and asset
impairment charges by plan for the three years ended
December 31, 2011:

(In Millions) 2011 2010 2009

2009 restructuring
program . . . . . . . . . $ — $ — $ 215

2006 efficiency
program . . . . . . . . . — — 16

Total restructuring
and asset
impairment
charges . . . . . . . . . $ — $ — $ 231

2009 Restructuring Program

In the first quarter of 2009, management approved plans to
restructure some of our manufacturing and assembly and test
operations. These plans included closing two assembly and
test facilities in Malaysia, one facility in the Philippines, and
one facility in China; stopping production at a 200mm wafer
fabrication facility in Oregon; and ending production at our
200mm wafer fabrication facility in California. The 2009
restructuring program is complete. Under the 2009
restructuring program, we incurred $208 million in charges
related to employee severance and benefit arrangements for
approximately 6,500 employees, and $7 million in asset
impairment charges.

2006 Efficiency Program

In the third quarter of 2006, management approved several
actions as part of a restructuring plan designed to improve
operational efficiency and financial results. The 2006
efficiency program is complete. From the third quarter of 2006
through 2009, we incurred a total of $1.6 billion in
restructuring and asset impairment charges related to this
program.
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Note 20: Chipset Design Issue

In January 2011, as part of our ongoing quality assurance
procedures, we identified a design issue with the Intel® 6
Series Express Chipset family (formerly code named Cougar
Point). The issue affected chipsets sold in the fourth quarter
of 2010 and January 2011. We subsequently implemented a
silicon fix, and began shipping the updated version of the
affected chipset in February 2011. We estimate that the total
cost to repair and replace affected materials and systems,
located with customers and in the market, will be $733
million. We recorded a charge of $311 million in the fourth
quarter of 2010, which comprised $67 million in product costs
for the affected chipsets and $244 million to establish a
product accrual for this issue. We recognized a charge of
$343 million in the first quarter of 2011, primarily related to an
additional product accrual for the estimated costs to repair
and replace affected materials and systems associated with
products sold subsequent to December 25, 2010. In the
second quarter of 2011, we recognized an additional $79
million charge as we finalized agreements with customers for
reimbursement to repair and replace affected materials and
systems. We do not expect to have any significant future

adjustments to our estimate. The charges incurred in 2011
and 2010 are reflected in the results of the PC Client Group
operating segment. As of December 31, 2011, the remaining
product accrual for the chipset design issue was $64 million
and is classified within other accrued liabilities.

Note 21: Borrowings

Short-Term Debt

Short-term debt included drafts payable of $47 million as of
December 31, 2011 ($38 million as of December 25, 2010).
We have an ongoing authorization from our Board of
Directors to borrow up to $3.0 billion, including through the
issuance of commercial paper. Maximum borrowings under
our commercial paper program during 2011 were $1.4 billion
($150 million during 2010). We had $200 million of
outstanding commercial paper as of December 31, 2011
(none as of December 25, 2010). Our commercial paper was
rated A-1+ by Standard & Poor’s and P-1 by Moody’s as of
December 31, 2011.

Long-Term Debt

Our long-term debt as of December 31, 2011 and December 25, 2010 was as follows:

(In Millions) 2011 2010

Senior notes due 2016 at 1.95% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,498 $ —
Senior notes due 2021 at 3.30% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,995 —
Senior notes due 2041 at 4.80% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,489 —
2009 junior subordinated convertible debentures due 2039 at 3.25% . . . . . . . . . . . . . . . . . . . . . . . . . . 1,052 1,041
2005 junior subordinated convertible debentures due 2035 at 2.95% . . . . . . . . . . . . . . . . . . . . . . . . . . 919 908
2007 Arizona bonds due 2037 at 5.30% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 128

Total long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,084 $ 2,077

Senior Notes

In the third quarter of 2011, we issued $5.0 billion aggregate
principal amount of senior unsecured notes (the notes). The
notes pay a fixed rate of interest semiannually. We may
redeem the notes, in whole or in part, at any time at our
option at specified redemption prices. The notes rank equally
in right of payment with all of our other existing and future
senior unsecured indebtedness and will effectively rank junior
to all liabilities of our subsidiaries.

The notes were issued primarily to repurchase shares of our
common stock pursuant to our stock repurchase program,
and for general corporate purposes.

Convertible Debentures

In 2009, we issued $2.0 billion of junior subordinated
convertible debentures (the 2009 debentures). In 2005, we
issued $1.6 billion of junior subordinated convertible
debentures (the 2005 debentures). Both the 2009 and 2005
debentures pay a fixed rate of interest semiannually.

2009
Debentures

2005
Debentures

Annual coupon interest rate . . . . . 3.25% 2.95%
Annual effective interest rate . . . . 7.20% 6.45%
Maximum amount of contingent

interest that will accrue per year . . 0.50% 0.40%

The effective interest rate is based on the rate for a similar
instrument that does not have a conversion feature.
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Both the 2009 and 2005 debentures have a contingent
interest component that requires us to pay interest based on
certain thresholds and for certain events, commencing on
August 1, 2019 for the 2009 debentures. As of December 31,
2011, we have not met any of the thresholds and events
related to the 2005 debentures. The fair values of the related
embedded derivatives were $10 million and zero as of
December 31, 2011 for the 2009 and 2005 debentures,
respectively ($12 million and $19 million as of December 25,
2010 for the 2009 and 2005 debentures, respectively).

Both the 2009 and 2005 debentures are convertible, subject
to certain conditions, into shares of our common stock.
Holders can surrender the 2009 debentures for conversion if
the closing price of Intel common stock has been at least
130% of the conversion price then in effect for at least 20
trading days during the 30 consecutive trading-day period
ending on the last trading day of the preceding fiscal quarter.
Holders can surrender the 2005 debentures for conversion at
any time. We will settle any conversion or repurchase of the
2009 debentures in cash up to the face value, and any
amount in excess of face value will be settled in cash or stock
at our option. However, we can settle any conversion or
repurchase of the 2005 debentures in cash or stock at our
option. On or after August 5, 2019, we can redeem, for cash,
all or part of the 2009 debentures for the principal amount,

plus any accrued and unpaid interest, if the closing price of
Intel common stock has been at least 150% of the conversion
price then in effect for at least 20 trading days during any 30
consecutive trading-day period prior to the date on which we
provide notice of redemption. On or after December 15, 2012,
we can redeem, for cash, all or part of the 2005 debentures
for the principal amount, plus any accrued and unpaid
interest, if the closing price of Intel common stock has been at
least 130% of the conversion price then in effect for at least
20 trading days during any 30 consecutive trading-day period
prior to the date on which we provide notice of redemption. If
certain events occur in the future, the indentures governing
the 2009 and 2005 debentures provide that each holder of
the debentures can, for a pre-defined period of time, require
us to repurchase the holder’s debentures for the principal
amount plus any accrued and unpaid interest. Both the 2009
and 2005 debentures are subordinated in right of payment to
any existing and future senior debt and to the other liabilities
of our subsidiaries. We have concluded that both the 2009
and 2005 debentures are not conventional convertible debt
instruments and that the embedded stock conversion options
qualify as derivatives. In addition, we have concluded that the
embedded conversion options would be classified in
stockholders’ equity if they were freestanding derivative
instruments. As such, the embedded conversion options are
not accounted for separately as derivatives.

2009 Debentures 2005 Debentures

(In Millions, Except Per Share Amounts)
Dec. 31,

2011
Dec. 25,

2010
Dec. 31,

2011
Dec. 25,

2010

Outstanding principal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,000 $ 2,000 $ 1,600 $ 1,600
Equity component carrying amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 613 $ 613 $ 466 $ 466
Unamortized discount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 933 $ 943 $ 669 $ 680
Net debt carrying amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,052 $ 1,041 $ 919 $ 908
Conversion rate (shares of common stock per $1,000 principal amount of

debentures) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44.55 44.09 32.94 32.52
Effective conversion price (per share of common stock) . . . . . . . . . . . . . . . . . . $ 22.45 $ 22.68 $ 30.36 $ 30.75

In the preceding table, the remaining amortization periods for
the unamortized discounts for the 2009 and 2005 debentures
are approximately 28 and 24 years, respectively, as of
December 31, 2011.

The conversion rate adjusts for certain events outlined in the
indentures governing the 2009 and 2005 debentures, such as
quarterly dividend distributions in excess of $0.14 and $0.10
per share for the 2009 and 2005 debentures, respectively, but
does not adjust for accrued interest. In addition, the
conversion rate will increase for a holder of either the 2009 or
2005 debentures who elects to convert the debentures in
connection with certain share exchanges, mergers, or
consolidations involving Intel.

Arizona Bonds

In 2007, we guaranteed repayment of principal and interest
on bonds issued by the Industrial Development Authority of
the City of Chandler, Arizona, which constitute an unsecured
general obligation for Intel. The aggregate principal amount of
the bonds issued in December 2007 is $125 million, and the
bonds bear interest at a fixed rate of 5.3%. The 2007 Arizona
bonds are subject to mandatory tender, at our option, on any
interest payment date beginning on or after December 1,
2012 until their final maturity on December 1, 2037. Upon
such tender, we can re-market the bonds as either fixed-rate
bonds for a specified period or as variable-rate bonds until
their final maturity. We also entered into a total return swap
agreement that effectively converts the fixed-rate obligation
on the bonds to a floating U.S.-dollar LIBOR-based rate. We
have elected to account for the 2007 Arizona bonds at fair
value. For further discussion, see “Note 5: Fair Value.”
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Debt Maturities

As of December 31, 2011, our aggregate debt maturities
based on outstanding principal were as follows (in millions):

Year Payable

2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ —
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —
2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —
2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,500
2017 and thereafter . . . . . . . . . . . . . . . . . . . . . . 7,225

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,725

Substantially all of the difference between the total aggregate
debt maturities above and the total carrying amount of our
debt is due to the unamortized discount of our convertible
debentures.

Note 22: Retirement Benefit Plans

Retirement Contribution Plans

We provide tax-qualified retirement contribution plans for the
benefit of eligible employees, former employees, and retirees
in the U.S. and certain other countries. The plans are
designed to provide employees with an accumulation of funds
for retirement on a tax-deferred basis. Employees hired prior
to January 1, 2011 are eligible for the U.S. Intel Retirement
Contribution Plan, while employees hired on or after
January 1, 2011 receive discretionary employer contributions
in the Intel 401(k) Savings Plan. Our Chief Executive Officer
(CEO) determines the annual discretionary employer
contribution amounts for the U.S. Intel Retirement
Contribution Plan and the Intel 401(k) Savings Plan under
delegation of authority from our Board of Directors, pursuant
to the terms of the plans. As of December 31, 2011, 68% of
our U.S. Intel Retirement Contribution Plan assets were
invested in equities, 25% were invested in fixed-income
instruments, and 7% were invested in real assets. These
assets are managed by external investment managers. The
discretionary employer contributions made to the Intel 401(k)
Savings Plan are participant directed.

For the benefit of eligible U.S. employees, we also provide a
non-tax-qualified supplemental deferred compensation plan
for certain highly compensated employees. This plan is
designed to permit certain discretionary employer
contributions and to permit employee deferral of a portion of
compensation in addition to their Intel 401(k) Savings Plan
deferrals. This plan is unfunded.

We expensed $340 million for the qualified and non-qualified
U.S. retirement contribution plans in 2011 ($319 million in
2010 and $260 million in 2009). In the first quarter of 2012,
we funded $320 million for the 2011 contributions to the
qualified U.S. retirement contribution plans.

Pension and Postretirement Benefit Plans

U.S. Pension Benefits. For employees hired prior to
January 1, 2011, we provide a tax-qualified defined-benefit
pension plan, the U.S. Intel Minimum Pension Plan, for the
benefit of eligible employees, former employees, and retirees
in the U.S. The U.S. Intel Minimum Pension Plan benefit is
determined by a participant’s years of service and final
average compensation (taking into account the participant’s
social security wage base). The plan generates a minimum
pension benefit if the participant’s U.S. Intel Minimum
Pension Plan benefit exceeds the annuitized value of his or
her U.S. Intel Retirement Contribution Plan benefit. If
participant balances in the U.S. Intel Retirement Contribution
Plan do not grow sufficiently, the projected benefit obligation
of the U.S. Intel Minimum Pension Plan could increase
significantly.

Non-U.S. Pension Benefits. We also provide defined-benefit
pension plans in certain other countries. Consistent with the
requirements of local law, we deposit funds for certain plans
with insurance companies, with third-party trustees, or into
government-managed accounts, and/or accrue for the
unfunded portion of the obligation.

U.S. Postretirement Medical Benefits. Upon retirement,
eligible U.S. employees are credited with a defined dollar
amount, based on years of service, into a U.S. Sheltered
Employee Retirement Medical Account (SERMA). In 2010,
we approved a plan amendment, effective January 1, 2011,
to expand use of these credits to pay all or a portion of the
cost to purchase coverage in the retiree’s choice of medical
plan. Prior to 2011, these credits could only be used to pay all
or a portion of the cost to purchase coverage in an Intel-
sponsored medical plan. If the available credits are not
sufficient to pay the entire cost of the coverage, the remaining
cost is the retiree’s responsibility.

Funding Policy. Our practice is to fund the various pension
plans and the U.S. postretirement medical benefits plan in
amounts sufficient to meet the minimum requirements of
U.S. federal laws and regulations or applicable local laws and
regulations. Additional funding may be provided as deemed
appropriate. Depending on the design of the plan, local
customs, and market circumstances, the liabilities of a plan
may exceed qualified plan assets.
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Benefit Obligation and Plan Assets

The changes in the benefit obligations and plan assets for the plans described above were as follows:

U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

(In Millions) 2011 2010 2011 2010 2011 2010

Change in projected benefit obligation:

Beginning benefit obligation . . . . . . . . . . . . . . . . . . . . $ 739 $ 567 $ 902 $ 653 $ 297 $ 200
Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 38 63 40 18 16
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42 34 52 35 16 14
Plan acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 68 — — —
Plan participants’ contributions . . . . . . . . . . . . . . . . . — — 10 8 4 4
Actuarial (gain) loss . . . . . . . . . . . . . . . . . . . . . . . . . . 688 123 98 187 45 7
Currency exchange rate changes . . . . . . . . . . . . . . . — — (38) (4) — —
Plan amendments . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 3 — 65
Plan curtailments . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (6) — — —
Plan settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (13) — — —
Benefits paid to plan participants . . . . . . . . . . . . . . . . (40) (23) (15) (20) (11) (9)

Ending projected benefit obligation . . . . . . . . . . . . $ 1,480 $ 739 $ 1,121 $ 902 $ 369 $ 297

U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

(In Millions) 2011 2010 2011 2010 2011 2010

Change in plan assets:

Beginning fair value of plan assets . . . . . . . . . . . . . . $ 569 $ 411 $ 642 $ 552 $ 59 $ 2
Actual return on plan assets . . . . . . . . . . . . . . . . . . . 26 18 (26) 53 1 (2)
Plan acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 72 — — —
Employer contributions . . . . . . . . . . . . . . . . . . . . . . . 93 163 76 52 63 64
Plan participants’ contributions . . . . . . . . . . . . . . . . . — — 10 8 4 4
Currency exchange rate changes . . . . . . . . . . . . . . . — — (24) (3) — —
Plan settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (13) — — —
Benefits paid to plan participants . . . . . . . . . . . . . . . . (40) (23) (15) (20) (11) (9)

Ending fair value of plan assets . . . . . . . . . . . . . . . $ 648 $ 569 $ 722 $ 642 $ 116 $ 59

The following table summarizes the amounts recognized on the consolidated balance sheets as of December 31, 2011 and
December 25, 2010:

U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

(In Millions) 2011 2010 2011 2010 2011 2010

Other long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ 6 $ 35 $ — $ —
Accrued compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . — — (7) (6) — —
Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (832) (170) (398) (289) (253) (238)
Accumulated other comprehensive loss (income), before tax . . . . . 1,039 373 330 185 66 27

Net amount recognized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 207 $ 203 $ (69) $ (75) $(187) $ (211)

75



INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following table summarizes the amounts recorded in accumulated other comprehensive income (loss) before taxes, as of
December 31, 2011 and December 25, 2010:

U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

(In Millions) 2011 2010 2011 2010 2011 2010

Net prior service credit (cost) . . . . . . . . . . . . . . . . . . . $ — $ — $ 14 $ 15 $ (63) $ (71)
Net actuarial gain (loss) . . . . . . . . . . . . . . . . . . . . . . . (1,039) (373) (344) (200) (3) 44

Defined benefit plans, net . . . . . . . . . . . . . . . . . . . . $ (1,039) $ (373) $ (330) $ (185) $ (66) $ (27)

As of December 31, 2011, the accumulated benefit obligation was $426 million for the U.S. Intel Minimum Pension Plan ($284
million as of December 25, 2010) and $836 million for the non-U.S. defined-benefit pension plans ($632 million as of
December 25, 2010). Included in the aggregate data in the following tables are the amounts applicable to our pension plans, with
accumulated benefit obligations in excess of plan assets, as well as plans with projected benefit obligations in excess of plan
assets. Amounts related to such plans were as follows:

U.S. Pension Benefits
Non-U.S. Pension

Benefits

(In Millions) 2011 2010 2011 2010

Plans with accumulated benefit obligations in excess of plan assets:

Accumulated benefit obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ 563 $ 241
Plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ 363 $ 73
Plans with projected benefit obligations in excess of plan assets:

Projected benefit obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,480 $ 739 $ 1,064 $ 665
Plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 648 $ 569 $ 658 $ 369

Assumptions

Weighted average actuarial assumptions used to determine benefit obligations for the plans as of December 31, 2011 and
December 25, 2010 were as follows:

U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

2011 2010 2011 2010 2011 2010

Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.7% 5.8% 4.9% 5.1% 4.6% 5.6%
Rate of compensation increase . . . . . . . . . . . . . . . . . 4.5% 4.7% 4.2% 4.5% n/a n/a

Weighted average actuarial assumptions used to determine costs for the plans were as follows:

U.S. Pension
Benefits

Non-U.S. Pension
Benefits

U.S. Postretirement
Medical Benefits

2011 2010 2009 2011 2010 2009 2011 2010 2009

Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.8% 6.1% 6.7% 5.3% 5.6% 5.5% 5.6% 6.3% 6.8%
Expected long-term rate of return on plan assets . . . . 5.5% 4.5% 4.5% 6.3% 6.2% 6.7% 3.0% n/a n/a
Rate of compensation increase . . . . . . . . . . . . . . . . . . 4.7% 5.1% 5.0% 4.3% 3.6% 3.4% n/a n/a n/a
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For the U.S. plans, we developed the discount rate by
calculating the benefit payment streams by year to determine
when benefit payments will be due. We then matched the
benefit payment streams by year to the AA corporate bond
rates to match the timing and amount of the expected benefit
payments and discounted back to the measurement date to
determine the appropriate discount rate. For the
non-U.S. plans, we used two approaches to develop the
discount rate. In certain countries, we used a model
consisting of a theoretical bond portfolio for which the timing
and amount of cash flows approximated the estimated benefit
payments of our pension plans. In other countries, we
analyzed current market long-term bond rates and matched
the bond maturity with the average duration of the pension
liabilities. The expected long-term rate of return on plan

assets assumptions take into consideration both duration and
risk of the investment portfolios, and are developed through
consensus and building-block methodologies. The consensus
methodology includes unadjusted estimates by the fund
manager on future market expectations by broad asset
classes and geography. The building-block approach
determines the rates of return implied by historical risk
premiums across asset classes. In addition, we analyzed
rates of return relevant to the country where each plan is in
effect and the investments applicable to the plan,
expectations of future returns, local actuarial projections, and
the projected long-term rates of return from external
investment managers. The expected long-term rate of return
on plan assets shown for the non-U.S. plan assets is
weighted to reflect each country’s relative portion of the
non-U.S. plan assets.

Net Periodic Benefit Cost

The net periodic benefit cost for the plans included the following components:

U.S. Pension
Benefits

Non-U.S. Pension
Benefits

U.S. Postretirement
Medical Benefits

(In Millions) 2011 2010 2009 2011 2010 2009 2011 2010 2009

Service cost . . . . . . . . . . . . . . . . . . . . . . . . $ 51 $ 38 $ 12 $ 63 $ 40 $ 47 $ 18 $ 16 $ 12
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . 42 34 35 52 35 37 16 14 11
Expected return on plan assets . . . . . . . . . (31) (18) (13) (47) (34) (31) (2) — —
Amortization of prior service cost . . . . . . . — — — (1) 1 (4) 8 6 4
Recognized net actuarial loss (gain) . . . . . 26 18 22 11 5 9 (1) (1) (4)
Recognized curtailment gains . . . . . . . . . . — — — (4) — (6) — — —
Recognized settlement losses . . . . . . . . . — — — 6 — 6 — — —

Net periodic benefit cost . . . . . . . . . . . . $ 88 $ 72 $ 56 $ 80 $ 47 $ 58 $ 39 $ 35 $ 23

U.S. Pension Plan Assets

In general, the investment strategy for U.S. Intel Minimum
Pension Plan assets is to maximize risk-adjusted returns,
taking into consideration the investment horizon and
expected volatility, to ensure that there are sufficient assets
available to pay pension benefits as they come due. The
allocation to each asset class will fluctuate with market

conditions, such as volatility and liquidity concerns, and will
typically be rebalanced when outside the target ranges, which
are 80% to 90% for fixed-income debt instrument investments
and 10% to 20% for hedge fund investments. The expected
long-term rate of return for the U.S. Intel Minimum Pension
Plan assets is 5.0%.
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U.S. Intel Minimum Pension Plan assets measured at fair value on a recurring basis consisted of the following investment
categories as of December 31, 2011 and December 25, 2010:

December 31, 2011

Fair Value Measured at
Reporting Date Using

Total(In Millions) Level 1 Level 2 Level 3

Equity securities:

Hedge fund pool . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ 97 $ — $ 97
Fixed income:

Global Bond Fund—common collective trusts . . . . . . . . . . . . . . . . . . . . . . . . — 51 — 51
Global Bond Fund—government bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94 166 — 260
Global Bond Fund—asset-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . — — 78 78
Global Bond Fund—corporate bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 147 — 147
Global Bond Fund—other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 6 — 6

Total assets measured at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 94 $ 467 $ 78 $ 639

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9

Total U.S. pension plan assets at fair value . . . . . . . . . . . . . . . . . . . . . . . . . $ 648

December 25, 2010

Fair Value Measured at
Reporting Date Using

Total(In Millions) Level 1 Level 2 Level 3

Equity securities:

U.S. Large Cap Stock Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ 36 $ — $ 36
U.S. Small Cap Stock Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 9 — 9
International Stock Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 30 — 41

Fixed income:

U.S. treasuries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 261 — 261
U.S. corporate bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 79 — 79
Global Bond Fund—common collective trusts . . . . . . . . . . . . . . . . . . . . . . . . — 62 — 62
Global Bond Fund—government bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 22 — 40
Global Bond Fund—asset-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . — — 17 17
Global Bond Fund—corporate bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 19 — 19
Global Bond Fund—other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 2 — 5

Total U.S. pension plan assets at fair value . . . . . . . . . . . . . . . . . . . . . . . . . $ 32 $ 520 $ 17 $ 569

The Global Bond Fund’s target allocation is approximately
30% of assets in government and high-quality corporate
bonds and asset-backed securities to mitigate risks related to
deflation, 15% in global inflation-indexed bonds to provide
protection from inflation, and another 15% in international
government and corporate bonds. The residual 40% of the
fund is allocated to opportunistic bond investments, which are
used to enhance return and provide diversification. Such
opportunistic bond investments include emerging market debt
instruments with un-hedged currency exposure, high-yield
investments, asset- and mortgage-backed securities, and
corporate credit. Government bonds include bonds issued or
deemed to be guaranteed by government entities.
Government bonds include instruments such as non-U.S.
government bonds, U.S. Treasury securities, and U.S.
agency securities. We classified asset-backed securities in

the Global Bond Fund as Level 3, as we have used
unobservable inputs to the valuations that were significant to
the fair value measurements. The majority of the increase in
asset-backed securities in 2011 represents current-year
purchases.

The “U.S. treasuries” category in the preceding table
represents two common collective trust funds that sought to
replicate the performance of the Barclays Capital U.S. 1–3
Year Treasury Bond Index and Barclays Capital U.S. 1–3
Year Agency Bond Index over the long term.

The “U.S. corporate bonds” category in the table represents a
common collective trust fund that sought to replicate the
performance of the Barclays Capital U.S. 1–3 Year Credit
Bond Index over the long term.
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Non-U.S. Plan Assets

The investments of the non-U.S. plans are managed by
insurance companies, third-party trustees, or pension funds,
consistent with regulations or market practice of the country
where the assets are invested. The investment manager
makes investment decisions within the guidelines set by Intel
or local regulations. The investment manager evaluates
performance by comparing the actual rate of return to the
return on other similar assets. Investments managed by
qualified insurance companies or pension funds under

standard contracts follow local regulations, and we are not
actively involved in their investment strategies. For the assets
that we have discretion to set investment guidelines, the
assets are invested in developed country equities and fixed-
income debt instruments, either through index funds or direct
investment. In general, the investment strategy is designed to
accumulate a diversified portfolio among markets, asset
classes, or individual securities in order to reduce market risk
and assure that the pension assets are available to pay
benefits as they come due. The average expected long-term
rate of return for the non-U.S. plan assets is 5.8%.

Non-U.S. plan assets measured at fair value on a recurring basis consisted of the following investment categories as of
December 31, 2011 and December 25, 2010:

December 31, 2011

Fair Value Measured at
Reporting Date Using

Total(In Millions) Level 1 Level 2 Level 3

Equity securities:
Global equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 153 $ 70 $ — $ 223
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 10 10
Non-U.S. venture capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 3 3

Fixed income:
Non-U.S. government bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 138 — 138
Money market funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57 — — 57
Investments held by insurance companies . . . . . . . . . . . . . . . . . . . . . . . . . . — 207 — 207
Insurance contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 29 29
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 37 — 42

Total assets measured at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 215 $ 452 $ 42 $ 709

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
Total non-U.S. plan assets at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 722

December 25, 2010

Fair Value Measured at
Reporting Date Using

Total(In Millions) Level 1 Level 2 Level 3

Equity securities:
Global equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 165 $ 75 $ — $ 240
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 10 10
Non-U.S. venture capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 2 2

Fixed income:
Non-U.S. government bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 150 — 150
Investments held by insurance companies . . . . . . . . . . . . . . . . . . . . . . . . . . — 202 — 202
Insurance contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 28 28

Total assets measured at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 165 $ 427 $ 40 $ 632

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Total non-U.S. plan assets at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 642

The majority of the assets in the “Global equities” category in
the preceding tables are invested in a diversified mix of
equities of developed countries, including the U.S., and
emerging markets throughout the world.

The “Investments held by insurance companies” and
“Insurance contracts” categories in the preceding tables are
managed by qualified insurance companies. We do not have

control over the target allocation or visibility of the investment
strategies of those investments. Insurance contracts and
investments held by insurance companies made up 33% of
total non-U.S. plan assets as of December 31, 2011 (36% as
of December 25, 2010).

The target allocation of the non-U.S. plan assets that we have
control over is 49% equity securities and 51% fixed-income
instruments.
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U.S. Postretirement Medical Plan Assets

In general, the investment strategy for U.S. postretirement
medical benefits plan assets is to primarily invest in liquid
assets due to the level of expected future benefit payments.
The expected long-term rate of return for the U.S.
postretirement medical benefits plan assets is 3.0%. As of
December 31, 2011, all of the U.S. postretirement medical
benefits plan assets were invested in a money market fund
and were measured at fair value using Level 1 inputs.

Concentrations of Risk

We manage a variety of risks, including market, credit, and
liquidity risks, across our plan assets through our investment
managers. We define a concentration of risk as an
undiversified exposure to one of the aforementioned risks that

increases the exposure of the loss of plan assets
unnecessarily. We monitor exposure to such risks in both the
U.S. and non-U.S. plans by monitoring the magnitude of the
risk in each plan and diversifying our exposure to such risks
across a variety of instruments, markets, and counterparties.
As of December 31, 2011, we did not have concentrations of
risk in any single entity, manager, counterparty, sector,
industry, or country.

Funding Expectations

Under applicable law for the U.S. Intel Minimum Pension Plan
and the U.S. postretirement medical benefits plan, we are not
required to make any contributions during 2012. Our
expected required funding for the non-U.S. plans during 2012
is approximately $65 million.

Estimated Future Benefit Payments

Estimated benefit payments over the next 10 fiscal years are as follows (in millions):

Year Payable
U.S. Pension

Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 32 $ 32 $ 13
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 45 $ 31 $ 14
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 54 $ 35 $ 18
2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 69 $ 41 $ 18
2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 86 $ 44 $ 20
2017–2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 761 $ 297 $ 128

Note 23: Commitments

A portion of our capital equipment and certain facilities are
under operating leases that expire at various dates through
2028. Additionally, portions of our land are under leases that
expire at various dates through 2062. Rental expense was
$178 million in 2011 ($124 million in 2010 and $120 million in
2009).

Minimum rental commitments under all non-cancelable
leases with an initial term in excess of one year were as
follows as of December 31, 2011 (in millions):

Year Payable

2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 183
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112
2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81
2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53
2017 and thereafter . . . . . . . . . . . . . . . . 136

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 707

Commitments for construction or purchase of property, plant
and equipment totaled $4.7 billion as of December 31, 2011
($4.6 billion as of December 25, 2010), substantially all of
which will be due within the next year. Other purchase
obligations and commitments totaled approximately $1.0
billion as of December 31, 2011 (approximately $600 million
as of December 25, 2010). Other purchase obligations and
commitments include payments due under various types of
licenses and agreements to purchase goods or services, as
well as payments due under non-contingent funding
obligations. Funding obligations include, for example,
agreements to fund various projects with other companies. In
addition, we have various contractual commitments with
Micron and IMFT/IMFS. For further information on these
contractual commitments, see “Note 11: Equity Method and
Cost Method Investments.”
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Note 24: Employee Equity Incentive Plans

Our equity incentive plans are broad-based, long-term
programs intended to attract and retain talented employees
and align stockholder and employee interests.

In May 2011, stockholders approved an extension of the 2006
Equity Incentive Plan (the 2006 Plan). Stockholders approved
168 million additional shares for issuance, increasing the total
shares of common stock available for issuance as equity
awards to employees and non-employee directors to
596 million shares. The approval also extended the expiration
date of the 2006 Plan to June 2014. The maximum shares to
be awarded as non-vested shares (restricted stock) or
non-vested share units (restricted stock units) was increased
to 394 million shares. As of December 31, 2011, 307 million
shares remained available for future grant under the 2006
Plan. We may assume the equity incentive plans and the
outstanding equity awards of certain acquired companies.
Once they are assumed, we do not grant additional shares
under those plans.

In connection with our completed acquisitions of McAfee and
Wind River Systems, we assumed their equity incentive plans
and issued replacement awards in 2011 and 2009,
respectively. The stock options and restricted stock units
issued generally retain the terms and conditions of the
respective plans under which they were originally granted.

In May 2009, stockholders approved an employee stock
option exchange program (Option Exchange) to give
employees (not listed officers) the opportunity to exchange
eligible stock options for a lesser number of new stock
options that have approximately the same fair value as the
options surrendered, as of the date of the exchange. The
Option Exchange commenced on September 28, 2009 and
expired on October 30, 2009. Eligible options included stock
options granted under any Intel stock option or equity
incentive plan between October 1, 2000 and September 28,
2008 that had an exercise price above $20.83, which was the
52-week closing-price high as of October 30, 2009. A total of
217 million eligible stock options were tendered and
cancelled in exchange for 83 million new stock options
granted. The new stock options have an exercise price of
$19.04, which is equal to the market price of Intel common
stock (defined as the average of the high and low trading
prices) on October 30, 2009. The new stock options were
issued under the 2006 Plan and are subject to its terms and
conditions. The new stock options vest in equal annual
increments over a four-year period from the date of grant and
will expire seven years from the grant date. Using the Black-
Scholes option pricing model, we determined that the fair
value of the surrendered stock options on a grant-by-grant
basis was approximately equal, as of the date of the
exchange, to the fair value of the eligible stock options
exchanged, resulting in insignificant incremental share-based
compensation.

We issue restricted stock units with both a market condition
and a service condition (market-based restricted stock units),
referred to in our 2011 Proxy Statement as outperformance
stock units, to a small group of senior officers and
non-employee directors. For market-based restricted stock
units issued in 2011, the number of shares of Intel common
stock to be received at vesting will range from 50% to 200%
of the target amount, based on total stockholder return (TSR)
on Intel common stock measured against the benchmark
TSR of a peer group over a three-year period. TSR is a
measure of stock price appreciation plus any dividends paid
in this performance period. As of December 31, 2011, there
were 4 million market-based restricted stock units
outstanding. These market-based restricted stock units
accrue dividend equivalents and generally vest three years
and one month from the grant date.

Equity awards granted to employees in 2011 under our equity
incentive plans generally vest over 4 years from the date of
grant, and options expire 7 years from the date of grant, with
the exception of market-based restricted stock units, a small
number of restricted stock units granted to executive-level
employees, and replacement awards related to acquisitions.

The 2006 Stock Purchase Plan allows eligible employees to
purchase shares of our common stock at 85% of the value of
our common stock on specific dates. In May 2011,
stockholders approved an extension of the 2006 Stock
Purchase Plan. Stockholders approved 133 million additional
shares for issuance, increasing the total shares of common
stock available for issuance to 373 million shares. The
approval also extended the expiration date of the 2006 Stock
Purchase Plan to August 2016. As of December 31, 2011,
254 million shares were available for issuance under the
2006 Stock Purchase Plan.

Share-Based Compensation

Share-based compensation recognized in 2011 was $1.1
billion ($917 million in 2010 and $889 million in 2009).

On a quarterly basis, we assess changes to our estimate of
expected equity award forfeitures based on our review of
recent forfeiture activity and expected future employee
turnover. We recognize the effect of adjustments made to the
forfeiture rates, if any, in the period that we change the
forfeiture estimate. The effect of forfeiture adjustments in
2011, 2010, and 2009 was not significant.

The total share-based compensation cost capitalized as part
of inventory as of December 31, 2011 was $38 million ($48
million as of December 25, 2010 and $33 million as of
December 26, 2009). During 2011, the tax benefit that we
realized for the tax deduction from share-based awards
totaled $327 million ($266 million in 2010 and $119 million in
2009).
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We estimate the fair value of restricted stock unit awards with time-based vesting using the value of our common stock on the
date of grant, reduced by the present value of dividends expected to be paid on our common stock prior to vesting. We estimate
the fair value of market-based restricted stock units using a Monte Carlo simulation model on the date of grant. We based the
weighted average estimated values of restricted stock unit grants, as well as the weighted average assumptions that we used in
calculating the fair value, on estimates at the date of grant, as follows:

2011 2010 2009

Estimated values . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 19.86 $ 22.56 $ 14.63
Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7% 1.1% 0.9%
Dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.4% 2.6% 3.5%
Volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27% 31% 46%

We use the Black-Scholes option pricing model to estimate the fair value of options granted under our equity incentive plans and
rights to acquire stock granted under our stock purchase plan. We based the weighted average estimated values of employee
stock option grants (excluding stock option grants in connection with the Option Exchange in 2009) and rights granted under the
stock purchase plan, as well as the weighted average assumptions used in calculating these values, on estimates at the date of
grant, as follows:

Stock Options Stock Purchase Plan

2011 2010 2009 2011 2010 2009

Estimated values . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.91 $ 4.82 $ 4.72 $ 4.69 $ 4.71 $ 4.14
Expected life (in years) . . . . . . . . . . . . . . . . . . . . . . . 5.4 4.9 4.9 0.5 0.5 0.5
Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . 2.2% 2.5% 1.8% 0.2% 0.2% 0.4%
Volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27% 28% 46% 26% 32% 44%
Dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.4% 2.7% 3.6% 3.6% 3.1% 3.6%

We base the expected volatility on implied volatility because we have determined that implied volatility is more reflective of market
conditions and a better indicator of expected volatility than historical volatility. Prior to 2011, we used the simplified method of
calculating expected life due to significant differences in the vesting terms and contractual life of current option grants compared
to our historical grants. In 2011, we began using historical option exercise data as the basis for determining expected life, as we
believe we have sufficient historical data to provide a reasonable basis upon which to estimate the expected life input for valuing
options using the Black-Scholes model.

Restricted Stock Unit Awards

Information with respect to outstanding restricted stock unit (RSU) activity is as follows:

(In Millions, Except Per RSU Amounts)
Number of

RSUs

Weighted
Average

Grant-Date
Fair Value

December 27, 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67.3 $ 20.18
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60.0 $ 14.63
Assumed in acquisition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 $ 17.52
Vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (20.1) $ 20.24
Forfeited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3.4) $ 18.19

December 26, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105.4 $ 17.03
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32.4 $ 22.56
Vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (34.6) $ 17.70
Forfeited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3.4) $ 17.98

December 25, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99.8 $ 18.56
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.3 $ 19.86
Assumed in acquisition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.8 $ 20.80
Vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (37.5) $ 18.60
Forfeited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4) $ 19.07

December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107.0 $ 19.18

Expected to vest as of December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.0 $ 19.16
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The aggregate fair value of awards that vested in 2011 was
$753 million ($808 million in 2010 and $320 million in 2009),
which represents the market value of Intel common stock on
the date that the restricted stock units vested. The grant date
fair value of awards that vested in 2011 was $697 million ($612
million in 2010 and $407 million in 2009). The number of
restricted stock units vested includes shares that we withheld
on behalf of employees to satisfy the minimum statutory tax

withholding requirements. Restricted stock units that are
expected to vest are net of estimated future forfeitures.

As of December 31, 2011, there was $1.3 billion in
unrecognized compensation costs related to restricted stock
units granted under our equity incentive plans. We expect to
recognize those costs over a weighted average period of
1.2 years.

Stock Option Awards

As of December 31, 2011, options outstanding that have vested and are expected to vest are as follows:

Number of
Options

(In Millions)

Weighted
Average
Exercise

Price

Weighted
Average

Remaining
Contractual

Term
(In Years)

Aggregate
Intrinsic

Value
(In Millions)

Vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203.6 $ 20.44 2.2 $ 835
Expected to vest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 89.5 $ 19.40 5.0 $ 434

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 293.1 $ 20.12 3.1 $ 1,269

Aggregate intrinsic value represents the difference between
the exercise price and $24.25, the closing price of Intel
common stock on December 30, 2011, as reported on The
NASDAQ Global Select Market, for all in-the-money options
outstanding. Options outstanding that are expected to vest
are net of estimated future option forfeitures.

Options with a fair value of $226 million completed vesting during
2011 ($240 million during 2010 and $288 million during 2009). As
of December 31, 2011, there was $161 million in unrecognized
compensation costs related to stock options granted under our
equity incentive plans. We expect to recognize those costs over a
weighted average period of 1.0 years.

Additional information with respect to stock option activity is as follows:

(In Millions, Except Per Option Amounts)
Number of

Options

Weighted
Average

Exercise Price

December 27, 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 612.0 $ 27.70
Grants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 118.5 $ 18.01
Assumed in acquisition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.0 $ 15.42
Exercises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3.6) $ 15.90
Cancellations and forfeitures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (29.6) $ 28.16
Exchanged . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (217.4) $ 26.75
Expirations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (37.6) $ 31.92

December 26, 2009 451.3 $ 25.08
Grants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.2 $ 23.25
Exercises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16.6) $ 18.36
Cancellations and forfeitures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16.1) $ 24.76
Expirations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (52.4) $ 60.68

December 25, 2010 386.4 $ 20.45
Grants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.7 $ 21.49
Assumed in acquisition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.0 $ 15.80
Exercises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (86.3) $ 20.06
Cancellations and forfeitures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8.6) $ 20.47
Expirations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (19.9) $ 24.85

December 31, 2011 298.3 $ 20.12

Options exercisable as of:
December 26, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 297.7 $ 28.44
December 25, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 263.0 $ 21.03
December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203.6 $ 20.44
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The aggregate intrinsic value of stock option exercises in
2011 was $318 million ($65 million in 2010 and $13 million in
2009), which represents the difference between the exercise

price and the value of Intel common stock at the time of
exercise. Grants in 2009 include new stock options granted in
connection with the Option Exchange.

The following table summarizes information about options outstanding as of December 31, 2011:

Outstanding Options Exercisable Options

Range of Exercise Prices

Number of
Shares

(In Millions)

Weighted
Average

Remaining
Contractual

Life
(In Years)

Weighted
Average

Exercise Price

Number of
Shares

(In Millions)

Weighted
Average

Exercise Price

$1.12–$15.00 . . . . . . . . . . . . . . . . . . . . . 4.9 4.7 $ 11.78 3.1 $ 11.52
$15.01–$20.00 . . . . . . . . . . . . . . . . . . . . 156.9 3.6 $ 18.24 97.8 $ 18.37
$20.01–$25.00 . . . . . . . . . . . . . . . . . . . . 119.3 2.5 $ 21.84 85.8 $ 21.68
$25.01–$30.00 . . . . . . . . . . . . . . . . . . . . 15.7 1.8 $ 27.47 15.6 $ 27.47
$30.01–$35.46 . . . . . . . . . . . . . . . . . . . . 1.5 0.9 $ 31.23 1.3 $ 31.16

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . 298.3 3.1 $ 20.12 203.6 $ 20.44

These options will expire if they are not exercised by specific
dates through April 2021. Option exercise prices for options
exercised during the three-year period ended December 31,
2011 ranged from $0.05 to $24.54.

Stock Purchase Plan

Approximately 70% of our employees were participating in
our stock purchase plan as of December 31, 2011.
Employees purchased 18.5 million shares in 2011 for $318
million under the 2006 Stock Purchase Plan (17.2 million
shares for $281 million in 2010 and 30.9 million shares for
$344 million in 2009). As of December 31, 2011, there was
$13 million in unrecognized compensation costs related to
rights to acquire common stock under our stock purchase
plan. We expect to recognize those costs over a period of
approximately one and a half months.

Note 25: Common Stock Repurchases

Common Stock Repurchase Program

We have an ongoing authorization, since October 2005, as
amended, from our Board of Directors to repurchase up to
$45 billion in shares of our common stock in open market or
negotiated transactions. This amount includes $20 billion of
increases in the authorization limit approved by our Board of
Directors in 2011. As of December 31, 2011, $10.1 billion
remained available for repurchase under the existing
repurchase authorization limit. During 2011, we repurchased
642.3 million shares of common stock at a cost of $14.1
billion. During 2010, we repurchased 70.3 million shares of
common stock at a cost of $1.5 billion. We utilized the

majority of the proceeds from the issuance of the 2009
debentures to repurchase 88.2 million shares at a cost of
$1.7 billion during 2009 (for further information on the
issuance of the 2009 debentures, see “Note 21: Borrowings”).
We have repurchased 4.1 billion shares at a cost of
$84 billion since the program began in 1990.

Restricted Stock Unit Withholdings

We issue restricted stock units as part of our equity incentive
plans. For the majority of restricted stock units granted, the
number of shares issued on the date the restricted stock units
vest is net of the minimum statutory withholding requirements
that we pay in cash to the appropriate taxing authorities on
behalf of our employees. During 2011, we withheld
10.3 million shares (10.1 million shares during 2010 and
5.8 million shares during 2009) to satisfy $207 million ($236
million during 2010 and $92 million during 2009) of
employees’ tax obligations. Although shares withheld are not
issued, they are treated as common stock repurchases in our
consolidated financial statements, as they reduce the number
of shares that would have been issued upon vesting.
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Note 26: Earnings Per Share

We computed our basic and diluted earnings per common share as follows:

(In Millions, Except Per Share Amounts) 2011 2010 2009

Net income available to common stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12,942 $ 11,464 $ 4,369

Weighted average common shares outstanding—basic . . . . . . . . . . . . . . . . . . . . . . . . . 5,256 5,555 5,557

Dilutive effect of employee equity incentive plans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 89 37
Dilutive effect of convertible debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54 52 51

Weighted average common shares outstanding—diluted . . . . . . . . . . . . . . . . . . . . . . . . 5,411 5,696 5,645

Basic earnings per common share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.46 $ 2.06 $ 0.79

Diluted earnings per common share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.39 $ 2.01 $ 0.77

We computed our basic earnings per common share using
net income available to common stockholders and the
weighted average number of common shares outstanding
during the period. We computed diluted earnings per
common share using net income available to common
stockholders and the weighted average number of common
shares outstanding plus potentially dilutive common shares
outstanding during the period. Net income available to
participating securities was insignificant for all periods
presented.

Potentially dilutive common shares from employee incentive
plans are determined by applying the treasury stock method
to the assumed exercise of outstanding stock options, the
assumed vesting of outstanding restricted stock units, and the
assumed issuance of common stock under the stock
purchase plan. Potentially dilutive common shares are
determined by applying the if-converted method for the 2005
debentures. However, as our 2009 debentures require
settlement of the principal amount of the debt in cash upon
conversion, with the conversion premium paid in cash or
stock at our option, potentially dilutive common shares for the
2009 debentures are determined by applying the treasury
stock method. For further discussion on the specific
conversion features of our 2005 and 2009 debentures, see
“Note 21: Borrowings.”

For 2011, we excluded 90 million outstanding weighted
average stock options (161 million in 2010 and 486 million in
2009) from the calculation of diluted earnings per common
share because the exercise prices of these stock options
were greater than or equal to the average market value of the
common shares. These options could be included in the
calculation in the future if the average market value of the
common shares increases and is greater than the exercise
price of the options. In 2011, we included our 2009
debentures in the calculation of diluted earnings per common
share because the average market price was above the
conversion price. In 2010 and 2009, we excluded the 2009
debentures from the calculation of diluted earnings per
common share because the conversion option of the
debentures was anti-dilutive, and we could potentially exclude
the 2009 debentures again in the future if the average market
price is below the conversion price.
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Note 27: Comprehensive Income

The components of total comprehensive income were as follows:

(In Millions) 2011 2010 2009

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12,942 $ 11,464 $ 4,369
Other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,114) (60) 786

Total comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 11,828 $ 11,404 $ 5,155

The components of other comprehensive income (loss) and related tax effects were as follows:

2011 2010 2009

(In Millions)
Before

Tax Tax
Net of

Tax
Before

Tax Tax
Net of

Tax
Before

Tax Tax
Net of

Tax

Change in unrealized holding gain (loss)
on investments . . . . . . . . . . . . . . . . . $ 35 $ (13) $ 22 $ 311 $ (111) $ 200 $ 578 $ (210) $ 368

Less: adjustment for (gain) loss on
investments included in net income . . (299) 107 (192) (94) 34 (60) 50 (18) 32

Change in deferred tax asset valuation
allowance . . . . . . . . . . . . . . . . . . . . . — — — — 72 72 — 152 152

Less: adjustment for (gain) loss on
deferred tax asset valuation allowance
included in net income . . . . . . . . . . . . — (99) (99) — (15) (15) — (6) (6)

Change in unrealized holding gain (loss)
on derivatives . . . . . . . . . . . . . . . . . . 20 (16) 4 73 (23) 50 75 (4) 71

Less: adjustment for amortization of
(gain) loss on derivatives . . . . . . . . . . (161) 38 (123) (80) 17 (63) 22 (1) 21

Change in prior service costs . . . . . . . . . — — — (67) 24 (43) 21 (7) 14
Less: adjustment for amortization of prior

service costs . . . . . . . . . . . . . . . . . . . 7 (3) 4 7 (3) 4 (1) — (1)
Change in actuarial loss . . . . . . . . . . . . . (900) 284 (616) (300) 81 (219) 132 (15) 117
Less: adjustment for amortization of

actuarial loss . . . . . . . . . . . . . . . . . . . 43 (15) 28 22 (8) 14 26 (8) 18
Change in net foreign currency

translation adjustment . . . . . . . . . . . . (155) 13 (142) — — — — — —

Total other comprehensive income
(loss) . . . . . . . . . . . . . . . . . . . . . . . . $ (1,410) $ 296 $ (1,114) $ (128) $ 68 $ (60) $ 903 $ (117) $ 786

The change in deferred tax asset valuation allowance in the preceding table is related to the reversal of a portion of our deferred
tax asset valuation allowance attributed to changes in unrealized holding gains on our available-for-sale investments. The amount
is reduced and included in our provision for taxes as these investments are sold or mature.

The components of accumulated other comprehensive income (loss), net of tax, were as follows:

(In Millions) 2011 2010

Accumulated net unrealized holding gain (loss) on available-for-sale investments . . . . . . . . . . . . . . . . . . $ 231 $ 401
Accumulated net deferred tax asset valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 203
Accumulated net unrealized holding gain on derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 127
Accumulated net prior service costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (32) (36)
Accumulated net actuarial losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (950) (362)
Accumulated net foreign currency translation adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (142) —

Total accumulated other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (781) $ 333

The estimated net prior service cost and actuarial loss for the defined benefit plan that will be amortized from accumulated other
comprehensive income (loss) into net periodic benefit cost during 2012 are $5 million and $91 million, respectively.
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Note 28: Taxes

Income before taxes and the provision for taxes consisted of the following:

(Dollars in Millions) 2011 2010 2009

Income before taxes:
U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 14,659 $ 13,926 $ 3,229
Non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,122 2,119 2,475

Total income before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 17,781 $ 16,045 $ 5,704

Provision for taxes:
Current:

Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,212 $ 4,049 $ 604
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 51 (2)
Non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 374 359 336

Total current provision for taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,690 $ 4,459 $ 938

Deferred:
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,175 $ 187 $ 355
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (65) 42

Total deferred provision for taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,149 $ 122 $ 397

Total provision for taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,839 $ 4,581 $ 1,335

Effective tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.2% 28.6% 23.4%

The difference between the tax provision at the statutory federal income tax rate and the tax provision as a percentage of
income before income taxes (effective tax rate) was as follows:

(In Percentages) 2011 2010 2009

Statutory federal income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.0% 35.0% 35.0%
Increase (reduction) in rate resulting from:

Non-U.S. income taxed at different rates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4) (3.4) (12.4)
Domestic manufacturing deduction benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.9) (2.1) (1.5)
Research and development tax credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.0) (0.9) (2.0)
Settlements, effective settlements, and related remeasurements . . . . . . . . . . . . . . . . . . . . . (0.3) (0.3) (6.4)
European Commission fine . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 8.9
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.2) 0.3 1.8

Effective tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.2% 28.6% 23.4%

Income in certain foreign countries is fully exempt from
income taxes for a limited period of time due to eligible
activities and certain capital investment actions. These full tax
exemptions expire at various dates through 2020; however,
the exemptions in certain countries are eligible for renewal. In
2011, the tax benefit attributable to tax holidays was $554
million with a $0.10 impact on diluted earnings per share. The
tax holiday benefits for 2010 and 2009 were $256 million
($0.04 per diluted share) and $115 million ($0.02 per diluted
share), respectively.

During 2011, net income tax deficiencies attributable to
equity-based compensation transactions that were allocated
to stockholders’ equity totaled $18 million (net benefits of $40
million in 2010 and net deficiencies of $41 million in 2009).
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts for income tax purposes. Significant components of our deferred tax assets and
liabilities at year-ends were as follows:

(In Millions) 2011 2010

Deferred tax assets
Accrued compensation and other benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,016 $ 675
Share-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 732 782
Deferred income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 616 240
Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 613 95
Unrealized losses on investments and derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 293 375
State credits and net operating losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 230 158
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 756 544

Gross deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,256 2,869
Valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (373) (252)

Total deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,883 $ 2,617

Deferred tax liabilities
Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (2,329) $ (564)
Licenses and intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (915) (135)
Convertible debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (799) (740)
Investment in foreign subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (214) (52)
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (208) (275)

Total deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (4,465) $ (1,766)

Net deferred tax assets (liabilities) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (582) $ 851

Reported as:
Current deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,700 $ 1,488
Non-current deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 335 289
Non-current deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,617) (926)

Net deferred tax assets (liabilities) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (582) $ 851

Non-current deferred tax assets are included within other
long-term assets on the consolidated balance sheets.

The valuation allowance is based on our assessment that it is
more likely than not that certain deferred tax assets will not
be realized in the foreseeable future. The valuation allowance
as of December 31, 2011 included allowances related to
unrealized state credit carryforwards of $215 million and
matters related to our non-U.S. subsidiaries of $158 million.

As of December 31, 2011, our federal, state, and foreign net
operating loss carryforwards for income tax purposes were
approximately $317 million, $320 million, and $793 million,
respectively. The majority of the foreign net operating loss
carryforwards have no expiration date. The remaining foreign
as well as the U.S. federal and state net operating loss
carryforwards expire at various dates through 2032. A
significant amount of the net operating loss carryforwards in
the U.S. relates to acquisitions and, as a result, is limited in
the amount that can be recognized in any one year. The
foreign net operating loss carryforwards include $491 million
that is not likely to be recovered and has been reduced by a
valuation allowance.

As of December 31, 2011, we had not recognized U.S.
deferred income taxes on a cumulative total of $14.2 billion of
undistributed earnings for certain non-U.S. subsidiaries and
$2.8 billion of other basis differences of our investments in
certain non-U.S. subsidiaries primarily related to McAfee.
Determining the unrecognized deferred tax liability related to
investments in these non-U.S. subsidiaries that are
indefinitely reinvested is not practicable. We currently intend
to indefinitely reinvest those earnings and other basis
differences in operations outside the U.S.

Long-term income taxes payable of $165 million as of
December 31, 2011 ($190 million as of December 25, 2010),
within other long-term liabilities, includes uncertain tax
positions, reduced by the associated federal deduction for
state taxes and non-U.S. tax credits, and may also include
other long-term tax liabilities that are not uncertain but have
not yet been paid.
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The aggregate changes in the balance of gross unrecognized tax benefits were as follows:

(In Millions) 2011 2010 2009

Beginning gross unrecognized tax benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 216 $ 220 $ 744

Settlements and effective settlements with tax authorities and related remeasurements . . . (63) (73) (526)
Lapse of statute of limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17) — —
Increases in balances related to tax positions taken during prior periods . . . . . . . . . . . . . . . 91 28 28
Decreases in balances related to tax positions taken during prior periods . . . . . . . . . . . . . . (21) (30) (58)
Increases in balances related to tax positions taken during current period . . . . . . . . . . . . . . 6 71 32

Ending gross unrecognized tax benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 212 $ 216 $ 220

During 2011, we settled and effectively settled matters with
the U.S. Internal Revenue Service and certain state tax
authorities related to tax positions taken during prior periods.
The result of the settlements, effective settlements, and
resulting remeasurements was a reduction of $63 million in
the balance of our gross unrecognized tax benefits ($73
million in 2010, $526 million in 2009), $61 million of which
resulted in a tax benefit for 2011 ($48 million for 2010, $366
million for 2009).

If the remaining balance of $212 million of unrecognized tax
benefits as of December 31, 2011 ($216 million as of
December 25, 2010) were realized in a future period, it would
result in a tax benefit of $92 million and a reduction in the
effective tax rate ($124 million as of December 25, 2010).

During all years presented, we recognized interest and
penalties related to unrecognized tax benefits within the
provision for taxes on the consolidated statements of income.
In 2011, we recognized an expense of $24 million, primarily
due to the accrual of interest and penalties related to foreign
unrecognized tax benefits. In 2009, we recognized a net
benefit of $62 million, primarily due to the reversal of accrued
interest and penalties related to settled and effectively settled
matters described above (insignificant for 2010). As of
December 31, 2011, we had $90 million of accrued interest
and penalties related to unrecognized tax benefits ($49
million as of December 25, 2010).

Although the timing of the resolution and/or closure on audits
is highly uncertain, it is reasonably possible that the balance
of gross unrecognized tax benefits could significantly change
in the next 12 months. However, given the number of years
remaining subject to examination and the number of matters
being examined, we are unable to estimate the full range of
possible adjustments to the balance of gross unrecognized
tax benefits.

We file U.S. federal, U.S. state, and non-U.S. tax returns. For
U.S. state and non-U.S. tax returns, we are generally no
longer subject to tax examinations for years prior to 2001. For
U.S. federal tax returns, we are no longer subject to tax
examination for years prior to 2008.

Note 29: Contingencies

Legal Proceedings

We are currently a party to various legal proceedings, including
those noted in this section. While management presently
believes that the ultimate outcome of these proceedings,
individually and in the aggregate, will not materially harm the
company’s financial position, results of operations, cash flows,
or overall trends, legal proceedings and related government
investigations are subject to inherent uncertainties, and
unfavorable rulings or other events could occur. Unfavorable
resolutions could include substantial monetary damages, and
in matters for which injunctive relief or other conduct remedies
are sought, an injunction or other order prohibiting us from
selling one or more products at all or in particular ways,
precluding particular business practices, or requiring other
remedies such as compulsory licensing of IP. Were
unfavorable final outcomes to occur, there exists the possibility
of a material adverse impact on our business, results of
operations, financial position, and overall trends. It is also
possible that we could conclude it is in the best interests of our
stockholders, employees, and customers to settle one or more
such matters, and any such settlement could include
substantial payments; however, we have not reached this
conclusion with respect to any particular matter at this time.

A number of proceedings generally have challenged and
continue to challenge certain of our competitive practices.
The allegations in these proceedings vary and are described
in more detail in the following paragraphs, but in general
contend that we improperly condition price rebates and other
discounts on our microprocessors on exclusive or near-
exclusive dealing by some of our customers; claim that our
software compiler business unfairly prefers Intel
microprocessors over competing microprocessors and that,
through the use of our compiler and other means, we have
caused inaccurate and misleading benchmark results
concerning our microprocessors to be disseminated; allege
that we unfairly controlled the content and timing of release of
various standard computer interfaces developed by Intel in
cooperation with other industry participants; and accuse us of
engaging in various acts of improper competitive activity in
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competing against what is referred to as general-purpose
graphics processing units, including certain licensing
practices and our actions in connection with developing and
disclosing potentially competitive technology.

We believe that we compete lawfully and that our marketing,
business, IP, and other challenged practices benefit our
customers and our stockholders, and we will continue to
conduct a vigorous defense in these proceedings. While we
have settled some of these matters, the distractions caused by
challenges to our conduct from the remaining matters are
undesirable, and the legal and other costs associated with
defending and resolving our position have been and continue
to be significant. We assume that these challenges could
continue for a number of years and may require the investment
of substantial additional management time and substantial
financial resources to explain and defend our position.

Government Competition Matters and Related Consumer
Class Actions

In 2001, the European Commission (EC) commenced an
investigation regarding claims by Advanced Micro Devices, Inc.
(AMD) that we used unfair business practices to persuade
customers to buy our microprocessors. We have received
numerous requests for information and documents from the
EC, and we have responded to each of those requests. The
EC issued a Statement of Objections in July 2007 and held a
hearing on that Statement in March 2008. The EC issued a
Supplemental Statement of Objections in July 2008.

In May 2009, the EC issued a decision finding that we had
violated Article 82 of the EC Treaty and Article 54 of the
European Economic Area Agreement. In general, the EC found
that we violated Article 82 (later renumbered as Article 102 by a
new treaty) by offering alleged “conditional rebates and
payments” that required our customers to purchase all or most of
their x86 microprocessors from us. The EC also found that we
violated Article 82 by making alleged “payments to prevent sales
of specific rival products.” The EC imposed a fine in the amount
of €1.06 billion ($1.447 billion as of May 2009), which we
subsequently paid during the third quarter of 2009, and also
ordered us to “immediately bring to an end the infringement
referred to in” the EC decision. In the second quarter of 2009, we
recorded the related charge within marketing, general and
administrative. We strongly disagree with the EC’s decision, and
we appealed the decision to the Court of First Instance (which
has been renamed the General Court) in July 2009. The EC filed
an answer to our reply brief in November 2010. The court’s
decision, after oral argument, is expected in late 2012 or early
2013.

The EC decision exceeds 500 pages and does not contain
specific direction on whether or how we should modify our
business practices. Instead, the decision states that we should
“cease and desist” from further conduct that, in the EC’s

opinion, would violate applicable law. We have taken steps,
which are subject to the EC’s ongoing review, to comply with
that decision pending appeal. We opened discussions with the
EC to better understand the decision and to explain changes to
our business practices. Based on our current understanding
and expectations, we do not believe that any such changes will
be material to our financial position, results, or cash flows.

In June 2005, we received an inquiry from the Korea Fair
Trade Commission (KFTC) requesting documents from our
Korean subsidiary related to marketing and rebate programs
that we entered into with Korean PC manufacturers. In
February 2006, the KFTC initiated an inspection of
documents at our offices in Korea. In September 2007, the
KFTC served on us an Examination Report alleging that sales
to two customers during parts of 2002–2005 violated Korea’s
Monopoly Regulation and Fair Trade Act. In December 2007,
we submitted our written response to the KFTC. In February
2008, the KFTC’s examiner submitted a written reply to our
response. In March 2008, we submitted a further response. In
April 2008, we participated in a pre-hearing conference
before the KFTC, and we participated in formal hearings in
May and June 2008. In June 2008, the KFTC announced its
intent to fine us approximately $25 million for providing
discounts to Samsung Electronics Co., Ltd. and TriGem
Computer Inc. In November 2008, the KFTC issued a final
written decision concluding that our discounts had violated
Korean antitrust law and imposing a fine on us of
approximately $20 million, which we paid in January 2009. In
December 2008, we appealed this decision by filing a lawsuit
in the Seoul High Court seeking to overturn the KFTC’s
decision. We expect a decision from the court in 2012.

In November 2009, the State of New York filed a lawsuit
against us in the U.S. District Court for the District of
Delaware. The lawsuit alleged that we violated federal
antitrust laws; the New York Donnelly Act, which prohibits
contracts or agreements to monopolize; and the New York
Executive Law, which proscribes underlying violations of
federal and state antitrust laws. The lawsuit alleged that we
engaged in a systematic worldwide campaign of illegal,
exclusionary conduct to maintain monopoly power and prices
in the market for x86 microprocessors through the use of
various alleged actions, including exclusive or near-exclusive
agreements from large computer makers in exchange for
“loyalty payments” and “bribes,” and other alleged threats and
retaliation. New York claimed that our alleged actions harmed
New York consumers, competition, and innovation. The
complaint sought a declaration that our alleged actions
violated federal and New York antitrust laws and New York
Executive Law; an injunction to prevent further alleged
unlawful acts; damages in an amount to be proven at trial
based on alleged overcharges on purchases of computers
containing Intel microprocessors by New York state agencies
and non-state entities, as well as by individual New York
consumers, trebled as provided for by law under the Sherman
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Act or Donnelly Act, restitution, and disgorgement; $1 million
in civil penalties for alleged violations of the Donnelly Act; and
attorneys’ fees and costs. We disagreed with the State of
New York’s allegations and claims, and noted that we
intended to conduct a vigorous defense of the lawsuit. We
filed our answer in January 2010.

In December 2010, the State of New York requested the
court’s permission to amend its complaint to expand the
scope of parties covered by its Donnelly Act and Executive
Law claims to include small and medium businesses
operating within the state of New York. We opposed that
request, and in May 2011, the court denied the State of New
York permission to amend its complaint. In May 2011, we
filed three motions: the first seeking partial summary
judgment on any claims for damages under the Sherman Act
based on purchases of computers containing Intel
microprocessors not made within four years of the filing of the
complaint, and any claims for damages under the Donnelly
Act and Executive Law based on purchases not made within
three years of the filing of the complaint; the second seeking
dismissal of all claims brought on behalf of non-State of New
York public entities on the ground that the State of New York
did not obtain proper requests to represent them; and the
third seeking judgment on the pleadings on the ground that
the State of New York could not recover damages on behalf
of New York consumers for certain claims. The court granted
each of these motions in December 2011. These rulings
greatly reduced the scope of the New York Attorney
General’s lawsuit. In addition, in October 2011, we filed two
other motions for summary judgment and a motion seeking to
exclude the opinions and testimony of New York’s economic
expert. We sought summary judgment on the grounds that
each of New York’s claims lacked legal merit because our
discounted prices challenged in the lawsuit were lawful and
that New York could not establish antitrust injury because,
among other things, it had no evidence of any harm to
competition from our alleged actions.

In February 2012, we announced a settlement of the
lawsuit. The agreement, which followed the court’s December
2011 rulings in Intel’s favor, expressly states that Intel does
not admit either any violation of law or that the allegations in
the complaint are true, and it calls for no changes to the way
Intel does business. The agreement includes a payment of
$6.5 million from Intel that is intended only to cover some of
the costs incurred by the State of New York in the litigation.
New York agreed to dismiss its action with prejudice, close
any pending investigations arising out of the allegations of the
complaint and those previously investigated by the Federal
Trade Commission, and provide a release of claims against
Intel and a covenant not to sue. New York also agreed to
seek and obtain separate releases from non-state entities
that receive any portion of the settlement fund.

At least 82 separate class actions have been filed in the U.S.
District Courts for the Northern District of California, Southern
District of California, District of Idaho, District of Nebraska,
District of New Mexico, District of Maine, and District of
Delaware, as well as in various California, Kansas, and
Tennessee state courts. These actions generally repeat the
allegations made in a now-settled lawsuit filed against Intel by
AMD in June 2005 in the U.S. District Court for the District of
Delaware (AMD litigation). Like the AMD litigation, these
class-action suits allege that Intel engaged in various actions
in violation of the Sherman Act and other laws by, among
other things, providing discounts and rebates to our
manufacturer and distributor customers conditioned on
exclusive or near-exclusive dealings that allegedly unfairly
interfered with AMD’s ability to sell its microprocessors,
interfering with certain AMD product launches, and interfering
with AMD’s participation in certain industry standards-setting
groups. The class actions allege various consumer injuries,
including that consumers in various states have been injured
by paying higher prices for computers containing our
microprocessors. We dispute the class-action claims and
intend to defend the lawsuits vigorously.

All of the federal class actions and the Kansas and
Tennessee state court class actions have been transferred by
the Multidistrict Litigation Panel to the U.S. District Court in
Delaware for all pre-trial proceedings and discovery (MDL
proceedings). The Delaware district court has appointed a
Special Master to address issues in the MDL proceedings, as
assigned by the court. In January 2010, the plaintiffs in the
Delaware action filed a motion for sanctions for our alleged
failure to preserve evidence. This motion largely copies a
motion previously filed by AMD in the AMD litigation, which
has settled. The plaintiffs in the MDL proceedings also moved
for certification of a class of members who purchased certain
PCs containing products sold by Intel. In July 2010, the
Special Master issued a Report and Recommendation (Class
Report) denying the motion to certify a class. The MDL
plaintiffs filed objections to the Special Master’s Class Report,
and a hearing on these objections was held in March 2011.
The Delaware district court has not yet ruled on those
objections. All California class actions have been
consolidated in the Superior Court of California in Santa Clara
County. The plaintiffs in the California actions have moved for
class certification, which we are in the process of opposing.
At our request, the court in the California actions has agreed
to delay ruling on this motion until after the Delaware district
court rules on the similar motion in the MDL proceedings.
Based on the procedural posture and the nature of the cases,
including, but not limited to, the fact that the Special Master’s
Class Report is on review in the Delaware district court, we
are unable to make a reasonable estimate of the potential
loss or range of losses, if any, arising from these matters.
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Lehman Matter

In November 2009, representatives of the Lehman Brothers
OTC Derivatives Inc. (LOTC) bankruptcy estate advised us
informally that the estate was considering a claim against us
arising from a 2008 contract between Intel and LOTC. Under the
terms of the 2008 contract, Intel prepaid $1.0 billion to LOTC, in
exchange for which LOTC was required to purchase and deliver
to Intel the number of shares of Intel common stock that could be
purchased for $1.0 billion at the discounted volume-weighted
average price specified in the contract for the period
September 2, 2008 to September 26, 2008. LOTC’s
performance under the contract was secured by $1.0 billion of
cash collateral. Under the terms of the contract, LOTC was
obligated to deliver approximately 50 million shares of our
common stock to us on September 29, 2008. LOTC failed to
deliver any shares of our common stock, and we exercised our
right to setoff against the $1.0 billion collateral. LOTC has not
initiated any action against us to date, but in February 2010,
LOTC served a subpoena on us in connection with this
transaction. In October 2010, LOTC demanded that Intel pay it at
least $417 million. In September 2010, we entered into an
agreement with LOTC that tolled any applicable statutes of
limitations for 90 days and precluded the parties from
commencing any formal proceedings to prosecute any claims
against each other in any forum during that period. The tolling
agreement with LOTC was extended several times, but lapsed in
June 2011. We continue to believe that we acted appropriately
under our agreement with LOTC, and we intend to defend any
claim to the contrary. No complaint has been filed and we are in
the early stages of evaluating this dispute, and accordingly are
unable to make a reasonable estimate of the potential loss or
range of losses, if any, arising from this matter.

Frank T. Shum v. Intel Corporation, Jean-Marc Verdiell, and
LightLogic, Inc.

We acquired LightLogic, Inc. in May 2001. Frank Shum
subsequently sued us, LightLogic, and LightLogic’s founder,
Jean-Marc Verdiell, claiming that much of LightLogic’s IP is
based on alleged inventions that Shum conceived while he and
Verdiell were partners at Radiance Design, Inc. Shum has
alleged claims for fraud, breach of fiduciary duty, fraudulent
concealment, and breach of contract. Shum also seeks alleged
correction of inventorship of seven patents acquired by us as
part of the LightLogic acquisition. In January 2005, the U.S.
District Court for the Northern District of California denied
Shum’s inventorship claim, and thereafter granted our motion
for summary judgment on Shum’s remaining claims. In August
2007, the U.S. Court of Appeals for the Federal Circuit vacated
the District Court’s rulings and remanded the case for further
proceedings. In October 2008, the District Court granted our
motion for summary judgment on Shum’s claims for breach of
fiduciary duty and fraudulent concealment, but denied our

motion on Shum’s remaining claims. A jury trial on Shum’s
remaining claims took place in November and December 2008.
In pre-trial proceedings and at trial, Shum requested monetary
damages against the defendants in amounts ranging from $31
million to $931 million, and his final request to the jury was for
as much as $175 million. Following deliberations, the jury was
unable to reach a verdict on most of the claims. With respect to
Shum’s claim that he is the proper inventor on certain
LightLogic patents now assigned to us, the jury agreed with
Shum on some of those claims and was unable to reach a
verdict regarding the remaining claims. In April 2009, the court
granted defendants’ motions for judgment as a matter of law.
Shum appealed that ruling to the U.S. Court of Appeals for the
Federal Circuit, which heard oral arguments in August 2010
and affirmed the trial court’s orders in favor of Intel in
December 2010. In January 2011, Shum petitioned the Federal
Circuit for a re-hearing and re-hearing en banc. In February
2011, the Federal Circuit denied Shum’s request. Shum
petitioned the U.S. Supreme Court for review in May 2011, and
we filed our response in August 2011. The U.S. Supreme
Court denied certiorari in October 2011, ending the matter.

Note 30: Operating Segment and Geographic Information

Our operating segments in effect as of December 31, 2011
include:
• PC Client Group
• Data Center Group
• Intel Mobile Communications
• Intelligent Systems Group
• Netbook and Tablet Group
• Ultra-Mobility Group
• McAfee
• Wind River Software Group
• Software and Services Group
• Non-Volatile Memory Solutions Group

In the first quarter of 2011, we formed the Netbook and Tablet
Group, which includes platforms designed for the netbook
and tablet market segments, and we divested the Digital
Health Group (for further information see “Note 15:
Divestitures”). In the fourth quarter of 2011, we combined the
Digital Home Group within the Netbook and Tablet Group.
Prior-period amounts have been adjusted retrospectively to
reflect these operating segment changes as well as other
minor reorganizations. Additionally, in the first quarter of
2011, we formed the Intel Mobile Communications and
McAfee operating segments as a result of acquisitions (for
further information see “Note 14: Acquisitions”).

The Chief Operating Decision Maker (CODM) is our
President and CEO. The CODM allocates resources to and
assesses the performance of each operating segment using
information about its revenue and operating income (loss).
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Our PC Client Group and our Data Center Group are
reportable operating segments. We also aggregate and
disclose the financial results of the following non-reportable
operating segments: Intel Mobile Communications, Intelligent
Systems Group (formerly known as the Embedded and
Communications Group), Netbook and Tablet Group, and
Ultra-Mobility Group. We also aggregate and disclose the
financial results of the following non-reportable operating
segments within “software and services operating segments”:
McAfee, Wind River Software Group, and Software and
Services Group. Each of these aggregated operating
segments does not meet the quantitative thresholds to qualify
as reportable operating segments; however, we have elected
to disclose the aggregation of these non-reportable operating
segments. Revenue for our reportable and aggregated
non-reportable operating segments is primarily related to the
following product lines:
• PC Client Group. Includes platforms designed for the

notebook and desktop (including high-end enthusiast PCs)
market segments; and wireless connectivity products.

• Data Center Group. Includes platforms designed for the
server, workstation, and storage computing market
segments; and wired network connectivity products.

• Other Intel architecture operating segments. Includes
mobile phone components such as baseband processors,
radio frequency transceivers, and power management
chips; platforms designed for embedded applications;
platforms for the netbook and tablet market segments; and
products designed for the smartphone market segment.

• Software and services operating segments. Includes
software products for endpoint security, network and
content security, risk and compliance, and consumer and
mobile security from our McAfee business; software
optimized products for the embedded and mobile market
segments; and software products and services that

promote Intel® architecture as the platform of choice for
software development.

We have sales and marketing, manufacturing, finance, and
administration groups. Expenses for these groups are
generally allocated to the operating segments, and the
expenses are included in the operating results reported
below.

During 2009, we incurred charges of $1.447 billion as a result
of the fine from the EC and $1.25 billion as a result of our
legal settlement with AMD. These charges were included in
the “All other” category. Additionally, the “All other” category
includes revenue, expenses, and charges such as:
• results of operations from our Non-Volatile Memory

Solutions Group that includes NAND flash memory
products for use in a variety of devices;

• a portion of profit-dependent compensation and other
expenses not allocated to the operating segments;

• divested businesses for which discrete operating results
are not reviewed by our CODM;

• results of operations of seed businesses that support our
initiatives; and

• acquisition-related costs, including amortization and any
impairment of acquisition-related intangibles and
goodwill.

The CODM does not evaluate operating segments using
discrete asset information. Operating segments do not record
inter-segment revenue. We do not allocate gains and losses
from equity investments, interest and other income, or taxes
to operating segments. Although the CODM uses operating
income to evaluate the segments, operating costs included in
one segment may benefit other segments. Except as
discussed above, the accounting policies for segment
reporting are the same as for Intel as a whole.

Net revenue and operating income (loss) for the three years ended December 31, 2011 were as follows:

(In Millions) 2011 2010 2009

Net revenue
PC Client Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 35,406 $ 30,327 $ 24,894
Data Center Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,129 8,693 6,450
Other Intel architecture operating segments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,005 3,055 2,683
Software and services operating segments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,870 264 115
All other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,589 1,284 985

Total net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 53,999 $ 43,623 $ 35,127

Operating income (loss)
PC Client Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 14,793 $ 12,971 $ 7,441
Data Center Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,100 4,388 2,289
Other Intel architecture operating segments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (577) 270 (45)
Software and services operating segments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (32) (175) (100)
All other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,807) (1,866) (3,874)

Total operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 17,477 $ 15,588 $ 5,711
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INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

In 2011, Hewlett-Packard Company accounted for 19% of our net revenue (21% in 2010 and 2009), and Dell Inc. accounted for
15% of our net revenue (17% in 2010 and 2009). The majority of the revenue from these customers was from the sale of
platforms and other components by the PC Client Group and the Data Center Group operating segments.

Geographic revenue information for the three years ended December 31, 2011 is based on the location of the customer. Revenue
from unaffiliated customers was as follows:

(In Millions) 2011 2010 2009

Asia-Pacific (geographic region/country)

Taiwan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 17,076 $ 14,498 $ 10,574
China (including Hong Kong) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,114 7,195 5,835
Other Asia-Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,532 3,279 2,933

30,722 24,972 19,342

Americas (geographic region/country)

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,411 6,549 5,280
Other Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,887 2,066 1,838

11,298 8,615 7,118

Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,955 5,606 5,278

Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,024 4,430 3,389

Total net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 53,999 $ 43,623 $ 35,127

Revenue from unaffiliated customers outside the U.S. totaled $45,588 million in 2011 ($37,074 million in 2010 and $29,847 million
in 2009).

Net property, plant and equipment by country was as follows:

(In Millions) 2011 2010 2009

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 16,448 $ 12,652 $ 11,644
Israel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,356 2,087 2,567
Other countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,823 3,160 3,014

Total property, plant and equipment, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 23,627 $ 17,899 $ 17,225

Net property, plant and equipment outside the U.S. totaled $7,179 million in 2011 ($5,247 million in 2010 and $5,581 million in
2009).
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Intel Corporation

We have audited the accompanying consolidated balance sheets of Intel Corporation as of December 31, 2011 and
December 25, 2010, and the related consolidated statements of income, stockholders’ equity, and cash flows for each of the
three years in the period ended December 31, 2011. Our audits also included the financial statement schedule listed in the Index
at Part IV, Item 15. These financial statements and schedule are the responsibility of the company’s management. Our
responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position
of Intel Corporation at December 31, 2011 and December 25, 2010, and the consolidated results of its operations and its cash
flows for each of the three years in the period ended December 31, 2011, in conformity with U.S. generally accepted accounting
principles. Also, in our opinion, the related financial statement schedule referred to above, when considered in relation to the
basic financial statements taken as a whole, presents fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Intel
Corporation’s internal control over financial reporting as of December 31, 2011, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
February 23, 2012 expressed an unqualified opinion thereon.

San Jose, California
February 23, 2012
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Intel Corporation

We have audited Intel Corporation’s internal control over financial reporting as of December 31, 2011, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria). Intel Corporation’s management is responsible for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on
the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal
control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions
of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

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

In our opinion, Intel Corporation maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2011, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
2011 consolidated financial statements of Intel Corporation and our report dated February 23, 2012 expressed an unqualified
opinion thereon.

San Jose, California
February 23, 2012
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INTEL CORPORATION

FINANCIAL INFORMATION BY QUARTER (UNAUDITED)

2011 for Quarter Ended
(In Millions, Except Per Share Amounts) December 31 October 1 July 2 April 2

Net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 13,887 $ 14,233 $ 13,032 $ 12,847
Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,952 $ 9,018 $ 7,902 $ 7,885
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,360 $ 3,468 $ 2,954 $ 3,160
Basic earnings per common share . . . . . . . . . . . . . . . . . . . . . $ 0.66 $ 0.67 $ 0.56 $ 0.58
Diluted earnings per common share . . . . . . . . . . . . . . . . . . . $ 0.64 $ 0.65 $ 0.54 $ 0.56
Dividends per common share

Declared . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ 0.42 $ — $ 0.3624
Paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.21 $ 0.21 $ 0.1812 $ 0.1812

Market price range common stock1

High . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 25.66 $ 23.23 $ 23.88 $ 22.14
Low . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 20.62 $ 19.19 $ 19.49 $ 19.72

2010 for Quarter Ended
(In Millions, Except Per Share Amounts) December 25 September 25 June 26 March 27

Net revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 11,457 $ 11,102 $ 10,765 $ 10,299
Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,406 $ 7,321 $ 7,235 $ 6,529
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,180 $ 2,955 $ 2,887 $ 2,442
Basic earnings per common share . . . . . . . . . . . . . . . . . . . . . $ 0.57 $ 0.53 $ 0.52 $ 0.44
Diluted earnings per common share . . . . . . . . . . . . . . . . . . . $ 0.56 $ 0.52 $ 0.51 $ 0.43
Dividends per common share

Declared . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ 0.315 $ — $ 0.315
Paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.1575 $ 0.1575 $ 0.1575 $ 0.1575

Market price range common stock1

High . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 21.91 $ 21.78 $ 24.22 $ 22.67
Low . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 18.87 $ 17.67 $ 19.93 $ 19.02

1 Intel’s common stock (symbol INTC) trades on The NASDAQ Global Select Market. All stock prices are closing prices per The
NASDAQ Global Select Market.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Based on management’s evaluation (with the participation of our CEO and Chief Financial Officer (CFO)), as of the end of the
period covered by this report, our CEO and CFO have concluded that our disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Act)), are effective to provide
reasonable assurance that information required to be disclosed by us in reports that we file or submit under the Exchange Act is
recorded, processed, summarized, and reported within the time periods specified in U.S. Securities and Exchange Commission
(SEC) rules and forms, and is accumulated and communicated to management, including our principal executive officer and
principal financial officer, as appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There were no changes to our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) that occurred during the period covered by this report that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.

Management Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting (as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act) to provide reasonable assurance regarding the reliability of our financial
reporting and the preparation of consolidated financial statements for external purposes in accordance with U.S. generally
accepted accounting principles.

Management assessed our internal control over financial reporting as of December 31, 2011, the end of our fiscal year.
Management based its assessment on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Management’s assessment included evaluation of elements such as the
design and operating effectiveness of key financial reporting controls, process documentation, accounting policies, and our
overall control environment.

Based on our assessment, management has concluded that our internal control over financial reporting was effective as of the
end of the fiscal year to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
consolidated financial statements for external reporting purposes in accordance with U.S. generally accepted accounting
principles. We reviewed the results of management’s assessment with the Audit Committee of our Board of Directors.

Our independent registered public accounting firm, Ernst & Young LLP, independently assessed the effectiveness of the
company’s internal control over financial reporting, as stated in their attestation report, which is included at the end of Part II,
Item 8 of this Form 10-K.

Inherent Limitations on Effectiveness of Controls

Our management, including the CEO and CFO, does not expect that our disclosure controls or our internal control over financial
reporting will prevent or detect all errors and all fraud. A control system, no matter how well designed and operated, can provide
only reasonable, not absolute, assurance that the control system’s objectives will be met. The design of a control system must
reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. Further,
because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that
misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if any, have been detected. The
design of any system of controls is based in part on certain assumptions about the likelihood of future events, and there can be
no assurance that any design will succeed in achieving its stated goals under all potential future conditions. Projections of any
evaluation of the effectiveness of controls to future periods are subject to risks. Over time, controls may become inadequate
because of changes in conditions or deterioration in the degree of compliance with policies or procedures.

ITEM 9B. OTHER INFORMATION

None.
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PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information in our 2012 Proxy Statement regarding directors and executive officers appearing under the headings
“Proposal 1: Election of Directors” and “Other Matters—Section 16(a) Beneficial Ownership Reporting Compliance” is
incorporated by reference in this section. The information under the heading “Executive Officers of the Registrant” in Part I, Item 1
of this Form 10-K is also incorporated by reference in this section. In addition, the information under the heading “Corporate
Governance” in our 2012 Proxy Statement is incorporated by reference in this section.

The Intel Code of Conduct (the Code) is our code of ethics document applicable to all employees, including all officers, and
including our independent directors, who are not employees of the company, with regard to their Intel-related activities. The Code
incorporates our guidelines designed to deter wrongdoing and to promote honest and ethical conduct and compliance with
applicable laws and regulations. The Code also incorporates our expectations of our employees that enable us to provide
accurate and timely disclosure in our filings with the SEC and other public communications. In addition, the Code incorporates
guidelines pertaining to topics such as complying with applicable laws, rules, and regulations; reporting Code violations; and
maintaining accountability for adherence to the Code.

The full text of our Code is published on our Investor Relations web site at www.intc.com. We intend to disclose future
amendments to certain provisions of our Code, or waivers of such provisions granted to executive officers and directors, on the
web site within four business days following the date of such amendment or waiver.

ITEM 11. EXECUTIVE COMPENSATION

The information appearing in our 2012 Proxy Statement under the headings “Director Compensation,” “Compensation Discussion
and Analysis,” “Report of the Compensation Committee,” and “Executive Compensation” is incorporated by reference in this
section.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED

STOCKHOLDER MATTERS

The information appearing in our 2012 Proxy Statement under the heading “Security Ownership of Certain Beneficial Owners and
Management” is incorporated by reference in this section.
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Equity Compensation Plan Information

Information as of December 31, 2011 regarding equity compensation plans approved and not approved by stockholders is
summarized in the following table (shares in millions):

Plan Category

(A)
Number of Shares to

Be Issued Upon
Exercise of

Outstanding Options
and Rights

(B)
Weighted
Average

Exercise Price
of Outstanding

Options1

(C)
Number of Shares

Remaining Available
for Future Issuance

Under Equity Incentive
Plans (Excluding Shares
Reflected in Column A)

2006 Equity Incentive Plan . . . . . . . . . . . . . . . . . . . . 302.22

2006 Stock Purchase Plan . . . . . . . . . . . . . . . . . . . . . 254.3

Equity incentive plans approved by stockholders . . . 322.73 $ 20.09 556.5
Equity incentive plans not approved by

stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 87.14 $ 20.19 —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 409.8 $ 20.12 556.5

1 The weighted average exercise price does not take into account the shares issuable upon outstanding RSUs vesting, which
have no exercise price.

2 Assumes shares will be issued at the maximum vesting amount for outstanding outperformance stock units (OSUs). If it is
assumed that shares will be issued at the target vesting amount for outstanding OSUs, an additional 4.5 million shares would
be included in the shares available for future issuance amount for a total of 307 million shares. A maximum of 394 million
shares could be awarded as restricted stock or RSUs under the 2006 Equity Incentive Plan.

3 Includes 107.4 million shares granted under the 2006 Equity Incentive Plan that are issuable upon RSUs vesting, including a
maximum of 9.0 million shares that could be issued at the end of the requisite period for outstanding OSUs. The remaining
balance consists of outstanding stock option grants.

4 Includes shares available upon exercise of stock options granted under our 1997 Stock Option Plan, which was not required to
be approved by stockholders. The 1997 Stock Option Plan was terminated as to future grants in May 2004. In addition, it
includes 4.1 million shares issuable upon RSUs vesting that were originally granted under plans that we assumed in
connection with acquisitions; and 10.4 million shares issuable under outstanding options, with a weighted average exercise
price of $15.86, also assumed in connection with acquisitions.

The 1997 Stock Option Plan (1997 Plan) provided for the grant of stock options to employees other than officers and directors.
The 1997 Plan, which was not approved by stockholders, was terminated as to future grants in May 2004. The 1997 Plan is
administered by the Board’s Compensation Committee, which has the power to determine matters related to outstanding stock
option awards under the 1997 Plan, including conditions of vesting and exercise. Stock options granted under the 1997 Plan
expire no later than 10 years from the grant date. Stock options granted under the 1997 Plan generally vest in increments over
four or five years from the date of grant. Grants to key employees may have delayed vesting, generally beginning six years from
the date of grant.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information appearing in our 2012 Proxy Statement under the headings “Corporate Governance” and “Certain Relationships
and Related Transactions” is incorporated by reference in this section.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information appearing in our 2012 Proxy Statement under the headings “Report of the Audit Committee” and “Proposal 2:
Ratification of Selection of Independent Registered Public Accounting Firm” is incorporated by reference in this section.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

1. Financial Statements: See “Index to Consolidated Financial Statements” in Part II, Item 8 of this Form 10-K.

2. Financial Statement Schedule: See “Schedule II—Valuation and Qualifying Accounts” in this section of this Form 10-K.

3. Exhibits: The exhibits listed in the accompanying index to exhibits are filed, furnished, or incorporated by reference as part of
this Form 10-K.

Certain of the agreements filed as exhibits to this Form 10-K contain representations and warranties by the parties to the
agreements that have been made solely for the benefit of the parties to the agreement. These representations and warranties:

• may have been qualified by disclosures that were made to the other parties in connection with the negotiation of the
agreements, which disclosures are not necessarily reflected in the agreements;

• may apply standards of materiality that differ from those of a reasonable investor; and
• were made only as of specified dates contained in the agreements and are subject to subsequent developments and

changed circumstances.

Accordingly, these representations and warranties may not describe the actual state of affairs as of the date that these
representations and warranties were made or at any other time. Investors should not rely on them as statements of fact.

Intel, the Intel logo, Celeron, Intel Core, Core Inside, Intel Atom, Intel Atom Inside, Intel Inside, Intel Inside logo, Intel vPro, Intel
Xeon, Xeon Inside, Itanium, Pentium, Thunderbolt, and Ultrabook are trademarks of Intel Corporation in the U.S. and/or other
countries.

* Other names and brands may be claimed as the property of others.
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INTEL CORPORATION

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

December 31, 2011, December 25, 2010, and December 26, 2009
(In Millions)

Balance at
Beginning of

Year

Additions
Charged

to Expenses/
Other Accounts

Net
(Deductions)
Recoveries

Balance at
End of Year

Allowance for doubtful receivables
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 28 $ 8 $ — $ 36
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 19 $ 9 $ — $ 28
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 17 $ 3 $ (1) $ 19
Valuation allowance for deferred tax assets
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 252 $ 121 $ — $ 373
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 329 $ 14 $ (91) $ 252
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 358 $ 91 $ (120) $ 329

Deductions in allowance for doubtful receivables represent uncollectible accounts written off, net of recoveries.
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INDEX TO EXHIBITS

Exhibit
Number Exhibit Description

Incorporated by Reference
Filed or

Furnished
HerewithForm File Number Exhibit

Filing
Date

3.1 Intel Corporation Third Restated Certificate of
Incorporation of Intel Corporation dated May 17,
2006

8-K 000-06217 3.1 5/22/2006

3.2 Intel Corporation Bylaws, as amended and
restated on July 26, 2011

8-K 000-06217 3.1 7/27/2011

4.2.1 Indenture for the Registrant’s 2.95% Junior
Subordinated Convertible Debentures due 2035
between Intel Corporation and Wells Fargo Bank,
National Association (as successor to Citibank
N.A.), dated as of December 16, 2005 (the
“Convertible Note Indenture”)

10-K 000-06217 4.2 2/27/2006

4.2.2 Indenture dated as of March 29, 2006 between
Intel Corporation and Wells Fargo Bank, National
Association (as successor to Citibank N.A.) (the
“Open-Ended Indenture”)

S-3ASR 333-132865 4.4 3/30/2006

4.2.3 First Supplemental Indenture to Convertible Note
Indenture, dated as of July 25, 2007

10-K 000-06217 4.2.3 2/20/2008

4.2.4 First Supplemental Indenture to Open-Ended
Indenture, dated as of December 3, 2007

10-K 000-06217 4.2.4 2/20/2008

4.2.5 Indenture for the Registrant’s 3.25% Junior
Subordinated Convertible Debentures due 2039
between Intel Corporation and Wells Fargo Bank,
National Association, dated as of July 27, 2009

10-Q 000-06217 4.1 11/2/2009

4.2.6 Second Supplemental Indenture to Open-Ended
Indenture for the Registrant’s 1.95% Senior Notes
due 2016, 3.30% Senior Notes due 2021, and
4.80% Senior Notes due 2041, dated as of
September 19, 2011

8-K 000-06217 4.01 9/19/2011

10.1** Intel Corporation 1984 Stock Option Plan, as
amended and restated effective July 16, 1997

10-Q 333-45395 10.1 8/11/1998

10.2 Intel Corporation 1997 Stock Option Plan, as
amended and restated effective July 16, 1997

10-K 000-06217 10.7 3/11/2003

10.3** Intel Corporation 2004 Equity Incentive Plan,
effective May 19, 2004

10-Q 000-06217 10.3 8/2/2004

10.4** Notice of Grant of Non-Qualified Stock Option
under the Intel Corporation 2004 Equity Incentive
Plan

10-Q 000-06217 10.7 8/2/2004

10.5** Standard Terms and Conditions Relating to Non-
Qualified Stock Options granted to U.S.
employees on and after May 19, 2004 under the
Intel Corporation 2004 Equity Incentive Plan

10-Q 000-06217
10.5

8/2/2004

10.6** Standard International Non-Qualified Stock
Option Agreement under the Intel Corporation
2004 Equity Incentive Plan

10-Q 000-06217 10.6 8/2/2004

10.7** Intel Corporation Non-Employee Director Non-
Qualified Stock Option Agreement under the Intel
Corporation 2004 Equity Incentive Plan

10-Q 000-06217 10.4 8/2/2004

10.8** Form of ELTSOP Non-Qualified Stock Option
Agreement under the Intel Corporation 2004
Equity Incentive Plan

8-K 000-06217 10.1 10/12/2004

10.9** Intel Corporation 2004 Equity Incentive Plan, as
amended and restated, effective May 18, 2005

8-K 000-06217 10.1 5/20/2005
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Exhibit
Number Exhibit Description

Incorporated by Reference
Filed or

Furnished
HerewithForm File Number Exhibit

Filing
Date

10.10** Form of Notice of Grant of Restricted Stock Units 8-K 000-06217 10.5 2/9/2006
10.11** Form of Intel Corporation Nonqualified Stock

Option Agreement under the 2004 Equity
Incentive Plan

10-K 000-06217 10.16 2/27/2006

10.12** Standard Terms and Conditions relating to Non-
Qualified Stock Options granted to U.S.
employees on and after February 1, 2006 under
the Intel Corporation 2004 Equity Incentive Plan
(other than grants made under the SOP Plus or
ELTSOP programs)

10-Q 000-06217 10.6 5/8/2006

10.13** Terms and Conditions relating to Nonqualified
Stock Options granted to U.S. employees on and
after February 1, 2006 under the Intel Corporation
2004 Equity Incentive Plan for grants formerly
known as ELTSOP Grants

10-Q 000-06217 10.13 5/8/2006

10.14** Standard International Nonqualified Stock Option
Agreement under the 2004 Equity Incentive Plan
(for grants after February 1, 2006 under the
ELTSOP Program)

10-Q 000-06217 10.15 5/8/2006

10.15** Amendment of Stock Option and Restricted Stock
Unit Agreements with the Elimination of Leave of
Absence Provisions

10-Q 000-06217 10.5 5/2/2008

10.16** Intel Corporation 2006 Equity Incentive Plan, as
amended and restated, effective May 17, 2006

8-K 000-06217 10.1 5/22/2006

10.17** Form of Notice of Grant—Restricted Stock Units 8-K 000-06217 10.13 7/6/2006
10.18** Form of Notice of Grant—Nonqualified Stock

Options
8-K 000-06217 10.24 7/6/2006

10.19** Terms and Conditions relating to Restricted Stock
Units granted on and after May 17, 2006 to U.S.
employees under the Intel Corporation 2006
Equity Incentive Plan (for grants under the
ELTSOP Program)

8-K 000-06217 10.7 7/6/2006

10.20** International Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for grants
under the ELTSOP program after May 17, 2006)

8-K 000-06217 10.8 7/6/2006

10.21** Intel Corporation 2006 Equity Incentive Plan
Terms and Conditions Relating to Restricted
Stock Units Granted to Paul S. Otellini on April
17, 2008 under the Intel Corporation 2006 Equity
Incentive Plan (under the ELTSOP RSU Program)

8-K 000-06217 99.1 4/17/2008

10.22** Standard Terms and Conditions relating to Non-
Qualified Stock Options granted to U.S.
employees on and after May 17, 2006 under the
Intel Corporation 2006 Equity Incentive Plan (for
grants under the standard program)

8-K 000-06217 10.14 7/6/2006

10.23** Standard International Nonqualified Stock Option
Agreement under the 2006 Equity Incentive Plan
(for grants under the standard program after
May 17, 2006)

8-K 000-06217 10.15 7/6/2006

10.24** Form of Stock Option Agreement with Continued
Post-Retirement Exercisability

10-Q 000-06217 10.3 5/2/2008
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10.25** Terms and Conditions relating to Nonqualified
Stock Options granted to U.S. employees on and
after May 17, 2006 under the Intel Corporation
2006 Equity Incentive Plan (for grants under the
ELTSOP Program)

8-K 000-06217 10.19 7/6/2006

10.26** International Nonqualified Stock Option
Agreement under the 2006 Equity Incentive Plan
(for grants after May 17, 2006 under the ELTSOP
Program)

8-K 000-06217 10.2 7/6/2006

10.27** Amendment of Stock Option and Restricted Stock
Unit Agreements with the Elimination of Leave of
Absence Provisions and the Addition of the Ability
to Change the Grant Agreement as Laws Change

10-Q 000-06217 10.6 5/2/2008

10.28** Terms and Conditions Relating to Nonqualified
Options Granted to Paul Otellini on January 18,
2007 under the Intel Corporation 2006 Equity
Incentive Plan

10-K 000-06217 10.42 2/26/2007

10.29** Intel Corporation 2006 Equity Incentive Plan As
Amended and Restated effective May 16, 2007

8-K 000-06217 10.1 5/16/2007

10.30** Intel Corporation 2007 Executive Officer Incentive
Plan, effective as of January 1, 2007

8-K 000-06217 10.2 5/16/2007

10.31** Amendment to the Intel Corporation 2007
Executive Officer Incentive Plan, effective as of
January 1, 2012

X

10.32** Intel Corporation Deferral Plan for Outside
Directors, effective July 1, 1998

10-K 333-45395 10.6 3/26/1999

10.33** Intel Corporation Sheltered Employee Retirement
Plan Plus, as amended and restated effective
January 1, 2009

S-8 333-172024 99.1 2/2/2011

10.34** Form of Indemnification Agreement with Directors
and Executive Officers

10-K 000-06217 10.15 2/22/2005

10.35** Listed Officer Compensation 10-Q 000-06217 10.1 5/3/2007
10.36** Intel Corporation 2006 Stock Purchase Plan,

effective May 17, 2006
S-8 333-135178 99.1 6/21/2006

10.37** Amendment to the Intel Corporation 2006 Stock
Purchase Plan, effective February 20, 2009

10-K 000-06217 10.45 2/23/2009

10.38** Summary of Intel Corporation Non-Employee
Director Compensation

8-K 000-06217 10.1 7/14/2006

10.39** Intel Corporation 2006 Deferral Plan for Outside
Directors, effective November 15, 2006

10-K 000-06217 10.41 2/26/2007

10.40** Standard Terms and Conditions relating to
Restricted Stock Units granted on and after March
27, 2009 under the Intel Corporation 2006 Equity
Incentive Plan (standard OSU program)

10-Q 000-06217 10.1 4/30/2009

10.41** Standard International Restricted Stock Unit
Agreement under the Intel Corporation 2006
Equity Incentive Plan (for RSUs granted after
March 27, 2009 under the standard OSU
program)

10-Q 000-06217 10.2 4/30/2009

10.42** Form of Terms and Conditions Relating to
Nonqualified Options Granted to Paul Otellini under
the Intel Corporation 2006 Equity Incentive Plan

10-Q 000-06217 10.3 4/30/2009

10.43** Intel Corporation 2006 Equity Incentive Plan, as
amended and restated effective May 20, 2009

8-K 000-06217 10.1 5/22/2009
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10.44** Intel Corporation Non-Employee Director
Restricted Stock Unit Agreement under the 2006
Equity Incentive Plan (for RSUs granted after
January 17, 2008)

10-Q 000-06217 10.1 8/3/2009

10.45** Intel Corporation Non-Employee Director
Restricted Stock Unit Agreement under the 2006
Equity Incentive Plan (for RSUs granted after
March 27, 2009 under the OSU program)

10-Q 000-06217 10.2 8/3/2009

10.46** Form of Notice of Grant – Restricted Stock Units 10-Q 000-06217 10.3 8/3/2009
10.47** Standard Terms and Conditions relating to

Restricted Stock Units granted on and after
January 22, 2010 under the Intel Corporation
Equity Incentive Plan (standard OSU program)

10-K 000-06217 10.48 2/22/2010

10.48** Intel Corporation Restricted Stock Unit Agreement
under the Intel Corporation 2006 Equity Incentive
Plan (for RSUs granted after January 22, 2010
under the standard OSU program)

10-K 000-06217 10.49 2/22/2010

10.49** Standard Terms and Conditions relating to Non-
Qualified Stock Options granted to A. Douglas
Melamed on January 22, 2010 under the Intel
Corporation 2006 Equity Incentive Plan (standard
option program)

10-K 000-06217 10.5 2/22/2010

10.50** Intel Corporation Non-Employee Director
Restricted Stock Unit Agreement under the 2006
Equity Incentive Plan (for RSUs granted after July
1, 2010 under the OSU program)

10-Q 000-06217 10.1 7/30/2010

10.51** Restricted Stock Unit Agreement under the 2006
Equity Incentive Plan (for RSUs granted after
January 20, 2011 under the standard MCM-RSU
program)

8-K 000-06217 99.1 1/26/2011

10.52** Restricted Stock Unit Agreement under the 2006
Equity Incentive Plan (for RSUs granted after
January 20, 2011 under the standard OSU
program)

8-K 000-06217 99.2 1/26/2011

10.53** Standard Terms and Conditions Relating to
Restricted Stock Units Granted on and after
January 20, 2011 under the Intel Corporation
2006 Equity Incentive Plan (standard OSU
program)

8-K 000-06217 99.3 1/26/2011

10.54** Standard Terms and Conditions Relating to
Restricted Stock Units Granted on and after
January 20, 2011 under the Intel Corporation
2006 Equity Incentive Plan (standard MCM-RSU
program)

8-K 000-06217 99.4 1/26/2011

10.55** Intel Corporation 2006 Equity Incentive Plan as
Amended and Restated Effective May 19, 2011

S-8 333-175123 99.1 6/24/2011

10.56** Restricted Stock Unit Agreement under the 2006
Equity Incentive Plan (for RSUs granted on or
after January 24, 2012 with Year 2 to Year 5
Vesting)

X

10.57** Standard Terms and Conditions Relating to
Restricted Stock Units Granted on and after
January 24, 2012 under the Intel Corporation
2006 Equity Incentive Plan (Year 2 to 5 Vesting)

X
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10.58** Intel Corporation 2006 Stock Purchase Plan S-8 333-175123 99.2 6/24/2011
10.59** Intel Corporation 2006 Stock Purchase Plan as

Amended and Restated Effective July 19, 2011
10-Q 000-06217 10.3 8/8/2011

10.60** Offer Letter from Intel Corporation to Doug
Melamed dated November 10, 2009

10-Q 000-06217 10.1 5/9/2011

10.61 Settlement Agreement Between Advanced Micro
Devices, Inc. and Intel Corporation, dated
November 11, 2009

8-K 000-06217 10.1 11/12/2009

10.62 Agreement and Plan of Merger Among Intel
Corporation, Jefferson Acquisition Corporation
and McAfee, Inc. dated August 18, 2010

8-K 000-06217 2.1 8/19/2010

10.63 Patent Cross License Agreement between
NVIDIA Corporation and Intel Corporation, dated
January 10, 2011. Portions of this exhibit have
been omitted pursuant to a request for
confidential treatment.

8-K 000-06217 10.1 1/10/2011

12.1 Statement Setting Forth the Computation of
Ratios of Earnings to Fixed Charges

X

21.1 Intel Corporation Subsidiaries X
23.1 Consent of Ernst & Young LLP, Independent

Registered Public Accounting Firm
X

31.1 Certification of Chief Executive Officer pursuant to
Rule 13a-14(a) of the Securities Exchange Act of
1934, as amended (the Exchange Act)

X

31.2 Certification of Chief Financial Officer and
Principal Accounting Officer pursuant to Rule 13a-
14(a) of the Exchange Act

X

32.1 Certification of the Chief Executive Officer and the
Chief Financial Officer and Principal Accounting
Officer pursuant to Rule 13a-14(b) of the
Exchange Act and 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002

X

101.INS XBRL Instance Document X
101.SCH XBRL Taxonomy Extension Schema Document X
101.CAL XBRL Taxonomy Extension Calculation Linkbase

Document
X

101.DEF XBRL Taxonomy Extension Definition Linkbase
Document

X

101.LAB XBRL Taxonomy Extension Label Linkbase
Document

X

101.PRE XBRL Taxonomy Extension Presentation
Linkbase Document

X

** Management contracts or compensation plans or arrangements in which directors or executive officers are eligible to
participate.

107



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

INTEL CORPORATION
Registrant

By: /S/ STACY J. SMITH

Stacy J. Smith
Senior Vice President, Chief Financial Officer, and
Principal Accounting Officer
February 23, 2012

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of the Registrant and in the capacities and on the dates indicated.

/S/ CHARLENE BARSHEFSKY /S/ JAMES D. PLUMMER

Charlene Barshefsky James D. Plummer
Director Director
February 23, 2012 February 23, 2012

/S/ ANDY D. BRYANT /S/ DAVID S. POTTRUCK

Andy D. Bryant David S. Pottruck
Vice Chairman of the Board and Director Director
February 23, 2012 February 23, 2012

/S/ SUSAN L. DECKER /S/ JANE E. SHAW

Susan L. Decker Jane E. Shaw
Director Chairman of the Board and Director
February 23, 2012 February 23, 2012

/S/ JOHN J. DONAHOE /S/ STACY J. SMITH

John J. Donahoe Stacy J. Smith
Director Senior Vice President, Chief Financial Officer, and
February 23, 2012 Principal Accounting Officer

February 23, 2012

/S/ REED E. HUNDT /S/ FRANK D. YEARY

Reed E. Hundt Frank D. Yeary
Director Director
February 23, 2012 February 23, 2012

/S/ PAUL S. OTELLINI /S/ DAVID B. YOFFIE

Paul S. Otellini David B. Yoffie
President, Chief Executive Officer, Director, and Director
Principal Executive Officer February 23, 2012
February 23, 2012
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(You are leaving the Intel Form 10-K and continuing to the Corporate Directory.) 



Corporate Directory 

BOARD OF DIRECTORS 
Ambassador Charlene 
Barshefsky 3 6† 
Senior International Partner 

Wilmer Cutler Pickering Hale  
and Dorr LLP 

A multinational law firm 

Andy D. Bryant 
Vice Chairman of the Board 

Susan L. Decker 1† 6 
Private investor and advisor 

John J. Donahoe 2 4 
President and  

Chief Executive Officer 

eBay Inc. 
A global online marketplace 

Reed E. Hundt 1 3 6 
Principal 

REH Advisors, LLC 
A strategic advice firm 

Paul S. Otellini 5 
President and 

Chief Executive Officer 

James D. Plummer 1 6 
John M. Fluke Professor 

of Electrical Engineering 

Frederick E. Terman Dean 
of the School of Engineering 

Stanford University 

David S. Pottruck 2† 5 
Chairman and  
Chief Executive Officer 

Red Eagle Ventures, Inc. 
A San Francisco private  

equity firm 

Jane E. Shaw 4 5† 
Chairman of the Board 

Frank D. Yeary 1 3† 6 
Vice Chancellor 
University of California, Berkeley 

David B. Yoffie 2 4† 
Max and Doris Starr 

Professor of International 
Business Administration 

Harvard Business School 

FORMER CEOs  
AND CHAIRMEN  
OF THE BOARD 
Gordon E. Moore 
Co-Founder 
Retired Chief Executive Officer  

and Chairman of the Board 

Andrew S. Grove 
Senior Advisor 
Retired Chief Executive Officer  

and Chairman of the Board 

Craig R. Barrett 
Retired Chief Executive Officer  
and Chairman of the Board 

1 Member of Audit Committee 

2 Member of Compensation 
Committee 

3 Member of Compliance 
Committee 

4 Member of Corporate 
Governance and Nominating 
Committee 

5 Member of Executive Committee 

6 Member of Finance Committee 

† Committee Chairman 

Arthur Rock 
Co-Founder  
Retired Chairman of the Board 

CORPORATE OFFICERS 

Andy D. Bryant 
Vice Chairman of the Board 

Paul S. Otellini 
President and 

Chief Executive Officer 

Executive Vice Presidents 

Sean M. Maloney 
Chairman, Intel China 

David Perlmutter 
General Manager, 
Intel Architecture Group 

Chief Product Officer 

Arvind Sodhani 
President, Intel Capital 

Senior Vice Presidents 

Shmuel Eden 
President, Intel Israel 

William M. Holt 
General Manager,  

Technology and 
Manufacturing Group 

Renee J. James 
General Manager, 

Software and Services Group 

Thomas M. Kilroy 
General Manager, 

Sales and Marketing Group 

Brian M. Krzanich 
Chief Operating Officer 

A. Douglas Melamed 
General Counsel 

Patricia Murray 
Director, Human Resources 

Stacy J. Smith 
Chief Financial Officer 

Richard G. A. Taylor 
Director, Human Resources 

Vice Presidents 

Sohail U. Ahmed 
Director, Logic Technology  
Development 

Michael A. Bell 
Director, Mobile and 

Communications Group 

Rani N. Borkar 
General Manager,  

Intel Architecture  

Development Group 

Robert E. Bruck 
General Manager, Technology  

Manufacturing Engineering 

Christopher J. (CJ) Bruno 
President, Intel Americas, Inc. 

Diane M. Bryant 
General Manager, Datacenter  
and Connected Systems Group 

Deborah S. Conrad 
General Manager,  

Corporate Marketing Group 

Robert B. Crooke 
General Manager, Non-Volatile 

Memory Solutions Group 

Leslie S. Culbertson 
Director, Finance 

Douglas L. Davis 
General Manager, 

Intel Architecture Group 

Hermann Eul 
General Manager, Mobile and 
Communications Group 

Douglas W. Fisher 
Software and Services Group 

General Manager, 
Systems Software Division 

Ron Friedman 
General Manager, Microprocessor  

and Chipset Development 

Erik Huggers 
General Manager, Intel Media 

Ravi Jacob 
Treasurer 

Christian Morales 
General Manager,  

Europe, Middle East, Africa 

Stuart C. Pann 
General Manager, 
Business Management Group 

Gregory R. Pearson 
General Manager, Worldwide  

Sales and Operations Group 

Justin R. Rattner 
Director, Intel Labs 
Intel Chief Technology Officer 

Babak Sabi 
Director, Assembly Test and  

Technology Development 

Sunil R. Shenoy 
General Manager, Visual and  

Parallel Computing Group 

Kirk B. Skaugen 
General Manager,  
PC Client Group 

Stephen L. Smith 
Director, Netbook and Tablet  

Development and Enabling 

Joshua Walden 
General Manager,  
Fab/Sort Manufacturing 

Xu (Ian) Yang 
President, Intel China Ltd. 

Corporate Secretary 

Cary I. Klafter 

APPOINTED VICE 
PRESIDENTS 

Intel Architecture Group 

James Baldwin 
General Manager,  

Engineering Division, Intel Media 

John D. Barton 
General Manager,  
Platform Validation Engineering 

Daniel J. Casaletto 
Director,  

Advanced Computing and  
Security Architecture 

Alan Crouch 
General Manager,  

Network and Tablet Group  
Service Provider Division 

Bradley D. Daniels 
Director, System-on-Chip (SoC) 
Engineering 

Boyd A. Davis 
General Manager,  

Datacenter Infrastructure Group 

Ricardo J. Echevarria 
General Manager,  

Business Client Platform Division 

Aicha S. Evans 
General Manager,  
Wireless Platforms   

Research and Development 

Eric Free 
General Manager,  
Online Media Services Division 

Gil G. Frostig 
Director, Low Power Components 

Lisa H. Graff 
General Manager,  

Platform Engineering Group 

Yoav Hochberg 
Director, Strategic Planning  

and Business Development,  

Microprocessor and Chipset  
Development Group 

James A. Johnson 
General Manager,  

Customer Engineering,  
Support and Operations 

Thomas R. Macdonald 
General Manager,  

Platform Solutions Group 

Rory M. McInerney 
General Manager,  

Server Development Group 

W. Eric Mentzer 
Director, Strategy,  
Planning and Operations,  

Visual Computing Group 

Anthony (Tony) Neal-Graves 
General Manager,  
Intel Architecture Group, China 

Alexander D. Peleg 
Director, Intel Architecture  

Strategy Office and Cross Platform  
Technologies/IP Planning 

Navin Shenoy 
General Manager,  

Mobile Client Platforms 

Rama K. Shukla 
Director,  
WiMAX Program Office 

Isic Silas 
Director,  

PC Client Program Office 

Gadi Singer 
General Manager,  
Software Enabling Group and  

Israel Development Centers 

Ton H. Steenman 
General Manager,  
Intelligent Systems Group 

Thomas H. Swinford 
General Manager, Communications 

and Networking Group 

Christian von Reventlow 
Director, Netbook and Tablet 

Group Software Engineering 

Shane D. Wall 
Director, Strategic Planning 
and Architecture, Mobile and  

Communications Group 

Shlomit Weiss 
Director, Engineering, 
Microprocessor Chipset 

Development 

Finance 

James G. Campbell 
Corporate Controller 

Ronald D. Dickel 
Director,  
Global Tax and Trade 

Brice A. Hill 
Controller,  

Sales and Marketing Group 

Christina S. Min 
Controller, Technology and  
Manufacturing Group 

Corine Perez 
Controller,  

Intel Architecture Group 

Human Resources 

Ogden M. Reid 
Director,  

Compensation and Benefits 

Ardine Williams 
Director,  

Human Resources  

Enterprise Services 

Information Technology 

Malcolm Harkins 
Chief Information Security Officer 

General Manager,  
Information Risk and Security 

Patricia N. Perry 
General Manager,  

Sales and Marketing Solutions 

Kumud M. Srinivasan 
General Manager,  

Platform Engineering Capability 

Kimberly S. Stevenson 
Chief Information Officer 

Intel Capital 

Lisa M. Lambert 
Managing Director,  

Software and Services Sector 

Keith R. Larson 
Managing Director,  
Manufacturing Sector, and  

Taiwan, Korea Regions 

Raheel A. Shah 
Director,  
Mergers and Acquisitions 

Intel Labs 

David R. Ditzel 
Chief Architect,  

Hybrid Parallel Computing 

Vida Ilderem 
Director,  
Integrated Platforms Research 

Joseph D. Schutz 
Director,  

Microprocessor Research 

Wen-Hann Wang 
Director,  
Circuits and Systems Research 

 



Legal and Corporate Affairs 

Peter M. Cleveland 
Director,  

Global Public Policy 

Shelly M. Esque 
Director,  
Corporate Affairs Group 

President, Intel Foundation 

Cary I. Klafter 
Director, Corporate Legal 
Corporate Secretary 

Suzan A. Miller 
Deputy General Counsel 

Steven R. Rodgers 
Deputy General Counsel,  
Litigation, Licensing, and Patents 

Sales and Marketing Group 

Paul Bergevin 
General Manager,  
Global Communications Group 

Nancy Bhagat 
Director,  

Marketing Strategy  
and Campaigns 

Gregory M. Bryant 
General Manager,  

Asia-Pacific Region 

Laura G. Crone 
Director, Global Accounts –  
Hewlett-Packard 

Tammy L. Cyphert 
Director, Global Operations  

and Productivity 

Steven J. Dallman 
General Manager, Worldwide 

Reseller Channel Organization 

John E. Davies 
General Manager,  
Intel World Ahead Program 

Richard R. Dwyer 
General Manager, Worldwide  

Embedded Sales Group 

Gordon G. Graylish 
General Manager,  
Enterprise Solutions Sales 

Jason L. Grebe 
Director, Microprocessor  

Marketing and Business Planning 

J. Johan Jervøe 
Director,  
Partner Marketing Group 

Jeffrey P. McCrea 
Director,  

Consumer Channels Group 

Arthur W. Roehm 
Director, Global Accounts – Dell 

R. Kevin Sellers 
Director, Creative Services  

and Digital Marketing 

Ulmont S. Smith 
General Manager,  
Advanced Technical Sales 

Robert P. Swinnen 
General Manager,  

Service Provider Group 

Kazumasa Yoshida 
President, Intel K.K. (Japan) 

Software and Services 
Group 

(Sophia) Lee Fang Chew 
Director, Operations, 
Developer Relations Division, 

PRC and Asia-Pacific 

Elliot D. Garbus 
Director,  
Business Planning and Marketing, 

Systems Software Division 

Christos Georgiopoulos 
General Manager,  
Developer Relations Division 

Kostas A. Katsohirakis 
Director, Strategic  

Business Development 

Jonathan Khazam 
General Manager, Visual  
and Parallel Computing Group 

William A. Savage 
General Manager,  

Developer Products Division 

Hank Skorny 
General Manager,  

Intel Services Division 

David P. Whalen 
General Manager,  
Intel Services Division 

Technology and 
Manufacturing Group 

Mostafa A. Aghazadeh 
Director, Chandler Assembly  
Technology Development 

Mohsen Alavi 
Director,  

Product Quality and Reliability 

Niraj Anand 
Director,  

Portland Technology  

Development Lithography 

David A. Baglee 
Site Manager, 

Fab 11X/New Mexico 

Peng Bai 
Director,  
Derivative Logic Technology 

Development 

Melton C. Bost 
Director, Yield Technology 

Nasser Bozorg-Grayeli 
Director,  
Corporate Quality Network 

Peter Charvat 
Director, Portland Technology 

Development Patterning 

Maxine Fassberg 
Plant Manager, Fab 28 

General Manager, Intel Israel 

Gulsher S. Grewal 
Plant Manager, D1DR Fab 

Timothy G. Hendry 
Director, Fab Materials 

Franklin B. Jones 
General Manager, Customer  
Fulfillment, Planning and Logistics 

Ann B. Kelleher 
Co-General Manager,  

Fab/Sort Manufacturing 

Robin A. Martin 
General Manager,  

Assembly Test Manufacturing 

Michael C. Mayberry 
Director, Components Research 

Patricia A. McDonald 
Director, Product Health  
Enhancement Organization 

Steven C. Megli 
General Manager,  

Assembly Test Manufacturing 

Kaizad R. Mistry 
Director,  
Logic Technology Integration 

Sanjay Natarajan 
Director,  

Process Technology Integration 

John R. Pemberton 
Plant Manager, Fab 32/12 

Sunit Rikhi 
General Manager, Custom  

Intel Architecture Foundry 

Ralph A. Schweinfurth 
Director,  
Manufacturing and Operations 

Navid Shahriari 
Director, Sort Test  

Technology Development 

Eamonn Sinnott 
Plant Manager, Fab 24 and Fab 10 
General Manager, Intel Ireland 

Jacklyn A. Sturm 
General Manager,  

Global Sourcing and Procurement 

Chi-Hwa Tsang 
Director,  

Thin Films and Chemical  

Mechanical Polish Technology 

Neil R. Tunmore 
Director, Corporate Services 

Chiang Yuan Yang 
Director, Intel Mask Operation 

Siva K. Yerramilli 
General Manager,  

Design and Technology Solutions 

SENIOR FELLOWS 

Intel Architecture Group 

Glenn J. Hinton 
Director, Chipset and Platform  

Architecture Development 

Stephen S. Pawlowski 
General Manager,  
Datacenter and Connected 

Systems Pathfinding 

Thomas A. Piazza 
Director, Graphics Architecture 

Intel Labs 

Justin R. Rattner 
Director, Intel Labs  

Intel Chief Technology Officer 

Software and Services 
Group 

Bryant E. Bigbee 
Director, Systems Software 

Technology and 
Manufacturing Group 

Mark T. Bohr 
Director,  

Process Architecture and 
Integration 

Yan A. Borodovsky 
Director,  

Advanced Lithography 

Robert S. Chau 
Director,  

Transistor Research and 

Nanotechnology 

Richard L. Coulson 
Director,  

Storage Technologies Group 

Ian A. Young 
Director,  
Exploratory Integrated Circuits 

FELLOWS 

Intel Architecture Group 

Matthew J. Adiletta 
Director, Communication 

Infrastructure and Architecture 

Ajay V. Bhatt 
Chief Client Architect 

Zdravko Boos 
Radio Frequency and Radio  

Smartphone System Engineering 

Fayé A. Briggs 
Director,  
Scalable Server Architecture 

John H. Crawford 
Computer Architect 

Eric Dishman 
Director, Health Innovation 

Joel S. Emer 
Director,  

Microarchitecture Research 

Tryggve Fossum 
Director,  

Microarchitecture Development 

Alan Gara 
Chief Architect, Extreme  
Energy-Efficient Computing 

Karl G. Kempf 
Director, Decision Engineering 

Rajesh Kumar 
Director, Circuit and Low  

Power Technologies 

Belliappa Kuttanna 
Chief Architect, Intel® Atom™ CPU 

Wesley D. McCullough 
Director, Ingredient Productization  

and Customer Enabling,  
Microprocessor Development 

Group 

Shreekant (Ticky) Thakkar 
Director, Platform Architecture, 
Mobile and Communications Group 

Keshavan K. Tiruvallur 
Platform Validation Engineering 

Brendan Traw 
Mobile and Communications Group 

Ofri Wechsler 
Director, Visual and Parallel  

Architecture Group 

Raj Yavatkar 
Director, SoC Architecture 

Intel Labs 

Genevieve Bell 
Director, Interaction and 
Experience Research 

Shekhar Y. Borkar 
Director,  

Extreme-Scale Technologies 

Douglas M. Carmean 
Director, Immersive Computing 

Vivek K. De 
Director,  

Circuit Technology Research 

James P. Held 
Director,  
Microprocessor and  

Programming Research 

Randy Mooney 
Director, I/O Research 

Mario Paniccia 
Director,  
Photonics Technology Lab 

Radia Perlman 
Director, Network and  
Security Technology 

Gregory F. Taylor 
Chief Architect, Integrated 

Platforms Research 

Richard A. Uhlig 
System Architecture Lab 

Legal and Corporate Affairs 

David B. Papworth 
Director, Microprocessor  
Product Development 

Software and Services 
Group 

Boris A. Babayan 
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2011 was an outstanding year for Intel. 

Despite a tough macro-economic environment, 

the company set records in platform unit sales, 

revenue, and earnings, refl ecting strong global 

demand for our products and solid execution 

by our employees around the world. 

 We delivered revenue of $54.0 billion, up 24% compared to 

2010. Net income rose to $12.9 billion, up 13% from 2010, and 

earnings per share rose to $2.39, up 19% from the prior year. 

Spending as a percentage of revenue was approximately fl at com-

pared to 2010, and our gross margin of 62.5% was at the top end 

of our historical gross margin range for the second year in a row. 

Continuing PC growth
In 2011, the global demand for PCs continued to surge, especially in 

emerging markets. For the fi rst time, total PC purchases were higher 

in China than in any other country, followed by the U.S., Brazil, and 

Russia. Intel has benefi ted from this growth, and as a result, 2011 

revenue for the PC market segment of our business increased 17% 

compared to 2010.  

 Meanwhile, the PC itself is undergoing a renaissance. Last year, 

Intel led the industry in reinventing the PC experience with the 

launch of Ultrabook™ systems, a new category of thin, responsive, 

and secure mobile devices that combine the best features of tablets 

and notebooks. The fi rst Ultrabook systems, powered by 2nd 

generation Intel® Core™ processors, were introduced in 2011, and 

we expect that the industry will bring more than 80 new Ultrabook 

system designs to market in 2012. 

Data storage and high-performance computing 
Our Data Center Group develops technology for a range of applica-

tions—from cloud computing and mission-critical servers to high-

performance computing (HPC). Revenue for our Data Center Group 

topped $10.1 billion in 2011, up 17% from 2010.

 We produced our fi rst terafl op processor, capable of performing 

complex HPC tasks such as mapping the human genome. In addition, 

more high-volume storage and networking industries are standard-

izing on Intel® architecture, with Intel® Xeon® processors replacing 

proprietary solutions in routers, switches, and other parts of the 

communications infrastructure. 

Technology leadership
Intel continues to develop the world’s most advanced semiconductor 

technology. In 2011, we announced the fi rst 3-D Tri-Gate transistor, 

which is based on Intel’s 22-nanometer (nm) process technology. 

The new 22nm 3-D transistor technology enables up to a 37% 

increase in performance at low voltage versus Intel’s 32nm planar 

transistors. Alternatively, the new transistors consume less than 

half the power when at the same performance as 2-D transistors on 

32nm chips, enabling Intel innovation in power-constrained devices 

such as smartphones and tablets. 

 At the same time, development of our next-generation 14nm 

process technology is well under way, and we have broken ground 

on a high-volume 14nm manufacturing facility in Arizona and 

a leading-edge development fabrication facility in Oregon.  

Software and services
As the world’s digital footprint expands, so does its vulnerability 

to security breaches. More unique pieces of malware were 

identifi ed in the last two years than existed worldwide prior to 

2010. In 2011, mobile malware increased 70% over 2010. Intel 

recognized this growing threat and the need for a new approach 

to platform security, which led to our acquisition of McAfee in 2011. 

The McAfee DeepSAFE* technology platform, introduced in 2011, 

combines McAfee’s security software with Intel’s silicon capabilities 

and is designed to detect and prevent day-zero attacks. 

Looking ahead
Our industry is at the brink of a major transformation. The number 

of connected devices in the world now tops 4 billion and continues 

to rise rapidly. Transistor usage over the past three decades will 

look fl at compared to what will be needed to manage, interpret, and 

store data over the next fi ve years. This creates a huge opportunity 

for Intel—and we are ready to deliver. 

 For example, we now have the power envelope, volume 

economics, and technology to succeed in the smartphone market 

segment with our new Intel® Atom™ processor platform. This 

platform powers the Intel smartphone reference design that we 

introduced in early 2012. Our industry partners have responded 

enthusiastically. We have a multi-year strategic partnership with 

Motorola Mobility covering both smartphones and tablets, and a 

joint effort with Google to optimize future releases of the Android* 

platform for low-power Intel Atom processors.  

Corporate responsibility leadership
In 2011, we extended our reputation as a leading corporate citizen, 

making progress on our strategic objective to care for our people, 

care for our planet, and inspire the next generation. Last year, we 

became the fi rst semiconductor company to obtain LEED* Silver 

Certifi cation for an entire manufacturing campus. We helped create 

economic and social opportunities in over 100 countries through 

our education transformation efforts, and reached our goal of 

providing technology training to 10 million teachers. Intel was once 

again named one of Fortune’s Best Companies to Work For, and we 

continued to empower our people to give back to their communities 

worldwide, with 50% of our workforce donating more than 1.1 

million hours of service in 2011. 

 Our vision for the next decade is to create and extend comput-

ing technology to connect and enrich the lives of every person on 

earth. I am honored to work with the employees of Intel, who deliver 

extraordinary results every day to make that vision a reality. 

As part of Intel’s ongoing commitment to 

increasing stockholder value, the Board of 

Directors raised the dividend twice in 2011 and 

continued an active buyback program. Intel’s divi-

dend payout totaled $4.1 billion in 2011, including 

a 15% increase in the quarterly dividend paid in 

March 2011 and an additional 16% increase paid in September. The 

company used $14.1 billion to repurchase 642 million shares of stock 

in 2011, and the Board raised Intel’s authorization limit for share 

repurchases by $20 billion. Intel also completed a senior notes offering 

of $5 billion, primarily for the purpose of repurchasing Intel stock.

 Intel’s ongoing focus on corporate responsibility creates value 

for stockholders, for the company, and for society. In 2011, Intel was 

named to the Dow Jones Sustainability Indexes for the 13th consecu-

tive year, in recognition of the company’s performance and reporting on 

environmental issues, employee health and safety, supply chain, social 

impact programs and policies, and Intel’s commitment to operating at 

the highest level of integrity throughout all operations. To strengthen 

that commitment, in 2010 Intel formed a Compliance Committee of the 

Board charged with helping to ensure that the company remains in 

compliance with antitrust requirements worldwide. The committee has 

overseen the enhancement of Intel’s global compliance program, which 

includes an audit program, competition policy and processes, training 

and communication, risk assessment, and more. 

 Intel also continues to focus on increasing diversity among its 

employees at all levels of the company. In 2011, the company launched 

a comprehensive leadership development series targeted at advancing 

career development and retention of African American and Hispanic 

employees. The program provides coaching in business acumen, 

organizational leadership, strategic thinking, communication, and more. 

Through another new program, Extend Our Reach, a group of Intel’s 

most senior women executives have become sponsors who mentor 

and advocate for other female employees, as part of the company’s 

ongoing Global Women’s Initiative aimed at attracting, developing, 

and retaining female employees.  

 In May 2012, I will retire from Intel’s Board, and I am delighted 

that Andy Bryant will succeed me as Intel’s Chairman. Andy has had 

a 30-year tenure at Intel—including serving as Chief Financial Offi cer 

and overseeing the company’s Technology and Manufacturing Group 

in his role as Chief Administrative Offi cer. His unique and invaluable 

experience and perspective will serve the Board and the company well. 

 I joined the Intel Board in 1993, a year when the company’s annual 

revenue was $8.78 billion, and Intel had 29,500 employees. It has been 

an honor to be part of Intel’s growth since that time, and I know that the 

men and women of Intel will continue in the years ahead to help enrich 

all of our lives; it has been an amazing privilege to work with them.  

Jane E. Shaw, Chairman of the Board

Investor materials. Intel’s Investor Relations web site contains 

background on our company and our products, fi nancial information, 

frequently asked questions, and our online annual report, as well as 

other useful information. For investor information, including additional 

copies of our annual report/10-K, 10-Qs, or other fi nancial literature, 

visit our web site at www.intc.com or call Intel at (408) 765-1480 (U.S.); 

(44) 1793 403 000 (Europe); (852) 2844 4555 (Hong Kong); 

(81) 298 47 8511 (Japan).

Intel on NASDAQ. Intel’s common stock trades on The NASDAQ Global 

Select Market* under the symbol INTC.

Direct stock purchase plan. Intel’s Direct Stock Purchase Plan allows 

stockholders to reinvest dividends and purchase Intel common stock 

on a weekly basis. For more information, contact Intel’s transfer agent, 

Computershare Investor Services, LLC, by phone at (800) 298-0146 

(U.S. and Canada) or (312) 360-5123 (worldwide), or by e-mail through 

Computershare’s web site at www.computershare.com/contactus.

Transfer agent and registrar. Computershare Investor Services, LLC, 

250 Royall Street, Canton, MA 02021 USA. Stockholders may call 

(800) 298-0146 (U.S. and Canada) or (312) 360-5123 (worldwide), 

or send e-mail through Computershare’s web site at 

www.computershare.com/contactus with any questions regarding 

the transfer of ownership of Intel stock.

Independent registered public accounting fi rm. Ernst & Young LLP, 

San Jose, California, USA.

The Intel® brand. The Intel brand is consistently ranked as one of the 

most recognizable and valuable brands in the world. It represents our 

commitment to moving technology forward to connect and enrich 

the lives of every person on earth. As the world leader in computing 

innovation, Intel designs and builds the essential technologies that 

serve as the foundation for the world’s computing devices.

Corporate responsibility and integrated value. As a global technology 

and business leader, we are committed to doing the right things, the 

right way. Our corporate responsibility activities create value for Intel 

by helping to mitigate risk, save costs, protect our brand value, and 

develop new market opportunities. For Intel, corporate responsibility 

is simply good business. In addition to the corporate responsibility 

content included in this Annual Report, we provide more detailed 

information in Intel’s Corporate Responsibility Report. Published each 

May and prepared using the Global Reporting Initiative’s G3.1 Sustain-

ability Reporting Guidelines, the report outlines our strategic priorities 

and performance on a range of environmental, social, and governance 

factors, including workplace practices, community engagement, and 

supply chain responsibility. The report, supporting materials, and 

recent awards are available at www.intel.com/go/responsibility. 

Caring for our people. Driven by our ongoing pursuit of Moore’s Law, 

innovation has always been an integral part of Intel’s culture. At the 

heart of this innovation and our business success are our employees. 

One of the six Intel Values is “Great Place to Work,” which reinforces 

the strategic importance of investing in our people. We support this 

value by cultivating a safe, respectful, and ethical work environment 

that enables employees to thrive both on the job and in their com-

munities. We measure our progress each year by soliciting employee 

feedback through our annual Organizational Health Survey. In 2011, 

a record 75% of our employees participated in the survey, providing 

valuable insight into our current strengths and areas for improvement. 

More information is available at www.intel.com/jobs.    

Caring for the planet. We believe that technology plays a fundamental 

role in fi nding solutions to the world’s environmental challenges. Intel 

is a recognized leader in sustainability for the ways we work to mini-

mize the environmental impacts of our operations and design products 

that are increasingly energy effi cient. In 2011, for the fourth year in a 

row, Intel was the largest voluntary purchaser of green power according 

to the U.S. Environmental Protection Agency. To underscore the 

importance of sustainability to our business, we again included an 

environmental component in the formula used to determine the 

payout for employee and executive variable compensation. We also 

continued to collaborate with others to drive global standards for 

products and manufacturing that ensure energy-effi cient performance. 

More information is available at www.intel.com/go/environment.

Inspiring the next generation. Education is the foundation of 

innovation, and as a technology company, Intel’s success rests on the 

availability of skilled workers, a healthy technology ecosystem, and 

knowledgeable customers. In turn, the health of local economies—

including those where our employees live and work—depends on 

access to technology and quality education. International studies show 

that education plays a pivotal role in fostering labor productivity and 

economic growth. In support of our efforts to help transform educa-

tion, Intel and the Intel Foundation collaborate with governments and 

educators and invest approximately $100 million annually in programs 

around the world—from professional development for teachers to 

premier science and engineering fairs. Applications of technology 

in education also provide market opportunities for Intel. For example, 

the Intel World Ahead Program delivers resources in the form of 

technology, Internet access, and digital content, and works to 

implement effective e-learning environments. More information 

is available at www.intel.com/educate.

Governance and ethics. Intel is committed to the highest standards 

of business ethics and corporate governance. Intel is a member of 

the United Nations Global Compact and has in place Human Rights 

Principles to reinforce our commitment to corporate citizenship. We 

are also committed to promoting effective governance and responsi-

bility in our supply chain, and working collaboratively with others in 

our industry through the Electronic Industry Citizenship Coalition. Our 

Corporate Governance Guidelines, Code of Conduct, Confl ict Minerals 

White Paper, Statement on Human Traffi cking and Slavery, and other 

related policies are available at www.intel.com/go/governance.
Through the Intel® Teach Program, educators learn how to use technology 
to create active learning environments where students acquire the skills 
they need in today’s innovation economy. The total number of teachers 
reached by the program surpassed 10 million in 2011. 

Transforming education
 More than10 million teachers trained  

Sleek, stylish, and ultra-responsive, this new category of mobile devices 
combines the best features of notebooks and tablets. Processors based 
on our revolutionary 22nm 3-D Tri-Gate transistor technology will further 
accelerate Ultrabook™ system innovation in 2012.

Powering the cloud
The building blocks of connectivity

Reinventing the PC 
Ultrabook™ systems have arrived

As the number of connected devices in the world expands, so does 
the demand for secure ways to create, share, store, and analyze data. 
Intel® products form the backbone of cloud computing and the Internet. 

Paul S. Otellini, President and Chief Executive Offi cer

www.intc.com
www.computershare.com/contactus
www.computershare.com/contactus
www.intel.com/go/responsibility
www.intel.com/jobs
www.intel.com/go/environment
www.intel.com/educate
www.intel.com/go/governance


     

“ Intel’s 2011 revenue of $54 billion caps another record year for the company. Our growth 
 is a direct result of outstanding products and technologies combined with solid execution. 
 Our core markets of the PC and data center are strong and growing, and we are making steady  
 progress in bringing the best of Intel® technologies to growing new areas of computing. 

 We look forward to an even stronger 2012.” 
 Paul S. Otellini, President and Chief Executive Offi cer

Record
 performance.

2011 Annual Report

Financial Results

Intel Corporation   |   2011 A
nnual Report 

On the cover: The 3rd generation Intel® Core™ processor family, built using 22-nanometer process technology with 3-D Tri-Gate transistors, delivers energy-effi cient 
performance that will help shape the computing era ahead.
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Past performance does not guarantee future results. This Annual Report to Stockholders contains forward-looking statements, and actual results could differ materially. 
Risk factors that could cause actual results to differ are set forth in the “Risk Factors” section and throughout our 2011 Form 10-K, which is included in this Annual Report. 

For news and information about Intel® 
products and technologies, customer support, 
careers, worldwide locations, and more, 
visit www.intel.com

For stock information, earnings and conference 
webcasts, annual reports, and corporate 
governance and historical fi nancial information, 
visit www.intc.com

www.intc.com
www.intel.com
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I am very excited to be Intel’s sixth CEO. In my first letter to you, I would like to share how we are building on 
Intel’s strengths to accelerate innovation and drive growth. But first, let’s look at the results for fiscal year 2013.  
Intel delivered revenue of $52.7 billion, net income of $9.6 billion, and earnings per share of $1.89. Client 
computing products generated $33 billion in revenue and approximately $12 billion in operating profits. Our 
datacenter business revenue grew to more than $11 billion, driven by rising demand for cloud services, high-
performance computing, storage, and networking. We generated almost $21 billion in cash from operations  
and returned $6.6 billion to our stockholders in the form of dividends and share repurchases. 

These are solid results in a time of rapid industry transformation, but we must do better. We are refocusing our efforts to reignite 
growth by driving Intel innovation to market faster. 

Leading in the pursuit of Moore’s Law
The relentless pursuit of Moore’s Law is Intel’s foundation and continues to be our driving force. We lead the industry as the only 
semiconductor manufacturer in the world offering Tri-gate transistors and 22-nanometer (nm) technology-based products. The benefits 
of Moore’s Law can be seen across our product lines in the form of higher performance, lower energy requirements, and lower cost per 
transistor. In 2013, we introduced our 4th generation Intel® Core™ processors, which deliver the largest generation-over-generation 
gain in battery life in Intel’s history, and a new family of low-power Intel® Atom™ processor-based System-on-Chips (SoCs) designed 
for high-performance mobile devices. We will continue this manufacturing leadership as we begin production of our 5th generation 
Intel Core processors (code-named “Broadwell”) on our next-generation 14nm process technology this year.

Accelerating mobility
The world of mobile client computing is expanding to include not only notebook computers and tablets, but also 2 in 1 devices that 
combine the best features of notebooks and tablets. We are taking aggressive steps to move swiftly in all of these market segments 
and to grow with them. Last year, we established a footprint in the tablet market with the shipment of more than 10 million micro-
processors, and for 2014 we have set an aggressive goal to increase that number to 40 million. We also made significant advances 
in our 3G and 4G (LTE) communications capabilities in 2013. This year we are driving faster integration of these communications 
technologies into our SoCs.

Reinvigorating innovation
We are reinvigorating innovation at Intel and bringing it to market faster. For example, in September 2013 we introduced Intel® Quark™ 
technology. This technology is designed for applications in fast-growing markets such as wearables and the “Internet of Things,” 
where the priorities are extremely small size and very low power consumption. We also announced innovative products such as  
the Intel® Galileo development board, the first Intel architecture-based Arduino*-compatible board to support the maker and  
education communities; and the Intel® Edison development platform, a general-purpose computer housed in a tiny form factor designed 
to enable rapid innovation by inventors, entrepreneurs, and product designers. Neither of these products was on our roadmaps 
before mid-2013. You will continue to see a faster pace of innovation moving forward. 

Our commitment to corporate responsibility
Corporate responsibility is an enduring Intel value that delivers returns for our company, stockholders, and society. In 2013, we  
continued to expand education opportunities for millions of students around the world, we were again the largest voluntary purchaser 
of green power in the U.S., and our employees donated more than 1 million volunteer hours to their communities. I am especially 
proud of our leadership in the area of “conflict minerals.” We have worked for five years to ensure that our products do not contain 
tantalum, tin, tungsten, or gold that finances or benefits armed groups in the Democratic Republic of the Congo (DRC) and adjoining 
countries. In 2013, we accomplished our goal to manufacture microprocessors that are DRC conflict-free.

Prepared for the opportunities ahead
I believe we have great opportunities ahead of us. Intel has leading products and technologies for growing markets, a strong work-
force, and a heritage of leadership in driving Moore’s Law. We have sharpened our product focus and are accelerating the pace of  
our innovation. I look forward to growing stockholder return by delivering industry-leading products for a dynamic and changing 
marketplace and ensuring that “If it computes, it does it best with Intel.” 

Letter From Your CEO

Brian M. Krzanich, Chief Executive Officer

Past performance does not guarantee future results. This Annual Report to Stockholders contains forward-looking statements, and actual results could differ materially. Risk factors 
that could cause actual results to differ are set forth in the “Risk Factors” section and throughout our 2013 Form 10-K, which is included in this Annual Report. These risk factors are 
subject to update by our future SEC filings and earnings releases. 



When I joined Intel in the early 1980’s, the company was respected 
as an innovator whose founders had developed a strong and ethical 
culture. As the decade progressed, Intel faced life-threatening 
challenges, including a shortage of capital, operating losses and 
fierce competition. With tough-minded strategies and a determi-
nation to lead, the company adapted and built a vibrant future 
with its core values intact. In technology, those who continue to  

innovate create new opportunities. In the years since, I have seen this pattern of 
regeneration often repeated. Today is another defining time for Intel, with big issues, 
big possibilities, and a resilient culture.
 Intel enters 2014 with leadership positions in important business segments, includ-
ing client computing, the data center, software, embedded systems, and NAND flash 
memory. These businesses generated significant financial results in 2013, indicated 
by high levels of profits, strong cash generation, and a healthy balance sheet. This 
performance enabled Intel to deliver tangible value for stockholders, with $4.5 billion 
paid in dividends and $2.1 billion spent to repurchase shares, bringing the cumulative 
return to stockholders from dividends and repurchases to $125 billion. 
 While these accomplishments are notable, we need to do more.
 It is imperative that we move swiftly to be more competitive in the market for 
tablets. We must also protect and grow Intel’s core businesses while at the same time 
pursuing new opportunities for growth. And we need to do more to provide the  
integrated solutions customers increasingly seek.
 Just as important, we must never forget what Moore’s Law tells us about the future: 
computing devices will continually get smaller, lower cost, and higher performing, and 
can also be more mobile. The tablet is an extension of our history, and we should have  
recognized its potential sooner.
 These considerations were top of mind in 2013 as the Board of Directors searched 
for a new CEO. We wanted someone who would look at markets from a fresh perspec-
tive. We needed to be a leaner, more agile company attuned and reacting to the world 
around it. And we needed a renewed focus on accountability and results—and to see 
things as they are, not as we hope they would be. As always, we insisted on a person 
who would put Intel’s success and stockholder return first.
 The challenges Intel faces are not new. Every year, nay-sayers predict that technology 
has reached its limits and opportunities have diminished. Yet innovation never stops, 
and technology continues to transform the way people go about their lives. I believe 
the opportunities are as big and interesting as at any time in Intel’s history. 
     Before the microprocessor was invented, Intel founder Gordon Moore predicted that 
integrated electronics would one day be available throughout all of society. Even  
today Gordon is surprised to see this technology extend beyond anything he and his  
colleagues imagined. You see technology everywhere, and silicon is the foundation. 
 As technology has become more pervasive, the responsibility for how it is made 
and deployed has become more important. The people who work at Intel share the 
public’s concerns about safety, security, privacy and sustainability. They are highly 
motivated by the prospect that the products they make can be used to improve the  
way people live. The question, “What is good for our business?” is answered with an eye 
to what is good for the people who own our shares, the people who use our products, 
and the people who work with us around the world. 
 Our clarity on this front has allowed the five Intel CEOs with whom I’ve worked 
to make more confident strategic decisions, because they know what matters to the 
company. Nothing gives me greater confidence in our future.

Letter From Your Chairman Financial Results

Andy D. Bryant, Chairman of the Board
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PART I

ITEM 1. BUSINESS

Company Overview
We design and manufacture advanced integrated digital technology platforms. A platform consists of a 

microprocessor and chipset, and may be enhanced by additional hardware, software, and services. We sell these 

platforms primarily to original equipment manufacturers (OEMs), original design manufacturers (ODMs), and 

industrial and communications equipment manufacturers in the computing and communications industries. Our 

platforms are used in a wide range of computing applications, such as notebooks (including Ultrabook™ devices 

and 2 in 1 systems), desktops, servers, tablets, smartphones, automobile infotainment systems, automated factory 

systems, and medical devices. We also develop and sell software and services primarily focused on security and 

technology integration. We were incorporated in California in 1968 and reincorporated in Delaware in 1989.

Company Strategy
Our goal is to be the preeminent computing solutions company that powers the worldwide digital economy. Over 

time, the number of devices connected to the Internet and each other has grown from hundreds of millions to 

billions, and the variety of devices also continues to increase. The combination of embedding computing into 

devices and connecting them to the Internet, known as the Internet of Things, as well as a build-out of the cloud 

infrastructure supporting these devices is driving fundamental changes in the computing industry. As a result, we 

are transforming our primary focus from the design and manufacture of semiconductor chips for personal computing 

(PC) and servers to the delivery of solutions consisting of hardware and software platforms and supporting services 

across a wide range of computing devices. Examples of these solutions can be seen across the computing 

continuum, from the teraflops of operations per second for high performance computing (HPC) to the milliwatts of 

energy consumed by an embedded application. Additionally, computing is becoming an increasingly mobile, 

personal, and ubiquitous experience. End users value consistency across devices that connect seamlessly and 

securely to the Internet and to each other. We enable this experience by innovating around energy-efficient 

performance, connectivity, and security.

To succeed in this changing computing environment, we have the following key objectives:

• strive to ensure that Intel
®
 technology is the best choice for any computing device, including PCs, data centers, 

cloud computing, ultra-mobile devices, and wearables;

• be the platform of choice for any operating system;

• maximize and extend our manufacturing technology leadership;

• extend to adjacent services such as security, cloud, and foundry;

• expand platforms into adjacent market segments to bring compelling new System-on-Chip (SoC) solutions and 

user experiences to ultra-mobile form factors including smartphones and tablets, as well as notebooks 

(including Ultrabook devices and 2 in 1 systems), embedded systems, and microserver applications;

• develop platforms to enable devices that connect to the Internet of Things and to each other to create a 

computing continuum offering consumers a set of secure, consistent, engaging, and personalized forms of 

computing; and

• strive to lower the footprint of our products and operations as well as be an asset to the communities we work 

in.
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We use our core assets to meet these objectives. Our core assets include our silicon and manufacturing technology 

leadership, our architecture and platforms, our software and services, our security solutions, our customer 

orientation, our strategic investments, and our corporate stewardship. We believe that applying these core assets to 

our key objectives provides us with the scale, capacity, and global reach to establish new technologies and respond 

to customers’ needs quickly. Our core assets and key objectives include the following:

• Silicon and Manufacturing Technology Leadership. We have long been a leader in silicon process technology 

and manufacturing, and we aim to continue our lead through investment and innovation in this critical area. We 

drive a regular two-year upgrade cycle—introducing a new microarchitecture approximately every two years 

and ramping the next generation of silicon process technology in the intervening years. We refer to this as our 

“tick-tock” technology development cadence. With our continued focus on silicon and manufacturing technology 

leadership, we are collaborating on the development of 450-millimeter (mm) wafer technology and extreme 

ultraviolet lithography (EUV). We expect larger silicon wafers and enhanced lithography technologies with EUV 

to allow Moore’s Law to continue. Moore’s Law predicted that transistor density on integrated circuits would 

double about every two years. We aim to have the best process technology, and unlike many semiconductor 

companies, we primarily manufacture our products in our own facilities. This in-house manufacturing capability 

allows us to optimize performance, shorten our time to market, and scale new products more rapidly. We 

believe this competitive advantage will be extended in the future as the costs to build leading-edge fabrication 

facilities increase, and as fewer semiconductor companies will be able to combine platform design and 

manufacturing.

• Architecture and Platforms. We are developing a wide range of solutions for devices that span the computing 

continuum and allow for computing experiences from notebooks (including Ultrabook devices and 2 in 1 

systems), desktops, tablets, and smartphones to in-vehicle infotainment systems and beyond. We believe that 

users want consistent computing experiences and interoperable devices and that users and developers value 

consistency of architecture. This provides a common framework that results in shortened time to market, and 

the ability to leverage technologies across multiple form factors. We believe that we can meet the needs of 

users and developers to offer computing solutions across the computing continuum through our partnership with 

the industry on open, standards-based platform innovation around Intel
®
 architecture. We continue to invest in 

improving Intel architecture to deliver increased value to our customers and expand the capabilities of the 

architecture in adjacent market segments. For example, we focus on delivering improved energy-efficient 

performance, which involves balancing higher performance with lower power consumption. In addition, we are 

focusing on perceptual computing, which brings exciting user experiences through devices that sense and 

perceive the user’s actions.

• Software and Services. We offer software and services that provide solutions through a combination of 

hardware and software for consumer, ultra-mobile, and corporate environments. Additionally, we seek to enable 

and advance the computing ecosystem by providing development tools and support to help software developers 

create software applications and operating systems that take advantage of our platforms. We seek to expedite 

growth in various market segments, such as the embedded market segment, through our software offerings. We 

continue to collaborate with companies to develop software platforms optimized for our Intel processors and 

that support multiple hardware architectures and operating systems.

• Security. Through our expertise in hardware and software, we are able to embed security into many facets of 

computing. We expect to bring unique hardware, software, and end-to-end security solutions to the market in 

order to offer increased protection against security risks for consumers and businesses worldwide.

• Customer Orientation. Our strategy focuses on developing our next generation of products based on the needs 

and expectations of our customers. In turn, our products help enable the design and development of new user 

experiences, form factors, and usage models for businesses and consumers. We offer platforms that 

incorporate various components and capabilities designed and configured to work together to provide an 

optimized solution that customers can easily integrate into their end products. Additionally, we promote industry 

standards that we believe will yield innovation and improved technologies for users.
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• Strategic Investments. We make investments in companies around the world that we believe will further our 

strategic objectives, support our key business initiatives, and generate financial returns. Our investments—

including those made through our Intel Capital program—generally focus on investing in companies and 

initiatives that we believe will stimulate growth in the digital economy, create new business opportunities for 

Intel, and expand global markets for our products. Additionally, we plan to continue to purchase and license 

intellectual property to support our current and expanding business.

• Corporate Stewardship. We are committed to developing energy-efficient technology solutions that can be used 

to address major global problems while reducing our environmental impact. We are also committed to 

empowering people and expanding economic opportunity through education and technology, driven by our 

corporate and Intel Foundation programs, policy leadership, and collaborative engagements. In addition, we 

strive to cultivate a work environment in which engaged, energized employees can thrive in their jobs and in 

their communities.

Our continued investment in developing our assets and execution in key focus areas is intended to help strengthen 

our competitive position as we enter and expand into adjacent market segments, such as smartphones and tablets. 

These market segments change rapidly, and we need to adapt to this environment. A key characteristic of these 

adjacent market segments is low-power consumption based on SoC products. We are making significant 

investments in this area with the accelerated development of our SoC solutions based on the 64-bit Intel
®
 Atom

™
 

microarchitecture. We are also optimizing our server products for energy-efficient performance as we believe that 

increased Internet traffic and the use of ultra-mobile devices, the Internet of Things, and cloud computing has 

created the need for an improved server infrastructure.

At the 2013 Intel Developer Forum, we introduced the Intel
®
 Quark SoC family of products. Designed for 

applications where low power and size take priority over high performance, the Intel
 
Quark SoC offers extremely low 

power consumption and a high level of integration in a low-cost package to be used in the next wave of intelligent 

connected devices. In addition, we also announced the Arduino*-compatible Intel
®
 Galileo microcontroller board and 

the Intel
®
 Edison development board at the Maker Faire* in Rome and the International Consumer Electronics 

Show, respectively. When combined with Intel
 
Quark SoC, these systems provide an open-source platform for 

customers to design products such as, but not limited to, automation for home appliances or industrial 

manufacturing, home media centers, and robots. In combination with the continued build out of the cloud and the 

announcement of the Intel Quark technologies, we expect to be on the forefront of the acceleration and proliferation 

of the Internet of Things.
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Business Organization
As of December 28, 2013, we managed our business through the following operating segments:

For a description of our operating segments, see “Note 27: Operating Segments and Geographic Information,” in 

Part II, Item 8 of this Form 10-K.

Products

Platforms
We offer platforms that incorporate various components and technologies, including a microprocessor and chipset, 

a stand-alone SoC, or multichip package. Additionally, a platform may be enhanced by additional hardware, 

software, and services.

A microprocessor—the central processing unit (CPU) of a computer system—processes system data and controls 

other devices in the system. We offer microprocessors with one or multiple processor cores. Multi-core 

microprocessors can enable improved multitasking and energy-efficient performance by distributing computing 

tasks across two or more cores. Our 2nd, 3rd, 4th, and expected-to-be-released 5th generation Intel
®
 Core

™
 (code-

named "Broadwell") processor families integrate graphics functionality onto the processor die. In contrast, some of 

our previous-generation processors incorporated a separate graphics chip inside the processor package. Processor 

packages may also integrate a memory controller.

A chipset sends data between the microprocessor and input, display, and storage devices, such as the keyboard, 

mouse, monitor, hard drive or solid-state drive, and optical disc drives. Chipsets extend the audio, video, and other 

capabilities of many systems and perform essential logic functions, such as balancing the performance of the 

system and removing bottlenecks.

We offer and continue to develop SoC products that integrate our core processing functions with other system 

components, such as graphics, audio, and video, onto a single chip. SoC products are designed to reduce total cost 

of ownership, provide improved performance due to higher integration and lower power consumption, and enable 

ultra-mobile form factors such as smartphones, tablets, Ultrabook devices, and 2 in 1 systems, as well as 

notebooks, desktops, embedded systems and microserver applications.
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With the release of our 4th generation Intel Core
 
processor in 2013, we introduced a multichip package that 

integrates the chipset on one die with the CPU and graphics on another die, connected via a lower power on-

package interface. Similar to a SoC, the multichip package can provide improved performance due to higher 

integration coupled with lower power consumption, which enables smaller form factors.

We also offer features designed to improve our platform capabilities. For example, Intel
®
 vPro

™
 technology is a 

computer hardware-based security technology for the notebook and desktop market segments. Intel vPro is 

designed to provide businesses with increased manageability, upgradeability, energy-efficient performance, and 

security while lowering the total cost of ownership. We also offer Intel
®
 Iris

™
 technology, which provides graphics 

enhancements for 4th and expected-to-be-released 5th generation Intel Core processors.

We offer a range of platforms based upon the following microprocessors:

McAfee, Inc.
McAfee, Inc. (McAfee) has the objective of improving the overall security of our platforms. McAfee offers software 

products that provide security solutions designed to protect systems in consumer, mobile, and corporate 

environments from malicious virus attacks as well as loss of data. McAfee’s products include software solutions for 

end-point security, network and content security, risk and compliance, and consumer and mobile security.
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Phone and Tablet Components
We offer components for smartphones, tablets, and connected devices which include baseband processors, radio 

frequency transceivers, and power management integrated circuits. We also offer comprehensive smartphone and 

tablet platforms, including multimode Long Term Evolution (LTE*) modems, Bluetooth®
 wireless technology and 

Global Positioning System (GPS) receivers, software solutions, customization, and essential interoperability tests. 

Our mobile phone solutions, which are based on multiple industry standards, help enable mobile voice and high-

speed data communications for a broad range of devices around the world.

Non-Volatile Memory Solutions
We offer NAND flash memory products primarily used in solid-state drives. Our NAND flash memory products are 

manufactured by IM Flash Technologies, LLC (IMFT). We also purchase NAND flash components from Micron 

Technology, Inc. (Micron).

Intel Custom Foundry
We offer our silicon and manufacturing technology leadership as a service for our customers. Our foundry offerings 

include semi-custom services (using Intel architecture and silicon with our customer's intellectual property) and fully 

custom foundry services.

Products and Product Strategy by Operating Segment
Our PC Client Group operating segment offers products that are incorporated in notebook (including Ultrabook 

devices and 2 in 1 systems) and desktop computers for consumers and businesses. In 2013, we introduced the 4th 

generation Intel Core processor family for use in notebooks, desktops, 2 in 1 systems, and tablets. These 

processors use 22-nanometer (nm) transistors and our Tri-Gate transistor processor technology. Our Tri-Gate 

transistor technology extends Moore’s Law and is the world’s first 3-D Tri-Gate transistor on a production 

technology. In combination, these enhancements can provide significant power savings and performance gains 

when compared to previous-generation technologies.

Notebook

Our strategy for the notebook computing market segment is to offer notebook technologies designed to bring 

exciting new user experiences to life and improve performance, battery life, wireless connectivity, manageability and 

security. In addition, we are designing for smaller, lighter, and thinner form factors. In the second half of 2014, we 

expect to introduce our 5th generation Intel Core processor family. We believe these processors will continue to 

deliver increasing levels of battery life and graphics performance, as well as provide OEMs and end users with 

more choice in operating system compatibility, energy efficiency, processor cores, and graphics performance.

In addition to offering notebooks, we have worked with our customers to help them develop a new class of personal 

computing devices that includes Ultrabook devices and 2 in 1 systems. These computers combine the energy-

efficient performance and capabilities of today’s notebooks and tablets with enhanced graphics and improved user 

interfaces such as touch and voice in a thin, light form factor that is highly responsive and secure, and that can 

seamlessly connect to the Internet. We believe the renewed innovation in the PC industry that we fostered with 

Ultrabook devices and expanded to 2 in 1 systems will continue.

Desktop

Our strategy for the desktop computing market segment is to offer exciting new user experiences and products that 

provide increased manageability, security, and energy-efficient performance. We are also focused on lowering the 

total cost of ownership for businesses. The desktop computing market segment includes all-in-one desktop 

products, which combine traditionally separate desktop components into one form factor. Additionally, all-in-one 

computers have transformed into portable and flexible form factors that offer users increased portability and new 

multi-user applications and uses. For desktop consumers, we also focus on the design of products for high-end 

enthusiast PCs and mainstream PCs with rapidly increasing audio and media capabilities.

Our Data Center Group operating segment offers products designed to provide leading energy-efficient 

performance for all compute, network and storage platforms. In addition, the Data Center Group (DCG) focuses on 

specific optimizations for the Enterprise, Cloud, Communications Infrastructure and Technical Computing segments. 

DCG is continuing to ramp the many-core Intel
®
 Xeon Phi

™
 coprocessor with 60 or more high-performance, low-

power Intel processor cores. The Intel Xeon Phi coprocessors are positioned to boost the power of the world’s most 

advanced supercomputers, allowing for trillions of calculations per second. We recently introduced new Intel
®
 Xeon

®
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processors incorporating Intel’s industry leading 22nm process technology. The 22nm Intel Xeon processors provide 

improved performance and better power consumption across the compute, network and storage portfolio. We also 

announced the second generation 64-bit Intel Atom microarchitecture-based SoC solutions to focus on storage, 

networking and highly dense, low-power server configurations. 

Our other Intel architecture operating segments offer products designed to be used in the Internet of Things, 

mobile communications, tablet, smartphone, service provider, netbook, and ultra-low power market segments.

• Our strategy for the mobile communications market segment is to offer a portfolio of products that covers a 

broad range of wireless connectivity options by combining Intel WiFi technology with our 2G, 3G, and 4G LTE 

technologies. These products feature low power consumption, innovative designs, and multi-standard platform 

solutions.

• Our strategy for the embedded market segment, addressed by our Intelligent Systems Group (ISG), is to lead 

the Internet of Things evolution by delivering new user experiences, business efficiencies, and productivity 

utilizing Intel architecture based solutions that provide long life-cycle support, software and architectural 

scalability, and platform integration.

• Our strategy for the tablet market segment is to offer Intel architecture solutions optimized for multiple operating 

systems and application ecosystems. We are accelerating the process technology development for our Intel 

Atom processor product line to deliver increased battery life, performance, and feature integration.

• Our strategy for the smartphone device market segment is to offer Intel Atom microarchitecture-based products 

that enable smartphones to deliver innovative content and services. These products are designed to deliver 

increased performance and system responsiveness while also enabling longer battery life. 

• Our strategy for the ultra-low power market segment is to offer Intel Quark SoCs designed for wearable and 

other emerging compute devices. 

Our software and services operating segments seek to create differentiated user experiences on Intel-based 

platforms. We differentiate by combining Intel platform features and enhanced software and services. Our three 

primary initiatives are:

• enabling platforms that can be used across multiple operating systems, applications, and services across all 

Intel products;

• optimizing features and performance by enabling the software ecosystem to quickly take advantage of new 

platform features and capabilities; and

• delivering comprehensive solutions by using software, services, and hardware to enable a more secure online 

experience, such as our McAfee LiveSAFE* technology platform, which provides a comprehensive security 

suite that offers consumer protection across a range of devices such as PCs, tablets, and smartphones.
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Revenue by Major Operating Segment
Net revenue for the PC Client Group (PCCG) operating segment, the DCG operating segment, the other Intel 

architecture (Other IA) operating segments, and the software and services (SSG) operating segments is presented 

as a percentage of our consolidated net revenue. Other IA includes ISG, Multi-Comm, the Phone Group, the 

Service Provider Group, the Tablet Group, the Netbook Group, and the New Devices Group operating segments. 

SSG includes McAfee, the Wind River Software Group, and the Software and Services Group operating segments. 

All other consists primarily of revenue from the Non-Volatile Memory Solutions Group.

Percentage of Revenue by Major Operating Segment
(Dollars in Millions)

Percentage of Revenue by Principal Product from Reportable Segments
(Dollars in Millions)

Competition
The computing industry continuously evolves with new and enhanced technologies and products from existing and 

new providers. The markets for current and planned technologies can change quickly in response to the introduction 

of such technologies and products and other factors such as changes in consumer tastes. 

Intel faces significant competition in the development and market acceptance of technologies and products in this 

environment. Our platforms, based on Intel architecture, are positioned to compete across the spectrum of Internet-

connected computing devices, from the lowest-power portable devices to the most powerful data center servers. 
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We are a leading provider in the PC and server segments, where we face existing and emerging competition. In the 

PC segment, smaller mobile devices, such as tablets and smartphones, offered by numerous vendors have become 

significant competitors to PCs for many usages. Most of these small devices currently use applications processors 

based on the ARM* architecture; feature low-power, long battery-life operation; and are built in SoC formats which 

integrate numerous functions on one chip. In the server segment, our data center products and platforms face 

emerging competition from many new entrants using ARM architecture or other technologies.

We are a relatively new entrant to the segments for tablets, smartphones and similar mobile devices. We have 

adjusted our product roadmaps to emphasize the development of low-power SoC chips for these and other devices. 

The boundaries between the various segments are changing as the industry evolves and new segments emerge.

We have a long-standing position as a supplier of components and software for embedded products and this 

marketplace is significantly expanding with increasing types and numbers of Internet-connected devices for 

industrial, commercial and consumer uses, which we refer to as the Internet of Things. We face numerous large and 

small incumbent competitors as well as new entrants in this growing market segment that use ARM architecture as 

well as other operating systems and software.

Our products primarily compete based on performance, energy efficiency, integration, innovative design, features, 

price, quality, reliability, brand recognition and availability. The importance of these items will vary by the type of end 

system for the products. For example, performance might be among the most important factors for our products for 

servers, while price and integration might be among the most important factors for our products for tablets and 

smartphones. 

We are the owner of McAfee, a major provider of digital security products and services to businesses and 

consumers. There are numerous competitors offering security products and services, and we seek to offer 

competitive differentiation by integrating hardware and software security features in many of our offerings and to 

have security offerings in numerous market segments including mobile and embedded devices and for data centers. 

The ability of our products to operate on multiple operating systems in end-user products and platforms operated or 

sold by third parties, including OEMs, is a key competitive advantage. We seek to optimize our products for multiple 

operating systems and invest substantial resources working with third parties to do so, but such investments are 

risky given that it is not clear which products will succeed in the market. 

We have competitors in each of the market segments including other companies that make and sell 

microprocessors, SoCs, other silicon components, software and platforms to businesses which build and sell 

computing and communications devices to end-users. We also compete against others selling these goods and 

services to businesses that utilize the products for their internal processes (e.g., businesses running large data 

centers). We also face competition from OEMs that, to some degree, choose to vertically integrate their own 

proprietary semiconductor and software assets. By doing so, these OEMs may be attempting to offer greater 

differentiation in their products and to increase their share of the profits for each finished product they sell. 

Continuing changes in the industry such as acquisitions, business collaborations or licensing scenarios (such as 

injunctions or other litigation outcomes), could have a significant impact on our competitive position. 

One of our important competitive advantages is the combination of our network of manufacturing, assembly and test 

facilities with our global architecture design teams. We have made significant capital and research and development 

(R&D) investments into this integrated manufacturing network, which enables us to have more direct control over 

our processes, quality control, product cost, production timing, performance, power consumption, and 

manufacturing yield. The increased cost of constructing new fabrication facilities supporting smaller transistor 

geometries and larger wafers has led to a smaller pool of companies that can afford to build and equip leading-edge 

manufacturing facilities. Most of our competitors rely on third-party foundries and subcontractors such as Taiwan 

Semiconductor Manufacturing Company, Ltd. and GlobalFoundries Inc. for manufacturing and assembly and test 

needs. We have recently started providing foundry services as an alternative to such foundries. 
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Manufacturing and Assembly and Test
As of December 28, 2013, 46% of our wafer fabrication, including microprocessors and chipsets, was conducted 

within the U.S. at our facilities in New Mexico, Arizona, Oregon, and Massachusetts. The remaining 54% of our 

wafer fabrication was conducted outside the U.S. at our facilities in Israel and China. Our fabrication facility in 

Ireland is currently transitioning to a newer process technology node, with manufacturing expected to recommence 

in 2015. Wafer fabrication conducted within and outside the U.S. may be impacted by the timing of a facility’s 

transition to a newer process technology, as well as a facility’s capacity utilization. 

As of December 28, 2013, we primarily manufactured our products in wafer fabrication facilities at the following 

locations:

Products Wafer Size Process Technology Locations

Microprocessors 300mm 22nm Israel, Arizona, Oregon

Microprocessors and chipsets 300mm 32nm New Mexico

Microprocessors 300mm 45nm New Mexico

Chipsets 300mm 65nm China

Chipsets and other products 300mm 90nm China

Chipsets 200mm 130nm Massachusetts

As of December 28, 2013, most of our microprocessors were manufactured on 300mm wafers using our 22nm and 

32nm process technology. Our Massachusetts fabrication facility is our last manufacturing on 200mm wafers and is 

expected to cease production by the end of 2014. As we move to each succeeding generation of manufacturing 

process technology, we incur significant start-up costs to prepare each factory for manufacturing. However, 

continuing to advance our process technology provides benefits that we believe justify these costs. The benefits of 

moving to each succeeding generation of manufacturing process technology can include using less space per 

transistor, reducing heat output from each transistor, and increasing the number of integrated features on each chip. 

These advancements can result in microprocessors that are higher performing, consume less power, and cost less 

to manufacture. In addition, with each shift to a new process technology, we are able to produce more 

microprocessors per square foot of our wafer fabrication facilities. The costs to develop our process technology are 

significantly less than adding capacity by building additional wafer fabrication facilities using older process 

technology.

We use third-party foundries to manufacture wafers for certain components, including networking and 

communications products. In addition, we primarily use subcontractors to manufacture board-level products and 

systems. We purchase certain communications networking products and mobile phone components from external 

vendors primarily in the Asia-Pacific region.

Following the manufacturing process, the majority of our components are subject to assembly and test. We perform 

our components assembly and test at facilities in Malaysia, China, Costa Rica, and Vietnam. To augment capacity, 

we use subcontractors to perform assembly of certain products, primarily chipsets and networking and 

communications products. In addition, we use subcontractors to perform assembly and test of our mobile phone 

components.

Our NAND flash memory products are manufactured by IMFT and Micron using 20nm, 25nm, or 34nm process 

technology, and assembly and test of these products is performed by Micron and other external subcontractors. For 

further information, see “Note 5: Cash and Investments” in Part II, Item 8 of this Form 10-K.

Our employment practices are consistent with, and we expect our suppliers and subcontractors to abide by, local 

country law. In addition, we impose a minimum employee age requirement as well as progressive Environmental, 

Health, and Safety (EHS) requirements, regardless of local law.

We have thousands of suppliers, including subcontractors, providing our various materials and service needs. We 

set expectations for supplier performance and reinforce those expectations with periodic assessments. We 

communicate those expectations to our suppliers regularly and work with them to implement improvements when 

necessary. Where possible, we seek to have several sources of supply for all of these materials and resources, but 

we may rely on a single or limited number of suppliers, or upon suppliers in a single country. In those cases, we 

develop and implement plans and actions to reduce the exposure that would result from a disruption in supply. We 

have entered into long-term contracts with certain suppliers to ensure a portion of our silicon supply.
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Our products are typically manufactured at multiple Intel facilities around the world or by subcontractors. However, 

some products are manufactured in only one Intel or subcontractor facility, and we seek to implement action plans 

to reduce the exposure that would result from a disruption at any such facility. See “Risk Factors” in Part I, Item 1A 

of this Form 10-K.

Research and Development
We are committed to investing in world-class technology development, particularly in the design and manufacture of 

integrated circuits. R&D expenditures were $10.6 billion in 2013 ($10.1 billion in 2012 and $8.4 billion in 2011). 

Our R&D activities are directed toward the delivery of solutions consisting of hardware and software platforms and 

supporting services across a wide range of computing devices. We are focused on developing the technology 

innovations that we believe will deliver our next generation of products, which will in turn enable new form factors 

and usage models for businesses and consumers. We focus our R&D efforts on advanced computing technologies, 

developing new microarchitectures, advancing our silicon manufacturing process technology, delivering the next 

generation of platforms, improving our platform initiatives, developing new solutions in emerging technologies 

including wearable devices and embedded applications, and developing software solutions and tools. Our R&D 

efforts are intended to enable new levels of performance and address areas such as energy efficiency, security, 

scalability for multi-core architectures, system manageability, and ease of use.

As part of our R&D efforts, we plan to introduce a new Intel Core microarchitecture for desktops, notebooks 

(including Ultrabook devices and 2 in 1 systems), and Intel Xeon processors approximately every two years and 

ramp the next generation of silicon process technology in the intervening years. We refer to this as our “tick-tock” 

technology development cadence as subsequently illustrated. 

Advances in our silicon technology have enabled us to continue making Moore’s Law a reality. We expect to begin 

manufacturing products using our 14nm process technology in Q1 2014. We are currently developing our 5th 

generation Intel Core processor family (code-named “Broadwell”) using our 14nm process technology, expected to 

be released in the second half of 2014. We are also developing 10nm manufacturing process technology, our next-

generation process technology.

We have continued expanding on the advances anticipated by Moore’s Law by bringing new capabilities into silicon 

and producing new products optimized for a wider variety of applications. We have accelerated the Intel Atom 

processor-based SoC roadmap for ultra-mobile form factors, including smartphones and tablets, as well as 

notebooks (including Ultrabook devices and 2 in 1 systems), embedded systems, and microserver applications, 

from 32nm through 22nm to 14nm. We intend that Intel Atom processors for ultra-mobile form factors will eventually 

be on the same process technology as our leading-edge products. We expect that this acceleration will result in a 

significant reduction in transistor leakage, lower active power, and an increase in transistor density to enable more 

powerful, feature-rich smartphones and tablets with longer battery life. Intel Quark SoC, our newest technology 

announced in Q3 2013, is an ultra-low power and low-cost architecture designed for the Internet of Things, from 

industrial machines to wearable devices.

With our continued focus on silicon and manufacturing technology leadership, we entered into a series of 

agreements with ASML Holding N.V. (ASML) in 2012. These agreements, in which Intel purchased ASML securities 

and agreed to provide R&D funding over five years, are intended to accelerate the development of 450mm wafer 

technology and EUV lithography.
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Our R&D activities range from designing and developing new products and manufacturing processes to researching 

future technologies and products. We continue to make significant R&D investments in the development of SoCs to 

enable growth in ultra-mobile form factors. In addition, we continue to make significant investments in wireless 

technologies including our work to develop a high-speed LTE solution for smartphones. Our second generation 

VoLTE product with LTE-advanced features, such as carrier aggregation, is expected to be available in the first half 

of 2014. We also continue to invest in graphics and HPC.

Our R&D model is based on a global organization that emphasizes a collaborative approach to identifying and 

developing new technologies, leading standards initiatives, and influencing regulatory policies to accelerate the 

adoption of new technologies, including joint pathfinding conducted between researchers at Intel Labs and our 

business groups. We centrally manage key cross-business group product initiatives to align and prioritize our R&D 

activities across these groups. In addition, we may augment our R&D activities by investing in companies or 

entering into agreements with companies that have similar R&D focus areas, as well as directly purchasing or 

licensing technology applicable to our R&D initiatives.

Employees
As of December 28, 2013, we had 107,600 employees worldwide (105,000 as of December 29, 2012), with 

approximately 51% of those employees located in the U.S. (51% as of December 29, 2012).

Sales and Marketing

Customers
We sell our products primarily to OEMs and ODMs. ODMs provide design and manufacturing services to branded 

and unbranded private-label resellers. In addition, we sell our products to other manufacturers, including makers of 

a wide range of industrial and communications equipment. Our customers also include those who buy PC 

components and our other products through distributor, reseller, retail, and OEM channels throughout the world.

Our worldwide reseller sales channel consists of thousands of indirect customers—systems builders that 

purchase Intel microprocessors and other products from our distributors. We have a boxed processor program that 

allows distributors to sell our microprocessors in small quantities to customers of systems builders; boxed 

processors are also available in direct retail outlets.

In 2013, Hewlett-Packard Company accounted for 17% of our net revenue (18% in 2012 and 19% in 2011), Dell Inc. 

accounted for 15% of our net revenue (14% in 2012 and 15% in 2011), and Lenovo Group Limited accounted for 

12% of our net revenue (11% in 2012 and 9% in 2011). No other customer accounted for more than 10% of our net 

revenue during such periods. For information about net revenue and operating income by operating segment, and 

net revenue from unaffiliated customers by country, see “Note 27: Operating Segments and Geographic 

Information” in Part II, Item 8 of this Form 10-K.

Sales Arrangements
Our products are sold through sales offices throughout the world. Sales of our products are typically made via 

purchase order acknowledgments that contain standard terms and conditions covering matters such as pricing, 

payment terms, and warranties, as well as indemnities for issues specific to our products, such as patent and 

copyright indemnities. From time to time, we may enter into additional agreements with customers covering, for 

example, changes from our standard terms and conditions, new product development and marketing, private-label 

branding, and other matters. Most of our sales are made using electronic and web-based processes that allow the 

customer to review inventory availability and track the progress of specific goods ordered. Pricing on particular 

products may vary based on volumes ordered and other factors. We also offer discounts, rebates, and other 

incentives to customers to increase acceptance of our products and technology.

Our products are typically shipped under terms that transfer title to the customer, even in arrangements for which 

the recognition of revenue and related cost of sales is deferred. Our standard terms and conditions of sale typically 

provide that payment is due at a later date, generally 30 days after shipment or delivery. Our credit department sets 

accounts receivable and shipping limits for individual customers to control credit risk to Intel arising from 

outstanding account balances. We assess credit risk through quantitative and qualitative analysis, and from this 

analysis, we establish credit limits and determine whether we will use one or more credit support devices, such as a 

parent guarantee or standby letter of credit, or credit insurance. Credit losses may still be incurred due to 

bankruptcy, fraud, or other failure of the customer to pay. For information about our allowance for doubtful 

receivables, see “Schedule II—Valuation and Qualifying Accounts” in Part IV of this Form 10-K.
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Most of our sales to distributors are made under agreements allowing for price protection on unsold merchandise 

and a right of return on stipulated quantities of unsold merchandise. Under the price protection program, we give 

distributors credits for the difference between the original price paid and the current price that we offer. On most 

products, there is no contractual limit on the amount of price protection, nor is there a limit on the time horizon under 

which price protection is granted. The right of return granted generally consists of a stock rotation program in which 

distributors are able to exchange certain products based on the number of qualified purchases made by the 

distributor. We have the option to grant credit for, repair, or replace defective products, and there is no contractual 

limit on the amount of credit that may be granted to a distributor for defective products.

Distribution
Distributors typically handle a wide variety of products, including those that compete with our products, and fill 

orders for many customers. We also utilize third-party sales representatives who generally do not offer directly 

competitive products but may carry complementary items manufactured by others. Sales representatives do not 

maintain a product inventory; instead, their customers place orders directly with us or through distributors. We have 

several distribution warehouses that are located in proximity to key customers.

Backlog
Over time, our larger customers have generally moved to lean-inventory or just-in-time operations rather than 

maintaining larger inventories of our products. As our customers continue to lower their inventories, our processes 

to fulfill their orders have evolved to meet their needs. As a result, our manufacturing production is based on 

estimates and advance non-binding commitments from customers as to future purchases. Our order backlog as of 

any particular date is a mix of these commitments and specific firm orders that are primarily made pursuant to 

standard purchase orders for delivery of products. Only a small portion of our orders is non-cancelable, and the 

dollar amount associated with the non-cancelable portion is not significant.

Seasonal Trends
Historically, our platform sales have generally been higher in the second half of the year than in the first half of the 

year, accelerating in the third quarter and peaking in the fourth quarter.

Marketing
Our corporate marketing objectives are to build a strong, well-known Intel corporate brand that connects with 

businesses and consumers, and to offer a limited number of meaningful and valuable brands in our portfolio to aid 

businesses and consumers in making informed choices about technology purchases. The Intel Core processor 

family and the Intel Atom, Intel
®
 Pentium

®
, Intel Xeon, Intel Xeon Phi and Intel

®
 Itanium

®
 trademarks make up our 

processor brands.

We promote brand awareness and generate demand through our own direct marketing as well as through co-

marketing programs. Our direct marketing activities include television, print, and Internet advertising, as well as 

press relations and social media, consumer and trade events, and industry and consumer communications. We 

market to consumer and business audiences, and focus on building awareness and generating demand for new 

form factors such as Ultrabook and 2 in 1 systems, and for increased performance, improved energy efficiency, and 

other capabilities such as Internet connectivity and security.

Purchases by customers often allow them to participate in cooperative advertising and marketing programs such as 

the Intel Inside
®
 Program. This program broadens the reach of our brands beyond the scope of our own direct 

marketing. Through the Intel Inside Program, certain customers are licensed to place Intel logos on computing 

devices containing our microprocessors and processor technologies, and to use our brands in their marketing 

activities. The program includes a market development component that accrues funds based on purchases and 

partially reimburses the OEMs for marketing activities for products featuring Intel brands, subject to the OEMs 

meeting defined criteria. These marketing activities primarily include television, print, and Internet marketing. We 

have also entered into joint marketing arrangements with certain customers.
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Intellectual Property Rights and Licensing
Intel owns significant intellectual property (IP) around the world that relates to our products, services, research and 

development, and other activities and assets. Our IP portfolio includes patents, copyrights, trade secrets, 

trademarks, trade dress rights, and maskwork rights. We actively seek to protect our global IP rights and to deter 

unauthorized use of our IP and other assets. Such efforts can be difficult, however, particularly in countries that 

provide less protection to IP rights and in the absence of harmonized international IP standards. See “Risk Factors” 

in Part I, Item 1A, and “Note 26: Contingencies” in Part II, Item 8 of this Form 10-K.

We have obtained patents in the U.S. and other countries. While our patents are an important element of our 

success, our business as a whole is not significantly dependent on any one patent. Because of the fast pace of 

innovation and product development, and the comparative pace of governments’ patenting processes, our products 

are often obsolete before the patents related to them expire; in some cases, our products may be obsolete before 

the patents related to them are granted. As we expand our products into new industries, we also seek to extend our 

patent development efforts to patent such products. In addition to developing patents based on our own research 

and development efforts, we purchase patents from third parties to supplement our patent portfolio. Established 

competitors in existing and new industries, as well as companies that purchase and enforce patents and other IP, 

may already have patents covering similar products. There is no assurance that we will be able to obtain patents 

covering our own products, or that we will be able to obtain licenses from other companies on favorable terms or at 

all.

The software that we distribute, including software embedded in our component-level and platform products, is 

entitled to copyright and other IP protection. To distinguish our products from our competitors’ products, we have 

obtained trademarks and trade names for our products, and we maintain cooperative advertising programs with 

customers to promote our brands and to identify products containing genuine Intel components. We also protect 

details about our processes, products, and strategies as trade secrets, keeping confidential the information that we 

believe provides us with a competitive advantage.

Compliance with Environmental, Health, and Safety Regulations
Our compliance efforts focus on monitoring regulatory and resource trends and setting company-wide performance 

targets for key resources and emissions. These targets address several parameters, including product design; 

chemical, energy, and water use; waste recycling; the source of certain minerals used in our products; climate 

change; and emissions.

As a company, we focus on reducing natural resource use, the solid and chemical waste by-products of our 

manufacturing processes, and the environmental impact of our products. We currently use a variety of materials in 

our manufacturing process that have the potential to adversely impact the environment and are subject to a variety 

of EHS laws and regulations. Over the past several years, we have significantly reduced the use of lead and 

halogenated flame retardants in our products and manufacturing processes.

We work with the U.S. Environmental Protection Agency (EPA), non-governmental organizations (NGOs), OEMs, 

and retailers to help manage e-waste (including electronic products nearing the end of their useful lives) and to 

promote recycling. The European Union requires producers of certain electrical and electronic equipment to develop 

programs that let consumers return products for recycling. Many states in the U.S. have similar e-waste take-back 

laws. Although these laws are typically targeted at the end electronic product and not the component products that 

we manufacture, the inconsistency of many e-waste take-back laws and the lack of local e-waste management 

options in many areas pose a challenge for our compliance efforts.

We are an industry leader in our efforts to build ethical sourcing of minerals for our products, including “conflict 

minerals” from the Democratic Republic of the Congo (DRC) and adjoining countries. In 2013, we accomplished our 

goal to manufacture microprocessors that are DRC conflict free for tantalum, tin, tungsten, and gold. In 2014, we 

will continue our work to establish DRC conflict free supply chains for these minerals for our company and our 

industry. 
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We seek to reduce our global greenhouse gas emissions by investing in energy conservation projects in our 

factories and working with suppliers to improve energy efficiency. We take a holistic approach to power 

management, addressing the challenge at the silicon, package, circuit, micro-architecture, macro architecture, 

platform, and software levels. We recognize that climate change may cause general economic risk. For further 

information on the risks of climate change, see “Risk Factors” in Part I, Item 1A of this Form 10-K. We see a 

potential for higher energy costs driven by climate change regulations. This could include items applied to utility 

companies that are passed along to customers, such as carbon taxes or costs associated with obtaining permits for 

our manufacturing operations, emission cap and trade programs, or renewable portfolio standards.

We are committed to sustainability and take a leadership position in promoting voluntary environmental initiatives 

and working proactively with governments, environmental groups, and industry to promote global environmental 

sustainability. We believe that technology will be fundamental to finding solutions to the world’s environmental 

challenges, and we are joining forces with industry, business, and governments to find and promote ways that 

technology can be used as a tool to combat climate change.

We have been purchasing wind power and other forms of renewable energy at some of our major sites for several 

years. We purchase renewable energy certificates under a multi-year contract. This purchase has placed Intel at the 

top of the EPA’s Green Power Partnership for the past four years and is intended to help stimulate the market for 

green power, leading to additional generating capacity and, ultimately, lower costs.

Distribution of Company Information
Our Internet address is www.intel.com. We publish voluntary reports on our web site that outline our performance 

with respect to corporate responsibility, including EHS compliance.

We use our Investor Relations web site, www.intc.com, as a routine channel for distribution of important information, 

including news releases, analyst presentations, and financial information. We post filings on our web site the same 

day they are electronically filed with, or furnished to, the U.S. Securities and Exchange Commission (SEC), 

including our annual and quarterly reports on Forms 10-K and 10-Q and current reports on Form 8-K; our proxy 

statements; and any amendments to those reports or statements. We post our quarterly and annual earnings results 

on our Investor Relations website, at www.intc.com/results.cfm, and do not distribute our financial results via a news 

wire service. All such postings and filings are available on our Investor Relations web site free of charge. In 

addition, our Investor Relations web site allows interested persons to sign up to automatically receive e-mail alerts 

when we post news releases and financial information. The SEC’s web site, www.sec.gov, contains reports, proxy 

and information statements, and other information regarding issuers that file electronically with the SEC. The 

content on any web site referred to in this Form 10-K is not incorporated by reference in this Form 10-K unless 

expressly noted.
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Executive Officers of the Registrant
The following sets forth certain information with regard to our executive officers as of February 14, 2014 (ages are 

as of December 28, 2013):

Andy D. Bryant, age 63 Brian M. Krzanich, age 53

• 2012 – present, Chairman of the Board • 2013 – present, Chief Executive Officer

• 2011 – 2012, Vice Chairman of the Board, Executive
VP, Technology, Manufacturing and
Enterprise Services, Chief Administrative
Officer

• 2012 – 2013, Executive VP, Chief Operating Officer

• 2010 – 2012, Senior VP, GM, Manufacturing and Supply
Chain

• 2009 – 2011, Executive VP, Technology, Manufacturing,
and Enterprise Services, Chief
Administrative Officer

• 2006 – 2010, VP, GM, Assembly and Test

• Joined Intel in 1982

• 2007 – 2009, Executive VP, Finance and Enterprise
Services, Chief Administrative Officer

A. Douglas Melamed, age 68

• 2009 – present, Senior VP, General Counsel

• 2001 – 2007, Executive VP, Chief Financial and
Enterprise Services Officer

• 2001 – 2009, Partner, Wilmer Cutler Pickering Hale and
Dorr LLP

• Member of Intel Corporation Board of Directors • Joined Intel in 2009

• Member of Columbia Sportswear Company Board of 
Directors Stacy J. Smith, age 51

• Member of McKesson Corporation Board of Directors • 2012 – present, Executive VP, Chief Financial Officer

• Joined Intel in 1981 • 2010 – 2012, Senior VP, Chief Financial Officer

• 2007 – 2010, VP, Chief Financial Officer

William M. Holt, age 61 • 2006 – 2007, VP, Assistant Chief Financial Officer

• 2013 – present, Executive VP, GM, Technology and
Manufacturing Group

• 2004 – 2006, VP, Finance and Enterprise Services,
Chief Information Officer

• 2006 – 2013, Senior VP, GM, Technology and
Manufacturing Group

• Member of Autodesk, Inc. Board of Directors

• Member of Gevo, Inc. Board of Directors

• 2005 – 2006, VP, Co-GM, Technology and
Manufacturing Group

• Joined Intel in 1988

• Joined Intel in 1974 Arvind Sodhani, age 59

• 2007 – present, Executive VP, President of Intel Capital

Renee J. James, age 49 • 2005 – 2007, Senior VP, President of Intel Capital

• 2013 – present, President • Joined Intel in 1981

• 2012 – 2013, Executive VP, GM, Software and Services
Group

• 2005 – 2012, Senior VP, GM, Software and Services
Group

• 2002 – 2005, VP, Developer Programs

• Member of Vodafone Group plc Board of Directors

• Joined Intel in 1988

Thomas M. Kilroy, age 56

• 2013 – present, Executive VP, GM, Sales and Marketing
Group

• 2010 – 2013, Senior VP, GM, Sales and Marketing
Group

• 2009 – 2010, VP, GM, Sales and Marketing Group

• 2005 – 2009, VP, GM, Digital Enterprise Group

• Joined Intel in 1990
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ITEM 1A. RISK FACTORS

Changes in product demand may harm our financial results and are hard to predict.
If product demand decreases, our revenue and profit could be harmed. Important factors that could cause demand 

for our products to decrease include changes in:

• business conditions, including downturns in the computing industry, regional economies, and the overall 

economy;

• consumer confidence or income levels caused by changes in market conditions, including changes in 

government borrowing, taxation, or spending policies; the credit market; or expected inflation, employment, and 

energy or other commodity prices;

• the level of customers’ inventories;

• competitive and pricing pressures, including actions taken by competitors;

• customer product needs;

• market acceptance of our products and maturing product cycles; and

• the technology supply chain, including supply constraints caused by natural disasters or other events.

Our operations have high costs—including costs related to facility construction and equipment, R&D, and 

employment and training of a highly skilled workforce—that are either fixed or difficult to reduce in the short term. At 

the same time, demand for our products is highly variable and, in recent years, we have experienced declining 

orders in the traditional PC market segment, which has been negatively impacted by the growth in ultra-mobile 

devices such as tablets and smartphones. If product demand decreases or we fail to forecast demand accurately, 

we could be required to write off inventory or record excess capacity charges, which would lower our gross margin. 

Our manufacturing or assembly and test capacity could be underutilized, and we may be required to write down our 

long-lived assets, which would increase our expenses. Factory-planning decisions may shorten the useful lives of 

facilities and equipment and cause us to accelerate depreciation. If product demand increases, we may be unable 

to add capacity fast enough to meet market demand. Our revenue and gross margin percentage can also be 

affected by the timing of our product introductions and related expenses, including marketing expenses. Changes in 

product demand, and changes in our customers’ product needs, could negatively affect our competitive position and 

may reduce our revenue, increase our costs, lower our gross margin percentage, or require us to write down our 

assets.

We operate in highly competitive industries, and our failure to anticipate and respond to technological and 
market developments could harm our ability to compete.
We operate in highly competitive industries that experience rapid technological and market developments, changes 

in industry standards, changes in customer needs, and frequent product introductions and improvements. If we are 

unable to anticipate and respond to these developments, we might weaken our competitive position, and our 

products or technologies might be uncompetitive or obsolete. As computing market segments emerge, such as 

smartphones, tablets, and consumer electronics devices, we face new sources of competition and customers with 

needs different from those of customers in the PC market segment. Some of our competitors are pursuing a vertical 

integration strategy, incorporating their SoC solutions into the smartphones and tablets they offer, which could make 

it less likely that they will adopt our SoC solutions. To be successful, we need to cultivate new industry relationships 

in these market segments. As the number and variety of Internet-connected devices increase, we need to 

continuously improve the cost, connectivity, integration, features, energy efficiency, and security of our platforms, 

among other things, to succeed in these market segments. In addition, we need to expand our software capabilities 

to provide customers with comprehensive computing solutions. 

To compete successfully, we must maintain a successful R&D effort, develop new products and production 

processes, and improve our existing products and processes ahead of competitors. For example, we invest 

substantially in our network of manufacturing, assembly and test facilities, including the construction of new 

fabrication facilities to support smaller transistor geometries and larger wafers. Our R&D efforts are critical to our 

success and are aimed at solving complex problems, and we do not expect all of our projects to be successful. We 

may be unable to develop and market new products successfully, and the products we invest in and develop may 

not be well received by customers. Our R&D investments may not generate significant operating income or 

contribute to our future operating results for several years and such contributions may not meet our expectations or 

even cover the costs of such investments. Additionally, the products and technologies offered by others may affect 

demand for or pricing of our products. These types of events could negatively affect our competitive position and 

may reduce revenue, increase costs, lower gross margin percentage, or require us to impair our assets. 
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Changes in the mix of products sold may harm our financial results.
Because of the wide price differences of platform average selling prices among our data center, PC client, and 

Other IA platforms, a change in the mix of platforms among these market segments may impact our revenue and 

gross margin. For example, our PC client platforms that are incorporated in notebook and desktop computers tend 

to have lower average selling prices and gross margin than our data center platforms that are incorporated in 

servers, workstations and storage products. Therefore, if there is less demand for our data center platforms, and a 

resulting mix shift to our PC client platforms, our gross margins and revenue would decrease. Also, more recently 

introduced products tend to have higher costs because of initial development costs and lower production volumes 

relative to the previous product generation, which can impact gross margin.

Our global operations subject us to risks that may harm our results of operations and financial condition.
We have sales offices, R&D, manufacturing, assembly and test facilities, and other facilities in many countries, and 

some business activities may be concentrated in one or more geographic areas. As a result, our ability to 

manufacture, assemble and test, design, develop, or sell products may be affected by:

• security concerns, such as armed conflict and civil or military unrest, crime, political instability, and terrorist 

activity;

• natural disasters and health concerns;

• inefficient and limited infrastructure and disruptions, such as supply chain interruptions and large-scale outages 

or interruptions of service from utilities, transportation, or telecommunications providers;

• restrictions on our operations by governments seeking to support local industries, nationalization of our 

operations, and restrictions on our ability to repatriate earnings;

• differing employment practices and labor issues; and

• local business and cultural factors that differ from our normal standards and practices, including business 

practices that we are prohibited from engaging in by the Foreign Corrupt Practices Act (FCPA) and other anti-

corruption laws and regulations.

Legal and regulatory requirements differ among jurisdictions worldwide. Violations of these laws and regulations 

could result in fines; criminal sanctions against us, our officers, or our employees; prohibitions on the conduct of our 

business; and damage to our reputation. Although we have policies, controls, and procedures designed to ensure 

compliance with these laws, our employees, contractors, or agents may violate our policies.

Although most of our sales occur in U.S. dollars, expenses such as payroll, utilities, tax, and marketing expenses 

may be paid in local currencies. We also conduct certain investing and financing activities in local currencies. Our 

hedging programs reduce, but do not eliminate, the impact of currency exchange rate movements; therefore, 

changes in exchange rates could harm our results of operations and financial condition. Changes in tariff and import 

regulations and in U.S. and non-U.S. monetary policies may harm our results of operations and financial condition 

by increasing our expenses and reducing revenue. Differing tax rates in various jurisdictions could harm our results 

of operations and financial condition by increasing our overall tax rate.

We maintain a program of insurance coverage for a variety of property, casualty, and other risks. We place our 

insurance coverage with multiple carriers in numerous jurisdictions. However, one or more of our insurance 

providers may be unable or unwilling to pay a claim. The types and amounts of insurance we obtain vary depending 

on availability, cost, and decisions with respect to risk retention. The policies have deductibles and exclusions that 

result in us retaining a level of self-insurance. Losses not covered by insurance may be large, which could harm our 

results of operations and financial condition.

Failure to meet our production targets, resulting in undersupply or oversupply of products, may harm our 
business and results of operations.
Production of integrated circuits is a complex process. Disruptions in this process can result from errors, difficulties 

in our development and implementation of new processes, defects in materials, disruptions in our supply of 

materials or resources, and disruptions at our fabrication and assembly and test facilities due to accidents, 

maintenance issues, or unsafe working conditions—all of which could affect the timing of production ramps and 

yields. We may not be successful or efficient in developing or implementing new production processes. Production 

issues may result in our failure to meet or increase production as desired, resulting in higher costs or large 

decreases in yields, which could affect our ability to produce sufficient volume to meet product demand. The 

unavailability or reduced availability of products could make it more difficult to deliver computing platforms. The 

occurrence of these events could harm our business and results of operations.
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We may have difficulties obtaining the resources or products we need for manufacturing, assembling and 
testing our products, or operating other aspects of our business, which could harm our ability to meet 
demand and increase our costs.
We have thousands of suppliers providing materials that we use in production and other aspects of our business, 

and where possible, we seek to have several sources of supply for all of those materials. However, we may rely on 

a single or a limited number of suppliers, or upon suppliers in a single location, for these materials. The inability of 

suppliers to deliver adequate supplies of production materials or other supplies could disrupt our production 

processes or make it more difficult for us to implement our business strategy. Production could be disrupted by the 

unavailability of resources used in production, such as water, silicon, electricity, gases, and other materials. Future 

environmental regulations could restrict the supply or increase the cost of materials that we use in our business and 

make it more difficult to obtain permits to build or modify manufacturing capacity to meet demand. The unavailability 

or reduced availability of materials or resources may require us to reduce production or incur additional costs. The 

occurrence of these events could harm our business and results of operations.

Costs related to product defects and errata may harm our results of operations and business.
Costs of product defects and errata (deviations from published specifications) due to, for example, problems in our 

design and manufacturing processes, could include:

• writing off the value of inventory;

• disposing of products that cannot be fixed;

• recalling products that have been shipped;

• providing product replacements or modifications; and

• defending against litigation.

These costs could be large and may increase expenses and lower gross margin. Our reputation with customers or 

end users could be damaged as a result of product defects and errata, and product demand could be reduced. The 

announcement of product defects and errata could cause customers to purchase products from competitors as a 

result of possible shortages of Intel components or for other reasons. These factors could harm our business and 

financial results.

Third parties might attempt to gain unauthorized access to our network or seek to compromise our 
products and services, which could damage our reputation and financial results.
We regularly face attempts by others to gain unauthorized access through the Internet or to introduce malicious 

software to our IT systems. Additionally, malicious hackers may attempt to gain unauthorized access and corrupt the 

processes of hardware and software products that we manufacture and services we provide. These attempts might 

be the result of industrial or other espionage or actions by hackers seeking to harm our company, our products and 

services, or users of our products and services. Due to the widespread use of our products and due to the high 

profile of our McAfee subsidiary, we or our products and services are a frequent target of computer hackers and 

organizations that intend to sabotage, take control of, or otherwise corrupt our manufacturing or other processes, 

products and services. We are also a target of malicious attackers who attempt to gain access to our network or 

data centers or those of our customers or end users; steal proprietary information related to our business, products, 

employees and customers; or interrupt our systems and services or those of our customers or others. We believe 

such attempts are increasing in number and in technical sophistication. These attacks are sometimes successful; 

and in some instances, we, our customers, and the users of our products and services might be unaware of an 

incident or its magnitude and effects. We seek to detect and investigate such attempts and incidents and to prevent 

their recurrence where practicable through changes to our internal processes and tools and/or changes or patches 

to our products and services, but in some cases preventive and remedial action might not be successful. Such 

attacks, whether successful or unsuccessful, could result in our incurring costs related to, for example, rebuilding 

internal systems, reduced inventory value, providing modifications to our products and services, defending against 

litigation, responding to regulatory inquiries or actions, paying damages, or taking other remedial steps with respect 

to third parties. Publicity about vulnerabilities and attempted or successful incursions could damage our reputation 

with customers or users and reduce demand for our products and services.
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We may be subject to theft, loss or misuse of personal data about us or our employees, customers or other 
third parties, which could increase our expenses, damage our reputation or result in litigation.
Global privacy legislation, enforcement, and policy activity are rapidly expanding and creating a complex 

compliance environment. The theft, loss, or misuse of personal data collected, used, stored, or transferred by us to 

run our business could result in increased security costs or costs related to defending legal claims. Costs to comply 

with and implement privacy-related and data protection measures could be significant. Our failure to comply with 

federal, state, or international privacy-related or data protection laws and regulations could result in proceedings 

against us by governmental entities or others.

Third parties may claim infringement of IP rights, which could harm our business.
We may face IP rights infringement claims from individuals and companies, including those who have acquired 

patent portfolios to assert claims against other companies. We are engaged in a number of litigation matters 

involving IP rights. Claims that our products or processes infringe the IP rights of others could cause us to incur 

large costs to respond to, defend, and resolve the claims, and they may divert the efforts and attention of 

management and technical personnel. As a result of IP rights infringement claims, we could:

• pay monetary damages for infringement claims;

• stop manufacturing, using, selling, offering to sell or importing products or technology subject to infringement 

claims;

• develop other products or technology not subject to infringement claims, which could be time-consuming, costly 

or impossible; or

• license technology from the party claiming infringement, which license may not be available on commercially 

reasonable terms.

These actions could harm our competitive position, result in expenses, or require us to impair our assets. If we alter 

or stop production of affected items, our revenue could be harmed.

We may be unable to enforce or protect our IP rights, which may harm our ability to compete and may harm 
our business.
Our ability to enforce our patents, copyrights, software licenses, and other IP rights is subject to general litigation 

risks, as well as uncertainty as to the enforceability of our IP rights in various countries. When we seek to enforce 

our rights, we are often subject to claims that the IP rights are invalid, not enforceable, or licensed to the opposing 

party. Our assertion of IP rights often results in the other party seeking to assert claims against us, which could 

harm our business. Governments may adopt regulations—and governments or courts may render decisions—

requiring compulsory licensing of IP rights, or governments may require products to meet standards that serve to 

favor local companies. Our inability to enforce our IP rights under these circumstances may harm our competitive 

position and business.

We may be subject to IP theft or misuse, which could result in claims against us and harm our business and 
results of operations.
The theft or unauthorized use or publication of our trade secrets and other confidential business information could 

harm our competitive position and reduce acceptance of our products; the value of our investment in R&D, product 

development, and marketing could be reduced. In addition, the theft or unauthorized use or publication of third party 

trade secrets and other confidential business information that we obtain in conducting our business might lead to 

third-party claims against us related to the loss of the confidential or proprietary information or end-user data. Any 

such incidents and claims could severely disrupt our business, and we could suffer losses, including the cost of 

product recalls and returns and reputational harm.

Our licenses with other companies and participation in industry initiatives may allow competitors to use 
our patent rights.
Companies in the computing industry often bilaterally license patents between each other to settle disputes or as 

part of business agreements between them. Our competitors may have licenses to our patents, and under current 

case law, some of the licenses may permit these competitors to pass our patent rights on to others under some 

circumstances. Our participation in industry standards organizations or with other industry initiatives may require us 

to license our patents to companies that adopt industry-standard specifications. Depending on the rules of the 

organization, we might have to grant these licenses to our patents for little or no cost, and as a result, we may be 

unable to enforce certain patents against others, our costs of enforcing our licenses or protecting our patents may 

increase, and the value of our IP rights may be impaired. In addition, we may not be able to obtain licenses on fair, 

reasonable and non-discriminatory terms to patents asserted to be essential to standards that we implement in our 

products.
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Litigation or regulatory proceedings could harm our business.
We may face legal claims or regulatory matters involving stockholder, consumer, competition, and other issues on a 

global basis. As described in “Note 26: Contingencies” in Part II, Item 8 of this Form 10-K, we are engaged in a 

number of litigation and regulatory matters. Litigation and regulatory proceedings are inherently uncertain, and 

adverse rulings could occur, including monetary damages, or an injunction stopping us from manufacturing or 

selling products, engaging in business practices, or requiring other remedies, such as compulsory licensing of 

patents.

We face risks related to sales through distributors and other third parties.
We sell a portion of our products through third parties such as distributors, value-added resellers, OEMs, Internet 

service providers, and channel partners (collectively referred to as distributors). Using third parties for distribution 

exposes us to many risks, including competitive pressure, concentration, credit risk, and compliance risks. 

Distributors may sell products that compete with our products, and we may need to provide financial and other 

incentives to focus distributors on the sale of our products. We may rely on one or more key distributors for a 

product, and the loss of these distributors could reduce our revenue. Distributors may face financial difficulties, 

including bankruptcy, which could harm our collection of accounts receivable and financial results. Violations of 

FCPA or similar laws by distributors or other third-party intermediaries could have a material impact on our 

business. Failing to manage risks related to our use of distributors may reduce sales, increase expenses, and 

weaken our competitive position.

We face risks related to sales to government entities.
We derive a portion of our revenue from sales to government entities and their respective agencies. Government 

demand and payment for our products may be affected by public sector budgetary cycles and funding 

authorizations. Government contracts are subject to oversight, including special rules on accounting, expenses, 

reviews, and security. Failing to comply with these rules could result in civil and criminal penalties and sanctions, 

including termination of contracts, fines and suspensions, or debarment from future government business.

We invest in companies for strategic reasons and may not realize a return on our investments.
We make investments in companies around the world to further our strategic objectives and support key business 

initiatives. These investments include equity or debt instruments of public or private companies, and many of these 

instruments are non-marketable at the time of our initial investment. Companies range from early-stage companies 

that are still defining their strategic direction to more mature companies with established revenue streams and 

business models. The companies in which we invest may fail because they are unable to secure additional funding, 

obtain favorable terms for future financings, or participate in liquidity events such as public offerings, mergers, and 

private sales. If any of these companies fail, we could lose all or part of our investment. If we determine that an 

other-than-temporary decline in the fair value exists for an investment, we write down the investment to its fair value 

and recognize a loss, impacting gains (losses) on equity investments, net. 

Our results of operations could vary as a result of the methods, estimates, and judgments that we use in 
applying accounting policies.
The methods, estimates, and judgments that we use in applying accounting policies have a large impact on our 

results of operations. For more information, see “Critical Accounting Estimates” in Part II, Item 7 of this Form 10-K. 

These methods, estimates, and judgments are subject to large risks, uncertainties, and assumptions, and changes 

could affect our results of operations.

Changes in our effective tax rate may harm our results of operations.
A number of factors may increase our effective tax rates, which could reduce our net income, including:

• the jurisdictions in which profits are determined to be earned and taxed;

• the resolution of issues arising from tax audits;

• changes in the valuation of our deferred tax assets and liabilities, and in deferred tax valuation allowances;

• adjustments to income taxes upon finalization of tax returns;

• increases in expenses not deductible for tax purposes, including write-offs of acquired in-process research and 

development and impairments of goodwill;

• changes in available tax credits;

• changes in tax laws or their interpretation, including changes in the U.S. to the taxation of non-U.S income and 

expenses;

• changes in U.S. generally accepted accounting principles; and

• our decision to repatriate non-U.S. earnings for which we have not previously provided for U.S. taxes.
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Decisions about the scope of operations of our business could affect our results of operations and 
financial condition.
Changes in the business environment could lead to changes in the scope of our operations, resulting in 

restructuring and asset impairment charges in addition to those announced in the last twelve months. Factors that 

could affect our results of operations and financial condition due to a change in the scope of our operations include:

• timing and execution of plans and programs subject to local labor law requirements, including consultation with 

work councils;

• changes in assumptions related to severance and postretirement costs;

• divestitures;

• new business initiatives and changes in product roadmap, development, and manufacturing;

• changes in employment levels and turnover rates;

• changes in product demand and the business environment; and

• changes in the fair value of long-lived assets.

Our acquisitions, divestitures, and other transactions could disrupt our ongoing business and harm our 
results of operations.
In pursuing our business strategy, we routinely conduct discussions, evaluate opportunities, and enter into 

agreements for possible investments, acquisitions, divestitures, and other transactions, such as joint ventures. 

Acquisitions and other transactions involve large challenges and risks, including risks that:

• we may be unable to identify opportunities on terms acceptable to us;

• the transaction may not advance our business strategy;

• we may not realize a satisfactory return;

• we may be unable to retain key personnel;

• we may experience difficulty in integrating new employees, business systems, and technology;

• acquired businesses may not have adequate controls, processes, and procedures to ensure compliance with 

laws and regulations, and our due diligence process may not identify compliance issues or other liabilities;

• we may have difficulty entering new market segments; or

• we may be unable to retain the customers and partners of acquired businesses.

When we decide to sell assets or a business, we may have difficulty selling on acceptable terms in a timely manner, 

and the agreed-upon terms and financing arrangements could be renegotiated due to changes in business or 

market conditions. These circumstances could delay the achievement of our strategic objectives or cause us to 

incur added expense, or we may sell a business at a price or on terms that are less favorable than we had 

anticipated, resulting in a loss on the transaction.

If we do enter into agreements with respect to acquisitions, divestitures, or other transactions, we may fail to 

complete them due to factors such as:

• failure to obtain regulatory or other approvals;

• IP disputes or other litigation; or

• difficulties obtaining financing for the transaction.

Our failure to comply with environmental laws and regulations could harm our business and results of 
operations.
The manufacturing and assembly and test of our products require the use of hazardous materials that are subject to 

a broad array of EHS laws and regulations. Our failure to comply with these laws or regulations could result in:

• regulatory penalties, fines, and legal liabilities;

• suspension of production;

• alteration of our fabrication and assembly and test processes; 

• reputational challenges; and

• restrictions on our operations or sales.

Our failure to manage the use, transportation, emissions, discharge, storage, recycling, or disposal of hazardous 

materials could lead to increased costs or future liabilities. Environmental laws and regulations could also require us 

to acquire pollution abatement or remediation equipment, modify product designs, or incur other expenses. Many 

new materials that we are evaluating for use in our operations may be subject to regulation under environmental 

laws and regulations. These restrictions could harm our business and results of operations by increasing our 

expenses or requiring us to alter manufacturing and assembly and test processes.
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In addition, the SEC has adopted disclosure rules for companies that use conflict minerals (commonly referred to as 

tantalum, tin, tungsten, and gold) in their products, with substantial supply chain verification requirements in the 

event that the materials come from the DRC or adjoining countries. The European Union and other foreign 

jurisdictions may in the future also enact rules regarding conflict minerals, which could potentially cover additional 

minerals or locations where minerals originate. Due to the complexity of our supply chain, we may face reputational 

challenges with our customers, stockholders and other stakeholders if we are unable to sufficiently verify the origins 

of the conflict minerals used in our products.

Climate change poses both regulatory and physical risks that could harm our results of operations and 
affect the way we conduct business.
In addition to the possible direct economic impact that climate change could have on us, climate change mitigation 

programs and regulations can increase our costs. The cost of perfluorocompounds (PFCs)—a gas that we use in 

manufacturing—could increase under some climate-change-focused emissions trading programs that may be 

imposed through regulation. If the use of PFCs is prohibited, we would need to obtain substitute materials that may 

cost more or be less available for our manufacturing operations. Air-quality permit requirements for our 

manufacturing operations could become more burdensome and cause delays in our ability to modify or build 

additional manufacturing capacity. Under recently adopted greenhouse gas regulations in the U.S., many of our 

manufacturing facilities have become “major” sources under the Clean Air Act. At a minimum, this change in status 

results in some uncertainty as the EPA adopts guidance on its greenhouse gas regulations. Due to the dynamic 

nature of our operations, these regulations will likely result in increased costs for our U.S. operations. These cost 

increases could be associated with new air pollution control requirements, and increased or new monitoring, 

recordkeeping, and reporting of greenhouse gas emissions. We also see the potential for higher energy costs driven 

by climate change regulations. Our costs could increase if utility companies pass on their costs, such as those 

associated with carbon taxes, emission cap and trade programs, or renewable portfolio standards. While we 

maintain business recovery plans that are intended to allow us to recover from natural disasters or other events that 

can be disruptive to our business, we cannot be sure that our plans will fully protect us from all such disasters or 

events. Many of our operations are located in semi-arid regions, such as Israel and the southwestern U.S. Some 

scenarios predict that these regions may become even more vulnerable to prolonged droughts due to climate 

change.

In order to compete, we must attract, retain, and motivate key employees, and our failure to do so could 
harm our results of operations.
In order to compete, we must attract, retain, and motivate executives and other key employees. Hiring and retaining 

qualified executives, scientists, engineers, technical staff, and sales representatives are critical to our business, and 

competition for experienced employees in the semiconductor industry can be intense. To help attract, retain, and 

motivate qualified employees, we use share-based incentive awards such as employee stock options and non-

vested share units (restricted stock units). If the value of such stock awards does not appreciate as measured by 

the performance of the price of our common stock, or if our share-based compensation otherwise ceases to be 

viewed as a valuable benefit, our ability to attract, retain, and motivate employees could be weakened, which could 

harm our results of operations.

A number of factors could lower interest and other, net harming our results of operations.
Factors that could lower interest and other, net in our consolidated statements of income include changes in fixed-

income, equity, and credit markets; foreign currency exchange rates; interest rates; credit standing of financial 

instrument counterparties; our cash and investment balances; and our indebtedness.

There are inherent limitations on the effectiveness of our controls. 
We do not expect that our disclosure controls or our internal control over financial reporting will prevent or detect all 

error and all fraud. A control system, no matter how well designed and operated, can provide only reasonable, not 

absolute, assurance that the control system’s objectives will be met. The design of a control system must reflect the 

fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. 

Further, because of the inherent limitations in all control systems, no evaluation of controls can provide absolute 

assurance that misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if 

any, have been detected. The design of any system of controls is based in part on certain assumptions about the 

likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals 

under all potential future conditions. Projections of any evaluation of the effectiveness of controls to future periods 

are subject to risks. Over time, controls may become inadequate because of changes in conditions or deterioration 

in the degree of compliance with policies or procedures.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 2. PROPERTIES

As of December 28, 2013, our major facilities consisted of:

(Square Feet in Millions)
United
States

Other
Countries Total

Owned facilities
1 

29.9 16.7 46.6

Leased facilities
2 

2.3 6.0 8.3

Total facilities 32.2 22.7 54.9
1 Leases on portions of the land used for these facilities expire on varying dates through 2062.
2 Leases expire on varying dates through 2028 and generally include renewals at our option.

Our principal executive offices are located in the U.S. and a significant amount of our wafer fabrication activities are 

also located in the U.S. In addition to our current facilities, we are building a development fabrication facility in 

Oregon which began R&D start-up in 2013. We expect that this new facility will allow us to widen our process 

technology lead. We also completed construction of a large-scale fabrication building in Arizona in 2013, which is 

currently not in use and is not being depreciated. We recently announced that we plan to delay equipment 

installation in this building and leverage existing fabrication facilities, reserving this new facility for additional 

capacity and future technologies. Outside the U.S., we have wafer fabrication facilities in Israel, China, and Ireland. 

Our fabrication facility in Ireland is currently transitioning to a newer process technology node, with manufacturing 

expected to recommence in 2015. Our assembly and test facilities are located in Malaysia, China, Costa Rica, and 

Vietnam. In addition, we have sales and marketing offices worldwide that are generally located near major 

concentrations of customers.

We believe that the facilities described above are suitable and adequate for our present purposes and that the 

productive capacity in our facilities is substantially being utilized or we have plans to utilize it.

We do not identify or allocate assets by operating segment. For information on net property, plant and equipment by 

country, see “Note 27: Operating Segments and Geographic Information” in Part II, Item 8 of this Form 10-K.

ITEM  3. LEGAL PROCEEDINGS

For a discussion of legal proceedings, see “Note 26: Contingencies” in Part II, Item 8 of this Form 10-K.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

Table of Contents



25

PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND 
ISSUER PURCHASES OF EQUITY SECURITIES

Information regarding the principal U.S. market in which Intel common stock is traded, including the market price 

range of Intel common stock and dividend information, can be found in “Financial Information by Quarter 

(Unaudited)” in Part II, Item 8 of this Form 10-K.

As of February 7, 2014, there were approximately 144,000 registered holders of record of Intel’s common stock. A 

substantially greater number of holders of Intel common stock are “street name” or beneficial holders, whose shares 

of record are held by banks, brokers, and other financial institutions.

Issuer Purchases of Equity Securities
We have an ongoing authorization, originally approved by our Board of Directors in October 2005, and subsequently 

amended, to repurchase up to $45 billion in shares of our common stock in open market purchases or negotiated 

transactions. As of December 28, 2013, $3.2 billion remained available for repurchase under the existing 

repurchase authorization limit.

Common stock repurchase activity under our publicly announced stock repurchase plan during each quarter of 

2013 was as follows:

Period

Total Number of
Shares Purchased

(In Millions)
Average Price
Paid Per Share

Dollar Value of
Shares That May
Yet Be Purchased

(In Millions)

December 30, 2012 – March 30, 2013 25.2 $ 21.13 $ 4,799

March 31, 2013 – June 29, 2013 23.3 $ 23.58 $ 4,249

June 30, 2013 – September 28, 2013 23.6 $ 22.79 $ 3,713

September 29, 2013 – December 28, 2013 22.0 $ 24.02 $ 3,185
Total 94.1 $ 22.83

Common stock repurchase activity under our publicly announced stock repurchase plan during the fourth quarter of 

2013 was as follows:

Period

Total Number of
Shares Purchased

(In Millions)
Average Price
Paid Per Share

Dollar Value of
Shares That May
Yet Be Purchased
Under the Plans

(In Millions)

September 29, 2013 – October 26, 2013 6.4 $ 23.16 $ 3,565

October 27, 2013 – November 23, 2013 6.7 $ 24.30 $ 3,402

November 24, 2013 – December 28, 2013 8.9 $ 24.43 $ 3,185
Total 22.0 $ 24.02

In our consolidated financial statements, we also treat shares withheld for tax purposes on behalf of our employees 

in connection with the vesting of restricted stock units as common stock repurchases because they reduce the 

number of shares that would have been issued upon vesting. These withheld shares are not considered common 

stock repurchases under our authorized common stock repurchase plan and accordingly are not included in the 

common stock repurchase totals in the preceding table. 

For further discussion, see “Note 20: Common Stock Repurchases” in Part II, Item 8 of this Form 10-K.
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Stock Performance Graph
The line graph that follows compares the cumulative total stockholder return on our common stock with the 

cumulative total return of the Dow Jones U.S. Technology Index* and the Standard & Poor’s S&P 500* Index for the 

five years ended December 28, 2013. The graph and table assume that $100 was invested on December 26, 2008 

(the last day of trading for the fiscal year ended December 27, 2008) in each of our common stock, the Dow Jones 

U.S. Technology Index, and the S&P 500 Index, and that all dividends were reinvested. Cumulative total stockholder 

returns for our common stock, the Dow Jones U.S. Technology Index, and the S&P 500 Index are based on our 

fiscal year.

Comparison of Five-Year Cumulative Return for Intel,
the Dow Jones U.S. Technology Index*, and the S&P 500* Index

   2008 2009 2010 2011 2012 2013

Intel Corporation $ 100 $ 148 $ 157 $ 191 $ 163 $ 214

Dow Jones U.S. Technology Index $ 100 $ 170 $ 191 $ 191 $ 209 $ 270

S&P 500 Index $ 100 $ 132 $ 151 $ 154 $ 175 $ 236
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ITEM 6. SELECTED FINANCIAL DATA

(Dollars in Millions, Except Per Share Amounts) 2013 2012 2011 2010 2009

Net revenue $ 52,708 $ 53,341 $ 53,999 $ 43,623 $ 35,127

Gross margin $ 31,521 $ 33,151 $ 33,757 $ 28,491 $ 19,561

Gross margin percentage 59.8% 62.1% 62.5% 65.3% 55.7%

Research and development (R&D) $ 10,611 $ 10,148 $ 8,350 $ 6,576 $ 5,653

Marketing, general and administrative
(MG&A) $ 8,088 $ 8,057 $ 7,670 $ 6,309 $ 7,931

R&D and MG&A as percentage of revenue 35.5% 34.1% 29.7% 29.5% 38.7%

Operating income $ 12,291 $ 14,638 $ 17,477 $ 15,588 $ 5,711

Net income $ 9,620 $ 11,005 $ 12,942 $ 11,464 $ 4,369

Earnings per common share

Basic $ 1.94 $ 2.20 $ 2.46 $ 2.06 $ 0.79

Diluted $ 1.89 $ 2.13 $ 2.39 $ 2.01 $ 0.77

Weighted average diluted common shares
outstanding 5,097 5,160 5,411 5,696 5,645

Dividends per common share

Declared $ 0.90 $ 0.87 $ 0.7824 $ 0.63 $ 0.56

Paid $ 0.90 $ 0.87 $ 0.7824 $ 0.63 $ 0.56

Net cash provided by operating activities $ 20,776 $ 18,884 $ 20,963 $ 16,692 $ 11,170

Additions to property, plant and equipment $ 10,711 $ 11,027 $ 10,764 $ 5,207 $ 4,515

Repurchase of common stock $ 2,440 $ 5,110 $ 14,340 $ 1,736 $ 1,762

Payment of dividends to stockholders $ 4,479 $ 4,350 $ 4,127 $ 3,503 $ 3,108

(Dollars in Millions) Dec. 28, 2013 Dec. 29, 2012 Dec. 31, 2011 Dec. 25, 2010 Dec. 26, 2009

Property, plant and equipment, net $ 31,428 $ 27,983 $ 23,627 $ 17,899 $ 17,225

Total assets $ 92,358 $ 84,351 $ 71,119 $ 63,186 $ 53,095

Long-term debt $ 13,165 $ 13,136 $ 7,084 $ 2,077 $ 2,049

Stockholders’ equity $ 58,256 $ 51,203 $ 45,911 $ 49,430 $ 41,704

Employees (in thousands) 107.6 105.0 100.1 82.5 79.8

During the third quarter of 2013, management approved and communicated several restructuring actions including 

targeted workforce reductions as well as exit of certain businesses and facilities. For further information, see "Note 

13: Restructuring and Asset Impairment Charges" in Part II, Item 8 of this Form 10-K.

In 2011, we acquired McAfee and the Wireless Solutions (WLS) business of Infineon Technologies AG, which 

operates as part of our Multi-Comm and Phone Group operating segments. For further information, see “Note 8: 

Acquisitions” in Part II, Item 8 of this Form 10-K.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 
OF OPERATIONS

Our Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) is provided in 

addition to the accompanying consolidated financial statements and notes to assist readers in understanding our 

results of operations, financial condition, and cash flows. MD&A is organized as follows:

• Overview. Discussion of our business and overall analysis of financial and other highlights affecting the 

company in order to provide context for the remainder of MD&A.

• Critical Accounting Estimates. Accounting estimates that we believe are most important to understanding the 

assumptions and judgments incorporated in our reported financial results and forecasts.

• Results of Operations. An analysis of our financial results comparing 2013 to 2012 and comparing 2012 to 

2011.

• Liquidity and Capital Resources. An analysis of changes in our balance sheets and cash flows, and discussion 

of our financial condition and potential sources of liquidity.

• Fair Value of Financial Instruments. Discussion of the methodologies used in the valuation of our financial 

instruments.

• Contractual Obligations and Off-Balance-Sheet Arrangements. Overview of contractual obligations, contingent 

liabilities, commitments, and off-balance-sheet arrangements outstanding as of December 28, 2013, including 

expected payment schedule.

The various sections of this MD&A contain a number of forward-looking statements that involve a number of risks 

and uncertainties. Words such as “anticipates,” “expects,” “intends,” “plans,” “believes,” “seeks,” “estimates,” 

“continues,” “may,” “will,” “should,” and variations of such words and similar expressions are intended to identify 

such forward-looking statements. In addition, any statements that refer to projections of our future financial 

performance, our anticipated growth and trends in our businesses, uncertain events or assumptions, and other 

characterizations of future events or circumstances are forward-looking statements. Such statements are based on 

our current expectations and could be affected by the uncertainties and risk factors described throughout this filing 

and particularly in “Risk Factors” in Part I, Item 1A of this Form 10-K. Our actual results may differ materially, and 

these forward-looking statements do not reflect the potential impact of any divestitures, mergers, acquisitions, or 

other business combinations that had not been completed as of February 14, 2014.

Overview
Our results of operations for each period were as follows:

   Three Months Ended Twelve Months Ended
(Dollars in Millions, Except Per Share
Amounts)

Dec. 28,
2013

Sept. 28,
2013 Change

Dec. 28,
2013

Dec. 29,
2012 Change

Net revenue $ 13,834 $ 13,483 $ 351 $ 52,708 $ 53,341 $ (633)

Gross margin $ 8,571 $ 8,414 $ 157 $ 31,521 $ 33,151 $ (1,630)

Gross margin percentage 62.0% 62.4% (0.4)% 59.8% 62.1% (2.3)%

Operating income $ 3,549 $ 3,504 $ 45 $ 12,291 $ 14,638 $ (2,347)

Net income $ 2,625 $ 2,950 $ (325) $ 9,620 $ 11,005 $ (1,385)

Diluted earnings per common share $ 0.51 $ 0.58 $ (0.07) $ 1.89 $ 2.13 $ (0.24)

Revenue for 2013 was down 1% from 2012. PCCG experienced lower platform unit sales in the first half of the year, 

but saw offsetting growth in the back half as the PC market began to show signs of stabilization. DCG continued to 

benefit from the build out of Internet cloud computing and the strength of our product portfolio resulting in increased 

platform volumes for DCG for the year. Higher factory start-up costs for our next-generation 14nm process 

technology led to a decrease in gross margin compared to 2012. In response to the current business environment 

and to better align resources, management approved several restructuring actions including targeted workforce 

reductions as well as the exit of certain businesses and facilities. These actions resulted in restructuring and asset 

impairment charges of $240 million for 2013.
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Our Q4 2013 revenue of $13.8 billion was up 3% from Q3 2013. The sequential increase was a result of 

stabilization in the PC market which generated 3% higher platform unit sales for PCCG. Gross margin remained flat 

sequentially as lower platform unit costs were offset by higher factory start-up costs for our 14nm process 

technology. The platform unit cost decline is attributable to our 22nm process technology coming down the cost 

curve as we ramp the 4th generation Intel Core processor family products in multiple fabrication facilities. 

In 2013, we introduced many new product technologies across all of our businesses. Our product launches included 

the 4th generation Intel Core processor family, Intel Xeon 22nm processors, and Intel Atom microarchitecture 

platforms. As 2013 progressed, we shifted our focus and investment strategy in order to increase our cadence for 

bringing innovative products to market. One example is the announcement of Intel Quark SoC which is an ultra-low 

power and cost architecture designed for the Internet of Things, from industrial machines to future wearable 

devices. 

The cash generation from our business remained strong with cash from operations of $20.8 billion in 2013. We 

ended the year with an investment portfolio of $20.1 billion, which consisted of cash and cash equivalents, short-

term investments, and trading assets. We returned $4.5 billion to stockholders through dividends and repurchased 

$2.1 billion of common stock through our common stock repurchase program. We purchased $10.7 billion in capital 

assets as we continued making investments in new architectures and product offerings. In January 2014, the Board 

of Directors declared a cash dividend of $0.225 per common share to be paid in Q1 2014.

Looking ahead to 2014, we expect revenue and gross margin to remain flat. We believe our product offerings and 

architectures will enable innovation and allow for future growth in the PC market through all-in-ones, 2 in 1s, 

convertibles and detachables. The launch of new low-power, high-performance products will continue to expand our 

footprint in tablets and our Internet of Things business. We also continue to make progress with the industry’s first 

14nm manufacturing process and our second generation 3-D transistors (code-named “Broadwell”). Our second 

generation 3-D transistors will begin production in Q1 2014 and is expected to launch in the second half of 2014. As 

we continue to align resources to focus on tablets, low-power SoCs, and the data center, we will also streamline our 

overall investment position in order to hold spending flat for the year. 

Our Business Outlook for Q1 2014 and full-year 2014 includes, where applicable, our current expectations for 

revenue, gross margin percentage, spending (R&D plus MG&A), and capital expenditures. We will keep our most 

current Business Outlook publicly available on our Investor Relations web site www.intc.com. This Business Outlook 

is not incorporated by reference in this Form 10-K. We expect that our corporate representatives will, from time to 

time, meet publicly or privately with investors and others, and may reiterate the forward-looking statements 

contained in the Business Outlook or in this Form 10-K. 

The statements in the Business Outlook and forward-looking statements in this Form 10-K are subject to revision 

during the course of the year in our quarterly earnings releases and SEC filings and at other times. The forward-

looking statements in the Business Outlook will be effective through the close of business on March 14, 2014, 

unless updated earlier. From the close of business on March 14, 2014, until our quarterly earnings release is 

published, currently scheduled for April 15, 2014, we will observe a “quiet period.” During the quiet period, the 

Business Outlook and other forward-looking statements first published in our Form 8-K filed on January 16, 2014, 

and other forward-looking statements disclosed in the company's news releases and filings with the SEC, as 

reiterated or updated as applicable in this Form 10-K, should be considered historical, speaking as of prior to the 

quiet period only and not subject to update. During the quiet period, our representatives will not comment on our 

Business Outlook or our financial results or expectations. The exact timing and duration of the routine quiet period, 

and any others that we utilize from time to time, may vary at our discretion.
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Critical Accounting Estimates
The methods, estimates, and judgments that we use in applying our accounting policies have a significant impact 

on the results that we report in our consolidated financial statements. Some of our accounting policies require us to 

make difficult and subjective judgments, often as a result of the need to make estimates regarding matters that are 

inherently uncertain. Our most critical accounting estimates include:

• the valuation of non-marketable equity investments and the determination of other-than-temporary impairments, 

which impact gains (losses) on equity investments, net when we record impairments;

• the assessment of recoverability of long-lived assets (property, plant and equipment; goodwill; and identified 

intangibles), which impacts gross margin or operating expenses when we record asset impairments or 

accelerate their depreciation or amortization;

• the recognition and measurement of current and deferred income taxes (including the measurement of 

uncertain tax positions), which impact our provision for taxes;

• the valuation of inventory, which impacts gross margin; and

• the recognition and measurement of loss contingencies, which impact gross margin or operating expenses 

when we recognize a loss contingency, revise the estimate for a loss contingency, or record an asset 

impairment.

In the following section, we discuss these policies further, as well as the estimates and judgments involved.

Non-Marketable Equity Investments
We regularly invest in non-marketable equity instruments of private companies, which range from early-stage 

companies that are often still defining their strategic direction to more mature companies with established revenue 

streams and business models. The carrying value of our non-marketable equity investment portfolio, excluding 

equity derivatives, totaled $2.3 billion as of December 28, 2013 ($2.2 billion as of December 29, 2012).

Our non-marketable equity investments are recorded using the cost method or the equity method of accounting, 

depending on the facts and circumstances of each investment. Our non-marketable equity investments are 

classified within other long-term assets on the consolidated balance sheets.

Non-marketable equity investments are inherently risky, and their success depends on product development, 

market acceptance, operational efficiency, and other key business factors. The companies could fail or not be able 

to raise additional funds when needed, or they may receive lower valuations with less favorable investment terms 

than previous financings. These events could cause our investments to become impaired. In addition, financial 

market volatility could negatively affect our ability to realize value in our investments through liquidity events such as 

initial public offerings, mergers, and private sales. For further information about our investment portfolio risks, see 

“Risk Factors” in Part I, Item 1A of this Form 10-K.

We determine the fair value of our non-marketable equity investments portfolio quarterly for disclosure purposes; 

however, the investments are recorded at fair value only if an impairment charge is recognized. We determine the 

fair value of our non-marketable equity investments using the market and income approaches. The market 

approach includes the use of financial metrics and ratios of comparable public companies, such as projected 

revenue, earnings, and comparable performance multiples. The selection of comparable companies requires 

management judgment and is based on a number of factors, including comparable companies’ sizes, growth rates, 

industries, and development stages. The income approach includes the use of a discounted cash flow model, which 

requires significant estimates regarding the investees' revenue, costs, and discount rates based on the risk profile of 

comparable companies. Estimates of revenue and costs are developed using available market, historical, and 

forecast data. The valuation of these non-marketable equity investments also takes into account variables such as 

conditions reflected in the capital markets, recent financing activities by the investees, the investees’ capital 

structures, the terms of the investees’ issued interests, and the lack of marketability of the investments.
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For non-marketable equity investments, the measurement of fair value requires significant judgment and includes 

quantitative and qualitative analysis of identified events or circumstances that impact the fair value of the 

investment, such as:

• the investee’s revenue and earnings trends relative to pre-defined milestones and overall business prospects;

• the technological feasibility of the investee’s products and technologies;

• the general market conditions in the investee’s industry or geographic area, including adverse regulatory and 

economic changes;

• factors related to the investee’s ability to remain in business, such as the investee’s liquidity, debt ratios, and the 

rate at which the investee is using its cash; and

• the investee’s receipt of additional funding at a lower valuation.

If the fair value of an investment is below our carrying value, we determine whether the investment is other-than-

temporarily impaired based on our quantitative and qualitative analysis, which includes assessing the severity and 

duration of the impairment and the likelihood of recovery before disposal. If the investment is considered to be 

other-than-temporarily impaired, we write down the investment to its fair value. Impairments of non-marketable 

equity investments were $112 million in 2013 ($104 million in 2012 and $63 million in 2011).

Long-Lived Assets

Property, Plant and Equipment

We assess property, plant and equipment for impairment when events or changes in circumstances indicate that the 

carrying value of the assets or the asset grouping may not be recoverable. Factors that we consider in deciding 

when to perform an impairment review include significant under-performance of a business or product line in 

relation to expectations, significant negative industry or economic trends, and significant changes or planned 

changes in our use of the assets. We measure the recoverability of assets that we will continue to use in our 

operations by comparing the carrying value of the asset grouping to our estimate of the related total future 

undiscounted net cash flows. If an asset grouping’s carrying value is not recoverable through the related 

undiscounted cash flows, the asset grouping is considered to be impaired. We measure the impairment by 

comparing the difference between the asset grouping’s carrying value and its fair value. Property, plant and 

equipment is considered a non-financial asset and is recorded at fair value only if an impairment charge is 

recognized.

Impairments are determined for groups of assets related to the lowest level of identifiable independent cash flows. 

Due to our asset usage model and the interchangeable nature of our semiconductor manufacturing capacity, we 

must make subjective judgments in determining the independent cash flows that can be related to specific asset 

groupings. In addition, as we make manufacturing process conversions and other factory planning decisions, we 

must make subjective judgments regarding the remaining useful lives of assets, primarily process-specific 

semiconductor manufacturing tools and building improvements. When we determine that the useful lives of assets 

are shorter than we had originally estimated, we accelerate the rate of depreciation over the assets’ new, shorter 

useful lives. Based on our analysis, impairments and accelerated depreciation of our property, plant, and equipment 

was $172 million in 2013 ($73 million in 2012 and $100 million in 2011).

Goodwill

Goodwill is recorded when the purchase price for an acquisition exceeds the estimated fair value of the net tangible 

and identified intangible assets acquired. Goodwill is allocated to our reporting units based on relative fair value of 

the future benefit of the purchased operations to our existing business units as well as the acquired business unit. 

Reporting units may be operating segments as a whole or an operation one level below an operating segment, 

referred to as a component. Our reporting units are consistent with the operating segments identified in “Note 27: 

Operating Segments and Geographic Information” in Part II, Item 8 of this Form 10-K.

We perform an annual impairment assessment in the fourth quarter of each year, or more frequently if indicators of 

potential impairment exist, to determine whether it is more likely than not that the fair value of a reporting unit in 

which goodwill resides is less than its carrying value. For reporting units in which this assessment concludes that it 

is more likely than not that the fair value is more than its carrying value, goodwill is not considered impaired and we 

are not required to perform the two-step goodwill impairment test. Qualitative factors considered in this assessment 

include industry and market considerations, overall financial performance, and other relevant events and factors 

affecting the reporting unit.
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For reporting units in which the impairment assessment concludes that it is more likely than not that the fair value is 

less than its carrying value, we perform the first step of the goodwill impairment test, which compares the fair value 

of the reporting unit to its carrying value. If the fair value of the reporting unit exceeds the carrying value of the net 

assets assigned to that unit, goodwill is not considered impaired and we are not required to perform additional 

analysis. If the carrying value of the net assets assigned to the reporting unit exceeds the fair value of the reporting 

unit, then we must perform the second step of the goodwill impairment test to determine the implied fair value of the 

reporting unit’s goodwill. If we determine during the second step that the carrying value of a reporting unit’s goodwill 

exceeds its implied fair value, we record an impairment loss equal to the difference.

Determining the fair value of a reporting unit involves the use of significant estimates and assumptions. Our goodwill 

impairment test uses a weighting of the income method and the market method to estimate a reporting unit’s fair 

value. The income method is based on a discounted future cash flow approach that uses the following reporting unit 

estimates: revenue, based on assumed market segment growth rates and our assumed market segment share; 

estimated costs; and appropriate discount rates based on a reporting unit's weighted average cost of capital as 

determined by considering the observable weighted average cost of capital of comparable companies. Our 

estimates of market segment growth, our market segment share, and costs are based on historical data, various 

internal estimates, and a variety of external sources. These estimates are developed as part of our routine long-

range planning process. The same estimates are also used in planning for our long-term manufacturing and 

assembly and test capacity needs as part of our capital budgeting process, and for long-term and short-term 

business planning and forecasting. We test the reasonableness of the inputs and outcomes of our discounted cash 

flow analysis against available comparable market data. The market method is based on financial multiples of 

comparable companies and applies a control premium. A reporting unit’s carrying value represents the assignment 

of various assets and liabilities, excluding certain corporate assets and liabilities, such as cash, investments, and 

debt.

For the annual impairment assessment in 2013, we determined that for each of our reporting units with significant 

amounts of goodwill, it was more likely than not that the fair value of the reporting units exceeded the carrying 

value. As a result, we concluded that performing the first step of the goodwill impairment test was not necessary for 

those reporting units. During the fourth quarter of each of the prior three fiscal years, we have completed our annual 

impairment assessments and concluded that goodwill was not impaired in any of these years.

Identified Intangibles

We make judgments about the recoverability of purchased finite-lived intangible assets whenever events or 

changes in circumstances indicate that an impairment may exist. Recoverability of finite-lived intangible assets is 

measured by comparing the carrying amount of the asset to the future undiscounted cash flows that the asset is 

expected to generate. We perform an annual impairment assessment in the fourth quarter of each year for 

indefinite-lived intangible assets, or more frequently if indicators of potential impairment exist, to determine whether 

it is more likely than not that the carrying value of the assets may not be recoverable. Recoverability of indefinite-

lived intangible assets is measured by comparing the carrying amount of the asset to the future discounted cash 

flows that the asset is expected to generate. If we determine that an individual asset is impaired, the amount of any 

impairment is measured as the difference between the carrying value and the fair value of the impaired asset.

The assumptions and estimates used to determine future values and remaining useful lives of our intangible and 

other long-lived assets are complex and subjective. They can be affected by various factors, including external 

factors such as industry and economic trends, and internal factors such as changes in our business strategy and 

our forecasts for specific product lines. Based on our impairment assessment, we recognized impairment charges 

of $17 million in 2013 ($21 million in 2012 and $10 million in 2011).

Income Taxes
We must make estimates and judgments in determining the provision for taxes for financial statement purposes. 

These estimates and judgments occur in the calculation of tax credits, benefits, and deductions, and in the 

calculation of certain tax assets and liabilities that arise from differences in the timing of recognition of revenue and 

expense for tax and financial statement purposes, as well as the interest and penalties related to uncertain tax 

positions. Significant changes in these estimates may result in an increase or decrease to our tax provision in a 

subsequent period.
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We must assess the likelihood that we will be able to recover our deferred tax assets. If recovery is not more likely 

than not, we must increase our provision for taxes by recording a valuation allowance against the deferred tax 

assets that we estimate will not ultimately be recoverable. We believe that we will ultimately recover the deferred tax 

assets recorded on our consolidated balance sheets. However, should a change occur in our ability to recover our 

deferred tax assets, our tax provision would increase in the period in which we determined that the recovery is not 

more likely than not. Recovery of a portion of our deferred tax assets is impacted by management’s plans with 

respect to holding or disposing of certain investments; therefore, changes in management’s plans with respect to 

holding or disposing of investments could affect our future provision for taxes.

We recognize liabilities for uncertain tax positions based on a two-step process. The first step is to evaluate the tax 

position for recognition by determining whether the weight of available evidence indicates that it is more likely than 

not that the position will be sustained on audit, including resolution of related appeals or litigation processes, if any. 

If we determine that a tax position will more likely than not be sustained on audit, the second step requires us to 

estimate and measure the tax benefit as the largest amount that is more than 50% likely to be realized upon 

ultimate settlement. We consider many factors when evaluating and estimating our tax positions and tax benefits, 

which may require periodic adjustments and may not accurately forecast actual outcomes. Determining whether an 

uncertain tax position is effectively settled requires judgment. Such a change in recognition or measurement would 

result in the recognition of a tax benefit or an additional charge to the tax provision.

We have not recognized U.S. deferred income taxes on certain undistributed non-U.S. earnings because we plan to 

indefinitely reinvest such earnings outside the U.S. Remittances of non-U.S. earnings are based on estimates and 

judgments of projected cash flow needs as well as the working capital and investment requirements of our non-U.S. 

and U.S. operations. Material changes in our estimates of cash, working capital, and investment needs in the 

various jurisdictions could require repatriation of indefinitely reinvested non-U.S. earnings, which would be subject 

to U.S. income taxes and applicable non-U.S. income and withholding taxes.

Inventory
Intel has a product development lifecycle that corresponds with substantive engineering milestones. These 

engineering milestones are regularly and consistently applied in assessing the point at which our activities, and 

associated costs, change in nature from R&D to cost of sales. In order for a product to be manufactured in high 

volumes and sold to our customers under our standard warranty, it must meet our rigorous technical quality 

specifications. This milestone is known as product release qualification (PRQ). We have identified PRQ as the point 

at which the costs incurred to manufacture our products are included in the valuation of inventory. 

To determine which costs can be included in the valuation of inventory, we must determine normal capacity at our 

manufacturing and assembly and test facilities, based on historical loadings compared to total available capacity. If 

the factory loadings are below the established normal capacity level, a portion of our manufacturing overhead costs 

would not be included in the cost of inventory; therefore, it would be recognized as cost of sales in that period, 

which would negatively impact our gross margin. We refer to these costs as excess capacity charges. Excess 

capacity charges were $319 million in 2013 ($540 million in 2012 and $46 million in 2011).

Inventory is valued at the lower of cost or market based upon assumptions about future demand and market 

conditions. Product-specific facts and circumstances reviewed in the inventory valuation process include a review of 

our customer base, the stage of the product life cycle of our products, consumer confidence, customer acceptance 

of our products, and an assessment of selling price in relation to product cost. If the estimated market value of the 

inventory is less than the carrying value, we write down the inventory and record the difference as a charge to cost 

of sales.

The valuation of inventory also requires us to estimate obsolete and excess inventory as well as inventory that is 

not of saleable quality. The demand forecast is utilized in the development of our short-term manufacturing plans to 

enable consistency between inventory valuation and build decisions. The estimate of future demand is compared to 

work-in-process and finished goods inventory levels to determine the amount, if any, of obsolete or excess 

inventory. If our demand forecast for specific products is greater than actual demand and we fail to reduce 

manufacturing output accordingly, we could be required to write off inventory, which would negatively impact our 

gross margin.
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Loss Contingencies
We are subject to various legal and administrative proceedings and asserted and potential claims, as well as 

accruals related to repair or replacement of parts in connection with product errata and product warranties that arise 

in the ordinary course of business. An estimated loss from such contingencies is recognized as a charge to income 

if it is probable that a liability has been incurred and the amount of the loss can be reasonably estimated. Disclosure 

of a loss contingency is required if there is at least a reasonable possibility that a material loss has been incurred. 

The outcomes of legal and administrative proceedings and claims, and the estimation of product warranties and 

asset impairments, are subject to significant uncertainty. Significant judgment is required in both the determination 

of probability and the determination as to whether a loss is reasonably estimable. With respect to estimating the 

losses associated with repairing and replacing parts in connection with product errata, we make judgments with 

respect to the return rates to our customers, our customers' return rates, and the costs to repair or replace parts. At 

least quarterly, we review the status of each significant matter, and we may revise our estimates. These revisions 

could have a material impact on our results of operations and financial position.

Accounting Changes
For a description of accounting changes, see “Note 3: Accounting Changes” in Part II, Item 8 of this Form 10-K.

Results of Operations
Certain consolidated statements of income data as a percentage of net revenue for each period were as follows:

   2013 2012 2011

(Dollars in Millions, Except Per Share Amounts) Dollars
% of Net
Revenue Dollars

% of Net
Revenue Dollars

% of Net
Revenue

Net revenue $ 52,708 100.0 % $ 53,341 100.0% $ 53,999 100.0%
Cost of sales 21,187 40.2 % 20,190 37.9% 20,242 37.5%

Gross margin 31,521 59.8 % 33,151 62.1% 33,757 62.5%
Research and development 10,611 20.1 % 10,148 19.0% 8,350 15.4%

Marketing, general and administrative 8,088 15.3 % 8,057 15.1% 7,670 14.2%

Restructuring and asset impairment
charges 240 0.5 % — —% — —%

Amortization of acquisition-related
intangibles 291 0.6 % 308 0.6% 260 0.5%

Operating income 12,291 23.3 % 14,638 27.4% 17,477 32.4%
Gains (losses) on equity investments, net 471 0.9 % 141 0.3% 112 0.2%

Interest and other, net (151) (0.3)% 94 0.2% 192 0.3%

Income before taxes 12,611 23.9 % 14,873 27.9% 17,781 32.9%
Provision for taxes 2,991 5.7 % 3,868 7.3% 4,839 8.9%

Net income $ 9,620 18.3 % $ 11,005 20.6% $ 12,942 24.0%
Diluted earnings per common share $ 1.89 $ 2.13 $ 2.39

Our net revenue for 2013 decreased by $633 million, or 1%, compared to 2012. The PCCG and DCG platform unit 

sales decreased by 3%. Additionally, lower netbook platform and feature and entry phone component unit sales 

contributed to the decrease. These decreases were partially offset by higher PCCG and DCG platform average 

selling prices, which were up 2%, as well as higher ISG platform average selling prices.

Our overall gross margin dollars for 2013 decreased by $1.6 billion, or 5%, compared to 2012. The decrease was 

due in large part to $1.8 billion of higher factory start-up costs primarily for our next-generation 14nm process 

technology. To a lesser extent, lower overall revenue from our Other IA operating segments, primarily in our phone 

and mobile component businesses and netbook group, as well as lower PCCG and DCG platform revenue 

contributed to the decrease. These decreases were partially offset by higher ISG platform revenue, approximately 

$325 million of lower PCCG and DCG platform unit costs, and $221 million of lower excess capacity charges.
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Our overall gross margin percentage decreased to 59.8% in 2013 from 62.1% in 2012. The decrease in the gross 

margin percentage was primarily due to the gross margin percentage decrease in PCCG. We derived most of our 

overall gross margin dollars in 2013 and 2012 from the sale of platforms in the PCCG and DCG operating 

segments. 

Our net revenue for 2012, which included 52 weeks, decreased by $658 million, or 1%, compared to 2011, which 

included 53 weeks. The PCCG and DCG platform unit sales decreased 1% while average selling prices were 

unchanged. Additionally, lower netbook platform unit sales and Multi-Comm average selling prices, primarily 

discrete modems, contributed to the decrease. These decreases were partially offset by our McAfee operating 

segment, which we acquired in the Q1 2011. McAfee contributed $469 million of additional revenue in 2012 

compared to 2011.

Our overall gross margin dollars for 2012 decreased by $606 million, or 2%, compared to 2011. The decrease was 

due in large part to $494 million of excess capacity charges, as well as lower revenue from the PCCG and DCG 

platform. To a lesser extent, approximately $390 million of higher unit costs on the PCCG and DCG platform as well 

as lower netbook and Multi-Comm revenue contributed to the decrease. The decrease was partially offset by $643 

million of lower factory start-up costs as we transition from our 22nm process technology to R&D of our next-

generation 14nm process technology, as well as $422 million of charges recorded in 2011 to repair and replace 

materials and systems impacted by a design issue related to our Intel
®
 6 Series Express Chipset family. The 

decrease was also partially offset by the two additional months of results from our acquisition of McAfee, which 

occurred on February 28, 2011, contributing approximately $334 million of additional gross margin dollars in 2012 

compared to 2011. The amortization of acquisition-related intangibles resulted in a $557 million reduction to our 

overall gross margin dollars in 2012, compared to $482 million in 2011, primarily due to acquisitions completed in 

Q1 2011.

Our overall gross margin percentage in 2012 was flat from 2011 as higher excess capacity charges and higher unit 

costs on the PCCG and DCG platform were offset by lower factory start-up costs and no impact in 2012 for a design 

issue related to our Intel 6 Series Express Chipset family. We derived a substantial majority of our overall gross 

margin dollars in 2012 and 2011 from the sale of platforms in the PCCG and DCG operating segments.

PC Client Group
The revenue and operating income for the PCCG operating segment for each period were as follows:

(In Millions) 2013 2012 2011
Net revenue $ 33,039 $ 34,504 $ 35,624

Operating income $ 11,827 $ 13,106 $ 14,840

Net revenue for the PCCG operating segment decreased by $1.5 billion, or 4%, in 2013 compared to 2012. PCCG 

platform unit sales were down 3% primarily on softness in traditional PC demand during the first nine months of the 

year. The decrease in revenue was driven by lower notebook and desktop platform unit sales which were down 4% 

and 2%, respectively. PCCG platform average selling prices were flat, with 6% higher desktop platform average 

selling prices offset by 4% lower notebook platform average selling prices. 

Operating income decreased by $1.3 billion, or 10%, in 2013 compared to 2012, which was driven by $1.5 billion of 

lower gross margin, partially offset by $200 million of lower operating expenses. The decrease in gross margin was 

driven by $1.5 billion of higher factory start-up costs primarily on our next-generation 14nm process technology as 

well as lower PCCG platform revenue. These decreases were partially offset by approximately $520 million of lower 

PCCG platform unit costs, $260 million of lower excess capacity charges, and higher sell-through of previously non-

qualified units. 

Net revenue for the PCCG operating segment decreased by $1.1 billion, or 3%, in 2012 compared to 2011. PCCG 

revenue was negatively impacted by the growth of tablets as these devices compete with PCs for consumer sales. 

Platform average selling prices and unit sales decreased 2% and 1%, respectively. The decrease was driven by 6% 

lower notebook platform average selling prices and 5% lower desktop platform unit sales. These decreases were 

partially offset by a 4% increase in desktop platform average selling prices and a 2% increase in notebook platform 

unit sales.
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Operating income decreased by $1.7 billion, or 12%, in 2012 compared to 2011 driven by $644 million of lower 

gross margin and $1.1 billion of higher operating expenses. The decrease in gross margin was primarily due to 

lower platform revenue. Additionally, $457 million of higher excess capacity charges and approximately $350 million 

of higher platform unit costs contributed to the decrease. These decreases were partially offset by $785 million of 

lower factory start-up costs as we transition from manufacturing start-up costs related to our 22nm process 

technology to R&D of our next-generation 14nm process technology. Additionally, the first half of 2011 included 

$422 million of charges recorded to repair and replace materials and systems impacted by the design issue related 

to our Intel 6 Series Express Chipset family.

Data Center Group
The revenue and operating income for the DCG operating segment for each period were as follows:

(In Millions) 2013 2012 2011
Net revenue $ 11,238 $ 10,511 $ 9,911

Operating income $ 5,164 $ 5,020 $ 5,053

Net revenue for the DCG operating segment increased by $727 million, or 7%, in 2013 compared to 2012. DCG 

platform average selling prices and unit sales were up 4% and 3%, respectively. Our platform unit sales continued 

to benefit from growth in the Internet cloud computing and high performance computing market segments.

Operating income increased $144 million, or 3%, in 2013 compared to 2012 with $148 million of higher gross 

margin offset by higher operating expenses. Gross margin was positively impacted by higher platform revenue, 

partially offset by $274 million of higher factory start-up costs for our next-generation 14nm process technology, and 

approximately $190 million of higher DCG platform unit costs. 

Net revenue for the DCG operating segment increased by $600 million, or 6%, in 2012 compared to 2011. The 

increase in revenue was due to 6% higher platform average selling prices, slightly offset by 1% lower platform unit 

sales. Our platform average selling prices benefited from significant growth in the Internet cloud computing and high 

performance computing market segments. This was offset by weakness in the enterprise server market segment.

Operating income decreased by $33 million in 2012 compared to 2011 as $356 million of higher gross margin was 

more than offset by $389 million of higher operating expenses. The increase in gross margin was primarily due to 

higher platform revenue.

Other Intel Architecture Operating Segments
The revenue and operating income (loss) for the other Intel architecture operating segments, including ISG, Multi-

Comm, the Tablet Group, the Phone Group, the Service Provider Group, the Netbook Group, and the New Devices 

Group for each period were as follows:

(In Millions) 2013 2012 2011

Net revenue $ 4,092 $ 4,378 $ 5,005

Operating income (loss) $ (2,445) $ (1,377) $ (577)

Net revenue for the Other IA operating segments decreased by $286 million, or 7%, in 2013 compared to 2012. The 

decrease was primarily due to lower netbook platform, feature and entry phone components, and Multi-Comm unit 

sales. To a lesser extent, lower Multi-Comm average selling prices contributed to the decrease. These decreases 

were partially offset by higher ISG revenue on increased platform average selling prices. 

Operating results for the Other IA operating segments decreased by $1.1 billion in 2013 compared to 2012. The 

decline in operating results was primarily due to approximately $590 million of higher operating expenses in the 

Other IA operating segments on R&D investments in our smartphone and tablet products as well as higher cost of 

sales as we ramp our tablet business. Additionally, lower netbook platform and Multi-Comm revenue contributed to 

the decrease. These decreases were partially offset by higher ISG revenue. 
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Net revenue for the Other IA operating segments decreased by $627 million, or 13%, in 2012 compared to 2011. 

The decrease was primarily due to lower netbook platform unit sales and lower Multi-Comm average selling prices. 

To a lesser extent, lower netbook platform average selling prices contributed to the decrease. These decreases 

were partially offset by higher ISG platform average selling prices.

Operating results for the Other IA operating segments decreased by $800 million from an operating loss of $577 

million in 2011 to an operating loss of $1.4 billion in 2012. The decline in operating results was primarily due to 

lower netbook revenue and higher operating expenses in the Other IA operating segments. To a lesser extent, lower 

Multi-Comm revenue contributed to the decrease.

Software and Services Operating Segments
The revenue and operating income (loss) for the SSG operating segments, including McAfee, the Wind River 

Software Group, and the Software and Services Group, for each period were as follows:

(In Millions) 2013 2012 2011

Net revenue $ 2,502 $ 2,381 $ 1,870

Operating income (loss) $ 1 $ (11) $ (32)

Net revenue for the SSG operating segments increased by $121 million in 2013 compared to 2012. The increase 

was primarily driven by higher McAfee revenue.

The operating results for the SSG operating segments increased by $12 million in 2013 compared to 2012. The 

increase was primarily driven by higher McAfee revenue, partially offset by higher McAfee operating expenses.

Net revenue for the SSG operating segments increased by $511 million in 2012 compared to 2011. The increase 

was primarily due to two months of incremental revenue from McAfee of $469 million. McAfee was acquired on 

February 28, 2011.

The operating results for the SSG operating segments increased by $21 million in 2012 compared to 2011. The 

increase was primarily due to higher McAfee revenue, partially offset by higher McAfee operating expenses.

Operating Expenses
Operating expenses for each period were as follows:

(Dollars In Millions) 2013 2012 2011
Research and development (R&D) $ 10,611 $ 10,148 $ 8,350

Marketing, general and administrative (MG&A) $ 8,088 $ 8,057 $ 7,670

R&D and MG&A as percentage of net revenue 35% 34% 30%

Restructuring and asset impairment charges $ 240 $ — $ —

Amortization of acquisition-related intangibles $ 291 $ 308 $ 260

Research and Development. R&D spending increased by $463 million, or 5%, in 2013 compared to 2012. The 

increase was driven by higher investments in our products, primarily smartphones and tablets, as well higher 

compensation expenses due to annual salary increases. This increase was partially offset by lower process 

development costs as we transitioned from R&D to manufacturing for our 14nm process technology.

R&D spending increased by $1.8 billion, or 22%, in 2012 compared to 2011. The increase was driven by 

investments in our products for smartphones, tablets, Ultrabook devices, and data centers. Additionally, R&D 

spending increased due to higher process development costs for our 14nm process technology, higher 

compensation expenses mainly due to annual salary increases, additional expenses for acquisitions made in Q1 

2011, and higher costs related to the development of 450mm wafer technology.

Marketing, General and Administrative. MG&A expenses increased by $31 million in 2013 compared to 2012, and 

increased by $387 million, or 5%, in 2012 compared to 2011. The increase in 2012 compared to 2011 was primarily 

due to two additional months of McAfee expenses in 2012 and higher compensation expenses, due to annual salary 

increases as well as an increase in the number of employees.
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Restructuring and Asset Impairment Charges. In response to the current business environment, during 2013, 

management approved several restructuring actions including targeted workforce reductions as well as exit of 

certain businesses and facilities. These actions include the wind down of our 200mm wafer fabrication facility in 

Massachusetts, which we expect to cease production by the end of 2014. These targeted reductions will enable the 

company to better align our resources in areas providing the greatest benefit in the changing market. 

Restructuring and asset impairment charges for each period were as follows:

(In Millions) 2013 2012 2011

Employee severance and benefit arrangements $ 201 $ — $ —

Asset impairments 39 — —

Total restructuring and asset impairment charges $ 240 $ — $ —

The restructuring and asset impairment activity for 2013 was as follows: 

(In Millions)

Employee
Severance and

Benefits
Asset

Impairments Total

Accrued restructuring balance as of December 29, 2012 $ — $ — $ —

Additional accruals 195 39 234

Adjustments 6 — 6

Cash payments (18) — (18)

Non-cash settlements — (39) (39)

Accrued restructuring balance as of December 28, 2013 $ 183 $ — $ 183

We recorded the additional accruals and adjustments as restructuring and asset impairment charges in the 

consolidated statements of income within the “all other” operating segment. The charges incurred during 2013 

include $201 million related to employee severance and benefit arrangements, which impacted approximately 3,900 
employees. The accrued restructuring balance as of December 28, 2013, relates to employee severance and 

benefits which are expected to be paid within the next 12 months and was recorded as a current liability within 

accrued compensation and benefits in the consolidated balance sheets. 

We estimate that employee severance and benefit charges to date will result in gross annual savings of 

approximately $400 million, which will be realized within R&D, cost of sales, and MG&A. We began to realize these 

savings in Q4 2013 and expect to fully realize these savings by Q1 2015. 

We may incur additional charges in the future for employee severance and benefit arrangements, as well as facility-

related or other exit activities, as we continue to align our resources to meet the needs of the business.

Amortization of Acquisition-Related Intangibles. Amortization of acquisition-related intangibles decreased by $17 

million, or 6%, in 2013 compared to 2012 and increased by $48 million, or 18%, in 2012 compared to 2011. The 

increase in 2012 compared to 2011 was primarily due to the full year of amortization of intangibles in 2012 related to 

the acquisitions of McAfee and the WLS business of Infineon, both completed in Q1 2011. For further information, 

see “Note 8: Acquisitions” and “Note 11: Identified Intangible Assets” in Part II, Item 8 of this Form 10-K.
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Share-Based Compensation
Share-based compensation totaled $1.1 billion in 2013 ($1.1 billion in 2012 and $1.1 billion in 2011). Share-based 

compensation was included in cost of sales and operating expenses.

As of December 28, 2013, unrecognized share-based compensation costs and the weighted average periods over 

which the costs are expected to be recognized were as follows:

(Dollars in Millions)

Unrecognized
Share-Based

Compensation
Costs

Weighted
Average
Period

Stock options $ 75 1.1 years

Restricted stock units $ 1,625 1.2 years

As of December 28, 2013, there was $13 million in unrecognized share-based compensation costs related to the 

rights to acquire common stock under our stock purchase plan. We expect to recognize those costs over a period of 

approximately one and a half months.

Gains (Losses) on Equity Investments and Interest and Other
Gains (losses) on equity investments, net and interest and other, net for each period were as follows:

(In Millions) 2013 2012 2011

Gains (losses) on equity investments, net $ 471 $ 141 $ 112

Interest and other, net $ (151) $ 94 $ 192

We recognized higher net gains on equity investments in 2013 compared to 2012 due to higher gains on sales of 

equity investments, partially offset by lower gains on third-party merger transactions. Net gains on equity 

investments were higher in 2012 compared to 2011 due to lower equity method losses and higher gains on third-

party merger transactions, partially offset by lower gains on sales of equity investments.

Net gains on equity investments for 2013 included gains of $439 million on the sales of our interest in Clearwire 

Communications, LLC (Clearwire LLC) and our shares in Clearwire Corporation in Q3 2013. For further information 

on these transactions, see "Note 5: Cash and Investments" in Part II, Item 8 of this Form 10-K. Net gains on equity 

investments for 2011 included a gain of $150 million on the sale of shares in VMware, Inc. Our share of equity 

method investee losses recognized in 2011 was primarily related to Clearwire LLC ($145 million) and these losses 

reduced our carrying value in Clearwire LLC to zero.

We recognized an interest and other net loss in 2013 compared to a net gain in 2012. We recognized a net loss in 

2013 due to an increase in interest expense related to the issuance of our $6.2 billion aggregate principal amount of 

senior unsecured notes in Q4 2012. Additionally, in Q2 2012 we received proceeds from an insurance claim related 

to the floods in Thailand.

Interest and other, net decreased in 2012 compared to 2011, primarily due to a $164 million gain recognized upon 

formation of the Intel-GE Care Innovations, LLC (Care Innovations) joint venture in Q1 2011 and higher interest 

expense in 2012. 
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Provision for Taxes
Our provision for taxes and effective tax rate for each period were as follows:

(Dollars in Millions) 2013 2012 2011

Income before taxes $ 12,611 $ 14,873 $ 17,781

Provision for taxes $ 2,991 $ 3,868 $ 4,839

Effective tax rate 23.7% 26.0% 27.2%

The U.S. R&D tax credit was reenacted in January 2013 retroactive to the beginning of 2012. The majority of the 

decrease in our effective tax rate was driven by the recognition of the 2012 U.S R&D tax credit in Q1 2013. The 

effective tax rate was also positively impacted by the recognition of the 2013 impact of the U.S. R&D tax credit, 

partially offset by a lower percentage of our profits generated in lower tax jurisdictions in 2013 compared to 2012.

We generated a higher percentage of our profits from lower tax jurisdictions in 2012 compared to 2011, positively 

impacting our effective tax rate for 2012. This impact was partially offset by the U.S. R&D tax credit that was not 

reinstated during 2012.

Liquidity and Capital Resources

(Dollars in Millions)
Dec 28,

2013
Dec 29,

2012
Cash and cash equivalents, short-term investments, and marketable debt

instruments included in trading assets $ 20,087 $ 18,162

Other long-term investments, and reverse repurchase agreements with original
maturities greater than approximately three months $ 1,873 $ 543

Short-term and long-term debt $ 13,446 $ 13,448

Debt as percentage of stockholders’ equity 23.1% 26.3%

Table of Contents

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)



41

Sources and Uses of Cash 
(In Millions)
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In summary, our cash flows for each period were as follows:

(In Millions) 2013 2012 2011
Net cash provided by operating activities $ 20,776 $ 18,884 $ 20,963

Net cash used for investing activities (18,073) (14,060) (10,301)

Net cash used for financing activities (5,498) (1,408) (11,100)

Effect of exchange rate fluctuations on cash and cash equivalents (9) (3) 5

Net increase (decrease) in cash and cash equivalents $ (2,804) $ 3,413 $ (433)

Operating Activities
Cash provided by operating activities is net income adjusted for certain non-cash items and changes in certain 

assets and liabilities.

For 2013 compared to 2012, the $1.9 billion increase in cash provided by operating activities was due to changes in 

working capital, partially offset by lower net income in 2013. Income taxes paid, net of refunds, in 2013 compared to 

2012 were $1.1 billion lower due to lower income before taxes in 2013 and 2012 income tax overpayments.

Changes in assets and liabilities as of December 28, 2013, compared to December 29, 2012, included lower 

income taxes payable and receivable resulting from a reduction in taxes due in 2013, and lower inventories due to 

the sell-through of older-generation products, partially offset by the ramp of 4th generation Intel Core Processor 

family products.

For 2013, our three largest customers accounted for 44% of our net revenue (43% in 2012 and 2011), with Hewlett-

Packard Company accounting for 17% of our net revenue (18% in 2012 and 19% in 2011), Dell accounting for 15% 

of our net revenue (14% in 2012 and 15% in 2011), and Lenovo accounting for 12% of our net revenue (11% in 

2012 and 9% in 2011). These three customers accounted for 34% of our accounts receivable as of December 28, 

2013 (33% as of December 29, 2012).

For 2012 compared to 2011, the $2.1 billion decrease in cash provided by operating activities was due to lower net 

income and changes in our working capital, partially offset by adjustments for non-cash items. The adjustments for 

noncash items were higher due primarily to higher depreciation in 2012 compared to 2011, partially offset by 

increases in non-acquisition-related deferred tax liabilities as of December 31, 2011.

Investing Activities
Investing cash flows consist primarily of capital expenditures; investment purchases, sales, maturities, and 

disposals; as well as cash used for acquisitions.

The increase in cash used for investing activities in 2013 compared to 2012 was primarily due to an increase in 

purchases of available-for-sale investments and a decrease in maturities and sales of trading assets, partially offset 

by an increase in maturities and sales of available-for-sale investments and a decrease in purchases of licensed 

technology and patents. Our capital expenditures were $10.7 billion in 2013 ($11.0 billion in 2012 and $10.8 billion 

in 2011).

Cash used for investing activities increased in 2012 compared to 2011 primarily due to net purchases of available-

for-sale investments and trading assets in 2012, as compared to net maturities and sales of available-for-sale 

investments and trading assets in 2011, partially offset by a decrease in cash paid for acquisitions. Net purchases of 

available-for-sale investments in 2012 included our purchase of $3.2 billion of equity securities in ASML in Q3 2012. 

Financing Activities
Financing cash flows consist primarily of repurchases of common stock, payment of dividends to stockholders, 

issuance and repayment of long-term debt, and proceeds from the sale of shares through employee equity incentive 

plans.
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The increase in cash used for financing activities in 2013 compared to 2012 was primarily due to the issuance of 

long-term debt in 2012 and fewer repurchases of common stock under our authorized common stock repurchase 

program in 2013. We have an ongoing authorization, originally approved by our Board of Directors in October 2005, 

and subsequently amended, to repurchase up to $45 billion in shares of our common stock in the open market or 

negotiated transactions. During 2013, we repurchased $2.1 billion of common stock under our authorized common 

stock repurchase program compared to $4.8 billion in 2012. As of December 28, 2013, $3.2 billion remained 

available for repurchase under the existing repurchase authorization limit. We base our level of common stock 

repurchases on internal cash management decisions, and this level may fluctuate. Proceeds from the sale of shares 

through employee equity incentive plans totaled $1.6 billion in 2013 compared to $2.1 billion in 2012. Our total 

dividend payments were $4.5 billion in 2013 compared to $4.4 billion in 2012. We have paid a cash dividend in each 

of the past 85 quarters. In January 2014, our Board of Directors declared a cash dividend of $0.225 per common 

share for Q1 2014. The dividend is payable on March 1, 2014 to stockholders of record on February 7, 2014.

The decrease in cash used for financing activities in 2012 compared to 2011, was primarily due to fewer 

repurchases of common stock under our authorized common stock repurchase program and, to a lesser extent, the 

issuance of a higher amount of long-term debt in 2012 compared to 2011.

Liquidity
Cash generated by operations is our primary source of liquidity. We maintain a diverse investment portfolio that we 

continually analyze based on issuer, industry, and country. As of December 28, 2013, cash and cash equivalents, 

short-term investments, and marketable debt instruments included in trading assets totaled $20.1 billion ($18.2 

billion as of December 29, 2012). In addition to the $20.1 billion, we have $1.9 billion in other long-term 

investments, and reverse repurchase agreements with original maturities greater than approximately three months 

that we include when assessing our sources of liquidity. Most of our investments in debt instruments are in A/A2 or 

better rated issuances, and the majority of the issuances are rated AA-/Aa3 or better.

Our commercial paper program provides another potential source of liquidity. We have an ongoing authorization 

from our Board of Directors to borrow up to $3.0 billion, including through the issuance of commercial paper. 

Maximum borrowings under our commercial paper program during 2013 were $300 million, although no commercial 

paper remained outstanding as of December 28, 2013. Our commercial paper was rated A-1+ by Standard & Poor’s 

and P-1 by Moody’s as of December 28, 2013. We also have an automatic shelf registration statement on file with 

the SEC, pursuant to which we may offer an unspecified amount of debt, equity, and other securities. In 2012, we 

utilized this shelf registration statement and issued $6.2 billion aggregate principal amount of senior unsecured 

notes. The proceeds from the sale of these notes were used for general corporate purposes and to repurchase 

shares of our common stock pursuant to our authorized common stock repurchase program. For further information 

on the terms of the notes, see “Note 16: Borrowings” in Part II, Item 8 of this Form 10-K.

As of December 28, 2013, $11.3 billion of our cash and cash equivalents, short-term investments, and marketable 

debt instruments included in trading assets was held by our non-U.S. subsidiaries. Of the $11.3 billion held by our 

non-U.S. subsidiaries, approximately $2.1 billion was available for use in the U.S. without incurring additional U.S. 

income taxes in excess of the amounts already accrued in our financial statements as of December 28, 2013. The 

remaining amount of non-U.S. cash and cash equivalents, short-term investments, and marketable debt instruments 

included in trading assets has been indefinitely reinvested and, therefore, no U.S. current or deferred taxes have 

been accrued and this amount is earmarked for near-term investment in our operations outside the U.S. and future 

acquisitions of non-U.S. entities. We believe our U.S. sources of cash and liquidity are sufficient to meet our 

business needs in the U.S. and do not expect that we will need to repatriate the funds we have designated as 

indefinitely reinvested outside the U.S. Under current tax laws, should our plans change and we were to choose to 

repatriate some or all of the funds we have designated as indefinitely reinvested outside the U.S., such amounts 

would be subject to U.S. income taxes and applicable non-U.S. income and withholding taxes.

We believe that we have the financial resources needed to meet business requirements for the next 12 months, 

including capital expenditures for worldwide manufacturing and assembly and test; working capital requirements; 

and potential dividends, common stock repurchases, acquisitions, and strategic investments.
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Fair Value of Financial Instruments
When determining fair value, we consider the principal or most advantageous market in which we would transact, 

and we consider assumptions, such as an obligor’s credit risk, that market participants would use when pricing the 

asset or liability. For further information, see “Fair Value” in “Note 2: Accounting Policies” in Part II, Item 8 of this 

Form 10-K.

Marketable Debt Instruments
As of December 28, 2013, our assets measured and recorded at fair value on a recurring basis included $20.3 

billion of marketable debt instruments. Of these instruments, $7.2 billion was classified as Level 1, $13.0 billion as 

Level 2, and $59 million as Level 3.

Our balance of marketable debt instruments that are measured and recorded at fair value on a recurring basis and 

classified as Level 1 was classified as such due to the use of observable market prices for identical securities that 

are traded in active markets. We evaluate security-specific market data when determining whether the market for a 

debt security is active.

Of the $13.0 billion of marketable debt instruments measured and recorded at fair value on a recurring basis and 

classified as Level 2, approximately 60% was classified as Level 2 due to the use of a discounted cash flow model, 

and approximately 40% was classified as such due to the use of non-binding market consensus prices that were 

corroborated with observable market data.

Our marketable debt instruments that are measured and recorded at fair value on a recurring basis and classified 

as Level 3, are classified as such because the fair values are generally derived from discounted cash flow models, 

performed either by us or our pricing providers, using inputs that we are unable to corroborate with observable 

market data. We monitor and review the inputs and results of these valuation models to ensure the fair value 

measurements are reasonable and consistent with market experience in similar asset classes.

Loans Receivable and Reverse Repurchase Agreements
As of December 28, 2013, our assets measured and recorded at fair value on a recurring basis included $805 

million of loans receivable and $400 million of reverse repurchase agreements. All of these investments were 

classified as Level 2, as the fair value is determined using a discounted cash flow model with all significant inputs 

derived from or corroborated with observable market data.

Marketable Equity Securities
As of December 28, 2013, our assets measured and recorded at fair value on a recurring basis included $6.2 billion 

of marketable equity securities. All of these securities were classified as Level 1 because the valuations were based 

on quoted prices for identical securities in active markets. Our assessment of an active market for our marketable 

equity securities generally takes into consideration the number of days that each individual equity security trades 

over a specified period.
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Contractual Obligations
The following table summarizes our significant contractual obligations as of December 28, 2013:

   Payments Due by Period

(In Millions) Total
Less Than

1 Year 1–3 Years 3–5 Years
More Than

5 Years

Operating lease obligations $ 870 $ 208 $ 298 $ 166 $ 198

Capital purchase obligations
1 

5,503 5,375 125 — 3

Other purchase obligations and commitments
2 

1,859 772 744 307 36

Long-term debt obligations
3 

22,372 429 2,360 3,761 15,822

Other long-term liabilities
4, 5

1,496 569 663 144 120

Total6  $ 32,100 $ 7,353 $ 4,190 $ 4,378 $ 16,179

1 Capital purchase obligations represent commitments for the construction or purchase of property, plant and 
equipment. They were not recorded as liabilities on our consolidated balance sheets as of December 28, 
2013, as we had not yet received the related goods or taken title to the property.

2 Other purchase obligations and commitments include payments due under various types of licenses and 
agreements to purchase goods or services, as well as payments due under non-contingent funding 
obligations. Funding obligations include agreements to fund various projects with other companies.

3 Amounts represent principal and interest cash payments over the life of the debt obligations, including 
anticipated interest payments that are not recorded on our consolidated balance sheets. Any future settlement 
of convertible debt would impact our cash payments.

4 We are unable to reliably estimate the timing of future payments related to uncertain tax positions; therefore, 
$188 million of long-term income taxes payable has been excluded from the preceding table. However, long-
term income taxes payable, recorded on our consolidated balance sheets, included these uncertain tax 
positions, reduced by the associated federal deduction for state taxes and U.S. tax credits arising from non-
U.S. income taxes.

5 Amounts represent future cash payments to satisfy other long-term liabilities recorded on our consolidated 
balance sheets, including the short-term portion of these long-term liabilities. Expected required contributions 
to our U.S. and non-U.S. pension plans and other postretirement benefit plans of $62 million to be made 
during 2014 are also included; however, funding projections beyond 2014 are not practicable to estimate.

6 Total excludes contractual obligations already recorded on our consolidated balance sheets as current 
liabilities except for the short-term portions of long-term debt obligations and other long-term liabilities.

Contractual obligations for purchases of goods or services, included in other purchase obligations and commitments 

in the preceding table, include agreements that are enforceable and legally binding on Intel and that specify all 

significant terms, including fixed or minimum quantities to be purchased; fixed, minimum, or variable price 

provisions; and the approximate timing of the transaction. For obligations with cancellation provisions, the amounts 

included in the preceding table were limited to the non-cancelable portion of the agreement terms or the minimum 

cancellation fee.

We have entered into certain agreements for the purchase of raw materials that specify minimum prices and 

quantities based on a percentage of the total available market or based on a percentage of our future purchasing 

requirements. Due to the uncertainty of the future market and our future purchasing requirements, as well as the 

non-binding nature of these agreements, obligations under these agreements are not included in the preceding 

table. Our purchase orders for other products are based on our current manufacturing needs and are fulfilled by our 

vendors within short time horizons. In addition, some of our purchase orders represent authorizations to purchase 

rather than binding agreements.
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Contractual obligations that are contingent upon the achievement of certain milestones are not included in the 

preceding table. These obligations include milestone-based co-marketing agreements, contingent funding/payment 

obligations, and milestone-based equity investment funding. These arrangements are not considered contractual 

obligations until the milestone is met by the third party. During 2012, we entered into a series of agreements with 

ASML intended to accelerate the development of 450mm wafer technology and EUV lithography. Intel agreed to 

provide R&D funding totaling €829 million over five years and committed to advance purchase orders for a specified 

number of tools from ASML. Our remaining obligation, contingent upon ASML achieving certain milestones, is 

approximately €738 million, or $1.0 billion, as of December 28, 2013. As our obligation is contingent upon ASML 

achieving certain milestones, we have not included this obligation in the preceding table. 

For the majority of restricted stock units granted, the number of shares issued on the date the restricted stock units 

vest is net of the minimum statutory withholding requirements that we pay in cash to the appropriate taxing 

authorities on behalf of our employees. The obligation to pay the relevant taxing authority is not included in the 

preceding table, as the amount is contingent upon continued employment. In addition, the amount of the obligation 

is unknown, as it is based in part on the market price of our common stock when the awards vest.

The expected timing of payments of the obligations in the preceding table is estimated based on current 

information. Timing of payments and actual amounts paid may be different, depending on the time of receipt of 

goods or services, or changes to agreed-upon amounts for some obligations.

Off-Balance-Sheet Arrangements
As of December 28, 2013, we did not have any significant off-balance-sheet arrangements, as defined in Item 303

(a)(4)(ii) of SEC Regulation S-K.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are affected by changes in non-U.S. currency exchange rates, interest rates, and equity prices. All of the 

potential changes presented below are based on sensitivity analyses performed on our financial positions as of 

December 28, 2013, and December 29, 2012. Actual results may differ materially.

Currency Exchange Rates
In general, we economically hedge currency risks of non-U.S.-dollar-denominated investments in debt instruments 

and loans receivable with currency forward contracts or currency interest rate swaps. Gains and losses on these 

non-U.S.-currency investments are generally offset by corresponding losses and gains on the related hedging 

instruments.

Substantially all of our revenue is transacted in U.S. dollars. However, a significant amount of our operating 

expenditures and capital purchases is incurred in or exposed to other currencies, primarily the euro, the Japanese 

yen, and the Israeli shekel. We have established balance sheet and forecasted transaction currency risk 

management programs to protect against fluctuations in fair value and the volatility of the functional currency 

equivalent of future cash flows caused by changes in exchange rates. We generally utilize currency forward 

contracts in these hedging programs. These programs reduce, but do not eliminate, the impact of currency 

exchange movements. For further information, see “Risk Factors” in Part I, Item 1A of this Form 10-K. We 

considered the historical trends in currency exchange rates and determined that it was reasonably possible that a 

weighted average adverse change of 20% in currency exchange rates could be experienced in the near term. Such 

an adverse change, after taking into account balance sheet hedges only and offsetting recorded monetary asset 

and liability positions, would have resulted in an adverse impact on income before taxes of less than $40 million as 

of December 28, 2013 (less than $80 million as of December 29, 2012).

Interest Rates
We generally hedge interest rate risks of fixed-rate debt instruments with interest rate swaps. Gains and losses on 

these investments are generally offset by corresponding losses and gains on the related hedging instruments.

We are exposed to interest rate risk related to our investment portfolio and indebtedness. Our indebtedness 

includes our debt issuances and the liability associated with a long-term patent cross-license agreement with 

NVIDIA Corporation. The primary objective of our investments in debt instruments is to preserve principal while 

maximizing yields, which generally track the U.S. dollar three-month LIBOR. A hypothetical decrease in interest 

rates of up to 1.0% would have resulted in an increase in the fair value of our indebtedness of approximately $1.1 

billion as of December 28, 2013 (an increase of approximately $1.5 billion as of December 29, 2012). A hypothetical 

decrease in benchmark interest rates of up to 1.0%, after taking into account investment hedges, would have 

resulted in an increase in the fair value of our investment portfolio of approximately $10 million as of December 28, 

2013 (an increase of approximately $10 million as of December 29, 2012). The fluctuations in fair value of our 

investment portfolio and indebtedness reflect only the direct impact of the change in interest rates. Other economic 

variables, such as equity market fluctuations and changes in relative credit risk, could result in a significantly higher 

decline in the fair value of our net investment position. For further information on how credit risk is factored into the 

valuation of our investment portfolio and debt issuances, see “Note 4: Fair Value” in Part II, Item 8 of this Form 10-

K.

Equity Prices
Our investments include marketable equity securities and equity derivative instruments. We typically do not attempt 

to reduce or eliminate our equity market exposure through hedging activities at the inception of the investment. 

Before we enter into hedge arrangements, we evaluate legal, market, and economic factors, as well as the 

expected timing of disposal to determine whether hedging is appropriate. Our equity market risk management 

program may include equity derivatives with or without hedge accounting designation that utilize warrants, equity 

options, or other equity derivatives. 

We also utilize total return swaps to offset changes in liabilities related to the equity market risks of certain deferred 

compensation arrangements. Gains and losses from changes in fair value of these total return swaps are generally 

offset by the losses and gains on the related liabilities.
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As of December 28, 2013, the fair value of our marketable equity investments and our equity derivative instruments, 

including hedging positions, was $6.3 billion ($4.4 billion as of December 29, 2012). Our marketable equity 

investment in ASML was carried at a total fair market value of $5.9 billion, or 94% of our marketable equity portfolio, 

as of December 28, 2013. Our marketable equity method investments are excluded from our analysis, as the 

carrying value does not fluctuate based on market price changes unless an other-than-temporary impairment is 

deemed necessary. To determine reasonably possible decreases in the market value of our marketable equity 

investments, we have analyzed the historical market price sensitivity of our marketable equity investment portfolio. 

Assuming a loss of 25% in market prices, and after reflecting the impact of hedges and offsetting positions, the 

aggregate value of our marketable equity investments could decrease by approximately $1.6 billion, based on the 

value as of December 28, 2013 (a decrease in value of approximately $1.6 billion, based on the value as of 

December 29, 2012 using an assumed loss of 35%).

Many of the same factors that could result in an adverse movement of equity market prices affect our non-

marketable equity investments, although we cannot always quantify the impact directly. Financial markets are 

volatile, which could negatively affect the prospects of the companies we invest in, their ability to raise additional 

capital, and the likelihood of our ability to realize value in our investments through liquidity events such as initial 

public offerings, mergers, and private sales. These types of investments involve a great deal of risk, and there can 

be no assurance that any specific company will grow or become successful; consequently, we could lose all or part 

of our investment. Our non-marketable equity investments, excluding investments accounted for under the equity 

method, had a carrying amount of $1.3 billion as of December 28, 2013 ($1.2 billion as of December 29, 2012). The 

carrying amount of our non-marketable equity method investments was $1.0 billion as of December 28, 2013 ($1.0 

billion as of December 29, 2012). The majority of our non-marketable equity method investments balance as of 

December 28, 2013, was concentrated in our IMFT investment of $646 million ($642 million as of December 29, 

2012).
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INTEL CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

 
 

Three Years Ended December 28, 2013
(In Millions, Except Per Share Amounts) 2013 2012 2011

Net revenue $ 52,708 $ 53,341 $ 53,999
Cost of sales 21,187 20,190 20,242

Gross margin 31,521 33,151 33,757
Research and development 10,611 10,148 8,350

Marketing, general and administrative 8,088 8,057 7,670

Restructuring and asset impairment charges 240 — —

Amortization of acquisition-related intangibles 291 308 260

Operating expenses 19,230 18,513 16,280
Operating income 12,291 14,638 17,477
Gains (losses) on equity investments, net 471 141 112

Interest and other, net (151) 94 192

Income before taxes 12,611 14,873 17,781
Provision for taxes 2,991 3,868 4,839

Net income $ 9,620 $ 11,005 $ 12,942
Basic earnings per common share $ 1.94 $ 2.20 $ 2.46
Diluted earnings per common share $ 1.89 $ 2.13 $ 2.39
Weighted average common shares outstanding:

Basic 4,970 4,996 5,256
Diluted 5,097 5,160 5,411

See accompanying notes.
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INTEL CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

 
 

Three Years Ended December 28, 2013
(In Millions) 2013 2012 2011

Net income $ 9,620 $ 11,005 $ 12,942
Other comprehensive income, net of tax:

Change in net unrealized holding gains (losses) on available-for-
sale investments 1,181 470 (170)

Change in net deferred tax asset valuation allowance (26) (11) (99)

Change in net unrealized holding gains (losses) on derivatives (89) 85 (119)

Change in net prior service costs 18 — 4

Change in actuarial valuation 520 (172) (588)

Change in net foreign currency translation adjustment 38 10 (142)

Other comprehensive income (loss) 1,642 382 (1,114)
Total comprehensive income $ 11,262 $ 11,387 $ 11,828

See accompanying notes.
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INTEL CORPORATION
CONSOLIDATED BALANCE SHEETS

 
 

December 28, 2013, and December 29, 2012
(In Millions, Except Par Value) 2013 2012

Assets
Current assets:

Cash and cash equivalents $ 5,674 $ 8,478

Short-term investments 5,972 3,999

Trading assets 8,441 5,685

Accounts receivable, net of allowance for doubtful accounts of $38 ($38 in 2012) 3,582 3,833

Inventories 4,172 4,734

Deferred tax assets 2,594 2,117

Other current assets 1,649 2,512

Total current assets 32,084 31,358
Property, plant and equipment, net 31,428 27,983
Marketable equity securities 6,221 4,424
Other long-term investments 1,473 493
Goodwill 10,513 9,710
Identified intangible assets, net 5,150 6,235
Other long-term assets 5,489 4,148

Total assets $ 92,358 $ 84,351
Liabilities and stockholders’ equity
Current liabilities:

Short-term debt $ 281 $ 312

Accounts payable 2,969 3,023

Accrued compensation and benefits 3,123 2,972

Accrued advertising 1,021 1,015

Deferred income 2,096 1,932

Other accrued liabilities 4,078 3,644

Total current liabilities 13,568 12,898
Long-term debt 13,165 13,136
Long-term deferred tax liabilities 4,397 3,412
Other long-term liabilities 2,972 3,702
Commitments and contingencies (Notes 18 and 26)
Stockholders’ equity:

Preferred stock, $0.001 par value, 50 shares authorized; none issued — —

Common stock, $0.001 par value, 10,000 shares authorized; 4,967 issued and
outstanding (4,944 issued and outstanding in 2012) and capital in excess of par
value 21,536 19,464

Accumulated other comprehensive income (loss) 1,243 (399)

Retained earnings 35,477 32,138

Total stockholders’ equity 58,256 51,203
Total liabilities and stockholders’ equity $ 92,358 $ 84,351

See accompanying notes.
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INTEL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Years Ended December 28, 2013
(In Millions) 2013 2012 2011

Cash and cash equivalents, beginning of year $ 8,478 $ 5,065 $ 5,498
Cash flows provided by (used for) operating activities:

Net income 9,620 11,005 12,942
Adjustments to reconcile net income to net cash provided by operating

activities:
Depreciation 6,790 6,357 5,141
Share-based compensation 1,118 1,102 1,053
Restructuring and asset impairment charges 240 — —
Excess tax benefit from share-based payment arrangements (49) (142) (37)
Amortization of intangibles 1,242 1,165 923
(Gains) losses on equity investments, net (425) (141) (112)
(Gains) losses on divestitures — — (164)
Deferred taxes (900) (242) 790
Changes in assets and liabilities:

Accounts receivable 271 (176) (678)
Inventories 563 (626) (243)
Accounts payable 267 67 596
Accrued compensation and benefits 155 192 (95)
Income taxes payable and receivable 1,019 229 660
Other assets and liabilities 865 94 187

Total adjustments 11,156 7,879 8,021
Net cash provided by operating activities 20,776 18,884 20,963
Cash flows provided by (used for) investing activities:

Additions to property, plant and equipment (10,711) (11,027) (10,764)
Acquisitions, net of cash acquired (925) (638) (8,721)
Purchases of available-for-sale investments (12,493) (8,694) (11,230)
Sales of available-for-sale investments 934 2,282 9,076
Maturities of available-for-sale investments 8,336 5,369 11,029
Purchases of trading assets (16,718) (16,892) (11,314)
Maturities and sales of trading assets 13,677 15,786 11,771
Collection of loans receivable 132 149 134
Origination of loans receivable (200) (216) (206)
Investments in non-marketable equity investments (440) (475) (693)
Proceeds from the sale of IM Flash Singapore, LLP assets and certain

IM Flash Technologies, LLC assets — 605 —

Return of equity method investments 45 137 263
Purchases of licensed technology and patents (36) (815) (66)
Proceeds from divestitures — — 50
Other investing 326 369 370

Net cash used for investing activities (18,073) (14,060) (10,301)
Cash flows provided by (used for) financing activities:

Increase (decrease) in short-term debt, net (31) 65 209
Proceeds from government grants 129 63 124
Excess tax benefit from share-based payment arrangements 49 142 37
Issuance of long-term debt, net of issuance costs — 6,124 4,962
Repayment of debt — (125) —
Proceeds from sales of shares through employee equity incentive plans 1,588 2,111 2,045
Repurchase of common stock (2,440) (5,110) (14,340)
Payment of dividends to stockholders (4,479) (4,350) (4,127)
Other financing (314) (328) (10)

Net cash used for financing activities (5,498) (1,408) (11,100)
Effect of exchange rate fluctuations on cash and cash equivalents (9) (3) 5
Net increase (decrease) in cash and cash equivalents (2,804) 3,413 (433)
Cash and cash equivalents, end of year $ 5,674 $ 8,478 $ 5,065
Supplemental disclosures of cash flow information:

Cash paid during the year for:
Interest, net of capitalized interest $ 204 $ 71 $ —
Income taxes, net of refunds $ 2,874 $ 3,930 $ 3,338

See accompanying notes.
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INTEL CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

 
 

  
Common Stock and Capital

in Excess of Par Value Accumulated
Other

Comprehensive
Income (Loss)

Retained
Earnings Total

Three Years Ended December 28, 2013
(In Millions, Except Per Share Amounts)

Number of
Shares Amount

Balance as of December 25, 2010 5,511 $ 16,178 $ 333 $ 32,919 $ 49,430
Components of comprehensive income, net

of tax:

Net income — — — 12,942 12,942

Other comprehensive income (loss) — — (1,114) — (1,114)

Total comprehensive income 11,828

Proceeds from sales of shares through
employee equity incentive plans, net tax
deficiency, and other 142 2,019 — — 2,019

Assumption of equity awards in connection
with acquisitions — 48 — — 48

Share-based compensation — 1,053 — — 1,053

Repurchase of common stock (653) (2,262) — (12,078) (14,340)

Cash dividends declared ($0.7824 per
common share) — — — (4,127) (4,127)

Balance as of December 31, 2011 5,000 17,036 (781) 29,656 45,911
Components of comprehensive income, net

of tax:

Net income — — — 11,005 11,005

Other comprehensive income (loss) — — 382 — 382

Total comprehensive income 11,387

Proceeds from sales of shares through
employee equity incentive plans, net
excess tax benefit, and other 148 2,257 — — 2,257

Share-based compensation — 1,108 — — 1,108

Repurchase of common stock (204) (937) — (4,173) (5,110)

Cash dividends declared ($0.87 per common
share) — — — (4,350) (4,350)

Balance as of December 29, 2012 4,944 19,464 (399) 32,138 51,203
Components of comprehensive income, net

of tax:

Net income — — — 9,620 9,620

Other comprehensive income (loss) — — 1,642 — 1,642

Total comprehensive income 11,262

Proceeds from sales of shares through
employee equity incentive plans, net tax
deficiency, and other 130 1,593 — — 1,593

Share-based compensation — 1,117 — — 1,117

Repurchase of common stock (107) (638) — (1,802) (2,440)

Cash dividends declared ($0.90 per common
share) — — — (4,479) (4,479)

Balance as of December 28, 2013 4,967 $ 21,536 $ 1,243 $ 35,477 $ 58,256

See accompanying notes.
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INTEL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

 
Note 1: Basis of Presentation 

We have a 52- or 53-week fiscal year that ends on the last Saturday in December. Fiscal years 2013 and 2012 were 

52-week years. Fiscal year 2011 was a 53-week year. The next 53-week year will end on December 31, 2016. Our 

consolidated financial statements include the accounts of Intel Corporation and our subsidiaries. We have 

eliminated intercompany accounts and transactions. We use the equity method to account for equity investments in 

instances in which we own common stock or similar interests and have the ability to exercise significant influence, 

but not control, over the investee.

In the first quarter of 2011, we completed the acquisition of McAfee, Inc. (McAfee). For further information, see 

“Note 8: Acquisitions.” Certain of the operations acquired from McAfee have a functional currency other than the 

U.S. dollar. As a result, we have recorded translation adjustments through accumulated other comprehensive 

income (loss) beginning in 2011. 

Note 2: Accounting Policies 

Use of Estimates
The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting 

principles requires us to make estimates and judgments that affect the amounts reported in our consolidated 

financial statements and the accompanying notes. The accounting estimates that require our most significant, 

difficult, and subjective judgments include:

• the valuation of non-marketable equity investments and the determination of other-than-temporary impairments;

• the assessment of recoverability of long-lived assets (property, plant and equipment; goodwill; and identified 

intangibles);

• the recognition and measurement of current and deferred income taxes (including the measurement of 

uncertain tax positions);

• the valuation of inventory; and

• the recognition and measurement of loss contingencies.

The actual results that we experience may differ materially from our estimates.

Fair Value
Fair value is the price that would be received from selling an asset or paid to transfer a liability in an orderly 

transaction between market participants at the measurement date. When determining fair value, we consider the 

principal or most advantageous market in which we would transact, and we consider assumptions that market 

participants would use when pricing the asset or liability. Our financial assets are measured and recorded at fair 

value, except for equity method investments, cost method investments, cost method loans receivable, and reverse 

repurchase agreements with original maturities greater than approximately three months. Most of our liabilities are 

not measured and recorded at fair value.

Fair Value Hierarchy

The three levels of inputs that may be used to measure fair value are as follows:

Level 1. Quoted prices in active markets for identical assets or liabilities.

Level 2. Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities, quoted 

prices in less active markets, or model-derived valuations in which all significant inputs are observable or can be 

derived principally from or corroborated with observable market data for substantially the full term of the assets or 

liabilities. Level 2 inputs also include non-binding market consensus prices that can be corroborated with 

observable market data, as well as quoted prices that were adjusted for security-specific restrictions.

Level 3. Unobservable inputs to the valuation methodology that are significant to the measurement of the fair value 

of assets or liabilities. Level 3 inputs also include non-binding market consensus prices or non-binding broker 

quotes that we were unable to corroborate with observable market data.

For further discussion of fair value, see “Note 4: Fair Value” and “Note 17: Retirement Benefit Plans.”
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Cash Equivalents
We consider all highly liquid debt investments with original maturities from the date of purchase of approximately 

three months or less as cash equivalents. Cash equivalents can include investments such as asset-backed 

securities, bank deposits, commercial paper, corporate bonds, government bonds, money market fund deposits, 

municipal bonds, and reverse repurchase agreements classified as cash equivalents. See "Note 4: Fair Value" for 

the instruments held as cash equivalents.

Trading Assets
Marketable debt instruments are generally designated as trading assets when a market risk is economically hedged 

at inception with a related derivative instrument, or when the marketable debt instrument itself is used to 

economically hedge foreign exchange rate risk from remeasurement. Investments designated as trading assets are 

reported at fair value. The gains or losses of these investments arising from changes in fair value due to interest 

rate and currency market fluctuations and credit market volatility, largely offset by losses or gains on the related 

derivative instruments and balance sheet remeasurement, are recorded in interest and other, net. We also 

designate certain floating-rate securitized financial instruments, primarily asset-backed securities, as trading assets.

Available-for-Sale Investments
We consider all liquid available-for-sale debt instruments with original maturities from the date of purchase of 

approximately three months or less to be cash and cash equivalents. Available-for-sale debt instruments with 

original maturities at the date of purchase greater than approximately three months and remaining maturities of less 

than one year are classified as short-term investments. Available-for-sale debt instruments with remaining maturities 

beyond one year are classified as other long-term investments.

Investments that we designate as available-for-sale are reported at fair value, with unrealized gains and losses, net 

of tax, recorded in accumulated other comprehensive income (loss), except as noted in the “Other-Than-Temporary 

Impairment” section that follows. We determine the cost of the investment sold based on an average cost basis at 

the individual security level. Our available-for-sale investments include:

• Marketable debt instruments when the interest rate and foreign currency risks are not hedged at the inception of 

the investment or when our criteria for designation as trading assets are not met. We generally hold these debt 

instruments to generate a return commensurate with the U.S.-dollar three-month LIBOR. We record the interest 

income and realized gains and losses on the sale of these instruments in interest and other, net.

• Marketable equity securities when there is no plan to sell or hedge the investment at the time of original 

classification. We acquire these equity investments to promote business and strategic objectives. To the extent 

that these investments continue to have strategic value, we typically do not attempt to reduce or eliminate the 

equity market risks through hedging activities. We record the realized gains or losses on the sale or exchange 

of marketable equity securities in gains (losses) on equity investments, net.

Non-Marketable and Other Equity Investments
Our non-marketable equity and other equity investments are included in other long-term assets. We account for 

non-marketable equity and other equity investments for which we do not have control over the investee as:

• Equity method investments when we have the ability to exercise significant influence, but not control, over the 

investee. Equity method investments include marketable and non-marketable investments. Our proportionate 

share of the income or loss is recognized on a one-quarter lag and is recorded in gains (losses) on equity 

investments, net.

• Non-marketable cost method investments when the equity method does not apply. We record the realized gains 

or losses on the sale of non-marketable cost method investments in gains (losses) on equity investments, net.
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Other-Than-Temporary Impairment
Our available-for-sale investments and non-marketable and other equity investments are subject to a periodic 

impairment review. Investments are considered impaired when the fair value is below the investment’s adjusted cost 

basis. Impairments affect earnings as follows:

• Marketable debt instruments when the fair value is below amortized cost and we intend to sell the instrument, or 

when it is more likely than not that we will be required to sell the instrument before recovery of its amortized 

cost basis, or when we do not expect to recover the entire amortized cost basis of the instrument (that is, a 

credit loss exists). When we do not expect to recover the entire amortized cost basis of the instrument, we 

separate other-than-temporary impairments into amounts representing credit losses, which are recognized in 

interest and other, net, and amounts related to all other factors, which are recognized in other comprehensive 

income (loss).

• Marketable equity securities based on the specific facts and circumstances present at the time of assessment, 

which include the consideration of general market conditions, the duration and extent to which the fair value is 

below cost, and our ability and intent to hold the investment for a sufficient period of time to allow for recovery of 

value in the foreseeable future. We also consider specific adverse conditions related to the financial health of, 

and the business outlook for, the investee, which may include industry and sector performance, changes in 

technology, operational and financing cash flow factors, and changes in the investee’s credit rating. We record 

other-than-temporary impairment charges on marketable equity securities and marketable equity method 

investments in gains (losses) on equity investments, net.

• Non-marketable equity investments based on our assessment of the severity and duration of the impairment, 

and qualitative and quantitative analysis, including:

• the investee’s revenue and earnings trends relative to pre-defined milestones and overall business 

prospects;

• the technological feasibility of the investee’s products and technologies;

• the general market conditions in the investee’s industry or geographic area, including adverse regulatory or 

economic changes;

• factors related to the investee’s ability to remain in business, such as the investee’s liquidity and debt ratios, 

and the rate at which the investee is using its cash; and

• the investee’s receipt of additional funding at a lower valuation.

We record other-than-temporary impairment charges for non-marketable cost method investments and equity 

method investments in gains (losses) on equity investments, net.

Derivative Financial Instruments
Our primary objective for holding derivative financial instruments is to manage currency exchange rate and interest 

rate risk, and, to a lesser extent, equity market risk, commodity price risk, and credit risk. Our derivative financial 

instruments are recorded at fair value and are included in other current assets, other long-term assets, other 

accrued liabilities, or other long-term liabilities.

Our accounting policies for derivative financial instruments are based on whether they meet the criteria for 

designation as a cash flow hedge. A designated hedge with exposure to variability in the functional currency 

equivalent of the future foreign currency cash flows of a forecasted transaction is one example of a cash flow 

hedge. The criteria for designating a derivative as a cash flow hedge include the assessment of the instrument’s 

effectiveness in risk reduction, matching of the derivative instrument to its underlying transaction, and the 

assessment of the probability that the underlying transaction will occur. For derivatives with cash flow hedge 

accounting designation, we report the after-tax gain or loss from the effective portion of the hedge as a component 

of accumulated other comprehensive income (loss) and reclassify it into earnings in the same period or periods in 

which the hedged transaction affects earnings, and in the same line item on the consolidated statements of income 

as the impact of the hedged transaction. Derivatives that we designate as cash flow hedges are classified in the 

consolidated statements of cash flows in the same section as the underlying item, primarily within cash flows from 

operating activities.
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We recognize gains and losses from changes in fair value of derivatives that are not designated as hedges for 

accounting purposes in the line item on the consolidated statements of income most closely associated with the 

related exposures, primarily in interest and other, net and gains (losses) on equity investments, net. As part of our 

strategic investment program, we also acquire equity derivative instruments, such as equity conversion rights 

associated with debt instruments, that we do not designate as hedging instruments. We recognize the gains or 

losses from changes in fair value of these equity derivative instruments in gains (losses) on equity investments, net. 

Gains and losses from derivatives not designated as hedges are classified in the consolidated statements of cash 

flows within cash flows from operating activities.

Measurement of Effectiveness

• Effectiveness for forwards is generally measured by comparing the cumulative change in the fair value of the 

hedge contract with the cumulative change in the fair value of the forecasted cash flows of the hedged item. For 

currency forward contracts used in cash flow hedging strategies related to capital purchases, forward points are 

excluded, and effectiveness is measured using spot rates to value both the hedge contract and the hedged 

item. For currency forward contracts used in cash flow hedging strategies related to operating expenditures, 

forward points are included and effectiveness is measured using forward rates to value both the hedge contract 

and the hedged item.

• Effectiveness for options is generally measured by comparing the cumulative change in the intrinsic value of the 

hedge contract with the cumulative change in the intrinsic value of an option instrument representing the 

hedged risks in the hedged item. Time value is excluded and effectiveness is measured using spot rates to 

value both the hedge contract and the hedged item.

• Effectiveness for interest rate swaps and commodity swaps is generally measured by comparing the cumulative 

change in fair value of the swap with the cumulative change in the fair value of the hedged item.

If a cash flow hedge is discontinued because it is probable that the original hedged transaction will not occur as 

previously anticipated, the cumulative unrealized gain or loss on the related derivative is reclassified from 

accumulated other comprehensive income (loss) into earnings. Subsequent gains or losses on the related 

derivative instrument are recognized in interest and other, net in each period until the instrument matures, is 

terminated, is re-designated as a qualified cash flow hedge, or is sold. Ineffective portions of cash flow hedges, as 

well as amounts excluded from the assessment of effectiveness, are recognized in earnings in interest and other, 

net. For further discussion of our derivative instruments and risk management programs, see “Note 6: Derivative 

Financial Instruments.”

Securities Lending
We may enter into securities lending agreements with financial institutions, generally to facilitate hedging and 

certain investment transactions. Selected securities may be loaned, secured by collateral in the form of cash or 

securities. The loaned securities continue to be carried as investment assets on our consolidated balance sheets. 

For lending agreements collateralized by cash and cash equivalents, collateral is recorded as an asset with a 

corresponding liability. For lending agreements collateralized by other securities, we do not record the collateral as 

an asset or a liability, unless the collateral is repledged.

Loans Receivable
We make loans to third parties that are classified within other current assets or other long-term assets. We may 

elect the fair value option for loans when the interest rate or foreign currency exchange rate risk is economically 

hedged at inception with a related derivative instrument. We record the gains or losses on these loans arising from 

changes in fair value due to interest rate, currency, and counterparty credit changes, largely offset by losses or 

gains on the related derivative instruments, in interest and other, net. Loans that are denominated in U.S. dollars 

and have a floating-rate coupon are carried at amortized cost. We measure interest income for all loans receivable 

using the interest method, which is based on the effective yield of the loans rather than the stated coupon rate. For 

further discussion of our loans receivable, see “Note 4: Fair Value.”
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Inventories
We compute inventory cost on a first-in, first-out basis. Costs incurred to manufacture our products are included in 

the valuation of inventory beginning in the quarter in which a product meets the technical criteria to qualify for sale 

to customers. Prior to qualification for sale, costs that do not meet the criteria for research and development (R&D) 

are included in cost of sales in the period incurred. Inventories at the end of each period were as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012

Raw materials $ 458 $ 478

Work in process 1,998 2,219

Finished goods 1,716 2,037

Total inventories $ 4,172 $ 4,734

Property, Plant and Equipment
Property, plant and equipment, net at the end of each period were as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012

Land and buildings $ 21,098 $ 18,807

Machinery and equipment 40,540 39,033

Construction in progress 11,778 8,206

Total property, plant and equipment, gross 73,416 66,046
Less: accumulated depreciation (41,988) (38,063)

Total property, plant and equipment, net $ 31,428 $ 27,983

We compute depreciation for financial reporting purposes using the straight-line method. Substantially all of our 

depreciable property, plant and equipment assets are depreciated over the following estimated useful lives: 

machinery and equipment, 2 to 4 years; buildings, 10 to 25 years.

We capitalize a majority of interest on borrowings related to eligible capital expenditures. Capitalized interest is 

added to the cost of qualified assets and amortized over the estimated useful lives of the assets. We record capital-

related government grants earned as a reduction to property, plant and equipment.

Goodwill
We record goodwill when the purchase price of an acquisition exceeds the fair value of the net tangible and 

identified intangible assets as of the date of acquisition, assigning the goodwill to our applicable reporting units 

based on the relative expected fair value provided by the acquisition. We perform a quarterly review of goodwill for 

indicators of impairment. During the fourth quarter of each year, we perform an impairment assessment for each 

reporting unit, and we perform impairment tests using a fair value approach when necessary. The reporting unit’s 

carrying value used in an impairment test represents the assignment of various assets and liabilities, excluding 

certain corporate assets and liabilities, such as cash, investments, and debt. For further discussion of goodwill, see 

“Note 10: Goodwill.”

Identified Intangible Assets
Licensed technology and patents are generally amortized on a straight-line basis over the periods of benefit. We 

amortize all acquisition-related intangible assets that are subject to amortization over their estimated useful life 

based on economic benefit. Acquisition-related in-process R&D assets represent the fair value of incomplete R&D 

projects that had not reached technological feasibility as of the date of acquisition; initially, these are classified as 

“other intangible assets” that are not subject to amortization. Assets related to projects that have been completed 

are transferred from “other intangible assets” to “acquisition-related developed technology;” these are subject to 

amortization, while assets related to projects that have been abandoned are impaired and expensed to R&D. In the 

quarter following the period in which identified intangible assets become fully amortized, we remove the fully 

amortized balances from the gross asset and accumulated amortization amounts.
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The estimated useful life ranges for substantially all identified intangible assets that are subject to amortization as of 

December 28, 2013, were as follows:

(In Years)
Estimated
Useful Life

Acquisition-related developed technology 4 – 9

Acquisition-related customer relationships 5 – 8

Acquisition-related trade names 4 – 8

Licensed technology and patents 5 – 17

We perform a quarterly review of finite-lived identified intangible assets to determine whether facts and 

circumstances indicate that the useful life is shorter than we had originally estimated or that the carrying amount of 

assets may not be recoverable. If such facts and circumstances exist, we assess recoverability by comparing the 

projected undiscounted net cash flows associated with the related asset or group of assets over their remaining 

lives against their respective carrying amounts. Impairments, if any, are based on the excess of the carrying amount 

over the fair value of those assets. If an asset’s useful life is shorter than originally estimated, we accelerate the rate 

of amortization and amortize the remaining carrying value over the new shorter useful life. We perform an annual 

impairment assessment in the fourth quarter of each year for indefinite-lived intangible assets, or more frequently if 

indicators of potential impairment exist, to determine whether it is more likely than not that the carrying value of the 

assets may not be recoverable. If necessary, a quantitative impairment test is performed to compare the fair value 

of the indefinite-lived intangible asset with its carrying value. Impairments, if any, are based on the excess of the 

carrying amount over the fair value of those assets.

For further discussion of identified intangible assets, see “Note 11: Identified Intangible Assets.”

Product Warranty
The vast majority of our products are sold with a limited warranty on product quality and a limited indemnification for 

customers against intellectual property (IP) rights infringement claims related to our products. The accrual and the 

related expense for known product warranty issues were not significant during the periods presented. Due to 

product testing, the short time typically between product shipment and the detection and correction of product 

failures, and the historical rate of payments on indemnification claims, the accrual and related expense for 

estimated incurred but unidentified issues were not significant during the periods presented.

Revenue Recognition
We recognize net product revenue when the earnings process is complete, as evidenced by an agreement with the 

customer, delivery has occurred, and acceptance, if applicable, as well as fixed pricing and probable collectibility. 

We record pricing allowances, including discounts based on contractual arrangements with customers, when we 

recognize revenue as a reduction to both accounts receivable and net revenue. Because of frequent sales price 

reductions and rapid technology obsolescence in the industry, we defer product revenue and related costs of sales 

from component sales made to distributors under agreements allowing price protection or right of return until the 

distributors sell the merchandise. The right of return granted generally consists of a stock rotation program in which 

distributors are able to exchange certain products based on the number of qualified purchases made by the 

distributor. Under the price protection program, we give distributors credits for the difference between the original 

price paid and the current price that we offer. We include shipping charges billed to customers in net revenue, and 

include the related shipping costs in cost of sales.
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Revenue from license agreements with our McAfee business generally includes service and support agreements for 

which the related revenue is deferred and recognized ratably over the performance period. Revenue derived from 

online subscription products is deferred and recognized ratably over the performance period. Professional services 

revenue is recognized as services are performed or, if required, upon customer acceptance. For arrangements with 

multiple elements, including software licenses, maintenance, and/or services, revenue is allocated across the 

separately identified deliverables and may be recognized or deferred. When vendor-specific objective evidence 

(VSOE) does not exist for undelivered elements such as maintenance and support, the entire arrangement fee is 

recognized ratably over the performance period. Direct costs, such as costs related to revenue-sharing and royalty 

arrangements associated with license arrangements, as well as component costs associated with product revenue 

and sales commissions, are deferred and amortized over the same period that the related revenue is recognized.

We record deferred revenue offset by the related cost of sales on our consolidated balance sheets as deferred 

income.

Advertising
Cooperative advertising programs reimburse customers for marketing activities for certain of our products, subject 

to defined criteria. We accrue cooperative advertising obligations and record the costs at the same time that the 

related revenue is recognized. We record cooperative advertising costs as marketing, general and administrative 

(MG&A) expenses to the extent that an advertising benefit separate from the revenue transaction can be identified 

and the fair value of that advertising benefit received is determinable. We record any excess in cash paid over the 

fair value of the advertising benefit received as a reduction in revenue. Advertising costs, including direct marketing 

costs, recorded within MG&A expenses were $1.9 billion in 2013 ($2.0 billion in 2012 and $2.1 billion in 2011).

Employee Equity Incentive Plans
We have employee equity incentive plans, which are described more fully in “Note 19: Employee Equity Incentive 

Plans.” We use the straight-line attribution method to recognize share-based compensation over the service period 

of the award. Upon exercise, cancellation, forfeiture, or expiration of stock options, or upon vesting or forfeiture of 

restricted stock units (RSUs), we eliminate deferred tax assets for options and restricted stock units with multiple 

vesting dates for each vesting period on a first-in, first-out basis as if each vesting period were a separate award.

Income Taxes
We compute the provision for income taxes using the asset and liability method, under which deferred tax assets 

and liabilities are recognized for the expected future tax consequences of temporary differences between the 

financial reporting and tax bases of assets and liabilities, and for operating losses and tax credit carryforwards. We 

measure deferred tax assets and liabilities using the currently enacted tax rates that apply to taxable income in 

effect for the years in which those tax assets are expected to be realized or settled. We record a valuation 

allowance to reduce deferred tax assets to the amount that it is believed more likely than not to be realized.

We recognize tax benefits from uncertain tax positions only if that tax position is more likely than not to be sustained 

on examination by the taxing authorities, based on the technical merits of the position. We then measure the tax 

benefits recognized in the financial statements from such positions based on the largest benefit that has a greater 

than 50% likelihood of being realized upon ultimate settlement. We recognize interest and penalties related to 

unrecognized tax benefits within the provision for taxes on the consolidated statements of income. For more 

information about income taxes, see “Note 24: Income Taxes.”
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Note 3: Accounting Changes 

2012
In the first quarter of 2012, we adopted amended standards that increase the prominence of items reported in other 

comprehensive income. These amended standards eliminate the option to present components of other 

comprehensive income as part of the statement of changes in stockholders’ equity, and they require that all 

changes in stockholders’ equity—except investments by, and distributions to, owners—be presented either in a 

single continuous statement of comprehensive income or in two separate but consecutive statements. Our adoption 

of these amended standards impacted the presentation of other comprehensive income, as we have elected to 

present two separate but consecutive statements, but it did not have an impact on our financial position or results of 

operations.

In the fourth quarter of 2012, we adopted amended standards to simplify how we test indefinite-lived intangible 

assets for impairment; these amended standards improve consistency in impairment testing requirements among 

long-lived asset categories. The amended standards allow for an assessment of qualitative factors such that we can 

determine whether the fair value of an indefinite-lived intangible asset is more likely than not to be less than its 

carrying value. For assets in which this assessment concludes that the fair value is more likely than not to be more 

than its carrying value, these amended standards eliminate the requirement to perform quantitative impairment 

testing as outlined in the previously issued standards. Our adoption of these amended standards did not have an 

impact on our consolidated financial statements.

2011
In the first quarter of 2011, we adopted new standards for revenue recognition with multiple deliverables. These new 

standards change the determination of whether the individual deliverables included in a multiple-element 

arrangement may be treated as separate units for accounting purposes. Additionally, these new standards modify 

the method by which revenue is allocated to the separately identified deliverables. The adoption of these new 

standards did not have a significant impact on our consolidated financial statements.

In the first quarter of 2011, we adopted new standards that remove certain tangible products and associated 

software from the scope of the software revenue recognition guidance. The adoption of these new standards did not 

have a significant impact on our consolidated financial statements.

In the fourth quarter of 2011, we adopted amended standards that simplify how entities test goodwill for impairment. 

These amended standards allow for an assessment of qualitative factors such that we can determine whether the 

fair value of a reporting unit in which goodwill resides is more likely than not to be less than its carrying value. For 

reporting units in which this assessment concludes that the fair value is more likely than not to be more than its 

carrying value, these amended standards eliminate the requirement to perform goodwill impairment testing. Our 

adoption of these amended standards did not have an impact on our consolidated financial statements.
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Note 4: Fair Value 

Assets/Liabilities Measured and Recorded at Fair Value on a Recurring Basis
Assets and liabilities measured and recorded at fair value on a recurring basis consisted of the following types of 

instruments at the end of each period were as follows:

   December 28, 2013 December 29, 2012

  

Fair Value Measured and
Recorded at Reporting Date 

Using
Total

Fair Value Measured and
Recorded at Reporting Date 

Using
Total(In Millions) Level 1 Level 2 Level 3 Level 1 Level 2 Level 3

Assets
Cash equivalents:

Bank deposits $ — $ 1,017 $ — $ 1,017 $ — $ 822 $ — $ 822

Commercial paper — 2,341 — 2,341 — 2,711 — 2,711

Corporate bonds — 21 — 21 — — — —

Government bonds — — — — 400 66 — 466

Money market fund deposits 1,041 — — 1,041 1,086 — — 1,086

Reverse repurchase
agreements — 400 — 400 — 2,800 — 2,800

Short-term investments:

Bank deposits — 1,782 — 1,782 — 540 — 540

Commercial paper — 2,123 — 2,123 — 1,474 — 1,474

Corporate bonds 383 1,121 19 1,523 75 292 21 388

Government bonds 268 276 — 544 1,307 290 — 1,597

Trading assets:

Asset-backed securities — 684 4 688 — — 68 68

Bank deposits — 92 — 92 — 247 — 247

Commercial paper — 240 — 240 — 336 — 336

Corporate bonds 2,625 773 — 3,398 482 1,109 — 1,591

Government bonds 2,267 1,618 — 3,885 1,743 1,479 — 3,222

Money market fund deposits 82 — — 82 18 — — 18

Municipal bonds — 56 — 56 — 203 — 203

Other current assets:

Derivative assets 48 309 — 357 12 208 1 221

Loans receivable — 103 — 103 — 203 — 203

Marketable equity securities 6,221 — — 6,221 4,424 — — 4,424

Other long-term investments:

Asset-backed securities — — 9 9 — — 11 11

Bank deposits — 157 — 157 — 56 — 56

Corporate bonds 282 518 27 827 10 218 26 254

Government bonds 295 185 — 480 59 113 — 172

Other long-term assets:

Derivative assets — 7 29 36 — 20 18 38

Loans receivable — 702 — 702 — 577 — 577

Total assets measured and
recorded at fair value $13,512 $14,525 $ 88 $28,125 $ 9,616 $13,764 $ 145 $23,525

Liabilities
Other accrued liabilities:

Derivative liabilities $ — $ 372 $ — $ 372 $ 1 $ 291 $ — $ 292

Other long-term liabilities:

Derivative liabilities — 50 — 50 — 20 — 20

Total liabilities measured
and recorded at fair value $ — $ 422 $ — $ 422 $ 1 $ 311 $ — $ 312

Government bonds include bonds issued or deemed to be guaranteed by government entities. Government bonds 

include instruments such as non-U.S. government bonds, U.S. agency securities, and U.S. Treasury securities.
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Investments in Debt Securities

Debt securities reflected in the preceding table include investments such as asset-backed securities, bank deposits, 

commercial paper, corporate bonds, government bonds, money market fund deposits, municipal bonds, and reverse 

repurchase agreements classified as cash equivalents. When we use observable market prices for identical 

securities that are traded in less active markets, we classify our debt investments as Level 2. When observable 

market prices for identical securities are not available, we price our debt investments using non-binding market 

consensus prices that are corroborated with observable market data; quoted market prices for similar instruments; 

or pricing models, such as a discounted cash flow model, with all significant inputs derived from or corroborated 

with observable market data. Non-binding market consensus prices are based on the proprietary valuation models 

of pricing providers or brokers. These valuation models incorporate a number of inputs, including non-binding and 

binding broker quotes; observable market prices for identical or similar securities; and the internal assumptions of 

pricing providers or brokers that use observable market inputs and unobservable market inputs that we consider to 

be not significant. We corroborate non-binding market consensus prices with observable market data using 

statistical models when observable market data exists. The discounted cash flow model uses observable market 

inputs, such as LIBOR-based yield curves, currency spot and forward rates, and credit ratings.

Debt securities classified as Level 3, are classified as such because the fair values are generally derived from 

discounted cash flow models, performed either by us or our pricing providers, using inputs that we are unable to 

corroborate with observable market data. We monitor and review the inputs and results of these valuation models to 

ensure the fair value measurements are reasonable and consistent with market experience in similar asset classes. 

Fair Value Option for Loans Receivable
We elected the fair value option for loans receivable when the interest rate or currency exchange rate risk was 

hedged at inception with a related derivative instrument. As of December 28, 2013, the fair value of our loans 

receivable for which we elected the fair value option did not significantly differ from the contractual principal balance 

based on the contractual currency. Loans receivable are classified within other current assets and other long-term 

assets. Fair value is determined using a discounted cash flow model, with all significant inputs derived from or 

corroborated with observable market data. Gains and losses from changes in fair value on the loans receivable and 

related derivative instruments, as well as interest income, are recorded in interest and other, net. During all periods 

presented, changes in the fair value of our loans receivable were largely offset by changes in the related derivative 

instruments, resulting in an insignificant net impact on our consolidated statements of income. Gains and losses 

attributable to changes in credit risk are determined using observable credit default spreads for the issuer or 

comparable companies; these gains and losses were insignificant during all periods presented. We did not elect the 

fair value option for loans receivable when the interest rate or foreign exchange rate risk was not hedged at 

inception with a related derivative instrument. Loans receivable not measured and recorded at fair value are 

included in the "Financial Instruments Not Recorded at Fair Value on a Recurring Basis" section that follows.

Assets Measured and Recorded at Fair Value on a Non-Recurring Basis
Our non-marketable equity investments, marketable equity method investments, and non-financial assets, such as 

intangible assets and property, plant and equipment, are recorded at fair value only if an impairment charge is 

recognized.

A portion of our non-marketable equity investments has been measured and recorded at fair value due to events or 

circumstances that significantly impacted the fair value of those investments, resulting in other-than-temporary 

impairment charges. We classified these investments as Level 3, as we used unobservable inputs to the valuation 

methodologies that were significant to the fair value measurements, and the valuations required management 

judgment due to the absence of quoted market prices. Impairment charges recognized on non-marketable equity 

investments held as of December 28, 2013, were $106 million during 2013 ($68 million during 2012 on non-

marketable equity investments held as of December 29, 2012 and $62 million during 2011 on non-marketable equity 

investments held as of December 31, 2011). The fair value of the non-marketable equity investments impaired 

during 2013 was $47 million at the time of impairment ($73 million and $69 million for non-marketable equity 

investments impaired during 2012 and 2011, respectively).
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Financial Instruments Not Recorded at Fair Value on a Recurring Basis
On a quarterly basis, we measure the fair value of our non-marketable cost method investments, indebtedness 

carried at amortized cost, cost method loans receivable, grants receivable, and reverse repurchase agreements 

with original maturities greater than approximately three months; however, the assets are recorded at fair value only 

when an impairment charge is recognized. The carrying amounts and fair values of certain financial instruments not 

recorded at fair value on a recurring basis at the end of each period were as follows:

   December 28, 2013
   Carrying

Amount
Fair Value Measured Using

Fair Value(In Millions) Level 1 Level 2 Level 3
Non-marketable cost method investments $ 1,270 $ — $ — $ 2,105 $ 2,105

Loans receivable $ 267 $ — $ 250 $ 17 $ 267

Reverse repurchase agreements $ 400 $ — $ 400 $ — $ 400

Grants receivable $ 416 $ — $ 481 $ — $ 481

Long-term debt $ 13,165 $ 10,937 $ 2,601 $ — $ 13,538

Short-term debt $ 24 $ — $ 24 $ — $ 24

NVIDIA Corporation cross-license agreement
liability $ 587 $ — $ 597 $ — $ 597

   December 29, 2012

   Carrying
Amount

Fair Value Measured Using
Fair Value(In Millions) Level 1 Level 2 Level 3

Non-marketable cost method investments $ 1,202 $ — $ — $ 1,766 $ 1,766

Loans receivable $ 199 $ — $ 150 $ 48 $ 198

Reverse repurchase agreements $ 50 $ — $ 50 $ — $ 50

Grants receivable $ 198 $ — $ 205 $ — $ 205

Long-term debt $ 13,136 $ 11,442 $ 2,926 $ — $ 14,368

Short-term debt $ 48 $ — $ 48 $ — $ 48

NVIDIA Corporation cross-license agreement
liability $ 875 $ — $ 890 $ — $ 890

As of December 28, 2013, and December 29, 2012, the unrealized loss position of our non-marketable cost method 

investments was insignificant.

Our non-marketable cost method investments are valued using the market and income approaches. The market 

approach includes the use of financial metrics and ratios of comparable public companies. The selection of 

comparable companies requires management judgment and is based on a number of factors, including comparable 

companies’ sizes, growth rates, industries, and development stages. The income approach includes the use of a 

discounted cash flow model, which requires significant estimates regarding the investees’ revenue, costs, and 

discount rates based on the risk profile of comparable companies. Estimates of revenue and costs are developed 

using available market, historical, and forecast data. The valuation of these non-marketable cost method 

investments also takes into account variables such as conditions reflected in the capital markets, recent financing 

activities by the investees, the investees’ capital structure, the terms of the investees’ issued interests, and the lack 

of marketability of the investments.

The carrying amount and fair value of loans receivable exclude loans measured and recorded at a fair value of $805 

million as of December 28, 2013 ($780 million as of December 29, 2012). The carrying amount and fair value of 

short-term debt exclude drafts payable.

The fair value of our loans receivable and reverse repurchase agreements, including those held at fair value, is 

determined using a discounted cash flow model, with all significant inputs derived from or corroborated with 

observable market data, such as LIBOR-based yield curves, currency spot and forward rates, and credit ratings. 

The credit quality of these assets remains high, with credit ratings of A+/A1 or better for a substantial majority of our 

loans receivable and reverse repurchase agreements as of December 28, 2013.
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The fair value of our grants receivable is determined using a discounted cash flow model, which discounts future 

cash flows using an appropriate yield curve. As of December 28, 2013, and December 29, 2012, the carrying 

amount of our grants receivable was classified within other current assets and other long-term assets, as 

applicable.

Our long-term debt recognized at amortized cost is comprised of our senior notes and our convertible debentures. 

The fair value of our senior notes is determined using active market prices, and it is therefore classified as Level 1. 

The fair value of our convertible long-term debt is determined using discounted cash flow models with observable 

market inputs, and it takes into consideration variables such as interest rate changes, comparable securities, 

subordination discount, and credit-rating changes, and it is therefore classified as Level 2.

The NVIDIA Corporation (NVIDIA) cross-license agreement liability in the preceding table was incurred as a result 

of entering into a long-term patent cross-license agreement with NVIDIA in January 2011. We agreed to make 

payments to NVIDIA over six years. As of December 28, 2013, and December 29, 2012, the carrying amount of the 

liability arising from the agreement was classified within other accrued liabilities and other long-term liabilities, as 

applicable. The fair value is determined using a discounted cash flow model, which discounts future cash flows 

using our incremental borrowing rates.

Note 5: Cash and Investments 

Cash and investments at the end of each period were as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012

Available-for-sale investments $ 18,086 $ 14,001

Cash 854 593

Equity method investments 1,038 992

Loans receivable 1,072 979

Non-marketable cost method investments 1,270 1,202

Reverse repurchase agreements 800 2,850

Trading assets 8,441 5,685

Total cash and investments $ 31,561 $ 26,302

In the third quarter of 2013, we sold our shares in Clearwire Corporation, which had been accounted for as 

available-for-sale marketable equity securities, and our interest in Clearwire Communications, LLC (Clearwire LLC), 

which had been accounted for as an equity method investment. In total, we received proceeds of $470 million on 

these transactions and recognized a gain of $439 million, which is included in gains (losses) on equity investments, 

net on the consolidated statements of income. Proceeds received and gains recognized for each investment are 

included in the "Available-for-Sale Investments" and "Equity Method Investments" sections that follow.
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Available-for-Sale Investments
Available-for-sale investments at the end of each period were as follows:

December 28, 2013 December 29, 2012

(In Millions)
Adjusted

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Adjusted

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

Asset-backed
securities $ 11 $ — $ (2) $ 9 $ 14 $ — $ (3) $ 11

Bank deposits 2,951 6 (1) 2,956 1,417 1 — 1,418

Commercial paper 4,464 — — 4,464 4,184 1 — 4,185

Corporate bonds 2,359 15 (3) 2,371 635 8 (1) 642

Government bonds 1,024 — — 1,024 2,235 — — 2,235

Marketable equity
securities 3,340 2,881 — 6,221 3,356 1,069 (1) 4,424

Money market fund
deposits 1,042 — (1) 1,041 1,086 — — 1,086

Total available-for-
sale investments $ 15,191 $ 2,902 $ (7) $ 18,086 $ 12,927 $ 1,079 $ (5) $ 14,001

In the preceding table, government bonds include bonds issued or deemed to be guaranteed by government 

entities. Government bonds include instruments such as non-U.S. government bonds, U.S. agency securities, and 

U.S. Treasury securities. Bank deposits were primarily held by institutions outside the U.S. as of December 28, 

2013, and December 29, 2012. 

During the third quarter of 2012, we purchased ASML Holding N.V. equity securities totaling $3.2 billion. This equity 

interest has been accounted for as an available-for-sale investment and is included as marketable equity securities 

in the preceding table.

For information on the unrealized holding gains (losses) on available-for-sale investments reclassified out of 

accumulated other comprehensive income into the consolidated statements of income, see "Note 25: Other 

Comprehensive Income (Loss)."

We sold available-for-sale investments for proceeds of $934 million in 2013 ($2.3 billion in 2012 and $9.1 billion in 

2011). Proceeds received in 2013 included $142 million from the sale of our shares in Clearwire Corporation, which 

are included in sales of available-for-sale investments within investing activities on the consolidated statements of 

cash flows. Substantially all of the proceeds in 2011 were from debt investments primarily used to fund our 

acquisition of McAfee. The gross realized gains on sales of available-for-sale investments were $146 million in 2013 

($166 million in 2012 and $268 million in 2011). In 2013, we recognized a gain of $111 million on the sale of our 

shares in Clearwire Corporation, previously included as marketable equity securities in the preceding table. We 

determine the cost of an investment sold on an average cost basis at the individual security level. Impairment 

charges recognized on available-for-sale investments were $14 million in 2013 ($36 million in 2012 and $73 million 

in 2011).

The amortized cost and fair value of available-for-sale debt investments, by contractual maturity, as of 

December 28, 2013, were as follows:

(In Millions) Cost      Fair Value

Due in 1 year or less $ 9,170 $ 9,188

Due in 1–2 years 979 978

Due in 2–5 years 421 421

Instruments not due at a single maturity date 1,281 1,278

Total $ 11,851 $ 11,865

Instruments not due at a single maturity date in the preceding table include all asset-backed securities, most 

callable government bonds, and all money market fund deposits.

Table of Contents
INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)



68

Equity Method Investments 
Equity method investments, classified within other long-term assets, at the end of each period were as follows:

   December 28, 2013 December 29, 2012

(Dollars In Millions)
Carrying

Value
Ownership
Percentage

Carrying
Value

Ownership
Percentage

IM Flash Technologies, LLC $ 646 49% $ 642 49%

Intel-GE Care Innovations, LLC 117 50% 146 50%

Clearwire Communications, LLC — —% — 6%

Other equity method investments 275 204

Total $ 1,038 $ 992

IM Flash Technologies, LLC and IM Flash Singapore, LLP

Micron Technology, Inc. (Micron) and Intel formed IM Flash Technologies, LLC (IMFT) in 2006 and IM Flash 

Singapore, LLP (IMFS) in 2007 to manufacture NAND flash memory products for Micron and Intel. During the 

second quarter of 2012, we entered into agreements with Micron that modified our joint venture relationship 

including an agreement to sell our ownership interest in IMFS. We received $605 million in the second quarter of 

2012 from the sale of assets of IMFS and certain assets of IMFT to Micron.

As part of the agreements to modify our joint venture relationship, we also entered into an amended operating 

agreement for IMFT. This amended operating agreement extends the term of IMFT to 2024, unless earlier 

terminated under certain terms and conditions, and provides that IMFT may manufacture certain emerging memory 

technologies in addition to NAND flash memory. These agreements include a supply agreement for Micron to supply 

us with NAND flash memory products. We provided approximately $365 million to Micron in the second quarter of 

2012, primarily for subsequent product purchases under the supply agreement with Micron. The agreements also 

extend and expand our NAND joint development program with Micron to include emerging memory technologies. 

Additionally, the amended agreement provides for certain rights that, beginning in 2015, will enable us to sell to 

Micron, or enable Micron to purchase from us, our interest in IMFT. If Intel exercises this right, Micron would set the 

closing date of the transaction within two years following such election and could elect to receive financing from 

Intel for one to two years.

IMFT is a variable interest entity. All costs of the IMFT joint venture will be passed on to Micron and Intel pursuant to 

our purchase agreements. Intel's portion of IMFT costs, primarily related to product purchases and production-

related services, was approximately $380 million in 2013 (approximately $705 million in 2012 and approximately 

$985 million in 2011 for IMFT and IMFS). Subsequent to the sale of our ownership interest in IMFS in the second 

quarter of 2012, we no longer incur costs related to IMFS. The amount due to IMFT for product purchases and 

services provided was approximately $75 million as of December 28, 2013 (approximately $90 million as of 

December 29, 2012). IMFT returned $45 million to Intel in 2013, which is reflected as a return of equity method 

investment within investing activities on the consolidated statements of cash flows ($137 million in 2012 and $263 

million in 2011).

IMFT depends on Micron and Intel for any additional cash needs. Our known maximum exposure to loss 

approximated the carrying value of our investment balance in IMFT, which was $646 million as of December 28, 

2013. Except for the amount due to IMFT for product purchases and services, we did not have any additional 

liabilities recognized on our consolidated balance sheets in connection with our interests in this joint venture as of 

December 28, 2013. In addition, our potential future losses could be higher than the carrying amount of our 

investment, as Intel and Micron are liable for other future operating costs or obligations of IMFT. Future cash calls 

could also increase our investment balance and the related exposure to loss. In addition, because we are currently 

committed to purchasing 49% of IMFT’s production output and production-related services, we may be required to 

purchase products at a cost in excess of realizable value.

We have determined that we do not have the characteristics of a consolidating investor in the variable interest entity 

and, therefore, we account for our interest in IMFT (and accounted for our prior interest in IMFS) using the equity 

method of accounting.
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Intel-GE Care Innovations, LLC

In the first quarter of 2011, Intel and General Electric Company (GE) formed Intel-GE Care Innovations, LLC (Care 

Innovations), an equally owned joint venture in the healthcare industry, that focuses on independent living and 

delivery of health-related services by means of telecommunications. The company was formed by combining assets 

of GE Healthcare’s Home Health division and Intel’s Digital Health Group. As a result of forming Care Innovations, 

we recognized a gain of $164 million in the first quarter of 2011, which is included in interest and other, net on the 

consolidated statements of income.

Care Innovations is a variable interest entity and depends on Intel and GE for any additional cash needs. Our 

known maximum exposure to loss approximated the carrying value of our investment balance in Care Innovations, 

which was $117 million as of December 28, 2013.

Intel and GE equally share the power to direct all of Care Innovations' activities that most significantly impact its 

economic performance. We have determined that we do not have the characteristics of a consolidating investor in 

the variable interest entity and, therefore, we account for our interest in Care Innovations using the equity method of 

accounting.

Clearwire Communications, LLC

In 2008, we invested in Clearwire LLC. We recognized our proportionate share of losses to the extent that our 

investment had a positive carrying value. We recognized equity method losses of $145 million in 2011. In the third 

quarter of 2013, we sold our interest in Clearwire LLC for proceeds of $328 million, which is included in other 

investing within investing activities on the consolidated statements of cash flows. We recognized a gain on the sale 

of our interest in Clearwire LLC of $328 million.

Non-marketable cost method investments
The carrying value of our non-marketable cost method investments was $1.3 billion as of December 28, 2013 ($1.2 

billion as of December 29, 2012). In 2013, we recognized impairment charges of $103 million on non-marketable 

cost method investments, which is included within gains (losses) on equity investments, net on the consolidated 

statements of income ($104 million in 2012 and $56 million in 2011).

Trading Assets
As of December 28, 2013, and December 29, 2012, all of our trading assets were marketable debt instruments. Net 

losses related to trading assets still held at the reporting date were $70 million in 2013 (net gains of $16 million in 

2012 and net losses of $71 million in 2011). Net gains on the related derivatives were $86 million in 2013 (net gains 

of $11 million in 2012 and $58 million in 2011).

Note 6: Derivative Financial Instruments 

Our primary objective for holding derivative financial instruments is to manage currency exchange rate risk and 

interest rate risk, and, to a lesser extent, equity market risk and commodity price risk. We also enter into master 

netting arrangements with counterparties when possible to mitigate credit risk in derivative transactions. A master 

netting arrangement may allow counterparties to net settle amounts owed to each other as a result of multiple, 

separate derivative transactions. For presentation on our consolidated balance sheets, we do not offset fair value 

amounts recognized for derivative instruments under master netting arrangements.

Currency Exchange Rate Risk
We are exposed to currency exchange rate risk and generally hedge our exposures with currency forward contracts, 

currency interest rate swaps, or currency options. Substantially all of our revenue is transacted in U.S. dollars. 

However, a significant amount of our operating expenditures and capital purchases is incurred in or exposed to 

other currencies, primarily the euro, the Japanese yen, and the Israeli shekel. We have established balance sheet 

and forecasted transaction currency risk management programs to protect against fluctuations in fair value and the 

volatility of the functional currency equivalent of future cash flows caused by changes in exchange rates. Our non-

U.S.-dollar-denominated investments in debt instruments and loans receivable are generally hedged with offsetting 

currency forward contracts or currency interest rate swaps. We may also hedge foreign currency risk arising from 

funding foreign currency denominated forecasted investments. These programs reduce, but do not eliminate, the 

impact of currency exchange movements.
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Our currency risk management programs include:

• Currency derivatives with cash flow hedge accounting designation that utilize currency forward contracts and 

currency options to hedge exposures to the variability in the U.S.-dollar equivalent of anticipated non-U.S.-

dollar-denominated cash flows. These instruments generally mature within 12 months. For these derivatives, we 

report the after-tax gain or loss from the effective portion of the hedge as a component of accumulated other 

comprehensive income (loss), and we reclassify it into earnings in the same period or periods in which the 

hedged transaction affects earnings, and in the same line item on the consolidated statements of income as the 

impact of the hedged transaction.

• Currency derivatives without hedge accounting designation that utilize currency forward contracts or currency 

interest rate swaps to economically hedge the functional currency equivalent cash flows of recognized monetary 

assets and liabilities, non-U.S.-dollar-denominated debt instruments classified as trading assets, and hedges of 

non-U.S.-dollar-denominated loans receivable recognized at fair value. The majority of these instruments 

mature within 12 months. Changes in the functional currency equivalent cash flows of the underlying assets and 

liabilities are approximately offset by the changes in fair value of the related derivatives. We record net gains or 

losses in the line item on the consolidated statements of income most closely associated with the related 

exposures, primarily in interest and other, net, except for equity-related gains or losses, which we primarily 

record in gains (losses) on equity investments, net.

Interest Rate Risk
Our primary objective for holding investments in debt instruments is to preserve principal while maximizing yields. 

We generally swap the returns on our investments in fixed-rate debt instruments with remaining maturities longer 

than six months into U.S. dollar three-month LIBOR-based returns, unless management specifically approves 

otherwise. These swaps are settled at various interest payment times involving cash payments at each interest and 

principal payment date, with the majority of the contracts having quarterly payments.

Our interest rate risk management programs include:

• Interest rate derivatives with cash flow hedge accounting designation that utilize interest rate swap agreements 

to modify the interest characteristics of debt instruments. For these derivatives, we report the after-tax gain or 

loss from the effective portion of the hedge as a component of accumulated other comprehensive income (loss), 

and we reclassify it into earnings in the same period or periods in which the hedged transaction affects 

earnings, and in the same line item on the consolidated statements of income as the impact of the hedged 

transaction.

• Interest rate derivatives without hedge accounting designation that utilize interest rate swaps and currency 

interest rate swaps in economic hedging transactions, including hedges of non-U.S.-dollar-denominated debt 

instruments classified as trading assets and hedges of non-U.S.-dollar-denominated loans receivable 

recognized at fair value. Floating interest rates on the swaps are reset on a quarterly basis. Changes in fair 

value of the debt instruments classified as trading assets and loans receivable recognized at fair value are 

generally offset by changes in fair value of the related derivatives, both of which are recorded in interest and 

other, net.

Equity Market Risk
Our investments include marketable equity securities and equity derivative instruments. We typically do not attempt 

to reduce or eliminate our equity market exposure through hedging activities at the inception of the investment. 

Before we enter into hedge arrangements, we evaluate legal, market, and economic factors, as well as the 

expected timing of disposal to determine whether hedging is appropriate. Our equity market risk management 

program may include equity derivatives with or without hedge accounting designation that utilize warrants, equity 

options, or other equity derivatives. We recognize changes in the fair value of such derivatives in gains (losses) on 

equity investments, net. We also utilize total return swaps to offset changes in liabilities related to the equity market 

risks of certain deferred compensation arrangements. Gains and losses from changes in fair value of these total 

return swaps are generally offset by the losses and gains on the related liabilities, both of which are recorded in cost 

of sales and operating expenses. 

Deferred compensation liabilities were $1.1 billion as of December 28, 2013 ($859 million as of December 29, 

2012), and are included in other accrued liabilities.
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In 2010, we sold our ownership interest in Numonyx B.V. to Micron for consideration consisting of shares of Micron. 

We also entered into equity option transactions that economically hedged a portion of the ownership interest in 

Micron that we acquired. In the second quarter of 2011, we sold our remaining ownership interest in Micron and the 

related equity options matured.

Commodity Price Risk
We operate facilities that consume commodities and have established forecasted transaction risk management 

programs to protect against fluctuations in fair value and the volatility of future cash flows caused by changes in 

commodity prices, such as those for natural gas. These programs reduce, but do not always eliminate, the impact of 

commodity price movements.

Our commodity price risk management program includes commodity derivatives with cash flow hedge accounting 

designation that utilize commodity swap contracts to hedge future cash flow exposures to the variability in 

commodity prices. These instruments generally mature within 12 months. For these derivatives, we report the after-

tax gain (loss) from the effective portion of the hedge as a component of accumulated other comprehensive income 

(loss) and reclassify it into earnings in the same period or periods in which the hedged transaction affects earnings, 

and in the same line item on the consolidated statements of income as the impact of the hedged transaction.

Volume of Derivative Activity
Total gross notional amounts for outstanding derivatives (recorded at fair value) at the end of each period were as 

follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012
Dec 31,

2011

Currency forwards $ 13,404 $ 13,117 $ 11,203

Currency interest rate swaps 4,377 2,711 1,650

Embedded debt derivatives 3,600 3,600 3,600

Interest rate swaps 1,377 1,101 1,837

Total return swaps 914 807 761

Other 67 127 182

Total $ 23,739 $ 21,463 $ 19,233

The gross notional amounts for currency forwards and currency interest rate swaps (presented by currency) at the 

end of each period were as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012
Dec 31,

2011

British pound sterling $ 549 $ 308 $ 459

Chinese yuan 1,116 647 688

Euro 6,874 5,994 3,904

Israeli shekel 2,244 2,256 2,168

Japanese yen 4,116 4,389 3,477

Malaysian ringgit 506 442 805

Swiss franc 1,189 657 209

Other 1,187 1,135 1,143

Total $ 17,781 $ 15,828 $ 12,853
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Fair Value of Derivative Instruments in the Consolidated Balance Sheets
The fair value of our derivative instruments at the end of each period were as follows:

   December 28, 2013 December 29, 2012

(In Millions)

Other
Current
Assets

Other
Long-
Term

Assets

Other
Accrued

Liabilities

Other
Long-
Term

Liabilities

Other
Current
Assets

Other
Long-
Term

Assets

Other
Accrued

Liabilities

Other
Long-
Term

Liabilities

Derivatives designated as
hedging instruments:

Currency forwards $ 114 $ 1 $ 118 $ 2 $ 91 $ 2 $ 127 $ —

Total derivatives
designated as hedging
instruments $ 114 $ 1 $ 118 $ 2 $ 91 $ 2 $ 127 $ —
Derivatives not designated
as hedging instruments:

Currency forwards $ 66 $ — $ 63 $ — $ 85 $ — $ 58 $ —

Currency interest rate
swaps 124 6 163 29 33 18 72 14

Embedded debt derivatives — — — 19 — — — 6

Interest rate swaps 5 — 28 — — — 34 —

Total return swaps 48 — — — 11 — — —

Other — 29 — — 1 18 1 —

Total derivatives not
designated as hedging
instruments $ 243 $ 35 $ 254 $ 48 $ 130 $ 36 $ 165 $ 20
Total derivatives $ 357 $ 36 $ 372 $ 50 $ 221 $ 38 $ 292 $ 20

Derivatives in Cash Flow Hedging Relationships
The before-tax gains (losses), attributed to the effective portion of cash flow hedges, recognized in other 

comprehensive income (loss) for each period were as follows:

  

Gains (Losses)
Recognized in OCI on

Derivatives (Effective Portion)
(In Millions) 2013 2012 2011

Currency forwards $ (167) $ 4 $ 20

Other 1 9 —

Total $ (166) $ 13 $ 20

Gains and losses on derivative instruments in cash flow hedging relationships related to hedge ineffectiveness and 

amounts excluded from effectiveness testing were insignificant during all periods presented in the preceding tables. 

Additionally, for all periods presented, there was an insignificant impact on results of operations from discontinued 

cash flow hedges, which arises when forecasted transactions are probable of not occurring.
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Derivatives Not Designated as Hedging Instruments
The effects of derivative instruments not designated as hedging instruments on the consolidated statements of 

income for each period were as follows:

(In Millions)
Location of Gains (Losses)

Recognized in Income on Derivatives 2013 2012 2011

Currency forwards Interest and other, net $ 44 $ 3 $ 58

Currency interest rate swaps Interest and other, net 29 (71) (17)

Equity options Gains (losses) on equity
investments, net 1 (1) (67)

Interest rate swaps Interest and other, net — 31 (26)

Total return swaps Various 140 77 (13)

Other Gains (losses) on equity
investments, net 5 (7) 4

Other Interest and other, net — 3 —

Total $ 219 $ 35 $ (61)

Note 7: Concentrations of Credit Risk 

Financial instruments that potentially subject us to concentrations of credit risk consist principally of investments in 

debt instruments, derivative financial instruments, loans receivable, and trade receivables. When possible, we enter 

into master netting arrangements with counterparties to mitigate credit risk in derivative transactions. A master 

netting arrangement may allow counterparties to net settle amounts owed to each other as a result of multiple, 

separate derivative transactions. For presentation on our consolidated balance sheets, we do not offset fair value 

amounts recognized for derivative instruments under master netting arrangements.

We generally place investments with high-credit-quality counterparties and, by policy, we limit the amount of credit 

exposure to any one counterparty based on our analysis of that counterparty’s relative credit standing. Most of our 

investments in debt instruments are in A/A2 or better rated issuances, and the majority of the issuances are rated 

AA-/Aa3 or better. Our investment policy requires substantially all investments with original maturities at the time of 

investment of up to six months to be rated at least A-2/P-2 by Standard & Poor’s/Moody’s, and specifies a higher 

minimum rating for investments with longer maturities. For instance, investments with maturities of greater than 

three years generally require a minimum rating of AA-/Aa3 at the time of investment. Government regulations 

imposed on investment alternatives of our non-U.S. subsidiaries, or the absence of A rated counterparties in certain 

countries, result in some minor exceptions. Credit-rating criteria for derivative instruments are similar to those for 

other investments. Due to master netting arrangements, the amounts subject to credit risk related to derivative 

instruments are generally limited to the amounts, if any, by which the counterparty’s obligations exceed our 

obligations with that counterparty. As of December 28, 2013, our total credit exposure to any single counterparty, 

excluding Japan government bonds, did not exceed $750 million. We obtain and secure available collateral from 

counterparties against obligations, including securities lending transactions, when we deem it appropriate.

A substantial majority of our trade receivables are derived from sales to original equipment manufacturers and 

original design manufacturers. We also have accounts receivable derived from sales to industrial and retail 

distributors. Our three largest customers accounted for 44% of net revenue for 2013 (43% for 2012 and 2011). 

Additionally, these three largest customers accounted for 34% of our accounts receivable as of December 28, 2013 

(33% as of December 29, 2012). We believe that the receivable balances from these largest customers do not 

represent a significant credit risk based on cash flow forecasts, balance sheet analysis, and past collection 

experience.

We have adopted credit policies and standards intended to accommodate industry growth and inherent risk. We 

believe that credit risks are moderated by the financial stability of our major customers. We assess credit risk 

through quantitative and qualitative analysis, and from this analysis, we establish credit limits and determine 

whether we will seek to use one or more credit support devices, such as obtaining a parent guarantee or standby 

letter of credit, or obtaining credit insurance.
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Note 8: Acquisitions 

2013 Acquisitions
During 2013, we completed 12 acquisitions qualifying as business combinations in exchange for aggregate net cash 

consideration of $925 million. Most of the consideration was allocated to goodwill and acquisition-related developed 

technology intangible assets. Included in these acquisitions is our acquisition of Stonesoft Oyj (Stonesoft) to expand 

our network security solutions, specifically addressing next generation firewall products. We acquired Stonesoft in 

the third quarter of 2013 for net cash consideration of $381 million, substantially all of which was allocated to 

goodwill and acquisition-related developed technology intangible assets. Stonesoft's operating results are included 

in our software and services operating segments. For information on the assignment of goodwill to our operating 

segments for our acquisitions, see “Note 10: Goodwill,” and for information on the classification of intangible assets, 

see “Note 11: Identified Intangible Assets.” The completed acquisitions in 2013, both individually and in the 

aggregate, were not significant to our consolidated results of operations.

2012 Acquisitions
During 2012, we completed 15 acquisitions qualifying as business combinations in exchange for aggregate net cash 

consideration of $638 million. Substantially all of the consideration was allocated to goodwill and acquisition-related 

developed technology intangible assets. The completed acquisitions in 2012, both individually and in the aggregate, 

were not significant to our consolidated results of operations.

2011 Acquisitions

McAfee, Inc.

On February 28, 2011, we completed the acquisition of McAfee by acquiring all issued and outstanding common 

shares in exchange for cash. The acquired company continues to operate as McAfee and offers products for 

endpoint security, network and content security, risk and compliance, and consumer and mobile security. In addition 

to managing the existing McAfee business, the objective of the acquisition was to accelerate and enhance Intel’s 

combination of hardware and software security solutions, thereby improving the overall security of our platforms.

Total consideration to acquire McAfee was $6.7 billion (net of $943 million of cash and cash equivalents acquired) 

and comprised the following:

(In Millions)   

Cash $ 6,652

Share-based awards assumed 48

Total $ 6,700

The fair value of the assets acquired and liabilities assumed by major class in the acquisition of McAfee was 

recognized as follows:

(In Millions)   

Marketable debt securities $ 329

Goodwill 4,299

Identified intangible assets 3,552

Deferred tax assets 738

Other assets 417

Deferred income (1,049)

Deferred tax liabilities (1,191)

Other liabilities (395)

Total $ 6,700
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The goodwill of $4.3 billion arising from the acquisition is primarily attributed to synergies to enable a single 

company to combine security and hardware for the protection of online devices, as well as the assembled workforce 

of McAfee. Substantially all of the goodwill recognized is not deductible for tax purposes. For information on the 

assignment of goodwill to our operating segments for the acquisition, see “Note 10: Goodwill.”

The identified intangible assets assumed in the acquisition of McAfee were recognized as follows based upon their 

fair value as of February 28, 2011:

  
Fair Value

(In Millions)

Estimated
Useful Life
(In Years)

Developed technology $ 1,221 4

Customer relationships 1,418 2 – 7

Total identified intangible assets subject to amortization $ 2,639
In-process research and development 92

Trade names 821

Total identified intangible assets $ 3,552

Acquired developed technology represents the fair value of McAfee products that have reached technological 

feasibility and were part of McAfee’s product offerings at the date of acquisition. Customer relationships represent 

the fair value of the underlying relationships and agreements with McAfee’s customers. In-process R&D represents 

the fair value of incomplete McAfee R&D projects that had not reached technological feasibility as of the date of 

acquisition. Incremental costs incurred for those projects are expensed as incurred in R&D. Since the acquisition 

was completed, most of the projects have been completed and the associated costs are being amortized. Trade 

names are indefinite-lived intangible assets and represent the fair value of brand and name recognition associated 

with the marketing of McAfee’s products and services.

Other 2011 Acquisitions

During 2011, in addition to the McAfee acquisition, we completed 13 acquisitions qualifying as business 

combinations in exchange for total consideration of $2.1 billion, substantially all cash consideration. Total net cash 

consideration to acquire the Wireless Solutions (WLS) business of Infineon Technologies AG, which operated as 

Intel Mobile Communications (IMC), was $1.4 billion. The WLS business offers mobile phone components such as 

baseband processors, radio frequency transceivers, and power management integrated circuits. In addition to 

managing the existing WLS business, the objective of the acquisition was to provide solutions that enable wireless 

connectivity for a broad range of computing applications. In 2013, we completed a reorganization of IMC into our 

Multi-Comm and existing Phone Group operating segments, see "Note 27: Operating Segments and Geographic 

Information."

The fair value of the assets acquired and liabilities assumed by major class in the acquisitions completed during 

2011, excluding McAfee, was allocated as follows:

(In Millions)   

Fair value of net tangible assets acquired $ 206

Goodwill 517

Identified intangible assets 1,409

Total $ 2,132

For information on the assignment of goodwill to our operating segments for the acquisitions, see “Note 10: 

Goodwill.”
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The identified intangible assets assumed in the acquisitions completed during 2011, excluding McAfee, were 

recognized as follows:

  
Fair Value

(In Millions)

Estimated
Useful Life
(In Years)

Developed technology $ 1,102 3 – 9

Customer relationships 144 5 – 8

Other intangible assets 44 2 – 7

Total identified intangible assets subject to amortization $ 1,290
In-process research and development 119

Total identified intangible assets $ 1,409

Acquired developed technology represents the fair value of the acquirees’ products that have reached technological 

feasibility and are a part of the acquirees’ product lines at the time acquired. Customer relationships represent the 

fair value of the underlying relationships and agreements with the acquirees’ customers. In-process R&D represents 

the fair value of incomplete R&D projects that had not reached technological feasibility as of the date of acquisition. 

Since the acquisitions were completed, most of the projects have been completed and the associated costs are 

being amortized.

Actual and Pro Forma Results of Acquirees

Net revenue and net income attributable to acquisitions completed during 2011 have been included in our 

consolidated statements of income from their respective acquisition dates. The acquisitions completed during 2011 

were not individually significant to our consolidated results of operations; however, they were significant in the 

aggregate. During 2011, the results of the businesses acquired in 2011 contributed approximately $3.6 billion to our 

net revenue and reduced our net income by approximately $275 million; substantially all of these impacts were 

attributable to McAfee and the former IMC and include the impacts of the amortization of acquired identified 

intangible assets.

McAfee is a non-reportable operating segment and is aggregated with similar non-reportable operating segments 

within the software and services operating segments category for segment reporting purposes. IMC has been 

reorganized into our Multi-Comm and existing Phone Group operating segments which are non-reportable operating 

segments and are aggregated with similar non-reportable operating segments within the other Intel architecture 

(Other IA) operating segments category for segment reporting purposes. For further information, see “Note 27: 

Operating Segments and Geographic Information.”

The unaudited pro forma financial results for 2011 combine the historical results of Intel for 2011 along with the 

historical results of the businesses acquired during 2011. The results include the effects of pro forma adjustments 

as if businesses acquired in 2011 were acquired on December 27, 2009.

The unaudited pro forma financial results presented below do not include any anticipated synergies or other 

expected benefits of the acquisitions. This is presented for informational purposes only and is not indicative of future 

operations or results that would have been achieved had the acquisitions been completed as of December 27, 

2009.

(In Millions, Except Per Share Amounts—Unaudited) 2011

Net revenue $ 54,738

Net income $ 13,028

Diluted earnings per share $ 2.41
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Note 9: Divestitures 

In the first quarter of 2011, we completed the divestiture of our Digital Health Group by entering into an agreement 

with GE to form an equally owned joint venture to create a new healthcare company focused on independent living 

and delivery of health-related services via telecommunications. The new company, Care Innovations, was formed 

by combining assets of GE Healthcare’s Home Health division and Intel’s Digital Health Group. During the first 

quarter of 2011, as a result of the formation of Care Innovations, we recognized a gain of $164 million, within 

interest and other, net. For further information, see “Note 5: Cash and Investments.”

Note 10: Goodwill 

Goodwill activity for each period was as follows: 

(In Millions)
PC Client

Group
Data Center

Group

Other Intel
Architecture

Operating
Segments

Software and
Services

Operating
Segments Total

December 31, 2011 $ 2,918 $ 1,553 $ 844 $ 3,939 $ 9,254
Additions due to acquisitions 44 286 78 44 452

Impairments — — (6) — (6)

Effect of exchange rate fluctuations — — — 10 10

December 29, 2012 $ 2,962 $ 1,839 $ 916 $ 3,993 $ 9,710
Additions due to acquisitions 62 14 171 504 751

Transfers 34 (22) (12) — —

Effect of exchange rate fluctuations — — — 52 52

December 28, 2013 $ 3,058 $ 1,831 $ 1,075 $ 4,549 $ 10,513

In 2013, we completed a reorganization of IMC into our Multi-Comm and existing Phone Group operating segments. 

Goodwill related to the former IMC was allocated between Multi-Comm and the Phone Group within the Other IA 

operating segments. Also in 2013, we completed a reorganization that transferred a portion of our wired connectivity 

business formerly included within the Data Center Group (DCG) to the PC Client Group (PCCG). Due to this 

reorganization, goodwill was transferred from DCG to PCCG. 

In 2012, we reorganized and allocated goodwill from the Netbook and Tablet Group into three operating segments: 

Netbook Group, Tablet Group, and Service Provider Group. These three new operating segments are still included 

in the Other IA operating segments. Additionally, the former Ultra-Mobility Group is now the Phone Group. 

For further information on these reorganizations, see “Note 27: Operating Segments and Geographic Information.”

During the fourth quarters of 2013, 2012, and 2011, we completed our annual impairment assessments and we 

concluded that goodwill was not impaired in any of these years. The accumulated impairment losses as of 

December 28, 2013, were $719 million: $346 million associated with PCCG, $275 million associated with DCG, and 

$98 million associated with Other IA operating segments.
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Note 11: Identified Intangible Assets 

Identified intangible assets at the end of December 28, 2013, were as follows:

(In Millions)
Gross
Assets

Accumulated
Amortization Net

Acquisition-related developed technology $ 2,922 $ (1,691) $ 1,231

Acquisition-related customer relationships 1,760 (828) 932

Acquisition-related trade names 65 (44) 21

Licensed technology and patents 3,093 (974) 2,119

Identified intangible assets subject to amortization 7,840 (3,537) 4,303
Acquisition-related trade names 818 — 818

Other intangible assets 29 — 29

Identified intangible assets not subject to amortization 847 — 847
Total identified intangible assets $ 8,687 $ (3,537) $ 5,150

As a result of our acquisitions in 2013, we recorded acquisition-related developed technology of $114 million with a 

weighted average useful life of five years and acquisition-related customer relationships of $60 million with a 

weighted average useful life of seven years. During 2013, we purchased licensed technology and patents of $36 

million with a weighted average useful life of 10 years.

Identified intangible assets at the end of December 29, 2012 were as follows:

(In Millions)
Gross
Assets

Accumulated
Amortization Net

Acquisition-related developed technology $ 2,778 $ (1,116) $ 1,662

Acquisition-related customer relationships 1,712 (551) 1,161

Acquisition-related trade names 68 (33) 35

Licensed technology and patents 2,986 (699) 2,287

Other intangible assets 238 (86) 152

Identified intangible assets subject to amortization 7,782 (2,485) 5,297
Acquisition-related trade names 809 — 809

Other intangible assets 129 — 129

Identified intangible assets not subject to amortization 938 — 938
Total identified intangible assets $ 8,720 $ (2,485) $ 6,235

As a result of our acquisitions in 2012, we recorded acquisition-related developed technology of $168 million with a 

weighted average useful life of 10 years. During 2012, we purchased licensed technology and patents of $815 

million with a weighted average useful life of nine years, including wireless patents purchased from InterDigital, Inc. 

for $375 million to be amortized over approximately 10 years. Additionally, we recorded other intangible assets 

subject to amortization of $238 million associated with customer relationships, which was fully amortized in 2013.
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In January 2011, we entered into a long-term patent cross-license agreement with NVIDIA. Under the agreement, 

we received a license to all of NVIDIA’s patents with a capture period that runs through March 2017 while NVIDIA 

products are licensed to our patents, subject to exclusions for x86 products, certain chipsets, and certain flash 

memory technology products. The agreement also included settlement of the existing litigation between the 

companies, as well as broad mutual general releases. We agreed to make payments totaling $1.5 billion to NVIDIA 

over six years ($300 million in each of January 2011, 2012, and 2013; and $200 million in each of January 2014, 

2015, and 2016), which resulted in a liability totaling approximately $1.4 billion, on a discounted basis. In the fourth 

quarter of 2010, we recognized an expense of $100 million related to the litigation settlement. In the first quarter of 

2011, we recognized the remaining amount of $1.3 billion as licensed technology, which will be amortized into cost 

of sales over its estimated useful life of 17 years. The initial recognition of the intangible asset and associated 

liability for future payments to NVIDIA was treated as a non-cash transaction and, therefore, had no impact on our 

consolidated statements of cash flows. Future payments are treated as cash used for financing activities. As of 

December 28, 2013, the remaining liability of $587 million is classified within other accrued liabilities and other long-

term liabilities, based on the expected timing of the underlying payments.

We recorded amortization expense on the consolidated statements of income as follows: amortization of 

acquisition-related developed technology and licensed technology and patents is included in cost of sales, 

amortization of acquisition-related customer relationships and trade names is included in amortization of acquisition-

related intangibles, and amortization of other intangible assets is recorded as a reduction of revenue.

Amortization expenses for each period were as follows:

(In Millions) 2013 2012 2011

Acquisition-related developed technology $ 576 $ 557 $ 482

Acquisition-related customer relationships 279 296 250

Acquisition-related trade names 12 12 10

Licensed technology and patents 272 214 181

Other intangible assets 103 86 —

Total amortization expenses $ 1,242 $ 1,165 $ 923

Based on identified intangible assets that are subject to amortization as of December 28, 2013, we expect future 

amortization expense for each period to be as follows:

(In Millions) 2014 2015 2016 2017 2018

Acquisition-related developed technology $ 579 $ 303 $ 211 $ 63 $ 41

Acquisition-related customer relationships 268 251 233 142 29

Acquisition-related trade names 10 9 3 — —

Licensed technology and patents 270 252 238 199 158

Total future amortization expenses $ 1,127 $ 815 $ 685 $ 404 $ 228

Note 12: Other Long-Term Assets 

Other long-term assets at the end of each period were as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012

Equity method investments $ 1,038 $ 992

Non-marketable cost method investments 1,270 1,202

Non-current deferred tax assets 434 358

Loans receivable 952 644

Other 1,795 952

Total other long-term assets $ 5,489 $ 4,148
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Note 13: Restructuring and Asset Impairment Charges 

In response to the current business environment, during 2013, management approved several restructuring actions 

including targeted workforce reductions as well as exit of certain businesses and facilities. These actions include the 

wind down of our 200 millimeter (mm) wafer fabrication facility in Massachusetts, which we expect to cease 

production by the end of 2014. These targeted reductions will enable the company to better align our resources in 

areas providing the greatest benefit in the changing market. 

Restructuring and asset impairment charges for each period were as follows: 

(In Millions) 2013 2012 2011

Employee severance and benefit arrangements $ 201 $ — $ —

Asset impairments 39 — —

Total restructuring and asset impairment charges $ 240 $ — $ —

The restructuring and asset impairment activity for 2013 was as follows: 

(In Millions)

Employee
Severance and

Benefits
Asset

Impairments Total

Accrued restructuring balance as of December 29, 2012 $ — $ — $ —

Additional accruals 195 39 234

Adjustments 6 — 6

Cash payments (18) — (18)

Non-cash settlements — (39) (39)

Accrued restructuring balance as of December 28, 2013 $ 183 $ — $ 183

We recorded the additional accruals and adjustments as restructuring and asset impairment charges in the 

consolidated statements of income within the “all other” operating segment. The charges incurred during 2013 

included $201 million related to employee severance and benefit arrangements, which impacted approximately 

3,900 employees. The accrued restructuring balance as of December 28, 2013, relates to employee severance and 

benefits which are expected to be paid within the next 12 months and was recorded as a current liability within 

accrued compensation and benefits in the consolidated balance sheets. 

We may incur additional charges in the future for employee severance and benefit arrangements, as well as facility-

related or other exit activities, as we continue to align our resources to meet the needs of the business. 

Note 14: Deferred Income 

Deferred income at the end of each period was as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012
Deferred income on shipments of components to distributors $ 852 $ 694

Deferred income from software and services operating segments 1,244 1,238

Current deferred income $ 2,096 $ 1,932
Non-current deferred income from software and services operating segments 506 473

Total deferred income $ 2,602 $ 2,405

We classify non-current deferred income from the software and services operating segments in other long-term 

liabilities.
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Note 15: Chipset Design Issue 

In January 2011, as part of our ongoing quality assurance procedures, we identified a design issue with the Intel
®
 6 

Series Express Chipset family. The issue affected chipsets sold in the fourth quarter of 2010 and January 2011. We 

subsequently implemented a silicon fix and began shipping the updated version of the affected chipset in February 

2011. The total cost in 2011 to repair and replace affected materials and systems, located with customers and in the 

market, was $422 million. We do not expect to have any significant future adjustments related to this issue.

Note 16: Borrowings

Short-Term Debt
As of December 28, 2013, short-term debt consisted of drafts payable of $257 million and notes payable of $24 

million (drafts payable of $264 million and notes payable of $48 million as of December 29, 2012). We have an 

ongoing authorization from our Board of Directors to borrow up to $3.0 billion, including through the issuance of 

commercial paper. Maximum borrowings under our commercial paper program during 2013 were $300 million ($500 

million during 2012). Our commercial paper was rated A-1+ by Standard & Poor’s and P-1 by Moody’s as of 

December 28, 2013.

Long-Term Debt
Our long-term debt at the end of each period was as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012

2012 Senior notes due 2017 at 1.35% $ 2,997 $ 2,997

2012 Senior notes due 2022 at 2.70% 1,494 1,494

2012 Senior notes due 2032 at 4.00% 744 743

2012 Senior notes due 2042 at 4.25% 924 924

2011 Senior notes due 2016 at 1.95% 1,499 1,498

2011 Senior notes due 2021 at 3.30% 1,996 1,996

2011 Senior notes due 2041 at 4.80% 1,490 1,489

2009 Junior subordinated convertible debentures due 2039 at 3.25% 1,075 1,063

2005 Junior subordinated convertible debentures due 2035 at 2.95% 946 932

Total long-term debt $ 13,165 $ 13,136

Senior Notes

In the fourth quarter of 2012, we issued $6.2 billion aggregate principal amount of senior unsecured notes for 

general corporate purposes and to repurchase shares of our common stock pursuant to our authorized common 

stock repurchase program. In the third quarter of 2011, we issued $5.0 billion aggregate principal amount of senior 

unsecured notes, primarily to repurchase shares of our common stock pursuant to our authorized common stock 

repurchase program, and for general corporate purposes.

Our senior notes pay a fixed rate of interest semiannually. We may redeem our senior notes, in whole or in part, at 

any time at our option at specified redemption prices. The senior notes rank equally in right of payment with all of 

our other existing and future senior unsecured indebtedness and will effectively rank junior to all liabilities of our 

subsidiaries.
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Convertible Debentures

In 2009, we issued $2.0 billion of junior subordinated convertible debentures (the 2009 debentures). In 2005, we 

issued $1.6 billion of junior subordinated convertible debentures (the 2005 debentures). Both the 2009 and 2005 

debentures pay a fixed rate of interest semiannually.

  
2009

Debentures
2005

Debentures
Annual coupon interest rate 3.25% 2.95%

Annual effective interest rate 7.20% 6.45%

Maximum amount of contingent interest that will accrue per year 0.50% 0.40%

The effective interest rate is based on the rate for a similar instrument that does not have a conversion feature.

Both the 2009 and 2005 debentures have a contingent interest component that requires us to pay interest based on 

certain thresholds or for certain events, commencing on August 1, 2019 for the 2009 debentures. As of 

December 28, 2013, we have not met any of the thresholds or events related to the 2005 debentures. The fair 

values of the related embedded derivatives were $10 million and $9 million as of December 28, 2013, for the 2009 

and 2005 debentures, respectively ($6 million and zero as of December 29, 2012 for the 2009 and 2005 

debentures, respectively).

Both the 2009 and 2005 debentures are convertible, subject to certain conditions, into shares of our common stock. 

Holders can surrender the 2009 debentures for conversion if the closing price of Intel common stock has been at 

least 130% of the conversion price then in effect for at least 20 trading days during the 30 consecutive trading-day 

period ending on the last trading day of the preceding fiscal quarter. Holders can surrender the 2005 debentures for 

conversion at any time. We will settle any conversion or repurchase of the 2009 debentures in cash up to the face 

value, and any amount in excess of face value will be settled in cash or stock at our option. However, we can settle 

any conversion or repurchase of the 2005 debentures in cash or stock at our option. On or after August 5, 2019, we 

can redeem, for cash, all or part of the 2009 debentures for the principal amount, plus any accrued and unpaid 

interest, if the closing price of Intel common stock has been at least 150% of the conversion price then in effect for 

at least 20 trading days during any 30 consecutive trading-day period prior to the date on which we provide notice of 

redemption. We can redeem, for cash, all or part of the 2005 debentures for the principal amount, plus any accrued 

and unpaid interest, if the closing price of Intel common stock has been at least 130% of the conversion price then 

in effect for at least 20 trading days during any 30 consecutive trading-day period prior to the date on which we 

provide notice of redemption. If certain events occur in the future, the indentures governing the 2009 and 2005 

debentures provide that each holder of the debentures can, for a pre-defined period of time, require us to 

repurchase the holder’s debentures for the principal amount plus any accrued and unpaid interest. Both the 2009 

and 2005 debentures are subordinated in right of payment to any existing and future senior debt and to the other 

liabilities of our subsidiaries. We have concluded that both the 2009 and 2005 debentures are not conventional 

convertible debt instruments and that the embedded stock conversion options qualify as derivatives. In addition, we 

have concluded that the embedded conversion options would be classified in stockholders’ equity if they were 

freestanding derivative instruments. As such, the embedded conversion options are not accounted for separately as 

derivatives. 

   2009 Debentures 2005 Debentures

(In Millions, Except Per Share Amounts)
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012

Outstanding principal $ 2,000 $ 2,000 $ 1,600 $ 1,600

Equity component carrying amount $ 613 $ 613 $ 466 $ 466

Unamortized discount $ 910 $ 922 $ 643 $ 656

Net debt carrying amount $ 1,075 $ 1,063 $ 946 $ 932

Conversion rate (shares of common stock per $1,000
principal amount of debentures) 45.57 45.05 34.60 33.86

Effective conversion price (per share of common stock) $ 21.94 $ 22.20 $ 28.90 $ 29.53

In the preceding table, the remaining amortization periods for the unamortized discounts for the 2009 and 2005 

debentures are approximately 26 and 22 years, respectively, as of December 28, 2013.

Table of Contents
INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)



83

The conversion rate adjusts for certain events outlined in the indentures governing the 2009 and 2005 debentures, 

such as quarterly dividend distributions in excess of $0.14 and $0.10 per share for the 2009 and 2005 debentures, 

respectively, but it does not adjust for accrued interest. In addition, the conversion rate will increase for a holder of 

either the 2009 or 2005 debentures who elects to convert the debentures in connection with certain share 

exchanges, mergers, or consolidations involving Intel.

Arizona Bonds

In 2007, we guaranteed repayment of principal and interest on bonds issued by the Industrial Development 

Authority of the City of Chandler, Arizona, which constituted an unsecured general obligation for Intel. The 

aggregate principal amount of the bonds issued in December 2007 was $125 million. The 2007 Arizona bonds were 

tendered and repaid in December 2012. These bonds bore interest at a fixed rate of 5.3%. In the future, we may re-

market the bonds as either fixed-rate bonds for a specified period or as variable-rate bonds until their final maturity 

on December 1, 2037.

Debt Maturities

Our aggregate debt maturities based on outstanding principal as of December 28, 2013, by year payable, were as 

follows:

(In Millions)

2014 $ —

2015 —

2016 1,500

2017 3,000

2018 —

2019 and thereafter 10,275

Total $ 14,775

Substantially all of the difference between the total aggregate debt maturities in the preceding table and the total 

carrying amount of our debt is due to the unamortized discount of our convertible debentures.

Note 17: Retirement Benefit Plans 

Retirement Contribution Plans
We provide tax-qualified retirement contribution plans for the benefit of eligible employees, former employees, and 

retirees in the U.S. and certain other countries. The plans are designed to provide employees with an accumulation 

of funds for retirement on a tax-deferred basis. Employees hired prior to January 1, 2011 are eligible for and receive 

discretionary employer contributions in the U.S. Intel Retirement Contribution Plan, while employees hired on or 

after January 1, 2011 receive discretionary employer contributions in the Intel 401(k) Savings Plan. Our Chief 

Executive Officer (CEO) determines the annual discretionary employer contribution amounts for the U.S. Intel 

Retirement Contribution Plan and the Intel 401(k) Savings Plan under delegation of authority from our Board of 

Directors, pursuant to the terms of the plans. As of December 28, 2013, 83% of our U.S. Intel Retirement 

Contribution Plan assets were invested in equities, and 17% were invested in fixed-income instruments. These 

assets are managed by external investment managers. The discretionary employer contributions made to the Intel 

401(k) Savings Plan are participant-directed.

For the benefit of eligible U.S. employees, we also provide a non-tax-qualified supplemental deferred compensation 

plan for certain highly compensated employees. This plan is designed to permit certain discretionary employer 

contributions and to permit employee deferral of a portion of compensation in addition to their Intel 401(k) Savings 

Plan deferrals. This plan is unfunded.

We expensed $298 million for the qualified and non-qualified U.S. retirement contribution plans in 2013 ($357 

million in 2012 and $340 million in 2011). In the first quarter of 2014, we funded $288 million for the 2013 

contributions to the qualified U.S. retirement contribution plans.
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Pension and Postretirement Benefit Plans
U.S. Pension Benefits. For employees hired prior to January 1, 2011, we provide a tax-qualified defined-benefit 

pension plan, the U.S. Intel Minimum Pension Plan, for eligible employees, former employees, and retirees in the 

U.S. The U.S. Intel Minimum Pension Plan benefit is determined by a participant’s years of service and final 

average compensation as defined by the plan document. The plan generates a minimum pension benefit if the 

participants’ U.S. Intel Minimum Pension Plan benefit exceeds the annuitized value of their U.S. Intel Retirement 

Contribution Plan benefit. If participant balances in the U.S. Intel Retirement Contribution Plan do not grow 

sufficiently, the projected benefit obligation of the U.S. Intel Minimum Pension Plan could increase significantly. 

Consistent with applicable law, assets of the U.S. Intel Minimum Pension Plan are held in trust, solely for the benefit 

of plan participants, and are not available for general corporate purposes.

Non-U.S. Pension Benefits. We also provide defined-benefit pension plans in certain other countries, most 

significantly Ireland, Israel, Germany and Japan. Consistent with the requirements of local law, we deposit funds for 

certain plans with insurance companies, with third-party trustees, or into government-managed accounts, and/or 

accrue for the unfunded portion of the obligation. Effective June 20, 2012, Ireland closed its pension plan to 

employees hired on or after this date.

U.S. Postretirement Medical Benefits. Upon retirement, eligible U.S. employees who were hired prior to January 1, 

2014, are credited with a defined dollar amount, based on years of service, into a U.S. Sheltered Employee 

Retirement Medical Account (SERMA). These credits can be used to pay all or a portion of the cost to purchase 

coverage in the retiree’s choice of medical plan. If the available credits are not sufficient to pay the entire cost of the 

coverage, the remaining cost is the retiree’s responsibility. Effective January 1, 2014, employees hired on or after 

January 1, 2014, are not eligible to earn a SERMA benefit.

Funding Policy. Our practice is to fund the various pension plans and the U.S. postretirement medical benefits plan 

in amounts sufficient to meet the minimum requirements of applicable local laws and regulations. Additional funding 

may be provided as deemed appropriate. Depending on the design of the plan, local customs, and market 

circumstances, the liabilities of a plan may exceed qualified plan assets. 

Benefit Obligation and Plan Assets
The changes in the projected benefit obligations and plan assets for the plans described above were as follows:

   U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits
(In Millions) 2013 2012 2013 2012 2013 2012
Beginning projected benefit obligation $ 1,742 $ 1,480 $ 1,412 $ 1,121 $ 484 $ 369
Service cost 119 98 78 64 27 30

Interest cost 67 69 60 52 20 17

Actuarial (gain) loss (746) 108 121 172 (56) 75

Other (45) (13) 24 3 34 (7)

Ending projected benefit obligation $ 1,137 $ 1,742 $ 1,695 $ 1,412 $ 509 $ 484

   U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits
(In Millions) 2013 2012 2013 2012 2013 2012
Beginning fair value of plan assets $ 684 $ 648 $ 838 $ 722 $ 191 $ 116
Actual return on plan assets 10 49 81 70 49 —

Employer contributions — — 65 52 162 82

Other (45) (13) 21 (6) (7) (7)

Ending fair value of plan assets $ 649 $ 684 $ 1,005 $ 838 $ 395 $ 191
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The amounts recognized on the consolidated balance sheets at the end of each period were as follows:

   U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

(In Millions)
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012

Other long-term assets $ — $ — $ 16 $ 1 $ — $ —

Other long-term liabilities (488) (1,058) (706) (575) (114) (293)

Accumulated other comprehensive loss
(income), before tax 255 1,050 520 477 43 138

Net amount recognized $ (233) $ (8) $ (170) $ (97) $ (71) $ (155)

The amounts recorded in accumulated other comprehensive income (loss) before taxes at the end of each period 

were as follows:

   U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

(In Millions)
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012

Net prior service credit (cost) $ — $ — $ 25 $ 12 $ (54) $ (60)

Net actuarial gain (loss) (255) (1,050) (545) (489) 11 (78)

Accumulated other comprehensive income
(loss), before tax $ (255) $ (1,050) $ (520) $ (477) $ (43) $ (138)

As of December 28, 2013, the accumulated benefit obligation was $497 million for the U.S. Intel Minimum Pension 

Plan ($562 million as of December 29, 2012) and $1.3 billion for the non-U.S. defined-benefit pension plans ($1.1 

billion as of December 29, 2012). Included in the aggregate data in the following tables are the amounts applicable 

to our pension plans, with accumulated benefit obligations in excess of plan assets, as well as plans with projected 

benefit obligations in excess of plan assets. Amounts related to such plans at the end of each period were as 

follows:

   U.S. Pension Benefits
Non-U.S. Pension

Benefits

(In Millions)
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012

Plans with accumulated benefit obligations in excess of plan assets:

Accumulated benefit obligations $ — $ — $ 900 $ 813

Plan assets $ — $ — $ 563 $ 508

Plans with projected benefit obligations in excess of plan assets:

Projected benefit obligations $ 1,137 $ 1,742 $ 1,295 $ 1,400

Plan assets $ 649 $ 684 $ 588 $ 825

On a worldwide basis, our pension and postretirement benefit plans were 61% funded as of December 28, 2013. 

The U.S. Intel Minimum Pension Plan, which accounts for approximately 34% of the worldwide pension and 

postretirement benefit obligations, was 57% funded. Funded status is not indicative of our ability to pay ongoing 

pension benefits or of our obligation to fund retirement trusts. Required pension funding for U.S. retirement plans is 

determined in accordance with the Employee Retirement Income Security Act (ERISA) which sets required 

minimum contributions. Cumulative company funding to the U.S. Intel Minimum Pension Plan currently exceeds the 

minimum ERISA funding requirements. 
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Assumptions
Weighted average actuarial assumptions used to determine benefit obligations for the plans at the end of each 

period were as follows:

   U.S. Pension Benefits
Non-U.S. Pension

Benefits
U.S. Postretirement

Medical Benefits

  
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012
Dec 28,

2013
Dec 29,

2012

Discount rate 4.8% 3.9% 4.0% 4.2% 4.6% 3.6%

Rate of compensation increase 3.8% 4.1% 3.9% 4.0% n/a n/a

Weighted average actuarial assumptions used to determine costs for the plans for each period were as follows:

   U.S. Pension Benefits Non-U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
   2013 2012 2011 2013 2012 2011 2013 2012 2011

Discount rate 3.9% 4.7% 5.8% 4.2% 5.0% 5.3% 4.2% 4.6% 5.6%

Expected long-term rate of return on
plan assets 4.5% 5.0% 5.5% 5.2% 5.9% 6.3% 7.7% 3.0% 3.0%

Rate of compensation increase 4.1% 4.5% 4.7% 4.3% 4.1% 4.3% n/a n/a n/a

For the U.S. plans, we developed the discount rate by calculating the benefit payment streams by year to determine 

when benefit payments will be due. We then matched the benefit payment streams by year to the AA corporate 

bond rates to match the timing and amount of the expected benefit payments and discounted back to the 

measurement date to determine the appropriate discount rate. For the non-U.S. plans, we used two approaches to 

develop the discount rate. In certain countries, we used a model consisting of a theoretical bond portfolio for which 

the timing and amount of cash flows approximated the estimated benefit payments of our pension plans. In other 

countries, we analyzed current market long-term bond rates and matched the bond maturity with the average 

duration of the pension liabilities. 

The expected long-term rate of return on plan assets assumptions takes into consideration both duration and risk of 

the investment portfolios, and is developed through consensus and building-block methodologies. The consensus 

methodology includes unadjusted estimates by the fund manager on future market expectations by broad asset 

classes and geography. The building-block approach determines the rates of return implied by historical risk 

premiums across asset classes. In addition, we analyze rates of return relevant to the country where each plan is in 

effect and the investments applicable to the plan, expectations of future returns, local actuarial projections, and the 

projected long-term rates of return from external investment managers. The expected long-term rate of return on 

plan assets shown for the non-U.S. plan assets is weighted to reflect each country’s relative portion of the non-

U.S. plan assets.

Net Periodic Benefit Cost
In 2013, the net periodic benefit cost for U.S. pension benefits, non-U.S. pension benefits, and U.S. postretirement 

medical benefits was $230 million ($210 million in 2012 and $88 million in 2011), $116 million ($88 million in 2012 

and $80 million in 2011) and $77 million ($50 million in 2012 and $39 million in 2011), respectively. 

The increase in the U.S. and non-U.S. pension benefit costs is primarily attributed to an increase in service costs 

compared to 2012. The increase in the U.S. postretirement medical benefits compared to 2012 is primarily 

attributed to special one-time termination benefit costs incurred in 2013. 

U.S. Pension Plan Assets
In general, the investment strategy for U.S. Intel Minimum Pension Plan assets is to maximize risk-adjusted returns, 

taking into consideration the investment horizon and expected volatility, to ensure that there are sufficient assets 

available to pay pension benefits as they come due. The allocation to each asset class will fluctuate with market 

conditions, such as volatility and liquidity concerns, and will typically be rebalanced when outside the target ranges, 

which are 60% for fixed-income debt instrument investments and 40% for equity investments in 2013. The expected 

long-term rate of return for the U.S. Intel Minimum Pension Plan assets is 5.2%.
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U.S. Intel Minimum Pension Plan assets measured at fair value on a recurring basis consisted of the following 

investment categories at the end of each period were as follows:

   December 28, 2013
Dec 29,

2012

   Fair Value Measured at Reporting Date Using
(In Millions) Level 1 Level 2 Level 3 Total Total
Equity securities $ 15 $ 205 $ — $ 220 $ 92

Fixed income 88 255 72 415 582

Other investments 11 — — 11 —

Total assets measured at fair value $ 114 $ 460 $ 72 $ 646 $ 674
Cash 3 10

Total U.S. pension plan assets at fair value $ 649 $ 684

A substantial majority of the fixed income investments in the preceding table are corporate bonds, government 

bonds, and asset-backed securities. Corporate bonds include both U.S. and non-U.S. bonds with the majority held 

in high-quality bonds. Government bonds include bonds issued or deemed to be guaranteed by government entities 

and include instruments such as non-U.S. government bonds, U.S. Treasury securities, and U.S. agency securities. 

The Level 3 investments relate to our asset-backed securities, as we used unobservable inputs to the valuations 

that were significant to the fair value measurements.

Non-U.S. Plan Assets
The investments of the non-U.S. plans are managed by insurance companies, third-party trustees, or pension 

funds, consistent with regulations or market practice of the country where the assets are invested. The investment 

manager makes investment decisions within the guidelines set by Intel or local regulations. The investment 

manager evaluates performance by comparing the actual rate of return to the return on similar assets. Investments 

managed by qualified insurance companies or pension funds under standard contracts follow local regulations, and 

we are not actively involved in their investment strategies. For the assets that we have discretion to set investment 

guidelines, the assets are invested in developed country equities and fixed-income debt instruments, either through 

index funds or direct investment. In general, the investment strategy is designed to accumulate a diversified 

portfolio among markets, asset classes, or individual securities to reduce market risk and to assure that the pension 

assets are available to pay benefits as they come due. The target allocation of the non-U.S. plan assets that we 

have control over is 80% equity securities and 20% fixed-income instruments. The average expected long-term rate 

of return for the non-U.S. plan assets is 5.7%.

Non-U.S. plan assets measured at fair value on a recurring basis consisted of the following investment categories at 

the end of each period were as follows:

   December 28, 2013
Dec 29,

2012

   Fair Value Measured at Reporting Date Using
(In Millions) Level 1 Level 2 Level 3 Total Total
Equity securities $ 287 $ 63 $ 11 $ 361 $ 248

Fixed income — 521 33 554 574

Total assets measured at fair value $ 287 $ 584 $ 44 $ 915 $ 822
Cash 90 16

Total non-U.S. plan assets at fair value $ 1,005 $ 838

Substantially all of the equity securities in the preceding table are invested in a diversified mix of equities of 

developed countries, including the U.S., and emerging markets throughout the world.

The majority of the fixed income securities in the preceding table are investments held by insurance companies and 

insurance contracts that are managed by qualified insurance companies. We do not have control over the target 

allocation or visibility of the investment strategies of those investments. Insurance contracts and investments held 

by insurance companies made up 38% of total non-U.S. plan assets as of December 28, 2013 (40% as of 

December 29, 2012). 
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U.S. Postretirement Medical Plan Assets
In general, the investment strategy for U.S. postretirement medical benefits plan assets is to invest primarily in liquid 

assets due to the level of expected future benefit payments. In 2012, we modified the investment strategy for plan 

assets from investing solely in a money market account to investing in a tax-aware global equity portfolio, which is 

actively managed by an external investment manager. The tax-aware global equity portfolio is comprised of a 

diversified mix of equities in developed countries, including the U.S., and emerging markets throughout the world. 

The expected long-term rate of return for the U.S. postretirement medical benefits plan assets is 7.4%. As of 

December 28, 2013, substantially all of the U.S. postretirement medical benefits plan assets were invested in 

exchange-traded equity securities and were measured at fair value using Level 1 inputs.

Concentrations of Risk
We manage a variety of risks, including market, credit, and liquidity risks, across our plan assets through our 

investment managers. We define a concentration of risk as an undiversified exposure to one of the aforementioned 

risks that unnecessarily increases the exposure to a loss of plan assets. We monitor exposure to such risks in both 

the U.S. and non-U.S. plans by monitoring the magnitude of the risk in each plan and diversifying our exposure to 

such risks across a variety of instruments, markets, and counterparties. As of December 28, 2013, we did not have 

concentrations of risk in any single entity, manager, counterparty, sector, industry, or country.

Funding Expectations
Under applicable law for the U.S. Intel Minimum Pension Plan and the U.S. postretirement medical benefits plan, 

we are not required to make any contributions during 2014. Our expected required funding for the non-U.S. plans 

during 2014 is approximately $62 million.

Estimated Future Benefit Payments
Estimated benefit payments over the next 10 fiscal years are as follows:

(In Millions)
U.S. Pension

Benefits

Non-U.S.
Pension
Benefits

U.S.
Postretirement

Medical
Benefits

2014 $ 42 $ 33 $ 23

2015 $ 51 $ 32 $ 22

2016 $ 63 $ 32 $ 24

2017 $ 71 $ 36 $ 22

2018 $ 88 $ 38 $ 21

2019-2023 $ 691 $ 219 $ 99

Note 18: Commitments 

A portion of our capital equipment and certain facilities are under operating leases that expire at various dates 

through 2028. Additionally, portions of our real property are under leases that expire at various dates through 2062. 

Rental expense was $270 million in 2013 ($214 million in 2012 and $178 million in 2011).

Minimum rental commitments under all non-cancelable leases with an initial term in excess of one year were as 

follows as of December 28, 2013:

(In Millions)   

2014 $ 208

2015 172

2016 126

2017 97

2018 69

2019 and thereafter 198

Total $ 870
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Commitments for construction or purchase of property, plant and equipment totaled $5.5 billion as of December 28, 

2013 ($4.6 billion as of December 29, 2012), substantially all of which will be due within the next year. Other 

purchase obligations and commitments totaled approximately $1.9 billion as of December 28, 2013 (approximately 

$2.0 billion as of December 29, 2012). Other purchase obligations and commitments include payments due under 

various types of licenses and agreements to purchase goods or services, as well as payments due under non-

contingent funding obligations. Funding obligations include agreements to fund various projects with other 

companies. In addition, we have various contractual commitments with Micron and IMFT. For further information on 

these contractual commitments, see “Note 5: Cash and Investments.”

During 2012, we entered into a series of agreements with ASML intended to accelerate the development of 450mm 

wafer technology and extreme ultraviolet lithography (EUV). Intel agreed to provide R&D funding totaling €829 

million over five years and committed to advance purchase orders for a specified number of tools from ASML. Our 

remaining obligation, contingent upon ASML achieving certain milestones, is approximately €738 million, or $1.0 

billion, as of December 28, 2013. As our obligation is contingent upon ASML achieving certain milestones, we have 

not included this obligation in the preceding other purchase obligations and commitments total.

Note 19: Employee Equity Incentive Plans 

Our equity incentive plans are broad-based, long-term programs intended to attract and retain talented employees 

and align stockholder and employee interests.

In May 2013, stockholders approved an extension of the 2006 Equity Incentive Plan (the 2006 Plan). Stockholders 

approved 123 million additional shares for issuance, increasing the total shares of common stock authorized for 

issuance as equity awards to employees and non-employee directors to 719 million shares. The approval also 

extended the expiration date of the 2006 Plan to June 2016. A maximum of 517 million of these shares can be 

awarded as non-vested shares (restricted stock) or non-vested share units (restricted stock units). As of 

December 28, 2013, 304 million shares remained available for future grant under the 2006 Plan.

Going forward, we may assume the equity incentive plans and the outstanding equity awards of certain acquired 

companies. Once they are assumed, we do not grant additional shares under those plans. In connection with our 

completed acquisition of McAfee in 2011, we assumed McAfee’s equity incentive plan and issued replacement 

awards. The stock options and restricted stock units issued generally retain similar terms and conditions of the 

respective plan under which they were originally granted.

We issue restricted stock units with both a market condition and a service condition (market-based restricted stock 

units), referred to in our 2013 Proxy Statement as outperformance stock units, to a small group of senior officers 

and non-employee directors. For market-based restricted stock units issued in 2013, the number of shares of Intel 

common stock to be received at vesting will range from 50% to 200% of the target amount, based on total 

stockholder return (TSR) on Intel common stock measured against the benchmark TSR of a peer group over a 

three-year period. TSR is a measure of stock price appreciation plus any dividends paid in this performance period. 

As of December 28, 2013, 3 million market-based restricted stock units were outstanding. These market-based 

restricted stock units accrue dividend equivalents and generally vest three years and one month from the grant 

date.

Equity awards granted to employees in 2013 under our equity incentive plans generally vest over four years from 

the date of grant, and options expire seven years from the date of grant, with the exception of market-based 

restricted stock units, a small number of restricted stock units granted to executive-level employees, and 

replacement awards related to acquisitions.

The 2006 Stock Purchase Plan allows eligible employees to purchase shares of our common stock at 85% of the 

value of our common stock on specific dates. In May 2011, stockholders approved an extension of the 2006 Stock 

Purchase Plan. Stockholders approved 133 million additional shares for issuance, increasing the total shares of 

common stock available for issuance to 373 million shares. The approval also extended the expiration date of the 

2006 Stock Purchase Plan to August 2016. As of December 28, 2013, 216 million shares were available for 

issuance under the 2006 Stock Purchase Plan.
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Share-Based Compensation
Share-based compensation recognized in 2013 was $1.1 billion ($1.1 billion in 2012 and $1.1 billion in 2011).

On a quarterly basis, we assess changes to our estimate of expected equity award forfeitures based on our review 

of recent forfeiture activity and expected future employee turnover. We recognize the effect of adjustments made to 

the forfeiture rates, if any, in the period that we change the forfeiture estimate. The effect of forfeiture adjustments in 

2013, 2012, and 2011 was not significant.

The total share-based compensation cost capitalized as part of inventory as of December 28, 2013, was $38 million 

($41 million as of December 29, 2012 and $38 million as of December 31, 2011). During 2013, the tax benefit that 

we realized for the tax deduction from share-based awards totaled $385 million ($510 million in 2012 and $327 

million in 2011).

We estimate the fair value of restricted stock unit awards with time-based vesting using the value of our common 

stock on the date of grant, reduced by the present value of dividends expected to be paid on our common stock 

prior to vesting. We estimate the fair value of market-based restricted stock units using a Monte Carlo simulation 

model on the date of grant. We based the weighted average estimated value of restricted stock unit grants, as well 

as the weighted average assumptions that we used in calculating the fair value, on estimates at the date of grant, 

for each period as follows:

   2013 2012 2011

Estimated values $ 21.45 $ 25.32 $ 19.86

Risk-free interest rate 0.2% 0.3% 0.7%

Dividend yield 3.8% 3.3% 3.4%

Volatility 25% 26% 27%

We use the Black-Scholes option pricing model to estimate the fair value of options granted under our equity 

incentive plans and rights to acquire stock granted under our stock purchase plan. We based the weighted average 

estimated value of employee stock option grants and rights granted under the stock purchase plan, as well as the 

weighted average assumptions used in calculating the fair value, on estimates at the date of grant, for each period 

as follows:

   Stock Options Stock Purchase Plan

   2013 2012 2011 2013 2012 2011

Estimated values $ 3.11 $ 4.22 $ 3.91 $ 4.52 $ 5.47 $ 4.69

Expected life (in years) 5.2 5.3 5.4 0.5 0.5 0.5

Risk-free interest rate 0.8% 1.0% 2.2% 0.1% 0.1% 0.2%

Dividend yield 3.9% 3.3% 3.4% 4.0% 3.3% 3.6%

Volatility 25% 25% 27% 22% 24% 26%

We base the expected volatility on implied volatility because we have determined that implied volatility is more 

reflective of market conditions and a better indicator of expected volatility than historical volatility. Prior to 2011, we 

used the simplified method of calculating expected life due to significant differences in the vesting terms and 

contractual life of current option grants compared to our historical grants. In 2011, we began using historical option 

exercise data as the basis for determining expected life, as we believe that we have sufficient historical data to 

provide a reasonable basis upon which to estimate the expected life input for valuing options using the Black-

Scholes model.
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Restricted Stock Unit Awards
Information with respect to outstanding RSU activity for each period was as follows:

Number of
RSUs

(In Millions)

Weighted
Average

Grant-Date
Fair Value

December 25, 2010 99.8 $ 18.56
Granted 43.3 $ 19.86

Assumed in acquisition 5.8 $ 20.80

Vested (37.5) $ 18.60

Forfeited (4.4) $ 19.07

December 31, 2011 107.0 $ 19.18
Granted 49.9 $ 25.32

Vested (43.2) $ 18.88

Forfeited (4.4) $ 20.93

December 29, 2012 109.3 $ 22.03
Granted 53.4 $ 21.45

Vested (44.5) $ 20.21

Forfeited (4.9) $ 22.06

December 28, 2013 113.3 $ 22.47
Expected to vest as of December 28, 2013 107.3 $ 22.49

The aggregate fair value of awards that vested in 2013 was $1.0 billion ($1.2 billion in 2012 and $753 million in 

2011), which represents the market value of Intel common stock on the date that the restricted stock units vested. 

The grant-date fair value of awards that vested in 2013 was $899 million ($816 million in 2012 and $697 million in 

2011). The number of restricted stock units vested includes shares that we withheld on behalf of employees to 

satisfy the minimum statutory tax withholding requirements. Restricted stock units that are expected to vest are net 

of estimated future forfeitures.

As of December 28, 2013, there was $1.6 billion in unrecognized compensation costs related to restricted stock 

units granted under our equity incentive plans. We expect to recognize those costs over a weighted average period 

of 1.2 years.

Stock Option Awards
As of December 28, 2013, options outstanding that have vested and are expected to vest were as follows:

  

Number of
Options

(In Millions)

Weighted
Average
Exercise

Price

Weighted
Average

Remaining
Contractual

Term
(In Years)

Aggregate
Intrinsic

Value
(In Millions)

Vested 111.5 $ 20.25 2.6 $ 617

Expected to vest 39.6 $ 23.40 5.4 $ 101

Total 151.1 $ 21.08 3.3 $ 718

Aggregate intrinsic value represents the difference between the exercise price and $25.60, the closing price of Intel 

common stock on December 27, 2013, as reported on The NASDAQ Global Select Market*, for all in-the-money 

options outstanding. Options outstanding that are expected to vest are net of estimated future option forfeitures.

Options with a fair value of $186 million completed vesting during 2013 ($205 million during 2012 and $226 million 

during 2011). As of December 28, 2013, there was $75 million in unrecognized compensation costs related to stock 

options granted under our equity incentive plans. We expect to recognize those costs over a weighted average 

period of 1.1 years.
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Additional information with respect to stock option activity for each period was as follows:

Number of
Options

(In Millions)

Weighted
Average
Exercise

Price
December 25, 2010 386.4 $ 20.45
Grants 14.7 $ 21.49

Assumed in acquisition 12.0 $ 15.80

Exercises (86.3) $ 20.06

Cancellations and forfeitures (8.6) $ 20.47

Expirations (19.9) $ 24.85

December 31, 2011 298.3 $ 20.12
Grants 13.5 $ 27.01

Exercises (85.8) $ 20.45

Cancellations and forfeitures (3.9) $ 21.17

Expirations (19.3) $ 22.45

December 29, 2012 202.8 $ 20.20
Grants 20.1 $ 22.99

Exercises (65.0) $ 18.76

Cancellations and forfeitures (3.0) $ 22.58

Expirations (1.9) $ 22.56

December 28, 2013 153.0 $ 21.10
Options exercisable as of:

December 31, 2011 203.6 $ 20.44

December 29, 2012 139.8 $ 19.76

December 28, 2013 111.5 $ 20.25

The aggregate intrinsic value of stock option exercises in 2013 was $265 million ($517 million in 2012 and $318 

million in 2011), which represents the difference between the exercise price and the value of Intel common stock at 

the time of exercise.

The following table summarizes information about options outstanding as of December 28, 2013:

   Outstanding Options Exercisable Options

Range of Exercise Prices

Number of
Shares

(In Millions)

Weighted
Average

Remaining
Contractual

Life
(In Years)

Weighted
Average
Exercise

Price

Number of
Shares

(In Millions)

Weighted
Average
Exercise

Price

$ 1.12 - $ 15.00 2.2 3.7 $ 12.22 1.2 $ 11.69

$ 15.01 - $ 20.00 70.5 2.7 $ 18.22 70.4 $ 18.20

$ 20.01 - $ 25.00 57.6 4.2 $ 22.59 26.2 $ 22.54

$ 25.01 - $ 30.00 22.4 3.0 $ 27.09 13.4 $ 27.02

$ 30.01 - $ 33.03 0.3 0.1 $ 32.31 0.3 $ 32.31

Total 153.0 3.3 $ 21.10 111.5 $ 20.25

These options will expire if they are not exercised by specific dates through April 2021. Option exercise prices for 

options exercised during the three-year period ended December 28, 2013, ranged from $1.12 to $28.15.
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Stock Purchase Plan
Approximately 76% of our employees were participating in our 2006 Stock Purchase Plan as of December 28, 2013 

(72% in 2012 and 70% in 2011). Employees purchased 20.5 million shares in 2013 for $369 million under the 2006 

Stock Purchase Plan (17.4 million shares for $355 million in 2012 and 18.5 million shares for $318 million in 2011). 

As of December 28, 2013, there was $13 million in unrecognized compensation costs related to rights to acquire 

common stock under our stock purchase plan. We expect to recognize those costs over a period of approximately 

one and a half months.

Note 20: Common Stock Repurchases 

Common Stock Repurchase Program
We have an ongoing authorization, originally approved by our Board of Directors in October 2005, and subsequently 

amended, to repurchase up to $45 billion in shares of our common stock in open market or negotiated transactions. 

As of December 28, 2013, $3.2 billion remained available for repurchase under the existing repurchase 

authorization limit. During 2013, we repurchased 94.1 million shares of common stock at a cost of $2.1 billion (191.0 

million shares of common stock at a cost of $4.8 billion in 2012 and 642.3 million shares of common stock at a cost 

of $14.1 billion in 2011). We have repurchased 4.4 billion shares at a cost of $91 billion since the program began in 

1990.

Restricted Stock Unit Withholdings
We issue restricted stock units as part of our equity incentive plans. For the majority of restricted stock units 

granted, the number of shares issued on the date the restricted stock units vest is net of the minimum statutory 

withholding requirements that we pay in cash to the appropriate taxing authorities on behalf of our employees. In 

our consolidated financial statements, we also treat shares withheld for tax purposes on behalf of our employees in 

connection with the vesting of restricted stock units as common stock repurchases because they reduce the number 

of shares that would have been issued upon vesting. These withheld shares are not considered common stock 

repurchases under our authorized common stock repurchase plan. During 2013, we withheld 13.1 million shares to 

satisfy $293 million of employees’ tax obligations (12.6 million shares to satisfy $345 million during 2012 and 10.3 

million shares to satisfy $207 million during 2011).

Note 21: Gains (Losses) on Equity Investments, Net 

Gains (losses) on equity investments, net for each period were as follows:

(In Millions) 2013 2012 2011

Share of equity method investee losses, net $ (69) $ (81) $ (204)

Impairment charges (123) (154) (132)

Gains on sales, net 515 183 303

Dividends 46 — —

Other, net 102 193 145

Total gains (losses) on equity investments, net $ 471 $ 141 $ 112

Gains on sales, net for 2013 included gains of $439 million on the sales of our interest in Clearwire LLC and our 

shares in Clearwire Corporation in the third quarter of 2013. For further information on these transactions, see "Note 

5: Cash and Investments."
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Note 22: Interest and Other, Net 

The components of interest and other, net for each period were as follows:

(In Millions) 2013 2012 2011
Interest income $ 104 $ 97 $ 98

Interest expense (244) (90) (41)

Other, net (11) 87 135

Total interest and other, net $ (151) $ 94 $ 192

Interest expense in the preceding table is net of $246 million of interest capitalized in 2013 ($240 million in 2012 

and $150 million in 2011). In 2011, we recognized a gain upon forming the Intel and GE joint venture, Care 

Innovations, of $164 million, which is included within “other, net,” in the preceding table. For further information, see 

“Note 5: Cash and Investments.”

Note 23: Earnings Per Share 

We computed our basic and diluted earnings per common share for each period as follows:

(In Millions, Except Per Share Amounts) 2013 2012 2011
Net income available to common stockholders $ 9,620 $ 11,005 $ 12,942
Weighted average common shares outstanding—basic 4,970 4,996 5,256
Dilutive effect of employee equity incentive plans 68 100 101

Dilutive effect of convertible debt 59 64 54

Weighted average common shares outstanding—diluted 5,097 5,160 5,411
Basic earnings per common share $ 1.94 $ 2.20 $ 2.46
Diluted earnings per common share $ 1.89 $ 2.13 $ 2.39

We computed basic earnings per common share using net income available to common stockholders and the 

weighted average number of common shares outstanding during the period. We computed diluted earnings per 

common share using net income available to common stockholders and the weighted average number of common 

shares outstanding plus potentially dilutive common shares outstanding during the period. Net income available to 

participating securities was insignificant for all periods presented. 

Potentially dilutive common shares from employee incentive plans are determined by applying the treasury stock 

method to the assumed exercise of outstanding stock options, the assumed vesting of outstanding restricted stock 

units, and the assumed issuance of common stock under the stock purchase plan. Potentially dilutive common 

shares are determined by applying the if-converted method for our 2005 debentures. However, as our 2009 

debentures require settlement of the principal amount of the debt in cash upon conversion, with the conversion 

premium paid in cash or stock at our option, potentially dilutive common shares are determined by applying the 

treasury stock method. For further discussion on the specific conversion features of our 2005 and 2009 debentures, 

see “Note 16: Borrowings.”

In 2013, we excluded on average 55 million outstanding stock options and restricted stock units (29 million in 2012 

and 90 million in 2011) from the computation of diluted earnings per common share because these would have 

been antidilutive. These options could potentially be included in the dilutive earnings per common share calculation 

in the future if the average market value of the common shares increases and is greater than the exercise price of 

these options. 

In 2013, 2012, and 2011, we included our 2009 debentures in the calculation of diluted earnings per common share 

because the average market price was above the conversion price. We could potentially exclude the 2009 

debentures again in the future if the average market price is below the conversion price.
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Note 24: Income Taxes 

Income Tax Provision
Income before taxes and the provision for taxes consisted of the following:

(Dollars in Millions) 2013 2012 2011
Income before taxes:

U.S. $ 9,374 $ 10,042 $ 14,659

Non-U.S. 3,237 4,831 3,122

Total income before taxes $ 12,611 $ 14,873 $ 17,781
Provision for taxes:

Current:

Federal $ 2,730 $ 2,539 $ 3,212

State 68 52 104

Non-U.S. 716 1,135 374

Total current provision for taxes $ 3,514 $ 3,726 $ 3,690
Deferred:

Federal $ (412) $ 129 $ 1,175

Other (111) 13 (26)

Total deferred provision for taxes $ (523) $ 142 $ 1,149
Total provision for taxes $ 2,991 $ 3,868 $ 4,839
Effective tax rate 23.7% 26.0% 27.2%

The difference between the tax provision at the statutory federal income tax rate and the tax provision as a 

percentage of income before income taxes (effective tax rate) for each period was as follows:

   2013 2012 2011

Statutory federal income tax rate 35.0% 35.0% 35.0%

Increase (reduction) in rate resulting from:

Non-U.S. income taxed at different rates (5.8) (7.3) (4.4)

Research and development tax credits (3.5) — (1.0)

Domestic manufacturing deduction benefit (2.1) (2.1) (1.9)

Other 0.1 0.4 (0.5)

Effective tax rate 23.7% 26.0% 27.2%

The U.S. R&D tax credit was reenacted in January 2013 retroactive to the beginning of 2012. The full year 2012 

impact of the U.S. R&D tax credit was recognized in the first quarter of 2013.

Income in certain non-U.S. countries is fully exempt from income taxes for a limited period of time due to eligible 

activities and certain capital investment actions. These full tax exemptions expire at various dates through 2020; 

however, the exemptions in certain countries are eligible for renewal. In 2013, the tax benefit attributable to tax 

holidays was $213 million ($252 million for 2012 and $554 million for 2011) with a $0.04 impact on diluted earnings 

per share ($0.05 for 2012 and $0.10 for 2011).

During 2013, net income tax benefits attributable to equity-based compensation transactions that were allocated to 

stockholders’ equity totaled $3 million (net benefits of $137 million in 2012 and net deficiencies of $18 million in 

2011).
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Deferred and Current Income Taxes
Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets 

and liabilities for financial reporting purposes and the amounts for income tax purposes. Significant components of 

our deferred tax assets and liabilities at the end of each period were as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012

Deferred tax assets:

Accrued compensation and other benefits $ 1,047 $ 1,125

Share-based compensation 564 638

Deferred income 672 637

Inventory 733 506

Unrealized losses on investments and derivatives — 36

State credits and net operating losses 378 297

Other, net 654 654

Gross deferred tax assets 4,048 3,893
Valuation allowance (456) (389)

Total deferred tax assets $ 3,592 $ 3,504
Deferred tax liabilities:

Property, plant and equipment $ (2,023) $ (2,325)

Licenses and intangibles (687) (778)

Convertible debt (911) (856)

Unrealized gains on investments and derivatives (815) —

Investment in non-U.S. subsidiaries (244) (213)

Other, net (281) (269)

Total deferred tax liabilities $ (4,961) $ (4,441)
Net deferred tax assets (liabilities) $ (1,369) $ (937)

Reported as:

Current deferred tax assets $ 2,594 $ 2,117

Non-current deferred tax assets 434 358

Non-current deferred tax liabilities (4,397) (3,412)

Net deferred tax assets (liabilities) $ (1,369) $ (937)

Non-current deferred tax assets are included within other long-term assets on the consolidated balance sheets.

The valuation allowance is based on our assessment that it is more likely than not that certain deferred tax assets 

will not be realized in the foreseeable future. The valuation allowance as of December 28, 2013, included 

allowances related to unrealized state credit carryforwards of $364 million and matters related to our non-U.S. 

subsidiaries of $92 million.

As of December 28, 2013, our federal, state, and non-U.S. net operating loss carryforwards for income tax 

purposes were $239 million, $353 million, and $647 million, respectively. Approximately half of the non-U.S. net 

operating loss carryforwards have no expiration date. The remaining non-U.S. as well as the U.S. federal and state 

net operating loss carryforwards expire at various dates through 2033. A significant amount of the net operating loss 

carryforwards in the U.S. relates to acquisitions and, as a result, is limited in the amount that can be recognized in 

any one year. The non-U.S. net operating loss carryforwards include $342 million that is not likely to be recovered 

and has been reduced by a valuation allowance.

As of December 28, 2013, we had not recognized U.S. deferred income taxes on a cumulative total of $20.0 billion 

of undistributed earnings for certain non-U.S. subsidiaries and $2.4 billion of other basis differences of our 

investments in certain non-U.S. subsidiaries primarily related to McAfee. Determining the unrecognized deferred tax 

liability related to investments in these non-U.S. subsidiaries that are indefinitely reinvested is not practicable. We 

currently intend to indefinitely reinvest those earnings and other basis differences in operations outside the U.S.
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Current income taxes receivable of $65 million as of December 28, 2013, ($866 million as of December 29, 2012) is 

included in other current assets. Current income taxes payable of $542 million as of December 28, 2013, ($711 

million as of December 29, 2012) is included in other accrued liabilities.

Long-term income taxes payable of $188 million as of December 28, 2013, ($177 million as of December 29, 2012) 

within other long-term liabilities, includes uncertain tax positions, reduced by the associated federal deduction for 

state taxes and non-U.S. tax credits, and may also include other long-term tax liabilities that are not uncertain but 

have not yet been paid.

Uncertain Tax Positions
The aggregate changes in the balance of gross unrecognized tax benefits for each period were as follows:

(In Millions) 2013 2012 2011

Beginning gross unrecognized tax benefits $ 189 $ 212 $ 216
Settlements and effective settlements with tax authorities and

related remeasurements (2) (81) (63)

Lapse of statute of limitations — (5) (17)

Increases in balances related to tax positions taken during prior
periods 21 56 91

Decreases in balances related to tax positions taken during prior
periods (9) (6) (21)

Increases in balances related to tax positions taken during current
period 8 13 6

Ending gross unrecognized tax benefits $ 207 $ 189 $ 212

During 2013, we settled and effectively settled matters with certain state and non-U.S. tax authorities relating to tax 

positions taken during prior periods. The result of the settlements, effective settlements, and re-measurements 

resulted in an insignificant reduction in the balance of our gross unrecognized tax benefits in 2013 ($81 million in 

2012 and $63 million in 2011). The related tax benefit for settlements, effective settlements, and re-measurements 

is insignificant for 2013 ($7 million for 2012 and $61 million for 2011).

If the remaining balance of $207 million of unrecognized tax benefits as of December 28, 2013, ($189 million as of 

December 29, 2012) were realized in a future period, it would result in a tax benefit of $81 million and a reduction in 

the effective tax rate ($66 million as of December 29, 2012).

During all years presented, we recognized interest and penalties related to unrecognized tax benefits within the 

provision for taxes on the consolidated statements of income. Interest and penalties related to unrecognized tax 

benefits were insignificant in 2013 (insignificant in 2012 and $24 million in 2011). As of December 28, 2013, we had 

$73 million of accrued interest and penalties related to unrecognized tax benefits ($66 million as of December 29, 

2012).

Although the timing of the resolutions and/or closures of audits is highly uncertain, it is reasonably possible that 

certain non-U.S. tax audits may be concluded within the next 12 months which could significantly increase or 

decrease the balance of our gross unrecognized tax benefits. However, the estimated impact to income tax 

expense and net income is not expected to be significant. 

We file federal, state, and non-U.S. tax returns. For state and non-U.S. tax returns, we are generally no longer 

subject to tax examinations for years prior to 2001. For federal tax returns, we are no longer subject to tax 

examination for years prior to 2009.
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Note 25: Other Comprehensive Income (Loss) 

The components of other comprehensive income (loss) and related tax effects for each period were as follows:

   2013 2012 2011

(In Millions)
Before

Tax Tax
Net of

Tax
Before

Tax Tax
Net of

Tax
Before

Tax Tax
Net of

Tax

Change in unrealized
holding gains
(losses) on
available-for-sale
investments $ 1,963 $ (687) $ 1,276 $ 909 $ (318) $ 591 $ 35 $ (13) $ 22

Less: adjustment for 
(gains) losses on 
available-for-sale 
investments 
included in net 
income (146) 51 (95) (187) 66 (121) (299) 107 (192)

Less: adjustment for 
(gains) losses on 
deferred tax asset 
valuation allowance 
included in net 
income — (26) (26) — (11) (11) — (99) (99)

Change in unrealized
holding gains
(losses) on
derivatives (166) 76 (90) 12 8 20 20 (16) 4

Less: adjustment for 
amortization of 
(gains) losses on 
derivatives 30 (29) 1 78 (13) 65 (161) 38 (123)

Change in net prior
service costs 17 (2) 15 (4) 1 (3) — — —

Less: adjustment for 
amortization of net 
prior service costs 4 (1) 3 5 (2) 3 7 (3) 4

Change in actuarial
valuation 725 (275) 450 (321) 91 (230) (900) 284 (616)

Less: adjustment for 
amortization of 
actuarial (gains) 
losses 101 (31) 70 90 (32) 58 43 (15) 28

Change in net foreign
currency translation
adjustment 45 (7) 38 12 (2) 10 (155) 13 (142)

Other
comprehensive
income (loss) $ 2,573 $ (931) $ 1,642 $ 594 $ (212) $ 382 $ (1,410) $ 296 $ (1,114)

In prior periods, we recorded a reversal of a portion of our deferred tax asset valuation allowance attributed to 

changes in unrealized holding gains on our available-for-sale investments. This amount is reduced and included in 

our provision for taxes as these investments mature or are sold, and is included in the preceding table as an 

adjustment for (gains) losses on deferred tax asset valuation allowance included in net income.
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The changes in accumulated other comprehensive income (loss) by component and related tax effects for each 

period were as follows:

(In Millions)

Unrealized
Holding
Gains

(Losses) on
Available-
for-Sale

Investments

Deferred
Tax Asset
Valuation
Allowance

Unrealized
Holding
Gains

(Losses) on
Derivatives

Prior
Service
Credits
(Costs)

Actuarial
Gains

(Losses)

Foreign
Currency

Translation
Adjustment Total

December 31, 2011 $ 231 $ 104 $ 8 $ (32) $ (950) $ (142) $ (781)
Other comprehensive

income before
reclassifications 909 — 12 (4) (321) 12 608

Amounts reclassified out
of accumulated other
comprehensive income (187) — 78 5 90 — (14)

Tax effects (252) (11) (5) (1) 59 (2) (212)

Other comprehensive
income (loss) 470 (11) 85 — (172) 10 382

December 29, 2012 $ 701 $ 93 $ 93 $ (32) $ (1,122) $ (132) $ (399)
Other comprehensive

income before
reclassifications 1,963 — (166) 17 725 45 2,584

Amounts reclassified out
of accumulated other
comprehensive income (146) — 30 4 101 — (11)

Tax effects (636) (26) 47 (3) (306) (7) (931)

Other comprehensive
income (loss) 1,181 (26) (89) 18 520 38 1,642

December 28, 2013 $ 1,882 $ 67 $ 4 $ (14) $ (602) $ (94) $ 1,243
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The amounts reclassified out of accumulated other comprehensive income into the consolidated statements of 

income, with presentation location, for each period were as follows:

2013 2012 2011
Comprehensive Income Components Income Before Taxes Impact (In Millions) Location

Unrealized holding gains (losses) on
available-for-sale investments

$ 8 $ (8) $ (7) Interest and other, net

138 195 306
Gains (losses) on equity

investments, net

146 187 299
Unrealized holding gains (losses) on

derivatives

Currency forwards (61) 11 118 Cost of sales

30 (63) 20 Research and development

— (25) 19
Marketing, general and

administrative

Other instruments 1 (1) 4 Cost of sales

(30) (78) 161
Amortization of pension and

postretirement benefit components

Prior service credits (costs) (4) (5) (7)

Actuarial gains (losses) (101) (90) (43)

(105) (95) (50)
Total amounts reclassified out of

accumulated other
comprehensive income $ 11 $ 14 $ 410

The amortization of pension and postretirement benefit components are included in the "Net Periodic Benefit Cost" 

section of "Note 17: Retirement Benefit Plans". The estimated net prior service costs and net actuarial gains 

(losses) for the defined benefit plans that will be amortized from accumulated other comprehensive income (loss) 

into net periodic benefit cost during 2014 are $4 million and $39 million, respectively.

We estimate that we will reclassify approximately $6 million (before taxes) of net derivative losses included in 

accumulated other comprehensive income (loss) into earnings within the next 12 months.

Note 26: Contingencies 

Legal Proceedings
We are a party to various legal proceedings, including those noted in this section. Although management at present 

believes that the ultimate outcome of these proceedings, individually and in the aggregate, will not materially harm 

our financial position, results of operations, cash flows, or overall trends, legal proceedings and related government 

investigations are subject to inherent uncertainties, and unfavorable rulings or other events could occur. 

Unfavorable resolutions could include substantial monetary damages. In addition, in matters for which injunctive 

relief or other conduct remedies are sought, unfavorable resolutions could include an injunction or other order 

prohibiting us from selling one or more products at all or in particular ways, precluding particular business practices, 

or requiring other remedies. Were unfavorable outcomes to occur, the possibility exists for a material adverse 

impact on our business, results of operations, financial position, and overall trends. We might also conclude that 

settling one or more such matters is in the best interests of our stockholders, employees, and customers, and any 

such settlement could include substantial payments. However, we have not reached this conclusion with respect to 

any particular matter at this time.
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A number of proceedings generally have challenged and continue to challenge certain of our competitive practices. 

The allegations in these proceedings vary and are described in more detail in the following paragraphs. In general, 

they contend that we improperly conditioned price rebates and other discounts on our microprocessors on exclusive 

or near-exclusive dealing by some of our customers; and they allege that our software compiler business unfairly 

preferred Intel microprocessors over competing microprocessors and that, through the use of our compilers and 

other means, we have caused the dissemination of inaccurate and misleading benchmark results concerning our 

microprocessors. Based on the procedural posture of the various remaining competition matters, which we describe 

in subsequent paragraphs, our investment of resources to explain and defend our position has declined as 

compared to the period 2005-2011. Nonetheless, certain of the matters remain active, and these challenges could 

continue for a number of years, potentially requiring us to invest additional resources. We believe that we compete 

lawfully and that our marketing, business, intellectual property, and other challenged practices benefit our customers 

and our stockholders, and we will continue to conduct a vigorous defense in the remaining proceedings.

Government Competition Matters and Related Consumer Class Actions

In 2001, the European Commission (EC) commenced an investigation regarding claims by Advanced Micro 

Devices, Inc. (AMD) that we used unfair business practices to persuade customers to buy our microprocessors. We 

received numerous requests for information and documents from the EC and we responded to each of those 

requests. The EC issued a Statement of Objections in July 2007 and held a hearing on that Statement in March 

2008. The EC issued a Supplemental Statement of Objections in July 2008.

In May 2009, the EC issued a decision finding that we had violated Article 82 of the EC Treaty and Article 54 of the 

European Economic Area Agreement. In general, the EC found that we violated Article 82 (later renumbered as 

Article 102 by a new treaty) by offering alleged “conditional rebates and payments” that required our customers to 

purchase all or most of their x86 microprocessors from us. The EC also found that we violated Article 82 by making 

alleged “payments to prevent sales of specific rival products.” The EC imposed a fine in the amount of €1.06 billion 

($1.447 billion as of May 2009), which we subsequently paid during the third quarter of 2009, and ordered us to 

“immediately bring to an end the infringement referred to in” the EC decision. In the second quarter of 2009, we 

recorded the related charge within marketing, general and administrative. We strongly disagree with the EC's 

decision, and we appealed the decision to the Court of First Instance (which has been renamed the General Court) 

in July 2009. The hearing of our appeal took place on July 3 through July 6, 2012. The court's decision is expected 

in 2014.

The EC decision exceeds 500 pages but contains no specific direction on whether or how we should modify our 

business practices. Instead, the decision states that we should “cease and desist” from further conduct that, in the 

EC's opinion, would violate applicable law. We have taken steps, which are subject to the EC's ongoing review, to 

comply with that decision pending appeal. We had discussions with the EC to better understand the decision and to 

explain changes to our business practices. Based on our current understanding and expectations, we do not believe 

that any such changes will be material to our financial position, results, or cash flows.

In June 2005, we received an inquiry from the Korea Fair Trade Commission (KFTC) requesting documents from 

our Korean subsidiary related to marketing and rebate programs that we entered into with Korean PC 

manufacturers. In February 2006, the KFTC initiated an inspection of documents at our offices in Korea. In 

September 2007, the KFTC served on us an Examination Report alleging that sales to two customers during parts 

of 2002-2005 violated Korea's Monopoly Regulation and Fair Trade Act. In December 2007, we submitted our 

written response to the KFTC. In February 2008, the KFTC's examiner submitted a written reply to our response. In 

March 2008, we submitted a further response. In April 2008, we participated in a pre-hearing conference before the 

KFTC, and we participated in formal hearings in May and June 2008. In June 2008, the KFTC announced its intent 

to fine us approximately $25 million for providing discounts to Samsung Electronics Co., Ltd. and TriGem Computer 

Inc. In November 2008, the KFTC issued a final written decision concluding that our discounts had violated Korean 

antitrust law and imposing a fine on us of approximately $20 million, which we paid in January 2009. In December 

2008, we appealed this decision by filing a lawsuit in the Seoul High Court seeking to overturn the KFTC's decision. 

In June 2013, the Seoul High Court rejected Intel's appeal and affirmed the KFTC's findings, including the 

imposition of the fine. 
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At least 82 separate class-action lawsuits have been filed in the U.S. District Courts for the Northern District of 

California, Southern District of California, District of Idaho, District of Nebraska, District of New Mexico, District of 

Maine, and District of Delaware, as well as in various California, Kansas, and Tennessee state courts. These 

actions generally repeat the allegations made in a now-settled lawsuit filed against us by AMD in June 2005 in the 

U.S. District Court for the District of Delaware (AMD litigation). Like the AMD litigation, these class-action lawsuits 

allege that we engaged in various actions in violation of the Sherman Act and other laws by, among other things: 

providing discounts and rebates to our manufacturer and distributor customers conditioned on exclusive or near-

exclusive dealing that allegedly unfairly interfered with AMD's ability to sell its microprocessors; interfering with 

certain AMD product launches; and interfering with AMD's participation in certain industry standards-setting groups. 

The class actions allege various consumer injuries, including that consumers in various states have been injured by 

paying higher prices for computers containing our microprocessors. We dispute these class-action claims and 

intend to defend the lawsuits vigorously.

All of the federal class actions and the Kansas and Tennessee state court class actions have been transferred by 

the Multidistrict Litigation Panel to the U.S. District Court in Delaware for all pre-trial proceedings and discovery 

(MDL proceedings). The Delaware district court appointed a Special Master to address issues in the MDL 

proceedings, as assigned by the court. In January 2010, the plaintiffs in the Delaware action filed a motion for 

sanctions for our alleged failure to preserve evidence. This motion largely copies a motion previously filed by AMD 

in the AMD litigation, which has settled. The plaintiffs in the MDL proceedings also moved for certification of a class 

of members who purchased certain PCs containing products sold by us. In July 2010, the Special Master issued a 

Report and Recommendation (Report) denying the motion to certify a class. The MDL plaintiffs filed objections to 

the Special Master's Report, and a hearing on those objections was held in March 2011. In September 2012, the 

court ruled that an evidentiary hearing would be necessary to enable the court to rule on the objections to the 

Special Master's Report, to resolve the motion to certify the class, and to resolve a separate motion to exclude 

certain testimony and evidence from the MDL plaintiffs' expert. The hearing occurred in July 2013, and we are 

awaiting the court's decision on the class certification issues. 

All California class actions have been consolidated in the Superior Court of California in Santa Clara County. The 

plaintiffs in the California actions have moved for class certification, which we are in the process of opposing. At our 

request, the court in the California actions has agreed to delay ruling on this motion until after the Delaware district 

court rules on the similar motion in the MDL proceedings. Given the procedural posture and the nature of these 

cases, including the fact that the Delaware district court has not determined whether the matters before it may 

proceed as a class action, we are unable to make a reasonable estimate of the potential loss or range of losses, if 

any, arising from these matters. 

In re High Tech Employee Antitrust Litigation 

Between May and July 2011, former employees of Intel, Adobe Systems Incorporated, Apple Inc., Google Inc., Intuit 

Inc., Lucasfilm Ltd., and Pixar filed antitrust class action lawsuits in the California Superior Courts alleging that 

these companies had entered into a conspiracy to suppress the compensation of their employees. The California 

Superior Court lawsuits were removed to the United States District Court for the Northern District of California and 

were consolidated. The plaintiffs’ allegations referenced the 2009 and 2010 investigation by the Department of 

Justice (DOJ) into employment practices in the technology industry, as well as the DOJ’s complaints and 

subsequent stipulated final judgments with the seven companies named as defendants in the lawsuits. The plaintiffs 

allege that the defendants entered into certain unlawful agreements not to cold call employees of particular other 

defendants and that there was an overarching conspiracy among the defendants. Plaintiffs assert one such 

agreement specific to Intel, namely that Intel and Google entered into an agreement starting no later than 

September 2007, not to cold call each other’s employees.

In September 2011, the plaintiffs filed a consolidated amended complaint, captioned In re High Tech Employee 
Antitrust Litigation, which asserts the same state law claims as the state court complaints, and also asserts claims 

under Section 1 of the Sherman Antitrust Act and Section 4 of the Clayton Antitrust Act. Plaintiffs’ consolidated 

amended complaint seeks a declaration that the defendants’ alleged actions violated the antitrust laws; damages, 

trebled as provided for by law under the Sherman Act or Clayton Act; restitution, and disgorgement; and attorneys’ 
fees and costs. In April 2012, the court granted the defendants’ motion to dismiss plaintiffs’ state law claims but 

denied defendants’ motion to dismiss the Sherman Act and Clayton Act claims.
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In October 2013, the court certified a class consisting of approximately 66,000 current or former employees of the 

seven defendants. This so-called “technical class” consists of a group of current and former technical, creative, and 

R&D employees at each of the defendants. In January 2014, Intel filed a motion for summary judgment which is 

scheduled for hearing in March 2014. Trial is scheduled to begin in late May 2014. Given the procedural posture 

and the nature of this case, we are unable to make a reasonable estimate of the potential loss or range of losses, if 

any, that might arise from this matter. We dispute the plaintiffs’ claims and intend to defend the lawsuit vigorously.

Lehman Brothers Holdings Inc. and Lehman Brothers OTC Derivatives Inc. v. Intel

In May 2013, Lehman Brothers OTC Derivatives Inc. (LOTC) and Lehman Brothers Holdings Inc. (LBHI) filed an 

adversary complaint in the United States Bankruptcy Court in the Southern District of New York asserting claims 

against us arising from a 2008 contract between Intel and LOTC. Under the terms of the 2008 contract, we prepaid 

$1.0 billion to LOTC, in exchange for which LOTC was required to deliver to us on or before September 29, 2008, 

quantities of Intel common stock and cash determined by a formula set forth in the contract. LOTC's performance 

under the contract was secured by $1.0 billion of cash collateral. Under the terms of the contract, LOTC was 

obligated to deliver approximately 50 million shares of our common stock to us on September 29, 2008. LOTC 

failed to deliver any Intel common stock or cash, and we exercised our right of set-off against the $1.0 billion 

collateral. LOTC and LBHI acknowledge in their complaint that we were entitled to set off our losses against the 

collateral, but they assert that we withheld collateral in excess of our losses that should have been returned to 

LOTC. The complaint asserts a claim for breach of contract, a claim for “turnover” under section 542(a) of the 

Bankruptcy Code, and a claim for violation of the automatic stay under section 362(a)(3) of the Bankruptcy Code. 

The complaint does not expressly quantify the amount of damages claimed but does assert multiple theories of 

damages that impliedly seek up to $312 million of alleged excess collateral, plus interest based on LOTC's claimed 

cost of borrowing. In June 2013, we filed a motion to dismiss plaintiffs' bankruptcy claims and for a determination 

that the breach of contract claim is “non-core” under the Bankruptcy Code. The bankruptcy court granted our motion 

in its entirety in December 2013. In January 2014, based on the bankruptcy court’s ruling, we filed a motion in the 

United States District Court for the Southern District of New York requesting that the district court withdraw its 

reference to the bankruptcy court of plaintiffs’ adversary complaint. Given the procedural posture and the nature of 

this case, including that discovery has just begun, we are unable to make a reasonable estimate of the potential 

loss or range of losses, if any, that might arise from this matter. We believe that we acted in a manner consistent 

with our contractual rights, and we intend to defend against any claim to the contrary.

McAfee, Inc. Shareholder Litigation

On August 19, 2010, we announced that we had agreed to acquire all of McAfee’s common stock for $48.00 per 

share. Four McAfee shareholders filed putative class-action lawsuits in Santa Clara County, California Superior 

Court challenging the proposed transaction. The cases were ordered consolidated in September 2010. Plaintiffs 

filed an amended complaint that named former McAfee board members, McAfee and Intel as defendants, and 

alleged that the McAfee board members breached their fiduciary duties and that McAfee and Intel aided and 

abetted those breaches of duty. The complaint requested rescission of the merger agreement, such other equitable 

relief as the court may deem proper, and an award of damages in an unspecified amount. In June 2012, the 

plaintiffs’ damages expert asserted that the value of a McAfee share for the purposes of assessing damages should 

be $62.08.

In January 2012, the court certified the action as a class action, appointed the Central Pension Laborers’ Fund to 

act as the class representative, and scheduled trial to begin in January 2013. In March 2012, defendants filed a 

petition with the California Court of Appeal for a writ of mandate to reverse the class certification order; the petition 

was denied in June 2012. In March 2012, at defendants’ request, the court held that plaintiffs were not entitled to a 

jury trial, and ordered a bench trial. In April 2012, plaintiffs filed a petition with the California Court of Appeal for a 

writ of mandate to reverse that order, which the court of appeal denied in July 2012. In August 2012, defendants 

filed a motion for summary judgment. The trial court granted that motion in November 2012, and entered final 

judgment in the case in February 2013. In April 2013, plaintiffs filed a notice of appeal. Because the resolution of the 

appeal may materially impact the scope and nature of the proceeding, we are unable to make a reasonable 

estimate of the potential loss or range of losses, if any, arising from this matter. We dispute the class-action claims 

and intend to continue to defend the lawsuit vigorously.
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X2Y Attenuators, LLC v. Intel et al

In May 2011, X2Y Attenuators, LLC (X2Y) filed a patent infringement lawsuit in the U.S. District Court for the 

Western District of Pennsylvania and a complaint with the U.S. International Trade Commission (ITC) pursuant to 

Section 337 of the Tariff Act of 1930 against us and two of our customers, Apple and Hewlett-Packard Company, 

alleging infringement of five patents. X2Y subsequently added a sixth patent to both actions. The district court action 

is stayed pending resolution of the ITC proceeding. X2Y alleges that at least Intel® Core™ and Intel® Xeon® 
processor families infringe the asserted patents. X2Y also requests that the ITC issue permanent exclusion and 

cease-and-desist orders to, among other things, prohibit us from importing these microprocessors and Apple and 

Hewlett-Packard Company products that incorporate these microprocessors into the United States. In the district 

court action, X2Y seeks unspecified damages, including enhanced damages for alleged willful infringement, and 

injunctive relief. On June 13, 2012, the Administrative Law Judge issued an initial determination granting X2Y’s 

motion to partially terminate the ITC investigation with respect to three of the asserted patents. The Administrative 

Law Judge held a hearing on the remaining three patents in August 2012 and issued an initial determination in 

December 2012. In the initial determination, the Administrative Law Judge found that Intel, Apple, and Hewlett-

Packard Company have not violated Section 337 of the Tariff Act of 1930 because they have not infringed any of the 

asserted claims of the three patents, and ruled that the asserted claims of two of the patents were invalid. In 

December 2012, the parties filed petitions for review of the initial determination by the ITC. In February 2013, the 

ITC determined to review in part the initial determination. On review, the ITC determined to reverse or vacate 

certain findings, and to terminate the investigation with a finding of no violation. In April 2013, X2Y filed a Notice of 

Appeal with the United States Court of Appeals for the Federal Circuit. Given the procedural posture and nature of 

the cases, including the fact that resolution of the appeal of the ITC's decision may materially impact the scope and 

nature of the proceeding, the fact that monetary damages are not an available remedy in the ITC, and that 

discovery regarding X2Y’s claimed damages has not commenced in the stayed district court action, we are unable 

to make a reasonable estimate of the potential loss or range of losses, if any, arising from these matters. We 

dispute the claims and intend to defend the lawsuits vigorously.

Note 27: Operating Segments and Geographic Information 

Our operating segments in effect as of December 28, 2013, include:

•    PC Client Group    •    Software and services operating segments:

•    Data Center Group    •    McAfee

•    Other Intel architecture operating segments:    •    Wind River Software Group

•    Intelligent Systems Group    •    Software and Services Group

•    Multi-Comm    •    All other:

•    Phone Group    •    Non-Volatile Memory Solutions Group

•    Service Provider Group   

•    Tablet Group

•    Netbook Group

•    New Devices Group

In 2013, we completed a reorganization that transferred a portion of our wired connectivity business formerly 

included within DCG to PCCG, as the technology from that portion of the business is primarily used for client 

connectivity. Prior period amounts have been adjusted retrospectively to reflect this new organization structure.

We reorganized our IMC businesses within the "other Intel architecture" operating segments to segment our focus 

on the phone business. As part of this reorganization, we separated the feature and entry phone component 

business into the existing Phone Group operating segment and renamed the remaining business, primarily discrete 

modems, as the Multi-Comm operating segment. 

In May 2013, Brian Krzanich became our CEO and a member of Intel's Board of Directors, succeeding Paul S. 

Otellini, who retired from the Board and as CEO. Since his appointment as CEO, Mr. Krzanich made management 

organizational changes which did not result in a change to the businesses comprising our operating segments or to 

the conclusion that the Chief Operating Decision Maker (CODM) is the CEO. The CODM allocates resources to and 

assesses the performance of each operating segment using information about its revenue and operating income 

(loss).

Table of Contents
INTEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)



105

PCCG and DCG are our reportable operating segments. We also aggregate and disclose the financial results of our 

non-reportable operating segments within “other Intel architecture operating segments” and “software and services 

operating segments” as shown in the above operating segments list. Each of these aggregated operating segments 

does not meet the quantitative thresholds to qualify as a reportable operating segment; however, we have elected to 

disclose the aggregation of these non-reportable operating segments. Revenue for our reportable and aggregated 

non-reportable operating segments is primarily related to the following product lines:

• PC Client Group. Includes platforms designed for the notebook (including Ultrabook™ devices and 2 in 1 

systems), desktop (including all-in-ones and high-end enthusiast PCs), and certain tablet market segments; and 

wireless and wired connectivity products.

• Data Center Group. Includes platforms designed for the server, workstation, and storage computing market 

segments; and wired network connectivity products.

• Other Intel architecture operating segments. Includes platforms designed for embedded applications for 

communications, medical, automotive, industrial, retail, and other market segments; mobile components such 

as baseband processors, radio frequency transceivers, WiFi, Bluetooth®
, global navigation satellite system, and 

power management chips; platforms designed for the tablet market segment; platforms designed for the 

smartphone market segment; gateway and set-top box components; and platforms designed for the netbook 

market segment; delivering reference devices and technology platforms ready to be used by customers as well 

as System-on-Chip architecture specifically designed for wearable and other emerging compute opportunities. 

• Software and services operating segments. Includes software products for endpoint security, network and 

content security, risk and compliance, and consumer and mobile security from our McAfee business; software 

optimized products for the embedded and mobile market segments; and software products and services that 

promote Intel architecture as the platform of choice for software development.

We have sales and marketing, manufacturing, finance, and administration groups. Expenses for these groups are 

generally allocated to the operating segments, and the expenses are included in the operating results reported 

below.

The “all other” category includes revenue, expenses, and charges such as:

• results of operations from our Non-Volatile Memory Solutions Group that includes NAND flash memory products 

for use in a variety of devices;

• amounts included within restructuring and asset impairment charges;

• a portion of profit-dependent compensation and other expenses not allocated to the operating segments;

• divested businesses for which discrete operating results are not reviewed by our CODM;

• results of operations of start-up businesses that support our initiatives, including our foundry business; and

• acquisition-related costs, including amortization and any impairment of acquisition-related intangibles and 

goodwill.

The CODM does not evaluate operating segments using discrete asset information. Based on the interchangeable 

nature of our manufacturing and assembly and test assets, most of the related depreciation expense is not directly 

identifiable within our operating segments as it is included in overhead cost pools and subsequently absorbed into 

inventory as each product passes through our manufacturing process. As our products are then sold across multiple 

operating segments, it is impracticable to determine the total depreciation expense included as a component of 

each operating segment’s operating income (loss) results. Operating segments do not record inter-segment 

revenue. We do not allocate gains and losses from equity investments, interest and other income, or taxes to 

operating segments. Although the CODM uses operating income to evaluate the segments, operating costs 

included in one segment may benefit other segments. Except for these differences, the accounting policies for 

segment reporting are the same as for Intel as a whole.
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 Net revenue and operating income (loss) for each period were as follows:

(In Millions) 2013 2012 2011
Net revenue:

PC Client Group $ 33,039 $ 34,504 $ 35,624

Data Center Group 11,238 10,511 9,911

Other Intel architecture operating segments 4,092 4,378 5,005

Software and services operating segments 2,502 2,381 1,870

All other 1,837 1,567 1,589

Total net revenue $ 52,708 $ 53,341 $ 53,999

Operating income (loss):

PC Client Group $ 11,827 $ 13,106 $ 14,840

Data Center Group 5,164 5,020 5,053

Other Intel architecture operating segments (2,445) (1,377) (577)

Software and services operating segments 1 (11) (32)

All other (2,256) (2,100) (1,807)

Total operating income $ 12,291 $ 14,638 $ 17,477

In 2013, Hewlett-Packard Company accounted for 17% of our net revenue (18% in 2012 and 19% in 2011), Dell Inc. 

accounted for 15% of our net revenue (14% in 2012 and 15% in 2011), and Lenovo Group Limited accounted for 

12% of our net revenue (11% in 2012 and 9% in 2011). The majority of the revenue from these customers was from 

the sale of platforms and other components by the PCCG and the DCG operating segments.

Most of our revenue in the PCCG and DCG operating segments is generated from the sale of platforms.

Net revenue by country for the three years ended December 28, 2013, is based on the billing location of the 

customer. Certain prior-period amounts have been reclassified to conform to the current year’s presentation. 

Revenue from unaffiliated customers for each period were as follows:

(In Millions) 2013 2012 2011
Singapore $ 10,997 $ 12,622 $ 13,626

China (including Hong Kong) 9,890 8,299 7,133

United States 9,091 8,348 9,005

Taiwan 8,888 9,327 8,534

Japan 3,725 4,303 4,538

Other countries 10,117 10,442 11,163

Total net revenue $ 52,708 $ 53,341 $ 53,999

Revenue from unaffiliated customers outside the U.S. totaled $43.6 billion in 2013 ($45.0 billion in 2012 and $45.0 

billion in 2011).

Net property, plant and equipment by country at the end of each period was as follows:

(In Millions)
Dec 28,

2013
Dec 29,

2012
Dec 31,

2011

United States $ 23,624 $ 20,542 $ 16,448

Ireland 2,986 1,523 1,198

Israel 2,667 3,389 3,356

Other countries 2,151 2,529 2,625

Total property, plant and equipment, net $ 31,428 $ 27,983 $ 23,627

Net property, plant and equipment outside the U.S. totaled $7.8 billion as of December 28, 2013 ($7.4 billion as of 

December 29, 2012 and $7.2 billion as of December 31, 2011).
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
 

The Board of Directors and Stockholders of Intel Corporation

We have audited the accompanying consolidated balance sheets of Intel Corporation as of December 28, 2013 and 

December 29, 2012, and the related consolidated statements of income and comprehensive income, stockholders’ 

equity, and cash flows for each of the three years in the period ended December 28, 2013. Our audits also included 

the financial statement schedule listed in the Index at Part IV, Item 15. These financial statements and schedule are 

the responsibility of the company’s management. Our responsibility is to express an opinion on these financial 

statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board 

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 

whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 

evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 

accounting principles used and significant estimates made by management, as well as evaluating the overall 

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated 

financial position of Intel Corporation at December 28, 2013 and December 29, 2012, and the consolidated results 

of its operations and its cash flows for each of the three years in the period ended December 28, 2013, in 

conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement 

schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in all 

material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 

States), Intel Corporation’s internal control over financial reporting as of December 28, 2013, based on criteria 

established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the 

Treadway Commission (1992 Framework) and our report dated February 14, 2014 expressed an unqualified opinion 

thereon.

San Jose, California

February 14, 2014 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
 

The Board of Directors and Stockholders of Intel Corporation

We have audited Intel Corporation’s internal control over financial reporting as of December 28, 2013, based on 

criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring 

Organizations of the Treadway Commission (1992 Framework) (the COSO criteria). Intel Corporation’s 

management is responsible for maintaining effective internal control over financial reporting, and for its assessment 

of the effectiveness of internal control over financial reporting included in the accompanying Management Report on 

Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the company’s internal 

control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board 

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 

whether effective internal control over financial reporting was maintained in all material respects. Our audit included 

obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness 

exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, 

and performing such other procedures as we considered necessary in the circumstances. We believe that our audit 

provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance 

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 

accordance with generally accepted accounting principles. A company’s internal control over financial reporting 

includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 

accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable 

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 

with generally accepted accounting principles, and that receipts and expenditures of the company are being made 

only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 

assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 

assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may 

become inadequate because of changes in conditions, or that the degree of compliance with the policies or 

procedures may deteriorate.

In our opinion, Intel Corporation maintained, in all material respects, effective internal control over financial reporting 

as of December 28, 2013, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 

States), the 2013 consolidated financial statements of Intel Corporation and our report dated February 14, 2014 

expressed an unqualified opinion thereon.

San Jose, California

February 14, 2014
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INTEL CORPORATION
FINANCIAL INFORMATION BY QUARTER (UNAUDITED)

 
 

2013 for Quarter Ended
(In Millions, Except Per Share Amounts) December 28 September 28 June 29 March 30

Net revenue $ 13,834 $ 13,483 $ 12,811 $ 12,580

Gross margin $ 8,571 $ 8,414 $ 7,470 $ 7,066

Net income $ 2,625 $ 2,950 $ 2,000 $ 2,045

Basic earnings per common share $ 0.53 $ 0.59 $ 0.40 $ 0.41

Diluted earnings per common share $ 0.51 $ 0.58 $ 0.39 $ 0.40

Dividends per common share:

Declared $ — $ 0.4500 $ — $ 0.4500

Paid $ 0.2250 $ 0.2250 $ 0.2250 $ 0.2250

Market price range common stock
1
:

High $ 25.70 $ 24.25 $ 25.47 $ 22.68

Low $ 22.48 $ 21.92 $ 20.94 $ 20.23

2012 for Quarter Ended
(In Millions, Except Per Share Amounts) December 29 September 29 June 30 March 31

Net revenue $ 13,477 $ 13,457 $ 13,501 $ 12,906

Gross margin $ 7,817 $ 8,515 $ 8,554 $ 8,265

Net income $ 2,468 $ 2,972 $ 2,827 $ 2,738

Basic earnings per common share $ 0.50 $ 0.59 $ 0.56 $ 0.55

Diluted earnings per common share $ 0.48 $ 0.58 $ 0.54 $ 0.53

Dividends per common share:

Declared $ — $ 0.4500 $ — $ 0.4200

Paid $ 0.2250 $ 0.2250 $ 0.2100 $ 0.2100

Market price range common stock
1
:

High $ 22.84 $ 26.88 $ 29.18 $ 28.19

Low $ 19.36 $ 22.54 $ 25.04 $ 24.54

 
1 Intel’s common stock (symbol INTC) trades on The NASDAQ Global Select Market*. All stock prices are 

closing prices per The NASDAQ Global Select Market*.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
Based on management’s evaluation (with the participation of our CEO and Chief Financial Officer (CFO)), as of the 

end of the period covered by this report, our CEO and CFO have concluded that our disclosure controls and 

procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended 

(the Exchange Act)), are effective to provide reasonable assurance that information required to be disclosed by us 

in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported within 

the time periods specified in U.S. Securities and Exchange Commission (SEC) rules and forms, and is accumulated 

and communicated to management, including our principal executive officer and principal financial officer, as 

appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting
There were no changes to our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) 

under the Exchange Act) that occurred during the quarter ended December 28, 2013, that have materially affected, 

or are reasonably likely to materially affect, our internal control over financial reporting.

Management Report on Internal Control Over Financial Reporting
Our management is responsible for establishing and maintaining adequate internal control over financial reporting 

(as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) to provide reasonable assurance regarding 

the reliability of our financial reporting and the preparation of consolidated financial statements for external 

purposes in accordance with U.S. generally accepted accounting principles.

Management assessed our internal control over financial reporting as of December 28, 2013, the end of our fiscal 

year. Management based its assessment on criteria established in Internal Control—Integrated Framework issued 

by the Committee of Sponsoring Organizations of the Treadway Commission (1992 framework). Management’s 

assessment included evaluation of elements such as the design and operating effectiveness of key financial 

reporting controls, process documentation, accounting policies, and our overall control environment.

Based on this assessment, management has concluded that our internal control over financial reporting was 

effective as of the end of the fiscal year to provide reasonable assurance regarding the reliability of financial 

reporting and the preparation of consolidated financial statements for external reporting purposes in accordance 

with U.S. generally accepted accounting principles. We reviewed the results of management’s assessment with the 

Audit Committee of our Board of Directors.

Our independent registered public accounting firm, Ernst & Young LLP, independently assessed the effectiveness of 

the company’s internal control over financial reporting, as stated in the firm’s attestation report, which is included at 

the end of Part II, Item 8 of this Form 10-K.

Inherent Limitations on Effectiveness of Controls
Our management, including the CEO and CFO, does not expect that our disclosure controls or our internal control 

over financial reporting will prevent or detect all errors and all fraud. A control system, no matter how well designed 

and operated, can provide only reasonable, not absolute, assurance that the control system’s objectives will be met. 

The design of a control system must reflect the fact that there are resource constraints, and the benefits of controls 

must be considered relative to their costs. Further, because of the inherent limitations in all control systems, no 

evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not occur or that 

all control issues and instances of fraud, if any, have been detected. The design of any system of controls is based 

in part on certain assumptions about the likelihood of future events, and there can be no assurance that any design 

will succeed in achieving its stated goals under all potential future conditions. Projections of any evaluation of the 

effectiveness of controls to future periods are subject to risks. Over time, controls may become inadequate because 

of changes in conditions or deterioration in the degree of compliance with policies or procedures.

ITEM 9B. OTHER INFORMATION
None.
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PART III
 

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information in our 2014 Proxy Statement regarding directors and executive officers appearing under the 

headings “Proposal 1: Election of Directors” and “Other Matters—Section 16(a) Beneficial Ownership Reporting 

Compliance” is incorporated by reference in this section. The information under the heading “Executive Officers of 

the Registrant” in Part I, Item 1 of this Form 10-K is also incorporated by reference in this section. In addition, the 

information under the heading “Corporate Governance” in our 2014 Proxy Statement is incorporated by reference in 

this section.

The Intel Code of Conduct (the Code) is our code of ethics document applicable to all employees, including all 

officers, and including our independent directors, who are not employees of the company, with regard to their Intel-

related activities. The Code incorporates our guidelines designed to deter wrongdoing and to promote honest and 

ethical conduct and compliance with applicable laws and regulations. The Code also incorporates our expectations 

of our employees that enable us to provide accurate and timely disclosure in our filings with the SEC and other 

public communications. In addition, the Code incorporates guidelines pertaining to topics such as complying with 

applicable laws, rules, and regulations; reporting Code violations; and maintaining accountability for adherence to 

the Code.

The full text of our Code is published on our Investor Relations web site at www.intc.com. We intend to disclose 

future amendments to certain provisions of our Code, or waivers of such provisions granted to executive officers 

and directors, on the web site within four business days following the date of such amendment or waiver.

ITEM 11. EXECUTIVE COMPENSATION

The information appearing in our 2014 Proxy Statement under the headings “Director Compensation,” 

“Compensation Discussion and Analysis,” “Report of the Compensation Committee,” and “Executive Compensation” 

is incorporated by reference in this section.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCKHOLDER MATTERS

The information appearing in our 2014 Proxy Statement under the heading “Security Ownership of Certain 

Beneficial Owners and Management” is incorporated by reference in this section. 

Equity Compensation Plan Information
Information as of December 28, 2013, regarding equity compensation plans approved and not approved by 

stockholders is summarized in the following table (shares in millions):

Plan Category

(A)
Number of 
Shares to 

Be Issued Upon 
Exercise of 

Outstanding 
Options and Rights

(B)
Weighted 
Average 
Exercise 
Price of 

Outstanding 
Options ($)¹

(C)
Number of Shares 

Remaining Available for 
Future Issuance Under 
Equity Incentive Plans 

(Excluding Shares 
Reflected in Column A)

2006 Equity Incentive Plan 301.0
3

2006 Stock Purchase Plan 216.5

Equity incentive plans approved by stockholders 257.9
2

$ 20.86 517.5

Equity incentive plans not approved by stockholders 11.8
4

$ 24.02 —

Total 269.7 5 $ 21.10 517.5

1 The weighted average exercise price does not take into account the shares issuable upon outstanding RSUs 
vesting, which have no exercise price.

2 Includes 116.7 million shares granted under the 2006 Equity Incentive Plan that are issuable upon RSUs 
vesting, including a maximum of 6.9 million shares that could be issued at the end of the requisite period for 
outstanding OSUs. The remaining balance consists of outstanding stock option grants.

3 If it is assumed that shares will be issued at the target vesting amount for outstanding OSUs, an additional 3.4 
million shares would be included in the shares available for future issuance amount for a total of 304.4 million 
shares, of which 231.2 million shares can be issued as RSUs or restricted stock. A maximum of 517 million 
shares could be granted as restricted stock or RSUs under the 2006 Equity Incentive Plan.

4 Includes shares available upon exercise of stock options granted under our 1997 Stock Option Plan, which 
was not required to be approved by stockholders. The 1997 Stock Option Plan was terminated as to future 
grants in May 2004. In addition, this includes 3.1 million shares issuable under outstanding options, with a 
weighted average exercise price of $15.65, assumed in connection with acquisitions.

5 Assumes shares will be issued at the maximum vesting amount for outstanding OSUs. This number reflects a 
difference from the number of restricted stock units reported in "Note 19: Employee Equity Incentive Plans" to 
the financial statements in our Annual Report on Form 10-K for the year ended December 28, 2013, which is 
3.4 million lower because the financial statement footnote reports restricted stock units outstanding without 
regard to the number of shares that ultimately may be issued under those awards. 

The 1997 Stock Option Plan (1997 Plan) provided for the grant of stock options to employees other than officers 

and directors. The 1997 Plan, which was not approved by stockholders, was terminated as to future grants in May 

2004. The 1997 Plan is administered by the Board’s Compensation Committee, which has the power to determine 

matters related to outstanding stock option awards under the 1997 Plan, including conditions of vesting and 

exercise. Stock options granted under the 1997 Plan expire no later than 10 years from the grant date. Stock 

options granted under the 1997 Plan generally vested in increments over four or five years from the date of grant. 

Grants to key employees may have contained delayed vesting provisions, generally beginning six years from the 

date of grant.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR 
INDEPENDENCE

The information appearing in our 2014 Proxy Statement under the headings “Corporate Governance” and “Certain 

Relationships and Related Transactions” is incorporated by reference in this section.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information appearing in our 2014 Proxy Statement under the headings “Report of the Audit Committee” and 

“Proposal 2: Ratification of Selection of Independent Registered Public Accounting Firm” is incorporated by 

reference in this section.
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PART IV
 
 

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

1. Financial Statements: See “Index to Consolidated Financial Statements” in Part II, Item 8 of this Form 10-K.

2. Financial Statement Schedule: See “Schedule II—Valuation and Qualifying Accounts” in this section of this 

Form 10-K.

3. Exhibits: The exhibits listed in the accompanying index to exhibits are filed, furnished, or incorporated by 

reference as part of this Form 10-K.

Certain of the agreements filed as exhibits to this Form 10-K contain representations and warranties by the parties 

to the agreements that have been made solely for the benefit of the parties to the agreement. These 

representations and warranties:

• may have been qualified by disclosures that were made to the other parties in connection with the negotiation of 

the agreements, which disclosures are not necessarily reflected in the agreements;

• may apply standards of materiality that differ from those of a reasonable investor; and

• were made only as of specified dates contained in the agreements and are subject to subsequent 

developments and changed circumstances.

Accordingly, these representations and warranties may not describe the actual state of affairs as of the date that 

these representations and warranties were made or at any other time. Investors should not rely on them as 

statements of fact.

Intel, the Intel logo, Intel Core, Intel Atom, Intel Inside, the Intel Inside logo, Iris, Intel vPro, Intel Xeon, Intel Xeon 
Phi, Itanium, Pentium, and Ultrabook are trademarks of Intel Corporation in the U.S. and/or other countries.

* Other names and brands may be claimed as the property of others.

The Bluetooth® word mark is a registered trademark owned by Bluetooth SIG, Inc. and any use of such marks by 

Intel Corporation is under license.
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INTEL CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

Three Years Ended December 28, 2013
(In Millions)

Balance at
Beginning of

Year

Additions 
Charged 

to Expenses/
Other Accounts

Net
(Deductions)
Recoveries

Balance at
End of Year

Allowance for doubtful receivables

2013 $ 38 $ 5 $ (5) $ 38

2012 $ 36 $ 3 $ (1) $ 38

2011 $ 28 $ 8 $ — $ 36

Valuation allowance for deferred tax assets

2013 $ 389 $ 88 $ (21) $ 456

2012 $ 373 $ 77 $ (61) $ 389

2011 $ 252 $ 121 $ — $ 373

Deductions in allowance for doubtful receivables represent uncollectible accounts written off, net of recoveries.
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Exhibit
Number

Incorporated by Reference Filed or
Furnished
HerewithExhibit Description Form File Number Exhibit

Filing
Date

3.1 Intel Corporation Third Restated Certificate of
Incorporation of Intel Corporation dated May 17,
2006

8-K 000-06217 3.1 5/22/2006

3.2 Intel Corporation Bylaws, as amended and restated
on July 26, 2011

8-K 000-06217 3.1 7/27/2011

4.2.1 Indenture for the Registrant’s 2.95% Junior
Subordinated Convertible Debentures due 2035
between Intel Corporation and Wells Fargo Bank,
National Association (as successor to Citibank
N.A.), dated as of December 16, 2005 (the
“Convertible Note Indenture”)

10-K 000-06217 4.2 2/27/2006

4.2.2 Indenture dated as of March 29, 2006 between Intel
Corporation and Wells Fargo Bank, National
Association (as successor to Citibank N.A.) (the
“Open-Ended Indenture”)

S-3ASR 333-132865 4.4 3/30/2006

4.2.3 First Supplemental Indenture to Convertible Note
Indenture, dated as of July 25, 2007

10-K 000-06217 4.2.3 2/20/2008

4.2.4 First Supplemental Indenture to Open-Ended
Indenture, dated as of December 3, 2007

10-K 000-06217 4.2.4 2/20/2008

4.2.5 Indenture for the Registrant’s 3.25% Junior
Subordinated Convertible Debentures due 2039
between Intel Corporation and Wells Fargo Bank,
National Association, dated as of July 27, 2009

10-Q 000-06217 4.1 11/2/2009

4.2.6 Second Supplemental Indenture to Open-Ended
Indenture for the Registrant’s 1.95% Senior Notes
due 2016, 3.30% Senior Notes due 2021, and
4.80% Senior Notes due 2041, dated as of
September 19, 2011

8-K 000-06217 4.01 9/19/2011

4.2.7 Third Supplemental Indenture to Open-Ended
Indenture for the Registrant’s 1.35% Senior Notes
due 2017, 2.70% Senior Notes due 2022, 4.00%
Senior Notes due 2032 and 4.25% Senior Notes
due 2042, dated as of December 11, 2012

8-K 000-06217 4.01 12/11/2012

4.2.8 Fourth Supplemental Indenture to Open-Ended
Indenture for the Registrant’s 4.25% Senior Notes
due 2042, dated as of December 14, 2012

8-K 000-06217 4.01 12/14/2012

10.1** Intel Corporation 1984 Stock Option Plan, as
amended and restated effective July 16, 1997

10-Q 333-45395 10.1 8/11/1998

10.1.2 Intel Corporation 1997 Stock Option Plan, as
amended and restated effective July 16, 1997

10-K 000-06217 10.7 3/11/2003

10.2** Intel Corporation 2004 Equity Incentive Plan,
effective May 19, 2004

10-Q 000-06217 10.3 8/2/2004

10.2.1** Form of Notice of Grant of Non-Qualified Stock
Option under the Intel Corporation 2004 Equity
Incentive Plan

10-Q 000-06217 10.7 8/2/2004

10.2.2** Standard Terms and Conditions Relating to Non-
Qualified Stock Options granted to U.S. employees
on and after May 19, 2004 under the Intel
Corporation 2004 Equity Incentive Plan

10-Q 000-06217 10.5 8/2/2004

10.2.3** Standard International Non-Qualified Stock Option
Agreement under the Intel Corporation 2004 Equity
Incentive Plan

10-Q 000-06217 10.6 8/2/2004

10.2.4** Intel Corporation Non-Employee Director Non-
Qualified Stock Option Agreement under the Intel
Corporation 2004 Equity Incentive Plan

10-Q 000-06217 10.4 8/2/2004

10.2.5** Form of ELTSOP Non-Qualified Stock Option
Agreement under the Intel Corporation 2004 Equity
Incentive Plan

8-K 000-06217 10.1 10/12/2004

10.2.6** Intel Corporation 2004 Equity Incentive Plan, as
amended and restated, effective May 18, 2005

8-K 000-06217 10.1 5/20/2005

10.2.7** Form of Notice of Grant of Restricted Stock Units 8-K 000-06217 10.5 2/9/2006
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Exhibit
Number

Incorporated by Reference Filed or
Furnished
HerewithExhibit Description Form File Number Exhibit

Filing
Date

10.2.8** Intel Corporation Nonqualified Stock Option
Agreement under the 2004 Equity Incentive Plan

10-K 000-06217 10.16 2/27/2006

10.2.9** Intel Corporation 2004 Equity Incentive Plan
Standard Terms and Conditions relating to Non-
Qualified Stock Options granted on and after
February 1, 2006 under the Intel Corporation 2004
Equity Incentive Plan (other than grants made
under the SOP Plus or ELTSOP programs)

10-Q 000-06217 10.6 5/8/2006

10.2.10** Intel Corporation 2004 Equity Incentive Plan Terms
and Conditions relating to Nonqualified Stock
Options granted on and after February 1, 2006
under the Intel Corporation 2004 Equity Incentive
Plan for grants formerly known as ELTSOP Grants

10-Q 000-06217 10.13 5/8/2006

10.2.11** Intel Corporation International Nonqualified Stock
Option Agreement under the 2004 Equity Incentive
Plan (for grants after February 1, 2006 under the
ELTSOP Program)

10-Q 000-06217 10.15 5/8/2006

10.3** Amendment to all Grant Agreements of Restricted
Stock Units and Stock Options granted under the
Intel Corporation 2006 Equity Incentive Plan, Intel
Corporation 2004 Equity Incentive Plan and 1997
Stock Option Plan and are outstanding as of
January 15, 2008

10-Q 000-06217 10.5 5/2/2008

10.4** Intel Corporation 2006 Equity Incentive Plan, as
amended and restated, effective May 17, 2006

8-K 000-06217 10.1 5/22/2006

10.4.1** Intel Corporation Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for RSUs
granted after April 1, 2006 and before May 18, 2006
under the standard RSU program)

8-K 000-06217 10.2 7/6/2006

10.4.2** Intel Corporation 2006 Equity Incentive Plan Terms
and Conditions relating to Restricted Stock Units
granted on and after May 17, 2006 and before
January 19, 2008 under the Intel Corporation 2006
Equity Incentive Plan (for RSUs granted under the
ELTSOP RSU Program)

8-K 000-06217 10.7 7/6/2006

10.4.3** Intel Corporation Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for RSUs
granted after May 17, 2006 and before January 19,
2008 under the ELTSOP program)

8-K 000-06217 10.8 7/6/2006

10.4.4** Form of Notice of Grant—Restricted Stock Units 8-K 000-06217 10.13 7/6/2006

10.4.5** Intel Corporation 2006 Equity Incentive Plan
Standard Terms and Conditions relating to Non-
Qualified Stock Options granted on and after May
17, 2006 and before January 19, 2008 under the
Intel Corporation 2006 Equity Incentive Plan
(standard option program)

8-K 000-06217 10.14 7/6/2006

10.4.6** Intel Corporation Nonqualified Stock Option
Agreement under the 2006 Equity Incentive Plan
(for options granted after May 17, 2006 and before
January 19, 2008 under the standard program)

8-K 000-06217 10.15 7/6/2006

10.4.7** Intel Corporation 2006 Equity Incentive Plan Terms
and Conditions relating to Nonqualified Stock
Options granted on and after May 17, 2006 and
before January 19, 2008 under the Intel Corporation
2006 Equity Incentive Plan (for options granted
under the ELTSOP option program)

8-K 000-06217 10.19 7/6/2006

10.4.8** Form of Notice of Grant—Nonqualified Stock
Options

8-K 000-06217 10.24 7/6/2006

10.4.9** Intel Corporation 2006 Equity Incentive Plan Terms
and Conditions Relating to Non-Qualified Stock
Options granted to Paul Otellini on January 18,
2007 under the Intel Corporation 2006 Equity
Incentive Plan

10-K 000-06217 10.42 2/26/2007
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10.4.10** Intel Corporation 2006 Equity Incentive Plan, as
amended and restated, effective May 16, 2007

8-K 000-06217 10.1 5/16/2007

10.4.11** Intel Corporation 2006 Equity Incentive Plan Terms
and Conditions Relating to Restricted Stock Units
Granted to Paul S. Otellini on April 17, 2008 under
the Intel Corporation 2006 Equity Incentive Plan
(under the ELTSOP RSU Program)

8-K 000-06217 99.1 4/17/2008

10.4.12** Intel Corporation 2006 Equity Incentive Plan
Standard Terms and Conditions relating to
Restricted Stock Units granted on and after March
27, 2009 and before January 22, 2010 under the
Intel Corporation 2006 Equity Incentive Plan
(standard OSU program)

10-Q 000-06217 10.1 4/30/2009

10.4.13** Intel Corporation Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for RSUs
granted after March 27, 2009 and before January
22, 2010 under the standard OSU program)

10-Q 000-06217 10.2 4/30/2009

10.4.14** Form of Terms and Conditions Relating to
Nonqualified Options Granted to Paul Otellini under
the Intel Corporation 2006 Equity Incentive Plan

10-Q 000-06217 10.3 4/30/2009

10.4.15** Intel Corporation 2006 Equity Incentive Plan, as
amended and restated, effective May 20, 2009

8-K 000-06217 10.1 5/22/2009

10.4.16** Intel Corporation Non-Employee Director Restricted
Stock Unit Agreement under the 2006 Equity
Incentive Plan (for RSUs granted after January 17,
2008)

10-Q 000-06217 10.1 8/3/2009

10.4.17** Intel Corporation Non-Employee Director Restricted
Stock Unit Agreement under the 2006 Equity
Incentive Plan (for RSUs granted after March 27,
2009 and before January 22, 2010 under the OSU
program)

10-Q 000-06217 10.2 8/3/2009

10.4.18** Form of Notice of Grant - Restricted Stock Units 10-Q 000-06217 10.3 8/3/2009

10.4.19** Intel Corporation 2006 Equity Incentive Plan
Standard Terms and Conditions relating to Non-
Qualified Stock Options granted to A. Douglas
Melamed on January 22, 2010 under the Intel
Corporation 2006 Equity Incentive Plan (standard
option program)

10-K 000-06217 10.5 2/22/2010

10.4.20** Standard Terms and Conditions relating to
Restricted Stock Units granted on and after January
22, 2010 and before January 20, 2011 under the
Intel Corporation Equity Incentive Plan (standard
OSU program)

10-K 000-06217 10.48 2/22/2010

10.4.21** Intel Corporation Restricted Stock Unit Agreement
under the Intel Corporation 2006 Equity Incentive
Plan (for RSUs granted after January 22, 2010 and
before January 20, 2011 under the standard OSU
program)

10-K 000-06217 10.49 2/22/2010

10.4.22** Intel Corporation Non-Employee Director Restricted
Stock Unit Agreement under the 2006 Equity
Incentive Plan (for RSUs granted after July 1, 2010
and before January 20, 2011 under the OSU
program)

10-Q 000-06217 10.1 7/30/2010

10.4.23** Intel Corporation Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for RSUs
granted after January 20, 2011 under the standard
Management Committee Member-Restricted Stock
Unit program)

8-K 000-06217 99.1 1/26/2011

10.4.24** Intel Corporation Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for RSUs
granted on and after January 20, 2011 and before
January 24, 2012 under the standard OSU
program)

8-K 000-06217 99.2 1/26/2011
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10.4.25** Intel Corporation 2006 Equity Incentive Plan
Standard Terms and Conditions Relating to
Restricted Stock Units Granted on and after
January 20, 2011 and before January 24, 2012
under the Intel Corporation 2006 Equity Incentive
Plan (standard OSU program)

8-K 000-06217 99.3 1/26/2011

10.4.26** Intel Corporation 2006 Equity Incentive Plan
Standard Terms and Conditions Relating to
Restricted Stock Units Granted on and after
January 20, 2011 under the Intel Corporation 2006
Equity Incentive Plan (standard Management
Committee Member -Restricted Stock Unit program)

8-K 000-06217 99.4 1/26/2011

10.4.27** Intel Corporation 2006 Equity Incentive Plan, as
amended and restated, effective May 19, 2011

S-8 333-175123 99.1 6/24/2011

10.4.28** Intel Corporation Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for RSUs
granted on or after January 24, 2012 with Year 2 to
Year 5 Vesting)

10-K 000-06217 10.56 2/23/2012

10.4.29** Intel Corporation 2006 Equity Incentive Plan
Standard Terms and Conditions Relating to
Restricted Stock Units Granted on and after
January 24, 2012 under the Intel Corporation 2006
Equity Incentive Plan (with Year 2 to 5 Vesting)

10-K 000-06217 10.57 2/23/2012

10.4.30** Terms and Conditions of Success Equity Award
(CEO performance based RSUs)

10-Q 000-06217 10.1 5/4/2012

10.5** Intel Corporation 2006 Equity Incentive Plan Terms
and Conditions Relating to Non-Qualified Stock
Options Granted on April 17, 2008 under the Intel
Corporation 2006 Equity Incentive Plan

10-Q 000-06217 10.3 5/2/2008

10.6** Amendment to All Grant Agreements of Restricted
Stock Units and Stock Options granted under the
Intel Corporation 2006 Equity Incentive Plan
(elimination of leave of absence provisions and the
addition of the ability to change the grant agreement
as laws change)

10-Q 000-06217 10.6 5/2/2008

10.7** Amendment to the Restricted Stock Unit Agreement
under the 2006 Equity Incentive Plan (for RSUs
granted on or after January 24, 2012 with Year 2 to
Year 5 Vesting) and the Standard Terms and
Conditions Relating to Restricted Stock Units
Granted on and after January 24, 2012 under the
Intel Corporation 2006 Equity Incentive Plan (with
Year 2 to 5 Vesting)

10-Q 000-06217 10.1 4/29/2013

10.8** Intel Corporation 2006 Equity Incentive Plan, as
amended and restated, effective May 16, 2013

10-Q 000-06217 10.1 7/29/2013

10.9** Intel Corporation 2007 Executive Officer Incentive
Plan, effective as of January 1, 2007

8-K 000-06217 10.2 5/16/2007

10.9.1** Amendment to the Intel Corporation 2007 Executive
Officer Incentive Plan, effective as of January 1,
2012

10-K 000-06217 10.31 2/23/2012

10.9.2** Intel Corporation 2014 Annual Performance Bonus
Plan (amended and restated, effective January 1,
2014)

X

10.10** Intel Corporation Deferral Plan for Outside
Directors, effective July 1, 1998

10-K 333-45395 10.6 3/26/1999

10.11** Form of Indemnification Agreement with Directors
and Executive Officers

10-K 000-06217 10.15 2/22/2005

10.12** Listed Officer Compensation 10-Q 000-06217 10.1 5/3/2007

10.13** Intel Corporation Sheltered Employee Retirement
Plan Plus, as amended and restated, effective
January 1, 2009

S-8 333-172024 99.1 2/2/2011

10.14** Intel Corporation 2006 Stock Purchase Plan,
approved May 17, 2006 and effective July 31, 2006

S-8 333-135178 99.1 6/21/2006
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10.14.1** Amendment to the Intel Corporation 2006 Stock
Purchase Plan, effective February 20, 2009

10-K 000-06217 10.45 2/23/2009

10.14.2** Intel Corporation 2006 Stock Purchase Plan, as
amended and restated, approved May 19, 2011,
effective July 31, 2006

S-8 333-175123 99.2 6/24/2011

10.14.3** Intel Corporation 2006 Stock Purchase Plan, as
amended and restated, approved July 19, 2011,
effective July 31, 2006

10-Q 000-06217 10.3 8/8/2011

10.15** Summary of Intel Corporation Non-Employee
Director Compensation

8-K 000-06217 10.1 7/14/2006

10.16** Intel Corporation 2006 Deferral Plan for Outside
Directors, effective November 15, 2006

10-K 000-06217 10.41 2/26/2007

10.17 Settlement Agreement Between Advanced Micro
Devices, Inc. and Intel Corporation, dated
November 11, 2009

8-K 000-06217 10.1 11/12/2009

10.18 Agreement and Plan of Merger Among Intel
Corporation, Jefferson Acquisition Corporation and
McAfee, Inc. dated August 18, 2010

8-K 000-06217 2.1 8/19/2010

10.19 Patent Cross License Agreement between NVIDIA
Corporation and Intel Corporation, dated January
10, 2011. Portions of this exhibit have been omitted
pursuant to a request for confidential treatment.

8-K 000-06217 10.1 1/10/2011

10.20** Offer Letter from Intel Corporation to A. Douglas
Melamed dated November 10, 2009

10-Q 000-06217 10.1 5/9/2011

10.21** Offer letter from Intel Corporation to Paul S. Otellini
effective May 17, 2013

10-Q 000-06217 10.2 7/29/2013

12.1 Statement Setting Forth the Computation of Ratios
of Earnings to Fixed Charges

X

21.1 Intel Corporation Subsidiaries X

23.1 Consent of Ernst & Young LLP, Independent
Registered Public Accounting Firm

X

31.1 Certification of Chief Executive Officer pursuant to
Rule 13a-14(a) of the Securities Exchange Act of
1934, as amended (the Exchange Act)

X

31.2 Certification of Chief Financial Officer and Principal
Accounting Officer pursuant to Rule 13a-14(a) of
the Exchange Act

X

32.1 Certification of the Chief Executive Officer and the
Chief Financial Officer and Principal Accounting
Officer pursuant to Rule 13a-14(b) of the Exchange
Act and 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002

X

101.INS XBRL Instance Document X

101.SCH XBRL Taxonomy Extension Schema Document X

101.CAL XBRL Taxonomy Extension Calculation Linkbase
Document

X

101.DEF XBRL Taxonomy Extension Definition Linkbase
Document

X

101.LAB XBRL Taxonomy Extension Label Linkbase
Document

X

101.PRE XBRL Taxonomy Extension Presentation Linkbase
Document

X

**  Management contracts or compensation plans or arrangements in which directors or executive officers are 
eligible to participate.
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SIGNATURES
 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly 

caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

 
INTEL CORPORATION
Registrant

By: /S/    STACY J. SMITH        

Stacy J. Smith

Executive Vice President, Chief Financial
Officer, and Principal Accounting Officer

February 14, 2014

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 

following persons on behalf of the Registrant and in the capacities and on the dates indicated.
 

/S/    CHARLENE BARSHEFSKY         /S/    JAMES D. PLUMMER        

Charlene Barshefsky James D. Plummer

Director Director

February 14, 2014 February 14, 2014

/S/    ANDY D. BRYANT         /S/    DAVID S. POTTRUCK        

Andy D. Bryant David S. Pottruck

Chairman of the Board and Director Director

February 14, 2014 February 14, 2014

/S/    SUSAN L. DECKER         /S/     STACY J. SMITH        

Susan L. Decker Stacy J. Smith

Director Executive Vice President, Chief Financial Officer,
and Principal Accounting OfficerFebruary 14, 2014

February 14, 2014

/S/    JOHN J. DONAHOE         /S/    FRANK D. YEARY        

John J. Donahoe Frank D. Yeary

Director Director

February 14, 2014 February 14, 2014

/S/    REED E. HUNDT         /S/    DAVID B. YOFFIE        

Reed E. Hundt David B. Yoffie

Director Director

February 14, 2014 February 14, 2014

/S/    BRIAN M. KRZANICH    

Brian M. Krzanich

Chief Executive Officer, Director

Principal Executive Officer

February 14, 2014
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Exhibit 10.9.2 

INTEL CORPORATION 
 

2014 Annual Performance Bonus Plan 
 

(Amended and Restated effective January 1, 2014)

1. PURPOSE 
The purpose of this 2014 Annual Performance Bonus Plan (the “Plan”), formerly named 

the 2007 Executive Officer Incentive Plan, is to motivate and reward eligible employees by 

making a portion of their cash compensation (the “Annual Incentive Payments”) dependent on (i) 

Intel Corporation (the "Company") performance, and (ii) individual performance, including, 

without limitation, performance related to strategic drivers of growth of the Company as 

determined by the Compensation Committee of the Board of Directors (the “Committee”).   

2. COVERED INDIVIDUALS 
The individuals to whom Annual Incentive Payments may be made hereunder shall be the 

executive officers of the Company, and such other officers of the Company as the Committee 

shall determine in its sole discretion (the “Covered Individuals”). 

 

3. THE COMMITTEE 
(a)   The Committee shall have the sole discretion and authority to administer and 

interpret the Plan. 

 

(b)  Subject to the express provisions and limitations of this Plan, the Committee shall 

be authorized and empowered to do all things necessary or desirable, in its sole discretion, in 

connection with the administration of the Plan, including, without limitation, the following: 

 

 (i) To prescribe, amend and rescind rules and regulations relating to the Plan and to 

define terms not otherwise defined herein, and to take or approve such further actions as 

it determines necessary or appropriate to the administration of the Plan, such as 

correcting a defect or supplying any omission, or reconciling any inconsistency so that the 

Plan or any award complies with applicable law, regulations and listing requirements and 

so as to avoid unanticipated consequences or address unanticipated events deemed by 

the Committee to be inconsistent with the purposes of the Plan; 

 

 (ii) To designate Covered Individuals and to determine the Annual Incentive Payments, if 

any, to be made to such Covered Individuals; 

 (iii) To prescribe and amend the terms of any agreements or other documents under the 

Plan; 

 (iv) To determine whether, and the extent to which, adjustments are required pursuant to 

Section 4; 

 (v) To interpret and construe the Plan, any rules and regulations under the  Plan, and the 

terms and conditions of any Annual Incentive Payment provided hereunder, and to make 

exceptions to any such provisions in good faith and for the benefit of the Company; and 



 (vi) To make all other determinations deemed necessary or advisable for the 

administration of the Plan. 

  

(c)  All decisions, determinations and interpretations by the Committee regarding the 

Plan and Annual Incentive Payments shall be final and binding on all Covered Individuals. The 

Committee shall consider such factors, as it deems relevant to making such decisions, 

determinations and interpretations including, without limitation, the recommendations or advice 

of any director, officer or employee of the Company and such attorneys, consultants and 

accountants as it may select. 

 

4. AMOUNT OF INCENTIVE 
(a) A Covered Individual's Annual Incentive Payment shall be the product of (i) the 

Plan Multiplier, as described in paragraph (b) below, multiplied by (ii) the Covered Individual's 

Incentive Baseline, as described in paragraph (f) below, multiplied by (iii) the Covered 

Individual’s Performance Adjustment, as described in paragraph (g) below, and subject to a 

Discretionary Adjustment and Maximum Annual Incentive Payment as described in paragraph 

(h) below.  

(b) Plan Multiplier.  The Plan Multiplier shall be the sum, comprised of the following 

components: 

(i) the Company’s year-over-year net income growth for the performance period; plus

(ii) the Company’s net income growth for the performance period (plus 1), divided by the 

average of the net income growth of the Technology Market (plus 1) (the “Technology 

Market” is a group of technology peer companies, as determined by the Committee in its 

sole discretion with respect to each performance period); plus

(iii) the percentage of performance against operational goals times 2, not to exceed 

250%, (as determined by the Committee in its sole discretion with respect to each 

performance period).

(c) The Company’s net income and the Technology Market's net income may be 

adjusted based upon qualifying criteria selected by the Committee in its sole discretion. Such 

criteria may include, but are not limited to asset write-downs; acquisition-related charges; 

litigation, claim judgments, settlements or tax settlements; the effects of changes in tax law, 

changes in accounting principles or other such laws or provisions affecting reported results; 

accruals for reorganization and restructuring programs; unrealized gains or losses on 

investments; disposals and exit activities as described in ASC 420-10-30; goodwill as described 

in ASC 350-20-35; intangibles as described in ASC 350-30-35;  and long lived assets as 

described in ASC 360-10-35;

 (d) In the event one of the technology peer companies has an event which 

significantly alters the value of Section 4(b)(ii) (e.g., large acquisition or divestiture, extra-

ordinary event which has significant positive or negative impact on earnings), the Committee 

may exclude that company from the formula for one or more years.  

(e) The operational goals may include any one or more of the following performance 

criteria, measured either annually or cumulatively over a period of years, on an absolute basis or 

relative to a pre-established target, to previous years’ results or to a designated comparison 



group, in each case as specified and weighted by the Committee: (i) product release schedules, 

(ii) new product innovation, (iii) product cost reduction through advanced technology, (iv) brand 

recognition/acceptance, (v) product ship targets, (vi) customer satisfaction, (vii) performance 

against cost and productivity goals, (viii) effectiveness of investment strategies towards stated 

goals, and (ix) inventory/supply chain management initiatives, or (x) such other criteria as the 

Committee may determine are appropriate to measure the performance of a Covered Individual 

in carrying out his or her assigned duties and responsibilities, as defined within the first 90 days 

of the performance period. If an unusual or extra-ordinary event makes one or more of the 

operational goals obsolete, the Committee has the discretion to adjust or eliminate the goal(s) 

as appropriate.

Notwithstanding anything to the contrary contained herein, different operational goals may be 

approved or may be assigned different weights for Covered Individuals at the business unit 

level, so that the operational component of the Plan Multiplier for the employees of the business 

unit will be specific to that business unit’s results (but will not affect the overall weighting of the 

Plan Multiplier).  Operational performance criteria for support function employees will be based 

upon the average of all of the business units’ results.    

(f) Incentive Baseline.  The incentive baseline amount for each Covered Individual 

shall be determined by the Committee in its sole discretion with respect to each performance 

period. A performance period shall be a single fiscal year of the Company unless otherwise 

determined by the Committee.  

(g)  Individual Performance Adjustment: The individual performance adjustment 

percentage can be between 80% and 120%. The Committee may adjust a Covered Individual’s 

Annual Incentive Payment upward or downward by up to 20% based upon individual 

performance.  The Committee reserves the right to apply subjective, discretionary criteria to 

determine the individual performance adjustment percentage.  

 (h) Discretionary Adjustment and Maximum Annual Incentive Payment.  Upon 

determining the result of multiplying the Covered Individual's Incentive Baseline, the Plan 

Multiplier, and the Individual Performance Adjustment, the Committee may reduce but not 

increase the result by applying discretionary criteria. The Annual Incentive Payment payable 

hereunder shall be paid in lieu of any incentive payable under the Company’s broad-based 

variable cash incentive program.  No Covered Individual shall receive an Annual Incentive 

Payment for a performance period in excess of $10,000,000. 

5. PAYMENT OF INCENTIVE 
(a)  Annual Incentive Payments shall be made in cash, and no Annual Incentive 

Payment shall be paid to a Covered Individual unless he or she is an employee of the Company 

as of the last day of the performance period. The Committee may establish rules in its sole 

discretion regarding the Annual Incentive Payment payable, if any, in the case of the retirement, 

death or disability of a Covered Individual prior to the end of a performance period, and the 

persons to whom such payments shall be made.

   

(b) If the Company’s financial statements are the subject of a restatement due to error 

or misconduct, to the extent permitted by governing law, in all appropriate cases, the Company 

will seek reimbursement of excess incentive cash compensation paid under the Plan to Covered 

Individuals for the relevant performance periods. For purposes of this Plan, excess incentive 

cash compensation means the positive difference, if any, between (i) the Annual Incentive 

Payment paid to the Covered Individual and (ii) the Annual Incentive Payment that would have 



been made to the Covered Individual, not including the effect of any adjustments under Sections 

4 (g) and (h), had the Plan Multiplier been calculated based on the Company’s financial 

statements as restated. The Company will not be required to award Covered Individuals an 

additional Annual Incentive Payment should the restated financial statements result in a higher 

Annual Incentive Payment.

6. AMENDMENT AND TERMINATION 
The Company reserves the right to amend or terminate this Plan at any time by action of 

the Board of Directors or the Committee with respect to future services of Covered Individuals. 

 

7. TAX WITHHOLDING 
The Company shall have the right to make all payments or distributions pursuant to the 

Plan to any person, net of any applicable federal, state and local payroll or withholding taxes, or 

the applicable taxes of any foreign jurisdiction (collectively, “Taxes”), required to be paid or 

withheld. The Company shall have the right to withhold from wages or other amounts otherwise 

payable to such Covered Individual such Taxes as may be required by law, or if permitted by 

law, to otherwise require the Covered Individual to pay such Taxes. If such person shall fail to 

make such Tax payments as are required, the Company shall, to the extent permitted by law, 

have the right to deduct any such Taxes from any payment of any kind otherwise due to such 

Covered Individual or to take such other action as may be necessary to satisfy such Tax 

obligations. 

 

8. SEVERABILITY 
If any provision of this Plan shall be held unlawful or otherwise invalid or unenforceable in 

whole or in part by a court of competent jurisdiction, such provision shall (a) be deemed limited 

to the extent that such court of competent jurisdiction deems it lawful, valid and/or enforceable 

and as so limited shall remain in full force and effect, and (b) not affect any other provision of the 

Plan or part thereof, each of which shall remain in full force and effect. If the making of any 

payment or the provision of any other benefit provided for under the Plan shall be held unlawful 

or otherwise invalid or unenforceable by a court of competent jurisdiction, such unlawfulness, 

invalidity or unenforceability shall not prevent any other payment or benefit from being made or 

provided under the Plan, and if the making of any payment in full or the provision of any other 

benefit provided for under the Plan in full would be unlawful or otherwise invalid or 

unenforceable, then such unlawfulness, invalidity or unenforceability shall not prevent such 

payment or benefit from being made or provided in part, to the extent that it would not be 

unlawful, invalid or unenforceable, and the maximum payment or benefit that would not be 

unlawful, invalid or unenforceable shall be made or provided under the Plan. 

 

9. NON-ASSIGNABILITY 
Unless the Committee expressly provides otherwise in writing, no Covered Individual nor 

any other person may sell, assign, convey, gift, pledge or otherwise hypothecate or alienate any 

Annual Incentive Payment. 

10. NON-EXCLUSIVITY OF THE PLAN 
The adoption of the Plan by the Board of Directors and submission of the Plan to 

stockholders for approval do not create any limitation on the power of the Committee or the 

Board of Directors to adopt other cash or equity-based compensation programs. Neither the 

adoption of the Plan by the Board of Directors nor the submission of the Plan to the stockholders 

of the Company for approval shall be construed as creating any limitations on the power of the 



Board of Directors or the Committee to adopt such other incentive arrangements as either may 

deem desirable, including, without limitation, cash or equity-based compensation arrangements, 

either tied to performance or otherwise, and any such other arrangements as may be either 

generally applicable or applicable only in specific cases. 

 

11. EMPLOYMENT AT WILL 
Neither the Plan, the selection of a person as a Covered Individual, the payment of any 

Annual Incentive Payment to any Covered Individual, nor any action by the Company or the 

Committee shall be held or construed to confer upon any person any right to be continued in the 

employ of the Company. The Company expressly reserves the right to discharge any Covered 

Individual whenever in the sole discretion of the Company its interest may so require. 

 

12. NO VESTED INTEREST OR RIGHT 
At no time before the actual payment of an Annual Incentive Payment to any Covered 

Individual or other person shall any Covered Individual or other person accrue any vested 

interest or right whatsoever under the Plan, and the Company has no obligation to treat Covered 

Individuals identically under the Plan. 

13. GOVERNING LAW 
The Plan and any agreements and documents hereunder shall be interpreted and 

construed in accordance with the laws of the State of Delaware and applicable federal law. The 

Committee may provide that any dispute concerning the Plan shall be presented and 

determined in such forum as the Committee may specify, including through binding arbitration. 

14. EFFECTIVE DATE
 The Plan was effective as of January 1, 2007, subject to approval by vote of stockholders 

at the Company’s 2007 annual meeting.  This Plan was amended and restated, effective as of 

January 1, 2012.  This Plan was further amended and restated effective as of January 1, 2014.
 



Exhibit 12.1

INTEL CORPORATION

STATEMENT SETTING FORTH THE COMPUTATION

OF RATIOS OF EARNINGS TO FIXED CHARGES

     

Years Ended

(Dollars in Millions, Except Ratios)
Dec 28,

2013
Dec 29,

2012
Dec 31,

2011
Dec 25,

2010
Dec 26,

2009

Earnings
1  $ 12,814 $ 15,057 $ 18,068 $ 16,221 $ 5,887

Adjustments:

Add - Fixed charges 529 362 226 181 136

Subtract - Capitalized interest (246) (240) (150) (134) (86)

Earnings and fixed charges (net of capitalized interest) $ 13,097 $ 15,179 $ 18,144 $ 16,268 $ 5,937

Fixed charges:

Interest
2
  $ 244 $ 90 $ 41 $ — $ 1

Capitalized interest 246 240 150 134 86

Estimated interest component of rental expense 39 32 35 47 49

Total $ 529 $ 362 $ 226 $ 181 $ 136

Ratio of earnings before taxes and fixed charges, to 
fixed charges

25x 42x 80x 90x 44x
 1 After adjustments required by Item 503(d) of Regulation S-K.
2 Interest within provision for taxes on the consolidated statements of income is not included.



Exhibit 21.1 
INTEL CORPORATION 

SUBSIDIARIES (All 100% Owned)1

Subsidiaries of the Registrant State or Other Jurisdiction of Incorporation

Componentes Intel de Costa Rica, S.A. Costa Rica

Intel Americas, Inc. Delaware, U.S.

Intel Asia Holding Limited Hong Kong

Intel Benelux B.V. Netherlands

Intel Capital Corporation Delaware, U.S.

Intel Capital Wireless Investment Corporation 2008A Delaware, U.S.

Intel China Finance Holding (HK) Limited Hong Kong

Intel China Ltd. People's Republic of China

Intel Commodities Limited Cayman Islands

Intel Corporation (UK) Ltd. England and Wales

Intel Electronics Ltd. Israel

Intel European Finance Corporation Cayman Islands

Intel Finance B.V. Netherlands

Intel Holdings B.V. Netherlands

Intel International Finance CVBA Belgium

Intel International, Inc. California, U.S.

Intel Investment Management Limited Cayman Islands

Intel Ireland Limited Cayman Islands

Intel Malaysia Sdn. Berhad Malaysia

Intel Massachusetts, Inc. Delaware, U.S.

Intel Mobile Communications GmbH Germany

Intel Overseas Funding Corporation Cayman Islands

Intel Phils. Holding LLC California, U.S.

Intel Products (Chengdu) Ltd. People's Republic of China

Intel Semi Conductors Ltd. Israel

Intel Semiconductor (Dalian) Ltd. People's Republic of China

Intel Semiconductor (US) Limited Delaware, U.S.

Intel Technologies, Inc. Delaware, U.S.

Intel Technology Sdn. Berhad Malaysia

Intel Warehouse Leixlip Ireland

McAfee, Inc. Delaware, U.S.

Mission College Investments Ltd. Cayman Islands

1
As of December 28, 2013.



Exhibit 23.1 
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the incorporation by reference in the following Registration Statements: 

(1) Registration Statement (Form S-3 No. 333-185253) of Intel Corporation,

(2) Registration Statement (Form S-4 No. 333-158222) of Intel Corporation, and

(3) Registration Statement (Form S-8 Nos. 333-172024, 33-33983, 333-24229, 333-45395, 333-49696, 
333-115625, 333-124805, 333-135178, 333-135177, 333-143932, 333-125914, 333-141905, 
333-160272, 333-160824, 333-172454, 333-172937, 333-175123, 333-190236 and 333-191956) 
pertaining to the Employees’ Savings Plan of Intel Corporation;

of our reports dated February 14, 2014, with respect to the consolidated financial statements and schedule of Intel 

Corporation and the effectiveness of internal control over financial reporting of Intel Corporation included in this 

Annual Report (Form 10-K) of Intel Corporation for the year ended December 28, 2013. 

  

/s/ Ernst & Young LLP 

San Jose, California 

February 14, 2014



Exhibit 31.1
 

 

CERTIFICATION
 

I, Brian M. Krzanich, certify that:

 

1. I have reviewed this annual report on Form 10-K of Intel Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 

state a material fact necessary to make the statements made, in light of the circumstances under which 

such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, 

fairly present in all material respects the financial condition, results of operations and cash flows of the 

registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 

controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 

over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 

have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and 

procedures to be designed under our supervision, to ensure that material information relating to the 

registrant, including its consolidated subsidiaries, is made known to us by others within those 

entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over 

financial reporting to be designed under our supervision, to provide reasonable assurance 

regarding the reliability of financial reporting and the preparation of financial statements for external 

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 

this report our conclusions about the effectiveness of the disclosure controls and procedures, as of 

the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 

occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the 

case of an annual report) that has materially affected, or is reasonably likely to materially affect, the 

registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 

internal control over financial reporting, to the registrant’s auditors and the audit committee of the 

registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control 

over financial reporting which are reasonably likely to adversely affect the registrant’s ability to 

record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a 

significant role in the registrant’s internal control over financial reporting.

 

 

Date: February 14, 2014   By: /S/ BRIAN M. KRZANICH

   

Brian M. Krzanich
Chief Executive Officer



Exhibit 31.2
 

 

CERTIFICATION
 

I, Stacy J. Smith, certify that:

1. I have reviewed this annual report on Form 10-K of Intel Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 

state a material fact necessary to make the statements made, in light of the circumstances under which 

such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, 

fairly present in all material respects the financial condition, results of operations and cash flows of the 

registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 

controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 

over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 

have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and 

procedures to be designed under our supervision, to ensure that material information relating to the 

registrant, including its consolidated subsidiaries, is made known to us by others within those 

entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over 

financial reporting to be designed under our supervision, to provide reasonable assurance 

regarding the reliability of financial reporting and the preparation of financial statements for external 

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 

this report our conclusions about the effectiveness of the disclosure controls and procedures, as of 

the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 

occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the 

case of an annual report) that has materially affected, or is reasonably likely to materially affect, the 

registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 

internal control over financial reporting, to the registrant’s auditors and the audit committee of the 

registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control 

over financial reporting which are reasonably likely to adversely affect the registrant’s ability to 

record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a 

significant role in the registrant’s internal control over financial reporting.

 

 

Date: February 14, 2014   By: /S/ STACY J. SMITH

   

Stacy J. Smith
Executive Vice President, Chief Financial 
Officer, and Principal Accounting Officer



Exhibit 32.1
 
 

CERTIFICATION
 

Each of the undersigned hereby certifies, for the purposes of section 1350 of chapter 63 of title 18 of the United 

States Code, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, in his capacity as an officer of 

Intel Corporation (Intel), that, to his knowledge, the Annual Report of Intel on Form 10-K for the period ended 

December 28, 2013, fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934 

and that the information contained in such report fairly presents, in all material respects, the financial condition and 

results of operations of Intel. This written statement is being furnished to the Securities and Exchange Commission 

as an exhibit to such Form 10-K. A signed original of this statement has been provided to Intel and will be retained 

by Intel and furnished to the Securities and Exchange Commission or its staff upon request.
 

Date: February 14, 2014     By: /S/ BRIAN M. KRZANICH

   
Brian M. Krzanich
Chief Executive Officer

Date: February 14, 2014     By: /S/ STACY J. SMITH

   

Stacy J. Smith
Executive Vice President, Chief Financial 
Officer, and Principal Accounting Officer
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BOARD OF DIRECTORS 

Ambassador Charlene Barshefsky 5†

Senior International Partner
Wilmer Cutler Pickering Hale and Dorr LLP
A multinational law firm

Andy D. Bryant 4

Chairman of the Board

Susan L. Decker 1 3† 4†

Principal
Deck3 Ventures LLC
A consulting and advisory firm
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President and Chief Executive Officer
eBay Inc.
A global online marketplace

Reed E. Hundt 1 3 5

Principal
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Brian M. Krzanich 4
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James D. Plummer 1 5

John M. Fluke Professor of  
Electrical Engineering
Frederick E. Terman Dean  
of the School of Engineering
Stanford University

David S. Pottruck 2† 4
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A private equity firm
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Executive Chairman
CamberView Partners, LLC
A corporate advisory firm
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Investor Information

Intel on NASDAQ. Intel’s common stock trades on The NASDAQ Global Select Market* under the symbol INTC.

Investor materials. Intel’s Investor Relations web site contains background on our company and our products, financial information, 
frequently asked questions, and our online annual report, as well as other useful information. For investor information, including 
additional copies of our annual report/10-K, 10-Qs, or other financial literature, visit our web site at www.intc.com or call Intel at 
(408) 765-1480 (U.S.); (44) 1793 403 000 (Europe); (852) 2844 4555 (Hong Kong); (81) 298 47 8511 (Japan).

Direct stock purchase plan. Intel’s Direct Stock Purchase Plan allows stockholders to reinvest dividends and purchase Intel 
common stock on a weekly basis. For more information, contact Intel’s transfer agent, Computershare Investor Services, LLC, by 
phone at (800) 298-0146 (U.S. and Canada) or (312) 360-5123 (worldwide), or by e-mail through Computershare’s web site at  
www.computershare.com/contactus.

Transfer agent and registrar. Computershare Investor Services, LLC, 250 Royall Street, Canton, MA 02021 USA. Stockholders  
may call (800) 298-0146 (U.S. and Canada) or (312) 360-5123 (worldwide), or send e-mail through Computershare’s web site at  
www.computershare.com/contactus with any questions regarding the transfer of ownership of Intel stock.

Independent registered public accounting firm. Ernst & Young LLP, San Jose, California, USA.

The Intel® brand. The Intel® brand is consistently ranked as one of the most recognizable and valuable brands in the world. It 
represents our commitment to moving technology forward to connect and enrich the lives of every person on earth. As the world 
leader in computing innovation, Intel designs and builds the essential technologies that serve as the foundation for the world’s 
computing devices.

Corporate responsibility and integrated value. As a global technology and business leader, we are committed to doing the right 
things, the right way. Our corporate responsibility activities create value for Intel by helping to mitigate risk, save costs, protect our 
brand value, and develop new market opportunities. In addition to the corporate responsibility content included in this Annual 
Report, more detailed information is available in Intel’s annual Corporate Responsibility Report. Prepared using the Global Reporting 
Initiative’s Sustainability Reporting Guidelines, the report outlines our strategic priorities and performance on a range of environmental, 
social, and governance factors, including workplace practices, community engagement, and supply chain responsibility. The report 
and supporting materials are available at www.intel.com/go/responsibility.

Caring for our people. At the heart of our business success are our employees. One of the six Intel Values is “Great Place to Work,” 
which reinforces the strategic importance of investing in our people. We support this value by cultivating a safe, respectful, and 
ethical work environment that enables employees to thrive both on the job and in their communities. In 2013, Intel was again named 
to Fortune magazine’s Best Companies to Work For list. More information is available at www.intel.com/jobs.

Caring for the planet. Intel is a recognized leader in sustainability for the ways we work to minimize the environmental impacts of 
our operations and design products that are increasingly energy efficient. In 2013, for the sixth year in a row, Intel was the largest 
voluntary purchaser of green power according to the U.S. Environmental Protection Agency. We also continued to collaborate with 
others to drive global standards for products and manufacturing that ensure energy-efficient performance. More information is 
available at www.intel.com/go/environment.

Inspiring the next generation. In line with our vision to “connect and enrich the life of every person on Earth,” Intel® technologies, 
products, and social impact programs are helping to empower people to create positive change. From fostering entrepreneurship 
and advancing education in communities around the world, to expanding opportunities for girls and women, we are committed to 
creating shared value for Intel, our stakeholders, and society. More information is available at www.intel.com/betterfuture.

Governance and ethics. Intel is committed to the highest standards of business ethics and corporate governance. Intel is a member 
of the United Nations Global Compact LEAD program and has in place Human Rights Principles to reinforce our commitment to 
corporate citizenship. We are also committed to promoting effective governance and responsibility in our supply chain, and working 
collaboratively with others in our industry through the Electronic Industry Citizenship Coalition. We are a leader in the area of 
“conflict minerals” where we have worked extensively to develop conflict-free supply chains for Intel and our industry and to ensure 
our products do not contain tantalum, tin, tungsten, or gold that finances or benefits armed groups in the Democratic Republic of 
the Congo and adjoining countries. Our Corporate Governance Guidelines, Code of Conduct, and other related policies are available 
at www.intel.com/go/governance.
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Today is World Environment Day, and Intel is celebrat ing by spreading the word about the company’s We Recycle program.
We Recycle was launched earlier this year and aims to engage Intel employees in recycling 90 percent of the company’s solid
waste – about 8,200 tons. Part icipat ing Intel sites now feature centralized areas for recycling to  better manage food waste,
and Intel cafeterias now have reusable dishware to reduce waste from disposable utensils. Check out this blog post to learn
more.
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As part of CES, CEA released the 2010 Sustainability Report, profiling the environmental and social leadership act ivit ies of its
member companies. In this report, Intel is commended for working w ith The Green Grid to develop data center efficiency
metrics; its own data center efficiency program, which has reduced the number of data centers it  operates by 16%; and the
Intel® Teach program, which helps teachers integrate technology into their lesson plans. Learn more about Intel’s
responsibility efforts.
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Start the New Year off right by staying healthy using these Intel AppUp center apps. CalFoo helps determine your daily
calorie intake and the caloric content of individual foods so that you can more easily manage your weight. 8 Glass a Day helps
you stay hydrated and Desi Nuskhe is a free app featuring Indian home remedies for common sicknesses.
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New Health Education and Learning Program to Enable Technology Accessibility to
One Million Healthcare Workers in Developing Countries by 2015
 
NEWS HIGHLIGHTS

Introduces Intel's 1Mx15 Health Program which w ill bring technology training to 1 million healthcare workers in developing
countries by the end of 2015

Includes the Intel Skoool™ Healthcare Educat ion Platforms that provides anyt ime anywhere mult imedia content delivery
and an assessment platform

Sri Lanka w ill be the first country to take part in Intel's 1MX15 Health Program and adopt the Intel Skoool™ Healthcare
Educat ion Platform

 
 
 
New York, Sept. 23, 2011 – Intel® announced the 1Mx15 Health Program which w ill bring ICT training to one million
healthcare workers in developing countries by the end of 2015. The program w ill enable healthcare workers w ith technology,
educat ion tools and 21  century ICT skills to help accelerate progress toward better health primarily for women and children.
In collaborat ion w ith governments, private industry, development communit ies and academia the program w ill establish various
country init iat ives to increase the availability, affordability and usage of computers, and broadband.
 
As part of this program, Intel created The Intel Skoool™ Healthcare Educat ion Platform that provides an anyt ime anywhere
mult i-media content delivery and assessment platform. The platform is designed to help the need for health educat ion and
capacity building of the healthcare workforce in developing countries. It  w ill have an open access license w ith no charge.
 
Sri Lanka w ill be the first country to deploy the Intel Skoool™ Healthcare Educat ion Platform designed for the educat ional
needs of healthcare workers and students in their country.
 
"Sri Lanka has taken some unique steps that other countries could emulate," said the government of Sri Lanka. "Some of
these projects have already commenced at grassroots level through collaborat ions w ith industry partners such as Intel."
 
John Davies, Intel Vice President of the World Ahead Program said, "We are very excited to support the UN Nation's Every
Woman, Every Child Init iat ive and believe that our 1Mx15 Health Program and the Intel Skoool™ Healthcare Educat ion
Platform w ill help governments address the training needs of their healthcare workforce. We believe a well-trained healthcare
workforce w ill enable better access to quality healthcare for women and children."
 

 
About World Ahead

The Intel World Ahead Program promotes access to technology to the next billion people that helps enrich their lives and stimulate economic

opportunity. Millions of people each year are getting access to helpful technology, high-speed connectivity, education and healthcare

improvements, and digital content that helps them achieve sustainable social and economic gains. Key programs focus on increasing access to

technologies best suited for local needs; connections to the world via high-speed Internet technologies; education that prepares youth for the

future; localized Internet content and services to improve lives; and healthcare improvements via technology.

 
About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world’s computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.

 
Intel is a trademark of Intel Corporation in the United States and other countries.

 
* Other names and brands may be claimed as the property of others.
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For the 15  consecut ive year, Intel has been named on the Dow Jones Sustainability Indexes, the first global indexes tracking
the financial performance of the leading sustainability-driven companies worldw ide. W ithin its industry, Intel ranked highest in
product quality and supply chain management. Intel has also received recent recognit ion for its sustainability init iat ives in the
Carbon Disclosure Project report and the FTSE4Good rankings. To learn more about Intel’s eco recognit ion, check out this
blog post.
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2012 Corporate Responsibility Report Released
 
NEWS HIGHLIGHTS

Employee Engagement: Intel links a port ion of every employee's compensat ion to sustainability goals, focusing on carbon
emission reduct ions in 2012 and waste recycling in 2013.

Environment: In 2013, Intel is increasing its green power purchases to equal 100 percent of the company's projected
U.S. electricity use for the year.

Supply Chain Responsibility: Intel achieved its goal to manufacture a "conflict-free" microprocessor for the metal tantalum.

Educat ion: Intel partnered on the "Girl Rising" film and 10x10 social act ion campaign, highlight ing the importance of
invest ing in the educat ion of girls and women.

 
 
SANTA CLARA, Calif., May 16, 2013 – Intel Corporat ion today released its 2012 Corporate Responsibility Report, highlight ing
the company's performance in areas including employee engagement, environmental sustainability, supply chain systems and
educat ion. The report also showcases Intel's progress toward its 2020 environmental goals that aim to drive cont inuous
improvement in the company's manufacturing operat ions and the energy efficiency of its products.
 
"Intel's annual Corporate Responsibility Report allows us to transparent ly track our progress and aggressively work toward new
goals in areas ranging from supply chain responsibility to K-12 educat ion," said Michael Jacobson, director of corporate
responsibility at Intel. "Embedding corporate responsibility into our vision, strategy and management systems creates value for
us, as well as our stockholders, customers and our global communit ies."
 
Building on its nearly 2 decades of report ing, Intel is cont inuing to promote transparency in its performance and act ions.
Highlights from the 2012 report include:
 
Employee Engagement

Since 2008, Intel has linked a port ion of every employee's compensat ion to environmental goals, focusing on carbon
emission reduct ions in 2012 and solid waste recycling in 2013.

Through Intel Involved, employees in 2012 donated 1.2 million hours of service to more than 5,400 schools and nonprofit
organizat ions in 42 countries, bringing the total donated hours to more than 5 million over the past 5 years.

Twelve employee teams received Intel Environmental Excellence Awards for sustainability projects, generat ing more than
$40 million in est imated savings in 2012 and totaling more than $200 million in savings over the past 3 years.

Through Intel's Sustainability in Act ion grant program, nine teams of employees received grants in 2012 for environmental
projects ranging from plant ing a vegetable garden at a children's home in Singapore to developing a water purificat ion
system in rural India.

Renewable Power

For the past 5 years, the U.S. Environmental Protect ion Agency has recognized Intel as the largest voluntary purchaser of
green power in the nat ion. In 2013, Intel w ill increase its green power purchases to nearly 3.1 billion kilowatt-hours
(kWh), equivalent to 100 percent of the company's projected U.S. electricity use for the year and equal to the annual
electricity use of more than 320,000 U.S. homes.

Since 2009, Intel has partnered w ith third part ies to complete 18 solar installat ions on nine Intel campuses in the United
States, Israel and Vietnam, generat ing more than 10 million kWh of energy per year.

Green Building Design and LEED Certification

As of April 2013, Intel has achieved Leadership in Energy and Environmental Design (LEED) cert ificat ion for 29 new and
exist ing buildings, w ith a total of more than 7.5 million square feet of floor space.

Supply Chain Responsibility

In 2012, Intel achieved its goal to manufacture a microprocessor that has been verified as "conflict-free" for the metal
tantalum.

Intel ranked seventh on the 2012 "Gartner Supply Chain Top 25" list  for excellence in supply chain management, up from
16th in 2011 and 18th in 2010.

Employee Engagement and Sustainability Thrive at Intel
Posted by IntelPR in Intel Newsroom on May 16, 2013 10:00:18 AM
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Intel convened its first Supplier Sustainability Leadership Summit in China to advance supplier responsibility performance.
The company also requested that its top 75 suppliers publish a Global Report ing Init iat ive-based report by the end of
2013 to promote greater transparency.

Education

Intel and the Intel Foundat ion invest approximately $100 million annually in educat ion programs globally, including the Intel
Science Talent Search and the Intel Internat ional Science and Engineering Fair, both programs of Society for Science and
the Public, which reached 7 million high school students in 2012 alone.

In 2012, Intel partnered on the launch of the "Girl Rising" film and 10x10 social act ion campaign, which highlights the
importance of invest ing in girls and women educat ion.

 
Intel has provided public reports on its environmental, health and safety performance since 1994 and produced an annual
Corporate Responsibility Report since 2001. To read the new report, visit  www.intel.com/go/responsibility. More information
on Intel's corporate responsibility programs can be found at the CSR@Intel blog and on Twitter.
 

About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world’s computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.

 
Intel is a trademark of Intel Corporation in the United States and other countries.

 
* Other names and brands may be claimed as the property of others.

 
1 Renewable Energy Credits generated by these installations are often transferred to local utilities to support their regulatory obligations and

programs.
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This week, Intel received the first-ever "Sustained Excellence in Green Power" award from the U.S. Environmental Protect ion
Agency (EPA). As part of its 12  annual "Green Power Leadership" awards, the EPA recognized Intel for its cont inued
commitment to renewable energy. Since 2008, Intel has remained the nat ion's largest voluntary purchaser of green power.
Previously, Intel received EPA "Partner of the Year" awards in 2008, 2009, and 2011, and an EPA "Green Power Purchaser"
award in 2010. Learn more about Intel's sustainability init iat ives.
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For the second consecut ive year, the U.S. Environmental Protect ion Agency (EPA) Green Power Leadership Awards
recognized Intel for “Sustained Excellence in Green Power.” Since 2008, Intel has been the nat ion's largest voluntary
purchaser of green power. In 2013, Intel increased its purchases of renewable energy to meet 100 percent of its electricity
use. To learn more, read here.
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Intel Capital has made its first Lat in American healthcare IT investment in Pixeon, a Brazil-based medical imaging software
company. Pixeon’s digital technology gives hospitals and clinics an alternat ive solut ion to print ing medical images on expensive
film, which can lead to significant cost savings and better diagnost ics. Intel Capital’s investment supports healthcare IT
innovat ion by enabling the transit ion to digital technology in Lat in America. Intel Capital has a strong track record in Brazil w ith
local investors in Lat in America since 1999 and more than 11 years of experience doing investments in the region. Learn more
about Intel Capital’s latest investment here.
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Celebrate Earth Day w ith these "green" games in the Intel AppUp  center. In Build It  Green by Nat ional Geographic, players
build environmentally friendly housing, invest igate alternat ive fuels and upgrade facilit ies w ith the latest green technology. In
Plan it  Green, the player has been elected mayor w ith the promise of bringing about a new green future. Get your "green"
on today.
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‘CARE INNOVATIONS’ Unveiled as Name for Sacramento-based Joint Venture
 
FAIRFIELD, Conn. and SANTA CLARA, Calif., Jan. 3, 2011 – GE (NYSE:GE) and Intel Corporat ion (NASDAQ:INTC) announced
that Intel-GE Care Innovat ions LLC ("Care Innovat ions") is the name of their healthcare joint venture and that the company is
operat ional start ing today. Care Innovat ions w ill develop technologies that support healthy, independent living at home and in
senior housing communit ies. The execut ive leadership team and board of managers are now in place to support the new
company’s transit ion and future growth.
 
The formation of Care Innovat ions follows the success of the healthcare alliance between Intel and GE, announced April
2009. Care Innovat ions, which combines assets and the expert teams and operat ions of both GE Healthcare's Home Health
division and Intel's Digital Health Group, has received final regulatory clearances and is now fully operat ional. The joint ly owned
company's focus is to help address some of the largest issues facing society today, including the aging populat ion, the grow ing
number of people w ith chronic condit ions, and increasing healthcare costs. The market segments for telehealth and home
health monitoring are predicted to grow to an est imated $7.7 billion by 2012 .
 
"Our vision as we launch this excit ing new company is for Care Innovat ionsto posit ively affect millions of people by providing
innovat ive products and services that w ill enable new models of care," said Louis Burns, CEO of Care Innovat ions. "Our
passionate leadership team and board of managers w ill help drive the business strategy necessary to improve quality of care
and pat ient empowerment while helping reduce healthcare costs through new technologies."
 
Burns is joined by an experienced senior leadership team w ith a breadth of knowledge in healthcare, business strategy, sales
and market ing, and product development in the company's core focus areas: disease management, independent living and
assist ive technologies. The leadership team includes:
 

Louis J. Burns, CEO

Douglas F. Busch, Senior Vice President, Chief Operat ing Officer

Lauren Salata, Vice President, Chief Financial Officer and Chief Compliance Officer

Michael Bassett, General Manager of Assist ive Technologies

Becky Davis, Director of Corporate Market ing

Eric Dishman, Director of Health Policy

Aaron Duerksen, General Manager of Disease Management

Bonnie Norman, Director of Quality Assurance and Regulatory Affairs

James Pursley, General Manager of Independent Living

Randall Swanson, Vice President, Business Operat ions

 
In addit ion to Burns, GE and Intel have also appointed four board members to Care Innovat ions to represent the interests of
the parent companies. Senior Vice President of GE and President and CEO of GE Healthcare Systems, Omar Ishrak, is chairman
of the board for the company. GE has also appointed Michael Jones, execut ive vice president of Business Development for GE
Internat ional, as a board member. Intel board members include Robert Crooke, corporate vice president and general manager
of Intel's Atom and System-on-a-Chip Development Group (ASDG); and Patricia Murray, senior vice president and director of
human resources.
 
Care Innovat ions markets remote pat ient monitoring, independent living concepts and assist ive technologies, such as the
Intel® Health Guide, Intel® Reader and GE QuietCare®. The company is also cont inuing to develop healthcare IT innovat ions
which w ill help enable healthcare providers to drive toward lower costs and a higher quality of life for pat ients worldw ide.
 
Visit  www.careinnovat ions.com for more information.
 

Fact Sheets
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Intel-GE Care Innovat ions Builds Upon Years of Intel Digital Health and GE Healthcare Home Health Milestones

 

About GE Healthcare

GE Healthcare provides transformational medical technologies and services that are shaping a new age of patient care. Our broad expertise in

medical imaging and information technologies, medical diagnostics, patient monitoring systems, drug discovery, biopharmaceutical manufacturing

technologies, performance improvement and performance solutions services help our customers to deliver better care to more people around the

world at a lower cost. In addition, we partner with healthcare leaders, striving to leverage the global policy change necessary to implement a

successful shift to sustainable healthcare systems.

 
Our “healthymagination” vision for the future invites the world to join us on our journey as we continuously develop innovations focused on
reducing costs, increasing access and improving quality around the world. Headquartered in the United Kingdom, GE Healthcare is a unit of
General Electric Company (NYSE: GE). Worldwide, GE Healthcare employees are committed to serving healthcare professionals and their patients
in more than 100 countries. For more information about GE Healthcare, visit our website at www.gehealthcare.com/quietcare.
For our latest news, please visit newsroom.gehealthcare.com

 
About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world’s computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.

 
Intel is a trademark of Intel Corporation in the United States and other countries.

 
* Other names and brands may be claimed as the property of others.

 
1 Combined data for United States and Europe.  Data Monitor reports Telehealth spending North America and Telehealth spending 2007 –2012
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Intel is bringing its trademark innovat ion and game-changing technologies to the challenges facing healthcare in the 21st
century. October 4-6, free series of webcasts addressing healthcare technology innovat ion and the methodologies, tools and
technologies driving the next generat ion of healthcare delivery. There w ill also be an opportunity to ask quest ions of the
panelists at the end of each webcast. More info here. For a sneak peek from U.S. Department of Health and Human Services
CTO Todd Park, check out the follow ing video: http://www.youtube.com/watch?v=49RY-qHU6cs
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The latest Green500 list  announced today named The Nat ional Inst itute for Computat ional Sciences' "Beacon" system as the
world's most energy-efficient supercomputer. "Beacon" is powered by Intel Xeon Phi coprocessors 5110P and Intel Xeon
processors E5-2670 and delivers nearly two-and-a-half billion float ing-point operat ions per second per watt (2.49 GFlops/Watt)
and peak performance of 112,200 gigaflops while consuming only 44.89 kW of power. Sean Koehl from Intel Labs shares his
view in a blog on why this achievement is a significant milestone for Intel and Intel Xeon Phi coprocessor and what it  takes to
design the world's most energy-efficient supercomputer.
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You promised yourself you would lose a few pounds in the New Year, but how do you know if you're on track? Intel
AppUp  center's BMI Chart and BMI Calculator helps calculate your target BMI (body mass index), while Heart Rate helps
determine your ideal heart rate while exercising or at rest. Once you know your ideal weight, you can use WeTra to record
your daily or weekly progress toward your goal.
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Mobile healthcare is on many people's minds around the world. Electronic health records, consumer health informatics and
telemedicine have all enabled broader communicat ion among medical professionals and improved pat ient care. Leaders from
Rock Health, Kiva, Ford, and the GSMA Development Fund discuss how mobile devices can provide pat ients w ith access to
vital healthcare information w ithout visit ing a hospital or doctor’s office. 60 Second Insights brings together a variety of unique
perspect ives from entertainment, art, technology, business, culture, youth and more to explain how mobility touches various
parts of our lives.
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Honeybees provide up to 90 percent of the crop pollinat ion that results in one third of our daily diet, however the U.S.
honeybee populat ion is declining at an alarming rate. To help revive the declining honeybee populat ion, a team of Intel
employees installed five bee boxes housing 200,000 bees on Intel's Folsom campus last month. The init iat ive was funded
through Intel’s Sustainability in Act ion grant program, where employees can submit project ideas that foster environmental
sustainability. In 2011, Intel provided $125,000 in funding for nine employee projects. To learn more about this project, read
the blog post.
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As the tablet market cont inues to grow and evolve, Intel is working closely w ith a range of customers to address the
requirements of varied industries and market segments. Two recent examples are from Motion and Cisco. The rugged,
lightweight Motion® CL900 Tablet PC incorporates the Intel® Atom™ Z670 processor, providing the ideal balance
between power and battery consumption and is already gaining w ide acceptance in the healthcare and retail segments. The
Cisco Cius, also based on the Intel Atom processor-based platform, is designed for the enterprise and combines secure voice,
video, collaborat ion, desktop virtualizat ion and transformational business applicat ions integrated into the user experience. The
device provides customers w ith mobility, virtual content creat ion and computing capabilit ies and a seamless integrat ion w ith a
comprehensive suite of collaborat ion applicat ions, including Cisco WebEx, Cisco Quad, and HD video interoperability w ith Cisco
TelePresence. Cisco Cius tablets are already being used by companies such as Verizon, whose UCC sales team is increasing
product ivity by responding quickly to customers’ quest ions about service availability, while also leveraging the video features to
communicate w ith specialists should customers have addit ional quest ions. The Cius is also now available to Verizon’s global
enterprise customer base.
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For the 7th year in a row, Intel has been named to the list  of the Global 100 Most Sustainable Corporat ions, which aims to
highlight the global corporat ions that are most proact ive in managing environmental, social and governance issues. Learn more
about Intel's sustainability efforts.
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Today, Intel and Oregon Health & Science University (OHSU) announced a strategic collaborat ion to use high-performance
computing technologies in fight ing cancer. While analyzing the individual human genome and finding the root cause of a
pat ient ’s disease is possible today, detect ing patterns based on hundreds of thousands of cases that would allow cancer
treatment for every pat ient even before it  shows its presence requires massive amounts of both data and compute capacity.
Eric Dishman, general manager of Intel’s Health Strategy and Solut ions group, discusses the Intel-OHSU collaborat ion in his
blog while Gans Srinivasa, senior principal engineer at Intel, is working to find an answer to whether next-generat ion
computing may lead to precise cancer treatments. Dr. Joe Gray from OHSU also provides his view on how extreme scale
computing may help to explore solut ions for the most challenging problems in delivering personalized medicine to treat
complex diseases.
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Intel and the Futures Group are transforming healthcare in Africa through mHealth solut ions w ith eLearning. Intel technology
will help create a robust electronic medical records package that w ill be used to track essent ial pat ient health information in
rural and hard to reach areas. On August 2, in Nairobi, Intel and the Futures Group w ill be host ing a workshop that brings
together government, the private sector, donors and the internat ional development community to review current eHealth
projects and nat ional strategies in Kenya, Nairobi, and Tanzania. For further information read: Transforming eHEALTH w ith
eLEARNING.
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Collaboration Will Provide Technological Infrastructure to Train Health Workers in
Emerging Markets
 
   
NEWS HIGHLIGHTS

Intel and the United Nat ions Populat ion Fund (UNFPA), are working together to advance the quality of care provided to
women and newborns by strengthening the skills of midw ives and other front line healthcare workers using technology.

The program w ill use software and technical assistance provided by Intel and training content provided by UNFPA.

Init ial collaborat ion w ill focus on 3-5 high-burden maternal death countries in 2012.

 
 
UNITED NATIONS, New York and SANTA CLARA, Calif., Jan. 30, 2012 – The high number of unnecessary deaths during
pregnancy and childbirth is unacceptable for Intel Corporat ion and UNFPA, the United Nat ions Populat ion Fund.
 
In an effort to combat that stat ist ic, Intel and the United Nat ions agency, also known as UNFPA, today announced a joint
commitment to strengthen the skills of midw ives and community health workers through technology and training materials
from the two organizat ions. The new init iat ive w ill increase the capacity of health workers around the world through software
and technical assistance provided by Intel and w ider availability of higher-quality educat ion through training and materials
furnished by UNFPA. Boost ing the skills and quality of services provided by front line health workers isthe goal of this effort.
 
Intel w ill build on its commitment to the United Nat ions "Every Woman, Every Child" init iat ive to help train 1 million front line
healthcare workers by 2015 under the Intel 1Mx15 Health init iat ive. According to the United Nat ions, every year, about
360,000 women die in pregnancy or childbirth and up to 2 million babies die w ithin the first 24 hours of life, largely because
they don't  have access to properly trained health workers.
 
As part of the init iat ive, the Intel skoool™ Healthcare Educat ion Platform w ill provide open access mult i-media content delivery
in an anyt ime, anywhere capacity. The content delivery and assessment platform w ill further educate and train midw ives and
other front line healthcare workers. Addit ionally, Intel w ill work w ith various governments to help increase the availability,
affordability and usage of technology in order to enable healthy lives.
 
UNFPA, a UN agency dedicated to improving maternal health, w ill develop the content and training for health workers,
together w ith relevant partners and professional organizat ions at country and internat ional levels. UNFPA w ill also engage
nat ional stakeholders to ensure the sustainability and mult iplier effect of the program.
 
"We are looking forward to working w ith UNFPA to improve training for healthcare workers through technology and
educat ion," said Mike Gann, director of global healthcare for the World Ahead Program at Intel. "By increasing the accessibility
and affordability of ICT solut ions, we would be able to equip the workforce w ith the correct tools to improve women and
children's health."
 
Countries w ith high rates of maternal and newborn death w ill pilot the program. The collaborat ion w ill bring new forms of
technology and training to the hardest hit  areas of India, Bangladesh and Ghana.
 
"W ith this innovat ive collaborat ion, we are putt ing game-changing technology into the hands of the people who are saving
the lives of women and newborns around the world," said Werner Haug the UNFPA technical division director. "UNFPA is
inspired by Intel's commitment and we look forward to strengthening the work for safe motherhood."
 

About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world’s computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.

 
About UNFPA

UNFPA, the United Nations Population Fund, is an international development agency that promotes the right of every woman, man and child to

enjoy a life of health and equal opportunity. UNFPA supports countries in using population data for policies and programmes to reduce poverty
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Intel Corporat ion announced the signing of a Memorandum of Understanding (MoU) w ith Imperial College London (ICL) and
University College London (UCL) for the creat ion of an Inst itute for Sustainable Connected Cit ies research in London. Just in
Rattner, Intel CTO said "The collect ive goal is to establish a new, open, collaborat ive research inst itute focused on
understanding and enhancing the sustainability of cit ies and their inhabitants' quality of life. Intel and the two universit ies are
already hard at work defining a robust research agenda including plans to engage the communit ies in and around London in
defining the future of sustainable city life." The collaborat ing inst itut ions, who together offer uniquely broad and deep
expert ise spanning technology, user experience, business model innovat ion, the built  environment, and commerce, w ill
conduct world-leading research that draws on these areas. It  is expected that details of individual projects w ill be confirmed in
the first half of 2012.
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Intel Capital has invested in CareCloud, a healthcare IT company that is ut ilizing cloud, mobile and social networking
technologies to bring new capabilit ies and efficiencies to healthcare providers. CareCloud targets physician pract ices, offering
apps for pract ice management, revenue cycle management and soon-to-be electronic medical records.  The company has
received mult iple awards in the last year, including being named a w inner at IBM’s SmartCamp Silicon Valley and a runner-up at
the IBM SmartCamp World Finals in 2010. At the SmartCamp competit ions, CareCloud first connected Intel Capital. The
funding from Intel Capital w ill enable CareCloud to expand its reach, apps, and service offering.
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Money may not grow on trees, but algae grows on our roof! As part of a research project, Intel employees in Arizona
determined a way to harness the carbon dioxide emitted by an Intel chip factory in order to grow algae, which can be used
to create clean-burning biofuel. Learn more.

4920 Views  Tags: intel, research, environment, sustainability, csr, algae, biofuel, co2, emissions
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2010 Corporate Responsibility Report Published
 
NEWS HIGHLIGHTS

Education: Surpassed 9 million teachers trained worldw ide through the Intel® Teach Program.

Environment: Intel maintained its posit ion as the largest voluntary purchaser of renewable energy credits in the United
States, according to the EPA, and completed nine solar electric installat ions at locat ions in four U.S. states and Israel. The
company has also saved 40 billion gallons of water since 1998.

Community: In 2010, close to half of Intel's workforce donated more than 1 million hours of service in schools and
nonprofit  organizat ions globally.

Supply Chain Responsibility: Intel increased supplier assessment and audit act ivit ies and cont inued to take act ions to
address the issue of conflict  minerals in the supply chain.

 
 
SANTA CLARA, Calif., May 19, 2011 – Released today, Intel Corporat ion's 2010 Corporate Responsibility Report highlights the
company's focus on applying its technology and the talents of its employees to transform educat ion and technology access,
and improve economic and environmental sustainability around the world. The report also discusses the act ions Intel cont inues
to take to further embed corporate responsibility into its culture and decision-making, from providing funding for innovat ive
employee sustainability projects to linking a port ion of employee compensat ion to environmental goals.
 
"At Intel, we don't separate corporate responsibility from our business - it  is part of our global strategy," said Michael
Jacobson, director of corporate responsibility at Intel. "Caring for our people, our planet and inspiring the next generat ion is a
corporate strategic object ive that w ill be achieved through the concerted efforts of our employees, whether they work in a
factory, design products or interface w ith customers or suppliers."
 
Highlights from the 2010 report include:
 
Education

More than 9 million teachers worldw ide have been trained through the Intel® Teach Program, which offers professional
development for K-12 teachers of all subjects, helping them integrate technology into their lessons.

In conjunct ion w ith U.S. President Barack Obama's "Educate to Innovate" campaign, Intel announced a $200 million
commitment to advance math and science educat ion.

Over the past decade, Intel and the Intel Foundat ion have invested more than $1 billion to improve educat ion globally,
partnering w ith educators, governments and other companies to develop a range of transformative programs and
technology solut ions.

 
Environment
Intel maintained its posit ion as the largest voluntary purchaser of renewable energy credits in the United States, according to
the EPA, and worked w ith third part ies to complete nine solar electric installat ions at Intel locat ions in four U.S. states and
Israel, which collect ively generate 3.8 million kilowatts of clean power per year. /p>
 
A design center in Haifa, Israel was Intel's first Leadership in Energy & Environmental Design (LEED)-cert ified building and the
first in Israel to receive LEED Gold cert ificat ion. Intel also achieved basic LEED cert ificat ion for an Intel factory and office
building in Kulim, Malaysia. Intel submitted an applicat ion to obtain cert ificat ion for its ent ire Ocot illo manufacturing campus in
Arizona, which was achieved in March 2011.
 
Since 1998, as a result  of Intel's conservat ion efforts, 40 billion gallons of water, or enough for roughly 370,000 U.S. homes
for a year, have been saved. Intel also completed a new water footprint analysis in collaborat ion w ith a third-party and
expanded disclosure on water use in this report as a result .
 

In 2010, 62 individuals and teams were nominated for Intel Environmental Excellence Awards recognizing employees who
have helped reduce Intel's environmental impact. These employee projects resulted in est imated cost savings of $135
million.

 
As part of the Sustainability in Act ion Grant program, Intel provided $100,000 in funding for 13 employee projects — including

Intel Employees Champion Corporate Responsibility
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the creat ion of a proof-of-concept model which found that boiler emissions at a fabricat ion facility were well-suited to grow
algae, which can be used to create clean-burning biofuel.
 
Workplace and Community

In 2010, close to half (48 percent) of Intel's workforce donated more than 1 million hours of service and the Intel
Foundat ion provided $7.9 million in matching grants to about 4,900 schools and nonprofits where employees volunteered.

One of Intel's six values is "Great Place to Work," which reinforces the importance of posit ive employee relat ions as a key
component of the company's success. In 2010, the workplace pract ices in support of this value earned Intel a spot on
Fortune's annual "100 Best Companies to Work for" list .

Intel cont inued to invest in a range of diversity init iat ives, including support of chartered employee groups such as the
Women at Intel Network. Since 2004, Intel has achieved a 24 percent increase in the number of women in technical mid-
to senior-level jobs. Furthermore, women make up 30 percent of the current board of directors.

 
Supply Chain Responsibility

To address the issue of conflict  minerals, in 2010, Intel completed on-site reviews of 25 smelters in eight countries, laying
the groundwork for third-party industry audits.

Intel improved transparency of its suppler responsibility act ions, providing increased detail on the findings of assessments
and audits, and publishing its top 75 suppliers list .

 
Intel has provided public reports on its environmental, health and safety performance since 1994 and produced an annual
Corporate Responsibility Report since 2001. To read the new report, visit  www.intel.com/go/responsibility. More information
on Intel's corporate responsibility programs can be found at the CSR@Intel blog and on Twitter at @Intel_CSR.
 
 

About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world’s computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.

 
Intel is a trademark of Intel Corporation in the United States and other countries.

 
* Other names and brands may be claimed as the property of others.

 
1 The renewable energy credits generated by these installations are typically transferred to local utilities to support their regulatory obligations

and programs.
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Intel has completed nine solar electric installations at Intel campuses in four states collectively  generating 3.8 million Kwh per year of clean solar
energy.  Installation shown on Intel’s Chandler, Arizona campus.

NEWS HIGHLIGHTS

Intel increased its renewable energy credit  purchase to 2.5 billion kilowatt hours, a 75 percent increase over its 2010
commitment.

Intel has completed nine solar electric installat ions at Intel locat ions in four U.S. states and Israel, collect ively generat ing
approximately 3.8 million kilowatt hours per year of clean solar energy.

Intel, whose renewable energy credit  purchase w ill exceed 85 percent of its est imated U.S. electricity use, was again
named the largest voluntary purchaser of green power by the EPA.

 
 
SANTA CLARA, Calif., Feb. 1, 2011 – Building on years of support for renewable energy generat ion, Intel Corporat ion today
announced that it  w ill purchase 2.5 billion kilowatt hours of renewable energy credits (RECs) in 2011. This commitment is a 75
percent increase over its 2010 commitment of 1.43 billion kilowatt hours and equates to more than 85 percent of Intel’s
est imated purchased electricity needs in the United States for 2011. In addit ion, Intel has completed nine solar electric
installat ions at Intel locat ions in Arizona, California, New Mexico, Oregon and Israel, collect ively generat ing more than 3.8 million
kilowatt hours per year of clean solar energy.

“Intel’s renewable energy efforts are meant to spur the market and make renewables cheaper and more accessible, in turn
helping to reduce the overall carbon emissions from electric generat ion,” said Brian Krzanich, senior vice president and general
manager of Manufacturing and Supply Chain for Intel. “Intel’s REC purchases, support for solar installat ions and other clean
energy investments w ill cont inue to be priorit ies for us as we search for effect ive sustainability opportunit ies around the
globe.”
 
Intel first purchased RECs, the “currency” of renewable energy markets, and became the largest purchaser of green power in
the United States  w ith a 1.3 billion kilowatt hour commitment in 2008. Its 2011 purchase corresponds to the carbon dioxide
emissions from the electricity use of nearly 218,000 average American homes or nearly 202 million gallons of gasoline
consumed.  As a result  of Intel’s cont inued commitment to purchase RECs, the Environmental Protect ion Agency (EPA) again
placed Intel at the top of its Green Power Partner List for 2011 as the largest voluntary, single purchaser of green power in
the country. Intel was previously honored w ith the EPA’s Green Power Leadership Award.
 
In January 2010, Intel first announced its plans to construct eight solar projects across four states. Along w ith Intel’s first
internat ional solar electric project – a 50 kilowatt roof installat ion in Jerusalem – these projects are now complete and
generat ing clean power for use at Intel facilit ies. The projects are a variety of types, including a massive 1-megawatt solar field
that spans nearly six acres of land on Intel’s Folsom, Calif. campus, four rooftop installat ions and four solar support structures in
Intel parking lots. Each of the U.S. installat ions, which were completed and are operated by Foster City, Calif.-based SolarCity,
current ly ranks among the 10 largest solar installat ions in its respect ive ut ility territory. The RECs generated by these
installat ions are typically transferred to the local ut ility to support their regulatory obligat ions and programs.
 
Intel’s reaffirmed commitment to purchasing RECs and facilitat ing the nine solar electric installat ions is just the latest in Intel’s

Intel Increases Renewable Energy Credit Purchase to 2.5 Billion
Kilowatt Hours
Posted by Christine Dotts in Intel Newsroom on Feb 1, 2011 7:50:22 AM
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energy portfolio, which includes w ind, solar, geo-thermal, small hydro-electric and biomass sources. Since 2001, Intel has
invested over $45 million and completed approximately 1,500 projects to improve energy efficiency and resource
conservat ion, saving roughly 790 million kilowatt hours of energy -- enough to power nearly 69,000 average American homes
for a year.  Other highlights include:
 
Investments: Intel is dedicated to clean technology innovat ion and development.

As part of Intel’s broader object ive to spur market demand for renewable energy, smart grid, home energy management
and energy efficiency in enterprise, commercial, industrial and resident ial applicat ions, Intel Capital, Intel’s global
investment arm, has invested more than $150 million in approximately 20 clean technology businesses.

 
Operations: Intel cont inues to look for renewable energy and energy efficiency opportunit ies across its many locat ions.

Intel’s Haifa, Israel (IDC 9) site, which opened in June 2010, is Intel’s first Leadership in Energy and Environmental Design
(LEED) Gold cert ified building.

KM 1, an Intel factory and office building in Kulim, Malaysia, achieved basic LEED cert ificat ion in April 2010 for strategic
improvements made to the 14-year-old facility.

 
Employee Engagement: Intel believes that employee engagement and empowerment are crit ical to its object ive of
embedding sustainability more deeply into the business.

Since 2008, Intel has linked a port ion of every employee’s variable compensat ion — from front-line employees to the CEO
— to the achievement of environmental sustainability metrics in three areas: energy efficiency of products, reduct ions in
carbon footprint and energy use and improvements in environmental leadership reputat ion metrics.

As a key element of the solar installat ions at Intel’s facilit ies, awareness kiosks are set up in each site lobby to educate and
engage employees in the company’s energy efforts.

 
Intel's REC purchase w ill be handled by Sterling Planet, a nat ional supplier of renewable energy, energy efficiency and low-
carbon solut ions. All purchases w ill be cert ified by the non-profit  Center for Resource Solut ions' Green-e® program, which
cert ifies and verifies green power products, and meet the requirements of the EPA Green Power Purchasing Program.
 

About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world's computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.

 
Intel and the Intel logo are trademarks of Intel Corporation in the United States and other countries.

 
* Other names and brands may be claimed as the property of others.

 
1 According to the U.S. EPA

 
2 Source: EPA Green Power Equivalency Calculator. For more information, visit www.epa.gov/greenpower/pubs/calculator.htm

 
3 Source: EPA Green Power Equivalency Calculator. For more information, visit www.epa.gov/greenpower/pubs/calculator.htm
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Intel is proud to be a founding partner of mPowering Front line Health Workers, a new public-private partnership. Created by
the United States Agency for Internat ional Development (USAID) and the mHealth Alliance, this partnership joins innovat ive
public and private sector companies to increase the use of mobile technologies by front line health workers. Mobile
technologies are a crit ical tool for child survival and support a variety of healthcare related tasks. This new init iat ive is part of
Intel’s ongoing work w ith USAID and supports the Intel World Ahead Program, which promotes access to technology,
connect ivity and healthcare. Learn more about this announcement here.
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Today, the U.S. Environmental Protect ion Agency released its latest Green Power Partnership rankings update, recognizing
Intel for using more than 3.1 billion kWh of green power annually, enough green power to meet 100 percent of the
company’s U.S. electricity use. This marks the fifth consecut ive year that Intel has topped the list  as the largest voluntary
purchaser of green power in the country. Learn more about Intel’s sustainability init iat ives.
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Today, The Environmental Protect ion Agency (EPA) named Intel a Green Power Partner of the Year in its 11  annual Green
Power Leadership Awards. Intel, an EPA Green Power Partner and no stranger to EPA recognit ion, is among 19 organizat ions
paving the way in clean energy leadership. To learn more, check out Intel’s Eco-Smart Technology.
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Today Newsweek unveiled its annual Green Rankings and Intel is ranked #7 on the U.S. 500 list  (up from #15 in 2011) and
#35 on the Global 500 list  (up from #47 in 2011). Intel was recognized for its green init iat ives including buying more green
power than any company in the U.S., reducing its greenhouse gas emissions by 60 percent since 2007, and tying employee
compensat ion to green performance.
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Today Intel received the inaugural Ray Anderson Radical Industrialism Award from the U.S. Green Building Council (USGBC)
during the Greenbuild Internat ional Conference and Expo. The recognit ion is part of the USGBC’s 2013 Leadership Awards,
which celebrate the individuals and groups committed to green building design and construct ion. As of 2013, Intel has
achieved Leadership in Energy and Environmental Design cert ificat ion for 29 new and exist ing buildings around the world. For
more, click here.
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Intel was highly commended by FTSE4Good at its inaugural Sir Mervyn Pedelty Award ceremony, held at the London Stock
Exchange today. FTSE4Good measures the ESG (Environmental, Social and Governance) performance of companies
worldw ide. For more insight check out the Intel CSR blog, the FTSE press release and the full FTSE4Good list ing.
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Today Intel announced it  w ill purchase 2.5 billion kilowatt hours of renewable energy credits (RECs) in 2011, a 75 percent
increase over its 2010 commitment, which equates to more than 85 percent of Intel’s est imated purchased electricity needs
in the U.S. this year. In addit ion, Intel announced it  has completed nine solar installat ions in the U.S. and Israel, and has been
recognized by the Environmental Protect ion Agency as the top green power purchaser in 2011. Learn more here.
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Intel was selected by Computerworld as a Top-Green-IT Vendor for 2011. Computerworld ident ified 12 organizat ions that are
reducing energy consumption in IT equipment and using technology to conserve energy and lower carbon emissions. One of
Intel’s most impactful sustainability init iat ives to-date is our data center refresh program, summarized in this 2011 Earth day
video. To learn more, check out Intel IT ’s Strategy for Sustainability paper.
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Publishes 2011 Corporate Responsibility Report
 
NEWS HIGHLIGHTS

In its 2011 Corporate Responsibility Report, Intel sets new 2020 environmental goals to extend its path of innovat ion and
environmental responsibility.

Intel incorporated an integrated approach into this report, providing information on the connect ion between corporate
responsibility performance and the creat ion of business value.

Intel also reports on increased supplier assessments, renewable power and energy efficiency successes, employee
engagement and green building design, among other topics.

 
 
SANTA CLARA, Calif., May 17, 2012 – Building on nearly 2 decades of report ing on its environmental commitments and
performance, Intel Corporat ion today released its 2011 Corporate Responsibility Report, which includes new 2020
environmental goals to drive cont inuous improvement in the company's manufacturing operat ions and the energy efficiency of
its products. Intel's new 2020 environmental goals include:
 

Reduce direct greenhouse gas emissions by 10 percent on a per chip basis by 2020 from 2010 levels .

Design all new buildings to a minimum Leadership in Energy and Environmental Design (LEED) Silver Cert ificat ion between
2010 and 2020.

Increase the energy efficiency of notebook computers and data center products 25 t imes by 2020 from 2010 levels .

Achieve addit ional energy savings of 1.4 billion kWh from 2012 to 2015, and publish addit ional energy conservat ion
targets for 2016–2020 in its 2012 report.

Reduce water use on a per chip basis below 2010 levels by 2020.

Achieve zero chemical waste to landfill by 2020.

 
"At Intel, corporate responsibility is a crucial component to the overall growth of our business," said Michael Jacobson, Intel's
director of corporate responsibility. "From product to customer to employee to environment, corporate responsibility allows
Intel to have a greater and more influent ial impact on industries, communit ies and the global economy."
 
Other highlights from the 2011 report include:
 
Supply Chain Responsibility

Intel was again recognized in the Gartner Supply Chain Top 25 list  for excellence in supply chain management, ranking
16th in 2011, up from 18th in 2010 and 25th in 2009.

To address the issue of conflict  minerals, through the end of 2011, Intel had ident ified 98 smelter sites and visited 48 of
them in 16 countries to lay the groundwork for third-party audits. Intel's goal is to demonstrate that its microprocessors
are validated as conflict-free for tantalum by the end of 2012, and to manufacture the world's first microprocessor fully
validated as conflict-free across all four minerals (gold, tantalum, t in and tungsten) by the end of 2013.

 
Renewable Power

For the past 4 years, Intel has been recognized as the largest voluntary purchaser of green power in the United States,
under the U.S. Environmental Protect ion Agency's Green Power Partnership program.

Since 2009, Intel has collaborated w ith third part ies to complete 15 solar electric installat ions across nine Intel campuses in
Arizona, California, New Mexico, Oregon, Israel and Vietnam — collect ively generat ing more than 5 million kWh per year of
clean energy.

Since 2001, Intel has invested more than $58 million and completed over 1,563 energy conservat ion and energy
efficiency projects, saving more than 825 million kWh of energy, or the approximate CO2 emissions from the electricity use
of more than 70,933 average U.S. homes for 1 year. These investments also enabled Intel to reduce energy costs in
2011 by $10.9 million.

 
Employee Engagement

Intel Sets 2020 Environmental Goals
Posted by Patrick Darling in Intel Newsroom on May 17, 2012 8:30:34 AM

1

2

By author:

---

By date:

---

By tag:
2nd_generat ion_core  appup

appup_center  atom  computing
consumer  core  core_i5  core_i7

educat ion  intel  processors

research  software

technology

Filter News Archive

Chip Shot: Get in the Holiday Spirit
with Intel Wearables and Mobile
Devices

Chip Shot: Intel Wins High
Performance Computing Accolades
at Supercomputing 2014

Intel Announces Increase in
Quarterly Cash Dividend, 2015
Business Outlook at Annual
Investor Meeting

Chip Shot: World's First
Crowdsourced Tablet Launched
Today from Jolla, Powered by Intel

Chip Shot: Intel Earns Perfect
Score in 2015 Human Rights
Campaign Foundation’s Corporate
Equality Index

Chip Shot: Nokia Announces Intel-
powered N1 Android Tablet

Chip Shot: Intel Science Talent
Search Triples Top Awards for
2015

Intel Custom Foundry
Demonstrates Industry-Leading 32
Gbps SerDes on 14nm Process

Intel Announces Date of Annual
Investor Meeting

Opening Ceremony, Intel Take
Wraps off Capabilities for MICA,
My Intelligent Communication
Accessory

Recent Posts

Incoming Links

ИНИЦИАТИВЫ INTEL В ОБЛАСТИ
ОХРАНЫ ОКРУЖАЮЩЕЙ СРЕДЫ
ИНИЦИАТИВЫ INTEL В ОБЛАСТИ
ОХРАНЫ ОКРУЖАЮЩЕЙ СРЕДЫ
Chip Shot: Intel Unveils 2011
Corporate Responsibility Report,
Launches 2020 Goals
Chip Shot: Intel Unveils 2011
Corporate Responsibility Report,
Launches 2020 Goals

Login RegisterWelcome, Guest

CommunicationsGroups

Menu Search Intel.comSearch

Search

SearchCommunities Find Content

http://www.intel.com/content/www/us/en/homepage.html
http://www.intel.com/content/www/us/en/blogs-communities-social.html
http://www.intel.com/content/www/us/en/library/find-content.html
http://www.intel.com
http://www.facebook.com/share.php?src=bm&u=http://newsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2012%2F05%2F17%2Fintel-sets-2020-environmental-goals&t=facebook&v=3
http://www.linkedin.com/shareArticle?mini=true&url=http://newsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2012%2F05%2F17%2Fintel-sets-2020-environmental-goals&t=linkedin&v=3
http://twitter.com/share?url=http://newsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2012%2F05%2F17%2Fintel-sets-2020-environmental-goals&t=twitter&v=3
http://newsroom.intel.com/
http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/17/login.jspa
http://newsroom.intel.com/create-account.jspa
http://newsroom.intel.com/communications
file:///community/intel_newsroom/content?filterID=content~objecttype~objecttype[blogpost]
http://newsroom.intel.com/community/intel_newsroom
http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/16/chip-shot-maintaining-security-in-the-age-of-oversharing--executive-perspectives
http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/17/chip-shot-celebrate-national-chocolate-chip-day
http://newsroom.intel.com/people/pdarling
http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/17/intel-sets-2020-environmental-goals
http://newsroom.intel.com/people/pdarling
http://newsroom.intel.com/community/intel_newsroom/blog
http://www.tumblr.com/share/photo?source=&caption=%3Cp%3E%3Cstrong%3ENEWS HIGHLIGHTS%3C%2Fstrong%3E%3C%2Fp%3E%3Cul%3E%3Cli%3EIn its 2011 Corporate Responsibility Report%2C Intel sets new 2020 environmental goals to extend its path of innovation and environmental responsibility.%3C%2Fli%3E%3Cli%3EIntel incorporated an integrated approach into this report%2C providing information on the connection between corporate responsibility performance and the creation of business value.%3C%2Fli%3E%3Cli%3EIntel also reports on increased supplier assessments%2C renewable power and energy efficiency successes%2C employee engagement and green building design%2C among other topics.%3C%2Fli%3E%3C%2Ful%3E%3Cp style%3D%22padding%3A 0px%3B height%3A 8pt%3B min-height%3A 8pt%3B%22%3E%26nbsp%3B%3C%2Fp%3E%3Cdiv class%3D%22hr%22%3E %3C%2Fdiv%3E%3Cp style%3D%22padding%3A 0px%3B height%3A 8pt%3B min-height%3A 8pt%3B%22%3E%26nbsp%3B%3C%2Fp%3E%3Cp class%3D%22myst.item.description%22%3ESANTA CLARA%2C Calif.%2C May 17%2C 2012 %E2%80%93 Building on nearly 2 decades of reporting on its environmental commitments and performance%2C Intel Corporation today released its %3Ca class%3D%22jive-link-custom%22 href%3D%22http%3A%2F%2Fcsrreportbuilder.intel.com%2FPDFFiles%2FCSR_2011_Full-Report.pdf%22 target%3D%22_blank%22%3E2011 Corporate Responsibility Report%3C%2Fa%3E%2C which includes new 2020 environmental goals to drive continuous improvement in the company's manufacturing operations and the energy efficiency of its products. Intel's new 2020 environmental goals include%3A%3C%2Fp%3E%3Cp class%3D%22myst.item.description%22 style%3D%22padding%3A 0px%3B height%3A 8pt%3B min-height%3A 8pt%3B%22%3E%26nbsp%3B%3C%2Fp%3E%3Cul%3E%3Cli%3EReduce direct greenhouse gas emissions by 10 percent on a per chip basis by 2020 from 2010 levels%3Csup class%3D%22sm%22%3E1%3C%2Fsup%3E.%3C%2Fli%3E%3Cli%3EDesign all new buildings to a minimum Leadership in Energy and Environmental Design (LEED) Silver Certification between 2010 and 2020.%3C%2Fli%3E%3Cli%3EIncrease the energy efficiency of notebook computers and data center products 25 times by 2020 from 2010 levels%3Csup class%3D%22sm%22%3E2%3C%2Fsup%3E.%3C%2Fli%3E%3Cli%3EAchieve additional energy savings of 1.4 billion kWh from 2012 to 2015%2C and publish additional energy conservation targets for 2016%E2%80%932020 in its 2012 report.%3C%2Fli%3E%3Cli%3EReduce water use on a per chip basis below 2010 levels by 2020.%3C%2Fli%3E%3Cli%3EAchieve zero chemical waste to landfill by 2020.%3C%2Fli%3E%3C%2Ful%3E&clickthru=http%3A%2F%2Fnewsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2012%2F05%2F17%2Fintel-sets-2020-environmental-goals
javascript:self.print();
javascript:emailFriend();
http://csrreportbuilder.intel.com/PDFFiles/CSR_2011_Full-Report.pdf
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=2nd_generation_core
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=appup
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=appup_center
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=atom
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=computing
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=consumer
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=core
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=core_i5
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=core_i7
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=education
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=intel
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=processors
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=research
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=software
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=technology
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/24/chip-shot-get-in-the-holiday-spirit-with-intel-wearables-and-mobile-devices
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/20/chip-shot-intel-wins-high-performance-computing-accolades-at-supercomputing-2014
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/20/intel-announces-increase-in-quarterly-cash-dividend-2015-business-outlook-at-annual-investor-meeting
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/19/world-s-first-crowdsourced-tablet-launched-today-from-jolla-powered-by-intel
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/19/chip-shot-intel-earns-perfect-score-in-2015-human-rights-campaign-foundation-s-corporate-equality-index
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/18/nokia-announces-intel-powered-n1-android-tablet
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/18/chip-shot-intel-science-talent-search-triples-top-awards-for-2015
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/18/intel-custom-foundry-demonstrates-industry-leading-32-gbps-serdes-on-14nm-process
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/17/intel-announces-date-of-annual-investor-meeting
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/17/opening-ceremony-intel-take-wraps-off-capabilities-for-mica-my-intelligent-communication-accessory
http://newsroom.intel.com/docs/DOC-5374
http://newsroom.intel.com/docs/DOC-5374
http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/17/chip-shot-intel-unveils-2011-corporate-responsibility-report-launches-2020-goals
http://newsroom.intel.com/community/intel_newsroom/blog/2012/05/18/chip-shot-intel-unveils-2011-corporate-responsibility-report-launches-2020-goals


Since 2008, Intel has linked a port ion of its employees' variable compensat ion to environmental sustainability metrics.

In 2011, as part of Intel's Environmental Excellence Awards, 62 employee teams from around the world were nominated
for their work that helped Intel reduce its environmental impact. In fact, the est imated annual cost savings from the
2011 w inning projects exceeded $70 million.

In 2011, Intel provided $125,000 in funding for nine employee projects via its Sustainability in Act ion grant program —
including the installat ion of a rainwater harvest ing project at a school in Israel and the design of a zero-emissions heat ing
and cooling control and supply system for a local community building in China.

In 2011, 50 percent of Intel employees donated over 1.1million hours of service through the Intel Involved volunteer
program — an average of 13 hours per employee — at 5,100 schools and nonprofit  organizat ions in 45 countries.

 
Green Building Design and LEED Certification

By the end of 2011, Intel had achieved LEED Silver Cert ificat ion for a total of 18 buildings across five sites in Arizona,
Costa Rica, China, Israel and Malaysia.

 
Education

In 2011, Intel reached its goal of providing professional development through the Intel Teach  program to over 10
million teachers in more than 70 countries, reaching over 300 million students. In addit ion, the program was introduced in
Uganda, Zimbabwe, Gabon and Tanzania.

In 2011, Intel launched She W ill, a campaign to educate and empower girls and women around the world by fostering
equal economic and educat ional opportunit ies.

 
Intel has provided public reports on its environmental, health and safety performance since 1994 and produced an annual
Corporate Responsibility Report since 2001. To read the new report, visit  www.intel.com/go/responsibility. More information
on Intel's corporate responsibility programs can be found at the CSR@Intel blog and on Twitter.
 

About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world’s computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.

 
Intel is a trademark of Intel Corporation in the United States and other countries.

 
* Other names and brands may be claimed as the property of others.

 
1 Assuming a typical chip size of approximately 1 cm2 (chips vary in size depending on the specific product).

 
2 Data center energy efficiency is determined by server energy efficiency (as measured by SPECPower_ssj2008 or equivalent publications and

using a 2010 baseline of an E56xx series processor-based server platform) as well as technology adoption that raises overall data center work

output (such as virtualization technology). Notebook computer energy efficiency is determined by average battery life, battery capacity and

number of recharge cycles of volume notebook computers in that model year.

25263 Views  Categories: Corporate

Tags: environment, community, efficiency, corporate_responsibility, 2020_environmental_goals

®

There are no comments on this news story

0 Comments

USA (English)Newsroom Chip Shot: Get in the Holiday Spirit with Intel Wearables and Mobile Devices

http://www.intel.com/go/responsibility
http://blogs.intel.com/csr/
https://twitter.com/#%21/Intelinvolved
http://blogs.intel.com/
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=environment
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=community
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=efficiency
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=corporate_responsibility
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=2020_environmental_goals
http://newsroom.intel.com/
http://feedproxy.google.com/~r/IntelNewsroom/~3/gJQj9hrCd10/chip-shot-get-in-the-holiday-spirit-with-intel-wearables-and-mobile-devices
https://twitter.com/intel
https://www.facebook.com/Intel


< More on Intel.com

More news stories in Intel Newsroom

Previous

news

story

Next

news

story

This week, Intel ranked fifth on Corporate Responsibility Magazine’s "100 Best Corporate Cit izens 2013" list . Intel was selected
for its strong corporate cit izenship w ithin areas including environment, employee relat ions and philanthropy. Learn more about
Intel’s sustainability init iat ives.
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Today at the Consumer Electronics Associat ion’s CE Week in New York City, Intel ethnographer and director of research and
planning for the Educat ion Markets Platform Group, Dr. Wayne Grant, joined several internet safety experts on stage during
the NYC Internet Safety Symposium 3.0. Wayne spoke about how technologies, like the Intel®-powered classmate PC, and
solut ions in the Intel® Learning Series can help keep children safe.
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The Society of Cable Telecommunicat ions Engineers today announced that Intel joined their Standards Program’s
Sustainability Management Subcommittee. As part of that group, Intel w ill help drive solut ions to reduce energy consumption
and costs, increase service availability, extend equipment service life and opt imize the use of available power w ithin cable
networks and related operat ional facilit ies. Get more information.

4604 Views  Tags: cable_modem, cable_gateway, cable

Chip Shot: Intel to Drive Sustainability with Society of Cable
Telecommunications Engineers Standards Program
Posted by Kathy Gill in Intel Newsroom on Oct 17, 2013 10:30:42 AM

By author:

---

By date:

---

By tag:
2nd_generat ion_core  appup

appup_center  atom  computing
consumer  core  core_i5  core_i7

educat ion  intel  processors

research  software

technology

Filter News Archive

Chip Shot: Get in the Holiday Spirit
with Intel Wearables and Mobile
Devices

Chip Shot: Intel Wins High
Performance Computing Accolades
at Supercomputing 2014

Intel Announces Increase in
Quarterly Cash Dividend, 2015
Business Outlook at Annual
Investor Meeting

Chip Shot: World's First
Crowdsourced Tablet Launched
Today from Jolla, Powered by Intel

Chip Shot: Intel Earns Perfect
Score in 2015 Human Rights
Campaign Foundation’s Corporate
Equality Index

Chip Shot: Nokia Announces Intel-
powered N1 Android Tablet

Chip Shot: Intel Science Talent
Search Triples Top Awards for
2015

Intel Custom Foundry
Demonstrates Industry-Leading 32
Gbps SerDes on 14nm Process

Intel Announces Date of Annual
Investor Meeting

Opening Ceremony, Intel Take
Wraps off Capabilities for MICA,
My Intelligent Communication
Accessory

Recent Posts

There are no comments on this news story

0 Comments

Login RegisterWelcome, Guest

CommunicationsGroups

USA (English)Newsroom Intel Announces Increase in Quarterly Cash Dividend, 2015 Business Outlook at Annual Investor Meeting

Menu Search Intel.comSearch

Search

SearchCommunities Find Content

http://www.intel.com/content/www/us/en/homepage.html
http://www.intel.com/content/www/us/en/blogs-communities-social.html
http://www.intel.com/content/www/us/en/library/find-content.html
http://www.intel.com
http://www.facebook.com/share.php?src=bm&u=http://newsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2013%2F10%2F17%2Fintel-to-drive-sustainability-with-society-of-cable-telecommunications-engineers-standards-program&t=facebook&v=3
http://www.linkedin.com/shareArticle?mini=true&url=http://newsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2013%2F10%2F17%2Fintel-to-drive-sustainability-with-society-of-cable-telecommunications-engineers-standards-program&t=linkedin&v=3
http://twitter.com/share?url=http://newsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2013%2F10%2F17%2Fintel-to-drive-sustainability-with-society-of-cable-telecommunications-engineers-standards-program&t=twitter&v=3
http://newsroom.intel.com/
http://newsroom.intel.com/community/intel_newsroom/blog/2013/10/17/login.jspa
http://newsroom.intel.com/create-account.jspa
http://newsroom.intel.com/communications
file:///community/intel_newsroom/content?filterID=content~objecttype~objecttype[blogpost]
http://newsroom.intel.com/community/intel_newsroom
http://newsroom.intel.com/community/intel_newsroom/blog/2013/10/17/chip-shot-intel-research-reveals-changing-tech-advocates-and-attitudes
http://newsroom.intel.com/community/intel_newsroom/blog/2013/10/21/chip-shot-tune-in-to-intel-capital-news-conference-on-oct-22
http://newsroom.intel.com/people/kathygill
http://newsroom.intel.com/community/intel_newsroom/blog/2013/10/17/intel-to-drive-sustainability-with-society-of-cable-telecommunications-engineers-standards-program
http://newsroom.intel.com/people/kathygill
http://newsroom.intel.com/community/intel_newsroom/blog
http://www.tumblr.com/share/photo?source=&caption=The %3Ca class%3D%22jive-link-custom%22 href%3D%22http%3A%2F%2Fwww.scte.org%2Fdefault.aspx%22 target%3D%22_blank%22%3ESociety of Cable Telecommunications Engineers%3C%2Fa%3E today announced that Intel joined their Standards Program%E2%80%99s Sustainability Management Subcommittee. As part of that group%2C Intel will help drive solutions to reduce energy consumption and costs%2C increase service availability%2C extend equipment service life and optimize the use of available power within cable networks and related operational facilities. %3Ca class%3D%22jive-link-custom%22 href%3D%22http%3A%2F%2Fwww.scte.org%2Fintel_joins_scte_standards_program%2F%22 target%3D%22_blank%22%3EGet more information%3C%2Fa%3E.&clickthru=http%3A%2F%2Fnewsroom.intel.com%2Fcommunity%2Fintel_newsroom%2Fblog%2F2013%2F10%2F17%2Fintel-to-drive-sustainability-with-society-of-cable-telecommunications-engineers-standards-program
javascript:self.print();
javascript:emailFriend();
http://www.scte.org/default.aspx
http://www.scte.org/intel_joins_scte_standards_program/
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=cable_modem
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=cable_gateway
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=cable
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=2nd_generation_core
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=appup
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=appup_center
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=atom
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=computing
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=consumer
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=core
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=core_i5
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=core_i7
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=education
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=intel
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=processors
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=research
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=software
http://newsroom.intel.com/community/intel_newsroom/blog/tags#/?tags=technology
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/24/chip-shot-get-in-the-holiday-spirit-with-intel-wearables-and-mobile-devices
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/20/chip-shot-intel-wins-high-performance-computing-accolades-at-supercomputing-2014
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/20/intel-announces-increase-in-quarterly-cash-dividend-2015-business-outlook-at-annual-investor-meeting
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/19/world-s-first-crowdsourced-tablet-launched-today-from-jolla-powered-by-intel
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/19/chip-shot-intel-earns-perfect-score-in-2015-human-rights-campaign-foundation-s-corporate-equality-index
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/18/nokia-announces-intel-powered-n1-android-tablet
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/18/chip-shot-intel-science-talent-search-triples-top-awards-for-2015
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/18/intel-custom-foundry-demonstrates-industry-leading-32-gbps-serdes-on-14nm-process
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/17/intel-announces-date-of-annual-investor-meeting
http://newsroom.intel.com/community/intel_newsroom/blog/2014/11/17/opening-ceremony-intel-take-wraps-off-capabilities-for-mica-my-intelligent-communication-accessory
http://newsroom.intel.com/
http://feedproxy.google.com/~r/IntelNewsroom/~3/xTtXoRiBIBg/intel-announces-increase-in-quarterly-cash-dividend-2015-business-outlook-at-annual-investor-meeting
https://twitter.com/intel
https://www.facebook.com/Intel


< More on Intel.com

More news stories in Intel Newsroom

Previous

news

story

Next

news

story

For the fourth consecut ive year, Intel is ranked first on the EPA’s “Top 50 Green Power Partnership” Rankings. EPA rankings
honor organizat ions voluntarily using clean, renewable electricity from natural resources. Addit ionally, Intel ranked among the
top five companies honored in this week’s updated Maplecroft Climate Innovat ion Indexes, which measure companies’
adaptat ions to climate change. Learn more about Intel’s sustainability init iat ives.
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Today, Intel released its 2011 Corporate Responsibility Report, which includes highlights from 2011 and new 2020
environmental goals. The 2011 highlights include Intel’s achievements in supply chain, renewable power, employee
engagement, green building design and educat ion. The 2020 goals include items such as 25x increases in notebook and data
center product energy efficiency and 10 percent reduct ion in direct greenhouse gas emissions on a per chip basis. View the

press release and the full report.
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Intel’s own Rosalind Hudnell was recognized in Black Enterprise magazine’s 2011 list  of "Top Execut ives in Diversity." This
recognit ion places Rosalind in an elite group of diversity officers and vice presidents that are considered to be the nat ion’s
highest-ranking and most influent ial execut ives leading corporate diversity init iat ives. As the Chief Diversity Officer, Rosalind
oversees Intel's strategic approach to the development of a diverse workforce worldw ide, college relat ions and the global
branding and market ing of Intel’s image as a workplace of choice. Learn more about diversity at Intel.
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Intel released its 2012 Corporate Responsibility Report, which shows the company performed strongly in areas including
employee engagement, environmental sustainability, supply chain systems, and educat ion. The report also showcases the
progress Intel has made toward its environmental goals for 2020, which aim to reduce the environmental impact of the
company’s manufacturing processes and its products. W ith this year’s report, Intel has reached nearly two decades of
corporate responsibility report ing and is cont inuing to promote transparency in its performance and act ions. For more
information, check out this blog.
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Intel ranked fourth on Corporate Responsibility Magazine’s "100 Best Corporate Cit izens 2012" list . Intel was selected for its
transparency w ithin its corporate sustainability init iat ives, including environmental efforts and employee relat ions. Check out
this blog post written by Michael Jacobson, director of Intel’s Corporate Responsibility Office, highlight ing Intel’s “strategic
object ive to care for our people, the planet and inspire the next generat ion.” Learn more about Intel’s sustainability init iat ives.
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Intel gave its employees the unique opportunity to enhance their health by part icipat ing in a 14-week wellness pilot program
using the latest high-tech fitness equipment from Core Performance powered by Intel® Core™ Duo processors. In
conjunct ion w ith personal trainers, study part icipants exercised on CPro strength and cardio equipment that prescribed the
perfect workout for their goal and fitness level. The technology delivered individualized workouts and each training session
ensured that employees were working in the correct heart rate zones to meet their individual training goals. Intel found
part icipants lost an average of 14 pounds of fat, six percent body fat and reduced their cholesterol by an average of more
than 5 percent. Learn more about the program via Intel Blog and Fact Sheet.
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For the 13th consecut ive year, Intel was named to the Dow Jones Sustainability Indexes, the dist inguished global index that
tracks the economic, environmental and social performance of leading companies. Learn more about Intel’s ongoing
environment init iat ives.
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Intel Foundation Awards $100,000 for Entrepreneurial Research
 
NEWS HIGHLIGHTS:

Team Greenway Grameen Infra of India won the 2012 Intel Global Challenge at UC Berkeley, receiving $50,000 from the
Intel Foundat ion.

Greenway Grameen Infra invented an efficient, biomass-based stove that increases fuel efficiency.

Other top-placing teams were Nanoly Bioscience of the United States, which developed a protect ive shield that eliminates
the need for vaccine refrigerat ion; Sustainable Agriculture Solut ions of Colombia, which created sustainable farming
solut ions such as enhanced efficiency fert ilizer; and Avet ics of Singapore, which invented an autonomous mini-plane that
takes high-resolut ion photographs for aerial maps.

 
 
BERKELEY, Calif., Nov. 9, 2012 – Greenway Grameen Infra, a team of student entrepreneurs from India, has won the
8 annual Intel Global Challenge at UC Berkeley, a global business plan competit ion that encourages student entrepreneurs to
tackle some of the world's most pressing issues and rewards innovat ive ideas that could make a posit ive impact on society.
 
The w inning team of entrepreneurs created efficient, biomass-based cooking solut ions. In India and elsewhere around the
globe, indoor open fires and tradit ional mud stoves are st ill used for cooking by nearly 3 billion people, leading to negat ive
impacts on the environment and economy. The team's flagship product, the Greenway Smart Stove, incorporates a unique
air-flow generator that saves fuel consumption by up to 65 percent and reduces smoke output by 70 percent. Since it
commercially launched in December 2011, Greenway Grameen Infra has sold more than 12,000 units. The company plans to
add two new stove designs and a waste heat-to-electricity converter to its product line.
 
"This year, we saw impressive innovat ions in fields including healthcare, mobile app development and energy conservat ion,"
said Shelly Esque, president of the Intel Foundat ion and global director of Intel's Corporate Affairs Group. "These student
entrepreneurs from around the world have developed first-class business plans ranging from improved reliability for cancer
diagnoses to the product ion of inexpensive, more efficient solar cells."
 
The Intel Foundat ion awarded $100,000 total in cash prizes. The grand prize-w inning team received $50,000, and the three
best-of-category w inning teams each received $15,000. In addit ion, two prizes of $2,500 were awarded to the w inning
teams of a social media challenge and an audience favorite contest. Besides cash prizes, w inning teams received invaluable
mentoring and feedback from Silicon Valley's leading venture capitalists.
 
Innovat ions from the three best-of-category w inners included industries ranging from healthcare to agriculture. Nanoly
Bioscience of the United States developed a protect ive shield that stabilizes vaccines and eliminates the need for refrigerat ion,
allow ing vaccines to be shipped virtually anywhere. Sustainable Agriculture Solut ions of Colombia created sustainable farming
solut ions, including a fert ilizer that increases efficiency by 40 percent over tradit ional alternat ives. Avet ics of Singapore
invented an autonomous mini-plane w ith a computerized control board that takes high-resolut ion photographs for aerial maps.
 
The competit ion, held at the Haas School of Business at UC Berkeley, drew 25 teams from 16 countries. These finalist  teams
were selected from more than 150,000 students from more than 50 countries who competed in 14 affiliate competit ions.
Founded in 2005, the Intel Global Challenge at UC Berkeley is a joint project of Intel and the UC Berkeley Lester Center for
Entrepreneurship. The project is designed to motivate young entrepreneurs to develop innovat ive technologies that solve
real-world challenges, build viable business models and move that technology out of university labs and into the market.
 
Over the past decade alone, Intel has invested more than $1 billion, and its employees have donated close to 3 million hours
toward improving educat ion in more than 60 countries. To get the latest Intel educat ion news, visit
www.intel.com/newsroom/educat ion, join the Facebook group at http://intel.ly/intel-edu and follow Twitter updates at
http://tw itter.com/Intelinvolved.
 

About Intel

Intel (NASDAQ: INTC) is a world leader in computing innovation. The company designs and builds the essential technologies that serve as the

foundation for the world’s computing devices. Additional information about Intel is available at newsroom.intel.com and blogs.intel.com.
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To our shareowners:

The Power of Invention

“To us, the value of Amazon Web Services is undeniable – in twenty seconds, we can double our server
capacity. In a high-growth environment like ours and with a small team of developers, it’s very important for us
to trust that we have the best support to give to the music community around the world. Five years ago, we would
have crashed and been down without knowing when we would be back. Now, because of Amazon’s continued
innovation, we can provide the best technology and continue to grow.” That’s Christopher Tholen, the Chief
Technology Officer of BandPage. His comments about how AWS helps with the critical need to scale compute
capacity quickly and reliably are not hypothetical: BandPage now helps 500,000 bands and artists connect with
tens of millions of fans.

“So, I started selling on Amazon in April of 2011, and by the time we became the top Amazon lunchbox
seller in June, we had between 50 and 75 orders a day. When we hit August and September – our busiest time,
with the start of the school year – we had 300, sometimes 500 orders a day. It was just phenomenal… I’m using
Amazon to fulfill my orders, which makes my life easier. Plus, when my customers found out they could get free
shipping with Prime subscriptions, the lunchboxes began selling like crazy.” Kelly Lester is the “mom
entrepreneur” of EasyLunchboxes, her own innovative line of easy-to-pack, environmentally friendly lunchbox
containers.

“I sort of stumbled onto it, and it opened a whole new world for me. Since I had over a thousand [book]
titles at my house, I thought, ‘I’ll give this a try.’ I sold some and I kept expanding it and expanding it, and come
to find out this was so much fun I decided I don’t ever want to get another job again. And I’ve got no boss –
other than my wife, that is. What could be better than that? We actually work together on this. We both go out
hunting, so it’s a team effort that’s worked out very well. We sell about 700 books a month. We ship between
800 and 900 to Amazon each month and Amazon ships out the 700 that people buy. Without Amazon handling
shipping and customer service, my wife and I would have to be running to the post office or someplace every day
with dozens of packages. With that part taken care of for us, life is much simpler… This is a terrific program and
I love it. After all, Amazon supplies the customers and even ships the books. I mean, how can it get better than
that?” Bob Frank founded RJF Books and More after getting laid off in the midst of the economic downturn. He
and his wife split their time between Phoenix and Minneapolis, and he describes finding the books he sells like “a
treasure hunt every day.”

“Because of Kindle Direct Publishing, I earn more royalties in one month than I ever did in a year of writing
for a traditional house. I have gone from worrying about if I will be able to pay the bills – and there were many
months when I couldn’t – to finally having real savings, even thinking about a vacation; something I haven’t
done in years… Amazon has allowed me to really spread my wings. Prior, I was boxed into a genre, yet I had all
of these other books I wanted to write. Now I can do just that. I manage my career. I feel as if I finally have a
partner in Amazon. They understand this business and have changed the face of publishing for the good of the
writer and the reader, putting choices back into our hands.” That’s A. K. Alexander, author of Daddy’s Home,
one of the top 100 best-selling Kindle books in March.

“I had no idea that March of 2010, the first month I decided to publish on KDP, would be a defining
moment in my life. Within a year of doing so, I was making enough on a monthly basis to quit my day job and
focus on writing full time! The rewards that have sprung out of deciding to publish through KDP have been
nothing short of life changing. Financially. Personally. Emotionally. Creatively. The ability to write full time, to
be home with my family, and to write exactly what I want without the input of a legacy publisher marketing
committee wanting to have a say in every detail of my writing, has made me a stronger writer, a more prolific
writer, and most importantly a far happier one…. Amazon and KDP are literally enabling creativity in the



publishing world and giving writers like me a shot at their dream, and for that I am forever grateful.” That’s
Blake Crouch, author of several thrillers, including the Kindle best seller Run.

“Amazon has made it possible for authors like me to get their work in front of readers and has changed my
life. In a little over a year, I have sold nearly 250,000 books through the Kindle and have traded in old dreams for
bigger and better ones. Four of my books have hit the Top 100 Kindle Best Sellers List. Also, I have been
approached by agents, foreign sales people, and two movie producers, and have received mentions in the
LA Times, Wall Street Journal, and PC Magazine, and was recently interviewed by USA Today. Mostly, I am
excited that all writers now have the opportunity to get their work in front of readers without jumping through
insurmountable hoops. Writers have more options and readers have more choices. The publishing world is
changing fast, and I plan to enjoy every minute of the ride.” Theresa Ragan is the KDP author of multiple Kindle
best sellers including Abducted.

“Past age 60 and in the midst of the recession, my wife and I found our income options severely limited.
KDP was my one shot at a lifelong dream – our only chance at financial salvation. Within months of publishing,
KDP has completely changed our lives, enabling this aging nonfiction writer to launch a brand-new career as a
best-selling novelist. I can’t say enough on behalf of Amazon and the many tools that they make available to
independent authors. Without reservation, I urge fellow writers to investigate and seize the opportunities that
KDP offers. As I’ve happily discovered, there is zero downside risk – and the potential is virtually unlimited.”
Robert Bidinotto is the author of the Kindle best seller Hunter: A Thriller.

“I leveraged KDP’s technology to blow through all the traditional gatekeepers. Can you imagine how that
feels, after struggling so hard, for so long, for every … single … reader? Now, inspirational fiction lovers I never
would have reached are enjoying Nobody and my other two novels from the Kindle Store at $2.99. I’ve always
wanted to write a Cinderella story. Now I have. And, thanks to Prince Charming (KDP), there will be more to
come…” Creston Mapes is the author of the Kindle best seller Nobody.

Invention comes in many forms and at many scales. The most radical and transformative of inventions are
often those that empower others to unleash their creativity – to pursue their dreams. That’s a big part of what’s
going on with Amazon Web Services, Fulfillment by Amazon, and Kindle Direct Publishing. With AWS, FBA,
and KDP, we are creating powerful self-service platforms that allow thousands of people to boldly experiment
and accomplish things that would otherwise be impossible or impractical. These innovative, large-scale platforms
are not zero-sum – they create win-win situations and create significant value for developers, entrepreneurs,
customers, authors, and readers.

Amazon Web Services has grown to have thirty different services and thousands of large and small
businesses and individual developers as customers. One of the first AWS offerings, the Simple Storage Service,
or S3, now holds over 900 billion data objects, with more than a billion new objects being added every day.
S3 routinely handles more than 500,000 transactions per second and has peaked at close to a million transactions
per second. All AWS services are pay-as-you-go and radically transform capital expense into a variable cost.
AWS is self-service: you don’t need to negotiate a contract or engage with a salesperson – you can just read the
online documentation and get started. AWS services are elastic – they easily scale up and easily scale down.

In just the last quarter of 2011, Fulfillment by Amazon shipped tens of millions of items on behalf of sellers.
When sellers use FBA, their items become eligible for Amazon Prime, for Super Saver Shipping, and for
Amazon returns processing and customer service. FBA is self-service and comes with an easy-to-use inventory
management console as part of Amazon Seller Central. For the more technically inclined, it also comes with a set
of APIs so that you can use our global fulfillment center network like a giant computer peripheral.

I am emphasizing the self-service nature of these platforms because it’s important for a reason I think is
somewhat non-obvious: even well-meaning gatekeepers slow innovation. When a platform is self-service, even
the improbable ideas can get tried, because there’s no expert gatekeeper ready to say “that will never work!” And
guess what – many of those improbable ideas do work, and society is the beneficiary of that diversity.



Kindle Direct Publishing has quickly taken on astonishing scale – more than a thousand KDP authors now
each sell more than a thousand copies a month, some have already reached hundreds of thousands of sales, and
two have already joined the Kindle Million Club. KDP is a big win for authors. Authors who use KDP get to
keep their copyrights, keep their derivative rights, get to publish on their schedule – a typical delay in traditional
publishing can be a year or more from the time the book is finished – and … saving the best for last … KDP
authors can get paid royalties of 70%. The largest traditional publishers pay royalties of only 17.5% on ebooks
(they pay 25% of 70% of the selling price which works out to be 17.5% of the selling price). The KDP royalty
structure is completely transformative for authors. A typical selling price for a KDP book is a reader-friendly
$2.99 – authors get approximately $2 of that! With the legacy royalty of 17.5%, the selling price would have to
be $11.43 to yield the same $2 per unit royalty. I assure you that authors sell many, many more copies at $2.99
than they would at $11.43.

Kindle Direct Publishing is good for readers because they get lower prices, but perhaps just as important,
readers also get access to more diversity since authors that might have been rejected by establishment publishing
channels now get their chance in the marketplace. You can get a pretty good window into this. Take a look at the
Kindle best-seller list, and compare it to the New York Times best-seller list – which is more diverse? The
Kindle list is chock-full of books from small presses and self-published authors, while the New York Times list
is dominated by successful and established authors.

Amazonians are leaning into the future, with radical and transformational innovations that create value for
thousands of authors, entrepreneurs, and developers. Invention has become second nature at Amazon, and in my
view the team’s pace of innovation is even accelerating – I can assure you it’s very energizing. I’m extremely
proud of the whole team, and feel lucky to have a front row seat.

As always, I attach a copy of our original 1997 letter. Our approach remains the same, and it’s still Day 1!

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.



1997 LETTER TO SHAREHOLDERS
(Reprinted from the 1997 Annual Report)

To our shareholders:

Amazon.com passed many milestones in 1997: by year-end, we had served more than 1.5 million customers,
yielding 838% revenue growth to $147.8 million, and extended our market leadership despite aggressive
competitive entry.

But this is Day 1 for the Internet and, if we execute well, for Amazon.com. Today, online commerce saves
customers money and precious time. Tomorrow, through personalization, online commerce will accelerate the
very process of discovery. Amazon.com uses the Internet to create real value for its customers and, by doing so,
hopes to create an enduring franchise, even in established and large markets.

We have a window of opportunity as larger players marshal the resources to pursue the online opportunity
and as customers, new to purchasing online, are receptive to forming new relationships. The competitive
landscape has continued to evolve at a fast pace. Many large players have moved online with credible offerings
and have devoted substantial energy and resources to building awareness, traffic, and sales. Our goal is to move
quickly to solidify and extend our current position while we begin to pursue the online commerce opportunities
in other areas. We see substantial opportunity in the large markets we are targeting. This strategy is not without
risk: it requires serious investment and crisp execution against established franchise leaders.

It’s All About the Long Term

We believe that a fundamental measure of our success will be the shareholder value we create over the long
term. This value will be a direct result of our ability to extend and solidify our current market leadership position.
The stronger our market leadership, the more powerful our economic model. Market leadership can translate
directly to higher revenue, higher profitability, greater capital velocity, and correspondingly stronger returns on
invested capital.

Our decisions have consistently reflected this focus. We first measure ourselves in terms of the metrics most
indicative of our market leadership: customer and revenue growth, the degree to which our customers continue to
purchase from us on a repeat basis, and the strength of our brand. We have invested and will continue to invest
aggressively to expand and leverage our customer base, brand, and infrastructure as we move to establish an
enduring franchise.

Because of our emphasis on the long term, we may make decisions and weigh tradeoffs differently than
some companies. Accordingly, we want to share with you our fundamental management and decision-making
approach so that you, our shareholders, may confirm that it is consistent with your investment philosophy:

• We will continue to focus relentlessly on our customers.

• We will continue to make investment decisions in light of long-term market leadership considerations
rather than short-term profitability considerations or short-term Wall Street reactions.

• We will continue to measure our programs and the effectiveness of our investments analytically, to
jettison those that do not provide acceptable returns, and to step up our investment in those that work
best. We will continue to learn from both our successes and our failures.



• We will make bold rather than timid investment decisions where we see a sufficient probability of
gaining market leadership advantages. Some of these investments will pay off, others will not, and we
will have learned another valuable lesson in either case.

• When forced to choose between optimizing the appearance of our GAAP accounting and maximizing
the present value of future cash flows, we’ll take the cash flows.

• We will share our strategic thought processes with you when we make bold choices (to the extent
competitive pressures allow), so that you may evaluate for yourselves whether we are making rational
long-term leadership investments.

• We will work hard to spend wisely and maintain our lean culture. We understand the importance of
continually reinforcing a cost-conscious culture, particularly in a business incurring net losses.

• We will balance our focus on growth with emphasis on long-term profitability and capital management.
At this stage, we choose to prioritize growth because we believe that scale is central to achieving the
potential of our business model.

• We will continue to focus on hiring and retaining versatile and talented employees, and continue to
weight their compensation to stock options rather than cash. We know our success will be largely
affected by our ability to attract and retain a motivated employee base, each of whom must think like,
and therefore must actually be, an owner.

We aren’t so bold as to claim that the above is the “right” investment philosophy, but it’s ours, and we
would be remiss if we weren’t clear in the approach we have taken and will continue to take.

With this foundation, we would like to turn to a review of our business focus, our progress in 1997, and our
outlook for the future.

Obsess Over Customers

From the beginning, our focus has been on offering our customers compelling value. We realized that the
Web was, and still is, the World Wide Wait. Therefore, we set out to offer customers something they simply
could not get any other way, and began serving them with books. We brought them much more selection than
was possible in a physical store (our store would now occupy 6 football fields), and presented it in a useful, easy-
to-search, and easy-to-browse format in a store open 365 days a year, 24 hours a day. We maintained a dogged
focus on improving the shopping experience, and in 1997 substantially enhanced our store. We now offer
customers gift certificates, 1-ClickSM shopping, and vastly more reviews, content, browsing options, and
recommendation features. We dramatically lowered prices, further increasing customer value. Word of mouth
remains the most powerful customer acquisition tool we have, and we are grateful for the trust our customers
have placed in us. Repeat purchases and word of mouth have combined to make Amazon.com the market leader
in online bookselling.

By many measures, Amazon.com came a long way in 1997:

• Sales grew from $15.7 million in 1996 to $147.8 million – an 838% increase.

• Cumulative customer accounts grew from 180,000 to 1,510,000 – a 738% increase.

• The percentage of orders from repeat customers grew from over 46% in the fourth quarter of 1996 to
over 58% in the same period in 1997.

• In terms of audience reach, per Media Metrix, our Web site went from a rank of 90th to within the top
20.

• We established long-term relationships with many important strategic partners, including America
Online, Yahoo!, Excite, Netscape, GeoCities, AltaVista, @Home, and Prodigy.



Infrastructure

During 1997, we worked hard to expand our business infrastructure to support these greatly increased
traffic, sales, and service levels:

• Amazon.com’s employee base grew from 158 to 614, and we significantly strengthened our
management team.

• Distribution center capacity grew from 50,000 to 285,000 square feet, including a 70% expansion of our
Seattle facilities and the launch of our second distribution center in Delaware in November.

• Inventories rose to over 200,000 titles at year-end, enabling us to improve availability for our customers.

• Our cash and investment balances at year-end were $125 million, thanks to our initial public offering in
May 1997 and our $75 million loan, affording us substantial strategic flexibility.

Our Employees

The past year’s success is the product of a talented, smart, hard-working group, and I take great pride in
being a part of this team. Setting the bar high in our approach to hiring has been, and will continue to be, the
single most important element of Amazon.com’s success.

It’s not easy to work here (when I interview people I tell them, “You can work long, hard, or smart, but at
Amazon.com you can’t choose two out of three”), but we are working to build something important, something
that matters to our customers, something that we can all tell our grandchildren about. Such things aren’t meant to
be easy. We are incredibly fortunate to have this group of dedicated employees whose sacrifices and passion
build Amazon.com.

Goals for 1998

We are still in the early stages of learning how to bring new value to our customers through Internet
commerce and merchandising. Our goal remains to continue to solidify and extend our brand and customer base.
This requires sustained investment in systems and infrastructure to support outstanding customer convenience,
selection, and service while we grow. We are planning to add music to our product offering, and over time we
believe that other products may be prudent investments. We also believe there are significant opportunities to
better serve our customers overseas, such as reducing delivery times and better tailoring the customer experience.
To be certain, a big part of the challenge for us will lie not in finding new ways to expand our business, but in
prioritizing our investments.

We now know vastly more about online commerce than when Amazon.com was founded, but we still have
so much to learn. Though we are optimistic, we must remain vigilant and maintain a sense of urgency. The
challenges and hurdles we will face to make our long-term vision for Amazon.com a reality are several:
aggressive, capable, well-funded competition; considerable growth challenges and execution risk; the risks of
product and geographic expansion; and the need for large continuing investments to meet an expanding market
opportunity. However, as we’ve long said, online bookselling, and online commerce in general, should prove to
be a very large market, and it’s likely that a number of companies will see significant benefit. We feel good about
what we’ve done, and even more excited about what we want to do.

1997 was indeed an incredible year. We at Amazon.com are grateful to our customers for their business and
trust, to each other for our hard work, and to our shareholders for their support and encouragement.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.
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AMAZON.COM, INC.

PART I

Item 1. Business

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-
looking statements based on expectations, estimates, and projections as of the date of this filing. Actual results
may differ materially from those expressed in forward-looking statements. See Item 1A of Part I—“Risk
Factors.”

Amazon.com, Inc. was incorporated in 1994 in the state of Washington and reincorporated in 1996 in the
state of Delaware. Our principal corporate offices are located in Seattle, Washington. We completed our initial
public offering in May 1997 and our common stock is listed on the Nasdaq Global Select Market under the
symbol “AMZN.”

As used herein, “Amazon.com,” “we,” “our” and similar terms include Amazon.com, Inc. and its
subsidiaries, unless the context indicates otherwise.

General

Amazon.com opened its virtual doors on the World Wide Web in July 1995 and offers Earth’s Biggest
Selection. We seek to be Earth’s most customer-centric company for four primary customer sets: consumers,
sellers, enterprises, and content creators. In addition, we generate revenue through other marketing and
promotional services, such as online advertising, and co-branded credit card agreements.

We have organized our operations into two principal segments: North America and International. See Item 8
of Part II, “Financial Statements and Supplementary Data—Note 11—Segment Information.” See Item 7 of
Part II, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations—Supplemental Information” for supplemental information about our net sales.

Consumers

We serve consumers through our retail websites, and focus on selection, price, and convenience. We design
our websites to enable millions of unique products to be sold by us and by third parties across dozens of product
categories. We also manufacture and sell Kindle devices. We strive to offer our customers the lowest prices
possible through low everyday product pricing and shipping offers, including through membership in Amazon
Prime, and to improve our operating efficiencies so that we can continue to lower prices for our customers. We
also provide easy-to-use functionality, fast and reliable fulfillment, and timely customer service.

We fulfill customer orders in a number of ways, including through the U.S. and international fulfillment
centers and warehouses that we operate, through co-sourced and outsourced arrangements in certain countries,
and through digital delivery. We operate customer service centers globally, which are supplemented by
co-sourced arrangements. See Item 2 of Part I, “Properties.”

Sellers

We offer programs that enable sellers to sell their products on our websites and their own branded websites
and to fulfill orders through us. We are not the seller of record in these transactions, but instead earn fixed fees,
revenue share fees, per-unit activity fees, or some combination thereof.

Enterprises

We serve developers and enterprises of all sizes through Amazon Web Services (“AWS”), which provides
access to technology infrastructure that enables virtually any type of business.
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Content Creators

We serve authors and independent publishers with Kindle Direct Publishing, an online platform that lets
independent authors and publishers choose a 70% royalty option and make their books available in the Kindle
Store. Amazon’s own publishing arm, Amazon Publishing, offers authors another outlet to publish their books.
We also serve authors, musicians, filmmakers and other content creators through CreateSpace, which provides
on-demand publishing and manufacturing for independent content creators, publishers, film studios, and music
labels.

Competition

Our businesses are rapidly evolving and intensely competitive. Our current and potential competitors
include: (1) physical-world retailers, publishers, vendors, distributors, manufacturers, and producers of our
products; (2) other online e-commerce and mobile e-commerce sites, including sites that sell or distribute digital
content; (3) a number of indirect competitors, including media companies, web portals, comparison shopping
websites, and web search engines, either directly or in collaboration with other retailers; (4) companies that
provide e-commerce services, including website development, fulfillment, and customer service; (5) companies
that provide infrastructure web services or other information storage or computing services or products; and
(6) companies that design, manufacture, market, or sell digital media devices. We believe that the principal
competitive factors in our retail businesses include selection, price, and convenience, including fast and reliable
fulfillment. Additional competitive factors for our seller and enterprise services include the quality, speed, and
reliability of our services and tools. Many of our current and potential competitors have greater resources, longer
histories, more customers, and greater brand recognition. They may secure better terms from suppliers, adopt
more aggressive pricing and devote more resources to technology, infrastructure, fulfillment, and marketing.
Other companies also may enter into business combinations or alliances that strengthen their competitive
positions.

Intellectual Property

We regard our trademarks, service marks, copyrights, patents, domain names, trade dress, trade secrets,
proprietary technologies, and similar intellectual property as critical to our success, and we rely on trademark,
copyright and patent law, trade-secret protection, and confidentiality and/or license agreements with our
employees, customers, partners, and others to protect our proprietary rights. We have registered, or applied for
the registration of, a number of U.S. and international domain names, trademarks, service marks, and copyrights.
Additionally, we have filed U.S. and international patent applications covering certain of our proprietary
technology. We have licensed in the past, and expect that we may license in the future, certain of our proprietary
rights to third parties.

Seasonality

Our business is affected by seasonality, which historically has resulted in higher sales volume during our
fourth quarter, which ends December 31. We recognized 36%, 38%, and 39% of our annual revenue during the
fourth quarter of 2011, 2010, and 2009.

Employees

We employed approximately 56,200 full-time and part-time employees at December 31, 2011. However,
employment levels fluctuate due to seasonal factors affecting our business. Additionally, we utilize independent
contractors and temporary personnel to supplement our workforce, particularly on a seasonal basis. Although we
have works councils and statutory employee representation obligations in certain countries, our employees are
not represented by a labor union and we consider our employee relations to be good. Competition for qualified
personnel in our industry has historically been intense, particularly for software engineers, computer scientists,
and other technical staff.
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Available Information

Our investor relations website is www.amazon.com/ir and we encourage investors to use it as a way of
easily finding information about us. We promptly make available on this website, free of charge, the reports that
we file or furnish with the Securities and Exchange Commission (“SEC”), corporate governance information
(including our Code of Business Conduct and Ethics), and select press releases and social media postings.

Executive Officers and Directors

The following tables set forth certain information regarding our Executive Officers and Directors as of
January 19, 2012:

Executive Officers

Name Age Position

Jeffrey P. Bezos . . . . . . . . . . 48 President, Chief Executive Officer, and Chairman of the Board
Jeffrey M. Blackburn . . . . . . 42 Senior Vice President, Business Development
Sebastian J. Gunningham . . . 49 Senior Vice President, Seller Services
Andrew R. Jassy . . . . . . . . . . 44 Senior Vice President, Web Services
Steven Kessel . . . . . . . . . . . . 46 Senior Vice President, Worldwide Digital Media
Marc A. Onetto . . . . . . . . . . . 61 Senior Vice President, Worldwide Operations
Diego Piacentini . . . . . . . . . . 51 Senior Vice President, International Retail
Shelley L. Reynolds . . . . . . . 47 Vice President, Worldwide Controller, and Principal Accounting Officer
Thomas J. Szkutak . . . . . . . . 51 Senior Vice President and Chief Financial Officer
H. Brian Valentine . . . . . . . . 52 Senior Vice President, Ecommerce Platform
Jeffrey A. Wilke . . . . . . . . . . 45 Senior Vice President, North America Retail
L. Michelle Wilson . . . . . . . . 48 Senior Vice President, General Counsel, and Secretary

Jeffrey P. Bezos. Mr. Bezos has been Chairman of the Board of Amazon.com since founding it in 1994
and Chief Executive Officer since May 1996. Mr. Bezos served as President of the Company from founding until
June 1999 and again from October 2000 to the present.

Jeffrey M. Blackburn. Mr. Blackburn has served as Senior Vice President, Business Development, since
April 2006.

Sebastian J. Gunningham. Mr. Gunningham has served as Senior Vice President, Seller Services, since
joining Amazon.com in March 2007. Prior to joining Amazon.com, Mr. Gunningham was President of First Data
Utilities from August 2006 to February 2007.

Andrew R. Jassy. Mr. Jassy has served as Senior Vice President, Web Services, since April 2006.

Steven Kessel. Mr. Kessel has served as Senior Vice President, Worldwide Digital Media, since April
2006.

Marc A. Onetto. Mr. Onetto has served as Senior Vice President, Worldwide Operations, since joining
Amazon.com in December 2006.

Diego Piacentini. Mr. Piacentini has served as Senior Vice President, International Retail, since January
2007.

Shelley L. Reynolds. Ms. Reynolds has served as Vice President, Worldwide Controller, and Principal
Accounting Officer since April 2007. From February 2006 to April 2007, she was Vice President, Finance and
Controller.
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Thomas J. Szkutak. Mr. Szkutak has served as Senior Vice President and Chief Financial Officer since
joining Amazon.com in October 2002.

H. Brian Valentine. Mr. Valentine has served as Senior Vice President, Ecommerce Platform, since
joining Amazon.com in September 2006.

Jeffrey A. Wilke. Mr. Wilke has served as Senior Vice President, North America Retail, since January
2007.

L. Michelle Wilson. Ms. Wilson has served as Senior Vice President, General Counsel, and Secretary
since July 2003.

Board of Directors

Name Age Position

Jeffrey P. Bezos . . . . . . . . . . 48 President, Chief Executive Officer, and Chairman of the Board
Tom A. Alberg . . . . . . . . . . . 71 Managing Director, Madrona Venture Group
John Seely Brown . . . . . . . . . 71 Visiting Scholar and Advisor to the Provost, University of Southern

California
William B. Gordon . . . . . . . . 61 Partner, Kleiner Perkins Caufield & Byers
Blake G. Krikorian . . . . . . . . 44 Founder and Chief Executive Officer, id8 Group Productions, Inc.
Alain Monié . . . . . . . . . . . . . 61 President and Chief Executive Officer, Ingram Micro Inc.
Jonathan J. Rubinstein . . . . . 55 Former Chairman and CEO, Palm, Inc.
Thomas O. Ryder . . . . . . . . . 67 Retired, Former Chairman, Reader’s Digest Association, Inc.
Patricia Q. Stonesifer . . . . . . 55 Vice Chair, Board of Regents, Smithsonian Institution

Item 1A. Risk Factors

Please carefully consider the following risk factors. If any of the following risks occur, our business,
financial condition, operating results, and cash flows could be materially adversely affected. In addition, the
current global economic climate amplifies many of these risks.

We Face Intense Competition

Our businesses are rapidly evolving and intensely competitive, and we have many competitors in different
industries, including retail, e-commerce services, digital content and digital media devices, and web services.
Many of our current and potential competitors have greater resources, longer histories, more customers, and
greater brand recognition. They may secure better terms from vendors, adopt more aggressive pricing and devote
more resources to technology, infrastructure, fulfillment, and marketing.

Competition may intensify as our competitors enter into business combinations or alliances and established
companies in other market segments expand into our market segments. In addition, new and enhanced
technologies, including search, web services, and digital, may increase our competition. The Internet facilitates
competitive entry and comparison shopping, and increased competition may reduce our sales and profits.

Our Expansion Places a Significant Strain on our Management, Operational, Financial and Other
Resources

We are rapidly and significantly expanding our global operations, including increasing our product and
service offerings and scaling our infrastructure to support our retail and services businesses. This expansion
increases the complexity of our business and places significant strain on our management, personnel, operations,
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systems, technical performance, financial resources, and internal financial control and reporting functions. We
may not be able to manage growth effectively, which could damage our reputation, limit our growth and
negatively affect our operating results.

Our Expansion into New Products, Services, Technologies and Geographic Regions Subjects Us to
Additional Business, Legal, Financial and Competitive Risks

We may have limited or no experience in our newer market segments, and our customers may not adopt our
new offerings. These offerings may present new and difficult technology challenges, and we may be subject to
claims if customers of these offerings experience service disruptions or failures or other quality issues. In
addition, profitability, if any, in our newer activities may be lower than in our older activities, and we may not be
successful enough in these newer activities to recoup our investments in them. If any of this were to occur, it
could damage our reputation, limit our growth and negatively affect our operating results.

We May Experience Significant Fluctuations in Our Operating Results and Growth Rate

We may not be able to accurately forecast our growth rate. We base our expense levels and investment plans
on sales estimates. A significant portion of our expenses and investments is fixed, and we may not be able to
adjust our spending quickly enough if our sales are less than expected.

Our revenue growth may not be sustainable, and our percentage growth rates may decrease. Our revenue
and operating profit growth depends on the continued growth of demand for the products and services offered by
us or our sellers, and our business is affected by general economic and business conditions worldwide. A
softening of demand, whether caused by changes in customer preferences or a weakening of the U.S. or global
economies, may result in decreased revenue or growth.

Our sales and operating results will also fluctuate for many other reasons, including due to risks described
elsewhere in this section and the following:

• our ability to retain and increase sales to existing customers, attract new customers, and satisfy our
customers’ demands;

• our ability to retain and expand our network of sellers;

• our ability to offer products on favorable terms, manage inventory, and fulfill orders;

• the introduction of competitive websites, products, services, price decreases, or improvements;

• changes in usage or adoption rates of the Internet, e-commerce, digital media devices and web services,
including in non-U.S. markets;

• timing, effectiveness, and costs of expansion and upgrades of our systems and infrastructure;

• the success of our geographic, service, and product line expansions;

• the outcomes of legal proceedings and claims;

• variations in the mix of products and services we sell;

• variations in our level of merchandise and vendor returns;

• the extent to which we offer free shipping, continue to reduce product prices worldwide, and provide
additional benefits to our customers;

• the extent to which we invest in technology and content, fulfillment and other expense categories;

• increases in the prices of fuel and gasoline, as well as increases in the prices of other energy products
and commodities like paper and packing supplies;

• the extent to which our equity method investees record significant operating and non-operating items;
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• the extent to which operators of the networks between our customers and our websites successfully
charge fees to grant our customers unimpaired and unconstrained access to our online services;

• our ability to collect amounts owed to us when they become due;

• the extent to which use of our services is affected by spyware, viruses, phishing and other spam emails,
denial of service attacks, data theft, computer intrusions and similar events; and

• terrorist attacks and armed hostilities.

We May Not Be Successful in Our Efforts to Expand into International Market Segments

Our international activities are significant to our revenues and profits, and we plan to further expand
internationally. In certain international market segments, we have relatively little operating experience and may
not benefit from any first-to-market advantages or otherwise succeed. It is costly to establish, develop and
maintain international operations and websites and promote our brand internationally. Our international
operations may not be profitable on a sustained basis.

In addition to risks described elsewhere in this section, our international sales and operations are subject to a
number of risks, including:

• local economic and political conditions;

• government regulation of e-commerce, other online services and electronic devices and restrictive
governmental actions (such as trade protection measures, including export duties and quotas and custom
duties and tariffs), nationalization and restrictions on foreign ownership;

• restrictions on sales or distribution of certain products or services and uncertainty regarding liability for
products, services and content, including uncertainty as a result of less Internet-friendly legal systems,
local laws, lack of legal precedent, and varying rules, regulations, and practices regarding the physical
and digital distribution of media products and enforcement of intellectual property rights;

• business licensing or certification requirements, such as for imports, exports and electronic devices;

• limitations on the repatriation and investment of funds and foreign currency exchange restrictions;

• limited fulfillment and technology infrastructure;

• shorter payable and longer receivable cycles and the resultant negative impact on cash flow;

• laws and regulations regarding consumer and data protection, privacy, network security, encryption, and
restrictions on pricing or discounts;

• lower levels of use of the Internet;

• lower levels of consumer spending and fewer opportunities for growth compared to the U.S.;

• lower levels of credit card usage and increased payment risk;

• difficulty in staffing, developing and managing foreign operations as a result of distance, language and
cultural differences;

• different employee/employer relationships and the existence of workers’ councils and labor unions;

• laws and policies of the U.S. and other jurisdictions affecting trade, foreign investment, loans and taxes;
and

• geopolitical events, including war and terrorism.

As the international e-commerce channel grows, competition will intensify. Local companies may have a
substantial competitive advantage because of their greater understanding of, and focus on, the local customer, as
well as their more established local brand names. We may not be able to hire, train, retain, and manage required
personnel, which may limit our international growth.
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The People’s Republic of China (“PRC”) regulates Amazon’s and its affiliates’ businesses and operations in
the PRC through regulations and license requirements restricting (i) foreign investment in the Internet, IT
infrastructure, retail, delivery, and other sectors, (ii) Internet content and (iii) the sale of media and other
products. For example, in order to meet local ownership and regulatory licensing requirements, www.amazon.cn
is operated by PRC companies that are indirectly owned, either wholly or partially, by PRC nationals. Although
we believe these structures comply with existing PRC laws, they involve unique risks. There are substantial
uncertainties regarding the interpretation of PRC laws and regulations, and it is possible that the PRC
government will ultimately take a view contrary to ours. If our Chinese business interests were found to be in
violation of any existing or future PRC laws or regulations or if interpretations of those laws and regulations
were to change, the business could be subject to fines and other financial penalties, have licenses revoked or be
forced to shut down entirely. In addition, the Chinese businesses and operations may be unable to continue to
operate if we or our affiliates are unable to enforce contractual relationships with respect to management and
control of such businesses.

If We Do Not Successfully Optimize and Operate Our Fulfillment Centers, Our Business Could Be Harmed

If we do not adequately predict customer demand or otherwise optimize and operate our fulfillment centers
successfully, it could result in excess or insufficient inventory or fulfillment capacity, result in increased costs,
impairment charges, or both, or harm our business in other ways. A failure to optimize inventory will increase
our net shipping cost by requiring long-zone or partial shipments. Orders from several of our websites are
fulfilled primarily from a single location, and we have only a limited ability to reroute orders to third parties for
drop-shipping. We and our co-sourcers may be unable to adequately staff our fulfillment and customer service
centers. As we continue to add fulfillment and warehouse capability or add new businesses with different
fulfillment requirements, our fulfillment network becomes increasingly complex and operating it becomes more
challenging. If the other businesses on whose behalf we perform inventory fulfillment services deliver product to
our fulfillment centers in excess of forecasts, we may be unable to secure sufficient storage space and may be
unable to optimize our fulfillment centers. There can be no assurance that we will be able to operate our network
effectively.

We rely on a limited number of shipping companies to deliver inventory to us and completed orders to our
customers. If we are not able to negotiate acceptable terms with these companies or they experience performance
problems or other difficulties, it could negatively impact our operating results and customer experience. In
addition, our ability to receive inbound inventory efficiently and ship completed orders to customers also may be
negatively affected by inclement weather, fire, flood, power loss, earthquakes, labor disputes, acts of war or
terrorism, acts of God and similar factors.

Third parties either drop-ship or otherwise fulfill an increasing portion of our customers’ orders, and we are
increasingly reliant on the reliability, quality and future procurement of their services. Under some of our
commercial agreements, we maintain the inventory of other companies, thereby increasing the complexity of
tracking inventory and operating our fulfillment centers. Our failure to properly handle such inventory or the
inability of these other companies to accurately forecast product demand would result in unexpected costs and
other harm to our business and reputation.

The Seasonality of Our Business Places Increased Strain on Our Operations

We expect a disproportionate amount of our net sales to occur during our fourth quarter. If we do not stock
or restock popular products in sufficient amounts such that we fail to meet customer demand, it could
significantly affect our revenue and our future growth. If we overstock products, we may be required to take
significant inventory markdowns or write-offs, which could reduce profitability. We may experience an increase
in our net shipping cost due to complimentary upgrades, split-shipments, and additional long-zone shipments
necessary to ensure timely delivery for the holiday season. If too many customers access our websites within a
short period of time due to increased holiday demand, we may experience system interruptions that make our
websites unavailable or prevent us from efficiently fulfilling orders, which may reduce the volume of goods we
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sell and the attractiveness of our products and services. In addition, we may be unable to adequately staff our
fulfillment and customer service centers during these peak periods and delivery and other fulfillment companies
and customer service co-sourcers may be unable to meet the seasonal demand. We also face risks described
elsewhere in this Item 1A relating to fulfillment center optimization and inventory.

We generally have payment terms with our vendors that extend beyond the amount of time necessary to
collect proceeds from our customers. As a result of holiday sales, at December 31 of each year, our cash, cash
equivalents, and marketable securities balances typically reach their highest level (other than as a result of cash
flows provided by or used in investing and financing activities). This operating cycle results in a corresponding
increase in accounts payable at December 31. Our accounts payable balance generally declines during the first
three months of the year, resulting in a corresponding decline in our cash, cash equivalents, and marketable
securities balances.

Our Business Could Suffer if We Are Unsuccessful in Making, Integrating, and Maintaining Commercial
Agreements, Strategic Alliances, and Other Business Relationships

We provide e-commerce services to other businesses through our seller programs and other commercial
agreements, strategic alliances and business relationships. Under these agreements, we provide technology,
fulfillment and other services, as well as enable sellers to offer products or services through our websites and
power their websites. These arrangements are complex and require substantial personnel and resource
commitments by us, which may limit the agreements we are able to enter into and our ability to integrate and
deliver services under them. If we fail to implement, maintain, and develop the components of these commercial
relationships, which may include fulfillment, customer service, inventory management, tax collection, payment
processing, licensing of third-party software, hardware, and content, and engaging third parties to perform
hosting and other services, these initiatives may not be viable. The amount of compensation we receive under
certain of these agreements is partially dependent on the volume of the other company’s sales. Therefore, if the
other company’s offering is not successful, the compensation we receive may be lower than expected or the
agreement may be terminated. Moreover, we may not be able to enter into additional commercial relationships
and strategic alliances on favorable terms. We also may be subject to claims from businesses to which we
provide these services if we are unsuccessful in implementing, maintaining or developing these services.

As our agreements terminate, we may be unable to renew or replace these agreements on comparable terms,
or at all. We may in the future enter into amendments on less favorable terms or encounter parties that have
difficulty meeting their contractual obligations to us, which could adversely affect our operating results.

Our present and future e-commerce services agreements, other commercial agreements, and strategic
alliances create additional risks such as:

• disruption of our ongoing business, including loss of management focus on existing businesses;

• impairment of other relationships;

• variability in revenue and income from entering into, amending, or terminating such agreements or
relationships; and

• difficulty integrating under the commercial agreements.

Our Business Could Suffer if We Are Unsuccessful in Making, Integrating, and Maintaining Acquisitions
and Investments

We have acquired and invested in a number of companies, and we may acquire or invest in or enter into
joint ventures with additional companies. These transactions create risks such as:

• disruption of our ongoing business, including loss of management focus on existing businesses;

• problems retaining key personnel;
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• additional operating losses and expenses of the businesses we acquired or in which we invested;

• the potential impairment of tangible assets, such as inventory, and intangible assets and goodwill
acquired in the acquisitions;

• the potential impairment of customer and other relationships of the company we acquired or in which
we invested or our own customers as a result of any integration of operations;

• the difficulty of incorporating acquired technology and rights into our offerings and unanticipated
expenses related to such integration;

• the difficulty of integrating a new company’s accounting, financial reporting, management, information
and information security, human resource and other administrative systems to permit effective
management, and the lack of control if such integration is delayed or not implemented;

• for investments in which an investee’s financial performance is incorporated into our financial results,
either in full or in part, the dependence on the investee’s accounting, financial reporting and similar
systems, controls and processes;

• the difficulty of implementing at companies we acquire the controls, procedures and policies appropriate
for a larger public company;

• potential unknown liabilities associated with a company we acquire or in which we invest; and

• for foreign transactions, additional risks related to the integration of operations across different cultures
and languages, and the economic, political, and regulatory risks associated with specific countries.

As a result of future acquisitions or mergers, we might need to issue additional equity securities, spend our
cash, or incur debt, contingent liabilities, or amortization expenses related to intangible assets, any of which
could reduce our profitability and harm our business. In addition, valuations supporting our acquisitions and
strategic investments could change rapidly given the current global economic climate. We could determine that
such valuations have experienced impairments or other-than-temporary declines in fair value which could
adversely impact our financial results.

We Have Foreign Exchange Risk

The results of operations of, and certain of our intercompany balances associated with, our international
websites are exposed to foreign exchange rate fluctuations. Upon translation, operating results may differ
materially from expectations, and we may record significant gains or losses on the remeasurement of
intercompany balances. As we have expanded our international operations, our exposure to exchange rate
fluctuations has increased. We also hold cash equivalents and/or marketable securities primarily in Euros,
Japanese Yen, and British Pounds. If the U.S. Dollar strengthens compared to these currencies, cash equivalents
and marketable securities balances, when translated, may be materially less than expected and vice versa.

The Loss of Key Senior Management Personnel Could Negatively Affect Our Business

We depend on our senior management and other key personnel, particularly Jeffrey P. Bezos, our President,
CEO, and Chairman. We do not have “key person” life insurance policies. The loss of any of our executive
officers or other key employees could harm our business.

We Could Be Harmed by Data Loss or Other Security Breaches

As a result of our services being web-based and the fact that we process, store and transmit large amounts of
data, including personal information, for our customers, failure to prevent or mitigate data loss or other security
breaches could expose us or our customers to a risk of loss or misuse of such information, adversely affect our
operating results, result in litigation or potential liability for us and otherwise harm our business. Although we
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have developed systems and processes that are designed to protect customer information and prevent data loss
and other security breaches, such measures cannot provide absolute security. In addition, we rely on third party
technology and systems in certain aspects of our businesses, including for encryption and authentication
technology to securely transmit confidential information.

We Face Risks Related to System Interruption and Lack of Redundancy

We experience occasional system interruptions and delays that make our websites and services unavailable
or slow to respond and prevent us from efficiently fulfilling orders or providing services to third parties, which
may reduce our net sales and the attractiveness of our products and services. If we are unable to continually add
software and hardware, effectively upgrade our systems and network infrastructure and take other steps to
improve the efficiency of our systems, it could cause system interruptions or delays and adversely affect our
operating results.

Our computer and communications systems and operations could be damaged or interrupted by fire, flood,
power loss, telecommunications failure, earthquakes, acts of war or terrorism, acts of God, computer viruses,
physical or electronic break-ins, and similar events or disruptions. Any of these events could cause system
interruption, delays, and loss of critical data, and could prevent us from accepting and fulfilling customer orders
and providing services, which could make our product and service offerings less attractive and subject us to
liability. Our systems are not fully redundant and our disaster recovery planning may not be sufficient. In
addition, we may have inadequate insurance coverage to compensate for any related losses. Any of these events
could damage our reputation and be expensive to remedy.

We Face Significant Inventory Risk

In addition to risks described elsewhere in this Item 1A relating to fulfillment center and inventory
optimization by us and third parties, we are exposed to significant inventory risks that may adversely affect our
operating results as a result of seasonality, new product launches, rapid changes in product cycles and pricing,
defective merchandise, changes in consumer demand and consumer spending patterns, changes in consumer
tastes with respect to our products and other factors. We endeavor to accurately predict these trends and avoid
overstocking or understocking products we manufacture and/or sell. Demand for products, however, can change
significantly between the time inventory or components are ordered and the date of sale. In addition, when we
begin selling or manufacturing a new product, it may be difficult to establish vendor relationships, determine
appropriate product or component selection, and accurately forecast demand. The acquisition of certain types of
inventory or components may require significant lead-time and prepayment and they may not be returnable. We
carry a broad selection and significant inventory levels of certain products, such as consumer electronics, and we
may be unable to sell products in sufficient quantities or during the relevant selling seasons. Any one of the
inventory risk factors set forth above may adversely affect our operating results.

We May Not Be Able to Adequately Protect Our Intellectual Property Rights or May Be Accused of
Infringing Intellectual Property Rights of Third Parties

We regard our trademarks, service marks, copyrights, patents, trade dress, trade secrets, proprietary
technology, and similar intellectual property as critical to our success, and we rely on trademark, copyright, and
patent law, trade secret protection, and confidentiality and/or license agreements with our employees, customers,
and others to protect our proprietary rights. Effective intellectual property protection may not be available in
every country in which our products and services are made available. We also may not be able to acquire or
maintain appropriate domain names in all countries in which we do business. Furthermore, regulations governing
domain names may not protect our trademarks and similar proprietary rights. We may be unable to prevent third
parties from acquiring domain names that are similar to, infringe upon, or diminish the value of our trademarks
and other proprietary rights.
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We may not be able to discover or determine the extent of any unauthorized use of our proprietary rights.
Third parties that license our proprietary rights also may take actions that diminish the value of our proprietary
rights or reputation. The protection of our intellectual property may require the expenditure of significant
financial and managerial resources. Moreover, the steps we take to protect our intellectual property may not
adequately protect our rights or prevent third parties from infringing or misappropriating our proprietary rights.
We also cannot be certain that others will not independently develop or otherwise acquire equivalent or superior
technology or other intellectual property rights.

Other parties also may claim that we infringe their proprietary rights. We have been subject to, and expect to
continue to be subject to, claims and legal proceedings regarding alleged infringement by us of the intellectual
property rights of third parties. Such claims, whether or not meritorious, may result in the expenditure of
significant financial and managerial resources, injunctions against us or the payment of damages. We may need
to obtain licenses from third parties who allege that we have infringed their rights, but such licenses may not be
available on terms acceptable to us or at all. In addition, we may not be able to obtain or utilize on terms that are
favorable to us, or at all, licenses or other rights with respect to intellectual property we do not own in providing
e-commerce services to other businesses and individuals under commercial agreements. These risks have been
amplified by the increase in third parties whose sole or primary business is to assert such claims.

Our digital content offerings depend in part on effective digital rights management technology to control
access to digital content. If the digital rights management technology that we use is compromised or otherwise
malfunctions, we could be subject to claims, and content providers may be unwilling to include their content in
our service.

We Have a Rapidly Evolving Business Model and Our Stock Price Is Highly Volatile

We have a rapidly evolving business model. The trading price of our common stock fluctuates significantly
in response to, among other risks, the risks described elsewhere in this Item 1A, as well as:

• changes in interest rates;

• conditions or trends in the Internet and the e-commerce industry;

• quarterly variations in operating results;

• fluctuations in the stock market in general and market prices for Internet-related companies in
particular;

• changes in financial estimates by us or securities analysts and recommendations by securities analysts;

• changes in our capital structure, including issuance of additional debt or equity to the public;

• changes in the valuation methodology of, or performance by, other e-commerce or technology
companies; and

• transactions in our common stock by major investors and certain analyst reports, news, and speculation.

Volatility in our stock price could adversely affect our business and financing opportunities and force us to
increase our cash compensation to employees or grant larger stock awards than we have historically, which could
hurt our operating results or reduce the percentage ownership of our existing stockholders, or both.

Government Regulation Is Evolving and Unfavorable Changes Could Harm Our Business

We are subject to general business regulations and laws, as well as regulations and laws specifically governing
the Internet, e-commerce, and electronic devices. Existing and future laws and regulations may impede our growth.
These regulations and laws may cover taxation, privacy, data protection, pricing, content, copyrights, distribution,
mobile communications, electronic device certification, electronic waste, electronic contracts and other
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communications, consumer protection, web services, the provision of online payment services, unencumbered
Internet access to our services, the design and operation of websites, and the characteristics and quality of products
and services. It is not clear how existing laws governing issues such as property ownership, libel, and personal
privacy apply to the Internet, e-commerce, digital content and web services. Jurisdictions may regulate
consumer-to-consumer online businesses, including certain aspects of our seller programs. Unfavorable regulations
and laws could diminish the demand for our products and services and increase our cost of doing business.

We Do Not Collect Sales or Consumption Taxes in Some Jurisdictions

U.S. Supreme Court decisions restrict the imposition of obligations to collect state and local sales taxes with
respect to remote sales. However, an increasing number of states have considered or adopted laws that attempt to
impose obligations on out-of-state retailers to collect taxes on their behalf. We support a Federal law that would
require sales tax collection under a nationwide system. More than half of our revenue is already earned in
jurisdictions where we collect sales tax or its equivalent. A successful assertion by one or more states or foreign
countries requiring us to collect taxes where we do not do so could result in substantial tax liabilities, including
for past sales, as well as penalties and interest.

We Could be Subject to Additional Income Tax Liabilities

We are subject to income taxes in the United States and numerous foreign jurisdictions. Significant
judgment is required in evaluating and estimating our worldwide provision and accruals for these taxes. During
the ordinary course of business, there are many transactions for which the ultimate tax determination is uncertain.
For example, our effective tax rates could be adversely affected by earnings being lower than anticipated in
countries where we have lower statutory rates and higher than anticipated in countries where we have higher
statutory rates, by losses incurred in jurisdictions for which we are not able to realize the related tax benefit, by
changes in foreign currency exchange rates, by entry into new businesses and geographies and changes to our
existing businesses, by acquisitions, by changes in the valuation of our deferred tax assets and liabilities, or by
changes in the relevant tax, accounting and other laws, regulations, principles and interpretations. We are subject
to audit in various jurisdictions, and such jurisdictions may assess additional income tax liabilities against us.
Although we believe our tax estimates are reasonable, the final outcome of tax audits and any related litigation
could be materially different from our historical income tax provisions and accruals. Developments in an audit or
litigation could have a material effect on our operating results or cash flows in the period or periods for which
that development occurs, as well as for prior and subsequent periods.

Our Supplier Relationships Subject Us to a Number of Risks

We have significant suppliers, including licensors, that are important to our sourcing, services,
manufacturing and any related ongoing servicing of merchandise and content. We do not have long-term
arrangements with most of our suppliers to guarantee availability of merchandise, content, components or
services, particular payment terms, or the extension of credit limits. If our current suppliers were to stop selling
or licensing merchandise, content, components or services to us on acceptable terms, or delay delivery, including
as a result of one or more supplier bankruptcies due to poor economic conditions, as a result of natural disasters
or for other reasons, we may be unable to procure alternatives from other suppliers in a timely and efficient
manner and on acceptable terms, or at all.

We May be Subject to Risks Related to Government Contracts and Related Procurement Regulations

Our contracts with U.S., as well as state, local and foreign, government entities are subject to various
procurement regulations and other requirements relating to their formation, administration and performance. We
may be subject to audits and investigations relating to our government contracts and any violations could result
in various civil and criminal penalties and administrative sanctions, including termination of contract, refunding
or suspending of payments, forfeiture of profits, payment of fines and suspension or debarment from future
government business. In addition, such contracts may provide for termination by the government at any time,
without cause.
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We May Be Subject to Product Liability Claims if People or Property Are Harmed by the Products We Sell

Some of the products we sell or manufacture may expose us to product liability claims relating to personal
injury, death, or environmental or property damage, and may require product recalls or other actions. Certain
third parties also sell products using our e-commerce platform that may increase our exposure to product liability
claims, such as if these sellers do not have sufficient protection from such claims. Although we maintain liability
insurance, we cannot be certain that our coverage will be adequate for liabilities actually incurred or that
insurance will continue to be available to us on economically reasonable terms, or at all. In addition, some of our
agreements with our vendors and sellers do not indemnify us from product liability.

We Are Subject to Payments-Related Risks

We accept payments using a variety of methods, including credit card, debit card, credit accounts (including
promotional financing), gift certificates, direct debit from a customer’s bank account, consumer invoicing,
physical bank check and payment upon delivery. As we offer new payment options to our customers, we may be
subject to additional regulations, compliance requirements, and fraud. For certain payment methods, including
credit and debit cards, we pay interchange and other fees, which may increase over time and raise our operating
costs and lower profitability. We rely on third parties to provide payment processing services, including the
processing of credit cards, debit cards, electronic checks, and promotional financing, and it could disrupt our
business if these companies become unwilling or unable to provide these services to us. We are also subject to
payment card association operating rules, including data security rules, certification requirements and rules
governing electronic funds transfers, which could change or be reinterpreted to make it difficult or impossible for
us to comply. If we fail to comply with these rules or requirements, or if our data security systems are breached
or compromised, we may be liable for card issuing banks’ costs, subject to fines and higher transaction fees and
lose our ability to accept credit and debit card payments from our customers, process electronic funds transfers,
or facilitate other types of online payments, and our business and operating results could be adversely affected.
We also offer co-branded credit card programs that represent a significant component of our services revenue. If
one or more of these agreements are terminated and we are unable to replace them on similar terms, or at all, it
could adversely affect our operating results.

In addition, we qualify as a money services business in certain jurisdictions because we enable customers to
keep account balances with us and transfer money to third parties, and because we provide services to third
parties to facilitate payments on their behalf. In these jurisdictions, we may be subject to requirements for
licensing, regulatory inspection, bonding, the handling of transferred funds and consumer disclosures. We are
also subject to or voluntarily comply with a number of other laws and regulations relating to money laundering,
international money transfers, privacy and information security and electronic fund transfers. If we were found to
be in violation of applicable laws or regulations, we could be subject to civil and criminal penalties or forced to
cease our payments services business.

We Could Be Liable for Fraudulent or Unlawful Activities of Sellers

The law relating to the liability of providers of online payment services is currently unsettled. In addition,
governmental agencies could require changes in the way this business is conducted. Under our seller programs,
we may be unable to prevent sellers from collecting payments, fraudulently or otherwise, when buyers never
receive the products they ordered or when the products received are materially different from the sellers’
descriptions. Under our A2Z Guarantee, we reimburse buyers for payments up to certain limits in these
situations, and as our marketplace seller sales grow, the cost of this program will increase and could negatively
affect our operating results. We also may be unable to prevent sellers on our sites or through other seller sites
from selling unlawful goods, from selling goods in an unlawful manner, or violating the proprietary rights of
others, and could face civil or criminal liability for unlawful activities by our sellers.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

As of December 31, 2011, we operated the following facilities:

Description of Use
Square

Footage (1)
Operating
Segments

Lease
Expirations (1)

(in thousands)

Office lease
3,416 North America

From 2012
through 2026

Office lease
837 International

From 2012
through 2021

Sub-total 4,253

Fulfillment and other
26,364 North America

From 2012
through 2026

Fulfillment and other
17,690 International

From 2012
through 2025

Sub-total 44,054

Total 48,307

(1) Represents the total leased space excluding sub-leased space.

We lease our corporate headquarters in Seattle, Washington. Additionally, we lease corporate office,
fulfillment and warehouse operations, data center, customer service, and other facilities, principally in North
America, Europe, and Asia.

Item 3. Legal Proceedings

See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 7—Commitments and
Contingencies—Legal Proceedings” and “—Other Contingencies.”

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for the Registrant’s Common Stock, Related Shareholder Matters and Issuer Purchases of
Equity Securities

Market Information

Our common stock is traded on the Nasdaq Global Select Market under the symbol “AMZN.” The
following table sets forth the high and low per share sale prices for our common stock for the periods indicated,
as reported by the Nasdaq Global Select Market.

High Low

Year ended December 31, 2010
First Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $138.19 $113.82
Second Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151.09 106.01
Third Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161.78 105.80
Fourth Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 185.65 151.40

Year ended December 31, 2011
First Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $191.60 $160.59
Second Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 206.39 175.37
Third Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 244.00 177.10
Fourth Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 246.71 166.97

Holders

As of January 19, 2012, there were 3,327 shareholders of record of our common stock, although there are a
much larger number of beneficial owners.

Dividends

We have never declared or paid cash dividends on our common stock. See Item 7 of Part II, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources.”

Recent Sales of Unregistered Securities

None.

Issuer Purchases of Equity Securities

On January 28, 2010, we publicly announced that our Board of Directors had authorized the Company to
repurchase up to $2 billion of the Company’s common stock with no fixed expiration. We may make these
purchases in the open market or through privately negotiated transactions and in discretionary purchases or
pursuant to pre-established purchase plans. The table below sets forth information regarding our purchases of our
common stock during Q4 2011 (in millions, except Average Price Paid Per Share data):

Total Number of
Shares Purchased

Average Price
Paid Per Share

Total Number of
Shares Purchased
as Part of Publicly

Announced Program

Approximate Dollar
Value of Shares
that May Yet be

Repurchased Under
the Program

October 1—October 31, 2011 . . . . . . . . — $ — — $2,000
November 1—November 30, 2011 . . . . 1.5 189.22 1.5 1,723
December 1—December 31, 2011 . . . . . — — — 1,723

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.5 1.5
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Item 6. Selected Consolidated Financial Data

The following selected consolidated financial data should be read in conjunction with the consolidated
financial statements and the notes thereto in Item 8 of Part II, “Financial Statements and Supplementary Data,”
and the information contained in Item 7 of Part II, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.” Historical results are not necessarily indicative of future results.

Year Ended December 31,

2011 2010 2009 2008 2007

(in millions, except per share data)

Statements of Operations:
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,077 $34,204 $24,509 $19,166 $14,835
Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 862 1,406 1,129 842 655
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 631 1,152 902 645 476
Basic earnings per share (1) . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1.39 $ 2.58 $ 2.08 $ 1.52 $ 1.15
Diluted earnings per share (1) . . . . . . . . . . . . . . . . . . . . . . . . $ 1.37 $ 2.53 $ 2.04 $ 1.49 $ 1.12
Weighted average shares used in computation of earnings

per share:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 453 447 433 423 413
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 461 456 442 432 424

Statements of Cash Flows:
Net cash provided by operating activities . . . . . . . . . . . . . . . $ 3,903 $ 3,495 $ 3,293 $ 1,697 $ 1,405
Purchases of fixed assets, including internal-use software

and website development . . . . . . . . . . . . . . . . . . . . . . . . . . (1,811) (979) (373) (333) (224)

Free cash flow (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,092 $ 2,516 $ 2,920 $ 1,364 $ 1,181

Year Ended December 31,

2011 2010 2009 2008 2007

(in millions)

Balance Sheets:
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $25,278 $18,797 $13,813 $ 8,314 $ 6,485
Total long-term obligations . . . . . . . . . . . . . . . . . . . . . . . . . . 2,625 1,561 1,192 896 1,574

(1) For further discussion of earnings per share, see Item 8 of Part II, “Financial Statements and Supplementary
Data—Note 1—Description of Business and Accounting Policies.”

(2) Free cash flow, a non-GAAP financial measure, is defined as net cash provided by operating activities less
purchases of fixed assets, including capitalized internal-use software and website development, both of
which are presented on our consolidated statements of cash flows. See Item 7 of Part II, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations—Non-
GAAP Financial Measures.”
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

This Annual Report on Form 10-K includes forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. All statements other than statements of historical fact, including
statements regarding guidance, industry prospects or future results of operations or financial position, made in
this Annual Report on Form 10-K are forward-looking. We use words such as anticipates, believes, expects,
future, intends, and similar expressions to identify forward-looking statements. Forward-looking statements
reflect management’s current expectations and are inherently uncertain. Actual results could differ materially for
a variety of reasons, including, among others, fluctuations in foreign exchange rates, changes in global economic
conditions and consumer spending, world events, the rate of growth of the Internet and online commerce, the
amount that Amazon.com invests in new business opportunities and the timing of those investments, the mix of
products sold to customers, the mix of net sales derived from products as compared with services, the extent to
which we owe income taxes, competition, management of growth, potential fluctuations in operating results,
international growth and expansion, the outcomes of legal proceedings and claims, fulfillment center
optimization, risks of inventory management, seasonality, the degree to which the Company enters into,
maintains, and develops commercial agreements, acquisitions, and strategic transactions, payments risks, and
risks of fulfillment throughput and productivity. In addition, the current global economic climate amplifies many
of these risks. These risks and uncertainties, as well as other risks and uncertainties that could cause our actual
results to differ significantly from management’s expectations, are described in greater detail in Item 1A of
Part I, “Risk Factors.”

Overview

Our primary source of revenue is the sale of a wide range of products and services to customers. The
products offered on our consumer-facing websites primarily include merchandise and content we have purchased
for resale from vendors and those offered by third-party sellers, and we also manufacture and sell Kindle devices.
Generally, we recognize gross revenue from items we sell from our inventory as product sales and recognize our
net share of revenue of items sold by other sellers as services sales. We also offer other services such as AWS,
fulfillment, publishing, digital content subscriptions, miscellaneous marketing and promotional agreements, such
as online advertising, and co-branded credit cards.

Our financial focus is on long-term, sustainable growth in free cash flow1 per share. Free cash flow is
driven primarily by increasing operating income and efficiently managing working capital2 and capital
expenditures. Increases in operating income primarily result from increases in sales of products and services and
efficiently managing our operating costs, offset by investments we make in longer-term strategic initiatives. To
increase sales of products and services, we focus on improving all aspects of the customer experience, including
lowering prices, improving availability, offering faster delivery and performance times, increasing selection,
increasing product categories and service offerings, expanding product information, improving ease of use,
improving reliability, and earning customer trust. We also seek to efficiently manage shareholder dilution while
maintaining the flexibility to issue shares for strategic purposes, such as financings, acquisitions, and aligning
employee compensation with shareholders’ interests. We utilize restricted stock units as our primary vehicle for
equity compensation because we believe they align the interests of our shareholders and employees. In measuring
shareholder dilution, we include all vested and unvested stock awards outstanding, without regard to estimated
forfeitures. Total shares outstanding plus outstanding stock awards were 468 million and 465 million at
December 31, 2011 and 2010.

1 Free cash flow, a non-GAAP financial measure, is defined as net cash provided by operating activities less
purchases of fixed assets, including capitalized internal-use software and website development, both of
which are presented on our consolidated statements of cash flows. See “Results of Operations—Non-GAAP
Financial Measures” below.

2 Working capital consists of accounts receivable, inventory, and accounts payable.
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We seek to reduce our variable costs per unit and work to leverage our fixed costs. Our variable costs
include product and content costs, payment processing and related transaction costs, picking, packaging, and
preparing orders for shipment, transportation, customer service support, and a portion of our marketing costs.
Our fixed costs include the costs necessary to run our technology infrastructure and AWS; to build, enhance, and
add features to our websites, our Kindle devices, and digital offerings; and to build and optimize our fulfillment
centers. Variable costs generally change directly with sales volume, while fixed costs generally increase
depending on the timing of capacity needs, geographic expansion, category expansion, and other factors. To
decrease our variable costs on a per unit basis and enable us to lower prices for customers, we seek to increase
our direct sourcing, increase discounts available to us from suppliers, and reduce defects in our processes. To
minimize growth in fixed costs, we seek to improve process efficiencies and maintain a lean culture.

Because of our model we are able to turn our inventory quickly and have a cash-generating operating cycle3. On
average our high inventory velocity means we generally collect from consumers before our payments to suppliers come
due. Inventory turnover4 was 10, 11, and 12 for 2011, 2010, and 2009. We expect variability in inventory turnover over
time since it is affected by several factors, including our product mix, the mix of sales by us and by other sellers, our
continuing focus on in-stock inventory availability, our investment in new geographies and product lines, and the extent to
which we choose to utilize outsource fulfillment providers. Accounts payable days5 were 74, 72, and 68 for 2011, 2010,
and 2009. We expect some variability in accounts payable days over time since they are affected by several factors,
including the mix of product sales, the mix of sales by other sellers, the mix of suppliers, seasonality, and changes in
payment terms over time, including the effect of balancing pricing and timing of payment terms with suppliers.

We expect spending in technology and content will increase over time as we add computer scientists, software
engineers, and merchandising employees. We seek to efficiently invest in several areas of technology and content,
including seller platforms, digital initiatives, and expansion of new and existing physical and digital product
categories, as well as in technology infrastructure to enhance the customer experience, improve our process
efficiencies, and support AWS. We believe that advances in technology, specifically the speed and reduced cost of
processing power, the improved consumer experience of the Internet outside of the workplace through lower-cost
broadband service to the home, and the advances of wireless connectivity, will continue to improve the consumer
experience on the Internet and increase its ubiquity in people’s lives. To best take advantage of these continued
advances in technology, we are investing in initiatives to build and deploy innovative and efficient software and
devices. We are also investing in AWS, which provides technology services that give developers and enterprises of
all sizes access to technology infrastructure that enables virtually any type of business.

Our financial reporting currency is the U.S. Dollar and changes in exchange rates significantly affect our
reported results and consolidated trends. For example, if the U.S. Dollar weakens year-over-year relative to
currencies in our international locations, our consolidated net sales, and operating expenses will be higher than if
currencies had remained constant. Likewise, if the U.S. Dollar strengthens year-over-year relative to currencies
in our international locations, our consolidated net sales, and operating expenses will be lower than if currencies
had remained constant. We believe that our increasing diversification beyond the U.S. economy through our
growing international businesses benefits our shareholders over the long term. We also believe it is useful to
evaluate our operating results and growth rates before and after the effect of currency changes.

In addition, the remeasurement of our intercompany balances can result in significant gains and charges
associated with the effect of movements in currency exchange rates. Currency volatilities may continue, which may
significantly impact (either positively or negatively) our reported results and consolidated trends and comparisons.

3 The operating cycle is number of days of sales in inventory plus number of days of sales in accounts
receivable minus accounts payable days.

4 Inventory turnover is the quotient of trailing-twelve-month cost of sales to average inventory over five
quarter-ends.

5 Accounts payable days, calculated as the quotient of accounts payable to current quarter cost of sales,
multiplied by the number of days in the current quarter.
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For additional information about each line item summarized above, refer to Item 8 of Part II, “Financial
Statements and Supplementary Data—Note 1—Description of Business and Accounting Policies.”

Critical Accounting Judgments

The preparation of financial statements in conformity with generally accepted accounting principles of the
United States (“GAAP”) requires estimates and assumptions that affect the reported amounts of assets and
liabilities, revenues and expenses, and related disclosures of contingent assets and liabilities in the consolidated
financial statements and accompanying notes. The SEC has defined a company’s critical accounting policies as
the ones that are most important to the portrayal of the company’s financial condition and results of operations,
and which require the company to make its most difficult and subjective judgments, often as a result of the need
to make estimates of matters that are inherently uncertain. Based on this definition, we have identified the critical
accounting policies and judgments addressed below. We also have other key accounting policies, which involve
the use of estimates, judgments, and assumptions that are significant to understanding our results. For additional
information, see Item 8 of Part II, “Financial Statements and Supplementary Data—Note 1—Description of
Business and Accounting Policies.” Although we believe that our estimates, assumptions, and judgments are
reasonable, they are based upon information presently available. Actual results may differ significantly from
these estimates under different assumptions, judgments, or conditions.

Inventories

Inventories, consisting of products available for sale, are primarily accounted for using the first-in first-out
(“FIFO”) method, and are valued at the lower of cost or market value. This valuation requires us to make judgments,
based on currently-available information, about the likely method of disposition, such as through sales to individual
customers, returns to product vendors, or liquidations, and expected recoverable values of each disposition category.

These assumptions about future disposition of inventory are inherently uncertain. As a measure of
sensitivity, for every 1% of additional inventory valuation allowance at December 31, 2011 we would have
recorded an additional cost of sales of approximately $50 million.

Goodwill

We evaluate goodwill for impairment annually or more frequently when an event occurs or circumstances
change that indicate that the carrying value may not be recoverable. Our annual testing date is October 1. We test
goodwill for impairment by first comparing the book value of net assets to the fair value of the reporting units. If
the fair value is determined to be less than the book value or qualitative factors indicate that it is more likely than
not that goodwill is impaired, a second step is performed to compute the amount of impairment as the difference
between the estimated fair value of goodwill and the carrying value. We estimate the fair value of the reporting
units using discounted cash flows. Forecasts of future cash flow are based on our best estimate of future net sales
and operating expenses, based primarily on expected category expansion, pricing, market segment share, and
general economic conditions. Certain estimates of discounted cash flows involve businesses and geographies
with limited financial history and developing revenue models. Changes in these forecasts could significantly
change the amount of impairment recorded, if any.

During the year, management monitored the actual performance of the business relative to the fair value
assumptions used during our annual goodwill impairment test. For the periods presented, no triggering events
were identified that required an update to our annual impairment test. As a measure of sensitivity, a 10%
decrease in the fair value of any of our reporting units as of December 31, 2011 would have had no impact on the
carrying value of our goodwill.

Financial and credit market volatility directly impacts our fair value measurement through our weighted
average cost of capital that we use to determine our discount rate and through our stock price that we use to
determine our market capitalization. During times of volatility, significant judgment must be applied to determine
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whether credit or stock price changes are a short-term swing or a longer-term trend. As a measure of sensitivity, a
prolonged 20% decrease from our December 31, 2011, closing stock price would not be an indicator of possible
impairment.

Stock-Based Compensation

We measure compensation cost for stock awards at fair value and recognize it as compensation expense
over the service period for awards expected to vest. The fair value of restricted stock units is determined based on
the number of shares granted and the quoted price of our common stock. The estimation of stock awards that will
ultimately vest requires judgment for the amount that will be forfeited, and to the extent actual results or updated
estimates differ from our current estimates, such amounts will be recorded as a cumulative adjustment in the
period estimates are revised. We consider many factors when estimating expected forfeitures, including
employee class, economic environment, and historical experience. We update our estimated forfeiture rate
quarterly. A 1% change to our estimated forfeiture rate would have had an approximately $24 million impact on
our 2011 operating income. Our estimated forfeiture rates at December 31, 2011 and 2010, were 28% and 30%.

We utilize the accelerated method, rather than the straight-line method, for recognizing compensation
expense. Under this method, over 50% of the compensation cost is expensed in the first year of a four year
vesting term. If forfeited early in the life of an award, the forfeited amount is much greater under an accelerated
method than under a straight-line method.

Income Taxes

We are subject to income taxes in both the U.S. and numerous foreign jurisdictions. Significant judgment is
required in evaluating and estimating our tax positions and determining our provision and accruals for these
taxes. During the ordinary course of business, there are many transactions and calculations for which the ultimate
tax determination is uncertain. For example, our effective tax rates could be adversely affected by earnings being
lower than anticipated in countries where we have lower statutory rates and higher than anticipated in countries
where we have higher statutory rates, by losses incurred in jurisdictions for which we are not able to realize the
related tax benefit, by changes in foreign currency exchange rates, entry into new businesses and geographies and
changes to our existing businesses, acquisitions, by changes in the valuation of our deferred tax assets and
liabilities, or by changes in the relevant tax, accounting and other laws, regulations, principles and
interpretations. We are subject to audit in various jurisdictions, and such jurisdictions may assess additional
income tax against us. Although we believe our tax estimates are reasonable, the final determination of tax audits
and any related litigation could be materially different from our historical income tax provisions and accruals.
The results of an audit or litigation could have a material effect on our operating results or cash flows in the
period or periods for which that determination is made, as well as prior and subsequent periods.

If we determine that additional portions of our deferred tax assets are realizable, the majority of the benefit
will come from the assets associated with the stock-based compensation that was not recognized in the financial
statements, but was claimed on the tax return. Since this compensation did not originally run through our
consolidated statements of operations, the benefit generated will be recorded to stockholders’ equity.

Recent Accounting Pronouncements

See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 1—Description of Business and
Accounting Policies—Recent Accounting Pronouncements.”
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Liquidity and Capital Resources

Cash flow information is as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

Cash provided by (used in):
Operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,903 $ 3,495 $ 3,293
Investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,930) (3,360) (2,337)
Financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (482) 181 (280)

Our financial focus is on long-term, sustainable growth in free cash flow. Free cash flow, a non-GAAP
financial measure, was $2.09 billion for 2011, compared to $2.52 billion and $2.92 billion for 2010 and 2009.
See “Results of Operations—Non-GAAP Financial Measures” below for a reconciliation of free cash flow to
cash provided by operating activities. The decrease in free cash flow in 2011 was primarily due to increased
capital expenditures and changes in working capital, partially offset by increases in sales of gift certificates to our
customers, decreased tax benefits on excess stock-based compensation deductions, and increases in net income,
excluding depreciation, amortization, and stock-based compensation expense. The decrease in free cash flow in
2010 was primarily due to increased capital expenditures, changes in working capital, and utilization of excess
stock-based compensation deductions, partially offset by increases in net income, excluding depreciation,
amortization, and stock-based compensation expense. Tax benefits relating to excess stock-based compensation
deductions are presented in the statement of cash flows as financing cash inflows; accordingly, as such tax
benefits decline, a greater amount of cash is classified as operating cash inflow. Operating cash flows and free
cash flows can be volatile and are sensitive to many factors, including changes in working capital, the timing and
magnitude of capital expenditures, and our federal taxable income. Working capital at any specific point in time
is subject to many variables, including seasonality, inventory management and category expansion, the timing of
cash receipts and payments, vendor payment terms, and fluctuations in foreign exchange rates.

Our principal sources of liquidity are cash flows generated from operations and our cash, cash equivalents,
and marketable securities balances, which, at fair value, were $9.6 billion, $8.8 billion, and $6.4 billion, at
December 31, 2011, 2010, and 2009. Amounts held in foreign currencies were $4.1 billion, $3.4 billion, and $2.8
billion at December 31, 2011, 2010, and 2009, and were primarily Euros, British Pounds, and Japanese Yen.

Cash provided by operating activities was $3.9 billion, $3.5 billion, and $3.3 billion in 2011, 2010, and
2009. Our operating cash flows result primarily from cash received from our consumer, seller, and enterprise
customers, miscellaneous marketing and promotional agreements, and our co-branded credit card agreements,
offset by cash payments we make for products and services, employee compensation (less amounts capitalized
related to internal use software that are reflected as cash used in investing activities), payment processing and
related transaction costs, operating leases, and interest payments on our long-term obligations. Cash received
from our consumer, seller, and enterprise customers, and other activities generally corresponds to our net sales.
Because consumers primarily use credit cards to buy from us, our receivables from consumers settle quickly.
Changes to our operating cash flows have historically been driven primarily by changes in operating income and
changes to the components of working capital, including changes to receivable and payable days and inventory
turns, as well as changes to non-cash items such as excess stock-based compensation and deferred taxes.

Cash used in investing activities corresponds with capital expenditures, including leasehold improvements,
internal-use software and website development costs, cash outlays for acquisitions, investments in other companies
and intellectual property rights, and purchases, sales, and maturities of marketable securities. Cash used in investing
activities was $(1.9) billion, $(3.4) billion, and $(2.3) billion in 2011, 2010, and 2009, with the variability caused
primarily by changes in capital expenditures and changes in cash paid for acquisitions, and purchases, maturities,
and sales of marketable securities and other investments. Capital expenditures were $1.8 billion, $979 million, and
$373 million in 2011, 2010, and 2009, with the sequential increases primarily reflecting additional investments in
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support of continued business growth due to investments in technology infrastructure, including AWS, and
additional capacity to support our fulfillment operations. We expect this trend to continue over time. Capital
expenditures included $256 million, $176 million, and $146 million for internal-use software and website
development during 2011, 2010, and 2009. Stock-based compensation capitalized for internal-use software and
website development costs does not affect cash flows. In 2011, 2010, and 2009, we made cash payments, net of
acquired cash, related to acquisition and investment activity of $705 million, $352 million, and $40 million.

Cash provided by (used in) financing activities was $(482) million, $181 million, and $(280) million in
2011, 2010, and 2009. Cash outflows from financing activities result from payments on obligations related to
capital leases and leases accounted for as financing arrangements, repurchases of common stock, and repayments
of long-term debt. Payments on obligations related to capital leases and leases accounted for as financing
arrangements and repayments of long-term debt, were $444 million, $221 million, and $472 million in 2011,
2010, and 2009. We repurchased 1.5 million shares of common stock for $277 million in 2011 under the $2
billion repurchase program authorized by our Board of Directors in January 2010. Cash inflows from financing
activities primarily result from proceeds from long term-debt and proceeds from tax benefits relating to excess
stock-based compensation deductions. Proceeds from long-term debt and other were $177 million, $143 million,
and $87 million in 2011, 2010, and 2009. Tax benefits relating to excess stock-based compensation deductions
are presented as financing cash flows. Cash inflows from tax benefits related to stock-based compensation
deductions were $62 million, $259 million, and $105 million in 2011, 2010, and 2009.

In 2011, 2010, and 2009 we recorded net tax provisions of $291 million, $352 million, and $253 million. A
majority of this provision is non-cash. We have tax benefits relating to excess stock-based compensation
deductions that are being utilized to reduce our U.S. taxable income. Except as required under U.S. tax law, we
do not provide for U.S. taxes on our undistributed earnings of foreign subsidiaries that have not been previously
taxed since we intend to invest such undistributed earnings indefinitely outside of the U.S. At December 31,
2011, amounts held by foreign subsidiaries were $3.6 billion, which include undistributed earnings of foreign
subsidiaries indefinitely invested outside of the U.S. of $2.0 billion. If these funds are needed for our operations
in the U.S., we would be required to accrue and pay U.S. taxes to repatriate them. Cash taxes paid (net of
refunds) were $33 million, $75 million, and $48 million for 2011, 2010, and 2009. As of December 31, 2011, our
federal net operating loss carryforward was approximately $384 million. We also have approximately $273
million of federal tax credits potentially available to offset future tax liabilities. Once we utilize our federal net
operating losses and tax credits, we expect cash paid for taxes to significantly increase. We endeavor to optimize
our global taxes on a cash basis, rather than on a financial reporting basis.

See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 7—Commitments and
Contingencies” for additional discussion of our principal contractual commitments, as well as our pledged
securities. Purchase obligations and open purchase orders, consisting of inventory and significant non-inventory
commitments, were $3 billion at December 31, 2011. Purchase obligations and open purchase orders are
generally cancelable in full or in part through the contractual provisions.

On average, our high inventory turnover means we collect from our customers before our payments to
suppliers come due. Inventory turnover was 10, 11, and 12 for 2011, 2010, and 2009. We expect variability in
inventory turnover over time as it is affected by several factors, including category expansion and changes in our
product mix, the mix of sales by us and by other sellers, our continuing focus on in-stock inventory availability,
our investment in new geographies and product lines, and the extent to which we choose to utilize outsource
fulfillment providers.

We believe that current cash, cash equivalents, and marketable securities balances will be sufficient to meet
our anticipated operating cash needs for at least the next 12 months. However, any projections of future cash
needs and cash flows are subject to substantial uncertainty. See Item 1A of Part I, “Risk Factors.” We continually
evaluate opportunities to sell additional equity or debt securities, obtain credit facilities, repurchase common
stock, pay dividends, or repurchase, refinance, or otherwise restructure our debt for strategic reasons or to further
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strengthen our financial position. The sale of additional equity or convertible debt securities would likely be
dilutive to our shareholders. In addition, we will, from time to time, consider the acquisition of, or investment in,
complementary businesses, products, services, and technologies, which might affect our liquidity requirements or
cause us to issue additional equity or debt securities. There can be no assurance that additional lines-of-credit or
financing instruments will be available in amounts or on terms acceptable to us, if at all.

Results of Operations

We have organized our operations into two principal segments: North America and International. We
present our segment information along the same lines that our chief executive reviews our operating results in
assessing performance and allocating resources.

Net Sales

Net sales include product and services sales. Product sales represent revenue from the sale of products and
related shipping fees and digital content where we are the seller of record. Services sales represent third-party
seller fees earned (including commissions) and related shipping fees, digital content subscriptions, and non-retail
activities. Net sales information is as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

Net Sales:
North America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $26,705 $18,707 $12,828
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,372 15,497 11,681

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,077 $34,204 $24,509

Year-over-year Percentage Growth:
North America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43% 46% 25%
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 33 31

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 40 28

Year-over-year Percentage Growth, excluding effect of exchange rates:
North America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43% 46% 26%
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 34 33

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 40 29

Net Sales Mix:
North America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56% 55% 52%
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44 45 48

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100% 100% 100%

Sales increased 41%, 40%, and 28% in 2011, 2010, and 2009. Changes in currency exchange rates
positively (negatively) affected net sales by $1.1 billion, $(86) million, and $(182) million for 2011, 2010, and
2009. For a discussion of the effect on sales growth of exchange rates, see “Effect of Exchange Rates” below.

The North America sales growth rate was 43%, 46%, and 25% in 2011, 2010, and 2009. The sales growth in
each year primarily reflects increased unit sales. Increased unit sales were driven largely by our continued efforts
to reduce prices for our customers, including from our shipping offers, by a larger base of sales in faster growing
categories such as electronics and other general merchandise, by increased in-stock inventory availability, and by
increased selection of product offerings. Additionally, North America sales growth reflects increased AWS
activity.
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The International sales growth rate was 38%, 33%, and 31% in 2011, 2010, and 2009. The sales growth in
each year primarily reflects increased unit sales. Increased unit sales were driven largely by our continued efforts
to reduce prices for our customers, including from our shipping offers, by a larger base of sales in faster growing
categories such as electronics and other general merchandise, by increased in-stock inventory availability, and by
increased selection of product offerings. Additionally, changes in currency exchange rates positively (negatively)
affected International net sales by $1.1 billion, $(107) million, and $(174) million in 2011, 2010, and 2009. We
expect that, over time, our International segment will represent 50% or more of our consolidated net sales.

Supplemental Information

Supplemental information about shipping results is as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

Shipping Activity:
Shipping revenue (1)(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,552 $ 1,193 $ 924
Outbound shipping costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,989) (2,579) (1,773)

Net shipping cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(2,437) $(1,386) $ (849)

Year-over-year Percentage Growth:
Shipping revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30% 29% 11%
Outbound shipping costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55 45 21

Net shipping cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76 63 35

Percent of Net Sales:
Shipping revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.2% 3.5% 3.8%
Outbound shipping costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8.3) (7.5) (7.2)

Net shipping cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5.1)% (4.0)% (3.4)%

(1) Excludes amounts earned on shipping activities by third-party sellers where we do not provide the
fulfillment service.

(2) Includes a portion of amounts earned from Amazon Prime memberships.

We expect our net cost of shipping to continue to increase to the extent our customers accept and use our
shipping offers at an increasing rate; to the extent our product mix shifts to the electronics and other general
merchandise category; to the extent we reduce shipping rates; to the extent we use more expensive shipping
methods; and to the extent we offer additional services. We seek to mitigate costs of shipping over time in part
through achieving higher sales volumes, negotiating better terms with our suppliers, and achieving better
operating efficiencies. We believe that offering low prices to our customers is fundamental to our future success,
and one way we offer lower prices is through shipping offers.
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Net sales by similar products and services were as follows:
Year Ended December 31,

2011 2010 2009

(in millions)
Net Sales:

North America
Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,959 $ 6,881 $ 5,964
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,315 10,998 6,314
Other (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,431 828 550

Total North America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $26,705 $18,707 $12,828

International
Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,820 $ 8,007 $ 6,810
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,397 7,365 4,768
Other (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 155 125 103

Total International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $21,372 $15,497 $11,681

Consolidated
Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $17,779 $14,888 $12,774
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28,712 18,363 11,082
Other (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,586 953 653

Total consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,077 $34,204 $24,509

Year-over-year Percentage Growth:
North America

Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16% 15% 11%
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57 74 43
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 50 23

Total North America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43 46 25
International

Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23% 18% 19%
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55 54 53
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 22 9

Total International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 33 31
Consolidated

Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19% 17% 15%
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 66 47
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66 46 20

Total consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 40 28
Year-over-year Percentage Growth:

Excluding the effect of exchange rates
International

Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16% 18% 20%
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47 57 56
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 24 19

Total International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 34 33
Consolidated

Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16% 16% 16%
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53 67 48
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66 46 22

Total consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 40 29
Consolidated Net Sales Mix:

Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37% 43% 52%
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60 54 45
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 3 3

Total consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100% 100% 100%

(1) Includes non-retail activities, such as AWS, miscellaneous marketing and promotional activities, other seller
sites, and our co-branded credit card agreements.
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Operating Expenses

Information about operating expenses with and without stock-based compensation is as follows (in millions):

Year Ended December 31, 2011 Year Ended December 31, 2010 Year Ended December 31, 2009

As
Reported

Stock-Based
Compensation Net

As
Reported

Stock-Based
Compensation Net

As
Reported

Stock-Based
Compensation Net

Operating Expenses:
Cost of sales . . . . . . $37,288 $ — $37,288 $26,561 $ — $26,561 $18,978 $ — $18,978
Fulfillment . . . . . . . 4,576 (133) 4,443 2,898 (90) 2,808 2,052 (79) 1,973
Marketing . . . . . . . . 1,630 (39) 1,591 1,029 (27) 1,002 680 (20) 660
Technology and

content . . . . . . . . . 2,909 (292) 2,617 1,734 (223) 1,511 1,240 (182) 1,058
General and

administrative . . . 658 (93) 565 470 (84) 386 328 (60) 268
Other operating

expense (income),
net . . . . . . . . . . . . 154 — 154 106 — 106 102 — 102

Total operating
expenses . . . $47,215 $(557) $46,658 $32,798 $(424) $32,374 $23,380 $(341) $23,039

Year-over-year
Percentage Growth:

Fulfillment . . . . . . . 58% 58% 41% 42% 24% 24%
Marketing . . . . . . . . 58 59 51 52 41 41
Technology and

content . . . . . . . . . 68 73 40 43 20 20
General and

administrative . . . 40 46 44 45 17 17
Percent of Net Sales:

Fulfillment . . . . . . . 9.5% 9.2% 8.5% 8.2% 8.4% 8.1%
Marketing . . . . . . . . 3.4 3.3 3.0 2.9 2.8 2.7
Technology and

content . . . . . . . . . 6.1 5.4 5.1 4.4 5.1 4.3
General and

administrative . . . 1.4 1.2 1.4 1.1 1.3 1.1

Operating expenses without stock-based compensation are non-GAAP financial measures. See “Non-GAAP
Financial Measures” and Item 8 of Part I, “Financial Statements and Supplementary Data—Note 1—Description
of Business and Accounting Policies—Stock-Based Compensation.”

Cost of Sales

Cost of sales consists of the purchase price of consumer products and digital content where we are the seller of
record, inbound and outbound shipping charges, and packaging supplies. Shipping charges to receive products from
our suppliers are included in our inventory, and recognized as cost of sales upon sale of products to our customers.

The increase in cost of sales in absolute dollars in 2011, 2010, and 2009 compared to the comparable prior
year periods is primarily due to increased product, digital content, including Prime Instant Video, and shipping
costs resulting from increased sales.

Consolidated gross profit and gross margin for each of the periods presented were as follows:

Year Ended December 31,

2011 2010 2009

Gross profit (in millions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10,789 $7,643 $5,531
Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22.4% 22.3% 22.6%

Gross margin for 2011 remained relatively consistent with the prior year periods. We believe that income
from operations is a more meaningful measure than gross profit and gross margin due to the diversity of our
product categories and services.

27



Fulfillment

Fulfillment costs as a percentage of net sales may vary due to several factors, such as payment processing
and related transaction costs, our level of productivity and accuracy, changes in volume, size, and weight of units
received and fulfilled, timing of fulfillment capacity expansion, the extent we utilize fulfillment services
provided by third parties, mix of products and services sold, and our ability to affect customer service contacts
per unit by implementing improvements in our operations and enhancements to our customer self-service
features. Additionally, because payment processing costs associated with seller transactions are based on the
gross purchase price of underlying transactions, and payment processing and related transaction costs are higher
as a percentage of sales versus our retail sales, sales by our sellers have higher fulfillment costs as a percent of
net sales.

The increase in fulfillment costs in absolute dollars in 2011, 2010, and 2009, compared to the comparable
prior year periods, is primarily due to variable costs corresponding with physical and digital product and services
sales volume, inventory levels, and sales mix; costs from expanding fulfillment capacity; and payment processing
and related transaction costs.

We seek to expand our fulfillment capacity to accommodate greater selection and in-stock inventory levels
and meet anticipated shipment volumes from sales of our own products as well as sales by third parties for which
we provide the fulfillment services. We evaluate our facility requirements as necessary.

Marketing

We direct customers to our websites primarily through a number of targeted online marketing channels,
such as our Associates program, sponsored search, portal advertising, email marketing campaigns, and other
initiatives. Our marketing expenses are largely variable, based on growth in sales and changes in rates. To the
extent there is increased or decreased competition for these traffic sources, or to the extent our mix of these
channels shifts, we would expect to see a corresponding change in our marketing expense.

The increase in marketing costs in absolute dollars in 2011, 2010, and 2009, compared to the comparable
prior year periods, is primarily due to increased spending on online marketing channels, such as sponsored search
programs and our Associates program, payroll and related expenses, and in 2011 and 2010 television and print
advertising.

While costs associated with Amazon Prime memberships and other shipping offers are not included in
marketing expense, we view these offers as effective worldwide marketing tools, and intend to continue offering
them indefinitely.

Technology and Content

We seek to efficiently invest in several areas of technology and content including seller platforms, digital
initiatives, AWS and expansion of new and existing product categories and offerings, as well as technology
infrastructure so we may continue to enhance the customer experience and improve our process efficiency. The
increase in technology and content costs in absolute dollars in 2011, 2010, and 2009 compared to the comparable
prior year periods is primarily due to increased spending on technology infrastructure and increases in payroll
and related expenses. Spending in technology and content significantly increased in 2011, and we expect this
trend to continue over time as we invest in these areas by adding technology infrastructure and increasing payroll
and related expenses. See “Overview” for a discussion of how management views advances in technology and
the importance of innovation.

For 2011, 2010, and 2009, we capitalized $307 million (including $51 million of stock-based compensation),
$213 million (including $38 million of stock-based compensation), and $187 million (including $35 million of
stock-based compensation) of costs associated with internal-use software and website development. Amortization of
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previously capitalized amounts was $236 million, $184 million, and $172 million for 2011, 2010, and 2009. A
majority of our technology costs are incurred in the U.S., most of which are allocated to our North America
segment. Infrastructure and other technology costs used to support AWS are included in technology and content.

General and Administrative

The increase in general and administrative costs in absolute dollars in 2011, 2010, and 2009 compared to the
comparable prior year periods is primarily due to increases in payroll and related expenses and professional
service fees.

Stock-Based Compensation

Stock-based compensation was $557 million, $424 million, and $341 million during 2011, 2010, and 2009.
The increase in 2011, 2010, and 2009 compared to the comparable prior year periods is primarily due to an
increase in total stock-based compensation value granted to our employees and to a decrease in our estimated
forfeiture rate.

Other Operating Expense (Income), Net

Other operating expense (income), net was $154 million, $106 million, and $102 million during 2011, 2010,
and 2009. In 2011, 2010, and 2009, the amounts primarily related to amortization of intangible assets and
additionally, in 2009, a $51 million legal settlement.

Income from Operations

For the reasons discussed above, income from operations decreased 39% in 2011 and increased 25% and
34% in 2010 and 2009.

Interest Income and Expense

Our interest income was $61 million, $51 million, and $37 million during 2011, 2010, and 2009. We
generally invest our excess cash in investment grade short- to intermediate-term fixed income securities and
AAA-rated money market funds. Our interest income corresponds with the average balance of invested funds and
the prevailing rates we are earning on them, which vary depending on the geographies and currencies in which
they are invested.

The primary component of our interest expense is related to our capital and financing leases and our long-
term debt. Interest expense was $65 million, $39 million, and $34 million in 2011, 2010, and 2009.

Our long-term liabilities were $2.6 billion and $1.6 billion at December 31, 2011 and 2010. See Item 8 of
Part II, “Financial Statements and Supplementary Data—Note 6—Long-Term Liabilities.”

Other Income (Expense), Net

Other income (expense), net was $76 million, $79 million, and $29 million during 2011, 2010, and 2009.
The primary component of other income (expense), net, is related to foreign-currency gains on intercompany
balances.

Income Taxes

We recorded a provision for income taxes of $291 million, $352 million, and $253 million in 2011, 2010, and
2009. The effective tax rate in 2011, 2010, and 2009 was lower than the 35% U.S. federal statutory rate primarily
due to earnings of our subsidiaries outside of the U.S. in jurisdictions where our effective tax rate is lower than in
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the U.S. Earnings of our subsidiaries outside of the U.S. primarily relate to our European operations, which are
headquartered in Luxembourg. The favorable effective tax rate impact of earnings in lower tax rate jurisdictions is
offset by other items, principally losses incurred in jurisdictions for which we may not able to realize a related tax
benefit. Depending upon the jurisdictional mix and amount of our income in 2012, the losses for which we may not
receive a tax benefit in 2012 could result in an effective tax rate that is higher than the 35% U.S. federal statutory
rate.

Our effective tax rate is subject to significant variation due to several factors, including variability in
accurately predicting our taxable income, the taxable jurisdictions to which it relates, business acquisitions and
investments, foreign exchange rates, and expenses or losses for which tax benefits are not recognized. We have
tax benefits relating to excess stock-based compensation deductions that are being utilized to reduce our U.S.
taxable income. As of December 31, 2011, our federal net operating loss carryforward was approximately $384
million. We also have approximately $273 million of federal tax credits potentially available to offset future tax
liabilities. Once we utilize our federal net operating losses and tax credits, we expect cash paid for taxes to
significantly increase. As a result of U.S. legislation enacted in December 2010, we accelerated our depreciation
deductions for qualifying property acquired in 2010 and 2011.

Equity–Method Investment Activity, Net of Tax

Equity–method investment gains (losses), net of tax, were $(12) million, $7 million, and $(6) million in
2011, 2010, and 2009. The increase in equity-method investment activity in 2011 compared to 2010 is primarily
due to $175 million of equity-method losses, partially offset by gains of $163 million as a result of reductions in
our equity ownership, through dilution, and a recovery on the sale of an equity position. The increase in equity-
method investment activity in 2010 compared to 2009 is primarily due to the recognition of a non-cash gain on a
previously held equity position in a company that was acquired in 2010.

Effect of Exchange Rates

The effect on our consolidated statements of operations from changes in exchange rates versus the
U.S. Dollar is as follows (in millions, except per share data):

Year Ended
December 31, 2011

Year Ended
December 31, 2010

Year Ended
December 31, 2009

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

Net sales . . . . . . . . . . . . . . . $46,985 $1,092 $48,077 $34,290 $(86) $34,204 $24,691 $(182) $24,509
Operating expenses . . . . . . . 46,176 1,039 47,215 32,856 (58) 32,798 23,522 (142) 23,380
Income from operations . . . 809 53 862 1,434 (28) 1,406 1,170 (41) 1,129

(1) Represents the outcome that would have resulted had exchange rates in the reported period been the same as
those in effect in the comparable prior year period for operating results.

(2) Represents the increase or decrease in reported amounts resulting from changes in exchange rates from
those in effect in the comparable prior year period for operating results.

Non-GAAP Financial Measures

Regulation G, Conditions for Use of Non-GAAP Financial Measures, and other SEC regulations define and
prescribe the conditions for use of certain non-GAAP financial information. Our measures of “Free cash flow,”
operating expenses with and without stock-based compensation, and the effect of exchange rates on our
consolidated statement of operations, meet the definition of non-GAAP financial measures.

Free cash flow is used in addition to and in conjunction with results presented in accordance with GAAP
and free cash flow should not be relied upon to the exclusion of GAAP financial measures.
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Free cash flow, which we reconcile to “Net cash provided by (used in) operating activities,” is cash flow
from operations reduced by “Purchases of fixed assets, including internal-use software and website
development.” We use free cash flow, and ratios based on it, to conduct and evaluate our business because,
although it is similar to cash flow from operations, we believe it typically will present a more conservative
measure of cash flows since purchases of fixed assets are a necessary component of ongoing operations.

Free cash flow has limitations due to the fact that it does not represent the residual cash flow available for
discretionary expenditures. For example, free cash flow does not incorporate the portion of payments
representing principal reductions of obligations related to capital leases and leases accounted for as financing
arrangements or cash payments for business acquisitions. Therefore, we believe it is important to view free cash
flow as a complement to our entire consolidated statements of cash flows.

The following is a reconciliation of free cash flow to the most comparable GAAP measure, “Net cash
provided by operating activities” for 2011, 2010, and 2009 (in millions):

Year Ended December 31,

2011 2010 2009

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,903 $ 3,495 $ 3,293
Purchases of fixed assets, including internal-use software and website

development . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,811) (979) (373)

Free cash flow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,092 $ 2,516 $ 2,920

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(1,930) $(3,360) $(2,337)

Net cash provided by (used in) financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . $ (482) $ 181 $ (280)

Operating expenses with and without stock-based compensation is provided to show the impact of stock-
based compensation, which is non-cash and excluded from our internal operating plans and measurement of
financial performance (although we consider the dilutive impact to our shareholders when awarding stock-based
compensation and value such awards accordingly). In addition, unlike other centrally-incurred operating costs,
stock-based compensation is not allocated to segment results and therefore excluding it from operating expense is
consistent with our segment presentation in our footnotes to the consolidated financial statements.

Operating expenses without stock-based compensation has limitations since it does not include all expenses
primarily related to our workforce. More specifically, if we did not pay out a portion of our compensation in the
form of stock-based compensation, our cash salary expense included in the “Fulfillment,” “Technology and
content,” “Marketing,” and “General and administrative” line items would be higher.

Information regarding the effect of exchange rates, versus the U.S. Dollar, on our consolidated statements of
operations is provided to show reported period operating results had the exchange rates remained the same as
those in effect in the comparable prior year period.

Guidance

We provided guidance on January 31, 2012 in our earnings release furnished on Form 8-K as set forth
below. These forward-looking statements reflect Amazon.com’s expectations as of January 31, 2012. Our results
are inherently unpredictable and may be materially affected by many factors, such as fluctuations in foreign
exchange rates, changes in global economic conditions and consumer spending, world events, the rate of growth
of the Internet and online commerce and the various factors detailed below.

First Quarter 2012 Guidance

• Net sales are expected to be between $12.0 billion and $13.4 billion, or to grow between 22% and 36%
compared with first quarter 2011.
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• Operating income (loss) is expected to be between $(200) million and $100 million, or between 162%
decline and 69% decline compared with first quarter 2011.

• This guidance includes approximately $200 million for stock-based compensation and amortization of
intangible assets, and it assumes, among other things, that no additional business acquisitions or
investments are concluded and that there are no further revisions to stock-based compensation estimates.

These projections are subject to substantial uncertainty. See Item 1A of Part I, “Risk Factors.”

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk for the effect of interest rate changes, foreign currency fluctuations, and
changes in the market values of our investments. Information relating to quantitative and qualitative disclosures
about market risk is set forth below and in Item 7 of Part II, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Liquidity and Capital Resources.”

Interest Rate Risk

Our exposure to market risk for changes in interest rates relates primarily to our investment portfolio. All of
our cash equivalent and marketable fixed income securities are designated as available-for-sale and, accordingly,
are presented at fair value on our consolidated balance sheets. We generally invest our excess cash in investment
grade short- to intermediate-term fixed income securities and AAA-rated money market funds. Fixed rate
securities may have their fair market value adversely affected due to a rise in interest rates, and we may suffer
losses in principal if forced to sell securities that have declined in market value due to changes in interest rates.

The following table provides information about our current and long-term cash equivalent and marketable
fixed income securities, including principal cash flows by expected maturity and the related weighted average
interest rates at December 31, 2011 (in millions, except percentages):

2012 2013 2014 2015 2016 Thereafter Total

Estimated
Fair Value at
December 31,

2011

Money market funds . . . . . . . . . . . . . . . . . . $3,651 $ — $ — $ — $— $— $3,651 $3,651
Weighted average interest rate . . . 0.06% — — — — — 0.06%

Corporate debt securities . . . . . . . . . . . . . . . 140 280 124 1 — — 545 563
Weighted average interest rate . . . 1.46% 1.88% 2.01% 1.66% — — 1.80%

U.S . Government and Agency
Securities . . . . . . . . . . . . . . . . . . . . . . . . . 1,390 963 179 31 — — 2,563 2,593

Weighted average interest rate . . . 0.12% 0.29% 0.63% 1.16% — — 0.23%
Asset backed securities . . . . . . . . . . . . . . . . 23 26 5 — — — 54 55

Weighted average interest rate . . . 1.16% 1.13% 1.77% — — — 1.21%
Foreign government and agency

securities . . . . . . . . . . . . . . . . . . . . . . . . . 782 279 450 81 — — 1,592 1,640
Weighted average interest rate . . . 0.17% 0.87% 0.91% 0.91% — — 0.54%

Other securities . . . . . . . . . . . . . . . . . . . . . . 11 6 4 — — — 21 22
Weighted average interest rate . . . 0.74% 0.75% 0.70% — — — 0.74%

$5,997 $1,554 $ 762 $ 113 $— $— $8,426

Cash equivalents and marketable fixed
-income securities . . . . . . . . . . . . . . $8,524
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Foreign Exchange Risk

During 2011, net sales from our International segment accounted for 44% of our consolidated revenues. Net
sales and related expenses generated from our international websites, as well as those relating to www.amazon.ca
(which is included in our North America segment), are denominated in the functional currencies of the
corresponding websites and primarily include Euros, British Pounds, and Japanese Yen. The functional currency
of our subsidiaries that either operate or support these websites is the same as the corresponding local currency.
The results of operations of, and certain of our intercompany balances associated with, our internationally-
focused websites are exposed to foreign exchange rate fluctuations. Upon consolidation, as exchange rates vary,
net sales and other operating results may differ materially from expectations, and we may record significant gains
or losses on the remeasurement of intercompany balances. For example, as a result of fluctuations in foreign
exchange rates during 2011, International segment revenues increased $1.1 billion in comparison with the prior
year.

We have foreign exchange risk related to foreign-denominated cash, cash equivalents, and marketable
securities (“foreign funds”). Based on the balance of foreign funds at December 31, 2011 of $4.1 billion, an
assumed 5%, 10%, and 20% negative currency movement would result in fair value declines of $205 million,
$405 million, and $815 million. All investments are classified as “available-for-sale.” Fluctuations in fair value
are recorded in “Accumulated other comprehensive income (loss),” a separate component of stockholders’
equity.

We have foreign exchange risk related to our intercompany balances denominated in various foreign
currencies. Based on the intercompany balances at December 31, 2011, an assumed 5%, 10%, and 20% adverse
change to foreign exchange would result in losses of $55 million, $110 million, and $220 million, recorded to
“Other income (expense), net.”

See Item 7 of Part II, “Effect of Exchange Rates,” for additional information on the effect on reported
results of changes in exchange rates.

Investment Risk

As of December 31, 2011, our recorded basis in equity investments was $266 million. These investments
primarily relate to equity-method investments in private companies. We review our investments for impairment
when events and circumstances indicate that the decline in fair value of such assets below the carrying value is
other-than-temporary. Our analysis includes review of recent operating results and trends, recent sales/
acquisitions of the investee securities, and other publicly available data. The current global economic climate
provides additional uncertainty. Valuations of private companies are inherently more difficult due to the lack of
readily available market data. As such, we believe that market sensitivities are not practicable.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Amazon.com, Inc.

We have audited the accompanying consolidated balance sheets of Amazon.com, Inc. as of December 31,
2011 and 2010, and the related consolidated statements of operations, stockholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2011. Our audits also included the financial statement
schedule listed in the Index at Item 15(a)(2). These financial statements and schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements and schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Amazon.com, Inc. at December 31, 2011 and 2010, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 2011, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly
in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Amazon.com, Inc.’s internal control over financial reporting as of December 31, 2011, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated January 31, 2012 expressed an unqualified
opinion thereon.

/s/ Ernst & Young LLP

Seattle, Washington
January 31, 2012
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

Year Ended December 31,

2011 2010 2009

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD . . . . . . . . . . . . . $ 3,777 $ 3,444 $ 2,769

OPERATING ACTIVITIES:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 631 1,152 902
Adjustments to reconcile net income to net cash from operating activities:

Depreciation of fixed assets, including internal-use software and website
development, and other amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,083 568 378

Stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 557 424 341
Other operating expense (income), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 154 106 103
Losses (gains) on sales of marketable securities, net . . . . . . . . . . . . . . . . . . . . . (4) (2) (4)
Other expense (income), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (56) (79) (15)
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 136 4 81
Excess tax benefits from stock-based compensation . . . . . . . . . . . . . . . . . . . . . (62) (259) (105)

Changes in operating assets and liabilities:
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,777) (1,019) (531)
Accounts receivable, net and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (866) (295) (481)
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,997 2,373 1,859
Accrued expenses and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,067 740 300
Additions to unearned revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,064 687 1,054
Amortization of previously unearned revenue . . . . . . . . . . . . . . . . . . . . . . . . . . (1,021) (905) (589)

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . 3,903 3,495 3,293

INVESTING ACTIVITIES:
Purchases of fixed assets, including internal-use software and website

development . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,811) (979) (373)
Acquisitions, net of cash acquired, and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (705) (352) (40)
Sales and maturities of marketable securities and other investments . . . . . . . . . . . . 6,843 4,250 1,966
Purchases of marketable securities and other investments . . . . . . . . . . . . . . . . . . . . (6,257) (6,279) (3,890)

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,930) (3,360) (2,337)

FINANCING ACTIVITIES:
Excess tax benefits from stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . 62 259 105
Common stock repurchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (277) — —
Proceeds from long-term debt and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 177 143 87
Repayments of long-term debt, capital lease, and finance lease obligations . . . . . . . (444) (221) (472)

Net cash provided by (used in) financing activities . . . . . . . . . . . . . . . . . . (482) 181 (280)
Foreign-currency effect on cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . 1 17 (1)

Net increase in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,492 333 675

CASH AND CASH EQUIVALENTS, END OF PERIOD . . . . . . . . . . . . . . . . . . . . $ 5,269 $ 3,777 $ 3,444

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest on long term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 14 $ 11 $ 32
Cash paid for income taxes (net of refunds) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 75 48
Fixed assets acquired under capital leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 753 405 147
Fixed assets acquired under build-to-suit leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . 259 172 188

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share data)

Year Ended December 31,

2011 2010 2009

Net product sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $42,000 $30,792 $22,273
Net services sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,077 3,412 2,236

Total net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,077 34,204 24,509

Operating expenses (1):
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,288 26,561 18,978
Fulfillment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,576 2,898 2,052
Marketing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,630 1,029 680
Technology and content . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,909 1,734 1,240
General and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 658 470 328
Other operating expense (income), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 154 106 102

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47,215 32,798 23,380

Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 862 1,406 1,129
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61 51 37
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (65) (39) (34)
Other income (expense), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76 79 29

Total non-operating income (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72 91 32

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 934 1,497 1,161
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (291) (352) (253)
Equity-method investment activity, net of tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) 7 (6)

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 631 $ 1,152 $ 902

Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1.39 $ 2.58 $ 2.08

Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1.37 $ 2.53 $ 2.04

Weighted average shares used in computation of earnings per share:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 453 447 433

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 461 456 442

(1) Includes stock-based compensation as follows:

Fulfillment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 133 $ 90 $ 79
Marketing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39 27 20
Technology and content . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 292 223 182
General and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93 84 60

See accompanying notes to consolidated financial statements.

37



AMAZON.COM, INC.

CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

December 31,

2011 2010

A S S E T S

Current assets:
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,269 $ 3,777
Marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,307 4,985
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,992 3,202
Accounts receivable, net and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,571 1,587
Deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 351 196

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,490 13,747
Fixed assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,417 2,414
Deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 22
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,955 1,349
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,388 1,265

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $25,278 $18,797

L I A B I L I T I E S A N D S T O C K H O L D E R S’ E Q U I T Y

Current liabilities:
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $11,145 $ 8,051
Accrued expenses and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,751 2,321

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,896 10,372
Long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,625 1,561
Commitments and contingencies
Stockholders’ equity:

Preferred stock, $0.01 par value:
Authorized shares — 500
Issued and outstanding shares — none . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 0

Common stock, $0.01 par value:
Authorized shares — 5,000
Issued shares — 473 and 468
Outstanding shares — 455 and 451 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 5

Treasury stock, at cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (877) (600)
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,990 6,325
Accumulated other comprehensive loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (316) (190)
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,955 1,324

Total stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,757 6,864

Total liabilities and stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . $25,278 $18,797

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in millions)

Common Stock Treasury
Stock

Additional
Paid-In
Capital

Accumulated
Other

Comprehensive
Income (Loss)

Retained
Earnings

(Accumulated
Deficit)

Total
Stockholders’

EquityShares Amount

Balance at December 31, 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 428 $ 4 $(600) $4,121 $(123) $ (730) $2,672
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — — 902 902
Foreign currency translation gains, net of tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — 62 — 62
Change in unrealized gains on available-for-sale securities, net of tax . . . . . . . . . . — — — — 4 — 4
Amortization of unrealized loss on terminated Euro Currency Swap, net of tax . . — — — — 1 — 1

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 969

Exercise of common stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 — — 19 — — 19
Issuance of common stock for acquisition activity . . . . . . . . . . . . . . . . . . . . . . . . . 9 1 — 1,144 — — 1,145
Excess tax benefits from stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . — — — 103 — — 103
Stock-based compensation and issuance of employee benefit plan stock . . . . . . . . — — — 349 — — 349

Balance at December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 444 5 (600) 5,736 (56) 172 5,257
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — — 1,152 1,152
Foreign currency translation gains, net of tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — (137) — (137)
Change in unrealized gains on available-for-sale securities, net of tax . . . . . . . . . . — — — — 3 — 3

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,018

Exercise of common stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 — — 16 — — 16
Excess tax benefits from stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . — — — 145 — — 145
Stock-based compensation and issuance of employee benefit plan stock . . . . . . . . — — — 428 — — 428

Balance at December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 451 5 (600) 6,325 (190) 1,324 6,864
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — — 631 631
Foreign currency translation gains, net of tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — (123) — (123)
Change in unrealized gains on available-for-sale securities, net of tax . . . . . . . . . . — — — — (3) — (3)

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505

Exercise of common stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 — — 7 — — 7
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) — (277) — — — (277)
Excess tax benefits from stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . — — — 62 — — 62
Stock-based compensation and issuance of employee benefit plan stock . . . . . . . . — — — 569 — — 569
Issuance of common stock for acquisition activity . . . . . . . . . . . . . . . . . . . . . . . . . — — — 27 — — 27

Balance at December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 455 $ 5 $(877) $6,990 $(316) $1,955 $7,757

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—DESCRIPTION OF BUSINESS AND ACCOUNTING POLICIES

Description of Business

Amazon.com opened its virtual doors on the World Wide Web in July 1995 and offers Earth’s Biggest
Selection. We seek to be Earth’s most customer-centric company for four primary customer sets: consumers,
sellers, enterprises, and content creators. We serve consumers through our retail websites and focus on selection,
price, and convenience. We also manufacture and sell Kindle devices. We offer programs that enable sellers to
sell their products on our websites and their own branded websites and to fulfill orders through us. We serve
developers and enterprises of all sizes through AWS, which provides access to technology infrastructure that
enables virtually any type of business. In addition, we generate revenue through other marketing and promotional
services, such as online advertising, and co-branded credit card agreements.

We have organized our operations into two principal segments: North America and International. See
“Note 11—Segment Information.”

Prior Period Reclassifications

Certain prior period amounts have been reclassified to conform to the current period presentation. Services
sales is presented separately, because it is now more than 10% of total net sales.

Principles of Consolidation

The consolidated financial statements include the accounts of Amazon.com, Inc., its wholly-owned
subsidiaries, and those entities in which we have a variable interest and are the primary beneficiary.
Intercompany balances and transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires estimates and assumptions that
affect the reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent
liabilities in the consolidated financial statements and accompanying notes. Estimates are used for, but not
limited to, determining the selling price of products and services in multiple element revenue arrangements and
determining the lives of these elements, incentive discount offers, sales returns, vendor funding, stock-based
compensation, income taxes, valuation of investments and inventory, collectability of receivables, valuation of
acquired intangibles and goodwill, depreciable lives of fixed assets , and internally-developed software, and
contingencies. Actual results could differ materially from those estimates.

Earnings per Share

Basic earnings per share is calculated using our weighted-average outstanding common shares. Diluted
earnings per share is calculated using our weighted-average outstanding common shares including the dilutive
effect of stock awards as determined under the treasury stock method.

The following table shows the calculation of diluted shares (in millions):

Year Ended December 31,

2011 2010 2009

Shares used in computation of basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . 453 447 433
Total dilutive effect of outstanding stock awards (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 9 9

Shares used in computation of diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . 461 456 442

(1) Calculated using the treasury stock method, which assumes proceeds are used to reduce the dilutive effect of
outstanding stock awards. Assumed proceeds include the unrecognized deferred compensation of stock
awards, and assumed tax proceeds from excess stock-based compensation deductions.
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Cash and Cash Equivalents

We classify all highly liquid instruments with an original maturity of three months or less at the time of
purchase as cash equivalents.

Inventories

Inventories, consisting of products available for sale, are primarily accounted for using the FIFO method,
and are valued at the lower of cost or market value. This valuation requires us to make judgments, based on
currently-available information, about the likely method of disposition, such as through sales to individual
customers, returns to product vendors, or liquidations, and expected recoverable values of each disposition
category.

We provide fulfillment-related services in connection with certain of our sellers’ programs. Third-party
sellers maintain ownership of their inventory, regardless of whether fulfillment is provided by us or the third-
party sellers, and therefore these products are not included in our inventories.

Accounts Receivable, Net, and Other

Included in “Accounts receivable, net, and other” on our consolidated balance sheets are amounts primarily
related to vendor and customer receivables. At December 31, 2011 and 2010, vendor receivables, net, were $934
million and $763 million, and customer receivables, net, were $1.2 billion and $561 million.

Allowance for Doubtful Accounts

We estimate losses on receivables based on known troubled accounts and historical experience of losses
incurred. The allowance for doubtful accounts was $82 million and $77 million at December 31, 2011 and 2010.

Internal-use Software and Website Development

Costs incurred to develop software for internal use and our websites are capitalized and amortized over the
estimated useful life of the software. Costs related to design or maintenance of internal-use software and website
development are expensed as incurred. For the years ended 2011, 2010, and 2009, we capitalized $307 million
(including $51 million of stock-based compensation), $213 million (including $38 million of stock-based
compensation), and $187 million (including $35 million of stock-based compensation) of costs associated with
internal-use software and website development. Amortization of previously capitalized amounts was $236
million, $184 million, and $172 million for 2011, 2010, and 2009.

Depreciation of Fixed Assets

Fixed assets include assets such as furniture and fixtures, heavy equipment, servers and networking
equipment, internal-use software and website development. Depreciation is recorded on a straight-line basis over
the estimated useful lives of the assets (generally two years for assets such as internal-use software, three years
for our servers and networking equipment, five years for furniture and fixtures, and ten years for heavy
equipment). Depreciation expense is classified within the corresponding operating expense categories on our
consolidated statements of operations.

Leases and Asset Retirement Obligations

We categorize leases at their inception as either operating or capital leases. On certain of our lease
agreements, we may receive rent holidays and other incentives. We recognize lease costs on a straight-line basis
without regard to deferred payment terms, such as rent holidays that defer the commencement date of required
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payments. Additionally, incentives we receive are treated as a reduction of our costs over the term of the
agreement. Leasehold improvements are capitalized at cost and amortized over the lesser of their expected useful
life or the non-cancellable term of the lease.

We establish assets and liabilities for the estimated construction costs incurred under build-to-suit lease
arrangements to the extent we are involved in the construction of structural improvements or take construction
risk prior to commencement of a lease. Upon occupancy of facilities under build-to-suit leases, we assess
whether these arrangements qualify for sales recognition under the sale-leaseback accounting guidance. If we
continue to be the deemed owner, the facilities are accounted for as financing leases.

We establish assets and liabilities for the present value of estimated future costs to retire long-lived assets at
the termination or expiration of a lease. Such assets are depreciated over the lease period into operating expense,
and the recorded liabilities are accreted to the future value of the estimated retirement costs.

Goodwill

We evaluate goodwill for impairment annually or more frequently when an event occurs or circumstances
change that indicate that the carrying value may not be recoverable. We test goodwill for impairment by first
comparing the book value of net assets to the fair value of the reporting units. If the fair value is determined to be
less than the book value or qualitative factors indicate that it is more likely than not that goodwill is impaired, a
second step is performed to compute the amount of impairment as the difference between the estimated fair value
of goodwill and the carrying value. We estimate the fair value of the reporting units using discounted cash flows.
Forecasts of future cash flows are based on our best estimate of future net sales and operating expenses, based
primarily on expected category expansion, pricing, market segment share and general economic conditions.

We conduct our annual impairment test as of October 1 of each year, and have determined there to be no
impairment for any of the periods presented. There were no triggering events identified from the date of our
assessment through December 31, 2011 that would require an update to our annual impairment test. See
“Note 4—Acquisitions, Goodwill, and Acquired Intangible Assets.”

Other Assets

Included in “Other assets” on our consolidated balance sheets are amounts primarily related to marketable
securities restricted for longer than one year, the majority of which are attributable to collateralization of bank
guarantees and debt related to our international operations; acquired intangible assets, net of amortization;
deferred costs; certain equity investments; and intellectual property rights, net of amortization.

Investments

We generally invest our excess cash in investment grade short-to intermediate-term fixed income securities
and AAA-rated money market funds. Such investments are included in “Cash and cash equivalents,” or
“Marketable securities” on the accompanying consolidated balance sheets, classified as available-for-sale, and
reported at fair value with unrealized gains and losses included in “Accumulated other comprehensive income
(loss).”

Equity investments, including our 31% investment in LivingSocial, are accounted for using the equity
method of accounting if the investment gives us the ability to exercise significant influence, but not control, over
an investee. The total of these investments in equity-method investees, including identifiable intangible assets,
deferred tax liabilities and goodwill, is classified on our consolidated balance sheets as “Other assets.” Our share
of the investees’ earnings or losses as reported by equity method investees, amortization of the related intangible
assets, and related gains or losses, if any, are classified as “Equity-method investment activity, net of tax” on our
consolidated statements of operations. Our share of the net income or loss of our equity method investees
includes operating and non-operating gains and charges, which can have a significant impact on our reported
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equity-method investment activity and the carrying value of those investments. We regularly evaluate these
investments, which are not carried at fair value, for other-than-temporary impairment. We also consider whether
our equity method investments generate sufficient cash flows from their operating or financing activities to meet
their obligations and repay their liabilities when they come due.

We record purchases, including incremental purchases, of shares in equity-method investees at cost.
Reductions in our ownership percentage of an investee, including through dilution, are generally valued at fair
value, with the difference between fair value and our recorded cost reflected as a gain or loss in our equity-
method investment activity. In the event we no longer have the ability to exercise significant influence over an
equity-method investee, we would discontinue accounting for the investment under the equity method.

Equity investments without readily determinable fair values for which we do not have the ability to exercise
significant influence are accounted for using the cost method of accounting and classified as “Other assets” on
our consolidated balance sheets. Under the cost method, investments are carried at cost and are adjusted only for
other-than-temporary declines in fair value, certain distributions, and additional investments.

Equity investments that have readily determinable fair values are classified as available-for-sale and are
included in “Marketable securities” in our consolidated balance sheet and are recorded at fair value with
unrealized gains and losses, net of tax, included in “Accumulated other comprehensive loss.”

We periodically evaluate whether declines in fair values of our investments below their book value are
other-than-temporary. This evaluation consists of several qualitative and quantitative factors regarding the
severity and duration of the unrealized loss as well as our ability and intent to hold the investment until a
forecasted recovery occurs. Additionally, we assess whether we have plans to sell the security or it is more likely
than not we will be required to sell any investment before recovery of its amortized cost basis. Factors considered
include quoted market prices; recent financial results and operating trends; implied values from any recent
transactions or offers of investee securities; credit quality of debt instrument issuers; other publicly available
information that may affect the value of our investments; duration and severity of the decline in value; and our
strategy and intentions for holding the investment.

Long-Lived Assets

Long-lived assets, other than goodwill, are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of the assets might not be recoverable. Conditions that would
necessitate an impairment assessment include a significant decline in the observable market value of an asset, a
significant change in the extent or manner in which an asset is used, or any other significant adverse change that
would indicate that the carrying amount of an asset or group of assets may not be recoverable.

For long-lived assets used in operations, impairment losses are only recorded if the asset’s carrying amount
is not recoverable through its undiscounted, probability-weighted future cash flows. We measure the impairment
loss based on the difference between the carrying amount and estimated fair value. Long-lived assets are
considered held for sale when certain criteria are met, including when management has committed to a plan to
sell the asset, the asset is available for sale in its immediate condition, and the sale is probable within one year of
the reporting date. Assets held for sale are reported at the lower of cost or fair value less costs to sell. Assets held
for sale were not significant at December 31, 2011 or 2010.

Accrued Expenses and Other

Included in “Accrued expenses and other” at December 31, 2011 and 2010 were liabilities of $788 million
and $503 million for unredeemed gift certificates. We reduce the liability for a gift certificate when redeemed by
a customer. If a gift certificate is not redeemed, we recognize revenue when it expires or, for a certificate without
an expiration date, when the likelihood of its redemption becomes remote, generally two years from the date of
issuance.
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Unearned Revenue

Unearned revenue is recorded when payments are received in advance of performing our service obligations
and is recognized over the service period. Current unearned revenue is included in “Accrued expenses and other”
and non-current unearned revenue is included in “Long-term liabilities” on our consolidated balance sheets.
Current unearned revenue was $462 million and $461 million at December 31, 2011 and 2010. Non-current
unearned revenue was $87 million and $34 million at December 31, 2011 and 2010.

Income Taxes

Income tax expense includes U.S. and international income taxes. Except as required under U.S. tax law, we
do not provide for U.S. taxes on our undistributed earnings of foreign subsidiaries that have not been previously
taxed since we intend to invest such undistributed earnings indefinitely outside of the U.S. Undistributed
earnings of foreign subsidiaries that are indefinitely invested outside of the U.S were $2.0 billion at
December 31, 2011. Determination of the unrecognized deferred tax liability that would be incurred if such
amounts were repatriated is not practicable.

Deferred income tax balances reflect the effects of temporary differences between the carrying amounts of
assets and liabilities and their tax bases and are stated at enacted tax rates expected to be in effect when taxes are
actually paid or recovered.

Deferred tax assets are evaluated for future realization and reduced by a valuation allowance to the extent
we believe a portion will not be realized. We consider many factors when assessing the likelihood of future
realization of our deferred tax assets, including our recent cumulative earnings experience and expectations of
future taxable income and capital gains by taxing jurisdiction, the carry-forward periods available to us for tax
reporting purposes, and other relevant factors. We allocate our valuation allowance to current and long-term
deferred tax assets on a pro-rata basis.

We utilize a two-step approach to recognizing and measuring uncertain income tax positions (tax
contingencies). The first step is to evaluate the tax position for recognition by determining if the weight of
available evidence indicates it is more likely than not that the position will be sustained on audit, including
resolution of related appeals or litigation processes. The second step is to measure the tax benefit as the largest
amount which is more than 50% likely of being realized upon ultimate settlement. We consider many factors
when evaluating and estimating our tax positions and tax benefits, which may require periodic adjustments and
which may not accurately forecast actual outcomes. We include interest and penalties related to our tax
contingencies in income tax expense.

Fair Value of Financial Instruments

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. To increase the comparability of fair
value measures, the following hierarchy prioritizes the inputs to valuation methodologies used to measure fair
value:

Level 1—Valuations based on quoted prices for identical assets and liabilities in active markets.

Level 2—Valuations based on observable inputs other than quoted prices included in Level 1, such as
quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets
and liabilities in markets that are not active, or other inputs that are observable or can be corroborated by
observable market data.

Level 3—Valuations based on unobservable inputs reflecting our own assumptions, consistent with
reasonably available assumptions made by other market participants. These valuations require significant
judgment.
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We measure the fair value of money market funds and equity securities based on quoted prices in active
markets for identical assets or liabilities. All other financial instruments were valued either based on recent trades
of securities in inactive markets or based on quoted market prices of similar instruments and other significant
inputs derived from or corroborated by observable market data. We did not hold any cash, cash equivalents, or
marketable securities categorized as Level 3 as of December 31, 2011, or December 31, 2010.

Revenue

We recognize revenue from product sales or services rendered when the following four criteria are met:
persuasive evidence of an arrangement exists, delivery has occurred or services have been rendered, the selling
price is fixed or determinable, and collectability is reasonably assured. Revenue arrangements with multiple
deliverables are divided into separate units and revenue is allocated using estimated selling prices if we do not
have vendor-specific objective evidence or third-party evidence of the selling prices of the deliverables. Sales of
our Kindle device are considered arrangements with multiple deliverables, consisting of the device, 3G wireless
access and delivery for some models, and software upgrades. We allocate the arrangement price to each of the
elements based on the estimated selling prices of each element. Estimated selling prices are management’s best
estimates of the prices that we would charge our customers if we were to sell the standalone elements separately
and include considerations of customer demand, prices charged by us and others for similar deliverables, and the
price if largely based on costs. The revenue related to the device, which is the substantial portion of the total sale
price, and related costs are recognized upon delivery. Revenue related to 3G wireless access and delivery and
software upgrades is amortized over the average life of the device, which is estimated to be three years.

We evaluate whether it is appropriate to record the gross amount of product sales and related costs or the net
amount earned as commissions. Generally, when we are primarily obligated in a transaction, are subject to
inventory risk, have latitude in establishing prices and selecting suppliers, or have several but not all of these
indicators, revenue is recorded at the gross sales price. We generally record the net amounts as commissions
earned if we are not primarily obligated and do not have latitude in establishing prices. Such amounts earned are
determined using a fixed percentage, a fixed-payment schedule, or a combination of the two.

Product sales represent revenue from the sale of products and related shipping fees and digital content where
we are the seller of record. Product sales and shipping revenues, net of promotional discounts, rebates, and return
allowances, are recorded when the products are shipped and title passes to customers. Kindle devices sold
through retailers are recognized at the point of sale to consumers. Retail sales to customers are made pursuant to
a sales contract that provides for transfer of both title and risk of loss upon our delivery to the carrier.

Services sales represent third-party seller fees earned (including commissions) and related shipping fees and
non-retail activities such as AWS, miscellaneous marketing and promotional activities, other seller sites, and our
co-branded credit card arrangements. Services sales, net of promotional discounts and return allowances, are
recognized when services have been rendered.

Return allowances, which reduce revenue, are estimated using historical experience. Revenue from product
sales and services rendered is recorded net of sales and consumption taxes. Amounts received in advance for
subscription services, including amounts received for Amazon Prime and other membership programs, are
deferred and recognized as revenue over the subscription term.

We periodically provide incentive offers to our customers to encourage purchases. Such offers include
current discount offers, such as percentage discounts off current purchases, inducement offers, such as offers for
future discounts subject to a minimum current purchase, and other similar offers. Current discount offers, when
accepted by our customers, are treated as a reduction to the purchase price of the related transaction, while
inducement offers, when accepted by our customers, are treated as a reduction to purchase price based on
estimated future redemption rates. Redemption rates are estimated using our historical experience for similar
inducement offers. Current discount offers and inducement offers are presented as a net amount in “Total sales.”
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Cost of Sales

Cost of sales consists of the purchase price of consumer products and digital content where we are the seller
of record, inbound and outbound shipping charges, and packaging supplies. Shipping charges to receive products
from our suppliers are included in our inventory, and recognized as cost of sales upon sale of products to our
customers. Payment processing and related transaction costs, including those associated with seller transactions,
are classified in “Fulfillment” on our consolidated statements of operations.

Vendor Agreements

We have agreements to receive cash consideration from certain of our vendors, including rebates and
cooperative marketing reimbursements. We generally consider amounts received from our vendors as a reduction
of the prices we pay for their products and, therefore, record such amounts as a reduction of the cost of inventory
we buy from them. Vendor rebates are typically dependent upon reaching minimum purchase thresholds. We
evaluate the likelihood of reaching purchase thresholds using past experience and current year forecasts. When
volume rebates can be reasonably estimated, we record a portion of the rebate as we make progress towards the
purchase threshold.

When we receive direct reimbursements for costs incurred by us in advertising the vendor’s product or
service, the amount we receive is recorded as an offset to “Marketing” on our consolidated statements of
operations.

Fulfillment

Fulfillment costs represent those costs incurred in operating and staffing our fulfillment and customer
service centers, including costs attributable to buying, receiving, inspecting, and warehousing inventories;
picking, packaging, and preparing customer orders for shipment; payment processing and related transaction
costs, including costs associated with our guarantee for certain seller transactions; responding to inquiries from
customers, and supply chain management for our manufactured Kindle devices. Fulfillment costs also include
amounts paid to third parties that assist us in fulfillment and customer service operations.

Marketing

Marketing costs consist primarily of targeted online advertising, television advertising, public relations
expenditures; and payroll and related expenses for personnel engaged in marketing, business development, and
selling activities. We pay commissions to participants in our Associates program when their customer referrals
result in product sales and classify such costs as “Marketing” on our consolidated statements of operations. We
also participate in cooperative advertising arrangements with certain of our vendors, and other third parties.

Advertising and other promotional costs, are expensed as incurred, and were $1.4 billion, $890 million, and
$593 million in 2011, 2010, and 2009. Prepaid advertising costs were not significant at December 31, 2011 and
2010.

Technology and Content

Technology and content expenses consist principally of technology infrastructure expenses and payroll and
related expenses for employees involved in application, product, and platform development, category expansion,
editorial content, buying, merchandising selection, and systems support, digital initiatives, as well as costs
associated with the compute, storage and telecommunications infrastructure used internally and supporting AWS.

Technology and content costs are expensed as incurred, except for certain costs relating to the development
of internal-use software and website development, including software used to upgrade and enhance our websites
and applications supporting our business, which are capitalized and amortized over two years.
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General and Administrative

General and administrative expenses consist of payroll and related expenses for employees involved in
general corporate functions, including accounting, finance, tax, legal, and human relations, among others; costs
associated with use by these functions of facilities and equipment, such as depreciation expense and rent;
professional fees and litigation costs; and other general corporate costs.

Stock-Based Compensation

Compensation cost for all stock-based awards expected to vest is measured at fair value on the date of grant
and recognized over the service period. The fair value of restricted stock units is determined based on the number
of shares granted and the quoted price of our common stock. Such value is recognized as expense over the
service period, net of estimated forfeitures, using the accelerated method. The estimation of stock awards that
will ultimately vest requires judgment, and to the extent actual results or updated estimates differ from our
current estimates, such amounts will be recorded as a cumulative adjustment in the period estimates are revised.
We consider many factors when estimating expected forfeitures, including employee class, economic
environment, and historical experience.

Other Operating Expense (Income), Net

Other operating expense (income), net, consists primarily of intangible asset amortization expense, expenses
related to legal settlements, and certain gains and losses on the sale of assets.

Other Income (Expense), Net

Other income (expense), net, consists primarily of foreign currency transaction gains and losses of $64
million, $75 million, and $26 million in 2011, 2010, and 2009, and realized gains and losses on marketable
securities sales of $4 million, $1 million, and $4 million in 2011, 2010, and 2009.

Foreign Currency

We have internationally-focused websites for the United Kingdom, Germany, France, Japan, Canada, China,
Italy, and Spain. Net sales generated from these websites, as well as most of the related expenses directly
incurred from those operations, are denominated in the functional currencies of the resident countries. The
functional currency of our subsidiaries that either operate or support these websites is the same as the local
currency. Assets and liabilities of these subsidiaries are translated into U.S. Dollars at period-end exchange rates,
and revenues and expenses are translated at average rates prevailing throughout the period. Translation
adjustments are included in “Accumulated other comprehensive income (loss),” a separate component of
stockholders’ equity, and in the “Foreign currency effect on cash and cash equivalents,” on our consolidated
statements of cash flows. Transaction gains and losses including intercompany transactions denominated in a
currency other than the functional currency of the entity involved are included in “Other income (expense), net”
on our consolidated statements of operations. In connection with the remeasurement of intercompany balances,
we recorded gains of $70 million, $70 million, and $5 million in 2011, 2010, and 2009.

Recent Accounting Pronouncements

In 2010, the Financial Accounting Standards Board (“FASB”) issued an Accounting Standards Update
(“ASU”) to address diversity in practice in interpreting the pro forma revenue and earnings disclosure
requirements for business combinations. The ASU specifies that if a public entity presents comparative financial
statements, the entity should disclose revenue and earnings of the combined entity as though the current year
business combination(s) had occurred as of the beginning of the comparable prior annual reporting period. We
prospectively adopted this ASU effective Q1 2011, with no material impact on our consolidated financial
statements.
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In 2011, the FASB issued two ASUs which amend guidance for the presentation of comprehensive income.
The amended guidance requires an entity to present components of net income and other comprehensive income
in one continuous statement, referred to as the statement of comprehensive income, or in two separate, but
consecutive statements. The current option to report other comprehensive income and its components in the
statement of stockholders’ equity will be eliminated. Although the new guidance changes the presentation of
comprehensive income, there are no changes to the components that are recognized in net income or other
comprehensive income under existing guidance. These ASUs are effective for us in Q1 2012 and retrospective
application will be required. These ASUs will change our financial statement presentation of comprehensive
income but will not impact our net income, financial position, or cash flows.

In 2011, the FASB issued an ASU which intended to reduce complexity and costs by allowing an entity the
option to make a qualitative evaluation about the likelihood of goodwill impairment to determine whether it
should calculate the fair value of a reporting unit. The ASU also expands upon the examples of events and
circumstances that an entity should consider between annual impairment tests in determining whether it is more
likely than not that the fair value of a reporting unit is less than its carrying amount. The ASU is effective for us
in Q1 2012, with early adoption permitted. We do not expect adoption to have an impact on our consolidated
financial statements.

Note 2—CASH, CASH EQUIVALENTS, AND MARKETABLE SECURITIES

As of December 31, 2011 and 2010 our cash, cash equivalents, and marketable securities primarily
consisted of cash, U.S. and foreign government and agency securities, AAA-rated money market funds, and other
investment grade securities. Such amounts are recorded at fair value. The following table summarizes, by major
security type, our assets that are measured at fair value on a recurring basis and are categorized using the fair
value hierarchy (in millions):

December 31, 2011

Cost or
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Total
Estimated
Fair Value

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,207 $ 0 $ 0 $1,207
Level 1 securities:

Money market funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,651 0 0 3,651
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 0 (1) 1

Level 2 securities:
Foreign government and agency securities . . . . . . . . . . . . . . . 1,627 14 (1) 1,640
U.S. government and agency securities . . . . . . . . . . . . . . . . . . 2,592 3 (2) 2,593
Corporate debt securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 562 3 (2) 563
Asset-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 0 (1) 55
Other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . 22 0 0 22

$9,719 $20 $(7) $9,732

Less: Long-term restricted cash, cash equivalents, and marketable
securities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (156)

Total cash, cash equivalents, and marketable securities . . . . . . . . . $9,576
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December 31, 2010

Cost or
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Total
Estimated
Fair Value

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 613 $— $— $ 613
Level 1 securities:

Money market funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,882 — — 1,882
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — (1) 1

Level 2 securities:
Foreign government and agency securities . . . . . . . . . . . . . . . 2,152 7 (1) 2,158
U.S. government and agency securities . . . . . . . . . . . . . . . . . . 3,746 11 (1) 3,756
Corporate debt securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 457 3 (1) 459
Asset-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 1 — 33
Other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . 17 — — 17

$8,901 $ 22 $ (4) $8,919

Less: Long-term restricted cash, cash equivalents, and marketable
securities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (157)

Total cash, cash equivalents, and marketable securities . . . . . . . . . $8,762

(1) We are required to pledge or otherwise restrict a portion of our cash, cash equivalents, and marketable
securities as collateral for standby letters of credit, guarantees, debt, and real estate lease agreements. We
classify cash and marketable securities with use restrictions of twelve months or longer as non-current
“Other assets” on our consolidated balance sheets. See “Note 7—Commitments and Contingencies.”

The following table summarizes gross gains and gross losses realized on sales of available-for-sale
marketable securities (in millions):

Year Ended December 31,

2011 2010 2009

Realized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $15 $5 $ 4
Realized losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 4 —

The following table summarizes contractual maturities of our cash equivalent and marketable fixed-income
securities as of December 31, 2011 (in millions):

Amortized
Cost

Estimated
Fair Value

Due within one year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $6,011 $6,012
Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,498 2,512

$8,509 $8,524
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Note 3—FIXED ASSETS

Fixed assets, at cost, consisted of the following (in millions):

December 31,

2011 2010

Gross Fixed Assets (1):
Fulfillment and customer service . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,633 $ 775
Technology infrastructure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,573 1,192
Internal-use software, content, and website development . . . . . . . . . . . . . . . . . . . . . . . . . . 643 487
Other corporate assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 831 418
Construction in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 384

Gross fixed assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,786 $3,256

Accumulated Depreciation (1):
Fulfillment and customer service . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 364 211
Technology infrastructure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610 316
Internal-use software, content, and website development . . . . . . . . . . . . . . . . . . . . . . . . . . 294 255
Other corporate assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 60

Total accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,369 842

Total fixed assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,417 $2,414

(1) Excludes the original cost and accumulated depreciation of fully-depreciated assets.

Depreciation expense on fixed assets was $1.0 billion, $552 million, and $384 million which includes
amortization of fixed assets acquired under capital lease obligations of $335 million, $164 million, and $88
million for 2011, 2010, and 2009. Gross assets remaining under capital leases were $1.6 billion and $818 million
at December 31, 2011 and 2010. Accumulated depreciation associated with capital leases was $603 million and
$331 million at December 31, 2011 and 2010.

We capitalize construction in progress and record a corresponding long-term liability for lease agreements
where we are considered the owner during the construction period for accounting purposes, including portions of
our Seattle, Washington, corporate office space that we do not currently occupy. The building which we have not
yet occupied is scheduled to be completed in 2012 and 2013.

For buildings under build-to-suit lease arrangements where we have taken occupancy, which do not qualify
for sales recognition under the sale-leaseback accounting guidance, we determined that we continue to be the
deemed owner of these buildings. This is principally due to our significant investment in tenant improvements.
As a result, the buildings are being depreciated over the shorter of their useful lives or the related leases’ terms.
The long-term construction obligation is now considered long-term financing lease obligations with amounts
payable during the next 12 months recorded as “Accrued expenses and other.” Gross assets remaining under
financing leases were $595 million and $189 million at December 31, 2011 and 2010. Accumulated depreciation
associated with financing leases was $37 million and $8 million at December 31, 2011 and 2010.
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Note 4—ACQUISITIONS, GOODWILL, AND ACQUIRED INTANGIBLE ASSETS

2011 Acquisition Activity

In 2011, we acquired certain companies for an aggregate purchase price of $771 million. The primary
reasons for these acquisitions, none of which was individually material to our consolidated financial statements,
were to expand our customer base and sales channels, including our consumer channels and subscription
entertainment services. Acquisition-related costs were expensed as incurred and were not significant. The
aggregate purchase price of these acquisitions was allocated as follows (in millions):

Purchase Price
Cash paid, net of cash acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 637
Existing equity interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 89
Indemnification holdbacks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25
Stock options assumed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20

$ 771

Allocation
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 615
Intangible assets (1):
Marketing-related . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130
Customer-related . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94
Contract-based . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6

230
Fixed assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119
Deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
Other assets acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (65)
Debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (70)
Deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (75)
Other liabilities assumed (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (100)

$ 771

(1) Amortization periods range from 2 to 10 years, with a weighted-average amortization period of 8 years.
(2) Includes a $38 million contingent liability related to historic tax exposures.

In addition to cash consideration and the fair value of vested stock options, the aggregate purchase price
included the estimated fair value of our previous, noncontrolling interest in one of the acquired companies. We
remeasured this equity interest to fair value at the acquisition date and recognized a non-cash gain of $6 million
in “equity-method investment activity, net of tax,” in our 2011 consolidated statement of operations. The fair
value of assumed stock options was estimated using the Black-Scholes model. We determined the estimated fair
value of identifiable intangible assets acquired primarily by using the income and cost approaches. Purchased
identifiable intangible assets are included within “Other assets” on our consolidated balance sheets and are being
amortized to operating expenses on a straight-line or accelerated basis over their estimated useful lives.
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Pro Forma Financial Information (unaudited)

The acquired companies were consolidated into our financial statements starting on their respective acquisition dates.
The aggregate net sales and net losses of the acquired companies recorded in our consolidated statement of operations from
the respective acquisition dates through December 31, 2011 were $511 million and $95 million. The following pro forma
financial information presents our results as if these acquisitions had occurred at the beginning of 2010 (in millions):

Year Ended December 31,

2011 2010

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,356 $34,813
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608 1,051

2010 Acquisition Activity

In 2010, we acquired certain companies for an aggregate purchase price of $228 million, resulting in
goodwill of $111 million and acquired intangible assets of $91 million. The primary reasons for these
acquisitions were to expand our customer base and sales channels. The purchase price was allocated to the
tangible assets and intangible assets acquired and liabilities assumed based on their estimated fair values on the
acquisition date, with the remaining unallocated purchase price recorded as goodwill. The fair value assigned to
identifiable intangible assets acquired was determined primarily by using the income and cost approaches. These
intangible assets are being amortized on a straight-line or accelerated basis over their respective useful lives.

The acquired companies were consolidated into our financial statements starting on their respective
acquisition dates. Pro forma results of operations have not been presented because the effects of these business
combinations, individually and in the aggregate, were not material to our consolidated results of operations.

2009 Acquisition Activity

On November 1, 2009, we acquired 100% of the outstanding equity of Zappos.com, Inc. (“Zappos”), in exchange
for shares of our common stock, to expand our presence in softline retail categories, such as shoes and apparel.

The fair value of Zappos’ stock options assumed was determined using the Black-Scholes model. The
following table summarizes the consideration paid for Zappos (in millions):

Stock issued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,079
Assumed stock options, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55

$1,134

The fair value assigned to identifiable intangible assets acquired has been determined primarily by using the
income approach. Purchased identifiable intangible assets are being amortized on a straight-line or accelerated
basis over their respective useful lives.
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The following summarizes the allocation of the Zappos purchase price (in millions):

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 778
Other net assets acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83
Deferred tax liabilities net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (167)
Intangible assets (1):

Marketing-related . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 223
Contract-based . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103
Customer-related . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114

$1,134

(1) Acquired intangible assets have estimated useful lives of between 1 and 10 years.

Zappos’ financial results have been included in our consolidated statements of income since November 1,
2009. The following pro forma financial information presents our results as if the Zappos acquisition had
occurred at the beginning of 2009 (in millions):

Year Ended
December 31, 2009

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $25,064
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 853

We acquired certain additional companies during 2009 for an aggregate purchase price of $26 million,
resulting in goodwill of $16 million and acquired intangible assets of $5 million. All of the entities have been
consolidated into our financial statements since their respective acquisition dates. Pro forma results of operations
have not been presented because the effects of these business combinations, individually and in the aggregate,
were not material to our consolidated results of operations.

Goodwill

The goodwill of the acquired companies is generally not deductible for tax purposes and is primarily related
to expected sales growth from future product offerings and customers, together with certain intangible assets that
do not qualify for separate recognition. The following summarizes our goodwill activity in 2011 and 2010 by
segment (in millions):

North America International Consolidated

Goodwill—January 1, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,055 $179 $1,234
New acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60 51 111
Other adjustments (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 3 4

Goodwill—December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,116 233 1,349

New acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 417 198 615
Other adjustments (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (9) (9)

Goodwill—December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,533 $422 $1,955

(1) Primarily includes changes in foreign exchange for goodwill in our International segment.
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Intangible Assets

Acquired intangible assets, included within “Other assets” on our consolidated balance sheets, consist of the
following:

Weighted
Average Life
Remaining

December 31,

2011 2010

Acquired
Intangibles,

Gross (1)
Accumulated

Amortization (1)

Acquired
Intangibles,

Net

Acquired
Intangibles,

Gross (1)
Accumulated

Amortization (1)

Acquired
Intangibles,

Net

(in millions)

Marketing-related . . . . . 8.2 $408 $ (74) $334 $277 $ (37) $240
Contract-based . . . . . . . . 4.5 189 (74) 115 183 (43) 140
Technology and

content . . . . . . . . . . . . 6.1 37 (13) 24 34 (10) 24
Customer-related . . . . . . 3.9 343 (169) 174 251 (92) 159

Acquired
intangibles (2) . . . . . . 5.9 $977 $(330) $647 $745 $(182) $563

(1) Excludes the original cost and accumulated amortization of fully-amortized intangibles.
(2) Intangible assets have estimated useful lives of between 1 and 10 years.

Amortization expense for acquired intangibles was $149 million, $105 million, and $48 million in 2011,
2010, and 2009. Expected future amortization expense of acquired intangible assets as of December 31, 2011 is
as follows (in millions):

Year Ended December 31,
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $135
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95
2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79
2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 159

$647
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Note 5—EQUITY-METHOD INVESTMENTS

Our equity-method investments include a 31% interest in LivingSocial. Summarized condensed financial
information for this investee, as provided to us by LivingSocial, is as follows (in millions):

Year Ended
December 31,

2011

Statement of Operations:
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 245
Operating expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 686
Other income (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (117)

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(558)

December 31,

2011

Balance Sheet:
Current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $156
Noncurrent assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 285
Current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 225
Noncurrent liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21
Mandatorily redeemable stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 199

As of December 31, 2011, the book value of our LivingSocial investment was $208 million. The summarized
financial information is included for the periods in which we held an equity method ownership interest.

Note 6—LONG-TERM LIABILITIES

Our long-term liabilities are summarized as follows:

December 31,

2011 2010

(in millions)

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 255 $ 184
Long-term capital lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 598 276
Long-term financing lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 562 181
Construction liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57 260
Tax contingencies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 266 243
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 887 417

$2,625 $1,561

Long-term Debt

Our long-term debt had a weighted average interest rate of 5.8% and 5.5% in 2011 and 2010 and has
maturities in 2012 and 2013. Long-term debt relates to amounts borrowed to fund certain international
operations. Long-term debt obligations are as follows:

December 31, 2011

(in millions)

Debt obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 384
Less current portion of debt obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (129)

Total long-term debt obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 255
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Capital Leases

Certain of our equipment fixed assets, primarily related to technology infrastructure, have been acquired
under capital leases. Long-term capital lease obligations are as follows:

December 31, 2011

(in millions)

Gross capital lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,024
Less imputed interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (49)

Present value of net minimum lease payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 975
Less current portion of capital lease obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (377)

Total long-term capital lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 598

Financing Leases

We continue to be the deemed owner after occupancy of certain facilities that were constructed as
build-to-suit lease arrangements and previously reflected as “Construction liability.” As such, these arrangements
are accounted for as financing leases. Long-term finance lease obligations are as follows:

December 31, 2011

(in millions)

Gross financing lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 863
Less imputed interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (283)

Present value of net minimum lease payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 580
Less current portion of financing lease obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . (18)

Total long-term financing lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 562

Construction Liabilities

We capitalize construction in progress and record a corresponding long-term liability for certain
build-to-suit lease agreements where we are considered the owner during the construction period for accounting
purposes, including our Seattle, Washington, corporate office space that we do not currently occupy. See
“Note 3—Fixed Assets” for a discussion of these leases.

Tax Contingencies

As of December 31, 2011 and 2010, we have recorded tax reserves for tax contingencies, inclusive of
accrued interest and penalties, of approximately $266 million and $243 million for U.S. and foreign income
taxes. These contingencies primarily relate to transfer pricing, state income taxes, and research and development
credits. See “Note 10—Income Taxes” for discussion of tax contingencies.

The remainder of our long-term liabilities primarily include deferred tax liabilities, unearned revenue, asset
retirement obligations, and deferred rental liabilities.

Note 7—COMMITMENTS AND CONTINGENCIES

Commitments

We have entered into non-cancellable operating, capital and financing leases for equipment and office,
fulfillment center, and data center facilities. Rental expense under operating lease agreements was $362 million,
$225 million, and $171 million for 2011, 2010, and 2009.
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The following summarizes our principal contractual commitments, excluding open orders for inventory
purchases that support normal operations, as of December 31, 2011:

Year Ended December 31,

2012 2013 2014 2015 2016 Thereafter Total

(in millions)

Operating and capital commitments:
Debt principal and interest . . . . . . . . . . . . . . . . $ 147 $ 265 $— $— $— $ — $ 412
Capital leases, including interest . . . . . . . . . . . 397 316 150 58 29 74 1,024
Financing lease obligations, including

interest (1) . . . . . . . . . . . . . . . . . . . . . . . . . . 49 51 54 55 56 598 863
Operating leases . . . . . . . . . . . . . . . . . . . . . . . . 380 420 407 354 300 1,232 3,093
Unconditional purchase obligations . . . . . . . . 117 84 66 48 23 — 338
Other commitments (2) (3) (4) . . . . . . . . . . . . 325 127 72 66 61 664 1,315

Total commitments . . . . . . . . . . . . . . . . . $1,415 $1,263 $749 $581 $469 $2,568 $7,045

(1) Relates to the 1,370,000 square feet of occupied corporate office space under build-to-suit lease
arrangements.

(2) Includes contractual obligations with minimum firm commitments recorded as liabilities on the consolidated
balance sheets.

(3) Includes the estimated timing and payments for rent, operating expenses, and tenant improvements
associated with approximately 330,000 square feet of corporate office space currently being developed
under build-to-suit leases and which we anticipate occupying in 2012 to 2013. The amount of space
available and our financial and other obligations under the lease agreements are affected by various factors,
including government approvals and permits, interest rates, development costs and other expenses and our
exercise of certain rights under the lease agreements. See “Note 3—Fixed Assets” for a discussion of these
leases.

(4) Excludes $229 million of tax contingencies for which we cannot make a reasonably reliable estimate of the
amount and period of payment, if any.

Pledged Securities

We have pledged or otherwise restricted $156 million and $160 million in 2011 and 2010 of our cash and
marketable securities as collateral for standby and trade letters of credit, guarantees, debt related to our
international operations, as well as real estate leases. We classify cash and marketable securities with use
restrictions of twelve months or longer as non-current “Other assets” on our consolidated balance sheets.

Inventory Suppliers

During 2011, no vendor accounted for 10% or more of our inventory purchases. We generally do not have
long-term contracts or arrangements with our vendors to guarantee the availability of merchandise, particular
payment terms, or the extension of credit limits.

Legal Proceedings

The Company is involved from time to time in claims, proceedings and litigation, including the following:

In June 2001, Audible, Inc., our subsidiary acquired in March 2008, was named as a defendant in a
securities class-action filed in United States District Court for the Southern District of New York related to its
initial public offering in July 1999. The lawsuit also named certain of the offering’s underwriters, as well as
Audible’s officers and directors as defendants. Approximately 300 other issuers and their underwriters have had
similar suits filed against them, all of which are included in a single coordinated proceeding in the Southern

57



District of New York. The complaints allege that the prospectus and the registration statement for Audible’s
offering failed to disclose that the underwriters allegedly solicited and received “excessive” commissions from
investors and that some investors allegedly agreed with the underwriters to buy additional shares in the
aftermarket in order to inflate the price of Audible’s stock. Audible and its officers and directors were named in
the suits pursuant to Section 11 of the Securities Act of 1933, Section 10(b) of the Securities Exchange Act of
1934, and other related provisions. The complaints seek unspecified damages, attorney and expert fees, and other
unspecified litigation costs. In March 2009, all parties, including Audible, reached a settlement of these class
actions that would resolve this dispute entirely with no payment required from Audible. The settlement was
approved by the Court in October 2009, and subsequently upheld by the United States Court of Appeals for the
Second Circuit, and the appeal of the last remaining objector to the settlement was dismissed in January 2012.

Beginning in March 2003, we were served with complaints filed in several different states, including
Illinois, by a private litigant, Beeler, Schad & Diamond, P.C., purportedly on behalf of the state governments
under various state False Claims Acts. The complaints allege that we (along with other companies with which we
have commercial agreements) wrongfully failed to collect and remit sales and use taxes for sales of personal
property to customers in those states and knowingly created records and statements falsely stating we were not
required to collect or remit such taxes. In December 2006, we learned that one additional complaint was filed in
the state of Illinois by a different private litigant, Matthew T. Hurst, alleging similar violations of the Illinois
state law. All of the complaints seek injunctive relief, unpaid taxes, interest, attorneys’ fees, civil penalties of up
to $10,000 per violation, and treble or punitive damages under the various state False Claims Acts. It is possible
that we have been or will be named in similar cases in other states as well. We dispute the allegations of
wrongdoing in these complaints and intend to vigorously defend ourselves in these matters.

In November 2007, an Austrian copyright collection society, Austro-Mechana, filed lawsuits against several
Amazon.com EU subsidiaries in the Commercial Court of Vienna, Austria and in the District Court of Munich,
Germany seeking to collect a tariff on blank digital media sold by our EU-based retail websites to customers
located in Austria. In July 2008, the German court stayed the German case pending a final decision in the
Austrian case. In July 2010, the Austrian court ruled in favor of Austro-Mechana and ordered us to report all
sales of products to which the tariff potentially applies for a determination of damages. We contested Austro-
Mechana’s claim and in September 2010 commenced an appeal in the Commercial Court of Vienna. We lost this
appeal and in March 2011 commenced an appeal in the Supreme Court of Austria. In October 2011, the Austrian
Supreme Court referred the case to the European Court of Justice.

In March 2009, Discovery Communications, Inc. filed a complaint against us for patent infringement in the
United States District Court for the District of Delaware. The complaint alleged that our Kindle e-reader infringed a
patent owned by Discovery purporting to cover an “Electronic Book Security and Copyright Protection System”
(U.S. Patent No. 7,298,851) and sought monetary damages, a continuing royalty sufficient to compensate Discovery
for any future infringement, treble damages, costs and attorneys’ fees. In May 2009, we filed counterclaims and an
additional lawsuit in the United States District Court for the Western District of Washington against Discovery
alleging infringement of several patents owned by Amazon and requesting a declaration that several Discovery
patents, including the one listed above, are invalid and unenforceable. In November 2011, we entered into a
settlement of the litigation that included, among other things, a payment to the plaintiff and a non-exclusive patent
cross-license agreement. The settlement was not material to either the current or future years.

In April 2009, Parallel Networks, LLC filed a complaint against us for patent infringement in the United
States District Court for the Eastern District of Texas. The complaint alleges, among other things, that our
website technology infringes a patent owned by Parallel Networks purporting to cover a “Method And Apparatus
For Client-Server Communication Using a Limited Capability Client Over A Low-Speed Communications Link”
(U.S. Patent No. 6,446,111) and seeks injunctive relief, monetary damages, costs and attorneys’ fees. The
complaint was dismissed without prejudice in February 2010, but the plaintiff filed a new complaint against us
the following month containing similar allegations. We dispute the allegations of wrongdoing and intend to
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vigorously defend ourselves in this matter. In December 2011 the Court granted Amazon’s motion for summary
judgment and dismissed the claims against Amazon with prejudice. The plaintiff is appealing that decision.

In May 2009, Big Baboon, Inc. filed a complaint against us for patent infringement in the United States
District Court for the Central District of California. The complaint alleges, among other things, that our third-
party selling and payments technology infringes a patent owned by Big Baboon, Inc. purporting to cover an
“Integrated Business-to-Business Web Commerce and Business Automation System” (U.S. Patent
No. 6,115,690) and seeks injunctive relief, monetary damages, treble damages, costs and attorneys’ fees. In
February 2011, the Court entered an order staying the lawsuit pending the outcome of the Patent and Trademark
Office’s re-examination of the patent in suit. We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in this matter.

In September 2009, SpeedTrack, Inc. filed a complaint against us for patent infringement in the United States
District Court for the Northern District of California. The complaint alleges, among other things, that our website
technology infringes a patent owned by SpeedTrack purporting to cover a “Method For Accessing Computer Files
and Data, Using Linked Categories Assigned to Each Data File Record on Entry of the Data File Record” (U.S.
Patent Nos. 5,544,360) and seeks injunctive relief, monetary damages, enhanced damages, costs and attorneys’
fees. In November 2009, the Court entered an order staying the lawsuit pending the outcome of the Patent and
Trademark Office’s re-examination of the patent in suit and the resolution of similar litigation against another
party. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In October 2009, Eolas Technologies Incorporated filed a complaint against us for patent infringement in
the United States District Court for the Eastern District of Texas. The complaint alleges, among other things, that
our website technology infringes two patents owned by Eolas purporting to cover “Distributed Hypermedia
Method for Automatically Invoking External Application Providing Interaction and Display of Embedded
Objects within a Hypermedia Document” (U.S. Patent No. 5,838,906) and “Distributed Hypermedia Method and
System for Automatically Invoking External Application Providing Interaction and Display of Embedded
Objects within a Hypermedia Document” (U.S. Patent No. 7,599,985) and seeks injunctive relief, monetary
damages, costs and attorneys’ fees. In July 2011, Eolas’s damages expert opined that, if we are found to infringe
the patents-in-suit and the patents are found to be valid (both of which we dispute), Amazon and its affiliates
should pay damages of approximately $135 million. Amazon’s damages expert has opined that, under the same
circumstances, the maximum damages fairly recoverable against Amazon and its affiliates would be $1.2 million.
Eolas’s damages could be trebled if Eolas prevails in its claim that any infringement was willful. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In December 2009, Nazomi Communications, Inc. filed a complaint against us for patent infringement in the
United States District Court for the Eastern District of Texas. The complaint alleges, among other things, that the
processor core in our Kindle e-reader infringes two patents owned by Nazomi purporting to cover “Java virtual
machine hardware for RISC and CISC processors” and “Java hardware accelerator using microcode engine” (U.S.
Patent Nos. 7,080,362 and 7,225,436) and seeks monetary damages, injunctive relief, costs and attorneys’ fees. In
January 2012, Nazomi added Amazon to a second lawsuit, which alleges, among other things, that the Kindle Fire
infringes a patent owned by Nazomi purporting to cover a “Constant Pool Reference Resolution Method” (U.S.
Patent No. 6,338,160) also seeking monetary damages, injunctive relief, costs and attorneys’ fees. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In May 2010, Site Update Solutions LLC filed a complaint against us for patent infringement in the United
States District Court for the Eastern District of Texas. The complaint alleges, among other things, that our
website technology infringes a patent owned by Site Update purporting to cover a “Process for Maintaining
Ongoing Registration for Pages on a Given Search Engine” (U.S. Patent No. RE40,683) and seeks monetary
damages, a future royalty, costs and attorneys’ fees. We dispute the allegations of wrongdoing and intend to
vigorously defend ourselves in this matter.
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In July 2010, Positive Technologies Inc. filed a complaint against us for patent infringement in the United
States District Court for the Eastern District of Texas. The complaint alleges, among other things, that certain of
our products, including our Kindle e-reader, infringe three patents owned by the plaintiff purporting to cover a
“DC Integrating Display Driver Employing Pixel Status Memories” (U.S. Patent Nos. 5,444,457; 5,627,558 and
5,831,588) and seeks monetary damages, injunctive relief, costs and attorneys’ fees. We dispute the allegations
of wrongdoing and intend to vigorously defend ourselves in this matter.

In July 2010, the Federal Trade Commission (“FTC”) staff informed us that it was considering whether to
recommend enforcement proceedings against us for advertising and selling certain textile fiber products as
“bamboo” when they are made of rayon manufactured from bamboo, in violation of the Textile Fiber Product
Identification Act, the FTC Act, and the regulations promulgated thereunder. We do not believe we have violated
these laws and regulations and are cooperating voluntarily with the Commission’s inquiry. In September 2011, we
learned that the Commission voted to refer the matter to the Department of Justice for enforcement proceedings.

In September 2010, Olympic Developments AG, LLC filed a complaint against us for patent infringement in
the United States District Court for the Central District of California. The complaint alleges, among other things,
that certain aspects of our technology, including our Kindle e-reader, infringe two patents owned by the plaintiff
purporting to cover a “Transactional Processing System” (U.S. Patent No. 5,475,585) and a “Device for
Controlling Remote Interactive Receiver” (U.S. Patent No. 6,246,400B1) and seeks monetary damages,
injunctive relief, costs and attorneys’ fees. We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in this matter.

In November 2010, Kelora Systems, LLC filed a complaint against us for patent infringement in the United
States District Court for the Western District of Wisconsin. The complaint alleges that our website infringes a
patent owned by Kelora Systems purporting to cover a “Method and system for executing a guided parametric
search” (U.S. Patent No. 6,275,821) and seeks monetary damages, costs, attorneys’ fees, and injunctive relief. In
August 2011, Kelora filed an amended complaint adding Amazon subsidiaries Audible and Zappos as
defendants. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In December 2010, Global Sessions LP filed a complaint against us for patent infringement in the United
States District Court for the Eastern District of Texas. The complaint alleges, among other things, that certain
Amazon and AWS technologies infringe four patents owned by the plaintiff purporting to cover a “System And
Method For Maintaining A State For A User Session Using A Web System Having A Global Session Server”
(U.S. Patent No. 6,076,108), an “Enterprise Interaction Hub For Managing An Enterprise Web System” (U.S.
Patent Nos. 6,085,220 and 6,360,249), and a “System And Method For Maintaining A State For A User Session
Using A Web System” (U.S. Patent No. 6,480,894), and seeks monetary damages, a future royalty, injunctive
relief, costs and attorneys’ fees. We dispute the allegations of wrongdoing and intend to vigorously defend
ourselves in this matter.

In December 2010, Technology Innovations, LLC filed a complaint against us for patent infringement in the
United States District Court for the Southern District of Texas. The complaint alleges, among other things, that
Amazon’s sale of e-books and Kindle e-readers infringes a patent owned by the plaintiff purporting to cover a
“Device For Including Enhancing Information With Printed Information And Method For Electronic Searching
Thereof” (U.S. Patent No. 5,517,407) and seeks monetary damages, injunctive relief, costs, interest, and
attorneys’ fees. The complaint was dismissed without prejudice in August 2011, but the plaintiff filed a new
complaint against us in the United States District Court for the District of Delaware containing similar allegations
and alleging infringement of an additional patent purporting to cover an “Apparatus for the Display of Embedded
Information” (U.S. Patent No. 7,429,965). We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in this matter.

In February 2011, SFA Systems, LLC, filed a complaint against us for patent infringement in the United States
District Court for the Eastern District of Texas. The complaint alleges, among other things, that by using computer-

60



implemented systems and methods for personalization Amazon and Zappos infringe a patent owned by the plaintiff
purporting to cover an “Integrated Computerized Sales Force Automation System” (U.S. Patent No. 6,067,525), and
seeks monetary damages, interest, costs, and attorneys’ fees. In August 2011, the plaintiff filed an additional
complaint against us in the United States District Court for the Eastern District of Texas alleging, among other
things, that certain supply chain, sales, marketing, and inventory systems and methods used by Amazon and Zappos
infringe a patent owned by the plaintiff purporting to cover a “Sales Force Automation System and Method” (U.S.
Patent No. 7,941,341), and seeking monetary damages, interest, costs, and attorneys’ fees. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In April 2011, Walker Digital LLC filed six complaints against us for patent infringement in the United
States District Court for the District of Delaware. The complaints allege that we infringe several of the plaintiff’s
U.S. patents by, among other things, providing “cross benefits” to customers through our promotions, (U.S.
Patent Nos. 7,831,470 and 7,827,056), using a customer’s identified original product to offer a substitute product
(U.S. Patent No. 7,236,942), offering products and services from retailers at discounted prices and arranging for
users to buy them from merchants (U.S. Patent No. 6,249,772), using our product recommendations and
personalization features to offer complementary products together (U.S. Patent Nos. 6,601,036 and 6,138,105),
enabling customers to subscribe to a delivery schedule for products they routinely use at reduced prices (U.S.
Patent No. 5,970,470), and offering personalized advertising based on customers’ preferences identified using a
data pattern (U.S. Patent No. 7,933,893). A seventh complaint, filed in the same court in October 2011, alleges
that we infringe plaintiff’s U.S. Patent No. 8,041,711 by offering personalized advertising based on customer
preferences that associate data with resource locators. The complaints seek monetary damages, interest,
injunctive relief, costs, and attorneys’ fees. We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in these matters. In June 2011, the complaint alleging that we infringed U.S. Patent
No. 6,249,772 was dismissed.

In July 2011, GPNE Corp. filed a complaint against us for patent infringement in the United States District
Court for the District of Hawaii. The complaint alleges, among other things, that certain aspects of our
technology, including our Kindle e-reader, infringe three patents owned by the plaintiff purporting to cover a
“Network Communication System Wherein a Node Obtains Resources for Transmitting Data by Transmitting
Two Reservation Requests” (U.S. Patent No. 7,555,267), a “Communication System Wherein a Clocking Signal
from a Controller, a Request from a Node, Acknowledgement of the Request, and Data Transferred from the
Node are all Provided on Different Frequencies, Enabling Simultaneous Transmission of these Signals” (U.S.
Patent No. 7,570,954) and a “Network Communication System with an Alignment Signal to Allow a Controller
to Provide Messages to Nodes and Transmission of the Messages over Four Independent Frequencies” (U.S.
Patent No. 7,792,492) and seeks monetary damages, interest, costs, and attorneys’ fees. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Parallel Iron, LLC, filed a complaint against us for patent infringement in the United
States District Court for the District of Delaware. The complaint alleges, among other things, that certain AWS
file storage systems that include a Hadoop Distributed File System infringe a patent owned by the plaintiff
purporting to cover “Methods and Systems for a Storage System With a Program-Controlled Switch for Routing
Data” (U.S. Patent No. 7,415,565), and seeks monetary damages, injunctive relief, costs, and attorneys’ fees. We
dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Lochner Technologies, LLC, filed a complaint against us for patent infringement in the
United States District Court for the Eastern District of Texas. The complaint alleges, among other things, that by
offering products used for desktop virtualization or cloud computing solutions that provide virtual desktop
environments Amazon infringes a patent owned by the plaintiff purporting to cover a “Modular Computer
System” (U.S. Patent No. 7,035,598), and seeks monetary damages, injunctive relief, costs, and attorneys’ fees.
We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Semiconductor Ideas to the Market BV filed a complaint against us for patent
infringement in the United States District Court for the Eastern District of Texas. The complaint alleges, among
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other things, that by offering products including our Kindle e-reader that employ receiver technology designed to
diminish signal leakage Amazon infringes two patents owned by the plaintiff purporting to cover a “Receiver
Comprising A Digitally Controlled Capacitor Bank” (U.S. Patent No. 7,299,018) and a “Communication Device”
(U.S. Patent No. 7,072,614), and seeks monetary damages, injunctive relief, costs, and attorneys’ fees. We
dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Droplets, Inc. filed a complaint against us for patent infringement in the United States
District Court for the Eastern District of Texas. The complaint alleges, among other things, that by offering web
applications and software Amazon infringes two patents owned by the plaintiff purporting to cover a “System
and Method for Delivering a Graphical User Interface of Remote Applications Over a Thin Client” (U.S. Patent
No. 6,687,745) and a “System and Method for Delivering Remotely Stored Graphics and Information” (U.S.
Patent No. 7,502,838), and seeks monetary damages, injunctive relief, costs, and attorneys’ fees. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Execware, LLC filed a complaint against us for patent infringement in the United States
District Court for the District of Delaware. The complaint alleges, among other things, that by rapidly formatting
and reformatting tabular displays of records, such as product listings on our websites, Amazon infringes a patent
owned by the plaintiff purporting to cover an “Integrated Dialog Box for Rapidly Altering Presentation of
Parametric Text Data Objects on a Computer Display” (U.S. Patent No. 6,216,139), and seeks monetary
damages, injunctive relief, costs, and attorneys’ fees. We dispute the allegations of wrongdoing and intend to
vigorously defend ourselves in this matter.

In September 2011, Select Retrieval, Inc. filed complaints against us and one of our subsidiaries for patent
infringement in the United States District Courts for the District of Oregon and the District of Delaware. The
complaints allege, among other things, that certain aspects of our websites’ technology infringe a patent owned
by the plaintiff purporting to cover “Data Display Software with Actions and Links Integrated with Information”
(U.S. Patent No. 6,128,617), and seek monetary damages, injunctive relief, costs, and attorneys’ fees. In
December 2011, the plaintiff dismissed all claims against us with prejudice.

In September 2011, LVL Patent Group, LLC filed three complaints against us for patent infringement in the
United States District Court for the District of Delaware. The complaints allege, among other things, that certain
aspects of our technology, including our mobile applications, infringe four patents owned by the plaintiff
purporting to cover a “Telephone/Transaction Entry Device and System for Entering Transaction Data into
Databases (U.S. Patent Nos. 5,805,676; 5,987,103; and 8,019,060) and a “Data Transaction Assembly Server”
(U.S. Patent No. 6,044,382), and seeks monetary damages, injunctive relief, costs, and attorneys’ fees. We
dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In October 2011, Smartphone Technologies LLC filed a complaint against us for patent infringement in the
United States District Court for the Eastern District of Texas. The complaint alleges, among other things, that
certain aspects of our Kindle devices infringe five patents owned by the plaintiff purporting to cover a “Power-
Conserving Intuitive Device Discovery Technique In A Bluetooth Environment” (U.S. Patent No. 6,950,645); a
“Handheld Computer System That Attempts To Establish An Alternative Network Link Upon Failing To Establish
A Requested Network Link” (U.S. Patent No. 7,506,064); a “Method And Apparatus For Communicating
Information Over Low Bandwidth Communications Networks” (U.S. Patent No. RE 40,459); a “Method For
Controlling A Handheld Computer By Entering Commands Onto A Displayed Feature Of The Handheld
Computer” (U.S. Patent No. 6,956,562); and a “System and Method For Displaying And Manipulating Multiple
Calendars On A Personal Digital Assistant” (U.S. Patent No. 6,466,236). In December 2011, we entered into a
settlement of the litigation that included, among other things, a payment to the plaintiff and a non-exclusive patent
license agreement. The settlement was not material to either the current or future years.

We cannot predict the impact (if any) that any of the matters described above may have on our business,
results of operations, financial position, or cash flows. Because of the inherent uncertainties of such matters,
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including the early stage and lack of specific damage claims in many of them, we cannot estimate the range of
possible losses from them (except as otherwise indicated).

Other Contingencies

In September 2010, the State of Texas issued an assessment of $269 million for uncollected sales taxes for
the period from December 2005 to December 2009, including interest and penalties through the date of the
assessment. The State of Texas is alleging that we should have collected sales taxes on applicable sales
transactions during those years. We believe that the State of Texas did not provide a sufficient basis for its
assessment and that the assessment is without merit. We intend to vigorously defend ourselves in this matter. In
March 2011, the SEC staff notified us of an inquiry concerning this assessment. We cooperated with the staff’s
inquiry, and in November 2011 the staff notified us that it had completed its inquiry.

In November 2011, the State of Arizona issued assessments on behalf of the State and certain cities in the
amount of approximately $53 million, including tax and interest, for uncollected tax for the periods March 1,
2006 through December 31, 2010. The State of Arizona is alleging that we should have collected a transaction
tax that is similar to a sales tax on applicable transactions during those years. We believe that the assessment is
without merit and intend to vigorously defend ourselves in this matter.

Depending on the amount and the timing, an unfavorable resolution of this matter could materially affect
our business, results of operations, financial position, or cash flows.

See also “Note 10—Income Taxes.”

Note 8—STOCKHOLDERS’ EQUITY

Preferred Stock

We have authorized 500 million shares of $0.01 par value Preferred Stock. No preferred stock was
outstanding for any period presented.

Common Stock

Common shares outstanding plus shares underlying outstanding stock awards totaled 468 million,
465 million, and 461 million, at December 31, 2011, 2010, and 2009. These totals include all vested and
unvested stock-based awards outstanding, before consideration of estimated forfeitures.

Stock Repurchase Activity

In January 2010, our Board of Directors authorized a program to repurchase up to $2 billion of our common
stock. We repurchased 1.5 million shares of common stock for $277 million in 2011 under this repurchase
program. We did not repurchase any of our common stock in 2010 or 2009.

Stock Award Plans

Employees vest in restricted stock unit awards over the corresponding service term, generally between two
and five years.

Stock Award Activity

We granted restricted stock units representing 5.4 million, 5.3 million, and 6.0 million shares of common
stock during 2011, 2010, and 2009 with a per share weighted average fair value of $192.82, $140.43, and $79.24.
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The following summarizes our restricted stock unit activity (in millions):

Number of Units

Outstanding at January 1, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.7
Units granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.0
Units vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6.0)
Units forfeited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.0)

Outstanding at December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.7

Units granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3
Units vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5.7)
Units forfeited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.3)

Outstanding at December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.0

Units granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.4
Units vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5.1)
Units forfeited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.2)

Outstanding at December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.1

Scheduled vesting for outstanding restricted stock units at December 31, 2011 is as follows (in millions):

Year Ended December 31,

2012 2013 2014 2015 2016 Thereafter Total

Scheduled vesting—restricted stock units . . . . . . . . . . . . . . . . 4.4 4.2 2.6 1.4 0.3 0.2 13.1

As of December 31, 2011, there was $842 million of net unrecognized compensation cost related to
unvested stock-based compensation arrangements. This compensation is recognized on an accelerated basis
resulting in approximately half of the compensation expected to be expensed in the next twelve months, and has a
weighted average recognition period of 1.2 years.

During 2011 and 2010, the fair value of restricted stock units that vested was $1.0 billion and $792 million.

As matching contributions under our 401(k) savings plan, we granted 0.1 million shares of common stock in
both 2011 and 2010. Shares granted as matching contributions under our 401(k) plan are included in outstanding
common stock when issued.

Common Stock Available for Future Issuance

At December 31, 2011, common stock available for future issuance to employees is 155 million shares.
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Note 9—OTHER COMPREHENSIVE INCOME (LOSS)

The components of other comprehensive income (loss) are as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 631 $1,152 $902
Net change in unrealized gains/losses on available-for-sale securities:

Unrealized gains (losses), net of tax of $1, $(2), and $(2) . . . . . . . . . . . . . . . . . (1) 5 7
Reclassification adjustment for losses (gains) included in net income, net of

tax effect of $1, $0, and $1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) (2) (3)

Net unrealized gains (losses) on available for sale securities . . . . . . . . . . . (3) 3 4
Foreign currency translation adjustment, net of tax effect of $20, $29, and $0 . . . . . (123) (137) 62
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 — 1

Other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . (126) (134) 67

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 505 $1,018 $969

Balances within accumulated other comprehensive income (loss) are as follows:

December 31,

2011 2010

(in millions)

Net unrealized losses on foreign currency translation, net of tax . . . . . . . . . . . . . . . . $(326) $(203)
Net unrealized gains on available-for-sale securities, net of tax . . . . . . . . . . . . . . . . . 10 13

Total accumulated other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . $(316) $(190)

Note 10—INCOME TAXES

In 2011, 2010, and 2009 we recorded net tax provisions of $291 million, $352 million, and $253 million.
A majority of this provision is non-cash. We have tax benefits relating to excess stock-based compensation that
are being utilized to reduce our U.S. taxable income. As such, cash taxes paid, net of refunds, were $33 million,
$75 million, and $48 million for 2011, 2010, and 2009.

The components of the provision for income taxes, net are as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

Current taxes:
U.S. and state . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $103 $311 $149
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 52 37 23

Current taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 155 348 172
Deferred taxes:

U.S. and state . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157 1 89
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) 3 (8)

Deferred taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 136 4 81

Provision for income taxes, net . . . . . . . . . . . . . . . . . . . . . . $291 $352 $253
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U.S. and international components of income before income taxes are as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $658 $ 886 $ 529
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 276 611 632

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $934 $1,497 $1,161

The items accounting for differences between income taxes computed at the federal statutory rate and the
provision recorded for income taxes are as follows:

Year Ended December 31,

2011 2010 2009

Federal statutory rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.0% 35.0% 35.0%
Effect of:

Impact of foreign tax differential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8.4) (12.7) (16.9)
State taxes, net of federal benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.5 1.5 1.1
Tax credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3.2) (1.1) (0.4)
Nondeductible stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.1 1.6 1.7
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.2 (0.8) 1.4

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.2% 23.5% 21.9%

The effective tax rate in 2011, 2010, and 2009 was lower than the 35% U.S. federal statutory rate primarily
due to earnings of our subsidiaries outside of the U.S. in jurisdictions where our effective tax rate is lower than in
the U.S. Such earnings primarily relate to our European operations, which are headquartered in Luxembourg. The
favorable effective tax rate impact of earnings in lower tax rate jurisdictions is offset by other items, principally
losses incurred in jurisdictions for which we may not be able to realize a related tax benefit.
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Deferred income tax assets and liabilities are as follows:

Year Ended December 31,

2011 2010

(in millions)

Deferred tax assets:
Net operating losses (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 156 $ 93
Stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 178 101
Assets held for investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64 61
Deferred revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 3
Accrued liabilities, reserves, & other expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 412 269
Other items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98 80
Tax credits (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 14

Total gross deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 956 621
Less valuation allowance (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (227) (146)

Deferred tax assets, net of valuation allowance . . . . . . . . . . . . . . . . . . . . . 729 475
Deferred tax liabilities:

Acquisition related intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (231) (209)
Depreciation & amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (572) (135)
Other items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) (91)

Net deferred tax assets (liabilities), net of valuation allowance . . . . . . . . . . . . . $ (95) $ 40

(1) Excluding $129 million and $18 million of deferred tax assets at December 31, 2011 and 2010, related to
net operating losses that result from excess stock based compensation.

(2) Excluding $278 million and $231 million of deferred tax assets at December 31, 2011 and 2010, related to
tax credits that result from excess stock based compensation.

(3) Relates primarily to deferred tax assets that would only be realizable upon the generation of future capital
gains and net income in certain foreign taxing jurisdictions.

As of December 31, 2011, our federal, foreign and state net operating loss carryforwards for income tax
purposes were approximately $384 million, $474 million and $585 million. The federal and state net operating
loss carryforwards are subject to limitations under Section 382 of the Internal Revenue Code and applicable state
tax law. If not utilized, a portion of the federal, foreign, and state net operating loss carryforwards will begin to
expire in 2025, 2012, and 2012, respectively. As of December 31, 2011, our tax credit carryforwards for income
tax purposes were approximately $285 million. If not utilized, a portion of the tax credit carryforwards will begin
to expire in 2015.

The company’s consolidated balance sheet reflects net operating losses and tax credit carryforwards
excluding amounts resulting from excess stock-based compensation. Accordingly, such losses and credits from
excess stock-based compensation are accounted for as a credit to additional paid-in capital if and when realized
through a reduction in income taxes payable.

Tax Contingencies

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is
required in evaluating our tax positions and determining our provision for income taxes. During the ordinary
course of business, there are many transactions and calculations for which the ultimate tax determination is
uncertain. We establish reserves for tax-related uncertainties based on estimates of whether, and the extent to
which, additional taxes will be due. These reserves are established when we believe that certain positions might
be challenged despite our belief that our tax return positions are fully supportable. We adjust these reserves in
light of changing facts and circumstances, such as the outcome of tax audits. The provision for income taxes
includes the impact of reserve provisions and changes to reserves that are considered appropriate.
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The reconciliation of our tax contingencies is as follows:

December 31,

2011 2010 2009

(in millions)

Gross tax contingencies—January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $213 $181 $166
Gross increases to tax positions in prior periods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22 31 15
Gross decreases to tax positions in prior periods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3) (1) 0
Gross increases to current period tax positions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 5 1
Audit settlements paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) (3) 0
Lapse of statute of limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6) 0 0
Foreign exchange gain (loss) on tax contingencies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 0 (1)

Gross tax contingencies—December 31 (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $229 $213 $181

(1) As of December 31, 2011, we had $229 million of tax contingencies all of which, if fully recognized, would
decrease our effective tax rate.

As of December 31, 2011 and 2010, we had accrued interest and penalties, net of federal income tax benefit,
related to tax contingencies of $24 million and $21 million. Interest and penalties, net of federal income tax
benefit, recognized for the year ended December 31, 2011 and 2010 was $3 million and $4 million.

We are under examination, or may be subject to examination, by the Internal Revenue Service (“IRS”) for
the calendar year 2005 or thereafter. These examinations may lead to ordinary course adjustments or proposed
adjustments to our taxes or our net operating losses. In addition, while we have not yet received a Revenue
Agent’s Report generally issued at the conclusion of an IRS examination, we have received Notices of Proposed
Adjustment from the IRS for the 2005 and 2006 calendar years relating to transfer pricing with our foreign
subsidiaries. The notices propose an increase to our U.S. taxable income that would result in additional federal
tax expense over a seven year period beginning in 2005, totaling approximately $1.5 billion, subject to interest.
We disagree with the proposed adjustments and intend to vigorously contest them. If we are not able to resolve
these proposed adjustments at the IRS examination level, we plan to pursue all available administrative and, if
necessary, judicial remedies. Certain of our subsidiaries are under examination or investigation or may be subject
to examination or investigation by the French Tax Administration for the calendar year 2006 or thereafter. We
are also subject to taxation in various states and other foreign jurisdictions including China, Germany, Japan,
Luxembourg, and the United Kingdom. We are or may be subject to examination by these particular tax
authorities for the calendar year 2003 or thereafter.

Due to the nature of our business operations, we expect the total amount of tax contingencies for prior
period positions will grow in 2012 in comparable amounts to 2011. Also, changes in state, federal, and foreign
tax laws may increase our tax contingencies. The timing of the resolution of income tax examinations is highly
uncertain, and the amounts ultimately paid, if any, upon resolution of the issues raised by the taxing authorities
may differ from the amounts accrued. It is reasonably possible that within the next 12 months we will receive
additional assessments by various tax authorities or possibly reach resolution of income tax examinations in one
or more jurisdictions. These assessments or settlements may or may not result in changes to our contingencies
related to positions on tax filings in years through 2011. The actual amount of any change could vary
significantly depending on the ultimate timing and nature of any settlements. We cannot currently provide an
estimate of the range of possible outcomes.

Note 11—SEGMENT INFORMATION

We have organized our operations into two principal segments: North America and International. We
present our segment information along the same lines that our chief executive reviews our operating results in
assessing performance and allocating resources.
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We allocate to segment results the operating expenses “Fulfillment,” “Marketing,” “Technology and
content,” and “General and administrative,” but exclude from our allocations the portions of these expense lines
attributable to stock-based compensation. We do not allocate the line item “Other operating expense (income),
net” to our segment operating results. A majority of our costs for “Technology and content” are incurred in the
United States and most of these costs are allocated to our North America segment. There are no internal revenue
transactions between our reporting segments.

North America

The North America segment consists of amounts earned from retail sales of consumer products (including
from sellers) and subscriptions through North America-focused websites such as www.amazon.com and
www.amazon.ca and include amounts earned from AWS. This segment includes export sales from
www.amazon.com and www.amazon.ca.

International

The International segment consists of amounts earned from retail sales of consumer products (including
from sellers) and subscriptions through internationally focused locations. This segment includes export sales
from these internationally based locations (including export sales from these sites to customers in the U.S. and
Canada), but excludes export sales from our U.S. and Canadian locations.

Information on reportable segments and reconciliation to consolidated net income is as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

North America
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $26,705 $18,707 $12,828
Segment operating expenses (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,772 17,752 12,119

Segment operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 933 $ 955 $ 709

International
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $21,372 $15,497 $11,681
Segment operating expenses (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,732 14,516 10,818

Segment operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 640 $ 981 $ 863

Consolidated
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,077 $34,204 $24,509
Segment operating expenses (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46,504 32,268 22,937

Segment operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,573 1,936 1,572
Stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (557) (424) (341)
Other operating income (expense), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (154) (106) (102)

Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 862 1,406 1,129
Total non-operating income (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72 91 32
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (291) (352) (253)
Equity-method investment activity, net of tax . . . . . . . . . . . . . . . . . . . . . . . . . (12) 7 (6)

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 631 $ 1,152 $ 902

(1) Represents operating expenses, excluding stock-based compensation and “Other operating expense
(income), net,” which are not allocated to segments.
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Net sales of similar products and services were as follows:

Year Ended December 31,

2011 2010 2009

(in millions)

Net Sales:
Consolidated

Media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $17,779 $14,888 $12,774
Electronics and other general merchandise . . . . . . . . . . . . . . . . . . . . . . . 28,712 18,363 11,082
Other (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,586 953 653

Total consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,077 $34,204 $24,509

(1) Includes non-retail activities, such as AWS, miscellaneous marketing and promotional activities, other seller
sites, and our co-branded credit card agreements.

Net sales earned from retail sales of consumer products (including from sellers) and subscriptions outside of
the U.S. represented between 45% to 49% of net sales for 2011, 2010, and 2009. Net sales earned in Germany,
Japan, and United Kingdom each represented 11% to 15% of net sales in 2011 and 2010, and 13% to 17% of net
sales in 2009.

Total assets, fixed assets, net, and total fixed asset additions, by segment, reconciled to consolidated
amounts were (in millions):

Year Ended December 31,

2011 2010

North America
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $16,461 $12,460
Fixed assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,413 1,958
Total fixed asset additions . . . . . . . . . . . . . . . . . . . . . 2,259 1,365

International
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,817 $ 6,337
Fixed assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,004 456
Total fixed asset additions . . . . . . . . . . . . . . . . . . . . . 785 321

Consolidated
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $25,278 $18,797
Fixed assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,417 2,414
Total fixed asset additions . . . . . . . . . . . . . . . . . . . . . 3,044 1,686

Fixed assets, net, located outside of the U.S. represented less than 10% of consolidated fixed assets, net, for
any individual country.

Depreciation expense, by segment, is as follows (in millions):

Year Ended December 31,

2011 2010 2009

North America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 795 $455 $327
International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 239 97 57

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,034 $552 $384
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Note 12—QUARTERLY RESULTS (UNAUDITED)

The following tables contain selected unaudited statement of operations information for each quarter of
2011 and 2010. The following information reflects all normal recurring adjustments necessary for a fair
presentation of the information for the periods presented. The operating results for any quarter are not necessarily
indicative of results for any future period. Our business is affected by seasonality, which historically has resulted
in higher sales volume during our fourth quarter. Unaudited quarterly results are as follows (in millions, except
per share data):

Year Ended December 31, 2011 (1)

Fourth
Quarter

Third
Quarter

Second
Quarter

First
Quarter

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $17,431 $10,876 $9,913 $9,857
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 273 130 225 307
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86 67 49 89
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 177 63 191 201
Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.39 $ 0.14 $ 0.42 $ 0.44
Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.38 $ 0.14 $ 0.41 $ 0.44
Shares used in computation of earnings per share:

Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 455 454 453 451
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 462 461 460 459

Year Ended December 31, 2010 (1)

Fourth
Quarter

Third
Quarter

Second
Quarter

First
Quarter

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $12,948 $7,560 $6,566 $7,131
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 506 292 297 401
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84 79 88 100
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 416 231 207 299
Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.93 $ 0.51 $ 0.46 $ 0.67
Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.91 $ 0.51 $ 0.45 $ 0.66
Shares used in computation of earnings per share:

Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450 448 447 445
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 458 456 455 454

(1) The sum of quarterly amounts, including per share amounts, may not equal amounts reported for
year-to-date periods. This is due to the effects of rounding and changes in the number of weighted-average
shares outstanding for each period.
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Item 9. Changes in and Disagreements with Accountants On Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation required by the 1934 Act, under the supervision and with the participation of
our principal executive officer and principal financial officer, of the effectiveness of the design and operation of
our disclosure controls and procedures, as defined in Rule 13a-15(e) of the 1934 Act, as of December 31, 2011.
Based on this evaluation, our principal executive officer and principal financial officer concluded that, as of
December 31, 2011, our disclosure controls and procedures were effective to provide reasonable assurance that
information required to be disclosed by us in the reports that we file or submit under the 1934 Act is recorded,
processed, summarized, and reported within the time periods specified in the SEC’s rules and forms and to
provide reasonable assurance that such information is accumulated and communicated to our management,
including our principal executive officer and principal financial officer, as appropriate to allow timely decisions
regarding required disclosures.

Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Rule 13a-15(f) of the 1934 Act. Management has assessed the effectiveness of our
internal control over financial reporting as of December 31, 2011 based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. As a result of this assessment, management concluded that, as of December 31, 2011, our internal
control over financial reporting was effective in providing reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. Ernst & Young has independently assessed the effectiveness of our internal
control over financial reporting and its report is included below.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting during the quarter ended
December 31, 2011 that materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

Limitations on Controls

Our disclosure controls and procedures and internal control over financial reporting are designed to provide
reasonable assurance of achieving their objectives as specified above. Management does not expect, however,
that our disclosure controls and procedures or our internal control over financial reporting will prevent or detect
all error and fraud. Any control system, no matter how well designed and operated, is based upon certain
assumptions and can provide only reasonable, not absolute, assurance that its objectives will be met. Further, no
evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not occur or
that all control issues and instances of fraud, if any, within the Company have been detected.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Amazon.com, Inc.

We have audited Amazon.com, Inc.’s internal control over financial reporting as of December 31, 2011,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). Amazon.com, Inc.’s management is
responsible for maintaining effective internal control over financial reporting, and for its assessment of the
effectiveness of internal control over financial reporting included in the accompanying Management’s Report on
Internal Control over Financial Reporting. Our responsibility is to express an opinion on the company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the
company’s assets that could have a material effect on the financial statements.

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

In our opinion, Amazon.com, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2011, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Amazon.com, Inc. as of December 31, 2011 and 2010, and the
related consolidated statements of operations, stockholders’ equity, and cash flows for each of the three years in
the period ended December 31, 2011 of Amazon.com, Inc. and our report dated January 31, 2012 expressed an
unqualified opinion thereon.

/s/ Ernst & Young LLP

Seattle, Washington
January 31, 2012
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Item 9B. Other Information

None.

PART III

Item 10. Directors, Executive Officers and Corporate Governance

Information regarding our Executive Officers required by Item 10 of Part III is set forth in Item 1 of Part I
“Business—Executive Officers and Directors.” Information required by Item 10 of Part III regarding our
Directors and any material changes to the process by which security holders may recommend nominees to the
Board of Directors is included in our Proxy Statement relating to our 2012 Annual Meeting of Shareholders, and
is incorporated herein by reference. Information relating to our Code of Business Conduct and Ethics and to
compliance with Section 16(a) of the 1934 Act is set forth in our Proxy Statement relating to our 2012 Annual
Meeting of Shareholders and is incorporated herein by reference. To the extent permissible under Nasdaq rules,
we intend to disclose amendments to our Code of Business Conduct and Ethics, as well as waivers of the
provisions thereof, on our investor relations website under the heading “Corporate Governance” at
www.amazon.com/ir.

Item 11. Executive Compensation

Information required by Item 11 of Part III is included in our Proxy Statement relating to our 2012 Annual
Meeting of Shareholders and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder
Matters

Information required by Item 12 of Part III is included in our Proxy Statement relating to our 2012 Annual
Meeting of Shareholders and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

Information required by Item 13 of Part III is included in our Proxy Statement relating to our 2012 Annual
Meeting of Shareholders and is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services

Information required by Item 14 of Part III is included in our Proxy Statement relating our 2012 Annual
Meeting of Shareholders and is incorporated herein by reference.

PART IV

Item 15. Exhibits, Financial Statement Schedules

(a) List of Documents Filed as a Part of This Report:

(1) Index to Consolidated Financial Statements:

Report of Ernst & Young LLP, Independent Registered Public Accounting Firm

Consolidated Statements of Cash Flows for each of the three years ended December 31, 2011

Consolidated Statements of Operations for each of the three years ended December 31, 2011
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Consolidated Balance Sheets as of December 31, 2011 and 2010

Consolidated Statements of Stockholders’ Equity for each of the three years ended December 31,
2011

Notes to Consolidated Financial Statements

Report of Ernst & Young LLP, Independent Registered Public Accounting Firm

(2) Index to Financial Statement Schedules:

Schedule II – Valuation and Qualifying Accounts

All other schedules have been omitted because the required information is included in the
consolidated financial statements or the notes thereto, or because it is not required.

(3) Index to Exhibits

See exhibits listed under the Exhibit Index below.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized, as of
January 31, 2012.

AMAZON.COM, INC.

By: /S/ JEFFREY P. BEZOS

Jeffrey P. Bezos
President, Chief Executive Officer

and Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by
the following persons on behalf of the registrant and in the capacities indicated as of January 31, 2012.

Signature Title

/S/ JEFFREY P. BEZOS

Jeffrey P. Bezos

Chairman of the Board, President and Chief Executive
Officer (Principal Executive Officer)

/S/ THOMAS J. SZKUTAK

Thomas J. Szkutak

Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

/S/ SHELLEY REYNOLDS

Shelley Reynolds

Vice President, Worldwide Controller (Principal
Accounting Officer)

/S/ TOM A. ALBERG

Tom A. Alberg

Director

/S/ JOHN SEELY BROWN

John Seely Brown

Director

/S/ WILLIAM B. GORDON

William B. Gordon

Director

/S/ BLAKE G. KRIKORIAN

Blake G. Krikorian

Director

/S/ ALAIN MONIÉ

Alain Monié

Director

/S/ JONATHAN J. RUBINSTEIN

Jonathan J. Rubinstein

Director

/S/ THOMAS O. RYDER

Thomas O. Ryder

Director

/S/ PATRICIA Q. STONESIFER

Patricia Q. Stonesifer

Director
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AMAZON.COM, INC.
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

Balance at
Beginning of

Period

Charged to
Costs and
Expense

Amounts
Written

Off

Balance at
End of
Period

(in millions)

Allowance for doubtful accounts
December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 77 $ 87 $ (82) $ 82
December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66 75 (64) 77
December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76 55 (65) 66

Allowance for sales returns and commissions
December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $103 $(490) $542 $155
December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76 (396) 423 103
December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 (154) 194 76
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EXHIBIT INDEX

Exhibit
Number Description

3.1 Restated Certificate of Incorporation of the Company (incorporated by reference to the Company’s
Quarterly Report on Form 10-Q for the Quarter ended March 31, 2000).

3.2 Restated Bylaws of the Company (incorporated by reference to the Company’s Current Report on
Form 8-K, filed February 18, 2009).

10.1† 1997 Stock Incentive Plan (incorporated by reference to Exhibit 10.1 of the Company’s Form 10-Q
for the Quarter ended March 31, 2010).

10.2† 1999 Non-Officer Employee Stock Option Plan (incorporated by reference to the Company’s
Registration Statement on Form S-8 (Registration No. 333-74419) filed March 15, 1999).

10.3† Offer Letter of Employment to Diego Piacentini, dated January 17, 2000 (incorporated by reference
to the Company’s Annual Report on Form 10-K for the Year Ended December 31, 2000).

10.4† Offer Letter of Employment to H. Brian Valentine, dated June 23, 2006 (incorporated by reference to
the Company’s Annual Report on Form 10-K for the Year Ended December 31, 2007).

10.5† Form of Indemnification Agreement between the Company and each of its Directors (incorporated by
reference to the Company’s Registration Statement on Form S-1 (Registration No. 333-23795) filed
March 24, 1997).

10.6† Form of Restricted Stock Unit Agreement for Officers and Employees (incorporated by reference to
the Company’s Annual Report on Form 10-K for the Year Ended December 31, 2002).

10.7† Form of Restricted Stock Unit Agreement for Directors (incorporated by reference to the Company’s
Annual Report on Form 10-K for the Year Ended December 31, 2002).

10.8† Form of Restricted Stock Agreement (incorporated by reference to the Company’s Annual Report on
Form 10-K for the Year Ended December 31, 2001).

12.1 Computation of Ratio of Earnings to Fixed Charges.

21.1 List of Significant Subsidiaries.

23.1 Consent of Ernst & Young LLP, Independent Registered Public Accounting Firm.

31.1 Certification of Jeffrey P. Bezos, Chairman and Chief Executive Officer of Amazon.com, Inc.,
pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

31.2 Certification of Thomas J. Szkutak, Senior Vice President and Chief Financial Officer of
Amazon.com, Inc., pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

32.1 Certification of Jeffrey P. Bezos, Chairman and Chief Executive Officer of Amazon.com, Inc.,
pursuant to 18 U.S.C. Section 1350.

32.2 Certification of Thomas J. Szkutak, Senior Vice President and Chief Financial Officer of
Amazon.com, Inc., pursuant to 18 U.S.C. Section 1350.

101 The following financial statements from the Company’s Annual Report on Form 10-K for the year
ended December 31, 2011, formatted in XBRL: (i) Consolidated Statements of Cash Flows, (ii)
Consolidated Statements of Operations, (iii) Consolidated Balance Sheets, (iv) Consolidated
Statements of Stockholders’ Equity, and (v) Notes to Consolidated Financial Statements, tagged as
blocks of text.

† Executive Compensation Plan or Agreement
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Stock Price Performance Graph

The graph set forth below compares cumulative total return on the common stock with the cumulative total
return of the Morgan Stanley Technology Index, the S&P 500 Index, and the S&P 500 Retailing Index, resulting
from an initial investment of $100 in each and, except in the case of the Morgan Stanley Technology Index,
assuming the reinvestment of any dividends, based on closing prices. Measurement points are the last trading day
of each of Amazon’s fiscal years ended December 31, 2006, 2007, 2008, 2009, 2010, and 2011.
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Note: Stock price performance shown in the Stock Price Performance Graph for the common stock is
historical and not necessarily indicative of future price performance.
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To our shareowners:

As regular readers of this letter will know, our energy at Amazon comes from the desire to impress
customers rather than the zeal to best competitors. We don’t take a view on which of these approaches is more
likely to maximize business success. There are pros and cons to both and many examples of highly successful
competitor-focused companies. We do work to pay attention to competitors and be inspired by them, but it is a
fact that the customer-centric way is at this point a defining element of our culture.

One advantage – perhaps a somewhat subtle one – of a customer-driven focus is that it aids a certain type of
proactivity. When we’re at our best, we don’t wait for external pressures. We are internally driven to improve
our services, adding benefits and features, before we have to. We lower prices and increase value for customers
before we have to. We invent before we have to. These investments are motivated by customer focus rather than
by reaction to competition. We think this approach earns more trust with customers and drives rapid
improvements in customer experience – importantly – even in those areas where we are already the leader.

“Thank you. Every time I see that white paper on the front page of Amazon, I know that I’m about to get
more for my money than I thought I would. I signed up for Prime for the shipping, yet now I get movies, and TV
and books. You keep adding more, but not charging more. So thanks again for the additions.” We now have more
than 15 million items in Prime, up 15x since we launched in 2005. Prime Instant Video selection tripled in just
over a year to more than 38,000 movies and TV episodes. The Kindle Owners’ Lending Library has also more
than tripled to over 300,000 books, including an investment of millions of dollars to make the entire Harry Potter
series available as part of that selection. We didn’t “have to” make these improvements in Prime. We did so
proactively. A related investment – a major, multi-year one – is Fulfillment by Amazon. FBA gives third-party
sellers the option of warehousing their inventory alongside ours in our fulfillment center network. It has been a
game changer for our seller customers because their items become eligible for Prime benefits, which drives their
sales, while at the same time benefitting consumers with additional Prime selection.

We build automated systems that look for occasions when we’ve provided a customer experience that isn’t
up to our standards, and those systems then proactively refund customers. One industry observer recently
received an automated email from us that said, “We noticed that you experienced poor video playback while
watching the following rental on Amazon Video On Demand: Casablanca. We’re sorry for the inconvenience and
have issued you a refund for the following amount: $2.99. We hope to see you again soon.” Surprised by the
proactive refund, he ended up writing about the experience: “Amazon ‘noticed that I experienced poor video
playback…’ And they decided to give me a refund because of that? Wow…Talk about putting customers first.”

When you pre-order something from Amazon, we guarantee you the lowest price offered by us between
your order time and the end of the day of the release date. “I just received notice of a $5 refund to my credit card
for pre-order price protection. . . What a great way to do business! Thank you very much for your fair and honest
dealings.” Most customers are too busy themselves to monitor the price of an item after they pre-order it, and our
policy could be to require the customer to contact us and ask for the refund. Doing it proactively is more
expensive for us, but it also surprises, delights, and earns trust.

We also have authors as customers. Amazon Publishing has just announced it will start paying authors their
royalties monthly, sixty days in arrears. The industry standard is twice a year, and that has been the standard for a
long time. Yet when we interview authors as customers, infrequent payment is a major dissatisfier. Imagine how
you’d like it if you were paid twice a year. There isn’t competitive pressure to pay authors more than once every
six months, but we’re proactively doing so. By the way – though the research was taxing, I struggled through and
am happy to report that I recently saw many Kindles in use at a Florida beach. There are five generations of
Kindle, and I believe I saw every generation in use except for the first. Our business approach is to sell premium



hardware at roughly breakeven prices. We want to make money when people use our devices – not when people
buy our devices. We think this aligns us better with customers. For example, we don’t need our customers to be
on the upgrade treadmill. We can be very happy to see people still using four-year-old Kindles!

I can keep going – Kindle Fire’s FreeTime, our customer service Andon Cord, Amazon MP3’s AutoRip –
but will finish up with a very clear example of internally driven motivation: Amazon Web Services. In 2012,
AWS announced 159 new features and services. We’ve reduced AWS prices 27 times since launching 7 years
ago, added enterprise service support enhancements, and created innovative tools to help customers be more
efficient. AWS Trusted Advisor monitors customer configurations, compares them to known best practices, and
then notifies customers where opportunities exist to improve performance, enhance security, or save money. Yes,
we are actively telling customers they’re paying us more than they need to. In the last 90 days, customers have
saved millions of dollars through Trusted Advisor, and the service is only getting started. All of this progress
comes in the context of AWS being the widely recognized leader in its area – a situation where you might worry
that external motivation could fail. On the other hand, internal motivation – the drive to get the customer to say
“Wow” – keeps the pace of innovation fast.

Our heavy investments in Prime, AWS, Kindle, digital media, and customer experience in general strike
some as too generous, shareholder indifferent, or even at odds with being a for-profit company. “Amazon, as far
as I can tell, is a charitable organization being run by elements of the investment community for the benefit of
consumers,” writes one outside observer. But I don’t think so. To me, trying to dole out improvements in a just-
in-time fashion would be too clever by half. It would be risky in a world as fast-moving as the one we all live in.
More fundamentally, I think long-term thinking squares the circle. Proactively delighting customers earns trust,
which earns more business from those customers, even in new business arenas. Take a long-term view, and the
interests of customers and shareholders align.

As I write this, our recent stock performance has been positive, but we constantly remind ourselves of an
important point – as I frequently quote famed investor Benjamin Graham in our employee all-hands meetings –
“In the short run, the market is a voting machine but in the long run, it is a weighing machine.” We don’t
celebrate a 10% increase in the stock price like we celebrate excellent customer experience. We aren’t 10%
smarter when that happens and conversely aren’t 10% dumber when the stock goes the other way. We want to be
weighed, and we’re always working to build a heavier company.

As proud as I am of our progress and our inventions, I know that we will make mistakes along the way –
some will be self-inflicted, some will be served up by smart and hard-working competitors. Our passion for
pioneering will drive us to explore narrow passages, and, unavoidably, many will turn out to be blind alleys.
But – with a bit of good fortune – there will also be a few that open up into broad avenues.

I am incredibly lucky to be a part of this large team of outstanding missionaries who value our customers as
much as I do and who demonstrate that every day with their hard work. As always, I attach a copy of our original
1997 letter. Our approach remains the same, and it’s still Day 1.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.
April 2013



1997 LETTER TO SHAREHOLDERS
(Reprinted from the 1997 Annual Report)

To our shareholders:

Amazon.com passed many milestones in 1997: by year-end, we had served more than 1.5 million customers,
yielding 838% revenue growth to $147.8 million, and extended our market leadership despite aggressive
competitive entry.

But this is Day 1 for the Internet and, if we execute well, for Amazon.com. Today, online commerce saves
customers money and precious time. Tomorrow, through personalization, online commerce will accelerate the
very process of discovery. Amazon.com uses the Internet to create real value for its customers and, by doing so,
hopes to create an enduring franchise, even in established and large markets.

We have a window of opportunity as larger players marshal the resources to pursue the online opportunity
and as customers, new to purchasing online, are receptive to forming new relationships. The competitive
landscape has continued to evolve at a fast pace. Many large players have moved online with credible offerings
and have devoted substantial energy and resources to building awareness, traffic, and sales. Our goal is to move
quickly to solidify and extend our current position while we begin to pursue the online commerce opportunities
in other areas. We see substantial opportunity in the large markets we are targeting. This strategy is not without
risk: it requires serious investment and crisp execution against established franchise leaders.

It’s All About the Long Term

We believe that a fundamental measure of our success will be the shareholder value we create over the long
term. This value will be a direct result of our ability to extend and solidify our current market leadership position.
The stronger our market leadership, the more powerful our economic model. Market leadership can translate
directly to higher revenue, higher profitability, greater capital velocity, and correspondingly stronger returns on
invested capital.

Our decisions have consistently reflected this focus. We first measure ourselves in terms of the metrics most
indicative of our market leadership: customer and revenue growth, the degree to which our customers continue to
purchase from us on a repeat basis, and the strength of our brand. We have invested and will continue to invest
aggressively to expand and leverage our customer base, brand, and infrastructure as we move to establish an
enduring franchise.

Because of our emphasis on the long term, we may make decisions and weigh tradeoffs differently than
some companies. Accordingly, we want to share with you our fundamental management and decision-making
approach so that you, our shareholders, may confirm that it is consistent with your investment philosophy:

• We will continue to focus relentlessly on our customers.

• We will continue to make investment decisions in light of long-term market leadership considerations
rather than short-term profitability considerations or short-term Wall Street reactions.

• We will continue to measure our programs and the effectiveness of our investments analytically, to
jettison those that do not provide acceptable returns, and to step up our investment in those that work
best. We will continue to learn from both our successes and our failures.



• We will make bold rather than timid investment decisions where we see a sufficient probability of
gaining market leadership advantages. Some of these investments will pay off, others will not, and we
will have learned another valuable lesson in either case.

• When forced to choose between optimizing the appearance of our GAAP accounting and maximizing
the present value of future cash flows, we’ll take the cash flows.

• We will share our strategic thought processes with you when we make bold choices (to the extent
competitive pressures allow), so that you may evaluate for yourselves whether we are making rational
long-term leadership investments.

• We will work hard to spend wisely and maintain our lean culture. We understand the importance of
continually reinforcing a cost-conscious culture, particularly in a business incurring net losses.

• We will balance our focus on growth with emphasis on long-term profitability and capital management.
At this stage, we choose to prioritize growth because we believe that scale is central to achieving the
potential of our business model.

• We will continue to focus on hiring and retaining versatile and talented employees, and continue to
weight their compensation to stock options rather than cash. We know our success will be largely
affected by our ability to attract and retain a motivated employee base, each of whom must think like,
and therefore must actually be, an owner.

We aren’t so bold as to claim that the above is the “right” investment philosophy, but it’s ours, and we
would be remiss if we weren’t clear in the approach we have taken and will continue to take.

With this foundation, we would like to turn to a review of our business focus, our progress in 1997, and our
outlook for the future.

Obsess Over Customers

From the beginning, our focus has been on offering our customers compelling value. We realized that the
Web was, and still is, the World Wide Wait. Therefore, we set out to offer customers something they simply
could not get any other way, and began serving them with books. We brought them much more selection than
was possible in a physical store (our store would now occupy 6 football fields), and presented it in a useful, easy-
to-search, and easy-to-browse format in a store open 365 days a year, 24 hours a day. We maintained a dogged
focus on improving the shopping experience, and in 1997 substantially enhanced our store. We now offer
customers gift certificates, 1-ClickSM shopping, and vastly more reviews, content, browsing options, and
recommendation features. We dramatically lowered prices, further increasing customer value. Word of mouth
remains the most powerful customer acquisition tool we have, and we are grateful for the trust our customers
have placed in us. Repeat purchases and word of mouth have combined to make Amazon.com the market leader
in online bookselling.

By many measures, Amazon.com came a long way in 1997:

• Sales grew from $15.7 million in 1996 to $147.8 million – an 838% increase.

• Cumulative customer accounts grew from 180,000 to 1,510,000 – a 738% increase.

• The percentage of orders from repeat customers grew from over 46% in the fourth quarter of 1996 to
over 58% in the same period in 1997.

• In terms of audience reach, per Media Metrix, our Web site went from a rank of 90th to within the top
20.

• We established long-term relationships with many important strategic partners, including America
Online, Yahoo!, Excite, Netscape, GeoCities, AltaVista, @Home, and Prodigy.



Infrastructure

During 1997, we worked hard to expand our business infrastructure to support these greatly increased
traffic, sales, and service levels:

• Amazon.com’s employee base grew from 158 to 614, and we significantly strengthened our
management team.

• Distribution center capacity grew from 50,000 to 285,000 square feet, including a 70% expansion of our
Seattle facilities and the launch of our second distribution center in Delaware in November.

• Inventories rose to over 200,000 titles at year-end, enabling us to improve availability for our customers.

• Our cash and investment balances at year-end were $125 million, thanks to our initial public offering in
May 1997 and our $75 million loan, affording us substantial strategic flexibility.

Our Employees

The past year’s success is the product of a talented, smart, hard-working group, and I take great pride in
being a part of this team. Setting the bar high in our approach to hiring has been, and will continue to be, the
single most important element of Amazon.com’s success.

It’s not easy to work here (when I interview people I tell them, “You can work long, hard, or smart, but at
Amazon.com you can’t choose two out of three”), but we are working to build something important, something
that matters to our customers, something that we can all tell our grandchildren about. Such things aren’t meant to
be easy. We are incredibly fortunate to have this group of dedicated employees whose sacrifices and passion
build Amazon.com.

Goals for 1998

We are still in the early stages of learning how to bring new value to our customers through Internet
commerce and merchandising. Our goal remains to continue to solidify and extend our brand and customer base.
This requires sustained investment in systems and infrastructure to support outstanding customer convenience,
selection, and service while we grow. We are planning to add music to our product offering, and over time we
believe that other products may be prudent investments. We also believe there are significant opportunities to
better serve our customers overseas, such as reducing delivery times and better tailoring the customer experience.
To be certain, a big part of the challenge for us will lie not in finding new ways to expand our business, but in
prioritizing our investments.

We now know vastly more about online commerce than when Amazon.com was founded, but we still have
so much to learn. Though we are optimistic, we must remain vigilant and maintain a sense of urgency. The
challenges and hurdles we will face to make our long-term vision for Amazon.com a reality are several:
aggressive, capable, well-funded competition; considerable growth challenges and execution risk; the risks of
product and geographic expansion; and the need for large continuing investments to meet an expanding market
opportunity. However, as we’ve long said, online bookselling, and online commerce in general, should prove to
be a very large market, and it’s likely that a number of companies will see significant benefit. We feel good about
what we’ve done, and even more excited about what we want to do.

1997 was indeed an incredible year. We at Amazon.com are grateful to our customers for their business and
trust, to each other for our hard work, and to our shareholders for their support and encouragement.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.
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AMAZON.COM, INC.

PART I

Item 1. Business

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-
looking statements based on expectations, estimates, and projections as of the date of this filing. Actual results
may differ materially from those expressed in forward-looking statements. See Item 1A of Part I—“Risk
Factors.”

Amazon.com, Inc. was incorporated in 1994 in the state of Washington and reincorporated in 1996 in the
state of Delaware. Our principal corporate offices are located in Seattle, Washington. We completed our initial
public offering in May 1997 and our common stock is listed on the Nasdaq Global Select Market under the
symbol “AMZN.”

As used herein, “Amazon.com,” “we,” “our,” and similar terms include Amazon.com, Inc. and its
subsidiaries, unless the context indicates otherwise.

General

Amazon.com opened its virtual doors on the World Wide Web in July 1995 and offers Earth’s Biggest
Selection. We seek to be Earth’s most customer-centric company for four primary customer sets: consumers,
sellers, enterprises, and content creators. In addition, we provide services, such as advertising services and co-
branded credit card agreements.

We have organized our operations into two principal segments: North America and International. See Item 8
of Part II, “Financial Statements and Supplementary Data—Note 12—Segment Information.” See Item 7 of
Part II, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations—Supplemental Information” for supplemental information about our net sales.

Consumers

We serve consumers through our retail websites, and focus on selection, price, and convenience. We design
our websites to enable millions of unique products to be sold by us and by third parties across dozens of product
categories. Customers access our websites directly and through our mobile websites and apps. We also
manufacture and sell Kindle devices. We strive to offer our customers the lowest prices possible through low
everyday product pricing and shipping offers, including through membership in Amazon Prime, and to improve
our operating efficiencies so that we can continue to lower prices for our customers. We also provide easy-to-use
functionality, fast and reliable fulfillment, and timely customer service.

We fulfill customer orders in a number of ways, including through the U.S. and international fulfillment
centers and warehouses that we operate, through co-sourced and outsourced arrangements in certain countries,
and through digital delivery. We operate customer service centers globally, which are supplemented by co-
sourced arrangements. See Item 2 of Part I, “Properties.”

Sellers

We offer programs that enable sellers to sell their products on our websites and their own branded websites
and to fulfill orders through us. We are not the seller of record in these transactions, but instead earn fixed fees,
revenue share fees, per-unit activity fees, or some combination thereof.
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Enterprises

We serve developers and enterprises of all sizes through Amazon Web Services (“AWS”), which provides
access to technology infrastructure that enables virtually any type of business.

Content Creators

We serve authors and independent publishers with Kindle Direct Publishing, an online platform that lets
independent authors and publishers choose a 70% royalty option and make their books available in the Kindle
Store, along with Amazon’s own publishing arm, Amazon Publishing. We also offer programs that allow authors,
musicians, filmmakers, app developers, and others to publish and sell content.

Competition

Our businesses are rapidly evolving and intensely competitive. Our current and potential competitors
include: (1) physical-world retailers, publishers, vendors, distributors, manufacturers, and producers of our
products; (2) other online e-commerce and mobile e-commerce sites, including sites that sell or distribute digital
content; (3) media companies, web portals, comparison shopping websites, and web search engines, either
directly or in collaboration with other retailers; (4) companies that provide e-commerce services, including
website development, fulfillment, customer service, and payment processing; (5) companies that provide
information storage or computing services or products, including infrastructure and other web services; and
(6) companies that design, manufacture, market, or sell consumer electronics, telecommunication, and media
devices. We believe that the principal competitive factors in our retail businesses include selection, price, and
convenience, including fast and reliable fulfillment. Additional competitive factors for our seller and enterprise
services include the quality, speed, and reliability of our services and tools. Many of our current and potential
competitors have greater resources, longer histories, more customers, and greater brand recognition. They may
secure better terms from suppliers, adopt more aggressive pricing, and devote more resources to technology,
infrastructure, fulfillment, and marketing. Other companies also may enter into business combinations or
alliances that strengthen their competitive positions.

Intellectual Property

We regard our trademarks, service marks, copyrights, patents, domain names, trade dress, trade secrets,
proprietary technologies, and similar intellectual property as critical to our success, and we rely on trademark,
copyright, and patent law, trade-secret protection, and confidentiality and/or license agreements with our
employees, customers, partners, and others to protect our proprietary rights. We have registered, or applied for
the registration of, a number of U.S. and international domain names, trademarks, service marks, and copyrights.
Additionally, we have filed U.S. and international patent applications covering certain of our proprietary
technology. We have licensed in the past, and expect that we may license in the future, certain of our proprietary
rights to third parties.

Seasonality

Our business is affected by seasonality, which historically has resulted in higher sales volume during our
fourth quarter, which ends December 31. We recognized 35%, 36%, and 38% of our annual revenue during the
fourth quarter of 2012, 2011, and 2010.

Employees

We employed approximately 88,400 full-time and part-time employees at December 31, 2012. However,
employment levels fluctuate due to seasonal factors affecting our business. Additionally, we utilize independent
contractors and temporary personnel to supplement our workforce, particularly on a seasonal basis. Although we
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have works councils and statutory employee representation obligations in certain countries, our employees are
not represented by a labor union except where required by law and we consider our employee relations to be
good. Competition for qualified personnel in our industry has historically been intense, particularly for software
engineers, computer scientists, and other technical staff.

Available Information

Our investor relations website is www.amazon.com/ir and we encourage investors to use it as a way of
easily finding information about us. We promptly make available on this website, free of charge, the reports that
we file or furnish with the Securities and Exchange Commission (“SEC”), corporate governance information
(including our Code of Business Conduct and Ethics), and select press releases and social media postings.

Executive Officers and Directors

The following tables set forth certain information regarding our Executive Officers and Directors as of
January 18, 2013:

Executive Officers

Name Age Position

Jeffrey P. Bezos . . . . . . . . . . . . 49 President, Chief Executive Officer, and Chairman of the Board
Jeffrey M. Blackburn . . . . . . . . 43 Senior Vice President, Business Development
Andrew R. Jassy . . . . . . . . . . . . 45 Senior Vice President, Web Services
Diego Piacentini . . . . . . . . . . . . 52 Senior Vice President, International Consumer Business
Shelley L. Reynolds . . . . . . . . . 48 Vice President, Worldwide Controller, and Principal Accounting Officer
Thomas J. Szkutak . . . . . . . . . . 52 Senior Vice President and Chief Financial Officer
H. Brian Valentine . . . . . . . . . . 53 Senior Vice President, Ecommerce Platform
Jeffrey A. Wilke . . . . . . . . . . . . 46 Senior Vice President, Consumer Business
David A. Zapolsky . . . . . . . . . . 49 Vice President, General Counsel, and Secretary

Jeffrey P. Bezos. Mr. Bezos has been Chairman of the Board of Amazon.com since founding it in 1994 and
Chief Executive Officer since May 1996. Mr. Bezos served as President of the Company from founding until
June 1999 and again from October 2000 to the present.

Jeffrey M. Blackburn. Mr. Blackburn has served as Senior Vice President, Business Development, since
April 2006.

Andrew R. Jassy. Mr. Jassy has served as Senior Vice President, Web Services, since April 2006.

Diego Piacentini. Mr. Piacentini has served as Senior Vice President, International Consumer Business,
since February 2012, and as Senior Vice President, International Retail, from January 2007 until February 2012.

Shelley L. Reynolds. Ms. Reynolds has served as Vice President, Worldwide Controller, and Principal
Accounting Officer since April 2007.

Thomas J. Szkutak. Mr. Szkutak has served as Senior Vice President and Chief Financial Officer since
joining Amazon.com in October 2002.

H. Brian Valentine. Mr. Valentine has served as Senior Vice President, Ecommerce Platform, since joining
Amazon.com in September 2006.

Jeffrey A. Wilke. Mr. Wilke has served as Senior Vice President, Consumer Business, since February 2012,
and as Senior Vice President, North America Retail, from January 2007 until February 2012.
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David A. Zapolsky. Mr. Zapolsky has served as Vice President, General Counsel, and Secretary since
September 2012, and as Vice President and Associate General Counsel for Litigation and Regulatory matters
from April 2002 until September 2012.

Board of Directors

Name Age Position

Jeffrey P. Bezos 49 President, Chief Executive Officer, and Chairman of the Board
Tom A. Alberg 72 Managing Director, Madrona Venture Group
John Seely Brown 72 Visiting Scholar and Advisor to the Provost, University of Southern

California
William B. Gordon 62 Partner, Kleiner Perkins Caufield & Byers
Jamie S. Gorelick 62 Partner, Wilmer Cutler Pickering Hale and Dorr LLP
Alain Monié 62 President and Chief Executive Officer, Ingram Micro Inc.
Jonathan J. Rubinstein 56 Former Chairman and CEO, Palm, Inc.
Thomas O. Ryder 68 Retired, Former Chairman, Reader’s Digest Association, Inc.
Patricia Q. Stonesifer 56 Vice Chair, Board of Regents, Smithsonian Institution

Item 1A. Risk Factors

Please carefully consider the following risk factors. If any of the following risks occur, our business,
financial condition, operating results, and cash flows could be materially adversely affected. In addition, the
current global economic climate amplifies many of these risks.

We Face Intense Competition

Our businesses are rapidly evolving and intensely competitive, and we have many competitors in different
industries, including retail, e-commerce services, digital content and digital media devices, and web services.
Many of our current and potential competitors have greater resources, longer histories, more customers, and
greater brand recognition. They may secure better terms from vendors, adopt more aggressive pricing and devote
more resources to technology, infrastructure, fulfillment, and marketing.

Competition may intensify as our competitors enter into business combinations or alliances and established
companies in other market segments expand into our market segments. In addition, new and enhanced
technologies, including search, web services, and digital, may increase our competition. The Internet facilitates
competitive entry and comparison shopping, and increased competition may reduce our sales and profits.

Our Expansion Places a Significant Strain on our Management, Operational, Financial and Other
Resources

We are rapidly and significantly expanding our global operations, including increasing our product and
service offerings and scaling our infrastructure to support our retail and services businesses. This expansion
increases the complexity of our business and places significant strain on our management, personnel, operations,
systems, technical performance, financial resources, and internal financial control and reporting functions. We
may not be able to manage growth effectively, which could damage our reputation, limit our growth and
negatively affect our operating results.

Our Expansion into New Products, Services, Technologies and Geographic Regions Subjects Us to
Additional Business, Legal, Financial and Competitive Risks

We may have limited or no experience in our newer market segments, and our customers may not adopt our
new offerings. These offerings may present new and difficult technology challenges, and we may be subject to
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claims if customers of these offerings experience service disruptions or failures or other quality issues. In
addition, profitability, if any, in our newer activities may be lower than in our older activities, and we may not be
successful enough in these newer activities to recoup our investments in them. If any of this were to occur, it
could damage our reputation, limit our growth and negatively affect our operating results.

We May Experience Significant Fluctuations in Our Operating Results and Growth Rate

We may not be able to accurately forecast our growth rate. We base our expense levels and investment plans
on sales estimates. A significant portion of our expenses and investments is fixed, and we may not be able to
adjust our spending quickly enough if our sales are less than expected.

Our revenue growth may not be sustainable, and our percentage growth rates may decrease. Our revenue
and operating profit growth depends on the continued growth of demand for the products and services offered by
us or our sellers, and our business is affected by general economic and business conditions worldwide. A
softening of demand, whether caused by changes in customer preferences or a weakening of the U.S. or global
economies, may result in decreased revenue or growth.

Our sales and operating results will also fluctuate for many other reasons, including due to risks described
elsewhere in this section and the following:

• our ability to retain and increase sales to existing customers, attract new customers, and satisfy our
customers’ demands;

• our ability to retain and expand our network of sellers;

• our ability to offer products on favorable terms, manage inventory, and fulfill orders;

• the introduction of competitive websites, products, services, price decreases, or improvements;

• changes in usage or adoption rates of the Internet, e-commerce, digital media devices and web services,
including outside the U.S.;

• timing, effectiveness, and costs of expansion and upgrades of our systems and infrastructure;

• the success of our geographic, service, and product line expansions;

• the outcomes of legal proceedings and claims;

• variations in the mix of products and services we sell;

• variations in our level of merchandise and vendor returns;

• the extent to which we offer free shipping, continue to reduce product prices worldwide, and provide
additional benefits to our customers;

• the extent to which we invest in technology and content, fulfillment and other expense categories;

• increases in the prices of fuel and gasoline, as well as increases in the prices of other energy products
and commodities like paper and packing supplies;

• the extent to which our equity-method investees record significant operating and non-operating items;

• the extent to which operators of the networks between our customers and our websites successfully
charge fees to grant our customers unimpaired and unconstrained access to our online services;

• our ability to collect amounts owed to us when they become due;

• the extent to which use of our services is affected by spyware, viruses, phishing and other spam emails,
denial of service attacks, data theft, computer intrusions, outages, and similar events; and

• terrorist attacks and armed hostilities.
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We May Not Be Successful in Our Efforts to Expand into International Market Segments

Our international activities are significant to our revenues and profits, and we plan to further expand
internationally. In certain international market segments, we have relatively little operating experience and may
not benefit from any first-to-market advantages or otherwise succeed. It is costly to establish, develop and
maintain international operations and websites and promote our brand internationally. Our international
operations may not be profitable on a sustained basis.

In addition to risks described elsewhere in this section, our international sales and operations are subject to a
number of risks, including:

• local economic and political conditions;

• government regulation of e-commerce, other online services and electronic devices, and competition,
and restrictive governmental actions (such as trade protection measures, including export duties and
quotas and custom duties and tariffs), nationalization and restrictions on foreign ownership;

• restrictions on sales or distribution of certain products or services and uncertainty regarding liability for
products, services and content, including uncertainty as a result of less Internet-friendly legal systems,
local laws, lack of legal precedent, and varying rules, regulations, and practices regarding the physical
and digital distribution of media products and enforcement of intellectual property rights;

• business licensing or certification requirements, such as for imports, exports and electronic devices;

• limitations on the repatriation and investment of funds and foreign currency exchange restrictions;

• limited fulfillment and technology infrastructure;

• shorter payable and longer receivable cycles and the resultant negative impact on cash flow;

• laws and regulations regarding consumer and data protection, privacy, network security, encryption,
payments, and restrictions on pricing or discounts;

• lower levels of use of the Internet;

• lower levels of consumer spending and fewer opportunities for growth compared to the U.S.;

• lower levels of credit card usage and increased payment risk;

• difficulty in staffing, developing and managing foreign operations as a result of distance, language and
cultural differences;

• different employee/employer relationships and the existence of works councils and labor unions;

• laws and policies of the U.S. and other jurisdictions affecting trade, foreign investment, loans and
taxes; and

• geopolitical events, including war and terrorism.

As international e-commerce and other online services grow, competition will intensify. Local companies
may have a substantial competitive advantage because of their greater understanding of, and focus on, the local
customer, as well as their more established local brand names. We may not be able to hire, train, retain, and
manage required personnel, which may limit our international growth.

The People’s Republic of China (“PRC”) regulates Amazon’s and its affiliates’ businesses and operations in
the PRC through regulations and license requirements restricting (i) foreign investment in the Internet, IT
infrastructure, retail, delivery, and other sectors, (ii) Internet content and (iii) the sale of media and other
products. For example, in order to meet local ownership and regulatory licensing requirements, www.amazon.cn
is operated by PRC companies that are indirectly owned, either wholly or partially, by PRC nationals. Although
we believe these structures comply with existing PRC laws, they involve unique risks. There are substantial
uncertainties regarding the interpretation of PRC laws and regulations, and it is possible that the PRC
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government will ultimately take a view contrary to ours. If our Chinese business interests were found to be in
violation of any existing or future PRC laws or regulations or if interpretations of those laws and regulations
were to change, the business could be subject to fines and other financial penalties, have licenses revoked or be
forced to shut down entirely. In addition, the Chinese businesses and operations may be unable to continue to
operate if we or our affiliates are unable to enforce contractual relationships with respect to management and
control of such businesses.

If We Do Not Successfully Optimize and Operate Our Fulfillment Centers, Our Business Could Be Harmed

If we do not adequately predict customer demand or otherwise optimize and operate our fulfillment centers
successfully, it could result in excess or insufficient inventory or fulfillment capacity, result in increased costs,
impairment charges, or both, or harm our business in other ways. A failure to optimize inventory will increase
our net shipping cost by requiring long-zone or partial shipments. Orders from several of our websites are
fulfilled primarily from a single location, and we have only a limited ability to reroute orders to third parties for
drop-shipping. We and our co-sourcers may be unable to adequately staff our fulfillment and customer service
centers. As we continue to add fulfillment and warehouse capability or add new businesses with different
fulfillment requirements, our fulfillment network becomes increasingly complex and operating it becomes more
challenging. If the other businesses on whose behalf we perform inventory fulfillment services deliver product to
our fulfillment centers in excess of forecasts, we may be unable to secure sufficient storage space and may be
unable to optimize our fulfillment centers. There can be no assurance that we will be able to operate our network
effectively.

We rely on a limited number of shipping companies to deliver inventory to us and completed orders to our
customers. If we are not able to negotiate acceptable terms with these companies or they experience performance
problems or other difficulties, it could negatively impact our operating results and customer experience. In
addition, our ability to receive inbound inventory efficiently and ship completed orders to customers also may be
negatively affected by inclement weather, fire, flood, power loss, earthquakes, labor disputes, acts of war or
terrorism, acts of God and similar factors.

Third parties either drop-ship or otherwise fulfill an increasing portion of our customers’ orders, and we are
increasingly reliant on the reliability, quality and future procurement of their services. Under some of our
commercial agreements, we maintain the inventory of other companies, thereby increasing the complexity of
tracking inventory and operating our fulfillment centers. Our failure to properly handle such inventory or the
inability of these other companies to accurately forecast product demand would result in unexpected costs and
other harm to our business and reputation.

The Seasonality of Our Business Places Increased Strain on Our Operations

We expect a disproportionate amount of our net sales to occur during our fourth quarter. If we do not stock
or restock popular products in sufficient amounts such that we fail to meet customer demand, it could
significantly affect our revenue and our future growth. If we overstock products, we may be required to take
significant inventory markdowns or write-offs, which could reduce profitability. We may experience an increase
in our net shipping cost due to complimentary upgrades, split-shipments, and additional long-zone shipments
necessary to ensure timely delivery for the holiday season. If too many customers access our websites within a
short period of time due to increased holiday demand, we may experience system interruptions that make our
websites unavailable or prevent us from efficiently fulfilling orders, which may reduce the volume of goods we
sell and the attractiveness of our products and services. In addition, we may be unable to adequately staff our
fulfillment and customer service centers during these peak periods and delivery and other fulfillment companies
and customer service co-sourcers may be unable to meet the seasonal demand. We also face risks described
elsewhere in this Item 1A relating to fulfillment center optimization and inventory.

We generally have payment terms with our vendors that extend beyond the amount of time necessary to
collect proceeds from our customers. As a result of holiday sales, at December 31 of each year, our cash, cash

8



equivalents, and marketable securities balances typically reach their highest level (other than as a result of cash
flows provided by or used in investing and financing activities). This operating cycle results in a corresponding
increase in accounts payable at December 31. Our accounts payable balance generally declines during the first
three months of the year, resulting in a corresponding decline in our cash, cash equivalents, and marketable
securities balances.

Our Business Could Suffer if We Are Unsuccessful in Making, Integrating, and Maintaining Commercial
Agreements, Strategic Alliances, and Other Business Relationships

We provide e-commerce services to other businesses through our seller programs and other commercial
agreements, strategic alliances and business relationships. Under these agreements, we provide technology,
fulfillment and other services, as well as enable sellers to offer products or services through our websites and
power their websites. These arrangements are complex and require substantial personnel and resource
commitments by us, which may limit the agreements we are able to enter into and our ability to integrate and
deliver services under them. If we fail to implement, maintain, and develop the components of these commercial
relationships, which may include fulfillment, customer service, inventory management, tax collection, payment
processing, licensing of third-party software, hardware, and content, and engaging third parties to perform
hosting and other services, these initiatives may not be viable. The amount of compensation we receive under
certain of these agreements is partially dependent on the volume of the other company’s sales. Therefore, if the
other company’s offering is not successful, the compensation we receive may be lower than expected or the
agreement may be terminated. Moreover, we may not be able to enter into additional commercial relationships
and strategic alliances on favorable terms. We also may be subject to claims from businesses to which we
provide these services if we are unsuccessful in implementing, maintaining or developing these services.

As our agreements terminate, we may be unable to renew or replace these agreements on comparable terms,
or at all. We may in the future enter into amendments on less favorable terms or encounter parties that have
difficulty meeting their contractual obligations to us, which could adversely affect our operating results.

Our present and future e-commerce services agreements, other commercial agreements, and strategic
alliances create additional risks such as:

• disruption of our ongoing business, including loss of management focus on existing businesses;

• impairment of other relationships;

• variability in revenue and income from entering into, amending, or terminating such agreements or
relationships; and

• difficulty integrating under the commercial agreements.

Our Business Could Suffer if We Are Unsuccessful in Making, Integrating, and Maintaining Acquisitions
and Investments

We have acquired and invested in a number of companies, and we may acquire or invest in or enter into
joint ventures with additional companies. These transactions create risks such as:

• disruption of our ongoing business, including loss of management focus on existing businesses;

• problems retaining key personnel;

• additional operating losses and expenses of the businesses we acquired or in which we invested;

• the potential impairment of tangible assets, such as inventory, and intangible assets and goodwill
acquired in the acquisitions;

• the potential impairment of customer and other relationships of the company we acquired or in which
we invested or our own customers as a result of any integration of operations;

9



• the difficulty of incorporating acquired technology and rights into our offerings and unanticipated
expenses related to such integration;

• the difficulty of integrating a new company’s accounting, financial reporting, management, information
and information security, human resource and other administrative systems to permit effective
management, and the lack of control if such integration is delayed or not implemented;

• for investments in which an investee’s financial performance is incorporated into our financial results,
either in full or in part, the dependence on the investee’s accounting, financial reporting and similar
systems, controls and processes;

• the difficulty of implementing at companies we acquire the controls, procedures and policies
appropriate for a larger public company;

• potential unknown liabilities associated with a company we acquire or in which we invest; and

• for foreign transactions, additional risks related to the integration of operations across different cultures
and languages, and the economic, political, and regulatory risks associated with specific countries.

As a result of future acquisitions or mergers, we might need to issue additional equity securities, spend our
cash, or incur debt, contingent liabilities, or amortization expenses related to intangible assets, any of which
could reduce our profitability and harm our business. In addition, valuations supporting our acquisitions and
strategic investments could change rapidly given the current global economic climate. We could determine that
such valuations have experienced impairments or other-than-temporary declines in fair value which could
adversely impact our financial results.

We Have Foreign Exchange Risk

The results of operations of, and certain of our intercompany balances associated with, our international
websites are exposed to foreign exchange rate fluctuations. Upon translation, operating results may differ
materially from expectations, and we may record significant gains or losses on the remeasurement of
intercompany balances. As we have expanded our international operations, our exposure to exchange rate
fluctuations has increased. We also hold cash equivalents and/or marketable securities primarily in Euros,
Japanese Yen, British Pounds, and Chinese Yuan. If the U.S. Dollar strengthens compared to these currencies,
cash equivalents, and marketable securities balances, when translated, may be materially less than expected and
vice versa.

The Loss of Key Senior Management Personnel Could Negatively Affect Our Business

We depend on our senior management and other key personnel, particularly Jeffrey P. Bezos, our President,
CEO, and Chairman. We do not have “key person” life insurance policies. The loss of any of our executive
officers or other key employees could harm our business.

We Could Be Harmed by Data Loss or Other Security Breaches

As a result of our services being web-based and the fact that we process, store and transmit large amounts of
data, including personal information, for our customers, failure to prevent or mitigate data loss or other security
breaches, including breaches of our vendors’ technology and systems, could expose us or our customers to a risk of
loss or misuse of such information, adversely affect our operating results, result in litigation or potential liability for
us and otherwise harm our business. We use third party technology and systems for a variety of reasons, including,
without limitation, encryption and authentication technology, employee email, content delivery to customers, back-
office support and other functions. Some subsidiaries had past security breaches, and, although they did not have a
material adverse effect on our operating results, there can be no assurance of a similar result in the future. Although
we have developed systems and processes that are designed to protect customer information and prevent data loss
and other security breaches, including systems and processes designed to reduce the impact of a security breach at a
third party vendor, such measures cannot provide absolute security.
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We Face Risks Related to System Interruption and Lack of Redundancy

We experience occasional system interruptions and delays that make our websites and services unavailable
or slow to respond and prevent us from efficiently fulfilling orders or providing services to third parties, which
may reduce our net sales and the attractiveness of our products and services. If we are unable to continually add
software and hardware, effectively upgrade our systems and network infrastructure and take other steps to
improve the efficiency of our systems, it could cause system interruptions or delays and adversely affect our
operating results.

Our computer and communications systems and operations could be damaged or interrupted by fire, flood,
power loss, telecommunications failure, earthquakes, acts of war or terrorism, acts of God, computer viruses,
physical or electronic break-ins, and similar events or disruptions. Any of these events could cause system
interruption, delays, and loss of critical data, and could prevent us from accepting and fulfilling customer orders
and providing services, which could make our product and service offerings less attractive and subject us to
liability. Our systems are not fully redundant and our disaster recovery planning may not be sufficient. In
addition, we may have inadequate insurance coverage to compensate for any related losses. Any of these events
could damage our reputation and be expensive to remedy.

We Face Significant Inventory Risk

In addition to risks described elsewhere in this Item 1A relating to fulfillment center and inventory
optimization by us and third parties, we are exposed to significant inventory risks that may adversely affect our
operating results as a result of seasonality, new product launches, rapid changes in product cycles and pricing,
defective merchandise, changes in consumer demand and consumer spending patterns, changes in consumer
tastes with respect to our products and other factors. We endeavor to accurately predict these trends and avoid
overstocking or understocking products we manufacture and/or sell. Demand for products, however, can change
significantly between the time inventory or components are ordered and the date of sale. In addition, when we
begin selling or manufacturing a new product, it may be difficult to establish vendor relationships, determine
appropriate product or component selection, and accurately forecast demand. The acquisition of certain types of
inventory or components may require significant lead-time and prepayment and they may not be returnable. We
carry a broad selection and significant inventory levels of certain products, such as consumer electronics, and we
may be unable to sell products in sufficient quantities or during the relevant selling seasons. Any one of the
inventory risk factors set forth above may adversely affect our operating results.

We May Not Be Able to Adequately Protect Our Intellectual Property Rights or May Be Accused of
Infringing Intellectual Property Rights of Third Parties

We regard our trademarks, service marks, copyrights, patents, trade dress, trade secrets, proprietary
technology, and similar intellectual property as critical to our success, and we rely on trademark, copyright, and
patent law, trade secret protection, and confidentiality and/or license agreements with our employees, customers,
and others to protect our proprietary rights. Effective intellectual property protection may not be available in
every country in which our products and services are made available. We also may not be able to acquire or
maintain appropriate domain names in all countries in which we do business. Furthermore, regulations governing
domain names may not protect our trademarks and similar proprietary rights. We may be unable to prevent third
parties from acquiring domain names that are similar to, infringe upon, or diminish the value of our trademarks
and other proprietary rights.

We may not be able to discover or determine the extent of any unauthorized use of our proprietary rights.
Third parties that license our proprietary rights also may take actions that diminish the value of our proprietary
rights or reputation. The protection of our intellectual property may require the expenditure of significant
financial and managerial resources. Moreover, the steps we take to protect our intellectual property may not
adequately protect our rights or prevent third parties from infringing or misappropriating our proprietary rights.
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We also cannot be certain that others will not independently develop or otherwise acquire equivalent or superior
technology or other intellectual property rights.

Other parties also may claim that we infringe their proprietary rights. We have been subject to, and expect to
continue to be subject to, claims and legal proceedings regarding alleged infringement by us of the intellectual
property rights of third parties. Such claims, whether or not meritorious, may result in the expenditure of
significant financial and managerial resources, injunctions against us or the payment of damages. We may need
to obtain licenses from third parties who allege that we have infringed their rights, but such licenses may not be
available on terms acceptable to us or at all. In addition, we may not be able to obtain or utilize on terms that are
favorable to us, or at all, licenses or other rights with respect to intellectual property we do not own. These risks
have been amplified by the increase in third parties whose sole or primary business is to assert such claims.

Our digital content offerings depend in part on effective digital rights management technology to control
access to digital content. If the digital rights management technology that we use is compromised or otherwise
malfunctions, we could be subject to claims, and content providers may be unwilling to include their content in
our service.

We Have a Rapidly Evolving Business Model and Our Stock Price Is Highly Volatile

We have a rapidly evolving business model. The trading price of our common stock fluctuates significantly
in response to, among other risks, the risks described elsewhere in this Item 1A, as well as:

• changes in interest rates;

• conditions or trends in the Internet and the e-commerce industry;

• quarterly variations in operating results;

• fluctuations in the stock market in general and market prices for Internet-related companies in
particular;

• changes in financial estimates by us or securities analysts and recommendations by securities analysts;

• changes in our capital structure, including issuance of additional debt or equity to the public;

• changes in the valuation methodology of, or performance by, other e-commerce or technology
companies; and

• transactions in our common stock by major investors and certain analyst reports, news, and speculation.

Volatility in our stock price could adversely affect our business and financing opportunities and force us to
increase our cash compensation to employees or grant larger stock awards than we have historically, which could
hurt our operating results or reduce the percentage ownership of our existing stockholders, or both.

Government Regulation Is Evolving and Unfavorable Changes Could Harm Our Business

We are subject to general business regulations and laws, as well as regulations and laws specifically
governing the Internet, e-commerce, and electronic devices. Existing and future laws and regulations may
impede our growth. These regulations and laws may cover taxation, privacy, data protection, pricing, content,
copyrights, distribution, mobile communications, electronic device certification, electronic waste, electronic
contracts and other communications, competition, consumer protection, web services, the provision of online
payment services, unencumbered Internet access to our services, the design and operation of websites, and the
characteristics and quality of products and services. It is not clear how existing laws governing issues such as
property ownership, libel, and personal privacy apply to the Internet, e-commerce, digital content and web
services. Jurisdictions may regulate consumer-to-consumer online businesses, including certain aspects of our
seller programs. Unfavorable regulations and laws could diminish the demand for our products and services and
increase our cost of doing business.
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We Do Not Collect Sales or Consumption Taxes in Some Jurisdictions

U.S. Supreme Court decisions restrict the imposition of obligations to collect state and local sales taxes with
respect to remote sales. However, an increasing number of states have considered or adopted laws that attempt to
impose obligations on out-of-state retailers to collect taxes on their behalf. We support a Federal law that would
allow states to require sales tax collection under a nationwide system. More than half of our revenue is already
earned in jurisdictions where we collect sales tax or its equivalent. A successful assertion by one or more states
or foreign countries requiring us to collect taxes where we do not do so could result in substantial tax liabilities,
including for past sales, as well as penalties and interest.

We Could be Subject to Additional Income Tax Liabilities

We are subject to income taxes in the United States and numerous foreign jurisdictions. Significant
judgment is required in evaluating and estimating our provision and accruals for these taxes. During the ordinary
course of business, there are many transactions for which the ultimate tax determination is uncertain. Our
effective tax rates could be adversely affected by earnings being lower than anticipated in countries where we
have lower statutory rates and higher than anticipated in countries where we have higher statutory rates, by losses
incurred in jurisdictions for which we are not able to realize the related tax benefit, by changes in foreign
currency exchange rates, by entry into new businesses and geographies and changes to our existing businesses,
by acquisitions (including integrations) and investments, by changes in the valuation of our deferred tax assets
and liabilities, or by changes in the relevant tax, accounting and other laws, regulations, administrative practices,
principles, and interpretations, with a number of countries actively considering changes in this regard. In
addition, we are subject to audit in various jurisdictions, and such jurisdictions may assess additional income tax
liabilities against us. Although we believe our tax estimates are reasonable, the final outcome of tax audits and
any related litigation could be materially different from our historical income tax provisions and accruals.
Developments in an audit or litigation could have a material effect on our operating results or cash flows in the
period or periods for which that development occurs, as well as for prior and subsequent periods.

Our Supplier Relationships Subject Us to a Number of Risks

We have significant suppliers, including licensors, and in some cases, limited or single-sources of supply,
that are important to our sourcing, services, manufacturing, and any related ongoing servicing of merchandise
and content. We do not have long-term arrangements with most of our suppliers to guarantee availability of
merchandise, content, components or services, particular payment terms, or the extension of credit limits. If our
current suppliers were to stop selling or licensing merchandise, content, components or services to us on
acceptable terms, or delay delivery, including as a result of one or more supplier bankruptcies due to poor
economic conditions, as a result of natural disasters or for other reasons, we may be unable to procure
alternatives from other suppliers in a timely and efficient manner and on acceptable terms, or at all.

We May be Subject to Risks Related to Government Contracts and Related Procurement Regulations

Our contracts with U.S., as well as state, local and foreign, government entities are subject to various
procurement regulations and other requirements relating to their formation, administration and performance. We
may be subject to audits and investigations relating to our government contracts and any violations could result
in various civil and criminal penalties and administrative sanctions, including termination of contract, refunding
or suspending of payments, forfeiture of profits, payment of fines and suspension or debarment from future
government business. In addition, such contracts may provide for termination by the government at any time,
without cause.

We May Be Subject to Product Liability Claims if People or Property Are Harmed by the Products We Sell

Some of the products we sell or manufacture may expose us to product liability claims relating to personal
injury, death, or environmental or property damage, and may require product recalls or other actions. Certain
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third parties also sell products using our e-commerce platform that may increase our exposure to product liability
claims, such as if these sellers do not have sufficient protection from such claims. Although we maintain liability
insurance, we cannot be certain that our coverage will be adequate for liabilities actually incurred or that
insurance will continue to be available to us on economically reasonable terms, or at all. In addition, some of our
agreements with our vendors and sellers do not indemnify us from product liability.

We Are Subject to Payments-Related Risks

We accept payments using a variety of methods, including credit card, debit card, credit accounts (including
promotional financing), gift certificates, direct debit from a customer’s bank account, consumer invoicing,
physical bank check and payment upon delivery. As we offer new payment options to our customers, we may be
subject to additional regulations, compliance requirements, and fraud. For certain payment methods, including
credit and debit cards, we pay interchange and other fees, which may increase over time and raise our operating
costs and lower profitability. We rely on third parties to provide payment processing services, including the
processing of credit cards, debit cards, electronic checks, and promotional financing, and it could disrupt our
business if these companies become unwilling or unable to provide these services to us. We are also subject to
payment card association operating rules, including data security rules, certification requirements and rules
governing electronic funds transfers, which could change or be reinterpreted to make it difficult or impossible for
us to comply. If we fail to comply with these rules or requirements, or if our data security systems are breached
or compromised, we may be liable for card issuing banks’ costs, subject to fines and higher transaction fees and
lose our ability to accept credit and debit card payments from our customers, process electronic funds transfers,
or facilitate other types of online payments, and our business and operating results could be adversely affected.
We also offer co-branded credit card programs that represent a significant component of our services revenue. If
one or more of these agreements are terminated and we are unable to replace them on similar terms, or at all, it
could adversely affect our operating results.

In addition, we qualify as a money services business in certain jurisdictions because we enable customers to
keep account balances with us and transfer money to third parties, and because we provide services to third
parties to facilitate payments on their behalf. In these jurisdictions, we may be subject to requirements for
licensing, regulatory inspection, bonding, the handling of transferred funds and consumer disclosures. We are
also subject to or voluntarily comply with a number of other laws and regulations relating to payments, money
laundering, international money transfers, privacy and information security and electronic fund transfers. If we
were found to be in violation of applicable laws or regulations, we could be subject to additional requirements,
such as maintaining capital and segregating funds, and civil and criminal penalties, or forced to cease providing
certain services.

We Could Be Liable for Fraudulent or Unlawful Activities of Sellers

The law relating to the liability of providers of online payment services is currently unsettled. In addition,
governmental agencies could require changes in the way this business is conducted. Under our seller programs,
we may be unable to prevent sellers from collecting payments, fraudulently or otherwise, when buyers never
receive the products they ordered or when the products received are materially different from the sellers’
descriptions. Under our A2Z Guarantee, we reimburse buyers for payments up to certain limits in these
situations, and as our marketplace seller sales grow, the cost of this program will increase and could negatively
affect our operating results. We also may be unable to prevent sellers on our sites or through other seller sites
from selling unlawful goods, from selling goods in an unlawful manner, or violating the proprietary rights of
others, and could face civil or criminal liability for unlawful activities by our sellers.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

As of December 31, 2012, we operated the following facilities (in thousands):

Description of Use
Square

Footage (1) Location
Lease

Expirations (1)

Owned office space 1,802 North America

Leased office space 3,236 North America
From 2013
through 2027

Leased office space 1,660 International
From 2013
through 2021

Sub-total 6,698

Owned fulfillment, datacenters, and other 339 North America

Leased fulfillment, datacenters, and other 35,261 North America
From 2013
through 2027

Owned fulfillment, datacenters, and other 22 International

Leased fulfillment, datacenters, and other 30,761 International
From 2013
through 2031

Sub-total 66,383

Total 73,081

(1) For leased properties, represents the total leased space excluding sub-leased space.

We own and lease our corporate headquarters in Seattle, Washington. Additionally, we own and lease
corporate office, fulfillment and warehouse operations, data center, customer service, and other facilities,
principally in North America, Europe, and Asia.

Item 3. Legal Proceedings

See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 8—Commitments and
Contingencies—Legal Proceedings.”

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for the Registrant’s Common Stock, Related Shareholder Matters and Issuer Purchases of
Equity Securities

Market Information

Our common stock is traded on the Nasdaq Global Select Market under the symbol “AMZN.” The
following table sets forth the high and low per share sale prices for our common stock for the periods indicated,
as reported by the Nasdaq Global Select Market.

High Low

Year ended December 31, 2011
First Quarter $191.60 $160.59
Second Quarter 206.39 175.37
Third Quarter 244.00 177.10
Fourth Quarter 246.71 166.97

Year ended December 31, 2012
First Quarter $209.85 $172.00
Second Quarter 233.84 183.65
Third Quarter 264.11 212.61
Fourth Quarter 263.11 218.18

Holders

As of January 18, 2013, there were 3,075 shareholders of record of our common stock, although there are a
much larger number of beneficial owners.

Dividends

We have never declared or paid cash dividends on our common stock. See Item 7 of Part II, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources.”

Recent Sales of Unregistered Securities

None.

Issuer Purchases of Equity Securities

None.

16



Item 6. Selected Consolidated Financial Data

The following selected consolidated financial data should be read in conjunction with the consolidated
financial statements and the notes thereto in Item 8 of Part II, “Financial Statements and Supplementary Data,”
and the information contained in Item 7 of Part II, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.” Historical results are not necessarily indicative of future results.

Year Ended December 31,

2012 2011 2010 2009 2008

(in millions, except per share data)

Statements of Operations:
Net sales $61,093 $48,077 $34,204 $24,509 $19,166
Income from operations 676 862 1,406 1,129 842
Net income (loss) (39) 631 1,152 902 645
Basic earnings per share (1) $ (0.09) $ 1.39 $ 2.58 $ 2.08 $ 1.52
Diluted earnings per share (1) $ (0.09) $ 1.37 $ 2.53 $ 2.04 $ 1.49
Weighted average shares used in computation of earnings

per share:
Basic 453 453 447 433 423
Diluted 453 461 456 442 432
Statements of Cash Flows:
Net cash provided by operating activities $ 4,180 $ 3,903 $ 3,495 $ 3,293 $ 1,697
Purchases of property and equipment, including internal-use

software and website development (3,785) (1,811) (979) (373) (333)

Free cash flow (2) $ 395 $ 2,092 $ 2,516 $ 2,920 $ 1,364

December 31,

2012 2011 2010 2009 2008

(in millions)

Balance Sheets:
Total assets $32,555 $25,278 $18,797 $13,813 $ 8,314
Total long-term obligations 5,361 2,625 1,561 1,192 896

(1) For further discussion of earnings per share, see Item 8 of Part II, “Financial Statements and Supplementary
Data—Note 1—Description of Business and Accounting Policies.”

(2) Free cash flow, a non-GAAP financial measure, is defined as net cash provided by operating activities less
purchases of property and equipment, including capitalized internal-use software and website development,
both of which are presented on our consolidated statements of cash flows. See Item 7 of Part II,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations—Non-GAAP Financial Measures.”
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

This Annual Report on Form 10-K includes forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. All statements other than statements of historical fact, including
statements regarding guidance, industry prospects, or future results of operations or financial position, made in
this Annual Report on Form 10-K are forward-looking. We use words such as anticipates, believes, expects,
future, intends, and similar expressions to identify forward-looking statements. Forward-looking statements
reflect management’s current expectations and are inherently uncertain. Actual results could differ materially for
a variety of reasons, including, among others, fluctuations in foreign exchange rates, changes in global economic
conditions and consumer spending, world events, the rate of growth of the Internet and online commerce, the
amount that Amazon.com invests in new business opportunities and the timing of those investments, the mix of
products sold to customers, the mix of net sales derived from products as compared with services, the extent to
which we owe income taxes, competition, management of growth, potential fluctuations in operating results,
international growth and expansion, the outcomes of legal proceedings and claims, fulfillment and data center
optimization, risks of inventory management, seasonality, the degree to which the Company enters into,
maintains, and develops commercial agreements, acquisitions, and strategic transactions, payments risks, and
risks of fulfillment throughput and productivity. In addition, the current global economic climate amplifies many
of these risks. These risks and uncertainties, as well as other risks and uncertainties that could cause our actual
results to differ significantly from management’s expectations, are described in greater detail in Item 1A of
Part I, “Risk Factors.”

Overview

Our primary source of revenue is the sale of a wide range of products and services to customers. The
products offered on our consumer-facing websites primarily include merchandise and content we have purchased
for resale from vendors and those offered by third-party sellers, and we also manufacture and sell Kindle devices.
Generally, we recognize gross revenue from items we sell from our inventory as product sales and recognize our
net share of revenue of items sold by other sellers as services sales. We also offer other services such as AWS,
fulfillment, publishing, digital content subscriptions, advertising, and co-branded credit cards.

Our financial focus is on long-term, sustainable growth in free cash flow1 per share. Free cash flow is
driven primarily by increasing operating income and efficiently managing working capital2 and capital
expenditures. Increases in operating income primarily result from increases in sales of products and services and
efficiently managing our operating costs, partially offset by investments we make in longer-term strategic
initiatives. To increase sales of products and services, we focus on improving all aspects of the customer
experience, including lowering prices, improving availability, offering faster delivery and performance times,
increasing selection, increasing product categories and service offerings, expanding product information,
improving ease of use, improving reliability, and earning customer trust. We also seek to efficiently manage
shareholder dilution while maintaining the flexibility to issue shares for strategic purposes, such as financings,
acquisitions, and aligning employee compensation with shareholders’ interests. We utilize restricted stock units
as our primary vehicle for equity compensation because we believe they align the interests of our shareholders
and employees. In measuring shareholder dilution, we include all vested and unvested stock awards outstanding,
without regard to estimated forfeitures. Total shares outstanding plus outstanding stock awards were 470 million
and 468 million at December 31, 2012 and 2011.

1 Free cash flow, a non-GAAP financial measure, is defined as net cash provided by operating activities less
purchases of property and equipment, including capitalized internal-use software and website development,
both of which are presented on our consolidated statements of cash flows. See “Results of Operations—Non-
GAAP Financial Measures” below.

2 Working capital consists of accounts receivable, inventory, and accounts payable.
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We seek to reduce our variable costs per unit and work to leverage our fixed costs. Our variable costs
include product and content costs, payment processing and related transaction costs, picking, packaging, and
preparing orders for shipment, transportation, customer service support, costs necessary to run AWS, and a
portion of our marketing costs. Our fixed costs include the costs necessary to run our technology infrastructure;
to build, enhance, and add features to our websites, our Kindle devices, and digital offerings; and to build and
optimize our fulfillment centers. Variable costs generally change directly with sales volume, while fixed costs
generally increase depending on the timing of capacity needs, geographic expansion, category expansion, and
other factors. To decrease our variable costs on a per unit basis and enable us to lower prices for customers, we
seek to increase our direct sourcing, increase discounts available to us from suppliers, and reduce defects in our
processes. To minimize growth in fixed costs, we seek to improve process efficiencies and maintain a lean
culture.

Because of our model we are able to turn our inventory quickly and have a cash-generating operating
cycle3. On average, our high inventory velocity means we generally collect from consumers before our payments
to suppliers come due. Inventory turnover4 was 9, 10, and 11 for 2012, 2011, and 2010. We expect variability in
inventory turnover over time since it is affected by several factors, including our product mix, the mix of sales by
us and by other sellers, our continuing focus on in-stock inventory availability and selection of product offerings,
our investment in new geographies and product lines, and the extent to which we choose to utilize outsource
fulfillment providers. Accounts payable days5 were 76, 74, and 72 for 2012, 2011, and 2010. We expect some
variability in accounts payable days over time since they are affected by several factors, including the mix of
product sales, the mix of sales by other sellers, the mix of suppliers, seasonality, and changes in payment terms
over time, including the effect of balancing pricing and timing of payment terms with suppliers.

We expect spending in technology and content will increase over time as we add computer scientists,
software engineers, and merchandising employees. We seek to efficiently invest in several areas of technology
and content such as digital initiatives and expansion of new and existing physical and digital product categories
and offerings, as well as in technology infrastructure to enhance the customer experience and improve our
process efficiencies. We believe that advances in technology, specifically the speed and reduced cost of
processing power and the advances of wireless connectivity, will continue to improve the consumer experience
on the Internet and increase its ubiquity in people’s lives. To best take advantage of these continued advances in
technology, we are investing in initiatives to build and deploy innovative and efficient software and devices. We
are also investing in AWS, which provides technology services that give developers and enterprises of all sizes
access to technology infrastructure that enables virtually any type of business.

Our financial reporting currency is the U.S. Dollar and changes in exchange rates significantly affect our
reported results and consolidated trends. For example, if the U.S. Dollar weakens year-over-year relative to
currencies in our international locations, our consolidated net sales, and operating expenses will be higher than if
currencies had remained constant. Likewise, if the U.S. Dollar strengthens year-over-year relative to currencies
in our international locations, our consolidated net sales, and operating expenses will be lower than if currencies
had remained constant. We believe that our increasing diversification beyond the U.S. economy through our
growing international businesses benefits our shareholders over the long term. We also believe it is useful to
evaluate our operating results and growth rates before and after the effect of currency changes.

In addition, the remeasurement of our intercompany balances can result in significant gains and charges
associated with the effect of movements in currency exchange rates. Currency volatilities may continue, which

3 The operating cycle is number of days of sales in inventory plus number of days of sales in accounts receivable
minus accounts payable days.

4 Inventory turnover is the quotient of trailing-twelve-month cost of sales to average inventory over five quarter-
ends.

5 Accounts payable days, calculated as the quotient of accounts payable to current quarter cost of sales,
multiplied by the number of days in the current quarter.
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may significantly impact (either positively or negatively) our reported results and consolidated trends and
comparisons.

For additional information about each line item summarized above, refer to Item 8 of Part II, “Financial
Statements and Supplementary Data—Note 1—Description of Business and Accounting Policies.”

Critical Accounting Judgments

The preparation of financial statements in conformity with generally accepted accounting principles of the
United States (“GAAP”) requires estimates and assumptions that affect the reported amounts of assets and
liabilities, revenues and expenses, and related disclosures of contingent assets and liabilities in the consolidated
financial statements and accompanying notes. The SEC has defined a company’s critical accounting policies as
the ones that are most important to the portrayal of the company’s financial condition and results of operations,
and which require the company to make its most difficult and subjective judgments, often as a result of the need
to make estimates of matters that are inherently uncertain. Based on this definition, we have identified the critical
accounting policies and judgments addressed below. We also have other key accounting policies, which involve
the use of estimates, judgments, and assumptions that are significant to understanding our results. For additional
information, see Item 8 of Part II, “Financial Statements and Supplementary Data—Note 1—Description of
Business and Accounting Policies.” Although we believe that our estimates, assumptions, and judgments are
reasonable, they are based upon information presently available. Actual results may differ significantly from
these estimates under different assumptions, judgments, or conditions.

Inventories

Inventories, consisting of products available for sale, are primarily accounted for using the first-in first-out
(“FIFO”) method, and are valued at the lower of cost or market value. This valuation requires us to make
judgments, based on currently-available information, about the likely method of disposition, such as through
sales to individual customers, returns to product vendors, or liquidations, and expected recoverable values of
each disposition category.

These assumptions about future disposition of inventory are inherently uncertain. As a measure of
sensitivity, for every 1% of additional inventory valuation allowance at December 31, 2012 we would have
recorded an additional cost of sales of approximately $60 million.

Goodwill

We evaluate goodwill for impairment annually or more frequently when an event occurs or circumstances
change that indicate that the carrying value may not be recoverable. Our annual testing date is October 1. We test
goodwill for impairment by first comparing the book value of net assets to the fair value of the reporting units. If
the fair value is determined to be less than the book value or qualitative factors indicate that it is more likely than
not that goodwill is impaired, a second step is performed to compute the amount of impairment as the difference
between the estimated fair value of goodwill and the carrying value. We estimate the fair value of the reporting
units using discounted cash flows. Forecasts of future cash flow are based on our best estimate of future net sales
and operating expenses, based primarily on expected category expansion, pricing, market segment share, and
general economic conditions. Certain estimates of discounted cash flows involve businesses and geographies
with limited financial history and developing revenue models. Changes in these forecasts could significantly
change the amount of impairment recorded, if any.

During the year, management monitored the actual performance of the business relative to the fair value
assumptions used during our annual goodwill impairment test. For the periods presented, no triggering events
were identified that required an update to our annual impairment test. As a measure of sensitivity, a 10%
decrease in the fair value of any of our reporting units as of December 31, 2012 would have had no impact on the
carrying value of our goodwill.
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Financial and credit market volatility directly impacts our fair value measurement through our weighted
average cost of capital that we use to determine our discount rate and through our stock price that we use to
determine our market capitalization. During times of volatility, significant judgment must be applied to
determine whether credit or stock price changes are a short-term swing or a longer-term trend. As a measure of
sensitivity, a prolonged 20% decrease from our December 31, 2012, closing stock price would not be an indicator
of possible impairment.

Stock-Based Compensation

We measure compensation cost for stock awards at fair value and recognize it as compensation expense
over the service period for awards expected to vest. The fair value of restricted stock units is determined based on
the number of shares granted and the quoted price of our common stock. The estimation of stock awards that will
ultimately vest requires judgment for the amount that will be forfeited, and to the extent actual results or updated
estimates differ from our current estimates, such amounts will be recorded as a cumulative adjustment in the
period estimates are revised. We consider many factors when estimating expected forfeitures, including
employee class, economic environment, and historical experience. We update our estimated forfeiture rate
quarterly. A 1% change to our estimated forfeiture rate would have had an approximately $22 million impact on
our 2012 operating income. Our estimated forfeiture rates at December 31, 2012 and 2011, were 27% and 28%.

We utilize the accelerated method, rather than the straight-line method, for recognizing compensation
expense. For example, over 50% of the compensation cost related to an award vesting ratably over four years is
expensed in the first year. If forfeited early in the life of an award, the compensation expense adjustment is much
greater under an accelerated method than under a straight-line method.

Income Taxes

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is
required in evaluating and estimating our provision and accruals for these taxes. During the ordinary course of
business, there are many transactions for which the ultimate tax determination is uncertain. Our effective tax
rates could be adversely affected by earnings being lower than anticipated in countries where we have lower
statutory rates and higher than anticipated in countries where we have higher statutory rates, by losses incurred in
jurisdictions for which we are not able to realize the related tax benefit, by changes in foreign currency exchange
rates, by entry into new businesses and geographies and changes to our existing businesses, by acquisitions
(including integrations) and investments, by changes in the valuation of our deferred tax assets and liabilities, or
by changes in the relevant tax, accounting, and other laws, regulations, administrative practices, principles, and
interpretations, with a number of countries actively considering changes in this regard. In addition, we are subject
to audit in various jurisdictions, and such jurisdictions may assess additional income tax liabilities against us.
Although we believe our tax estimates are reasonable, the final outcome of tax audits and any related litigation
could be materially different from our historical income tax provisions and accruals. Developments in an audit or
litigation could have a material effect on our operating results or cash flows in the period or periods for which
that development occurs, as well as for prior and subsequent periods.

Recent Accounting Pronouncements

See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 1—Description of Business and
Accounting Policies—Recent Accounting Pronouncements.”
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Liquidity and Capital Resources

Cash flow information is as follows (in millions):

Year Ended December 31,
2012 2011 2010

Cash provided by (used in):
Operating activities $ 4,180 $ 3,903 $ 3,495
Investing activities (3,595) (1,930) (3,360)
Financing activities 2,259 (482) 181

Our financial focus is on long-term, sustainable growth in free cash flow. Free cash flow, a non-GAAP
financial measure, was $395 million for 2012, compared to $2.1 billion and $2.5 billion for 2011 and 2010. See
“Results of Operations—Non-GAAP Financial Measures” below for a reconciliation of free cash flow to cash
provided by operating activities. The decrease in free cash flow in 2012 and 2011, compared to the comparable
prior year periods, was primarily due to increased capital expenditures partially offset by higher operating cash
flows. Operating cash flows and free cash flows can be volatile and are sensitive to many factors, including
changes in working capital, the timing and magnitude of capital expenditures, and our net income. Working
capital at any specific point in time is subject to many variables, including seasonality, inventory management
and category expansion, the timing of cash receipts and payments, vendor payment terms, and fluctuations in
foreign exchange rates.

Our principal sources of liquidity are cash flows generated from operations and our cash, cash equivalents,
and marketable securities balances, which, at fair value, were $11.4 billion, $9.6 billion, and $8.8 billion, at
December 31, 2012, 2011, and 2010. Amounts held in foreign currencies were $5.1 billion, $4.1 billion, and
$3.4 billion at December 31, 2012, 2011, and 2010, and were primarily Euros, British Pounds, Japanese Yen, and
Chinese Yuan.

Cash provided by operating activities was $4.2 billion, $3.9 billion, and $3.5 billion in 2012, 2011, and
2010. Our operating cash flows result primarily from cash received from our consumer, seller, and enterprise
customers, advertising agreements, and our co-branded credit card agreements, offset by cash payments we make
for products and services, employee compensation (less amounts capitalized related to internal use software that
are reflected as cash used in investing activities), payment processing and related transaction costs, operating
leases, and interest payments on our long-term obligations. Cash received from our consumer, seller, and
enterprise customers, and other activities generally corresponds to our net sales. Because consumers primarily
use credit cards to buy from us, our receivables from consumers settle quickly. The increase in operating cash
flow in 2012, compared to the comparable prior year period, was primarily due to increases in non-cash expenses
partially offset by the decrease in net income; additions to unearned revenue; and changes in working capital;
partially offset by increased tax benefits on excess stock-based compensation deductions. The increase in
operating cash flow in 2011, compared to the comparable prior year period, was primarily due to additions to
unearned revenue; increases in sales of gift certificates to our customers; decreased tax benefits on excess stock-
based compensation deductions; and the increase in net income, excluding depreciation, amortization, and stock-
based compensation; partially offset by changes in working capital.

Cash provided by (used in) investing activities corresponds with capital expenditures, including leasehold
improvements, internal-use software and website development costs, cash outlays for acquisitions, investments in
other companies and intellectual property rights, and purchases, sales, and maturities of marketable securities.
Cash used in investing activities was $(3.6) billion, $(1.9) billion, and $(3.4) billion in 2012, 2011, and 2010,
with the variability caused primarily by changes in capital expenditures and changes in cash paid for acquisitions,
and purchases, maturities, and sales of marketable securities and other investments. Capital expenditures were
$3.8 billion, $1.8 billion, and $979 million in 2012, 2011, and 2010, with the increases primarily reflecting the
purchase of property in 2012, and additional investments in support of continued business growth due to
investments in technology infrastructure, including AWS, and additional capacity to support our fulfillment
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operations during all three periods. We expect this trend to continue over time. The purchase of property in 2012
included the acquisition of 11 buildings comprising 1.8 million square feet of our previously leased corporate
office space and three city blocks in Seattle, Washington for $1.4 billion. Capital expenditures included
$381 million, $256 million, and $176 million for internal-use software and website development during 2012,
2011, and 2010. Stock-based compensation capitalized for internal-use software and website development costs
does not affect cash flows. In 2012, 2011, and 2010, we made cash payments, net of acquired cash, related to
acquisition and other investment activity of $745 million, $705 million, and $352 million.

Cash provided by (used in) financing activities was $2.3 billion, $(482) million, and $181 million in 2012,
2011, and 2010. Cash outflows from financing activities result from repurchases of common stock, payments on
obligations related to capital leases and leases accounted for as financing arrangements, and repayments of long-
term debt. Payments on obligations related to capital leases and leases accounted for as financing arrangements
and repayments of long-term debt, were $588 million, $444 million, and $221 million in 2012, 2011, and 2010.
We repurchased 5.3 million shares of common stock for $960 million in 2012 and 1.5 million shares of common
stock for $277 million in 2011 under the $2.0 billion repurchase program authorized by our Board of Directors in
January 2010. Cash inflows from financing activities primarily result from proceeds from long-term debt and tax
benefits relating to excess stock-based compensation deductions. Proceeds from long-term debt and other were
$3.4 billion, $177 million, and $143 million in 2012, 2011, and 2010. During 2012, cash inflows from financing
activities consisted primarily of net proceeds from the issuance of $3.0 billion of senior nonconvertible unsecured
debt in three tranches: $750 million of 0.65% notes due in 2015; $1.0 billion of 1.20% notes due in 2017; and
$1.3 billion of 2.50% notes due in 2022. See Item 8 of Part II, “Financial Statements and Supplementary Data—
Note 6—Long-Term Debt” for additional discussion of the notes. Tax benefits relating to excess stock-based
compensation deductions are presented as financing cash flows. Cash inflows from tax benefits related to stock-
based compensation deductions were $429 million, $62 million, and $259 million in 2012, 2011, and 2010.

In 2012, 2011, and 2010 we recorded net tax provisions of $428 million, $291 million, and $352 million. A
majority of this provision is non-cash. We have tax benefits relating to excess stock-based compensation
deductions that are being utilized to reduce our U.S. taxable income. Except as required under U.S. tax law, we
do not provide for U.S. taxes on our undistributed earnings of foreign subsidiaries that have not been previously
taxed since we intend to invest such undistributed earnings indefinitely outside of the U.S. If our intent changes
or if these funds are needed for our U.S. operations, we would be required to accrue or pay U.S. taxes on some or
all of these undistributed earnings. At December 31, 2012, cash held by foreign subsidiaries was $4.3 billion,
which include undistributed earnings of foreign subsidiaries indefinitely invested outside of the U.S. of
$2.1 billion. Cash taxes paid (net of refunds) were $112 million, $33 million, and $75 million for 2012, 2011, and
2010. As of December 31, 2012, our federal net operating loss carryforward was approximately $89 million. We
also have approximately $136 million of federal tax credits potentially available to offset future tax liabilities. As
we utilize our federal tax credits, we expect cash paid for taxes to significantly increase. We endeavor to
optimize our global taxes on a cash basis, rather than on a financial reporting basis.

See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 8—Commitments and
Contingencies” for additional discussion of our principal contractual commitments, as well as our pledged
securities. Purchase obligations and open purchase orders, consisting of inventory and significant non-inventory
commitments, were $3.8 billion at December 31, 2012. Purchase obligations and open purchase orders are
generally cancelable in full or in part through the contractual provisions.

On average, our high inventory velocity means we generally collect from consumers before our payments to
suppliers come due. Inventory turnover was 9, 10, and 11 for 2012, 2011, and 2010. We expect variability in
inventory turnover over time as it is affected by several factors, including our product mix, the mix of sales by us
and by other sellers, our continuing focus on in-stock inventory availability and selection of product offerings,
our investment in new geographies and product lines, and the extent to which we choose to utilize outsource
fulfillment providers.
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We believe that cash flows generated from operations and our cash, cash equivalents, and marketable
securities balances will be sufficient to meet our anticipated operating cash needs for at least the next 12 months.
However, any projections of future cash needs and cash flows are subject to substantial uncertainty. See Item 1A
of Part I, “Risk Factors.” We continually evaluate opportunities to sell additional equity or debt securities, obtain
credit facilities, repurchase common stock, pay dividends, or repurchase, refinance, or otherwise restructure our
debt for strategic reasons or to further strengthen our financial position. The sale of additional equity or
convertible debt securities would likely be dilutive to our shareholders. In addition, we will, from time to time,
consider the acquisition of, or investment in, complementary businesses, products, services, and technologies,
which might affect our liquidity requirements or cause us to issue additional equity or debt securities. There can
be no assurance that additional lines-of-credit or financing instruments will be available in amounts or on terms
acceptable to us, if at all.

Results of Operations

We have organized our operations into two principal segments: North America and International. We
present our segment information along the same lines that our Chief Executive Officer reviews our operating
results in assessing performance and allocating resources.

Net Sales

Net sales include product and services sales. Product sales represent revenue from the sale of products and
related shipping fees and digital content where we are the seller of record. Services sales represent third-party
seller fees earned (including commissions) and related shipping fees, digital content subscriptions, and non-retail
activities. Net sales information is as follows (in millions):

Year Ended December 31,

2012 2011 2010

Net Sales:
North America $34,813 $26,705 $18,707
International 26,280 21,372 15,497

Consolidated $61,093 $48,077 $34,204

Year-over-year Percentage Growth:
North America 30% 43% 46%
International 23 38 33

Consolidated 27 41 40
Year-over-year Percentage Growth, excluding effect of

exchange rates:
North America 30% 43% 46%
International 27 31 34

Consolidated 29 37 40
Net Sales Mix:

North America 57% 56% 55%
International 43 44 45

Consolidated 100% 100% 100%

Sales increased 27%, 41%, and 40% in 2012, 2011, and 2010, compared to the comparable prior year
periods. Changes in currency exchange rates impacted net sales by $(854) million, $1.1 billion, and $(86) million
for 2012, 2011, and 2010. For a discussion of the effect on sales growth of exchange rates, see “Effect of
Exchange Rates” below.
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North America sales grew 30%, 43%, and 46% in 2012, 2011, and 2010, compared to the comparable prior
year periods. The sales growth in each year primarily reflects increased unit sales, partially offset by a higher
percentage of sales by marketplace sellers. Increased unit sales were driven largely by our continued efforts to
reduce prices for our customers, including from our shipping offers, by sales in faster growing categories such as
electronics and other general merchandise, by increased in-stock inventory availability, and by increased
selection of product offerings.

International sales grew 23%, 38%, and 33% in 2012, 2011, and 2010, compared to the comparable prior
year periods. The sales growth in each year primarily reflects increased unit sales, partially offset by a higher
percentage of sales by marketplace sellers. Increased unit sales were driven largely by our continued efforts to
reduce prices for our customers, including from our shipping offers, by sales in faster growing categories such as
electronics and other general merchandise, by increased in-stock inventory availability, and by increased
selection of product offerings. Additionally, changes in currency exchange rates impacted International net sales
by $(853) million, $1.1 billion, and $(107) million in 2012, 2011, and 2010. We expect that, over time, our
International segment will represent 50% or more of our consolidated net sales.

Supplemental Information

Supplemental information about shipping results is as follows (in millions):

Year Ended December 31,
2012 2011 2010

Shipping Activity:
Shipping revenue (1)(2)(3) $ 2,280 $ 1,552 $ 1,193
Outbound shipping costs (5,134) (3,989) (2,579)

Net shipping cost $(2,854) $(2,437) $(1,386)

Year-over-year Percentage Growth:
Shipping revenue 47% 30% 29%
Outbound shipping costs 29 55 45

Net shipping cost 17 76 63
Percent of Net Sales:

Shipping revenue 3.7% 3.2% 3.5%
Outbound shipping costs (8.4) (8.3) (7.5)

Net shipping cost (4.7)% (5.1)% (4.0)%

(1) Excludes amounts earned on shipping activities by third-party sellers where we do not provide the
fulfillment service.

(2) Includes a portion of amounts earned from Amazon Prime memberships.
(3) Shipping revenue for the year ended December 31, 2012, includes amounts earned from Fulfillment by

Amazon programs related to shipping services.

We expect our net cost of shipping to continue to increase to the extent our customers accept and use our
shipping offers at an increasing rate, our product mix shifts to the electronics and other general merchandise
category, we reduce shipping rates, we use more expensive shipping methods, and we offer additional services.
We seek to mitigate costs of shipping over time in part through achieving higher sales volumes, optimizing
placement of fulfillment centers, negotiating better terms with our suppliers, and achieving better operating
efficiencies. We believe that offering low prices to our customers is fundamental to our future success, and one
way we offer lower prices is through shipping offers.
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Net sales by similar products and services were as follows (in millions):

Year Ended December 31,

2012 2011 2010

Net Sales:
North America

Media $ 9,189 $ 7,959 $ 6,881
Electronics and other general merchandise 23,273 17,315 10,998
Other (1) 2,351 1,431 828

Total North America $34,813 $26,705 $18,707

International
Media $10,753 $ 9,820 $ 8,007
Electronics and other general merchandise 15,355 11,397 7,365
Other (1) 172 155 125

Total International $26,280 $21,372 $15,497

Consolidated
Media $19,942 $17,779 $14,888
Electronics and other general merchandise 38,628 28,712 18,363
Other (1) 2,523 1,586 953

Total consolidated $61,093 $48,077 $34,204

Year-over-year Percentage Growth:
North America

Media 15% 16% 15%
Electronics and other general merchandise 34 57 74
Other 64 73 50

Total North America 30 43 46
International

Media 9% 23% 18%
Electronics and other general merchandise 35 55 54
Other 11 24 22

Total International 23 38 33
Consolidated

Media 12% 19% 17%
Electronics and other general merchandise 35 56 66
Other 59 66 46

Total consolidated 27 41 40
Year-over-year Percentage Growth:

Excluding the effect of exchange rates
International

Media 12% 16% 18%
Electronics and other general merchandise 40 47 57
Other 15 18 24

Total International 27 31 34
Consolidated

Media 14% 16% 16%
Electronics and other general merchandise 36 53 67
Other 59 66 46

Total consolidated 29 37 40
Consolidated Net Sales Mix:

Media 33% 37% 43%
Electronics and other general merchandise 63 60 54
Other 4 3 3

Total consolidated 100% 100% 100%

(1) Includes sales from non-retail activities, such as AWS in the North America segment, advertising services,
and our co-branded credit card agreements in both segments.

26



Operating Expenses

Information about operating expenses with and without stock-based compensation is as follows (in
millions):

Year Ended December 31, 2012 Year Ended December 31, 2011 Year Ended December 31, 2010

As
Reported

Stock-Based
Compensation Net

As
Reported

Stock-Based
Compensation Net

As
Reported

Stock-Based
Compensation Net

Operating Expenses:
Cost of sales $45,971 $ — $45,971 $37,288 $ — $37,288 $26,561 $ — $26,561
Fulfillment 6,419 (212) 6,207 4,576 (133) 4,443 2,898 (90) 2,808
Marketing 2,408 (61) 2,347 1,630 (39) 1,591 1,029 (27) 1,002
Technology and content 4,564 (434) 4,130 2,909 (292) 2,617 1,734 (223) 1,511
General and administrative 896 (126) 770 658 (93) 565 470 (84) 386
Other operating expense

(income), net 159 — 159 154 — 154 106 — 106

Total operating expenses $60,417 $(833) $59,584 $47,215 $(557) $46,658 $32,798 $(424) $32,374

Year-over-year Percentage Growth:
Fulfillment 40% 40% 58% 58% 41% 42%
Marketing 48 47 58 59 51 52
Technology and content 57 58 68 73 40 43
General and administrative 36 36 40 46 44 45

Percent of Net Sales:
Fulfillment 10.5% 10.2% 9.5% 9.2% 8.5% 8.2%
Marketing 3.9 3.8 3.4 3.3 3.0 2.9
Technology and content 7.5 6.8 6.1 5.4 5.1 4.4
General and administrative 1.5 1.3 1.4 1.2 1.4 1.1

Operating expenses without stock-based compensation are non-GAAP financial measures. See “Non-GAAP
Financial Measures” and Item 8 of Part I, “Financial Statements and Supplementary Data—Note 1—Description
of Business and Accounting Policies—Stock-Based Compensation.”

Cost of Sales

Cost of sales consists of the purchase price of consumer products and digital content where we are the seller
of record, including Prime Instant Video, inbound and outbound shipping charges, and packaging supplies.
Shipping charges to receive products from our suppliers are included in our inventory, and recognized as cost of
sales upon sale of products to our customers.

The increase in cost of sales in absolute dollars in 2012, 2011, and 2010 compared to the comparable prior
year periods, is primarily due to increased product, digital content, and shipping costs resulting from increased
sales, as well as from expansion of digital offerings.

Consolidated gross profit and gross margin for each of the periods presented were as follows:

Year Ended December 31,

2012 2011 2010

Gross profit (in millions) $15,122 $10,789 $7,643
Gross margin 24.8% 22.4% 22.3%

Gross margin increased in 2012, compared to the comparable prior year periods, primarily due to services
sales increasing as a percentage of total sales. We believe that income from operations is a more meaningful
measure than gross profit and gross margin due to the diversity of our product categories and services.
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Fulfillment

Fulfillment costs as a percentage of net sales may vary due to several factors, such as payment processing
and related transaction costs, our level of productivity and accuracy, changes in volume, size, and weight of units
received and fulfilled, timing of fulfillment capacity expansion, the extent we utilize fulfillment services
provided by third parties, mix of products and services sold, and our ability to affect customer service contacts
per unit by implementing improvements in our operations and enhancements to our customer self-service
features. Additionally, because payment processing and fulfillment costs associated with seller transactions are
based on the gross purchase price of underlying transactions, and payment processing and related transaction and
fulfillment costs are higher as a percentage of sales versus our retail sales, sales by our sellers have higher
fulfillment costs as a percent of net sales.

The increase in fulfillment costs in absolute dollars in 2012, 2011, and 2010, compared to the comparable
prior year periods, is primarily due to variable costs corresponding with increased physical and digital product
and services sales volume, inventory levels, and sales mix; costs from expanding fulfillment capacity; and
payment processing and related transaction costs.

We seek to expand our fulfillment capacity to accommodate greater selection and in-stock inventory levels
and meet anticipated shipment volumes from sales of our own products as well as sales by third parties for which
we provide the fulfillment services. We evaluate our facility requirements as necessary.

Marketing

We direct customers to our websites primarily through a number of targeted online marketing channels,
such as our Associates program, sponsored search, portal advertising, email marketing campaigns, and other
initiatives. Our marketing expenses are largely variable, based on growth in sales and changes in rates. To the
extent there is increased or decreased competition for these traffic sources, or to the extent our mix of these
channels shifts, we would expect to see a corresponding change in our marketing expense.

The increase in marketing costs in absolute dollars in 2012, 2011, and 2010, compared to the comparable
prior year periods, is primarily due to increased spending on online marketing channels, such as sponsored search
programs and our Associates program, payroll and related expenses, and television advertising.

While costs associated with Amazon Prime memberships and other shipping offers are not included in
marketing expense, we view these offers as effective worldwide marketing tools, and intend to continue offering
them indefinitely.

Technology and Content

We seek to efficiently invest in several areas of technology and content such as technology infrastructure,
including AWS, digital initiatives, and expansion of new and existing physical and digital product categories and
offerings, so we may continue to enhance the customer experience and improve our process efficiency. We
expect spending in technology and content to increase over time as we continue to add employees and technology
infrastructure.

The increase in technology and content costs in absolute dollars in 2012, 2011, and 2010 compared to the
comparable prior year periods is primarily due to increases in payroll and related expenses, including those
associated with our digital initiatives, and increased spending on technology infrastructure, including AWS. We
expect these trends to continue over time as we invest in these areas by increasing payroll and related expenses
and adding technology infrastructure.

For 2012, 2011, and 2010, we capitalized $454 million (including $74 million of stock-based
compensation), $307 million (including $51 million of stock-based compensation), and $213 million (including
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$38 million of stock-based compensation) of costs associated with internal-use software and website
development. Amortization of previously capitalized amounts was $327 million, $236 million, and $184 million
for 2012, 2011, and 2010. A majority of our technology costs are incurred in the U.S., most of which are
allocated to our North America segment. Infrastructure, other technology, and operating costs incurred to support
AWS are included in technology and content.

General and Administrative

The increase in general and administrative costs in absolute dollars in 2012, 2011, and 2010 compared to the
comparable prior year periods is primarily due to increases in payroll and related expenses and professional
service fees.

Stock-Based Compensation

Stock-based compensation was $833 million, $557 million, and $424 million during 2012, 2011, and 2010.
The increase in 2012, 2011, and 2010 compared to the comparable prior year periods is primarily due to an
increase in total stock-based compensation value granted to our employees and to a decrease in our estimated
forfeiture rate.

Other Operating Expense (Income), Net

Other operating expense (income), net was $159 million, $154 million, and $106 million during 2012, 2011,
and 2010. In 2012, 2011, and 2010, the amounts primarily related to amortization of intangible assets.

Income from Operations

For the reasons discussed above, income from operations decreased 22% in 2012, decreased 39% in 2011,
and increased 25% in 2010.

Interest Income and Expense

Our interest income was $40 million, $61 million, and $51 million during 2012, 2011, and 2010. We
generally invest our excess cash in investment grade short- to intermediate-term fixed income securities and
AAA-rated money market funds. Our interest income corresponds with the average balance of invested funds and
the prevailing rates we are earning on them, which vary depending on the geographies and currencies in which
they are invested.

The primary component of our interest expense is related to our long-term debt and capital and financing
lease arrangements. Interest expense was $92 million, $65 million, and $39 million in 2012, 2011, and 2010.

Our long-term debt was $3.1 billion and $255 million at December 31, 2012 and 2011. Our other long-term
liabilities were $2.3 billion and $2.4 billion at December 31, 2012 and 2011. See Item 8 of Part II, “Financial
Statements and Supplementary Data—Note 6—Long-Term Debt and Note 7—Other Long-Term Liabilities” for
additional information.

Other Income (Expense), Net

Other income (expense), net was $(80) million, $76 million, and $79 million during 2012, 2011, and 2010.
The primary component of other income (expense), net, is related to foreign-currency gains (losses) on
intercompany balances.
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Income Taxes

Our effective tax rate is subject to significant variation due to several factors, including variability in our
pre-tax and taxable income and loss and the mix of jurisdictions to which they relate, changes in how we do
business, acquisitions (including integrations) and investments, audit developments, foreign currency gains
(losses), changes in law, regulations, and administrative practices, and relative changes of expenses or losses for
which tax benefits are not recognized.

We recorded a provision for income taxes of $428 million, $291 million, and $352 million in 2012, 2011,
and 2010. Our effective tax rate in 2012, 2011, and 2010 is significantly affected by two factors: the favorable
impact of earnings in lower tax rate jurisdictions and the adverse effect of losses incurred in certain foreign
jurisdictions for which we may not realize a tax benefit. Income earned in lower tax jurisdictions is primarily
related to our European operations, which are headquartered in Luxembourg. Losses incurred in foreign
jurisdictions for which we may not realize a tax benefit, primarily generated by subsidiaries located outside of
Europe, reduce our pre-tax income without a corresponding reduction in our tax expense, and therefore increase
our effective tax rate. We have recorded a valuation allowance against the related deferred tax assets.

In 2012, the adverse impact of such foreign jurisdiction losses was partially offset by the favorable impact
of earnings in lower tax rate jurisdictions. Additionally, our effective tax rate in 2012 was more volatile as
compared to prior years due to the lower level of pre-tax income generated during the year, relative to our tax
expense. Our effective tax rate in 2012 was also adversely impacted by acquisitions (including integrations) and
investments, audit developments, nondeductible expenses, and changes in tax law such as the expiration of the
U.S. federal research and development credit at the end of 2011. These items collectively caused our annual
effective tax rate to be higher than both the 35% U.S. federal statutory rate and our effective tax rates in 2011 and
2010. These items may also cause our effective tax rate in 2013 to be higher than the 35% U.S. federal statutory
rate.

In 2011 and 2010, the favorable impact of earnings in lower tax rate jurisdictions offset the adverse impact
of foreign jurisdiction losses and, as a result, the effective tax rate in both years was lower than the 35% U.S.
federal statutory rate.

We have tax benefits relating to excess stock-based compensation deductions that are being utilized to
reduce our U.S. taxable income. As of December 31, 2012, our federal net operating loss carryforward was
approximately $89 million. We also have approximately $136 million of federal tax credits potentially available
to offset future tax liabilities.

In January 2013, legislation was enacted to extend the federal research and development credit and other
favorable tax benefits through December 31, 2013. As a result, we expect that our income tax provision for the
first quarter of 2013 will include a discrete tax benefit for the research and development credit and other
favorable tax benefits that were extended retroactively to January 1, 2012.
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Equity-Method Investment Activity, Net of Tax

Equity-method investment activity, net of tax, was $(155) million, $(12) million, and $7 million in 2012,
2011, and 2010. Details of the activity are provided below (in millions):

Year Ended December 31,
2012 2011 2010

Equity in earnings (loss) of LivingSocial:
Impairment charges recorded by LivingSocial $(170) $ — $—
Gain on existing equity interests, LivingSocial acquisitions 75 — —
Operating and other losses (96) (178) (2)

Total equity in earnings (loss) of LivingSocial (191) (178) (2)
Other equity-method investment activity:

Amazon dilution gains on LivingSocial investment 37 114 —
Recovery on sale of equity position — 49 —
Gain on existing equity interests, Amazon acquisitions — 6 18
Other, net (1) (3) (9)

Total other equity-method investment activity 36 166 9

Equity-method investment activity, net of tax $(155) $ (12) $ 7

Effect of Exchange Rates

The effect on our consolidated statements of operations from changes in exchange rates versus the
U.S. Dollar is as follows (in millions, except per share data):

Year Ended December 31, 2012 Year Ended December 31, 2011 Year Ended December 31, 2010

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

Net sales $61,947 $(854) $61,093 $46,985 $1,092 $48,077 $34,290 $(86) $34,204
Operating

expenses 61,257 (840) 60,417 46,176 1,039 47,215 32,856 (58) 32,798
Income from

operations 690 (14) 676 809 53 862 1,434 (28) 1,406

(1) Represents the outcome that would have resulted had exchange rates in the reported period been the same as
those in effect in the comparable prior year period for operating results.

(2) Represents the increase or decrease in reported amounts resulting from changes in exchange rates from
those in effect in the comparable prior year period for operating results.

Non-GAAP Financial Measures

Regulation G, Conditions for Use of Non-GAAP Financial Measures, and other SEC regulations define and
prescribe the conditions for use of certain non-GAAP financial information. Our measures of “Free cash flow,”
operating expenses with and without stock-based compensation, and the effect of exchange rates on our
consolidated statements of operations, meet the definition of non-GAAP financial measures.

Free cash flow is used in addition to and in conjunction with results presented in accordance with GAAP
and free cash flow should not be relied upon to the exclusion of GAAP financial measures.

Free cash flow, which we reconcile to “Net cash provided by (used in) operating activities,” is cash flow
from operations reduced by “Purchases of property and equipment, including internal-use software and website
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development.” We use free cash flow, and ratios based on it, to conduct and evaluate our business because,
although it is similar to cash flow from operations, we believe it typically will present a more conservative
measure of cash flows since purchases of property and equipment are a necessary component of ongoing
operations.

Free cash flow has limitations due to the fact that it does not represent the residual cash flow available for
discretionary expenditures. For example, free cash flow does not incorporate the portion of payments
representing principal reductions of debt, obligations related to capital leases and leases accounted for as
financing arrangements, or cash payments for business acquisitions. Therefore, we believe it is important to view
free cash flow as a complement to our entire consolidated statements of cash flows.

The following is a reconciliation of free cash flow to the most comparable GAAP measure, “Net cash
provided by (used in) operating activities” for 2012, 2011, and 2010 (in millions):

Year Ended December 31,

2012 2011 2010

Net cash provided by operating activities $ 4,180 $ 3,903 $ 3,495
Purchases of property and equipment, including internal-

use software and website development (3,785) (1,811) (979)

Free cash flow $ 395 $ 2,092 $ 2,516

Net cash used in investing activities $(3,595) $(1,930) $(3,360)

Net cash provided by (used in) financing activities $ 2,259 $ (482) $ 181

Operating expenses with and without stock-based compensation is provided to show the impact of stock-
based compensation, which is non-cash and excluded from our internal operating plans and measurement of
financial performance (although we consider the dilutive impact to our shareholders when awarding stock-based
compensation and value such awards accordingly). In addition, unlike other centrally-incurred operating costs,
stock-based compensation is not allocated to segment results and therefore excluding it from operating expense is
consistent with our segment presentation in our footnotes to the consolidated financial statements.

Operating expenses without stock-based compensation has limitations since it does not include all expenses
primarily related to our workforce. More specifically, if we did not pay out a portion of our compensation in the
form of stock-based compensation, our cash salary expense included in the “Fulfillment,” “Technology and
content,” “Marketing,” and “General and administrative” line items would be higher.

Information regarding the effect of exchange rates, versus the U.S. Dollar, on our consolidated statements of
operations is provided to show reported period operating results had the exchange rates remained the same as
those in effect in the comparable prior year period.

Guidance

We provided guidance on January 29, 2013 in our earnings release furnished on Form 8-K as set forth
below. These forward-looking statements reflect Amazon.com’s expectations as of January 29, 2013, and are
subject to substantial uncertainty. Our results are inherently unpredictable and may be materially affected by
many factors, such as fluctuations in foreign exchange rates, changes in global economic conditions and
consumer spending, world events, the rate of growth of the Internet and online commerce, as well as those
outlined in Item 1A of Part I, “Risk Factors.”

First Quarter 2013 Guidance

• Net sales are expected to be between $15.0 billion and $16.6 billion, or to grow between 14% and 26%
compared with first quarter 2012.
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• Operating income (loss) is expected to be between $(285) million and $65 million, compared to
$192 million in the prior year period.

• This guidance includes approximately $285 million for stock-based compensation and amortization of
intangible assets, and it assumes, among other things, that no additional business acquisitions or
investments are concluded and that there are no further revisions to stock-based compensation
estimates.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk for the effect of interest rate changes, foreign currency fluctuations, and
changes in the market values of our investments. Information relating to quantitative and qualitative disclosures
about market risk is set forth below and in Item 7 of Part II, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Liquidity and Capital Resources.”

Interest Rate Risk

Our exposure to market risk for changes in interest rates relates primarily to our investment portfolio and
our long-term debt. All of our cash equivalent and marketable fixed income securities are designated as available
for sale and, accordingly, are presented at fair value on our consolidated balance sheets. We generally invest our
excess cash in investment grade short- to intermediate-term fixed income securities and AAA-rated money
market funds. Fixed rate securities may have their fair market value adversely affected due to a rise in interest
rates, and we may suffer losses in principal if forced to sell securities that have declined in market value due to
changes in interest rates.

The following table provides information about our current and long-term cash equivalent and marketable
fixed income securities, including principal cash flows by expected maturity and the related weighted average
interest rates at December 31, 2012 (in millions, except percentages):

2013 2014 2015 2016 2017 Thereafter Total

Estimated
Fair Value at
December 31,

2012

Money market funds $5,561 $ — $ — $ — $ — $ — $5,561 $5,561
Weighted average interest rate 0.12% 0.00% 0.00% 0.00% 0.00% 0.00% 0.12%

Corporate debt securities 223 243 204 27 — — 697 725
Weighted average interest rate 0.45% 0.62% 0.84% 1.25% 0.00% 0.00% 0.65%

U.S. Government and Agency
Securities 771 561 433 20 5 — 1,790 1,810

Weighted average interest rate 0.30% 0.43% 0.65% 1.12% 1.00% 0.00% 0.43%
Asset backed securities 26 16 7 — — — 49 49

Weighted average interest rate 0.48% 0.69% 0.67% 0.00% 0.00% 0.00% 0.58%
Foreign government and agency

securities 141 228 340 30 — — 739 772
Weighted average interest rate 0.18% 0.10% 0.12% 0.06% 0.00% 0.00% 0.12%

Other securities 8 9 10 5 — — 32 33
Weighted average interest rate 0.88% 0.68% 0.80% 1.08% 0.00% 0.00% 0.83%

$6,730 $1,057 $ 994 $ 82 $ 5 $ — $8,868

Cash equivalents and
marketable fixed-income
securities $8,950
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At December 31, 2012, we had $3.7 billion of debt, including the current portion, primarily consisting of
fixed rate unsecured debt in three tranches: $750 million of 0.65% notes due in 2015; $1.0 billion of 1.20% notes
due in 2017; and $1.3 billion of 2.50% notes due in 2022. The fair value of our debt will fluctuate with
movements of interest rates, increasing in periods of declining rates of interest and declining in periods of
increasing rates of interest. Based upon quoted market prices and Level 2 inputs, the fair value of our debt was
$3.7 billion at December 31, 2012.

Foreign Exchange Risk

During 2012, net sales from our International segment accounted for 43% of our consolidated revenues. Net
sales and related expenses generated from our international websites, as well as those relating to www.amazon.ca
(which is included in our North America segment), are denominated in the functional currencies of the
corresponding websites and primarily include Euros, British Pounds, Japanese Yen, and Chinese Yuan. The
functional currency of our subsidiaries that either operate or support these websites is the same as the
corresponding local currency. The results of operations of, and certain of our intercompany balances associated
with, our internationally-focused websites are exposed to foreign exchange rate fluctuations. Upon consolidation,
as exchange rates vary, net sales and other operating results may differ materially from expectations, and we may
record significant gains or losses on the remeasurement of intercompany balances. For example, as a result of
fluctuations in foreign exchange rates during 2012, International segment revenues decreased $853 million in
comparison with the prior year.

We have foreign exchange risk related to foreign-denominated cash, cash equivalents, and marketable
securities (“foreign funds”). Based on the balance of foreign funds at December 31, 2012 of $5.1 billion, an
assumed 5%, 10%, and 20% negative currency movement would result in fair value declines of $255 million,
$515 million, and $1.0 billion. All investments are classified as “available for sale.” Fluctuations in fair value are
recorded in “Accumulated other comprehensive income (loss),” a separate component of stockholders’ equity.

We have foreign exchange risk related to our intercompany balances denominated in various foreign
currencies. Based on the intercompany balances at December 31, 2012, an assumed 5%, 10%, and 20% adverse
change to foreign exchange would result in losses of $10 million, $20 million, and $40 million, recorded to
“Other income (expense), net.”

See Item 7 of Part II, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Results of Operations—Effect of Exchange Rates,” for additional information on the effect on
reported results of changes in exchange rates.

Investment Risk

As of December 31, 2012, our recorded basis in equity investments was $140 million. These investments
primarily relate to equity and cost method investments in private companies. We review our investments for
impairment when events and circumstances indicate that the decline in fair value of such assets below the
carrying value is other-than-temporary. Our analysis includes review of recent operating results and trends,
recent sales/acquisitions of the investee securities, and other publicly available data. The current global economic
climate provides additional uncertainty. Valuations of private companies are inherently more difficult due to the
lack of readily available market data. As such, we believe that market sensitivities are not practicable.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Amazon.com, Inc.

We have audited the accompanying consolidated balance sheets of Amazon.com, Inc. as of December 31,
2012 and 2011, and the related consolidated statements of operations, comprehensive income, stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2012. Our audits also
included the financial statement schedule listed in the Index at Item 15(a)(2). These financial statements and
schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Amazon.com, Inc. at December 31, 2012 and 2011, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 2012, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly
in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Amazon.com, Inc.’s internal control over financial reporting as of December 31, 2012, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated January 29, 2013 expressed an unqualified
opinion thereon.

/s/ Ernst & Young LLP

Seattle, Washington
January 29, 2013
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

Year Ended December 31,

2012 2011 2010

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD $ 5,269 $ 3,777 $ 3,444
OPERATING ACTIVITIES:
Net income (loss) (39) 631 1,152
Adjustments to reconcile net income (loss) to net cash from operating activities:

Depreciation of property and equipment, including internal-use software and
website development, and other amortization 2,159 1,083 568

Stock-based compensation 833 557 424
Other operating expense (income), net 154 154 106
Losses (gains) on sales of marketable securities, net (9) (4) (2)
Other expense (income), net 253 (56) (79)
Deferred income taxes (265) 136 4
Excess tax benefits from stock-based compensation (429) (62) (259)

Changes in operating assets and liabilities:
Inventories (999) (1,777) (1,019)
Accounts receivable, net and other (861) (866) (295)
Accounts payable 2,070 2,997 2,373
Accrued expenses and other 1,038 1,067 740
Additions to unearned revenue 1,796 1,064 687
Amortization of previously unearned revenue (1,521) (1,021) (905)

Net cash provided by (used in) operating activities 4,180 3,903 3,495
INVESTING ACTIVITIES:
Purchases of property and equipment, including internal-use software and website

development (3,785) (1,811) (979)
Acquisitions, net of cash acquired, and other (745) (705) (352)
Sales and maturities of marketable securities and other investments 4,237 6,843 4,250
Purchases of marketable securities and other investments (3,302) (6,257) (6,279)

Net cash provided by (used in) investing activities (3,595) (1,930) (3,360)
FINANCING ACTIVITIES:
Excess tax benefits from stock-based compensation 429 62 259
Common stock repurchased (960) (277) —
Proceeds from long-term debt and other 3,378 177 143
Repayments of long-term debt, capital lease, and finance lease obligations (588) (444) (221)

Net cash provided by (used in) financing activities 2,259 (482) 181
Foreign-currency effect on cash and cash equivalents (29) 1 17

Net increase (decrease) in cash and cash equivalents 2,815 1,492 333

CASH AND CASH EQUIVALENTS, END OF PERIOD $ 8,084 $ 5,269 $ 3,777

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest on long-term debt $ 31 $ 14 $ 11
Cash paid for income taxes (net of refunds) 112 33 75
Property and equipment acquired under capital leases 802 753 405
Property and equipment acquired under build-to-suit leases 29 259 172

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share data)

Year Ended December 31,

2012 2011 2010

Net product sales $51,733 $42,000 $30,792
Net services sales 9,360 6,077 3,412

Total net sales 61,093 48,077 34,204

Operating expenses (1):
Cost of sales 45,971 37,288 26,561
Fulfillment 6,419 4,576 2,898
Marketing 2,408 1,630 1,029
Technology and content 4,564 2,909 1,734
General and administrative 896 658 470
Other operating expense (income), net 159 154 106

Total operating expenses 60,417 47,215 32,798

Income from operations 676 862 1,406
Interest income 40 61 51
Interest expense (92) (65) (39)
Other income (expense), net (80) 76 79

Total non-operating income (expense) (132) 72 91

Income before income taxes 544 934 1,497
Provision for income taxes (428) (291) (352)
Equity-method investment activity, net of tax (155) (12) 7

Net income (loss) $ (39) $ 631 $ 1,152

Basic earnings per share $ (0.09) $ 1.39 $ 2.58

Diluted earnings per share $ (0.09) $ 1.37 $ 2.53

Weighted average shares used in computation of earnings per share:
Basic 453 453 447

Diluted 453 461 456

(1) Includes stock-based compensation as follows:

Fulfillment $212 $ 133 $ 90
Marketing 61 39 27
Technology and content 434 292 223
General and administrative 126 93 84

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in millions)

Year Ended December 31,

2012 2011 2010

Net income (loss) $(39) $ 631 $1,152

Other comprehensive income (loss):
Foreign currency translation adjustments, net of tax of $(30), $20, and $29 76 (123) (137)
Net change in unrealized gains on available-for-sale securities:

Unrealized gains (losses), net of tax of $(3), $1, and $(2) 8 (1) 5
Reclassification adjustment for losses (gains) included in net income, net of

tax effect of $3, $1, and $0 (7) (2) (2)

Net unrealized gains (losses) on available-for-sale securities 1 (3) 3

Total other comprehensive income (loss) 77 (126) (134)

Comprehensive income $ 38 $ 505 $1,018

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

December 31,

2012 2011

ASSETS
Current assets:

Cash and cash equivalents $ 8,084 $ 5,269
Marketable securities 3,364 4,307
Inventories 6,031 4,992
Accounts receivable, net and other 3,364 2,571
Deferred tax assets 453 351

Total current assets 21,296 17,490
Property and equipment, net 7,060 4,417
Deferred tax assets 123 28
Goodwill 2,552 1,955
Other assets 1,524 1,388

Total assets $32,555 $25,278

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable $13,318 $11,145
Accrued expenses and other 5,684 3,751

Total current liabilities 19,002 14,896
Long-term debt 3,084 255
Other long-term liabilities 2,277 2,370
Commitments and contingencies
Stockholders’ equity:

Preferred stock, $0.01 par value:
Authorized shares — 500
Issued and outstanding shares — none — —

Common stock, $0.01 par value:
Authorized shares — 5,000
Issued shares — 478 and 473
Outstanding shares — 454 and 455 5 5

Treasury stock, at cost (1,837) (877)
Additional paid-in capital 8,347 6,990
Accumulated other comprehensive loss (239) (316)
Retained earnings 1,916 1,955

Total stockholders’ equity 8,192 7,757

Total liabilities and stockholders’ equity $32,555 $25,278

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in millions)

Common Stock

Shares Amount
Treasury

Stock

Additional
Paid-In
Capital

Accumulated
Other

Comprehensive
Income (Loss)

Retained
Earnings

Total
Stockholders’

Equity

Balance at January 1, 2010 444 $ 5 $ (600) $5,736 $ (56) $ 172 $5,257
Net income — — — — — 1,152 1,152
Other comprehensive income (loss) — — — — (134) — (134)
Exercise of common stock options 7 — — 16 — — 16
Excess tax benefits from stock-based

compensation — — — 145 — — 145
Stock-based compensation and

issuance of employee benefit plan
stock — — — 428 — — 428

Balance at December 31, 2010 451 5 (600) 6,325 (190) 1,324 6,864
Net income — — — — — 631 631
Other comprehensive income (loss) — — — — (126) — (126)
Exercise of common stock options 5 — — 7 — — 7
Repurchase of common stock (1) — (277) — — — (277)
Excess tax benefits from stock-based

compensation — — — 62 — — 62
Stock-based compensation and

issuance of employee benefit plan
stock — — — 569 — — 569

Issuance of common stock for
acquisition activity — — — 27 — — 27

Balance at December 31, 2011 455 5 (877) 6,990 (316) 1,955 7,757
Net income (loss) — — — — — (39) (39)
Other comprehensive income — — — — 77 — 77
Exercise of common stock options 4 — — 8 — — 8
Repurchase of common stock (5) — (960) — — — (960)
Excess tax benefits from stock-based

compensation — — — 429 — — 429
Stock-based compensation and

issuance of employee benefit plan
stock — — — 854 — — 854

Issuance of common stock for
acquisition activity — — — 66 — — 66

Balance at December 31, 2012 454 $ 5 $(1,837) $8,347 $(239) $1,916 $8,192

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—DESCRIPTION OF BUSINESS AND ACCOUNTING POLICIES

Description of Business

Amazon.com opened its virtual doors on the World Wide Web in July 1995 and offers Earth’s Biggest
Selection. We seek to be Earth’s most customer-centric company for four primary customer sets: consumers,
sellers, enterprises, and content creators. We serve consumers through our retail websites and focus on selection,
price, and convenience. We also manufacture and sell Kindle devices. We offer programs that enable sellers to
sell their products on our websites and their own branded websites and to fulfill orders through us, and programs
that allow authors, musicians, filmmakers, app developers, and others to publish and sell content. We serve
developers and enterprises of all sizes through AWS, which provides access to technology infrastructure that
enables virtually any type of business. In addition, we generate revenue through services, such as advertising
services and co-branded credit card agreements.

We have organized our operations into two principal segments: North America and International. See
“Note 12—Segment Information.”

Prior Period Reclassifications

Certain prior period amounts have been reclassified to conform to the current period presentation. Long-
term debt is now presented separately on our consolidated balance sheets.

Principles of Consolidation

The consolidated financial statements include the accounts of Amazon.com, Inc., its wholly-owned
subsidiaries, and those entities in which we have a variable interest and are the primary beneficiary.
Intercompany balances and transactions between consolidated entities are eliminated.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires estimates and assumptions that
affect the reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent
liabilities in the consolidated financial statements and accompanying notes. Estimates are used for, but not
limited to, determining the selling price of products and services in multiple element revenue arrangements and
determining the lives of these elements, incentive discount offers, sales returns, vendor funding, stock-based
compensation, income taxes, valuation and impairment of investments, inventory valuation and inventory
purchase commitments, collectability of receivables, valuation of acquired intangibles and goodwill, depreciable
lives of property and equipment, internally-developed software, acquisition purchase price allocations,
investments in equity interests, and contingencies. Actual results could differ materially from those estimates.

Earnings per Share

Basic earnings per share is calculated using our weighted-average outstanding common shares. Diluted
earnings per share is calculated using our weighted-average outstanding common shares including the dilutive
effect of stock awards as determined under the treasury stock method.
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The following table shows the calculation of diluted shares (in millions):

Year Ended
December 31,

2012 2011 2010

Shares used in computation of basic earnings per share 453 453 447
Total dilutive effect of outstanding stock awards (1) — 8 9

Shares used in computation of diluted earnings per share 453 461 456

(1) Calculated using the treasury stock method, which assumes proceeds are used to reduce the dilutive effect of
outstanding stock awards. Assumed proceeds include the unrecognized deferred compensation of stock
awards, and assumed tax proceeds from excess stock-based compensation deductions.

Cash and Cash Equivalents

We classify all highly liquid instruments with an original maturity of three months or less at the time of
purchase as cash equivalents.

Inventories

Inventories, consisting of products available for sale, are primarily accounted for using the FIFO method,
and are valued at the lower of cost or market value. This valuation requires us to make judgments, based on
currently-available information, about the likely method of disposition, such as through sales to individual
customers, returns to product vendors, or liquidations, and expected recoverable values of each disposition
category.

We provide Fulfillment by Amazon services in connection with certain of our sellers’ programs. Third-party
sellers maintain ownership of their inventory, regardless of whether fulfillment is provided by us or the third-
party sellers, and therefore these products are not included in our inventories.

Accounts Receivable, Net, and Other

Included in “Accounts receivable, net and other” on our consolidated balance sheets are amounts primarily
related to vendor and customer receivables. At December 31, 2012 and 2011, vendor receivables, net, were
$1.1 billion and $934 million, and customer receivables, net, were $1.5 billion and $1.2 billion.

Allowance for Doubtful Accounts

We estimate losses on receivables based on known troubled accounts and historical experience of losses
incurred. Receivables are considered impaired and written-off when it is probable that all contractual payments
due will not be collected in accordance with the terms of the agreement. The allowance for doubtful accounts was
$116 million and $82 million at December 31, 2012 and 2011.

Internal-use Software and Website Development

Costs incurred to develop software for internal use and our websites are capitalized and amortized over the
estimated useful life of the software. Costs related to design or maintenance of internal-use software and website
development are expensed as incurred. For the years ended 2012, 2011, and 2010, we capitalized $454 million
(including $74 million of stock-based compensation), $307 million (including $51 million of stock-based
compensation), and $213 million (including $38 million of stock-based compensation) of costs associated with
internal-use software and website development. Amortization of previously capitalized amounts was
$327 million, $236 million, and $184 million for 2012, 2011, and 2010.
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Property and Equipment, Net

Property and equipment are stated at cost. Property includes buildings and land that we own, along with
property we have acquired under build-to-suit, financing, and capital lease arrangements. Equipment includes
assets such as furniture and fixtures, heavy equipment, servers and networking equipment, and internal-use
software and website development. Depreciation is recorded on a straight-line basis over the estimated useful
lives of the assets (generally the lesser of 40 years or the remaining life of the underlying building, two years for
assets such as internal-use software, three years for our servers, five years for networking equipment, five years
for furniture and fixtures, and ten years for heavy equipment). Depreciation expense is classified within the
corresponding operating expense categories on our consolidated statements of operations.

Leases and Asset Retirement Obligations

We categorize leases at their inception as either operating or capital leases. On certain of our lease
agreements, we may receive rent holidays and other incentives. We recognize lease costs on a straight-line basis
without regard to deferred payment terms, such as rent holidays that defer the commencement date of required
payments. Additionally, incentives we receive are treated as a reduction of our costs over the term of the
agreement. Leasehold improvements are capitalized at cost and amortized over the lesser of their expected useful
life or the non-cancellable term of the lease.

We establish assets and liabilities for the estimated construction costs incurred under build-to-suit lease
arrangements to the extent we are involved in the construction of structural improvements or take construction
risk prior to commencement of a lease. Upon occupancy of facilities under build-to-suit leases, we assess
whether these arrangements qualify for sales recognition under the sale-leaseback accounting guidance. If we
continue to be the deemed owner, the facilities are accounted for as financing leases.

We establish assets and liabilities for the present value of estimated future costs to retire long-lived assets at
the termination or expiration of a lease. Such assets are depreciated over the lease period into operating expense,
and the recorded liabilities are accreted to the future value of the estimated retirement costs.

Goodwill

We evaluate goodwill for impairment annually or more frequently when an event occurs or circumstances
change that indicate that the carrying value may not be recoverable. We test goodwill for impairment by first
comparing the book value of net assets to the fair value of the reporting units. If the fair value is determined to be
less than the book value or qualitative factors indicate that it is more likely than not that goodwill is impaired, a
second step is performed to compute the amount of impairment as the difference between the estimated fair value
of goodwill and the carrying value. We estimate the fair value of the reporting units using discounted cash flows.
Forecasts of future cash flows are based on our best estimate of future net sales and operating expenses, based
primarily on expected category expansion, pricing, market segment share, and general economic conditions.

We conduct our annual impairment test as of October 1 of each year, and have determined there to be no
impairment for any of the periods presented. There were no triggering events identified from the date of our
assessment through December 31, 2012 that would require an update to our annual impairment test. See
“Note 4—Acquisitions, Goodwill, and Acquired Intangible Assets.”

Other Assets

Included in “Other assets” on our consolidated balance sheets are amounts primarily related to acquired
intangible assets, net of amortization; digital video content, net of amortization; certain equity investments;
marketable securities restricted for longer than one year, the majority of which are attributable to collateralization
of bank guarantees and debt related to our international operations; and intellectual property rights, net of
amortization.
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Investments

We generally invest our excess cash in investment grade short-to intermediate-term fixed income securities
and AAA-rated money market funds. Such investments are included in “Cash and cash equivalents,” or
“Marketable securities” on the accompanying consolidated balance sheets, classified as available for sale, and
reported at fair value with unrealized gains and losses included in “Accumulated other comprehensive loss.”

Equity investments, including our 29% investment in LivingSocial, are accounted for using the equity
method of accounting if the investment gives us the ability to exercise significant influence, but not control, over
an investee. The total of our investments in equity-method investees, including identifiable intangible assets,
deferred tax liabilities, and goodwill, is included within “Other assets” on our consolidated balance sheets. Our
share of the earnings or losses as reported by equity method investees, amortization of the related intangible
assets, and related gains or losses, if any, are classified as “Equity-method investment activity, net of tax” on our
consolidated statements of operations. Our share of the net income or loss of our equity method investees
includes operating and non-operating gains and charges, which can have a significant impact on our reported
equity-method investment activity and the carrying value of those investments. We regularly evaluate these
investments, which are not carried at fair value, for other-than-temporary impairment. We also consider whether
our equity method investments generate sufficient cash flows from their operating or financing activities to meet
their obligations and repay their liabilities when they come due.

We record purchases, including incremental purchases, of shares in equity-method investees at cost.
Reductions in our ownership percentage of an investee, including through dilution, are generally valued at fair
value, with the difference between fair value and our recorded cost reflected as a gain or loss in our equity-
method investment activity. In the event we no longer have the ability to exercise significant influence over an
equity-method investee, we would discontinue accounting for the investment under the equity method.

Equity investments without readily determinable fair values for which we do not have the ability to exercise
significant influence are accounted for using the cost method of accounting and classified as “Other assets” on
our consolidated balance sheets. Under the cost method, investments are carried at cost and are adjusted only for
other-than-temporary declines in fair value, certain distributions, and additional investments.

Equity investments that have readily determinable fair values are classified as available for sale and are
included in “Marketable securities” in our consolidated balance sheet and are recorded at fair value with
unrealized gains and losses, net of tax, included in “Accumulated other comprehensive loss.”

We periodically evaluate whether declines in fair values of our investments below their book value are
other-than-temporary. This evaluation consists of several qualitative and quantitative factors regarding the
severity and duration of the unrealized loss as well as our ability and intent to hold the investment until a
forecasted recovery occurs. Additionally, we assess whether we have plans to sell the security or it is more likely
than not we will be required to sell any investment before recovery of its amortized cost basis. Factors considered
include quoted market prices; recent financial results and operating trends; implied values from any recent
transactions or offers of investee securities; credit quality of debt instrument issuers; other publicly available
information that may affect the value of our investments; duration and severity of the decline in value; and our
strategy and intentions for holding the investment.

Long-Lived Assets

Long-lived assets, other than goodwill, are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of the assets might not be recoverable. Conditions that would
necessitate an impairment assessment include a significant decline in the observable market value of an asset, a
significant change in the extent or manner in which an asset is used, or any other significant adverse change that
would indicate that the carrying amount of an asset or group of assets may not be recoverable.
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For long-lived assets used in operations, impairment losses are only recorded if the asset’s carrying amount
is not recoverable through its undiscounted, probability-weighted future cash flows. We measure the impairment
loss based on the difference between the carrying amount and estimated fair value. Long-lived assets are
considered held for sale when certain criteria are met, including when management has committed to a plan to
sell the asset, the asset is available for sale in its immediate condition, and the sale is probable within one year of
the reporting date. Assets held for sale are reported at the lower of cost or fair value less costs to sell. Assets held
for sale were not significant at December 31, 2012 or 2011.

Accrued Expenses and Other

Included in “Accrued expenses and other” at December 31, 2012 and 2011 were liabilities of $1.1 billion
and $788 million for unredeemed gift certificates. We reduce the liability for a gift certificate when redeemed by
a customer. If a gift certificate is not redeemed, we recognize revenue when it expires or, for a certificate without
an expiration date, when the likelihood of its redemption becomes remote, generally two years from the date of
issuance.

Unearned Revenue

Unearned revenue is recorded when payments are received in advance of performing our service obligations
and is recognized over the service period. Unearned revenue primarily relates to Amazon Prime memberships
and AWS services. Current unearned revenue is included in “Accrued expenses and other” and non-current
unearned revenue is included in “Other long-term liabilities” on our consolidated balance sheets. Current
unearned revenue was $792 million and $462 million at December 31, 2012 and 2011. Non-current unearned
revenue was $108 million and $87 million at December 31, 2012 and 2011.

Income Taxes

Income tax expense includes U.S. and international income taxes. Except as required under U.S. tax law, we
do not provide for U.S. taxes on our undistributed earnings of foreign subsidiaries that have not been previously
taxed since we intend to invest such undistributed earnings indefinitely outside of the U.S. If our intent changes
or if these funds are needed for our U.S. operations, we would be required to accrue or pay U.S. taxes on some or
all of these undistributed earnings. Undistributed earnings of foreign subsidiaries that are indefinitely invested
outside of the U.S were $2.1 billion at December 31, 2012. Determination of the unrecognized deferred tax
liability that would be incurred if such amounts were repatriated is not practicable.

Deferred income tax balances reflect the effects of temporary differences between the carrying amounts of
assets and liabilities and their tax bases and are stated at enacted tax rates expected to be in effect when taxes are
actually paid or recovered.

Deferred tax assets are evaluated for future realization and reduced by a valuation allowance to the extent
we believe a portion will not be realized. We consider many factors when assessing the likelihood of future
realization of our deferred tax assets, including our recent cumulative earnings experience and expectations of
future taxable income and capital gains by taxing jurisdiction, the carry-forward periods available to us for tax
reporting purposes, and other relevant factors. We allocate our valuation allowance to current and long-term
deferred tax assets on a pro-rata basis.

We utilize a two-step approach to recognizing and measuring uncertain income tax positions (tax
contingencies). The first step is to evaluate the tax position for recognition by determining if the weight of
available evidence indicates it is more likely than not that the position will be sustained on audit, including
resolution of related appeals or litigation processes. The second step is to measure the tax benefit as the largest
amount which is more than 50% likely of being realized upon ultimate settlement. We consider many factors
when evaluating and estimating our tax positions and tax benefits, which may require periodic adjustments and
which may not accurately forecast actual outcomes. We include interest and penalties related to our tax
contingencies in income tax expense.
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Fair Value of Financial Instruments

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. To increase the comparability of fair
value measures, the following hierarchy prioritizes the inputs to valuation methodologies used to measure fair
value:

Level 1—Valuations based on quoted prices for identical assets and liabilities in active markets.

Level 2—Valuations based on observable inputs other than quoted prices included in Level 1, such as
quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets
and liabilities in markets that are not active, or other inputs that are observable or can be corroborated by
observable market data.

Level 3—Valuations based on unobservable inputs reflecting our own assumptions, consistent with
reasonably available assumptions made by other market participants. These valuations require significant
judgment.

We measure the fair value of money market funds and equity securities based on quoted prices in active
markets for identical assets or liabilities. All other financial instruments were valued either based on recent trades
of securities in inactive markets or based on quoted market prices of similar instruments and other significant
inputs derived from or corroborated by observable market data. We did not hold any cash, cash equivalents, or
marketable securities categorized as Level 3 as of December 31, 2012, or December 31, 2011.

Revenue

We recognize revenue from product sales or services rendered when the following four criteria are met:
persuasive evidence of an arrangement exists, delivery has occurred or services have been rendered, the selling
price is fixed or determinable, and collectability is reasonably assured. Revenue arrangements with multiple
deliverables are divided into separate units and revenue is allocated using estimated selling prices if we do not
have vendor-specific objective evidence or third-party evidence of the selling prices of the deliverables. We
allocate the arrangement price to each of the elements based on the estimated selling prices of each element.
Estimated selling prices are management’s best estimates of the prices that we would charge our customers if we
were to sell the standalone elements separately and include considerations of customer demand, prices charged
by us and others for similar deliverables, and the price if largely based on costs. Sales of our Kindle device are
considered arrangements with multiple deliverables, consisting of the device, 3G wireless access and delivery for
some models, and software upgrades. The revenue related to the device, which is the substantial portion of the
total sale price, and related costs are recognized upon delivery. Revenue related to 3G wireless access and
delivery and software upgrades is amortized over the average life of the device, which is estimated to be three
years.

We evaluate whether it is appropriate to record the gross amount of product sales and related costs or the net
amount earned as commissions. Generally, when we are primarily obligated in a transaction, are subject to
inventory risk, have latitude in establishing prices and selecting suppliers, or have several but not all of these
indicators, revenue is recorded at the gross sales price. We generally record the net amounts as commissions
earned if we are not primarily obligated and do not have latitude in establishing prices. Such amounts earned are
determined using a fixed percentage, a fixed-payment schedule, or a combination of the two.

Product sales represent revenue from the sale of products and related shipping fees and digital content where
we are the seller of record. Product sales and shipping revenues, net of promotional discounts, rebates, and return
allowances, are recorded when the products are shipped and title passes to customers. Kindle devices sold
through retailers are recognized at the point of sale to consumers. Retail sales to customers are made pursuant to
a sales contract that provides for transfer of both title and risk of loss upon our delivery to the carrier.
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Services sales represent third-party seller fees earned (including commissions) and related shipping fees,
and non-retail activities such as AWS, advertising services, and our co-branded credit card agreements. Services
sales, net of promotional discounts and return allowances, are recognized when services have been rendered.
Amounts received in advance for services, including amounts received for Amazon Prime and web services, are
deferred and recognized as revenue over the term.

Return allowances, which reduce revenue, are estimated using historical experience. Revenue from product
sales and services rendered is recorded net of sales and consumption taxes. Additionally, we periodically provide
incentive offers to our customers to encourage purchases. Such offers include current discount offers, such as
percentage discounts off current purchases, inducement offers, such as offers for future discounts subject to a
minimum current purchase, and other similar offers. Current discount offers, when accepted by our customers,
are treated as a reduction to the purchase price of the related transaction, while inducement offers, when accepted
by our customers, are treated as a reduction to purchase price based on estimated future redemption rates.
Redemption rates are estimated using our historical experience for similar inducement offers. Current discount
offers and inducement offers are presented as a net amount in “Total net sales.”

Cost of Sales

Cost of sales consists of the purchase price of consumer products and digital content where we are the seller
of record, inbound and outbound shipping charges, and packaging supplies. Shipping charges to receive products
from our suppliers are included in our inventory, and recognized as cost of sales upon sale of products to our
customers. Payment processing and related transaction costs, including those associated with seller transactions,
are classified in “Fulfillment” on our consolidated statements of operations.

Content Costs

We obtain digital video content through licensing agreements that have a wide range of licensing provisions
and are generally from one to five years with fixed payment schedules. When the license fee for a specific movie
or television title is determinable or reasonably estimable and available for streaming, we recognize an asset
representing the fee per title and a corresponding liability for the amounts owed. We amortize the asset on a
straight-line basis over each title’s contractual window of availability, which typically ranges from six months to
five years. If we are unable to reasonably estimate the cost per title, no asset or liability is recorded and licensing
costs are expensed as incurred.

Vendor Agreements

We have agreements to receive cash consideration from certain of our vendors, including rebates and
cooperative marketing reimbursements. We generally consider amounts received from our vendors as a reduction
of the prices we pay for their products and, therefore, record such amounts as a reduction of the cost of inventory
we buy from them. Vendor rebates are typically dependent upon reaching minimum purchase thresholds. We
evaluate the likelihood of reaching purchase thresholds using past experience and current year forecasts. When
volume rebates can be reasonably estimated, we record a portion of the rebate as we make progress towards the
purchase threshold.

When we receive direct reimbursements for costs incurred by us in advertising the vendor’s product or
service, the amount we receive is recorded as an offset to “Marketing” on our consolidated statements of
operations.

Fulfillment

Fulfillment costs represent those costs incurred in operating and staffing our fulfillment and customer
service centers, including costs attributable to buying, receiving, inspecting, and warehousing inventories;
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picking, packaging, and preparing customer orders for shipment; payment processing and related transaction
costs, including costs associated with our guarantee for certain seller transactions; responding to inquiries from
customers, and supply chain management for our manufactured Kindle devices. Fulfillment costs also include
amounts paid to third parties that assist us in fulfillment and customer service operations.

Marketing

Marketing costs consist primarily of targeted online advertising, television advertising, public relations
expenditures; and payroll and related expenses for personnel engaged in marketing, business development, and
selling activities. We pay commissions to participants in our Associates program when their customer referrals
result in product sales and classify such costs as “Marketing” on our consolidated statements of operations. We
also participate in cooperative advertising arrangements with certain of our vendors, and other third parties.

Advertising and other promotional costs are expensed as incurred and were $2.0 billion, $1.4 billion, and
$890 million in 2012, 2011, and 2010. Prepaid advertising costs were not significant at December 31, 2012 and
2011.

Technology and Content

Technology and content expenses consist principally of technology infrastructure expenses and payroll and
related expenses for employees involved in application, product, and platform development, category expansion,
editorial content, buying, merchandising selection, systems support, and digital initiatives, as well as costs
associated with the compute, storage, and telecommunications infrastructure used internally and supporting
AWS.

Technology and content costs are expensed as incurred, except for certain costs relating to the development
of internal-use software and website development, including software used to upgrade and enhance our websites
and applications supporting our business, which are capitalized and amortized over two years.

General and Administrative

General and administrative expenses consist of payroll and related expenses for employees involved in
general corporate functions, including accounting, finance, tax, legal, and human relations, among others; costs
associated with use by these functions of facilities and equipment, such as depreciation expense and rent;
professional fees and litigation costs; and other general corporate costs.

Stock-Based Compensation

Compensation cost for all stock-based awards expected to vest is measured at fair value on the date of grant
and recognized over the service period. The fair value of restricted stock units is determined based on the number
of shares granted and the quoted price of our common stock. Such value is recognized as expense over the
service period, net of estimated forfeitures, using the accelerated method. The estimation of stock awards that
will ultimately vest requires judgment, and to the extent actual results or updated estimates differ from our
current estimates, such amounts will be recorded as a cumulative adjustment in the period estimates are revised.
We consider many factors when estimating expected forfeitures, including employee class, economic
environment, and historical experience.

Other Operating Expense (Income), Net

Other operating expense (income), net, consists primarily of intangible asset amortization expense and
expenses related to legal settlements.
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Other Income (Expense), Net

Other income (expense), net, consists primarily of foreign currency gains and losses of $(95) million, $64
million, and $75 million in 2012, 2011, and 2010, and realized gains and losses on marketable securities sales of
$10 million, $4 million, and $1 million in 2012, 2011, and 2010.

Foreign Currency

We have internationally-focused websites for the United Kingdom, Germany, France, Japan, Canada, China,
Italy, Spain, and Brazil. Net sales generated from these websites, as well as most of the related expenses directly
incurred from those operations, are denominated in the functional currencies of the resident countries. The
functional currency of our subsidiaries that either operate or support these websites is the same as the local
currency. Assets and liabilities of these subsidiaries are translated into U.S. Dollars at period-end exchange rates,
and revenues and expenses are translated at average rates prevailing throughout the period. Translation
adjustments are included in “Accumulated other comprehensive income (loss),” a separate component of
stockholders’ equity, and in the “Foreign-currency effect on cash and cash equivalents,” on our consolidated
statements of cash flows. Transaction gains and losses including intercompany transactions denominated in a
currency other than the functional currency of the entity involved are included in “Other income (expense), net”
on our consolidated statements of operations. In connection with the settlement and remeasurement of
intercompany balances, we recorded gains (losses) of $(95) million in 2012 and $70 million in both 2011 and
2010.

Recent Accounting Pronouncements

In 2011, the Financial Accounting Standards Board (“FASB”) issued two Accounting Standard Updates
(“ASU”), which amend guidance for the presentation of comprehensive income. The amended guidance requires
an entity to present components of net income and other comprehensive income in one continuous statement,
referred to as the statement of comprehensive income, or in two separate, but consecutive statements. The option
to report other comprehensive income and its components in the statement of stockholders’ equity has been
eliminated. Although the new guidance changes the presentation of comprehensive income, there are no changes
to the components that are recognized in net income or other comprehensive income under existing guidance. We
adopted these ASUs using two consecutive statements for all periods presented.

Note 2—CASH, CASH EQUIVALENTS, AND MARKETABLE SECURITIES

As of December 31, 2012 and 2011, our cash, cash equivalents, and marketable securities primarily
consisted of cash, U.S. and foreign government and agency securities, AAA-rated money market funds, and other
investment grade securities. Our marketable fixed-income securities have effective maturities of less than
5 years. Cash equivalents and marketable securities are recorded at fair value. The following table summarizes,
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by major security type, our cash, cash equivalents, and marketable securities that are measured at fair value on a
recurring basis and are categorized using the fair value hierarchy (in millions):

December 31, 2012

Cost or
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Total
Estimated

Fair
Value

Cash $ 2,595 — — $ 2,595
Level 1 securities:

Money market funds 5,561 — — 5,561
Equity securities 2 — — 2

Level 2 securities:
Foreign government and agency securities 763 9 — 772
U.S. government and agency securities 1,809 3 (2) 1,810
Corporate debt securities 719 6 — 725
Asset-backed securities 49 — — 49
Other fixed income securities 33 — — 33

$11,531 $ 18 $ (2) $11,547

Less: Restricted cash, cash equivalents, and
marketable securities (1) (99)

Total cash, cash equivalents, and marketable
securities $11,448

December 31, 2011

Cost or
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Total
Estimated

Fair
Value

Cash $1,207 — — $1,207
Level 1 securities:

Money market funds 3,651 — — 3,651
Equity securities 2 — (1) 1

Level 2 securities:
Foreign government and agency securities 1,627 14 (1) 1,640
U.S. government and agency securities 2,592 3 (2) 2,593
Corporate debt securities 562 3 (2) 563
Asset-backed securities 56 — (1) 55
Other fixed income securities 22 — — 22

$9,719 $ 20 $ (7) $9,732

Less: Restricted cash, cash equivalents, and
marketable securities (1) (156)

Total cash, cash equivalents, and marketable
securities $9,576

(1) We are required to pledge or otherwise restrict a portion of our cash, cash equivalents, and marketable
securities as collateral for standby and trade letters of credit, guarantees, debt, and real estate lease
agreements. We classify cash and marketable securities with use restrictions of less than twelve months as
“Accounts receivable, net and other” and of twelve months or longer as non-current “Other assets” on our
consolidated balance sheets. See “Note 8—Commitments and Contingencies.”
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The following table summarizes gross gains and gross losses realized on sales of available-for-sale
marketable securities (in millions):

Year Ended
December 31,

2012 2011 2010

Realized gains $20 $15 $5
Realized losses 10 11 4

The following table summarizes the maturities of our cash equivalent and marketable fixed-income
securities as of December 31, 2012 (in millions):

Amortized
Cost

Estimated
Fair Value

Due within one year $6,689 $6,691
Due after one year through five years 1,968 1,981
Due after five years 277 278

$8,934 $8,950

Actual maturities may differ from the contractual maturities because borrowers may have certain
prepayment conditions.

Note 3—PROPERTY AND EQUIPMENT

Property and equipment, at cost, consisted of the following (in millions):

December 31,

2012 2011

Gross Property and Equipment (1):
Land and buildings $2,966 $1,437
Equipment and internal-use software (2) 6,228 4,106
Other corporate assets 174 137
Construction in progress 214 106

Gross property and equipment $9,582 $5,786

Total accumulated depreciation (1) 2,522 1,369

Total property and equipment, net $7,060 $4,417

(1) Excludes the original cost and accumulated depreciation of fully-depreciated assets.
(2) Includes internal-use software of $866 million and $623 million at December 31, 2012 and 2011.

In December 2012, we acquired our corporate headquarters for $1.2 billion consisting of land and
11 buildings that were previously accounted for as financing leases. The acquired building assets will be
depreciated over their estimated useful lives of 40 years. We also acquired three city blocks of land for the
expansion of our corporate headquarters for approximately $210 million.

Depreciation expense on property and equipment was $1.7 billion, $1.0 billion, and $552 million, which
includes amortization of property and equipment acquired under capital lease obligations of $510 million,
$335 million, and $164 million for 2012, 2011, and 2010. Gross assets remaining under capital leases were
$2.3 billion and $1.6 billion at December 31, 2012 and 2011. Accumulated depreciation associated with capital
leases was $1.1 billion and $603 million at December 31, 2012 and 2011. Cash paid for interest on capital leases
was $51 million, $44 million, and $26 million for 2012, 2011, and 2010.
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Note 4—ACQUISITIONS, GOODWILL, AND ACQUIRED INTANGIBLE ASSETS

2012 Acquisition Activity

In May 2012, we acquired Kiva Systems, Inc. (“Kiva”) for a purchase price of $678 million. The primary
reason for this acquisition was to improve fulfillment center productivity. Acquisition-related costs were
expensed as incurred and were not significant. The aggregate purchase price of this acquisition was allocated as
follows (in millions):

Purchase Price
Cash paid, net of cash acquired $613
Stock options assumed 65

$678

Allocation
Goodwill $560
Intangible assets (1):
Marketing-related 5
Contract-based 3
Technology-based 168
Customer-related 17

193

Property and equipment 9
Deferred tax assets 34
Other assets acquired 41
Deferred tax liabilities (81)
Other liabilities assumed (78)

$678

(1) Acquired intangible assets have estimated useful lives of between four and 10 years, with a weighted-
average amortization period of five years.

The fair value of assumed stock options was estimated using the Black-Scholes model. We determined the
estimated fair value of identifiable intangible assets acquired primarily by using the income and cost approaches.
These assets are included within “Other assets” on our consolidated balance sheets and are being amortized to
operating expenses on a straight-line or accelerated basis over their estimated useful lives.

Pro Forma Financial Information – 2012 Acquisition Activity (unaudited)

Kiva was consolidated into our financial statements starting on its acquisition date. The net sales and
operating loss of Kiva recorded in our consolidated statement of operations from its acquisition date through
December 31, 2012, were $61 million and $(62) million. The following pro forma financial information presents
our results as if the Kiva acquisition had occurred at the beginning of 2011 (in millions):

Year Ended
December 31,

2012 2011

Net sales $61,118 $48,157
Net income (loss) (2) 499
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2011 Acquisition Activity

In 2011, we acquired certain companies for an aggregate purchase price of $771 million. The primary
reasons for these acquisitions, none of which was individually material to our consolidated financial statements,
were to expand our customer base and sales channels, including our consumer channels and subscription
entertainment services. Acquisition-related costs were expensed as incurred and were not significant. The
aggregate purchase price of these acquisitions was allocated as follows (in millions):

Purchase Price
Cash paid, net of cash acquired $ 637
Existing equity interest 89
Indemnification holdbacks 25
Stock options assumed 20

$ 771

Allocation
Goodwill $ 615
Intangible assets (1):
Marketing-related 130
Customer-related 94
Contract-based 6

230

Property and equipment 119
Deferred tax assets 49
Other assets acquired 68
Accounts payable (65)
Debt (70)
Deferred tax liabilities (75)
Other liabilities assumed (2) (100)

$ 771

(1) Amortization periods range from two to 10 years, with a weighted-average amortization period of
eight years.

(2) Includes a $38 million contingent liability related to historic tax exposures.

In addition to cash consideration and the fair value of vested stock options, the aggregate purchase price
included the estimated fair value of our previous, noncontrolling interest in one of the acquired companies. We
remeasured this equity interest to fair value at the acquisition date and recognized a non-cash gain of $6 million
in “Equity-method investment activity, net of tax,” in our 2011 consolidated statement of operations. The fair
value of assumed stock options was estimated using the Black-Scholes model. We determined the estimated fair
value of identifiable intangible assets acquired primarily by using the income and cost approaches. Purchased
identifiable intangible assets are included within “Other assets” on our consolidated balance sheets and are being
amortized to operating expenses on a straight-line or accelerated basis over their estimated useful lives.

Pro forma results of operations have not been presented because the effects of these acquisitions,
individually and in the aggregate, were not material to our consolidated results of operations.

2010 Acquisition Activity

In 2010, we acquired certain companies for an aggregate purchase price of $228 million, resulting in
goodwill of $111 million and acquired intangible assets of $91 million. The primary reasons for these
acquisitions were to expand our customer base and sales channels. The purchase price was allocated to the
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tangible assets and intangible assets acquired and liabilities assumed based on their estimated fair values on the
acquisition date, with the remaining unallocated purchase price recorded as goodwill. The fair value assigned to
identifiable intangible assets acquired was determined primarily by using the income and cost approaches. These
intangible assets are being amortized on a straight-line or accelerated basis over their respective useful lives.

Pro forma results of operations have not been presented because the effects of these acquisitions,
individually and in the aggregate, were not material to our consolidated results of operations.

Goodwill

The goodwill of the acquired companies is generally not deductible for tax purposes and is primarily related
to expected improvements in fulfillment center productivity and sales growth from future product offerings and
customers, together with certain intangible assets that do not qualify for separate recognition.

The following summarizes our goodwill activity in 2012 and 2011 by segment (in millions):

North
America International Consolidated

Goodwill - January 1, 2011 $1,116 $233 $1,349
New acquisitions 417 198 615
Other adjustments (1) — (9) (9)

Goodwill - December 31, 2011 1,533 422 1,955

New acquisitions (2) 403 184 587
Other adjustments (1) 1 9 10

Goodwill - December 31, 2012 $1,937 $615 $2,552

(1) Primarily includes changes in foreign exchange.
(2) Primarily includes the goodwill of Kiva.

Intangible Assets

Acquired intangible assets, included within “Other assets” on our consolidated balance sheets, consist of the
following (in millions):

December 31,

2012 2011

Weighted
Average Life
Remaining

Acquired
Intangibles,

Gross (1)
Accumulated

Amortization (1)

Acquired
Intangibles,

Net

Acquired
Intangibles,

Gross (1)
Accumulated

Amortization (1)

Acquired
Intangibles,

Net

Marketing-related 7.3 $ 422 $(113) $309 $408 $ (74) $334
Contract-based 3.9 177 (89) 88 189 (74) 115
Technology- and

content-based 4.9 231 (30) 201 37 (13) 24
Customer-related 3.2 332 (205) 127 343 (169) 174

Acquired
intangibles (2) 5.1 $1,162 $(437) $725 $977 $(330) $647

(1) Excludes the original cost and accumulated amortization of fully-amortized intangibles.
(2) Intangible assets have estimated useful lives of between one and 10 years.
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Amortization expense for acquired intangibles was $163 million, $149 million, and $105 million in 2012,
2011, and 2010. Expected future amortization expense of acquired intangible assets as of December 31, 2012 is
as follows (in millions):

Year Ended December 31,
2013 $159
2014 143
2015 126
2016 103
2017 82
Thereafter 112

$725

Note 5—EQUITY-METHOD INVESTMENTS

Our equity-method investments include a 29% interest in LivingSocial. Summarized condensed financial
information for this investee, as provided to us by LivingSocial, is as follows (in millions):

Year Ended
December 31,

2012 2011

Statement of Operations:
Revenue $ 536 $ 250
Operating expense 862 669
Impairment charge 579 —

Operating loss (905) (419)
Net loss (1) $(650) $(499)

(1) The difference between the operating loss and net loss for 2012 is primarily due to the recognition of non-
operating, non-cash gains on previously held equity positions in companies that LivingSocial acquired
during Q1 2012.

December 31,

2012 2011

Balance Sheet:
Current assets $ 76 $176
Noncurrent assets 218 271
Current liabilities 338 210
Noncurrent liabilities 14 32
Mandatorily redeemable stock 205 201

LivingSocial tested its goodwill and certain long-lived assets for impairment based on certain triggering
events. Although its goodwill impairment test is not complete as of the date of this filing, LivingSocial believes
an impairment loss is probable and has provided to us its best estimate. Completion of this impairment test by
LivingSocial may result in an adjustment to this estimate.

As of December 31, 2012, the book value of our LivingSocial investment was $52 million. The summarized
financial information is included for the periods in which we held an equity method ownership interest.
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Note 6—LONG-TERM DEBT

In November 2012, we issued $3.0 billion of unsecured senior notes in three tranches as described in the
table below (collectively, the “Notes”). The net carrying amount of the Notes was $3.0 billion and the
unamortized discount was $27 million at December 31, 2012. We also have other long-term debt with a carrying
amount, including the current portion, of $691 million and $384 million at December 31, 2012 and 2011. The
face value of our total long-term debt obligations is as follows (in millions):

December 31,

2012 2011

0.65% Notes due on November 27, 2015 $ 750 $ —
1.20% Notes due on November 29, 2017 1,000 —
2.50% Notes due on November 29, 2022 1,250 —
Other long-term debt 691 384

Total debt 3,691 384
Less current portion of long-term debt (579) (129)

Face value of long-term debt $3,112 $ 255

The effective interest rates of the 2015, 2017, and 2022 Notes were 0.84%, 1.38%, and 2.66%. Interest on
the Notes is payable semi-annually in arrears in May and November. We may redeem the Notes at any time in
whole, or from time to time, in part at specified redemption prices. We are not subject to any financial covenants
under the Notes. We used the net proceeds from the issuance of the Notes for general corporate purposes. The
estimated fair value of the Notes was approximately $3.0 billion at December 31, 2012, which is based on quoted
prices for our publicly-traded debt as of that date.

The other debt, including the current portion, had a weighted average interest rate of 6.4% and 5.9% in 2012
and 2011. We used the net proceeds from the issuance of the debt to fund certain international operations. The
estimated fair value of the other long-term debt, which is based on Level 2 inputs, approximated its carrying
value at December 31, 2012 and December 31, 2011.

At December 31, 2012, future principal payments for debt were as follows (in millions):

Year Ended December 31,
2013 $ 579
2014 46
2015 816
2016 —
2017 1,000
Thereafter 1,250

$3,691
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Note 7—OTHER LONG-TERM LIABILITIES

Our other long-term liabilities are summarized as follows (in millions):

December 31,

2012 2011

Long-term capital lease obligations $ 737 $ 598
Long-term financing lease obligations (1) 9 562
Construction liabilities 87 59
Tax contingencies 336 266
Other (2) 1,108 885

$2,277 $2,370

(1) Long-term financing lease obligations related to our corporate headquarters leases are no longer included as
we acquired the associated land and buildings in December 2012. See “Note 3 – Property and Equipment.”

(2) Primarily includes long-term deferred tax liabilities.

Capital Leases

Certain of our equipment, primarily related to technology infrastructure, and buildings have been acquired
under capital leases. Long-term capital lease obligations are as follows (in millions):

December 31,
2012

Gross capital lease obligations $1,342
Less imputed interest (50)

Present value of net minimum lease payments 1,292
Less current portion of capital lease obligation (555)

Total long-term capital lease obligations $ 737

Construction Liabilities

We capitalize construction in progress and record a corresponding long-term liability for build-to-suit lease
agreements where we are considered the owner during the construction period for accounting purposes.

Tax Contingencies

We have recorded tax reserves for tax contingencies, inclusive of accrued interest and penalties, of
approximately $336 million as of December 31, 2012, and $266 million as of December 31, 2011, for U.S. and
foreign income taxes. These contingencies primarily relate to transfer pricing, state income taxes, and research
and development credits. See “Note 11—Income Taxes” for discussion of tax contingencies.

The remainder of our long-term liabilities primarily includes deferred tax liabilities, unearned revenue, asset
retirement obligations, and deferred rental liabilities.

Note 8—COMMITMENTS AND CONTINGENCIES

Commitments

We have entered into non-cancellable operating, capital, and financing leases for equipment and office,
fulfillment center, and data center facilities. Rental expense under operating lease agreements was $541 million,
$362 million, and $225 million for 2012, 2011, and 2010.
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The following summarizes our principal contractual commitments, excluding open orders for purchases that
support normal operations, as of December 31, 2012 (in millions):

Year Ended December 31,

2013 2014 2015 2016 2017 Thereafter Total

Operating and capital commitments:
Debt principal and interest $ 656 $ 105 $ 866 $ 43 $1,069 $1,380 $ 4,119
Capital leases, including interest 562 403 214 51 17 95 1,342
Financing lease obligations, including

interest 1 1 1 1 1 9 14
Operating leases 595 634 570 514 453 2,688 5,454
Unconditional purchase obligations (1) 302 239 143 38 1 — 723
Other commitments (2) (3) 380 276 253 110 78 436 1,533

Total commitments $2,496 $1,658 $2,047 $757 $1,619 $4,608 $13,185

(1) Includes unconditional purchase obligations related to agreements to acquire and license digital video
content that represent long-term liabilities or that are not reflected on the consolidated balance sheets.

(2) Includes the estimated timing and amounts of payments for rent and tenant improvements associated with
build-to-suit lease arrangements that have not been placed in service.

(3) Excludes $294 million of tax contingencies for which we cannot make a reasonably reliable estimate of the
amount and period of payment, if any.

Pledged Securities

We have pledged or otherwise restricted $99 million and $156 million in 2012 and 2011 of our cash and
marketable securities as collateral for standby and trade letters of credit, guarantees, debt related to our
international operations, as well as real estate leases.

Inventory Suppliers

During 2012, no vendor accounted for 10% or more of our inventory purchases. We generally do not have
long-term contracts or arrangements with our vendors to guarantee the availability of merchandise, particular
payment terms, or the extension of credit limits.

Legal Proceedings

The Company is involved from time to time in claims, proceedings, and litigation, including the following:

Beginning in March 2003, we were served with complaints filed in several different states, including
Illinois, by a private litigant, Beeler, Schad & Diamond, P.C., purportedly on behalf of the state governments
under various state False Claims Acts. The complaints allege that we (along with other companies with which we
have commercial agreements) wrongfully failed to collect and remit sales and use taxes for sales of personal
property to customers in those states and knowingly created records and statements falsely stating we were not
required to collect or remit such taxes. In December 2006, we learned that one additional complaint was filed in
the state of Illinois by a different private litigant, Matthew T. Hurst, alleging similar violations of the Illinois
state law. The Hurst case was dismissed with prejudice in June 2012. All of the complaints seek injunctive relief,
unpaid taxes, interest, attorneys’ fees, civil penalties of up to $10,000 per violation, and treble or punitive
damages under the various state False Claims Acts. It is possible that we have been or will be named in similar
cases in other states as well. We dispute the allegations of wrongdoing in these complaints and intend to
vigorously defend ourselves in these matters.
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In November 2007, an Austrian copyright collection society, Austro-Mechana, filed lawsuits against several
Amazon.com EU subsidiaries in the Commercial Court of Vienna, Austria and in the District Court of Munich,
Germany seeking to collect a tariff on blank digital media sold by our EU-based retail websites to customers
located in Austria. In July 2008, the German court stayed the German case pending a final decision in the
Austrian case. In July 2010, the Austrian court ruled in favor of Austro-Mechana and ordered us to report all
sales of products to which the tariff potentially applies for a determination of damages. We contested Austro-
Mechana’s claim and in September 2010 commenced an appeal in the Commercial Court of Vienna. We lost this
appeal and in March 2011 commenced an appeal in the Supreme Court of Austria. In October 2011, the Austrian
Supreme Court referred the case to the European Court of Justice.

In April 2009, Parallel Networks, LLC filed a complaint against us for patent infringement in the United
States District Court for the Eastern District of Texas. The complaint alleged, among other things, that our
website technology infringed a patent owned by Parallel Networks purporting to cover a “Method And Apparatus
For Client-Server Communication Using a Limited Capability Client Over A Low-Speed Communications Link”
(U.S. Patent No. 6,446,111) and sought injunctive relief, monetary damages, costs and attorneys’ fees. The
complaint was dismissed without prejudice in February 2010, but the plaintiff filed a new complaint against us
the following month containing similar allegations. In December 2011, the court granted Amazon’s motion for
summary judgment and dismissed the claims against Amazon with prejudice. In January 2013, the United States
Court of Appeals for the Federal Circuit affirmed the judgment of the district court.

In May 2009, Big Baboon, Inc. filed a complaint against us for patent infringement in the United States
District Court for the Central District of California. The complaint alleges, among other things, that our third-
party selling and payments technology infringes a patent owned by Big Baboon, Inc. purporting to cover an
“Integrated Business-to-Business Web Commerce and Business Automation System” (U.S. Patent
No. 6,115,690) and seeks injunctive relief, monetary damages, treble damages, costs and attorneys’ fees. In
February 2011, the Court entered an order staying the lawsuit pending the outcome of the Patent and Trademark
Office’s re-examination of the patent in suit. We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in this matter.

In September 2009, SpeedTrack, Inc. filed a complaint against us for patent infringement in the United
States District Court for the Northern District of California. The complaint alleges, among other things, that our
website technology infringes a patent owned by SpeedTrack purporting to cover a “Method For Accessing
Computer Files and Data, Using Linked Categories Assigned to Each Data File Record on Entry of the Data File
Record” (U.S. Patent Nos. 5,544,360) and seeks injunctive relief, monetary damages, enhanced damages, costs
and attorneys’ fees. In November 2009, the Court entered an order staying the lawsuit pending the outcome of
the Patent and Trademark Office’s re-examination of the patent in suit and the resolution of similar litigation
against another party. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this
matter.

In October 2009, Eolas Technologies Incorporated filed a complaint against us for patent infringement in
the United States District Court for the Eastern District of Texas. The complaint alleges, among other things, that
our website technology infringes two patents owned by Eolas purporting to cover “Distributed Hypermedia
Method for Automatically Invoking External Application Providing Interaction and Display of Embedded
Objects within a Hypermedia Document” (U.S. Patent No. 5,838,906) and “Distributed Hypermedia Method and
System for Automatically Invoking External Application Providing Interaction and Display of Embedded
Objects within a Hypermedia Document” (U.S. Patent No. 7,599,985) and seeks injunctive relief, monetary
damages, costs and attorneys’ fees. In February 2012, the Court held a jury trial to determine the validity of the
asserted patent claims, and the jury found all asserted claims invalid. In August 2012, the plaintiff filed a notice
of appeal. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In December 2009, Nazomi Communications, Inc. filed a complaint against us for patent infringement in the
United States District Court for the Eastern District of Texas. The complaint alleges, among other things, that
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the processor core in our Kindle e-reader infringes two patents owned by Nazomi purporting to cover “Java
virtual machine hardware for RISC and CISC processors” and “Java hardware accelerator using microcode
engine” (U.S. Patent Nos. 7,080,362 and 7,225,436) and seeks monetary damages, injunctive relief, costs and
attorneys’ fees. In October 2010, the case was transferred to the United States District Court for the Northern
District of California. In January 2012, Nazomi added Amazon to a second lawsuit, which alleges, among other
things, that the Kindle Fire infringes a patent owned by Nazomi purporting to cover a “Constant Pool Reference
Resolution Method” (U.S. Patent No. 6,338,160) also seeking monetary damages, injunctive relief, costs and
attorneys’ fees. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this
matter.

In July 2010, Positive Technologies Inc. filed a complaint against us for patent infringement in the United
States District Court for the Eastern District of Texas. The complaint alleges, among other things, that certain of
our products, including our Kindle e-reader, infringe three patents owned by the plaintiff purporting to cover a
“DC Integrating Display Driver Employing Pixel Status Memories” (U.S. Patent Nos. 5,444,457; 5,627,558 and
5,831,588) and seeks monetary damages, injunctive relief, costs and attorneys’ fees. In April 2011, the case was
transferred to the United States District Court for the Northern District of California. We dispute the allegations
of wrongdoing and intend to vigorously defend ourselves in this matter.

In July 2010, the Federal Trade Commission (“FTC”) staff informed us that it was considering whether to
recommend enforcement proceedings against us for advertising and selling certain textile fiber products as
“bamboo” when they are made of rayon manufactured from bamboo, in violation of the Textile Fiber Product
Identification Act, the FTC Act, and the regulations promulgated thereunder. We do not believe we violated these
laws and regulations and cooperated voluntarily with the Commission’s inquiry. In September 2011, we learned
that the Commission voted to refer the matter to the Department of Justice for enforcement proceedings. In
January 2013, we entered into a settlement of the inquiry that included, among other things, payment of a civil
penalty. The payment was not material to either the current or future years.

In September 2010, Olympic Developments AG, LLC filed a complaint against us for patent infringement in
the United States District Court for the Central District of California. The complaint alleges, among other things,
that certain aspects of our technology, including our Kindle e-reader, infringe two patents owned by the plaintiff
purporting to cover a “Transactional Processing System” (U.S. Patent No. 5,475,585) and a “Device for
Controlling Remote Interactive Receiver” (U.S. Patent No. 6,246,400B1) and seeks monetary damages,
injunctive relief, costs and attorneys’ fees. In February 2011, the case was transferred to the United States
District Court for the Western District of Washington. In September 2011, the Court entered an order staying the
lawsuit pending the outcome of the Patent and Trademark Office’s re-examination of the patents in suit. We
dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In November 2010, Kelora Systems, LLC filed a complaint against us for patent infringement in the United
States District Court for the Western District of Wisconsin. The complaint alleged that our website infringes a
patent owned by Kelora Systems purporting to cover a “Method and system for executing a guided parametric
search” (U.S. Patent No. 6,275,821) and sought monetary damages, costs, attorneys’ fees, and injunctive relief.
In March 2011, the case was transferred to the United States District Court for the Northern District of
California. In August 2011, Kelora filed an amended complaint adding Amazon subsidiaries Audible and Zappos
as defendants. In May 2012, the lawsuit was dismissed on summary judgment. In June 2012, Kelora appealed to
the United States Court of Appeals for the Federal Circuit. We dispute the allegations of wrongdoing and intend
to vigorously defend ourselves in this matter.

In December 2010, Technology Innovations, LLC filed a complaint against us for patent infringement in the
United States District Court for the Southern District of Texas. The complaint alleges, among other things, that
Amazon’s sale of e-books and Kindle e-readers infringes a patent owned by the plaintiff purporting to cover a
“Device For Including Enhancing Information With Printed Information And Method For Electronic Searching
Thereof” (U.S. Patent No. 5,517,407) and seeks monetary damages, injunctive relief, costs, interest, and
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attorneys’ fees. The complaint was dismissed without prejudice in August 2011, but the plaintiff filed a new
complaint against us in the United States District Court for the District of Delaware containing similar allegations
and alleging infringement of an additional patent purporting to cover an “Apparatus for the Display of Embedded
Information” (U.S. Patent No. 7,429,965). We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in this matter.

In January 2011, Rovi Corporation, Rovi Guides, Inc., United Video Properties, Inc., TV Guide Online,
LLC, and TV Guide Online, Inc. filed a complaint against Amazon.com, Inc. and IMDb.com, Inc. in the United
States District Court for the District of Delaware. The plaintiffs allege, among other things, that the use of links
on instant video web pages to DVD and Blu-ray discs; instant video preview, TV season, and season pass
options; IMDb TV listings (localized listings); and links on IMDb title pages to DVD and Blue-ray pages on
Amazon’s website infringe one or more of U.S. Patent No. 5,988,078, entitled “Method and Apparatus for
Receiving Customized Television Programming Information by Transmitting Geographic Location to a Service
Provider Through a Wide-Area Network”; U.S. Patent No. 6,275,268, entitled “Electronic Television Program
Guide with Remote Product Ordering”; U.S. Patent No. 6,769,128, entitled “Electronic Television Program
Guide Schedule System and Method with Data Feed Access”; U.S. Patent No. 7,493,643, entitled “Program
Guide System with Video-On-Demand Browsing”; and U.S. Patent No. 7,603,690, entitled “Interactive
Television Program Guide System with Pay Program Package Promotion.” The complaint seeks an unspecified
amount of damages, enhanced damages, interest, attorneys’ fees, and an injunction. In August 2012, the court
granted a stipulated judgment of non-infringement for U.S. Patent No. 6,769,128. In November 2012, Rovi’s
damages expert opined that, if we are found to infringe the patents-in-suit and the patents are found to be valid
(both of which we dispute), Amazon and its affiliates should pay damages of approximately $40 million, subject
to enhancement. In December 2012, the court dismissed with prejudice plaintiffs’ claims for infringement of U.S.
Patent Nos. 5,988,078 and 7,493,643. We dispute the allegations of wrongdoing and intend to vigorously defend
ourselves in this matter.

In February 2011, SFA Systems, LLC, filed a complaint against us for patent infringement in the United States
District Court for the Eastern District of Texas. The complaint alleges, among other things, that by using computer-
implemented systems and methods for personalization Amazon and Zappos infringe a patent owned by the plaintiff
purporting to cover an “Integrated Computerized Sales Force Automation System” (U.S. Patent No. 6,067,525), and
seeks monetary damages, interest, costs, and attorneys’ fees. In August 2011, the plaintiff filed an additional
complaint against us in the United States District Court for the Eastern District of Texas alleging, among other
things, that certain supply chain, sales, marketing, and inventory systems and methods used by Amazon and Zappos
infringe a patent owned by the plaintiff purporting to cover a “Sales Force Automation System and Method” (U.S.
Patent No. 7,941,341), and seeking monetary damages, interest, costs, and attorneys’ fees. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In April 2011, Walker Digital LLC filed several complaints against us for patent infringement in the United
States District Court for the District of Delaware. The complaints allege that we infringe several of the plaintiff’s
U.S. patents by, among other things, providing “cross benefits” to customers through our promotions, (U.S.
Patent Nos. 7,831,470 and 7,827,056), using a customer’s identified original product to offer a substitute product
(U.S. Patent No. 7,236,942), using our product recommendations and personalization features to offer
complementary products together (U.S. Patent Nos. 6,601,036 and 6,138,105), enabling customers to subscribe to
a delivery schedule for products they routinely use at reduced prices (U.S. Patent No. 5,970,470), and offering
personalized advertising based on customers’ preferences identified using a data pattern (U.S. Patent
No. 7,933,893). Another complaint, filed in the same court in October 2011, alleges that we infringe plaintiff’s
U.S. Patent No. 8,041,711 by offering personalized advertising based on customer preferences that associate data
with resource locators. Another complaint, filed in the same court in February 2012, alleges that we infringe
plaintiff’s U.S. Patent No. 8,112,359 by using product information received from customers to identify and offer
substitute products using a manufacturer database. The complaints seek monetary damages, interest, injunctive
relief, costs, and attorneys’ fees. We dispute the allegations of wrongdoing and intend to vigorously defend
ourselves in these matters.
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In July 2011, GPNE Corp. filed a complaint against us for patent infringement in the United States District
Court for the District of Hawaii. The complaint alleges, among other things, that certain aspects of our
technology, including our Kindle e-reader, infringe three patents owned by the plaintiff purporting to cover a
“Network Communication System Wherein a Node Obtains Resources for Transmitting Data by Transmitting
Two Reservation Requests” (U.S. Patent No. 7,555,267), a “Communication System Wherein a Clocking Signal
from a Controller, a Request from a Node, Acknowledgement of the Request, and Data Transferred from the
Node are all Provided on Different Frequencies, Enabling Simultaneous Transmission of these Signals” (U.S.
Patent No. 7,570,954) and a “Network Communication System with an Alignment Signal to Allow a Controller
to Provide Messages to Nodes and Transmission of the Messages over Four Independent Frequencies” (U.S.
Patent No. 7,792,492) and seeks monetary damages, interest, costs, and attorneys’ fees. In June 2012, the case
was transferred to the United States District Court for the Northern District of California. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Parallel Iron, LLC, filed a complaint against us for patent infringement in the United
States District Court for the District of Delaware. The complaint alleged, among other things, that certain AWS
file storage systems that include a Hadoop Distributed File System infringe a patent owned by the plaintiff
purporting to cover “Methods and Systems for a Storage System With a Program-Controlled Switch for Routing
Data” (U.S. Patent No. 7,415,565), and sought monetary damages, injunctive relief, costs, and attorneys’ fees. In
June 2012, the complaint was dismissed with prejudice. Later in June 2012, the plaintiff filed a new complaint in
the United States District Court for the District of Delaware alleging that the same AWS file storage systems
infringe three additional patents, all entitled “Methods and Systems for a Storage System” (U.S. Patent Nos.
7,197,662; 7,958,388; and 7,543,177), and seeking monetary damages, injunctive relief, costs, and attorneys’
fees. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Droplets, Inc. filed a complaint against us for patent infringement in the United States
District Court for the Eastern District of Texas. The complaint alleged, among other things, that by offering web
applications and software Amazon infringed two patents owned by the plaintiff purporting to cover a “System
and Method for Delivering a Graphical User Interface of Remote Applications Over a Thin Bandwidth
Connection” (U.S. Patent No. 6,687,745) and a “System and Method for Delivering Remotely Stored
Applications and Information” (U.S. Patent No. 7,502,838), and sought monetary damages, injunctive relief,
costs, and attorneys’ fees. In June 2012, the case was transferred to the United States District Court for the
Northern District of California. In December 2012, we entered into a settlement of the litigation that included,
among other things, a payment to the plaintiff. The settlement was not material to either the current or future
years.

In September 2011, LVL Patent Group, LLC filed three complaints against us for patent infringement in the
United States District Court for the District of Delaware. The complaints allege, among other things, that certain
aspects of our technology, including our mobile applications, infringe four patents owned by the plaintiff
purporting to cover a “Telephone/Transaction Entry Device and System for Entering Transaction Data into
Databases (U.S. Patent Nos. 5,805,676; 5,987,103; and 8,019,060) and a “Data Transaction Assembly Server”
(U.S. Patent No. 6,044,382), and seek monetary damages, injunctive relief, costs, and attorneys’ fees. In August
2012, the court entered judgment declaring the ’060 patent to be invalid; the case is proceeding with respect to
the ’676, ’103, and ’382 patents. We dispute the allegations of wrongdoing and intend to vigorously defend
ourselves in this matter.

In December 2011, Personalweb Technologies LLC filed a complaint against Amazon.com, Inc. and
Amazon Web Services LLC in the United States District Court for the Eastern District of Texas. The complaint
alleges, among other things, that “Amazon Simple Storage Service (S3) and Amazon ElastiCache” infringe U.S.
Patent No. 5,978,791, entitled “Data Processing System Using Substantially Unique Identifiers To Identify Data
Items, Whereby Data Items Have The Same Identifiers”; U.S Patent No. 6,415,280, entitled “Identifying And
Requesting Data In Network Using Identifiers Which Are Based On Contents Of Data”; U.S Patent
No. 6,928,442, entitled “Enforcement And Policing Of Licensed Content Using Content-Based Identifiers”;
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U.S Patent No. 7,802,310, entitled “Controlling Access To Data In A Data Processing System”; U.S. Patent
No. 7,945,539, entitled “Distributing And Accessing Data In A Data Processing System”; U.S. Patent
No. 7,945,544, entitled “Similarity-Based Access Control Of Data In A Data Processing System”; U.S. Patent
No. 7,949,662, entitled “De-Duplication Of Data In A Data Processing System”; and U.S Patent No. 8,001,096,
entitled “Computer File System Using Content-Dependent File Identifiers.” The complaint seeks an unspecified
amount of damages, interest, attorneys’ fees, and an injunction. We dispute the allegations of wrongdoing and
intend to vigorously defend ourselves in this matter.

In December 2011, Round Rock Research, LLC filed a complaint against Amazon.com, Inc. in the United
States District Court for the District of Delaware. The complaint alleges, among other things, that “RFID
products” and “Kindle products with unlicensed DRAM” infringe U.S. Patent Nos. 5,500,650 and 5,627,544,
entitled “Data Communication Method Using Identification Protocol”; U.S. Patent No. 5,974,078, entitled
“Modulated Spread Spectrum In RF Identification Systems Method”; U.S. Patent No. 6,459,726, entitled
“Backscatter Interrogators, Communication Systems And Backscatter Communication Methods”; U.S. Patent
No. RE41,531, entitled “Communications Systems For Radio Frequency Identification (RFID)”; U.S. Patent
Nos. 6,975,556 and 7,106,646, entitled “Circuit And Method For Controlling A Clock Synchronizing Circuit For
Low Power Refresh Operation”; U.S. Patent No. 7,221,020, entitled “Method To Construct A Self Aligned
Recess Gate For DRAM Access Devices”; and U.S. Patent No. 7,389,369, entitled “Active Termination
Control.” In February 2012, the plaintiff filed an amended complaint that further alleges, among other things, that
Kindle products allegedly including “unlicensed flash memory” infringe U.S. Patent No. 5,801,985, entitled
“Memory System Having Programmable Control Parameters” and U.S. Patent No. 5,880,996, entitled “Memory
System Having Non-Volatile Data Storage Structure For Memory Control Parameters And Method.” The
complaint seeks an unspecified amount of damages, enhanced damages, interest, and attorneys’ fees. In April
2012, the case was stayed pending reexamination of ten of the asserted patents. We dispute the allegations of
wrongdoing and intend to vigorously defend ourselves in this matter.

In March 2012, OIP Technologies, Inc. filed a complaint against us for patent infringement in the United
States District Court for the Northern District of California. The complaint alleged, among other things, that
certain aspects of our pricing methods infringed U.S. Patent No. 7,970,713, entitled “Method and Apparatus for
Automatic Pricing in Electronic Commerce.” The complaint sought three times an unspecified amount of
damages, attorneys’ fees, and interest. In September 2012, the Court invalidated the plaintiff’s patent and
dismissed the case with prejudice. In September 2012, OIP appealed the judgment of the district court to the
United States Court of Appeals for the Federal Circuit, which, in November 2012, stayed all proceedings pending
its decision in a separate case that raises a related question of law.

In May 2012, Clouding IP, LLC f/k/a/ STEC IP, LLC filed a complaint against Amazon.com, Inc. and
Amazon Web Services, LLC in the United States District Court for the District of Delaware. The complaint
alleges, among other things, that our “Elastic Compute Cloud,” “WhisperSync,” “Virtual Private Cloud,” “Cloud
Drive,” and “Kindle Store” services infringe one or more of 11 patents: U.S. Patent Nos. 7,596,784, entitled
“Method System and Apparatus for Providing Pay-Per-Use Distributed Computing Resources”; 7,065,637,
entitled “System for Configuration of Dynamic Computing Environments Using a Visual Interface”; 6,738,799,
entitled “Methods and Apparatuses for File Synchronization and Updating Using a Signature List”; 5,944,839,
entitled “System and Method for Automatically Maintaining A Computer System”; 5,825,891, entitled “Key
Management for Network Communication”; 5,495,607, entitled “Network Management System Having Virtual
Catalog Overview of Files Distributively Stored Across Network Domain”; 6,925,481, entitled “Technique for
Enabling Remote Data Access And Manipulation From A Pervasive Device”; 7,254,621, entitled “Technique for
Enabling Remote Data Access And Manipulation From A Pervasive Device”; 6,631,449, entitled “Dynamic
Distributed Data System and Method”; 6,918,014, entitled “Dynamic Distributed Data System and Method”; and
6,963,908, entitled “System for Transferring Customized Hardware and Software Settings from One Computer to
Another Computer to Provide Personalized Operating Environments.” The complaint seeks an unspecified
amount of damages together with interest. We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in this matter.
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In June 2012, Hand Held Products, Inc., a subsidiary of Honeywell, filed a complaint against Amazon.com,
Inc., AMZN Mobile LLC, AmazonFresh LLC, A9.com, Inc., A9 Innovations LLC, and Quidsi, Inc. in the United
States District Court for the District of Delaware. The complaint alleges, among other things, that the use of
mobile barcode reader applications, including Amazon Mobile, Amazon Price Check, Flow, and AmazonFresh,
infringes U.S. Patent No. 6,015,088, entitled “Decoding of Real Time Video Imaging.” The complaint seeks an
unspecified amount of damages, interest, and an injunction. We dispute the allegations of wrongdoing and intend
to vigorously defend ourselves in this matter.

In July 2012, Norman Blagman filed a purported class-action complaint against us for copyright
infringement in the United States District Court for the Southern District of New York. The complaint alleges,
among other things, that we sell digital music in our Amazon MP3 Store obtained from defendant Orchard
Enterprises and other unnamed “digital music aggregators” without obtaining mechanical licenses for the
compositions embodied in that music. The complaint seeks certification as a class action, statutory damages,
attorneys’ fees, and interest. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves
in this matter.

In July 2012, Technology Properties Limited, Phoenix Digital Solutions LLC, and Patriot Scientific
Corporation filed a complaint against us for patent infringement in the United States International Trade
Commission and in the United States District Court for the Northern District of California. The complaints
allege, among other things, that using the Kindle Fire in combination with certain peripheral devices infringes
U.S. Patent No. 5,809,336, entitled “High Performance Microprocessor Having Variable Speed System
Clock.” The ITC complaint seeks an exclusion order preventing the importation of Kindle Fire into the United
States. The district court complaint asserts infringement of two additional patents—U.S. Patent Nos. 5,440,749
and 5,530,890, both entitled “High Performance, Low Cost Microprocessor Architecture”—and seeks an
unspecified amount of damages, enhanced damages, attorneys’ fees, interest, and an injunction. In a November
2012 letter to the Company plaintiff alleged specifically that, if we are found to infringe the patents-in-suit and
the patents are found to be valid (both of which we dispute), Amazon and its affiliates should pay damages of
approximately $42 million, subject to enhancement, plus $17 million in prejudgment interest. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In August 2012, an Australian quasi-government entity named Commonwealth Scientific and Industrial
Research Organization filed a complaint against us in the United States District Court for the Eastern District of
Texas. The complaint alleges, among other things, that the sale of “products which are operable according to the
Institute of Electrical and Electronics Engineers (“IEEE”) 802.11a, g, n, and/or draft n standards” infringe U.S.
Patent No. 5,487,069, entitled “Wireless LAN.” The complaint seeks an unspecified amount of damages,
enhanced damages, attorneys’ fees, and injunctive relief. We dispute the allegations of wrongdoing and intend to
vigorously defend ourselves in this matter.

In September 2012, B.E. Technology, LLC filed a complaint against Amazon Digital Services, Inc. in the
United States District Court for the Western District of Tennessee. The complaint alleges, among other things,
that Kindle, Kindle Touch, Kindle Touch 3G, Kindle Keyboard 3G, Kindle DX, and Kindle Fire infringe U.S.
Patent No. 6,771,290, entitled “Computer Interface Method And Apparatus With Portable Network Organization
System And Targeted Advertising.” The complaint seeks an unspecified amount of damages, interest, and
injunctive relief. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this
matter.

In November 2012, Innovative Automation LLC filed a complaint against Amazon.com, Inc., Audible, Inc.,
and On-Demand Publishing LLC dba CreateSpace in the United States District Court for the Eastern District of
Texas. The complaint alleges, among other things, that Amazon products and services relating to Kindle content
distribution, Audible audiobooks, Amazon Cloud Player, and on-demand CD and DVD duplication infringe
U.S. Patent Nos. 7,392,283 and 7,174,362, both entitled “Method and System for Supplying Products and
Pre-Stored Digital Data in Response to Demands Transmitted Via Computer Network.” The complaint seeks an
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unspecified amount of damages, interest, and injunctive relief. We dispute the allegations of wrongdoing and
intend to vigorously defend ourselves in this matter.

We cannot predict the impact (if any) that any of the matters described above may have on our business,
results of operations, financial position, or cash flows. Because of the inherent uncertainties of such matters,
including the early stage and lack of specific damage claims in many of them, we cannot estimate the range of
possible losses from them (except as otherwise indicated).

See also “Note 11—Income Taxes.”

Note 9—STOCKHOLDERS’ EQUITY

Preferred Stock

We have authorized 500 million shares of $0.01 par value Preferred Stock. No preferred stock was
outstanding for any period presented.

Common Stock

Common shares outstanding plus shares underlying outstanding stock awards totaled 470 million,
468 million, and 465 million, at December 31, 2012, 2011, and 2010. These totals include all vested and
unvested stock-based awards outstanding, including those awards we estimate will be forfeited.

Stock Repurchase Activity

In January 2010, our Board of Directors authorized the Company to repurchase up to $2.0 billion of our
common stock with no fixed expiration. We have $763 million remaining under the $2.0 billion repurchase
program.

Stock Award Plans

Employees vest in restricted stock unit awards over the corresponding service term, generally between two
and five years.

Stock Award Activity

The following summarizes our restricted stock unit activity (in millions):

Number of
Units

Weighted Average
Grant-Date
Fair Value

Outstanding at January 1, 2010 15.7 $ 66.75
Units granted 5.3 140.43
Units vested (5.7) 60.44
Units forfeited (1.3) 82.85

Outstanding at December 31, 2010 14.0 $ 95.86

Units granted 5.4 192.82
Units vested (5.1) 72.51
Units forfeited (1.2) 122.17

Outstanding at December 31, 2011 13.1 $142.54

Units granted 8.2 209.30
Units vested (4.2) 109.67
Units forfeited (1.7) 168.20

Outstanding at December 31, 2012 15.4 $184.29
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Scheduled vesting for outstanding restricted stock units at December 31, 2012 is as follows (in millions):

Year Ended December 31,

2013 2014 2015 2016 2017 Thereafter Total

Scheduled vesting—restricted stock units 4.8 5.2 3.2 1.7 0.3 0.2 15.4

As of December 31, 2012, there was $1.3 billion of net unrecognized compensation cost related to unvested
stock-based compensation arrangements. This compensation is recognized on an accelerated basis with
approximately half of the compensation expected to be expensed in the next twelve months, and has a weighted
average recognition period of 1.2 years.

During 2012 and 2011, the fair value of restricted stock units that vested was $928 million and $1.0 billion.

As matching contributions under our 401(k) savings plan, we granted 0.1 million shares of common stock in
2012 and 2011. Shares granted as matching contributions under our 401(k) plan are included in outstanding
common stock when issued.

Common Stock Available for Future Issuance

At December 31, 2012, common stock available for future issuance to employees is 149 million shares.

Note 10—ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Changes in the composition of accumulated other comprehensive income (loss) for 2012, 2011, and 2010
are as follows (in millions):

Foreign currency
translation

adjustments

Unrealized gains on
available-for-sale

securities Total

Balances as of January 1, 2010 $ (66) $10 $ (56)
Other comprehensive income (loss) (137) 3 (134)

Balances as of December 31, 2010 $(203) $13 $(190)
Other comprehensive income (loss) (123) (3) (126)

Balances as of December 31, 2011 $(326) $10 $(316)
Other comprehensive income (loss) 76 1 77

Balances as of December 31, 2012 $(250) $11 $(239)

Amounts included in accumulated other comprehensive income (loss) are recorded net of their related
income tax effects.

Note 11—INCOME TAXES

In 2012, 2011, and 2010, we recorded net tax provisions of $428 million, $291 million, and $352 million.
A majority of this provision is non-cash. We have tax benefits relating to excess stock-based compensation that
are being utilized to reduce our U.S. taxable income. As such, cash taxes paid, net of refunds, were $112 million,
$33 million, and $75 million for 2012, 2011, and 2010.
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The components of the provision for income taxes, net are as follows (in millions):

Year Ended December 31,

2012 2011 2010

Current taxes:
U.S. and state $ 562 $103 $311
International 131 52 37

Current taxes 693 155 348
Deferred taxes:

U.S. and state (156) 157 1
International (109) (21) 3

Deferred taxes (265) 136 4

Provision for income taxes, net $ 428 $291 $352

U.S. and international components of income before income taxes are as follows (in millions):

Year Ended December 31,

2012 2011 2010

U.S. $ 882 $658 $ 886
International (338) 276 611

Income before income taxes $ 544 $934 $1,497

The items accounting for differences between income taxes computed at the federal statutory rate and the
provision recorded for income taxes are as follows:

Year Ended December 31,

2012 2011 2010

Federal statutory rate 35.0% 35.0% 35.0%
Effect of:

Impact of foreign tax differential 31.5 (8.4) (12.7)
State taxes, net of federal benefits 0.2 1.5 1.5
Tax credits (4.4) (3.2) (1.1)
Nondeductible stock-based compensation 11.1 4.1 1.6
Other, net 5.2 2.2 (0.8)

Total 78.6% 31.2% 23.5%

Our effective tax rate in 2012, 2011, and 2010 was significantly affected by two factors: the favorable
impact of earnings in lower tax rate jurisdictions and the adverse effect of losses incurred in certain foreign
jurisdictions for which we may not realize a tax benefit. Income earned in lower tax jurisdictions is primarily
related to our European operations, which are headquartered in Luxembourg. Losses incurred in foreign
jurisdictions for which we may not realize a tax benefit, primarily generated by subsidiaries located outside of
Europe, reduce our pre-tax income without a corresponding reduction in our tax expense, and therefore increase
our effective tax rate. We have recorded a valuation allowance against the related deferred tax assets.

In 2012, the adverse impact of such foreign jurisdiction losses was partially offset by the favorable impact
of earnings in lower tax rate jurisdictions. Additionally, our effective tax rate in 2012 was more volatile as
compared to prior years due to the lower level of pre-tax income generated during the year, relative to our tax
expense. For example, the impact of non-deductible expenses on our effective tax rate was greater as a result of
our lower pre-tax income. Our effective tax rate in 2012 was also adversely impacted by acquisitions (including
integrations) and investments, audit developments, nondeductible expenses, and changes in tax law such as the
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expiration of the U.S. federal research and development credit at the end of 2011. These items collectively
caused our annual effective tax rate to be higher than both the 35% U.S. federal statutory rate and our effective
tax rates in 2011 and 2010.

In 2011 and 2010, the favorable impact of earnings in lower tax rate jurisdictions offset the adverse impact
of foreign jurisdiction losses and as a result, the effective tax rate in both years was lower than the 35% U.S.
federal statutory rate.

Deferred income tax assets and liabilities are as follows (in millions):

Year Ended
December 31,

2012 2011

Deferred tax assets:
Net operating losses U.S. - Federal/States (1) $ 47 $ 43
Net operating losses foreign (2) 289 113
Accrued liabilities, reserves, & other expenses 482 412
Stock-based compensation 281 178
Deferred revenue 129 41
Assets held for investment 129 64
Other items 133 98
Tax credits (3) 12 7

Total gross deferred tax assets 1,502 956
Less valuation allowance (4) (415) (227)

Deferred tax assets, net of valuation allowance 1,087 729
Deferred tax liabilities:

Depreciation & amortization (698) (572)
Acquisition related intangible assets (274) (231)
Other items (29) (21)

Net deferred tax assets (liabilities), net of valuation
allowance $ 86 $ (95)

(1) Excluding $9 million and $116 million of deferred tax assets at December 31, 2012 and 2011, related to net
operating losses that result from excess stock-based compensation and for which any benefit realized will be
recorded to stockholders’ equity.

(2) Excluding $2 million and $13 million of deferred tax assets at December 31, 2012 and 2011, related to net
operating losses that result from excess stock-based compensation and for which any benefit realized will be
recorded to stockholders’ equity.

(3) Excluding $146 million and $278 million of deferred tax assets at December 31, 2012 and 2011, related to
tax credits that result from excess stock-based compensation and for which any benefit realized will be
recorded to stockholders’ equity.

(4) Relates primarily to deferred tax assets that would only be realizable upon the generation of future capital
gains and net income in certain foreign taxing jurisdictions.

As of December 31, 2012, our federal, foreign, and state net operating loss carryforwards for income tax
purposes were approximately $89 million, $1.1 billion, and $606 million. The federal and state net operating loss
carryforwards are subject to limitations under Section 382 of the Internal Revenue Code and applicable state tax
law. If not utilized, a portion of the federal, foreign, and state net operating loss carryforwards will begin to
expire in 2026, 2013, and 2013, respectively. As of December 31, 2012, our tax credit carryforwards for income
tax purposes were approximately $158 million. If not utilized, a portion of the tax credit carryforwards will begin
to expire in 2020.
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The company’s consolidated balance sheet reflects tax credit carryforwards excluding amounts resulting
from excess stock-based compensation. Accordingly, such credits from excess stock-based compensation are
accounted for as an increase to additional paid-in capital if and when realized through a reduction in income
taxes payable.

Tax Contingencies

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is
required in evaluating our tax positions and determining our provision for income taxes. During the ordinary
course of business, there are many transactions and calculations for which the ultimate tax determination is
uncertain. We establish reserves for tax-related uncertainties based on estimates of whether, and the extent to
which, additional taxes will be due. These reserves are established when we believe that certain positions might
be challenged despite our belief that our tax return positions are fully supportable. We adjust these reserves in
light of changing facts and circumstances, such as the outcome of tax audits. The provision for income taxes
includes the impact of reserve provisions and changes to reserves that are considered appropriate.

The reconciliation of our tax contingencies is as follows (in millions):

December 31,

2012 2011 2010

Gross tax contingencies – January 1 $229 $213 $181
Gross increases to tax positions in prior periods 91 22 31
Gross decreases to tax positions in prior periods (47) (3) (1)
Gross increases to current period tax positions 26 4 5
Audit settlements paid (4) (1) (3)
Lapse of statute of limitations (1) (6) —

Gross tax contingencies – December 31 (1) $294 $229 $213

(1) As of December 31, 2012, we had $294 million of tax contingencies all of which, if fully recognized, would
decrease our effective tax rate.

As of December 31, 2012 and 2011, we had accrued interest and penalties, net of federal income tax benefit,
related to tax contingencies of $25 million and $24 million. Interest and penalties, net of federal income tax
benefit, recognized for the year ended December 31, 2012, 2011, and 2010 was $1 million, $3 million, and
$4 million.

We are under examination, or may be subject to examination, by the Internal Revenue Service (“IRS”) for
the calendar year 2005 or thereafter. These examinations may lead to ordinary course adjustments or proposed
adjustments to our taxes or our net operating losses. As previously disclosed, we have received Notices of
Proposed Adjustment from the IRS for the 2005 and 2006 calendar years relating to transfer pricing with our
foreign subsidiaries. The IRS is seeking to increase our U.S. taxable income by an amount that would result in
additional federal tax over a seven year period beginning in 2005, totaling approximately $1.5 billion, subject to
interest. To date, we have not resolved this matter administratively and, in December 2012, we petitioned the
U.S. Tax Court to resolve the matter. We continue to disagree with these IRS positions and intend to vigorously
contest them.

Certain of our subsidiaries are under examination or investigation or may be subject to examination or
investigation by the French Tax Administration (FTA) for calendar year 2006 or thereafter. These examinations
may lead to ordinary course adjustments or proposed adjustments to our taxes. While we have not yet received a
final assessment from the FTA, in September 2012, we received proposed tax assessment notices for calendar
years 2006 through 2010 relating to the allocation of income between foreign jurisdictions. The notices propose
additional French tax of approximately $250 million, including interest and penalties through the date of the
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assessment. We disagree with the proposed assessment and intend to vigorously contest it. We plan to pursue all
available administrative remedies at the FTA, and if we are not able to resolve this matter with the FTA, we plan
to pursue judicial remedies. We are also subject to taxation in various states and other foreign jurisdictions
including China, Germany, Luxembourg, and the United Kingdom. We are or may be subject to examination by
these particular tax authorities for the calendar year 2003 and thereafter.

We expect the total amount of tax contingencies will grow in 2013. In addition, changes in state, federal,
and foreign tax laws may increase our tax contingencies. The timing of the resolution of income tax examinations
is highly uncertain, and the amounts ultimately paid, if any, upon resolution of the issues raised by the taxing
authorities may differ from the amounts accrued. It is reasonably possible that within the next 12 months we will
receive additional assessments by various tax authorities or possibly reach resolution of income tax examinations
in one or more jurisdictions. These assessments or settlements may or may not result in changes to our
contingencies related to positions on tax filings in years through 2012. The actual amount of any change could
vary significantly depending on the ultimate timing and nature of any settlements. We cannot currently provide
an estimate of the range of possible outcomes.

Note 12—SEGMENT INFORMATION

We have organized our operations into two principal segments: North America and International. We
present our segment information along the same lines that our Chief Executive Officer reviews our operating
results in assessing performance and allocating resources.

We allocate to segment results the operating expenses “Fulfillment,” “Marketing,” “Technology and
content,” and “General and administrative,” but exclude from our allocations the portions of these expense lines
attributable to stock-based compensation. We do not allocate the line item “Other operating expense (income),
net” to our segment operating results. A majority of our costs for “Technology and content” are incurred in the
United States and most of these costs are allocated to our North America segment. There are no internal revenue
transactions between our reporting segments.

North America

The North America segment consists of amounts earned from retail sales of consumer products (including
from sellers) and subscriptions through North America-focused websites such as www.amazon.com and
www.amazon.ca and include amounts earned from AWS. This segment includes export sales from
www.amazon.com and www.amazon.ca.

International

The International segment consists of amounts earned from retail sales of consumer products (including
from sellers) and subscriptions through internationally-focused websites. This segment includes export sales
from these internationally based websites (including export sales from these sites to customers in the U.S. and
Canada), but excludes export sales from our U.S. and Canadian websites.
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Information on reportable segments and reconciliation to consolidated net income (loss) is as follows
(in millions):

Year Ended December 31,

2012 2011 2010

North America
Net sales $34,813 $26,705 $18,707
Segment operating expenses (1) 33,221 25,772 17,752

Segment operating income $ 1,592 $ 933 $ 955

International
Net sales $26,280 $21,372 $15,497
Segment operating expenses (1) 26,204 20,732 14,516

Segment operating income $ 76 $ 640 $ 981

Consolidated
Net sales $61,093 $48,077 $34,204
Segment operating expenses (1) 59,425 46,504 32,268

Segment operating income 1,668 1,573 1,936
Stock-based compensation (833) (557) (424)
Other operating income (expense), net (159) (154) (106)

Income from operations 676 862 1,406
Total non-operating income (expense) (132) 72 91
Provision for income taxes (428) (291) (352)
Equity-method investment activity, net of tax (155) (12) 7

Net income (loss) $ (39) $ 631 $ 1,152

(1) Represents operating expenses, excluding stock-based compensation and “Other operating expense
(income), net,” which are not allocated to segments.

Net sales of similar products and services were as follows (in millions):

Year Ended December 31,

2012 2011 2010

Net Sales:
Consolidated

Media $19,942 $17,779 $14,888
Electronics and other general merchandise 38,628 28,712 18,363
Other (1) 2,523 1,586 953

Total consolidated $61,093 $48,077 $34,204

(1) Includes sales from non-retail activities, such as AWS in the North America segment, advertising services,
and our co-branded credit card agreements in both segments.

Net sales attributed to foreign countries are as follows (in millions):

Year Ended December 31,

2012 2011 2010

Germany $8,732 $7,230 $5,296
Japan 7,800 6,576 5,025
United Kingdom 6,478 5,348 3,929
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Total assets, property and equipment, net, and total property and equipment additions, by segment,
reconciled to consolidated amounts are (in millions):

Year Ended December 31,

2012 2011

North America
Total assets $20,703 $16,461
Property and equipment, net 5,481 3,413
Total property and equipment additions 3,348 2,259

International
Total assets $11,852 $ 8,817
Property and equipment, net 1,579 1,004
Total property and equipment additions 969 785

Consolidated
Total assets $32,555 $25,278
Property and equipment, net 7,060 4,417
Total property and equipment additions 4,317 3,044

Fixed assets, net, located outside of the U.S. represented less than 10% of consolidated fixed assets, net, for
any individual country.

Depreciation expense, by segment, is as follows (in millions):

Year Ended December 31,

2012 2011 2010

North America $1,229 $ 795 $455
International 424 239 97

Consolidated $1,653 $1,034 $552

Note 13—QUARTERLY RESULTS (UNAUDITED)

The following tables contain selected unaudited statement of operations information for each quarter of
2012 and 2011. The following information reflects all normal recurring adjustments necessary for a fair
presentation of the information for the periods presented. The operating results for any quarter are not necessarily
indicative of results for any future period. Our business is affected by seasonality, which historically has resulted
in higher sales volume during our fourth quarter. Unaudited quarterly results are as follows (in millions, except
per share data):

Year Ended December 31, 2012 (1)

Fourth
Quarter

Third
Quarter

Second
Quarter

First
Quarter

Net sales $21,268 $13,806 $12,834 $13,185
Income (loss) before income taxes 337 (22) 146 84
Provision for income taxes 194 83 109 43
Net income (loss) 97 (274) 7 130
Basic earnings per share $ 0.21 $ (0.60) $ 0.02 $ 0.29
Diluted earnings per share $ 0.21 $ (0.60) $ 0.01 $ 0.28
Shares used in computation of earnings per share:

Basic 454 452 451 453
Diluted 461 452 458 460
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Year Ended December 31, 2011 (1)

Fourth
Quarter

Third
Quarter

Second
Quarter

First
Quarter

Net sales $17,431 $10,876 $9,913 $9,857
Income before income taxes 273 130 225 307
Provision for income taxes 86 67 49 89
Net income 177 63 191 201
Basic earnings per share $ 0.39 $ 0.14 $ 0.42 $ 0.44
Diluted earnings per share $ 0.38 $ 0.14 $ 0.41 $ 0.44
Shares used in computation of earnings per share:

Basic 455 454 453 451
Diluted 462 461 460 459

(1) The sum of quarterly amounts, including per share amounts, may not equal amounts reported for year-to-
date periods. This is due to the effects of rounding and changes in the number of weighted-average shares
outstanding for each period.
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Item 9. Changes in and Disagreements with Accountants On Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation required by the 1934 Act, under the supervision and with the participation of
our principal executive officer and principal financial officer, of the effectiveness of the design and operation of
our disclosure controls and procedures, as defined in Rule 13a-15(e) of the 1934 Act, as of December 31, 2012.
Based on this evaluation, our principal executive officer and principal financial officer concluded that, as of
December 31, 2012, our disclosure controls and procedures were effective to provide reasonable assurance that
information required to be disclosed by us in the reports that we file or submit under the 1934 Act is recorded,
processed, summarized, and reported within the time periods specified in the SEC’s rules and forms and to
provide reasonable assurance that such information is accumulated and communicated to our management,
including our principal executive officer and principal financial officer, as appropriate to allow timely decisions
regarding required disclosures.

Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Rule 13a-15(f) of the 1934 Act. Management has assessed the effectiveness of our
internal control over financial reporting as of December 31, 2012 based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. As a result of this assessment, management concluded that, as of December 31, 2012, our internal
control over financial reporting was effective in providing reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. Ernst & Young has independently assessed the effectiveness of our internal
control over financial reporting and its report is included below.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting during the quarter ended
December 31, 2012 that materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

Limitations on Controls

Our disclosure controls and procedures and internal control over financial reporting are designed to provide
reasonable assurance of achieving their objectives as specified above. Management does not expect, however,
that our disclosure controls and procedures or our internal control over financial reporting will prevent or detect
all error and fraud. Any control system, no matter how well designed and operated, is based upon certain
assumptions and can provide only reasonable, not absolute, assurance that its objectives will be met. Further, no
evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not occur or
that all control issues and instances of fraud, if any, within the Company have been detected.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Amazon.com, Inc.

We have audited Amazon.com, Inc.’s internal control over financial reporting as of December 31, 2012,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). Amazon.com, Inc.’s management is
responsible for maintaining effective internal control over financial reporting, and for its assessment of the
effectiveness of internal control over financial reporting included in the accompanying Management’s Report on
Internal Control over Financial Reporting. Our responsibility is to express an opinion on the company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

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

In our opinion, Amazon.com, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2012, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Amazon.com, Inc. as of December 31, 2012 and 2011, and the
related consolidated statements of operations, comprehensive income, stockholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2012 of Amazon.com, Inc. and our report dated
January 29, 2013 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Seattle, Washington
January 29, 2013
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Item 9B. Other Information

None.

PART III

Item 10. Directors, Executive Officers and Corporate Governance

Information regarding our Executive Officers required by Item 10 of Part III is set forth in Item 1 of Part I
“Business—Executive Officers and Directors.” Information required by Item 10 of Part III regarding our
Directors and any material changes to the process by which security holders may recommend nominees to the
Board of Directors is included in our Proxy Statement relating to our 2013 Annual Meeting of Shareholders, and
is incorporated herein by reference. Information relating to our Code of Business Conduct and Ethics and to
compliance with Section 16(a) of the 1934 Act is set forth in our Proxy Statement relating to our 2013 Annual
Meeting of Shareholders and is incorporated herein by reference. To the extent permissible under Nasdaq rules,
we intend to disclose amendments to our Code of Business Conduct and Ethics, as well as waivers of the
provisions thereof, on our investor relations website under the heading “Corporate Governance” at
www.amazon.com/ir.

Item 11. Executive Compensation

Information required by Item 11 of Part III is included in our Proxy Statement relating to our 2013 Annual
Meeting of Shareholders and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder
Matters

Information required by Item 12 of Part III is included in our Proxy Statement relating to our 2013 Annual
Meeting of Shareholders and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

Information required by Item 13 of Part III is included in our Proxy Statement relating to our 2013 Annual
Meeting of Shareholders and is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services

Information required by Item 14 of Part III is included in our Proxy Statement relating our 2013 Annual
Meeting of Shareholders and is incorporated herein by reference.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(a) List of Documents Filed as a Part of This Report:

(1) Index to Consolidated Financial Statements:

Report of Ernst & Young LLP, Independent Registered Public Accounting Firm

Consolidated Statements of Cash Flows for each of the three years ended December 31, 2012

Consolidated Statements of Operations for each of the three years ended December 31, 2012

Consolidated Statements of Comprehensive Income for each of the three years ended
December 31, 2012

Consolidated Balance Sheets as of December 31, 2012 and 2011

Consolidated Statements of Stockholders’ Equity for each of the three years ended December 31,
2012

Notes to Consolidated Financial Statements

Report of Ernst & Young LLP, Independent Registered Public Accounting Firm

(2) Index to Financial Statement Schedules:

Schedule II – Valuation and Qualifying Accounts

All other schedules have been omitted because the required information is included in the
consolidated financial statements or the notes thereto, or because it is not required.

(3) Index to Exhibits

See exhibits listed under the Exhibit Index below.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized, as of
January 29, 2013.

AMAZON.COM, INC.

By: /s/ Jeffrey P. Bezos

Jeffrey P. Bezos
President, Chief Executive Officer

and Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by
the following persons on behalf of the registrant and in the capacities indicated as of January 29, 2013.

Signature Title

/s/ Jeffrey P. Bezos

Jeffrey P. Bezos

Chairman of the Board, President and Chief Executive
Officer (Principal Executive Officer)

/s/ Thomas J. Szkutak

Thomas J. Szkutak

Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

/s/ Shelley Reynolds

Shelley Reynolds

Vice President, Worldwide Controller (Principal
Accounting Officer)

/s/ Tom A. Alberg

Tom A. Alberg

Director

/s/ John Seely Brown

John Seely Brown

Director

/s/ William B. Gordon

William B. Gordon

Director

/s/ Jamie S. Gorelick

Jamie S. Gorelick

Director

/s/ Alain Monié

Alain Monié

Director

/s/ Jonathan J. Rubinstein

Jonathan J. Rubinstein

Director

/s/ Thomas O. Ryder

Thomas O. Ryder

Director

/s/ Patricia Q. Stonesifer

Patricia Q. Stonesifer

Director
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AMAZON.COM, INC.
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(in millions)

Balance at
Beginning of

Period
Charged to Costs

and Expense
Amounts

Written Off
Balance at

End of Period

Allowance for doubtful accounts
December 31, 2012 $ 82 $ 136 $(102) $116
December 31, 2011 77 87 (82) 82
December 31, 2010 66 75 (64) 77

Allowance for sales returns and commissions
December 31, 2012 $155 $(659) $ 702 $198
December 31, 2011 103 (490) 542 155
December 31, 2010 76 (396) 423 103
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EXHIBIT INDEX

Exhibit
Number Description

2.1 Form of Purchase and Sale Agreement dated as of October 1, 2012, between Acorn Development
LLC, a wholly owned subsidiary of the Company, and Lake Union III LLC, Lake Union IV
LLC, City Place V LLC, City Place II LLC, City Place III LLC, City Place IV LLC, and City Place
V LLC, respectively.

3.1 Restated Certificate of Incorporation of the Company (incorporated by reference to the Company’s
Quarterly Report on Form 10-Q for the Quarter ended March 31, 2000).

3.2 Restated Bylaws of the Company (incorporated by reference to the Company’s Current Report on
Form 8-K, filed February 18, 2009).

10.1† 1997 Stock Incentive Plan (1997 Stock Incentive Plan (incorporated by reference to the Company’s
Proxy Statement filed April 13, 2012).

10.2† 1999 Non-Officer Employee Stock Option Plan (incorporated by reference to the Company’s
Registration Statement on Form S-8 (Registration No. 333-74419) filed March 15, 1999).

10.3† Offer Letter of Employment to Diego Piacentini, dated January 17, 2000 (incorporated by reference
to the Company’s Annual Report on Form 10-K for the Year Ended December 31, 2000).

10.4† Form of Indemnification Agreement between the Company and each of its Directors (incorporated by
reference to the Company’s Registration Statement on Form S-1 (Registration No. 333-23795) filed
March 24, 1997).

10.5† Form of Restricted Stock Unit Agreement for Officers and Employees (incorporated by reference to
the Company’s Annual Report on Form 10-K for the Year Ended December 31, 2002).

10.6† Form of Restricted Stock Unit Agreement for Directors (incorporated by reference to the Company’s
Annual Report on Form 10-K for the Year Ended December 31, 2002).

10.7† Form of Restricted Stock Agreement (incorporated by reference to the Company’s Annual Report on
Form 10-K for the Year Ended December 31, 2001).

12.1 Computation of Ratio of Earnings to Fixed Charges.

21.1 List of Significant Subsidiaries.

23.1 Consent of Ernst & Young LLP, Independent Registered Public Accounting Firm.

31.1 Certification of Jeffrey P. Bezos, Chairman and Chief Executive Officer of Amazon.com, Inc.,
pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

31.2 Certification of Thomas J. Szkutak, Senior Vice President and Chief Financial Officer of
Amazon.com, Inc., pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

32.1 Certification of Jeffrey P. Bezos, Chairman and Chief Executive Officer of Amazon.com, Inc.,
pursuant to 18 U.S.C. Section 1350.

32.2 Certification of Thomas J. Szkutak, Senior Vice President and Chief Financial Officer of
Amazon.com, Inc., pursuant to 18 U.S.C. Section 1350.

101 The following financial statements from the Company’s Annual Report on Form 10-K for the year
ended December 31, 2012, formatted in XBRL: (i) Consolidated Statements of Cash Flows, (ii)
Consolidated Statements of Operations, (iii) Consolidated Statements of Comprehensive Income, (iv)
Consolidated Balance Sheets, (v) Consolidated Statements of Stockholders’ Equity, and (vi) Notes to
Consolidated Financial Statements, tagged as blocks of text and including detailed tags.

† Executive Compensation Plan or Agreement
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Stock Price Performance Graph

The graph set forth below compares cumulative total return on the common stock with the cumulative total
return of the Morgan Stanley Technology Index, the S&P 500 Index, and the S&P 500 Retailing Index, resulting
from an initial investment of $100 in each and, except in the case of the Morgan Stanley Technology Index,
assuming the reinvestment of any dividends, based on closing prices. Measurement points are the last trading day
of each of Amazon’s fiscal years ended December 31, 2007, 2008, 2009, 2010, 2011, and 2012.
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Note: Stock price performance shown in the Stock Price Performance Graph for the common stock is
historical and not necessarily indicative of future price performance.
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To our shareowners:

I’m so proud of what all the teams here at Amazon have accomplished on behalf of customers this past year.
Amazonians around the world are polishing products and services to a degree that is beyond what’s expected or
required, taking the long view, reinventing normal, and getting customers to say “Wow.”

I’d like to take you on a tour that samples a small subset of our various initiatives, ranging from Prime to
Amazon Smile to Mayday. The goal is to give you a sense for how much is going on across Amazon and how
exciting it is to work on these programs. This broad array of initiatives is only possible because a large team of
talented people at every level are exercising their good judgment every day and always asking, how do we make
this better?

Ok, let’s get started on the tour.

Prime

Customers love Prime. More than one million customers joined Prime in the third week of December alone,
and there are now tens of millions of Prime members worldwide. On a per customer basis, Prime members are
ordering more items, across more categories, than ever before. Even internally, it’s easy for us to forget that
Prime was a new, unproven (some even said foolhardy) concept when we launched it nine years ago: all-you-
can-eat, two-day shipping for a flat annual fee. At that time, we had one million eligible Prime products. This
year, we passed 20 million eligible products, and we continue to add more. We’ve made Prime better in other
ways too, adding new digital benefits – including the Kindle Owners’ Lending Library and Prime Instant Video.
And we’re not done. We have many ideas for how to make Prime even better.

Readers & Authors

We’re investing heavily on behalf of readers. The all-new, high-resolution, high-contrast Kindle Paperwhite
launched to rave reviews. We integrated the very impressive Goodreads into Kindle, introduced FreeTime for
Kindle, and launched Kindle in India, Mexico, and Australia. Bringing joy to air travelers, the FAA approved the
use of electronic devices during takeoff and landing. Our public policy team, with the help of many allies,
worked patiently for four years on this, at one point loading a test plane with 150 active Kindles. Yes, it all
worked fine!

Joining CreateSpace, Kindle Singles, and Kindle Direct Publishing, is the new service Kindle Worlds, the
literary journal Day One, eight new Amazon Publishing imprints, and the launch of Amazon Publishing in the
UK and Germany. Thousands of authors are already using these services to build fulfilling writing careers. Many
write and tell us how we have helped them send their children to college, pay off medical bills, or purchase a
home. We are missionaries for reading and these stories inspire and encourage us to keep inventing on behalf of
writers and readers.

Prime Instant Video

Prime Instant Video is experiencing tremendous growth across all metrics – including new customers,
repeat usage, and total number of streams. These are output metrics and they suggest we are on a good path,
focusing on the right inputs. Two of the key inputs are the growth of selection and the desirability of that
selection. Since we launched PIV in 2011 with 5,000 titles, we’ve grown selection to more than 40,000 movies
and TV episodes – all included in your Prime membership. PIV has exclusives on hundreds of sought after TV
seasons including Downton Abbey, the ratings blockbuster Under the Dome, The Americans, Justified, Grimm,
Orphan Black, Suits, and kids programs such as SpongeBob SquarePants, Dora the Explorer, and Blue’s Clues.
In addition, our Amazon Studios team continues to invest heavily in original content. Garry Trudeau’s Alpha
House, starring John Goodman, debuted last year and quickly became the most-watched show on Amazon. We



recently greenlit six more originals, including Bosch, by Michael Connelly, The After, from Chris Carter of The
X-Files, Mozart in the Jungle, from Roman Coppola and Jason Schwartzman, and Jill Soloway’s beautiful
Transparent, which some have called the best pilot in years. We like our approach and are replicating it with our
recent rollout of PIV in both the UK and Germany. The early customer response in those countries has been
terrific, surpassing our expectations.

Fire TV

Just this past week, after two years of hard work, our hardware team launched Fire TV. Not only is Fire TV
the best way to watch Amazon’s video offerings, it also embraces non-Amazon content services like Netflix,
Hulu Plus, VEVO, WatchESPN, and many more. Fire TV has big hardware specs in a category that’s previously
been hardware-light. It shows. Fire TV is fast and fluid. And our ASAP technology predicts what you might want
to watch and pre-buffers it, so shows start instantly. Our team also put a small microphone in the remote control.
Hold down the mic button on the remote, and you can speak your search term rather than type it into an alphabet
grid. The team has done a terrific job – the voice search actually works.

In addition to Prime Instant Video, Fire TV gives you instant access to over 200,000 movies and TV
episodes available a la carte, including new releases like Gravity, 12 Years a Slave, Dallas Buyers Club, Frozen,
and more. As a bonus, Fire TV also lets you play high-quality, inexpensive games on your living room TV. We
hope you try it out. If you do, let us know what you think. The team would love to hear your feedback.

Amazon Game Studios

It’s early in the twenty-second century and Earth is threatened by an alien species, the Ne’ahtu.
The aliens infected Earth’s energy grid with a computer virus to disable the planet’s defenses.
Before they could strike, computer science prodigy Amy Ramanujan neutralized the alien virus
and saved the planet. Now, the Ne’ahtu are back and Dr. Ramanujan must prevent them from

launching an all-out invasion on Earth. She needs your help.

That’s how Sev Zero, the first Fire TV exclusive from Amazon Game Studios, begins. The team combined
tower defense with shooter gameplay and created a co-op mode where one player leads on the ground with their
gamepad controller while a second player provides air support from a tablet. I can assure you that there are some
intense moments when you’ll appreciate a well-timed air-strike. When you see it, you may be surprised that this
level of game play is possible on an inexpensive streaming media device. Sev Zero is only the first of a collection
of innovative and graphically beautiful games we’re building from the ground up for Fire tablets and Fire TV.

Amazon Appstore

The Amazon Appstore now serves customers in almost 200 countries. Selection has grown to include over
200,000 apps and games from top developers around the globe – nearly tripling in size over the past year. We
introduced Amazon Coins, a virtual currency that saves customers up to 10% on app and in-app purchases. Our
Whispersync for Games technology lets you start a game on one device and continue it on another without losing
your progress. Developers can use the Mobile Associates program to offer millions of physical products from
Amazon inside their apps, and earn referral fees when customers buy those items. We introduced Appstore
Developer Select, a marketing program that promotes new apps and games on Kindle Fire tablets and on
Amazon’s Mobile Ad Network. We created Analytics and A/B Testing services – free services that empower
developers to track user engagement and optimize their apps for iOS, Android, and Fire OS. Also this year, we
embraced HTML5 web app developers. They too can now offer their apps on Kindle Fire and through the
Amazon Appstore.

Spoken Word Audio

2013 was a landmark year for Audible, the world’s largest seller and producer of audiobooks. Audible
makes it possible for you to read when your eyes are busy. Millions of customers download hundreds of millions
of audiobooks and other spoken-word programming from Audible. Audible customers downloaded close to
600 million listening hours in 2013. Thanks to Audible Studios, people drive to work listening to Kate Winslet,
Colin Firth, Anne Hathaway, and many other stars. One big hit in 2013 was Jake Gyllenhaal’s performance of



The Great Gatsby, which has already sold 100,000 copies. Whispersync for Voice allows customers to switch
seamlessly back and forth between reading a book on their Kindle and listening to the corresponding Audible
book on their smart phone. The Wall Street Journal called Whispersync for Voice “Amazon’s new killer app for
books.” If you haven’t already, I recommend you give it a try – it’s fun and expands the amount of time you have
available to read.

Fresh Grocery

After trialing the service for five years in Seattle (no one accuses us of a lack of patience), we expanded
Amazon Fresh to Los Angeles and San Francisco. Prime Fresh members pay $299 a year and receive same-day
and early morning delivery not only on fresh grocery items but also on over 500,000 other items ranging from
toys to electronics to household goods. We’re also partnering with favorite local merchants (the Cheese Store of
Beverly Hills, Pike Place Fish Market, San Francisco Wine Trading Company, and many more) to provide the
same convenient home delivery on a great selection of prepared foods and specialty items. We’ll continue our
methodical approach – measuring and refining Amazon Fresh – with the goal of bringing this incredible service
to more cities over time.

Amazon Web Services

AWS is eight years old, and the team’s pace of innovation is actually accelerating. In 2010, we launched 61
significant services and features. In 2011, that number was 82. In 2012, it was 159. In 2013: 280. We’re also
expanding our geographic footprint. We now have 10 AWS regions around the world, including the East Coast of
the U.S., two on the West Coast, Europe, Singapore, Tokyo, Sydney, Brazil, China, and a government-only
region called GovCloud. We have 26 availability zones across regions and 51 edge locations for our content
distribution network. The development teams work directly with customers and are empowered to design, build,
and launch based on what they learn. We iterate continuously, and when a feature or enhancement is ready, we
push it out and make it instantly available to all. This approach is fast, customer-centric, and efficient – it’s
allowed us to reduce prices more than 40 times in the past 8 years – and the teams have no plans to slow down.

Employee Empowerment

We challenge ourselves to not only invent outward facing features, but also to find better ways to do things
internally – things that will both make us more effective and benefit our thousands of employees around the
world.

Career Choice is a program where we pre-pay 95% of tuition for our employees to take courses for in-
demand fields, such as airplane mechanic or nursing, regardless of whether the skills are relevant to a career at
Amazon. The goal is to enable choice. We know that for some of our fulfillment center employees, Amazon will
be a career. For others, Amazon might be a stepping stone on the way to a job somewhere else – a job that may
require new skills. If the right training can make the difference, we want to help.

The second program is called Pay to Quit. It was invented by the clever people at Zappos, and the Amazon
fulfillment centers have been iterating on it. Pay to Quit is pretty simple. Once a year, we offer to pay our
associates to quit. The first year the offer is made, it’s for $2,000. Then it goes up one thousand dollars a year
until it reaches $5,000. The headline on the offer is “Please Don’t Take This Offer.” We hope they don’t take the
offer; we want them to stay. Why do we make this offer? The goal is to encourage folks to take a moment and
think about what they really want. In the long-run, an employee staying somewhere they don’t want to be isn’t
healthy for the employee or the company.

A third inward innovation is our Virtual Contact Center. It’s an idea we started a few years back and have
continued to grow with terrific results. Under this program, employees provide customer service support for
Amazon and Kindle customers while working from home. This flexibility is ideal for many employees who,
perhaps because they have young children or for another reason, either cannot or prefer not to work outside the
home. Our Virtual Contact Center is our fastest growing “site” in the U.S., operating in more than ten states
today. This growth will continue as we hope to double our state footprint in 2014.



Veteran Hiring

We seek leaders who can invent, think big, have a bias for action, and deliver results on behalf of customers.
These principles look familiar to men and women who’ve served our country in the armed forces, and we find
that their experience leading people is invaluable in our fast-paced work environment. We’re a member of
Joining Forces and the 100,000 Jobs Mission – two national efforts that encourage businesses to offer service
members and their families career opportunities and support. Our Military Talent team attended more than 50
recruiting events last year to help veterans find job opportunities at Amazon. In 2013, we hired more than 1,900
veterans. And once veterans join our team, we offer several programs that help them transition more easily into
the civilian workforce and that connect them with our internal network of veterans for mentoring and support.
These programs have earned us recognition as a top employer by G.I. Jobs Magazine, U.S. Veterans Magazine,
and Military Spouse Magazine, and we’ll continue to invest in military veteran hiring as we grow.

Fulfillment Innovation

Nineteen years ago, I drove the Amazon packages to the post office every evening in the back of my Chevy
Blazer. My vision extended so far that I dreamed we might one day get a forklift. Fast-forward to today and we
have 96 fulfillment centers and are on our 7th generation of fulfillment center design. Our operations team is
extraordinary – methodical and ingenious. Through our Kaizen program, named for the Japanese term “change
for the better,” employees work in small teams to streamline processes and reduce defects and waste. Our Earth
Kaizens set energy reduction, recycling, and other green goals. In 2013, more than 4,700 associates participated
in 1,100 Kaizens.

Sophisticated software is key in our FCs. This year, we rolled out 280 major software improvements across
the FC network. Our goal is to continue to iterate and improve on the design, layout, technology, and operations
in these buildings, ensuring that each new facility we build is better than the last. I invite you to come see one for
yourself. We offer fulfillment center tours open to the public, ages six and above. You can find info on the
available tours at www.amazon.com/fctours. I’m always amazed when I visit one of our FCs, and I hope you’ll
arrange a tour. I think you’ll be impressed.

Urban Campus

In 2013, we added 420,000 square feet of new headquarters space in Seattle and broke ground on what will
become four city blocks and several million square feet of new construction. It is a fact that we could have saved
money by instead building in the suburbs, but for us, it was important to stay in the city. Urban campuses are
much greener. Our employees are able to take advantage of existing communities and public transit
infrastructure, with less dependence on cars. We’re investing in dedicated bike lanes to provide safe, pollution-
free, easy access to our offices. Many of our employees can live nearby, skip the commute altogether, and walk
to work. Though I can’t prove it, I also believe an urban headquarters will help keep Amazon vibrant, attract the
right talent, and be great for the health and wellbeing of our employees and the city of Seattle.

Fast Delivery

In partnership with the United States Postal Service, we’ve begun for the first time to offer Sunday delivery
to select cities. Sunday delivery is a win for Amazon customers, and we plan to roll it out to a large portion of the
U.S. population throughout 2014. We’ve created our own fast, last-mile delivery networks in the UK where
commercial carriers couldn’t support our peak volumes. In India and China, where delivery infrastructure isn’t
yet mature, you can see Amazon bike couriers delivering packages throughout the major cities. And there is more
invention to come. The Prime Air team is already flight testing our 5th and 6th generation aerial vehicles, and we
are in the design phase on generations 7 and 8.

Experiments and More Experiments

We have our own internal experimentation platform called “Weblab” that we use to evaluate improvements
to our websites and products. In 2013, we ran 1,976 Weblabs worldwide, up from 1,092 in 2012, and 546 in
2011. One recent success is our new feature called “Ask an owner”. It was many years ago that we pioneered the



idea of online customer reviews – customers sharing their opinion on a product to help other customers make an
informed purchase decision. “Ask” is in that same tradition. From a product page, customers can ask any
question related to the product. Is the product compatible with my TV/Stereo/PC? Is it easy to assemble? How
long does the battery last? We then route these questions to owners of the product. As is the case with reviews,
customers are happy to share their knowledge to directly help other customers. Millions of questions have
already been asked and answered.

Apparel and Shoes

Amazon Fashion is booming. Premium brands are recognizing that they can use Amazon to reach fashion-
conscious, high-demo customers, and customers are enjoying the selection, free returns, detailed photos, and
video clips that let them see how clothes move and drape as the models walk and turn. We opened a new 40,000
square foot photo studio in Brooklyn and now shoot an average of 10,413 photos every day in the studio’s
28 bays. To celebrate the opening, we hosted a design contest with students from Pratt, Parsons, School of Visual
Arts, and the Fashion Institute of Technology that was judged by a panel of industry leaders including Steven
Kolb, Eva Chen, Derek Lam, Tracy Reese, and Steven Alan. Kudos to Parsons who took home the top prize.

Frustration-Free Packaging

Our battle against annoying wire ties and plastic clamshells rages on. An initiative that began five years ago
with a simple idea that you shouldn’t have to risk bodily injury opening your new electronics or toys, has now
grown to over 200,000 products, all available in easy-to-open, recyclable packaging designed to alleviate “wrap
rage” and help the planet by reducing packaging waste. We have over 2,000 manufacturers in our Frustration-
Free Packaging program, including Fisher-Price, Mattel, Unilever, Belkin, Victorinox Swiss Army, Logitech, and
many more. We’ve now shipped many millions of Frustration-Free items to 175 countries. We are also reducing
waste for customers – eliminating 33 million pounds of excess packaging to date. This program is a perfect
example of a missionary team staying heads-down focused on serving customers. Through hard work and
perseverance, an idea that started with only 19 products is now available on hundreds of thousands and benefiting
millions of customers.

Fulfillment by Amazon

The number of sellers using Fulfillment by Amazon grew more than 65% last year. Growth like that at such
large scale is unusual. FBA is unique in many ways. It’s not often you get to delight two customer sets with one
program. With FBA, sellers can store their products in our fulfillment centers, and we pick, pack, ship, and
provide customer service for these products. Sellers benefit from one of the most advanced fulfillment networks
in the world, easily scaling their businesses to reach millions of customers. And not just any customers – Prime
members. FBA products can be eligible for Prime free two-day shipping. Customers benefit from this additional
selection – they get even more value out of their Prime membership. And, unsurprisingly, sellers see increased
sales when they join FBA. In a 2013 survey, nearly three out of four FBA respondents reported that their unit
sales increased on Amazon.com more than 20% after joining FBA. It’s a win-win.

“FBA is the best employee I have ever had. … One morning I woke up and realized FBA had
shipped 50 units. As soon as I realized I could sell products while I sleep, it was a no-brainer.”
– Thanny Schuck, Action Sports LLC

“Starting out as an unknown brand, it was difficult to find retailers willing to stock our goods. No
such barriers existed at Amazon. The beauty of Amazon is that someone can say, ‘I want to start a
business,’ and they can go on Amazon and really start a business. You don’t have to get a lease on a
building or even have any employees at first. You can just do it on your own. And that’s what I did.”
– Wendell Morris, YogaRat

Login and Pay with Amazon

For several years we’ve enabled Amazon customers to pay on other sites, such as Kickstarter, SmugMug,
and Gogo Inflight, using the credit cards and shipping addresses already stored in their Amazon account. This



year, we expanded that capability so customers can also sign in using their Amazon account credentials, saving
them the annoyance of needing to remember yet another account name and password. It’s convenient for the
customer and a business builder for the merchant. Cymax Stores, the online furniture retailer, has seen
tremendous success with Login and Pay. It now accounts for 20% of their orders, tripling their new account
registrations, and increasing purchase conversion 3.15% in the first three months. This example isn’t unusual.
We are seeing results like these with many partners, and the team is excited and encouraged. You should look for
more in 2014.

Amazon Smile

In 2013 we launched Amazon Smile – a simple way for customers to support their favorite charitable
organizations every time they shop. When you shop at smile.amazon.com, Amazon donates a portion of the
purchase price to the charity of your choice. You’ll find the same selection, prices, shipping options, and Prime
eligibility on smile.amazon.com as you do on Amazon.com – you’ll even find your same shopping cart and wish
lists. In addition to the large, national charities you would expect, you can also designate your local children’s
hospital, your school’s PTA, or practically any other cause you might like. There are almost a million charities to
choose from. I hope you’ll find your favorite on the list.

The Mayday Button

“Not only is the device awesome but the Mayday feature is absolutely FANTASTIC!!!!! The Kindle team has hit
it out of the park with this one.”

“Just tried the mayday button on my hdx. 15 second response time…amazon has done it again. Thoroughly
impressed.”

Nothing gives us more pleasure at Amazon than “reinventing normal” – creating inventions that customers
love and resetting their expectations for what normal should be. Mayday reimagines and revolutionizes the idea
of on-device tech support. Tap the Mayday button, and an Amazon expert will appear on your Fire HDX and can
co-pilot you through any feature by drawing on your screen, walking you through how to do something yourself,
or doing it for you – whatever works best. Mayday is available 24x7, 365 days a year, and our response time goal
is 15 seconds or less. We beat that goal – with an average response time of only 9 seconds on our busiest day,
Christmas.

A few of the Maydays have been amusing. Mayday Tech Advisors have received 35 marriage proposals
from customers. 475 customers have asked to talk to Amy, our Mayday television personality. 109 Maydays have
been customers asking for assistance with ordering a pizza. By a slim margin, Pizza Hut wins customer
preference over Domino’s. There are 44 instances where the Mayday Tech Advisor has sung Happy Birthday to
the customer. Mayday Tech Advisors have been serenaded by customers 648 times. And 3 customers have asked
for a bedtime story. Pretty cool.

I hope that gives you some sense of the scope of our opportunity and initiatives, as well the inventive spirit
and push for exceptional quality with which they’re undertaken. I should underscore again that this is a subset.
There are many programs I’ve omitted in this letter that are just as promising, consequential, and interesting as
those I’ve highlighted.

We have the good fortune of a large, inventive team and a patient, pioneering, customer-obsessed culture –
great innovations, large and small, are happening everyday on behalf of customers, and at all levels throughout
the company. This decentralized distribution of invention throughout the company – not limited to the company’s
senior leaders – is the only way to get robust, high-throughput innovation. What we’re doing is challenging and
fun – we get to work in the future.

Failure comes part and parcel with invention. It’s not optional. We understand that and believe in failing
early and iterating until we get it right. When this process works, it means our failures are relatively small in size



(most experiments can start small), and when we hit on something that is really working for customers, we
double-down on it with hopes to turn it into an even bigger success. However, it’s not always as clean as that.
Inventing is messy, and over time, it’s certain that we’ll fail at some big bets too.

I’d like to close by remembering Joy Covey. Joy was Amazon’s CFO in the early days, and she left an
indelible mark on the company. Joy was brilliant, intense, and so fun. She smiled a lot and her eyes were always
wide, missing nothing. She was substance over optics. She was a long-term thinker. She had a deep keel. Joy was
bold. She had a profound impact on all of us on the senior team and on the company’s entire culture. Part of her
will always be here, making sure we watch the details, see the world around us, and all have fun.

I feel super lucky to be a part of the Amazon team. As always, I attach a copy of our original 1997 letter.
Our approach remains the same, and it’s still Day 1.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.
April 2014



1997 LETTER TO SHAREHOLDERS
(Reprinted from the 1997 Annual Report)

To our shareholders:

Amazon.com passed many milestones in 1997: by year-end, we had served more than 1.5 million customers,
yielding 838% revenue growth to $147.8 million, and extended our market leadership despite aggressive
competitive entry.

But this is Day 1 for the Internet and, if we execute well, for Amazon.com. Today, online commerce saves
customers money and precious time. Tomorrow, through personalization, online commerce will accelerate the
very process of discovery. Amazon.com uses the Internet to create real value for its customers and, by doing so,
hopes to create an enduring franchise, even in established and large markets.

We have a window of opportunity as larger players marshal the resources to pursue the online opportunity
and as customers, new to purchasing online, are receptive to forming new relationships. The competitive
landscape has continued to evolve at a fast pace. Many large players have moved online with credible offerings
and have devoted substantial energy and resources to building awareness, traffic, and sales. Our goal is to move
quickly to solidify and extend our current position while we begin to pursue the online commerce opportunities
in other areas. We see substantial opportunity in the large markets we are targeting. This strategy is not without
risk: it requires serious investment and crisp execution against established franchise leaders.

It’s All About the Long Term

We believe that a fundamental measure of our success will be the shareholder value we create over the long
term. This value will be a direct result of our ability to extend and solidify our current market leadership position.
The stronger our market leadership, the more powerful our economic model. Market leadership can translate
directly to higher revenue, higher profitability, greater capital velocity, and correspondingly stronger returns on
invested capital.

Our decisions have consistently reflected this focus. We first measure ourselves in terms of the metrics most
indicative of our market leadership: customer and revenue growth, the degree to which our customers continue to
purchase from us on a repeat basis, and the strength of our brand. We have invested and will continue to invest
aggressively to expand and leverage our customer base, brand, and infrastructure as we move to establish an
enduring franchise.

Because of our emphasis on the long term, we may make decisions and weigh tradeoffs differently than
some companies. Accordingly, we want to share with you our fundamental management and decision-making
approach so that you, our shareholders, may confirm that it is consistent with your investment philosophy:

• We will continue to focus relentlessly on our customers.

• We will continue to make investment decisions in light of long-term market leadership considerations
rather than short-term profitability considerations or short-term Wall Street reactions.

• We will continue to measure our programs and the effectiveness of our investments analytically, to
jettison those that do not provide acceptable returns, and to step up our investment in those that work
best. We will continue to learn from both our successes and our failures.



• We will make bold rather than timid investment decisions where we see a sufficient probability of
gaining market leadership advantages. Some of these investments will pay off, others will not, and we
will have learned another valuable lesson in either case.

• When forced to choose between optimizing the appearance of our GAAP accounting and maximizing
the present value of future cash flows, we’ll take the cash flows.

• We will share our strategic thought processes with you when we make bold choices (to the extent
competitive pressures allow), so that you may evaluate for yourselves whether we are making rational
long-term leadership investments.

• We will work hard to spend wisely and maintain our lean culture. We understand the importance of
continually reinforcing a cost-conscious culture, particularly in a business incurring net losses.

• We will balance our focus on growth with emphasis on long-term profitability and capital management.
At this stage, we choose to prioritize growth because we believe that scale is central to achieving the
potential of our business model.

• We will continue to focus on hiring and retaining versatile and talented employees, and continue to
weight their compensation to stock options rather than cash. We know our success will be largely
affected by our ability to attract and retain a motivated employee base, each of whom must think like,
and therefore must actually be, an owner.

We aren’t so bold as to claim that the above is the “right” investment philosophy, but it’s ours, and we
would be remiss if we weren’t clear in the approach we have taken and will continue to take.

With this foundation, we would like to turn to a review of our business focus, our progress in 1997, and our
outlook for the future.

Obsess Over Customers

From the beginning, our focus has been on offering our customers compelling value. We realized that the
Web was, and still is, the World Wide Wait. Therefore, we set out to offer customers something they simply
could not get any other way, and began serving them with books. We brought them much more selection than
was possible in a physical store (our store would now occupy 6 football fields), and presented it in a useful, easy-
to-search, and easy-to-browse format in a store open 365 days a year, 24 hours a day. We maintained a dogged
focus on improving the shopping experience, and in 1997 substantially enhanced our store. We now offer
customers gift certificates, 1-ClickSM shopping, and vastly more reviews, content, browsing options, and
recommendation features. We dramatically lowered prices, further increasing customer value. Word of mouth
remains the most powerful customer acquisition tool we have, and we are grateful for the trust our customers
have placed in us. Repeat purchases and word of mouth have combined to make Amazon.com the market leader
in online bookselling.

By many measures, Amazon.com came a long way in 1997:

• Sales grew from $15.7 million in 1996 to $147.8 million – an 838% increase.

• Cumulative customer accounts grew from 180,000 to 1,510,000 – a 738% increase.

• The percentage of orders from repeat customers grew from over 46% in the fourth quarter of 1996 to
over 58% in the same period in 1997.

• In terms of audience reach, per Media Metrix, our Web site went from a rank of 90th to within the top
20.

• We established long-term relationships with many important strategic partners, including America
Online, Yahoo!, Excite, Netscape, GeoCities, AltaVista, @Home, and Prodigy.



Infrastructure

During 1997, we worked hard to expand our business infrastructure to support these greatly increased
traffic, sales, and service levels:

• Amazon.com’s employee base grew from 158 to 614, and we significantly strengthened our
management team.

• Distribution center capacity grew from 50,000 to 285,000 square feet, including a 70% expansion of our
Seattle facilities and the launch of our second distribution center in Delaware in November.

• Inventories rose to over 200,000 titles at year-end, enabling us to improve availability for our customers.

• Our cash and investment balances at year-end were $125 million, thanks to our initial public offering in
May 1997 and our $75 million loan, affording us substantial strategic flexibility.

Our Employees

The past year’s success is the product of a talented, smart, hard-working group, and I take great pride in
being a part of this team. Setting the bar high in our approach to hiring has been, and will continue to be, the
single most important element of Amazon.com’s success.

It’s not easy to work here (when I interview people I tell them, “You can work long, hard, or smart, but at
Amazon.com you can’t choose two out of three”), but we are working to build something important, something
that matters to our customers, something that we can all tell our grandchildren about. Such things aren’t meant to
be easy. We are incredibly fortunate to have this group of dedicated employees whose sacrifices and passion
build Amazon.com.

Goals for 1998

We are still in the early stages of learning how to bring new value to our customers through Internet
commerce and merchandising. Our goal remains to continue to solidify and extend our brand and customer base.
This requires sustained investment in systems and infrastructure to support outstanding customer convenience,
selection, and service while we grow. We are planning to add music to our product offering, and over time we
believe that other products may be prudent investments. We also believe there are significant opportunities to
better serve our customers overseas, such as reducing delivery times and better tailoring the customer experience.
To be certain, a big part of the challenge for us will lie not in finding new ways to expand our business, but in
prioritizing our investments.

We now know vastly more about online commerce than when Amazon.com was founded, but we still have
so much to learn. Though we are optimistic, we must remain vigilant and maintain a sense of urgency. The
challenges and hurdles we will face to make our long-term vision for Amazon.com a reality are several:
aggressive, capable, well-funded competition; considerable growth challenges and execution risk; the risks of
product and geographic expansion; and the need for large continuing investments to meet an expanding market
opportunity. However, as we’ve long said, online bookselling, and online commerce in general, should prove to
be a very large market, and it’s likely that a number of companies will see significant benefit. We feel good about
what we’ve done, and even more excited about what we want to do.

1997 was indeed an incredible year. We at Amazon.com are grateful to our customers for their business and
trust, to each other for our hard work, and to our shareholders for their support and encouragement.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.
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AMAZON.COM, INC.

PART I

Item 1. Business

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-looking 
statements based on expectations, estimates, and projections as of the date of this filing. Actual results may differ materially 
from those expressed in forward-looking statements. See Item 1A of Part I—“Risk Factors.”

Amazon.com, Inc. was incorporated in 1994 in the state of Washington and reincorporated in 1996 in the state of 
Delaware. Our principal corporate offices are located in Seattle, Washington. We completed our initial public offering in May 
1997 and our common stock is listed on the Nasdaq Global Select Market under the symbol “AMZN.”

As used herein, “Amazon.com,” “we,” “our,” and similar terms include Amazon.com, Inc. and its subsidiaries, unless the 
context indicates otherwise.

General

Amazon.com opened its virtual doors on the World Wide Web in July 1995. We seek to be Earth’s most customer-centric 
company. In each of our two geographic segments, we serve our primary customer sets, consisting of consumers, sellers, 
enterprises, and content creators. In addition, we provide services, such as advertising services and co-branded credit card 
agreements.

We manage our business primarily on a geographic basis. Accordingly, we have organized our operations into two 
segments: North America and International. While each reportable operating segment provides similar products and services, a 
majority of our technology costs are incurred in the U.S. and allocated to our North America segment. Additional information 
on our operating segments and product information is contained in Item 8 of Part II, “Financial Statements and Supplementary 
Data—Note 12—Segment Information.” See Item 7 of Part II, “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations—Results of Operations—Supplemental Information” for supplemental information about our net 
sales.

Consumers

We serve consumers through our retail websites and focus on selection, price, and convenience. We design our websites 
to enable millions of unique products to be sold by us and by third parties across dozens of product categories. Customers 
access our websites directly and through our mobile websites and apps. We also manufacture and sell electronic devices. We 
strive to offer our customers the lowest prices possible through low everyday product pricing and shipping offers, and to 
improve our operating efficiencies so that we can continue to lower prices for our customers. We also provide easy-to-use 
functionality, fast and reliable fulfillment, and timely customer service. In addition, we offer Amazon Prime, an annual 
membership program that includes unlimited free shipping on millions of items, access to unlimited instant streaming of 
thousands of movies and TV episodes, and access to hundreds of thousands of books to borrow and read for free on a Kindle 
device.

We fulfill customer orders in a number of ways, including through the North America and International fulfillment 
centers and warehouses that we operate, through co-sourced and outsourced arrangements in certain countries, and through 
digital delivery. We operate customer service centers globally, which are supplemented by co-sourced arrangements. See Item 2 
of Part I, “Properties.”

Sellers

We offer programs that enable sellers to sell their products on our websites and their own branded websites and to fulfill 
orders through us. We are not the seller of record in these transactions, but instead earn fixed fees, revenue share fees, per-unit 
activity fees, or some combination thereof.

Enterprises

We serve developers and enterprises of all sizes through Amazon Web Services (“AWS”), which provides technology 
infrastructure services that enable virtually any type of business.
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Content Creators

We serve authors and independent publishers with Kindle Direct Publishing, an online platform that lets independent 
authors and publishers choose a 70% royalty option and make their books available in the Kindle Store, along with Amazon’s 
own publishing arm, Amazon Publishing. We also offer programs that allow authors, musicians, filmmakers, app developers, 
and others to publish and sell content.

Competition

Our businesses are rapidly evolving and intensely competitive. Our current and potential competitors include: 
(1) physical-world retailers, publishers, vendors, distributors, manufacturers, and producers of our products; (2) other online e-
commerce and mobile e-commerce sites, including sites that sell or distribute digital content; (3) media companies, web 
portals, comparison shopping websites, and web search engines, either directly or in collaboration with other retailers; 
(4) companies that provide e-commerce services, including website development, fulfillment, customer service, and payment 
processing; (5) companies that provide information storage or computing services or products, including infrastructure and 
other web services; and (6) companies that design, manufacture, market, or sell consumer electronics, telecommunication, and 
electronic devices. We believe that the principal competitive factors in our retail businesses include selection, price, and 
convenience, including fast and reliable fulfillment. Additional competitive factors for our seller and enterprise services include 
the quality, speed, and reliability of our services and tools. Many of our current and potential competitors have greater 
resources, longer histories, more customers, and greater brand recognition. They may secure better terms from suppliers, adopt 
more aggressive pricing, and devote more resources to technology, infrastructure, fulfillment, and marketing. Other companies 
also may enter into business combinations or alliances that strengthen their competitive positions.

Intellectual Property

We regard our trademarks, service marks, copyrights, patents, domain names, trade dress, trade secrets, proprietary 
technologies, and similar intellectual property as critical to our success, and we rely on trademark, copyright, and patent law, 
trade-secret protection, and confidentiality and/or license agreements with our employees, customers, partners, and others to 
protect our proprietary rights. We have registered, or applied for the registration of, a number of U.S. and international domain 
names, trademarks, service marks, and copyrights. Additionally, we have filed U.S. and international patent applications 
covering certain of our proprietary technology. We have licensed in the past, and expect that we may license in the future, 
certain of our proprietary rights to third parties.

Seasonality

Our business is affected by seasonality, which historically has resulted in higher sales volume during our fourth quarter, 
which ends December 31. We recognized 34%, 35%, and 36% of our annual revenue during the fourth quarter of 2013, 2012, 
and 2011.

Employees

We employed approximately 117,300 full-time and part-time employees as of December 31, 2013. However, employment 
levels fluctuate due to seasonal factors affecting our business. Additionally, we utilize independent contractors and temporary 
personnel to supplement our workforce. We have works councils and statutory employee representation obligations in certain 
countries. Except where required by law, unions are not the collective bargaining representatives of our employees in any 
facility with more than five employees. We consider our employee relations to be good. Competition for qualified personnel in 
our industry has historically been intense, particularly for software engineers, computer scientists, and other technical staff.

Available Information

Our investor relations website is www.amazon.com/ir and we encourage investors to use it as a way of easily finding 
information about us. We promptly make available on this website, free of charge, the reports that we file or furnish with the 
Securities and Exchange Commission (“SEC”), corporate governance information (including our Code of Business Conduct 
and Ethics), and select press releases and social media postings.
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Executive Officers and Directors

The following tables set forth certain information regarding our Executive Officers and Directors as of January 17, 2014:

Executive Officers
 

Name Age Position

Jeffrey P. Bezos 50 President, Chief Executive Officer, and Chairman of the Board
Jeffrey M. Blackburn 44 Senior Vice President, Business Development
Andrew R. Jassy 46 Senior Vice President, Web Services
Diego Piacentini 53 Senior Vice President, International Consumer Business
Shelley L. Reynolds 49 Vice President, Worldwide Controller, and Principal Accounting Officer
Thomas J. Szkutak 53 Senior Vice President and Chief Financial Officer
H. Brian Valentine 54 Senior Vice President, Ecommerce Platform
Jeffrey A. Wilke 47 Senior Vice President, Consumer Business
David A. Zapolsky 50 Vice President, General Counsel, and Secretary

Jeffrey P. Bezos. Mr. Bezos has been Chairman of the Board of Amazon.com since founding it in 1994 and Chief 
Executive Officer since May 1996. Mr. Bezos served as President of the Company from founding until June 1999 and again 
from October 2000 to the present.

Jeffrey M. Blackburn. Mr. Blackburn has served as Senior Vice President, Business Development, since April 2006.

Andrew R. Jassy. Mr. Jassy has served as Senior Vice President, Web Services, since April 2006.

Diego Piacentini. Mr. Piacentini has served as Senior Vice President, International Consumer Business, since February 
2012, and as Senior Vice President, International Retail, from January 2007 until February 2012.

Shelley L. Reynolds. Ms. Reynolds has served as Vice President, Worldwide Controller, and Principal Accounting 
Officer since April 2007.

Thomas J. Szkutak. Mr. Szkutak has served as Senior Vice President and Chief Financial Officer since joining 
Amazon.com in October 2002.

H. Brian Valentine. Mr. Valentine has served as Senior Vice President, Ecommerce Platform, since joining Amazon.com 
in September 2006.

Jeffrey A. Wilke. Mr. Wilke has served as Senior Vice President, Consumer Business, since February 2012, and as 
Senior Vice President, North America Retail, from January 2007 until February 2012.

David A. Zapolsky. Mr. Zapolsky has served as Vice President, General Counsel, and Secretary since September 2012, 
and as Vice President and Associate General Counsel for Litigation and Regulatory matters from April 2002 until September 
2012.

Board of Directors
 

Name Age Position

Jeffrey P. Bezos 50 President, Chief Executive Officer, and Chairman of the Board
Tom A. Alberg 73 Managing Director, Madrona Venture Group
John Seely Brown 73 Visiting Scholar and Advisor to the Provost, University of Southern California
William B. Gordon 63 Partner, Kleiner Perkins Caufield & Byers
Jamie S. Gorelick 63 Partner, Wilmer Cutler Pickering Hale and Dorr LLP
Alain Monié 63 Chief Executive Officer, Ingram Micro Inc.
Jonathan J. Rubinstein 57 Former Chairman and CEO, Palm, Inc.
Thomas O. Ryder 69 Retired, Former Chairman, Reader’s Digest Association, Inc.
Patricia Q. Stonesifer 57 President and Chief Executive Officer, Martha's Table
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Item 1A. Risk Factors

Please carefully consider the following risk factors. If any of the following risks occur, our business, financial condition, 
operating results, and cash flows could be materially adversely affected. In addition, the current global economic climate 
amplifies many of these risks.

We Face Intense Competition

Our businesses are rapidly evolving and intensely competitive, and we have many competitors in different industries, 
including retail, e-commerce services, digital content and electronic devices, and web and infrastructure computing services. 
Some of our current and potential competitors have greater resources, longer histories, more customers, and/or greater brand 
recognition. They may secure better terms from vendors, adopt more aggressive pricing, and devote more resources to 
technology, infrastructure, fulfillment, and marketing.

Competition may intensify as our competitors enter into business combinations or alliances and established companies in 
other market segments expand to become competitive with our business. In addition, new and enhanced technologies, including 
search, web and infrastructure computing services, digital content, and electronic devices, may increase our competition. The 
Internet facilitates competitive entry and comparison shopping, and increased competition may reduce our sales and profits.

Our Expansion Places a Significant Strain on our Management, Operational, Financial, and Other Resources

We are rapidly and significantly expanding our global operations, including increasing our product and service offerings 
and scaling our infrastructure to support our retail and services businesses. This expansion increases the complexity of our 
business and places significant strain on our management, personnel, operations, systems, technical performance, financial 
resources, and internal financial control and reporting functions. We may not be able to manage growth effectively, which could 
damage our reputation, limit our growth, and negatively affect our operating results.

Our Expansion into New Products, Services, Technologies, and Geographic Regions Subjects Us to Additional Business, 
Legal, Financial, and Competitive Risks

We may have limited or no experience in our newer market segments, and our customers may not adopt our new 
offerings. These offerings may present new and difficult technology challenges, and we may be subject to claims if customers 
of these offerings experience service disruptions or failures or other quality issues. In addition, profitability, if any, in our newer 
activities may be lower than in our older activities, and we may not be successful enough in these newer activities to recoup our 
investments in them. If any of this were to occur, it could damage our reputation, limit our growth, and negatively affect our 
operating results.

We May Experience Significant Fluctuations in Our Operating Results and Growth Rate

We may not be able to accurately forecast our growth rate. We base our expense levels and investment plans on sales 
estimates. A significant portion of our expenses and investments is fixed, and we may not be able to adjust our spending 
quickly enough if our sales are less than expected.

Our revenue growth may not be sustainable, and our percentage growth rates may decrease. Our revenue and operating 
profit growth depends on the continued growth of demand for the products and services offered by us or our sellers, and our 
business is affected by general economic and business conditions worldwide. A softening of demand, whether caused by 
changes in customer preferences or a weakening of the U.S. or global economies, may result in decreased revenue or growth.

Our sales and operating results will also fluctuate for many other reasons, including due to risks described elsewhere in 
this section and the following:

• our ability to retain and increase sales to existing customers, attract new customers, and satisfy our customers’ 
demands;

• our ability to retain and expand our network of sellers;

• our ability to offer products on favorable terms, manage inventory, and fulfill orders;

• the introduction of competitive websites, products, services, price decreases, or improvements;

• changes in usage or adoption rates of the Internet, e-commerce, electronic devices, and web services, including 
outside the U.S.;

• timing, effectiveness, and costs of expansion and upgrades of our systems and infrastructure;
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• the success of our geographic, service, and product line expansions;

• the extent to which we finance, and the terms of any such financing for, our current operations and future growth;

• the outcomes of legal proceedings and claims, which may include significant monetary damages or injunctive relief 
and could have a material adverse impact on our operating results;

• variations in the mix of products and services we sell;

• variations in our level of merchandise and vendor returns;

• the extent to which we offer free shipping, continue to reduce prices worldwide, and provide additional benefits to 
our customers;

• the extent to which we invest in technology and content, fulfillment, and other expense categories;

• increases in the prices of fuel and gasoline, as well as increases in the prices of other energy products and 
commodities like paper and packing supplies;

• the extent to which our equity-method investees record significant operating and non-operating items;

• the extent to which operators of the networks between our customers and our websites successfully charge fees to 
grant our customers unimpaired and unconstrained access to our online services;

• our ability to collect amounts owed to us when they become due;

• the extent to which use of our services is affected by spyware, viruses, phishing and other spam emails, denial of 
service attacks, data theft, computer intrusions, outages, and similar events; and

• terrorist attacks and armed hostilities.

We May Not Be Successful in Our Efforts to Expand into International Market Segments

Our international activities are significant to our revenues and profits, and we plan to further expand internationally. In 
certain international market segments, we have relatively little operating experience and may not benefit from any first-to-
market advantages or otherwise succeed. It is costly to establish, develop, and maintain international operations and websites, 
and promote our brand internationally. Our international operations may not be profitable on a sustained basis.

In addition to risks described elsewhere in this section, our international sales and operations are subject to a number of 
risks, including:

• local economic and political conditions;

• government regulation of e-commerce and other services, electronic devices, and competition, and restrictive 
governmental actions (such as trade protection measures, including export duties and quotas and custom duties and 
tariffs), nationalization, and restrictions on foreign ownership;

• restrictions on sales or distribution of certain products or services and uncertainty regarding liability for products, 
services, and content, including uncertainty as a result of less Internet-friendly legal systems, local laws, lack of legal 
precedent, and varying rules, regulations, and practices regarding the physical and digital distribution of media 
products and enforcement of intellectual property rights;

• business licensing or certification requirements, such as for imports, exports, web services, and electronic devices;

• limitations on the repatriation and investment of funds and foreign currency exchange restrictions;

• limited fulfillment and technology infrastructure;

• shorter payable and longer receivable cycles and the resultant negative impact on cash flow;

• laws and regulations regarding consumer and data protection, privacy, network security, encryption, payments, and 
restrictions on pricing or discounts;

• lower levels of use of the Internet;

• lower levels of consumer spending and fewer opportunities for growth compared to the U.S.;

• lower levels of credit card usage and increased payment risk;

• difficulty in staffing, developing, and managing foreign operations as a result of distance, language, and cultural 
differences;



8

• different employee/employer relationships and the existence of works councils and labor unions;

• laws and policies of the U.S. and other jurisdictions affecting trade, foreign investment, loans, and taxes; and

• geopolitical events, including war and terrorism.

As international e-commerce and other online and web services grow, competition will intensify. Local companies may 
have a substantial competitive advantage because of their greater understanding of, and focus on, the local customer, as well as 
their more established local brand names. We may not be able to hire, train, retain, and manage required personnel, which may 
limit our international growth.

The People’s Republic of China (“PRC”) regulates Amazon’s and its affiliates’ businesses and operations in the PRC 
through regulations and license requirements restricting (i) foreign investment in the Internet, IT infrastructure, retail, delivery, 
and other sectors, (ii) Internet content, and (iii) the sale of media and other products and services. For example, in order to meet 
local ownership and regulatory licensing requirements, www.amazon.cn is operated by PRC companies that are indirectly 
owned, either wholly or partially, by PRC nationals. Although we believe these structures comply with existing PRC laws, they 
involve unique risks. There are substantial uncertainties regarding the interpretation of PRC laws and regulations, and it is 
possible that the PRC government will ultimately take a view contrary to ours. If our Chinese business interests were found to 
be in violation of any existing or future PRC laws or regulations or if interpretations of those laws and regulations were to 
change, the business could be subject to fines and other financial penalties, have licenses revoked, or be forced to shut down 
entirely. In addition, the Chinese businesses and operations may be unable to continue to operate if we or our affiliates are 
unable to access sufficient funding or enforce contractual relationships with respect to management and control of such 
businesses.

If We Do Not Successfully Optimize and Operate Our Fulfillment Centers, Our Business Could Be Harmed

If we do not adequately predict customer demand or otherwise optimize and operate our fulfillment centers successfully, 
it could result in excess or insufficient inventory or fulfillment capacity, result in increased costs, impairment charges, or both, 
or harm our business in other ways. A failure to optimize inventory will increase our net shipping cost by requiring long-zone 
or partial shipments. Orders from several of our websites are fulfilled primarily from a single location, and we have only a 
limited ability to reroute orders to third parties for drop-shipping. We and our co-sourcers may be unable to adequately staff our 
fulfillment and customer service centers. As we continue to add fulfillment and warehouse capability or add new businesses 
with different fulfillment requirements, our fulfillment network becomes increasingly complex and operating it becomes more 
challenging. If the other businesses on whose behalf we perform inventory fulfillment services deliver product to our 
fulfillment centers in excess of forecasts, we may be unable to secure sufficient storage space and may be unable to optimize 
our fulfillment centers. There can be no assurance that we will be able to operate our network effectively.

We rely on a limited number of shipping companies to deliver inventory to us and completed orders to our customers. If 
we are not able to negotiate acceptable terms with these companies or they experience performance problems or other 
difficulties, it could negatively impact our operating results and customer experience. In addition, our ability to receive inbound 
inventory efficiently and ship completed orders to customers also may be negatively affected by inclement weather, fire, flood, 
power loss, earthquakes, labor disputes, acts of war or terrorism, acts of God, and similar factors.

Third parties either drop-ship or otherwise fulfill an increasing portion of our customers’ orders, and we are increasingly 
reliant on the reliability, quality, and future procurement of their services. Under some of our commercial agreements, we 
maintain the inventory of other companies, thereby increasing the complexity of tracking inventory and operating our 
fulfillment centers. Our failure to properly handle such inventory or the inability of these other companies to accurately forecast 
product demand would result in unexpected costs and other harm to our business and reputation.

The Seasonality of Our Business Places Increased Strain on Our Operations

We expect a disproportionate amount of our net sales to occur during our fourth quarter. If we do not stock or restock 
popular products in sufficient amounts such that we fail to meet customer demand, it could significantly affect our revenue and 
our future growth. If we overstock products, we may be required to take significant inventory markdowns or write-offs, which 
could reduce profitability. We may experience an increase in our net shipping cost due to complimentary upgrades, split-
shipments, and additional long-zone shipments necessary to ensure timely delivery for the holiday season. If too many 
customers access our websites within a short period of time due to increased holiday demand, we may experience system 
interruptions that make our websites unavailable or prevent us from efficiently fulfilling orders, which may reduce the volume 
of goods we sell and the attractiveness of our products and services. In addition, we may be unable to adequately staff our 
fulfillment and customer service centers during these peak periods and delivery and other fulfillment companies and customer 
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service co-sourcers may be unable to meet the seasonal demand. We also face risks described elsewhere in this Item 1A relating 
to fulfillment center optimization and inventory.

We generally have payment terms with our retail vendors that extend beyond the amount of time necessary to collect 
proceeds from our consumer customers. As a result of holiday sales, as of December 31 of each year, our cash, cash 
equivalents, and marketable securities balances typically reach their highest level (other than as a result of cash flows provided 
by or used in investing and financing activities). This operating cycle results in a corresponding increase in accounts payable as 
of December 31. Our accounts payable balance generally declines during the first three months of the year, resulting in a 
corresponding decline in our cash, cash equivalents, and marketable securities balances.

Our Business Could Suffer if We Are Unsuccessful in Making, Integrating, and Maintaining Commercial Agreements, 
Strategic Alliances, and Other Business Relationships

We provide e-commerce and other services to businesses through commercial agreements, strategic alliances, and 
business relationships. Under these agreements, we provide web services, technology, fulfillment, computing, digital storage, 
and other services, as well as enable sellers to offer products or services through our websites. These arrangements are complex 
and require substantial infrastructure capacity, personnel, and other resource commitments, which may limit the amount of 
business we can service. We may not be able to implement, maintain, and develop the components of these commercial 
relationships, which may include web services, fulfillment, customer service, inventory management, tax collection, payment 
processing, hardware, content, and third-party software, and engaging third parties to perform services. The amount of 
compensation we receive under certain of our commercial agreements is partially dependent on the volume of the other 
company’s sales. Therefore, if the other company’s offering is not successful, the compensation we receive may be lower than 
expected or the agreement may be terminated. Moreover, we may not be able to enter into additional commercial relationships 
and strategic alliances on favorable terms. We also may be subject to claims from businesses to which we provide these 
services if we are unsuccessful in implementing, maintaining, or developing these services.

As our agreements terminate, we may be unable to renew or replace these agreements on comparable terms, or at all. We 
may in the future enter into amendments on less favorable terms or encounter parties that have difficulty meeting their 
contractual obligations to us, which could adversely affect our operating results.

Our present and future e-commerce services agreements, other commercial agreements, and strategic alliances create 
additional risks such as:

• disruption of our ongoing business, including loss of management focus on existing businesses;

• impairment of other relationships;

• variability in revenue and income from entering into, amending, or terminating such agreements or relationships; and

• difficulty integrating under the commercial agreements.

Our Business Could Suffer if We Are Unsuccessful in Making, Integrating, and Maintaining Acquisitions and 
Investments

We have acquired and invested in a number of companies, and we may acquire or invest in or enter into joint ventures 
with additional companies. These transactions create risks such as:

• disruption of our ongoing business, including loss of management focus on existing businesses;

• problems retaining key personnel;

• additional operating losses and expenses of the businesses we acquired or in which we invested;

• the potential impairment of tangible and intangible assets and goodwill, including as a result of acquisitions;

• the potential impairment of customer and other relationships of the company we acquired or in which we invested or 
our own customers as a result of any integration of operations;

• the difficulty of incorporating acquired technology and rights into our offerings and unanticipated expenses related to 
such integration;

• the difficulty of integrating a new company’s accounting, financial reporting, management, information and 
information security, human resource, and other administrative systems to permit effective management, and the lack 
of control if such integration is delayed or not implemented;
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• for investments in which an investee’s financial performance is incorporated into our financial results, either in full or 
in part, the dependence on the investee’s accounting, financial reporting, and similar systems, controls, and 
processes;

• the difficulty of implementing at companies we acquire the controls, procedures, and policies appropriate for a larger 
public company;

• potential unknown liabilities associated with a company we acquire or in which we invest; and

• for foreign transactions, additional risks related to the integration of operations across different cultures and 
languages, and the economic, political, and regulatory risks associated with specific countries.

As a result of future acquisitions or mergers, we might need to issue additional equity securities, spend our cash, or incur 
debt, contingent liabilities, or amortization expenses related to intangible assets, any of which could reduce our profitability and 
harm our business. In addition, valuations supporting our acquisitions and strategic investments could change rapidly given the 
current global economic climate. We could determine that such valuations have experienced impairments or other-than-
temporary declines in fair value which could adversely impact our financial results.

We Have Foreign Exchange Risk

The results of operations of, and certain of our intercompany balances associated with, our international websites and 
product and service offerings are exposed to foreign exchange rate fluctuations. Upon translation, operating results may differ 
materially from expectations, and we may record significant gains or losses on the remeasurement of intercompany balances. 
As we have expanded our international operations, our exposure to exchange rate fluctuations has increased. We also hold cash 
equivalents and/or marketable securities primarily in Euros, Japanese Yen, British Pounds, and Chinese Yuan. If the U.S. Dollar 
strengthens compared to these currencies, cash equivalents, and marketable securities balances, when translated, may be 
materially less than expected and vice versa.

The Loss of Key Senior Management Personnel Could Negatively Affect Our Business

We depend on our senior management and other key personnel, particularly Jeffrey P. Bezos, our President, CEO, and 
Chairman. We do not have “key person” life insurance policies. The loss of any of our executive officers or other key 
employees could harm our business.

We Could Be Harmed by Data Loss or Other Security Breaches

As a result of our services being web-based and the fact that we process, store, and transmit large amounts of data, 
including personal information, for our customers, failure to prevent or mitigate data loss or other security breaches, including 
breaches of our vendors’ technology and systems, could expose us or our customers to a risk of loss or misuse of such 
information, adversely affect our operating results, result in litigation or potential liability for us, and otherwise harm our 
business. We use third party technology and systems for a variety of reasons, including, without limitation, encryption and 
authentication technology, employee email, content delivery to customers, back-office support, and other functions. Some 
subsidiaries had past security breaches, and, although they did not have a material adverse effect on our operating results, there 
can be no assurance of a similar result in the future. Although we have developed systems and processes that are designed to 
protect customer information and prevent data loss and other security breaches, including systems and processes designed to 
reduce the impact of a security breach at a third party vendor, such measures cannot provide absolute security.

We Face Risks Related to System Interruption and Lack of Redundancy

We experience occasional system interruptions and delays that make our websites and services unavailable or slow to 
respond and prevent us from efficiently fulfilling orders or providing services to third parties, which may reduce our net sales 
and the attractiveness of our products and services. If we are unable to continually add software and hardware, effectively 
upgrade our systems and network infrastructure, and take other steps to improve the efficiency of our systems, it could cause 
system interruptions or delays and adversely affect our operating results.

Our computer and communications systems and operations could be damaged or interrupted by fire, flood, power loss, 
telecommunications failure, earthquakes, acts of war or terrorism, acts of God, computer viruses, physical or electronic break-
ins, and similar events or disruptions. Any of these events could cause system interruption, delays, and loss of critical data, and 
could prevent us from accepting and fulfilling customer orders and providing services, which could make our product and 
service offerings less attractive and subject us to liability. Our systems are not fully redundant and our disaster recovery 
planning may not be sufficient. In addition, we may have inadequate insurance coverage to compensate for any related losses. 
Any of these events could damage our reputation and be expensive to remedy.
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We Face Significant Inventory Risk

In addition to risks described elsewhere in this Item 1A relating to fulfillment center and inventory optimization by us and 
third parties, we are exposed to significant inventory risks that may adversely affect our operating results as a result of 
seasonality, new product launches, rapid changes in product cycles and pricing, defective merchandise, changes in consumer 
demand and consumer spending patterns, changes in consumer tastes with respect to our products, and other factors. We 
endeavor to accurately predict these trends and avoid overstocking or understocking products we manufacture and/or sell. 
Demand for products, however, can change significantly between the time inventory or components are ordered and the date of 
sale. In addition, when we begin selling or manufacturing a new product, it may be difficult to establish vendor relationships, 
determine appropriate product or component selection, and accurately forecast demand. The acquisition of certain types of 
inventory or components may require significant lead-time and prepayment and they may not be returnable. We carry a broad 
selection and significant inventory levels of certain products, such as consumer electronics, and we may be unable to sell 
products in sufficient quantities or during the relevant selling seasons. Any one of the inventory risk factors set forth above may 
adversely affect our operating results.

We May Not Be Able to Adequately Protect Our Intellectual Property Rights or May Be Accused of Infringing 
Intellectual Property Rights of Third Parties

We regard our trademarks, service marks, copyrights, patents, trade dress, trade secrets, proprietary technology, and 
similar intellectual property as critical to our success, and we rely on trademark, copyright, and patent law, trade secret 
protection, and confidentiality and/or license agreements with our employees, customers, and others to protect our proprietary 
rights. Effective intellectual property protection may not be available in every country in which our products and services are 
made available. We also may not be able to acquire or maintain appropriate domain names in all countries in which we do 
business. Furthermore, regulations governing domain names may not protect our trademarks and similar proprietary rights. We 
may be unable to prevent third parties from acquiring domain names that are similar to, infringe upon, or diminish the value of 
our trademarks and other proprietary rights.

We may not be able to discover or determine the extent of any unauthorized use of our proprietary rights. Third parties 
that license our proprietary rights also may take actions that diminish the value of our proprietary rights or reputation. The 
protection of our intellectual property may require the expenditure of significant financial and managerial resources. Moreover, 
the steps we take to protect our intellectual property may not adequately protect our rights or prevent third parties from 
infringing or misappropriating our proprietary rights. We also cannot be certain that others will not independently develop or 
otherwise acquire equivalent or superior technology or other intellectual property rights.

Other parties also may claim that we infringe their proprietary rights. We have been subject to, and expect to continue to 
be subject to, claims and legal proceedings regarding alleged infringement by us of the intellectual property rights of third 
parties. Such claims, whether or not meritorious, may result in the expenditure of significant financial and managerial 
resources, injunctions against us, or the payment of damages. We may need to obtain licenses from third parties who allege that 
we have infringed their rights, but such licenses may not be available on terms acceptable to us or at all. In addition, we may 
not be able to obtain or utilize on terms that are favorable to us, or at all, licenses or other rights with respect to intellectual 
property we do not own. These risks have been amplified by the increase in third parties whose sole or primary business is to 
assert such claims.

Our digital content offerings depend in part on effective digital rights management technology to control access to digital 
content. If the digital rights management technology that we use is compromised or otherwise malfunctions, we could be 
subject to claims, and content providers may be unwilling to include their content in our service.

We Have a Rapidly Evolving Business Model and Our Stock Price Is Highly Volatile

We have a rapidly evolving business model. The trading price of our common stock fluctuates significantly in response 
to, among other risks, the risks described elsewhere in this Item 1A, as well as:

• changes in interest rates;

• conditions or trends in the Internet and the industry segments we operate in;

• quarterly variations in operating results;

• fluctuations in the stock market in general and market prices for Internet-related companies in particular;

• changes in financial estimates by us or securities analysts and recommendations by securities analysts;

• changes in our capital structure, including issuance of additional debt or equity to the public;
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• changes in the valuation methodology of, or performance by, other e-commerce or technology companies; and

• transactions in our common stock by major investors and certain analyst reports, news, and speculation.

Volatility in our stock price could adversely affect our business and financing opportunities and force us to increase our 
cash compensation to employees or grant larger stock awards than we have historically, which could hurt our operating results 
or reduce the percentage ownership of our existing stockholders, or both.

Government Regulation Is Evolving and Unfavorable Changes Could Harm Our Business

We are subject to general business regulations and laws, as well as regulations and laws specifically governing the 
Internet, e-commerce, electronic devices, and other services. Existing and future laws and regulations may impede our growth. 
These regulations and laws may cover taxation, privacy, data protection, pricing, content, copyrights, distribution, mobile 
communications, electronic device certification, electronic waste, energy consumption, environmental regulation, electronic 
contracts and other communications, competition, consumer protection, web services, the provision of online payment services, 
unencumbered Internet access to our services, the design and operation of websites, and the characteristics and quality of 
products and services. It is not clear how existing laws governing issues such as property ownership, libel, and personal privacy 
apply to the Internet, e-commerce, digital content, and web services. Jurisdictions may regulate consumer-to-consumer online 
businesses, including certain aspects of our seller programs. Unfavorable regulations and laws could diminish the demand for 
our products and services and increase our cost of doing business.

We Do Not Collect Sales or Consumption Taxes in Some Jurisdictions

U.S. Supreme Court decisions restrict the imposition of obligations to collect state and local sales taxes with respect to 
remote sales. However, an increasing number of states have considered or adopted laws or administrative practices that attempt 
to impose obligations on out-of-state retailers to collect taxes on their behalf. We support a Federal law that would allow states 
to require sales tax collection under a nationwide system. More than half of our revenue is already earned in jurisdictions where 
we collect sales tax or its equivalent. A successful assertion by one or more states or foreign countries requiring us to collect 
taxes where we do not do so could result in substantial tax liabilities, including for past sales, as well as penalties and interest.

We Could be Subject to Additional Income Tax Liabilities

We are subject to income taxes in the United States and numerous foreign jurisdictions. Significant judgment is required 
in evaluating and estimating our provision and accruals for these taxes. During the ordinary course of business, there are many 
transactions for which the ultimate tax determination is uncertain. Our effective tax rates could be adversely affected by 
earnings being lower than anticipated in countries where we have lower statutory rates and higher than anticipated in countries 
where we have higher statutory rates, by losses incurred in jurisdictions for which we are not able to realize the related tax 
benefit, by changes in foreign currency exchange rates, by entry into new businesses and geographies and changes to our 
existing businesses, by acquisitions (including integrations) and investments, by changes in the valuation of our deferred tax 
assets and liabilities, or by changes in the relevant tax, accounting and other laws, regulations, administrative practices, 
principles, and interpretations, including fundamental changes to the tax laws applicable to corporate multinationals. The 
United States, many countries in the European Union, and a number of other countries are actively considering changes in this 
regard. In addition, we are subject to audit in various jurisdictions, and such jurisdictions may assess additional income tax 
liabilities against us. Although we believe our tax estimates are reasonable, the final outcome of tax audits and any related 
litigation could be materially different from our historical income tax provisions and accruals. Developments in an audit, 
litigation, or the relevant laws, regulations, administrative practices, principles, and interpretations could have a material effect 
on our operating results or cash flows in the period or periods for which that development occurs, as well as for prior and 
subsequent periods.

Our Supplier Relationships Subject Us to a Number of Risks

We have significant suppliers, including licensors, and in some cases, limited or single-sources of supply, that are 
important to our sourcing, services, manufacturing, and any related ongoing servicing of merchandise and content. We do not 
have long-term arrangements with most of our suppliers to guarantee availability of merchandise, content, components, or 
services, particular payment terms, or the extension of credit limits. If our current suppliers were to stop selling or licensing 
merchandise, content, components, or services to us on acceptable terms, or delay delivery, including as a result of one or more 
supplier bankruptcies due to poor economic conditions, as a result of natural disasters, or for other reasons, we may be unable 
to procure alternatives from other suppliers in a timely and efficient manner and on acceptable terms, or at all.
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We May be Subject to Risks Related to Government Contracts and Related Procurement Regulations

Our contracts with U.S., as well as state, local, and foreign, government entities are subject to various procurement 
regulations and other requirements relating to their formation, administration, and performance. We may be subject to audits 
and investigations relating to our government contracts, and any violations could result in various civil and criminal penalties 
and administrative sanctions, including termination of contract, refunding or suspending of payments, forfeiture of profits, 
payment of fines, and suspension or debarment from future government business. In addition, such contracts may provide for 
termination by the government at any time, without cause.

We May Be Subject to Product Liability Claims if People or Property Are Harmed by the Products We Sell

Some of the products we sell or manufacture may expose us to product liability claims relating to personal injury, death, 
or environmental or property damage, and may require product recalls or other actions. Certain third parties also sell products 
using our e-commerce platform that may increase our exposure to product liability claims, such as if these sellers do not have 
sufficient protection from such claims. Although we maintain liability insurance, we cannot be certain that our coverage will be 
adequate for liabilities actually incurred or that insurance will continue to be available to us on economically reasonable terms, 
or at all. In addition, some of our agreements with our vendors and sellers do not indemnify us from product liability.

We Are Subject to Payments-Related Risks

We accept payments using a variety of methods, including credit card, debit card, credit accounts (including promotional 
financing), gift cards, direct debit from a customer’s bank account, consumer invoicing, physical bank check, and payment 
upon delivery. For existing and future payment options we offer to our customers, we may become subject to additional 
regulations, compliance requirements, and fraud. For certain payment methods, including credit and debit cards, we pay 
interchange and other fees, which may increase over time and raise our operating costs and lower profitability. We rely on third 
parties to provide payment processing services, including the processing of credit cards, debit cards, electronic checks, and 
promotional financing, and it could disrupt our business if these companies become unwilling or unable to provide these 
services to us. We are also subject to payment card association operating rules, including data security rules, certification 
requirements, and rules governing electronic funds transfers, which could change or be reinterpreted to make it difficult or 
impossible for us to comply. If we fail to comply with these rules or requirements, or if our data security systems are breached 
or compromised, we may be liable for card issuing banks’ costs, subject to fines and higher transaction fees, and lose our ability 
to accept credit and debit card payments from our customers, process electronic funds transfers, or facilitate other types of 
online payments, and our business and operating results could be adversely affected. We also offer co-branded credit card 
programs, which could adversely affect our operating results if terminated.

In addition, we provide regulated services in certain jurisdictions because we enable customers to keep account balances 
with us and transfer money to third parties, and because we provide services to third parties to facilitate payments on their 
behalf. In these jurisdictions, we may be subject to requirements for licensing, regulatory inspection, bonding and capital 
maintenance, the use, handling, and segregation of transferred funds, consumer disclosures, and authentication. We are also 
subject to or voluntarily comply with a number of other laws and regulations relating to payments, money laundering, 
international money transfers, privacy and information security, and electronic fund transfers. If we were found to be in 
violation of applicable laws or regulations, we could be subject to additional requirements and civil and criminal penalties, or 
forced to cease providing certain services.

We Could Be Liable for Fraudulent or Unlawful Activities of Sellers

The law relating to the liability of providers of online payment services is currently unsettled. In addition, governmental 
agencies could require changes in the way this business is conducted. Under our seller programs, we may be unable to prevent 
sellers from collecting payments, fraudulently or otherwise, when buyers never receive the products they ordered or when the 
products received are materially different from the sellers’ descriptions. Under our A2Z Guarantee, we reimburse buyers for 
payments up to certain limits in these situations, and as our marketplace seller sales grow, the cost of this program will increase 
and could negatively affect our operating results. We also may be unable to prevent sellers on our sites or through other seller 
sites from selling unlawful goods, selling goods in an unlawful manner, or violating the proprietary rights of others, and could 
face civil or criminal liability for unlawful activities by our sellers.

Item 1B. Unresolved Staff Comments
 None
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Item 2. Properties

As of December 31, 2013, we operated the following facilities (in thousands):
 

Description of Use
Square

Footage (1) Location
Lease

Expirations (1)

Owned office space 1,802 North America
Leased office space 4,485 North America From 2014 through 2028
Leased office space 3,002 International From 2014 through 2027
Sub-total 9,289
Owned fulfillment, data centers, and other 329 North America
Leased fulfillment, data centers, and other 48,013 North America From 2014 through 2028
Owned fulfillment, data centers, and other 122 International
Leased fulfillment, data centers, and other 36,131 International From 2014 through 2033
Sub-total 84,595
Total 93,884

 ___________________
(1) For leased properties, represents the total leased space excluding sub-leased space.

We own and lease our corporate headquarters in Seattle, Washington. Additionally, we own and lease corporate office, 
fulfillment and warehouse operations, data center, customer service, and other facilities, principally in North America, Europe, 
and Asia.

Item 3. Legal Proceedings

See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 8—Commitments and Contingencies—
Legal Proceedings.”

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for the Registrant’s Common Stock, Related Shareholder Matters, and Issuer Purchases of Equity
Securities

Market Information

Our common stock is traded on the Nasdaq Global Select Market under the symbol “AMZN.” The following table sets 
forth the high and low per share sale prices for our common stock for the periods indicated, as reported by the Nasdaq Global 
Select Market.
 

High Low

Year ended December 31, 2012
First Quarter $ 209.85 $ 172.00
Second Quarter 233.84 183.65
Third Quarter 264.11 212.61
Fourth Quarter 263.11 218.18

Year ended December 31, 2013
First Quarter $ 284.72 $ 252.07
Second Quarter 283.34 245.75
Third Quarter 320.57 277.16
Fourth Quarter 405.63 296.50

Holders

As of January 17, 2014, there were 2,922 shareholders of record of our common stock, although there is a much larger 
number of beneficial owners.

Dividends

We have never declared or paid cash dividends on our common stock. See Item 7 of Part II, “Management’s Discussion 
and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources.”

Recent Sales of Unregistered Securities

None.

Issuer Purchases of Equity Securities

None.
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Item 6. Selected Consolidated Financial Data

The following selected consolidated financial data should be read in conjunction with the consolidated financial 
statements and the notes thereto in Item 8 of Part II, “Financial Statements and Supplementary Data,” and the information 
contained in Item 7 of Part II, “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” 
Historical results are not necessarily indicative of future results.
 

  Year Ended December 31,
  2013 2012 2011 2010 2009
  (in millions, except per share data)

Statements of Operations:
Net sales $ 74,452 $ 61,093 $ 48,077 $ 34,204 $ 24,509
Income from operations $ 745 $ 676 $ 862 $ 1,406 $ 1,129
Net income (loss) $ 274 $ (39) $ 631 $ 1,152 $ 902
Basic earnings per share (1) $ 0.60 $ (0.09) $ 1.39 $ 2.58 $ 2.08
Diluted earnings per share (1) $ 0.59 $ (0.09) $ 1.37 $ 2.53 $ 2.04
Weighted average shares used in computation of
earnings per share:
Basic 457 453 453 447 433
Diluted 465 453 461 456 442
Statements of Cash Flows:
Net cash provided by (used in) operating activities $ 5,475 $ 4,180 $ 3,903 $ 3,495 $ 3,293
Purchases of property and equipment, including
internal-use software and website development

(3,444) (3,785) (1,811) (979) (373)
Free cash flow (2) $ 2,031 $ 395 $ 2,092 $ 2,516 $ 2,920

  December 31,
  2013 2012 2011 2010 2009
  (in millions)

Balance Sheets:
Total assets $ 40,159 $ 32,555 $ 25,278 $ 18,797 $ 13,813
Total long-term obligations $ 7,433 $ 5,361 $ 2,625 $ 1,561 $ 1,192

 ___________________
(1) For further discussion of earnings per share, see Item 8 of Part II, “Financial Statements and Supplementary Data—

Note 1—Description of Business and Accounting Policies.”
(2) Free cash flow, a non-GAAP financial measure, is defined as net cash provided by operating activities less cash 

expenditures for purchases of property and equipment, including capitalized internal-use software and website 
development, both of which are presented on our consolidated statements of cash flows. See Item 7 of Part II, 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations—
Non-GAAP Financial Measures.”
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

This Annual Report on Form 10-K includes forward-looking statements within the meaning of the Private Securities 
Litigation Reform Act of 1995. All statements other than statements of historical fact, including statements regarding guidance, 
industry prospects, or future results of operations or financial position, made in this Annual Report on Form 10-K are forward-
looking. We use words such as anticipates, believes, expects, future, intends, and similar expressions to identify forward-
looking statements. Forward-looking statements reflect management’s current expectations and are inherently uncertain. Actual 
results could differ materially for a variety of reasons, including, among others, fluctuations in foreign exchange rates, changes 
in global economic conditions and consumer spending, world events, the rate of growth of the Internet and online commerce, 
the amount that Amazon.com invests in new business opportunities and the timing of those investments, the mix of products 
sold to customers, the mix of net sales derived from products as compared with services, the extent to which we owe income 
taxes, competition, management of growth, potential fluctuations in operating results, international growth and expansion, the 
outcomes of legal proceedings and claims, fulfillment and data center optimization, risks of inventory management, seasonality, 
the degree to which the Company enters into, maintains, and develops commercial agreements, acquisitions and strategic 
transactions, payments risks, and risks of fulfillment throughput and productivity. In addition, the current global economic 
climate amplifies many of these risks. These risks and uncertainties, as well as other risks and uncertainties that could cause our 
actual results to differ significantly from management’s expectations, are described in greater detail in Item 1A of Part I, “Risk 
Factors.”

Overview

Our primary source of revenue is the sale of a wide range of products and services to customers. The products offered on 
our consumer-facing websites primarily include merchandise and content we have purchased for resale from vendors and those 
offered by third-party sellers, and we also manufacture and sell electronic devices. Generally, we recognize gross revenue from 
items we sell from our inventory as product sales and recognize our net share of revenue of items sold by other sellers as 
services sales. We also offer other services such as AWS, fulfillment, publishing, digital content subscriptions, advertising, and 
co-branded credit cards.

Our financial focus is on long-term, sustainable growth in free cash flow1 per share. Free cash flow is driven primarily by 
increasing operating income and efficiently managing working capital2 and capital expenditures. Increases in operating income 
primarily result from increases in sales of products and services and efficiently managing our operating costs, partially offset by 
investments we make in longer-term strategic initiatives. To increase sales of products and services, we focus on improving all 
aspects of the customer experience, including lowering prices, improving availability, offering faster delivery and performance 
times, increasing selection, increasing product categories and service offerings, expanding product information, improving ease 
of use, improving reliability, and earning customer trust. We also seek to efficiently manage shareholder dilution while 
maintaining the flexibility to issue shares for strategic purposes, such as financings, acquisitions, and aligning employee 
compensation with shareholders’ interests. We utilize restricted stock units as our primary vehicle for equity compensation 
because we believe they align the long-term interests of our shareholders and employees. In measuring shareholder dilution, we 
include all vested and unvested stock awards outstanding, without regard to estimated forfeitures. Total shares outstanding plus 
outstanding stock awards were 476 million and 470 million as of December 31, 2013 and 2012.

We seek to reduce our variable costs per unit and work to leverage our fixed costs. Our variable costs include product and 
content costs, payment processing and related transaction costs, picking, packaging, and preparing orders for shipment, 
transportation, customer service support, costs necessary to run AWS, and a portion of our marketing costs. Our fixed costs 
include the costs necessary to run our technology infrastructure; to build, enhance, and add features to our websites and web 
services, our electronic devices, and digital offerings; and to build and optimize our fulfillment centers. Variable costs generally 
change directly with sales volume, while fixed costs generally increase depending on the timing of capacity needs, geographic 
expansion, category expansion, and other factors. To decrease our variable costs on a per unit basis and enable us to lower 
prices for customers, we seek to increase our direct sourcing, increase discounts available to us from suppliers, and reduce 
defects in our processes. To minimize growth in fixed costs, we seek to improve process efficiencies and maintain a lean 
culture.
_______________________
(1) Free cash flow, a non-GAAP financial measure, is defined as net cash provided by operating activities less cash 

expenditures for purchases of property and equipment, including internal-use software and website development, both 
of which are presented on our consolidated statements of cash flows. See “Results of Operations—Non-GAAP 
Financial Measures” below.

(2) Working capital consists of accounts receivable, inventory, and accounts payable.
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Because of our model we are able to turn our inventory quickly and have a cash-generating operating cycle3. On 
average, our high inventory velocity means we generally collect from consumers before our payments to suppliers come due. 
Inventory turnover4 was 9, 9, and 10 for 2013, 2012, and 2011. We expect variability in inventory turnover over time since it is 
affected by several factors, including our product mix, the mix of sales by us and by other sellers, our continuing focus on in-
stock inventory availability and selection of product offerings, our investment in new geographies and product lines, and the 
extent to which we choose to utilize outsource fulfillment providers. Accounts payable days5 were 74, 76, and 74 for 2013, 
2012, and 2011. We expect some variability in accounts payable days over time since they are affected by several factors, 
including the mix of product sales, the mix of sales by other sellers, the mix of suppliers, seasonality, and changes in payment 
terms over time, including the effect of balancing pricing and timing of payment terms with suppliers.

We expect spending in technology and content will increase over time as we add computer scientists, designers, software 
and hardware engineers, and merchandising employees. We seek to efficiently invest in several areas of technology and content 
such as web services, expansion of new and existing product categories and offerings, and initiatives to expand our ecosystem 
of digital products and services, as well as in technology infrastructure to enhance the customer experience and improve our 
process efficiencies. We believe that advances in technology, specifically the speed and reduced cost of processing power and 
the advances of wireless connectivity, will continue to improve the consumer experience on the Internet and increase its 
ubiquity in people’s lives. To best take advantage of these continued advances in technology, we are investing in initiatives to 
build and deploy innovative and efficient software and electronic devices. We are also investing in AWS, which provides 
technology services that give developers and enterprises of all sizes access to technology infrastructure that enables virtually 
any type of business.

Our financial reporting currency is the U.S. Dollar and changes in exchange rates significantly affect our reported 
results and consolidated trends. For example, if the U.S. Dollar weakens year-over-year relative to currencies in our 
international locations, our consolidated net sales and operating expenses will be higher than if currencies had remained 
constant. Likewise, if the U.S. Dollar strengthens year-over-year relative to currencies in our international locations, our 
consolidated net sales and operating expenses will be lower than if currencies had remained constant. We believe that our 
increasing diversification beyond the U.S. economy through our growing international businesses benefits our shareholders 
over the long term. We also believe it is useful to evaluate our operating results and growth rates before and after the effect of 
currency changes.

In addition, the remeasurement of our intercompany balances can result in significant gains and charges associated with 
the effect of movements in currency exchange rates. Currency volatilities may continue, which may significantly impact (either 
positively or negatively) our reported results and consolidated trends and comparisons.

For additional information about each line item summarized above, refer to Item 8 of Part II, “Financial Statements and 
Supplementary Data—Note 1—Description of Business and Accounting Policies.”

Critical Accounting Judgments

The preparation of financial statements in conformity with generally accepted accounting principles of the United States 
(“GAAP”) requires estimates and assumptions that affect the reported amounts of assets and liabilities, revenues and expenses, 
and related disclosures of contingent assets and liabilities in the consolidated financial statements and accompanying notes. The 
SEC has defined a company’s critical accounting policies as the ones that are most important to the portrayal of the 
company’s financial condition and results of operations, and which require the company to make its most difficult and 
subjective judgments, often as a result of the need to make estimates of matters that are inherently uncertain. Based on this 
definition, we have identified the critical accounting policies and judgments addressed below. We also have other key 
accounting policies, which involve the use of estimates, judgments, and assumptions that are significant to understanding our 
results. For additional information, see Item 8 of Part II, “Financial Statements and Supplementary Data—Note 1—Description 
of Business and Accounting Policies.” Although we believe that our estimates, assumptions, and judgments are reasonable, they 
are based upon information presently available. Actual results may differ significantly from these estimates under different 
assumptions, judgments, or conditions.
_______________________
(3) The operating cycle is the number of days of sales in inventory plus the number of days of sales in accounts receivable 

minus accounts payable days.
(4) Inventory turnover is the quotient of trailing twelve month cost of sales to average inventory over five quarter ends.
(5) Accounts payable days, calculated as the quotient of accounts payable to current quarter cost of sales, multiplied by the 

number of days in the current quarter. 
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Inventories

Inventories, consisting of products available for sale, are primarily accounted for using the first-in first-out (“FIFO”) 
method, and are valued at the lower of cost or market value. This valuation requires us to make judgments, based on currently-
available information, about the likely method of disposition, such as through sales to individual customers, returns to product 
vendors, or liquidations, and expected recoverable values of each disposition category.  These assumptions about future 
disposition of inventory are inherently uncertain and changes in our estimates and assumptions may cause us to realize material 
write-downs in the future. As a measure of sensitivity, for every 1% of additional inventory valuation allowance as of 
December 31, 2013, we would have recorded an additional cost of sales of approximately $79 million.

Goodwill

We evaluate goodwill for impairment annually or more frequently when an event occurs or circumstances change that 
indicate that the carrying value may not be recoverable. Our annual testing date is October 1. We test goodwill for impairment 
by first comparing the book value of net assets to the fair value of the reporting units. If the fair value is determined to be less 
than the book value or qualitative factors indicate that it is more likely than not that goodwill is impaired, a second step is 
performed to compute the amount of impairment as the difference between the estimated fair value of goodwill and the 
carrying value. We estimate the fair value of the reporting units using discounted cash flows. Forecasts of future cash flows are 
based on our best estimate of future net sales and operating expenses, based primarily on expected category expansion, pricing, 
market segment share, and general economic conditions. Certain estimates of discounted cash flows involve businesses and 
geographies with limited financial history and developing revenue models. Changes in these forecasts could significantly 
change the amount of impairment recorded, if any.

During the year, management monitored the actual performance of the business relative to the fair value assumptions 
used during our annual goodwill impairment test. For the periods presented, no triggering events were identified that required 
an update to our annual impairment test. As a measure of sensitivity, a 10% decrease in the fair value of any of our reporting 
units as of December 31, 2013 would have had no impact on the carrying value of our goodwill.

Financial and credit market volatility directly impacts our fair value measurement through our weighted average cost of 
capital that we use to determine our discount rate and through our stock price that we use to determine our market 
capitalization. During times of volatility, significant judgment must be applied to determine whether credit or stock price 
changes are a short-term swing or a longer-term trend. We have not made any significant changes to the accounting 
methodology used to evaluate goodwill impairment. Changes in our estimated future cash flows and asset fair values may cause 
us to realize material impairment charges in the future. As a measure of sensitivity, a prolonged 20% decrease from our 
December 31, 2013 closing stock price would not be an indicator of possible impairment.

Stock-Based Compensation

We measure compensation cost for stock awards at fair value and recognize it as compensation expense over the service 
period for awards expected to vest. The fair value of restricted stock units is determined based on the number of shares granted 
and the quoted price of our common stock. The estimation of stock awards that will ultimately vest requires judgment for the 
amount that will be forfeited, and to the extent actual results or updated estimates differ from our current estimates, such 
amounts will be recorded as a cumulative adjustment in the period estimates are revised. We consider many factors when 
estimating expected forfeitures, including employee class, economic environment, and historical experience. We update our 
estimated forfeiture rate quarterly. We have not made any significant changes to the accounting methodology used to evaluate 
stock-based compensation. Changes in our estimates and assumptions may cause us to realize material changes in stock-based 
compensation expense in the future. As a measure of sensitivity, a 1% change to our estimated forfeiture rate would have had 
an approximately $32 million impact on our 2013 operating income. Our estimated forfeiture rate as of December 31, 2013 and 
2012 was 27%.

We utilize the accelerated method, rather than the straight-line method, for recognizing compensation expense. For 
example, over 50% of the compensation cost related to an award vesting ratably over four years is expensed in the first year. If 
forfeited early in the life of an award, the compensation expense adjustment is much greater under an accelerated method than 
under a straight-line method.
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Income Taxes

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required in 
evaluating and estimating our provision and accruals for these taxes. During the ordinary course of business, there are many 
transactions for which the ultimate tax determination is uncertain. Our effective tax rates could be adversely affected by 
earnings being lower than anticipated in countries where we have lower statutory rates and higher than anticipated in countries 
where we have higher statutory rates, losses incurred in jurisdictions for which we are not able to realize the related tax benefit, 
changes in foreign currency exchange rates, entry into new businesses and geographies and changes to our existing businesses, 
acquisitions (including integrations) and investments, changes in the valuation of our deferred tax assets and liabilities, or 
changes in the relevant tax, accounting, and other laws, regulations, administrative practices, principles, and interpretations, 
including fundamental changes to the tax laws applicable to corporate multinationals. The U.S., many countries in the 
European Union, and a number of other countries are actively considering changes in this regard. In addition, we are subject to 
audit in various jurisdictions, and such jurisdictions may assess additional income tax liabilities against us. Although we believe 
our tax estimates are reasonable, the final outcome of tax audits and any related litigation could be materially different from our 
historical income tax provisions and accruals. Developments in an audit, litigation, or the relevant laws, regulations, 
administrative practices, principles, and interpretations could have a material effect on our operating results or cash flows in the 
period or periods for which that development occurs, as well as for prior and subsequent periods.
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Liquidity and Capital Resources

Cash flow information is as follows (in millions):
 

   Year Ended December 31,
  2013 2012 2011

Cash provided by (used in):
Operating activities $ 5,475 $ 4,180 $ 3,903
Investing activities (4,276) (3,595) (1,930)
Financing activities (539) 2,259 (482)

Our financial focus is on long-term, sustainable growth in free cash flow. Free cash flow, a non-GAAP financial measure, 
was $2.0 billion for 2013, compared to $395 million and $2.1 billion for 2012 and 2011. See “Results of Operations—Non-
GAAP Financial Measures” below for a reconciliation of free cash flow to cash provided by operating activities. The increase 
in free cash flow for 2013, compared to the comparable prior year period, was primarily due to higher operating cash flows and 
decreased capital expenditures. The decrease in free cash flow for 2012, compared to the comparable prior year period, was due 
to increased capital expenditures, including a $1.4 billion purchase of property in December 2012, partially offset by higher 
operating cash flows. Operating cash flows and free cash flows can be volatile and are sensitive to many factors, including 
changes in working capital, the timing and magnitude of capital expenditures, and our net income (loss). Working capital at any 
specific point in time is subject to many variables, including seasonality, inventory management and category expansion, the 
timing of cash receipts and payments, vendor payment terms, and fluctuations in foreign exchange rates.

Our principal sources of liquidity are cash flows generated from operations and our cash, cash equivalents, and 
marketable securities balances, which, at fair value, were $12.4 billion, $11.4 billion, and $9.6 billion as of December 31, 2013, 
2012, and 2011. Amounts held in foreign currencies were $5.6 billion, $5.1 billion, and $4.1 billion as of December 31, 2013, 
2012, and 2011, and were primarily Euros, British Pounds, Japanese Yen, and Chinese Yuan.

Cash provided by operating activities was $5.5 billion, $4.2 billion, and $3.9 billion in 2013, 2012, and 2011. Our 
operating cash flows result primarily from cash received from our consumer, seller, and enterprise customers, advertising 
agreements, and our co-branded credit card agreements, offset by cash payments we make for products and services, employee 
compensation (less amounts capitalized related to internal-use software that are reflected as cash used in investing activities), 
payment processing and related transaction costs, operating leases, and interest payments on our long-term obligations. Cash 
received from our consumer, seller, and enterprise customers, and other activities generally corresponds to our net sales. 
Because consumers primarily use credit cards to buy from us, our receivables from consumers settle quickly. The increase in 
operating cash flow in 2013, compared to the comparable prior year period, was primarily due to the increase in net income, 
excluding depreciation, amortization, and stock-based compensation, partially offset by changes in working capital.  The 
increase in operating cash flow in 2012, compared to the comparable prior year period, was primarily due to the increase in net 
income, excluding depreciation, amortization, and stock-based compensation, additions to unearned revenue, and changes in 
working capital, partially offset by increased tax benefits on excess stock-based compensation deductions. 

Cash provided by (used in) investing activities corresponds with capital expenditures, including leasehold improvements, 
internal-use software and website development costs, cash outlays for acquisitions, investments in other companies and 
intellectual property rights, and purchases, sales, and maturities of marketable securities. Cash provided by (used in) investing 
activities was $(4.3) billion,  $(3.6) billion, and $(1.9) billion in 2013, 2012, and 2011, with the variability caused primarily by 
changes in capital expenditures, purchases, maturities, and sales of marketable securities and other investments, and changes in 
cash paid for acquisitions. Capital expenditures were $3.4 billion, $3.8 billion, and $1.8 billion during 2013, 2012, and 2011. In 
December 2012, we acquired 11 buildings comprising 1.8 million square feet of our previously leased corporate office space 
and three city blocks in Seattle, Washington for $1.4 billion. Excluding this acquisition, increases in capital expenditures 
primarily reflect additional capacity to support our fulfillment operations and additional investments in support of continued 
business growth due to investments in technology infrastructure, including AWS, during all three periods. We expect this trend 
to continue over time. Capital expenditures included $493 million, $381 million, and $256 million for internal-use software and 
website development during 2013, 2012, and 2011. Stock-based compensation capitalized for internal-use software and website 
development costs does not affect cash flows. In 2013, 2012, and 2011, we made cash payments, net of acquired cash, related 
to acquisition and other investment activity of $312 million, $745 million, and $705 million.

Cash provided by (used in) financing activities was $(539) million, $2.3 billion, and $(482) million in 2013, 2012, and 
2011. Cash outflows from financing activities result from common stock repurchases, payments on obligations related to 
capital leases and leases accounted for as financing arrangements, and repayments of long-term debt. Payments on obligations 
related to capital leases and leases accounted for as financing arrangements and repayments of long-term debt were $1.0 
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billion, $588 million, and $444 million in 2013, 2012, and 2011. Property and equipment acquired under capital leases were 
$1.9 billion, $802 million, and $753 million in 2013, 2012, and 2011, with the increases primarily reflecting additional 
investments in support of continued business growth due to investments in technology infrastructure, including AWS. We 
repurchased 5.3 million shares of common stock for $960 million in 2012 and 1.5 million shares of common stock for $277 
million in 2011 under the $2.0 billion repurchase program authorized by our Board of Directors in January 2010. Cash inflows 
from financing activities primarily result from proceeds from long-term debt and tax benefits relating to excess stock-based 
compensation deductions. Proceeds from long-term debt and other were $394 million, $3.4 billion, and $177 million in 2013, 
2012, and 2011. During 2012, cash inflows from financing activities consisted primarily of net proceeds from the issuance of 
$3.0 billion of senior nonconvertible unsecured debt in three tranches: $750 million of 0.65% notes due in 2015; $1.0 billion of 
1.20% notes due in 2017; and $1.3 billion of 2.50% notes due in 2022. See Item 8 of Part II, “Financial Statements and 
Supplementary Data—Note 6—Long-Term Debt” for additional discussion of the notes. Tax benefits relating to excess stock-
based compensation deductions are presented as financing cash flows. Cash inflows from tax benefits related to stock-based 
compensation deductions were $78 million, $429 million, and $62 million in 2013, 2012, and 2011.

In 2013, 2012, and 2011 we recorded net tax provisions of $161 million, $428 million, and $291 million. Except as 
required under U.S. tax law, we do not provide for U.S. taxes on our undistributed earnings of foreign subsidiaries that have not 
been previously taxed since we intend to invest such undistributed earnings indefinitely outside of the U.S. If our intent 
changes or if these funds are needed for our U.S. operations, we would be required to accrue or pay U.S. taxes on some or all of 
these undistributed earnings. As of December 31, 2013, cash held by foreign subsidiaries was $4.6 billion, which include 
undistributed earnings of foreign subsidiaries indefinitely invested outside of the U.S. of $2.5 billion. We have tax benefits 
relating to excess stock-based compensation deductions and accelerated depreciation deductions that are being utilized to 
reduce our U.S. taxable income. Accelerated depreciation deductions on qualifying property were a result of U.S. legislation 
that expired in December 2013. As such, cash taxes paid (net of refunds) were $169 million, $112 million, and $33 million for 
2013, 2012, and 2011. As of December 31, 2013, our federal net operating loss carryforward was approximately $275 million 
and we had approximately $295 million of federal tax credits potentially available to offset future tax liabilities. The U.S. 
federal research and development credit expired in December 2013. As we utilize our federal net operating losses and tax 
credits, we expect cash paid for taxes to significantly increase. We endeavor to optimize our global taxes on a cash basis, rather 
than on a financial reporting basis.

Our liquidity is also affected by restricted cash balances that are pledged as collateral for standby letters of credit, 
guarantees, debt, and real estate lease agreements. As of December 31, 2013 and 2012, restricted cash, cash equivalents, and 
marketable securities were $301 million and $99 million. To the extent we process payments for third-party sellers or offer 
certain types of stored value to our customers, some states may restrict our use of those funds. This restriction would result in 
the reclassification of a portion of our cash and cash equivalents from “Cash and cash equivalents” to “Accounts receivable, net 
and other” on our consolidated balance sheets. See Item 8 of Part II, “Financial Statements and Supplementary Data—Note 8—
Commitments and Contingencies” for additional discussion of our principal contractual commitments, as well as our pledged 
assets. Purchase obligations and open purchase orders, consisting of inventory and significant non-inventory commitments, 
were $4.4 billion as of December 31, 2013. Purchase obligations and open purchase orders are generally cancellable in full or 
in part through the contractual provisions.

On average, our high inventory velocity means we generally collect from consumers before our payments to suppliers 
come due. Inventory turnover was 9, 9, and 10 for 2013, 2012, and 2011. We expect variability in inventory turnover over time 
since it is affected by several factors, including our product mix, the mix of sales by us and by other sellers, our continuing 
focus on in-stock inventory availability and selection of product offerings, our investment in new geographies and product 
lines, and the extent to which we choose to utilize outsource fulfillment providers.

We believe that cash flows generated from operations and our cash, cash equivalents, and marketable securities balances 
will be sufficient to meet our anticipated operating cash needs for at least the next 12 months. However, any projections of 
future cash needs and cash flows are subject to substantial uncertainty. See Item 1A of Part I, “Risk Factors.” We continually 
evaluate opportunities to sell additional equity or debt securities, obtain credit facilities, repurchase common stock, pay 
dividends, or repurchase, refinance, or otherwise restructure our debt for strategic reasons or to further strengthen our financial 
position. The sale of additional equity or convertible debt securities would likely be dilutive to our shareholders. In addition, we 
will, from time to time, consider the acquisition of, or investment in, complementary businesses, products, services, and 
technologies, which might affect our liquidity requirements or cause us to issue additional equity or debt securities. There can 
be no assurance that additional lines-of-credit or financing instruments will be available in amounts or on terms acceptable to 
us, if at all.
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Results of Operations

We have organized our operations into two segments: North America and International. We present our segment 
information along the same lines that our Chief Executive Officer reviews our operating results in assessing performance and 
allocating resources.  

Net Sales

Net sales include product and services sales. Product sales represent revenue from the sale of products and related 
shipping fees and digital content where we are the seller of record. Services sales represent third-party seller fees earned 
(including commissions) and related shipping fees, digital content subscriptions, and non-retail activities such as AWS, 
advertising services, and our co-branded credit card agreements. Amazon Prime membership fees are allocated between 
product sales and services sales. Net sales information is as follows (in millions):
 

   Year Ended December 31,
  2013 2012 2011

Net Sales:
North America $ 44,517 $ 34,813 $ 26,705
International 29,935 26,280 21,372

Consolidated $ 74,452 $ 61,093 $ 48,077
Year-over-year Percentage Growth:

North America 28% 30% 43%
International 14 23 38

Consolidated 22 27 41
Year-over-year Percentage Growth, excluding effect of exchange rates:

North America 28% 30% 43%
International 19 27 31

Consolidated 24 29 37
Net Sales Mix:

North America 60% 57% 56%
International 40 43 44

Consolidated 100% 100% 100%

Sales grew 22%, 27%, and 41% in 2013, 2012, and 2011, compared to the comparable prior year periods. Changes in 
currency exchange rates impacted net sales by $(1.3) billion, $(854) million, and $1.1 billion for 2013, 2012, and 2011. For a 
discussion of the effect on sales growth of exchange rates, see “Effect of Exchange Rates” below.

North America sales grew 28%, 30%, and 43% in 2013, 2012, and 2011, compared to the comparable prior year periods. 
The sales growth in each year primarily reflects increased unit sales, including sales by marketplace sellers. Increased unit sales 
were driven largely by our continued efforts to reduce prices for our customers, including from our shipping offers, by sales in 
faster growing categories such as electronics and other general merchandise, by increased in-stock inventory availability, and 
by increased selection of product offerings.

International sales grew 14%, 23%, and 38% in 2013, 2012, and 2011, compared to the comparable prior year periods. 
The sales growth in each year primarily reflects increased unit sales, including sales by marketplace sellers. Increased unit sales 
were driven largely by our continued efforts to reduce prices for our customers, including from our shipping offers, by sales in 
faster growing categories such as electronics and other general merchandise, by increased in-stock inventory availability, and 
by increased selection of product offerings. Additionally, changes in currency exchange rates impacted International net sales 
by $(1.3) billion, $(853) million, and $1.1 billion in 2013, 2012, and 2011. We expect that, over time, our International segment 
will represent 50% or more of our consolidated net sales. See Item 8 of Part II, “Financial Statements and Supplementary Data
—Note 12—Segment Information” for net sales attributed to foreign countries.
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Supplemental Information

Supplemental information about outbound shipping results is as follows (in millions):
 

  Year Ended December 31,
  2013 2012 2011

Outbound Shipping Activity:
Shipping revenue (1)(2)(3) $ 3,097 $ 2,280 $ 1,552
Shipping costs (6,635) (5,134) (3,989)

Net shipping cost $ (3,538) $ (2,854) $ (2,437)
Year-over-year Percentage Growth:

Shipping revenue 36 % 47 % 30 %
Shipping costs 29 29 55

Net shipping cost 24 17 76
Percent of Net Sales:

Shipping revenue 4.1 % 3.7 % 3.2 %
Shipping costs (8.9) (8.4) (8.3)

Net shipping cost (4.8)% (4.7)% (5.1)%
___________________
(1) Excludes amounts earned on shipping activities by third-party sellers where we do not provide the fulfillment service.
(2) Includes a portion of amounts earned from Amazon Prime memberships.
(3) Shipping revenue for the years ended December 31, 2013 and 2012 include amounts earned from Fulfillment by 

Amazon programs related to shipping services.

We expect our net cost of shipping to continue to increase to the extent our customers accept and use our shipping offers 
at an increasing rate, our product mix shifts to the electronics and other general merchandise category, we reduce shipping 
rates, we use more expensive shipping methods, and we offer additional services. We seek to mitigate costs of shipping over 
time in part through achieving higher sales volumes, optimizing placement of fulfillment centers, negotiating better terms with 
our suppliers, and achieving better operating efficiencies. We believe that offering low prices to our customers is fundamental 
to our future success, and one way we offer lower prices is through shipping offers.
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Net sales by similar products and services were as follows (in millions):

   Year Ended December 31,

  2013 2012 2011

Net Sales:
North America

Media $ 10,809 $ 9,189 $ 7,959
Electronics and other general merchandise 29,985 23,273 17,315
Other (1) 3,723 2,351 1,431

Total North America $ 44,517 $ 34,813 $ 26,705
International

Media $ 10,907 $ 10,753 $ 9,820
Electronics and other general merchandise 18,817 15,355 11,397
Other (1) 211 172 155

Total International $ 29,935 $ 26,280 $ 21,372
Consolidated

Media $ 21,716 $ 19,942 $ 17,779
Electronics and other general merchandise 48,802 38,628 28,712
Other (1) 3,934 2,523 1,586

Total consolidated $ 74,452 $ 61,093 $ 48,077
Year-over-year Percentage Growth:

North America
Media 18% 15% 16%
Electronics and other general merchandise 29 34 57
Other 58 64 73

Total North America 28 30 43
International

Media 1% 9% 23%
Electronics and other general merchandise 23 35 55
Other 22 11 24

Total International 14 23 38
Consolidated

Media 9% 12% 19%
Electronics and other general merchandise 26 35 56
Other 56 59 66

Total consolidated 22 27 41
Year-over-year Percentage Growth:

Excluding the effect of exchange rates
International

Media 7% 12% 16%
Electronics and other general merchandise 27 40 47
Other 26 15 18

Total International 19 27 31
Consolidated

Media 12% 14% 16%
Electronics and other general merchandise 28 36 53
Other 56 59 66

Total consolidated 24 29 37
Consolidated Net Sales Mix:

Media 29% 33% 37%
Electronics and other general merchandise 66 63 60
Other 5 4 3

Total consolidated 100% 100% 100%

___________________
(1) Includes sales from non-retail activities, such as AWS sales, which are included in the North America segment, and 

advertising services and our co-branded credit card agreements, which are included in both segments.
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Operating Expenses

Information about operating expenses with and without stock-based compensation is as follows (in millions):
 

  Year Ended December 31, 2013 Year Ended December 31, 2012 Year Ended December 31, 2011

  
As

Reported
Stock-Based

Compensation Net
As

Reported
Stock-Based

Compensation Net
As

Reported
Stock-Based

Compensation Net

Operating Expenses:

Cost of sales $ 54,181 $ — $ 54,181 $ 45,971 $ — $ 45,971 $ 37,288 $ — $ 37,288

Fulfillment 8,585 (294) 8,291 6,419 (212) 6,207 4,576 (133) 4,443

Marketing 3,133 (88) 3,045 2,408 (61) 2,347 1,630 (39) 1,591

Technology and content 6,565 (603) 5,962 4,564 (434) 4,130 2,909 (292) 2,617

General and administrative 1,129 (149) 980 896 (126) 770 658 (93) 565

Other operating expense (income), net
114 — 114 159 — 159 154 — 154

Total operating expenses $ 73,707 $ (1,134) $ 72,573 $ 60,417 $ (833) $ 59,584 $ 47,215 $ (557) $ 46,658

Year-over-year Percentage Growth:

Fulfillment 34% 34% 40% 40% 58% 58%

Marketing 30 30 48 47 58 59

Technology and content 44 44 57 58 68 73

General and administrative 26 27 36 36 40 46

Percent of Net Sales:

Fulfillment 11.5% 11.1% 10.5% 10.2% 9.5% 9.2%

Marketing 4.2 4.1 3.9 3.8 3.4 3.3

Technology and content 8.8 8.0 7.5 6.8 6.1 5.4

General and administrative 1.5 1.3 1.5 1.3 1.4 1.2

Operating expenses without stock-based compensation are non-GAAP financial measures. See “Non-GAAP Financial 
Measures” and Item 8 of Part I, “Financial Statements and Supplementary Data—Note 1—Description of Business and 
Accounting Policies—Stock-Based Compensation.”

Cost of Sales

Cost of sales consists of the purchase price of consumer products and digital content where we are the seller of record, 
including Prime Instant Video, inbound and outbound shipping charges, and packaging supplies. Shipping charges to receive 
products from our suppliers are included in our inventory, and recognized as cost of sales upon sale of products to our 
customers.

The increase in cost of sales in absolute dollars in 2013, 2012, and 2011, compared to the comparable prior year periods, 
is primarily due to increased product, digital content, and shipping costs resulting from increased sales, as well as from 
expansion of digital offerings.

Consolidated gross profit and gross margin for each of the periods presented were as follows:
 

   Year Ended December 31,
  2013 2012 2011

Gross profit (in millions) $ 20,271 $ 15,122 $ 10,789
Gross margin 27.2% 24.8% 22.4%

Gross margin increased in 2013, compared to the comparable prior year periods, primarily due to services sales 
increasing as a percentage of total sales. Services sales represent third-party seller fees earned (including commissions) and 
related shipping fees, and non-retail activities such as AWS, advertising services, and our co-branded credit card agreements. 
We believe that income from operations is a more meaningful measure than gross profit and gross margin due to the diversity 
of our product categories and services.

Fulfillment

Fulfillment costs as a percentage of net sales may vary due to several factors, such as payment processing and related 
transaction costs, our level of productivity and accuracy, changes in volume, size, and weight of units received and fulfilled, 
timing of fulfillment capacity expansion, the extent we utilize fulfillment services provided by third parties, mix of products 
and services sold, and our ability to affect customer service contacts per unit by implementing improvements in our operations 
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and enhancements to our customer self-service features. Additionally, because payment processing and fulfillment costs 
associated with seller transactions are based on the gross purchase price of underlying transactions, and payment processing 
and related transaction and fulfillment costs are higher as a percentage of sales versus our retail sales, sales by our sellers have 
higher fulfillment costs as a percent of net sales.

The increase in fulfillment costs in absolute dollars in 2013, 2012, and 2011, compared to the comparable prior year 
periods, is primarily due to variable costs corresponding with increased physical and digital product and services sales volume, 
inventory levels, and sales mix; costs from expanding fulfillment capacity; and payment processing and related transaction 
costs.

We seek to expand our fulfillment capacity to accommodate greater selection and in-stock inventory levels and meet 
anticipated shipment volumes from sales of our own products as well as sales by third parties for which we provide the 
fulfillment services. We evaluate our facility requirements as necessary.

Marketing

We direct customers to our websites primarily through a number of targeted online marketing channels, such as our 
Associates program, sponsored search, portal advertising, email marketing campaigns, and other initiatives. Our marketing 
expenses are largely variable, based on growth in sales and changes in rates. To the extent there is increased or decreased 
competition for these traffic sources, or to the extent our mix of these channels shifts, we would expect to see a corresponding 
change in our marketing expense.

The increase in marketing costs in absolute dollars in 2013, 2012, and 2011, compared to the comparable prior year 
periods, is primarily due to increased spending on online marketing channels, such as our sponsored search programs and our 
Associates program, payroll and related expenses, and television advertising.

While costs associated with Amazon Prime memberships and other shipping offers are not included in marketing 
expense, we view these offers as effective worldwide marketing tools, and intend to continue offering them indefinitely.

Technology and Content

We seek to efficiently invest in several areas of technology and content such as technology infrastructure, including AWS,  
expansion of new and existing product categories and offerings, and initiatives to expand our ecosystem of digital products and 
services, as well as in technology infrastructure so we may continue to enhance the customer experience and improve our 
process efficiency. We expect spending in technology and content to increase over time as we continue to add employees and 
technology infrastructure.

The increase in technology and content costs in absolute dollars in 2013, 2012, and 2011, compared to the comparable 
prior year periods, is primarily due to increases in payroll and related expenses, including those associated with our initiatives 
to expand our ecosystem of digital products and services, and increased spending on technology infrastructure, including AWS. 
We expect these trends to continue over time as we invest in these areas by increasing payroll and related expenses and adding 
technology infrastructure.

For 2013, 2012, and 2011, we capitalized $581 million (including $87 million of stock-based compensation), $454 
million (including $74 million of stock-based compensation), and $307 million (including $51 million of stock-based 
compensation) of costs associated with internal-use software and website development. Amortization of previously capitalized 
amounts was $451 million, $327 million, and $236 million for 2013, 2012, and 2011. A majority of our technology costs are 
incurred in the U.S., most of which are allocated to our North America segment. Infrastructure, other technology, and operating 
costs incurred to support AWS are included in technology and content.

General and Administrative

The increase in general and administrative costs in absolute dollars in 2013, 2012, and 2011, compared to the comparable 
prior year periods, is primarily due to increases in payroll and related expenses.

Stock-Based Compensation

Stock-based compensation was $1.1 billion, $833 million, and $557 million during 2013, 2012, and 2011. The increase in 
2013, 2012, and 2011, compared to the comparable prior year periods, is primarily due to an increase in the number of stock-
based compensation awards granted to existing and new employees.
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Other Operating Expense (Income), Net

Other operating expense (income), net was $114 million, $159 million, and $154 million during 2013, 2012, and 2011, 
and was primarily related to the amortization of intangible assets, partially offset by the settlement of certain unclaimed 
property and indemnification claims in Q3 2013.

Income from Operations

For the reasons discussed above, income from operations increased 10% in 2013, decreased 22% in 2012, and decreased 
39% in 2011.

Interest Income and Expense

Our interest income was $38 million, $40 million, and $61 million during 2013, 2012, and 2011. We generally invest our 
excess cash in investment grade short- to intermediate-term fixed income securities and AAA-rated money market funds. Our 
interest income corresponds with the average balance of invested funds and the prevailing rates we are earning on them, which 
vary depending on the geographies and currencies in which they are invested.

The primary components of our interest expense are related to our long-term debt and capital and financing lease 
arrangements. Interest expense was $141 million, $92 million, and $65 million in 2013, 2012, and 2011.

Our long-term debt was $3.2 billion and $3.1 billion as of December 31, 2013 and 2012. Our other long-term liabilities 
were $4.2 billion and $2.3 billion as of December 31, 2013 and 2012. See Item 8 of Part II, “Financial Statements and 
Supplementary Data—Note 6—Long-Term Debt and Note 7—Other Long-Term Liabilities” for additional information.

Other Income (Expense), Net

Other income (expense), net was $(136) million, $(80) million, and $76 million during 2013, 2012, and 2011. The 
primary component of other income (expense), net is related to foreign-currency gains (losses) on intercompany balances.

Income Taxes

Our effective tax rate is subject to significant variation due to several factors, including variability in our pre-tax and 
taxable income and loss and the mix of jurisdictions to which they relate, changes in how we do business, acquisitions 
(including integrations) and investments, audit developments, foreign currency gains (losses), changes in law, regulations, and 
administrative practices, and relative changes of expenses or losses for which tax benefits are not recognized. 

We recorded a provision for income taxes of $161 million, $428 million, and $291 million in 2013, 2012, and 2011. Our 
effective tax rate in 2013 was lower than the 35% U.S. federal statutory rate and our effective tax rate in 2012 primarily due to   
the favorable impact of earnings in lower tax rate jurisdictions, a decline in the proportion of our losses for which we may not 
realize a related tax benefit, and the retroactive extension of the U.S. federal research and development credit, which expired in 
December 2013. The favorable impact of earnings in lower tax rate jurisdictions primarily relates to our European operations, 
which are headquartered in Luxembourg. Losses for which we may not realize a related tax benefit, primarily due to losses of 
foreign subsidiaries, reduce our pre-tax income without a corresponding reduction in our tax expense, and therefore increase 
our effective tax rate. In 2013, we recognized tax benefits for a greater proportion of these losses as compared to 2012. We have 
recorded valuation allowances against the deferred tax assets associated with losses for which we may not realize a related tax 
benefit.  

In 2012, our effective tax rate was higher than the 35% U.S. federal statutory rate and our effective tax rate in 2011 
primarily due to the adverse impact of foreign jurisdiction losses of subsidiaries primarily located outside of Europe for which 
we may not realize a tax benefit. The adverse impact of these losses was partially offset by the favorable impact of earnings in 
lower tax rate jurisdictions primarily related to our European operations. Additionally, our effective tax rate in 2012 was more 
volatile as compared to 2011 due to the lower level of pre-tax income generated during the year, relative to our tax expense. 
Our effective tax rate in 2012 was also adversely impacted by acquisitions (including integrations), audit developments, 
nondeductible expenses, and changes in tax law such as the expiration of the U.S. federal research and development credit at 
the end of 2011.

We have tax benefits relating to excess stock-based compensation deductions that are being utilized to reduce our U.S. 
taxable income. As of December 31, 2013, our federal net operating loss carryforward was approximately $275 million and we 
had approximately $295 million of federal tax credits potentially available to offset future tax liabilities.
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Equity-Method Investment Activity, Net of Tax

Equity-method investment activity, net of tax, was $(71) million, $(155) million, and $(12) million in 2013, 2012, and 
2011. Details of the activity are provided below (in millions):
 

   Year Ended December 31,
  2013 2012 2011

Equity in earnings (loss) of LivingSocial:
Impairment charges recorded by LivingSocial $ (12) $ (170) $ —
Gain on existing equity interests, LivingSocial acquisitions — 75 —
Operating and other losses (58) (96) (178)

Total equity in earnings (loss) of LivingSocial (70) (191) (178)
Other equity-method investment activity:

Amazon dilution gains on LivingSocial investment — 37 114
Recovery on sale of equity position — — 49
Other, net (1) (1) 3

Total other equity-method investment activity (1) 36 166
Equity-method investment activity, net of tax $ (71) $ (155) $ (12)

Effect of Exchange Rates

The effect on our consolidated statements of operations from changes in exchange rates versus the U.S. Dollar is as 
follows (in millions):
 

  Year Ended December 31, 2013 Year Ended December 31, 2012 Year Ended December 31, 2011

  

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

At Prior
Year

Rates (1)

Exchange
Rate

Effect (2)
As

Reported

Net sales $ 75,736 $ (1,284) $ 74,452 $ 61,947 $ (854) $ 61,093 $ 46,985 $ 1,092 $ 48,077

Operating expenses 74,962 (1,255) 73,707 61,257 (840) 60,417 46,176 1,039 47,215

Income from operations
774 (29) 745 690 (14) 676 809 53 862

___________________
(1) Represents the outcome that would have resulted had exchange rates in the reported period been the same as those in 

effect in the comparable prior year period for operating results.
(2) Represents the increase or decrease in reported amounts resulting from changes in exchange rates from those in effect 

in the comparable prior year period for operating results.

Non-GAAP Financial Measures

Regulation G, Conditions for Use of Non-GAAP Financial Measures, and other SEC regulations define and prescribe the 
conditions for use of certain non-GAAP financial information. Our measures of “Free cash flow,” operating expenses with and 
without stock-based compensation, and the effect of exchange rates on our consolidated statements of operations, meet the 
definition of non-GAAP financial measures.

Free cash flow is used in addition to and in conjunction with results presented in accordance with GAAP and free cash 
flow should not be relied upon to the exclusion of GAAP financial measures.

Free cash flow, which we reconcile to “Net cash provided by (used in) operating activities,” is cash flow from operations 
reduced by “Purchases of property and equipment, including internal-use software and website development,” which are 
included in cash flow from investing activities. We use free cash flow, and ratios based on it, to conduct and evaluate our 
business because, although it is similar to cash flow from operations, we believe it typically will present a more conservative 
measure of cash flow from operations since purchases of property and equipment, including internal-use software and website 
development, are a necessary component of ongoing operations.

Free cash flow has limitations due to the fact that it does not represent the residual cash flow available for discretionary 
expenditures. For example, free cash flow does not incorporate the portion of payments representing principal reductions of 
debt, property and equipment acquired under capital leases and other leases accounted for as financing arrangements, or cash 
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payments for business acquisitions. Therefore, we believe it is important to view free cash flow as a complement to our entire 
consolidated statements of cash flows.

The following is a reconciliation of free cash flow to the most comparable GAAP measure, “Net cash provided by (used 
in) operating activities,” for 2013, 2012, and 2011 (in millions):
 

  Year Ended December 31,
  2013 2012 2011

Net cash provided by (used in) operating activities $ 5,475 $ 4,180 $ 3,903
Purchases of property and equipment, including internal-use software and website
development (3,444) (3,785) (1,811)
Free cash flow $ 2,031 $ 395 $ 2,092
Net cash provided by (used in) investing activities $ (4,276) $ (3,595) $ (1,930)
Net cash provided by (used in) financing activities $ (539) $ 2,259 $ (482)

Operating expenses with and without stock-based compensation is provided to show the impact of stock-based 
compensation, which is non-cash and excluded from our internal operating plans and measurement of financial performance 
(although we consider the dilutive impact to our shareholders when awarding stock-based compensation and value such awards 
accordingly). In addition, unlike other centrally-incurred operating costs, stock-based compensation is not allocated to segment 
results and therefore excluding it from operating expenses is consistent with our segment presentation in our footnotes to the 
consolidated financial statements.

Operating expenses without stock-based compensation has limitations since it does not include all expenses primarily 
related to our workforce. More specifically, if we did not pay out a portion of our compensation in the form of stock-based 
compensation, our cash salary expense included in the “Fulfillment,” “Marketing,” “Technology and content,” and “General 
and administrative” line items would be higher.

Information regarding the effect of exchange rates, versus the U.S. Dollar, on our consolidated statements of operations is 
provided to show reported period operating results had the exchange rates remained the same as those in effect in the 
comparable prior year period.

Guidance

We provided guidance on January 30, 2014, in our earnings release furnished on Form 8-K as set forth below. These 
forward-looking statements reflect Amazon.com’s expectations as of January 30, 2014, and are subject to substantial 
uncertainty. Our results are inherently unpredictable and may be materially affected by many factors, such as fluctuations in 
foreign exchange rates, changes in global economic conditions and consumer spending, world events, the rate of growth of the 
Internet and online commerce, as well as those outlined in Item 1A of Part I, “Risk Factors.”

First Quarter 2014 Guidance

• Net sales are expected to be between $18.2 billion and $19.9 billion, or to grow between 13% and 24% 
compared with first quarter 2013.

• Operating income (loss) is expected to be between $(200) million and $200 million, compared to $181 million in 
first quarter 2013.

• This guidance includes approximately $350 million for stock-based compensation and amortization of intangible 
assets, and it assumes, among other things, that no additional business acquisitions, investments, restructurings, 
or legal settlements are concluded and that there are no further revisions to stock-based compensation estimates.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk for the effect of interest rate changes, foreign currency fluctuations, and changes in the 
market values of our investments. Information relating to quantitative and qualitative disclosures about market risk is set forth 
below and in Item 7 of Part II, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources.”

Interest Rate Risk

Our exposure to market risk for changes in interest rates relates primarily to our investment portfolio and our long-term 
debt. All of our cash equivalent and marketable fixed income securities are designated as available-for-sale and, accordingly, 
are presented at fair value on our consolidated balance sheets. We generally invest our excess cash in investment grade short- to 
intermediate-term fixed income securities and AAA-rated money market funds. Fixed rate securities may have their fair market 
value adversely affected due to a rise in interest rates, and we may suffer losses in principal if forced to sell securities that have 
declined in market value due to changes in interest rates.

The following table provides information about our current and long-term cash equivalent and marketable fixed income 
securities, including principal cash flows by expected maturity and the related weighted average interest rates as of 
December 31, 2013 (in millions, except percentages):
 

2014 2015 2016 2017 2018 Thereafter Total

Estimated
Fair Value as
of December

31, 2013
Money market funds $ 5,914 $ — $ — $ — $ — $ — $ 5,914 $ 5,914

Weighted average interest rate 0.12% —% —% —% —% —% 0.12%
Corporate debt securities 158 267 247 27 19 — 718 741

Weighted average interest rate 0.56% 0.70% 1.02% 1.65% 1.62% —% 0.84%
U.S. government and agency
securities 1,141 544 348 151 25 — 2,209 2,222

Weighted average interest rate 0.20% 0.47% 0.98% 1.30% 2.40% —% 0.49%
Asset backed securities 25 20 19 — — — 64 65

Weighted average interest rate 0.57% 0.72% 1.01% —% —% —% 0.75%
Foreign government and agency
securities 62 289 351 24 3 — 729 758

Weighted average interest rate 0.19% 0.22% 0.35% 0.64% 1.49% —% 0.30%
Other securities 7 14 13 2 — — 36 36

Weighted average interest rate 0.68% 0.79% 1.10% 1.57% —% —% 0.91%
$ 7,307 $ 1,134 $ 978 $ 204 $ 47 $ — $ 9,670

Cash equivalent and marketable
fixed income securities $ 9,736

As of December 31, 2013, we had $3.9 billion of debt, including the current portion, primarily consisting of fixed rate 
unsecured debt in three tranches: $750 million of 0.65% notes due in 2015; $1.0 billion of 1.20% notes due in 2017; and $1.3 
billion of 2.50% notes due in 2022. The fair value of our debt will fluctuate with movements of interest rates, increasing in 
periods of declining rates of interest and declining in periods of increasing rates of interest. Based upon quoted market prices 
and Level 2 inputs, the fair value of our debt was $3.9 billion as of December 31, 2013.
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Foreign Exchange Risk

During 2013, net sales from our International segment accounted for 40% of our consolidated revenues. Net sales and 
related expenses generated from our international websites, as well as those relating to www.amazon.ca (which is included in 
our North America segment), are denominated in the functional currencies of the corresponding websites and primarily include 
Euros, British Pounds, Japanese Yen, and Chinese Yuan. The functional currency of our subsidiaries that either operate or 
support these websites is the same as the corresponding local currency. The results of operations of, and certain of our 
intercompany balances associated with, our internationally-focused websites are exposed to foreign exchange rate fluctuations. 
Upon consolidation, as exchange rates vary, net sales and other operating results may differ materially from expectations, and 
we may record significant gains or losses on the remeasurement of intercompany balances. For example, as a result of 
fluctuations in foreign exchange rates during 2013, International segment revenues decreased $1.3 billion in comparison with 
the prior year.

We have foreign exchange risk related to foreign-denominated cash, cash equivalents, and marketable securities (“foreign 
funds”). Based on the balance of foreign funds as of December 31, 2013, of $5.6 billion, an assumed 5%, 10%, and 20% 
negative currency movement would result in fair value declines of $280 million, $560 million, and $1.1 billion. All investments 
are classified as “available-for-sale.” Fluctuations in fair value are recorded in “Accumulated other comprehensive loss,” a 
separate component of stockholders’ equity.

We have foreign exchange risk related to our intercompany balances denominated in various foreign currencies. Based on 
the intercompany balances as of December 31, 2013, an assumed 5%, 10%, and 20% adverse change to foreign exchange 
would result in losses of $55 million, $120 million, and $270 million, recorded to “Other income (expense), net.”

See Item 7 of Part II, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Results of Operations—Effect of Exchange Rates” for additional information on the effect on reported results of changes in 
exchange rates.

Investment Risk

As of December 31, 2013, our recorded basis in equity investments was $127 million. These investments primarily relate 
to equity and cost method investments in private companies. We review our investments for impairment when events and 
circumstances indicate that the decline in fair value of such assets below the carrying value is other-than-temporary. Our 
analysis includes review of recent operating results and trends, recent sales/acquisitions of the investee securities, and other 
publicly available data. The current global economic climate provides additional uncertainty. Valuations of private companies 
are inherently more difficult due to the lack of readily available market data. As such, we believe that market sensitivities are 
not practicable.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Amazon.com, Inc.

We have audited the accompanying consolidated balance sheets of Amazon.com, Inc. as of December 31, 2013 and 2012, 
and the related consolidated statements of operations, comprehensive income, stockholders’ equity, and cash flows for each of 
the three years in the period ended December 31, 2013. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit also includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial 
position of Amazon.com, Inc. at December 31, 2013 and 2012, and the consolidated results of its operations and its cash flows 
for each of the three years in the period ended December 31, 2013, in conformity with U.S. generally accepted accounting 
principles. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), Amazon.com, Inc.’s internal control over financial reporting as of December 31, 2013, based on criteria established in 
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission 
(1992 framework) and our report dated January 30, 2014 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Seattle, Washington
January 30, 2014 
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

   Year Ended December 31,
  2013 2012 2011
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD $ 8,084 $ 5,269 $ 3,777
OPERATING ACTIVITIES:
Net income (loss) 274 (39) 631
Adjustments to reconcile net income (loss) to net cash from operating activities:

Depreciation of property and equipment, including internal-use software and
website development, and other amortization 3,253 2,159 1,083
Stock-based compensation 1,134 833 557
Other operating expense (income), net 114 154 154
Losses (gains) on sales of marketable securities, net 1 (9) (4)
Other expense (income), net 166 253 (56)
Deferred income taxes (156) (265) 136
Excess tax benefits from stock-based compensation (78) (429) (62)

Changes in operating assets and liabilities:
Inventories (1,410) (999) (1,777)
Accounts receivable, net and other (846) (861) (866)
Accounts payable 1,888 2,070 2,997
Accrued expenses and other 736 1,038 1,067
Additions to unearned revenue 2,691 1,796 1,064
Amortization of previously unearned revenue (2,292) (1,521) (1,021)

Net cash provided by (used in) operating activities 5,475 4,180 3,903
INVESTING ACTIVITIES:
Purchases of property and equipment, including internal-use software and website
development (3,444) (3,785) (1,811)
Acquisitions, net of cash acquired, and other (312) (745) (705)
Sales and maturities of marketable securities and other investments 2,306 4,237 6,843
Purchases of marketable securities and other investments (2,826) (3,302) (6,257)

Net cash provided by (used in) investing activities (4,276) (3,595) (1,930)
FINANCING ACTIVITIES:
Excess tax benefits from stock-based compensation 78 429 62
Common stock repurchased — (960) (277)
Proceeds from long-term debt and other 394 3,378 177
Repayments of long-term debt, capital lease, and finance lease obligations (1,011) (588) (444)

Net cash provided by (used in) financing activities (539) 2,259 (482)
Foreign-currency effect on cash and cash equivalents (86) (29) 1
Net increase (decrease) in cash and cash equivalents 574 2,815 1,492
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 8,658 $ 8,084 $ 5,269
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest on long-term debt $ 97 $ 31 $ 14
Cash paid for income taxes (net of refunds) 169 112 33
Property and equipment acquired under capital leases 1,867 802 753
Property and equipment acquired under build-to-suit leases 877 29 259

 
See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share data)

 

   Year Ended December 31,
  2013 2012 2011

Net product sales $ 60,903 $ 51,733 $ 42,000
Net services sales 13,549 9,360 6,077

Total net sales 74,452 61,093 48,077
Operating expenses (1):

Cost of sales 54,181 45,971 37,288
Fulfillment 8,585 6,419 4,576
Marketing 3,133 2,408 1,630
Technology and content 6,565 4,564 2,909
General and administrative 1,129 896 658
Other operating expense (income), net 114 159 154

Total operating expenses 73,707 60,417 47,215
Income from operations 745 676 862
Interest income 38 40 61
Interest expense (141) (92) (65)
Other income (expense), net (136) (80) 76

Total non-operating income (expense) (239) (132) 72
Income before income taxes 506 544 934
Provision for income taxes (161) (428) (291)
Equity-method investment activity, net of tax (71) (155) (12)
Net income (loss) $ 274 $ (39) $ 631
Basic earnings per share $ 0.60 $ (0.09) $ 1.39
Diluted earnings per share $ 0.59 $ (0.09) $ 1.37
Weighted average shares used in computation of earnings per share:

Basic 457 453 453
Diluted 465 453 461

_____________
(1)    Includes stock-based compensation as follows:

Fulfillment $ 294 $ 212 $ 133
Marketing 88 61 39
Technology and content 603 434 292
General and administrative 149 126 93

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in millions)

   Year Ended December 31,
  2013 2012 2011

Net income (loss) $ 274 $ (39) $ 631
Other comprehensive income (loss):

Foreign currency translation adjustments, net of tax of $(20), $(30),
and $20 63 76 (123)
Net change in unrealized gains on available-for-sale securities:

Unrealized gains (losses), net of tax of $3, $(3), and $1 (10) 8 (1)
Reclassification adjustment for losses (gains) included in “Other
income (expense), net,” net of tax of $(1), $3, and $1 1 (7) (2)

Net unrealized gains (losses) on available-for-sale securities
(9) 1 (3)

Total other comprehensive income (loss) 54 77 (126)
Comprehensive income $ 328 $ 38 $ 505

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

 

December 31,
  2013 2012

ASSETS
Current assets:

Cash and cash equivalents $ 8,658 $ 8,084
Marketable securities 3,789 3,364
Inventories 7,411 6,031
Accounts receivable, net and other 4,767 3,817

Total current assets 24,625 21,296
Property and equipment, net 10,949 7,060
Goodwill 2,655 2,552
Other assets 1,930 1,647

Total assets $ 40,159 $ 32,555
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:
Accounts payable $ 15,133 $ 13,318
Accrued expenses and other 6,688 4,892
Unearned revenue 1,159 792

Total current liabilities 22,980 19,002
Long-term debt 3,191 3,084
Other long-term liabilities 4,242 2,277
Commitments and contingencies
Stockholders’ equity:

Preferred stock, $0.01 par value:
Authorized shares — 500
Issued and outstanding shares — none — —

Common stock, $0.01 par value:
Authorized shares — 5,000
Issued shares — 483 and 478
Outstanding shares — 459 and 454 5 5

Treasury stock, at cost (1,837) (1,837)
Additional paid-in capital 9,573 8,347
Accumulated other comprehensive loss (185) (239)
Retained earnings 2,190 1,916

Total stockholders’ equity 9,746 8,192
Total liabilities and stockholders’ equity $ 40,159 $ 32,555

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in millions)

 

  Common Stock        

  Shares Amount
Treasury

Stock

Additional
Paid-In
Capital

Accumulated
Other

Comprehensive
Income (Loss)

Retained
Earnings

Total
Stockholders’

Equity

Balance as of January 1, 2011 451 $ 5 $ (600) $ 6,325 $ (190) $ 1,324 $ 6,864
Net income — — — — — 631 631
Other comprehensive income (loss) — — — — (126) — (126)
Exercise of common stock options 5 — — 7 — — 7
Repurchase of common stock (1) — (277) — — — (277)
Excess tax benefits from stock-based
compensation — — — 62 — — 62
Stock-based compensation and issuance of
employee benefit plan stock — — — 569 — — 569
Issuance of common stock for acquisition
activity — — — 27 — — 27
Balance as of December 31, 2011 455 5 (877) 6,990 (316) 1,955 7,757
Net income (loss) — — — — — (39) (39)
Other comprehensive income — — — — 77 — 77
Exercise of common stock options 4 — — 8 — — 8
Repurchase of common stock (5) — (960) — — — (960)
Excess tax benefits from stock-based
compensation — — — 429 — — 429
Stock-based compensation and issuance of
employee benefit plan stock — — — 854 — — 854
Issuance of common stock for acquisition
activity — — — 66 — — 66
Balance as of December 31, 2012 454 5 (1,837) 8,347 (239) 1,916 8,192
Net income — — — — — 274 274
Other comprehensive income — — — — 54 — 54
Exercise of common stock options 5 — — 4 — — 4
Repurchase of common stock — — — — — — —
Excess tax benefits from stock-based
compensation — — — 73 — — 73
Stock-based compensation and issuance of
employee benefit plan stock — — — 1,149 — — 1,149
Balance as of December 31, 2013 459 $ 5 $ (1,837) $ 9,573 $ (185) $ 2,190 $ 9,746

See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—DESCRIPTION OF BUSINESS AND ACCOUNTING POLICIES

Description of Business

Amazon.com opened its virtual doors on the World Wide Web in July 1995. We seek to be Earth’s most customer-centric 
company. In each of our two geographic segments, we serve our primary customer sets, consisting of consumers, sellers, 
enterprises, and content creators. We serve consumers through our retail websites and focus on selection, price, and 
convenience. We also manufacture and sell electronic devices. We offer programs that enable sellers to sell their products on 
our websites and their own branded websites and to fulfill orders through us, and programs that allow authors, musicians, 
filmmakers, app developers, and others to publish and sell content. We serve developers and enterprises of all sizes through 
AWS, which provides access to technology infrastructure that enables virtually any type of business. In addition, we provide 
services, such as advertising services and co-branded credit card agreements.

We have organized our operations into two segments: North America and International. See “Note 12—Segment 
Information.” 

Prior Period Reclassifications 
Certain prior period amounts have been reclassified to conform to the current period presentation. Unearned revenue is 

now presented separately on our consolidated balance sheets.

Principles of Consolidation

The consolidated financial statements include the accounts of Amazon.com, Inc., its wholly-owned subsidiaries, and 
those entities in which we have a variable interest and of which we are the primary beneficiary. Intercompany balances and 
transactions between consolidated entities are eliminated.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires estimates and assumptions that affect the 
reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent liabilities in the 
consolidated financial statements and accompanying notes. Estimates are used for, but not limited to, determining the selling 
price of products and services in multiple element revenue arrangements and determining the lives of these elements, incentive 
discount offers, sales returns, vendor funding, stock-based compensation forfeiture rates, income taxes, valuation and 
impairment of investments, inventory valuation and inventory purchase commitments, collectability of receivables, valuation of 
acquired intangibles and goodwill, depreciable lives of property and equipment, internal-use software, acquisition purchase 
price allocations, investments in equity interests, and contingencies. Actual results could differ materially from those estimates.

Earnings per Share

Basic earnings per share is calculated using our weighted-average outstanding common shares. Diluted earnings per share 
is calculated using our weighted-average outstanding common shares including the dilutive effect of stock awards as 
determined under the treasury stock method. In periods when we recognize a net loss, we exclude the impact of outstanding 
stock awards from the diluted loss per share calculation as their inclusion would have an antidilutive effect.

The following table shows the calculation of diluted shares (in millions):

   Year Ended December 31,
  2013 2012 2011

Shares used in computation of basic earnings per share 457 453 453
Total dilutive effect of outstanding stock awards 8 — 8
Shares used in computation of diluted earnings per share 465 453 461

Revenue

We recognize revenue from product sales or services rendered when the following four criteria are met: persuasive 
evidence of an arrangement exists, delivery has occurred or services have been rendered, the selling price is fixed or 
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determinable, and collectability is reasonably assured. Revenue arrangements with multiple deliverables are divided into 
separate units and revenue is allocated using estimated selling prices if we do not have vendor-specific objective evidence or 
third-party evidence of the selling prices of the deliverables. We allocate the arrangement price to each of the elements based on 
the estimated selling prices of each element. Estimated selling prices are management’s best estimates of the prices that we 
would charge our customers if we were to sell the standalone elements separately and include considerations of customer 
demand, prices charged by us and others for similar deliverables, and the price if largely based on costs. Sales of our Kindle 
device are considered arrangements with multiple deliverables, consisting of the device, 3G wireless access and delivery for 
some models, and software upgrades. The revenue related to the device, which is the substantial portion of the total sale price, 
and related costs are recognized upon delivery as cost of sales. Revenue related to 3G wireless access and delivery and software 
upgrades is amortized over the average life of the device. Sales of Amazon Prime memberships are considered arrangements 
with multiple deliverables, including shipping benefits, Prime Instant Video, and access to the Kindle Owners' Lending Library.  
The revenue related to the deliverables is amortized over the life of the membership according to the estimated delivery of 
services. Amazon Prime membership fees are allocated between product sales and services sales. Costs to deliver Amazon 
Prime benefits are recognized as cost of sales as incurred.

We evaluate whether it is appropriate to record the gross amount of product sales and related costs or the net amount 
earned as commissions. Generally, when we are primarily obligated in a transaction, are subject to inventory risk, have latitude 
in establishing prices and selecting suppliers, or have several but not all of these indicators, revenue is recorded at the gross sale 
price. We generally record the net amounts as commissions earned if we are not primarily obligated and do not have latitude in 
establishing prices. Such amounts earned are determined using a fixed percentage, a fixed-payment schedule, or a combination 
of the two.

Product sales represent revenue from the sale of products and related shipping fees and digital content where we are the 
seller of record. Product sales and shipping revenues, net of promotional discounts, rebates, and return allowances, are recorded 
when the products are shipped and title passes to customers. Kindle devices sold through retailers are recognized at the point of 
sale to consumers. Retail sales to customers are made pursuant to a sales contract that provides for transfer of both title and risk 
of loss upon our delivery to the carrier.

Services sales represent third-party seller fees earned (including commissions) and related shipping fees, and non-retail 
activities such as AWS, advertising services, and our co-branded credit card agreements. Services sales, net of promotional 
discounts and return allowances, are recognized when services have been rendered. 

Return allowances, which reduce revenue, are estimated using historical experience. Allowance for returns was $167 
million, $198 million, and $155 million as of December 31, 2013, 2012, and 2011.  Additions to the allowance were $907 
million, $702 million, and $542 million, and deductions to the allowance were $938 million, $659 million, and $490 million as 
of December 31, 2013, 2012, and 2011. Revenue from product sales and services rendered is recorded net of sales and 
consumption taxes. Additionally, we periodically provide incentive offers to our customers to encourage purchases. Such offers 
include current discount offers, such as percentage discounts off current purchases, inducement offers, such as offers for future 
discounts subject to a minimum current purchase, and other similar offers. Current discount offers, when accepted by our 
customers, are treated as a reduction to the purchase price of the related transaction, while inducement offers, when accepted by 
our customers, are treated as a reduction to purchase price based on estimated future redemption rates. Redemption rates are 
estimated using our historical experience for similar inducement offers. Current discount offers and inducement offers are 
presented as a net amount in “Total net sales.”

Cost of Sales

Cost of sales consists of the purchase price of consumer products and digital content where we are the seller of record, 
inbound and outbound shipping charges, and packaging supplies. Shipping charges to receive products from our suppliers are 
included in our inventory, and recognized as cost of sales upon sale of products to our customers. Payment processing and 
related transaction costs, including those associated with seller transactions, are classified in “Fulfillment” on our consolidated 
statements of operations.

Vendor Agreements

We have agreements with our vendors to receive funds for cooperative marketing efforts, promotions, and volume 
rebates.  We generally consider amounts received from vendors to be a reduction of the prices we pay for their goods or 
services, and therefore record those amounts as a reduction of the cost of inventory or cost of services.  Vendor rebates are 
typically dependent upon reaching minimum purchase thresholds. We evaluate the likelihood of reaching purchase thresholds 
using past experience and current year forecasts. When volume rebates can be reasonably estimated, we record a portion of the 
rebate as we make progress towards the purchase threshold.
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When we receive direct reimbursements for costs incurred by us in advertising the vendor’s product or service, the 
amount we receive is recorded as an offset to “Marketing” on our consolidated statements of operations.

Fulfillment

Fulfillment costs represent those costs incurred in operating and staffing our fulfillment and customer service centers, 
including costs attributable to buying, receiving, inspecting, and warehousing inventories; picking, packaging, and preparing 
customer orders for shipment; payment processing and related transaction costs, including costs associated with our guarantee 
for certain seller transactions; responding to inquiries from customers; and supply chain management for our manufactured 
electronic devices. Fulfillment costs also include amounts paid to third parties that assist us in fulfillment and customer service 
operations.

Marketing

Marketing costs consist primarily of targeted online advertising, television advertising, public relations expenditures, and 
payroll and related expenses for personnel engaged in marketing, business development, and selling activities. We pay 
commissions to participants in our Associates program when their customer referrals result in product sales and classify such 
costs as “Marketing” on our consolidated statements of operations. We also participate in cooperative advertising arrangements 
with certain of our vendors, and other third parties.

Advertising and other promotional costs are expensed as incurred and were $2.4 billion, $2.0 billion, and $1.4 billion in 
2013, 2012, and 2011. Prepaid advertising costs were not significant as of December 31, 2013 and 2012.

Technology and Content

Technology and content expenses consist principally of technology infrastructure expenses and payroll and related 
expenses for employees involved in application, product, and platform development, category expansion, editorial content, 
buying, merchandising selection, systems support, and initiatives to expand our ecosystem of digital products and services, as 
well as costs associated with AWS.

Technology and content costs are expensed as incurred, except for certain costs relating to the development of internal-
use software and website development, including software used to upgrade and enhance our websites and applications 
supporting our business, which are capitalized and amortized over two years.

General and Administrative

General and administrative expenses consist of payroll and related expenses for employees involved in general corporate 
functions, including accounting, finance, tax, legal, and human resources, among others; costs associated with use by these 
functions of facilities and equipment, such as depreciation expense and rent; professional fees and litigation costs; and other 
general corporate costs.

Stock-Based Compensation

Compensation cost for all stock awards expected to vest is measured at fair value on the date of grant and recognized 
over the service period. The fair value of restricted stock units is determined based on the number of shares granted and the 
quoted price of our common stock. Such value is recognized as expense over the service period, net of estimated forfeitures, 
using the accelerated method. The estimation of stock awards that will ultimately vest requires judgment, and to the extent 
actual results or updated estimates differ from our current estimates, such amounts will be recorded as a cumulative adjustment 
in the period estimates are revised. We consider many factors when estimating expected forfeitures, including employee class, 
economic environment, and historical experience.

Other Operating Expense (Income), Net

Other operating expense (income), net, consists primarily of intangible asset amortization expense and expenses related 
to legal settlements.

Other Income (Expense), Net

Other income (expense), net, consists primarily of foreign currency gains and losses of $(137) million, $(95) million, and 
$64 million in 2013, 2012, and 2011, and realized gains and losses on marketable securities sales of $(1) million, $10 million, 
and $4 million in 2013, 2012, and 2011.
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Income Taxes

Income tax expense includes U.S. and international income taxes. Except as required under U.S. tax law, we do not 
provide for U.S. taxes on our undistributed earnings of foreign subsidiaries that have not been previously taxed since we intend 
to invest such undistributed earnings indefinitely outside of the U.S. If our intent changes or if these funds are needed for our 
U.S. operations, we would be required to accrue or pay U.S. taxes on some or all of these undistributed earnings. Undistributed 
earnings of foreign subsidiaries that are indefinitely invested outside of the U.S were $2.5 billion as of December 31, 2013. 
Determination of the unrecognized deferred tax liability that would be incurred if such amounts were repatriated is not 
practicable.

Deferred income tax balances reflect the effects of temporary differences between the carrying amounts of assets and 
liabilities and their tax bases and are stated at enacted tax rates expected to be in effect when taxes are actually paid or 
recovered.

Deferred tax assets are evaluated for future realization and reduced by a valuation allowance to the extent we believe a 
portion will not be realized. We consider many factors when assessing the likelihood of future realization of our deferred tax 
assets, including our recent cumulative earnings experience and expectations of future taxable income and capital gains by 
taxing jurisdiction, the carry-forward periods available to us for tax reporting purposes, and other relevant factors. We allocate 
our valuation allowance to current and long-term deferred tax assets on a pro-rata basis.

We utilize a two-step approach to recognizing and measuring uncertain income tax positions (tax contingencies). The first 
step is to evaluate the tax position for recognition by determining if the weight of available evidence indicates it is more likely 
than not that the position will be sustained on audit, including resolution of related appeals or litigation processes. The second 
step is to measure the tax benefit as the largest amount which is more than 50% likely of being realized upon ultimate 
settlement. We consider many factors when evaluating and estimating our tax positions and tax benefits, which may require 
periodic adjustments and which may not accurately forecast actual outcomes. We include interest and penalties related to our 
tax contingencies in income tax expense.

Fair Value of Financial Instruments

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. To increase the comparability of fair value measures, the 
following hierarchy prioritizes the inputs to valuation methodologies used to measure fair value:

Level 1—Valuations based on quoted prices for identical assets and liabilities in active markets.

Level 2—Valuations based on observable inputs other than quoted prices included in Level 1, such as quoted 
prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets and liabilities in 
markets that are not active, or other inputs that are observable or can be corroborated by observable market data.

Level 3—Valuations based on unobservable inputs reflecting our own assumptions, consistent with reasonably 
available assumptions made by other market participants. These valuations require significant judgment.

We measure the fair value of money market funds and equity securities based on quoted prices in active markets for 
identical assets or liabilities. All other financial instruments were valued either based on recent trades of securities in inactive 
markets or based on quoted market prices of similar instruments and other significant inputs derived from or corroborated by 
observable market data. We did not hold any cash, cash equivalents, or marketable securities categorized as Level 3 as of 
December 31, 2013, or December 31, 2012.

Cash and Cash Equivalents

We classify all highly liquid instruments with an original maturity of three months or less at the time of purchase as cash 
equivalents.

Inventories

Inventories, consisting of products available for sale, are primarily accounted for using the FIFO method, and are valued 
at the lower of cost or market value. This valuation requires us to make judgments, based on currently-available information, 
about the likely method of disposition, such as through sales to individual customers, returns to product vendors, or 
liquidations, and expected recoverable values of each disposition category.
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We provide Fulfillment by Amazon services in connection with certain of our sellers’ programs. Third-party sellers 
maintain ownership of their inventory, regardless of whether fulfillment is provided by us or the third-party sellers, and 
therefore these products are not included in our inventories.

Accounts Receivable, Net and Other

Included in “Accounts receivable, net and other” on our consolidated balance sheets are amounts primarily related to 
vendor and customer receivables. As of December 31, 2013 and 2012, vendor receivables, net, were $1.3 billion and $1.1 
billion, and customer receivables, net, were $1.7 billion and $1.5 billion.

Allowance for Doubtful Accounts

We estimate losses on receivables based on known troubled accounts and historical experience of losses incurred. 
Receivables are considered impaired and written-off when it is probable that all contractual payments due will not be collected 
in accordance with the terms of the agreement. The allowance for doubtful accounts was $153 million, $116 million, and $82 
million as of December 31, 2013, 2012, and 2011. Additions to the allowance were $172 million, $136 million, and $87 
million, and deductions to the allowance were $135 million, $102 million, and $82 million as of December 31, 2013, 2012, and 
2011.

Internal-use Software and Website Development

Costs incurred to develop software for internal use and our websites are capitalized and amortized over the estimated 
useful life of the software. Costs related to design or maintenance of internal-use software and website development are 
expensed as incurred. For the years ended 2013, 2012, and 2011, we capitalized $581 million (including $87 million of stock-
based compensation), $454 million (including $74 million of stock-based compensation), and $307 million (including $51 
million of stock-based compensation) of costs associated with internal-use software and website development. Amortization of 
previously capitalized amounts was $451 million, $327 million, and $236 million for 2013, 2012, and 2011.

Property and Equipment, Net

Property and equipment are stated at cost less accumulated depreciation. Property includes buildings and land that we 
own, along with property we have acquired under build-to-suit, financing, and capital lease arrangements. Equipment includes 
assets such as furniture and fixtures, heavy equipment, servers and networking equipment, and internal-use software and 
website development. Depreciation is recorded on a straight-line basis over the estimated useful lives of the assets (generally 
the lesser of 40 years or the remaining life of the underlying building, two years for assets such as internal-use software, three 
years for our servers, five years for networking equipment, five years for furniture and fixtures, and ten years for heavy 
equipment). Depreciation expense is classified within the corresponding operating expense categories on our consolidated 
statements of operations.

Leases and Asset Retirement Obligations

We categorize leases at their inception as either operating or capital leases. On certain of our lease agreements, we may 
receive rent holidays and other incentives. We recognize lease costs on a straight-line basis without regard to deferred payment 
terms, such as rent holidays that defer the commencement date of required payments. Additionally, incentives we receive are 
treated as a reduction of our costs over the term of the agreement. Leasehold improvements are capitalized at cost and 
amortized over the lesser of their expected useful life or the non-cancellable term of the lease.

We establish assets and liabilities for the estimated construction costs incurred under build-to-suit lease arrangements to 
the extent we are involved in the construction of structural improvements or take construction risk prior to commencement of a 
lease. Upon occupancy of facilities under build-to-suit leases, we assess whether these arrangements qualify for sales 
recognition under the sale-leaseback accounting guidance. If we continue to be the deemed owner, the facilities are accounted 
for as financing leases.

We establish assets and liabilities for the present value of estimated future costs to retire long-lived assets at the 
termination or expiration of a lease. Such assets are depreciated over the lease period into operating expense, and the recorded 
liabilities are accreted to the future value of the estimated retirement costs.

Goodwill

We evaluate goodwill for impairment annually or more frequently when an event occurs or circumstances change that 
indicate that the carrying value may not be recoverable. We test goodwill for impairment by first comparing the book value of 
net assets to the fair value of the reporting units. If the fair value is determined to be less than the book value or qualitative 
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factors indicate that it is more likely than not that goodwill is impaired, a second step is performed to compute the amount of 
impairment as the difference between the estimated fair value of goodwill and the carrying value. We estimate the fair value of 
the reporting units using discounted cash flows. Forecasts of future cash flows are based on our best estimate of future net sales 
and operating expenses, based primarily on expected category expansion, pricing, market segment share, and general economic 
conditions.

We conduct our annual impairment test as of October 1 of each year, and have determined there to be no impairment for 
any of the periods presented. There were no triggering events identified from the date of our assessment through December 31, 
2013 that would require an update to our annual impairment test. See “Note 4—Acquisitions, Goodwill, and Acquired 
Intangible Assets.”

Other Assets

Included in “Other assets” on our consolidated balance sheets are amounts primarily related to acquired intangible assets, 
net of amortization; digital video content, net of amortization; long-term deferred tax assets; certain equity investments; 
marketable securities restricted for longer than one year, the majority of which are attributable to collateralization of bank 
guarantees and debt related to our international operations; and intellectual property rights, net of amortization.

Content Costs

We obtain digital video content through licensing agreements that have a wide range of licensing provisions and 
generally have terms from one to five years with fixed payment schedules. When the license fee for a specific movie or 
television title is determinable or reasonably estimable and available for streaming, we recognize an asset representing the fee 
per title and a corresponding liability for the amounts owed. We relieve the liability as payments are made and we amortize the 
asset as cost of sales on a straight-line basis over each title’s contractual window of availability, which typically ranges from six 
months to five years. If we are unable to reasonably estimate the cost per title, no asset or liability is recorded and licensing 
costs are expensed as incurred.

Investments

We generally invest our excess cash in investment grade short- to intermediate-term fixed income securities and AAA-
rated money market funds. Such investments are included in “Cash and cash equivalents,” or “Marketable securities” on the 
accompanying consolidated balance sheets, classified as available-for-sale, and reported at fair value with unrealized gains and 
losses included in “Accumulated other comprehensive loss.”

Equity investments are accounted for using the equity method of accounting if the investment gives us the ability to 
exercise significant influence, but not control, over an investee. The total of our investments in equity-method investees, 
including identifiable intangible assets, deferred tax liabilities, and goodwill, is included within “Other assets” on our 
consolidated balance sheets. Our share of the earnings or losses as reported by equity-method investees, amortization of the 
related intangible assets, and related gains or losses, if any, are classified as “Equity-method investment activity, net of tax” on 
our consolidated statements of operations. Our share of the net income or loss of our equity-method investees includes 
operating and non-operating gains and charges, which can have a significant impact on our reported equity-method investment 
activity and the carrying value of those investments. In the event that net losses of the investee reduce our equity-method 
investment carrying amount to zero, additional net losses may be recorded if other investments in the investee, not accounted 
for under the equity method, are at-risk even if we have not committed to provide financial support to the investee. We 
regularly evaluate these investments, which are not carried at fair value, for other-than-temporary impairment. We also consider 
whether our equity-method investments generate sufficient cash flows from their operating or financing activities to meet their 
obligations and repay their liabilities when they come due.

We record purchases, including incremental purchases, of shares in equity-method investees at cost. Reductions in our 
ownership percentage of an investee, including through dilution, are generally valued at fair value, with the difference between 
fair value and our recorded cost reflected as a gain or loss in our equity-method investment activity. In the event we no longer 
have the ability to exercise significant influence over an equity-method investee, we would discontinue accounting for the 
investment under the equity method.

Equity investments without readily determinable fair values for which we do not have the ability to exercise significant 
influence are accounted for using the cost method of accounting and classified as “Other assets” on our consolidated balance 
sheets. Under the cost method, investments are carried at cost and are adjusted only for other-than-temporary declines in fair 
value, certain distributions, and additional investments.
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Equity investments that have readily determinable fair values are classified as available-for-sale and are included in 
“Marketable securities” in our consolidated balance sheets and are recorded at fair value with unrealized gains and losses, net 
of tax, included in “Accumulated other comprehensive loss.”

We periodically evaluate whether declines in fair values of our investments below their book value are other-than-
temporary. This evaluation consists of several qualitative and quantitative factors regarding the severity and duration of the 
unrealized loss as well as our ability and intent to hold the investment until a forecasted recovery occurs. Additionally, we 
assess whether we have plans to sell the security or it is more likely than not we will be required to sell any investment before 
recovery of its amortized cost basis. Factors considered include quoted market prices; recent financial results and operating 
trends; implied values from any recent transactions or offers of investee securities; credit quality of debt instrument issuers; 
other publicly available information that may affect the value of our investments; duration and severity of the decline in value; 
and our strategy and intentions for holding the investment.

Long-Lived Assets

Long-lived assets, other than goodwill, are reviewed for impairment whenever events or changes in circumstances 
indicate that the carrying amount of the assets might not be recoverable. Conditions that would necessitate an impairment 
assessment include a significant decline in the observable market value of an asset, a significant change in the extent or manner 
in which an asset is used, or any other significant adverse change that would indicate that the carrying amount of an asset or 
group of assets may not be recoverable.

For long-lived assets used in operations, impairment losses are only recorded if the asset’s carrying amount is not 
recoverable through its undiscounted, probability-weighted future cash flows. We measure the impairment loss based on the 
difference between the carrying amount and estimated fair value. Long-lived assets are considered held for sale when certain 
criteria are met, including when management has committed to a plan to sell the asset, the asset is available for sale in its 
immediate condition, and the sale is probable within one year of the reporting date. Assets held for sale are reported at the 
lower of cost or fair value less costs to sell. Assets held for sale were not significant as of December 31, 2013 or 2012.

Accrued Expenses and Other

Included in “Accrued expenses and other” as of December 31, 2013 and 2012 were liabilities of $1.4 billion and $1.1 
billion for unredeemed gift cards. We reduce the liability for a gift card when redeemed by a customer. If a gift card is not 
redeemed, we recognize revenue when it expires or when the likelihood of its redemption becomes remote, generally two years 
from the date of issuance.

Unearned Revenue

Unearned revenue is recorded when payments are received in advance of performing our service obligations and is 
recognized over the service period. Unearned revenue primarily relates to Amazon Prime memberships and AWS. 

Foreign Currency

We have internationally-focused websites for the United Kingdom, Germany, France, Japan, Canada, China, Italy, Spain, 
Brazil, India, Mexico, and Australia. Net sales generated from these websites, as well as most of the related expenses directly 
incurred from those operations, are denominated in local functional currencies. The functional currency of our subsidiaries that 
either operate or support these websites is the same as the local currency. Assets and liabilities of these subsidiaries are 
translated into U.S. Dollars at period-end exchange rates, and revenues and expenses are translated at average rates prevailing 
throughout the period. Translation adjustments are included in “Accumulated other comprehensive loss,” a separate component 
of stockholders’ equity, and in the “Foreign-currency effect on cash and cash equivalents,” on our consolidated statements of 
cash flows. Transaction gains and losses including intercompany transactions denominated in a currency other than the 
functional currency of the entity involved are included in “Other income (expense), net” on our consolidated statements of 
operations. In connection with the settlement and remeasurement of intercompany balances, we recorded gains (losses) of $(84) 
million, $(95) million, and $70 million in 2013, 2012, and 2011.
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Note 2—CASH, CASH EQUIVALENTS, AND MARKETABLE SECURITIES

As of December 31, 2013 and 2012, our cash, cash equivalents, and marketable securities primarily consisted of cash, 
U.S. and foreign government and agency securities, AAA-rated money market funds, and other investment grade securities. 
Cash equivalents and marketable securities are recorded at fair value. The following table summarizes, by major security type, 
our cash, cash equivalents, and marketable securities that are measured at fair value on a recurring basis and are categorized 
using the fair value hierarchy (in millions):
 

  December 31, 2013

  
Cost or

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Total
Estimated
Fair Value

Cash $ 3,008 $ — $ — $ 3,008
Level 1 securities:

Money market funds 5,914 — — 5,914
Equity securities 3 1 — 4

Level 2 securities:
Foreign government and agency securities 757 2 (1) 758
U.S. government and agency securities 2,224 1 (3) 2,222
Corporate debt securities 739 3 (1) 741
Asset-backed securities 65 — — 65
Other fixed income securities 36 — — 36

$ 12,746 $ 7 $ (5) $ 12,748
Less: Restricted cash, cash equivalents, and marketable
securities (1) (301)
Total cash, cash equivalents, and marketable securities $ 12,447

  December 31, 2012

  
Cost or

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Total
Estimated
Fair Value

Cash $ 2,595 $ — $ — $ 2,595
Level 1 securities:

Money market funds 5,561 — — 5,561
Equity securities 2 — — 2

Level 2 securities:
Foreign government and agency securities 763 9 — 772
U.S. government and agency securities 1,809 3 (2) 1,810
Corporate debt securities 719 6 — 725
Asset-backed securities 49 — — 49
Other fixed income securities 33 — — 33

$ 11,531 $ 18 $ (2) $ 11,547
Less: Restricted cash, cash equivalents, and marketable
securities (1) (99)
Total cash, cash equivalents, and marketable securities $ 11,448
___________________
(1) We are required to pledge or otherwise restrict a portion of our cash, cash equivalents, and marketable securities as 

collateral for standby and trade letters of credit, guarantees, debt, and real estate lease agreements. We classify cash and 
marketable securities with use restrictions of less than twelve months as “Accounts receivable, net and other” and of 
twelve months or longer as non-current “Other assets” on our consolidated balance sheets. See “Note 8—Commitments 
and Contingencies.”
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The following table summarizes gross gains and gross losses realized on sales of available-for-sale marketable securities 
(in millions):

Year Ended December 31,
2013 2012 2011

Realized gains $ 6 $ 20 $ 15
Realized losses (7) 10 11

The following table summarizes the contractual maturities of our cash equivalent and marketable fixed income securities 
as of December 31, 2013 (in millions):

Amortized
Cost

Estimated
Fair Value

Due within one year $ 7,226 $ 7,227
Due after one year through five years 2,115 2,118
Due after five years through ten years 133 132
Due after ten years 261 259

$ 9,735 $ 9,736

Actual maturities may differ from the contractual maturities because borrowers may have certain prepayment conditions.

Note 3—PROPERTY AND EQUIPMENT

Property and equipment, at cost, consisted of the following (in millions):
 

  December 31,
  2013 2012

Gross property and equipment (1):
Land and buildings $ 4,584 $ 2,966
Equipment and internal-use software (2) 9,274 6,228
Other corporate assets 231 174
Construction in progress 720 214

Gross property and equipment 14,809 9,582
Total accumulated depreciation (1) 3,860 2,522

Total property and equipment, net $ 10,949 $ 7,060
 ___________________

(1) Excludes the original cost and accumulated depreciation of fully-depreciated assets.
(2) Includes internal-use software of $1.1 billion and $866 million as of December 31, 2013 and 2012.

In December 2012, we acquired our corporate headquarters for $1.2 billion consisting of land and 11 buildings that were 
previously accounted for as financing leases. The acquired building assets will be depreciated over their estimated useful lives 
of 40 years. We also acquired three city blocks of land for the expansion of our corporate headquarters for approximately $210 
million.

Depreciation expense on property and equipment was $2.5 billion, $1.7 billion, and $1.0 billion, which includes 
amortization of property and equipment acquired under capital lease obligations of $826 million, $510 million, and $335 
million for 2013, 2012, and 2011. Gross assets remaining under capital leases were $4.2 billion and $2.3 billion as of 
December 31, 2013 and 2012. Accumulated depreciation associated with capital leases was $1.9 billion and $1.1 billion as of 
December 31, 2013 and 2012. Cash paid for interest on capital leases was $41 million, $51 million, and $44 million for 2013, 
2012, and 2011.

We capitalize construction in progress and record a corresponding long-term liability for build-to-suit lease agreements 
where we are considered the owner, for accounting purposes, during the construction period. For buildings under build-to-suit 
lease arrangements where we have taken occupancy, which do not qualify for sales recognition under the sale-leaseback 
accounting guidance, we determined that we continue to be the deemed owner of these buildings. This is principally due to our 



49

significant investment in tenant improvements. As a result, the buildings are being depreciated over the shorter of their useful 
lives or the related leases’ terms. Additionally, certain build-to-suit lease arrangements and financing leases provide purchase 
options. Upon occupancy, the long-term construction obligations are considered long-term financing lease obligations with 
amounts payable during the next 12 months recorded as “Accrued expenses and other.” Gross assets remaining under financing 
leases were $578 million and $9 million as of December 31, 2013 and 2012. Accumulated depreciation associated with 
financing leases was $22 million and $5 million as of December 31, 2013 and 2012.

Note 4—ACQUISITIONS, GOODWILL, AND ACQUIRED INTANGIBLE ASSETS

2013 Acquisition Activity 

In 2013, we acquired several companies in cash transactions for an aggregate purchase price of $195 million, resulting in 
goodwill of $103 million and acquired intangible assets of $83 million. The primary reasons for these acquisitions were to 
expand our customer base and sales channels and to obtain certain technologies to be used in product development.  We 
determined the estimated fair value of identifiable intangible assets acquired primarily by using the income and cost 
approaches. These assets are included within “Other assets” on our consolidated balance sheets and are being amortized to 
operating expenses on a straight-line or accelerated basis over their estimated useful lives. Acquisition-related costs were 
expensed as incurred and were not significant.

Pro forma results of operations have not been presented because the effects of these acquisitions, individually and in the 
aggregate, were not material to our consolidated results of operations. 

2012 Acquisition Activity

In May 2012, we acquired Kiva Systems, Inc. (“Kiva”) for a purchase price of $678 million. The primary reason for this 
acquisition was to improve fulfillment center productivity. Acquisition-related costs were expensed as incurred and were not 
significant. The aggregate purchase price of this acquisition was allocated as follows (in millions):
 

Purchase Price
Cash paid, net of cash acquired $ 613
Stock options assumed 65

$ 678
Allocation
Goodwill $ 560
Intangible assets (1):
Marketing-related 5
Contract-based 3
Technology-based 168
Customer-related 17

193
Property and equipment 9
Deferred tax assets 34
Other assets acquired 41
Deferred tax liabilities (81)
Other liabilities assumed (78)

$ 678
 ___________________

(1) Acquired intangible assets have estimated useful lives of between four and 10 years, with a weighted-average 
amortization period of five years.

The fair value of assumed stock options was estimated using the Black-Scholes model. We determined the estimated fair 
value of identifiable intangible assets acquired primarily by using the income and cost approaches. These assets are included 
within “Other assets” on our consolidated balance sheets and are being amortized to operating expenses on a straight-line or 
accelerated basis over their estimated useful lives.
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Pro Forma Financial Information – 2012 Acquisition Activity (unaudited)

Kiva was consolidated into our financial statements starting on its acquisition date. The net sales and operating loss of 
Kiva recorded in our consolidated statement of operations from its acquisition date through December 31, 2012, were $61 
million and $(62) million. The following pro forma financial information presents our results as if the Kiva acquisition had 
occurred at the beginning of 2011 (in millions):
 

 
Year Ended

December 31,
  2012 2011

Net sales $ 61,118 $ 48,157
Net income (loss) (2) 499

2011 Acquisition Activity

In 2011, we acquired certain companies for an aggregate purchase price of $771 million. The primary reasons for these 
acquisitions, none of which was individually material to our consolidated financial statements, were to expand our customer 
base and sales channels, including our consumer channels and subscription entertainment services. Acquisition-related costs 
were expensed as incurred and were not significant. The aggregate purchase price of these acquisitions was allocated as follows 
(in millions):

Purchase Price
Cash paid, net of cash acquired $ 637
Existing equity interest 89
Indemnification holdbacks 25
Stock options assumed 20

$ 771
Allocation
Goodwill $ 615
Intangible assets (1):
Marketing-related 130
Customer-related 94
Contract-based 6

230
Property and equipment 119
Deferred tax assets 49
Other assets acquired 68
Accounts payable (65)
Debt (70)
Deferred tax liabilities (75)
Other liabilities assumed (100)

$ 771
 ___________________

(1) Amortization periods range from two to 10 years, with a weighted-average amortization period of eight years.

In addition to cash consideration and the fair value of vested stock options, the aggregate purchase price included the 
estimated fair value of our previous, noncontrolling interest in one of the acquired companies. We remeasured this equity 
interest to fair value at the acquisition date and recognized a non-cash gain of $6 million in “Equity-method investment activity, 
net of tax,” in our 2011 consolidated statement of operations. The fair value of assumed stock options was estimated using the 
Black-Scholes model. We determined the estimated fair value of identifiable intangible assets acquired primarily by using the 
income and cost approaches. Purchased identifiable intangible assets are included within “Other assets” on our consolidated 
balance sheets and are being amortized to operating expenses on a straight-line or accelerated basis over their estimated useful 
lives.
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Pro forma results of operations have not been presented because the effects of these acquisitions, individually and in the 
aggregate, were not material to our consolidated results of operations.

Goodwill

The goodwill of the acquired companies is generally not deductible for tax purposes and is primarily related to expected 
improvements in fulfillment center productivity and sales growth from future product offerings and customers, together with 
certain intangible assets that do not qualify for separate recognition.

The following summarizes our goodwill activity in 2013 and 2012 by segment (in millions):
 

North
America International Consolidated

Goodwill - January 1, 2012 $ 1,533 $ 422 $ 1,955
New acquisitions (1) 403 184 587
Other adjustments (2) 1 9 10
Goodwill - December 31, 2012 1,937 615 2,552
New acquisitions 99 4 103
Other adjustments (2) (3) 3 —
Goodwill - December 31, 2013 $ 2,033 $ 622 $ 2,655

 ___________________
(1) Primarily consists of the goodwill of Kiva.
(2) Primarily consists of changes in foreign exchange.

Intangible Assets

Acquired intangible assets, included within “Other assets” on our consolidated balance sheets, consist of the following (in 
millions):
 

    December 31,
    2013 2012

  
Weighted

Average Life
Remaining

Acquired
Intangibles,

Gross (1)

Accumulated
Amortization 

(1)

Acquired
Intangibles,

Net

Acquired
Intangibles,

Gross (1)

Accumulated
Amortization 

(1)

Acquired
Intangibles,

Net

Marketing-related 6.3 $ 429 $ (156) $ 273 $ 422 $ (113) $ 309
Contract-based 3.0 173 (110) 63 177 (89) 88
Technology- and
content-based 4.4 278 (74) 204 231 (30) 201
Customer-related 2.4 368 (263) 105 332 (205) 127

Acquired
intangibles (2) 4.2 $ 1,248 $ (603) $ 645 $ 1,162 $ (437) $ 725

 ___________________
(1) Excludes the original cost and accumulated amortization of fully-amortized intangibles.
(2) Intangible assets have estimated useful lives of between one and 10 years.
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Amortization expense for acquired intangibles was $168 million, $163 million, and $149 million in 2013, 2012, and 
2011. Expected future amortization expense of acquired intangible assets as of December 31, 2013 is as follows (in millions):
 

Year Ended December 31,
2014 $ 157
2015 140
2016 121
2017 101
2018 54
Thereafter 72

$ 645

Note 5—EQUITY-METHOD INVESTMENTS

LivingSocial’s summarized condensed financial information, as provided to us by LivingSocial, is as follows (in 
millions):
 

   Year Ended December 31,
  2013 2012 2011

Statement of Operations:
Revenue $ 399 $ 455 $ 238
Operating expense 461 666 613
Impairment charge 41 579 —

Operating loss from continuing operations (103) (790) (375)
Net loss from continuing operations (1) (101) (532) (417)
Loss from discontinued operations, net of tax (2) (82) (121) (82)
Net loss $ (183) $ (653) $ (499)

___________________
(1) The difference between operating loss from continuing operations and net loss from continuing operations for 2012 is 

primarily due to non-operating, non-cash gains on previously held equity positions in companies that LivingSocial 
acquired during Q1 2012.

(2) In November 2013, LivingSocial announced that it had reached an agreement to sell its Korean operations for $260 
million. The transaction closed in January 2014. The statement of operations information above has been recast to 
present its Korean operations as discontinued operations.

  December 31,
  2013 2012

Balance Sheet:
Current assets $ 81 $ 74
Non-current assets 152 216
Current liabilities 298 336
Non-current liabilities 36 14
Redeemable stock 315 205

Balance sheet financial information as of December 31, 2013 includes $146 million in assets and $122 million in 
liabilities that LivingSocial has classified as held for sale for its Korean operations.

As of December 31, 2013, the book value of our equity-method investment in LivingSocial has been reduced to zero due 
to our recognition of equity-method losses over time. In Q1 2013 we made a $56 million investment in LivingSocial that we 
have recorded as a cost method investment, bringing our total investment in LivingSocial to approximately 31% of voting 
stock. In Q4 2013, we recognized additional equity-method losses and reduced this cost method investment to $38 million as of 
December 31, 2013.
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Note 6—LONG-TERM DEBT

In November 2012, we issued $3.0 billion of unsecured senior notes in three tranches as described in the table below 
(collectively, the “Notes”). As of December 31, 2013 and 2012, the unamortized discount on the Notes was $23 million and 
$27 million. We also have other long-term debt with a carrying amount, including the current portion, of $967 million and $691 
million as of December 31, 2013 and 2012. The face value of our total long-term debt obligations is as follows (in millions):

December 31,
2013 2012

0.65% Notes due on November 27, 2015 $ 750 $ 750
1.20% Notes due on November 29, 2017 1,000 1,000
2.50% Notes due on November 29, 2022 1,250 1,250
Other long-term debt 967 691

Total debt 3,967 3,691
Less current portion of long-term debt (753) (579)

Face value of long-term debt $ 3,214 $ 3,112

The effective interest rates of the 2015, 2017, and 2022 Notes were 0.84%, 1.38%, and 2.66%. Interest on the Notes is 
payable semi-annually in arrears in May and November. We may redeem the Notes at any time in whole, or from time to time, 
in part at specified redemption prices. We are not subject to any financial covenants under the Notes. We used the net proceeds 
from the issuance of the Notes for general corporate purposes. The estimated fair value of the Notes was approximately $2.9 
billion and $3.0 billion as of December 31, 2013 and 2012, which is based on quoted prices for our publicly-traded debt as of 
that date.

The other debt, including the current portion, had a weighted average interest rate of 5.5% and 6.4% as of December 31, 
2013 and 2012. We used the net proceeds from the issuance of the debt to primarily fund certain international operations. The 
estimated fair value of the other long-term debt, which is based on Level 2 inputs, approximated its carrying value as of 
December 31, 2013 and 2012.

As of December 31, 2013, future principal payments for debt were as follows (in millions):
 

Year Ended December 31,
2014 $ 753
2015 853
2016 36
2017 1,037
2018 38
Thereafter 1,250

$ 3,967



54

Note 7—OTHER LONG-TERM LIABILITIES

Our other long-term liabilities are summarized as follows (in millions):
 

  December 31,
  2013 2012

Long-term capital lease obligations $ 1,435 $ 737
Long-term financing lease obligations 555 9
Construction liabilities 385 87
Tax contingencies 457 336
Long-term deferred tax liabilities 571 476
Other 839 632

$ 4,242 $ 2,277

Capital Leases

Certain of our equipment, primarily related to technology infrastructure, and buildings have been acquired under capital 
leases. Long-term capital lease obligations are as follows (in millions):
 

  December 31, 2013

Gross capital lease obligations $ 2,437
Less imputed interest (47)
Present value of net minimum lease payments 2,390
Less current portion of capital lease obligations (955)
Total long-term capital lease obligations $ 1,435

Financing Leases 

We continue to be the deemed owner after occupancy of certain facilities that were constructed as build-to-suit lease 
arrangements and previously reflected as “Construction liabilities.” As such, these arrangements are accounted for as financing 
leases. Long-term finance lease obligations are as follows (in millions):

December 31, 2013

Gross financing lease obligations $ 783
Less imputed interest (200)
Present value of net minimum lease payments 583
Less current portion of financing lease obligations (28)
Total long-term financing lease obligations $ 555

Construction Liabilities

We capitalize construction in progress and record a corresponding long-term liability for build-to-suit lease agreements 
where we are considered the owner during the construction period for accounting purposes.

Tax Contingencies

We have recorded tax reserves for tax contingencies, inclusive of accrued interest and penalties, of approximately $457 
million as of December 31, 2013, and $336 million as of December 31, 2012, for U.S. and foreign income taxes. These 
contingencies primarily relate to transfer pricing, state income taxes, and research and development credits. See “Note 11—
Income Taxes” for discussion of tax contingencies.
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Note 8—COMMITMENTS AND CONTINGENCIES

Commitments

We have entered into non-cancellable operating, capital, and financing leases for equipment and office, fulfillment center, 
and data center facilities. Rental expense under operating lease agreements was $759 million, $561 million, and $381 million 
for 2013, 2012, and 2011.

The following summarizes our principal contractual commitments, excluding open orders for purchases that support 
normal operations, as of December 31, 2013 (in millions):

  Year Ended December 31,    

  2014 2015 2016 2017 2018 Thereafter Total

Operating and capital commitments:
Debt principal and interest $ 835 $ 906 $ 81 $ 1,081 $ 69 $ 1,375 $ 4,347
Capital leases, including interest 963 883 361 71 42 117 2,437
Financing lease obligations, including
interest 49 48 52 52 53 529 783
Operating leases 752 654 604 539 470 2,116 5,135
Unconditional purchase obligations (1) 539 386 80 37 29 27 1,098
Other commitments (2) (3) 746 275 167 137 110 1,194 2,629

Total commitments $ 3,884 $ 3,152 $ 1,345 $ 1,917 $ 773 $ 5,358 $ 16,429
___________________
(1) Includes unconditional purchase obligations related to agreements to acquire and license digital video content that 

represent long-term liabilities or are not reflected on the consolidated balance sheets. For those agreements with 
variable terms, we do not estimate what the total obligation may be beyond any minimum quantities and/or pricing as 
of the reporting date. Purchase obligations associated with renewal provisions solely at the option of the content 
provider are included to the extent such commitments are fixed or a minimum amount is specified.

(2) Includes the estimated timing and amounts of payments for rent and tenant improvements associated with build-to-suit 
lease arrangements that have not been placed in service.

(3) Excludes $407 million of tax contingencies for which we cannot make a reasonably reliable estimate of the amount and 
period of payment, if any.

Pledged Assets

As of December 31, 2013 and 2012, we have pledged or otherwise restricted $482 million and $99 million of our cash, 
marketable securities, and certain fixed assets as collateral for standby and trade letters of credit, guarantees, debt, and real 
estate leases.

Suppliers

During 2013, no vendor accounted for 10% or more of our purchases. We generally do not have long-term contracts or 
arrangements with our vendors to guarantee the availability of merchandise, particular payment terms, or the extension of credit 
limits.

Legal Proceedings

The Company is involved from time to time in claims, proceedings, and litigation, including the following:

In November 2007, an Austrian copyright collection society, Austro-Mechana, filed lawsuits against Amazon.com 
International Sales, Inc., Amazon EU Sarl, Amazon.de GmbH, Amazon.com GmbH, and Amazon Logistik in the Commercial 
Court of Vienna, Austria and in the District Court of Munich, Germany seeking to collect a tariff on blank digital media sold by 
our EU-based retail websites to customers located in Austria. In July 2008, the German court stayed the German case pending a 
final decision in the Austrian case. In July 2010, the Austrian court ruled in favor of Austro-Mechana and ordered us to report 
all sales of products to which the tariff potentially applies for a determination of damages. We contested Austro-Mechana’s 
claim and in September 2010 commenced an appeal in the Commercial Court of Vienna. We lost this appeal and in March 2011 
commenced an appeal in the Supreme Court of Austria. In October 2011, the Austrian Supreme Court referred the case to the 
European Court of Justice (ECJ). In July 2013, the European Court of Justice ruled that EU law does not preclude application 



56

of the tariff where certain conditions are met and directed the case back to the Austrian Supreme Court for further proceedings. 
In October 2013, the Austrian Supreme Court referred the case back to the Commercial Court of Vienna for further fact finding 
to determine whether the tariff on blank digital media meets the conditions set by the ECJ. In December 2012, a German 
copyright collection society, Zentralstelle für private Überspielungsrechte (ZPU), filed a complaint against Amazon EU Sarl, 
Amazon Media EU Sarl, Amazon Services Europe Sarl, Amazon Payments Europe SCA, Amazon Europe Holding 
Technologies SCS, and Amazon Eurasia Holdings Sarl in the District Court of Luxembourg seeking to collect a tariff on blank 
digital media sold by the Amazon.de retail website to customers located in Germany. In January 2013, a Belgian copyright 
collection society, AUVIBEL, filed a complaint against Amazon EU Sarl in the Court of First Instance of Brussels, Belgium, 
seeking to collect a tariff on blank digital media sold by the Amazon.fr retail website to customers located in Belgium. In 
November 2013, the Belgian court ruled in favor of AUVIBEL and ordered us to report all sales of products to which the tariff 
potentially applies for a determination of damages. We dispute the allegations of wrongdoing and intend to defend ourselves 
vigorously in these matters.

In May 2009, Big Baboon, Inc. filed a complaint against Amazon.com, Inc. and Amazon Payments, Inc. for patent 
infringement in the United States District Court for the Central District of California. The complaint alleges, among other 
things, that our third-party selling and payments technology infringes patents owned by Big Baboon, Inc. purporting to cover 
an “Integrated Business-to-Business Web Commerce And Business Automation System” (U.S. Patent Nos. 6,115,690 and 
6,343,275) and seeks injunctive relief, monetary damages, treble damages, costs, and attorneys’ fees. In February 2011, the 
Court entered an order staying the lawsuit pending the outcome of the Patent and Trademark Office’s re-examination of the 
patent. We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this matter.

In April 2011, Walker Digital LLC filed several complaints against Amazon.com, Inc. for patent infringement in the 
United States District Court for the District of Delaware. The complaints allege that we infringe several of the plaintiff’s U.S. 
patents by, among other things, providing “cross benefits” to customers through our promotions (U.S. Patent Nos. 7,831,470 
and 7,827,056), using a customer’s identified original product to offer a substitute product (U.S. Patent No. 7,236,942), using 
our product recommendations and personalization features to offer complementary products together (U.S. Patent Nos. 
6,601,036 and 6,138,105), enabling customers to subscribe to a delivery schedule for products they routinely use at reduced 
prices (U.S. Patent No. 5,970,470), and offering personalized advertising based on customers’ preferences identified using a 
data pattern (U.S. Patent No. 7,933,893). Another complaint, filed in the same court in October 2011, alleges that we infringe 
plaintiff’s U.S. Patent No. 8,041,711 by offering personalized advertising based on customer preferences that associate data 
with resource locators. Another complaint, filed in the same court in February 2012, alleges that we infringe plaintiff’s U.S. 
Patent No. 8,112,359 by using product information received from customers to identify and offer substitute products using a 
manufacturer database. In January 2013, the plaintiff filed another complaint in the same court alleging that we infringe U.S. 
Patent No. 6,381,582 by allowing customers to make local payments for products ordered online. All of the complaints seek 
monetary damages, interest, injunctive relief, costs, and attorneys’ fees. In March 2013, the complaints asserting U.S. Patent 
Nos. 7,236,942 and 7,933,893 were voluntarily dismissed with prejudice. In April 2013, the case asserting U.S. Patent 
No. 8,041,711 was stayed pending final resolution of the reexamination of that patent. In June 2013, the court granted 
defendants’ motions to dismiss the complaints asserting U.S. Patent Nos. 7,831,470, 7,827,056, and 8,112,359 for lack of 
standing. In July 2013, we filed motions seeking entry of a final judgment dismissing those claims with prejudice and for 
attorneys' fees, and plaintiff filed notices of appeal from the June 2013 order granting the motions to dismiss.   In October 2013, 
the court ruled that its dismissals are with prejudice, and Walker has appealed those rulings. We dispute the remaining 
allegations of wrongdoing and intend to defend ourselves vigorously in these matters.

In December 2011, Personalweb Technologies, LLC filed a complaint against Amazon.com, Inc. and Amazon Web 
Services, LLC in the United States District Court for the Eastern District of Texas. The complaint alleges, among other things, 
that “Amazon Simple Storage Service (S3) and Amazon ElastiCache” infringe U.S. Patent No. 5,978,791, entitled “Data 
Processing System Using Substantially Unique Identifiers To Identify Data Items, Whereby Data Items Have The Same 
Identifiers”; U.S. Patent No. 6,415,280, entitled “Identifying And Requesting Data In Network Using Identifiers Which Are 
Based On Contents Of Data”; U.S. Patent No. 6,928,442, entitled “Enforcement And Policing Of Licensed Content Using 
Content-Based Identifiers”; U.S. Patent No. 7,802,310, entitled “Controlling Access To Data In A Data Processing System”; 
U.S. Patent No. 7,945,539, entitled “Distributing And Accessing Data In A Data Processing System”; U.S. Patent 
No. 7,945,544, entitled “Similarity-Based Access Control Of Data In A Data Processing System”; U.S. Patent No. 7,949,662, 
entitled “De-Duplication Of Data In A Data Processing System”; and U.S. Patent No. 8,001,096, entitled “Computer File 
System Using Content-Dependent File Identifiers.” The complaint seeks an unspecified amount of damages, interest, attorneys’ 
fees, and an injunction. We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this matter.

In December 2011, Round Rock Research, LLC filed a complaint against Amazon.com, Inc. in the United States District 
Court for the District of Delaware. The complaint alleges, among other things, that “RFID products” and “Kindle products with 
unlicensed DRAM” infringe: U.S. Patent Nos. 5,500,650 and 5,627,544, entitled “Data Communication Method Using 
Identification Protocol”; U.S. Patent No. 5,974,078, entitled “Modulated Spread Spectrum In RF Identification Systems 
Method”; U.S. Patent No. 6,459,726, entitled “Backscatter Interrogators, Communication Systems And Backscatter 
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Communication Methods”; U.S. Patent No. RE41,531, entitled “Communications Systems For Radio Frequency Identification 
(RFID)”; U.S. Patent Nos. 6,975,556 and 7,106,646, entitled “Circuit And Method For Controlling A Clock Synchronizing 
Circuit For Low Power Refresh Operation”; U.S. Patent No. 7,221,020, entitled “Method To Construct A Self Aligned Recess 
Gate For DRAM Access Devices”; and U.S. Patent No. 7,389,369, entitled “Active Termination Control.” In February 2012, 
the plaintiff filed an amended complaint that further alleges, among other things, that Kindle products allegedly including 
“unlicensed flash memory” infringe U.S. Patent No. 5,801,985, entitled “Memory System Having Programmable Control 
Parameters” and U.S. Patent No. 5,880,996, entitled “Memory System Having Non-Volatile Data Storage Structure For 
Memory Control Parameters And Method.” In April 2012, the plaintiff filed a second amended complaint further alleging, 
among other things, that “RFID products” infringe U.S. Patent No. 5,266,925, entitled “Electronic Tag Interrogation Method,” 
U.S. Patent No. 5,583,850, entitled “Data Communication System Using Identification Protocol,” U.S. Patent No. 5,986,570, 
entitled “Method For Resolving Signal Collisions Between Multiple RFID Transponders In A Field,” U.S. Patent No. 
7,265,674, entitled “Thin, Flexible RFID Labels, And Methods And Apparatus For Use,” and U.S. Patent No. RE41,562, 
entitled “System And Method For Electronic Tracking Of Units Associated With A Batch.” The second amended complaint 
seeks an unspecified amount of damages, enhanced damages, interest, costs, and attorneys’ fees. In April 2012, the case was 
stayed pending reexamination of ten of the asserted patents. We dispute the allegations of wrongdoing and intend to defend 
ourselves vigorously in this matter.

In March 2012, OIP Technologies, Inc. filed a complaint against Amazon.com, Inc. for patent infringement in the United 
States District Court for the Northern District of California. The complaint alleged, among other things, that certain aspects of 
our pricing methods infringed U.S. Patent No. 7,970,713, entitled “Method And Apparatus For Automatic Pricing In Electronic 
Commerce.” The complaint sought three times an unspecified amount of damages, attorneys’ fees, and interest. In September 
2012, the Court invalidated the plaintiff’s patent and dismissed the case with prejudice. In September 2012, OIP appealed the 
judgment of the district court to the United States Court of Appeals for the Federal Circuit, which, in November 2012, stayed 
all proceedings pending its decision in a separate case that raises a related question of law and, in June 2013, continued the stay 
pending a decision by the United States Supreme Court. We dispute the allegations of wrongdoing and intend to defend 
ourselves vigorously in this matter.

In May 2012, Clouding IP, LLC f/k/a/ STEC IP, LLC filed a complaint against Amazon.com, Inc. and Amazon Web 
Services, LLC in the United States District Court for the District of Delaware. The complaint alleges, among other things, that 
our “Elastic Compute Cloud,” “WhisperSync,” “Virtual Private Cloud,” “Cloud Drive,” and “Kindle Store” services infringe 
one or more of 11 patents: U.S. Patent Nos. 7,596,784, entitled “Method System And Apparatus For Providing Pay-Per-Use 
Distributed Computing Resources”; 7,065,637, entitled “System For Configuration Of Dynamic Computing Environments 
Using A Visual Interface”; 6,738,799, entitled “Methods And Apparatuses For File Synchronization And Updating Using A 
Signature List”; 5,944,839, entitled “System And Method For Automatically Maintaining A Computer System”; 5,825,891, 
entitled “Key Management For Network Communication”; 5,495,607, entitled “Network Management System Having Virtual 
Catalog Of Files Distributively Stored Across Network Domain”; 6,925,481 and 7,254,621, entitled “Technique For Enabling 
Remote Data Access And Manipulation From A Pervasive Device”; 6,631,449 and 6,918,014, entitled “Dynamic Distributed 
Data System And Method”; and 6,963,908, entitled “System For Transferring Customized Hardware And Software Settings 
From One Computer To Another Computer To Provide Personalized Operating Environments.” In August 2012, Clouding 
amended its complaint to also assert U.S. Patent No. 7,032,089, entitled “Replica Synchronization Using Copy-On-Read 
Technique,” against WhisperSync. In February 2013, Clouding served its notice of accused products in which it also identified 
“AWS Market Place,” “AWS Storage Gateway,” “Cloud Player,” “DynamoDB,” “Elastic Block Store (EBS),” “Elastic Load 
Balancing,” “Elastic Map Reduce,” “Relational Database Service,” “Simple Storage Service,” “Simple DB,” “Cloud Watch,” 
“Kindle,” and “Elastic Compute Cloud AutoScaling” as allegedly infringing. The complaint seeks an unspecified amount of 
damages together with interest. We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this 
matter.

In June 2012, Hand Held Products, Inc., a subsidiary of Honeywell, filed a complaint against Amazon.com, Inc., AMZN 
Mobile, LLC, AmazonFresh, LLC, A9.com, Inc., A9 Innovations, LLC, and Quidsi, Inc. in the United States District Court for 
the District of Delaware. The complaint alleges, among other things, that the use of mobile barcode reader applications, 
including Amazon Mobile, Amazon Price Check, Flow, and AmazonFresh, infringes U.S. Patent No. 6,015,088, entitled 
“Decoding Of Real Time Video Imaging.” The complaint seeks an unspecified amount of damages, interest, and an injunction. 
We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this matter.

In July 2012, Norman Blagman filed a purported class-action complaint against Amazon.com, Inc. for copyright 
infringement in the United States District Court for the Southern District of New York. The complaint alleges, among other 
things, that Amazon.com, Inc. sells digital music in our Amazon MP3 Store obtained from defendant Orchard Enterprises and 
other unnamed “digital music aggregators” without obtaining mechanical licenses for the compositions embodied in that 
music. The complaint seeks certification as a class action, statutory damages, attorneys’ fees, and interest. We dispute the 
allegations of wrongdoing and intend to defend ourselves vigorously in this matter.
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In August 2012, an Australian quasi-government entity named Commonwealth Scientific and Industrial Research 
Organization filed a complaint against Amazon.com, Inc. in the United States District Court for the Eastern District of Texas. 
The complaint alleges, among other things, that the sale of “products which are operable according to the Institute of Electrical 
and Electronics Engineers (“IEEE”) 802.11a, g, n, and/or draft n standards” infringe U.S. Patent No. 5,487,069, entitled 
“Wireless LAN.” The complaint seeks an unspecified amount of damages, enhanced damages, attorneys’ fees, and injunctive 
relief. We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this matter.

In November 2012, Lexington Luminance LLC filed a complaint against Amazon.com, Inc. and Amazon Digital 
Services, Inc. in the United States District Court for the District of Massachusetts. The complaint alleges, among other things, 
that certain light-emitting diodes in certain Kindle devices infringe U.S. Patent No. 6,936,851, entitled “Semiconductor Light-
Emitting Device And Method For Manufacturing Same.” The complaint seeks an unspecified amount of damages and an 
injunction or, in the absence of an injunction, a compulsory ongoing royalty. We dispute the allegations of wrongdoing and 
intend to defend ourselves vigorously in this matter.

In May 2013, Adaptix, Inc. filed a complaint against Amazon.com, Inc. in the United States District Court for the Eastern 
District of Texas. The complaint alleges, among other things, that certain Kindle devices infringe U.S. Patent Nos. 7,454,212 
and 6,947,748, both entitled “OFDMA With Adaptive Subcarrier-Cluster Configuration And Selective Loading.” The complaint 
seeks an unspecified amount of damages, interest, injunctive relief, and attorneys’ fees. We dispute the allegations of 
wrongdoing and intend to defend ourselves vigorously in this matter.

In July 2013, Telebuyer, LLC filed a complaint against Amazon.com, Inc., Amazon Web Services, LLC, and VADATA, 
Inc. in the United States District Court for the Eastern District of Virginia. The complaint alleges, among other things, that 
certain features used on our retail website-including high resolution video and still images, user-indicated areas of interest, 
targeted follow-up communications, vendor proposals, on-line chat, Gold Box and Lightning Deals, and vendor ratings-infringe 
seven U.S. patents: Nos. 6,323,894, 7,835,508, 7,835,509, 7,839,984, 8,059,796, and 8,098,272, all entitled “Commercial 
Product Routing System With Video Vending Capability,” and 8,315,364, entitled “Commercial Product Routing System With 
Mobile Wireless And Video Vending Capability.” The complaint seeks an unspecified amount of damages, interest, and 
injunctive relief. In September 2013, the case was transferred to the United States District Court for the Western District of 
Washington. We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this matter.

In August 2013, Cellular Communications Equipment, LLC filed a complaint against Amazon.com, Inc. in the United 
States District Court for the Eastern District of Texas.  The complaint alleges, among other things, that certain Kindle devices 
infringe U.S. Patent Nos.: 6,819,923, entitled “Method For Communication Of Neighbor Cell Information”; 7,215,962, entitled 
“Method For An Intersystem Connection Handover”; 7,941,174, entitled “Method For Multicode Transmission By A 
Subscriber Station”; and 8,055,820, entitled “Apparatus, System, And Method For Designating A Buffer Status Reporting 
Format Based On Detected Pre-Selected Buffer Conditions.”  The complaint seeks an unspecified amount of damages and 
interest.  We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this matter.

Beginning in August 2013, a number of complaints were filed alleging, among other things, that Amazon.com, Inc. and 
several of its subsidiaries failed to compensate hourly workers for time spent waiting in security lines and otherwise violated 
federal and state wage and hour statutes and common law.  In August 2013, Busk v. Integrity Staffing Solutions, Inc. and 
Amazon.com, Inc. was filed in the United States District Court for the District of Nevada, and Vance v. Amazon.com, Inc., 
Zappos.com Inc., another affiliate of Amazon.com, Inc., and Kelly Services, Inc. was filed in the United States District Court 
for the Western District of Kentucky.  In September 2013, Allison v. Amazon.com, Inc. and Integrity Staffing Solutions, Inc. 
was filed in the United States District Court for the Western District of Washington, and Johnson v. Amazon.com, Inc. and an 
affiliate of Amazon.com, Inc. was filed in the United States District Court for the Western District of Kentucky.  In October 
2013, Davis v. Amazon.com, Inc., an affiliate of Amazon.com, Inc., and Integrity Staffing Solutions, Inc. was filed in the 
United States District Court for the Middle District of Tennessee.  The plaintiffs variously purport to represent a nationwide 
class of certain current and former employees under the Fair Labor Standards Act and/or state-law-based subclasses for certain 
current and former employees in states including Arizona, California, Pennsylvania, South Carolina, Kentucky, and Nevada, 
and one complaint asserts nationwide breach of contract and unjust enrichment claims.  The complaints seek an unspecified 
amount of damages, interest, injunctive relief, and attorneys’ fees.  We have been named in several other similar cases.  We 
dispute the allegations of wrongdoing and intend to defend ourselves vigorously in these matters.

In September 2013, Personalized Media Communications, LLC filed a complaint against Amazon.com, Inc. and Amazon 
Web Services, LLC in the United States District Court for the District of Delaware.  The complaint alleges, among other things, 
that the use of certain Kindle devices, Kindle apps and/or Amazon.com, Inc.’s website to purchase and receive electronic media 
infringes nine U.S. Patents:  Nos. 5,887,243, 7,801,304, 7,805,749, 7,940,931, 7,769,170, 7,864,956, 7,827,587, 8,046,791, and 
7,883,252, all entitled “Signal Processing Apparatus And Methods.” The complaint also alleges, among other things, that 
CloudFront, S3, and EC2 web services infringe three of those patents, Nos. 7,801,304, 7,864,956, and 7,827,587.  The 
complaint seeks an unspecified amount of damages, interest, and injunctive relief.  We dispute the allegations of wrongdoing 
and intend to defend ourselves vigorously in this matter.



59

In October 2013, Mobile Telecommunications Technologies, LLC filed a complaint against Amazon.com, Inc. for patent 
infringement in the United States District Court for the Eastern District of Texas. The complaint alleges, among other things, 
that our network operation centers and our mobile devices, such as Kindle Fire models based on the Android operating system 
that provide XMPP-compliant messaging services and applications, infringe U.S. Patent No. 5,809,428, entitled “Method And 
Device For Processing Undelivered Data Messages In A Two-Way Wireless Communications System.” The complaint also 
alleges that Amazon’s mobile devices infringe U.S. Patent No. 5,754,946, entitled “Nationwide Communication System,” and 
that Amazon.com, Inc. infringes U.S. Patent No. 5,786,748, entitled “Method And Apparatus For Giving Notification Of 
Express Mail Delivery,” by providing tracking and notification services to customers who purchase products directly from 
Amazon.com, Inc. The complaint seeks an unspecified amount of damages, enhanced damages, attorneys’ fees, costs, interest, 
and injunctive relief. We dispute the allegations of wrongdoing and intend to defend ourselves vigorously in this matter.

In October 2013, Tuxis Technologies, LLC filed a complaint against Amazon.com, Inc. for patent infringement in the 
United States District Court for District of Delaware. The complaint alleges, among other things, that “the Amazon.com 
website” with “recommendation features” infringes U.S. Patent No. 6,055,513, entitled “Methods And Apparatus For 
Intelligent Selection Of Goods And Services In Telephonic And Electronic Commerce.”  The complaint seeks an unspecified 
amount of damages, attorneys’ fees, costs, and interest. We dispute the allegations of wrongdoing and intend to defend 
ourselves vigorously in this matter.

In November 2013, Memory Integrity, LLC filed a complaint against Amazon.com, Inc. for patent infringement in the 
United States District Court for the District of Delaware. The complaint alleges, among other things, that certain Kindle devices 
infringe U.S. Patent No. 7,296,121, entitled “Reducing Probe Traffic In Multiprocessor Systems.” The complaint seeks an 
unspecified amount of damages, costs, expenses, and interest. We dispute the allegations of wrongdoing and intend to defend 
ourselves vigorously in this matter.

In November 2013, Vantage Point Technology, Inc. filed a complaint against Amazon.com, Inc. for patent infringement in 
the United States District Court for the Eastern District of Texas. The complaint alleges, among other things, that Kindle 
devices with a Cortex A-9 core processor and OMAP 4430 chipset, Kindle device HD tablets with a Cortex A-9 core processor 
and OMAP 4470 chipset, and Kindle devices with a Cortex A-8 core processor and Freescale MX50 family chipset infringe 
U.S. Patent No. 5,463,750, entitled “Method And Apparatus For Translating Virtual Addresses In A Data Processing System 
Having Multiple Instruction Pipelines And Separate TLB’s For Each Pipeline.” The complaint seeks an unspecified amount of 
damages, enhanced damages, costs, and interest. We dispute the allegations of wrongdoing and intend to defend ourselves 
vigorously in this matter.

In December 2013, Appistry, Inc. filed a complaint against Amazon.com, Inc. and Amazon Web Services, Inc. for patent 
infringement in the United States District Court for the Eastern District of Missouri. The complaint alleges, among other things, 
that Amazon’s Elastic Compute Cloud infringes U.S. Patent Nos. 8,200,746, entitled “System And Method For Territory-Based 
Processing Of Information,” and  8,341,209, entitled “System And Method For Processing Information Via Networked 
Computers Including Request Handlers, Process Handlers, And Task Handlers.” The complaint seeks injunctive relief, an 
unspecified amount of monetary damages, trebled damages, costs, and interest. We dispute the allegations of wrongdoing and 
intend to defend ourselves vigorously in this matter. 

In December 2013, Delaware Display Group LLC and Innovative Display Technologies LLC filed a complaint against 
Amazon.com, Inc. for patent infringement in the United States District Court for the District of Delaware. The complaint 
alleges, among other things, that Amazon’s tablets with liquid crystal displays infringe U.S. Patent Nos.: 6,755,547, 7,300,194, 
7,384,177, 7,404,660, 7,434,974, 7,357,370, and 8,215,816, all entitled “Light Emitting Panel Assemblies.” The complaint also 
alleges that tablets with liquid crystal displays infringe U.S. Patent No. 7,914,196, entitled “Light Redirecting Film Systems 
Having Pattern Of Variable Optical Elements.” The complaint seeks injunctive relief, an unspecified amount of monetary 
damages, costs, interest, and attorneys’ fees. We dispute the allegations of wrongdoing and intend to defend ourselves 
vigorously in this matter. 

In December 2013, ContentGuard Holdings, Inc. filed a complaint against Amazon.com, Inc. for patent infringement in 
the United States District Court for Eastern District of Texas. The complaint alleges, among other things, that certain digital 
rights management software used by various Kindle Fire software applications, including the Kindle Reader and Amazon 
Instant Video, infringe seven U.S. Patents:  Nos. 6,963,859, entitled “Content Rendering Repository”; 7,523,072, entitled 
“System For Controlling The Distribution And Use Of Digital Works”; 7,269,576, entitled “Content Rendering Apparatus”; 
8,370,956, entitled “System And Method For Rendering Digital Content In Accordance With Usage Rights Information”; 
8,393,007, entitled “System And Method For Distributing Digital Content In Accordance With Usage Rights Information”; 
7,225,160, entitled “Digital Works Having Usage Rights And Method For Creating The Same”; and 8,583,556, entitled 
“Method For Providing A Digital Asset For Distribution.”  The complaint seeks an unspecified amount of damages, an 
injunction, enhanced damages, attorneys’ fees, costs, and interest. We dispute the allegations of wrongdoing and intend to 
defend ourselves vigorously in this matter.
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The outcomes of our legal proceedings are inherently unpredictable, subject to significant uncertainties, and could be 
material to our operating results and cash flows for a particular period.  In addition, for some matters for which a loss is 
probable or reasonably possible, an estimate of the amount of loss or range of loss is not possible and we may be unable to 
estimate the possible loss or range of losses that could potentially result from the application of non-monetary remedies.

See also “Note 11—Income Taxes.”

Note 9—STOCKHOLDERS' EQUITY

Preferred Stock

We have authorized 500 million shares of $0.01 par value preferred stock. No preferred stock was outstanding for any 
period presented.

Common Stock

Common shares outstanding plus shares underlying outstanding stock awards totaled 476 million, 470 million, and 468 
million, as of December 31, 2013, 2012, and 2011. These totals include all vested and unvested stock awards outstanding, 
including those awards we estimate will be forfeited.

Stock Repurchase Activity

In January 2010, our Board of Directors authorized the Company to repurchase up to $2.0 billion of our common stock 
with no fixed expiration. We have $763 million remaining under the $2.0 billion repurchase program.

Stock Award Plans

Employees vest in restricted stock unit awards over the corresponding service term, generally between two and five 
years.

Stock Award Activity

The following table summarizes our restricted stock unit activity (in millions):
 

Number of Units

Weighted Average
Grant-Date
Fair Value

Outstanding as of January 1, 2011 14.0 $ 96
Units granted 5.4 193
Units vested (5.1) 73
Units forfeited (1.2) 122

Outstanding as of December 31, 2011 13.1 143
Units granted 8.2 209
Units vested (4.2) 110
Units forfeited (1.7) 168

Outstanding as of December 31, 2012 15.4 184
Units granted 7.2 283
Units vested (4.5) 160
Units forfeited (1.8) 209

Outstanding as of December 31, 2013 16.3 $ 233

Scheduled vesting for outstanding restricted stock units as of December 31, 2013, is as follows (in millions):

  Year Ended December 31,    

  2014 2015 2016 2017 2018 Thereafter Total

Scheduled vesting—restricted stock units 5.4 5.8 3.2 1.6 0.2 0.1 16.3
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As of December 31, 2013, there was $1.7 billion of net unrecognized compensation cost related to unvested stock-based 
compensation arrangements. This compensation is recognized on an accelerated basis with approximately half of the 
compensation expected to be expensed in the next twelve months, and has a weighted-average recognition period of 1.2 years.

During 2013 and 2012, the fair value of restricted stock units that vested was $1.4 billion and $928 million.

As matching contributions under our 401(k) savings plan, we granted 0.1 million shares of common stock in 2013 and 
2012. Shares granted as matching contributions under our 401(k) plan are included in outstanding common stock when issued.

Common Stock Available for Future Issuance

As of December 31, 2013, common stock available for future issuance to employees is 143 million shares.

Note 10—ACCUMULATED OTHER COMPREHENSIVE LOSS

Changes in the composition of accumulated other comprehensive loss for 2013, 2012, and 2011 are as follows (in 
millions):
 

Foreign currency
translation

adjustments

Unrealized gains on
available-for-sale

securities Total

Balances as of January 1, 2011 $ (203) $ 13 $ (190)
Other comprehensive income (loss) (123) (3) (126)
Balances as of December 31, 2011 (326) 10 (316)
Other comprehensive income 76 1 77
Balances as of December 31, 2012 (250) 11 (239)
Other comprehensive income (loss) 63 (9) 54
Balances as of December 31, 2013 $ (187) $ 2 $ (185)

Amounts included in accumulated other comprehensive loss are recorded net of their related income tax effects.

Note 11—INCOME TAXES

In 2013, 2012, and 2011, we recorded net tax provisions of $161 million, $428 million, and $291 million. We have tax 
benefits relating to excess stock-based compensation deductions and accelerated depreciation deductions that are being utilized 
to reduce our U.S. taxable income.  Accelerated depreciation deductions on qualifying property were a result of U.S. legislation 
that expired in December 2013. As such, cash taxes paid, net of refunds, were $169 million, $112 million, and $33 million for 
2013, 2012, and 2011.

The components of the provision for income taxes, net are as follows (in millions):

  Year Ended December 31,
  2013 2012 2011

Current taxes:
U.S. and state $ 144 $ 562 $ 103
International 173 131 52

Current taxes 317 693 155
Deferred taxes:

U.S. and state (133) (156) 157
International (23) (109) (21)

Deferred taxes (156) (265) 136
Provision for income taxes, net $ 161 $ 428 $ 291
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U.S. and international components of income before income taxes are as follows (in millions):

  Year Ended December 31,
  2013 2012 2011

U.S. $ 704 $ 882 $ 658
International (198) (338) 276

Income before income taxes $ 506 $ 544 $ 934

The items accounting for differences between income taxes computed at the federal statutory rate and the provision 
recorded for income taxes are as follows:
 

  Year Ended December 31,
  2013 2012 2011

Federal statutory rate 35.0% 35.0% 35.0%
Effect of:

Impact of foreign tax differential (8.1) 31.5 (8.4)
State taxes, net of federal benefits 2.7 0.2 1.5
Tax credits (16.6) (4.4) (3.2)
Nondeductible compensation 16.9 13.3 4.9
Domestic production activities deduction (2.1) — —
Other, net 4.0 3.0 1.4

Total 31.8% 78.6% 31.2%

Our effective tax rate in 2013 was lower than the 35% U.S. federal statutory rate and our effective tax rate in 2012 
primarily due to the favorable impact of earnings in lower tax rate jurisdictions, a decline in the proportion of our losses for 
which we may not realize a related tax benefit, and the retroactive extension of the U.S. federal research and development 
credit, which expired in December 2013. The favorable impact of earnings in lower tax rate jurisdictions primarily relates to 
our European operations, which are headquartered in Luxembourg. Losses for which we may not realize a related tax benefit, 
primarily due to losses of foreign subsidiaries, reduce our pre-tax income without a corresponding reduction in our tax expense, 
and therefore increase our effective tax rate. In 2013, we recognized tax benefits for a greater proportion of these losses as 
compared to 2012. We have recorded valuation allowances against the deferred tax assets associated with losses for which we 
may not realize a related tax benefit.

In 2012, our effective tax rate was higher than the 35% U.S. federal statutory rate and our effective tax rate in 2011 
primarily due to the adverse impact of foreign jurisdiction losses of subsidiaries primarily located outside of Europe for which 
we may not realize a tax benefit. The adverse impact of these losses was partially offset by the favorable impact of earnings in 
lower tax rate jurisdictions primarily related to our European operations. Additionally, our effective tax rate in 2012 was more 
volatile as compared to 2011 due to the lower level of pre-tax income generated during the year, relative to our tax expense. 
Our effective tax rate in 2012 was also adversely impacted by acquisitions (including integrations), audit developments, 
nondeductible expenses, and changes in tax law such as the expiration of the U.S. federal research and development credit at 
the end of 2011.

In 2011, the favorable impact of earnings in lower tax rate jurisdictions offset the adverse impact of foreign jurisdiction 
losses and as a result, the effective tax rate was lower than the 35% U.S. federal statutory rate.
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Deferred income tax assets and liabilities are as follows (in millions):
 

  December 31,
  2013 2012

Deferred tax assets:
Net operating losses U.S. - Federal/States (1) $ 53 $ 47
Net operating losses foreign (2) 427 289
Accrued liabilities, reserves, & other expenses 590 482
Stock-based compensation 396 281
Deferred revenue 249 129
Assets held for investment 164 129
Other items 177 133
Tax credits (3) 107 12

Total gross deferred tax assets 2,163 1,502
Less valuation allowance (4) (698) (415)

Deferred tax assets, net of valuation allowance 1,465 1,087
Deferred tax liabilities:

Depreciation & amortization (1,021) (698)
Acquisition related intangible assets (201) (274)
Other items (16) (29)

Net deferred tax assets, net of valuation allowance $ 227 $ 86
 ___________________

(1) Excluding $81 million and $9 million of deferred tax assets as of December 31, 2013 and 2012, related to net operating 
losses that result from excess stock-based compensation and for which any benefit realized will be recorded to 
stockholders’ equity.

(2) Excluding $2 million and $2 million of deferred tax assets as of December 31, 2013 and 2012, related to net operating 
losses that result from excess stock-based compensation and for which any benefit realized will be recorded to 
stockholders’ equity.

(3) Excluding $227 million and $146 million of deferred tax assets as of December 31, 2013 and 2012, related to tax 
credits that result from excess stock-based compensation and for which any benefit realized will be recorded to 
stockholders’ equity.

(4) Relates primarily to deferred tax assets that would only be realizable upon the generation of net income in certain 
foreign taxing jurisdictions and future capital gains.

As of December 31, 2013, our federal, foreign, and state net operating loss carryforwards for income tax purposes were 
approximately $275 million, $1.6 billion, and $880 million. The federal and state net operating loss carryforwards are subject to 
limitations under Section 382 of the Internal Revenue Code and applicable state tax law. If not utilized, a portion of the federal, 
foreign, and state net operating loss carryforwards will begin to expire in 2027, 2014, and 2014, respectively. As of 
December 31, 2013, our tax credit carryforwards for income tax purposes were approximately $334 million. If not utilized, a 
portion of the tax credit carryforwards will begin to expire in 2020. 

The Company’s consolidated balance sheets reflect tax credit carryforwards excluding amounts resulting from excess 
stock-based compensation. Accordingly, such credits from excess stock-based compensation are accounted for as an increase to 
additional paid-in capital if and when realized through a reduction in income taxes payable.

Tax Contingencies

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required in 
evaluating our tax positions and determining our provision for income taxes. During the ordinary course of business, there are 
many transactions and calculations for which the ultimate tax determination is uncertain. We establish reserves for tax-related 
uncertainties based on estimates of whether, and the extent to which, additional taxes will be due. These reserves are 
established when we believe that certain positions might be challenged despite our belief that our tax return positions are fully 
supportable. We adjust these reserves in light of changing facts and circumstances, such as the outcome of tax audits. The 
provision for income taxes includes the impact of reserve provisions and changes to reserves that are considered appropriate.
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The reconciliation of our tax contingencies is as follows (in millions):
 

  December 31,
  2013 2012 2011

Gross tax contingencies – January 1 $ 294 $ 229 $ 213
Gross increases to tax positions in prior periods 78 91 22
Gross decreases to tax positions in prior periods (18) (47) (3)
Gross increases to current period tax positions 54 26 4
Audit settlements paid (1) (4) (1)
Lapse of statute of limitations — (1) (6)
Gross tax contingencies – December 31 (1) $ 407 $ 294 $ 229

 ___________________
(1) As of December 31, 2013, we had $407 million of tax contingencies, of which $346 million, if fully recognized, would 

decrease our effective tax rate.

As of December 31, 2013 and 2012, we had accrued interest and penalties, net of federal income tax benefit, related to 
tax contingencies of $33 million and $25 million. Interest and penalties, net of federal income tax benefit, recognized for the 
years ended December 31, 2013, 2012, and 2011 was $8 million, $1 million, and $3 million.

We are under examination, or may be subject to examination, by the Internal Revenue Service (“IRS”) for the calendar 
year 2005 or thereafter. These examinations may lead to ordinary course adjustments or proposed adjustments to our taxes or 
our net operating losses. As previously disclosed, we have received Notices of Proposed Adjustment from the IRS for the 2005 
and 2006 calendar years relating to transfer pricing with our foreign subsidiaries. The IRS is seeking to increase our U.S. 
taxable income by an amount that would result in additional federal tax over a seven year period beginning in 2005, totaling 
approximately $1.5 billion, subject to interest. To date, we have not resolved this matter administratively and, in December 
2012, we petitioned the U.S. Tax Court to resolve the matter. We continue to disagree with these IRS positions and intend to 
contest them vigorously.

Certain of our subsidiaries are under examination or investigation or may be subject to examination or investigation by 
the French Tax Administration (“FTA”) for calendar year 2006 or thereafter. These examinations may lead to ordinary course 
adjustments or proposed adjustments to our taxes. While we have not yet received a final assessment from the FTA, in 
September 2012, we received proposed tax assessment notices for calendar years 2006 through 2010 relating to the allocation 
of income between foreign jurisdictions. The notices propose additional French tax of approximately $250 million, including 
interest and penalties through the date of the assessment. We disagree with the proposed assessment and intend to contest it 
vigorously. We plan to pursue all available administrative remedies at the FTA, and if we are not able to resolve this matter with 
the FTA, we plan to pursue judicial remedies. We are also subject to taxation in various states and other foreign jurisdictions 
including China, Germany, India, Japan, Luxembourg, and the United Kingdom. We are under, or may be subject to, audit or 
examination and additional assessments by these particular tax authorities for the calendar year 2003 and thereafter.

We expect the total amount of tax contingencies will grow in 2014. In addition, changes in state, federal, and foreign tax 
laws may increase our tax contingencies. The timing of the resolution of income tax examinations is highly uncertain, and the 
amounts ultimately paid, if any, upon resolution of the issues raised by the taxing authorities may differ from the amounts 
accrued. It is reasonably possible that within the next 12 months we will receive additional assessments by various tax 
authorities or possibly reach resolution of income tax examinations in one or more jurisdictions. These assessments or 
settlements may or may not result in changes to our contingencies related to positions on tax filings in years through 2013. The 
actual amount of any change could vary significantly depending on the ultimate timing and nature of any settlements. We 
cannot currently provide an estimate of the range of possible outcomes.

Note 12—SEGMENT INFORMATION

We have organized our operations into two segments: North America and International. We present our segment 
information along the same lines that our Chief Executive Officer reviews our operating results in assessing performance and 
allocating resources.

We allocate to segment results the operating expenses “Fulfillment,” “Marketing,” “Technology and content,” and 
“General and administrative,” but exclude from our allocations the portions of these expense lines attributable to stock-based 
compensation. We do not allocate the line item “Other operating expense (income), net” to our segment operating results. A 
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majority of our costs for “Technology and content” are incurred in the U.S. and most of these costs are allocated to our North 
America segment. There are no internal revenue transactions between our reporting segments.

North America

The North America segment consists of amounts earned from retail sales of consumer products (including from sellers) 
and subscriptions through North America-focused websites such as www.amazon.com and www.amazon.ca and include 
amounts earned from AWS. This segment includes export sales from www.amazon.com and www.amazon.ca.

International

The International segment consists of amounts earned from retail sales of consumer products (including from sellers) and 
subscriptions through internationally-focused websites. This segment includes export sales from these internationally based 
websites (including export sales from these sites to customers in the U.S. and Canada), but excludes export sales from our U.S. 
and Canadian websites.

Information on reportable segments and reconciliation to consolidated net income (loss) is as follows (in millions):

   Year Ended December 31,
  2013 2012 2011

North America
Net sales $ 44,517 $ 34,813 $ 26,705
Segment operating expenses (1) 42,631 33,221 25,772
Segment operating income $ 1,886 $ 1,592 $ 933

International
Net sales $ 29,935 $ 26,280 $ 21,372
Segment operating expenses (1) 29,828 26,204 20,732
Segment operating income $ 107 $ 76 $ 640

Consolidated
Net sales $ 74,452 $ 61,093 $ 48,077
Segment operating expenses (1) 72,459 59,425 46,504
Segment operating income 1,993 1,668 1,573
Stock-based compensation (1,134) (833) (557)
Other operating income (expense), net (114) (159) (154)
Income from operations 745 676 862
Total non-operating income (expense) (239) (132) 72
Provision for income taxes (161) (428) (291)
Equity-method investment activity, net of tax (71) (155) (12)
Net income (loss) $ 274 $ (39) $ 631

___________________
(1) Represents operating expenses, excluding stock-based compensation and “Other operating expense (income), net,” 

which are not allocated to segments.

Net sales of similar products and services were as follows (in millions):

   Year Ended December 31,
  2013 2012 2011

Net Sales:
Media $ 21,716 $ 19,942 $ 17,779
Electronics and other general merchandise 48,802 38,628 28,712
Other (1) 3,934 2,523 1,586

$ 74,452 $ 61,093 $ 48,077
___________________
(1) Includes sales from non-retail activities, such as AWS, advertising services, and our co-branded credit card agreements.
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Net sales generated from these internationally-focused websites are denominated in local functional currencies. Revenues 
are translated at average rates prevailing throughout the period. Net sales attributed to foreign countries are as follows (in 
millions):
 

  Year Ended December 31,
  2013 2012 2011

Germany $ 10,535 $ 8,732 $ 7,230
Japan 7,639 7,800 6,576
United Kingdom 7,291 6,478 5,348

Total assets, property and equipment, net, and total property and equipment additions, by geography, reconciled to 
consolidated amounts are (in millions):
 

  December 31,
  2013 2012

North America
Total assets $ 26,108 $ 20,703
Property and equipment, net 8,447 5,481
Total property and equipment additions 4,837 3,348

International
Total assets $ 14,051 $ 11,852
Property and equipment, net 2,502 1,579
Total property and equipment additions 1,536 969

Consolidated
Total assets $ 40,159 $ 32,555
Property and equipment, net 10,949 7,060
Total property and equipment additions 6,373 4,317

Except for the U.S., property and equipment, net, in any single country was less than 10% of consolidated property and 
equipment, net.

Depreciation expense, by segment, is as follows (in millions):
 

  Year Ended December 31,
  2013 2012 2011

North America $ 1,863 $ 1,229 $ 795
International 597 424 239

Consolidated $ 2,460 $ 1,653 $ 1,034
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Note 13—QUARTERLY RESULTS (UNAUDITED)

The following tables contain selected unaudited statement of operations information for each quarter of 2013 and 2012. 
The following information reflects all normal recurring adjustments necessary for a fair presentation of the information for the 
periods presented. The operating results for any quarter are not necessarily indicative of results for any future period. Our 
business is affected by seasonality, which historically has resulted in higher sales volume during our fourth quarter. Unaudited 
quarterly results are as follows (in millions, except per share data):
 

  Year Ended December 31, 2013 (1)

 
Fourth
Quarter

Third
Quarter

Second
Quarter

First
Quarter

Net sales $ 25,587 $ 17,092 $ 15,704 $ 16,070
Income (loss) from operations $ 510 $ (25) $ 79 $ 181
Income (loss) before income taxes $ 451 $ (43) $ 17 $ 81
Provision (benefit) for income taxes $ 179 $ (12) $ 13 $ (18)
Net income (loss) $ 239 $ (41) $ (7) $ 82
Basic earnings per share $ 0.52 $ (0.09) $ (0.02) $ 0.18
Diluted earnings per share $ 0.51 $ (0.09) $ (0.02) $ 0.18
Shares used in computation of earnings per share:

Basic 458 457 456 455
Diluted 467 457 456 463

Year Ended December 31, 2012 (1)

 
Fourth
Quarter

Third
Quarter

Second
Quarter

First
Quarter

Net sales $ 21,268 $ 13,806 $ 12,834 $ 13,185
Income (loss) from operations $ 405 $ (28) $ 107 $ 192
Income (loss) before income taxes $ 337 $ (22) $ 146 $ 84
Provision for income taxes $ 194 $ 83 $ 109 $ 43
Net income (loss) $ 97 $ (274) $ 7 $ 130
Basic earnings per share $ 0.21 $ (0.60) $ 0.02 $ 0.29
Diluted earnings per share $ 0.21 $ (0.60) $ 0.01 $ 0.28
Shares used in computation of earnings per share:

Basic 454 452 451 453
Diluted 461 452 458 460

 ___________________
(1) The sum of quarterly amounts, including per share amounts, may not equal amounts reported for year-to-date periods. 

This is due to the effects of rounding and changes in the number of weighted-average shares outstanding for each 
period.
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Item 9. Changes in and Disagreements with Accountants On Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures 

We carried out an evaluation required by the Securities Exchange Act of 1934 (the “1934 Act”), under the supervision 
and with the participation of our principal executive officer and principal financial officer, of the effectiveness of the design and 
operation of our disclosure controls and procedures, as defined in Rule 13a-15(e) of the 1934 Act, as of December 31, 2013. 
Based on this evaluation, our principal executive officer and principal financial officer concluded that, as of December 31, 
2013, our disclosure controls and procedures were effective to provide reasonable assurance that information required to be 
disclosed by us in the reports that we file or submit under the 1934 Act is recorded, processed, summarized, and reported within 
the time periods specified in the SEC’s rules and forms and to provide reasonable assurance that such information is 
accumulated and communicated to our management, including our principal executive officer and principal financial officer, as 
appropriate to allow timely decisions regarding required disclosure.

Management’s Report on Internal Control over Financial Reporting 
Management is responsible for establishing and maintaining adequate internal control over financial reporting, as defined 

in Rule 13a-15(f) of the 1934 Act. Management has assessed the effectiveness of our internal control over financial reporting as 
of December 31, 2013 based on criteria established in Internal Control-Integrated Framework (1992) issued by the Committee 
of Sponsoring Organizations of the Treadway Commission. As a result of this assessment, management concluded that, as of 
December 31, 2013, our internal control over financial reporting was effective in providing reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. Ernst & Young has independently assessed the effectiveness of our internal control over 
financial reporting and its report is included below. 

Changes in Internal Control Over Financial Reporting 
There were no changes in our internal control over financial reporting during the quarter ended December 31, 2013 that 

materially affected, or are reasonably likely to materially affect, our internal control over financial reporting. 

Limitations on Controls 
Our disclosure controls and procedures and internal control over financial reporting are designed to provide reasonable 

assurance of achieving their objectives as specified above. Management does not expect, however, that our disclosure controls 
and procedures or our internal control over financial reporting will prevent or detect all error and fraud. Any control system, no 
matter how well designed and operated, is based upon certain assumptions and can provide only reasonable, not absolute, 
assurance that its objectives will be met. Further, no evaluation of controls can provide absolute assurance that misstatements 
due to error or fraud will not occur or that all control issues and instances of fraud, if any, within the Company have been 
detected. 
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Report of Independent Registered Public Accounting Firm 
The Board of Directors and Shareholders 
Amazon.com, Inc. 

We have audited Amazon.com, Inc.’s internal control over financial reporting as of December 31, 2013, based on criteria 
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (1992 framework) (the COSO criteria). Amazon.com, Inc.’s management is responsible for maintaining effective 
internal control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting 
included in the accompanying Management’s Report on Internal Control over Financial Reporting. Our responsibility is to 
express an opinion on the Company’s internal control over financial reporting based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective 
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding 
of internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design 
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we 
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures 
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the 
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the company’s assets that could have a material effect on the financial statements. 

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

In our opinion, Amazon.com, Inc. maintained, in all material respects, effective internal control over financial reporting 
as of December 31, 2013, based on the COSO criteria. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated balance sheets of Amazon.com, Inc. as of December 31, 2013 and 2012, and the related consolidated 
statements of operations, comprehensive income, stockholders’ equity, and cash flows for each of the three years in the period 
ended December 31, 2013 of Amazon.com, Inc. and our report dated January 30, 2014 expressed an unqualified opinion 
thereon. 

/s/ Ernst & Young LLP

Seattle, Washington 
January 30, 2014 
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Item 9B. Other Information 
None. 

PART III 

Item 10. Directors, Executive Officers, and Corporate Governance 
Information regarding our Executive Officers required by Item 10 of Part III is set forth in Item 1 of Part I “Business—

Executive Officers and Directors.” Information required by Item 10 of Part III regarding our Directors and any material 
changes to the process by which security holders may recommend nominees to the Board of Directors is included in our Proxy 
Statement relating to our 2014 Annual Meeting of Shareholders, and is incorporated herein by reference. Information relating to 
our Code of Business Conduct and Ethics and to compliance with Section 16(a) of the 1934 Act is set forth in our Proxy 
Statement relating to our 2014 Annual Meeting of Shareholders and is incorporated herein by reference. To the extent 
permissible under Nasdaq rules, we intend to disclose amendments to our Code of Business Conduct and Ethics, as well as 
waivers of the provisions thereof, on our investor relations website under the heading “Corporate Governance” at 
www.amazon.com/ir. 

Item 11. Executive Compensation 
Information required by Item 11 of Part III is included in our Proxy Statement relating to our 2014 Annual Meeting of 

Shareholders and is incorporated herein by reference. 

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters 
Information required by Item 12 of Part III is included in our Proxy Statement relating to our 2014 Annual Meeting of 

Shareholders and is incorporated herein by reference. 

Item 13. Certain Relationships and Related Transactions 
Information required by Item 13 of Part III is included in our Proxy Statement relating to our 2014 Annual Meeting of 

Shareholders and is incorporated herein by reference. 

Item 14. Principal Accountant Fees and Services 
Information required by Item 14 of Part III is included in our Proxy Statement relating our 2014 Annual Meeting of 

Shareholders and is incorporated herein by reference. 
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PART IV 

 
Item 15. Exhibits, Financial Statement Schedules 

(a) List of Documents Filed as a Part of This Report: 
(1) Index to Consolidated Financial Statements: 

Report of Ernst & Young LLP, Independent Registered Public Accounting Firm 

Consolidated Statements of Cash Flows for each of the three years ended December 31, 2013 

Consolidated Statements of Operations for each of the three years ended December 31, 2013 

  Consolidated Statements of Comprehensive Income for each of the three years ended December 31, 2013 

Consolidated Balance Sheets as of December 31, 2013 and 2012 

Consolidated Statements of Stockholders’ Equity for each of the three years ended December 31, 2013 

Notes to Consolidated Financial Statements 

Report of Ernst & Young LLP, Independent Registered Public Accounting Firm 

(2) Index to Financial Statement Schedules: 
All schedules have been omitted because the required information is included in the consolidated financial 

statements or the notes thereto, or because it is not required. 

(3) Index to Exhibits 
See exhibits listed under the Exhibit Index below. 
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused 
this Report to be signed on its behalf by the undersigned, thereunto duly authorized, as of January 30, 2014. 
 

AMAZON.COM, INC.

By: /s/ Jeffrey P. Bezos
Jeffrey P. Bezos

President, Chief Executive Officer,
and Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following 
persons on behalf of the registrant and in the capacities indicated as of January 30, 2014. 

 

Signature Title

/s/ Jeffrey P. Bezos
Jeffrey P. Bezos Chairman of the Board, President, and Chief Executive Officer

(Principal Executive Officer)

/s/ Thomas J. Szkutak
Thomas J. Szkutak Senior Vice President and Chief Financial Officer (Principal

Financial Officer)

/s/ Shelley Reynolds
Shelley Reynolds Vice President, Worldwide Controller (Principal Accounting

Officer)

/s/ Tom A. Alberg
Tom A. Alberg Director

/s/ John Seely Brown
John Seely Brown Director

/s/ William B. Gordon
William B. Gordon Director

/s/ Jamie S. Gorelick
Jamie S. Gorelick Director

/s/ Alain Monié
Alain Monié Director

/s/ Jonathan J. Rubinstein
Jonathan J. Rubinstein Director

/s/ Thomas O. Ryder
Thomas O. Ryder Director

/s/ Patricia Q. Stonesifer
Patricia Q. Stonesifer Director
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EXHIBIT INDEX 
 

Exhibit
Number Description

2.1 Form of Purchase and Sale Agreement dated as of October 1, 2012, between Acorn Development LLC, a wholly
owned subsidiary of the Company, and Lake Union III LLC, Lake Union IV LLC, City Place V LLC, City Place II
LLC, City Place III LLC, City Place IV LLC, and City Place V LLC, respectively (incorporated by reference to the
Company’s Annual Report on Form 10-K for the Year ended December 31, 2012).

3.1 Restated Certificate of Incorporation of the Company (incorporated by reference to the Company’s Quarterly
Report on Form 10-Q for the Quarter ended March 31, 2000).

3.2 Restated Bylaws of the Company (incorporated by reference to the Company’s Current Report on Form 8-K, filed
February 18, 2009).

4.1 Indenture, dated as of November 29, 2012, between Amazon.com, Inc. and Wells Fargo Bank, National
Association, as trustee, and Form of 0.650% Note due 2015, Form of 1.200% Note due 2017, and Form of 2.500%
Note due 2022 (incorporated by reference to the Company’s Current Report on Form 8-K, filed November 29,
2012).

  10.1† 1997 Stock Incentive Plan (amended and restated) (incorporated by reference to the Company’s Quarterly Report
on Form 10-Q for the Quarter ended March 31, 2013).

  10.2† 1999 Nonofficer Employee Stock Option Plan (amended and restated) (incorporated by reference to the
Company’s Quarterly Report on Form 10-Q for the Quarter ended March 31, 2013).

  10.3† Offer Letter of Employment to Diego Piacentini, dated January 17, 2000 (incorporated by reference to the
Company’s Annual Report on Form 10-K for the Year Ended December 31, 2000).

  10.4† Form of Indemnification Agreement between the Company and each of its Directors (incorporated by reference to
the Company’s Registration Statement on Form S-1 (Registration No. 333-23795) filed March 24, 1997).

  10.5† Form of Restricted Stock Unit Agreement for Officers and Employees (incorporated by reference to the
Company’s Annual Report on Form 10-K for the Year Ended December 31, 2002).

  10.6† Form of Restricted Stock Unit Agreement for Directors (incorporated by reference to the Company’s Annual
Report on Form 10-K for the Year Ended December 31, 2002).

  10.7† Form of Restricted Stock Agreement (incorporated by reference to the Company’s Annual Report on Form 10-K
for the Year Ended December 31, 2001).

12.1 Computation of Ratio of Earnings to Fixed Charges.

21.1 List of Significant Subsidiaries.

23.1 Consent of Ernst & Young LLP, Independent Registered Public Accounting Firm.

31.1 Certification of Jeffrey P. Bezos, Chairman and Chief Executive Officer of Amazon.com, Inc., pursuant to Rule
13a-14(a) under the Securities Exchange Act of 1934.

31.2 Certification of Thomas J. Szkutak, Senior Vice President and Chief Financial Officer of Amazon.com, Inc.,
pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

32.1 Certification of Jeffrey P. Bezos, Chairman and Chief Executive Officer of Amazon.com, Inc., pursuant to 18
U.S.C. Section 1350.

32.2 Certification of Thomas J. Szkutak, Senior Vice President and Chief Financial Officer of Amazon.com, Inc.,
pursuant to 18 U.S.C. Section 1350.

101 The following financial statements from the Company’s Annual Report on Form 10-K for the year ended
December 31, 2013, formatted in XBRL: (i) Consolidated Statements of Cash Flows, (ii) Consolidated Statements
of Operations, (iii) Consolidated Statements of Comprehensive Income, (iv) Consolidated Balance Sheets, (v)
Consolidated Statements of Stockholders’ Equity, and (vi) Notes to Consolidated Financial Statements, tagged as
blocks of text and including detailed tags.

___________________
 

† Executive Compensation Plan or Agreement 



Stock Price Performance Graph

The graph set forth below compares cumulative total return on the common stock with the cumulative total
return of the Morgan Stanley Technology Index, the S&P 500 Index, and the S&P 500 Retailing Index, resulting
from an initial investment of $100 in each and, except in the case of the Morgan Stanley Technology Index,
assuming the reinvestment of any dividends, based on closing prices. Measurement points are the last trading day
of each of Amazon’s fiscal years ended December 31, 2008, 2009, 2010, 2011, 2012, and 2013.
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Note: Stock price performance shown in the Stock Price Performance Graph for the common stock is
historical and not necessarily indicative of future price performance.
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

(Mark one) FORM 10-K

È ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 29, 2012
OR

‘ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

COMMISSION FILE NUMBER 1-35491

Kraft Foods Group, Inc.

(Exact name of registrant as specified in its charter)

Virginia 36-3083135
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

Three Lakes Drive, Northfield, Illinois 60093-2753
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: 847-646-2000

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered

Common Stock, no par value The NASDAQ Stock Market LLC

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ‘ No È

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes ‘ No È

Note: Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the
Exchange Act from their obligations under those Sections.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes È No ‘

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes È No ‘

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this chapter) is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ‘

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a
smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule
12b-2 of the Exchange Act. (Check one):

Large accelerated filer ‘ Accelerated filer ‘ Non-accelerated filer È Smaller reporting company ‘

(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes ‘ No È

As of June 30, 2012, the registrant’s common stock was not publicly traded. At February 23, 2013, there were 593,372,593
shares of the registrant’s common stock outstanding.

Documents Incorporated by Reference

Portions of the registrant’s definitive proxy statement to be filed with the Securities and Exchange Commission in connection
with its annual meeting of shareholders expected to be held on May 22, 2013 are incorporated by reference into Part III hereof.
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Forward-looking Statements

This report contains a number of forward-looking statements. Words such as “anticipate,” “estimate,” “expect,” “project,”
“intend,” “plan,” “continue,” “believe,” “may,” “will,” and variations of such words and similar expressions are intended to
identify our forward-looking statements. Examples of forward-looking statements include, but are not limited to,
statements, beliefs, and expectations regarding the Spin-Off and our business, dividends, the impact of new accounting
standards and accounting changes, commodity costs, costs incurred in connection with the Spin-Off (as defined below),
the Restructuring Program (as defined below), hedging activities, results of legal matters, our goodwill and other intangible
assets, price volatility and cost environment, our liquidity, our funding sources, our postemployment benefit plans,
including expected contributions, obligations, rates of return and costs, our capital expenditures and funding, our debt, off-
balance sheet arrangements and contractual obligations, general views about future operating results, our risk
management program, and other events or developments that we expect or anticipate will occur in the future.

These forward-looking statements are not guarantees of future performance and are subject to a number of risks and
uncertainties, many of which are beyond our control. The cautionary statements contained in the “Risk Factors” found in
this Annual Report on Form 10-K identify important factors that could cause actual results to differ materially from those in
our forward-looking statements. These factors include, but are not limited to, increased competition; our ability to
differentiate our products from retailer and economy brands; our ability to maintain our reputation and brand image;
increasing consolidation of retail customers; changes in relationships with our significant customers and suppliers;
continued volatility and sharp increases in commodity and other input costs; pricing actions; increased costs of sales;
product recalls and product liability claims; unanticipated business disruptions; our ability to predict, identify and interpret
changes in consumer preferences and demand; a shift in our product mix to lower margin offerings; unexpected safety or
manufacturing issues, regulatory or legal restrictions, actions or delays, unanticipated expenses such as litigation or legal
settlement expenses; our ability to complete potential divestitures or acquisitions; our ability to realize the expected
benefits of acquisitions if they are completed; our indebtedness and our ability to pay our indebtedness; disruptions in our
information technology networks and systems; our inability to protect our intellectual property rights; continued consumer
weakness; weakness in economic conditions; tax law changes; the qualification of the Distribution and the Internal Spin-
Off Transactions (each as defined below) for non-recognition treatment for U.S. federal income tax purposes (as well as
any related indemnification obligation to Mondelēz International, Inc. (“Mondelēz International,” formerly Kraft Foods Inc.)
in case such transactions do not so qualify); the qualification of the Canadian aspects of the Internal Spin-Off Transactions
for tax-deferred treatment for Canadian federal and provincial income tax purposes; the restrictions we agreed to in order
to preserve the non-recognition treatment of the Internal Spin-Off Transactions and the Distribution; our ability to achieve
the benefits we expect to achieve from the Spin-Off and to do so in a timely and cost-effective manner; our lack of
operating history as an independent, publicly traded company; future competition from Mondelēz International; and the
incurrence of substantial indebtedness in connection with the Spin-Off and any potential related reductions in spending on
our business activities. We disclaim and do not undertake any obligation to update or revise any forward-looking statement
in this report, except as required by applicable law or regulation.

PART I

Item 1. Business.

General

Kraft Foods Group is one of the largest consumer packaged food and beverage companies in North America and one of
the largest worldwide among publicly traded consumer packaged food and beverage companies with net revenues of
$18.3 billion and earnings from continuing operations before income taxes of $2.5 billion in 2012. We manufacture and
market food and beverage products, including refrigerated meals, refreshment beverages and coffee, cheese, and other
grocery products, primarily in the United States and Canada, under a host of iconic brands. Our product categories span
breakfast, lunch, and dinner meal occasions, both at home and in foodservice locations. At December 29, 2012, we had
assets of $23.3 billion. We are a member of the Standard & Poor’s 500 Index.

Our diverse brand portfolio consists of many of the most popular food brands in North America, including two brands with
annual net revenues exceeding $1 billion each - Kraft cheeses, dinners, and dressings and Oscar Mayer meats - plus over
25 brands with annual net revenues of between $100 million and $1 billion each. In the United States, based on dollar
share in 2012, we hold the number one branded market share position in 11 of our top 17 product categories and the
number two branded share position in the remaining six product categories. The 11 product categories with the number
one branded share position contributed more than 50% of our 2012 U.S. retail net revenues while our top 17 product
categories contributed more than 80% of our 2012 U.S. retail net revenues.
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We were initially organized as a Delaware corporation in 1980. In March 2012, we redomesticated to Virginia and changed
our name from “Kraft Foods Global, Inc.” to “Kraft Foods Group, Inc.” We were a wholly owned subsidiary of Mondelēz
International until October 1, 2012. On that date, Mondelēz International spun-off Kraft Foods Group, comprising its North
American grocery business, to Mondelēz International’s shareholders (“Spin-Off”). In connection with the Spin-Off,
Mondelēz International undertook a series of transactions to separate net assets and entities. As a result of these
transactions, Mondelēz International now holds the global snacks business, and we, Kraft Foods Group, now hold the
North American grocery business.

To effect the Spin-Off, Mondelēz International distributed all of the shares of Kraft Foods Group common stock owned by
Mondelēz International to its shareholders on October 1, 2012 (“Distribution”). Holders of Mondelēz International common
stock received one share of Kraft Foods Group common stock for every three shares of Mondelēz International common
stock held on September 19, 2012. Mondelēz International structured the distribution to be tax free to its U.S. shareholders
for U.S. federal income tax purposes. As a result of the Spin-Off, we now operate as an independent, publicly traded
company.

In December 2012, we changed our fiscal year end from December 31 to the last Saturday in December. Therefore, our
2012 fiscal year ended on December 29, 2012.

Reportable Segments

We manage and report operating results through five reportable segments. Our reportable segments are Beverages,
Cheese, Refrigerated Meals, Grocery, and International & Foodservice.

Our principal brands and products within each reportable segment at December 29, 2012 were:

Beverages Maxwell House, Gevalia, and Yuban coffees; Tassimo hot beverage system (under
license from Mondelēz International); Capri Sun (under license) and Kool-Aid
packaged juice drinks; Crystal Light, Kool-Aid, and Country Time powdered
beverages; and MiO liquid concentrate.

Cheese Kraft and Cracker Barrel natural cheeses; Philadelphia cream cheese; Kraft and
Deli Deluxe processed cheese slices; Velveeta and Cheez Whiz processed cheeses;
Kraft grated cheeses; Polly-O and Athenos cheese; and Breakstone’s and Knudsen
cottage cheese and sour cream.

Refrigerated Meals Oscar Mayer cold cuts, hot dogs, and bacon; Lunchables lunch combinations;
Claussen pickles; and Boca soy-based meat alternatives.

Grocery Planters nuts, peanut butter, and trail mixes; Kraft and Kraft Deluxe macaroni and
cheese dinners; Kraft and Miracle Whip spoonable dressings; Kraft and Good
Seasons salad dressings; Velveeta shells and cheese dinners; Jell-O dry packaged
desserts; Jell-O refrigerated gelatin and pudding snacks; Cool Whip whipped topping;
A.1. steak sauce; Kraft and Bull’s-Eye barbecue sauces; Stove Top stuffing mix; Jet-
Puffed marshmallows; Velveeta Cheesy Skillets and Taco Bell Home Originals (under
license) meal kits; Shake ‘N Bake coatings; Baker’s chocolate and baking ingredients;
and Grey Poupon premium mustards.

International &

Foodservice

International & Foodservice products span all of our segments. Canadian brand
offerings include Kraft peanut butter and Nabob coffee, as well as a range of products
bearing brand names similar to those marketed in the U.S. The Foodservice business
sells primarily branded products including Maxwell House coffee, A.1. steak sauce,
and a broad array of Kraft sauces, dressings and cheeses.
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Products which contributed 10% or more to consolidated net revenues for the years ended December 29,
2012, December 31, 2011, or December 31, 2010, were:

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

Cheese and dairy 31% 30% 29%
Meat and meat alternatives 15% 15% 14%
Meals 11% 10% 10%
Enhancers 10% 10% 10%
Refreshment beverages 10% 11% 10%
Coffee 8% 9% 11%

See Note 16, Segment Reporting, to the consolidated financial statements for net revenues, earnings from continuing
operations before income taxes, and total assets by segment.

Significant Divestitures

Pizza Divestiture:
On March 1, 2010, we completed the sale of the assets of our North American frozen pizza business (“Frozen Pizza”) to
Nestlé USA, Inc. (“Nestlé”) for $3.7 billion. The Frozen Pizza business was a component of our Refrigerated Meals and
International & Foodservice segments. The sale included the DiGiorno, Tombstone, and Jack’s brands in the U.S., the
Delissio brand in Canada and the California Pizza Kitchen trademark license. It also included two Wisconsin
manufacturing facilities (Medford and Little Chute) and the leases for the pizza depots and delivery trucks. Approximately
3,600 of our employees transferred with the business to Nestlé. As a result of the divestiture, we recorded a gain on
discontinued operations of $1,596 million, net of taxes, in 2010.

See Note 2, Divestitures, to our consolidated financial statements for additional information on these transactions.

Customers

We sell our products primarily to supermarket chains, wholesalers, supercenters, club stores, mass merchandisers,
distributors, convenience stores, drug stores, value stores, and other retail food outlets in the United States and Canada.

Our five largest customers accounted for approximately 42% of our net revenues in 2012, while our ten largest customers
accounted for approximately 55%. One of our customers, Wal-Mart Stores, Inc., accounted for approximately 25% of our
combined net revenues in 2012.

Sales

Our direct customer teams work with the headquarter operations of our customers and manage our customer
relationships. These teams collaborate with customers on developing strategies for new item introduction, category and
assortment management, shopper insights, shopper marketing, trade and promotional planning, and retail pricing
solutions. We have a dedicated headquarter customer team covering all of our product lines for many of our largest
customers, and we pool resources across our product lines to provide support to regional retailers. We also provide many
of our retail partners with strategic advice regarding product categories.

Our breadth of product lines and scale throughout the retail environment are supported by two sales agencies within our
customers’ stores. Acosta Sales & Marketing supports our grocery and mass channel customers, while CROSSMARK
supports our convenience store retail partners. Both Acosta and CROSSMARK are extensions of our direct customer
teams and are managed by our sales leadership. Both sales agencies provide in-store support of product placement,
distribution and promotional execution.

We also utilize sales agencies, distributors, or other similar arrangements to sell our products in Puerto Rico and in
markets outside of the United States and Canada.
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Marketing and Advertising

We support our brands with marketing and advertising campaigns and consumer promotions. We work with third-party
vendors, such as ACNielsen, to capture and analyze consumer buying patterns and product trends, and we use our deep
consumer knowledge to develop marketing programs and merchandising activities.

Raw Materials and Packaging

We use large quantities of commodities, including dairy products, coffee beans, meat products, wheat, corn products,
soybean and vegetable oils, nuts, and sugar and other sweeteners, to manufacture our products. In addition, we use
significant quantities of resins and cardboard to package our products and energy to operate our factories and
warehouses. For commodities that we use across many of our product categories, such as corrugated paper and energy,
we coordinate sourcing requirements and centralize procurement to leverage our scale. In addition, some of our product
lines and brands separately source raw materials that are specific to their operations.

We purchase from numerous sources, from large, international producers to smaller, local independent sellers. We have
preferred purchaser status and/or have developed strategic partnerships with many of our suppliers, and consequently
enjoy favorable pricing and dependable supply for many of our commodities. The prices of raw materials and agricultural
materials that we use in our products are affected by external factors, such as global competition for resources, currency
fluctuations, severe weather or global climate change, consumer or industrial demand, and changes in governmental
regulation and trade, alternative energy, and agricultural programs.

The most significant cost component of our cheese products is dairy commodities, including milk and cheese. We
purchase our dairy raw material requirements from independent third parties, such as agricultural cooperatives and
independent processors. Market supply and demand, as well as government programs, substantially influence the prices
for milk and other dairy products. The most significant cost component of our coffee products is coffee beans, which we
purchase on world markets. Quality and availability of supply, changes in the value of the U.S. dollar in relation to certain
other currencies, and consumer demand for coffee products impact coffee bean prices. Significant cost components in our
meat business include pork, beef, and poultry, which we purchase from domestic markets. Livestock feed costs and the
global demand for U.S. meats influence the prices of these meat products. Other significant cost components in our
grocery products are grains, including wheat, sugar, and soybean oil.

Our risk management group works with our procurement teams to continuously monitor worldwide supply and cost trends
so we can obtain ingredients and packaging needed for production on favorable terms. Although the prices of our principal
raw materials can be expected to fluctuate, we believe there will be an adequate supply of the raw materials we use and
that they are generally available from numerous sources. Our risk management group uses a range of hedging techniques
to limit the impact of price fluctuations in our principal raw materials. However, we do not fully hedge against changes in
commodity prices, and our hedging strategies may not protect us from increases in specific raw material costs. We monitor
any exposure we have to increased commodity costs so that we can adjust our pricing to offset higher costs.

Manufacturing and Processing

We manufacture our products in our network of manufacturing and processing facilities located throughout North America.
As of December 29, 2012, we operated 37 manufacturing and processing facilities in the United States and three in
Canada. We own all 40 of these facilities.

While some of our plants are dedicated to the production of specific products or brands - our Madison, Wisconsin plant, for
example, manufactures only Oscar Mayer products - other plants can accommodate multiple product lines. We
manufacture our Beverages products in nine locations, our Cheese products in 13 locations, our Refrigerated Meals
products in nine locations, and our Grocery products in 15 locations. We maintain all of our manufacturing and processing
facilities in good condition and believe they are suitable and adequate for our present needs. From time to time, we enter
into co-manufacturing arrangements with third parties if we determine it is advantageous to outsource the production of
any of our products.
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Distribution

We distribute our products through our network of 42 owned and leased distribution centers. As of December 29, 2012, we
distributed via 39 distribution centers in the United States and three in Canada. We own four and lease 38 of these
distribution centers. In addition, third-party logistics providers perform storage and distribution services for us to support
our distribution network.

We rely on common carriers and our private fleet to transport our products from our manufacturing and processing
facilities to our distribution facilities and on to our customers. Our distribution facilities generally accommodate all of our
product lines from each of our segments and have the capacity to store refrigerated, dry, and frozen goods. We assemble
customer orders for multiple products at the distribution facilities and deliver them by common carrier or our private fleet to
our customers’ warehouses. We maintain all of our distribution facilities in good condition and believe they have sufficient
capacity to meet our present distribution needs.

Competition

We face competition in all aspects of our business. Competitors include large national and international companies and
numerous local and regional companies. We also compete with generic products and retailer brands, wholesalers, and
cooperatives. We compete primarily on the basis of product quality and innovation, brand recognition and loyalty, service,
the ability to identify and satisfy consumer preferences, and price. Improving our market position or introducing a new
product requires substantial advertising and promotional expenditures.

Trademarks and Intellectual Property

Our trademarks are material to our business and are among our most valuable assets. Some of our significant trademarks
include Baker’s, Cheez Whiz, Cool Whip, Cracker Barrel, Crystal Light, Jell-O, Kool-Aid, Kraft, Lunchables, MiO, Miracle
Whip, Oscar Mayer, Planters, Shake ‘N Bake, Stove Top, and Velveeta. We own the rights to these trademarks in the
United States, Canada, and many other countries throughout the world. In addition, we own the trademark rights to
Philadelphia in the United States, Canada, and the Caribbean, and to Gevalia and Maxwell House throughout North
America and Latin America. We protect our trademarks by registration or otherwise in the United States, Canada, and
other markets. Trademark protection continues in some countries for as long as the mark is used and in other countries for
as long as it is registered. Registrations generally are for renewable, fixed terms. From time to time, we grant third parties
licenses to use one or more of our trademarks in particular locations. Similarly, as of December 29, 2012, we sell some
products under brands we license from third parties, including:

• Capri Sun packaged juice drinks for sale in the United States; and

• Taco Bell Home Originals Mexican-style food products for sale in U.S. grocery stores.

In connection with the Spin-Off, we granted Mondelēz International licenses to use some of our trademarks in particular
locations outside of the United States and Canada and we will sell some products under brands we license from Mondelēz
International.

Additionally, we own numerous patents worldwide. We consider our portfolio of patents, patent applications, patent
licenses under patents owned by third parties, proprietary trade secrets, technology, know-how processes, and related
intellectual property rights to be material to our operations. While our patent portfolio is material to our business, the loss of
one patent or a group of related patents would not have a material adverse effect on our business. We either have been
issued patents or have patent applications pending that relate to a number of current and potential products, including
products licensed to others. Patents, issued or applied for, cover inventions ranging from basic packaging techniques to
processes relating to specific products and to the products themselves.

Our issued patents extend for varying periods according to the date of patent application filing or grant and the legal term
of patents in the various countries where patent protection is obtained. The actual protection afforded by a patent, which
can vary from country to country, depends upon the type of patent, the scope of its coverage as determined by the patent
office or courts in the country, and the availability of legal remedies in the country. In connection with the Spin-Off, we
granted Mondelēz International licenses to use some of our patents, and we also license certain patents from Mondelēz
International.
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Research and Development

Our four main objectives in research and development:

• growth through new products and line extensions,
• uncompromising product safety and quality,
• superior customer satisfaction, and
• cost reduction.

Our research and development specialists have historically focused on both major product innovation and more modestly-
scaled line extensions, such as the introduction of new flavors, colors, or package designs for established products. We
have approximately 650 food scientists, chemists, and engineers, with teams dedicated to particular brands and products.

We maintain three key technology centers, each equipped with pilot plants and state-of-the-art instruments. We expended
approximately $178 million on research and development activities in 2012, $198 million in 2011 and $185 million in 2010.

Seasonality

Overall sales of our products are fairly balanced throughout the year, although demand for certain products may be
influenced by holidays, changes in seasons, or other annual events.

Employees

We have approximately 23,000 employees, of whom approximately 20,900 are located in the United States and
approximately 2,100 are located in Canada. Approximately one-third of our hourly employees are represented under
contracts primarily with the United Food and Commercial Workers International Union and the International Brotherhood of
Teamsters. These contracts expire at various times throughout the next several years. We believe that our relationships
with employees and their representative organizations are generally good.

Regulation

Our U.S. food products and packaging materials are primarily regulated by the U.S. Food and Drug Administration or, for
products containing meat and poultry, the U.S. Food Safety and Inspection Service of the U.S. Department of Agriculture.
These agencies enact and enforce regulations relating to the manufacturing, distribution, and labeling of food products.
We supported the Food Safety Modernization Act, a 2011 law that provided additional food safety authority to the U.S.
Food and Drug Administration. We do not expect the cost of complying with that law, and the implementing regulations
expected over the next two to three years, to be material.

Our Canadian food products and packaging materials are primarily regulated by the Canadian Food Inspection Agency
and Health Canada. These governmental bodies enact and enforce regulations relating to the manufacturing, distribution,
and labeling of food products. We have supported the Safe Food for Canadians Act, which became law in November of
2012 and which is similar to the U.S. Food Safety Modernization Act.

In addition, various U.S. states and Canadian provinces regulate our operations by licensing plants, enforcing standards
for selected food products, grading food products, inspecting plants and warehouses, regulating trade practices related to
the sale of dairy products, and imposing their own labeling requirements on food products. Many of the food commodities
we use in our operations are subject to governmental agricultural programs. These programs have substantial effects on
prices and supplies and are subject to periodic governmental and administrative review.

Environmental Regulation

We are subject to various federal, provincial, state, and local laws and regulations in the United States and Canada
relating to the protection of the environment, including those governing discharges to air and water, the management and
disposal of hazardous materials, and the cleanup of contaminated sites.
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These laws and regulations include the Clean Air Act, the Clean Water Act, the Resource Conservation and Recovery Act,
and the Comprehensive Environmental Response, Compensation, and Liability Act (“CERCLA”). CERCLA imposes joint
and severable liability on each potentially responsible party. We are not a party to any proceedings arising under these
laws and regulations that we currently expect to have a material effect on our earnings or financial condition. As of
December 29, 2012, we were involved in 63 active proceedings in the United States under CERCLA (and other similar
state actions and legislation) related to our current operations and certain closed, inactive, or divested operations for which
we retain liability.

As of December 29, 2012, we had accrued an amount we deemed appropriate for environmental remediation. This
amount was insignificant to our balance sheet. Based on information currently available, we believe that the ultimate
resolution of existing environmental remediation actions and our compliance in general with environmental laws and
regulations will not have a material effect on our earnings or financial condition. However, it is difficult to predict with
certainty the potential impact of future compliance efforts and environmental remedial actions and thus future costs
associated with such matters may exceed current expectations.

Foreign Operations

We sell our products to consumers in the United States and Canada, and export our products to over 35 countries and
territories. We generated approximately 14% of our 2012 consolidated net revenues and 13% of our 2011 and 2010
consolidated net revenues outside the United States, primarily in Canada. For additional information about our foreign
operations, see Note 16, Segment Reporting, to the consolidated financial statements.

Executive Officers of the Registrant

The following are our executive officers as of March 21, 2013:

Name Age Title

John T. Cahill 55 Executive Chairman
W. Anthony Vernon 57 Chief Executive Officer and Director
Timothy R. McLevish 57 Executive Vice President and Chief Financial Officer
Dino J. Bianco 51 Executive Vice President and President, Beverages and Canada
Thomas F. Corley 50 Executive Vice President and President, U.S. Retail Sales and Foodservice
Charles W. Davis 56 Executive Vice President, Research, Development, Quality and Innovation
Adrienne D. Elsner 50 Executive Vice President and Chief Marketing Officer
Georges El-Zoghbi 46 Executive Vice President and President, Cheese & Dairy and Exports
Robert J. Gorski 60 Executive Vice President, Integrated Supply Chain
Diane Johnson May 54 Executive Vice President, Human Resources
Nicholas E. Meriggioli 49 Executive Vice President and President, Oscar Mayer
Michael Osanloo 47 Executive Vice President and President, Grocery
Sam B. Rovit 55 Executive Vice President, Strategy
Kim K. W. Rucker 46 Executive Vice President, Corporate & Legal Affairs, General Counsel and Corporate

Secretary

Mr. Cahill has served as our Executive Chairman since October 1, 2012. He joined Mondelēz International, a food and
beverage company and our former parent, on January 2, 2012 as the Executive Chairman, North American Grocery, and
served in that capacity until the Spin-Off. Prior to that, he served as an Industrial Partner at Ripplewood Holdings LLC, a
private equity firm, from 2008 to 2011. Mr. Cahill spent nine years with The Pepsi Bottling Group, Inc., a beverage
manufacturing company, most recently as Chairman and Chief Executive Officer from 2003 to 2006 and Executive
Chairman until 2007. Mr. Cahill previously spent nine years with PepsiCo, Inc., a food and beverage company, in a variety
of leadership positions. He currently serves as lead director of Colgate-Palmolive Company and is also a director at Legg
Mason, Inc.

Mr. Vernon has served as our Chief Executive Officer since October 1, 2012 and has been a member of our Board since
September 2009 when he was appointed a director while we were a wholly owned subsidiary of Mondelēz International.
Prior to that, he served as Mondelēz International’s Executive Vice President and President, Kraft Foods North America.
Prior to joining Mondelēz International in August 2009, he was the Healthcare Industry Partner of Ripplewood Holdings
LLC, a private equity firm, since 2006. Mr. Vernon spent 23 years with Johnson & Johnson, a pharmaceutical company, in
a variety of leadership positions, most recently serving as Company Group Chairman of DePuy Inc., an orthopedics
company and subsidiary of Johnson & Johnson, from 2004 to 2005. He is also a director of Medivation, Inc. and was
formerly a director of Uluru Inc.
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Mr. McLevish has served as our Executive Vice President and Chief Financial Officer since August 2012. He served as
Mondelēz International’s Executive Vice President from August 15, 2011 until October 1, 2012, leading the Spin-Off
planning. Mr. McLevish also served as Mondelēz International’s Executive Vice President and Chief Financial Officer from
October 2007 to May 2011. Prior to that, Mr. McLevish served as Senior Vice President and Chief Financial Officer at
Ingersoll-Rand Company Limited, an industrial company, since June 2002. Mr. McLevish also serves on the Boards of
Directors of Kennametal Inc. and URS Corporation.

Mr. Bianco has served as our Executive Vice President, Beverages and Canada since February 2013. He served as
Executive Vice President and President, National Businesses and Marketing Services from October 1, 2012 to February
2013. Prior to that, he served as Mondelēz International’s President, Kraft Foods Canada since November 2005. He also
served in various marketing, sales and finance capacities at Mondelēz International, including Vice President of Marketing,
Kraft Foods Canada from January 2002 to November 2005. He joined Mondelēz International in 1990.

Mr. Corley has served as our Executive Vice President and President, U.S. Retail Sales and Foodservice since February
2013. He served as Executive Vice President and President, U.S. Sales from October 1, 2012 to February 2013. Prior to
that, he served as Mondelēz International’s President, U.S. Sales since April 2012. Mr. Corley also served as Mondelēz
International’s Senior Vice President, U.S. Sales from 2009 to 2012, Senior Vice President, Wal-Mart Stores, Inc. Sales
from 2008 to 2009 and Vice President, Wal-Mart Stores, Inc. Sales from 2007 to 2008. He joined Mondelēz International in
1985.

Mr. Davis has served as our Executive Vice President, Research, Development, Quality and Innovation since October 1,
2012. Prior to that, he served as Mondelēz International’s Vice President, Research, Development & Quality, Kraft Foods
Europe since 2007. Mr. Davis also served as Mondelēz International’s Vice President, Research, Development & Quality,
North American Convenient Meals Sector from 2004 to 2007. He joined Mondelēz International in 1984.

Ms. Elsner has served as our Executive Vice President and Chief Marketing Officer since February 2013. She served as
Executive Vice President and President, Beverages from October 1, 2012 to February 2013. Prior to that, she served as
Mondelēz International’s President, Beverages since May 2010. She previously served as Vice President and President,
Coffee, Kraft Foods Europe from 2007 to 2010, and as Vice President, Marketing Resources, Kraft Foods Europe from
2005 to 2007. Ms. Elsner joined Mondelēz International in 1992.

Mr. El-Zoghbi has served as our Executive Vice President and President, Cheese & Dairy and Exports since February
2013. He served as Executive Vice President and President, Cheese and Dairy from October 1, 2012 to February 2013.
Prior to that, he served as Mondelēz International’s President, Cheese and Dairy since October 2009. He also served as
Mondelēz International’s Vice President and Area Director, Kraft Foods Australia & New Zealand from October 2007 to
September 2009. Prior to joining Mondelēz International, Mr. El-Zoghbi served in various directorial and managerial
capacities at Fonterra Co-operative Group, a multinational processor of dairy products, from July 1998 to September 2007.

Mr. Gorski has served as our Executive Vice President, Integrated Supply Chain since October 1, 2012. Prior to that,
Mr. Gorski served as Executive Vice President, Integrated Supply Chain, Kraft Foods North America, since August 2012.
Prior to that, he worked for The Procter & Gamble Company, a consumer products company, for 34 years, in a variety of
leadership positions in multiple categories in North America and Europe. He most recently served as Vice President,
Supply Chain for Procter & Gamble’s global baby care business from 2003 to 2012.

Ms. Johnson May has served as our Executive Vice President, Human Resources since October 1, 2012. Prior to that, she
served as Mondelēz International’s Senior Vice President, Human Resources, Kraft Foods North America since
September 2010. She joined Mondelēz International in 1980 and has served in various roles, including Vice President,
Human Resources at various Mondelēz International units from December 2006 to September 2010 and Senior Director,
Human Resources from 2002 to 2006.

Mr. Meriggioli has served as our Executive Vice President and President, Oscar Mayer since October 1, 2012. Prior to
that, he served as Mondelēz International’s President, Oscar Mayer since January 2008. Mr. Meriggioli served as
Mondelēz International’s Group Vice President and President, North American Convenient Meals Sector from March 2006
until January 2008 and as Senior Vice President and General Manager, Oscar Mayer from June 2002 to March 2006. He
joined Mondelēz International in 1987.
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Mr. Osanloo has served as our Executive Vice President and President, Grocery since October 1, 2012. Prior to that, he
served as Mondelēz International’s President, Grocery since October 2010. Mr. Osanloo was Mondelēz International’s
Executive Vice President, Strategy from April 2008 to September 2010. Prior to joining Mondelēz International,
Mr. Osanloo served as Senior Vice President, Marketing at Harrah’s Entertainment Inc., a provider of branded casino
entertainment, from July 2005 to March 2008. Previously, he was a partner in the retail and consumer products practice at
Bain & Co., a management consulting firm, from August 1996 to June 2005.

Mr. Rovit has served as our Executive Vice President, Strategy and has led the Planters business unit since October 1,
2012. Prior to that, he served as Mondelēz International’s Executive Vice President, Strategy since February 2011. Prior to
joining Mondelēz International, he served as a Director of Bain & Co., a management consulting firm, from January 2008
to January 2011 and from 1988 to June 2005. Mr. Rovit served as President, Chief Executive Officer and Director of
Swift & Company, a meat processing company, from June 2005 to July 2007.

Ms. Rucker has served as our Executive Vice President, Corporate & Legal Affairs, General Counsel and Corporate
Secretary since October 1, 2012. She joined Mondelēz International as Executive Vice President, Corporate & Legal
Affairs, Kraft Foods North America in September 2012. Prior to that, Ms. Rucker served as Senior Vice President, General
Counsel and Chief Compliance Officer of Avon Products, Inc., a global manufacturer of beauty and related products, since
March 2008 and as Corporate Secretary since February 2009. Ms. Rucker also served as Senior Vice President,
Secretary and Chief Governance Officer of Energy Future Holdings Corp. (formerly TXU Corp.), an energy company, from
2004 to 2008. She also served as Counsel, Corporate Affairs at Kimberly-Clark Corporation, a global manufacturer and
marketer of consumer and health care products, from 2001 to 2004 and previously was a partner at the Chicago law firm
of Sidley Austin LLP.

We adopted the Kraft Foods Group Code of Conduct, which qualifies as a code of ethics under Item 406 of
Regulation S-K. The code applies to all of our employees, including our principal executive officer, principal financial
officer, principal accounting officer or controller, and persons performing similar functions. Our code of ethics is available
free of charge on our Web site at www.kraftfoodsgroup.com and will be provided free of charge to any shareholder
submitting a written request to: Corporate Secretary, Kraft Foods Group, Inc., Three Lakes Drive, Northfield, IL 60093. We
will disclose any waiver we grant to our principal executive officer, principal financial officer, principal accounting officer, or
controller under our code of ethics, or certain amendments to the code of ethics, on our Web site at
www.kraftfoodsgroup.com.

In addition, we adopted Corporate Governance Guidelines, charters for each of the Board’s three standing committees,
and the Code of Business Conduct and Ethics for Directors. All of these materials are available on our Web site at
www.kraftfoodsgroup.com and will be provided free of charge to any shareholder requesting a copy by writing to:
Corporate Secretary, Kraft Foods Group, Inc., Three Lakes Drive, Northfield, IL 60093.

Available Information

Our Internet address is www.kraftfoodsgroup.com. Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, are or will be available free of charge as soon as possible after we
electronically file them with, or furnish them to, the Securities and Exchange Commission (“SEC”). You can access our
filings with the SEC by visiting www.kraftfoodsgroup.com. The information on our Web site is not, and shall not be deemed
to be, a part of this Annual Report on Form 10-K or incorporated into any other filings we make with the SEC.

You can also read and copy any document that we file, including this Annual Report on Form 10-K, at the SEC’s Public
Reference Room at 100 F Street, N.E., Washington, D.C. 20549. Call the SEC at 1-800-SEC-0330 for information on the
operation of the Public Reference Room. In addition, the SEC maintains an Internet site at www.sec.gov that contains
reports, proxy and information statements, and other information regarding issuers, including Kraft Foods Group, that are
electronically filed with the SEC.
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Item 1A. Risk Factors.

You should read the following risk factors carefully in connection with evaluating our business and the forward-looking
information contained in this Annual Report on Form 10-K. Some of the risks relate to our business and others to the Spin-
Off. Any of the following risks could materially and adversely affect our business, financial condition, results of operations
and the actual outcome of matters as to which forward-looking statements are made in this Annual Report on Form 10-K.
While we believe we have identified and discussed below the material risks affecting our business, there may be additional
risks and uncertainties that we do not presently know or that we do not currently believe to be material that may adversely
affect our business, financial condition or results of operations in the future.

Risks Relating to Our Business

We operate in a highly competitive industry.

The food and beverage industry is highly competitive. We compete based on product innovation, price, product quality,
brand recognition and loyalty, effectiveness of marketing, promotional activity, and the ability to identify and satisfy
consumer preferences.

We may need to reduce our prices in response to competitive and customer pressures. Competition and customer
pressures may also restrict our ability to increase prices in response to commodity and other cost increases. We may also
need to increase or reallocate spending on marketing, retail trade incentives, advertising, and new product innovation to
maintain market share. These expenditures are subject to risks, including uncertainties about trade and consumer
acceptance of our efforts. If we reduce prices or face increased costs, but cannot increase sales volumes to offset those
changes, then our financial condition and results of operations may suffer.

Maintaining our reputation and brand image is essential to our business success.

We have many iconic brands with long-standing consumer recognition. Our success depends on our ability to maintain
brand image for our existing products, extend our brands to new platforms, and expand our brand image with new product
offerings.

We seek to maintain, extend, and expand our brand image through marketing investments, including advertising and
consumer promotions, and product innovation. Increasing media attention to the role of food marketing could adversely
affect our brand image or lead to stricter regulations and greater scrutiny of food marketing practices. Increased legal or
regulatory restrictions on our advertising, consumer promotions and marketing, or our response to those restrictions, could
limit our efforts to maintain, extend and expand our brands. Moreover, adverse publicity about regulatory or legal action
against us could damage our reputation and brand image, undermine our customers’ confidence and reduce long-term
demand for our products, even if the regulatory or legal action is unfounded or not material to our operations.

In addition, our success in maintaining, extending, and expanding our brand image depends on our ability to adapt to a
rapidly changing media environment. We increasingly rely on social media and online dissemination of advertising
campaigns. Negative posts or comments about us on social networking Web sites or similar online activity could seriously
damage our reputation and brand image. We are subject to a variety of legal and regulatory restrictions on how we market
our products. These restrictions may limit our ability to maintain, extend, and expand our brand image as the media and
communications environment continues to evolve. If we do not maintain, extend, and expand our brand image, then our
product sales, financial condition and results of operations could be materially and adversely affected.

We must leverage our value proposition to compete against retailer brands and other economy brands.

Retailers are increasingly offering retailer and other economy brands that compete with some of our products. Our
products must provide higher value and/or quality to our consumers than alternatives, particularly during periods of
economic uncertainty such as those we continue to experience. Consumers may not buy our products if relative
differences in value and/or quality between our products and retailer or other economy brands change in favor of
competitors’ products or if consumers perceive this type of change. If consumers prefer retailer or other economy brands,
then we could lose market share or sales volumes or shift our product mix to lower margin offerings. These events could
materially and adversely affect our financial condition and results of operations.
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The consolidation of retail customers could adversely affect us.

Retail customers, such as supermarkets, warehouse clubs, and food distributors in our major markets, may consolidate,
resulting in fewer customers on which we can rely for business. Consolidation also produces larger retail customers that
may seek to leverage their position to improve their profitability by demanding improved efficiency, lower pricing, increased
promotional programs, or specifically tailored products. In addition, larger retailers have the scale to develop supply chains
that permit them to operate with reduced inventories or to develop and market their own retailer brands. Retail
consolidation and increasing retailer power could materially and adversely affect our product sales, financial condition, and
results of operations.

Retail consolidation also increases the risk that adverse changes in our customers’ business operations or financial
performance will have a corresponding material and adverse effect on us. For example, if our customers cannot access
sufficient funds or financing, then they may delay, decrease, or cancel purchases of our products, or delay or fail to pay us
for previous purchases.

Changes in our relationships with significant customers or suppliers, or in the trade terms required by these

customers or suppliers, could reduce sales and profits.

During 2012, our five largest customers accounted for approximately 42% of our net revenues, with our largest customer,
Wal-Mart Stores, Inc., accounting for approximately 25% of our net revenues. There can be no assurance that all
significant customers will continue to purchase our products in the same quantities or on the same terms as in the past,
particularly as increasingly powerful retailers may demand lower pricing and focus on developing their own brands. The
loss of a significant customer or a material reduction in sales to a significant customer could materially and adversely
affect our product sales, financial condition, and results of operations.

Disputes with significant suppliers, including regarding pricing or performance, could adversely affect our ability to supply
products to our customers and could materially and adversely affect our product sales, financial condition, and results of
operations.

Our financial success depends on our ability to correctly predict, identify, and interpret changes in consumer

preferences and demand, to offer new products to meet those changes, and to respond to competitive innovation.

Consumer preferences for food products change continually. Our success depends on our ability to predict, identify, and
interpret the tastes and dietary habits of consumers and to offer products that appeal to consumer preferences. If we do
not offer products that appeal to consumers, our sales and market share will decrease and our profitability could suffer.

We must distinguish between short-term fads, mid-term trends, and long-term changes in consumer preferences. If we do
not accurately predict which shifts in consumer preferences will be long-term, or if we fail to introduce new and improved
products to satisfy those preferences, our sales could decline. In addition, because of our varied consumer base, we must
offer an array of products that satisfy the broad spectrum of consumer preferences. If we fail to expand our product
offerings successfully across product categories, or if we do not rapidly develop products in faster growing and more
profitable categories, demand for our products will decrease and our profitability could suffer.

Prolonged negative perceptions concerning the health implications of certain food products could influence consumer
preferences and acceptance of some of our products and marketing programs. We strive to respond to consumer
preferences and social expectations, but we may not be successful in our efforts. Continued negative perceptions and
failure to satisfy consumer preferences could materially and adversely affect our product sales, financial condition, and
results of operations.

In addition, achieving growth depends on our successful development, introduction, and marketing of innovative new
products and line extensions. Successful innovation depends on our ability to correctly anticipate customer and consumer
acceptance, to obtain and maintain necessary intellectual property protections, and to avoid infringing the intellectual
property rights of others. We must also be able to respond successfully to technological advances by and intellectual
property rights granted to competition, and failure to do so could compromise our competitive position and impact our
financial results.
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We may be unable to drive revenue growth in our key product categories, increase our market share, or add

products that are in faster growing and more profitable categories.

The food and beverage industry’s overall growth is linked to population growth. Our future results will depend on our ability
to drive revenue growth in our key product categories. Because our operations are concentrated in North America, where
growth in the food and beverage industry has been moderate, our success also depends in part on our ability to enhance
our portfolio by adding innovative new products in faster growing and more profitable categories. Our future results will
also depend on our ability to increase market share in our existing product categories. Our failure to drive revenue growth
in our key product categories or develop innovative products for new and existing categories could materially and
adversely affect our profitability, financial condition, and results of operations.

Commodity, energy, and other input prices are volatile and may rise significantly, and increases in the costs of

producing, transporting, and distributing our products could materially and adversely affect our financial

condition.

We purchase large quantities of commodities, including dairy products, coffee beans, meat products, wheat, corn
products, soybean and vegetable oils, nuts, and sugar and other sweeteners. In addition, we purchase and use significant
quantities of resins and cardboard to package our products and natural gas to operate our factories and warehouses. We
are also exposed to changes in oil prices, which influence both our packaging and transportation costs. Prices for
commodities, other supplies, and energy are volatile and are subject to wide variations due to conditions that are difficult to
predict, including global competition for resources, currency fluctuations, severe weather or global climate change,
consumer, industrial or commodity investment demand, and changes in governmental regulation and trade, alternative
energy, and agricultural programs. Rising commodity, energy, and other input costs could materially and adversely affect
our cost of operations, including the manufacture, transportation, and distribution of our products, which could materially
and adversely affect our financial condition and results of operations.

Although we monitor our exposure to commodity prices as an integral part of our overall risk management program, and
seek to hedge against input price increases to the extent we deem appropriate, we do not fully hedge against changes in
commodity prices, and our hedging strategies may not protect us from increases in raw materials costs. For example,
hedging our costs for one of our key commodities, dairy products, is difficult because dairy futures markets are not as
developed as many other commodities futures markets. Continued volatility or sustained increases in the prices of
commodities and other supplies we purchase could increase the costs of our products, and our profitability could suffer.
Moreover, increases in the prices of our products to cover these increased costs may result in lower sales volumes. If we
are not successful in our hedging activities, or if we are unable to price our products to cover increased costs, then
commodity and other input price volatility or increases could materially and adversely affect our financial condition and
results of operations.

We rely on our management team and other key personnel, and the loss of one or more key employees or any

difficulty in attracting, training, and retaining other talented personnel could adversely affect our financial

condition and results of operations.

We depend on the skills, working relationships and continued services of key personnel, including our experienced
management team. In addition, our ability to achieve our operating goals depends on our ability to identify, hire, train, and
retain qualified individuals. We compete with other companies both within and outside of our industry for talented
personnel, and we may lose key personnel or fail to attract, train, and retain other talented personnel. Any such loss or
failure could adversely affect our financial condition and results of operations.

As a result of the Spin-Off, we no longer operate as part of a globally diversified food and beverage company and

therefore may be more vulnerable to adverse events and trends in North America.

As formerly part of a globally diversified food and beverage company, we were historically insulated against adverse
events and trends in any particular region. After separating from Mondelēz International, however, we may be more
susceptible to adverse regulations, economic climate, consumer trends, market fluctuations, including commodity price
fluctuations or supply shortages for certain of our key ingredients, and other adverse events that are specific to the United
States and Canada. For example, because a majority of our operations and product sales are in the United States, we
expect that regulatory changes or changes in consumer food preferences in the United States will have a more significant
impact on us than these changes would have had when we were part of Mondelēz International.
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The concentration of our businesses in North America will present a challenge and may increase the likelihood that an
adverse event in North America will materially and adversely affect our financial condition and results of operations.

Changes in regulations could increase our costs and adversely affect our profitability.

Our activities are highly regulated and subject to government oversight. Various federal, state, provincial, and local laws
and regulations govern food production and marketing, as well as licensing, trade, tax, and environmental matters.
Governing bodies regularly issue new regulations and changes to existing regulations. Our need to comply with new or
revised regulations or their interpretation and application, including proposed requirements designed to enhance food
safety or to regulate imported ingredients, could materially and adversely affect our product sales, financial condition, and
results of operations.

Concerns with the safety and quality of food products could cause consumers to avoid certain food products or

ingredients.

We could be adversely affected if consumers lose confidence in the safety and quality of certain food products or
ingredients, or the food safety system generally. Adverse publicity about these types of concerns, whether or not valid,
may discourage consumers from buying our products or cause production and delivery disruptions.

Legal claims or other regulatory enforcement actions could subject us to civil and criminal penalties that affect

our product sales, reputation, and profitability.

We are a large food and beverage company operating in a highly regulated environment and a constantly evolving legal
and regulatory framework. Consequently, we are subject to heightened risk of legal claims or other regulatory enforcement
actions. Although we have implemented policies and procedures designed to ensure compliance with existing laws and
regulations, there can be no assurance that our employees, contractors, or agents will not violate our policies and
procedures. Moreover, the failure to maintain effective control processes could lead to violations, unintentional or
otherwise, of laws and regulations. Legal claims or regulatory enforcement actions arising out of our failure or alleged
failure to comply with applicable laws and regulations could subject us to civil and criminal penalties that could materially
and adversely affect our product sales, reputation, financial condition, and results of operations.

Product recalls or other product liability claims could materially and adversely affect us.

Selling products for human consumption involves inherent legal and other risks, including product contamination, spoilage,
product tampering, allergens, or other adulteration. We could decide to, or be required to, recall products due to suspected
or confirmed product contamination, adulteration, misbranding, tampering, or other deficiencies. A widespread product
recall or market withdrawal could result in significant losses due to their costs, the destruction of product inventory, and
lost sales due to the unavailability of the product for a period of time. Any of these events could materially and adversely
affect our reputation and product sales, financial condition, and results of operations.

We may also suffer losses if our products or operations violate applicable laws or regulations, or if our products cause
injury, illness, or death. In addition, our marketing could face claims of false or deceptive advertising or other criticism. A
significant product liability or other legal judgment or a related regulatory enforcement action against us, or a significant
product recall, may materially and adversely affect our reputation and profitability. Moreover, even if a product liability or
consumer fraud claim is unsuccessful, has no merit, or is not pursued, the negative publicity surrounding assertions
against our products or processes could materially and adversely affect our product sales, financial condition, and results
of operations.

Unanticipated disruptions of our supply chain or distribution capabilities could adversely affect our ability to

provide our products to our customers as well as maintain our back-office systems.

We have a complex network of suppliers, owned manufacturing locations, co-manufacturing locations, distribution
networks, and information systems that support our ability to consistently provide our products to our customers. Factors
that are hard to predict or beyond our control, like weather, natural disasters, fire or explosion, terrorism, generalized labor
unrest, or health pandemics, could damage or disrupt our operations or our suppliers’ or co-manufacturers’ operations.
These disruptions may require additional resources to restore our supply chain. If we cannot respond to disruptions in our
operations, whether by finding alternative suppliers or replacing capacity at key manufacturing or distribution locations, or
are unable to quickly repair damage to our information, production, or supply systems, we may be late in delivering, or
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unable to deliver, products to our customers and may also be unable to track orders, inventory, receivables, and payables.
If that occurs, our customers’ confidence in us and long-term demand for our products could decline. Any of these events
could materially and adversely affect our product sales, financial condition, and results of operations.

Our acquisition and divestiture activities may present financial, managerial, and operational risks.

From time to time, we may identify acquisition candidates that we believe strategically fit our business objectives or we
may seek to divest businesses that do not meet our strategic objectives or growth or profitability targets. Our acquisition or
divestiture activities may present financial, managerial, and operational risks. Those risks include diversion of
management attention from existing core businesses, difficulties integrating or separating personnel and financial and
other systems, inability to effectively and immediately implement control environment processes across a diverse
employee population, adverse effects on existing customer and supplier business relationships, inaccurate estimates of
fair value made in the accounting for acquisitions and amortization of acquired intangible assets which would reduce future
reported earnings, potential loss of acquired businesses’ customers or key employees, and indemnities and potential
disputes with the buyers or sellers. In addition, while we are a North American business focused on traditional grocery
categories, to the extent we undertake acquisitions or other developments outside our core geography or in new
categories, we may face additional risks related to such acquisitions or developments. In particular, risks related to foreign
operations include compliance with U.S. laws affecting operations outside of the United States, such as the Foreign
Corrupt Practices Act, currency rate fluctuations, compliance with foreign regulations and laws, including tax laws, and
exposure to politically and economically volatile developing markets. Any of these factors could materially and adversely
affect our financial condition and results of operations.

Weak financial performance, downgrades in our credit ratings, illiquid capital markets, and volatile economic

conditions could limit our access to the capital markets, reduce our liquidity, or increase our borrowing costs.

From time to time we may need to access the short-term and long-term capital markets to obtain financing. Our financial
performance, our short-term and long-term credit ratings, the liquidity of the overall capital markets, and the state of the
economy, including the food and beverage industry, will affect our access to, and the availability of, financing on
acceptable terms and conditions in the future. There can be no assurance that we will have access to the capital markets
on terms we find acceptable.

In particular, we access the commercial paper market for regular funding requirements. A downgrade in our credit ratings
would increase our borrowing costs and could affect our ability to issue commercial paper. Disruptions in the commercial
paper market or other effects of volatile economic conditions on the credit markets also could reduce the amount of
commercial paper that we could issue and could raise our borrowing costs for both short-term and long-term debt
offerings. In response to the conditions, we may reduce or eliminate dividends on our common stock in order to conserve
cash. Further, our inability to access the capital markets or an increase in our borrowing costs could materially and
adversely affect our financial condition and results of operations.

Adverse changes in the equity markets or interest rates, changes in actuarial assumptions, and legislative or

other regulatory actions could substantially increase our postemployment obligations and materially and

adversely affect our profitability and results of operations.

We sponsor a number of benefit plans for employees in the United States and Canada, including defined benefit pension
plans, retiree health and welfare, active health care, severance, and other postemployment benefits. At the end of 2012,
the projected benefit obligation of our defined benefit pension plans was $8.5 billion and these plans had assets of $6.6
billion. The difference between plan obligations and assets, or the funded status of the plans, significantly affects the net
periodic benefit costs of our pension plans and the ongoing funding requirements of those plans. Among other factors,
changes in interest rates, mortality rates, early retirement rates, investment returns, minimum funding requirements, and
the market value of plan assets can affect the level of plan funding, cause volatility in the net periodic pension cost, and
consequently volatility in our reported net income, and increase our future funding requirements. Legislative and other
governmental regulatory actions may also increase funding requirements for our pension plans’ benefits obligation.

We estimate the 2013 pension contributions will be approximately $625 million, which is approximately $583 million more
than we contributed in 2012. Of the total 2013 pension contributions, approximately $540 million is expected to be
voluntary. Volatile economic conditions increase the risk that we will be required to make additional cash contributions to
the pension plans and recognize further increases in our net pension cost. A significant increase in our U.S. pension
funding requirements could require us to reduce spending on marketing, retail trade incentives, advertising, and other
similar activities or could negatively affect our ability to invest in our business or pay dividends on our common stock.
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Volatility in the market value of all or a portion of the derivatives we use to manage exposures to fluctuations in

commodity prices will cause volatility in our gross profits and net earnings.

We use commodity futures and options to partially hedge the price of certain input costs, including dairy products, coffee
beans, meat products, wheat, corn products, soybean oils, sugar, and natural gas. For derivatives not designated as
hedges, changes in the values of these derivatives are currently recorded in earnings, resulting in volatility in both gross
profits and net earnings. We report these gains and losses in cost of sales in our consolidated statements of earnings to
the extent we utilize the underlying input in our manufacturing process. We report these gains and losses in the
unallocated corporate items line in our segment operating results until we utilize the underlying input in our manufacturing
process, at which time we reclassify the gains and losses to segment operating profit. We may experience volatile
earnings as a result of these accounting treatments.

We are increasingly dependent on information technology, and if we are unable to protect against service

interruptions, data corruption, cyber-based attacks, or network security breaches, our operations could be

disrupted and our business could be negatively impacted.

We rely on information technology networks and systems, including the Internet, to process, transmit, and store electronic
and financial information, to manage a variety of business processes and activities, and to comply with regulatory, legal,
and tax requirements. We also depend on our information technology infrastructure for digital marketing activities and for
electronic communications among our locations, personnel, customers, and suppliers. These information technology
systems, some of which are managed by third parties, may be susceptible to damage, disruptions, or shutdowns due to
failures during the process of upgrading or replacing software, databases or components thereof, power outages,
hardware failures, computer viruses, attacks by computer hackers, telecommunication failures, user errors, or catastrophic
events. If our information technology systems suffer severe damage, disruption, or shutdown and our business continuity
plans do not effectively resolve the issues in a timely manner, we could experience business disruptions, transaction
errors, processing inefficiencies, and the loss of sales, causing our product sales, financial condition, and results of
operations to be adversely affected and the reporting of our financial results to be delayed.

In addition, if we are unable to prevent security breaches, we may suffer financial and reputational damage or penalties
because of the unauthorized disclosure of confidential information belonging to us or to our partners, customers,
consumers, or suppliers. In addition, the disclosure of non-public sensitive information through external media channels
could lead to the loss of intellectual property or damage our reputation and brand image.

Our intellectual property rights are valuable, and any inability to protect them could reduce the value of our

products and brands.

We consider our intellectual property rights, particularly and most notably our trademarks, but also our patents, trade
secrets, copyrights, and licensing agreements, to be a significant and valuable aspect of our business. We attempt to
protect our intellectual property rights through a combination of patent, trademark, copyright, and trade secret laws, as well
as licensing agreements, third-party nondisclosure and assignment agreements, and policing of third-party misuses of our
intellectual property. Our failure to obtain or adequately protect our trademarks, products, new features of our products, or
our technology, or any change in law or other changes that serve to lessen or remove the current legal protections of our
intellectual property, may diminish our competitiveness and could materially harm our business.

We may be unaware of intellectual property rights of others that may cover some of our technology, brands, or products.
Any litigation regarding patents or other intellectual property could be costly and time-consuming and could divert the
attention of our management and key personnel from our business operations. Third-party claims of intellectual property
infringement might also require us to enter into costly license agreements. We also may be subject to significant damages
or injunctions against development and sale of certain products.
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Risks Relating to our Recent Spin-Off

If the Distribution, together with certain related transactions, were to fail to qualify for non-recognition treatment

for U.S. federal income tax purposes, then we, Mondelēz International and our shareholders could be subject to

significant tax liability.

Mondelēz International, our former parent, received a private letter ruling from the Internal Revenue Service (“IRS”) and an
opinion of tax counsel, each substantially to the effect that, subject to the accuracy of and compliance with certain
representations, assumptions and covenants, (i) the Distribution will qualify for non-recognition of gain or loss to Mondelēz
International and Mondelēz International’s shareholders pursuant to Section 355 of the Internal Revenue Code of 1986, as
amended (“Code”), except to the extent of cash received in lieu of fractional shares, and (ii) certain internal transactions
undertaken in connection with the Distribution (“Internal Spin-Off Transactions”), qualify for non-recognition of gain or loss
to us and Mondelēz International pursuant to Sections 355 and 368 of the Code (except, in the case of the private letter
ruling, to the extent the IRS generally will not rule on certain transfers of intellectual property, which are covered solely by
the opinion).

Notwithstanding the receipt of the private letter ruling and the opinion of tax counsel, the IRS could determine that the
Distribution and Internal Spin-Off Transactions should be treated as taxable transactions if it determines that any of the
representations, assumptions or covenants on which the private letter ruling is based are untrue or have been violated.
Furthermore, as part of the IRS’s policy, the IRS did not determine whether the Distribution and Internal Spin-Off
Transactions satisfy certain conditions that are necessary to qualify for non-recognition treatment. Rather, the private letter
ruling is based on representations by us and Mondelēz International that these conditions have been satisfied. The opinion
of tax counsel addressed the satisfaction of these conditions. Similarly, the IRS generally will not rule on contributions of
intellectual property that do not satisfy certain criteria. As a result, the private letter ruling does not address whether
transfers of certain intellectual property included in the Internal Spin-Off Transactions qualify for non-recognition treatment.
Rather, the opinion of tax counsel addressed the qualification.

The opinion of tax counsel is not binding on the IRS nor the courts, and there is no assurance that the IRS or a court will
not take a contrary position. In addition, the opinion of tax counsel relied on certain representations and covenants
delivered by us and Mondelēz International.

If the IRS ultimately determines that the Distribution and/or the Internal Spin-Off Transactions are taxable, we and
Mondelēz International could incur significant U.S. federal income tax liabilities. Generally, taxes resulting from the failure
of the Spin-Off to qualify for non-recognition treatment for U.S. federal income tax purposes would be imposed on
Mondelēz International or Mondelēz International’s shareholders and, under the Tax Sharing and Indemnity Agreement we
entered into in connection with the Spin-Off, Mondelēz International is generally obligated to indemnify us against such
taxes. However, under the Tax Sharing and Indemnity Agreement, we could be required, under certain circumstances, to
indemnify Mondelēz International and its affiliates against all tax-related liabilities caused by those failures, to the extent
those liabilities result from an action we or our affiliates take or from any breach of our or our affiliates’ representations,
covenants or obligations under the Tax Sharing and Indemnity Agreement, or any other agreement we entered into in
connection with the Spin-Off.

If the Canadian aspects of the Internal Spin-Off Transactions were to fail to qualify for tax-deferred treatment for

Canadian federal and provincial income tax purposes, then our and/or Mondelēz International’s Canadian

subsidiaries could be subject to significant tax liability.

The Internal Spin-Off Transactions included steps to separate the assets and liabilities in Canada held in connection with
Mondelēz International’s global snacks business from the assets and liabilities in Canada held in connection with our North
American grocery business.

Our Canadian subsidiary received an advance income tax ruling from the Canada Revenue Agency (“CRA”) to the effect
that, subject to the accuracy of and compliance with certain representations, assumptions, and covenants and based on
the current provisions of the Canadian Tax Act, such separation is treated for purposes of the Canadian Tax Act as
resulting in a “butterfly” reorganization with no material Canadian federal income tax payable by our Canadian subsidiary,
Mondelēz International’s Canadian subsidiary or their respective shareholders.
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Notwithstanding the receipt of the advance income tax ruling, the CRA could determine that the separation should be
treated as a taxable transaction if it determines that any of the representations, assumptions, or covenants on which the
advance income tax ruling is based are untrue or have been violated. If the CRA ultimately were to determine that the
separation is taxable, our and/or Mondelēz International’s Canadian subsidiaries could incur significant Canadian federal
and provincial income tax liabilities, and we are generally obligated to indemnify Mondelēz International and its affiliates
against such Canadian federal and provincial income taxes under the Tax Sharing and Indemnity Agreement.

We have agreed to numerous restrictions to preserve the non-recognition treatment of the transactions, which

may reduce our strategic and operating flexibility.

Even if the Distribution otherwise qualifies for non-recognition of gain or loss under Section 355 of the Code, it may be
taxable to Mondelēz International, but not Mondelēz International’s shareholders, under Section 355(e) of the Code if 50%
or more (by vote or value) of our common stock or Mondelēz International’s common stock is acquired as part of a plan or
series of related transactions that include the Distribution. For this purpose, any acquisitions of our or Mondelēz
International’s common stock within two years before or after the Distribution are presumed to be part of such a plan,
although we or Mondelēz International may be able to rebut that presumption based on either applicable facts and
circumstances or a “safe harbor” described in the tax regulations. As a consequence, we agreed in the Tax Sharing and
Indemnity Agreement to covenants and indemnity obligations that address compliance with Section 355(e) of the Code.
These covenants and indemnity obligations may limit our ability to pursue strategic transactions or engage in new
business or other transactions that may maximize the value of our business, and might discourage or delay a strategic
transaction that you may consider favorable.

Similarly, even if the Canadian aspects of the Internal Spin-Off Transactions otherwise qualify for tax-deferred treatment in
Canada under the butterfly reorganization provisions of the Canadian Tax Act, this tax-deferred treatment may be lost
upon the occurrence of certain events after the Spin-Off. These would include an acquisition of control of our Canadian
subsidiary (which may occur upon an acquisition of control of us) that occurs as part of (or in some cases in contemplation
of) a series of transactions or events that includes the butterfly reorganization. These post-butterfly transaction restrictions
may limit our ability to pursue strategic transactions or engage in new business or other transactions that may maximize
the value of our business, and might discourage or delay a strategic transaction that you may consider favorable.

We may be unable to achieve some or all of the benefits that we expect to achieve from the Spin-Off.

We believe that, as an independent, publicly traded company, we will be able to, among other matters, better focus our
financial and operational resources on our specific business, growth profile, and strategic priorities, design and implement
corporate strategies and policies targeted to our operational focus and strategic priorities, streamline our processes and
infrastructure to focus on our core “center of the store” strengths, implement and maintain a capital structure designed to
meet our specific needs, and more effectively respond to industry dynamics. However, we may be unable to achieve some
or all of these benefits. For example, in order to position ourselves for the Spin-Off, we undertook a series of strategic,
structural, and process realignment and restructuring actions within our operations, including significant cost-cutting
initiatives, including the Restructuring Program (as defined below). These actions may not provide the cost benefits we
currently expect, and could lead to disruption of our operations, loss of, or inability to recruit, key personnel needed to
operate and grow our businesses, weakening of our internal standards, controls, or procedures, and impairment of our key
customer and supplier relationships. If we fail to achieve some or all of the benefits that we expect to achieve as an
independent company, or do not achieve them in the time we expect, our business, financial condition, and results of
operations could be materially and adversely affected.

We have limited operating history as an independent, publicly traded company, and our historical financial

information is not necessarily representative of the results we would have achieved as an independent, publicly

traded company and may not be a reliable indicator of our future results.

Our historical financial statements do not necessarily reflect the results of operations, financial position, and cash flows we
would have achieved as an independent, publicly traded company during the periods presented, or those that we will
achieve in the future. This is primarily because of the following factors:

• Prior to the Spin-Off, we operated as part of Mondelēz International’s broader corporate organization, rather than
as an independent company. Mondelēz International performed various corporate functions for us, including
information technology, research and development, finance, legal, insurance, compliance, and human resources
activities. Our historical financial information reflects allocations of corporate expenses from Mondelēz
International for these and similar functions. These allocations may not reflect the costs we will incur for similar
services in the future as an independent company.
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• We entered into transactions with Mondelēz International that did not exist prior to the Spin-Off, including certain
transition service agreements.

• Our historical financial information does not reflect changes that we expect to experience in the future as a result
of our separation from Mondelēz International, including changes in our cost structure, personnel needs, tax
structure, financing, and business operations. As part of Mondelēz International, we enjoyed certain benefits from
Mondelēz International’s operating diversity, size, purchasing power, and available capital for investments, and
we no longer receive these benefits. As an independent entity, we may be unable to purchase goods, services
and technologies, such as insurance and health care benefits and computer software licenses, on terms as
favorable to us as those we obtained as part of Mondelēz International prior to the Spin-Off.

Following the Spin-Off, we are also responsible for the additional costs associated with being an independent, publicly
traded company, including costs related to corporate governance, investor and public relations, and public reporting.
Therefore, our historical financial statements may not be indicative of our future performance as an independent company.

Mondelēz International has a significant understanding of our business and may be uniquely positioned to

compete against us following the Spin-Off.

Prior to the Spin-Off, we operated as part of Mondelēz International, and many of its officers, directors, and employees
have participated in the development and execution of our corporate strategy and the management of our day-to-day
operations. Mondelēz International has significant knowledge of our products, operations, strengths, weaknesses, and
strategies. It is also one of the largest food and beverage companies in the world, with a strong presence in North
America, and thus may be uniquely positioned to develop grocery products that compete against our products in North
America. Though, following the Spin-Off, Mondelēz International generally does not have rights to use trademarks related
to the North American grocery business in North America and is restricted from using certain shared patents and trade
secrets in North America for a period of time and under certain circumstances, it is not restricted from developing products
in the same product categories as our products and marketing these products under trademarks related to their global
snacks business or under new trademarks. Because of Mondelēz International’s competitive insight into our operations,
competition from Mondelēz International may adversely affect our product sales, financial condition, and results of
operations.

We incurred substantial indebtedness in connection with the Spin-Off, and the degree to which we are leveraged

may materially and adversely affect our business, financial condition, and results of operations.

We incurred substantial indebtedness in connection with the Spin-Off. As of December 29, 2012, we had total debt of
approximately $10 billion. Our ability to make payments on and to refinance our indebtedness, including the debt retained
or incurred pursuant to the Spin-Off as well as any future debt that we may incur, will depend on our ability to generate
cash in the future from operations, financings, or asset sales. Our ability to generate cash is subject to general economic,
financial, competitive, legislative, regulatory, and other factors that are beyond our control. We may not generate sufficient
funds to service our debt and meet our business needs, such as funding working capital or the expansion of our
operations. If we are not able to repay or refinance our debt as it becomes due, we may be forced to take
disadvantageous actions, including reducing spending on marketing, retail trade incentives, advertising and new product
innovation, reducing financing in the future for working capital, capital expenditures and general corporate purposes,
selling assets, or dedicating an unsustainable level of our cash flow from operations to the payment of principal and
interest on our indebtedness. The lenders who hold our debt could also accelerate amounts due in the event that we
default, which could potentially trigger a default or acceleration of the maturity of our other debt.

Our substantial indebtedness could also impair our ability to obtain additional financing for working capital, capital
expenditures, or general corporate purposes, especially if the ratings assigned to our debt securities by rating
organizations were revised downward. In addition, our substantial leverage could put us at a competitive disadvantage
compared to our competitors that are less leveraged. These competitors could have greater financial flexibility to pursue
strategic acquisitions and secure additional financing for their operations. Our ability to withstand competitive pressures
and to react to changes in the food and beverage industry could be impaired, making us more vulnerable in the event of a
general downturn in economic conditions, in our industry, or in our business.

Item 1B. Unresolved Staff Comments.

None.
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Item 2. Properties.

Our corporate headquarters are located in Northfield, Illinois. Our headquarters are leased and house our executive
offices, certain U.S. business units, and our administrative, finance, and human resource functions. We maintain additional
owned and leased offices and three technology centers in the United States and Canada.

We have 37 manufacturing and processing facilities in the United States and three in Canada. We own all 40 of these
facilities. It is our practice to maintain all of our plants and properties in good condition, and we believe they are suitable
and adequate for our present needs.

We also have 39 distribution centers in the United States and three in Canada. We own four and lease 38 of these
distribution centers. These facilities are in good condition, and we believe they have sufficient capacity to meet our
distribution needs in the near term.

Item 3. Legal Proceedings.

We are routinely involved in legal proceedings, claims, and governmental inspections or investigations (“Legal Matters”)
arising in the ordinary course of our business.

On March 1, 2011, the Starbucks Coffee Company (“Starbucks”) took control of the Starbucks packaged coffee business
(“Starbucks CPG business”) in grocery stores and other channels. Starbucks did so without our authorization and in what
we contend is a violation and breach of our license and supply agreement with Starbucks related to the Starbucks CPG
business. The dispute is in arbitration in Chicago, Illinois. While we remain the named party in the proceeding, under the
Separation and Distribution Agreement between Mondelēz International and us, we will direct any recovery we are
awarded in the arbitration proceeding to Mondelēz International. Mondelēz International will reimburse us for any costs
and expenses we incur in connection with the arbitration.

While we cannot predict with certainty the results of our dispute with Starbucks or any other Legal Matters in which we are
currently involved or may in the future be involved, we do not expect that the ultimate costs to resolve any of the Legal
Matters that are currently pending will have a material adverse effect on our financial results.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity

Securities.

Our common stock is listed on the NASDAQ Global Select Market (“NASDAQ”). At February 23, 2013, there were
approximately 73,071 holders of record of our common stock.

Comparison of Cumulative Total Return

The following graph compares the cumulative total return on our common stock with the cumulative total return of the
Standard & Poor’s 500 Index and the performance peer group index. This graph covers the period from September 17,
2012 (the first day our common stock began “when-issued” trading on the NASDAQ) through December 28, 2012 (the last
trading day of our fiscal year). The graph shows total shareholder return assuming $100 was invested on September 17,
2012 and dividends were reinvested.
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Kraft Foods Performance Peer GroupS&P 500

Date
Kraft Foods

Group S&P 500
Performance
Peer Group

September 17, 2012 $100.00 $100.00 $100.00
September 28, 2012 98.97 98.65 101.87
December 28, 2012 99.59 96.64 101.55

The Kraft Foods Group performance peer group consists of the following companies considered our market competitors,
or that have been selected on the basis of industry, level of management complexity, global focus or industry leadership:
Archer Daniels Midland Company, Campbell Soup Company, ConAgra Foods, Inc., Dean Foods Company, General Mills,
Inc., H.J. Heinz Company, The Hershey Company, Hormel Foods Corporation, Kellogg Company, McCormick and Co.
Inc., Mead Johnson Nutrition Company, Mondelēz International, Inc., The J.M. Smucker Company, and Tyson Foods, Inc.

Information regarding our common stock high and low sales prices as reported on NASDAQ and dividends declared
during the last two fiscal years is included in Note 17, Quarterly Financial Data (Unaudited), to the consolidated financial
statements.

This performance graph and other information furnished under this Part II Item 5(a) of this Annual Report on Form 10-K
shall not be deemed to be “soliciting material” or to be “filed” with the SEC or subject to Regulation 14A or 14C, or to the
liabilities of Section 18 of the Securities Exchange Act of 1934, as amended.
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Issuer Purchases of Equity Securities during the Quarter ended December 29, 2012

There are currently no share repurchase programs authorized by our Board of Directors. The following activity represents
shares tendered by individuals who used shares to exercise options or to pay the related taxes for grants of restricted
stock, restricted stock units, and performance shares (as defined below) that vested. Accordingly, these are non-cash
transactions.

Total Number
of Shares

Average Price Paid
per Share

October 2012 11,621 $ 45.29
November 2012 3,056 44.66
December 2012 1,088 45.66

For the Quarter Ended December 29, 2012 15,765 45.19

Item 6. Selected Financial Data.

Kraft Foods Group, Inc.

Selected Financial Data—Five Year Review

December 29,
2012

December 31,
2011

December 31,
2010

December 31,
2009

December 31,
2008

(in millions of dollars, except per share data)

Year Ended:

Net revenues $ 18,339 $ 18,655 $ 17,797 $ 17,278 $ 17,708
Earnings from continuing operations 1,642 1,775 1,890 1,896 1,406
Earnings and gain from discontinued operations,

net of income taxes - - 1,644 218 1,209

Net earnings $ 1,642 $ 1,775 $ 3,534 $ 2,114 $ 2,615
Earnings from continuing operations per share (1):

Basic $ 2.77 $ 3.00 $ 3.20 $ 3.21 $ 2.38
Diluted $ 2.75 $ 3.00 $ 3.20 $ 3.21 $ 2.38

Net cash provided by operating activities $ 3,035 $ 2,664 $ 828 $ 3,017 $ 2,920
Capital expenditures 440 401 448 513 533
Depreciation 428 364 354 348 356

As of:

Total assets 23,329 21,539 21,598 22,189 22,052
Long-term debt 9,966 27 31 48 227
Total equity 3,572 16,588 17,037 17,511 17,296
Dividends declared per share $ 0.50 $ - $ - $ - $ -

(1) On October 1, 2012, Mondelēz International distributed 592 million shares of Kraft Foods Group common stock to Mondelēz International’s
shareholders. Basic and diluted earnings per common share and the average number of common shares outstanding were retrospectively restated for
the years ended December 31, 2011, December 31, 2010, December 31, 2009, and December 31, 2008 for the number of Kraft Foods Group shares
outstanding immediately following this transaction.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with the other sections of this Annual Report on Form 10-K,
including the consolidated financial statements and related notes contained in Item 8.

Description of the Company

We operate one of the largest consumer packaged food and beverage companies in North America. We manufacture and
market refrigerated meals, refreshment beverages and coffee, cheese, and other grocery products, primarily in the United
States and Canada. Our product categories span all major meal occasions, both at home and in foodservice locations.

Spin-Off Transaction

Prior to October 1, 2012, we were a wholly owned subsidiary of Mondelēz International. In connection with the Spin-Off,
Mondelēz International undertook a series of transactions to separate net assets and entities. As a result of these
transactions, Mondelēz International now holds the global snacks business, and we, Kraft Foods Group, now hold the
North American grocery business.

To effect the Spin-Off, Mondelēz International distributed 592 million shares of Kraft Foods Group common stock to
Mondelēz International’s shareholders on October 1, 2012. Holders of Mondelēz International common stock received one
share of Kraft Foods Group common stock for every three shares of Mondelēz International common stock held on
September 19, 2012. Mondelēz International structured the Distribution to be tax free to its U.S. shareholders for U.S.
federal income tax purposes. As a result of the Spin-Off, we now operate as an independent, publicly traded company.

Discussion and Analysis

Items Affecting Comparability of Financial Results

Principles of Consolidation

Prior to the Spin-Off on October 1, 2012, our financial statements were prepared on a stand-alone basis and were derived
from the consolidated financial statements and accounting records of Mondelēz International. Our financial statements
included certain expenses of Mondelēz International which were allocated to us for certain functions. These allocations
were not necessarily indicative of the actual expenses we would have incurred as an independent public company or of
the costs we will incur in the future, and may differ substantially from the allocations we agreed to in the various separation
agreements.

In December 2012, we changed our fiscal year end from December 31 to the last Saturday in December. Our 2012 fiscal
year ended on December 29, 2012. For 2011 and 2010, our fiscal years ended on December 31 of that year.

See Critical Accounting Policies - Principles of Consolidation later in this section for further information about our
allocations of expenses and change in fiscal year.

Debt

On May 18, 2012, we entered into a $3.0 billion five-year senior unsecured revolving credit facility in connection with the
Spin-Off. The agreement expires on May 17, 2017. On June 4, 2012, we issued $6.0 billion of senior unsecured notes with
a weighted average interest rate of 3.938% and transferred the net proceeds of $5.9 billion to Mondelēz International. In
addition, Mondelēz International completed a debt exchange in which $3.6 billion of Mondelēz International debt was
exchanged for our debt as part of our Spin-Off-related capitalization plan on July 18, 2012. No cash was generated from
the exchange. On October 1, 2012, Mondelēz International also transferred approximately $0.4 billion of Mondelēz
International 7.550% senior unsecured notes to us to complete the key elements of the debt migration plan in connection
with the Spin-Off. At December 31, 2011, our total debt of $35 million consisted of capital leases.

Postemployment Benefit Plans

On October 1, 2012, Mondelēz International transferred to us certain postemployment benefit plan assets and liabilities
associated with our active and retired and other former employees. Additionally, we assumed certain net benefit plan
liabilities for most of the Mondelēz International retired and other former North American employees as of October 1, 2012.

22



We assumed net benefit plan liabilities of $5.5 billion from Mondelēz International, which was in addition to the $0.1 billion
of net benefit plan liabilities we had previously reported in our historical financial statements, for a total liability of $5.6
billion on October 1, 2012.

For more information, see Critical Accounting Policies - Postemployment Benefit Plans later in this section.

Restructuring Program

On October 29, 2012, our Board of Directors approved a $650 million restructuring program consisting of restructuring
costs, implementation costs, and Spin-Off transition costs (“Restructuring Program”). The Restructuring Program is part of,
and its costs are consistent with, a restructuring program previously announced by Mondelēz International prior to the
Spin-Off. The primary objective of the Restructuring Program activities is to ensure that we are set up to operate efficiently
and execute our business strategy as a stand-alone company. Approximately one-half of the total Restructuring Program
costs are expected to result in cash expenditures. We have incurred $303 million of Restructuring Program costs, of which
$170 million was incurred prior to the Spin-Off. Of the total Restructuring Program costs incurred to date, $153 million
were cash expenditures in 2012, of which $32 million was incurred prior to the Spin-Off. We expect to incur up to $300
million of Restructuring Program costs in 2013. In addition to approving the Restructuring Program, our Board approved
related capital expenditures of approximately $200 million. We expect to complete the program by the end of 2014. See
Note 6, Restructuring Program, for additional information.

Starbucks CPG Business

On March 1, 2011, Starbucks took control of the Starbucks CPG business in grocery stores and other channels. Starbucks
did so without our authorization and in what we contend is a violation and breach of our license and supply agreement with
Starbucks related to the Starbucks CPG business. The dispute is in arbitration in Chicago, Illinois. While we remain the
named party in the proceeding, under the Separation and Distribution Agreement between Mondelēz International and us,
we will direct any recovery we are awarded in the arbitration proceeding to Mondelēz International. Mondelēz International
will reimburse us for any costs and expenses we incur in connection with the arbitration.

Divestitures

Pizza Divestiture:
On March 1, 2010, we completed the sale of the assets of our North American frozen pizza business (“Frozen Pizza”) to
Nestlé USA, Inc. (“Nestlé”) for $3.7 billion. Our Frozen Pizza business was a component of our Refrigerated Meals and
International & Foodservice segments. The sale included the DiGiorno, Tombstone, and Jack’s brands in the U.S., the
Delissio brand in Canada and the California Pizza Kitchen trademark license. It also included two Wisconsin
manufacturing facilities (Medford and Little Chute) and the leases for the pizza depots and delivery trucks. Approximately
3,600 of our employees transferred with the business to Nestlé. Accordingly, the results of our Frozen Pizza business
have been reflected as discontinued operations on the consolidated statement of earnings for 2010. As a result of the
divestiture, we recorded a gain on discontinued operations of $1,596 million, net of taxes, in 2010.

Pursuant to our transition services agreement with Nestlé, we agreed to provide certain sales, co-manufacturing,
distribution, information technology, accounting, and finance services to Nestlé for up to two years. As of December 31,
2011, these service agreements were substantially complete.

Provision for Income Taxes

Our effective tax rate was 33.1% in 2012, 38.3% in 2011, and 37.0% in 2010. Our 2012 effective tax rate included net tax
benefits of $33 million from discrete one-time events, primarily from various U.S. federal, foreign, and state tax audit
developments during the year.

Our 2011 effective tax rate included net tax costs of $52 million, primarily from various U.S. federal and U.S. state tax audit
developments during the year as well as the revaluation of state deferred tax assets and liabilities resulting from state tax
legislation enacted in 2011.

Our 2010 effective tax rate included net tax costs of $32 million, primarily due to a $79 million write-off of deferred tax
assets as a result of the U.S. health care legislation enacted in March 2010, partially offset by the federal and state
impacts from the favorable resolution of a federal tax audit.
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Consolidated Results of Operations

The following discussion compares our consolidated results of operations for 2012 with 2011 and for 2011 with 2010.

Summary of Results and Other Significant Highlights

• Net revenues decreased 1.7% to $18.3 billion in 2012 and increased 4.8% to $18.7 billion in 2011.

• Organic Net Revenues, a non-GAAP financial measure we use to evaluate our underlying results (see our
reconciliation with net revenues and a discussion of our Non-GAAP Financial Measures later in this section),
remained essentially flat in 2012 at $18.2 billion. Organic Net Revenues increased 5.7% to $18.1 billion in 2011
compared to 2010.

• Diluted earnings per share (“EPS”) decreased 8.3% to $2.75 in 2012 as compared to $3.00 from the prior year.
Diluted EPS and the average number of common shares outstanding as of December 31, 2011 were
retrospectively restated for the number of Kraft Foods Group shares outstanding immediately following the Spin-
Off.

• Our total debt increased approximately $9.9 billion in 2012 compared to 2011 due to a $6.0 billion debt issuance,
$3.6 billion debt exchange with Mondelēz International debt and the transfer of $0.4 billion of debt from Mondelēz
International to us in connection with the Spin-Off, partially offset by capital lease payments.

• Our pension, postretirement and other postemployment (collectively “postemployment”) net benefit obligations
increased $5.6 billion as of December 29, 2012 compared to the prior year due primarily to the transfer of $5.5
billion of net postemployment benefit obligations from Mondelēz International on October 1, 2012 in connection
with the Spin-Off.

2012 compared with 2011

For the Years Ended

December 29,
2012

December 31,
2011 $ change % change

(in millions, except per
share data)

Net revenues $ 18,339 $ 18,655 $ (316) (1.7%)

Operating income $ 2,670 $ 2,828 $ (158) (5.6%)

Net earnings $ 1,642 $ 1,775 $ (133) (7.5%)

Diluted EPS $ 2.75 $ 3.00 $ (0.25) (8.3%)

Net Revenues - Net revenues decreased $316 million (1.7%) to $18,339 million in 2012, and Organic Net Revenues(1)

increased $9 million (0.1%) to $18,247 million as follows:

For the Years Ended

December 29,
2012

December 31,
2011 $ Change % Change

(in millions)

Net revenues $ 18,339 $ 18,655 $ (316) (1.7)%

Impact of divestitures - (91) 91 0.5pp
Impact of the 53rd week of shipments in 2011 - (226) 226 1.3pp
Impact of foreign currency 22 - 22 0.1pp
Sales to Mondelēz International (114) (100) (14) (0.1)pp

Organic Net Revenues (1) $ 18,247 $ 18,238 $ 9 0.1%

Volume/mix $ (508) (2.7)pp
Net pricing $ 517 2.8pp

(1) “Organic Net Revenues” is a non-GAAP financial measure. Please see the Non-GAAP Financial Measures section at the end of this item.
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Organic Net Revenues increased slightly as the impact of higher net pricing was generally offset by unfavorable volume/
mix. Higher net pricing, including the impact of pricing from prior periods, was realized across all reportable business
segments as we increased pricing to offset higher commodity costs. Unfavorable volume/mix reflected lower shipments
(including a detriment of approximately 0.9 pp due to product pruning and 0.7 pp due to customer trade inventory
reductions). Sales to Mondelēz International increased net revenues by $14 million while unfavorable foreign currency
lowered net revenues by $22 million, due to the strength of the U.S. dollar versus the Canadian dollar. In 2011, net
revenues included a 53rd week of shipments that added $226 million to net revenues and $91 million related to the impact
of divestitures (including for reporting purposes the Starbucks CPG business).

Operating Income - Operating income decreased $158 million (5.6%) to $2,670 million in 2012, due to the following:

Operating
Income Change

(in millions) (percentage point)

Operating Income for the Year Ended December 31, 2011 $ 2,828
Higher net pricing 517 18.4pp
Higher product costs (42) (1.5)pp
Unfavorable volume/mix (220) (7.8)pp
Lower selling, general and administrative expenses 51 1.8pp
Unfavorable foreign currency (5) (0.2)pp
Impact of the 53rd week of shipments in 2011 (62) (2.4)pp
Restructuring Program costs (303) (10.3)pp
Change in market-based impacts to postemployment benefit plans (153) (5.5)pp
Change in unrealized gains/losses on hedging activities 77 2.7pp
Decreased operating income from divestitures (20) (0.8)pp
Other, net 2 -

Operating Income for the Year Ended December 29, 2012 $ 2,670 (5.6)%

Higher net pricing outpaced increased product costs during 2012. The increase in product costs was due to higher
commodity costs, partially offset by lower manufacturing costs (driven by net productivity). Unfavorable volume/mix was
reported in all segments, reflecting product pruning, customer trade inventory reductions, and the impact of higher pricing.
Despite an increase in advertising expense, total selling, general and administrative expenses decreased $51 million in
2012 from 2011 excluding Restructuring Program costs and the impacts of foreign currency, divestitures, and the 53rd

week of shipments in 2011. Unfavorable foreign currency decreased operating income by $5 million, due to the strength of
the U.S. dollar versus the Canadian dollar. The 53rd week of shipments in 2011 had an unfavorable year-over-year impact
of $62 million. We recorded Restructuring Program costs of $303 million in 2012, consisting of restructuring charges of
$141 million, implementation costs of $131 million, and Spin-Off transition costs of $31 million. The change in market-
based impacts to postemployment benefit plans decreased operating income by $153 million, as we recorded a mark-to-
market expense of $223 million in 2012 (which consists of a $594 million impact from changes in actuarial assumptions,
partially offset by $371 million of gains on pension assets), versus a mark-to-market expense of $70 million in 2011. The
change in unrealized gains/losses on hedging activities increased operating income by $77 million, as we recognized
gains of $13 million in 2012, versus losses of $64 million in 2011. The impact of divestitures (primarily the Starbucks CPG
business cessation) decreased operating income by $20 million.

Net Earnings and Diluted EPS - Net earnings of $1,642 million decreased by $133 million (7.5%) in 2012. Diluted EPS
were $2.75 in 2012, down 8.3% from $3.00 in 2011, due to the following:

Diluted EPS

Diluted EPS for the Year Ended December 31, 2011 $ 3.00

Increases in operations 0.33
Impact of the 53rd week of shipments in 2011 (0.07)
Restructuring Program costs (0.32)
Change in market-based impacts to postemployment benefit plans (0.15)
Change in unrealized gains/losses from hedging activities 0.08
Impact of divestitures (0.02)
Royalty income from Mondelēz International (0.01)
Higher interest and other expense, net (0.27)
Changes in taxes 0.21
Shares outstanding (0.03)

Diluted EPS for the Year Ended December 29, 2012 $ 2.75
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The increase in interest and other expense, net was due to the $6.0 billion debt issuance in June 2012, the $3.6 billion
debt exchange in July 2012, and the $0.4 billion transfer of debt from Mondelēz International in October 2012.

Diluted EPS for the year ended December 29, 2012 decreased $0.03 per share due to the dilutive impact of stock-based
awards outstanding. Diluted EPS for the year ended December 31, 2011 did not include the impact of these awards as
they were not outstanding prior to the Spin-Off.

The market-based impacts to postemployment benefit plans reflect our new strategy to follow a mark-to-market accounting
policy for our postemployment benefit obligations. For a description of this accounting policy change, see Critical
Accounting Policies - Postemployment Benefit Plans later in this section.

2011 compared with 2010

For the Years Ended

December 31,
2011

December 31,
2010 $ change % change

(in millions, except per
share data)

Net revenues $ 18,655 $ 17,797 $ 858 4.8%

Operating income 2,828 2,965 (137) (4.6%)

Earnings from continuing operations 1,775 1,890 (115) (6.1%)

Net earnings 1,775 3,534 (1,759) (49.8%)

Diluted EPS from continuing operations 3.00 3.20 (0.20) (6.0%)

Diluted EPS 3.00 5.98 (2.98) (49.8%)

Net Revenues - Net revenues increased $858 million (4.8%) to $18,655 million in 2011, and Organic Net Revenues(1)

increased $976 million (5.7%) to $18,147 million as follows:

For the Years Ended

December 31,
2011

December 31,
2010 $ Change % Change

(in millions)

Net revenues $ 18,655 $ 17,797 $ 858 4.8%

Impact of divestitures (91) (547) 456 2.8pp
Impact of the 53rd week of shipments in 2011 (226) - (226) (1.3)pp
Impact of foreign currency (91) - (91) (0.5)pp
Sales to Mondelēz International (100) (79) (21) (0.1)pp

Organic Net Revenues (1) $ 18,147 $ 17,171 $ 976 5.7%

Volume/mix $ (140) (0.8)pp
Net pricing $ 1,116 6.5pp

(1) Please see the Non-GAAP Financial Measures section at the end of this item.

Organic Net Revenue grew across all segments, driven by higher net pricing, partially offset by unfavorable volume/mix.
Higher net pricing was reflected in all segments as we increased pricing to offset higher commodity costs. Unfavorable
volume/mix was driven by lower shipments in the Grocery, Cheese, Refrigerated Meals, and International & Foodservice
segments, partially offset by higher shipments in the Beverages segment and favorable mix in the International &
Foodservice segment. Divestitures (primarily the Starbucks CPG business and the Frozen Pizza business) had an
unfavorable impact of $456 million on net revenues. The 53rd week of shipments in 2011 increased net revenues by $226
million. Favorable foreign currency increased net revenues by $91 million, due to the strength of the Canadian dollar
relative to the U.S. dollar, and net revenues rose $21 million from higher sales to Mondelēz International.
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Operating Income - Operating income decreased $137 million (4.6%) to $2,828 million in 2011, due to the following:

Operating
Income Change

(in millions) (percentage point)

Operating Income for the Year Ended December 31, 2010 $ 2,965

Higher net pricing 1,116 40.0pp
Higher product costs (1,013) (36.4)pp
Unfavorable volume/mix (66) (2.3)pp
Lower selling, general and administrative expenses 68 2.5pp
Favorable foreign currency 16 0.6pp
Impact of the 53rd week of shipments in 2011 62 2.2pp
Change in market-based impacts to postemployment benefit plans (67) (2.3)pp
Change in unrealized gains/losses on hedging activities (92) (3.3)pp
Impact of divestitures (162) (5.6)pp
Other, net 1 -

Operating Income for the Year Ended December 31, 2011 $ 2,828 (4.6)%

Higher pricing outpaced increased product costs during 2011. The increase in product costs was driven by significantly
higher commodity costs, partially offset by lower manufacturing costs as a result of net productivity savings. Unfavorable
volume/mix was driven by the Grocery, Cheese, and Refrigerated Meals segments. Selling, general and administrative
expenses decreased $68 million from 2010 excluding the impacts of foreign currency, divestitures, and the 53rd week of
shipments in 2011. Favorable foreign currency increased operating income by $16 million driven by the strength of the
Canadian dollar versus the U.S. dollar. The 53rd week of shipments in 2011 added $62 million in operating income. The
change in market-based impacts to postemployment benefit plans decreased operating income by $67 million, as we
recorded a mark-to-market expense of $70 million in 2011, versus a mark-to-market expense of $3 million in 2010. The
change in unrealized gains/losses on hedging activities decreased operating income by $92 million, as we recognized
losses of $64 million in 2011, versus gains of $28 million in 2010. The impact of divestitures (including primarily the
Starbucks CPG business cessation and income from a transition services agreement related to the Frozen Pizza
business) decreased operating income $162 million.

Net Earnings and Diluted EPS - Net earnings of $1,775 million decreased by $1,759 million (49.8%) in 2011. Diluted EPS
from continuing operations were $3.00 in 2011, down 6.0% from $3.20 in 2010. Diluted EPS were $3.00 in 2011, down
49.8% from $5.98 in 2010, due to the following:

Diluted EPS

Diluted EPS for the Year Ended December 31, 2010 $ 5.98

Discontinued operations 2.78

Diluted EPS from Continuing Operations for the Year Ended December 31, 2010 3.20

Increases in operations 0.14
Change in foreign currency 0.02
Impact of the 53rd week of shipments in 2011 0.07
Market-based impacts to postemployment benefit plans (0.08)
Change in unrealized gains/losses on hedging activities (0.10)
Impact of divestitures (0.20)
Royalty income from Mondelēz International 0.01
Changes in taxes (0.06)

Diluted EPS for the Year Ended December 31, 2011 $ 3.00

The market-based impacts to postemployment benefit plans reflect our new strategy to follow a mark-to-market accounting
policy for our postemployment benefit obligations.
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Results of Operations by Reportable Segment

Our reportable segments are Beverages, Cheese, Refrigerated Meals, Grocery, and International & Foodservice.

The following discussion compares our results of operations for each of our reportable segments for 2012 with 2011, and
for 2011 with 2010.

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Net revenues:
Beverages $ 2,734 $ 3,006 $ 3,212
Cheese 3,845 3,810 3,528
Refrigerated Meals 3,296 3,328 3,131
Grocery 4,551 4,556 4,313
International & Foodservice 3,913 3,955 3,613

Net revenues $ 18,339 $ 18,655 $ 17,797

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Operating income:
Beverages $ 260 $ 450 $ 564
Cheese 618 629 598
Refrigerated Meals 379 319 268
Grocery 1,304 1,316 1,246
International & Foodservice 481 484 476
Unrealized gains / (losses) on

hedging activities 13 (64) 28
Certain postemployment benefit plan costs (305) (240) (130)
General corporate expenses (80) (66) (85)

Operating income $ 2,670 $ 2,828 $ 2,965

As discussed in Note 16, Segment Reporting, to the consolidated financial statements, management uses segment
operating income to evaluate segment performance and allocate resources. We believe it is appropriate to disclose this
measure to help investors analyze segment performance and trends. Segment operating income excludes unrealized
gains and losses on hedging activities (which are a component of cost of sales), certain components of our
postemployment benefit plans (which are a component of cost of sales and selling, general and administrative expenses),
and general corporate expenses (which are a component of selling, general and administrative expenses) for all periods
presented. We exclude the unrealized gains and losses on hedging activities from segment operating income in order to
provide better transparency of our segment operating results. Once realized, we record the gains and losses on hedging
activities within segment operating results. We exclude certain components of our postemployment benefit plans from
segment operating income because we centrally manage postemployment benefit plan funding decisions and the
determination of discount rate, expected rate of return on plan assets, and other actuarial assumptions. We also manage
market-based impacts to these benefit plans centrally. Therefore, we allocate only the service cost component of our
pension plan expense to segment operating income. Furthermore, we centrally manage interest and other expense, net.
Accordingly, we do not present these items by segment because they are excluded from the segment profitability measure
that management reviews.

Comparing 2012 to 2011, net changes in unrealized gains / (losses) on hedging activities were favorable, as we had gains
on commodity hedging activity of $13 million in 2012, compared to losses on commodity hedging activity of $64 million in
2011.

In connection with our Restructuring Program, we recorded restructuring charges of $141 million, implementation costs of
$131 million, and Spin-Off transition costs of $31 million in 2012. We recorded the restructuring charges in operations, as
asset impairment and exit costs, and recorded the implementation and transition costs in operations, as a part of cost of
sales and selling, general and administrative expenses. The breakdown of these costs by segment is shown in Note 6,
Restructuring Program, to the consolidated financial statements.
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Included within our segment results are sales to Mondelēz International, which totaled $114 million in 2012, $100 million in
2011, and $79 million in 2010.

Beverages

For the Years Ended

December 29,
2012

December 31,
2011 $ change % change

(in millions)

Net revenues $ 2,734 $ 3,006 $ (272) (9.0%)

Organic Net Revenues (1) 2,734 2,882 (148) (5.1%)

Segment operating income 260 450 (190) (42.2%)

For the Years Ended

December 31,
2011

December 31,
2010 $ change % change

(in millions)

Net revenues $ 3,006 $ 3,212 $ (206) (6.4%)

Organic Net Revenues (1) 2,882 2,700 182 6.7%

Segment operating income 450 564 (114) (20.2%)

(1) Please see the Non-GAAP Financial Measures section at the end of this item.

2012 compared with 2011:

Net revenues decreased $272 million (9.0%) which includes the impacts of the Starbucks CPG business cessation
(2.7 pp) and of the 53rd week of shipments in 2011 (1.2 pp). Organic Net Revenues decreased $148 million (5.1%), due to
unfavorable volume/mix (5.5 pp, including a detriment of approximately 3.3 pp due to customer trade inventory
reductions), partially offset by higher net pricing (0.4 pp). Unfavorable volume/mix was driven by lower shipments of ready-
to-drink beverages, powdered beverages, and coffee, partially offset by favorable volume/mix from liquid concentrates.
Higher net pricing was due primarily to higher commodity cost-driven pricing.

Segment operating income decreased $190 million (42.2%), due primarily to costs incurred for the Restructuring Program,
unfavorable volume/mix, increased commodity costs, higher advertising and consumer spending, the impact of
divestitures, and the impact of the 53rd week of shipments in 2011. This was partially offset by lower other selling, general
and administrative expenses, higher net pricing, and lower manufacturing costs (driven by net productivity).

2011 compared with 2010:

Net revenues decreased $206 million (6.4%) which includes the impact of the Starbucks CPG business cessation
(14.5 pp), partially offset by the impact of the 53rd week of shipments in 2011 (1.4 pp). Organic Net Revenues increased
$182 million (6.7%) due to higher net pricing (6.2 pp) and favorable volume/mix (0.5 pp). Higher net pricing was due
primarily to commodity cost-driven pricing in coffee. Favorable volume/mix was driven by higher shipments in ready-to-
drink beverages in advance of an announced 2012 list price increase and the introduction of liquid concentrates, partially
offset by lower shipments of coffee.

Segment operating income decreased $114 million (20.2%), due primarily to increased commodity costs and the impact of
the Starbucks CPG business cessation, partially offset by higher net pricing, lower manufacturing costs, favorable volume/
mix, the impact of the 53rd week of shipments in 2011, and lower advertising and consumer spending.
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Cheese

For the Years Ended

December 29,
2012

December 31,
2011 $ change % change

(in millions)

Net revenues $ 3,845 $ 3,810 $ 35 0.9%

Organic Net Revenues (1) 3,833 3,764 69 1.8%

Segment operating income 618 629 (11) (1.7%)

For the Years Ended

December 31,
2011

December 31,
2010 $ change % change

(in millions)

Net revenues $ 3,810 $ 3,528 $ 282 8.0%

Organic Net Revenues (1) 3,764 3,514 250 7.1%

Segment operating income 629 598 31 5.2%

(1) Please see the Non-GAAP Financial Measures section at the end of this item.

2012 compared with 2011:

Net revenues increased $35 million (0.9%) which includes the impact of higher sales to Mondelēz International (0.4 pp),
offset by the impact of the 53rd week of shipments in 2011 (1.3 pp). Organic Net Revenues increased $69 million (1.8%),
driven by higher net pricing (2.2 pp) partially offset by unfavorable volume/mix (0.4 pp, including a detriment of
approximately 1.2 pp due to product pruning). Higher net pricing was realized in the specialty, grated, recipe, and natural
cheese categories. Unfavorable volume/mix was due primarily to product pruning and lower shipments of grated cheese,
partially offset by favorable volume/mix in natural cheese driven by higher shipments.

Segment operating income decreased $11 million (1.7%), due primarily to costs incurred for the Restructuring Program,
higher advertising and consumer spending, and the impact of the 53rd week of shipments in 2011, partially offset by higher
net pricing, lower manufacturing costs (driven by net productivity), lower other selling, general and administrative
expenses, and lower commodity costs.

2011 compared with 2010:

Net revenues increased $282 million (8.0%) which includes the impact of the 53rd week of shipments in 2011 (1.3 pp),
partially offset by the impact of divestitures (0.4 pp). Organic Net Revenues increased $250 million (7.1%) driven by higher
net pricing (8.4 pp), partially offset by unfavorable volume/mix (1.3 pp). Higher net pricing, across most major cheese
categories, was due to commodity cost-driven pricing. Unfavorable volume/mix was driven primarily by lower shipments in
sandwich, cream cheese, and recipe cheese categories, partially offset by higher shipments in cultured, natural cheese,
and grated cheese categories.

Segment operating income increased $31 million (5.2%), due primarily to higher net pricing, lower other selling, general
and administrative expenses (including a termination fee received due to the restructuring of a service contract), lower
manufacturing costs, the impact of the 53rd week of shipments in 2011, and the 2010 loss on a divestiture, partially offset
by higher commodity costs (primarily higher dairy costs), unfavorable volume/mix, and higher advertising and consumer
spending.
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Refrigerated Meals

For the Years Ended

December 29,
2012

December 31,
2011 $ change % change

(in millions)

Net revenues $ 3,296 $ 3,328 $ (32) (1.0%)

Organic Net Revenues (1) 3,296 3,285 11 0.3%

Segment operating income 379 319 60 18.8%

For the Years Ended

December 31,
2011

December 31,
2010 $ change % change

(in millions)

Net revenues $ 3,328 $ 3,131 $ 197 6.3%

Organic Net Revenues (1) 3,285 3,131 154 4.9%

Segment operating income 319 268 51 19.0%

(1) Please see the Non-GAAP Financial Measures section at the end of this item.

2012 compared with 2011:

Net revenues decreased $32 million (1.0%) which includes the impact of the 53rd week of shipments in 2011 (1.3 pp).
Organic Net Revenues increased $11 million (0.3%) due to higher net pricing (1.6 pp), partially offset by unfavorable
volume/mix (1.3 pp, including a detriment of approximately 0.7 pp due to product pruning). Unfavorable volume/mix was
driven primarily by pruning of certain meat products and lower shipments in hot dogs, partially offset by favorable mix in
cold cuts. Higher net pricing was due to commodity cost-driven pricing primarily related to lunch combinations and hot
dogs.

Segment operating income increased $60 million (18.8%), driven primarily by higher net pricing, lower other selling,
general and administrative expenses, and lower manufacturing costs (driven by net productivity), partially offset by costs
incurred for the Restructuring Program, increased commodity costs, higher advertising and consumer spending, the
impact of the 53rd week of shipments in 2011, and unfavorable volume/mix.

2011 compared with 2010:

Net revenues increased $197 million (6.3%) which includes the impact of the 53rd week of shipments in 2011 (1.4pp).
Organic Net Revenues increased $154 million (4.9%) due to higher net pricing (6.7 pp), partially offset by unfavorable
volume/mix (1.8 pp). Higher net pricing was driven by bacon, cold cuts, hot dogs, and lunch combinations. Unfavorable
volume/mix was due primarily to lower shipments in bacon and hot dogs, partially offset by higher shipments in cold cuts
and lunch combinations.

Segment operating income increased $51 million (19.0%), due primarily to higher net pricing, lower other selling, general
and administrative expenses, lower manufacturing costs, and the impact of the 53rd week of shipments in 2011, partially
offset by higher commodity costs, the impact of divestitures (lower income from a transition services agreement related to
the Frozen Pizza business), unfavorable volume/mix, and higher advertising and consumer spending.
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Grocery

For the Years Ended

December 29,
2012

December 31,
2011 $ change % change

(in millions)

Net revenues $ 4,551 $ 4,556 $ (5) (0.1%)

Organic Net Revenues (1) 4,548 4,501 47 1.0%

Segment operating income 1,304 1,316 (12) (0.9%)

For the Years Ended

December 31,
2011

December 31,
2010 $ change % change

(in millions)

Net revenues $ 4,556 $ 4,313 $ 243 5.6%

Organic Net Revenues (1) 4,501 4,313 188 4.4%

Segment operating income 1,316 1,246 70 5.6%

(1) Please see the Non-GAAP Financial Measures section at the end of this item.

2012 compared with 2011:

Net revenues decreased $5 million (0.1%) which includes the impact of the 53rd week of shipments in 2011 (1.2 pp).
Organic Net Revenues increased $47 million (1.0%) driven by higher net pricing (4.9 pp) partially offset by unfavorable
volume/mix (3.9 pp, including a detriment of approximately 0.4 pp due to product pruning and 0.4 pp due to customer trade
inventory reductions). Unfavorable volume/mix in the snack nuts, ready-to-eat desserts, pourable and spoonable
dressings, and barbecue sauce categories was driven by lower shipments, partially offset by higher shipments in dinners.
Higher net pricing was driven by higher commodity cost-driven pricing actions in snack nuts, macaroni and cheese
dinners, and pourable and spoonable dressings.

Segment operating income decreased $12 million (0.9%), due primarily to increased commodity costs, unfavorable
volume/mix, costs incurred for the Restructuring Program, and the impact of the 53rd week of shipments in 2011, partially
offset by higher net pricing, lower manufacturing costs (driven by net productivity), lower other selling, general and
administrative expenses, and lower advertising and consumer spending.

2011 compared with 2010:

Net revenues increased $243 million (5.6%) which includes the impact of the 53rd week of shipments in 2011 (1.2 pp).
Organic Net Revenues increased $188 million (4.4%) due to higher net pricing (7.9 pp) , partially offset by unfavorable
volume/mix (3.5 pp). Higher net pricing was reflected across most grocery categories including snack nuts, spoonable
dressings, macaroni and cheese dinners, dry packaged desserts, and ready-to-eat desserts. Unfavorable volume/mix was
driven by lower shipments, primarily spoonable dressings, snack nuts, ready-to-eat desserts, barbecue sauces, dessert
toppings, and dry packaged desserts, partially offset by new products in the dinners category and the introduction of
peanut butter.

Segment operating income increased $70 million (5.6%), driven primarily by higher net pricing, the impact of the 53rd week
of shipments in 2011, lower other selling, general and administrative expenses, and lower advertising and consumer
spending, partially offset by higher commodity costs, unfavorable volume/mix, and higher manufacturing costs.
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International & Foodservice

For the Years Ended

December 29,
2012

December 31,
2011 $ change % change

(in millions)

Net revenues $ 3,913 $ 3,955 $ (42) (1.1%)

Organic Net Revenues (1) 3,836 3,806 30 0.8%

Segment operating income 481 484 (3) (0.6%)

For the Years Ended

December 31,
2011

December 31,
2010 $ change % change

(in millions)

Net revenues $ 3,955 $ 3,613 $ 342 9.5%

Organic Net Revenues (1) 3,715 3,513 202 5.8%

Segment operating income 484 476 8 1.7%

(1) Please see the Non-GAAP Financial Measures section at the end of this item.

2012 compared with 2011:

Net revenues decreased $42 million (1.1%) which includes the impact of the 53rd week of shipments in 2011 (1.2 pp) and
unfavorable foreign currency (0.5 pp). Organic Net Revenues increased $30 million (0.8%) due to higher net pricing (3.8
pp) partially offset by unfavorable volume/mix (3.0 pp, including a detriment of approximately 2.4 pp due to product
pruning). In Canada, net revenues increased, driven primarily by higher net pricing, partially offset by the impact of the 53rd

week of shipments in 2011 and unfavorable foreign currency. In Foodservice, net revenues decreased, due primarily to
unfavorable volume/mix, the impact of the 53rd week of shipments in 2011, and unfavorable foreign currency, partially
offset by higher net pricing. In our Export business, net revenues increased, driven by higher net pricing, partially offset by
unfavorable volume/mix and lower sales to Mondelēz International.

Segment operating income decreased $3 million (0.6%), due primarily to unfavorable volume/mix, costs incurred for the
Restructuring Program, increased commodity costs, higher advertising and consumer spending, higher manufacturing
costs, and the impact of the 53rd week of shipments in 2011, partially offset by higher net pricing.

2011 compared with 2010:

Net revenues increased $342 million (9.5%) which includes favorable foreign currency (2.5 pp), the impact of the 53rd

week of shipments in 2011 (1.3 pp), and higher sales to Mondelēz International (0.4 pp), partially offset by the impact of
divestitures (0.5 pp). Organic Net Revenues increased $202 million (5.8%) due to favorable volume/mix (2.9 pp) and
higher net pricing (2.9 pp). In Canada, net revenues increased, driven primarily by higher net pricing, favorable foreign
currency, the impact of the 53rd week of shipments in 2011, and favorable volume/mix, partially offset by the impact of
divestitures. In Foodservice, net revenues increased, driven primarily by higher net pricing, favorable volume/mix, the
impact of the 53rd week of shipments in 2011, and favorable foreign currency, partially offset by the impact of divestitures.
In our Export business, net revenues increased, driven by favorable volume/mix and higher sales to Mondelēz
International, partially offset by lower pricing.

Segment operating income increased $8 million (1.7%), driven primarily by higher net pricing, favorable volume/mix, lower
manufacturing costs, favorable foreign currency, and the impact of the 53rd week of shipments in 2011, partially offset by
higher commodity costs and higher other selling, general and administrative expenses.

Critical Accounting Policies

Note 1, Summary of Significant Accounting Policies, to the consolidated financial statements includes a summary of the
significant accounting policies we used to prepare our consolidated financial statements. We have discussed the selection
and disclosure of our critical accounting policies and estimates with our Audit Committee. The following is a review of the
more significant assumptions and estimates, as well as the accounting policies we used to prepare our consolidated
financial statements.
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Principles of Consolidation:
The consolidated financial statements include Kraft Foods Group, as well as our wholly owned and majority owned
subsidiaries. All intercompany transactions are eliminated.

Prior to the Spin-Off on October 1, 2012, our financial statements were prepared on a stand-alone basis and were derived
from the consolidated financial statements and accounting records of Mondelēz International. Our financial statements
included certain expenses of Mondelēz International which were allocated to us for certain functions, including general
corporate expenses related to finance, legal, information technology, human resources, compliance, shared services,
insurance, employee benefits and incentives, and stock-based compensation. These expenses were allocated in our
historical results of operations on the basis of direct usage when identifiable, with the remainder allocated on the basis of
revenue, operating income, or headcount. We considered the expense allocation methodology and results to be
reasonable for all periods presented. However, these allocations were not necessarily indicative of the actual expenses we
would have incurred as an independent public company or of the costs we will incur in the future, and may differ
substantially from the allocations we agreed to in the various separation agreements.

Prior to the Spin-Off, our period-end date was the last day of the calendar year. However, for reporting purposes, we have
changed our period-end date to the last Saturday of the fiscal year, which aligns with the financial close dates of our
operating segments. As the effect to prior period results was not material, we have not revised prior period results.
Because our operating segments reported results on the last Saturday of the year and December 31, 2011 fell on a
Saturday, our 2011 results included an extra week (“53rd week”) of operating results than in 2012 or 2010 which had 52
weeks.

Long-Lived Assets:
We review long-lived assets for impairment when conditions exist that indicate the carrying amount of the assets may not
be fully recoverable. We perform undiscounted operating cash flow analyses to determine if an impairment exists. When
testing for impairment of assets held for use, we group assets and liabilities at the lowest level for which cash flows are
separately identifiable. If we determine an impairment exists, we calculate the loss based on estimated fair value.
Impairment losses on assets to be disposed of, if any, are based on the estimated proceeds to be received, less costs of
disposal.

Goodwill and Intangible Assets:
We test goodwill and non-amortizable intangible assets for impairment at least once a year in the fourth quarter. The first
step compares the reporting unit’s estimated fair value with its carrying value. We estimate a reporting unit’s fair value
using planned growth rates, market-based discount rates, estimates of residual value, and estimates of market multiples.
Estimating the fair value of individual reporting units requires us to make assumptions and estimates regarding our future
plans, industry, and economic conditions and our actual results and conditions may differ over time. If the carrying value of
a reporting unit’s net assets exceeds its fair value, the second step is applied to measure the difference between the
carrying value and implied fair value of goodwill. If the carrying value of goodwill exceeds its implied fair value, the goodwill
is considered impaired and reduced to its implied fair value. We test non-amortizable intangible assets for impairment by
comparing the fair value of each intangible asset with its carrying value. We determine fair value of non-amortizable
intangible assets using planned growth rates, market-based discount rates, and estimates of royalty rates. If the carrying
value exceeds fair value, the intangible asset is considered impaired and is reduced to fair value.

Insurance and Self-Insurance:
We use a combination of insurance and self-insurance for a number of risks, including workers’ compensation, general
liability, automobile liability, product liability, and our obligation for employee health care benefits. Liabilities associated
with the risks are estimated by considering historical claims experience and other actuarial assumptions.

Revenue Recognition:
We recognize revenues when title and risk of loss pass to customers, which generally occurs upon shipment or delivery of
goods. Revenues are recorded net of consumer incentives and trade promotions and include all shipping and handling
charges billed to customers. Provisions for product returns and customer allowances are also recorded as reductions to
revenues within the same period that the revenue is recognized. Shipping and handling costs of $1.0 million in 2012 and
2011 and $0.9 million in 2010, related to product returns, are included in cost of sales.

Marketing and Research and Development:
We promote our products with advertising, consumer incentives, and trade promotions. These programs include, but are
not limited to, discounts, coupons, rebates, in-store display incentives, and volume-based incentives. Consumer incentive
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and trade promotion activities are recorded as a reduction to revenues based on amounts estimated as being due to
customers and consumers at the end of a period. We base these estimates principally on historical utilization and
redemption rates. For interim reporting purposes, advertising and consumer incentive expenses are charged to operations
as a percentage of volume, based on estimated volume and related expense for the full year. We do not defer costs on our
year-end consolidated balance sheet and all marketing costs are recorded as an expense in the year incurred. Advertising
expense was $640 million in 2012, $535 million in 2011, and $540 million in 2010. We expense costs as incurred for
product research and development. Research and development expense was $178 million in 2012, $198 million in 2011,
and $185 million in 2010. We record marketing and research and development expenses within selling, general and
administrative expenses.

Environmental Costs:
We are subject to laws and regulations relating to the protection of the environment. We accrue for environmental
remediation obligations on an undiscounted basis when amounts are probable and can be reasonably estimated. The
accruals are adjusted as new information develops or circumstances change. Recoveries of environmental remediation
costs from third parties are recorded as assets when recovery of those costs is deemed probable. At December 29, 2012,
our subsidiaries were involved in 63 active actions in the U.S. under Superfund legislation (and other similar actions and
legislation) related to current operations and certain former or divested operations for which we retain liability. We are
subject to applicable multi-national, national, and local environmental laws and regulations in the countries in which we do
business. We have specific programs across our business units designed to meet applicable environmental compliance
requirements.

As of December 29, 2012, we had accrued an amount we deemed appropriate for environmental remediation. This
amount was insignificant to our balance sheet. Based on information currently available, we believe that the ultimate
resolution of existing environmental remediation actions and our compliance in general with environmental laws and
regulations will not have a material effect on our financial condition. However, we cannot quantify with certainty the
potential impact of future compliance efforts and environmental remediation actions.

Postemployment Benefit Plans:
Prior to the Spin-Off, Mondelēz International provided defined benefit pension, postretirement health care, defined
contribution, and multiemployer pension and medical benefits to our eligible employees and retirees. As such, these
liabilities were not reflected in our consolidated balance sheets. We provided pension coverage for certain employees of
our Canadian operations through separate plans and certain pension and postemployment benefits of our Canadian
operations were included in our financial statements prior to the Spin-Off. When we became a stand-alone, independent
company, we assumed the obligations previously provided by Mondelēz International. Mondelēz International transferred
to us the plan assets and liabilities associated with our active and retired and other former employees. Additionally, we
assumed certain net benefit plan liabilities for most of the Mondelēz International retired and other former North American
employees as of October 1, 2012. We assumed net benefit plan liabilities of $5.5 billion from Mondelēz International,
which was in addition to the $0.1 billion of net benefit plan liabilities we had previously reported in our historical financial
statements, for a total liability of $5.6 billion on October 1, 2012.

Our consolidated statements of earnings include expense allocations for these benefits through September 30, 2012,
which were determined based on a review of personnel by business unit and based on allocations of corporate or other
shared functional personnel. We consider the expense allocation methodology and results to be reasonable for all periods
presented.

Total Mondelēz International benefit plan costs allocated to us in the first nine months of 2012 prior to the Spin-Off, in
2011, and in 2010 were as follows:

Allocated from Mondelēz International Plans

2012 2011 2010

(in millions)

Pension plan cost $ 283 $ 261 $ 248
Postretirement health care cost 142 160 166
Employee savings plan cost 49 54 52
Multiemployer pension plan cost 2 2 2
Multiemployer medical plan cost 15 20 18

Net expense for employee benefit plans $ 491 $ 497 $ 486
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These costs are reflected in our cost of sales and selling, general and administrative expenses. These costs were funded
through intercompany transactions with Mondelēz International and were reflected within the parent company investment
equity balance. The increase in benefit plan costs allocated to us from Mondelēz International in 2012 compared to 2011,
on an annualized basis, is due to an increase in the benefit plan costs recognized by Mondelēz International in 2012
driven by a decrease in the discount rate used.

Certain pension plans in our Canadian operations and our other postemployment benefit plans were our direct obligations
and have been recorded within our historical financial statements. We recorded amounts relating to these plans and the
remaining pension, postretirement, and other postemployment benefit plans transferred from Mondelēz International on
October 1, 2012, based on calculations specified by U.S. GAAP. These calculations require the use of various actuarial
assumptions, such as discount rates, assumed rates of return on plan assets, compensation increases, and turnover
rates. We review our actuarial assumptions on an annual basis and make modifications to the assumptions based on
current rates and trends when appropriate. We believe that the assumptions used in recording our pension,
postretirement, and other postemployment benefit plan obligations are reasonable based on our experience and advice
from our actuaries. See Note 10, Postemployment Benefit Plans, to the consolidated financial statements for a discussion
of the assumptions used.

We recorded the following amounts in earnings for these postemployment benefit plans during the years ended
December 29, 2012, December 31, 2011 and December 31, 2010:

2012 2011 2010

(in millions)

U.S. pension plan benefit $ (43) $ - $ -
Non-U.S. pension plan cost 29 82 5
Postretirement health care cost 221 - -
Other postemployment benefit plan cost 7 42 3
Employee savings plan cost 12 - -
Multiemployer pension plan contributions 1 - -
Multiemployer medical plan contributions 5 - -

Net expense for employee benefit plans $ 232 $ 124 $ 8

The 2012 net expense for postemployment benefit plans of $232 million increased by $108 million over the 2011 amount.
The cost increase primarily related to the transfer of pension and postretirement benefit plans from Mondelēz International
as a result of the Spin-Off. The 2011 net expense for postemployment benefit plans of $124 million increased by $116
million over the 2010 amount. The cost increase primarily related to higher pension plan costs, including market-based
changes, and the incorporation of a Canadian postemployment plan into our obligations.

In December of 2012, we elected to change our method of accounting for defined benefit costs. Under our new accounting
method, we recognize changes in the fair value of plan assets and net actuarial gains or losses immediately upon
remeasurement, which is at least annually, and typically in the fourth quarter of each year. Previously, we calculated the
market-related value of plan assets reflecting changes in the fair value of plan assets over a four-year period. In addition,
actuarial gains or losses were deferred, and amounts in excess of 10 percent of the greater of the market-related value of
plan assets or the plans’ projected benefit obligation were recognized over the remaining service life of plan participants.
We believe that this new mark-to-market (“MTM”) policy is preferable as it will provide greater transparency to on-going
operational results and better reflect the economics of our obligations to participants. This change has been reported
through retrospective application of the new policy to all periods presented.

In order to align cash flows with expenses and reduce volatility, we have executed a level funding strategy. For our U.S.
qualified pension plans, in 2013, we are currently only required to make a nominal cash contribution under the Pension
Protection Act of 2006. In 2012, we contributed $7 million to our U.S. pension plans and $35 million to our non-U.S.
pension plans. We did not make any voluntary contributions to our pension plans in 2012. We make contributions to our
U.S. and non-U.S. pension plans, primarily, to the extent that they are tax deductible. In addition, employees contributed
$3 million to our non-U.S. plans.

We froze our U.S. pension plans for current salaried and non-union hourly employees effective December 31, 2019. Pension
accruals for all salaried and non-union employees who are currently earning pension benefits will end on December 31,
2019, and continuing pay and service will be used to calculate the pension benefits through December 31, 2019.
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For our postretirement plans, our 2013 health care cost trend rate assumption will be 7.53%. We established this rate
based upon our most recent experience as well as our expectation for health care trend rates going forward. We anticipate
that our health care cost trend rate assumption will be 5.03% by 2023. Assumed health care cost trend rates have a
significant effect on the amounts reported for the health care plans. A one-percentage-point change in assumed health
care cost trend rates would have the following effects as of December 29, 2012:

One-Percentage-Point

Increase Decrease

(in millions)

Effect on annual service and interest cost $ 6 $ (5)
Effect on postretirement benefit obligation 453 (374)

Our 2013 discount rate assumption is 3.89% for our postretirement plans. Our 2013 discount rate is 4.05% for our U.S.
pension plans and 4.00% for our non-U.S. pension plans. We model these discount rates using a portfolio of high quality,
fixed-income debt instruments with durations that match the expected future cash flows of the benefit obligations. Changes
in our discount rates were primarily the result of changes in bond yields year-over-year.

Our 2013 expected rate of return on plan assets is 5.75% for our U.S. pension plans and 5.00% for our non-U.S. pension
plans. We determine our expected rate of return on plan assets from the plan assets’ historical long-term investment
performance, current and future asset allocation, and estimates of future long-term returns by asset class. We attempt to
maintain our target asset allocation by rebalancing between asset classes as we make contributions and monthly benefit
payments.

While we do not anticipate further changes in the 2013 assumptions for our U.S. and non-U.S. pension and postretirement
health care plans, as a sensitivity measure, a fifty-basis point change in our discount rate or a fifty-basis point change in
the actual rate of return on plan assets would have the following effects, increase / (decrease) in cost, as of December 29,
2012:

U.S. Plans Non-US. Plans

Fifty-Basis-Point Fifty-Basis-Point

Increase Decrease Increase Decrease

(in millions)

Effect of change in discount rate on pension costs $ (516) $ 583 $ (94) $ 102
Effect of change in actual rate of return

on plan assets on pension costs (28) 28 (6) 6
Effect of change in discount rate on

postretirement health care costs (208) 232 (12) 14

Income Taxes:
We recognize tax benefits when they have a greater than 50 percent likelihood of being realized upon ultimate settlement.
We recognize deferred tax assets for temporary differences, operating loss carryforwards, and tax credit carryforwards.
We reduce deferred tax assets by a valuation allowance if it is more likely than not that some portion, or all, of the deferred
tax assets will not be realized.

New Accounting Guidance

See Note 1, Summary of Significant Accounting Policies, to the consolidated financial statements for a discussion of new
accounting standards.

Contingencies

See Note 12, Commitments and Contingencies, to the consolidated financial statements.

Commodity Trends

We purchase large quantities of commodities, including dairy products, coffee beans, meat products, wheat, corn
products, soybean and vegetable oils, nuts, and sugar and other sweeteners. In addition, we use significant quantities of
resins and cardboard to package our products, and natural gas to operate our factories and warehouses. We continuously
monitor worldwide supply and cost trends of these commodities.
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The most significant cost component of our cheese products are dairy commodities, including milk and cheese. We
purchase our dairy raw material requirements from independent third parties such as agricultural cooperatives and
independent processors. Market supply and demand, as well as government programs substantially influence the price for
milk and other dairy products. The most significant cost component of our coffee products is coffee beans, which we
purchase on world markets. Quality and availability of supply, changes in the value of the U.S. dollar in relation to certain
other currencies, and consumer demand for coffee products impact coffee bean prices. Significant cost components in our
meat business include pork, beef, and poultry, which we purchase on domestic markets. Livestock feed costs and the
global demand for U.S. meats influence the prices of these meat products. Other significant cost components in our
grocery products are grains, including wheat, sugar, and soybean oil.

During 2012, our aggregate commodity costs increased over the prior year, primarily as a result of higher costs of nuts,
sugar, packaging materials, other raw materials, energy, flour and grain costs, meat products, and oils, partially offset by
lower dairy and coffee costs. Our commodity costs increased approximately $0.2 billion in 2012 and $1.0 billion in 2011
compared to the prior year. We have addressed higher commodity costs primarily through higher pricing.

Liquidity and Capital Resources

We believe that cash generated from our operating activities, our $3.0 billion revolving credit facility, and our commercial
paper program will provide sufficient liquidity to meet our working capital needs, expected Restructuring Program
expenditures, planned capital expenditures, our planned voluntary contributions to our postemployment benefit plans,
future contractual obligations, and payment of our anticipated quarterly dividends. We will use our cash and commercial
paper program for daily funding requirements. Overall, we do not expect any negative effects on our funding sources that
would have a material effect on our short-term or long-term liquidity.

Historically, certain cash balances were swept by Mondelēz International, and we received funding from Mondelēz
International for our operating and investing cash needs. As agreed under the Separation and Distribution Agreement
between Mondelēz International and us, they retained the cash swept by Mondelēz International prior to the Spin-Off. We
expect to finance short-term cash needs through our existing cash balance, cash from our operating activities, our
commercial paper program, and our $3.0 billion revolving credit facility.

Net Cash Provided by Operating Activities:
Operating activities provided net cash of $3.0 billion in 2012, $2.7 billion in 2011, and $828 million in 2010. The increase in
operating cash flows in 2012 is primarily related to earnings, partially offset by higher interest payments on our long term
debt. Our results included $418 million of deferred tax adjustments as a result of our $3.6 billion debt exchange. The
increase in operating cash flows in 2011 primarily related to the prior year payment of taxes in connection with the 2010
Frozen Pizza divestiture and the favorable timing of the collection of receivables and the payment of our accounts payable,
partially offset by increased inventory levels.

Net Cash Provided by / (Used in) Investing Activities:
Net cash used in investing activities was $422 million in 2012 and $401 million in 2011. Net cash provided by investing
activities was $3.3 billion in 2010. The increase in cash used in investing activities in 2012 primarily related to increased
capital expenditures partially offset by proceeds from the sale of property, plant and equipment. In 2010, we received $3.7
billion in proceeds from the sale of the Frozen Pizza business.

Capital expenditures were $440 million in 2012, $401 million in 2011, and $448 million in 2010. The 2012 capital
expenditures were primarily used to modernize manufacturing facilities and support new product and productivity
initiatives. We expect 2013 capital expenditures to be up to $700 million, including capital expenditures required for our
Restructuring Program and IT systems investments. We expect to fund these expenditures from operations.

Net Cash Used in Financing Activities:
Net cash used in financing activities was $1.4 billion in 2012, $2.3 billion in 2011, and $4.1 billion in 2010. The net cash
used in 2012 primarily related to $7.2 billion of net transfers to Mondelēz International partially offset by the net proceeds
we received from our $6.0 billion debt issuance. The net cash used in financing activities in 2011 and 2010 primarily
related to net transfers to Mondelēz International.

Borrowing Arrangements:
On March 8, 2012, in connection with the Spin-Off, we entered into a $4.0 billion 364-day senior unsecured revolving
credit facility that was to expire on March 7, 2013. On September 24, 2012, we terminated this facility with no amounts
drawn.
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On May 18, 2012, we entered into a $3.0 billion five-year senior unsecured revolving credit facility that expires on May 17,
2017. All committed borrowings under the facility will bear interest at a variable annual rate based on the London Inter-
Bank Offered Rate or a defined base rate, at our election, plus an applicable margin based on the ratings of our long-term
senior unsecured indebtedness. The revolving credit agreement requires us to maintain a minimum total shareholders’
equity (excluding accumulated other comprehensive income or losses and any income or losses recognized in connection
with “mark-to-market” accounting in respect of pension and other retirement plans) of at least $2.4 billion. At December 29,
2012, our total shareholders’ equity (excluding accumulated other comprehensive income or losses and any income or
losses recognized in connection with “mark-to-market” accounting in respect of pension and other retirement plans) was
$4.0 billion. The revolving credit agreement also contains customary representations, covenants, and events of default.
We intend to use the proceeds of this facility for general corporate purposes. As of December 29, 2012, no amounts were
drawn on this credit facility.

Long-Term Debt:
On June 4, 2012, we issued $6.0 billion of senior unsecured notes at a weighted-average effective rate of 3.938% and
transferred the net proceeds of $5.9 billion to Mondelēz International. We also recorded approximately $260 million of
deferred financing costs which will be recognized in interest expense over the life of the notes. The general terms of the
notes are:

• $1 billion of notes due June 4, 2015 at a fixed, annual interest rate of 1.625%. Interest is payable semiannually
beginning December 4, 2012.

• $1 billion of notes due June 5, 2017 at a fixed, annual interest rate of 2.250%. Interest is payable semiannually
beginning December 5, 2012.

• $2 billion of notes due June 6, 2022 at a fixed, annual interest rate of 3.500%. Interest is payable semiannually
beginning December 6, 2012.

• $2 billion of notes due June 4, 2042 at a fixed, annual interest rate of 5.000%. Interest is payable semiannually
beginning December 4, 2012.

On July 18, 2012, Mondelēz International completed a debt exchange in which $3.6 billion of Mondelēz International debt
was exchanged for our debt in connection with our Spin-Off capitalization plan. No cash was generated from the
exchange. We recorded deferred tax liabilities in connection with the debt exchange and the balance was $418 million as
of December 29, 2012. The general terms of the notes issued are:

• $1,035 million of notes due August 23, 2018 at a fixed, annual interest rate of 6.125%. Interest is payable
semiannually beginning August 23, 2012. This debt was issued in exchange for $596 million of Mondelēz
International’s 6.125% Notes due in February 2018 and $439 million of Mondelēz International’s 6.125% Notes
due in August 2018.

• $900 million of notes due February 10, 2020 at a fixed, annual interest rate of 5.375%. Interest is payable
semiannually beginning August 10, 2012. This debt was issued in exchange for an approximately equal principal
amount of Mondelēz International’s 5.375% Notes due in February 2020.

• $878 million of notes due January 26, 2039 at a fixed, annual interest rate of 6.875%. Interest is payable
semiannually beginning July 26, 2012. This debt was issued in exchange for approximately $233 million of
Mondelēz International’s 6.875% Notes due in January 2039, approximately $290 million of Mondelēz
International’s 6.875% Notes due in February 2038, approximately $185 million of Mondelēz International’s
7.000% Notes due in August 2037, and approximately $170 million of Mondelēz International’s 6.500% Notes
due in November 2031.

• $787 million of notes due February 9, 2040 at a fixed, annual interest rate of 6.500%. Interest is payable
semiannually beginning August 9, 2012. This debt was issued in exchange for an approximately equal principal
amount of Mondelēz International’s 6.500% Notes due in 2040.

On October 1, 2012, Mondelēz International transferred approximately $400 million of Mondelēz International 7.550%
senior unsecured notes maturing in June 2015 to us to complete the key elements of the debt migration plan in connection
with the Spin-Off.

Total Debt:
Our total debt was $10.0 billion at December 29, 2012 and $35 million at December 31, 2011. The weighted-average
remaining term of our debt was 14.2 years at December 29, 2012. Prior to our debt issuance in 2012, our total debt
consisted entirely of capital lease obligations.
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Our long term debt contains customary representations, covenants and events of default. We were in compliance with all
covenants as of December 29, 2012.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

We have no off-balance sheet arrangements other than the guarantees and contractual obligations that are discussed
below.

Guarantees:
As discussed in Note 12, Commitments and Contingencies, to the consolidated financial statements, we have third-party
guarantees primarily covering certain long-term obligations of our vendors. As part of those transactions, we guarantee
that third parties will make contractual payments or achieve performance measures. At December 29, 2012, the carrying
amount of our third-party guarantees on our consolidated balance sheet and the maximum potential payments under these
guarantees was $22 million. We have off-balance sheet guarantees primarily covering third-party contractual payments
related to leased properties. At December 29, 2012, the maximum potential payments under these off-balance sheet
guarantees was $42 million. Substantially all of these guarantees expire at various times through 2027.

As of December 29, 2012, Mondelēz International and three of its indirect wholly owned subsidiaries, including a
subsidiary that became our indirect wholly owned subsidiary as a result of the Spin-Off, are joint and several guarantors of
$1.0 billion of indebtedness issued by Cadbury Schweppes US Finance LLC and maturing on October 1, 2013. Under the
Separation and Distribution Agreement between Mondelēz International and us, Mondelēz International has agreed to
indemnify us in the event our subsidiary is called upon to satisfy its obligation under the guarantee. Accordingly, we have
no obligation included on our balance sheets for this guarantee.

In addition, we were contingently liable for guarantees related to our own performance totaling $74 million at
December 29, 2012 and $154 million at December 31, 2011. These include letters of credit related to dairy commodity
purchases and other letters of credit.

Guarantees do not have, and we do not expect them to have, a material effect on our liquidity.

During 2012, our long-term debt and expected interest payments increased as we recorded $10.0 billion of senior
unsecured notes. See Note 7, Debt, to the consolidated financial statements for additional information on the long-term
debt issuances and related terms.

Aggregate Contractual Obligations:
The following table summarizes our contractual obligations at December 29, 2012.

Payments Due

Total 2013 2014-15 2016-17
2018 and

Thereafter

(in millions)

Long-term debt (1) $ 10,000 $ - $ 1,400 $ 1,000 $ 7,600
Interest expense (2) 7,582 462 901 820 5,399
Capital leases (3) 37 7 8 8 14
Operating leases (4) 442 115 152 85 90
Purchase obligations: (5)

Inventory and production costs 3,139 2,214 925 - -
Other 275 205 70 - -

3,414 2,419 995 - -
Pension contributions (6) 1,999 625 450 450 474
Other long-term liabilities (7) 2,475 242 495 495 1,243

Total $ 25,949 $ 3,870 $ 4,401 $ 2,858 $ 14,820

(1) Amounts represent the expected cash payments of our long-term debt and do not include unamortized bond premiums or discounts.
(2) Amounts represent the expected cash payments of our interest expense on our long-term debt.
(3) Amounts represent the expected cash payments of our capital leases, including the expected cash payments of interest expense of

approximately $9 million on our capital leases.
(4) Operating leases represent the minimum rental commitments under non-cancelable operating leases.
(5) Purchase obligations for inventory and production costs (such as raw materials, indirect materials and supplies, packaging, co-

manufacturing arrangements, storage, and distribution) are commitments for projected needs to be utilized in the normal course of
business. Other purchase obligations include commitments for marketing, advertising, capital expenditures, information technology, and
professional services. Arrangements are considered purchase obligations if a contract specifies all significant terms, including fixed or
minimum quantities to be purchased, a pricing structure, and approximate timing of the transaction. Any amounts reflected on the
consolidated balance sheet as accounts payable and accrued liabilities are excluded from the table above.
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(6) In order to align cash flows with expenses and reduce volatility, we have executed a level funding strategy. Based our level funding
strategy, we estimate that 2013 pension contributions would be approximately $625 million to our U.S. and non-U.S plans and
approximately $225 million annually in 2014 and thereafter.

(7) Other long-term liabilities primarily consist of estimated future benefit payments for our postretirement health care plans through 2022 of
approximately $2,466 million. We are unable to reliably estimate the timing of the payments beyond 2022; as such, they are excluded from
the above table. There are also another $9 million of various other long-term liabilities that are expected to be paid over the next 5 years. In
addition, the following long-term liabilities included on the consolidated balance sheet are excluded from the table above: income taxes,
insurance accruals, and other accruals. We are unable to reliably estimate the timing of the payments for these items. As of December 29,
2012, our total liability for income taxes, including uncertain tax positions and associated accrued interest and penalties, was $438 million.
We currently estimate paying approximately $180 million in the next 12 months.

Equity and Dividends

Stock Plans:
Under the Kraft Foods Group, Inc. 2012 Performance Incentive Plan (the “2012 Plan”), we may grant eligible employees
awards of stock options, stock appreciation rights, restricted stock, restricted stock units (“RSUs”), and other awards
based on our common stock, as well as performance-based long-term incentive awards (“Performance Shares”). In
addition, we may grant shares of our common stock to members of our Board of Directors who are not our full-time
employees under the 2012 Plan. We are authorized to issue a maximum of 72.0 million shares of our common stock under
the 2012 Plan. Stock options and stock appreciation rights granted under the plan reduce the authorized shares available
for issue at a ratio of one share per award granted. All other awards, such as restricted stock, RSUs, and Performance
Shares, granted reduce the authorized shares available for issue at a ratio of three shares per award granted. At
December 29, 2012, there were 45,455,320 shares available to be granted under the 2012 Plan.

In connection with the Spin-Off, restricted stock, RSUs, and Performance Share awards and employee stock option
awards were adjusted and converted into new equity awards using a formula designed to preserve the value of the awards
immediately prior to the Spin-Off.

On October 1, 2012, immediately prior to the Spin-Off, the stock awards were modified as follows:

• Stock options: Holders of stock option awards received Mondelēz International stock options to purchase the
same number of shares of Mondelēz International common stock at an adjusted exercise price and one new Kraft
Foods Group stock option at an adjusted exercise price for every three Mondelēz International stock options to
preserve the value of the overall awards granted.

• Restricted Stock and RSUs: Holders of Mondelēz International restricted stock or RSU awards received one
share of Kraft Foods Group restricted shares or RSUs for every three restricted shares or RSUs of Mondelēz
International they held prior to the Spin-Off.

• Performance Shares: Performance Shares held by our employees were converted to Kraft Foods Group awards.
The underlying performance conditions for the Kraft Foods Group Performance Shares were modified to reflect
new performance targets.

Subsequent to the Spin-Off, our employees and directors were granted an additional 0.4 million RSUs of our common
stock with a weighted average market value of $41.95 per share.

Dividends:
On December 10, 2012, our Board of Directors declared a $0.50 per common share dividend, payable on January 14,
2013. We recorded $296 million of dividends payable as of December 29, 2012. No dividends were paid in 2012, 2011, or
2010. The present annualized dividend rate is $2.00 per common share. The declaration of dividends is subject to the
discretion of our Board of Directors and depends on various factors, including our net earnings, financial condition, cash
requirements, future prospects, and other factors that our Board of Directors deems relevant to its analysis and decision
making.

Non-GAAP Financial Measures

We use certain non-GAAP financial measures to budget, make operating and strategic decisions, and evaluate our
performance. We have disclosed the following measures so that you have the same financial data that we use to assist
you in making comparisons to our historical operating results and analyzing our underlying performance.

41



Our non-GAAP financial measures reflect how we evaluate our operating results currently. As new events or
circumstances arise, these definitions could change over time. We use “Organic Net Revenues” in this Annual Report on
Form 10-K, which is defined as net revenues excluding the impact of transactions with Mondelēz International,
acquisitions, divestitures (including the termination of a full line of business due to the loss of a licensing or distribution
arrangement, and the complete exit of business out of a foreign country), currency, and the 53rd week of shipments in
2011.

We believe that the presentation of this non-GAAP financial measure, when considered together with our U.S. GAAP
financial measure and the reconciliations to the corresponding U.S. GAAP financial measure, provides you with a more
complete understanding of the factors and trends affecting our business than could be obtained absent these disclosures.
Because non-GAAP financial measures may vary among other companies, the Organic Net Revenue measure we present
in the Consolidated Results of Operations section may not be comparable to the similarly titled measure used by other
companies. Our use of this non-GAAP financial measure is not meant to be considered in isolation or as a substitute for
any U.S. GAAP financial measure. A limitation of non-GAAP financial measures is that they exclude items detailed below
which have an impact on U.S. GAAP reported results. The best way this limitation can be addressed is by evaluating our
Organic Net Revenue measure in combination with our U.S. GAAP reported results and carefully evaluating the tables
which reconcile U.S. GAAP reported figures to the non-GAAP financial measure.

2012 Compared to 2011

Net
Revenues

Impact of
Divestitures

Impact of 53rd
Week of Shipments

in 2011
Impact of
Currency

Sales to
Mondelēz

International
Organic

Net Revenues

(in millions)

Year ended December 29, 2012

Beverages $ 2,734 $ - $ - $ - $ - $ 2,734
Cheese 3,845 - - - (12) 3,833
Refrigerated Meals 3,296 - - - - 3,296
Grocery 4,551 - - - (3) 4,548
International & Foodservice 3,913 - - 22 (99) 3,836

Total $ 18,339 $ - $ - $ 22 $ (114) $ 18,247

Year ended December 31, 2011

Beverages $ 3,006 $ (87) $ (37) $ - $ - $ 2,882
Cheese 3,810 - (46) - - 3,764
Refrigerated Meals 3,328 - (43) - - 3,285
Grocery 4,556 - (55) - - 4,501
International & Foodservice 3,955 (4) (45) - (100) 3,806

Total $ 18,655 $ (91) $ (226) $ - $ (100) $ 18,238

2011 Compared to 2010

Net
Revenues

Impact of
Divestitures

Impact of 53rd
Week of Shipments

in 2011
Impact of
Currency

Sales to
Mondelēz

International
Organic

Net Revenues

(in millions)

Year ended December 31, 2011

Beverages $ 3,006 $ (87) $ (37) $ - $ - $ 2,882
Cheese 3,810 - (46) - - 3,764
Refrigerated Meals 3,328 - (43) - - 3,285
Grocery 4,556 - (55) - - 4,501
International & Foodservice 3,955 (4) (45) (91) (100) 3,715

Total $ 18,655 $ (91) $ (226) $ (91) $ (100) $ 18,147

Year ended December 31, 2010

Beverages $ 3,212 $ (512) $ - $ - $ - $ 2,700
Cheese 3,528 (14) - - - 3,514
Refrigerated Meals 3,131 - - - - 3,131
Grocery 4,313 - - - - 4,313
International & Foodservice 3,613 (21) - - (79) 3,513

Total $ 17,797 $ (547) $ - $ - $ (79) $ 17,171
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

As we operate primarily in North America but source our commodities on global markets and periodically enter into
financing or other arrangements abroad, we use financial instruments to manage our primary market risk exposures, which
are commodity price, foreign currency exchange rate, and interest rate risks. We monitor and manage these exposures as
part of our overall risk management program. Our risk management program focuses on the unpredictability of financial
markets and seeks to reduce the potentially adverse effects that the volatility of these markets may have on our operating
results. We maintain commodity price, foreign currency, and interest rate risk management policies that principally use
derivative instruments to reduce significant, unanticipated earnings fluctuations that may arise from volatility in commodity
prices, foreign currency exchange rates, and interest rates. We also sell commodity futures to unprice future purchase
commitments, and we occasionally use related futures to cross-hedge a commodity exposure. We are not a party to
leveraged derivatives and, by policy, do not use financial instruments for speculative purposes. Refer to Note 1, Summary
of Significant Accounting Policies, and Note 11, Financial Instruments, to the consolidated financial statements for further
details of our commodity price, foreign currency, and interest rate risk management policies and the types of derivative
instruments we use to hedge those exposures.

Value at Risk:
We use a value at risk (“VAR”) computation to estimate: 1) the potential one-day loss in pre-tax earnings of our commodity
price and foreign currency-sensitive derivative financial instruments; and 2) the potential one-day loss in the fair value of
our interest rate-sensitive financial instruments. We included our debt, commodity futures, forwards and options, foreign
currency forwards and interest rate swaps in our VAR computation. Excluded from the computation were anticipated
transactions and foreign currency trade payables and receivables which the financial instruments are intended to hedge.

We made the VAR estimates assuming normal market conditions, using a 95% confidence interval. We used a “variance /
co-variance” model to determine the observed interrelationships between movements in interest rates and various
currencies. These interrelationships were determined by observing interest rate and forward currency rate movements
over the prior quarter for the calculation of VAR amounts at December 29, 2012 and December 31, 2011, and over each of
the four prior quarters for the calculation of average VAR amounts during each year. The values of commodity options do
not change on a one-to-one basis with the underlying currency or commodity, and were valued accordingly in the VAR
computation.

As of December 29, 2012, the estimated potential one-day loss in pre-tax earnings from our commodity and foreign
currency instruments and the estimated potential one-day loss in fair value of our interest rate-sensitive instruments, as
calculated in the VAR model, were (in millions):

Pre-Tax Earnings Impact Fair Value Impact

At 12/29/12 Average High Low At 12/29/12 Average High Low

Instruments sensitive to:
Foreign currency rates $ 2 $ 2 $ 3 $ 1
Commodity prices 6 13 18 6
Interest rates $ 59 $ 42 $ 59 $ 14

Pre-Tax Earnings Impact Fair Value Impact

At 12/31/11 Average High Low At 12/31/11 Average High Low

Instruments sensitive to:
Foreign currency rates $ 1 $ 2 $ 2 $ 1
Commodity prices 14 17 20 13
Interest rates $ 9 $ 2 $ 9 $ -

This VAR computation is a risk analysis tool designed to statistically estimate the maximum probable daily loss from
adverse movements in commodity prices, foreign currency rates, and interest rates under normal market conditions. The
computation does not represent actual losses in fair value or earnings to be incurred by us, nor does it consider the effect
of favorable changes in market rates. We cannot predict actual future movements in such market rates and do not present
these VAR results to be indicative of future movements in such market rates or to be representative of any actual impact
that future changes in market rates may have on our future financial results.
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Item 8. Financial Statements and Supplementary Data.

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Kraft Foods Group, Inc.:

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a) present fairly, in all
material respects, the financial position of Kraft Foods Group, Inc. and its subsidiaries at December 29, 2012 and
December 31, 2011, and the results of their operations and their cash flows for each of the three years in the period ended
December 29, 2012 in conformity with accounting principles generally accepted in the United States of America. In
addition, in our opinion, the financial statement schedule listed in the index appearing under Item 15(a) presents fairly, in
all material respects, the information set forth therein when read in conjunction with the related consolidated financial
statements. Also in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 29, 2012, based on criteria established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is
responsible for these financial statements and financial statement schedule, for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in
Management’s Report on Internal Control Over Financial Reporting appearing under Item 9A. Our responsibility is to
express opinions on these financial statements, on the financial statement schedule, and on the Company’s internal
control over financial reporting based on our audits (which was an integrated audit in 2012). We conducted our audits in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are
free of material misstatement and whether effective internal control over financial reporting was maintained in all material
respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our audit of internal control over financial
reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audits also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.

As discussed in Note 1 to the consolidated financial statements, the Company changed the manner in which it accounts
for postemployment benefit costs in 2012.

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

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

/s/ PRICEWATERHOUSECOOPERS LLP

Chicago, Illinois
March 21, 2013
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Kraft Foods Group, Inc.

Consolidated Statements of Earnings

(in millions of dollars, except per share data)

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

Net revenues $ 18,339 $ 18,655 $ 17,797
Cost of sales 12,499 12,813 11,777

Gross profit 5,840 5,842 6,020

Selling, general and administrative expenses 3,029 3,016 3,063
Asset impairment and exit costs 141 (2) (8)

Operating income 2,670 2,828 2,965

Interest and other expense, net (258) (7) (6)

Royalty income from Mondelēz International 41 55 43

Earnings from continuing operations before income taxes 2,453 2,876 3,002

Provision for income taxes 811 1,101 1,112

Earnings from continuing operations 1,642 1,775 1,890

Earnings and gain from discontinued operations, net of income taxes - - 1,644

Net earnings $ 1,642 $ 1,775 $ 3,534

Per share data:
Basic earnings per share:

Continuing operations $ 2.77 $ 3.00 $ 3.20
Discontinued operations - - 2.78

Net earnings $ 2.77 $ 3.00 $ 5.98

Diluted earnings per share:
Continuing operations $ 2.75 $ 3.00 $ 3.20
Discontinued operations - - 2.78

Net earnings $ 2.75 $ 3.00 $ 5.98

Dividends declared $ 0.50 $ - $ -

See notes to consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Statements of Comprehensive Earnings

(in millions of dollars)

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

Net earnings $ 1,642 $ 1,775 $ 3,534
Other comprehensive earnings / (losses):

Currency translation adjustment 36 (100) 93
Pension and other benefits:

Amortization of prior service credits (6) - -
Tax benefit 2 - -

Derivatives accounted for as hedges:
Net derivative (losses) / gains (322) (5) 58
Reclassification adjustment for losses / (gains) included in

net earnings 112 (75) (2)
Tax benefit / (expense) 80 30 (21)

Total other comprehensive (losses) / earnings (98) (150) 128

Comprehensive earnings $ 1,544 $ 1,625 $ 3,662

See notes to consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Balance Sheets

(in millions of dollars, except share data)

December 29,
2012

December 31,
2011

ASSETS
Cash and cash equivalents $ 1,255 $ -
Receivables (net of allowances of $28 in 2012 and $23 in 2011) 1,089 903
Inventories, net 1,928 1,943
Deferred income taxes 420 232
Other current assets 131 194

Total current assets 4,823 3,272

Property, plant and equipment, net 4,204 4,278
Goodwill 11,346 11,316
Intangible assets, net 2,631 2,630
Other assets 325 43

TOTAL ASSETS $ 23,329 $ 21,539

LIABILITIES
Current portion of long-term debt $ 5 $ 8
Accounts payable 1,556 1,447
Accrued marketing 740 575
Accrued employment costs 194 242
Dividends payable 296 -
Accrued postretirement health care costs 236 -
Other current liabilities 579 300

Total current liabilities 3,606 2,572

Long-term debt 9,966 27
Deferred income taxes 288 1,594
Accrued pension costs 1,990 117
Accrued postretirement health care costs 3,502 -
Other liabilities 405 641

TOTAL LIABILITIES 19,757 4,951

Commitments and Contingencies (Note 12)

EQUITY
Common Stock, no par value (592,783,696 shares issued in 2012 and 0 in 2011) - -
Additional paid-in capital 4,240 -
Parent company investment - 16,713
Retained earnings / (deficit) (206) -
Accumulated other comprehensive losses (460) (125)
Treasury stock, at cost (2) -

TOTAL EQUITY 3,572 16,588

TOTAL LIABILITIES AND EQUITY $ 23,329 $ 21,539

See notes to consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Statements of Equity

(in millions of dollars, except per share data)

Kraft Foods Group Shareholders’ Equity

Common
Stock

Additional
Paid–in
Capital

Parent
Company

Investment

Retained
Earnings /
(Deficit)

Accumulated
Other

Comprehensive
Earnings /
(Losses)

Treasury
Stock

Total
Equity

Balances at January 1, 2010 $ - $ - $ 17,614 $ - $ (103) $ - $ 17,511
Comprehensive earnings / (losses):

Net earnings - - 3,534 - - - 3,534
Other comprehensive earnings,

net of income taxes - - - - 128 - 128
Net transfers to Mondelēz International - - (4,136) - - - (4,136)

Balances at December 31, 2010 $ - $ - $ 17,012 $ - $ 25 $ - $ 17,037

Comprehensive earnings / (losses):
Net earnings - - 1,775 - - - 1,775
Other comprehensive earnings,

net of income taxes - - - - (150) - (150)
Net transfers to Mondelēz International - - (2,074) - - - (2,074)

Balances at December 31, 2011 $ - $ - $ 16,713 $ - $ (125) $ - $ 16,588

Comprehensive earnings / (losses):
Net earnings - - 1,552 90 - - 1,642
Net transfers to / from Mondelēz International - - (10,595) - (4) - (10,599)
Consummation of spin-off transaction on

October 1, 2012 - 4,208 (7,670) - (233) - (3,695)
Other comprehensive losses,

net of income taxes - - - - (98) - (98)
Exercise of stock options and issuance

of other stock awards - 32 - - - (2) 30
Dividends declared ($0.50 per share) - - - (296) - - (296)

Balances at December 29, 2012 $ - $ 4,240 $ - $ (206) $ (460) $ (2) $ 3,572

See notes to consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Statements of Cash Flows

(in millions of dollars)

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

CASH PROVIDED BY / (USED IN) OPERATING ACTIVITIES
Net earnings $ 1,642 $ 1,775 $ 3,534
Adjustments to reconcile net earnings to operating cash flows:

Depreciation 428 364 354
Stock-based compensation expense 54 51 49
Deferred income tax provision / (benefit) 470 41 (74)
Losses on divestitures, net - - 6
Gains on discontinued operations - - (1,596)
Asset impairment, net of cash proceeds 28 - -
Other non-cash expense, net 159 150 54
Change in assets and liabilities, excluding the effects of

acquisitions and divestitures:
Receivables, net 220 238 (80)
Inventories, net 21 (169) (69)
Accounts payable (241) 226 (5)
Other current assets (61) (88) (5)
Other current liabilities 205 84 (1,329)

Change in pension and postretirement assets and liabilities, net 110 (8) (11)

Net cash provided by operating activities 3,035 2,664 828

CASH PROVIDED BY / (USED IN) INVESTING ACTIVITIES
Capital expenditures (440) (401) (448)
Proceeds from divestitures - - 3,698
Proceeds from sale of property, plant and equipment 18 - -

Net cash (used in) / provided by investing activities (422) (401) 3,250

CASH PROVIDED BY / (USED IN) FINANCING ACTIVITIES
Long-term debt proceeds 5,963 - -
Long-term debt repaid (8) (9) (9)
Net transfers to Mondelēz International (7,210) (2,238) (4,037)
Proceeds from stock option exercises 14 (18) (32)
Other financing activities (117) - -

Net cash used in financing activities (1,358) (2,265) (4,078)

Cash and cash equivalents:
Increase / (Decrease) 1,255 (2) -
Balance at beginning of period - 2 2

Balance at end of period $ 1,255 $ - $ 2

Cash paid:
Interest $ 152 $ 10 $ 8

Income taxes $ 236 $ 959 $ 2,452

See notes to consolidated financial statements.
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Kraft Foods Group, Inc.

Notes to Consolidated Financial Statements

Note 1. Summary of Significant Accounting Policies

Description of Business:
Kraft Foods Group, Inc. (“Kraft Foods Group,” “we,” “us,” and “our”) manufactures and markets food and beverage
products, including refrigerated meals, refreshment beverages and coffee, cheese, and other grocery products, primarily in
the United States and Canada. Our product categories span all major meal occasions, both at home and in foodservice
locations.

On October 1, 2012, Mondelēz International, Inc. (“Mondelēz International,” formerly known as Kraft Foods Inc.) created
an independent public company through a spin-off of its North American grocery business to Mondelēz International’s
shareholders (“Spin-Off”). In connection with the Spin-Off, Mondelēz International undertook a series of transactions to
separate net assets and entities. As a result of these transactions, Mondelēz International now holds the global snacks
business, and we, Kraft Foods Group, now hold the North American grocery business.

To effect the Spin-Off, Mondelēz International distributed 592 million shares of Kraft Foods Group common stock to
Mondelēz International’s shareholders on October 1, 2012. Holders of Mondelēz International common stock received one
share of Kraft Foods Group common stock for every three shares of Mondelēz International common stock held on
September 19, 2012. Mondelēz International structured the distribution to be tax free to its U.S. shareholders for U.S.
federal income tax purposes. As a result of the Spin-Off, we now operate as an independent, publicly traded company.
Basic and diluted earnings per common share and the average number of common shares outstanding were
retrospectively restated for the years ended December 31, 2011 and December 31, 2010 for the number of Kraft Foods
Group shares outstanding immediately following the transaction.

Principles of Consolidation:
The consolidated financial statements include Kraft Foods Group, as well as our wholly owned subsidiaries. All
intercompany transactions are eliminated.

Prior to the Spin-Off on October 1, 2012, our financial statements were prepared on a stand-alone basis and were derived
from the consolidated financial statements and accounting records of Mondelēz International. Our financial statements
included certain expenses of Mondelēz International which were allocated to us for certain functions, including general
corporate expenses related to finance, legal, information technology, human resources, compliance, shared services,
insurance, employee benefits and incentives, and stock-based compensation. These expenses were allocated in our
historical results of operations on the basis of direct usage when identifiable, with the remainder allocated on the basis of
revenue, operating income, or headcount. We considered the expense allocation methodology and results to be
reasonable for all periods presented. However, these allocations were not necessarily indicative of the actual expenses we
would have incurred as an independent public company or of the costs we will incur in the future, and may differ
substantially from the allocations we agreed to in the various separation agreements.

Prior to the Spin-Off, our period-end date was the last day of the calendar year. However, for reporting purposes, we have
changed our period-end date to the last Saturday of the fiscal year, which aligns with the financial close dates of our
operating segments. As the effect to prior period results was not material, we have not revised prior period results.
Because our operating segments reported results on the last Saturday of the year and December 31, 2011 fell on a
Saturday, our 2011 results included an extra week (“53rd week”) of operating results than in 2012 or 2010 which had 52
weeks.

Use of Estimates:
We prepare our consolidated financial statements in accordance with accounting principles generally accepted in the
United States of America (“U.S. GAAP”), which require us to make accounting policy elections, estimates, and
assumptions that affect a number of amounts in our consolidated financial statements. Significant accounting policy
elections, estimates, and assumptions include, among others, pension and benefit plan assumptions, valuation
assumptions of goodwill and intangible assets, useful lives of long-lived assets, marketing program accruals, insurance
and self-insurance reserves, and income taxes. We base our estimates on historical experience and other assumptions
that we believe are reasonable. If actual amounts differ from estimates, we include the revisions in our consolidated results
of operations in the period the actual amounts become known. Historically, the aggregate differences, if any, between our
estimates and actual amounts in any year have not had a material effect on our consolidated financial statements.
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Foreign Currencies:
We translate the results of operations of our foreign subsidiaries using average exchange rates during each period,
whereas balance sheet accounts are translated using exchange rates at the end of each period. We record currency
translation adjustments as a component of equity. Transaction gains and losses are recorded in earnings and were not
significant for any of the periods presented.

Cash and Cash Equivalents:
Cash equivalents include demand deposits with banks and all highly liquid investments with original maturities of three
months or less.

Inventories:
Inventories are stated at the lower of cost or market. We value all our inventories using the average cost method. We also
record inventory allowances for overstocked and obsolete inventories due to ingredient and packaging changes.

Long-Lived Assets:
Property, plant and equipment are stated at historical cost and depreciated by the straight-line method over the estimated
useful lives of the assets. Machinery and equipment are depreciated over periods ranging from 3 to 20 years and buildings
and building improvements over periods up to 40 years.

We review long-lived assets for impairment when conditions exist that indicate the carrying amount of the assets may not
be fully recoverable. We perform undiscounted operating cash flow analyses to determine if an impairment exists. When
testing for impairment of assets held for use, we group assets and liabilities at the lowest level for which cash flows are
separately identifiable. If an impairment is determined to exist, the loss is calculated based on estimated fair value.
Impairment losses on assets to be disposed of, if any, are based on the estimated proceeds to be received, less costs of
disposal.

Software Costs:
We capitalize certain computer software and software development costs incurred in connection with developing or
obtaining computer software for internal use. Capitalized software costs are included in property, plant and equipment and
amortized on a straight-line basis over the estimated useful lives of the software, which do not exceed seven years.

Goodwill and Intangible Assets:
We test goodwill and non-amortizable intangible assets for impairment at least annually on October 1. The first step
compares the reporting unit’s estimated fair value with its carrying value. We estimate a reporting unit’s fair value using
planned growth rates, estimates of residual value, and estimates of market multiples. Estimating the fair value of individual
reporting units requires us to make assumptions and estimates regarding our future plans, industry and economic
conditions, and our actual results and conditions may differ over time. If the carrying value of a reporting unit’s net assets
exceeds its fair value, the second step is applied to measure the difference between the carrying value and implied fair
value of goodwill. If the carrying value of goodwill exceeds its implied fair value, the goodwill is considered impaired and is
reduced to its implied fair value. We test non-amortizable intangible assets for impairment by comparing the fair value of
each intangible asset with its carrying value. Fair value of non-amortizable intangible assets is determined using planned
growth rates, market-based discount rates, and estimates of royalty rates. If the carrying value exceeds fair value, the
intangible asset is considered impaired and is reduced to fair value.

Insurance and Self-Insurance:
We use a combination of insurance and self-insurance for a number of risks, including workers’ compensation, general
liability, automobile liability, product liability, and our obligation for employee healthcare benefits. Liabilities associated with
the risks are estimated by considering historical claims experience and other actuarial assumptions.

Revenue Recognition:
We recognize revenues when title and risk of loss pass to customers, which generally occurs upon shipment or delivery of
goods. Revenues are recorded net of consumer incentives and trade promotions and include all shipping and handling
charges billed to customers. Provisions for product returns and allowances are also recorded as reductions to revenues
within the same period that the revenue is recognized. Shipping and handling costs of $1.0 million in 2012 and 2011 and
$0.9 million in 2010, related to product returns, are included in cost of sales.
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Marketing and Research and Development:
We promote our products with consumer incentives, trade promotions, and advertising. These programs include, but are
not limited to, discounts, coupons, rebates, in-store display incentives, and volume-based incentives. Consumer incentive
and trade promotion activities are recorded as a reduction to revenues based on amounts estimated as being due to
customers and consumers at the end of a period. We base these estimates principally on historical utilization and
redemption rates. For interim reporting purposes, advertising and consumer incentive expenses are charged to operations
as a percentage of volume, based on estimated volume and related expense for the full year. We do not defer costs on our
year-end consolidated balance sheet and all marketing costs are recorded as an expense in the year incurred. Advertising
expense was $640 million in 2012, $535 million in 2011, and $540 million in 2010. We expense costs as incurred for
product research and development. Research and development expense was $178 million in 2012, $198 million in 2011,
and $185 million in 2010. We record marketing expense in selling, general and administrative expense, except for
consumer incentives and trade promotions, which are recorded in net revenues. Research and development expenses are
recorded within selling, general and administrative expenses.

Environmental Costs:
We are subject to laws and regulations relating to the protection of the environment. We accrue for environmental
remediation obligations on an undiscounted basis when amounts are probable and can be reasonably estimated. The
accruals are adjusted as new information develops or circumstances change. Recoveries of environmental remediation
costs from third parties are recorded as assets when recovery of those costs is deemed probable. At December 29, 2012,
our subsidiaries were involved in 63 active actions in the U.S. under Superfund legislation (and other similar actions and
legislation) related to current operations and certain former or divested operations for which we retain liability. We are
subject to applicable multi-national, national, and local environmental laws and regulations in the countries in which we do
business. We have specific programs across our business units designed to meet applicable environmental compliance
requirements.

As of December 29, 2012, we had accrued an amount we deemed appropriate for environmental remediation. The amount
was insignificant to our balance sheet. Based on information currently available, we believe that the ultimate resolution of
existing environmental remediation actions and our compliance in general with environmental laws and regulations will not
have a material effect on our financial condition. However, we cannot quantify with certainty the potential impact of future
compliance efforts and environmental remediation actions.

Postemployment Benefit Plans:
We provide a range of benefits to our eligible employees and retired employees. These include defined benefit pension,
postretirement health care, defined contribution, and multiemployer pension and medical benefits. Our pension,
postretirement, and other postemployment (collectively, “postemployment”) benefit plans cover most salaried and certain
hourly employees. The cost of these plans is charged to expense over the working life of the covered employees. Prior to
the Spin-Off, Mondelēz International provided certain of these benefits to our employees and allocated to us the related
costs. The liabilities associated with the Mondelēz International plans were not reflected in our balance sheets as we
accounted for our participation in the Mondelēz International plans in a manner similar to multiemployer accounting.

In December of 2012, we elected to change our method of accounting for defined benefit costs. Under our new accounting
method, we recognize net actuarial gains or losses and changes in the fair value of plan assets immediately upon
remeasurement, which is at least annually, and typically in the fourth quarter of each year. Previously, we calculated the
market-related value of plan assets reflecting changes in the fair value of plan assets over a four-year period. In addition,
actuarial gains or losses were deferred, and amounts in excess of 10 percent of the greater of the market-related value of
plan assets or the plans’ projected benefit obligation were recognized over the remaining service life of plan participants.
We believe that this new mark-to-market (“MTM”) policy is preferable as it will provide greater transparency to on-going
operational results and better reflect the economics of our obligations to participants. This change has been reported
through retrospective application of the new policy to all periods presented.

On October 1, 2012, Mondelēz International transferred $3.8 billion of accumulated other comprehensive losses to us
related to our postemployment benefit plans. As part of the retrospective application of our new MTM policy, $4.1 billion,
representing all the unrecognized actuarial losses at October 1, 2012, were reclassified to additional paid-in capital as part
of the initial equity capitalization upon the consummation of our Spin-Off.
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The financial statement line items impacted by the change to MTM accounting are summarized below.

Year Ended December 29, 2012

Before
Accounting

Change Revised
Effect of
Change

(in millions, except per share amounts)

Consolidated Statement of Earnings

Cost of sales $ 12,452 $ 12,499 $ 47
Selling, general and administrative expenses 3,040 3,029 (11)
Provision for income taxes 821 811 (10)
Net earnings 1,668 1,642 (26)
Basic earnings per share 2.81 2.77 (0.04)
Diluted earnings per share 2.79 2.75 (0.04)
Consolidated Statement of Equity

Additional paid-in capital
Beginning balance $ - $ - $ -
Consummation of spin-off transaction on October 1, 2012 8,311 4,208 (4,103)
Ending balance 8,343 4,240 (4,103)

Parent company investment
Beginning balance 16,966 16,713 (253)
Net earnings 1,541 1,552 11
Consummation of spin-off transaction on October 1, 2012 (7,912) (7,670) 242
Ending balance - - -

Retained Earnings / (deficit)
Beginning balance - - -
Net earnings 127 90 (37)
Ending balance (169) (206) (37)

Accumulated other comprehensive earnings/ (losses)
Beginning balance (376) (125) 251
Consummation of spin-off transaction on October 1, 2012 (4,096) (233) 3,863
Other comprehensive losses, net of income taxes (124) (98) 26
Ending balance (4,600) (460) 4,140

Year Ended December 31, 2011

Before
Accounting

Change Revised
Effect of
Change

(in millions, except per share amounts)

Consolidated Statement of Earnings

Cost of sales $ 12,772 $ 12,813 $ 41
Selling, general and administrative expenses 2,981 3,016 35
Provision for income taxes 1,122 1,101 (21)
Net earnings 1,830 1,775 (55)
Basic and diluted earnings per share 3.10 3.00 (0.10)
Consolidated Statement of Equity

Parent company investment
Beginning balance $ 17,210 $ 17,012 $ (198)
Net earnings 1,830 1,775 (55)
Ending balance 16,966 16,713 (253)

Accumulated other comprehensive earnings/ (losses)
Beginning balance (171) 25 196
Other comprehensive losses, net of income taxes (205) (150) 55
Ending balance (376) (125) 251
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Year Ended December 31, 2010

Before
Accounting

Change Revised
Effect of
Change

(in millions, except per share amounts)

Consolidated Statement of Earnings

Cost of sales $ 11,778 $ 11,777 $ (1)
Selling, general and administrative expenses 3,067 3,063 (4)
Provision for income taxes 1,110 1,112 2
Earnings from continuing operations 1,887 1,890 3
Net earnings 3,531 3,534 3
Basic and diluted earnings per share:

Continuing operations 3.19 3.20 0.01
Discontinued operations 2.78 2.78 -
Net earnings 5.97 5.98 0.01

Consolidated Statement of Equity

Parent company investment
Beginning balance $ 17,813 $ 17,614 $ (199)
Net earnings 3,531 3,534 3
Ending balance 17,210 17,012 (198)

Accumulated other comprehensive earnings/ (losses)
Beginning balance (301) (103) 198
Other comprehensive earnings, net of income taxes 131 128 (3)
Ending balance (171) 25 196

This change to MTM accounting resulted in a $5 million increase in net earnings from previously reported amounts in the
quarter ended March 31, 2012, a $10 million increase in the quarter ended June 30, 2012, and a $4 million decrease in
the quarter ended September 30, 2012. Our net earnings in the fourth quarter of 2012 would have been $37 million higher
had we not elected to change our method of accounting for defined benefit costs. The change to MTM accounting
decreased net earnings in the quarter ended March 31, 2011 by $5 million, increased net earnings in the quarter ended
June 30, 2011 by $9 million, increased net earnings in the quarter ended September 30, 2011 by $15 million, and
decreased net earnings in the quarter ended December 31, 2011 by $74 million from previously reported amounts. Our
statement of comprehensive earnings for the years ended December 29, 2012, December 31, 2011, and December 31,
2010 were unchanged, except for the reclassifications to earnings from other comprehensive earnings shown above.

Our balance sheets for the years ended December 29, 2012, December 31, 2011, and December 31, 2010 were
unchanged as a result of our change to MTM accounting, except for the impact on equity shown above. The cumulative
effect of the change on parent company investment as of January 1, 2010, was a reduction of $199 million, with an offset
to accumulated other comprehensive losses. If we had not adopted MTM accounting, accumulated other comprehensive
losses would have been approximately $4.1 billion higher at December 29, 2012.

Our statements of cash flows for the years ended December 29, 2012, December 31, 2011, and December 31, 2010 were
unchanged, except for the impact on net earnings and other non-cash expenses. The annual recognition of actuarial gains
and losses, which is reported in “Other non-cash expense, net” on our consolidated statement of cash flows, increased by
$4 million in 2012, increased by $92 million in 2011, and decreased by $3 million in 2010.

Financial Instruments:
As we operate primarily in North America but source our commodities on global markets and periodically enter into
financing or other arrangements abroad, we use a variety of risk management strategies and financial instruments to
manage commodity price, foreign currency exchange rate, and interest rate risks. Our risk management program focuses
on the unpredictability of financial markets and seeks to reduce the potentially adverse effects that the volatility of these
markets may have on our operating results. One way we do this is through actively hedging our risks through the use of
derivative instruments.

Derivatives are recorded on our consolidated balance sheets at fair value, which fluctuates based on changing market
conditions.
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Certain derivatives are designated as cash flow hedges and qualify for hedge accounting treatment, while others do not
qualify and are marked to market through earnings. For cash flow hedges, changes in fair value are deferred in
accumulated other comprehensive earnings / (losses) within equity until the underlying hedged items are recognized in net
earnings. Accordingly, we record deferred cash flow hedge gains or losses in cost of sales when the related inventory is
sold and in interest and other expense, net, when the related debt interest expense is recorded. Cash flows from derivative
instruments are also classified in the same manner as the underlying hedged items in the consolidated statement of cash
flows. For additional information on the location of derivative activity within our operating results, see Note 11, Financial
Instruments.

To qualify for hedge accounting, a specified level of hedging effectiveness between the hedging instrument and the item
being hedged must be achieved at inception and maintained throughout the hedged period. Any hedging ineffectiveness is
recognized in net earnings when the change in the value of the hedge does not offset the change in the value of the
underlying hedged item. We formally document our risk management objectives, strategies for undertaking the various
hedge transactions, the nature of and relationships between the hedging instruments and hedged items, and method for
assessing hedge effectiveness. Additionally, for qualified hedges of forecasted transactions, we specifically identify the
significant characteristics and expected terms of the forecasted transactions. If it becomes probable that a forecasted
transaction will not occur, the hedge will no longer be effective and all of the derivative gains or losses would be
recognized in earnings in the current period.

When we use financial instruments, we are exposed to credit risk that a counterparty might fail to fulfill its performance
obligations under the terms of our agreement. We minimize our credit risk by entering into transactions with counterparties
with investment grade credit ratings, limiting the amount of exposure we have with each counterparty, and monitoring the
financial condition of our counterparties. We also maintain a policy of requiring that all significant, non-exchange traded
derivative contracts with a duration of greater than one year be governed by an International Swaps and Derivatives
Association master agreement. We are also exposed to market risk as the value of our financial instruments might be
adversely affected by a change in foreign currency exchange rates, commodity prices, or interest rates. We manage
market risk by incorporating monitoring parameters within our risk management strategy that limit the types of derivative
instruments and derivative strategies we use, and the degree of market risk that we hedge with derivative instruments.

Commodity cash flow hedges - We are exposed to price risk related to forecasted purchases of certain commodities that
we primarily use as raw materials. We enter into commodity forward contracts primarily for coffee beans, meat products,
sugar, wheat, and dairy products. Commodity forward contracts generally are not subject to the accounting requirements
for derivative instruments and hedging activities under the normal purchases exception. We also use commodity futures
and options to hedge the price of certain commodity costs, including dairy products, coffee beans, meat products, wheat,
corn products, soybean oils, sugar, and natural gas. Some of these derivative instruments are highly effective and qualify
for hedge accounting treatment. We also sell commodity futures to unprice future purchase commitments, and we
occasionally use related futures to cross-hedge a commodity exposure. We are not a party to leveraged derivatives and,
by policy, do not use financial instruments for speculative purposes.

Foreign currency cash flow hedges - We use various financial instruments to mitigate our exposure to changes in
exchange rates from third-party and intercompany actual and forecasted transactions. These instruments may include
forward foreign exchange contracts and foreign currency options. We primarily use these instruments to hedge our
exposure to the Canadian dollar.

Interest rate cash flow hedges - We use derivative instruments, including interest rate swaps, as part of our interest rate
risk management strategy. As a matter of policy, we do not use highly leveraged derivative instruments for interest rate
risk management. We primarily use interest rate swaps to hedge the variability of interest payment cash flows on a portion
of our future debt obligations. Substantially all of these derivative instruments are highly effective and qualify for hedge
accounting treatment.

Income Taxes:
We recognize tax benefits in our financial statements when our uncertain tax positions are more likely than not to be
sustained upon audit. The amount we recognize is measured as the largest amount of benefit that has a greater than
50 percent likelihood of being realized upon ultimate settlement.

We recognize deferred tax assets for temporary differences, operating loss carryforwards, and tax credit carryforwards.
Deferred tax assets are reduced by a valuation allowance if it is more likely than not that some portion, or all, of the
deferred tax assets will not be realized. See Note 13, Income Taxes, for additional information.
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New Accounting Pronouncements:
In July 2012, the Financial Accounting Standards Board (“FASB”) issued an amendment which permits an entity to make a
qualitative assessment to determine whether it is more likely than not that an indefinite-lived intangible asset, other than
goodwill, is impaired. If an entity concludes, based on an evaluation of all relevant qualitative factors, that it is not more
likely than not that the fair value of an indefinite-lived intangible asset is less than its carrying amount, it will not be required
to perform the quantitative impairment for that asset. The guidance is effective for impairment tests performed for fiscal
years beginning after September 15, 2012, with early adoption permitted. The adoption of this guidance did not have a
material impact on our financial results.

In February 2013, the FASB issued an amendment which requires disclosure of amounts reclassified out of accumulated
other comprehensive income by component. In addition, an entity is required to present either on the face of the statement
of operations or in the notes, significant amounts reclassified out of accumulated other comprehensive income by the
respective line items of net income but only if the amount reclassified is required to be reclassified to net income in its
entirety in the same reporting period. For amounts not reclassified in their entirety to net income, an entity is required to
cross-reference to other disclosures that provide additional detail about those amounts. This guidance is effective
prospectively for annual and interim periods beginning after December 15, 2012. We do not expect the adoption of this
guidance to have a material impact on our financial results.

Subsequent Events:
We evaluated subsequent events and included all accounting and disclosure requirements related to subsequent events in
our consolidated financial statements.

Note 2. Divestitures

Pizza Divestiture:
On March 1, 2010, we completed the sale of the assets of our North American frozen pizza business (“Frozen Pizza”) to
Nestlé USA, Inc. (“Nestlé”) for $3.7 billion. Our Frozen Pizza business was a component of our Refrigerated Meals and
International & Foodservice segments. The sale included the DiGiorno, Tombstone, and Jack’s brands in the U.S., the
Delissio brand in Canada and the California Pizza Kitchen trademark license. It also included two Wisconsin
manufacturing facilities (Medford and Little Chute) and the leases for the pizza depots and delivery trucks. Approximately
3,600 of our employees transferred with the business to Nestlé. Accordingly, the results of our Frozen Pizza business
have been reflected as discontinued operations on the consolidated statement of earnings for 2010.

Summary results of operations for the Frozen Pizza business through March 1, 2010 were as follows:

For the Year Ended
December 31, 2010

(in millions)

Net revenues $ 335

Earnings before income taxes 73
Provision for income taxes (25)
Gain on discontinued operations, net of income taxes 1,596

Earnings and gain from discontinued operations, net of income taxes $ 1,644

Earnings before income taxes as presented exclude associated allocated overheads of $25 million in 2010. The 2010 gain
on discontinued operations from the sale of the Frozen Pizza business included tax expense of $1.2 billion.

The following assets of the Frozen Pizza business were included in the Frozen Pizza divestiture (in millions):

Inventories, net $ 102
Property, plant and equipment, net 317
Goodwill 475

Divested assets of the Frozen Pizza business $ 894
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Note 3. Inventories

Inventories at December 29, 2012 and December 31, 2011 were:

2012 2011

(in millions)

Raw materials $ 535 $ 562
Work in process 326 373
Finished product 1,067 1,008

Inventories, net $ 1,928 $ 1,943

Note 4. Property, Plant and Equipment

Property, plant and equipment at December 29, 2012 and December 31, 2011 were:

2012 2011

(in millions)

Land and land improvements $ 119 $ 124
Buildings and building improvements 1,996 1,984
Machinery and equipment 5,922 5,764
Construction in progress 365 297

8,402 8,169
Accumulated depreciation (4,198) (3,891)

Property, plant and equipment, net $ 4,204 $ 4,278

Asset impairments:
See our discussion of restructuring charges within Note 6, Restructuring Program, for additional information.

Note 5. Goodwill and Intangible Assets

At December 29, 2012 and December 31, 2011, goodwill by reportable segment was:

2012 2011

(in millions)

Beverages $ 1,290 $ 1,290
Cheese 3,000 3,000
Refrigerated Meals 985 985
Grocery 4,216 4,216
International & Foodservice 1,855 1,825

Goodwill $ 11,346 $ 11,316

Intangible assets were $2.6 billion at December 29, 2012 and December 31, 2011 and consist primarily of indefinite-lived
trademarks on brands remaining in our portfolio that we acquired through our former parent company’s acquisition of
Nabisco Holdings Corp.

Changes in goodwill and intangible assets consisted of:

2012 2011

Goodwill
Intangible

Assets, at cost Goodwill
Intangible

Assets, at cost

(in millions)

Balance at beginning of year $ 11,316 $ 2,630 $ 11,338 $ 2,630
Changes due to:

Foreign currency 30 1 (22) -

Balance at end of year $ 11,346 $ 2,631 $ 11,316 $ 2,630
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Note 6. Restructuring Program

On October 29, 2012, our Board of Directors approved a $650 million restructuring program consisting of restructuring
costs, implementation costs, and Spin-Off transition costs (“Restructuring Program”). The Restructuring Program is part of,
and its costs are consistent with, a restructuring program previously announced by Mondelēz International prior to the
Spin-Off. The primary objective of the Restructuring Program activities is to ensure that we are set up to operate efficiently
and execute our business strategy as a stand-alone company. Approximately one-half of the total Restructuring Program
costs are expected to result in cash expenditures. We have incurred $303 million of Restructuring Program costs, of which
$170 million was incurred prior to the Spin-Off. Of the total Restructuring Program costs incurred to date, $153 million
were cash expenditures in 2012, of which $32 million was incurred prior to the Spin-Off. We expect to incur up to $300
million of Restructuring Program costs in 2013. In addition to approving the Restructuring Program, our Board approved
related capital expenditures of $200 million. We expect to complete the program by the end of 2014.

Restructuring Costs:
We anticipate incurring up to $260 million of restructuring charges, of which approximately $158 million are expected to be
cash expenditures through 2014. These charges reflect primarily severance, asset disposals, and other manufacturing-
related one-time costs. We recorded one-time restructuring charges of $141 million in 2012 within asset impairment and
exit costs. We spent $51 million in 2012 in cash, and we also recognized non-cash asset write-downs totaling $28 million.
At December 29, 2012, we recorded a $44 million restructuring liability within other current liabilities.

Severance
and Related

Costs
Asset

Write-downs Total

(in millions)

Liability balance, January 1, 2012 $ - $ - $ -
Charges 113 28 141
Cash spent (51) - (51)
Non-cash settlements (18) (28) (46)

Liability balance, December 29, 2012 $ 44 $ - $ 44

Implementation Costs:
Implementation costs are directly attributable to restructuring activities; however, they do not qualify for special accounting
treatment as exit or disposal activities. We believe the disclosure of implementation costs provides greater transparency to
the total costs of our Restructuring Program. Through the end of 2014, we expect to incur up to $320 million of
implementation costs. To date, we recorded implementation costs of $131 million within cost of sales and selling, general
and administrative expenses. These costs primarily relate to reorganization costs related to our sales function, the
optimization of information systems infrastructure, and accelerated depreciation on assets.

Spin-Off Transition Costs:
We expect to incur up to $70 million of Spin-Off transition costs consisting mostly of professional service fees within the
finance, legal, and information system functions and therefore, has not been allocated to the segments. During 2012, we
recorded Spin-Off transition costs of $31 million within selling, general and administrative expenses. Prior to October 1,
2012, all Spin-Off transition costs were incurred by Mondelēz International.

Restructuring Program Costs by Segment:
During 2012, we recorded Restructuring Program costs within segment operating income as follows:

For the Year Ended December 29, 2012

Restructuring
Costs

Implementation
Costs

Spin-Off Transition
Costs Total

(in millions)

Beverages $ 44 $ 19 $ - $ 63
Cheese 26 72 - 98
Refrigerated Meals 19 11 - 30
Grocery 32 17 - 49
International & Foodservice 20 12 - 32
Corporate expenses - - 31 31

Total $ 141 $ 131 $ 31 $ 303
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Note 7. Debt

Borrowing Arrangements:
On May 18, 2012, we entered into a $3.0 billion five-year senior unsecured revolving credit facility that expires on May 17,
2017. All committed borrowings under the facility will bear interest at a variable annual rate based on the London Inter-
Bank Offered Rate or a defined base rate, at our election, plus an applicable margin based on the ratings of our long-term
senior unsecured indebtedness. The revolving credit agreement requires us to maintain a minimum total shareholders’
equity (excluding accumulated other comprehensive income or losses and any income or losses recognized in connection
with “mark-to-market” accounting in respect of pension and other retirement plans) of at least $2.4 billion. At December 29,
2012, our total shareholders’ equity (excluding accumulated other comprehensive income or losses and any income or
losses recognized in connection with “mark-to-market” accounting in respect of pension and other retirement plans) was
$4.0 billion. The revolving credit agreement also contains customary representations, covenants, and events of default.
We intend to use the proceeds of this facility for general corporate purposes. As of December 29, 2012, no amounts were
drawn on this credit facility.

On March 8, 2012, in connection with the Spin-Off, we entered into a $4.0 billion 364-day senior unsecured revolving
credit facility that was to expire on March 7, 2013. On July 18, 2012, we effected a mandatory $2.6 billion reduction of the
unused commitment under the facility, leaving us with $1.4 billion of borrowing capacity under the facility. On
September 24, 2012, we terminated this facility with no amounts drawn.

Long-Term Debt:
On June 4, 2012, we issued $6.0 billion of senior unsecured notes at a weighted-average effective rate of 3.938% and
transferred the net proceeds of $5.9 billion to Mondelēz International. We also recorded approximately $260 million of
deferred financing costs, including losses on hedging activities in advance of the debt issuance, which will be recognized
in interest expense over the life of the notes. The general terms of the notes are:

• $1 billion of notes due June 4, 2015 at a fixed, annual interest rate of 1.625%. Interest is payable semiannually
beginning December 4, 2012.

• $1 billion of notes due June 5, 2017 at a fixed, annual interest rate of 2.250%. Interest is payable semiannually
beginning December 5, 2012.

• $2 billion of notes due June 6, 2022 at a fixed, annual interest rate of 3.500%. Interest is payable semiannually
beginning December 6, 2012.

• $2 billion of notes due June 4, 2042 at a fixed, annual interest rate of 5.000%. Interest is payable semiannually
beginning December 4, 2012.

On July 18, 2012, Mondelēz International completed a debt exchange in which $3.6 billion of Mondelēz International debt
was exchanged for our debt as part of the Spin-Off capitalization plan. No cash was generated from the exchange. We
recorded deferred tax liabilities in connection with the debt exchange and the balance was $418 million as of December
29, 2012. The general terms of the notes are:

• $1,035 million of notes due August 23, 2018 at a fixed, annual interest rate of 6.125%. Interest is payable
semiannually beginning August 23, 2012. This debt was issued in exchange for $596 million of Mondelēz
International’s 6.125% Notes due in February 2018 and $439 million of Mondelēz International’s 6.125% Notes
due in August 2018.

• $900 million of notes due February 10, 2020 at a fixed, annual interest rate of 5.375%. Interest is payable
semiannually beginning August 10, 2012. This debt was issued in exchange for an approximately equal principal
amount of Mondelēz International’s 5.375% Notes due in February 2020.

• $878 million of notes due January 26, 2039 at a fixed, annual interest rate of 6.875%. Interest is payable
semiannually beginning July 26, 2012. This debt was issued in exchange for approximately $233 million of
Mondelēz International’s 6.875% Notes due in January 2039, approximately $290 million of Mondelēz
International’s 6.875% Notes due in February 2038, approximately $185 million of Mondelēz International’s
7.000% Notes due in August 2037, and approximately $170 million of Mondelēz International’s 6.500% Notes
due in November 2031.

• $787 million of notes due February 9, 2040 at a fixed, annual interest rate of 6.500%. Interest is payable
semiannually beginning August 9, 2012. This debt was issued in exchange for an approximately equal principal
amount of Mondelēz International’s 6.500% Notes due in 2040.

On October 1, 2012, Mondelēz International transferred approximately $400 million of Mondelēz International 7.550%
senior unsecured notes maturing in June 2015 to us to complete the debt migration plan in connection with the Spin-Off.
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As of December 29, 2012, aggregate maturities of long-term debt were (in millions):

2013 $ 5
2014 3
2015 1,403
2016 3
2017 1,003
Thereafter 7,611

Our long term debt contains customary representations, covenants, and events of default. We were in compliance with all
covenants as of December 29, 2012.

Fair Value of Our Debt:
The aggregate fair value of our total debt was $11.5 billion as compared with the carrying value of $10.0 billion at
December 29, 2012. At December 31, 2011, our total debt only consisted of capital leases which approximated fair value.
We determined the fair value of our long-term debt using Level 1 quoted prices in active markets for the publicly traded
debt obligations.

Interest and Other Expense, Net:
Interest and other expense, net consisted of:

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Interest expense $ 238 $ 4 $ 3
Other expense / (income), net 20 3 3

Total interest and other expense, net $ 258 $ 7 $ 6

The increase in interest expense in 2012 compared to 2011 was due to the $6.0 billion debt issuance in June 2012, the
$3.6 billion debt exchange in July 2012 and the transfer of $0.4 billion of debt from Mondelēz International in October
2012.

Note 8. Capital Stock

Our articles of incorporation authorize 5.0 billion shares of common stock and 500 million shares of preferred stock. On
October 1, 2012, Mondelēz International distributed 592 million shares of Kraft Foods Group common stock to Mondelēz
International’s shareholders. Holders of Mondelēz International common stock received one share of Kraft Foods Group
common stock for every three shares of Mondelēz International common stock held on September 19, 2012.

Shares of common stock issued, in treasury and outstanding were:

Shares Issued Treasury Shares
Shares

Outstanding

Consummation of spin-off transaction on October 1, 2012 592,257,298 - 592,257,298
Exercise of stock options and issuance of other stock awards 526,398 (19,988) 506,410

Balance at December 29, 2012 592,783,696 (19,988) 592,763,708

As of December 29, 2012, approximately 1.4 million outstanding shares were held in trust in connection with our restricted
stock. See Note 9, Stock Plans, for a description of these shares. There were no preferred shares issued and outstanding
at December 29, 2012.

Note 9. Stock Plans

Under the Kraft Foods Group, Inc. 2012 Performance Incentive Plan (the “2012 Plan”), we may grant eligible employees
awards of stock options, stock appreciation rights, restricted stock, restricted stock units (“RSUs”), and other awards
based on our common stock, as well as performance-based long-term incentive awards (“Performance Shares”). In
addition, we may grant shares of our common stock to members of the Board of Directors who are not our full-time
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employees under the 2012 Plan. We are authorized to issue a maximum of 72.0 million shares of our common stock under
the 2012 Plan. Stock options and stock appreciation rights granted under the plan reduce the authorized shares available
for issue at a ratio of one share per award granted. All other awards, such as restricted stock, RSUs, and Performance
Shares, granted reduce the authorized shares available for issue at a ratio of three shares per award granted. At
December 29, 2012, there were 45,455,320 shares available to be granted under the 2012 Plan. All stock awards are
issued to employees from authorized common shares.

In connection with the Spin-Off, restricted stock, RSUs, and Performance Share awards and employee stock option
awards were adjusted and converted into new equity awards using a formula designed to preserve the value of the awards
immediately prior to the Spin-Off.

On October 1, 2012, immediately prior to the Spin-Off, the stock awards were modified as follows:
• Stock options: Holders of stock option awards received Mondelēz International stock options to purchase the

same number of shares of Mondelēz International common stock at an adjusted exercise price and one new Kraft
Foods Group stock option at an adjusted exercise price for every three Mondelēz International stock options to
preserve the value of the overall awards granted.

• Restricted stock and RSUs: Holders of Mondelēz International restricted stock or RSU awards received one
share of Kraft Foods Group restricted shares or RSUs for every three restricted shares or RSUs of Mondelēz
International they held prior to the Spin-Off.

• Performance Shares: Performance Shares held by our employees were converted to Kraft Foods Group awards.
The underlying performance conditions for the Kraft Foods Group Performance Shares were modified to reflect
new performance targets.

Prior to the Spin-Off, Mondelēz International maintained several incentive plans in which our executives and employees,
and a stock compensation plan in which our non-employee directors, participated. All awards granted under the plans
were based on Mondelēz International’s common shares and were reflected in Mondelēz International’s consolidated
statement of equity. The expense related to those awards was allocated to us. Stock-based compensation expense
allocated from Mondelēz International was $39 million in 2012, $51 million in 2011, and $49 million in 2010. The expense
was allocated primarily based on headcount.

Stock Options:
Stock options are granted with an exercise price equal to the market value of the underlying stock on the grant date,
generally become exercisable in three annual installments beginning on the first anniversary of the grant date, and have a
maximum term of ten years.

We account for our employee stock options under the fair value method of accounting using a modified Black-Scholes
methodology to measure stock option expense at the date of grant. All stock option awards were granted prior to the Spin-
Off. Therefore, we estimated the value of those awards based on Mondelēz International’s share price and assumptions.
The fair value of the stock options at the date of grant is amortized to expense over the vesting period. We recorded
compensation expense related to stock options of $5 million in the fourth quarter of 2012. The deferred tax benefit
recorded related to this compensation expense was $2 million in 2012. The unamortized compensation expense related to
our stock options was $24 million at December 29, 2012 and is expected to be recognized over a weighted-average period
of two years. Our weighted-average Black-Scholes fair value assumptions were as follows:

Risk-Free
Interest Rate Expected Life

Expected
Volatility

Expected
Dividend Yield

Fair Value
at Grant Date

Mondelēz International Grants
2012 1.16% 6 years 20.13% 3.08% $ 4.78
2011 2.34% 6 years 18.92% 3.72% $ 3.84
2010 2.82% 6 years 19.86% 4.14% $ 3.69

The risk-free interest rate represents the constant maturity U.S. government treasuries rate with a remaining term equal to
the expected life of the options. The expected life is the period over which our employees are expected to hold their
options. Volatility reflects historical movements in Mondelēz International’s stock price for a period commensurate with the
expected life of the options. Dividend yield is estimated over the expected life of the options based on Mondelēz
International’s stated dividend policy.
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A summary of stock option activity related to our shares for both our and Mondelēz International employees for the year
ended December 29, 2012 is presented below. All awards granted have been adjusted to reflect the conversion as of the
Spin-Off. With respect to the Mondelēz International stock options granted prior to the Spin-Off, the converted options
retained the vesting schedule and expiration date of the original stock options. Stock option activity for the year ended
December 29, 2012 was:

Shares
Subject to

Option

Weighted-
Average

Exercise Price

Average
Remaining
Contractual

Term

Aggregate
Intrinsic

Value

Balance at January 1, 2012 - $ -
Options converted on October 1, 2012 in

connection with the Spin-Off 17,834,682 32.36
Options granted - -
Options exercised (496,440) 28.61
Options cancelled (152,461) 33.98

Balance at December 29, 2012 17,185,781 32.45 7 years $206 million

Exercisable at December 29, 2012 8,088,080 29.00 6 years $125 million

The total intrinsic value of options exercised subsequent to the Spin-Off was $8 million in 2012. Cash received from
options exercised was $15 million in 2012. The actual tax benefit realized for the tax deductions from the option exercises
totaled $1 million in 2012.

Restricted Stock, RSUs, and Performance Shares:
We may grant shares of restricted stock or RSUs to eligible employees and directors, giving them, in most instances, all of
the rights of shareholders, except that they may not sell, assign, pledge, or otherwise encumber the shares. Shares of
restricted stock and RSUs are subject to forfeiture if certain employment conditions are not met. Restricted stock and
RSUs generally vest on the third anniversary of the grant date.

Shares granted in connection with our performance share plan, and in connection with Mondelēz International’s long-term
incentive plan prior to the Spin-Off, vest based on varying performance, market, and service conditions. The unvested
shares have no voting rights and do not pay dividends.

The fair value of the restricted stock, RSUs, and Performance Shares at the date of grant is amortized to earnings over the
restriction period. Subsequent to the Spin-Off, we recorded compensation expense related to restricted stock, RSUs, and
Performance Shares of $11 million in 2012. The deferred tax benefit recorded related to this compensation expense was
$4 million in 2012. The unamortized compensation expense related to our restricted stock, RSUs, and Performance
Shares was $67 million at December 29, 2012 and is expected to be recognized over a weighted-average period of
two years.

Our restricted stock, RSU, and Performance Share activity for the year ended December 29, 2012 was:

Number of Shares

Weighted-Average
Grant Date Fair
Value Per Share

Balance at January 1, 2012 - $ -
Converted on October 1, 2012 in connection with the

Spin-Off 3,606,583 34.49
Granted 426,194 41.95
Vested (43,490) 33.77
Forfeited (68,746) 34.08

Balance at December 29, 2012 3,920,541 35.32

The weighted-average grant date fair value of our RSUs granted was $18 million, or $41.95 per restricted or deferred
share, in the fourth quarter of 2012. The vesting date fair value of restricted stock, RSUs, and Performance Shares was $2
million in 2012.
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Note 10. Postemployment Benefit Plans

We provide a range of benefits to our employees and retired employees. These include pension benefits, postretirement
health care benefits, and other postemployment benefits, as follows:

• Pension benefits - We provide pension coverage to certain U.S. and non-U.S. employees through separate plans.
Local statutory requirements govern many of these plans. U.S. salaried and non-union hourly employees hired
prior to 2009 are eligible to participate in our U.S. pension plans. As of December 31, 2019, we will freeze U.S.
pension plans for U.S. salaried and non-union hourly employees who are currently earning pension benefits. We
will calculate the pension benefits using the continuing pay and service through December 31, 2019. The pension
benefits of our unionized workers are in accordance with the applicable collective bargaining agreement covering
their employment.

• Postretirement benefits - Our U.S. and Canadian subsidiaries provide health care and other postretirement
benefits to most retirees. U.S. salaried and non-union hourly employees hired prior to 2004 are eligible to
participate in our U.S. postretirement benefit plans. The postretirement benefits of our unionized workers are in
accordance with the applicable collective bargaining agreement covering their employment.

• Other postemployments benefits - Our other postemployment benefits consist primarily of severance. These
plans cover most salaried and certain hourly employees, and their cost is charged to expense over the working
life of the covered employees.

Our Participation in Mondelēz International’s Pension and Other Postemployment Benefit Plans and the Spin-Off Impact:

Prior to the Spin-off, Mondelēz International provided defined benefit pension, postretirement health care, defined
contribution, and multiemployer pension and medical benefits to our eligible employees and retirees. As such, we applied
the multiemployer plan accounting approach and these liabilities were not reflected in our consolidated balance sheets.
We provided pension coverage for certain employees of our Canadian operations through separate plans and certain
pension and postemployment benefits of our Canadian operations, which were included in our financial statements prior to
the Spin-Off. As part of the Spin-Off, the plans were split and we assumed the obligations previously provided by
Mondelēz International. Accordingly, Mondelēz International transferred to us the plan assets and liabilities associated with
our active, retired, and other former employees, including liabilities for most of the retired North American Mondelēz
International employees. We assumed net benefit plan liabilities of $5.5 billion from Mondelēz International, which was in
addition to the $0.1 billion of net benefit plan liabilities we had previously reported in our historical financial statements, for
a total liability of $5.6 billion on October 1, 2012.

Total Mondelēz International benefit plan costs allocated to us were $491 million in the first nine months of 2012 prior to
the Spin-Off, $497 million in 2011, and $486 million in 2010. The expense allocations for these benefits were determined
based on a review of personnel by business unit and based on allocations of corporate or other shared functional
personnel. These allocated costs are reflected in our cost of sales and selling, general and administrative expenses.
These costs were funded through intercompany transactions with Mondelēz International and were reflected within the
parent company investment equity balance. Our allocated expenses in connection with the pension plans were $283
million in 2012, $261 million in 2011, and $248 million in 2010. Our allocated expenses in connection with the
postretirement plans were $142 million in 2012, $160 million in 2011, and $166 million in 2010.
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Pension Plans

Obligations and Funded Status:
The projected benefit obligations, plan assets, and funded status of our pension plans at December 29, 2012 and
December 31, 2011 were:

U.S. Plans Non-U.S. Plans

2012 2011 2012 2011

(in millions)

Benefit obligation at beginning of year $ - $ - $ 573 $ 512
Service cost 32 - 12 7
Interest cost 70 - 32 26
Benefits paid (154) - (47) (40)
Actuarial (gains) / losses (25) - 52 73
Currency - - 3 (7)
Transfer from Mondelēz International 7,207 - 790 -
Other - - 3 2

Benefit obligation at end of year 7,130 - 1,418 573

Fair value of plan assets at beginning of year - - 470 473
Actual return on plan assets 122 - 68 18
Contributions 7 - 38 24
Benefits paid (154) - (47) (40)
Currency - - 3 (5)
Transfer from Mondelēz International 5,485 - 557 -

Fair value of plan assets at end of year 5,460 - 1,089 470

Net pension liability recognized at end of year $ (1,670) $ - $ (329) $ (103)

The accumulated benefit obligation, which represents benefits earned to the measurement date, was $6,802 million at
December 29, 2012 for the U.S. pension plans. The accumulated benefit obligation for the non-U.S. pension plans was
$1,303 million at December 29, 2012 and $527 million at December 31, 2011.

The combined U.S. and non-U.S. pension plans resulted in a net pension liability of $1,999 million at December 29, 2012
and $103 million at December 31, 2011. We recognized these amounts in our consolidated balance sheets at
December 29, 2012 and December 31, 2011 as follows:

2012 2011

(in millions)

Prepaid pension assets $ 15 $ 14
Other current liabilities (24) -
Accrued pension costs (1,990) (117)

$ (1,999) $ (103)

Certain of our U.S. and non-U.S. plans are underfunded and have accumulated benefit obligations in excess of plan
assets. For these plans, the projected benefit obligations, accumulated benefit obligations, and the fair value of plan
assets at December 29, 2012 and December 31, 2011 were:

U.S. Plans Non-U.S. Plans

2012 2011 2012 2011

(in millions)

Projected benefit obligation $ 7,130 $ - $ 1,319 $ 478
Accumulated benefit obligation 6,802 - 1,205 432
Fair value of plan assets 5,460 - 975 360
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We used the following weighted-average assumptions to determine our benefit obligations under the pension plans at
December 29, 2012 and December 31, 2011:

U.S. Plans Non-U.S. Plans

2012 2011 2012 2011

Discount rate 4.05% N/A 4.00% 4.25%
Rate of compensation increase 4.00% N/A 3.00% 3.00%

Components of Net Pension Cost:
Net pension cost consisted of the following for the years ended December 29, 2012, December 31, 2011, and
December 31, 2010:

U.S. Plans Non-U.S. Plans

2012 2011 2010 2012 2011 2010

(in millions)

Service cost $ 32 $ - $ - $ 12 $ 7 $ 7
Interest cost 70 - - 32 26 24
Expected return on plan assets (105) - - (43) (35) (31)
Market-based changes (46) - - 17 68 3
Actuarial losses 5 - - 11 16 2
Amortization of prior service cost 1 - - - - -

Net pension cost $ (43) $ - $ - $ 29 $ 82 $ 5

We determine the expected return on plan assets based on asset fair values as of the measurement date.

As of December 29, 2012, we expected to amortize an estimated $4 million of prior service cost from accumulated other
comprehensive earnings / (losses) into net periodic pension cost for the combined U.S. and non-U.S. pension plans during
2013.
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We used the following weighted-average assumptions to determine our net pension cost for the years ended
December 29, 2012 and December 31, 2011:

U.S. Plans Non-U.S. Plans

2012 2011 2010 2012 2011 2010

Discount rate 3.85% N/A N/A 4.03% 5.00% 5.25%
Expected rate of return on plan assets 8.00% N/A N/A 7.04% 7.36% 7.36%
Rate of compensation increase 4.00% N/A N/A 3.00% 3.00% 3.00%

Year-end discount rates for our U.S. and non-U.S. plans were developed from a model portfolio of high quality,
fixed-income debt instruments with durations that match the expected future cash flows of the benefit obligations. We
determine our expected rate of return on plan assets from the plan assets’ historical long-term investment performance,
current and future asset allocation, and estimates of future long-term returns by asset class.

Plan Assets:
The fair value of pension plan assets at December 29, 2012 was determined using the following fair value measurements:

Asset Category

Total
Fair Value

Quoted Prices
in Active Markets

for Identical
Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

(in millions)

Non-U.S. equity securities $ 707 $ 707 $ - $ -
Pooled funds-equity securities 3,269 - 3,269 -

Total equity securities 3,976 707 3,269 -

Government bonds 584 543 41 -
Pooled funds-fixed-income securities 429 - 429 -
Corporate bonds and other fixed-income securities 1,301 - 1,294 7

Total fixed-income securities 2,314 543 1,764 7

Real estate 186 - - 186
Other 7 7 - -

Total $ 6,483 $ 1,257 $ 5,033 $ 193

We excluded plan assets of $66 million at December 29, 2012 from the above table related to certain insurance contracts
as they are reported at contract value, in accordance with authoritative guidance.

The fair value of pension plan assets at December 31, 2011 was determined using the following fair value measurements:

Asset Category

Total
Fair Value

Quoted Prices
in Active Markets

for Identical
Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

(in millions)

Non-U.S. equity securities $ 38 $ 38 $ - $ -
Pooled funds-equity securities 229 - 229 -

Total equity securities 267 38 229 -

Pooled funds-fixed-income securities 197 - 197 -
Corporate bonds and other fixed-income securities 6 - 6 -

Total fixed-income securities 203 - 203 -

Total $ 470 $ 38 $ 432 $ -
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Fair value measurements:
• Level 1 - includes primarily non-U.S. equity securities and certain government bonds valued using quoted prices

in active markets.
• Level 2 - includes primarily pooled funds valued using net asset values of participation units held in common

collective trusts, as reported by the managers of the trusts and as supported by the unit prices of actual purchase
and sale transactions. Level 2 plan assets also include corporate bonds and other fixed-income securities, valued
using independent observable market inputs, such as matrix pricing, yield curves, and indices.

• Level 3 - includes investments valued using unobservable inputs that reflect the plans’ assumptions that market
participants would use in pricing the assets, based on the best information available.
• Fair value estimates for pooled funds are calculated by the investment advisor when reliable quotations or

pricing services are not readily available for certain underlying securities. The estimated value is based on
either cost, or last sale price for most of the securities valued in this fashion.

• Fair value estimates for limited partnership and private equity investments are calculated by the general
partners using the market approach to estimate the fair value of private investments. The market approach
utilizes prices and other relevant information generated by market transactions, type of security, degree of
liquidity, restrictions on the disposition, latest round of financing data, company financial statements, relevant
valuation multiples, and discounted cash flow analyses.

• Fair value estimates for real estate investments are calculated by the investment managers using the
present value of future cash flows expected to be received from the investments, based on valuation
methodologies such as appraisals, local market conditions, and current and projected operating
performance.

• Fair value estimates for investments in hedge fund-of-funds are calculated by the investment managers
using the net asset value per share of the investment as reported by the money managers of the underlying
funds.

• Fair value estimates for insurance contracts are calculated based on the future stream of benefit payments
discounted using prevailing interest rates based on the valuation date.

Changes in our Level 3 plan assets, which are recorded in operations, for the year ended December 29, 2012 included:

Asset Category

January 1,
2012

Balance

Net Realized
and Unrealized
Gains/(Losses)

Net Purchases,
Issuances and

Settlements

Net Transfers
Into/(Out of)

Level 3
Currency

Impact

December 29,
2012

Balance

(in millions)

Corporate bonds and other
fixed-income securities $ - $ - $ 7 $ - $ - $ 7

Real Estate - (1) 187 - - 186

Total Level 3 investments $ - $ (1) $ 194 $ - $ - $ 193

In connection with the Spin-Off, Mondelēz International transferred to us $3 million of corporate bonds and other fixed-
income securities and $187 million of real estate which are classified as Level 3 pension assets.

Changes in our Level 3 plan assets, which are recorded in operations, for the year ended December 31, 2011 included:

Asset Category

January 1,
2011

Balance

Net Realized
and Unrealized
Gains/(Losses)

Net Purchases,
Issuances and

Settlements

Net Transfers
Into/(Out of)

Level 3
Currency

Impact

December 31,
2011

Balance

(in millions)

Corporate bond and other fixed-income
securities 6 - (6) - - -

Total Level 3 investments $ 6 $ - $ (6) $ - $ - $ -
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The percentage of fair value of pension plan assets at December 29, 2012 and December 31, 2011 was:

U.S. Plans Non-U.S. Plans

Asset Category 2012 2011 2012 2011

Equity securities 61% N/A 64% 57%
Fixed-income securities 36% N/A 35% 43%
Real estate 3% N/A - -
Other - N/A 1% -

Total 100% N/A 100% 100%

During 2013, we expect to begin a new liability-driven investment strategy. This strategy, which will be phased in over the
next several years, better aligns our pension assets with the projected benefit obligation to reduce volatility by investing
approximately 80% of our plan assets in fixed-income securities and approximately 20% in equity securities.

As of December 29, 2012, approximately 36% of our U.S. plan assets are in fixed-income securities and approximately
61% are in equity securities. The strategy uses actively managed and indexed U.S. investment grade fixed-income
securities (which constitute 95% or more of fixed-income securities) with lesser allocations to high yield fixed-income
securities, indexed U.S. equity securities, and actively managed and indexed international equity securities.

For the plans outside the U.S., the investment strategy is subject to local regulations and the asset / liability profiles of the
plans in each individual country. In aggregate, the asset allocation targets of our non-U.S. plans are broadly characterized
as a mix of 70% equity securities and 30% fixed-income securities. The other asset balance of our non-U.S. plans at
December 29, 2012 primarily related to $7 million in cash accounts.

We attempt to maintain our target asset allocation by rebalancing between asset classes as we make contributions and
monthly benefit payments.

Employer Contributions:
In order to align cash flows with expenses and reduce volatility, we have executed a level funding strategy. For our U.S.
qualified pension plans, in 2013, we are currently only required to make a nominal cash contribution under the Pension
Protection Act of 2006. However, based our level funding strategy, we estimate that 2013 pension contributions will be
approximately $420 million to our U.S. plans and approximately $205 million to our non-U.S. plans. We expect to
contribute approximately $225 million annually in 2014 and thereafter. Of the total 2013 pension contributions,
approximately $540 million is expected to be voluntary. Our actual contributions may be different due to many factors,
including changes in tax and other benefit laws, significant differences between expected and actual pension asset
performance or interest rates, or other factors. In 2012, we contributed $7 million to our U.S. pension plans and $35 million
to our non-U.S. pension plans. We did not make any voluntary contributions to our pension plans in 2012. We make
contributions to our U.S. and non-U.S. pension plans, primarily, to the extent that they are tax deductible. In addition,
employees contributed $3 million to our non-U.S. plans.

Future Benefit Payments:
The estimated future benefit payments from our pension plans at December 29, 2012 were:

U.S. Plans Non-U.S. Plans

(in millions)

2013 $ 445 $ 75
2014 448 75
2015 459 75
2016 467 75
2017 476 75
2018-2022 2,474 380

Other Costs:
Subsequent to the Spin-Off, we made contributions to multiemployer pension plans of $1 million in 2012. These plans
provide pension benefits to retirees under certain collective bargaining agreements. We also sponsor and contribute to
employee savings plans. These plans cover eligible salaried, non-union, and union employees. Our contributions and
costs are determined by the matching of employee contributions, as defined by the plans. Amounts charged to expense for
defined contribution plans totaled $12 million in 2012 subsequent to the Spin-Off.
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Postretirement Benefit Plans

Obligations:
Our postretirement health care plans are not funded. The changes in and the amount of the accrued benefit obligation at
December 29, 2012 and December 31, 2011 were:

2012 2011

(in millions)

Accrued benefit obligation at beginning of year $ - $ -
Service cost 8 -
Interest cost 32 -
Benefits paid (49) -
Plan amendments - -
Currency (2) -
Actuarial losses 187 -
Transfer from Mondelēz International 3,562 -

Accrued benefit obligation at end of year $ 3,738 $ -

The current portion of our accrued postretirement benefit obligation of $236 million at December 29, 2012 was included in
accrued postretirement health care costs.

We used the following weighted-average assumptions to determine our postretirement benefit obligations at December 29,
2012 and December 31, 2011:

2012 2011

Discount rate 3.89% N/A
Health care cost trend rate assumed for next year 7.53% N/A
Ultimate trend rate 5.03% N/A
Year that the rate reaches the ultimate trend rate 2023 N/A

Year-end discount rates for our U.S. and non-U.S. plans were developed from a model portfolio of high quality,
fixed-income debt instruments with durations that match the expected future cash flows of the benefit obligations. Our
expected health care cost trend rate is based on historical costs.

Assumed health care cost trend rates have a significant impact on the amounts reported for the health care plans. A one-
percentage-point change in assumed health care cost trend rates would have the following effects as of December 29,
2012:

One-Percentage-Point

Increase Decrease

(in millions)

Effect on annual service and interest cost $ 6 $ (5)
Effect on postretirement benefit obligation 453 (374)

Components of Net Postretirement Health Care Costs:
Net postretirement health care costs consisted of the following for the years ended December 29, 2012, December 31,
2011, and December 31, 2010:

2012 2011 2010

(in millions)

Service cost $ 8 $ - $ -
Interest cost 32 - -
Amortization of prior service credit (7) - -
Market-based changes 250 - -
Actuarial (gains) (62) - -

Net postretirement health care costs $ 221 $ - $ -
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As of December 29, 2012, we expected to amortize an estimated $26 million of prior service credit from accumulated other
comprehensive earnings / (losses) into net postretirement health care costs during 2013.

We used the following weighted-average assumptions to determine our net postretirement cost for the years ended
December 29, 2012, December 31, 2011, and December 31, 2010:

2012 2011 2010

Discount rate 3.61% N/A N/A
Health care cost trend rate 7.06% N/A N/A

Future Benefit Payments:
Our estimated future benefit payments for our postretirement health care plans at December 29, 2012 were:

(in millions)

2013 $ 241
2014 243
2015 245
2016 246
2017 248
2018-2022 1,243

Other Costs:
We made contributions to multiemployer medical plans totaling $5 million in 2012. These plans provide medical benefits to
active employees and retirees under certain collective bargaining agreements.

Other Postemployment Benefit Plans

Obligations:
Our other postemployment plans are primarily not funded. The changes in and the amount of the accrued benefit
obligation at December 29, 2012 and December 31, 2011 were:

2012 2011

(in millions)

Accrued benefit obligation at beginning of year $ 52 $ 26
Service cost 4 2
Interest cost 2 1
Benefits paid (10) (15)
Assumption changes - 16
Actuarial losses (1) 6
Transfer from Mondelēz International 15 -
Other 1 16

Accrued benefit obligation at end of year $ 63 $ 52

In 2011, we recorded a Canadian postemployment plan, which was partially funded, with a net liability balance of
approximately $16 million. The liability was recorded in other above. The accrued benefit obligation was determined using
a weighted-average discount rate of 2.6% in 2012 and 3.4% in 2011, an assumed ultimate annual turnover rate of 0.5% in
2012 and 2011, a weighted-average assumed compensation cost increase of 3.5% in 2012 and 4.0% in 2011, and
assumed benefits as defined in the respective plans.

Other postemployment costs arising from actions that offer employees benefits in excess of those specified in the
respective plans are charged to expense when incurred.
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Components of Net Postemployment Costs:
Net postemployment costs consisted of the following for the years ended December 29, 2012, December 31, 2011, and
December 31, 2010:

2012 2011 2010

(in millions)

Service cost $ 4 $ 2 $ 2
Interest cost 2 1 2
Market-based changes 2 2 -
Actuarial (gains) / losses (1) 21 (1)
Other - 16 -

Net postemployment costs $ 7 $ 42 $ 3

Other postemployment costs primarily relate to the recognition of the partially funded Canadian postemployment plan.

As of December 29, 2012, we do not expect to amortize any prior service cost / (credit) for the other postemployment
benefit plans from accumulated other comprehensive earnings / (losses) into net postemployment costs during 2013.

Note 11. Financial Instruments

Fair Value of Derivative Instruments:
The fair values of derivative instruments recorded in the consolidated balance sheet as of December 29, 2012 and
December 31, 2011 were:

2012 2011

Asset
Derivatives

Liability
Derivatives

Asset
Derivatives

Liability
Derivatives

(in millions) (in millions)

Derivatives designated as hedging

instruments:

Commodity contracts $ 7 $ 11 $ 9 $ 2
Foreign exchange contracts 8 3 3 -
Interest rate contracts - - - 25

$ 15 $ 14 $ 12 $ 27

Derivatives not designated as hedging

instruments:

Commodity contracts 24 34 50 68

Total fair value $ 39 $ 48 $ 62 $ 95

The fair value of our asset derivatives is recorded within other current assets and the fair value of our liability derivatives is
recorded within other current liabilities.

The fair values of our derivative instruments at December 29, 2012 were determined using:

Total
Fair Value of Net
Asset / (Liability)

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant
Other Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

(in millions)

Commodity contracts $ (14) $ (7) $ (7) $ -
Foreign exchange contracts 5 - 5 -
Interest rate contracts - - - -

Total derivatives $ (9) $ (7) $ (2) $ -
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The fair values of our derivative instruments at December 31, 2011 were determined using:

Total
Fair Value of Net
Asset / (Liability)

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant
Other Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

(in millions)

Commodity contracts $ (11) $ (4) $ (7) $ -
Foreign exchange contracts 3 - 3 -
Interest rate contracts (25) - (25) -

Total derivatives $ (33) $ (4) $ (29) $ -

Level 2 financial assets and liabilities consist of commodity forwards and options; foreign exchange forwards, currency
swaps, and options; and interest rate swaps. Commodity derivatives are valued using an income approach based on the
observable market commodity index prices less the contract rate multiplied by the notional amount or based on pricing
models which rely on market observable inputs such as commodity prices. Foreign currency contracts are valued using an
income approach based on observable market forward rates less the contract rate multiplied by the notional amount. Our
calculation of the fair value of interest rate swaps is derived from a discounted cash flow analysis based on the terms of
the contract and the observable market interest rate curve. Our calculation of the fair value of financial instruments takes
into consideration the risk of nonperformance, including counterparty credit risk.

Derivative Volume:
The net notional values of our derivative instruments as of December 29, 2012 and December 31, 2011 were:

2012 2011

(in millions)

Commodity contracts $ 518 $ 891
Foreign exchange contracts 947 59
Interest rate contracts - 1,000

Cash Flow Hedges:
Cash flow hedge activity, net of income taxes, within accumulated other comprehensive earnings / (losses) included:

2012 2011 2010

(in millions)

Accumulated other comprehensive earnings / (losses) at
beginning of period $ (18) $ 32 $ (3)

Unrealized gain / (loss) in fair value (199) (4) 35
Transfer of realized (gains) / losses in fair value to earnings 69 (46) -
Transfer from Mondelēz International (4) - -

Accumulated other comprehensive earnings / (losses) at end
of period $ (152) $ (18) $ 32

The unrealized gains / (losses), net of income taxes, recognized in other comprehensive income / (loss) were:

2012 2011 2010

(in millions)

Commodity contracts $ (57) $ 16 $ 37
Foreign exchange contracts (5) (4) (2)
Interest rate contracts (137) (16) -

Total $ (199) $ (4) $ 35

In connection with the $6.0 billion of senior unsecured notes we issued on June 4, 2012, we entered into an interest rate
swap. We recorded the loss related to that interest rate contract in accumulated other comprehensive earnings / (losses).
We expect to transfer these losses into earnings over the life of the related debt.
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The gains / (losses), net of income taxes, reclassified from accumulated other comprehensive earnings / (losses) into
earnings were:

2012 2011 2010

(in millions)

Commodity contracts $ (49) $ 52 $ 4
Foreign exchange contracts (1) (6) (4)
Interest rate contracts (19) - -

Total $ (69) $ 46 $ -

The gains / (losses) on ineffectiveness recognized in earnings were:

2012 2011 2010

(in millions)

Commodity contracts $ (4) $ 2 $ (6)
Interest rate contracts (23) - -

Total $ (27) $ 2 $ (6)

We record the pre-tax gain or loss reclassified from accumulated other comprehensive earnings / (losses) into earnings,
and the gain or loss on ineffectiveness in:

• cost of sales for commodity contracts;
• cost of sales for foreign exchange contracts related to forecasted transactions; and
• interest and other expense, net for interest rate contracts and foreign exchange contracts related to intercompany

loans.

We expect to transfer unrealized losses of $13 million (net of taxes) for commodity cash flow hedges, unrealized losses of
$1 million (net of taxes) for foreign exchange contracts, and unrealized losses of $8 million (net of taxes) for interest rate
cash flow hedges to earnings during the next 12 months.

As of December 29, 2012, we had hedged forecasted transactions for the following durations:
• commodity transactions for periods not exceeding the next 15 months;
• foreign currency transactions for periods not exceeding the next 6 years; and
• interest rate transactions for periods not exceeding the next 29 years and 5 months.

Economic Hedges:
Gains / (losses) recorded in earnings for economic hedges which are not designated as hedging instruments included:

Gain / (Loss) Recognized in Earnings

Location of
Gain / (Loss)
Recognized
in Earnings2012 2011 2010

(in millions)

Commodity contracts 36 31 36 Cost of sales

Note 12. Commitments and Contingencies

Legal Proceedings:
We are routinely involved in legal proceedings, claims, and governmental inspections or investigations (“Legal Matters”)
arising in the ordinary course of our business.

On March 1, 2011, the Starbucks Coffee Company (“Starbucks”) took control of the Starbucks packaged coffee business
(“Starbucks CPG business”) in grocery stores and other channels. Starbucks did so without our authorization and in what
we contend is a violation and breach of our license and supply agreement with Starbucks related to the Starbucks CPG
business. The dispute is in arbitration in Chicago, Illinois. While we remain the named party in the proceeding, under the
Separation and Distribution Agreement between Mondelēz International and us, we will direct any recovery we are
awarded in the arbitration proceeding to Mondelēz International. Mondelēz International will reimburse us for any costs
and expenses we incur in connection with the arbitration.

While we cannot predict with certainty the results of our dispute with Starbucks or any other Legal Matters in which we are
currently involved, we do not expect that the ultimate costs to resolve any of these Legal Matters will have a material
adverse effect on our financial results.
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Third-Party Guarantees:
We have third-party guarantees primarily covering certain long-term obligations of our vendors. As part of those
transactions, we guarantee that third parties will make contractual payments or achieve performance measures. At
December 29, 2012, the carrying amount of our third-party guarantees on our consolidated balance sheet and the
maximum potential payment under these guarantees was $22 million. We have off-balance sheet guarantees primarily
covering third-party contractual payments related to leased properties. At December 29, 2012, the maximum potential
payments under these off-balance sheet guarantees was $42 million. Substantially all of these guarantees expire at
various times through 2027.

As of December 29, 2012, Mondelēz International and three of its indirect wholly owned subsidiaries, including a
subsidiary that became our indirect wholly owned subsidiary as a result of the Spin-Off, are joint and several guarantors of
$1.0 billion of indebtedness issued by Cadbury Schweppes US Finance LLC and maturing on October 1, 2013. Under the
Separation and Distribution Agreement between Mondelēz International and us, Mondelēz International has agreed to
indemnify us in the event our subsidiary is called upon to satisfy its obligation under the guarantee. Accordingly, we have
no obligation included on our balance sheets for this guarantee.

Leases:
Rental expenses were $150 million in 2012, $169 million in 2011, and $168 million in 2010. As of December 29, 2012,
minimum rental commitments under non-cancelable operating leases in effect at year-end were (in millions):

2013 $ 115
2014 93
2015 59
2016 47
2017 38
Thereafter 90

Total $ 442

Note 13. Income Taxes

Earnings from continuing operations before income taxes and the provision for income taxes consisted of the following for
the years ended December 29, 2012, December 31, 2011, and December 31, 2010:

2012 2011 2010

(in millions)

Earnings from continuing operations before income taxes:
United States $ 2,156 $ 2,650 $ 2,706
Outside United States 297 226 296

Total $ 2,453 $ 2,876 $ 3,002

Provision for income taxes:
United States federal:

Current $ 209 $ 816 $ 1,000
Deferred 424 43 (88)

633 859 912
State and local:

Current 54 169 115
Deferred 43 9 (7)

97 178 108

Total United States 730 1,037 1,020

Outside United States:
Current 78 77 69
Deferred 3 (13) 23

Total outside United States 81 64 92

Total provision for income taxes $ 811 $ 1,101 $ 1,112
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In 2010, we also recognized tax expense of $1.2 billion related to the earnings and gain from discontinued operations from
the sale of the Frozen Pizza business.

Our unrecognized tax benefits of $258 million at December 29, 2012 are included in other current liabilities and other
liabilities. If we had recognized all of these benefits, the net impact on our income tax provision would have been $173
million. The amount of net unrecognized tax benefits could decrease by $10 million to $25 million during the next 12
months. We include accrued interest and penalties related to uncertain tax positions in our tax provision. We accrued
interest and penalties of $80 million as of January 1, 2012 and $67 million as of December 29, 2012. Our 2012 provision
for income taxes included $18 million for interest and penalties and we paid interest and penalties of $4 million during
2012.

The changes in our unrecognized tax benefits for the years ended December 29, 2012, December 31, 2011, and
December 31, 2010 were:

2012 2011 2010

(in millions)

Beginning of year $ 371 $ 329 $ 237
Increases from positions taken during prior periods 11 34 3
Decreases from positions taken during prior periods (90) (19) (21)
Increases from positions taken during the current

period 16 33 104
Net transfers to / from Mondelēz International (9) - -
(Decreases) / increases relating to settlements with

taxing authorities (33) (13) 5
Currency / other (8) 7 1

End of year $ 258 $ 371 $ 329

Our U.S. operations are included in Mondelēz International’s U.S. federal consolidated income tax returns for tax years
through October 1, 2012. In July 2012, Mondelēz International reached a final resolution on a U.S. federal income tax
audit of the 2004-2006 tax years and on a Canadian income tax audit of certain matters related to the 2003-2006 tax
years. The U.S. federal statute of limitations remains open for tax year 2007 and forward, and federal income tax returns
for 2007-2009 are currently under examination. U.S. state and local and foreign jurisdictions have statutes of limitations
generally ranging from three to five years unless we agree to an extension. In Canada, our only significant foreign
jurisdiction, the earliest open tax year is 2005.

We have entered into a tax sharing agreement with Mondelēz International, which provides that for periods prior to
October 1, 2012, Mondelēz International is liable for and has indemnified us against all U.S. federal income taxes and
substantially all foreign income taxes, excluding Canadian income taxes; and that we are liable for and have indemnified
Mondelēz International against U.S. state income taxes and Canadian federal and provincial income taxes. However, if we
breach certain covenants or other obligations or are involved in certain change-in-control transactions, Mondelēz
International may not be required to indemnify us for income taxes arising pursuant to the Spin-Off. Similarly, if Mondelēz
International breaches certain covenants or other obligations or are involved in other change-in-control transactions, we
may not be required to indemnify them for income taxes arising pursuant to the Spin-Off.

At December 29, 2012, applicable U.S. federal income taxes and foreign withholding taxes had not been provided on
approximately $24 million of unremitted earnings of foreign subsidiaries that are intended to be indefinitely reinvested for
continued use in foreign operations. We currently have outside tax basis in excess of book basis in certain foreign
subsidiaries in which earnings are indefinitely reinvested. The tax consequences of repatriation of these earnings would be
insignificant.
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The effective income tax rate on pre-tax earnings differed from the U.S. federal statutory rate for the following reasons for
the years ended December 29, 2012, December 31, 2011, and December 31, 2010:

2012 2011 2010

U.S. federal statutory rate 35.0% 35.0% 35.0%
Increase / (decrease) resulting from:

U.S. state and local income taxes, net of federal tax benefit
excluding IRS audit impacts 2.8% 3.9% 2.7%

U.S. federal and state reserves on IRS audit settlements (1.3%) 1.1% (0.7%)
Increase of other tax accruals 0.2% - -
Domestic manufacturing deduction (2.7%) (1.7%) (2.1%)
U.S. health care legislation - - 2.6%
Foreign rate differences (1.1%) (0.3%) (0.8%)
Other 0.2% 0.3% 0.3%

Effective tax rate 33.1% 38.3% 37.0%

Our 2012 effective tax rate included net tax benefits of $33 million from discrete one-time events, primarily from various
U.S. federal, foreign, and state tax audit developments during the year.

Our 2011 effective tax rate included net tax costs of $52 million, primarily due to various U.S. federal and state tax audit
developments during the year as well as the revaluation of state deferred tax assets and liabilities resulting from state tax
legislation enacted in 2011.

Our 2010 effective tax rate included net tax costs of $32 million, primarily due to a $79 million write-off of deferred tax
assets as a result of the U.S. health care legislation enacted in March 2010 partially offset by the federal and state impacts
from the favorable resolution of a federal tax audit.

The tax effects of temporary differences that gave rise to deferred income tax assets and liabilities consisted of the
following at December 29, 2012 and December 31, 2011:

2012 2011

(in millions)

Deferred income tax assets:
Pension benefits $ 730 $ 25
Postretirement benefits 1,418 -
Other employee benefits 102 126
Promotion related 94 70
Other 348 372

Total deferred income tax assets 2,692 593

Valuation allowance (26) (34)

Net deferred income tax assets $ 2,666 $ 559

Deferred income tax liabilities:
Trade names $ (977) $ (952)
Property, plant and equipment (969) (958)
Debt exchange (418) -
Other (17) (12)

Total deferred income tax liabilities (2,381) (1,922)

Net deferred income tax assets / (liabilities) $ 285 $ (1,363)

On October 1, 2012, Mondelēz International transferred to us $2,623 million of net deferred tax assets and $2,458 million
of deferred tax liabilities. At December 29, 2012, our deferred income tax liabilities of $2,381 million included a $418
million deferred tax liability related to the debt exchange in which $3.6 billion of Mondelēz International debt was
exchanged for our debt.
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Note 14. Accumulated Other Comprehensive Earnings / (Losses)

Total accumulated other comprehensive earnings / (losses) consists of net earnings / (losses) and other changes in
business equity from transactions and other events from sources other than shareholders. It includes foreign currency
translation gains and losses, defined postemployment benefit plan adjustments, and unrealized gains and losses from
derivative instruments designated as cash flow hedges. The components of and changes in accumulated other
comprehensive earnings / (losses) were as follows:

Foreign
Currency

Adjustments

Postemployment
Benefit Plan
Adjustments

Derivative
Hedging

Gains / (Losses)

Accumulated
Other

Comprehensive
Earnings /
(Losses)

(in millions)

Balances at January 1, 2010 $ (100) $ - $ (3) $ (103)
Foreign currency adjustments 93 - - 93
Unrealized gain / (loss) in fair value - - 35 35

Balances at December 31, 2010 $ (7) $ - $ 32 $ 25

Foreign currency adjustments (100) - - (100)
Unrealized gain / (loss) in fair value - - (4) (4)
Transfer of realized (gains) / losses in fair value to

earnings - - (46) (46)

Balances at December 31, 2011 $ (107) $ - $ (18) $ (125)

Foreign currency adjustments 36 - - 36
Unrealized gain / (loss) in fair value - - (199) (199)
Transfer of realized (gains) / losses in fair value to

earnings - - 69 69
Net transfers to / from Mondelēz International - - (4) (4)
Amortization of prior service costs / (credits) - (4) - (4)
Consummation of spin-off transaction on October 1, 2012 (288) 55 - (233)

Balances at December 29, 2012 $ (359) $ 51 $ (152) $ (460)
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Note 15. Earnings Per Share (“EPS”)

We grant shares of restricted stock and restricted stock units that are considered to be participating securities. Due to the
presence of participating securities, we have calculated our earnings per share using the two - class method.

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions, except per share data)

Basic EPS:

Net earnings from continuing operations $ 1,642 $ 1,775 $ 1,890
Earnings and gain from discontinued operations - - 1,644

Net earnings 1,642 1,775 3,534
Earnings allocated to participating securities 5 - -

Earnings available to common shareholders - basic $ 1,637 $ 1,775 $ 3,534
Weighted-average common shares outstanding 591 591 591

Continuing operations $ 2.77 $ 3.00 $ 3.20
Discontinued operations - - 2.78

Net earnings $ 2.77 $ 3.00 $ 5.98

Diluted EPS:

Net earnings from continuing operations $ 1,642 $ 1,775 $ 1,890
Earnings and gain from discontinued operations - - 1,644

Net earnings 1,642 1,775 3,534
Earnings allocated to participating securities 5 - -

Earnings available to common shareholders - diluted 1,637 1,775 3,534
Weighted-average common shares outstanding 591 591 591
Effect of dilutive securities 5 - -

Weighted-average common shares, including dilutive effect 596 591 591
Continuing operations $ 2.75 $ 3.00 $ 3.20
Discontinued operations - - 2.78

Net earnings $ 2.75 $ 3.00 $ 5.98

On October 1, 2012, Mondelēz International distributed 592 million shares of Kraft Foods Group common stock to
Mondelēz International’s shareholders. Holders of Mondelēz International common stock received one share of Kraft
Foods Group common stock for every three shares of Mondelēz International common stock held on September 19, 2012.
Basic and diluted earnings per common share and the average number of common shares outstanding as of
December 31, 2011 and December 31, 2010 were retrospectively restated for the number of Kraft Foods Group shares
outstanding immediately following this transaction. The same number of shares was used to calculate basic and diluted
earnings per share as of December 31, 2011 and December 31, 2010 since no Kraft Foods Group equity awards were
outstanding prior to the Spin-Off.

We exclude antidilutive Kraft Foods Group stock options from our calculation of weighted-average shares for diluted EPS.
Antidilutive options were insignificant for the year ended December 29, 2012.

Note 16. Segment Reporting

We manufacture and market food and beverage products, including refrigerated meals, refreshment beverages and
coffee, cheese, and other grocery products, primarily in the United States and Canada. We manage and report operating
results through five reportable segments. Our reportable segments are Beverages, Cheese, Refrigerated Meals, Grocery,
and International & Foodservice.
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Management uses segment operating income to evaluate segment performance and allocate resources. We believe it is
appropriate to disclose this measure to help investors analyze segment performance and trends. Segment operating
income excludes unrealized gains and losses on hedging activities (which are a component of cost of sales), certain
components of our postemployment benefit plans (which is a component of cost of sales and selling, general and
administrative expenses), and general corporate expenses (which are a component of selling, general and administrative
expenses) for all periods presented. We exclude the unrealized gains and losses on hedging activities from segment
operating income in order to provide better transparency of our segment operating results. Once realized, the gains and
losses on hedging activities are recorded within segment operating results. We exclude certain components of our
postemployment benefit plans from segment operating income because we centrally manage postemployment benefit plan
funding decisions and the determination of discount rate, expected rate of return on plan assets and other actuarial
assumptions. We also manage market-based impacts to these benefit plans centrally. Therefore, we allocate only the
service cost component of our pension plan expense to segment operating income. Furthermore, we centrally manage
interest and other expense, net. Accordingly, we do not present these items by segment because they are excluded from
the segment profitability measure that management reviews. We use the same accounting policies for the segments as
those described in Note 1, Summary of Significant Accounting Policies.

Our segment results were:

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Net revenues:
Beverages $ 2,734 $ 3,006 $ 3,212
Cheese 3,845 3,810 3,528
Refrigerated Meals 3,296 3,328 3,131
Grocery 4,551 4,556 4,313
International & Foodservice 3,913 3,955 3,613

Net revenues $ 18,339 $ 18,655 $ 17,797

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Earnings from continuing operations before income taxes:
Operating income:

Beverages $ 260 $ 450 $ 564
Cheese 618 629 598
Refrigerated Meals 379 319 268
Grocery 1,304 1,316 1,246
International & Foodservice 481 484 476
Unrealized gains / (losses) on hedging activities 13 (64) 28
Certain postemployment benefit plan costs (305) (240) (130)
General corporate expenses (80) (66) (85)

Operating income 2,670 2,828 2,965
Interest and other expense, net (258) (7) (6)
Royalty income from Mondelēz International 41 55 43

Earnings from continuing operations before income taxes $ 2,453 $ 2,876 $ 3,002

Our largest customer, Wal-Mart Stores, Inc., accounted for approximately 25% of consolidated net revenues in 2012, 24%
in 2011 and 25% in 2010.

On March 1, 2011, Starbucks took control of the Starbucks CPG business in grocery stores and other channels. The
results of the Starbucks CPG business were included primarily in our Beverages and International & Foodservice
segments through March 1, 2011. See our discussion of legal proceedings within Note 12, Commitments and
Contingencies, for additional information.
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In connection with our Restructuring Program, we recorded restructuring charges of $141 million, implementation costs of
$131 million, and Spin-Off transition costs of $31 million in 2012. We recorded the restructuring charges in operations, as
a part of asset impairment and exit costs, the implementation costs in operations, as a part of cost of sales and selling,
general and administrative expenses, and the Spin-Off transition costs in operations, as part of selling, general and
administrative expenses. See Note 6, Restructuring Program, for restructuring costs by segment.

Included within our segment results are sales to Mondelēz International which totaled $114 million in 2012, $100 million in
2011, and $79 million in 2010.

Total assets, depreciation expense and capital expenditures by segment were:

As of

December 29,
2012

December 31,
2011

(in millions)

Total assets:
Beverages $ 2,547 $ 2,836
Cheese 4,355 4,156
Refrigerated Meals 2,234 2,151
Grocery 7,809 7,723
International & Foodservice 3,924 3,194
Unallocated assets (1) 2,460 1,479

Total assets $ 23,329 $ 21,539

(1) Unallocated assets consist primarily of cash and cash equivalents, deferred income taxes, centrally held property, plant and equipment,
prepaid pension assets, and derivative financial instrument balances.

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Depreciation expense:
Beverages $ 72 $ 66 $ 73
Cheese 119 80 67
Refrigerated Meals 76 83 61
Grocery 94 97 98
International & Foodservice 67 38 38

Total - continuing operations 428 364 337
Discontinued operations - - 17

Total depreciation expense $ 428 $ 364 $ 354

Depreciation expense includes accelerated depreciation on assets. See Note 6, Restructuring Program, for more
information.

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Capital expenditures:
Beverages $ 129 $ 121 $ 88
Cheese 84 72 88
Refrigerated Meals 83 88 109
Grocery 100 79 96
International & Foodservice 44 41 65

Total - continuing operations 440 401 446
Discontinued operations - - 2

Total capital expenditures $ 440 $ 401 $ 448
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Geographic data for net revenues, long-lived assets, and total assets were:

For the Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

(in millions)

Net revenues:
United States $ 15,820 $ 16,187 $ 15,541
Canada 2,305 2,266 2,078
Exports 214 202 178

Total net revenues $ 18,339 $ 18,655 $ 17,797

As of

December 29,
2012

December 31,
2011

(in millions)

Long-lived assets:
United States $ 15,766 $ 16,750
Canada 2,740 1,517

Total long-lived assets $ 18,506 $ 18,267

Total assets:
United States $ 19,920 $ 19,624
Canada 3,409 1,915

Total assets $ 23,329 $ 21,539

Note 17. Quarterly Financial Data (Unaudited)

2012 Quarters

First Second Third Fourth

(in millions, except per share data)

Net revenues $ 4,453 $ 4,786 $ 4,606 $ 4,494
Gross profit $ 1,449 $ 1,636 $ 1,589 $ 1,166

Net earnings $ 483 $ 603 $ 466 $ 90
Per share data:

Basic earnings per share $ 0.82 $ 1.02 $ 0.79 $ 0.15

Diluted earnings per share $ 0.82 $ 1.02 $ 0.79 $ 0.15

Dividends declared $ - $ - $ - $ 0.50
Market price (1) - high $ - $ - $ 47.30 $ 48.00

- low $ - $ - $ 43.06 $ 42.00

(1) Our common stock began “when issued” trading on September 17, 2012.

2011 Quarters

First Second Third Fourth

(in millions, except per share data)

Net revenues $ 4,405 $ 4,741 $ 4,474 $ 5,035
Gross profit $ 1,516 $ 1,550 $ 1,365 $ 1,411

Net earnings $ 482 $ 543 $ 432 $ 318
Per share data:

Basic earnings per share $ 0.82 $ 0.92 $ 0.73 $ 0.54

Diluted earnings per share $ 0.82 $ 0.92 $ 0.73 $ 0.54

Dividends declared $ - $ - $ - $ -
Market price - high $ - $ - $ - $ -

- low $ - $ - $ - $ -
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In connection with our Restructuring Program, we accelerated the depreciation associated with certain equipment and
facilities. We recorded this additional depreciation expense within cost of sales. We included this expense in asset
impairment and exit costs in prior quarters. We have revised these previous periods to correct to our current presentation.
The impact was insignificant. See Note 6, Restructuring Program, for more information.

Basic and diluted EPS are computed independently for each of the periods presented. Accordingly, the sum of the
quarterly EPS amounts may not equal the total for the year.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Our CEO and CFO, with other members of management, evaluated the effectiveness of our disclosure controls and
procedures (as defined in Securities Exchange Act of 1934 Rule 13a-15(e)) as of the end of the period covered by this
report. Based upon that evaluation, our CEO and CFO concluded that our disclosure controls and procedures were
effective as of December 29, 2012.

Internal Control Over Financial Reporting and Changes in Internal Control Over Financial Reporting

Management’s annual report on internal control over financial reporting (as defined in Rules 13a-15(f) and 15(d)-15(f) of
the Exchange Act) is set forth below. The related report of our independent registered public accounting firm is contained
in Part II, Item 8 of this report and is incorporated herein by reference.

Our CEO and CFO, with other members of management, evaluated the changes in our internal control over financial
reporting during the quarter ended December 29, 2012. We determined that there were no changes in our internal control
over financial reporting during the quarter ended December 29, 2012, that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.

Report of Management on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in
Rules 13a-15(f) under the Securities Exchange Act of 1934, as amended. Our internal control over financial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles. Our internal
control over financial reporting includes those written policies and procedures that:

• pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of assets;

• provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles;

• provide reasonable assurance that receipts and expenditures are being made only in accordance with
management and director authorization; and

• provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of assets that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.
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Management assessed the effectiveness of our internal control over financial reporting as of December 29, 2012.
Management based this assessment on criteria described in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (“COSO”).

Based on this assessment, management determined that, as of December 29, 2012, we maintained effective internal
control over financial reporting.

PricewaterhouseCoopers LLP, an independent registered public accounting firm, who audited the consolidated financial
statements included in this Annual Report on Form 10-K, has also audited the effectiveness of our internal control over
financial reporting as of December 29, 2012 as stated in their report which appears herein.

March 21, 2013

Item 9B. Other Information.

None.

PART III

Item 10. Directors, Executive Officers and Corporate Governance.

Information required by this Item 10 is included under the headings “Election of Directors,” “Corporate Governance -
Section 16(a) Beneficial Ownership Reporting Compliance,” “Corporate Governance - Governance Guidelines and Codes
of Conduct,” and “Board Committees and Membership - Audit Committee” in our definitive Proxy Statement for our Annual
Meeting of Shareholders scheduled to be held on May 22, 2013 (“2013 Proxy Statement”). This information is incorporated
by reference into this Annual Report on Form 10-K.

The information on our Web site is not, and shall not be deemed to be, a part of this Annual Report on Form 10-K or
incorporated into any other filings we make with the SEC.

Item 11. Executive Compensation.

Information required by this Item 11 is included under the headings “Board Committees and Membership – Compensation
Committee,” “Compensation of Non-Employee Directors,” “Compensation Discussion and Analysis,” and “Executive
Compensation Tables” in our 2013 Proxy Statement. This information is incorporated by reference into this Annual Report
on Form 10-K.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

The number of shares to be issued upon exercise or vesting of awards issued under, and the number of shares remaining
available for future issuance under, our equity compensation plans at December 29, 2012 were:

Equity Compensation Plan Information

Plan Category

Number of Securities to
be Issued Upon Exercise

of Outstanding
Options, Warrants

and Rights (3)

Weighted-Average
Exercise Price of

Outstanding Options,
Warrants and Rights

Number of Securities
Remaining Available for
Future Issuance under
Equity Compensation

Plans (excluding
securities reflected

in column (a))

(a) (b) (c)

Equity compensation plans
approved by security holders (1) 19,672,738 $ $32.45 56,955,320(4)

Equity compensation plans not approved by
security holders (2) - - 5,000,000

Total 19,672,738 $ 32.45 61,955,320

(1) Approved by Mondelēz International, our former parent, prior to the Spin-Off.
(2) Consists of our Management Stock Purchase Plan under which certain employees can defer up to 50% of their annual bonus into Kraft stock-based

deferred compensation units and receive a company match of 25% of the deferred amount in Kraft restricted stock units that vest after three years.
Under this plan, we do not intend to issue new shares of common stock for the Kraft stock-based deferred compensation units, but purchase the
shares from the open market. The matching shares will be granted from the 2012 Plan.

(3) Includes vesting of deferred and long-term incentive plan stock.
(4) Includes 11,500,000 shares available for issuance under our Employee Stock Purchase Plan. This plan allows employees to purchase shares of Kraft

common stock at a discount of 85% of the market price of Kraft common stock on the date of purchase. Under this plan, we do not intend to issue new
shares, but purchase the shares from the open market.

Information related to the security ownership of certain beneficial owners and management is included in our 2013 Proxy
Statement under the heading “Ownership of Equity Securities” and is incorporated by reference into this Annual Report on
Form 10-K.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

Information required by this Item 13 is included under the headings “Certain Relationships and Transactions with Related
Persons” and “Corporate Governance - Director Independence” in our 2013 Proxy Statement. This information is
incorporated by reference into this Annual Report on Form 10-K.

Item 14. Principal Accountant Fees and Services.

Information required by this Item 14 is included under the heading “Board Committees and Membership - Audit
Committee” in our 2013 Proxy Statement. This information is incorporated by reference into this Annual Report on
Form 10-K.
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PART IV

Item 15. Exhibits and Financial Statement Schedules.

(a) Index to Consolidated Financial Statements and Schedules

Page

Report of Independent Registered Public Accounting Firm 44
Consolidated Statements of Earnings for the Years Ended December 29, 2012, December 31, 2011, and

December 31, 2010 45
Consolidated Statements of Comprehensive Earnings for the Years Ended December 29, 2012, December 31,

2011, and December 31, 2010 46
Consolidated Balance Sheets at December 29, 2012 and December 31, 2011 47
Consolidated Statements of Equity for the Years Ended December 29, 2012, December 31, 2011, and

December 31, 2010 48
Consolidated Statements of Cash Flows for the Years Ended December 29, 2012, December 31, 2011, and

December 31, 2010 49
Notes to Consolidated Financial Statements 50
Financial Statement Schedule-Valuation and Qualifying Accounts S-1

Schedules other than those listed above have been omitted either because such schedules are not required or are not
applicable.

(b) The following exhibits are filed as part of, or incorporated by reference into, this Annual Report:

2.1 Separation and Distribution Agreement between Mondelēz International, Inc. (formerly known as Kraft Foods
Inc.) and Kraft Foods Group, Inc., dated as of September 27, 2012 (incorporated by reference to Exhibit 2.1 to
Amendment No. 1 to our Registration Statement on Form S-4 filed with the SEC on October 26, 2012 (Reg. No.
333-184314)).

2.2 Canadian Asset Transfer Agreement between Mondelez Canada Inc. and Kraft Canada Inc., dated as of
September 29, 2012 (incorporated by reference to Exhibit 2.2 to Amendment No. 2 to our Registration
Statement on Form S-4 filed with the SEC on December 4, 2012 (Reg. No. 333-184314)).

2.3 Master Ownership and License Agreement Regarding Patents, Trade Secrets and Related Intellectual Property
between Kraft Foods Global Brands LLC, Kraft Foods Group Brands LLC, Kraft Foods UK Ltd. and Kraft Foods
R&D Inc., dated as of October 1, 2012 (incorporated by reference to Exhibit 2.3 to Amendment No. 2 to our
Registration Statement on Form S-4 filed with the SEC on December 4, 2012 (Reg. No. 333-184314)).

2.4 Master Ownership and License Agreement Regarding Trademarks and Related Intellectual Property between
Kraft Foods Global Brands LLC and Kraft Foods Group Brands LLC., dated as of September 27, 2012
(incorporated by reference to Exhibit 2.4 to Amendment No. 2 to our Registration Statement on Form S-4 filed
with the SEC on December 4, 2012 (Reg. No. 333-184314)).

3.1 Amended and Restated Articles of Incorporation of Kraft Foods Group, Inc. (incorporated by reference to
Exhibit 3.1 to our Registration Statement on Form 10 filed with the SEC on July 17, 2012 (File No. 001-35491)).

3.2 Amended and Restated Bylaws of Kraft Foods Group, Inc., effective December 10, 2012 (incorporated by
reference to Exhibit 3.1 to our Current Report on Form 8-K filed with the SEC on December 14, 2012).

4.1 Indenture by and between Kraft Foods Group, Inc. and Deutsche Bank Trust Company Americas, as trustee,
dated as of June 4, 2012 (incorporated by reference to Exhibit 10.4 to our Registration Statement on Form 10
filed with the SEC on June 21, 2012 (File No. 001-35491)).

4.2 Supplemental Indenture No. 1 by and between Kraft Foods Group, Inc., Mondelēz International, Inc. (formerly
known as Kraft Foods Inc.), as guarantor, and Deutsche Bank Trust Company Americas, as trustee, dated as of
June 4, 2012 (incorporated by reference to Exhibit 10.5 to our Registration Statement on Form 10 filed with the
SEC on June 21, 2012 (File No. 001-35491)).

4.3 Supplemental Indenture No. 2 by and between Kraft Foods Group, Inc., Mondelēz International, Inc. (formerly
known as Kraft Foods Inc.), as guarantor, and Deutsche Bank Trust Company Americas, as trustee, dated as of
July 18, 2012 (incorporated by reference to Exhibit 10.27 to our Registration Statement on Form 10 filed with
the SEC on August 6, 2012 (File No. 001-35491)).
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10.1 $3,000,000,000 Five-Year Revolving Credit Agreement, by and among Kraft Foods Group, Inc., Mondelēz
International, Inc. (formerly known as Kraft Foods Inc.), as guarantor, the initial lenders named therein,
JPMorgan Chase Bank, N.A. and Barclays Bank plc, as co-administrative agents, JPMorgan Chase Bank,
N.A., as paying agent, Citibank, N.A. and The Royal Bank of Scotland plc, as co-syndication agents, and
Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., HSBC Securities (USA) Inc. and Wells
Fargo Bank, National Association, as co-documentation agents, dated as of May 18, 2012 (incorporated by
reference to Exhibit 10.2 to Amendment No.1 to our Registration Statement on Form S-4 filed with the SEC on
October 26, 2012 (Reg. No. 333-184314)).

10.2 Tax Sharing and Indemnity Agreement by and between Mondelēz International, Inc. (formerly known as Kraft
Foods Inc.) and Kraft Foods Group, Inc., dated as of September 27, 2012 (incorporated by reference to Exhibit
10.3 to Amendment No. 1 to our Registration Statement on Form S-4 filed with the SEC on October 26, 2012
(Reg. No. 333-184314)).

10.3 Employee Matters Agreement between Mondelēz International, Inc. (formerly known as Kraft Foods Inc.) and
Kraft Foods Group, Inc., dated as of September 27, 2012 (incorporated by reference to Exhibit 10.4 to
Amendment No. 1 to our Registration Statement on Form S-4 filed with the SEC on October 26, 2012 (Reg.
No. 333-184314)).

10.4 Master General Transition Services Agreement between Kraft Foods Group, Inc. and Mondelēz Global LLC,
dated as of September 27, 2012 (incorporated by reference to Exhibit 10.8 to Amendment No. 2 to our
Registration Statement on Form S-4 filed with the SEC on December 4, 2012 (Reg. No. 333-184314)). *

10.5 Master Information Technology Transition Services Agreement between Kraft Foods Group, Inc. and Mondelēz
Global LLC, dated as of September 27, 2012 (incorporated by reference to Exhibit 10.10 to Amendment No. 2
to our Registration Statement on Form S-4 filed with the SEC on December 4, 2012 (Reg. No. 333-184314)). *

10.6 Kraft Foods Group, Inc. Change in Control Plan for Key Executives, adopted as of October 2, 2012
(incorporated by reference to Exhibit 10.19 to Amendment No. 2 to our Registration Statement on Form S-4
filed with the SEC on December 4, 2012 (Reg. No. 333-184314)). +

10.7 Kraft Foods Group, Inc. Deferred Compensation Plan for Non-Management Directors (incorporated by
reference to Exhibit 4.3 to our Registration Statement on Form S-8 filed with the SEC on September 12, 2012
(Reg. No. 333-183867)). +

10.8 Kraft Foods Group, Inc. 2012 Performance Incentive Plan (incorporated by reference to Exhibit 4.3 to our
Registration Statement on Form S-8 filed with the SEC on September 12, 2012 (Reg. No. 333-183868)). +

10.9 Kraft Foods Group, Inc. Management Stock Purchase Plan (incorporated by reference to Exhibit 4.3 to our
Registration Statement on Form S-8 filed with the SEC on November 9, 2012 (Reg. No. 333-184872)). +

10.10 Form of Indemnity Agreement between Kraft Foods Group, Inc. and Non-Management Directors (incorporated
by reference to Exhibit 10.24 to our Registration Statement on Form 10 filed with the SEC on July 17, 2012
(File No. 001-35491)). +

10.11 Form of Indemnity Agreement between Kraft Foods Group, Inc. and Directors and Officers (incorporated by
reference to Exhibit 10.25 to our Registration Statement on Form 10 filed with the SEC on July 17, 2012 (File
No. 001-35491)). +

10.12 Offer of Employment Letter between Mondelēz International, Inc. (formerly known as Kraft Foods Inc.) and
John T. Cahill, dated December 3, 2011 (incorporated by reference to Exhibit 10.1 to our Registration
Statement on Form 10 filed with the SEC on April 2, 2012 (File No. 001-35491)). +

10.13 Offer of Employment Letter between Mondelēz International, Inc. (formerly known as Kraft Foods Inc.) and
Robert J. Gorski, dated April 25, 2012 (incorporated by reference to Exhibit 10.26 to our Registration
Statement on Form 10 filed with the SEC on August 6, 2012 (File No. 001-35491)). +

10.14 Offer of Employment Letter between Mondelēz International, Inc. (formerly known as Kraft Foods Inc.) and Kim
K. W. Rucker, dated July 16, 2012 (incorporated by reference to Exhibit 10.25 to Amendment No. 2 to our
Registration Statement on Form S-4 filed with the SEC on December 4, 2012 (Reg. No. 333-184314)). +

10.15 Letter Agreement between Kraft Foods Group, Inc. and Timothy R. McLevish, dated November 21, 2012. +

10.16 Form of Kraft Foods Group, Inc. 2012 Performance Incentive Plan Global Restricted Stock Unit Agreement. +
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10.17 Form of Kraft Foods Group, Inc. 2012 Performance Incentive Plan Global Stock Option Award Agreement. +

11.1 Computation of Per Share Earnings. **

12.1 Ratios of Earnings to Fixed Charges.

18.1 Letter from PricewaterhouseCoopers LLP related to change in preferable accounting principles dated
March 21, 2013.

21.1 List of subsidiaries of Kraft Foods Group, Inc.

23.1 Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm.

31.1 Certification of Chief Executive Officer pursuant to Rule 13a 14(a)/15d 14(a) of the Securities Exchange Act of
1934, as amended.

31.2 Certification of Chief Financial Officer pursuant to Rule 13a 14(a)/15d 14(a) of the Securities Exchange Act of
1934, as amended.

32.1 Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.1 The following materials from Kraft’s Annual Report on Form 10-K for the year ended December 29, 2012
formatted in XBRL (eXtensible Business Reporting Language): (i) the Consolidated Statements of Earnings, (ii)
the Consolidated Statements of Comprehensive Earnings, (iii) the Consolidated Statements of Equity, (iv) the
Consolidated Balance Sheets, (v) the Consolidated Statements of Cash Flows, (vi) Notes to Consolidated
Financial Statements, tagged as blocks of text, and (vii) document and entity information.

* Portions of this exhibit (indicated by asterisks) have been omitted pursuant to a request for confidential
treatment and have been separately filed with the SEC.

** Data required by Item 601(b)(11) of Regulation S-K is provided in Note 15 to the consolidated financial
statements in this Report.

+ Indicates a management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

KRAFT FOODS GROUP, INC.

By: /s/ TIMOTHY R. MCLEVISH

Timothy R. McLevish
Executive Vice President

and Chief Financial Officer

Date: March 21, 2013

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the date indicated:

Signature Title Date

/S/ W. ANTHONY VERNON

W. Anthony Vernon
Chief Executive Officer and
Director

March 21, 2013

/S/ TIMOTHY R. MCLEVISH

Timothy R. McLevish
Executive Vice President and
Chief Financial Officer

March 21, 2013

/S/ JAMES KEHOE

James Kehoe
Senior Vice President,
Corporate Finance
(Principal Accounting Officer)

March 21, 2013

/S/ JOHN T. CAHILL

John T. Cahill
Executive Chairman March 21, 2013

/S/ ABELARDO E. BRU

Abelardo E. Bru
Director March 21, 2013

/S/ L. KEVIN COX

L. Kevin Cox
Director March 21, 2013

/S/ MYRA M. HART

Myra M. Hart
Director March 21, 2013

/S/ PETER B. HENRY

Peter B. Henry
Director March 21, 2013

/S/ JEANNE P. JACKSON

Jeanne P. Jackson
Director March 21, 2013

/S/ TERRY J. LUNDGREN

Terry J. Lundgren
Director March 21, 2013

/S/ MACKEY J. MCDONALD

Mackey J. McDonald
Director March 21, 2013

/S/ JOHN C. POPE

John C. Pope
Director March 21, 2013

/S/ E. FOLLIN SMITH

E. Follin Smith
Director March 21, 2013
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Kraft Foods Group, Inc.

Valuation and Qualifying Accounts

For the Years Ended December 29, 2012, December 31, 2011, and December 31, 2010

(in millions)

Col. A Col. B Col. C Col. D Col. E

Additions

Description

Balance at
Beginning
of Period

Charged to
Costs and
Expenses

Charged to
Other

Accounts Deductions

Balance at
End of
Period

(a) (b)

2012:
Allowances related to accounts receivable $ 23 $ 9 $ - $ 4 $ 28
Allowance for deferred taxes 34 (4) - 4 26

$ 57 $ 5 $ - $ 8 $ 54

2011:
Allowances related to accounts receivable $ 22 $ 5 $ (2) $ 2 $ 23
Allowance for deferred taxes 22 12 - - 34

$ 44 $ 17 $ (2) $ 2 $ 57

2010:
Allowances related to accounts receivable $ 28 $ (1) $ 4 $ 9 $ 22
Allowance for deferred taxes - 22 - - 22

$ 28 $ 21 $ 4 $ 9 $ 44

Notes:
(a) Primarily related to divestitures and currency translation.
(b) Represents charges for which allowances were created.

S-1



EXHIBIT 12.1

Kraft Foods Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

(in millions of dollars)

Years Ended

December 29,
2012

December 31,
2011

December 31,
2010

December 31,
2009

December 31,
2008

Earnings from continuing operations before income taxes $ 2,453 $ 2,876 $ 3,002 $ 2,910 $ 2,112

Add / (Deduct):
Fixed charges 299 67 65 96 80
Interest capitalized, net of amortization 1 1 1 - (2)

Earnings available for fixed charges $ 2,753 $ 2,944 $ 3,068 $ 3,006 $ 2,190

Fixed charges:
Interest incurred:

Interest expense (a) $ 258 $ 10 $ 8 $ 35 $ 26
Capitalized interest 1 1 1 2 3

259 11 9 37 29

Portion of rent expense deemed to represent interest factor 40 56 56 59 51

Fixed charges $ 299 $ 67 $ 65 $ 96 $ 80

Ratio of earnings to fixed charges 9.2 43.9 47.2 31.3 27.4

Notes:
(a) Excludes interest related to uncertain tax positions, which is recorded in our tax provision.



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (Reg. Nos. 333-184873,
333-184872, 333-184180, 333-183868, 333-183867, and 333-183866) of Kraft Foods Group, Inc. of our report dated
March 21, 2013 relating to the financial statements, financial statement schedule and the effectiveness of internal control
over financial reporting, which appears in this Annual Report on Form 10-K.

/s/ PRICEWATERHOUSECOOPERS LLP

Chicago, Illinois
March 21, 2013



EXHIBIT 31.1

Certifications

I, W. Anthony Vernon, certify that:

1. I have reviewed this annual report on Form 10-K of Kraft Foods Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: March 21, 2013

/S/ W. ANTHONY VERNON

W. Anthony Vernon
Chief Executive Officer



EXHIBIT 31.2

Certifications

I, Timothy R. McLevish, certify that:

1. I have reviewed this annual report on Form 10-K of Kraft Foods Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: March 21, 2013

/S/ TIMOTHY R. MCLEVISH

Timothy R. McLevish
Executive Vice President and
Chief Financial Officer



EXHIBIT 32.1

CERTIFICATIONS OF

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO

18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, W. Anthony Vernon, Chief Executive Officer of Kraft Foods Group, Inc. (“Kraft”), certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that Kraft’s Annual Report on
Form 10-K for the period ended December 29, 2012, fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that the information contained in Kraft’s Annual Report on Form 10-K fairly presents
in all material respects Kraft’s financial condition and results of operations.

/S/ W. ANTHONY VERNON

W. Anthony Vernon
Chief Executive Officer
March 21, 2013

I, Timothy R. McLevish, Executive Vice President and Chief Financial Officer of Kraft Foods Group, Inc. (“Kraft”), certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that Kraft’s
Annual Report on Form 10-K for the period ended December 29, 2012, fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that the information contained in Kraft’s Annual Report
on Form 10-K fairly presents in all material respects Kraft’s financial condition and results of operations.

/S/ TIMOTHY R. MCLEVISH

Timothy R. McLevish
Executive Vice President and
Chief Financial Officer
March 21, 2013

A signed original of these written statements required by Section 906, or other document authenticating, acknowledging,
or otherwise adopting the signature that appears in typed form within the electronic version of this written statement
required by Section 906, has been provided to Kraft and will be retained by Kraft and furnished to the Securities and
Exchange Commission or its staff upon request
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Forward-looking Statements

This report contains a number of forward-looking statements. Words such as “anticipate,” “estimate,” “expect,” 

“project,” “intend,” “plan,” “continue,” “believe,” “may,” “will,” and variations of such words and similar expressions 

are intended to identify our forward-looking statements. You are cautioned not to place undue reliance on these 

forward-looking statements, which speak only as of the date on which they are made.  Examples of forward-looking 

statements include, but are not limited to, statements, beliefs, and expectations regarding our business, dividends, 

new accounting standards and accounting changes, commodity costs, cost savings initiatives, hedging activities, 

legal matters, goodwill and other intangible assets, price volatility and cost environment, liquidity, funding sources, 

postemployment benefit plans, including expected contributions, obligations, rates of return and costs, capital 

expenditures and funding, debt, off-balance sheet arrangements and contractual obligations, general views about 

future operating results, risk management program, and other events or developments that we expect or anticipate 

will occur in the future.

These forward-looking statements are not guarantees of future performance and are subject to a number of risks 

and uncertainties, many of which are beyond our control. We discuss certain factors that affect our business and 

operations and that may cause our actual results to differ materially from these forward-looking statements under 

“Risk Factors” below in this Annual Report on Form 10-K. These factors include, but are not limited to, increased 

competition; our ability to maintain, extend and expand our reputation and brand image; our ability to differentiate 

our products from other brands; increasing consolidation of retail customers; changes in relationships with our 

significant customers and suppliers; our ability to predict, identify and interpret changes in consumer preferences 

and demand; our ability to drive revenue growth in our key product categories, increase our market share, or add 

products; volatility in commodity, energy and other input costs; changes in our management team or other key 

personnel; our geographic focus in North America; changes in regulations; legal claims or other regulatory 

enforcement actions; product recalls or product liability claims; unanticipated business disruptions; our ability to 

complete or realize the benefits from potential acquisitions, alliances, divestitures or joint ventures; our 

indebtedness and our ability to pay our indebtedness; disruptions in our information technology networks and 

systems; our inability to protect our intellectual property rights; weak economic conditions; tax law changes; the tax 

treatment of the Spin-Off (as defined below); volatility of market-based impacts to postemployment benefit plans; 

pricing actions; and other factors. We disclaim and do not undertake any obligation to update or revise any forward-

looking statement in this report, except as required by applicable law or regulation.

PART I

Item 1. Business.

General

Kraft Foods Group is one of the largest consumer packaged food and beverage companies in North America and 

worldwide, with net revenues of $18.2 billion and earnings from continuing operations before income taxes of $4.1 

billion in 2013. We manufacture and market food and beverage products, including refrigerated meals, refreshment 

beverages, coffee, cheese, and other grocery products, primarily in the United States and Canada, under a host of 

iconic brands. Our product categories span breakfast, lunch, and dinner meal occasions, both at home and in 

foodservice locations. At December 28, 2013, we had assets of $23.1 billion. We are listed on the NASDAQ Stock 

Market and included in the Standard & Poor’s 500 Index.

Our diverse brand portfolio consists of many of the most popular food brands in North America, including two 

brands with annual net revenues exceeding $1 billion each—Kraft cheeses, dinners, and dressings and Oscar 
Mayer meats—plus over 25 brands with annual net revenues between $100 million and $1 billion each. In the 

United States, based on dollar share in 2013, we hold the number one or number two branded market share 

position in 16 of our top 17 product categories. We have 12 product categories with the number one branded share 

position that contributed in the aggregate approximately 60% of our 2013 U.S. retail net revenues, while our top 17 

product categories contributed in the aggregate more than approximately 80% of our 2013 U.S. retail net revenues.

We were initially organized as a Delaware corporation in 1980. In March 2012, we redomesticated to Virginia and 

changed our name from “Kraft Foods Global, Inc.” to “Kraft Foods Group, Inc.”  On October 1, 2012, 

International, Inc. International") spun-off Kraft Foods Group to International’s shareholders 

(the “Spin-Off”).  We were a wholly owned subsidiary of International prior to the Spin-Off.  To effect the 

Spin-Off, International distributed all of the shares of Kraft Foods Group common stock owned by 
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International to its shareholders on October 1, 2012 (the “Distribution”).  As a result of the Spin-Off, we 

began operating as an independent, publicly traded company on October 1, 2012.

Reportable Segments

Effective July 1, 2013, we began managing and reporting operating results through six reportable segments: 

Beverages, Cheese, Refrigerated Meals, Meals & Desserts, Enhancers & Snack Nuts, and Canada.  Our remaining 

businesses, including our Foodservice and Exports businesses, are aggregated and disclosed as “Other 

Businesses”.  Previously, we had managed and reported operating results through five reportable segments: 

Beverages, Cheese, Refrigerated Meals, Grocery, and International & Foodservice.  We reflect this reorganization 

for all the historical periods presented.

Our principal brands and products at December 28, 2013 were:

Beverages

  

Maxwell House, Gevalia, and Yuban coffees; Tassimo hot beverage system 
(under license); Capri Sun (under license) and Kool-Aid packaged juice drinks; 
Crystal Light, Kool-Aid, and Country Time powdered beverages; and MiO, Crystal 
Light, and Kool-Aid liquid concentrates.

Cheese

  

Kraft and Cracker Barrel natural cheeses; Philadelphia cream cheese; Kraft and 
Deli Deluxe processed cheese slices; Velveeta and Cheez Whiz processed 
cheeses; Kraft grated and shredded cheeses; Polly-O and Athenos cheese; and 
Breakstone’s and Knudsen cottage cheese and sour cream.

Refrigerated Meals
  

Oscar Mayer cold cuts, hot dogs, and bacon; Lunchables lunch combinations; 
Claussen pickles; and Boca soy-based meat alternatives.

Meals & Desserts

  

Kraft and Kraft Deluxe macaroni and cheese dinners;Velveeta shells and cheese 
dinners; JELL-O dry packaged desserts; JELL-O refrigerated gelatin and pudding 
snacks; Cool Whip whipped topping; Stove Top stuffing mix; Jet-Puffed 
marshmallows; Velveeta Cheesy Skillets and Taco Bell Home Originals (under 
license) meal kits; Shake ‘N Bake coatings; and Baker’s chocolate and baking 
ingredients.

Enhancers & Snack Nuts Planters nuts, peanut butter, and trail mixes; Kraft Mayo and Miracle Whip 
spoonable dressings; Kraft and Good Seasons salad dressings; A.1. steak sauce; 
Kraft and Bull’s-Eye barbecue sauces; and Grey Poupon premium mustards.

Canada
  

Canadian brand offerings include Kraft peanut butter and Nabob coffee, as well 
as a range of products bearing brand names similar to those marketed in the U.S. 

Other Businesses Our other businesses, including our Foodservice and Exports businesses, sell 
primarily branded products including Philadelphia cream cheese, A.1. steak 
sauce, and a broad array of Kraft sauces, dressings and cheeses.
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Net Revenues by Product Category

Product categories that contributed 10% or more to consolidated net revenues for the years ended December 28, 

2013, December 29, 2012, or December 31, 2011, were:

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
Cheese and dairy 32% 31% 30%

Meat and meat alternatives 15% 15% 15%

Meals 11% 11% 10%

Refreshment Beverages 10% 10% 11%

Enhancers 9% 10% 10%

See Note 15, Segment Reporting, to the consolidated financial statements for net revenues, earnings from 

continuing operations before income taxes, and total assets by segment.

Customers

We sell our products primarily to supermarket chains, wholesalers, supercenters, club stores, mass merchandisers, 

distributors, convenience stores, drug stores, value stores, and other retail food outlets in the United States and 

Canada.

Our five largest customers accounted for approximately 43% of our net revenues in 2013, while our ten largest 

customers accounted for approximately 56%. One of our customers, Wal-Mart Stores, Inc., accounted for 

approximately 26% of our net revenues in 2013.

Sales

Our direct customer teams work with the headquarter operations of our customers and manage our customer 

relationships. These teams collaborate with customers on developing strategies for new item introduction, category 

and assortment management, shopper insights, shopper marketing, trade and promotional planning, and retail 

pricing solutions. We have a dedicated headquarter customer team covering all of our product lines for many of our 

largest customers, and we pool resources across our product lines to provide support to regional retailers. 

Our breadth of product lines and scale throughout the retail environment are supported by two sales agencies 

within our customers’ stores: Acosta Sales & Marketing for our grocery and mass channel customers and 

CROSSMARK for our convenience store retail partners. Both agencies act as extensions of our direct customer 

teams and are managed by our sales leadership. Both sales agencies provide in-store support of product 

placement, distribution and promotional execution.

We also utilize sales agencies, exporters, distributors, or other similar arrangements to sell our products in Puerto 

Rico and in markets outside of the United States and Canada.

Raw Materials and Packaging

We use large quantities of commodities, including dairy products, coffee beans, meat products, wheat, corn 

products, soybean and vegetable oils, nuts, and sugar and other sweeteners, to manufacture our products. In 

addition, we use significant quantities of resins and cardboard to package our products and natural gas to operate 

our facilities. For commodities that we use across many of our product categories, such as corrugated paper and 

energy, we coordinate sourcing requirements and centralize procurement to leverage our scale. In addition, some of 

our product lines and brands separately source raw materials that are specific to their operations.

We source these commodities from a variety of providers including large, international producers, and smaller, local 

independent sellers. We have preferred purchaser status and/or have developed strategic partnerships with many 

of our suppliers, and consequently enjoy favorable pricing and dependable supply for many of our commodities. 

The prices of raw materials and agricultural materials that we use in our products are affected by external factors, 

such as global competition for resources, currency fluctuations, severe weather or global climate change, 

consumer, industrial or commodity investment demand, and changes in governmental regulation and trade, 

alternative energy, and agricultural programs.
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The most significant cost components of our cheese products are dairy commodities, including milk and cheese. 

We purchase our dairy raw material requirements from independent third parties, such as agricultural cooperatives 

and independent processors. Market supply and demand, as well as government programs, significantly influence 

the prices for milk and other dairy products. The most significant cost component of our coffee products is coffee 

beans, which we purchase on world markets. Quality and availability of supply, changes in the value of the U.S. 

dollar in relation to certain other currencies, and consumer demand for coffee products impact coffee bean prices. 

Significant cost components in our meat business include pork, beef, and poultry, which we purchase from domestic 

markets. Livestock feed costs and the global supply and demand for U.S. meats influence the prices of these meat 

products. Another significant cost component in our grocery products is grains, including wheat, sugar, and soybean 

oil.

Our risk management group works with our procurement teams to monitor worldwide supply and cost trends so we 

can obtain ingredients and packaging needed for production on favorable terms. Although the prices of our principal 

raw materials can be expected to fluctuate, we believe there will be an adequate supply of the raw materials we use 

and that they are generally available from numerous sources. Our risk management group uses a range of hedging 

techniques in an effort to limit the impact of price fluctuations in our principal raw materials. However, we do not fully 

hedge against changes in commodity prices, and our hedging strategies may not protect us from increases in 

specific raw material costs. We actively monitor any changes to commodity costs so that we can mitigate the effect 

through pricing and other operational measures.

Manufacturing and Processing

We manufacture our products in our network of manufacturing and processing facilities located throughout North 

America. As of December 28, 2013, we operated 36 manufacturing and processing facilities, 34 in the United States 

and two in Canada. We own all 36 of these facilities.

While some of our plants are dedicated to the production of specific products or brands, other plants can 

accommodate multiple product lines. We manufacture our Beverages products in eight locations, our Cheese 

products in 12 locations, our Refrigerated Meals products in nine locations, our Meals & Desserts products in 10 

locations, and our Enhancers & Snack Nuts products in eight locations. We maintain all of our manufacturing and 

processing facilities in good condition and believe they are suitable and adequate for our present needs. We also 

enter into co-manufacturing arrangements with third parties if we determine it is advantageous to outsource the 

production of any of our products.

Distribution

As of December 28, 2013, we distributed our products through 39 distribution centers, of which 36 are in the United 

States and three are in Canada. We own four and lease 35 of these distribution centers. In addition, third-party 

logistics providers perform storage and distribution services for us to support our distribution network.

We rely on common carriers and our private fleet to transport our products from our manufacturing and processing 

facilities to our distribution facilities and on to our customers. Our distribution facilities generally accommodate all of 

our product lines and have the capacity to store refrigerated, dry, and frozen goods. We assemble customer orders 

for multiple products at the distribution facilities and deliver them by common carrier or our private fleet to our 

customers. We maintain all of our distribution facilities in good condition and believe they have sufficient capacity to 

meet our expected distribution needs.

Competition

We face competition in all aspects of our business. Competitors include large national and international companies 

and numerous local and regional companies. We also compete with generic products and retailer brands, 

wholesalers, and cooperatives. We compete primarily on the basis of product quality and innovation, brand 

recognition and loyalty, service, the ability to identify and satisfy consumer preferences, the introduction of new 

products and the effectiveness of our advertising campaigns and marketing programs, and price.  Improving our 

market position or introducing a new product requires substantial advertising and promotional expenditures.

Trademarks and Intellectual Property

Our trademarks are material to our business and are among our most valuable assets. Some of our significant 

trademarks include A.1., Baker’s, Cheez Whiz, Cool Whip, Country Time, Cracker Barrel, Crystal Light, Grey 
Poupon, JELL-O, Kool-Aid, Kraft, Lunchables, MiO, Miracle Whip, Oscar Mayer, Planters, Shake ‘N Bake, Stove 
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Top, and Velveeta. We own the rights to these trademarks in the United States, Canada, and many other countries 

throughout the world. In addition, we own the trademark rights to Philadelphia in the United States and the 

Caribbean, and to Gevalia and Maxwell House throughout North America and Latin America. We protect our 

trademarks by registration or otherwise in the United States, Canada, and other markets. From time to time, we 

grant third parties licenses to use one or more of our trademarks in particular locations. Similarly, as of 

December 28, 2013, we sell some products under brands we license from third parties, including:

• Capri Sun packaged juice drinks for sale in the United States; and

• Taco Bell Home Originals Mexican-style food products for sale in U.S. grocery stores.

In connection with the Spin-Off, we granted International licenses to use some of our trademarks in 

particular locations outside of the United States and Canada and we will sell some products under brands we 

license from International. These agreements are governed by the Master Ownership and License 

Agreement Regarding Trademarks and Certain Related Intellectual Property.

Additionally, we own numerous patents worldwide. We consider our portfolio of patents, patent applications, patent 

licenses under patents owned by third parties, proprietary trade secrets, technology, know-how processes, and 

related intellectual property rights to be material to our operations. While our patent portfolio is material to our 

business, the loss of one patent or a group of related patents would not have a material adverse effect on our 

business. We either have been issued patents or have patent applications pending that relate to a number of 

current and potential products, including products licensed to others. Patents, issued or applied for, cover inventions 

ranging from basic packaging techniques to processes relating to specific products and to the products themselves.

Our issued patents extend for varying periods according to the date of patent application filing or grant and the legal 

term of patents in the various countries where patent protection is obtained. The actual protection afforded by a 

patent, which can vary from country to country, depends upon the type of patent, the scope of its coverage as 

determined by the patent office or courts in the country, and the availability of legal remedies in the country. In 

connection with the Spin-Off, we granted International licenses to use some of our patents, and we also 

license certain patents from International.

Research and Development

Our research and development focuses on achieving the following four objectives:

• growth through product improvements, new products and line extensions,

• uncompromising product safety and quality,

• superior customer satisfaction, and

• cost reduction.

Our research and development specialists have historically focused on both major product innovation and more 

modestly-scaled line extensions, such as the introduction of new flavors, colors, or package designs for established 

products. We have approximately 525 food scientists, chemists, and engineers, with teams dedicated to particular 

brands and products.

We maintain three key technology centers, each equipped with pilot plants and state-of-the-art instruments. 

Research and development expense was approximately $118 million (including a benefit from market-based 

impacts related to our postemployment benefit plans of $55 million) in 2013, $178 million (including expense from 

market-based impacts related to our postemployment benefit plans of $6 million) in 2012, and $198 million in 2011. 

Market-based impacts related to our postemployment benefit plans recorded in research and development were 

insignificant in the year ended December 31, 2011.

Seasonality

Overall sales of our products are fairly balanced throughout the year, although demand for certain products may be 

influenced by holidays, changes in seasons, or other annual events.

Employees

We have approximately 22,500 employees, of whom approximately 20,400 are located in the United States and 

approximately 2,100 are located in Canada. Approximately one-third of our hourly employees are represented 

under contracts primarily with the United Food and Commercial Workers International Union and the International 
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Brotherhood of Teamsters. These contracts expire at various times throughout the next several years. We believe 

that our relationships with employees and their representative organizations are generally good.

Regulation

Our U.S. food and beverage products and packaging materials are primarily regulated by the U.S. Food and Drug 

Administration ("FDA") or, for products containing meat and poultry, the U.S. Food Safety and Inspection Service of 

the U.S. Department of Agriculture.  Our Canadian food products and packaging materials are primarily regulated 

by the Canadian Food Inspection Agency and Health Canada. These agencies enact and enforce regulations 

relating to the manufacturing, distribution, and labeling of food products. 

The U.S. Food Safety Modernization Act and the Safe Food for Canadians Act, both of which became laws in 2011, 

provide additional food safety authority to the applicable regulatory agency. We do not expect the cost of complying 

with these laws, and the implementing regulations expected to result from these laws, to be material.

In addition, various U.S. states and Canadian provinces regulate our operations by licensing plants, enforcing 

standards for selected food products, grading food products, inspecting plants and warehouses, regulating trade 

practices related to the sale of dairy products, and imposing their own labeling requirements on food products. 

Many of the food commodities we use in our operations are subject to governmental agricultural programs. These 

programs have substantial effects on prices and supplies and are subject to periodic governmental and 

administrative review.

Environmental Regulation

We are subject to various federal, provincial, state, and local laws and regulations in the United States and Canada 

relating to the protection of the environment, including those governing discharges to air and water, the 

management and disposal of hazardous materials, and the cleanup of contaminated sites.

These laws and regulations include the Clean Air Act, the Clean Water Act, the Resource Conservation and 

Recovery Act, and the Comprehensive Environmental Response, Compensation, and Liability Act (“CERCLA”). 

CERCLA imposes joint and severable liability on each potentially responsible party. As of December 28, 2013, we 

were involved in 60 active proceedings in the United States under CERCLA (and other similar state actions and 

legislation) related to our current operations and certain closed, inactive, or divested operations for which we retain 

liability. We do not currently expect these to have a material effect on our earnings or financial condition. 

As of December 28, 2013, we had accrued an amount we deemed appropriate for environmental remediation. 

Based on information currently available, we believe that the ultimate resolution of existing environmental 

remediation actions and our compliance in general with environmental laws and regulations will not have a material 

effect on our earnings or financial condition. However, it is difficult to predict with certainty the potential impact of 

future compliance efforts and environmental remedial actions and thus future costs associated with such matters 

may exceed current reserves.

Foreign Operations

We sell our products primarily to consumers in the United States and Canada, but also sell our products to many 

other countries and territories across the globe. We generated approximately 14% of our 2013 and 2012 

consolidated net revenues, and 13% of our 2011 consolidated net revenues outside the United States, primarily in 

Canada. For additional information about our foreign operations, see Note 15, Segment Reporting, to the 

consolidated financial statements.
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Executive Officers of the Registrant

The following are our executive officers as of February 21, 2014:

Name Age Title
John T. Cahill 56 Executive Chairman

W. Anthony Vernon 58 Chief Executive Officer and Director

Dino J. Bianco 52 Executive Vice President and President, Beverages

Thomas F. Corley 51 Executive Vice President and President, U.S. Retail Sales and
Foodservice

Charles W. Davis 57 Executive Vice President, Research, Development, Quality
and Innovation

Adrienne D. Elsner 50 Executive Vice President and Chief Marketing Officer

Georges El-Zoghbi 47 Executive Vice President and President, Cheese & Dairy and Exports

Robert J. Gorski 61 Executive Vice President, Integrated Supply Chain

Jane S. Hilk 53 Executive Vice President and President, Enhancers & Snack Nuts

Diane Johnson May 55 Executive Vice President, Human Resources

Christopher J. Kempczinski 45 Executive Vice President and President, Canada

Teri List-Stoll 51 Executive Vice President and Chief Financial Officer

Michael Osanloo 47 Executive Vice President and President, Meals & Desserts

Sam B. Rovit 56 Executive Vice President and President, Oscar Mayer and 
Executive Vice President, Strategy

Kim K. W. Rucker 47 Executive Vice President, Corporate & Legal Affairs, General Counsel and
Corporate Secretary

Mr. Cahill has served as our Executive Chairman since October 1, 2012. On March 8, 2014, Mr. Cahill will transition 

to non-executive chairman. He joined International, a food and beverage company and our former parent, 

on January 2, 2012 as the Executive Chairman, North American Grocery, and served in that capacity until the Spin-

Off. Prior to that, he served as an Industrial Partner at Ripplewood Holdings LLC, a private equity firm, from 2008 to 

2011. Mr. Cahill spent nine years with The Pepsi Bottling Group, Inc., a beverage manufacturing company, most 

recently as Chairman and Chief Executive Officer from 2003 to 2006 and Executive Chairman until 2007. Mr. Cahill 

previously spent nine years with PepsiCo, Inc., a food and beverage company, in a variety of leadership positions. 

He currently serves as lead director of American Airlines Group and is also a director at Colgate-Palmolive 

Company and Legg Mason, Inc.

Mr. Vernon has served as our Chief Executive Officer since October 1, 2012 and has been a member of our Board 

since September 2009 when he was appointed a director while we were a wholly owned subsidiary of 

International. Prior to that, he served as International’s Executive Vice President and President, Kraft 

Foods North America. Prior to joining International in August 2009, he was the Healthcare Industry 

Partner of Ripplewood Holdings LLC, a private equity firm, since 2006. Mr. Vernon spent 23 years with Johnson & 

Johnson, a pharmaceutical company, in a variety of leadership positions, most recently serving as Company Group 

Chairman of DePuy Inc., an orthopedics company and subsidiary of Johnson & Johnson, from 2004 to 2005. He is 

also a director of Medivation, Inc.

Mr. Bianco has served as our Executive Vice President and President, Beverages since February 2014. He served 

as Executive Vice President and President, Beverages and Canada from February 2013 to February 2014 and as 

Executive Vice President and President, National Businesses and Marketing Services from October 1, 2012 to 

February 2013. Prior to that, he served as International’s President, Kraft Foods Canada since November 

2005. He also served in various marketing, sales and finance capacities at International, including Vice 

President of Marketing, Kraft Foods Canada from January 2002 to November 2005. He joined 

International in 1990.

Mr. Corley has served as our Executive Vice President and President, U.S. Retail Sales and Foodservice since 

February 2013. He served as Executive Vice President and President, U.S. Sales from October 1, 2012 to February 

2013. Prior to that, he served as International’s President, U.S. Sales since April 2012. Mr. Corley also 

served as International’s Senior Vice President, U.S. Sales from 2009 to 2012, Senior Vice President, 

Wal-Mart Stores, Inc. Sales from 2008 to 2009 and Vice President, Wal-Mart Stores, Inc. Sales from 2007 to 2008. 

He joined International in 1985.
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Mr. Davis has served as our Executive Vice President, Research, Development, Quality and Innovation since 

October 1, 2012. Prior to that, he served as International’s Vice President, Research, Development & 

Quality, Kraft Foods Europe since 2007. Mr. Davis also served as International’s Vice President, 

Research, Development & Quality, North American Convenient Meals Sector from 2004 to 2007. He joined 

International in 1984.

Ms. Elsner has served as our Executive Vice President and Chief Marketing Officer since February 2013. She 

served as Executive Vice President and President, Beverages from October 1, 2012 to February 2013. Prior to that, 

she served as International’s President, Beverages since May 2010. She previously served as Vice 

President and President, Coffee, Kraft Foods Europe from 2007 to 2010, and as Vice President, Marketing 

Resources, Kraft Foods Europe from 2005 to 2007. Ms. Elsner joined International in 1992.

Mr. El-Zoghbi has served as our Executive Vice President and President, Cheese & Dairy and Exports since 

February 2013. He served as Executive Vice President and President, Cheese and Dairy from October 1, 2012 to 

February 2013. Prior to that, he served as International’s President, Cheese and Dairy since October 

2009. He joined International in October 2007 as Vice President and Area Director, Kraft Foods 

Australia & New Zealand and served in that role until September 2009. 

Mr. Gorski has served as our Executive Vice President, Integrated Supply Chain since October 1, 2012. Prior to 

that, Mr. Gorski served as Executive Vice President, Integrated Supply Chain, Kraft Foods North America, since 

August 2012. Prior to that, he worked for P&G for 34 years, in a variety of leadership positions in multiple categories 

in North America and Europe. He most recently served as Vice President, Supply Chain for P&G’s global baby care 

business from 2003 to 2012.

Ms. Hilk has served as our Executive Vice President and President, Enhancers & Snack Nuts since July 1, 2013.  

She served as Senior Vice President of Marketing, Oscar Mayer from October 1, 2012 to June 2013.  Prior to that, 

she served as International’s Senior Vice President, Marketing, Oscar Mayer from April 2010 until 

October 2012 and Vice President, Marketing, Oscar Mayer from February 2008 to April 2010.  Ms. Hilk joined 

International in 1991.

Ms. Johnson May has served as our Executive Vice President, Human Resources since October 1, 2012. Prior to 

that, she served as International’s Senior Vice President, Human Resources, Kraft Foods North America 

since September 2010. She joined International in 1980 and has served in various roles, including Vice 

President, Human Resources at various International units from December 2006 to September 2010 and 

Senior Director, Human Resources from 2002 to 2006.

Mr. Kempczinski has served as our Executive Vice President and President, Canada since January 29, 2014.  He 

served as Kraft’s President, Canada from July 2012 until assuming his current role.  From December 2008 until July 

2012, he served as International’s Senior Vice President, Meals & Enhancers.  Prior to joining 

International in December 2008, Mr. Kempczinski was Vice President, Non-Carbonated Beverages at PepsiCo, Inc.

Ms. List-Stoll has served as our Executive Vice President and Chief Financial Officer since December 29, 2013. 

She joined Kraft on September 3, 2013 and served as Senior Vice President of Finance until assuming her current 

role.  Prior to joining Kraft, Ms. List-Stoll worked for The Procter & Gamble Company (“P&G”), a consumer 

packaged goods company, for nearly 20 years, in various finance and accounting leadership positions.  She had 

most recently served as Senior Vice President and Treasurer of P&G from 2009 to 2013 and Vice President, 

Finance, Global Operations from 2007 to 2009.  Ms. List-Stoll also serves on the Board of Directors of Danaher 

Corporation.

Mr. Osanloo has served as our Executive Vice President and President, Meals & Desserts since July 1, 2013. Prior 

to that, he served as Executive Vice President and President, Grocery since October 1, 2012.  From October 2010 

until October 2012, Mr. Osanaloo served as International’s President, Grocery. Mr. Osanloo was 

International’s Executive Vice President, Strategy and M&A from April 2008 to September 2010. Prior to 

joining International, Mr. Osanloo was Senior Vice President, Marketing at Harrah’s Entertainment Inc., a 

provider of branded casino entertainment. 

Mr. Rovit has served as our Executive Vice President and President, Oscar Mayer since September 18, 2013 and 

as Executive Vice President, Strategy since October 1, 2012.  Mr. Rovit also led the Snack Nuts business from 

October 1, 2012 to June 2013. Prior to that, he served as International’s Executive Vice President, 

Strategy since February 2011. Prior to joining International, he served as a Director of Bain & Co., a 

management consulting firm, from January 2008 to January 2011 and from 1988 to June 2005. Mr. Rovit served as 
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President, Chief Executive Officer and Director of Swift & Company, a meat processing company, from June 2005 

to July 2007.

Ms. Rucker has served as our Executive Vice President, Corporate & Legal Affairs, General Counsel and Corporate 

Secretary since October 1, 2012. She joined International as Executive Vice President, Corporate & 

Legal Affairs, Kraft Foods North America in September 2012. Prior to that, Ms. Rucker served as Senior Vice 

President, General Counsel and Chief Compliance Officer of Avon Products, Inc., a global manufacturer of beauty 

and related products, since March 2008 and as Corporate Secretary since February 2009. Ms. Rucker also served 

as Senior Vice President, Secretary and Chief Governance Officer of Energy Future Holdings Corp. (formerly TXU 

Corp.), an energy company, from 2004 to 2008. 

Available Information

Our Web site address is www.kraftfoodsgroup.com. The information on our Web site is not, and shall not be 

deemed to be, a part of this Annual Report on Form 10-K or incorporated into any other filings we make with the 

Securities and Exchange Commission ("SEC").  Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-

Q, Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 

15(d) of the Securities Exchange Act of 1934 (the "Exchange Act") are or will be available free of charge on our 

Web site as soon as possible after we electronically file them with, or furnish them to, the SEC. 

You can also read and copy any document that we file, including this Annual Report on Form 10-K, at the SEC’s 

Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. Call the SEC at 1-800-SEC-0330 for 

information on the operation of the Public Reference Room. In addition, the SEC maintains an Internet site at 

www.sec.gov that contains reports, proxy and information statements, and other information regarding issuers, 

including Kraft Foods Group, that are electronically filed with the SEC.

Item 1A. Risk Factors. 

You should read the following risk factors carefully in connection with evaluating our business and the forward-
looking information contained in this Annual Report on Form 10-K. Any of the following risks could materially and 
adversely affect our business, financial condition, operating results and the actual outcome of matters as to which 
forward-looking statements are made in this Annual Report on Form 10-K. While we believe we have identified and 
discussed below the key risk factors affecting our business, there may be additional risks and uncertainties that we 
do not presently know or that we do not currently believe to be significant that may adversely affect our business, 
financial condition or operating results in the future. 

We operate in a highly competitive industry.

The food and beverage industry is highly competitive and we face competition across all of our product offerings. 

We compete based on product innovation, price, product quality, brand recognition and loyalty, effectiveness of 

marketing and distribution, promotional activity, and the ability to identify and satisfy consumer preferences. 

We may need to reduce our prices in response to competitive and customer pressures. Competition and customer 

pressures may also restrict our ability to increase prices in response to commodity and other cost increases. We 

may also need to increase or reallocate spending on marketing, retail trade incentives, advertising, and new product 

innovation to maintain or increase market share. These expenditures are subject to risks, including uncertainties 

about trade and consumer acceptance of our efforts. If we are unable to compete effectively, our profitability, 

financial condition, and operating results may suffer.

Maintaining, extending and expanding our reputation and brand image are essential to our business 
success.

We have many iconic brands with long-standing consumer recognition. Our success depends on our ability to 

maintain brand image for our existing products, extend our brands to new platforms, and expand our brand image 

with new product offerings. 

We seek to maintain, extend, and expand our brand image through marketing investments, including advertising 

and consumer promotions, and product innovation. Increasing attention on the role of food and beverage marketing 

could adversely affect our brand image or lead to stricter regulations and greater scrutiny of marketing practices. 

Existing or increased legal or regulatory restrictions on our advertising, consumer promotions and marketing, or our 

response to those restrictions, could limit our efforts to maintain, extend and expand our brands. Moreover, adverse 

publicity about regulatory or legal action against us could damage our reputation and brand image, undermine our 



   

10

customers’ confidence and reduce long-term demand for our products, even if the regulatory or legal action is 

unfounded or not material to our operations.  

In addition, our success in maintaining, extending, and expanding our brand image depends on our ability to adapt 

to a rapidly changing media environment. We increasingly rely on social media and online dissemination of 

advertising campaigns. The growing use of social and digital media increases the speed and extent that information 

or misinformation and opinions can be shared.  Negative posts or comments about Kraft, our brands or our 

products on social or digital media, whether or not valid, could seriously damage our brands and reputation.  If we 

do not maintain, extend, and expand our brand image, then our product sales, financial condition and operating 

results could be materially and adversely affected.

We must leverage our brand value to compete against retailer brands and other economy brands.

In nearly all of our product categories, we compete with well-branded products as well as retailer and other 

economy brands. Our products must provide higher value and/or quality to our consumers than alternatives, 

particularly during periods of economic uncertainty. Consumers may not buy our products if relative differences in 

value and/or quality between our products and retailer or other economy brands change in favor of competitors’ 

products or if consumers perceive this type of change. If consumers prefer retailer or other economy brands, then 

we could lose market share or sales volumes or shift our product mix to lower margin offerings, which could 

materially and adversely affect our product sales, financial condition, and operating results. 

The consolidation of retail customers could adversely affect us. 

Retail customers, such as supermarkets, warehouse clubs, and food distributors in our major markets, may 

consolidate, resulting in fewer customers for our business. Consolidation also produces larger retail customers that 

may seek to leverage their position to improve their profitability by demanding improved efficiency, lower pricing, 

increased promotional programs, or specifically tailored products. In addition, larger retailers have the scale to 

develop supply chains that permit them to operate with reduced inventories or to develop and market their own 

retailer brands. Retail consolidation and increasing retailer power could materially and adversely affect our product 

sales, financial condition, and operating results. 

Retail consolidation also increases the risk that adverse changes in our customers’ business operations or financial 

performance will have a corresponding material and adverse effect on us. For example, if our customers cannot 

access sufficient funds or financing, then they may delay, decrease, or cancel purchases of our products, or delay 

or fail to pay us for previous purchases. 

Changes in our relationships with significant customers or suppliers, or in the trade terms required by 
these customers or suppliers, could reduce sales and profits. 

During 2013, our five largest customers accounted for approximately 43% of our net revenues, with our largest 

customer, Wal-Mart Stores, Inc., accounting for approximately 26% of our net revenues. There can be no assurance 

that all significant customers will continue to purchase our products in the same mix or quantities or on the same 

terms as in the past, particularly as increasingly powerful retailers may demand lower pricing and focus on 

developing their own brands. The loss of a significant customer or a material reduction in sales, or a change in the 

mix of products we sell, to a significant customer could materially and adversely affect our product sales, financial 

condition, and operating results. 

Disputes with significant suppliers, including disputes related to pricing or performance, could adversely affect our 

ability to supply products to our customers and could materially and adversely affect our product sales, financial 

condition, and operating results. 

Our financial success depends on our ability to correctly predict, identify, and interpret changes in 
consumer preferences and demand, to offer new products to meet those changes, and to respond to 
competitive innovation. 

Consumer preferences for food and beverage products change continually. Our success depends on our ability to 

predict, identify, and interpret the tastes and dietary habits of consumers and to offer products that appeal to 

consumer preferences. If we do not offer products that appeal to consumers, our sales and market share will 

decrease, which could materially and adversely affect our product sales, financial condition, and operating results. 

We must distinguish between short-term fads, mid-term trends, and long-term changes in consumer preferences. If 

we do not accurately predict which shifts in consumer preferences will be long-term, or if we fail to introduce new 
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and improved products to satisfy those preferences, our sales could decline. In addition, because of our varied 

consumer base, we must offer an array of products that satisfy the broad spectrum of consumer preferences. If we 

fail to expand our product offerings successfully across product categories, or if we do not rapidly develop products 

in faster growing and more profitable categories, demand for our products could decrease, which could materially 

and adversely affect our product sales, financial condition, and operating results. 

Prolonged negative perceptions concerning the health implications of certain food products could influence 

consumer preferences and acceptance of some of our products and marketing programs. We strive to respond to 

consumer preferences and social expectations, but we may not be successful in our efforts. Continued negative 

perceptions and failure to satisfy consumer preferences could materially and adversely affect our product sales, 

financial condition, and operating results. 

In addition, achieving growth depends on our successful development, introduction, and marketing of innovative 

new products and line extensions. Successful innovation depends on our ability to correctly anticipate customer and 

consumer acceptance, to obtain, protect and maintain necessary intellectual property rights, and to avoid infringing 

the intellectual property rights of others. We must also be able to respond successfully to technological advances by 

and intellectual property rights of our competitors, and failure to do so could compromise our competitive position 

and impact our financial results.

We may be unable to drive revenue growth in our key product categories, increase our market share, or 
add products that are in faster growing and more profitable categories. 

The food and beverage industry’s overall growth is generally linked to population growth. Our future results will 

depend on our ability to drive revenue growth in our key product categories. Because our operations are 

concentrated in North America, where growth in the food and beverage industry has been limited, our success also 

depends in part on our ability to enhance our portfolio by adding innovative new products in faster growing and 

more profitable categories. Our future results will also depend on our ability to increase market share in our existing 

product categories. Our failure to drive revenue growth, limit market share decreases in our key product categories 

or develop innovative products for new and existing categories could materially and adversely affect our profitability, 

financial condition, and operating results. 

Commodity, energy, and other input prices are volatile and may rise significantly. 

We purchase large quantities of commodities, including dairy products, coffee beans, meat products, wheat, corn 

products, soybean and vegetable oils, nuts, and sugar and other sweeteners. In addition, we use significant 

quantities of resins and cardboard to package our products and natural gas to operate our facilities. We are also 

exposed to changes in oil prices, which influence both our packaging and transportation costs. Prices for 

commodities, other supplies, and energy are volatile and can fluctuate due to conditions that are difficult to predict, 

including global competition for resources, currency fluctuations, severe weather or global climate change, 

consumer, industrial or commodity investment demand, and changes in governmental regulation and trade, 

alternative energy, and agricultural programs. Rising commodity, energy, and other input costs could materially and 

adversely affect our cost of operations, including the manufacture, transportation, and distribution of our products, 

which could materially and adversely affect our financial condition and operating results. 

Although we monitor our exposure to commodity prices as an integral part of our overall risk management program, 

and seek to hedge against input price increases to the extent we deem appropriate, we do not fully hedge against 

changes in commodity prices, and our hedging strategies may not protect us from increases in specific raw 

materials costs. For example, hedging our costs for one of our key commodities, dairy products, is difficult because 

dairy futures markets are not as developed as many other commodities futures markets. Continued volatility or 

sustained increases in the prices of commodities and other supplies we purchase could increase the costs of our 

products, and our profitability could suffer. Moreover, increases in the prices of our products to cover these 

increased costs may result in lower sales volumes. If we are not successful in our hedging activities, or if we are 

unable to price our products to cover increased costs, then commodity and other input price volatility or increases 

could materially and adversely affect our financial condition and operating results.

We rely on our management team and other key personnel. 

We depend on the skills, working relationships and continued services of key personnel, including our experienced 

management team. In addition, our ability to achieve our operating goals depends on our ability to identify, hire, 

train, and retain qualified individuals. We compete with other companies both within and outside of our industry for 

talented personnel, and we may lose key personnel or fail to attract, train, and retain other talented personnel. Any 
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such loss or failure could adversely affect our profitability, financial condition, and operating results. 

Our geographic focus makes us particularly vulnerable to economic and other events and trends in North 
America. 

We operate primarily in North America and, therefore, are particularly susceptible to adverse regulations, economic 

climate, consumer trends, market fluctuations, including commodity price fluctuations or supply shortages for 

certain of our key ingredients, and other adverse events that are specific to the United States and Canada. The 

concentration of our businesses in North America could present challenges and may increase the likelihood that an 

adverse event in North America would materially and adversely affect our profitability, financial condition, and 

operating results. 

Changes in regulations could increase our costs. 

Our activities are highly regulated and subject to government oversight. Various federal, state, provincial, and local 

laws and regulations govern food and beverage production and marketing, as well as licensing, trade, tax, and 

environmental matters. Governing bodies regularly issue new regulations and changes to existing regulations. Our 

need to comply with new or revised regulations or their interpretation and application, including proposed 

requirements designed to enhance food safety or to regulate imported ingredients, could materially and adversely 

affect our product sales, financial condition, and operating results. 

Legal claims or other regulatory enforcement actions could subject us to civil and criminal penalties. 

As a large food and beverage company, we operate in a highly regulated environment with constantly evolving legal 

and regulatory frameworks. Consequently, we are subject to heightened risk of legal claims or other regulatory 

enforcement actions. Although we have implemented policies and procedures designed to ensure compliance with 

existing laws and regulations, there can be no assurance that our employees, contractors, or agents will not violate 

our policies and procedures. Moreover, a failure to maintain effective control processes could lead to violations, 

unintentional or otherwise, of laws and regulations. Legal claims or regulatory enforcement actions arising out of our 

failure or alleged failure to comply with applicable laws and regulations could subject us to civil and criminal 

penalties that could materially and adversely affect our product sales, reputation, financial condition, and operating 

results. 

Product recalls or other product liability claims could materially and adversely affect us. 

Selling products for human consumption involves inherent legal and other risks, including product contamination, 

spoilage, product tampering, allergens, or other adulteration. We could decide to, or be required to, recall products 

due to suspected or confirmed product contamination, adulteration, misbranding, tampering, or other deficiencies. A 

widespread product recall or market withdrawal could result in significant losses due to their costs, the destruction 

of product inventory, and lost sales due to the unavailability of the product for a period of time. We could be 

adversely affected if consumers lose confidence in the safety and quality of certain food products or ingredients, or 

the food safety system generally. Adverse attention about these types of concerns, whether or not valid, may 

damage our reputation, discourage consumers from buying our products, or cause production and delivery 

disruptions. 

We may also suffer losses if our products or operations violate applicable laws or regulations, or if our products 

cause injury, illness, or death. In addition, our marketing could face claims of false or deceptive advertising or other 

criticism. A significant product liability or other legal judgment or a related regulatory enforcement action against us, 

or a significant product recall, may materially and adversely affect our reputation and profitability. Moreover, even if 

a product liability or consumer fraud claim is unsuccessful, has no merit, or is not pursued, the negative publicity 

surrounding assertions against our products or processes could materially and adversely affect our product sales, 

financial condition, and operating results. 

Unanticipated business disruptions could adversely affect our ability to provide our products to our 
customers. 

We have a complex network of suppliers, owned manufacturing locations, co-manufacturing locations, distribution 

networks, and information systems that support our ability to consistently provide our products to our customers. 

Factors that are hard to predict or beyond our control, like weather, raw material shortage, natural disasters, fire or 

explosion, terrorism, generalized labor unrest, or health pandemics, could damage or disrupt our operations or our 

suppliers’ or co-manufacturers’ operations. These disruptions may require additional resources to restore our supply 
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chain or distribution network. If we cannot respond to disruptions in our operations, whether by finding alternative 

suppliers or replacing capacity at key manufacturing or distribution locations, or are unable to quickly repair damage 

to our information, production, or supply systems, we may be late in delivering, or unable to deliver, products to our 

customers and may also be unable to track orders, inventory, receivables, and payables. If that occurs, our 

customers’ confidence in us and long-term demand for our products could decline. Any of these events could 

materially and adversely affect our product sales, financial condition, and operating results. 

We may not successfully identify or complete strategic acquisitions, alliances, divestitures or joint 
ventures. 

From time to time, we may evaluate acquisition candidates, alliances or joint ventures that may strategically fit our 

business objectives or we may consider divesting businesses that do not meet our strategic objectives or growth or 

profitability targets. These activities may present financial, managerial, and operational risks including, but not 

limited to, diversion of management’s attention from existing core businesses, difficulties integrating or separating 

personnel and financial and other systems, inability to effectively and immediately implement control environment 

processes across a diverse employee population, adverse effects on existing or acquired customer and supplier 

business relationships, and potential disputes with buyers, sellers or partners. In addition, to the extent we 

undertake acquisitions, alliances or joint ventures or other developments outside our core geography or in new 

categories, we may face additional risks related to such developments. For example, risks related to foreign 

operations include compliance with U.S. laws affecting operations outside of the United States, such as the Foreign 

Corrupt Practices Act, currency rate fluctuations, compliance with foreign regulations and laws, including tax laws, 

and exposure to politically and economically volatile developing markets. Any of these factors could materially and 

adversely affect our financial condition and operating results. 

Volatility of capital markets or macro-economic factors could adversely affect our business. 

Changes in financial and capital markets, including market disruptions, limited liquidity, and interest rate volatility, 

may increase the cost of financing as well as the risks of refinancing maturing debt. In addition, our borrowing costs 

can be affected by short and long-term ratings assigned by rating organizations. A decrease in these ratings could 

limit our access to capital markets and increase our borrowing costs, which could materially and adversely affect 

our financial condition and operating results.

Adverse changes in the capital markets or interest rates, differences or changes in actuarial assumptions 
from actual experience, and legislative or other regulatory actions could substantially increase our 
postemployment obligations and materially and adversely affect our profitability and operating results. 

We sponsor a number of benefit plans for employees in the United States and Canada, including defined benefit 

pension plans, retiree health and welfare, active health care, severance, and other postemployment benefits. As of 

December 28, 2013, the projected benefit obligation of our defined benefit pension plans was $7.2 billion and these 

plans had assets of $7.0 billion. The difference between plan obligations and assets, or the funded status of the 

plans, significantly affects the net periodic benefit costs of our pension plans and the ongoing funding requirements 

of those plans. Among other factors, changes in interest rates, mortality rates, early retirement rates, investment 

returns, minimum funding requirements, and the market value of plan assets can affect the level of plan funding, 

cause volatility in the net periodic pension cost, and consequently volatility in our reported net income, and increase 

our future funding requirements.  Legislative and other governmental regulatory actions may also increase funding 

requirements for our pension plans’ benefits obligation.

We estimate the 2014 pension contributions will be approximately $200 million.  Volatile economic conditions 

increase the risk that we will be required to make additional cash contributions to the pension plans and recognize 

further increases in our net pension cost. A significant increase in our pension funding requirements could require 

us to reduce spending on marketing, retail trade incentives, advertising, and other similar activities or could 

negatively affect our ability to invest in our business or pay dividends on our common stock.  

Volatility in the market value of all or a portion of the derivatives we use to manage exposures to 
fluctuations in commodity prices may cause volatility in our operating results and net earnings. 

We use commodity futures and options to partially hedge the price of certain input costs, including dairy products, 

coffee beans, meat products, wheat, corn products, soybean oils, sugar, and natural gas. For derivatives not 

designated as hedges, changes in the values of these derivatives are currently recorded in earnings, resulting in 

volatility in both gross profits and net earnings. We report these gains and losses in cost of sales in our 

consolidated statements of earnings to the extent we utilize the underlying input in our manufacturing process. We 
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report these gains and losses in the unallocated corporate items line in our segment operating results until we 

utilize the underlying input in our manufacturing process, at which time we reclassify the gains and losses to 

segment operating profit. We may experience volatile earnings as a result of these accounting treatments.  

We are significantly dependent on information technology. 

We rely on information technology networks and systems, including the Internet, to process, transmit, and store 

electronic and financial information, to manage a variety of business processes and activities, and to comply with 

regulatory, legal, and tax requirements. We also depend on our information technology infrastructure for digital 

marketing activities and for electronic communications among our locations, personnel, customers, and suppliers. 

These information technology systems, some of which are managed by third parties, may be susceptible to 

damage, disruptions, or shutdowns due to hardware failures, computer viruses, hacker attacks, telecommunication 

failures, user errors, catastrophic events or other factors. If our information technology systems suffer severe 

damage, disruption, or shutdown and our business continuity plans do not effectively resolve the issues in a timely 

manner, we could experience business disruptions, transaction errors, processing inefficiencies, and the loss of 

customers and sales, causing our product sales, financial condition, and operating results to be adversely affected 

and the reporting of our financial results to be delayed. 

In addition, if we are unable to prevent security breaches or disclosure of non-public information, we may suffer 

financial and reputational damage, litigation or remediation costs or penalties because of the unauthorized 

disclosure of confidential information belonging to us or to our partners, customers, consumers, or suppliers. 

Our intellectual property rights are valuable, and any inability to protect them could reduce the value of our 
products and brands. 

We consider our intellectual property rights, particularly and most notably our trademarks, but also our patents, 

trade secrets, copyrights, and licensing agreements, to be a significant and valuable aspect of our business. We 

attempt to protect our intellectual property rights through a combination of patent, trademark, copyright, and trade 

secret laws, as well as licensing agreements, third-party nondisclosure and assignment agreements, and policing of 

third-party misuses of our intellectual property. Our failure to obtain or adequately protect our trademarks, products, 

new features of our products, or our technology, or any change in law or other changes that serve to lessen or 

remove the current legal protections of our intellectual property, may diminish our competitiveness and could 

materially harm our business. 

We may be unaware of intellectual property rights of others that may cover some of our technology, brands, or 

products. Any litigation regarding patents or other intellectual property could be costly and time-consuming and 

could divert the attention of our management and key personnel from our business operations. Third-party claims of 

intellectual property infringement might also require us to enter into costly license agreements. We also may be 

subject to significant damages or injunctions against development and sale of certain products.

If the Distribution, together with certain related transactions, were to fail to qualify for non-recognition 
treatment for U.S. federal income tax purposes, then we and our shareholders could be subject to 
significant tax liability. 

International, our former parent, received a private letter ruling from the Internal Revenue Service (“IRS”) 

and an opinion of tax counsel, each substantially to the effect that, subject to the accuracy of and compliance with 

certain representations, assumptions and covenants, (i) the Distribution will qualify for non-recognition of gain or 

loss to International and International’s shareholders pursuant to Section 355 of the Internal 

Revenue Code of 1986, as amended (“Code”), except to the extent of cash received in lieu of fractional shares, and 

(ii) certain internal transactions undertaken in connection with the Distribution (“Internal Spin-Off Transactions”), 

qualify for non-recognition of gain or loss to us and International pursuant to Sections 355 and 368 of the 

Code (except, in the case of the private letter ruling, to the extent the IRS generally will not rule on certain transfers 

of intellectual property, which are covered solely by the opinion). 

Notwithstanding the receipt of the private letter ruling and the opinion of tax counsel, the IRS could determine that 

the Distribution and Internal Spin-Off Transactions should be treated as taxable transactions if it determines that 

any of the representations, assumptions or covenants on which the private letter ruling is based are untrue or have 

been violated. Furthermore, as part of the IRS’s policy, the IRS did not determine whether the Distribution and 

Internal Spin-Off Transactions satisfy certain conditions that are necessary to qualify for non-recognition treatment. 

Rather, the private letter ruling is based on representations by us and International that these conditions 

have been satisfied. The opinion of tax counsel addressed the satisfaction of these conditions. Similarly, the IRS 
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generally will not rule on contributions of intellectual property that do not satisfy certain criteria. As a result, the 

private letter ruling does not address whether transfers of certain intellectual property included in the Internal Spin-

Off Transactions qualify for non-recognition treatment. Rather, the opinion of tax counsel addressed the 

qualification.

The opinion of tax counsel is not binding on the IRS nor the courts, and there is no assurance that the IRS or a 

court will not take a contrary position. In addition, the opinion of tax counsel relied on certain representations and 

covenants delivered by us and International. 

If the IRS ultimately determines that the Distribution and/or the Internal Spin-Off Transactions are taxable, we and 

International could incur significant U.S. federal income tax liabilities. Generally, taxes resulting from the 

failure of the Spin-Off to qualify for non-recognition treatment for U.S. federal income tax purposes would be 

imposed on International or International’s shareholders and, under the Tax Sharing and 

Indemnity Agreement we entered into in connection with the Spin-Off, International is generally obligated 

to indemnify us against such taxes. However, under the Tax Sharing and Indemnity Agreement, we could be 

required, under certain circumstances, to indemnify International and its affiliates against all tax-related 

liabilities caused by those failures, to the extent those liabilities result from an action we or our affiliates take or from 

any breach of our or our affiliates’ representations, covenants or obligations under the Tax Sharing and Indemnity 

Agreement, or any other agreement we entered into in connection with the Spin-Off. 

If the Canadian aspects of the Internal Spin-Off Transactions were to fail to qualify for tax-deferred 
treatment for Canadian federal and provincial income tax purposes, then our Canadian subsidiaries could 
be subject to significant tax liability. 

The Internal Spin-Off Transactions included steps to separate the assets and liabilities in Canada held in connection 

with International’s global snacks business from the assets and liabilities in Canada held in connection 

with our North American grocery business. 

Our Canadian subsidiary received an advance income tax ruling from the Canada Revenue Agency (“CRA”) to the 

effect that, subject to the accuracy of and compliance with certain representations, assumptions, and covenants 

and based on the current provisions of the Canadian Tax Act, such separation is treated for purposes of the 

Canadian Tax Act as resulting in a “butterfly” reorganization with no material Canadian federal income tax payable 

by our Canadian subsidiary, International’s Canadian subsidiary or their respective shareholders. 

Notwithstanding the receipt of the advance income tax ruling, the CRA could determine that the separation should 

be treated as a taxable transaction if it determines that any of the representations, assumptions, or covenants on 

which the advance income tax ruling is based are untrue or have been violated. If the CRA ultimately were to 

determine that the separation is taxable, our and/or International’s Canadian subsidiaries could incur 

significant Canadian federal and provincial income tax liabilities, and we are generally obligated to indemnify 

International and its affiliates against such Canadian federal and provincial income taxes under the Tax 

Sharing and Indemnity Agreement.

We have agreed to numerous restrictions to preserve the non-recognition treatment of the transactions, 
which may reduce our strategic and operating flexibility. 

Even if the Distribution otherwise qualifies for non-recognition of gain or loss under Section 355 of the Code, it may 

be taxable to International, but not International’s shareholders, under Section 355(e) of the 

Code if 50% or more (by vote or value) of our common stock or International’s common stock is acquired 

as part of a plan or series of related transactions that include the Distribution. For this purpose, any acquisitions of 

our or International’s common stock within two years before or after the Distribution are presumed to be 

part of such a plan, although we or International may be able to rebut that presumption based on either 

applicable facts and circumstances or a “safe harbor” described in the tax regulations. As a consequence, we 

agreed in the Tax Sharing and Indemnity Agreement to covenants and indemnity obligations that address 

compliance with Section 355(e) of the Code. These covenants and indemnity obligations may limit our ability to 

pursue strategic transactions or engage in new business or other transactions that may maximize the value of our 

business, and might discourage or delay a strategic transaction that you may consider favorable. 

Similarly, even if the Canadian aspects of the Internal Spin-Off Transactions otherwise qualify for tax-deferred 

treatment in Canada under the butterfly reorganization provisions of the Canadian Tax Act, this tax-deferred 

treatment may be lost upon the occurrence of certain events after the Spin-Off. These would include an acquisition 

of control of our Canadian subsidiary (which may occur upon an acquisition of control of us) that occurs as part of 
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(or in some cases in contemplation of) a series of transactions or events that includes the butterfly reorganization. 

These post-butterfly transaction restrictions may limit our ability to pursue strategic transactions or engage in new 

business or other transactions that may maximize the value of our business, and might discourage or delay a 

strategic transaction that you may consider favorable. 

Our indebtedness levels could impact our business. 

As of December 28, 2013, we had total debt of approximately $10 billion. Our ability to make payments on and to 

refinance our indebtedness, including any future debt that we may incur, will depend on our ability to generate cash 

from operations, financings, or asset sales. Our ability to generate cash is subject to general economic, financial, 

competitive, legislative, regulatory, and other factors that are beyond our control. We may not generate sufficient 

funds to service our debt and meet our business needs, such as funding working capital or the expansion of our 

operations. If we are not able to repay or refinance our debt as it becomes due, we may be forced to take 

disadvantageous actions, including reducing spending on marketing, retail trade incentives, advertising and product 

innovation, reducing financing in the future for working capital, capital expenditures and general corporate 

purposes, selling assets, or dedicating an unsustainable level of our cash flow from operations to the payment of 

principal and interest on our indebtedness. The lenders who hold our debt could also accelerate amounts due in the 

event that we default, which could potentially trigger a default or acceleration of the maturity of our other debt. 

Our indebtedness could also impair our ability to obtain additional financing for working capital, capital 

expenditures, or general corporate purposes, especially if the ratings assigned to our debt securities by rating 

organizations were revised downward. In addition, our leverage could put us at a competitive disadvantage 

compared to less-leveraged competitors that could have greater financial flexibility to pursue strategic acquisitions 

and secure additional financing for their operations. Our ability to withstand competitive pressures and to react to 

changes in the food and beverage industry could be impaired, making us more vulnerable in the event of a general 

downturn in economic conditions, in our industry, or in our business.

Item 1B.  Unresolved Staff Comments.

None.

Item 2.  Properties.

Our corporate headquarters are located in Northfield, Illinois. Our headquarters are leased and house our executive 

offices, certain U.S. business units, and our administrative, finance, and human resource functions. We maintain 

additional owned and leased offices and three technology centers in the United States and Canada.

We have 36 manufacturing and processing facilities, of which 34 are in the United States and two are in Canada. 

We own all 36 of these facilities. It is our practice to maintain all of our plants and properties in good condition, and 

we believe they are suitable and adequate for our present needs.

We also have 39 distribution centers, of which 36 are in the United States and three are in Canada. We own four 

and lease 35 of these distribution centers. These facilities are in good condition, and we believe they have sufficient 

capacity to meet our present distribution needs.

Item 3.  Legal Proceedings.

We are routinely involved in legal proceedings, claims, and governmental inquiries, inspections or investigations 

(“Legal Matters”) arising in the ordinary course of our business.

As we have previously disclosed, on March 1, 2011, the Starbucks Coffee Company (“Starbucks”) took control of 

the Starbucks packaged coffee business (“Starbucks CPG business”) in grocery stores and other channels. 

Starbucks did so without our authorization and in what we contended was a violation and breach of our license and 

supply agreement with Starbucks related to the Starbucks CPG business (the “Starbucks Agreement”). The dispute 

was arbitrated in Chicago, Illinois, and on November 12, 2013, the arbitrator issued a decision awarding us 

compensation for Starbucks’ unilateral termination of the Starbucks Agreement. While we remained the named 

party in the proceeding, pursuant to the Separation and Distribution Agreement between International 

and us, International paid any costs and expenses incurred in connection with the arbitration and we 

directed the payment of the recovery we were awarded in the arbitration proceeding to International. The 

arbitration’s outcome did not have a material financial impact on us.
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While we cannot predict with certainty the results of Legal Matters in which we are currently involved or may in the 

future be involved, we do not expect that the ultimate costs to resolve any of the Legal Matters that are currently 

pending will have a material adverse effect on our financial condition or results of operations.

Item 4.  Mine Safety Disclosures.

Not applicable.

PART II

Item 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of 
Equity Securities.

Our common stock is listed on the NASDAQ Global Select Market (“NASDAQ”). At January 25, 2014, there were 

approximately 69,318 holders of record of our common stock.

Information regarding our common stock high and low sales prices as reported on NASDAQ and dividends declared 

is included in Note 16, Quarterly Financial Data (Unaudited), to the consolidated financial statements.

Comparison of Cumulative Total Return

The following graph compares the cumulative total return on our common stock with the cumulative total return of 

the Standard & Poor’s 500 Index and the performance peer group index. This graph covers the period from 

September 17, 2012 (the first day our common stock began “when-issued” trading on the NASDAQ) through 

December 27, 2013 (the last trading day of our fiscal year). The graph shows total shareholder return assuming 

$100 was invested on September 17, 2012 and dividends were reinvested.

Date
Kraft Foods

Group S&P 500
Performance
Peer Group

September 17, 2012 $ 100.00 $ 100.00 $ 100.00

December 28, 2012 99.59 96.64 101.55

December 27, 2013 125.20 129.60 136.61

The Kraft Foods Group performance peer group consists of the companies within the Standard & Poor's 500 

Consumer Staples Food Products Index, which currently consists of the following companies: Archer Daniels 

Midland Company, Campbell Soup Company, ConAgra Foods, Inc., General Mills, Inc., The Hershey Company, 
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Hormel Foods Corporation, Kellogg Company, McCormick and Co. Inc., Mead Johnson Nutrition Company, 

International, Inc., The J.M. Smucker Company, and Tyson Foods, Inc.  Companies included in the 

Standard & Poor's 500 Consumer Staples Food Products Index change periodically.  Both Dean Foods Company 

and H.J. Heinz Company, which were included in the index in the prior year, were excluded from the index in the 

current year.  

This performance graph shall not be deemed to be “soliciting material” or to be “filed” with the SEC or subject to 

Regulation 14A or 14C, or to the liabilities of Section 18 of the Exchange Act.

Issuer Purchases of Equity Securities during the Quarter ended December 28, 2013
Our share repurchase activity for the three months ended December 28, 2013 was:

 
Total Number
of Shares(1)

Average Price 
Paid Per Share

Total Number of 
Shares Purchased as 

Part of Publicly 
Announced Program(2)

Dollar Value of 
Shares that May Yet 
be Purchased Under 

the Program(2)

October 2013 1,052 $ 52.56

November 2013 365 53.45

December 2013 1,114 53.15 — $ 3,000,000,000

For the Quarter Ended December 28, 2013 2,531 52.95

(1) 
Includes shares tendered by individuals who used shares to exercise options or to pay the related taxes for grants of restricted stock, 

restricted stock units, and Performance Shares (as defined below) that vested. 

(2) 
On December 17, 2013, our Board of Directors authorized a $3.0 billion share repurchase program with no expiration date.  Under the share 

repurchase program, we are authorized to repurchase shares of our common stock in the open market or in privately negotiated transactions. 

The timing and amount of share repurchases are subject to management evaluation of market conditions, applicable legal requirements, and 

other factors.  We are not obligated to repurchase any of our common stock and may suspend the program at our discretion.  As of December 

28, 2013, no shares have been repurchased under this program.
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Item 6.  Selected Financial Data.

Kraft Foods Group, Inc.

Selected Financial Data – Five Year Review

December 28,
2013

December 29,
2012

December 31,
2011

December 31,
2010

December 31,
2009

  (in millions of dollars, except per share data)
Year Ended:
Net revenues $ 18,218 $ 18,271 $ 18,576 $ 17,739 $ 17,232

Earnings from continuing operations 2,715 1,642 1,775 1,890 1,896

Earnings and gain from discontinued
operations, net of income taxes — — — 1,644 218

Net earnings $ 2,715 $ 1,642 $ 1,775 $ 3,534 $ 2,114

Earnings from continuing operations per 
share

(1)
:

Basic $ 4.55 $ 2.77 $ 3.00 $ 3.20 $ 3.21

Diluted $ 4.51 $ 2.75 $ 3.00 $ 3.20 $ 3.21

Net cash provided by operating activities $ 2,043 $ 3,035 $ 2,664 $ 828 $ 3,017

Capital expenditures 557 440 401 448 513

Depreciation 393 428 364 354 348

As of:
Total assets 23,148 23,179 21,389 21,448 22,039

Long-term debt 9,976 9,966 27 31 48

Total equity 5,187 3,572 16,588 17,037 17,511

Dividends declared per share $ 2.05 $ 0.50 $ — $ — $ —

(1) On October 1, 2012, International distributed 592 million shares of Kraft Foods Group common stock to 

International’s shareholders. Basic and diluted earnings per common share and the average number of common shares outstanding were 

retrospectively restated for the years ended December 31, 2011, December 31, 2010, and December 31, 2009 for the number of Kraft 

Foods Group shares outstanding immediately following this transaction.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with the other sections of this Annual Report on Form 10-K, 

including the consolidated financial statements and related notes contained in Item 8.

Description of the Company

We manufacture and market food and beverage products, including refrigerated meals, refreshment beverages, 

coffee, cheese, and other grocery products, primarily in the United States and Canada. Our product categories 

span all major meal occasions, both at home and in foodservice locations.

We were a wholly owned subsidiary of International until October 1, 2012. On that date, 

International spun-off Kraft Foods Group, comprising the North American grocery business, to 

International’s shareholders. As a result of the Spin-Off, we now operate as an independent publicly traded 

company.
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Items Affecting Comparability of Financial Results

Principles of Consolidation

Prior to the Spin-Off on October 1, 2012, our financial statements were prepared on a stand-alone basis and were 

derived from the consolidated financial statements and accounting records of International. Our financial 

statements for the years ended December 29, 2012 and December 31, 2011, included certain expenses of 

International that were allocated to us. These allocations were not necessarily indicative of the actual 

expenses we would have incurred as an independent public company or of the costs we will incur in the future, and 

may differ substantially from the allocations we agreed to in the various separation agreements.

Cost Savings Initiatives

We incurred cost savings initiatives expenses of $290 million in 2013 and $303 million in 2012.  Our costs savings 

initiatives include a multi-year $650 million restructuring program consisting of restructuring costs, implementation 

costs, and Spin-Off transition costs (the “Restructuring Program”), which was approved by our Board of Directors on 

October 29, 2012. We have reduced our estimate of the total Restructuring Program costs to $625 million.  

Approximately one-half of these costs will be cash expenditures. We spent cash of $150 million in 2013 and $111 

million in 2012 related to our Restructuring Program.  We expect to complete the Restructuring Program by the end 

of 2014.

Debt

On May 18, 2012, we entered into a $3.0 billion five-year senior unsecured revolving credit facility in connection 

with the Spin-Off. The agreement expires on May 17, 2017. On June 4, 2012, we issued $6.0 billion of senior 

unsecured notes with a weighted average interest rate of 3.938% and transferred the net proceeds of $5.9 billion to 

International. On July 18, 2012, International completed a debt exchange in which $3.6 billion 

of International’s debt was exchanged for our debt as part of our Spin-Off-related capitalization plan. 

There were no cash proceeds from the exchange. On October 1, 2012, International also transferred 

approximately $0.4 billion of International’s 7.550% senior unsecured notes to us to complete the key 

elements of the capitalization plan in connection with the Spin-Off.

Postemployment Benefit Plans

We remeasure all of our postemployment benefit plans at least annually at the end of our fiscal year.  The 

remeasurement as of December 28, 2013 resulted in an aggregate benefit from market-based impacts of $1.6 

billion, primarily driven by an 80 basis point weighted average increase in the discount rate for our pension and 

postretirement plans and excess asset returns in our pension plans. The annual remeasurement resulted in 

expense from market-based impacts of $223 million as of December 29, 2012 and $70 million as of December 31, 

2011. We disclose market-based impacts separately in order to provide better transparency of our operating results.  

We define market-based impacts as the costs or benefits resulting from the change in discount rates, the difference 

between our estimated and actual return on trust assets, and other assumption changes driven by changes in the 

law or other external factors.  

Starbucks CPG Business

On March 1, 2011, Starbucks took control of the Starbucks CPG business in grocery stores and other channels. 

Starbucks did so without our authorization and in what we contended was a violation and breach of the Starbucks 

Agreement. The dispute was arbitrated in Chicago, Illinois, and on November 12, 2013, the arbitrator issued a 

decision awarding us compensation for Starbucks’ unilateral termination of the Starbucks Agreement. While we 

remained the named party in the proceeding, pursuant to the Separation and Distribution Agreement between 

International and us, International paid any costs and expenses incurred in connection with the 

arbitration and we directed the payment of the recovery we were awarded in the arbitration proceeding to 

International. The arbitration’s outcome did not have a material financial impact on us.  The results of the Starbucks 

CPG business were included our Beverages and Canada segments through March 1, 2011.

Provision for Income Taxes

Our effective tax rate was 33.6% in 2013, 33.1% in 2012, and 38.3% in 2011. Our 2013 effective tax rate was 

unfavorably impacted by an increase in earnings due to the remeasurements of certain postemployment benefit 

plans and favorably impacted by net discrete items totaling $61 million primarily from various U.S. federal, foreign, 
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and state tax audit developments, statute of limitations expirations during the year, and valuation allowance 

reversals of $23 million. 

Our 2012 effective tax rate was favorably impacted by net discrete items totaling $33 million, arising principally from 

U.S. federal, foreign, and state tax audit developments during the year. 

Our 2011 effective tax rate was unfavorably impacted by net discrete items totaling $52 million, primarily from 

various U.S. federal and U.S. state tax audit developments during the year as well as the revaluation of state 

deferred tax assets and liabilities resulting from state tax legislation enacted in 2011.

Consolidated Results of Operations

The following discussion compares our consolidated results of operations for 2013 with 2012 and 2011.

Summary of Results

  For the Years Ended    

 
December 28,

2013
December 29,

2012
December 31,

2011 2013 v. 2012 2012 v. 2011
  (in millions, except per share data)    

Net revenues $ 18,218 $ 18,271 18,576 (0.3)% (1.6)%

Operating income $ 4,591 $ 2,670 2,828 71.9 % (5.6)%

Net earnings $ 2,715 $ 1,642 1,775 65.3 % (7.5)%

Diluted earnings per share
(1)

$ 4.51 $ 2.75 3.00 64.0 % (8.3)%

(1) Diluted earnings per share ("EPS") and the average number of common shares outstanding as of December 31, 

2011 were retrospectively restated for the number of Kraft Foods Group shares outstanding immediately following 

the Spin-Off.

Net Revenues

  For the Years Ended  

 
December 28,

2013
December 29,

2012 % Change
  (in millions)  

Net revenues $ 18,218 $ 18,271 (0.3 )%
Impact of foreign currency 73 — 0.4pp

(147) (114) (0.2)pp

Organic Net Revenues (1) $ 18,144 $ 18,157 (0.1 )%
Volume/mix 0.5pp

Net pricing (0.6)pp

  For the Years Ended  

 
December 29,

2012
December 31,

2011 % Change
  (in millions)  

Net revenues $ 18,271 $ 18,576 (1.6 )%
Impact of divestitures — (91) 0.4pp

Impact of 53
rd

 week of shipments in 2011 — (225) 1.3pp

Impact of foreign currency 21 — 0.1pp

(114) (100) (0.1)pp

Organic Net Revenues (1) $ 18,178 $ 18,160 0.1 %
Volume/mix (2.8)pp

Net pricing 2.9pp

(1) Organic Net Revenues is a non-GAAP financial measure. See the Non-GAAP Financial Measures section at the end of this item.
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2013 compared with 2012:

Organic Net Revenues were flat as lower net pricing was generally offset by favorable volume/mix. Lower net 

pricing (0.6 pp) was due primarily to increased competitive activity in Beverages and Enhancers & Snack Nuts, 

partially offset by higher net pricing in Meals & Desserts and Refrigerated Meals. Favorable volume/mix (0.5 pp) 

was driven primarily by base business growth, despite an unfavorable product line pruning impact of approximately 

one percentage point. Higher sales to International increased net revenues by $33 million while foreign 

currency negatively impacted net revenues by $73 million due to the strength of the U.S. dollar relative to the 

Canadian dollar.

2012 compared with 2011:

Organic Net Revenues were flat as the impact of higher net pricing was generally offset by unfavorable volume/mix. 

Higher net pricing (2.9 pp), including the impact of pricing from prior periods, was realized across all business 

segments as we increased pricing to offset higher commodity costs. Unfavorable volume/mix (2.8 pp)reflected lower 

shipments in all segments except Meals & Desserts (including negative impacts from product line pruning of 

approximately one percentage point and customer trade inventory reductions). Sales to International 

increased net revenues by $14 million while unfavorable foreign currency lowered net revenues by $21 million, due 

to the strength of the U.S. dollar relative to the Canadian dollar. In 2011, net revenues included a 53
rd week of 

shipments that added $225 million to net revenues and divestitures (including the Starbucks CPG business) that 

contributed $91 million to net revenues.

Operating Income

 
Operating

Income
Operating

Income 2013 v. 2012 2012 v. 2011
  (in millions) (percentage point)

Operating Income for the Years Ended December 29, 2012
and December 31, 2011 $ 2,670 $ 2,828

(Lower) / higher net pricing (109) 526 (3.4) 18.7

Lower / (higher) product costs 72 (42) 2.3 (1.5)

Favorable / (unfavorable) volume/mix 40 (229) 1.2 (8.1)

Lower selling, general and administrative expenses 131 55 4.1 1.9

Lower / (higher) cost savings initiatives expenses 13 (303) 0.8 (10.5)

Impact of the 53
rd

 week of shipments in 2011 — (62) — (2.5)

Change in unrealized gains / (losses) on hedging activities 8 77 0.2 2.8

Change in market-based impacts to postemployment 
benefit plans 1,784 (153) 67.2 (5.4)

Other, net (18) (27) (0.5) (1.0)

Operating Income for the Years Ended December 28, 2013
and December 29, 2012 $ 4,591 $ 2,670 71.9% (5.6)%

2013 compared with 2012:

Lower net pricing was due primarily to increased competitive activity in Beverages and Enhancers & Snack Nuts, 

partially offset by higher commodity cost-driven pricing in Meals & Desserts and Refrigerated Meals. Lower product 

costs reflected lower manufacturing costs driven by net productivity, partially offset by higher commodity costs 

(primarily dairy and meat products). Improved product mix drove favorable volume/mix, partially offset by lower 

volumes due to product line pruning. 

Lower selling, general and administrative expenses reflected lower overhead costs driven by cost management 

efforts, partially offset by higher marketing spending and the costs of operating as an independent public company 

(which were not part of our cost profile in the first three quarters of 2012). 

We incurred $290 million of costs related to our cost savings initiatives in 2013 compared to $303 million in 2012. 

The change in unrealized gains / (losses) on hedging activities increased operating income by $8 million, as we 

recognized gains of $21 million in 2013 versus gains of $13 million in 2012.  
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The change in market-based impacts to postemployment benefit plans increased operating income by $1,784 

million as we recorded income from market-based impacts to our postemployment benefit plans of $1,561 million in 

2013 (which consisted of income of $1,635 million from changes in discount rates and excess asset returns, 

partially offset by expense of $74 million from changes in actuarial assumptions) compared to a net expense of 

$223 million in 2012 (which consisted of expense of $594 million from changes in actuarial assumptions, partially 

offset by excess asset returns of $371 million). 

2012 compared with 2011:

Higher net pricing outpaced increased product costs during 2012. The increase in product costs was due to higher 

commodity costs, partially offset by lower manufacturing costs driven by net productivity. Unfavorable volume/mix 

reflected customer trade inventory reductions and the impact of higher pricing. 

Total selling, general and administrative expenses decreased $55 million in 2012 from 2011, despite an increase in 

marketing spending. The 53
rd week of shipments in 2011 had an unfavorable year-over-year impact on operating 

income of $62 million. 

We recorded expenses related to our costs savings initiatives of $303 million in 2012, compared to none in 2011. 

The change in unrealized gains/losses on hedging activities increased operating income by $77 million, as we 

recognized gains of $13 million in 2012, versus losses of $64 million in 2011. 

The change in market-based impacts to postemployment benefit plans decreased operating income by $153 

million, as we recorded a mark-to-market expense of $223 million in 2012 (which consists of expense of $594 

million from changes in actuarial assumptions, partially offset by excess asset returns of $371 million), versus a 

mark-to-market expense of $70 million in 2011. 

Included in other, net is the impact of divestitures (primarily the Starbucks CPG business cessation) which 

decreased operating income by $20 million.

Net Earnings and Diluted Earnings per Share

Net earnings increased 65.3% to $2,715 million in 2013 and decreased by 7.5% to $1,642 million in 2012. Diluted 

EPS was $4.51 in 2013, up $1.76 from $2.75 in 2012. Diluted EPS was down $0.25 in 2012 from $3.00 in 2011. 

  Diluted EPS Diluted EPS

Diluted EPS for the Years Ended December 29, 2012 and December 31, 2011 $ 2.75 $ 3.00
Increase in operations 0.14 0.33

Change in cost savings initiatives expenses 0.02 (0.32)

Impact of the 53
rd

 week of shipments in 2011 — (0.07)

Change in unrealized gains / (losses) on hedging activities 0.01 0.08

Change in market-based impacts to postemployment benefit plans 1.90 (0.15)

Higher interest and other expense, net (0.27) (0.27)

(0.04) (0.01)

Changes in taxes 0.03 0.21

Other, net (0.03) (0.05)

Diluted EPS for the Years Ended December 28, 2013 and December 29, 2012 $ 4.51 $ 2.75

2013 compared with 2012:

In addition to the items impacting operating income, the increase in Diluted EPS in 2013 compared to 2012 was 

driven by the increase in interest and other expense, net.  The increase in interest and other expense, net was due 

to the $6.0 billion debt issuance in June 2012, the $3.6 billion debt exchange in July 2012, and the $0.4 billion 

transfer of debt from International in October 2012. We incurred a full year of interest and other expense, 

net in 2013 compared to only a partial year in 2012 related to these debt instruments.
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2012 compared with 2011:

In addition to the items impacting operating income, the decrease in Diluted EPS in 2012 compared to 2011 was 

driven by the increase in interest and other expense, net. The increase in interest and other expense, net was due 

to the $6.0 billion debt issuance in June 2012, the $3.6 billion debt exchange in July 2012, and the $0.4 billion 

transfer of debt from International in October 2012. As a result, we incurred a partial year of interest and 

other expense, net in 2012 related to these debt instruments compared to none in 2011.

Results of Operations by Reportable Segment 

Effective July 1, 2013, we began managing and reporting operating results through six reportable segments: 

Beverages, Cheese, Refrigerated Meals, Meals & Desserts, Enhancers & Snack Nuts, and Canada.  Our remaining 

businesses, including our Foodservice and Exports businesses, are aggregated and disclosed as “Other 

Businesses”.  We reflect this reorganization for all the historical periods presented.

The following discussion compares our results of operations for each of our reportable segments for 2013 with 2012 

and 2012 with 2011.

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Net revenues:

Beverages $ 2,681 $ 2,718 $ 2,990

Cheese 3,925 3,829 3,788

Refrigerated Meals 3,334 3,280 3,313

Meals & Desserts 2,305 2,311 2,271

Enhancers & Snack Nuts 2,101 2,220 2,259

Canada 2,037 2,010 1,967

Other Businesses 1,835 1,903 1,988

Net revenues $ 18,218 $ 18,271 $ 18,576

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Earnings before income taxes:

Operating income:

Beverages $ 349 $ 260 $ 450

Cheese 634 618 629

Refrigerated Meals 329 379 319

Meals & Desserts 665 712 722

Enhancers & Snack Nuts 529 592 594

Canada 373 301 302

Other Businesses 227 180 182

Unrealized gains / (losses) on hedging activities 21 13 (64)

Certain postemployment benefit plan income / (costs) 1,622 (305) (240)

General corporate expenses (158) (80) (66)

Operating income $ 4,591 $ 2,670 $ 2,828

Management uses segment operating income to evaluate segment performance and allocate resources. We 

believe it is appropriate to disclose this measure to help investors analyze segment performance and trends. 

Segment operating income excludes unrealized gains and losses on hedging activities, certain components of our 
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postemployment benefit plans, and general corporate expenses (which are a component of selling, general and 

administrative expenses) for all periods presented. 

We exclude the unrealized gains and losses on hedging activities (which are a component of cost of sales) from 

segment operating income in order to provide better transparency of our segment operating results. Once realized, 

the gains and losses on hedging activities are recorded within segment operating results. 

We exclude certain components of our postemployment benefit plans (which are a component of cost of sales and 

selling, general and administrative expenses) from segment operating income because we centrally manage 

postemployment benefit plan funding decisions and the determination of discount rate, expected rate of return on 

plan assets, and other actuarial assumptions. We also manage market-based impacts to these benefit plans 

centrally. Therefore, we allocate only the service cost component of our pension plan expense to segment operating 

income.

Included within our segment results above are sales to International that totaled $147 million in 2013, 

$114 million in 2012, and $100 million in 2011.  These sales are excluded from Organic Net Revenues.

Beverages

  For the Years Ended    

 
December 28,

2013
December 29,

2012 $ Change % Change
  (in millions)  

Net revenues $ 2,681 $ 2,718 $ (37) (1.4)%

Organic Net Revenues(1) 2,681 2,718 (37) (1.4)%

Segment operating income 349 260 89 34.2 %

  For the Years Ended    

 
December 29,

2012
December 31,

2011 $ Change % Change

  (in millions)  

Net revenues $ 2,718 $ 2,990 $ (272) (9.1)%

Organic Net Revenues(1) 2,718 2,866 (148) (5.2)%

Segment operating income 260 450 (190) (42.2)%

(1) See the Non-GAAP Financial Measures section at the end of this item.

2013 compared with 2012:

Net revenues and Organic Net Revenues decreased 1.4%, due to lower net pricing (6.1 pp), partially offset by 

favorable volume/mix (4.7 pp). Lower net pricing was due primarily to lower commodity cost-driven pricing in 

coffee, increased promotions in ready-to-drink beverages, and increased competitive activity in liquid concentrates. 

Favorable volume/mix was driven primarily by growth in new on-demand coffee and liquid concentrate products as 

well as higher shipments of ready-to-drink beverages, partially offset by lower shipments of powdered beverages.

Segment operating income increased 34.2%, due to lower manufacturing costs driven by net productivity, 

favorable volume/mix, and lower overhead costs, partially offset by higher marketing spending on new products 

and unfavorable pricing net of commodity costs.

2012 compared with 2011:

Net revenues decreased 9.1%, which includes the impacts of the Starbucks CPG business cessation (2.7 pp) and 

the 53
rd

 week of shipments in 2011 (1.2 pp). Organic Net Revenues declined 5.2%, due primarily to unfavorable 

volume/mix (5.5 pp, including a negative impact from customer trade inventory reductions). Unfavorable volume/

mix was driven by lower shipments of ready-to-drink beverages, mainstream coffee, powdered beverages and 

Tassimo coffee, partially offset by favorable volume/mix from liquid concentrates, driven by new products, and the 

roll-out of Gevalia coffee. 
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Segment operating income decreased 42.2%, due primarily to costs incurred for the Restructuring Program, 

unfavorable volume/mix, unfavorable pricing net of commodity costs, and higher marketing spending.  This was 

partially offset by lower overhead costs.

Cheese

  For the Years Ended    

 
December 28,

2013
December 29,

2012 $ Change % Change
  (in millions)  

Net revenues $ 3,925 $ 3,829 $ 96 2.5 %

Organic Net Revenues(1) 3,874 3,817 57 1.5 %

Segment operating income 634 618 16 2.6 %

  For the Years Ended    

 
December 29,

2012
December 31,

2011 $ Change % Change

  (in millions)  

Net revenues $ 3,829 $ 3,788 $ 41 1.1 %

Organic Net Revenues
(1)

3,817 3,742 75 2.0 %

Segment operating income 618 629 (11) (1.7)%

(1) See the Non-GAAP Financial Measures section at the end of this item.

2013 compared with 2012:

Net revenues increased 2.5%, which includes the impact of higher sales to International (1.0 pp). 

Organic Net Revenues increased 1.5%, driven primarily by favorable volume/mix (1.6 pp) as higher shipments of 

natural cheese and sandwich cheese were partially offset by lower shipments of snacking cheese, due in part to a 

voluntary string cheese recall.

Segment operating income increased 2.6% as lower marketing spending, lower overhead costs, favorable volume/

mix, and lower manufacturing costs driven by net productivity were partially offset by unfavorable pricing net of 

commodity costs. 

2012 compared with 2011:

Net revenues increased 1.1%, despite the impact of the 53
rd

 week of shipments in 2011 (1.2 pp). Organic Net 

Revenues increased 2.0%, driven primarily by higher net pricing (2.4 pp) in the grated, specialty, recipe, and 

natural cheese categories. 

Segment operating income decreased 1.7%, due primarily to costs incurred for the Restructuring Program and 

higher marketing spending, partially offset by higher net pricing and lower manufacturing costs driven by net 

productivity.
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Refrigerated Meals

  For the Years Ended    

 
December 28,

2013
December 29,

2012 $ Change % Change
  (in millions)  

Net revenues $ 3,334 $ 3,280 $ 54 1.6 %

Organic Net Revenues(1) 3,334 3,280 54 1.6 %

Segment operating income 329 379 (50) (13.2)%

  For the Years Ended    

 
December 29,

2012
December 31,

2011 $ Change % Change

  (in millions)  

Net revenues $ 3,280 $ 3,313 $ (33) (1.0)%

Organic Net Revenues(1) 3,280 3,270 10 0.3 %

Segment operating income 379 319 60 18.8 %

(1) See the Non-GAAP Financial Measures section at the end of this item.

2013 compared with 2012:

Net revenues and Organic Net Revenues increased 1.6%, driven primarily by higher net pricing (1.9 pp), reflecting 

commodity cost-driven pricing actions in bacon. This increase was partially offset by unfavorable volume/mix in 

cold cuts and meat alternatives driven by lower shipments, offset by gains in lunch combinations. 

Segment operating income decreased 13.2%, due primarily to unfavorable pricing net of commodity costs, as 

commodity cost increases were not fully reflected in our pricing, and higher marketing spending in lunch 

combinations and cold cuts.  This decrease was partially offset by lower manufacturing costs driven by net 

productivity and lower overhead costs.

2012 compared with 2011:

Net revenues decreased 1.0%, which includes the impact of the 53
rd

 week of shipments in 2011 (1.3 pp). Organic 

Net Revenues increased 0.3%, driven by higher net pricing (1.6 pp), partially offset by unfavorable volume/mix 

(1.3 pp, including a negative impact of approximately 0.7 pp due to product line pruning). Higher net pricing was 

due to commodity cost-driven pricing primarily related to lunch combinations and hot dogs. Unfavorable volume/

mix was due primarily to product line pruning and lower shipments in hot dogs, partially offset by favorable mix in 

cold cuts.

Segment operating income increased 18.8%, driven primarily by lower manufacturing costs driven by net 

productivity and lower overhead costs, partially offset by costs incurred for the Restructuring Program.



   

28

Meals & Desserts

  For the Years Ended    

 
December 28,

2013
December 29,

2012 $ Change % Change
  (in millions)  

Net revenues $ 2,305 $ 2,311 $ (6) (0.3)%

Organic Net Revenues(1) 2,305 2,311 (6) (0.3)%

Segment operating income 665 712 (47) (6.6)%

  For the Years Ended    

 
December 29,

2012
December 31,

2011 $ Change % Change

  (in millions)  

Net revenues $ 2,311 $ 2,271 $ 40 1.8 %

Organic Net Revenues(1) 2,311 2,242 69 3.1 %

Segment operating income 712 722 (10) (1.4)%

(1) See the Non-GAAP Financial Measures section at the end of this item.

2013 compared with 2012:

Net revenues and Organic Net Revenues decreased 0.3%, due to unfavorable volume/mix (3.2 pp), partially offset 

by higher net pricing (2.9 pp). Unfavorable volume/mix was due primarily to lower shipments of ready-to-eat 

desserts. Higher net pricing was driven primarily by pricing actions in dinners.

Segment operating income decreased 6.6%, due primarily to higher marketing spending as well as unfavorable 

volume/mix. This decrease was partially offset by pricing actions in dinners and lower overhead costs.

2012 compared with 2011:

Net revenues increased 1.8%, despite the impact of the 53
rd

 week of shipments in 2011 (1.3 pp). Organic Net 

Revenues increased 3.1%, driven by higher net pricing (1.6 pp) and favorable volume/mix (1.5 pp, including a 

favorable impact from customer trade inventory reductions). Higher net pricing was due primarily to pricing actions 

in dinners. Favorable volume/mix was driven by higher shipments in dinners due in part to new products, partially 

offset by lower shipments of ready-to-eat desserts.

Segment operating income decreased 1.4%, due primarily to costs incurred for the Restructuring Program, 

unfavorable volume/mix driven by ready-to-eat desserts, and unfavorable pricing net of commodity costs. This 

decrease was partially offset by lower overhead costs and lower manufacturing costs driven by net productivity.
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Enhancers & Snack Nuts

  For the Years Ended    

 
December 28,

2013
December 29,

2012 $ Change % Change
  (in millions)  

Net revenues $ 2,101 $ 2,220 $ (119) (5.4)%

Organic Net Revenues(1) 2,093 2,217 (124) (5.6)%

Segment operating income 529 592 (63) (10.6)%

  For the Years Ended    

 
December 29,

2012
December 31,

2011 $ Change % Change

  (in millions)  

Net revenues $ 2,220 $ 2,259 $ (39) (1.7)%

Organic Net Revenues(1) 2,217 2,233 (16) (0.7)%

Segment operating income 592 594 (2) (0.3)%

(1) See the Non-GAAP Financial Measures section at the end of this item.

2013 compared with 2012:

Net revenues decreased 5.4% and Organic Net Revenues decreased 5.6%, due to lower net pricing (3.3 pp) and 

unfavorable volume/mix (2.3 pp, including a negative impact of approximately 0.8 pp due to product line pruning in 

snack bars). Lower net pricing was due primarily to increased competitive activity in spoonable and pourable 

dressings and commodity cost-driven pricing in snack nuts. Unfavorable volume/mix was due primarily to lower 

shipments of pourable and spoonable dressings, partially offset by higher shipments of snack nuts.

Segment operating income decreased 10.6%, due to increased competitive spending in spoonable and pourable 

salad dressings, unfavorable pricing net of commodity costs in snack nuts, higher marketing spending in snack 

nuts, spoonable dressings, and pourable dressings, and unfavorable volume/mix. This decrease was partially 

offset by lower overhead costs and lower manufacturing costs driven by net productivity.

2012 compared with 2011:

Net revenues decreased 1.7%, which includes the impact of the 53
rd

 week of shipments in 2011 (1.1 pp). Organic 

Net Revenues decreased 0.7%, due to unfavorable volume/mix (9.4 pp, including negative impacts from customer 

trade inventory reductions and approximately 0.8 pp due from product line pruning), partially offset by higher net 

pricing (8.7 pp). Unfavorable volume/mix was due primarily to lower shipments in snack nuts, spoonable dressings, 

and pourable dressings. Higher net pricing was due primarily to commodity cost-driven pricing actions in snack 

nuts, pourable dressings and spoonable dressings.

Segment operating income decreased 0.3%, due primarily to unfavorable volume/mix and costs incurred for the 

Restructuring Program, partially offset by favorable pricing net of commodity costs and lower overhead costs.



   

30

Canada

  For the Years Ended    

 
December 28,

2013
December 29,

2012 $ Change % Change
  (in millions)  

Net revenues $ 2,037 $ 2,010 $ 27 1.3 %

Organic Net Revenues(1) 2,086 2,006 80 4.0 %

Segment operating income 373 301 72 23.9 %

  For the Years Ended    

 
December 29,

2012
December 31,

2011 $ Change % Change

  (in millions)  

Net revenues $ 2,010 $ 1,967 $ 43 2.2 %

Organic Net Revenues(1) 2,024 1,939 85 4.4 %

Segment operating income 301 302 (1) (0.3)%

(1) See the Non-GAAP Financial Measures section at the end of this item.

2013 compared with 2012:

Net revenues increased 1.3%, including the impacts of unfavorable foreign currency (3.3 pp) and higher sales to 

International (0.6 pp). Organic Net Revenues increased 4.0%, driven by favorable volume/mix (5.3 pp), 

partially offset by lower net pricing (1.3 pp). Favorable volume/mix was driven by higher shipments of peanut butter 

and natural cheese as well as favorable mix from coffee. Lower net pricing was due primarily to commodity cost-

driven pricing in peanut butter.

Segment operating income increased 23.9%, driven primarily by favorable volume/mix and lower overhead 

costs, partially offset by investments in higher marketing spending driving volume/mix growth.

2012 compared with 2011:

Net revenues increased 2.2%, despite the impacts of the 53
rd

 week of shipments in 2011 (1.2 pp) and unfavorable 

foreign currency (1.0 pp). Organic Net Revenues increased 4.4%, driven primarily by higher net pricing (4.3 pp), 

reflecting commodity cost-driven pricing in peanut butter. 

Segment operating income was flat, as higher marketing spending, costs incurred for the Restructuring 

Program, and the impact of the 53
rd

 week of shipments in 2011, was offset by favorable pricing net of commodity 

costs.
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Other Businesses

  For the Years Ended    

 
December 28,

2013
December 29,

2012 $ Change % Change
  (in millions)  

Net revenues $ 1,835 $ 1,903 $ (68) (3.6)%

Organic Net Revenues(1) 1,771 1,808 (37) (2.0)%

Segment operating income 227 180 47 26.1 %

  For the Years Ended    

 
December 29,

2012
December 31,

2011 $ Change % Change

  (in millions)  

Net revenues $ 1,903 $ 1,988 $ (85) (4.3)%

Organic Net Revenues(1) 1,811 1,868 (57) (3.1)%

Segment operating income 180 182 (2) (1.1)%

(1) See the Non-GAAP Financial Measures section at the end of this item.

2013 compared with 2012:

Net revenues decreased 3.6%, which includes the impacts of lower sales to International (1.1 pp) and 

unfavorable foreign currency (0.5 pp). Organic Net Revenues decreased 2.0%, due to unfavorable volume/mix 

(3.5 pp, including a negative impact of approximately 6.2 pp from product line pruning), partially offset by higher 

net pricing (1.5 pp). Unfavorable volume/mix was due primarily to Foodservice product line pruning, partially offset 

by higher shipments in other international businesses. Higher net pricing was driven primarily by commodity cost- 

driven pricing in Foodservice.

Segment operating income increased 26.1%, driven primarily by favorable pricing net of commodity costs, lower 

manufacturing costs driven by net productivity, lower marketing spending, and favorable volume/mix due to growth 

in other international businesses.

2012 compared with 2011:

Net revenues decreased 4.3%, which includes the impact of the 53
rd

 week of shipments in 2011 (1.0 pp). Organic 

Net Revenues decreased 3.1%, due primarily to unfavorable volume/mix (6.3 pp, including a negative impact of 

approximately 4.4 pp from product line pruning), partially offset by higher net pricing (3.2 pp). Unfavorable volume/

mix was due primarily to Foodservice product line pruning. Higher net pricing was driven primarily by commodity 

cost-driven pricing in Foodservice and other international businesses.

Segment operating income decreased 1.1%, due primarily to unfavorable volume/mix, costs incurred for the 

Restructuring Program, and higher manufacturing costs despite net productivity, partially offset by favorable net 

pricing.

Critical Accounting Policies

Note 1, Summary of Significant Accounting Policies, to the consolidated financial statements includes a summary of 

the significant accounting policies we used to prepare our consolidated financial statements. We have discussed 

the selection and disclosure of our critical accounting policies and estimates with our Audit Committee. The 

following is a review of the more significant assumptions and estimates, as well as the accounting policies we used 

to prepare our consolidated financial statements.

Principles of Consolidation:

The consolidated financial statements include Kraft Foods Group, as well as our wholly owned and majority owned 

subsidiaries. All intercompany transactions are eliminated.

Prior to the Spin-Off on October 1, 2012, our financial statements were prepared on a stand-alone basis and were 

derived from the consolidated financial statements and accounting records of International. Our financial 

statements included certain expenses of International that were allocated to us for certain functions, 
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including general corporate expenses related to finance, legal, information technology, human resources, 

compliance, shared services, insurance, employee benefits and incentives, and stock-based compensation. These 

expenses were allocated in our historical results of operations on the basis of direct usage when identifiable, with 

the remainder allocated on the basis of revenue, operating income, or headcount. We consider the expense 

allocation methodology and results to be reasonable for all periods presented. However, these allocations were not 

necessarily indicative of the actual expenses we would have incurred as an independent public company or of the 

costs we will incur in the future, and may differ substantially from the allocations we agreed to in the various 

separation agreements.

Prior to the Spin-Off, our period-end date was the last day of the calendar year. However, for reporting purposes, 

we have changed our period-end date to the last Saturday of the fiscal year, which aligns with the financial close 

dates of our operating segments. As the effect to prior period results was not material, we have not revised prior 

period results. Because our operating segments reported results on the last Saturday of the year and December 31, 

2011 fell on a Saturday, our 2011 results included an extra week (“53
rd week”) of operating results than in 2013 or 

2012 which had 52 weeks.

Long-Lived Assets:

We review long-lived assets for impairment when conditions exist that indicate the carrying amount of the assets 

may not be fully recoverable. Such conditions include significant adverse changes in the business climate, current 

period operating or cash flow losses, significant declines in forecasted operations or a current expectation that an 

asset group will be disposed of before the end of its useful life. We perform undiscounted operating cash flow 

analyses to determine if an impairment exists. When testing for impairment of assets held for use, we group assets 

and liabilities at the lowest level for which cash flows are separately identifiable. If we determine an impairment 

exists, we calculate the loss based on estimated fair value. Impairment losses on assets to be disposed of, if any, 

are based on the estimated proceeds to be received, less costs of disposal.

Goodwill and Intangible Assets:

We test goodwill and indefinite-lived intangible assets for impairment at least once a year in the fourth quarter or 

when a triggering event occurs. The first step of the goodwill impairment test compares the reporting unit’s 

estimated fair value with its carrying value. We estimate a reporting unit’s fair value using planned growth rates, 

market-based discount rates, estimates of residual value, and estimates of market multiples.  If the carrying value of 

a reporting unit’s net assets exceeds its fair value, the second step is applied to measure the difference between 

the carrying value and implied fair value of goodwill. If the carrying value of goodwill exceeds its implied fair value, 

the goodwill is considered impaired and reduced to its implied fair value. 

We test indefinite-lived intangible assets for impairment by comparing the fair value of each intangible asset with its 

carrying value. We determine fair value of non-amortizing intangible assets using planned growth rates, market-

based discount rates, and estimates of royalty rates. If the carrying value exceeds fair value, the intangible asset is 

considered impaired and is reduced to fair value.

There were no impairments of goodwill or indefinite-lived intangible assets in 2013, 2012, or 2011.  During our 2013 

intangible asset impairment review, we noted that a $261 million trademark within our Enhancers business had an 

excess fair value over its carrying value of 12%.  While this trademark passed the first step of the impairment test, if 

its forecasted operating income were to decline significantly, it could adversely affect the estimated fair value of the 

trademark, leading to a potential impairment of a portion of the trademark in the future. 

Estimating the fair value of individual reporting units or intangible assets requires us to make assumptions and 

estimates regarding our future plans, as well as industry and economic conditions.  These assumptions and 

estimates include projected revenues and income, interest rates, cost of capital, royalty rates, and tax rates.  Many 

of the factors used in assessing fair value are outside the control of management and it is reasonably likely that 

assumptions and estimates will change in future periods.  These changes could result in future impairments.

Insurance and Self-Insurance: 

We use a combination of insurance for catastrophic events and self-insurance for a number of risks, including 

workers' compensation, general liability, automobile liability, product liability, and our obligation for employee health 

care benefits.  We estimate the liabilities associated with these risks by considering historical claims experience and 

other actuarial assumptions.  Accordingly, it is reasonably likely that these assumptions and estimates may change 

and these changes may impact our future financial condition or results of operations.
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Revenue Recognition:

We recognize revenues when title and risk of loss pass to customers. We record revenues net of consumer 

incentives and trade promotions and include all shipping and handling charges billed to customers. We also record 

provisions for estimated product returns and customer allowances as reductions to revenues within the same period 

that the revenue is recognized. We base these estimates principally on historical and current period experience, 

however it is reasonably likely that actual experience will vary from the estimates we have made.  Shipping and 

handling costs related to product returns are included in cost of sales and were not material in 2013, 2012 or 2011.

Marketing and Research and Development:

We promote our products with advertising, consumer incentives, and trade promotions. Consumer incentives and 

trade promotions include, but are not limited to, discounts, coupons, rebates, in-store display incentives, and 

volume-based incentives. Consumer incentive and trade promotion activities are recorded as a reduction to 

revenues based on amounts estimated as being due to customers and consumers at the end of a period. We base 

these estimates principally on historical utilization and redemption rates. For interim reporting purposes, we charge 

advertising and consumer incentive expenses to operations as a percentage of volume, based on estimated volume 

and related expense for the full year. We review and adjust these estimates each quarter based on actual 

experience and other information.  We do not defer these costs on our year-end consolidated balance sheet and all 

marketing costs are recorded as an expense in the year incurred. Advertising expense was $747 million in 2013, 

$640 million in 2012, and $535 million in 2011. We record marketing expense in selling, general and administrative 

expense, except for consumer incentives and trade promotions, which are recorded in net revenues.

We expense costs as incurred for product research and development. Research and development expense was 

$118 million (including a benefit from market-based impacts related to our postemployment benefit plans of $55 

million) in 2013, $178 million (including expense from market-based impacts related to our postemployment benefit 

plans of $6 million) in 2012, and $198 million in 2011. Market-based impacts related to our postemployment benefit 

plans recorded in research and development were insignificant in the year ended December 31, 2011.  We record 

research and development expenses within selling, general and administrative expenses.

Environmental Costs:

We are subject to various laws and regulations in the United States and Canada relating to the protection of the 

environment. We accrue for environmental remediation obligations on an undiscounted basis when amounts are 

probable and can be reasonably estimated. The accruals are adjusted based on new information or as 

circumstances change. We record recoveries of environmental remediation costs from third parties as assets when 

we believe these amounts are receivable. As of December 28, 2013, we were involved in 60 active proceedings in 

the United States under CERCLA (and other similar state actions and legislation) related to our current operations 

and certain closed, inactive or divested operations for which we retain liability. 

As of December 28, 2013, we had accrued an amount we deemed appropriate for environmental remediation. 

Based on information currently available, we believe that the ultimate resolution of existing environmental 

remediation actions and our compliance in general with environmental laws and regulations will not have a material 

effect on our financial condition or results from operations. However, we cannot quantify with certainty the potential 

impact of future compliance efforts and environmental remediation actions.

Postemployment Benefit Plans:

We provide a range of benefits to our employees and retirees.  These include pension benefits, postretirement 

health care benefits, and other postemployment benefits, consisting primarily of severance.  We recognize net 

actuarial gains or losses and changes in the fair value of plan assets immediately upon remeasurement, which is at 

least annually. The calculations of the amounts recorded require the use of various actuarial assumptions, such as 

discount rates, assumed rates of return on plan assets, compensation increases, and turnover rates. We review our 

actuarial assumptions on an annual basis and make modifications to the assumptions based on current rates and 

trends when appropriate. We believe that the assumptions used in recording our pension, postretirement, and other 

postemployment benefit plan obligations are reasonable based on our experience and advice from our actuaries. 

See Note 9, Postemployment Benefit Plans, to the consolidated financial statements for a discussion of the 

assumptions used.
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We recorded the following amounts in earnings for our postemployment benefit plans during the years ended 

December 28, 2013, December 29, 2012, and December 31, 2011:

 
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)
U.S. pension plan benefit $ (951) $ (43) $ —

Non-U.S. pension plan (benefit) / cost (117) 29 82

Postretirement health care (benefit) / cost (219) 221 —

Other postemployment benefit plan cost 1 7 42

Employee savings plan cost 61 12 —

Multiemployer pension plan contributions 2 1 —

Multiemployer medical plan contributions 27 5 —

Net (benefit) / expense for employee benefit plans $ (1,196) $ 232 $ 124

The $1.4 billion change in the 2013 net benefit for postemployment benefit plans was due primarily to the 

remeasurements of all plans in 2013, which resulted in an aggregate benefit from market-based impacts of $1.6 

billion, primarily driven by an 80 basis point weighted average increase in the discount rate for our pension and 

postretirement plans and excess asset returns in our pension plans. The cost increase in 2012 compared to 2011 

primarily related to the transfer of pension and postretirement benefit plans from International as a result 

of the Spin-Off.  The annual remeasurement resulted in expense from market-based impacts of $223 million as of 

December 29, 2012 and $70 million as of December 31, 2011.

In order to align cash flows with expenses and reduce volatility, we have executed a level funding strategy. For our 

U.S. qualified pension plans, in 2014, we currently are only required to make a nominal cash contribution under the 

Pension Protection Act of 2006. In 2013, we contributed $435 million to our U.S. pension plans and $176 million to 

our non-U.S. pension plans. Of the total 2013 pension contributions, approximately $518 million was voluntary. We 

make contributions to our U.S. and non-U.S. pension plans, primarily, to the extent that they are tax deductible. In 

addition, employees contributed $5 million to our non-U.S. plans.

For our postretirement plans, our 2014 health care cost trend rate assumption will be 7.28%. We established this 

rate based upon our most recent experience as well as our expectation for health care trend rates going forward. 

We anticipate that our health care cost trend rate assumption will be 5.03% by 2023. Assumed health care cost 

trend rates have a significant effect on the amounts reported for the health care plans. A one-percentage-point 

change in assumed health care cost trend rates would have the following effects as of December 28, 2013:

  One-Percentage-Point
  Increase Decrease
  (in millions)
Effect on annual service and interest cost $ 21 $ (17)

Effect on postretirement benefit obligation 340 (284)

Our 2014 discount rate assumption is 4.69% for our postretirement plans. Our 2014 discount rate is 4.94% for our 

U.S. pension plans and 4.56% for our non-U.S. pension plans. We model these discount rates using a portfolio of 

high quality, fixed-income debt instruments with durations that match the expected future cash flows of the benefit 

obligations. Changes in our discount rates were primarily the result of changes in bond yields year-over-year.

Our 2014 expected rate of return on plan assets is 5.75% for our U.S. pension plans and 5.00% for our non-U.S. 

pension plans. We determine our expected rate of return on plan assets from the plan assets’ historical long-term 

investment performance, current and future asset allocation, and estimates of future long-term returns by asset 

class. We attempt to maintain our target asset allocation by rebalancing between asset classes as we make 

contributions and monthly benefit payments.
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While we do not anticipate further changes in the 2014 assumptions for our U.S. and non-U.S. pension and 

postretirement health care plans, as a sensitivity measure, a fifty-basis point change in our discount rate or a fifty-

basis point change in the actual rate of return on plan assets would have the following effects, increase / (decrease) 

in cost, as of December 28, 2013:

  U.S. Plans Non-US. Plans
  Fifty-Basis-Point Fifty-Basis-Point
  Increase Decrease Increase Decrease
  (in millions)

Effect of change in discount rate on pension costs $ (393) $ 439 $ (84) $ 91

Effect of change in actual rate of return on plan assets on pension costs (28) 28 (6) 6

Effect of change in discount rate on postretirement health care costs (166) 183 (10) 12

Prior to the Spin-Off, International provided defined benefit pension, postretirement health care, defined 

contribution, and multiemployer pension and medical benefits to our eligible employees and retirees.  Our 

consolidated statements of earnings for the years ended December 29, 2012 and December 31, 2011 included 

expense allocations for these benefits through September 30, 2012, which were determined based on a review of 

personnel by business unit and based on allocations of corporate or other shared functional personnel. We consider 

the expense allocation methodology and results to be reasonable for all periods presented.

Total International benefit plan costs allocated to us in the first nine months of 2012 prior to the Spin-Off 

and in the full year 2011 were as follows:

 
  2012 2011
  (in millions)
Pension plan cost $ 283 $ 261

Postretirement health care cost 142 160

Employee savings plan cost 49 54

Multiemployer pension plan cost 2 2

Multiemployer medical plan cost 15 20

Net expense for employee benefit plans $ 491 $ 497

These costs are reflected in our cost of sales and selling, general and administrative expenses. These costs were 

funded through intercompany transactions with International and were reflected within the parent 

company investment equity balance. The increase in benefit plan costs allocated to us from International 

in 2012 compared to 2011, on an annualized basis, is due to an increase in the benefit plan costs recognized by 

International in 2012 driven by a decrease in the discount rate used.

Income Taxes:

We recognize income taxes based on amounts refundable or payable for the current year and record deferred tax 

assets or liabilities for any difference between U.S. GAAP accounting and tax reporting.  We also recognize 

deferred tax assets for temporary differences, operating loss carryforwards, and tax credit carryforwards.  Inherent 

in determining our annual tax rate are judgments regarding business plans, planning opportunities and expectations 

about future outcomes. Realization of certain deferred tax assets, primarily net operating loss and other 

carryforwards, is dependent upon generating sufficient taxable income in the appropriate jurisdiction prior to the 

expiration of the carryforward periods.  See Note 12, Income Taxes, for additional information.

We apply a more-likely-than-not threshold to the recognition and derecognition of uncertain tax positions. 

Accordingly, we recognize the amount of tax benefit that has a greater than 50 percent likelihood of being ultimately 

realized upon settlement. Future changes in judgment related to the expected ultimate resolution of uncertain tax 

positions will affect earnings in the quarter of such change.

New Accounting Guidance

See Note 1, Summary of Significant Accounting Policies, for a discussion of new accounting guidance.
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Contingencies

See Note 11, Commitments and Contingencies, to the consolidated financial statements for a discussion of 

contingencies.

Commodity Trends 

We purchase large quantities of commodities, including dairy products, coffee beans, meat products, wheat, corn 

products, soybean and vegetable oils, nuts, and sugar and other sweeteners. In addition, we use significant 

quantities of resins and cardboard to package our products and natural gas to operate our facilities. We 

continuously monitor worldwide supply and cost trends of these commodities.

During 2013, our aggregate commodity costs increased over the prior year period, primarily as a result of higher 

costs of dairy, meat products, packaging materials and flour and grain costs, partially offset by lower coffee, nuts, 

sugar and soy bean and vegetable oil costs. Our commodity costs increased approximately $119 million in 2013 

and $248 million in 2012 compared to the prior year.

Despite higher commodity costs, our total product costs decreased in 2013 compared to the comparable prior year 

period driven by net productivity.

Liquidity and Capital Resources

We believe that cash generated from our operating activities, our $3.0 billion revolving credit facility, and our 

commercial paper program will provide sufficient liquidity to meet our working capital needs, expected cost savings 

initiatives expenditures, planned capital expenditures, planned contributions to our postemployment benefit plans, 

future contractual obligations, and payment of our anticipated quarterly dividends. We will use our cash on hand 

and our commercial paper program for daily funding requirements. Overall, we do not expect any negative effects 

on our funding sources that would have a material effect on our short-term or long-term liquidity.

Net Cash Provided by Operating Activities:

Operating activities provided net cash of $2.0 billion in 2013, $3.0 billion in 2012, and $2.7 billion in 2011. The 

decrease in cash provided by operating cash flows in 2013 primarily related to a $569 million increase in pension 

contributions, a $139 million increase in postretirement health care payments and higher cash paid for taxes and 

interest.  The increase in operating cash flows in 2012 was primarily related to earnings, partially offset by higher 

interest payments on our long-term debt.  

Net Cash Used in Investing Activities:

Net cash used in investing activities was $426 million in 2013, $422 million in 2012, and $401 million in 2011. An 

increase in capital expenditures in 2013 was offset by an increase in proceeds from the sale of property, plant and 

equipment. The increase in cash used in investing activities in 2012 primarily related to increased capital 

expenditures partially offset by proceeds from the sale of property, plant and equipment.

Capital expenditures were $557 million in 2013, $440 million in 2012, and $401 million in 2011. The increase in 

capital expenditures includes those required for our cost savings initiatives and additional investments in our 

business to modernize manufacturing facilities and support new product and productivity initiatives. We expect 2014 

capital expenditures to be approximately $560 million, including capital expenditures required for our cost savings 

initiatives. We expect to fund these expenditures with cash from operations.

Net Cash Used in Financing Activities:

Net cash used in financing activities was $1.2 billion in 2013, $1.4 billion in 2012, and $2.3 billion in 2011.  We paid 

dividends of $1.2 billion in 2013. The net cash used in 2012 primarily related to $7.2 billion of net transfers to 

International partially offset by the net proceeds we received from our $6.0 billion debt issuance.  The net 

cash used in financing activities in 2011 primarily related to net transfers to International.

Borrowing Arrangements:

On May 18, 2012, we entered into a $3.0 billion five-year senior unsecured revolving credit facility that expires on 

May 17, 2017. All committed borrowings under the facility bear interest at a variable annual rate based on the 

London Inter-Bank Offered Rate or a defined base rate, at our election, plus an applicable margin based on the 
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ratings of our long-term senior unsecured indebtedness. The revolving credit agreement requires us to maintain a 

minimum total shareholders’ equity (excluding accumulated other comprehensive income or losses and any income 

or losses recognized in connection with “mark-to-market” accounting in respect of pension and other retirement 

plans) of at least $2.4 billion. At December 28, 2013, we were compliant. The revolving credit agreement also 

contains customary representations, covenants, and events of default. We intend to use the proceeds from this 

facility, if any, for general corporate purposes. As of December 28, 2013, no amounts were drawn on this credit 

facility.

Long-Term Debt:

On June 4, 2012, we issued $6.0 billion of senior unsecured notes at a weighted average effective rate of 3.938% 

and transferred the net proceeds of $5.9 billion to International. We also recorded approximately $260 

million of deferred financing costs, including losses on hedging activities in advance of the debt issuance, which will 

be recognized in interest expense over the life of the notes. The general terms of the notes are:

• $1 billion of notes due June 4, 2015 at a fixed, annual interest rate of 1.625%, paid semiannually. 

• $1 billion of notes due June 5, 2017 at a fixed, annual interest rate of 2.250%, paid semiannually. 

• $2 billion of notes due June 6, 2022 at a fixed, annual interest rate of 3.500%, paid semiannually. 

• $2 billion of notes due June 4, 2042 at a fixed, annual interest rate of 5.000%, paid semiannually.

On July 18, 2012, International completed a debt exchange in which $3.6 billion of 

International debt was exchanged for our debt as part of the Spin-Off capitalization plan. No cash was generated 

from the exchange. The general terms of the unsecured notes we received in connection with this exchange are:

• $1,035 million of notes due August 23, 2018 at a fixed, annual interest rate of 6.125%, paid semiannually.

• $900 million of notes due February 10, 2020 at a fixed, annual interest rate of 5.375%, paid semiannually. 

• $878 million of notes due January 26, 2039 at a fixed, annual interest rate of 6.875%, paid semiannually. 

• $787 million of notes due February 9, 2040 at a fixed, annual interest rate of 6.500%, paid semiannually. 

On October 1, 2012, International transferred approximately $400 million of International's 

7.550% senior unsecured notes maturing on June 15, 2015 to us in connection with the Spin-Off capitalization plan.

Total Debt:

Our total debt was $10.0 billion at December 28, 2013 and December 29, 2012. The weighted average remaining 

term of our debt was 13.3 years at December 28, 2013. Our long-term debt contains customary representations, 

covenants, and events of default. We were in compliance with all covenants as of December 28, 2013.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

We have no material off-balance sheet arrangements other than the guarantees and contractual obligations that are 

discussed below.

As discussed in Note 11, Commitments and Contingencies, to the consolidated financial statements, we have third-

party guarantees primarily covering long-term obligations related to leased properties. The carrying amount of our 

third-party guarantees on our consolidated balance sheet was $24 million at December 28, 2013 and $22 million at 

December 29, 2012. The maximum potential payment under these guarantees was $53 million at December 28, 

2013 and $64 million at December 29, 2012. Substantially all of these guarantees expire at various times through 

2027.

In addition, we were contingently liable for guarantees related to our own performance totaling $86 million at 

December 28, 2013 and $74 million at December 29, 2012. These include letters of credit related to dairy 

commodity purchases and other letters of credit.

Guarantees do not have, and we do not expect them to have, a material effect on our liquidity.
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Aggregate Contractual Obligations:

The following table summarizes our contractual obligations at December 28, 2013.

  Payments Due

  Total 2014 2015-16 2017-18
2019 and

Thereafter
  (in millions)
Long-term debt (1)

$ 10,000 $ — $ 1,400 $ 2,035 $ 6,565

Interest expense (2)
7,120 462 855 798 5,005

Capital leases (3)
40 6 11 8 15

Operating leases (4)
496 109 156 105 126

Purchase obligations: (5)

Inventory and production costs 3,144 2,748 390 3 3

Other 435 162 194 53 26

3,579 2,910 584 56 29

Pension contributions (6)
1,000 200 400 400 —

Other long-term liabilities (7)
1,988 202 407 400 979

Total $ 24,223 $ 3,889 $ 3,813 $ 3,802 $ 12,719
 

(1) Amounts represent the expected cash payments of our long-term debt and do not include unamortized bond premiums or 

discounts.

(2) Amounts represent the expected cash payments of our interest expense on our long-term debt.

(3) Amounts represent the expected cash payments of our capital leases, including the expected cash payments of interest expense of 

approximately $9 million on our capital leases. These amounts exclude a build-to-suit lease on a facility we expect to be completed 

in early 2015.  Under this agreement, we have committed to pay approximately $70 million over a 21-year lease term.  

(4) Operating leases represent the minimum rental commitments under non-cancelable operating leases.

(5) Purchase obligations for inventory and production costs (such as raw materials, indirect materials and supplies, packaging, co-

manufacturing arrangements, storage, and distribution) are commitments for projected needs to be utilized in the normal course of 

business. Other purchase obligations include commitments for marketing, advertising, capital expenditures, information technology, 

and professional services. Arrangements are considered purchase obligations if a contract specifies all significant terms, including 

fixed or minimum quantities to be purchased, a pricing structure, and approximate timing of the transaction. Any amounts reflected 

on the consolidated balance sheet as accounts payable and accrued liabilities are excluded from the table above.

(6) In order to align cash flows with expenses and reduce volatility, we have executed a level funding strategy. Based on our level 

funding strategy, we estimate that 2014 pension contributions would be approximately $200 million annually and for the next four 

years thereafter.  We cannot reasonably estimate our contributions to our pension plans beyond 2018.

(7) Other long-term liabilities primarily consist of estimated future benefit payments for our postretirement health care plans through 

2023 of approximately $1,981 million. We are unable to reliably estimate the timing of the payments beyond 2023; as such, they are 

excluded from the above table. In addition, the following long-term liabilities included on the consolidated balance sheet are 

excluded from the table above: income taxes, insurance accruals, and other accruals. We are unable to reliably estimate the timing 

of the payments for these items. As of December 28, 2013, our total liability for income taxes, net of uncertain tax positions and 

associated accrued interest and penalties, was $282 million. We currently estimate paying up to approximately $98 million in the 

next 12 months related to our income tax obligations as of December 28, 2013.

Equity and Dividends

On December 17, 2013, our Board of Directors authorized a $3.0 billion share repurchase program with no 

expiration date.  Under the share repurchase program, we are authorized to repurchase shares of our common 

stock in the open market or in privately negotiated transactions.  The timing and amount of share repurchases are 

subject to management evaluation of market conditions, applicable legal requirements, and other factors.  We are 

not obligated to repurchase any of our common stock and may suspend the program at our discretion.  As of 

December 28, 2013, no shares have been repurchased under this program.

See Note 8, Stock Plans, to the consolidated financial statements for a discussion of our share-based equity 

programs.
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Dividends:

We paid dividends of $1,207 million in 2013. On December 17, 2013, our Board of Directors declared a $0.525 per 

common share dividend, which was paid on January 17, 2014. In connection with this dividend, we recorded $313 

million of dividends payable as of December 28, 2013. No dividends were paid in 2012 or 2011. The present 

annualized dividend rate is $2.10 per common share. The declaration of dividends is subject to the discretion of our 

Board of Directors and depends on various factors, including our net earnings, financial condition, cash 

requirements, future prospects, and other factors that our Board of Directors deems relevant to its analysis and 

decision making.

Non-GAAP Financial Measures

To supplement our financial statements presented in accordance with U.S. GAAP, we present Organic Net 

Revenues, which is considered a non-GAAP financial measure. We define Organic Net Revenues as net revenues 

excluding the impact of transactions with International, acquisitions, divestitures (including the termination 

of a full line of business due to the loss of a licensing or distribution arrangement, and the complete exit of business 

out of a foreign country), currency and the 53
rd

 week of shipments in 2011. We calculate the impact of currency on 

net revenues by holding exchange rates constant at the previous year's exchange rate. We believe that presenting 

Organic Net Revenues is useful because it (i) provides both management and investors more meaningful 

information regarding financial performance by excluding certain items, (ii) permits investors to view our 

performance using the same tools that management uses to budget, make operating and strategic decisions, and 

evaluate our historical performance, and (iii) otherwise provides information that may be useful to investors in 

evaluating Kraft. 

We believe that the presentation of Organic Net Revenues, when considered together with the corresponding  

GAAP financial measure and the reconciliation to that measure, provides investors with a more clear understanding 

of the factors and trends affecting our business than could be obtained absent these disclosures. Non-GAAP 

financial measures should be viewed in addition to, and not as an alternative for, our results prepared in accordance 

with GAAP. In addition, the non-GAAP measures we use may differ from non-GAAP measures used by other 

companies, and other companies may not define the non-GAAP measures we use in the same way.  A 

reconciliation of Organic Net Revenues to net revenues is set forth below.  
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2013 Compared to 2012

 
Net

Revenues
Impact of
Currency

Sales to

International
Organic

Net Revenues
  (in millions)

Year Ended December 28, 2013
Beverages $ 2,681 $ — $ — $ 2,681

Cheese 3,925 — (51) 3,874

Refrigerated Meals 3,334 — — 3,334

Meals & Desserts 2,305 — — 2,305

Enhancers & Snack Nuts 2,101 — (8) 2,093

Canada 2,037 65 (16) 2,086

Other Businesses 1,835 8 (72) 1,771

Total $ 18,218 $ 73 $ (147) $ 18,144

Year Ended December 29, 2012
Beverages $ 2,718 $ — $ — $ 2,718

Cheese 3,829 — (12) 3,817

Refrigerated Meals 3,280 — — 3,280

Meals & Desserts 2,311 — — 2,311

Enhancers & Snack Nuts 2,220 — (3) 2,217

Canada 2,010 — (4) 2,006

Other Businesses 1,903 — (95) 1,808

Total $ 18,271 $ — $ (114) $ 18,157

2012 Compared to 2011

 
Net

Revenues
Impact of
Currency

Sales to

International
Impact of

Divestitures

Impact of 53rd 
Week of 

Shipments in 2011
Organic

Net Revenues
  (in millions)

Year Ended December 29, 2012
Beverages $ 2,718 $ — $ — $ — $ — $ 2,718

Cheese 3,829 — (12) — — 3,817

Refrigerated Meals 3,280 — — — — 3,280

Meals & Desserts 2,311 — — — — 2,311

Enhancers & Snack Nuts 2,220 — (3) — — 2,217

Canada 2,010 18 (4) — — 2,024

Other Businesses 1,903 3 (95) — — 1,811

Total $ 18,271 $ 21 $ (114) $ — $ — $ 18,178

Year Ended December 31, 2011
Beverages $ 2,990 $ — $ — $ (87) $ (37) $ 2,866

Cheese 3,788 — — — (46) 3,742

Refrigerated Meals 3,313 — — — (43) 3,270

Meals & Desserts 2,271 — — — (29) 2,242

Enhancers & Snack Nuts 2,259 — — — (26) 2,233

Canada 1,967 — — (4) (24) 1,939

Other Businesses 1,988 — (100) — (20) 1,868

Total $ 18,576 $ — $ (100) $ (91) $ (225) $ 18,160
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

As we operate primarily in North America but source our commodities from global markets and periodically enter 

into financing or other arrangements abroad, we use financial instruments to manage our primary market risk 

exposures, which are commodity price, foreign currency exchange rate, and interest rate risks. We monitor and 

manage these exposures as part of our overall risk management program. Our risk management program focuses 

on the unpredictability of financial markets and seeks to reduce the potentially adverse effects that the volatility of 

these markets may have on our operating results. We maintain commodity price, foreign currency, and interest rate 

risk management policies that principally use derivative instruments to reduce significant, unanticipated earnings 

fluctuations that may arise from volatility in commodity prices, foreign currency exchange rates, and interest rates. 

We also sell commodity futures to unprice future purchase commitments, and we occasionally use related futures to 

cross-hedge a commodity exposure. We are not a party to leveraged derivatives and, by policy, do not use financial 

instruments for speculative purposes. Refer to Note 1, Summary of Significant Accounting Policies, and Note 10, 

Financial Instruments, to the consolidated financial statements for further details of our commodity price, foreign 

currency, and interest rate risk management policies and the types of derivative instruments we use to hedge those 

exposures.

Value at Risk:

We use a value at risk (“VAR”) computation to estimate: 1) the potential one-day loss in pre-tax earnings of our 

commodity price and foreign currency-sensitive derivative financial instruments; and 2) the potential one-day loss in 

the fair value of our interest rate-sensitive financial instruments. We included our debt, commodity futures, forwards 

and options, foreign currency forwards, and interest rate swaps in our VAR computation. Excluded from the 

computation were anticipated transactions and foreign currency trade payables and receivables which the financial 

instruments are intended to hedge.

We made the VAR estimates assuming normal market conditions, using a 95% confidence interval. We used a 

“variance / co-variance” model to determine the observed interrelationships between movements in interest rates 

and various currencies. These interrelationships were determined by observing interest rate and forward currency 

rate movements over the prior quarter for the calculation of VAR amounts at December 28, 2013 and December 29, 

2012, and over each of the four prior quarters for the calculation of average VAR amounts during each year. The 

values of commodity options do not change on a one-to-one basis with the underlying currency or commodity, and 

were valued accordingly in the VAR computation.

As of December 28, 2013, the estimated potential one-day loss in pre-tax earnings from our commodity and foreign 

currency instruments and the estimated potential one-day loss in fair value of our interest rate-sensitive 

instruments, as calculated in the VAR model, were (in millions):

  Pre-Tax Earnings Impact Fair Value Impact
  At 12/28/13 Average High Low At 12/28/13 Average High Low
Instruments sensitive to:

Foreign currency rates $ 2 $ 2 $ 2 $ 2

Commodity prices 7 7 8 7

Interest rates $ 32 $ 46 $ 71 $ 32

  Pre-Tax Earnings Impact Fair Value Impact
  At 12/29/12 Average High Low At 12/29/12 Average High Low
Instruments sensitive to:

Foreign currency rates $ 2 $ 2 $ 3 $ 1

Commodity prices 6 13 18 6

Interest rates $ 59 $ 42 $ 59 $ 14

This VAR computation is a risk analysis tool designed to statistically estimate the maximum probable daily loss from 

adverse movements in commodity prices, foreign currency rates, and interest rates under normal market conditions. 

The computation does not represent actual losses in fair value or earnings to be incurred by us, nor does it consider 

the effect of favorable changes in market rates. We cannot predict actual future movements in such market rates 

and do not present these VAR results to be indicative of future movements in such market rates or to be 

representative of any actual impact that future changes in market rates may have on our future financial results.
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Item 8. Financial Statements and Supplementary Data.

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Kraft Foods Group, Inc.:

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a) present fairly, in 

all material respects, the financial position of Kraft Foods Group, Inc. and its subsidiaries at December 28, 2013 and 

December 29, 2012, and the results of their operations and their cash flows for each of the three years in the period 

ended December 28, 2013 in conformity with accounting principles generally accepted in the United States of 

America.  In addition, in our opinion, the financial statement schedule listed in the index appearing under Item 15(a) 

presents fairly, in all material respects, the information set forth therein when read in conjunction with the related 

consolidated financial statements.  Also in our opinion, the Company maintained, in all material respects, effective 

internal control over financial reporting as of December 28, 2013, based on criteria established in Internal Control - 
Integrated Framework (1992) issued by the Committee of Sponsoring Organizations of the Treadway Commission 

(COSO).  The Company's management is responsible for these financial statements and financial statement 

schedule, for maintaining effective internal control over financial reporting and for its assessment of the 

effectiveness of internal control over financial reporting, included in the Report of Management on Internal Control 

over Financial Reporting appearing under Item 9A.  Our responsibility is to express opinions on these financial 

statements, on the financial statement schedule, and on the Company's internal control over financial reporting 

based on our audits (which were integrated audits in 2013 and 2012).  We conducted our audits in accordance with 

the standards of the Public Company Accounting Oversight Board (United States).  Those standards require that we 

plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of 

material misstatement and whether effective internal control over financial reporting was maintained in all material 

respects.  Our audits of the financial statements included examining, on a test basis, evidence supporting the 

amounts and disclosures in the financial statements, assessing the accounting principles used and significant 

estimates made by management, and evaluating the overall financial statement presentation.  Our audit of internal 

control over financial reporting included obtaining an understanding of internal control over financial reporting, 

assessing the risk that a material weakness exists, and testing and evaluating the design and operating 

effectiveness of internal control based on the assessed risk.  Our audits also included performing such other 

procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable 

basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance 

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 

accordance with generally accepted accounting principles.  A company’s internal control over financial reporting 

includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, 

accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable 

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 

with generally accepted accounting principles, and that receipts and expenditures of the company are being made 

only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable 

assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 

assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.  

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may 

become inadequate because of changes in conditions, or that the degree of compliance with the policies or 

procedures may deteriorate.

/s/ PRICEWATERHOUSECOOPERS LLP

Chicago, Illinois

February 21, 2014
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Kraft Foods Group, Inc.

Consolidated Statements of Earnings

(in millions of U.S. dollars, except per share data)

  For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011

Net revenues $ 18,218 $ 18,271 $ 18,576

Cost of sales 11,395 12,499 12,813

Gross profit 6,823 5,772 5,763

Selling, general and administrative expenses 2,124 2,961 2,937

Asset impairment and exit costs 108 141 (2)

Operating income 4,591 2,670 2,828

Interest and other expense, net (501) (258) (7)

— 41 55

Earnings before income taxes 4,090 2,453 2,876

Provision for income taxes 1,375 811 1,101

Net earnings $ 2,715 $ 1,642 $ 1,775

Per share data:

Basic earnings per share $ 4.55 $ 2.77 $ 3.00

Diluted earnings per share $ 4.51 $ 2.75 $ 3.00

Dividends declared $ 2.05 0.50 —

See accompanying notes to the consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Statements of Comprehensive Earnings

(in millions of U.S. dollars)

  For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011

Net earnings $ 2,715 $ 1,642 $ 1,775

Other comprehensive earnings / (losses):

Currency translation adjustment (68) 36 (100)

Postemployment benefits:

Prior service credits arising during the period 31 — —

Amortization of prior service credits (22) (6) —

Tax (expense) / benefit (3) 2 —

Derivatives accounted for as hedges:

Net derivative gains / (losses) 33 (322) (5)

Amounts reclassified from accumulated other comprehensive
earnings 4 112 (75)

Tax (expense) / benefit (14) 80 30

Total other comprehensive losses (39) (98) (150)

Comprehensive earnings $ 2,676 $ 1,544 $ 1,625

See accompanying notes to the consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Balance Sheets

(in millions of U.S. dollars)

 

 
December 28,

2013
December 29,

2012

ASSETS

Cash and cash equivalents $ 1,686 $ 1,255

Receivables (net of allowances of $26 in 2013 and $28 in 2012) 1,048 1,089

Inventories, net 1,616 1,928

Deferred income taxes 360 420

Other current assets 198 131

Total current assets 4,908 4,823

Property, plant and equipment, net 4,115 4,204

Goodwill 11,505 11,599

Intangible assets, net 2,229 2,228

Other assets 391 325

TOTAL ASSETS $ 23,148 $ 23,179

LIABILITIES

Accounts payable $ 1,548 $ 1,556

Accrued marketing 685 740

Accrued employment costs 184 194

Dividends payable 313 296

Accrued postretirement health care costs 197 236

Other current liabilities 483 584

Total current liabilities 3,410 3,606

Long-term debt 9,976 9,966

Deferred income taxes 662 138

Accrued pension costs 405 1,990

Accrued postretirement health care costs 3,080 3,502

Other liabilities 428 405

TOTAL LIABILITIES 17,961 19,607

Commitments and Contingencies (Note 11)

EQUITY

Common stock, no par value (5,000,000,000 shares authorized; 596,843,449
shares issued at December 28, 2013 and 592,783,696 at December 29, 2012) — —

Additional paid-in capital 4,434 4,240

Retained earnings / (deficit) 1,281 (206)

Accumulated other comprehensive losses (499) (460)

Treasury stock, at cost (29) (2)

TOTAL EQUITY 5,187 3,572

TOTAL LIABILITIES AND EQUITY $ 23,148 $ 23,179

See accompanying notes to the consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Statements of Equity

(in millions of U.S. dollars)

 
  Kraft Foods Group Shareholders’ Equity

 
Common

Stock

Additional
Paid-in
Capital

Parent
Company

Investment

Retained
Earnings
/ (Deficit)

Accumulated
Other

Comprehensive
Earnings /
(Losses)

Treasury
Stock

Total
Equity

Balance at January 1, 2011 $ — $ — $ 17,012 $ — $ 25 $ — $ 17,037

Comprehensive earnings /
(losses):

Net earnings — — 1,775 — — — 1,775

Other comprehensive losses, net
of income taxes — — — — (150) — (150)

International — — (2,074) — — — (2,074)

Balances at December 31, 2011 $ — $ — $ 16,713 $ — $ (125) $ — $ 16,588

Comprehensive earnings /
(losses):

Net earnings — — 1,552 90 — — 1,642

Consummation of spin-off
transaction on October 1, 2012 — 4,208 (7,670) — (233) — (3,695)

Other comprehensive losses, net
of income taxes — — — — (98) — (98)

International — — (10,595) — (4) — (10,599)

Exercise of stock options and
issuance of other stock awards — 32 — — — (2) 30

Dividends declared ($0.50 per
share) — — — (296) — — (296)

Balances at December 29, 2012 $ — $ 4,240 $ — $ (206) $ (460) $ (2) $ 3,572

Comprehensive earnings /
(losses):

Net earnings — — — 2,715 — — 2,715

Other comprehensive losses, net
of income taxes — — — — (39) — (39)

Exercise of stock options,
issuance of other stock awards,
and other — 194 — — — (27) 167

Dividends declared ($2.05 per
share) — — — (1,228) — — (1,228)

Balances at December 28, 2013 $ — $ 4,434 $ — $ 1,281 $ (499) $ (29) $ 5,187

See accompanying notes to the consolidated financial statements.
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Kraft Foods Group, Inc.

Consolidated Statements of Cash Flows

(in millions of U.S. dollars)

 
  For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011

CASH PROVIDED BY / (USED IN) OPERATING ACTIVITIES

Net earnings $ 2,715 $ 1,642 $ 1,775

Adjustments to reconcile net earnings to operating cash flows:

Depreciation 393 428 364

Stock-based compensation expense 65 54 51

Deferred income tax provision 708 470 41

Asset impairments 28 28 —

Market-based impacts to postemployment benefit plans (1,561) 223 70

Other non-cash expense, net 138 159 150

Change in assets and liabilities:

Receivables, net 35 220 238

Inventories, net 235 21 (169)

Accounts payable 45 (241) 226

Other current assets (9) (61) (88)

Other current liabilities (217) 205 84

Change in pension and postretirement assets and liabilities, net (532) (113) (78)

Net cash provided by operating activities 2,043 3,035 2,664

CASH (USED IN) / PROVIDED BY INVESTING ACTIVITIES

Capital expenditures (557) (440) (401)

Proceeds from sale of property, plant and equipment 131 18 —

Net cash used in investing activities (426) (422) (401)

CASH (USED IN) / PROVIDED BY FINANCING ACTIVITIES

Long-term debt repaid (4) (8) (9)

Long-term debt proceeds — 5,963 —

Dividends paid (1,207) — —

— (7,210) (2,238)

Proceeds from stock option exercises 96 14 —

Other financing activities (56) (117) (18)

Net cash used in financing activities (1,171) (1,358) (2,265)

Effect of exchange rate changes on cash and cash equivalents (15) — —

Cash and cash equivalents:

Increase / (decrease) 431 1,255 (2)

Balance at beginning of period 1,255 — 2

Balance at end of period $ 1,686 $ 1,255 $ —

Cash paid:

Interest $ 481 $ 152 $ 10

Income taxes $ 799 $ 236 $ 959

See accompanying notes to the consolidated financial statements.
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Kraft Foods Group, Inc.

Notes to Consolidated Financial Statements

Note 1.   Summary of Significant Accounting Policies

Description of Business:
Kraft Foods Group, Inc. (“Kraft Foods Group,” “we,” “us,” and “our”) manufactures and markets food and beverage 

products, including refrigerated meals, refreshment beverages, coffee, cheese, and other grocery products, 

primarily in the United States and Canada. Our product categories span all major meal occasions, both at home 

and in foodservice locations.

On October 1, 2012, International, Inc. International,” formerly known as Kraft Foods Inc.) 

created us as an independent public company through a spin-off of its North American grocery business to 

International’s shareholders (the “Spin-Off”). International distributed 592 million shares of 

Kraft Foods Group common stock to International’s shareholders. Holders of International 

common stock received one share of Kraft Foods Group common stock for every three shares of 

International common stock held on September 19, 2012. 

Principles of Consolidation:
The consolidated financial statements include Kraft Foods Group, as well as our wholly owned subsidiaries and 

majority owned subsidiaries. All intercompany transactions are eliminated.

Prior to the Spin-Off on October 1, 2012, our financial statements were prepared on a stand-alone basis and were 

derived from the consolidated financial statements and accounting records of International. Our financial 

statements for those periods included certain expenses of International that were allocated to us for 

certain functions, including general corporate expenses related to finance, legal, information technology, human 

resources, compliance, shared services, insurance, employee benefits and incentives, and stock-based 

compensation. These expenses were allocated in our historical results of operations on the basis of direct usage 

when identifiable, with the remainder allocated on the basis of revenue, operating income, or headcount. We 

consider the expense allocation methodology and results to be reasonable for all periods presented. However, 

these allocations were not necessarily indicative of the actual expenses we would have incurred as an independent 

public company or of the costs we will incur in the future, and may differ substantially from the allocations we 

agreed to in the various separation agreements.

Our period-end date for financial reporting purposes is the last Saturday of the fiscal year, which aligns with the 

financial close dates of our operating segments. Prior to the Spin-Off, our period-end date was the last day of the 

calendar year. As the effect of this change was not material to prior period results, we have not revised prior period 

results. Because our operating segments reported results on the last Saturday of the year and December 31, 2011 

fell on a Saturday, our 2011 results included an extra week (“53
rd

week”) of operating results than in 2013 and 2012 

which had 52 weeks.

Use of Estimates:
We prepare our consolidated financial statements in accordance with accounting principles generally accepted in 

the United States of America (“U.S. GAAP”), which require us to make accounting policy elections, estimates, and 

assumptions that affect a number of amounts in our consolidated financial statements. Significant accounting policy 

elections, estimates, and assumptions include, among others, pension and benefit plan assumptions, valuation 

assumptions of goodwill and intangible assets, useful lives of long-lived assets, marketing program accruals, 

insurance and self-insurance reserves, and income taxes. We base our estimates on historical experience and 

other assumptions that we believe are reasonable. If actual amounts differ from estimates, we include the revisions 

in our consolidated results of operations in the period the actual amounts become known. Historically, the 

aggregate differences, if any, between our estimates and actual amounts in any year have not had a material effect 

on our consolidated financial statements.

Cash and Cash Equivalents:
Cash equivalents include demand deposits with banks and all highly liquid investments with original maturities of 

three months or less.

Inventories:
Inventories are stated at the lower of cost or market. We value all our inventories using the average cost method. 

We also record inventory allowances for overstocked and obsolete inventories due to ingredient and packaging 

changes.
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Long-Lived Assets:
Property, plant and equipment are stated at historical cost and depreciated by the straight-line method over the 

estimated useful lives of the assets. Machinery and equipment are depreciated over periods ranging from 3 to 20 

years and buildings and improvements over periods up to 40 years. Capitalized software costs are included in 

property, plant and equipment and amortized on a straight-line basis over the estimated useful lives of the software, 

which do not exceed 7 years.

We review long-lived assets for impairment when conditions exist that indicate the carrying amount of the assets 

may not be fully recoverable. Such conditions include significant adverse changes in the business climate, current-

period operating or cash flow losses, significant declines in forecasted operations, or a current expectation that an 

asset group will be disposed of before the end of its useful life.  We perform undiscounted operating cash flow 

analyses to determine if an impairment exists. When testing for impairment of assets held for use, we group assets 

and liabilities at the lowest level for which cash flows are separately identifiable. If an impairment is determined to 

exist, the loss is calculated based on estimated fair value. Impairment losses on assets to be disposed of, if any, are 

based on the estimated proceeds to be received, less costs of disposal.

Goodwill and Intangible Assets:

We test goodwill and indefinite-lived intangible assets for impairment at least once a year in the fourth quarter or 

when a triggering event occurs. The first step of the goodwill impairment test compares the reporting unit’s 

estimated fair value with its carrying value. We estimate a reporting unit’s fair value using planned growth rates, 

market-based discount rates, estimates of residual value, and estimates of market multiples. If the carrying value of 

a reporting unit’s net assets exceeds its fair value, the second step is applied to measure the difference between 

the carrying value and implied fair value of goodwill. If the carrying value of goodwill exceeds its implied fair value, 

the goodwill is considered impaired and is reduced to its implied fair value. 

We test indefinite-lived intangible assets for impairment by comparing the fair value of each intangible asset with its 

carrying value. Fair value of non-amortizing intangible assets is determined using planned growth rates, market-

based discount rates, and estimates of royalty rates. If the carrying value exceeds fair value, the intangible asset is 

considered impaired and is reduced to fair value.

Estimating the fair value of individual reporting units or intangible assets requires us to make assumptions and 

estimates regarding our future plans, as well as industry and economic conditions.  These assumptions and 

estimates include projected revenues and income, interest rates, cost of capital, royalty rate, and tax rates. 

Insurance and Self-Insurance: 
We use a combination of insurance for catastrophic events and self-insurance for a number of risks, including 

workers' compensation, general liability, automobile liability, product liability, and our obligation for employee health 

care benefits.  We estimate the liabilities associated with these risks by considering historical claims experience and 

other actuarial assumptions.  

Revenue Recognition:
We recognize revenues when title and risk of loss pass to customers. We record revenues net of consumer 

incentives and trade promotions and include all shipping and handling charges billed to customers. We also record 

provisions for estimated product returns and customer allowances as reductions to revenues within the same period 

that the revenue is recognized.  We base these estimates principally on historical and current period experience.  

Shipping and handling costs related to product returns are included in cost of sales and were not material in 2013, 

2012 or 2011. 

Marketing and Research and Development:
We promote our products with advertising, consumer incentives, and trade promotions. Consumer incentives and 

trade promotions include, but are not limited to, discounts, coupons, rebates, in-store display incentives, and 

volume-based incentives. Consumer incentive and trade promotion activities are recorded as a reduction to 

revenues based on amounts estimated as being due to customers and consumers at the end of a period. We base 

these estimates principally on historical utilization and redemption rates. For interim reporting purposes, we charge 

advertising and consumer incentive expenses to operations as a percentage of volume, based on estimated volume 

and related expense for the full year.  We review and adjust these estimates each quarter based on actual 

experience and other information.  We do not defer these costs on our year-end consolidated balance sheet and all 

marketing costs are recorded as an expense in the year incurred. Advertising expense was $747 million in 2013, 

$640 million in 2012, and $535 million in 2011. We record marketing expense in selling, general and administrative 

expense, except for consumer incentives and trade promotions, which are recorded in net revenues. 
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We expense costs as incurred for product research and development. Research and development expense was 

$118 million (including a benefit from market-based impacts related to our postemployment benefit plans of $55 

million) in 2013, $178 million (including expense from market-based impacts related to our postemployment benefit 

plans of $6 million) in 2012, and $198 million in 2011. Market-based impacts related to our postemployment benefit 

plans recorded in research and development were insignificant in the year ended December 31, 2011. Research 

and development expenses are recorded within selling, general and administrative expenses.

Environmental Costs:
We are subject to various laws and regulations in the United States and Canada relating to the protection of the 

environment. We accrue for environmental remediation obligations on an undiscounted basis when amounts are 

probable and can be reasonably estimated. The accruals are adjusted based on new information or as 

circumstances change. We record recoveries of environmental remediation costs from third parties as assets when 

we believe these amounts are receivable. As of December 28, 2013, we were involved in 60 active proceedings in 

the United States under the Comprehensive Environmental Response, Compensation and Liability Act (and other 

similar state actions and legislation) related to our current operations and certain closed, inactive or divested 

operations for which we retain liability. 

As of December 28, 2013, we had accrued an amount we deemed appropriate for environmental remediation. 

Based on information currently available, we believe that the ultimate resolution of existing environmental 

remediation actions and our compliance in general with environmental laws and regulations will not have a material 

effect on our financial condition or results from operations. However, we cannot quantify with certainty the potential 

impact of future compliance efforts and environmental remediation actions.

Postemployment Benefit Plans:
We provide a range of benefits to our eligible employees and retirees. These include defined benefit pension, 

postretirement health care, defined contribution, and multiemployer pension and medical benefits. Our pension, 

postretirement, and other postemployment (collectively, “postemployment”) benefit plans cover most salaried and 

certain hourly employees. The cost of these plans is charged to expense over the working life of the covered 

employees. 

In December of 2012, we elected to change our method of accounting for defined benefit costs to a mark-to-market 

policy. Under this accounting method, we recognize net actuarial gains or losses and changes in the fair value of 

plan assets in cost of sales and selling, general and administrative expenses immediately upon remeasurement, 

which is at least annually.  This change has been reported through retrospective application of the policy to all 

periods presented.

Prior to the Spin-Off, International provided certain of these benefits to our employees and allocated to us 

the related costs. The liabilities associated with the International plans were not reflected in our balance 

sheets as we accounted for our participation in the International plans in a manner similar to 

multiemployer accounting.

Financial Instruments:
As we operate primarily in North America but source our commodities on global markets and periodically enter into 

financing or other arrangements abroad, we use a variety of risk management strategies and financial instruments 

to manage commodity price, foreign currency exchange rate, and interest rate risks. Our risk management program 

focuses on the unpredictability of financial markets and seeks to reduce the potentially adverse effects that the 

volatility of these markets may have on our operating results. One way we do this is through actively hedging our 

risks through the use of derivative instruments.  As a matter of policy, we do not use highly leveraged derivative 

instruments, nor do we use financial instruments for speculative purposes.

Derivatives are recorded on our consolidated balance sheets at fair value, which fluctuates based on changing 

market conditions.

Certain derivatives are designated as cash flow hedges and qualify for hedge accounting treatment, while others do 

not qualify and are marked to market through earnings. For cash flow hedges, changes in fair value are deferred in 

accumulated other comprehensive earnings / (losses) within equity until the underlying hedged items are 

recognized in net earnings. Accordingly, we record deferred cash flow hedge gains or losses in cost of sales when 

the related inventory is sold and in interest and other expense, net, when the related debt interest expense is 

recorded. Cash flows from derivative instruments are also classified in the same manner as the underlying hedged 

items in the consolidated statement of cash flows. For additional information on the location of derivative activity 

within our operating results, see Note 10, Financial Instruments.
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To qualify for hedge accounting, a specified level of hedging effectiveness between the hedging instrument and the 

item being hedged must be achieved at inception and maintained throughout the hedged period. Any hedging 

ineffectiveness is recognized in net earnings when the change in the value of the hedge does not offset the change 

in the value of the underlying hedged item. We formally document our risk management objectives, strategies for 

undertaking the various hedge transactions, the nature of and relationships between the hedging instruments and 

hedged items, and method for assessing hedge effectiveness. Additionally, for qualified hedges of forecasted 

transactions, we specifically identify the significant characteristics and expected terms of the forecasted 

transactions. If it becomes probable that a forecasted transaction will not occur, the hedge will no longer be effective 

and all of the derivative gains or losses would be recognized in earnings in the current period.

When we use financial instruments, we are exposed to credit risk that a counterparty might fail to fulfill its 

performance obligations under the terms of our agreement. We minimize our credit risk by entering into transactions 

with counterparties with investment grade credit ratings, limiting the amount of exposure we have with each 

counterparty, and monitoring the financial condition of our counterparties. We also maintain a policy of requiring that 

all significant, non-exchange traded derivative contracts with a duration of greater than one year be governed by an 

International Swaps and Derivatives Association master agreement. We are also exposed to market risk as the 

value of our financial instruments might be adversely affected by a change in foreign currency exchange rates, 

commodity prices, or interest rates. We manage market risk by incorporating monitoring parameters within our risk 

management strategy that limit the types of derivative instruments and derivative strategies we use and the degree 

of market risk that we hedge with derivative instruments.

Commodity cash flow hedges – We are exposed to price risk related to forecasted purchases of certain 

commodities that we primarily use as raw materials. We enter into commodity forward contracts primarily for coffee 

beans, meat products, sugar, wheat, and dairy products. Commodity forward contracts generally are not subject to 

the accounting requirements for derivative instruments and hedging activities under the normal purchases 

exception. We also use commodity futures and options to hedge the price of certain commodity costs, including 

dairy products, coffee beans, meat products, wheat, corn products, soybean oils, sugar, and natural gas. Some of 

these derivative instruments are highly effective and qualify for hedge accounting treatment. We also sell 

commodity futures to unprice future purchase commitments, and we occasionally use related futures to cross-

hedge a commodity exposure.

Foreign currency cash flow hedges – We use various financial instruments to mitigate our exposure to changes in 

exchange rates from third-party and intercompany actual and forecasted transactions. These instruments may 

include forward foreign exchange contracts and foreign currency options. We primarily use these instruments to 

hedge our exposure to the Canadian dollar. Substantially all of these derivative instruments are highly effective and 

qualify for hedge accounting treatment.

Interest rate cash flow hedges – We use derivative instruments, including interest rate swaps, as part of our interest 

rate risk management strategy. We primarily use interest rate swaps to hedge the variability of interest payment 

cash flows on a portion of our future debt obligations. Substantially all of these derivative instruments are highly 

effective and qualify for hedge accounting treatment.

Income Taxes:
We recognize income taxes based on amounts refundable or payable for the current year and record deferred tax 

assets or liabilities for any difference between U.S. GAAP accounting and tax reporting.  We also recognize 

deferred tax assets for temporary differences, operating loss carryforwards, and tax credit carryforwards.  Inherent 

in determining our annual tax rate are judgments regarding business plans, planning opportunities and expectations 

about future outcomes. Realization of certain deferred tax assets, primarily net operating loss and other 

carryforwards, is dependent upon generating sufficient taxable income in the appropriate jurisdiction prior to the 

expiration of the carryforward periods.  See Note 12, Income Taxes, for additional information.

We apply a more-likely-than-not threshold to the recognition and derecognition of uncertain tax positions. 

Accordingly, we recognize the amount of tax benefit that has a greater than 50 percent likelihood of being ultimately 

realized upon settlement. Future changes in judgment related to the expected ultimate resolution of uncertain tax 

positions will affect earnings in the quarter of such change.
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Prior Period Revisions:
Beginning in the third quarter of 2013, we record expense related to certain consumer incentive programs as a 

reduction of net revenues.  Previously, we included this expense in selling, general and administrative expenses.  

We have revised prior periods to reflect this in our current presentation.  The impacts of these revisions, which were 

not material to any prior period, reduced net revenues and selling, general and administrative expenses by $68 

million in 2012 and $79 million in 2011.  

During 2013, we determined that we had overstated indefinite-lived tradenames in the purchase accounting of a 

2001 acquisition.  Therefore, we have revised our financial statements to reduce our Foodservice indefinite-lived 

intangible assets by $403 million, reduce our deferred tax liability by $150 million, and increase goodwill by $253 

million. This misstatement was not material to any of our prior period financial statements.

In 2012, we misclassified approximately $879 million of United States Foodservice long-lived assets as being 

located in Canada.  We have corrected and revised the balances reported in our long-lived assets by geographic 

area table in Note 15, Segment Reporting, as of December 29, 2012 for this change.  This misstatement was not 

material to any of our prior period financial statements.

New Accounting Pronouncements:
In July 2013, the Financial Accounting Standards Board issued an accounting standard update which will require us 

to present an unrecognized tax benefit as a reduction to a deferred tax asset for a net operating loss carryforward, a 

similar tax loss, or a tax credit carryforward in our financial statements, with certain exceptions.  The update will be 

effective for fiscal years beginning after December 15, 2013.  We do not expect the adoption of this guidance to 

have a material impact on our financial statements.

Subsequent Events:
We evaluate subsequent events and reflect accounting and disclosure requirements related to material subsequent 

events in our financial statements and related notes. We did not identify any material subsequent events impacting 

our financial statements in this report.

Note 2.   Inventories

Inventories at December 28, 2013 and December 29, 2012 were:

 
December 28,

2013
December 29,

2012
  (in millions)

Raw materials $ 453 $ 535

Work in process 294 326

Finished product 869 1,067

Inventories, net $ 1,616 $ 1,928

Note 3.   Property, Plant and Equipment

Property, plant and equipment at December 28, 2013 and December 29, 2012 were:

 
December 28,

2013
December 29,

2012
  (in millions)

Land $ 72 $ 119

Buildings and improvements 1,806 1,996

Machinery and equipment 5,584 5,922

Construction in progress 360 365

7,822 8,402

Accumulated depreciation (3,707) (4,198)

Property, plant and equipment, net $ 4,115 $ 4,204

In 2013, we sold and leased back two of our headquarters facilities for a loss of approximately $36 million. We 

received net proceeds of $101 million in connection with the sales.
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Note 4.   Goodwill and Intangible Assets

Goodwill by reportable segment at December 28, 2013 and December 29, 2012 was:

 
December 28,

2013
December 29,

2012
  (in millions)

Beverages $ 1,290 $ 1,290

Cheese 3,000 3,000

Refrigerated Meals 985 985

Meals & Desserts 1,572 1,572

Enhancers & Snack Nuts 2,644 2,644

Canada 1,141 1,225

Other Businesses 873 883

Goodwill $ 11,505 $ 11,599

Intangible assets were $2.2 billion at December 28, 2013 and December 29, 2012 and consisted primarily of 

indefinite-lived trademarks.

Changes in goodwill and intangible assets consisted of:

2013 2012

Goodwill
Intangible

assets, at cost Goodwill
Intangible

assets, at cost

(in millions)

Balance at beginning of year $ 11,599 2,228 11,569 2,227

Acquisitions — 1 — —

Changes due to foreign currency (94) — 30 1

Balance at end of year $ 11,505 $ 2,229 $ 11,599 $ 2,228

There were no impairments of goodwill or indefinite-lived intangible assets in 2013, 2012, or 2011.  During our 2013 

intangible asset impairment review, we noted that a $261 million trademark within our Enhancers business had an 

excess fair value over its carrying value of 12%.  While this trademark passed the first step of the impairment test, if 

its forecasted operating income were to decline significantly, it could adversely affect the estimated fair value of the 

trademark, leading to a potential impairment of a portion of the trademark in the future. 

Note 5.   Cost Savings Initiatives

Cost savings initiatives related to reorganization activities including severance, asset disposals, and other activities 

that do not qualify for special accounting treatment as exit or disposal activities.  Included within cost saving 

initiatives are activities related to the previously disclosed multi-year $650 million restructuring program approved by 

Kraft’s Board of Directors on October 29, 2012 (the “Restructuring Program”).  We have reduced our estimate of the 

total Restructuring Program costs to $625 million.

Restructuring Program:
Our Restructuring Program consists of approximately $270 million of restructuring costs, approximately $285 million 

of implementation costs, and approximately $70 million of Spin-Off transition costs. We expect approximately one-

half of these costs will be cash expenditures. Restructuring costs reflect primarily severance, asset disposals, a 

voluntary early retirement program and other manufacturing-related costs. Implementation costs are directly 

attributable to the  Restructuring Program; however, they do not qualify for special accounting treatment as exit or 

disposal activities. These costs primarily relate to reorganization costs related to our sales function, the information 

systems infrastructure, and accelerated depreciation on assets. Spin-Off transition costs have not been allocated to 

the segments because they consist mostly of professional service fees within the finance, legal, and information 

systems functions.
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As of December 28, 2013, we have incurred Restructuring Program costs of $585 million since the inception of the 

Restructuring Program.  We have spent $261 million in cash. We expect to complete the Restructuring Program by 

the end of 2014.

We recorded Restructuring Program costs and spending in the consolidated financial statements as follows:

  For the Years Ended

 
December 28,

2013
December 29,

2012
 

Restructuring costs - Asset impairment and exit costs $ 108 $ 141

Implementation costs - Cost of sales 77 97

Implementation costs - Selling, general and administrative expenses 65 34

Spin-Off transition costs - Selling, general and administrative expenses 32 31

$ 282 $ 303

We incurred non-cash costs of $157 million in the year ended December 28, 2013 and $151 million in the year 

ended December 28, 2012. We spent cash of $150 million in the year ended December 28, 2013 and $111 million 

in the year ended December 29, 2012 related to our Restructuring Program.  

Restructuring Program Costs by Segment:
During the years ended December 28, 2013 and December 29, 2012, we recorded Restructuring Program costs 

within segment operating income as follows:

  For the Year Ended December 28, 2013 For the Year Ended December 29, 2012

 
Restructuring

Costs
Implementation

Costs

Spin-Off
Transition

Costs Total
Restructuring

Costs
Implementation

Costs

Spin-Off
Transition

Costs Total

  (in millions)
Beverages $ 19 $ 22 $ — $ 41 $ 44 $ 19 $ — $ 63

Cheese 26 62 — 88 26 72 — 98

Refrigerated Meals 18 17 — 35 19 11 — 30

Meals & Desserts 14 12 — 26 15 9 — 24

Enhancers & Snack Nuts 12 12 — 24 17 8 — 25

Canada 10 7 — 17 9 5 — 14

Other Businesses 9 10 — 19 11 7 — 18

Corporate expenses — — 32 32 — — 31 31

Total $ 108 $ 142 $ 32 $ 282 $ 141 $ 131 $ 31 $ 303

Restructuring Costs Liability:
At December 28, 2013, the restructuring costs liability balance within other current liabilities was as follows:

 

Severance
and Related

Costs
Asset

Write-downs Total
  (in millions)

Liability balance, December 30, 2012 $ 44 $ — $ 44

Restructuring costs 80 28 108

Cash spent on restructuring costs (61) — (61)

Non-cash items (44) (28) (72)

Liability balance, December 28, 2013 $ 19 $ — $ 19

Other Cost Savings Initiatives:
We recorded approximately $8 million of corporate expenses in selling, general and administrative expenses 

related to our other cost savings initiatives during the year ended December 28, 2013.  
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Note 6.   Debt

Borrowing Arrangements:
On May 18, 2012, we entered into a $3.0 billion five-year senior unsecured revolving credit facility that expires on 

May 17, 2017. All committed borrowings under the facility bear interest at a variable annual rate based on the 

London Inter-Bank Offered Rate or a defined base rate, at our election, plus an applicable margin based on the 

ratings of our long-term senior unsecured indebtedness. The revolving credit agreement requires us to maintain a 

minimum total shareholders’ equity (excluding accumulated other comprehensive income or losses and any income 

or losses recognized in connection with “mark-to-market” accounting in respect of pension and other retirement 

plans) of at least $2.4 billion. At December 28, 2013, we were compliant. The revolving credit agreement also 

contains customary representations, covenants, and events of default. We intend to use the proceeds from this 

facility, if any, for general corporate purposes. As of December 28, 2013, no amounts were drawn on this credit 

facility.

Long-Term Debt:
On June 4, 2012, we issued $6.0 billion of senior unsecured notes at a weighted average effective rate of 3.938% 

and transferred the net proceeds of $5.9 billion to International. We also recorded approximately $260 

million of deferred financing costs, including losses on hedging activities in advance of the debt issuance, which will 

be recognized in interest expense over the life of the notes. The general terms of the notes are:

• $1 billion of notes due June 4, 2015 at a fixed, annual interest rate of 1.625%, paid semiannually. 

• $1 billion of notes due June 5, 2017 at a fixed, annual interest rate of 2.250%, paid semiannually. 

• $2 billion of notes due June 6, 2022 at a fixed, annual interest rate of 3.500%, paid semiannually. 

• $2 billion of notes due June 4, 2042 at a fixed, annual interest rate of 5.000%, paid semiannually.

On July 18, 2012, International completed a debt exchange in which $3.6 billion of 

International debt was exchanged for our debt as part of the Spin-Off capitalization plan. No cash was generated 

from the exchange. The general terms of the unsecured notes we received in connection with this exchange are:

• $1,035 million of notes due August 23, 2018 at a fixed, annual interest rate of 6.125%, paid semiannually.

• $900 million of notes due February 10, 2020 at a fixed, annual interest rate of 5.375%, paid semiannually. 

• $878 million of notes due January 26, 2039 at a fixed, annual interest rate of 6.875%, paid semiannually. 

• $787 million of notes due February 9, 2040 at a fixed, annual interest rate of 6.500%, paid semiannually. 

On October 1, 2012, International transferred approximately $400 million of International's 

7.550% senior unsecured notes maturing on June 15, 2015 to us in connection with the Spin-Off capitalization plan.

As of December 28, 2013, aggregate maturities of our long-term debt were (in millions):

2014 $ 4

2015 1,405

2016 4

2017 1,004

2018 1,037

Thereafter 6,577

Our long-term debt contains customary representations, covenants, and events of default. We were in compliance 

with all covenants as of December 28, 2013.

Fair Value of Our Debt:
At December 28, 2013, the aggregate fair value of our total debt was $10.7 billion as compared with the carrying 

value of $10.0 billion. At December 29, 2012, the aggregate fair value of our total debt was $11.5 billion as 

compared with the carrying value of $10.0 billion. We determined the fair value of our long-term debt using Level 1 

quoted prices in active markets for the publicly traded debt obligations.
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Interest and Other Expense, Net:
Interest and other expense, net consisted of: 

  For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Interest expense $ 479 $ 238 $ 4

Other expense, net 22 20 3

Total interest and other expense, net $ 501 $ 258 $ 7

Interest expense increased in 2013 compared to 2012 due to the entire $10.0 billion of debt outstanding for the full 

year.  The increase in interest expense in 2012 compared to 2011 was due to the $6.0 billion debt issuance in June 

2012, the $3.6 billion debt exchange in July 2012, and the transfer of $0.4 billion of debt from 

International in October 2012.

Note 7. Capital Stock

Our articles of incorporation authorize the issuance of up to 5.0 billion shares of common stock and 500 million 

shares of preferred stock. 

Shares of common stock issued, in treasury and outstanding were:

 
Shares
Issued

Treasury
Shares

Shares
Outstanding

Consummation of Spin-Off on October 1, 2012 592,257,298 — 592,257,298

Exercise of stock options and issuance of other stock awards 526,398 (19,988) 506,410

Balance at December 29, 2012 592,783,696 (19,988) 592,763,708

Exercise of stock options and issuance of other stock awards 4,059,753 (589,011) 3,470,742

Balance at December 28, 2013 596,843,449 (608,999) 596,234,450

As of December 28, 2013, we had approximately 0.8 million shares of restricted stock outstanding that were issued 

to current and former employees. There were no preferred shares issued and outstanding at December 28, 2013.  

On December 17, 2013, our Board of Directors authorized a $3.0 billion share repurchase program with no 

expiration date.  Under the share repurchase program, we are authorized to repurchase shares of our common 

stock in the open market or in privately negotiated transactions.  The timing and amount of share repurchases are 

subject to management evaluation of market conditions, applicable legal requirements, and other factors.  We are 

not obligated to repurchase any of our common stock and may suspend the program at our discretion.  As of 

December 28, 2013, no shares have been repurchased under this program.

On October 1, 2012, International distributed 592 million shares of Kraft Foods Group common stock to 

International’s shareholders. Holders of International common stock received one share of 

Kraft Foods Group common stock for every three shares of International common stock held on 

September 19, 2012. 

Note 8.   Stock Plans

Under the Kraft Foods Group, Inc. 2012 Performance Incentive Plan (the "2012 Plan"), we may grant eligible 

employees awards of stock options, stock appreciation rights, restricted stock and restricted stock units (“RSUs”) as 

well as performance based long-term incentive awards (“Performance Shares”).  In addition, we may grant shares 

of our common stock to members of the Board of Directors who are not our full-time employees under the 2012 

Plan. We are authorized to issue a maximum of 72.0 million shares of our common stock under the 2012 Plan. 

Stock options and stock appreciation rights granted under the plan reduce the authorized shares available for issue 

at a ratio of one share per award granted. All other awards, such as restricted stock, RSUs, and Performance 

Shares, granted reduce the authorized shares available for issue at a ratio of three shares per award granted.  At 

December 28, 2013, there were 38,339,262 shares available to be granted under the 2012 Plan. All stock awards 

are issued to employees from authorized common shares.
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Stock Options:
Stock options are granted with an exercise price equal to the market value of the underlying stock on the grant date, 

generally become exercisable in three annual installments beginning on the first anniversary of the grant date, and 

have a maximum term of ten years.

We account for our employee stock options under the fair value method of accounting using a modified Black-

Scholes methodology to measure stock option expense at the date of grant. The fair value of the stock options at 

the date of grant is amortized to expense over the vesting period. We recorded compensation expense related to 

stock options of $18 million in 2013 and $5 million in 2012. The deferred tax benefit recorded related to this 

compensation expense was $6 million in 2013 and $2 million in 2012. The unamortized compensation expense 

related to our outstanding stock options was $17 million at December 28, 2013 and is expected to be recognized 

over a weighted average period of two years.  Our weighted average Black-Scholes fair value assumptions were as 

follows:
 

 
Risk-Free

Interest Rate Expected Life
Expected
Volatility

Expected
Dividend Yield

Fair Value
at Grant Date

Kraft Foods Group grants

2013 1.04% 6 years 19.40% 4.26% $ 4.41

2012 1.16% 6 years 20.13% 3.08% $ 4.78

2011 2.34% 6 years 18.92% 3.72% $ 3.84

The risk-free interest rate represents the constant maturity U.S. government treasuries rate with a remaining term 

equal to the expected life of the options. The expected life is the period over which our employees are expected to 

hold their options. Due to the lack of historical data, we use the Safe Harbor method which uses the weighted 

average vesting period and the contractual term of the options to calculate the expected life. Volatility reflects a 

blended approach which uses historical movements in our stock price and in our peer group for a period 

commensurate with the expected life of the options. Dividend yield is estimated over the expected life of the options 

based on our stated dividend policy.

The stock option awards granted in 2012 and 2011 were prior to the Spin-Off. Therefore, we estimated the value of 

those awards based on International’s share price and assumptions. 

A summary of stock option activity related to our shares for both our and International employees for the 

year ended December 28, 2013 is presented below.  Stock option activity for the year ended December 28, 2013 

was:

 
Options

Outstanding

Weighted
Average

Exercise Price

Average
Remaining
Contractual

Term

Aggregate
Intrinsic

Value

Balance at December 30, 2012 17,185,781 $ 32.45

Options granted 3,035,826 47.15

Options exercised (3,151,538) 30.56

Options canceled (749,414) 38.80

Balance at December 28, 2013 16,320,655 35.26 7 years $ 300 million

Exercisable at December 28, 2013 9,317,835 30.91 6 years $ 212 million

All awards granted prior to the Spin-Off have been adjusted to reflect the conversion as of the Spin-Off.  With 

respect to the International stock options granted prior to the Spin-Off, the converted options retained the 

vesting schedule and expiration date of the original stock options.

The total intrinsic value of options exercised was $69 million in 2013 and $8 million in 2012 subsequent to the Spin-

Off. Cash received from options exercised was $96 million in 2013 and $15 million in 2012. The incremental tax 

benefit realized for the tax deductions from the option exercises totaled $20 million in 2013 and $1 million in 2012.
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Restricted Stock, RSUs, and Performance Shares:
We may grant shares of restricted stock or RSUs to eligible employees and directors, giving them, in most 

instances, all of the rights of shareholders, except that they may not sell, assign, pledge, or otherwise encumber the 

shares. Shares of restricted stock and RSUs granted to employees are subject to forfeiture if certain employment 

conditions are not met. Restricted stock and RSUs generally vest on the third anniversary of the grant date.

Performance Shares vest based on varying performance, market, and service conditions. Our Performance Shares 

pay accrued dividends at the time of vesting.  Shares granted in connection with International’s long-term 

incentive plan prior to the Spin-Off do not pay dividends.  The unvested shares have no voting rights.

The fair value of the restricted stock, RSUs, and Performance Shares at the date of grant is amortized to earnings 

over the restriction period. We recorded compensation expense related to restricted stock, RSUs, and Performance 

Shares of $47 million in 2013 and $11 million in 2012 subsequent to the Spin-Off. The deferred tax benefit recorded 

related to this compensation expense was $17 million in 2013 and $4 million in 2012. The unamortized 

compensation expense related to our restricted stock, RSUs, and Performance Shares was $97 million at 

December 28, 2013 and is expected to be recognized over a weighted average period of two years.

Our restricted stock, RSU, and Performance Share activity for the year ended December 28, 2013 was:

 
Number

of Shares

Weighted Average
Grant Date Fair
Value Per Share

Balance at December 30, 2012 3,920,541 $ 35.32

Granted 2,064,111 53.05

Vested (1,380,626) 30.48

Forfeited (454,229) 42.29

Balance at December 28, 2013 4,149,797 44.99

We granted the following RSUs and Performance Shares during the year ended December 28, 2013:

• In February 2013, as part of our annual equity program, we granted 0.7 million RSUs at a market value of 

$46.74 per share.  During the year ended December 28, 2013, we issued 0.2 million additional RSUs at a 

weighted average market value of $53.73.

• In May 2013, we granted 1.0 million Performance Shares at a grant date fair value of $61.80 per share.   

These awards measure performance over a multi-year period, during which the employee earns shares 

based on internal financial metrics and the performance of our stock relative to a defined peer group. We 

measured the grant date fair value using the Monte Carlo simulation model, which assists in estimating the 

probability of achieving the market conditions stipulated in the award grant.

• In February 2013, we also granted 0.2 million additional Performance Shares with a weighted average 

market value of $29.70 per share (based on the original award date), which vested immediately. We 

granted these shares based on the final business performance rating for the 2010-2012 award cycle.  

These shares were adjusted and converted into new equity awards using a formula designed to preserve 

the value of the awards immediately prior to the Spin-Off.

During the year ended December 28, 2013, 1.4 million shares of restricted stock, RSUs, and Performance Shares 

vested at an aggregate market value of $65 million.

Prior to the Spin-Off, our employees participated in various International stock-based compensation 

plans. As such, we were allocated stock-based compensation expense of $39 million in 2012 and $51 million in 

2011 associated with these plans. In connection with the Spin-Off, we were required to reimburse 

International for their stock awards that were granted to our employees, and International was required to 

reimburse us for our stock awards that were granted to their employees. We settled the net amount we owed for 

this reimbursement of $55 million in March 2013.

Note 9.   Postemployment Benefit Plans

We provide a range of benefits to our employees and retirees. These include pension benefits, postretirement 

health care benefits, and other postemployment benefits, as follows:
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• Pension benefits – We provide pension coverage to certain U.S. and non-U.S. employees through separate 

plans. Local statutory requirements govern many of these plans. Salaried and non-union hourly employees 

hired prior to 2009 in the U.S. and 2011 in Canada are eligible to participate in our pension plans. We will 

freeze U.S. pension plans for U.S. salaried and non-union hourly employees who are currently earning 

pension benefits as of December 31, 2019 and non-U.S. pension plans for non-U.S. salaried and non-union 

hourly employees who are currently earning pension benefits as of December 31, 2023. We will calculate 

the pension benefits using the continuing pay and service through December 31, 2019 for the U.S. plans 

and December 31, 2023 for the non-U.S. plans.  The pension benefits of our unionized workers are in 

accordance with the applicable collective bargaining agreement covering their employment.

• Postretirement benefits – Our U.S. and Canadian subsidiaries provide health care and other postretirement 

benefits to most retirees. U.S. salaried and non-union hourly employees hired prior to 2004 are eligible to 

participate in our U.S. postretirement benefit plans. The postretirement benefits of our unionized workers 

are in accordance with the applicable collective bargaining agreement covering their employment.

• Other postemployment benefits – Our other postemployment benefits consist primarily of severance. These 

plans cover most salaried and certain hourly employees, and their cost is charged to expense over the 

working life of the covered employees.

Pension Plans

Obligations and Funded Status:
The projected benefit obligations, plan assets, and funded status of our pension plans at December 28, 2013 and 

December 29, 2012 were:

  U.S. Plans Non-U.S. Plans

 
December 28,

2013
December 29,

2012
December 28,

2013
December 29,

2012
  (in millions)
Benefit obligation at beginning of year $ 7,130 $ — $ 1,418 $ 573

Service cost 100 32 21 12

Interest cost 287 70 55 32

Benefits paid (316) (154) (79) (47)

Actuarial (gains) / losses (778) (25) (47) 52

Plan amendments 9 — — —

Currency — — (98) 3

— 7,207 — 790

Settlements (512) — — —

Curtailments (3) — (9) —

Special termination benefits 61 — 1 —

Other — — 5 3

Benefit obligation at end of year 5,978 7,130 1,267 1,418

Fair value of plan assets at beginning of year 5,460 — 1,089 470

Actual return on plan assets 654 122 144 68

Contributions 435 7 181 38

Benefits paid (316) (154) (79) (47)

Currency — — (82) 3

— 5,485 — 557

Settlements (512) — — —

Fair value of plan assets at end of year 5,721 5,460 1,253 1,089

Net pension liability recognized at end of year $ (257) $ (1,670) $ (14) $ (329)

The accumulated benefit obligation, which represents benefits earned to the measurement date, was $5,781 million 

at December 28, 2013 and $6,802 million at December 29, 2012 for the U.S. pension plans. The accumulated 

benefit obligation for the non-U.S. pension plans was $1,191 million at December 28, 2013 and $1,303 million at 

December 29, 2012.
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The combined U.S. and non-U.S. pension plans resulted in a net pension liability of $271 million at December 28, 

2013 and $1,999 million at December 29, 2012. We recognized these amounts in our consolidated balance sheets 

at December 28, 2013 and December 29, 2012 as follows:

 
December 28,

2013
December 29,

2012
  (in millions)
Prepaid pension assets $ 162 $ 15

Other current liabilities (28) (24)

Accrued pension costs (405) (1,990)

$ (271) $ (1,999)

Certain of our U.S. and non-U.S. plans are underfunded and have accumulated benefit obligations in excess of plan 

assets. For these plans, the projected benefit obligations, accumulated benefit obligations, and the fair value of plan 

assets at December 28, 2013 and December 29, 2012 were:

  U.S. Plans Non-U.S. Plans

 
December 28,

2013
December 29,

2012
December 28,

2013
December 29,

2012
  (in millions)
Projected benefit obligation $ 203 $ 7,130 $ 52 $ 1,319

Accumulated benefit obligation 186 6,802 44 1,205

Fair value of plan assets 17 5,460 — 975

We used the following weighted average assumptions to determine our benefit obligations under the pension plans 

at December 28, 2013 and December 29, 2012:

  U.S. Plans Non-U.S. Plans

 
December 28,

2013
December 29,

2012
December 28,

2013
December 29,

2012

Discount rate 4.94% 4.05% 4.56% 4.00%

Rate of compensation increase 4.00% 4.00% 3.00% 3.00%

Components of Net Pension (Benefit) / Cost:
Net periodic pension (benefit) / cost consisted of the following for the years ended December 28, 2013, December 

29, 2012, and December 31, 2011:

U.S. Plans Non-U.S. Plans
For the Years Ended For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011
December 28,

2013
December 29,

2012
December 31,

2011
(in millions)

Service cost $ 100 $ 32 $ — $ 21 $ 12 $ 7

Interest cost 287 70 — 55 32 26

Expected return on plan
assets (315) (105) — (57) (43) (35)

Actuarial (gains) / losses (1,154) (41) — (128) 28 84

Amortization of prior
service cost 4 1 — — — —

Settlements 69 — — — — —

Curtailments (3) — — (9) — —

Special termination
benefits 61 — — 1 — —

Net pension (benefit) / cost $ (951) $ (43) $ — $ (117) $ 29 $ 82

We remeasure all of our postemployment benefit plans at least annually at the end of our fiscal year.  The 

remeasurement as of December 28, 2013, resulted in an aggregate benefit from market-based impacts of $1.3 

billion primarily driven by an 80 basis point weighted average increase in the discount rate and excess asset 
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returns. We recorded $707 million of the benefit from market-based impacts in cost of sales and $561 million in 

selling, general and administrative expenses. The annual remeasurement resulted in benefit from market-based 

impacts of $29 million as of December 29, 2012 and an expense from market-based impacts of $68 million as of 

December 31, 2011.  Market-based impacts are included in actuarial (gains) / losses and in settlements in the table 

above. We disclose market-based impacts separately in order to provide better transparency of our operating 

results.  We define market-based impacts as the costs or benefits resulting from the change in discount rates, the 

difference between our estimated and actual return on trust assets, and other assumption changes driven by 

changes in the law or other external factors.  

Net pension costs included settlement losses of $69 million in 2013 related to retiring employees who elected lump-

sum payments. Net pension costs also included special termination benefits associated with our voluntary early 

retirement program of $62 million in 2013, which were included in our Restructuring Program.

We determine the expected return on plan assets based on asset fair values as of the measurement date.

As of December 28, 2013, we expected to amortize an estimated $5 million of prior service cost from accumulated 

other comprehensive earnings / (losses) into net periodic pension cost for the combined U.S. and non-U.S. pension 

plans during 2014.

We used the following weighted average assumptions to determine our net pension cost for the years ended 

December 28, 2013, December 29, 2012 and December 31, 2011:

  U.S. Plans Non-U.S. Plans

 
December 28,

2013
December 29,

2012
December 31,

2011
December 28,

2013
December 29,

2012
December 31,

2011

Discount rate 4.34% 3.85% N/A 4.00% 4.03% 5.00%

Expected rate of return on
plan assets 5.75% 8.00% N/A 5.00% 7.04% 7.36%

Rate of compensation
increase 4.00% 4.00% N/A 3.00% 3.00% 3.00%

Year-end discount rates for our U.S. and non-U.S. plans were developed from a model portfolio of high quality, 

fixed-income debt instruments with durations that match the expected future cash flows of the benefit obligations. 

We determine our expected rate of return on plan assets from the plan assets’ historical long-term investment 

performance, current and future asset allocation, and estimates of future long-term returns by asset class.

Plan Assets:
The fair value of pension plan assets at December 28, 2013 was determined using the following fair value 

measurements:

Asset Category Total Fair Value

Quoted Prices
in Active Markets

for Identical
Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

  (in millions)
Non-U.S. equity securities $ 645 $ 645 $ — $ —

Pooled funds equity securities 3,123 6 3,117 —

Total equity securities 3,768 651 3,117 —

Government bonds 719 621 98 —

Pooled funds fixed-income securities 642 — 642 —

Corporate bonds and other fixed-income
securities 1,566 1 1,565 —

Total fixed-income securities 2,927 622 2,305 —

Real estate 214 — — 214

Other 8 8 — —

Total $ 6,917 $ 1,281 $ 5,422 $ 214

We excluded plan assets of $57 million at December 28, 2013 from the above table related to certain insurance 

contracts as they are reported at contract value, in accordance with authoritative guidance.



   

62

The fair value of pension plan assets at December 29, 2012 was determined using the following fair value 

measurements:

Asset Category
Total Fair

Value

Quoted Prices
in Active Markets

for Identical
Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

  (in millions)
Non-U.S. equity securities $ 707 $ 707 $ — $ —

Pooled funds equity securities 3,269 — 3,269 —

Total equity securities 3,976 707 3,269 —

Government bonds 584 543 41 —

Pooled funds fixed-income securities 429 — 429 —

Corporate bonds and other fixed-income
securities 1,301 — 1,294 7

Total fixed-income securities 2,314 543 1,764 7

Real estate 186 — — 186

Other 7 7 — —

Total $ 6,483 $ 1,257 $ 5,033 $ 193

We excluded plan assets of $66 million at December 29, 2012 from the above table related to certain insurance 

contracts as they are reported at contract value, in accordance with authoritative guidance.

Fair value measurements:
• Level 1 – includes primarily non-U.S. equity securities and certain government bonds valued using quoted 

prices in active markets.

• Level 2 – includes primarily pooled funds valued using net asset values of participation units held in 

common collective trusts, as reported by the managers of the trusts and as supported by the unit prices of 

actual purchase and sale transactions. Level 2 plan assets also include corporate bonds and other fixed-

income securities, valued using independent observable market inputs, such as matrix pricing, yield curves, 

and indices.

• Level 3 – includes primarily real estate valued using unobservable inputs that reflect the plans’ assumptions 

that market participants would use in pricing the assets, based on the best information available. Fair value 

estimates for real estate investments are calculated by the investment managers using the present value of 

future cash flows expected to be received from the investments, based on valuation methodologies such as 

appraisals, local market conditions, and current and projected operating performance.

Changes in our Level 3 plan assets, which are recorded in operations, for the year ended December 28, 2013 

included:

Asset Category

December 30,
2012

Balance

Net Realized
and Unrealized
Gains/(Losses)

Net Purchases,
Issuances and

Settlements

Net Transfers
Into/(Out of)

Level 3

December 28,
2013

Balance
  (in millions)
Corporate bonds and other fixed-

income securities $ 7 $ — $ (2) $ (5) $ —

Real estate 186 27 1 — 214

Total Level 3 investments $ 193 $ 27 $ (1) $ (5) $ 214
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Changes in our Level 3 plan assets, which are recorded in operations, for the year ended December 29, 2012 

included:

Asset Category

January 1,
2012

Balance

Net Realized
and Unrealized
Gains/(Losses)

Net Purchases,
Issuances and

Settlements

Net Transfers
Into/(Out of)

Level 3

December 29,
2012

Balance
  (in millions)
Corporate bond and other fixed-

income securities — — 7 — 7

Real estate $ — $ (1) $ 187 $ — $ 186

Total Level 3 investments $ — $ (1) $ 194 $ — $ 193

In connection with the Spin-Off, International transferred to us $3 million of corporate bonds and other 

fixed-income securities and $187 million of real estate which are classified as Level 3 pension assets.

The percentage of fair value of pension plan assets at December 28, 2013 and December 29, 2012 was:

  U.S. Plans Non-U.S. Plans

Asset Category
December 28,

2013
December 29,

2012
December 28,

2013
December 29,

2012

Equity securities 53% 61% 61% 64%

Fixed-income securities 43% 36% 38% 35%

Real estate 4% 3% — —

Other —% —% 1% 1%

Total 100% 100% 100% 100%

During 2013, we began a new liability-driven investment strategy for pension assets.  This strategy, which will be 

phased in over the next several years, better aligns our pension assets with the projected benefit obligation to 

reduce volatility by targeting an investment of approximately 80% of our U.S. plan assets in fixed-income securities 

and approximately 20% in equity securities.

As of December 28, 2013, approximately 43% of our U.S. plan assets are in fixed-income securities and 

approximately 53% are in equity securities. The strategy uses actively managed and indexed U.S. investment grade 

fixed-income securities (which constitute 97% or more of fixed-income securities) with lesser allocations to high 

yield fixed-income securities, indexed U.S. equity securities, and actively managed and indexed international equity 

securities.

For the plans outside the U.S., the investment strategy is subject to local regulations and the asset / liability profiles 

of the plans in each individual country. In aggregate, the long-term asset allocation targets of our non-U.S. plans are 

broadly characterized as a mix of 70% fixed-income securities and 30% equity securities. The other asset balance 

of our non-U.S. plans at December 28, 2013 primarily related to $8 million in cash accounts.

We attempt to maintain our target asset allocation by rebalancing between asset classes as we make contributions 

and monthly benefit payments.

Employer Contributions:
In order to align cash flows with expenses and reduce volatility, we have executed a level funding strategy. For our 

U.S. qualified pension plans, in 2014, we currently are only required to make a nominal cash contribution under the 

Pension Protection Act of 2006. However, based on our level funding strategy, we estimate that 2014 pension 

contributions will be approximately $160 million to our U.S. plans and approximately $40 million to our non-U.S. 

plans.  Our actual contributions may be different due to many factors, including changes in tax and other benefit 

laws, significant differences between expected and actual pension asset performance or interest rates, or other 

factors. In 2013, we contributed $435 million to our U.S. pension plans and $176 million to our non-U.S. pension 

plans. Of the total 2013 pension contributions, approximately $518 million was voluntary. We make contributions to 

our U.S. and non-U.S. pension plans, primarily, to the extent that they are tax deductible. In addition, employees 

contributed $5 million in 2013 to our non-U.S. plans and $3 million in 2012.
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Future Benefit Payments:
The estimated future benefit payments from our pension plans at December 28, 2013 were:

  U.S. Plans Non-U.S. Plans
  (in millions)
2014 $ 438 $ 72

2015 391 71

2016 403 71

2017 410 71

2018 412 71

2019-2023 2,147 365

Other Costs:
We made contributions to multiemployer pension plans of $2 million in 2013 and $1 million in 2012 subsequent to 

the Spin-Off. These plans provide pension benefits to retirees under certain collective bargaining agreements. We 

also sponsor and contribute to employee savings plans. These plans cover eligible salaried, non-union, and union 

employees. Our contributions and costs are determined by the matching of employee contributions, as defined by 

the plans. Amounts charged to expense for defined contribution plans totaled $61 million in 2013 and $12 million in 

2012 subsequent to the Spin-Off.

Postretirement Benefit Plans

Obligations:
Our postretirement health care plans are not funded. The changes in and the amount of the accrued benefit 

obligation at December 28, 2013 and December 29, 2012. were:

 
December 28,

2013
December 29,

2012
  (in millions)
Accrued benefit obligation at beginning of year $ 3,738 $ —

Service cost 35 8

Interest cost 143 32

Benefits paid (188) (49)

Plan amendments (40) —

Currency (14) (2)

Actuarial (gains) / losses (403) 187

Special termination benefits 6 —

— 3,562

Accrued benefit obligation at end of year $ 3,277 $ 3,738

We used the following weighted average assumptions to determine our postretirement benefit obligations at 

December 28, 2013 and December 29, 2012:

 
December 28,

2013
December 29,

2012

Discount rate 4.69% 3.89%

Health care cost trend rate assumed for next year 7.28% 7.53%

Ultimate trend rate 5.03% 5.03%

Year that the rate reaches the ultimate trend rate 2023 2023

Year-end discount rates for our U.S. and non-U.S. plans were developed from a model portfolio of high quality, 

fixed-income debt instruments with durations that match the expected future cash flows of the benefit obligations. 

Our expected health care cost trend rate is based on historical costs.
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Assumed health care cost trend rates have a significant impact on the amounts reported for the health care plans. A 

one-percentage-point change in assumed health care cost trend rates would have the following effects as of 

December 28, 2013:

  One-Percentage-Point
  Increase Decrease
  (in millions)
Effect on annual service and interest cost $ 21 $ (17)

Effect on postretirement benefit obligation 340 (284)

Components of Net Postretirement Health Care (Benefit) / Cost:
Net postretirement health care (benefit) / cost consisted of the following for the years ended December 28, 2013, 

December 29, 2012, and December 31, 2011:

  For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Service cost $ 35 $ 8 $ —

Interest cost 143 32 —

Actuarial (gains) / losses (376) 188 —

Amortization of prior service credit (26) (7) —

Special termination benefits 5 — —

Net postretirement health care (benefit) / cost $ (219) $ 221 $ —

As a result of the annual remeasurement of our postretirement health care plans, we recorded a benefit from 

market-based impacts of $292 million as of December 28, 2013, primarily driven by an 80 basis point weighted 

average increase in the discount rate. We recorded expense from market-based impacts of $250 million as of 

December 29, 2012.  Market-based impacts are included in actuarial (gains) / losses in the table above. The special 

termination benefits were associated with our voluntary early retirement program in 2013. 

As of December 28, 2013, we expected to amortize an estimated $29 million of prior service credit from 

accumulated other comprehensive earnings / (losses) into net postretirement health care costs during 2014.

We used the following weighted average assumptions to determine our net postretirement cost for the years ended 

December 28, 2013, December 29, 2012, and December 31, 2011:

 
December 28,

2013
December 29,

2012
December 31,

2011

Discount rate 3.89% 3.61% N/A

Health care cost trend rate 7.53% 7.06% N/A

Future Benefit Payments:
Our estimated future benefit payments for our postretirement health care plans at December 28, 2013 were:

  (in millions)

2014 $ 201

2015 201

2016 200

2017 200

2018 200

2019-2023 979

Other Costs:
We made contributions to multiemployer medical plans totaling $27 million in 2013 and $5 million in 2012 

subsequent to the Spin-Off. These plans provide medical benefits to active employees and retirees under certain 

collective bargaining agreements.
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Other Postemployment Benefit Plans

Obligations:
Our other postemployment plans are primarily not funded. The changes in and the amount of the accrued benefit 

obligation at December 28, 2013 and December 29, 2012 were:
 

 
December 28,

2013
December 29,

2012
  (in millions)
Accrued benefit obligation at beginning of year $ 63 $ 52

Service cost 2 4

Interest cost 2 2

Benefits paid (6) (10)

Actuarial gains (2) (1)

— 15

Other (4) 1

Accrued benefit obligation at end of year $ 55 $ 63

The accrued benefit obligation was determined using a weighted average discount rate of 3.1% in 2013 and 2.6% 

in 2012, an assumed ultimate annual turnover rate of 0.5% in 2013 and 2012, a weighted average assumed 

compensation cost increase of 4.0% in 2013 and 3.5% in 2012, and assumed benefits as defined in the respective 

plans.

Other postemployment costs arising from actions that offer employees benefits in excess of those specified in the 

respective plans are charged to expense when incurred.

Components of Net Postemployment Cost:
Net postemployment cost consisted of the following for the years ended December 28, 2013, December 29, 2012, 

and December 31, 2011:

  For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011

  (in millions)

Service cost $ 2 $ 4 $ 2

Interest cost 2 2 1

Actuarial (gains) / losses (2) 1 23

Other (1) — 16

Net other postemployment cost $ 1 $ 7 $ 42

A benefit from market-based impacts of $1 million as of December 28, 2013 and an expense of $2 million as of 

December 29, 2012 and December 31, 2011 were included in actuarial (gains) / losses in the table above.  Other 

postemployment costs in 2011 primarily relate to the recognition of the partially funded Canadian postemployment 

plan.

As of December 28, 2013, we do not expect to amortize any prior service cost / (credit) for the other 

postemployment benefit plans from accumulated other comprehensive earnings / (losses) into net postemployment 

costs during 2014.

Our Participation in International’s Pension and Other Postemployment Benefit Plans and the 
Spin-Off Impact

Prior to the Spin-off, International provided defined benefit pension, postretirement health care, defined 

contribution, and multiemployer pension and medical benefits to our eligible employees and retirees. As such, we 

applied the multiemployer plan accounting approach and these liabilities were not reflected in our consolidated 

balance sheets. We provided pension coverage for certain employees of our Canadian operations through separate 

plans and certain pension and postemployment benefits of our Canadian operations, which were included in our 

financial statements prior to the Spin-Off. As part of the Spin-Off, the plans were split and we assumed the 
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obligations previously provided by International. Accordingly, International transferred to us the 

plan assets and liabilities associated with our active, retired, and other former employees, including liabilities for 

most of the retired North American International employees. We assumed net benefit plan liabilities of 

$5.5 billion from International, which was in addition to the $0.1 billion of net benefit plan liabilities we had 

previously reported in our historical financial statements, for a total liability of $5.6 billion on October 1, 2012.

Total International benefit plan costs allocated to us were $491 million in the first nine months of 2012 

prior to the Spin-Off and $497 million in 2011. The expense allocations for these benefits were determined based on 

a review of personnel by business unit and based on allocations of corporate or other shared functional personnel. 

These allocated costs are reflected in our cost of sales and selling, general and administrative expenses. These 

costs were funded through intercompany transactions with International and were reflected within the 

parent company investment equity balance. Our allocated expenses in connection with the pension plans were 

$283 million in 2012 and $261 million in 2011. Our allocated expenses in connection with the postretirement plans 

were $142 million in 2012 and $160 million in 2011.

Note 10.   Financial Instruments

Fair Value of Derivative Instruments:

The fair values of derivative instruments recorded in the consolidated balance sheets as of December 28, 2013 and 

December 29, 2012 were:

 
December 28,

2013
December 29,

2012
  Assets Liabilities Assets Liabilities
  (in millions)

Derivatives designated as hedging
instruments:

Commodity contracts $ 5 $ 4 $ 7 $ 11

Foreign exchange contracts 48 — 8 3

$ 53 $ 4 $ 15 $ 14

Derivatives not designated as hedging
instruments:

Commodity contracts $ 40 $ 21 $ 24 $ 34

Total fair value $ 93 $ 25 $ 39 $ 48

The fair value of our asset derivatives is recorded within other current assets and other assets. The fair value of our 

liability derivatives is recorded within other current liabilities.

The fair value (asset / (liability)) of our derivative instruments at December 28, 2013 was determined using:

Total
Fair Value

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant
Other Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

  (in millions)

Commodity contracts $ 20 $ 20 $ — $ —

Foreign exchange contracts 48 — 48 —

Total derivatives $ 68 $ 20 $ 48 $ —
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The fair value (asset / (liability)) of our derivative instruments at December 29, 2012 was determined using:

Total
Fair Value

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant
Other Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

  (in millions)

Commodity contracts $ (14) $ (7) $ (7) $ —

Foreign exchange contracts 5 — 5 —

Total derivatives $ (9) $ (7) $ (2) $ —

Level 1 financial assets and liabilities consist of commodity futures and options contracts and are valued using 

quoted prices in active markets for identical assets and liabilities.

Level 2 financial assets and liabilities consist of commodity forwards and foreign exchange forwards. Commodity 

derivatives are valued using an income approach based on the observable market commodity index prices less the 

contract rate multiplied by the notional amount. Foreign currency contracts are valued using an income approach 

based on observable market forward rates less the contract rate multiplied by the notional amount. Our calculation 

of the fair value of financial instruments takes into consideration the risk of nonperformance, including counterparty 

credit risk.

Derivative Volume:
The net notional values of our derivative instruments as of December 28, 2013 and December 29, 2012 were:

  Notional Amount
December 28,

2013
December 29,

2012
  (in millions)

Commodity contracts $ 484 $ 518

Foreign exchange contracts 901 947

Cash Flow Hedges:
Cash flow hedge activity, net of income taxes, within accumulated other comprehensive (losses) / earnings 

included:

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Accumulated other comprehensive (losses) / earnings at
beginning of period $ (152) $ (18) $ 32

Unrealized gains / (losses) 20 (199) (4)

Transfer of realized losses / (gains) to earnings 3 69 (46)

— (4) —

Accumulated other comprehensive losses at end of period $ (129) $ (152) $ (18)

The unrealized (losses) / gains, net of income taxes, recognized in other comprehensive earnings were:

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Commodity contracts $ (16) $ (57) $ 16

Foreign exchange contracts 36 (5) (4)

Interest rate contracts — (137) (16)

Total $ 20 $ (199) $ (4)
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The (losses) / gains, net of income taxes, reclassified from accumulated other comprehensive earnings / (losses) 

into net earnings were:

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Commodity contracts $ (26) $ (49) $ 52

Foreign exchange contracts 31 (1) (6)

Interest rate contracts (8) (19) —

Total $ (3) $ (69) $ 46

The gains / (losses) on ineffectiveness recognized in pre-tax earnings were:

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Commodity contracts $ — $ (4) $ 2

Interest rate contracts — (23) —

Total $ — $ (27) $ 2

We record (i) the pre-tax gain or loss reclassified from accumulated other comprehensive earnings / (losses) into 

earnings and (ii) the gain or loss on ineffectiveness in:

• cost of sales for commodity contracts;

• cost of sales for foreign exchange contracts related to forecasted transactions; and

• interest and other expense, net for interest rate contracts and foreign exchange contracts related to 

intercompany loans.

Based on our valuation at December 28, 2013, we would expect to transfer unrealized losses of $3 million (net of 

taxes) for commodity cash flow hedges, unrealized gains of $11 million (net of taxes) for foreign currency cash flow 

hedges, and unrealized losses of $8 million (net of taxes) for interest rate cash flow hedges to earnings during the 

next 12 months.

Hedge Coverage:
As of December 28, 2013, we had hedged forecasted transactions for the following durations:

• commodity transactions for periods not exceeding the next twelve months;

• foreign currency transactions for periods not exceeding the next five years; and

• interest rate transactions for periods not exceeding the next 29 years.

Economic Hedges:
Gains recorded in net earnings for economic hedges which are not designated as hedging instruments included:

  For the Years Ended Location of
Gain/(Loss)
Recognized

Earnings 
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)  

Commodity contracts $ 14 $ 36 $ 31 Cost of sales

Note 11. Commitments and Contingencies

Legal Proceedings:

We are routinely involved in legal proceedings, claims, and governmental inquiries, inspections or investigations 

(“Legal Matters”) arising in the ordinary course of our business.

On March 1, 2011, the Starbucks Coffee Company (“Starbucks”) took control of the Starbucks packaged coffee 

business (“Starbucks CPG business”) in grocery stores and other channels. Starbucks did so without our 
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authorization and in what we contended was a violation and breach of our license and supply agreement with 

Starbucks related to the Starbucks CPG business (the “Starbucks Agreement”). The dispute was arbitrated in 

Chicago, Illinois, and on November 12, 2013, the arbitrator issued a decision awarding us compensation for 

Starbucks’ unilateral termination of the Starbucks Agreement. While we remained the named party in the 

proceeding, pursuant to the Separation and Distribution Agreement between International and us, 

International paid any costs and expenses incurred in connection with the arbitration and we directed the 

payment of the recovery we were awarded in the arbitration proceeding to International. The arbitration’s 

outcome did not have a material financial impact on us.

While we cannot predict with certainty the results of Legal Matters in which we are currently involved or may in the 

future be involved, we do not expect that the ultimate costs to resolve any of the Legal Matters that are currently 

pending will have a material adverse effect on our financial condition or results of operation.

Third-Party Guarantees:
We have third-party guarantees primarily covering long-term obligations related to leased properties. The carrying 

amount of our third-party guarantees on our consolidated balance sheet was $24 million at December 28, 2013 and 

$22 million at December 29, 2012. The maximum potential payment under these guarantees was $53 million at 

December 28, 2013 and $64 million at December 29, 2012. Substantially all of these guarantees expire at various 

times through 2027.

Leases:

Rental expenses were $176 million in 2013, $150 million in 2012, and $169 million in 2011. As of December 28, 

2013, minimum rental commitments under non-cancelable operating leases in effect at year-end were (in millions):

2014 $ 109

2015 85

2016 71

2017 56

2018 49

Thereafter 126

Total $ 496

In the fourth quarter, we entered into a build-to-suit lease on a facility we expect to be completed in early 2015.  

Under this agreement, we have committed to pay approximately $70 million over a 21-year lease term.
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Note 12. Income Taxes

Earnings from continuing operations before income taxes and the provision for income taxes consisted of the 

following:

For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)
Earnings from continuing operations before income taxes:

United States $ 3,596 $ 2,156 $ 2,650

Outside United States 494 297 226

Total $ 4,090 $ 2,453 $ 2,876

Provision for income taxes:

United States federal:

Current $ 591 $ 209 $ 816

Deferred 566 424 43

1,157 633 859

State and local:

Current 34 54 169

Deferred 61 43 9

95 97 178

Total United States 1,252 730 1,037

Outside United States:

Current 42 78 77

Deferred 81 3 (13)

Total outside United States 123 81 64

Total provision for income taxes $ 1,375 $ 811 $ 1,101

The effective income tax rate on pre-tax earnings differed from the U.S. federal statutory rate for the following 

reasons :

For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011

U.S. federal statutory rate 35.0 % 35.0 % 35.0 %

Increase / (decrease) resulting from:

U.S. state and local income taxes, net of federal tax benefit
excluding IRS audit impacts 1.7 % 2.8 % 3.9 %

U.S. federal and state reserves on IRS audit settlements (0.1)% (1.3)% 1.1 %

Domestic manufacturing deduction (1.2)% (2.7)% (1.7)%

Foreign rate differences (1.8)% (1.1)% (0.3)%

Other — % 0.4 % 0.3 %

Effective tax rate 33.6 % 33.1 % 38.3 %

Our 2013 effective tax rate included net tax benefits of $61 million from discrete one-time events, primarily from 

various U.S. federal, foreign, and state tax audit developments, statute of limitations expirations during the year, 
and valuation allowance reversals of $23 million.

Our 2012 effective tax rate included net tax benefits of $33 million from discrete one-time events, primarily from 

various U.S. federal, foreign, and state tax audit developments during the year.
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Our 2011 effective tax rate included net tax costs of $52 million, primarily due to various U.S. federal and state tax 

audit developments during the year as well as the revaluation of state deferred tax assets and liabilities resulting 

from state tax legislation enacted in 2011.

Our unrecognized tax benefits of $259 million at December 28, 2013 are included in other current liabilities and 

other liabilities. If we had recognized all of these benefits, the net impact on our income tax provision would have 

been $168 million. The amount of net unrecognized tax benefits could decrease by approximately $50 million to $75 

million during the next 12 months. We include accrued interest and penalties related to uncertain tax positions in 

our tax provision. We have accrued interest and penalties of $74 million as of December 28, 2013 and $67 million 

as of December 29, 2012. Our provision for income taxes included $13 million in 2013 and $18 million in 2012 for 

interest and penalties and we paid interest and penalties of $2 million during 2013 and $4 million during 2012.

The changes in our unrecognized tax benefits were:

For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)
Beginning of year $ 258 $ 371 $ 329

Increases from positions taken during prior periods 2 11 34

Decreases from positions taken during prior periods (5) (90) (18)

Decreases from statute of limitations expirations (28) — (1)

Increases from positions taken during the current period 39 16 33

— (9) —

Decreases relating to settlements with taxing authorities (3) (33) (13)

Currency / other (4) (8) 7

End of year $ 259 $ 258 $ 371

We have entered into a tax sharing agreement with International, which provides that for periods prior to 

October 1, 2012, International is liable for and will indemnify us against all U.S. federal income taxes and 

substantially all foreign income taxes, excluding Canadian income taxes; and that we are liable for and will 

indemnify International against U.S. state income taxes and Canadian federal and provincial income 

taxes. However, if we breach certain covenants or other obligations or are involved in certain change-in-control 

transactions, International may not be required to indemnify us for income taxes arising pursuant to the 

Spin-Off. Similarly, if International breaches certain covenants or other obligations or are involved in other 

change-in-control transactions, we may not be required to indemnify them for income taxes arising pursuant to the 

Spin-Off.

Our U.S. operations were included in International’s U.S. federal consolidated income tax returns for tax 

periods through October 1, 2012. In July 2012, International reached a final resolution on a U.S. federal 

income tax audit of the 2004-2006 tax years and on a Canadian income tax audit of certain matters related to the 

2003-2006 tax years. The U.S. federal statute of limitations remains open for tax year 2007 and forward, and 

federal income tax returns for 2007-2009 are currently under examination. As noted above Kraft is indemnified for 

federal taxes U.S. state and local and foreign jurisdictions have statutes of limitations generally ranging from three 

to five years unless we agree to an extension. In Canada, our only significant foreign jurisdiction, the earliest open 

tax year is 2006.

At December 28, 2013, Kraft had outside tax basis in excess of book basis in certain foreign subsidiaries in which 

earnings are indefinitely reinvested.  As of that date, applicable U.S. federal income taxes and foreign withholding 

taxes had not been provided on approximately $375 million of unremitted earnings of such foreign subsidiaries.  If 

such earnings were to be remitted, our incremental tax cost would be approximately $15 million.
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The tax effects of temporary differences that gave rise to deferred income tax assets and liabilities consisted of the 

following at December 28, 2013 and December 29, 2012:

 
December 28,

2013
December 29,

2012
  (in millions)
Deferred income tax assets:

Pension benefits $ 104 $ 730

Postretirement benefits 1,238 1,418

Other employee benefits 122 102

Other 497 442

Total deferred income tax assets 1,961 2,692

Valuation allowance (3) (26)

Net deferred income tax assets $ 1,958 $ 2,666

Deferred income tax liabilities:

Trade names $ (828) $ (827)

Property, plant and equipment (949) (969)

Debt exchange (384) (418)

Other (65) (17)

Total deferred income tax liabilities (2,226) (2,231)

Net deferred income tax assets / (liabilities) $ (268) $ 435

Note 13. Accumulated Other Comprehensive Earnings / (Losses)

Total accumulated other comprehensive earnings / (losses) consists of net earnings / (losses) and other changes in 

business equity from transactions and other events from sources other than shareholders. It includes foreign 

currency translation gains and losses, defined postemployment benefit plan adjustments, and unrealized gains and 

losses from derivative instruments designated as cash flow hedges. 

The components of, and changes in, accumulated other comprehensive earnings / (losses) were as follows (net of 

tax):

 

Foreign
Currency

Adjustments

Postemployment
Benefit Plan
Adjustments

Derivative
Hedging

Adjustments

Total
Accumulated Other

Comprehensive
Earnings / (Losses)

  (in millions)

Balance at December 30, 2012 $ (359) $ 51 $ (152) $ (460)

Other comprehensive (losses) / gains
before reclassifications:

Foreign currency adjustments (68) — — (68)

Unrealized gains in fair value — — 20 20

Prior service credits — 19 — 19

(68) 19 20 (29)

Amounts reclassified from
accumulated other comprehensive
earnings:

Transfer of realized losses in fair
value to net earnings — — 3 3

Amortization of prior service
credits — (13) — (13)

— (13) 3 (10)

Net current-period other
comprehensive (losses) / earnings (68) 6 23 (39)

Balances at December 28, 2013 $ (427) $ 57 $ (129) $ (499)
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Amounts reclassified from accumulated other comprehensive earnings / (losses) in the year ended December 28, 

2013 were as follows:

Amount Reclassified from
Accumulated

Other Comprehensive
Earnings / (Losses)

Details about Accumulated Other Comprehensive
Earnings / (Losses) Components

For the
Year Ended

December 28, 2013  

Affected Line Item in
the Statement Where

Net Income is Presented
     

Derivative hedging (gains) / losses

Commodity contracts $ 42    Cost of sales

Foreign exchange contracts (50) Interest and other expense, net

Interest rate contracts 12    Interest and other expense, net

Total before tax 4    Earnings before income taxes

Tax expense (1)    Provision for income taxes

Net of tax $ 3    Net earnings

Postemployment benefit plan adjustments

Amortization of prior service credits
$ (22)

(1)

Total before tax (22) Earnings before income taxes

Tax benefit 9    Provision for income taxes

Net of tax $ (13) Net earnings

(1) These accumulated other comprehensive earnings components are included in the computation of net periodic pension and 

postretirement health care costs. See Note 9, Postemployment Benefit Plans, for additional information.

Note 14. Earnings Per Share (“EPS”)

We grant shares of restricted stock and RSUs that are considered to be participating securities. Due to the 

presence of participating securities, we have calculated our EPS using the two-class method.

  For the Years Ended

 
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions, except per share data)

Basic EPS:
Net earnings $ 2,715 $ 1,642 $ 1,775

Earnings allocated to participating securities 12 5 —

Earnings available to common shareholders - basic $ 2,703 $ 1,637 $ 1,775

Weighted average common shares outstanding 594 591 591

Net earnings per share $ 4.55 $ 2.77 $ 3.00

Diluted EPS:
Net earnings $ 2,715 $ 1,642 $ 1,775

Earnings allocated to participating securities 12 5 —

Earnings available to common shareholders - diluted $ 2,703 $ 1,637 $ 1,775

Weighted average common shares outstanding 594 591 591

Effect of dilutive securities 5 5 —

Weighted average common shares, including dilutive effect 599 596 591

Net earnings per share $ 4.51 $ 2.75 $ 3.00
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We excluded 0.3 million antidilutive stock options and Performance Shares from our calculation of weighted 

average shares for diluted EPS for the year ended December 28, 2013.  Antidilutive options were insignificant for 

the years ended December 29, 2012 and December 31, 2011.

Basic and diluted earnings per common share and the average number of common shares outstanding as of 

December 31, 2011 were retrospectively restated for the number of Kraft Foods Group shares outstanding 

immediately following the Spin-Off. The same number of shares was used to calculate basic and diluted EPS since 

no Kraft Foods Group equity awards were outstanding prior to the Spin-Off.

Note 15. Segment Reporting

We manufacture and market food and beverage products, including refrigerated meals, refreshment beverages, 

coffee, cheese, and other grocery products, primarily in the United States and Canada. Effective July 1, 2013, we 

began managing and reporting operating results through six reportable segments: Beverages, 

Cheese, Refrigerated Meals, Meals & Desserts, Enhancers & Snack Nuts, and Canada.  Our remaining 

businesses, including our Foodservice and Exports businesses, are aggregated and disclosed as “Other 

Businesses”.  We reflect this reorganization for all the historical periods presented.

Management uses segment operating income to evaluate segment performance and allocate resources. We 

believe it is appropriate to disclose this measure to help investors analyze segment performance and trends. 

Segment operating income excludes unrealized gains and losses on hedging activities, certain components of our 

postemployment benefit plans, and general corporate expenses (which are a component of selling, general and 

administrative expenses) for all periods presented. 

We exclude the unrealized gains and losses on hedging activities (which are a component of cost of sales) from 

segment operating income in order to provide better transparency of our segment operating results. Once realized, 

the gains and losses on hedging activities are recorded within segment operating results. 

We exclude certain components of our postemployment benefit plans (which are a component of cost of sales and 

selling, general and administrative expenses) from segment operating income because we centrally manage 

postemployment benefit plan funding decisions and the determination of discount rate, expected rate of return on 

plan assets, and other actuarial assumptions. We also manage market-based impacts to these benefit plans 

centrally. Therefore, we allocate only the service cost component of our pension plan expense to segment operating 

income.

Furthermore, we centrally manage interest and other expense, net. Accordingly, we do not present these items by 

segment because they are excluded from the segment profitability measure that management reviews.  We use the 

same accounting policies for the segments as those described in Note 1, Summary of Significant Accounting 
Policies.

Our segment net revenues and earnings consisted of:

  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Net revenues:

Beverages $ 2,681 $ 2,718 $ 2,990

Cheese 3,925 3,829 3,788

Refrigerated Meals 3,334 3,280 3,313

Meals & Desserts 2,305 2,311 2,271

Enhancers & Snack Nuts 2,101 2,220 2,259

Canada 2,037 2,010 1,967

Other Businesses 1,835 1,903 1,988

Net revenues $ 18,218 $ 18,271 $ 18,576
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  For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
  (in millions)

Earnings before income taxes:

Operating income:

Beverages $ 349 $ 260 $ 450

Cheese 634 618 629

Refrigerated Meals 329 379 319

Meals & Desserts 665 712 722

Enhancers & Snack Nuts 529 592 594

Canada 373 301 302

Other Businesses 227 180 182

Unrealized gains / (losses) on hedging activities 21 13 (64)

Certain postemployment benefit plan income / (costs) 1,622 (305) (240)

General corporate expenses (158) (80) (66)

Operating income 4,591 2,670 2,828

Interest and other expense, net (501) (258) (7)

— 41 55

Earnings before income taxes $ 4,090 $ 2,453 $ 2,876

The increase in postemployment benefit plan income in 2013 compared to costs in 2012 and 2011 resulted 

primarily from our annual remeasurement of our postemployment benefit plans as of December 28, 2013. We were 

allocated multiemployer postemployment benefit plan costs from International of $491 million in 2012 

prior to the Spin-Off and $497 million in 2011. Of these allocated costs, $168 million in 2012 and $143 million in 

2011 were excluded from our segments in certain postemployment benefit plan income / (costs) above.

Included within our segment results are sales to International that totaled $147 million in 2013, $114 

million in 2012, and $100 million in 2011 and costs savings initiatives expenses.  See Note 5, Cost Savings 
Initiatives, for cost savings initiatives expenses by segment. 

See Note 6, Debt, for more information on the increase in interest and other expense net in 2013 compared to 2012 

and 2011.

Total assets, depreciation expense and capital expenditures by segment were:

As of
December 28,

2013
December 29,

2012
(in millions)

Total Assets:

Beverages $ 2,593 $ 2,662

Cheese 4,400 4,455

Refrigerated Meals 2,294 2,321

Meals & Desserts 2,389 2,373

Enhancers & Snack Nuts 5,458 5,567

Canada 2,016 2,275

Other Businesses 1,597 1,607

Unallocated assets 
(1)

2,401 1,919

Total assets $ 23,148 $ 23,179
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(1)
 Unallocated assets consist primarily of cash and cash equivalents, deferred income taxes, prepaid pension 

assets, and derivative financial instrument balances.

For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011
(in millions)

Depreciation Expense:

Beverages $ 69 $ 72 $ 66

Cheese 92 119 80

Refrigerated Meals 84 76 83

Meals & Desserts 49 70 72

Enhancers & Snack Nuts 28 24 25

Canada 38 31 38

Other Businesses 33 36 —

Total depreciation expense $ 393 $ 428 $ 364

For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011

(in millions)

Capital expenditures:

Beverages $ 146 $ 129 $ 121

Cheese 150 84 72

Refrigerated Meals 80 83 88

Meals & Desserts 68 63 57

Enhancers & Snack Nuts 33 37 22

Canada 60 33 37

Other Businesses 20 11 4

Total capital expenditures $ 557 $ 440 $ 401

Concentration of risk:

Our largest customer, Wal-Mart Stores, Inc., accounted for approximately 26% of net revenues in 2013, 25% in 

2012, and 24% in 2011.

Geographic data for net revenues and long-lived assets were:

For the Years Ended
December 28,

2013
December 29,

2012
December 31,

2011

(in millions)

Net revenues:

United States $ 15,676 $ 15,752 $ 16,109

Canada 2,302 2,306 2,265

Exports 240 213 202

Total net revenues $ 18,218 $ 18,271 $ 18,576
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As of
December 28,

2013
December 29,

2012

(in millions)

Long-lived assets:

United States $ 16,516 $ 16,434

Canada 1,724 1,922

Total long-lived assets $ 18,240 $ 18,356

Note 16. Quarterly Financial Data (Unaudited)

  2013 Quarters
  First Second Third Fourth
  (in millions, except per share data)
Net revenues $ 4,513 $ 4,716 $ 4,394 $ 4,595

Gross profit $ 1,470 $ 1,936 $ 1,486 $ 1,932

Net earnings $ 456 $ 829 $ 500 $ 931

Per share data:

Basic earnings per share $ 0.77 $ 1.39 $ 0.84 $ 1.56

Diluted earnings per share $ 0.76 $ 1.38 $ 0.83 $ 1.54

Dividends declared $ 0.50 $ 0.50 $ — $ 1.05

Market price – high $ 52.29 $ 57.84 $ 58.76 $ 55.93

  – low $ 44.16 $ 49.79 $ 51.20 $ 51.72

  2012 Quarters
  First Second Third Fourth
  (in millions, except per share data)
Net revenues $ 4,425 $ 4,766 $ 4,588 $ 4,492

Gross profit $ 1,421 $ 1,616 $ 1,569 $ 1,165

Net earnings $ 483 $ 603 $ 466 $ 90

Per share data:

Basic earnings per share $ 0.82 $ 1.02 $ 0.79 $ 0.15

Diluted earnings per share $ 0.82 $ 1.02 $ 0.79 $ 0.15

Dividends declared $ — $ — $ — $ 0.50

Market price 
(1)

 – high $ — $ — $ 47.30 $ 48.00

   – low $ — $ — $ 43.06 $ 42.00

(1) Our common stock began “when issued” trading on September 17, 2012.

Basic and diluted EPS are computed independently for each of the periods presented. Accordingly, the sum of the 

quarterly EPS amounts may not equal the total for the year.

Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Our CEO and CFO, with other members of management, evaluated the effectiveness of our disclosure controls and 

procedures (as defined in Exchange Act Rule 13a-15(e)) as of the end of the period covered by this report. Based 

upon that evaluation, our CEO and CFO concluded that our disclosure controls and procedures were effective as of 

December 28, 2013.

Internal Control Over Financial Reporting and Changes in Internal Control Over Financial Reporting
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Management’s annual report on internal control over financial reporting (as defined in Rules 13a-15(f) and 15(d)-15

(f) of the Exchange Act) is set forth below. The related report of our independent registered public accounting firm is 

contained in Part II, Item 8 of this report and is incorporated herein by reference.

Our CEO and CFO, with other members of management, evaluated the changes in our internal control over 

financial reporting during the quarter ended December 28, 2013. We determined that there were no changes in our 

internal control over financial reporting during the quarter ended December 28, 2013, that have materially affected, 

or are reasonably likely to materially affect, our internal control over financial reporting.

Report of Management on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as 

defined in Rules 13a-15(f) under the Exchange Act. Our internal control over financial reporting is a process 

designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

financial statements for external purposes in accordance with generally accepted accounting principles. Our internal 

control over financial reporting includes those written policies and procedures that:

• pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions 

and dispositions of assets;

• provide reasonable assurance that transactions are recorded as necessary to permit preparation of 

financial statements in accordance with generally accepted accounting principles;

• provide reasonable assurance that receipts and expenditures are being made only in accordance with 

management and director authorization; and

• provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or 

disposition of assets that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may 

become inadequate because of changes in conditions, or that the degree of compliance with the policies or 

procedures may deteriorate.

Management assessed the effectiveness of our internal control over financial reporting as of December 28, 2013. 

Management based this assessment on criteria described in Internal Control – Integrated Framework (1992) issued 

by the Committee of Sponsoring Organizations of the Treadway Commission.

Based on this assessment, management determined that, as of December 28, 2013, we maintained effective 

internal control over financial reporting.

PricewaterhouseCoopers LLP, an independent registered public accounting firm, who audited the consolidated 

financial statements included in this Annual Report on Form 10-K, has also audited the effectiveness of our internal 

control over financial reporting as of December 28, 2013 as stated in their report which appears herein under Item 

8.

February 21, 2014

Item 9B.  Other Information.

None.

PART III

Item 10.  Directors, Executive Officers and Corporate Governance.

We have a written code of ethics that applies to all of our employees, including our principal executive officer, 

principal financial officer, principal accounting officer or controller, and persons performing similar functions. Our 

code of ethics is available free of charge on our Web site at www.kraftfoodsgroup.com and will be provided free of 

charge to any shareholder submitting a written request to: Corporate Secretary, Kraft Foods Group, Inc., Three 

Lakes Drive, Northfield, IL 60093. Any amendment to our code of ethics and any waiver applicable to our executive 

officers or senior financial officers will be posted on our Web site within the time period required by the SEC and 

applicable NASDAQ rules.  The information on our Web site is not, and shall not be deemed to be, a part of this 

Annual Report on Form 10-K or incorporated into any other filings we make with the SEC.
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Additional information required by this Item 10 is included under the headings “Company Proposals - Proposal 1. 

Election of Directors,” “Corporate Governance and Board Matters – Section 16(a) Beneficial Ownership Reporting 

Compliance,” “Corporate Governance and Board Matters – Governance Guidelines and Codes of Conduct,” and 

“Board Committees and Membership – Audit Committee” in our definitive Proxy Statement for our Annual Meeting 

of Shareholders scheduled to be held on May 6, 2014 (“2014 Proxy Statement”). This information is incorporated by 

reference into this Annual Report on Form 10-K.

Item 11.  Executive Compensation.

Information required by this Item 11 is included under the headings “Board Committees and Membership – 

Compensation Committee,” “Compensation of Non-Employee Directors,” “Compensation Discussion and Analysis," 

and "Executive Compensation Tables,” in our 2014 Proxy Statement. This information is incorporated by reference 

into this Annual Report on Form 10-K.

Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 
Matters.

The number of shares to be issued upon exercise or vesting of awards issued under, and the number of shares 

remaining available for future issuance under, our equity compensation plans at December 28, 2013 were:

Equity Compensation Plan Information

Number of securities to 
be issued upon exercise 
of outstanding options, 
warrants and rights (2)

Weighted average
exercise price of

outstanding options,
warrants and rights

Number of securities
remaining available for
future issuance under

equity compensation plans
(excluding securities

reflected in column (a))
Plan Category (a) (b) (c)

Equity compensation plans approved by
security holders 19,630,459 $ 35.26 49,698,827

(3)

Equity compensation plans not approved 
by security holders (1)

— — 5,000,000

Total 19,630,459 $ 35.26 54,698,827

(1) Consists of shares available for issuance under our Management Stock Purchase Plan pursuant to which certain employees can 

defer up to 50% of their annual bonus into Kraft stock-based deferred compensation units and receive a company match of 25% of 

the deferred amount in Kraft restricted stock units that vest after three years. Under this plan, we do not intend to issue new shares 

of common stock for the Kraft stock-based deferred compensation units, but purchase the shares from the open market. The 

matching shares will be granted from the 2012 Plan.

(2) Includes vesting of deferred and long-term incentive plan stock.

(3) Includes 11,359,565 shares available for issuance under our Employee Stock Purchase Plan (the “ESPP”). The ESPP allows 

employees to purchase shares of Kraft common stock at a discount of up to 15% of the market price of Kraft common stock on the 

date of purchase. Under this plan, we do not intend to issue new shares, but purchase the shares from the open market.

Information related to the security ownership of certain beneficial owners and management is included in our 2014 

Proxy Statement under the heading “Ownership of Equity Securities” and is incorporated by reference into this 

Annual Report on Form 10-K.

Item 13.  Certain Relationships and Related Transactions, and Director Independence.

Information required by this Item 13 is included under the headings “Corporate Governance and Board Matters - 

Independence and Related Person Transactions” in our 2014 Proxy Statement. This information is incorporated by 

reference into this Annual Report on Form 10-K.

Item 14.  Principal Accountant Fees and Services.

Information required by this Item 14 is included under the heading “Board Committees and Membership – Audit 

Committee” in our 2014 Proxy Statement. This information is incorporated by reference into this Annual Report on 

Form 10-K.
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PART IV

Item 15.  Exhibits and Financial Statement Schedules.

(a) Index to Consolidated Financial Statements and Schedules

    Page
Report of Independent Registered Public Accounting Firm  

Consolidated Statements of Earnings for the Years Ended December 28, 2013,
December 29, 2012, and December 31, 2011  

Consolidated Statements of Comprehensive Earnings for the Years Ended December 28,
2013, December 29, 2012, and December 31, 2011  

Consolidated Balance Sheets at December 28, 2013 and December 29, 2012  

Consolidated Statements of Equity for the Years Ended December 28, 2013, December 29,
2012, and December 31, 2011  

Consolidated Statements of Cash Flows for the Years Ended December 28, 2013,
December 29, 2012, and December 31, 2011  

Notes to Consolidated Financial Statements  

Financial Statement Schedule-Valuation and Qualifying Accounts   S-1

Schedules other than those listed above have been omitted either because such schedules are not required or are 

not applicable.
 

(b) The following exhibits are filed as part of, or incorporated by reference into, this Annual Report:

2.1

 

known as Kraft Foods Inc.) and Kraft Foods Group, Inc., dated as of September 27,
2012 (incorporated by reference to Exhibit 2.1 to Amendment No. 1 to our Registration
Statement on Form S-4 filed with the SEC on October 26, 2012 (File No. 333-184314)).

2.2

 

Inc., dated as of September 29, 2012 (incorporated by reference to Exhibit 2.2 to
Amendment No. 2 to our Registration Statement on Form S-4 filed with the SEC on
December 4, 2012 (File No. 333-184314)).

2.3

 

Master Ownership and License Agreement Regarding Patents, Trade Secrets and
Related Intellectual Property between Kraft Foods Global Brands LLC, Kraft Foods
Group Brands LLC, Kraft Foods UK Ltd. and Kraft Foods R&D Inc., dated as of October
1, 2012 (incorporated by reference to Exhibit 2.3 to Amendment No. 2 to our Registration
Statement on Form S-4 filed with the SEC on December 4, 2012 (File No. 333-184314)).

2.4

 

Master Ownership and License Agreement Regarding Trademarks and Related
Intellectual Property between Kraft Foods Global Brands LLC and Kraft Foods Group
Brands LLC., dated as of September 27, 2012 (incorporated by reference to Exhibit 2.4
to Amendment No. 2 to our Registration Statement on Form S-4 filed with the SEC on
December 4, 2012 (File No. 333-184314)).

3.1

 

Amended and Restated Articles of Incorporation of Kraft Foods Group, Inc. (incorporated
by reference to Exhibit 3.1 to our Registration Statement on Form 10 filed with the SEC
on July 17, 2012 (File No. 001-35491)).

3.2

 

Amended and Restated Bylaws of Kraft Foods Group, Inc., effective December 10, 2012
(incorporated by reference to Exhibit 3.1 to our Current Report on Form 8-K filed with the
SEC on December 14, 2012 (File No. 001-35491)).

4.1

 

Indenture by and between Kraft Foods Group, Inc. and Deutsche Bank Trust Company
Americas, as trustee, dated as of June 4, 2012 (incorporated by reference to Exhibit
10.4 to our Registration Statement on Form 10 filed with the SEC on June 21, 2012 (File
No. 001-35491)).

42

43

44

45

46

47

48
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4.2

 

International, Inc. (formerly known as Kraft Foods Inc.), as guarantor, and Deutsche
Bank Trust Company Americas, as trustee, dated as of June 4, 2012 (incorporated by
reference to Exhibit 10.5 to our Registration Statement on Form 10 filed with the SEC on
June 21, 2012 (File No. 001-35491)).

4.3

 

International, Inc. (formerly known as Kraft Foods Inc.), as guarantor, and Deutsche
Bank Trust Company Americas, as trustee, dated as of July 18, 2012 (incorporated by
reference to Exhibit 10.27 to our Registration Statement on Form 10 filed with the SEC
on August 6, 2012 (File No. 001-35491)).

4.4
Inc in 2000) and Citibank, N.A., as trustee, dated as of June 5, 1995 (incorporated by

filed with the SEC on May 9, 2007 (File No. 001-16483)).

Other instruments defining the rights of holders of long-term debt securities of Kraft
Foods Group, Inc. and its subsidiaries are omitted pursuant to Section(b)(4)(iii)(A) of
Item 601 of Regulation S-K. We hereby agree to furnish copies of these instruments to
the SEC upon request.

10.1

 

$3,000,000,000 Five-Year Revolving Credit Agreement, by and among Kraft Foods

guarantor, the initial lenders named therein, JPMorgan Chase Bank, N.A. and Barclays
Bank plc, as co-administrative agents, JPMorgan Chase Bank, N.A., as paying agent,
Citibank, N.A. and The Royal Bank of Scotland plc, as co-syndication agents, and Credit
Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., HSBC Securities (USA)
Inc. and Wells Fargo Bank, National Association, as co-documentation agents, dated as
of May 18, 2012 (incorporated by reference to Exhibit 10.2 to Amendment No.1 to our
Registration Statement on Form S-4 filed with the SEC on October 26, 2012 (File No.
333-184314)).

10.2

 

(formerly known as Kraft Foods Inc.) and Kraft Foods Group, Inc., dated as of
September 27, 2012 (incorporated by reference to Exhibit 10.3 to Amendment No. 1 to
our Registration Statement on Form S-4 filed with the SEC on October 26, 2012 (File
No. 333-184314)).

10.3

 

Kraft Foods Inc.) and Kraft Foods Group, Inc., dated as of September 27, 2012
(incorporated by reference to Exhibit 10.4 to Amendment No. 1 to our Registration
Statement on Form S-4 filed with the SEC on October 26, 2012 (File No. 333-184314)).

10.4

 

Master General Transition Services Agreement between Kraft Foods Group, Inc. and

Exhibit 10.8 to Amendment No. 2 to our Registration Statement on Form S-4 filed with
the SEC on December 4, 2012 (File No. 333-184314)).*

10.5

 

Master Information Technology Transition Services Agreement between Kraft Foods

reference to Exhibit 10.10 to Amendment No. 2 to our Registration Statement on Form
S-4 filed with the SEC on December 4, 2012 (File No. 333-184314)).*

10.6

 

Kraft Foods Group, Inc. Change in Control Plan for Key Executives, adopted as of
October 2, 2012 (incorporated by reference to Exhibit 10.19 to Amendment No. 2 to our
Registration Statement on Form S-4 filed with the SEC on December 4, 2012 (File No.
333-184314)).+

10.7

 

Kraft Foods Group, Inc. Deferred Compensation Plan for Non-Management Directors
(incorporated by reference to Exhibit 4.3 to our Registration Statement on Form S-8 filed
with the SEC on September 12, 2012 (File No. 333-183867)).+

10.8

 

Kraft Foods Group, Inc. 2012 Performance Incentive Plan (incorporated by reference to
Exhibit 4.3 to our Registration Statement on Form S-8 filed with the SEC on September
12, 2012 (File No. 333-183868)).+

10.9

 

Kraft Foods Group, Inc. Management Stock Purchase Plan (incorporated by reference to
Exhibit 4.3 to our Registration Statement on Form S-8 filed with the SEC on November
9, 2012 (File No. 333-184872)).+
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10.10

 

Form of Indemnity Agreement between Kraft Foods Group, Inc. and Non-Management
Directors (incorporated by reference to Exhibit 10.24 to our Registration Statement on
Form 10 filed with the SEC on July 17, 2012 (File No. 001-35491)).+

10.11

 

Form of Indemnity Agreement between Kraft Foods Group, Inc. and Directors and
Officers (incorporated by reference to Exhibit 10.25 to our Registration Statement on
Form 10 filed with the SEC on July 17, 2012 (File No. 001-35491)).+

10.12

 

Kraft Foods Inc.) and John T. Cahill, dated December 3, 2011 (incorporated by reference
to Exhibit 10.1 to our Registration Statement on Form 10 filed with the SEC on April 2,
2012 (File No. 001-35491)).+

10.13

 

Kraft Foods Inc.) and Robert J. Gorski, dated April 25, 2012 (incorporated by reference
to Exhibit 10.26 to our Registration Statement on Form 10 filed with the SEC on August
6, 2012 (File No. 001-35491)).+

10.14

 

Kraft Foods Inc.) and Kim K. W. Rucker, dated July 16, 2012 (incorporated by reference
to Exhibit 10.25 to Amendment No. 2 to our Registration Statement on Form S-4 filed
with the SEC on December 4, 2012 (File No. 333-184314)).+

10.15 Offer of Employment Letter between Kraft Foods Group, Inc. and Teri List-Stoll dated
July 17, 2013 (incorporated by reference to Exhibit 10.1 to our Quarterly Report on Form
10-Q filed with the SEC on October 31, 2013 (File No. 333-35491)).+

10.16

 

Letter Agreement between Kraft Foods Group, Inc. and Timothy R. McLevish, dated
November 21, 2012 (incorporated by reference to Exhibit 10.15 to our Annual Report on
Form 10-K filed with the SEC on March 21, 2013 (File No. 333-35491).+

10.17

 

Form of Kraft Foods Group, Inc. 2012 Performance Incentive Plan Global Restricted
Stock Unit Agreement (incorporated by reference to Exhibit 10.16 to our Annual Report
on Form 10-K filed with the SEC on March 21, 2013 (File No. 333-35491).+

10.18

 

Form of Kraft Foods Group, Inc. 2012 Performance Incentive Plan Global Stock Option
Award Agreement (incorporated by reference to Exhibit 10.15 to our Annual Report on
Form 10-K filed with the SEC on March 21, 2013 (File No. 333-35491).+

10.19 Form of Kraft Foods Group, Inc. 2012 Performance Incentive Plan Performance Share
Plan Award Agreement (incorporated by reference to Exhibit 10.1 to our Quarterly Report
on Form 10-Q filed with the SEC on August 2, 2013 (File No. 333-35491)).+

21.1   List of subsidiaries of Kraft Foods Group, Inc.

23.1
 

Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting
Firm.

31.1
 

Certification of Chief Executive Officer pursuant to Rule 13a 14(a)/15d 14(a) of the
Securities Exchange Act of 1934.

31.2
 

Certification of Chief Financial Officer pursuant to Rule 13a 14(a)/15d 14(a) of the
Securities Exchange Act of 1934.

32.1
 

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C.
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.1

 

The following materials from Kraft’s Annual Report on Form 10-K for the year ended
December 28, 2013 formatted in XBRL (eXtensible Business Reporting Language): (i)
the Consolidated Statements of Earnings, (ii) the Consolidated Statements of
Comprehensive Earnings, (iii) the Consolidated Statements of Equity, (iv) the
Consolidated Balance Sheets, (v) the Consolidated Statements of Cash Flows, (vi)
Notes to Consolidated Financial Statements, tagged as blocks of text, and (vii) document
and entity information.

* Portions of this exhibit (indicated by asterisks) have been omitted pursuant to a request
for confidential treatment and have been separately furnished to the SEC.

+ Indicates a management contract or compensatory plan or arrangement.
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Signature

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly 

caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

KRAFT FOODS GROUP, INC.

/s/    Teri List-Stoll                       

Teri List-Stoll

Executive Vice President and 

Chief Financial Officer

Date: February 21, 2014

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 

following persons on behalf of the registrant and in the capacities and on the date indicated:

Signature Title Date

/S/    W. ANTHONY VERNON      

W. Anthony Vernon

Chief Executive Officer and
Director

February 21, 2014

/S/    TERI LIST-STOLL     

Teri List-Stoll

Executive Vice President and
Chief Financial Officer

February 21, 2014

/S/    MELINDA D. WHITTINGTON

Melinda D. Whittington

Vice President,
Corporate Controller
(Principal Accounting Officer)

February 21, 2014

/S/    JOHN T. CAHILL

John T. Cahill

Executive Chairman February 21, 2014

/S/    ABELARDO E. BRU

Abelardo E. Bru

Director February 21, 2014

/S/    L. KEVIN COX

L. Kevin Cox

Director February 21, 2014

/S/    MYRA M. HART

Myra M. Hart

Director February 21, 2014

/S/    PETER B. HENRY

Peter B. Henry

Director February 21, 2014

/S/    JEANNE P. JACKSON

Jeanne P. Jackson

Director February 21, 2014

/S/    TERRY J. LUNDGREN

Terry J. Lundgren

Director February 21, 2014

/S/     MACKEY J. MCDONALD

Mackey J. McDonald

Director February 21, 2014

/S/    JOHN C. POPE

John C. Pope

Director February 21, 2014

/S/    E. FOLLIN SMITH

E. Follin Smith

Director February 21, 2014
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Kraft Foods Group, Inc.
Valuation and Qualifying Accounts

For the Years Ended December 28, 2013, December 29, 2012, and December 31, 2011
(in millions)

 

Col. A Col. B Col. C Col. D Col. E
    Additions    

Description

Balance at
Beginning
of Period

Charged to
Costs and
Expenses

Charged to
Other

Accounts Deductions

Balance at
End of
Period

      (a) (b)  

2013:

Allowances related to accounts
receivable $ 28 $ 1 $ — $ 3 $ 26

Allowance for deferred taxes 26 — — 23 3

$ 54 $ 1 $ — $ 26 $ 29

2012:

Allowances related to accounts
receivable $ 23 $ 9 $ — $ 4 $ 28

Allowance for deferred taxes 34 (4) — 4 26

$ 57 $ 5 $ — $ 8 $ 54

2011:

Allowances related to accounts
receivable $ 22 $ 5 $ (2) $ 2 $ 23

Allowance for deferred taxes 22 12 — — 34

$ 44 $ 17 $ (2) $ 2 $ 57

Notes:

(a) Primarily related to divestitures and currency translation.

(b) Represents charges for which allowances were created.



EXHIBIT 21.1

Kraft Foods Group, Inc. 
List of Subsidiaries as of February 21, 2014

Company Name Jurisdiction of Incorporation
Battery Properties, Inc. Delaware

Boca Foods Company Delaware

Capri Sun, Inc. Delaware

Churny Company, Inc. Delaware

Claussen Pickle Co. Delaware

Garland BBQ Company Delaware

KFG Management Services LLC Delaware

KFG Netherlands Holdings C.V. Netherlands

Kraft Canada Inc. Canada

Kraft Food Ingredients Corp. Delaware

Kraft Foods Group Brands LLC Delaware

Kraft Foods Group Exports LLC Delaware

Kraft Foods Group Foundation Delaware

Kraft Foods Group Holdings LLC Delaware

Kraft Foods Group International Holdings LLC Delaware

Kraft Foods Group Netherlands Holdings B.V. Netherlands

Kraft Foods Group Puerto Rico LLC Puerto Rico

Kraft New Services, Inc. Delaware

Nature’s Delicious Foods Group LLC Delaware

OMFC Service Company Delaware

Perdue Trademark Subsidiary, Inc. Delaware

Phenix Management Corporation Delaware

Pollio Italian Cheese Company Delaware

Seven Seas Foods, Inc. Delaware

The Heritage Cemetery Association Delaware

The Yuban Coffee Company Delaware

Vict. Th. Engwall LLC Delaware



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (No. 333-191647) 

and S-8 (Nos. 333-184873, 333-184872, 333-184180, 333-183868, 333-183867, and 333-183866) of Kraft Foods 

Group, Inc. of our report dated February 21, 2014 relating to the financial statements, financial statement schedule 

and the effectiveness of internal control over financial reporting, which appears in this Annual Report on Form 

/s/ PricewaterhouseCoopers LLP 

Chicago, Illinois

February 21, 2014



EXHIBIT 31.1

Certifications

I, W. Anthony Vernon, certify that:

1. I have reviewed this Annual Report on Form 10-K of Kraft Foods Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 

state a material fact necessary to make the statements made, in light of the circumstances under which 

such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, 

fairly present in all material respects the financial condition, results of operations and cash flows of the 

registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 

controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 

over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 

have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 

procedures to be designed under our supervision, to ensure that material information relating to the 

registrant, including its consolidated subsidiaries, is made known to us by others within those 

entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over 

financial reporting to be designed under our supervision, to provide reasonable assurance 

regarding the reliability of financial reporting and the preparation of financial statements for external 

purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 

this report our conclusions about the effectiveness of the disclosure controls and procedures, as of 

the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 

occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the 

case of an annual report) that has materially affected, or is reasonably likely to materially affect, the 

registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 

internal control over financial reporting, to the registrant’s auditors and the audit committee of the 

registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control 

over financial reporting which are reasonably likely to adversely affect the registrant’s ability to 

record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a 

significant role in the registrant’s internal control over financial reporting.

Date: February 21, 2014

/s/ W. Anthony Vernon                        
W. Anthony Vernon

Chief Executive Officer



EXHIBIT 31.2

Certifications

I, Teri List-Stoll, certify that:

1. I have reviewed this Annual Report on Form 10-K of Kraft Foods Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 

state a material fact necessary to make the statements made, in light of the circumstances under which 

such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, 

fairly present in all material respects the financial condition, results of operations and cash flows of the 

registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 

controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 

over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 

have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 

procedures to be designed under our supervision, to ensure that material information relating to the 

registrant, including its consolidated subsidiaries, is made known to us by others within those 

entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over 

financial reporting to be designed under our supervision, to provide reasonable assurance 

regarding the reliability of financial reporting and the preparation of financial statements for external 

purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 

this report our conclusions about the effectiveness of the disclosure controls and procedures, as of 

the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 

occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the 

case of an annual report) that has materially affected, or is reasonably likely to materially affect, the 

registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 

internal control over financial reporting, to the registrant’s auditors and the audit committee of the 

registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control 

over financial reporting which are reasonably likely to adversely affect the registrant’s ability to 

record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a 

significant role in the registrant’s internal control over financial reporting.

Date: February 21, 2014
 

/s/ Teri List-Stoll                          
Teri List-Stoll 

Executive Vice President and

Chief Financial Officer



EXHIBIT 32.1

CERTIFICATIONS OF
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, W. Anthony Vernon, Chief Executive Officer of Kraft Foods Group, Inc. (“Kraft”), certify, pursuant to 18 U.S.C. 

Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that Kraft’s Annual Report on 

Form 10-K for the period ended December 28, 2013, fully complies with the requirements of Section 13(a) or 15(d) 

of the Securities Exchange Act of 1934 and that the information contained in Kraft’s Annual Report on Form 10-K 

fairly presents, in all material respects, Kraft’s financial condition and results of operations.
 
/s/ W. Anthony Vernon                           
W. Anthony Vernon

Chief Executive Officer

February 21, 2014

I, Teri List-Stoll, Executive Vice President and Chief Financial Officer of Kraft Foods Group, Inc. (“Kraft”), certify, 

pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that 

Kraft’s Annual Report on Form 10-K for the period ended December 28, 2013, fully complies with the requirements 

of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that the information contained in Kraft’s Annual 

Report on Form 10-K fairly presents, in all material respects, Kraft’s financial condition and results of operations.
 
/s/ Teri List-Stoll                                    
Teri List-Stoll

Executive Vice President and

Chief Financial Officer

February 21, 2014

A signed original of these written statements required by Section 906, or other document authenticating, 
acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of this 
written statement required by Section 906, has been provided to Kraft Foods Group, Inc. and will be retained by 
Kraft Foods Group, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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HOCKEY PARADISE PAVED FOR A PARKING LOT? KRAFT HOCKEYVILLE IS BACK TO HELP KEEP COMMUNITY RINKS ALIVE

Contact:      Kathy Murphy
847-646-4538
news@kraftfoods.com

Beloved program awarding $1 million in prizing to 16 communities across Canada

(TORONTO, MONTREAL) – November 27, 2013 – Victoria Skating Rink, recognized by the International Ice Hockey Foundation in 2002 as the birthplace of organized hockey, is
considered by many to be the birthplace of organized hockey, yet its historic site in downtown Montreal has been replaced by a parking lot for decades – until today.  This
morning a hockey rink will appear on the lot as former NHL defenseman Patrice Brisebois welcomes the public for a free day of skating to celebrate the return of Kraft
Hockeyville, and to illustrate the importance of funding and maintaining local rinks in Canada.

A recent survey commissioned by Kraft Canada reveals the majority (91%) of Canadian hockey parents agree their local rink is the social hub of their community, yet two-thirds
say these arenas are in need of repairs or upgrades.  Over 90 per cent (91%) of those surveyed say their overall community would be negatively impacted if their rink were to
close due to disrepair.

“Local rinks are at the heart of Canadian communities but we may run the risk of losing many of these precious centres if they are not repaired or restored for future
generations,” said Jack Hewitt, Vice President of Marketing Insight & Services, Kraft Canada.  “Kraft Hockeyville engages Canadians to preserve the spirit and passion for
hockey across the nation, and that passion starts at the home rink.”

A hockey legend agrees.  “I wouldn’t be who I am today without my local rink.  Even now, it remains a huge part of my life,” said Wendel Clark, hockey legend and Kraft
Hockeyville 2014 spokesperson.  “Kraft Hockeyville helps people keeps things afloat.  It helps towns keep rinks, fix them up and keep them community oriented.”

This year there is an even bigger opportunity for Canada’s communities to breathe new life into their local rinks through Kraft Hockeyville 2014, in partnership with the National
Hockey League and the National Hockey League Players’ Association (NHLPA).  The program is back and bigger than ever, awarding a total of $1 million in prizing to 16
different communities, including:

One grand prize of $100,000 in arena upgrades, a broadcast NHL® pre-season game played in the local community
One prize of $100,000 in arena upgrades
Two prizes of $50,000 each in arena upgrades for third and fourth place
Twelve prizes of $25,000 each in arena upgrades

Canadian communities are invited to start preparing their submissions to vie for the title of Kraft Hockeyville 2014 with the nomination period opening January 1, 2014.
 Submissions will be accepted until February 9, 2014.  For contest rules and complete program details, please visit KraftHockeyville.ca.  Kraft Hockeyville can also be found on
Facebook (Facebook.com/KraftHockeyville) and Twitter (@hockeyville).

# # #
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KRAFT LAUNCHES FIRST CELEBRATION OF COMMUNITY SERVICE

Contacts:     Niya Moon 
  847-646-4538
  news@kraftfoods.com

Make an Impact unites employee volunteers to 
fight hunger and promote healthy lifestyles across North America

Northfield, Ill. – April 12, 2013 – Kraft continues its legacy of community service as it kicks off Make an Impact 2013, its first company-wide volunteer event since becoming a
newly independent company last year.

This month, Kraft employees will roll up their sleeves to work on 200 volunteer projects that support the company’s community involvement priorities: fighting hunger and
promoting healthy lifestyles. Volunteer activities will include planting community gardens, sorting and packing donated items at food banks and leading activities that support
nutrition, education and active play for children.

“Make an Impact is our chance to be change makers in our hometowns,” said Jim Norman, Vice President, Diversity & Community Involvement. “We’re helping organizations that
make our communities better for us all.”

The Kraft team will volunteer with non-profit organizations in communities across North America, including Irvine, Calif.; Madison, Wis.; Avon, N.Y.; and Toronto. During National
Volunteer Week (April 21-27), the celebration will culminate with Kraft’s Northshore Day of Service near its hometown headquarters. On April 26, Kraft employees will volunteer in
Chicago-area neighborhoods like Waukegan, Little Village, Pilsen, and Englewood.

Tune in to Kraft’s company Facebook page at www.facebook.com/kraft for updates on the celebration throughout the month.

Making an Impact Every Day

All year round, Kraft employees give their time, talent and resources to community organizations. Since 2009, employees have completed more than 290,000 hours of service.
Kraft and its foundation have provided nearly $1 billion in cash and food donations to a number of organizations over the past 25 years. Kraft also provides humanitarian aid to
communities facing natural disasters.

ABOUT KRAFT FOODS GROUP

Kraft Foods Group, Inc. (NASDAQ: KRFT) is North America’s fourth largest consumer packaged food and beverage company, with annual revenues of more than $18 billion in
2012. Launched as a public and independent company on Oct. 1, 2012, the new Kraft has the spirit of a startup and the soul of a powerhouse. The company has an unrivaled
portfolio of products in the beverages, cheese, refrigerated meals and grocery categories. Its iconic brands include Kraft, Maxwell House, Oscar Mayer, Planters and JELL-O.
Kraft’s 23,000 employees in the U.S. and Canada have a passion for making the foods and beverages people love. Kraft Foods Group is a member of the Standard & Poor’s
500 and the NASDAQ-100 indices. For more information, visit www.kraft.com and www.facebook.com/kraft.

# # #
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UPS has an extensive portfolio of services, a global  
transportation network, superior technology, and  
people worldwide who are focused on creating value 
for our customers and delivering on our promises.



Calculation of 2011 Free Cash Flow
(millions of dollars)

Founded:  1907

Employees:  398,300

Customers:  8.8 million

Daily online tracking requests:  32.1 million

Delivery fleet: 101,121

Worldwide operating facilities:  2,879

Retail access points:  61,700

2011 delivery volume:  4 billion

Daily flight segments: 1,827

Alternative fuel vehicles: 2,593

•	 Time-definite	delivery	of	letters	and	packages	to	more	than	220	countries	and	territories.	

•	 Supply	chain,	forwarding,	and	logistics	services	in	195	countries;	ocean,	rail,	ground,	and	air	freight	services;	 

transportation	network	management;	customs	brokerage;	and	mail	services.	

•	 Long-haul	and	less-than-truckload	(LTL)	freight	services	in	the	United	States,	Canada,	Mexico,	Guam,	Puerto	Rico,	 

and	the	U.S.	Virgin	Islands.		

•	 Exceeded	previous	high	for	adjusted	diluted	 

earnings per share.

•	 Realized	record	global	volume	and	revenue	levels.

•	 Generated	more	than	$5.0	billion	in	free	cash	flow.

•	 Continued	investing	for	growth	through	new	aircraft,	 

technology, vehicles, and acquisitions.

•	 Achieved	industry-leading	operating	margins	across	 

all segments of the company.

•	 Recognized	for	leadership	in	sustainability	 

and transparency.

Operating Highlights

  2011  2010

Revenue	 $53,105	 $49,545

Operating	expenses	 47,025	 43,904

Net income 3,804  3,338

Adjusted	net	income*	 4,311	 					3,495

Diluted earnings per share 3.84  3.33

Adjusted	diluted	earnings	per	share*	4.35	 	3.48

Dividends declared per share  2.08  1.88

Assets 34,701 33,597

Long-term	debt	 11,095	 	10,491

Shareowners’	equity	 7,108	 	8,047

Capital	expenditures	 2,005	 	1,389

Cash and marketable securities 4,275  4,081

Financial Highlights
(in	millions	except	for	per-share	amounts)

UPS Facts

We offer...

Net	cash	from	operations	 	$7,073

Capital	expenditures	 		(2,005)

Proceeds	from	disposals	of	PP&E	 27

Net change in finance receivables 184

Other investing activities (257)

Free cash flow   $5,022

*  See Items Affecting Comparability in Management’s Discussion and Analysis of Financial Condition and Results of Operations under Part II of our Form 10-K, included as             

part of this annual report, for explanations of adjustments.



transform
create

invest
“In 2011, we created value for  
our customers, transformed our 
business, and invested to grow– 
and the results were rewarding.”

D. Scott Davis,

UPS Chairman and Chief Executive Officer
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“In 2011, we created value for  
our customers, transformed our 
business, and invested to grow– 
and the results were rewarding.”
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UPS delivered another year of 
stellar performance in 2011.  
In more than 220 countries and territories around the 

world, our employees provided logistics solutions and 

served customers with reliability that is unmatched in 

our industry.

UPS achieved record earnings per share (ePS) in 2011, 

well surpassing our previous peak in 2007. our operating 

margin and free cash flow are the envy of our industry.

the financial results of our business segments  

demonstrated our adaptability. 

	 •		Our	U.S.	Domestic	segment	produced	strong	 

revenue growth, the highest operating profit since 

2007, and significant margin expansion in a slow 

growth environment. 

	 •	 	UPS	International	operations	achieved	record	

revenues on strong volume growth that continued 

to outpace the market. this performance was quite 

impressive given tumultuous economic conditions 

around the world in 2011. 

	 •	 	In	the	Supply	Chain	and	Freight	segment,	we	 

upgraded our capabilities, and continued to  

achieve new highs in operating profit with  

balanced contributions from all business units.

At	our	Investor	Conference	in	2011,	we	showed	that	

UPS is the market leader in cutting-edge technologies 

and unique customer solutions. We also announced  

aggressive long-term targets. Some of these targets are:  

EPS	growth	of	10	to	15	percent,	ROIC	in	excess	of	 

25	percent,	and	Free	Cash	Flow	conversion	greater	than	

100 percent of net income. our performance and our 

focus on shareholder returns makes UPS a blue-chip 

stock that belongs in any investment portfolio.

UPS Strategy
as I mentioned in my letter last year, the UPS strategy has 

three key tenets: create value for our customers, transform 

our business, and invest for growth. In 2011, we executed 

this strategy and the results were rewarding.

Creating	Value
During	the	past	year,	UPS	introduced	a	variety	of	 

innovative solutions. 

to support the needs of the fast growing Business- 

to-Consumer	(B-to-C)	market,	we	launched 

UPS My ChoiceSM in the United States. this ground-

breaking offering allows the receivers of UPS shipments 

to control aspects of the delivery. We are pleased with 

how this product has been received. after unveiling 

UPS	My	Choice	in	October	2011,	the	number	of	new	

subscribers approached 750,000 by the end of the year. 

to assist our customers with reverse logistics, we 

introduced UPS Returns® Exchange and UPS Returns® 

Pack and Collect. these two unique solutions provide 

retailers in north america and europe with new and 

cost-efficient ways to process returns.



Both of these solutions leverage our extensive network, 

which includes UPS’s retail presence of almost 5,000 

locations of The UPS Store®.

Transforming
We continue to refine and  

develop the UPS business model 

to capitalize on new opportunities 

for growth. Great companies adapt 

to the changing business world, 

and our tradition of transformation 

dates back more than a century. 

In 2011, UPS made major  

investments in our healthcare 

capabilities. We added 1.6 million 

square feet of healthcare com-

pliant warehouse space. UPS at 

year-end had more than 5 million 

square feet for healthcare in 33  

facilities around the globe. We plan 

to add four new facilities in 2012. 

Also in 2011, UPS acquired Pieffe, 

a health care distribution company 

in Italy—further adding to our 

global capabilities.

Technology powers logistics and makes our business 

more productive and efficient. UPS will save more than 

$200 million annually just from the following three 

technology initiatives:

	 •	 New	keyless entry systems automatically 

enable the ignition, unlock the doors, and 

open the bulkhead door.

	 • Telematics sensor technology gathers 

and analyzes data from our vehicles to 

improve safety, increase efficiency, and 

enhance customer service. Also we use 

much less fuel and reduce emissions. 

	 • Next Generation Small Sort (NGSS)	

improves efficiency of our small sort    

operations by eliminating the memoriza-

tion of ZIP codes.

Additionally, with the Network Planning  

Tool (NPT)	and	the	On Road Integrated  

Optimization and Navigation	(ORION),	 

UPS will link its operations technology with 

advanced analytics. 

Last, but not least, there’s our industry-leading 

sustainability program. Our efforts to 

improve the fuel efficiency of our air and 

ground fleet continues to provide benefits 

to our operations while also reducing the 

impact on the environment.

04

Supply Chain and Freight

2011 Revenue by Segment

U.S. Domestic Package

International Package

60%

17%

23%

2011 Revenue by Geography

U.S. 

International

74%

26%

UPS My Choice: This ground-breaking offering  
allows the receivers of UPS shipments to control 
aspects of the delivery.

innovation

*  See Items Affecting Comparability in Management’s Discussion and Analysis of Financial Condition and Results of Operations under Part II of our Form 10-K, included as               

part of this annual report, for explanations of adjustments.



Investing to Grow
We believe in the power of global trade to drive  

economic growth and improve living standards, and 

were heartened in 2011 that the United States passed 

three free trade agreements with South Korea, Colombia, 

and Panama. UPS continues to invest in its global  

portfolio of customer solutions to support the rapid 

growth of trade and cross-border commerce. 

Latin America is experiencing robust economic growth, 

and in 2011 we announced a strategic partnership 

with Deprisa in Colombia. In Brazil, we expanded our 

healthcare facilities. We also opened UPS Capital® 

financial services offices in Peru and Colombia. 

UPS also is expanding capacity in the important  

pan-European market, announcing a $200 million  

expansion of the Cologne Air Hub that will result in a  

70 percent increase in package sorting capabilities.

The UPS International Air network added new direct 

flights from Hong Kong to Cologne. This upgrade  

allows UPS to make overnight small package deliveries 

to Europe. UPS offers the widest guaranteed next-day 

delivery coverage for both packages and heavy freight 

in the Europe to Asia trade lane. We also added new 

flights to Chengdu, China; South Korea; and Guam. 

Helping the Community 
While we were busy executing our strategy during 2011, 

UPS was also actively involved in communities around 

U
P

S
 2

0
1

1
 A

n
n

U
A

L
 r

E
P

o
r

T

05

Revenue  
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the globe. After the terrible tsunami and earthquake in 

Japan, UPS emergency logistics response teams rushed 

into action and provided local authorities with our  

logistics expertise. The same was done in response to 

severe weather events in the United States. Along with 

financial support, we helped provide emergency supplies 

and necessary equipment.

Our involvement in the communities we serve and 

the dedication of UPS people worldwide have earned 

widespread recognition. FORTUNE magazine again rec-

ognized UPS as the world’s most admired transportation 

company, and The Reputation Institute ranked us  

No. 1 in the industry. We’re also quite proud of the 

University of Michigan’s American Customer Satisfaction 

Index (ACSI) ranking of UPS as No. 1 in the express 

delivery industry.

Looking Ahead
While 2011 was a great year for UPS, we are looking 

forward to 2012. UPS will celebrate 105 years of  

excellence and achievement in August this year.

UPS will be responsible for virtually all the distribution 

and logistics services for the London 2012 Olympic and 

Paralympic Games. We’ve put together an integrated 

supply chain solution that includes venue logistics  

services, warehousing services and a distribution network 

that will collect and deliver everything from documents 

to heavy freight. UPS also will be responsible for all  

customs clearance, freight forwarding and courier  

services before, during, and after the London Games.

future
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*  See Items Affecting Comparability in Management’s Discussion and Analysis of Financial Condition and Results of Operations under Part II of our Form 10-K, included as                

part of this annual report, for explanations of adjustments.



As we begin 2012, growth 

in the Euro zone and  

Asia is slowing, while the 

United States economy is 

improving at a modest rate. 

Our expectation is for  

mixed economic growth 

around the world in 2012. 

Overall we expect global 

economic expansion to be 

slightly weaker than 2011.

In spite of the macro outlook, UPS expects another 

record performance, with earnings per share in a 

range of $4.75 to $5.00. That’s an increase of 9 to 15 

percent over 2011 adjusted* earnings of $4.35. 

New Opportunities
I remain confident that our competitive differentiators 

are sustainable for the long term. Our brand is respected 

around the world, and our global investments have  

positioned us to benefit from economic growth and 

expanding global commerce. Our superior worldwide 

capabilities are unique in our industry. In our long  

history, our heritage and legacy of intellectual property 

is difficult to match. Our track record of strong cash 

generation will continue to provide us with opportunities 

to reinvest and reward shareowners. Finally, our strong 

culture of reinventing our business model will ensure 

we meet the ever-changing needs of supply chains 

around the world.

We have put another great year in the books and now 

look with excitement at new opportunities in 2012. 

UPSers are ready to deploy our assets and know-how to 

provide competitive advantages for our customers. At 

the same time, our investors should enjoy another year 

of record earnings per share. UPS is uniquely positioned 

to capitalize on economic expansion, demographic 

changes, and market development around the world. 

D. Scott Davis

Chairman and Chief Executive Officer
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Our brand is respected around the world and  
our investments have positioned us to benefit 
from economic growth.



UPS Board of Directors
F. Duane Ackerman 
Former Chairman and  
Chief Executive Officer, 
BellSouth Corporation 
Director since 2007

Michael J. Burns 
Former Chairman,  
Chief Executive Officer and President,  
Dana Corporation 
Director since 2005

D. Scott Davis  
UPS Chairman and  
Chief Executive Officer 
Director since 2006

Stuart E. Eizenstat 
Partner,  
Covington & Burling LLP 
Director since 2005

Michael L. Eskew 
Former UPS Chairman  
and Chief Executive Officer 
Director since 1998

William R. Johnson 
Chairman, President and  
Chief Executive Officer,  
H.J. Heinz Company 
Director since 2008 

Candace Kendle 
Former Chairman and   
Chief Executive Officer,  
Kendle International Inc. 
Director since 2011

Ann M. Livermore 
Director and Former  
Executive Vice President,  
Hewlett-Packard Company 
Director since 1997

Rudy H.P. Markham 
Retired Financial Director,  
Unilever PLC and Unilever NV 
Director since 2007

Clark T. Randt, Jr. 
President, Randt & Co. LLC 
Director since 2010

John W. Thompson 
Chief Executive Officer,  
Virtual Instruments Corporation  
Director since 2000

Carol B. Tomé  
Chief Financial Officer and  
Executive Vice President– 
Corporate Services, 
The Home Depot, Inc. 
Director since 2003

Management Committee
David P. Abney 
Senior Vice President,  
Global Transportation and 
Chief Operating Officer 

David A. Barnes 
Senior Vice President  
and Chief Information Officer

Daniel J. Brutto 
Senior Vice President and  
President, UPS International

D. Scott Davis 
Chairman and  
Chief Executive Officer

Alan Gershenhorn 
Senior Vice President and 
Chief Sales and Marketing Officer

Myron A. Gray 
Senior Vice President and  
President, U.S. Operations

Allen E. Hill* 
Senior Vice President,  
Human Resources

Kurt P. Kuehn 
Senior Vice President and 
Chief Financial Officer

Teri P. McClure 
Senior Vice President, General  
Counsel, and Corporate Secretary

John J. McDevitt 
Senior Vice President,  
Human Resources 
and Labor Relations

Christine M. Owens 
Senior Vice President,  
Communications and  
Brand Management

Senior Operations 
Management
James J. Barber 
President, Europe Region 

George W. Brooks Jr. 
President, East Region 

Stanley C. Deans 
President, Central Region

Stephen D. Flowers 
President, Freight Forwarding

Jack A. Holmes 
President, UPS Freight

Brad Mitchell 
President, Logistics and Distribution

Mitchell R. Nichols 
President, UPS Airlines

Gerald R. Mattes 
President, West Region

Romaine M. Seguin 
President, Americas Region 

Derek S. Woodward 
President, Asia Pacific Region

* Allen E. Hill, Senior Vice President of Human Resources, retired in March 2012 with nearly 36 years of distinguished service.
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PART I

Cautionary Statement About Forward-Looking Statements

This report includes certain “forward-looking statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Statements in the future tense, and all statements accompanied by terms such as
“believe,” “project,” “expect,” “estimate,” “assume,” “intend,” “anticipate,” “target,” “plan,” and variations
thereof and similar terms are intended to be forward-looking statements. We intend that all forward-looking
statements we make will be subject to safe harbor protection of the federal securities laws pursuant to
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.

Our disclosure and analysis in this report, in our Annual Report to Shareholders and in our other filings with
the Securities and Exchange Commission (“SEC”) contain forward-looking statements regarding our intent,
belief and current expectations about our strategic direction, prospects and future results. From time to time, we
also provide forward-looking statements in other materials we release as well as oral forward-looking statements.
Such statements give our current expectations or forecasts of future events; they do not relate strictly to historical
or current facts. Management believes that these forward-looking statements are reasonable as and when made.
However, caution should be taken not to place undue reliance on any such forward-looking statements because
such statements speak only as of the date when made.

Forward-looking statements are subject to certain risks and uncertainties that could cause actual results to
differ materially from our historical experience and our present expectations or anticipated results. These risks
and uncertainties are described in Part I, “Item 1A. Risk Factors” and may also be described from time to time in
our future reports filed with the SEC. You should consider the limitations on, and risks associated with, forward-
looking statements and not unduly rely on the accuracy of predictions contained in such forward-looking
statements. We do not undertake any obligation to update forward-looking statements to reflect events,
circumstances, changes in expectations, or the occurrence of unanticipated events after the date of those
statements.

Item 1. Business

Overview

United Parcel Service, Inc. (“UPS”) was founded in 1907 as a private messenger and delivery service in
Seattle, Washington. Today, UPS is the world’s largest package delivery company, a leader in the U.S. less-than-
truckload industry and the premier provider of global supply chain management solutions. We deliver packages
each business day for 1.1 million shipping customers to 7.7 million consignees in over 220 countries and
territories. In 2011, we delivered an average of 15.8 million pieces per day worldwide, or a total of 4.01 billion
packages. Total revenue in 2011 was $53.1 billion.

We are a global leader in logistics, and we create value for our customers through solutions that lower costs,
improve service and provide highly customizable supply chain control and visibility. Customers are attracted to
our broad set of services that are delivered as promised through our integrated ground, air and ocean global
network.

Our services and integrated network allow shippers to simplify their supply chains by using fewer carriers
and to adapt their transportation requirements and spend as their businesses evolve. Across our service portfolio,
we also provide control and visibility of customers’ inventories and supply chains via our UPS technology
platform. The information flow from UPS technology drives improvements for our customers, as well as for
UPS, in reliability, flexibility, productivity and efficiency.

Particularly over the last decade, UPS has significantly expanded the scope of our capabilities to include
more than package delivery. Our logistics and distribution capabilities give companies the power to easily
expand their businesses to new markets around the world. By leveraging our international infrastructure, UPS
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enables our customers to bridge time zones, cultures, distances and languages to keep the entire supply chain
moving smoothly. We operate approximately 800 logistics facilities, in more than 120 countries, offering
warehouse space of 35 million square feet.

We serve the global market for logistics services, which include transportation, distribution, forwarding,
ground, ocean and air freight, brokerage and financing. Our technology seamlessly binds our service portfolio.
We have three reportable segments: U.S. Domestic Package, International Package and Supply Chain & Freight,
all of which are described below. For financial information concerning our reportable segments and geographic
regions, refer to note 12 of our consolidated financial statements.

Business Strategy

Customers leverage our broad array of services; balanced global presence in North America, Europe, Asia
and Latin America; reliability; and industry leading technology for competitive advantage in markets where they
choose to compete. We prudently invest to expand our integrated network and our service portfolio. Technology
investments create user-friendly shipping, e-commerce, logistics management and visibility tools for our
customers, while supporting UPS’s ongoing efforts to increase operational efficiencies.

Our service portfolio and investments are rewarded with among the best returns on invested capital and
operating margins in the industry. We have a long history of sound financial management. Our balance sheet
reflects financial strength that few companies can match. As of December 31, 2011, we had a balance of cash and
marketable securities of approximately $4.275 billion and shareowners’ equity of $7.108 billion. Our Moody’s
and Standard & Poor’s short-term credit ratings are P-1 and A-1+, respectively, and our Moody’s and Standard &
Poor’s long-term credit ratings are Aa3 and AA-, respectively. We have a stable outlook from both of these credit
rating agencies. Cash generation is a significant strength of UPS. This gives us strong capacity to service our
obligations and allows for distributions to shareowners, reinvestment in our businesses and the pursuit of growth
opportunities.

We enable and are the beneficiaries of the following trends:

Expansion of Global Trade

Trade across borders is predicted to grow at rates that are at least double the growth rates of U.S. and global
domestic production for the foreseeable future. As a result, U.S. and international economies are becoming more
inter-connected and dependent on foreign trade.

UPS plays an important role in global trade and is uniquely positioned to take advantage of trade growth,
wherever it emerges. Our balanced global presence and productivity enhancing technologies allow customers to
effortlessly expand to new markets. We advocate the expansion of free trade, including the passage of regional
trade pacts and the removal of trade barriers. Free trade is a catalyst for job creation, economic growth and
improved living standards; additionally, it propels our growth.

Emerging Market Growth

As our current and prospective customers seek growth outside of developed markets, they look to emerging
markets for expansion. We make long-term, measured investments in markets where our customers choose to
grow. Our investments are scaled to the local opportunity. We typically follow a pattern of entering a market
through importing and exporting, expanding domestically with a partner or alliance, and then ultimately
acquiring domestic operations where we see value and return. China is a prime example of this strategy as we
continue to clear hurdles that will enable us to realize this vision. Our two key air hubs in Shanghai and Shenzhen
support market expansion through increased cargo capacity and faster intra-Asia transit times, while enabling our
customers to ship later in the day. We link Asia to Europe with overnight flights from Hong Kong through our air
hub in Cologne, Germany.

Taken together, these two trends (expanding global trade and emerging market growth) underscore why our
international business is a catalyst for UPS’s growth.
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Increasing need for vertical expertise in the integrated carrier space

We provide repeatable, scalable sector solutions for our customers. We invest in global capabilities and
create value propositions for certain industries where there is a fit between our customers’ needs and our
offerings. Segments where we bring unique value propositions include health care, high-tech, automotive &
industrial manufacturing, retail, government and professional services.

The health care industry faces complex challenges, including the continuing expiration of drug patents and
the shifting landscape of regulatory requirements and drug pricing controls that differ by country. To counter
these threats, many pharmaceutical companies have embarked on global expansion strategies that require
infrastructure. UPS has aligned our resources to serve these needs through a well-developed supply chain
management capability that is designed to satisfy regulatory and compliance requirements. We have built 33
dedicated health care facilities with over 5 million square feet of distribution space. These facilities allow us to
provide reliable, secure, cost-effective warehousing and distribution for pharmaceutical firms’ supply chains,
which, in turn, allow them to easily navigate across and within borders.

We will continue to expand our vertical offerings, growing not only our physical and market footprint, but
also our expertise and technology to support industry specific needs. Our growth strategy is to increase the
number of customers benefitting from these vertical solutions and gain their associated small package and freight
transportation.

Outsourcing

Outsourcing supply chain management is becoming more prevalent, as customers increasingly view
professional management and operation of their supply chains as a strategic advantage. This trend enables
companies to focus on what they do best. We can meet our customers’ needs for outsourced logistics with our
global capabilities in customized forwarding, warehousing, distribution, delivery and post-sales services. As we
move deeper into customers’ supply chains, we do so with a shared vision on how to best serve those who rely on
our customers. We integrate our technology for efficiencies, visibility and control to ensure that we execute as
promised.

Retail e-Commerce Growth

Throughout much of the world, e-commerce growth continues to outpace traditional lines of business. We
continue to create new services, supported by UPS technology, that complement the traditional UPS premium
home delivery service to address the needs of e-commerce shippers and receivers (“consignees”). Our offerings
span a broad spectrum from cost-sensitive solutions such as SurePost, for shipments where economy takes
precedence over speed, up to feature-rich solutions, including our new UPS My Choice service that provides
consignees with revolutionary visibility and control of their inbound shipments.

With UPS My Choice, consignees direct the timing and location of their deliveries before a delivery attempt
is made. Premium features include online delivery planners, detailed driver instructions, alternate delivery
locations and a two-hour delivery window. Delivery alerts come via the channel chosen by the consignee—email,
SMS text, etc. We strive to give our customers that ship using UPS My Choice the best delivery experience in the
industry—delivery on the first attempt, where and when their customers want it.

Technology

Technology powers logistics. We bring industry leading UPS technology to our customers who, in turn,
realize increased productivity, greater control of their supply chains and improved customer experience when
they integrate with our technology. Customers benefit through offerings such as:

• UPS Quantum View which can speed up the revenue cycle (i.e. faster transit times, coupled with
confirmation of delivery, allow shippers to collect accounts receivable more quickly), allow for
inbound volume planning, manage third party shipping costs, automatically notify customers of
incoming shipments, and of course, track shipments and let the customer react if a specific shipment
status changes.
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• Flex Global View which provides customs alerts, supplier key performance indicators and inventory
monitoring.

• UPS Paperless Invoice which enables customers to submit a commercial invoice electronically when
shipping internationally. This eliminates redundant data entry and errors, while reducing customs holds
and paper waste.

• UPS Import Control which gives our customers the ability to initiate their import shipments, define
billing terms and assign accounts to charge, and remove commercial invoices prior to delivery to a
third-party.

• UPS Mobile apps, which allow our customers to track, ship and find UPS locations from mobile
devices, are among the top downloaded applications for businesses.

• UPS My Choice which focuses on the consignee and transforms the residential delivery experience.
Receivers direct the timing and circumstances of their deliveries. This innovative service, which is
unmatched in our industry, is powered by the complex integration of real-time route optimization and
other technologies with our delivery network. We believe that UPS My Choice gives us a substantial
lead over the competition.

Technology, coupled with high-quality UPS employees, forms the foundation of our reliability and allows
us to take customer experience to a higher level. Technology delivers value to our customers and returns to our
shareholders. Recent advancements that evidence further gains in UPS’s operational efficiency, flexibility,
reliability and customer experience include:

• Continuing to rollout telematics to our delivery and tractor-trailer fleet. Telematics helps UPS
determine a truck’s performance and condition by capturing data on more than 200 elements, including
speed, RPM, oil pressure, seat belt use, number of times the truck is placed in reverse and idling time.
Together, improved data and driver coaching help reduce fuel consumption, emissions and
maintenance costs, while improving driver safety. Moreover, customers experience more consistent
pickup times and more reliable deliveries, thereby enhancing their profitability and competitiveness.

• Implementing our On Road Integrated Optimization and Navigation (“ORION”) system, which
employs advanced algorithms to determine the optimal route for each delivery while meeting service
commitments.

• Converting our package cars to keyless entry, where drivers will be able to remotely turn the engine off
with a button that will unlock the bulkhead door at the same time.

• Ramping up installations of our Next Generation Small Sort (“NGSS”) technology, which reduces the
amount of memorization required to sort a package, thereby improving productivity and quality.
Employees sort packages to bins tagged with flashing lights, rather than memorizing addresses,
allowing us to dramatically reduce training time.

Reporting Segments and Products & Services

As a global leader in logistics, UPS offers a broad range of domestic and export delivery services; the
facilitation of international trade; and the deployment of advanced technology to more efficiently manage the
world of business. We seek to streamline our customers’ shipment processing and integrate critical transportation
information into their own business processes, helping them to create supply chain efficiencies, better serve their
customers and improve their cash flows.
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Global Small Package

UPS’s global small package operations provide time-definite delivery services for express letters,
documents and small packages via air and ground services. We provide domestic delivery services within 56
countries and export services to more than 220 countries and territories around the world. We handle packages
that weigh up to 150 pounds and are up to 165 inches in combined length and girth. All of our package services
are supported by numerous shipping, visibility and billing technologies.

UPS handles all levels of service (air, ground, domestic, international, commercial, residential) through one
global integrated pickup and delivery network. All packages are commingled throughout their journey in our
network, except when necessary to meet their specific service commitments. This enables one UPS driver to pick
up our customers’ shipments, for any of our services, at the same scheduled time, day after day. Compared to
companies with single service network designs, our integrated network uniquely provides operational and capital
efficiencies while being easier on the environment.

Upon request, we offer same-day pickup of air and ground packages. Based on their needs, customers can
schedule pickups for one to five days a week. Additionally, we provide our customers with easy access to UPS,
with over 150,000 domestic and international entry points including: 40,000 drop boxes, 1,000 customer centers,
4,700 independently owned and operated locations of The UPS Store worldwide, 13,000 authorized shipping
outlets and commercial counters, 6,300 alliance locations and 86,300 UPS drivers who can accept packages
provided to them.

With the growth of online shopping, our customers’ needs for efficient and reliable returns have increased.
To this end, we have developed a robust selection of returns services that are available in over 100 countries.
Options vary based on customer needs and country, and range from cost-effective solutions such as UPS Returns,
which simply enables shippers to provide their customers with a return shipping label, to services as specialized
as UPS Returns Exchange. In this new service, the UPS driver simplifies product exchanges by delivering a
replacement item and picking up a return item in the same stop, and assisting with the re-packaging process.

We operate a global ground fleet of approximately 101,000 vehicles, of which our U.S. ground fleet serves
all business and residential zip codes in the contiguous U.S. We operate a global air fleet of 523 aircraft, and we
are one of the largest airlines in the world. Our global air network is centered at our Worldport hub in Louisville,
Kentucky. Worldport sort capacity, currently at 416,000 packages per hour, has expanded over the years due to
volume growth and a centralization effort. This facility is supplemented by our regional U.S. air hubs in
Hartford, Connecticut; Ontario, California; Philadelphia, Pennsylvania; and Rockford, Illinois. This network
design allows for cost-effective package processing in our most technology-enabled facility while enabling us to
use fewer, larger and more fuel-efficient aircraft. Our largest international air hub is in Cologne, Germany, with
other regional international hubs in Miami, Florida; Canada; Hong Kong; Singapore; Taiwan; and China.

U.S. Domestic Package Reporting Segment

UPS is a leader in time-definite, money-back guaranteed, small package delivery services. We offer a full
spectrum of U.S. domestic guaranteed ground and air package transportation services. Depending on the delivery
speed needed, customers can select from a range of guaranteed time and day definite delivery options.

• Customers can select from same day, next day, two day and three day delivery alternatives. Many of
these services offer options that enable customers to specify a time of day cut-off for their delivery
(e.g. by 8:30, 10:30, noon, end of day, etc.)

• Customers can also leverage our extensive ground network to ship using our day-definite guaranteed
ground service that serves every U.S. business and residential address. UPS delivers more ground
packages than any other carrier, with over 11 million ground packages delivered on time every day in
the U.S., most within one to three business days.
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• UPS also offers UPS SurePost, an economy residential ground service for customers with non-urgent,
light weight residential shipments. UPS SurePost is a contractual residential ground service that
combines the consistency and reliability of the UPS Ground network with final delivery provided by
the U.S. Postal Service.

International Package Reporting Segment

Our International Package reporting segment includes the small package operations in Europe, Asia, Canada
and Latin America. UPS offers a wide selection of guaranteed, day and time-definite international shipping
services.

• We offer three guaranteed time-definite express options (Express Plus, Express and Express Saver) to
more locations than any other carrier.

• For international shipments that do not require express services, UPS Worldwide Expedited offers a
reliable, deferred, guaranteed day-definite service option.

• For cross-border ground package delivery, we offer UPS Transborder Standard delivery services within
Europe, between the U.S. and Canada and between the U.S. and Mexico.

Europe, our largest region outside of the U.S., accounts for roughly half of international revenue and is one
of our growth engines. Factors contributing to this are the highly fragmented nature of the market and the fact
that exports make up a significant part of Europe’s GDP. Given our well-known, trusted brand and distinctive
integrated network, we believe there is continued strong potential for growth in small package exports in
Germany, the U.K., France, Italy, Spain and the Netherlands. Due to our strong growth, we are expanding our
main European air hub in Cologne by 70% to a capacity of 190,000 packages per hour. Expansion will come in
stages; the first stage was completed in the fourth quarter of 2011 with the final stage targeted for 2013.

Asia is another growth engine due to attractive growth rates in intra-Asian trade and the dynamic Chinese
economy. We are bringing faster time-in-transit to customers focused on intra-Asian trade, reducing transit days
from Asia to Europe, and continuing to build our China presence. Our recent China investments include:

• Material outlays to add capabilities, facilities and quality employees. We are building awareness and
relevance while demonstrating superior UPS performance.

• Opened an air hub in Shenzhen in mid-2010.

• Added intra-Asia and around-the-world flight frequencies allowing customers to reach more of Europe
the next day, guaranteed, than any other express carrier.

We serve more than 40 Asia-Pacific countries and territories through more than two dozen alliances with
local delivery companies that supplement company-owned operations. In Vietnam, our volume has doubled since
entering into an alliance with a local partner in 2010.

Additional International highlights include the following:

• Since our 2009 acquisition of Unsped Paket Servisi San ve Ticaret A.S. in Turkey, we have seen
double-digit export and domestic growth in that country.

• In South and Central America, we benefit from the strong regional economy. Our offerings include
express package delivery in major cities as well as distribution and forwarding.

• We continue to grow our business organically in Mexico. We are well positioned with freight,
domestic, international and distribution services.

• In February 2012 we broadened our European business-to-consumer service portfolio by acquiring
Kiala S.A., a Belgium-based developer of a platform that enables e-commerce retailers to offer
consumers the option of having goods delivered to a convenient retail location.
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Supply Chain & Freight Reporting Segment

The Supply Chain & Freight segment consists of our forwarding and logistics services, our UPS Freight
business, and our financial offerings through UPS Capital. We manage supply chains in over 195 countries and
territories, with approximately 35 million square feet of distribution space worldwide. Supply chain complexity
creates demand for a global service offering that incorporates transportation, distribution and international trade
and brokerage services, with financial and information services. We meet this demand by offering a broad array
of services, which are described below.

The 2011 acquisition of Italy-based Pieffe Group (“Pieffe”) supports our global health care strategy, which
has seen us make investments to better serve our growing customer base in the pharmaceutical, biotech and
medical device industries. Previously family-owned, Pieffe is a pharmaceutical logistics business with more than
35 years of experience offering high-quality storage, distribution and cold chain solutions to some of the world’s
leading pharmaceutical brands.

Freight Forwarding

UPS is the second largest U.S. domestic air freight carrier and among the top six international air freight
forwarders globally. UPS offers a portfolio of guaranteed and non-guaranteed global air freight services.
Additionally, as one of the world’s leading non-vessel operating common carriers, UPS also provides ocean
freight full-container load and less-than container load shipments between most major ports around the world.

Customs Brokerage

UPS is among the world’s largest customs brokers by both the number of shipments processed annually and
by the number of dedicated brokerage employees worldwide. With decades of customs brokerage experience, we
provide our customers with customs clearance, trade management and international trade consulting services.

Logistics and Distribution

UPS Logistics offers the following:

• Distribution Services: UPS’s comprehensive distribution services are provided through a global
network of distribution centers that manage the flow of goods from receiving to storage and order
processing to shipment, allowing companies to save time and money by minimizing their capital
investment and positioning products closer to their customers.

• Post Sales: Post Sales services support goods after they have been delivered or installed in the field.
The four core service offerings within Post Sales include: 1) Critical Parts Fulfillment; 2) Reverse
Logistics; 3) Test, Repair, and Refurbish; and 4) Network and Parts Planning. We leverage our global
distribution network of 600+ field stocking locations to ensure that the right type and quantity of our
customers’ stock is in the right locations to meet the needs of their end-customers. Our customers are
able to minimize spend and maximize service.

• UPS Mail Innovations: UPS Mail Innovations offers an efficient, cost-effective method for sending
lightweight parcels and flat mail to global addresses from the U.S. We pick up customers’ domestic
and international mail, sort, post, manifest and then expedite the secured mail containers to the
destination postal service for last-mile delivery.
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UPS Freight

UPS Freight offers regional, inter-regional and long-haul less-than-truckload (“LTL”) services, as well as
full truckload services, in all 50 states, Canada, Puerto Rico, Guam, the U.S. Virgin Islands and Mexico. UPS
Freight provides reliable LTL service backed by a day-definite, on-time guarantee at no additional cost.
Additionally, many user-friendly small package technology offerings are also available for freight. Applications
such as UPS WorldShip, Billing Center, and Quantum View allow customers to process and track LTL
shipments, create electronic bills of lading and reconcile billing.

UPS Capital

UPS Capital offers a range of services, including export and import financing to help improve cash flow,
risk mitigation offerings to protect goods, as well as payment solutions that help speed the conversion cycle of
payments.

Sustainability

UPS’s business and corporate responsibility strategies pursue a common interest to increase the vitality and
environmental sustainability of the global economy by aggregating the shipping activity of millions of businesses
and individuals worldwide into a single, highly efficient logistics network. This provides benefits to:

• UPS, by ensuring strong demand for our services.

• The economy, by making global supply chains more efficient and less expensive.

• The environment, by enabling our global customers to leverage UPS’s carbon efficiency and thereby
reduce the carbon intensity of their supply chains.

We pursue sustainable business practices worldwide through operational efficiency, fleet advances, facility
engineering projects and conservation enabling technology and service offerings. We help our customers to do
the same.

Sustainability highlights in 2011 include:

• Rated 1st in Social Responsibility in Fortune Magazine’s 2011 “World’s Most Admired” for the
Delivery Industry.

• One of Corporate Responsibility’s “100 Best Corporate Citizens” and one of “The Best Corporate
Citizens in Government Contracting”.

• Recognized by Ethisphere Institute as one of the “World’s Most Ethical Companies”.

• Named to Interbrands “Best Global Brands” for the 7th consecutive year. We ranked in the Top 100 in
brand value around the world (#27) and were the only company in the transportation sector to make the
list in 2011.

• Recognized as a constituent of the Dow Jones Sustainability Index for the 10th consecutive year.

• One of America’s Top Organizations for Multicultural Business Opportunities by
DiversityBusiness.com.

• Achieved a score of 99% in response to the Carbon Disclosure Project. Our Carbon Disclosure
Leadership Index score is the highest in the U.S. and ties with only three other companies globally.

• Recognized by ClimateCounts.org as best company in the consumer shipping sector for the 3rd
consecutive year.

More information is available on the UPS Sustainability website.
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Community

We believe that strong communities are vital to the success of our company. By combining our philanthropy
with the volunteer time and talents of our employees, UPS helps drive positive change for organizations and
communities in need across the globe. The highlights of our corporate citizenship efforts in 2011 include:

• Local non-profits around the world received more than 1.6 million hours of volunteer service from
UPS employees participating in our Neighbor-to-Neighbor program.

• The UPS Foundation, our charitable organization, oversaw $97 million in donations of cash and
in-kind services to global causes primarily in four focus areas—community safety, environmental
sustainability, diversity and volunteerism.

• UPS led all U.S. companies in United Way donations last year with more than $55 million, and
surpassed $1 billion in cumulative donations to United Way.

• UPS continued to help save lives through our UPS Humanitarian Relief program by providing our
logistics expertise and resources to aid the famine-stricken Horn of Africa and areas impacted by the
Japan earthquake.

• Thousands of teenagers and novice drivers in the U.S., Canada, the U.K., and Germany participated in
UPS Road Code. This safety program for new drivers features UPS employees as instructors – a role
where they get to share driving knowledge and safety tips amassed over our 104-year history of safe
driving.

Reputation

Many of our customers trust UPS to extend their brand. We were pleased that UPS earned the top rating in
our industry on the American Customer Satisfaction Index in 2011. As noted in Millward Brown’s and
Interbrand’s top brand rankings, we have one of the most valuable brands in the world. UPS also has been named
to industry leading positions in Fortune Magazine’s Most Admired and Harris Interactive’s Reputation Quotient
surveys.

Employees

The strength of our company is our people, working together with a common purpose. We had
approximately 398,000 employees as of December 31, 2011, of which 323,000 are in the U.S. and 75,000 are
located internationally. Our global workforce includes approximately 71,000 management employees (36% of
whom are part-time) and 327,000 hourly employees (46% of whom are part-time).

As of December 31, 2011, we had approximately 245,000 employees employed under a national master
agreement and various supplemental agreements with local unions affiliated with the International Brotherhood
of Teamsters (“Teamsters”). These agreements run through July 31, 2013.

We have approximately 2,700 pilots who are employed under a collective bargaining agreement with the
Independent Pilots Association (“IPA”), which became amendable at the end of 2011.

Our airline mechanics are covered by a collective bargaining agreement with Teamsters Local 2727, which
runs through November 1, 2013. In addition, approximately 3,200 of our ground mechanics who are not
employed under agreements with the Teamsters are employed under collective bargaining agreements with the
International Association of Machinists and Aerospace Workers (“IAM”). Our agreement with the IAM runs
through July 31, 2014.

The experience of our management team continues to be an organizational strength. Nearly 40% of our full-
time managers have more than 20 years of service with UPS.
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We believe that our relations with our employees are good. We periodically survey all our employees to
determine their level of job satisfaction. Areas of concern receive management attention as we strive to keep UPS
the employer of choice among our employees. We consistently receive numerous awards and wide recognition as
an employer-of-choice, resulting in part from our emphasis on diversity and corporate citizenship.

Safety

We promote safety throughout our operations. Our Automotive Fleet Safety Program is built with the
following components:

• Selection. Five out of every six drivers come from our part-time ranks. Therefore, many of our new
drivers are familiar with our philosophies, policies, practices and training programs.

• Training. Training is the cornerstone of our Fleet Safety Program. Our approach starts with training
the trainer. All trainers are certified to ensure that they have the skills and motivation to effectively
train novice drivers. A new driver’s employment includes extensive classroom and online training as
well as on-road training, followed by three safety training rides integrated into his or her training cycle.

• Responsibility. Our operations managers are responsible for their drivers’ safety records. We
investigate every accident. If we determine that an accident could have been prevented, we retrain the
driver.

• Preventive Maintenance. An integral part of our Fleet Safety Program is a comprehensive Preventive
Maintenance Program. Our fleet is tracked electronically to ensure that each vehicle is serviced before
a breakdown or accident is likely to occur.

• Honor Plan. A well-defined safe driver honor plan recognizes and rewards our drivers when they
achieve success. We have over 4,000 drivers who have driven for 25 years or more without an
avoidable accident.

Our workplace safety program is built upon a comprehensive health and safety process. The foundation of
this process is our employee-management health and safety committees. The workplace safety process focuses
on employee conditioning and safety-related habits. Our employee co-chaired health and safety committees
complete comprehensive facility audits and injury analyses, and recommend facility and work process changes.

Competition

We are the largest package delivery company in the world, in terms of both revenue and volume. We offer a
broad array of services in the package and freight delivery industry and, therefore, compete with many different
local, regional, national and international companies. Our competitors include worldwide postal services, various
motor carriers, express companies, freight forwarders, air couriers and others. Through our supply chain service
offerings, we compete with a number of participants in the supply chain, financial services and information
technology industries.

Competitive Strengths

Our competitive strengths include:

Integrated Global Network. We believe that our integrated global ground and air network is the most
extensive in the industry. We handle all levels of service (air, ground, domestic, international, commercial,
residential) through a single pickup and delivery service network.

Our sophisticated engineering systems allow us to optimize our network efficiency and asset utilization on a
daily basis. This unique, integrated global business model creates consistent and superior returns.
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We believe we have the most comprehensive integrated delivery and information services portfolio of any
carrier in Europe. In other regions of the world, we rely on both our own and local service providers’ capabilities
to meet our service commitments.

Global Presence. UPS serves more than 220 countries and territories around the world. We have a
presence in all of the world’s major economies.

Leading-edge Technology. We are a global leader in developing technology that helps our customers
optimize their shipping and logistics business processes to lower costs, improve service and increase efficiency.

Technology powers virtually every service we offer and every operation we perform. Our technology
offerings are initiated by our customers’ needs. We offer a variety of on-line service options that enable our
customers to integrate UPS functionality into their own businesses not only to conveniently send, manage and
track their shipments, but also to provide their customers with better information services. We provide the
infrastructure for an Internet presence that extends to tens of thousands of customers who have integrated UPS
tools directly into their own web sites.

Broad Portfolio of Services. Our portfolio of services enables customers to choose the delivery option that
is most appropriate for their requirements. Increasingly, our customers benefit from business solutions that
integrate many UPS services in addition to package delivery. For example, our supply chain services—such as
freight forwarding, customs brokerage, order fulfillment, and returns management—help improve the efficiency
of the supply chain management process.

Customer Relationships. We focus on building and maintaining long-term customer relationships. We
serve 1.1 million pick-up customers and 7.7 million delivery customers daily. Cross-selling small package,
supply chain and freight services across our customer base is an important growth mechanism for UPS.

Brand Equity. We have built a leading and trusted brand that stands for quality service, reliability and
product innovation. The distinctive appearance of our vehicles and the friendliness and helpfulness of our drivers
are major contributors to our brand equity.

Distinctive Culture. We believe that the dedication of our employees results in large part from our
distinctive “employee-owner” concept. Our employee stock ownership tradition dates from 1927, when our
founders, who believed that employee stock ownership was a vital foundation for successful business, first
offered stock to employees. To facilitate employee stock ownership, we maintain several stock-based
compensation programs.

Our long-standing policy of “promotion from within” complements our tradition of employee ownership,
and this policy reduces the need for us to hire managers and executive officers from outside UPS. The majority
of our management team began their careers as full-time or part-time hourly UPS employees, and have spent
their entire careers with us. Many of our executive officers have more than 30 years of service with UPS and
have accumulated a meaningful ownership stake in our company. Therefore, our executive officers have a strong
incentive to effectively manage UPS, which benefits all our shareowners.

Financial Strength. Our balance sheet reflects financial strength that few companies can match. Our
financial strength gives us the resources to achieve global scale; to invest in employee development, technology,
transportation equipment and buildings; to pursue strategic opportunities that facilitate our growth; to service our
obligations; and to return value to our shareowners in the form of dividends and share repurchases.

Government Regulation

Air Operations

The U.S. Department of Transportation (“DOT”), the Federal Aviation Administration (“FAA”), and the
U.S. Department of Homeland Security, through the Transportation Security Administration (“TSA”), have
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regulatory authority over United Parcel Service Co.’s (“UPS Airlines’”) air transportation services. The Federal
Aviation Act of 1958, as amended, is the statutory basis for DOT and FAA authority and the Aviation and
Transportation Security Act of 2001, as amended, is the basis for TSA aviation security authority.

The DOT’s authority primarily relates to economic aspects of air transportation, such as discriminatory
pricing, non-competitive practices, interlocking relations and cooperative agreements. The DOT also regulates,
subject to the authority of the President of the United States, international routes, fares, rates and practices, and is
authorized to investigate and take action against discriminatory treatment of U.S. air carriers abroad.
International operating rights for U.S. airlines are usually subject to bilateral agreement between the U.S. and
foreign governments. UPS Airlines has international route operating rights granted by the DOT and we may
apply for additional authorities when those operating rights are available and are required for the efficient
operation of our international network. The efficiency and flexibility of our international air transportation
network is dependent on DOT and foreign government regulations and operating restrictions.

The FAA’s authority primarily relates to safety aspects of air transportation, including aircraft operating
procedures, transportation of hazardous materials, record keeping standards and maintenance activities, personnel
and ground facilities. In 1988, the FAA granted us an operating certificate, which remains in effect so long as we
meet the safety and operational requirements of the applicable FAA regulations. In addition, we are subject to
non-U.S. government regulation of aviation rights involving non-U.S. jurisdictions, and non-U.S. customs
regulation.

FAA regulations mandate an aircraft corrosion control program, along with aircraft inspection and repair at
periodic intervals specified by approved programs and procedures, for all aircraft. Our total expenditures under
these programs for 2011 were not material. The future cost of repairs pursuant to these programs may fluctuate
according to aircraft condition, age and the enactment of additional FAA regulatory requirements.

The TSA regulates various security aspects of air cargo transportation in a manner consistent with the TSA
mission statement to “protect the Nation’s transportation systems to ensure freedom of movement for people and
commerce.” UPS Airlines, and specified airport and off airport locations, are regulated under TSA regulations
applicable to the transportation of cargo in an air network. In addition, personnel, facilities and procedures
involved in air cargo transportation must comply with TSA regulations.

UPS Airlines, along with a number of other domestic airlines, participates in the Civil Reserve Air Fleet
(“CRAF”) program. Our participation in the CRAF program allows the U.S. Department of Defense (“DOD”) to
requisition specified UPS Airlines wide-body aircraft for military use during a national defense emergency. The
DOD compensates us for the use of aircraft under the CRAF program. In addition, participation in CRAF entitles
UPS Airlines to bid for military cargo charter operations.

Ground Operations

Our ground transportation of packages in the U.S. is subject to the DOT’s jurisdiction with respect to the
regulation of routes and to both the DOT’s and the states’ jurisdiction with respect to the regulation of safety,
insurance and hazardous materials. We are subject to similar regulation in many non-U.S. jurisdictions.

The Postal Reorganization Act of 1970 created the U.S. Postal Service as an independent establishment of
the executive branch of the federal government, and created the Postal Rate Commission, an independent agency,
to recommend postal rates. The Postal Accountability and Enhancement Act of 2006 amended the 1970 Act to
give the re-named Postal Regulatory Commission revised oversight authority over many aspects of the Postal
Service, including postal rates, product offerings and service standards. We sometimes participate in the
proceedings before the Postal Regulatory Commission in an attempt to secure fair postal rates for competitive
services.
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Customs

We are subject to the customs laws in the countries in which we operate, regarding the import and export of
shipments, including those related to the filing of documents on behalf of client importers and exporters.

Environmental

We are subject to federal, state and local environmental laws and regulations across all of our business units.
These laws and regulations cover a variety of processes, including, but not limited to: proper storage, handling,
and disposal of hazardous and other waste; managing wastewater and stormwater; monitoring and maintaining
the integrity of underground storage tanks; complying with laws regarding clean air, including those governing
emissions; protecting against and appropriately responding to spills and releases; and communicating the
presence of reportable quantities of hazardous materials to local responders. UPS has established site- and
activity-specific environmental compliance and pollution prevention programs to address our environmental
responsibilities and remain compliant. In addition, UPS has created numerous programs which seek to minimize
waste and prevent pollution within our operations.

Other Regulations

We are subject to numerous other U.S. federal and state laws and regulations, in addition to applicable
foreign laws, in connection with our package and non-package businesses in the countries in which we operate.
These laws and regulations include those enforced by U.S. Customs and Border Protection and other agencies of
the U.S. Department of Homeland Security, the U.S. Department of Treasury, the Federal Maritime Commission,
the U.S. Drug Enforcement Administration, the U.S. Food and Drug Administration and the U.S. Department of
Agriculture.

Where You Can Find More Information

UPS maintains a website at www.ups.com. Our annual report on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, and any amendments to those reports filed or furnished pursuant to
Section 13(a) of the Securities Exchange Act of 1934 are made available through our website
www.investors.ups.com as soon as reasonably practical after we electronically file or furnish the reports to the
SEC. Also available on the Corporation’s website are the Company’s Corporate Governance Guidelines and
Committee Charters. Information on these websites, however, is not incorporated by reference into this report or
any other report filed with or furnished to the SEC.

We have adopted a written Code of Business Conduct that applies to all of our directors, officers and
employees, including our principal executive officer and senior financial officers. It is available in the
governance section of the investor relations website, located at www.investors.ups.com. In the event that we
make changes in, or provide waivers from, the provisions of the Code of Business Conduct that the SEC requires
us to disclose, we intend to disclose these events in the governance section of our investor relations website.

Our Corporate Governance Guidelines and the charters for our Audit Committee, Compensation Committee
and Nominating and Corporate Governance Committee are also available in the governance section of the
investor relations website.

Our sustainability report, which describes our activities that support our commitment to acting responsibly
and contributing to society, is available at www.sustainability.ups.com. We provide the addresses to our internet
sites solely for the information of investors. We do not intend any addresses to be active links or to otherwise
incorporate the contents of any website into this report.
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Item 1A. Risk Factors

You should carefully consider the following factors, which could materially affect our business, financial
condition or results of operations. You should read these Risk Factors in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” in Item 7 and our Consolidated
Financial Statements and related notes in Item 8.

General economic conditions, both in the U.S. and internationally, may adversely affect our results of
operations.

We conduct operations in over 220 countries and territories. Our U.S. and international operations are
subject to normal cycles affecting the economy in general, as well as the local economic environments in which
we operate. The factors that create cyclical changes to the economy and to our business are beyond our control,
and it may be difficult for us to adjust our business model to mitigate the impact of these factors. In particular,
our business is affected by levels of industrial production, consumer spending and retail activity, and our
business, financial position and results of operations could be materially affected by adverse developments in
these aspects of the economy.

We face significant competition which could adversely affect our business, financial position and results of
operations.

We face significant competition on a local, regional, national and international basis. Our competitors
include the postal services of the U.S. and other nations, various motor carriers, express companies, freight
forwarders, air couriers and others. Competition may also come from other sources in the future. Some of our
competitors have cost and organizational structures that differ from ours and may offer services and pricing terms
that we may not be willing or able to offer. If we are unable to timely and appropriately respond to competitive
pressures, our business, financial position and results of operations could be adversely affected.

The transportation industry continues to consolidate and competition remains strong. As a result of
consolidation, our competitors may increase their market share and improve their financial capacity, and may
strengthen their competitive positions. Business combinations could also result in competitors providing a wider
variety of services and products at competitive prices, which could adversely affect our financial performance.

Our business is subject to complex and stringent regulation in the U.S. and internationally.

We are subject to complex and stringent aviation, transportation, environmental, security, labor,
employment and other governmental laws and regulations, both in the U.S. and in the other countries in which
we operate. In addition, our business is impacted by laws and regulations that affect global trade, including tariff
and trade policies, export requirements, taxes and other restrictions and charges. Changes in laws, regulations
and the related interpretations may alter the landscape in which we do business and may affect our costs of doing
business. The impact of new laws and regulations cannot be predicted. Compliance with new laws and
regulations may increase our operating costs or require significant capital expenditures. Any failure to comply
with applicable laws or regulations in the U.S. or in any of the countries in which we operate could result in
substantial fines or possible revocation of our authority to conduct our operations, which could adversely affect
our financial performance.

Increased security requirements could impose substantial costs on us and we could be the target of an attack
or have a security breach.

As a result of concerns about global terrorism and homeland security, governments around the world have
adopted or may adopt stricter security requirements that will result in increased operating costs for businesses in
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the transportation industry. These requirements may change periodically as a result of regulatory and legislative
requirements and in response to evolving threats. We cannot determine the effect that these new requirements
will have on our cost structure or our operating results, and these rules or other future security requirements may
increase our costs of operations and reduce operating efficiencies. Regardless of our compliance with security
requirements or the steps we take to secure our facilities or fleet, we could be the target of an attack or security
breaches could occur, which could adversely affect our operations or our reputation.

We may be affected by global climate change or by legal, regulatory or market responses to such potential
change.

Concern over climate change, including the impact of global warming, has led to significant federal, state
and international legislative and regulatory efforts to limit greenhouse gas (“GHG”) emissions. For example, in
the past several years, the U.S. Congress has considered various bills that would regulate GHG emissions. While
these bills have not yet received sufficient Congressional support for enactment, some form of federal climate
change legislation is possible in the future. Even in the absence of such legislation, the Environmental Protection
Agency, spurred by judicial interpretation of the Clean Air Act, may regulate GHG emissions, especially aircraft
or diesel engine emissions, and this could impose substantial costs on us. These costs include an increase in the
cost of the fuel and other energy we purchase and capital costs associated with updating or replacing our aircraft
or vehicles prematurely. Until the timing, scope and extent of any future regulation becomes known, we cannot
predict its effect on our cost structure or our operating results. It is reasonably possible that such legislation or
regulation could impose material costs on us. Moreover, even without such legislation or regulation, increased
awareness and any adverse publicity in the global marketplace about the GHGs emitted by companies in the
airline and transportation industries could harm our reputation and reduce customer demand for our services,
especially our air services.

Strikes, work stoppages and slowdowns by our employees could adversely affect our business, financial
position and results of operations.

A significant number of our employees are employed under a national master agreement and various
supplemental agreements with local unions affiliated with the Teamsters and our airline pilots, airline mechanics,
ground mechanics and certain other employees are employed under other collective bargaining agreements.
Strikes, work stoppages and slowdowns by our employees could adversely affect our ability to meet our
customers’ needs, and customers may do more business with competitors if they believe that such actions or
threatened actions may adversely affect our ability to provide services. We may face permanent loss of customers
if we are unable to provide uninterrupted service, and this could adversely affect our business, financial position
and results of operations. The terms of future collective bargaining agreements also may affect our competitive
position and results of operations.

We are exposed to the effects of changing prices of energy, including gasoline, diesel and jet fuel, and
interruptions in supplies of these commodities.

Changing fuel and energy costs may have a significant impact on our operations. We require significant
quantities of fuel for our aircraft and delivery vehicles and are exposed to the risk associated with variations in
the market price for petroleum products, including gasoline, diesel and jet fuel. We mitigate our exposure to
changing fuel prices through our indexed fuel surcharges and we may also enter into hedging transactions from
time to time. If we are unable to maintain or increase our fuel surcharges, higher fuel costs could adversely
impact our operating results. Even if we are able to offset the cost of fuel with our surcharges, high fuel
surcharges may result in a mix shift from our higher yielding air products to lower yielding ground products or
an overall reduction in volume. If fuel prices rise sharply, even if we are successful in increasing our fuel
surcharge, we could experience a lag time in implementing the surcharge, which could adversely affect our short-
term operating results. There can be no assurance that our hedging transactions will be effective to protect us
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from changes in fuel prices. Moreover, we could experience a disruption in energy supplies, including our supply
of gasoline, diesel and jet fuel, as a result of war, actions by producers, or other factors which are beyond our
control, which could have an adverse effect on our business.

Changes in exchange rates or interest rates may have an adverse effect on our results.

We conduct business across the globe with a significant portion of our revenue derived from operations
outside the United States. Our operations in international markets are affected by changes in the exchange rates
for local currencies, and in particular the Euro, British Pound Sterling and Canadian Dollar.

We are exposed to changes in interest rates, primarily on our short-term debt and that portion of our long-
term debt that carries floating interest rates. The impact of a 100-basis-point change in interest rates affecting our
debt is discussed in the “Quantitative and Qualitative Disclosures about Market Risk” section of this report.

We monitor and manage our exposures to changes in currency exchange rates and interest rates, and make
limited use of currency exchange contracts, over the counter option contracts, commodity forwards, swaps and
futures contracts to mitigate the impact of changes in currency values, but changes in exchange rates and interest
rates cannot always be predicted or hedged.

If we are unable to maintain our brand image and corporate reputation, our business may suffer.

Our success depends in part on our ability to maintain the image of the UPS brand and our reputation for
providing excellent service to our customers. Service quality issues, actual or perceived, even when false or
unfounded, could tarnish the image of our brand and may cause customers to use other companies. Also, adverse
publicity surrounding labor relations, environmental concerns, security matters, political activities and the like, or
attempts to connect our company to these sorts of issues, either in the United States or other countries in which
we operate, could negatively affect our overall reputation and acceptance of our services by customers. Damage
to our reputation and loss of brand equity could reduce demand for our services and thus have an adverse effect
on our business, financial position and results of operations, and could require additional resources to rebuild our
reputation and restore the value of our brand.

A significant privacy breach or IT system disruption could adversely affect our business and we may be
required to increase our spending on data and system security.

We rely on information technology networks and systems, including the Internet, to process, transmit and
store electronic information, and to manage or support a variety of business processes and activities. In addition,
the provision of service to our customers and the operation of our network involve the storage and transmission
of proprietary information and sensitive or confidential data, including personal information of customers,
employees and others. Our information technology systems, some of which are managed by third-parties, may be
susceptible to damage, disruptions or shutdowns due to failures during the process of upgrading or replacing
software, databases or components thereof, power outages, hardware failures, computer viruses, attacks by
computer hackers, telecommunication failures, user errors or catastrophic events. Groups of hackers may also act
in a coordinated manner to launch distributed denial of service attacks or other coordinated attacks that may
cause service outages or other interruptions. In addition, breaches in security could expose us, our customers or
the individuals affected to a risk of loss or misuse of proprietary information and sensitive or confidential data.
Any of these occurrences could result in disruptions in our operations, the loss of existing or potential customers,
damage to our brand and reputation, and litigation and potential liability for the company. In addition, the cost
and operational consequences of implementing further data or system protection measures could be significant.

Severe weather or other natural or manmade disasters could adversely affect our business.

Severe weather conditions and other natural or manmade disasters, including storms, floods, fires and
earthquakes, may result in decreased revenues, as our customers reduce their shipments, or increased costs to
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operate our business, which could have an adverse effect on our results of operations for a quarter or year. Any
such event affecting one of our major facilities could result in a significant interruption in or disruption of our
business.

We make significant capital investments in our business of which a significant portion is tied to projected
volume levels.

We require significant capital investments in our business consisting of aircraft, vehicles, technology,
facilities and sorting and other types of equipment to support both our existing business and anticipated growth.
Forecasting projected volume involves many factors which are subject to uncertainty, such as general economic
trends, changes in governmental regulation and competition. If we do not accurately forecast our future capital
investment needs, we could have excess capacity or insufficient capacity, either of which would negatively affect
our revenues and profitability. In addition to forecasting our capital investment requirements, we adjust other
elements of our operations and cost structure in response to adverse economic conditions; however, these
adjustments may not be sufficient to allow us to maintain our operating margins in an adverse economy.

We derive a significant portion of our revenues from our international operations and are subject to the risks
of doing business in emerging markets.

We have significant international operations and while the geographical diversity of our international
operations helps ensure that we are not overly reliant on a single region or country, we are continually exposed to
changing economic, political and social developments beyond our control. Emerging markets are typically more
volatile than those in the developed world, and any broad-based downturn in these markets could reduce our
revenues and adversely affect our business, financial position and results of operations.

We are subject to changes in markets and our business plans that have resulted, and may in the future result,
in substantial write-downs of the carrying value of our assets, thereby reducing our net income.

Our regular review of the carrying value of our assets has resulted, from time to time, in significant
impairments, and we may in the future be required to recognize additional impairment charges. Changes in
business strategy, government regulations, or economic or market conditions have resulted and may result in
further substantial impairments of our intangible or other assets at any time in the future. In addition, we have
been and may be required in the future to recognize increased depreciation and amortization charges if we
determine that the useful lives of our fixed assets are shorter than we originally estimated. Such changes could
reduce our net income.

Employee health and retiree health and pension benefit costs represent a significant expense to us.

With approximately 398,000 employees, including approximately 323,000 in the U.S., our expenses relating
to employee health and retiree health and pension benefits are significant. In recent years, we have experienced
significant increases in certain of these costs, largely as a result of economic factors beyond our control,
including, in particular, ongoing increases in health care costs well in excess of the rate of inflation. Continued
increasing health care costs, volatility in investment returns and discount rates, as well as changes in laws,
regulations and assumptions used to calculate retiree health and pension benefit expenses, may adversely affect
our business, financial position, results of operations or require significant contributions to our pension plans.

We participate in a number of trustee-managed multiemployer pension and health and welfare plans for
employees covered under collective bargaining agreements. Several factors could cause us to make significantly
higher future contributions to these plans, including unfavorable investment performance, increases in health care
costs, changes in demographics and increased benefits to participants. At this time, we are unable to determine
the amount of additional future contributions, if any, or whether any material adverse effect on our financial
condition, results of operations or liquidity could result from our participation in these plans.
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We may be subject to various claims and lawsuits that could result in significant expenditures.

The nature of our business exposes us to the potential for various claims and litigation related to labor and
employment, personal injury, property damage, business practices, environmental liability and other matters.
Any material litigation or a catastrophic accident or series of accidents could have a material adverse effect on
our business, financial position and results of operations.

We may not realize the anticipated benefits of acquisitions, joint ventures or strategic alliances.

As part of our business strategy, we may acquire businesses and form joint ventures or strategic alliances.
Whether we realize the anticipated benefits from these transactions depends, in part, upon the successful
integration between the businesses involved, the performance of the underlying operation, capabilities or
technologies and the management of the transacted operations. Accordingly, our financial results could be
adversely affected by our failure to effectively integrate the acquired operations, unanticipated performance
issues, transaction-related charges or charges for impairment of long-term assets that we acquire.

Insurance and claims expenses could have a material adverse effect on our business, financial condition and
results of operations.

We have a combination of both self-insurance and high-deductible insurance programs for the risks arising
out of the services we provide and the nature of our global operations, including claims exposure resulting from
cargo loss, personal injury, property damage, aircraft and related liabilities, business interruption and workers’
compensation. Workers’ compensation, automobile and general liabilities are determined using actuarial
estimates of the aggregate liability for claims incurred and an estimate of incurred but not reported claims, on an
undiscounted basis. Our accruals for insurance reserves reflect certain actuarial assumptions and management
judgments, which are subject to a high degree of variability. If the number or severity of claims for which we are
retaining risk increases, our financial condition and results of operations could be adversely affected. If we lose
our ability to self-insure these risks, our insurance costs could materially increase and we may find it difficult to
obtain adequate levels of insurance coverage.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

Operating Facilities

We own our headquarters, which are located in Atlanta, Georgia and consist of about 735,000 square feet of
office space on an office campus, and our UPS Supply Chain Solutions group’s headquarters, which are located
in Alpharetta, Georgia, and consist of about 310,000 square feet of office space.

We also own our 27 principal U.S. package operating facilities, which have floor spaces that range from
approximately 310,000 to 693,000 square feet. In addition, we have a 1.9 million square foot operating facility
near Chicago, Illinois, which is designed to streamline shipments between East Coast and West Coast
destinations, and we own or lease over 1,000 additional smaller package operating facilities in the U.S. The
smaller of these facilities have vehicles and drivers stationed for the pickup of packages and facilities for the
sorting, transfer and delivery of packages. The larger of these facilities also service our vehicles and equipment
and employ specialized mechanical installations for the sorting and handling of packages.

We own or lease almost 800 facilities that support our international package operations and an additional
800 facilities that support our freight forwarding and logistics operations. Our freight forwarding and logistics
operations maintain facilities with approximately 35 million square feet of floor space. We own and operate a
logistics campus consisting of approximately 3.1 million square feet in Louisville, Kentucky.
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UPS Freight operates 196 service centers with a total of 5.9 million square feet of floor space. UPS Freight
owns 148 of these service centers, while the remainder are occupied under operating lease agreements. The main
offices of UPS Freight are located in Richmond, Virginia and consist of about 240,000 square feet of office
space.

Our aircraft are operated in a hub and spokes pattern in the U.S. Our principal air hub in the U.S., known as
Worldport, is located in Louisville, Kentucky. The Worldport facility consists of over 5.2 million square feet and
the site includes approximately 596 acres. Between 2009 and 2010, we completed an expansion of our Worldport
facility, which increased the sorting capacity to approximately 416,000 packages per hour. The expansion, which
cost over $1 billion, involved the addition of two aircraft load / unload wings to the hub building, followed by the
installation of high-speed conveyor and computer control systems.

We also have regional air hubs in Hartford, Connecticut; Ontario, California; Philadelphia, Pennsylvania;
and Rockford, Illinois. These hubs house facilities for the sorting, transfer and delivery of packages. Our
European air hub is located in Cologne, Germany, and we maintain Asia-Pacific air hubs in Shanghai, China;
Shenzhen, China; Taipei, Taiwan; Hong Kong; and Singapore. Our regional air hub in Canada is located in
Hamilton, Ontario, and our regional air hub for Latin America and the Caribbean is in Miami, Florida.

In 2011, we announced plans to significantly expand our European air hub in Cologne, Germany. The
expansion project, due to be completed by the end of 2013, will equip the existing facility with additional
state-of-art technology and will include a major extension to the existing building. This extension would be
partially dedicated to processing larger freight shipments. Together these initiatives will significantly increase the
hub’s package sorting capacity from today’s 110,000 to 190,000 packages per hour. The total cost of the
expansion is estimated to be approximately $200 million.

Over the past several years, UPS has made a successful transition to become the first wholly-owned foreign
express carrier in China. In 2008, we opened the UPS International Air Hub at Pudong International Airport,
which was built on a parcel totaling 2.4 million square feet with a planned sorting capacity of 17,000 packages
per hour. The hub links all of China via Shanghai to UPS’s international network with direct service to the
Americas, Europe and Asia. It also connects points served in China by UPS through a dedicated service provided
by Yangtze River Express, a Chinese all-cargo airline.

In February 2010, we opened a new intra-Asia air hub at Shenzhen Baoan International Airport in China.
The Shenzhen facility replaced our intra-Asia air hub at Clark Air Force Base in the Philippines, and serves as
our primary transit hub in Asia. The facility was built on a parcel of almost 1 million square feet, and has a
sorting capacity of 18,000 packages per hour.

Our primary information technology operations are consolidated in a 435,000 square foot owned facility, the
Ramapo Ridge facility, which is located on a 39-acre site in Mahwah, New Jersey. We also own a 175,000
square foot facility located on a 25-acre site in Alpharetta, Georgia, which serves as a backup to the main
information technology operations facility in New Jersey. This facility provides production functions and backup
capacity in the event that a power outage or other disaster incapacitates the main data center. It also helps to meet
our internal communication needs.

We believe that our facilities are adequate to support our current operations.
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Fleet

Aircraft

The following table shows information about our aircraft fleet as of December 31, 2011:

Description

Owned and
Capital
Leases

Short-term
Leased or
Chartered

From
Others

On
Order

Under
Option

Boeing 747-400F . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 — — —
Boeing 747-400BCF . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — — —
Boeing 757-200 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75 — — —
Boeing 767-300 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44 — 15 —
Boeing MD-11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 — — —
Airbus A300-600 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53 — — —
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 300 — —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 223 300 15 —

We maintain an inventory of spare engines and parts for each aircraft.

All of the aircraft we own meet Stage IV federal noise regulations and can operate at airports that have
aircraft noise restrictions.

During 2011, we took delivery of five Boeing 767-300F aircraft and two Boeing 747-400F aircraft. We have
firm commitments to purchase 15 Boeing 767-300ER freighters to be delivered between 2012 and 2013. We sold
the remainder of our McDonnell-Douglas DC-8-73 and Boeing 747-100 aircraft fleets during 2011.

Vehicles

We operate a global ground fleet of approximately 101,000 package cars, vans, tractors and motorcycles.
Our ground support fleet consists of 31,800 pieces of equipment designed specifically to support our aircraft
fleet, ranging from non-powered container dollies and racks to powered aircraft main deck loaders and cargo
tractors. We also have 35,000 containers used to transport cargo in our aircraft.

Item 3. Legal Proceedings

For a discussion of legal proceedings affecting us and our subsidiaries, please see the information under the
sub-caption “Contingencies” of the caption “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” included in this report.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our class A common stock is not listed on a national securities exchange or traded in an organized
over-the-counter market, but each share of our class A common stock is convertible into one share of our class B
common stock.

The following is a summary of our class B common stock price activity and dividend information for 2011
and 2010. Our class B common stock is listed on the New York Stock Exchange under the symbol “UPS.”

High Low Close
Dividends
Declared

2011:
First Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $76.99 $70.22 $74.32 $0.52
Second Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $75.58 $68.14 $72.93 $0.52
Third Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $75.79 $60.75 $63.15 $0.52
Fourth Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $73.80 $61.27 $73.19 $0.52
2010:
First Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $64.95 $55.77 $64.41 $0.47
Second Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $70.89 $56.70 $56.89 $0.47
Third Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $69.50 $56.47 $66.69 $0.47
Fourth Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $73.94 $65.44 $72.58 $0.47

As of January 31, 2012, there were 157,455 and 18,024 record holders of class A and class B common
stock, respectively.

The policy of our Board of Directors is to declare dividends out of current earnings. The declaration of
dividends is subject to the discretion of the Board of Directors and will depend on various factors, including our
net income, financial condition, cash requirements, future prospects, and other relevant factors.

On February 9, 2012, our Board declared a dividend of $0.57 per share, which is payable on March 7, 2012
to shareowners of record on February 21, 2012. This represents a 10% increase from the previous $0.52 quarterly
dividend in 2011.

In January 2008, the Board of Directors approved an increase in our share repurchase authorization to $10.0
billion. Share repurchases may take the form of accelerated share repurchases, open market purchases, or other
such methods as we deem appropriate. The timing of our share repurchases will depend upon market conditions.
Unless terminated earlier by the resolution of our Board, the program will expire when we have purchased all
shares authorized for repurchase under the program.

A summary of repurchases of our class A and class B common stock during the fourth quarter of 2011 is as
follows (in millions, except per share amounts):

Total Number
of Shares

Purchased(1)

Average
Price Paid

Per Share(1)

Total Number
of Shares Purchased
as Part of Publicly

Announced Program

Approximate Dollar
Value of Shares that

May Yet be Purchased
Under the Program
(as of month-end)

October 1—October 31 . . . . . . . . . . . . . . 1.5 $67.78 1.5 $2,895
November 1—November 30 . . . . . . . . . . 4.2 68.72 4.0 2,615
December 1—December 31 . . . . . . . . . . . 1.4 70.18 1.3 2,525

Total October 1—December 31 . . . . 7.1 $68.79 6.8

(1) Includes shares repurchased through our publicly announced share repurchase program and shares tendered
to pay the exercise price and tax withholding on employee stock options.
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Shareowner Return Performance Graph

The following performance graph and related information shall not be deemed “soliciting material” or to
be “filed” with the SEC, nor shall such information be incorporated by reference into any future filing under the
Securities Act of 1933 or Securities Exchange Act of 1934, each as amended, except to the extent that the
Company specifically incorporates such information by reference into such filing.

The following graph shows a five year comparison of cumulative total shareowners’ returns for our class B
common stock, the Standard & Poor’s 500 Index, and the Dow Jones Transportation Average. The comparison of
the total cumulative return on investment, which is the change in the quarterly stock price plus reinvested
dividends for each of the quarterly periods, assumes that $100 was invested on December 31, 2006 in the
Standard & Poor’s 500 Index, the Dow Jones Transportation Average, and our class B common stock.

Comparison of Five Year Cumulative Total Return
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12/31/06 12/31/07 12/31/08 12/31/09 12/31/10 12/31/11

United Parcel Service, Inc. . . . . . . . . . . . . . . . . . . . . $100.00 $ 96.50 $77.40 $83.40 $108.66 $112.88
Standard & Poor’s 500 Index . . . . . . . . . . . . . . . . . . $100.00 $105.49 $66.46 $84.05 $ 96.71 $ 98.76
Dow Jones Transportation Average . . . . . . . . . . . . . $100.00 $101.43 $79.70 $94.51 $119.83 $119.84
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Item 6. Selected Financial Data

Information in Items 6, 7, 8 and Exhibit 12 of this report for the years ended December 31, 2011, 2010,
2009, 2008 and 2007 have been revised, as applicable, for the retrospective application of our changes in
accounting policies for recognizing the expense associated with our pension and postretirement benefit plans.
These changes in accounting policies are further discussed in Note 1 to the audited consolidated financial
statements.

The following table sets forth selected financial data for each of the five years in the period ended
December 31, 2011 (in millions, except per share amounts). This financial data should be read together with our
consolidated financial statements and related notes, Management’s Discussion and Analysis of Financial
Condition and Results of Operations, and other financial data appearing elsewhere in this report.

Years Ended December 31,

2011 2010 2009 2008 2007

Selected Income Statement Data
Revenue:

U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . . . . . $31,717 $29,742 $28,158 $31,278 $30,985
International Package . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,249 11,133 9,699 11,293 10,281
Supply Chain & Freight . . . . . . . . . . . . . . . . . . . . . . . . . 9,139 8,670 7,440 8,915 8,426

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,105 49,545 45,297 51,486 49,692
Operating expenses:

Compensation and benefits . . . . . . . . . . . . . . . . . . . . . . 27,575 26,557 25,933 29,826 31,565
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,450 17,347 15,856 20,041 17,369

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . 47,025 43,904 41,789 49,867 48,934
Operating profit (loss):

U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . . . . . 3,764 3,238 1,919 823 (1,406)
International Package . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,709 1,831 1,279 1,246 1,870
Supply Chain and Freight . . . . . . . . . . . . . . . . . . . . . . . . 607 572 310 (450) 294

Total operating profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,080 5,641 3,508 1,619 758
Other income (expense):

Investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44 3 10 75 99
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (348) (354) (445) (442) (246)

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . 5,776 5,290 3,073 1,252 611
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,972) (1,952) (1,105) (597) (115)

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,804 $ 3,338 $ 1,968 $ 655 $ 496

Per share amounts:
Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.88 $ 3.36 $ 1.97 $ 0.64 $ 0.47
Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.33 $ 1.96 $ 0.64 $ 0.47
Dividends declared per share . . . . . . . . . . . . . . . . . . . . . $ 2.08 $ 1.88 $ 1.80 $ 1.80 $ 1.68

Weighted average shares outstanding:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 981 994 998 1,016 1,057
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 991 1,003 1,004 1,022 1,063

As of December 31,

2011 2010 2009 2008 2007

Selected Balance Sheet Data
Cash and marketable securities . . . . . . . . . . . . . . . . . . . . . . . $ 4,275 $ 4,081 $ 2,100 $ 1,049 $ 2,604
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,701 33,597 31,883 31,879 39,042
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,095 10,491 8,668 7,797 7,506
Shareowners’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,108 8,047 7,696 6,780 12,183
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

The slow pace of the U.S. economic recovery in 2011 put pressure during the first three quarters of the year
on volume and revenue growth in our U.S. Domestic Package segment, as well as U.S. import volume in our
International Package and Supply Chain & Freight segments. Slower growth in industrial production and the lack
of significant inventory rebuilding also pressured our volume in certain industrial sectors; however, overall
growth in retail sales, particularly in e-commerce, resulted in solid business-to-consumer shipment activity
during the year. Growth accelerated in the fourth quarter of 2011 due in large part to a strong holiday season for
e-commerce sales, which resulted in higher volume and revenue for our deferred and ground residential products.

Outside of the U.S., economic growth slowed throughout 2011 due to volatility in world markets. Despite
this sluggish economic environment, we experienced favorable volume and revenue growth for most of the year,
although the growth trend slowed during the latter half of 2011.

In 2011, we continued to undertake initiatives to improve yield management, increase operational efficiency
and contain costs, which led to solid improvements in operating margin and profit in our U.S. Domestic Package
and Supply Chain & Freight segments. During 2010, we completed the second phase of our Worldport expansion
which has allowed the use of larger and more fuel-efficient aircraft, and further improved network efficiencies.
We also streamlined our U.S. domestic management structure and continued to better align our cost structure
with prevailing volume levels.

In our International Package segment, we have continued to invest to support our growth initiatives. In
2010, we opened our new intra-Asia air hub in Shenzhen, China, which has allowed us to better serve our
customers by reducing time in transit for shipments in the region. We have also continued to optimize our aircraft
network, to leverage the new route authority we have gained over the last several years and to take full advantage
of faster growing trade lanes. In Asia, we expanded our air network during 2011 by adding flights from Hong
Kong to Cologne, Germany, adding a daily flight from Chengdu, China to Cologne, and adding new routes from
Japan, as well as increasing our capacity to serve the South Korea to U.S. trade lane by adding a flight to and
from Incheon. In Europe, we announced a $200 million expansion of our Cologne hub in Germany in 2011,
which will increase the hub’s sorting capacity from 110,000 to 190,000 packages per hour when completed in
2013. In the Americas, we have expanded our air capacity more than 50% on 19 weekly flights into key markets
in Central and South America during 2011.

Even though we continue to experience solid overall growth in our International Package business, in the
latter half of 2011, we experienced weakness in the important Asia-to-U.S. trade lane. To align our capacity and
cost structure with prevailing volume levels, we reduced our tonnage capacity in this lane, while retaining the
network enhancements and service upgrades previously implemented.

Volatile fuel prices have continued to impact both revenue and expense in all three of our segments. Rising
fuel prices have led to higher fuel surcharge rates and increased fuel and purchased transportation costs.
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Our consolidated results are presented in the table below:

Year Ended December 31, % Change

2011 2010 2009 2011 / 2010 2010 / 2009

Revenue (in millions) . . . . . . . . . . . . . . . . . . . . . . . . . $53,105 $49,545 $45,297 7.2% 9.4%
Operating Expenses (in millions) . . . . . . . . . . . . . . . . 47,025 43,904 41,789 7.1% 5.1%

Operating Profit (in millions) . . . . . . . . . . . . . . . . . . . $ 6,080 $ 5,641 $ 3,508 7.8% 60.8%

Operating Margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.4% 11.4% 7.7%

Average Daily Package Volume (in thousands) . . . . . 15,797 15,574 15,064 1.4% 3.4%
Average Revenue Per Piece . . . . . . . . . . . . . . . . . . . . . $ 10.82 $ 10.24 $ 9.83 5.7% 4.2%

Net Income (in millions) . . . . . . . . . . . . . . . . . . . . . . . $ 3,804 $ 3,338 $ 1,968 14.0% 69.6%
Basic Earnings Per Share . . . . . . . . . . . . . . . . . . . . . . . $ 3.88 $ 3.36 $ 1.97 15.5% 70.6%
Diluted Earnings Per Share . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.33 $ 1.96 15.3% 69.9%

Items Affecting Comparability

The year-over-year comparisons of our financial results are affected by the following items (in millions):

Year Ended December 31,

2011 2010 2009

Operating Expenses:
Pension and Postretirement Benefit Plans Mark-to-Market

Charge . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 827 $ 112 $ 16
Restructuring Charge . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 98 —
Gain on Sales of Businesses . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (20) —
Gains on Real Estate Transactions . . . . . . . . . . . . . . . . . . . . . . . (33) (109) —
Aircraft Impairment Charge . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 181

Interest Expense:
Currency Remeasurement Charge . . . . . . . . . . . . . . . . . . . . . . . — — 77

Income Tax Expense (Benefit) from the Items Above . . . . . . . . . . . . (287) — (99)
Charge for Change in Tax Filing Status for German Subsidiary . . . . — 76 —

Pension and Postretirement Benefit Plans Mark-to-Market Charge

In 2011, 2010 and 2009, we incurred pre-tax mark-to-market losses on our pension and postretirement
benefit plans related to the remeasurement of plan assets and liabilities recognized outside of a 10% corridor of
$827, $112 and $16 million, respectively, on a consolidated basis ($527, $75 and $11 million after-tax,
respectively). These mark-to-market losses for 2011, 2010 and 2009 primarily resulted from decreases in the
discount rates used to value our projected benefit obligations in each year. These charges impacted each of our
three reporting segments in 2011 and 2010, and our International Package segment in 2009.

Restructuring Charge

In 2010, we streamlined the management structure in our U.S. Domestic Package segment, and incurred a
restructuring charge associated with this reorganization. This pre-tax charge totaled $98 million ($64 million
after-tax), and reflects the value of voluntary retirement benefits, severance benefits and unvested stock
compensation.

Gain on Sales of Businesses

In 2010, we sold our UPS Logistics Technologies business unit within our Supply Chain & Freight segment,
and recognized a pre-tax gain of $71 million ($44 million after-tax). Also in 2010, we sold a specialized
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transportation business in Germany within our Supply Chain & Freight segment, and incurred a pre-tax loss on
the sale of $51 million ($47 million after-tax), which includes a fair value adjustment loss due to a financial
guarantee associated with this business sale.

Gains on Real Estate Transactions

In 2011, we recognized a net $33 million pre-tax gain ($20 million after-tax) on a consolidated basis on
certain real estate transactions (consisting of a $48 million pre-tax gain in our Supply Chain & Freight segment,
and a $15 million pre-tax loss in our U.S. Domestic Package segment). In 2010, we recognized a pre-tax gain of
$109 million ($61 million after-tax) on the sale of real estate within our U.S. Domestic Package segment.

Aircraft Impairment Charges

In 2009, we completed an impairment assessment of our McDonnell-Douglas DC-8 aircraft fleet, and
recorded an impairment charge of $181 million ($116 million after-tax), which affected our U.S. Domestic
Package segment. This charge, as well as our accounting policies pertaining to long-lived assets, is discussed
further in “Critical Accounting Policies and Estimates”.

Currency Remeasurement Charge

During 2009, we incurred a $77 million non-cash, pre-tax currency remeasurement charge ($48 million
after-tax) on certain foreign currency denominated obligations.

Charge for Change in Tax Filing Status for German Subsidiary

In 2010, we changed the tax status of a German subsidiary that was taxable in the U.S. and its local
jurisdiction to one that is solely taxed in its local jurisdiction. As a result of this change in tax status, we recorded
a non-cash charge of $76 million to income tax expense, which resulted primarily from the write-off of related
deferred tax assets which will not be realizable following the change in tax status.

Results of Operations—Segment Review

The results and discussions that follow are reflective of how our executive management monitors the
performance of our reporting segments. We supplement the reporting of our financial information determined
under generally accepted accounting principles (“GAAP”) with certain non-GAAP financial measures, including
operating profit, operating margin, pre-tax income, net income and earnings per share adjusted for the
non-comparable items discussed previously. We believe that these adjusted measures provide meaningful
information to assist investors and analysts in understanding our financial results and assessing our prospects for
future performance. We believe these adjusted financial measures are important indicators of our recurring
results of operations because they exclude items that may not be indicative of, or are unrelated to, our core
operating results, and provide a better baseline for analyzing trends in our underlying businesses.
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U.S. Domestic Package Operations

Year Ended December 31, % Change

2011 2010 2009 2011 / 2010 2010 / 2009

Average Daily Package Volume (in thousands):
Next Day Air . . . . . . . . . . . . . . . . . . . . . . . . . . 1,206 1,205 1,198 0.1% 0.6%
Deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 975 941 957 3.6% (1.7)%
Ground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,230 11,140 10,895 0.8% 2.2%

Total Avg. Daily Package Volume . . . . . 13,411 13,286 13,050 0.9% 1.8%
Average Revenue Per Piece:

Next Day Air . . . . . . . . . . . . . . . . . . . . . . . . . . $ 20.33 $ 19.14 $ 18.00 6.2% 6.3%
Deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.32 12.50 11.81 6.6% 5.8%
Ground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.78 7.43 7.20 4.7% 3.2%

Total Avg. Revenue Per Piece . . . . . . . . . $ 9.31 $ 8.85 $ 8.53 5.2% 3.8%
Operating Days in Period . . . . . . . . . . . . . . . . . . . . . . . . . 254 253 253
Revenue (in millions):

Next Day Air . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,229 $ 5,835 $ 5,456 6.8% 6.9%
Deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,299 2,975 2,859 10.9% 4.1%
Ground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,189 20,932 19,843 6.0% 5.5%

Total Revenue . . . . . . . . . . . . . . . . . . . . . $31,717 $29,742 $28,158 6.6% 5.6%
Operating Expenses (in millions):

Operating Expenses . . . . . . . . . . . . . . . . . . . . . . . . . $27,953 $26,504 $26,239 5.5% 1.0%
Pension and Postretirement Benefit Plans

Mark-to-Market Charge . . . . . . . . . . . . . . . . (479) (31) —
Restructuring Charge . . . . . . . . . . . . . . . . . . . . — (98) —
Gains (Losses) on Real Estate Transactions . . . (15) 109 —
Aircraft Impairment Charge . . . . . . . . . . . . . . . — — (181)

Adjusted Operating Expenses . . . . . . . . . . . . . . . . . $27,459 $26,484 $26,058 3.7% 1.6%
Operating Profit (in millions) and Operating Margin:

Operating Profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,764 $ 3,238 $ 1,919 16.2% 68.7%
Adjusted Operating Profit . . . . . . . . . . . . . . . . . . . . $ 4,258 $ 3,258 $ 2,100 30.7% 55.1%
Operating Margin . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.9% 10.9% 6.8%
Adjusted Operating Margin . . . . . . . . . . . . . . . . . . . 13.4% 11.0% 7.5%

Revenue

The change in overall revenue was impacted by the following factors for the years ended December 31,
2011 and 2010, compared with the prior years:

Volume
Rates /

Product Mix
Fuel

Surcharge

Total
Revenue
Change

Revenue Change Drivers:
2011 vs 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.3% 2.3% 3.0% 6.6%
2010 vs 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.8% 1.7% 2.1% 5.6%

Volume

2011 compared to 2010

Our overall volume increased slightly in 2011 compared with 2010, and was largely impacted by the
slowing U.S. economy during the first three quarters of the year. Business-to-consumer shipments, which
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represent approximately 40% of total U.S. Domestic Package volume, experienced stronger growth than
commercial volume. Volume growth accelerated in the fourth quarter, with average daily volume increasing
3.8% over the fourth quarter of 2010.

Among our air products, we experienced a 4.8% increase in Next Day and Second Day air package volume,
as a result of retail sales growth, with particular growth in our Next Day Air Saver product. Air letter volume
declined, largely due to weakness in the financial and other service industries. Within ground, our light weight
products, which target low-cost, non-urgent ground residential deliveries, experienced solid growth during 2011.
During the fourth quarter of 2011, volume growth accelerated to 12.3% and 3.5% in our deferred and ground
products, respectively, compared with the fourth quarter of 2010. These increases were primarily driven by
higher business-to-consumer shipment growth during the holiday season.

2010 compared to 2009

In 2010, our overall volume increased as improvements in industrial production and retail sales increased
overall demand in the U.S. small package market. Among our air products, Next Day and Second Day air
package volume increased 2.1% as inventory rebuilding in the manufacturing and retailing sectors contributed to
growth. However, our letter volume declined largely due to weakness in the financial and other service
industries. The growth in ground volume was driven by increased volume from the manufacturing and retailing
sectors.

Rates and Product Mix

2011 compared to 2010

Overall revenue per piece increased for our ground and air products during 2011 due to a combination of
base price increases and fuel surcharge rate changes, which are discussed further below. The overall revenue per
piece increase was also positively affected by our focus on revenue management initiatives. In addition, the
revenue per piece increase for our air products was positively impacted by the overall mix shift from letters to
packages. Comparing the fourth quarter of 2011 with 2010, the average revenue per piece increase slowed to
3.4% due to the higher volume of lighter-weight business-to-consumer packages.

Revenue per piece for our ground and air products was also impacted by an increase in base rates that took
effect on January 3, 2011. We increased the base rates 6.9% on UPS Next Day Air, UPS 2nd Day Air, and UPS 3
Day Select, and 5.9% on UPS Ground, while reducing our fuel surcharge indexes (discussed further below).
Other pricing changes included an increase in the residential surcharge, and an increase in the delivery area
surcharge on both residential and commercial services to certain ZIP codes.

2010 compared to 2009

Overall revenue per piece increased for our ground and air products in 2010, largely due to a combination of
base price increases and fuel surcharge rate changes, which are discussed further below. The revenue per piece
for our air products also improved as a result of higher average package weights and the overall mix shift from
letters to packages. For both our air and ground products, revenue per piece was negatively affected by a shift in
product mix to our less premium services, such as Next Day Air Saver and Ground Basic.

Revenue per piece for our ground and air products was impacted by an increase in base rates that took effect
on January 4, 2010. We increased the base rates 6.9% on UPS Next Day Air, UPS 2nd Day Air, and UPS 3 Day
Select, and 4.9% on UPS Ground. Other pricing changes included an increase in the residential surcharge, and an
increase in the delivery area surcharge on both residential and commercial services to certain ZIP codes.
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Fuel Surcharges

UPS applies a fuel surcharge on our domestic air and ground services. The air fuel surcharge is based on the
U.S. Department of Energy’s (“DOE”) Gulf Coast spot price for a gallon of kerosene-type jet fuel, while the
ground fuel surcharge is based on the DOE’s On-Highway Diesel Fuel Price. Based on published rates, the
average fuel surcharge for domestic air and ground products was as follows:

Year Ended December 31, % Point Change

2011 2010 2009 2011 / 2010 2010 / 2009

Next Day Air / Deferred . . . . . . . . . . . . . 13.3% 8.0% 4.0% 5.3% 4.0%
Ground . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.0% 5.6% 3.3% 2.4% 2.3%

In connection with our base rate increase on January 3, 2011, we modified the fuel surcharge on air and
ground services by reducing the index used to determine the fuel surcharge by 2% and 1%, respectively. In
connection with a base rate increase on January 4, 2010, we modified the fuel surcharge on air services by
reducing the index used to determine the fuel surcharge by 2%. The 2011 and 2010 increases in the air and
ground fuel surcharges were due to the significant increases in jet and diesel fuel prices each year, but partially
offset by the reductions in the index on the air and ground surcharges in 2011 and the index on the air surcharge
in 2010. Total domestic fuel surcharge revenue increased by $884 and $592 million in 2011 and 2010,
respectively, primarily due to the higher fuel surcharge rates discussed above.

Operating Expenses

2011 compared to 2010

Overall adjusted operating expenses for the segment increased $975 million in 2011 compared with 2010,
while the total adjusted cost per piece increased 2.3% for the year. A large component of this increase relates to the
cost of operating our domestic integrated air and ground network, which increased $579 million in 2011 due largely
to higher fuel costs, as well as an increase in aircraft repair and maintenance expenses and higher rates passed to us
from outside transportation carriers, primarily railroads. Pickup and delivery costs increased $354 million in 2011
compared to 2010, primarily as a result of higher fuel prices and a 3.1% union contractual driver wage increase.

Cost increases have been mitigated due to network efficiencies that we have achieved, as we adjust our air
and ground networks to better match volume levels, and continued to utilize our expanded Worldport facility to
operate larger aircraft and to increase package sorting efficiency. These network efficiency improvements
resulted in a 0.8% reduction in total labor hours and a 0.8% reduction in miles driven in 2011 compared with
2010. Increased delivery densities as a result of improved planning and technology, and growth in our SurePost
product, have also contained increases in cost.

2010 compared to 2009

Overall adjusted operating expenses for the segment increased $426 million in 2010 compared with 2009,
while the total adjusted cost per piece decreased 0.2% for the year. Network costs increased $167 million in 2010
due largely to higher fuel costs. Pickup and delivery costs increased $148 million for the year, primarily as a
result of higher fuel prices and a 3.5% union contractual driver wage increase. Sort costs increased $59 million
for the year, largely due to contractual union wage increases as well as higher depreciation expense for certain
operating facilities, including our Worldport Hub.

Network efficiencies were achieved in 2010, as we adjusted our air and ground networks to better match volume
levels, and increased our package sorting efficiency. Improved pick-up and delivery densities also increased
productivity in our operations. These network efficiency improvements resulted in a 1.8% reduction in direct labor
hours, a 6.7% reduction in aircraft block hours and a 1.4% reduction in miles driven in 2010 compared with 2009. In
addition to these factors, management salary costs declined as a result of a decrease in the total number of
management employees through attrition combined with voluntary and involuntary workforce reductions.
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Operating Profit and Margin

2011 compared to 2010

Higher adjusted operating profit during 2011 compared with 2010 was driven by the increased network
efficiencies, combined with strong improvements in revenue per piece and a small increase in volume. Fourth
quarter 2011 adjusted operating profit was particularly strong, with adjusted operating margins of 15.2% in
comparison to 12.6% in the fourth quarter of 2010. Strong volume growth in the business-to-consumer sector,
along with solid cost control and strong network efficiencies, were the primary factors for the fourth quarter 2011
performance.

2010 compared to 2009

Adjusted operating profit in 2010 was positively impacted by the overall economic growth in the U.S.,
which drove increased volume and yields. We achieved strong operating leverage through increased network
efficiencies and cost containment initiatives, leading to an increase in the operating margin in 2010 compared
with 2009.

International Package Operations

Year Ended December 31, % Change

2011 2010 2009 2011 / 2010 2010 / 2009

Average Daily Package Volume (in thousands):
Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,444 1,403 1,218 2.9% 15.2%
Export . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 942 885 796 6.4% 11.2%

Total Avg. Daily Package Volume . . . . . . . 2,386 2,288 2,014 4.3% 13.6%
Average Revenue Per Piece:

Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7.17 $ 6.66 $ 6.85 7.7% (2.8)%
Export . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37.85 36.77 35.63 2.9% 3.2%

Total Avg. Revenue Per Piece . . . . . . . . . . . $ 19.28 $ 18.31 $18.23 5.3% 0.4%
Operating Days in Period . . . . . . . . . . . . . . . . . . . . . . . . . . . 254 253 253
Revenue (in millions):

Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,628 $ 2,365 $2,111 11.1% 12.0%
Export . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,056 8,234 7,176 10.0% 14.7%
Cargo . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 565 534 412 5.8% 29.6%

Total Revenue . . . . . . . . . . . . . . . . . . . . . . . $12,249 $11,133 $9,699 10.0% 14.8%
Operating Expenses (in millions):

Operating Expenses . . . . . . . . . . . . . . . . . . . . . . . $10,540 $ 9,302 $8,420 13.3% 10.5%
Pension and Postretirement Benefit Plan

Mark-to-Market Charge . . . . . . . . . . . . . . (171) (42) (16)

Adjusted Operating Expenses . . . . . . . . . . . . . . . $10,369 $ 9,260 $8,404 12.0% 10.2%
Operating Profit (in millions) and Operating Margin:

Operating Profit . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,709 $ 1,831 $1,279 (6.7)% 43.2%
Adjusted Operating Profit . . . . . . . . . . . . . . . . . . $ 1,880 $ 1,873 $1,295 0.4% 44.6%
Operating Margin . . . . . . . . . . . . . . . . . . . . . . . . . 14.0% 16.4% 13.2%
Adjusted Operating Margin . . . . . . . . . . . . . . . . . 15.3% 16.8% 13.4%

Currency Translation Benefit / (Cost)—(in millions)*:
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 75 $ (24)
Operating Profit . . . . . . . . . . . . . . . . . . . . . . . . . . (123) 6

* Net of currency hedging; amount represents the change compared to the prior year.
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Revenue

The change in overall revenue was impacted by the following factors for the years ended December 31,
2011 and 2010, compared with the prior years:

Volume
Rates /

Product Mix
Fuel

Surcharge Currency

Total
Revenue
Change

Revenue Change Drivers:
2011 vs 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.7% 0.6% 4.0% 0.7% 10.0%
2010 vs 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.6% (1.7)% 3.1% (0.2)% 14.8%

Volume

2011 compared to 2010

Export volume increased in 2011 compared to 2010, primarily due to strong growth in key markets in
Europe and the Americas. Our transborder products experienced strong growth, particularly in key countries
within Europe. Volume for our premium Worldwide Express and Worldwide Expedited products increased as
well, particularly in the Asia-to-Europe, Europe-to-Americas and Europe-to-Asia export trade lanes.
Additionally, intra-Asia export volume experienced solid growth during 2011 compared with 2010, and was
impacted by the continued economic growth in Asia overall. Our export volume growth slowed in the latter half
of 2011, largely due to decelerating growth in exports out of China and the rest of Asia, as well as difficult
comparisons with a relatively strong latter half of 2010.

Non-U.S. domestic volume increases were driven by continued strong growth in key markets, including
Germany, France and Poland.

2010 compared to 2009

Export volume increased for 2010, as the worldwide economy and world trade continued to improve. We
experienced strong growth in Asia, where volume grew 28% due to a combination of regional economic growth
and geographic expansion of our service offerings. European export volume also had strong growth for 2010,
increasing 10% compared with 2009, due to market share gains, economic growth in certain key markets, and an
overall expansion of trade in the European Union. U.S. origin export volume also had solid growth during 2010.
Our premium Worldwide Express and Expedited products grew at a relatively faster rate than our standard
transborder and trade direct products.

Non-U.S. domestic volume increased 15.2% for 2010, due in part to the acquisition of Unsped Paket Servisi
San ve Ticaret A.S. (“Unsped”) in Turkey in the third quarter of 2009. Excluding the acquisition of Unsped,
non-U.S. domestic volume increased 9.7%, led by the strength in core European markets, Canada and Mexico.

Rates and Product Mix

2011 compared to 2010

Total average revenue per piece increased 4.6% for 2011 on a currency-adjusted basis. Export revenue per
piece increased, largely due to a combination of higher fuel surcharge rates and base rate increases, which are
discussed further below. Currency-adjusted export revenue per piece increased 3.0% for 2011 compared with
2010. Product mix adversely impacted export revenue per piece, due to strong growth among our lower-yielding
Transborder products. Revenue per piece was pressured as average trade lanes shortened, due to volume declines
in the higher-yielding Asia-to-U.S. export lane, and higher volume growth among the relatively lower-yielding
intra-Europe and intra-Asia export lanes. Domestic revenue per piece increased 3.9% on a currency-adjusted
basis for 2011, largely due to comparatively faster growth in our premium express products.
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On January 3, 2011, we increased the base rates 6.9% for international shipments originating in the United
States (Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International
Standard service), while reducing fuel surcharge indexes. Rate changes for shipments originating outside the U.S.
are made throughout the year and vary by geographic market.

2010 compared to 2009

Export revenue per piece increased during 2010, largely due to higher fuel surcharge rates, base rate
increases and product mix. Export revenue per piece increased as higher-yielding products (such as Worldwide
Express and Worldwide Expedited) grew at a relatively faster pace. In 2010, we experienced an overall
lengthening of trade lanes, as inter-regional trade increased (especially in our Asia-to-Europe and Asia-to-U.S.
export lanes), leading to relatively stronger growth for our premium products. The impact of currency, net of
hedging, resulted in a decrease to revenue growth during the year. Domestic revenue per piece decreased,
primarily due to the impact of lower-yielding domestic packages from the Unsped acquisition. Total average
revenue per piece increased 0.7% for the year on a currency-adjusted basis.

On January 4, 2010, we increased the base rates 6.9% for international shipments originating in the United
States (Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International
Standard service). Rate changes for shipments originating outside the U.S. were made throughout the year and
varied by geographic market.

Fuel Surcharges

In connection with our base rate increases on January 3, 2011 and January 4, 2010, we modified the fuel
surcharges on certain U.S.-related international air services by reducing the index used to determine the fuel
surcharge by 2% in each of the two years. The fuel surcharges for products originating outside the United States
continue to be indexed to fuel prices in the international region where the shipment takes place. Total
international fuel surcharge revenue increased by $449 and $299 million in 2011 and 2010, respectively, due to
higher fuel surcharge rates caused by increased fuel prices as well as an increase in international air volume.

Operating Expenses

2011 compared to 2010

Overall adjusted operating expenses for the segment increased $1.109 billion in 2011 compared with 2010.
The impact of foreign currency exchange rate changes resulted in an adverse impact on operating expense
comparisons between 2011 and 2010 of $198 million. Excluding the impact of currency exchange rate changes,
the total adjusted cost per piece for the segment increased 4.7% for the year.

The increase in adjusted operating expenses, excluding the impact of currency, was largely due to the
increased cost of operating our international integrated air and ground network, and also higher pick-up and
delivery costs. Network costs increased $745 million for the year, largely due to higher fuel costs and increased
block hours, as well as an increase in aircraft repair and maintenance expenses. Pick-up and delivery costs
increased $123 million for the year, primarily as a result of higher fuel prices and increased package volume.

2010 compared to 2009

Overall adjusted operating expenses for the segment increased $856 million in 2010 compared with 2009.
The impact of foreign currency exchange rate changes resulted in a favorable impact on operating expense
comparisons between 2010 and 2009 of $30 million. Excluding the impact of currency exchange rate changes,
the total adjusted cost per piece for the segment decreased 2.6% for the year.

The increase in adjusted operating expenses, excluding the impact of currency, was primarily due to the cost
of operating our international integrated air and ground network, as well as pick-up and delivery costs and
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package sort expenses. Network costs increased $498 million for the year due largely to higher fuel costs and
increased block hours. Pick-up and delivery costs increased $270 million for the year, primarily as a result of
higher fuel prices and increased package volume. Package sorting expenses increased $61 million, and were
impacted by higher labor costs and increased depreciation on certain operating facilities.

Operating Profit and Margin

2011 compared to 2010

Adjusted operating profit increased slightly in 2011 compared with 2010, while the segment operating
margin declined for the year due to several factors. The overall increase in adjusted operating profit was largely
due to the volume and revenue per piece increases previously discussed; however, the impact of these items was
largely offset by excess capacity and the adverse impact of fuel prices and currency exchange rate movements.
Volume softness in the Asia-to-U.S. trade lane in the latter half of 2011 resulted in excess transportation
capacity, which pressured margins while our transportation network was being adjusted for the slowing demand.
Fluctuations in foreign currency exchange rates (net of our hedging programs) resulted in an adverse impact on
operating profit comparisons between 2011 and 2010 of $123 million. Additionally, fuel prices adversely
impacted the operating profit comparison between 2011 and 2010, as fuel expense increased at a faster pace than
fuel surcharge revenue. These factors resulted in a decrease in the operating margin in 2011 compared with 2010.

2010 compared to 2009

The increase in operating profit for 2010 was primarily driven by volume increases in all major regions and
trade lanes worldwide. The shift in product mix to our higher-margin premium services also contributed to the
increase in operating profits. Additionally, network efficiencies and cost containment initiatives created operating
leverage throughout our operations. These factors led to an increase in the operating margin in 2010 compared
with 2009.
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Supply Chain & Freight Operations

Year Ended December 31, % Change

2011 2010 2009 2011 / 2010 2010 / 2009

Freight LTL Statistics:
Revenue (in millions) . . . . . . . . . . . . . . . . . . . . . . $ 2,299 $ 2,002 $ 1,807 14.8% 10.8%
Revenue Per Hundredweight . . . . . . . . . . . . . . . . . $ 21.17 $ 19.18 $ 17.69 10.4% 8.4%
Shipments (in thousands) . . . . . . . . . . . . . . . . . . . . 10,247 9,952 9,880 3.0% 0.7%
Shipments Per Day (in thousands) . . . . . . . . . . . . . 40.5 39.5 39.1 2.5% 1.0%
Gross Weight Hauled (in millions of lbs) . . . . . . . 10,858 10,440 10,211 4.0% 2.2%
Weight Per Shipment (in lbs) . . . . . . . . . . . . . . . . 1,060 1,049 1,033 1.0% 1.5%
Operating Days in Period . . . . . . . . . . . . . . . . . . . . 253 252 253

Revenue (in millions):
Forwarding and Logistics . . . . . . . . . . . . . . . . . . . $ 6,103 $ 6,022 $ 5,080 1.3% 18.5%
Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,563 2,208 1,943 16.1% 13.6%
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 473 440 417 7.5% 5.5%

Total Revenue . . . . . . . . . . . . . . . . . . . . . . . . $ 9,139 $ 8,670 $ 7,440 5.4% 16.5%
Operating Expenses (in millions):

Operating Expenses . . . . . . . . . . . . . . . . . . . . . . . . $ 8,532 $ 8,098 $ 7,130 5.4% 13.6%
Pension and Postretirement Benefit Plans

Mark-to-Market Charge . . . . . . . . . . . . . . . (177) (39) —
Gain on Real Estate Transactions . . . . . . . . . 48 — —
Gain on Sales of Businesses . . . . . . . . . . . . . — 20 —

Adjusted Operating Expenses . . . . . . . . . . . . . . . . $ 8,403 $ 8,079 $ 7,130 4.0% 13.3%
Operating Profit (in millions) and Operating Margins:

Operating Profit . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 607 $ 572 $ 310 6.1% 84.5%
Adjusted Operating Profit . . . . . . . . . . . . . . . . . . . $ 736 $ 591 $ 310 24.5% 90.6%
Operating Margin . . . . . . . . . . . . . . . . . . . . . . . . . . 6.6% 6.6% 4.2%
Adjusted Operating Margin . . . . . . . . . . . . . . . . . . 8.1% 6.8% 4.2%

Currency Translation Benefit / (Cost)—(in millions)*:
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 139 $ 48
Operating Profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 7

* Amount represents the change compared to the prior year.

Revenue

2011 compared to 2010

Forwarding and logistics revenue increased in 2011 compared with 2010, primarily due to growth in our
logistics services, where we experienced solid growth in our mail services, retail and health care solutions.
Forwarding revenue decreased primarily due to volume and tonnage declines in our air and ocean forwarding
businesses, as well as lower third-party transportation carrier rates. The tonnage decrease was mainly the result of
revenue management initiatives that improve the matching of customer pricing with market conditions, as well as
the impact of the global economic slowdown.

Freight revenue increased in 2011, primarily due to growth in LTL shipments, an increase in base rates, and
increased fuel surcharge rates. LTL shipments per day increased in 2011, largely due to improving LTL market
conditions in the first half of the year and an increase in market share. However, volume declined in the latter
half of the year, and was impacted by our focus on yield management and also due to the overall LTL market
being adversely impacted by the slowing economy. LTL revenue per hundredweight increased, primarily as a
result of a base rate increase that took effect during the year, negotiated increases on existing contract rates and
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higher fuel surcharge rates, as total fuel surcharge revenue increased $159 million for the year driven by higher
diesel fuel prices. An increase in base prices took effect on August 1, 2011, as our freight unit increased
minimum charge, LTL and TL rates an average of 6.9%, covering non-contractual shipments in the United
States, Canada and Mexico.

The other businesses within Supply Chain & Freight experienced an increase in revenue, primarily due to
growth at UPS Capital, the UPS Store, UPS Customer Solutions and our contract to provide domestic air
transportation services for the U.S. Postal Service.

2010 compared to 2009

Forwarding and logistics revenue increased in 2010, primarily due to growth in the demand for forwarding
as a result of the continued expansion of the worldwide economy, inventory rebuilding and world trade. In our
forwarding business, both air freight and ocean freight experienced solid revenue growth, due primarily to higher
volumes, fuel surcharges, and other accessorial charges. International air freight tonnage increased 19% for 2010
compared with the prior year. In our logistics products, we experienced growth in mail services and distribution
revenue, with solid increases being achieved in the health care and technology sectors.

Freight revenue increased, primarily due to higher fuel surcharge rates and a base rate increase that took
effect in January 2010. Average LTL shipments per day, weight per shipment and LTL revenue per
hundredweight all increased during the year, largely due to our strategy of maintaining our focus on yields and
targeting certain customer segments. The increase in LTL revenue per hundredweight was primarily due to an
increase in base prices that took effect in January 2010, as UPS Freight increased minimum charge, LTL and TL
rates an average of 5.7%, covering non-contractual shipments in the United States, Canada, and Mexico. An
additional 5.9% rate increase took effect October 18, 2010. Additionally, LTL revenue per hundredweight
increased as a result of higher fuel surcharge rates, as total fuel surcharge revenue increased $105 million for the
year primarily resulting from higher diesel fuel prices.

The other businesses within Supply Chain & Freight experienced an increase in revenue. A primary driver
of this increase was our UPS Customer Solutions business, which provides a range of services (e.g. project
management, industrial engineering, transportation fleet services, distribution network analysis, package
engineering, and package visibility).

Operating Expenses

2011 compared to 2010

Forwarding and logistics adjusted operating expenses were flat in 2011 compared with 2010. Purchased
transportation expense declined by $87 million in 2011, due to lower air freight volume as well as lower rates
passed to us from third-party transportation carriers. The reduction in third-party carrier rates was largely due to
over-capacity in the Asia-to-U.S. trade lane that began in the latter half of 2010 and continued into the first half
of 2011. This reduction in purchased transportation costs was offset by increases in several other expense
categories, including other occupancy costs, depreciation and amortization, repairs and maintenance, and other
expenses.

Freight operating expenses increased $317 million for 2011 on an adjusted basis, with the total cost per LTL
shipment increasing 10.0% for the year. The two largest components of this increase relate to the cost of
operating our linehaul network, which increased $134 million in 2011, and pick-up, delivery and dock costs,
which increased $112 million for the year. We incurred higher fuel costs operating our vehicle fleet, as well as
higher fuel surcharge rates passed to us from outside transportation carriers, as a result of higher diesel fuel
prices and increased volume. Additionally, compensation and benefit costs increased primarily as a result of
higher pension and health care costs, and effective wage increases of 4.1% for drivers in our linehaul network
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and 3.5% for drivers and dock workers in our pick-up and delivery network. These expense increases were
somewhat offset by improved productivity measures, including pick-up and delivery stops per hour, dock bills
per hour and improved linehaul network utilization.

Expenses for the other businesses within Supply Chain & Freight increased $6 million in 2011 compared to
2010, and the increases were spread among several operating expense categories and business units.

2010 compared to 2009

Forwarding and logistics adjusted operating expenses increased $697 million in 2010 compared with 2009,
due to several factors. Purchased transportation costs increased by $843 million in 2010, largely due to a strong
increase in tonnage in our air and ocean forwarding businesses, as well as rapidly escalating rates on air freight
due to capacity constraints from outside carriers in the first half of 2010. The capacity constraints in the air
freight business began to recede in the second half of 2010, and the increases in purchased transportation costs
lessened. Cost controls partly offset the purchased transportation expense growth, as total compensation and
benefits expense declined $73 million and other occupancy expense declined by $23 million, among other
factors. The decrease in compensation and benefits expense was impacted by reduced pension expense, while the
decline in other occupancy expense was largely due to lower rent expense on warehouses and other facilities.

Freight adjusted operating expenses increased $240 million in 2010 compared with 2009, while the total
cost per LTL shipment increased 8.8% for year. The two largest components of this increase relate to the cost of
operating our linehaul network which increased $73 million in 2010 compared with 2009, and pick-up, delivery
and dock costs which increased $98 million for the year. We incurred higher fuel costs operating our vehicle
fleet, as well as higher fuel surcharge rates passed to us from outside transportation carriers, as a result of higher
diesel fuel prices and increased volume. Additionally, compensation and benefit costs increased primarily as a
result of higher pension and health care costs, and effective wage increases of 2.0% for drivers in our linehaul
network and 3.3% for drivers and dock workers in our pick-up and delivery network. These expense increases
were somewhat offset by improved productivity measures, including pick-up and delivery stops per hour, dock
bills per hour and improved linehaul network utilization.

Adjusted operating expenses for the other businesses within Supply Chain & Freight increased by $12
million for 2010 compared with 2009, largely due to a gain recorded in 2009 (recorded as a reduction to
operating expenses) on the sale of substantially all our international Mail Boxes Etc. operations.

Operating Profit and Margin

2011 compared to 2010

The forwarding and logistics unit experienced an $80 million increase in adjusted operating profit in 2011
compared with 2010, largely due to revenue management initiatives and cost containment in our forwarding unit,
which improved operating leverage. Additionally, excess market capacity, especially in the Asia-to-U.S. trade
lane, reduced our purchased transportation costs and improved the operating profitability in this business. Our
logistics business had a small decrease in operating profit in 2011, primarily due to our continued investment in
expanding our global health care capabilities.

Our freight unit had an increase of $38 million in adjusted operating profit in 2011 compared with 2010,
primarily due to increased yields, volume growth and improved productivity in our operations.

The combined operating income for all of our other businesses in this segment increased $27 million in
2011, primarily due to improved results at our UPS Capital unit.

2010 compared to 2009

Adjusted operating profit in the forwarding and logistics units increased by $245 million in 2010 compared
with 2009 as a result of several factors. The operating profit increase in the forwarding unit was largely due to a
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strong increase in tonnage in our air and ocean forwarding businesses, but was partially offset by capacity
constraints from outside carriers in the first half of 2010. Capacity constraints led to rapidly escalating rates on
air freight which could not be passed on to customers in a timely manner, resulting in a negative impact to our
operating profit and margin. This situation improved during the second half of 2010, as capacity constraints
lessened and we were able to implement revenue management plans which better matched customer pricing with
market conditions. Our logistics unit had a solid increase in profitability in 2010, which was driven primarily by
an expansion of operating margins due to operating efficiencies and a focus on higher margin industry sectors.

Adjusted operating profit for our UPS Freight unit increased by $25 million in 2010 compared with the prior
year, largely due to better productivity, and increases in base pricing and volume. Productivity metrics increased,
including increases in pickup and delivery stops per hour and linehaul utilization.

All of the remaining businesses combined within this segment increased adjusted operating profit by $11
million during the year, primarily due to improved results in our UPS Capital business unit.

Operating Expenses

Year Ended December 31, % Change

2011 2010 2009 2011 / 2010 2010 / 2009

Operating Expenses (in millions):
Compensation and Benefits . . . . . . . . . . . . . . . . . . . . . . . . $27,575 $26,557 $25,933 3.8% 2.4%

Pension and Postretirement Benefit Plans
Mark-to-Market Charge . . . . . . . . . . . . . . . . . . . . . (827) (112) (16)

Restructuring Charge . . . . . . . . . . . . . . . . . . . . . . . . . — (98) —

Adjusted Compensation and Benefits . . . . . . . . 26,748 26,347 25,917 1.5% 1.7%
Repairs and Maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . 1,286 1,131 1,075 13.7% 5.2%
Depreciation and Amortization . . . . . . . . . . . . . . . . . . . . . 1,782 1,792 1,747 (0.6)% 2.6%
Purchased Transportation . . . . . . . . . . . . . . . . . . . . . . . . . 7,232 6,640 5,379 8.9% 23.4%
Fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,046 2,972 2,365 36.1% 25.7%
Other Occupancy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 943 939 985 0.4% (4.7)%
Other Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,161 3,873 4,305 7.4% (10.0)%

Gain on Real Estate Transactions . . . . . . . . . . . . . . . 33 109 —
Gain on Sales of Businesses . . . . . . . . . . . . . . . . . . . — 20 —
Aircraft Impairment Charge . . . . . . . . . . . . . . . . . . . — — (181)

Adjusted Other Expenses . . . . . . . . . . . . . . . . . . 4,194 4,002 4,124 4.8% (3.0)%

Total Operating Expenses . . . . . . . . . . . . . . . . . . . . . . . . . $47,025 $43,904 $41,789 7.1% 5.1%
Adjusted Total Operating Expenses . . . . . . . . . . . . . . . . . 46,231 43,823 41,592 5.5% 5.4%
Currency Translation Cost . . . . . . . . . . . . . . . . . . . . . . . . . $ 330 $ 11

Compensation and Benefits

2011 compared to 2010

Employee payroll costs increased $237 million in 2011 compared with 2010, largely due to contractual
union wage rate increases that took effect under our collective bargaining agreement with the Teamsters, but
partially offset by a decline in union labor hours. Management payroll costs declined slightly primarily due to a
lower management incentive award.

Adjusted benefits expense increased $164 million in 2011 compared with 2010, primarily due to higher
employee health and welfare costs and expense associated with our self-insurance for worker’s compensation
claims, but partially offset by a decline in pension expense. These factors are discussed further as follows:

• Employee health and welfare program costs increased $132 million in 2011, and were impacted by
higher required union plan contribution rates and general health care inflation.
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• The expense associated with our self-insurance programs for worker’s compensation claims increased
by $48 million in 2011. Insurance reserves are established for estimates of the loss that we will
ultimately incur on reported claims, as well as estimates of claims that have been incurred but not
reported. Insurance reserves also take into account a number of factors including our history of claim
losses, payroll growth and the impact of safety improvement initiatives. In 2010, we experienced more
favorable actuarial expense adjustments compared with 2011, thus leading to the increase in expense in
2011.

• Adjusted pension expense decreased $50 million in 2011 due to several factors. Most significantly,
contributions to the company-sponsored pension plans in 2011 increased the expected return on assets
used for expense calculation purposes. The increase in the expected return on assets more than offset
increased service and interest costs (due to a decline in discount rates), resulting in a net reduction in
pension expense. This was partially offset by higher contribution rates for multiemployer pension
plans, as well as the reinstatement of matching contributions to our primary employee defined
contribution savings plan.

2010 compared to 2009

The increase in adjusted compensation and benefits expense in 2010 compared with 2009 was impacted by
several items. Payroll costs increased $416 million, largely due to higher accruals for management incentive
compensation plans resulting from improved company financial results. Union payroll costs also increased due to
contractual wage increases. These factors were partially offset by a decline in union labor hours, as well as a
reduction in management salary costs resulting from a decrease in the total number of management employees
through attrition combined with voluntary and involuntary workforce reductions.

Adjusted benefits expense increased $14 million in 2010 compared with 2009, due largely to increases in
health and welfare costs and relocation-related benefits for management employees. The increase in health and
welfare costs, which was primarily driven by health cost inflation, was somewhat mitigated by reductions in the
total number of management employees and union employees covered by UPS-sponsored health and welfare
benefit plans. The relocation benefit costs relate to the restructuring of our domestic package operations that
occurred in the first quarter of 2010. These increases were largely offset by a reduction in pension expense, due
to an increase in the expected return on assets more than offsetting increasing service and interest costs. The
increased expected return on assets was largely due to significant contributions to company-sponsored pension
plans in 2010.

Repairs and Maintenance

2011 compared to 2010

The increase in repairs and maintenance expense was largely due to aircraft maintenance costs, which
increased $121 million in 2011 compared with 2010. This increase resulted from an increase in flight hours due
to higher air volume, additional scheduled maintenance checks and higher contractual maintenance rates. The
remaining increase in repairs and maintenance expense primarily relates to higher maintenance costs on our
office buildings and operating facilities.

2010 compared to 2009

The increase in repairs and maintenance expense in 2010 compared with 2009 was largely due to
maintenance costs on our vehicle fleet, which increased by $35 million during the year. The remaining increase
in repairs and maintenance expense was largely due to higher maintenance costs on our aircraft fleet and
operating facilities.
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Depreciation and Amortization

2011 compared to 2010

The decrease in depreciation and amortization expense in 2011 was primarily the result of a reduction in
depreciation expense on technology equipment and software. This decline was primarily related to certain
technology hardware and capitalized software becoming fully depreciated.

2010 compared to 2009

Depreciation and amortization expense increased in 2010, primarily as a result of depreciation expense on
equipment and facilities capitalized in conjunction with the recent Worldport expansion. Amortization of
intangible assets also increased as a result of new intangibles recognized related to the Unsped acquisition in
Turkey in the third quarter of 2009, as well as corporate sponsorships entered into in 2010.

Purchased Transportation

2011 compared to 2010

The increase in purchased transportation in 2011 was caused by a combination of higher volume, as well as
increased fuel surcharges and base rates charged to us by third-party air, ocean and truck carriers across all
segments. The combination of these factors increased expense by $387 million in 2011. Additionally, we
incurred a $97 million increase in expense in 2011 for the use of rail carriers, which was due primarily to higher
rates and fuel surcharges, as well as increased volumes. The remaining increase in expense for 2011 was
primarily due to foreign currency exchange rate changes.

2010 compared to 2009

The increase in purchased transportation in 2010 was caused by several factors, including higher volume, as
well as increased fuel surcharges and base rates charged to us by third-party air, ocean and truck carriers. The
combination of these factors increased expense by $1.224 billion in 2010 compared with 2009. Additionally, the
expense for the use of rail carriers increased $53 million, which was due primarily to higher rates and fuel
surcharges, as well as increased volumes. Partially offsetting these increases in expense for 2010 was the impact
of foreign currency exchange rate changes.

Fuel

2011 compared to 2010

The increase in fuel expense in 2011 compared with 2010 was primarily caused by higher prices for jet-A
fuel, diesel and unleaded gasoline, which increased expense by $982 million. Higher usage of these products in
our operations accounted for the remaining increase in expense of $92 million in 2011.

2010 compared to 2009

In 2010, higher prices for jet-A fuel, diesel, and unleaded gasoline increased fuel expense by $564 million
compared with 2009, while greater fuel usage increased expense by $43 million.

Other Occupancy

2011 compared to 2010

Other occupancy expense increased in 2011 compared with 2010, primarily due to an increase in utilities
expense resulting from increased electricity costs in our facilities. The remainder of the increase is primarily due
to higher rent expense resulting from increased rates on warehouses.
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2010 compared to 2009

The decrease in other occupancy expense in 2010 compared with 2009 was primarily due to decreased labor
and overhead expenses, and lower rent expense on leased facilities.

Other Expenses

2011 compared to 2010

The increase in adjusted other expenses in 2011 compared with 2010 was caused by several factors,
including foreign currency remeasurement losses, advertising costs, employee expense reimbursements,
equipment rentals, air cargo handling costs and data processing fees. These increases were partially offset by a
reduction in bad debt and employee relocation expenses.

2010 compared to 2009

The decrease in adjusted other expenses in 2010 compared with 2009 was largely due to reductions in bad
debt expense and foreign currency transaction expense, which reflected gains during 2010 compared to losses in
2009. Additionally, we incurred a loss on the sale of a French repair business in 2009. Additional expense
reductions in 2010 were due to cost containment programs, including reductions in telecom costs, office
supplies, and outside professional fees. We also incurred lower expenses associated with auto liability insurance
and customer claims for lost or damaged packages.

Investment Income and Interest Expense

The following table sets forth investment income and interest expense for the years ended December 31,
2011, 2010 and 2009 (in millions):

Year Ended December 31, % Change

2011 2010 2009 2011 / 2010 2010 / 2009

Investment Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 44 $ 3 $ 10 N/A (70.0)%
Interest Expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(348) $(354) $(445) (1.7)% (20.4)%

Impact of Currency Remeasurement Charge . . . . . . . . . . . . — — 77

Adjusted Interest Expense . . . . . . . . . . . . . . . . . . . . . . $(348) $(354) $(368) (1.7)% (3.8)%

Investment Income

The increase in investment income in 2011 compared with 2010 was caused by a combination of factors.
During 2011, we realized $20 million in net gains on the sales of auction rate securities, preferred equity
securities and an S&P 500 index fund, as well as a mark-to-market gain on investments. In 2010, we recorded a
$21 million impairment on certain asset-backed auction rate securities, which resulted from provisions that
allowed the issuers of the securities to subordinate our holdings to newly-issued debt or to tender for the
securities at less than their par value. Additionally in 2010, we recorded an $8 million loss on the sale of auction
rate securities. The remaining change in investment income was caused by a lower yield earned on our invested
assets; however, this was largely offset by a higher average balance of interest-earning investments in our
portfolio.

The decrease in investment income in 2010 was primarily due to a lower yield earned on our invested assets
as a result of declines in short-term interest rates in the United States, as well as higher impairment losses on our
holdings of auction rate and preferred securities.

Interest Expense

Interest expense declined slightly in 2011 due to a lower average interest rate incurred on variable rate debt
and interest rate swaps, which reduced expense by $60 million for 2011 compared with 2010. However, this was
largely offset as a result of a higher average balance of outstanding debt in 2011 compared with 2010.
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The decrease in adjusted interest expense in 2010 compared with 2009 was primarily due to lower average
debt balances, but this was partially offset by lower capitalized interest, due to the recent completion of several
large construction projects, including our Worldport expansion.

Income Tax Expense

The following table sets forth income tax expense and our effective tax rate for the years ended
December 31, 2011, 2010 and 2009 (in millions):

Year Ended December 31, % Change

2011 2010 2009 2011 / 2010 2010 / 2009

Income Tax Expense . . . . . . . . . . . . . . . . . . . . . . . . $1,972 $1,952 $1,105 1.0% 76.7%
Income Tax Impact of:

Pension and Postretirement Benefit Plans
Mark-to-Market Charge . . . . . . . . . . . . 300 37 5

Change in Tax Filing Status for German
Subsidiary . . . . . . . . . . . . . . . . . . . . . . — (76) —

Restructuring Charge . . . . . . . . . . . . . . . . — 34 —
Gain on Sales of Businesses . . . . . . . . . . — (23) —
Gain on Real Estate Transactions . . . . . . (13) (48) —
Aircraft Impairment Charge . . . . . . . . . . — — 65
Currency Remeasurement Charge . . . . . . — — 29

Adjusted Income Tax Expense . . . . $2,259 $1,876 $1,204 20.4% 55.8%

Effective Tax Rate . . . . . . . . . . . . . . . . . . . . . . . . . . 34.1% 36.9% 36.0%
Adjusted Effective Tax Rate . . . . . . . . . . . . . . . . . . 34.4% 34.9% 36.0%

2011 compared to 2010

Adjusted income tax expense increased primarily due to higher pre-tax income. Our adjusted effective tax
rate declined in 2011 compared with 2010 as a result of several factors, including changes in deferred tax asset
valuation allowances, the relative proportion of taxable income in certain non-U.S. jurisdictions, and favorable
developments with U.S. state tax audit and litigation matters.

2010 compared to 2009

The increase in our effective tax rate in 2010 compared with 2009 was attributable to the higher marginal
tax rate applied to the gain on the sale of real estate, as well as the change in the tax filing status of a German
subsidiary that occurred in the first quarter of 2010. Additionally, we were unable to recognize the entire
potential tax benefit of tax loss carryforwards generated from the sale of a Supply Chain & Freight business in
Germany in the first quarter of 2010.

Excluding these items, our adjusted effective tax rate decreased in 2010 compared to 2009 primarily due to
the effect of having a higher proportion of our taxable income in 2010 being subject to tax outside the United
States, where statutory tax rates are generally lower.
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Liquidity and Capital Resources

Operating Activities

The following is a summary of the significant sources (uses) of cash from operating activities (amounts in
millions):

2011 2010 2009

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,804 $ 3,338 $1,968
Non-cash operating activities(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,505 4,398 4,047
Pension and postretirement plan contributions (UPS-sponsored plans) . . . . . . . (1,436) (3,240) (924)
Income tax receivables and payables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 236 (319) 245
Changes in working capital and other noncurrent assets and liabilities . . . . . . . (12) (340) (137)
Other operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24) (2) 86

Net cash from operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,073 $ 3,835 $5,285

(a) Represents depreciation and amortization, gains and losses on derivative and foreign exchange transactions,
deferred income taxes, provisions for uncollectible accounts, pension and postretirement benefit expense,
stock compensation expense, impairment charges and other non-cash items.

Cash from operating activities remained strong throughout the 2009 to 2011 time period. Operating cash
flow was favorably impacted in 2011, compared with 2010, by higher net income, changes in our working capital
position, the timing of income tax payments and the amount of contributions into our defined benefit pension and
postretirement benefit plans. The favorable changes in working capital were impacted by the change in the
timing of the elective awards under our management incentive awards program, which shifted the payout of $253
million in awards from 2011 to the first quarter of 2012. The change in the cash flows for income tax receivables
and payables in 2011 and 2010 was primarily related to the timing of discretionary pension contributions during
2010, as discussed further in the following paragraph.

Except for discretionary or accelerated fundings of our plans, contributions to our company-sponsored
pension plans have largely varied based on whether any minimum funding requirements are present for
individual pension plans.

• In 2011, we made a $1.2 billion contribution to the UPS IBT Pension Plan, which satisfied our 2011
contribution requirements and also approximately $440 million in contributions that would not have
been required until after 2011.

• In 2010, operating cash flow was reduced by $2.0 billion in discretionary contributions to our UPS
Retirement and UPS Pension Plans, and $980 million in required contributions to our UPS IBT Pension
Plan.

• In 2009, operating cash flow was reduced by $778 million in required contributions to our UPS IBT
Pension Plan.

• The remaining contributions in the 2009 through 2011 period were largely due to contributions to our
international pension plans and U.S. postretirement medical benefit plans.

As discussed further in the “Contractual Commitments” section, we have minimum funding requirements in
the next several years, primarily related to the UPS IBT Pension, UPS Retirement and UPS Pension plans.
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Investing Activities

Our primary sources (uses) of cash for investing activities were as follows (amounts in millions):

2011 2010 2009

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . $(2,537) $ (654) $(1,248)

Capital Expenditures:
Buildings and facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (373) $ (352) $ (568)
Aircraft and parts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (598) (416) (611)
Vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (659) (339) (209)
Information technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (375) (282) (214)

$(2,005) $(1,389) $(1,602)

Capital Expenditures as a % of Revenue . . . . . . . . . . . . . . . . . . . . . . . 3.8% 2.8% 3.5%

Other Investing Activities:
Proceeds from disposals of property, plant and equipment . . . . . . . . . $ 27 $ 304 $ 60
Net decrease in finance receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 184 $ 108 $ 261
Net (purchases) sales of marketable securities . . . . . . . . . . . . . . . . . . . $ (413) $ 30 $ (11)
Cash received (paid) for business acquisitions and dispositions . . . . . $ (73) $ 63 $ (9)
Other investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (257) $ 230 $ 53

We have commitments for the purchase of aircraft, vehicles, equipment and real estate to provide for the
replacement of existing capacity and anticipated future growth. We generally fund our capital expenditures with
our cash from operations. Capital spending increased in 2011 to support several growth initiatives. In 2010 and
2009, we had reduced capital spending to a level commensurate with our operating needs in the economic
environment at that time. Future capital spending for anticipated growth and replacement assets will depend on a
variety of factors, including economic and industry conditions. We anticipate that our capital expenditures for
2012 will be approximately $2.2 billion, or approximately 4% of revenue.

Capital spending on aircraft over the 2009 to 2011 period was largely due to scheduled deliveries of
previous orders for the Boeing 767-300 and 747-400 aircraft. Capital spending on vehicles increased during 2010
and 2011 in our U.S. and international package businesses and our freight unit, due to vehicle replacements,
technology enhancements and new vehicle orders to support volume growth.

Capital expenditures on buildings and facilities declined over the 2009 through 2011 period, primarily
resulting from the completion of several large hub construction and expansion projects, including our Worldport
hub expansion. In 2009, we completed the first phase of our Worldport expansion, which increased the sorting
capacity by 15%. The final phase of the Worldport expansion was completed in 2010, with an additional sorting
capacity of approximately 20%. We anticipate that capital spending on buildings and facilities will increase in
2012, due to expansion and new construction projects at facilities in Europe and Asia, including a $200 million
expansion at our European air hub in Cologne, Germany during 2012 and 2013.

The 2010 increase in proceeds from the disposal of property, plant and equipment is largely due to real
estate sales and the proceeds from insurance recoveries. The net decline in finance receivables in the 2009
through 2011 period is primarily due to customer paydowns and loan sales activity, primarily in our commercial
lending, asset-based lending and leasing portfolios. The purchases and sales of marketable securities are largely
determined by liquidity needs and the periodic rebalancing of investment types, and will therefore fluctuate from
period to period.

The cash paid for business acquisitions in 2011 was largely due to the acquisition of Pieffe Group in Italy.
The cash received from business dispositions in 2010 was largely due to the sale of UPS Logistics Technologies,
Inc. In 2009, the cash outflow for the purchase of Unsped Paket Servisi San ve Ticaret A.S. was largely offset by
the cash received from the sale of the international franchise operations of our Mail Boxes Etc. unit.
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Other investing activities include the cash settlement of derivative contracts used in our currency hedging
programs, the timing of aircraft purchase contract deposits on our Boeing 767-300 and Boeing 747-400 aircraft
orders, and the equity investments in five new leveraged aircraft leases. We received (paid) cash related to
purchases and settlements of energy and currency derivative contracts used in our hedging programs of $(78),
$111 and $117 million during 2011, 2010 and 2009, respectively.

Financing Activities

Our primary sources (uses) of cash for financing activities are as follows (amounts in millions, except per
share data):

2011 2010 2009

Net cash used in financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (4,862) $ (1,346) $ (3,045)

Share Repurchases:
Cash expended for shares repurchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (2,665) $ (817) $ (561)
Number of shares repurchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (38.7) (12.4) (10.9)
Shares outstanding at year-end . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 963 991 994
Percent reduction in shares outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2.8)% (0.3)% (0.2)%

Dividends:
Dividends declared per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2.08 $ 1.88 $ 1.80
Cash expended for dividend payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (1,997) $ (1,818) $ (1,751)

Borrowings:
Net borrowings (repayments) of debt principal . . . . . . . . . . . . . . . . . . . . . . . . . $ (95) $ 1,246 $ (522)

Other Financing Activities:
Cash received for common stock issuances . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 290 $ 218 $ 149
Other financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (395) $ (175) $ (360)

Capitalization:
Total debt outstanding at year-end . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $11,128 $10,846 $ 9,521
Total shareowners’ equity at year-end . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,108 8,047 7,696

Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $18,236 $18,893 $17,217

Debt to Total Capitalization % . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61.0% 57.4% 55.3%

In January 2008, the Board of Directors approved an increase in our share repurchase authorization to $10.0
billion. Share repurchases may take the form of accelerated share repurchases, open market purchases, or other
such methods as we deem appropriate. The timing of our share repurchases will depend upon market conditions.
As a result of the uncertain economic environment in 2010 and 2009, we slowed our share repurchase activity,
and repurchased shares at a rate that approximately offset the dilution from our stock compensation programs.
Unless terminated earlier by the resolution of our Board, the program will expire when we have purchased all
shares authorized for repurchase under the program. As of December 31, 2011, we had $2.525 billion of our
share repurchase authorization remaining. In 2012, pending Board of Directors approval of an additional share
repurchase authorization, we anticipate repurchasing approximately $2.7 billion in shares.

The declaration of dividends is subject to the discretion of the Board of Directors and will depend on
various factors, including our net income, financial condition, cash requirements, future prospects, and other
relevant factors. We expect to continue the practice of paying regular cash dividends. In February 2012, we
increased our quarterly dividend payment from $0.52 to $0.57 per share, a 10% increase.

Issuances of debt in 2011 consisted primarily of commercial paper and five new aircraft leases. In 2010 and
2009, we completed senior fixed rate note offerings of $2.0 billion in each year. These note offerings were used
for various purposes, including discretionary contributions to UPS-sponsored pension plans, the retirement of
existing debt instruments and other general corporate purposes.
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Repayments of debt in 2011, 2010 and 2009 consisted primarily of paydowns of commercial paper, early
redemptions of our UPS Notes program and certain facilities bonds, and scheduled principal payments on our
capitalized lease obligations. We consider the overall fixed and floating interest rate mix of our portfolio and the
related overall cost of borrowing when planning for future issuances and non-scheduled repayments of debt.

We had no commercial paper outstanding at December 31, 2011 and $341 million outstanding at
December 31, 2010. The amount of commercial paper outstanding fluctuates throughout each year based on daily
liquidity needs. The average commercial paper balance was $849 million and the average interest rate paid was
0.08% in 2011 ($947 million and 0.14% in 2010, respectively).

Cash received from common stock issuances to employees increased primarily due to additional stock
option exercises in 2011 and 2010. The cash outflows in other financing activities are largely due to repurchases
of shares from employees to satisfy tax withholding obligations, as well as certain hedging activities on
forecasted debt issuances and premiums paid on capped call options for the purchase of UPS class B shares. In
conjunction with the senior fixed rate debt offerings in 2010 and 2009, we settled several interest rate derivatives
that were designated as hedges of these debt offerings, which resulted in cash inflows (outflows) of $7 and
$(243) million, respectively. As of December 31, 2011, we had paid premiums of $200 million on capped call
options for the purchase of 3.3 million class B shares that will settle in the first half of 2012.

Sources of Credit

We are authorized to borrow up to $10.0 billion under our U.S. commercial paper program. As of
December 31, 2011, we had no commercial paper outstanding. The amount of commercial paper outstanding in
2012 is expected to fluctuate. We also maintain a European commercial paper program under which we are
authorized to borrow up to €1.0 billion in a variety of currencies, however no amounts were outstanding under
this program as of December 31, 2011.

We maintain two credit agreements with a consortium of banks. One of these agreements provides revolving
credit facilities of $1.5 billion, and expires on April 12, 2012. Generally, amounts outstanding under this facility
bear interest at a periodic fixed rate equal to LIBOR for the applicable interest period and currency
denomination, plus an applicable margin. Alternatively, a fluctuating rate of interest equal to Citibank’s publicly
announced base rate, plus an applicable margin, may be used at our discretion. In each case, the applicable
margin for advances bearing interest based on LIBOR is a percentage determined by quotations from Markit
Group Ltd. for our 1-year credit default swap spread, subject to a minimum rate of 0.15% and a maximum rate of
0.75%. The applicable margin for advances bearing interest based on the base rate is 1.00% below the applicable
margin for LIBOR advances (but not lower than 0.00%). We are also able to request advances under this facility
based on competitive bids for the applicable interest rate. There were no amounts outstanding under this facility
as of December 31, 2011.

The second agreement provides revolving credit facilities of $1.0 billion, and expires on April 14, 2015.
Generally, amounts outstanding under this facility bear interest at a periodic fixed rate equal to LIBOR for the
applicable interest period and currency denomination, plus an applicable margin. Alternatively, a fluctuating rate
of interest equal to Citibank’s publicly announced base rate, plus an applicable margin, may be used at our
discretion. In each case, the applicable margin for advances bearing interest based on LIBOR is a percentage
determined by quotations from Markit Group Ltd. for our credit default swap spread, interpolated for a period
from the date of determination of such credit default swap spread in connection with a new interest period until
the latest maturity date of this facility then in effect (but not less than a period of one year). The applicable
margin is subject to certain minimum rates and maximum rates based on our public debt ratings from Standard &
Poor’s Rating Service and Moody’s Investors Service. The minimum applicable margin rates range from 0.250%
to 0.500%, and the maximum applicable margin rates range from 1.000% to 1.500%. The applicable margin for
advances bearing interest based on the base rate is 1.00% below the applicable margin for LIBOR advances (but
not less than 0.00%). We are also able to request advances under this facility based on competitive bids. There
were no amounts outstanding under this facility as of December 31, 2011.
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Our existing debt instruments and credit facilities do not have cross-default or ratings triggers, however
these debt instruments and credit facilities do subject us to certain financial covenants. As of December 31, 2011
and for all prior periods presented, we have satisfied these financial covenants. These covenants limit the amount
of secured indebtedness that we may incur, and limit the amount of attributable debt in sale-leaseback
transactions, to 10% of net tangible assets. As of December 31, 2011, 10% of net tangible assets is equivalent to
$2.550 billion, however we have no covered sale-leaseback transactions or secured indebtedness outstanding.
Additionally, we are required to maintain a minimum net worth, as defined, of $5.0 billion on a quarterly basis.
As of December 31, 2011, our net worth, as defined, was equivalent to $10.138 billion. We do not expect these
covenants to have a material impact on our financial condition or liquidity.

Guarantees and Other Off-Balance Sheet Arrangements

We do not have guarantees or other off-balance sheet financing arrangements, including variable interest
entities, which we believe could have a material impact on financial condition or liquidity.

Contractual Commitments

We have contractual obligations and commitments in the form of capital leases, operating leases, debt
obligations, purchase commitments, and certain other liabilities. We intend to satisfy these obligations through
the use of cash flow from operations. The following table summarizes the expected cash outflow to satisfy our
contractual obligations and commitments as of December 31, 2011 (in millions):

Commitment Type 2012 2013 2014 2015 2016 After 2016 Total

Capital Leases . . . . . . . . . . . . . . . . . . . . . . . . $ 59 $ 56 $ 51 $ 50 $ 48 $ 474 $ 738
Operating Leases . . . . . . . . . . . . . . . . . . . . . . 329 257 192 140 97 393 1,408
Debt Principal . . . . . . . . . . . . . . . . . . . . . . . . — 1,750 1,000 100 — 7,366 10,216
Debt Interest . . . . . . . . . . . . . . . . . . . . . . . . . 315 292 263 257 257 4,622 6,006
Purchase Commitments . . . . . . . . . . . . . . . . 517 453 32 16 34 — 1,052
Pension Fundings . . . . . . . . . . . . . . . . . . . . . 355 738 1,081 702 1,161 1,818 5,855
Other Liabilities . . . . . . . . . . . . . . . . . . . . . . 67 64 58 43 23 15 270

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,642 $3,610 $2,677 $1,308 $1,620 $14,688 $25,545

Our capital lease obligations relate primarily to leases on aircraft. Capital leases, operating leases, and
purchase commitments, as well as our debt principal obligations, are discussed further in Note 8 to our
consolidated financial statements. The amount of interest on our debt was calculated as the contractual interest
payments due on our fixed-rate debt, in addition to interest on variable rate debt that was calculated based on
interest rates as of December 31, 2011. The calculations of debt interest take into account the effect of interest
rate swap agreements. For debt denominated in a foreign currency, the U.S. Dollar equivalent principal amount
of the debt at the end of the year was used as the basis to calculate future interest payments.

Purchase commitments represent contractual agreements to purchase goods or services that are legally
binding, the largest of which are orders for aircraft, engines, and parts. As of December 31, 2011, we have firm
commitments to purchase 15 Boeing 767-300ER freighters to be delivered between 2012 and 2013. These
aircraft purchase orders will provide for anticipated future growth.

Pension fundings represent the anticipated required cash contributions that will be made to our qualified
pension plans. These contributions include those to the UPS IBT Pension Plan, the UPS Pension Plan and the
UPS Retirement Plan. These plans are discussed further in Note 5 to the consolidated financial statements. The
pension funding requirements were estimated under the provisions of the Pension Protection Act of 2006 and the
Employee Retirement Income Security Act of 1974, using discount rates, asset returns and other assumptions
appropriate for these plans. To the extent that the funded status of these plans in future years differs from our
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current projections, the actual contributions made in future years could materially differ from the amounts shown
in the table above. Additionally, we have not included minimum funding requirements beyond 2017, because
these projected contributions are not reasonably determinable.

We are not subject to any minimum funding requirement for cash contributions in 2012 in the UPS
Retirement Plan or UPS Pension Plan. The amount of any minimum funding requirement, as applicable, for these
plans could change significantly in future periods, depending on many factors, including future plan asset returns
and discount rates. A sustained significant decline in the world equity markets, and the resulting impact on our
pension assets and investment returns, could result in our domestic pension plans being subject to significantly
higher minimum funding requirements. Such an outcome could have a material adverse impact on our financial
position and cash flows in future periods.

As discussed in Note 6 to our consolidated financial statements, we are not currently subject to any
minimum contributions or surcharges with respect to the multiemployer pension and health and welfare plans in
which we participate. Contribution rates to these multiemployer pension and health and welfare plans are
established through the collective bargaining process. As we are not subject to any minimum contribution levels,
we have not included any amounts in the contractual commitments table with respect to these multiemployer
plans.

The contractual payments due for “other liabilities” primarily include commitment payments related to our
investment in certain partnerships. The table above does not include approximately $252 million of liabilities for
uncertain tax positions because we are uncertain if or when such amounts will ultimately be settled in cash. In
addition, we also have recognized assets associated with uncertain tax positions in excess of the related liabilities
such that we do not believe a net contractual obligation exists to the taxing authorities. Uncertain tax positions
are further discussed in Note 13 to the consolidated financial statements.

As of December 31, 2011, we had outstanding letters of credit totaling approximately $1.551 billion issued
in connection with routine business requirements. We also issue surety bonds as an alternative to letters of credit
in certain instances, and as of December 31, 2011, we had $583 million of surety bonds written. As of
December 31, 2011, we had unfunded loan commitments totaling $248 million associated with our financial
business.

We believe that funds from operations and borrowing programs will provide adequate sources of liquidity
and capital resources to meet our expected long-term needs for the operation of our business, including
anticipated capital expenditures, for the foreseeable future.

Contingencies

We are involved in a number of judicial proceedings and other matters arising from the conduct of our
business activities.

Although there can be no assurance as to the ultimate outcome, we have generally denied, or believe we
have a meritorious defense and will deny, liability in all litigation pending against us, including the matters
described below, and we intend to defend vigorously each case. We have accrued for legal claims when, and to
the extent that, amounts associated with the claims become probable and can be reasonably estimated. The actual
costs of resolving legal claims may be substantially higher or lower than the amounts accrued for those claims.

For those matters as to which we are not able to estimate a possible loss or range of loss, we are not able to
determine whether the loss will have a material adverse effect on our business, financial condition or results of
operations or liquidity. For matters in this category, we have indicated in the descriptions that follow the reasons
that we are unable to estimate the possible loss or range of loss.

Judicial Proceedings

We are a defendant in a number of lawsuits filed in state and federal courts containing various class action
allegations under state wage-and-hour laws. At this time, we do not believe that any loss associated with these
matters, would have a material adverse effect on our financial condition, results of operations or liquidity.

UPS and our subsidiary Mail Boxes Etc., Inc. are defendants in two lawsuits about the rebranding or
purchase of The UPS Store franchises—Morgate and Samica. We prevailed at the trial court level in both cases,
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and plaintiffs appealed. Morgate was filed in March 2003. The plaintiffs are 125 individual franchisees who did
not rebrand and a certified class of all franchisees who did rebrand to The UPS Store. A bellwether trial for three
individual plaintiffs was set for early 2010, but the trial court entered judgment against one of the three plaintiffs
prior to trial, which was affirmed in January 2012. The trial court also granted our motion for summary judgment
against the members of the certified class, which was reversed in January 2012. The remainder of the case has
been stayed pending appeal. Samica was filed in March 2006. The plaintiffs are 250 individual The UPS Store
franchisees who either elected to rebrand or purchased new The UPS Store franchises. Summary judgment was
granted in UPS’s favor and affirmed on appeal in December 2011. There are multiple factors that prevent us from
being able to estimate the amount of loss, if any, that may result from these matters including: (1) three separate
components of these cases are being appealed to federal and state courts following decisions favorable to UPS
and we cannot predict the final outcomes of these appeals; and (2) it remains uncertain what evidence of
damages, if any, plaintiffs will be able to present if any aspects of these cases proceed forward. Accordingly, at
this time, we are not able to estimate a possible loss or range of loss that may result from these matters or to
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of
operations or liquidity.

In Barber Auto Sales v. UPS, which a federal court in Alabama certified as a class action in September
2009, the plaintiff asserts a breach of contract claim arising from UPS’s assessment of shipping charge
corrections when UPS determines that the “dimensional weight” of packages is greater than that reported by the
shipper. On June 1, 2011, we reached an agreement in principle to settle the case for an immaterial amount. The
settlement has been preliminarily approved, and remains subject to a final fairness hearing.

In AFMS LLC v. UPS and FedEx Corporation, a lawsuit filed in federal court in the Central District of
California in August 2010, the plaintiff asserts that UPS and FedEx violated U.S. antitrust law by conspiring to
refuse to negotiate with third party negotiators retained by shippers and/or to monopolize a so-called market for
shipping consultation services. The Antitrust Division of the U.S. Department of Justice (“DOJ”) has informed us
that it has opened a civil investigation of our policies and practices for dealing with third party negotiators. We
are cooperating with this investigation. We deny any liability with respect to these matters and intend to
vigorously defend ourselves. There are multiple factors that prevent us from being able to estimate the amount of
loss, if any, that may result from these matters including: (1) we believe that we have a number of meritorious
defenses; (2) AFMS has not articulated any measure of damages; and (3) the DOJ investigation is ongoing.
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these
matters or to determine whether such loss, if any, would have a material adverse effect on our financial
condition, results of operations or liquidity.

In Canada, three purported class-action cases were filed against us in British Columbia (2006); Ontario
(2007) and Québec (2006). The cases each allege inadequate disclosure concerning the existence and cost of
brokerage services provided by us under applicable provincial consumer protection legislation and infringement
of interest restriction provisions under the Criminal Code of Canada. The British Columbia class-action was
declared inappropriate for certification and dismissed by the trial judge. That decision was upheld by the British
Columbia Court of Appeal in March 2010, which ended the case in our favor. The Ontario class action was
certified in September 2011. Partial summary judgment was granted to us and the plaintiffs by the Ontario
motions court. The complaint under the Criminal Code was dismissed. No appeal is being taken from that
decision. The allegations of inadequate disclosure were granted and we are appealing that decision. The request
to certify the case in Québec will be heard in February 2012. We have denied all liability and are vigorously
defending the two outstanding cases. There are multiple factors that prevent us from being able to estimate the
amount of loss, if any, that may result from these matters, including (1) we are vigorously defending ourselves
and believe that we have a number of meritorious legal defenses and (2) there are unresolved questions of law
and fact that could be important to the ultimate resolution of these matters. Accordingly, at this time, we are not
able to estimate a possible loss or range of loss that may result from these matters or to determine whether such
loss, if any, would have a material adverse effect on our financial condition, results of operation or liquidity.
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Other Matters

In May and December 2007 and August 2008 we received and responded to grand jury subpoenas from the
DOJ in the Northern District of California in connection with an investigation by the Drug Enforcement
Administration. We also have responded to informal requests for information in connection with this
investigation, which relates to transportation of packages on behalf of on-line pharmacies that may have operated
illegally. We are cooperating with this investigation and intend to continue to vigorously defend ourselves. There
are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from
this matter, including (1) we are vigorously defending ourselves and believe we have a number of meritorious
legal defenses and (2) there are unresolved questions of law and fact that could be important to the ultimate
resolution of this matter. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that
may result from this matter or to determine whether such loss, if any, would have a material adverse effect on our
financial condition, results of operations or liquidity.

We received a grand jury subpoena from the Antitrust Division of the DOJ regarding the DOJ’s
investigation into certain pricing practices in the freight forwarding industry in December 2007.

In October 2007, June 2008 and February 2009, we received information requests from the European
Commission (“Commission”) relating to its investigation of certain pricing practices in the freight forwarding
industry, and subsequently responded to each request. In February 2010, UPS received a Statement of Objections
by the Commission. This document contains the Commission’s preliminary view with respect to alleged
anticompetitive behavior in the freight forwarding industry by 18 freight forwarders, including UPS. Although it
alleges anticompetitive behavior, it does not prejudge the Commission’s final decision, as to facts or law (which
is subject to appeal to the European courts). The options available to the Commission include taking no action or
imposing a monetary fine; the range of any potential action by the Commission is not reasonably estimable. Any
decision imposing a fine would be subject to appeal. UPS has responded to the Statement of Objections,
including at a July 2010 Commission hearing, and we intend to continue to vigorously defend ourselves in this
proceeding. We received additional information requests from the Commission in January and July 2011, and we
have responded to those requests.

In August 2010, competition authorities in Brazil opened an administrative proceeding to investigate alleged
anticompetitive behavior in the freight forwarding industry. Approximately 45 freight forwarding companies and
individuals are named in the proceeding, including UPS, UPS SCS Transportes (Brasil) S.A., and a former
employee in Brazil. UPS will have an opportunity to respond to these allegations.

We are cooperating with each of these investigations, and intend to continue to vigorously defend ourselves.
There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result
from these matters including (1) we are vigorously defending each matter and believe that we have a number of
meritorious legal defenses; (2) there are unresolved questions of law that could be of importance to the ultimate
resolutions of these matters, including the calculation of any potential fine; and (3) there is uncertainty about the
time period that is the subject of the investigations. Accordingly, at this time, we are not able to estimate a
possible loss or range of loss that may result from these matters or to determine whether such loss, if any, would
have a material adverse effect on our financial condition, results of operations or liquidity.

In January 2008, a class action complaint was filed in the United States District Court for the Eastern
District of New York alleging price-fixing activities relating to the provision of freight forwarding services. UPS
was not named in this case. In July 2009, the plaintiffs filed a first amended complaint naming numerous global
freight forwarders as defendants. UPS and UPS Supply Chain Solutions are among the 60 defendants named in
the amended complaint. We intend to vigorously defend ourselves in this case. There are multiple factors that
prevent us from being able to estimate the amount of loss, if any, that may result from these matters including:
(1) the magistrate judge recommended that the district court grant our motion to dismiss, with leave to amend,
and the scope of the plaintiffs’ claims is therefore unclear; (2) the scope and size of the proposed class is
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ill-defined; (3) there are significant legal questions about the adequacy and standing of the putative class
representatives; and (4) we believe that we have a number of meritorious legal defenses. Accordingly, at this
time, we are not able to estimate a possible loss or range of loss that may result from these matters or to
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of
operations or liquidity.

We are a defendant in various other lawsuits that arose in the normal course of business. We do not believe
that the eventual resolution of these other lawsuits (either individually or in the aggregate), including any
reasonably possible losses in excess of current accruals, will have a material adverse effect on our financial
condition, results of operations or liquidity.

In June 2011, we received Internal Revenue Service (“IRS”) reports covering income taxes and excise taxes
for tax years 2005 through 2007 and 2003 through 2007, respectively. The reports propose assessments related to
amounts paid for software, research credit expenditures and deductibility of financing and post-acquisition
integration costs as well as taxes on amounts paid for air transportation. Receipt of the reports represents only the
conclusion of the examination process. We disagree with the proposed assessments related to these matters.
Therefore, we have filed protests and protective tax refund claims. During the third quarter of 2011, the IRS
responded to our protests and forwarded the cases to IRS Appeals. There are multiple factors that prevent us from
being able to estimate the amount of loss, if any, that may result from these matters including: (1) we are
vigorously defending these matters and believe that we have a number of meritorious legal defenses; (2) we have
filed refund claims in excess of the proposed assessments; (3) there are unresolved questions of law and fact that
could be of importance to the ultimate resolutions of these matters, including the calculation of any additional
taxes and/or tax refunds; and (4) these matters are at the initial stage of a multi-level administrative appeals
process that may ultimately be resolved by litigation. Accordingly, at this time, we are not able to estimate a
possible loss or range of loss that may result from these matters or to determine whether such loss, if any, would
have a material adverse effect on our financial condition, results of operations or liquidity.

Collective Bargaining Agreements

As of December 31, 2011, we had approximately 245,000 employees employed under a national master
agreement and various supplemental agreements with local unions affiliated with the Teamsters. These
agreements run through July 31, 2013. We have approximately 2,700 pilots who are employed under a collective
bargaining agreement with the IPA, which became amendable at the end of 2011. Our airline mechanics are
covered by a collective bargaining agreement with Teamsters Local 2727, which runs through November 1,
2013. In addition, approximately 3,200 of our ground mechanics who are not employed under agreements with
the Teamsters are employed under collective bargaining agreements with the IAM. Our agreement with the IAM
runs through July 31, 2014.

We participate in a number of trustee-managed multiemployer pension and health and welfare plans for
employees covered under collective bargaining agreements. Our current collective bargaining agreements set
forth the annual contribution increases allotted to the plans that we participate in, and we are in compliance with
these contribution rates. These limitations will remain in effect throughout the terms of the existing collective
bargaining agreements.

Rate Adjustments

In November 2011, we announced an increase in base rates and changes in our fuel surcharge for package
shipments that took effect January 2, 2012. UPS Ground service rates increased a net 4.9% through a
combination of a 5.9% increase in rates and a 1% reduction in the index used to determine the ground fuel
surcharge. UPS Next Day Air, UPS 2nd Day Air, UPS 3 Day Select, and international air shipments originating in
the United States (including Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS
International Standard Service) increased a net 4.9%, through a combination of a 6.9% increase in base rates and
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a 2% reduction in the index used to determine the air fuel surcharge. These rate changes are customary and occur
on an annual basis. Rate changes for shipments originating outside the U.S. are made throughout the year and
vary by geographic market.

New Accounting Pronouncements

Recently Adopted Accounting Standards

In September 2011, the Financial Accounting Standards Board (“FASB”) issued an accounting standards
update regarding disclosure of an employer’s participation in multiemployer pension and health and welfare
plans. This new guidance requires companies to provide additional qualitative and quantitative disclosures about
financial obligations, risks and commitments, as well as the level of participation in multiemployer plans.
Companies are required to disclose detailed information about significant multiemployer plans, including
contributions made to the plans, financial health and funded status of the plans, and expiration of the collective-
bargaining agreements that require contributions to the plans. This accounting standards update impacted our
disclosures only, and did not have any impact on our financial condition, results of operations or liquidity. The
disclosures required by this accounting standards update are presented in Note 6 to the consolidated financial
statements.

In September 2011, the FASB issued an accounting standards update that amends the accounting guidance
on goodwill impairment testing. This accounting standards update is intended to reduce complexity and costs by
allowing an entity the option to make a qualitative evaluation about the likelihood of goodwill impairment to
determine whether it should calculate the fair value of a reporting unit. This accounting standards update also
amends existing guidance by expanding upon the examples of events and circumstances that an entity should
consider between annual impairment tests in determining whether it is more likely than not that the fair value of a
reporting unit is less than its carrying amount. We adopted this accounting standards update and applied its
provisions to certain of our reporting units for our annual goodwill impairment testing as of October 1, 2011.

Other accounting pronouncements adopted during the periods covered by the consolidated financial
statements had an immaterial impact on our consolidated financial position and results of operations.

Accounting Standards Issued But Not Yet Effective

Accounting pronouncements issued, but not effective until after December 31, 2011, are not expected to
have a significant impact on our consolidated financial position or results of operations.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based on our
consolidated financial statements, which are prepared in accordance with accounting principles generally
accepted in the United States of America. As indicated in Note 1 to our consolidated financial statements, the
amounts of assets, liabilities, revenue, and expenses reported in our financial statements are affected by estimates
and judgments that are necessary to comply with generally accepted accounting principles. We base our
estimates on prior experience and other assumptions that we consider reasonable to our circumstances. Actual
results could differ from our estimates, which would affect the related amounts reported in our consolidated
financial statements. While estimates and judgments are applied in arriving at many reported amounts, we
believe that the following matters may involve a higher degree of judgment and complexity.

Contingencies

As discussed in Note 9 to our consolidated financial statements, we are involved in various legal
proceedings and contingencies. We record a liability based on our estimate of the probable cost of the resolution
of a contingency. The actual resolution of these contingencies may differ from our estimates. If a contingency is
settled for an amount greater than our estimate, a future charge to income would result. Likewise, if a
contingency is settled for an amount that is less than our estimate, a future credit to income would result.

51



The events that may impact our contingent liabilities are often unique and generally are not predictable. At
the time a contingency is identified, we consider all relevant facts as part of our evaluation. We record a liability
for a loss when the loss is probable of occurring and reasonably estimable. Events may arise that were not
anticipated and the outcome of a contingency may result in a loss to us that differs from our previously estimated
liability. These factors could result in a material difference between estimated and actual operating results.
Contingent losses that are probable and estimable, excluding those related to income taxes and self-insurance
which are discussed further below, were not material to our financial position as of December 31, 2011. In
addition, we have certain contingent liabilities that have not been recognized as of December 31, 2011, because a
loss is not reasonably estimable.

Goodwill and Intangible Impairment

We perform impairment testing of goodwill for each of our reporting units on an annual basis. Our reporting
units are comprised of the Europe, Asia, and Americas reporting units in the International Package reporting
segment, and the Forwarding, Logistics, UPS Freight, MBE / The UPS Store and UPS Capital reporting units in
the Supply Chain & Freight reporting segment. Our annual goodwill impairment testing date is October 1st for
each reporting unit. In assessing goodwill for impairment, we initially evaluate qualitative factors to determine if
it is more likely than not that the fair value of a reporting unit is less than its carrying amount. If the qualitative
assessment is not conclusive and it is necessary to calculate the fair value of a reporting unit, then we utilize a
two-step process to test goodwill for impairment. First, a comparison of the fair value of the applicable reporting
unit with the aggregate carrying value, including goodwill, is performed. If the carrying amount of a reporting
unit exceeds the reporting unit’s fair value, we perform the second step of the goodwill impairment test to
determine the amount of impairment loss. The second step includes comparing the implied fair value of the
affected reporting unit’s goodwill with the carrying value of that goodwill.

We primarily determine the fair value of our reporting units using a discounted cash flow model (“DCF
model”), and supplement this with observable valuation multiples for comparable companies, as applicable. The
completion of the DCF model requires that we make a number of significant assumptions to produce an estimate
of future cash flows. These assumptions include projections of future revenue, costs and working capital changes.
In addition, we make assumptions about the estimated cost of capital and other relevant variables, as required, in
estimating the fair value of our reporting units. The projections that we use in our DCF model are updated
annually and will change over time based on the historical performance and changing business conditions for
each of our reporting units. The determination of whether goodwill is impaired involves a significant level of
judgment in these assumptions, and changes in our business strategy, government regulations or economic or
market conditions could significantly impact these judgments. We will continue to monitor market conditions
and other factors to determine if interim impairment tests are necessary in future periods. If impairment
indicators are present in future periods, the resulting impairment charges could have a material impact on our
results of operations.

None of the reporting units incurred any goodwill impairment charges in 2011, 2010 or 2009. Changes in
our forecasts could cause carrying values of our reporting units to exceed their fair values in future periods,
potentially resulting in a goodwill impairment charge. As of our October 1, 2011 goodwill impairment testing
date, our UPS Freight reporting unit’s fair value exceeded its carrying value by approximately 10%. The fair
value of this reporting unit was negatively impacted in 2011 by the difficult market environment for the LTL
industry, resulting in reduced equity valuations for market comparable companies. Several factors, including
lower than expected revenues and/or operating margins, an increased cost of capital and higher than anticipated
capital expenditure requirements, could result in the reporting unit’s fair value declining below its carrying value
in a future period. Additionally, a sustained decline in the valuations of publicly-traded comparable companies in
the LTL industry would also reduce the calculated fair value of this reporting unit. Our UPS Freight reporting
unit has a total goodwill balance of $441 million as of December 31, 2011. A 10% decrease in the estimated fair
value of our other reporting units as of our most recent goodwill testing date (October 1, 2011) would not result
in a goodwill impairment charge.
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Licenses with a carrying value of $5 million as of December 31, 2011 are deemed to be indefinite-lived
intangibles, and therefore are not amortized. Impairment tests for indefinite-lived intangibles are performed on an
annual basis. All of our remaining recorded intangible assets are deemed to be finite-lived intangibles, and are
thus amortized over their estimated useful lives. Impairment tests for these intangible assets are only performed
when a triggering event occurs that indicates that the carrying value of the intangible may not be recoverable
based on the undiscounted future cash flows of the intangible. If the carrying amount of the intangible is
determined not to be recoverable, a write-down to fair value is recorded. Fair values are determined based on a
DCF model. No impairments of indefinite-lived or finite-lived intangible assets were recognized in 2011, 2010 or
2009.

Self-Insurance Accruals

We self-insure costs associated with workers’ compensation claims, automotive liability, health and welfare
and general business liabilities, up to certain limits. Insurance reserves are established for estimates of the loss
that we will ultimately incur on reported claims, as well as estimates of claims that have been incurred but not yet
reported. Recorded balances are based on reserve levels, which incorporate historical loss experience and
judgments about the present and expected levels of cost per claim. Trends in actual experience are a significant
factor in the determination of such reserves. We believe our estimated reserves for such claims are adequate, but
actual experience in claim frequency and/or severity could materially differ from our estimates and affect our
results of operations.

Workers’ compensation, automobile liability and general liability insurance claims may take several years to
completely settle. Consequently, actuarial estimates are required to project the ultimate cost that will be incurred
to fully resolve the claims. A number of factors can affect the actual cost of a claim, including the length of time
the claim remains open, trends in health care costs and the results of related litigation. Furthermore, claims may
emerge in future years for events that occurred in a prior year at a rate that differs from previous actuarial
projections. Changes in state legislation with respect to workers compensation can affect the adequacy of our
self-insurance accruals. All of these factors can result in revisions to prior actuarial projections and produce a
material difference between estimated and actual operating results.

We sponsor a number of health and welfare insurance plans for our employees. These liabilities and related
expenses are based on estimates of the number of employees and eligible dependents covered under the plans,
anticipated medical usage by participants and overall trends in medical costs and inflation. Actual results may
differ from these estimates and, therefore, produce a material difference between estimated and actual operating
results.

Fair Value Measurements

In the normal course of business, we hold and issue financial instruments that contain elements of market
risk, including derivatives, marketable securities, finance receivables, other investments and debt. Certain of
these financial instruments are required to be recorded at fair value, principally derivatives, marketable securities,
pension assets and certain other investments. Fair values are based on listed market prices, when such prices are
available. To the extent that listed market prices are not available, fair value is determined based on other
relevant factors, including dealer price quotations. Certain financial instruments, including over-the-counter
derivative instruments, are valued using pricing models that consider, among other factors, contractual and
market prices, correlations, time value, credit spreads and yield curve volatility factors. Changes in the fixed
income, equity, foreign exchange and commodity markets will impact our estimates of fair value in the future,
potentially affecting our results of operations. A quantitative sensitivity analysis of our exposure to changes in
commodity prices, foreign currency exchange rates, interest rates and equity prices is presented in the “Market
Risk” section of this report.
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Pension and Postretirement Medical Benefits

Our pension and other postretirement benefit costs are calculated using various actuarial assumptions and
methodologies. These assumptions include discount rates, health care cost trend rates, inflation, compensation
increase rates, expected returns on plan assets, mortality rates and other factors. The assumptions utilized in
recording the obligations under our plans represent our best estimates, and we believe that they are reasonable,
based on information as to historical experience and performance as well as other factors that might cause future
expectations to differ from past trends.

Differences in actual experience or changes in assumptions may affect our pension and other postretirement
obligations and future expense. The primary factors contributing to actuarial gains and losses each year are
(1) changes in the discount rate used to value pension and postretirement benefit obligations as of the
measurement date and (2) differences between the expected and the actual return on plan assets.

In the fourth quarter of 2011, we elected to change our accounting methodologies for recognizing expense
for our company-sponsored U.S. and International pension and other postretirement benefit plans. Previously, net
actuarial gains or losses in excess of 10% of the greater of the market-related value of plan assets or the plans’
projected benefit obligations (the “corridor”) were recognized over the average remaining service life of
employees in each respective plan. Further, for our largest pension plan (the UPS Retirement Plan), we used a
calculated value of plan assets reflecting changes in the fair value of plan assets over a five-year period.

Under our new accounting methods, we will recognize changes in the fair value of plan assets and net
actuarial gains or losses in excess of the corridor annually in the fourth quarter each year. These new accounting
methods result in changes in the fair value of plan assets and net actuarial gains and losses being recognized in
expense faster than our previous amortization method. The remaining components of pension expense, primarily
service and interest costs and the expected return on plan assets, will be recorded on a quarterly basis as ongoing
pension expense (herein referred to as “ongoing expense” or “ongoing net periodic benefit cost”).

The following sensitivity analysis shows the impact of a 25 basis point change in the assumed discount rate,
expected return on assets, and health care cost trend rate for our pension and postretirement benefit plans, and the
resulting increase (decrease) on our obligations and ongoing expense as of, and for the year ended, December 31,
2011 (in millions).

25 Basis Point
Increase

25 Basis Point
Decrease

Pension Plans
Discount Rate:

Effect on ongoing net periodic benefit cost . . . . . . . . . . . . . . . . . . . $ (43) $ 45
Effect on projected benefit obligation . . . . . . . . . . . . . . . . . . . . . . . (976) 1,017

Return on Assets:
Effect on ongoing net periodic benefit cost . . . . . . . . . . . . . . . . . . . (54) 54

Postretirement Medical Plans
Discount Rate:

Effect on ongoing net periodic benefit cost . . . . . . . . . . . . . . . . . . . — —
Effect on accumulated postretirement benefit obligation . . . . . . . . . (102) 105

Health Care Cost Trend Rate:
Effect on ongoing net periodic benefit cost . . . . . . . . . . . . . . . . . . . 1 (1)
Effect on accumulated postretirement benefit obligation . . . . . . . . . 15 (16)
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Ongoing expense will increase in 2012 compared with 2011, due primarily to the decline in the U.S.
discount rate used to determine expense from 5.95% for 2011 to 5.61% for 2012. This is partially offset by the
contributions to the plans in 2011 that increased the expected return on assets used for expense calculation
purposes.

Depreciation, Residual Value and Impairment of Fixed Assets

As of December 31, 2011, we had $17.621 billion of net fixed assets, the most significant category of which
is aircraft. In accounting for fixed assets, we make estimates about the expected useful lives and the expected
residual values of the assets, and the potential for impairment based on the fair values of the assets and the cash
flows generated by these assets.

In estimating the lives and expected residual values of aircraft, we have relied upon actual experience with
the same or similar aircraft types. Subsequent revisions to these estimates could be caused by changes to our
maintenance program, changes in the utilization of the aircraft, governmental regulations on aging aircraft and
changing market prices of new and used aircraft of the same or similar types. We periodically evaluate these
estimates and assumptions, and adjust the estimates and assumptions as necessary. Adjustments to the expected
lives and residual values are accounted for on a prospective basis through depreciation expense.

We review long-lived assets for impairment when circumstances indicate the carrying amount of an asset
may not be recoverable based on the undiscounted future cash flows of the asset. If the carrying amount of the
asset is determined not to be recoverable, a write-down to fair value is recorded. Fair values are determined based
on quoted market values, discounted cash flows or external appraisals, as applicable. We review long-lived assets
for impairment at the individual asset or the asset group level for which the lowest level of independent cash
flows can be identified. The circumstances that would indicate potential impairment may include, but are not
limited to, a significant change in the extent to which an asset is utilized, a significant decrease in the market
value of an asset and operating or cash flow losses associated with the use of the asset. In estimating cash flows,
we project future volume levels for our different air express products in all geographic regions in which we do
business. Adverse changes in these volume forecasts, or a shortfall of our actual volume compared with our
projections, could result in our current aircraft capacity exceeding current or projected demand. This situation
would lead to an excess of a particular aircraft type, resulting in an aircraft impairment charge or a reduction of
the expected life of an aircraft type (thus resulting in increased depreciation expense).

In 2011 and 2010, there were no indicators of impairment in our aircraft fleet, and no impairment charges
were recorded in either period. In 2009, we recorded a $181 million impairment charge, as described in the
following paragraphs.

In 2008, we had announced that we were in negotiations with DHL to provide air transportation services for
all of DHL’s express, deferred and international package volume within the United States, as well as air
transportation services between the United States, Canada and Mexico. In early April 2009, UPS and DHL
mutually agreed to terminate further discussions on providing these services. Additionally, our U.S. Domestic
Package air delivery volume had declined for several quarters as a result of persistent economic weakness and
shifts in product mix from our premium air services to our lower cost ground services. As a result of these
factors, the utilization of certain aircraft fleet types had declined and was expected to be lower in the future.

Based on the factors noted above, as well as FAA aging aircraft directives that would require significant
future maintenance expenditures, we determined that a triggering event had occurred that required an impairment
assessment of our McDonnell-Douglas DC-8-71 and DC-8-73 aircraft fleets. We conducted an impairment
analysis as of March 31, 2009, and determined that the carrying amount of these fleets was not recoverable due to
the accelerated expected retirement dates of the aircraft. Based on anticipated residual values for the airframes,
engines, and parts, we recognized an impairment charge of $181 million in the first quarter of 2009. The DC-8
fleets were subsequently retired from service.
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Income Taxes

We make certain estimates and judgments in determining income tax expense for financial statement
purposes. These estimates and judgments occur in the calculation of income by legal entity and jurisdiction, tax
credits, benefits, and deductions, and in the calculation of certain tax assets and liabilities, which arise from
differences in the timing of recognition of revenue and expense for tax and financial statement purposes, as well
as the interest and penalties related to these uncertain tax positions. Significant changes to these estimates may
result in an increase or decrease to our tax provision in a subsequent period.

We assess the likelihood that we will be able to recover our deferred tax assets. If recovery is not likely, we
must increase our provision for taxes by recording a valuation allowance against the deferred tax assets that we
estimate will not ultimately be recoverable. We believe that we will ultimately recover a substantial majority of
the deferred tax assets recorded on our consolidated balance sheets. However, should there be a change in our
ability to recover our deferred tax assets, our tax provision would increase in the period in which we determined
that the recovery was not likely.

The calculation of our tax liabilities involves dealing with uncertainties in the application of complex tax
regulations. We recognize liabilities for uncertain tax positions based on a two-step process. The first step is to
evaluate the tax position for recognition by determining if the weight of available evidence indicates that it is
more likely than not that the position will be sustained on audit, including resolution of related appeals or
litigation processes, if any. Once it is determined that the position meets the recognition threshold, the second
step requires us to estimate and measure the tax benefit as the largest amount that is more likely than not to be
realized upon ultimate settlement. It is inherently difficult and subjective to estimate such amounts, as we have to
determine the probability of various possible outcomes. We reevaluate these uncertain tax positions on a
quarterly basis. This evaluation is based on factors including, but not limited to, changes in facts or
circumstances, changes in tax law, effectively settled issues under audit, and new audit activity. Such a change in
recognition or measurement could result in the recognition of a tax benefit or an additional charge to the tax
provision.

Allowance for Doubtful Accounts

Losses on accounts receivable are recognized when they are incurred, which requires us to make our best
estimate of the probable losses inherent in our customer receivables at each balance sheet date. These estimates
require consideration of historical loss experience adjusted for current conditions, trends in customer payment
frequency, and judgments about the probable effects of relevant observable data, including present economic
conditions and the financial health of specific customers and market sectors. Our risk management process
includes standards and policies for reviewing major account exposures and concentrations of risk. Deterioration
in macroeconomic variables could result in our ultimate loss exposures on our accounts receivable being
significantly higher than what we have currently estimated and reserved for in our allowance for doubtful
accounts. Our total allowance for doubtful accounts as of December 31, 2011 and 2010 was $117 and $127
million, respectively. Our total provision for doubtful accounts charged to expense during the years ended
December 31, 2011, 2010 and 2009 was $147, $199 and $254 million, respectively.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to market risk from changes in certain commodity prices, foreign currency exchange rates,
interest rates and equity prices. All of these market risks arise in the normal course of business, as we do not
engage in speculative trading activities. In order to manage the risk arising from these exposures, we utilize a
variety of commodity, foreign exchange and interest rate forward contracts, options and swaps. A discussion of
our accounting policies for derivative instruments and further disclosures are provided in Note 15 to the
consolidated financial statements.
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Commodity Price Risk

We are exposed to changes in the prices of refined fuels, principally jet-A, diesel and unleaded gasoline.
Currently, the fuel surcharges that we apply to our domestic and international package and LTL services are the
primary means of reducing the risk of adverse fuel price changes. Additionally, we periodically use a
combination of option contracts to provide partial protection from changing fuel and energy prices. As of
December 31, 2011 and 2010, however, we had no commodity option contracts outstanding.

Foreign Currency Exchange Risk

We have foreign currency risks related to our revenue, operating expenses and financing transactions in
currencies other than the local currencies in which we operate. We are exposed to currency risk from the
potential changes in functional currency values of our foreign currency-denominated assets, liabilities and cash
flows. Our most significant foreign currency exposures relate to the Euro, the British Pound Sterling and the
Canadian Dollar. We use a combination of purchased and written options and forward contracts to hedge
forecasted cash flow currency exposures. These derivative instruments generally cover forecasted foreign
currency exposures for periods of 12 to 24 months. Additionally, we utilize cross-currency interest rate swaps to
hedge the currency risk inherent in the interest and principal payments associated with foreign currency
denominated debt obligations. The terms of these swap agreements are commensurate with the underlying debt
obligations.

Interest Rate Risk

We have issued debt instruments, including debt associated with capital leases, that accrue expense at fixed
and floating rates of interest. We use a combination of interest rate swaps as part of our program to manage the
fixed and floating interest rate mix of our total debt portfolio and related overall cost of borrowing. The notional
amount, interest payment and maturity dates of the swaps match the terms of the associated debt. We also utilize
forward starting swaps and similar instruments to lock in all or a portion of the borrowing cost of anticipated debt
issuances. Our floating rate debt and interest rate swaps subject us to risk resulting from changes in short-term
(primarily LIBOR) interest rates.

We also are subject to interest rate risk with respect to our pension and postretirement benefit obligations, as
changes in interest rates will effectively increase or decrease our liabilities associated with these benefit plans,
which also results in changes to the amount of pension and postretirement benefit expense recognized in future
periods.

We have investments in debt securities, as well as cash-equivalent instruments, some of which accrue
income at variable rates of interest. Additionally, we hold a portfolio of finance receivables that accrue income at
fixed and floating rates of interest.

Equity Price Risk

We hold investments in various common equity securities that are subject to price risk. These securities are
primarily in the form of equity index funds.

Sensitivity Analysis

The following analysis provides quantitative information regarding our exposure to commodity price risk,
foreign currency exchange risk, interest rate risk and equity price risk embedded in our existing financial
instruments. We utilize valuation models to evaluate the sensitivity of the fair value of financial instruments with
exposure to market risk that assume instantaneous, parallel shifts in exchange rates, interest rate yield curves and
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commodity and equity prices. For options and instruments with non-linear returns, models appropriate to the
instrument are utilized to determine the impact of market shifts.

There are certain limitations inherent in the sensitivity analyses presented, primarily due to the assumption
that exchange rates change in a parallel fashion and that interest rates change instantaneously. In addition, the
analyses are unable to reflect the complex market reactions that normally would arise from the market shifts
modeled. While this is our best estimate of the impact of the specified interest rate scenarios, these estimates
should not be viewed as forecasts. We adjust the fixed and floating interest rate mix of our interest rate sensitive
assets and liabilities in response to changes in market conditions. Additionally, changes in the fair value of
foreign currency derivatives and commodity derivatives are offset by changes in the cash flows of the underlying
hedged foreign currency and commodity transactions.

Shock-Test Result
As of December 31,

(in millions) 2011 2010

Change in Fair Value:
Currency Derivatives(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(64) $(89)

Change in Annual Expense:
Variable Rate Debt(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7 $ 10
Interest Rate Derivatives(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 71 $ 58

(1) The potential change in fair value from a hypothetical 10% weakening of the U.S. Dollar against local
currency exchange rates across all maturities.

(2) The potential change in annual interest expense resulting from a hypothetical 100 basis point increase in
short-term interest rates, applied to our variable rate debt and swap instruments (excluding hedges of
anticipated debt issuances).

The sensitivity of our pension and postretirement benefit obligations to changes in interest rates is quantified
in “Critical Accounting Policies and Estimates”. The sensitivity in the fair value and interest income of our
marketable securities due to changes in equity prices and interest rates, respectively, was not material as of
December 31, 2011 or 2010. The sensitivity in the fair value and interest income of our finance receivables due
to changes in interest rates was also not material as of December 31, 2011 or 2010.
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareowners
United Parcel Service, Inc.
Atlanta, Georgia

We have audited the internal control over financial reporting of United Parcel Service, Inc. and subsidiaries
(the “Company”) as of December 31, 2011, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The
Company’s management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting, included in the accompanying
Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion
on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2011, based on the criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet of United Parcel Service, Inc. and its subsidiaries as of
December 31, 2011, and the related statements of consolidated income, comprehensive income, and cash flows
for the year ended December 31, 2011 and our report dated February 27, 2012 expressed an unqualified opinion
on those financial statements and included an explanatory paragraph regarding changes in certain of the
Company’s methods of accounting for defined benefit pension and other postretirement benefit costs.

/s/ Deloitte & Touche LLP

Atlanta, Georgia
February 27, 2012
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareowners
United Parcel Service, Inc.
Atlanta, Georgia

We have audited the accompanying consolidated balance sheets of United Parcel Service, Inc. and
subsidiaries (the “Company”) as of December 31, 2011 and 2010, and the related statements of consolidated
income, comprehensive income, and cash flows for each of the three years in the period ended December 31,
2011. These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of United Parcel Service, Inc. and subsidiaries at December 31, 2011 and 2010, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2011, in conformity
with accounting principles generally accepted in the United States of America.

As discussed in Note 1 to the consolidated financial statements, the Company has elected to change its
methods of accounting for defined benefit pension and other post-retirement benefit plan costs in 2011. Such
changes are reflected in the accompanying consolidated balance sheets as of December 31, 2011 and 2010, and
the related statements of consolidated income, comprehensive income, and cash flows for each of the three years
in the period ended December 31, 2011.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of December 31, 2011, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 27, 2012 expressed an unqualified
opinion on the Company’s internal control over financial reporting.

/s/ Deloitte & Touche LLP

Atlanta, Georgia
February 27, 2012
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In millions)

December 31,

2011 2010

ASSETS
Current Assets:

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,034 $ 3,370
Marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,241 711
Accounts receivable, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,246 5,627
Deferred income tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 611 659
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,152 1,202

Total Current Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,284 11,569
Property, Plant and Equipment, Net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,621 17,387
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,101 2,081
Intangible Assets, Net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 585 599
Non-Current Investments and Restricted Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 303 458
Other Non-Current Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,807 1,503

Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $34,701 $33,597

LIABILITIES AND SHAREOWNERS’ EQUITY
Current Liabilities:

Current maturities of long-term debt and commercial paper . . . . . . . . . . . . . . . . . . . . . . $ 33 $ 355
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,300 1,974
Accrued wages and withholdings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,843 1,505
Self-insurance reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 781 725
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,557 1,343

Total Current Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,514 5,902
Long-Term Debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,095 10,491
Pension and Postretirement Benefit Obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,505 4,663
Deferred Income Tax Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,900 1,870
Self-Insurance Reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,806 1,809
Other Non-Current Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 773 815
Shareowners’ Equity:

Class A common stock (240 and 258 shares issued in 2011 and 2010) . . . . . . . . . . . . . . 3 3
Class B common stock (725 and 735 shares issued in 2011 and 2010) . . . . . . . . . . . . . . 7 7
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,128 10,604
Accumulated other comprehensive loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,103) (2,635)
Deferred compensation obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88 103
Less: Treasury stock (2 shares in 2011 and 2010) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (88) (103)

Total Equity for Controlling Interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,035 7,979
Noncontrolling Interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 68

Total Shareowners’ Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,108 8,047

Total Liabilities and Shareowners’ Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $34,701 $33,597

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED INCOME
(In millions, except per share amounts)

Years Ended December 31,

2011 2010 2009

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $53,105 $49,545 $45,297
Operating Expenses:

Compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27,575 26,557 25,933
Repairs and maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,286 1,131 1,075
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,782 1,792 1,747
Purchased transportation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,232 6,640 5,379
Fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,046 2,972 2,365
Other occupancy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 943 939 985
Other expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,161 3,873 4,305

Total Operating Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47,025 43,904 41,789

Operating Profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,080 5,641 3,508

Other Income and (Expense):
Investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44 3 10
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (348) (354) (445)

Total Other Income and (Expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (304) (351) (435)

Income Before Income Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,776 5,290 3,073
Income Tax Expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,972 1,952 1,105

Net Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,804 $ 3,338 $ 1,968

Basic Earnings Per Share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.88 $ 3.36 $ 1.97

Diluted Earnings Per Share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.33 $ 1.96

STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME
(In millions)

Years Ended December 31,

2011 2010 2009

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,804 $3,338 $1,968
Change in foreign currency translation adjustment, net of tax . . . . . . . . . . . . . . . . . . . (92) (105) 75
Change in unrealized gain (loss) on marketable securities, net of tax . . . . . . . . . . . . . . (6) 39 33
Change in unrealized gain (loss) on cash flow hedges, net of tax . . . . . . . . . . . . . . . . . 35 (39) (93)
Change in unrecognized pension and postretirement benefit costs, net of tax . . . . . . . (405) (813) 684

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,336 $2,420 $2,667

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED CASH FLOWS
(In millions)

Years Ended December 31,

2011 2010 2009

Cash Flows From Operating Activities:
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,804 $ 3,338 $ 1,968

Adjustments to reconcile net income to net cash from operating
activities:

Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,782 1,792 1,747
Pension and postretirement benefit expense . . . . . . . . . . . . . . . . . . . 1,660 1,136 1,165
Pension and postretirement benefit contributions . . . . . . . . . . . . . . . (1,436) (3,240) (924)
Self-insurance reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53 45 47
Deferred taxes, credits and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . 241 919 362
Stock compensation expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 524 519 430
Asset impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 181
Other (gains) losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 245 (13) 115
Changes in assets and liabilities, net of effect of acquisitions:

Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (657) (532) (30)
Income taxes receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169 (146) 27
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (62) (60) 136
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 265 (107)
Accrued wages and withholdings . . . . . . . . . . . . . . . . . . . . . . . . 339 98 (102)
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186 (284) 184

Other operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24) (2) 86

Net cash from operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,073 3,835 5,285

Cash Flows From Investing Activities:
Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,005) (1,389) (1,602)
Proceeds from disposals of property, plant and equipment . . . . . . . . . . . . . . . . 27 304 60
Purchases of marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,903) (2,490) (2,251)
Sales and maturities of marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . 4,490 2,520 2,240
Net decrease in finance receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 184 108 261
Cash received (paid) for business acquisitions and dispositions . . . . . . . . . . . . (73) 63 (9)
Other investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (257) 230 53

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,537) (654) (1,248)

Cash Flows From Financing Activities:
Net change in short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (183) (481) (1,738)
Proceeds from long-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 279 2,195 3,160
Repayments of long-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (191) (468) (1,944)
Purchases of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,665) (817) (561)
Issuances of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 290 218 149
Dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,997) (1,818) (1,751)
Other financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (395) (175) (360)

Net cash used in financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,862) (1,346) (3,045)

Effect Of Exchange Rate Changes On Cash And Cash Equivalents . . . . . . . . . . (10) (7) 43

Net Increase (Decrease) In Cash And Cash Equivalents . . . . . . . . . . . . . . . . . . . (336) 1,828 1,035
Cash And Cash Equivalents:

Beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,370 1,542 507

End of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,034 $ 3,370 $ 1,542

Cash Paid During The Period For:
Interest (net of amount capitalized) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 248 $ 340 $ 390

Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,527 $ 1,312 $ 443

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF ACCOUNTING POLICIES

Basis of Financial Statements and Business Activities

The accompanying consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States (“GAAP”), and include the accounts of United Parcel Service,
Inc., and all of its consolidated subsidiaries (collectively “UPS” or the “Company”). All intercompany balances
and transactions have been eliminated.

UPS concentrates its operations in the field of transportation services, primarily domestic and international
letter and package delivery. Through our Supply Chain & Freight subsidiaries, we are also a global provider of
specialized transportation, logistics, and financial services.

Use of Estimates

The preparation of our consolidated financial statements requires the use of estimates and assumptions that
affect the reported amounts of assets and liabilities, the reported amounts of revenues and expenses and the
disclosure of contingencies. Estimates have been prepared on the basis of the most current and best information,
and actual results could differ materially from those estimates.

Revenue Recognition

U.S. Domestic and International Package Operations—Revenue is recognized upon delivery of a letter or
package.

Forwarding and Logistics—Freight forwarding revenue and the expense related to the transportation of
freight are recognized at the time the services are performed. Material management and distribution revenue is
recognized upon performance of the service provided. Customs brokerage revenue is recognized upon
completing documents necessary for customs entry purposes.

Freight—Revenue is recognized upon delivery of a less-than-truckload (“LTL”) or truckload (“TL”)
shipment.

We utilize independent contractors and third party carriers in the performance of some transportation
services. In situations where we act as principal party to the transaction, we recognize revenue on a gross basis;
in circumstances where we act as an agent, we recognize revenue net of the cost of the purchased transportation.

Financial Services—Income on loans and direct finance leases is recognized on the effective interest
method. Accrual of interest income is suspended at the earlier of the time at which collection of an account
becomes doubtful or the account becomes 90 days delinquent. Income on operating leases is recognized on the
straight-line method over the terms of the underlying leases.

Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid investments that are readily convertible into cash. We
consider securities with maturities of three months or less, when purchased, to be cash equivalents. The carrying
amount of these securities approximates fair value because of the short-term maturity of these instruments.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Investments

Marketable securities are classified as available-for-sale and are carried at fair value, with related unrealized
gains and losses reported, net of tax, as accumulated other comprehensive income (“AOCI”), a separate
component of shareowners’ equity. The amortized cost of debt securities is adjusted for amortization of
premiums and accretion of discounts to maturity. Such amortization and accretion is included in investment
income, along with interest and dividends. The cost of securities sold is based on the specific identification
method; realized gains and losses resulting from such sales are included in investment income.

We periodically review our investments for indications of other than temporary impairment considering
many factors, including the extent and duration to which a security’s fair value has been less than its cost, overall
economic and market conditions and the financial condition and specific prospects for the issuer. Impairment of
investment securities results in a charge to income when a market decline below cost is other than temporary.

Accounts Receivable

Losses on accounts receivable are recognized when they are incurred, which requires us to make our best
estimate of the probable losses inherent in our customer receivables at each balance sheet date. These estimates
require consideration of historical loss experience, adjusted for current conditions, trends in customer payment
frequency, and judgments about the probable effects of relevant observable data, including present economic
conditions and the financial health of specific customers and market sectors. Our risk management process
includes standards and policies for reviewing major account exposures and concentrations of risk.

Our total allowance for doubtful accounts as of December 31, 2011 and 2010 was $117 and $127 million,
respectively. Our total provision for doubtful accounts charged to expense during the years ended December 31,
2011, 2010 and 2009 was $147, $199 and $254 million, respectively.

Inventories

Jet fuel, diesel, and unleaded gasoline inventories are valued at the lower of average cost or market. Fuel
and other materials and supplies inventories are recognized as inventory when purchased, and then charged to
expense when used in our operations. Total inventories were $345 and $319 million as of December 31, 2011
and 2010, respectively, and are included in “other current assets” on the consolidated balance sheet.

Property, Plant and Equipment

Property, plant and equipment are carried at cost. Depreciation and amortization are provided by the
straight-line method over the estimated useful lives of the assets, which are as follows: Vehicles—6 to 15 years;
Aircraft—12 to 30 years; Buildings—20 to 40 years; Leasehold Improvements—terms of leases; Plant
Equipment—6 to 81⁄4 years; Technology Equipment—3 to 5 years. The costs of major airframe and engine
overhauls, as well as routine maintenance and repairs, are charged to expense as incurred.

Interest incurred during the construction period of certain property, plant and equipment is capitalized until
the underlying assets are placed in service, at which time amortization of the capitalized interest begins, straight-
line, over the estimated useful lives of the related assets. Capitalized interest was $17, $18 and $37 million for
2011, 2010, and 2009, respectively.

We review long-lived assets for impairment when circumstances indicate the carrying amount of an asset
may not be recoverable based on the undiscounted future cash flows of the asset. If the carrying amount of the
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

asset is determined not to be recoverable, a write-down to fair value is recorded. Fair values are determined based
on quoted market values, discounted cash flows, or external appraisals, as applicable. We review long-lived
assets for impairment at the individual asset or the asset group level for which the lowest level of independent
cash flows can be identified.

Goodwill and Intangible Assets

Costs of purchased businesses in excess of net identifiable assets acquired (goodwill), and indefinite-lived
intangible assets are tested for impairment at least annually, unless changes in circumstances indicate an
impairment may have occurred sooner. We are required to test goodwill on a “reporting unit” basis. A reporting
unit is the operating segment unless, for businesses within that operating segment, discrete financial information
is prepared and regularly reviewed by management, in which case such a component business is the reporting
unit.

In assessing goodwill for impairment, we initially evaluate qualitative factors to determine if it is more
likely than not that the fair value of a reporting unit is less than its carrying amount. We consider several factors,
including macroeconomic conditions, industry and market conditions, overall financial performance of the
reporting unit, changes in management, strategy or customers, and relevant reporting unit specific events such as
a change in the carrying amount of net assets, a more-likely-than-not expectation of selling or disposing all, or a
portion, of a reporting unit, and the testing for recoverability of a significant asset group within a reporting unit.
If this qualitative assessment results in a conclusion that it is more likely than not that the fair value of a reporting
unit exceeds the carrying value, then no further testing is performed for that reporting unit.

If the qualitative assessment is not conclusive and it is necessary to calculate the fair value of a reporting
unit, then we utilize a two-step process to test goodwill for impairment. First, a comparison of the fair value of
the applicable reporting unit with the aggregate carrying value, including goodwill, is performed. If the carrying
amount of a reporting unit exceeds its calculated fair value, then the second step is performed, and an impairment
charge is recognized for the amount, if any, by which the carrying amount of goodwill exceeds its implied fair
value. We primarily determine the fair value of our reporting units using a discounted cash flow model, and
supplement this with observable valuation multiples for comparable companies, as applicable.

Finite-lived intangible assets, including trademarks, licenses, patents, customer lists, non-compete
agreements and franchise rights are amortized on a straight-line basis over the estimated useful lives of the assets,
which range from 2 to 20 years. Capitalized software is amortized over periods ranging from 3 to 5 years.

Self-Insurance Accruals

We self-insure costs associated with workers’ compensation claims, automotive liability, health and welfare,
and general business liabilities, up to certain limits. Insurance reserves are established for estimates of the loss
that we will ultimately incur on reported claims, as well as estimates of claims that have been incurred but not yet
reported. Recorded balances are based on reserve levels, which incorporate historical loss experience and
judgments about the present and expected levels of cost per claim.

Pension and Postretirement Benefits

We incur certain employment-related expenses associated with pension and postretirement medical benefits.
These pension and postretirement medical benefit costs for company-sponsored benefit plans are calculated using
various actuarial assumptions and methodologies, including discount rates, expected returns on plan assets,
health care cost trend rates, inflation, compensation increase rates, mortality rates, and other factors. Actuarial
assumptions are reviewed on an annual basis, unless circumstances require an interim remeasurement date for
any of our plans.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

We participate in a number of trustee-managed multiemployer pension and health and welfare plans for
employees covered under collective bargaining agreements. Our contributions to these plans are determined in
accordance with the respective collective bargaining agreements. We recognize expense for the contractually
required contribution for each period, and we recognize a liability for any contributions due and unpaid (included
in “other current liabilities”).

In the fourth quarter of 2011, we elected to change our accounting methodologies for recognizing expense
for our company-sponsored U.S. and international pension and other postretirement benefit plans. Previously, net
actuarial gains or losses in excess of 10% of the greater of the market-related value of plan assets or the plans’
projected benefit obligations (the “corridor”) were recognized over the average remaining service life of
employees in each respective plan. Further, for our largest pension plan (the UPS Retirement Plan), we used a
calculated value of plan assets reflecting changes in the fair value of plan assets over a five-year period.

Under our new accounting methods, we will recognize changes in the fair value of plan assets and net
actuarial gains or losses in excess of the corridor annually in the fourth quarter each year. These new accounting
methods result in changes in the fair value of plan assets and net actuarial gains and losses being recognized in
expense faster than our previous amortization method. The remaining components of pension expense, primarily
service and interest costs and the expected return on plan assets, will be recorded on a quarterly basis as ongoing
pension expense. While the historical policy of recognizing pension and other postretirement benefit expense was
considered acceptable, we believe that these new policies are preferable as they accelerate the recognition in our
operating results of changes in the fair value of plan assets and actuarial gains and losses outside the corridor.
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These changes have been reported through retrospective application of the new policies to all periods
presented. We recorded a cumulative reduction of retained earnings as of January 1, 2009 of $3.226 billion
related to these changes in accounting methodology. The impact of all adjustments made to the financial
statements presented is summarized below (amounts in millions, except per share data):

2011 2010 2009

Recognized Under
Previous Method

Recognized Under
New Method

Previously
Reported Adjusted

Previously
Reported Adjusted

Statements of Consolidated Income:
Operating Expenses:

Compensation and benefits . . . . . . $26,935 $27,575 $26,324 $26,557 $25,640 $25,933
Operating Profit . . . . . . . . . . . . . . . . . . . 6,720 6,080 5,874 5,641 3,801 3,508
Income Before Income Taxes . . . . . . . . 6,416 5,776 5,523 5,290 3,366 3,073
Income Tax Expense . . . . . . . . . . . . . . . 2,203 1,972 2,035 1,952 1,214 1,105

Net Income . . . . . . . . . . . . . . . . . . . . . . . $ 4,213 $ 3,804 $ 3,488 $ 3,338 $ 2,152 $ 1,968

Per Share Amounts:
Basic Earnings Per Share . . . . . . . . $ 4.29 $ 3.88 $ 3.51 $ 3.36 $ 2.16 $ 1.97
Diluted Earnings Per Share . . . . . . $ 4.25 $ 3.84 $ 3.48 $ 3.33 $ 2.14 $ 1.96

Statements of Consolidated
Comprehensive Income:

Net Income . . . . . . . . . . . . . . . . . . . . . . . $ 4,213 $ 3,804 $ 3,488 $ 3,338 $ 2,152 $ 1,968
Change in Unrecognized Pension and

Postretirement Benefit Costs, Net of
Tax . . . . . . . . . . . . . . . . . . . . . . . . . . . (814) (405) (963) (813) 500 684

Consolidated Balance Sheet:
Accumulated Other Comprehensive

Income (Loss) . . . . . . . . . . . . . . . . . . . $ (7,072) $ (3,103) $ (6,195) $ (2,635) $ (5,127) $ (1,717)
Retained Earnings . . . . . . . . . . . . . . . . . 14,097 10,128 14,164 10,604 12,745 9,335
Statement of Consolidated Cash

Flows:
Cash Flows From Operating Activities:

Net Income . . . . . . . . . . . . . . . . . . . $ 4,213 $ 3,804 $ 3,488 $ 3,338 $ 2,152 $ 1,968
Pension and Postretirement Benefit

Expense . . . . . . . . . . . . . . . . . . . 1,020 1,660 903 1,136 872 1,165
Deferred Taxes, Credits and

Other . . . . . . . . . . . . . . . . . . . . . . 472 241 1,002 919 471 362

Income Taxes

Income taxes are accounted for on an asset and liability approach that requires the recognition of deferred
tax assets and liabilities for the expected future tax consequences of events that have been recognized in our
consolidated financial statements or tax returns. In estimating future tax consequences, we generally consider all
expected future events other than proposed changes in the tax law or rates. Valuation allowances are provided if
it is more likely than not that a deferred tax asset will not be realized.

We recognize liabilities for uncertain tax positions based on a two-step process. The first step is to evaluate
the tax position for recognition by determining if the weight of available evidence indicates that it is more likely
than not that the position will be sustained on audit, including resolution of related appeals or litigation
processes, if any. Once it is determined that the position meets the recognition threshold, the second step requires
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us to estimate and measure the tax benefit as the largest amount that is more likely than not to be realized upon
ultimate settlement. It is inherently difficult and subjective to estimate such amounts, as we have to determine the
probability of various possible outcomes. We reevaluate these uncertain tax positions on a quarterly basis. This
evaluation is based on factors including, but not limited to, changes in facts or circumstances, changes in tax law,
effectively settled issues under audit, and new audit activity. Such a change in recognition or measurement could
result in the recognition of a tax benefit or an additional charge to the tax provision.

Foreign Currency Translation

We translate the results of operations of our foreign subsidiaries using average exchange rates during each
period, whereas balance sheet accounts are translated using exchange rates at the end of each period. Balance
sheet currency translation adjustments are recorded in AOCI. Net currency transaction gains and losses included
in other operating expenses were pre-tax gains (losses) of $(1), $7 and $(45) million in 2011, 2010 and 2009,
respectively.

Stock-Based Compensation

All share-based awards to employees are measured based on their fair values and expensed over the period
during which an employee is required to provide service in exchange for the award (the vesting period). We issue
employee share-based awards under the UPS Incentive Compensation Plan that are subject to specific vesting
conditions; generally, the awards cliff vest or vest ratably over a five year period, “the nominal vesting period,”
or at the date the employee retires (as defined by the plan), if earlier. Compensation cost is recognized
immediately for awards granted to retirement-eligible employees, or over the period from the grant date to the
date retirement eligibility is achieved, if that is expected to occur during the nominal vesting period.

Fair Value Measurements

Our financial assets and liabilities measured at fair value on a recurring basis have been categorized based
upon a fair value hierarchy. Level 1 inputs utilize quoted prices in active markets for identical assets or liabilities.
Level 2 inputs are based on other observable market data, such as quoted prices for similar assets and liabilities,
and inputs other than quoted prices that are observable, such as interest rates and yield curves. Level 3 inputs are
developed from unobservable data reflecting our own assumptions, and include situations where there is little or
no market activity for the asset or liability.

Certain non-financial assets and liabilities are measured at fair value on a nonrecurring basis, including
property, plant, and equipment, goodwill and intangible assets. These assets are not measured at fair value on a
recurring basis; however, they are subject to fair value adjustments in certain circumstances, such as when there
is evidence of an impairment. A general description of the valuation methodologies used for assets and liabilities
measured at fair value, including the general classification of such assets and liabilities pursuant to the valuation
hierarchy, is included in each footnote with fair value measurements present.

Derivative Instruments

All financial derivative instruments are recorded on our consolidated balance sheets at fair value.
Derivatives not designated as hedges must be adjusted to fair value through income. If a derivative is designated
as a hedge, depending on the nature of the hedge, changes in its fair value that are considered to be effective, as
defined, either offset the change in fair value of the hedged assets, liabilities or firm commitments through
income, or are recorded in AOCI until the hedged item is recorded in income. Any portion of a change in a
derivative’s fair value that is considered to be ineffective, or is excluded from the measurement of effectiveness,
is recorded immediately in income.
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Recently Adopted Accounting Standards

In September 2011, the Financial Accounting Standards Board (“FASB”) issued an accounting standards
update regarding disclosure of an employer’s participation in multiemployer pension and health and welfare
plans. This new guidance requires companies to provide additional qualitative and quantitative disclosures about
financial obligations, risks and commitments, as well as the level of participation in multiemployer plans.
Companies are required to disclose detailed information about significant multiemployer plans, including
contributions made to the plans, financial health and funded status of the plans, and expiration of the collective-
bargaining agreements that require contributions to the plans. This accounting standards update impacted our
disclosures only, and did not have any impact on our financial condition, results of operations or liquidity. The
disclosures required by this accounting standards update are presented in Note 6.

In September 2011, the FASB issued an accounting standards update that amends the accounting guidance
on goodwill impairment testing. This accounting standards update is intended to reduce complexity and costs by
allowing an entity the option to make a qualitative evaluation about the likelihood of goodwill impairment to
determine whether it should calculate the fair value of a reporting unit. This accounting standards update also
amends existing guidance by expanding upon the examples of events and circumstances that an entity should
consider between annual impairment tests in determining whether it is more likely than not that the fair value of a
reporting unit is less than its carrying amount. We adopted this accounting standards update and applied its
provisions to certain of our reporting units for our annual goodwill impairment testing as of October 1, 2011.

Other accounting pronouncements adopted during the periods covered by the consolidated financial
statements had an immaterial impact on our consolidated financial position and results of operations.

Accounting Standards Issued But Not Yet Effective

Accounting pronouncements issued, but not effective until after December 31, 2011, are not expected to
have a significant impact on our consolidated financial position or results of operations.

Changes in Presentation

Certain prior year amounts have been reclassified to conform to the current year presentation. These
reclassifications had no impact on our financial position or results of operations.
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NOTE 2. CASH AND INVESTMENTS

The following is a summary of marketable securities classified as available-for-sale at December 31, 2011
and 2010 (in millions):

Cost
Unrealized

Gains
Unrealized

Losses
Estimated
Fair Value

2011
Current marketable securities:

U.S. government and agency debt securities . . . . . . . . . . . . . . . $ 184 $ 3 $— $ 187
Mortgage and asset-backed debt securities . . . . . . . . . . . . . . . . . 188 4 (1) 191
Corporate debt securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 835 4 (2) 837
U.S. state and local municipal debt securities . . . . . . . . . . . . . . 15 — — 15
Other debt and equity securities . . . . . . . . . . . . . . . . . . . . . . . . . 10 1 — 11

Total marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,232 $ 12 $ (3) $1,241

Cost
Unrealized

Gains
Unrealized

Losses
Estimated
Fair Value

2010
Current marketable securities:

U.S. government and agency debt securities . . . . . . . . . . . . . . . $ 207 $ 1 $ (2) $ 206
Mortgage and asset-backed debt securities . . . . . . . . . . . . . . . . . 220 3 (1) 222
Corporate debt securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 179 5 (1) 183
U.S. state and local municipal debt securities . . . . . . . . . . . . . . 33 — — 33
Other debt and equity securities . . . . . . . . . . . . . . . . . . . . . . . . . 62 5 — 67

Current marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 701 14 (4) 711
Non-current marketable securities:

Mortgage and asset-backed debt securities . . . . . . . . . . . . . . . . . 79 2 (2) 79
U.S. state and local municipal debt securities . . . . . . . . . . . . . . 49 2 (6) 45
Common equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 14 — 34
Preferred equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 1 (3) 14

Non-current marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . 164 19 (11) 172

Total marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 865 $ 33 $ (15) $ 883

The gross realized gains on sales of marketable securities totaled $49, $24 and $16 million in 2011, 2010,
and 2009, respectively. The gross realized losses totaled $20, $18 and $12 million in 2011, 2010 and 2009,
respectively. There were no impairment losses recognized on marketable securities during 2011, while
impairment losses totaled $21 and $17 million during 2010 and 2009 (discussed further below), respectively.

Auction Rate Securities

During 2011, we sold all remaining investments in auction rate securities, which had been classified as
non-current marketable securities as of December 31, 2010. These sales did not have a material impact on our
statement of consolidated income.

Investment Other-Than-Temporary Impairments

We have concluded that no other-than-temporary impairment losses existed as of December 31, 2011. In
making this determination, we considered the financial condition and prospects of the issuer, the magnitude of
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the losses compared with the investments’ cost, the probability that we will be unable to collect all amounts due
according to the contractual terms of the security, the credit rating of the security and our ability and intent to
hold these investments until the anticipated recovery in market value occurs.

During the second quarter of 2010, we recorded impairment losses on certain asset-backed auction rate
securities. The impairment charge resulted from provisions that allow the issuers of the securities to subordinate
our holdings to newly issued debt or to tender for the securities at less than their par value. These securities,
which had a cost basis of $128 million, were written down to their fair value of $107 million as of June 30, 2010,
as an other-than-temporary impairment. The $21 million total impairment charge during the second quarter was
recorded as a loss in investment income on the statement of consolidated income.

During the second quarter of 2009, we recorded impairment losses on certain perpetual preferred securities,
and an auction rate security collateralized by preferred securities, issued by large financial institutions. The
impairment charge resulted from conversion offers from the issuers of these securities at prices well below the
stated redemption value of the preferred shares. These securities, which had a cost basis of $42 million, were
written down to their fair value of $25 million as of June 30, 2009, as an other-than-temporary impairment. The
$17 million total impairment charge during the second quarter was recorded as a loss in investment income on
the statement of consolidated income.

Unrealized Losses

The following table presents the age of gross unrealized losses and fair value by investment category for all
securities in a loss position as of December 31, 2011 (in millions):

Less Than 12 Months 12 Months or More Total

Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

U.S. government and agency debt securities . . . . . . . $ 34 $— $— $— $ 34 $—
Mortgage and asset-backed debt securities . . . . . . . . 10 — 11 (1) 21 (1)
Corporate debt securities . . . . . . . . . . . . . . . . . . . . . . 621 (2) 7 — 628 (2)
U.S. state and local municipal debt securities . . . . . . — — — — — —
Other debt securities . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — 1 — 3 —

Total debt securities . . . . . . . . . . . . . . . . . . . . . . 667 (2) 19 (1) 686 (3)
Common equity securities . . . . . . . . . . . . . . . . . . . . . — — — — — —

$667 $ (2) $ 19 $ (1) $686 $ (3)

The unrealized losses for the U.S. government and agency debt securities, mortgage and asset-backed debt
securities, corporate debt securities and other debt securities primarily relate to holdings of various fixed income
securities, and are primarily due to changes in market interest rates. We have both the intent and ability to hold
the securities contained in the previous table for a time necessary to recover the cost basis.
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Maturity Information

The amortized cost and estimated fair value of marketable securities at December 31, 2011, by contractual
maturity, are shown below (in millions). Actual maturities may differ from contractual maturities because the
issuers of the securities may have the right to prepay obligations without prepayment penalties.

Cost
Estimated
Fair Value

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 669 $ 668
Due after one year through three years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 207
Due after three years through five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 51
Due after five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 303 313

1,230 1,239
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 2

$1,232 $1,241

Non-Current Investments and Restricted Cash

Restricted cash and cash equivalents relate to our self-insurance requirements. We entered into an escrow
agreement with an insurance carrier to guarantee our self-insurance obligations. This agreement requires us to
provide cash collateral to the insurance carrier, which is reported in “Non-Current Investments and Restricted
Cash” on our consolidated balance sheets. Additional cash collateral provided is reflected in other investing
activities in the statements of consolidated cash flows. This restricted cash is invested in money market funds and
similar cash equivalent type assets. As of December 31, 2011 and 2010, we had $286 million in restricted cash.

At December 31, 2011, we held a $17 million investment in a variable life insurance policy to fund benefits
for the UPS Excess Coordinating Benefit Plan. This investment is classified as “Non-Current Investments and
Restricted Cash” in the consolidated balance sheets with the quarterly change in investment value recognized in
investment income on the statements of consolidated income.

Fair Value Measurements

Marketable securities utilizing Level 1 inputs include active exchange-traded equity securities and equity
index funds, and most U.S. Government debt securities, as these securities all have quoted prices in active
markets. Marketable securities utilizing Level 2 inputs include non-auction rate asset-backed securities, corporate
bonds and municipal bonds. These securities are valued using market corroborated pricing, matrix pricing or
other models that utilize observable inputs such as yield curves.

We classified our previous holdings of auction rate securities as utilizing Level 3 inputs, as their valuation
required substantial judgment and estimation of factors that were not observable in the market due to the lack of
trading in the securities. These securities were valued as of December 31, 2010 considering several factors,
including the credit quality of the securities, the rate of interest received since the failed auctions began, the
yields of securities similar to the underlying auction rate securities and the input of broker-dealers in these
securities.

We maintain holdings in certain investment partnerships that are measured at fair value utilizing Level 3
inputs (classified as “other investments” in the tables below, and as “Other Non-Current Assets” in the
consolidated balance sheets). These partnership holdings do not have quoted prices, nor can they be valued using
inputs based on observable market data. These investments are valued internally using a discounted cash flow
model based on each partnership’s financial statements and cash flow projections.
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The following table presents information about our investments measured at fair value on a recurring basis
as of December 31, 2011 and 2010, and indicates the fair value hierarchy of the valuation techniques utilized to
determine such fair value (in millions).

Quoted
Prices in
Active

Markets for
Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Balance as of
December 31, 2011

2011
Marketable Securities:

U.S. Government and Agency Debt Securities . . . . $187 $ — $— $ 187
Mortgage and Asset-Backed Debt Securities . . . . . . — 191 — 191
Corporate Debt Securities . . . . . . . . . . . . . . . . . . . . — 837 — 837
U.S. State and Local Municipal Debt Securities . . . — 15 — 15
Other Debt and Equity Securities . . . . . . . . . . . . . . . — 11 — 11

Total Marketable Securities . . . . . . . . . . . . . . . 187 1,054 — 1,241
Other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 — 217 234

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $204 $1,054 $217 $1,475

Quoted
Prices in
Active

Markets for
Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Balance as of
December 31, 2010

2010
Marketable Securities:

U.S. Government and Agency Debt Securities . . . . $206 $ — $— $ 206
Mortgage and Asset-Backed Debt Securities . . . . . . — 222 79 301
Corporate Debt Securities . . . . . . . . . . . . . . . . . . . . — 183 — 183
U.S. State and Local Municipal Debt Securities . . . — 33 45 78
Other Debt and Equity Securities . . . . . . . . . . . . . . . 41 60 14 115

Total Marketable Securities . . . . . . . . . . . . . . . 247 498 138 883
Other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 267 267

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $247 $ 498 $405 $1,150
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The following table presents the changes in the above Level 3 instruments measured on a recurring basis for
the years ended December 31, 2011 and 2010 (in millions).

Marketable
Securities

Other
Investments Total

Balance on January 1, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 216 $301 $ 517
Transfers into (out of) Level 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Net realized and unrealized gains (losses):

Included in earnings (in investment income) . . . . . . . . . . . . . . . . . . . . . . . . (27) (34) (61)
Included in accumulated other comprehensive income (pre-tax) . . . . . . . . . 59 — 59

Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (110) — (110)

Balance on December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 138 $267 $ 405

Transfers into (out of) Level 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Net realized and unrealized gains (losses):

Included in earnings (in investment income) . . . . . . . . . . . . . . . . . . . . . . . . — (50) (50)
Included in accumulated other comprehensive income (pre-tax) . . . . . . . . . — — —

Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (138) — (138)

Balance on December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $217 $ 217

NOTE 3. FINANCE RECEIVABLES

The following is a summary of finance receivables at December 31, 2011 and 2010 (in millions):

2011 2010

Commercial term loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $197 $266
Other financing receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 154 245

Gross finance receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 351 511
Less: Allowance for credit losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16) (20)

Balance at December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $335 $491

Our finance receivables portfolio consists of two product groups: commercial term loans and other financing
receivables. Other financing receivables consist of investments in finance leases, asset-based lending, cargo
finance and receivable factoring. The current portion of finance receivables is included in “Other current assets”
and the non-current portion of finance receivables is included in “Other non-current assets” on our consolidated
balance sheets. Outstanding receivable balances at December 31, 2011 and 2010 are net of unearned income of
$12 and $15 million, respectively.

When we “factor” (i.e., purchase) a customer invoice from a client, we record the customer receivable as an
asset and also establish a liability for the funds due to the client, which is recorded in accounts payable on the
consolidated balance sheets. As of December 31, 2011 and 2010, the amounts due to clients under our factoring
programs were $79 and $71 million, respectively.
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The following is a rollforward of the allowance for credit losses on finance receivables (in millions):

2011 2010

Balance at January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $20 $ 31
Provisions charged to operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 10
Charge-offs, net of recoveries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8) (21)

Balance at December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $16 $ 20

We use a multiple tier risk assessment matrix to grade and monitor asset quality. The primary assessments
are made to determine the degree of risk that an obligor may default in principal or interest payments and the
potential range of loss in the event of default. The risk assessment categories are:

• U.S. Government Guaranteed—Payments are guaranteed by the Small Business Administration or U.S.
Department of Agriculture, and no loss is likely.

• Acceptable Risk—Payments are current, and no loss is likely.

• Sub-Standard Risk—In default or high probability of default, but loss is unlikely.

• Classified—In default, loss is probable, specific allowance for loss is assigned.

The following is an allocation of the finance receivables portfolio by risk rating category as of
December 31, 2011 (in millions):

Commercial
Lending

Other
Financing

Receivables Total

U.S. Government guaranteed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 62 $— $ 62
Acceptable risk . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119 151 270
Sub-standard risk . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 3 10
Classified . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 — 9

$197 $154 $351

The following is an aging analysis of our finance receivables as of December 31, 2011 (in millions):

30-59 Days
Past Due

60-90 Days
Past Due

Greater
than 90

Days Past
Due Current

Total
Finance

Receivables

Commercial term loans:
U.S. Government guaranteed . . . . . . . . . . . . . . . . . $ 1 $— $30 $ 31 $ 62
Other unguaranteed . . . . . . . . . . . . . . . . . . . . . . . . . — 5 15 115 135

Other financing receivables . . . . . . . . . . . . . . . . . . . . . . — — 1 153 154

Total finance receivables . . . . . . . . . . . . . . . . . . . . . . . . $ 1 $ 5 $46 $299 $351
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The following is an analysis of impaired finance receivables as of December 31, 2011 (in millions):

Recorded
Investment

Unpaid
Principal
Balance

Related
Allowance

Average
Recorded

Investment

Interest
Income

Recognized

Impaired loans with related allowance . . . . . . . . . . . . $ 9 $ 36 $ 7 $14 $—
Impaired loans with no related allowance . . . . . . . . . 7 80 — 12 —
Impaired loans with U.S. government guarantee . . . . 35 35 — 51 —

Total impaired loans . . . . . . . . . . . . . . . . . . . . . . . . . . $51 $151 $ 7 $77 $—

The carrying value of finance receivables at December 31, 2011, by contractual maturity, is shown below
(in millions). Actual maturities may differ from contractual maturities because some borrowers have the right to
prepay these receivables without prepayment penalties.

Carrying
Value

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $130
Due after one year through three years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33
Due after three years through five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28
Due after five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160

$351

Based on interest rates for financial instruments with similar terms and maturities, the estimated fair value
of finance receivables is approximately $335 and $491 million as of December 31, 2011 and 2010, respectively.
At December 31, 2011, we had unfunded loan commitments totaling $248 million, consisting of standby letters
of credit of $29 million and other unfunded lending commitments of $219 million.

During 2009, impaired finance receivables with a carrying amount of $13 million were written down to a
net fair value of $8 million, based on the fair value for the related collateral which was determined using
unobservable inputs (Level 3).

NOTE 4. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, including both owned assets as well as assets subject to capital leases,
consists of the following as of December 31 (in millions):

2011 2010

Vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,981 $ 5,519
Aircraft . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,616 14,063
Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,114 1,081
Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,095 3,102
Building and leasehold improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,943 2,860
Plant equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,803 6,656
Technology equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,593 1,552
Equipment under operating leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93 122
Construction-in-progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 303 265

36,541 35,220
Less: Accumulated depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . (18,920) (17,833)

$ 17,621 $ 17,387
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We continually monitor our aircraft fleet utilization in light of current and projected volume levels, aircraft
fuel prices and other factors. In 2011 and 2010, there were no indicators of impairment in our aircraft fleet, and no
impairment charges were recorded in either period. In 2009, we recorded a $181 million impairment charge, as
described in the following paragraphs.

In 2008, we announced that we were in negotiations with DHL to provide air transportation services for all of
DHL’s express, deferred and international package volume within the United States, as well as air transportation
services between the United States, Canada and Mexico. In early April 2009, UPS and DHL mutually agreed to
terminate further discussions on providing these services. Additionally, our U.S. Domestic Package air delivery
volume had declined for several quarters as a result of persistent economic weakness and shifts in product mix
from our premium air services to our lower cost ground services. As a result of these factors, the utilization of
certain aircraft fleet types had declined and was expected to be lower in the future.

Based on the factors noted above, as well as FAA aging aircraft directives that would require significant
future maintenance expenditures, we determined that a triggering event had occurred that required an impairment
assessment of our McDonnell-Douglas DC-8-71 and DC-8-73 aircraft fleets. We conducted an impairment
analysis as of March 31, 2009, and determined that the carrying amount of these fleets was not recoverable due to
the accelerated expected retirement dates of the aircraft. Based on anticipated residual values for the airframes,
engines and parts, we recognized an impairment charge of $181 million in the first quarter of 2009. This charge
is included in the caption “Other expenses” in the statement of consolidated income, and impacted our U.S.
Domestic Package segment. The DC-8 fleets were subsequently retired from service. We currently continue to
utilize and operate all of our other aircraft fleets.

The impaired airframes, engines and parts had a net carrying value of $192 million, and were written down
to an aggregate fair value of $11 million. The fair values for the impaired airframes, engines, and parts were
determined using unobservable inputs (Level 3).

NOTE 5. COMPANY-SPONSORED EMPLOYEE BENEFIT PLANS

We sponsor various retirement and pension plans, including defined benefit and defined contribution plans
which cover our employees worldwide.

U.S. Pension Benefits

In the U.S. we maintain the following single-employer defined benefit pension plans: UPS Retirement Plan,
UPS Pension Plan, UPS IBT Pension Plan and the UPS Excess Coordinating Benefit Plan, a non-qualified plan.

The UPS Retirement Plan is noncontributory and includes substantially all eligible employees of
participating domestic subsidiaries who are not members of a collective bargaining unit, as well as certain
employees covered by a collective bargaining agreement. This plan generally provides for retirement benefits
based on average compensation levels earned by employees prior to retirement. Benefits payable under this plan
are subject to maximum compensation limits and the annual benefit limits for a tax qualified defined benefit plan
as prescribed by the Internal Revenue Service (“IRS”).

The UPS Excess Coordinating Benefit Plan is a non-qualified plan that provides benefits to certain
participants in the UPS Retirement Plan for amounts that exceed the benefit limits described above.

The UPS Pension Plan is noncontributory and includes certain eligible employees of participating domestic
subsidiaries and members of collective bargaining units that elect to participate in the plan. This plan generally
provides for retirement benefits based on service credits earned by employees prior to retirement.

The UPS IBT Pension Plan is noncontributory and includes employees that were previously members of the
Central States, Southeast and Southwest Areas Pension Fund (“Central States Pension Fund”), a multiemployer
pension plan, in addition to other eligible employees who are covered under certain collective bargaining
agreements.
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U.S. Postretirement Medical Benefits

We also sponsor postretirement medical plans in the U.S. that provide health care benefits to our retirees
who meet certain eligibility requirements and who are not otherwise covered by multiemployer plans. Generally,
this includes employees with at least 10 years of service who have reached age 55 and employees who are
eligible for postretirement medical benefits from a Company-sponsored plan pursuant to collective bargaining
agreements. We have the right to modify or terminate certain of these plans. These benefits have been provided
to certain retirees on a noncontributory basis; however, in many cases, retirees are required to contribute all or a
portion of the total cost of the coverage.

International Pension Benefits

We also sponsor various defined benefit plans covering certain of our international employees. The majority
of our international obligations are for defined benefit plans in Canada and the United Kingdom. In addition,
many of our international employees are covered by government-sponsored retirement and pension plans. We are
not directly responsible for providing benefits to participants of government-sponsored plans.

Defined Contribution Plans

We also sponsor several defined contribution plans for all employees not covered under collective
bargaining agreements, and for certain employees covered under collective bargaining agreements. The
Company matches, in shares of UPS common stock or cash, a portion of the participating employees’
contributions. In early 2009, we suspended the company matching contributions to the primary employee defined
contribution plan. A revised program of company matching contributions was reinstated effective January 1,
2011. Matching contributions charged to expense were $80, $4 and $21 million for 2011, 2010 and 2009,
respectively.

Contributions are also made to defined contribution money purchase plans under certain collective
bargaining agreements. Amounts charged to expense were $76, $78 and $80 million for 2011, 2010, and 2009,
respectively.

Net Periodic Benefit Cost

Information about net periodic benefit cost for the company-sponsored pension and postretirement benefit
plans is as follows (in millions):

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits

2011 2010 2009 2011 2010 2009 2011 2010 2009

Net Periodic Cost:
Service cost . . . . . . . . . . . . . . . . . . . . $ 870 $ 723 $ 689 $ 89 $ 86 $ 85 $ 34 $ 24 $ 17
Interest cost . . . . . . . . . . . . . . . . . . . . 1,309 1,199 1,130 207 214 211 39 34 28
Expected return on assets . . . . . . . . . . (1,835) (1,381) (1,151) (16) (22) (27) (43) (36) (26)
Amortization of:

Transition obligation . . . . . . . . . — — 4 — — — — — —
Prior service cost . . . . . . . . . . . . 171 172 178 7 4 6 1 1 1

Actuarial (gain) loss . . . . . . . . . . . . . . 736 70 — — — — 91 42 16
Other . . . . . . . . . . . . . . . . . . . . . . . . . . — — 3 — — — — 6 1

Net periodic benefit cost . . . . . . . . . . $ 1,251 $ 783 $ 853 $287 $282 $275 $122 $ 71 $ 37
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Actuarial Assumptions

The table below provides the weighted-average actuarial assumptions used to determine the net periodic
benefit cost.

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits

2011 2010 2009 2011 2010 2009 2011 2010 2009

Discount rate . . . . . . . . . . . . . . . . . . . . 5.98% 6.58% 6.75% 5.77% 6.43% 6.66% 5.36% 5.84% 6.17%
Rate of compensation increase . . . . . . 4.50% 4.50% 4.50% N/A N/A N/A 3.57% 3.62% 3.65%
Expected return on assets . . . . . . . . . . 8.75% 8.75% 8.96% 8.75% 8.75% 9.00% 7.31% 7.25% 7.09%

The table below provides the weighted-average actuarial assumptions used to determine the benefit
obligations of our plans.

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits

2011 2010 2011 2010 2011 2010

Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.64% 5.98% 5.47% 5.77% 4.63% 5.36%
Rate of compensation increase . . . . . . . . . . . . . . . . . . . . . . 4.50% 4.50% N/A N/A 3.58% 3.57%

A discount rate is used to determine the present value of our future benefit obligations. To determine our
discount rate for our U.S. pension and other postretirement benefit plans, we use a bond matching approach to
select specific bonds that would satisfy our projected benefit payments. We believe the bond matching approach
reflects the process we would employ to settle our pension and postretirement benefit obligations. For our
international plans, the discount rate is determined by matching the expected cash flows of a sample plan of
similar duration to a yield curve based on long-term, high quality fixed income debt instruments available as of
the measurement date. For 2011, each basis point increase in the discount rate decreases the projected benefit
obligation by approximately $39 million and $4 million for pension and postretirement medical benefits,
respectively. These assumptions are updated each measurement date, which is typically annually.

An assumption for expected return on plan assets is used to determine a component of net periodic benefit
cost for the fiscal year. This assumption for our U.S. plans was developed using a long-term projection of returns
for each asset class, and taking into consideration our target asset allocation. The expected return for each asset
class is a function of passive, long-term capital market assumptions and excess returns generated from active
management. The capital market assumptions used are provided by independent investment advisors, while
excess return assumptions are supported by historical performance, fund mandates and investment expectations.
In addition, we compare the expected return on asset assumption with the average historical rate of return these
plans have been able to generate.

For plans outside the U.S., consideration is given to local market expectations of long-term returns.
Strategic asset allocations are determined by country, based on the nature of liabilities and considering the
demographic composition of the plan participants.

Health care cost trends are used to project future postretirement benefits payable from our plans. For
year-end 2011 U.S. plan obligations, future postretirement medical benefit costs were forecasted assuming an
initial annual increase of 8.0%, decreasing to 5.0% by the year 2018 and with consistent annual increases at those
ultimate levels thereafter.
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Assumed health care cost trends can have a significant effect on the amounts reported for the U.S.
postretirement medical plans. A one-percent change in assumed health care cost trend rates would have had the
following effects on 2011 results (in millions):

1% Increase 1% Decrease

Effect on total of service cost and interest cost . . . . . . . . . . . . . . . . . . . . . . $ 6 $ (6)
Effect on postretirement benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . $61 $(65)

Benefit Obligations and Fair Value of Plan Assets

The following table provides a reconciliation of the changes in the plans’ benefit obligations and fair value
of plan assets as of the respective measurement dates in each year (in millions).

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
Benefits

2011 2010 2011 2010 2011 2010

Benefit Obligations:
Projected benefit obligation at beginning of year . . . . . . . . $21,342 $17,763 $3,597 $3,336 $680 $575
Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 870 723 89 86 34 24
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,309 1,199 207 214 39 34
Gross benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (657) (574) (219) (207) (15) (13)
Plan participants’ contributions . . . . . . . . . . . . . . . . . . . . . . — — 16 17 1 1
Plan amendments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 (7) (24) 8 7 —
Actuarial (gain)/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,519 2,238 170 142 99 58
Foreign currency exchange rate changes . . . . . . . . . . . . . . — — — — (4) (4)
Curtailments and settlements . . . . . . . . . . . . . . . . . . . . . . . — — — — — (1)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 1 — 6

Projected benefit obligation at end of year . . . . . . . . . . . . . $24,386 $21,342 $3,836 $3,597 $841 $680

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
Benefits

2011 2010 2011 2010 2011 2010

Fair Value of Plan Assets:
Fair value of plan assets at beginning of year . . . . . . . . . . . $20,092 $15,351 $ 233 $ 298 $561 $481
Actual return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . 1,956 2,215 9 30 10 48
Employer contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,272 3,100 108 95 56 45
Plan participants’ contributions . . . . . . . . . . . . . . . . . . . . . . — — 16 17 1 1
Gross benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (657) (574) (219) (207) (15) (13)
Foreign currency exchange rate changes . . . . . . . . . . . . . . — — — — — —
Curtailments and settlements . . . . . . . . . . . . . . . . . . . . . . . — — — — — (1)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 27 — — —

Fair value of plan assets at end of year . . . . . . . . . . . . . . . . $22,663 $20,092 $ 174 $ 233 $613 $561
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Funded Status

The following table discloses the funded status of our plans and the amounts recognized in our balance sheet
as of December 31 (in millions):

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits

2011 2010 2011 2010 2011 2010

Funded Status:
Fair value of plan assets . . . . . . . . . . . . . . . . . . . . . . . $ 22,663 $ 20,092 $ 174 $ 233 $ 613 $ 561
Benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24,386) (21,342) (3,836) (3,597) (841) (680)

Funded status recognized at December 31 . . . . . . . . . $ (1,723) $ (1,250) $(3,662) $(3,364) $(228) $(119)

Funded Status Amounts Recognized in our
Balance Sheet:

Other non-current assets . . . . . . . . . . . . . . . . . . . . . . . $ — $ 42 $ — $ — $ 1 $ 1
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . (13) (11) (93) (99) (3) (3)
Pension and postretirement benefit obligations . . . . . (1,710) (1,281) (3,569) (3,265) (226) (117)

Net liability at December 31 . . . . . . . . . . . . . . . . . . . . $ (1,723) $ (1,250) $(3,662) $(3,364) $(228) $(119)

Amounts Recognized in AOCI:
Unrecognized net prior service cost . . . . . . . . . . . . . . $ (1,492) $ (1,660) $ (82) $ (113) $ (14) $ (8)
Unrecognized net actuarial loss . . . . . . . . . . . . . . . . . (2,439) (1,777) (307) (157) (52) (22)

Gross unrecognized cost at December 31 . . . . . . . . . . (3,931) (3,437) (389) (270) (66) (30)
Deferred tax asset at December 31 . . . . . . . . . . . . . . . 1,479 1,292 146 102 16 3

Net unrecognized cost at December 31 . . . . . . . . . . . . $ (2,452) $ (2,145) $ (243) $ (168) $ (50) $ (27)

The accumulated benefit obligation for our pension plans as of the measurement dates in 2011 and 2010 was
$23.307 and $20.241 billion, respectively.

Benefit payments under the pension plans include $14 million paid from employer assets in both 2011 and
2010. Benefit payments (net of participant contributions) under the postretirement medical benefit plans include
$108 and $94 million paid from employer assets in 2011 and 2010, respectively. Such benefit payments from
employer assets are also categorized as employer contributions.

At December 31, 2011 and 2010, the projected benefit obligation, the accumulated benefit obligation, and
the fair value of plan assets for pension plans with benefit obligations in excess of plan assets were as follows (in
millions):

Projected Benefit Obligation
Exceeds the Fair Value of Plan

Assets

Accumulated Benefit Obligation
Exceeds the Fair Value of Plan

Assets

2011 2010 2011 2010

U.S. Pension Benefits
Projected benefit obligation . . . . . . . . . . . $24,386 $3,227 $7,499 $3,227
Accumulated benefit obligation . . . . . . . . 22,574 3,195 7,395 3,195
Fair value of plan assets . . . . . . . . . . . . . . 22,663 1,934 6,646 1,934

International Pension Benefits
Projected benefit obligation . . . . . . . . . . . $ 814 $ 662 $ 499 $ 362
Accumulated benefit obligation . . . . . . . . 714 323 448 323
Fair value of plan assets . . . . . . . . . . . . . . 594 543 296 257
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The increase in U.S. pension benefits amounts where the projected benefit obligation exceeds the fair value
of plan assets is due to the funded status for both the UPS Retirement Plan and UPS Pension Plan changing from
overfunded at December 31, 2010 to underfunded at December 31, 2011.

The accumulated postretirement benefit obligation exceeds plan assets for all of our U.S. postretirement
medical benefit plans.

Accumulated Other Comprehensive Income

The estimated amounts of prior service cost in AOCI expected to be amortized and recognized as a
component of net periodic benefit cost in 2012 are as follows (in millions):

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International Pension

Benefits

Prior service cost / (benefit) . . . . . . . . . . . . . . . . . . . . $173 $5 $2

Pension and Postretirement Plan Assets

The applicable benefit plan committees establish investment guidelines and strategies, and regularly monitor
the performance of the funds and portfolio managers. Our investment guidelines address the following items:
governance, general investment beliefs and principles, investment objectives, specific investment goals, process
for determining/maintaining the asset allocation policy, long-term asset allocation, rebalancing, investment
restrictions/prohibited transactions, portfolio manager structure and diversification (which addresses limits on the
amount of investments held by any one manager to minimize risk), portfolio manager selection criteria, plan
evaluation, portfolio manager performance review and evaluation and risk management (including various
measures used to evaluate risk tolerance).

Our investment strategy with respect to pension assets is to invest the assets in accordance with applicable
laws and regulations. The long-term primary objectives for our pension assets are to: (1) provide for a reasonable
amount of long-term growth of capital, with prudent exposure to risk; and protect the assets from erosion of
purchasing power; (2) provide investment results that meet or exceed the plans’ expected long-term rate of
return; and (3) match the duration of the liabilities and assets of the plans to reduce the potential risk of large
employer contributions being necessary in the future. The plans strive to meet these objectives by employing
portfolio managers to actively manage assets within the guidelines and strategies set forth by the benefit plan
committees. These managers are evaluated by comparing their performance to applicable benchmarks.
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The fair values of U.S. pension and postretirement benefit plan assets by asset category as of December 31,
2011 are presented below (in millions), as well as the percentage that each category comprises of our total plan
assets and the respective target allocations.

Level 1 Level 2 Level 3
Total
Assets

Percentage of
Plan Assets -

2011

Target
Allocation

2011

Asset Category:
Cash and cash equivalents . . . . . . . . . . . . . . . . . . $ 74 $ 1 $ — $ 75 0.3% 0-5%
Equity Securities:

U.S. Large Cap . . . . . . . . . . . . . . . . . . . . . . . 2,264 2,460 — 4,724
U.S. Small Cap . . . . . . . . . . . . . . . . . . . . . . . 706 27 — 733
Global Equity . . . . . . . . . . . . . . . . . . . . . . . . 1,115 12 — 1,127
International Core . . . . . . . . . . . . . . . . . . . . 592 926 — 1,518
Emerging Markets . . . . . . . . . . . . . . . . . . . . 389 264 — 653
International Small Cap . . . . . . . . . . . . . . . . 362 165 — 527

Total Equity Securities . . . . . . . . . . . . . 5,428 3,854 — 9,282 40.7 40-60

Fixed Income Securities:
U.S. Government Securities . . . . . . . . . . . . . 3,412 1,217 — 4,629
Corporate Bonds . . . . . . . . . . . . . . . . . . . . . 9 3,462 80 3,551
Municipal Bonds . . . . . . . . . . . . . . . . . . . . . — 104 — 104

Total Fixed Income Securities . . . . . . . 3,421 4,783 80 8,284 36.3 20-40

Other Investments:
Hedge Funds . . . . . . . . . . . . . . . . . . . . . . . . — — 2,743 2,743 12.0 5-15
Real Estate . . . . . . . . . . . . . . . . . . . . . . . . . . 151 — 948 1,099 4.8 1-10
Private Equity . . . . . . . . . . . . . . . . . . . . . . . — — 1,354 1,354 5.9 1-10

Total U.S. Plan Assets . . . . . . . . . . . . . . . . . . . . . $9,074 $8,638 $5,125 $22,837 100.0%
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The fair values of U.S. pension and postretirement benefit plan assets by asset category as of December 31,
2010 are presented below (in millions), as well as the percentage that each category comprises of our total plan
assets and the respective target allocations.

Level 1 Level 2 Level 3
Total
Assets

Percentage of
Plan Assets -

2010

Target
Allocation

2010

Asset Category:
Cash and cash equivalents . . . . . . . . . . . . . . . . . $ — $ 579 $ — $ 579 2.9% 0-5%
Equity Securities:

U.S. Large Cap . . . . . . . . . . . . . . . . . . . . . . 4,897 — — 4,897
U.S. Small Cap . . . . . . . . . . . . . . . . . . . . . . 874 — — 874
International Core . . . . . . . . . . . . . . . . . . . 1,219 920 — 2,139
Emerging Markets . . . . . . . . . . . . . . . . . . . 528 281 — 809
International Small Cap . . . . . . . . . . . . . . . 117 196 — 313

Total Equity Securities . . . . . . . . . . . . 7,635 1,397 — 9,032 44.4 40-60

Fixed Income Securities:
U.S. Government Securities . . . . . . . . . . . . 3,502 313 — 3,815
Corporate Bonds . . . . . . . . . . . . . . . . . . . . 608 1,694 193 2,495
Mortgage-Backed Securities . . . . . . . . . . . — 50 — 50

Total Fixed Income Securities . . . . . . 4,110 2,057 193 6,360 31.3 20-40

Other Investments:
Hedge Funds . . . . . . . . . . . . . . . . . . . . . . . — — 2,023 2,023 10.0 5-15
Real Estate . . . . . . . . . . . . . . . . . . . . . . . . . 98 135 789 1,022 5.0 1-10
Private Equity . . . . . . . . . . . . . . . . . . . . . . — — 1,309 1,309 6.4 1-10

Total U.S. Plan Assets . . . . . . . . . . . . . . . . . . . . $11,843 $4,168 $4,314 $20,325 100.0%

There were no UPS class A or B shares of common stock directly held in plan assets as of December 31,
2011. Equity securities include UPS class A shares of common stock in the amount of $346 million (1.7% of
total plan assets) as of December 31, 2010.

Pension assets utilizing Level 1 inputs include fair values of equity investments, corporate debt instruments,
and U.S. government securities that were determined by closing prices for those securities traded on national
stock exchanges, while securities traded in the over-the-counter market and listed securities for which no sale
was reported on the valuation date are valued at the mean between the last reported bid and asked prices.

Level 2 assets include certain bonds that are valued based on yields currently available on comparable
securities of other issues with similar credit ratings, mortgage-backed securities that are valued based on cash
flow and yield models using acceptable modeling and pricing conventions, and certain investments that are
pooled with other investments held by the trustee in a commingled employee benefit trust fund. The investments
in the commingled funds are valued by taking the percentage owned by the respective plan in the underlying net
asset value of the trust fund, which was determined in accordance with the paragraph above.

Certain investments’ estimated fair value is based on unobservable inputs that are not corroborated by
observable market data and are thus classified as Level 3. These investments include commingled funds
comprised of corporate and government bonds, hedge funds, real estate investments and private equity funds.
The commingled funds are valued using net asset values, adjusted, as appropriate, for investment fund specific
inputs determined to be significant to the valuation. Investments in hedge funds are valued using reported net
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asset values as of December 31. These assets are primarily invested in a portfolio of diversified, direct
investments and funds of hedge funds. Real estate investments and private equity funds are valued using fair
values per the most recent partnership audited financial reports, adjusted as appropriate for any lag between the
date of the financial reports and December 31. The real estate investments consist of U.S. and non-U.S. real
estate investments and are broadly diversified. The fair values may, due to the inherent uncertainty of valuation
for those alternative investments, differ significantly from the values that would have been used had a ready
market for the alternative investments existed, and the differences could be material.

At December 31, 2011 and 2010, $3.895 and $3.766 billion of plan assets are held in commingled stock
funds that hold U.S. and international public market securities. The plans held the right to liquidate positions in
these commingled stock funds at any time, subject only to a brief notification period. No unfunded commitments
existed with respect to these commingled stock funds at December 31, 2011.

The plans hold $2.302 and $2.098 billion of investments in limited partnership interests in various private
equity and real estate funds. Limited provision exists for the redemption of these interests by the general partners
that invest in these funds until the end of the term of the partnerships, typically ranging between 12 and 18 years
from the date of inception. An active secondary market exists for similar partnership interests, although no
particular value (discount or premium) can be guaranteed. At December 31, 2011, unfunded commitments to
such limited partnerships totaling approximately $701 million are expected to be contributed over the remaining
investment period, typically ranging between three and six years.

At December 31, 2011 and 2010, $2.743 and $2.023 billion of plan investments are held in hedge funds that
pursue multiple strategies to diversify risk and reduce volatility. Most of these funds allow redemptions either
quarterly or semi-annually after a two to three month notice period, while other funds allow for redemption after
only a brief notification period with no restriction on redemption frequency. No unfunded commitments existed
with respect to these hedge funds as of December 31, 2011.

The following tables presents the changes in the Level 3 instruments measured on a recurring basis for the
years ended December 31, 2011 and 2010 (in millions):

Corporate
Bonds

Hedge
Funds

Real
Estate

Private
Equity Total

Balance on January 1, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 201 $1,284 $ 550 $1,145 $3,180
Actual Return on Assets:

Assets Held at End of Year . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) 129 100 177 401
Assets Sold During the Year . . . . . . . . . . . . . . . . . . . . . . . . . . 13 10 — 1 24

Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 711 152 149 1,053
Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (57) (111) (13) (163) (344)
Settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — —
Transfers Into (Out of) Level 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — —

Balance on December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 193 $2,023 $ 789 $1,309 $4,314

Actual Return on Assets:
Assets Held at End of Year . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) 122 144 145 397
Assets Sold During the Year . . . . . . . . . . . . . . . . . . . . . . . . . . 3 22 5 — 30

Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57 757 150 164 1,128
Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (159) (181) (140) (264) (744)
Settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — —
Transfers Into (Out of) Level 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — —

Balance on December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 80 $2,743 $ 948 $1,354 $5,125

87



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The fair value disclosures above have not been provided for our international pension benefit plans since
asset allocations are determined and managed at the individual country level. In general, the asset allocations for
these plans are approximately 55% in equity securities, 35% in debt securities and 10% in other securities. The
amount of assets having significant unobservable inputs (Level 3), if any, in these plans would be immaterial to
our financial statements.

Expected Cash Flows

Information about expected cash flows for the pension and postretirement benefit plans is as follows (in
millions):

U.S.
Pension Benefits

U.S. Postretirement
Medical Benefits

International Pension
Benefits

Employer Contributions:
2012 (expected) to plan trusts . . . . . . . . . . . . . . . . . . . . . $ 355 $ 371 $ 53
2012 (expected) to plan participants . . . . . . . . . . . . . . . . 13 101 3

Expected Benefit Payments:
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 708 $ 233 $ 18
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 789 253 17
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 873 230 19
2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 966 246 21
2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,065 260 23
2017 - 2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,112 1,466 153

Our funding policy for U.S. plans is to contribute amounts annually that are at least equal to the amounts
required by applicable laws and regulations, or to directly fund payments to plan participants, as applicable.
International plans will be funded in accordance with local regulations. Additional discretionary contributions
may be made when deemed appropriate to meet the long-term obligations of the plans. Expected benefit
payments for pensions will be primarily paid from plan trusts. Expected benefit payments for postretirement
medical benefits will be paid from plan trusts and corporate assets.

NOTE 6. MULTIEMPLOYER EMPLOYEE BENEFIT PLANS

We contribute to a number of multiemployer defined benefit plans under the terms of collective bargaining
agreements that cover our union-represented employees. These plans generally provide for retirement, death and/
or termination benefits for eligible employees within the applicable collective bargaining units, based on specific
eligibility/participation requirements, vesting periods and benefit formulas. The risks of participating in these
multiemployer plans are different from single-employer plans in the following aspects:

• Assets contributed to the multiemployer plan by one employer may be used to provide benefits to
employees of other participating employers.

• If a participating employer stops contributing to the multiemployer plan, the unfunded obligations of
the plan may be borne by the remaining participating employers.

• If we choose to stop participating in some of our multiemployer plans, we may be required to pay those
plans an amount based on the underfunded status of the plan, referred to as a withdrawal liability.
However, cessation of participation in a multiemployer plan and subsequent payment of any
withdrawal liability is subject to the collective bargaining process.
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The discussion that follows sets forth the financial impact on our results of operations and cash flows for the
years ended December 31, 2011, 2010 and 2009 from our participation in multiemployer benefit plans. Several
factors could cause us to make significantly higher future contributions to these plans, including unfavorable
investment performance, changes in demographics and increased benefits to participants. However, all
surcharges are subject to the collective bargaining process. At this time, we are unable to determine the amount
of additional future contributions, if any, or whether any material adverse effect on our financial condition,
results of operations or liquidity would result from our participation in these plans.

The number of employees covered by our multiemployer plans has remained consistent over the past three
years, and there have been no significant changes that affect the comparability of 2011, 2010 and 2009
contributions. We recognize expense for the contractually-required contribution for each period, and we
recognize a liability for any contributions due and unpaid at the end of a reporting period.

Multiemployer Pension Plans

The following table outlines our participation in multiemployer pension plans for the periods ended
December 31, 2011, 2010 and 2009, and sets forth our calendar year contributions into each plan. The “EIN/
Pension Plan Number” column provides the Employer Identification Number (“EIN”) and the three-digit plan
number. The most recent Pension Protection Act zone status available in 2011 and 2010 relates to the plans’ two
most recent fiscal year-ends. The zone status is based on information that we received from the plans’
administrators and is certified by each plan’s actuary. Among other factors, plans certified in the red zone are
generally less than 65% funded, plans certified in the orange zone are both less than 80% funded and have an
accumulated funding deficiency or are expected to have a deficiency in any of the next six plan years, plans
certified in the yellow zone are less than 80% funded, and plans certified in the green zone are at least 80%
funded. The “FIP/RP Status Pending/Implemented” column indicates whether a financial improvement plan
(“FIP”) for yellow/orange zone plans, or a rehabilitation plan (“RP”) for red zone plans, is either pending or has
been implemented. As of December 31, 2011, all plans that have either a FIP or RP requirement have had the
respective FIP or RP implemented.

Our collectively-bargained contributions satisfy the requirements of all implemented FIPs and RPs and do
not currently require the payment of any surcharges. In addition, minimum contributions outside of the agreed
upon contractual rate are not required. For the plans detailed in the following table, the expiration date of the
associated collective bargaining agreements is July 31, 2013, with the exception of the Automotive Industries
Pension Plan and the IAM National Pension Fund / National Pension Plan which both have a July 31, 2014
expiration date. For all plans detailed in the following table, we provided more than 5 percent of the total plan
contributions from all employers for 2011, 2010 and 2009 (as disclosed in the Form 5500 for each respective
plan).
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Certain plans have been aggregated in the “All Other Multiemployer Pension Plans” line in the following
table, as the contributions to each of these individual plans are not material.

EIN / Pension
Plan

Pension
Protection Act

Zone Status
FIP/RP Status

Pending/
(in millions)

UPS Contributions Surcharge

Pension Fund Number 2011 2010 Implemented 2011 2010 2009 Imposed

Alaska Teamster-Employer Pension Plan . . . . . . 92-6003463-024 Red Red Yes/Implemented $ 4 $ 3 $ 3 No
Automotive Industries Pension Plan . . . . . . . . . . . 94-1133245-001 Red Red Yes/Implemented 4 4 4 No
Central Pennsylvania Teamsters Defined Benefit

Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23-6262789-001 Green Yellow No 27 26 25 No
Employer-Teamsters Local Nos. 175 & 505

Pension Trust Fund . . . . . . . . . . . . . . . . . . . . . . 55-6021850-001 Green Green No 8 8 8 No
Hagerstown Motor Carriers and Teamsters

Pension Fund . . . . . . . . . . . . . . . . . . . . . . . . . . 52-6045424-001 Red Red Yes/Implemented 5 4 4 No
I.A.M. National Pension Fund / National Pension

Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51-6031295-002 Green Green No 25 24 22 No
International Brotherhood of Teamsters Union

Local No. 710 Pension Fund . . . . . . . . . . . . . . 36-2377656-001 Yellow Yellow Yes/Implemented 74 70 66 No
Local 705, International Brotherhood of

Teamsters Pension Plan . . . . . . . . . . . . . . . . . . 36-6492502-001 Yellow Yellow Yes/Implemented 58 56 52 No
Local 804 I.B.T. & Local 447 I.A.M.—UPS

Multiemployer Retirement Plan . . . . . . . . . . . . 51-6117726-001 Red Red Yes/Implemented 84 84 83 No
Milwaukee Drivers Pension Trust Fund . . . . . . . . 39-6045229-001 Green Yellow No 26 24 22 No
New England Teamsters & Trucking Industry

Pension Fund . . . . . . . . . . . . . . . . . . . . . . . . . . 04-6372430-001 Red Red Yes/Implemented 124 112 104 No
New York State Teamsters Conference Pension

and Retirement Fund . . . . . . . . . . . . . . . . . . . . 16-6063585-074 Red Red Yes/Implemented 57 52 50 No
Teamster Pension Fund of Philadelphia and

Vicinity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23-1511735-001 Yellow Orange Yes/Implemented 41 39 37 No
Teamsters Joint Council No. 83 of Virginia

Pension Fund . . . . . . . . . . . . . . . . . . . . . . . . . . 54-6097996-001 Yellow Red Yes/Implemented 41 38 35 No
Teamsters Local 639—Employers Pension

Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53-0237142-001 Green Yellow Yes/Implemented 33 31 30 No
Teamsters Negotiated Pension Plan . . . . . . . . . . . 43-6196083-001 Red Red Yes/Implemented 22 20 19 No
Truck Drivers and Helpers Local Union No. 355

Retirement Pension Plan . . . . . . . . . . . . . . . . . . 52-6043608-001 Yellow Red Yes/Implemented 12 12 12 No
United Parcel Service, Inc.—Local 177, I.B.T.

Multiemployer Retirement Plan . . . . . . . . . . . . 13-1426500-419 Red Red Yes/Implemented 57 59 61 No
Western Conference of Teamsters Pension

Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91-6145047-001 Green Green No 476 449 427 No
Western Pennsylvania Teamsters and Employers

Pension Fund . . . . . . . . . . . . . . . . . . . . . . . . . . 25-6029946-001 Red Red Yes/Implemented 21 20 19 No
All Other Multiemployer Pension Plans . . . . . . . . 44 51 42

Total Contributions $1,243 $1,186 $1,125
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Multiemployer Health and Welfare Plans

We also contribute to several multiemployer health and welfare plans that cover both active and retired
employees. Health care benefits are provided to participants who meet certain eligibility requirements as covered
under the applicable collective bargaining unit. The following table sets forth our calendar year plan
contributions. Certain plans have been aggregated in the “All Other Multiemployer Health and Welfare Plans”
line in the table, as the contributions to each of these individual plans are not material.

(in millions)
UPS Contributions

Health and Welfare Fund 2011 2010 2009

Bay Area Delivery Drivers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 27 $ 26 $ 22
Central Pennsylvania Teamsters Health & Pension Fund . . . . . . . . . . . . . . . . . . . . . . . 18 17 16
Central States, South East & South West Areas Health and Welfare Fund . . . . . . . . . . 452 441 428
Delta Health Systems—East Bay Drayage Drivers . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 15 16
Employer—Teamster Local Nos. 175 & 505 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 7 6
Joint Council #83 Health & Welfare Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 25 25
Local 191 Teamsters Health Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 9 8
Local 401 Teamsters Health & Welfare Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 5 5
Local 804 Welfare Trust Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58 54 51
Milwaukee Drivers Pension Trust Fund—Milwaukee Drivers Health and Welfare

Trust Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 27 27
Montana Teamster Employers Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 6 6
Northern California General Teamsters (DELTA) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 70 69
New York State Teamsters Health & Hospital Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 40 37
North Coast Benefit Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 7 6
Northern New England Benefit Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 31 30
Oregon / Teamster Employers Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27 25 23
Teamsters 170 Health & Welfare Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 12 12
Teamsters Benefit Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29 27 26
Teamsters Local 251 Health & Insurance Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 10 10
Teamsters Local 404 Health & Insurance Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 6 5
Teamsters Local 638 Health Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 27 27
Teamsters Local 639—Employers Health & Pension Trust Funds . . . . . . . . . . . . . . . . 22 21 20
Teamsters Local 671 Health Services & Insurance Plan . . . . . . . . . . . . . . . . . . . . . . . . 13 12 12
Teamsters Union 25 Health Services & Insurance Plan . . . . . . . . . . . . . . . . . . . . . . . . 34 33 31
Teamsters Union Local 677 Health Services & Insurance Plan . . . . . . . . . . . . . . . . . . 8 7 7
Truck Drivers and Helpers Local 355 Baltimore Area Health & Welfare Fund . . . . . . 12 12 12
Utah-Idaho Teamsters Security Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 15 14
Washington Teamsters Welfare Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30 27 26
All Other Multiemployer Health and Welfare Plans . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 52 54

Total Contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,103 $1,066 $1,031
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NOTE 7. BUSINESS ACQUISITIONS, GOODWILL AND INTANGIBLE ASSETS

The following table indicates the allocation of goodwill by reportable segment (in millions):

U.S. Domestic
Package

International
Package

Supply Chain &
Freight Consolidated

December 31, 2009 balance . . . . . . . . . . . . . . . . . . . . . . $— $374 $1,715 $2,089
Acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — —
Purchase Accounting Adjustments . . . . . . . . . . . . — 5 (2) 3
Currency / Other . . . . . . . . . . . . . . . . . . . . . . . . . . — (2) (9) (11)

December 31, 2010 balance . . . . . . . . . . . . . . . . . . . . . . $— $377 $1,704 $2,081
Acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 46 46
Currency / Other . . . . . . . . . . . . . . . . . . . . . . . . . . — (16) (10) (26)

December 31, 2011 balance . . . . . . . . . . . . . . . . . . . . . . $— $361 $1,740 $2,101

Business Acquisitions

The increase in goodwill within the Supply Chain & Freight segment in 2011 was due to the December
acquisition of the Pieffe Group (“Pieffe”), an Italian pharmaceutical logistics company. Pieffe offers storage,
distribution and other logistics services to some of the world’s leading pharmaceutical companies. The purchase
price allocation was not complete as of December 31, 2011, and therefore adjustments to the recorded amount of
goodwill may occur in 2012 prior to the one year anniversary of the acquisition. This increase in goodwill was
partially offset by the impact of the strengthening of the U.S. Dollar on the translation of non-U.S. Dollar
goodwill balances.

The increase to goodwill in the International Package segment during 2010 was due to adjustments to the
purchase price allocation for Unsped Paket Servisi San ve Ticaret A.S. (“Unsped”), which was acquired in
August 2009. This increase in goodwill was partially offset by the impact of the strengthening of the U.S. Dollar
on the translation of non-U.S. Dollar goodwill balances.

Pro forma results of operations have not been presented for these acquisitions, because the effects of these
transactions were not material. The results of operations of these acquired companies have been included in our
statements of consolidated income from the date of acquisition.

Goodwill Impairment

We test our goodwill for impairment annually, as of October 1st, on a reporting unit basis. Our reporting
units are comprised of the Europe, Asia, and Americas reporting units in the International Package reporting
segment, and the Forwarding, Logistics, UPS Freight, MBE / The UPS Store, and UPS Capital reporting units in
the Supply Chain & Freight reporting segment.

In assessing our goodwill for impairment, we initially evaluate qualitative factors to determine if it is more
likely than not that the fair value of a reporting unit is less than its carrying amount. If the qualitative assessment
is not conclusive and it is necessary to calculate the fair value of a reporting unit, then we utilize a two-step
process to test goodwill for impairment. First, a comparison of the fair value of the applicable reporting unit with
the aggregate carrying value, including goodwill, is performed. We primarily determine the fair value of our
reporting units using a discounted cash flow model, and supplement this with observable valuation multiples for
comparable companies, as applicable. If the carrying amount of a reporting unit exceeds the reporting unit’s fair
value, we perform the second step of the goodwill impairment test to determine the amount of impairment loss.
The second step includes comparing the implied fair value of the affected reporting unit’s goodwill with the
carrying value of that goodwill.
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We did not have any goodwill impairment charges in 2011, 2010 or 2009. Cumulatively, our Supply
Chain & Freight reporting segment has recorded goodwill impairment charges of $622 million, while our
International and U.S. Domestic Package segments have not recorded any impairment charges.

Intangible Assets

The following is a summary of intangible assets at December 31, 2011 and 2010 (in millions):

Gross Carrying
Amount

Accumulated
Amortization

Net Carrying
Value

Weighted-
Average

Amortization
Period

(in years)

December 31, 2011:
Trademarks, licenses, patents, and other . . . . . . . . $ 146 $ (54) $ 92 4.3
Customer lists . . . . . . . . . . . . . . . . . . . . . . . . . . . . 120 (66) 54 11.5
Franchise rights . . . . . . . . . . . . . . . . . . . . . . . . . . . 109 (58) 51 20.0
Capitalized software . . . . . . . . . . . . . . . . . . . . . . . 2,014 (1,626) 388 3.1

Total Intangible Assets, Net . . . . . . . . . . . . . . . . . $2,389 $(1,804) $585 4.4

December 31, 2010:
Trademarks, licenses, patents, and other . . . . . . . . $ 187 $ (50) $137
Customer lists . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99 (59) 40
Franchise rights . . . . . . . . . . . . . . . . . . . . . . . . . . . 109 (52) 57
Capitalized software . . . . . . . . . . . . . . . . . . . . . . . 1,927 (1,562) 365

Total Intangible Assets, Net . . . . . . . . . . . . . . . . . $2,322 $(1,723) $599

Licenses with a carrying value of $5 million as of December 31, 2011 are deemed to be indefinite-lived
intangibles, and therefore are not amortized. Impairment tests for indefinite-lived intangibles are performed on an
annual basis. All of our other recorded intangible assets are deemed to be finite-lived intangibles, and are thus
amortized over their estimated useful lives. Impairment tests for these intangible assets are only performed when
a triggering event occurs that indicates that the carrying value of the intangible may not be recoverable. There
were no impairments of any finite-lived or indefinite-lived intangible assets in 2011, 2010 or 2009.

Amortization of intangible assets was $228, $224 and $185 million during 2011, 2010 and 2009,
respectively. Expected amortization of finite-lived intangible assets recorded as of December 31, 2011 for the
next five years is as follows (in millions): 2012—$244; 2013—$169; 2014—$90; 2015—$23; 2016—$9.
Amortization expense in future periods will be affected by business acquisitions, software development,
licensing agreements, sponsorships and other factors.
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NOTE 8. DEBT AND FINANCING ARRANGEMENTS

The carrying value of our debt obligations, as of December 31, consists of the following (in millions):

Maturity 2011 2010

Commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2012 $ — $ 341
4.50% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2013 1,778 1,815
3.875% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2014 1,050 1,061
5.50% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2018 841 795
5.125% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2019 1,119 1,032
8.375% debentures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2020 504 453
3.125% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2021 1,641 1,464
8.375% debentures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2030 284 284
6.20% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2038 1,480 1,480
4.875% senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2040 489 488
Floating rate senior notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2049 – 2053 376 386
Capital lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2012 – 3004 469 160
Facility notes and bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2015 – 2036 320 320
Pound Sterling notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2031 / 2050 777 764
Other debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2012 — 3

Total debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,128 10,846
Less current maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (33) (355)

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $11,095 $10,491

Commercial Paper

As of December 31, 2011, we had no commercial paper outstanding. The amount of commercial paper
outstanding in 2012 is expected to fluctuate. We are authorized to borrow up to $10.0 billion under the U.S.
commercial paper program we maintain as of December 31, 2011. We also maintain a European commercial
paper program under which we are authorized to borrow up to €1.0 billion in a variety of currencies, however no
amounts were outstanding under this program as of December 31, 2011.

Fixed Rate Senior Notes

In January 2008, we completed an offering of $1.750 billion of 4.50% senior notes due January 2013, $750
million of 5.50% senior notes due January 2018, and $1.500 billion of 6.20% senior notes due January 2038. All
of the notes pay interest semiannually, and allow for redemption of the notes by UPS at any time by paying the
greater of the principal amount or a “make-whole” amount, plus accrued interest. After pricing and underwriting
discounts, we received a total of $3.961 billion in cash proceeds from the offering. The proceeds from the
offering were used to reduce our outstanding commercial paper balance. We subsequently entered into interest
rate swaps on the 2013 and 2018 notes, which effectively converted the fixed interest rates on the notes to
variable LIBOR-based interest rates. The average interest rate payable on the notes, including the impact of the
interest rate swaps, for 2011 and 2010, respectively, was 2.39% and 2.42% for the 2013 notes, and 2.53% and
2.22% for the 2018 notes.

In March 2009, we completed an offering of $1.0 billion of 3.875% senior notes due April 2014 and $1.0
billion of 5.125% senior notes due April 2019. These notes pay interest semiannually, and we may redeem the
notes at any time by paying the greater of the principal amount or a “make-whole” amount, plus accrued interest.
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After pricing and underwriting discounts, we received a total of $1.989 billion in cash proceeds from the
offering. The proceeds from the offering were used for general corporate purposes, including the reduction of our
outstanding commercial paper balance. We subsequently entered into interest rate swaps on the 2014 and the
2019 notes, which effectively converted the fixed interest rates on the notes to variable LIBOR-based interest
rates. The average interest rate payable on the notes, including the impact of the interest rate swaps, for 2011 and
2010, respectively, was 0.99% and 1.02% for the 2014 notes, and 2.04% and 1.69% for the 2019 notes.

In November 2010, we completed an offering of $1.5 billion of 3.125% senior notes due January 2021 and
$500 million of 4.875% senior notes due November 2040. These notes pay interest semiannually, and we may
redeem the notes at any time by paying the greater of the principal amount or a “make-whole” amount, plus
accrued interest. After pricing and underwriting discounts, we received a total of $1.972 billion in cash proceeds
from the offering. The proceeds from the offering were used to make contributions to our primary domestic
pension plans. We subsequently entered into interest rate swaps on the 2021 notes, which effectively converted
the fixed interest rates on the notes to variable LIBOR-based interest rates. The average interest rate payable on
the 2021 notes, including the impact of the interest rate swaps, for 2011 and 2010, respectively, was 0.52% and
1.76%.

8.375% Debentures

On January 22, 1998, we exchanged $276 million of an original $700 million in debentures for new
debentures of equal principal with a maturity of April 1, 2030. The new debentures have the same interest rate as
the 8.375% debentures due 2020 until April 1, 2020, and, thereafter, the interest rate will be 7.62% for the final
10 years. The 2030 debentures are redeemable in whole or in part at our option at any time. The redemption price
is equal to the greater of 100% of the principal amount and accrued interest or the sum of the present values of
the remaining scheduled payout of principal and interest thereon discounted to the date of redemption at a
benchmark treasury yield plus five basis points plus accrued interest. The remaining $424 million of 2020
debentures are not subject to redemption prior to maturity. Interest is payable semiannually on the first of April
and October for both debentures and neither debenture is subject to sinking fund requirements. We subsequently
entered into interest rate swaps on the 2020 notes, which effectively converted the fixed interest rates on the
notes to variable LIBOR-based interest rates. The average interest rate payable on the 2020 notes, including the
impact of the interest rate swaps, for 2011 was 5.97%.

Floating Rate Senior Notes

The floating rate senior notes bear interest at one-month LIBOR less 45 basis points. The average interest
rate for 2011 and 2010 was 0.00% for both years. These notes are callable at various times after 30 years at a
stated percentage of par value, and putable by the note holders at various times after 10 years at a stated
percentage of par value. The notes have maturities ranging from 2049 through 2053. In 2011 and 2010, we
redeemed notes with a principal value of $10 and $23 million, respectively, after put options were exercised by
the note holders.
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Capital Lease Obligations

We have certain property, plant and equipment subject to capital leases. Some of the obligations associated
with these capital leases have been legally defeased. The recorded value of our property, plant and equipment
subject to capital leases is as follows as of December 31 (in millions):

2011 2010

Vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 35 $ —
Aircraft . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,282 2,466
Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 —
Plant Equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 —
Technology Equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 —
Accumulated amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (457) (628)

$1,887 $1,838

These capital lease obligations have principal payments due at various dates from 2012 through 3004.

Facility Notes and Bonds

We have entered into agreements with certain municipalities to finance the construction of, or
improvements to, facilities that support our U.S. Domestic Package and Supply Chain & Freight operations in the
United States. These facilities are located around airport properties in Louisville, Kentucky; Dallas, Texas; and
Philadelphia, Pennsylvania. Under these arrangements, we enter into a lease or loan agreement that covers the
debt service obligations on the bonds issued by the municipalities, as follows:

• Bonds with a principal balance of $149 million issued by the Louisville Regional Airport Authority
associated with our Worldport facility in Louisville, Kentucky. The bonds, which are due in January
2029, bear interest at a variable rate, and the average interest rates for 2011 and 2010 were 0.11% and
0.22%, respectively.

• Bonds with a principal balance of $43 million issued by the Louisville Regional Airport Authority
associated with our air freight facility in Louisville, Kentucky. The bonds were issued in November
2006 and are due in November 2036. The bonds bear interest at a variable rate, and the average interest
rates for 2011 and 2010 were 0.11% and 0.24%, respectively.

• Bonds with a principal balance of $29 million issued by the Dallas / Fort Worth International Airport
Facility Improvement Corporation associated with our Dallas, Texas airport facilities. The bonds are
due in May 2032 and bear interest at a variable rate, however the variable cash flows on the obligation
have been swapped to a fixed 5.11%.

• Bonds with a principal balance of $100 million issued by the Delaware County, Pennsylvania Industrial
Development Authority associated with our Philadelphia, Pennsylvania airport facilities. The bonds,
which are due in December 2015, bear interest at a variable rate, and the average interest rates for 2011
and 2010 were 0.11% and 0.20%, respectively.

In October 2009, $62 million in facility notes and bonds matured, and an additional $46 million that were
originally scheduled to mature in 2018 were called for early redemption. The bonds were issued by the city of
Dayton, Ohio and were associated with a Dayton airport facility.

Pound Sterling Notes

The Pound Sterling notes were issued in 2001 with a principal balance of £500 million, accrue interest at a
5.50% fixed rate, and are due on February 12, 2031. In May 2007, we completed an exchange offer for the
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existing notes. Holders of £434 million of the notes accepted the exchange offer, and as a result, these notes were
exchanged for new notes with a principal amount of £455 million, bearing interest at 5.13% and due in February
2050. The new notes are callable at our option at a redemption price equal to the greater of 100% of the principal
amount and accrued interest, or the sum of the present values of the remaining scheduled payout of principal and
interest thereon discounted to the date of redemption at a benchmark U.K. government bond yield plus 15 basis
points and accrued interest. The £66 million of existing notes that were not exchanged continue to bear interest at
5.50% and are due in 2031. We maintain cross-currency interest rate swaps to hedge the foreign currency risk
associated with the bond cash flows. The average fixed interest rate payable on the swaps is 5.72%.

Contractual Commitments

We lease certain aircraft, facilities, land, equipment and vehicles under operating leases, which expire at
various dates through 2038. Certain of the leases contain escalation clauses and renewal or purchase options.
Rent expense related to our operating leases was $629, $615 and $622 million for 2011, 2010, and 2009,
respectively.

The following table sets forth the aggregate minimum lease payments under capital and operating leases, the
aggregate annual principal payments due under our long-term debt, and the aggregate amounts expected to be
spent for purchase commitments (in millions).

Year
Capital
Leases

Operating
Leases

Debt
Principal

Purchase
Commitments

2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 59 $ 329 $ — $ 517
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 257 1,750 453
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 192 1,000 32
2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 140 100 16
2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 97 — 34
After 2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 474 393 7,366 —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 738 $1,408 $10,216 $1,052

Less: imputed interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (269)

Present value of minimum capitalized lease payments . . . . . . . . . . . 469
Less: current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (33)

Long-term capitalized lease obligations . . . . . . . . . . . . . . . . . . . . . . $ 436

As of December 31, 2011, we had outstanding letters of credit totaling approximately $1.551 billion issued
in connection with our self-insurance reserves and other routine business requirements. We also issue surety
bonds as an alternative to letters of credit in certain instances, and as of December 31, 2011, we had $583 million
of surety bonds written.

Available Credit

We maintain two credit agreements with a consortium of banks. One of these agreements provides revolving
credit facilities of $1.5 billion, and expires on April 12, 2012. Generally, amounts outstanding under this facility
bear interest at a periodic fixed rate equal to LIBOR for the applicable interest period and currency denomination,
plus an applicable margin. Alternatively, a fluctuating rate of interest equal to Citibank’s publicly announced base
rate, plus an applicable margin, may be used at our discretion. In each case, the applicable margin for advances
bearing interest based on LIBOR is a percentage determined by quotations from Markit Group Ltd. for our 1-year
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credit default swap spread, subject to a minimum rate of 0.15% and a maximum rate of 0.75%. The applicable
margin for advances bearing interest based on the base rate is 1.00% below the applicable margin for LIBOR
advances (but not lower than 0.00%). We are also able to request advances under this facility based on competitive
bids for the applicable interest rate. There were no amounts outstanding under this facility as of December 31,
2011.

The second agreement provides revolving credit facilities of $1.0 billion, and expires on April 14, 2015.
Generally, amounts outstanding under this facility bear interest at a periodic fixed rate equal to LIBOR for the
applicable interest period and currency denomination, plus an applicable margin. Alternatively, a fluctuating rate
of interest equal to Citibank’s publicly announced base rate, plus an applicable margin, may be used at our
discretion. In each case, the applicable margin for advances bearing interest based on LIBOR is a percentage
determined by quotations from Markit Group Ltd. for our credit default swap spread, interpolated for a period
from the date of determination of such credit default swap spread in connection with a new interest period until
the latest maturity date of this facility then in effect (but not less than a period of one year). The applicable
margin is subject to certain minimum rates and maximum rates based on our public debt ratings from Standard &
Poor’s Rating Service and Moody’s Investors Service. The minimum applicable margin rates range from 0.250%
to 0.500%, and the maximum applicable margin rates range from 1.000% to 1.500%. The applicable margin for
advances bearing interest based on the base rate is 1.00% below the applicable margin for LIBOR advances (but
not less than 0.00%). We are also able to request advances under this facility based on competitive bids. There
were no amounts outstanding under this facility as of December 31, 2011.

Debt Covenants

Our existing debt instruments and credit facilities do not have cross-default or ratings triggers, however
these debt instruments and credit facilities do subject us to certain financial covenants. As of December 31, 2011
and for all prior periods presented, we have satisfied these financial covenants. These covenants limit the amount
of secured indebtedness that we may incur, and limit the amount of attributable debt in sale-leaseback
transactions, to 10% of net tangible assets. As of December 31, 2011, 10% of net tangible assets is equivalent to
$2.550 billion, however we have no covered sale-leaseback transactions or secured indebtedness outstanding.
Additionally, we are required to maintain a minimum net worth, as defined, of $5.0 billion on a quarterly basis.
As of December 31, 2011, our net worth, as defined, was equivalent to $10.138 billion. We do not expect these
covenants to have a material impact on our financial condition or liquidity.

Fair Value of Debt

Based on the borrowing rates currently available to the Company for long-term debt with similar terms and
maturities, the fair value of long-term debt, including current maturities, is approximately $12.035 and $11.355
billion as of December 31, 2011 and 2010, respectively.

NOTE 9. LEGAL PROCEEDINGS AND CONTINGENCIES

We are involved in a number of judicial proceedings and other matters arising from the conduct of our
business activities.

Although there can be no assurance as to the ultimate outcome, we have generally denied, or believe we
have a meritorious defense and will deny, liability in all litigation pending against us, including the matters
described below, and we intend to defend vigorously each case. We have accrued for legal claims when, and to
the extent that, amounts associated with the claims become probable and can be reasonably estimated. The actual
costs of resolving legal claims may be substantially higher or lower than the amounts accrued for those claims.
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For those matters as to which we are not able to estimate a possible loss or range of loss, we are not able to
determine whether the loss will have a material adverse effect on our business, financial condition or results of
operations or liquidity. For matters in this category, we have indicated in the descriptions that follow the reasons
that we are unable to estimate the possible loss or range of loss.

Judicial Proceedings

We are a defendant in a number of lawsuits filed in state and federal courts containing various class action
allegations under state wage-and-hour laws. At this time, we do not believe that any loss associated with these
matters, would have a material adverse effect on our financial condition, results of operations or liquidity.

UPS and our subsidiary Mail Boxes Etc., Inc. are defendants in two lawsuits about the rebranding or
purchase of The UPS Store franchises—Morgate and Samica. We prevailed at the trial court level in both cases,
and plaintiffs appealed. Morgate was filed in March 2003. The plaintiffs are 125 individual franchisees who did
not rebrand and a certified class of all franchisees who did rebrand to The UPS Store. A bellwether trial for three
individual plaintiffs was set for early 2010, but the trial court entered judgment against one of the three plaintiffs
prior to trial, which was affirmed in January 2012. The trial court also granted our motion for summary judgment
against the members of the certified class, which was reversed in January 2012. The remainder of the case has
been stayed pending appeal. Samica was filed in March 2006. The plaintiffs are 250 individual The UPS Store
franchisees who either elected to rebrand or purchased new The UPS Store franchises. Summary judgment was
granted in UPS’s favor and affirmed on appeal in December 2011. There are multiple factors that prevent us from
being able to estimate the amount of loss, if any, that may result from these matters including: (1) three separate
components of these cases are being appealed to federal and state courts following decisions favorable to UPS
and we cannot predict the final outcomes of these appeals; and (2) it remains uncertain what evidence of
damages, if any, plaintiffs will be able to present if any aspects of these cases proceed forward. Accordingly, at
this time, we are not able to estimate a possible loss or range of loss that may result from these matters or to
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of
operations or liquidity.

In Barber Auto Sales v. UPS, which a federal court in Alabama certified as a class action in September
2009, the plaintiff asserts a breach of contract claim arising from UPS’s assessment of shipping charge
corrections when UPS determines that the “dimensional weight” of packages is greater than that reported by the
shipper. On June 1, 2011, we reached an agreement in principle to settle the case for an immaterial amount. The
settlement has been preliminarily approved, and remains subject to a final fairness hearing.

In AFMS LLC v. UPS and FedEx Corporation, a lawsuit filed in federal court in the Central District of
California in August 2010, the plaintiff asserts that UPS and FedEx violated U.S. antitrust law by conspiring to
refuse to negotiate with third party negotiators retained by shippers and/or to monopolize a so-called market for
shipping consultation services. The Antitrust Division of the U.S. Department of Justice (“DOJ”) has informed us
that it has opened a civil investigation of our policies and practices for dealing with third party negotiators. We
are cooperating with this investigation. We deny any liability with respect to these matters and intend to
vigorously defend ourselves. There are multiple factors that prevent us from being able to estimate the amount of
loss, if any, that may result from these matters including: (1) we believe that we have a number of meritorious
defenses; (2) AFMS has not articulated any measure of damages; and (3) the DOJ investigation is ongoing.
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these
matters or to determine whether such loss, if any, would have a material adverse effect on our financial
condition, results of operations or liquidity.

In Canada, three purported class-action cases were filed against us in British Columbia (2006); Ontario
(2007) and Québec (2006). The cases each allege inadequate disclosure concerning the existence and cost of
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brokerage services provided by us under applicable provincial consumer protection legislation and infringement
of interest restriction provisions under the Criminal Code of Canada. The British Columbia class-action was
declared inappropriate for certification and dismissed by the trial judge. That decision was upheld by the British
Columbia Court of Appeal in March 2010, which ended the case in our favor. The Ontario class action was
certified in September 2011. Partial summary judgment was granted to us and the plaintiffs by the Ontario
motions court. The complaint under the Criminal Code was dismissed. No appeal is being taken from that
decision. The allegations of inadequate disclosure were granted and we are appealing that decision. The request
to certify the case in Québec will be heard in February 2012. We have denied all liability and are vigorously
defending the two outstanding cases. There are multiple factors that prevent us from being able to estimate the
amount of loss, if any, that may result from these matters, including (1) we are vigorously defending ourselves
and believe that we have a number of meritorious legal defenses and (2) there are unresolved questions of law
and fact that could be important to the ultimate resolution of these matters. Accordingly, at this time, we are not
able to estimate a possible loss or range of loss that may result from these matters or to determine whether such
loss, if any, would have a material adverse effect on our financial condition, results of operation or liquidity.

Other Matters

In May and December 2007 and August 2008 we received and responded to grand jury subpoenas from the
DOJ in the Northern District of California in connection with an investigation by the Drug Enforcement
Administration. We also have responded to informal requests for information in connection with this
investigation, which relates to transportation of packages on behalf of on-line pharmacies that may have operated
illegally. We are cooperating with this investigation and intend to continue to vigorously defend ourselves. There
are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from
this matter, including (1) we are vigorously defending ourselves and believe we have a number of meritorious
legal defenses and (2) there are unresolved questions of law and fact that could be important to the ultimate
resolution of this matter. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that
may result from this matter or to determine whether such loss, if any, would have a material adverse effect on our
financial condition, results of operations or liquidity.

We received a grand jury subpoena from the Antitrust Division of the DOJ regarding the DOJ’s
investigation into certain pricing practices in the freight forwarding industry in December 2007.

In October 2007, June 2008 and February 2009, we received information requests from the European
Commission (“Commission”) relating to its investigation of certain pricing practices in the freight forwarding
industry, and subsequently responded to each request. In February 2010, UPS received a Statement of Objections
by the Commission. This document contains the Commission’s preliminary view with respect to alleged
anticompetitive behavior in the freight forwarding industry by 18 freight forwarders, including UPS. Although it
alleges anticompetitive behavior, it does not prejudge the Commission’s final decision, as to facts or law (which
is subject to appeal to the European courts). The options available to the Commission include taking no action or
imposing a monetary fine; the range of any potential action by the Commission is not reasonably estimable. Any
decision imposing a fine would be subject to appeal. UPS has responded to the Statement of Objections,
including at a July 2010 Commission hearing, and we intend to continue to vigorously defend ourselves in this
proceeding. We received additional information requests from the Commission in January and July 2011, and we
have responded to those requests.

In August 2010, competition authorities in Brazil opened an administrative proceeding to investigate alleged
anticompetitive behavior in the freight forwarding industry. Approximately 45 freight forwarding companies and
individuals are named in the proceeding, including UPS, UPS SCS Transportes (Brasil) S.A., and a former
employee in Brazil. UPS will have an opportunity to respond to these allegations.
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We are cooperating with each of these investigations, and intend to continue to vigorously defend ourselves.
There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result
from these matters including (1) we are vigorously defending each matter and believe that we have a number of
meritorious legal defenses; (2) there are unresolved questions of law that could be of importance to the ultimate
resolutions of these matters, including the calculation of any potential fine; and (3) there is uncertainty about the
time period that is the subject of the investigations. Accordingly, at this time, we are not able to estimate a
possible loss or range of loss that may result from these matters or to determine whether such loss, if any, would
have a material adverse effect on our financial condition, results of operations or liquidity.

In January 2008, a class action complaint was filed in the United States District Court for the Eastern
District of New York alleging price-fixing activities relating to the provision of freight forwarding services. UPS
was not named in this case. In July 2009, the plaintiffs filed a first amended complaint naming numerous global
freight forwarders as defendants. UPS and UPS Supply Chain Solutions are among the 60 defendants named in
the amended complaint. We intend to vigorously defend ourselves in this case. There are multiple factors that
prevent us from being able to estimate the amount of loss, if any, that may result from these matters including:
(1) the magistrate judge recommended that the district court grant our motion to dismiss, with leave to amend,
and the scope of the plaintiffs’ claims is therefore unclear; (2) the scope and size of the proposed class is
ill-defined; (3) there are significant legal questions about the adequacy and standing of the putative class
representatives; and (4) we believe that we have a number of meritorious legal defenses. Accordingly, at this
time, we are not able to estimate a possible loss or range of loss that may result from these matters or to
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of
operations or liquidity.

We are a defendant in various other lawsuits that arose in the normal course of business. We do not believe
that the eventual resolution of these other lawsuits (either individually or in the aggregate), including any
reasonably possible losses in excess of current accruals, will have a material adverse effect on our financial
condition, results of operations or liquidity.

NOTE 10. SHAREOWNERS’ EQUITY

Capital Stock, Additional Paid-In Capital, and Retained Earnings

We maintain two classes of common stock, which are distinguished from each other by their respective
voting rights. Class A shares of UPS are entitled to 10 votes per share, whereas class B shares are entitled to one
vote per share. Class A shares are primarily held by UPS employees and retirees, as well as trusts and
descendants of the Company’s founders, and these shares are fully convertible into class B shares at any time.
Class B shares are publicly traded on the New York Stock Exchange (“NYSE”) under the symbol “UPS.”
Class A and B shares both have a $0.01 par value, and as of December 31, 2011, there were 4.6 billion class A
shares and 5.6 billion class B shares authorized to be issued. Additionally, there are 200 million preferred shares
authorized to be issued, with a par value of $0.01 per share; as of December 31, 2011, no preferred shares had
been issued.
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The following is a rollforward of our common stock, additional paid-in capital, and retained earnings
accounts (in millions, except per share amounts):

2011 2010 2009

Shares Dollars Shares Dollars Shares Dollars

Class A Common Stock
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . 258 $ 3 285 $ 3 314 $ 3
Common stock purchases . . . . . . . . . . . . . . . . . . . . . . (7) — (6) — (10) —
Stock award plans . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 — 6 — 5 —
Common stock issuances . . . . . . . . . . . . . . . . . . . . . . . 3 — 3 — 4 —
Conversions of class A to class B common stock . . . . (21) — (30) — (28) —

Class A shares issued at end of year . . . . . . . . . . . . . . 240 $ 3 258 $ 3 285 $ 3

Class B Common Stock
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . 735 $ 7 711 $ 7 684 $ 7
Common stock purchases . . . . . . . . . . . . . . . . . . . . . . (31) — (6) — (1) —
Conversions of class A to class B common stock . . . . 21 — 30 — 28 —

Class B shares issued at end of year . . . . . . . . . . . . . . 725 $ 7 735 $ 7 711 $ 7

Additional Paid-In Capital
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . $ — $ 2 $ —
Stock award plans . . . . . . . . . . . . . . . . . . . . . . . . . . . . 388 398 381
Common stock purchases . . . . . . . . . . . . . . . . . . . . . . (475) (649) (569)
Common stock issuances . . . . . . . . . . . . . . . . . . . . . . . 287 249 190
Option Premiums Paid . . . . . . . . . . . . . . . . . . . . . . . . . (200) — —

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ 2

Retained Earnings
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . $10,604 $ 9,335 $ 9,186
Net income attributable to controlling interests . . . . . 3,804 3,338 1,968
Dividends ($2.08, $1.88 and $1.80 per share) . . . . . . . (2,086) (1,909) (1,819)
Common stock purchases . . . . . . . . . . . . . . . . . . . . . . (2,194) (160) —

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . $10,128 $10,604 $ 9,335

For the years ended December 31, 2011, 2010 and 2009, we repurchased a total of 38.7, 12.4 and
10.9 million shares of class A and class B common stock for $2.669 billion, $809 million and $569 million,
respectively. In January 2008, our Board of Directors authorized an increase in our share repurchase authority to
$10.0 billion. Unless terminated earlier by the resolution of our Board, the program will expire when we have
purchased all shares authorized for repurchase under the program. As of December 31, 2011, we had $2.525
billion of our share repurchase authorization remaining.

In order to lower the average cost of acquiring shares in our ongoing share repurchase program, we
periodically enter into structured repurchase agreements involving the use of capped call options for the purchase
of UPS class B shares. We pay a fixed sum of cash upon execution of each agreement in exchange for the right to
receive either a pre-determined amount of cash or stock. Upon expiration of each agreement, if the closing
market price of our common stock is above the pre-determined price, we will have our initial investment returned
with a premium in either cash or shares (at our election). If the closing market price of our common stock is at or
below the pre-determined price, we will receive the number of shares specified in the agreement. As of
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December 31, 2011, we had paid premiums of $200 million on options for the purchase of 3.3 million shares that
will settle in the first half of 2012. During 2011, we settled options that resulted in the repurchase of 0.8 million
shares at $65.11 per share, as well as the receipt of $6 million in premiums (in excess of our initial investment).

Accumulated Other Comprehensive Income (Loss)

We incur activity in AOCI for unrealized holding gains and losses on available-for-sale securities, foreign
currency translation adjustments, unrealized gains and losses from derivatives that qualify as hedges of cash
flows and unrecognized pension and postretirement benefit costs. The activity in AOCI is as follows (in
millions):

2011 2010 2009

Foreign currency translation gain (loss):
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (68) $ 37 $ (38)
Aggregate adjustment for the year (net of tax effect of $11, $(34), and

$(27)) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (92) (105) 75

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (160) (68) 37

Unrealized gain (loss) on marketable securities, net of tax:
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 (27) (60)
Current period changes in fair value (net of tax effect of $11, $17, and $3) . . . 18 30 25
Reclassification to earnings (net of tax effect of $(14), $6, and $5) . . . . . . . . . (24) 9 8

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 12 (27)

Unrealized gain (loss) on cash flow hedges, net of tax:
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (239) (200) (107)
Current period changes in fair value (net of tax effect of $(16), $(4), and

$4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (7) 6
Reclassification to earnings (net of tax effect of $37, $(19) and $(60)) . . . . . . 61 (32) (99)

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (204) (239) (200)

Unrecognized pension and postretirement benefit costs, net of tax:
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,340) (1,527) (2,211)
Reclassification to earnings (net of tax effect of $378, $150 and $197) . . . . . . 628 245 329
Net actuarial gain (loss) and prior service cost resulting from remeasurements

of plan assets and liabilities (net of tax effect of $(622), $(633), and
$219) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,033) (1,058) 355

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,745) (2,340) (1,527)

Accumulated other comprehensive income (loss) at end of year . . . . . . . . . . . . . . . $(3,103) $(2,635) $(1,717)

Deferred Compensation Obligations and Treasury Stock

We maintain a deferred compensation plan whereby certain employees were previously able to elect to defer
the gains on stock option exercises by deferring the shares received upon exercise into a rabbi trust. The shares
held in this trust are classified as treasury stock, and the liability to participating employees is classified as
“deferred compensation obligations” in the shareowners’ equity section of the consolidated balance sheets. The
number of shares needed to settle the liability for deferred compensation obligations is included in the
denominator in both the basic and diluted earnings per share calculations. Employees are generally no longer
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able to defer the gains from stock options exercised subsequent to December 31, 2004. Activity in the deferred
compensation program for the years ended December 31, 2011, 2010, and 2009 is as follows (in millions):

2011 2010 2009

Shares Dollars Shares Dollars Shares Dollars

Deferred Compensation Obligations
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . . . . $ 103 $ 108 $ 121
Reinvested dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 4 3
Options exercise deferrals . . . . . . . . . . . . . . . . . . . . . . . . . — 1 —
Benefit payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (19) (10) (16)

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 88 $ 103 $ 108

Treasury Stock
Balance at beginning of year . . . . . . . . . . . . . . . . . . . . . . . (2) $(103) (2) $(108) (2) $(121)
Reinvested dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (4) — (4) — (3)
Options exercise deferrals . . . . . . . . . . . . . . . . . . . . . . . . . — — — (1) — —
Benefit payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 19 — 10 — 16

Balance at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) $ (88) (2) $(103) (2) $(108)

Noncontrolling Interests

We have noncontrolling interests in certain consolidated subsidiaries in our International Package and
Supply Chain & Freight segments, the largest of which relates to a joint venture that operates in the Middle East,
Turkey, and portions of the Central Asia region. The activity related to our noncontrolling interests is presented
below (in millions):

2011 2010

Noncontrolling Interests
Balance at beginning of period . . . . . . . . . . . . . . . . . . . . . . . . $ 68 $ 66
Acquired noncontrolling interests . . . . . . . . . . . . . . . . . . . . . . 5 2
Dividends attributable to noncontrolling interests . . . . . . . . . — —
Net income attributable to noncontrolling interests . . . . . . . . — —

Balance at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 73 $ 68

NOTE 11. STOCK-BASED COMPENSATION

Incentive Compensation Plan

The UPS Incentive Compensation Plan permits the grant of nonqualified and incentive stock options, stock
appreciation rights, restricted stock and stock units, and restricted performance shares and units, to eligible
employees. The number of shares reserved for issuance under the Incentive Compensation Plan is 80 million.
Each share issued pursuant to an option and each share issued subject to the exercised portion of a stock
appreciation right will reduce the share reserve by one share. Each share issued pursuant to restricted stock and
stock units, and restricted performance shares and units, will reduce the share reserve by 2.76 shares. As of
December 31, 2011, stock options, restricted performance units and restricted stock units had been granted under
the Incentive Compensation Plan. We had 39 million shares available to be issued under the Incentive
Compensation Plan as of December 31, 2011.
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Compensation Program Changes

Effective January 1, 2011, we modified certain components of our management compensation programs for
future award grants, as follows:

• We eliminated our Long-Term Incentive program, and incorporated the value of the award into our
Management Incentive Award program. The combined award is referred to as the “Management
Incentive Award” program.

• The performance period for the Management Incentive Award program changed from an October 1st –
September 30th fiscal year to a calendar year, to be consistent with our business planning cycle.

• Previously, the restricted stock units granted under the Management Incentive Award program were
granted in the fourth quarter of each year, while the restricted performance units granted under the
Long-Term Incentive Program were granted in the second quarter of each year (restricted stock units
and restricted performance units are referred to as “Restricted Units”). Prospectively, Restricted Units
granted under the modified Management Incentive Award will generally be granted in the first quarter
of each year.

• These changes did not impact any existing awards that had been previously granted.

Management Incentive Award

Subsequent to January 1, 2011, non-executive management earning the right to receive Management
Incentive Awards are determined annually by the Salary Committee, which is comprised of executive officers of
the Company. Awards granted to executive officers are determined annually by the Compensation Committee of
the UPS Board of Directors. Our Management Incentive Awards program provides, with certain exceptions, that
one-half to two-thirds of the annual Management Incentive Award will be made in Restricted Units (depending
upon the level of management involved), which generally vest over a five-year period. The other one-third to
one-half of the award is in the form of cash or unrestricted shares of class A common stock, and is fully vested at
the time of grant.

Upon vesting, Restricted Units result in the issuance of the equivalent number of UPS class A common
shares after required tax withholdings. Except in the case of death, disability, or retirement, Restricted Units
granted for our Management Incentive Awards and previous Long-Term Incentive Program generally vest over a
five year period with approximately 20% of the award vesting at each anniversary date of the grant. The entire
grant is expensed on a straight-line basis over the requisite service period. All Restricted Units granted are
subject to earlier cancellation or vesting under certain conditions. Dividends earned on Restricted Units are
reinvested in additional Restricted Units at each dividend payable date.

Long-Term Incentive Performance Award

We also award Restricted Units in conjunction with our Long-Term Incentive Performance Awards program
to certain eligible employees. The Restricted Units ultimately granted under the Long-Term Incentive
Performance Awards program will be based upon the achievement of certain performance measures, including
growth in consolidated revenue and operating return on invested capital, each year during the performance award
cycle, and other measures, including growth in consolidated earnings per share, over the entire three year
performance award cycle. The Restricted Units granted under this program vest at the end of the three year
performance award cycle.
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As of December 31, 2011, we had the following Restricted Units outstanding, including reinvested
dividends:

Shares
(in thousands)

Weighted
Average

Grant Date
Fair Value

Weighted Average Remaining
Contractual Term

(in years)
Aggregate Intrinsic
Value (in millions)

Nonvested at January 1, 2011 . . . . . . . 20,029 $62.46
Vested . . . . . . . . . . . . . . . . . . . . . . . . . (8,329) 64.68
Granted . . . . . . . . . . . . . . . . . . . . . . . . 3,895 69.53
Reinvested Dividends . . . . . . . . . . . . . 631 N/A
Forfeited / Expired . . . . . . . . . . . . . . . (387) 62.20

Nonvested at December 31, 2011 . . . . 15,839 $62.98 1.62 $1,159

Restricted Units Expected to Vest . . . 15,226 $62.90 1.60 $1,114

The fair value of each Restricted Unit is the NYSE closing price of class B common stock on the date of
grant. The weighted-average grant date fair value of Restricted Units granted during 2011, 2010, and 2009 was
$69.53, $66.36 and $56.33, respectively. The total fair value of Restricted Units vested was $557, $523 and $318
million in 2011, 2010, and 2009, respectively. As of December 31, 2011, there was $577 million of total
unrecognized compensation cost related to nonvested Restricted Units. That cost is expected to be recognized
over a weighted average period of 2 years and 6 months.

Nonqualified Stock Options

We maintain fixed stock option plans, under which options are granted to purchase shares of UPS class A
common stock. Stock options granted in connection with the Incentive Compensation Plan must have an exercise
price at least equal to the NYSE closing price of UPS class B common stock on the date the option is granted.

Executive officers and certain senior managers annually receive non-qualified stock options of which the
value is determined as a percentage of salary. Options granted generally vest over a five year period with
approximately 20% of the award vesting at each anniversary date of the grant. All options granted are subject to
earlier cancellation or vesting under certain conditions. Option holders may exercise their options via the tender
of cash or class A common stock, and new class A shares are issued upon exercise. Options granted to eligible
employees will be granted annually during the first quarter of each year.

The following is an analysis of options to purchase shares of class A common stock issued and outstanding:

Shares
(in thousands)

Weighted
Average
Exercise

Price

Weighted Average Remaining
Contractual Term

(in years)
Aggregate Intrinsic
Value (in millions)

Outstanding at January 1, 2011 . . . . . . . . . 15,302 $68.62
Exercised . . . . . . . . . . . . . . . . . . . . . . . . . . (2,208) 59.81
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . 189 74.25
Forfeited / Expired . . . . . . . . . . . . . . . . . . (84) 66.67

Outstanding at December 31, 2011 . . . . . . 13,199 $70.18 3.42 $57

Options Vested and Expected to Vest . . . . 13,117 $70.18 3.40 $57

Exercisable at December 31, 2011 . . . . . . 10,773 $70.19 2.84 $49
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The fair value of each option grant is estimated using the Black-Scholes option pricing model. The weighted
average assumptions used, by year, and the calculated weighted average fair values of options, are as follows:

2011 2010 2009

Expected dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.77% 2.70% 3.25%
Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.90% 3.30% 3.22%
Expected life in years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.5 7.5 7.5
Expected volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.26% 23.59% 23.16%
Weighted average fair value of options granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $15.92 $14.83 $10.86

Expected volatilities are based on the historical returns on our stock and the implied volatility of our
publicly-traded options. The expected dividend yield is based on the recent historical dividend yields for our
stock, taking into account changes in dividend policy. The risk-free interest rate is based on the term structure of
interest rates at the time of the option grant. The expected life represents an estimate of the period of time options
are expected to remain outstanding, and we have relied upon a combination of the observed exercise behavior of
our prior grants with similar characteristics, the vesting schedule of the grants, and an index of peer companies
with similar grant characteristics in estimating this variable.

We received cash of $92, $60 and $27 million during 2011, 2010, and 2009, respectively, from option
holders resulting from the exercise of stock options. We received a tax benefit of $6, $4 and $1 million during
2011, 2010, and 2009, respectively, from the exercise of stock options, which is reported as cash from financing
activities in the cash flow statement.

The total intrinsic value of options exercised during 2011, 2010, and 2009 was $31, $18 and $5 million,
respectively. As of December 31, 2011, there was $4 million of total unrecognized compensation cost related to
nonvested options. That cost is expected to be recognized over a weighted average period of 1 year and
11 months.

The following table summarizes information about stock options outstanding and exercisable at
December 31, 2011:

Options Outstanding Options Exercisable

Exercise Price Range
Shares

(in thousands)
Average Life

(in years)

Average
Exercise

Price
Shares

(in thousands)

Average
Exercise

Price

$50.01 - $60.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . 244 7.35 $55.83 109 $55.83
$60.01 - $70.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,377 1.31 61.78 3,246 61.57
$70.01 - $80.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,378 3.98 71.30 5,218 71.34
$80.01 - $90.00 . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,200 4.33 80.92 2,200 80.92

13,199 3.42 $70.18 10,773 $70.19

Discounted Employee Stock Purchase Plan

We maintain an employee stock purchase plan for all eligible employees, which was modified in 2009.
Under the modified plan, shares of UPS class A common stock may be purchased at quarterly intervals at 95% of
the NYSE closing price of UPS class B common stock on the last day of each quarterly period. Prior to the
modification in the second quarter of 2009, shares could be purchased at quarterly intervals at 90% of the lower
of the NYSE closing price of the UPS class B common stock on the first or the last day of each quarterly period.
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Employees purchased 1.3, 1.5 and 0.6 million shares at average prices of $66.86, $57.98 and $44.30 per share
during 2011, 2010, and 2009, respectively. Subsequent to the modification, the plan is no longer considered to be
compensatory, and therefore no compensation cost is measured for the modified employees’ purchase rights.
Prior to the modification, compensation cost was measured for the fair value of employees’ purchase rights under
our discounted employee stock purchase plan using the Black-Scholes option pricing model, and we determined
the weighted average fair value of the employee purchase rights to be $7.52 per share for 2009.

NOTE 12. SEGMENT AND GEOGRAPHIC INFORMATION

We report our operations in three segments: U.S. Domestic Package operations, International Package
operations and Supply Chain & Freight operations. Package operations represent our most significant business
and are broken down into regional operations around the world. Regional operations managers are responsible
for both domestic and export operations within their geographic area.

U.S. Domestic Package

Domestic Package operations include the time-definite delivery of letters, documents and packages
throughout the United States.

International Package

International Package operations include delivery to more than 220 countries and territories worldwide,
including shipments wholly outside the United States, as well as shipments with either origin or destination
outside the United States. Our International Package reporting segment includes the operations of our Europe,
Asia and Americas operating segments.

Supply Chain & Freight

Supply Chain & Freight includes our forwarding and logistics operations, UPS Freight and other aggregated
business units. Our forwarding and logistics business provides services in more than 195 countries and territories
worldwide, and includes supply chain design and management, freight distribution, customs brokerage, mail and
consulting services. UPS Freight offers a variety of LTL and TL services to customers in North America. Other
aggregated business units within this segment include Mail Boxes Etc. (the franchisor of Mail Boxes Etc. and
The UPS Store) and UPS Capital.

In evaluating financial performance, we focus on operating profit as a segment’s measure of profit or loss.
Operating profit is before investment income, interest expense and income taxes. The accounting policies of the
reportable segments are the same as those described in the summary of accounting policies (see Note 1), with
certain expenses allocated between the segments using activity-based costing methods. Unallocated assets are
comprised primarily of cash, marketable securities, and certain investment partnerships.
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Segment information as of, and for the years ended, December 31 is as follows (in millions):

2011 2010 2009

Revenue:
U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $31,717 $29,742 $28,158
International Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,249 11,133 9,699
Supply Chain & Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,139 8,670 7,440

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $53,105 $49,545 $45,297

Operating Profit:
U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,764 $ 3,238 $ 1,919
International Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,709 1,831 1,279
Supply Chain & Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 607 572 310

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,080 $ 5,641 $ 3,508

Assets:
U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $19,300 $18,425 $18,572
International Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,729 6,228 5,882
Supply Chain & Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,588 6,283 6,620
Unallocated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,084 2,661 809

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $34,701 $33,597 $31,883

Depreciation and Amortization Expense:
U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,154 $ 1,174 $ 1,064
International Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 474 443 500
Supply Chain & Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 154 175 183

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,782 $ 1,792 $ 1,747

Revenue by product type for the years ended December 31 is as follows (in millions):

2011 2010 2009

U.S. Domestic Package:
Next Day Air . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,229 $ 5,835 $ 5,456
Deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,299 2,975 2,859
Ground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,189 20,932 19,843

Total U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,717 29,742 28,158
International Package:

Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,628 2,365 2,111
Export . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,056 8,234 7,176
Cargo . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 565 534 412

Total International Package . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,249 11,133 9,699
Supply Chain & Freight:

Forwarding and Logistics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,103 6,022 5,080
Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,563 2,208 1,943
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 473 440 417

Total Supply Chain & Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,139 8,670 7,440

Consolidated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $53,105 $49,545 $45,297
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Geographic information as of, and for the years ended, December 31 is as follows (in millions):

2011 2010 2009

United States:
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $39,347 $36,795 $34,375
Long-lived assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $16,085 $16,693 $17,336

International:
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $13,758 $12,750 $10,922
Long-lived assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,220 $ 5,047 $ 4,935

Consolidated:
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $53,105 $49,545 $45,297
Long-lived assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $21,305 $21,740 $22,271

Long-lived assets include property, plant and equipment, pension and postretirement benefit assets, long-
term investments, goodwill, and intangible assets.

No countries outside of the United States, nor any individual customers, provided 10% or more of
consolidated revenue in 2011, 2010 or 2009.

NOTE 13. INCOME TAXES

The income tax expense (benefit) for the years ended December 31 consists of the following (in millions):

2011 2010 2009

Current:
U.S. Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,371 $ 776 $ 715
U.S. State and Local . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121 119 30
Non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 166 161 147

Total Current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,658 1,056 892
Deferred:

U.S. Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 262 828 137
U.S. State and Local . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44 98 21
Non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 (30) 55

Total Deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 314 896 213

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,972 $1,952 $1,105

Income before income taxes includes the following components (in millions):

2011 2010 2009

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,309 $4,586 $2,750
Non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 467 704 323

$5,776 $5,290 $3,073
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A reconciliation of the statutory federal income tax rate to the effective income tax rate for the years ended
December 31 consists of the following:

2011 2010 2009

Statutory U.S. federal income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.0% 35.0% 35.0%
U.S. state and local income taxes (net of federal benefit) . . . . . . . . . . . . . . . . . . . 2.0 2.4 1.2
Non-U.S. tax rate differential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.4) (0.7) (1.6)
Nondeductible/nontaxable items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.1) 0.3 1.0
U.S. federal tax credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.7) (1.9) (3.5)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.7) 1.8 3.9

Effective income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34.1% 36.9% 36.0%

Our effective tax rate declined to 34.1% in 2011 compared with 36.9% in 2010 as a result of several factors,
including the change in the tax status of a subsidiary, changes in deferred tax asset valuation allowances, and the
relative proportion of taxable income in certain non-U.S. jurisdictions, among other factors.

In 2011, we had a higher proportion of our total taxable income in certain non-U.S. jurisdictions, where
corporate tax rates are generally lower, compared with 2010. Additionally in 2011, we recognized a reduction in
income tax expense related to favorable developments with U.S. state tax audit and litigation matters and
adjustments of estimated 2010 accruals upon filing the 2010 U.S. federal income tax return.

In the third quarter of 2010, we recognized a $40 million tax benefit associated with the release of a
valuation allowance against deferred tax assets in our international package operations, partially offset by tax
provided for interest earned on refunds.

In the first quarter of 2010, we changed the tax status of a German subsidiary that was taxable in the U.S.
and its local jurisdiction to one that is taxed solely in its local jurisdiction. This change was made primarily to
allow for more flexibility in funding this subsidiary’s operations with local liquidity sources, improve the cash
flow position in the U.S., and help mitigate future currency remeasurement risk. As a result of this change in tax
status, we recorded a non-cash charge of $76 million, which resulted primarily from the write-off of related
deferred tax assets which will not be realizable following the change in tax status.
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Deferred tax liabilities and assets are comprised of the following at December 31 (in millions):

2011 2010

Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,607 $3,335
Goodwill and intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 951 853
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 554 562

Gross deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,112 4,750

Pension and postretirement benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,106 1,864
Loss and credit carryforwards (non-U.S. and state) . . . . . . . . . . . . . . . . . . . . . . . . . 259 295
Insurance reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 696 655
Vacation pay accrual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 208 191
Stock compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 211 242
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 635 568

Gross deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,115 3,815
Deferred tax assets valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (205) (207)

Net deferred tax asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,910 3,608

Net deferred tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,202 $1,142

Amounts recognized in the consolidated balance sheets:
Current deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 611 $ 659

Current deferred tax liabilities (included in other current liabilities) . . . . . . . . . . . . $ 31 $ 28

Non-current deferred tax assets (included in other non-current assets) . . . . . . . . . . $ 118 $ 97

Non-current deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,900 $1,870

The valuation allowance changed by $2, $30, and $(120) million during the years ended December 31,
2011, 2010 and 2009, respectively.

We have U.S. state and local operating loss and credit carryforwards as follows (in millions):

2011 2010

U.S. state and local operating loss carryforwards . . . . . . . . . . . . . . . . . . . . . . . . . . . . $859 $1,088
U.S. state and local credit carryforwards . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 77 $ 74

The operating loss carryforwards expire at varying dates through 2031. The state credits can be carried
forward for periods ranging from three years to indefinitely.

We also have non-U.S. loss carryforwards of approximately $788 million as of December 31, 2011, the
majority of which may be carried forward indefinitely. As indicated in the table above, we have established a
valuation allowance for certain non-U.S. and state loss carryforwards, due to the uncertainty resulting from a lack
of previous taxable income within the applicable tax jurisdictions.

Undistributed earnings of foreign subsidiaries amounted to approximately $3.161 billion at December 31,
2011. Those earnings are considered to be indefinitely reinvested and, accordingly, no deferred income taxes
have been provided thereon. Upon distribution of those earnings in the form of dividends or otherwise, we would
be subject to income taxes and withholding taxes payable in various jurisdictions, which could potentially be
offset by foreign tax credits. Determination of the amount of unrecognized deferred income tax liability is not
practicable because of the complexities associated with its hypothetical calculation.
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The following table summarizes the activity related to our unrecognized tax benefits (in millions):

Tax Interest Penalties

Balance at January 1, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 388 $ 97 $ 10
Additions for tax positions of the current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 — —
Additions for tax positions of prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76 27 2
Reductions for tax positions of prior years for:

Changes based on facts and circumstances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (214) (34) (3)
Settlements during the period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (23) (4) —
Lapses of applicable statute of limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) — (1)

Balance at December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 266 86 8

Additions for tax positions of the current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 — —
Additions for tax positions of prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45 25 2
Reductions for tax positions of prior years for:

Changes based on facts and circumstances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (27) (10) (3)
Settlements during the period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6) (3) —
Lapses of applicable statute of limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10) (3) —

Balance at December 31, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 284 95 7

Additions for tax positions of the current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 — —
Additions for tax positions of prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 6 —
Reductions for tax positions of prior years for:

Changes based on facts and circumstances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (50) (9) (2)
Settlements during the period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) (19) (1)
Lapses of applicable statute of limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) — (1)

Balance at December 31, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 252 $ 73 $ 3

The total amount of gross unrecognized tax benefits as of December 31, 2011, 2010 and 2009 that, if
recognized, would affect the effective tax rate was $247, $283 and $243 million, respectively. We also had gross
recognized tax benefits of $291, $326 and $329 million recorded as of December 31, 2011, 2010 and 2009,
respectively, associated with outstanding refund claims for prior tax years. Therefore, we had a net receivable
recorded with respect to prior years’ income tax matters in the accompanying consolidated balance sheets.
Additionally, we have recognized a receivable for interest of $27, $32 and $56 million for the recognized tax
benefits associated with outstanding refund claims as of December 31, 2011, 2010 and 2009, respectively. Our
continuing practice is to recognize interest and penalties associated with income tax matters as a component of
income tax expense.

We file income tax returns in the U.S. federal jurisdiction, most U.S. state and local jurisdictions, and many
non-U.S. jurisdictions. We have substantially resolved all U.S. federal income tax matters for tax years prior to
2005. During the fourth quarter of 2010, we received a refund of $139 million as a result of the resolution of tax
years 2003 through 2004 with the IRS Appeals Office. We have filed all required U.S. state and local returns
reporting the result of the resolution of the U.S. federal income tax audit of the tax years 2003 and 2004. A
limited number of U.S. state and local matters are the subject of ongoing audits, administrative appeals or
litigation.

A number of years may elapse before an uncertain tax position is audited and ultimately settled. It is
difficult to predict the ultimate outcome or the timing of resolution for uncertain tax positions. It is reasonably
possible that the amount of unrecognized tax benefits could significantly increase or decrease within the next
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twelve months. Items that may cause changes to unrecognized tax benefits include the timing of interest
deductions and the allocation of income and expense between tax jurisdictions. These changes could result from
the settlement of ongoing litigation, the completion of ongoing examinations, the expiration of the statute of
limitations, or other unforeseen circumstances. At this time, an estimate of the range of the reasonably possible
change cannot be made.

In June 2011, we received IRS reports covering income taxes and excise taxes for tax years 2005 through
2007 and 2003 through 2007, respectively. The reports propose assessments related to amounts paid for software,
research credit expenditures and deductibility of financing and post-acquisition integration costs as well as taxes
on amounts paid for air transportation. Receipt of the reports represents only the conclusion of the examination
process. We disagree with the proposed assessments related to these matters. Therefore, we have filed protests
and protective tax refund claims. During the third quarter of 2011, the IRS responded to our protests and
forwarded the cases to IRS Appeals. There are multiple factors that prevent us from being able to estimate the
amount of loss, if any, that may result from these matters including: (1) we are vigorously defending these
matters and believe that we have a number of meritorious legal defenses; (2) we have filed refund claims in
excess of the proposed assessments; (3) there are unresolved questions of law and fact that could be of
importance to the ultimate resolutions of these matters, including the calculation of any additional taxes and/or
tax refunds; and (4) these matters are at the initial stage of a multi-level administrative appeals process that may
ultimately be resolved by litigation. Accordingly, at this time, we are not able to estimate a possible loss or range
of loss that may result from these matters or to determine whether such loss, if any, would have a material
adverse effect on our financial condition, results of operations or liquidity.

NOTE 14. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share (in millions, except
per share amounts):

2011 2010 2009

Numerator:
Net income attributable to common shareowners . . . . . . . . . . . . . . . . . . . . . . . . . $3,804 $3,338 $1,968

Denominator:
Weighted average shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 977 991 995
Deferred compensation obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 2 2
Vested portion of restricted shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 1 1

Denominator for basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 981 994 998

Effect of dilutive securities:
Restricted performance units . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 3 2
Restricted stock units . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 6 4
Stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 — —

Denominator for diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 991 1,003 1,004

Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.88 $ 3.36 $ 1.97

Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.33 $ 1.96

Diluted earnings per share for the years ended December 31, 2011, 2010, and 2009 exclude the effect of 7.4,
11.1 and 17.4 million shares, respectively, of common stock that may be issued upon the exercise of employee
stock options because such effect would be antidilutive.
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NOTE 15. DERIVATIVE INSTRUMENTS AND RISK MANAGEMENT

Risk Management Policies

We are exposed to market risk, primarily related to foreign exchange rates, commodity prices and interest
rates. These exposures are actively monitored by management. To manage the volatility relating to certain of
these exposures, we enter into a variety of derivative financial instruments. Our objective is to reduce, where it is
deemed appropriate to do so, fluctuations in earnings and cash flows associated with changes in foreign currency
rates, commodity prices and interest rates. It is our policy and practice to use derivative financial instruments
only to the extent necessary to manage exposures. As we use price sensitive instruments to hedge a certain
portion of our existing and anticipated transactions, we expect that any loss in value for those instruments
generally would be offset by increases in the value of those hedged transactions. We do not hold or issue
derivative financial instruments for trading or speculative purposes.

Credit Risk Management

The forward contracts, swaps and options discussed below contain an element of risk that the counterparties
may be unable to meet the terms of the agreements. However, we minimize such risk exposures for these
instruments by limiting the counterparties to banks and financial institutions that meet established credit
guidelines, and monitoring counterparty credit risk to prevent concentrations of credit risk with any single
counterparty.

We have agreements with substantially all of our active counterparties containing early termination rights
and/or bilateral collateral provisions whereby cash is required whenever the net fair value of derivatives
associated with those counterparties exceed specific thresholds. Events, such as a credit rating downgrade
(depending on the ultimate rating level) would typically require an increase in the amount of collateral required
of the counterparty and/or allow us to take additional protective measures such as early termination of trades. At
December 31, 2011, we held cash collateral of $55 million under these agreements.

In connection with the agreements described above, we could also be required to provide additional
collateral or terminate transactions with certain counterparties in the event of a downgrade of our debt rating. The
amount of additional collateral is a fixed incremental amount. At December 31, 2011 the aggregate fair value of
the instruments covered by these contractual features that were in a net liability position was $10 million. The
Company has never been required to post any collateral as a result of these contractual features.

We have not historically incurred, and do not expect to incur in the future, any losses as a result of
counterparty default.

Accounting Policy for Derivative Instruments

We recognize all derivative instruments as assets or liabilities in the consolidated balance sheets at fair
value. The accounting for changes in the fair value of a derivative instrument depends on whether it has been
designated and qualifies as part of a hedging relationship and, further, on the type of hedging relationship. For
those derivative instruments that are designated and qualify as hedging instruments, a company must designate
the derivative, based upon the exposure being hedged, as a cash flow hedge, a fair value hedge or a hedge of a net
investment in a foreign operation.

A cash flow hedge refers to hedging the exposure to variability in expected future cash flows that is
attributable to a particular risk. For derivative instruments that are designated and qualify as a cash flow hedge,

115



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

the effective portion of the gain or loss on the derivative instrument is reported as a component of AOCI, and
reclassified into earnings in the same period during which the hedged transaction affects earnings. The remaining
gain or loss on the derivative instrument in excess of the cumulative change in the present value of future cash
flows of the hedged item, or hedge components excluded from the assessment of effectiveness, are recognized in
the statements of consolidated income during the current period.

A fair value hedge refers to hedging the exposure to changes in the fair value of an existing asset or liability
on the consolidated balance sheets that is attributable to a particular risk. For derivative instruments that are
designated and qualify as a fair value hedge, the gain or loss on the derivative instrument is recognized in the
statements of consolidated income during the current period, as well as the offsetting gain or loss on the hedged
item.

A net investment hedge refers to the use of cross currency swaps, forward contracts or foreign currency
denominated debt to hedge portions of our net investments in foreign operations. For hedges that meet the
effectiveness requirements, the net gains or losses attributable to changes in spot exchange rates are recorded in
the cumulative translation adjustment within AOCI. The remainder of the change in value of such instruments is
recorded in earnings.

Types of Hedges

Commodity Risk Management

Currently, the fuel surcharges that we apply to our domestic and international package and LTL services are
the primary means of reducing the risk of adverse fuel price changes on our business. We periodically enter into
option contracts on energy commodity products to manage the price risk associated with forecasted transactions
involving refined fuels, principally jet-A, diesel and unleaded gasoline. The objective of the hedges is to reduce
the variability of cash flows, due to changing fuel prices, associated with the forecasted transactions involving
those products. We have designated and account for these contracts as cash flow hedges of the underlying
forecasted transactions involving these fuel products and, therefore, the resulting gains and losses from these
hedges are recognized as a component of fuel expense or revenue when the underlying transactions occur.

Foreign Currency Risk Management

To protect against the reduction in value of forecasted foreign currency cash flows from our international
package business, we maintain a foreign currency cash flow hedging program. Our most significant foreign
currency exposures relate to the Euro, the British Pound Sterling and the Canadian Dollar. We hedge portions of
our forecasted revenue denominated in foreign currencies with option contracts. We have designated and account
for these contracts as cash flow hedges of anticipated foreign currency denominated revenue and, therefore, the
resulting gains and losses from these hedges are recognized as a component of international package revenue
when the underlying sales transactions occur.

We also hedge portions of our anticipated cash settlements of intercompany transactions subject to foreign
currency remeasurement using foreign currency forward contracts. We have designated and account for these
contracts as cash flow hedges of forecasted foreign currency denominated transactions, and therefore the
resulting gains and losses from these hedges are recognized as a component of other operating expense when the
underlying transactions are subject to currency remeasurement.

We have foreign currency denominated debt obligations and capital lease obligations associated with our
aircraft. For some of these debt obligations and leases, we hedge the foreign currency denominated contractual
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payments using cross-currency interest rate swaps, which effectively convert the foreign currency denominated
contractual payments into U.S. Dollar denominated payments. We have designated and account for these swaps
as cash flow hedges of the forecasted contractual payments and, therefore, the resulting gains and losses from
these hedges are recognized in the statements of consolidated income when the currency remeasurement gains
and losses on the underlying debt obligations and leases are incurred.

Interest Rate Risk Management

Our indebtedness under our various financing arrangements creates interest rate risk. We use a combination
of derivative instruments, including interest rate swaps and cross-currency interest rate swaps, as part of our
program to manage the fixed and floating interest rate mix of our total debt portfolio and related overall cost of
borrowing. The notional amount, interest payment and maturity dates of the swaps match the terms of the
associated debt being hedged. Interest rate swaps allow us to maintain a target range of floating rate debt within
our capital structure.

We have designated and account for interest rate swaps that convert fixed rate interest payments into
floating rate interest payments as hedges of the fair value of the associated debt instruments. Therefore, the gains
and losses resulting from fair value adjustments to the interest rate swaps and fair value adjustments to the
associated debt instruments are recorded to interest expense in the period in which the gains and losses occur. We
have designated and account for interest rate swaps that convert floating rate interest payments into fixed rate
interest payments as cash flow hedges of the forecasted payment obligations. The gains and losses resulting from
fair value adjustments to the interest rate swap are recorded to AOCI.

We periodically hedge the forecasted fixed-coupon interest payments associated with anticipated debt
offerings, using forward starting interest rate swaps, interest rate locks or similar derivatives. These agreements
effectively lock a portion of our interest rate exposure between the time the agreement is entered into and the
date when the debt offering is completed, thereby mitigating the impact of interest rate changes on future interest
expense. These derivatives are settled commensurate with the issuance of the debt, and any gain or loss upon
settlement is amortized as an adjustment to the effective interest yield on the debt.

Outstanding Positions

The notional amounts of our outstanding derivative positions were as follows:

December 31, 2011
Notional Value

December 31, 2010
Notional Value

Currency Hedges:
Euro . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . € 1,685 € 1,732
British Pound Sterling . . . . . . . . . . . . . . . . . . . . . . . . . £ 870 £ 871
Canadian Dollar . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C$ 318 C$ 289

Interest Rate Hedges:
Fixed to Floating Interest Rate Swaps . . . . . . . . . . . . . $ 6,424 $ 6,000
Floating to Fixed Interest Rate Swaps . . . . . . . . . . . . . $ 791 $ 53

As of December 31, 2011, we had no outstanding commodity hedge positions. The maximum term over
which we are hedging exposures to the variability of cash flow is 39 years.
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Balance Sheet Recognition

The following table indicates the location on the balance sheet in which our derivative assets and liabilities
have been recognized, and the related fair values of those derivatives (in millions). The table is segregated
between those derivative instruments that qualify and are designated as hedging instruments and those that are
not, as well as by type of contract and whether the derivative is in an asset or liability position.

Asset Derivatives Balance Sheet Location

Fair Value
Hierarchy

Level
December 31, 2011

Fair Value
December 31, 2010

Fair Value

Derivatives designated as hedges:
Foreign exchange contracts . . . . . . . . Other current assets Level 2 $164 $ 36
Interest rate contracts . . . . . . . . . . . . . Other non-current assets Level 2 401 182
Derivatives not designated as

hedges:
Foreign exchange contracts . . . . . . . . Other current assets Level 2 2 —
Interest rate contracts . . . . . . . . . . . . . Other non-current assets Level 2 82 —

Total Asset Derivatives . . . . . . . $649 $218

Liability Derivatives Balance Sheet Location

Fair Value
Hierarchy

Level
December 31, 2011

Fair Value
December 31, 2010

Fair Value

Derivatives designated as hedges:
Foreign exchange contracts . . . . . . . . Other current liabilities Level 2 $— $ 9
Foreign exchange contracts . . . . . . . . Other non-current liabilities Level 2 185 99
Interest rate contracts . . . . . . . . . . . . . Other non-current liabilities Level 2 13 29
Derivatives not designated as

hedges:
Foreign exchange contracts . . . . . . . . Other current liabilities Level 2 — 3
Interest rate contracts . . . . . . . . . . . . . Other non-current liabilities Level 2 10 1

Total Liability Derivatives . . . . . $208 $141
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Income Statement Recognition

The following table indicates the amount and location in the statements of consolidated income in which
derivative gains and losses, as well as the related amounts reclassified from AOCI, have been recognized for
those derivatives designated as cash flow hedges for the years ended December 31, 2011 and 2010 (in millions):

Derivative Instruments in Cash
Flow Hedging Relationships

2011 Amount of
Gain (Loss)

Recognized in
OCI on

Derivative
(Effective
Portion)

2010 Amount of
Gain (Loss)

Recognized in
OCI on

Derivative
(Effective
Portion)

Location of Gain
(Loss) Reclassified
from Accumulated
OCI into Income

(Effective Portion)

2011 Amount of
Gain (Loss)

Reclassified from
Accumulated

OCI into Income
(Effective
Portion)

2010 Amount of
Gain (Loss)

Reclassified from
Accumulated

OCI into Income
(Effective
Portion)

Interest rate contracts . . . . $ (6) $ 7 Interest Expense $ (19) $ (18)
Foreign exchange

contracts . . . . . . . . . . . . (85) (48) Interest Expense 13 (27)
Foreign exchange

contracts . . . . . . . . . . . . 5 — Other Operating Expense — —
Foreign exchange

contracts . . . . . . . . . . . . 35 30 Revenue (101) 96
Commodity contracts . . . . 9 — Fuel Expense 9 —

Total . . . . . . . . . . . . . $(42) $ (11) $ (98) $ 51

As of December 31, 2011, $83 million of pre-tax gains related to cash flow hedges that are currently
deferred in AOCI are expected to be reclassified to income over the 12 month period ended December 31, 2012.
The actual amounts that will be reclassified to income over the next 12 months will vary from this amount as a
result of changes in market conditions.

The amount of ineffectiveness recognized in income on derivative instruments designated in cash flow
hedging relationships was immaterial for the years ended December 31, 2011, 2010 and 2009.

The following table indicates the amount and location in the statements of consolidated income in which
derivative gains and losses, as well as the associated gains and losses on the underlying exposure, have been
recognized for those derivatives designated as fair value hedges for the years ended December 31, 2011 and 2010
(in millions):

Derivative Instruments in
Fair Value Hedging
Relationships

Location of
Gain (Loss)

Recognized in
Income

2011
Amount of

Gain
(Loss)

Recognized
in Income

2010
Amount of

Gain
(Loss)

Recognized
in Income

Hedged Items in
Fair Value Hedging

Relationships

Location of Gain
(Loss)

Recognized in
Income

2011
Amount of

Gain
(Loss)

Recognized
in Income

2010
Amount of

Gain
(Loss)

Recognized
in Income

Interest rate
contracts . . . . . . . . . . Interest Expense $320 $134

Fixed-Rate Debt
and Capital Leases Interest Expense $(320) $(134)

Additionally, we maintain some foreign exchange forward and interest rate swap contracts that are not
designated as hedges. These foreign exchange forward contracts are intended to provide an economic offset to
foreign currency remeasurement risks for certain assets and liabilities in our consolidated balance sheets. These
interest rate swap contracts are intended to provide an economic hedge of a portfolio of interest bearing
receivables. The income statement impact of these hedges was not material for any period presented.

We also periodically terminate interest rate swaps and foreign currency options by entering into offsetting
swap and foreign currency positions with different counterparties. As part of this process, we de-designate our
original swap and foreign currency contracts. These transactions provide an economic offset that effectively
eliminates the effects of changes in market valuation.
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The following is a summary of the amounts recorded in the statements of consolidated income related to fair
value changes and settlements of these foreign currency forward and interest rate swap contracts not designated
as hedges for the years ended December 31, 2011 and 2010 (in millions):

Derivative Instruments Not Designated in
Hedging Relationships

Location of Gain
(Loss) Recognized

in Income

2011 Amount
of Gain
(Loss)

Recognized in
Income

2010 Amount
of Gain
(Loss)

Recognized in
Income

Foreign Exchange Contracts . . . . . . . . . . . . . . . . . . . . . Other Operating Expenses $ 2 $ 13
Interest Rate Swap Contracts . . . . . . . . . . . . . . . . . . . . Interest Expense (8) —

Fair Value Measurements

Our foreign currency, interest rate and energy derivatives are largely comprised of over-the-counter
derivatives, which are primarily valued using pricing models that rely on market observable inputs such as yield
curves, currency exchange rates and commodity forward prices, and therefore are classified as Level 2. The fair
values of our derivative assets and liabilities as of December 31, 2011 and 2010 by hedge type are as follows (in
millions):

Quoted Prices in
Active Markets for

Identical Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Balance as of
December 31, 2011

2011:
Assets
Foreign Exchange Contracts . . . . . . . . . . . . . . . $— $166 $— $166
Interest Rate Contracts . . . . . . . . . . . . . . . . . . . . — 483 — 483

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $— $649 $— $649

Liabilities
Foreign Exchange Contracts . . . . . . . . . . . . . . . $— $185 $— $185
Interest Rate Contracts . . . . . . . . . . . . . . . . . . . . — 23 — 23

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $— $208 $— $208

Quoted Prices in
Active Markets for

Identical Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Balance as of
December 31, 2010

2010:
Assets
Foreign Exchange Contracts . . . . . . . . . . . . . . . $— $ 36 $— $ 36
Interest Rate Contracts . . . . . . . . . . . . . . . . . . . . — 182 — 182

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $— $218 $— $218

Liabilities
Foreign Exchange Contracts . . . . . . . . . . . . . . . $— $111 $— $111
Interest Rate Contracts . . . . . . . . . . . . . . . . . . . . — 30 — 30

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $— $141 $— $141
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NOTE 16. RESTRUCTURING COSTS AND BUSINESS DISPOSITIONS

We have incurred restructuring costs associated with the termination of employees, facility consolidations
and other costs directly related to restructuring initiatives. These initiatives have resulted from the integration of
acquired companies, as well as restructuring activities associated with cost containment and operational
efficiency programs. Additionally, we have sold or shut-down certain non-core business units in 2010, and
recorded gains or losses upon the sale, as well as costs associated with each transaction.

Supply Chain & Freight—Germany

In February 2010, we completed the sale of a specialized transportation and express freight business in
Germany within our Supply Chain & Freight segment. As part of the sale transaction, we incurred certain costs
associated with employee severance payments, other employee benefits, transition services, and leases on
operating facilities and equipment. Additionally, we provided a guarantee for a period of two years from the date
of sale for certain employee benefit payments being assumed by the buyer. We recorded a pre-tax loss of $51
million ($47 million after-tax) for this transaction in 2010, which included the costs associated with the sale
transaction and the fair value of the guarantee. This loss is recorded in the caption “other expenses” in the
statements of consolidated income.

Supply Chain & Freight—United States

In December 2010, we completed the sale of our UPS Logistics Technologies, Inc. business unit, which
produced transportation routing and fleet management systems. We recognized a $71 million pre-tax gain on the
sale ($44 million after tax), which is included in the caption “other expenses” in the consolidated income
statement, and is included in the results of our Supply Chain & Freight segment. The operating results of the UPS
Logistics Technologies, Inc business unit were not material to our consolidated or segment operating results in
any of the periods presented.

U.S. Domestic Package Restructuring

In an effort to improve performance in the U.S. Domestic Package segment, we announced a program to
streamline our domestic management structure in January 2010. As part of this restructuring, we reduced the
number of domestic districts and regions in our U.S. small package operation in order to better align our
operations geographically and allow more local decision-making and resources to be deployed for our customers.
Effective in April 2010, we reduced our U.S. regions from five to three and our U.S. districts from 46 to 20. The
restructuring eliminated approximately 1,800 management and administrative positions in the U.S.
Approximately 1,100 employees were offered voluntary severance packages, while other impacted employees
received severance benefits based on length of service, and access to support programs. We recorded a pre-tax
charge of $98 million ($64 million after-tax) in the first quarter of 2010 related to the costs of this program,
which reflects the value of voluntary retirement benefits, severance benefits and unvested stock compensation.
During the remainder of 2010, we incurred additional costs related to the relocation of employees and other
restructuring activities, however those costs were offset by savings from the staffing reductions.

NOTE 17. SUBSEQUENT EVENTS

In February 2012, we acquired Kiala S.A. (“Kiala”), a Belgium-based developer of a platform that enables
e-commerce retailers to offer their shoppers the option of having goods delivered to a convenient retail location.
Kiala currently operates in Belgium, France, Luxembourg, the Netherlands and Spain. The acquisition will
broaden our service portfolio for business-to-consumer deliveries. Kiala is not material to our consolidated
financial position or results of operations.
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NOTE 18. QUARTERLY INFORMATION (unaudited)

Our revenue, segment operating profit, net income, basic and diluted earnings per share on a quarterly basis
are presented below (in millions, except per share amounts):

First Quarter Second Quarter Third Quarter Fourth Quarter

2011 2010 2011 2010 2011 2010 2011 2010

Revenue:
U.S. Domestic Package . . . . . . . . $ 7,543 $ 7,102 $ 7,737 $ 7,269 $ 7,767 $ 7,291 $ 8,670 $ 8,080
International Package . . . . . . . . . 2,900 2,639 3,139 2,771 3,057 2,676 3,153 3,047
Supply Chain & Freight . . . . . . . 2,139 1,987 2,315 2,164 2,342 2,225 2,343 2,294

Total revenue . . . . . . . . . . . . 12,582 11,728 13,191 12,204 13,166 12,192 14,166 13,421
Operating profit:

U.S. Domestic Package . . . . . . . . 880 536 997 722 1,046 994 841 986
International Package . . . . . . . . . 453 420 505 513 417 411 334 487
Supply Chain & Freight . . . . . . . 139 56 243 136 203 181 22 199

Total operating profit . . . . . 1,472 1,012 1,745 1,371 1,666 1,586 1,197 1,672
Net income . . . . . . . . . . . . . . . . . . . . . $ 915 $ 515 $ 1,092 $ 826 $ 1,072 $ 972 $ 725 $ 1,025

Earnings per share:
Basic . . . . . . . . . . . . . . . . . . . . . . $ 0.92 $ 0.52 $ 1.11 $ 0.83 $ 1.10 $ 0.98 $ 0.75 $ 1.03
Diluted . . . . . . . . . . . . . . . . . . . . . $ 0.91 $ 0.51 $ 1.09 $ 0.82 $ 1.09 $ 0.97 $ 0.74 $ 1.02

Second quarter 2011 operating profit was impacted by gains and losses on certain real estate transactions,
including a $15 million loss in the U.S. Domestic Package segment and a $48 million gain in the Supply Chain &
Freight segment. The combined impact of these transactions increased net income by $20 million, and basic and
diluted earnings per share by $0.02.

Fourth quarter 2011 operating profit was impacted by a mark-to-market loss on our pension and
postretirement benefit plans related to the remeasurement of plan assets and liabilities recognized outside of a
10% corridor of $827 million (allocated as follows—U.S. Domestic Package $479 million, International Package
$171 million, Supply Chain & Freight $177 million). This loss reduced net income by $527 million, and basic
and diluted earnings per share by $0.54.

First quarter 2010 U.S. Domestic Package operating profit includes a $98 million restructuring charge
related to the reorganization of our domestic management structure, as discussed in Note 16. First quarter 2010
Supply Chain & Freight operating profit includes a $38 million loss on the sale of a specialized transportation
business in Germany, also discussed in Note 16. Additionally, first quarter 2010 net income includes a $76
million charge to income tax expense, resulting from a change in the tax filing status of a German subsidiary, as
discussed in Note 13. The combined impact of these items reduced net income by $175 million, basic earnings
per share by $0.17, and diluted earnings per share by $0.18.

Third quarter 2010 U.S. Domestic Package operating profit includes a $109 million gain on the sale of real
estate. This gain increased net income by $61 million, and basic and diluted earnings per share by $0.06.

Fourth quarter 2010 Supply Chain & Freight operating profit includes a $71 million gain on the sale of UPS
Logistics Technologies and a $13 million loss related to a financial guarantee associated with the specialized
transportation business sold in the first quarter of 2010, which are discussed in Note 16. Additionally, fourth
quarter 2010 operating profit was impacted by a mark-to-market loss on our pension and postretirement benefit
plans related to the remeasurement of plan assets and liabilities recognized outside of a 10% corridor of
$112 million (allocated as follows—U.S. Domestic Package $31 million, International Package $42 million,
Supply Chain & Freight $39 million). The combined impact of these items decreased net income by $43 million,
and basic and diluted earnings per share by $0.04.
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As discussed in Note 1, our operating profit, net income and earnings per share have all been revised for the
retrospective application of our changes in accounting policies for recognizing the expense associated with our
pension and postretirement benefit plans. The impact of these accounting policy changes revised our previously
reported information by the following (in millions, except per share amounts):

Increase (Reduction) to Previously-Reported
Information

First Quarter Second Quarter Third Quarter Fourth Quarter

2011 2010 2011 2010 2011 2010 2011 2010

Operating profit:
U.S. Domestic Package . . . . . . . . . . . . . . . . . . . . . $ 31 $ (26) $ 31 $ (26) $ 31 $ (26) $ (448) $ (57)
International Package . . . . . . . . . . . . . . . . . . . . . . 7 (7) 8 (8) 8 (8) (163) (50)
Supply Chain & Freight . . . . . . . . . . . . . . . . . . . . 8 3 8 3 8 4 (169) (35)

Total operating profit . . . . . . . . . . . . . . . . . . . 46 (30) 47 (31) 47 (30) (780) (142)
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 30 $ (18) $ 29 $ (19) $ 30 $ (19) $ (498) $ (94)

Earnings per share:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $0.03 $(0.02) $0.03 $(0.02) $0.03 $(0.02) $(0.51) $(0.10)
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $0.03 $(0.02) $0.02 $(0.02) $0.03 $(0.02) $(0.51) $(0.09)

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures:

As of the end of the period covered by this report, management, including our chief executive officer and
chief financial officer, evaluated the effectiveness of the design and operation of our disclosure controls and
procedures and internal controls over financial reporting. Based upon, and as of the date of, the evaluation, our
chief executive officer and chief financial officer concluded that the disclosure controls and procedures and
internal controls over financial reporting were effective to ensure that information required to be disclosed in the
reports we file and submit under the Exchange Act is recorded, processed, summarized and reported as and when
required and is accumulated and communicated to our management, including the Chief Executive Officer and
Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting:

There were no changes in the Company’s internal controls over financial reporting during the quarter ended
December 31, 2011 that have materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting:

UPS management is responsible for establishing and maintaining adequate internal controls over financial
reporting for United Parcel Service, Inc. and its subsidiaries (the “Company”). Based on the criteria for effective
internal control over financial reporting established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, management has assessed the Company’s
internal control over financial reporting as effective as of December 31, 2011. The independent registered public
accounting firm of Deloitte & Touche LLP, as auditors of the consolidated balance sheets of United Parcel
Service, Inc. and its subsidiaries as of December 31, 2011 and the related consolidated statements of income,
comprehensive income and cash flows for the year ended December 31, 2011, has issued an attestation report on
the Company’s internal control over financial reporting, which is included herein.

United Parcel Service, Inc.
February 27, 2012

Item 9B. Other Information

None.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

Executive Officers of the Registrant

Name and Office Age

Principal Occupation
and Employment For
the Last Five Years

David P. Abney . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President and Chief Operating
Officer

56 Senior Vice President and Chief Operating Officer
(2007 – present), President, UPS Airlines (2007 –
2008), Senior Vice President and President, UPS
International (2003 – 2007).

David A. Barnes . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President and Chief Information
Officer

56 Senior Vice President and Chief Information
Officer (2005 – present).

Daniel J. Brutto . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President and President, UPS
International

55 Senior Vice President and President, UPS
International (2008 – present), President, Global
Freight Forwarding (2006 – 2007), Corporate
Controller (2004 – 2006).

D. Scott Davis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Chairman and Chief Executive Officer

60 Chairman and Chief Executive Officer (2008 –
present), Vice Chairman (2006 – 2007), Senior
Vice President, Chief Financial Officer and
Treasurer (2001 – 2007), Director (2006 –
present).

Alan Gershenhorn . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President

53 Senior Vice President, Worldwide Sales,
Marketing and Strategy (2011 – present), Senior
Vice President, Worldwide Sales and Marketing
(2008 – 2010), Senior Vice President and
President, UPS International (2007), President,
UPS Supply Chain Solutions – Asia and Europe
(2006).

Myron Gray . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President

54 Senior Vice President, U.S. Operations (2009 –
present), Vice President, Americas Region (2008 –
2009), Vice President, North Central Region (2004
– 2008).

Allen E. Hill * . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President

56 Senior Vice President, Human Resources (2007 –
present), Senior Vice President, Human Resources
and Public Affairs (2006), Senior Vice President,
General Counsel and Corporate Secretary (2004 –
2006).

Kurt P. Kuehn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President and Chief Financial
Officer

57 Senior Vice President and Chief Financial Officer
(2008 – present), Treasurer (2008 – 2010), Senior
Vice President, Worldwide Sales and Marketing
(2004 – 2007).

Teri P. McClure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President, General Counsel and
Corporate Secretary

48 Senior Vice President of Legal, Compliance and
Public Affairs, General Counsel and Corporate
Secretary (2006 – present), Corporate Legal
Department Manager (2005 – 2006).
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Name and Office Age

Principal Occupation
and Employment For
the Last Five Years

John J. McDevitt . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President

53 Senior Vice President, Human Resources and
Labor Relations (2012 – Present), Senior Vice
President, Global Transportation Services and
Labor Relations (2005 – 2011).

Christine M. Owens . . . . . . . . . . . . . . . . . . . . . . . . . . .
Senior Vice President

56 Senior Vice President, Communications and Brand
Management (2005 – present).

* Allen Hill announced his retirement from UPS, effective March 2012.

Information about our directors is presented under the caption “Election of Directors” in our definitive
Proxy Statement for the Annual Meeting of Shareowners to be held on May 3, 2012 and is incorporated herein by
reference.

Information about our Audit Committee is presented under the caption “Election of Directors—Committees
of the Board of Directors—Audit Committee” in our definitive Proxy Statement for the Annual Meeting of
Shareowners to be held on May 3, 2012 and is incorporated herein by reference.

Information about our Code of Business Conduct is presented under the caption “Where You Can Find
More Information” in Part I, Item 1 of this report.

Information about our compliance with Section 16 of the Exchange Act of 1934, as amended, is presented
under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in our definitive Proxy Statement
for the Annual Meeting of Shareowners to be held on May 3, 2012 and is incorporated herein by reference.

Item 11. Executive Compensation

Information about executive compensation is presented under the captions “Compensation Discussion and
Analysis,” “Compensation of Executive Officers,” “Compensation of Directors,” “Report of the Compensation
Committee” and “Compensation Committee Interlocks and Insider Participation” in our definitive Proxy
Statement for the Annual Meeting of Shareowners to be held on May 3, 2012 and is incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Information about security ownership is presented under the caption “Beneficial Ownership of Common
Stock” in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 3, 2012 and
is incorporated herein by reference.

Information about our equity compensation plans is presented under the caption “Equity Compensation
Plans” in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 3, 2012 and
is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

Information about transactions with related persons is presented under the caption “Related Person
Transactions” in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 3,
2012 and is incorporated herein by reference.
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Information about director independence is presented under the caption “Election of Directors—Director
Independence” in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 3,
2012 and is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

Information about aggregate fees billed to us by our principal accountant is presented under the caption
“Principal Accounting Firm Fees” in our definitive Proxy Statement for the Annual Meetings of Shareowners to
be held on May 3, 2012 and is incorporated herein by reference.

126



PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) 1. Financial Statements.

See Item 8 for the financial statements filed with this report.

2. Financial Statement Schedules.

None.

3. List of Exhibits.

See the Exhibit Index for a list of the exhibits incorporated by reference into or filed with this report.

(b) Exhibits required by Item 601 of Regulation S-K.

See the Exhibit Index for a list of the exhibits incorporated by reference into or filed with this report.

(c) Financial Statement Schedules.

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, United Parcel
Service, Inc. has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

UNITED PARCEL SERVICE, INC.
(REGISTRANT)

By: /S/ D. SCOTT DAVIS

D. Scott Davis
Chairman and

Chief Executive Officer

Date: February 27, 2012

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date

/S/ F. DUANE ACKERMAN

F. Duane Ackerman

Director February 22, 2012

/S/ MICHAEL J. BURNS

Michael J. Burns

Director February 21, 2012

/S/ D. SCOTT DAVIS

D. Scott Davis

Chairman, Chief Executive Officer
and Director (Principal Executive

Officer)

February 27, 2012

/S/ STUART E. EIZENSTAT

Stuart E. Eizenstat

Director February 23, 2012

/S/ MICHAEL L. ESKEW

Michael L. Eskew

Director February 22, 2012

/S/ WILLIAM R. JOHNSON

William R. Johnson

Director February 16, 2012

/S/ CANDACE B. KENDLE

Candace B. Kendle

Director February 17, 2012

/S/ KURT P. KUEHN

Kurt P. Kuehn

Chief Financial Officer (Principal
Financial and Accounting Officer)

February 27, 2012

/S/ ANN M. LIVERMORE

Ann M. Livermore

Director February 17, 2012

/S/ RUDY MARKHAM

Rudy Markham

Director February 23, 2012

/S/ CLARK T. RANDT, JR.
Clark T. Randt, Jr.

Director February 23, 2012
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Signature Title Date

/S/ JOHN W. THOMPSON

John W. Thompson

Director February 16, 2012

/S/ CAROL B. TOMÉ

Carol B. Tomé

Director February 16, 2012
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EXHIBIT INDEX

Exhibit
No. Description

2.1 — Agreement and Plan of Merger, dated as of September 22, 1999, among United Parcel Service of
America, Inc., United Parcel Service, Inc. and UPS Merger Subsidiary, Inc. (incorporated by
reference to Form S-4 (No. 333-83349), filed on July 21, 1999, as amended).

2.2 — Agreement and Plan of Merger, dated as of May 15, 2005, among United Parcel Service, Inc.,
Overnite Corporation, and Olympic Merger Sub, Inc. (incorporated by reference to Form 8-K, filed
on May 18, 2005).

3.1 — Form of Restated Certificate of Incorporation of United Parcel Service, Inc. (incorporated by
reference to Exhibit 3.2 to Form 8-K filed on May 12, 2010).

3.2 — Amended and Restated Bylaws of United Parcel Service, Inc. as of May 6, 2010 (incorporated by
reference to Exhibit 3.1 to Form 8-K, filed on May 12, 2010).

4.1 — Form of Class A Common Stock Certificate (incorporated by reference to Exhibit 4.1 to Form S-4
(No. 333-83349), filed on July 21, 1999, as amended).

4.2 — Form of Class B Common Stock Certificate (incorporated by reference to Exhibit 4.2 to Form S-4
(No. 333-83349), filed on July 21, 1999).

4.3 — Specimen Certificate of 8 3⁄8% Debentures due April 1, 2020 (incorporated by reference to
Exhibit 4(c) to Registration Statement No. 33-32481, filed December 7, 1989).

4.4 — Indenture relating to 8 3⁄8% Debentures due April 1, 2020 (incorporated by reference to
Exhibit 4(c) to Registration Statement No. 33-32481, filed December 7, 1989).

4.5 — Specimen Certificate of 8 3⁄8% Debentures due April 1, 2030 (incorporated by reference to
Exhibit T-3C to Form T-3 filed December 18, 1997).

4.6 — Indenture relating to Exchange Offer Notes Due 2030 (incorporated by reference to Exhibit T-3C
to Form T-3 filed December 18, 1997).

4.7 — Indenture relating to $2,000,000,000 of debt securities (incorporated by reference to Exhibit 4.1 to
Pre-Effective Amendment No. 1 to Form S-3 (No. 333-08369), filed on January 26, 1999).

4.8 — Form of Supplemental Indenture relating to $2,000,000,000 of debt securities (incorporated by
reference to Exhibit 4.2 to Post-Effective Amendment No. 1 to Form S-3 (No. 333-08369-01),
filed on March 15, 2000).

4.9 — Form of Second Supplemental Indenture relating to $2,000,000,000 of debt securities
(incorporated by reference to Exhibit 4 to Form 10-Q for the Quarter Ended September 30, 2001).

4.10 — Form of Indenture relating to $2,000,000,000 of debt securities (incorporated by reference to
Exhibit 4.1 to Form S-3 (No. 333-108272), filed on August 27, 2003).

4.11 — Form of Underwriting Agreement relating to $2,000,000,000 of debt securities (incorporated by
reference to Exhibit 1.1 to Form S-3 (No. 333-108272), filed on August 27, 2003).

4.12 — Distribution Agreement relating to UPS Notes with maturities of 9 months or more from date of
issue (incorporated by reference to Exhibit 10.1 to Form 8-K filed on May 30, 2008) and Form of
Note (incorporated by reference to Exhibit 4.1 to Form 8-K filed on May 30, 2008).

4.13 — Underwriting agreement relating to 4.50% Senior Notes due January 15, 2013, 5.50% Senior Notes
due January 15, 2018 and 6.20% Senior Notes due January 15, 2038 (incorporated by reference to
Exhibit 1.1 to Form 8-K filed on January 15, 2008).

4.14 — Form of Note for 4.50% Senior Notes due January 15, 2013 (incorporated by reference to
Exhibit 4.1 to Form 8-K filed on January 15, 2008).
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Exhibit
No. Description

4.15 — Form of Note for 5.50% Senior Notes due January 15, 2018 (incorporated by reference to
Exhibit 4.2 to Form 8-K filed on January 15, 2008).

4.16 — Form of Note for 6.20% Senior Notes due January 15, 2038 (incorporated by reference to
Exhibit 4.3 to Form 8-K filed on January 15, 2008).

4.17 — Underwriting agreement relating to 3.875% Senior Notes due April 1, 2014 and 5.125% Senior
Notes due April 1, 2019 (incorporated by reference to Exhibit 1.1 to Form 8-K filed on March 24,
2009).

4.18 — Form of Note for 3.875% Senior Notes due April 1, 2014 (incorporated by reference to Exhibit 4.1
to Form 8-K filed on March 24, 2009).

4.19 — Form of Note for 5.125% Senior Notes due April 1, 2019 (incorporated by reference to Exhibit 4.2
to Form 8-K filed on March 24, 2009).

4.20 — Underwriting Agreement relating to $1,500,000,000 aggregate principal amount of 3.125% Senior
Notes due January 15, 2021, and $500,000,000 aggregate principal amount of 4.875% Senior
Notes due November 15, 2040 (incorporated by reference to Exhibit 1.1 to Form 8-K filed on
November 12, 2010).

4.21 — Form of Note for 3.125% Senior Notes due January 15, 2021 (incorporated by reference to
Exhibit 4.1 to Form 8-K filed on November 12, 2010).

4.22 — Form of Note for 4.875% Senior Notes due November 15, 2040 (incorporated by reference to
Exhibit 4.2 to Form 8-K filed on November 12, 2010).

10.1 — UPS Retirement Plan, as Amended and Restated, effective January 1, 2010 (incorporated by
reference to Exhibit 10.2 to the 2009 Annual Report on Form 10-K).

(1) Amendment No. 1 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.2(1)
to the 2010 Annual Report on Form 10-K).

†(2) Amendment No. 2 to the UPS Retirement Plan.

†(3) Amendment No. 3 to the UPS Retirement Plan.

10.2 — UPS Savings Plan, as Amended and Restated (incorporated by reference to Exhibit 10.3 to 2008
Annual Report on Form 10-K).

(1) Amendment No. 1 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(1) to
the 2009 Annual Report on Form 10-K).

(2) Amendment No. 2 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(2) to
the 2009 Annual Report on Form 10-K).

(3) Amendment No. 3 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(3) to
the 2010 Annual Report on Form 10-K).

†(4) Amendment No. 4 to the UPS Savings Plan.

†(5) Amendment No. 5 to the UPS Savings Plan.

10.3 — Credit Agreement (364-Day Facility) dated April 14, 2011 among United Parcel Service, Inc., the
initial lenders named therein, Citigroup Global Markets Inc. and J.P. Morgan Securities LLC as
joint arrangers and book runners, Barclays Capital and BNP Paribas Securities Corp. as co-lead
arrangers, Barclays Capital and BNP Paribas as co-documentation agents, Citibank, N.A. as
administrative agent, and J.P. Morgan Securities LLC as syndication agent (incorporated by
reference to Exhibit 10.1 to Form 10-Q for the Quarter Ended March 31, 2011).
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Exhibit
No. Description

10.4 — Credit Agreement (4-Year Facility) dated April 14, 2011 among United Parcel Service, Inc., the
initial lenders named therein, Citigroup Global Markets Inc. and J.P. Morgan Securities LLC as
joint arrangers and book runners, Barclays Capital and BNP Paribas Securities Corp. as co-lead
arrangers, Barclays Bank PLC and BNP Paribas as co-documentation agents, Citibank, N.A. as
administrative agent, and J.P. Morgan Securities LLC as syndication agent (incorporated by
reference to Exhibit 10.2 to Form 10-Q for the Quarter Ended March 31, 2011).

†10.5 — UPS Excess Coordinating Benefit Plan, as amended and restated.

10.6 — Form of United Parcel Service, Inc. Incentive Compensation Plan (incorporated by reference to the
registration statement on Form S-4 (No. 333-83349), filed on July 21, 1999, as amended).

(1) Form of Restricted Stock Award Agreement (incorporated by reference to Exhibit 10.7 to
Quarterly Report on Form 10-Q for the Quarter Ended March 31, 2005).

(2) Form of Nonqualified Stock Option Award Agreement (incorporated by reference to
Exhibit 10.1 to the Current Report on Form 8-K, filed on May 5, 2006).

(3) Form of Restricted Performance Unit Award Agreement (incorporated by reference to
Exhibit 10.2 to the Current Report on Form 8-K filed on May 5, 2006).

(4) Form of First Amendment to Restricted Stock Award Agreement for Non-Management
Directors under the Incentive Compensation Plan (incorporated by reference to Exhibit 10.4
to Quarterly Report on Form 10-Q for the Quarter Ended September 30, 2007).

10.7 — United Parcel Service, Inc. 2009 Omnibus Incentive Compensation Plan (incorporated by
reference to Annex II to the Definitive Proxy Statement, filed on March 13, 2009).

(1) Form of Long-Term Incentive Performance Award Agreement (incorporated by reference to
Exhibit 10.3 to the Quarterly Report on Form 10-Q for the quarter ended March 31, 2011).

(2) Form of Non-Management Director Restricted Stock Unit Award (incorporated by reference
to Exhibit 10.2 to the Quarterly Report on Form 10-Q for the quarter ended March 31, 2010).

(3) UPS Management Incentive Program Terms and Conditions effective as of January 1, 2011
(incorporated by reference to Exhibit 10.10(3) to the 2010 Annual Report on Form 10-K).

†(4) UPS Stock Option Program Terms and Conditions effective as of January 1, 2012.

†(5) UPS Long-Term Incentive Performance Program Terms and Conditions effective as of
January 1, 2012.

10.8 — Form of UPS Deferred Compensation Plan (incorporated by reference to Exhibit 10.11 to the 2010
Annual Report on Form 10-K).

10.9 — United Parcel Service, Inc. Nonqualified Employee Stock Purchase Plan (incorporated by
reference to Exhibit 99.1 to the registration statement on Form S-8 (No. 333-34054), filed on April
5, 2000).

10.10 — Discounted Employee Stock Purchase Plan, as amended and restated, effective October 1, 2002.

(1) Amendment No. 1 to the Discounted Employee Stock Purchase Plan (incorporated by
reference to Exhibit 10.12(1) to the 2005 Annual Report on Form 10-K).

(2) Amendment No. 2 to the Discounted Employee Stock Purchase Plan (incorporated by
reference to Exhibit 10.13(2) to the 2009 Annual Report on Form 10-K).

11 — Statement regarding Computation of per Share Earnings (incorporated by reference to Note 14 to
Part I, Item 8 “Financial Statements and Supplementary Data” of this Annual Report on
Form 10-K).
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Exhibit
No. Description

†12 — Ratio of Earnings to Fixed Charges.

†18 — Letter on Change in Accounting Principles.

†21 — Subsidiaries of the Registrant.

†23 — Consent of Deloitte & Touche LLP.

†31.1 — Certificate of Chief Executive Officer Pursuant to Rule 13a-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

†31.2 — Certificate of Chief Financial Officer Pursuant to Rule 13a-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

†32.1 — Certification of the Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

†32.2 — Certification of the Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

††101 — The following financial information from the Annual Report on Form 10-K for the year ended
December 31, 2011, formatted in XBRL (Extensible Business Reporting Language): (i) the
Consolidated Balance Sheets, (ii) the Consolidated Statements of Income, (iii) the Consolidated
Statements of Comprehensive Income, (iv) the Consolidated Statements of Cash Flows, and (v)
the Notes to the Consolidated Financial Statements.

† Filed herewith.
†† Furnished electronically herewith.
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Investor InformatIon

annual meeting 
Our annual meeting of shareowners will be held at 8 a.m.  
on May 3, 2012 at the Hotel DuPont, 11th and Market 
Street, Wilmington, DE. Shareowners of record as of  
March 5, 2012 are entitled to vote at the meeting.

Investor relations 
You can contact our Investor Relations Department at:

UPS 
55 Glenlake Parkway NE 
Atlanta, GA 30328-3474  
800-877-1503 or 404-828-6059 
investors.ups.com

exchange Listings 
Our Class B common stock is listed on the New York Stock 
Exchange under the symbol “UPS.”

transfer agent and registrar 
Computershare shareowner services (formerly BNY  
Mellon Shareowner Services). Send notices of address 
changes or questions regarding account status, stock  
transfer, lost certificates, or dividend payments to:

 United Parcel Service, Inc.
 c/o Computershare Shareowner Services
 P.O. Box 358415
 Pittsburgh, PA 15252-8415 

 or:

 480 Washington Boulevard
 Jersey City, NJ 07310-2053

form 10-K  
Our Annual Report on Form 10-K for the year ended   
December 31, 2011 forms part of the UPS 2011  
Annual Report. If you would like an additional copy  
of our Form 10-K, you can access it through the  
Investor Relations website at investors.ups.com or at the 
Securities and Exchange Commission website, sec.gov.  
The Form 10-K also is available free of charge by calling,  
contacting via the website, or writing to the Investor  
Relations Department.

UPs shareowner services  
Convenient access 24 hours a day, seven days a week.

 Class a Common shareowners
 bnymellon.com/shareowner/equityaccess
 888-663-8325
 Class B Common shareowners
 bnymellon.com/shareowner/equityaccess
 800-758-4674

Calls from outside the United States: 201-680-6612
TDD for hearing impaired: 800-231-5469
TDD for non-U.S. shareowners: 201-680-6610

Direct stock Purchase Plan  
To make an initial purchase of Class B shares, go  
to bnymellon.com/shareowner/equityaccess and  
select Investment Plan Enrollment to access the  
“Enrollment Wizard.”

Current Class B shareowners can enroll in the plan  
online  by accessing their accounts through    
bnymellon.com/shareowner/equityaccess    
or by calling 800-758-4674.

Dividend reinvestment Plan 
To reinvest dividends in the purchase of additional  
UPS shares:

 Class a and B shareowners     
 bnymellon.com/shareowner/equityaccess

online access to shareowner account materials  
You may receive shareowner information electronically.  
To enroll, follow the MLink® enrollment instructions when 
you access your UPS Class A or Class B shareowner account 
via the website addresses in the “UPS Shareowner Services” 
section above.

UPs Websites 
Investor Relations investors.ups.com  

UPS Corporate ups.com

Sustainability/ 
Corporate Responsibility responsibility.ups.com

Services and Solutions ups.com/businesssolutions
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FINANCIAL
HIGHLIGHTS
FINANCIALFINANCIAL

KEY
METRICS

KEYKEY

FREE
CASH FLOW

FREE FREE

 2012  2011  2010

Revenue $54,127 $53,105 $49,545

Operating expenses 52,784 47,025 43,904

Net income 807 3,804  3,338

Adjusted net income1 4,389 4,311      3,495

Diluted earnings per share 0.83 3.84  3.33

Adjusted diluted earnings per share1 4.53 4.35  3.48

Dividends declared per share  2.28 2.08  1.88

Assets 38,863 34,701 33,597

Long-term debt 11,089 11,095  10,491

Shareowners’ equity 4,733 7,108  8,047

Capital expenditures 2,153 2,005  1,389

Cash and marketable securities 7,924 4,275  4,081

 2012  2011  2010

Return on assets (adj.)1 12.0% 12.6% 10.7%

Return on assets (GAAP) 2.2% 11.1% 10.2%

Return on equity (adj.)1 56.9% 55.1% 44.0%

Return on equity (GAAP) 13.6% 50.2% 42.4%

Return on invested capital (adj.)1 24.6% 24.2% 21.2%

Return on invested capital (GAAP) 6.5% 21.8% 20.4%

Dividend yield 3.1% 2.8% 2.6%

(in millions except for per-share amounts)

(in millions of dollars)

    2012 2011 2010

Net cash from operations  $7,216 $7,073 $3,835

Capital expenditures   (2,153) (2,005) (1,389)

Proceeds from disposals of PP&E 95 27 304

Net change in finance receivables 101 184 108

Other investing activities 94 (257) 230

Free cash flow   $5,353 $5,022 $3,088

1 See reconciliation of Non-GAAP financial measures on page A1.
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INVESTOR INFORMATION

Annual Meeting

Our annual meeting of shareowners will be held at 8 a.m. 
on May 2, 2013 at the Hotel DuPont, 11th and Market 
Street, Wilmington, DE. Shareowners of record as of 
March 15, 2013 are entitled to vote at the meeting.

Investor Relations

You can contact our Investor Relations Department at:

 UPS
 55 Glenlake Parkway NE
 Atlanta, GA 30328-3474 
 800-877-1503 or 404-828-6059
 investors.ups.com

Exchange Listing

Our Class B common stock is listed on the New York Stock 
Exchange under the symbol “UPS.”

Transfer Agent and Registrar

Computershare Shareowner Services 
Send notices of address changes or questions regarding 
account status, stock transfer, lost certificates, or dividend 
payments to:

 United Parcel Service, Inc.
 c/o Computershare Shareowner Services
 P.O. Box 358415
 Pittsburgh, PA 15252-8415 

or:

480 Washington Boulevard
 Jersey City, NJ 07310-2053

Form 10-K 

Our Annual Report on Form 10-K for the year ended   
December 31, 2012 forms part of the UPS 2012 
Annual Report. If you would like an additional copy 
of our Form 10-K, you can access it through the 
Investor Relations website at investors.ups.com or at the 
Securities and Exchange Commission website, sec.gov. 
The Form 10-K also is available free of charge by calling, 
contacting via the website, or writing to the Investor 
Relations Department.

UPS Shareowner Services 

Convenient access 24 hours a day, seven days a week.

 Class A Common Shareowners

 www.cpushareownerservices.com
 888-663-8325
 Class B Common Shareowners

 www.cpushareownerservices.com
 800-758-4674

Calls from outside the United States: 201-680-6612
TDD for hearing impaired: 800-231-5469
TDD for non-U.S. shareowners: 201-680-6610

Direct Stock Purchase Plan 

To make an initial purchase of Class B shares, go 
to www.cpushareownerservices.com and select Investment 
Plan Enrollment to access the “Enrollment Wizard.”

Current Class B shareowners can enroll in the plan 
online  by accessing their accounts through    
www.cpushareownerservices.com 
or by calling 800-758-4674.

Dividend Reinvestment Plan

To reinvest dividends in the purchase of additional 
UPS shares:

 Class A and B Shareowners     

 www.cpushareownerservices.com

Online Access to Shareowner Account Materials 

You may receive shareowner information electronically.  
To enroll, follow the MLink® enrollment instructions when 
you access your UPS Class A or Class B shareowner account 
via the website addresses in the “UPS Shareowner Services” 
section above.

UPS Websites

Investor Relations investors.ups.com  

UPS Corporate ups.com

Sustainability/
Corporate Responsibility responsibility.ups.com

Services and Solutions ups.com/businesssolutions
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In 2012, UPS once again succeeded in a year filled with challenges. Despite the economic paralysis created by the 

 
European debt crisis and the fiscal cliff in the U.S., UPS generated record adjusted earnings per share. The results prove 
the value of our global integrated network, innovative technology and broad portfolio of capabilities, all backed by a 
solid economic foundation. These attributes allow UPS to shrink the globe for our customers, enabling their supply chains.  
The UPS vision is guided by four transformative strategies: 

 •  Deploying technology-enabled operations 

 •  Providing unique and industry-specific customer solutions

 •  Expanding our global network

 •  Serving the needs of end consumers around the world  

In the pages that follow, you’ll see examples of these strategies in action. The UPS vision delivered another year 
of industry-leading adjusted operating margins and adjusted return on invested capital.
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Customer Driven Solutions – 
A Strategy That Delivers Returns
The transformation of UPS from a package delivery 

company to a global supply chain leader began many 

years ago. We’ve been inventing solutions to efficiently 

deliver customers whatever they need, wherever they 

need it, whenever they need it. Along the way we 

recognized the impact globalization and technology 

would have on manufacturing, distribution and consumer 

shopping paradigms. For example, the ever-expanding 

online market presents UPS with growth prospects now 

and well into the future. To take advantage of these 

opportunities, we continue to create solutions that 

residential customers around the world want, such as 

UPS My Choice® and UPS Access Point™. Not only are we 

expanding the portfolio with industry-leading solutions, 

UPS is also deploying technology enhancements 

that improve operating efficiency and enhance the 

customer experience. We believe if you deliver 

consistently, customer loyalty will follow. This will 

ensure that UPS remains a provider of choice, while 

generating strong financial results.  

These partnerships translate into meaningful returns 

to shareowners. During 2012 we generated almost 

$5.4 billion in free cash flow2, a testament to operations 

execution and the emphasis UPS places on capital 

efficiency. Strong free cash flow, year after year, 

enables us to reinvest in our business, make significant 

share repurchases and increase the dividends we pay. 

In fact, not only did we increase our dividend per share 

by 9.6 percent in 2012, we have also either increased 

or maintained the dividend for more than four decades.

Creating Opportunity as a Global 
Partner and Thought Leader
In 2010, we embarked on a sales and marketing 

transformation to better align our go-to-market strategy 

with customer needs. Today, we segment our business 

and pursue revenue growth through six key industry 

verticals: Government, Industrial & Automotive, 

Professional & Consumer Services, Healthcare, 

High-Tech and Retail. We have deployed global 

programs to excel in these industries and are recognized 

as a thought leader in each. Our logistics expertise 

TECHNOLOGY INNOVATIONS 

More than a decade ago, three UPS engineers started 
an experiment using GPS devices to improve operational 
efficiencies. Their prototype solutions and inventions 
formed the basis for more than 150 UPS patent applications 
worldwide for our telematics technology. It’s the single 
largest portfolio of inventions in the UPS patent portfolio. 
Today, UPS is achieving outstanding results through our 
telematics solution, a technology suite which tells us 
exactly where each vehicle is, captures data on how 
a vehicle performs mechanically, and alerts us about 
safety improvement opportunities.

2 See reconciliation of FCF on inside front cover. 
3 See reconciliation of Non-GAAP financial measures on page A1.

DID YOU
KNOW

DID YOUDID YOU
?

NONO
3.58

IN DOLLARS

DILUTED EARNINGS PER SHARE

2008 2009 2010 2011 2012

0.64

2.13

1.96

3.48

3.33

4.35

3.84

4.53

0.83

  GAAP

  Adjusted3
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in these sectors enables UPS to interact with a broad 

range of companies. 

Through these interactions we better understand that 

consumers want a choice of delivery options, delivery 

dates and timely updates that are communicated 

clearly, as well as hassle-free returns. We also 

recognize that healthcare customers have serious 

concerns regarding increased regulatory compliance, 

legislative changes and product protection. In addition, 

high-tech executives have told us they anticipate export 

growth over the next two years and see trade agree-

ments and the growing middle-classes driving demand 

for their products. We envision a future where UPS 

will thrive as we align our strategy to address these 

developing market dynamics. 

3
8
.7

1
2
.4

1
0
.9

5
3
.6

2
1
.8

2008

$3.6
2009

$0.6 2010

$0.8
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IN BILLIONS OF DOLLARS

SHARE REPURCHASE EXPENDITURES

2012

$1.6

IN MILLIONS

NUMBER OF SHARES REPURCHASED

2013*

$4.0

*PROJECTED

DOLLARS PER SHARE % YOY GROWTH
DIVIDENDS DECLARED
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8851_NARc1.indd   38851_NARc1.indd   3 3/5/13   6:21 PM3/5/13   6:21 PM



04

2012 Financial Performance
2012 was a year filled with opportunities and challenges. 

Our bid to acquire TNT Express is probably the first to 

come to mind. It would be an understatement to say 

we were disappointed by the decision of the European 

Commission to block the acquisition. While we viewed 

the TNT transaction as part of a compelling growth 

platform, UPS is moving on. We believe that the 

opportunities unfolding around the world are far too 

great for us to be deterred by any single development. 

Our financial strength enables UPS to both evaluate 

future prospects and continue to invest in our portfolio. 

We intend to pursue growth opportunities—both 

organically and through acquisitions—and continue 

to roll out innovative solutions. 

U.S. Domestic 
Our U.S. Domestic performance demonstrated the 

benefits of our coordinated sales strategies and opera-

tions initiatives. Revenue for the year grew 3.6 percent, 

adjusted operating profit4 improved 6.4 percent and 

adjusted operating margin4 expanded to 13.8 percent. 

Growth was driven by residential shipments, an area 

where we continued to leverage technology to serve 

the market. Combined with the UPS integrated network, 

this technology enables us to be more productive. 

For example, we can now redirect a SurePost® package 

to merge with an existing UPS delivery stop, increasing 

density and reducing expense. 

UPS My Choice®, the technology-enabled service we 

deployed in October 2011, continues to exceed our 

expectations. As of March 2013, the number of My 

Choice subscribers stood at 2.5 million—and counting. 

Our other service enhancements include the expansion 

of the UPS Next Day Air® footprint here in the States. 

Today, UPS delivers to more businesses and ZIP codes 

overnight by 8:30 a.m. and 10:30 a.m. than anyone else. 

International
2012 was a challenging year for our International 

segment, given the weakness in global trade, the 

European debt concerns, and declining shipment 

weights from high-volume shippers. Still, UPS generated 

UPS MY CHOICE
IS A WIN-WIN

UPS My Choice provides consumers with the visibility, 
flexibility and control to manage home deliveries around 
their busy lives, helping avoid the disappointment 
associated with missed deliveries. In the first year alone, 
we reduced multiple delivery attempts on over 500,000 
packages due to operational efficiencies created by UPS 
My Choice, resulting in a significantly improved delivery 
experience for UPS My Choice members.

®

2012 REVENUE BY SEGMENT

61%

17%

22%

  U.S. Domestic Package

  International Package

  Supply Chain and Freight

8851_NARc1.indd   48851_NARc1.indd   4 3/5/13   6:21 PM3/5/13   6:21 PM



U
P

S
 2

0
1

2
 A

N
N

U
A

L
 R

E
P

O
R

T

05

$1.8 billion in adjusted operating profit4 and our 

adjusted annual operating margin4 of 14.9 percent led 

the industry. We remain bullish on the opportunities 

in Europe and Asia. 

During the year we continued investing in our capabilities 

and our brand. As the Official Logistics and Express 

Delivery Supporter of the 2012 London Olympic and 

Paralympic Games, UPS staged the largest peacetime 

logistical undertaking in the world. We also acquired 

the European consumer delivery company Kiala, whose 

e-commerce technology platform broadens our 

service portfolio for business-to-consumer deliveries. 

We introduced new returns services to 30 countries 

in Europe. In North America, we expanded across 

eight cities in Canada. In Asia, we launched a new flight 

between Zhengzhou, China and Incheon, South Korea 

to meet customer needs in growing markets. 

4 See reconciliation of Non-GAAP financial measures on page A1.

11.8

PERCENT

OPERATING MARGIN

2008 2009 2010 2011 2012

3.1

8.2

7.7

11.5
11.4

12.9

11.4

13.1

2.5

  GAAP

  Adjusted4

2012 REVENUE BY GEOGRAPHY

75%

25%

   U.S. 

   International
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Supply Chain and Freight
While the Supply Chain and Freight segment also faced 

challenges, the UPS Freight® and Distribution units 

performed well. UPS Freight increased revenue and 

tonnage and expanded its adjusted profit margin5 about 

70 basis points for the year. The Forwarding unit 

was pressured by weak global trade and forwarding 

market conditions in the second half of the year. 

In our Distribution unit, we continued to invest in new 

technology and facilities. In 2012, we increased our 

global healthcare network presence in eight locations

in North America and Asia Pacific, expanding our 

distribution capabilities by more than one million square 

feet. UPS also began to implement a global, state-of-

the-art warehouse management system that further 

integrates supply chains for our Healthcare customers.

These investments not only drive growth in our Distribu-

tion business, but also across the entire enterprise.  

The Triple Bottom Line
UPS’s industry leading operating margins, attractive 

ROIC, and leadership in sustainability demonstrate 

the synergies between being a good corporate citizen 

and economic success. While others may claim they 

practice sustainability, we documented our results 

in our ninth annual sustainability report in 2012, which 

received an A+ rating from the Global Reporting Initiative 

for its accuracy and transparency. In 2011, the most 

recent year for which we have data, our use of advanced 

route-planning technology reduced the miles UPS drove 

by 85 million—saving 8.4 million gallons of fuel and 

83,000 metric tons of CO
2
 emissions. In a single year, 

our use of telematics has saved almost 100 million 

minutes of engine-idling time and more than 650,000 

gallons of fuel. These savings aren’t just good for the 

environment, they are good for our bottom line.

In our communities, weather disruptions affected 

businesses and families alike and we responded by 

contributing both cash and services to those affected. 

In addition, UPS employees logged more than 1.8 million 

volunteer hours during 2012. On the environmental front, 

we expanded our alternative fuel vehicle fleet. Our actions 

earned UPS the highest score in the 2012 Carbon Disclosure 

Project’s Leadership Index of S&P 500 companies. 

IN BILLIONS OF DOLLARS

REVENUE

2008 2009 2010 2011 2012

54.153.1

49.545.3
51.5

5 See reconciliation of Non-GAAP financial measures on page A1.

3.7

IN BILLIONS OF DOLLARS

NET INCOME

2008 2009 2010 2011 2012

0.7

2.1

2.0

3.5

3.3

4.3

3.8

4.4

0.8

  GAAP

  Adjusted5
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from these trends, and our employees, customers, 

communities and shareholders will share in the rewards.

On behalf of the nearly 400,000 employees who are 

passionate about running our integrated, highly efficient 

business, I thank you for your investment. Managing 

it wisely to ensure long-term superior returns is our 

number one priority.

D. Scott Davis
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2013 and Beyond
In 2013, we expect earnings per share to grow 

between 6 percent and 12 percent over the adjusted 

2012 EPS5. We expect to achieve this growth in spite 

of increased pension expenses, unfavorable currency 

comparisons, and a mixed global economic outlook. 

In line with our focus on increased shareowner 

distributions, we raised our 2013 share repurchase 

plans from $1.5 billion to $4.0 billion and on 

February 14, announced an 8.8 percent increase 

in the UPS quarterly dividend.

Looking beyond 2013, we remain committed to our 

long-term target of 10 percent to 15 percent growth 

in earnings per share. We intend to leverage our human 

and financial capital to capture profitable opportunities. 

Focusing on the four transformative strategies outlined 

above, UPS will seize opportunities in the global 

marketplace to support the omni-channel consumer 

experience, reverse logistics, offshoring and reshoring 

of production, and growth in China and emerging 

markets. We have developed an infrastructure to benefit 

INTEGRATING TECHNOLOGICAL, MECHANICAL AND 
HUMAN FACTORS MAKES PACKAGE DELIVERY MORE 
FUEL- AND EMISSIONS-EFFICIENT

8.4
MILLION 
GALLONS 
AVOIDED

246 MILLION MILES HAVE BEEN 
LOGGED BY ALTERNATIVE FUEL AND 
ADVANCED TECHNOLOGY VEHICLES

2017—400 million

2011—246 million

2010—200 million

2005—100 million

2000—base year

OF U.S. HIGH-TECH 
EXECUTIVES 
SURVEYED EXPECT 
THEIR COMPANIES 
TO EXPORT MORE 
PRODUCTS IN THE 
NEXT TWO YEARS.

74%
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F. Duane Ackerman
Former Chairman and 
Chief Executive Officer,
BellSouth Corporation
Director since 2007

Michael J. Burns
Former Chairman, 
Chief Executive Officer 
and President, Dana Corporation
Director since 2005

D. Scott Davis 
UPS Chairman and 
Chief Executive Officer
Director since 2006

Stuart E. Eizenstat
Partner, Covington & Burling LLP
Director since 2005

Michael L. Eskew
Former UPS Chairman 
and Chief Executive Officer
Director since 1998

William R. Johnson
Chairman, President and 
Chief Executive Officer, 
H.J. Heinz Company
Director since 2009 

Candace T. Kendle
Co-founder and Former Chairman 
and Chief Executive Officer, 
Kendle International Inc.
Director since 2011

Ann M. Livermore
Director and Former 
Executive Vice President, 
Hewlett-Packard Company
Director since 1997

Rudy H.P. Markham
Former Financial Director, 
Unilever PLC and Unilever NV
Director since 2007

Clark T. Randt, Jr.
President, Randt & Co. LLC and
Former U.S. Ambassador to the 
People’s Republic of China
Director since 2010

John W. Thompson*
Chief Executive Officer, 
Virtual Instruments Corporation 
Director since 2000

Carol B. Tomé 
Chief Financial Officer and Executive 
Vice President-Corporate Services
The Home Depot, Inc.
Director since 2003

Kevin M. Warsh
Distinguished Visiting Fellow, 
Hoover Institution, Stanford University 
and Former Member of the Board of 
Governors of the Federal Reserve System
Director since 2012

UPS BOARDOF DIRECTORSUPS BOARDUPS BOARD

SENIOR OPERATIONSMANAGEMENTNIOR OPERATIONIOR OPERATIO

MANAGEMENTCOMMITTEEMANAGEMENMANAGEMEN

David P. Abney
Senior Vice President,
Global Transportation 
and Chief Operating Officer 

David A. Barnes
Senior Vice President 
and Chief Information Officer

Daniel J. Brutto
Senior Vice President 
and President, 
UPS International

D. Scott Davis
Chairman and 
Chief Executive Officer

Alan Gershenhorn
Senior Vice President 
and Chief Sales and 
Marketing Officer

Myron A. Gray
Senior Vice President 
and President, U.S. Operations

Kurt P. Kuehn
Senior Vice President 
and Chief Financial Officer

Teri P. McClure
Senior Vice President, 
General Counsel, 
and Corporate Secretary

John J. McDevitt
Senior Vice President, 
Human Resources
and Labor Relations

Christine M. Owens
Senior Vice President, 
Communications and 
Brand Management

James J. Barber
President, Europe Region 

George W. Brooks Jr.
President, East Region 

Brendan Canavan
President, Asia Pacific Region

Stanley C. Deans
President, Central Region

Stephen D. Flowers
President, Freight Forwarding

Jack A. Holmes
President, UPS Freight

Brad Mitchell
President, Logistics and Distribution

Mitchell R. Nichols
President, UPS Airlines

Gerald R. Mattes
President, West Region

Romaine M. Seguin
President, Americas Region

*  After 12 years of distinguished service, John Thompson 
is not standing for re-election to the Board of Directors 
in 2013.
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PART I

Cautionary Statement About Forward-Looking Statements

This report includes certain “forward-looking statements” within the meaning of the Private Securities Litigation Reform 
Act of 1995. Statements in the future tense, and all statements accompanied by terms such as “believe,” “project,” “expect,” 
“estimate,” “assume,” “intend,” “anticipate,” “target,” “plan,” and variations thereof and similar terms are intended to be 
forward-looking statements. We intend that all forward-looking statements we make will be subject to safe harbor protection of 
the federal securities laws pursuant to Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange 
Act of 1934.

Our disclosure and analysis in this report, in our Annual Report to Shareholders and in our other filings with the 
Securities and Exchange Commission (“SEC”) contain forward-looking statements regarding our intent, belief and current 
expectations about our strategic direction, prospects and future results. From time to time, we also provide forward-looking 
statements in other materials we release as well as oral forward-looking statements. Such statements give our current 
expectations or forecasts of future events; they do not relate strictly to historical or current facts. Management believes that 
these forward-looking statements are reasonable as and when made. However, caution should be taken not to place undue 
reliance on any such forward-looking statements because such statements speak only as of the date when made.

Forward-looking statements are subject to certain risks and uncertainties that could cause actual results to differ 
materially from our historical experience and our present expectations or anticipated results. These risks and uncertainties are 
described in Part I, “Item 1A. Risk Factors” and may also be described from time to time in our future reports filed with the 
SEC. You should consider the limitations on, and risks associated with, forward-looking statements and not unduly rely on the 
accuracy of predictions contained in such forward-looking statements. We do not undertake any obligation to update forward-
looking statements to reflect events, circumstances, changes in expectations, or the occurrence of unanticipated events after the 
date of those statements.

 
Item 1. Business

Overview

United Parcel Service, Inc. (“UPS”) was founded in 1907 as a private messenger and delivery service in Seattle, 
Washington. Today, UPS is the world’s largest package delivery company, a leader in the U.S. less-than-truckload industry and 
the premier provider of global supply chain management solutions. We deliver packages each business day for 1.1 million 
shipping customers to 7.7 million consignees in over 220 countries and territories. In 2012, we delivered an average of 16.3 
million pieces per day worldwide, or a total of 4.1 billion packages. Total revenue in 2012 was $54.1 billion.

We are a global leader in logistics, and we create value for our customers through solutions that lower costs, improve 
service and provide highly customizable supply chain control and visibility. Customers are attracted to our broad set of services 
that are delivered as promised through our integrated ground, air and ocean global network.

Our services and integrated network allow shippers to simplify their supply chains by using fewer carriers, and to adapt 
their transportation requirements and expenditures as their businesses evolve. Across our service portfolio, we also provide 
control and visibility of customers’ inventories and supply chains via our UPS technology platform. The information flow from 
UPS technology drives improvements for our customers, as well as for UPS, in reliability, flexibility, productivity and 
efficiency.

Particularly over the last decade, UPS has significantly expanded the scope of our capabilities to include more than 
package delivery. Our logistics and distribution capabilities give companies the power to easily expand their businesses to new 
markets around the world. By leveraging our international infrastructure, UPS enables our customers to bridge time zones, 
cultures, distances and languages to keep the entire supply chain moving smoothly. 

We serve the global market for logistics services, which include transportation, distribution, forwarding, ground, ocean 
and air freight, brokerage and financing. Our technology seamlessly binds our service portfolio. We have three reportable 
segments: U.S. Domestic Package, International Package and Supply Chain & Freight, all of which are described below. For 
financial information concerning our reportable segments and geographic regions, refer to note 11 of our consolidated financial 
statements.
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Business Strategy

Customers leverage our broad array of services; balanced global presence in North America, Europe, Asia and Latin 
America; reliability; industry-leading technology; and solutions expertise for competitive advantage in markets where they 
choose to compete. We prudently invest to expand our integrated global network and our service portfolio. Technology 
investments create user-friendly shipping, e-commerce, logistics management and visibility tools for our customers, while 
supporting UPS’s ongoing efforts to increase operational efficiencies.

Our service portfolio and investments are rewarded with among the best returns on invested capital and operating 
margins in the industry. We have a long history of sound financial management. Our balance sheet reflects financial strength 
that few companies can match. As of December 31, 2012, we had a balance of cash and marketable securities of approximately 
$7.924 billion and shareowners’ equity of $4.733 billion. Our Moody’s and Standard & Poor’s short-term credit ratings are P-1 
and A-1, respectively, and our Moody’s and Standard & Poor’s long-term credit ratings are Aa3 and A+, respectively. We have 
a negative outlook from Standard & Poor's and a stable outlook from Moody's. Cash generation is a significant strength of 
UPS. This gives us strong capacity to service our obligations and allows for distributions to shareowners, reinvestment in our 
businesses and the pursuit of growth opportunities.

We enable and are the beneficiaries of the following trends:

Expansion of Global Trade

Transcontinental and trade across borders is predicted to grow at rates that are in excess of the growth rates of U.S. and 
global domestic production for the foreseeable future. As a result, U.S. and international economies are becoming more inter-
connected and dependent on foreign trade.

UPS plays an important role in global trade and is uniquely positioned to take advantage of trade growth, wherever it 
occurs. Our balanced global presence and productivity enhancing technologies allow customers to easily expand to new 
markets. We advocate the expansion of free trade, including the passage of regional trade pacts and the removal of trade 
barriers. Free trade is a catalyst for job creation, economic growth and improved living standards; additionally, it propels our 
growth.

Emerging Market Growth

As our current and prospective customers look to emerging markets for expansion, we make long-term, measured 
investments in markets where our customers choose to grow. Our investments are scaled to the local opportunity. We typically 
follow a pattern of entering a market through the introduction of import and export services, expanding domestically with a 
partner or alliance, and then ultimately acquiring domestic operations where we see value and return. China is a prime example 
of this strategy as we continue to clear hurdles that will enable us to realize this vision. Our two key air hubs in Shanghai and 
Shenzhen support market expansion through increased cargo capacity and faster intra-Asia transit times, while enabling our 
customers to ship later in the day. Linkage between Asia and Europe is provided via flights between Hong Kong and our 
recently expanded air hub in Cologne, Germany.

Taken together, these two trends (expanding global trade and emerging market growth) underscore why our international 
business is a catalyst for UPS’s growth.

Increasing need for segment expertise in the integrated carrier space

We provide repeatable, scalable sector solutions for our customers. We invest in global capabilities and create value 
propositions for certain industries where there is a fit between our customers’ needs and our offerings. Segments where we 
bring unique value propositions include health care, high-tech, automotive & industrial manufacturing, retail, government and 
professional, and consumer services.

The health care industry faces complex challenges, including the continuing expiration of drug patents and the shifting 
landscape of regulatory requirements and drug pricing controls that differ by country. To counter these threats, many 
pharmaceutical companies have embarked on global expansion strategies that require infrastructure. UPS has aligned our 
resources to serve these needs through a well-developed supply chain management capability that is designed to satisfy 
regulatory and compliance requirements. Over the past 18 months, we opened 12 new dedicated health care facilities on four 
continents.  We also expanded our health care network in China, India, Australia and Brazil and are in the process of expanding 
five existing North American facilities.  In total, we currently operate nearly 6 million square feet of dedicated health care 
distribution space across an integrated network of 37 facilities.  These facilities allow us to provide reliable, secure, cost-
effective warehousing and distribution for pharmaceutical firms’ supply chains, which, in turn, allow them to easily navigate 
across and within borders.
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We also continue to invest in health care focused transportation solutions, such as UPS Temperature True.  UPS 
Temperature True is an air freight solution specifically designed to safeguard temperature-sensitive shipments using a portfolio 
of specialized containers with passive, semi-active, or active refrigeration.  This service provides door-to-door transportation of 
sensitive products in accordance with precise, measurable operating procedures.  In 2012, UPS added 400 new UPS 
Temperature True international trade lanes.  We also launched UPS Temperature True Small Package to provide optimized 
packaging solutions to ensure product integrity for customers with smaller format shipments of environmentally-sensitive 
products.

We will continue to expand our sector offerings, growing not only our physical and market footprint, but also our 
expertise and technology to support industry-specific needs. Our growth strategy is to increase the number of customers 
benefiting from these sector solutions and gain their associated small package and freight transportation.

Outsourcing

Outsourcing supply chain management is becoming more prevalent, as customers increasingly view professional 
management and operation of their supply chains as a strategic advantage. This trend enables companies to focus on what they 
do best. We can meet our customers’ needs for outsourced logistics with our global capabilities in customized forwarding, 
transportation, warehousing, distribution, delivery and post-sales services. As we move deeper into customers’ supply chains, 
we do so with a shared vision on how to best serve those who rely on our customers. We integrate our technology for 
efficiencies, visibility and control to ensure that we execute as promised.

Retail e-Commerce Growth

Throughout much of the world, e-commerce growth continues to outpace traditional lines of business. We continue to 
create new services, supported by UPS technology, that complement the traditional UPS premium home delivery service to 
address the needs of e-commerce shippers and receivers (“consignees”). Our offerings span a broad spectrum from cost-
sensitive solutions such as SurePost, for shipments where economy takes precedence over speed, up to feature-rich solutions, 
such as our UPS My Choice service that provides consignees with revolutionary visibility and control of their inbound 
shipments.

With UPS My Choice, consignees direct the timing and location of their deliveries before a delivery attempt is made. 
Premium features include online delivery planners, detailed driver instructions, alternate delivery locations and a two-hour 
delivery window. Delivery alerts come via the channel chosen by the consignee—email, SMS text, etc. We strive to give our 
customers that ship using UPS My Choice the best delivery experience in the industry—delivery on the first attempt, where and 
when their customers want it.

Technology

Technology powers logistics. We bring industry-leading UPS technology to our customers who, in turn, realize increased 
productivity, greater control of their supply chains and improved customer experience when they integrate with our technology. 
Customers benefit through offerings such as:

• UPS Quantum View, which can speed up the revenue cycle (i.e. faster transit times, coupled with confirmation of 
delivery, allow shippers to collect accounts receivable more quickly), allow for inbound volume planning, manage 
third-party shipping costs, automatically notify customers of incoming shipments, and of course, track shipments and 
let the customer react if a specific shipment status changes.

• Flex Global View, which provides customs alerts, supplier key performance indicators and inventory monitoring.
• UPS Paperless Invoice, which enables customers to submit a commercial invoice electronically when shipping 

internationally. This eliminates redundant data entry and errors, while reducing customs holds and paper waste.
• UPS Import Control, which gives our customers the ability to initiate their import shipments, define billing terms and 

assign accounts to charge, and remove commercial invoices prior to delivery to a third-party.
• UPS Mobile apps, which allow our customers to track, ship and find UPS locations from mobile devices, are among 

the top downloaded applications for businesses.
• UPS My Choice, which focuses on the consignee and transforms the residential delivery experience. Receivers direct 

the timing and circumstances of their deliveries. This innovative service, which is unmatched in our industry, is 
powered by the complex integration of real-time route optimization and other technologies with our delivery network. 
We believe that UPS My Choice gives us a substantial lead over the competition.
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Technology, coupled with high-quality UPS employees, forms the foundation of our reliability and allows us to take 
customer experience to a higher level. Technology delivers value to our customers and returns to our shareholders. Recent 
advancements that evidence further gains in UPS’s operational efficiency, flexibility, reliability and customer experience 
include:

• Continuing to rollout telematics to our delivery and tractor-trailer fleet. Telematics helps UPS determine a truck’s 
performance and condition by capturing data on more than 200 elements, including speed, RPM, oil pressure, seat belt 
use, number of times the truck is placed in reverse and idling time. Together, improved data and driver coaching help 
reduce fuel consumption, emissions and maintenance costs, while improving driver safety. Moreover, customers 
experience more consistent pickup times and more reliable deliveries, thereby enhancing their profitability and 
competitiveness.

• Implementing our On Road Integrated Optimization and Navigation (“ORION”) system, which employs advanced 
algorithms to determine the optimal route for each delivery while meeting service commitments.

• Converting our package cars to keyless entry, where drivers will be able to remotely turn the engine off with a button 
that will unlock the bulkhead door at the same time.

• Ramping up installations of our Next Generation Small Sort (“NGSS”) technology, which reduces the amount of 
memorization required to sort a package, thereby improving productivity and quality. Employees sort packages to bins 
tagged with flashing lights, rather than memorizing addresses, allowing us to dramatically reduce training time.

Reporting Segments and Products & Services

As a global leader in logistics, UPS offers a broad range of domestic and export delivery services; the facilitation of 
international trade; and the deployment of advanced technology to more efficiently manage the world of business. We seek to 
streamline our customers’ shipment processing and integrate critical transportation information into their own business 
processes, helping them to create supply chain efficiencies, better serve their customers and improve their cash flows.

Global Small Package

UPS’s global small package operations provide time-definite delivery services for express letters, documents, small 
packages and palletized freight via air and ground services. We provide domestic delivery services within 56 countries and 
export services to more than 220 countries and territories around the world. We handle packages that weigh up to 150 pounds 
and are up to 165 inches in combined length and girth as well as palletized shipments weighing greater than 150 pounds.  All of 
our package services are supported by numerous shipping, visibility and billing technologies.

UPS handles all levels of service (air, ground, domestic, international, commercial, residential) through one global 
integrated pickup and delivery network. All packages are commingled throughout their journey in our network, except when 
necessary to meet their specific service commitments. This enables one UPS driver to pick up our customers’ shipments, for 
any of our services, at the same scheduled time, day after day. Compared to companies with single service network designs, our 
integrated network uniquely provides operational and capital efficiencies while being easier on the environment.

Upon request, we offer same-day pickup of air and ground packages. Based on their needs, customers can schedule 
pickups for one to five days a week. Additionally, we provide our customers with easy access to UPS, with over 154,000 
domestic and international entry points including: 39,100 drop boxes; 2,100 customer centers; 4,700 independently owned and 
operated locations of The UPS Store worldwide; 6,700 Kiala locations; 12,400 authorized shipping outlets and commercial 
counters; 5,900 alliance locations; and 83,900 UPS drivers who can accept packages provided to them.

With the growth of online shopping, our customers’ needs for efficient and reliable returns have increased. To this end, 
we have developed a robust selection of returns services that are available in over 100 countries. Options vary based on 
customer needs and country, and range from cost-effective solutions such as UPS Returns, which simply enables shippers to 
provide their customers with a return shipping label, to services as specialized as UPS Returns Exchange. With this new 
service, the UPS driver simplifies product exchanges by delivering a replacement item and picking up a return item in the same 
stop, and assisting with the re-packaging process.

We operate one of the largest airlines in the world, with global operations centered at our Worldport hub in Louisville, 
Kentucky. Worldport sort capacity, currently at 416,000 packages per hour, has expanded over the years due to volume growth 
and a centralization effort.  Our European air hub is located in Cologne, Germany, and we maintain Asia-Pacific air hubs in 
Shanghai, China; Shenzhen, China; Taipei, Taiwan; Incheon, South Korea; Hong Kong; and Singapore.  Our regional air hub in 
Canada is located in Hamilton, Ontario, and our regional air hub for Latin America and the Caribbean is in Miami, Florida.
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In the U.S., Worldport is supported by our regional air hubs in Hartford, Connecticut; Ontario, California; Philadelphia, 
Pennsylvania; and Rockford, Illinois. This network design allows for cost-effective package processing in our most technology-
enabled facilities while enabling us to use fewer, larger and more fuel-efficient aircraft.  Our U.S. ground fleet serves all 
business and residential zip codes in the contiguous U.S.  

U.S. Domestic Package Reporting Segment

UPS is a leader in time-definite, money-back guaranteed, small package delivery services. We offer a full spectrum of 
U.S. domestic guaranteed ground and air package transportation services. Depending on the delivery speed needed, customers 
can select from a range of guaranteed time and day-definite delivery options.

• Customers can select from same day, next day, two day and three day delivery alternatives. Many of these services 
offer options that enable customers to specify a time of day cut-off for their delivery (e.g. by 8:30, 10:30, noon, end of 
day, etc.).

• Customers can also leverage our extensive ground network to ship using our day-definite guaranteed ground service 
that serves every U.S. business and residential address. UPS delivers more ground packages than any other carrier, 
with over 11 million ground packages delivered on time every day in the U.S., most within one to three business days.

• UPS also offers UPS SurePost, an economy residential ground service for customers with non-urgent, light weight 
residential shipments. UPS SurePost is a contractual residential ground service that combines the consistency and 
reliability of the UPS Ground network with final delivery provided by the U.S. Postal Service.

International Package Reporting Segment

Our International Package reporting segment includes the small package operations in Europe, Asia, Canada and Latin 
America. UPS offers a wide selection of guaranteed, day and time-definite international shipping services.

• We offer three guaranteed time-definite express options (Express Plus, Express and Express Saver) to more locations 
than any other carrier.

• In 2013, we introduced UPS Worldwide Express Freight for palletized shipments over 150 pounds from 37 points of 
origin to 41 points of destination.  This service meets the needs of international customers who have palletized freight 
shipments that require the same speed and reliability as our international express package service.  UPS Worldwide 
Express Freight leverages our unique combination of package and freight networks to provide industry leading transit 
times with a money-back guarantee.

• For international shipments that do not require express services, UPS Worldwide Expedited offers a reliable, deferred, 
guaranteed day-definite service option.

• For cross-border ground package delivery, we offer UPS Transborder Standard delivery services within Europe, 
between the U.S. and Canada and between the U.S. and Mexico.

Europe, our largest region outside of the U.S., accounts for roughly half of international revenue and is one of our growth 
engines. Factors contributing to this are the highly fragmented nature of the market and the fact that exports make up a 
significant part of Europe’s GDP. Given our well-known, trusted brand and distinctive integrated network, we believe there is 
continued strong potential for growth in small package exports in Germany, the U.K., France, Italy, Spain and the Netherlands. 
Due to our strong growth, we are expanding our main European air hub in Cologne by 70% to a capacity of 190,000 packages 
per hour. Expansion will come in stages; the first stage was completed in the fourth quarter of 2011, with the final stage 
targeted for 2013.

Asia is another growth engine due to attractive growth rates in intra-Asia trade and the dynamic Chinese economy. We 
are bringing faster time-in-transit to customers focused on intra-Asia trade, reducing transit days from Asia to Europe, and 
continuing to build our China presence. Our recent China investments include:

• Material outlays to add capabilities, facilities and quality employees. We are building awareness and relevance while 
demonstrating superior UPS performance.

• Opened an air hub in Shenzhen in mid-2010.
• Added intra-Asia and around-the-world flight frequencies allowing customers to reach more of Europe the next day, 

guaranteed, than any other express carrier.

We serve more than 40 Asia-Pacific countries and territories through more than two dozen alliances with local delivery 
companies that supplement company-owned operations. In Vietnam, our volume has doubled since entering into an alliance 
with a local partner in 2010.
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Additional International highlights include the following:
• Since our 2009 acquisition of Unsped Paket Servisi San ve Ticaret A.S. in Turkey, we have seen strong export and 

domestic growth in that country.
• In South and Central America, we benefit from the strong regional economy. Our offerings include express package 

delivery in major cities as well as distribution and forwarding.
• We continue to grow our business organically in Mexico. We are well positioned with freight, domestic, international 

and distribution services.
• In February 2012, we broadened our European business-to-consumer service portfolio by acquiring Kiala S.A., a 

Belgium-based developer of a platform that enables e-commerce retailers to offer consumers the option of having 
goods delivered to a convenient retail location.

Supply Chain & Freight Reporting Segment

The Supply Chain & Freight segment consists of our forwarding and logistics services, our UPS Freight business, and our 
financial offerings through UPS Capital. We manage supply chains in over 195 countries and territories, with approximately 
35 million square feet of distribution space worldwide. Supply chain complexity creates demand for a global service offering 
that incorporates transportation, distribution and international trade and brokerage services, with financial and information 
services. We meet this demand by offering a broad array of services, which are described below.

The 2011 acquisition of Italy-based Pieffe Group (“Pieffe”) supports our global health care strategy, which has seen us 
make investments to better serve our growing customer base in the pharmaceutical, biotech and medical device industries. 
Previously family-owned, Pieffe is a pharmaceutical logistics business with more than 35 years of experience offering high-
quality storage, distribution and cold chain solutions to some of the world’s leading pharmaceutical brands.

Freight Forwarding

UPS is one of the largest U.S. domestic air freight carriers and among the top international air freight forwarders globally. 
UPS offers a portfolio of guaranteed and non-guaranteed global air freight services. Additionally, as one of the world’s leading 
non-vessel operating common carriers, UPS also provides ocean freight full-container load and less-than container load 
shipments between most major ports around the world.

Customs Brokerage

UPS is among the world’s largest customs brokers by both the number of shipments processed annually and by the 
number of dedicated brokerage employees worldwide. With decades of customs brokerage experience, we provide our 
customers with customs clearance, trade management and international trade consulting services.

Logistics and Distribution

UPS Logistics offers the following:
• Distribution Services: UPS’s comprehensive distribution services are provided through a global network of 

distribution centers that manage the flow of goods from receiving to storage and order processing to shipment, 
allowing companies to save time and money by minimizing their capital investment and positioning products closer to 
their customers.

• Post Sales: Post Sales services support goods after they have been delivered or installed in the field. The four core 
service offerings within Post Sales include: (1) Critical Parts Fulfillment; (2) Reverse Logistics; (3) Test, Repair, and 
Refurbish; and (4) Network and Parts Planning. We leverage our global distribution network of 600+ field stocking 
locations to ensure that the right type and quantity of our customers’ stock is in the right locations to meet the needs of 
their end-customers. With this service, our customers are able to minimize spend and maximize service.

• UPS Mail Innovations: UPS Mail Innovations offers an efficient, cost-effective method for sending lightweight parcels 
and flat mail to global addresses from the U.S. We pick up customers’ domestic and international mail, sort, post, 
manifest and then expedite the secured mail containers to the destination postal service for last-mile delivery.
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UPS Freight

UPS Freight offers regional, inter-regional and long-haul less-than-truckload (“LTL”) services, as well as full truckload 
services, in all 50 states, Canada, Puerto Rico, Guam, the U.S. Virgin Islands and Mexico. UPS Freight provides reliable LTL 
service backed by a day-definite, on-time guarantee at no additional cost. Additionally, many user-friendly small package 
technology offerings are available for freight. Applications such as UPS WorldShip, Billing Center, and Quantum View allow 
customers to process and track LTL shipments, create electronic bills of lading and reconcile billing.

UPS Capital

UPS Capital offers a range of services, including export and import financing to help improve cash flow, risk mitigation 
offerings to protect goods, as well as payment solutions that help speed the conversion cycle of payments.

Sustainability

UPS’s business and corporate responsibility strategies pursue a common interest to increase the vitality and 
environmental sustainability of the global economy by aggregating the shipping activity of millions of businesses and 
individuals worldwide into a single, highly efficient logistics network. This provides benefits to:

• UPS, by ensuring strong demand for our services.
• The economy, by making global supply chains more efficient and less expensive.
• The environment, by enabling our global customers to leverage UPS’s carbon efficiency and thereby reduce the 

carbon intensity of their supply chains.

We pursue sustainable business practices worldwide through operational efficiency, fleet advances, facility engineering 
projects, and conservation-enabling technology and service offerings. We help our customers to do the same.

We worked with the non-profit organization Business for Social Responsibility ("BSR") to evaluate significant 
sustainability issues (Economic, Environmental and Social), and ranked each issue by importance based on multiple 
stakeholder feedback.  We then worked with BSR to develop a materiality matrix by mapping the issues on a grid with two 
axes: “Importance to Stakeholder” and “Influence on Business Success”.   The materiality matrix is now being used to aid in 
prioritizing our sustainability strategy.   More information is available in the UPS Corporate Sustainability Report.   

Sustainability highlights in 2012 include:
• Rated 1st in Fortune Magazine’s 2012 “World’s Most Admired” for the Delivery Industry.
• One of Corporate Responsibility’s “100 Best Corporate Citizens” and one of “The Best Corporate Citizens in 

Government Contracting”.
• Recognized by Ethisphere Institute as one of the “World’s Most Ethical Companies”.
• Named to Interbrands “Best Global Brands” for the 8th consecutive year. We ranked in the Top 100 in brand value 

around the world (#27) and were the only company in the transportation sector to make the list in 2012.
• Recognized as a constituent of the Dow Jones Sustainability Index for the 11th consecutive year.
• One of America’s Top Organizations for Multicultural Business Opportunities by DiversityBusiness.com.
• Achieved a score of 99% in response to the Carbon Disclosure Project. Our Carbon Disclosure Leadership Index score 

tied one other company for the highest in the U.S.
• Recognized by ClimateCounts.org as best company in the consumer shipping sector for the 4th consecutive year and 

was the second highest score overall globally.

More information is available on the UPS Sustainability website.

Community

We believe that strong communities are vital to the success of our company. By combining our philanthropy with the 
volunteer time and talents of our employees, UPS helps drive positive change for organizations and communities in need across 
the globe. The highlights of our corporate citizenship efforts in 2012 include:

• Local non-profits around the world received more than 1.8 million hours of volunteer service from UPS employees 
participating in our Neighbor-to-Neighbor program.

• The UPS Foundation, our charitable organization, oversaw $98 million in donations of cash and in-kind services to 
global causes primarily in four focus areas—community safety, environmental sustainability, diversity and 
volunteerism.
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• UPS employees, both active and retired, contributed $48 million to United Way last year which was matched by a 
corporate contribution of $7 million.  During the 2012 campaign, employees (both active and retired) pledged an 
additional $51 million to United Way.

• UPS continued to help save lives through our UPS Humanitarian Relief program by providing our logistics expertise 
and resources to aid the drought-stricken Sahel region of Africa and areas impacted by Hurricanes Isaac and Sandy.

• Thousands of teenagers and novice drivers in the U.S., Canada, the U.K., and Germany participated in UPS Road 
Code. This safety program for new drivers features UPS employees as instructors – a role where they get to share 
driving knowledge and safety tips amassed over our 105-year history of safe driving.

Reputation

Great brands require connecting with customers.  In working to develop these connections, we have once again received 
high accolades from independent brand evaluations.  In 2012, we were pleased that UPS earned the top rating in our industry 
on Interbrand’s Best Global Brands and Millward Brown's BrandZ Most Valuable Global Brands. UPS also was named to 
industry-leading positions in Fortune Magazine’s Most Admired and Harris Interactive’s Reputation Quotient surveys.

Employees

The strength of our company is our people, working together with a common purpose. We had approximately 399,000 
employees (excluding temporary seasonal employees) as of December 31, 2012, of which 323,000 are in the U.S. and 76,000 
are located internationally. Our global workforce includes approximately 71,000 management employees (36% of whom are 
part-time) and 328,000 hourly employees (46% of whom are part-time).

As of December 31, 2012, we had approximately 249,000 employees employed under a national master agreement and 
various supplemental agreements with local unions affiliated with the International Brotherhood of Teamsters (“Teamsters”). 
These agreements run through July 31, 2013.

We have approximately 2,600 pilots who are employed under a collective bargaining agreement with the Independent 
Pilots Association (“IPA”), which became amendable at the end of 2011.

Our airline mechanics are covered by a collective bargaining agreement with Teamsters Local 2727, which runs through 
November 1, 2013. In addition, approximately 3,100 of our ground mechanics who are not employed under agreements with 
the Teamsters are employed under collective bargaining agreements with the International Association of Machinists and 
Aerospace Workers (“IAM”). Our agreement with the IAM runs through July 31, 2014.

The experience of our management team continues to be an organizational strength. Nearly 40% of our full-time 
managers have more than 20 years of service with UPS.

We believe that our relations with our employees are good. We periodically survey all our employees to determine their 
level of job satisfaction. Areas of concern receive management attention as we strive to keep UPS the employer-of-choice 
among our employees. We consistently receive numerous awards and wide recognition as an employer-of-choice, resulting in 
part from our emphasis on diversity and corporate citizenship.

Safety

Health and Safety is a value at UPS and an enduring belief that the wellbeing of our people, business partners, and the 
public is of utmost importance. We train our people to avoid injury to themselves and others in all aspects of their work. We do 
not tolerate unsafe work practices.

We use an all-encompassing Comprehensive Health and Safety Process ("CHSP") to prevent occupational illnesses, 
injuries, and auto crashes, as well as promote wellness through the development of workplace programs. The foundation of this 
process is our co-chaired employee and management health and safety committees. Together they conduct facility and 
equipment audits, perform work practice and behavior analysis, conduct training, and recommend work process and equipment 
changes.
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The components of CHSP are:
• Personal Value - Which is the foundation and forms the base of our safety and wellness culture.
• Management Commitment and Employee Involvement - Where employees take an active role in their own safety as 

well as their fellow workers and are supported by management.
• Work Site Analysis - Which includes injury and auto crash data analysis, behavior observations, and facility and 

equipment audits to identify gaps and develop solutions. Our operations managers are responsible for their employees' 
safety results. We investigate every injury and auto crash and develop prevention activities. 

• Hazard Prevention and Control - Where solutions are developed and documented to ensure identified risks have been 
mitigated.

• Safety Education and Training - Employees who are healthy and well-trained in proper methods are more safe and 
efficient in performing their jobs. Our approach starts with training the trainer. All trainers are certified to ensure that 
they have the skills and motivation to effectively train new employees. All new employees receive safety training 
during orientation and in the work area. In addition, each new driver receives extensive classroom and online training 
as well as on-road training, followed by three safety training rides integrated into his or her training cycle.

Other components to ensure the safety of our fleet include:
• Recognition - We have a well-defined safe driving honor plan to recognize our drivers when they achieve accident-free 

milestones. We have more than 6,400 drivers enshrined in our coveted Circle of Honor for drivers who have driven 25 
years or more without an avoidable auto crash.

• Preventive Maintenance - We have a comprehensive Preventive Maintenance Program to ensure the safety of our fleet. 
Our fleet is managed and monitored electronically to ensure that each vehicle is serviced at a specific time to prevent 
malfunction or breakdown.

Competition

We are the largest package delivery company in the world, in terms of both revenue and volume. We offer a broad array 
of services in the package and freight delivery industry and, therefore, compete with many different local, regional, national 
and international companies. Our competitors include worldwide postal services, various motor carriers, express companies, 
freight forwarders, air couriers and others. Through our supply chain service offerings, we compete with a number of 
participants in the supply chain, financial services and information technology industries.

Competitive Strengths

Our competitive strengths include:

Integrated Global Network.    We believe that our integrated global ground and air network is the most extensive in the 
industry. We handle all levels of service (air, ground, domestic, international, commercial, residential) through a single pickup 
and delivery service network.

Our sophisticated engineering systems allow us to optimize our network efficiency and asset utilization on a daily basis. 
This unique, integrated global business model creates consistent and superior returns.

We believe we have the most comprehensive integrated delivery and information services portfolio of any carrier in 
Europe. In other regions of the world, we rely on both our own and local service providers’ capabilities to meet our service 
commitments.

Global Presence.    UPS serves more than 220 countries and territories around the world. We have a presence in all of the 
world’s major economies.

Leading-edge Technology.    We are a global leader in developing technology that helps our customers optimize their 
shipping and logistics business processes to lower costs, improve service and increase efficiency.

Technology powers virtually every service we offer and every operation we perform. Our technology offerings are 
initiated by our customers’ needs. We offer a variety of online service options that enable our customers to integrate UPS 
functionality into their own businesses not only to conveniently send, manage and track their shipments, but also to provide 
their customers with better information services. We provide the infrastructure for an Internet presence that extends to tens of 
thousands of customers who have integrated UPS tools directly into their own web sites.
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Broad Portfolio of Services.    Our portfolio of services enables customers to choose the delivery option that is most 
appropriate for their requirements. Increasingly, our customers benefit from business solutions that integrate many UPS 
services in addition to package delivery. For example, our supply chain services—such as freight forwarding, customs 
brokerage, order fulfillment, and returns management—help improve the efficiency of the supply chain management process.

Customer Relationships.    We focus on building and maintaining long-term customer relationships. We serve 1.1 million 
pick-up customers and 7.7 million delivery customers daily. Cross-selling small package, supply chain and freight services 
across our customer base is an important growth mechanism for UPS.

Brand Equity.    We have built a leading and trusted brand that stands for quality service, reliability and product 
innovation. The distinctive appearance of our vehicles and the professional courtesy of our drivers are major contributors to our 
brand equity.

Distinctive Culture.    We believe that the dedication of our employees results in large part from our distinctive 
“employee-owner” concept. Our employee stock ownership tradition dates from 1927, when our founders, who believed that 
employee stock ownership was a vital foundation for successful business, first offered stock to employees. To facilitate 
employee stock ownership, we maintain several stock-based compensation programs.

Our long-standing policy of “promotion from within” complements our tradition of employee ownership, and this policy 
reduces the need for us to hire managers and executive officers from outside UPS. The majority of our management team began 
their careers as full-time or part-time hourly UPS employees, and have spent their entire careers with us. Many of our executive 
officers have more than 30 years of service with UPS and have accumulated a meaningful ownership stake in our company. 
Therefore, our executive officers have a strong incentive to effectively manage UPS, which benefits all our shareowners.

Financial Strength.    Our balance sheet reflects financial strength that few companies can match. Our financial strength 
gives us the resources to achieve global scale; to invest in employee development, technology, transportation equipment and 
facilities; to pursue strategic opportunities that facilitate our growth; to service our obligations; and to return value to our 
shareowners in the form of dividends and share repurchases.

Government Regulation

Air Operations

The U.S. Department of Transportation (“DOT”), the Federal Aviation Administration (“FAA”), and the U.S. Department 
of Homeland Security, through the Transportation Security Administration (“TSA”), have regulatory authority over United 
Parcel Service Co.’s (“UPS Airlines’”) air transportation services. The Federal Aviation Act of 1958, as amended, is the 
statutory basis for DOT and FAA authority and the Aviation and Transportation Security Act of 2001, as amended, is the basis 
for TSA aviation security authority.

The DOT’s authority primarily relates to economic aspects of air transportation, such as discriminatory pricing, non-
competitive practices, interlocking relations and cooperative agreements. The DOT also regulates, subject to the authority of 
the President of the United States, international routes, fares, rates and practices, and is authorized to investigate and take action 
against discriminatory treatment of U.S. air carriers abroad. International operating rights for U.S. airlines are usually subject to 
bilateral agreement between the U.S. and foreign governments. UPS Airlines has international route operating rights granted by 
the DOT and we may apply for additional authorities when those operating rights are available and are required for the efficient 
operation of our international network. The efficiency and flexibility of our international air transportation network is 
dependent on DOT and foreign government regulations and operating restrictions.

The FAA’s authority primarily relates to safety aspects of air transportation, including aircraft operating procedures, 
transportation of hazardous materials, record keeping standards and maintenance activities, and personnel. In 1988, the FAA 
granted us an operating certificate, which remains in effect so long as we meet the safety and operational requirements of the 
applicable FAA regulations. In addition, we are subject to non-U.S. government regulation of aviation rights involving non-
U.S. jurisdictions, and non-U.S. customs regulation.

FAA regulations mandate an aircraft corrosion control program, along with aircraft inspection and repair at periodic 
intervals specified by approved programs and procedures, for all aircraft. Our total expenditures under these programs for 2012 
were not material. The future cost of repairs pursuant to these programs may fluctuate according to aircraft condition, age and 
the enactment of additional FAA regulatory requirements.
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The TSA regulates various security aspects of air cargo transportation in a manner consistent with the TSA mission 
statement to “protect the Nation’s transportation systems to ensure freedom of movement for people and commerce.” UPS 
Airlines, and specified airport and off-airport locations, are regulated under TSA regulations applicable to the transportation of 
cargo in an air network. In addition, personnel, facilities and procedures involved in air cargo transportation must comply with 
TSA regulations.

UPS Airlines, along with a number of other domestic airlines, participates in the Civil Reserve Air Fleet (“CRAF”) 
program. Our participation in the CRAF program allows the U.S. Department of Defense (“DOD”) to requisition specified UPS 
Airlines wide-body aircraft for military use during a national defense emergency. The DOD compensates us for the use of 
aircraft under the CRAF program. In addition, participation in CRAF entitles UPS Airlines to bid for military cargo charter 
operations.

Ground Operations

Our ground transportation of packages in the U.S. is subject to the DOT’s jurisdiction with respect to the regulation of 
routes and to both the DOT’s and the states’ jurisdiction with respect to the regulation of safety, insurance and hazardous 
materials. We are subject to similar regulation in many non-U.S. jurisdictions.

The Postal Reorganization Act of 1970 created the U.S. Postal Service as an independent establishment of the executive 
branch of the federal government, and created the Postal Rate Commission, an independent agency, to recommend postal rates. 
The Postal Accountability and Enhancement Act of 2006 amended the 1970 Act to give the re-named Postal Regulatory 
Commission revised oversight authority over many aspects of the Postal Service, including postal rates, product offerings and 
service standards. We sometimes participate in the proceedings before the Postal Regulatory Commission in an attempt to 
secure fair postal rates for competitive services.

Customs

We are subject to the customs laws in the countries in which we operate, regarding the import and export of shipments, 
including those related to the filing of documents on behalf of client importers and exporters.

Environmental

We are subject to federal, state and local environmental laws and regulations across all of our business units. These laws 
and regulations cover a variety of processes, including, but not limited to: proper storage, handling, and disposal of hazardous 
and other waste; managing wastewater and stormwater; monitoring and maintaining the integrity of underground storage tanks; 
complying with laws regarding clean air, including those governing emissions; protecting against and appropriately responding 
to spills and releases; and communicating the presence of reportable quantities of hazardous materials to local responders. UPS 
has established site- and activity-specific environmental compliance and pollution prevention programs to address our 
environmental responsibilities and remain compliant. In addition, UPS has created numerous programs which seek to minimize 
waste and prevent pollution within our operations.

Other Regulations

We are subject to numerous other U.S. federal and state laws and regulations, in addition to applicable foreign laws, in 
connection with our package and non-package businesses in the countries in which we operate. These laws and regulations 
include those enforced by U.S. Customs and Border Protection and other agencies of the U.S. Department of Homeland 
Security, the U.S. Department of Treasury, the Federal Maritime Commission, the U.S. Drug Enforcement Administration, the 
U.S. Food and Drug Administration and the U.S. Department of Agriculture.

Where You Can Find More Information

UPS maintains a website at www.ups.com. Our annual report on Form 10-K, quarterly reports on Form 10-Q, current 
reports on Form 8-K, and any amendments to those reports filed or furnished pursuant to Section 13(a) of the Securities 
Exchange Act of 1934 are made available through our website www.investors.ups.com as soon as reasonably practical after we 
electronically file or furnish the reports to the SEC. Also available on the Corporation’s website are the Company’s Corporate 
Governance Guidelines and Committee Charters. However, information on these websites is not incorporated by reference into 
this report or any other report filed with or furnished to the SEC.
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We have adopted a written Code of Business Conduct that applies to all of our directors, officers and employees, 
including our principal executive officer and senior financial officers. It is available in the governance section of the investor 
relations website, located at www.investors.ups.com. In the event that we make changes in, or provide waivers from, the 
provisions of the Code of Business Conduct that the SEC requires us to disclose, we intend to disclose these events in the 
governance section of our investor relations website.

Our Corporate Governance Guidelines and the charters for our Audit Committee, Compensation Committee and 
Nominating and Corporate Governance Committee are also available in the governance section of the investor relations 
website.

Our sustainability report, which describes our activities that support our commitment to acting responsibly and 
contributing to society, is available at www.sustainability.ups.com. We provide the addresses to our internet sites solely for the 
information of investors. We do not intend any addresses to be active links or to otherwise incorporate the contents of any 
website into this report.

Item 1A. Risk Factors

You should carefully consider the following factors, which could materially affect our business, financial condition or 
results of operations. You should read these Risk Factors in conjunction with “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations” in Item 7 and our Consolidated Financial Statements and related notes in 
Item 8.

General economic conditions, both in the U.S. and internationally, may adversely affect our results of operations.

We conduct operations in over 220 countries and territories. Our U.S. and international operations are subject to normal 
cycles affecting the economy in general, as well as the local economic environments in which we operate. The factors that 
create cyclical changes to the economy and to our business are beyond our control, and it may be difficult for us to adjust our 
business model to mitigate the impact of these factors. In particular, our business is affected by levels of industrial production, 
consumer spending and retail activity, and our business, financial position and results of operations could be materially affected 
by adverse developments in these aspects of the economy.

We face significant competition which could adversely affect our business, financial position and results of operations.

We face significant competition on a local, regional, national and international basis. Our competitors include the postal 
services of the U.S. and other nations, various motor carriers, express companies, freight forwarders, air couriers and others. 
Competition may also come from other sources in the future. Some of our competitors have cost and organizational structures 
that differ from ours and may offer services and pricing terms that we may not be willing or able to offer. If we are unable to 
timely and appropriately respond to competitive pressures, our business, financial position and results of operations could be 
adversely affected.

The transportation industry continues to consolidate and competition remains strong. As a result of consolidation, our 
competitors may increase their market share and improve their financial capacity, and may strengthen their competitive 
positions. Business combinations could also result in competitors providing a wider variety of services and products at 
competitive prices, which could adversely affect our financial performance.

Changes in our relationships with our significant customers, including the loss or reduction in business from one or more 
of them, could have an adverse impact on us.

Our top 20 customers account for less than 10% of our consolidated revenue.  We do not believe the loss of any single 
customer would materially impair our overall financial condition or results of operations; however, collectively, some of these 
large customers might account for a relatively significant portion of the growth in revenue in a particular quarter or year.  These 
customers can drive the growth in revenue for particular services based on factors such as:  new customer product launches; the 
seasonality associated with the fourth quarter Holiday season; business mergers and acquisitions; and the overall fast growth of 
a customer's underlying business.  These customers could choose to divert all or a portion of their business with us to one of 
our competitors, demand pricing concessions for our services, require us to provide enhanced services that increase our costs, 
or develop their own shipping and distribution capabilities.  If these factors drove some of our large customers to cancel all or a 
portion of their business relationships with us, it could materially impact the growth in our business and the ability to meet our 
current and long-term financial forecasts.
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Our business is subject to complex and stringent regulation in the U.S. and internationally.

We are subject to complex and stringent aviation, transportation, environmental, security, labor, employment and other 
governmental laws and regulations, both in the U.S. and in the other countries in which we operate. In addition, our business is 
impacted by laws and regulations that affect global trade, including tariff and trade policies, export requirements, taxes and 
other restrictions and charges. Changes in laws, regulations and the related interpretations may alter the landscape in which we 
do business and may affect our costs of doing business. The impact of new laws and regulations cannot be predicted. 
Compliance with new laws and regulations may increase our operating costs or require significant capital expenditures. Any 
failure to comply with applicable laws or regulations in the U.S. or in any of the countries in which we operate could result in 
substantial fines or possible revocation of our authority to conduct our operations, which could adversely affect our financial 
performance.

Increased security requirements could impose substantial costs on us and we could be the target of an attack or have a 
security breach.

As a result of concerns about global terrorism and homeland security, governments around the world have adopted or 
may adopt stricter security requirements that will result in increased operating costs for businesses in the transportation 
industry. These requirements may change periodically as a result of regulatory and legislative requirements and in response to 
evolving threats. We cannot determine the effect that these new requirements will have on our cost structure or our operating 
results, and these rules or other future security requirements may increase our costs of operations and reduce operating 
efficiencies. Regardless of our compliance with security requirements or the steps we take to secure our facilities or fleet, we 
could be the target of an attack or security breaches could occur, which could adversely affect our operations or our reputation.

We may be affected by global climate change or by legal, regulatory or market responses to such potential change.

Concern over climate change, including the impact of global warming, has led to significant federal, state and 
international legislative and regulatory efforts to limit greenhouse gas (“GHG”) emissions. For example, in the past several 
years, the U.S. Congress has considered various bills that would regulate GHG emissions. While these bills have not yet 
received sufficient Congressional support for enactment, some form of federal climate change legislation is possible in the 
future. Even in the absence of such legislation, the Environmental Protection Agency, spurred by judicial interpretation of the 
Clean Air Act, may regulate GHG emissions, especially aircraft or diesel engine emissions, and this could impose substantial 
costs on us. These costs include an increase in the cost of the fuel and other energy we purchase and capital costs associated 
with updating or replacing our aircraft or vehicles prematurely. Until the timing, scope and extent of any future regulation 
becomes known, we cannot predict its effect on our cost structure or our operating results. It is reasonably possible that such 
legislation or regulation could impose material costs on us. Moreover, even without such legislation or regulation, increased 
awareness and any adverse publicity in the global marketplace about the GHGs emitted by companies in the airline and 
transportation industries could harm our reputation and reduce customer demand for our services, especially our air services.

Strikes, work stoppages and slowdowns by our employees could adversely affect our business, financial position and results 
of operations.

A significant number of our employees are employed under a national master agreement and various supplemental 
agreements with local unions affiliated with the Teamsters and our airline pilots, airline mechanics, ground mechanics and 
certain other employees are employed under other collective bargaining agreements. Strikes, work stoppages and slowdowns 
by our employees could adversely affect our ability to meet our customers’ needs, and customers may do more business with 
competitors if they believe that such actions or threatened actions may adversely affect our ability to provide services. We may 
face permanent loss of customers if we are unable to provide uninterrupted service, and this could adversely affect our 
business, financial position and results of operations. The terms of future collective bargaining agreements also may affect our 
competitive position and results of operations.
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We are exposed to the effects of changing prices of energy, including gasoline, diesel and jet fuel, and interruptions in 
supplies of these commodities.

Changing fuel and energy costs may have a significant impact on our operations. We require significant quantities of fuel 
for our aircraft and delivery vehicles and are exposed to the risk associated with variations in the market price for petroleum 
products, including gasoline, diesel and jet fuel. We mitigate our exposure to changing fuel prices through our indexed fuel 
surcharges and we may also enter into hedging transactions from time to time. If we are unable to maintain or increase our fuel 
surcharges, higher fuel costs could adversely impact our operating results. Even if we are able to offset the cost of fuel with our 
surcharges, high fuel surcharges may result in a mix shift from our higher yielding air products to lower yielding ground 
products or an overall reduction in volume. If fuel prices rise sharply, even if we are successful in increasing our fuel surcharge, 
we could experience a lag time in implementing the surcharge, which could adversely affect our short-term operating results. 
There can be no assurance that our hedging transactions will be effective to protect us from changes in fuel prices. Moreover, 
we could experience a disruption in energy supplies, including our supply of gasoline, diesel and jet fuel, as a result of war, 
actions by producers, or other factors which are beyond our control, which could have an adverse effect on our business.

Changes in exchange rates or interest rates may have an adverse effect on our results.

We conduct business across the globe with a significant portion of our revenue derived from operations outside the 
United States. Our operations in international markets are affected by changes in the exchange rates for local currencies, and in 
particular the Euro, British Pound Sterling, Canadian Dollar, Chinese Renminbi and Hong Kong Dollar.

We are exposed to changes in interest rates, primarily on our short-term debt and that portion of our long-term debt that 
carries floating interest rates. The impact of a 100-basis-point change in interest rates affecting our debt is discussed in the 
“Quantitative and Qualitative Disclosures about Market Risk” section of this report.

We monitor and manage our exposures to changes in currency exchange rates and interest rates, and make limited use of 
derivative instruments to mitigate the impact of changes in these rates on our financial position and results of operations; 
however, changes in exchange rates and interest rates cannot always be predicted or hedged.

If we are unable to maintain our brand image and corporate reputation, our business may suffer.

Our success depends in part on our ability to maintain the image of the UPS brand and our reputation for providing 
excellent service to our customers. Service quality issues, actual or perceived, even when false or unfounded, could tarnish the 
image of our brand and may cause customers to use other companies. Also, adverse publicity surrounding labor relations, 
environmental concerns, security matters, political activities and the like, or attempts to connect our company to these sorts of 
issues, either in the United States or other countries in which we operate, could negatively affect our overall reputation and 
acceptance of our services by customers. Damage to our reputation and loss of brand equity could reduce demand for our 
services and thus have an adverse effect on our business, financial position and results of operations, and could require 
additional resources to rebuild our reputation and restore the value of our brand.

A significant privacy breach or IT system disruption could adversely affect our business and we may be required to increase 
our spending on data and system security.

We rely on information technology networks and systems, including the Internet, to process, transmit and store electronic 
information, and to manage or support a variety of business processes and activities. In addition, the provision of service to our 
customers and the operation of our network involve the storage and transmission of proprietary information and sensitive or 
confidential data, including personal information of customers, employees and others. Our information technology systems, 
some of which are managed by third-parties, may be susceptible to damage, disruptions or shutdowns due to failures during the 
process of upgrading or replacing software, databases or components thereof, power outages, hardware failures, computer 
viruses, attacks by computer hackers, telecommunication failures, user errors or catastrophic events. Groups of hackers may 
also act in a coordinated manner to launch distributed denial of service attacks or other coordinated attacks that may cause 
service outages or other interruptions. In addition, breaches in security could expose us, our customers or the individuals 
affected to a risk of loss or misuse of proprietary information and sensitive or confidential data. Any of these occurrences could 
result in disruptions in our operations, the loss of existing or potential customers, damage to our brand and reputation, and 
litigation and potential liability for the company. In addition, the cost and operational consequences of implementing further 
data or system protection measures could be significant.
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Severe weather or other natural or manmade disasters could adversely affect our business.

Severe weather conditions and other natural or manmade disasters, including storms, floods, fires and earthquakes, may 
result in decreased revenues, as our customers reduce their shipments, or increased costs to operate our business, which could 
have an adverse effect on our results of operations for a quarter or year. Any such event affecting one of our major facilities 
could result in a significant interruption in or disruption of our business.

We make significant capital investments in our business of which a significant portion is tied to projected volume levels.

We require significant capital investments in our business consisting of aircraft, vehicles, technology, facilities and 
sorting and other types of equipment to support both our existing business and anticipated growth. Forecasting projected 
volume involves many factors which are subject to uncertainty, such as general economic trends, changes in governmental 
regulation and competition. If we do not accurately forecast our future capital investment needs, we could have excess capacity 
or insufficient capacity, either of which would negatively affect our revenues and profitability. In addition to forecasting our 
capital investment requirements, we adjust other elements of our operations and cost structure in response to adverse economic 
conditions; however, these adjustments may not be sufficient to allow us to maintain our operating margins in a weak economy.

We derive a significant portion of our revenues from our international operations and are subject to the risks of doing 
business in emerging markets.

We have significant international operations and while the geographical diversity of our international operations helps 
ensure that we are not overly reliant on a single region or country, we are continually exposed to changing economic, political 
and social developments beyond our control. Emerging markets are typically more volatile than those in the developed world, 
and any broad-based downturn in these markets could reduce our revenues and adversely affect our business, financial position 
and results of operations.

We are subject to changes in markets and our business plans that have resulted, and may in the future result, in substantial 
write-downs of the carrying value of our assets, thereby reducing our net income.

Our regular review of the carrying value of our assets has resulted, from time to time, in significant impairments, and we 
may in the future be required to recognize additional impairment charges. Changes in business strategy, government 
regulations, or economic or market conditions have resulted and may result in further substantial impairments of our intangible, 
fixed or other assets at any time in the future. In addition, we have been and may be required in the future to recognize 
increased depreciation and amortization charges if we determine that the useful lives of our fixed assets are shorter than we 
originally estimated. Such changes could reduce our net income.

Employee health and retiree health and pension benefit costs represent a significant expense to us.

With approximately 399,000 employees, including approximately 323,000 in the U.S., our expenses relating to employee 
health and retiree health and pension benefits are significant. In recent years, we have experienced significant increases in 
certain of these costs, largely as a result of economic factors beyond our control, including, in particular, ongoing increases in 
health care costs well in excess of the rate of inflation and the decreasing trend of discount rates in which we use to value our 
pension liabilities. Continued increasing health care costs, volatility in investment returns and discount rates, as well as changes 
in laws, regulations and assumptions used to calculate retiree health and pension benefit expenses, may adversely affect our 
business, financial position, results of operations or require significant contributions to our pension plans.

We participate in a number of trustee-managed multiemployer pension and health and welfare plans for employees 
covered under collective bargaining agreements. Several factors could cause us to make significantly higher future 
contributions to these plans, including unfavorable investment performance, increases in health care costs, changes in 
demographics and increased benefits to participants. At this time, we are unable to determine the amount of additional future 
contributions, if any, or whether any material adverse effect on our financial condition, results of operations or liquidity could 
result from our participation in these plans.

We may be subject to various claims and lawsuits that could result in significant expenditures.

The nature of our business exposes us to the potential for various claims and litigation related to labor and employment, 
personal injury, property damage, business practices, environmental liability and other matters. Any material litigation or a 
catastrophic accident or series of accidents could have a material adverse effect on our business, financial position and results 
of operations.
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We may not realize the anticipated benefits of acquisitions, joint ventures or strategic alliances.

As part of our business strategy, we may acquire businesses and form joint ventures or strategic alliances. Whether we 
realize the anticipated benefits from these transactions depends, in part, upon the successful integration between the businesses 
involved, the performance of the underlying operation, capabilities or technologies and the management of the transacted 
operations. Accordingly, our financial results could be adversely affected by our failure to effectively integrate the acquired 
operations, unanticipated performance issues, transaction-related charges or charges for impairment of long-term assets that we 
acquire.

Insurance and claims expenses could have a material adverse effect on our business, financial condition and results of 
operations.

We have a combination of both self-insurance and high-deductible insurance programs for the risks arising out of the 
services we provide and the nature of our global operations, including claims exposure resulting from cargo loss, personal 
injury, property damage, aircraft and related liabilities, business interruption and workers’ compensation. Workers’ 
compensation, automobile and general liabilities are determined using actuarial estimates of the aggregate liability for claims 
incurred and an estimate of incurred but not reported claims, on an undiscounted basis. Our accruals for insurance reserves 
reflect certain actuarial assumptions and management judgments, which are subject to a high degree of variability. If the 
number or severity of claims for which we are retaining risk increases, our financial condition and results of operations could 
be adversely affected. If we lose our ability to self-insure these risks, our insurance costs could materially increase and we may 
find it difficult to obtain adequate levels of insurance coverage.

 
Item 1B. Unresolved Staff Comments

Not applicable.

 
Item 2. Properties

Operating Facilities

We own our headquarters, which are located in Atlanta, Georgia and consist of about 745,000 square feet of office space 
on an office campus, and our UPS Supply Chain Solutions group’s headquarters, which are located in Alpharetta, Georgia, and 
consist of about 310,000 square feet of office space.

We also own our 29 principal U.S. package operating facilities, which have floor spaces that range from approximately 
310,000 to 693,000 square feet. In addition, we have a 1.9 million square foot operating facility near Chicago, Illinois, which is 
designed to streamline shipments between East Coast and West Coast destinations, and we own or lease over 1,000 additional 
smaller package operating facilities in the U.S. The smaller of these facilities have vehicles and drivers stationed for the pickup 
of packages and facilities for the sorting, transfer and delivery of packages. The larger of these facilities also service our 
vehicles and equipment and employ specialized mechanical installations for the sorting and handling of packages.

We own or lease more than 800 facilities that support our international package operations and an additional 574 facilities 
that support our freight forwarding and logistics operations. Our freight forwarding and logistics operations maintain facilities 
with approximately 28.6 million square feet of floor space. We own and operate a logistics campus consisting of approximately 
3.7 million square feet in Louisville, Kentucky.

UPS Freight operates 210 service centers with a total of 6 million square feet of floor space. UPS Freight owns 149 of 
these service centers, while the remainder are occupied under operating lease agreements. The main offices of UPS Freight are 
located in Richmond, Virginia and consist of about 217,000 square feet of office space.

Our aircraft are operated in a hub and spokes pattern in the U.S. Our principal air hub in the U.S., known as Worldport, is 
located in Louisville, Kentucky. The Worldport facility consists of over 5.2 million square feet and the site includes 
approximately 596 acres. Between 2009 and 2010, we completed an expansion of our Worldport facility, which increased the 
sorting capacity to approximately 416,000 packages per hour. The expansion, which cost over $1 billion, involved the addition 
of two aircraft load / unload wings to the hub building, followed by the installation of high-speed conveyor and computer 
control systems.
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We also have regional air hubs in Hartford, Connecticut; Ontario, California; Philadelphia, Pennsylvania; and Rockford, 
Illinois. These hubs house facilities for the sorting, transfer and delivery of packages. Our European air hub is located in 
Cologne, Germany, and we maintain Asia-Pacific air hubs in Shanghai, China; Shenzhen, China; Taipei, Taiwan; Incheon, 
South Korea; Hong Kong; and Singapore. Our regional air hub in Canada is located in Hamilton, Ontario, and our regional air 
hub for Latin America and the Caribbean is in Miami, Florida.

In 2011, we announced plans to significantly expand our European air hub in Cologne, Germany. The expansion project, 
due to be completed by the end of 2013, will equip the existing facility with additional state-of-the-art technology and will 
include a major extension to the existing building. This extension would be partially dedicated to processing larger freight 
shipments. Together these initiatives will significantly increase the hub’s package sorting capacity from today’s 112,000 to 
190,000 packages per hour. The total cost of the expansion is estimated to be approximately $200 million.

Over the past several years, UPS has made a successful transition to become the first wholly-owned foreign express 
carrier in China. In 2008, we opened the UPS International Air Hub at Pudong International Airport, which was built on a 
parcel totaling 2.4 million square feet with a planned sorting capacity of 17,000 packages per hour. The hub links all of China 
via Shanghai to UPS’s international network with direct service to the Americas, Europe and Asia. It also connects points 
served in China by UPS through a dedicated service provided by Yangtze River Express, a Chinese all-cargo airline.

In February 2010, we opened a new intra-Asia air hub at Shenzhen Bao'an International Airport in China. The Shenzhen 
facility replaced our intra-Asia air hub at Clark Air Force Base in the Philippines, and serves as our primary transit hub in Asia. 
The facility was built on a parcel of almost 1 million square feet, and has a sorting capacity of 18,000 packages per hour.

Our primary information technology operations are consolidated in a 443,600 square foot owned facility, the Ramapo 
Ridge facility, which is located on a 39-acre site in Mahwah, New Jersey. We also own a 175,000 square foot facility located on 
a 25-acre site in Alpharetta, Georgia, which serves as a backup to the main information technology operations facility in New 
Jersey. This facility provides production functions and backup capacity in the event that a power outage or other disaster 
incapacitates the main data center. It also helps to meet our internal communication needs.

We believe that our facilities are adequate to support our current operations.

Fleet

Aircraft

The following table shows information about our aircraft fleet as of December 31, 2012:

Description

Owned and
Capital
Leases

Short-term
Leased or
Chartered

From
Others

On
Order

Under
Option

Boeing 747-400F 11 — — —
Boeing 747-400BCF 2 — — —
Boeing 757-200F 75 — — —
Boeing 767-300ERF 51 — 8 —
Boeing MD-11F 38 — — —
Airbus A300-600F 53 — — —
Other — 332 — —

Total 230 332 8 —

We maintain an inventory of spare engines and parts for each aircraft.

All of the aircraft we own meet Stage IV federal noise regulations and can operate at airports that have aircraft noise 
restrictions.

During 2012, we took delivery of seven Boeing 767-300ERF aircraft. We have firm commitments to purchase eight 
Boeing 767-300ERF freighters to be delivered in 2013. 
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Vehicles

We operate a global ground fleet of approximately 101,000 package cars, vans, tractors and motorcycles. Our ground 
support fleet consists of 32,000 pieces of equipment designed specifically to support our aircraft fleet, ranging from non-
powered container dollies and racks to powered aircraft main deck loaders and cargo tractors. We also have 31,000 containers 
used to transport cargo in our aircraft.

 
Item 3. Legal Proceedings

For a discussion of legal proceedings affecting us and our subsidiaries, please see the information under the sub-caption 
“Contingencies” of the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations” 
included in this report.

 
Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity 
Securities

Our class A common stock is not listed on a national securities exchange or traded in an organized over-the-counter 
market, but each share of our class A common stock is convertible into one share of our class B common stock.

The following is a summary of our class B common stock price activity and dividend information for 2012 and 2011. Our 
class B common stock is listed on the New York Stock Exchange under the symbol “UPS”.

High Low Close
Dividends
Declared

2012:
First Quarter $ 81.79 $ 72.15 $ 80.72 $ 0.57
Second Quarter $ 80.97 $ 72.19 $ 78.76 $ 0.57
Third Quarter $ 80.52 $ 71.18 $ 71.57 $ 0.57
Fourth Quarter $ 76.20 $ 69.56 $ 73.73 $ 0.57
2011:
First Quarter $ 76.99 $ 70.22 $ 74.32 $ 0.52
Second Quarter $ 75.58 $ 68.14 $ 72.93 $ 0.52
Third Quarter $ 75.79 $ 60.75 $ 63.15 $ 0.52
Fourth Quarter $ 73.80 $ 61.27 $ 73.19 $ 0.52

As of February 6, 2013, there were 156,741 and 18,108 record holders of class A and class B common stock, respectively.

The policy of our Board of Directors is to declare dividends out of current earnings. The declaration of dividends is 
subject to the discretion of the Board of Directors and will depend on various factors, including our net income, financial 
condition, cash requirements, future prospects, and other relevant factors.

On February 14, 2013, our Board declared a dividend of $0.62 per share, which is payable on March 12, 2013 to 
shareowners of record on February 25, 2013. This represents an 8.8% increase from the previous $0.57 quarterly dividend in 
2012.

On May 3, 2012, the Board of Directors approved a share repurchase authorization of $5.0 billion, which replaced an 
authorization previously announced in 2008.   A summary of repurchases of our class A and class B common stock during the 
fourth quarter of 2012 is as follows (in millions, except per share amounts):

Total Number
of Shares

Purchased(1)

Average
Price Paid

Per Share(1)

Total Number
of Shares Purchased
as Part of Publicly

Announced Program

Approximate Dollar
Value of Shares that

May Yet be Purchased
Under the Program
(as of month-end)

October 1—October 31 0.6 $ 73.64 0.6 $ 4,169
November 1—November 30 1.2 73.26 1.2 4,087
December 1—December 31 1.7 73.40 1.6 3,970

Total October 1—December 31 3.5 $ 73.40 3.4
(1) Includes shares repurchased through our publicly announced share repurchase program and shares tendered to pay the 

exercise price and tax withholding on employee stock options.

On February 14, 2013, the Board of Directors approved a new share repurchase authorization of $10.0 billion, which 
replaced the 2012 authorization.  The new share repurchase authorization has no expiration date.  We anticipate repurchasing 
approximately $4.0 billion of shares in 2013.
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Shareowner Return Performance Graph

The following performance graph and related information shall not be deemed “soliciting material” or to be “filed” with 
the SEC, nor shall such information be incorporated by reference into any future filing under the Securities Act of 1933 or 
Securities Exchange Act of 1934, each as amended, except to the extent that the Company specifically incorporates such 
information by reference into such filing.

The following graph shows a five year comparison of cumulative total shareowners’ returns for our class B common 
stock, the Standard & Poor’s 500 Index, and the Dow Jones Transportation Average. The comparison of the total cumulative 
return on investment, which is the change in the quarterly stock price plus reinvested dividends for each of the quarterly 
periods, assumes that $100 was invested on December 31, 2007 in the Standard & Poor’s 500 Index, the Dow Jones 
Transportation Average, and our class B common stock.
 

12/31/2007 12/31/2008 12/31/2009 12/31/2010 12/31/2011 12/31/2012

United Parcel Service, Inc. $ 100.00 $ 80.20 $ 86.42 $ 112.60 $ 116.97 $ 121.46
Standard & Poor’s 500 Index $ 100.00 $ 63.00 $ 79.67 $ 91.68 $ 93.61 $ 108.59
Dow Jones Transportation Average $ 100.00 $ 78.58 $ 93.19 $ 118.14 $ 118.15 $ 127.07
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Item 6. Selected Financial Data

The following table sets forth selected financial data for each of the five years in the period ended December 31, 2012 (in 
millions, except per share amounts). This financial data should be read together with our consolidated financial statements and 
related notes, Management’s Discussion and Analysis of Financial Condition and Results of Operations, and other financial 
data appearing elsewhere in this report.

  Years Ended December 31,
  2012 2011 2010 2009 2008

Selected Income Statement Data
Revenue:

U.S. Domestic Package $ 32,856 $ 31,717 $ 29,742 $ 28,158 $ 31,278
International Package 12,124 12,249 11,133 9,699 11,293
Supply Chain & Freight 9,147 9,139 8,670 7,440 8,915
Total revenue 54,127 53,105 49,545 45,297 51,486

Operating expenses:
Compensation and benefits 33,102 27,575 26,557 25,933 29,826
Other 19,682 19,450 17,347 15,856 20,041
Total operating expenses 52,784 47,025 43,904 41,789 49,867

Operating profit (loss):
U.S. Domestic Package 459 3,764 3,238 1,919 823
International Package 869 1,709 1,831 1,279 1,246
Supply Chain and Freight 15 607 572 310 (450)
Total operating profit 1,343 6,080 5,641 3,508 1,619

Other income (expense):
Investment income 24 44 3 10 75
Interest expense (393) (348) (354) (445) (442)

Income before income taxes 974 5,776 5,290 3,073 1,252
Income tax expense 167 1,972 1,952 1,105 597
Net income $ 807 $ 3,804 $ 3,338 $ 1,968 $ 655
Per share amounts:

Basic earnings per share $ 0.84 $ 3.88 $ 3.36 $ 1.97 $ 0.64
Diluted earnings per share $ 0.83 $ 3.84 $ 3.33 $ 1.96 $ 0.64
Dividends declared per share $ 2.28 $ 2.08 $ 1.88 $ 1.80 $ 1.80

Weighted average shares outstanding:
Basic 960 981 994 998 1,016
Diluted 969 991 1,003 1,004 1,022

  As of December 31,
  2012 2011 2010 2009 2008

Selected Balance Sheet Data
Cash and marketable securities $ 7,924 $ 4,275 $ 4,081 $ 2,100 $ 1,049
Total assets 38,863 34,701 33,597 31,883 31,879
Long-term debt 11,089 11,095 10,491 8,668 7,797
Shareowners’ equity 4,733 7,108 8,047 7,696 6,780
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation

Overview

The U.S. economic expansion has continued at a slow-to-moderate pace through the end of 2012.  Continued growth in 
retail sales, particularly among e-commerce retailers, has provided for expansion in the overall U.S. small package delivery 
market; however, recent weakness in manufacturing activity, combined with the uneven nature of the overall economic 
recovery, has negatively impacted the small package delivery market.  Given these trends, our products most aligned with 
business-to-consumer shipments have experienced the strongest growth, while our business-to-business volume continues to 
lag overall GDP growth.  

Outside of the U.S., economic growth has slowed considerably due to volatility in world markets and fiscal austerity 
measures, particularly in Europe.  This slower global economic growth has created an environment in which customers are 
more likely to trade-down from premium express products to standard delivery products.  Additionally, the uneven nature of 
economic growth worldwide has led to shifting trade patterns whereby transcontinental trade is being pressured, but intra-
regional trade is continuing to grow.  These circumstances have led us to adjust our air capacity and cost structure in our 
transportation network to the prevailing volume mix levels.  Our broad portfolio of product offerings and the flexibilities 
inherent in our transportation network have helped us adapt to these changing trends.

While the worldwide economic environment has been challenging in 2012, we have continued to undertake initiatives to 
improve yield management, increase operational efficiency and contain costs across all segments.  Continued deployment of 
technology improvements should lead to further gains in our operational efficiency, flexibility and reliability, thus restraining 
cost increases and improving margins.  In our International Package segment, we have adjusted our air network and utilized 
newly constructed or expanded operating facilities to improve time-in-transit for shipments in each region. We have also 
continued to optimize our aircraft network to leverage the new route authority we have gained over the last several years and to 
take full advantage of faster growing trade lanes.  Additionally, in the first quarter of 2012, we acquired Kiala S.A., which will 
expand our service offerings for business-to-consumer deliveries in Europe.

Our consolidated results are presented in the table below:

  Year Ended December 31, % Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Revenue (in millions) $ 54,127 $ 53,105 $ 49,545 1.9 % 7.2%
Operating Expenses (in millions) 52,784 47,025 43,904 12.2 % 7.1%
Operating Profit (in millions) $ 1,343 $ 6,080 $ 5,641 (77.9)% 7.8%
Operating Margin 2.5% 11.4% 11.4%
Average Daily Package Volume (in thousands) 16,295 15,797 15,574 3.2 % 1.4%
Average Revenue Per Piece $ 10.82 $ 10.82 $ 10.24 — % 5.7%
Net Income (in millions) $ 807 $ 3,804 $ 3,338 (78.8)% 14.0%
Basic Earnings Per Share $ 0.84 $ 3.88 $ 3.36 (78.4)% 15.5%
Diluted Earnings Per Share $ 0.83 $ 3.84 $ 3.33 (78.4)% 15.3%

Items Affecting Comparability

The year-over-year comparisons of our financial results are affected by the following items (in millions):
 

  Year Ended December 31,
  2012 2011 2010

Operating Expenses:
Defined Benefit Plans Mark-to-Market Charge $ 4,831 $ 827 $ 112

     Multiemployer Pension Plan Withdrawal Charge 896 — —
Restructuring Charge — — 98
Gains on Sales of Businesses — — (20)
Gains on Real Estate Transactions — (33) (109)

Income Tax Expense (Benefit) from the Items Above (2,145) (287) —
Charge for Change in Tax Filing Status for German Subsidiary — — 76
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These items have been excluded from comparisons of "adjusted" operating expenses, operating profit and operating 
margin in the discussion that follows.

Defined Benefit Plans Mark-to-Market Charge

In 2012, 2011 and 2010, we incurred pre-tax mark-to-market losses of $4.831 billion, $827 million and $112 million, 
respectively, on a consolidated basis ($3.023 billion, $527 million and $75 million after-tax, respectively) on our pension and 
postretirement defined benefit plans related to the remeasurement of plan assets and liabilities recognized outside of a 10% 
corridor. These mark-to-market losses for 2012, 2011 and 2010 primarily resulted from decreases in the discount rates used to 
value our projected benefit obligations in each year, which more than offset the impact of the actual rate of return on plan assets 
exceeding the expected rate of return. These losses, which were recorded in compensation and benefits expense in our 
statements of consolidated income, impacted each of our three reporting segments for 2012, 2011 and 2010.

Multiemployer Pension Plan Withdrawal Charge 
In 2012, we recognized an $896 million pre-tax charge ($559 million after-tax) for the establishment of a withdrawal 

liability related to our withdrawal from the New England Teamsters and Trucking Industry Pension Fund ("New England 
Pension Fund"), a multiemployer pension plan.  This charge was recorded in compensation and benefits expense in our 
statements of consolidated income, and impacted our U.S. Domestic Package segment.

Restructuring Charge

In 2010, we streamlined the management structure in our U.S. Domestic Package segment, and incurred a restructuring 
charge associated with this reorganization. This pre-tax charge totaled $98 million ($64 million after-tax), and was recorded in 
compensation and benefits expense in our statements of consolidated income.  The charge reflects the value of voluntary 
retirement benefits and severance benefits, as well as the accelerated recognition of unvested stock compensation.

Gain on Sales of Businesses

In 2010, we sold our UPS Logistics Technologies business unit within our Supply Chain & Freight segment, and 
recognized a pre-tax gain of $71 million ($44 million after-tax). Also in 2010, we sold a specialized transportation business in 
Germany within our Supply Chain & Freight segment, and incurred a pre-tax loss on the sale of $51 million ($47 million after-
tax), which includes a fair value adjustment loss due to a financial guarantee associated with this business sale.  The gains and 
losses associated with these transactions are recorded in other operating expenses in our statements of consolidated income.

Gains on Real Estate Transactions

In 2011, we recognized a net $33 million pre-tax gain ($20 million after-tax) on a consolidated basis on certain real estate 
transactions (consisting of a $48 million pre-tax gain in our Supply Chain & Freight segment, and a $15 million pre-tax loss in 
our U.S. Domestic Package segment). In 2010, we recognized a pre-tax gain of $109 million ($61 million after-tax) on the sale 
of real estate within our U.S. Domestic Package segment.  The gains and losses associated with these transactions are recorded 
in other operating expenses in our statements of consolidated income.

Charge for Change in Tax Filing Status for German Subsidiary

In 2010, we changed the tax status of a German subsidiary that was taxable in the U.S. and its local jurisdiction to one 
that is solely taxed in its local jurisdiction. As a result of this change in tax status, we recorded a non-cash charge of $76 million 
to income tax expense, which resulted primarily from the write-off of related deferred tax assets which will not be realizable 
following the change in tax status.
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Results of Operations—Segment Review

The results and discussions that follow are reflective of how our executive management monitors the performance of our 
reporting segments. We supplement the reporting of our financial information determined under generally accepted accounting 
principles (“GAAP”) with certain non-GAAP financial measures, including operating profit, operating margin, pre-tax income, 
net income and earnings per share adjusted for the non-comparable items discussed previously. We believe that these adjusted 
measures provide meaningful information to assist investors and analysts in understanding our financial results and assessing 
our prospects for future performance. We believe these adjusted financial measures are important indicators of our recurring 
results of operations because they exclude items that may not be indicative of, or are unrelated to, our core operating results, 
and provide a better baseline for analyzing trends in our underlying businesses.

U.S. Domestic Package Operations
 

  Year Ended December 31, % Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Average Daily Package Volume (in thousands):
Next Day Air 1,277 1,206 1,205 5.9 % 0.1%
Deferred 1,031 975 941 5.7 % 3.6%
Ground 11,588 11,230 11,140 3.2 % 0.8%

Total Avg. Daily Package Volume 13,896 13,411 13,286 3.6 % 0.9%
Average Revenue Per Piece:

Next Day Air $ 19.93 $ 20.33 $ 19.14 (2.0)% 6.2%
Deferred 13.06 13.32 12.50 (2.0)% 6.6%
Ground 7.89 7.78 7.43 1.4 % 4.7%

Total Avg. Revenue Per Piece $ 9.38 $ 9.31 $ 8.85 0.8 % 5.2%
Operating Days in Period 252 254 253
Revenue (in millions):

Next Day Air $ 6,412 $ 6,229 $ 5,835 2.9 % 6.8%
Deferred 3,392 3,299 2,975 2.8 % 10.9%
Ground 23,052 22,189 20,932 3.9 % 6.0%

Total Revenue $ 32,856 $31,717 $29,742 3.6 % 6.6%
Operating Expenses (in millions):

Operating Expenses $ 32,397 $27,953 $26,504 15.9 % 5.5%
Defined Benefit Plans Mark-to-Market Charge (3,177) (479) (31)
Restructuring Charge — — (98)
Gains (Losses) on Real Estate Transactions — (15) 109
Multiemployer Pension Plan Withdrawal Charge (896) — —

Adjusted Operating Expenses $ 28,324 $27,459 $26,484 3.2 % 3.7%
Operating Profit (in millions) and Operating Margin:

Operating Profit $ 459 $ 3,764 $ 3,238 (87.8)% 16.2%
Adjusted Operating Profit $ 4,532 $ 4,258 $ 3,258 6.4 % 30.7%
Operating Margin 1.4% 11.9% 10.9%
Adjusted Operating Margin 13.8% 13.4% 11.0%
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Revenue

The change in overall revenue was impacted by the following factors for the years ended December 31, 2012 and 2011, 
compared with the corresponding prior year periods:

Volume
Rates /

Product Mix
Fuel

Surcharge

Total
Revenue
Change

Revenue Change Drivers:
2012 / 2011 2.8% 0.6% 0.2% 3.6%
2011 / 2010 1.3% 2.3% 3.0% 6.6%

Volume

2012 compared to 2011 

Our overall volume increased in 2012 compared with 2011, largely due to continued solid growth in retail e-commerce 
and strong customer demand for our lightweight products. Business-to-consumer shipments, which represent slightly over 40% 
of total U.S. Domestic Package volume, grew rapidly and drove growth in both air and ground shipments; however, business-
to-business volume remained relatively flat in 2012 compared with 2011.  This can be attributed to multiple trends that have 
prevailed over the past few years, including the migration of traditional retail to online retail, the lack of growth in small and 
medium-size enterprises and reduced business investments attributed to policy uncertainty.

Among our air products, Next Day Air letter and package volume both experienced solid increases in 2012, with 
particular growth in our Next Day Air Saver products.  The higher volume for our deferred air products, which increased 5.7% 
for the year, was primarily due to healthy demand for our residential package services.  The overall growth in our air products 
was driven primarily by business-to-consumer shipments from e-commerce retailers, while our business-to-business air volume 
declined slightly. 

The increase in ground volume in 2012 was driven by our lightweight service offerings, including SurePost, which target 
low-cost, non-urgent residential deliveries.  Volume for these lightweight products grew significantly, and accounted for 
approximately 40% of the total increase in ground shipments.  Outside of these lightweight service offerings, volume for our 
traditional ground residential services also experienced an increase in 2012.  Overall ground volume growth continues to be 
driven by business-to-consumer shipping activity from e-commerce retailers, while our business-to-business ground volume 
was flat in 2012 compared with 2011.

2011 compared to 2010 

Our overall volume increased slightly in 2011 compared with 2010, and was largely impacted by the slowing U.S. 
economy during the first three quarters of the year. Business-to-consumer shipments, which represented approximately 40% of 
total U.S. Domestic Package volume, experienced stronger growth than business-to-business volume. Volume growth 
accelerated in the fourth quarter, with average daily volume increasing 3.8% over the fourth quarter of 2010.

Among our air products, we experienced a 4.8% increase in Next Day and Second Day air package volume, as a result of 
retail sales growth, with particular growth in our Next Day Air Saver product. Air letter volume declined, largely due to 
weakness in the financial and other service industries. Within ground, our lightweight products experienced robust growth 
during 2011. During the fourth quarter of 2011, volume growth accelerated to 12.3% and 3.5% in our deferred and ground 
products, respectively, compared with the fourth quarter of 2010. These increases were primarily driven by higher business-to-
consumer shipment activity during the holiday season.

Rates and Product Mix

2012 compared to 2011 

Overall revenue per piece increased 0.8% in 2012 compared with 2011, and was impacted by changes in base rates, 
product mix and fuel surcharge rates, as discussed below.
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Revenue per piece for our Next Day Air and deferred products decreased in 2012 compared with 2011, as declines in fuel 
surcharge rates and product mix changes more than offset the impact of a base rate increase that took effect in early 2012.  
Changes in product mix negatively impacted revenue per piece for our air products, as our lightweight service offerings 
accounted for a larger portion of our overall air volume in 2012 compared with 2011, and our Next Day Air Saver volume 
continued to grow at a faster rate than our premium Next Day Air services.  

Ground revenue per piece increased in 2012 compared with 2011, primarily due to a base rate increase that took effect in 
early 2012; however, this was partially offset by product mix changes, as strong volume growth in our lightweight service 
offerings resulted in these relatively lower-yielding products accounting for a greater portion of our overall volume in 2012, 
compared with 2011.    

Revenue per piece for our ground and air products was positively impacted by an increase in base rates that took effect on 
January 2, 2012. We increased the base rates 6.9% on UPS Next Day Air, UPS 2nd Day Air and UPS 3 Day Select, and 5.9% 
on UPS Ground, while reducing our fuel surcharge indices (discussed further below). Other pricing changes included an 
increase in the residential surcharge, and an increase in the delivery area surcharge on certain residential and commercial 
services. These rate changes are customary and occur on an annual basis.

2011 compared to 2010 

Overall revenue per piece increased for our ground and air products during 2011 due to a combination of base price 
increases and fuel surcharge rate changes, which are discussed further below.  The overall revenue per piece increase was also 
positively affected by our focus on revenue management initiatives.  In addition, the revenue per piece increase for our air 
products was positively impacted by the overall mix shift from letters to packages.  Comparing the fourth quarter of 2011 with 
2010, the average revenue per piece increase slowed to 3.4% due to the higher volume of lighter-weight business-to-consumer 
packages.

Revenue per piece for our ground and air products was also impacted by an increase in base rates that took effect on 
January 3, 2011. We increased the base rates 6.9% on UPS Next Day Air, UPS 2nd Day Air, and UPS 3 Day Select, and 5.9% 
on UPS Ground, while reducing our fuel surcharge indices (discussed further below). Other pricing changes included an 
increase in the residential surcharge, and an increase in the delivery area surcharge on both residential and commercial services 
to certain ZIP codes.

Fuel Surcharges

UPS applies a fuel surcharge on our domestic air and ground services. The air fuel surcharge is based on the U.S. 
Department of Energy’s (“DOE”) Gulf Coast spot price for a gallon of kerosene-type jet fuel, while the ground fuel surcharge is 
based on the DOE’s On-Highway Diesel Fuel Price. Based on published rates, the average fuel surcharge rates for domestic air 
and ground products were as follows:
 

  Year Ended December 31, % Point Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Next Day Air / Deferred 13.0% 13.3% 8.0% (0.3)% 5.3%
Ground 8.0% 8.0% 5.6% — % 2.4%

In connection with our base rate increases on January 2, 2012 and January 3, 2011, we modified the fuel surcharge on air 
and ground services by reducing the index used to determine the fuel surcharge by 2% and 1%, respectively, each year.  In 
2012, these index reductions offset the increase in jet and diesel fuel prices, resulting in a small decrease in the average air fuel 
surcharge rate and no change in the average ground surcharge rate.  The 2011 increases in the air and ground fuel surcharge 
rates were due to the significant increases in jet and diesel fuel prices, but partially offset by the reductions in the index on both 
the air and ground surcharges.  Total domestic fuel surcharge revenue increased $54 and $884 million in 2012 and 2011, 
respectively, primarily due to volume growth in 2012 and the higher fuel surcharge rates in 2011.
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Operating Expenses

2012 compared to 2011 

Overall adjusted operating expenses for the segment increased $865 million in 2012 compared with 2011.  This increase 
was primarily due to pick-up and delivery costs, which grew $682 million, as well as the cost of operating our domestic 
integrated air and ground network, which increased $238 million for the year.  The growth in pick-up and delivery and network 
costs was largely due to increased volume and higher employee compensation costs, which were impacted by a union 
contractual wage increase (package driver wage rates rose 2.0%), an increase in driver hours (up 1.1%) and increased employee 
health care costs.  These increases were partially offset by reductions in indirect operating costs of $79 million in 2012, largely 
due to a decrease in the expense for management incentive awards.  

Cost increases have been moderated as we adjust our air and ground networks to better match higher volume levels, and 
utilize technology to increase package sorting efficiency. Improved delivery densities, particularly for our residential products, 
have also contained increases in cost. These network improvements allowed us to process the 3.6% volume growth more 
efficiently.  Some of the primary drivers of expense increased at a slower rate than the growth in volume, including average 
daily direct labor hours (up 1.1%), aircraft block hours (up 0.5%) and miles driven (up 1.3%), resulting in the total cost per 
piece increasing only 0.3%. 

2011 compared to 2010 

Overall adjusted operating expenses for the segment increased $975 million in 2011 compared with 2010, while the total 
adjusted cost per piece increased 2.3% for the year. A large component of this increase related to the cost of operating our 
domestic integrated air and ground network, which increased $579 million in 2011 largely due to higher fuel costs, as well as 
an increase in aircraft repair and maintenance expenses and higher rates passed to us from outside transportation carriers, 
primarily railroads. Pickup and delivery costs increased $354 million in 2011 compared to 2010, primarily as a result of higher 
fuel prices and a 3.1% union contractual driver wage increase.

Cost increases were mitigated due to network efficiencies that we achieved, as we adjusted our air and ground networks 
to better match volume levels, and continued to utilize our expanded Worldport facility to operate larger aircraft and to increase 
package sorting efficiency. These network efficiency improvements resulted in a 0.8% reduction in total labor hours and a 0.8% 
reduction in miles driven in 2011 compared with 2010. Increased delivery densities as a result of improved planning and 
technology, and growth in our SurePost product, also contained increases in cost.

Operating Profit and Margin

2012 compared to 2011 

The increase in adjusted operating profit in 2012 compared with 2011 was largely due to the revenue growth and the 
achievement of significant operating leverage, but partially offset by the impact of having two less operating days during 2012.  
Overall volume growth allowed us to better leverage our transportation network, resulting in productivity improvements and 
better pick-up and delivery density, which favorably impacted our operating margins; however, these trends were somewhat 
offset by changes in customer and product mix, which combined to adversely affect our revenue per piece.  Additionally, 
Hurricane Sandy negatively impacted operating profit by approximately $75 million in 2012.    

These factors drove a 40 basis point increase in our adjusted operating margin in 2012, compared with 2011, resulting in 
the 6.4% increase in adjusted operating profit.  

2011 compared to 2010 

Higher adjusted operating profit during 2011 compared with 2010 was driven by the increased network efficiencies, 
combined with large improvements in revenue per piece and a small increase in volume. Fourth quarter 2011 adjusted operating 
profit was particularly strong, with adjusted operating margins of 15.2% in comparison to 12.6% in the fourth quarter of 2010. 
Significant volume growth in the business-to-consumer sector, along with cost control efforts and network efficiencies, were 
the primary factors for the fourth quarter 2011 performance.
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International Package Operations

  Year Ended December 31, % Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Average Daily Package Volume (in thousands):
Domestic 1,427 1,444 1,403 (1.2)% 2.9 %
Export 972 942 885 3.2 % 6.4 %

Total Avg. Daily Package Volume 2,399 2,386 2,288 0.5 % 4.3 %
Average Revenue Per Piece:

Domestic $ 7.04 $ 7.17 $ 6.66 (1.8)% 7.7 %
Export 36.88 37.85 36.77 (2.6)% 2.9 %

Total Avg. Revenue Per Piece $ 19.13 $ 19.28 $ 18.31 (0.8)% 5.3 %
Operating Days in Period 252 254 253
Revenue (in millions):

Domestic $ 2,531 $ 2,628 $ 2,365 (3.7)% 11.1 %
Export 9,033 9,056 8,234 (0.3)% 10.0 %
Cargo 560 565 534 (0.9)% 5.8 %

Total Revenue $12,124 $12,249 $11,133 (1.0)% 10.0 %
Operating Expenses (in millions):

Operating Expenses $11,255 $10,540 $ 9,302 6.8 % 13.3 %
Defined Benefit Plan Mark-to-Market Charge (941) (171) (42)

Adjusted Operating Expenses $10,314 $10,369 $ 9,260 (0.5)% 12.0 %
Operating Profit (in millions) and Operating Margin:

Operating Profit $ 869 $ 1,709 $ 1,831 (49.2)% (6.7)%
Adjusted Operating Profit $ 1,810 $ 1,880 $ 1,873 (3.7)% 0.4 %
Operating Margin 7.2% 14.0% 16.4%
Adjusted Operating Margin 14.9% 15.3% 16.8%

Currency Translation Benefit / (Cost)—(in millions)*:
Revenue $ (231) $ 75
Operating Expenses 265 (198)
Operating Profit $ 34 $ (123)

* Net of currency hedging; amount represents the change compared to the prior year.

Revenue

The change in overall revenue was impacted by the following factors for the years ended December 31, 2012 and 2011, 
compared with the corresponding prior year periods:

Volume
Rates /

Product Mix
Fuel

Surcharge Currency

Total
Revenue
Change

Revenue Change Drivers:
2012 / 2011 (0.2)% 1.0% 0.1% (1.9)% (1.0)%
2011 / 2010 4.7 % 0.6% 4.0% 0.7 % 10.0 %

Volume

2012 compared to 2011 

Our overall average daily volume increased slightly in 2012 compared with 2011, as the worldwide economic slowdown 
and the associated impact on global trade restrained the growth of the international small package market.  
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Export volume increased in 2012 compared with 2011, as growth was achieved in several key trade lanes.  Asia to U.S. 
export volume increased, and was favorably impacted by new technology sector product launches from several customers.  
Intra-regional export volume increased in Europe and Asia, as more regional sourcing by customers led to growth in our 
Transborder products.  U.S. export volume declined, particularly exports from the U.S. to Europe, as economic weakness 
within the European Union negatively impacted volume.  Additionally, overall export volume continued to shift towards our 
less premium products, such as Transborder Standard and Worldwide Expedited, as compared with our premium express 
products, such as Worldwide Express, primarily due to the impact of the weaker economic conditions on our customers 
internationally.

Domestic volume decreased during 2012 compared with 2011, and was negatively impacted by economic weakness 
across Europe; however, this was partially offset by domestic volume growth in the U.K. and Canada.

2011 compared to 2010 

Export volume increased in 2011 compared to 2010, primarily due to growth in key markets in Europe and the Americas. 
Our Transborder products experienced significant volume growth, particularly in key countries within Europe. Volume for our 
premium Worldwide Express and Worldwide Expedited products increased as well, particularly in the Asia-to-Europe, Europe-
to-Americas and Europe-to-Asia export trade lanes. Additionally, intra-Asia export volume experienced solid growth during 
2011 compared with 2010, and was impacted by the continued economic growth in Asia overall. Our export volume growth 
slowed in the latter half of 2011, largely due to decelerating growth in exports out of China and the rest of Asia, as well as 
difficult comparisons with a relatively strong latter half of 2010.

Domestic volume increases were driven by continued growth in key markets, including Germany, France and Poland.

Rates and Product Mix

2012 compared to 2011

Total average revenue per piece increased 1.5% in 2012 on a currency-adjusted basis, and was impacted by base rate 
increases, as well as changes in product mix and fuel surcharge rates, which are discussed below. 

Currency-adjusted export revenue per piece decreased 1.3% for the year, as the shift in product mix from our premium 
express products to our standard products more than offset the increase in base rates.  Additionally, currency-adjusted export 
revenue per piece was adversely impacted by a shortening of average trade lanes, as we experienced greater volume growth 
among our lower-yielding Transborder and Trade Direct products relative to our higher-yielding transcontinental volume.

 Currency-adjusted domestic revenue per piece increased 3.8% for the year, largely due to base rate increases.

On January 2, 2012, we increased the base rates 6.9% for international shipments originating in the United States 
(Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International Standard service), while 
reducing the fuel surcharge indices. Rate changes for shipments originating outside the U.S. are made throughout the year and 
vary by geographic market.

2011 compared to 2010

Total average revenue per piece increased 4.6% for 2011 on a currency-adjusted basis, and was impacted by base rate 
increases, as well as changes in product mix and fuel surcharge rates, which are discussed below.

Export revenue per piece increased, largely due to a combination of higher fuel surcharge rates and base rate increases, 
which are discussed further below. Currency-adjusted export revenue per piece increased 3.0% for 2011 compared with 2010. 
Product mix adversely impacted export revenue per piece, due to robust growth among our Transborder products. Revenue per 
piece was also negatively impacted as average trade lanes shortened, due to volume declines in the higher-yielding Asia-to-U.S. 
export lane, and higher volume growth among the relatively lower-yielding intra-Europe and intra-Asia export lanes. 

Domestic revenue per piece increased 3.9% on a currency-adjusted basis for 2011, largely due to comparatively faster 
growth in our premium express products.
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On January 3, 2011, we increased the base rates 6.9% for international shipments originating in the United States 
(Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International Standard service), while 
reducing the fuel surcharge indices. Rate changes for shipments originating outside the U.S. are made throughout the year and 
vary by geographic market.

Fuel Surcharges

In connection with our base rate increases on January 2, 2012 and January 3, 2011, we modified the fuel surcharges on 
certain U.S.-related international air services by reducing the index used to determine the fuel surcharge by 2% in each of the 
two years. The fuel surcharges for air products originating outside the United States are indexed to the DOE's Gulf Coast spot 
price for a gallon of kerosene-type jet fuel, while the fuel surcharges for ground products originating outside the United States 
are indexed to fuel prices in the international region or country where the shipment takes place. Total international fuel 
surcharge revenue increased by $11 and $449 million in 2012 and 2011, respectively, due to higher fuel surcharge rates caused 
by increased fuel prices as well as an increase in international air volume.

Operating Expenses

2012 compared to 2011

Overall adjusted operating expenses for the segment decreased $55 million in 2012 compared with 2011.  The largest 
component of this decrease related to the cost of operating our international integrated air and ground network, which 
decreased $117 million.  This decrease primarily resulted from cost control initiatives, including a 1.8% reduction in average 
daily aircraft block hours resulting from ongoing modifications to our air network.  The cost of pick-up and delivery decreased 
$53 million, largely due to the impact of currency exchange rate movements and in-country cost control initiatives.  

Partially offsetting these cost reductions was an increase in indirect operating costs, which increased $143 million in 
2012 compared with 2011.  This increase was impacted by our investment in enhanced security screening for our international 
locations and expenses associated with business acquisition activities, including our proposed acquisition of TNT Express N.V. 
(see note 16 to the consolidated financial statements) as well as the February 2012 acquisition of Kiala S.A. 

Excluding the impact of currency exchange rate changes, the total cost per piece for the segment increased 2.3% in 2012 
compared with 2011.

2011 compared to 2010

Overall adjusted operating expenses for the segment increased $1.109 billion in 2011 compared with 2010. The impact of 
foreign currency exchange rate changes resulted in an adverse impact on operating expense comparisons between 2011 and 
2010 of $198 million. Excluding the impact of currency exchange rate changes, the total adjusted cost per piece for the segment 
increased 4.7% for the year.

The increase in adjusted operating expenses, excluding the impact of currency, was largely due to the increased cost of 
operating our international integrated air and ground network, and also higher pick-up and delivery costs. Network costs 
increased $745 million for the year, largely due to higher fuel costs and increased block hours, as well as an increase in aircraft 
repair and maintenance expenses. Pick-up and delivery costs increased $123 million for the year, primarily as a result of higher 
fuel prices and increased package volume.

Operating Profit and Margin

2012 compared to 2011

Adjusted operating margin declined 40 basis points in 2012 compared with 2011, as the product mix shift from our 
premium express products to our standard products in 2012 reduced margins in this segment.  Additionally, the volume declines 
in certain key transcontinental trade lanes during portions of 2012 also adversely impacted margins, since these routes have a 
larger cost infrastructure (relative to the remainder of the International Package segment) to support the air express volume in 
each region.  These factors were mitigated, however, from benefits derived from air network adjustments, cost containment 
programs and the positive impact from foreign currency exchange rate fluctuations. As a result, we experienced a 3.7% decline 
in adjusted operating profit in 2012 compared with 2011.
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2011 compared to 2010

Adjusted operating profit increased slightly in 2011 compared with 2010, while the segment operating margin declined 
for the year due to several factors. The overall increase in adjusted operating profit was largely due to the volume and revenue 
per piece increases previously discussed; however, the impact of these items was largely offset by excess capacity and the 
adverse impact of fuel prices and currency exchange rate movements. Volume softness in the Asia-to-U.S. trade lane in the 
latter half of 2011 resulted in excess transportation capacity, which negatively affected margins while our transportation 
network was being adjusted for the slowing demand. Fluctuations in foreign currency exchange rates (net of our hedging 
programs) resulted in an adverse impact on operating profit comparisons between 2011 and 2010 of $123 million. Additionally, 
fuel prices negatively affected the operating profit comparison between 2011 and 2010, as fuel expense increased at a faster 
pace than fuel surcharge revenue. These factors resulted in a decrease in the operating margin in 2011 compared with 2010.

Supply Chain & Freight Operations

  Year Ended December 31, % Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Freight LTL Statistics:
Revenue (in millions) $ 2,377 $ 2,299 $ 2,002 3.4 % 14.8%
Revenue Per Hundredweight $ 21.73 $ 21.17 $ 19.18 2.6 % 10.4%
Shipments (in thousands) 10,136 10,247 9,952 (1.1)% 3.0%
Shipments Per Day (in thousands) 40.1 40.5 39.5 (1.1)% 2.5%
Gross Weight Hauled (in millions of lbs) 10,939 10,858 10,440 0.7 % 4.0%
Weight Per Shipment (in lbs) 1,079 1,060 1,049 1.8 % 1.0%
Operating Days in Period 253 253 252

Revenue (in millions):
Forwarding and Logistics $ 5,977 $ 6,103 $ 6,022 (2.1)% 1.3%
Freight 2,640 2,563 2,208 3.0 % 16.1%
Other 530 473 440 12.1 % 7.5%

Total Revenue $ 9,147 $ 9,139 $ 8,670 0.1 % 5.4%
Operating Expenses (in millions):

Operating Expenses $ 9,132 $ 8,532 $ 8,098 7.0 % 5.4%
Defined Benefit Plans Mark-to-Market Charge (713) (177) (39)
Gains on Real Estate Transactions — 48 —
Gains on Sales of Businesses — — 20

Adjusted Operating Expenses $ 8,419 $ 8,403 $ 8,079 0.2 % 4.0%
Operating Profit (in millions) and Operating Margins:

Operating Profit $ 15 $ 607 $ 572 (97.5)% 6.1%
Adjusted Operating Profit $ 728 $ 736 $ 591 (1.1)% 24.5%
Operating Margin 0.2% 6.6% 6.6%
Adjusted Operating Margin 8.0% 8.1% 6.8%

Currency Translation Benefit / (Cost)—(in millions)*:
Revenue $ (100) $ 139
Operating Expenses 97 (132)
Operating Profit $ (3) $ 7

* Amount represents the change compared to the prior year.
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Revenue

2012 compared to 2011

Forwarding and logistics revenue decreased $126 million in 2012 compared with 2011. Forwarding revenue decreased in 
2012, primarily due to lower rates in our air forwarding business and the adverse impact of foreign currency exchange rates; 
however, this was partially offset by improved tonnage in both our air and ocean forwarding businesses.  The reduction in rates 
in the air forwarding business was largely due to industry overcapacity in key trade lanes, particularly the Asia-outbound 
market.  In our logistics products, revenue increased in 2012 as we experienced robust growth in our mail services and health 
care solutions.  The improved revenue in our health care solutions business was driven by organic growth as well as the 
December 2011 acquisition of Pieffe Group.    

Freight revenue increased $77 million for the year, driven by an increase in LTL revenue per hundredweight and in gross 
weight hauled; however, these factors were somewhat offset by a decline in average daily LTL shipments.  The increase in LTL 
revenue per hundredweight was largely due to our focus on yield management and profitable revenue growth, as well as a 
general rate increase averaging 5.9% that took effect on July 16, 2012, covering non-contractual shipments in the United States, 
Canada and Mexico.  The decline in average daily LTL shipments in 2012 was impacted by increased competitiveness in the 
LTL market and the slowdown in the U.S. economy.  Fuel surcharge revenue increased by $16 million for 2012 compared with 
the prior year, due to changes in diesel fuel prices and overall LTL shipment volume. 

The other businesses within Supply Chain & Freight increased revenue by $57 million in 2012 compared with 2011, 
primarily due to growth at The UPS Store, UPS Customer Solutions and our contract to provide domestic air transportation 
services for the U.S. Postal Service.

2011 compared to 2010

Forwarding and logistics revenue increased $81 million in 2011 compared with 2010, primarily due to growth in our 
logistics services, where we experienced solid growth in our mail services, retail and health care solutions. Forwarding revenue 
decreased primarily due to volume and tonnage declines in our air and ocean forwarding businesses, as well as lower third-
party transportation carrier rates. The tonnage decrease was mainly the result of revenue management initiatives that improve 
the matching of customer pricing with market conditions, as well as the impact of the global economic slowdown.

Freight revenue increased $355 million in 2011 compared with 2010, primarily due to growth in LTL shipments, an 
increase in base rates, and increased fuel surcharge rates. LTL shipments per day increased in 2011, largely due to improving 
LTL market conditions in the first half of the year and an increase in market share. However, volume declined in the latter half 
of the year, and was impacted by our focus on yield management and also due to the overall LTL market being adversely 
impacted by the slowing economy. LTL revenue per hundredweight increased, primarily as a result of a base rate increase that 
took effect during the year, negotiated increases on existing contract rates and higher fuel surcharge rates, as total fuel 
surcharge revenue increased $159 million for the year driven by higher diesel fuel prices. An increase in base prices took effect 
on August 1, 2011, as our freight unit increased minimum charge, LTL and TL rates an average of 6.9%, covering non-
contractual shipments in the United States, Canada and Mexico.

The other businesses within Supply Chain & Freight experienced a $33 million increase in revenue, primarily due to 
growth at UPS Capital, the UPS Store, UPS Customer Solutions and our contract to provide domestic air transportation 
services for the U.S. Postal Service.

Operating Expenses

2012 compared to 2011

Forwarding and logistics adjusted operating expenses decreased $97 million in 2012 compared with 2011, due to several 
factors.  Purchased transportation expense fell by $65 million in 2012, primarily due to lower rates charged to us by third-party 
transportation carriers (though this briefly reversed in the fourth quarter).  Compensation and benefits expense declined by $28 
million in 2012, largely due to reduced payroll and lower management incentive compensation costs.  These factors were 
partially offset by a $10 million increase in depreciation and amortization, due to the amortization of intangible assets 
associated with our acquisition of Pieffe Group and the continued investment in technology and facilities in our health care 
logistics business.
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Freight adjusted operating expenses increased $57 million in 2012, while the total cost per LTL shipment increased 3.8% 
for the year.  The largest component of this increase related to the cost of operating our linehaul network, which grew by $40 
million for the year, primarily as a result of an increase in tonnage, coupled with wage and purchased transportation increases.  
Pick-up and delivery costs increased $12 million for the year, largely due to the increase in tonnage as well as contractual 
driver wage increases of 3.5%.  Rising diesel fuel prices increased the fuel expense for our fleet, as well as increased the fuel 
surcharge rates passed to us from third-party transportation carriers.  These factors were, however, partially offset by 
productivity improvements.    

Adjusted operating expenses for the other businesses within Supply Chain & Freight increased $56 million in 2012 
compared with 2011.

2011 compared to 2010

Forwarding and logistics adjusted operating expenses were flat in 2011 compared with 2010. Purchased transportation 
expense declined by $87 million in 2011, due to lower air freight volume as well as lower rates passed to us from third-party 
transportation carriers. The reduction in third-party carrier rates was largely due to over-capacity in the Asia-to-U.S. trade lane 
that began in the latter half of 2010 and continued into the first half of 2011. This reduction in purchased transportation costs 
was offset by increases in several other expense categories, including other occupancy costs, depreciation and amortization, 
repairs and maintenance, and other expenses.

Freight operating expenses increased $317 million for 2011 on an adjusted basis, with the total cost per LTL shipment 
increasing 10.0% for the year. The two largest components of this increase relate to the cost of operating our linehaul network, 
which increased $134 million in 2011, and pick-up, delivery and dock costs, which increased $112 million for the year. We 
incurred higher fuel costs operating our vehicle fleet, as well as higher fuel surcharge rates passed to us from outside 
transportation carriers, as a result of higher diesel fuel prices and increased volume. Additionally, compensation and benefit 
costs increased primarily as a result of higher pension and health care costs, and effective wage increases of 4.1% for drivers in 
our linehaul network and 3.5% for drivers and dock workers in our pick-up and delivery network. These expense increases 
were somewhat offset by improved productivity measures, including pick-up and delivery stops per hour, dock bills per hour 
and improved linehaul network utilization.

Expenses for the other businesses within Supply Chain & Freight increased $6 million in 2011 compared to 2010, and the 
increases were spread among several operating expense categories and business units.

Operating Profit and Margin

2012 compared to 2011

Adjusted operating profit for the forwarding and logistics unit decreased by $29 million in 2012 compared with 2011.  
This decrease was primarily due to reduced profitability in our international air forwarding business, as European economic 
uncertainty, slower growth in China and a sluggish U.S. economy all contributed to a reduction in overall air freight market 
demand.  This lower demand pressured the rates we charge to our customers, which more than offset the reduced rates we incur 
from third-party transportation carriers, and thereby led to a decline in our operating margin.  Operating profit for our logistics 
business declined in 2012 compared with 2011, largely due to increased depreciation expense resulting from the continued 
investment in technology and facilities for our global health care business.

Adjusted operating profit for our freight unit increased $20 million in 2012 compared with 2011, as gains in productivity 
(including pick-up and delivery stops per hour, dock bills per hour and linehaul network utilization) as well as improved yields, 
more than offset the overall decline in volume.  

The combined adjusted operating profit for all of our other businesses in this segment increased $1 million in 2012 
compared with 2011, largely due to growth from our contract to provide domestic air transportation services for the U.S. Postal 
Service.
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2011 compared to 2010

The forwarding and logistics unit experienced an $80 million increase in adjusted operating profit in 2011 compared with 
2010, largely due to revenue management initiatives and cost containment in our forwarding unit, which improved operating 
leverage. Additionally, excess market capacity, especially in the Asia-to-U.S. trade lane, reduced our purchased transportation 
costs and improved the operating profitability in this business. Our logistics business had a small decrease in operating profit in 
2011, primarily due to our continued investment in expanding our global health care capabilities.

Our freight unit had an increase of $38 million in adjusted operating profit in 2011 compared with 2010, primarily due to 
increased yields, volume growth and improved productivity in our operations.

The combined operating income for all of our other businesses in this segment increased $27 million in 2011, primarily 
due to improved results at our UPS Capital unit.

Operating Expenses
 

  Year Ended December 31, % Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Operating Expenses (in millions):
Compensation and Benefits $ 33,102 $ 27,575 $ 26,557 20.0 % 3.8 %

Defined Benefit Plans Mark-to-Market Charge (4,831) (827) (112)
Multiemployer Pension Plan Withdrawal Charge (896) — —
Restructuring Charge — — (98)

Adjusted Compensation and Benefits 27,375 26,748 26,347 2.3 % 1.5 %
Repairs and Maintenance 1,228 1,286 1,131 (4.5)% 13.7 %
Depreciation and Amortization 1,858 1,782 1,792 4.3 % (0.6)%
Purchased Transportation 7,354 7,232 6,640 1.7 % 8.9 %
Fuel 4,090 4,046 2,972 1.1 % 36.1 %
Other Occupancy 902 943 939 (4.3)% 0.4 %
Other Expenses 4,250 4,161 3,873 2.1 % 7.4 %

Gains on Real Estate Transactions — 33 109
Gains on Sales of Businesses — — 20

Adjusted Other Expenses 4,250 4,194 4,002 1.3 % 4.8 %
Total Operating Expenses $ 52,784 $ 47,025 $ 43,904 12.2 % 7.1 %
Adjusted Total Operating Expenses $ 47,057 $ 46,231 $ 43,823 1.8 % 5.5 %

Currency Translation Cost / (Benefit)* $ (362) $ 330

* Amount represents the change compared to the prior year.

Compensation and Benefits

2012 compared to 2011

Employee payroll costs increased $183 million in 2012 compared with 2011, largely due to contractual union wage rate 
increases that took effect under our collective bargaining agreement with the Teamsters, as well as an increase in total union 
labor hours; however, this was partially offset by a decline in management payroll costs due to a reduction in incentive 
compensation expense.  
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Adjusted benefits expense increased $444 million in 2012 compared with 2011, primarily due to higher pension expense, 
increased health and welfare costs and changes in the expense associated with our self-insurance for workers' compensation 
claims, as follows:

• Adjusted pension expense increased $200 million in 2012 compared with 2011, due to higher union contribution rates 
for multiemployer pension plans combined with increased service and interest costs for company-sponsored plans.  
The increase in service and interest costs for company-sponsored plans was largely due to continued service accruals 
and lower discount rates.  

• Health and welfare costs increased $157 million in 2012 compared with 2011, largely due to higher medical claims 
and the impact of several provisions of the Patient Protection and Affordable Care Act of 2010.  

• The expense associated with our self-insurance programs for workers' compensation claims increased $60 million in 
2012 compared with 2011.  Insurance reserves are established for estimates of the loss that we will ultimately incur on 
reported workers' compensation claims, as well as estimates of claims that have been incurred but not reported.  
Insurance reserves also take into account a number of factors including our history of claim losses, payroll growth and 
the impact of safety improvement initiatives.  The increase in expense in 2012 was largely impacted by increased 
payroll estimates, changes in state workers' compensation laws, and medical inflation.

2011 compared to 2010

Employee payroll costs increased $237 million in 2011 compared with 2010, largely due to contractual union wage rate 
increases that took effect under our collective bargaining agreement with the Teamsters, but partially offset by a decline in 
union labor hours. Management payroll costs declined slightly, primarily due to a lower management incentive award.

Adjusted benefits expense increased $164 million in 2011 compared with 2010, primarily due to higher employee health 
and welfare costs and expense associated with our self-insurance for workers' compensation claims, but partially offset by a 
decline in pension expense. These factors are discussed further as follows:

• Employee health and welfare program costs increased $132 million in 2011, and were impacted by higher required 
union plan contribution rates and general health care inflation.

• The expense associated with our self-insurance programs for workers' compensation claims increased by $48 million 
in 2011.  In 2010, we experienced more favorable actuarial expense adjustments compared with 2011, thus leading to 
the increase in expense in 2011.

• Adjusted pension expense decreased $50 million in 2011 due to several factors. Most significantly, contributions to the 
company-sponsored pension plans in 2011 increased the expected return on assets used for expense calculation 
purposes. The increase in the expected return on assets more than offset increased service and interest costs (due to a 
decline in discount rates), resulting in a net reduction in pension expense. This was partially offset by higher 
contribution rates for multiemployer pension plans, as well as the reinstatement of matching contributions to our 
primary employee defined contribution savings plan.

Repairs and Maintenance

2012 compared to 2011 

The decrease in repairs and maintenance expense was largely due to lower aircraft maintenance costs, which decreased 
$77 million in 2012 compared with 2011. This decrease resulted primarily from a 0.8% reduction in average daily aircraft block 
hours, and the conversion of an engine maintenance agreement with an outside vendor from a cost reimbursement approach to 
a fixed rate per flight hour.  Additionally, aircraft maintenance expense declined due to a reduction in the number of scheduled 
maintenance checks for our Airbus A300-600F, Boeing 757-200F and Boeing MD-11F aircraft.

2011 compared to 2010 

The increase in repairs and maintenance expense was largely due to aircraft maintenance costs, which increased $121 
million in 2011 compared with 2010. This increase resulted from an increase in flight hours due to higher air volume, 
additional scheduled maintenance checks and higher contractual maintenance rates. The remaining increase in repairs and 
maintenance expense primarily relates to higher maintenance costs on our office buildings and operating facilities.
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Depreciation and Amortization

2012 compared to 2011

The increase in depreciation and amortization expense was primarily due to higher depreciation expense on vehicles of 
$57 million in 2012 compared with 2011, resulting from the replacement of older, fully-depreciated vehicles, technology 
upgrades on new vehicles and an overall increase in the size of our vehicle fleet in our U.S. Domestic package operations.

2011 compared to 2010

The decrease in depreciation and amortization expense in 2011 was primarily the result of a reduction in depreciation 
expense on technology equipment and software. This decline was primarily related to certain technology hardware and 
capitalized software becoming fully depreciated.

Purchased Transportation

2012 compared to 2011

The increase in purchased transportation expense charged to us by third-party air, ocean and truck carriers in 2012 
compared with 2011 was impacted by several factors.  We incurred a $187 million increase in purchased transportation expense 
for 2012 in our U.S. Domestic Package segment, primarily due to higher fees paid to the U.S. Postal Service associated with 
the strong volume growth in our SurePost product, and higher rates passed to us from rail carriers.  This was partially offset by 
a $65 million decrease in expense in our freight forwarding business, largely as a result of lower rates charged to us by third-
party air carriers.  

2011 compared to 2010

The increase in purchased transportation in 2011 was caused by a combination of higher volume, as well as increased fuel 
surcharges and base rates charged to us by third-party air, ocean and truck carriers across all segments. The combination of 
these factors increased expense by $387 million in 2011. Additionally, we incurred a $97 million increase in expense in 2011 
for the use of rail carriers, which was due primarily to higher rates and fuel surcharges, as well as increased volumes. The 
remaining increase in expense for 2011 was primarily due to foreign currency exchange rate changes.

Fuel

2012 compared to 2011

The fuel expense increase in 2012 compared with 2011 was largely due to higher fuel prices, which increased expense by 
$116 million; however, this was partially offset by lower usage of fuel products, which decreased expense by $72 million.  The 
lower fuel usage was largely due to the decrease in total aircraft block hours and vehicle miles driven.

2011 compared to 2010

The increase in fuel expense in 2011 compared with 2010 was primarily caused by higher prices for jet-A fuel, diesel and 
unleaded gasoline, which increased expense by $982 million. Higher usage of these products in our operations accounted for 
the remaining increase in expense of $92 million in 2011.

Other Occupancy

2012 compared to 2011

Other occupancy expense decreased in 2012 compared with 2011, primarily due to reductions in personal property and 
real estate taxes combined with a decrease in utilities expense.  The relatively warm winter in the United States, combined with 
lower natural gas prices, helped to reduce heating and snow removal costs in our facilities during the early months of 2012. 

2011 compared to 2010

Other occupancy expense increased in 2011 compared with 2010, primarily due to an increase in utilities expense 
resulting from increased electricity costs in our facilities. The remainder of the increase is primarily due to higher rent expense 
resulting from increased rates on warehouses.



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

37

Other Expenses

2012 compared to 2011

Adjusted other expenses increased in 2012 compared with 2011, primarily due to an increase in transportation equipment 
rentals, bad debt expense and auto liability insurance, as well as expenses incurred in 2012 related to the proposed TNT 
Express N.V. acquisition.  These increases were partially offset by a reduction in employee relocation expenses and a decline in 
package claims expense.  Additionally, 2012 adjusted other expenses were reduced by a $9 million gain on the sale of a 
distribution facility in our Supply Chain & Freight segment.

2011 compared to 2010

The increase in adjusted other expenses in 2011 compared with 2010 was caused by several factors, including foreign 
currency remeasurement losses, advertising costs, employee expense reimbursements, equipment rentals, air cargo handling 
costs and data processing fees. These increases were partially offset by a reduction in bad debt and employee relocation 
expenses.

Investment Income and Interest Expense

The following table sets forth investment income and interest expense for the years ended December 31, 2012, 2011 and 
2010 (in millions):
 

  Year Ended December 31, % Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Investment Income $ 24 $ 44 $ 3 (45.5)% N/A
Interest Expense $ (393) $ (348) $ (354) 12.9 % (1.7)%

Investment Income

2012 compared to 2011

The decrease in investment income in 2012 compared with 2011 was primarily caused by an $8 million decline in fair 
value adjustments and an $25 million decline in realized gains on sales of investments.  These declines were partially offset by 
an increase in interest income, largely due to having a higher average balance of interest-earning cash and investments in our 
portfolio in 2012 compared with 2011.  

2011 compared to 2010

The increase in investment income in 2011 compared with 2010 was caused by a combination of factors. During 2011, 
we realized $20 million in net gains on the sales of auction rate securities, preferred equity securities and an S&P 500 index 
fund, as well as a mark-to-market gain on investments. In 2010, we recorded a $21 million impairment on certain asset-backed 
auction rate securities, which resulted from provisions that allowed the issuers of the securities to subordinate our holdings to 
newly-issued debt or to tender for the securities at less than their par value. Additionally in 2010, we recorded an $8 million 
loss on the sale of auction rate securities. The remaining change in investment income was caused by a lower yield earned on 
our invested assets; however, this was largely offset by a higher average balance of interest-earning investments in our 
portfolio.

Interest Expense

2012 compared to 2011

Interest expense increased in 2012 compared with 2011, largely due to a higher average balance of debt outstanding, as 
well as a higher effective interest rate incurred on our debt.  The higher effective interest rate largely resulted from two factors:  
(1) having a greater proportion of fixed-rate debt outstanding relative to lower-yielding variable rate debt and (2) an increase in 
the interest rate indices underlying our variable-rate debt and swaps in 2012.  Additionally, interest expense increased in 2012 
compared with 2011 due to unfavorable fair value adjustments on interest rate swaps that have not been designated as hedges, 
as well as the imputation of interest expense on the multiemployer pension withdrawal liability related to the New England 
Pension Fund.
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2011 compared to 2010

Interest expense declined slightly in 2011 due to a lower average interest rate incurred on variable rate debt and interest 
rate swaps, which reduced expense by $60 million for 2011 compared with 2010. However, this was largely offset as a result of 
a higher average balance of outstanding debt in 2011 compared with 2010.

Income Tax Expense

The following table sets forth income tax expense and our effective tax rate for the years ended December 31, 2012, 2011 
and 2010 (in millions):

  Year Ended December 31,     % Change
  2012 2011 2010 2012 / 2011 2011 / 2010

Income Tax Expense $ 167 $ 1,972 $ 1,952 (91.5)% 1.0%
Income Tax Impact of:

Defined Benefit Plans Mark-to-Market Charge 1,808 300 37
Multiemployer Pension Plan Withdrawal Charge 337 — —
Restructuring Charge — — 34
Gain on Sales of Businesses — — (23)
Gain on Real Estate Transactions — (13) (48)
Change in Tax Filing Status for German Subsidiary — — (76)

Adjusted Income Tax Expense $ 2,312 $ 2,259 $ 1,876 2.3 % 20.4%
Effective Tax Rate 17.1% 34.1% 36.9%
Adjusted Effective Tax Rate 34.5% 34.4% 34.9%

2012 compared to 2011 

Our adjusted effective tax rate increased in 2012 compared with 2011 primarily due to the expiration of certain U.S. tax 
credit provisions at the end of 2011, and a decrease in the relative benefit of other deductions and tax credits that do not 
increase in proportion to increases in pre-tax income.  Adjusted income tax expense increased in 2012 compared with 2011 
primarily due to higher pre-tax income and the factors described above.

2011 compared to 2010 

Adjusted income tax expense increased primarily due to higher pre-tax income. Our adjusted effective tax rate declined in 
2011 compared with 2010 as a result of several factors, including changes in deferred tax asset valuation allowances, the 
relative proportion of taxable income in certain non-U.S. jurisdictions, and favorable developments with U.S. state tax audit and 
litigation matters.
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Liquidity and Capital Resources

Operating Activities

The following is a summary of the significant sources (uses) of cash from operating activities (amounts in millions):

2012 2011 2010

Net income $ 807 $ 3,804 $ 3,338
Non-cash operating activities(a) 7,301 4,505 4,398
Pension and postretirement plan contributions (UPS-sponsored plans) (917) (1,436) (3,240)
Income tax receivables and payables 280 236 (319)
Changes in working capital and other noncurrent assets and liabilities (148) (12) (340)
Other operating activities (107) (24) (2)

Net cash from operating activities $ 7,216 $ 7,073 $ 3,835
(a) Represents depreciation and amortization, gains and losses on derivative and foreign exchange transactions, deferred 

income taxes, provisions for uncollectible accounts, pension and postretirement benefit expense, stock compensation 
expense, impairment charges and other non-cash items.

Cash from operating activities remained strong throughout the 2010 to 2012 time period. Operating cash flow was 
favorably impacted in 2012, compared with 2011, by lower contributions into our defined benefit pension and postretirement 
benefit plans; however, this was partially offset by changes in our working capital position, which was impacted by overall 
growth in the business. The change in the cash flows for income tax receivables and payables in 2011 and 2010 was primarily 
related to the timing of discretionary pension contributions during 2010, as discussed further in the following paragraph.

Except for discretionary or accelerated fundings of our plans, contributions to our company-sponsored pension plans 
have largely varied based on whether any minimum funding requirements are present for individual pension plans.

• In 2012, we made a $355 million required contribution to the UPS IBT Pension Plan.
• In 2011, we made a $1.2 billion contribution to the UPS IBT Pension Plan, which satisfied our 2011 contribution 

requirements and also approximately $440 million in contributions that would not have been required until after 2011.
• In 2010, we made $2.0 billion in discretionary contributions to our UPS Retirement and UPS Pension Plans, and $980 

million in required contributions to our UPS IBT Pension Plan.
• The remaining contributions in the 2010 through 2012 period were largely due to contributions to our international 

pension plans and U.S. postretirement medical benefit plans.

As discussed further in the “Contractual Commitments” section, we have minimum funding requirements in the next 
several years, primarily related to the UPS IBT Pension, UPS Retirement and UPS Pension plans.  

As of December 31, 2012, the total of our worldwide holdings of cash and cash equivalents was $7.327 billion.  
Approximately $4.211 billion of this amount was held in European subsidiaries with the intended purpose of completing the 
acquisition of TNT Express N.V. (see note 16 to the consolidated financial statements).  Excluding this portion of cash held 
outside the U.S. for acquisition-related purposes, approximately 50%-60% of the remaining cash and cash equivalents are held 
by foreign subsidiaries throughout the year.  The amount of cash held by our U.S. and foreign subsidiaries fluctuates throughout 
the year due to a variety of factors, including the timing of cash receipts and disbursements in the normal course of business. 
Cash provided by operating activities in the United States continues to be our primary source of funds to finance domestic 
operating needs, capital expenditures, share repurchases and dividend payments to shareowners.  To the extent that such 
amounts represent previously untaxed earnings, the cash held by foreign subsidiaries would be subject to tax if such amounts 
were repatriated in the form of dividends; however, not all international cash balances would have to be repatriated in the form 
of a dividend if returned to the U.S.  When amounts earned by foreign subsidiaries are expected to be indefinitely reinvested, 
no accrual for taxes is provided. 
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Investing Activities

Our primary sources (uses) of cash for investing activities were as follows (amounts in millions):

2012 2011 2010

Net cash used in investing activities $ (1,335) $ (2,537) $ (654)
Capital Expenditures:
Buildings and facilities $ (506) $ (373) $ (352)
Aircraft and parts (568) (598) (416)
Vehicles (672) (659) (339)
Information technology (407) (375) (282)

$ (2,153) $ (2,005) $ (1,389)
Capital Expenditures as a % of Revenue 4.0% 3.8% 2.8%
Other Investing Activities:
Proceeds from disposals of property, plant and equipment $ 95 $ 27 $ 304
Net decrease in finance receivables $ 101 $ 184 $ 108
Net (purchases) sales of marketable securities $ 628 $ (413) $ 30
Cash received (paid) for business acquisitions and dispositions $ (100) $ (73) $ 63
Other investing activities $ 94 $ (257) $ 230

We have commitments for the purchase of aircraft, vehicles, equipment and real estate to provide for the replacement of 
existing capacity and anticipated future growth. We generally fund our capital expenditures with our cash from operations. 
Future capital spending for anticipated growth and replacement assets will depend on a variety of factors, including economic 
and industry conditions. We anticipate that our capital expenditures for 2013 will be approximately $2.4 billion, or 
approximately 4% of revenue.

Capital spending on aircraft over the 2010 to 2012 period was largely due to scheduled deliveries of previous orders for 
the Boeing 767-300ERF and 747-400F aircraft. Capital spending on vehicles increased during the 2010 to 2012 period in our 
U.S. and international package businesses and our freight unit, due to vehicle replacements, technology enhancements and new 
vehicle orders to support volume growth.  Capital expenditures on buildings and facilities increased in 2012, due to expansion 
and new construction projects at facilities in Europe and Asia, including a $200 million expansion at our European air hub in 
Cologne, Germany that began in 2011 and will be completed in 2013.

The proceeds from the disposal of property, plant and equipment were largely due to real estate and aircraft sales during 
the 2010 through 2012 period, as well as the proceeds from insurance recoveries in 2010. The net decline in finance receivables 
in the 2010 through 2012 period is primarily due to customer paydowns and loan sales activity, primarily in our commercial 
lending, asset-based lending and leasing portfolios. The purchases and sales of marketable securities are largely determined by 
liquidity needs and the periodic rebalancing of investment types, and will therefore fluctuate from period to period.

The cash paid for business acquisitions in 2012 and 2011 was largely due to the acquisitions of Kiala S.A. in Belgium and 
Pieffe Group in Italy, respectively. The cash received from business dispositions in 2010 was largely due to the sale of UPS 
Logistics Technologies, Inc. 

Other investing activities are impacted by the cash settlement of derivative contracts used in our currency hedging 
programs, and the timing of aircraft purchase contract deposits on our Boeing 767-300ERF and 747-400F aircraft orders. We 
received (paid) cash related to purchases and settlements of energy and currency derivative contracts used in our hedging 
programs of $41, $(78) and $111 million during 2012, 2011 and 2010, respectively.
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Financing Activities

Our primary sources (uses) of cash for financing activities are as follows (amounts in millions, except per share data):

2012 2011 2010

Net cash used in financing activities $ (1,817) $ (4,862) $ (1,346)
Share Repurchases:
Cash expended for shares repurchased $ (1,621) $ (2,665) $ (817)
Number of shares repurchased (21.8) (38.7) (12.4)
Shares outstanding at year-end 953 963 991
Percent reduction in shares outstanding (1.0)% (2.8)% (0.3)%
Dividends:
Dividends declared per share $ 2.28 $ 2.08 $ 1.88
Cash expended for dividend payments $ (2,130) $ (1,997) $ (1,818)
Borrowings:
Net borrowings (repayments) of debt principal $ 1,729 $ (95) $ 1,246
Other Financing Activities:
Cash received for common stock issuances $ 301 $ 290 $ 218
Other financing activities $ (96) $ (395) $ (175)
Capitalization:
Total debt outstanding at year-end $ 12,870 $ 11,128 $ 10,846
Total shareowners’ equity at year-end 4,733 7,108 8,047
Total capitalization $ 17,603 $ 18,236 $ 18,893
Debt to Total Capitalization % 73.1 % 61.0 % 57.4 %

On May 3, 2012, the Board of Directors approved a share repurchase authorization of $5.0 billion, which replaced an 
authorization previously announced in 2008.  As of December 31, 2012, we had $3.970 billion of this share repurchase 
authorization remaining.  On February 14, 2013, the Board of Directors approved a new share repurchase authorization of 
$10.0 billion, which replaced the 2012 authorization.  This new share repurchase authorization has no expiration date.  We 
anticipate repurchasing approximately $4.0 billion of shares in 2013.

The declaration of dividends is subject to the discretion of the Board of Directors and will depend on various factors, 
including our net income, financial condition, cash requirements, future prospects, and other relevant factors. We expect to 
continue the practice of paying regular cash dividends. In February 2013, we increased our quarterly dividend payment from 
$0.57 to $0.62 per share, an 8.8% increase.

Issuances of debt in 2012 consisted primarily of senior fixed rate note offerings totaling $1.75 billion, the proceeds of 
which were used to repay the principal balance of our $1.75 billion notes that matured on January 15, 2013.  In 2011, issuances 
of debt consisted primarily of commercial paper and five new aircraft leases. In 2010, issuances of debt consisted of senior 
fixed rate note offerings totaling $2.0 billion, the proceeds of which were used to make discretionary contributions to UPS-
sponsored pension plans and other general corporate purposes.

Repayments of debt in 2012, 2011 and 2010 consisted primarily of paydowns of commercial paper, early redemptions of 
our UPS Notes program and certain facilities bonds, and scheduled principal payments on our capitalized lease obligations. We 
consider the overall fixed and floating interest rate mix of our portfolio and the related overall cost of borrowing when planning 
for future issuances and non-scheduled repayments of debt.

We had no commercial paper outstanding at December 31, 2012 and 2011. The amount of commercial paper outstanding 
fluctuates throughout each year based on daily liquidity needs. The average commercial paper balance was $962 million and 
the average interest rate paid was 0.07% in 2012 ($849 million and 0.08% in 2011, respectively).
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Cash received from common stock issuances to employees increased primarily due to additional stock option exercises in 
2012 and 2011. The cash outflows in other financing activities are largely due to repurchases of shares from employees to 
satisfy tax withholding obligations, as well as certain hedging activities on forecasted debt issuances and premiums paid on 
capped call options for the purchase of UPS class B shares. In conjunction with the senior fixed rate debt offerings in 2012 and 
2010, we settled several interest rate derivatives that were designated as hedges of these debt offerings, which resulted in cash 
inflows (outflows) of $(70) and $7 million, respectively.  During 2012, the expiration and settlement of several capped call 
options for the purchase of UPS class B shares resulted in a cash inflow of $206 million in premiums, while the initial premium 
payments for these options in 2011 resulted in a cash outflow of $200 million during that year.

Sources of Credit

We are authorized to borrow up to $10.0 billion under our U.S. commercial paper program.  We also maintain a European 
commercial paper program under which we are authorized to borrow up to €1.0 billion in a variety of currencies.  0 amounts 
were outstanding under these programs as of December 31, 2012.  The amount of commercial paper outstanding under these 
programs in 2013 is expected to fluctuate.  

We maintain two credit agreements with a consortium of banks. One of these agreements provides revolving credit 
facilities of $1.5 billion, and expires on April 11, 2013. Generally, amounts outstanding under this facility bear interest at a 
periodic fixed rate equal to LIBOR for the applicable interest period and currency denomination, plus an applicable margin. 
Alternatively, a fluctuating rate of interest equal to Citibank’s publicly announced base rate, plus an applicable margin, may be 
used at our discretion. In each case, the applicable margin for advances bearing interest based on LIBOR is a percentage 
determined by quotations from Markit Group Ltd. for our 1-year credit default swap spread, subject to a minimum rate of 
0.10% and a maximum rate of 0.75%. The applicable margin for advances bearing interest based on the base rate is 1.00% 
below the applicable margin for LIBOR advances (but not lower than 0.00%). We are also able to request advances under this 
facility based on competitive bids for the applicable interest rate. There were no amounts outstanding under this facility as of 
December 31, 2012.

The second agreement provides revolving credit facilities of $1.0 billion, and expires on April 12, 2017. Generally, 
amounts outstanding under this facility bear interest at a periodic fixed rate equal to LIBOR for the applicable interest period 
and currency denomination, plus an applicable margin. Alternatively, a fluctuating rate of interest equal to Citibank’s publicly 
announced base rate, plus an applicable margin, may be used at our discretion. In each case, the applicable margin for advances 
bearing interest based on LIBOR is a percentage determined by quotations from Markit Group Ltd. for our credit default swap 
spread, interpolated for a period from the date of determination of such credit default swap spread in connection with a new 
interest period until the latest maturity date of this facility then in effect (but not less than a period of one year). The applicable 
margin is subject to certain minimum rates and maximum rates based on our public debt ratings from Standard & Poor’s Rating 
Service and Moody’s Investors Service. The minimum applicable margin rates range from 0.100% to 0.375%, and the 
maximum applicable margin rates range from 0.750% to 1.250%. The applicable margin for advances bearing interest based on 
the base rate is 1.00% below the applicable margin for LIBOR advances (but not less than 0.00%). We are also able to request 
advances under this facility based on competitive bids. There were no amounts outstanding under this facility as of 
December 31, 2012.

Our existing debt instruments and credit facilities subject us to certain financial covenants. As of December 31, 2012 and 
for all prior periods presented, we have satisfied these financial covenants. These covenants limit the amount of secured 
indebtedness that we may incur, and limit the amount of attributable debt in sale-leaseback transactions, to 10% of net tangible 
assets. As of December 31, 2012, 10% of net tangible assets is equivalent to $2.770 billion; however, we have no covered sale-
leaseback transactions or secured indebtedness outstanding. Additionally, we are required to maintain a minimum net worth, as 
defined, of $5.0 billion on a quarterly basis. As of December 31, 2012, our net worth, as defined, was equivalent to $8.007 
billion. We do not expect these covenants to have a material impact on our financial condition or liquidity.

Guarantees and Other Off-Balance Sheet Arrangements

We do not have guarantees or other off-balance sheet financing arrangements, including variable interest entities, which 
we believe could have a material impact on financial condition or liquidity.
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Contractual Commitments

We have contractual obligations and commitments in the form of capital leases, operating leases, debt obligations, 
purchase commitments, and certain other liabilities. We intend to satisfy these obligations through the use of cash flow from 
operations. The following table summarizes the expected cash outflow to satisfy our contractual obligations and commitments 
as of December 31, 2012 (in millions):

Commitment Type 2013 2014 2015 2016 2017 After 2017 Total

Capital Leases $ 55 $ 52 $ 50 $ 49 $ 48 $ 426 $ 680
Operating Leases 342 271 203 145 118 358 1,437
Debt Principal 1,750 1,000 101 1 375 8,765 11,992
Debt Interest 322 294 287 285 285 4,759 6,232
Purchase Commitments 629 103 22 14 7 — 775
Pension Fundings — — 563 1,020 1,058 986 3,627
Other Liabilities 64 58 43 23 10 5 203
Total $ 3,162 $ 1,778 $ 1,269 $ 1,537 $ 1,901 $ 15,299 $ 24,946

Our capital lease obligations relate primarily to leases on aircraft. Capital leases, operating leases, and purchase 
commitments, as well as our debt principal obligations, are discussed further in note 7 to our consolidated financial statements. 
The amount of interest on our debt was calculated as the contractual interest payments due on our fixed-rate debt, in addition to 
interest on variable rate debt that was calculated based on interest rates as of December 31, 2012. The calculations of debt 
interest take into account the effect of interest rate swap agreements. For debt denominated in a foreign currency, the 
U.S. Dollar equivalent principal amount of the debt at the end of the year was used as the basis to calculate future interest 
payments.

Purchase commitments represent contractual agreements to purchase goods or services that are legally binding, the 
largest of which are orders for aircraft, engines, and parts. As of December 31, 2012, we have firm commitments to purchase 
eight Boeing 767-300ERF aircraft to be delivered in 2013. 

Pension fundings represent the anticipated required cash contributions that will be made to our qualified U.S. pension 
plans (these plans are discussed further in note 4 to the consolidated financial statements). The pension funding requirements 
were estimated under the provisions of the Pension Protection Act of 2006 and the Employee Retirement Income Security Act 
of 1974, using discount rates, asset returns and other assumptions appropriate for these plans.  In July 2012, federal legislation 
was signed into law that allows pension plan sponsors to use higher interest rate assumptions (based on a 25-year rate history) 
in valuing plan liabilities and determining funding obligations. As a result of this legislation, we are not subject to required 
contributions in 2013 and 2014 for our domestic pension plans.  The amount of any minimum funding requirement, as 
applicable, for these plans could change significantly in future periods, depending on many factors, including future plan asset 
returns and discount rates.  A sustained significant decline in the world equity markets, and the resulting impact on our pension 
assets and investment returns, could result in our domestic pension plans being subject to significantly higher minimum 
funding requirements.  To the extent that the funded status of these plans in future years differs from our current projections, the 
actual contributions made in future years could materially differ from the amounts shown in the table above. 

As discussed in note 5 to our consolidated financial statements, we are not currently subject to any minimum 
contributions or surcharges with respect to the multiemployer pension and health and welfare plans in which we participate. 
Contribution rates to these multiemployer pension and health and welfare plans are established through the collective 
bargaining process. As we are not subject to any minimum contribution levels, we have not included any amounts in the 
contractual commitments table with respect to these multiemployer plans.

The contractual payments due for “other liabilities” primarily include commitment payments related to our investment in 
certain partnerships. The table above does not include approximately $232 million of liabilities for uncertain tax positions 
because we are uncertain if or when such amounts will ultimately be settled in cash. In addition, we also have recognized assets 
associated with uncertain tax positions in excess of the related liabilities such that we do not believe a net contractual obligation 
exists to the taxing authorities. Uncertain tax positions are further discussed in note 12 to the consolidated financial statements.
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As of December 31, 2012, we had outstanding letters of credit totaling approximately $1.369 billion issued in connection 
with our self-insurance reserves and other routine business requirements. We also issue surety bonds as an alternative to letters 
of credit in certain instances, and as of December 31, 2012, we had $584 million of surety bonds written.  As of December 31, 
2012, we had unfunded loan commitments totaling $157 million associated with our financial business.

We believe that funds from operations and borrowing programs will provide adequate sources of liquidity and capital 
resources to meet our expected long-term needs for the operation of our business, including anticipated capital expenditures, for 
the foreseeable future.

Contingencies

We are involved in a number of judicial proceedings and other matters arising from the conduct of our business activities. 

Although there can be no assurance as to the ultimate outcome, we have generally denied, or believe we have a 
meritorious defense and will deny, liability in all litigation pending against us, including (except as otherwise noted herein) the 
matters described below, and we intend to defend vigorously each case. We have accrued for legal claims when, and to the 
extent that, amounts associated with the claims become probable and can be reasonably estimated. The actual costs of resolving 
legal claims may be substantially higher or lower than the amounts accrued for those claims. 

For those matters as to which we are not able to estimate a possible loss or range of loss, we are not able to determine 
whether the loss will have a material adverse effect on our business, financial condition or results of operations or liquidity. For 
matters in this category, we have indicated in the descriptions that follow the reasons that we are unable to estimate the possible 
loss or range of loss. 

Judicial Proceedings 

We are a defendant in a number of lawsuits filed in state and federal courts containing various class action allegations 
under state wage-and-hour laws. At this time, we do not believe that any loss associated with these matters, would have a 
material adverse effect on our financial condition, results of operations or liquidity. 

UPS and our subsidiary Mail Boxes Etc., Inc. are defendants in a lawsuit in California Superior Court about the 
rebranding of The UPS Store franchises.  In the Morgate case, the plaintiffs are 125 individual franchisees who did not rebrand 
to The UPS Store and a certified class of all franchisees who did rebrand. The trial court entered judgment against a bellwether 
individual plaintiff, which was affirmed in January 2012. The trial court granted our motion for summary judgment against the 
certified class, which was reversed in January 2012.  

There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from 
whatever remaining aspects of this case proceeds, including: (1) we are vigorously defending ourselves and believe we have a 
number of meritorious legal defenses; and (2) it remains uncertain what evidence of damages, if any, plaintiffs will be able to 
present. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from this matter or 
to determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 

In AFMS LLC v. UPS and FedEx Corporation, a lawsuit filed in federal court in the Central District of California in 
August 2010, the plaintiff asserts that UPS and FedEx violated U.S. antitrust law by conspiring to refuse to negotiate with 
third-party negotiators retained by shippers and by individually imposing policies that prevent shippers from using such 
negotiators.  The case is scheduled to go to trial in August 2013.  The Antitrust Division of the U.S. Department of Justice 
(“DOJ”) has an ongoing civil investigation of our policies and practices for dealing with third-party negotiators. We are 
cooperating with this investigation. We deny any liability with respect to these matters and intend to vigorously defend 
ourselves. There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from 
these matters including: (1) we believe that we have a number of meritorious defenses; (2) discovery is ongoing; and (3) the 
DOJ investigation is ongoing. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may 
result from these matters or to determine whether such loss, if any, would have a material adverse effect on our financial 
condition, results of operations or liquidity. 
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In Canada, four purported class-action cases were filed against us in British Columbia (2006); Ontario (2007) and 
Québec (2006 and 2013). The cases each allege inadequate disclosure concerning the existence and cost of brokerage services 
provided by us under applicable provincial consumer protection legislation and infringement of interest restriction provisions 
under the Criminal Code of Canada. The British Columbia class action was declared inappropriate for certification and 
dismissed by the trial judge. That decision was upheld by the British Columbia Court of Appeal in March 2010, which ended 
the case in our favor. The Ontario class action was certified in September 2011. Partial summary judgment was granted to us 
and the plaintiffs by the Ontario motions court. The complaint under the Criminal Code was dismissed. No appeal is being 
taken from that decision. The allegations of inadequate disclosure were granted and we are appealing that decision. The motion 
to authorize the 2006 Québec litigation as a class action was dismissed by the motions judge in October 2012; there was no 
appeal, which ended that case in our favor.  The 2013 Québec litigation is in the earliest stages.  We deny all liability and are 
vigorously defending the two outstanding cases. There are multiple factors that prevent us from being able to estimate the 
amount of loss, if any, that may result from these matters, including: (1) we are vigorously defending ourselves and believe that 
we have a number of meritorious legal defenses; and (2) there are unresolved questions of law and fact that could be important 
to the ultimate resolution of these matters. Accordingly, at this time, we are not able to estimate a possible loss or range of loss 
that may result from these matters or to determine whether such loss, if any, would have a material adverse effect on our 
financial condition, results of operation or liquidity.   

Other Matters 

In May and December 2007 and August 2008 we received and responded to grand jury subpoenas from the DOJ in the 
Northern District of California in connection with an investigation by the Drug Enforcement Administration. We also have 
responded to informal requests for information in connection with this investigation, which relates to transportation of packages 
on behalf of online pharmacies that may have operated illegally. We have been cooperating with this investigation and are 
exploring the possibility of resolving this matter, which could include our undertaking further enhancements to our compliance 
program and a payment.  Such a payment may exceed the amounts previously accrued with respect to this matter, but we do not 
expect that the amount of such additional loss would have a material adverse effect on our financial condition, results of 
operations or liquidity. 

We received a grand jury subpoena from the Antitrust Division of the DOJ regarding the DOJ's investigation into certain 
pricing practices in the freight forwarding industry in December 2007.  In January 2013, we received a letter from the DOJ 
confirming that it is not pursuing a case against UPS with respect to the investigation.

In August 2010, competition authorities in Brazil opened an administrative proceeding to investigate alleged 
anticompetitive behavior in the freight forwarding industry. Approximately 45 freight forwarding companies and individuals 
are named in the proceeding, including UPS, UPS SCS Transportes (Brasil) S.A., and a former employee in Brazil. UPS will 
have an opportunity to respond to these allegations.  In November 2012, we also received a request for information related to 
similar matters from authorities in Singapore.

We are cooperating with each of these investigations, and intend to continue to vigorously defend ourselves. There are 
multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from these matters 
including: (1) we are vigorously defending each matter and believe that we have a number of meritorious legal defenses; 
(2) there are unresolved questions of law that could be of importance to the ultimate resolutions of these matters, including the 
calculation of any potential fine; and (3) there is uncertainty about the time period that is the subject of the investigations. 
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these matters or to 
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 
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In January 2008, a class action complaint was filed in the United States District Court for the Eastern District of New 
York alleging price-fixing activities relating to the provision of freight forwarding services. UPS was not named in this case. In 
July 2009, the plaintiffs filed a first amended complaint naming numerous global freight forwarders as defendants. UPS and 
UPS Supply Chain Solutions are among the 60 defendants named in the amended complaint.  The plaintiffs filed a Second 
Amended Complaint in October 2010, which we moved to dismiss.   In August 2012, the Court granted our motion to dismiss 
all claims relevant to UPS in the Second Amended Complaint, with leave to amend.  The plaintiffs filed a Third Amended 
Complaint in November 2012.  We intend to file another motion to dismiss, and to otherwise vigorously defend ourselves in 
this case. There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from 
these matters including: (1) the court has dismissed the complaint once but has not considered the adequacy of the amended 
complaint; (2) the scope and size of the proposed class is ill-defined; (3) there are significant legal questions about the 
adequacy and standing of the putative class representatives; and (4) we believe that we have a number of meritorious legal 
defenses. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these 
matters or to determine whether such loss, if any, would have a material adverse effect on our financial condition, results of 
operations or liquidity. 

We are a defendant in various other lawsuits that arose in the normal course of business. We do not believe that the 
eventual resolution of these other lawsuits (either individually or in the aggregate), including any reasonably possible losses in 
excess of current accruals, will have a material adverse effect on our financial condition, results of operations or liquidity. 

Tax Matters 

 In June 2011, we received an IRS Revenue Agent Report (RAR) covering excise taxes for tax years 2003 through 2007, 
in addition to the income tax matters described in note 12 to the consolidated financial statements.  The excise tax RAR 
proposed two alternate theories for asserting additional excise tax on transportation of property by air. We disagreed with these 
proposed excise tax theories and related adjustments.  We filed protests and, in the third quarter of 2011, the IRS responded to 
our protests and forwarded the case to IRS Appeals. 

In the third quarter of 2012, following the Appeals Opening Conference in July 2012, we had settlement discussions 
which we expect will lead to a complete resolution of all excise tax matters and correlative income tax refund claims for the 
2003 through 2007 tax years within the next twelve months.  We do not believe the ultimate resolution of these matters will 
have a material effect on our financial condition, results of operations or liquidity. 

Collective Bargaining Agreements

As of December 31, 2012, we had approximately 249,000 employees employed under a national master agreement and 
various supplemental agreements with local unions affiliated with the International Brotherhood of Teamsters (“Teamsters”). 
These agreements run through July 31, 2013.  We have approximately 2,600 pilots who are employed under a collective 
bargaining agreement with the Independent Pilots Association (“IPA”), which became amendable at the end of 2011.  Our 
airline mechanics are covered by a collective bargaining agreement with Teamsters Local 2727, which runs through 
November 1, 2013. In addition, approximately 3,100 of our ground mechanics who are not employed under agreements with 
the Teamsters are employed under collective bargaining agreements with the International Association of Machinists and 
Aerospace Workers (“IAM”). Our agreement with the IAM runs through July 31, 2014.

Multiemployer Benefit Plans

We contribute to a number of multiemployer defined benefit and health and welfare plans under terms of collective 
bargaining agreements that cover our union represented employees. Our current collective bargaining agreements set forth the 
annual contribution increases allotted to the plans that we participate in, and we are in compliance with these contribution rates. 
These limitations will remain in effect throughout the terms of the existing collective bargaining agreements.

In the third quarter of 2012, we reached an agreement with the New England Pension Fund, a multiemployer pension 
plan in which UPS is a participant, to restructure the pension liabilities for approximately 10,200 UPS employees represented 
by the Teamsters.  The agreement reflects a decision by the New England Pension Fund's trustees to restructure the fund 
through plan amendments to utilize a "two pool approach", which effectively subdivides the plan assets and liabilities between 
two groups of beneficiaries.  As part of this agreement, UPS agreed to withdraw from the original pool of the New England 
Pension Fund of which it had historically been a participant, and reenter the New England Pension Fund's newly-established 
pool as a new employer.   
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Upon ratification of the agreement by the Teamsters in September 2012, we withdrew from the original pool of the New 
England Pension Fund and incurred an undiscounted withdrawal liability of $2.162 billion to be paid in equal monthly 
installments over 50 years.  The undiscounted withdrawal liability was calculated by independent actuaries employed by the 
New England Pension Fund, in accordance with the governing plan documents and the applicable requirements of the 
Employee Retirement Income Security Act of 1974.  In the third quarter of 2012, we recorded a charge to expense to establish 
an $896 million withdrawal liability on our balance sheet, which represents the present value of the $2.162 billion future 
payment obligation discounted at a 4.25% interest rate.  This discount rate represents the estimated credit-adjusted market rate 
of interest at which we could obtain financing of a similar maturity and seniority.

As part of this agreement, we believe that UPS, the New England Pension Fund and our affected employees have 
obtained several benefits, including:

• The old pool of the New England Pension Fund has historically had, and would likely continue to have, funding 
challenges; this represented a risk to UPS of having to face higher future contribution requirements, as well as a 
risk to the security of the pension benefits of those UPS employees who participate in the New England Pension 
Fund.  The 50 year fixed payment obligation should improve the funded status of the New England Pension Fund 
over time, while reducing the risk to UPS of significantly higher future contribution requirements.

• The newly-established pool provides better protections for new participating employers.  This pool uses a direct-
attribution methodology for calculating any potential future withdrawal liabilities, which reduces our exposure to 
the liabilities of other participating employers.  Additionally, this pool contains provisions designed to maintain a 
fully-funded status, including automatic benefit reductions and/or increased employee contributions in the event 
of an underfunded situation occurring.

• As part of the agreement, we were able to freeze our hourly pension contribution rate to the newly-established 
pool of the New England Pension Fund for a period of 10 years, which provides cash flow visibility for both UPS 
and the New England Pension Fund.

The $896 million charge to expense recorded in the third quarter of 2012 is included in "compensation and benefits 
expense" in the consolidated statement of income, while the corresponding withdrawal liability is included in "other non-
current liabilities" on the consolidated balance sheet.  We will impute interest on the withdrawal liability using the 4.25% 
discount rate, while the monthly payments made to the New England Pension Fund will reduce the remaining balance of the 
withdrawal liability.

Our status in the newly-established pool of the New England Pension Fund is accounted for as the participation in a new 
multiemployer pension plan, and therefore we will recognize expense based on the contractually-required contribution for each 
period, and we will recognize a liability for any contributions due and unpaid at the end of a reporting period.

Rate Adjustments

In June 2012, our UPS Freight unit announced a general rate increase averaging 5.9%, covering non-contractual 
shipments in the United States, Canada and Mexico.  The rate adjustment took effect on July 16, 2012, and applies to minimum 
charge, LTL rates and accessorial charges.

In November 2012, we announced an increase in base rates and changes in our fuel surcharge for package shipments that 
took effect December 31, 2012, including the following:

• UPS Ground service rates increased an average net 4.9% through a combination of a 5.9% increase in rates and a 
1% reduction in the index used to determine the ground fuel surcharge. 

• UPS Next Day Air, UPS 2nd Day Air, UPS 3 Day Select, and international air shipments originating in the United 
States (including Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International 
Standard Service) increased an average net 4.5%, through a combination of a 6.5% increase in base rates and a 2% 
reduction in the index used to determine the air fuel surcharge. 
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• UPS Next Day Air Freight, UPS 2nd Day Air Freight, and UPS 3 Day Freight rates for shipments within and 
between the U.S., Canada, and Puerto Rico increased 4.9%.  UPS Express Freight rates for shipments originating in 
the U.S. also increased 4.9%.

These rate changes are customary and occur on an annual basis. Rate changes for shipments originating outside the U.S. are 
made throughout the year and vary by geographic market.

New Accounting Pronouncements

Recently Adopted Accounting Standards

In May 2011, the Financial Accounting Standards Board ("FASB") issued an Accounting Standards Update to disclosure 
requirements for fair value measurement. These amendments, which became effective for us in the first quarter of 2012, result 
in a common definition of fair value and common measurement and disclosure requirements between U.S. GAAP and IFRS. 
Consequently, the amendments change some fair value measurement principles and disclosure requirements. The 
implementation of this amended accounting guidance had an immaterial impact on our consolidated financial position and 
results of operations.

In June 2011, the FASB issued an Accounting Standards Update that increases the prominence of items reported in other 
comprehensive income in the financial statements. This update requires companies to present comprehensive income in a single 
statement below net income or in a separate statement of comprehensive income immediately following the income statement. 
This requirement became effective for us beginning with the first quarter of 2012, and we have included the required 
presentation in all applicable filings since that date.

In July 2012, the FASB issued an Accounting Standards Update that added an optional qualitative assessment for 
determining whether an indefinite-lived intangible asset is impaired. The objective of this update is to reduce the cost and 
complexity of performing an impairment test for indefinite-lived intangible assets by allowing an entity the option to make a 
qualitative evaluation about the likelihood of an intangible impairment to determine whether it should calculate the fair value of 
the asset. This accounting standards update also amends existing guidance by expanding upon the examples of events and 
circumstances that an entity should consider between annual impairment tests in determining whether it is more likely than not 
that the fair value of the intangible asset is less than its carrying amount. We adopted this accounting standard update and 
applied its provisions to certain of our intangible assets for our annual impairment testing as of October 1, 2012.

Other accounting pronouncements adopted during the periods covered by the consolidated financial statements had an 
immaterial impact on our consolidated financial position and results of operations.

Accounting Standards Issued But Not Yet Effective

In February 2013, the FASB issued an accounting standards update that adds new disclosure requirements for items 
reclassified out of accumulated other comprehensive income.  This update requires that companies present either in a single 
note or parenthetically on the face of the financial statements, the effect of significant amounts reclassified from each 
component of accumulated other comprehensive income based on its source (e.g., the release due to cash flow hedges from 
interest rate contracts) and the income statement line items affected by the reclassification (e.g., interest income or interest 
expense). If a component is not required to be reclassified to net income in its entirety (e.g., the net periodic pension cost), 
companies would instead cross reference to the related footnote for additional information (e.g., the pension footnote).  This 
update is effective for us beginning in the first quarter of 2013. 

Other accounting pronouncements issued, but not effective until after December 31, 2012, are not expected to have a 
significant impact on our consolidated financial position or results of operations.
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Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based on our consolidated financial 
statements, which are prepared in accordance with accounting principles generally accepted in the United States of America. As 
indicated in note 1 to our consolidated financial statements, the amounts of assets, liabilities, revenue, and expenses reported in 
our financial statements are affected by estimates and judgments that are necessary to comply with generally accepted 
accounting principles. We base our estimates on prior experience and other assumptions that we consider reasonable to our 
circumstances. Actual results could differ from our estimates, which would affect the related amounts reported in our 
consolidated financial statements. While estimates and judgments are applied in arriving at many reported amounts, we believe 
that the following matters may involve a higher degree of judgment and complexity.

Contingencies

As discussed in note 8 to our consolidated financial statements, we are involved in various legal proceedings and 
contingencies. We record a liability based on our estimate of the probable cost of the resolution of a contingency. The actual 
resolution of these contingencies may differ from our estimates. If a contingency is settled for an amount greater than our 
estimate, a future charge to income would result. Likewise, if a contingency is settled for an amount that is less than our 
estimate, a future credit to income would result.

The events that may impact our contingent liabilities are often unique and generally are not predictable. At the time a 
contingency is identified, we consider all relevant facts as part of our evaluation. We record a liability for a loss when the loss is 
probable of occurring and reasonably estimable. Events may arise that were not anticipated and the outcome of a contingency 
may result in a loss to us that differs from our previously estimated liability. These factors could result in a material difference 
between estimated and actual operating results. Contingent losses that are probable and estimable, excluding those related to 
income taxes and self-insurance which are discussed further below, were not material to our financial position or results of 
operations as of, and for the year ended, December 31, 2012. In addition, we have certain contingent liabilities that have not 
been recognized as of December 31, 2012, because a loss is not reasonably estimable.

Goodwill and Intangible Impairment

We perform impairment testing of goodwill for each of our reporting units on an annual basis. Our reporting units are 
comprised of the Europe, Asia, and Americas reporting units in the International Package reporting segment, and the 
Forwarding, Logistics, UPS Freight, MBE / The UPS Store and UPS Capital reporting units in the Supply Chain & Freight 
reporting segment. Our annual goodwill impairment testing date is October 1st for each reporting unit. In assessing goodwill for 
impairment, we initially evaluate qualitative factors to determine if it is more likely than not that the fair value of a reporting 
unit is less than its carrying amount. If the qualitative assessment is not conclusive and it is necessary to calculate the fair value 
of a reporting unit, then we utilize a two-step process to test goodwill for impairment. First, a comparison of the fair value of 
the applicable reporting unit with the aggregate carrying value, including goodwill, is performed. If the carrying amount of a 
reporting unit exceeds the reporting unit’s fair value, we perform the second step of the goodwill impairment test to determine 
the amount of impairment loss. The second step includes comparing the implied fair value of the affected reporting unit’s 
goodwill with the carrying value of that goodwill.

We primarily determine the fair value of our reporting units using a discounted cash flow model (“DCF model”), and 
supplement this with observable valuation multiples for comparable companies, as applicable. The completion of the DCF 
model requires that we make a number of significant assumptions to produce an estimate of future cash flows. These 
assumptions include projections of future revenue, costs and working capital changes. In addition, we make assumptions about 
the estimated cost of capital and other relevant variables, as required, in estimating the fair value of our reporting units. The 
projections that we use in our DCF model are updated annually and will change over time based on the historical performance 
and changing business conditions for each of our reporting units. The determination of whether goodwill is impaired involves a 
significant level of judgment in these assumptions, and changes in our business strategy, government regulations or economic 
or market conditions could significantly impact these judgments. We will continue to monitor market conditions and other 
factors to determine if interim impairment tests are necessary in future periods. If impairment indicators are present in future 
periods, the resulting impairment charges could have a material impact on our results of operations.



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

50

None of the reporting units incurred any goodwill impairment charges in 2012, 2011 or 2010. Changes in our forecasts 
could cause carrying values of our reporting units to exceed their fair values in future periods, potentially resulting in a 
goodwill impairment charge.  A 10% decrease in the estimated fair value of our reporting units as of our most recent goodwill 
testing date (October 1, 2012) would not result in a goodwill impairment charge.

Licenses with a carrying value of $5 million as of December 31, 2012 are deemed to be indefinite-lived intangibles, and 
therefore are not amortized. Impairment tests for indefinite-lived intangibles are performed on an annual basis. All of our 
remaining recorded intangible assets are deemed to be finite-lived intangibles, and are thus amortized over their estimated 
useful lives. Impairment tests for these intangible assets are only performed when a triggering event occurs that indicates that 
the carrying value of the intangible may not be recoverable based on the undiscounted future cash flows of the intangible. If the 
carrying amount of the intangible is determined not to be recoverable, a write-down to fair value is recorded. Fair values are 
determined based on a DCF model. No impairments of indefinite-lived or finite-lived intangible assets were recognized in 
2012, 2011 or 2010.

Self-Insurance Accruals

We self-insure costs associated with workers’ compensation claims, automotive liability, health and welfare and general 
business liabilities, up to certain limits. Insurance reserves are established for estimates of the loss that we will ultimately incur 
on reported claims, as well as estimates of claims that have been incurred but not yet reported. Recorded balances are based on 
reserve levels, which incorporate historical loss experience and judgments about the present and expected levels of cost per 
claim. Trends in actual experience are a significant factor in the determination of such reserves. We believe our estimated 
reserves for such claims are adequate, but actual experience in claim frequency and/or severity could materially differ from our 
estimates and affect our results of operations.

Workers’ compensation, automobile liability and general liability insurance claims may take several years to completely 
settle. Consequently, actuarial estimates are required to project the ultimate cost that will be incurred to fully resolve the claims. 
A number of factors can affect the actual cost of a claim, including the length of time the claim remains open, trends in health 
care costs and the results of related litigation. Furthermore, claims may emerge in future years for events that occurred in a 
prior year at a rate that differs from previous actuarial projections. Changes in state legislation with respect to workers' 
compensation can affect the adequacy of our self-insurance accruals. All of these factors can result in revisions to prior 
actuarial projections and produce a material difference between estimated and actual operating results.

We sponsor a number of health and welfare insurance plans for our employees. These liabilities and related expenses are 
based on estimates of the number of employees and eligible dependents covered under the plans, anticipated medical usage by 
participants and overall trends in medical costs and inflation. Actual results may differ from these estimates and, therefore, 
produce a material difference between estimated and actual operating results.

Fair Value Measurements

In the normal course of business, we hold and issue financial instruments that contain elements of market risk, including 
derivatives, marketable securities, finance receivables, other investments and debt. Certain of these financial instruments are 
required to be recorded at fair value, principally derivatives, marketable securities, pension assets and certain other 
investments. Fair values are based on listed market prices, when such prices are available. To the extent that listed market 
prices are not available, fair value is determined based on other relevant factors, including dealer price quotations. Certain 
financial instruments, including over-the-counter derivative instruments, are valued using pricing models that consider, among 
other factors, contractual and market prices, correlations, time value, credit spreads and yield curve volatility factors. Changes 
in the fixed income, equity, foreign exchange and commodity markets will impact our estimates of fair value in the future, 
potentially affecting our results of operations. A quantitative sensitivity analysis of our exposure to changes in commodity 
prices, foreign currency exchange rates, interest rates and equity prices is presented in the “Market Risk” section of this report.
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Pension and Postretirement Medical Benefits

Our pension and other postretirement benefit costs are calculated using various actuarial assumptions and methodologies. 
These assumptions include discount rates, health care cost trend rates, inflation, compensation increase rates, expected returns 
on plan assets, mortality rates and other factors. The assumptions utilized in recording the obligations under our plans represent 
our best estimates, and we believe that they are reasonable, based on information as to historical experience and performance as 
well as other factors that might cause future expectations to differ from past trends.

Differences in actual experience or changes in assumptions may affect our pension and other postretirement obligations 
and future expense. The primary factors contributing to actuarial gains and losses each year are (1) changes in the discount rate 
used to value pension and postretirement benefit obligations as of the measurement date and (2) differences between the 
expected and the actual return on plan assets.

We recognize changes in the fair value of plan assets and net actuarial gains or losses in excess of a corridor (defined as 
10% of the greater of the fair value of plan assets or the plans' projected benefit obligations) in pension expense annually at 
December 31st each year. The remaining components of pension expense, primarily service and interest costs and the expected 
return on plan assets, are recorded on a quarterly basis. 

The following sensitivity analysis shows the impact of a 25 basis point change in the assumed discount rate, expected 
return on assets, and health care cost trend rate for our pension and postretirement benefit plans, and the resulting increase 
(decrease) on our obligations and expense (excluding the impact of actuarial gains and losses recognized outside of the 
corridor) as of, and for the year ended, December 31, 2012 (in millions).
 

25 Basis Point
Increase

25 Basis Point
Decrease

Pension Plans
Discount Rate:

Effect on ongoing net periodic benefit cost $ (50) $ 50
Effect on projected benefit obligation (1,427) 1,496

Return on Assets:
Effect on ongoing net periodic benefit cost (58) 58

Postretirement Medical Plans
Discount Rate:

Effect on ongoing net periodic benefit cost — —
Effect on accumulated postretirement benefit obligation (119) 124

Health Care Cost Trend Rate:
Effect on ongoing net periodic benefit cost 1 (1)
Effect on accumulated postretirement benefit obligation 14 (17)

Expense is expected to increase in 2013 compared with 2012, due primarily to the decline in the discount rate used to 
determine expense from 5.58% for 2012 to 4.38% for 2013. This is partially offset by the contributions to the plans in 2012, 
that increased the expected return on assets used for expense calculation purposes.

Depreciation, Residual Value and Impairment of Fixed Assets

As of December 31, 2012, we had $17.894 billion of net fixed assets, the most significant category of which is aircraft. In 
accounting for fixed assets, we make estimates about the expected useful lives and the expected residual values of the assets, 
and the potential for impairment based on the fair values of the assets and the cash flows generated by these assets.
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In estimating the lives and expected residual values of aircraft, we have relied upon actual experience with the same or 
similar aircraft types. Subsequent revisions to these estimates could be caused by changes to our maintenance program, changes 
in the utilization of the aircraft, governmental regulations on aging aircraft and changing market prices of new and used aircraft 
of the same or similar types. We periodically evaluate these estimates and assumptions, and adjust the estimates and 
assumptions as necessary. Adjustments to the expected lives and residual values are accounted for on a prospective basis 
through depreciation expense.

We review long-lived assets for impairment when circumstances indicate the carrying amount of an asset may not be 
recoverable based on the undiscounted future cash flows of the asset. If the carrying amount of the asset is determined not to be 
recoverable, a write-down to fair value is recorded. Fair values are determined based on quoted market values, discounted cash 
flows or external appraisals, as applicable. We review long-lived assets for impairment at the individual asset or the asset group 
level for which the lowest level of independent cash flows can be identified. The circumstances that would indicate potential 
impairment may include, but are not limited to, a significant change in the extent to which an asset is utilized, a significant 
decrease in the market value of an asset and operating or cash flow losses associated with the use of the asset. In estimating 
cash flows, we project future volume levels for our different air express products in all geographic regions in which we do 
business. Adverse changes in these volume forecasts, or a shortfall of our actual volume compared with our projections, could 
result in our current aircraft capacity exceeding current or projected demand. This situation would lead to an excess of a 
particular aircraft type, resulting in an aircraft impairment charge or a reduction of the expected life of an aircraft type (thus 
resulting in increased depreciation expense).

In 2012, 2011 and 2010, there were no indicators of impairment in our property, plant and equipment, and no impairment 
charges were recorded in any period. 

Income Taxes

We make certain estimates and judgments in determining income tax expense for financial statement purposes. These 
estimates and judgments occur in the calculation of income by legal entity and jurisdiction, tax credits, benefits, and 
deductions, and in the calculation of certain tax assets and liabilities, which arise from differences in the timing of recognition 
of revenue and expense for tax and financial statement purposes, as well as the interest and penalties related to these uncertain 
tax positions. Significant changes to these estimates may result in an increase or decrease to our tax provision in a subsequent 
period.

We assess the likelihood that we will be able to recover our deferred tax assets. If recovery is not likely, we must increase 
our provision for taxes by recording a valuation allowance against the deferred tax assets that we estimate will not ultimately be 
recoverable. We believe that we will ultimately recover a substantial majority of the deferred tax assets recorded on our 
consolidated balance sheets. However, should there be a change in our ability to recover our deferred tax assets, our tax 
provision would increase in the period in which we determined that the recovery was not likely.

The calculation of our tax liabilities involves dealing with uncertainties in the application of complex tax regulations. We 
recognize liabilities for uncertain tax positions based on a two-step process. The first step is to evaluate the tax position for 
recognition by determining if the weight of available evidence indicates that it is more likely than not that the position will be 
sustained on audit, including resolution of related appeals or litigation processes, if any. Once it is determined that the position 
meets the recognition threshold, the second step requires us to estimate and measure the tax benefit as the largest amount that is 
more likely than not to be realized upon ultimate settlement. It is inherently difficult and subjective to estimate such amounts, 
as we have to determine the probability of various possible outcomes. We reevaluate these uncertain tax positions on a 
quarterly basis. This evaluation is based on factors including, but not limited to, changes in facts or circumstances, changes in 
tax law, effectively settled issues under audit, and new audit activity. Such a change in recognition or measurement could result 
in the recognition of a tax benefit or an additional charge to the tax provision.
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Allowance for Doubtful Accounts

Losses on accounts receivable are recognized when they are incurred, which requires us to make our best estimate of the 
probable losses inherent in our customer receivables at each balance sheet date. These estimates require consideration of 
historical loss experience adjusted for current conditions, trends in customer payment frequency, and judgments about the 
probable effects of relevant observable data, including present economic conditions and the financial health of specific 
customers and market sectors. Our risk management process includes standards and policies for reviewing major account 
exposures and concentrations of risk. Deterioration in macroeconomic variables could result in our ultimate loss exposures on 
our accounts receivable being significantly higher than what we have currently estimated and reserved for in our allowance for 
doubtful accounts. Our total allowance for doubtful accounts as of December 31, 2012 and 2011 was $127 and $117 million, 
respectively. Our total provision for doubtful accounts charged to expense during the years ended December 31, 2012, 2011 and 
2010 was $155, $147 and $199 million, respectively.

 
Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to market risk from changes in certain commodity prices, foreign currency exchange rates, interest rates 
and equity prices. All of these market risks arise in the normal course of business, as we do not engage in speculative trading 
activities. In order to manage the risk arising from these exposures, we utilize a variety of commodity, foreign exchange and 
interest rate forward contracts, options and swaps. A discussion of our accounting policies for derivative instruments and 
further disclosures are provided in note 14 to the consolidated financial statements.

Commodity Price Risk

We are exposed to changes in the prices of refined fuels, principally jet-A, diesel and unleaded gasoline, as well as 
changes in the price of natural gas. Currently, the fuel surcharges that we apply to our domestic and international package and 
LTL services are the primary means of reducing the risk of adverse fuel price changes. Additionally, we periodically use a 
combination of option contracts to provide partial protection from changing fuel and energy prices. As of December 31, 2012 
and 2011, however, we had no commodity option contracts outstanding.

Foreign Currency Exchange Risk

We have foreign currency risks related to our revenue, operating expenses and financing transactions in currencies other 
than the local currencies in which we operate. We are exposed to currency risk from the potential changes in functional 
currency values of our foreign currency-denominated assets, liabilities and cash flows. Our most significant foreign currency 
exposures relate to the Euro, the British Pound Sterling, Canadian Dollar, Chinese Renminbi and Hong Kong Dollar. We use a 
combination of purchased and written options and forward contracts to hedge forecasted cash flow currency exposures. These 
derivative instruments generally cover forecasted foreign currency exposures for periods of 12 to 24 months. Additionally, we 
utilize cross-currency interest rate swaps to hedge the currency risk inherent in the interest and principal payments associated 
with foreign currency denominated debt obligations. The terms of these swap agreements are commensurate with the 
underlying debt obligations.

Interest Rate Risk

We have issued debt instruments, including debt associated with capital leases, that accrue expense at fixed and floating 
rates of interest. We use a combination of interest rate swaps as part of our program to manage the fixed and floating interest 
rate mix of our total debt portfolio and related overall cost of borrowing. The notional amount, interest payment and maturity 
dates of the swaps match the terms of the associated debt. We also utilize forward starting swaps and similar instruments to 
lock in all or a portion of the borrowing cost of anticipated debt issuances. Our floating rate debt and interest rate swaps subject 
us to risk resulting from changes in short-term (primarily LIBOR) interest rates.

We also are subject to interest rate risk with respect to our pension and postretirement benefit obligations, as changes in 
interest rates will effectively increase or decrease our liabilities associated with these benefit plans, which also results in 
changes to the amount of pension and postretirement benefit expense recognized in future periods.

We have investments in debt securities, as well as cash-equivalent instruments, some of which accrue income at variable 
rates of interest. Additionally, we hold a portfolio of finance receivables that accrue income at fixed and floating rates of 
interest.
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Equity Price Risk

We hold investments in various common equity securities that are subject to price risk. These securities are primarily in 
the form of equity index funds.

Sensitivity Analysis

The following analysis provides quantitative information regarding our exposure to commodity price risk, foreign 
currency exchange risk, interest rate risk and equity price risk embedded in our existing financial instruments. We utilize 
valuation models to evaluate the sensitivity of the fair value of financial instruments with exposure to market risk that assume 
instantaneous, parallel shifts in exchange rates, interest rate yield curves and commodity and equity prices. For options and 
instruments with non-linear returns, models appropriate to the instrument are utilized to determine the impact of market shifts.

There are certain limitations inherent in the sensitivity analyses presented, primarily due to the assumption that exchange 
rates change in a parallel fashion and that interest rates change instantaneously. In addition, the analyses are unable to reflect 
the complex market reactions that normally would arise from the market shifts modeled. While this is our best estimate of the 
impact of the specified interest rate scenarios, these estimates should not be viewed as forecasts. We adjust the fixed and 
floating interest rate mix of our interest rate sensitive assets and liabilities in response to changes in market conditions. 
Additionally, changes in the fair value of foreign currency derivatives and commodity derivatives are offset by changes in the 
cash flows of the underlying hedged foreign currency and commodity transactions.
 

 
  Shock-Test Result  
As of December 31,

(in millions) 2012 2011

Change in Fair Value:
Currency Derivatives(1) $ (1) $ (64)
Change in Annual Expense:
Variable Rate Debt(2) $ 7 $ 7
Interest Rate Derivatives(2) $ 106 $ 71
(1) The potential change in fair value from a hypothetical 10% weakening of the U.S. Dollar against local currency 

exchange rates across all maturities.
(2) The potential change in annual interest expense resulting from a hypothetical 100 basis point increase in short-term 

interest rates, applied to our variable rate debt and swap instruments (excluding hedges of anticipated debt issuances).

The sensitivity of our pension and postretirement benefit obligations to changes in interest rates is quantified in “Critical 
Accounting Policies and Estimates”. The sensitivity in the fair value and interest income of our marketable securities due to 
changes in equity prices and interest rates, respectively, was not material as of December 31, 2012 and 2011. The sensitivity in 
the fair value and interest income of our finance receivables due to changes in interest rates was also not material as of 
December 31, 2012 and 2011.
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareowners
United Parcel Service, Inc.
Atlanta, Georgia

We have audited the accompanying consolidated balance sheets of United Parcel Service, Inc. and subsidiaries (the 
“Company”) as of December 31, 2012 and 2011, and the related statements of consolidated income, consolidated 
comprehensive income, and consolidated cash flows for each of the three years in the period ended December 31, 2012. These 
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of 
United Parcel Service, Inc. and subsidiaries at December 31, 2012 and 2011, and the results of their operations and their cash 
flows for each of the three years in the period ended December 31, 2012, in conformity with accounting principles generally 
accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the Company’s internal control over financial reporting as of December 31, 2012, based on the criteria established in 
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission 
and our report dated February 28, 2013 expressed an unqualified opinion on the Company’s internal control over financial 
reporting.

/s/     Deloitte & Touche LLP

Atlanta, Georgia
February 28, 2013 
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In millions)

 

  December 31,
  2012 2011

ASSETS
Current Assets:

Cash and cash equivalents $ 7,327 $ 3,034
Marketable securities 597 1,241
Accounts receivable, net 6,111 6,246
Deferred income tax assets 583 611
Other current assets 973 1,152

Total Current Assets 15,591 12,284
Property, Plant and Equipment, Net 17,894 17,621
Goodwill 2,173 2,101
Intangible Assets, Net 603 585
Investments and Restricted Cash 307 303
Derivative Assets 535 483
Deferred Income Tax Assets 684 118
Other Non-Current Assets 1,076 1,206
Total Assets $ 38,863 $ 34,701

LIABILITIES AND SHAREOWNERS’ EQUITY
Current Liabilities:

Current maturities of long-term debt and commercial paper $ 1,781 $ 33
Accounts payable 2,278 2,300
Accrued wages and withholdings 1,927 1,843
Self-insurance reserves 763 781
Other current liabilities 1,641 1,557

Total Current Liabilities 8,390 6,514
Long-Term Debt 11,089 11,095
Pension and Postretirement Benefit Obligations 11,068 5,505
Deferred Income Tax Liabilities 48 1,900
Self-Insurance Reserves 1,980 1,806
Other Non-Current Liabilities 1,555 773
Shareowners’ Equity:

Class A common stock (225 and 240 shares issued in 2012 and 2011) 3 3
Class B common stock (729 and 725 shares issued in 2012 and 2011) 7 7
Additional paid-in capital — —
Retained earnings 7,997 10,128
Accumulated other comprehensive loss (3,354) (3,103)
Deferred compensation obligations 78 88
Less: Treasury stock (1 and 2 shares in 2012 and 2011) (78) (88)

Total Equity for Controlling Interests 4,653 7,035
Noncontrolling Interests 80 73

Total Shareowners’ Equity 4,733 7,108
Total Liabilities and Shareowners’ Equity $ 38,863 $ 34,701

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME

(In millions, except per share amounts)
 

  Years Ended December 31,
  2012 2011 2010

Revenue $ 54,127 $ 53,105 $ 49,545
Operating Expenses:

Compensation and benefits 33,102 27,575 26,557
Repairs and maintenance 1,228 1,286 1,131
Depreciation and amortization 1,858 1,782 1,792
Purchased transportation 7,354 7,232 6,640
Fuel 4,090 4,046 2,972
Other occupancy 902 943 939
Other expenses 4,250 4,161 3,873

Total Operating Expenses 52,784 47,025 43,904
Operating Profit 1,343 6,080 5,641
Other Income and (Expense):

Investment income 24 44 3
Interest expense (393) (348) (354)

Total Other Income and (Expense) (369) (304) (351)
Income Before Income Taxes 974 5,776 5,290
Income Tax Expense 167 1,972 1,952
Net Income $ 807 $ 3,804 $ 3,338
Basic Earnings Per Share $ 0.84 $ 3.88 $ 3.36
Diluted Earnings Per Share $ 0.83 $ 3.84 $ 3.33

STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME
(In millions)

 

  Years Ended December 31,
  2012 2011 2010

Net income $ 807 $ 3,804 $ 3,338
Change in foreign currency translation adjustment, net of tax 294 (92) (105)
Change in unrealized gain (loss) on marketable securities, net of tax — (6) 39
Change in unrealized gain (loss) on cash flow hedges, net of tax (82) 35 (39)
Change in unrecognized pension and postretirement benefit costs, net of tax (463) (405) (813)
Comprehensive income $ 556 $ 3,336 $ 2,420

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED CASH FLOWS

(In millions)
 

  Years Ended December 31,
  2012 2011 2010

Cash Flows From Operating Activities:
Net income $ 807 $ 3,804 $ 3,338

Adjustments to reconcile net income to net cash from operating activities:
Depreciation and amortization 1,858 1,782 1,792
Pension and postretirement benefit expense 5,753 1,660 1,136
Pension and postretirement benefit contributions (917) (1,436) (3,240)
Self-insurance reserves 156 53 45
Deferred taxes, credits and other (1,199) 241 919
Stock compensation expense 547 524 519
Other (gains) losses 186 245 (13)
Changes in assets and liabilities, net of effect of acquisitions:

Accounts receivable (124) (657) (532)
Other current assets 10 107 (206)
Accounts payable (58) 249 265
Accrued wages and withholdings 98 339 98
Other current liabilities 206 186 (284)

Other operating activities (107) (24) (2)
Net cash from operating activities 7,216 7,073 3,835

Cash Flows From Investing Activities:
Capital expenditures (2,153) (2,005) (1,389)
Proceeds from disposals of property, plant and equipment 95 27 304
Purchases of marketable securities (2,357) (4,903) (2,490)
Sales and maturities of marketable securities 2,985 4,490 2,520
Net decrease in finance receivables 101 184 108
Cash received (paid) for business acquisitions and dispositions (100) (73) 63
Other investing activities 94 (257) 230

Net cash used in investing activities (1,335) (2,537) (654)
Cash Flows From Financing Activities:

Net change in short-term debt — (183) (481)
Proceeds from long-term borrowings 1,745 279 2,195
Repayments of long-term borrowings (16) (191) (468)
Purchases of common stock (1,621) (2,665) (817)
Issuances of common stock 301 290 218
Dividends (2,130) (1,997) (1,818)
Other financing activities (96) (395) (175)

Net cash used in financing activities (1,817) (4,862) (1,346)
Effect Of Exchange Rate Changes On Cash And Cash Equivalents 229 (10) (7)
Net Increase (Decrease) In Cash And Cash Equivalents 4,293 (336) 1,828
Cash And Cash Equivalents:

Beginning of period 3,034 3,370 1,542
End of period $ 7,327 $ 3,034 $ 3,370

Cash Paid During The Period For:
Interest (net of amount capitalized) $ 381 $ 248 $ 340
Income taxes $ 1,988 $ 1,527 $ 1,312

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF ACCOUNTING POLICIES

Basis of Financial Statements and Business Activities

The accompanying consolidated financial statements have been prepared in accordance with accounting principles 
generally accepted in the United States (“GAAP”), and include the accounts of United Parcel Service, Inc., and all of its 
consolidated subsidiaries (collectively “UPS” or the “Company”). All intercompany balances and transactions have been 
eliminated.

UPS concentrates its operations in the field of transportation services, primarily domestic and international letter and 
package delivery. Through our Supply Chain & Freight subsidiaries, we are also a global provider of specialized transportation, 
logistics, and financial services.

Use of Estimates

The preparation of our consolidated financial statements requires the use of estimates and assumptions that affect the 
reported amounts of assets and liabilities, the reported amounts of revenues and expenses and the disclosure of contingencies. 
Estimates have been prepared on the basis of the most current and best information, and actual results could differ materially 
from those estimates.

Revenue Recognition

U.S. Domestic and International Package Operations—Revenue is recognized upon delivery of a letter or package.

Forwarding and Logistics—Freight forwarding revenue and the expense related to the transportation of freight are 
recognized at the time the services are performed. Material management and distribution revenue is recognized upon 
performance of the service provided. Customs brokerage revenue is recognized upon completing documents necessary for 
customs entry purposes.

Freight—Revenue is recognized upon delivery of a less-than-truckload (“LTL”) or truckload (“TL”) shipment.

We utilize independent contractors and third-party carriers in the performance of some transportation services. In 
situations where we act as principal party to the transaction, we recognize revenue on a gross basis; in circumstances where we 
act as an agent, we recognize revenue net of the cost of the purchased transportation.

Financial Services—Income on loans and direct finance leases is recognized on the effective interest method. Accrual of 
interest income is suspended at the earlier of the time at which collection of an account becomes doubtful or the account 
becomes 90 days delinquent. Income on operating leases is recognized on the straight-line method over the terms of the 
underlying leases.

Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid investments that are readily convertible into cash. We consider 
securities with maturities of three months or less, when purchased, to be cash equivalents. The carrying amount of these 
securities approximates fair value because of the short-term maturity of these instruments.

Investments

Marketable securities are classified as available-for-sale and are carried at fair value, with related unrealized gains and 
losses reported, net of tax, as accumulated other comprehensive income (“AOCI”), a separate component of shareowners’ 
equity. The amortized cost of debt securities is adjusted for amortization of premiums and accretion of discounts to maturity. 
Such amortization and accretion is included in investment income, along with interest and dividends. The cost of securities sold 
is based on the specific identification method; realized gains and losses resulting from such sales are included in investment 
income.

We periodically review our investments for indications of other than temporary impairment considering many factors, 
including the extent and duration to which a security’s fair value has been less than its cost, overall economic and market 
conditions and the financial condition and specific prospects for the issuer. Impairment of investment securities results in a 
charge to income when a market decline below cost is other than temporary.
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Accounts Receivable

Losses on accounts receivable are recognized when they are incurred, which requires us to make our best estimate of the 
probable losses inherent in our customer receivables at each balance sheet date. These estimates require consideration of 
historical loss experience, adjusted for current conditions, trends in customer payment frequency, and judgments about the 
probable effects of relevant observable data, including present economic conditions and the financial health of specific 
customers and market sectors. Our risk management process includes standards and policies for reviewing major account 
exposures and concentrations of risk.

Our total allowance for doubtful accounts as of December 31, 2012 and 2011 was $127 and $117 million, respectively. 
Our total provision for doubtful accounts charged to expense during the years ended December 31, 2012, 2011 and 2010 was 
$155, $147 and $199 million, respectively.

Inventories

Jet fuel, diesel, and unleaded gasoline inventories are valued at the lower of average cost or market. Fuel and other 
materials and supplies inventories are recognized as inventory when purchased, and then charged to expense when used in our 
operations. Total inventories were $393 and $345 million as of December 31, 2012 and 2011, respectively, and are included in 
“other current assets” on the consolidated balance sheet.

Property, Plant and Equipment

Property, plant and equipment are carried at cost. Depreciation and amortization are provided by the straight-line method 
over the estimated useful lives of the assets, which are as follows: Vehicles—6 to 15 years; Aircraft—12 to 30 years; Buildings
—20 to 40 years; Leasehold Improvements—terms of leases; Plant Equipment—6 to 8.25 years; Technology Equipment—3 to 
5 years. The costs of major airframe and engine overhauls, as well as routine maintenance and repairs, are charged to expense 
as incurred.

Interest incurred during the construction period of certain property, plant and equipment is capitalized until the underlying 
assets are placed in service, at which time amortization of the capitalized interest begins, straight-line, over the estimated useful 
lives of the related assets. Capitalized interest was $18, $17 and $18 million for 2012, 2011, and 2010, respectively.

We review long-lived assets for impairment when circumstances indicate the carrying amount of an asset may not be 
recoverable based on the undiscounted future cash flows of the asset. If the carrying amount of the asset is determined not to be 
recoverable, a write-down to fair value is recorded. Fair values are determined based on quoted market values, discounted cash 
flows, or external appraisals, as applicable. We review long-lived assets for impairment at the individual asset or the asset group 
level for which the lowest level of independent cash flows can be identified.

Goodwill and Intangible Assets

Costs of purchased businesses in excess of net identifiable assets acquired (goodwill), and indefinite-lived intangible 
assets are tested for impairment at least annually, unless changes in circumstances indicate an impairment may have occurred 
sooner. We are required to test goodwill on a “reporting unit” basis. A reporting unit is the operating segment unless, for 
businesses within that operating segment, discrete financial information is prepared and regularly reviewed by management, in 
which case such a component business is the reporting unit.

In assessing goodwill for impairment, we initially evaluate qualitative factors to determine if it is more likely than not that 
the fair value of a reporting unit is less than its carrying amount. We consider several factors, including macroeconomic 
conditions, industry and market conditions, overall financial performance of the reporting unit, changes in management, 
strategy or customers, and relevant reporting unit specific events such as a change in the carrying amount of net assets, a more-
likely-than-not expectation of selling or disposing all, or a portion, of a reporting unit, and the testing for recoverability of a 
significant asset group within a reporting unit. If this qualitative assessment results in a conclusion that it is more likely than not 
that the fair value of a reporting unit exceeds the carrying value, then no further testing is performed for that reporting unit.
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If the qualitative assessment is not conclusive and it is necessary to calculate the fair value of a reporting unit, then we 
utilize a two-step process to test goodwill for impairment. First, a comparison of the fair value of the applicable reporting unit 
with the aggregate carrying value, including goodwill, is performed. If the carrying amount of a reporting unit exceeds its 
calculated fair value, then the second step is performed, and an impairment charge is recognized for the amount, if any, by 
which the carrying amount of goodwill exceeds its implied fair value. We primarily determine the fair value of our reporting 
units using a discounted cash flow model, and supplement this with observable valuation multiples for comparable companies, 
as applicable.

Finite-lived intangible assets, including trademarks, licenses, patents, customer lists, non-compete agreements and 
franchise rights are amortized on a straight-line basis over the estimated useful lives of the assets, which range from 2 to 20 
years. Capitalized software is amortized over periods ranging from 3 to 5 years.

Self-Insurance Accruals

We self-insure costs associated with workers’ compensation claims, automotive liability, health and welfare, and general 
business liabilities, up to certain limits. Insurance reserves are established for estimates of the loss that we will ultimately incur 
on reported claims, as well as estimates of claims that have been incurred but not yet reported. Recorded balances are based on 
reserve levels, which incorporate historical loss experience and judgments about the present and expected levels of cost per 
claim.

Pension and Postretirement Benefits

We incur certain employment-related expenses associated with pension and postretirement medical benefits. These 
pension and postretirement medical benefit costs for company-sponsored benefit plans are calculated using various actuarial 
assumptions and methodologies, including discount rates, expected returns on plan assets, health care cost trend rates, inflation, 
compensation increase rates, mortality rates, and other factors. Actuarial assumptions are reviewed on an annual basis, unless 
circumstances require an interim remeasurement date for any of our plans.

We recognize changes in the fair value of plan assets and net actuarial gains or losses in excess of a corridor (defined as 
10% of the greater of the fair value of plan assets or the plans' projected benefit obligations) in pension expense annually at 
December 31st each year. The remaining components of pension expense, primarily service and interest costs and the expected 
return on plan assets, are recorded on a quarterly basis. 

We participate in a number of trustee-managed multiemployer pension and health and welfare plans for employees 
covered under collective bargaining agreements. Our contributions to these plans are determined in accordance with the 
respective collective bargaining agreements. We recognize expense for the contractually required contribution for each period, 
and we recognize a liability for any contributions due and unpaid (included in “other current liabilities”).

Income Taxes

Income taxes are accounted for on an asset and liability approach that requires the recognition of deferred tax assets and 
liabilities for the expected future tax consequences of events that have been recognized in our consolidated financial statements 
or tax returns. In estimating future tax consequences, we generally consider all expected future events other than proposed 
changes in the tax law or rates. Valuation allowances are provided if it is more likely than not that a deferred tax asset will not 
be realized.

We recognize liabilities for uncertain tax positions based on a two-step process. The first step is to evaluate the tax 
position for recognition by determining if the weight of available evidence indicates that it is more likely than not that the 
position will be sustained on audit, including resolution of related appeals or litigation processes, if any. Once it is determined 
that the position meets the recognition threshold, the second step requires us to estimate and measure the tax benefit as the 
largest amount that is more likely than not to be realized upon ultimate settlement. It is inherently difficult and subjective to 
estimate such amounts, as we have to determine the probability of various possible outcomes. We reevaluate these uncertain tax 
positions on a quarterly basis. This evaluation is based on factors including, but not limited to, changes in facts or 
circumstances, changes in tax law, effectively settled issues under audit, and new audit activity. Such a change in recognition or 
measurement could result in the recognition of a tax benefit or an additional charge to the tax provision.
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Foreign Currency Translation

We translate the results of operations of our foreign subsidiaries using average exchange rates during each period, 
whereas balance sheet accounts are translated using exchange rates at the end of each period. Balance sheet currency translation 
adjustments are recorded in AOCI.  Currency transaction gains and losses, net of hedging, included in other operating expenses 
were pre-tax gains (losses) of $10, $(1) and $7 million in 2012, 2011 and 2010, respectively.

Stock-Based Compensation

All share-based awards to employees are measured based on their fair values and expensed over the period during which 
an employee is required to provide service in exchange for the award (the vesting period). We issue employee share-based 
awards under the UPS Incentive Compensation Plan that are subject to specific vesting conditions; generally, the awards cliff 
vest or vest ratably over a three or five year period, “the nominal vesting period,” or at the date the employee retires (as defined 
by the plan), if earlier. Compensation cost is recognized immediately for awards granted to retirement-eligible employees, or 
over the period from the grant date to the date retirement eligibility is achieved, if that is expected to occur during the nominal 
vesting period.

Fair Value Measurements

Our financial assets and liabilities measured at fair value on a recurring basis have been categorized based upon a fair 
value hierarchy. Level 1 inputs utilize quoted prices in active markets for identical assets or liabilities. Level 2 inputs are based 
on other observable market data, such as quoted prices for similar assets and liabilities, and inputs other than quoted prices that 
are observable, such as interest rates and yield curves. Level 3 inputs are developed from unobservable data reflecting our own 
assumptions, and include situations where there is little or no market activity for the asset or liability.

Certain non-financial assets and liabilities are measured at fair value on a nonrecurring basis, including property, plant, 
and equipment, goodwill and intangible assets. These assets are not measured at fair value on a recurring basis; however, they 
are subject to fair value adjustments in certain circumstances, such as when there is evidence of an impairment. A general 
description of the valuation methodologies used for assets and liabilities measured at fair value, including the general 
classification of such assets and liabilities pursuant to the valuation hierarchy, is included in each footnote with fair value 
measurements present.

Derivative Instruments

All financial derivative instruments are recorded on our consolidated balance sheets at fair value. Derivatives not 
designated as hedges must be adjusted to fair value through income. If a derivative is designated as a hedge, depending on the 
nature of the hedge, changes in its fair value that are considered to be effective, as defined, either offset the change in fair value 
of the hedged assets, liabilities or firm commitments through income, or are recorded in AOCI until the hedged item is recorded 
in income. Any portion of a change in a hedge’s fair value that is considered to be ineffective, or is excluded from the 
measurement of effectiveness, is recorded immediately in income.

Recently Adopted Accounting Standards

In May 2011, the Financial Accounting Standards Board ("FASB") issued an Accounting Standards Update to disclosure 
requirements for fair value measurement. These amendments, which became effective for us in the first quarter of 2012, result 
in a common definition of fair value and common measurement and disclosure requirements between U.S. GAAP and IFRS.  
Consequently, the amendments change some fair value measurement principles and disclosure requirements. The 
implementation of this amended accounting guidance had an immaterial impact on our consolidated financial position and 
results of operations.

In June 2011, the FASB issued an Accounting Standards Update that increases the prominence of items reported in other 
comprehensive income in the financial statements. This update requires companies to present comprehensive income in a single 
statement below net income or in a separate statement of comprehensive income immediately following the income statement. 
This requirement became effective for us beginning with the first quarter of 2012, and we have included the required 
presentation in all applicable filings since that date.
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In July 2012, the FASB issued an Accounting Standards Update that added an optional qualitative assessment for 
determining whether an indefinite-lived intangible asset is impaired. The objective of this update is to reduce the cost and 
complexity of performing an impairment test for indefinite-lived intangible assets by allowing an entity the option to make a 
qualitative evaluation about the likelihood of an intangible impairment to determine whether it should calculate the fair value of 
the asset. This accounting standards update also amends existing guidance by expanding upon the examples of events and 
circumstances that an entity should consider between annual impairment tests in determining whether it is more likely than not 
that the fair value of the intangible asset is less than its carrying amount. We adopted this accounting standard update and 
applied its provisions to certain of our intangible assets for our annual impairment testing as of October 1, 2012.

Other accounting pronouncements adopted during the periods covered by the consolidated financial statements had an 
immaterial impact on our consolidated financial position and results of operations.

Accounting Standards Issued But Not Yet Effective

In February 2013, the FASB issued an accounting standards update that adds new disclosure requirements for items 
reclassified out of accumulated other comprehensive income.  This update requires that companies present either in a single 
note or parenthetically on the face of the financial statements, the effect of significant amounts reclassified from each 
component of accumulated other comprehensive income based on its source (e.g., the release due to cash flow hedges from 
interest rate contracts) and the income statement line items affected by the reclassification (e.g., interest income or interest 
expense). If a component is not required to be reclassified to net income in its entirety (e.g., the net periodic pension cost), 
companies would instead cross reference to the related footnote for additional information (e.g., the pension footnote).  This 
update is effective for us beginning in the first quarter of 2013. 

Other accounting pronouncements issued, but not effective until after December 31, 2012, are not expected to have a 
significant impact on our consolidated financial position or results of operations.

Changes in Presentation

Certain prior year amounts have been reclassified to conform to the current year presentation. These reclassifications had 
no impact on our financial position or results of operations.
 

NOTE 2. CASH AND INVESTMENTS

The following is a summary of marketable securities classified as available-for-sale at December 31, 2012 and 2011 (in 
millions):

Cost
Unrealized

Gains
Unrealized

Losses
Estimated
Fair Value

2012
Current marketable securities:

U.S. government and agency debt securities $ 236 $ 2 $ — $ 238
Mortgage and asset-backed debt securities 171 3 — 174
Corporate debt securities 158 5 — 163
U.S. state and local municipal debt securities 15 — — 15
Other debt and equity securities 7 — — 7

Total marketable securities $ 587 $ 10 $ — $ 597

  Cost
Unrealized

Gains
Unrealized

Losses
Estimated
Fair Value

2011
Current marketable securities:

U.S. government and agency debt securities $ 184 $ 3 $ — $ 187
Mortgage and asset-backed debt securities 188 4 (1) 191
Corporate debt securities 835 4 (2) 837
U.S. state and local municipal debt securities 15 — — 15
Other debt and equity securities 10 1 — 11

Total marketable securities $ 1,232 $ 12 $ (3) $ 1,241
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The gross realized gains on sales of marketable securities totaled $15, $49 and $24 million in 2012, 2011, and 2010, 
respectively. The gross realized losses totaled $6, $20 and $18 million in 2012, 2011, and 2010, respectively. There were no 
impairment losses recognized on marketable securities during 2012 or 2011, while impairment losses totaled $21 million 
during 2010 (discussed further below).

Investment Other-Than-Temporary Impairments

We have concluded that no other-than-temporary impairment losses existed as of December 31, 2012. In making this 
determination, we considered the financial condition and prospects of the issuer, the magnitude of the losses compared with the 
investments’ cost, the probability that we will be unable to collect all amounts due according to the contractual terms of the 
security, the credit rating of the security and our ability and intent to hold these investments until the anticipated recovery in 
market value occurs.

During the second quarter of 2010, we recorded impairment losses on certain asset-backed auction rate securities. The 
impairment charge resulted from provisions that allow the issuers of the securities to subordinate our holdings to newly issued 
debt or to tender for the securities at less than their par value. These securities, which had a cost basis of $128 million, were 
written down to their fair value of $107 million as of June 30, 2010, as an other-than-temporary impairment. The $21 million 
total impairment charge during the second quarter was recorded as a loss in investment income on the statement of consolidated 
income.

Maturity Information

The amortized cost and estimated fair value of marketable securities at December 31, 2012, by contractual maturity, are 
shown below (in millions). Actual maturities may differ from contractual maturities because the issuers of the securities may 
have the right to prepay obligations without prepayment penalties.
 

Cost
Estimated
Fair Value

Due in one year or less $ 37 $ 37
Due after one year through three years 251 252
Due after three years through five years 49 49
Due after five years 248 257

585 595
Equity securities 2 2

$ 587 $ 597

Non-Current Investments and Restricted Cash

Restricted cash and cash equivalents relate to our self-insurance requirements. We entered into an escrow agreement with 
an insurance carrier to guarantee our self-insurance obligations. This agreement requires us to provide cash collateral to the 
insurance carrier, which is reported in “Investments and Restricted Cash” on our consolidated balance sheets. Additional cash 
collateral provided is reflected in other investing activities in the statements of consolidated cash flows. This restricted cash is 
invested in money market funds and similar cash equivalent type assets. As of December 31, 2012 and 2011, we had $288 and 
$286 million in restricted cash, respectively.

We held a $19 and $17 million investment in a variable life insurance policy to fund benefits for the UPS Excess 
Coordinating Benefit Plan at December 31, 2012 and 2011, respectively. This investment is classified as “Investments and 
Restricted Cash” in the consolidated balance sheets with the quarterly change in investment value recognized in investment 
income on the statements of consolidated income.

Fair Value Measurements

Marketable securities utilizing Level 1 inputs include active exchange-traded equity securities and equity index funds, 
and most U.S. Government debt securities, as these securities all have quoted prices in active markets. Marketable securities 
utilizing Level 2 inputs include non-auction rate asset-backed securities, corporate bonds and municipal bonds. These securities 
are valued using market corroborated pricing, matrix pricing or other models that utilize observable inputs such as yield curves.
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We maintain holdings in certain investment partnerships that are measured at fair value utilizing Level 3 inputs (classified 
as “other investments” in the tables below, and as “Other Non-Current Assets” in the consolidated balance sheets). These 
partnership holdings do not have quoted prices, nor can they be valued using inputs based on observable market data. These 
investments are valued internally using a discounted cash flow model with two significant inputs:  (1) the after-tax cash flow 
projections for each partnership, and (2) a risk-adjusted discount rate consistent with the duration of the expected cash flows for 
each partnership.  The weighted-average discount rates used to value these investments were 7.75% and 7.91% as of 
December 31, 2012 and 2011, respectively.  These inputs and the resulting fair values are updated on a quarterly basis.

The following table presents information about our investments measured at fair value on a recurring basis as of 
December 31, 2012 and 2011, and indicates the fair value hierarchy of the valuation techniques utilized to determine such fair 
value (in millions).

Quoted
Prices in
Active

Markets for
Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

2012
Marketable securities:

U.S. government and agency debt securities $ 237 $ 1 $ — $ 238
Mortgage and asset-backed debt securities — 174 — 174
Corporate debt securities — 163 — 163
U.S. state and local municipal debt securities — 15 — 15
Other debt and equity securities — 7 — 7

Total marketable securities 237 360 — 597
Other investments 19 — 163 182

Total $ 256 $ 360 $ 163 $ 779

 

Quoted
Prices in
Active

Markets for
Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

2011
Marketable securities:

U.S. government and agency debt securities $ 187 $ — $ — $ 187
Mortgage and asset-backed debt securities — 191 — 191
Corporate debt securities — 837 — 837
U.S. state and local municipal debt securities — 15 — 15
Other debt and equity securities — 11 — 11

Total marketable securities 187 1,054 — 1,241
Other investments 17 — 217 234

Total $ 204 $ 1,054 $ 217 $ 1,475
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The following table presents the changes in the above Level 3 instruments measured on a recurring basis for the years 
ended December 31, 2012 and 2011 (in millions).
 

Marketable
Securities

Other
Investments Total

Balance on January 1, 2011 $ 138 $ 267 $ 405
Transfers into (out of) Level 3 — — —
Net realized and unrealized gains (losses):

Included in earnings (in investment income) — (50) (50)
Included in accumulated other comprehensive income (pre-tax) — — —

Purchases — — —
Settlements (138) — (138)
Balance on December 31, 2011 $ — $ 217 $ 217
Transfers into (out of) Level 3 — — —
Net realized and unrealized gains (losses):

Included in earnings (in investment income) — (54) (54)
Included in accumulated other comprehensive income (pre-tax) — — —

Purchases — — —
Settlements — — —
Balance on December 31, 2012 $ — $ 163 $ 163

NOTE 3. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, including both owned assets as well as assets subject to capital leases, consists of the 
following as of December 31 (in millions):

2012 2011

Vehicles $ 6,344 $ 5,981
Aircraft 15,164 14,616
Land 1,122 1,114
Buildings 3,138 3,095
Building and leasehold improvements 3,049 2,943
Plant equipment 7,010 6,803
Technology equipment 1,675 1,593
Equipment under operating leases 69 93
Construction-in-progress 470 303

38,041 36,541
Less: Accumulated depreciation and amortization (20,147) (18,920)

$ 17,894 $ 17,621

We continually monitor our aircraft fleet utilization in light of current and projected volume levels, aircraft fuel prices 
and other factors.  Additionally, we monitor our other property, plant and equipment categories for any indicators that the 
carrying value of the assets exceed the fair value.  In 2012, 2011 and 2010, there were no indicators of impairment in our 
property, plant and equipment, and no impairment charges were recorded in any period. 



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

68

NOTE 4. COMPANY-SPONSORED EMPLOYEE BENEFIT PLANS

We sponsor various retirement and pension plans, including defined benefit and defined contribution plans which cover 
our employees worldwide.

U.S. Pension Benefits

In the U.S. we maintain the following single-employer defined benefit pension plans: UPS Retirement Plan, UPS Pension 
Plan, UPS IBT Pension Plan and the UPS Excess Coordinating Benefit Plan, a non-qualified plan.

The UPS Retirement Plan is noncontributory and includes substantially all eligible employees of participating domestic 
subsidiaries who are not members of a collective bargaining unit, as well as certain employees covered by a collective 
bargaining agreement. This plan generally provides for retirement benefits based on average compensation levels earned by 
employees prior to retirement. Benefits payable under this plan are subject to maximum compensation limits and the annual 
benefit limits for a tax qualified defined benefit plan as prescribed by the Internal Revenue Service (“IRS”).

The UPS Excess Coordinating Benefit Plan is a non-qualified plan that provides benefits to certain participants in the 
UPS Retirement Plan for amounts that exceed the benefit limits described above.

The UPS Pension Plan is noncontributory and includes certain eligible employees of participating domestic subsidiaries 
and members of collective bargaining units that elect to participate in the plan. This plan generally provides for retirement 
benefits based on service credits earned by employees prior to retirement.

The UPS IBT Pension Plan is noncontributory and includes employees that were previously members of the Central 
States, Southeast and Southwest Areas Pension Fund (“Central States Pension Fund”), a multiemployer pension plan, in 
addition to other eligible employees who are covered under certain collective bargaining agreements.

U.S. Postretirement Medical Benefits

We also sponsor postretirement medical plans in the U.S. that provide health care benefits to our retirees who meet certain 
eligibility requirements and who are not otherwise covered by multiemployer plans. Generally, this includes employees with at 
least 10 years of service who have reached age 55 and employees who are eligible for postretirement medical benefits from a 
Company-sponsored plan pursuant to collective bargaining agreements. We have the right to modify or terminate certain of 
these plans. These benefits have been provided to certain retirees on a noncontributory basis; however, in many cases, retirees 
are required to contribute all or a portion of the total cost of the coverage.

International Pension Benefits

We also sponsor various defined benefit plans covering certain of our international employees. The majority of our 
international obligations are for defined benefit plans in Canada and the United Kingdom. In addition, many of our international 
employees are covered by government-sponsored retirement and pension plans. We are not directly responsible for providing 
benefits to participants of government-sponsored plans.

Defined Contribution Plans

We also sponsor several defined contribution plans for all employees not covered under collective bargaining agreements, 
and for certain employees covered under collective bargaining agreements. The Company matches, in shares of UPS common 
stock or cash, a portion of the participating employees’ contributions. In early 2009, we suspended the company matching 
contributions to the primary employee defined contribution plan. A revised program of company matching contributions was 
reinstated effective January 1, 2011. Matching contributions charged to expense were $83, $80 and $4 million for 2012, 2011 
and 2010, respectively.

Contributions are also made to defined contribution money purchase plans under certain collective bargaining 
agreements. Amounts charged to expense were $80, $76 and $78 million for 2012, 2011 and 2010, respectively.
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Net Periodic Benefit Cost

Information about net periodic benefit cost for the company-sponsored pension and postretirement benefit plans is as 
follows (in millions):

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits
  2012 2011 2010 2012 2011 2010 2012 2011 2010

Net Periodic Cost:
Service cost $ 998 $ 870 $ 723 $ 89 $ 89 $ 86 $ 41 $ 34 $ 24
Interest cost 1,410 1,309 1,199 208 207 214 41 39 34
Expected return on assets (1,970) (1,835) (1,381) (18) (16) (22) (47) (43) (36)
Amortization of:

Transition obligation — — — — — — — — —
Prior service cost 173 171 172 5 7 4 2 1 1

Actuarial (gain) loss 4,388 736 70 374 — — 69 91 42
Other — — — — — — (10) — 6
Net periodic benefit cost $4,999 $1,251 $ 783 $ 658 $ 287 $ 282 $ 96 $ 122 $ 71

Actuarial Assumptions

The table below provides the weighted-average actuarial assumptions used to determine the net periodic benefit cost.

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits
  2012 2011 2010 2012 2011 2010 2012 2011 2010

Discount rate 5.64% 5.98% 6.58% 5.47% 5.77% 6.43% 4.63% 5.36% 5.84%
Rate of compensation increase 4.50% 4.50% 4.50% N/A N/A N/A 3.58% 3.57% 3.62%
Expected return on assets 8.75% 8.75% 8.75% 8.75% 8.75% 8.75% 7.20% 7.31% 7.25%

The table below provides the weighted-average actuarial assumptions used to determine the benefit obligations of our 
plans.

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits
  2012 2011 2012 2011 2012 2011

Discount rate 4.42% 5.64% 4.21% 5.47% 4.00% 4.63%
Rate of compensation increase 4.16% 4.50% N/A N/A 3.03% 3.58%

A discount rate is used to determine the present value of our future benefit obligations. To determine our discount rate for 
our U.S. pension and other postretirement benefit plans, we use a bond matching approach to select specific bonds that would 
satisfy our projected benefit payments. We believe the bond matching approach reflects the process we would employ to settle 
our pension and postretirement benefit obligations. For our international plans, the discount rate is determined by matching the 
expected cash flows of a sample plan of similar duration to a yield curve based on long-term, high quality fixed income debt 
instruments available as of the measurement date. For 2012, each basis point increase in the discount rate decreases the 
projected benefit obligation by approximately $57 million and $5 million for pension and postretirement medical benefits, 
respectively. These assumptions are updated each measurement date, which is typically annually.

An assumption for expected return on plan assets is used to determine a component of net periodic benefit cost for the 
fiscal year. This assumption for our U.S. plans was developed using a long-term projection of returns for each asset class, and 
taking into consideration our target asset allocation. The expected return for each asset class is a function of passive, long-term 
capital market assumptions and excess returns generated from active management. The capital market assumptions used are 
provided by independent investment advisors, while excess return assumptions are supported by historical performance, fund 
mandates and investment expectations. In addition, we compare the expected return on asset assumption with the average 
historical rate of return these plans have been able to generate.
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For plans outside the U.S., consideration is given to local market expectations of long-term returns. Strategic asset 
allocations are determined by country, based on the nature of liabilities and considering the demographic composition of the 
plan participants.

Health care cost trends are used to project future postretirement benefits payable from our plans. For year-end 2012 U.S. 
plan obligations, future postretirement medical benefit costs were forecasted assuming an initial annual increase of 7.5%, 
decreasing to 5.0% by the year 2018 and with consistent annual increases at those ultimate levels thereafter.

Assumed health care cost trends can have a significant effect on the amounts reported for the U.S. postretirement medical 
plans. A one-percent change in assumed health care cost trend rates would have had the following effects on 2012 results (in 
millions):

1% Increase 1% Decrease

Effect on total of service cost and interest cost $ 4 $ (4)
Effect on postretirement benefit obligation $ 58 $ (69)

Benefit Obligations and Fair Value of Plan Assets

The following table provides a reconciliation of the changes in the plans’ benefit obligations and fair value of plan assets 
as of the respective measurement dates in each year (in millions).
 

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
Benefits

  2012 2011 2012 2011 2012 2011

Benefit Obligations:
Projected benefit obligation at beginning of year $ 24,386 $ 21,342 $ 3,836 $ 3,597 $ 841 $ 680
Service cost 998 870 89 89 41 34
Interest cost 1,410 1,309 208 207 41 39
Gross benefits paid (774) (657) (233) (219) (20) (15)
Plan participants’ contributions — — 16 16 4 1
Plan amendments (2) 3 1 (24) — 7
Actuarial (gain)/loss 5,850 1,519 495 170 112 99
Foreign currency exchange rate changes — — — — 24 (4)
Curtailments and settlements — — — — (5) —
Other — — — — 51 —
Projected benefit obligation at end of year $ 31,868 $ 24,386 $ 4,412 $ 3,836 $1,089 $ 841

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
Benefits

  2012 2011 2012 2011 2012 2011

Fair Value of Plan Assets:
Fair value of plan assets at beginning of year $ 22,663 $ 20,092 $ 174 $ 233 $ 613 $ 561
Actual return on plan assets 2,684 1,956 19 9 56 10
Employer contributions 368 1,272 475 108 74 56
Plan participants’ contributions — — 16 16 1 1
Gross benefits paid (774) (657) (233) (219) (20) (15)
Foreign currency exchange rate changes — — — — 20 —
Curtailments and settlements — — — — (4) —
Other — — 9 27 61 —
Fair value of plan assets at end of year $ 24,941 $ 22,663 $ 460 $ 174 $ 801 $ 613
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Funded Status

The following table discloses the funded status of our plans and the amounts recognized in our balance sheet as of 
December 31 (in millions):

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
 Benefits

  2012 2011 2012 2011 2012 2011

Funded Status:
Fair value of plan assets $ 24,941 $ 22,663 $ 460 $ 174 $ 801 $ 613
Benefit obligation (31,868) (24,386) (4,412) (3,836) (1,089) (841)
Funded status recognized at December 31 $ (6,927) $ (1,723) $ (3,952) $ (3,662) $ (288) $ (228)
Funded Status Amounts Recognized in our Balance
Sheet:
Other non-current assets $ — $ — $ — $ — $ 26 $ 1
Other current liabilities (14) (13) (108) (93) (3) (3)
Pension and postretirement benefit obligations (6,913) (1,710) (3,844) (3,569) (311) (226)
Net liability at December 31 $ (6,927) $ (1,723) $ (3,952) $ (3,662) $ (288) $ (228)
Amounts Recognized in AOCI:
Unrecognized net prior service cost $ (1,318) $ (1,492) $ (79) $ (82) $ (13) $ (14)
Unrecognized net actuarial loss (3,187) (2,439) (441) (307) (86) (52)
Gross unrecognized cost at December 31 (4,505) (3,931) (520) (389) (99) (66)
Deferred tax asset at December 31 1,694 1,479 196 146 26 16
Net unrecognized cost at December 31 $ (2,811) $ (2,452) $ (324) $ (243) $ (73) $ (50)

The accumulated benefit obligation for our pension plans as of the measurement dates in 2012 and 2011 was $30.350 and 
$23.307 billion, respectively.

Benefit payments under the pension plans include $16 and $14 million paid from employer assets in both 2012 and 2011. 
Benefit payments (net of participant contributions) under the postretirement medical benefit plans include $110 and $108 
million paid from employer assets in 2012 and 2011, respectively. Such benefit payments from employer assets are also 
categorized as employer contributions.

At December 31, 2012 and 2011, the projected benefit obligation, the accumulated benefit obligation, and the fair value 
of plan assets for pension plans with benefit obligations in excess of plan assets were as follows (in millions):

 

Projected Benefit Obligation
Exceeds the Fair Value of  Plan

Assets

Accumulated Benefit Obligation
Exceeds the Fair Value of  Plan

Assets
2012 2011 2012 2011

U.S. Pension Benefits
Projected benefit obligation $ 31,868 $ 24,386 $ 31,868 $ 7,499
Accumulated benefit obligation 29,382 22,574 29,382 7,395
Fair value of plan assets 24,941 22,663 24,941 6,646
International Pension Benefits
Projected benefit obligation $ 1,028 $ 814 $ 678 $ 499
Accumulated benefit obligation 917 714 606 448
Fair value of plan assets 723 594 388 296

The accumulated postretirement benefit obligation exceeds plan assets for all of our U.S. postretirement medical benefit 
plans.
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Pension and Postretirement Plan Assets

The applicable benefit plan committees establish investment guidelines and strategies, and regularly monitor the 
performance of the funds and portfolio managers. Our investment guidelines address the following items: governance, general 
investment beliefs and principles, investment objectives, specific investment goals, process for determining/maintaining the 
asset allocation policy, long-term asset allocation, rebalancing, investment restrictions/prohibited transactions, portfolio 
manager structure and diversification (which addresses limits on the amount of investments held by any one manager to 
minimize risk), portfolio manager selection criteria, plan evaluation, portfolio manager performance review and evaluation and 
risk management (including various measures used to evaluate risk tolerance).

Our investment strategy with respect to pension assets is to invest the assets in accordance with applicable laws and 
regulations. The long-term primary objectives for our pension assets are to: (1) provide for a reasonable amount of long-term 
growth of capital, with prudent exposure to risk; and protect the assets from erosion of purchasing power; (2) provide 
investment results that meet or exceed the plans’ expected long-term rate of return; and (3) match the duration of the liabilities 
and assets of the plans to reduce the potential risk of large employer contributions being necessary in the future. The plans 
strive to meet these objectives by employing portfolio managers to actively manage assets within the guidelines and strategies 
set forth by the benefit plan committees. These managers are evaluated by comparing their performance to applicable 
benchmarks.

The fair values of U.S. pension and postretirement benefit plan assets by asset category as of December 31, 2012 are 
presented below (in millions), as well as the percentage that each category comprises of our total plan assets and the respective 
target allocations.
 

Level 1 Level 2 Level 3
Total
Assets

Percentage of
Plan Assets -

2012

Target
Allocation

2012

Asset Category:
Cash and cash equivalents $ 103 $ 139 $ — $ 242 0.9% 0-5
Equity Securities:

U.S. Large Cap 2,548 2,162 — 4,710
U.S. Small Cap 450 31 — 481
Emerging Markets 1,160 123 — 1,283
Global Equity 2,242 — — 2,242
International Equity 442 694 — 1,136

Total Equity Securities 6,842 3,010 — 9,852 38.8 35-55
Fixed Income Securities:

U.S. Government Securities 4,008 443 — 4,451
Corporate Bonds 9 3,113 138 3,260
Global Bonds — 457 — 457
Municipal Bonds — 83 — 83

Total Fixed Income Securities 4,017 4,096 138 8,251 32.5 25-35
Other Investments:

Hedge Funds — — 2,829 2,829 11.1 5-15
Private Equity — — 1,416 1,416 5.6 1-10
Real Estate 177 23 1,039 1,239 4.9 1-10
Structured Products(1) — 210 — 210 0.8 0-5
Other(2) — — 1,362 1,362 5.4 1-10

Total U.S. Plan Assets $11,139 $ 7,478 $ 6,784 $ 25,401 100.0%

(1) Represents mortgage and asset-backed securities.
(2) Represents global balanced-risk commingled funds, consisting primarily of equity, bonds, and some currencies and 

commodities.
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The fair values of U.S. pension and postretirement benefit plan assets by asset category as of December 31, 2011 are 
presented below (in millions), as well as the percentage that each category comprises of our total plan assets and the respective 
target allocations.
 

Level 1 Level 2 Level 3
Total
Assets

Percentage of
Plan Assets -

2011

Target
Allocation

2011

Asset Category:
Cash and cash equivalents $ 74 $ 1 $ — $ 75 0.3% 0-5
Equity Securities:

U.S. Large Cap 2,264 2,460 — 4,724
U.S. Small Cap 706 27 — 733
Emerging Markets 533 264 — 797
Global Equity 1,115 12 — 1,127
International Equity 810 1,091 — 1,901

Total Equity Securities 5,428 3,854 — 9,282 40.7 35-55
Fixed Income Securities:

U.S. Government Securities 3,374 1,131 — 4,505
Corporate Bonds 9 3,462 80 3,551
Global Bonds 38 69 — 107
Municipal Bonds — 121 — 121

Total Fixed Income Securities 3,421 4,783 80 8,284 36.3 20-40
Other Investments:

Hedge Funds — — 2,132 2,132 9.3 5-15
Private Equity — — 1,354 1,354 5.9 1-10
Real Estate 151 — 948 1,099 4.8 1-10
Other(1) — — 611 611 2.7 1-10

Total U.S. Plan Assets $ 9,074 $ 8,638 $ 5,125 $ 22,837 100.0%

(1)    Represents global balanced-risk commingled funds, consisting primarily of equity, bonds, and some currencies and 
commodities.

There were no UPS class A or B shares of common stock directly held in plan assets as of December 31, 2012 or 
December 31, 2011. 

Pension assets utilizing Level 1 inputs include fair values of equity investments, corporate debt instruments, and U.S. 
government securities that were determined by closing prices for those securities traded on national stock exchanges, while 
securities traded in the over-the-counter market and listed securities for which no sale was reported on the valuation date are 
valued at the mean between the last reported bid and asked prices.

Level 2 assets include certain bonds that are valued based on yields currently available on comparable securities of other 
issues with similar credit ratings, mortgage-backed securities that are valued based on cash flow and yield models using 
acceptable modeling and pricing conventions, and certain investments that are pooled with other investments held by the trustee 
in a commingled employee benefit trust fund. The investments in the commingled funds are valued by taking the percentage 
owned by the respective plan in the underlying net asset value of the trust fund, which was determined in accordance with the 
paragraph above.
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Certain investments’ estimated fair value is based on unobservable inputs that are not corroborated by observable market 
data and are thus classified as Level 3. These investments include commingled funds comprised of corporate and government 
bonds, hedge funds, real estate investments and private equity funds. The commingled funds are valued using net asset values, 
adjusted, as appropriate, for investment fund specific inputs determined to be significant to the valuation. Investments in hedge 
funds are valued using reported net asset values as of December 31. These assets are primarily invested in a portfolio of 
diversified, direct investments and funds of hedge funds. Real estate investments and private equity funds are valued using fair 
values per the most recent partnership audited financial reports, adjusted as appropriate for any lag between the date of the 
financial reports and December 31. The real estate investments consist of U.S. and non-U.S. real estate investments and are 
broadly diversified. The fair values may, due to the inherent uncertainty of valuation for those alternative investments, differ 
significantly from the values that would have been used had a ready market for the alternative investments existed, and the 
differences could be material.

As of December 31, 2012 and 2011, $2.960 and $3.895 billion of plan assets are held in commingled stock funds that 
hold U.S. and international public market securities. The plans held the right to liquidate positions in these commingled stock 
funds at any time, subject only to a brief notification period. No unfunded commitments existed with respect to these 
commingled stock funds at December 31, 2012.

As of December 31, 2012 and 2011, the plans hold $2.455 and $2.302 billion of investments in limited partnership 
interests in various private equity and real estate funds. Limited provision exists for the redemption of these interests by the 
general partners that invest in these funds until the end of the term of the partnerships, typically ranging between 12 and 18 
years from the date of inception. An active secondary market exists for similar partnership interests, although no particular 
value (discount or premium) can be guaranteed. At December 31, 2012, unfunded commitments to such limited partnerships 
totaling approximately $626 million are expected to be contributed over the remaining investment period, typically ranging 
between three and six years.

As of December 31, 2012 and 2011, $4.191 and $2.743 billion of plan investments are held in hedge funds that pursue 
multiple strategies to diversify risk and reduce volatility. Most of these funds allow redemptions either quarterly or semi-
annually after a two to three month notice period, while other funds allow for redemption after only a brief notification period 
with no restriction on redemption frequency. No unfunded commitments existed with respect to these hedge funds as of 
December 31, 2012.

The following tables presents the changes in the Level 3 instruments measured on a recurring basis for the years ended 
December 31, 2012 and 2011 (in millions):
 

Corporate
Bonds

Hedge
Funds

Real
Estate

Private
Equity Other Total

Balance on January 1, 2011 $ 193 $ 1,765 $ 789 $ 1,309 $ 258 $ 4,314
Actual Return on Assets:

Assets Held at End of Year (14) 69 144 145 53 397
Assets Sold During the Year 3 22 5 — — 30

Purchases 57 457 150 164 300 1,128
Sales (159) (181) (140) (264) — (744)
Settlements — — — — — —
Transfers Into (Out of) Level 3 — — — — — —
Balance on December 31, 2011 $ 80 $ 2,132 $ 948 $ 1,354 $ 611 $ 5,125
Actual Return on Assets:

Assets Held at End of Year 1 59 85 163 151 459
Assets Sold During the Year (3) 5 4 — — 6

Purchases 71 1,300 144 184 600 2,299
Sales (11) (667) (142) (285) — (1,105)
Settlements — — — — — —
Transfers Into (Out of) Level 3 — — — — — —
Balance on December 31, 2012 $ 138 $ 2,829 $ 1,039 $ 1,416 $ 1,362 $ 6,784
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The fair value disclosures above have not been provided for our international pension benefit plans since asset allocations 
are determined and managed at the individual country level. In general, the asset allocations for these plans were approximately 
56% in equity securities, 34% in debt securities and 10% in other securities in 2012 (approximately 55%, 35%, and 10% in 
2011, respectively). The amount of assets having significant unobservable inputs (Level 3), if any, in these plans would be 
immaterial to our financial statements.

Accumulated Other Comprehensive Income

The estimated amounts of prior service cost in AOCI expected to be amortized and recognized as a component of net 
periodic benefit cost in 2013 are as follows (in millions):
 

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International Pension

Benefits

Prior service cost / (benefit) $ 172 $ 4 $ 2

Expected Cash Flows

Information about expected cash flows for the pension and postretirement benefit plans is as follows (in millions):

U.S.
Pension Benefits

U.S. Postretirement
Medical Benefits

International Pension
Benefits

Employer Contributions:
2013 (expected) to plan trusts $ — $ — $ 76
2013 (expected) to plan participants 14 111 3
Expected Benefit Payments:

2013 $ 798 $ 255 $ 20
2014 887 237 22
2015 978 254 25
2016 1,076 271 27
2017 1,182 288 30
2018 - 2022 7,815 1,575 199

Our funding policy for U.S. plans is to contribute amounts annually that are at least equal to the amounts required by 
applicable laws and regulations, or to directly fund payments to plan participants, as applicable. International plans will be 
funded in accordance with local regulations. Additional discretionary contributions may be made when deemed appropriate to 
meet the long-term obligations of the plans. Expected benefit payments for pensions will be primarily paid from plan trusts. 
Expected benefit payments for postretirement medical benefits will be paid from plan trusts and corporate assets.
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NOTE 5. MULTIEMPLOYER EMPLOYEE BENEFIT PLANS

We contribute to a number of multiemployer defined benefit plans under the terms of collective bargaining agreements that 
cover our union-represented employees. These plans generally provide for retirement, death and/or termination benefits for eligible 
employees within the applicable collective bargaining units, based on specific eligibility/participation requirements, vesting periods 
and benefit formulas. The risks of participating in these multiemployer plans are different from single-employer plans in the following 
aspects:

• Assets contributed to the multiemployer plan by one employer may be used to provide benefits to employees of other 
participating employers.

• If a participating employer stops contributing to the multiemployer plan, the unfunded obligations of the plan may be borne 
by the remaining participating employers.

• If we choose to stop participating in some of our multiemployer plans, we may be required to pay those plans an amount 
based on the underfunded status of the plan, referred to as a withdrawal liability. However, cessation of participation in a 
multiemployer plan and subsequent payment of any withdrawal liability is subject to the collective bargaining process.

The discussion that follows sets forth the financial impact on our results of operations and cash flows for the years ended 
December 31, 2012, 2011 and 2010 from our participation in multiemployer benefit plans. Several factors could cause us to make 
significantly higher future contributions to these plans, including unfavorable investment performance, changes in demographics and 
increased benefits to participants. However, all surcharges are subject to the collective bargaining process. At this time, we are unable 
to determine the amount of additional future contributions, if any, or whether any material adverse effect on our financial condition, 
results of operations or liquidity would result from our participation in these plans.

The number of employees covered by our multiemployer plans has remained consistent over the past three years, and there have 
been no significant changes that affect the comparability of 2012, 2011 and 2010 contributions. We recognize expense for the 
contractually-required contribution for each period, and we recognize a liability for any contributions due and unpaid at the end of a 
reporting period.

Multiemployer Pension Plans

The following table outlines our participation in multiemployer pension plans for the periods ended December 31, 2012, 2011 
and 2010, and sets forth our calendar year contributions into each plan. The “EIN/Pension Plan Number” column provides the 
Employer Identification Number (“EIN”) and the three-digit plan number. The most recent Pension Protection Act zone status 
available in 2012 and 2011 relates to the plans’ two most recent fiscal year-ends. The zone status is based on information that we 
received from the plans’ administrators and is certified by each plan’s actuary. Among other factors, plans certified in the red zone are 
generally less than 65% funded, plans certified in the orange zone are both less than 80% funded and have an accumulated funding 
deficiency or are expected to have a deficiency in any of the next six plan years, plans certified in the yellow zone are less than 80% 
funded, and plans certified in the green zone are at least 80% funded. The “FIP/RP Status Pending/Implemented” column indicates 
whether a financial improvement plan (“FIP”) for yellow/orange zone plans, or a rehabilitation plan (“RP”) for red zone plans, is 
either pending or has been implemented. As of December 31, 2012, all plans that have either a FIP or RP requirement have had the 
respective FIP or RP implemented.

Our collectively-bargained contributions satisfy the requirements of all implemented FIPs and RPs and do not currently require 
the payment of any surcharges. In addition, minimum contributions outside of the agreed upon contractual rate are not required. For 
the plans detailed in the following table, the expiration date of the associated collective bargaining agreements is July 31, 2013, with 
the exception of the Automotive Industries Pension Plan and the IAM National Pension Fund / National Pension Plan which both have 
a July 31, 2014 expiration date. For all plans detailed in the following table, we provided more than 5% of the total plan contributions 
from all employers for 2012, 2011 and 2010 (as disclosed in the Form 5500 for each respective plan).

Certain plans have been aggregated in the “All Other Multiemployer Pension Plans” line in the following table, as the 
contributions to each of these individual plans are not material.
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EIN / Pension

Plan

Pension
Protection Act

Zone Status
FIP/RP Status

Pending/
(in millions)

UPS Contributions Surcharge
Pension Fund Number 2012 2011 Implemented 2012 2011 2010 Imposed
Alaska Teamster-Employer Pension Plan 92-6003463-024 Red Red Yes/Implemented $ 4 $ 4 $ 3 No
Automotive Industries Pension Plan 94-1133245-001 Red Red Yes/Implemented 4 4 4 No
Central Pennsylvania Teamsters Defined Benefit Plan 23-6262789-001 Yellow Green Yes/Implemented 29 27 26 No
Employer-Teamsters Local Nos. 175 & 505 Pension
Trust Fund 55-6021850-001 Green Green No 9 8 8 No
Hagerstown Motor Carriers and Teamsters Pension Fund 52-6045424-001 Red Red Yes/Implemented 5 5 4 No
I.A.M. National Pension Fund / National Pension Plan 51-6031295-002 Green Green No 24 25 24 No
International Brotherhood of Teamsters Union Local
No. 710 Pension Fund 36-2377656-001 Green Yellow No 75 74 70 No
Local 705, International Brotherhood of Teamsters
Pension Plan 36-6492502-001 Red Yellow Yes/Implemented 46 58 56 No
Local 804 I.B.T. & Local 447 I.A.M.—UPS
Multiemployer Retirement Plan 51-6117726-001 Red Red Yes/Implemented 87 84 84 No
Milwaukee Drivers Pension Trust Fund 39-6045229-001 Green Green No 26 26 24 No
New England Teamsters & Trucking Industry Pension
Fund 04-6372430-001 Red Red Yes/Implemented 124 124 112 No
New York State Teamsters Conference Pension and
Retirement Fund 16-6063585-074 Red Red Yes/Implemented 65 57 52 No
Teamster Pension Fund of Philadelphia and Vicinity 23-1511735-001 Yellow Yellow Yes/Implemented 44 41 39 No
Teamsters Joint Council No. 83 of Virginia Pension Fund 54-6097996-001 Yellow Yellow Yes/Implemented 44 41 38 No
Teamsters Local 639—Employers Pension Trust 53-0237142-001 Green Green Yes/Implemented 36 33 31 No
Teamsters Negotiated Pension Plan 43-6196083-001 Red Red Yes/Implemented 24 22 20 No
Truck Drivers and Helpers Local Union No. 355
Retirement Pension Plan 52-6043608-001 Yellow Yellow Yes/Implemented 14 12 12 No
United Parcel Service, Inc.—Local 177, I.B.T.
Multiemployer Retirement Plan 13-1426500-419 Red Red Yes/Implemented 62 57 59 No
Western Conference of Teamsters Pension Plan 91-6145047-001 Green Green No 520 476 449 No
Western Pennsylvania Teamsters and Employers Pension
Fund 25-6029946-001 Red Red Yes/Implemented 24 21 20 No
All Other Multiemployer Pension Plans 59 44 51

Total Contributions $1,325 $1,243 $1,186

In the third quarter of 2012, we reached an agreement with the New England Teamsters and Trucking Industry Pension Fund 
("New England Pension Fund"), a multiemployer pension plan in which UPS is a participant, to restructure the pension liabilities for 
approximately 10,200 UPS employees represented by the Teamsters. The agreement reflects a decision by the New England Pension 
Fund's trustees to restructure the fund through plan amendments to utilize a "two pool approach", which effectively subdivides the 
plan assets and liabilities between two groups of beneficiaries. As part of this agreement, UPS agreed to withdraw from the original 
pool of the New England Pension Fund of which it had historically been a participant, and reenter the New England Pension Fund's 
newly-established pool as a new employer.

Upon ratification of the agreement by the Teamsters in September 2012, we withdrew from the original pool of the New England 
Pension Fund and incurred an undiscounted withdrawal liability of $2.162 billion to be paid in equal monthly installments over 50 
years. The undiscounted withdrawal liability was calculated by independent actuaries employed by the New England Pension Fund, in 
accordance with the governing plan documents and the applicable requirements of the Employee Retirement Income Security Act of 
1974. During 2012, we recorded a charge to expense to establish an $896 million withdrawal liability on our consolidated balance 
sheet, which represents the present value of the $2.162 billion future payment obligation discounted at a 4.25% interest rate. This 
discount rate represents the estimated credit-adjusted market rate of interest at which we could obtain financing of a similar maturity 
and seniority.  As this agreement is not a contribution to the plan, the amounts reflected in the previous table do not include this $896 
million non-cash transaction.
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Multiemployer Health and Welfare Plans

We also contribute to several multiemployer health and welfare plans that cover both active and retired employees. Health care 
benefits are provided to participants who meet certain eligibility requirements as covered under the applicable collective bargaining 
unit. The following table sets forth our calendar year plan contributions. Certain plans have been aggregated in the “All Other 
Multiemployer Health and Welfare Plans” line in the table, as the contributions to each of these individual plans are not material.
 

 
(in millions)

UPS Contributions
Health and Welfare Fund 2012 2011 2010

Bay Area Delivery Drivers $ 28 $ 27 $ 26
Central Pennsylvania Teamsters Health & Pension Fund 19 18 17
Central States, South East & South West Areas Health and Welfare Fund 471 452 441
Delta Health Systems—East Bay Drayage Drivers 24 17 15
Employer—Teamster Local Nos. 175 & 505 8 8 7
Joint Council #83 Health & Welfare Fund 25 25 25
Local 191 Teamsters Health Fund 9 9 9
Local 401 Teamsters Health & Welfare Fund 6 6 5
Local 804 Welfare Trust Fund 62 58 54
Milwaukee Drivers Pension Trust Fund—Milwaukee Drivers Health and Welfare Trust Fund 29 28 27
Montana Teamster Employers Trust 6 6 6
New York State Teamsters Health & Hospital Fund 44 41 40
North Coast Benefit Trust 7 7 7
Northern California General Teamsters (DELTA) 75 73 70
Northern New England Benefit Trust 33 32 31
Oregon / Teamster Employers Trust 27 27 25
Teamsters 170 Health & Welfare Fund 12 12 12
Teamsters Benefit Trust 32 29 27
Teamsters Local 251 Health & Insurance Plan 10 10 10
Teamsters Local 404 Health & Insurance Plan 6 6 6
Teamsters Local 638 Health Fund 29 28 27
Teamsters Local 639—Employers Health & Pension Trust Funds 22 22 21
Teamsters Local 671 Health Services & Insurance Plan 12 13 12
Teamsters Union 25 Health Services & Insurance Plan 36 34 33
Teamsters Union Local 677 Health Services & Insurance Plan 8 8 7
Truck Drivers and Helpers Local 355 Baltimore Area Health & Welfare Fund 13 12 12
Utah-Idaho Teamsters Security Fund 16 15 15
Washington Teamsters Welfare Trust 32 30 27
All Other Multiemployer Health and Welfare Plans 55 50 52
Total Contributions $ 1,156 $ 1,103 $ 1,066
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NOTE 6. BUSINESS ACQUISITIONS, GOODWILL AND INTANGIBLE ASSETS

The following table indicates the allocation of goodwill by reportable segment (in millions):

U.S. Domestic
Package

International
Package

Supply Chain &
Freight Consolidated

Balance on January 1, 2011 $ — $ 377 $ 1,704 $ 2,081
Acquired — — 46 46
Currency / Other — (16) (10) (26)

Balance on December 31, 2011 $ — $ 361 $ 1,740 $ 2,101
Acquired — 67 — 67
Currency / Other — 2 3 5

Balance on December 31, 2012 $ — $ 430 $ 1,743 $ 2,173

Business Acquisitions

The increase in goodwill within the International Package segment in 2012 was due to the February acquisition of Kiala 
S.A. (“Kiala”), a Belgium-based developer of a platform that enables e-commerce retailers to offer their shoppers the option of 
having goods delivered to a convenient retail location. Kiala currently operates in Belgium, France, Luxembourg, the 
Netherlands and Spain. The acquisition broadens our service portfolio for business-to-consumer deliveries. 

The increase in goodwill within the Supply Chain & Freight segment in 2011 was due to the December acquisition of the 
Pieffe Group (“Pieffe”), an Italian pharmaceutical logistics company. Pieffe offers storage, distribution and other logistics 
services to some of the world’s leading pharmaceutical companies.  

Pro forma results of operations have not been presented for these acquisitions, because the effects of these transactions 
were not material. The results of operations of these acquired companies have been included in our statements of consolidated 
income from the date of acquisition.

The remaining change in goodwill for both the International Package and Supply Chain & Freight segments was due to 
the impact of changes in the value of the U.S. Dollar on the translation of non-U.S. Dollar goodwill balances.

Goodwill Impairment

We test our goodwill for impairment annually, as of October 1st, on a reporting unit basis. Our reporting units are 
comprised of the Europe, Asia, and Americas reporting units in the International Package reporting segment, and the 
Forwarding, Logistics, UPS Freight, MBE / The UPS Store, and UPS Capital reporting units in the Supply Chain & Freight 
reporting segment.

In assessing our goodwill for impairment, we initially evaluate qualitative factors to determine if it is more likely than not 
that the fair value of a reporting unit is less than its carrying amount. If the qualitative assessment is not conclusive and it is 
necessary to calculate the fair value of a reporting unit, then we utilize a two-step process to test goodwill for impairment. First, 
a comparison of the fair value of the applicable reporting unit with the aggregate carrying value, including goodwill, is 
performed. We primarily determine the fair value of our reporting units using a discounted cash flow model, and supplement 
this with observable valuation multiples for comparable companies, as applicable. If the carrying amount of a reporting unit 
exceeds the reporting unit’s fair value, we perform the second step of the goodwill impairment test to determine the amount of 
impairment loss. The second step includes comparing the implied fair value of the affected reporting unit’s goodwill with the 
carrying value of that goodwill.

We did not have any goodwill impairment charges in 2012, 2011 or 2010. Cumulatively, our Supply Chain & Freight 
reporting segment has recorded goodwill impairment charges of $622 million, while our International and U.S. Domestic 
Package segments have not recorded any impairment charges.
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Intangible Assets

The following is a summary of intangible assets at December 31, 2012 and 2011 (in millions):

Gross Carrying
Amount

Accumulated
Amortization

Net Carrying
Value

Weighted-
Average

Amortization
Period

(in years)

December 31, 2012
Trademarks, licenses, patents, and other $ 163 $ (80) $ 83 5.5
Customer lists 131 (79) 52 11.5
Franchise rights 117 (64) 53 20.0
Capitalized software 2,197 (1,782) 415 3.1
Total Intangible Assets, Net $ 2,608 $ (2,005) $ 603 4.4

December 31, 2011
Trademarks, licenses, patents, and other $ 146 $ (54) $ 92
Customer lists 120 (66) 54
Franchise rights 109 (58) 51
Capitalized software 2,014 (1,626) 388
Total Intangible Assets, Net $ 2,389 $ (1,804) $ 585

Licenses with a carrying value of $5 million as of December 31, 2012 are deemed to be indefinite-lived intangibles, and 
therefore are not amortized. Impairment tests for indefinite-lived intangibles are performed on an annual basis. All of our other 
recorded intangible assets are deemed to be finite-lived intangibles, and are thus amortized over their estimated useful lives. 
Impairment tests for these intangible assets are only performed when a triggering event occurs that indicates that the carrying 
value of the intangible may not be recoverable. There were no impairments of any finite-lived or indefinite-lived intangible 
assets in 2012, 2011 or 2010.

Amortization of intangible assets was $244, $228 and $224 million during 2012, 2011 or 2010, respectively. Expected 
amortization of finite-lived intangible assets recorded as of December 31, 2012 for the next five years is as follows (in 
millions): 2013—$252; 2014—$168; 2015—$94; 2016—$14; 2017—$13. Amortization expense in future periods will be 
affected by business acquisitions, software development, licensing agreements, sponsorships and other factors.
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NOTE 7. DEBT AND FINANCING ARRANGEMENTS

The following table sets forth the principal amount, maturity or range of maturities, as well as the carrying value of our 
debt obligations, as of December 31, 2012 and 2011 (in millions).  The carrying value of these debt obligations can differ from 
the principal amount due to the impact of unamortized discounts or premiums and valuation adjustments resulting from interest 
rate swap hedging relationships.
 

Principal Carrying Value
Amount Maturity 2012 2011

Commercial paper $ — $ — $ —
Fixed-rate senior notes:

4.50% senior notes 1,750 2013 1,751 1,778
3.875% senior notes 1,000 2014 1,033 1,050
1.125% senior notes 375 2017 373 —
5.50% senior notes 750 2018 851 841
5.125% senior notes 1,000 2019 1,140 1,119
3.125% senior notes 1,500 2021 1,655 1,641
2.45% senior notes 1,000 2022 996 —
6.20% senior notes 1,500 2038 1,480 1,480
4.875% senior notes 500 2040 489 489
3.625% senior notes 375 2042 367 —

8.375% Debentures:
8.375% debentures 424 2020 512 504
8.375% debentures 276 2030 284 284

Pound Sterling Notes:
     5.50% notes 107 2031 103 99
     5.13% notes 734 2050 699 678
Floating rate senior notes 378 2049 – 2053 374 376
Capital lease obligations 440 2013 – 3004 440 469
Facility notes and bonds 320 2015 – 2036 320 320
Other debt 3 2013 - 2022 3 —
Total debt $ 12,432 12,870 11,128
Less: current maturities (1,781) (33)
Long-term debt $ 11,089 $ 11,095

Commercial Paper

We are authorized to borrow up to $10.0 billion under our U.S. commercial paper program.  We also maintain a European 
commercial paper program under which we are authorized to borrow up to €1.0 billion in a variety of currencies.  No amounts 
were outstanding under these programs as of December 31, 2012.  The amount of commercial paper outstanding under these 
programs in 2013 is expected to fluctuate. 

Fixed Rate Senior Notes

We have completed several offerings of fixed rate senior notes.  All of the notes pay interest semiannually, and allow for 
redemption of the notes by UPS at any time by paying the greater of the principal amount or a “make-whole” amount, plus 
accrued interest.  We subsequently entered into interest rate swaps on several of these notes, which effectively converted the 
fixed interest rates on the notes to variable LIBOR-based interest rates. The average interest rate payable on these notes, 
including the impact of the interest rate swaps, for 2012 and 2011, respectively, were as follows:
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Principal
Average Effective

Interest Rate
Value Maturity 2012 2011

4.50% senior notes 1,750 2013 2.51% 2.39%
3.875% senior notes 1,000 2014 1.14% 0.99%
1.125% senior notes 375 2017 0.57% —%
5.50% senior notes 750 2018 2.71% 2.53%
5.125% senior notes 1,000 2019 2.20% 2.04%
3.125% senior notes 1,500 2021 1.28% 0.52%
2.45% senior notes 1,000 2022 0.86% —%

8.375% Debentures

The 8.375% debentures consist of two separate tranches, as follows:

• $276 million of the debentures have a maturity of April 1, 2030. These debentures have an 8.375% interest rate until 
April 1, 2020, and, thereafter, the interest rate will be 7.62% for the final 10 years. These debentures are redeemable in 
whole or in part at our option at any time. The redemption price is equal to the greater of 100% of the principal 
amount and accrued interest or the sum of the present values of the remaining scheduled payout of principal and 
interest thereon discounted to the date of redemption at a benchmark treasury yield plus five basis points plus accrued 
interest. 

• $424 million of the debentures have a maturity of April 1, 2020.  These debentures are not subject to redemption prior 
to maturity. 

Interest is payable semiannually on the first of April and October for both debentures and neither debenture is subject to sinking 
fund requirements. We subsequently entered into interest rate swaps on the 2020 notes, which effectively converted the fixed 
interest rates on the notes to variable LIBOR-based interest rates. The average interest rate payable on the 2020 notes, including 
the impact of the interest rate swaps, for  2012 and 2011 was 5.73% and 5.97%, respectively.

Floating Rate Senior Notes

The floating rate senior notes bear interest at one-month LIBOR less 45 basis points. The average interest rate for 2012 
and 2011 was 0.00% for both years. These notes are callable at various times after 30 years at a stated percentage of par value, 
and putable by the note holders at various times after 10 years at a stated percentage of par value. The notes have maturities 
ranging from 2049 through 2053. In 2012 and 2011, we redeemed notes with a principal value of $2 and $10 million, 
respectively, after put options were exercised by the note holders.

Capital Lease Obligations

We have certain property, plant and equipment subject to capital leases. Some of the obligations associated with these 
capital leases have been legally defeased. The recorded value of our property, plant and equipment subject to capital leases is as 
follows as of December 31 (in millions):
 

2012 2011

Vehicles $ 63 $ 35
Aircraft 2,282 2,282
Buildings 65 24
Plant Equipment 2 2
Technology Equipment 3 1
Accumulated amortization (611) (457)

$ 1,804 $ 1,887

These capital lease obligations have principal payments due at various dates from 2013 through 3004.
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Facility Notes and Bonds

We have entered into agreements with certain municipalities to finance the construction of, or improvements to, facilities 
that support our U.S. Domestic Package and Supply Chain & Freight operations in the United States. These facilities are 
located around airport properties in Louisville, Kentucky; Dallas, Texas; and Philadelphia, Pennsylvania. Under these 
arrangements, we enter into a lease or loan agreement that covers the debt service obligations on the bonds issued by the 
municipalities, as follows:

• Bonds with a principal balance of $149 million issued by the Louisville Regional Airport Authority associated with 
our Worldport facility in Louisville, Kentucky. The bonds, which are due in January 2029, bear interest at a variable 
rate, and the average interest rates for 2012 and 2011 were 0.15% and 0.11%, respectively.

• Bonds with a principal balance of $42 million and due in November 2036 issued by the Louisville Regional Airport 
Authority associated with our air freight facility in Louisville, Kentucky. The bonds bear interest at a variable rate, and 
the average interest rates for 2012 and 2011 were 0.15% and 0.11%, respectively.

• Bonds with a principal balance of $29 million issued by the Dallas / Fort Worth International Airport Facility 
Improvement Corporation associated with our Dallas, Texas airport facilities. The bonds are due in May 2032 and bear 
interest at a variable rate, however the variable cash flows on the obligation have been swapped to a fixed 5.11%.

• Bonds with a principal balance of $100 million issued by the Delaware County, Pennsylvania Industrial Development 
Authority associated with our Philadelphia, Pennsylvania airport facilities. The bonds, which are due in December 
2015, bear interest at a variable rate, and the average interest rates for 2012 and 2011 were 0.13% and 0.11%, 
respectively.

Pound Sterling Notes

The Pound Sterling notes consist of two separate tranches, as follows:

• Notes with a principal amount of £66 million accrue interest at a 5.50% fixed rate, and are due in February 2031.  
These notes are not callable.  

• Notes with a principal amount of £455 million accrue interest at a 5.13% fixed rate, and are due in February 2050.  
These notes are callable at our option at a redemption price equal to the greater of 100% of the principal amount and 
accrued interest, or the sum of the present values of the remaining scheduled payout of principal and interest thereon 
discounted to the date of redemption at a benchmark U.K. government bond yield plus 15 basis points and accrued 
interest.  

We maintain cross-currency interest rate swaps to hedge the foreign currency risk associated with the bond cash flows for both 
tranches of these bonds. The average fixed interest rate payable on the swaps is 5.72%.

Contractual Commitments

We lease certain aircraft, facilities, land, equipment and vehicles under operating leases, which expire at various dates 
through 2038. Certain of the leases contain escalation clauses and renewal or purchase options. Rent expense related to our 
operating leases was $619, $629 and $615 million for 2012, 2011 and 2010, respectively.



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

84

The following table sets forth the aggregate minimum lease payments under capital and operating leases, the aggregate 
annual principal payments due under our long-term debt, and the aggregate amounts expected to be spent for purchase 
commitments (in millions).

Year
Capital
Leases

Operating
Leases

Debt
Principal

Purchase
Commitments

2013 $ 55 $ 342 $ 1,750 $ 629
2014 52 271 1,000 103
2015 50 203 101 22
2016 49 145 1 14
2017 48 118 375 7
After 2017 426 358 8,765 —
Total 680 $ 1,437 $ 11,992 $ 775
Less: imputed interest (240)
Present value of minimum capitalized lease payments 440
Less: current portion (31)
Long-term capitalized lease obligations $ 409

As of December 31, 2012, we had outstanding letters of credit totaling approximately $1.369 billion issued in connection 
with our self-insurance reserves and other routine business requirements. We also issue surety bonds as an alternative to letters 
of credit in certain instances, and as of December 31, 2012, we had $584 million of surety bonds written.

Available Credit

We maintain two credit agreements with a consortium of banks. One of these agreements provides revolving credit 
facilities of $1.5 billion, and expires on April 11, 2013. Generally, amounts outstanding under this facility bear interest at a 
periodic fixed rate equal to LIBOR for the applicable interest period and currency denomination, plus an applicable margin. 
Alternatively, a fluctuating rate of interest equal to Citibank’s publicly announced base rate, plus an applicable margin, may be 
used at our discretion. In each case, the applicable margin for advances bearing interest based on LIBOR is a percentage 
determined by quotations from Markit Group Ltd. for our 1-year credit default swap spread, subject to a minimum rate of 
0.10% and a maximum rate of 0.75%. The applicable margin for advances bearing interest based on the base rate is 1.00% 
below the applicable margin for LIBOR advances (but not lower than 0.00%). We are also able to request advances under this 
facility based on competitive bids for the applicable interest rate. There were no amounts outstanding under this facility as of 
December 31, 2012.

The second agreement provides revolving credit facilities of $1.0 billion, and expires on April 12, 2017. Generally, 
amounts outstanding under this facility bear interest at a periodic fixed rate equal to LIBOR for the applicable interest period 
and currency denomination, plus an applicable margin. Alternatively, a fluctuating rate of interest equal to Citibank’s publicly 
announced base rate, plus an applicable margin, may be used at our discretion. In each case, the applicable margin for advances 
bearing interest based on LIBOR is a percentage determined by quotations from Markit Group Ltd. for our credit default swap 
spread, interpolated for a period from the date of determination of such credit default swap spread in connection with a new 
interest period until the latest maturity date of this facility then in effect (but not less than a period of one year). The applicable 
margin is subject to certain minimum rates and maximum rates based on our public debt ratings from Standard & Poor’s Rating 
Service and Moody’s Investors Service. The minimum applicable margin rates range from 0.100% to 0.375%, and the 
maximum applicable margin rates range from 0.750% to 1.250%. The applicable margin for advances bearing interest based on 
the base rate is 1.00% below the applicable margin for LIBOR advances (but not less than 0.00%). We are also able to request 
advances under this facility based on competitive bids. There were no amounts outstanding under this facility as of 
December 31, 2012.
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Debt Covenants

Our existing debt instruments and credit facilities subject us to certain financial covenants. As of December 31, 2012 and 
for all prior periods presented, we have satisfied these financial covenants. These covenants limit the amount of secured 
indebtedness that we may incur, and limit the amount of attributable debt in sale-leaseback transactions, to 10% of net tangible 
assets. As of December 31, 2012, 10% of net tangible assets is equivalent to $2.770 billion; however, we have no covered sale-
leaseback transactions or secured indebtedness outstanding. Additionally, we are required to maintain a minimum net worth, as 
defined, of $5.0 billion on a quarterly basis. As of December 31, 2012, our net worth, as defined, was equivalent to $8.007 
billion. We do not expect these covenants to have a material impact on our financial condition or liquidity.

Fair Value of Debt

Based on the borrowing rates currently available to the Company for long-term debt with similar terms and maturities, 
the fair value of long-term debt, including current maturities, is approximately $14.658 and $12.035 billion as of December 31, 
2012 and 2011, respectively.  We utilized Level 2 inputs in the fair value hierarchy of valuation techniques to determine the fair 
value of all of our debt instruments.

NOTE 8. LEGAL PROCEEDINGS AND CONTINGENCIES

We are involved in a number of judicial proceedings and other matters arising from the conduct of our business activities. 

Although there can be no assurance as to the ultimate outcome, we have generally denied, or believe we have a 
meritorious defense and will deny, liability in all litigation pending against us, including (except as otherwise noted herein) the 
matters described below, and we intend to defend vigorously each case. We have accrued for legal claims when, and to the 
extent that, amounts associated with the claims become probable and can be reasonably estimated. The actual costs of resolving 
legal claims may be substantially higher or lower than the amounts accrued for those claims. 

For those matters as to which we are not able to estimate a possible loss or range of loss, we are not able to determine 
whether the loss will have a material adverse effect on our business, financial condition or results of operations or liquidity. For 
matters in this category, we have indicated in the descriptions that follow the reasons that we are unable to estimate the possible 
loss or range of loss. 

Judicial Proceedings 

We are a defendant in a number of lawsuits filed in state and federal courts containing various class action allegations 
under state wage-and-hour laws. At this time, we do not believe that any loss associated with these matters, would have a 
material adverse effect on our financial condition, results of operations or liquidity. 

UPS and our subsidiary Mail Boxes Etc., Inc. are defendants in a lawsuit in California Superior Court about the 
rebranding of The UPS Store franchises.  In the Morgate case, the plaintiffs are 125 individual franchisees who did not rebrand 
to The UPS Store and a certified class of all franchisees who did rebrand. The trial court entered judgment against a bellwether 
individual plaintiff, which was affirmed in January 2012. The trial court granted our motion for summary judgment against the 
certified class, which was reversed in January 2012.  

There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from 
whatever remaining aspects of this case proceeds, including: (1) we are vigorously defending ourselves and believe we have a 
number of meritorious legal defenses; and (2) it remains uncertain what evidence of damages, if any, plaintiffs will be able to 
present. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from this matter or 
to determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 
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In AFMS LLC v. UPS and FedEx Corporation, a lawsuit filed in federal court in the Central District of California in 
August 2010, the plaintiff asserts that UPS and FedEx violated U.S. antitrust law by conspiring to refuse to negotiate with third-
party negotiators retained by shippers and by individually imposing policies that prevent shippers from using such negotiators.  
The case is scheduled to go to trial in August 2013.  The Antitrust Division of the U.S. Department of Justice (“DOJ”) has an 
ongoing civil investigation of our policies and practices for dealing with third-party negotiators. We are cooperating with this 
investigation. We deny any liability with respect to these matters and intend to vigorously defend ourselves. There are multiple 
factors that prevent us from being able to estimate the amount of loss, if any, that may result from these matters including: 
(1) we believe that we have a number of meritorious defenses; (2) discovery is ongoing; and (3) the DOJ investigation is 
ongoing. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these matters 
or to determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations 
or liquidity. 

In Canada, four purported class-action cases were filed against us in British Columbia (2006); Ontario (2007) and Québec 
(2006 and 2013). The cases each allege inadequate disclosure concerning the existence and cost of brokerage services provided 
by us under applicable provincial consumer protection legislation and infringement of interest restriction provisions under the 
Criminal Code of Canada. The British Columbia class action was declared inappropriate for certification and dismissed by the 
trial judge. That decision was upheld by the British Columbia Court of Appeal in March 2010, which ended the case in our 
favor. The Ontario class action was certified in September 2011. Partial summary judgment was granted to us and the plaintiffs 
by the Ontario motions court. The complaint under the Criminal Code was dismissed. No appeal is being taken from that 
decision. The allegations of inadequate disclosure were granted and we are appealing that decision. The motion to authorize the 
2006 Québec litigation as a class action was dismissed by the motions judge in October 2012; there was no appeal, which ended 
that case in our favor.  The 2013 Québec litigation is in the earliest stages.  We deny all liability and are vigorously defending 
the two outstanding cases. There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that 
may result from these matters, including: (1) we are vigorously defending ourselves and believe that we have a number of 
meritorious legal defenses; and (2) there are unresolved questions of law and fact that could be important to the ultimate 
resolution of these matters. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result 
from these matters or to determine whether such loss, if any, would have a material adverse effect on our financial condition, 
results of operation or liquidity.   

Other Matters 

In May and December 2007 and August 2008 we received and responded to grand jury subpoenas from the DOJ in the 
Northern District of California in connection with an investigation by the Drug Enforcement Administration. We also have 
responded to informal requests for information in connection with this investigation, which relates to transportation of packages 
on behalf of online pharmacies that may have operated illegally. We have been cooperating with this investigation and are 
exploring the possibility of resolving this matter, which could include our undertaking further enhancements to our compliance 
program and a payment.  Such a payment may exceed the amounts previously accrued with respect to this matter, but we do not 
expect that the amount of such additional loss would have a material adverse effect on our financial condition, results of 
operations or liquidity. 

We received a grand jury subpoena from the Antitrust Division of the DOJ regarding the DOJ's investigation into certain 
pricing practices in the freight forwarding industry in December 2007.  In January 2013, we received a letter from the DOJ 
confirming that it is not pursuing a case against UPS with respect to the investigation.

In August 2010, competition authorities in Brazil opened an administrative proceeding to investigate alleged 
anticompetitive behavior in the freight forwarding industry. Approximately 45 freight forwarding companies and individuals are 
named in the proceeding, including UPS, UPS SCS Transportes (Brasil) S.A., and a former employee in Brazil. UPS will have 
an opportunity to respond to these allegations.  In November 2012, we also received a request for information related to similar 
matters from authorities in Singapore.

We are cooperating with each of these investigations, and intend to continue to vigorously defend ourselves. There are 
multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from these matters 
including: (1) we are vigorously defending each matter and believe that we have a number of meritorious legal defenses; 
(2) there are unresolved questions of law that could be of importance to the ultimate resolutions of these matters, including the 
calculation of any potential fine; and (3) there is uncertainty about the time period that is the subject of the investigations. 
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these matters or to 
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 
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In January 2008, a class action complaint was filed in the United States District Court for the Eastern District of New 
York alleging price-fixing activities relating to the provision of freight forwarding services. UPS was not named in this case. In 
July 2009, the plaintiffs filed a first amended complaint naming numerous global freight forwarders as defendants. UPS and 
UPS Supply Chain Solutions are among the 60 defendants named in the amended complaint.  The plaintiffs filed a Second 
Amended Complaint in October 2010, which we moved to dismiss.  In August 2012, the Court granted our motion to dismiss 
all claims relevant to UPS in the Second Amended Complaint, with leave to amend.  The plaintiffs filed a Third Amended 
Complaint in November 2012.  We intend to file another motion to dismiss, and to otherwise vigorously defend ourselves in 
this case. There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from 
these matters including: (1) the court has dismissed the complaint once but has not considered the adequacy of the amended 
complaint; (2) the scope and size of the proposed class is ill-defined; (3) there are significant legal questions about the adequacy 
and standing of the putative class representatives; and (4) we believe that we have a number of meritorious legal defenses. 
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these matters or to 
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 

We are a defendant in various other lawsuits that arose in the normal course of business. We do not believe that the 
eventual resolution of these other lawsuits (either individually or in the aggregate), including any reasonably possible losses in 
excess of current accruals, will have a material adverse effect on our financial condition, results of operations or liquidity. 

Tax Matters 

In June 2011, we received an IRS Revenue Agent Report (RAR) covering excise taxes for tax years 2003 through 2007, in 
addition to the income tax matters described in note 12.  The excise tax RAR proposed two alternate theories for asserting 
additional excise tax on transportation of property by air. We disagreed with these proposed excise tax theories and related 
adjustments.  We filed protests and, in the third quarter of 2011, the IRS responded to our protests and forwarded the case to 
IRS Appeals.

In the third quarter of 2012, following the Appeals Opening Conference in July 2012, we had settlement discussions 
which we expect will lead to a complete resolution of all excise tax matters and correlative income tax refund claims for the 
2003 through 2007 tax years within the next twelve months.  We do not believe the ultimate resolution of these matters will 
have a material effect on our financial condition, results of operations or liquidity. 

NOTE 9. SHAREOWNERS’ EQUITY

Capital Stock, Additional Paid-In Capital, and Retained Earnings

We maintain two classes of common stock, which are distinguished from each other by their respective voting rights. 
Class A shares of UPS are entitled to 10 votes per share, whereas class B shares are entitled to one vote per share. Class A 
shares are primarily held by UPS employees and retirees, as well as trusts and descendants of the Company’s founders, and 
these shares are fully convertible into class B shares at any time. Class B shares are publicly traded on the New York Stock 
Exchange (“NYSE”) under the symbol “UPS.” Class A and B shares both have a $0.01 par value, and as of December 31, 2012, 
there were 4.6 billion class A shares and 5.6 billion class B shares authorized to be issued. Additionally, there are 200 million 
preferred shares authorized to be issued, with a par value of $0.01 per share; as of December 31, 2012, no preferred shares had 
been issued.
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The following is a rollforward of our common stock, additional paid-in capital, and retained earnings accounts (in 
millions, except per share amounts):

  2012 2011 2010
  Shares Dollars Shares Dollars Shares Dollars

Class A Common Stock
Balance at beginning of year 240 $ 3 258 $ 3 285 $ 3
Common stock purchases (9) — (7) — (6) —
Stock award plans 8 — 7 — 6 —
Common stock issuances 3 — 3 — 3 —
Conversions of class A to class B common stock (17) — (21) — (30) —
Class A shares issued at end of year 225 $ 3 240 $ 3 258 $ 3

Class B Common Stock
Balance at beginning of year 725 $ 7 735 $ 7 711 $ 7
Common stock purchases (13) — (31) — (6) —
Conversions of class A to class B common stock 17 — 21 — 30 —
Class B shares issued at end of year 729 $ 7 725 $ 7 735 $ 7

Additional Paid-In Capital
Balance at beginning of year $ — $ — $ 2
Stock award plans 444 388 398
Common stock purchases (943) (475) (649)
Common stock issuances 293 287 249
Option Premiums Received (Paid) 206 (200) —
Balance at end of year $ — $ — $ —

Retained Earnings
Balance at beginning of year $ 10,128 $ 10,604 $ 9,335
Net income attributable to controlling interests 807 3,804 3,338
Dividends ($2.28, $2.08 and $1.88 per share) (2,243) (2,086) (1,909)
Common stock purchases (695) (2,194) (160)
Balance at end of year $ 7,997 $ 10,128 $ 10,604

For the years ended December 31, 2012, 2011 and 2010, we repurchased a total of 21.8, 38.7 and 12.4 million shares of 
class A and class B common stock for $1.638 billion, $2.669 billion and $809 million, respectively. On May 3, 2012, the Board 
of Directors approved a share repurchase authorization of $5.0 billion, which replaced an authorization previously announced 
in 2008.  As of December 31, 2012, we had $3.970 billion of this share repurchase authorization remaining.  On February 14, 
2013, the Board of Directors approved a new share repurchase authorization of $10.0 billion, which replaced the 2012 
authorization.  This new share repurchase authorization has no expiration date. 

In order to lower the average cost of acquiring shares in our ongoing share repurchase program, we periodically enter into 
structured repurchase agreements involving the use of capped call options for the purchase of UPS class B shares. We pay a 
fixed sum of cash upon execution of each agreement in exchange for the right to receive either a pre-determined amount of 
cash or stock. Upon expiration of each agreement, if the closing market price of our common stock is above the pre-determined 
price, we will have our initial investment returned with a premium in either cash or shares (at our election). If the closing 
market price of our common stock is at or below the pre-determined price, we will receive the number of shares specified in the 
agreement.  During 2012, we did not pay premiums on options for the purchase of shares; however, we received $206 million 
in premiums for options that were entered into during 2011 that expired during 2012.  During 2011, we settled options that 
resulted in the repurchase of 0.8 million shares at $65.11 per share, as well as the receipt of $6 million in premiums (in excess 
of our initial investment).  

Accumulated Other Comprehensive Income (Loss)

We incur activity in AOCI for unrealized holding gains and losses on available-for-sale securities, foreign currency 
translation adjustments, unrealized gains and losses from derivatives that qualify as hedges of cash flows and unrecognized 
pension and postretirement benefit costs. The activity in AOCI is as follows (in millions):
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2012 2011 2010

Foreign currency translation gain (loss):
Balance at beginning of year $ (160) $ (68) $ 37
Aggregate adjustment for the year (net of tax effect of $(9), $11 and $(34)) 294 (92) (105)
Balance at end of year 134 (160) (68)

Unrealized gain (loss) on marketable securities, net of tax:
Balance at beginning of year 6 12 (27)
Current period changes in fair value (net of tax effect of $4, $11 and $17) 6 18 30
Reclassification to earnings (net of tax effect of $(3), $(14) and $6) (6) (24) 9
Balance at end of year 6 6 12

Unrealized gain (loss) on cash flow hedges, net of tax:
Balance at beginning of year (204) (239) (200)
Current period changes in fair value (net of tax effect of $(25), $(16) and $(4)) (43) (26) (7)
Reclassification to earnings (net of tax effect of $(24), $37 and $(19)) (39) 61 (32)
Balance at end of year (286) (204) (239)

Unrecognized pension and postretirement benefit costs, net of tax:
Balance at beginning of year (2,745) (2,340) (1,527)
Reclassification to earnings (net of tax effect of $1,876, $378 and $150) 3,135 628 245
Net actuarial gain (loss) and prior service cost resulting from remeasurements of
plan assets and liabilities (net of tax effect of $(2,151), $(622) and $(633)) (3,598) (1,033) (1,058)
Balance at end of year (3,208) (2,745) (2,340)

Accumulated other comprehensive income (loss) at end of year $ (3,354) $ (3,103) $ (2,635)

Deferred Compensation Obligations and Treasury Stock

We maintain a deferred compensation plan whereby certain employees were previously able to elect to defer the gains on 
stock option exercises by deferring the shares received upon exercise into a rabbi trust. The shares held in this trust are 
classified as treasury stock, and the liability to participating employees is classified as “deferred compensation obligations” in 
the shareowners’ equity section of the consolidated balance sheets. The number of shares needed to settle the liability for 
deferred compensation obligations is included in the denominator in both the basic and diluted earnings per share calculations. 
Employees are generally no longer able to defer the gains from stock options exercised subsequent to December 31, 2004. 
Activity in the deferred compensation program for the years ended December 31, 2012, 2011 and 2010 is as follows (in 
millions):

  2012 2011 2010
  Shares Dollars Shares Dollars Shares Dollars

Deferred Compensation Obligations
Balance at beginning of year $ 88 $ 103 $ 108
Reinvested dividends 3 4 4
Options exercise deferrals — — 1
Benefit payments (13) (19) (10)
Balance at end of year $ 78 $ 88 $ 103

Treasury Stock
Balance at beginning of year (2) $ (88) (2) $ (103) (2) $ (108)
Reinvested dividends — (3) — (4) — (4)
Options exercise deferrals — — — — — (1)
Benefit payments 1 13 — 19 — 10
Balance at end of year (1) $ (78) (2) $ (88) (2) $ (103)
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Noncontrolling Interests

We have noncontrolling interests in certain consolidated subsidiaries in our International Package and Supply Chain & 
Freight segments, the largest of which relates to a joint venture that operates in the Middle East, Turkey, and portions of the 
Central Asia region. The activity related to our noncontrolling interests is presented below (in millions):

2012 2011 2010

Noncontrolling Interests
Balance at beginning of period $ 73 $ 68 $ 66
Acquired noncontrolling interests 7 5 2
Dividends attributable to noncontrolling interests — — —
Net income attributable to noncontrolling interests — — —
Balance at end of period $ 80 $ 73 $ 68

NOTE 10. STOCK-BASED COMPENSATION

Incentive Compensation Plan

The UPS Incentive Compensation Plan permits the grant of nonqualified and incentive stock options, stock appreciation 
rights, restricted stock and stock units, and restricted performance shares and units, to eligible employees. The number of shares 
reserved for issuance under the Incentive Compensation Plan is 27 million. Each share issued pursuant to an option and each 
share issued subject to the exercised portion of a stock appreciation right will reduce the share reserve by one share. Each share 
issued pursuant to restricted stock and stock units, and restricted performance shares and units, will reduce the share reserve by 
one share. As of December 31, 2012, stock options, restricted performance units and restricted stock units had been granted 
under the Incentive Compensation Plan. We had 27 million shares available to be issued under the Incentive Compensation 
Plan as of December 31, 2012.

Management Incentive Award

Non-executive management earning the right to receive Management Incentive Awards are determined annually by the 
Salary Committee, which is comprised of executive officers of the Company. Awards granted to executive officers are 
determined annually by the Compensation Committee of the UPS Board of Directors. Our Management Incentive Awards 
program provides, with certain exceptions, that one-half to two-thirds of the annual Management Incentive Award will be made 
in Restricted Units (depending upon the level of management involved), which generally vest over a five-year period. The other 
one-third to one-half of the award is in the form of cash or unrestricted shares of class A common stock, and is fully vested at 
the time of grant.

Upon vesting, Restricted Units result in the issuance of the equivalent number of UPS class A common shares after 
required tax withholdings. Except in the case of death, disability, or retirement, Restricted Units granted for our Management 
Incentive Awards and previous Long-Term Incentive Program generally vest over a five year period with approximately 20% of 
the award vesting at each anniversary date of the grant. The entire grant is expensed on a straight-line basis over the requisite 
service period. All Restricted Units granted are subject to earlier cancellation or vesting under certain conditions. Dividends 
earned on Restricted Units are reinvested in additional Restricted Units at each dividend payable date.

Long-Term Incentive Performance Award

We also award Restricted Units in conjunction with our Long-Term Incentive Performance Awards program to certain 
eligible employees. The Restricted Units ultimately granted under the Long-Term Incentive Performance Awards program will 
be based upon the achievement of certain performance measures, including growth in consolidated revenue and operating 
return on invested capital, each year during the performance award cycle, and other measures, including growth in consolidated 
earnings per share, over the entire three year performance award cycle. The Restricted Units granted under this program vest at 
the end of the three year performance award cycle.
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As of December 31, 2012, we had the following Restricted Units outstanding, including reinvested dividends:

Shares
(in thousands)

Weighted
Average

Grant Date
Fair Value

Weighted Average Remaining
Contractual Term

(in years)
Aggregate Intrinsic
Value (in millions)

Nonvested at January 1, 2012 15,839 $ 62.98
Vested (8,914) 63.99
Granted 7,423 77.21
Reinvested Dividends 568 N/A
Forfeited / Expired (272) 67.51
Nonvested at December 31, 2012 14,644 $ 68.71 1.57 $ 1,080
Restricted Units Expected to Vest 14,172 $ 68.61 1.55 $ 1,045

The fair value of each Restricted Unit is the NYSE closing price of class B common stock on the date of grant. The 
weighted-average grant date fair value of Restricted Units granted during 2012, 2011 and 2010 was $77.21, $69.53 and $66.36, 
respectively. The total fair value of Restricted Units vested was $627, $557 and $523 million in 2012, 2011 and 2010, 
respectively. As of December 31, 2012, there was $571 million of total unrecognized compensation cost related to nonvested 
Restricted Units. That cost is expected to be recognized over a weighted average period of 3 years and 1 month.

Nonqualified Stock Options

We maintain fixed stock option plans, under which options are granted to purchase shares of UPS class A common stock. 
Stock options granted in connection with the Incentive Compensation Plan must have an exercise price at least equal to the 
NYSE closing price of UPS class B common stock on the date the option is granted.

Executive officers and certain senior managers annually receive non-qualified stock options of which the value is 
determined as a percentage of salary. Options granted generally vest over a five year period with approximately 20% of the 
award vesting at each anniversary date of the grant. All options granted are subject to earlier cancellation or vesting under 
certain conditions. Option holders may exercise their options via the tender of cash or class A common stock, and new class A 
shares are issued upon exercise. Options granted to eligible employees will be granted annually during the first quarter of each 
year.

The following is an analysis of options to purchase shares of class A common stock issued and outstanding:
 

Shares
(in thousands)

Weighted
Average
Exercise

Price

Weighted Average Remaining
Contractual Term

(in years)
Aggregate Intrinsic
Value (in millions)

Outstanding at January 1, 2012 13,199 $ 70.18
Exercised (2,778) 63.50
Granted 187 76.94
Forfeited / Expired (13) 82.74
Outstanding at December 31, 2012 10,595 $ 72.04 3.03 $ 34
Options Vested and Expected to Vest 10,595 $ 72.04 3.03 $ 34
Exercisable at December 31, 2012 10,115 $ 72.09 2.79 $ 32

The fair value of each option grant is estimated using the Black-Scholes option pricing model. The weighted average 
assumptions used, by year, and the calculated weighted average fair values of options, are as follows:

2012 2011 2010

Expected dividend yield 2.77% 2.77% 2.70%
Risk-free interest rate 1.63% 2.90% 3.30%
Expected life in years 7.5 7.5 7.5
Expected volatility 25.06% 24.26% 23.59%
Weighted average fair value of options granted $ 14.88 $ 15.92 $ 14.83
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Expected volatilities are based on the historical returns on our stock and the implied volatility of our publicly-traded 
options. The expected dividend yield is based on the recent historical dividend yields for our stock, taking into account changes 
in dividend policy. The risk-free interest rate is based on the term structure of interest rates at the time of the option grant. The 
expected life represents an estimate of the period of time options are expected to remain outstanding, and we have relied upon a 
combination of the observed exercise behavior of our prior grants with similar characteristics, the vesting schedule of the 
grants, and an index of peer companies with similar grant characteristics in estimating this variable.

We received cash of $122, $92 and $60 million during 2012, 2011 and 2010, respectively, from option holders resulting 
from the exercise of stock options. We received a tax benefit of $3, $6 and $4 million during 2012, 2011 and 2010, respectively, 
from the exercise of stock options, which is reported as cash from financing activities in the cash flow statement.

The total intrinsic value of options exercised during 2012, 2011 and 2010 was $39, $31 and $18 million, respectively. As 
of December 31, 2012, there was $2 million of total unrecognized compensation cost related to nonvested options. That cost is 
expected to be recognized over a weighted average period of 3 years and 4 months.

The following table summarizes information about stock options outstanding and exercisable at December 31, 2012:

  Options Outstanding Options Exercisable

Exercise Price Range
Shares

(in thousands)
Average Life

(in years)

Average
Exercise

Price
Shares

(in thousands)

Average
Exercise

Price

$50.01 - $60.00 211 6.35 $ 55.83 133 $ 55.83
$60.01 - $70.00 1,337 1.20 62.98 1,257 62.72
$70.01 - $80.00 6,858 3.19 71.47 6,536 71.27
$80.01 - $90.00 2,189 3.33 80.92 2,189 80.92

10,595 3.03 $ 72.04 10,115 $ 72.09

Discounted Employee Stock Purchase Plan

We maintain an employee stock purchase plan for all eligible employees. Under this plan, shares of UPS class A common 
stock may be purchased at quarterly intervals at 95% of the NYSE closing price of UPS class B common stock on the last day 
of each quarterly period.  Employees purchased 1.2, 1.3 and 1.5 million shares at average prices of $72.17, $66.86 and $57.98 
per share during 2012, 2011, and 2010, respectively. This plan is not considered to be compensatory, and therefore no 
compensation cost is measured for the employees’ purchase rights. 

NOTE 11. SEGMENT AND GEOGRAPHIC INFORMATION

We report our operations in three segments: U.S. Domestic Package operations, International Package operations and 
Supply Chain & Freight operations. Package operations represent our most significant business and are broken down into 
regional operations around the world. Regional operations managers are responsible for both domestic and export operations 
within their geographic area.

U.S. Domestic Package

Domestic Package operations include the time-definite delivery of letters, documents and packages throughout the United 
States.

International Package

International Package operations include delivery to more than 220 countries and territories worldwide, including 
shipments wholly outside the United States, as well as shipments with either origin or destination outside the United States. Our 
International Package reporting segment includes the operations of our Europe, Asia and Americas operating segments.

Supply Chain & Freight

Supply Chain & Freight includes our forwarding and logistics operations, UPS Freight and other aggregated business 
units. Our forwarding and logistics business provides services in more than 195 countries and territories worldwide, and 
includes supply chain design and management, freight distribution, customs brokerage, mail and consulting services. UPS 
Freight offers a variety of LTL and TL services to customers in North America. Other aggregated business units within this 
segment include Mail Boxes Etc. (the franchisor of Mail Boxes Etc. and The UPS Store) and UPS Capital.
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In evaluating financial performance, we focus on operating profit as a segment’s measure of profit or loss. Operating 
profit is before investment income, interest expense and income taxes. The accounting policies of the reportable segments are 
the same as those described in the summary of accounting policies (see note 1), with certain expenses allocated between the 
segments using activity-based costing methods. Unallocated assets are comprised primarily of cash, marketable securities, and 
certain investment partnerships.

Segment information as of, and for the years ended, December 31 is as follows (in millions):

2012 2011 2010

Revenue:
U.S. Domestic Package $ 32,856 $ 31,717 $ 29,742
International Package 12,124 12,249 11,133
Supply Chain & Freight 9,147 9,139 8,670

Consolidated $ 54,127 $ 53,105 $ 49,545
Operating Profit:

U.S. Domestic Package $ 459 $ 3,764 $ 3,238
International Package 869 1,709 1,831
Supply Chain & Freight 15 607 572

Consolidated $ 1,343 $ 6,080 $ 5,641
Assets:

U.S. Domestic Package $ 19,934 $ 19,300 $ 18,425
International Package 11,248 6,729 6,228
Supply Chain & Freight 6,610 6,588 6,283
Unallocated 1,071 2,084 2,661

Consolidated $ 38,863 $ 34,701 $ 33,597
Depreciation and Amortization Expense:

U.S. Domestic Package $ 1,220 $ 1,154 $ 1,174
International Package 475 474 443
Supply Chain & Freight 163 154 175

Consolidated $ 1,858 $ 1,782 $ 1,792

Revenue by product type for the years ended December 31 is as follows (in millions):

2012 2011 2010

U.S. Domestic Package:
Next Day Air $ 6,412 $ 6,229 $ 5,835
Deferred 3,392 3,299 2,975
Ground 23,052 22,189 20,932

Total U.S. Domestic Package 32,856 31,717 29,742
International Package:

Domestic 2,531 2,628 2,365
Export 9,033 9,056 8,234
Cargo 560 565 534

Total International Package 12,124 12,249 11,133
Supply Chain & Freight:

Forwarding and Logistics 5,977 6,103 6,022
Freight 2,640 2,563 2,208
Other 530 473 440

Total Supply Chain & Freight 9,147 9,139 8,670
Consolidated $ 54,127 $ 53,105 $ 49,545
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Geographic information as of, and for the years ended, December 31 is as follows (in millions):

2012 2011 2010

United States:
Revenue $ 40,428 $ 39,347 $ 36,795
Long-lived assets $ 16,262 $ 16,085 $ 16,693

International:
Revenue $ 13,699 $ 13,758 $ 12,750
Long-lived assets $ 5,312 $ 5,220 $ 5,047

Consolidated:
Revenue $ 54,127 $ 53,105 $ 49,545
Long-lived assets $ 21,574 $ 21,305 $ 21,740

Long-lived assets include property, plant and equipment, pension and postretirement benefit assets, long-term 
investments, goodwill, and intangible assets.

No countries outside of the United States, nor any individual customers, provided 10% or more of consolidated revenue 
for the years ended December 31, 2012, 2011 or 2010.

NOTE 12. INCOME TAXES

The income tax expense (benefit) for the years ended December 31 consists of the following (in millions):

2012 2011 2010

Current:
U.S. Federal $ 1,901 $ 1,371 $ 776
U.S. State and Local 182 121 119
Non-U.S. 167 166 161

Total Current 2,250 1,658 1,056
Deferred:

U.S. Federal (1,871) 262 828
U.S. State and Local (201) 44 98
Non-U.S. (11) 8 (30)

Total Deferred (2,083) 314 896
Total $ 167 $ 1,972 $ 1,952

Income before income taxes includes the following components (in millions):

2012 2011 2010

United States $ 384 $ 5,309 $ 4,586
Non-U.S. 590 467 704

$ 974 $ 5,776 $ 5,290

A reconciliation of the statutory federal income tax rate to the effective income tax rate for the years ended December 31 
consists of the following:

2012 2011 2010

Statutory U.S. federal income tax rate 35.0% 35.0% 35.0%
U.S. state and local income taxes (net of federal benefit) — 2.0 2.4
Non-U.S. tax rate differential (6.1) (0.4) (0.7)
Nondeductible/nontaxable items (0.4) (0.1) 0.3
U.S. federal tax credits (7.4) (1.7) (1.9)
Other (4.0) (0.7) 1.8
Effective income tax rate 17.1% 34.1% 36.9%
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Our effective tax rate declined to 17.1% in 2012 compared with 34.1% in 2011 largely due to the significance of U.S. 
Federal tax credits and the proportion of taxable income in certain non-U.S. jurisdictions relative to total pre-tax income. 

In the third quarter of 2010, we recognized a $40 million tax benefit associated with the release of a valuation allowance 
against deferred tax assets in our international package operations, partially offset by tax provided for interest earned on 
refunds.

In the first quarter of 2010, we changed the tax status of a German subsidiary that was taxable in the U.S. and its local 
jurisdiction to one that is taxed solely in its local jurisdiction. This change was made primarily to allow for more flexibility in 
funding this subsidiary’s operations with local liquidity sources, improve the cash flow position in the U.S., and help mitigate 
future currency remeasurement risk. As a result of this change in tax status, we recorded a non-cash charge of $76 million, 
which resulted primarily from the write-off of related deferred tax assets which will not be realizable following the change in 
tax status.

Beginning in 2012, we were granted a tax incentive for certain of our non-U.S. operations, which is effective through 
December 31, 2017 and may be extended through December 31, 2022 if additional requirements are satisfied.  The tax 
incentive is conditional upon our meeting specific employment and investment thresholds.  The impact of this tax incentive 
decreased non-U.S. tax expense by $22 million, or $0.02 per share, for 2012.

Deferred tax liabilities and assets are comprised of the following at December 31 (in millions):

2012 2011

Property, plant and equipment $ (3,624) $ (3,607)
Goodwill and intangible assets (1,035) (951)
Other (617) (554)
Deferred tax liabilities (5,276) (5,112)
Pension and postretirement benefits 4,608 2,106
Loss and credit carryforwards (non-U.S. and state) 258 259
Insurance reserves 737 696
Vacation pay accrual 209 208
Stock compensation 159 211
Other 708 635
Deferred tax assets 6,679 4,115
Deferred tax assets valuation allowance (220) (205)
Deferred tax asset (net of valuation allowance) 6,459 3,910
Net deferred tax asset (liability) $ 1,183 $ (1,202)

Amounts recognized in the consolidated balance sheets:
Current deferred tax assets $ 583 $ 611
Current deferred tax liabilities (included in other current liabilities) (36) (31)
Non-current deferred tax assets 684 118
Non-current deferred tax liabilities (48) (1,900)
Net deferred tax asset (liability) $ 1,183 $ (1,202)

The valuation allowance increased by $15, $2 and $30 million during the years ended December 31, 2012, 2011 and 
2010, respectively.

We have U.S. state and local operating loss and credit carryforwards as follows (in millions):

2012 2011

U.S. state and local operating loss carryforwards $ 608 $ 859
U.S. state and local credit carryforwards $ 61 $ 77

The operating loss carryforwards expire at varying dates through 2032. The state credits can be carried forward for 
periods ranging from three years to indefinitely.
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We also have non-U.S. loss carryforwards of approximately $842 million as of December 31, 2012, the majority of which 
may be carried forward indefinitely. As indicated in the table above, we have established a valuation allowance for certain non-
U.S. and state carryforwards, due to the uncertainty resulting from a lack of previous taxable income within the applicable tax 
jurisdictions.

Undistributed earnings of foreign subsidiaries amounted to approximately $3.575 billion at December 31, 2012. Those 
earnings are considered to be indefinitely reinvested and, accordingly, no deferred income taxes have been provided thereon. 
Upon distribution of those earnings in the form of dividends or otherwise, we would be subject to income taxes and 
withholding taxes payable in various jurisdictions, which could potentially be offset by foreign tax credits. Determination of the 
amount of unrecognized deferred income tax liability is not practicable because of the complexities associated with its 
hypothetical calculation.

The following table summarizes the activity related to our unrecognized tax benefits (in millions):

Tax Interest Penalties

Balance at January 1, 2010 $ 266 $ 86 $ 8
Additions for tax positions of the current year 16 — —
Additions for tax positions of prior years 45 25 2
Reductions for tax positions of prior years for:

Changes based on facts and circumstances (27) (10) (3)
Settlements during the period (6) (3) —
Lapses of applicable statute of limitations (10) (3) —

Balance at December 31, 2010 284 95 7
Additions for tax positions of the current year 13 — —
Additions for tax positions of prior years 17 6 —
Reductions for tax positions of prior years for:

Changes based on facts and circumstances (50) (9) (2)
Settlements during the period (11) (19) (1)
Lapses of applicable statute of limitations (1) — (1)

Balance at December 31, 2011 252 73 3
Additions for tax positions of the current year 13 — —
Additions for tax positions of prior years 7 9 1
Reductions for tax positions of prior years for:

Changes based on facts and circumstances (22) (18) —
Settlements during the period (3) (7) —
Lapses of applicable statute of limitations (15) (4) —

Balance at December 31, 2012 $ 232 $ 53 $ 4

The total amount of gross unrecognized tax benefits as of December 31, 2012, 2011 and 2010 that, if recognized, would 
affect the effective tax rate was $224, $247 and $283 million, respectively. We also had gross recognized tax benefits of $280, 
$291 and $326 million recorded as of December 31, 2012, 2011 and 2010, respectively, associated with outstanding refund 
claims for prior tax years. Therefore, we had a net receivable recorded with respect to prior years’ income tax matters in the 
accompanying consolidated balance sheets. Additionally, we have recognized a receivable for interest of $23, $27 and $32 
million for the recognized tax benefits associated with outstanding refund claims as of December 31, 2012, 2011 and 2010, 
respectively. Our continuing practice is to recognize interest and penalties associated with income tax matters as a component 
of income tax expense.

We file income tax returns in the U.S. federal jurisdiction, most U.S. state and local jurisdictions, and many non-U.S. 
jurisdictions. We have substantially resolved all U.S. federal income tax matters for tax years prior to 2005. During the fourth 
quarter of 2010, we received a refund of $139 million as a result of the resolution of tax years 2003 through 2004 with the IRS 
Appeals Office. We have filed all required U.S. state and local returns reporting the result of the resolution of the U.S. federal 
income tax audit of the tax years 2003 and 2004. A limited number of U.S. state and local matters are the subject of ongoing 
audits, administrative appeals or litigation.
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In June 2011, we received an IRS Revenue Agent Report (RAR) covering income taxes for tax years 2005 through 2007, 
in addition to the excise tax matters described in note 8.  The income tax RAR proposed adjustments related to the value of 
acquired software and intangibles, research credit expenditures, and the amount of deductible costs associated with our British 
Pound Sterling Notes exchange offer completed in May 2007. Receipt of the RAR represents only the conclusion of the 
examination process. We disagree with some of the proposed adjustments related to these matters. Therefore, we filed protests 
and, in the third quarter of 2011, the IRS responded to our protests and forwarded the case to IRS Appeals.

We expect to begin discussions of these income tax matters with IRS Appeals within the next twelve months.  It should be 
noted, however, that the ultimate resolution of these matters will result in a refund to UPS - even according to the adjustments 
proposed by the IRS.

At this time, we do not believe the ultimate resolution of these income tax matters will have a material effect on our 
financial condition, results of operations, or liquidity. 

A number of years may elapse before an uncertain tax position is audited and ultimately settled. It is difficult to predict 
the ultimate outcome or the timing of resolution for uncertain tax positions. It is reasonably possible that the amount of 
unrecognized tax benefits could significantly increase or decrease within the next twelve months. Items that may cause changes 
to unrecognized tax benefits include the timing of interest deductions and the allocation of income and expense between tax 
jurisdictions. These changes could result from the settlement of ongoing litigation, the completion of ongoing examinations, the 
expiration of the statute of limitations or other unforeseen circumstances. At this time, an estimate of the range of the 
reasonably possible change cannot be made. 

NOTE 13. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share (in millions, except per share 
amounts):
 

2012 2011 2010

Numerator:
Net income attributable to common shareowners $ 807 $ 3,804 $ 3,338

Denominator:
Weighted average shares 957 977 991
Deferred compensation obligations 1 2 2
Vested portion of restricted shares 2 2 1

Denominator for basic earnings per share 960 981 994
Effect of dilutive securities:

Restricted performance units 3 3 3
Restricted stock units 5 6 6
Stock options 1 1 —

Denominator for diluted earnings per share 969 991 1,003
Basic earnings per share $ 0.84 $ 3.88 $ 3.36
Diluted earnings per share $ 0.83 $ 3.84 $ 3.33

Diluted earnings per share for the years ended December 31, 2012, 2011, and 2010 exclude the effect of 2.6, 7.4 and 
11.1 million shares, respectively, of common stock that may be issued upon the exercise of employee stock options because 
such effect would be antidilutive.



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

98

NOTE 14. DERIVATIVE INSTRUMENTS AND RISK MANAGEMENT

Risk Management Policies

We are exposed to market risk, primarily related to foreign exchange rates, commodity prices and interest rates. These 
exposures are actively monitored by management. To manage the volatility relating to certain of these exposures, we enter into a 
variety of derivative financial instruments. Our objective is to reduce, where it is deemed appropriate to do so, fluctuations in 
earnings and cash flows associated with changes in foreign currency rates, commodity prices and interest rates. It is our policy and 
practice to use derivative financial instruments only to the extent necessary to manage exposures. As we use price sensitive 
instruments to hedge a certain portion of our existing and anticipated transactions, we expect that any loss in value for those 
instruments generally would be offset by increases in the value of those hedged transactions. We do not hold or issue derivative 
financial instruments for trading or speculative purposes.

Credit Risk Management

The forward contracts, swaps and options discussed below contain an element of risk that the counterparties may be unable to 
meet the terms of the agreements. However, we minimize such risk exposures for these instruments by limiting the counterparties to 
banks and financial institutions that meet established credit guidelines, and monitoring counterparty credit risk to prevent 
concentrations of credit risk with any single counterparty.

We have agreements with substantially all of our active counterparties containing early termination rights and/or bilateral 
collateral provisions whereby cash is required whenever the net fair value of derivatives associated with those counterparties exceed 
specific thresholds. Events, such as a credit rating downgrade (depending on the ultimate rating level) would typically require an 
increase in the amount of collateral required of the counterparty and/or allow us to take additional protective measures such as early 
termination of trades. At December 31, 2012, we held cash collateral of $59 million under these agreements.

In connection with the agreements described above, we could also be required to provide additional collateral or terminate 
transactions with certain counterparties in the event of a downgrade of our debt rating. The amount of additional collateral is a fixed 
incremental amount. At December 31, 2012 the aggregate fair value of the instruments covered by these contractual features that 
were in a net liability position was $129 million; however, we were not required to post any collateral with our counterparties as of 
that date.

We have not historically incurred, and do not expect to incur in the future, any losses as a result of counterparty default.

Accounting Policy for Derivative Instruments

We recognize all derivative instruments as assets or liabilities in the consolidated balance sheets at fair value. The accounting 
for changes in the fair value of a derivative instrument depends on whether it has been designated and qualifies as part of a hedging 
relationship and, further, on the type of hedging relationship. For those derivative instruments that are designated and qualify as 
hedging instruments, a company must designate the derivative, based upon the exposure being hedged, as a cash flow hedge, a fair 
value hedge or a hedge of a net investment in a foreign operation.

A cash flow hedge refers to hedging the exposure to variability in expected future cash flows that is attributable to a particular 
risk. For derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the gain or loss on the 
derivative instrument is reported as a component of AOCI, and reclassified into earnings in the same period during which the 
hedged transaction affects earnings. The remaining gain or loss on the derivative instrument in excess of the cumulative change in 
the present value of future cash flows of the hedged item, or hedge components excluded from the assessment of effectiveness, are 
recognized in the statements of consolidated income during the current period.

A fair value hedge refers to hedging the exposure to changes in the fair value of an existing asset or liability on the 
consolidated balance sheets that is attributable to a particular risk. For derivative instruments that are designated and qualify as a 
fair value hedge, the gain or loss on the derivative instrument is recognized in the statements of consolidated income during the 
current period, as well as the offsetting gain or loss on the hedged item.

A net investment hedge refers to the use of cross currency swaps, forward contracts or foreign currency denominated debt to 
hedge portions of our net investments in foreign operations. For hedges that meet the effectiveness requirements, the net gains or 
losses attributable to changes in spot exchange rates are recorded in the cumulative translation adjustment within AOCI. The 
remainder of the change in value of such instruments is recorded in earnings.
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Types of Hedges

Commodity Risk Management

Currently, the fuel surcharges that we apply to our domestic and international package and LTL services are the primary 
means of reducing the risk of adverse fuel price changes on our business. We periodically enter into option contracts on energy 
commodity products to manage the price risk associated with forecasted transactions involving refined fuels, principally jet-A, 
diesel and unleaded gasoline. The objective of the hedges is to reduce the variability of cash flows, due to changing fuel prices, 
associated with the forecasted transactions involving those products. We designate and account for these contracts as cash flow 
hedges of the underlying forecasted transactions involving these fuel products and, therefore, the resulting gains and losses from 
these hedges are recognized as a component of fuel expense or revenue when the underlying transactions occur.

Foreign Currency Risk Management

To protect against the reduction in value of forecasted foreign currency cash flows from our international package business, 
we maintain a foreign currency cash flow hedging program. Our most significant foreign currency exposures relate to the Euro, the 
British Pound Sterling, Canadian Dollar, Chinese Renminbi and Hong Kong Dollar. We hedge portions of our forecasted revenue 
denominated in foreign currencies with option contracts. We have designated and account for these contracts as cash flow hedges of 
anticipated foreign currency denominated revenue and, therefore, the resulting gains and losses from these hedges are recognized as 
a component of international package revenue when the underlying sales transactions occur.

We also hedge portions of our anticipated cash settlements of intercompany transactions subject to foreign currency 
remeasurement using foreign currency forward contracts. We have designated and account for these contracts as cash flow hedges 
of forecasted foreign currency denominated transactions, and therefore the resulting gains and losses from these hedges are 
recognized as a component of other operating expense when the underlying transactions are subject to currency remeasurement.

We have foreign currency denominated debt obligations and capital lease obligations associated with our aircraft. For some of 
these debt obligations and leases, we hedge the foreign currency denominated contractual payments using cross-currency interest 
rate swaps, which effectively convert the foreign currency denominated contractual payments into U.S. Dollar denominated 
payments. We have designated and account for these swaps as cash flow hedges of the forecasted contractual payments and, 
therefore, the resulting gains and losses from these hedges are recognized in the statements of consolidated income when the 
currency remeasurement gains and losses on the underlying debt obligations and leases are incurred.

Interest Rate Risk Management

Our indebtedness under our various financing arrangements creates interest rate risk. We use a combination of derivative 
instruments, including interest rate swaps and cross-currency interest rate swaps, as part of our program to manage the fixed and 
floating interest rate mix of our total debt portfolio and related overall cost of borrowing. The notional amount, interest payment and 
maturity dates of the swaps match the terms of the associated debt being hedged. Interest rate swaps allow us to maintain a target 
range of floating rate debt within our capital structure.

We have designated and account for interest rate swaps that convert fixed rate interest payments into floating rate interest 
payments as hedges of the fair value of the associated debt instruments. Therefore, the gains and losses resulting from fair value 
adjustments to the interest rate swaps and fair value adjustments to the associated debt instruments are recorded to interest expense 
in the period in which the gains and losses occur. We have designated and account for interest rate swaps that convert floating rate 
interest payments into fixed rate interest payments as cash flow hedges of the forecasted payment obligations. The gains and losses 
resulting from fair value adjustments to the interest rate swap are recorded to AOCI.

We periodically hedge the forecasted fixed-coupon interest payments associated with anticipated debt offerings, using forward 
starting interest rate swaps, interest rate locks or similar derivatives. These agreements effectively lock a portion of our interest rate 
exposure between the time the agreement is entered into and the date when the debt offering is completed, thereby mitigating the 
impact of interest rate changes on future interest expense. These derivatives are settled commensurate with the issuance of the debt, 
and any gain or loss upon settlement is amortized as an adjustment to the effective interest yield on the debt.
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Outstanding Positions

The notional amounts of our outstanding derivative positions were as follows as of December 31, 2012 and 2011 (in 
millions):

  2012 2011

Currency Hedges:
Euro EUR 1,783 1,685
British Pound Sterling GBP 797 870
Canadian Dollar CAD 341 318
United Arab Emirates Dirham AED 551 —
Malaysian Ringgit MYR 500 —

Interest Rate Hedges:
Fixed to Floating Interest Rate Swaps USD 7,274 6,424
Floating to Fixed Interest Rate Swaps USD 781 791
Interest Rate Basis Swaps USD 2,500 —

As of December 31, 2012, we had no outstanding commodity hedge positions. The maximum term over which we are 
hedging exposures to the variability of cash flow is 37 years.

Balance Sheet Recognition

The following table indicates the location on the balance sheet in which our derivative assets and liabilities have been 
recognized, and the related fair values of those derivatives as of December 31, 2012 and 2011 (in millions). The table is segregated 
between those derivative instruments that qualify and are designated as hedging instruments and those that are not, as well as by 
type of contract and whether the derivative is in an asset or liability position.
 

Asset Derivatives Balance Sheet Location

Fair Value
Hierarchy

Level 2012 2011

Derivatives designated as hedges:
Foreign exchange contracts Other current assets Level 2 $ 27 $ 164
Interest rate contracts Other current assets Level 2 1 —
Foreign exchange contracts Other non-current assets Level 2 14 —
Interest rate contracts Other non-current assets Level 2 420 401
Derivatives not designated as hedges:
Foreign exchange contracts Other current assets Level 2 3 2
Interest rate contracts Other non-current assets Level 2 101 82

Total Asset Derivatives $ 566 $ 649

Liability Derivatives Balance Sheet Location

Fair Value
Hierarchy

Level 2012 2011

Derivatives designated as hedges:
Foreign exchange contracts Other non-current liabilities Level 2 103 185
Interest rate contracts Other non-current liabilities Level 2 14 13
Derivatives not designated as hedges:
Foreign exchange contracts Other current liabilities Level 2 1 —
Interest rate contracts Other non-current liabilities Level 2 41 10

Total Liability Derivatives $ 159 $ 208
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Income Statement Recognition

The following table indicates the amount and location in the statements of consolidated income in which derivative gains and 
losses, as well as the related amounts reclassified from AOCI, have been recognized for those derivatives designated as cash flow 
hedges for the years ended December 31, 2012 and 2011 (in millions):

Derivative Instruments in Cash
Flow Hedging Relationships

Amount of Gain (Loss) Recognized 
in OCI on Derivative (Effective 

Portion)

Location of Gain
(Loss) Reclassified
from Accumulated
OCI into Income

(Effective Portion)

Amount of Gain (Loss) 
Reclassified from Accumulated OCI 

into Income (Effective Portion)
2012 2011 2012 2011

Interest rate contracts $ (71) $ (6) Interest Expense $ (22) $ (19)
Foreign exchange contracts 84 (85) Interest Expense 24 13
Foreign exchange contracts

(5) 5 Other Operating Expense — —
Foreign exchange contracts (76) 35 Revenue 61 (101)
Commodity contracts — 9 Fuel Expense — 9

Total $ (68) $ (42) $ 63 $ (98)

As of December 31, 2012, $58 million of pre-tax losses related to cash flow hedges that are currently deferred in AOCI are 
expected to be reclassified to income over the 12 month period ended December 31, 2013. The actual amounts that will be 
reclassified to income over the next 12 months will vary from this amount as a result of changes in market conditions.

The amount of ineffectiveness recognized in income on derivative instruments designated in cash flow hedging relationships 
was immaterial for the years ended December 31, 2012, 2011 and 2010.

The following table indicates the amount and location in the statements of consolidated income in which derivative gains and 
losses, as well as the associated gains and losses on the underlying exposure, have been recognized for those derivatives designated 
as fair value hedges for the years ended December 31, 2012 and 2011 (in millions):

Derivative Instruments 
in

Fair Value Hedging
Relationships

Location of
Gain (Loss)

Recognized in
Income

Amount of Gain (Loss) 
Recognized 
in Income Hedged Items in

Fair Value Hedging
Relationships

Location of Gain
(Loss)

Recognized in
Income

Amount of Gain (Loss) 
Recognized 
in Income

2012 2011 2012 2011

Interest rate
contracts

Interest Expense $ 20 $ 320 Fixed-Rate Debt
and Capital Leases

Interest Expense $ (20) $ (320)

Additionally, we maintain some foreign exchange forward and interest rate swap contracts that are not designated as hedges. 
These foreign exchange forward contracts are intended to provide an economic offset to foreign currency remeasurement risks for 
certain assets and liabilities in our consolidated balance sheets. These interest rate swap contracts are intended to provide an 
economic hedge of a portfolio of interest bearing receivables. The income statement impact of these hedges was not material for any 
period presented.

We also periodically terminate interest rate swaps and foreign currency options by entering into offsetting swap and foreign 
currency positions with different counterparties. As part of this process, we de-designate our original swap and foreign currency 
contracts. These transactions provide an economic offset that effectively eliminates the effects of changes in market valuation.

We have entered into several interest rate basis swaps, which effectively convert cash flows based on variable LIBOR-based 
interest rates to cash flows based on the prevailing federal funds interest rate. These swaps are not designated as hedges, and all 
amounts related to fair value changes and settlements are recorded to interest expense in the statements of consolidated income. 
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The following is a summary of the amounts recorded in the statements of consolidated income related to fair value changes 
and settlements of these foreign currency forward and interest rate swap contracts not designated as hedges for the years ended 
December 31, 2012 and 2011 (in millions):

Derivative Instruments Not Designated in
Hedging Relationships

Location of Gain
(Loss) Recognized

in Income

Amount of Gain (Loss) 
Recognized in Income

2012 2011

Foreign exchange contracts Revenue $ 2 $ —
Foreign exchange contracts Other Operating Expenses 19 2
Foreign exchange contracts Investment Income (22) —
Interest rate contracts Interest Expense (12) (8)
Total $ (13) $ (6)

Fair Value Measurements

Our foreign currency, interest rate and energy derivatives are largely comprised of over-the-counter derivatives, which are 
primarily valued using pricing models that rely on market observable inputs such as yield curves, currency exchange rates and 
commodity forward prices, and therefore are classified as Level 2. The fair values of our derivative assets and liabilities as of 
December 31, 2012 and 2011 by hedge type are as follows (in millions):
 

Quoted Prices in
Active Markets 

for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

2012
Assets
Foreign Exchange Contracts $ — $ 44 $ — $ 44
Interest Rate Contracts — 522 — 522

Total $ — $ 566 $ — $ 566
Liabilities
Foreign Exchange Contracts $ — $ 104 $ — $ 104
Interest Rate Contracts — 55 — 55

Total $ — $ 159 $ — $ 159

  

Quoted Prices in
Active Markets 

for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

2011
Assets
Foreign Exchange Contracts $ — $ 166 $ — $ 166
Interest Rate Contracts — 483 — 483

Total $ — $ 649 $ — $ 649
Liabilities
Foreign Exchange Contracts $ — $ 185 $ — $ 185
Interest Rate Contracts — 23 — 23

Total $ — $ 208 $ — $ 208
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NOTE 15. RESTRUCTURING COSTS AND BUSINESS DISPOSITIONS

We have incurred restructuring costs associated with the termination of employees, facility consolidations and other costs 
directly related to restructuring initiatives. These initiatives have resulted from the integration of acquired companies, as well as 
restructuring activities associated with cost containment and operational efficiency programs. Additionally, we have sold or 
shut-down certain non-core business units in 2010, and recorded gains or losses upon the sale, as well as costs associated with 
each transaction.

Supply Chain & Freight—Germany

In February 2010, we completed the sale of a specialized transportation and express freight business in Germany within 
our Supply Chain & Freight segment. As part of the sale transaction, we incurred certain costs associated with employee 
severance payments, other employee benefits, transition services, and leases on operating facilities and equipment. 
Additionally, we provided a guarantee for a period of two years from the date of sale for certain employee benefit payments 
being assumed by the buyer. We recorded a pre-tax loss of $51 million ($47 million after-tax) for this transaction in 2010, 
which included the costs associated with the sale transaction and the fair value of the guarantee. This loss is recorded in the 
caption “other expenses” in the statements of consolidated income.

Supply Chain & Freight—United States

In December 2010, we completed the sale of our UPS Logistics Technologies, Inc. business unit, which produced 
transportation routing and fleet management systems. We recognized a $71 million pre-tax gain on the sale ($44 million after 
tax), which is included in the caption “other expenses” in the consolidated income statement, and is included in the results of 
our Supply Chain & Freight segment. The operating results of the UPS Logistics Technologies, Inc business unit were not 
material to our consolidated or segment operating results in any of the periods presented.

U.S. Domestic Package Restructuring

In an effort to improve performance in the U.S. Domestic Package segment, we announced a program to streamline our 
domestic management structure in January 2010. As part of this restructuring, we reduced the number of domestic districts and 
regions in our U.S. small package operation in order to better align our operations geographically and allow more local 
decision-making and resources to be deployed for our customers. Effective in April 2010, we reduced our U.S. regions from 
five to three and our U.S. districts from 46 to 20. The restructuring eliminated approximately 1,800 management and 
administrative positions in the U.S. Approximately 1,100 employees were offered voluntary severance packages, while other 
impacted employees received severance benefits based on length of service, and access to support programs. We recorded a 
pre-tax charge of $98 million ($64 million after-tax) in the first quarter of 2010 related to the costs of this program, which 
reflects the value of voluntary retirement benefits, severance benefits and unvested stock compensation. During the remainder 
of 2010, we incurred additional costs related to the relocation of employees and other restructuring activities, however those 
costs were offset by savings from the staffing reductions.

NOTE 16. SUBSEQUENT EVENTS

On January 30, 2013, the European Commission issued a formal decision prohibiting our proposed acquisition of TNT 
Express N.V. ("TNT Express").  As a result of the prohibition by the European Commission, the condition of our offer requiring 
European Union competition clearance was not fulfilled, and our proposed acquisition of TNT Express could not be completed.    
Given this outcome, UPS and TNT Express entered a separate agreement to terminate the merger protocol, and we withdrew 
our formal offer for TNT Express.  Under this termination agreement, we have paid a break-up fee to TNT Express of €200 
million (approximately $268 million) in the first quarter of 2013.

In January 2013, we purchased the noncontrolling interest in our joint venture that operates in the Middle East, Turkey, 
and portions of the Central Asia region (see note 9), for $70 million.  After this transaction, we own 100% of this entity.
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NOTE 17. QUARTERLY INFORMATION (unaudited)

Our revenue, segment operating profit, net income, basic and diluted earnings per share on a quarterly basis are presented 
below (in millions, except per share amounts):

  First Quarter Second Quarter Third Quarter Fourth Quarter
  2012 2011 2012 2011 2012 2011 2012 2011

Revenue:
U.S. Domestic Package $ 8,004 $ 7,543 $ 8,058 $ 7,737 $ 7,861 $ 7,767 $ 8,933 $ 8,670
International Package 2,966 2,900 3,014 3,139 2,943 3,057 3,201 3,153
Supply Chain & Freight 2,166 2,139 2,277 2,315 2,267 2,342 2,437 2,343

Total revenue 13,136 12,582 13,349 13,191 13,071 13,166 14,571 14,166
Operating profit (loss):

U.S. Domestic Package 995 880 1,134 997 129 1,046 (1,799) 841
International Package 408 453 454 505 449 417 (442) 334
Supply Chain & Freight 166 139 202 243 188 203 (541) 22

Total operating profit (loss) 1,569 1,472 1,790 1,745 766 1,666 (2,782) 1,197
Net income (loss) $ 970 $ 915 $ 1,116 $ 1,092 $ 469 $ 1,072 $ (1,748) $ 725
Net income (loss) per share:

Basic $ 1.01 $ 0.92 $ 1.16 $ 1.11 $ 0.49 $ 1.10 $ (1.83) $ 0.75
Diluted $ 1.00 $ 0.91 $ 1.15 $ 1.09 $ 0.48 $ 1.09 $ (1.83) $ 0.74

Operating profit for the quarter ended September 30, 2012 was impacted by a charge for the establishment of a 
withdrawal liability related to our withdrawal from the New England Teamsters and Trucking Industry Pension Fund, a 
multiemployer pension plan.  This charge reduced the operating profit for the U.S. Domestic Package segment by $896 million, 
net income by $559 million and basic and diluted earnings per share by $0.58.  

Operating profit for the quarter ended December 31, 2012 was impacted by a mark-to-market loss on our pension and 
postretirement benefit plans related to the remeasurement of plan assets and liabilities recognized outside of a 10% corridor of 
$4.831 billion (allocated as follows—U.S. Domestic Package $3.177 billion, International Package $941 million, Supply 
Chain & Freight $713 million). This loss reduced net income by $3.023 billion, and basic and diluted earnings per share by 
$3.16.

Operating profit for the quarter ended June 30, 2011 was impacted by gains and losses on certain real estate transactions, 
including a $15 million loss in the U.S. Domestic Package segment and a $48 million gain in the Supply Chain & Freight 
segment. The combined impact of these transactions increased net income by $20 million, and basic and diluted earnings per 
share by $0.02.

Operating profit for the quarter ended December 31, 2011 was impacted by a mark-to-market loss on our pension and 
postretirement benefit plans related to the remeasurement of plan assets and liabilities recognized outside of a 10% corridor of 
$827 million (allocated as follows—U.S. Domestic Package $479 million, International Package $171 million, Supply Chain & 
Freight $177 million). This loss reduced net income by $527 million, and basic and diluted earnings per share by $0.54.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

 
Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures:

As of the end of the period covered by this report, management, including our chief executive officer and chief financial 
officer, evaluated the effectiveness of the design and operation of our disclosure controls and procedures and internal controls 
over financial reporting. Based upon, and as of the date of, the evaluation, our chief executive officer and chief financial officer 
concluded that the disclosure controls and procedures and internal controls over financial reporting were effective to ensure that 
information required to be disclosed in the reports we file and submit under the Exchange Act is recorded, processed, 
summarized and reported as and when required and is accumulated and communicated to our management, including the Chief 
Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting:

There were no changes in the Company’s internal controls over financial reporting during the quarter ended 
December 31, 2012 that have materially affected, or are reasonably likely to materially affect, the Company’s internal control 
over financial reporting.

Management’s Report on Internal Control Over Financial Reporting:

UPS management is responsible for establishing and maintaining adequate internal controls over financial reporting for 
United Parcel Service, Inc. and its subsidiaries (the “Company”). Based on the criteria for effective internal control over 
financial reporting established in Internal Control—Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission, management has assessed the Company’s internal control over financial reporting 
as effective as of December 31, 2012. The independent registered public accounting firm of Deloitte & Touche LLP, as auditors 
of the consolidated balance sheets of United Parcel Service, Inc. and its subsidiaries as of December 31, 2012 and the related 
consolidated statements of income, comprehensive income and cash flows for the year ended December 31, 2012, has issued an 
attestation report on the Company’s internal control over financial reporting, which is included herein.

/s/    United Parcel Service, Inc.
February 28, 2013
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareowners
United Parcel Service, Inc.
Atlanta, Georgia

We have audited the internal control over financial reporting of United Parcel Service, Inc. and subsidiaries (the 
“Company”) as of December 31, 2012, based on criteria established in Internal Control—Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for 
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over 
financial reporting, included in the accompanying Management’s Report on Internal Control Over Financial Reporting. Our 
responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective 
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding 
of internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design 
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we 
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company’s 
principal executive and principal financial officers, or persons performing similar functions, and effected by the company’s 
board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of 
the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are 
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that 
could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or 
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected on a 
timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to future 
periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of 
December 31, 2012, based on the criteria established in Internal Control—Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated financial statements as of and for the year ended December 31, 2012 of the Company and our report 
dated February 28, 2013 expressed an unqualified opinion on those financial statements.

/s/    Deloitte & Touche LLP

Atlanta, Georgia
February 28, 2013 
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Item 9B. Other Information

None.

PART III
 
Item 10. Directors, Executive Officers and Corporate Governance

Executive Officers of the Registrant
 

Name and Office Age

Principal Occupation
and Employment For
the Last Five Years

David P. Abney
Senior Vice President and Chief Operating Officer

57 Senior Vice President and Chief Operating Officer
(2007 – present), President, UPS Airlines (2007 –
2008), Senior Vice President and President, UPS
International (2003 – 2007).

David A. Barnes
Senior Vice President and Chief Information Officer

57 Senior Vice President and Chief Information Officer 
(2005 – present).

Daniel J. Brutto
Senior Vice President and President, UPS International

56 Senior Vice President and President, UPS
International (2008 – present), President, Global
Freight Forwarding (2006 – 2007), Corporate
Controller (2004 – 2006).

D. Scott Davis
Chairman and Chief Executive Officer

61 Chairman and Chief Executive Officer (2008 –
present), Vice Chairman (2006 – 2007), Senior Vice
President, Chief Financial Officer and Treasurer
(2001 – 2007), Director (2006 – present).

Alan Gershenhorn
Senior Vice President

54 Senior Vice President, Worldwide Sales, Marketing
and Strategy (2011 – present), Senior Vice
President, Worldwide Sales and Marketing (2008 –
2010), Senior Vice President and President, UPS
International (2007), President, UPS Supply Chain
Solutions – Asia and Europe (2006).

Myron Gray
Senior Vice President

55 Senior Vice President, U.S. Operations (2009 –
present), Vice President, Americas Region (2008 –
2009), Vice President, North Central Region (2004
– 2008).

Kurt P. Kuehn
Senior Vice President and Chief Financial Officer

58 Senior Vice President and Chief Financial Officer
(2008 – present), Treasurer (2008 – 2010), Senior
Vice President, Worldwide Sales and Marketing
(2004 – 2007).

Teri P. McClure
Senior Vice President, General Counsel and
Corporate Secretary

49 Senior Vice President of Legal, Compliance and
Public Affairs, General Counsel and Corporate
Secretary (2006 – present), Corporate Legal
Department Manager (2005 – 2006).

John J. McDevitt
Senior Vice President

54 Senior Vice President, Human Resources and Labor
Relations (2012 – Present), Senior Vice President,
Global Transportation Services and Labor Relations
(2005 – 2011).

Christine M. Owens
Senior Vice President

57 Senior Vice President, Communications and Brand
Management (2005 – present).

Information about our directors is presented under the caption “Election of Directors” in our definitive Proxy Statement 
for the Annual Meeting of Shareowners to be held on May 2, 2013 and is incorporated herein by reference.

Information about our Audit Committee is presented under the caption “Election of Directors—Committees of the Board 
of Directors—Audit Committee” in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 
2, 2013 and is incorporated herein by reference.
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Information about our Code of Business Conduct is presented under the caption “Where You Can Find More Information” 
in Part I, Item 1 of this report.

Information about our compliance with Section 16 of the Exchange Act of 1934, as amended, is presented under the 
caption “Section 16(a) Beneficial Ownership Reporting Compliance” in our definitive Proxy Statement for the Annual Meeting 
of Shareowners to be held on May 2, 2013 and is incorporated herein by reference.

 
Item 11. Executive Compensation

Information about executive compensation is presented under the captions “Compensation Discussion and Analysis,” 
“Compensation of Executive Officers,” “Compensation of Directors,” “Report of the Compensation Committee” and 
“Compensation Committee Interlocks and Insider Participation” in our definitive Proxy Statement for the Annual Meeting of 
Shareowners to be held on May 2, 2013 and is incorporated herein by reference.

 
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Information about security ownership is presented under the caption “Beneficial Ownership of Common Stock” in our 
definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 2, 2013 and is incorporated herein by 
reference.

Information about our equity compensation plans is presented under the caption “Equity Compensation Plans” in our 
definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 2, 2013 and is incorporated herein by 
reference.

 
Item 13. Certain Relationships and Related Transactions, and Director Independence

Information about transactions with related persons is presented under the caption “Related Person Transactions” in our 
definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 2, 2013 and is incorporated herein by 
reference.

Information about director independence is presented under the caption “Election of Directors—Director Independence” 
in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 2, 2013 and is incorporated herein 
by reference.

 
Item 14. Principal Accounting Fees and Services

Information about aggregate fees billed to us by our principal accountant is presented under the caption “Principal 
Accounting Firm Fees” in our definitive Proxy Statement for the Annual Meetings of Shareowners to be held on May 2, 2013 
and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) 1. Financial Statements.

See Item 8 for the financial statements filed with this report.

2. Financial Statement Schedules.

None.

3. List of Exhibits.

See the Exhibit Index for a list of the exhibits incorporated by reference into or filed with this report.

(b) Exhibits required by Item 601 of Regulation S-K.

See the Exhibit Index for a list of the exhibits incorporated by reference into or filed with this report.

(c) Financial Statement Schedules.

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, United Parcel Service, Inc. has 
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

UNITED PARCEL SERVICE, INC.
(REGISTRANT)

By:   /S/    D. SCOTT DAVIS        
  D. Scott Davis

 
Chairman and

Chief Executive Officer

Date: February 28, 2013

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following 
persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature    Title   Date

/S/  F. DUANE ACKERMAN           Director   February 28, 2013
F. Duane Ackerman

/S/  MICHAEL J. BURNS            Director   February 28, 2013
Michael J. Burns

/S/  D. SCOTT DAVIS    Chairman, Chief Executive Officer and Director (Principal Executive Officer)   February 28, 2013
D. Scott Davis

/S/  STUART E. EIZENSTAT           Director   February 28, 2013
Stuart E. Eizenstat

/S/  MICHAEL L. ESKEW           Director   February 28, 2013
Michael L. Eskew

/S/  WILLIAM R. JOHNSON           Director   February 28, 2013
William R. Johnson

/S/  CANDACE B. KENDLE           Director   February 28, 2013
Candace B. Kendle

/S/  KURT P. KUEHN            Chief Financial Officer (Principal Financial and Accounting Officer)   February 28, 2013
Kurt P. Kuehn

/S/  ANN M. LIVERMORE           Director   February 28, 2013
Ann M. Livermore

/S/  RUDY MARKHAM            Director   February 28, 2013
Rudy Markham

/S/  CLARK T. RANDT, JR.           Director   February 28, 2013
Clark T. Randt, Jr.

/S/  JOHN W. THOMPSON         Director February 28, 2013
John W. Thompson

/S/  CAROL B. TOMÉ         Director February 28, 2013
Carol B. Tomé

/S/  KEVIN M. WARSH       Director February 28, 2013
Kevin M. Warsh
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EXHIBIT INDEX
 

Exhibit
No.   Description

2.1 — Agreement and Plan of Merger, dated as of September 22, 1999, among United Parcel Service of America, Inc., United
Parcel Service, Inc. and UPS Merger Subsidiary, Inc. (incorporated by reference to Form S-4 (No. 333-83349), filed on
July 21, 1999, as amended).

2.2 — Merger Protocol, dated as of March 19, 2012, between United Parcel Service, Inc. and TNT Express N.V. (incorporated
by reference to Form 8-K, filed on March 19, 2012).

†2.3 — Termination Agreement, dated as of January 22, 2013, between United Parcel Service, Inc. and TNT Express N.V.

3.1 — Form of Restated Certificate of Incorporation of United Parcel Service, Inc. (incorporated by reference to Exhibit 3.2 to
Form 8-K filed on May 12, 2010).

3.2 — Amended and Restated Bylaws of United Parcel Service, Inc. as of May 6, 2010 (incorporated by reference to Exhibit
3.1 to Form 8-K, filed on May 12, 2010).

4.1 — Indenture relating to 8  3/8% Debentures due April 1, 2020 (incorporated by reference to Exhibit 4(c) to Registration 
Statement No. 33-32481, filed December 7, 1989).

4.2 — Indenture relating to Exchange Offer Notes Due 2030 (incorporated by reference to Exhibit T-3C to Form T-3 filed
December 18, 1997).

4.3 — Indenture relating to $2,000,000,000 of debt securities (incorporated by reference to Exhibit 4.1 to Pre-Effective
Amendment No. 1 to Form S-3 (No. 333-08369), filed on January 26, 1999).

4.4 — Form of Supplemental Indenture relating to $2,000,000,000 of debt securities (incorporated by reference to Exhibit 4.2
to Post-Effective Amendment No. 1 to Form S-3 (No. 333-08369-01), filed on March 15, 2000).

4.5 — Form of Second Supplemental Indenture relating to $2,000,000,000 of debt securities (incorporated by reference to
Exhibit 4 to Form 10-Q for the Quarter Ended September 30, 2001).

4.6 — Form of Indenture relating to $2,000,000,000 of debt securities (incorporated by reference to Exhibit 4.1 to Form S-3
(No. 333-108272), filed on August 27, 2003).

4.7 — Form of Note for 4.50% Senior Notes due January 15, 2013 (incorporated by reference to Exhibit 4.1 to Form 8-K filed
on January 15, 2008).

4.8 — Form of Note for 5.50% Senior Notes due January 15, 2018 (incorporated by reference to Exhibit 4.2 to Form 8-K filed
on January 15, 2008).

4.9 — Form of Note for 6.20% Senior Notes due January 15, 2038 (incorporated by reference to Exhibit 4.3 to Form 8-K filed
on January 15, 2008).

4.10 — Form of Note for 3.875% Senior Notes due April 1, 2014 (incorporated by reference to Exhibit 4.1 to Form 8-K filed on
March 24, 2009).

4.11 — Form of Note for 5.125% Senior Notes due April 1, 2019 (incorporated by reference to Exhibit 4.2 to Form 8-K filed on
March 24, 2009).

4.12 — Form of Note for 3.125% Senior Notes due January 15, 2021 (incorporated by reference to Exhibit 4.1 to Form 8-K
filed on November 12, 2010).

4.13 — Form of Note for 4.875% Senior Notes due November 15, 2040 (incorporated by reference to Exhibit 4.2 to Form 8-K
filed on November 12, 2010).

4.14 — Form of Note for 1.125% Senior Notes due October 1, 2017 (incorporated by reference to Exhibit 4.1 to Form 8-K filed 
on September 27, 2012).

4.15 — Form of Note for 2.450% Senior Notes due October 1, 2022 (incorporated by reference to Exhibit 4.2 to Form 8-K filed 
on September 27, 2012).

4.16 — Form of Note for 3.625% Senior Notes due October 1, 2042 (incorporated by reference to Exhibit 4.3 to Form 8-K filed 
on September 27, 2012).

10.1 — UPS Retirement Plan, as Amended and Restated, effective January 1, 2010 (incorporated by reference to Exhibit 10.2 to
the 2009 Annual Report on Form 10-K).
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(1)    Amendment No. 1 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.2(1) to the 2010 Annual
Report on Form 10-K).

(2) Amendment No. 2 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.1(2) to the 2011 Annual
Report on Form 10-K).

(3) Amendment No. 3 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.1(3) to the 2011 Annual
Report on Form 10-K).

†(4) Amendment No. 4 to the UPS Retirement Plan.

†(5) Amendment No. 5 to the UPS Retirement Plan.

10.2 — UPS Savings Plan, as Amended and Restated (incorporated by reference to Exhibit 10.3 to 2008 Annual Report on Form
10-K).

(1)    Amendment No. 1 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(1) to the 2009 Annual
Report on Form 10-K).

(2)    Amendment No. 2 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(2) to the 2009 Annual
Report on Form 10-K).

(3)    Amendment No. 3 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(3) to the 2010 Annual
Report on Form 10-K).

(4) Amendment No. 4 to the UPS Savings Plan (incorporated by reference to Exhibit 10.2(4) to the 2011 Annual Report
on Form 10-K).

(5) Amendment No. 5 to the UPS Savings Plan (incorporated by reference to Exhibit 10.2(5) to the 2011 Annual Report
on Form 10-K).

†(6) Amendment No. 6 to the UPS Savings Plan.

10.3 — Credit Agreement (364-Day Facility) dated April 12, 2012 among United Parcel Service, Inc., the initial lenders named 
therein, Citigroup Global Markets Inc. and J.P. Morgan Securities LLC as joint lead arrangers and joint bookrunners, 
Barclays Capital and BNP Paribas Securities Corp. as co-lead arrangers, Barclays Bank PLC and BNP Paribas as co-
documentation agents, Citibank, N.A. as administrative agent, and JPMorgan Chase Bank, N.A. as syndication agent 
(incorporated by reference to Exhibit 10.1 to Form 10-Q for the Quarter Ended March 31, 2012).

10.4 — Credit Agreement (5-Year Facility) dated April 12, 2012 among United Parcel Service, Inc., the initial lenders named 
therein, Citigroup Global Markets Inc. and J.P. Morgan Securities LLC as joint lead arrangers and joint bookrunners, 
Barclays Capital and BNP Paribas Securities Corp. as co-lead arrangers, Barclays Bank PLC and BNP Paribas as co-
documentation agents, Citibank, N.A. as administrative agent, and JPMorgan Chase Bank, N.A. as syndication agent 
(incorporated by reference to Exhibit 10.2 to Form 10-Q for the Quarter Ended March 31, 2012).

†10.5 — UPS Excess Coordinating Benefit Plan, as amended and restated.

10.6 — United Parcel Service, Inc. 2009 Omnibus Incentive Compensation Plan (incorporated by reference to Annex II to the
Definitive Proxy Statement, filed on March 13, 2009).

(1)    Form of Long-Term Incentive Performance Award Agreement (incorporated by reference to Exhibit 10.3 to the
Quarterly Report on Form 10-Q for the quarter ended March 31, 2011).

(2)    Form of Non-Management Director Restricted Stock Unit Award (incorporated by reference to Exhibit 10.2 to the
Quarterly Report on Form 10-Q for the quarter ended March 31, 2010).

(3)    UPS Management Incentive Program Terms and Conditions effective as of January 1, 2011 (incorporated by
reference to Exhibit 10.10(3) to the 2010 Annual Report on Form 10-K).

(4) UPS Stock Option Program Terms and Conditions effective as of January 1, 2012 (incorporated by reference to
Exhibit 10.7(4) to the 2011 Annual Report on Form 10-K).

(5) UPS Long-Term Incentive Performance Program Terms and Conditions effective as of January 1, 2012 (incorporated
by reference to Exhibit 10.7(5) to the 2011 Annual Report on Form 10-K).

10.7 — Form of UPS Deferred Compensation Plan (incorporated by reference to Exhibit 10.11 to the 2010 Annual Report on
Form 10-K).

†(1)    Amendment No. 1 to the UPS Deferred Compensation Plan.
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10.8 — United Parcel Service, Inc. Nonqualified Employee Stock Purchase Plan (incorporated by reference to Exhibit 99.1 to
the registration statement on Form S-8 (No. 333-34054), filed on April 5, 2000).

10.9 — Discounted Employee Stock Purchase Plan, as amended and restated, effective October 1, 2002.

(1)    Amendment No. 1 to the Discounted Employee Stock Purchase Plan (incorporated by reference to Exhibit 10.12(1)
to the 2005 Annual Report on Form 10-K).

(2)    Amendment No. 2 to the Discounted Employee Stock Purchase Plan (incorporated by reference to Exhibit 10.13(2)
to the 2009 Annual Report on Form 10-K).

†(3)    Amendment No. 3 to the Discounted Employee Stock Purchase Plan.

10.10 — 2012 Omnibus Incentive Compensation Plan (incorporated by reference to Annex A to the proxy statement filed on 
March 12, 2012).

11 — Statement regarding Computation of per Share Earnings (incorporated by reference to note 13 to Part I, Item 8 
“Financial Statements and Supplementary Data” of this Annual Report on Form 10-K).

†12 — Ratio of Earnings to Fixed Charges.

†18 — Letter on Change in Accounting Principles.

†21 — Subsidiaries of the Registrant.

†23 — Consent of Deloitte & Touche LLP.

†31.1 — Certificate of Chief Executive Officer Pursuant to Rule 13a-14(a), as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

†31.2 — Certificate of Chief Financial Officer Pursuant to Rule 13a-14(a), as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

†32.1 — Certification of the Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

†32.2 —  Certification of the Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

††101 —  The following financial information from the Annual Report on Form 10-K for the year ended December 31, 2011,
formatted in XBRL (Extensible Business Reporting Language): (i) the Consolidated Balance Sheets, (ii) the
Consolidated Statements of Income, (iii) the Consolidated Statements of Comprehensive Income, (iv) the Consolidated
Statements of Cash Flows, and (v) the Notes to the Consolidated Financial Statements.

__________________________

† Filed herewith.

†† Furnished electronically herewith.



Reconciliation of Non-GAAP Financial Measures
(amounts in millions, except per share amounts)

2012 2011 2010 2009 2008 2012 2011 2010 2009 2008
Reported / GAAP 807$ 3,804$ 3,338$ 1,968$ 655$ 0.83$ 3.84$ 3.33$ 1.96$ 0.64$

Defined Benefit Plans Mark-to-Market Charge 3,023 527 75 11 2,428 3.12 0.53 0.07 0.01 2.38
Restructuring Charge - - 64 - - - - 0.06 - -
Gains on Real Estate Transactions - (20) (61) - - - (0.02) (0.06) - -
Multiemployer Pension Plan Withdrawal Charge 559 - - - - 0.58 - - - -
Gains / Losses on Sales of Businesses - - 3 - - - - 0.00 - -
Charge for Change in Tax Filing Status for German Subsidiary - - 76 - - - - 0.08 - -
Goodwill and Intangible Asset Impairments - - - - 575 - - - - 0.56
Aircraft Impairment - - - 116 - - - - 0.11 -
Remeasurement of Certain Foreign-Currency Denominated Obligations - - - 48 - - - - 0.05 -

Adjusted 4,389$ 4,311$ 3,495$ 2,143$ 3,658$ 4.53$ 4.35$ 3.48$ 2.13$ 3.58$

2012 2011 2010 2009 2008 2012 2011 2010 2009 2008
Reported / GAAP 1,343$ 6,080$ 5,641$ 3,508$ 1,619$ 2.5% 11.4% 11.4% 7.7% 3.1%

Defined Benefit Plans Mark-to-Market Charge 4,831 827 112 16 3,892 8.9% 1.6% 0.2% 0.1% 7.6%
Restructuring Charge - - 98 - - 0.0% 0.0% 0.2% 0.0% 0.0%
Gains on Real Estate Transactions - (33) (109) - - 0.0% -0.1% -0.2% 0.0% 0.0%
Multiemployer Pension Plan Withdrawal Charge 896 - - - - 1.7% 0.0% 0.0% 0.0% 0.0%
Gains / Losses on Sales of Businesses - - (20) - - 0.0% 0.0% -0.1% 0.0% 0.0%
Goodwill and Intangible Asset Impairments - - - - 575 0.0% 0.0% 0.0% 0.0% 1.1%
Aircraft Impairment - - - 181 - 0.0% 0.0% 0.0% 0.4% 0.0%

Adjusted 7,070$ 6,874$ 5,722$ 3,705$ 6,086$ 13.1% 12.9% 11.5% 8.2% 11.8%

2012 2011 2010 2012 2011 2010
Beginning Balance (Reported / GAAP) 34,701$ 33,597$ 31,883$ 7,108$ 8,047$ 7,696$
Ending Balance (Reported / GAAP) 38,863$ 34,701$ 33,597$ 4,733$ 7,108$ 8,047$

Defined Benefit Plans Mark-to-Market Charge - - - 3,023 527 75
Restructuring Charge - - 98 - - 64
Gains on Real Estate Transactions - (33) (109) - (20) (61)
Multiemployer Pension Plan Withdrawal Charge - - - 559 - -
Gains / Losses on Sales of Businesses - - (20) - - 3
Charge for Change in Tax Filing Status for German Subsidiary - - - - - 76
Long-Term U.S. Deferred Tax Assets (Related to the Mark-to-Market Charge) (559) - - - - -

Adjusted Ending Balance 38,304$ 34,668$ 33,566$ 8,315$ 7,615$ 8,204$
Average Reported Balance ((Reported Beginning + Reported Ending) / 2) 36,782$ 34,149$ 32,740$ 5,921$ 7,578$ 7,872$
Average Adjusted Balance ((Reported Beginning + Adjusted Ending) / 2) 36,503$ 34,133$ 32,725$ 7,712$ 7,831$ 7,950$
Return on Reported Balance (Reported Net Income / Average Reported Balance) 2.2% 11.1% 10.2% 13.6% 50.2% 42.4%
Return on Adjusted Balance (Adjusted Net Income / Average Adjusted Balance) 12.0% 12.6% 10.7% 56.9% 55.1% 44.0%

Return on Invested Capital
Reported Adjusted Reported Adjusted Reported Adjusted

Operating Profit 1,343$ 7,070$ 6,080$ 6,874$ 5,641$ 5,722$
Less: Taxes (230) (2,439) (2,073) (2,365) (2,082) (1,997)

1,113$ 4,631$ 4,007$ 4,509$ 3,559$ 3,725$

Beginning LT Debt 11,095$ 11,095$ 10,491$ 10,491$ 8,668$ 8,668$
Ending LT Debt 11,089 11,089 11,095 11,095 10,491 10,491
Beginning Shareowners' Equity 7,108 7,108 8,047 8,047 7,696 7,696
Ending Shareowners' Equity 4,733 8,315 7,108 7,615 8,047 8,204
Average Invested Capital 17,013$ 18,804$ 18,371$ 18,624$ 17,451$ 17,530$

Return on Invested Capital 6.5% 24.6% 21.8% 24.2% 20.4% 21.2%

UPS Freight Operating Margin 2012 2011
Reported / GAAP -7.9% -2.2%

Defined Benefit Plans Mark-to-Market Charge 11.6% 5.2%
Adjusted 3.7% 3.0%

Note: The adjustments denoted in the tables above are further described in our annual reports on Form 10-K for the years ended December 31, 2012, 2011 and 2010, as well as in the historical financial
schedules on our investor relations website. The taxes deducted from operating profit in the return on invested capital calculation are based on the reported and adjusted effective tax rates noted
on page 38 of our 2012 annual report on Form 10-K. The adjusted operating profit and operating margin for our U.S. Domestic Package segment is noted on page 24 of our 2012 annual report on
Form 10-K, while the International Package segment adjusted operating profit and margin are reflected on page 28 of the 2012 10-K.

Note: We supplement the reporting of our financial information determined under Generally Accepted Accounting Principles ("GAAP") with certain non-GAAP financial measures, including net income,
earnings per share, operating profit, operating margin, return on assets, return on equity, and return on invested capital adjusted for the non-comparable items listed in the tables above. We
believe these adjusted measures provide meaningful information to assist investors and analysts in understanding our financial results and assessing our prospects for future performance. We
believe these adjusted financial measures are important indicators of our recurring results of operations because they exclude items that may not be indicative of, or are unrelated to, our core
operating results, and provide a better baseline for analyzing trends in our underlying businesses.

Diluted Earnings Per Share

Operating Profit Operating Margin

2012 2011 2010

Return on Assets Return on Shareowners' Equity
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 2012  2011  2010

Revenue $54,127 $53,105 $49,545

Operating expenses 52,784 47,025 43,904

Net income 807 3,804  3,338

Adjusted net income1 4,389 4,311      3,495

Diluted earnings per share 0.83 3.84  3.33

Adjusted diluted earnings per share1 4.53 4.35  3.48

Dividends declared per share  2.28 2.08  1.88

Assets 38,863 34,701 33,597

Long-term debt 11,089 11,095  10,491

Shareowners’ equity 4,733 7,108  8,047

Capital expenditures 2,153 2,005  1,389

Cash and marketable securities 7,924 4,275  4,081

 2012  2011  2010

Return on assets (adj.)1 12.0% 12.6% 10.7%

Return on assets (GAAP) 2.2% 11.1% 10.2%

Return on equity (adj.)1 56.9% 55.1% 44.0%

Return on equity (GAAP) 13.6% 50.2% 42.4%

Return on invested capital (adj.)1 24.6% 24.2% 21.2%

Return on invested capital (GAAP) 6.5% 21.8% 20.4%

Dividend yield 3.1% 2.8% 2.6%

(in millions except for per-share amounts)

(in millions of dollars)

    2012 2011 2010

Net cash from operations  $7,216 $7,073 $3,835

Capital expenditures   (2,153) (2,005) (1,389)

Proceeds from disposals of PP&E 95 27 304

Net change in finance receivables 101 184 108

Other investing activities 94 (257) 230

Free cash flow   $5,353 $5,022 $3,088

1 See reconciliation of Non-GAAP financial measures on page A1.
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INVESTOR INFORMATION

Annual Meeting

Our annual meeting of shareowners will be held at 8 a.m. 
on May 2, 2013 at the Hotel DuPont, 11th and Market 
Street, Wilmington, DE. Shareowners of record as of 
March 15, 2013 are entitled to vote at the meeting.

Investor Relations

You can contact our Investor Relations Department at:

 UPS
 55 Glenlake Parkway NE
 Atlanta, GA 30328-3474 
 800-877-1503 or 404-828-6059
 investors.ups.com

Exchange Listing

Our Class B common stock is listed on the New York Stock 
Exchange under the symbol “UPS.”

Transfer Agent and Registrar

Computershare Shareowner Services 
Send notices of address changes or questions regarding 
account status, stock transfer, lost certificates, or dividend 
payments to:

 United Parcel Service, Inc.
 c/o Computershare Shareowner Services
 P.O. Box 358415
 Pittsburgh, PA 15252-8415 

or:

480 Washington Boulevard
 Jersey City, NJ 07310-2053

Form 10-K 

Our Annual Report on Form 10-K for the year ended   
December 31, 2012 forms part of the UPS 2012 
Annual Report. If you would like an additional copy 
of our Form 10-K, you can access it through the 
Investor Relations website at investors.ups.com or at the 
Securities and Exchange Commission website, sec.gov. 
The Form 10-K also is available free of charge by calling, 
contacting via the website, or writing to the Investor 
Relations Department.

UPS Shareowner Services 

Convenient access 24 hours a day, seven days a week.

 Class A Common Shareowners

 www.cpushareownerservices.com
 888-663-8325
 Class B Common Shareowners

 www.cpushareownerservices.com
 800-758-4674

Calls from outside the United States: 201-680-6612
TDD for hearing impaired: 800-231-5469
TDD for non-U.S. shareowners: 201-680-6610

Direct Stock Purchase Plan 

To make an initial purchase of Class B shares, go 
to www.cpushareownerservices.com and select Investment 
Plan Enrollment to access the “Enrollment Wizard.”

Current Class B shareowners can enroll in the plan 
online  by accessing their accounts through    
www.cpushareownerservices.com 
or by calling 800-758-4674.

Dividend Reinvestment Plan

To reinvest dividends in the purchase of additional 
UPS shares:

 Class A and B Shareowners     

 www.cpushareownerservices.com

Online Access to Shareowner Account Materials 

You may receive shareowner information electronically.  
To enroll, follow the MLink® enrollment instructions when 
you access your UPS Class A or Class B shareowner account 
via the website addresses in the “UPS Shareowner Services” 
section above.

UPS Websites

Investor Relations investors.ups.com  

UPS Corporate ups.com

Sustainability/
Corporate Responsibility responsibility.ups.com

Services and Solutions ups.com/businesssolutions
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Financial Highlights

Key Metrics

Free Cash Flow

 2013 2012   2011  

Revenue $55,438 $54,127 $53,105 

Operating expenses 48,404 52,784 47,025 

Net income 4,372 807 3,804 

Adjusted net income1 4,336 4,389 4,311      

Diluted earnings per share 4.61 0.83 3.84  

Adjusted diluted earnings per share1 4.57 4.53 4.35  

Dividends declared per share  2.48 2.28 2.08 

Assets 36,212 38,863 34,701 

Long-term debt 10,824 11,089 11,095 

Shareowners’ equity 6,488 4,733 7,108  

Capital expenditures 2,065 2,153 2,005  

Cash and marketable securities 5,245 7,924 4,275  

 2013 2012 2011

Return on assets (adj.)1 11.6%  12.0% 12.6%

Return on assets (GAAP) 11.6%  2.2% 11.1%

Return on equity (adj.)1 77.5%  56.9% 55.1%

Return on equity (GAAP) 77.9%  13.6% 50.2%

Return on invested capital (adj.)1 27.6%  24.6% 24.2%

Return on invested capital (GAAP) 27.8%  6.5% 21.8%

Dividend yield 2.4%  3.1% 2.8% 

(in millions except for per-share amounts)

(in millions of dollars)

    2013 2012 2011

Net cash from operations $7,304  $7,216 $7,073 

Capital expenditures (2,065)   (2,153) (2,005) 

Proceeds from disposals of PP&E 104 95 27 

Net change in fi nance receivables 39 101 184 

Other investing activities (179) 94 (257) 

Free cash fl ow  $5,203  $5,353 $5,022 

1 See reconciliation of Non-GAAP financial measures on page A1.
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Dear Fellow Shareowner

We’re just 
getting started.
We live in an era of continuous change and 
disruption. We also live in a world where 
many aspects of business are being 
transformed by cutting-edge technologies 
and innovative ways of thinking. Old 
business models are being challenged by 
advances in mobile and cloud computing, 
big data, crowdsourcing and 3D printing. 
While these changes carry risks, they 
also create extraordinary opportunities 
for the companies that can capitalize on 
these trends.

For many companies, these disruptive 
forces require new ways of doing business — 
new work models, new alliances, and in 
many instances, new logistics solutions. 
UPS is well-positioned to benefi t from the 
opportunities that arise today and in the 
years ahead. The strength, fl exibility, and 
reach of our worldwide network serves as the 
backbone of the global economy.  So while 
UPS has been helping connect businesses 
with their customers for more than 100 
years, I believe we’re just getting started.
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The unique network we have built means that even during 
periods of economic uncertainty like we experienced in 2013, 
UPS can still deliver positive results for its shareowners: 

 •   Our customers trusted UPS with, on average, more than 
16.9 million packages each day in 2013, or 4 percent more 
than the year before. Most of that increase came from the 
e-commerce boom, but we are also benefi tting from the 
signifi cant investments we have made to serve 
customers in fast-growing segments like healthcare and 
high tech. The growth from these sectors, coupled with 
the steady rebound in global trade, gives us optimism 
going into 2014.

 •  In 2013, UPS earned $4.37 billion on $55.4 billion in 
revenue. While we fell short of our earnings-per-share 
goal, we still achieved new records in revenue and 
earnings per share. 

 •  Our International package segment earned $1.76 billion 
on $12.4 billion in revenue. Adjusted operating profi t2 for 
the segment declined slightly from 2012 as customers 

traded down to less-expensive modes of transportation. 
International package generated 22 percent of revenue 
versus 17 percent a decade earlier, which refl ects the 
growing demand for our services around the world. 

 •   Our free cash fl ow* generation remained robust, at 
$5.2 billion, enabling us to raise the dividend by almost 
9 percent per share in 2013. This means UPS has now 
increased or maintained its dividend annually for more 
than four decades. Our robust cash fl ow also enabled us 
to fund $2.1 billion in capital expenditures and repurchase 
more than $3.8 billion in shares. UPS has returned nearly 
$20 billion to shareowners since 2009.

The founders of UPS built the company’s culture around the 
concept of “constructive dissatisfaction,” and we live it every 
day. There were some areas of our U.S. performance where we 
came up short in 2013—particularly our service record during 
the peak season between Thanksgiving and Christmas. While 
we are grateful that a record number of customers trusted 
UPS with their holiday shipments, the surge in volume over-
whelmed our system and prevented us from honoring all of 

02

2010 49.5

2011 53.1

2012 54.1

2009 45.3

2013 55.4

Revenue
in billions of dollars

0 10 20 30 40 50 60

2008 51.5

2 See reconciliation of Non-GAAP financial measures on page A1.
* See reconciliation of Free Cash Flow on the inside front cover.

36281.indd   4 3/12/14   12:39 PM



our commitments. We are making the necessary investments 
and operational changes to improve service and deliver the 
excellence customers expect in 2014 and beyond. 

Operations Review
Global Package Operations

In last year’s annual report, I outlined the four transformative 
strategies that guide our vision of the future:

 • Deploying technology-enabled operations

 •  Providing unique and industry-specifi c customer solutions

 • Expanding our global network

 • Serving the needs of end consumers around the world

UPS made measurable progress on each of these fronts. The 
growth in e-commerce, coupled with our leading position in 
fast-growing segments like healthcare, enabled us to generate 
a 3.9 percent increase in total volume, to 4.27 billion packages 

during 2013. However, higher demand for lightweight, low 
yielding solutions, led to a 0.6 percent dip in average revenue 
per package during 2013.

UPS continues to invest heavily in our global network. 
In November, we completed the expansion of our air hub 
in Cologne, Germany, which increased capacity there by 
70 percent. The Cologne project was part of $500 million 
in scheduled facility expansions across Europe, Latin America 
and Asia over a two-year period.

Our management team is focused on optimizing the perfor-
mance of our global network. I believe these investments will 
enable UPS to build on our reputation for reliability and service.

U.S. Domestic

Our U.S. Domestic segment recorded a 3.7 percent rise in 
revenue, as the online shopping boom increased demand for 
our omni-channel solutions. By working closely with retailers, 
we enable them to fulfi ll online orders right from their stores. 

03
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In November, 
we completed the 

expansion of our air hub 
in Cologne, Germany, 

which increased capacity 
there by 70 percent. 
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That not only reduces the time and distance in transit, but 
also helps merchants capture sales that might be otherwise 
lost if their distribution centers are out of stock. 

Operating profi t rose 1.6 percent over 2012 adjusted results3 
and operating margin dipped slightly from the prior year 
adjusted results3, to 13.5 percent. The decline was the result of 
high demand for lower-cost residential delivery 
products and the higher operating expenses incurred to 
honor our service commitments during the holiday season.

As challenging as the fourth quarter was, the e-commerce 
revolution shows no signs of slowing. U.S. online retail sales 
could top $500 billion by 2020—nearly doubling the 
$260 billion in estimated sales in 2013. In addition to our 
omni-channel solutions, UPS continues to expand our 
popular UPS My Choice service, which gives nearly
 7 million subscribers more fl exibility over when and where 
they receive their shipments.

Every January, we conduct a thorough review of our perfor-
mance during the high-volume holiday season, but this year 

we conducted an even more exhaustive assessment. We have 
already identifi ed several areas of improvement that will 
strengthen our network in 2014 and beyond. These include:

 •  Bolstering our network capacity through facility 
expansions, process automation, job simplifi cation 
and faster implementation of technology

 • Ramping up our hub modernization eff orts

 •  Developing more predictive volume planning models 
that incorporate changing consumer behavior and sales 
promotions

 •  Expediting the rollout of our proprietary On Road, 
Integrated, Optimization and Navigation software 
(ORION) with the goal of embedding the technology 
into 45 percent of our U.S. driver routes by the end of 
2014—almost double the original plan

 •  Improving our collaboration with large customers so we 
have better visibility of every incoming package even 
before our customers’ trucks arrive at our facilities
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$50 million a year. 
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International

International revenue rose 2.5 percent, bolstered by the 
emerging recovery in Europe. Adjusted operating profi t3 
declined slightly to $1.8 billion as customers continued to 
trade down from premium express services to lower-yielding, 
deferred products.

We increased our focus on growth opportunities in the 
emerging markets. Last March, we formed a new team 
dedicated to accelerating UPS’s investment in emerging 
markets. In August, we created a new district to focus on the 
potential of India, the Middle East and Africa—three areas of 
the world that are expected to generate above-average growth 
over the next few decades. 

In 2013, UPS invested in key emerging markets with strategic 
acquisitions designed to serve the needs of both local and 
international customers. UPS purchased Union Pak de Costa 
Rica, S.A. and brokerage company SEISA Brokerage in Costa 
Rica, both of which had long-standing relationships with 
UPS as Authorized Service Contractors. Half a world away, 
UPS also acquired the remaining 49 percent stake in VN Post 

Express, making it the fi rst wholly owned global express 
delivery company in Vietnam. We expect to continue 
investing in emerging markets during 2014. 

Supply Chain and Freight

The Supply Chain and Freight segment saw revenue decline 
2.3 percent, with operating profi t down 7.4 percent from 
the prior year adjusted results3, to $674 million. Operating 
margin decreased to 7.5 percent in 2013, a 50 basis-point 
decline from the prior year adjusted results3.

Freight Forwarding experienced challenges from the over-
capacity and reduced demand in the air-freight market, as 
shippers traded down to slower modes. However, the segment 
enjoyed positive profi t growth in ocean and brokerage services. 

Our Logistics & Distribution group enjoyed solid revenue 
growth in the mid-single digits, largely due to improvements 
made in our healthcare, retail and UPS mail services. Our 
operating margins expanded slightly as the group continued 
to absorb the cost of technology and healthcare facility 
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3 See reconciliation of Non-GAAP financial measures on page A1.
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expansions. UPS added 13 distribution facilities in 2013 to 
support the growth of our healthcare, high tech, retail, and 
aerospace customers.

We also enhanced our healthcare capabilities during 2013, 
with the introduction of UPS Temperature True® Saver and 
UPS Proactive ResponseTM. In addition, we will continue to 
add to our 6.4 million square feet of healthcare distribution 
space with several openings planned worldwide in 2014. 

UPS Freight experienced shipment and tonnage growth of 
3.6 and 3.7 percent, respectively during 2013.  Total revenue 
improved 9.2 percent as this business unit experienced solid 
LTL pricing improvements and truckload growth during the year.

Corporate Responsibility

UPS is committed to being a good steward of the environment, 
and our customers are looking to us as a supply chain partner to 
help them meet their sustainability goals. In 2013, we ramped 
up our investments in alternative fuel and advanced technology 
vehicles. We announced the purchase of more than 900 liquefi ed 
natural gas (LNG) tractors and plans to invest $68 million in 

13 new LNG fueling stations that will  be operational by the 
end of 2014. Today, UPS operates one of the largest private 
alternative fuel fl eets in the industry, with more than 3,100 
alternative fuel and advanced technology vehicles. 

2013 also marked the year when we expedited the rollout of 
the ORION software UPS has been testing since 2008. ORION 
uses customized online map data to provide drivers with 
optimized routing information. The initial implementation of 
the ORION program has enabled UPS to save more than 
1.5 million gallons of fuel, and to reduce our CO2 emissions by 
14,000 metric tons. Our goal is to extend ORION to every one 
of our U.S. routes by 2017, and eventually deploy ORION in 
our largest markets worldwide.

During the year, UPS again was recognized for its global 
leadership in sustainability. The Carbon Disclosure Project 
named UPS to its “Carbon Disclosure Leadership Index.” 
UPS also was named to Dow Jones’s North American 
and World Sustainability Indices, which serve as global 
benchmarks for sustainability eff orts. 

In 2013, we reaffi  rmed our commitment to the communities 
we serve. UPS and its employees contributed $102 million 
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to our communities and gave 1.8 million hours in volunteer 
service. We also provided $7.5 million in humanitarian relief 
funding and assisted with 250 humanitarian shipments 
across 46 countries.

2014 and Beyond

In summary, we remain positive in our outlook for 2014. 
The improving global economy and the continued growth 
in e-commerce, healthcare and technology provide opportunities 
for UPS to deliver segment-specifi c customer solutions 
while leveraging our extensive asset base. Further, we expect 
e-commerce growth across all major global markets, with 
strong growth in the United States. As a result, UPS expects 
earnings per share to grow within a range of $5.05 to $5.30, 
which would represent EPS growth of 11 percent to 16 percent 
over adjusted 2013 results4. 

I am optimistic beyond 2014 as well. The rise of emerging 
economies such as China, Brazil and Mexico is creating new 
consumer classes in these markets. Roughly a billion people 
from the developing world are now entering the market for the 
goods and services they see on display in the developed world, 

setting the stage for a new boom in global trade. According to 
some forecasts, global trade in goods is expected to increase 
at an average annual rate of 6 percent between now and 2030. 

If that prediction holds true, global trade fl ows could more 
than triple over the next generation. The implications could 
be signifi cant for logistics providers like UPS that connect the 
global economy. We strongly support trade agreements that 
enable global commerce. The proposed trade pacts between 
the United States and Europe, and the Americas and Asia are 
a step in the right direction and should be enacted.

The global economy has changed dramatically since the 
recession in 2008, and we expect this evolution to continue. 
Whatever the future holds, I am confi dent UPS will play an even 
greater role in enabling global commerce in the years ahead. On 
behalf of the approximately 400,000 employees of UPS, I thank 
you for your continued support and your investment.  

D. Scott Davis
Chairman and CEO
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F. Duane Ackerman
Former Chairman and
Chief Executive Officer,
BellSouth Corporation
Director since 2007

Rodney C. Adkins
Senior Vice President of Corporate Strategy,
International Business Machines
Director since 2013 

Michael J. Burns
Former Chairman,
Chief Executive Officer
and President, Dana Corporation
Director since 2005

D. Scott Davis
UPS Chairman and
Chief Executive Officer
Director since 2006

Stuart E. Eizenstat
Partner, Covington & Burling LLP
Director since 2005

Michael L. Eskew
Former UPS Chairman
and Chief Executive Officer
Director since 1998

William R. Johnson
Former Chairman, President and
Chief Executive Officer,
H.J. Heinz Company
Director since 2009

Candace Kendle
Co-founder and Former Chairman
and Chief Executive Officer,
Kendle International Inc.
Director since 2011

Ann M. Livermore
Director and Former
Executive Vice President,
Hewlett-Packard Company
Director since 1997

Rudy H.P. Markham
Former Financial Director,
Unilever
Director since 2007

Clark T. Randt, Jr.
Former U.S. Ambassador to the
People’s Republic of China
Director since 2010

Carol B. Tomé
Chief Financial Officer and Executive
Vice President—Corporate Services,
The Home Depot, Inc.
Director since 2003

Kevin M. Warsh
Former Member of the Board of
Governors of the Federal Reserve System  
and Distinguished Visiting Fellow,
Hoover Institution, Stanford University
Director since 2012

UPS Board of Directors
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Management Committee
David P. Abney
Senior Vice President,
Global Transportation,
and Chief Operating Officer

David A. Barnes
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PART I

Cautionary Statement About Forward-Looking Statements

This report includes certain “forward-looking statements” within the meaning of the Private Securities Litigation Reform 
Act of 1995. Statements in the future tense, and all statements accompanied by terms such as “believe,” “project,” “expect,” 
“estimate,” “assume,” “intend,” “anticipate,” “target,” “plan,” and variations thereof and similar terms are intended to be 
forward-looking statements. We intend that all forward-looking statements we make will be subject to safe harbor protection of 
the federal securities laws pursuant to Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange 
Act of 1934.

Our disclosure and analysis in this report, in our Annual Report to Shareholders and in our other filings with the 
Securities and Exchange Commission (“SEC”) contain forward-looking statements regarding our intent, belief and current 
expectations about our strategic direction, prospects and future results. From time to time, we also provide forward-looking 
statements in other materials we release as well as oral forward-looking statements. Such statements give our current 
expectations or forecasts of future events; they do not relate strictly to historical or current facts. Management believes that 
these forward-looking statements are reasonable as and when made. However, caution should be taken not to place undue 
reliance on any such forward-looking statements because such statements speak only as of the date when made.

Forward-looking statements are subject to certain risks and uncertainties that could cause actual results to differ 
materially from our historical experience and our present expectations or anticipated results. These risks and uncertainties are 
described in Part I, “Item 1A. Risk Factors” and may also be described from time to time in our future reports filed with the 
SEC. You should consider the limitations on, and risks associated with, forward-looking statements and not unduly rely on the 
accuracy of predictions contained in such forward-looking statements. We do not undertake any obligation to update forward-
looking statements to reflect events, circumstances, changes in expectations, or the occurrence of unanticipated events after the 
date of those statements.

 
Item 1. Business

Overview

United Parcel Service, Inc. (“UPS”) was founded in 1907 as a private messenger and delivery service in Seattle, 
Washington. Today, UPS is the world’s largest package delivery company, a leader in the U.S. less-than-truckload industry and 
the premier provider of global supply chain management solutions. We deliver packages each business day for 1.5 million 
shipping customers to 7.9 million receivers ("consignees") in over 220 countries and territories. In 2013, we delivered an 
average of 16.9 million pieces per day worldwide, or a total of 4.3 billion packages. Total revenue in 2013 was $55.4 billion.

We are a global leader in logistics, and we create value for our customers through solutions that lower costs, improve 
service and provide highly customizable supply chain control and visibility. Customers are attracted to our broad set of services 
that are delivered as promised through our integrated ground, air and ocean global network.

Our services and integrated network allow shippers to simplify their supply chains by using fewer carriers, and to adapt 
their transportation requirements and expenditures as their businesses evolve. Across our service portfolio, we also provide 
control and visibility of customers’ inventories and supply chains via our UPS technology platform. The information flow from 
UPS technology drives improvements for our customers, as well as for UPS, in reliability, flexibility, productivity and 
efficiency.

Particularly over the last decade, UPS has significantly expanded the scope of our capabilities to include more than 
package delivery. Our logistics and distribution capabilities give companies the power to easily expand their businesses to new 
markets around the world. By leveraging our international infrastructure, UPS enables our customers to bridge time zones, 
cultures, distances and languages to keep the entire supply chain moving smoothly. 

We serve the global market for logistics services, which include transportation, distribution, forwarding, ground, ocean 
and air freight, brokerage and financing. We have three reportable segments: U.S. Domestic Package, International Package and 
Supply Chain & Freight, all of which are described below. For financial information concerning our reportable segments and 
geographic regions, refer to note 11 of our consolidated financial statements.
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Business Strategy

Customers leverage our broad array of logistics capabilities; global presence in North America, Europe, Asia and Latin 
America; reliability; industry-leading technologies; and solutions expertise for competitive advantage in markets where they 
choose to compete. We prudently invest to expand our integrated global network and our service portfolio. Technology 
investments create user-friendly shipping, e-commerce, logistics management and visibility tools for our customers, while 
supporting UPS’s ongoing efforts to increase operational efficiencies.

Our service portfolio and investments are rewarded with among the best returns on invested capital and operating 
margins in the industry. We have a long history of sound financial management. Our consolidated balance sheet reflects 
financial strength that few companies can match. As of December 31, 2013, we had a balance of cash and marketable securities 
of approximately $5.245 billion and shareowners’ equity of $6.488 billion. Our Moody’s and Standard & Poor’s short-term 
credit ratings are P-1 and A-1, respectively. Our Moody’s and Standard & Poor’s long-term credit ratings are Aa3 and A+, 
respectively. We currently have a negative outlook from Standard & Poor’s and a stable outlook from Moody's. Cash 
generation is a significant strength of UPS. This gives us strong capacity to service our obligations and allows for distributions 
to shareowners, reinvestment in our businesses and the pursuit of growth opportunities.

We enable and are the beneficiaries of the following trends:

Expansion of Global Trade

Transcontinental and trade across borders is predicted to grow at rates that are in excess of the growth rates of U.S. and 
global gross domestic production for the foreseeable future. As a result, U.S. and international economies are becoming more 
inter-connected and dependent on foreign trade.

UPS plays an important role in global trade and is well positioned to take advantage of trade growth, wherever it occurs. 
Our global presence and productivity enhancing technologies allow customers to expand into new markets. We advocate the 
expansion of free trade, including the passage of regional trade pacts and the removal of trade barriers. Free trade is a catalyst 
for job creation, economic growth and improved living standards; additionally, it propels our growth.

Emerging Market Growth

Emerging market opportunities continue to expand.  Over the next 15 years, these markets are expected to represent 
nearly three quarters of global GDP growth, and an increasing proportion of global trade.  Emerging markets are 
understandably a focus of investment and growth for our current customers; in addition, they will be a source of UPS’s next 
generation of customers.  To take advantage of these opportunities, UPS will continue to make long-term investments in 
markets where our customers choose to grow.  Over the past ten years, UPS has established a strong market presence in three 
leading emerging markets: China, Poland, and Turkey.  Going forward, the Middle East, Latin America, Africa, and Eastern 
Europe will become increasingly important for UPS.

Taken together, these two trends (expanding global trade and emerging market growth) underscore why our international 
business is a catalyst for UPS’s growth.

Increasing need for segment expertise in the integrated carrier space

We provide repeatable, scalable sector solutions for our customers. We invest in global capabilities and create value 
propositions for certain industries where there is a fit between our customers’ needs and our offerings. Segments where we 
bring differentiated value propositions include health care, high-tech, automotive & industrial manufacturing, retail, 
government, professional and consumer services.  By identifying impactful trends, challenges, and opportunities, we are able to 
apply deep supply chain and segment-specific experience to benefit our customers.  We incorporate our insights into our sales-
and-solution process, and share these insights in company-sponsored forums and publications.  By continuing to learn and 
share what we know, we not only maintain our competitiveness but also help our customers achieve their business objectives.
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The health care industry faces complex challenges, including the continuing expiration of drug patents and the shifting 
landscape of regulatory requirements and drug pricing controls that differ by country.  The recent introduction of the Drug 
Quality and Security Act in the U.S., and the earlier passage of new Good Distribution Practice guidelines in Europe, are two 
examples of this.  To counter these challenges, many pharmaceutical companies have embarked on global expansion strategies 
that require infrastructure. UPS has aligned our resources to serve these needs through a well-developed supply chain 
management capability that is designed to satisfy regulatory and compliance requirements. Over the past two years, we opened 
14 new dedicated health care facilities on four continents.  We also expanded our health care network in North America, and are 
in the process of expanding our presence in Brazil and Mexico.  In total, we currently operate nearly 6.5 million square feet of 
dedicated health care distribution space across an integrated network of 42 facilities.  These facilities allow us to provide 
reliable, secure, cost-effective warehousing and distribution for pharmaceutical firms’ supply chains, which, in turn, allow them 
to easily navigate across and within borders.

We also continue to invest in innovative health care focused transportation solutions, including "UPS Temperature True" 
and "UPS Proactive Response Secure":

• UPS Temperature True - an air freight solution specifically designed to safeguard temperature-sensitive shipments 
using a portfolio of specialized containers with passive, semi-active, or active refrigeration.  This service incorporates 
monitoring intervention capabilities and provides door-to-door transportation of sensitive products in accordance with 
precise, measurable operating procedures.  In 2013, UPS expanded its Temperature True offering with two additional 
service levels: 

1. “Temperature True Standard”, which provides an ideal solution for air freight passive containers requiring 
either refrigerated or controlled room temperatures; and 

2. “Temperature True Saver”, which is a pioneering temperature-sensitive solution for Ocean Freight shippers. 

We also launched UPS Temperature True Packaging to help our small package and freight customers design, validate, 
and procure their cold chain packaging.  

• UPS Proactive Response Secure - safeguards the most valuable time- and temperature-sensitive items in the supply 
chain with contingency plans and financial risk mitigation.  In addition to our basic Proactive Response service,  
insurance capabilities through UPS Capital are available; this is a unique offering in the marketplace. 

We will continue to expand our sector offerings, growing not only our physical and market footprint, but also our 
expertise and technologies to support industry-specific needs. Our growth strategy is to increase the number of customers 
benefiting from these sector solutions and gain their associated transportation and logistics business.

Logistics Outsourcing

Outsourcing supply chain management is becoming more prevalent, as customers increasingly view professional 
management and operation of their supply chains as a strategic advantage. This trend enables companies to focus on what they 
do best. We can meet our customers’ needs for outsourced logistics with our global capabilities in customized forwarding, 
transportation, warehousing, distribution, delivery and post-sales services. As we move deeper into customers’ supply chains, 
we do so with a shared vision on how to best equip our customers with transportation and logistics solutions to better serve 
their customers. We integrate our technology for efficiencies, visibility and control to ensure that we execute as promised and to 
provide peace of mind for our customers.

Retail e-Commerce Growth

Throughout much of the world, e-commerce growth continues to outpace traditional lines of business.  Our integrated 
network puts UPS in an ideal position to capitalize on this shift towards residential deliveries.  We continue to create new 
services, supported by UPS technology, that complement the traditional UPS premium home delivery service to address the 
needs of e-commerce shippers and consignees. Our offerings span a broad spectrum that supports retailers across their value 
chain, from global sourcing to distribution and returns.  We offer cost-sensitive solutions such as UPS SurePost, for shipments 
where economy takes precedence over speed, and feature-rich solutions, such as our UPS My Choice service that provides 
consignees with revolutionary visibility and control of their inbound shipments.
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With UPS My Choice, consignees may direct the timing and location of their deliveries before a delivery attempt is 
made. Premium features include online delivery planners, detailed driver instructions, alternate delivery locations and a two-
hour delivery window. Delivery alerts come via the channel chosen by the consignee—email, SMS text, mobile push, and 
Facebook notifications. We strive to give our customers that ship using UPS My Choice the best delivery experience in the 
industry—delivery on the first attempt, where and when their customers want it.

In 2013, we further broadened our European business-to-consumer service portfolio by leveraging our Kiala acquisition 
to create a retail network in the UK and Germany under the brand name "UPS Access Points.”  Our integrated Access Point 
network has grown to 11,300 locations across seven European countries, with over 13,000 planned for 2014.  This move 
enhances our cross-border e-commerce offerings for merchants, while also increasing choice for their consumers, who can opt 
to pick up or drop off their parcels at a retail location convenient to them.  Another way that we are facilitating cross-border 
trade is through our Global e-Commerce Solution, which gives retailers the capability to provide landed cost in local currency 
with harmonized tariffs.  We will continue to make strategic investments in this area that benefit both shippers and consignees, 
whose influence continues to increase as e-commerce grows.  

Technology

Technology powers logistics. We bring industry-leading UPS technology to our customers who, in turn, realize increased 
productivity, greater control of their supply chains and improved customer experience when they integrate with our technology. 
Customers benefit through offerings such as:

• UPS Quantum View, which can help customers better manage shipments, facilitate tracking, allow for inbound volume 
planning, manage third-party shipping costs and automatically notify customers of incoming shipments.  With 
visibility into transit times and delivery confirmations, customers can speed up their revenue cycle and collect 
accounts receivables more quickly.

• WorldShip, which is UPS’s flagship desktop shipping application, provides middle market and large customers with 
robust shipping capabilities.  Customers can create custom labels, set up shipment alerts, create and upload customs 
documentation, track and export shipments, create reports and integrate with their enterprise resource planning and 
accounting systems to streamline shipping with real-time connectivity.  

• UPS Paperless Invoice, which enables customers to submit a commercial invoice electronically when shipping 
internationally. This eliminates redundant data entry and errors, while reducing customs holds and paper waste.

• UPS Access Point, which provides our customers a convenient alternative to home delivery, allows customers to use 
shops, convenience stores and other retail locations as a delivery location and a drop off location for return packages.  
These locations make picking up packages more convenient with extended hours, weekend accessibility and security.  

• UPS My Choice, which focuses on the consignee, has transformed the residential delivery experience. Receivers can 
direct the timing and circumstances of their deliveries using their computer, mobile devices or a new Facebook app. 
This innovative service is powered by the complex integration of real-time route optimization and other technologies 
with our delivery network.  Two years after launching UPS My Choice, we now have nearly 7 million members.

• UPS Mobile, which includes the mobile website, m.ups.com, and apps for iPhone, iPad, Android and Kindle Fire 
devices, is readily available for any customer at any time.  Customers can track, ship, find UPS locations, manage UPS 
My Choice shipments and receive shipment notifications with the convenience of their mobile devices.

• UPS OrderLink, which allows multiple-marketplace online auction sellers to ship their orders via ups.com. UPS 
OrderLink provides simplified shipment processing, access to multiple payment options, including PayPal, and access 
to order and shipment history.

• The UPS Developer Kit, which is comprised of multiple Application Programming Interfaces ("APIs"), helps 
customers streamline and automate their internal business processes.  The UPS Developer Kit APIs allow customers to 
integrate a wide range of UPS functionality into their business systems and websites such as address validation, 
shipment scheduling, selection of shipping service levels, tracking and much more.  

• The UPS Billing Center, which is a secure location for customers to view, download, manage and pay their UPS 
invoices, helps customers accelerate their billing and payment processes.  Customers can assign privileges with 
administrative controls, manage multiple accounts and create reports using a single simple interface.
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Technology forms the foundation of our reliability and allows us to enhance the customer experience.  Technology 
delivers value to our customers and returns to our shareholders.  Recent developments that improve our operational efficiency, 
flexibility, reliability and customer experience include:

• Continuing to rollout telematics to our delivery (domestic and international), freight forwarding and tractor-trailer 
fleet. Telematics helps UPS determine a truck’s performance and condition by capturing data on more than 200 
elements, including speed, RPM, oil pressure, seat belt use, number of times the vehicle is placed in reverse and idling 
time. Together, improved data and driver coaching help reduce fuel consumption, emissions and maintenance costs, 
while improving driver safety. Additionally, customers experience more consistent pickup times and more reliable 
deliveries, thereby enhancing their profitability and competitiveness.  By the end of 2013, telematics had been 
installed in over 80,000 vehicles. 

• Implementing our On Road Integrated Optimization and Navigation system (“ORION”), which employs advanced 
algorithms to determine the optimal route for each delivery while meeting service commitments.

• Converting to keyless entry, which enables drivers to remotely turn the engine off with a button that will unlock the 
bulkhead door at the same time.  In 2013, keyless entry had been installed on all package cars.

• Ramping up installations of our Next Generation Small Sort (“NGSS”) technology, which reduces the amount of 
memorization required to sort a package, thereby improving productivity and quality. Employees sort packages to bins 
tagged with flashing lights, rather than memorizing addresses, allowing us to dramatically reduce training time.

Reporting Segments and Products & Services

As a global leader in logistics, UPS offers a broad range of domestic and export delivery services; the facilitation of 
international trade; and the deployment of advanced technology to more efficiently manage the world of business. We seek to 
streamline our customers’ shipment processing and integrate critical transportation information into their own business 
processes, helping them to create supply chain efficiencies, better serve their customers and improve their cash flows.

Global Small Package

UPS’s global small package operations provide time-definite delivery services for express letters, documents, small 
packages and palletized freight via air and ground services. We provide domestic delivery services within 54 countries and 
export services to more than 220 countries and territories around the world. We handle packages that weigh up to 150 pounds 
and are up to 165 inches in combined length and girth as well as palletized shipments weighing greater than 150 pounds.  All of 
our package services are supported by numerous shipping, visibility and billing technologies.

UPS handles all levels of service (air, ground, domestic, international, commercial, residential) through one global 
integrated pickup and delivery network. All packages are commingled within our network, except when necessary to meet their 
specific service commitments. This enables one UPS driver to pick up our customers’ shipments, for any of our services, at the 
same scheduled time each day. Compared to companies with single service network designs, our integrated network uniquely 
provides operational and capital efficiencies while being more environmentally-friendly.

We offer same-day pickup of air and ground packages upon request.  Customers can schedule pickups for one to five 
days a week, based on their specific needs.  Additionally, we provide our customers with easy access to UPS, with over 
157,000 domestic and international entry points including: 39,000 drop boxes; 1,500 customer centers; 4,800 independently 
owned and operated locations of The UPS Store worldwide; 11,300 Kiala and UPS Access Point locations; 11,400 authorized 
shipping outlets and commercial counters; 5,500 alliance locations; and 83,900 UPS drivers who can accept packages provided 
to them.

The growth of online shopping has increased our customers’ needs for efficient and reliable returns, resulting in our 
development of a robust selection of returns services that are available in 150 countries. Options vary based on customer needs 
and country, and range from cost-effective solutions such as UPS Returns, to more-specialized services such as UPS Returns 
Exchange.  UPS Returns enables shippers to provide their customers with a return shipping label, while UPS Returns Exchange 
simplifies product exchanges by delivering a replacement item and picking up a return item in the same stop, and assisting with 
the re-packaging process.

We operate one of the largest airlines in the world, with global operations centered at our Worldport hub in Louisville, 
Kentucky. Worldport sort capacity, currently at 416,000 packages per hour, has expanded over the years due to volume growth 
and a centralization effort.  Our European air hub is located in Cologne, Germany, and we maintain Asia-Pacific air hubs in 
Shanghai, China; Shenzhen, China; and Hong Kong.  Our regional air hub in Canada is located in Hamilton, Ontario, and our 
regional air hub for Latin America and the Caribbean is in Miami, Florida.
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In the U.S., Worldport is supported by our regional air hubs in Columbia, South Carolina; Dallas, Texas; Ontario, 
California; Philadelphia, Pennsylvania; and Rockford, Illinois. This network design allows for cost-effective package 
processing in our most technology-enabled facilities while enabling us to use fewer, larger and more fuel-efficient aircraft.  Our 
U.S. ground fleet serves all business and residential zip codes in the contiguous U.S.  

U.S. Domestic Package Reporting Segment

UPS is a leader in time-definite, money-back guaranteed, small package delivery services. We offer a full spectrum of 
U.S. domestic guaranteed ground and air package transportation services. Depending on the delivery speed needed, customers 
can select from a range of guaranteed time and day-definite delivery options.

• Customers can select from same day, next day, two day and three day delivery alternatives. Many of these services 
offer options that enable customers to specify a time-of-day guarantee for their delivery (e.g. by 8:30, 10:30, noon, end 
of day, etc.).

• Customers can also leverage our extensive ground network to ship using our day-definite guaranteed ground service 
that serves every U.S. business and residential address. UPS delivers more ground packages than any other carrier, 
with nearly 12 million ground packages delivered on time every day in the U.S., most within one to three business 
days.

• UPS also offers UPS SurePost, an economy residential ground service for customers with non-urgent, light weight 
residential shipments. UPS SurePost is a contractual residential ground service that combines the consistency and 
reliability of the UPS Ground network with final delivery provided by the U.S. Postal Service.

International Package Reporting Segment

Our International Package reporting segment includes the small package operations in Europe, Asia, Canada and Latin 
America, the Indian sub-continent, Middle East and Africa. UPS offers a wide selection of guaranteed day and time-definite 
international shipping services.

• We offer three guaranteed time-definite express options (Express Plus, Express and Express Saver) to more locations 
than any other carrier.

• In 2013, we introduced UPS Worldwide Express Freight for palletized shipments over 150 pounds from 38 points of 
origin to 42 points of destination.  This service meets the needs of international customers that have palletized freight 
shipments and require the same speed and reliability as our international express package service.  UPS Worldwide 
Express Freight leverages our unique combination of package and freight networks to provide industry leading transit 
times with a money-back guarantee.

• For international shipments that do not require express services, UPS Worldwide Expedited offers a reliable, deferred, 
guaranteed day-definite service option.  In 2013, we tripled the coverage area for UPS Worldwide Expedited, 
providing delivery in two-to-five business days to more than 220 countries and territories. This expansion will help 
UPS customers magnify their global reach and balance delivery speed with cost, no matter where they ship.

• For cross-border ground package delivery, we offer UPS Transborder Standard delivery services within Europe, 
between the U.S. and Canada and between the U.S. and Mexico.

Europe, our largest region outside of the U.S., accounts for roughly half of international revenue and is one of the 
primary drivers of our growth.  Several factors provide us significant additional opportunities, including the highly fragmented 
nature of the market and the fact that exports make up a significant part of Europe’s GDP.  We believe there is a continued 
strong potential for growth in small package exports in Germany, the U.K., France, Italy, Spain and the Netherlands.  To 
accommodate this strong growth, we will complete the expansion of our main European air hub in Cologne, Germany in the 
first quarter of 2014; it will have the capacity to process 190,000 packages per hour.

Asia remains attractive due to growth rates in intra-Asia trade and the rapidly-expanding Chinese economy. We are 
bringing faster time-in-transit to customers focused on intra-Asia trade, and reducing transit days from Asia to Europe.  
Through added flight frequencies, we provide our customers the ability to ship next day to more places in Europe, guaranteed, 
than any other express carrier.  We are continuing to build our presence in China through the expansion of our service 
capabilities, investing in our transportation network and strengthening brand awareness.  Additionally, we serve more than 40 
Asia-Pacific countries and territories through more than two dozen alliances with local delivery companies that supplement 
company-owned operations. 
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Additional International highlights include the following:

• In South and Central America, we benefit from the strong regional economy. Our offerings include express package 
delivery in major cities as well as distribution and forwarding.

• In 2013, we purchased the assets and operations of two Costa Rican based firms:  small package delivery company 
Union Pak de Costa Rica, S.A., and brokerage company SEISA Brokerage.  Both companies have long-standing 
relationships with UPS as Authorized Service Contractors (ASC).  These additions will allow us to better connect 
Costa Rica's expanding economy to regional and world markets through the UPS network.  For Costa Rican shippers, 
UPS will be better positioned to provide customers one source for small package, freight forwarding, brokerage, and 
contract logistics, with a stronger link to UPS's global transportation network.  Access to multi-modal services 
including ocean and air freight will improve customers' ability to ship across borders, boosting export trade lanes 
within Latin America and to the U.S. 

• We continue to grow our business organically in Mexico. We are well positioned with freight, domestic, international 
and distribution services.  We opened ten new UPS Express centers in Mexico, located in strategic zones including 
Monterrey, Tijuana, Chihuahua, Veracruz, León, and Distrito Federal.  These new centers are aimed at increasing our  
presence among small and medium enterprises and the retail sector.

• We became the first global express delivery company to have a wholly-owned subsidiary in Vietnam, following our 
acquisition of the 49% interest held by VN Post Express in our express delivery joint venture.  This change allows us 
to better connect Vietnam's rapidly expanding economy to world markets through the UPS network.

• In February 2012, we broadened our European business-to-consumer service portfolio by acquiring Kiala S.A., a 
Belgium-based developer of a platform that enables e-commerce retailers to offer consumers the option of having 
goods delivered to a convenient retail location.

Supply Chain & Freight Reporting Segment

The Supply Chain & Freight segment consists of our forwarding and logistics services, our UPS Freight business, and our 
financial offerings through UPS Capital.  Supply chain complexity creates demand for a global service offering that 
incorporates transportation, distribution and international trade and brokerage services, with financial and information services. 
We meet this demand by offering a broad array of supply chain services in over 195 countries and territories, which are 
described below.

The 2011 acquisition of Italy-based Pieffe Group (“Pieffe”) supports our global health care strategy, which has enabled us 
to make investments to better serve our growing customer base in the pharmaceutical, biotech and medical device industries. 
Pieffe is a pharmaceutical logistics business with more than 35 years of experience offering high-quality storage, distribution 
and cold chain solutions to some of the world’s leading pharmaceutical brands.

Our 2013 purchase of Hungary-based pharmaceutical logistics company, CEMELOG Zrt ("Cemelog"), is part of our 
ongoing global growth and investment strategy. This acquisition further strengthens UPS's health care reach and expertise in 
Europe, enabling comprehensive, compliant services to customers in the pharmaceutical, biotech, and medical device industries 
across the increasingly important markets of Central and Eastern Europe.

We expanded our presence in China with the addition of two new contract logistics facilities in Chengdu and Shanghai, 
bringing the total to more than 130 owned and agent contract logistics facilities, covering 87 cities.  These facilities provide 
distribution and warehousing solutions to shippers who want to reach customers within China and demonstrate our continued 
commitment to serving China's emerging middle class.  UPS also opened our new health care facility in Hangzhou, Zhejiang 
Province, China; this move represents a significant expansion of our Asia health care distribution network.  This state-of-the-art 
facility has industry-leading technology to maintain product safety and integrity and is designed to offer seamless, global 
solutions to health care companies looking to expand into, transport within, and export from China.

Freight Forwarding

UPS is one of the largest U.S. domestic air freight carriers and among the top international air freight forwarders globally. 
UPS offers a portfolio of guaranteed and non-guaranteed global air freight services. Additionally, as one of the world’s leading 
non-vessel operating common carriers, UPS also provides ocean freight full-container load and less-than container load 
shipments between most major ports around the world.
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Customs Brokerage

UPS is among the world’s largest customs brokers by both the number of shipments processed annually and by the 
number of dedicated brokerage employees worldwide. We provide our customers with customs clearance, trade management 
and international trade consulting services.

Logistics and Distribution

UPS Logistics offers the following:
• Distribution Services: UPS’s comprehensive distribution services are provided through a global network of 

distribution centers that manage the flow of goods from receiving to storage and order processing to shipment.  UPS 
also provides many specialized services to streamline supply chains in the health care, high tech, retail and aerospace 
industries.  Together, these services allow companies to save time and money by minimizing their capital investment 
and positioning products closer to their customers.

• Post Sales: Post Sales services support goods after they have been delivered or installed in the field. The four core 
service offerings within Post Sales include: (1) Critical Parts Fulfillment; (2) Reverse Logistics; (3) Test, Repair, and 
Refurbish; and (4) Network and Parts Planning. We leverage our global distribution network of over 950 field stocking 
locations to ensure that the right type and quantity of our customers’ stock is in the right locations to meet the needs of 
their end-customers. This service allows our customers to maximize service while reducing costs.

• UPS Mail Innovations: UPS Mail Innovations offers an efficient, cost-effective method for sending lightweight parcels 
and flat mail to global addresses from the U.S. We pick up customers’ domestic and international mail, and then sort, 
post, manifest and expedite the secured mail containers to the destination postal service for last-mile delivery.

UPS Freight

UPS Freight offers regional, inter-regional and long-haul less-than-truckload (“LTL”) services, as well as full truckload 
services, in all 50 states, Canada, Puerto Rico, Guam, the U.S. Virgin Islands and Mexico. UPS Freight provides reliable LTL 
service backed by a day-definite, on-time guarantee at no additional cost. Additionally, many user-friendly small package 
technology offerings are available for freight. Applications such as UPS WorldShip, Billing Center, and Quantum View allow 
customers to process and track LTL shipments, create electronic bills of lading and reconcile billing.

UPS Capital

UPS Capital offers a range of services, including export and import financing to help improve cash flow, risk mitigation 
offerings to protect goods, as well as payment solutions that help speed the conversion cycle of payments.

Sustainability

UPS’s business and corporate responsibility strategies pursue a common interest to increase the vitality and 
environmental sustainability of the global economy by aggregating the shipping activity of millions of businesses and 
individuals worldwide into a single, highly efficient logistics network. This provides benefits to:

• UPS, by ensuring strong demand for our services.
• The economy, by making global supply chains more efficient and less expensive.
• The environment, by enabling our global customers to leverage UPS’s carbon efficiency and thereby reduce the 

carbon intensity of their supply chains.

We pursue sustainable business practices worldwide through operational efficiency, fleet advances, facility engineering 
projects, and conservation-enabling technology and service offerings. We help our customers to do the same.

In 2013, we conducted our second corporate materiality assessment. We once again worked with the non-profit 
organization Business for Social Responsibility ("BSR") to evaluate significant sustainability issues (economic, environmental 
and social), and ranked each issue by importance based on multiple stakeholder feedback.  We then worked with BSR to update 
our materiality matrix by mapping the issues on a grid with two axes: “Importance to Stakeholder” and “Influence on Business 
Success”. The materiality matrix is used to aid in prioritizing our sustainability strategy.   
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Sustainability highlights in 2013 include:
• Recognized by Fortune Magazine as one of the “World’s Most Admired” companies in 2013.
• One of Corporate Responsibility’s “100 Best Corporate Citizens” for the 4th consecutive year.
• Recognized by Ethisphere Institute as one of the “World’s Most Ethical Companies”.
• Named to Interbrands “Best Global Brands” for the 9th consecutive year. We ranked in the Top 100 in brand value 

around the world (#27) and were the only company in the transportation sector to make the list in 2013.
• Recognized as a constituent of the Dow Jones Sustainability North America Index for the 9th consecutive year; in 

addition, we were included on the Dow Jones Sustainability World Index for the first time since 2006.
• Recognized as a constituent of the NASDAQ OMX and the STOXX NASDAQ OMX Global Sustainability Index for 

the 4th consecutive year.
• One of America’s Top Organizations for Multicultural Business Opportunities by DiversityBusiness.com.
• Achieved a score of 99% in response to the Carbon Disclosure Project for the 3rd consecutive year.

More information on how UPS addresses its most significant sustainability issues is available in the UPS Corporate 
Sustainability Report and on the UPS Sustainability website.

Community

We believe that strong communities are vital to the success of our company. By combining our philanthropy with the 
volunteer time and talents of our employees, UPS helps drive positive change for organizations and communities in need across 
the globe. The highlights of our corporate citizenship efforts in 2013 include:

• Local non-profits around the world received more than 1.8 million hours of volunteer service from UPS employees 
participating in our Neighbor-to-Neighbor program. 

• The UPS Foundation, which oversees corporate citizenship efforts for the company, invested $102 million in 
donations of both cash and in-kind services to global causes primarily in four focus areas—community safety, 
environmental sustainability, diversity and volunteerism.

• UPS employees, both active and retired, contributed $51 million to United Way in 2013 which was matched by a 
corporate contribution of $8 million.  

• Through The UPS Foundation we have the opportunity to support our global communities to offset carbon, support 
clean water, reduce poverty and help individuals sustain their lives through the planting of  trees. The UPS Global Tree 
Planting initiative is the signature program of The UPS Foundation’s Environmental Focus area. In 2013, we 
supported the planting of 1.3 million trees worldwide. 

• UPS continued to aid communities impacted by disasters through our UPS Humanitarian Relief program, by providing 
our logistics expertise, skilled volunteers, capacity building support and in-kind services. In 2013, UPS coordinated 
more than 250 humanitarian relief shipments across 46 countries and provided funding and logistics support to 
strengthen long-term recovery efforts of communities impacted by Hurricane Sandy, the Oklahoma Tornados, 
Typhoon Haiyan in the Philippines, flooding in Colorado, Mexico and India as well as families displaced by the Syrian 
Refugee Crisis.

• Thousands of teenagers and novice drivers in the U.S., Canada, the U.K., and Germany participated in UPS Road 
Code. This safety program for new drivers features UPS employees as instructors – a role where they share driving 
knowledge and safety tips amassed over our long history of safe driving.

Reputation

Great brands require connecting with customers.  In working to develop these connections, we have once again received 
high accolades from independent brand evaluations.  In 2013, we were pleased that UPS earned the top rating in our industry 
on Interbrand’s Best Global Brands and Millward Brown's BrandZ Most Valuable Global Brands. UPS also was named to 
industry-leading positions in Fortune Magazine’s Most Admired and Harris Interactive’s Reputation Quotient surveys.
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Employees

The strength of our company is our people, working together with a common purpose. We had approximately 395,000 
employees (excluding temporary seasonal employees) as of December 31, 2013, of which 318,000 are in the U.S. and 77,000 
are located internationally. Our global workforce includes approximately 71,000 management employees (37% of whom are 
part-time) and 324,000 hourly employees (48% of whom are part-time).  

As of December 31, 2013, we had approximately 253,000 employees employed under a national master agreement and 
various supplemental agreements with local unions affiliated with the International Brotherhood of Teamsters ("Teamsters"). In 
April 2013, we reached a tentative agreement with the Teamsters on two new national master agreements in the U.S. Domestic 
Package and UPS Freight business units, both of which are retroactive to August 1, 2013 and will remain effective through July 
31, 2018.  Before expiration of the existing national master agreements, the Company and the Teamsters agreed to extensions 
of both existing five-year national master agreements and all supplemental agreements.  The extensions are open-ended and can 
be terminated by either party on thirty days' notice.

UPS Teamster-represented employees in the U.S. Domestic Package business unit subsequently voted to approve the new 
national master agreement in June 2013, while several local U.S. Domestic Package supplemental agreements require 
additional negotiation and approval before ratification occurs.  As of February 2014, there were a total of six supplemental 
agreements that still have to be approved before ratification.  We anticipate that the remaining agreements will be voted upon in 
the coming months.

The UPS Freight business unit ratified its national master agreement in January 2014.

We have approximately 2,600 pilots who are employed under a collective bargaining agreement with the Independent 
Pilots Association (“IPA”), which became amendable at the end of 2011.  In February 2014, UPS and the IPA requested 
mediation by the National Mediation Board for the ongoing contract negotiations.

Our airline mechanics are covered by a collective bargaining agreement with Teamsters Local 2727, which became 
amendable on November 1, 2013. In addition, approximately 3,100 of our ground mechanics who are not employed under 
agreements with the Teamsters are employed under collective bargaining agreements with the International Association of 
Machinists and Aerospace Workers (“IAM”). Our agreement with the IAM runs through July 31, 2014.

The experience of our management team continues to be an organizational strength. Nearly 37% of our full-time 
managers have more than 20 years of service with UPS.

We believe that our relations with our employees are good. We periodically survey all our employees to determine their 
level of job satisfaction. Areas of concern receive management attention as we strive to keep UPS the employer-of-choice 
among our employees. We consistently receive numerous awards and wide recognition as an employer-of-choice, resulting in 
part from our emphasis on diversity and corporate citizenship.

Safety

Health and Safety is a core value at UPS and an enduring belief that the wellbeing of our people, business partners, and 
the public is of utmost importance. We train our people to avoid injury to themselves and others in all aspects of their work. We 
do not tolerate unsafe work practices.

We use an all-encompassing Comprehensive Health and Safety Process ("CHSP") to prevent occupational illnesses, 
injuries, and auto crashes, as well as promote wellness through the development of workplace programs. The foundation of this 
process is our co-chaired employee and management health and safety committees. Together they conduct facility and 
equipment audits, perform work practice and behavior analysis, conduct training, and recommend work process and equipment 
changes.
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The components of CHSP are:
• Personal Value - Which is the foundation and forms the base of our safety and wellness culture.
• Management Commitment and Employee Involvement - Where employees take an active role in their own safety as 

well as their fellow workers and are supported by management.
• Work Site Analysis - Which includes injury and auto crash data analysis, behavior observations, and facility and 

equipment audits to identify gaps and develop solutions. Our operations managers are responsible for their employees' 
safety results. We investigate every injury and auto crash and develop prevention activities. 

• Hazard Prevention and Control - Where solutions are developed and documented to ensure identified risks have been 
mitigated.

• Safety Education and Training - Employees who are healthy and well-trained in proper methods are more safe and 
efficient in performing their jobs. Our approach starts with training the trainer. All trainers are certified to ensure that 
they have the skills and motivation to effectively instruct new employees. All new employees receive safety training 
during orientation and in the work area. In addition, each new driver receives extensive classroom and online 
instruction, as well as on-road training.

Other components to ensure the safety of our fleet include:
• Recognition - We have a well-defined safe driving honor plan to recognize our drivers when they achieve accident-free 

milestones. We have more than 7,200 drivers enshrined in our coveted Circle of Honor for drivers who have driven 25 
years or more without an avoidable auto crash.

• Preventive Maintenance - We have a comprehensive Preventive Maintenance Program to ensure the safety of our fleet. 
Our fleet is managed and monitored electronically to ensure that each vehicle is serviced at a specific time to prevent 
malfunction or breakdown.

Competition

We are the largest package delivery company in the world, in terms of both revenue and volume. We offer a broad array 
of services in the package and freight delivery industry and, therefore, compete with many different local, regional, national 
and international companies. Our competitors include worldwide postal services, various motor carriers, express companies, 
freight forwarders, air couriers and others. Through our supply chain service offerings, we compete with a number of 
participants in the supply chain, financial services and information technology industries.

Competitive Strengths

Our competitive strengths include:

Integrated Global Network.    We believe that our integrated global ground and air network is the most extensive in the 
industry. We handle all levels of service (air, ground, domestic, international, commercial, residential) through a single pickup 
and delivery service network.

Our sophisticated engineering systems allow us to optimize our network efficiency and asset utilization on a daily basis. 
This unique, integrated global business model creates consistent and superior returns.

We believe we have the most comprehensive integrated delivery and information services portfolio of any carrier in 
Europe. In other regions of the world, we rely on both our own and local service providers’ capabilities to meet our service 
commitments.

Global Presence.    UPS serves more than 220 countries and territories around the world. We have a presence in all of the 
world’s major economies.

Leading-edge Technology.    We are a global leader in developing technology that helps our customers optimize their 
shipping and logistics business processes to lower costs, improve service and increase efficiency.

Technology powers virtually every service we offer and every operation we perform. Our technology offerings are 
initiated by our customers’ needs. We offer a variety of online service options that enable our customers to integrate UPS 
functionality into their own businesses not only to send, manage and track their shipments conveniently, but also to provide 
their customers with better information services. We provide the infrastructure for an Internet presence that extends to tens of 
thousands of customers who have integrated UPS tools directly into their own web sites.
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Broad Portfolio of Services.    Our portfolio of services enables customers to choose the delivery option that is most 
appropriate for their requirements. Increasingly, our customers benefit from business solutions that integrate many UPS 
services in addition to package delivery. For example, our supply chain services—such as freight forwarding, customs 
brokerage, order fulfillment, and returns management—help improve the efficiency of the supply chain management process.

Customer Relationships.    We focus on building and maintaining long-term customer relationships. We serve 1.5 million 
pick-up customers and 7.9 million delivery customers daily. Cross-selling small package, supply chain and freight services 
across our customer base is an important growth mechanism for UPS.

Brand Equity.    We have built a leading and trusted brand that stands for quality service, reliability and product 
innovation. The distinctive appearance of our vehicles and the professional courtesy of our drivers are major contributors to our 
brand equity.

Distinctive Culture.    We believe that the dedication of our employees results in large part from our distinctive 
“employee-owner” concept. Our employee stock ownership tradition dates from 1927, when our founders, who believed that 
employee stock ownership was a vital foundation for successful business, first offered stock to employees. To facilitate 
employee stock ownership, we maintain several stock-based compensation programs.

Our long-standing policy of “promotion from within” complements our tradition of employee ownership, and this policy 
reduces the need for us to hire managers and executive officers from outside UPS. The majority of our management team began 
their careers as full-time or part-time hourly UPS employees, and have spent their entire careers with us. Many of our executive 
officers have more than 30 years of service with UPS and have accumulated a meaningful ownership stake in our company. 
Therefore, our executive officers have a strong incentive to effectively manage UPS, which benefits all our shareowners.

Financial Strength.    Our balance sheet reflects financial strength that few companies can match. Our financial strength 
gives us the resources to achieve global scale; to invest in employee development, technology, transportation equipment and 
facilities; to pursue strategic opportunities that facilitate our growth; to service our obligations; and to return value to our 
shareowners in the form of dividends and share repurchases.

Government Regulation

Air Operations

The U.S. Department of Transportation (“DOT”), the Federal Aviation Administration (“FAA”), and the U.S. Department 
of Homeland Security, through the Transportation Security Administration (“TSA”), have regulatory authority over United 
Parcel Service Co.’s (“UPS Airlines’”) air transportation services. The Federal Aviation Act of 1958, as amended, is the 
statutory basis for DOT and FAA authority and the Aviation and Transportation Security Act of 2001, as amended, is the basis 
for TSA aviation security authority.

The DOT’s authority primarily relates to economic aspects of air transportation, such as discriminatory pricing, non-
competitive practices, interlocking relations and cooperative agreements. The DOT also regulates, subject to the authority of 
the President of the United States, international routes, fares, rates and practices, and is authorized to investigate and take action 
against discriminatory treatment of U.S. air carriers abroad. International operating rights for U.S. airlines are usually subject to 
bilateral agreement between the U.S. and foreign governments. UPS Airlines has international route operating rights granted by 
the DOT and we may apply for additional authorities when those operating rights are available and are required for the efficient 
operation of our international network. The efficiency and flexibility of our international air transportation network is 
dependent on DOT and foreign government regulations and operating restrictions.

The FAA’s authority primarily relates to safety aspects of air transportation, including aircraft operating procedures, 
transportation of hazardous materials, record keeping standards and maintenance activities, and personnel. In 1988, the FAA 
granted us an operating certificate, which remains in effect so long as we meet the safety and operational requirements of the 
applicable FAA regulations. In addition, we are subject to non-U.S. government regulation of aviation rights involving non-
U.S. jurisdictions, and non-U.S. customs regulation.

FAA regulations mandate an aircraft corrosion control program, along with aircraft inspection and repair at periodic 
intervals specified by approved programs and procedures, for all aircraft. Our total expenditures under these programs for 2013 
were not material. The future cost of repairs pursuant to these programs may fluctuate according to aircraft condition, age and 
the enactment of additional FAA regulatory requirements.
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The TSA regulates various security aspects of air cargo transportation in a manner consistent with the TSA mission 
statement to “protect the Nation’s transportation systems to ensure freedom of movement for people and commerce.” UPS 
Airlines, and specified airport and off-airport locations, are regulated under TSA regulations applicable to the transportation of 
cargo in an air network. In addition, personnel, facilities and procedures involved in air cargo transportation must comply with 
TSA regulations.

UPS Airlines, along with a number of other domestic airlines, participates in the Civil Reserve Air Fleet (“CRAF”) 
program. Our participation in the CRAF program allows the U.S. Department of Defense (“DOD”) to requisition specified UPS 
Airlines wide-body aircraft for military use during a national defense emergency. The DOD compensates us for the use of 
aircraft under the CRAF program. In addition, participation in CRAF entitles UPS Airlines to bid for military cargo charter 
operations.

Ground Operations

Our ground transportation of packages in the U.S. is subject to the DOT’s and the states’ jurisdiction with respect to the 
regulation of operations, safety, insurance and hazardous materials. We are subject to similar regulation in many non-U.S. 
jurisdictions.

The Postal Reorganization Act of 1970 created the U.S. Postal Service as an independent establishment of the executive 
branch of the federal government, and created the Postal Rate Commission, an independent agency, to recommend postal rates. 
The Postal Accountability and Enhancement Act of 2006 amended the 1970 Act to give the re-named Postal Regulatory 
Commission revised oversight authority over many aspects of the Postal Service, including postal rates, product offerings and 
service standards. We sometimes participate in the proceedings before the Postal Regulatory Commission in an attempt to 
secure fair postal rates for competitive services.

Customs

We are subject to the customs laws in the countries in which we operate, regarding the import and export of shipments, 
including those related to the filing of documents on behalf of client importers and exporters.

Environmental

We are subject to federal, state and local environmental laws and regulations across all of our business units. These laws 
and regulations cover a variety of processes, including, but not limited to: proper storage, handling, and disposal of hazardous 
and other waste; managing wastewater and stormwater; monitoring and maintaining the integrity of underground storage tanks; 
complying with laws regarding clean air, including those governing emissions; protecting against and appropriately responding 
to spills and releases; and communicating the presence of reportable quantities of hazardous materials to local responders. UPS 
has established site- and activity-specific environmental compliance and pollution prevention programs to address our 
environmental responsibilities and remain compliant. In addition, UPS has created numerous programs which seek to minimize 
waste and prevent pollution within our operations.

Other Regulations

We are subject to numerous other U.S. federal and state laws and regulations, in addition to applicable foreign laws, in 
connection with our package and non-package businesses in the countries in which we operate. These laws and regulations 
include those enforced by U.S. Customs and Border Protection and other agencies of the U.S. Department of Homeland 
Security, the U.S. Department of Treasury, the Federal Maritime Commission, the U.S. Drug Enforcement Administration, the 
U.S. Food and Drug Administration and the U.S. Department of Agriculture.

Where You Can Find More Information

UPS maintains a website at www.ups.com. Our annual report on Form 10-K, quarterly reports on Form 10-Q, current 
reports on Form 8-K, and any amendments to those reports filed or furnished pursuant to Section 13(a) of the Securities 
Exchange Act of 1934 are made available through our website www.investors.ups.com as soon as reasonably practical after we 
electronically file or furnish the reports to the SEC. Also available on the Corporation’s website are the Company’s Corporate 
Governance Guidelines and Committee Charters. However, information on these websites is not incorporated by reference into 
this report or any other report filed with or furnished to the SEC.
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We have adopted a written Code of Business Conduct that applies to all of our directors, officers and employees, 
including our principal executive officer and senior financial officers. It is available in the governance section of the investor 
relations website, located at www.investors.ups.com. In the event that we make changes in, or provide waivers from, the 
provisions of the Code of Business Conduct that the SEC requires us to disclose, we intend to disclose these events in the 
governance section of our investor relations website.

Our Corporate Governance Guidelines and the charters for our Audit Committee, Compensation Committee and 
Nominating and Corporate Governance Committee are also available in the governance section of the investor relations 
website.

Our sustainability report, which describes our activities that support our commitment to acting responsibly and 
contributing to society, is available at www.sustainability.ups.com. We provide the addresses to our Internet sites solely for the 
information of investors. We do not intend for any addresses to be active links or to otherwise incorporate the contents of any 
website into this report.

Item 1A. Risk Factors

You should carefully consider the following factors, which could materially affect our business, financial condition or 
results of operations. You should read these Risk Factors in conjunction with “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations” in Item 7 and our Consolidated Financial Statements and related notes in 
Item 8.

General economic conditions, both in the U.S. and internationally, may adversely affect our results of operations.

We conduct operations in over 220 countries and territories. Our U.S. and international operations are subject to normal 
cycles affecting the economy in general, as well as the local economic environments in which we operate. The factors that 
create cyclical changes to the economy and to our business are beyond our control, and it may be difficult for us to adjust our 
business model to mitigate the impact of these factors. In particular, our business is affected by levels of industrial production, 
consumer spending and retail activity, and our business, financial position and results of operations could be materially affected 
by adverse developments in these aspects of the economy.

We face significant competition which could adversely affect our business, financial position and results of operations.

We face significant competition on a local, regional, national and international basis. Our competitors include the postal 
services of the U.S. and other nations, various motor carriers, express companies, freight forwarders, air couriers and others. 
Competition may also come from other sources in the future. Some of our competitors have cost and organizational structures 
that differ from ours and may offer services and pricing terms that we may not be willing or able to offer. If we are unable to 
timely and appropriately respond to competitive pressures, our business, financial position and results of operations could be 
adversely affected.

The transportation industry continues to consolidate and competition remains strong. As a result of consolidation, our 
competitors may increase their market share and improve their financial capacity, and may strengthen their competitive 
positions. Business combinations could also result in competitors providing a wider variety of services and products at 
competitive prices, which could adversely affect our financial performance.

Changes in our relationships with our significant customers, including the loss or reduction in business from one or more 
of them, could have an adverse impact on us.

No single customer accounts for 10% or more of our consolidated revenue. We do not believe the loss of any single 
customer would materially impair our overall financial condition or results of operations; however, collectively, some of these 
large customers might account for a relatively significant portion of the growth in revenue in a particular quarter or year. These 
customers can drive the growth in revenue for particular services based on factors such as: new customer product launches; the 
seasonality associated with the fourth quarter holiday season; business mergers and acquisitions; and the overall fast growth of 
a customer's underlying business. These customers could choose to divert all or a portion of their business with us to one of our 
competitors, demand pricing concessions for our services, require us to provide enhanced services that increase our costs, or 
develop their own shipping and distribution capabilities. If these factors drove some of our large customers to cancel all or a 
portion of their business relationships with us, it could materially impact the growth in our business and the ability to meet our 
current and long-term financial forecasts. 
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Our business is subject to complex and stringent regulation in the U.S. and internationally.

We are subject to complex and stringent aviation, transportation, environmental, security, labor, employment and other 
governmental laws and regulations, both in the U.S. and in the other countries in which we operate. In addition, our business is 
impacted by laws and regulations that affect global trade, including tariff and trade policies, export requirements, taxes and 
other restrictions and charges. Changes in laws, regulations and the related interpretations may alter the landscape in which we 
do business and may affect our costs of doing business. The impact of new laws and regulations cannot be predicted. 
Compliance with new laws and regulations may increase our operating costs or require significant capital expenditures. Any 
failure to comply with applicable laws or regulations in the U.S. or in any of the countries in which we operate could result in 
substantial fines or possible revocation of our authority to conduct our operations, which could adversely affect our financial 
performance.

Increased security requirements could impose substantial costs on us and we could be the target of an attack or have a 
security breach.

As a result of concerns about global terrorism and homeland security, governments around the world have adopted or may 
adopt stricter security requirements that will result in increased operating costs for businesses in the transportation industry. 
These requirements may change periodically as a result of regulatory and legislative requirements and in response to evolving 
threats. We cannot determine the effect that these new requirements will have on our cost structure or our operating results, and 
these rules or other future security requirements may increase our costs of operations and reduce operating efficiencies. 
Regardless of our compliance with security requirements or the steps we take to secure our facilities or fleet, we could be the 
target of an attack or security breaches could occur, which could adversely affect our operations or our reputation.

We may be affected by global climate change or by legal, regulatory or market responses to such a potential change.

Concern over climate change, including the impact of global warming, has led to significant federal, state and 
international legislative and regulatory efforts to limit greenhouse gas (“GHG”) emissions. For example, in the past several 
years, the U.S. Congress has considered various bills that would regulate GHG emissions. While these bills have not yet 
received sufficient Congressional support for enactment, some form of federal climate change legislation is possible in the 
future. Even in the absence of such legislation, the Environmental Protection Agency, spurred by judicial interpretation of the 
Clean Air Act, may regulate GHG emissions, especially aircraft or diesel engine emissions, and this could impose substantial 
costs on us. These costs include an increase in the cost of the fuel and other energy we purchase and capital costs associated 
with updating or replacing our aircraft or vehicles prematurely. Until the timing, scope and extent of any future regulation 
becomes known, we cannot predict its effect on our cost structure or our operating results. It is reasonably possible that such 
legislation or regulation could impose material costs on us. Moreover, even without such legislation or regulation, increased 
awareness and any adverse publicity in the global marketplace about the GHGs emitted by companies in the airline and 
transportation industries could harm our reputation and reduce customer demand for our services, especially our air services.

Strikes, work stoppages and slowdowns by our employees could adversely affect our business, financial position and results 
of operations.

A significant number of our employees are employed under a national master agreement and various supplemental 
agreements with local unions affiliated with the Teamsters.  In addition, our airline pilots, airline mechanics, ground mechanics 
and certain other employees are employed under other collective bargaining agreements.  Strikes, work stoppages and 
slowdowns by our employees could adversely affect our ability to meet our customers' needs, and customers may do more 
business with competitors if they believe that such actions or threatened actions may adversely affect our ability to provide 
services. We may face a permanent loss of customers if we are unable to provide uninterrupted service, and this could adversely 
affect our business, financial position and results of operations. The terms of future collective bargaining agreements also may 
affect our competitive position and results of operations.
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We are exposed to the effects of changing prices of energy, including gasoline, diesel and jet fuel, and interruptions in 
supplies of these commodities.

Changing fuel and energy costs may have a significant impact on our operations. We require significant quantities of fuel 
for our aircraft and delivery vehicles and are exposed to the risk associated with variations in the market price for petroleum 
products, including gasoline, diesel and jet fuel. We mitigate our exposure to changing fuel prices through our indexed fuel 
surcharges and we may also enter into hedging transactions from time to time. If we are unable to maintain or increase our fuel 
surcharges, higher fuel costs could adversely impact our operating results. Even if we are able to offset the cost of fuel with our 
surcharges, high fuel surcharges may result in a mix shift from our higher-yielding air products to lower-yielding ground 
products or an overall reduction in volume. If fuel prices rise sharply, even if we are successful in increasing our fuel surcharge, 
we could experience a lag time in implementing the surcharge, which could adversely affect our short-term operating results. 
There can be no assurance that our hedging transactions will be effective to protect us from changes in fuel prices. Moreover, 
we could experience a disruption in energy supplies, including our supply of gasoline, diesel and jet fuel, as a result of war, 
actions by producers, or other factors beyond our control, which could have an adverse effect on our business.

Changes in exchange rates or interest rates may have an adverse effect on our results.

We conduct business across the globe with a significant portion of our revenue derived from operations outside the United 
States. Our operations in international markets are affected by changes in the exchange rates for local currencies, and in 
particular the Euro, British Pound Sterling, Canadian Dollar, Chinese Renminbi and Hong Kong Dollar.

We are exposed to changes in interest rates, primarily on our short-term debt and that portion of our long-term debt that 
carries floating interest rates. The impact of a 100-basis-point change in interest rates affecting our debt is discussed in the 
“Quantitative and Qualitative Disclosures about Market Risk” section of this report.

We monitor and manage our exposures to changes in currency exchange rates and interest rates, and make limited use of 
derivative instruments to mitigate the impact of changes in these rates on our financial position and results of operations; 
however, changes in exchange rates and interest rates cannot always be predicted or hedged.

If we are unable to maintain our brand image and corporate reputation, our business may suffer.

Our success depends in part on our ability to maintain the image of the UPS brand and our reputation for providing 
excellent service to our customers. Service quality issues, actual or perceived, even when false or unfounded, could tarnish the 
image of our brand and may cause customers to use other companies. Also, adverse publicity surrounding labor relations, 
environmental concerns, security matters, political activities and the like, or attempts to connect our company to these sorts of 
issues, either in the United States or other countries in which we operate, could negatively affect our overall reputation and 
acceptance of our services by customers. Damage to our reputation and loss of brand equity could reduce demand for our 
services and thus have an adverse effect on our business, financial position and results of operations, and could require 
additional resources to rebuild our reputation and restore the value of our brand.

A significant privacy breach or IT system disruption could adversely affect our business and we may be required to increase 
our spending on data and system security.

We rely on information technology networks and systems, including the Internet, to process, transmit and store electronic 
information, and to manage or support a variety of business processes and activities. In addition, the provision of service to our 
customers and the operation of our network involve the storage and transmission of proprietary information and sensitive or 
confidential data, including personal information of customers, employees and others. Our information technology systems, 
some of which are managed by third-parties, may be susceptible to damage, disruptions or shutdowns due to failures during the 
process of upgrading or replacing software, databases or components thereof, power outages, hardware failures, computer 
viruses, attacks by computer hackers, telecommunication failures, user errors or catastrophic events. Groups of hackers may 
also act in a coordinated manner to launch distributed denial of service attacks or other coordinated attacks that may cause 
service outages or other interruptions. In addition, breaches in security could expose us, our customers or the individuals 
affected to a risk of loss or misuse of proprietary information and sensitive or confidential data. Any of these occurrences could 
result in disruptions in our operations, the loss of existing or potential customers, damage to our brand and reputation, and 
litigation and potential liability for the company. In addition, the cost and operational consequences of implementing further 
data or system protection measures could be significant.
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Severe weather or other natural or manmade disasters could adversely affect our business.

Severe weather conditions and other natural or manmade disasters, including storms, floods, fires and earthquakes, may 
result in decreased revenues, as our customers reduce their shipments, or increased costs to operate our business, which could 
have an adverse effect on our results of operations for a quarter or year. Any such event affecting one of our major facilities 
could result in a significant interruption in or disruption of our business.

We make significant capital investments in our business of which a significant portion is tied to projected volume levels.

We require significant capital investments in our business consisting of aircraft, vehicles, technology, facilities and sorting 
and other types of equipment to support both our existing business and anticipated growth. Forecasting projected volume 
involves many factors which are subject to uncertainty, such as general economic trends, changes in governmental regulation 
and competition. If we do not accurately forecast our future capital investment needs, we could have excess capacity or 
insufficient capacity, either of which would negatively affect our revenues and profitability. In addition to forecasting our 
capital investment requirements, we adjust other elements of our operations and cost structure in response to adverse economic 
conditions; however, these adjustments may not be sufficient to allow us to maintain our operating margins in a weak economy.

We derive a significant portion of our revenues from our international operations and are subject to the risks of doing 
business in emerging markets.

We have significant international operations and while the geographical diversity of our international operations helps 
ensure that we are not overly reliant on a single region or country, we are continually exposed to changing economic, political 
and social developments beyond our control. Emerging markets are typically more volatile than those in the developed world, 
and any broad-based downturn in these markets could reduce our revenues and adversely affect our business, financial position 
and results of operations.

We are subject to changes in markets and our business plans that have resulted, and may in the future result, in substantial 
write-downs of the carrying value of our assets, thereby reducing our net income.

Our regular review of the carrying value of our assets has resulted, from time to time, in significant impairments, and we 
may in the future be required to recognize additional impairment charges. Changes in business strategy, government 
regulations, or economic or market conditions have resulted and may result in further substantial impairments of our intangible, 
fixed or other assets at any time in the future. In addition, we have been and may be required in the future to recognize 
increased depreciation and amortization charges if we determine that the useful lives of our fixed assets are shorter than we 
originally estimated. Such changes could reduce our net income.

Employee health and retiree health and pension benefit costs represent a significant expense to us.

With approximately 395,000 employees, including approximately 318,000 in the U.S., our expenses relating to employee 
health and retiree health and pension benefits are significant. In recent years, we have experienced significant increases in some 
of these costs, largely as a result of economic factors beyond our control, including, in particular, ongoing increases in health 
care costs well in excess of the rate of inflation and the decreasing trend of discount rates that we use to value our pension 
liabilities. Continued increasing health care costs, volatility in investment returns and discount rates, as well as changes in laws, 
regulations and assumptions used to calculate retiree health and pension benefit expenses, may adversely affect our business, 
financial position, results of operations or require significant contributions to our pension plans. The new national master 
agreement with the Teamsters, which is subject to ratification, includes changes that are designed to mitigate certain of these 
health care expenses, but there can be no assurance that our efforts will be successful or that the failure or success of these 
efforts will not adversely affect our business, financial position, results of operations or liquidity. 

We participate in a number of trustee-managed multiemployer pension and health and welfare plans for employees 
covered under collective bargaining agreements. Several factors could cause us to make significantly higher future 
contributions to these plans, including unfavorable investment performance, increases in health care costs, changes in 
demographics and increased benefits to participants. At this time, we are unable to determine the amount of additional future 
contributions, if any, or whether any material adverse effect on our financial condition, results of operations or liquidity could 
result from our participation in these plans. 
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We may be subject to various claims and lawsuits that could result in significant expenditures.

The nature of our business exposes us to the potential for various claims and litigation related to labor and employment, 
personal injury, property damage, business practices, environmental liability and other matters. Any material litigation or a 
catastrophic accident or series of accidents could have a material adverse effect on our business, financial position and results 
of operations.

We may not realize the anticipated benefits of acquisitions, joint ventures or strategic alliances.

As part of our business strategy, we may acquire businesses and form joint ventures or strategic alliances. Whether we 
realize the anticipated benefits from these transactions depends, in part, upon the successful integration between the businesses 
involved, the performance of the underlying operations, capabilities or technologies and the management of the acquired 
operations. Accordingly, our financial results could be adversely affected by our failure to effectively integrate the acquired 
operations, unanticipated performance issues, transaction-related charges or charges for impairment of long-term assets that we 
acquire.

Insurance and claims expenses could have a material adverse effect on our business, financial condition and results of 
operations.

We have a combination of both self-insurance and high-deductible insurance programs for the risks arising out of the 
services we provide and the nature of our global operations, including claims exposure resulting from cargo loss, personal 
injury, property damage, aircraft and related liabilities, business interruption and workers' compensation. Workers' 
compensation, automobile and general liabilities are determined using actuarial estimates of the aggregate liability for claims 
incurred and an estimate of incurred but not reported claims, on an undiscounted basis. Our accruals for insurance reserves 
reflect certain actuarial assumptions and management judgments, which are subject to a high degree of variability. If the 
number or severity of claims for which we are retaining risk increases, our financial condition and results of operations could 
be adversely affected. If we lose our ability to self-insure these risks, our insurance costs could materially increase and we may 
find it difficult to obtain adequate levels of insurance coverage.

 
Item 1B. Unresolved Staff Comments

Not applicable.

 
Item 2. Properties

Operating Facilities

We own our headquarters, which is located in Atlanta, Georgia and consists of about 745,000 square feet of office space 
in an office campus, and our UPS Supply Chain Solutions group’s headquarters, which is located in Alpharetta, Georgia, and 
consists of about 310,000 square feet of office space.

We also own our 29 principal U.S. package operating facilities, which have floor spaces that range from approximately 
310,000 to 879,000 square feet. In addition, we have a 1.9 million square foot operating facility near Chicago, Illinois, which is 
designed to streamline shipments between East Coast and West Coast destinations, and we own or lease over 1,000 additional 
smaller package operating facilities in the U.S. The smaller of these facilities have vehicles and drivers stationed for the pickup 
of packages, and capacity for the sorting, transfer and delivery of packages. The larger of these facilities also service our 
vehicles and equipment, and employ specialized mechanical installations for the sorting and handling of packages.

We own or lease more than 800 facilities that support our international package operations.  In addition, we own or lease 
more than 500 facilities, with a total of approximately 30.9 million square feet of floor space, that support our freight 
forwarding and logistics operations.  We own and operate a logistics campus consisting of approximately 3.7 million square 
feet in Louisville, Kentucky.

UPS Freight operates 213 service centers with a total of 6.2 million square feet of floor space. UPS Freight owns 153 of 
these service centers, while the remainder are occupied under operating lease agreements. The main offices of UPS Freight are 
located in Richmond, Virginia and consist of about 217,000 square feet of office space.
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Our aircraft are operated in a hub and spoke pattern in the U.S., with our principal air hub, known as Worldport, located 
in Louisville, Kentucky. The Worldport facility consists of over 5.2 million square feet and the site includes approximately 596 
acres. Between 2009 and 2010, we completed an expansion of our Worldport facility, which increased the sorting capacity to 
approximately 416,000 packages per hour. The expansion, which cost over $1 billion, involved the addition of two aircraft 
load / unload wings to the hub building, followed by the installation of high-speed conveyor and computer control systems.

We also have regional air hubs in Columbia, South Carolina; Dallas, Texas; Ontario, California; Philadelphia, 
Pennsylvania; and Rockford, Illinois. These hubs house facilities for the sorting, transfer and delivery of packages. Our 
European air hub is located in Cologne, Germany, and we maintain Asia-Pacific air hubs in Shanghai, China; Shenzhen, China; 
and Hong Kong. Our regional air hub in Canada is located in Hamilton, Ontario, and our regional air hub for Latin America and 
the Caribbean is in Miami, Florida.

In the first quarter of 2014, we will complete the expansion of our European air hub in Cologne. The expansion project 
equips the existing facility with additional state-of-the-art technology and includes a major extension to the existing building. 
This extension is partially dedicated to processing larger freight shipments. Together, these initiatives will significantly increase 
the hub’s package sorting capacity from 112,000 to 190,000 packages per hour. The total cost of the expansion is approximately 
$200 million.

Over the past several years, UPS has made a successful transition to become the first wholly-owned foreign express 
carrier in China. In 2008, we opened the UPS International Air Hub at Pudong International Airport, which was built on a 
parcel totaling 2.4 million square feet with a sorting capacity of 17,000 packages per hour. This hub links all of China via 
Shanghai to UPS’s international network, with direct service to the Americas, Europe and Asia. It also connects points served in 
China by UPS through a dedicated service provided by Yangtze River Express, a Chinese all-cargo airline.

In February 2010, we opened a new intra-Asia air hub at Shenzhen Bao'an International Airport in China. The Shenzhen 
facility, which was built on a parcel of almost one million square feet and has a sorting capacity of 18,000 packages per hour,  
serves as our primary transit hub in Asia.

Our primary information technology operations are consolidated in a 443,600 square foot owned facility, the Ramapo 
Ridge facility, which is located on a 39-acre site in Mahwah, New Jersey. We also own a 175,000 square foot facility located on 
a 25-acre site in Alpharetta, Georgia, which serves as a backup to the main information technology operations facility in New 
Jersey. This facility provides production functions and backup capacity in the event that a power outage or other disaster 
incapacitates the main data center. It also helps to meet our internal communication needs.

We believe that our facilities are adequate to support our current operations.

Fleet

Aircraft

The following table shows information about our aircraft fleet as of December 31, 2013:

Description

Owned and
Capital
Leases

Short-term
Leased or
Chartered

From
Others

On
Order

Under
Option

Boeing 747-400F 11 — — —
Boeing 747-400BCF 2 — — —
Boeing 757-200F 75 — — —
Boeing 767-300ERF 59 — — —
Boeing MD-11F 38 — — —
Airbus A300-600F 52 — — —
Other — 388 — —

Total 237 388 — —

We maintain an inventory of spare engines and parts for each aircraft.
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All the aircraft we own meet Stage IV federal noise regulations and can operate at airports that have aircraft noise 
restrictions. 

During 2013, we took delivery of eight Boeing 767-300ERF aircraft.  One Airbus A300-600F was destroyed in an 
accident.  We currently do not have any commitments or options to purchase aircraft. 

Vehicles

We operate a global ground fleet of approximately 103,000 package cars, vans, tractors and motorcycles. Our ground 
support fleet consists of 32,000 pieces of equipment designed specifically to support our aircraft fleet, ranging from non-
powered container dollies and racks to powered aircraft main deck loaders and cargo tractors. We also have 33,000 containers 
used to transport cargo in our aircraft.

 
Item 3. Legal Proceedings

For a discussion of legal proceedings affecting us and our subsidiaries, please see the information under the sub-caption 
“Contingencies” of the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations” 
included in this report.

 
Item 4. Mine Safety Disclosures

Not applicable.

 



21

PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

Our class A common stock is not listed on a national securities exchange or traded in an organized over-the-counter 
market, but each share of our class A common stock is convertible into one share of our class B common stock.

The following is a summary of our class B common stock price activity and dividend information for 2013 and 2012. Our 
class B common stock is listed on the New York Stock Exchange under the symbol “UPS”.

High Low Close
Dividends
Declared

2013:
First Quarter $ 85.92 $ 75.03 $ 85.90 $ 0.62
Second Quarter $ 89.96 $ 81.95 $ 86.48 $ 0.62
Third Quarter $ 92.10 $ 85.18 $ 91.37 $ 0.62
Fourth Quarter $ 105.35 $ 88.46 $ 105.08 $ 0.62
2012:
First Quarter $ 81.79 $ 72.15 $ 80.72 $ 0.57
Second Quarter $ 80.97 $ 72.19 $ 78.76 $ 0.57
Third Quarter $ 80.52 $ 71.18 $ 71.57 $ 0.57
Fourth Quarter $ 76.20 $ 69.56 $ 73.73 $ 0.57

As of February 4, 2014, there were 155,789 and 18,243 record holders of class A and class B common stock, respectively.

The policy of our Board of Directors is to declare dividends out of current earnings. The declaration of dividends is 
subject to the discretion of the Board of Directors and will depend on various factors, including our net income, financial 
condition, cash requirements, future prospects, and other relevant factors.

On February 13, 2014, our Board declared a dividend of $0.67 per share, which is payable on March 11, 2014 to 
shareowners of record on February 24, 2014. This represents an 8% increase from the previous $0.62 quarterly dividend in 
2013.

On February 14, 2013, the Board of Directors approved a share repurchase authorization of $10.0 billion, which replaced 
an authorization previously announced in 2012.  The new share repurchase authorization has no expiration date.  We anticipate 
repurchasing approximately $2.7 billion of shares in 2014.

A summary of repurchases of our class A and class B common stock during the fourth quarter of 2013 is as follows (in 
millions, except per share amounts):

Total Number
of Shares

Purchased(1)

Average
Price Paid

Per Share(1)

Total Number
of Shares Purchased
as Part of Publicly

Announced Program

Approximate Dollar
Value of Shares that

May Yet be Purchased
Under the Program
(as of month-end)

October 1—October 31 6.9 $ 99.80 6.4 $ 7,179
November 1—November 30 1.2 100.87 0.7 7,106
December 1—December 31 3.0 102.51 2.9 6,814

Total October 1—December 31 11.1 $ 100.65 10.0
(1) Includes shares repurchased through our publicly announced share repurchase program and shares tendered to pay the 

exercise price and tax withholding on employee stock options.
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Shareowner Return Performance Graph

The following performance graph and related information shall not be deemed “soliciting material” or to be “filed” with 
the SEC, nor shall such information be incorporated by reference into any future filing under the Securities Act of 1933 or 
Securities Exchange Act of 1934, each as amended, except to the extent that the Company specifically incorporates such 
information by reference into such filing.

The following graph shows a five year comparison of cumulative total shareowners’ returns for our class B common 
stock, the Standard & Poor’s 500 Index, and the Dow Jones Transportation Average. The comparison of the total cumulative 
return on investment, which is the change in the quarterly stock price plus reinvested dividends for each of the quarterly 
periods, assumes that $100 was invested on December 31, 2008 in the Standard & Poor’s 500 Index, the Dow Jones 
Transportation Average, and our class B common stock.

12/31/2008 12/31/2009 12/31/2010 12/31/2011 12/31/2012 12/31/2013

United Parcel Service, Inc. $ 100.00 $ 107.75 $ 140.39 $ 145.84 $ 151.44 $ 221.91
Standard & Poor’s 500 Index $ 100.00 $ 126.45 $ 145.49 $ 148.55 $ 172.30 $ 228.09
Dow Jones Transportation Average $ 100.00 $ 118.59 $ 150.30 $ 150.31 $ 161.56 $ 228.42
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Item 6. Selected Financial Data

The following table sets forth selected financial data for each of the five years in the period ended December 31, 2013 (in 
millions, except per share amounts). This financial data should be read together with our consolidated financial statements and 
related notes, Management’s Discussion and Analysis of Financial Condition and Results of Operations, and other financial 
data appearing elsewhere in this report.

  Years Ended December 31,
  2013 2012 2011 2010 2009

Selected Income Statement Data
Revenue:

U.S. Domestic Package $ 34,074 $ 32,856 $ 31,717 $ 29,742 $ 28,158
International Package 12,429 12,124 12,249 11,133 9,699
Supply Chain & Freight 8,935 9,147 9,139 8,670 7,440
Total revenue 55,438 54,127 53,105 49,545 45,297

Operating expenses:
Compensation and benefits 28,557 33,102 27,575 26,557 25,933
Other 19,847 19,682 19,450 17,347 15,856
Total operating expenses 48,404 52,784 47,025 43,904 41,789

Operating profit:
U.S. Domestic Package 4,603 459 3,764 3,238 1,919
International Package 1,757 869 1,709 1,831 1,279
Supply Chain and Freight 674 15 607 572 310
Total operating profit 7,034 1,343 6,080 5,641 3,508

Other income (expense):
Investment income 20 24 44 3 10
Interest expense (380) (393) (348) (354) (445)

Income before income taxes 6,674 974 5,776 5,290 3,073
Income tax expense 2,302 167 1,972 1,952 1,105
Net income $ 4,372 $ 807 $ 3,804 $ 3,338 $ 1,968
Per share amounts:

Basic earnings per share $ 4.65 $ 0.84 $ 3.88 $ 3.36 $ 1.97
Diluted earnings per share $ 4.61 $ 0.83 $ 3.84 $ 3.33 $ 1.96
Dividends declared per share $ 2.48 $ 2.28 $ 2.08 $ 1.88 $ 1.80

Weighted average shares outstanding:
Basic 940 960 981 994 998
Diluted 948 969 991 1,003 1,004

  As of December 31,
  2013 2012 2011 2010 2009

Selected Balance Sheet Data
Cash and marketable securities $ 5,245 $ 7,924 $ 4,275 $ 4,081 $ 2,100
Total assets 36,212 38,863 34,701 33,597 31,883
Long-term debt 10,824 11,089 11,095 10,491 8,668
Shareowners’ equity 6,488 4,733 7,108 8,047 7,696
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

The U.S. economic expansion continued at a slow to moderate pace in 2013.  Continued growth in retail sales 
(particularly among e-commerce retailers) has provided for expansion in the overall U.S. small package delivery market; 
however, slowing export growth and industrial production have negatively impacted the growth in commercial shipments.  
Given these trends, our products most aligned with business-to-consumer shipments have experienced the strongest growth, 
while growth in our business-to-business volume has remained sluggish.  This trend was particularly accentuated during the 
holiday season, when strong e-commerce growth was experienced during the compressed holiday shopping period.

Outside of the U.S., economic growth has remained slow largely due to fiscal austerity measures, particularly in Europe.  
This slower economic growth has created an environment in which customers are more likely to trade-down from premium 
express products to standard delivery products in both Europe and Asia.  Additionally, the uneven nature of economic growth 
worldwide, combined with the trend towards more international trade being conducted regionally, has led to shifting trade 
patterns and resulted in overcapacity in certain trade lanes.  These circumstances have led us to adjust our air capacity and cost 
structure in our transportation network to match the prevailing volume mix levels.  Our broad portfolio of product offerings and 
the flexibilities inherent in our transportation network have helped us adapt to these changing trends. 

While the worldwide economic environment remained challenging in 2013, we have continued to undertake initiatives to 
improve yield management, increase operational efficiency and contain costs across all segments.  Continued deployment of 
technology improvements should lead to further gains in our operational efficiency, improve network flexibility and capacity, 
and enhance service reliability, thus restraining cost increases and improving margins.  In our International Package segment, 
we have adjusted our transportation network and utilized newly expanded operating facilities to improve time-in-transit for 
shipments in each region. We have also continued to leverage the new air route authority we have gained over the last several 
years and to take full advantage of faster growing trade lanes. 

Our consolidated results are presented in the table below:

  Year Ended December 31, % Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Revenue (in millions) $ 55,438 $ 54,127 $ 53,105 2.4 % 1.9 %
Operating Expenses (in millions) 48,404 52,784 47,025 (8.3)% 12.2 %
Operating Profit (in millions) $ 7,034 $ 1,343 $ 6,080 N/A (77.9)%
Operating Margin 12.7% 2.5% 11.4%
Average Daily Package Volume (in thousands) 16,938 16,295 15,797 3.9 % 3.2 %
Average Revenue Per Piece $ 10.76 $ 10.82 $ 10.82 (0.6)% — %
Net Income (in millions) $ 4,372 $ 807 $ 3,804 N/A (78.8)%
Basic Earnings Per Share $ 4.65 $ 0.84 $ 3.88 N/A (78.4)%
Diluted Earnings Per Share $ 4.61 $ 0.83 $ 3.84 N/A (78.4)%

Items Affecting Comparability

The year-over-year comparisons of our financial results are affected by the following items (in millions):
 

  Year Ended December 31,
  2013 2012 2011

Operating Expenses:
Defined Benefit Plans Mark-to-Market Charge $ — $ 4,831 $ 827
TNT Termination Fee and Related Expenses 284 — —
Gain Upon Liquidation of Foreign Subsidiary (245) — —

     Multiemployer Pension Plan Withdrawal Charge — 896 —
Gains on Real Estate Transactions — — (33)

Income Tax Expense (Benefit) from the Items Above (75) (2,145) (287)
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These items have been excluded from comparisons of "adjusted" operating expenses, operating profit and operating 
margin in the discussion that follows.

TNT Termination Fee and Related Expenses

On January 30, 2013, the European Commission issued a formal decision prohibiting our proposed acquisition of TNT 
Express N.V. ("TNT Express").  As a result of the prohibition by the European Commission, the condition of our offer requiring 
European Union competition clearance was not fulfilled, and our proposed acquisition of TNT Express could not be completed.  
Given this outcome, UPS and TNT Express entered a separate agreement to terminate the merger protocol, and we withdrew 
our formal offer for TNT Express.  We paid a termination fee to TNT Express of €200 million ($268 million) under this 
agreement, and also incurred transaction-related expenses of $16 million during the first quarter of 2013.  The combination of 
these items resulted in a pre-tax charge of $284 million ($177 million after-tax), which impacted our International Package 
segment.

Gain Upon the Liquidation of a Foreign Subsidiary

Subsequent to the termination of the merger protocol, we liquidated a foreign subsidiary that would have been used to 
acquire the outstanding shares of TNT Express in connection with the proposed acquisition. Upon the liquidation of this 
subsidiary in the first quarter of 2013, we realized a pre-tax foreign currency gain of $245 million ($213 million after-tax), 
which impacted our International Package segment.

Defined Benefit Plans Mark-to-Market Charge

In 2012 and 2011, we incurred pre-tax mark-to-market losses of $4.831 billion and $827 million, respectively, on a 
consolidated basis ($3.023 billion and $527 million after-tax, respectively) on our pension and postretirement defined benefit 
plans related to the remeasurement of plan assets and liabilities recognized outside of a 10% corridor.  No mark-to-market gain 
or loss was incurred in 2013, as the remeasurement of plan assets and liabilities only resulted in adjustments within the 10% 
corridor (and thus only impacted accumulated other comprehensive income). These mark-to-market losses in 2012 and 2011, 
which were recorded in compensation and benefits expense in our statements of consolidated income, impacted each of our 
three reporting segments in both years.  The table below indicates the amounts associated with each component of the pre-tax 
mark-to-market loss, as well as the weighted-average actuarial assumptions used to determine our net periodic benefit costs, for 
each year:

Year Ended December 31,

Components of mark-to-market gain (loss) (in millions) 2013 2012 2011

Discount rates $ — $ (5,530) $ (911)
Return on assets — 708 84
Demographic assumptions — (9) —
     Total mark-to-market gain (loss) $ — $ (4,831) $ (827)

Weighted-average actuarial assumptions used to determine net periodic
benefit cost 2013 2012 2011

Expected rate of return on plan assets 8.69% 8.71% 8.61%
Actual rate of return on plan assets 8.36% 11.76% 9.46%
Discount rate used for net periodic benefit cost 4.38% 5.58% 5.93%
Discount rate at measurement date 5.27% 4.38% 5.58%

The $4.831 billion pre-tax mark-to-market loss for the year ended December 31, 2012 was comprised of the following 
components:

• Discount Rates ($5.530 billion pre-tax loss):  The weighted-average discount rate for our U.S. pension and 
postretirement medical plans and our international pension plans declined from 5.58% at December 31, 2011 to 
4.38% at December 31, 2012, due to two primary factors.  The discount rate for our U.S. pension and 
postretirement medical plans is determined using a bond matching approach for a portfolio of corporate AA 
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bonds.  In 2012, financial institutions comprised a smaller portion of our corporate AA bond portfolio relative to 
2011, largely due to credit downgrades of several large financial institutions in 2012.  Additionally, credit spreads 
on AA-rated 30-year bonds declined in 2012.  These changes in the composition of our bond portfolio mix and the 
compression in credit spreads were the primary factors resulting in the 120 basis point decline in the weighted-
average discount rate in 2012 relative to 2011.

• Return on Assets ($708 million pre-tax gain):  Our expected rate of return on U.S. pension and postretirement 
medical plan assets is developed taking into consideration: (1) historical plan asset returns over long-term periods, 
(2) current market conditions, and (3) the mix of asset classes in our investment portfolio.  We review the 
expected rate of return on an annual basis and revise it as appropriate.  In 2012, the actual rate of return on plan 
assets of 11.76% exceeded our expected rate of return of 8.71%, primarily due to strong gains in the world equity 
markets. 

• Demographic Assumptions ($9 million pre-tax loss):  This represents the difference between actual and estimated 
demographic factors, including items such as health care cost trends, mortality rates and compensation rate 
increases.

Multiemployer Pension Plan Withdrawal Charge 
In 2012, we recognized an $896 million pre-tax charge ($559 million after-tax) for the establishment of a withdrawal 

liability related to our withdrawal from the New England Teamsters and Trucking Industry Pension Fund ("New England 
Pension Fund"), a multiemployer pension plan.  This charge was recorded in compensation and benefits expense in our 
statements of consolidated income, and impacted our U.S. Domestic Package segment.

Gains on Real Estate Transactions

In 2011, we recognized a net $33 million pre-tax gain ($20 million after-tax) on a consolidated basis on certain real estate 
transactions (consisting of a $48 million pre-tax gain in our Supply Chain & Freight segment, and a $15 million pre-tax loss in 
our U.S. Domestic Package segment).  The gains and losses associated with these transactions are recorded in other operating 
expenses in our statements of consolidated income.

Results of Operations—Segment Review

The results and discussions that follow are reflective of how our executive management monitors the performance of our 
reporting segments. We supplement the reporting of our financial information determined under generally accepted accounting 
principles (“GAAP”) with certain non-GAAP financial measures, including operating profit, operating margin, pre-tax income, 
net income and earnings per share adjusted for the non-comparable items discussed previously. We believe that these adjusted 
measures provide meaningful information to assist investors and analysts in understanding our financial results and assessing 
our prospects for future performance. We believe these adjusted financial measures are important indicators of our recurring 
results of operations because they exclude items that may not be indicative of, or are unrelated to, our core operating results, 
and provide a better baseline for analyzing trends in our underlying businesses.  Additionally, these adjusted financial measures 
are used internally by management for the determination of incentive compensation awards, business unit operating 
performance analysis, and business unit resource allocation.

As discussed in our "Critical Accounting Policies and Estimates", we recognize changes in the fair value of plan assets 
and net actuarial gains and losses in excess of a 10% corridor immediately as part of net periodic benefit cost. In our results of 
operations and the discussions that follow, we have presented adjusted operating expenses, adjusted operating profit and 
adjusted operating margin excluding the portion of net periodic benefit cost represented by the gains and losses recognized in 
excess of the 10% corridor. This adjusted net periodic benefit cost is comparable to the accounting for our defined benefit plans 
in our quarterly reporting under U.S. GAAP, and reflects assumptions utilizing the expected return on plan assets and the 
discount rate used for determining net periodic benefit cost (the non-adjusted net periodic benefit cost reflects the actual return 
on plan assets and the discount rate used for measuring the projected benefit obligation). We believe this adjusted net periodic 
benefit cost provides important supplemental information that reflects the anticipated long-term cost of our defined benefit 
plans, and provides a benchmark for historical defined benefit cost trends that can be used to better compare year-to-year 
financial performance without considering the short-term impact of changes in market interest rates, equity prices, and similar 
factors.
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Certain operating expenses are allocated between our reporting segments based on activity-based costing methods. These
activity-based costing methods require us to make estimates that impact the amount of each expense category that is attributed
to each segment. Changes in these estimates will directly impact the amount of expense allocated to each segment, and
therefore the operating profit of each reporting segment. There were no significant changes in our expense allocation
methodology during 2013, 2012 or 2011.

U.S. Domestic Package Operations
 

  Year Ended December 31, % Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Average Daily Package Volume (in thousands):
Next Day Air 1,271 1,277 1,206 (0.5)% 5.9 %
Deferred 1,074 1,031 975 4.2 % 5.7 %
Ground 12,060 11,588 11,230 4.1 % 3.2 %

Total Avg. Daily Package Volume 14,405 13,896 13,411 3.7 % 3.6 %
Average Revenue Per Piece:

Next Day Air $ 20.12 $ 19.93 $ 20.33 1.0 % (2.0)%
Deferred 12.70 13.06 13.32 (2.8)% (2.0)%
Ground 7.96 7.89 7.78 0.9 % 1.4 %

Total Avg. Revenue Per Piece $ 9.39 $ 9.38 $ 9.31 0.1 % 0.8 %
Operating Days in Period 252 252 254
Revenue (in millions):

Next Day Air $ 6,443 $ 6,412 $ 6,229 0.5 % 2.9 %
Deferred 3,437 3,392 3,299 1.3 % 2.8 %
Ground 24,194 23,052 22,189 5.0 % 3.9 %

Total Revenue $ 34,074 $32,856 $31,717 3.7 % 3.6 %
Operating Expenses (in millions):

Operating Expenses $ 29,471 $32,397 $27,953 (9.0)% 15.9 %
Defined Benefit Plans Mark-to-Market Charge — (3,177) (479)
Multiemployer Pension Plan Withdrawal Charge — (896) —
Gains (Losses) on Real Estate Transactions — — (15)

Adjusted Operating Expenses $ 29,471 $28,324 $27,459 4.0 % 3.2 %
Operating Profit (in millions) and Operating Margin:

Operating Profit $ 4,603 $ 459 $ 3,764 N/A (87.8)%
Adjusted Operating Profit $ 4,603 $ 4,532 $ 4,258 1.6 % 6.4 %
Operating Margin 13.5% 1.4% 11.9%
Adjusted Operating Margin 13.5% 13.8% 13.4%
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Revenue

The change in overall revenue was impacted by the following factors for the years ended December 31, 2013 and 2012, 
compared with the corresponding prior year periods:

Volume
Rates /

Product Mix
Fuel

Surcharge

Total
Revenue
Change

Revenue Change Drivers:
2013 / 2012 3.7% 0.5% (0.5)% 3.7%
2012 / 2011 2.8% 0.6% 0.2 % 3.6%

Volume

2013 compared to 2012 

Our overall volume increased in 2013 compared with 2012, largely due to continued solid growth in e-commerce and 
overall retail sales; however, the increase in volume was hindered by slow overall U.S. economic and industrial production 
growth. Business-to-consumer shipments, which represent over 40% of total U.S. Domestic Package volume, grew 
approximately 8% for the year and drove increases in both air and ground shipments.  Growth accelerated during our peak 
holiday shipping season, as business-to-consumer volume grew over 11% in the fourth quarter of 2013, and business-to-
consumer shipments exceeded 50% of total U.S. Domestic Package volume for the first time.  Business-to-business volume 
increased slightly in 2013, largely due to increased shipping activity by the retail industry; however, business-to-business 
volume was negatively impacted by slowing industrial production.     

Among our air products, volume increased in 2013 compared with 2012, as growth in our deferred products more than 
offset a small decline in our Next Day Air services.  Solid air volume growth continued for those products most aligned with 
business-to-consumer shipping, including our residential Second Day Air package and residential Next Day Air Saver products.  
Next Day Air letter volume decreased approximately 7% for the year, and was negatively impacted by competitive losses and 
slowing growth in the financial services industry.  Our business-to-business air volume continued to be impacted by sluggish 
economic conditions in the U.S., low levels of inventory replenishment among our customers and changes in our customers' 
supply chain networks.  The combination of these factors influenced our customers' sensitivity towards the price and speed of 
shipments, and therefore the use of our premium air services.    

The increase in ground volume in 2013 was primarily attributed to our traditional residential service offerings and 
SurePost.  Demand for these residential products continues to be driven by business-to-consumer shipping activity from e-
commerce retailers and other large customers.  Business-to-business ground volume also showed a small increase, and was 
positively impacted by the overall expansion of the U.S. retail sector; however, continued weakness in industrial production 
hindered growth.  The increased use of omni-channel retailing (including ship-from-store and ship-to-store models) by 
customers is also positively impacting volume growth for both our residential and commercial ground products.

2012 compared to 2011 

Our overall volume increased in 2012 compared with 2011, largely due to continued solid growth in retail e-commerce 
and strong customer demand for our SurePost product. Business-to-consumer shipments, which represent slightly over 40% of 
total U.S. Domestic Package volume, grew rapidly and drove growth in both air and ground shipments; however, business-to-
business volume remained relatively flat in 2012 compared with 2011.  This can be attributed to multiple trends that have 
prevailed over the past few years, including the migration of traditional retail to online retail, the lack of growth in small and 
medium-size enterprises and reduced business investments attributed to policy uncertainty.

Among our air products, Next Day Air letter and package volume both experienced solid increases in 2012, with 
particular growth in our Next Day Air Saver products.  The higher volume for our deferred air products, which increased 5.7% 
for the year, was primarily due to healthy demand for our residential package services.  The overall growth in our air products 
was driven primarily by business-to-consumer shipments from e-commerce retailers, while our business-to-business air volume 
declined slightly. 
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The increase in ground volume in 2012 was driven by our SurePost service offering, which targets low-cost, non-urgent 
residential deliveries.  Volume for this product grew significantly, and accounted for approximately 40% of the total increase in 
ground shipments.  Outside of our SurePost service offering, volume for our traditional ground residential services also 
experienced an increase in 2012.  Overall ground volume growth continues to be driven by business-to-consumer shipping 
activity from e-commerce retailers, while our business-to-business ground volume was flat in 2012 compared with 2011.

Rates and Product Mix

2013 compared to 2012 

Overall revenue per piece was relatively flat in 2013 compared with 2012, and was impacted by changes in base rates, 
customer and product mix, and fuel surcharge rates.

Revenue per piece for our ground and air products was positively impacted by an increase in base rates that took effect on 
December 31, 2012. We increased the base rates 6.5% on UPS Next Day Air, UPS 2nd Day Air and UPS 3 Day Select, and 
5.9% on UPS Ground, while reducing our fuel surcharge indices. Other pricing changes included an increase in the residential 
surcharge, and an increase in the delivery area surcharge on certain residential and commercial services. These rate changes are 
customary and occur on an annual basis.

Revenue per piece increased for Next Day Air in 2013, and was positively impacted by the base rate increase and the loss 
of some lower-yielding letter volume.  Revenue per piece for our deferred products declined, as the impact of the base rate 
increase was more than offset by declines in fuel surcharge rates and changes in customer and product mix.  Revenue per piece 
for our air products was adversely impacted by the relatively stronger growth in our lower-yielding Next Day Air Saver and 
deferred products, compared with our premium Next Day Air services, as well as the faster growth in lighter-weight business-
to-consumer shipments.  Additionally, revenue per piece was negatively affected by the faster volume growth among our larger 
customers, which typically have a lower average yield than our smaller and middle-market customers.   

Ground revenue per piece increased in 2013 compared with 2012, primarily due to the base rate increase; however, this 
was partially offset by customer and product mix changes, as a greater portion of our overall volume in 2013, relative to 2012, 
came from lighter-weight shipments and larger customers.  Fuel surcharge rate changes adversely impacted ground revenue per 
piece growth in 2013 compared with 2012. 

2012 compared to 2011 

Overall revenue per piece increased 0.8% in 2012 compared with 2011, and was impacted by changes in base rates, 
product mix and fuel surcharge rates, as discussed below.

Revenue per piece for our Next Day Air and deferred products decreased in 2012 compared with 2011, as declines in fuel 
surcharge rates and product mix changes more than offset the impact of a base rate increase that took effect in early 2012.  
Changes in product mix negatively impacted revenue per piece for our air products, as our lightweight service offerings 
accounted for a larger portion of our overall air volume in 2012 compared with 2011, and our Next Day Air Saver volume 
continued to grow at a faster rate than our premium Next Day Air services.  

Ground revenue per piece increased in 2012 compared with 2011, primarily due to a base rate increase that took effect in 
early 2012; however, this was partially offset by product mix changes, as strong volume growth in our lightweight service 
offerings resulted in these relatively lower-yielding products accounting for a greater portion of our overall volume in 2012, 
compared with 2011.    

Revenue per piece for our ground and air products was positively impacted by an increase in base rates that took effect on 
January 2, 2012. We increased the base rates 6.9% on UPS Next Day Air, UPS 2nd Day Air and UPS 3 Day Select, and 5.9% 
on UPS Ground, while reducing our fuel surcharge indices. Other pricing changes included an increase in the residential 
surcharge, and an increase in the delivery area surcharge on certain residential and commercial services. These rate changes are 
customary and occur on an annual basis.
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Fuel Surcharges

UPS applies a fuel surcharge on our domestic air and ground services. The air fuel surcharge is based on the U.S. 
Department of Energy’s (“DOE”) Gulf Coast spot price for a gallon of kerosene-type jet fuel, while the ground fuel surcharge is 
based on the DOE’s On-Highway Diesel Fuel Price. Based on published rates, the average fuel surcharge rates for domestic air 
and ground products were as follows:
 

  Year Ended December 31, % Point Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Next Day Air / Deferred 10.7% 13.0% 13.3% (2.3)% (0.3)%
Ground 7.2% 8.0% 8.0% (0.8)% — %

In connection with our base rate increases on December 31, 2012 and January 2, 2012, we modified the fuel surcharge on 
air and ground services by reducing the index used to determine the fuel surcharge by 2% and 1%, respectively, each year.  The 
2013 decreases in the air and ground fuel surcharge rates were due to the decline in jet and diesel fuel prices, combined with the 
reductions in the index on both the air and ground surcharges.  These factors resulted in a $178 million decline in fuel surcharge 
revenue in 2013.  In 2012, the reductions to the index offset the increase in jet and diesel fuel prices, resulting in a small 
decrease in the average air fuel surcharge rate and no change in the average ground surcharge rate.  Fuel surcharge revenue 
increased $54 million in 2012, primarily due to volume growth.

Operating Expenses

2013 compared to 2012 

Adjusted operating expenses for the segment increased $1.147 billion in 2013 compared with 2012.  This increase was 
primarily due to pick-up and delivery costs, which grew $772 million, as well as the cost of operating our domestic integrated 
air and ground network, which increased $290 million for the year.  The growth in pick-up and delivery and network costs was 
largely due to increased volume and higher employee compensation costs, which were impacted by a union contractual wage 
increase (package driver wage rates rose 2.2%), an increase in average daily driver hours (up 2.2%) and an increase in 
employee pension and healthcare costs.  Partially offsetting these cost increases was a reduction in worker's compensation 
expense, due to actuarial adjustments that were largely attributable to operational safety and claims management initiatives.  

Cost increases have been mitigated as we adjust our air and ground networks to better match higher volume levels and 
utilize technology to increase package sorting and delivery efficiency. Improved pick-up and delivery densities, particularly for 
our residential products, have also contained increases in cost. These network efficiency improvements allowed us to process 
increased volume (up 3.7%) at a faster rate than the increase in average daily union labor hours (up 3.1%), aircraft block hours 
(down 0.6%) and miles driven (up 1.8%) in 2013 compared with 2012.  As a result, the total adjusted cost per piece increased 
only 0.4% in 2013. 

Several factors caused our fourth quarter operating expenses to significantly increase (adjusted operating expenses 
increased $553 million, or 7.3%, in the fourth quarter of 2013 compared with the same period of 2012).  Higher-than-planned 
volume growth, combined with adverse weather conditions and the relatively compressed holiday shipping season in 2013 
(there were six fewer days between the Thanksgiving and Christmas holidays in 2013 relative to 2012), resulted in a significant 
increase in labor hours and the greater use of contract carriers to help meet our service commitments.  Additionally, the much 
later-than-anticipated seasonal increase in volume during the fourth quarter strained our transportation network, resulting in 
lower productivity (total union labor hours increased 6.2%, while volume increased 5.6% in the fourth quarter).  

2012 compared to 2011 

Overall adjusted operating expenses for the segment increased $865 million in 2012 compared with 2011.  This increase 
was primarily due to pick-up and delivery costs, which grew $682 million, as well as the cost of operating our domestic 
integrated air and ground network, which increased $238 million for the year.  The growth in pick-up and delivery and network 
costs was largely due to increased volume and higher employee compensation costs, which were impacted by a union 
contractual wage increase (package driver wage rates rose 2.0%), an increase in driver hours (up 1.1%) and increased employee 
health care costs.  These increases were partially offset by reductions in indirect operating costs of $79 million in 2012, largely 
due to a decrease in the expense for management incentive awards.  
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Cost increases have been moderated as we adjust our air and ground networks to better match higher volume levels, and 
utilize technology to increase package sorting efficiency. Improved delivery densities, particularly for our residential products, 
have also contained increases in cost. These network improvements allowed us to process the 3.6% volume growth more 
efficiently.  Some of the primary drivers of expense increased at a slower rate than the growth in volume, including average 
daily direct labor hours (up 1.1%), aircraft block hours (up 0.5%) and miles driven (up 1.3%), resulting in the total cost per 
piece increasing only 0.3%. 

Operating Profit and Margin

2013 compared to 2012 

Adjusted operating profit increased $71 million in 2013 compared with 2012, as the volume growth and productivity 
improvements discussed previously more than offset the pressure on revenue per piece and the adverse impact of fuel.  Overall 
volume growth allowed us to better leverage our transportation network, resulting in greater productivity and better pick-up and 
delivery density; however, these factors were partially offset by changes in customer and product mix, which combined to 
pressure our revenue per piece.  Additionally, the net impact of fuel adversely affected operating profit by $158 million in 2013 
compared with 2012, as fuel surcharge revenue decreased at a faster rate than fuel expense.  

Although annual adjusted operating profit improved in 2013, it declined by $178 million in the fourth quarter of 2013 
compared with the fourth quarter of 2012.  This decline in profitability was largely due to additional labor and purchased 
transportation costs, as heavier-than-anticipated volume, adverse weather conditions and a compressed holiday shipping season 
combined to result in approximately $125 to $150 million in extra costs in the fourth quarter of 2013.  In addition, we incurred 
approximately $50 million in service refunds for unmet delivery commitments in the fourth quarter of 2013.  The combination 
of these factors resulted in a 250 basis point decrease in our fourth quarter operating margin.

2012 compared to 2011 

The increase in adjusted operating profit in 2012 compared with 2011 was largely due to the revenue growth and the 
achievement of significant operating leverage, but partially offset by the impact of having two less operating days during 2012.  
Overall volume growth allowed us to better leverage our transportation network, resulting in productivity improvements and 
better pick-up and delivery density, which favorably impacted our operating margins; however, these trends were somewhat 
offset by changes in customer and product mix, which combined to adversely affect our revenue per piece.  Additionally, 
Hurricane Sandy negatively impacted operating profit by approximately $75 million in 2012.    

These factors drove a 40 basis point increase in our adjusted operating margin in 2012, compared with 2011, resulting in 
a 6.4% increase in adjusted operating profit.
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International Package Operations

  Year Ended December 31, % Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Average Daily Package Volume (in thousands):
Domestic 1,499 1,427 1,444 5.0 % (1.2)%
Export 1,034 972 942 6.4 % 3.2 %

Total Avg. Daily Package Volume 2,533 2,399 2,386 5.6 % 0.5 %
Average Revenue Per Piece:

Domestic $ 7.06 $ 7.04 $ 7.17 0.3 % (1.8)%
Export 35.18 36.88 37.85 (4.6)% (2.6)%

Total Avg. Revenue Per Piece $ 18.54 $ 19.13 $ 19.28 (3.1)% (0.8)%
Operating Days in Period 252 252 254
Revenue (in millions):

Domestic $ 2,667 $ 2,531 $ 2,628 5.4 % (3.7)%
Export 9,166 9,033 9,056 1.5 % (0.3)%
Cargo 596 560 565 6.4 % (0.9)%

Total Revenue $12,429 $12,124 $12,249 2.5 % (1.0)%
Operating Expenses (in millions):

Operating Expenses $10,672 $11,255 $10,540 (5.2)% 6.8 %
TNT Termination Fee and Related Expenses (284) — —
Gain Upon Liquidation of Foreign Subsidiary 245 — —
Defined Benefit Plan Mark-to-Market Charge — (941) (171)

Adjusted Operating Expenses $10,633 $10,314 $10,369 3.1 % (0.5)%
Operating Profit (in millions) and Operating Margin:

Operating Profit $ 1,757 $ 869 $ 1,709 102.2 % (49.2)%
Adjusted Operating Profit $ 1,796 $ 1,810 $ 1,880 (0.8)% (3.7)%
Operating Margin 14.1% 7.2% 14.0%
Adjusted Operating Margin 14.5% 14.9% 15.3%

Currency Translation Benefit / (Cost)—(in millions)*:
Revenue $ (65) $ (231)
Operating Expenses (37) 265
Operating Profit $ (102) $ 34

* Net of currency hedging; amount represents the change compared to the prior year.

Revenue

The change in overall revenue was impacted by the following factors for the years ended December 31, 2013 and 2012, 
compared with the corresponding prior year periods:

Volume
Rates /

Product Mix
Fuel

Surcharge Currency

Total
Revenue
Change

Revenue Change Drivers:
2013 / 2012 5.6 % (1.5)% (1.1)% (0.5)% 2.5 %
2012 / 2011 (0.2)% 1.0 % 0.1 % (1.9)% (1.0)%
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Volume

2013 compared to 2012 

Our overall average daily volume increased in 2013 compared with 2012, largely due to growth in key markets in Europe, 
as well as Canada and Mexico.  

Export volume increased in 2013, and was driven by Europe (largely in the intra-European trade lanes) and the Americas 
(particularly in the Canada-to-U.S. and Mexico-to-U.S. trade lanes).  Asian export volume grew at a moderate pace due to 
continued regional economic growth and expansion of our service offerings, but was negatively impacted by fewer technology 
product launches from our customers and a small number of competitive losses.  Volume continued to shift towards our 
standard products, such as Transborder Standard and Worldwide Expedited, as compared with our premium express products, 
such as Worldwide Express.  Our international customers continued to be impacted by economic pressures and changes in their 
supply chain networks, and the combination of these factors influenced their sensitivity towards the price and speed of 
shipments.   

Domestic volume increased in 2013 compared to 2012, and was driven by solid volume growth in several key markets, 
including Italy, Canada, Poland and Turkey.

2012 compared to 2011 

Our overall average daily volume increased slightly in 2012 compared with 2011, as the worldwide economic slowdown 
and the associated impact on global trade restrained the growth of the international small package market.  

Export volume increased in 2012 compared with 2011, as growth was achieved in several key trade lanes.  Asia to U.S. 
export volume increased, and was favorably impacted by new technology sector product launches from several customers.  
Intra-regional export volume increased in Europe and Asia, as more regional sourcing by customers led to growth in our 
Transborder products.  U.S. export volume declined, particularly exports from the U.S. to Europe, as economic weakness within 
the European Union negatively impacted volume.  Additionally, overall export volume continued to shift towards our less 
premium products, such as Transborder Standard and Worldwide Expedited, as compared with our premium express products, 
such as Worldwide Express, primarily due to the impact of the weaker economic conditions on our customers internationally.

Domestic volume decreased during 2012 compared with 2011, and was negatively impacted by economic weakness 
across Europe; however, this was partially offset by domestic volume growth in the U.K. and Canada.

Rates and Product Mix

2013 compared to 2012

Total average revenue per piece decreased 2.5% in 2013 on a currency-adjusted basis, and was impacted by changes in 
base rates, customer and product mix, and fuel surcharge rates. 

On December 31, 2012, we increased the base rates 6.5% for international shipments originating in the United States 
(Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International Standard service), while 
reducing fuel surcharge indices. Rate changes for shipments originating outside the U.S. are made throughout the year and vary 
by geographic market.

Currency-adjusted export revenue per piece decreased 3.7% in 2013, as the shift in product mix from our premium 
express products to our standard products more than offset the increase in base rates.  Currency-adjusted export revenue per 
piece was also negatively affected by the faster growth among our larger customers, which tend to have a lower yield than 
middle market and smaller accounts.  Additionally, currency-adjusted export revenue per piece was adversely impacted by 
shorter average trade lanes (due to faster growth in intra-regional shipments), as well as a small impact on pricing from 
overcapacity in the Asia outbound freight market. 

 Currency-adjusted domestic revenue per piece decreased 0.4% in 2013.  Domestic revenue per piece was adversely 
impacted by the faster domestic volume growth in our lower-yielding standard service, as well as product and customer mix 
changes in several developed markets.
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2012 compared to 2011

Total average revenue per piece increased 1.5% in 2012 on a currency-adjusted basis, and was impacted by base rate 
increases, as well as changes in product mix and fuel surcharge rates, which are discussed below. 

Currency-adjusted export revenue per piece decreased 1.3% for the year, as the shift in product mix from our premium 
express products to our standard products more than offset the increase in base rates.  Additionally, currency-adjusted export 
revenue per piece was adversely impacted by a shortening of average trade lanes, as we experienced greater volume growth 
among our lower-yielding Transborder and Trade Direct products relative to our higher-yielding transcontinental volume.

 Currency-adjusted domestic revenue per piece increased 3.8% for the year, largely due to base rate increases.

On January 2, 2012, we increased the base rates 6.9% for international shipments originating in the United States 
(Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International Standard service), while 
reducing the fuel surcharge indices. Rate changes for shipments originating outside the U.S. are made throughout the year and 
vary by geographic market.

Fuel Surcharges

In connection with our base rate increases on December 31, 2012 and January 2, 2012, we modified the fuel surcharges 
on certain U.S.-related international air services by reducing the index used to determine the fuel surcharge by 2% in each of 
the two years. The fuel surcharges for air products originating outside the United States are indexed to the DOE's Gulf Coast 
spot price for a gallon of kerosene-type jet fuel, while the fuel surcharges for ground products originating outside the United 
States are indexed to fuel prices in the international region or country where the shipment takes place. Total international fuel 
surcharge revenue decreased by $135 million in 2013, largely due to declining fuel prices and the 2% reduction in the index; 
however, this was partially offset by increases in international air volume.  Total international fuel surcharge revenue increased 
by $11 million in 2012, due to higher fuel surcharge rates caused by increased fuel prices as well as an increase in international 
air volume, but was partially offset by the 2% reduction in the index.

Operating Expenses

2013 compared to 2012

Overall adjusted operating expenses for the segment increased $319 million in 2013 compared with 2012.  This increase 
was driven by the cost of pick-up and delivery, which increased $195 million for the year, largely due to higher package 
volume.  

The cost of operating our international integrated air and ground network increased $111 million for the year, also largely 
due to higher package volume; however, network costs were mitigated by a 0.4% reduction in average daily aircraft block hours 
resulting from ongoing modifications to our air network.  This was achieved even with a 6.4% increase in international export 
volume and several air product service enhancements that occurred during 2013.

The remaining increases in adjusted operating expenses for the year were largely due to the costs of package sorting, 
which was impacted by volume growth, and indirect operating costs, which were affected by increased expenses associated 
with aviation security.  

Excluding the impact of currency exchange rate changes, the total adjusted cost per piece for the segment decreased 2.7% 
in 2013 compared with 2012.

2012 compared to 2011

Overall adjusted operating expenses for the segment decreased $55 million in 2012 compared with 2011.  The largest 
component of this decrease related to the cost of operating our international integrated air and ground network, which decreased 
$117 million.  This decrease primarily resulted from cost control initiatives, including a 1.8% reduction in average daily aircraft 
block hours resulting from ongoing modifications to our air network.  The cost of pick-up and delivery decreased $53 million, 
largely due to the impact of currency exchange rate movements and in-country cost control initiatives.  
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Partially offsetting these cost reductions was an increase in indirect operating costs, which increased $143 million in 2012 
compared with 2011.  This increase was impacted by our investment in enhanced security screening for our international 
locations and expenses associated with business acquisition activities, including our proposed acquisition of TNT Express N.V. 
(see note 15 to the consolidated financial statements) as well as the February 2012 acquisition of Kiala S.A. 

Excluding the impact of currency exchange rate changes, the total cost per piece for the segment increased 2.3% in 2012 
compared with 2011.

Operating Profit and Margin

2013 compared to 2012

Adjusted operating profit contracted by 0.8% in 2013 compared with 2012, while the adjusted operating margin 
decreased 40 basis points.  The solid volume growth in 2013 was largely offset by reductions in revenue per piece, leading to 
only slight growth in revenue.  The net impact of fuel (fuel surcharge revenue decreased at a faster rate than fuel expense) as 
well as currency remeasurement and translation losses combined to decrease operating profit by $219 million when comparing 
2013 with 2012.  The combination of low revenue growth and the adverse impact of fuel and currency led to the reduction in 
adjusted operating margin.

2012 compared to 2011

Adjusted operating margin declined 40 basis points in 2012 compared with 2011, as the product mix shift from our 
premium express products to our standard products in 2012 reduced margins in this segment.  Additionally, the volume declines 
in certain key transcontinental trade lanes during portions of 2012 also adversely impacted margins, since these routes have a 
larger cost infrastructure (relative to the remainder of the International Package segment) to support the air express volume in 
each region.  These factors were mitigated, however, from benefits derived from air network adjustments, cost containment 
programs and the positive impact from foreign currency exchange rate fluctuations. As a result, we experienced a 3.7% decline 
in adjusted operating profit in 2012 compared with 2011.
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Supply Chain & Freight Operations

  Year Ended December 31, % Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Freight LTL Statistics:
Revenue (in millions) $ 2,502 $ 2,377 $ 2,299 5.3 % 3.4 %
Revenue Per Hundredweight $ 22.05 $ 21.73 $ 21.17 1.5 % 2.6 %
Shipments (in thousands) 10,497 10,136 10,247 3.6 % (1.1)%
Shipments Per Day (in thousands) 41.5 40.1 40.5 3.6 % (1.1)%
Gross Weight Hauled (in millions of lbs) 11,348 10,939 10,858 3.7 % 0.7 %
Weight Per Shipment (in lbs) 1,081 1,079 1,060 0.2 % 1.8 %
Operating Days in Period 253 253 253

Revenue (in millions):
Forwarding and Logistics $ 5,492 $ 5,977 $ 6,103 (8.1)% (2.1)%
Freight 2,882 2,640 2,563 9.2 % 3.0 %
Other 561 530 473 5.8 % 12.1 %

Total Revenue $ 8,935 $ 9,147 $ 9,139 (2.3)% 0.1 %
Operating Expenses (in millions):

Operating Expenses $ 8,261 $ 9,132 $ 8,532 (9.5)% 7.0 %
Defined Benefit Plans Mark-to-Market Charge — (713) (177)
Gains on Real Estate Transactions — — 48

Adjusted Operating Expenses $ 8,261 $ 8,419 $ 8,403 (1.9)% 0.2 %
Operating Profit (in millions) and Operating Margins:

Operating Profit $ 674 $ 15 $ 607 N/A (97.5)%
Adjusted Operating Profit $ 674 $ 728 $ 736 (7.4)% (1.1)%
Operating Margin 7.5% 0.2% 6.6%
Adjusted Operating Margin 7.5% 8.0% 8.1%

Currency Translation Benefit / (Cost)—(in millions)*:
Revenue $ (31) $ (100)
Operating Expenses 25 97
Operating Profit $ (6) $ (3)

* Amount represents the change compared to the prior year.

Revenue

2013 compared to 2012

Forwarding and logistics revenue decreased $485 million in 2013 compared with 2012. Forwarding revenue decreased in 
2013, primarily due to lower tonnage and rates charged to our customers in our international air forwarding business.  The 
reduction in tonnage was caused by several factors, including weak overall market demand, competitive pressures, and our 
customer concentration among the technology and military sectors, as demand in these sectors was relatively weaker than the 
remainder of the air freight market.  The reduction in rates was largely due to industry overcapacity in key trade lanes, 
particularly the Asia-outbound market.  Revenue for our logistics products increased in 2013 compared with 2012, as we 
experienced solid growth in our mail services and healthcare distribution solutions; however, this was largely offset by revenue 
declines among our technology customers.      
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Freight revenue increased $242 million in 2013, driven by an increase in LTL revenue per hundredweight, tonnage and 
average daily LTL shipments.  The increase in LTL revenue per hundredweight was largely due to our focus on yield 
management, as well as general rate increases averaging 5.9% that took effect on both July 16, 2012 and on June 10, 2013, 
covering non-contractual shipments in the United States, Canada and Mexico.  LTL fuel surcharge revenue increased by $18 
million in 2013 compared with the prior year, due to changes in diesel fuel prices and overall LTL shipment volume.  In 
addition, our Truckload division experienced increased volume and revenue, primarily related to our dedicated and non-
dedicated service offerings.

The other businesses within Supply Chain & Freight increased revenue by $31 million in 2013, primarily due to growth at 
UPS Capital, The UPS Store and UPS Customer Solutions.

2012 compared to 2011

Forwarding and logistics revenue decreased $126 million in 2012 compared with 2011. Forwarding revenue decreased in 
2012, primarily due to lower rates in our air forwarding business and the adverse impact of foreign currency exchange rates; 
however, this was partially offset by improved tonnage in both our air and ocean forwarding businesses.  The reduction in rates 
in the air forwarding business was largely due to industry overcapacity in key trade lanes, particularly the Asia-outbound 
market.  In our logistics products, revenue increased in 2012 as we experienced robust growth in our mail services and health 
care solutions.  The improved revenue in our health care solutions business was driven by organic growth as well as the 
December 2011 acquisition of Pieffe Group.    

Freight revenue increased $77 million for the year, driven by an increase in LTL revenue per hundredweight and in gross 
weight hauled; however, these factors were somewhat offset by a decline in average daily LTL shipments.  The increase in LTL 
revenue per hundredweight was largely due to our focus on yield management and profitable revenue growth, as well as a 
general rate increase averaging 5.9% that took effect on July 16, 2012, covering non-contractual shipments in the United States, 
Canada and Mexico.  The decline in average daily LTL shipments in 2012 was impacted by increased competitiveness in the 
LTL market and the slowdown in the U.S. economy.  Fuel surcharge revenue increased by $16 million for 2012 compared with 
the prior year, due to changes in diesel fuel prices and overall LTL shipment volume. 

The other businesses within Supply Chain & Freight increased revenue by $57 million in 2012 compared with 2011, 
primarily due to growth at The UPS Store, UPS Customer Solutions and our contract to provide domestic air transportation 
services for the U.S. Postal Service.

Operating Expenses

2013 compared to 2012

Forwarding and logistics adjusted operating expenses decreased $388 million in 2013 compared with 2012, due to several 
factors.  Purchased transportation expense declined by $236 million, primarily due to lower tonnage in our international air 
freight forwarding business.  Compensation and benefits expense declined by $59 million, largely due to reduced payroll costs 
and lower expense for worker's compensation claims.  The remaining decrease in expense resulted from lower fuel costs, bad 
debt expense, and various other items.

Freight adjusted operating expenses increased $234 million in 2013, while the total cost per LTL shipment increased 
2.0%.  The largest component of this increase related to the cost of operating our linehaul network, which grew by $62 million, 
as a result of a 3.7% average daily tonnage increase, coupled with wage and purchased transportation increases.  Our Truckload 
division experienced a $48 million increase in costs for the year, largely related to the expansion of our dedicated and non-
dedicated services.  Pick-up and delivery costs increased $15 million as a result of higher volume and wage increases, but were 
partially offset by productivity improvements.  The remaining increase in expense in 2013 was impacted by increases in 
pension expense and healthcare costs.

Adjusted operating expenses for the other businesses within Supply Chain & Freight decreased $4 million in 2013 
compared with 2012.
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2012 compared to 2011

Forwarding and logistics adjusted operating expenses decreased $97 million in 2012 compared with 2011, due to several 
factors.  Purchased transportation expense fell by $65 million in 2012, primarily due to lower rates charged to us by third-party 
transportation carriers (though this briefly reversed in the fourth quarter).  Compensation and benefits expense declined by $28 
million in 2012, largely due to reduced payroll and lower management incentive compensation costs.  These factors were 
partially offset by a $10 million increase in depreciation and amortization, due to the amortization of intangible assets 
associated with our acquisition of Pieffe Group and the continued investment in technology and facilities in our health care 
logistics business.

Freight adjusted operating expenses increased $57 million in 2012, while the total cost per LTL shipment increased 3.8% 
for the year.  The largest component of this increase related to the cost of operating our linehaul network, which grew by $40 
million for the year, primarily as a result of an increase in tonnage, coupled with wage and purchased transportation increases.  
Pick-up and delivery costs increased $12 million for the year, largely due to the increase in tonnage as well as contractual driver 
wage increases of 3.5%.  Rising diesel fuel prices increased the fuel expense for our fleet, as well as increased the fuel 
surcharge rates passed to us from third-party transportation carriers.  These factors were, however, partially offset by 
productivity improvements.    

Adjusted operating expenses for the other businesses within Supply Chain & Freight increased $56 million in 2012 
compared with 2011.

Operating Profit and Margin

2013 compared to 2012

Adjusted operating profit for the forwarding and logistics unit decreased by $97 million in 2013 compared with 2012.  
This decrease was primarily due to reduced profitability in our international air forwarding business, which resulted from 
competitive pressures combined with weak overall air freight market demand due to continued economic weakness in Europe, 
slowing growth in China and a sluggish U.S. economy.  Additionally, our customer concentration among the technology and 
military sectors negatively impacted our results, as demand in these sectors was relatively weaker than the remainder of the air 
freight market.  This lower demand pressured the rates we charge to our customers, which more than offset the reduced rates we 
incur from third-party transportation carriers, and thereby led to a compression in our operating margin.   

Adjusted operating profit for our freight unit increased $8 million in 2013 compared with 2012, as improvements in 
average daily LTL volume, yields and productivity measures (including gains in pick-up and delivery stops per hour, dock bills 
per hour and linehaul network utilization) more than offset an increase in wage and benefit expenses.

The combined adjusted operating profit for all of our other businesses in this segment increased $35 million in 2013 
compared with 2012, primarily due to higher operating profit at UPS Capital and The UPS Store.

2012 compared to 2011

Adjusted operating profit for the forwarding and logistics unit decreased by $29 million in 2012 compared with 2011.  
This decrease was primarily due to reduced profitability in our international air forwarding business, as European economic 
uncertainty, slower growth in China and a sluggish U.S. economy all contributed to a reduction in overall air freight market 
demand.  This lower demand pressured the rates we charge to our customers, which more than offset the reduced rates we incur 
from third-party transportation carriers, and thereby led to a decline in our operating margin.  Operating profit for our logistics 
business declined in 2012 compared with 2011, largely due to increased depreciation expense resulting from the continued 
investment in technology and facilities for our global health care business.

Adjusted operating profit for our freight unit increased $20 million in 2012 compared with 2011, as gains in productivity 
(including pick-up and delivery stops per hour, dock bills per hour and linehaul network utilization) as well as improved yields, 
more than offset the overall decline in volume.  

The combined adjusted operating profit for all of our other businesses in this segment increased $1 million in 2012 
compared with 2011, largely due to growth from our contract to provide domestic air transportation services for the U.S. Postal 
Service.
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Operating Expenses
 

  Year Ended December 31, % Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Operating Expenses (in millions):
Compensation and Benefits $ 28,557 $ 33,102 $ 27,575 (13.7)% 20.0 %

Defined Benefit Plans Mark-to-Market Charge — (4,831) (827)
Multiemployer Pension Plan Withdrawal Charge — (896) —

Adjusted Compensation and Benefits 28,557 27,375 26,748 4.3 % 2.3 %

Repairs and Maintenance 1,240 1,228 1,286 1.0 % (4.5)%
Depreciation and Amortization 1,867 1,858 1,782 0.5 % 4.3 %
Purchased Transportation 7,486 7,354 7,232 1.8 % 1.7 %
Fuel 4,027 4,090 4,046 (1.5)% 1.1 %
Other Occupancy 950 902 943 5.3 % (4.3)%

Other Expenses 4,277 4,250 4,161 0.6 % 2.1 %
TNT Termination Fee and Related Expenses (284) — —
Gain Upon Liquidation of Foreign Subsidiary 245 — —
Gains on Real Estate Transactions — — 33

Adjusted Other Expenses 4,238 4,250 4,194 (0.3)% 1.3 %

Total Operating Expenses $ 48,404 $ 52,784 $ 47,025 (8.3)% 12.2 %
Adjusted Total Operating Expenses $ 48,365 $ 47,057 $ 46,231 2.8 % 1.8 %

Currency Translation Cost / (Benefit)* $ 12 $ (362)

* Amount represents the change compared to the prior year.

Compensation and Benefits

2013 compared to 2012

Employee payroll costs increased $684 million in 2013 compared with 2012, largely due to contractual union wage rate 
increases, a 3.1% increase in average daily union labor hours, and a merit salary increase for management employees; however, 
this was partially offset by an overall reduction in the number of management personnel.

Adjusted benefits expense increased $498 million in 2013 compared with 2012, primarily due to higher pension expense, 
increased vacation, holiday and excused absence expense, and higher health and welfare costs; however, these items were 
partially offset by changes in the expense associated with our self-insurance for worker’s compensation claims.  These primary 
factors impacting expense are discussed further as follows:

• Pension expense increased $300 million in 2013 compared with 2012, due to higher union contribution rates for 
multiemployer pension plans combined with increased service and interest costs for company-sponsored plans.  The 
increase in service and interest costs for company-sponsored plans was largely due to continued service accruals and 
lower discount rates.  

• Vacation, holiday and excused absence expense increased $89 million in 2013 compared with 2012, due to increased 
vacation entitlements earned based on employees' years of service, higher wage rates and an increase in the overall 
number of employees during 2013.
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• Health and welfare costs increased $182 million in 2013 compared with 2012, largely due to increased contribution 
rates to multiemployer plans, higher medical claims in UPS-sponsored plans, and the impact of several provisions of 
the Patient Protection and Affordable Care Act of 2010.  

• The expense associated with our self-insurance programs for worker’s compensation claims decreased $131 million in 
2013 compared with 2012.  Insurance reserves are established for estimates of the loss that we will ultimately incur on 
reported worker's compensation claims, as well as estimates of claims that have been incurred but not reported, and 
take into account a number of factors including our history of claim losses, payroll growth and the impact of safety 
improvement initiatives.  In 2013, we experienced favorable actuarial expense adjustments as the frequency and 
severity of claims was less than previously projected, due to the impact of ongoing safety improvement and claim 
management initiatives. 

2012 compared to 2011

Employee payroll costs increased $183 million in 2012 compared with 2011, largely due to contractual union wage rate 
increases that took effect under our collective bargaining agreement with the Teamsters, as well as an increase in total union 
labor hours; however, this was partially offset by a decline in management payroll costs due to a reduction in incentive 
compensation expense.  

Adjusted benefits expense increased $444 million in 2012 compared with 2011, primarily due to higher pension expense, 
increased health and welfare costs and changes in the expense associated with our self-insurance for workers' compensation 
claims, as follows:

• Adjusted pension expense increased $200 million in 2012 compared with 2011, due to higher union contribution rates 
for multiemployer pension plans combined with increased service and interest costs for company-sponsored plans.  
The increase in service and interest costs for company-sponsored plans was largely due to continued service accruals 
and lower discount rates.  

• Health and welfare costs increased $157 million in 2012 compared with 2011, largely due to higher medical claims 
and the impact of several provisions of the Patient Protection and Affordable Care Act of 2010.  

• The expense associated with our self-insurance programs for workers' compensation claims increased $60 million in 
2012 compared with 2011.  The increase in expense in 2012 was largely impacted by increased payroll estimates, 
changes in state workers' compensation laws, and medical inflation.

Repairs and Maintenance

2013 compared to 2012 

The increase in repairs and maintenance expense was largely due to increased vehicle maintenance costs in our global 
package and freight operations.  These higher costs were impacted by the increase in miles driven in 2013 compared with 2012, 
as well as the overall increase in the size of our vehicle fleet in our U.S. Domestic Package and UPS Freight operations.

2012 compared to 2011 

The decrease in repairs and maintenance expense was largely due to lower aircraft maintenance costs, which decreased 
$77 million in 2012 compared with 2011. This decrease resulted primarily from a 0.8% reduction in average daily aircraft block 
hours, and the conversion of an engine maintenance agreement with an outside vendor from a cost reimbursement approach to 
a fixed rate per flight hour.  Additionally, aircraft maintenance expense declined due to a reduction in the number of scheduled 
maintenance checks for our Airbus A300-600F, Boeing 757-200F and Boeing MD-11F aircraft.

Depreciation and Amortization

2013 compared to 2012 

The increase in depreciation and amortization expense in 2013, compared with 2012, was primarily due to a $62 million 
increase in depreciation expense on vehicles.  This increase was driven by the replacement of older, fully-depreciated vehicles, 
technology upgrades on new vehicles and an overall increase in the size of our vehicle fleet.  This increase was largely offset by 
several factors, including lower building and facility depreciation and capitalized software amortization.
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2012 compared to 2011

The increase in depreciation and amortization expense was primarily due to higher depreciation expense on vehicles of 
$57 million in 2012 compared with 2011, resulting from the replacement of older, fully-depreciated vehicles, technology 
upgrades on new vehicles and an overall increase in the size of our vehicle fleet in our U.S. Domestic package operations.

Purchased Transportation

2013 compared to 2012

The increase in purchased transportation expense charged to us by third-party air, ocean and truck carriers in 2013, 
compared with 2012, was driven by several factors:

• Our U.S. Domestic Package segment incurred a $154 million expense increase for the year, primarily due to higher 
rates passed to us from rail carriers, and higher fees paid to the U.S. Postal Service associated with the volume growth 
in our SurePost product.  This increase in expense was also impacted by the adverse weather conditions in the fourth 
quarter of 2013, as well as the significant increase in volume during the compressed timing of the holiday season.

• Our International Package segment incurred a $144 million expense increase for the year, primarily due to 
international volume growth.  

• Our UPS Freight business incurred a $70 million increase for the year, largely due to growth in LTL volume and 
higher rates passed to us from rail carriers.  

• The purchased transportation expense for our forwarding & logistics business declined $236 million for the year, 
largely due to lower tonnage and reduced rates from third-party transportation carriers in our international air freight 
forwarding business.  

2012 compared to 2011

The increase in purchased transportation expense charged to us by third-party air, ocean and truck carriers in 2012 
compared with 2011 was impacted by several factors.  We incurred a $187 million increase in purchased transportation expense 
for 2012 in our U.S. Domestic Package segment, primarily due to higher fees paid to the U.S. Postal Service associated with 
the strong volume growth in our SurePost product, and higher rates passed to us from rail carriers.  This was partially offset by 
a $65 million decrease in expense in our freight forwarding business, largely as a result of lower rates charged to us by third-
party air carriers.  

Fuel

2013 compared to 2012

The decrease in fuel expense in 2013 was largely due to the decline in fuel prices (primarily jet-A fuel prices), which 
decreased expense by $77 million, net of hedging.  This was partially offset by a $14 million increase in overall fuel usage, 
which was primarily due to lower vehicle fuel efficiency and an increase in miles driven.

2012 compared to 2011

The fuel expense increase in 2012 compared with 2011 was largely due to higher fuel prices, which increased expense by 
$116 million; however, this was partially offset by lower usage of fuel products, which decreased expense by $72 million.  The 
lower fuel usage was largely due to the decrease in total aircraft block hours and vehicle miles driven.

Other Occupancy

2013 compared to 2012

The increase in other occupancy expense in 2013, compared with 2012, was primarily due to higher snow removal costs 
at our operating facilities, an increase in utility expenses, as well as higher real estate taxes.  The relatively cold winter in the 
United States in 2013 compared with 2012 caused the increase in snow removal costs, while increased usage and higher prices 
of natural gas and electricity resulted in the increase in utility expenses. 
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2012 compared to 2011

Other occupancy expense decreased in 2012 compared with 2011, primarily due to reductions in personal property and 
real estate taxes combined with a decrease in utilities expense.  The relatively warm winter in the United States, combined with 
lower natural gas prices, helped to reduce heating and snow removal costs in our facilities during the early months of 2012.

Other Expenses

2013 compared to 2012

The decrease in adjusted other expenses in 2013 compared with 2012 was impacted by a number of factors, including 
decreases in bad debt expense, employee expense reimbursements, advertising costs, telecommunications expenses, and non-
income based state and local taxes.  These decreases in expense were partially offset by increases in auto liability insurance, 
transportation equipment rentals, and air cargo handling costs. 

2012 compared to 2011

Adjusted other expenses increased in 2012 compared with 2011, primarily due to an increase in transportation equipment 
rentals, bad debt expense and auto liability insurance, as well as expenses incurred in 2012 related to the proposed TNT 
Express N.V. acquisition.  These increases were partially offset by a reduction in employee relocation expenses and a decline in 
package claims expense.  Additionally, 2012 adjusted other expenses were reduced by a $9 million gain on the sale of a 
distribution facility in our Supply Chain & Freight segment.

Investment Income and Interest Expense

The following table sets forth investment income and interest expense for the years ended December 31, 2013, 2012 and 
2011 (in millions):
 

  Year Ended December 31, % Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Investment Income $ 20 $ 24 $ 44 (16.7)% (45.5)%
Interest Expense $ (380) $ (393) $ (348) (3.3)% 12.9 %

Investment Income

2013 compared to 2012

The decrease in investment income in 2013 compared with 2012 was primarily due to lower interest rates earned on 
invested assets, as well as a decline in the average balance of invested assets. These factors were partially offset by higher 
realized gains on the sales of securities in 2013 compared with 2012.  

2012 compared to 2011

The decrease in investment income in 2012 compared with 2011 was primarily caused by an $8 million decline in fair 
value adjustments and a $25 million decline in realized gains on sales of investments. These declines were partially offset by an 
increase in interest income, largely due to having a higher average balance of interest-earning cash and investments in our 
portfolio in 2012 compared with 2011. 

Interest Expense

2013 compared to 2012

Interest expense decreased in 2013 compared to 2012, largely due to three factors:  (1) having a greater proportion of our 
debt swapped to lower-yielding variable rates, (2) a decrease in the interest rate indices underlying our variable-rate debt and 
swaps, and (3) a lower average balance of debt outstanding. These factors were partially offset by the imputation of interest 
expense on the multiemployer pension withdrawal liability related to the New England Pension Fund. 
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2012 compared to 2011

Interest expense increased in 2012 compared with 2011, largely due to a higher average balance of debt outstanding, as 
well as a higher effective interest rate incurred on our debt.  The higher effective interest rate largely resulted from two factors:  
(1) having a greater proportion of fixed-rate debt outstanding relative to lower-yielding variable rate debt and (2) an increase in 
the interest rate indices underlying our variable-rate debt and swaps in 2012.  Additionally, interest expense increased in 2012 
compared with 2011 due to unfavorable fair value adjustments on interest rate swaps that have not been designated as hedges, 
as well as the imputation of interest expense on the multiemployer pension withdrawal liability related to the New England 
Pension Fund.

Income Tax Expense

The following table sets forth income tax expense and our effective tax rate for the years ended December 31, 2013, 2012 
and 2011 (in millions):

  Year Ended December 31,     % Change
  2013 2012 2011 2013 / 2012 2012 / 2011

Income Tax Expense $ 2,302 $ 167 $ 1,972 N/A (91.5)%
Income Tax Impact of:

TNT Termination Fee and Related Expenses 107 — —
Gain Upon Liquidation of Foreign Subsidiary (32) — —
Defined Benefit Plans Mark-to-Market Charge — 1,808 300
Multiemployer Pension Plan Withdrawal Charge — 337 —
Gain on Real Estate Transactions — — (13)

Adjusted Income Tax Expense $ 2,377 $ 2,312 $ 2,259 2.8% 2.3 %
Effective Tax Rate 34.5% 17.1% 34.1%
Adjusted Effective Tax Rate 35.4% 34.5% 34.4%

2013 compared to 2012 

Our adjusted effective tax rate increased to 35.4% in 2013 from 34.5% in 2012, due to a decrease in U.S. Federal and state 
tax credits relative to total pre-tax income, and unfavorable changes in the proportion of our taxable income in certain U.S. and 
non-U.S. jurisdictions relative to total pre-tax income.  

2012 compared to 2011 

Our adjusted effective tax rate increased in 2012 compared with 2011 primarily due to the expiration of certain U.S. tax 
credit provisions at the end of 2011, and a decrease in the relative benefit of other deductions and tax credits that do not 
increase in proportion to increases in pre-tax income.  Adjusted income tax expense increased in 2012 compared with 2011 
primarily due to higher pre-tax income and the factors described above.
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Liquidity and Capital Resources

Operating Activities

The following is a summary of the significant sources (uses) of cash from operating activities (amounts in millions):

2013 2012 2011

Net income $ 4,372 $ 807 $ 3,804
Non-cash operating activities(a) 3,318 7,313 4,578
Pension and postretirement plan contributions (UPS-sponsored plans) (212) (917) (1,436)
Income tax receivables and payables (155) 280 236
Changes in working capital and other noncurrent assets and liabilities 121 (148) (12)
Other operating activities (140) (119) (97)

Net cash from operating activities $ 7,304 $ 7,216 $ 7,073
(a) Represents depreciation and amortization, gains and losses on derivative and foreign exchange transactions, deferred 

income taxes, provisions for uncollectible accounts, pension and postretirement benefit expense, stock compensation 
expense, impairment charges and other non-cash items.

Cash from operating activities remained strong throughout the 2011 to 2013 time period. Operating cash flow was 
favorably impacted in 2013, compared with 2012, by lower contributions into our defined benefit pension and postretirement 
benefit plans; however, this was partially offset by certain TNT Express transaction-related charges, as well as changes in 
income tax receivables and payables. We paid a termination fee to TNT Express of €200 million ($268 million) under the 
agreement to terminate the merger protocol in the first quarter of 2013.  Additionally, the cash payments for income taxes 
increased in 2013 compared with 2012, and were impacted by the timing of current tax deductions. 

Except for discretionary or accelerated fundings of our plans, contributions to our company-sponsored pension plans 
have largely varied based on whether any minimum funding requirements are present for individual pension plans.

• In 2013, we did not have any required,  nor make any discretionary, contributions to our primary company-sponsored 
pension plans in the U.S.

• In 2012, we made a $355 million required contribution to the UPS IBT Pension Plan.
• In 2011, we made a $1.2 billion contribution to the UPS IBT Pension Plan, which satisfied our 2011 contribution 

requirements and also approximately $440 million in contributions that would not have been required until after 2011.
• The remaining contributions in the 2011 through 2013 period were largely due to contributions to our international 

pension plans and U.S. postretirement medical benefit plans.

As discussed further in the “Contractual Commitments” section, we have minimum funding requirements in the next 
several years, primarily related to the UPS IBT Pension, UPS Retirement and UPS Pension plans.  

As of December 31, 2013, the total of our worldwide holdings of cash and cash equivalents was $4.665 billion.  
Approximately 45%-55% of cash and cash equivalents was held by foreign subsidiaries throughout the year.  The amount of 
cash held by our U.S. and foreign subsidiaries fluctuates throughout the year due to a variety of factors, including the timing of 
cash receipts and disbursements in the normal course of business. Cash provided by operating activities in the United States 
continues to be our primary source of funds to finance domestic operating needs, capital expenditures, share repurchases and 
dividend payments to shareowners.  To the extent that such amounts represent previously untaxed earnings, the cash held by 
foreign subsidiaries would be subject to tax if such amounts were repatriated in the form of dividends; however, not all 
international cash balances would have to be repatriated in the form of a dividend if returned to the U.S.  When amounts earned 
by foreign subsidiaries are expected to be indefinitely reinvested, no accrual for taxes is provided. 
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Investing Activities

Our primary sources (uses) of cash for investing activities were as follows (amounts in millions):

2013 2012 2011

Net cash used in investing activities $ (2,114) $ (1,335) $ (2,537)
Capital Expenditures:
Buildings and facilities $ (483) $ (506) $ (373)
Aircraft and parts (478) (568) (598)
Vehicles (662) (672) (659)
Information technology (442) (407) (375)

$ (2,065) $ (2,153) $ (2,005)
Capital Expenditures as a % of Revenue 3.7% 4.0% 3.8%
Other Investing Activities:
Proceeds from disposals of property, plant and equipment $ 104 $ 95 $ 27
Net decrease in finance receivables $ 39 $ 101 $ 184
Net (purchases) sales of marketable securities $ 9 $ 628 $ (413)
Cash received (paid) for business acquisitions and dispositions $ (22) $ (100) $ (73)
Other investing activities $ (179) $ 94 $ (257)

We have commitments for the purchase of vehicles, equipment and real estate to provide for the replacement of existing 
capacity and anticipated future growth. We generally fund our capital expenditures with our cash from operations. Future 
capital spending for anticipated growth and replacement assets will depend on a variety of factors, including economic and 
industry conditions. We anticipate that our capital expenditures for 2014 will be approximately $2.5 billion.

Capital spending on aircraft over the 2011 to 2013 period was largely due to scheduled deliveries of previous orders for 
the Boeing 767-300ERF and 747-400F aircraft. Capital spending on vehicles increased during the 2011 to 2013 period in our 
U.S. and international package businesses and our freight unit, due to vehicle replacements, technology enhancements and new 
vehicle orders to support volume growth.  Capital expenditures on buildings and facilities in the 2011 to 2013 period included 
expansion and new construction projects at facilities in Europe and Asia, including a $200 million expansion at our European 
air hub in Cologne, Germany that began in 2011 and will be completed in the first quarter of 2014.

The proceeds from the disposal of property, plant and equipment were largely due to real estate and aircraft sales during 
the 2011 through 2013 period, as well as the proceeds from insurance recoveries in 2013. The net decline in finance receivables 
in the 2011 through 2013 period was primarily due to customer paydowns and loan sales activity, primarily in our commercial 
lending, asset-based lending and leasing portfolios. The purchases and sales of marketable securities are largely determined by 
liquidity needs and the periodic rebalancing of investment types, and will therefore fluctuate from period to period.

The cash paid for business acquisitions in the 2011 to 2013 period was largely due to the acquisitions of Pieffe Group in 
Italy (2011), Kiala S.A. in Belgium (2012) and Cemelog Ltd. in Hungary (2013), as well as other smaller acquisitions. 

Other investing activities are impacted by changes in our restricted cash balance, the cash settlement of derivative 
contracts used in our currency hedging programs, and the timing of aircraft purchase contract deposits on our Boeing 
767-300ERF and 747-400F aircraft orders. In 2013, we increased the restricted cash balance associated with our self-insurance 
requirements by $137 million (there were no changes in restricted cash in 2012 or 2011, other than earned interest).  We 
received (paid) cash related to purchases and settlements of energy and currency derivative contracts used in our hedging 
programs of $(28), $41, and $(78) million during 2013, 2012 and 2011, respectively.
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Financing Activities

Our primary sources (uses) of cash for financing activities were as follows (amounts in millions, except per share data):

2013 2012 2011

Net cash used in financing activities $ (7,807) $ (1,817) $ (4,862)
Share Repurchases:
Cash expended for shares repurchased $ (3,838) $ (1,621) $ (2,665)
Number of shares repurchased (43.2) (21.8) (38.7)
Shares outstanding at year-end 923 953 963
Percent reduction in shares outstanding (3.1)% (1.0)% (2.8)%
Dividends:
Dividends declared per share $ 2.48 $ 2.28 $ 2.08
Cash expended for dividend payments $ (2,260) $ (2,130) $ (1,997)
Borrowings:
Net borrowings (repayments) of debt principal $ (1,775) $ 1,729 $ (95)
Other Financing Activities:
Cash received for common stock issuances $ 491 $ 301 $ 290
Other financing activities $ (425) $ (96) $ (395)
Capitalization:
Total debt outstanding at year-end $ 10,872 $ 12,870 $ 11,128
Total shareowners’ equity at year-end 6,488 4,733 7,108
Total capitalization $ 17,360 $ 17,603 $ 18,236
Debt to Total Capitalization % 62.6 % 73.1 % 61.0 %

 On February 14, 2013, the Board of Directors approved a share repurchase authorization of $10.0 billion, which replaced 
an authorization previously announced in 2012. The share repurchase authorization has no expiration date.  As of December 31, 
2013, we had $6.814 billion of this share repurchase authorization remaining.  Share repurchases may take the form of 
accelerated share repurchases, open market purchases, or other such methods as we deem appropriate. The timing of our share 
repurchases will depend upon market conditions. Unless terminated earlier by the resolution of our Board, the program will 
expire when we have purchased all shares authorized for repurchase under the program.  We anticipate repurchasing 
approximately $2.7 billion of shares in 2014.

The declaration of dividends is subject to the discretion of the Board of Directors and will depend on various factors, 
including our net income, financial condition, cash requirements, future prospects, and other relevant factors. We expect to 
continue the practice of paying regular cash dividends. In February 2014, we increased our quarterly dividend payment from 
$0.62 to $0.67 per share, an 8% increase.

Issuances of debt in 2013 consisted primarily of longer-maturity commercial paper.  Issuances of debt in 2012 consisted 
primarily of senior fixed rate note offerings totaling $1.75 billion, the proceeds of which were used to repay the principal 
balance of our $1.75 billion notes that matured on January 15, 2013.  In 2011, issuances of debt consisted primarily of 
commercial paper and five new aircraft leases. 

Repayments of debt in 2013, 2012 and 2011 consisted primarily of the maturity of our $1.75 billion senior fixed rate 
notes that matured on January 15, 2013, paydowns of commercial paper, and scheduled principal payments on our capitalized 
lease obligations. We consider the overall fixed and floating interest rate mix of our portfolio and the related overall cost of 
borrowing when planning for future issuances and non-scheduled repayments of debt.

As of December 31, 2013, our 3.875% senior notes with a principal balance of $1.0 billion due in April 2014 have been 
classified as a long-term liability, based on our intent and ability to refinance the debt.

We had no commercial paper outstanding at December 31, 2013 and 2012. The amount of commercial paper outstanding 
fluctuates throughout each year based on daily liquidity needs. The average commercial paper balance was $1.013 billion and 
the average interest rate paid was 0.07% in 2013 ($962 million and 0.07% in 2012, respectively).
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Cash received from common stock issuances to employees increased primarily due to additional stock option exercises in 
2013 and 2012. 

The cash outflows in other financing activities were impacted by several factors.  Cash inflows (outflows) from the 
premium payments and settlements of capped call options for the purchase of UPS class B shares were $(93), $206 and $(200) 
million for 2013, 2012 and 2011, respectively.  In 2013, we paid $70 million to purchase the noncontrolling interest in a joint 
venture that operates in the Middle East, Turkey and portions of the Central Asia region.  In 2012, we settled several interest 
rate derivatives that were designated as hedges of the senior fixed-rate debt offerings that year, which resulted in a cash outflow 
of $70 million.  The remaining cash outflows in other financing activities for 2013, 2012 and 2011 were related to the 
repurchase of shares to satisfy tax withholding obligations on vested employee stock awards.  

Sources of Credit

We are authorized to borrow up to $10.0 billion under our U.S. commercial paper program.  We also maintain a European 
commercial paper program under which we are authorized to borrow up to €5.0 billion in a variety of currencies.  No amounts 
were outstanding under these programs as of December 31, 2013.  The amount of commercial paper outstanding under these 
programs in 2014 is expected to fluctuate.  

We maintain two credit agreements with a consortium of banks. One of these agreements provides revolving credit 
facilities of $1.5 billion, and expires on March 28, 2014. Generally, amounts outstanding under this facility bear interest at a 
periodic fixed rate equal to LIBOR for the applicable interest period and currency denomination, plus an applicable margin. 
Alternatively, a fluctuating rate of interest equal to the highest of (1) JPMorgan Chase Bank’s publicly announced prime rate, 
(2) the Federal Funds effective rate plus 0.50%, and (3) LIBOR for a one month interest period plus 1.00%, plus an applicable 
margin, may be used at our discretion.  In each case, the applicable margin for advances bearing interest based on LIBOR is a 
percentage determined by quotations from Markit Group Ltd. for our 1-year credit default swap spread, subject to a minimum 
rate of 0.10% and a maximum rate of 0.75%. The applicable margin for advances bearing interest based on the prime rate is 
1.00% below the applicable margin for LIBOR advances (but not lower than 0.00%). We are also able to request advances 
under this facility based on competitive bids for the applicable interest rate. There were no amounts outstanding under this 
facility as of December 31, 2013.

The second agreement provides revolving credit facilities of $1.0 billion, and expires on March 29, 2018. Generally, 
amounts outstanding under this facility bear interest at a periodic fixed rate equal to LIBOR for the applicable interest period 
and currency denomination, plus an applicable margin. Alternatively, a fluctuating rate of interest equal to the highest of (1) 
JPMorgan Chase Bank’s publicly announced prime rate, (2) the Federal Funds effective rate plus 0.50%, and (3) LIBOR for a 
one month interest period plus 1.00%, plus an applicable margin, may be used at our discretion.  In each case, the applicable 
margin for advances bearing interest based on LIBOR is a percentage determined by quotations from Markit Group Ltd. for our 
credit default swap spread, interpolated for a period from the date of determination of such credit default swap spread in 
connection with a new interest period until the latest maturity date of this facility then in effect (but not less than a period of 
one year). The applicable margin is subject to certain minimum rates and maximum rates based on our public debt ratings from 
Standard & Poor’s Rating Service and Moody’s Investors Service. The minimum applicable margin rates range from 0.100% to 
0.375%, and the maximum applicable margin rates range from 0.750% to 1.250% per annum. The applicable margin for 
advances bearing interest based on the prime rate is 1.00% below the applicable margin for LIBOR advances (but not less than 
0.00%). We are also able to request advances under this facility based on competitive bids. There were no amounts outstanding 
under this facility as of December 31, 2013.

Our existing debt instruments and credit facilities subject us to certain financial covenants. As of December 31, 2013 and 
for all prior periods presented, we have satisfied these financial covenants. These covenants limit the amount of secured 
indebtedness that we may incur, and limit the amount of attributable debt in sale-leaseback transactions, to 10% of net tangible 
assets. As of December 31, 2013, 10% of net tangible assets is equivalent to $2.612 billion; however, we have no covered sale-
leaseback transactions or secured indebtedness outstanding.  We do not expect these covenants to have a material impact on our 
financial condition or liquidity.

Guarantees and Other Off-Balance Sheet Arrangements

We do not have guarantees or other off-balance sheet financing arrangements, including variable interest entities, which 
we believe could have a material impact on financial condition or liquidity.
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Contractual Commitments

We have contractual obligations and commitments in the form of capital leases, operating leases, debt obligations, 
purchase commitments, and certain other liabilities. We intend to satisfy these obligations through the use of cash flow from 
operations. The following table summarizes the expected cash outflow to satisfy our contractual obligations and commitments 
as of December 31, 2013 (in millions):

Commitment Type 2014 2015 2016 2017 2018 After 2018 Total

Capital Leases $ 67 $ 65 $ 58 $ 58 $ 53 $ 422 $ 723
Operating Leases 310 239 180 146 99 242 1,216
Debt Principal 1,009 107 6 377 750 8,030 10,279
Debt Interest 301 294 294 293 282 4,519 5,983
Purchase Commitments 333 100 50 11 — — 494
Pension Fundings — 687 1,137 1,082 1,055 2,259 6,220
Other Liabilities 58 43 23 10 5 — 139
Total $ 2,078 $ 1,535 $ 1,748 $ 1,977 $ 2,244 $ 15,472 $ 25,054

Our capital lease obligations relate primarily to leases on aircraft. Capital leases, operating leases, and purchase 
commitments, as well as our debt principal obligations, are discussed further in note 7 to our consolidated financial statements. 
The amount of interest on our debt was calculated as the contractual interest payments due on our fixed-rate debt, in addition to 
interest on variable rate debt that was calculated based on interest rates as of December 31, 2013. The calculations of debt 
interest take into account the effect of interest rate swap agreements. For debt denominated in a foreign currency, the 
U.S. Dollar equivalent principal amount of the debt at the end of the year was used as the basis to calculate future interest 
payments.

Purchase commitments represent contractual agreements to purchase goods or services that are legally binding, the 
largest of which are orders for technology equipment and vehicles. As of December 31, 2013, we have no open aircraft orders. 

Pension fundings represent the anticipated required cash contributions that will be made to our qualified U.S. pension 
plans (these plans are discussed further in note 4 to the consolidated financial statements). The pension funding requirements 
were estimated under the provisions of the Pension Protection Act of 2006 and the Employee Retirement Income Security Act 
of 1974, using discount rates, asset returns and other assumptions appropriate for these plans.  In July 2012, federal legislation 
was signed into law that allows pension plan sponsors to use higher interest rate assumptions (based on a 25-year rate history) 
in valuing plan liabilities and determining funding obligations. As a result of this legislation, we are not subject to required 
contributions in 2014 for our domestic pension plans.  The amount of any minimum funding requirement, as applicable, for 
these plans could change significantly in future periods, depending on many factors, including future plan asset returns and 
discount rates.  A sustained significant decline in the world equity markets, and the resulting impact on our pension assets and 
investment returns, could result in our domestic pension plans being subject to significantly higher minimum funding 
requirements.  To the extent that the funded status of these plans in future years differs from our current projections, the actual 
contributions made in future years could materially differ from the amounts shown in the table above. 

As discussed in note 5 to our consolidated financial statements, we are not currently subject to any minimum 
contributions or surcharges with respect to the multiemployer pension and health and welfare plans in which we participate. 
Contribution rates to these multiemployer pension and health and welfare plans are established through the collective 
bargaining process. As we are not subject to any minimum contribution levels, we have not included any amounts in the 
contractual commitments table with respect to these multiemployer plans.

The contractual payments due for “other liabilities” primarily include commitment payments related to our investment in 
certain partnerships. The table above does not include approximately $235 million of liabilities for uncertain tax positions 
because we are uncertain if or when such amounts will ultimately be settled in cash. In addition, we also have recognized assets 
associated with uncertain tax positions in excess of the related liabilities such that we do not believe a net contractual obligation 
exists to the taxing authorities. Uncertain tax positions are further discussed in note 12 to the consolidated financial statements.
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As of December 31, 2013, we had outstanding letters of credit totaling approximately $1.023 billion issued in connection 
with our self-insurance reserves and other routine business requirements. We also issue surety bonds as an alternative to letters 
of credit in certain instances, and as of December 31, 2013, we had $627 million of surety bonds written.  As of December 31, 
2013, we had unfunded loan commitments totaling $153 million associated with our financial business.

We believe that funds from operations and borrowing programs will provide adequate sources of liquidity and capital 
resources to meet our expected long-term needs for the operation of our business, including anticipated capital expenditures, for 
the foreseeable future.

Contingencies

We are involved in a number of judicial proceedings and other matters arising from the conduct of our business activities. 

Although there can be no assurance as to the ultimate outcome, we have generally denied, or believe we have a 
meritorious defense and will deny, liability in all litigation pending against us, including (except as otherwise noted herein) the 
matters described below, and we intend to defend vigorously each case. We have accrued for legal claims when, and to the 
extent that, amounts associated with the claims become probable and can be reasonably estimated. The actual costs of resolving 
legal claims may be substantially higher or lower than the amounts accrued for those claims. 

For those matters as to which we are not able to estimate a possible loss or range of loss, we are not able to determine 
whether the loss will have a material adverse effect on our business, financial condition or results of operations or liquidity. For 
matters in this category, we have indicated in the descriptions that follow the reasons that we are unable to estimate the possible 
loss or range of loss. 

Judicial Proceedings 

We are a defendant in a number of lawsuits filed in state and federal courts containing various class action allegations 
under state wage-and-hour laws. At this time, we do not believe that any loss associated with these matters would have a 
material adverse effect on our financial condition, results of operations or liquidity. 

UPS and our subsidiary Mail Boxes Etc., Inc. are defendants in a lawsuit in California Superior Court about the 
rebranding of The UPS Store franchises.  In the Morgate case, the plaintiffs are (1) 125 individual franchisees who did not 
rebrand to The UPS Store and (2) a certified class of all franchisees who did rebrand. With respect to the 125 individual 
franchisees described in (1) above, the trial court entered judgment against a bellwether individual plaintiff, which was affirmed 
in January 2012.  In March 2013, we reached a settlement in principle with the remaining individual plaintiffs who did not 
rebrand.  We believe this settlement will not have a material adverse effect on our financial condition, results of operations or 
liquidity.  The trial court granted our motion for summary judgment against the certified class described in (2) above, which 
was reversed in January 2012.  We have not reached a settlement with this class of franchisees, and the claims of the class 
remain pending.

There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from the 
remaining aspects of this case, including: (1) we are vigorously defending ourselves and believe we have a number of 
meritorious legal defenses; and (2) it remains uncertain what evidence of damages, if any, plaintiffs will be able to present. 
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from this matter or to 
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 

In AFMS LLC v. UPS and FedEx Corporation, a lawsuit filed in federal court in the Central District of California in 
August 2010, the plaintiff asserts that UPS and FedEx violated U.S. antitrust law by conspiring to refuse to negotiate with 
third-party negotiators retained by shippers and by individually imposing policies that prevent shippers from using such 
negotiators. UPS and FedEx have moved for summary judgment.  There has been no ruling on those motions.  The case does 
not have a trial date scheduled. The Antitrust Division of the U.S. Department of Justice (“DOJ”) has an ongoing civil 
investigation of our policies and practices for dealing with third-party negotiators. We are cooperating with this investigation. 
We deny any liability with respect to these matters and intend to vigorously defend ourselves. There are multiple factors that 
prevent us from being able to estimate the amount of loss, if any, that may result from these matters including: (1) we believe 
that we have a number of meritorious defenses; (2) the Court has not ruled on the pending dispositive motions; and (3) the DOJ 
investigation is pending. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result 
from these matters or to determine whether such loss, if any, would have a material adverse effect on our financial condition, 
results of operations or liquidity.
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In Canada, four purported class-action cases were filed against us in British Columbia (2006); Ontario (2007) and 
Québec (2006 and 2013). The cases each allege inadequate disclosure concerning the existence and cost of brokerage services 
provided by us under applicable provincial consumer protection legislation and infringement of interest restriction provisions 
under the Criminal Code of Canada. The British Columbia class action was declared inappropriate for certification and 
dismissed by the trial judge. That decision was upheld by the British Columbia Court of Appeal in March 2010, which ended 
the case in our favor. The Ontario class action was certified in September 2011. Partial summary judgment was granted to us 
and the plaintiffs by the Ontario motions court. The complaint under the Criminal Code was dismissed. No appeal is being 
taken from that decision. The allegations of inadequate disclosure were granted and we are appealing that decision. The motion 
to authorize the 2006 Québec litigation as a class action was dismissed by the motions judge in October 2012; there was no 
appeal, which ended that case in our favor.  The 2013 Québec litigation also has been dismissed.  We deny all liability and are 
vigorously defending the one outstanding case in Ontario. There are multiple factors that prevent us from being able to estimate 
the amount of loss, if any, that may result from this matter, including: (1) we are vigorously defending ourselves and believe 
that we have a number of meritorious legal defenses; and (2) there are unresolved questions of law and fact that could be 
important to the ultimate resolution of this matter. Accordingly, at this time, we are not able to estimate a possible loss or range 
of loss that may result from this matter or to determine whether such loss, if any, would have a material adverse effect on our 
financial condition, results of operations or liquidity.   

Other Matters 

On March 29, 2013, we entered into a Non-Prosecution Agreement (“NPA”) with the United States Attorney's Office in 
the Northern District of California in connection with an investigation by the Drug Enforcement Administration of shipments 
by illicit online pharmacies. Under the NPA, we forfeited $40 million to the government, admitted to a Statement of Facts 
describing the conduct leading to the agreement, and agreed to implement an online pharmacy compliance program. The term 
of the NPA is two years, although we can petition the government to shorten that term in its discretion to one year.  The NPA 
did not have a material impact on our financial condition, results of operations or liquidity in 2013.

In August 2010, competition authorities in Brazil opened an administrative proceeding to investigate alleged 
anticompetitive behavior in the freight forwarding industry. Approximately 45 freight forwarding companies and individuals 
are named in the proceeding, including UPS, UPS SCS Transportes (Brasil) S.A., and a former employee in Brazil. UPS will 
have an opportunity to respond to these allegations.  In November 2012, the Commerce Commission of Singapore initiated an 
investigation with respect to similar matters.  

We are cooperating with each of these investigations, and intend to continue to vigorously defend ourselves. There are 
multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from these matters 
including: (1) we are vigorously defending each matter and believe that we have a number of meritorious legal defenses; 
(2) there are unresolved questions of law that could be of importance to the ultimate resolutions of these matters, including the 
calculation of any potential fine; and (3) there is uncertainty about the time period that is the subject of the investigations. 
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these matters or to 
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 
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In January 2008, a class action complaint was filed in the United States District Court for the Eastern District of New 
York alleging price-fixing activities relating to the provision of freight forwarding services. UPS was not named in this case. In 
July 2009, the plaintiffs filed a First Amended Complaint naming numerous global freight forwarders as defendants. UPS and 
UPS Supply Chain Solutions are among the 60 defendants named in the amended complaint.  The plaintiffs filed a Second 
Amended Complaint in October 2010, which we moved to dismiss.  In August 2012, the Court granted our motion to dismiss 
all claims relevant to UPS in the Second Amended Complaint, with leave to amend.  The plaintiffs filed a Third Amended 
Complaint in November 2012.  We filed another motion to dismiss.  On September 20, 2013, the Magistrate Judge 
recommended to the Court that UPS be dismissed from one of the claims in the Third Amended Complaint, with prejudice, but 
recommended that UPS's motion to dismiss with respect to other claims in the Third Amended Complaint be denied.  UPS and 
other defendants filed objections to the recommendations of the Magistrate Judge to the extent they recommended denial of 
UPS's motion to dismiss.  Those objections are currently pending before the Court. There are multiple factors that prevent us 
from being able to estimate the amount of loss, if any, that may result from these matters including: (1) the Court's pending 
review of the adequacy of the Third Amended Complaint; (2) the scope and size of the proposed class is ill-defined; (3) there 
are significant legal questions about the adequacy and standing of the putative class representatives; and (4) we believe that we 
have a number of meritorious legal defenses. Accordingly, at this time, we are not able to estimate a possible loss or range of 
loss that may result from these matters or to determine whether such loss, if any, would have a material adverse effect on our 
financial condition, results of operations or liquidity. 

We are a defendant in various other lawsuits that arose in the normal course of business. We do not believe that the 
eventual resolution of these other lawsuits (either individually or in the aggregate), including any reasonably possible losses in 
excess of current accruals, will have a material adverse effect on our financial condition, results of operations or liquidity.

Collective Bargaining Agreements

As of December 31, 2013, we had approximately 253,000 employees employed under a national master agreement and 
various supplemental agreements with local unions affiliated with the International Brotherhood of Teamsters (“Teamsters”). In 
April 2013, we reached a tentative agreement with the Teamsters on two new national master agreements in the U.S. Domestic 
Package and UPS Freight business units, both of which are retroactive to August 1, 2013 and will remain effective through July 
31, 2018.  Before expiration of the existing national master agreements, the Company and the Teamsters agreed to extensions 
of both existing five-year national master agreements and all supplemental agreements.  The extensions are open-ended and can 
be terminated by either party on thirty days' notice.

UPS Teamster-represented employees in the U.S. Domestic Package business unit subsequently voted to approve the new 
national master agreement in June 2013, while several local U.S. Domestic Package supplemental agreements require 
additional negotiation and approval before ratification occurs.  As of February 2014, there were a total of six supplemental 
agreements that still have to be approved before ratification.  We anticipate that the remaining agreements will be voted upon in 
the coming months.

The UPS Freight business unit ratified its national master agreement in January 2014.    

We have approximately 2,600 pilots who are employed under a collective bargaining agreement with the Independent 
Pilots Association (“IPA”), which became amendable at the end of 2011.  In February 2014, UPS and the IPA requested 
mediation by the National Mediation Board for the ongoing contract negotiations.  Our airline mechanics are covered by a 
collective bargaining agreement with Teamsters Local 2727, which became amendable November 1, 2013.  In addition, 
approximately 3,100 of our ground mechanics who are not employed under agreements with the Teamsters are employed under 
collective bargaining agreements with the International Association of Machinists and Aerospace Workers (“IAM”).  Our 
agreement with the IAM runs through July 31, 2014.

Tax Matters 

In June 2011, we received an IRS Revenue Agent Report ("RAR") covering excise taxes for tax years 2003 through 2007, 
in addition to the income tax matters described in note 12 to the consolidated financial statements.  The excise tax RAR 
proposed two alternate theories for asserting additional excise tax on transportation of property by air. We disagreed with these 
proposed excise tax theories and related adjustments.  We filed protests and, in the third quarter of 2011, the IRS responded to 
our protests and forwarded the case to IRS Appeals.
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Beginning in the third quarter of 2012 and continuing through the first quarter of 2013, we had settlement discussions 
with the Appeals team.  In the first quarter of 2013, we reached settlement terms for a complete resolution of all excise tax 
matters and correlative income tax refund claims for the 2003 through 2007 tax years.  The final resolution of these matters did 
not materially impact our financial condition, results of operations or liquidity.

Multiemployer Benefit Plans

We contribute to a number of multiemployer defined benefit and health and welfare plans under terms of collective 
bargaining agreements that cover our union represented employees. Our current collective bargaining agreements set forth the 
annual contribution increases allotted to the plans that we participate in, and we are in compliance with these contribution rates. 
These limitations will remain in effect throughout the terms of the existing collective bargaining agreements.

In the third quarter of 2012, we reached an agreement with the New England Pension Fund, a multiemployer pension 
plan in which UPS is a participant, to restructure the pension liabilities for approximately 10,200 UPS employees represented 
by the Teamsters.  The agreement reflects a decision by the New England Pension Fund's trustees to restructure the fund 
through plan amendments to utilize a "two pool approach", which effectively subdivides the plan assets and liabilities between 
two groups of beneficiaries.  As part of this agreement, UPS agreed to withdraw from the original pool of the New England 
Pension Fund of which it had historically been a participant, and reenter the New England Pension Fund's newly-established 
pool as a new employer.   

Upon ratification of the agreement by the Teamsters in September 2012, we withdrew from the original pool of the New 
England Pension Fund and incurred an undiscounted withdrawal liability of $2.162 billion to be paid in equal monthly 
installments over 50 years.  The undiscounted withdrawal liability was calculated by independent actuaries employed by the 
New England Pension Fund, in accordance with the governing plan documents and the applicable requirements of the 
Employee Retirement Income Security Act of 1974.  In the third quarter of 2012, we recorded a charge to expense to establish 
an $896 million withdrawal liability on our balance sheet, which represents the present value of the $2.162 billion future 
payment obligation discounted at a 4.25% interest rate.  This discount rate represents the estimated credit-adjusted market rate 
of interest at which we could obtain financing of a similar maturity and seniority.

As part of this agreement, we believe that UPS, the New England Pension Fund and our affected employees have 
obtained several benefits, including:

• The old pool of the New England Pension Fund has historically had, and would likely continue to have, funding 
challenges; this represented a risk to UPS of having to face higher future contribution requirements, as well as a 
risk to the security of the pension benefits of those UPS employees who participate in the New England Pension 
Fund.  The 50 year fixed payment obligation should improve the funded status of the New England Pension Fund 
over time, while reducing the risk to UPS of significantly higher future contribution requirements.

• The newly-established pool provides better protections for new participating employers.  This pool uses a direct-
attribution methodology for calculating any potential future withdrawal liabilities, which reduces our exposure to 
the liabilities of other participating employers.  Additionally, this pool contains provisions designed to maintain a 
fully-funded status, including automatic benefit reductions and/or increased employee contributions in the event 
of an underfunded situation occurring.

• As part of the agreement, we were able to freeze our hourly pension contribution rate to the newly-established 
pool of the New England Pension Fund for a period of 10 years, which provides cash flow visibility for both UPS 
and the New England Pension Fund.

The $896 million charge to expense recorded in the third quarter of 2012 is included in "compensation and benefits 
expense" in the statement of consolidated income, while the corresponding withdrawal liability is included in "other non-
current liabilities" on the consolidated balance sheet.  We will impute interest on the withdrawal liability using the 4.25% 
discount rate, while the monthly payments made to the New England Pension Fund will reduce the remaining balance of the 
withdrawal liability.

Our status in the newly-established pool of the New England Pension Fund is accounted for as the participation in a new 
multiemployer pension plan, and therefore we will recognize expense based on the contractually-required contribution for each 
period, and we will recognize a liability for any contributions due and unpaid at the end of a reporting period.
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Rate Adjustments

In May 2013, our UPS Freight unit announced a general rate increase averaging 5.9%, covering non-contractual 
shipments in the United States, Canada and Mexico.  The rate adjustment took effect on June 10, 2013, and applies to minimum 
charge, LTL and TL rates and accessorial charges.

In November 2013, we announced an average 4.9% net increase in base and accessorial rates that took effect December 
31, 2013, and impacted the following services:

• UPS Ground services; 

• UPS Next Day Air, UPS 2nd Day Air, UPS 3 Day Select, and international air shipments originating in the United 
States (including Worldwide Express, Worldwide Express Plus, UPS Worldwide Expedited and UPS International 
Standard Service); 

• UPS Next Day Air Freight, UPS 2nd Day Air Freight, and UPS 3 Day Freight shipments within and between the 
U.S., Canada, and Puerto Rico; and

• UPS Express Freight shipments originating in the U.S.

These rate changes are customary and occur on an annual basis. Rate changes for shipments originating outside the U.S. are 
made throughout the year and vary by geographic market.

New Accounting Pronouncements

Recently Adopted Accounting Standards

In May 2011, the Financial Accounting Standards Board ("FASB") issued an Accounting Standards Update to disclosure 
requirements for fair value measurement. These amendments, which became effective for us in the first quarter of 2012, result 
in a common definition of fair value and common measurement and disclosure requirements between U.S. GAAP and IFRS. 
Consequently, the amendments change some fair value measurement principles and disclosure requirements. The 
implementation of this amended accounting guidance had an immaterial impact on our consolidated financial position and 
results of operations.

In June 2011, the FASB issued an Accounting Standards Update that increases the prominence of items reported in other 
comprehensive income in the financial statements. This update requires companies to present comprehensive income in a single 
statement below net income or in a separate statement of comprehensive income immediately following the income statement. 
This requirement became effective for us beginning with the first quarter of 2012, and we have included the required 
presentation in all applicable filings since that date.

In December 2011, the FASB issued an Accounting Standards Update that required entities disclose both gross and net 
information about instruments and transactions eligible for offset in the statement of financial position, as well as instruments 
and transactions subject to a master netting arrangement.  In addition, the update requires disclosure of collateral received and 
posted in connection with master netting agreements or similar arrangements. This requirement became effective for us 
beginning with the first quarter of 2013.  This update did not have a material effect on our consolidated financial position or 
results of operations, and we have included the required disclosures in all applicable filings since implementation.

In July 2012, the FASB issued an Accounting Standards Update that added an optional qualitative assessment for 
determining whether an indefinite-lived intangible asset is impaired. The objective of this update is to reduce the cost and 
complexity of performing an impairment test for indefinite-lived intangible assets by allowing an entity the option to make a 
qualitative evaluation about the likelihood of an intangible impairment to determine whether it should calculate the fair value of 
the asset. This accounting standards update also amends existing guidance by expanding upon the examples of events and 
circumstances that an entity should consider between annual impairment tests in determining whether it is more likely than not 
that the fair value of the intangible asset is less than its carrying amount. We adopted this accounting standard update and 
applied its provisions to certain of our intangible assets for our annual impairment testing as of October 1, 2012.
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In February 2013, the FASB issued an accounting standards update that adds new disclosure requirements for items 
reclassified out of accumulated other comprehensive income.  This update requires that companies present either in a single 
note or parenthetically on the face of the financial statements, the effect of significant amounts reclassified from each 
component of accumulated other comprehensive income based on its source (e.g., the release due to cash flow hedges from 
interest rate contracts) and the income statement line items affected by the reclassification (e.g., interest income or interest 
expense). If a component is not required to be reclassified to net income in its entirety (e.g., the net periodic pension cost), 
companies would instead cross reference to the related note for additional information (e.g., the pension note).  We adopted this 
accounting standard update in the first quarter of 2013 and have included the required presentation in all applicable filings since 
that date (see note 9 to the consolidated financial statements). 

Other accounting pronouncements adopted during the periods covered by the consolidated financial statements had an 
immaterial impact on our consolidated financial position and results of operations.

Accounting Standards Issued But Not Yet Effective

Accounting pronouncements issued, but not effective until after December 31, 2013, are not expected to have a 
significant impact on our consolidated financial position or results of operations.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based on our consolidated financial 
statements, which are prepared in accordance with accounting principles generally accepted in the United States of America. As 
indicated in note 1 to our consolidated financial statements, the amounts of assets, liabilities, revenue, and expenses reported in 
our financial statements are affected by estimates and judgments that are necessary to comply with generally accepted 
accounting principles. We base our estimates on prior experience and other assumptions that we consider reasonable to our 
circumstances. Actual results could differ from our estimates, which would affect the related amounts reported in our 
consolidated financial statements. While estimates and judgments are applied in arriving at many reported amounts, we believe 
that the following matters may involve a higher degree of judgment and complexity.

Contingencies

As discussed in note 8 to our consolidated financial statements, we are involved in various legal proceedings and 
contingencies.  The events that may impact our contingent liabilities are often unique and generally are not predictable. At the 
time a contingency is identified, we consider all relevant facts as part of our evaluation. We record a liability for a loss when the 
loss is probable of occurring and reasonably estimable. Events may arise that were not anticipated and the outcome of a 
contingency may result in a loss to us that differs from our previously estimated liability. These factors could result in a 
material difference between estimated and actual operating results. Contingent losses that are probable and estimable, 
excluding those related to income taxes and self-insurance which are discussed further below, were not material to our financial 
position or results of operations as of, and for the year ended, December 31, 2013. In addition, we have certain contingent 
liabilities that have not been recognized as of December 31, 2013, because a loss is not reasonably estimable.

Goodwill and Intangible Impairment

We perform impairment testing of goodwill for each of our reporting units on an annual basis. Our reporting units are 
comprised of the Europe, Asia, and Americas reporting units in the International Package reporting segment, and the 
Forwarding, Logistics, UPS Freight, MBE / The UPS Store and UPS Capital reporting units in the Supply Chain & Freight 
reporting segment. Our annual goodwill impairment testing date is October 1st for each reporting unit. In assessing goodwill for 
impairment, we initially evaluate qualitative factors to determine if it is more likely than not that the fair value of a reporting 
unit is less than its carrying amount. If the qualitative assessment is not conclusive and it is necessary to calculate the fair value 
of a reporting unit, then we utilize a two-step process to test goodwill for impairment. First, a comparison of the fair value of 
the applicable reporting unit with the aggregate carrying value, including goodwill, is performed. If the carrying amount of a 
reporting unit exceeds the reporting unit’s fair value, we perform the second step of the goodwill impairment test to determine 
the amount of impairment loss. The second step includes comparing the implied fair value of the affected reporting unit’s 
goodwill with the carrying value of that goodwill.
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We primarily determine the fair value of our reporting units using a discounted cash flow model (“DCF model”), and 
supplement this with observable valuation multiples for comparable companies, as applicable. The completion of the DCF 
model requires that we make a number of significant assumptions to produce an estimate of future cash flows. These 
assumptions include projections of future revenue, costs and working capital changes. In addition, we make assumptions about 
the estimated cost of capital and other relevant variables, as required, in estimating the fair value of our reporting units. The 
projections that we use in our DCF model are updated annually and will change over time based on the historical performance 
and changing business conditions for each of our reporting units. The determination of whether goodwill is impaired involves a 
significant level of judgment in these assumptions, and changes in our business strategy, government regulations, or economic 
or market conditions could significantly impact these judgments. We will continue to monitor market conditions and other 
factors to determine if interim impairment tests are necessary in future periods. If impairment indicators are present in future 
periods, the resulting impairment charges could have a material impact on our results of operations.

None of the reporting units incurred any goodwill impairment charges in 2013, 2012 or 2011. Changes in our forecasts 
could cause carrying values of our reporting units to exceed their fair values in future periods, potentially resulting in a 
goodwill impairment charge.  A 10% decrease in the estimated fair value of our reporting units as of our most recent goodwill 
testing date (October 1, 2013) would not result in a goodwill impairment charge.

Licenses with a carrying value of $5 million as of December 31, 2013 are deemed to be indefinite-lived intangibles, and 
therefore are not amortized. Impairment tests for indefinite-lived intangibles are performed on an annual basis. All of our 
remaining recorded intangible assets are deemed to be finite-lived intangibles, and are thus amortized over their estimated 
useful lives. Impairment tests for these intangible assets are only performed when a triggering event occurs that indicates that 
the carrying value of the intangible may not be recoverable based on the undiscounted future cash flows of the intangible. If the 
carrying amount of the intangible is determined not to be recoverable, a write-down to fair value is recorded. Fair values are 
determined based on a DCF model. We incurred impairment charges on intangible assets of $13 million during 2013, while 
there were no impairments of any indefinite-lived or finite-lived intangible assets in 2012 or 2011.

Self-Insurance Accruals

We self-insure costs associated with workers’ compensation claims, automotive liability, health and welfare and general 
business liabilities, up to certain limits. Insurance reserves are established for estimates of the loss that we will ultimately incur 
on reported claims, as well as estimates of claims that have been incurred but not yet reported. Recorded balances are based on 
reserve levels, which incorporate historical loss experience and judgments about the present and expected levels of cost per 
claim. Trends in actual experience are a significant factor in the determination of such reserves. We believe our estimated 
reserves for such claims are adequate, but actual experience in claim frequency and/or severity could materially differ from our 
estimates and affect our results of operations.

Workers’ compensation, automobile liability and general liability insurance claims may take several years to completely 
settle. Consequently, actuarial estimates are required to project the ultimate cost that will be incurred to fully resolve the claims. 
A number of factors can affect the actual cost of a claim, including the length of time the claim remains open, trends in health 
care costs and the results of related litigation. Furthermore, claims may emerge in future years for events that occurred in a 
prior year at a rate that differs from previous actuarial projections. Changes in state legislation with respect to workers' 
compensation can affect the adequacy of our self-insurance accruals. All of these factors can result in revisions to prior 
actuarial projections and produce a material difference between estimated and actual operating results.

We sponsor a number of health and welfare insurance plans for our employees. These liabilities and related expenses are 
based on estimates of the number of employees and eligible dependents covered under the plans, anticipated medical usage by 
participants and overall trends in medical costs and inflation. Actual results may differ from these estimates and, therefore, 
produce a material difference between estimated and actual operating results.
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Pension and Postretirement Medical Benefits

Our pension and other postretirement benefit costs are calculated using various actuarial assumptions and methodologies. 
These assumptions include discount rates, health care cost trend rates, inflation, compensation increase rates, expected returns 
on plan assets, mortality rates and other factors. The assumptions utilized in recording the obligations under our plans represent 
our best estimates, and we believe that they are reasonable, based on information as to historical experience and performance as 
well as other factors that might cause future expectations to differ from past trends.

Differences in actual experience or changes in assumptions may affect our pension and other postretirement obligations 
and future expense. The primary factors contributing to actuarial gains and losses each year are (1) changes in the discount rate 
used to value pension and postretirement benefit obligations as of the measurement date and (2) differences between the 
expected and the actual return on plan assets.

We recognize changes in the fair value of plan assets and net actuarial gains or losses in excess of a corridor (defined as 
10% of the greater of the fair value of plan assets or the plans' projected benefit obligations) in pension expense annually at 
December 31st each year. The remaining components of pension expense (herein referred to as "ongoing net periodic benefit 
cost"), primarily service and interest costs and the expected return on plan assets, are recorded on a quarterly basis. 

The following sensitivity analysis shows the impact of a 25 basis point change in the assumed discount rate, return on 
assets, and health care cost trend rate for our pension and postretirement benefit plans, and the resulting increase (decrease) on 
our obligations and expense as of, and for the year ended, December 31, 2013 (in millions).

Pension Plans
25 Basis Point

Increase
25 Basis Point

Decrease

Discount Rate:
Effect on ongoing net periodic benefit cost $ (62) $ 63
Effect on net periodic benefit cost for amounts recognized outside the 10% corridor (193) 24
Effect on projected benefit obligation (1,161) 1,231

Return on Assets:
Effect on ongoing net periodic benefit cost(1) (63) 63
Effect on net periodic benefit cost for amounts recognized outside the 10% corridor(2) (1) 1

Postretirement Medical Plans
Discount Rate:

Effect on ongoing net periodic benefit cost 1 (1)
Effect on net periodic benefit cost for amounts recognized outside the 10% corridor — —
Effect on accumulated postretirement benefit obligation (101) 105

Health Care Cost Trend Rate:
Effect on ongoing net periodic benefit cost 1 (1)
Effect on accumulated postretirement benefit obligation 13 (14)

(1) Amount calculated based on 25 basis point increase / decrease in the expected return on assets. 
(2) Amount calculated based on 25 basis point increase / decrease in the actual return on assets. 

Expense is expected to decrease in 2014 compared with 2013, due primarily to the increase in the weighted-average 
discount rate used to determine ongoing net periodic benefit cost from 4.38% for 2013 to 5.27% for 2014 (These discount rates 
represent the combined weighted-average discount rates for our U.S. and international pension plans, as well as our U.S. 
postretirement medical plans). 
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Depreciation, Residual Value and Impairment of Fixed Assets

As of December 31, 2013, we had $17.961 billion of net fixed assets, the most significant category of which is aircraft. In 
accounting for fixed assets, we make estimates about the expected useful lives and the expected residual values of the assets, 
and the potential for impairment based on the fair values of the assets and the cash flows generated by these assets.

In estimating the lives and expected residual values of aircraft, we have relied upon actual experience with the same or 
similar aircraft types. Subsequent revisions to these estimates could be caused by changes to our maintenance program, changes 
in the utilization of the aircraft, governmental regulations on aging aircraft and changing market prices of new and used aircraft 
of the same or similar types. We periodically evaluate these estimates and assumptions, and adjust the estimates and 
assumptions as necessary. Adjustments to the expected lives and residual values are accounted for on a prospective basis 
through depreciation expense.

We review long-lived assets for impairment when circumstances indicate the carrying amount of an asset may not be 
recoverable based on the undiscounted future cash flows of the asset. If the carrying amount of the asset is determined not to be 
recoverable, a write-down to fair value is recorded. Fair values are determined based on quoted market values, discounted cash 
flows or external appraisals, as applicable. We review long-lived assets for impairment at the individual asset or the asset group 
level for which the lowest level of independent cash flows can be identified. The circumstances that would indicate potential 
impairment may include, but are not limited to, a significant change in the extent to which an asset is utilized, a significant 
decrease in the market value of an asset and operating or cash flow losses associated with the use of the asset. In estimating 
cash flows, we project future volume levels for our different air express products in all geographic regions in which we do 
business. Adverse changes in these volume forecasts, or a shortfall of our actual volume compared with our projections, could 
result in our current aircraft capacity exceeding current or projected demand. This situation would lead to an excess of a 
particular aircraft type, resulting in an aircraft impairment charge or a reduction of the expected life of an aircraft type (thus 
resulting in increased depreciation expense).

In 2013, 2012 and 2011, there were no indicators of impairment in our property, plant and equipment, and no impairment 
charges were recorded in any period. 

Fair Value Measurements

In the normal course of business, we hold and issue financial instruments that contain elements of market risk, including 
derivatives, marketable securities, finance receivables, other investments and debt. Certain of these financial instruments are 
required to be recorded at fair value, principally derivatives, marketable securities, pension assets and certain other 
investments. Fair values are based on listed market prices, when such prices are available. To the extent that listed market 
prices are not available, fair value is determined based on other relevant factors, including dealer price quotations. Certain 
financial instruments, including over-the-counter derivative instruments, are valued using pricing models that consider, among 
other factors, contractual and market prices, correlations, time value, credit spreads and yield curve volatility factors. Changes 
in the fixed income, equity, foreign exchange and commodity markets will impact our estimates of fair value in the future, 
potentially affecting our results of operations. A quantitative sensitivity analysis of our exposure to changes in commodity 
prices, foreign currency exchange rates, interest rates and equity prices is presented in the “Quantitative and Qualitative 
Disclosures about Market Risk” section of this report.

Income Taxes

We make certain estimates and judgments in determining income tax expense for financial statement purposes. These 
estimates and judgments occur in the calculation of income by legal entity and jurisdiction, tax credits, benefits, and 
deductions, and in the calculation of certain tax assets and liabilities, which arise from differences in the timing of recognition 
of revenue and expense for tax and financial statement purposes, as well as the interest and penalties related to these uncertain 
tax positions. Significant changes to these estimates may result in an increase or decrease to our tax provision in a subsequent 
period.

We assess the likelihood that we will be able to recover our deferred tax assets. If recovery is not likely, we must increase 
our provision for taxes by recording a valuation allowance against the deferred tax assets that we estimate will not ultimately be 
recoverable. We believe that we will ultimately recover a substantial majority of the deferred tax assets recorded on our 
consolidated balance sheets. However, should there be a change in our ability to recover our deferred tax assets, our tax 
provision would increase in the period in which we determined that the recovery was not likely.
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The calculation of our tax liabilities involves dealing with uncertainties in the application of complex tax regulations. We 
recognize liabilities for uncertain tax positions based on a two-step process. The first step is to evaluate the tax position for 
recognition by determining if the weight of available evidence indicates that it is more likely than not that the position will be 
sustained on audit, including resolution of related appeals or litigation processes, if any. Once it is determined that the position 
meets the recognition threshold, the second step requires us to estimate and measure the tax benefit as the largest amount that is 
more likely than not to be realized upon ultimate settlement. It is inherently difficult and subjective to estimate such amounts, 
as we have to determine the probability of various possible outcomes. We reevaluate these uncertain tax positions on a 
quarterly basis. This evaluation is based on factors including, but not limited to, changes in facts or circumstances, changes in 
tax law, effectively settled issues under audit, and new audit activity. Such a change in recognition or measurement could result 
in the recognition of a tax benefit or an additional charge to the tax provision.

Allowance for Doubtful Accounts

Losses on accounts receivable are recognized when they are incurred, which requires us to make our best estimate of the 
probable losses inherent in our customer receivables at each balance sheet date. These estimates require consideration of 
historical loss experience adjusted for current conditions, trends in customer payment frequency, and judgments about the 
probable effects of relevant observable data, including present economic conditions and the financial health of specific 
customers and market sectors. Our risk management process includes standards and policies for reviewing major account 
exposures and concentrations of risk. Deterioration in macroeconomic variables could result in our ultimate loss exposures on 
our accounts receivable being significantly higher than what we have currently estimated and reserved for in our allowance for 
doubtful accounts. Our total allowance for doubtful accounts as of December 31, 2013 and 2012 was $122 and $127 million, 
respectively. Our total provision for doubtful accounts charged to expense during the years ended December 31, 2013, 2012 
and 2011 was $129, $155 and $147 million, respectively.

 
Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to market risk from changes in certain commodity prices, foreign currency exchange rates, interest rates 
and equity prices. All of these market risks arise in the normal course of business, as we do not engage in speculative trading 
activities. In order to manage the risk arising from these exposures, we utilize a variety of commodity, foreign exchange and 
interest rate forward contracts, options and swaps. A discussion of our accounting policies for derivative instruments and 
further disclosures are provided in note 14 to the consolidated financial statements.

Commodity Price Risk

We are exposed to changes in the prices of refined fuels, principally jet-A, diesel and unleaded gasoline, as well as 
changes in the price of natural gas. Currently, the fuel surcharges that we apply to our domestic and international package and 
LTL services are the primary means of reducing the risk of adverse fuel price changes. Additionally, we periodically use a 
combination of option, forward and futures contracts to provide partial protection from changing fuel and energy prices. As of 
December 31, 2013 and 2012, however, we had no commodity option contracts outstanding.

Foreign Currency Exchange Risk

We have foreign currency risks related to our revenue, operating expenses and financing transactions in currencies other 
than the local currencies in which we operate. We are exposed to currency risk from the potential changes in functional 
currency values of our foreign currency-denominated assets, liabilities and cash flows. Our most significant foreign currency 
exposures relate to the Euro, the British Pound Sterling, Canadian Dollar, Chinese Renminbi and Hong Kong Dollar. We use a 
combination of purchased and written options to hedge forecasted cash flow currency exposures. These derivative instruments 
generally cover forecasted foreign currency exposures for periods of 12 to 24 months.  We also utilize forward contracts to 
hedge portions of our anticipated cash settlements of intercompany transactions subject to foreign currency remeasurement.  
Additionally, we utilize cross-currency interest rate swaps to hedge the currency risk inherent in the interest and principal 
payments associated with foreign currency denominated debt obligations. The terms of these swap agreements are 
commensurate with the underlying debt obligations.
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Interest Rate Risk

We have issued debt instruments, including debt associated with capital leases, that accrue expense at fixed and floating 
rates of interest. We use a combination of interest rate swaps as part of our program to manage the fixed and floating interest 
rate mix of our total debt portfolio and related overall cost of borrowing. The notional amount, interest payment and maturity 
dates of the swaps match the terms of the associated debt. We also utilize forward starting swaps and similar instruments to 
lock in all or a portion of the borrowing cost of anticipated debt issuances. Our floating rate debt and interest rate swaps subject 
us to risk resulting from changes in short-term (primarily LIBOR) interest rates.

We also are subject to interest rate risk with respect to our pension and postretirement benefit obligations, as changes in 
interest rates will effectively increase or decrease our liabilities associated with these benefit plans, which also results in 
changes to the amount of pension and postretirement benefit expense recognized in future periods.

We have investments in debt securities, as well as cash-equivalent instruments, some of which accrue income at variable 
rates of interest. Additionally, we hold a portfolio of finance receivables that accrue income at fixed and floating rates of 
interest.

Equity Price Risk

We hold investments in various common equity securities that are subject to price risk. These securities are primarily in 
the form of equity index funds.

Sensitivity Analysis

The following analysis provides quantitative information regarding our exposure to commodity price risk, foreign 
currency exchange risk, interest rate risk and equity price risk embedded in our existing financial instruments. We utilize 
valuation models to evaluate the sensitivity of the fair value of financial instruments with exposure to market risk that assume 
instantaneous, parallel shifts in exchange rates, interest rate yield curves and commodity and equity prices. For options and 
instruments with non-linear returns, models appropriate to the instrument are utilized to determine the impact of market shifts.

There are certain limitations inherent in the sensitivity analyses presented, primarily due to the assumption that exchange 
rates change in a parallel fashion and that interest rates change instantaneously. In addition, the analyses are unable to reflect 
the complex market reactions that normally would arise from the market shifts modeled. While this is our best estimate of the 
impact of the specified interest rate scenarios, these estimates should not be viewed as forecasts. We adjust the fixed and 
floating interest rate mix of our interest rate sensitive assets and liabilities in response to changes in market conditions. 
Additionally, changes in the fair value of foreign currency derivatives and commodity derivatives are offset by changes in the 
cash flows of the underlying hedged foreign currency and commodity transactions.

 
  Shock-Test Result  
As of December 31,

(in millions) 2013 2012

Change in Fair Value:
Currency Derivatives(1) $ (291) $ (1)
Change in Annual Interest Expense:
Variable Rate Debt(2) $ 7 $ 7
Interest Rate Derivatives(2) $ 101 $ 106
Change in Annual Interest Income:
Marketable Securities(3) $ 15 $ 10

(1) The potential change in fair value from a hypothetical 10% weakening of the U.S. Dollar against local currency exchange rates across all maturities.
(2) The potential change in annual interest expense resulting from a hypothetical 100 basis point increase in short-term interest rates, applied to our 

variable rate debt and swap instruments (excluding hedges of anticipated debt issuances).
(3) The potential change in interest income resulting from a hypothetical 100 basis point increase in short-term interest rates, applied to our variable 

rate investment holdings.

The sensitivity of our pension and postretirement benefit obligations to changes in interest rates is quantified in “Critical 
Accounting Policies and Estimates”.  The sensitivity in the fair value and interest income of our finance receivables due to 
changes in interest rates was not material as of December 31, 2013 and 2012.
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareowners
United Parcel Service, Inc.
Atlanta, Georgia

We have audited the accompanying consolidated balance sheets of United Parcel Service, Inc. and subsidiaries (the 
“Company”) as of December 31, 2013 and 2012, and the related statements of consolidated income, consolidated 
comprehensive income, and consolidated cash flows for each of the three years in the period ended December 31, 2013. These 
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of 
United Parcel Service, Inc. and subsidiaries at December 31, 2013 and 2012, and the results of their operations and their cash 
flows for each of the three years in the period ended December 31, 2013, in conformity with accounting principles generally 
accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the Company’s internal control over financial reporting as of December 31, 2013, based on the criteria established in 
Internal Control—Integrated Framework (1992) issued by the Committee of Sponsoring Organizations of the Treadway 
Commission and our report dated February 28, 2014 expressed an unqualified opinion on the Company’s internal control over 
financial reporting.

/s/ Deloitte & Touche LLP

Atlanta, Georgia
February 28, 2014 
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In millions)

 

  December 31,
  2013 2012

ASSETS
Current Assets:

Cash and cash equivalents $ 4,665 $ 7,327
Marketable securities 580 597
Accounts receivable, net 6,502 6,111
Deferred income tax assets 684 583
Other current assets 956 973

Total Current Assets 13,387 15,591
Property, Plant and Equipment, Net 17,961 17,894
Goodwill 2,190 2,173
Intangible Assets, Net 775 603
Investments and Restricted Cash 444 307
Derivative Assets 323 535
Deferred Income Tax Assets 110 684
Other Non-Current Assets 1,022 1,076
Total Assets $ 36,212 $ 38,863

LIABILITIES AND SHAREOWNERS’ EQUITY
Current Liabilities:

Current maturities of long-term debt and commercial paper $ 48 $ 1,781
Accounts payable 2,478 2,278
Accrued wages and withholdings 2,325 1,927
Self-insurance reserves 719 763
Other current liabilities 1,561 1,641

Total Current Liabilities 7,131 8,390
Long-Term Debt 10,824 11,089
Pension and Postretirement Benefit Obligations 7,051 11,068
Deferred Income Tax Liabilities 1,244 48
Self-Insurance Reserves 2,059 1,980
Other Non-Current Liabilities 1,415 1,555
Shareowners’ Equity:

Class A common stock (212 and 225 shares issued in 2013 and 2012) 2 3
Class B common stock (712 and 729 shares issued in 2013 and 2012) 7 7
Additional paid-in capital — —
Retained earnings 6,925 7,997
Accumulated other comprehensive loss (460) (3,354)
Deferred compensation obligations 69 78
Less: Treasury stock (1 share in 2013 and 2012) (69) (78)

Total Equity for Controlling Interests 6,474 4,653
Noncontrolling Interests 14 80

Total Shareowners’ Equity 6,488 4,733
Total Liabilities and Shareowners’ Equity $ 36,212 $ 38,863

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME

(In millions, except per share amounts)
 

  Years Ended December 31,
  2013 2012 2011

Revenue $ 55,438 $ 54,127 $ 53,105
Operating Expenses:

Compensation and benefits 28,557 33,102 27,575
Repairs and maintenance 1,240 1,228 1,286
Depreciation and amortization 1,867 1,858 1,782
Purchased transportation 7,486 7,354 7,232
Fuel 4,027 4,090 4,046
Other occupancy 950 902 943
Other expenses 4,277 4,250 4,161

Total Operating Expenses 48,404 52,784 47,025
Operating Profit 7,034 1,343 6,080
Other Income and (Expense):

Investment income 20 24 44
Interest expense (380) (393) (348)

Total Other Income and (Expense) (360) (369) (304)
Income Before Income Taxes 6,674 974 5,776
Income Tax Expense 2,302 167 1,972
Net Income $ 4,372 $ 807 $ 3,804
Basic Earnings Per Share $ 4.65 $ 0.84 $ 3.88
Diluted Earnings Per Share $ 4.61 $ 0.83 $ 3.84

STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME
(In millions)

 

  Years Ended December 31,
  2013 2012 2011

Net income $ 4,372 $ 807 $ 3,804
Change in foreign currency translation adjustment, net of tax (260) 294 (92)
Change in unrealized gain (loss) on marketable securities, net of tax (7) — (6)
Change in unrealized gain (loss) on cash flow hedges, net of tax 67 (82) 35
Change in unrecognized pension and postretirement benefit costs, net of tax 3,094 (463) (405)
Comprehensive income $ 7,266 $ 556 $ 3,336

See notes to consolidated financial statements.
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED CASH FLOWS

(In millions)
 

  Years Ended December 31,
  2013 2012 2011

Cash Flows From Operating Activities:
Net income $ 4,372 $ 807 $ 3,804

Adjustments to reconcile net income to net cash from operating activities:
Depreciation and amortization 1,867 1,858 1,782
Pension and postretirement benefit expense 1,115 5,753 1,660
Pension and postretirement benefit contributions (212) (917) (1,436)
Self-insurance reserves 34 156 53
Deferred tax expense (246) (2,083) 314
Stock compensation expense 513 547 524
Other (gains) losses 35 1,082 245
Changes in assets and liabilities, net of effect of acquisitions:

Accounts receivable (515) (124) (657)
Other current assets (13) 10 107
Accounts payable 218 (58) 249
Accrued wages and withholdings 416 98 339
Other current liabilities (140) 206 186

Other operating activities (140) (119) (97)
Net cash from operating activities 7,304 7,216 7,073

Cash Flows From Investing Activities:
Capital expenditures (2,065) (2,153) (2,005)
Proceeds from disposals of property, plant and equipment 104 95 27
Purchases of marketable securities (2,948) (2,357) (4,903)
Sales and maturities of marketable securities 2,957 2,985 4,490
Net decrease in finance receivables 39 101 184
Cash received (paid) for business acquisitions and dispositions (22) (100) (73)
Other investing activities (179) 94 (257)

Net cash used in investing activities (2,114) (1,335) (2,537)
Cash Flows From Financing Activities:

Net change in short-term debt — — (183)
Proceeds from long-term borrowings 100 1,745 279
Repayments of long-term borrowings (1,875) (16) (191)
Purchases of common stock (3,838) (1,621) (2,665)
Issuances of common stock 491 301 290
Dividends (2,260) (2,130) (1,997)
Other financing activities (425) (96) (395)

Net cash used in financing activities (7,807) (1,817) (4,862)
Effect Of Exchange Rate Changes On Cash And Cash Equivalents (45) 229 (10)
Net Increase (Decrease) In Cash And Cash Equivalents (2,662) 4,293 (336)
Cash And Cash Equivalents:

Beginning of period 7,327 3,034 3,370
End of period $ 4,665 $ 7,327 $ 3,034

Cash Paid During The Period For:
Interest (net of amount capitalized) $ 409 $ 381 $ 248
Income taxes $ 2,712 $ 1,988 $ 1,527

See notes to consolidated financial statements.



65

UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF ACCOUNTING POLICIES

Basis of Financial Statements and Business Activities

The accompanying consolidated financial statements have been prepared in accordance with accounting principles 
generally accepted in the United States (“GAAP”), and include the accounts of United Parcel Service, Inc., and all of its 
consolidated subsidiaries (collectively “UPS” or the “Company”). All intercompany balances and transactions have been 
eliminated.

UPS concentrates its operations in the field of transportation services, primarily domestic and international letter and 
package delivery. Through our Supply Chain & Freight subsidiaries, we are also a global provider of specialized transportation, 
logistics, and financial services.

Use of Estimates

The preparation of our consolidated financial statements requires the use of estimates and assumptions that affect the 
reported amounts of assets and liabilities, the reported amounts of revenues and expenses and the disclosure of contingencies. 
Estimates have been prepared on the basis of the most current and best information, and actual results could differ materially 
from those estimates.

Revenue Recognition

U.S. Domestic and International Package Operations—Revenue is recognized upon delivery of a letter or package.

Forwarding and Logistics—Freight forwarding revenue and the expense related to the transportation of freight are 
recognized at the time the services are performed. Material management and distribution revenue is recognized upon 
performance of the service provided. Customs brokerage revenue is recognized upon completing documents necessary for 
customs entry purposes.

Freight—Revenue is recognized upon delivery of a less-than-truckload (“LTL”) or truckload (“TL”) shipment.

We utilize independent contractors and third-party carriers in the performance of some transportation services. In 
situations where we act as principal party to the transaction, we recognize revenue on a gross basis; in circumstances where we 
act as an agent, we recognize revenue net of the cost of the purchased transportation.

Financial Services—Income on loans and direct finance leases is recognized on the effective interest method. Accrual of 
interest income is suspended at the earlier of the time at which collection of an account becomes doubtful or the account 
becomes 90 days delinquent. Income on operating leases is recognized on the straight-line method over the terms of the 
underlying leases.

Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid investments that are readily convertible into cash. We consider 
securities with maturities of three months or less, when purchased, to be cash equivalents. The carrying amount of these 
securities approximates fair value because of the short-term maturity of these instruments.

Investments

Marketable securities are classified as available-for-sale and are carried at fair value, with related unrealized gains and 
losses reported, net of tax, as accumulated other comprehensive income (“AOCI”), a separate component of shareowners’ 
equity. The amortized cost of debt securities is adjusted for amortization of premiums and accretion of discounts to maturity. 
Such amortization and accretion is included in investment income, along with interest and dividends. The cost of securities sold 
is based on the specific identification method; realized gains and losses resulting from such sales are included in investment 
income.

We periodically review our investments for indications of other than temporary impairment considering many factors, 
including the extent and duration to which a security’s fair value has been less than its cost, overall economic and market 
conditions and the financial condition and specific prospects for the issuer. Impairment of investment securities results in a 
charge to income when a market decline below cost is other than temporary.
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Accounts Receivable

Losses on accounts receivable are recognized when they are incurred, which requires us to make our best estimate of the 
probable losses inherent in our customer receivables at each balance sheet date. These estimates require consideration of 
historical loss experience, adjusted for current conditions, trends in customer payment frequency, and judgments about the 
probable effects of relevant observable data, including present economic conditions and the financial health of specific 
customers and market sectors. Our risk management process includes standards and policies for reviewing major account 
exposures and concentrations of risk.

Our total allowance for doubtful accounts as of December 31, 2013 and 2012 was $122 and $127 million, respectively. 
Our total provision for doubtful accounts charged to expense during the years ended December 31, 2013, 2012 and 2011 was 
$129, $155 and $147 million, respectively.

Inventories

Jet fuel, diesel, and unleaded gasoline inventories are valued at the lower of average cost or market. Fuel and other 
materials and supplies inventories are recognized as inventory when purchased, and then charged to expense when used in our 
operations. Total inventories were $403 and $393 million as of December 31, 2013 and 2012, respectively, and are included in 
“other current assets” on the consolidated balance sheet.

Property, Plant and Equipment

Property, plant and equipment are carried at cost. Depreciation and amortization are provided by the straight-line method 
over the estimated useful lives of the assets, which are as follows: Vehicles—6 to 15 years; Aircraft—12 to 30 years; Buildings
—20 to 40 years; Leasehold Improvements—lesser of asset useful life or lease term; Plant Equipment—6 to 8.25 years; 
Technology Equipment—3 to 5 years. The costs of major airframe and engine overhauls, as well as routine maintenance and 
repairs, are charged to expense as incurred.

Interest incurred during the construction period of certain property, plant and equipment is capitalized until the underlying 
assets are placed in service, at which time amortization of the capitalized interest begins, straight-line, over the estimated useful 
lives of the related assets. Capitalized interest was $14, $18 and $17 million for 2013, 2012, and 2011, respectively.

We review long-lived assets for impairment when circumstances indicate the carrying amount of an asset may not be 
recoverable based on the undiscounted future cash flows of the asset. If the carrying amount of the asset is determined not to be 
recoverable, a write-down to fair value is recorded. Fair values are determined based on quoted market values, discounted cash 
flows, or external appraisals, as applicable. We review long-lived assets for impairment at the individual asset or the asset group 
level for which the lowest level of independent cash flows can be identified.

Goodwill and Intangible Assets

Costs of purchased businesses in excess of net identifiable assets acquired (goodwill), and indefinite-lived intangible 
assets are tested for impairment at least annually, unless changes in circumstances indicate an impairment may have occurred 
sooner. We are required to test goodwill on a “reporting unit” basis. A reporting unit is the operating segment unless, for 
businesses within that operating segment, discrete financial information is prepared and regularly reviewed by management, in 
which case such a component business is the reporting unit.

In assessing goodwill for impairment, we initially evaluate qualitative factors to determine if it is more likely than not that 
the fair value of a reporting unit is less than its carrying amount. We consider several factors, including macroeconomic 
conditions, industry and market conditions, overall financial performance of the reporting unit, changes in management, 
strategy or customers, and relevant reporting unit specific events such as a change in the carrying amount of net assets, a more 
likely than not expectation of selling or disposing all, or a portion, of a reporting unit, and the testing for recoverability of a 
significant asset group within a reporting unit. If this qualitative assessment results in a conclusion that it is more likely than not 
that the fair value of a reporting unit exceeds the carrying value, then no further testing is performed for that reporting unit.
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If the qualitative assessment is not conclusive and it is necessary to calculate the fair value of a reporting unit, then we 
utilize a two-step process to test goodwill for impairment. First, a comparison of the fair value of the applicable reporting unit 
with the aggregate carrying value, including goodwill, is performed. If the carrying amount of a reporting unit exceeds its 
calculated fair value, then the second step is performed, and an impairment charge is recognized for the amount, if any, by 
which the carrying amount of goodwill exceeds its implied fair value. We primarily determine the fair value of our reporting 
units using a discounted cash flow model, and supplement this with observable valuation multiples for comparable companies, 
as applicable.

Finite-lived intangible assets, including trademarks, licenses, patents, customer lists, non-compete agreements and 
franchise rights are amortized on a straight-line basis over the estimated useful lives of the assets, which range from 2 to 22 
years. Capitalized software is amortized over 5 years.

Self-Insurance Accruals

We self-insure costs associated with workers’ compensation claims, automotive liability, health and welfare, and general 
business liabilities, up to certain limits. Insurance reserves are established for estimates of the loss that we will ultimately incur 
on reported claims, as well as estimates of claims that have been incurred but not yet reported. Recorded balances are based on 
reserve levels, which incorporate historical loss experience and judgments about the present and expected levels of cost per 
claim.

Pension and Postretirement Benefits

We incur certain employment-related expenses associated with pension and postretirement medical benefits. These 
pension and postretirement medical benefit costs for company-sponsored benefit plans are calculated using various actuarial 
assumptions and methodologies, including discount rates, expected returns on plan assets, health care cost trend rates, inflation, 
compensation increase rates, mortality rates, and other factors. Actuarial assumptions are reviewed on an annual basis, unless 
circumstances require an interim remeasurement date for any of our plans.

We recognize changes in the fair value of plan assets and net actuarial gains or losses in excess of a corridor (defined as 
10% of the greater of the fair value of plan assets or the plans' projected benefit obligations) in pension expense annually at 
December 31st each year. The remaining components of pension expense, primarily service and interest costs and the expected 
return on plan assets, are recorded on a quarterly basis. 

We participate in a number of trustee-managed multiemployer pension and health and welfare plans for employees 
covered under collective bargaining agreements. Our contributions to these plans are determined in accordance with the 
respective collective bargaining agreements. We recognize expense for the contractually required contribution for each period, 
and we recognize a liability for any contributions due and unpaid (included in “other current liabilities”).

Income Taxes

Income taxes are accounted for on an asset and liability approach that requires the recognition of deferred tax assets and 
liabilities for the expected future tax consequences of events that have been recognized in our consolidated financial statements 
or tax returns. In estimating future tax consequences, we generally consider all expected future events other than proposed 
changes in the tax law or rates. Valuation allowances are provided if it is more likely than not that a deferred tax asset will not 
be realized.

We recognize liabilities for uncertain tax positions based on a two-step process. The first step is to evaluate the tax 
position for recognition by determining if the weight of available evidence indicates that it is more likely than not that the 
position will be sustained on audit, including resolution of related appeals or litigation processes, if any. Once it is determined 
that the position meets the recognition threshold, the second step requires us to estimate and measure the tax benefit as the 
largest amount that is more likely than not to be realized upon ultimate settlement. It is inherently difficult and subjective to 
estimate such amounts, as we have to determine the probability of various possible outcomes. We reevaluate these uncertain tax 
positions on a quarterly basis. This evaluation is based on factors including, but not limited to, changes in facts or 
circumstances, changes in tax law, effectively settled issues under audit, and new audit activity. Such a change in recognition or 
measurement could result in the recognition of a tax benefit or an additional charge to the tax provision.
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Foreign Currency Translation

We translate the results of operations of our foreign subsidiaries using average exchange rates during each period, 
whereas balance sheet accounts are translated using exchange rates at the end of each period. Balance sheet currency translation 
adjustments are recorded in AOCI.  Currency transaction gains and losses, net of hedging, included in other operating expenses 
were pre-tax gains (losses) of $76, $10 and $(1) million in 2013, 2012 and 2011, respectively.

Stock-Based Compensation

All share-based awards to employees are measured based on their fair values and expensed over the period during which 
an employee is required to provide service in exchange for the award (the vesting period). We issue employee share-based 
awards under the UPS Incentive Compensation Plan that are subject to specific vesting conditions; generally, the awards cliff 
vest or vest ratably over a three or five year period, “the nominal vesting period,” or at the date the employee retires (as defined 
by the plan), if earlier. Compensation cost is recognized immediately for awards granted to retirement-eligible employees, or 
over the period from the grant date to the date retirement eligibility is achieved, if that is expected to occur during the nominal 
vesting period.

Fair Value Measurements

Our financial assets and liabilities measured at fair value on a recurring basis have been categorized based upon a fair 
value hierarchy. Level 1 inputs utilize quoted prices in active markets for identical assets or liabilities. Level 2 inputs are based 
on other observable market data, such as quoted prices for similar assets and liabilities, and inputs other than quoted prices that 
are observable, such as interest rates and yield curves. Level 3 inputs are developed from unobservable data reflecting our own 
assumptions, and include situations where there is little or no market activity for the asset or liability.

Certain non-financial assets and liabilities are measured at fair value on a nonrecurring basis, including property, plant, 
and equipment, goodwill and intangible assets. These assets are not measured at fair value on a recurring basis; however, they 
are subject to fair value adjustments in certain circumstances, such as when there is evidence of an impairment. A general 
description of the valuation methodologies used for assets and liabilities measured at fair value, including the general 
classification of such assets and liabilities pursuant to the valuation hierarchy, is included in each footnote with fair value 
measurements present.

Derivative Instruments

All financial derivative instruments are recorded on our consolidated balance sheets at fair value. Derivatives not 
designated as hedges must be adjusted to fair value through income. If a derivative is designated as a hedge, depending on the 
nature of the hedge, changes in its fair value that are considered to be effective, as defined, either offset the change in fair value 
of the hedged assets, liabilities or firm commitments through income, or are recorded in AOCI until the hedged item is recorded 
in income. Any portion of a change in a hedge’s fair value that is considered to be ineffective, or is excluded from the 
measurement of effectiveness, is recorded immediately in income.

Recently Adopted Accounting Standards

In May 2011, the Financial Accounting Standards Board ("FASB") issued an Accounting Standards Update to disclosure 
requirements for fair value measurement. These amendments, which became effective for us in the first quarter of 2012, result 
in a common definition of fair value and common measurement and disclosure requirements between U.S. GAAP and IFRS.  
Consequently, the amendments change some fair value measurement principles and disclosure requirements. The 
implementation of this amended accounting guidance had an immaterial impact on our consolidated financial position and 
results of operations.

In June 2011, the FASB issued an Accounting Standards Update that increases the prominence of items reported in other 
comprehensive income in the financial statements. This update requires companies to present comprehensive income in a single 
statement below net income or in a separate statement of comprehensive income immediately following the income statement. 
This requirement became effective for us beginning with the first quarter of 2012, and we have included the required 
presentation in all applicable filings since that date.
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In December 2011, the FASB issued an Accounting Standards Update that required entities disclose both gross and net 
information about instruments and transactions eligible for offset in the statement of financial position, as well as instruments 
and transactions subject to a master netting arrangement.  In addition, the update requires disclosure of collateral received and 
posted in connection with master netting agreements or similar arrangements. This requirement became effective for us 
beginning with the first quarter of 2013.  This update did not have a material effect on our consolidated financial position or 
results of operations, and we have included the required disclosures in all applicable filings since implementation.

In July 2012, the FASB issued an Accounting Standards Update that added an optional qualitative assessment for 
determining whether an indefinite-lived intangible asset is impaired. The objective of this update is to reduce the cost and 
complexity of performing an impairment test for indefinite-lived intangible assets by allowing an entity the option to make a 
qualitative evaluation about the likelihood of an intangible impairment to determine whether it should calculate the fair value of 
the asset. This accounting standards update also amends existing guidance by expanding upon the examples of events and 
circumstances that an entity should consider between annual impairment tests in determining whether it is more likely than not 
that the fair value of the intangible asset is less than its carrying amount. We adopted this accounting standard update and 
applied its provisions to certain of our intangible assets for our annual impairment testing as of October 1, 2012.

In February 2013, the FASB issued an accounting standards update that adds new disclosure requirements for items 
reclassified out of accumulated other comprehensive income.  This update requires that companies present either in a single 
note or parenthetically on the face of the financial statements, the effect of significant amounts reclassified from each 
component of accumulated other comprehensive income based on its source (e.g., the release due to cash flow hedges from 
interest rate contracts) and the income statement line items affected by the reclassification (e.g., interest income or interest 
expense). If a component is not required to be reclassified to net income in its entirety (e.g., the net periodic pension cost), 
companies would instead cross reference to the related note for additional information (e.g., the pension note).  We adopted this 
accounting standard update in the first quarter of 2013 and have included the required presentation in all applicable filings since 
that date (see note 9).  

Other accounting pronouncements adopted during the periods covered by the consolidated financial statements had an 
immaterial impact on our consolidated financial position and results of operations.

Accounting Standards Issued But Not Yet Effective

Accounting pronouncements issued, but not effective until after December 31, 2013, are not expected to have a 
significant impact on our consolidated financial position or results of operations.

Changes in Presentation

Certain prior year amounts have been reclassified to conform to the current year presentation. These reclassifications had 
no impact on our financial position or results of operations.
 

NOTE 2. CASH AND INVESTMENTS

The following is a summary of marketable securities classified as available-for-sale at December 31, 2013 and 2012 (in 
millions):

Cost
Unrealized

Gains
Unrealized

Losses
Estimated
Fair Value

2013
Current marketable securities:

U.S. government and agency debt securities $ 355 $ — $ (1) $ 354
Mortgage and asset-backed debt securities 76 1 (2) 75
Corporate debt securities 146 1 (1) 146
U.S. state and local municipal debt securities 2 — — 2
Other debt and equity securities 3 — — 3

Total marketable securities $ 582 $ 2 $ (4) $ 580
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  Cost
Unrealized

Gains
Unrealized

Losses
Estimated
Fair Value

2012
Current marketable securities:

U.S. government and agency debt securities $ 236 $ 2 $ — $ 238
Mortgage and asset-backed debt securities 171 3 — 174
Corporate debt securities 158 5 — 163
U.S. state and local municipal debt securities 15 — — 15
Other debt and equity securities 7 — — 7

Total marketable securities $ 587 $ 10 $ — $ 597

The gross realized gains on sales of marketable securities totaled $11, $15 and $49 million in 2013, 2012, and 2011, 
respectively. The gross realized losses totaled $6, $6 and $20 million in 2013, 2012, and 2011, respectively. There were no 
impairment losses recognized on marketable securities during 2013,  2012 or  2011.

Investment Other-Than-Temporary Impairments

We have concluded that no other-than-temporary impairment losses existed as of December 31, 2013. In making this 
determination, we considered the financial condition and prospects of the issuer, the magnitude of the losses compared with the 
investments’ cost, the probability that we will be unable to collect all amounts due according to the contractual terms of the 
security, the credit rating of the security and our ability and intent to hold these investments until the anticipated recovery in 
market value occurs.

Unrealized Losses
The following table presents the age of gross unrealized losses and fair value by investment category for all securities in a 

loss position as of December 31, 2013 (in millions): 

Less Than 12 Months 12 Months or More Total

Fair Value
Unrealized

Losses Fair Value
Unrealized

Losses Fair Value
Unrealized

Losses

U.S. government and agency debt securities $ 183 $ (1) $ — $ — $ 183 $ (1)
Mortgage and asset-backed debt securities 50 (2) 4 — 54 (2)
Corporate debt securities 47 (1) — — 47 (1)
U.S. state and local municipal debt securities — — — — — —
Other debt and equity securities — — — — — —

Total marketable securities $ 280 $ (4) $ 4 $ — $ 284 $ (4)

The unrealized losses for the U.S. government and agency debt securities, mortgage and asset-backed debt securities, 
corporate debt securities and other debt securities primarily relate to holdings of various fixed income securities, and are 
primarily due to changes in market interest rates. We have both the intent and ability to hold the securities contained in the 
previous table for a time necessary to recover the cost basis. 
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Maturity Information

The amortized cost and estimated fair value of marketable securities at December 31, 2013, by contractual maturity, are 
shown below (in millions). Actual maturities may differ from contractual maturities because the issuers of the securities may 
have the right to prepay obligations without prepayment penalties.
 

Cost
Estimated
Fair Value

Due in one year or less $ 33 $ 33
Due after one year through three years 432 432
Due after three years through five years 21 21
Due after five years 93 91

579 577
Equity securities 3 3

$ 582 $ 580

Non-Current Investments and Restricted Cash

Restricted cash is associated with our self-insurance requirements. We entered into an escrow agreement with an 
insurance carrier to guarantee our self-insurance obligations. This agreement requires us to provide cash collateral to the 
insurance carrier, which is reported in “Investments and Restricted Cash” on our consolidated balance sheets. Additional cash 
collateral provided is reflected in other investing activities in the statements of consolidated cash flows. This restricted cash is 
invested in money market funds and similar cash equivalent type assets. As of December 31, 2013 and 2012, we had $425 and 
$288 million in restricted cash, respectively.

We held a $19 million investment in a variable life insurance policy to fund benefits for the UPS Excess Coordinating 
Benefit Plan at December 31, 2013 and 2012. This investment is classified as “Investments and Restricted Cash” in the 
consolidated balance sheets with the quarterly change in investment value recognized in investment income on the statements 
of consolidated income.

Fair Value Measurements

Marketable securities utilizing Level 1 inputs include active exchange-traded equity securities and equity index funds, 
and most U.S. Government debt securities, as these securities all have quoted prices in active markets. Marketable securities 
utilizing Level 2 inputs include non-auction rate asset-backed securities, corporate bonds and municipal bonds. These securities 
are valued using market corroborated pricing, matrix pricing or other models that utilize observable inputs such as yield curves.

We maintain holdings in certain investment partnerships that are measured at fair value utilizing Level 3 inputs (classified 
as “other investments” in the tables below, and as “Other Non-Current Assets” in the consolidated balance sheets). These 
partnership holdings do not have quoted prices, nor can they be valued using inputs based on observable market data. These 
investments are valued internally using a discounted cash flow model with two significant inputs:  (1) the after-tax cash flow 
projections for each partnership, and (2) a risk-adjusted discount rate consistent with the duration of the expected cash flows for 
each partnership.  The weighted-average discount rates used to value these investments were 8.65% and 7.75% as of 
December 31, 2013 and 2012, respectively.  These inputs and the resulting fair values are updated on a quarterly basis.

The following table presents information about our investments measured at fair value on a recurring basis as of 
December 31, 2013 and 2012, and indicates the fair value hierarchy of the valuation techniques utilized to determine such fair 
value (in millions):
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Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant
Other Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

2013
Marketable securities:

U.S. government and agency debt securities $ 353 $ 1 $ — $ 354
Mortgage and asset-backed debt securities — 75 — 75
Corporate debt securities — 146 — 146
U.S. state and local municipal debt securities — 2 — 2
Other debt and equity securities — 3 — 3

Total marketable securities 353 227 — 580
Other investments 19 — 110 129

Total $ 372 $ 227 $ 110 $ 709

 

Quoted Prices in
Active Markets 

for Identical
Assets 

(Level 1)

Significant Other
Observable Inputs

(Level 2)

Significant
Unobservable 

Inputs
(Level 3) Total

2012
Marketable securities:

U.S. government and agency debt securities $ 237 $ 1 $ — $ 238
Mortgage and asset-backed debt securities — 174 — 174
Corporate debt securities — 163 — 163
U.S. state and local municipal debt securities — 15 — 15
Other debt and equity securities — 7 — 7

Total marketable securities 237 360 — 597
Other investments 19 — 163 182

Total $ 256 $ 360 $ 163 $ 779

The following table presents the changes in the above Level 3 instruments measured on a recurring basis for the years 
ended December 31, 2013 and 2012 (in millions).

Marketable
Securities

Other
Investments Total

Balance on January 1, 2012 $ — $ 217 $ 217
Transfers into (out of) Level 3 — — —
Net realized and unrealized gains (losses):

Included in earnings (in investment income) — (54) (54)
Included in accumulated other comprehensive income (pre-tax) — — —

Purchases — — —
Settlements — — —
Balance on December 31, 2012 $ — $ 163 $ 163
Transfers into (out of) Level 3 — — —
Net realized and unrealized gains (losses):

Included in earnings (in investment income) — (53) (53)
Included in accumulated other comprehensive income (pre-tax) — — —

Purchases — — —
Settlements — — —
Balance on December 31, 2013 $ — $ 110 $ 110
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NOTE 3. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, including both owned assets as well as assets subject to capital leases, consists of the 
following as of December 31 (in millions):

2013 2012

Vehicles $ 6,762 $ 6,344
Aircraft 15,772 15,164
Land 1,163 1,122
Buildings 3,260 3,138
Building and leasehold improvements 3,116 3,049
Plant equipment 7,221 7,010
Technology equipment 1,569 1,675
Equipment under operating leases 44 69
Construction-in-progress 244 470

39,151 38,041
Less: Accumulated depreciation and amortization (21,190) (20,147)

$ 17,961 $ 17,894

We continually monitor our aircraft fleet utilization in light of current and projected volume levels, aircraft fuel prices and 
other factors.  Additionally, we monitor our other property, plant and equipment categories for any indicators that the carrying 
value of the assets may not be recoverable.  In 2013, 2012 and 2011, there were no indicators of impairment in our property, 
plant and equipment, and no impairment charges were recorded in any period presented. 

NOTE 4. COMPANY-SPONSORED EMPLOYEE BENEFIT PLANS

We sponsor various retirement and pension plans, including defined benefit and defined contribution plans which cover 
our employees worldwide.

U.S. Pension Benefits

In the U.S. we maintain the following single-employer defined benefit pension plans: UPS Retirement Plan, UPS Pension 
Plan, UPS IBT Pension Plan and the UPS Excess Coordinating Benefit Plan, a non-qualified plan.

The UPS Retirement Plan is noncontributory and includes substantially all eligible employees of participating domestic 
subsidiaries who are not members of a collective bargaining unit, as well as certain employees covered by a collective 
bargaining agreement. This plan generally provides for retirement benefits based on average compensation levels earned by 
employees prior to retirement. Benefits payable under this plan are subject to maximum compensation limits and the annual 
benefit limits for a tax qualified defined benefit plan as prescribed by the Internal Revenue Service (“IRS”).

The UPS Excess Coordinating Benefit Plan is a non-qualified plan that provides benefits to certain participants in the 
UPS Retirement Plan for amounts that exceed the benefit limits described above.

The UPS Pension Plan is noncontributory and includes certain eligible employees of participating domestic subsidiaries 
and members of collective bargaining units that elect to participate in the plan. This plan generally provides for retirement 
benefits based on service credits earned by employees prior to retirement.

The UPS IBT Pension Plan is noncontributory and includes employees that were previously members of the Central 
States, Southeast and Southwest Areas Pension Fund (“Central States Pension Fund”), a multiemployer pension plan, in 
addition to other eligible employees who are covered under certain collective bargaining agreements.  This plan generally 
provides for retirement benefits based on service credits earned by employees prior to retirement.
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U.S. Postretirement Medical Benefits

We also sponsor postretirement medical plans in the U.S. that provide health care benefits to our retirees who meet certain 
eligibility requirements and who are not otherwise covered by multiemployer plans. Generally, this includes employees with at 
least 10 years of service who have reached age 55 and employees who are eligible for postretirement medical benefits from a 
Company-sponsored plan pursuant to collective bargaining agreements. We have the right to modify or terminate certain of 
these plans. These benefits have been provided to certain retirees on a noncontributory basis; however, in many cases, retirees 
are required to contribute all or a portion of the total cost of the coverage.

International Pension Benefits

We also sponsor various defined benefit plans covering certain of our international employees. The majority of our 
international obligations are for defined benefit plans in Canada and the United Kingdom. In addition, many of our international 
employees are covered by government-sponsored retirement and pension plans. We are not directly responsible for providing 
benefits to participants of government-sponsored plans.

Defined Contribution Plans

We also sponsor several defined contribution plans for all employees not covered under collective bargaining agreements, 
and for certain employees covered under collective bargaining agreements. The Company matches, in shares of UPS common 
stock or cash, a portion of the participating employees’ contributions.  Matching contributions charged to expense were $90, 
$83 and $80 million for 2013, 2012 and 2011, respectively.

Contributions are also made to defined contribution money purchase plans under certain collective bargaining 
agreements. Amounts charged to expense were $80, $80 and $76 million for 2013, 2012 and 2011, respectively.

Net Periodic Benefit Cost

Information about net periodic benefit cost for the company-sponsored pension and postretirement benefit plans is as 
follows (in millions):

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits
  2013 2012 2011 2013 2012 2011 2013 2012 2011

Net Periodic Cost:
Service cost $ 1,349 $ 998 $ 870 $ 103 $ 89 $ 89 $ 47 $ 41 $ 34
Interest cost 1,449 1,410 1,309 185 208 207 44 41 39
Expected return on assets (2,147) (1,970) (1,835) (33) (18) (16) (55) (47) (43)
Amortization of:

Transition obligation — — — — — — — — —
Prior service cost 172 173 171 4 5 7 2 2 1

Actuarial (gain) loss — 4,388 736 — 374 — — 69 91
Other — — — — — — (5) (10) —
Net periodic benefit cost $ 823 $ 4,999 $ 1,251 $ 259 $ 658 $ 287 $ 33 $ 96 $ 122

Actuarial Assumptions

The table below provides the weighted-average actuarial assumptions used to determine the net periodic benefit cost.

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits
  2013 2012 2011 2013 2012 2011 2013 2012 2011

Discount rate 4.42% 5.64% 5.98% 4.21% 5.47% 5.77% 4.00% 4.63% 5.36%
Rate of compensation increase 4.16% 4.50% 4.50% N/A N/A N/A 3.03% 3.58% 3.57%
Expected return on assets 8.75% 8.75% 8.75% 8.75% 8.75% 8.75% 6.90% 7.20% 7.31%
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The table below provides the weighted-average actuarial assumptions used to determine the benefit obligations of our 
plans.

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International

Pension Benefits
  2013 2012 2013 2012 2013 2012

Discount rate 5.32% 4.42% 5.14% 4.21% 4.40% 4.00%
Rate of compensation increase 4.29% 4.16% N/A N/A 3.30% 3.03%

A discount rate is used to determine the present value of our future benefit obligations. To determine our discount rate for 
our U.S. pension and postretirement benefit plans, we use a bond matching approach to select specific bonds that would satisfy 
our projected benefit payments. We believe the bond matching approach reflects the process we would employ to settle our 
pension and postretirement benefit obligations. For our international plans, the discount rate is determined by matching the 
expected cash flows of a sample plan of similar duration to a yield curve based on long-term, high quality fixed income debt 
instruments available as of the measurement date.  These assumptions are updated each measurement date, which is typically 
annually. 

As of December 31, 2013, the impact of each basis point change in the discount rate on the projected benefit obligation of 
the pension and postretirement medical benefit plans are as follows (in millions):

  Increase (Decrease) in the Projected Benefit Obligation
  Pension Benefits Postretirement Medical Benefits

One basis point increase in discount rate $ (46) $ (4)
One basis point decrease in discount rate $ 49 $ 4

An assumption for expected return on plan assets is used to determine a component of net periodic benefit cost for the 
fiscal year. This assumption for our U.S. plans was developed using a long-term projection of returns for each asset class, and 
taking into consideration our target asset allocation. The expected return for each asset class is a function of passive, long-term 
capital market assumptions and excess returns generated from active management. The capital market assumptions used are 
provided by independent investment advisors, while excess return assumptions are supported by historical performance, fund 
mandates and investment expectations. In addition, we compare the expected return on asset assumption with the average 
historical rate of return these plans have been able to generate.

For plans outside the U.S., consideration is given to local market expectations of long-term returns. Strategic asset 
allocations are determined by plan, based on the nature of liabilities and considering the demographic composition of the plan 
participants.

Health care cost trends are used to project future postretirement benefits payable from our plans. For year-end 2013 U.S. 
plan obligations, future postretirement medical benefit costs were forecasted assuming an initial annual increase of 7.0%, 
decreasing to 5.0% by the year 2018 and with consistent annual increases at those ultimate levels thereafter.

Assumed health care cost trends can have a significant effect on the amounts reported for our postretirement medical 
plans. A one-percent change in assumed health care cost trend rates would have had the following effects on 2013 results (in 
millions):

1% Increase 1% Decrease

Effect on total of service cost and interest cost $ 3 $ (3)
Effect on postretirement benefit obligation $ 50 $ (64)



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

76

Funded Status

The following table discloses the funded status of our plans and the amounts recognized in our balance sheet as of 
December 31 (in millions):

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
 Benefits

  2013 2012 2013 2012 2013 2012

Funded Status:
Fair value of plan assets $ 26,224 $ 24,941 $ 355 $ 460 $ 931 $ 801
Benefit obligation (29,508) (31,868) (4,046) (4,412) (1,076) (1,089)
Funded status recognized at December 31 $ (3,284) $ (6,927) $ (3,691) $ (3,952) $ (145) $ (288)
Funded Status Amounts Recognized in our Balance
Sheet:
Other non-current assets $ — $ — $ — $ — $ 47 $ 26
Other current liabilities (16) (14) (97) (108) (3) (3)
Pension and postretirement benefit obligations (3,268) (6,913) (3,594) (3,844) (189) (311)
Net liability at December 31 $ (3,284) $ (6,927) $ (3,691) $ (3,952) $ (145) $ (288)
Amounts Recognized in AOCI:
Unrecognized net prior service cost $ (1,286) $ (1,318) $ (79) $ (79) $ (9) $ (13)
Unrecognized net actuarial gain (loss) 1,233 (3,187) (29) (441) (7) (86)
Gross unrecognized cost at December 31 (53) (4,505) (108) (520) (16) (99)
Deferred tax asset at December 31 20 1,694 41 196 2 26
Net unrecognized cost at December 31 $ (33) $ (2,811) $ (67) $ (324) $ (14) $ (73)

The accumulated benefit obligation for our pension plans as of the measurement dates in 2013 and 2012 was $28.586 and 
$30.350 billion, respectively.

Benefit payments under the pension plans include $16 million paid from employer assets in both 2013 and 2012. Benefit 
payments (net of participant contributions) under the postretirement medical benefit plans include $108 and $110 million paid 
from employer assets in 2013 and 2012, respectively. Such benefit payments from employer assets are also categorized as 
employer contributions.

At December 31, 2013 and 2012, the projected benefit obligation, the accumulated benefit obligation, and the fair value 
of plan assets for pension plans with benefit obligations in excess of plan assets were as follows (in millions):

 

Projected Benefit Obligation
Exceeds the Fair Value of  Plan

Assets

Accumulated Benefit Obligation
Exceeds the Fair Value of  Plan

Assets
2013 2012 2013 2012

U.S. Pension Benefits
Projected benefit obligation $ 29,508 $ 31,868 $ 29,508 $ 31,868
Accumulated benefit obligation 27,623 29,382 27,623 29,382
Fair value of plan assets 26,224 24,941 26,224 24,941
International Pension Benefits
Projected benefit obligation $ 764 $ 1,028 $ 361 $ 678
Accumulated benefit obligation 658 917 301 606
Fair value of plan assets 580 723 184 388

The accumulated postretirement benefit obligation exceeds plan assets for all of our U.S. postretirement medical benefit 
plans.
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Benefit Obligations and Fair Value of Plan Assets

The following table provides a reconciliation of the changes in the plans’ benefit obligations and fair value of plan assets 
as of the respective measurement dates in each year (in millions).
 

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
Benefits

  2013 2012 2013 2012 2013 2012

Benefit Obligations:
Projected benefit obligation at beginning of year $ 31,868 $ 24,386 $ 4,412 $ 3,836 $ 1,089 $ 841
Service cost 1,349 998 103 89 47 41
Interest cost 1,449 1,410 185 208 44 41
Gross benefits paid (813) (774) (258) (233) (21) (20)
Plan participants’ contributions — — 17 16 4 4
Plan amendments 140 (2) 4 1 — —
Actuarial (gain)/loss (4,485) 5,850 (417) 495 (55) 112
Foreign currency exchange rate changes — — — — (26) 24
Curtailments and settlements — — — — (6) (5)
Other — — — — — 51
Projected benefit obligation at end of year $ 29,508 $ 31,868 $ 4,046 $ 4,412 $ 1,076 $ 1,089

  U.S. Pension Benefits
U.S. Postretirement

Medical Benefits

International
Pension
Benefits

  2013 2012 2013 2012 2013 2012

Fair Value of Plan Assets:
Fair value of plan assets at beginning of year $ 24,941 $ 22,663 $ 460 $ 174 $ 801 $ 613
Actual return on plan assets 2,082 2,684 28 19 81 56
Employer contributions 14 368 108 475 90 74
Plan participants’ contributions — — 17 16 1 1
Gross benefits paid (813) (774) (258) (233) (21) (20)
Foreign currency exchange rate changes — — — — (20) 20
Curtailments and settlements — — — — (1) (4)
Other — — — 9 — 61
Fair value of plan assets at end of year $ 26,224 $ 24,941 $ 355 $ 460 $ 931 $ 801

Pension and Postretirement Plan Assets

The applicable benefit plan committees establish investment guidelines and strategies, and regularly monitor the 
performance of the funds and portfolio managers. Our investment guidelines address the following items: governance, general 
investment beliefs and principles, investment objectives, specific investment goals, process for determining/maintaining the 
asset allocation policy, long-term asset allocation, rebalancing, investment restrictions/prohibited transactions, portfolio 
manager structure and diversification (which addresses limits on the amount of investments held by any one manager to 
minimize risk), portfolio manager selection criteria, plan evaluation, portfolio manager performance review and evaluation and 
risk management (including various measures used to evaluate risk tolerance).
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Our investment strategy with respect to pension assets is to invest the assets in accordance with applicable laws and 
regulations. The long-term primary objectives for our pension assets are to: (1) provide for a reasonable amount of long-term 
growth of capital, with prudent exposure to risk; and protect the assets from erosion of purchasing power; (2) provide 
investment results that meet or exceed the plans’ expected long-term rate of return; and (3) match the duration of the liabilities 
and assets of the plans to reduce the potential risk of large employer contributions being necessary in the future. The plans 
strive to meet these objectives by employing portfolio managers to actively manage assets within the guidelines and strategies 
set forth by the benefit plan committees. These managers are evaluated by comparing their performance to applicable 
benchmarks.

Fair Value Measurements

Pension assets utilizing Level 1 inputs include fair values of equity investments, corporate debt instruments, and U.S. 
government securities that were determined by closing prices for those securities traded on national stock exchanges, while 
securities traded in the over-the-counter market and listed securities for which no sale was reported on the valuation date are 
valued at the mean between the last reported bid and asked prices.

Level 2 assets include certain bonds that are valued based on yields currently available on comparable securities of other 
issues with similar credit ratings, mortgage-backed securities that are valued based on cash flow and yield models using 
acceptable modeling and pricing conventions, and certain investments that are pooled with other investments held by the trustee 
in a commingled employee benefit trust fund. The investments in the commingled funds are valued by taking the percentage 
owned by the respective plan in the underlying net asset value of the trust fund, which was determined in accordance with the 
paragraph above.

Certain investments’ estimated fair value is based on unobservable inputs that are not corroborated by observable market 
data and are thus classified as Level 3. These investments include commingled funds comprised of corporate and government 
bonds, hedge funds, real estate investments and private equity funds.  The fair values may, due to the inherent uncertainty of 
valuation for those alternative investments, differ significantly from the values that would have been used had a ready market 
for the alternative investments existed, and the differences could be material.  These investments are described further below:

• Commingled Stock Funds:  We maintain plan assets invested in commingled stock funds, which hold U.S. and 
international public market securities. These commingled funds are valued using net asset values, adjusted, as 
appropriate, for investment fund specific inputs determined to be significant to the valuation.  Our plans maintain the 
right to liquidate positions in these commingled stock funds at any time, subject only to a brief notification period. No 
unfunded commitments existed with respect to these commingled stock funds at December 31, 2013.

• Hedge Funds:  We maintain plan assets invested in hedge funds that pursue multiple strategies to diversify risk and 
reduce volatility.  Investments in hedge funds are valued using reported net asset values as of December 31. These 
assets are primarily invested in a portfolio of diversified, direct investments and funds of hedge funds.  Most of these 
funds allow redemptions either quarterly or semi-annually after a two to three month notice period, while other funds 
allow for redemption after only a brief notification period with no restriction on redemption frequency. No unfunded 
commitments existed with respect to these hedge funds as of December 31, 2013.

• Real Estate and Private Equity Funds:  We maintain plan assets invested in limited partnership interests in various 
private equity and real estate funds. These private equity and real estate investment funds are valued using fair values 
per the most recent partnership audited financial reports, adjusted as appropriate for any lag between the date of the 
financial reports and December 31. The real estate investments consist of U.S. and non-U.S. real estate investments 
and are broadly diversified.  Limited provision exists for the redemption of these interests by the general partners that 
invest in these funds until the end of the term of the partnerships, typically ranging between 12 and 18 years from the 
date of inception. An active secondary market exists for similar partnership interests, although no particular value 
(discount or premium) can be guaranteed. At December 31, 2013, unfunded commitments to such limited partnerships 
totaling approximately $858 million are expected to be contributed over the remaining investment period, typically 
ranging between three and six years.
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The fair values of U.S. and international pension and postretirement benefit plan assets by asset category as of 
December 31, 2013 are presented below (in millions), as well as the percentage that each category comprises of our total plan 
assets and the respective target allocations.

Level 1 Level 2 Level 3
Total
Assets

Percentage of
Plan Assets -

2013

Target
Allocation

2013

Asset Category (U.S. Plans):
Cash and cash equivalents $ 112 $ 514 $ — $ 626 2.3% 0-5
Equity Securities:

U.S. Large Cap 2,264 1,948 — 4,212
U.S. Small Cap 457 50 — 507
Emerging Markets 1,247 120 — 1,367
Global Equity 2,154 — — 2,154
International Equity 1,397 825 — 2,222

Total Equity Securities 7,519 2,943 — 10,462 39.4 25-55
Fixed Income Securities:

U.S. Government Securities 3,746 615 — 4,361
Corporate Bonds 7 2,550 223 2,780
Global Bonds — 681 — 681
Municipal Bonds — 55 — 55

Total Fixed Income Securities 3,753 3,901 223 7,877 29.6 15-35
Other Investments:

Hedge Funds — — 3,738 3,738 14.1 8-15
Private Equity — — 1,397 1,397 5.3 3-10
Real Estate 285 21 1,091 1,397 5.3 3-10
Structured Products(1) — 326 — 326 1.2 0-5
Other(2) — — 756 756 2.8 1-10

Total U.S. Plan Assets $11,669 $ 7,705 $ 7,205 $ 26,579 100.0%
Asset Category (International Plans):
Cash and cash equivalents $ 11 $ 17 $ — 28 3.0 0-5
Equity Securities:

Local Markets Equity 122 97 — 219
U.S. Equity 17 — — 17
Emerging Markets 19 — — 19
International / Global Equity 88 79 — 167

Total Equity Securities 246 176 — 422 45.3 50-65
Fixed Income Securities:

Local Government Bonds 68 — — 68
Corporate Bonds 86 85 — 171

Total Fixed Income Securities 154 85 — 239 25.7 15-35
Other Investments:

Real Estate — 63 — 63 6.8 0-17
Structured Products(1) — — 55 55 5.9 0-10
Other — 124 — 124 13.3 0-20

Total International Plan Assets $ 411 $ 465 $ 55 $ 931 100.0%
Total Plan Assets $12,080 $ 8,170 $ 7,260 $ 27,510

(1) Represents mortgage and asset-backed securities.
(2) Represents global balanced-risk commingled funds, consisting primarily of equity, bonds, and some currencies and commodities.
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The fair values of U.S. and international pension and postretirement benefit plan assets by asset category as of 
December 31, 2012 are presented below (in millions), as well as the percentage that each category comprises of our total plan 
assets and the respective target allocations.  This table has been revised from our 2012 Form 10-K filing to include international 
plan assets in conformity with the 2013 presentation of international plan assets.

Level 1 Level 2 Level 3
Total
Assets

Percentage of
Plan Assets -

2012

Target
Allocation

2012

Asset Category (U.S. Plans):
Cash and cash equivalents $ 103 $ 139 $ — $ 242 0.9% 0-5
Equity Securities:

U.S. Large Cap 2,548 2,162 — 4,710
U.S. Small Cap 450 31 — 481
Emerging Markets 1,160 123 — 1,283
Global Equity 2,242 — — 2,242
International Equity 442 694 — 1,136

Total Equity Securities 6,842 3,010 — 9,852 38.8 35-55
Fixed Income Securities:

U.S. Government Securities 4,008 443 — 4,451
Corporate Bonds 9 3,113 138 3,260
Global Bonds — 457 — 457
Municipal Bonds — 83 — 83

Total Fixed Income Securities 4,017 4,096 138 8,251 32.5 25-35
Other Investments:

Hedge Funds — — 2,829 2,829 11.1 5-15
Private Equity — — 1,416 1,416 5.6 1-10
Real Estate 177 23 1,039 1,239 4.9 1-10
Structured Products(1) — 210 — 210 0.8 0-5
Other(2) — — 1,362 1,362 5.4 1-10

Total U.S. Plan Assets $11,139 $ 7,478 $ 6,784 $ 25,401 100.0%
Asset Category (International Plans):
Cash and cash equivalents $ 5 $ 17 $ — 22 2.8 0-5
Equity Securities:

Local Markets Equity 118 79 — 197
U.S. Equity 14 — — 14
International / Global Equity 71 59 — 130

Total Equity Securities 203 138 — 341 42.6 50-65
Fixed Income Securities:

Local Government Bonds 64 — — 64
Corporate Bonds 85 70 — 155

Total Fixed Income Securities 149 70 — 219 27.3 15-35
Other Investments:

Real Estate — 46 — 46 5.7 0-17
Structured Products(1) — — 49 49 6.1 0-10
Other — 124 — 124 15.5 0-20

Total International Plan Assets $ 357 $ 395 $ 49 $ 801 100.0%
Total Plan Assets $11,496 $ 7,873 $ 6,833 $ 26,202

(1) Represents mortgage and asset-backed securities.
(2) Represents global balanced-risk commingled funds, consisting primarily of equity, bonds, and some currencies and commodities.
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The following table presents the changes in the Level 3 instruments measured on a recurring basis for the years ended 
December 31, 2013 and 2012 (in millions).  The information presented for 2012 has been revised to include international plan 
assets in conformity with the 2013 presentation of international plan assets.

Corporate
Bonds

Hedge
Funds

Real
Estate

Private
Equity Other Total

Balance on January 1, 2012 $ 80 $ 2,132 $ 948 $ 1,354 $ 644 $ 5,158
Actual Return on Assets:

Assets Held at End of Year 1 59 85 163 159 467
Assets Sold During the Year (3) 5 4 — — 6

Purchases 71 1,300 144 184 608 2,307
Sales (11) (667) (142) (285) — (1,105)
Settlements — — — — — —
Transfers Into (Out of) Level 3 — — — — — —
Balance on December 31, 2012 $ 138 $ 2,829 $ 1,039 $ 1,416 $ 1,411 $ 6,833
Actual Return on Assets:

Assets Held at End of Year (1) 229 81 71 (93) 287
Assets Sold During the Year — 5 54 153 54 266

Purchases 165 1,676 145 143 1 2,130
Sales (79) (1,001) (228) (386) (562) (2,256)
Settlements — — — — — —
Transfers Into (Out of) Level 3 — — — — — —
Balance on December 31, 2013 $ 223 $ 3,738 $ 1,091 $ 1,397 $ 811 $ 7,260

There were no UPS class A or B shares of common stock directly held in plan assets as of December 31, 2013 or 
December 31, 2012. 

Accumulated Other Comprehensive Income

The estimated amounts of prior service cost in AOCI expected to be amortized and recognized as a component of net 
periodic benefit cost in 2014 are as follows (in millions):
 

U.S. Pension Benefits
U.S. Postretirement

Medical Benefits
International Pension

Benefits

Prior service cost / (benefit) $ 169 $ 4 $ 1

Expected Cash Flows

Information about expected cash flows for the pension and postretirement benefit plans is as follows (in millions):

U.S.
Pension Benefits

U.S. Postretirement
Medical Benefits

International Pension
Benefits

Employer Contributions:
2014 (expected) to plan trusts $ — $ — $ 77
2014 (expected) to plan participants 16 100 3
Expected Benefit Payments:

2014 $ 885 $ 239 $ 24
2015 981 253 26
2016 1,081 270 27
2017 1,188 286 30
2018 1,306 300 32
2019 - 2023 8,502 1,610 199
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Our funding policy for U.S. plans is to contribute amounts annually that are at least equal to the amounts required by 
applicable laws and regulations, or to directly fund payments to plan participants, as applicable. International plans will be 
funded in accordance with local regulations. Additional discretionary contributions may be made when deemed appropriate to 
meet the long-term obligations of the plans. Expected benefit payments for pensions will be primarily paid from plan trusts. 
Expected benefit payments for postretirement medical benefits will be paid from plan trusts and corporate assets.

NOTE 5. MULTIEMPLOYER EMPLOYEE BENEFIT PLANS

We contribute to a number of multiemployer defined benefit plans under the terms of collective bargaining agreements that 
cover our union-represented employees. These plans generally provide for retirement, death and/or termination benefits for eligible 
employees within the applicable collective bargaining units, based on specific eligibility/participation requirements, vesting periods 
and benefit formulas. The risks of participating in these multiemployer plans are different from single-employer plans in the following 
aspects:

• Assets contributed to the multiemployer plan by one employer may be used to provide benefits to employees of other 
participating employers.

• If a participating employer stops contributing to the multiemployer plan, the unfunded obligations of the plan may be borne 
by the remaining participating employers.

• If we choose to stop participating in some of our multiemployer plans, we may be required to pay those plans an amount 
based on the underfunded status of the plan, referred to as a withdrawal liability. However, cessation of participation in a 
multiemployer plan and subsequent payment of any withdrawal liability is subject to the collective bargaining process.

The discussion that follows sets forth the financial impact on our results of operations and cash flows for the years ended 
December 31, 2013, 2012 and 2011 from our participation in multiemployer benefit plans. Several factors could cause us to make 
significantly higher future contributions to these plans, including unfavorable investment performance, changes in demographics and 
increased benefits to participants. However, all surcharges are subject to the collective bargaining process. At this time, we are unable 
to determine the amount of additional future contributions, if any, or whether any material adverse effect on our financial condition, 
results of operations or liquidity would result from our participation in these plans.

The number of employees covered by our multiemployer plans has remained consistent over the past three years, and there have 
been no significant changes that affect the comparability of 2013, 2012 and 2011 contributions. We recognize expense for the 
contractually-required contribution for each period, and we recognize a liability for any contributions due and unpaid at the end of a 
reporting period.

Multiemployer Pension Plans

The following table outlines our participation in multiemployer pension plans for the periods ended December 31, 2013, 2012 
and 2011, and sets forth our calendar year contributions into each plan. The “EIN/Pension Plan Number” column provides the 
Employer Identification Number (“EIN”) and the three-digit plan number. The most recent Pension Protection Act zone status 
available in 2013 and 2012 relates to the plans’ two most recent fiscal year-ends. The zone status is based on information that we 
received from the plans’ administrators and is certified by each plan’s actuary. Among other factors, plans certified in the red zone are 
generally less than 65% funded, plans certified in the orange zone are both less than 80% funded and have an accumulated funding 
deficiency or are expected to have a deficiency in any of the next six plan years, plans certified in the yellow zone are less than 80% 
funded, and plans certified in the green zone are at least 80% funded. The “FIP/RP Status Pending/Implemented” column indicates 
whether a financial improvement plan (“FIP”) for yellow/orange zone plans, or a rehabilitation plan (“RP”) for red zone plans, is 
either pending or has been implemented. As of December 31, 2013, all plans that have either a FIP or RP requirement have had the 
respective FIP or RP implemented.

Our collectively-bargained contributions satisfy the requirements of all implemented FIPs and RPs and do not currently require 
the payment of any surcharges. In addition, minimum contributions outside of the agreed upon contractual rate are not required. For 
the plans detailed in the following table, the expiration date of the associated collective bargaining agreements was July 31, 2013 (see 
Note 16), with the exception of the Automotive Industries Pension Plan and the IAM National Pension Fund / National Pension Plan 
which both have a July 31, 2014 expiration date.  For those plans covered by the collective bargaining agreement that expired on July 
31, 2013, we have accrued a liability for the estimated contributions (which are included in the following table) under our new 
collective bargaining agreement that has been approved, but not yet ratified (see note 16).  For all plans detailed in the following table, 
we provided more than 5% of the total plan contributions from all employers for 2013, 2012 and 2011 (as disclosed in the Form 5500 
for each respective plan).
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Certain plans have been aggregated in the “All Other Multiemployer Pension Plans” line in the following table, as the 
contributions to each of these individual plans are not material.

 
EIN / Pension

Plan

Pension
Protection Act

Zone Status
FIP/RP Status

Pending/

(in millions)
UPS Contributions and 

Accruals Surcharge
Pension Fund Number 2013 2012 Implemented 2013 2012 2011 Imposed
Alaska Teamster-Employer Pension Plan 92-6003463-024 Red Red Yes/Implemented $ 5 $ 4 $ 4 No
Automotive Industries Pension Plan 94-1133245-001 Red Red Yes/Implemented 4 4 4 No
Central Pennsylvania Teamsters Defined Benefit Plan 23-6262789-001 Green Yellow Yes/Implemented 30 29 27 No
Employer-Teamsters Local Nos. 175 & 505 Pension
Trust Fund 55-6021850-001 Green Green No 9 9 8 No
Hagerstown Motor Carriers and Teamsters Pension Fund 52-6045424-001 Red Red Yes/Implemented 5 5 5 No
I.A.M. National Pension Fund / National Pension Plan 51-6031295-002 Green Green No 27 24 25 No
International Brotherhood of Teamsters Union Local
No. 710 Pension Fund 36-2377656-001 Green Green No 88 75 74 No
Local 705, International Brotherhood of Teamsters
Pension Plan 36-6492502-001 Red Red Yes/Implemented 68 46 58 No
Local 804 I.B.T. & Local 447 I.A.M.—UPS
Multiemployer Retirement Plan 51-6117726-001 Red Red Yes/Implemented 88 87 84 No
Milwaukee Drivers Pension Trust Fund 39-6045229-001 Green Green No 29 26 26 No
New England Teamsters & Trucking Industry Pension
Fund 04-6372430-001 Red Red Yes/Implemented 102 124 124 No
New York State Teamsters Conference Pension and
Retirement Fund 16-6063585-074 Red Red Yes/Implemented 72 65 57 No
Teamster Pension Fund of Philadelphia and Vicinity 23-1511735-001 Yellow Yellow Yes/Implemented 46 44 41 No
Teamsters Joint Council No. 83 of Virginia Pension Fund 54-6097996-001 Yellow Yellow Yes/Implemented 49 44 41 No
Teamsters Local 639—Employers Pension Trust 53-0237142-001 Green Green No 41 36 33 No
Teamsters Negotiated Pension Plan 43-6196083-001 Yellow Red Yes/Implemented 26 24 22 No
Truck Drivers and Helpers Local Union No. 355
Retirement Pension Plan 52-6043608-001 Yellow Yellow Yes/Implemented 14 14 12 No
United Parcel Service, Inc.—Local 177, I.B.T.
Multiemployer Retirement Plan 13-1426500-419 Red Red Yes/Implemented 68 62 57 No
Western Conference of Teamsters Pension Plan 91-6145047-001 Green Green No 553 520 476 No
Western Pennsylvania Teamsters and Employers Pension
Fund 25-6029946-001 Red Red Yes/Implemented 23 24 21 No
All Other Multiemployer Pension Plans 49 59 44

Total Contributions $1,396 $1,325 $1,243

In 2012, we reached an agreement with the New England Teamsters and Trucking Industry Pension Fund ("NETTI Fund"), a 
multiemployer pension plan in which UPS is a participant, to restructure the pension liabilities for approximately 10,200 UPS 
employees represented by the Teamsters.  The agreement reflected a decision by the NETTI Fund's trustees to restructure the NETTI 
Fund through plan amendments to utilize a "two pool approach", which effectively subdivided the plan assets and liabilities between 
two groups of beneficiaries. As part of this agreement, UPS agreed to withdraw from the original pool of the NETTI Fund, of which it 
had historically been a participant, and reenter the NETTI Fund's newly-established pool as a new employer.   

Upon ratification of the agreement by the Teamsters in September 2012, we withdrew from the original pool of the NETTI Fund 
and incurred an undiscounted withdrawal liability of  $2.162 billion to be paid in equal monthly installments over 50 years. The 
undiscounted withdrawal liability was calculated by independent actuaries employed by the NETTI Fund, in accordance with the 
governing plan documents and the applicable requirements of the Employee Retirement Income Security Act of 1974. In 2012, we 
recorded a charge to expense to establish an $896 million withdrawal liability on our consolidated balance sheet, which represents the 
present value of the $2.162 billion future payment obligation discounted at a 4.25% interest rate. This discount rate represents the 
estimated credit-adjusted market rate of interest at which we could obtain financing of a similar maturity and seniority.  As this 
agreement is not a contribution to the plan, the amounts reflected in the previous table do not include this $896 million non-cash 
transaction.

The $896 million charge to expense recorded in 2012 is included in "compensation and benefits" expense in the statements of 
consolidated income, while the corresponding withdrawal liability is included in "other non-current liabilities" on the consolidated 
balance sheet.  We impute interest on the withdrawal liability using the 4.25% discount rate, while the monthly payments made to the 
NETTI Fund reduce the remaining balance of the withdrawal liability.
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Our status in the newly-established pool of the NETTI Fund is accounted for as the participation in a new multiemployer pension 
plan, and therefore we recognize expense based on the contractually-required contribution for each period, and we recognize a liability 
for any contributions due and unpaid at the end of a reporting period. 

Based on the borrowing rates currently available to the Company for long-term financing of a similar maturity, the fair value of 
the NETTI withdrawal liability as of December 31, 2013 was $783 million.  We utilized Level 2 inputs in the fair value hierarchy of 
valuation techniques to determine the fair value of this liability.

Multiemployer Health and Welfare Plans

We also contribute to several multiemployer health and welfare plans that cover both active and retired employees. Health care 
benefits are provided to participants who meet certain eligibility requirements as covered under the applicable collective bargaining 
unit. The following table sets forth our calendar year plan contributions and accruals. For those plans covered by the collective 
bargaining agreement that expired on July 31, 2013, we have accrued a liability for the estimated contributions (which are included in 
the following table) under our new collective bargaining agreement that has been approved, but not yet ratified (see note 16).  Certain 
plans have been aggregated in the “All Other Multiemployer Health and Welfare Plans” line in the table, as the contributions to each 
of these individual plans are not material.

 
(in millions)

UPS Contributions and Accruals
Health and Welfare Fund 2013 2012 2011

Bay Area Delivery Drivers $ 29 $ 28 $ 27
Central Pennsylvania Teamsters Health & Pension Fund 20 19 18
Central States, South East & South West Areas Health and Welfare Fund 505 471 452
Delta Health Systems—East Bay Drayage Drivers 24 24 17
Employer—Teamster Local Nos. 175 & 505 9 8 8
Joint Council #83 Health & Welfare Fund 24 25 25
Local 191 Teamsters Health Fund 9 9 9
Local 401 Teamsters Health & Welfare Fund 6 6 6
Local 804 Welfare Trust Fund 67 62 58
Milwaukee Drivers Pension Trust Fund—Milwaukee Drivers Health and Welfare Trust Fund 31 29 28
Montana Teamster Employers Trust 6 6 6
New York State Teamsters Health & Hospital Fund 46 44 41
North Coast Benefit Trust 8 7 7
Northern California General Teamsters (DELTA) 84 75 73
Northern New England Benefit Trust 35 33 32
Oregon / Teamster Employers Trust 28 27 27
Teamsters 170 Health & Welfare Fund 12 12 12
Teamsters Benefit Trust 38 32 29
Teamsters Local 251 Health & Insurance Plan 11 10 10
Teamsters Local 404 Health & Insurance Plan 6 6 6
Teamsters Local 638 Health Fund 32 29 28
Teamsters Local 639—Employers Health & Pension Trust Funds 24 22 22
Teamsters Local 671 Health Services & Insurance Plan 13 12 13
Teamsters Union 25 Health Services & Insurance Plan 37 36 34
Teamsters Union Local 677 Health Services & Insurance Plan 8 8 8
Truck Drivers and Helpers Local 355 Baltimore Area Health & Welfare Fund 13 13 12
Utah-Idaho Teamsters Security Fund 18 16 15
Washington Teamsters Welfare Trust 35 32 30
All Other Multiemployer Health and Welfare Plans 44 55 50
Total Contributions $ 1,222 $ 1,156 $ 1,103
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NOTE 6. BUSINESS ACQUISITIONS, GOODWILL AND INTANGIBLE ASSETS

The following table indicates the allocation of goodwill by reportable segment (in millions):

U.S. Domestic
Package

International
Package

Supply Chain &
Freight Consolidated

Balance on January 1, 2012 $ — $ 361 $ 1,740 $ 2,101
Acquired — 67 — 67
Currency / Other — 2 3 5

Balance on December 31, 2012 $ — $ 430 $ 1,743 $ 2,173
Acquired — 3 20 23
Currency / Other — (13) 7 (6)

Balance on December 31, 2013 $ — $ 420 $ 1,770 $ 2,190

Business Acquisitions

2013 Acquisitions:

The goodwill acquired in the Supply Chain & Freight segment was related to our July 2013 acquisition of Cemelog Ltd. 
(“Cemelog”), a Hungary-based medical logistics provider that operates in Central and Eastern Europe.  The goodwill acquired 
in the International Package segment was largely related to our October 2013 acquisition of the assets and operations of two 
Costa Rican-based companies: (1) Union Pak de Costa Rica, S.A., a small package delivery company, and (2) SEISA 
Brokerage, a customs brokerage company.  Both companies have long-standing relationships with UPS as authorized service 
contractors.   

2012 Acquisitions:

The goodwill acquired in the International Package segment was related to our February 2012 acquisition of Kiala S.A. 
(“Kiala”), a Belgium-based developer of a platform that enables e-commerce retailers to offer their shoppers the option of 
having goods delivered to a convenient retail location. Kiala currently operates in Belgium, France, Luxembourg, the 
Netherlands and Spain. 

Pro forma results of operations have not been presented for these acquisitions in 2013 and 2012, because the effects of 
these transactions were not material in either period. The results of operations of these acquired companies have been included 
in our statements of consolidated income from the date of acquisition.

The remaining change in goodwill for both the International Package and Supply Chain & Freight segments was due to 
the impact of changes in the value of the U.S. Dollar on the translation of non-U.S. Dollar goodwill balances.

Goodwill Impairment

We test our goodwill for impairment annually, as of October 1st, on a reporting unit basis. Our reporting units are 
comprised of the Europe, Asia, and Americas reporting units in the International Package reporting segment, and the 
Forwarding, Logistics, UPS Freight, MBE / The UPS Store, and UPS Capital reporting units in the Supply Chain & Freight 
reporting segment.

In assessing our goodwill for impairment, we initially evaluate qualitative factors to determine if it is more likely than not 
that the fair value of a reporting unit is less than its carrying amount. If the qualitative assessment is not conclusive and it is 
necessary to calculate the fair value of a reporting unit, then we utilize a two-step process to test goodwill for impairment. First, 
a comparison of the fair value of the applicable reporting unit with the aggregate carrying value, including goodwill, is 
performed. We primarily determine the fair value of our reporting units using a discounted cash flow model, and supplement 
this with observable valuation multiples for comparable companies, as applicable. If the carrying amount of a reporting unit 
exceeds the reporting unit’s fair value, we perform the second step of the goodwill impairment test to determine the amount of 
impairment loss. The second step includes comparing the implied fair value of the affected reporting unit’s goodwill with the 
carrying value of that goodwill.
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In 2013, we utilized a qualitative assessment to determine that it was more likely than not that the reporting unit fair value 
exceeded the carrying value for our Europe, Asia, Americas and MBE / The UPS Store reporting units.  For the remaining 
reporting units, we utilized the two-step process to test goodwill for impairment.  We did not have any goodwill impairment 
charges in 2013, 2012 or 2011. Cumulatively, our Supply Chain & Freight reporting segment has recorded goodwill impairment 
charges of $622 million, while our International and U.S. Domestic Package segments have not recorded any impairment 
charges.

Intangible Assets

The following is a summary of intangible assets at December 31, 2013 and 2012 (in millions):

Gross Carrying
Amount

Accumulated
Amortization

Net Carrying
Value

Weighted-
Average

Amortization
Period

(in years)

December 31, 2013
Trademarks, licenses, patents, and other $ 257 $ (108) $ 149 6.2
Customer lists 118 (62) 56 12.8
Franchise rights 117 (70) 47 20.0
Capitalized software 2,420 (1,897) 523 5.0
Total Intangible Assets, Net $ 2,912 $ (2,137) $ 775 6.0

December 31, 2012
Trademarks, licenses, patents, and other $ 163 $ (80) $ 83
Customer lists 131 (79) 52
Franchise rights 117 (64) 53
Capitalized software 2,197 (1,782) 415
Total Intangible Assets, Net $ 2,608 $ (2,005) $ 603

Licenses with a carrying value of $5 million as of December 31, 2013 are deemed to be indefinite-lived intangibles, and 
therefore are not amortized. Impairment tests for indefinite-lived intangibles are performed on an annual basis. All of our other 
recorded intangible assets are deemed to be finite-lived intangibles, and are thus amortized over their estimated useful lives. 
Impairment tests for these intangible assets are only performed when a triggering event occurs that indicates that the carrying 
value of the intangible may not be recoverable. We incurred impairment charges on intangible assets of $13 million during 
2013, while there were no impairments of any finite-lived or indefinite-lived intangible assets in 2012 or 2011.

Amortization of intangible assets was $185, $244 and $228 million during 2013, 2012 or 2011, respectively. Expected 
amortization of finite-lived intangible assets recorded as of December 31, 2013 for the next five years is as follows (in 
millions): 2014—$239; 2015—$196; 2016—$140; 2017—$90; 2018—$46. Amortization expense in future periods will be 
affected by business acquisitions, software development, licensing agreements, sponsorships and other factors.
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NOTE 7. DEBT AND FINANCING ARRANGEMENTS

The following table sets forth the principal amount, maturity or range of maturities, as well as the carrying value of our 
debt obligations, as of December 31, 2013 and 2012 (in millions).  The carrying value of these debt obligations can differ from 
the principal amount due to the impact of unamortized discounts or premiums and valuation adjustments resulting from interest 
rate swap hedging relationships.
 

Principal Carrying Value
Amount Maturity 2013 2012

Commercial paper $ — $ — $ —
Fixed-rate senior notes:

4.50% senior notes 1,750 2013 — 1,751
3.875% senior notes 1,000 2014 1,007 1,033
1.125% senior notes 375 2017 367 373
5.50% senior notes 750 2018 821 851
5.125% senior notes 1,000 2019 1,079 1,140
3.125% senior notes 1,500 2021 1,579 1,655
2.45% senior notes 1,000 2022 913 996
6.20% senior notes 1,500 2038 1,481 1,480
4.875% senior notes 500 2040 489 489
3.625% senior notes 375 2042 367 367

8.375% Debentures:
8.375% debentures 424 2020 479 512
8.375% debentures 276 2030 283 284

Pound Sterling Notes:
     5.50% notes 110 2031 105 103
     5.125% notes 750 2050 714 699
Floating rate senior notes 374 2049 – 2053 370 374
Capital lease obligations 473 2014 – 3004 473 440
Facility notes and bonds 320 2015 – 2036 320 320
Other debt 25 2014 - 2022 25 3
Total debt $ 12,502 10,872 12,870
Less: current maturities (48) (1,781)
Long-term debt $ 10,824 $ 11,089

Commercial Paper

We are authorized to borrow up to $10.0 billion under our U.S. commercial paper program.  We also maintain a European 
commercial paper program under which we are authorized to borrow up to €5.0 billion in a variety of currencies.  No amounts 
were outstanding under these programs as of December 31, 2013.  The amount of commercial paper outstanding under these 
programs in 2014 is expected to fluctuate. 
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Fixed Rate Senior Notes

We have completed several offerings of fixed rate senior notes.  All of the notes pay interest semiannually, and allow for 
redemption of the notes by UPS at any time by paying the greater of the principal amount or a “make-whole” amount, plus 
accrued interest.  We subsequently entered into interest rate swaps on several of these notes, which effectively converted the 
fixed interest rates on the notes to variable LIBOR-based interest rates. The average interest rate payable on these notes, 
including the impact of the interest rate swaps, for 2013 and 2012, respectively, were as follows:

Principal
Average Effective

Interest Rate
Value Maturity 2013 2012

4.50% senior notes 1,750 2013 2.43% 2.51%
3.875% senior notes 1,000 2014 0.97% 1.14%
1.125% senior notes 375 2017 0.64% 0.57%
5.50% senior notes 750 2018 2.53% 2.71%
5.125% senior notes 1,000 2019 2.01% 2.20%
3.125% senior notes 1,500 2021 1.11% 1.28%
2.45% senior notes 1,000 2022 0.86% 0.86%

On January 15, 2013, our $1.75 billion 4.50% senior notes matured and were repaid in full.  We have classified our 
3.875% senior notes with a principal balance of $1.0 billion due in April 2014 as a long-term liability, based on our intent and 
ability to refinance the debt as of December 31, 2013.

8.375% Debentures

The 8.375% debentures consist of two separate tranches, as follows:

• $276 million of the debentures have a maturity of April 1, 2030. These debentures have an 8.375% interest rate until 
April 1, 2020, and, thereafter, the interest rate will be 7.62% for the final 10 years. These debentures are redeemable in 
whole or in part at our option at any time. The redemption price is equal to the greater of 100% of the principal 
amount and accrued interest or the sum of the present values of the remaining scheduled payout of principal and 
interest thereon discounted to the date of redemption at a benchmark treasury yield plus five basis points plus accrued 
interest. 

• $424 million of the debentures have a maturity of April 1, 2020.  These debentures are not subject to redemption prior 
to maturity. 

Interest is payable semiannually on the first of April and October for both debentures and neither debenture is subject to sinking 
fund requirements. We subsequently entered into interest rate swaps on the 2020 notes, which effectively converted the fixed 
interest rates on the notes to variable LIBOR-based interest rates. The average interest rate payable on the 2020 notes, including 
the impact of the interest rate swaps, for  2013 and 2012 was 5.03% and 5.73%, respectively.

Floating Rate Senior Notes

The floating rate senior notes bear interest at one-month LIBOR less 45 basis points. The average interest rate for 2013 
and 2012 was 0.00% for both years. These notes are callable at various times after 30 years at a stated percentage of par value, 
and putable by the note holders at various times after 10 years at a stated percentage of par value. The notes have maturities 
ranging from 2049 through 2053. In 2013 and 2012, we redeemed notes with a principal value of $4 and $2 million, 
respectively, after put options were exercised by the note holders.
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Capital Lease Obligations

We have certain property, plant and equipment subject to capital leases. Some of the obligations associated with these 
capital leases have been legally defeased. The recorded value of our property, plant and equipment subject to capital leases is as 
follows as of December 31 (in millions):
 

2013 2012

Vehicles $ 49 $ 63
Aircraft 2,289 2,282
Buildings 181 65
Plant Equipment 2 2
Technology Equipment — 3
Accumulated amortization (727) (611)

$ 1,794 $ 1,804

These capital lease obligations have principal payments due at various dates from 2014 through 3004.

Facility Notes and Bonds

We have entered into agreements with certain municipalities to finance the construction of, or improvements to, facilities 
that support our U.S. Domestic Package and Supply Chain & Freight operations in the United States. These facilities are 
located around airport properties in Louisville, Kentucky; Dallas, Texas; and Philadelphia, Pennsylvania. Under these 
arrangements, we enter into a lease or loan agreement that covers the debt service obligations on the bonds issued by the 
municipalities, as follows:

• Bonds with a principal balance of $149 million issued by the Louisville Regional Airport Authority associated with 
our Worldport facility in Louisville, Kentucky. The bonds, which are due in January 2029, bear interest at a variable 
rate, and the average interest rates for 2013 and 2012 were 0.09% and 0.15%, respectively.

• Bonds with a principal balance of $42 million and due in November 2036 issued by the Louisville Regional Airport 
Authority associated with our air freight facility in Louisville, Kentucky. The bonds bear interest at a variable rate, and 
the average interest rates for 2013 and 2012 were 0.08% and 0.15%, respectively.

• Bonds with a principal balance of $29 million issued by the Dallas / Fort Worth International Airport Facility 
Improvement Corporation associated with our Dallas, Texas airport facilities. The bonds are due in May 2032 and bear 
interest at a variable rate, however the variable cash flows on the obligation have been swapped to a fixed 5.11%.

• Bonds with a principal balance of $100 million issued by the Delaware County, Pennsylvania Industrial Development 
Authority associated with our Philadelphia, Pennsylvania airport facilities. The bonds, which are due in December 
2015, bear interest at a variable rate, and the average interest rates for 2013 and 2012 were 0.07% and 0.13%, 
respectively.

Pound Sterling Notes

The Pound Sterling notes consist of two separate tranches, as follows:

• Notes with a principal amount of £66 million accrue interest at a 5.50% fixed rate, and are due in February 2031.  
These notes are not callable.  

• Notes with a principal amount of £455 million accrue interest at a 5.125% fixed rate, and are due in February 2050.  
These notes are callable at our option at a redemption price equal to the greater of 100% of the principal amount and 
accrued interest, or the sum of the present values of the remaining scheduled payout of principal and interest thereon 
discounted to the date of redemption at a benchmark U.K. government bond yield plus 15 basis points and accrued 
interest.  

We maintain cross-currency interest rate swaps to hedge the foreign currency risk associated with the bond cash flows for both 
tranches of these bonds. The average fixed interest rate payable on the swaps is 5.79%.
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Contractual Commitments

We lease certain aircraft, facilities, land, equipment and vehicles under operating leases, which expire at various dates 
through 2038. Certain of the leases contain escalation clauses and renewal or purchase options. Rent expense related to our 
operating leases was $575, $619 and $629 million for 2013, 2012 and 2011, respectively.

The following table sets forth the aggregate minimum lease payments under capital and operating leases, the aggregate 
annual principal payments due under our long-term debt, and the aggregate amounts expected to be spent for purchase 
commitments (in millions).

Year
Capital
Leases

Operating
Leases

Debt
Principal

Purchase
Commitments

2014 $ 67 $ 310 $ 1,009 $ 333
2015 65 239 107 100
2016 58 180 6 50
2017 58 146 377 11
2018 53 99 750 —
After 2018 422 242 8,030 —
Total 723 $ 1,216 $ 10,279 $ 494
Less: imputed interest (250)
Present value of minimum capitalized lease payments 473
Less: current portion (39)
Long-term capitalized lease obligations $ 434

As of December 31, 2013, we had outstanding letters of credit totaling approximately $1.023 billion issued in connection 
with our self-insurance reserves and other routine business requirements. We also issue surety bonds as an alternative to letters 
of credit in certain instances, and as of December 31, 2013, we had $627 million of surety bonds written.

Available Credit

We maintain two credit agreements with a consortium of banks. One of these agreements provides revolving credit 
facilities of $1.5 billion, and expires on March 28, 2014. Generally, amounts outstanding under this facility bear interest at a 
periodic fixed rate equal to LIBOR for the applicable interest period and currency denomination, plus an applicable margin. 
Alternatively, a fluctuating rate of interest equal to the highest of (1) JPMorgan Chase Bank’s publicly announced prime rate, 
(2) the Federal Funds effective rate plus 0.50%, and (3) LIBOR for a one month interest period plus 1.00% , plus an applicable 
margin, may be used at our discretion.  In each case, the applicable margin for advances bearing interest based on LIBOR is a 
percentage determined by quotations from Markit Group Ltd. for our 1-year credit default swap spread, subject to a minimum 
rate of 0.10% and a maximum rate of 0.75%. The applicable margin for advances bearing interest based on the prime rate is 
1.00% below the applicable margin for LIBOR advances (but not lower than 0.00%). We are also able to request advances 
under this facility based on competitive bids for the applicable interest rate. There were no amounts outstanding under this 
facility as of December 31, 2013.

The second agreement provides revolving credit facilities of $1.0 billion, and expires on March 29, 2018. Generally, 
amounts outstanding under this facility bear interest at a periodic fixed rate equal to LIBOR for the applicable interest period 
and currency denomination, plus an applicable margin. Alternatively, a fluctuating rate of interest equal to the highest of (1) 
JPMorgan Chase Bank’s publicly announced prime rate, (2) the Federal Funds effective rate plus 0.50%, and (3) LIBOR for a 
one month interest period plus 1.00%, plus an applicable margin, may be used at our discretion.  In each case, the applicable 
margin for advances bearing interest based on LIBOR is a percentage determined by quotations from Markit Group Ltd. for our 
credit default swap spread, interpolated for a period from the date of determination of such credit default swap spread in 
connection with a new interest period until the latest maturity date of this facility then in effect (but not less than a period of 
one year). The applicable margin is subject to certain minimum rates and maximum rates based on our public debt ratings from 
Standard & Poor’s Rating Service and Moody’s Investors Service. The minimum applicable margin rates range from 0.100% to 
0.375%, and the maximum applicable margin rates range from 0.750% to 1.250% per annum. The applicable margin for 
advances bearing interest based on the prime rate is 1.00% below the applicable margin for LIBOR advances (but not less than 
0.00%). We are also able to request advances under this facility based on competitive bids. There were no amounts outstanding 
under this facility as of December 31, 2013.
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Debt Covenants

Our existing debt instruments and credit facilities subject us to certain financial covenants. As of December 31, 2013 and 
for all prior periods presented, we have satisfied these financial covenants. These covenants limit the amount of secured 
indebtedness that we may incur, and limit the amount of attributable debt in sale-leaseback transactions, to 10% of net tangible 
assets. As of December 31, 2013, 10% of net tangible assets is equivalent to $2.612 billion; however, we have no covered sale-
leaseback transactions or secured indebtedness outstanding.  We do not expect these covenants to have a material impact on our 
financial condition or liquidity.

Fair Value of Debt

Based on the borrowing rates currently available to the Company for long-term debt with similar terms and maturities, 
the fair value of long-term debt, including current maturities, is approximately $11.756 and $14.658 billion as of December 31, 
2013 and 2012, respectively.  We utilized Level 2 inputs in the fair value hierarchy of valuation techniques to determine the fair 
value of all of our debt instruments.

NOTE 8. LEGAL PROCEEDINGS AND CONTINGENCIES

We are involved in a number of judicial proceedings and other matters arising from the conduct of our business activities. 

Although there can be no assurance as to the ultimate outcome, we have generally denied, or believe we have a 
meritorious defense and will deny, liability in all litigation pending against us, including (except as otherwise noted herein) the 
matters described below, and we intend to defend vigorously each case. We have accrued for legal claims when, and to the 
extent that, amounts associated with the claims become probable and can be reasonably estimated. The actual costs of resolving 
legal claims may be substantially higher or lower than the amounts accrued for those claims. 

For those matters as to which we are not able to estimate a possible loss or range of loss, we are not able to determine 
whether the loss will have a material adverse effect on our business, financial condition or results of operations or liquidity. For 
matters in this category, we have indicated in the descriptions that follow the reasons that we are unable to estimate the possible 
loss or range of loss. 

Judicial Proceedings 

We are a defendant in a number of lawsuits filed in state and federal courts containing various class action allegations 
under state wage-and-hour laws. At this time, we do not believe that any loss associated with these matters would have a 
material adverse effect on our financial condition, results of operations or liquidity. 

UPS and our subsidiary Mail Boxes Etc., Inc. are defendants in a lawsuit in California Superior Court about the 
rebranding of The UPS Store franchises.  In the Morgate case, the plaintiffs are (1) 125 individual franchisees who did not 
rebrand to The UPS Store and (2) a certified class of all franchisees who did rebrand. With respect to the 125 individual 
franchisees described in (1) above, the trial court entered judgment against a bellwether individual plaintiff, which was affirmed 
in January 2012.  In March 2013, we reached a settlement in principle with the remaining individual plaintiffs who did not 
rebrand.  We believe this settlement will not have a material adverse effect on our financial condition, results of operations or 
liquidity.  The trial court granted our motion for summary judgment against the certified class described in (2) above, which 
was reversed in January 2012.  We have not reached a settlement with this class of franchisees, and the claims of the class 
remain pending.

There are multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from the 
remaining aspects of this case, including: (1) we are vigorously defending ourselves and believe we have a number of 
meritorious legal defenses; and (2) it remains uncertain what evidence of damages, if any, plaintiffs will be able to present. 
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from this matter or to 
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 
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In AFMS LLC v. UPS and FedEx Corporation, a lawsuit filed in federal court in the Central District of California in 
August 2010, the plaintiff asserts that UPS and FedEx violated U.S. antitrust law by conspiring to refuse to negotiate with third-
party negotiators retained by shippers and by individually imposing policies that prevent shippers from using such negotiators. 
UPS and FedEx have moved for summary judgment.  There has been no ruling on those motions.  The case does not have a trial 
date scheduled. The Antitrust Division of the U.S. Department of Justice (“DOJ”) has an ongoing civil investigation of our 
policies and practices for dealing with third-party negotiators. We are cooperating with this investigation. We deny any liability 
with respect to these matters and intend to vigorously defend ourselves. There are multiple factors that prevent us from being 
able to estimate the amount of loss, if any, that may result from these matters including: (1) we believe that we have a number 
of meritorious defenses; (2) the Court has not ruled on the pending dispositive motions; and (3) the DOJ investigation is 
pending. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these matters 
or to determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations 
or liquidity.

In Canada, four purported class-action cases were filed against us in British Columbia (2006); Ontario (2007) and Québec 
(2006 and 2013). The cases each allege inadequate disclosure concerning the existence and cost of brokerage services provided 
by us under applicable provincial consumer protection legislation and infringement of interest restriction provisions under the 
Criminal Code of Canada. The British Columbia class action was declared inappropriate for certification and dismissed by the 
trial judge. That decision was upheld by the British Columbia Court of Appeal in March 2010, which ended the case in our 
favor. The Ontario class action was certified in September 2011. Partial summary judgment was granted to us and the plaintiffs 
by the Ontario motions court. The complaint under the Criminal Code was dismissed. No appeal is being taken from that 
decision. The allegations of inadequate disclosure were granted and we are appealing that decision. The motion to authorize the 
2006 Québec litigation as a class action was dismissed by the motions judge in October 2012; there was no appeal, which ended 
that case in our favor.  The 2013 Québec litigation also has been dismissed.  We deny all liability and are vigorously defending 
the one outstanding case in Ontario. There are multiple factors that prevent us from being able to estimate the amount of loss, if 
any, that may result from this matter, including: (1) we are vigorously defending ourselves and believe that we have a number 
of meritorious legal defenses; and (2) there are unresolved questions of law and fact that could be important to the ultimate 
resolution of this matter. Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result 
from this matter or to determine whether such loss, if any, would have a material adverse effect on our financial condition, 
results of operations or liquidity.   

Other Matters 

On March 29, 2013, we entered into a Non-Prosecution Agreement (“NPA”) with the United States Attorney's Office in 
the Northern District of California in connection with an investigation by the Drug Enforcement Administration of shipments 
by illicit online pharmacies. Under the NPA, we forfeited $40 million to the government, admitted to a Statement of Facts 
describing the conduct leading to the agreement, and agreed to implement an online pharmacy compliance program. The term 
of the NPA is two years, although we can petition the government to shorten that term in its discretion to one year.  The NPA 
did not have a material impact on our financial condition, results of operations or liquidity in 2013.

In August 2010, competition authorities in Brazil opened an administrative proceeding to investigate alleged 
anticompetitive behavior in the freight forwarding industry. Approximately 45 freight forwarding companies and individuals are 
named in the proceeding, including UPS, UPS SCS Transportes (Brasil) S.A., and a former employee in Brazil. UPS will have 
an opportunity to respond to these allegations.  In November 2012, the Commerce Commission of Singapore initiated an 
investigation with respect to similar matters.  

We are cooperating with each of these investigations, and intend to continue to vigorously defend ourselves. There are 
multiple factors that prevent us from being able to estimate the amount of loss, if any, that may result from these matters 
including: (1) we are vigorously defending each matter and believe that we have a number of meritorious legal defenses; 
(2) there are unresolved questions of law that could be of importance to the ultimate resolutions of these matters, including the 
calculation of any potential fine; and (3) there is uncertainty about the time period that is the subject of the investigations. 
Accordingly, at this time, we are not able to estimate a possible loss or range of loss that may result from these matters or to 
determine whether such loss, if any, would have a material adverse effect on our financial condition, results of operations or 
liquidity. 



UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

93

In January 2008, a class action complaint was filed in the United States District Court for the Eastern District of New 
York alleging price-fixing activities relating to the provision of freight forwarding services. UPS was not named in this case. In 
July 2009, the plaintiffs filed a First Amended Complaint naming numerous global freight forwarders as defendants. UPS and 
UPS Supply Chain Solutions are among the 60 defendants named in the amended complaint.  The plaintiffs filed a Second 
Amended Complaint in October 2010, which we moved to dismiss.  In August 2012, the Court granted our motion to dismiss 
all claims relevant to UPS in the Second Amended Complaint, with leave to amend.  The plaintiffs filed a Third Amended 
Complaint in November 2012.  We filed another motion to dismiss.  On September 20, 2013, the Magistrate Judge 
recommended to the Court that UPS be dismissed from one of the claims in the Third Amended Complaint, with prejudice, but 
recommended that UPS's motion to dismiss with respect to other claims in the Third Amended Complaint be denied.  UPS and 
other defendants filed objections to the recommendations of the Magistrate Judge to the extent they recommended denial of 
UPS's motion to dismiss.  Those objections are currently pending before the Court. There are multiple factors that prevent us 
from being able to estimate the amount of loss, if any, that may result from these matters including: (1) the Court's pending 
review of the adequacy of the Third Amended Complaint; (2) the scope and size of the proposed class is ill-defined; (3) there 
are significant legal questions about the adequacy and standing of the putative class representatives; and (4) we believe that we 
have a number of meritorious legal defenses. Accordingly, at this time, we are not able to estimate a possible loss or range of 
loss that may result from these matters or to determine whether such loss, if any, would have a material adverse effect on our 
financial condition, results of operations or liquidity. 

We are a defendant in various other lawsuits that arose in the normal course of business. We do not believe that the 
eventual resolution of these other lawsuits (either individually or in the aggregate), including any reasonably possible losses in 
excess of current accruals, will have a material adverse effect on our financial condition, results of operations or liquidity.

Tax Matters 

 In June 2011, we received an IRS Revenue Agent Report ("RAR") covering excise taxes for tax years 2003 through 2007, 
in addition to the income tax matters described in note 12 to the consolidated financial statements.  The excise tax RAR 
proposed two alternate theories for asserting additional excise tax on transportation of property by air. We disagreed with these 
proposed excise tax theories and related adjustments.  We filed protests and, in the third quarter of 2011, the IRS responded to 
our protests and forwarded the case to IRS Appeals.

Beginning in the third quarter of 2012 and continuing through the first quarter of 2013, we had settlement discussions 
with the Appeals team.  In the first quarter of 2013, we reached settlement terms for a complete resolution of all excise tax 
matters and correlative income tax refund claims for the 2003 through 2007 tax years.  The final resolution of these matters did 
not materially impact our financial condition, results of operations or liquidity.

NOTE 9. SHAREOWNERS’ EQUITY

Capital Stock, Additional Paid-In Capital, and Retained Earnings

We maintain two classes of common stock, which are distinguished from each other by their respective voting rights. 
Class A shares of UPS are entitled to 10 votes per share, whereas class B shares are entitled to one vote per share. Class A 
shares are primarily held by UPS employees and retirees, as well as trusts and descendants of the Company’s founders, and 
these shares are fully convertible into class B shares at any time. Class B shares are publicly traded on the New York Stock 
Exchange (“NYSE”) under the symbol “UPS.” Class A and B shares both have a $0.01 par value, and as of December 31, 2013, 
there were 4.6 billion class A shares and 5.6 billion class B shares authorized to be issued. Additionally, there are 200 million 
preferred shares authorized to be issued, with a par value of $0.01 per share; as of December 31, 2013, no preferred shares had 
been issued.
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The following is a rollforward of our common stock, additional paid-in capital, and retained earnings accounts (in 
millions, except per share amounts):

  2013 2012 2011
  Shares Dollars Shares Dollars Shares Dollars

Class A Common Stock
Balance at beginning of year 225 $ 3 240 $ 3 258 $ 3
Common stock purchases (8) (1) (9) — (7) —
Stock award plans 9 — 8 — 7 —
Common stock issuances 4 — 3 — 3 —
Conversions of class A to class B common stock (18) — (17) — (21) —
Class A shares issued at end of year 212 $ 2 225 $ 3 240 $ 3

Class B Common Stock
Balance at beginning of year 729 $ 7 725 $ 7 735 $ 7
Common stock purchases (35) — (13) — (31) —
Conversions of class A to class B common stock 18 — 17 — 21 —
Class B shares issued at end of year 712 $ 7 729 $ 7 725 $ 7

Additional Paid-In Capital
Balance at beginning of year $ — $ — $ —
Stock award plans 554 444 388
Common stock purchases (768) (943) (475)
Common stock issuances 307 293 287
Option Premiums Received (Paid) (93) 206 (200)
Balance at end of year $ — $ — $ —

Retained Earnings
Balance at beginning of year $ 7,997 $ 10,128 $ 10,604
Net income attributable to controlling interests 4,372 807 3,804
Dividends ($2.48, $2.28 and $2.08 per share) (2,367) (2,243) (2,086)
Common stock purchases (3,077) (695) (2,194)
Balance at end of year $ 6,925 $ 7,997 $ 10,128

For the years ended December 31, 2013, 2012 and 2011, we repurchased a total of 43.2, 21.8 and 38.7 million shares of 
class A and class B common stock for $3.846 billion, $1.638 billion and $2.669 billion, respectively. On February 14, 2013, the 
Board of Directors approved a new share repurchase authorization of $10.0 billion, which replaced the 2012 authorization.   
This new share repurchase authorization has no expiration date.  As of  December 31, 2013, we had $6.814 billion of this share 
repurchase authorization remaining.    

 From time to time, we enter into share repurchase programs with large financial institutions to assist in our buyback of 
company stock. These programs allow us to repurchase our shares at a price below the weighted average UPS share price for a 
given period. During the fourth quarter of 2013, we entered into an accelerated share repurchase program, which allowed us to 
repurchase $600 million of shares (5.9 million shares). The program was completed in December 2013.

In order to lower the average cost of acquiring shares in our ongoing share repurchase program, we periodically enter into 
structured repurchase agreements involving the use of capped call options for the purchase of UPS class B shares. We pay a 
fixed sum of cash upon execution of each agreement in exchange for the right to receive either a pre-determined amount of cash 
or stock. Upon expiration of each agreement, if the closing market price of our common stock is above the pre-determined 
price, we will have our initial investment returned with a premium in either cash or shares (at our election). If the closing 
market price of our common stock is at or below the pre-determined price, we will receive the number of shares specified in the 
agreement.  As of December 31, 2013, we paid net premiums of $100 million on options for the purchase of 1.1 million shares 
with a strike price of $88.54 per share that will settle in the first quarter of 2014.  During 2013, we settled options that resulted 
in $7 million in premiums (in excess of our initial investment).  During 2012, we did not pay premiums on options for the 
purchase of shares; however, we received $206 million in premiums for options that were entered into during 2011 that expired 
during 2012.   
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Accumulated Other Comprehensive Income (Loss)

We incur activity in AOCI for unrealized holding gains and losses on available-for-sale securities, foreign currency 
translation adjustments, unrealized gains and losses from derivatives that qualify as hedges of cash flows and unrecognized 
pension and postretirement benefit costs. The activity in AOCI is as follows (in millions):

2013 2012 2011

Foreign currency translation gain (loss):
Balance at beginning of year $ 134 $ (160) $ (68)
Reclassification to earnings (no tax impact in either period) (161) — —
Translation adjustment (net of tax effect of $(5), $(9) and $11) (99) 294 (92)
Balance at end of year (126) 134 (160)

Unrealized gain (loss) on marketable securities, net of tax:
Balance at beginning of year 6 6 12
Current period changes in fair value (net of tax effect of $(3), $4 and $11) (4) 6 18
Reclassification to earnings (net of tax effect of $(2), $(3) and $(14)) (3) (6) (24)
Balance at end of year (1) 6 6

Unrealized gain (loss) on cash flow hedges, net of tax:
Balance at beginning of year (286) (204) (239)
Current period changes in fair value (net of tax effect of $1, $(25) and $(16)) 1 (43) (26)
Reclassification to earnings (net of tax effect of $39, $(24) and $37) 66 (39) 61
Balance at end of year (219) (286) (204)

Unrecognized pension and postretirement benefit costs, net of tax:
Balance at beginning of year (3,208) (2,745) (2,340)
Reclassification to earnings (net of tax effect of $67, $1,876 and $378) 111 3,135 628
Net actuarial gain (loss) and prior service cost resulting from remeasurements of
plan assets and liabilities (net of tax effect of $1,786, $(2,151) and $(622)) 2,983 (3,598) (1,033)
Balance at end of year (114) (3,208) (2,745)

Accumulated other comprehensive income (loss) at end of year $ (460) $ (3,354) $ (3,103)
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Detail of the gains (losses) reclassified from AOCI to the statements of consolidated income for the years ended  
December 31, 2013,  2012  and 2011 is as follows (in millions):

2013 Amount
Reclassified
from AOCI

2012 Amount
Reclassified
from AOCI

2011 Amount
Reclassified
from AOCI

Affected Line Item in the
Income Statement

Foreign currency translation gain (loss):
Liquidation of foreign subsidiary $ 161 $ — $ — Other expenses
Income tax (expense) benefit — — — Income tax expense
Impact on net income 161 — — Net income

Unrealized gain (loss) on marketable securities:
Realized gain (loss) on sale of securities 5 9 38 Investment income
Income tax (expense) benefit (2) (3) (14) Income tax expense
Impact on net income 3 6 24 Net income

Unrealized gain (loss) on cash flow hedges:
Interest rate contracts (22) (22) (19) Interest expense
Foreign exchange contracts 18 24 13 Interest expense
Foreign exchange contracts (53) 61 (101) Revenue
Commodity contracts (48) — 9 Fuel expense
Income tax (expense) benefit 39 (24) 37 Income tax expense
Impact on net income (66) 39 (61) Net income

Unrecognized pension and postretirement benefit costs:

Prior service costs (178) (5,011) (1,006)
Compensation and

benefits
Income tax (expense) benefit 67 1,876 378 Income tax expense
Impact on net income (111) (3,135) (628) Net income

Total amount reclassified for the period $ (13) $ (3,090) $ (665) Net income
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Deferred Compensation Obligations and Treasury Stock

We maintain a deferred compensation plan whereby certain employees were previously able to elect to defer the gains on 
stock option exercises by deferring the shares received upon exercise into a rabbi trust. The shares held in this trust are 
classified as treasury stock, and the liability to participating employees is classified as “deferred compensation obligations” in 
the shareowners’ equity section of the consolidated balance sheets. The number of shares needed to settle the liability for 
deferred compensation obligations is included in the denominator in both the basic and diluted earnings per share calculations. 
Employees are generally no longer able to defer the gains from stock options exercised subsequent to December 31, 2004. 
Activity in the deferred compensation program for the years ended December 31, 2013, 2012 and 2011 is as follows (in 
millions):

  2013 2012 2011
  Shares Dollars Shares Dollars Shares Dollars

Deferred Compensation Obligations
Balance at beginning of year $ 78 $ 88 $ 103
Reinvested dividends 4 3 4
Options exercise deferrals — — —
Benefit payments (13) (13) (19)
Balance at end of year $ 69 $ 78 $ 88

Treasury Stock
Balance at beginning of year (1) $ (78) (2) $ (88) (2) $ (103)
Reinvested dividends — (4) — (3) — (4)
Options exercise deferrals — — — — — —
Benefit payments — 13 1 13 — 19
Balance at end of year (1) $ (69) (1) $ (78) (2) $ (88)

Noncontrolling Interests

We have noncontrolling interests in certain consolidated subsidiaries in our International Package and Supply Chain & 
Freight segments, primarily in international locations. The activity related to our noncontrolling interests is presented below (in 
millions):

2013 2012 2011

Noncontrolling Interests
Balance at beginning of period $ 80 $ 73 $ 68
Purchase of noncontrolling interests (66) 7 5
Dividends attributable to noncontrolling interests — — —
Net income attributable to noncontrolling interests — — —
Balance at end of period $ 14 $ 80 $ 73

In January 2013, we repurchased the noncontrolling interest in our joint venture that operates in the Middle East, Turkey, 
and portions of the Central Asia region for $70 million.  After this transaction, we own 100% of this entity.
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NOTE 10. STOCK-BASED COMPENSATION

The UPS Incentive Compensation Plan permits the grant of nonqualified and incentive stock options, stock appreciation 
rights, restricted stock and stock units, and restricted performance shares and units, to eligible employees. The number of shares 
reserved for issuance under the Incentive Compensation Plan is 27 million. Each share issued pursuant to an option and each 
share issued subject to the exercised portion of a stock appreciation right will reduce the share reserve by one share. Each share 
issued pursuant to restricted stock and stock units, and restricted performance shares and units, will reduce the share reserve by 
one share. As of December 31, 2013, stock options, restricted performance units and restricted stock units had been granted 
under the Incentive Compensation Plan. We had 22 million shares available to be issued under the Incentive Compensation Plan 
as of December 31, 2013.

There are three primary awards granted to eligible employees under the UPS Incentive Compensation program, including 
the Management Incentive Award, Long-Term Incentive Performance Award and Non-Qualified Stock Option Award.  These 
awards are discussed in the following paragraphs.  The total expense recognized in our income statement under all stock 
compensation award programs was $513, $547 and $524 million during 2013, 2012 and 2011, respectively.  The associated 
income tax benefit recognized in our income statement was $190, $201 and $192 million during 2013, 2012 and 2011, 
respectively.  The cash income tax benefit received from the exercise of stock options and the lapsing of restricted units was 
$286, $265 and $235 million during 2013, 2012 and 2011, respectively. 

Management Incentive Award

Non-executive management earning the right to receive Management Incentive Awards are determined annually by the 
Salary Committee, which is comprised of executive officers of the Company. Awards granted to executive officers are 
determined annually by the Compensation Committee of the UPS Board of Directors. Our Management Incentive Awards 
program provides, with certain exceptions, that one-half to two-thirds of the annual Management Incentive Award will be made 
in Restricted Units (depending upon the level of management involved), which generally vest over a five-year period. The other 
one-third to one-half of the award is in the form of cash or unrestricted shares of class A common stock, and is fully vested at 
the time of grant.

Upon vesting, Restricted Units result in the issuance of the equivalent number of UPS class A common shares after 
required tax withholdings. Except in the case of death, disability, or retirement, Restricted Units granted for our Management 
Incentive Awards and previous Long-Term Incentive Program generally vest over a five year period with approximately 20% of 
the award vesting at each anniversary date of the grant. The entire grant is expensed on a straight-line basis over the requisite 
service period. All Restricted Units granted are subject to earlier cancellation or vesting under certain conditions. Dividends 
earned on Restricted Units are reinvested in additional Restricted Units at each dividend payable date.

Long-Term Incentive Performance Award

We also award Restricted Units in conjunction with our Long-Term Incentive Performance Awards program to certain 
eligible employees. The Restricted Units ultimately granted under the Long-Term Incentive Performance Awards program will 
be based upon the achievement of certain performance measures, including growth in consolidated revenue and operating return 
on invested capital, each year during the performance award cycle, and other measures, including growth in consolidated 
earnings per share, over the entire three year performance award cycle. The Restricted Units granted under this program vest at 
the end of the three year performance award cycle.

As of December 31, 2013, we had the following Restricted Units outstanding, including reinvested dividends, that were 
granted under our Management Incentive Award and Long-Term Incentive Performance Award:

Shares
(in thousands)

Weighted
Average

Grant Date
Fair Value

Weighted Average Remaining
Contractual Term

(in years)
Aggregate Intrinsic
Value (in millions)

Nonvested at January 1, 2013 14,644 $ 68.71
Vested (7,577) 64.73
Granted 5,461 80.18
Reinvested Dividends 437 N/A
Forfeited / Expired (217) 72.12
Nonvested at December 31, 2013 12,748 $ 74.60 1.47 $ 1,340
Restricted Units Expected to Vest 12,330 $ 74.57 1.45 $ 1,296
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The fair value of each Restricted Unit is the NYSE closing price of class B common stock on the date of grant. The 
weighted-average grant date fair value of Restricted Units granted during 2013, 2012 and 2011 was $80.18, and $77.21 and 
$69.53, respectively. The total fair value of Restricted Units vested was $510, $627 and $557 million in 2013, 2012 and 2011, 
respectively. As of December 31, 2013, there was $506 million of total unrecognized compensation cost related to nonvested 
Restricted Units. That cost is expected to be recognized over a weighted average period of three years.

Nonqualified Stock Options

We maintain fixed stock option plans, under which options are granted to purchase shares of UPS class A common stock. 
Stock options granted in connection with the Incentive Compensation Plan must have an exercise price at least equal to the 
NYSE closing price of UPS class B common stock on the date the option is granted.

Executive officers and certain senior managers annually receive non-qualified stock options of which the value is 
determined as a percentage of salary. Options granted generally vest over a five year period with approximately 20% of the 
award vesting at each anniversary date of the grant. All options granted are subject to earlier cancellation or vesting under 
certain conditions. Option holders may exercise their options via the tender of cash or class A common stock, and new class A 
shares are issued upon exercise. Options granted to eligible employees will be granted annually during the first quarter of each 
year.

The following is an analysis of options to purchase shares of class A common stock issued and outstanding:
 

Shares
(in thousands)

Weighted
Average
Exercise

Price

Weighted Average Remaining
Contractual Term

(in years)
Aggregate Intrinsic
Value (in millions)

Outstanding at January 1, 2013 10,595 $ 72.04
Exercised (5,524) 70.85
Granted 178 82.93
Forfeited / Expired (37) 63.34
Outstanding at December 31, 2013 5,212 $ 73.73 3.00 $ 163
Options Vested and Expected to Vest 5,212 $ 73.73 3.00 $ 163
Exercisable at December 31, 2013 4,759 $ 73.52 2.53 $ 150

The fair value of each option grant is estimated using the Black-Scholes option pricing model. The weighted average 
assumptions used, by year, and the calculated weighted average fair values of options, are as follows:

2013 2012 2011

Expected dividend yield 2.75% 2.77% 2.77%
Risk-free interest rate 1.38% 1.63% 2.90%
Expected life in years 7.5 7.5 7.5
Expected volatility 24.85% 25.06% 24.26%
Weighted average fair value of options granted $ 15.50 $ 14.88 $ 15.92

Expected volatilities are based on the historical returns on our stock and the implied volatility of our publicly-traded 
options. The expected dividend yield is based on the recent historical dividend yields for our stock, taking into account changes 
in dividend policy. The risk-free interest rate is based on the term structure of interest rates at the time of the option grant. The 
expected life represents an estimate of the period of time options are expected to remain outstanding, and we have relied upon a 
combination of the observed exercise behavior of our prior grants with similar characteristics, the vesting schedule of the 
grants, and an index of peer companies with similar grant characteristics in estimating this variable.

We received cash of $292, $122 and $92 million during 2013, 2012 and 2011, respectively, from option holders resulting 
from the exercise of stock options.  The total intrinsic value of options exercised during 2013, 2012 and 2011 was $92, $39 and 
$31 million, respectively. As of December 31, 2013, there was $2 million of total unrecognized compensation cost related to 
nonvested options. That cost is expected to be recognized over a weighted average period of 3 years and 4 months.
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The following table summarizes information about stock options outstanding and exercisable at December 31, 2013:

  Options Outstanding Options Exercisable

Exercise Price Range
Shares

(in thousands)
Average Life

(in years)

Average
Exercise

Price
Shares

(in thousands)

Average
Exercise

Price

$50.01 - $60.00 185 5.35 $ 55.83 150 $ 55.83
$60.01 - $70.00 144 6.35 67.18 97 67.18
$70.01 - $80.00 3,380 2.68 71.70 3,170 71.43
$80.01 - $90.00 1,503 3.10 81.13 1,342 80.91

5,212 3.00 $ 73.73 4,759 $ 73.52

Discounted Employee Stock Purchase Plan

We maintain an employee stock purchase plan for all eligible employees. Under this plan, shares of UPS class A common 
stock may be purchased at quarterly intervals at 95% of the NYSE closing price of UPS class B common stock on the last day 
of each quarterly period.  Employees purchased 1.1, 1.2 and 1.3 million shares at average prices of $79.74, $72.17 and $66.86 
per share during 2013, 2012 and 2011, respectively. This plan is not considered to be compensatory, and therefore no 
compensation cost is measured for the employees’ purchase rights. 

NOTE 11. SEGMENT AND GEOGRAPHIC INFORMATION

We report our operations in three segments: U.S. Domestic Package operations, International Package operations and 
Supply Chain & Freight operations. Package operations represent our most significant business and are broken down into 
regional operations around the world. Regional operations managers are responsible for both domestic and export operations 
within their geographic area.

U.S. Domestic Package

Domestic Package operations include the time-definite delivery of letters, documents and packages throughout the United 
States.

International Package

International Package operations include delivery to more than 220 countries and territories worldwide, including 
shipments wholly outside the United States, as well as shipments with either origin or destination outside the United States. Our 
International Package reporting segment includes the operations of our Europe, Asia and Americas operating segments.

Supply Chain & Freight

Supply Chain & Freight includes our forwarding and logistics operations, UPS Freight and other aggregated business 
units. Our forwarding and logistics business provides services in more than 195 countries and territories worldwide, and 
includes supply chain design and management, freight distribution, customs brokerage, mail and consulting services. UPS 
Freight offers a variety of LTL and TL services to customers in North America. Other aggregated business units within this 
segment include Mail Boxes Etc. (the franchisor of Mail Boxes Etc. and The UPS Store) and UPS Capital.

In evaluating financial performance, we focus on operating profit as a segment’s measure of profit or loss. Operating 
profit is before investment income, interest expense and income taxes. The accounting policies of the reportable segments are 
the same as those described in the summary of accounting policies (see note 1), with certain expenses allocated between the 
segments using activity-based costing methods. Unallocated assets are comprised primarily of cash, marketable securities, and 
certain investment partnerships.
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Segment information as of, and for the years ended, December 31 is as follows (in millions):

2013 2012 2011

Revenue:
U.S. Domestic Package $ 34,074 $ 32,856 $ 31,717
International Package 12,429 12,124 12,249
Supply Chain & Freight 8,935 9,147 9,139

Consolidated $ 55,438 $ 54,127 $ 53,105
Operating Profit:

U.S. Domestic Package $ 4,603 $ 459 $ 3,764
International Package 1,757 869 1,709
Supply Chain & Freight 674 15 607

Consolidated $ 7,034 $ 1,343 $ 6,080
Assets:

U.S. Domestic Package $ 19,648 $ 19,934 $ 19,300
International Package 8,463 11,248 6,729
Supply Chain & Freight 6,624 6,610 6,588
Unallocated 1,477 1,071 2,084

Consolidated $ 36,212 $ 38,863 $ 34,701
Depreciation and Amortization Expense:

U.S. Domestic Package $ 1,229 $ 1,220 $ 1,154
International Package 473 475 474
Supply Chain & Freight 165 163 154

Consolidated $ 1,867 $ 1,858 $ 1,782

Revenue by product type for the years ended December 31 is as follows (in millions):

2013 2012 2011

U.S. Domestic Package:
Next Day Air $ 6,443 $ 6,412 $ 6,229
Deferred 3,437 3,392 3,299
Ground 24,194 23,052 22,189

Total U.S. Domestic Package 34,074 32,856 31,717
International Package:

Domestic 2,667 2,531 2,628
Export 9,166 9,033 9,056
Cargo 596 560 565

Total International Package 12,429 12,124 12,249
Supply Chain & Freight:

Forwarding and Logistics 5,492 5,977 6,103
Freight 2,882 2,640 2,563
Other 561 530 473

Total Supply Chain & Freight 8,935 9,147 9,139
Consolidated $ 55,438 $ 54,127 $ 53,105
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Geographic information as of, and for the years ended, December 31 is as follows (in millions):

2013 2012 2011

United States:
Revenue $ 41,772 $ 40,428 $ 39,347
Long-lived assets $ 15,651 $ 16,262 $ 16,085

International:
Revenue $ 13,666 $ 13,699 $ 13,758
Long-lived assets $ 6,297 $ 5,312 $ 5,220

Consolidated:
Revenue $ 55,438 $ 54,127 $ 53,105
Long-lived assets $ 21,948 $ 21,574 $ 21,305

Long-lived assets include property, plant and equipment, pension and postretirement benefit assets, long-term 
investments, goodwill, and intangible assets.

No countries outside of the United States, nor any individual customers, provided 10% or more of consolidated revenue 
for the years ended December 31, 2013, 2012 or 2011.

NOTE 12. INCOME TAXES

The income tax expense (benefit) for the years ended December 31 consists of the following (in millions):

2013 2012 2011

Current:
U.S. Federal $ 2,181 $ 1,901 $ 1,371
U.S. State and Local 205 182 121
Non-U.S. 162 167 166

Total Current 2,548 2,250 1,658
Deferred:

U.S. Federal (242) (1,871) 262
U.S. State and Local (22) (201) 44
Non-U.S. 18 (11) 8

Total Deferred (246) (2,083) 314
Total $ 2,302 $ 167 $ 1,972

Income before income taxes includes the following components (in millions):

2013 2012 2011

United States $ 6,040 $ 384 $ 5,309
Non-U.S. 634 590 467

$ 6,674 $ 974 $ 5,776

A reconciliation of the statutory federal income tax rate to the effective income tax rate for the years ended December 31 
consists of the following:

2013 2012 2011

Statutory U.S. federal income tax rate 35.0% 35.0% 35.0%
U.S. state and local income taxes (net of federal benefit) 2.1 — 2.0
Non-U.S. tax rate differential (1.3) (6.1) (0.4)
Nondeductible/nontaxable items (0.2) (0.4) (0.1)
U.S. federal tax credits (1.2) (7.4) (1.7)
Other 0.1 (4.0) (0.7)
Effective income tax rate 34.5% 17.1% 34.1%
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Our effective tax rate increased to 34.5% in 2013, compared with 17.1% in 2012, primarily due to an increase in total 
pre-tax income and the decrease in U.S. Federal and state tax credits relative to total pre-tax income.  The impact of these 
factors was partially offset by a portion of the gain from liquidating a foreign subsidiary in early 2013 not being taxable (see 
note 15). 

Beginning in 2012, we were granted a tax incentive for certain of our non-U.S. operations, which is effective through 
December 31, 2017 and may be extended through December 31, 2022 if additional requirements are satisfied.  The tax 
incentive is conditional upon our meeting specific employment and investment thresholds.  The impact of this tax incentive 
decreased non-U.S. tax expense by $20 million ($0.02 per share) and $22 million ($0.02 per share) for 2013 and 2012, 
respectively.

Deferred tax liabilities and assets are comprised of the following at December 31 (in millions):

2013 2012

Property, plant and equipment $ (3,613) $ (3,624)
Goodwill and intangible assets (1,116) (1,035)
Other (651) (617)
Deferred tax liabilities (5,380) (5,276)
Pension and postretirement benefits 3,086 4,608
Loss and credit carryforwards (non-U.S. and state) 279 258
Insurance reserves 765 737
Vacation pay accrual 224 209
Stock compensation 70 159
Other 709 708
Deferred tax assets 5,133 6,679
Deferred tax assets valuation allowance (251) (220)
Deferred tax asset (net of valuation allowance) 4,882 6,459
Net deferred tax asset (liability) $ (498) $ 1,183

Amounts recognized in the consolidated balance sheets:
Current deferred tax assets $ 684 $ 583
Current deferred tax liabilities (included in other current liabilities) (48) (36)
Non-current deferred tax assets 110 684
Non-current deferred tax liabilities (1,244) (48)
Net deferred tax asset (liability) $ (498) $ 1,183

The valuation allowance increased by $31, $15 and $2 million during the years ended December 31, 2013, 2012 and 
2011, respectively.

We have U.S. state and local operating loss and credit carryforwards as follows (in millions):

2013 2012

U.S. state and local operating loss carryforwards $ 546 $ 608
U.S. state and local credit carryforwards $ 42 $ 61

The operating loss carryforwards expire at varying dates through 2033. The state credits can be carried forward for 
periods ranging from three years to indefinitely.
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We also have non-U.S. loss carryforwards of approximately $956 million as of December 31, 2013, the majority of which 
may be carried forward indefinitely. As indicated in the table above, we have established a valuation allowance for certain non-
U.S. and state carryforwards, due to the uncertainty resulting from a lack of previous taxable income within the applicable tax 
jurisdictions.

Undistributed earnings of foreign subsidiaries amounted to approximately $4.130 billion at December 31, 2013. Those 
earnings are considered to be indefinitely reinvested and, accordingly, no deferred income taxes have been provided thereon. 
Upon distribution of those earnings in the form of dividends or otherwise, we would be subject to income taxes and 
withholding taxes payable in various jurisdictions, which could potentially be offset by foreign tax credits. Determination of the 
amount of unrecognized deferred income tax liability is not practicable because of the complexities associated with its 
hypothetical calculation.

The following table summarizes the activity related to our unrecognized tax benefits (in millions):

Tax Interest Penalties

Balance at January 1, 2011 $ 284 $ 95 $ 7
Additions for tax positions of the current year 13 — —
Additions for tax positions of prior years 17 6 —
Reductions for tax positions of prior years for:

Changes based on facts and circumstances (50) (9) (2)
Settlements during the period (11) (19) (1)
Lapses of applicable statute of limitations (1) — (1)

Balance at December 31, 2011 252 73 3
Additions for tax positions of the current year 13 — —
Additions for tax positions of prior years 7 9 1
Reductions for tax positions of prior years for:

Changes based on facts and circumstances (22) (18) —
Settlements during the period (3) (7) —
Lapses of applicable statute of limitations (15) (4) —

Balance at December 31, 2012 232 53 4
Additions for tax positions of the current year 15 — —
Additions for tax positions of prior years 20 9 2
Reductions for tax positions of prior years for:

Changes based on facts and circumstances (67) (23) (1)
Settlements during the period (8) 1 —
Lapses of applicable statute of limitations (1) — (1)

Balance at December 31, 2013 $ 191 $ 40 $ 4

The total amount of gross unrecognized tax benefits as of December 31, 2013, 2012 and 2011 that, if recognized, would 
affect the effective tax rate was $185, $224 and $247 million, respectively. We also had gross recognized tax benefits of $281, 
$280 and $291 million recorded as of December 31, 2013, 2012 and 2011, respectively, associated with outstanding refund 
claims for prior tax years. Therefore, we had a net receivable recorded with respect to prior years’ income tax matters in the 
accompanying consolidated balance sheets. Additionally, we have recognized a receivable for interest of $25, $23 and $27 
million for the recognized tax benefits associated with outstanding refund claims as of December 31, 2013, 2012 and 2011, 
respectively. Our continuing practice is to recognize interest and penalties associated with income tax matters as a component 
of income tax expense.

We file income tax returns in the U.S. federal jurisdiction, most U.S. state and local jurisdictions, and many non-U.S. 
jurisdictions. We have substantially resolved all U.S. federal income tax matters for tax years prior to 2005. 
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In June 2011, we received an IRS Revenue Agent Report (RAR) covering income taxes for tax years 2005 through 2007, 
in addition to the excise tax matters described in note 8.  The income tax RAR proposed adjustments related to the value of 
acquired software and intangibles, research credit expenditures, and the amount of deductible costs associated with our British 
Pound Sterling Notes exchange offer completed in May 2007. Receipt of the RAR represents only the conclusion of the 
examination process. We disagree with some of the proposed adjustments related to these matters. Therefore, we filed protests 
and, in the third quarter of 2011, the IRS responded to our protests and forwarded the case to IRS Appeals.

In July 2013, we began resolution discussions with IRS Appeals on the income tax matters. We expect the resolution 
discussions to be concluded within the next twelve months. It should be noted, however, that the ultimate resolution of these 
matters will result in a refund to UPS, even according to the adjustments proposed by the IRS.

At this time, we do not believe the ultimate resolution of these income tax matters will have a material effect on our 
financial condition, results of operations, or liquidity. 

A number of years may elapse before an uncertain tax position is audited and ultimately settled. It is difficult to predict 
the ultimate outcome or the timing of resolution for uncertain tax positions. It is reasonably possible that the amount of 
unrecognized tax benefits could significantly increase or decrease within the next twelve months. Items that may cause changes 
to unrecognized tax benefits include the timing of interest deductions and the allocation of income and expense between tax 
jurisdictions. These changes could result from the settlement of ongoing litigation, the completion of ongoing examinations, the 
expiration of the statute of limitations or other unforeseen circumstances. At this time, an estimate of the range of the 
reasonably possible change cannot be made. 

NOTE 13. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share (in millions, except per share 
amounts):
 

2013 2012 2011

Numerator:
Net income attributable to common shareowners $ 4,372 $ 807 $ 3,804

Denominator:
Weighted average shares 937 957 977
Deferred compensation obligations 1 1 2
Vested portion of restricted shares 2 2 2

Denominator for basic earnings per share 940 960 981
Effect of dilutive securities:

Restricted performance units 7 8 9
Stock options 1 1 1

Denominator for diluted earnings per share 948 969 991
Basic earnings per share $ 4.65 $ 0.84 $ 3.88
Diluted earnings per share $ 4.61 $ 0.83 $ 3.84

Diluted earnings per share for the years ended December 31, 2013, 2012, and 2011 exclude the effect of 0.1, 2.6 and 
7.4 million shares, respectively, of common stock that may be issued upon the exercise of employee stock options because such 
effect would be antidilutive.
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NOTE 14. DERIVATIVE INSTRUMENTS AND RISK MANAGEMENT

Risk Management Policies

We are exposed to market risk, primarily related to foreign exchange rates, commodity prices and interest rates. These 
exposures are actively monitored by management. To manage the volatility relating to certain of these exposures, we enter into a 
variety of derivative financial instruments. Our objective is to reduce, where it is deemed appropriate to do so, fluctuations in 
earnings and cash flows associated with changes in foreign currency rates, commodity prices and interest rates. It is our policy and 
practice to use derivative financial instruments only to the extent necessary to manage exposures. As we use price sensitive 
instruments to hedge a certain portion of our existing and anticipated transactions, we expect that any loss in value for those 
instruments generally would be offset by increases in the value of those hedged transactions. We do not hold or issue derivative 
financial instruments for trading or speculative purposes.

Credit Risk Management

The forward contracts, swaps and options discussed below contain an element of risk that the counterparties may be unable to 
meet the terms of the agreements. However, we minimize such risk exposures for these instruments by limiting the counterparties to 
banks and financial institutions that meet established credit guidelines, and monitoring counterparty credit risk to prevent 
concentrations of credit risk with any single counterparty.

We have agreements with all of our active counterparties (covering the majority of our derivative positions) containing early 
termination rights and/or zero threshold bilateral collateral provisions whereby cash is required based on the net fair value of 
derivatives associated with those counterparties. Events such as a counterparty credit rating downgrade (depending on the ultimate 
rating level) could also allow us to take additional protective measures such as the early termination of trades.  At December 31, 
2013, we held cash collateral of $161 million under these agreements. 

In connection with the agreements described above, we could also be required to provide additional collateral or terminate 
transactions with certain counterparties in the event of a downgrade of our debt rating. The amount of collateral required would be 
determined by the net fair value of the associated derivatives with each counterparty. At December 31, 2013, we were required to 
post $35 million in collateral with our counterparties. At December 31, 2013, there were no instruments in a net liability position 
that were not covered by the zero threshold bilateral collateral provisions. 

We have not historically incurred, and do not expect to incur in the future, any losses as a result of counterparty default.

Accounting Policy for Derivative Instruments

We recognize all derivative instruments as assets or liabilities in the consolidated balance sheets at fair value. The accounting 
for changes in the fair value of a derivative instrument depends on whether it has been designated and qualifies as part of a hedging 
relationship and, further, on the type of hedging relationship. For those derivative instruments that are designated and qualify as 
hedging instruments, a company must designate the derivative, based upon the exposure being hedged, as a cash flow hedge, a fair 
value hedge or a hedge of a net investment in a foreign operation.

A cash flow hedge refers to hedging the exposure to variability in expected future cash flows that is attributable to a particular 
risk. For derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the gain or loss on the 
derivative instrument is reported as a component of AOCI, and reclassified into earnings in the same period during which the 
hedged transaction affects earnings. The remaining gain or loss on the derivative instrument in excess of the cumulative change in 
the present value of future cash flows of the hedged item, or hedge components excluded from the assessment of effectiveness, are 
recognized in the statements of consolidated income during the current period.

A fair value hedge refers to hedging the exposure to changes in the fair value of an existing asset or liability on the 
consolidated balance sheets that is attributable to a particular risk. For derivative instruments that are designated and qualify as a 
fair value hedge, the gain or loss on the derivative instrument is recognized in the statements of consolidated income during the 
current period, as well as the offsetting gain or loss on the hedged item.

A net investment hedge refers to the use of cross currency swaps, forward contracts or foreign currency denominated debt to 
hedge portions of our net investments in foreign operations. For hedges that meet the effectiveness requirements, the net gains or 
losses attributable to changes in spot exchange rates are recorded in the cumulative translation adjustment within AOCI. The 
remainder of the change in value of such instruments is recorded in earnings.
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Types of Hedges

Commodity Risk Management

Currently, the fuel surcharges that we apply to our domestic and international package and LTL services are the primary 
means of reducing the risk of adverse fuel price changes on our business. We periodically enter into option contracts on energy 
commodity products to manage the price risk associated with forecasted transactions involving refined fuels, principally jet-A, 
diesel and unleaded gasoline. The objective of the hedges is to reduce the variability of cash flows, due to changing fuel prices, 
associated with the forecasted transactions involving those products. We designate and account for these contracts as cash flow 
hedges of the underlying forecasted transactions involving these fuel products and, therefore, the resulting gains and losses from 
these hedges are recognized as a component of fuel expense or revenue when the underlying transactions occur.

Foreign Currency Risk Management

To protect against the reduction in value of forecasted foreign currency cash flows from our international package business, 
we maintain a foreign currency cash flow hedging program. Our most significant foreign currency exposures relate to the Euro, 
British Pound Sterling, Canadian Dollar, Chinese Renminbi and Hong Kong Dollar. We hedge portions of our forecasted revenue 
denominated in foreign currencies with option contracts. We have designated and account for these contracts as cash flow hedges of 
anticipated foreign currency denominated revenue and, therefore, the resulting gains and losses from these hedges are recognized as 
a component of international package revenue when the underlying sales transactions occur.

We also hedge portions of our anticipated cash settlements of intercompany transactions subject to foreign currency 
remeasurement using foreign currency forward contracts. We have designated and account for these contracts as cash flow hedges 
of forecasted foreign currency denominated transactions, and therefore the resulting gains and losses from these hedges are 
recognized as a component of other operating expense when the underlying transactions are subject to currency remeasurement.

We have foreign currency denominated debt obligations and capital lease obligations associated with our aircraft. For some of 
these debt obligations and leases, we hedge the foreign currency denominated contractual payments using cross-currency interest 
rate swaps, which effectively convert the foreign currency denominated contractual payments into U.S. Dollar denominated 
payments. We have designated and account for these swaps as cash flow hedges of the forecasted contractual payments and, 
therefore, the resulting gains and losses from these hedges are recognized in the statements of consolidated income when the 
currency remeasurement gains and losses on the underlying debt obligations and leases are incurred.

Interest Rate Risk Management

Our indebtedness under our various financing arrangements creates interest rate risk. We use a combination of derivative 
instruments, including interest rate swaps and cross-currency interest rate swaps, as part of our program to manage the fixed and 
floating interest rate mix of our total debt portfolio and related overall cost of borrowing. The notional amount, interest payment and 
maturity dates of the swaps match the terms of the associated debt being hedged. Interest rate swaps allow us to maintain a target 
range of floating rate debt within our capital structure.

We have designated and account for interest rate swaps that convert fixed rate interest payments into floating rate interest 
payments as hedges of the fair value of the associated debt instruments. Therefore, the gains and losses resulting from fair value 
adjustments to the interest rate swaps and fair value adjustments to the associated debt instruments are recorded to interest expense 
in the period in which the gains and losses occur. We have designated and account for interest rate swaps that convert floating rate 
interest payments into fixed rate interest payments as cash flow hedges of the forecasted payment obligations. The gains and losses 
resulting from fair value adjustments to the interest rate swap are recorded to AOCI.

We periodically hedge the forecasted fixed-coupon interest payments associated with anticipated debt offerings, using forward 
starting interest rate swaps, interest rate locks or similar derivatives. These agreements effectively lock a portion of our interest rate 
exposure between the time the agreement is entered into and the date when the debt offering is completed, thereby mitigating the 
impact of interest rate changes on future interest expense. These derivatives are settled commensurate with the issuance of the debt, 
and any gain or loss upon settlement is amortized as an adjustment to the effective interest yield on the debt.
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Outstanding Positions

The notional amounts of our outstanding derivative positions were as follows as of December 31, 2013 and 2012 (in 
millions):

  2013 2012

Currency Hedges:
Euro EUR 2,637 1,783
British Pound Sterling GBP 1,097 797
Canadian Dollar CAD 218 341
United Arab Emirates Dirham AED — 551
Malaysian Ringgit MYR — 500
Mexican Peso MXN 583 —

Interest Rate Hedges:
Fixed to Floating Interest Rate Swaps USD 6,799 7,274
Floating to Fixed Interest Rate Swaps USD 780 781
Interest Rate Basis Swaps USD 2,500 2,500

As of December 31, 2013, we had no outstanding commodity hedge positions. The maximum term over which we are 
hedging exposures to the variability of cash flow is 36 years.

Balance Sheet Recognition

The following table indicates the location on the balance sheet in which our derivative assets and liabilities have been 
recognized, and the related fair values of those derivatives as of December 31, 2013 and 2012 (in millions). The table is segregated 
between those derivative instruments that qualify and are designated as hedging instruments and those that are not, as well as by 
type of contract and whether the derivative is in an asset or liability position.

We have master netting arrangements with substantially all of our counterparties giving us the right of offset for our derivative 
positions. However, we have not elected to offset the fair value positions of our derivative contracts recorded on our consolidated 
balance sheets. The columns labeled "Net Amounts if Right of Offset had been Applied" indicate the potential net fair value 
positions by type of contract and location on the consolidated balance sheets had we elected to apply the right of offset.

Gross Amounts Presented in
Consolidated Balance Sheets

Net Amounts if Right of
Offset had been Applied

Asset Derivatives Balance Sheet Location 2013 2012 2013 2012

Derivatives designated as hedges:
Foreign exchange contracts Other current assets $ 10 $ 27 $ 4 $ 27
Interest rate contracts Other current assets 7 1 7 1
Foreign exchange contracts Other non-current assets 59 14 59 12
Interest rate contracts Other non-current assets 204 420 110 406
Derivatives not designated as hedges:
Foreign exchange contracts Other current assets 7 3 5 3
Interest rate contracts Other non-current assets 60 101 57 91

Total Asset Derivatives $ 347 $ 566 $ 242 $ 540
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Gross Amounts Presented in
Consolidated Balance Sheets

Net Amounts if Right of 
Offset had been Applied

Liability Derivatives Balance Sheet Location 2013 2012 2013 2012

Derivatives designated as hedges:
Foreign exchange contracts Other current liabilities $ 6 $ — $ — $ —
Foreign exchange contracts Other non-current liabilities — 103 — 101
Interest rate contracts Other non-current liabilities 104 14 10 —
Derivatives not designated as hedges:
Foreign exchange contracts Other current liabilities 7 1 5 1
Interest rate contracts Other current liabilities 1 — 1 —
Interest rate contracts Other non-current liabilities 3 41 — 31

Total Liability Derivatives $ 121 $ 159 $ 16 $ 133

Income Statement and Other Comprehensive Income Recognition

The following table indicates the amount of gains and losses that have been recognized in other comprehensive income for the 
years ended December 31, 2013 and 2012 for those derivatives designated as cash flow hedges (in millions):

Derivative Instruments in Cash Flow Hedging Relationships

Amount of Gain (Loss) Recognized in OCI on 
Derivative (Effective Portion)

2013 2012

Interest rate contracts $ 6 $ (71)
Foreign exchange contracts 44 3
Commodity contracts (48) —

Total $ 2 $ (68)

As of December 31, 2013, $83 million of pre-tax losses related to cash flow hedges that are currently deferred in AOCI are 
expected to be reclassified to income over the 12 month period ended December 31, 2014. The actual amounts that will be 
reclassified to income over the next 12 months will vary from this amount as a result of changes in market conditions.

The amount of ineffectiveness recognized in income on derivative instruments designated in cash flow hedging relationships 
was immaterial for the years ended December 31, 2013, 2012 and 2011.

The following table indicates the amount and location in the statements of consolidated income in which derivative gains and 
losses, as well as the associated gains and losses on the underlying exposure, have been recognized for those derivatives designated 
as fair value hedges for the years ended December 31, 2013 and 2012 (in millions):

Derivative Instruments
in Fair Value Hedging

Relationships

Location of 
Gain (Loss)

Recognized in
Income

Amount of Gain (Loss) 
Recognized in Income Hedged Items in

Fair Value Hedging
Relationships

Location of 
Gain (Loss)

Recognized in
Income

Amount of Gain (Loss) 
Recognized in Income

2013 2012 2013 2012

Interest rate
contracts Interest Expense $ (306) $ 20

Fixed-Rate Debt
and Capital Leases Interest Expense $ 306 $ (20)

Additionally, we maintain some foreign exchange forward and interest rate swap contracts that are not designated as hedges. 
These foreign exchange forward contracts are intended to provide an economic offset to foreign currency remeasurement risks for 
certain assets and liabilities in our consolidated balance sheets. These interest rate swap contracts are intended to provide an 
economic hedge of a portfolio of interest bearing receivables. The income statement impact of these hedges was not material for any 
period presented.

We also periodically terminate interest rate swaps and foreign currency options by entering into offsetting swap and foreign 
currency positions with different counterparties. As part of this process, we de-designate our original swap and foreign currency 
contracts. These transactions provide an economic offset that effectively eliminates the effects of changes in market valuation.
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We have entered into several interest rate basis swaps, which effectively convert cash flows based on variable LIBOR-based 
interest rates to cash flows based on the prevailing federal funds interest rate. These swaps are not designated as hedges, and all 
amounts related to fair value changes and settlements are recorded to interest expense in the statements of consolidated income. 

The following is a summary of the amounts recorded in the statements of consolidated income related to fair value changes 
and settlements of these foreign currency forward and interest rate swap contracts not designated as hedges for the years ended 
December 31, 2013 and 2012 (in millions):

Derivative Instruments Not Designated in
Hedging Relationships

Location of Gain
(Loss) Recognized

in Income

Amount of Gain (Loss)
Recognized in Income

2013 2012

Foreign exchange contracts Revenue $ — $ 2
Foreign exchange contracts Other Operating Expenses 72 19
Foreign exchange contracts Investment Income (5) (22)
Interest rate contracts Interest Expense (4) (12)
Total $ 63 $ (13)

Fair Value Measurements

Our foreign currency, interest rate and energy derivatives are largely comprised of over-the-counter derivatives, which are 
primarily valued using pricing models that rely on market observable inputs such as yield curves, currency exchange rates and 
commodity forward prices, and therefore are classified as Level 2. The fair values of our derivative assets and liabilities as of 
December 31, 2013 and 2012 by hedge type are as follows (in millions):
 

Quoted Prices in
Active Markets 

for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

2013
Assets
Foreign Exchange Contracts $ — $ 76 $ — $ 76
Interest Rate Contracts — 271 — 271

Total $ — $ 347 $ — $ 347
Liabilities
Foreign Exchange Contracts $ — $ 13 $ — $ 13
Interest Rate Contracts — 108 — 108

Total $ — $ 121 $ — $ 121

  

Quoted Prices in
Active Markets 

for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

2012
Assets
Foreign Exchange Contracts $ — $ 44 $ — $ 44
Interest Rate Contracts — 522 — 522

Total $ — $ 566 $ — $ 566
Liabilities
Foreign Exchange Contracts $ — $ 104 $ — $ 104
Interest Rate Contracts — 55 — 55

Total $ — $ 159 $ — $ 159
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NOTE 15. TERMINATION OF TNT TRANSACTION

TNT Termination Fee and Related Costs 

On January 30, 2013, the European Commission issued a formal decision prohibiting our proposed acquisition of TNT 
Express N.V. (“TNT Express”).  As a result of the prohibition by the European Commission, the condition of our offer requiring 
European Union competition clearance was not fulfilled, and our proposed acquisition of TNT Express could not be completed.  
Given this outcome, UPS and TNT Express entered a separate agreement to terminate the merger protocol, and we withdrew 
our formal offer for TNT Express.  We paid a termination fee to TNT Express of €200 million ($268 million) under this 
agreement, and also incurred transaction-related expenses of $16 million during the first quarter of 2013.  The combination of 
these items resulted in a pre-tax charge of $284 million ($177 million after-tax), which impacted our International Package 
segment.

Gain upon the Liquidation of a Foreign Subsidiary 
Subsequent to the termination of the merger protocol, we liquidated a foreign subsidiary that would have been used to 

acquire the outstanding shares of TNT Express in connection with the proposed acquisition.  Upon the liquidation of this 
subsidiary in the first quarter of 2013, we realized a pre-tax foreign currency gain of $245 million ($213 million after-tax), 
which impacted our International Package segment.

NOTE 16. SUBSEQUENT EVENTS

Collective Bargaining Agreement Status

As of December 31, 2013, we had approximately 253,000 employees employed under a national master agreement and 
various supplemental agreements with local unions affiliated with the International Brotherhood of Teamsters (“Teamsters”). In 
April 2013, we reached a tentative agreement with the Teamsters on two new national master agreements in the U.S. Domestic 
Package and UPS Freight business units, both of which are retroactive to August 1, 2013 and will remain effective through July 
31, 2018.  Before expiration of the existing national master agreements, the Company and the Teamsters agreed to extensions 
of both existing five-year national master agreements and all supplemental agreements.  The extensions are open-ended and can 
be terminated by either party on thirty days' notice.

UPS Teamster-represented employees in the U.S. Domestic Package business unit subsequently voted to approve the new 
national master agreement in June 2013, while several local U.S. Domestic Package supplemental agreements require 
additional negotiation and approval before ratification occurs.  As of February 2014, there were a total of six supplemental 
agreements that still have to be approved before ratification.  We anticipate that the remaining agreements will be voted upon in 
the coming months.

The UPS Freight business unit ratified its national master agreement in January 2014.    

We have approximately 2,600 pilots who are employed under a collective bargaining agreement with the Independent 
Pilots Association (“IPA”), which became amendable at the end of 2011.  In February 2014, UPS and the IPA requested 
mediation by the National Mediation Board for the ongoing contract negotiations.

As of the date of this filing, there can be no assurance that our efforts to obtain ratification will be successful or that the 
ultimate resolution of these matters will not adversely affect our business, financial position, results of operations or liquidity.

Business Acquisitions

In February 2014, we completed the purchase of U.K.-based Polar Speed, a provider of temperature-sensitive 
pharmaceutical supply chain solutions in the U.K. The acquisition expands our healthcare logistics network in Europe, 
providing healthcare companies access to a single source for logistics solutions across the continent.  The acquisition was not 
material to our results of operations or financial position.
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NOTE 17. QUARTERLY INFORMATION (unaudited)

Our revenue, segment operating profit, net income, basic and diluted earnings per share on a quarterly basis are presented 
below (in millions, except per share amounts):

  First Quarter Second Quarter Third Quarter Fourth Quarter
  2013 2012 2013 2012 2013 2012 2013 2012

Revenue:
U.S. Domestic Package $ 8,271 $ 8,004 $ 8,241 $ 8,058 $ 8,254 $ 7,861 $ 9,308 $ 8,933
International Package 2,978 2,966 3,062 3,014 3,017 2,943 3,372 3,201
Supply Chain & Freight 2,185 2,166 2,204 2,277 2,250 2,267 2,296 2,437

Total revenue 13,434 13,136 13,507 13,349 13,521 13,071 14,976 14,571
Operating profit (loss):

U.S. Domestic Package 1,085 995 1,132 1,134 1,186 129 1,200 (1,799)
International Package 352 408 451 454 417 449 537 (442)
Supply Chain & Freight 143 166 159 202 201 188 171 (541)

Total operating profit (loss) 1,580 1,569 1,742 1,790 1,804 766 1,908 (2,782)
Net income (loss) $ 1,037 $ 970 $ 1,071 $ 1,116 $ 1,097 $ 469 $ 1,167 $ (1,748)
Net income (loss) per share:

Basic $ 1.09 $ 1.01 $ 1.14 $ 1.16 $ 1.17 $ 0.49 $ 1.26 $ (1.83)
Diluted $ 1.08 $ 1.00 $ 1.13 $ 1.15 $ 1.16 $ 0.48 $ 1.25 $ (1.83)

Operating profit for the quarter ended March 31, 2013 was impacted by two items:  (1) The termination fee and 
transaction-related expenses for our proposed acquisition of TNT Express, and (2) The foreign currency gain realized upon the 
liquidation of a subsidiary that would have been used to acquire the shares of TNT Express.  These two items are discussed 
further in note 15.  The combination of these two items reduced the operating profit for the International Package segment by 
$39 million, increased net income by $36 million, and increased basic and diluted earnings per share by $0.04.

Operating profit for the quarter ended September 30, 2012 was impacted by a charge for the establishment of a 
withdrawal liability related to our withdrawal from the New England Teamsters and Trucking Industry Pension Fund, a 
multiemployer pension plan.  This charge reduced the operating profit for the U.S. Domestic Package segment by $896 million, 
net income by $559 million and basic and diluted earnings per share by $0.58.  

Operating profit for the quarter ended December 31, 2012 was impacted by a mark-to-market loss on our pension and 
postretirement benefit plans related to the remeasurement of plan assets and liabilities recognized outside of a 10% corridor of 
$4.831 billion (allocated as follows—U.S. Domestic Package $3.177 billion, International Package $941 million, Supply 
Chain & Freight $713 million). This loss reduced net income by $3.023 billion, and basic and diluted earnings per share by 
$3.16.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

 
Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures:

As of the end of the period covered by this report, management, including our chief executive officer and chief financial 
officer, evaluated the effectiveness of the design and operation of our disclosure controls and procedures and internal controls 
over financial reporting. Based upon, and as of the date of, the evaluation, our chief executive officer and chief financial officer 
concluded that the disclosure controls and procedures and internal controls over financial reporting were effective to ensure that 
information required to be disclosed in the reports we file and submit under the Exchange Act is recorded, processed, 
summarized and reported as and when required and is accumulated and communicated to our management, including the Chief 
Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting:

There were no changes in the Company’s internal controls over financial reporting during the quarter ended 
December 31, 2013 that have materially affected, or are reasonably likely to materially affect, the Company’s internal control 
over financial reporting.

Management’s Report on Internal Control Over Financial Reporting:

UPS management is responsible for establishing and maintaining adequate internal controls over financial reporting for 
United Parcel Service, Inc. and its subsidiaries (the “Company”). Based on the criteria for effective internal control over 
financial reporting established in Internal Control—Integrated Framework (1992) issued by the Committee of Sponsoring 
Organizations of the Treadway Commission, management has assessed the Company’s internal control over financial reporting 
as effective as of December 31, 2013. The independent registered public accounting firm of Deloitte & Touche LLP, as auditors 
of the consolidated balance sheets of United Parcel Service, Inc. and its subsidiaries as of December 31, 2013 and the related 
statements of consolidated income, consolidated comprehensive income and consolidated cash flows for the year ended 
December 31, 2013, has issued an attestation report on the Company’s internal control over financial reporting, which is 
included herein.

/s/    United Parcel Service, Inc.
February 28, 2014 
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareowners
United Parcel Service, Inc.
Atlanta, Georgia

We have audited the internal control over financial reporting of United Parcel Service, Inc. and subsidiaries (the 
“Company”) as of December 31, 2013, based on criteria established in Internal Control—Integrated Framework (1992) issued 
by the Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for 
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over 
financial reporting, included in the accompanying Management’s Report on Internal Control Over Financial Reporting. Our 
responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective 
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding 
of internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design 
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we 
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company’s 
principal executive and principal financial officers, or persons performing similar functions, and effected by the company’s 
board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of 
the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are 
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that 
could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or 
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected on a 
timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to future 
periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of 
December 31, 2013, based on the criteria established in Internal Control—Integrated Framework (1992) issued by the 
Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated financial statements as of and for the year ended December 31, 2013 of the Company and our report 
dated February 28, 2014 expressed an unqualified opinion on those financial statements.

/s/ Deloitte & Touche LLP

Atlanta, Georgia
February 28, 2014 
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Item 9B. Other Information

None.

PART III
 
Item 10. Directors, Executive Officers and Corporate Governance

Executive Officers of the Registrant
 

Name and Office Age

Principal Occupation
and Employment For
the Last Five Years

David P. Abney
Senior Vice President and Chief Operating Officer

58 Senior Vice President and Chief Operating Officer
(2007 – present), President, UPS Airlines (2007 –
2008), Senior Vice President and President, UPS
International (2003 – 2007).

James J. Barber, Jr.
Senior Vice President and President, UPS International

53 Senior Vice President and President, UPS
International (2013 – present).

David A. Barnes
Senior Vice President and Chief Information Officer

58 Senior Vice President and Chief Information Officer 
(2005 – present).

D. Scott Davis
Chairman and Chief Executive Officer

62 Chairman and Chief Executive Officer (2008 –
present), Vice Chairman (2006 – 2007), Senior Vice
President, Chief Financial Officer and Treasurer
(2001 – 2007), Director (2006 – present).

Alan Gershenhorn
Senior Vice President

55 Senior Vice President, Worldwide Sales, Marketing
and Strategy (2011 – present), Senior Vice
President, Worldwide Sales and Marketing (2008 –
2010), Senior Vice President and President, UPS
International (2007), President, UPS Supply Chain
Solutions – Asia and Europe (2006).

Myron Gray
Senior Vice President

56 Senior Vice President, U.S. Operations (2009 –
present), Vice President, Americas Region (2008 –
2009), Vice President, North Central Region (2004
– 2008).

Kurt P. Kuehn
Senior Vice President and Chief Financial Officer

59 Senior Vice President and Chief Financial Officer
(2008 – present), Treasurer (2008 – 2010), Senior
Vice President, Worldwide Sales and Marketing
(2004 – 2007).

Teri P. McClure
Senior Vice President, General Counsel and
Corporate Secretary

50 Senior Vice President of Legal, Compliance and
Public Affairs, General Counsel and Corporate
Secretary (2006 – present), Corporate Legal
Department Manager (2005 – 2006).

John J. McDevitt
Senior Vice President

55 Senior Vice President, Human Resources and Labor
Relations (2012 – Present), Senior Vice President,
Global Transportation Services and Labor Relations
(2005 – 2011).

Information about our directors is presented under the caption “Election of Directors” in our definitive Proxy Statement 
for the Annual Meeting of Shareowners to be held on May 8, 2014 and is incorporated herein by reference.

Information about our Audit Committee is presented under the caption “Election of Directors—Committees of the Board 
of Directors—Audit Committee” in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 
8, 2014 and is incorporated herein by reference.
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Information about our Code of Business Conduct is presented under the caption “Where You Can Find More Information” 
in Part I, Item 1 of this report.

Information about our compliance with Section 16 of the Exchange Act of 1934, as amended, is presented under the 
caption “Section 16(a) Beneficial Ownership Reporting Compliance” in our definitive Proxy Statement for the Annual Meeting 
of Shareowners to be held on May 8, 2014 and is incorporated herein by reference.

 
Item 11. Executive Compensation

Information about executive compensation is presented under the captions “Compensation Discussion and Analysis,” 
“Compensation of Executive Officers,” “Compensation of Directors,” “Report of the Compensation Committee” and 
“Compensation Committee Interlocks and Insider Participation” in our definitive Proxy Statement for the Annual Meeting of 
Shareowners to be held on May 8, 2014 and is incorporated herein by reference.

 
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Information about security ownership is presented under the caption “Beneficial Ownership of Common Stock” in our 
definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 8, 2014 and is incorporated herein by 
reference.

Information about our equity compensation plans is presented under the caption “Equity Compensation Plans” in our 
definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 8, 2014 and is incorporated herein by 
reference.

 
Item 13. Certain Relationships and Related Transactions, and Director Independence

Information about transactions with related persons is presented under the caption “Related Person Transactions” in our 
definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 8, 2014 and is incorporated herein by 
reference.

Information about director independence is presented under the caption “Election of Directors—Director Independence” 
in our definitive Proxy Statement for the Annual Meeting of Shareowners to be held on May 8, 2014 and is incorporated herein 
by reference.

 
Item 14. Principal Accounting Fees and Services

Information about aggregate fees billed to us by our principal accountant is presented under the caption “Principal 
Accounting Firm Fees” in our definitive Proxy Statement for the Annual Meetings of Shareowners to be held on May 8, 2014 
and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) 1. Financial Statements.

See Item 8 for the financial statements filed with this report.

2. Financial Statement Schedules.

None.

3. List of Exhibits.

See the Exhibit Index for a list of the exhibits incorporated by reference into or filed with this report.

(b) Exhibits required by Item 601 of Regulation S-K.

See the Exhibit Index for a list of the exhibits incorporated by reference into or filed with this report.

(c) Financial Statement Schedules.

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, United Parcel Service, Inc. has 
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

UNITED PARCEL SERVICE, INC.
(REGISTRANT)

By:   /S/    D. SCOTT DAVIS        
  D. Scott Davis

 
Chairman and

Chief Executive Officer

Date: February 28, 2014 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following 
persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature    Title   Date

/S/  F. DUANE ACKERMAN           Director   February 24, 2014
F. Duane Ackerman

/S/ RODNEY C. ADKINS       Director February 23, 2014
Rodney C. Adkins

/S/  MICHAEL J. BURNS            Director   February 21, 2014
Michael J. Burns

/S/  D. SCOTT DAVIS    Chairman, Chief Executive Officer and Director (Principal Executive Officer)   February 28, 2014
D. Scott Davis

/S/  STUART E. EIZENSTAT           Director   February 26, 2014
Stuart E. Eizenstat

/S/  MICHAEL L. ESKEW           Director   February 26, 2014
Michael L. Eskew

/S/  WILLIAM R. JOHNSON           Director   February 21, 2014
William R. Johnson

/S/  CANDACE KENDLE            Director   February 21, 2014
Candace Kendle

/S/  KURT P. KUEHN            Chief Financial Officer (Principal Financial and Accounting Officer)   February 28, 2014
Kurt P. Kuehn

/S/  ANN M. LIVERMORE           Director   February 21, 2014
Ann M. Livermore

/S/  RUDY MARKHAM            Director   February 25, 2014
Rudy Markham

/S/  CLARK T. RANDT, JR.           Director   February 21, 2014
Clark T. Randt, Jr.

/S/  CAROL B. TOMÉ         Director February 21, 2014
Carol B. Tomé

/S/  KEVIN M. WARSH       Director February 21, 2014
Kevin M. Warsh
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EXHIBIT INDEX
 

Exhibit
No.   Description

2.1 — Termination Agreement, dated as of January 22, 2013, between United Parcel Service, Inc. and TNT Express N.V. 
(incorporated by reference to Exhibit 2.3 to the 2012 Annual Report on Form 10-K)

3.1 — Form of Restated Certificate of Incorporation of United Parcel Service, Inc. (incorporated by reference to Exhibit 3.2 to
Form 8-K filed on May 12, 2010).

3.2 — Amended and Restated Bylaws of United Parcel Service, Inc. as of February 14, 2013 (incorporated by reference to
Exhibit 3.1 to Form 8-K, filed on February 19, 2013).

4.1 — Indenture relating to 8 3/8% Debentures due April 1, 2020 (incorporated by reference to Exhibit 4(c) to Registration 
Statement No. 33-32481, filed December 7, 1989).

4.2 — Indenture dated as of December 18, 1997 relating to 8 3/8% Debentures due 2030 (incorporated by reference to Exhibit 
T-3C to Form T-3 filed December 18, 1997).

4.3 — Indenture dated as of January 26, 1999 (incorporated by reference to Exhibit 4.1 to Pre-Effective Amendment No. 1 to
Form S-3 (No. 333-08369), filed on January 26, 1999).

4.4 — Form of Supplemental Indenture dated as of March 27, 2000 to Indenture dated January 26, 1999 (incorporated by
reference to Exhibit 4.2 to Post-Effective Amendment No. 1 to Form S-3 (No. 333-08369-01), filed on March 15, 2000).

4.5 — Form of Second Supplemental Indenture dated as of September 21, 2001 to Indenture dated January 26, 1999
(incorporated by reference to Exhibit 4 to Form 10-Q for the Quarter Ended September 30, 2001).

4.6 — Form of Indenture dated as of August 26, 2003 (incorporated by reference to Exhibit 4.1 to Form S-3 (No. 333-108272),
filed on August 27, 2003).

4.7 — Form of First Supplemental Indenture dated as of November 15, 2013 to Indenture dated as of August 26, 2003
(incorporated by reference to Exhibit 4.2 to Form S-3ASR (No. 333-192369) filed on November 15, 2013).

4.8 — Form of Note for 5.50% Senior Notes due January 15, 2018 (incorporated by reference to Exhibit 4.2 to Form 8-K filed
on January 15, 2008).

4.9 — Form of Note for 6.20% Senior Notes due January 15, 2038 (incorporated by reference to Exhibit 4.3 to Form 8-K filed
on January 15, 2008).

4.10 — Form of Note for 3.875% Senior Notes due April 1, 2014 (incorporated by reference to Exhibit 4.1 to Form 8-K filed on
March 24, 2009).

4.11 — Form of Note for 5.125% Senior Notes due April 1, 2019 (incorporated by reference to Exhibit 4.2 to Form 8-K filed on
March 24, 2009).

4.12 — Form of Note for 3.125% Senior Notes due January 15, 2021 (incorporated by reference to Exhibit 4.1 to Form 8-K
filed on November 12, 2010).

4.13 — Form of Note for 4.875% Senior Notes due November 15, 2040 (incorporated by reference to Exhibit 4.2 to Form 8-K
filed on November 12, 2010).

4.14 — Form of Note for 1.125% Senior Notes due October 1, 2017 (incorporated by reference to Exhibit 4.1 to Form 8-K filed
on September 27, 2012).

4.15 — Form of Note for 2.450% Senior Notes due October 1, 2022 (incorporated by reference to Exhibit 4.2 to Form 8-K filed
on September 27, 2012).

4.16 — Form of Note for 3.625% Senior Notes due October 1, 2042 (incorporated by reference to Exhibit 4.3 to Form 8-K filed
on September 27, 2012).

10.1 — UPS Retirement Plan, as Amended and Restated, effective January 1, 2010 (incorporated by reference to Exhibit 10.2 to
the 2009 Annual Report on Form 10-K).

(1)    Amendment No. 1 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.2(1) to the 2010 Annual
Report on Form 10-K).

(2) Amendment No. 2 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.1(2) to the 2011 Annual
Report on Form 10-K).
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(3) Amendment No. 3 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.1(3) to the 2011 Annual
Report on Form 10-K).

(4) Amendment No. 4 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.1(4) to the 2012 Annual
Report on Form 10-K).

(5) Amendment No. 5 to the UPS Retirement Plan (incorporated by reference to Exhibit 10.1(5) to the 2012 Annual 
Report on Form 10-K).

†(6) Amendment No. 6 to the UPS Retirement Plan.

†(7) Amendment No. 7 to the UPS Retirement Plan.

†(8) Amendment No. 8 to the UPS Retirement Plan.

†(9) Amendment No. 9 to the UPS Retirement Plan.

10.2 — UPS Savings Plan, as Amended and Restated (incorporated by reference to Exhibit 10.3 to 2008 Annual Report on Form
10-K).

(1) Amendment No. 1 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(1) to the 2009 Annual Report
on Form 10-K).

(2) Amendment No. 2 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(2) to the 2009 Annual Report
on Form 10-K).

(3) Amendment No. 3 to the UPS Savings Plan (incorporated by reference to Exhibit 10.3(3) to the 2010 Annual Report
on Form 10-K).

(4) Amendment No. 4 to the UPS Savings Plan (incorporated by reference to Exhibit 10.2(4) to the 2011 Annual Report
on Form 10-K).

(5) Amendment No. 5 to the UPS Savings Plan (incorporated by reference to Exhibit 10.2(5) to the 2011 Annual Report
on Form 10-K).

(6) Amendment No. 6 to the UPS Savings Plan (incorporated by reference to Exhibit 10.2(6) to the 2012 Annual Report
on Form 10-K).

†(7) Amendment No. 7 to the UPS Savings Plan.

10.3 — Credit Agreement (364-Day Facility) dated March 29, 2013 among United Parcel Service, Inc., the initial lenders named
therein, J.P. Morgan Securities LLC and Citigroup Global Markets, Inc. as joint lead arrangers and joint bookrunners,
Barclays Bank PLC and BNP Paribas Securities Corp. as co-lead arrangers, Barclays Bank PLC and BNP Paribas as co-
documentation agents, Citibank, N.A. as syndication agent, and JPMorgan Chase Bank, N.A. as administrative agent.
(incorporated by reference to Exhibit 10.1 to Form 10-Q for the Quarter Ended March 31, 2013).

10.4 — Credit Agreement (5 Year Facility) dated March 29, 2013 among United Parcel Service, Inc., the initial lenders named
therein, J.P. Morgan Securities LLC and Citigroup Global Markets, Inc. as joint lead arrangers and joint bookrunners,
Barclays Bank PLC and BNP Paribas Securities Corp. as co-lead arrangers, Barclays Bank PLC and BNP Paribas as co-
documentation agents, Citibank, N.A. as syndication agent, and JPMorgan Chase Bank, N.A. as administrative agent.
(incorporated by reference to Exhibit 10.2 to Form 10-Q for the Quarter Ended March 31, 2013).

10.5 — UPS Excess Coordinating Benefit Plan, as amended and restated (incorporated by reference to Exhibit 10.5 to the 2012
Annual Report on Form 10-K).

10.6 — United Parcel Service, Inc. 2009 Omnibus Incentive Compensation Plan (incorporated by reference to Annex II to the
Definitive Proxy Statement, filed on March 13, 2009).

(1) Form of Long-Term Incentive Performance Award Agreement (incorporated by reference to Exhibit 10.3 to the
Quarterly Report on Form 10-Q for the quarter ended March 31, 2011).

(2) Form of Non-Management Director Restricted Stock Unit Award (incorporated by reference to Exhibit 10.2 to the
Quarterly Report on Form 10-Q for the quarter ended March 31, 2010).

(3) UPS Management Incentive Program Terms and Conditions effective as of January 1, 2011 (incorporated by
reference to Exhibit 10.10(3) to the 2010 Annual Report on Form 10-K).

(4) UPS Stock Option Program Terms and Conditions effective as of January 1, 2012 (incorporated by reference to
Exhibit 10.7(4) to the 2011 Annual Report on Form 10-K).

(5) UPS Long-Term Incentive Performance Program Terms and Conditions effective as of January 1, 2012 (incorporated
by reference to Exhibit 10.7(5) to the 2011 Annual Report on Form 10-K).
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10.7 — Form of UPS Deferred Compensation Plan (incorporated by reference to Exhibit 10.11 to the 2010 Annual Report on
Form 10-K).

(1) Amendment No. 1 to the UPS Deferred Compensation Plan(incorporated by reference to Exhibit 10.7(1) to the 2012
Annual Report on Form 10-K).

10.8 — United Parcel Service, Inc. Nonqualified Employee Stock Purchase Plan (incorporated by reference to Exhibit 99.1 to
the registration statement on Form S-8 (No. 333-34054), filed on April 5, 2000).

10.9 — Discounted Employee Stock Purchase Plan, as amended and restated, effective October 1, 2002.

(1) Amendment No. 1 to the Discounted Employee Stock Purchase Plan (incorporated by reference to Exhibit 10.12(1)
to the 2005 Annual Report on Form 10-K).

(2) Amendment No. 2 to the Discounted Employee Stock Purchase Plan (incorporated by reference to Exhibit 10.13(2)
to the 2009 Annual Report on Form 10-K).

(3) Amendment No. 3 to the Discounted Employee Stock Purchase Plan  (incorporated by reference to Exhibit 10.9(3)
to the 2012 Annual Report on Form 10-K).

10.10 — 2012 Omnibus Incentive Compensation Plan (incorporated by reference to Annex A to the proxy statement filed on
March 12, 2012).

11 — Statement regarding Computation of per Share Earnings (incorporated by reference to note 13 to Part I, Item 8
“Financial Statements and Supplementary Data” of this Annual Report on Form 10-K).

†12 — Ratio of Earnings to Fixed Charges.

†21 — Subsidiaries of the Registrant.

†23 — Consent of Deloitte & Touche LLP.

†31.1 — Certificate of the Chief Executive Officer Pursuant to Rule 13a-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

†31.2 — Certificate of the Chief Financial Officer Pursuant to Rule 13a-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

†32.1 — Certification of the Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

†32.2 —  Certification of the Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

††101 —  The following financial information from the Annual Report on Form 10-K for the year ended December 31, 2013,
formatted in XBRL (Extensible Business Reporting Language): (i) the Consolidated Balance Sheets, (ii) the
Consolidated Statements of Income, (iii) the Consolidated Statements of Comprehensive Income, (iv) the Consolidated
Statements of Cash Flows, and (v) the Notes to the Consolidated Financial Statements.

__________________________

† Filed herewith.

†† Filed electronically herewith.



Reconciliation of Non-GAAP Financial Measures

(amounts in millions, except per share amounts)

2013 2012 2011 2010 2009 2013 2012 2011 2010 2009
Reported / GAAP 4,372$ 807$ 3,804$ 3,338$ 1,968$ 4.61$ 0.83$ 3.84$ 3.33$ 1.96$

Defined Benefit Plans Mark-to-Market Charge - 3,023 527 75 11 - 3.12 0.53 0.07 0.01
TNT Termination Fee and Related Expenses 177 - - - - 0.19 - - - -
Gain Upon Liquidation of Foreign Subsidiary (213) - - - - (0.23) - - - -
Restructuring Charge - - - 64 - - - - 0.06 -
Gains on Real Estate Transactions - - (20) (61) - - - (0.02) (0.06) -
Multiemployer Pension Plan Withdrawal Charge 559 - - - - 0.58 - - -
Gains / Losses on Sales of Businesses - - - 3 - - - - 0.00 -
Charge for Change in Tax Filing Status for German Subsidiary - - - 76 - - - - 0.08 -
Aircraft Impairment - - - - 116 - - - - 0.11
Remeasurment of Certain Foreign-Currency Denominated Obligations - - - - 48 - - - - 0.05

Adjusted 4,336$ 4,389$ 4,311$ 3,495$ 2,143$ 4.57$ 4.53$ 4.35$ 3.48$ 2.13$

2013 2012 2011 2010 2009 2013 2012 2011 2010 2009
Reported / GAAP 7,034$ 1,343$ 6,080$ 5,641$ 3,508$ 12.7% 2.5% 11.4% 11.4% 7.7%

Defined Benefit Plans Mark-to-Market Charge - 4,831 827 112 16 0.0% 8.9% 1.6% 0.2% 0.1%
TNT Termination Fee and Related Expenses 284 - - - - 0.5% 0.0% 0.0% 0.0% 0.0%
Gain Upon Liquidation of Foreign Subsidiary (245) - - - - -0.4% 0.0% 0.0% 0.0% 0.0%
Restructuring Charge - - - 98 - 0.0% 0.0% 0.0% 0.2% 0.0%
Gains on Real Estate Transactions - - (33) (109) - 0.0% 0.0% -0.1% -0.2% 0.0%
Multiemployer Pension Plan Withdrawal Charge - 896 - - - 0.0% 1.7% 0.0% 0.0% 0.0%
Gains / Losses on Sales of Businesses - - - (20) - 0.0% 0.0% 0.0% -0.1% 0.0%
Aircraft Impairment - - - - 181 0.0% 0.0% 0.0% 0.0% 0.4%

Adjusted 7,073$ 7,070$ 6,874$ 5,722$ 3,705$ 12.8% 13.1% 12.9% 11.5% 8.2%

2013 2012 2011 2013 2012 2011
Beginning Balance (Reported / GAAP) 38,863$ 34,701$ 33,597$ 4,733$ 7,108$ 8,047$
Ending Balance (Reported / GAAP) 36,212$ 38,863$ 34,701$ 6,488$ 4,733$ 7,108$

Defined Benefit Plans Mark-to-Market Charge - - - - 3,023 527
TNT Termination Fee and Related Expenses 177 - - 177 - -
Gain Upon Liquidation of Foreign Subsidiary (213) - - (213) - -
Gains on Real Estate Transactions - - (33) - - (20)
Multiemployer Pension Plan Withdrawal Charge - - - - 559 -
Long-term U.S. Deferred Tax Assets - (559) - - - -

Adjusted Ending Balance 36,176$ 38,304$ 34,668$ 6,452$ 8,315$ 7,615$

Average Reported Balance ((Reported Beginning + Reported Ending) / 2) 37,538$ 36,782$ 34,149$ 5,611$ 5,921$ 7,578$
Average Adjusted Balance ((Reported Beginning + Adjusted Ending) / 2) 37,520$ 36,503$ 34,133$ 5,593$ 7,712$ 7,831$
Return on Reported Balance (Reported Net Income / Average Reported Balance) 11.6% 2.2% 11.1% 77.9% 13.6% 50.2%
Return on Adjusted Balance (Adjusted Net Income / Average Adjusted Balance) 11.6% 12.0% 12.6% 77.5% 56.9% 55.1%

Return on Invested Capital 2011

Reported Adjusted Reported Adjusted Reported Adjusted
Operating Profit 7,034$ 7,073$ 1,343$ 7,070$ 6,080$ 6,874$
Less: Taxes (2,427) (2,504) (230) (2,439) (2,073) (2,365)

4,607$ 4,569$ 1,113$ 4,631$ 4,007$ 4,509$

Beginning LT Debt 11,089$ 11,089$ 11,095$ 11,095$ 10,491$ 10,491$
Ending LT Debt 10,824 10,824 11,089 11,089 11,095 11,095
Beginning Shareowners' Equity 4,733 4,733 7,108 7,108 8,047 8,047
Ending Shareowners' Equity 6,488 6,452 4,733 8,315 7,108 7,615
Average Invested Capital 16,567$ 16,549$ 17,013$ 18,804$ 18,371$ 18,624$

Return on Invested Capital 27.8% 27.6% 6.5% 24.6% 21.8% 24.2%

Note: The adjustments denoted in the tables above are further described in our annual reports on Form 10-K for the years ended December 31, 2013, 2012 and 2011, as well as in the historical financial
schedules on our investor relations website. The taxes deducted from operating profit in the return on invested capital calculation are based on the reported and adjusted effective tax rates noted
on page 43 of our 2013 annual report on Form 10-K.

Note: We supplement the reporting of our financial information determined under Generally Accepted Accounting Principles ("GAAP") with certain non-GAAP financial measures, including net income,
earnings per share, operating profit, operating margin, return on assets, return on equity, and return on invested capital adjusted for the non-comparable items listed in the tables above. We
believe these adjusted measures provide meaningful information to assist investors and analysts in understanding our financial results and assessing our prospects for future performance. We
believe these adjusted financial measures are important indicators of our recurring results of operations because they exclude items that may not be indicative of, or are unrelated to, our core
operating results, and provide a better baseline for analyzing trends in our underlying businesses.

Diluted Earnings Per ShareNet Income

Operating Profit Operating Margin

Return on Shareowners' Equity

2013 2012

Return on Assets

A1



Investor Information
Annual Meeting
Our annual meeting of shareowners will be held at 8 a.m. 
on May 8, 2014, at the Hotel DuPont, 11th and Market Street, 
Wilmington, DE. Shareowners of record as of March 10, 
2014, are entitled to vote at the meeting.

Investor Relations
You can contact our Investor Relations Department at:

 UPS
 55 Glenlake Parkway, NE
 Atlanta, GA 30328-3474 
 800-877-1503 or 404-828-6059
 www.investors.ups.com

Exchange Listing
Our Class B common stock is listed on the New York Stock 
Exchange under the symbol “UPS.”

Transfer Agent and Registrar
Computershare Shareowner Services 
Send notices of address changes or questions regarding 
account status, stock transfer, lost certifi cates, or dividend 
payments to:

 United Parcel Service, Inc.
 c/o  Computershare
 P.O. Box 30169
 College Station, TX 77842-3169 

 or:

 250 Royall Street
 Canton, MA 02021

Form 10-K 
Our Annual Report on Form 10-K for the year ended   
December 31, 2013, forms part of the UPS 2013 
Annual Report. If you would like an additional copy 
of our Form 10-K, you can access it through the 
Investor Relations website at www.investors.ups.com or at 
the Securities and Exchange Commission website, sec.gov. 
The Form 10-K also is available free of charge by calling, 
contacting via the website, or writing to the Investor 
Relations Department.

UPS Shareowner Services 
Convenient access 24 hours a day, seven days a week.

 Class A Common Shareowners
 www.computershare.com/ups
 888-663-8325
 Class B Common Shareowners
 www.computershare.com/ups
 800-758-4674

Calls from outside the United States: 201-680-6612
TDD for hearing impaired: 800-231-5469
TDD for non-U.S. shareowners: 201-680--6610

Direct Stock Purchase Plan 
Current Class B shareowners can enroll in the plan 
online by accessing their accounts through    
www.computershare.com/ups 
or by calling 800-758-4674.

Dividend Reinvestment Plan
To reinvest dividends in the purchase of additional 
UPS shares:

 Class A and B Shareowners     
 www.computershare.com/ups

Online Access to Shareowner Account Materials 
Enroll in E-Communications, a self-service program that 
provides electronic notifi cation and secure access to share-
owner communications.  To enroll, access your account 
at www.computershare.com/ups.  After accessing your 
account, select the “View Account” link to manage your 
holdings. Then from “My Details,” select E-Communications 
and follow the enrollment instructions.

UPS Websites
Investor Relations www.investors.ups.com  

UPS Corporate ups.com

Sustainability/
Corporate Responsibility responsibility.ups.com

Services and Solutions ups.com/businesssolutions
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55 Glenlake Parkway, NE
Atlanta, GA 30328-3474
www.ups.com

© 2014 United Parcel Service of America, Inc. 
UPS, the UPS brandmark, and the color brown are trademarks 
of United Parcel Service of America, Inc. All rights reserved.
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Kenneth Lam
UPS Asia Pacific
65-6883 7560

Home Press Releases Archive 2011 Q4 Advocating a Low-carbon,
Environmentally-friendly and Green Lifestyle

Advocating a Low-carbon,
Environmentally-friendly and Green
Lifestyle

Beijing, December 19, 2011

2011 UPS China "Global Volunteer Month" a great success

UPS (NYSE: UPS) made low-carbon and adopting a green lifestyle the theme of its
2011 "UPS Global Volunteer Month", during which 1,649 UPS employees and their
family members participated in 57 volunteer activities and contributed 4,457
volunteer hours to serve the communities in which they live and work.

UPS employees in China organized and participated in a wide range of volunteer activities,
which included: teaching students about international trade; holding parties for the elderly living
in welfare housing and for mentally disabled students at vocational and technical schools; taking
part in environmental research; removing litter and promoting the importance of ecological
balance.

This year, The UPS Foundation has donated US$70,000 to the Green Travel Fund (under
CANGO – the China Association for NGO Cooperation) to help Guangyuan, Sichuan Province,
with its goal of advocating low-carbon environmentalism and supporting China’s public welfare
cause by becoming the first city to exclusively use energy-saving lights. UPS also held a series
of activities in conjunction with the CANGO Green Travel Fund. Under the theme "Low-carbon
Citizen Volunteers in Action", activities such as "Test Drive and Ride of New Energy
Automobiles" and "Forecast for the Shenzhen’s Year of Green Travel", were aimed at
publicizing the ideas and lifestyle of low-carbon environmentalism and green travel.

Since it was founded in 1907, UPS has built a legacy as a caring and responsible corporate
citizen. UPS has established Community Involvement Committees in every country within their
business network to support programs that provide long-term solutions to community needs.

More Information
About The UPS Foundation

UPS (NYSE: UPS) is the world's largest package delivery company and a global leader in supply
chain and freight services. Since its founding in 1907, UPS has built a legacy as a caring and
responsible corporate citizen, supporting programs that provide long-term solutions to
community needs. UPS promotes community involvement through its ongoing volunteerism and
grant programs, environmental sustainability and corporate philanthropy. The company can be
found on the web at UPS.com. To get UPS news direct, visit pressroom.ups.com/RSS.

For additional information on UPS Global Volunteer Month, visit pressroom.ups.com/volunteers.

About UPS

UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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Blue and Brown Make Green

Washington, December 06, 2012

Public-Private Partnership Helps Customers, Environment, Bottom Line

In a video address to a global audience, U.S. Postal Service Postmaster General and
Chief Executive Officer Patrick Donahoe, and UPS Chairman and CEO Scott Davis
announced a unique partnership designed to offer better service to customers,
reduce greenhouse gas emissions and optimize operational efficiencies.

"We've named our partnership 'Blue and Brown Make Green,'" said Donahoe. "By working
together, the Postal Service and UPS are able to reduce costs, serve our customers better and
achieve sustainability goals, such as reducing our carbon footprints."

"It certainly describes what the Postal Service and UPS have been working on together," said
Davis. "The world is changing dramatically as we become a more global economy. And, it takes
big ideas and bold moves to keep up. This collaboration to reduce the carbon footprint of our
respective supply chains is the sustainability wave of the future," Davis added.

The Postal Service is the world's largest mail service, delivering nearly 40 percent of the world's
mail to more than 151 million addresses in America. UPS is the world's largest package delivery
company, and is one of the leading global providers of specialized transportation and logistics
services. In 2011, UPS delivered more than four billion packages and documents to more than
220 countries and territories.

In the USPS/UPS partnership video Donahoe and Davis discuss their efforts to improve service
to their customers, reduce costs and improve the environment. While USPS and UPS are keen
competitors, they also are each other's customers.

USPS delivers many of UPS's packages through its "last mile" network which is leveraged to
provide services including Parcel Select* and Parcel Return, the latter, a convenient service for
UPS customers to drop returnable merchandise at Post Offices for UPS retrieval and return to
retailers. Last year, UPS carried millions of pounds of USPS letter and package mail across the
country and around the world on its extensive air and ground transportation networks.

"Our working relationship with UPS supports the Postal Service's goal to deliver mail at the
lowest cost with minimal impact on the environment," added Donahoe. "It's a great template for
how posts and private enterprises can work together to better serve customers, the planet and
the bottom line. We hope our partnership can serve as a model for others to work together in
new ways, whether they are competitors, collaborators, customers or all the above."

Donahoe and Davis concurred that by seeking opportunities to be cost effective and create a
cleaner, more sustainable environment together, USPS and UPS can deliver a better and greener
future for generations to come.

The Postal Service participates in the International Post Corporation's Environmental
Measurement and Monitoring System (EMMS), the global postal industry's program to reduce
its carbon footprint 20 percent by 2020 compared to 2008. UPS is providing sustainability data to
USPS for that program. The USPS/UPS partnership videoand EMMS report also can be found at
http://sustainability.ipc.be/en/best-practice-cases/USPS.aspx.

# # #

About USPS
A self-supporting government enterprise, the U.S. Postal Service is the only delivery service
that reaches every address in the nation - 151 million residences, businesses and Post Office
Boxes. The Postal Service receives no tax dollars for operating expenses, and relies on the
sale of postage, products and services to fund its operations. With 32,000 retail locations and
the most frequently visited website in the federal government, usps.com,the Postal Service has
annual revenue of more than $65 billion and delivers nearly 40 percent of the world's mail. If it
were a private sector company, the U.S. Postal Service would rank 35th in the 2011 Fortune
500. In 2011, Oxford Strategic Consulting ranked the U.S. Postal Service number one in overall
service performance of the posts in the top 20 wealthiest nations in the world. Black Enterprise
and Hispanic Business magazines ranked the Postal Service as a leader in workforce diversity.
The Postal Service has been named the Most Trusted Government Agency for six years and the
sixth Most Trusted Business in the nation by the Ponemon Institute.

The Postal Service has won numerous environmental honors, including the U.S. Environmental
Protection Agency's (EPA) WasteWise Partner of the Year award in 2010 and 2011, the EPA's
National Partnership for Environmental Priorities award in 2011, The Climate Registry Gold award
in 2011 and the 2012 GreenGov Presidential Award. For more information about going green
with USPS, visit usps.com/green.

Follow the Postal Service on twitter.com/USPS and at facebook.com/USPS.

For broadcast quality video and audio, photo stills and other media resources, visit the USPS
Newsroom at about.usps.com/news/welcome.htm.

About International Post Corporation
International Post Corporation is a cooperative association of 24 member postal operators in
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Darlene Casey
USPS
202-268-3440

Asia Pacific, Europe and North America. Over the past two decades IPC has provided industry
leadership by driving service quality and interoperability, supporting its members to ensure the
high performance of international mail services and developing the IT infrastructure required to
achieve this. IPC engages in industry research, creates business-critical intelligence, provides a
range of platforms for member post CEOs and senior management to exchange best practices
and discuss strategy, and gives its members an authoritative, independent and collective voice.
IPC also manages the system for incentive-based payments between postal operators. With
members delivering some 80 percent of global postal mail, IPC represents the majority of the
world's mail volume. For more information please visit our website.

Parcel Select service provides commercial customers with an economical means of shipping
packages. By taking advantage of the "first mile and last mile" strengths of the Postal Service,
Parcel Select saves customers money by entering packages into the postal network closer to
their ultimate destination. Parcel Return Service provides a service to commercial customers
allowing them to easily and economically retrieve packages returned by their customers.
Parcel Select and Parcel Return Services allow USPS to partner with privately owned delivery
services to serve our respective customers' needs.

About UPS
UPS was awarded the top score of 99 on the Carbon Disclosure Leadership Index by the
Carbon Disclosure Project. UPS also earned the number two ranking in the world for
environmental leadership by Climate Counts. Corporate Responsibility magazine rated UPS
number seven out of the 40 "Best of the Best" federal contractors, number one on climate
change and number seven on the environment.

UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 

Copyright © 1994-2014 United Parcel Service of America, Inc. All rights reserved.
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Expanding UPS Green Fleet Travels 200
Million Miles

Atlanta, February 28, 2011

New Investments Being Made in LNG and Electric

UPS (NYSE: UPS) today announced its fleet of alternative fuel and technology delivery
vehicles has driven 200 million miles since 2000. The alternative fuel fleet (AFV) now
numbers more than 1,900 and another 62 vehicles have just been ordered.

The total mileage accumulated by UPS's "green fleet" is the equivalent of nearly three round trips
to Mars or circling the Earth more than 8,600 times. UPS estimates that its fleet of alternative fuel
and technology delivery vehicles will drive the next 200 million miles by 2017.

"UPS operates AFVs in the United States, Canada, France, Germany, Brazil, the UK and Hong
Kong," noted Mike Britt, UPS's director of vehicle engineering. "The 200 million mile benchmark
proves a number of AFV technologies are viable over the long term in a variety of working
environments and so we'll continue to expand the AFV fleet."

So far this year, UPS has announced the purchase of 48 new Liquefied Natural Gas (LNG)
tractors for the United States to operate in northern California, including the construction of a
publically accessible LNG fueling station. In addition, UPS has purchased 14 cutting-edge Modec
electric vehicles for its operations in London.

To date, UPS has explored eight different alternative fuel technologies, starting with
Compressed Natural Gas (CNG) and propane technologies in the late 1980s.  Hybrid-electric
vehicles (HEVs) were introduced to the fleet in 1998. UPS invested in all-electric vehicles in
2004 and then deployed the first Liquefied Natural Gas (LNG) tractors to its fleet. UPS uses
Liquefied Petroleum Gas trucks in Korea and has experimented with hydraulic-hybrid and
hydrogen fuel cell technologies.

According to Britt, the purchasing viability of AFV technology is based on economics, fuel
infrastructure availability, reliability, product supply, carbon impact, fuel savings and operational
considerations.

"At UPS, we expand our alternative fuel fleet using a 'rolling laboratory' approach," he explained.
"Our alternative fuel fleet teaches us how new technologies and advancements can be adapted
for use in a large delivery fleet. UPS puts new technologies in settings where they are most
effective and most efficient."

UPS first deployed alternative fuel delivery vehicles briefly in the 1930s when electric trucks
were used in New York City. Today, UPS has the widest variety of alternative fuel technologies
of any private delivery company and is the only private delivery company using LNG technology
in its fleet. UPS operates one of the largest private fleets of alternative fuel and technology
vehicles in its industry - 1,914 in total.

While operating its current alternative fuel and technology vehicles, UPS is also working with
manufacturers, government agencies and non-profit organizations to advance new fuel
technologies and find cheaper, cleaner-burning fuels that are better for the environment and
more sustainable than conventional diesel.

About UPS
UPS pursues a wide range of socially responsible and sustainable business practices designed
to reduce its impact on the environment and improve communities around the world. Learn more
about UPS's responsible business practices at www.ups.com/responsibility. 
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Le Café Goes Green with Help from
Brown

Montreal, November 22, 2011

US$85,300 grant from UPS provides sustainable upgrades to facilities and equipment

Today, Federation CJA received a US$85,300 grant from The UPS Foundation, the
charitable arm of UPS (NYSE: UPS), for their local soup kitchen, Le Café, which is
located in the heart of Montreal. This is the largest grant awarded by The UPS
Foundation to the Montreal community.

The grant will provide much needed sustainable upgrades to the facility urgently needed to meet
the growing demand. Federation CJA plans to implement infrastructure for an automated
dishwashing station, which will enable the use of reusable materials rather than the current
disposable items. All disposables throughout the cafeteria and kitchen will be replaced with
durable, but still lightweight, alternatives. Federation CJA's Green Committee will be involved in
all aspects of the planning, development and implementation.

Le Café was established in 2009 to address the needs of people most affected by the global
economic crisis. The food bank provides hot meals to anyone in need of healthy food, friendly
conversation and good company. 

"UPS's extraordinary generosity is exemplary of how the corporate and non-profit sectors can
partner together to ensure the betterment of community," said David Cape, President of
Federation CJA. "Through UPS's outstanding commitment to Le Café, Federation CJA will be able
to improve service to the thousands of people who depend on the kitchen for nutritious, hot
meals annually. This one-time grant will enable the upgrade of the Cummings Centre for Seniors'
kitchen and facilities and the purchase of new equipment. We are so grateful to UPS for their
inspiring philanthropy."

More than 60,000 meals have been served since Le Café's inception in March of 2009. Every
week, more than 400 people benefit from the services at Le Café. Thanks to the grant, an
additional 55 seats also will be added to the kitchen to enable them to help more of Montreal's
residents.

"UPS has had a long-standing commitment to supporting our communities and partnering with
local charities," said Nicolas Dorget, vice-president of communications, UPS Canada. "In this
past year alone, our employees have contributed approximately 100 volunteer hours at Le Café.
That is a tremendous achievement and we are proud to support the efforts of our employees
and the needs of the Montreal community."

More Information
About Federation CJA
Federation CJA is the driving force in a vibrant Montreal Jewish community. In partnership with a
network of agencies and organizations, Federation builds and sustains this community by
providing leadership and by supporting the delivery of services and programs to care for the
vulnerable and those in need, to ensure a bright Jewish future, to represent and defend
communal interests and to positively affect issues in the wider society.

About The UPS Foundation
UPS (NYSE: UPS) is the world's largest package delivery company and a global leader in supply
chain and freight services. Since its founding in 1907, UPS has built a legacy as a caring and
responsible corporate citizen, supporting programs that provide long-term solutions to
community needs. UPS promotes community involvement through its ongoing volunteerism and
grant programs, environmental sustainability and corporate philanthropy. In 2010, UPS's
charitable contributions totalled nearly $44.6 million in global philanthropy from The UPS
Foundation to non-profit agencies and UPS employees and their families contributed more than
1.2 million hours of volunteer service. The company can be found on the web at UPS.com. To
get UPS news direct, visit pressroom.ups.com/RSS. 
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More Than 6,400 UPS Drivers Prove There
is Safety in Numbers

Atlanta, February 20, 2013

6,486 Now Included in "Circle of Honor" For Driving 25 Years or More Without
Accident

UPS (NYSE: UPS) today announced the induction of 1,283 drivers into its elite "Circle
of Honor," raising to 6,486 the number of drivers who have steered clear of
accidents for 25 years or more.

The number of new inductees is the largest for any single year in the company's history and
includes 41 new members from Canada, Germany and Puerto Rico.

Collectively, the 6,486 drivers have logged more than 5.3 billion miles and more than 178,663
years of safe driving through their careers. That's enough miles to circle the earth 212,000
times.

"Keeping our highways and roads safe for travelers is our highest priority," said U.S.
Transportation Secretary Ray LaHood. "I commend UPS and these outstanding drivers for
helping create safer roads for us all and achieving the milestone of 25 or more crash-free years
of driving."

Of the Circle of Honor members, 364 have been accident-free for 35 or more years, with 40 of
those having driven more than 40 years without an accident. UPS's top safe driver in 2012 is
Great Lakes District package car driver Tom Camp, who has driven 50 years and delivered five
million packages without an accident.

"I'm extremely honored," said Camp. "UPS's safety training really pays off, both personally and in
my professional life."

This year, 36 new inductees are females and 18 women have joined the ranks of those with
more than 30 years of safe driving. This latter group is led by Orlando tractor-trailer driver Ginny
Odom, who is credited with 38 years and more than 3 million miles without an accident. There
are a total of 132 women in the Circle of Honor.

UPS's 102,000 drivers worldwide are among the safest on the roads, logging nearly 3 billion
miles per year with less than one accident per million miles driven.

All UPS drivers are taught safe driving methods beginning on the first day of classroom training
through the company's defensive driving platform. The training continues throughout their
careers. In 2010, UPS implemented a ban within its organization on text and e-mail messaging
while behind the wheel, distractions that are a proven cause of traffic crashes.

"Our training and our drivers' attention to details such as avoiding distractions while driving all
play a part in their remarkable record," noted John McDevitt, UPS senior vice president of human
resources and labor relations. "The annual expansion of the Circle of Honor is proof that our
training works."

UPS extends its safe driving expertise to the communities it serves through UPS Road CodeSM,
a teen safe driving program available in the United States and now expanding globally. Taught
by UPS volunteers, the program is available to teens between the ages of 13 and 18 and more
than 10,000 teenagers have participated to date. The program has been extended to the UK,
Canada and Germany and further international expansion is planned, starting with Shanghai in
July. The four-session training effort is based on UPS's safe driving methods. UPS Road Code is
offered in the U.S. in conjunction with Boys & Girls Clubs of America thanks to $6.1 million from
contributions by The UPS Foundation.

# # #

More information on UPS's commitment to safety is available at pressroom.ups.com/safety.

Video b-roll of Thomas Camp's 50-year safe driving achievement can be found at:
www.upsprmedia.com/circleofhonor2013.zip

A complete list by state of new Circle of Honor inductees and infographic can be found at the
UPS Pressroom site and at www.upsprmedia.com/circleofhonor2013.zip.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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NASCAR Gives UPS the Green Flag in
2013

Atlanta, February 20, 2013

The Official Logistics Provider of NASCAR Introduces Environmental Enhancements
to Its Trackside Pick-up and Delivery Operations

NASCAR gives UPS (NYSE: UPS) the green flag in sustainability as it upgrades its
Trackside Services operation for the 2013 racing season. This "best practice" aims
to reduce environmental impacts and create a model for other racing teams and
sponsors to leverage in their own sustainability efforts by reducing emissions and
optimizing power generation with state-of-the-art solar power.

UPS became an official NASCAR partner in 2000 and has provided critical behind-the-scenes
pick-up and delivery services for race teams, sponsors, racing officials, vendors and news
media at NASCAR Sprint Cup Series events across the country. Throughout the 2012 season,
UPS began developing plans to further reduce the environmental impact of its Trackside
Services operation that serve as an example of improved efficiency to drive superior
environmental performance throughout the sport.

Beginning with this season's opening events at Daytona International Speedway, UPS Trackside
Services will operate with a truck equipped with a diesel exhaust fluid (D.E.F.) system used to
reduce exhaust particulate matter. Additionally, the service trailer has been outfitted with high-
tech, state-of-the-art solar panels, designed and installed by Suniva to help supplement
sustainable energy needed to run the operation. The mobile unit features a photovoltaic (PV)
powered system with a large array of battery power, which also provides for a generator and
access to shore power.

"NASCAR has stated its commitment to making the sport more environmentally responsible and
as an official NASCAR partner, UPS is equally committed to this important goal," said Ron
Rogowski, UPS vice president, global brand and sponsorships. "UPS is leveraging its knowledge
of alternative fuel and advanced fleet technology, renewable energy and carbon mitigation to
reduce our carbon impact at sports venues."

One of the most recognized tools for the UPS Trackside Services team is a miniature UPS
package car that makes pick-ups and deliveries for customers throughout the race weekend.
This year, the mini car is a battery powered electric cart that is also outfitted with Suniva solar
panels to serve as an additional source of power. These upgrades, which allow for an
additional five miles a day of travel and deliveries around the track, will be visible to fans and
promote UPS's commitment to sustainability.

As part of its ongoing sustainability efforts, UPS also will continue to provide its NASCAR
customers the ability to offset the climate impact of the CO2 emissions that result from their
shipments through the company's popular carbon neutral shipping service. These offsets have
been applied to carbon offset projects such as the Garcia River Forest in California. By working
with globally recognized certification and validation groups, UPS is helping its customers around
the world meet their own sustainability goals in meaningful ways.

"UPS is always looking for new ways to apply our sustainability-focused expertise and
experience to everything we do, including our sponsorship programs," stated Rogowski.
"Logistics is more than our core business. It's also the engine that drives our contributions to a
more sustainable world."

"NASCAR Green has become one of the most influential environmental awareness platforms in
the history of the US since its inception in 2008," said Mike Lynch, NASCAR managing director
of green innovation. "NASCAR's millions of fans are now 100% more likely than nonfans to view
their household as very green and always looking for ways to positively impact the
environment, up from 70% more likely in 2011. A major reason for this unprecedented impact
has been the efforts of partners like UPS in reducing our sport's environmental impact by
transferring solutions from their core business."

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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New UPS Returns Services in Europe
Offer Convenience, Sustainability

Brussels, October 03, 2011

UPS Returns® Exchange and UPS Returns Pack® and Collect Save Time and
Materials While Enhancing Customer Experience 

UPS (NYSE: UPS) today announced the introduction of two new return services for
customers in 30 countries across Europe giving businesses and package recipients
more control over how they return and exchange shipped items.

"These innovative services extend our expertise in reverse logistics making the returns process
controllable for the shipper and convenient for the recipient," said Nick Basford, vice president
of marketing, UPS Europe. "These services increase customer satisfaction by providing the
rapid replacement or easy return of an important item. The costs associated with unwanted or
defective inventory can be high. Getting items returned, repaired and back on sale quickly can
be an effective way to improve a company's bottom line."

The first service offering, UPS Returns Exchange, is a combined delivery and pick-up service
that streamlines reverse logistics for businesses. It makes the exchange of high-value products
– such as electronics or medical devices – more efficient while enhancing the post-sales
experience for end customers. The service is particularly suited to shippers in the high-tech,
healthcare and retail industries.

With UPS Returns Exchange, a UPS driver delivers a replacement item while simultaneously
picking up the original item marked for return. The driver assists the customer in packing the
return item in the same box used to deliver the replacement. It's then immediately shipped back to
the original sender or to an alternate location, with no second trip for the driver. UPS's tracking
tools link the replacement and return shipments, providing end-to-end visibility for the entire
transaction, and customers can receive a pre-alert before delivery.

The second service, UPS Returns Pack and Collect, offers customers three types of UPS boxes
for collection and return of an item. A driver will take the UPS box and return label to the
customer and quickly verify that the item is the correct one to be returned. The driver then will
assist with packing the item and it will be returned to the original shipper through the UPS
network. Verification, packing expertise and specially designed UPS packaging ensure that
damage is minimized and returned goods reach their intended destination.

In addition to improving the customer experience, UPS Returns Exchange and UPS Returns Pack
and Collect cut carbon emissions and reduce costs. With both products, only one trip is
necessary to deliver the return packaging and pick up the returned item – saving fuel and
reducing emissions. Expert packing of the returned item ensures that it remains well protected
and stable in transit, thereby reducing the possibility of additional costs. Finally, in the case of
UPS Returns Exchange, waste is reduced by reusing the replacement item's packaging for the
return shipment.

UPS also announced today the availability of a new re-sealable express envelope that allows
documents to be received and returned in the same packaging. The UPS Reusable Express
Envelope, now available to customers across Europe, is made from 100 percent recycled fibre.
The envelope can be used twice since a second adhesive strip allows it to be resealed with the
strength and durability of a new UPS envelope.  In addition to putting return packaging
immediately at the fingertips of a recipient, the re-sealable envelope reduces waste and is an
easy and convenient way to add to any company's sustainability efforts.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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Taiwan Employees Delivered Nearly 1,500
Hours of Service in 2011 Devoted to
Environmental Sustainability

Taipei, January 11, 2012

UPS Taiwan's Volunteerism Grew 105 percent with Emphasis on Environment and
Sustainability Initiatives in Asia

UPS (NYSE: UPS) employees across Taiwan participated in ten activities throughout
October in 2011. Adding to UPS Taiwan's tradition of supporting non-profit groups in
Taiwan, 448 employees and their families contributed 1,486 hours toward local
community environmental organizations and initiatives. The volunteer hours in 2011
surged 105 percent over the same period in 2010, an indication of just how
important volunteerism is to UPS.

"Environmental protection has long been a responsibility for UPSers," said Anita Li, general
manager of UPS Taiwan. "Last year, UPS Taiwan partnered with several local environmental
groups, dedicated to coastal cleanups and eco protections. Through our volunteer efforts, UPS
employees not only participate during the activities, they are also expected to integrate eco
protections into daily practice, exerting positive effects for our society."

At the International Coastal Cleanup Activity held in conjunction with The Society of Wilderness,
UPSers and their families collected hundreds of kilograms of rubbish on the beaches of Taipei
and Hsinchu. The rubbish was then sorted and recorded. The data recorded will contribute to
further research in hopes of finding better ways for long-term sustainability of the Taiwan
coastline.

Another highlight of the Global Volunteer Month in Taiwan was participating in eco tours of
wetlands and maritime space around the Fugui Cape Lighthouse with the Taiwan Association
for Marine Environment Education. UPS staff and their families learned how to protect the marine
environment and maintain environmental sustainability through clearing man-made rubbish and
eliminating non-native plant species.

UPS employees and family members in Taiwan also participated in other environment and
sustainability events during Global Volunteer Month, in conjunction with these organizations:

Wetlands Taiwan
Water Resources Department, New Taipei City Government
Taiwan Academy of Ecology

To mark Global Volunteer Month 2011, UPS Asia Pacific employees and families delivered nearly
26,000 volunteer hours, with over a quarter devoted to environmental efforts, such as cleaning
waterways, coastal cleaning, mountain trail cleaning and tree planting. Contributing to these
hours were more than 6,000 UPS employees and their families, continuing the company's legacy
of giving and service.

About The UPS Foundation
The UPS Foundation, currently celebrating its 60th anniversary, is responsible for facilitating
UPS involvement in local, national and global communities. In 2010, UPS and its employees,
active and retired, invested more than $95 million in charitable giving around the world. The UPS
Foundation can be found on the web at UPS.com/foundation. To get UPS news direct, visit
pressroom.ups.com/RSS. 
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The UPS Foundation Donates $6M to
Champion Diversity

Atlanta, February 01, 2012

UPS (NYSE: UPS) today announced almost 120 grants totaling more than $6 million to
non-profit organizations around the world that champion diversity and support
diverse communities.

For more than 60 years, UPS's philanthropic arm has funded organizations that support under-
served and under-represented members of society. This year's grants will support a wide
range of programs, including those for wounded veterans, the hearing and visually-impaired,
women and girls and culturally distinct populations.

"Supporting diversity is the largest area of our funding," said Ken Sternad, president of The UPS
Foundation. "We have long sought to help bridge opportunity gaps in areas like economic
empowerment, education, leadership, mentorship and advocacy. Through these grants, we are
helping many great organizations improve lives and create opportunities."

The grants being awarded include (in part):

More than $800,000 to the National Urban League to support Entrepreneurship Centers in
several cities and other programs.

$750,000 to the National Council of La Raza toward the continued implementation of a
regional strategy that focuses on capacity building for Hispanic community organizations.

$655,000 to the NAACP for educational programs and other events.

More than $450,000 in grants to organizations that support people with disabilities, primarily
for programs around economic empowerment and transition into the workforce. Grant
recipients include the National Organization on Disabilities, Paralyzed Veterans of America
and National Federation of the Blind.

More than $450,000 to organizations that provide youth leadership and mentorship
opportunities, including the 100 Black Men of America, Girls Inc., National Hispana
Leadership Institute and the Japanese American Citizens League.

$250,000 to the United Negro College Fund (UNCF) and the UNCF Atlanta.

$235,000 toward college scholarships for Native American students through the American
Indian College Fund and Brigham Young University.

$200,000 to the Organization of Chinese Americans (OCA), primarily to support the OCA-
UPS Gold Mountain Scholarship program for "first-in-family" Asian American college
students.

$185,000 to the Leadership Conference on Civil and Human Rights for its education reform
work.

$150,000 to three Atlanta-based historically Black colleges and universities (Spelman
College, Morehouse College and Clark Atlanta University) for the UPS Community Service
Scholars Program, a unique effort that combines academics with community service.

$150,000 to the Hispanic Scholarship Fund

$100,000 to the Human Rights Campaign Foundation for its Workplace Project.

About The UPS Foundation
The UPS Foundation, which is responsible for facilitating community involvement to local,
national and global communities, has led UPS's corporate citizenship efforts for more than 60
years. In 2010, UPS and its employees, active and retired, invested more than $95 million in
charitable giving around the world. The UPS Foundation can be found on the web at
UPS.com/foundation. To learn about UPS's sustainability program and commitment to the
environment, go to ups.com/sustainability. 
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The UPS Foundation Donates $7 Million
to Diversity Programs

Atlanta, February 07, 2011

Grants Target Leadership and Education

UPS (NYSE: UPS) today announced grants totaling $7 million to more than 80 non-
profit organizations whose mission is to support diverse populations. These grants
will fund programs that develop leadership skills, promote education and
encourage inclusion of all individuals.

The UPS Foundation, the company's philanthropic arm, has a half-century history of supporting
diversity organizations, especially those focused on the education and development of women
and minorities.

Organizations receiving grants include:

The Human Rights Campaign to support the HRC Foundation's Workplace Project, a program
that encourages fair workplace inclusion practices through benefits, diversity programs and
recruitment practices.

The National Council of La Raza to support the continued expansion of its regional Affiliate
Network, a diverse network of community-based organizations that support the needs of
Hispanic Americans.

The National Urban League to support infrastructure and the NUL's Entrepreneurship
Centers. This grant further strengthens the partnership between the National Urban League
and UPS, which resulted in the hiring of the first African-American UPS driver in 1957 and
the development and support of future business leaders through the Black Executive
Exchange Program.

The NAACP in support of its Afro-Academic, Cultural, Technological and Scientific Olympics
(ACT-SO) program, a year-long achievement program designed to recruit, stimulate and
encourage high academic and cultural achievement among African-American high school
students. The NAACP also will use the grant to support their National Conference and the
Spingarn Dinner.

The Alexander Graham Bell Association for the Deaf and Hard of Hearing to support web
site development and implementation of the 'Knowledge Library,' which will help educators
nationwide meet the academic needs of children who are deaf or hard of hearing as well as
provide resources for their families.

The Paralyzed Veterans of America to support its Vocational Rehab program and the 2011
National Veterans Wheelchair Games.

The National Federation of the Blind to support educational programs for blind youth in
science and Braille literacy.

Girls, Inc. to support the Leadership and Community Action Program

"UPS's commitment to developing women and minorities is a pledge that extends beyond
philanthropy and into UPS's approach to business," said Eduardo Martinez, director of
philanthropy and corporate relations for The UPS Foundation. "We are pleased to support these
organizations in pursuing their missions and goals as they work to positively impact citizens
throughout our community with education and leadership development opportunities."

UPS's diversity program also is aimed at attracting and retaining talented employees. "UPS not
only provides career opportunities to people of varying ethnicities, religions, ages, genders,
mental and physical disabilities and sexual orientations, but also supports its workforce through
targeted development programs like its Women's Leadership Development and Diversity
Leadership Development initiatives," added Allen Hill, senior vice president of human resources
for UPS.

For a full list of grant recipients and supported programming, please visit the UPS Pressroom.

About The UPS Foundation
Since its founding in 1907, UPS (NYSE: UPS) has built a legacy as a caring and responsible
corporate citizen, supporting programs that provide long-term solutions to community needs.
Founded in 1951, The UPS Foundation, which celebrates its 60th anniversary in 2011, is
responsible for facilitating employee involvement in the local, national and global communities. In
2010, UPS and its employees, active and retired, invested more than $95 million in charitable
giving around the world. The UPS Foundation can be found on the web at UPS.com/foundation.
To get UPS news direct, visit pressroom.ups.com/RSS. 

World of News
Find news
where it happens

Explore Now»

Related Content

Learn More
The UPS Foundation

P r e s s r o o m
Press Releases Media Kits About UPS Media Center

Contact Us UPS Quicklinks  

http://pressroom.ups.com/
http://www.pressroom.ups.com/Contact+Us
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Media+Kits
http://www.pressroom.ups.com/About+UPS
http://www.pressroom.ups.com/Media+Center
http://www.pressroom.ups.com/Sign+Up+for+Email+Updates
http://feeds2.feedburner.com/upsnews
http://pressroom.ups.com/About+UPS/Ongoing+Education+Archive/Follow+UPS+on+Twitter
http://www.pressroom.ups.com/World+of+News
http://www.pressroom.ups.com/
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Press+Releases/Archive
http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1
http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1
http://pressroom.ups.com/Fact+Sheets/UPS+2011+Diversity+Grants
http://www.pressroom.ups.com/Media+Kits/The+UPS+Foundation
http://www.responsibility.ups.com/UPS+Foundation
http://pressroom.ups.com/RSS


Home Press Releases Media Kits About UPS Media Center Tracking Contact Us Site Guide

To ask about this press release, contact:
Ronna Branch
UPS Public Relations
404-828-4393

Copyright © 1994-2014 United Parcel Service of America, Inc. All rights reserved.

Terms of Use Privacy Notice Your California Privacy Rights Trademarks UPS Code of Business Conduct

mailto:rcbranch@ups.com
http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/ci.The+UPS+Foundation+Donates+%247+Million+to+Diversity+Programs.print
http://www.addthis.com/bookmark.php
http://www.pressroom.ups.com/
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Media+Kits
http://www.pressroom.ups.com/About+UPS
http://www.pressroom.ups.com/Media+Center
http://www.ups.com/tracking/tracking.html
http://www.pressroom.ups.com/Contact+Us
http://www.pressroom.ups.com/Site+Guide
http://www.ups.com/content/corp/web_site_terms.html
http://www.ups.com/content/corp/privacy_policy.html
http://www.ups.com/content/us/en/resources/ship/terms/california_privacy.html
http://www.ups.com/content/corp/trademarks.html
http://www.ups.com/content/corp/code_conduct.html


Browse By Topic

Browse By Date

Browse By Content Type

Browse By Language

Browse By Country

Events

Home Press Releases Archive 2013 Q3 The UPS Foundation Donates $7.6M
To Champion Diversity And Support Veterans

The UPS Foundation Donates $7.6M To
Champion Diversity And Support
Veterans

Atlanta, July 24, 2013

Organization increases diversity grants by more than $1.5M, including contributions
to Paralyzed Veterans of America

For more than 60 years, The UPS Foundation has championed corporate citizenship
and supported under-served and under-represented members of society on behalf
of UPS. The Foundation announced it will donate more than $7.6 million to 41 non-
profit organizations, an overall increase of over $1.5 million in grants since 2012.
This includes more than $1 million in cash and in-kind support to the Paralyzed
Veterans of America (PVA) over a three-year period to help the organization expand
its Paving Access to Veterans Employment (PAVE) initiative, an employment re-
integration program for veterans.

UPS’s dedication to the PVA’s PAVE program, and its mission to assist paralyzed veterans in
their search for good jobs and meaningful careers, complements the company’s veterans hiring
initiative. Earlier this year, UPS announced that it is committed to hiring 25,000 veterans over the
next five years and giving more than 25,000 employee volunteer hours helping veterans and
Veteran Service Organizations (VSO).

This year, with UPS’s support, PVA will expand the national PAVE Program by launching a
Satellite Office Training Program for National Service Officers (NSO) currently located in VA
hospitals across the country. With this expansion, PVA anticipates they will be able to serve
another 2,000-3,000 veterans from 18 PAVE satellite office locations. Additionally, the UPS grant
will allow PVA to introduce concurrent PAVE programs in California and Florida, benefiting
415,000 veterans and providing them with opportunities for training, counseling, and vocational
rehabilitation as they enter the workforce.

"Supporting the PVA PAVE program is just one way UPS continues to recognize and support
our military men and women for their service," said Eduardo Martinez, president of The UPS
Foundation. "We’ve partnered with PVA for 25 years and our support of the organization runs
deep – from providing 300 employee volunteers for the National Veterans Wheelchair Games to
making significant contributions to the American Gala annual tribute."

Beyond veterans and military support, The UPS Foundation also continues its long-time funding
of diversity organizations. Diversity is one of the four strategic focus areas for The UPS
Foundation, and recently the company donated to the National Council of La Raza NCLR), the
largest civil rights group focused on improving opportunities for Hispanic Americans. The UPS
Foundation awarded nearly $1 million to support Escalera, a college and career readiness
program benefitting high school juniors and seniors.

"From higher education and economic empowerment to leadership and inclusion, The UPS
Foundation continuously seeks opportunities to champion diversity by aligning our corporate
giving with organizations that make a difference in global communities," said Martinez.

Other Foundation grants for this year include:

$1.1 million to the National Urban League toward the Entrepreneurship Center Program
which combines direct entrepreneurial skills development from business mentors with
targeted referrals, in addition to support for other programs and events
More than $215,000 in grants to organizations that assist people with disabilities including
the National Organization on Disability, the National Federation for the Blind, and the
Alexander Graham Bell Association for the Deaf
$200,000 to the Organization of Chinese Americans in support of the OCA-UPS
Mentoring Asian American Professionals Program, the OCA-UPS Gold Mountain Scholarship
Program, and various event sponsorships
More than $915,000 to organizations that provide youth leadership and mentorship including
the 100 Black Men of America, Girls, Inc., National Hispana Leadership Institute and
the Japanese American Citizens League
$805,000 to champion education and provide scholarships, event sponsorships and awards
for the United Negro College Fund (UNCF), the American Indian College Fund,
Brigham Young University, Spelman College, Morehouse College and Clark
Atlanta University

For more information about UPS’s corporate giving, please visit www.UPS.com/foundation.

About UPS Foundation
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Since its founding in
1907, UPS has built a legacy as a caring and responsible corporate citizen, supporting programs
that provide long-term solutions to community needs. Founded in 1951, The UPS Foundation,
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which celebrated its 60th anniversary in 2011, is responsible for facilitating community
involvement to local, national, and global communities. In 2012, UPS and its employees, active
and retired, invested more than $97.5 million in charitable giving around the world. The UPS
Foundation can be found on the web at UPS.com/foundation. To get UPS news direct, visit
pressroom.ups.com/RSS. 
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The UPS Foundation Donates Over $7
Million To Community Safety Programs

Atlanta, September 04, 2013

UNICEF and The UPS Foundation partnered to provide emergency aid for Syrian
refugees on Sept. 1

On Sunday, September 1, The UPS Foundation, the philanthropic arm of UPS, and The United
Nations Children’s Fund (UNICEF) partnered to airfreight 220,000 pounds of emergency aid to
Erbil, Kurdistan Region of Iraq, to assist displaced Syrian children and families. The relief cargo
included lifesaving health and sanitation kits, therapeutic foods, tents, mats, water, early
childhood materials, and education supplies.  According to UNICEF, Syrian refuges in Iraq now
number more than 200,000 -- some 50,000 refugees arrived in the last two and a half weeks,
half of whom are children.

"Making a lasting difference around the world is a part of The UPS Foundation's mission," said
Eduardo Martinez, president of The UPS Foundation. "Our organization is proud to work with
UNICEF to respond to the humanitarian crisis affecting the millions of displaced Syrians."

In addition to mobilizing aid for Syrians in refugee camps, The UPS Foundation utilizes UPS's
logistics expertise, transportation assets, and worldwide network to assist in community safety
efforts, including disaster preparedness, relief efforts, volunteer deployment, and safe driving
programs. This year, The UPS Foundation continues to support global communities with more
than $5.5 million in donations, plus an additional $1.6 million committed to in-kind services, to 23
organizations that promote community safety through humanitarian relief and road safety
initiatives. 

The UPS Foundation's community safety grants will support several organizations that provide
humanitarian relief, including:

The American Red Cross will allocate grant dollars to their Annual Disaster Giving
Program and to support both domestic and international preparedness and response efforts.
CARE USA received grants that will be used for a variety of programs including the ongoing
expansion of the Aidmatrix Foundation's CTS warehouse management system throughout
CARE's global network, including implementation at the world's largest refugee camp in
Dadaab, Kenya.
The Salvation Army will use grant dollars provided for its Emergency Response Fund and
in-kind shipping.
United Nations High Commission for Refugees (UNHCR) received grants toward a
tracking innovation project to enhance services to refugees, logistics response training and
emergency response funding.
The World Food Programme (WFP) will use grants to enhance tracking capabilities,
support emergency preparedness efforts in Nigeria, and in-kind support for urgent relief
operations.

Other organizations that are recipients of The UPS Foundation's community safety grants, for
the purpose of championing road safety, include:

The Boys and Girls Club of Canada, The National Foundation for the Centers for
Disease Control and Prevention, Hands on Shanghai Limited, Johanniter-Unfall-
Hilfe e.V., and UK Youth toward the expansion of The UPS Road Code program across
Canada, China, the United Kingdom, Germany and the United States.
FIA Foundation – Road Safety Fund will receive a pledge for the Fleet Safety Modular
Driver Training Program to develop audio training modules on road safety, defensive driving
and health and safety on the road in South Africa.

"We support an array of organizations that have community safety and humanitarian initiatives,"
Martinez continued. "We are pleased to provide funding in an effort to minimize human suffering,
strengthen communities worldwide, and create safer roads."

For more information about UPS's corporate giving, please visit www.UPS.com/Foundation.

About The UPS Foundation
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Since its founding in
1907, UPS has built a legacy as a caring and responsible corporate citizen, supporting programs
that provide long-term solutions to community needs. Founded in 1951, The UPS Foundation is
responsible for facilitating community involvement to local, national, and global communities. In
2012, UPS and its employees, active and retired, invested more than $97.5 million in charitable
giving around the world. The UPS Foundation can be found on the web at UPS.com/foundation.
To get UPS news direct, visit pressroom.ups.com/RSS. 
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The UPS Foundation Donates to Groups
Cultivating Diversity

Atlanta, June 20, 2012

UPS (NYSE: UPS) today announced the donation of $6.9 million in funding to 44 non-
profit organizations around the world that share the mission of championing and
cultivating diversity.

This year's financial contributions will support a wide range of programs and initiatives for the
development of women and young girls in emerging nations, the hearing and visually-impaired,
disabled veterans and other populations as defined by race, ethnicity and sexual orientation.

The UPS Foundation, which leads the organization's corporate citizenship efforts, for more than
60 years has leveraged financial resources and the passion and skills of its people to support
non-profits focused on providing opportunities for education, economic empowerment,
mentorship and inclusion to underserved and under-represented segments of our communities. 

"At the heart of UPS's success is service and service depends on our people," said Eduardo
Martinez, president of The UPS Foundation. "UPS is a global company with almost 400,000
employees serving communities around the world, so we rely on people with a varied mix of
backgrounds, experiences and perspectives. By supporting the critical work of these non-
profits in the diversity sector, The UPS Foundation is helping to create a sustainable platform for
community resiliency."

The Foundation's grants include but are not limited to donations supporting the following
organizations and initiatives:

More than $2.7 million dedicated to expanding and enhancing diversity in the workforce to
Catalyst for Women, National Urban League, NAACP, National Council of La Raza and the
Human Rights Campaign.
$900,000 in academic scholarship support via American Indian College Fund, Hispanic
Scholarship Fund, Organization of Chinese Americans, United Negro College Fund and
individual universities.
$600,000 toward financial education or in the form of microloans through programs delivered
by ACCION International, Aspira of America, CHOICES Education Group, Operation Hope and
Opportunity International.
More than $650,000 focused on mentorship and leadership development and training to
organizations such as 100 Black Men of America, African Leadership Foundation, Girls
Incorporated, Japanese American Citizens League, Leadership Conference on Civil and
Human Rights, National Hispana Leadership Institute, National Center for Disability Services
and Nick Lowery Youth Foundation.
More than $350,000 in grants to organizations that support people with disabilities, primarily
for programs around economic empowerment and transition into the workforce. Grant
recipients include the National Organization on Disability, National Center for Disability
Services, Paralyzed Veterans of America and National Federation of the Blind.

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs. The UPS Foundation,
founded in 1951, is responsible for facilitating community involvement in local, national and global
communities. In 2011, UPS and its employees, active and retired, invested more than $93.5
million in charitable giving around the world. The UPS Foundation can be found on the web at
UPS.com/foundation.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. To get UPS news
direct, visit pressroom.ups.com/RSS. 
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UPS and Live Nation Entertainment Form
Green Sponsorship Alliance

Atlanta and Los Angeles, May 24, 2011

UPS to Provide Carbon Neutral Logistics Solutions to Music Fans, Touring Artists
Through Unique Sustainability-Focused Collaboration

UPS (NYSE: UPS) and Live Nation Entertainment (NYSE: LYV) today announced a
groundbreaking, multi-year sponsorship alliance aimed at promoting UPS's
environmentally responsible logistics solutions to millions of music fans across
North America as well as recording artists committed to reducing the
environmental impact of their concert tours.

UPS now is the exclusive global package, shipping and logistics sponsor of Live Nation
Entertainment and select Live Nation Entertainment tours and venues. UPS also will serve as an
Official Sustainability Partner of Live Nation Entertainment, with both parties working together to
reduce waste and use more efficient products and services across all Live Nation
Entertainment tours and venues. 

A first step in this sustainability effort is to provide carbon neutral UPS shipping for music fans
across the United States. Through UPS, Live Nation Entertainment will purchase certified carbon
CO2 offsets to mitigate the emissions produced by the transportation of ticket orders for events
at Live Nation owned and operated venues and merchandise purchased from the Live Nation
Entertainment store.

As part of the alliance, UPS also is launching an innovative new sustainability program created
exclusively for the live music industry to help eco-conscious musical artists reduce the CO2
output generated by the transport of their concert tours. UPS will provide participating artists
with an accurate, verified measurement of their existing transportation carbon footprint; develop
customized plans that leverage UPS's integrated, multi-modal network to reduce emissions, then
mitigate any remaining CO2 output by purchasing and retiring certified carbon offsets.

Over the last decade, UPS has expanded its capabilities far beyond small package delivery,
giving it the ability to handle the most complex logistical challenges through the widest range of
package, freight and supply chain management services in the industry. UPS also provides
solutions many people don't naturally associate with the company, such as inventory
management, product repairs and returns, order fulfillment, international trade consulting and
even online printing and other retail services.  

"Managing the logistics of a concert tour is not unlike what UPS does for other high-stakes
customers that require flawless execution, such as the healthcare and high-tech industries and
the London 2012 Olympic and Paralympic Games," said Ron Rogowski, UPS vice president,
sponsorship & events. "More and more of our customers are depending on UPS to help them
find more efficient and sustainable ways to manage their entire supply chains. We're very
excited to now offer our insight and expertise to the live music industry by helping musical
artists conduct their tours in the most environmentally-responsible manner while giving them the
speed, efficiency and reliability they need." 

Beyond the sponsorship's sustainability initiatives, UPS will promote its brand across Live Nation
Entertainment's diverse entertainment platforms, which serve over 30 million fans annually in
North America, including in-venue signage, hospitality events, VIP ticketing and backstage
experiences. UPS also will advertise across Live Nation Entertainment's online platform, which
attracts an average of nearly 17 million unique monthly users, ranking among the top five e-
commerce destinations in the world. 

"This is an ideal B2B partnership aimed at tapping into our world-leading entertainment assets
and artist relationships to expand UPS's business and build awareness of its pioneering
approaches to environmentally-sensitive logistics management," said Russell Wallach, president
of Live Nation Network. "As we work together to drive measurable results, we'll create visibility
of our alliance that showcases how we've integrated UPS into every part of our business, from
ticketing to concert tours to social media to our network of venues."

"We are continually looking for innovative ways to connect with customers and build
awareness of our sustainable and efficient logistics capabilities," added Rogowski. "Live Nation
provides us with an unparalleled platform for introducing our robust portfolio of solutions to the
world's top performing artists and showcasing our brand among millions of people."

More Information
About Live Nation Entertainment
Live Nation Entertainment is the world's leading live entertainment and e-commerce company,
comprised of four market leaders: Ticketmaster.com, Live Nation Concerts, Front Line
Management Group and Live Nation Network. Ticketmaster.com is the global event ticketing
leader and one of the world's top five eCommerce sites, with over 26 million monthly unique
visitors. Live Nation Concerts produces over 20,000 shows annually for more than 2,000 artists
globally. Front Line is the world's top artist management company, representing over 250 artists.
These businesses power Live Nation Network, the leading provider of entertainment marketing
solutions, enabling over 800 advertisers to tap into the 200 million consumers Live Nation
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delivers annually through its live event and digital platforms. For additional information, visit
www.livenation.com/investors.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. To learn more about UPS's responsible business
practices, visit www.ups.com/responsibility. 

Copyright © 1994-2014 United Parcel Service of America, Inc. All rights reserved.

Terms of Use Privacy Notice Your California Privacy Rights Trademarks UPS Code of Business Conduct

http://www.livenation.com/investors
http://ups.com
http://blog.ups.com
http://pressroom.ups.com/RSS
http://www.ups.com/responsibility
mailto:markdickens@ups.com
mailto:Erin@DiGennarony.com
http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q2/ci.UPS+and+Live+Nation+Entertainment+Form+Green+Sponsorship+Alliance.print
http://www.addthis.com/bookmark.php
http://www.pressroom.ups.com/
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Media+Kits
http://www.pressroom.ups.com/About+UPS
http://www.pressroom.ups.com/Media+Center
http://www.ups.com/tracking/tracking.html
http://www.pressroom.ups.com/Contact+Us
http://www.pressroom.ups.com/Site+Guide
http://www.ups.com/content/corp/web_site_terms.html
http://www.ups.com/content/corp/privacy_policy.html
http://www.ups.com/content/us/en/resources/ship/terms/california_privacy.html
http://www.ups.com/content/corp/trademarks.html
http://www.ups.com/content/corp/code_conduct.html


Home Press Releases Media Kits About UPS Media Center Tracking Contact Us Site Guide

Browse By Topic

Browse By Date

Browse By Content Type

Browse By Language

Browse By Country

Events

To ask about this press release, contact:
Kara Ross
UPS Public Affairs
202-675-1725

Home Press Releases Archive 2013 Q4 UPS And State Of Mexico Team Up
To Build Healthcare Clinic

UPS And State Of Mexico Team Up To
Build Healthcare Clinic

Bosencheve, Mexico, October 15, 2013

Underserved community will now have access to basic and preventative healthcare

UPS dedicated a "Centro de Salud," to the State of Mexico that will provide needed
access to basic and preventative health services and medicines to the community
of Bosencheve.

Led by UPS International President Jim Barber, Chief Legal, Communications and Compliance
Officer Teri McClure, Global Public Affairs President Laura Lane and Americas Region President
Romaine Sequin, with the cooperation from the State of Mexico, over 70 UPS employees from
around the world gathered in Mexico to build the centro de salud over five days.

"Whether we are delivering packages or helping a community in need, UPS's passion for service
and giving back is a cornerstone of our culture," said Lane. "This centro de salud project will
break down health care barriers and provide new opportunities to empower the community; our
team is proud to be a part of enabling access to basic health for everyone in this community."

"Mexico's economy is quickly growing with many needs and this partnership with Mexico
dovetails with the Government's plan to develop and invest in communities across the country,"
said Sequin. "The access to healthcare that the centro de salud will provide lays a foundation
for a brighter, healthier future for the people in this community."

"Through this partnership with UPS and the state of Mexico, we are together providing an
opportunity for the community of Boshencheve and the surrounding region to lead healthier
lives," said Governor Avila. "We appreciate UPS's dedication and support of our healthcare
initiatives by building with their own hands a needed centro de salud that will provide basic and
preventative care to families here."

The Centro de Salud is a 1,100 square foot medical facility and includes a pharmacy, treatment
room, three exam rooms, an office, reception area, a bathroom and storage space.

The project serves as an example of UPS's commitment to the communities it serves.  As stated
in the UPS Foundation's mission, " at UPS, we believe the best way to give back is to draw upon
our company's unique business assets: linking philanthropic dollars with our logistics expertise,
and the skills and passions of our global employees." The UPS Foundation also supported
Mexico in its recent relief efforts to feed, provide clothing and housing to victims of the recent
flooding following Hurricanes Manuel and Ingrid.

This project is part of an ongoing UPS "Community in Need Building Project," and the second one
that UPS has built in Mexico.  UPS's first building project took place in 1998 when  UPS
employees built a school building and donated computers to the community of Santa Rosa de
Lima in the Guanajuato Sierra. Past UPS building projects include school computer lab
constructions in China, Poland, India, and the United States, connecting underserved
communities to the world through the internet.

About UPS
UPS (NYSE:UPS) is a global leader in logistics, offering a broad range of solutions for the
transportation of packages and freight, including innovative delivery options for the global
consumer market; the facilitation of international trade, and the deployment of advanced
technology to more efficiently manage the world of business.  Headquartered in Atlanta, UPS
serves more than 220 countries and territories worldwide.  The company can be found on the
Web at ups.com® and its corporate blog can be found at blog.ups.com.  To get UPS news
direct, visit pressroom.ups.com/RSS.
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UPS Appoints Healthcare Director for
Asia Pacific

Singapore, August 01, 2011

UPS Asia Pacific today announced the appointment of Lim Bee Koong as regional
director for healthcare.

Based in Singapore, Bee Koong is responsible for the region's healthcare strategy and will work
with healthcare customers in developing solutions for their fast evolving needs.

"Bee Koong brings extensive experience in the healthcare industry to UPS and will no doubt be
beneficial to our healthcare expansion in the region. With her expertise, we are confident that
she can effectively drive our healthcare initiatives forward," said Craig Foster, senior vice
president of Supply Chain and Healthcare Logistics, UPS Asia Pacific Region.

Prior to joining UPS, Bee Koong held regional management positions at Johnson & Johnson, TNT
Express and Baxter Healthcare Asia.

"I am excited about leading UPS's healthcare strategy in the region and look forward to
supporting healthcare customers through our industry-leading logistics capabilities," said Bee
Koong.

UPS recently opened its first dedicated healthcare facility in Asia to serve the company's rapid
growth of its healthcare business. The 43,000 square-foot distribution facility in Singapore
includes cold chain capabilities for products requiring temperature-sensitive storage and
distribution as well as postponement services such as re-labeling and kitting.

For more information on UPS's healthcare services, visit ups.com/healthcare.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Continues its Legacy of Community
Support with Robust Year of
Contributions

Atlanta, February 01, 2013

Company and Employees Donated Almost $100 Million to Community-based
Organizations Around the Globe to Support Urgent Needs

UPS (NYSE: UPS) today released highlights of another year of strong corporate
support for communities around the world in 2012. With more than $97.5 million in
cumulative donations, the company also exceeded previous records for the overall
volunteer hours documented by employees worldwide and the number of
organizations served. Additionally, UPS continues to be one of United Way's largest
contributors, donating more than $55 million in 2012 and stands alone in contributing
more than $1 billion to the United Way over the past 30 years.

"We combine our philanthropy with the volunteer spirit and skills of UPS employees worldwide
to create a unique and powerful way to positively impact and help save lives in our global
communities," said Eduardo Martinez, president of The UPS Foundation. "We are proud to give to
a diverse array of programs, causes and organizations that reflect our values, strengths and
the immediate needs of our communities - and we do so in a significant way."

Established in 1951, The UPS Foundation leads UPS's corporate citizenship programs and is
responsible for facilitating the company's involvement with local, national and global
communities. Throughout the year, The UPS Foundation invests time and financial support
around four pillars that align with the company's corporate values and business expertise -
community safety, diversity, environmental sustainability and volunteerism.

Highlights from this year's corporate citizenship efforts include:

$97.5 million in cumulative charitable giving for the year
$55 million contributed for United Way
$10 million donated for various international grants, sponsorships and programs
$9.4 million in local grants across the U.S.
More than 1.8 million volunteer hours recorded by employees worldwide
4,404 non-profit organizations served globally

As the world's largest package delivery company and one of the leading global providers of
specialized transportation and logistics services, UPS has also supported more than 200
humanitarian relief programs in 35 countries. This includes programs that prepare communities
for a crisis, providing them with urgent relief when a crisis occurs and post-crisis recovery
phase support. Through a combination of in-kind shipments, technical and expertise sharing and
funding of relief organizations, UPS contributed in excess of $6.5 million last year. This includes
areas impacted by natural disasters such as Superstorm Sandy and Hurricane Isaac as well as
global crises in the Sudan and the Congo.

"Throughout our history, The UPS Foundation has evolved to meet the changing needs of
communities across the globe," said Martinez. "We strongly encourage our employees to
support causes that matter to them and we continue to find meaningful ways to give to help
build stronger and safer communities."

For more information about UPS's corporate giving, please visit www.UPS.com/foundation.

About The UPS Foundation
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Since its founding in
1907, UPS has built a legacy as a caring and responsible corporate citizen, supporting programs
that provide long-term solutions to community needs. Founded in 1951, The UPS Foundation,
which celebrated its 60th anniversary in 2011, is responsible for facilitating community
involvement to local, national, and global communities. In 2012, UPS and its employees, active
and retired, invested more than $97.5 million in charitable giving around the world. The UPS
Foundation can be found on the web at UPS.com/foundation. To get UPS news direct, visit
pressroom.ups.com/RSS. 
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UPS Drivers Establish "Remarkable"
Safety Record

Atlanta, February 23, 2012

5,842 Now Included in "Circle of Honor" For Driving 25 Years or More Without
Accident

UPS (NYSE: UPS) today announced the induction of 1,235 drivers into its elite "Circle
of Honor," raising to 5,842 the number of drivers who have steered clear of
accidents for 25 years or more.

The number of new inductees is the largest for any single year in the company's history and
includes 31 new members from Canada and Germany.

Collectively, the 5,842 drivers have logged more than 5.3 billion miles and more than 161,746
years of safe driving through their careers. That's enough miles to circle the earth 212,000
times.

"UPS and these remarkable drivers are setting a great example for everyone on our roadways
by making public safety and safe driving a priority," said U.S. Transportation Secretary Ray
LaHood. "I commend these drivers for achieving the milestone of 25 or more crash-free years of
driving - and for helping create safer roads for all of us."

Of the Circle of Honor members, 322 have been accident-free for 35 or more years, with 33 of
those having driven more than 40 years without an accident. UPS's top safe driver in 2011 is
Ohio Valley District tractor-trailer driver Ron "Big Dog" Sowder, who has achieved 50 years and
over 4 million miles of driving without an accident.

"It's an honor to lead this remarkable group of seasoned safe drivers," said Sowder. "I'm proud
of what I've accomplished but I'm also proud of all UPS drivers for what they do every day. If I
could give only one tip to motorists, it would be to leave a space cushion between you and the
car ahead. Tailgating is a major cause of crashes and I see it more every day."

This year, 36 new inductees are females and 16 women have joined the ranks of those with
more than 30 years of safe driving. This latter group is led by Orlando tractor-trailer driver Ginny
Odom, who is credited with 37 years and more than 3 million miles without an accident. There
are a total of 115 women in the Circle of Honor.

UPS's 102,000 drivers worldwide are among the safest on the roads, logging more than 3 billion
miles per year with less than one accident per million miles driven.

All UPS drivers are taught safe driving methods beginning on the first day of classroom training
through the company's defensive driving platform. The training continues throughout their
careers. In 2010, UPS implemented a ban within its organization on text and e-mail messaging
while behind the wheel, distractions that are a proven cause of traffic crashes. 

"Our training and our drivers' attention to details such as avoiding distractions while driving all
play a part in their remarkable record," noted John McDevitt, UPS senior vice president of human
resources and labor relations. "The annual expansion of the Circle of Honor is proof that our
training works."

UPS extends its safe driving expertise to the communities it serves through Road Code, a teen
safe driving program available in the United States and now expanding globally. Taught by UPS
volunteers, the program is available to teens between the ages of 13 and 18 and more than
5,200 teenagers have participated to date. The program is being extended to the UK, Canada
and Germany and further international expansion is planned. The four-session training effort is
based on UPS's safe driving methods. Road Code is offered in the U.S. in conjunction with Boys
& Girls Clubs of America thanks to $6.1 million in contributions by The UPS Foundation. 

# # #

More information on UPS's commitment to safety is available at pressroom.ups.com/safety.

Video b-roll of Ron Sowder's 50-year safe driving achievement can be found at:
www.upsprmedia.com/circleofhonor2012.zip.

A complete list by state of new Circle of Honor inductees can be found at the UPS Pressroom
site.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
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UPS Employees Focus on Communities,
Environmental Sustainability During
Annual Global Volunteer Event

Atlanta, October 01, 2012

Company also Awards $2.2 Million In Environmental Grants

Since its founding in 1907, UPS (NYSE: UPS) has established a strong legacy of
support to the communities it serves. The company's commitment is especially
evident during its annual Global Volunteer Month, which begins October 1. This
year, which marks the 10th anniversary of Global Volunteer Month, UPS is
encouraging its nearly 400,000 employees to pledge 195,000 volunteer hours during
the month with a focus on making their communities more environmentally
sustainable. In support of this goal, UPS is awarding $2.2 million in grants to a variety
of environmentally-focused organizations.

Spearheaded by The UPS Foundation, which leads corporate citizenship and philanthropic
programs for the company, Global Volunteer Month mobilizes thousands of UPS employees from
every hemisphere in a wide range of volunteer events and activities. For the 2012 campaign,
employees will be encouraged to share their personal volunteer stories through Twitter and
Facebook to aid in raising awareness of the importance of hands-on community engagement.

"Our company is comprised of individuals who recognize our personal and collective obligation
to help others through service. Whether the activity is tree planting, teaching safe driving skills
or volunteering to help a community devastated by disaster, The UPS Foundation is committed to
empowering our people to make the world a better and more sustainable community for all." said
Eduardo Martinez, president of The UPS Foundation.

Some of the volunteer activities in which UPS employees will participate during Global Volunteer
Month include: 

Madrid - planting trees with Reforesta, a nonprofit environmental organization

United States - partnering with the Miami Dade County Parks and Recreation department to
plant trees in community recreational areas

United Kingdom - beautifying the garden at Eden Valley Hospice

South Africa - creating outdoor play areas at the Protea Child Care Centre

In 2011, UPS launched a new environmental initiative with funding to help plant, protect, and
preserve trees in urban and rural areas in the U.S. and around the world. A key component of
this initiative is to provide financial grants and employee volunteer support for specific projects.

In October, The UPS Foundation is awarding $2.2 million in grants to multiple organizations in
support of this forestry initiative, including DonorsChoose.org, the Earth Day Network, Keep
America Beautiful, Inc., National Arbor Day Foundation, National Council for Science and the
Environment, National Parks Foundation, The Nature Conservancy, Student Conservation
Association, The World Resources Institute and World Wildlife Fund Inc.

To date in 2012, The UPS Foundation has contributed almost $700,000 to 38 community-based
environmental programs around the globe, which also are supported by locally-based UPS
employees.

The forestry initiative closely aligns with UPS's business operations, which are keenly focused
on carbon emissions reduction. Beginning this month, The UPS Foundation will kick off a year-
long effort to support employee volunteer activities to plant more than 1 million trees worldwide,
commencing with tree-planting initiatives in China, Canada, Haiti, the Netherlands, Norway,
Russia, Uganda and the U.S. by the end of 2013.

To view a special message about Global Volunteer Month from Eduardo Martinez and The UPS
Foundation, please visit blog.ups.com. Please visit the UPS Facebook community at
facebook.com/ups. To join the conversation on Twitter, follow UPS at twitter.com/UPS.

To learn more about The UPS Foundation's environmental grants and volunteer initiatives as well
as UPS's sustainability efforts, please read the UPS 2011 Corporate Sustainability Report at
www.ups.com/responsibility.

About The UPS Foundation
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Since its founding in
1907, UPS has built a legacy as a caring and responsible corporate citizen, supporting programs
that provide long-term solutions to community needs. Founded in 1951, The UPS Foundation,
which celebrated its 60th anniversary in 2011, is responsible for facilitating community
involvement to local, national, and global communities. In 2011, UPS and its employees, active
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and retired, invested more than $93.5 million in charitable giving around the world. The UPS
Foundation can be found on the web at UPS.com/foundation. To get UPS news direct, visit
pressroom.ups.com/RSS. 
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UPS Expands Global Healthcare Network
with Three New Facilities in Asia Pacific
Region

Atlanta, October 25, 2012

Hangzhou, Shanghai and Sydney facilities grow UPS healthcare space in Asia
Pacific by nearly 35,000 square meters

UPS (NYSE: UPS) today announced a significant expansion of its global healthcare
distribution facility network in the Asia Pacific region with the opening of three new
state-of-the-art facilities in Hangzhou, China, Shanghai, China, and Sydney, Australia.
The new facilities bring the total number of UPS dedicated healthcare facilities
around the globe to 36, encompassing more than one-half million square meters of
space. They are part of UPS's strategy to invest in its global healthcare network to
meet the growing needs of its global healthcare customers.

Driven by trends of increased globalization and growing healthcare consumption in emerging
markets, the new facilities, together with UPS's existing healthcare facility in Singapore, which
opened in 2011, serve both multi-national and regional healthcare manufacturers' distribution
needs across the Asia Pacific region. The new facilities represent nearly 35,000 square meters
of healthcare-compliant distribution space and are specially designed to meet the needs of
pharmaceutical, biotech and medical device companies.

"Asia is our fastest-growing market for healthcare and we are seeing increased activity in the
region, especially in China, where a growing demand for acute and chronic care has driven the
need for reliable, flexible and compliant supply chains to serve a highly dynamic market," said Bill
Hook, vice president, global strategy, UPS Healthcare Logistics. "Healthcare is a major focus
area for UPS, and we are committed to continuing investments in Asia and other parts of the
world timed with - and often ahead of - market demand to support our clients' growth strategies
in key regions."

Specifics of the new facilities include:

Hangzhou

Opened in the third quarter of this year, UPS's Hangzhou facility consists of 22,000 square
meters of validated healthcare distribution space. The facility is designed to support the
increasing number of pharmaceutical companies that are locating manufacturing operations in
China.

Shanghai

Located within the Waigaoqiao Free Trade Zone, the recently opened 7,575 square meter
facility is designed to meet the needs of the medical device market. The facility provides critical
access to one of the largest consumption markets for healthcare products. The close proximity
of the Waigaoqiao Free Trade Zone to the UPS International Air Hub in Shanghai allows UPS to
provide an integrated supply chain solution to the healthcare market.

The UPS International Air Hub in Shanghai operates 82 flights per week and provides critical
access for inbound shipments into China as well as outbound shipments around the world.

Sydney

Opened in the third quarter of this year, UPS's Sydney facility is 5,388 square meters of
dedicated healthcare distribution space. With many multi-national as well as regional companies
looking to set up distribution in Sydney to serve regional markets, UPS's facility provides quick
turn-around, including next-day delivery capabilities.

"The three new facilities, along with our existing Singapore facility are strategically located
across key, growing healthcare markets in Asia Pacific and are targeted to support our clients
as they grow their business," said Craig Foster, senior vice president, Supply Chain and
Healthcare Logistics, UPS Asia Pacific Region. "UPS adopts a consistent approach in our global
healthcare strategy and all of our facilities worldwide are built with the same exceptional
standards of quality care that are compliant with the requirements of the local regulatory
bodies."

For more information on UPS's healthcare services, visit www.ups.com/healthcarelogistics.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Expands Healthcare Capabilities to
Asia with Two Cold Chain Offerings

Singapore, November 23, 2011

UPS Temperature True and PharmaPort 360 Address Product Protection and
Regulatory Compliance Challenges

Following the opening of UPS's first Asia healthcare regional distribution facility in
Singapore this year, UPS is again enhancing its healthcare capabilities globally. UPS
has launched UPS Temperature True®, its door-to-door cold chain transportation
and monitoring service in Asia. Working closely with the industry and governmental
regulating bodies, UPS also introduced PharmaPort™ 360, a specially-designed
airfreight container for healthcare cold chain transportation.

"UPS Temperature True represents our philosophy in managing cold chain transportation. We
ensure that every care is taken throughout the journey to ensure the vaccines, biologics and
other temperature-sensitive healthcare shipments arrive at their destination without
compromise" said Craig Foster, senior vice president, Supply Chain and Healthcare Logistics,
UPS Asia Pacific. "Through planning, controls and a strong global logistics network, we minimize
one of the highest healthcare cost elements, wastage due to product spoilage."

For UPS Temperature True shipments, trained agents monitor shipment milestones 24/7 through
UPS's control towers positioned around the world. If risk is detected, pre-determined
contingency plans are immediately activated to mitigate any risk of damage or loss.

"These high-value, temperature-sensitive pharmaceuticals, vaccines and biologics demand
special care and handling. They often require global transportation – from the manufacturing
plant, to the doctor and to the end-patient," said Lim Bee Koong, director, Healthcare Strategy,
UPS Asia Pacific. "As much as 30 percent of the manufacturer's distribution cost is allocated to
potential spoilage during the storage and transportation process."

Logistics is crucial to Asia's healthcare leadership role and industry growth. With increasing
global research and development, as well as public healthcare investments in Asia, the region is
estimated to grow to almost 40 percent of global revenues in the healthcare industry by 2015,
from the current revenues of just 27 percent. (Source: Frost & Sullivan)

This is also reflected in the growth of cold chain logistics spending by 43% in the region, from
US$1-billion in 2008 to approximately US$1.50-billion in 2011, according to the Cold Chain
Biopharma Logistics Sourcebook in 2010.

Based on UPS's recent Pain in the (Supply) Chain global healthcare survey, Asia respondents
cite regulatory compliance, cost and wastage as their biggest concerns. UPS's new PharmaPort
360 air freight container is designed for handling temperature-sensitive products and addresses
the key industry issue of safeguarding these shipments.

Unlike other containers on the market, the PharmaPort 360 has built-in sensors that not only
closely monitor shipment temperature and GPS location but transmit this data to UPS's global
control towers via GSM, a standard global cellular network. UPS trained and dedicated control
tower agents proactively monitor the container for select "heartbeats" such as internal and
external temperatures, near real-time location and battery life.

Manufactured by Cool Containers, LLC for UPS, the PharmaPort 360 is designed with input from
both the UPS, life sciences and other transportation industry experts. The unit is fully validated,
tested and exceeds rigorous healthcare industry standards for temperature-sensitive
compliance.

What sets the PharmaPort 360 container apart is that it maintains strict temperatures by utilizing
both heating and cooling storage technology, allowing it to tolerate a significantly wider range of
extreme ambient temperature changes. The container more effectively maintains temperatures
critical for protecting medicines that need to stay within the required 2-8°C. The PharmaPort 360
also sustains its protective temperature range for more than 100 hours, which is an important
factor as more supply chains extend globally and healthcare products need to travel farther to
reach markets.

The container's temperature control and monitoring systems are powered by an AC
rechargeable battery. The unit's technology replaces the need for dry ice, thus eliminating the
associated handling fees and hazardous materials charges. The PharmaPort 360 will hold
critical 2-8°C temperatures 38 percent longer than current dry ice container solutions.

"Product losses from temperature excursions and mounting scrutiny from regulatory authorities
are pressuring healthcare companies to strengthen supply chain compliance and gain more
control through shipment data," Lim added. "Having the information to prove that the integrity of a
vaccine has been preserved in-transit, for example, is almost as critical as the contents of the
package."

The PharmaPort 360's unique design also allows for more flexibility for flight options. While in
transit mode, the container neither consumes energy nor emits external heat, vapor or gasses,
allowing the unit to fly in both upper and lower deck aircraft positions. This offers more routing
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options, especially in constrained transportation lanes. The United States Federal Aviation
Authority also has approved the PharmaPort 360 to fly on narrow-body and wide-body aircraft,
allowing for a high degree of flexibility in flight selections and opening access to markets
globally. As a part of UPS's latest temperature-sensitive capabilities, the PharmaPort 360 is
available exclusively through the UPS Temperature True service.

For more information on the PharmaPort 360 visit ups.com/pp360 or for other UPS healthcare
information, visit: ups.com/healthcare.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Expands Healthcare Network in Key
Locations Across North America

Atlanta, February 05, 2013

Expansions latest in series of additions to global dedicated healthcare network

UPS (NYSE: UPS) today announced a significant expansion of its global healthcare
distribution network in five key markets in North America. Expanding locations
include facilities in Burlington, Ontario, Louisville, Ky., Mira Loma, Calif., Atlanta, Ga.,
and Reno, Nev. The new expansions add nearly 800,000 square feet (sq. ft.) to UPS's
global network of 37 dedicated healthcare facilities, which now total nearly six
million sq. ft. of distribution space.

This investment represents the most recent installment of UPS's ongoing commitment to serve
the distinctive needs of healthcare clients around the world. UPS announced the expansion of
its healthcare distribution network in the Asia-Pacific region in October 2012, with the opening
of three new facilities in Hangzhou, China, Shanghai, China and Sydney, Australia.

Several industry trends are driving the expansion of UPS's global healthcare network, including
increasing globalization complex regulatory oversight, heightened focus on outcomes and a
growing need for specialized healthcare services, such as temperature-sensitive solutions. The
latest expansions were driven by the growth of UPS's healthcare customers and the UPS global
healthcare strategy that supports customers as they grow and adapt to these trends.

"UPS is committed to investing in our global network and supporting industry demand to meet
customer needs for increased speed, flexibility and efficiency," said Bill Hook, vice president,
global strategy, UPS Healthcare Logistics. "Our healthcare customers are creating value through
our broad network and single global technology platform."

UPS facilities meet all applicable government accreditations, licenses and maintain geographic-
specific regulatory requirements, such as those of the Food and Drug Administration (FDA),
Drug Enforcement Agency (DEA) and Health Canada, among hundreds of others.

UPS healthcare facilities offer distribution space with temperature and humidity-controlled
environments which help keep products in optimal conditions during storage. Each of the
expanded facilities is designed to serve the warehousing and distribution needs of
pharmaceutical and medical device manufacturers. Specifics of the expansions include:

CANADA

Burlington, Ontario

UPS has 11 dedicated healthcare facilities in Canada, including three on UPS's Burlington,
Ontario, logistics campus, which is located near three major international airports. With the latest
expansion of more than 200,000 sq. ft. to the Burlington campus, UPS now has nearly 600,000
sq. ft. of healthcare distribution space in this campus. All UPS healthcare Canada facilities are
strategically located to serve the Canadian market.

UNITED STATES

Louisville, Ky.

The latest expansion in Louisville, Ky., adds a new 225,000 sq. ft. facility to UPS's healthcare
distribution space in its flagship location, which already includes three buildings totaling more
than one million sq. ft. of dedicated healthcare space. UPS's Louisville healthcare campus is
strategically located near UPS's Worldport global air hub to provide next-day delivery for air
shipment orders received as late as 11 p.m. EST, as well as UPS ground deliveries within two
days or less to 70 percent of U.S. locations.

Mira Loma, Calif.

The expansion in Mira Loma, Calif., adds more than 220,000 sq. ft. to the existing facility,
resulting in a total of more than 350,000 sq. ft. of healthcare distribution space in this location.

Atlanta, Ga.

The addition of a new UPS healthcare facility in Atlanta, Ga., adds more than 90,000 sq. ft.
within the existing two facilities, resulting in a total of more than 200,000 sq. ft. of dedicated
healthcare space.

Reno, Nev.

The expansion in Reno, Nev., adds more than 55,000 sq. ft. to the existing facility totaling more
than 150,000 sq. ft. of dedicated healthcare space in the Reno area.

For more information on UPS's healthcare services, visit ups.com/healthcarelogistics.
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About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Expands Healthcare Network in Key
Locations Across North America
(Canada)

Mississagua, ON, February 05, 2013

Expansions latest in series of additions to global dedicated healthcare network

UPS (NYSE: UPS) today announced a significant expansion of its global healthcare
distribution network in five key markets in North America. Expanding locations
include facilities in Burlington, Ontario, Louisville, Ky., Mira Loma, Calif., Atlanta, Ga.,
and Reno, Nev. The new expansions add nearly 800,000 square feet (sq.ft.) to UPS's
global network of 37 dedicated healthcare facilities, which now total nearly six
million sq. ft. of distribution space.

This investment represents the most recent installment of UPS's ongoing commitment to serve
the distinctive needs of healthcare clients around the world. UPS announced the expansion of
its healthcare distribution network in the Asia-Pacific region in October 2012, with the opening
of three new facilities in Hangzhou China, Shanghai, China and Sydney, Australia.

Several industry trends are driving the expansion of UPS's global healthcare network, including
increasing globalization, complex regulatory oversight, heightened focus on outcomes and a
growing need for specialized healthcare services, such as temperature-sensitive solutions. The
latest expansions were driven by the growth of UPS's healthcare customers and the UPS global
healthcare strategy that supports customers as they grow and adapt to these trends.

"UPS is committed to investing in our global network and supporting industry demand to meet
customer needs for increased speed, flexibility and efficiency," said Bill Hook, vice-president,
global strategy, UPS Healthcare Logistics. "Our healthcare customers are creating value through
our broad network and single global technology platform."

UPS facilities meet all applicable government accreditations, licences and maintain geographic-
specific regulatory requirements, such as those of the Food and Drug Administration (FDA),
Drug Enforcement Agency (DEA) and Health Canada, among hundreds of others.

UPS Healthcare facilities offer distribution space with temperature and humidity-controlled
environments which help keep products in optimal conditions during storage. Each of the
expanded facilities is designed to serve the warehousing and distribution needs of
pharmaceutical and medical device manufacturers. Specifics of the expansions include:

CANADA - Burlington, Ontario

UPS has 11 dedicated healthcare facilities in Canada, including three on UPS's Burlington,
Ontario, logistics campus, which is located near three major international airports. With the latest
expansion of more than 200,000 sq. ft. to the Burlington campus, UPS now has nearly 600,000
sq. ft. of healthcare distribution space in this campus. All UPS healthcare Canada facilities are
strategically located to serve the Canadian market.

UNITED STATES

Louisville, Ky.

The latest expansion in Louisville, Ky., adds a new 225,000 sq. ft. facility to UPS's healthcare
distribution space in its flagship location, which already includes three buildings totalling more
than one million sq. ft. of dedicated healthcare space. UPS's Louisville healthcare campus is
strategically located near UPS's Worldport global air hub to provide next-day delivery for air
shipment orders received as late as 11 p.m., EST as well as UPS ground deliveries within two
days or less to 70 per cent of U.S. locations.

Mira Loma, Calif.

The expansion in Mira Loma, Calif., adds more than 220,000 sq. ft. to the existing facility,
resulting in a total of more than 350,000 sq. ft. of healthcare distribution space in this location.

Atlanta, Ga.

The addition of a new UPS healthcare facility in Atlanta, Ga., adds more than 90,000 sq. ft.
within the existing two facilities, resulting in a total of more than 200,000 sq. ft. of dedicated
healthcare space.

Reno, Nev.

The expansion in Reno, Nev., adds more than 55,000 sq. ft. to the existing facility totaling more
than 150,000 sq. ft. of dedicated healthcare space in the Reno area.

For more information on UPS's healthcare services, visit www.ups.com/healthcarelogistics.
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About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Expands Healthcare Network with
New Facilities in Asia, Europe, U.S. and
Canada

Atlanta, January 04, 2011

Increased Outsourcing, Global Partnerships Drive Growth for UPS Healthcare

UPS (NYSE: UPS) today announced a significant expansion of its global healthcare
distribution facility network to accommodate continued rapid growth in its
healthcare business. Driven by expanding relationships with healthcare companies
and an increasing trend toward outsourcing, the new facilities in Asia, Europe,
Canada and the United States bring to 30 the total number of global UPS healthcare-
dedicated facilities.

"We are seeing increased demand from healthcare manufacturers wanting more agile supply
chains. This clear industry trend is driving companies to look for more global solutions and
deeper supply chain partnerships," said Bill Hook, vice president, global strategy, UPS
Healthcare Logistics. "We have a robust pipeline of healthcare business and are continuing to
invest in this industry to meet the fast-evolving needs of our global healthcare customers."

The new facilities are located in Singapore; Venlo, the Netherlands; Burlington, Canada, and
Louisville, Ky., and bring the total amount of UPS dedicated healthcare distribution space to more
than 4 million square feet. These facilities are specially designed to meet the needs of
pharmaceutical, biotech and medical device companies.

They are configured to help manufacturers meet stringent and often-complex regulatory
requirements for healthcare products, provide flexibility for a changing business environment
and serve an increasingly global customer base.

With an influx of biologics and temperature-sensitive healthcare products coming into the
marketplace, UPS's healthcare facilities also include temperature sensitive capabilities to handle
the specialized storage and distribution needs of these high-value products.

Some specifics on each facility:

Singapore
Slated to open late first quarter of this year, UPS's healthcare operation in Singapore will consist
of a 43,000-square-foot regional distribution facility to serve the increasing number of
healthcare companies that are locating manufacturing operations in Asia. It will serve as an
import-export facility and is strategically located to access air and road networks.  

Capabilities will include cold chain capacity for products requiring temperature-sensitive storage
and distribution, as well as postponement services such as re-labeling and kitting.

Venlo
UPS's Venlo facility, also slated to open during the second quarter, will be the company's
second location in the Netherlands. The 245,000-square-foot facility is being added after UPS's
first facility in Roermond sold to capacity in less than nine months, demonstrating a surge in
demand for healthcare distribution services in Europe.

Strategically located near UPS's European air hub in Cologne, Germany, this fully compliant
facility will include controlled environments for temperature-sensitive storage and distribution.

Burlington
At 177,000 square feet, this building marks the 10th dedicated healthcare facility in Canada. This
is the second dedicated healthcare facility at UPS's Burlington, ON, logistics campus, which is
located near three major international airports.

Set to open in the second quarter, the Burlington facility is designed to meet all regulatory
compliance and quality assurance needs of healthcare products. The facility will provide
additional capacity to the current network of dedicated healthcare sites strategically located to
serve the Canadian market.

Louisville
The newest healthcare facility in Louisville, Ky., will open in the fourth quarter of 2011 and is
part of the company's existing healthcare campus totaling over 1 million square feet. The new
building is strategically located near UPS's Worldport global air hub to provide next-day delivery
for air shipment orders received as late as 11 p.m., as well as UPS ground deliveries within two
days or less to 70 percent of U.S. locations. This 144,000 square-foot facility also will include
temperature sensitive and vault storage capabilities.

For more information on UPS's healthcare services, visit www.ups.com/healthcare.
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UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 

Copyright © 1994-2014 United Parcel Service of America, Inc. All rights reserved.

Terms of Use Privacy Notice Your California Privacy Rights Trademarks UPS Code of Business Conduct

http://ups.com/
http://blog.ups.com/
http://pressroom.ups.com/RSS
mailto:kcole@ups.com
http://www.pressroom.ups.com/Press+Releases/Archive/2011/Q1/ci.UPS+Expands+Healthcare+Network+with+New+Facilities+in+Asia%2C+Europe%2C+U.S.+and+Canada.print
http://www.addthis.com/bookmark.php
http://www.pressroom.ups.com/
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Media+Kits
http://www.pressroom.ups.com/About+UPS
http://www.pressroom.ups.com/Media+Center
http://www.ups.com/tracking/tracking.html
http://www.pressroom.ups.com/Contact+Us
http://www.pressroom.ups.com/Site+Guide
http://www.ups.com/content/corp/web_site_terms.html
http://www.ups.com/content/corp/privacy_policy.html
http://www.ups.com/content/us/en/resources/ship/terms/california_privacy.html
http://www.ups.com/content/corp/trademarks.html
http://www.ups.com/content/corp/code_conduct.html


Browse By Topic

Browse By Date

Browse By Content Type

Browse By Language

Browse By Country

Events

To ask about this press release, contact:

Home Press Releases Archive 2013 Q1 UPS Expands Renewable Energy
Output at New Jersey Facilities

UPS Expands Renewable Energy Output
at New Jersey Facilities

Atlanta, February 19, 2013

Facilities Demonstrate Economically-Viable Solar Projects

Building on its commitment to increase the use of renewable energy resources in
the U.S. and throughout the world, UPS (NYSE: UPS) has invested in two solar power
projects at its distribution facilities in Parsippany and Secaucus, New Jersey that
showcase the business benefits of owning and operating sustainable energy
systems.

The 1.2 megawatt Parsippany project was completed in the fall of 2012 and the 1.2 megawatt
Secaucus project is planned for completion in the spring of 2013. The completion of these
projects will expand UPS's solar power generating capacity from 360 kilowatts to 2,760
kilowatts and will produce in excess of 3 million kilowatt hours of renewable energy per year.
The combined power produced from these projects is equivalent to providing electricity for more
than 300 homes annually.

Solar Power: A Viable Business Model

At UPS, investment in renewable energy production is subject to a rigorous evaluation for return
on investment. UPS has created a viable business model by developing, engineering,
purchasing, overseeing construction, and operating the solar panel arrays in-house. By utilizing
a direct ownership approach, UPS has uncovered valuable best practices to produce a strong
return on its investment in current and future developments. A typical model is to outsource roof
space for solar panels to a third-party in return for discounted energy rates for 20 years. UPS
decided to finance and build its own solar projects following a drop in solar panel installation
costs, continued improvements in the technology and the availability of supportive government
incentives.

"Federal and state government incentives encouraged our investments in solar energy
sources," said Steve Leffin, director of global sustainability at UPS. "We develop, engineer, own
and operate our solar capacity, which is a departure from contracted power-purchase
agreements in which a company pays a solar power provider for a set price of electricity for 20
years. Under this arrangement, we not only benefit at UPS, but can also help community power
grids by providing a hedge against possible energy price hikes during peak usage times."

New Jersey has established incentives for the generation of renewable power that can serve
as a catalyst for increasing overall business commitment to renewable energy. The state has
one of the nation's most progressive solar energy policies and is currently second in the U.S.
for total installed capacity of solar energy technology.

Community Energy Conservation

The UPS facilities will typically operate during off-peak hours, which allows a significant
proportion of the renewable electricity to flow back to the grid in what is known as net metering.
This can help to protect against peak demand periods for kilowatt hours which are historically
higher in the New York-Northern New Jersey area, especially during peak summer months. It
also means that utilities will need to purchase less energy from more expensive distant sources
to cover peak periods of demand.

UPS's Solar-Powered Footprint

UPS's initial venture into solar power development dates back to 2004 in Palm Springs,
California, where solar panels were installed and are still generating approximately 110
kilowatts of sustainable energy. Since 2010, at UPS's European regional air hub in Cologne,
Germany, the company has operated a rooftop solar farm that was commissioned by the airport
and is producing 1.2 million kilowatt hours of electricity per year. In 2011, UPS completed the
installation of a 250 kilowatt system on the roof of its Lakewood, NJ distribution facility.

For more information on UPS's sustainability initiatives, please review the company's 2011
Corporate Sustainability Report at responsibility.ups.com/Sustainability.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Expands UK Green Fleet Ahead of
London 2012 Games

London, February 08, 2011

UPS More Than Trebles Number of Electric Vehicles Deployed In London; Fleet To
Serve Key London 2012 Games Venues

UPS today announced the deployment of 14 purpose-built, electric vehicles,
increasing the size of its UK green fleet to 20.

Operating out of UPS's Camden and Barking facilities, the all-electric vehicles will form a key part
of the UPS fleet that will serve many of the host venues before, during and after the London
2012 Olympic and Paralympic Games. The new vehicles already sport the London 2012 logo
which can be seen on UPS's entire 3,600-strong UK fleet.

Twelve join UPS's existing fleet of electric vehicles, which have been operating out of the
Camden facility since 2009, while the remaining two vehicles extend the reach of the green
fleet, becoming the first to operate out of UPS's facility in Barking.

"With the London 2012 Olympic and Paralympic Games only eighteen months away, we are
very focused on reducing the carbon footprint of our delivery network in the capital. Over the
past few years, we have invested in technological improvements allowing us to expand our
electric fleet, such as installing extra charging units at our London facilities," commented Cindy
Miller, Managing Director UPS UK, Ireland & Nordics. "This is an important step in our continued
commitment to making our operations more sustainable."

Developed by British manufacturer Modec, this electric vehicle is one of the first of its kind to
effectively harness the power of modern, high energy batteries in order to meet the medium
range, high performance requirements of hard working, urban delivery vehicles. Each vehicle
can undertake around 60 miles on a 6 hour charge.

Globally, UPS has been utilising alternative fuel vehicles for more than 70 years. Most recently,
the company announced the purchase of 130 next generation hybrid electric vehicles (HEV) in
September 2010, adding to its growing alternative-fuel vehicle fleet in the US.

UPS already operates one of the largest private alternative-fuel fleets in the package delivery
industry - 1,949 in total. The fleet is deployed in eight countries besides the U.S. and has
travelled more than 185 million miles since 2000.

About UPS
UPS pursues a wide range of socially responsible and sustainable business practices designed
to reduce its impact on the environment and improve communities around the world. Learn more
about UPS's responsible business practices at www.ups.com/responsibility. 
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UPS Foundation Donating to
Humanitarian Relief, Road Safety
Initiatives

Atlanta, March 20, 2012

More Than $5.5 Million in Grants Awarded

UPS (NYSE: UPS) today announced the award of 18 grants by The UPS Foundation
totaling more than $5.5 million to non-profit organizations that promote community
safety through urgent humanitarian relief efforts and road safety initiatives.

The UPS Foundation is the philanthropic arm of UPS and leads its corporate citizenship
efforts. Sharing UPS's extensive knowledge of logistics, coupled with financial support through
grants, The UPS Foundation works with non-profits in the humanitarian relief space to enhance
their ability to prepare and respond to natural disasters.  

Additionally, The UPS Foundation creates innovative community safety partnerships with non-
profits to champion road safety. UPS is currently expanding it's safe driving program, UPS Road
CodeTM, which leverages UPS volunteers around the world to instruct teens and novice drivers
on safe driving techniques.

"UPS and The UPS Foundation are committed to promoting safety and prosperity by supporting
organizations that champion a variety of community safety initiatives," said Eduardo Martinez,
president of The UPS Foundation. "We are honored to apply our knowledge and command of
logistics to help others prepare for the unknown and create safer roads and communities."

The Foundation's humanitarian relief grants will support several organizations, including:

The American Red Cross will allocate grant dollars from UPS to their Annual Disaster Giving
Program and the support of both domestic and international relief efforts.

CARE USA received grants that support the continued implementation of commodity tracking
and supply chain unit development to manage their emergency relief efforts.

The Salvation Army will use grant dollars provided to fund a warehouse project in Haiti and
toward their Emergency Response Fund.

UNICEF's grant dollars will be used for their emergency fund, a Supply Chain Stock
Replenishment and Enhancement Program, and transportation initiatives.

United States Association for United Nations High Commission on Refugees (UNHCR)
received grants towards technology solutions that assist with equitable distribution of food
in refugee camps, a warehousing project in Africa and their Emergency Fund.

The World Food Programme (WFP) will use grants to support several initiatives including
Logistics Response Team (LRT) training and the Purchase for Progress program in the
Democratic Republic of Congo, an effort that leverages the WFP's purchasing power and its
expertise in logistics and food quality to offer smallholder farmers opportunities to access
agricultural markets.

Organizations supported by the road safety grants include:

The Boys & Girls Clubs of Canada will use grants to support the expansion of the UPS Road
Code program in Canada.

Johanniter-Unfall-Hilfe e.V. will apply funds to help establish the UPS Road Code program in
Germany.

The United Nations Decade of Action will leverage their grant award to support the rollout
phase of the Fleet Forum Fleet Safety Modular Driver Training program that is being
implemented in Africa.

UK Youth will leverage the grants to expand the UPS Road Code program in the United
Kingdom.

About The UPS Foundation
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Since its founding in
1907, UPS has built a legacy as a caring and responsible corporate citizen, supporting programs
that provide long-term solutions to community needs. Founded in 1951, The UPS Foundation is
responsible for leading the organization's philanthropy and corporate citizenship efforts. In
2011, UPS and its employees, active and retired, invested more than $93 million in charitable
giving around the world. The UPS Foundation can be found on the web at UPS.com/foundation.
To get UPS news direct, visit pressroom.ups.com/RSS. 
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UPS Foundation Grants $58,000 to Child
Welfare and Environmental
Organizations

Tokyo, November 21, 2011

The UPS Foundation, the charitable arm of UPS (NYSE: UPS), has donated $43,823 to a
foster group home, Kodomo no Sato, and $14,290 to the bamboo conservation group
Nihon no Take Fan Club.

Kodomo no Sato began its child welfare activities as a daycare center in Osaka in 1977. It was
certified for the Subsidized Project to Provide Daycare Facilities for Children in 1996 and as an
Osaka City family shelter in 2001. Since its establishment, Kodomo no Sato has provided 24/7
support for families in adverse circumstances. The facility now provides live-in accommodations
at the Kodomo no Sato Family Home. The grant will be used for children’s self-care projects,
support for homeless people, winter night patrols, and outdoor activities such as camping.

Nihon no Take Fan Club was established in 1999 to conserve bamboo forests nationwide and to
educate local communities on how to effectively utilize bamboo. Through various volunteer
activities, the organization has helped to energize local communities and encourage interchange
between cities and the countryside. The grant will be used to hold bamboo lantern festivals,
which are one of the ways the club is using to strengthen and maintain the relationship
between nature and the local community.

In addition to the donations, UPS has also supported both organizations with volunteer activities
- Kodomo no Sato since 2006 and Nihon no Take Fan Club since 2008. More than 1,300
volunteer hours have been donated to both groups since.

Masato Umeno, president of UPS Japan, said, "UPS has long been involved with both Kodomo
no Sato and Nihon no Take Fan Club as volunteers. Now we are greatly honored to be able to
contribute again through these grants. UPS will continue to support the community in various
means."

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Since its founding in
1907, UPS has built a legacy as a caring and responsible corporate citizen, supporting programs
that provide long-term solutions to community needs.

The UPS Foundation, now celebrating its 60th anniversary, is responsible for facilitating
community involvement to local, national and global communities. In 2010, UPS and its
employees, active and retired, invested more than $95 million in charitable giving around the
world. The UPS Foundation can be found on the web at UPS.com/foundation. To learn about
UPS's sustainability program and commitment to the environment, go to
www.ups.com/sustainability. 
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UPS Hails Landmark Drug Distribution
Safety And Licensing Legislation

Washington, November 18, 2013

Bipartisan Legislation Protects Healthcare Consumers, Establishes Federal
Standards to Strengthen Drug Supply Chain

UPS applauds Congress for passing legislation to enhance the safety of the nation's
healthcare supply chain and drug distribution network. The bill, which President
Obama is expected to sign, establishes the first-ever national standards and
requirements for pharmaceutical distribution providers.

"The Drug Quality and Security Act is a giant step forward for the safety of America's drug
distribution network and our supply chains," said Scott Davis, UPS chairman and CEO. "The
creation of uniform federal standards will reduce regulatory complexity, while the addition of
track-and-trace measures will add transparency and accountability."

"This legislation protects consumers from the threat of counterfeit pharmaceuticals, and I want
to thank members of Congress for working toward a comprehensive, bipartisan solution. This is
proof that we can still accomplish great things in Washington. Our nation's supply chain is
stronger and safer than ever before thanks to the work of Senators Michael Bennet and
Richard Burr and Representatives Bob Latta and Jim Matheson."

In addition to the bill's sponsors,Health, Education, Labor, and Pensions Committee Chairman Tom
Harkin (D-IA), Ranking Member Lamar Alexander (R-TN), Energy & Commerce Committee
Chairman Fred Upton (R-MI), Ranking Member Henry Waxman (D-CA), and former Energy &
Commerce Chairman John Dingell (D-MI) also played a leading role in championing the legislation.

As a member of the Pharmaceutical Distribution Security Alliance (PDSA), a coalition of more
than 25 stakeholders spanning the pharmaceutical supply chain, UPS pushed for high national
standards to enhance safety and leverage technology that can adapt to the pace of modern
delivery networks.

"Working with our customers and drug supply chain stakeholders, UPS is proud to be a part of
this historic effort," Davis said. "Together, we've raised the bar for safety in every state."

About UPS
UPS (NYSE:UPS) is a global leader in logistics, offering a broad range of solutions including
transporting packages and freight; facilitating international trade, and deploying advanced
technology to more efficiently manage the world of business. Headquartered in Atlanta, UPS
serves more than 220 countries and territories worldwide. The company can be found on the
web at ups.com® and its corporate blog can be found at blog.ups.com. To get UPS news direct,
visit pressroom.ups.com/RSS. 

Copyright © 1994-2014 United Parcel Service of America, Inc. All rights reserved.

World of News
Find news
where it happens

Explore Now»

Related Content

Terms of Use Privacy Notice Your California Privacy Rights Trademarks UPS Code of Business Conduct

P r e s s r o o m
Press Releases Media Kits About UPS Media Center

Contact Us UPS Quicklinks  

http://pressroom.ups.com/
http://www.pressroom.ups.com/Contact+Us
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Media+Kits
http://www.pressroom.ups.com/About+UPS
http://www.pressroom.ups.com/Media+Center
http://www.pressroom.ups.com/Sign+Up+for+Email+Updates
http://feeds2.feedburner.com/upsnews
http://pressroom.ups.com/About+UPS/Ongoing+Education+Archive/Follow+UPS+on+Twitter
http://www.pressroom.ups.com/World+of+News
http://www.pressroom.ups.com/
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Press+Releases/Archive
http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q1
http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q4
http://www.ups.com
http://blog.ups.com
http://pressroom.ups.com/RSS
mailto:karaross@ups.com
http://www.pressroom.ups.com/Press+Releases/Archive/2013/Q4/ci.UPS+Hails+Landmark+Drug+Distribution+Safety+And+Licensing+Legislation.print
http://www.addthis.com/bookmark.php
http://www.pressroom.ups.com/
http://www.pressroom.ups.com/Press+Releases
http://www.pressroom.ups.com/Media+Kits
http://www.pressroom.ups.com/About+UPS
http://www.pressroom.ups.com/Media+Center
http://www.ups.com/tracking/tracking.html
http://www.pressroom.ups.com/Contact+Us
http://www.pressroom.ups.com/Site+Guide
http://www.ups.com/content/corp/web_site_terms.html
http://www.ups.com/content/corp/privacy_policy.html
http://www.ups.com/content/us/en/resources/ship/terms/california_privacy.html
http://www.ups.com/content/corp/trademarks.html
http://www.ups.com/content/corp/code_conduct.html


Browse By Topic

Browse By Date

Browse By Content Type

Browse By Language

Browse By Country

Events

Home Press Releases Archive 2011 Q1 UPS Manager in Omaha Honored for
Outstanding Community Service

UPS Manager in Omaha Honored for
Outstanding Community Service

Atlanta, February 24, 2011

Terry Brown Selected From Among 14 Other Finalists

UPS has awarded Terry Brown of Omaha, Neb., the Jim Casey Community Service
Award, the company's top honor worldwide for community service.

Brown, a UPS human resources manager, was recognized for his long-standing commitment to
service in the Omaha community, where he donates more than 60 hours a month of volunteer
service to local non-profits.

Brown's dedication to service began when he personally experienced the impact and
importance of the Ronald McDonald House(RMH). Brown's son, Dallas, was born with severe
health problems and as an infant needed to travel to St. Louis for a heart transplant. For the next
two months, Brown lived in a Ronald McDonald House so he could be by his young son's side.
Fifteen years later, Brown still has not forgotten what RMH did for his family. Today, Brown
cooks meals at RMH in Omaha once a month.

"I don't know what I would have done without the RMH," Brown explains. "As soon as I got
back home, I looked to see if there was a RMH in Omaha and asked how we could help." In
addition to the RMH, Brown, his son, Dallas, and the rest of his family have been very active in
several other organizations in the Omaha area. These organizations include the Open Door
Mission, an organization that strives to break the cycle of homelessness and poverty; the
Victory Boxing Club, an organization that works with area youth; Embrace the Nations, an
organization that helps refugees adapt to life in America, and the local chapter of the NAACP.

The Jim Casey Community Service Award winner is chosen annually from individuals nominated
by UPS's global workforce of more than 400,000 employees. Finalists are selected from the
nominations and a winner chosen by a panel of UPS employees, UPS retirees and community
leaders. Established in 1995 and named in honor of UPS founder Jim Casey, the Casey Award
recognizes outstanding community service, a hallmark of UPS's corporate legacy and
commitment to social responsibility. In addition to the honor of recognition, the winner also
receives a $10,000 grant for the charity of their choice.

"Terry's work in the community is a great example of the commitment to service that we
champion at UPS," observed UPS Chairman and CEO Scott Davis. "We recognize at UPS that
volunteerism not only helps make us a stronger and more successful company, but also helps
support the communities in which we operate. Terry's commitment to community involvement is
an inspiration to us all."

Other UPS employees considered finalists for the Casey Award include:

Craig Arnold, director of business development, who traveled to Haiti in the days after the
earthquake there to assist the Salvation Army with relief efforts.

Jose Carro, a UPS Supply Chain Solutions (SCS) warehouse employee, works with the
Miami Medical Team Foundation (MMTF), which assists refugees in Nicaragua. Carro
manages its warehouse for medical supplies and regularly travels on missions with the
organization.

Steven "Tommy" Cundiff, a UPS SCS warehouse employee, volunteers and raises funds for
the World Missions Outreach, an organization that feeds and distributes clothing to mothers
and their children in Nicaragua.

Tracy DeCesare, a customer technology manager, donates her time and energy to Eva's
Village, the most comprehensive anti-poverty organization in the state of New Jersey.

Lee Chi Hang Harry, human resources supervisor, who has volunteered with Hong Kong's
Saint John Ambulance Brigade for the past 22 years.

Andreas Kinon, a package center manager, for his service to the Youth Welfare Center in
Augsburg, Germany, which focuses on helping troubled young people succeed despite their
past difficulties.

Garry Kron, part-time supervisor, who uses bowling to raise money for youth scholarships
and to support American veterans through the Bowlers to Veterans Link.

Mark Lennon, a tractor driver, whose involvement and fundraising with the Benton House, a
Chicago day camp, helped prevent the valued camp from closing its doors.

Nathaniel Lester, a small package and tractor service employee, who founded Invest in Our
Children, Inc. (IIOC), a Miami nonprofit that provides youth development services.

Jana McElhattan, The UPS Store franchise consultant, for her work on the board of
Neighbors Along the Line, a nonprofit organization in Tulsa, Okla., which provides
communities with libraries, free medical centers, food pantries and free GED and literacy
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Ronna Branch
UPS Public Relations
404-828-4393

programs.

Charlie McIntyre, information technology director, who volunteered in Haiti in the aftermath of
the earthquake, as well as in Jamaica where he cooked meals and built wheelchairs for
impoverished citizens.

Tina Moser, senior business analyst, whose efforts in the American Cancer Society's (ACS)
Relay for Life (RFL) has raised almost $50,000 for the organization. She also works with the
Making Strides against Breast Cancer.

Dominique Mosley, human resources supervisor, for his dedication to 100 Black Men of
Louisville, The Collegiate 100 at the University of Louisville, Peace Education and Girls on the
Run.

John Sebastian, UPS Freight senior manager of information services, for his work with
Hands on Greater Richmond, where he has donated more than 1,000 hours of service.

About UPS
Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs. Founded in 1951, The
UPS Foundation, which celebrates its 60th anniversary in 2011, is responsible for facilitating
employee involvement in the local, national and global communities. In 2010, UPS and its
employees, active and retired, invested more than $95 million in charitable giving around the
world. The UPS Foundation can be found on the web at UPS.com/foundation. To get UPS news
direct, visit pressroom.ups.com/RSS. 
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UPS Names Scott Wicker First Chief
Sustainability Officer

Atlanta, March 16, 2011

Scott Wicker, UPS's vice president of corporate plant engineering, has been named
the company's first Chief Sustainability Officer.

"The creation of the new post recognizes the expanding scope of UPS's sustainability actions,
as well as its strategic importance," said UPS Chief Operating Officer David Abney, to whom
Wicker will report. "The long-term success of our company absolutely requires a balance of the
environmental, economic and social aspects of the business. Sustainability encompasses all of
those areas."

Wicker already has been deeply involved with the advancement of sustainability at UPS,
establishing a dedicated engineering group that manages global sustainability data for reporting
and also leads internal environmental initiatives. His team oversees a cross-functional
Sustainability Working Committee that establishes key performance indicators and goals for the
company. Wicker also is a member of the Corporate Sustainability Steering Committee, which
includes six members of the UPS's Management Committee executives, the top tier of the
company's management structure.

An electrical engineer, Wicker has been with UPS for 34 years, starting out as a package loader
and then advancing through UPS's engineering ranks.

"The discipline and systematic analytics we use in engineering are extremely valuable when
devising internal sustainability programs," Wicker noted. "Quantitative methodology ensures that
our sustainability programs measure impact and keep us moving toward continuous
improvement."

UPS has taken a lead in advancing standardized reporting guidelines for the logistics and
transportation industry. The company has been engaged with the Carbon Disclosure Project, the
World Resources Institute, The Global Reporting Initiative and others in this area.

UPS also has set aggressive goals in reducing carbon emissions in its air and ground fleet,
promoting fuel and energy conservation, investing in alternative fuels and technology and
leveraging technology to reduce the miles the company flies and drives. UPS also leads the
industry in philanthropy, with charitable contributions of more than $97 million annually and
employee volunteerism totaling more than 1.2 million hours annually. Its metrics, goals, annual
sustainability reports and achievements can be found at www.responsibility.ups.com.

"My role is to ensure that UPS continues to lead the industry in sustainable business practices;
to introduce innovative, environmentally-responsible products to our customers, and to
encourage employee engagement in the communities where they live and work," said Wicker.
"It's an honor to be appointed to this new position."

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Officially Opens Hangzhou
Healthcare Facility As Part Of Global
Expansion

Hangzhou, China, May 30, 2013

Brings Best Practices, Industry-leading Technologies, Innovative Solutions and
Expertise to Customers in China

UPS officially opened its new healthcare facility in Hangzhou, Zhejiang Province,
China, a move that represents a significant expansion of its Asia healthcare
distribution network. The state-of-the-art facility has industry-leading technology to
maintain product safety and integrity and is designed to offer seamless, global
solutions to healthcare companies looking to expand into, transport within, and
export from China.

China recently was voted the market with the most expansion opportunities by healthcare
industry executives who were surveyed for UPS's fifth annual "Pain in the (Supply) Chain"
study. The global survey of senior executives provides insights into issues and opportunities in
the industry.

"China represents one of the most important markets for UPS and our customers," said Jim
Barber, UPS International President. "To capture this growth of consumer demand in healthcare,
as well as increase presence in China, we are investing in bringing the best-in-class solutions
to our customers."

UPS partnered closely with local governments to develop information technologies crucial to
product integrity, safety and security. Additionally, all UPS healthcare customers have access to
its global IT platform, which provides product visibility during the entire supply chain journey.

The high-tech Hangzhou facility consists of 22,000 square meters of dedicated healthcare
space, and is designed to meet the specific storage and distribution needs of pharmaceutical
companies. Staffed by a dedicated on-site Quality Assurance team and boasting a fully-
automated product tracking system, the Hangzhou facility provides innovative and customizable
solutions to meet specific client needs.

With this facility, UPS aims to introduce a new and efficient business model into the Chinese
market. This model is designed to reduce costs in the supply chain, negating the need for
healthcare companies to build and invest in their own distribution warehouses.

"With many healthcare companies demanding rigorous supply chain solutions in China, we are
seeing increasing opportunities," said Richard Loi, president of UPS China. "The UPS Hangzhou
facility, along with our existing Shanghai medical device facility, will speed products to key
markets within China, and underscores UPS's commitment to strengthening our China network."

Joining UPS at the opening ceremony is MSD, a global healthcare leader that is known as Merck
in the United States and Canada. MSD, an innovator in healthcare, is the first company in the
UPS Hangzhou Healthcare Facility.

"Many global companies are establishing a presence in Hangzhou and we are pleased to have
worked with UPS to raise the standards of healthcare in China," said Zhao Liming, vice
governor of Xiaoshan District. "The logistics infrastructure and expertise they bring certainly
helps strengthen Hangzhou's position as a major healthcare transportation hub."

A Global Healthcare Approach

Earlier this month, UPS was awarded the International Standardization Organization (ISO)
13485:2003 and ISO 9001:2008 certifications recognizing its quality management system across
its global healthcare logistics network. The ISO sets global specifications across industries so
they are more effective and efficient. This is beneficial in emerging markets, with a growing
healthcare industry, to ensure quality management best practice."

"Our ISO certification substantiates UPS's commitment to quality on a global scale," said Craig
Foster, senior vice president, supply chain and healthcare logistics, UPS Asia Pacific Region.
"Our dedicated healthcare facilities in the APAC region enable comprehensive and compliant
services to customers in the pharmaceutical, biotech and medical device industries."

The opening of the Hangzhou facility is part of global healthcare expansion strategy. UPS
opened its first Asia healthcare facility in Singapore in 2011, and followed rapidly with the
opening of three additional facilities in the third quarter of 2012, located in Hangzhou and
Shanghai, China, and Sydney, Australia. This year, UPS announced its intent to acquire a
European healthcare company, and expanded five existing North American facilities.

UPS delivers value to healthcare companies through a broad portfolio of specialized freight and
small package transportation and distribution services in Asia and around the world. UPS's
global healthcare network is made up of 41 dedicated healthcare facilities encompassing
595,000 square meters and offers services such as temperature-sensitive handling,
geographic-specific regulatory compliance, monitoring and security, kitting and labeling, as well
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as order management and accounts receivable. UPS helps healthcare manufacturers meet
stringent and often complex regulatory requirements, provides flexibility for a changing business
environment and reliably serves an increasingly global customer base.

For more information on UPS's healthcare services, visit www.ups.com/healthcarelogistics.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Partners with Feed the Children to
Deliver Community Support in Cebu

Cebu, December 19, 2011

UPS Philippines employees in Cebu rolled-up their brown sleeves to continue
delivering more than logistics know-how during the company's 9th annual Global
Volunteer Month. Eighty UPS employees and their families delivered nearly 400
volunteer hours during a two-day tree-planting activity in Barangay Toong, Cebu
City, last October 22 and 23, 2011.

The environmental effort was jointly conducted with local non-government organization Feed
the Children, as well as with representatives from the Department of Environment and Natural
Resources (DENR) and Guadalupe Elementary School.

Expected to provide a variety of benefits to the local community, including improved air and
water quality, some 500 tugas, narra, and talimboy seedlings were planted in an area measuring
700 square meters.

"UPS's assistance to Feed the Children stems from its commitment toward continued social
investment and the promotion of sustainable development," said Tim Gohoc, managing director
of UPS Philippines. "Providing resources for our children is only one step in protecting their
welfare and fostering hope. It is through our partnerships that we continue to work toward
creating profound and long-term impact in communities."

In Cebu, the tree-planting activity is part of a larger partnership of UPS with Feed the Children,
which aims to respond to the various needs of underprivileged Filipino children. Feed the
Children is also the recipient of a US$ 22,000 sponsorship grant from The UPS Foundation, with
the local organization using the endowment to promote financial literacy and provide education
for out-of-school youth, particularly in dressmaking and computer literacy.

UPS's Global Volunteer Month is only one of the many examples of the company's long-standing
commitment to volunteerism. Since its founding in 1907, UPS has built a legacy as a responsible
corporate citizen. Whether through involvement with The UPS Foundation, United Way, or
volunteerism, UPS provides support to programs that address social and community issues,
including economic and global literacy, environmental sustainability, nonprofit effectiveness,
diversity and community safety.

About The UPS Foundation
The UPS Foundation, currently celebrating its 60th anniversary, is responsible for facilitating
UPS involvement in local, national and global communities. In 2010, UPS and its employees,
active and retired, invested more than $95 million in charitable giving around the world. The UPS
Foundation can be found on the web at UPS.com/foundation. To get UPS news direct, visit
pressroom.ups.com/RSS. 
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UPS Pioneers Aviation Safety, Implements
New Fire-Resistant Shipping Containers

Louisville, KY, July 22, 2013

Industry-Leading Devices Able to Contain Intense Fires for More Than Four Hours

Research became a reality when UPS placed an industry-first order for 1,821 fire-
resistant shipping containers. The implementation of these unit load devices (ULDs)
represents a milestone in aviation history, offering unprecedented protection from
intense fires. Delivery of the new containers will begin this September and is
expected to be complete by early 2014.

“These containers are a game changer, both for UPS and the industry as a whole,” said UPS
Chief Operating Officer David Abney. “They represent a quantum leap forward in safety, an
area where UPS places the highest emphasis.”

“Fire onboard an aircraft has long been a top concern for the National Transportation Safety
Board,” said NTSB Chairman Deborah A.P. Hersman. “We commend UPS for implementing this
real-world solution that addresses our recommendations.”

The containers are built with a revolutionary new panel material, MACROLite, a fiber-reinforced
plastic composite similar to the material used in ballistic body armor. Burn testing conducted by
UPS and the Federal Aviation Administration (FAA), and observed by the NTSB, has shown that
a ULD with MACROLite panels can contain a fire with a peak temperature of 1,200 degrees
Fahrenheit for more than four hours. That time frame would give a flight crew ample time to land
safely in the event of an in-flight fire.

“We have tested these containers in the laboratory and in live operations. They will enhance
safety and increase durability, and they are lighter, which will reduce fuel burn and supports
our ongoing sustainability efforts,” said UPS Airlines President Mitch Nichols.

The new containers are the most visible in a series of fire safety enhancements recommended
by the UPS-Independent Pilots Association Safety Task Force. Working through that group, UPS
has also implemented the following safety enhancements:

Fire containment covers for cargo pallets: UPS has purchased 575 of the covers,
which can contain a 1,200-degreefire for four hours. 
Quick donning, full-face oxygen masks for pilots: UPS is installing these masks, which
can be put on with one hand in three seconds, throughout its air fleet by the end of
2014.
The Emergency Vision Assurance System (EVAS) for pilots: UPS has completed
installation of this inflatable cockpit vision system on our 747-400 fleet. The system
enables pilots to see their instruments and out of the front window when smoke is
present.

“Fire safety is an industry-wide matter,” said Captain Houston Mills, UPS Airlines Director of
Safety. “We are proud to devise solutions that will set a new standard in transportation all over
the world.”

For more information on UPS fire safety advancements, watch the video from David Abney at:
pressroom.ups.com/.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Ranks as a Global Leader in Global
Sustainability and Technology

Atlanta, September 16, 2013

UPS (NYSE: UPS) has once again been recognized for its leadership in the areas of
sustainability and technology.

For the third year in a row, UPS secured a top position on the CDP's global Climate Disclosure
Leadership Index (CDLI). UPS ranked in the top five percent of companies measured, with a
score of 99 out of 100. The CDP, formerly known as the Carbon Disclosure Project, works with
its shareholders, customers and governments to measure and disclose environmental
information. UPS has been recognized for this achievement since 2008.

The Dow Jones selected UPS for its Dow Jones Sustainability World Index, placing the
organization among the top 10 percent of sustainability performers out of the 2,500 companies
in the Dow Jones Global Total Stock Market Index. Companies are selected based on a
comprehensive assessment of long-term economic, environmental and social criteria, as well as
industry-specific sustainability trends. This marks the ninth consecutive year that UPS has been
selected for the North America Index.

InformationWeek published its annual ranking of the top 500 innovative companies and ranked
UPS #45. The ranking tracks the IT practices of the nation's most innovative IT organizations,
providing an opportunity to understand and examine the business practices across core areas
of operations.

For more information, visit the UPS Pressroom at: www.pressroom.ups.com.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions for the
transportation of packages and freight, including innovative delivery options for the global
consumer market; the facilitation of international trade, and the deployment of advanced
technology to more efficiently manage the world of business. Headquartered in Atlanta, UPS
serves more than 220 countries and territories worldwide. The company can be found on the
Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS news direct,
visit pressroom.ups.com/RSS. 
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UPS Strengthens China's Supply Chain
and Healthcare Logistics Offering with
New Appointment

Shanghai and Singapore, August 14, 2012

Newly Created Position to Support Growing Supply Chain and Healthcare Logistics
Business in China

As part of its strategy to strengthen UPS's supply chain and healthcare practice in China and
around the Asia Region, UPS today announced it will create a new position to oversee all
aspects of the supply chain and healthcare logistics product line in China.

Bernard Jiang is promoted and appointed as China Supply Chain and Healthcare Logistics
director. In this role he will oversee operations that include warehousing, supplier and ground
freight management, as well as the management of UPS China's network of more than 100 field
stocking locations across China that support UPS's post sales (service part logistics) product
line. Jiang will also direct the supply chain solutions, development and implementations teams in
China. Based in Shanghai, Jiang will report to Craig Foster, senior vice president, Supply Chain
and Healthcare Logistics, Asia Pacific Region.

In addition to Jiang's appointment, UPS has added additional dedicated professional resources to
support supply chain and healthcare logistics solutions and implementations in China. The
strengthened China supply chain solutions coupled with the strength of UPS's global and
regional solutioning capabilities enhances UPS's ability to offer local expertise and insights to its
customers – such that they can benefit from greater visibility in their overall supply chain
mechanics to support growth and efficiencies.

"UPS continues to build resources and capabilities in our supply chain and healthcare logistics
practice both globally and within Asia specifically. The strengthening of UPS's supply chain and
healthcare practice in China gives UPS customers the ability to have more visibility and control
over their entire supply chain. Adding additional supply chain resources will support our
customers as they enter or expand their operations in China, within Asia or globally," said
Foster. "This is a continued extension of UPS Asia Pacific contract logistics support that has
seen global and local companies through many successful years in their Asia Pacific growth."

Jiang joined UPS China as a solutions specialist in 2005 when the company became a fully
owned subsidiary of UPS and quickly moved up the ranks through the years. He was promoted
to assistant solutions manager in 2006 and promoted again in 2007 to contract logistics
manager. In 2011, he was promoted to senior manager for the contract logistics and domestic
transportation network.

As we continue to grow our supply chain and healthcare logistics network and business in
China, we need someone experienced on the ground who is well versed with the local
landscape but also connected to UPS's network of global and regional professional supply chain
solutions and resources," said Foster. "This will ensure our operational solutions function at the
highest level and exceed customer expectations. Jiang will ensure supply chain value to our
customers in China and we are glad to promote him to this newly created position."

Jiang holds a bachelor degree in International Business and a diploma in Law from Shanghai
Institute of Foreign Trade.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Supports Canadian Communities
with Grants Totalling More Than
US$200,000

Mississagua, ON, September 07, 2011

By the end of the summer, The UPS Foundation will have provided more than
US$200,000 to charitable organizations across Canada. One of the recipients,
Volunteer Canada, received a US$100,000 grant, which will provide much-needed
support for multiple facets of their organization.

Volunteer Canada is the national voice for volunteerism in Canada. Since 1977, the agency has
been committed to supporting volunteerism and civic participation through national initiatives and
by engaging in research and training across the country. The grant will be welcomed support
as Volunteer Canada develops a model detailing how to establish a local volunteer centre and
launch a volunteer centre training network. Volunteer centres are crucial to the participation and
success of volunteer initiatives across the country.

"This grant is a good fit for us because volunteering is at the core of UPS's values. It is part of
our legacy," says Mike Tierney, UPS Canada president and chair of Volunteer Canada's
Corporate Council on Volunteering, comprised of more than 20 corporate leaders committed to
advancing the cause of volunteering in Canada. "Giving back to the communities where we live
and work is a top priority for UPS. If we can help Volunteer Canada promote the benefits of
volunteerism to individuals and organizations alike, then we are happy to support them in any
way we can."

UPS employees have a strong relationship with Volunteer Canada. Most notably, Tierney, along
with the other members of the Corporate Council on Volunteering, last year pledged more than
800,000 hours of employee volunteer time for an initiative called Power of the Hour. In
partnership with Volunteer Canada and Getinvolved.ca, Power of the Hour is a national online
campaign challenging Canadians to commit two million volunteer hours in 2010. The Council
reached their goal within three months of the launch.

"I would like to thank UPS for its continued support of Volunteer Canada and commend the
company for its strong commitment to the cause of volunteerism," says Ruth MacKenzie,
president & CEO of Volunteer Canada. "Volunteer centres play a vital role supporting Canada's
12.5 million volunteers and the generous contribution by UPS will help build healthy, sustainable
communities across the country."

Some other grants distributed by The UPS Foundation in Canada in 2011 include:

On May 5, twenty UPS employees participated in the Habitat for Humanity (H4H) Women's Build
in Toronto and brought with them a US$10,000 grant to cover the participant fees. All funding
received from the build went directly to building materials for homes for families in need. H4H
mobilizes volunteers and community partners in building affordable housing and promoting home
ownership as a means to breaking the cycle of poverty.

On May 11, Odd Squad Productions (OSP) accepted a US$9,733 grant to go towards an edit
suite, which will produce high-quality productions and internet broadcast capabilities to support
thousands of youth in isolated towns across Canada. OSP produces internationally acclaimed
award-winning documentaries, illustrating real-life stories of the pitfalls of drug use and abuse.
The organization uses these films as educational tools for youth. OSP received an additional
US$5,000 grant to be used towards their annual premier fundraising event, the OSP Gala which
took place in June.

On June 1, Eagle Ridge Hospital Foundation was presented with a grant of more than US$5,000
at the UPS facility in Fraser Valley, B.C. The funds are allocated to produce an updated video for
volunteer recruitment and training to inspire recruiters and volunteers, who play a vital role in
the care of patients and their families. 

On June 8, Canuck Place Children's Hospice accepted a US$9,590 grant at the UPS Coastal
Centre in B.C. to purchase two medical beds. Canuck Place offers a comprehensive continuum
of care to children and teens with life-threatening illnesses and their families, free of charge.

On June 30, YMCA in Fredericton, NB, received a US$50,000 grant to cover the cost of much
needed equipment in the Early Childhood Development Centre. This equipment will be used to
enhance its community programming. It is the largest grant the city of Fredericton has received
from The UPS Foundation!

On July 13, Meal Exchange accepted a $15,055 US grant at the UPS Toronto facility. Meal
Exchange is a youth-driven charity organized to address local hunger by mobilizing the talent
and passion of students. The grant will be used towards the Trick or Eat food drive, as
costumed youth will collect donations of non-perishable food items instead of candy on
Halloween. Support of this initiative will help Meal Exchange improve volunteer management,
leadership development and build its technological capacity.

UPS's grant program highlights the company's philosophy of striking a balance between financial
contributions and hands-on volunteer hours. Organizations are nominated for grants by UPS
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employees and must have benefited from 50 hours of hands-on volunteering from UPS
employees to qualify. UPS Canada employees volunteered over 19,000 hours to more than 260
charitable organizations across Canada in 2010.

About The UPS Foundation
UPS (NYSE: UPS) is the world's largest package delivery company and a global leader in supply
chain and freight services. Since its founding in 1907, UPS has built a legacy as a caring and
responsible corporate citizen, supporting programs that provide long-term solutions to
community needs. UPS promotes community involvement through its ongoing volunteerism and
grant programs, environmental sustainability and corporate philanthropy. In 2010, UPS's
charitable contributions totaled nearly $44.6 million and UPS employees and their families
contributed more than 1.2 million hours of volunteer service. The company can be found on the
web at UPS.com. To get UPS news direct, visit pressroom.ups.com/RSS. 
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UPS Survey: Global Healthcare Execs
Face Risks with Complex Changes Ahead

Atlanta, August 08, 2011

Concerns Around Intellectual Property Protection, Competition and Healthcare
Reform Loom

Healthcare executives in the U.S., Europe and Asia are seeing both risks and
opportunities as the pace of change in the healthcare industry accelerates globally,
according to a new UPS survey.

Facing unprecedented demands to reduce costs, keep up with fast-changing regulatory
requirements and ramp up innovation in the age of patent expirations and increased competition,
executives are making investment plans and looking to protect their intellectual property and
market share.

A focus on intellectual property protection emerged as a global healthcare industry priority, cited
by 43 percent of respondents as a top business concern. Patent expirations also ranked high
among pharmaceutical and biotech company concerns, cited by 43 percent of these
respondents.

The No. 1 business concern for healthcare executives globally is change in healthcare
legislation/reform, cited by 52 percent of respondents, followed by increasing regulations at 48
percent. Among U.S. companies, concerns around reform have risen since 2010, with 60
percent reporting concern in 2011 versus 55 percent last year.  Changes in healthcare
legislation/reform also was cited as the greatest perceived barrier to providing quality and
affordable healthcare by 47 percent of respondents.

The annual survey, known as the UPS "Pain in the (Supply) Chain" survey, questioned senior-
level healthcare supply chain executives at pharmaceutical, biotech and medical device
companies in the U.S., Europe and Asia. Now in its fourth year, the survey was conducted by
TNS and expanded globally for the first time in 2011.

Amidst industry pressures and change, healthcare executives also are focused on investing in
their supply chains to increase their competitiveness. Technology investments ranked as the No.
1 strategy, with 86 percent of respondents reporting that they would invest in new technologies
over the next three to five years. Tapping into new global markets was the second top strategy
for increasing competitiveness, with 81 percent of respondents reporting plans to expand in
new areas in the next three to five years.

"Change is the only constant in healthcare today and it is happening on a global scale, driven by
factors such as cost, regulatory pressures and global expansion," said Bill Hook, vice president,
global strategy, UPS Healthcare Logistics. "Going forward, companies have to find new ways
to innovate and adapt to rapid market changes and this is where the supply chain plays a pivotal
role. UPS helps healthcare companies leverage logistics to do things such as expand into new
markets faster, implement greater supply chain efficiencies and improve the customer
experience, leading to competitive advantages."

Global trends

Healthcare companies remain heavily focused on global expansion, with the top five markets for
growth cited as the U.S., China, India, Japan and Brazil. Interestingly, companies in Asia are
more focused on global expansion than those in the U.S., with 75 percent of healthcare
executives in Asia having recently expanded into new global markets to increase their
competitiveness versus 58 percent in the U.S.

Several other interesting differences arose between regions. When asked about business
concerns, only 30 percent of U.S. company respondents had concerns about increasing
competition versus 51 percent in Asia. Around the issue of intellectual property protection, 50
percent of companies in Asia reporting concerns versus only 34 percent in Europe.

There were other key differences in supply chain concerns as well. Companies in Asia were
much more concerned about product security as a supply chain issue, with 71 percent
reporting high concern versus 53 percent in the U.S. and 51 percent in Europe. Product damage
and spoilage was a much larger issue of concern in Asia and the U.S. than in Europe, with 70
percent and 67 percent of Asian and U.S. companies, respectively, reporting concerns versus
only 27 percent in Europe.

Supply chain pains

With extended supply chains due to globalization and the introduction of more specialized
products into the marketplace, concerns over regulatory compliance, product integrity and
security all remain at the top of supply chain concerns again this year. 

Regulatory compliance is the No. 1 supply chain concern cited by 73 percent of respondents.
Product security was cited as a concern by 61 percent and product damage / spoilage by 56
percent. Managing supply chain costs came in second overall, with 64 percent of healthcare
executives rating this as a top supply chain concern.
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To ask about this press release, contact:
Rebecca Harbin
MS&L
404-870-6825

Karen Cole
UPS Public Relations
404-828-8821

Comparing year-over-year trends, companies remain highly concerned about the issue of
supply chain cost management but report limited success in addressing this issue. Only 42
percent of global executives surveyed in 2011 reported success in supply chain cost
management. In the U.S., however, companies appear to be getting better at cost management,
with 53 percent of U.S. executives reporting success in this area in 2011 versus 44 percent in
2010.

For more information on these findings and to download an executive summary of survey
results, visit pressroom.ups.com/healthcare.

# # #

Editor's note: Survey Methodology 

The UPS Pain in the (Supply) Chain survey was a blind, in-depth phone survey conducted by
TNS on behalf of UPS of approximately 250 companies in the U.S., Europe and Asia. Qualified
respondents were senior-level decision makers responsible for supply chain and logistics in the
pharmaceutical, medical device and biotech industries.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Survey: Healthcare Execs in Asia
Concerned About Increasing Competition

Singapore, October 12, 2012

China, India Among Top Global Healthcare Expansion Destinations 

Amidst the changing healthcare landscape in Asia brought by global economic
challenges, increasing competition emerged as the top business concern of
healthcare executives in Asia, according to the UPS 2012 "Pain in the (Supply) Chain"
healthcare survey.

"More than half of Asia's healthcare decision makers surveyed have said that increasing
competition is their top concern," said Lim Bee Koong, director, Healthcare Strategy, Asia Pacific
Region. "Companies need to innovate and adapt to a fast-changing market if they want to
become market leaders and this is where the supply chain plays an essential role. UPS helps
healthcare companies leverage logistics for their evolving needs, and a nimble supply chain
gives them a competitive advantage."

 Now in its fifth year running, the UPS 2012 "Pain in the (Supply) Chain" survey, conducted by
TNS, reflects the views of senior-level healthcare supply chain decision makers in the
pharmaceutical, biotech and medical device and supply industries. This is the second year in
which Asian decision makers provided a significant voice, with one-third of the respondents
coming from China, India and Singapore, reflecting the growing importance of the healthcare
industry for UPS.

Top Healthcare Expansion Destinations in Asia

Decision makers in Asia are heavily focused on global expansion in the next three to five years
(88%), while other top investment strategies include increasing usage of new distribution
channels (77%) and new technologies (71%).

There is a significant jump in planned technology investments in Asia, with 66% of those
surveyed planning to invest in web ordering systems and 59% planning to invest in e-
pedigree/serialization technologies in the next three to five years.

China was the top expansion destination over the next three to five years for global healthcare
executives. This is followed by the United States, Brazil and India.

As part of its healthcare strategy, UPS is looking at China and India, the two most populous
countries with growing healthcare needs, as the major healthcare opportunity markets in Asia.

"China and India are the fastest growing healthcare markets in the region and several
healthcare companies have their regional headquarters in Singapore, where UPS opened its
first dedicated healthcare facility for Asia in 2011," said Lim.

In Asia, other top healthcare supply chain concerns include regulatory compliance and product
damage or spoilage – both cited by 72 percent of executives – as well as product security,
cited as a concern by 70 percent.

Visit www.pressroom.ups.com/healthcare to get the full findings of the UPS Pain in the Chain
survey, including the global results, an executive summary and a special five-year report.

Editor's note:

Survey Methodology

The UPS Pain in the (Supply) Chain survey was a blind, in-depth phone survey conducted by
TNS on behalf of UPS of approximately 375 healthcare executives in the U.S., Western Europe,
Asia and Latin America. Qualified respondents were senior-level decision-makers responsible
for supply chain and logistics in the pharmaceutical, medical device and biotech industries.
Surveys were conducted in April and May 2012.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Survey: Product Protection Rises as
a Top Supply Chain Concern Among
Healthcare Execs

Atlanta, August 28, 2012

Healthcare Execs Continue Expansion and IT Investments Despite Cost Control
Pressures and Global Economic Challenges

Healthcare executives around the world are investing in their supply chains as they
prepare for continued global growth in an increasingly complex and dynamic
environment, according to data from the fifth annual UPS "Pain in the (Supply) Chain"
healthcare survey.

The top two planned investments for healthcare companies globally - as cited by 83 percent of
decision-makers - are tapping into new global markets and investing in new
technologies. Survey respondents plan to employ both strategies over the next three to five
years to increase their competitiveness, maintain product integrity and gain efficiencies. The top
four countries where companies will focus expansion efforts over the next three to five years
are China, the United States, Brazil and India.

While planning investments, healthcare decision-makers remain "cautious" on the state of the
industry. They cite as challenges a difficult economic environment, pressures to reduce costs
and struggles with increasing regulations and reform.

The UPS "Pain in the (Supply) Chain" survey, conducted by TNS, reflects the views of senior-
level healthcare supply chain decision makers in the pharmaceutical, biotech and medical device
and supply companies in the U.S., Western Europe, Asia and Latin America.

Despite signals of investing, barriers to global expansion remain with the top barrier being
country regulations, cited by 46 percent of executives. Country regulations have remained the
top barrier to global expansion each of the past three years. Other barriers to expansion include
intellectual property protection concerns and product quality and security concerns, cited by 33
percent and 27 percent of executives, respectively.

"Healthcare companies are feeling the pressure to expand and drive new growth while
containing costs and ensuring compliance around the globe," said Bill Hook, vice president,
global strategy, UPS Healthcare Logistics. "That has only heightened the need to build more
global flexibility, integration and transformation into the healthcare supply chain."

Top business and supply chain concerns

Globally, the top healthcare business concerns include increasing regulations - the top concern
cited by 52 percent of executives - as well as healthcare reform and other changes in
legislation, cited as a concern by 51 percent. Intellectual property protection ranks third on the
list of top concerns, cited by 48 percent of respondents. Concerns around intellectual property
protection are highest in the U.S. and Asia.

The No. 1 specific supply chain concern is regulatory compliance, cited by 65 percent of
respondents. Cost management comes in second with 60 percent citing this as their top supply
chain issue. Only 41 percent report success in managing their supply chain costs. In addition to
regulatory compliance and managing supply chain costs, product security and product integrity
have risen to the third most cited supply chain issue, reported by 57 percent. In emerging
markets, it is a more significant concern as it is ranked first or second by survey respondents.

"Concerns around regulatory compliance and cost management have been constants for
healthcare supply chain decision-makers over the past five years while we've seen growth in
concern around areas such as product security and product protection," said Scott Szwast,
UPS Healthcare Segment Marketing Director. "While these areas will always be a focus in the
healthcare industry, companies can experience positive impact by examining strategies such as
increased collaboration, adopting segment based supply chains and leveraging new innovative
models and technologies."  

Views on economy and industry

In addition to exploring top business and supply chain concerns, the survey probes healthcare
decision makers' views on the economy based on what they are seeing within their own
companies. Healthcare decision-makers in the United States were slightly less optimistic on the
economy, with 53 percent of U.S.-based decision makers reporting they're still feeling economic
impacts in terms of tightened spending and other reductions. This compares to 43 percent in
Latin America, 35 percent in Western Europe and 26 percent in Asia that are still feeling
economic impacts.

U.S.-based decision-makers also were asked their views on the state of the healthcare industry
against the goals of the new reform law. The largest group - 38 percent - are "cautiously
optimistic" of progress, yet 26 percent espouse a "negative" view while another 22 percent say
they are "neutral."
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404-870-6825

Andy McGowan
UPS Public Relations
404-828-4663

Five-year trends

Over the past five years, a top trend in the healthcare industry has been increasing global
growth with companies ramping up expansion into new markets each year.  With the rise of
increasing globalization, healthcare executives have reported growing concerns around the
areas of product protection and intellectual property protection. Product protection concerns
include both product security and the issue of product damage and spoilage. Concerns around
intellectual property protection have grown every year for the past three years.

The survey's five-year data also illustrates the "constants" in the industry that have continued to
challenge healthcare supply chain decision makers. Concerns around cost management and
regulatory compliance top the list of industry constants over the past five years.

"The five-year survey trends underscore what we are hearing from all segments of the
healthcare marketplace," said Hook. "From industry leaders to middle market companies,
healthcare companies are looking for ways to be more collaborative, provide integrated
solutions and address segmentation issues around their customers.  This information has been
critical in continuing UPS's success as a global leader in healthcare logistics."

For more information on the findings of the UPS Pain in the Chain survey and to download an
executive summary and special five-year report, visit pressroom.ups.com/healthcare.

# # #

Editor's note:

Survey Methodology

The UPS Pain in the (Supply) Chain survey was a blind, in-depth phone survey conducted by
TNS on behalf of UPS of approximately 375 healthcare executives in the U.S., Western Europe,
Asia and Latin America. Qualified respondents were senior-level decision-makers responsible
for supply chain and logistics in the pharmaceutical, medical device and biotech industries.
Surveys were conducted in April and May 2012.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS Sustainability Report Hits "A Plus"
Mark for Transparency

Atlanta, July 31, 2012

UPS (NYSE: UPS) today published its latest annual Sustainability Report, becoming
one of only 10 U.S. corporations registered to date this year with the Global
Reporting Initiative (GRI) to have achieved A+ status for superior transparency.

The new report summarizing UPS's 2011 sustainability efforts received the A+ designation after
meeting GRI's reporting standards and then receiving assurance review by Deloitte & Touche
LLP.

"One of the guiding principles to UPS's sustainability strategy is our commitment to
transparency," Chairman and CEO Scott Davis wrote in the report. "We are disclosing more
information than ever... We have reported our five-year progress, successes and challenges.
Now, we are focused ahead."

UPS views sustainability reporting as a valuable tool for customers, investors and other
stakeholders to evaluate the performance and commitment of a company to truly sustainable
business practices.

The report discloses UPS exceeded four of the seven key sustainability goals it established for
2011. The company met its goals for employee safety, auto accident frequency, aircraft
emissions and full-time employee retention. The report discloses progress on goals involving
efficiency of jet fuel use, employee satisfaction and charitable contributions.

Chief Sustainability Officer Scott Wicker also cited these achievements:

Using advanced route-planning technology, UPS avoided driving 85 million miles, saving 8.4
million gallons of fuel and 83,000 metric tonnes of CO2 emissions.
The expanding deployment of telematics technology eliminated more than 98 million minutes
of engine idling time, saving 653,000 gallons of fuel.
UPS achieved a net reduction in U.S. domestic energy use at its facilities.
UPS earned the highest Carbon Disclosure Project score among all U.S. companies and tied
with three others for the top score in the world.
In 2011, overall emissions declined 3.5% even though package volume grew by 1.8%.  
Employees made 100,000 pledges to act more environmentally responsible

For the first time, UPS also introduced a "materiality matrix" that maps how the company's
interests match or differ from those of other stakeholders. The matrix will be used to guide the
company as it sets future sustainability priorities, Wicker added.

Also for the first time, the report provides examples of the company's direct and indirect
economic impact. Data include:

Employee compensation and benefits - $27.6 billion.
Taxes paid - $3.1 billion.
Dividends paid - $2 billion.
Education provided to employees - $17.5 million in tuition support to 14,764 students.
Employment of 398,242 permanent employees, including 77,706 outside the United States.
$78 million paid to small and diverse suppliers.

"Our annual sustainability report encapsulates the performance, ambitions and goals of UPS
from economic, social and environmental perspectives," explained Wicker. This year, the report
also includes essays, infographics and opinion pieces on the company's stance regarding
biofuels, the future of fuels and energy, greenhouse gas management, how UPS trains its
future leaders and how The UPS Foundation is meeting community needs. 

To access the new report, go to www.ups.com/sustainability.

# # #

Except for historical information contained herein, the statements made in this release constitute
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. Such forward-looking statements,
including statements regarding the intent, belief or current expectations of UPS and its
management regarding the company's strategic directions, prospects and future results, involve
certain risks and uncertainties. Certain factors may cause actual results to differ materially from
those contained in the forward-looking statements, including economic and other conditions in
the markets in which we operate, our competitive environment, increased security
requirements, strikes, work stoppages and slowdowns, changes in energy prices,
governmental regulations and other risks discussed in the company's Form 10-K and other
filings with the Securities and Exchange Commission, which discussions are incorporated
herein by reference.
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To ask about this press release, contact:
Lynnette McIntire
UPS Public Relations
404-828-7895

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS to Acquire Hungarian Healthcare
Logistics Company CEMELOG

Atlanta and Budapest, April 25, 2013

Acquisition Enhances UPS's Growing Global and European Healthcare Network

UPS (NYSE: UPS) today announced it will purchase Hungary-based pharmaceutical
logistics company, CEMELOG Zrt, as part of its ongoing global growth and
investment strategy. The acquisition further strengthens UPS's healthcare reach
and expertise in Europe, enabling comprehensive, compliant services to customers
in the pharmaceutical, biotech and medical device industries across the
increasingly important markets of Central and Eastern Europe.

UPS expects to complete the transaction in the second quarter of 2013, subject to customary
closing conditions. Per company policy, terms of the deal are not disclosed.

Based outside of Budapest, CEMELOG has offered customers across Central and Eastern
Europe tailor-made healthcare logistics solutions for the last fourteen years. Backed by a strong
regional network, advanced warehousing management systems, full quality assurance services
and an experienced workforce, the company helps healthcare clients maximize supply chain
efficiencies, meet regulatory requirements and deliver products reliably and securely.
CEMELOG's customers include some of the most recognized healthcare brands in the world.

"This acquisition is a continuation of our ongoing growth strategy across our business units and
allows us to create innovative solutions for our customers that leverage UPS's global network,"
said Scott Davis, UPS Chairman and CEO. "It will position us well to meet the needs of
healthcare companies in a key geographic location as they strive to regionalize logistics
operations as a way to increase efficiencies."

"This is a tremendous development for our company," said Eva Magyari, CEMELOG Chief
Executive Officer. "The sale serves the best interests of our employees and customers as it
enables us to join a premier brand and global leader in healthcare logistics."

The acquisition adds three additional facilities of approximately 255,000 square feet (24,000
square meters) of healthcare distribution space to UPS's current European network. The
announcement follows the opening of three new dedicated healthcare facilities across Asia in
October 2012 and the expansion of five facilities across North America in early 2013. UPS now
operates more than 6.4 million sq. ft. (nearly 595,000 square meters) of dedicated healthcare
space in 41 facilities worldwide.

UBS is acting as financial advisor to UPS.

UPS delivers value to healthcare companies through a broad portfolio of specialized freight and
small package transportation and distribution services. UPS's healthcare network offers
services such as temperature-sensitive handling, geographic-specific regulatory compliance,
monitoring and security, kitting and labeling, as well as order management and accounts
receivable. Services across all locations are accessible via one global IT order management
platform. UPS helps healthcare manufacturers meet stringent and often complex regulatory
requirements, provides flexibility for a changing business environment and reliably serves an
increasingly global customer base.

For more information on UPS's broad healthcare logistics capabilities, visit:
www.ups.com/healthcare.

About UPS
UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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UPS to Become First Global Carrier to
Add EVAS Safety Gear

Louisville, KY, April 07, 2011

Company Adopts Joint Task Force Recommendation; Pilots and UPS Continue
Research into Tiered Solutions

UPS today announced it would equip its air fleet with the Emergency Vision
Assurance System™ (EVAS), becoming the first international air carrier to take such
a step. Installation of the enhanced safety equipment comes at the
recommendation of the Joint UPS-Independent Pilots Association (IPA) Safety Task
Force

"Safety ownership is a core value at UPS," said UPS Airlines President Mitch Nichols. "We have
long been committed to protecting our employees, aircraft and customers' shipments and this
new equipment will add yet another layer of safety."

"Since forming the safety task force last fall, the IPA and UPS have mobilized quickly to research
and recommend fire safety enhancements," said IPA and Safety Task Force member Capt. Bob
Brown, lauding the level of cooperation between union and company. "EVAS is an important
step forward."

In the event of smoke in the cockpit, EVAS helps maintain a pilot's critical field of vision by
displacing the smoke with a transparent Inflatable Vision Unit (IVU).

"EVAS allows pilots to see their flight path, vital instruments and perform the key tasks of flying
in dense-smoke situations," said Bertil Werjefelt, the president of Vision Safe, which
manufactures the device. "It's a real safety enhancement and we're very pleased to be working
with UPS Airlines."

Installation is expected to begin with UPS's B-767 fleet, after which the equipment will be added
to the primary over-water aircraft, the B-747-400 and MD-11. Full fleet equipage will be a multi-
year process as the company works to obtain proper certifications and cycle aircraft through
modification.

UPS and the IPA will continue their joint safety and fire mitigation efforts, evaluating current and
emerging types of technology and equipment.

More Information
About VisionSafe

VisionSafe Corporation was formed to explore various new ways to provide vision for
individuals in common land and air environments as well as marine, submarine and scuba diving
environments. In the process, the company developed and patented the EVAS system for pilots
who might have to deal with smoke in a cockpit. The system has been certified by the Federal
Aviation Administration since 2001.

About the IPA

The Independent Pilots Association was founded in 1990 and is the collective bargaining unit for
the 2,800 pilots who operate UPS Airlines. It is headquartered in Louisville.

About UPS

UPS (NYSE: UPS) is a global leader in logistics, offering a broad range of solutions including the
transportation of packages and freight; the facilitation of international trade, and the deployment
of advanced technology to more efficiently manage the world of business. Headquartered in
Atlanta, UPS serves more than 220 countries and territories worldwide. The company can be
found on the Web at UPS.com and its corporate blog can be found at blog.ups.com. To get UPS
news direct, visit pressroom.ups.com/RSS. 
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O N  t H E  C O V E R   Matt Cox, who has type 1 diabetes and uses the waterproof ANIMAS® VIBE™ insulin pump, swam an English Channel 
relay to raise money for the Juvenile Diabetes Research Foundation. Matt wants to show his son, Jack, who also has type 1 diabetes, that 
the condition need not hold him back in life. Read Matt’s story on page 16. 

Johnson & Johnson will continue to  
bring meaningful innovations to people 

around the world so they can live  
better and healthier lives.

 
We are deeply committed and dedicated  

to the people who use our products, our employees,  
the communities in which we live and work,  

and you, our shareholders.
 

Most important, we will never lose sight  
of who we are. 
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Throughout our annual report this year, you’ll read 
about how Johnson & Johnson is bringing meaningful 
innovation to our patients and customers, and making 
a difference in their lives in a personal way—from 

Brunhilde Wecker, who made a full recovery from her stroke 
thanks to our new blood clot retrieval and removal device,  
to our own Bill Hait, an oncologist whose vision and insights 
helped accelerate the approval of a wholly new treatment for 
prostate cancer.  
 These stories remind us why health care is such a rewarding 
endeavor. They excite me about the future of Johnson & Johnson.
 Over the past few years, we have navigated steadily through a 
series of significant challenges, keeping a long-term perspective, 
maintaining a disciplined approach to 
managing our investments for growth and 
our portfolio of broadly based businesses, 
and staying true to our operating model and 
values. We have turned the corner on a 
particularly difficult period. 
 In 2011, the year Johnson & Johnson 
celebrated its 125th anniversary, we 
returned to sales growth, launched a 
number of innovative new products to 
address unmet health care needs across the 
globe, and advanced our pipelines, which 
today are among the best in the industry.
 We strengthened our product portfolios 
and leadership positions in many areas, 
including immunology, oncology, surgical 
devices and emerging markets. And we 
focused on scientific innovation to maintain 
or build share in other key growth markets.
 We are delivering meaningful innovations in health care and 
building a more agile company to seize market opportunities.  
All the while, we’ve remained committed to Our Credo and the 
long-held values that have enabled us to succeed now for decades.
 Though we continue to face difficult and uncertain 
macroeconomic conditions, our ongoing investments have us 
well positioned to grow and increase our market leadership in 
one of the most important and rewarding industries in the world 
while delivering sustainable growth for our shareholders.

Our Five-Year JOurneY

Several years ago, we set out to build on our strong foundation 
and sustain our track record of growth, even as we prepared to 
address a daunting challenge: the patent expirations for two of 
our major drugs, RISPERDAL® (risperidone) and TOPAMAX® 
(topiramate). Together, these products had combined peak-year 
sales of more than $6 billion. We also prepared ourselves for 
other market issues to which we had a good line of sight.
 Additional developments could not be as easily foreseen:  

C H A I R M A N ’ S  L E T T E R 

To Our Shareholders
the severe economic decline; the tightening of consumer 
spending and health care budgets; over-the-counter (OTC) 
product quality issues at McNeil Consumer Healthcare and  
the recall of the DePuy ASR™ Hip System.
 Our company was severely tested. 
 In managing through this stretch, we relied heavily on the resolve 
of our people and on our time-tested business model: our broad 
base in health care, our decentralized management structure, 
managing for the long term and the values set forth in Our Credo. 
 We made necessary restructurings to our business to manage 
our cost structure, simplify our operations, and ensure the most 
efficient use of our capital for the long-term benefit of patients 
and shareholders.

       Our management team and employees 
took critical actions to preserve the core 
values and strengths of our business.  
We remained committed to retaining the 
trust of our patients and customers, taking 
responsibility and instituting new measures 
to ensure that our products live up to the 
high quality standards that our customers 
expect and deserve.
       As 2011 came to a close, we moved through 
a turning point. The headwinds from patent 
expirations, tough portfolio choices, litigation 
matters and OTC product quality issues had 
been, or were being, addressed. 
       At the same time, our continued 
investments in research and development 
(R&D), equaling nearly $37 billion over the 
past five years, yielded nine major approvals 
for new pharmaceutical products in the 

United States—including STELARA® (ustekinumab) and SIMPONI® 
(golimumab) in immunology; PREZISTA® (darunavir) and 
INTELENCE® (etravirine) in HIV; ZYTIGA® (abiraterone acetate) in 
oncology; and XARELTO® (rivaroxaban) in cardiovascular disease. 
 The emphasis we place on R&D has also led to exciting 
innovations in our Medical Devices and Diagnostics (MD&D) and 
Consumer platforms, such as contact lenses, electrophysiology, 
advanced energy, biosurgicals, oral care and skin care.
 We have replenished or advanced our pipelines with new 
technologies, like the Fibrin Pad for hemostasis, as well as 
compounds like canagliflozin for diabetes and bapineuzumab for 
Alzheimer’s disease.
 With our focus on financial discipline, capital has been  
returned to shareholders in the form of dividends and share 
repurchases. Capital has also been used for important long-term 
investments in strategic alliances and acquisitions like Pfizer 
Consumer Healthcare and Beijing Dabao Cosmetics Company, Ltd. 
in the Consumer business; Crucell N.V. and Elan Corporation plc  
in our Pharmaceuticals business; and the pending acquisition  

  

William C.  WeldOn

Chairman, Board of Directors, and  
Chief Executive Officer
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of Synthes, Inc. in the MD&D business.
 When I look back at how we faced this period of industry and 
global change, and how we have managed, I am proud of the 
people of Johnson & Johnson. They have shown the ingenuity, 
resiliency, tenacity, integrity and compassion that you would 
expect of a global leader in human health care.

2011  results

Johnson & Johnson returned to delivering operational sales growth 
in 2011. We grew adjusted earnings1 for the 28th consecutive year. 
Our worldwide sales were $65.0 billion, an increase of 5.6 percent. 
Sales increased operationally 2.8 percent, reflecting the strength of 
new product launches in our Pharmaceuticals business segment, 
steady performance across our MD&D franchise, science-based 
innovations in our Consumer business and strong growth in 
emerging markets. 
 Approximately 70 percent of our sales were from products with 
No. 1 or No. 2 global market share positions. Approximately 
25 percent of our sales were from products introduced in the past 
five years.
 With our continued focus on financial discipline, our adjusted 
earnings were $13.9 billion1 and adjusted earnings per share were 
$5.001, representing increases of 4.4 percent and 5.0 percent, 
respectively.
 We invested $7.5 billion in R&D and advanced robust pipelines 
across all three of our business segments. 
 We generated significant free cash flow of approximately 
$11.4 billion2, maintained our AAA credit rating and increased the 
dividend to our shareholders for the 49th consecutive year.
 Solid and consistent returns to shareholders have been a 
hallmark of Johnson & Johnson. During 2011, we generated a  
one-year total shareholder return of nearly 10 percent, exceeding 
the Standard & Poor’s 500 and Dow Jones Industrial Average. Over 
longer timeframes, we continue to compare favorably to those 
indices. With a long-term management focus, our company has 
remained a solid investment choice for decades. (For more details, 
see the 2011 Business Segment Highlights on pages 4 and 5.)

FOrCes shaping health Care

As we look ahead, we see three major forces shaping the health 
care environment: macroeconomic conditions, the role of 
government payers and regulators, and industry trends. Clearly, 
each poses continuing challenges. But inherent in each are also 
opportunities … and we are seizing them. 

•  Macroeconomic conditions: Slowing economic growth, the 
uncertainty in financial markets, high unemployment and 
pressure on health care costs have all contributed to 
constraints on health care spending. 
 These dynamics are balanced by demographic trends that 

are creating demand for health care. Populations in the 
developed world are aging rapidly, and we consume more 
health care as we grow older. Global expansion and growth, 
though slower than a few years ago, also lead to growing 
demand for health care, especially in emerging markets. 
 Our investments continue to be aligned with these market 
opportunities to address unmet medical needs. Cancers, 
mental health disorders, diabetes, heart disease, stroke, 
rheumatoid arthritis and HIV are all among the most 
significant diseases—and they are markets where today we 
either have leadership or are increasing investments to gain 
leadership.

•  Government payers and regulators: As health care reform 
evolves around the world, governments are requiring more 
cost-effective health care solutions. 
 We recognize these priorities and are making investments 
in personalized medicine and companion diagnostics, 
especially in the areas of oncology and anti-psychotics, that 
are geared toward how we can better target treatments, 
monitor results and be more efficient in product development.
 As the regulatory environment has become much more 
intense, we share a common goal with regulators: saving lives, 
easing people’s suffering and addressing unmet medical needs 
with meaningful innovations. We support strong regulatory 
environments that ensure patient safety while enabling the 
fast and efficient approval of potentially life-saving medicines 
and treatments.

•  Industry trends: Bringing new innovations to market 
requires significant investments, access to the best minds  
and talent, and adaptability to ever-changing markets. 
 It is more important than ever for companies to be agile, 
collaborative and able to thrive with new business models.  
We have always looked to complement our development 
efforts with acquisitions and collaborations that help us  
gain new capabilities or provide access to technology, 
products and compounds that we can accelerate to market. 
The collaborations in Alzheimer’s disease with Elan and Pfizer, 
and in HIV with Gilead Sciences, Inc., are just a few of our 
promising ventures. 

Well pOsitiOned FOr grOWth

Overall, Johnson & Johnson is well positioned to address these 
evolving market forces and opportunities: 

•  Because of the ways we are delivering meaningful innovations 
to patients and customers; 

•  Because of the steps we have taken to build a more agile company; 

•  And because of our commitment to the operating model and 
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values that have enabled such a consistent track record of 
success.

aChieving meaningFul innOvatiOn

We have learned there are many paths to achieving meaningful 
innovation. For us, the first step is to identify the significant unmet 
need and market opportunity where we believe Johnson & Johnson 
can make a difference for patients.
 We first look for areas where we have capabilities, insights and 
unique advantages that can shape the opportunity. Then we 
search both inside and outside our companies to find the latest 
science and research to address these needs. In addition to our 
own R&D, we use strategic alliances, licensing arrangements, 
acquisitions and venture capital investments to give us insight 
into and access to the next big breakthrough. Finally, we leverage 
the breadth of our resources in development, supply chain, 
marketing and sales to bring these innovative products to market.
 Our Pharmaceuticals business has followed this model with its 
pursuit of better treatments for hepatitis C and cardiovascular 
disease. For hepatitis C, which infects about 170 million people 
worldwide, we partnered with Vertex Pharmaceuticals Inc. on the 
development of telaprevir. It was approved in 2011 and is now 
being marketed as INCIVO® in Europe. 
 Also in 2011, we partnered with Bayer Healthcare on the 
development and launch of XARELTO®,  for prevention of deep 
vein thrombosis in knee or hip replacement surgery and for 
reducing the risk of stroke and systemic embolism in patients 
with nonvalvular atrial fibrillation.
  Other times, we may choose an acquisition to broaden our 
portfolio with a new capability or to gain entry into a new piece of 
the market with a technology we don’t have in our own pipeline.  
That was the case with the REVIVE™ SE Device, the innovative 
product that helped save Mrs. Wecker’s life, which came to us 
through the acquisition of Micrus Endovascular LLC in 2010. It is 
now an important new option in the treatment of ischemic stroke. 
 In the case of the Fibrin Pad, we started out as strategic partners 
with Israel-based Omrix Pharmaceuticals Ltd., working to solve 
unmet medical needs in surgical bleeding. As the collaboration 
developed, we determined that an acquisition would allow us to 
better manage the complex development and intricate regulatory 
filings necessary to achieve success for this convergent product, 
which is anxiously awaited by surgeons.
 Another approach is to use our broad base of businesses and 
expertise to tackle a disease state on multiple fronts. Diabetes is 
one example. We can offer devices like blood glucose monitors 
and insulin pumps; develop new drugs, as we are with 
canagliflozin; and help patients and consumers achieve healthier 
living through our Consumer Wellness & Prevention business  
and nutritional products such as SPLENDA® Sweeteners.

Operating With agilitY On a Base OF strOng values

Just as important as the way we innovate is the way we operate. 
We have focused on improving our operations to reflect our 
commitment to delivering high-quality products and to adapt to 
the rapidly evolving marketplace. 
 Beyond meaningful innovations and agility, the foundation of 
our decades of sustained growth remains an unwavering 
commitment to our operating model and values.
 The tenets of Our Credo provide a clear focus for how we 

approach each decision: patients and customers first, then our 
employees, our communities, and our shareholders.
 The last few years have offered significant challenges, but our 
commitment to Our Credo has remained the foundation of our 
response. It provides a common set of values that hold together 
our approximately 118,000 employees in 60 countries and more 
than 250 operating companies. 
 Our responsibility as a global citizen is rooted in Our Credo. 
For more than 125 years our innovations and philanthropy have 
touched the lives of billions of people, particularly in areas of the 
world where access to basic health care is a challenge. 
 In 2011, we were honored to be recognized by the United 
Nations as Humanitarian of the Year for our work in this regard. 
We reported strong progress in the inaugural year of our five-year 
pledge to help save and improve the lives of 120 million women 
and children annually in developing countries as part of the 
United Nations Millennium Development Goals. 
 We are proud of this and the many other programs driven by the 
passion of our employees and hundreds of equally passionate 
partners around the world. 

Our COmmitment tO YOu 

It has been an honor and a privilege to serve as your Chief 
Executive Officer for these past 10 years. Our success in 
developing outstanding leaders from within Johnson & Johnson is 
reflected in the selection of Alex Gorsky as the next CEO to lead 
our great company forward, effective on April 26, 2012, the date of 
our Annual Meeting of Shareholders. The decision involved a 
rigorous, thorough and formal multi-year process.  
 Alex is an experienced and disciplined leader who will take the 
reins of our company during a turbulent time for health care but a 
very promising time for Johnson & Johnson.
 I can assure you, our shareholders, that Johnson & Johnson will 
continue to shape and lead the future of health care. We will do 
this by delivering meaningful innovations to patients and 
customers, building a more agile business to seize new market 
opportunities, and remaining committed to a proven operating 
model and set of values, embodied by Our Credo, that make all of 
us proud.
 Thanks to the extraordinary achievements and dedication of 
our people, Johnson & Johnson is better positioned today than at 
any time in recent history to deliver sustainable growth for you, 
our loyal shareholders.

William C. Weldon
Chairman, Board of Directors, and Chief Executive Officer

March 14, 2012

1 Excludes special items.
2  Free cash flow is defined as operating cash flow less capital spending. See 

Reconciliation of Non-GAAP Financial Measures on page 72.
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2011 Business Segment 
Highlights

Johnson & Johnson has three distinct business segments  
that share a common focus on human health. 

pharmaCeutiCals

With $24.4 billion in sales in 2011, we are the eighth  largest 
pharmaceuticals business in the world and the sixth largest 
biotech business. Strong operational growth of 6.2 percent 
was driven by recently launched products like STELARA® 
(ustekinumab), SIMPONI® (golimumab), ZYTIGA® (abiraterone 
acetate), INCIVO® (telaprevir) and INVEGA® SUSTENNA® 
(paliperidone palmitate).
 Through 2011, we built on the continued success of recently 
launched products to strengthen our leadership position 
in core therapeutic areas including immunology, infectious 
disease, neuroscience and oncology. For products launched 
between 2009 and 2011, Johnson & Johnson led the United 
States in new pharmaceutical products this past year.
 We expanded our immunology leadership and sales with the 
amendment to our global distribution agreement with Merck & Co. 
on our largest-selling product, REMICADE® (infliximab), and 
SIMPONI® (golimumab). 
 We also received approval of INCIVO® in Europe for  
hepatitis C, which is marketed as INCIVEK™ by our strategic 
partner, Vertex Pharmaceuticals Inc., in the U.S.
 We completed the acquisition of Crucell N.V., building a 
key leadership position in vaccines. And we entered into new 

A fter two challenging years,  
Johnson & Johnson returned  
to delivering operational sales 

growth in 2011. We continued to 
strengthen our platform for leadership 
and profitable growth through new 
product launches, strong pipelines and 
investments in key growth areas.

collaborations with companies like Pharmacyclics, Inc., with 
which we will jointly develop and market an anti-cancer 
compound, building our strength in oncology.
 In terms of pipeline progress in 2011, we were the U.S. 
leader in new molecular entity approvals with three: ZYTIGA® 
in oncology, XARELTO® (rivaroxaban) in cardiovascular 
disease and EDURANT® (rilpivirine) in HIV. This progress 
in the Pharmaceuticals business segment is the result of our 
commitment to continued investment in product launches  
and pipeline compounds.

mediCal deviCes and diagnOstiCs

With $25.8 billion in sales in 2011, our Medical Devices and 
Diagnostics (MD&D) business unit is the largest medical device 
business in the world. Operational sales growth was just under 
2 percent.
 The year saw many challenges in several MD&D markets, as 
well as issues with the DePuy ASR™ Hip System recall. European 
austerity measures, pricing pressures and a slowdown in elective 
surgeries driven by continued economic pressures have all 
contributed to more tempered growth rates. Despite these 
challenges, our MD&D business segment is competing well in  
a global market that has undergone dynamic change. 
 In 2011, MD&D showed strong double-digit growth  
in the BRIC (Brazil, Russia, India and China) markets  
where we have introduced many innovative products. 
Meanwhile, in Asia-Pacific and Europe, we have been rolling  
out 1-DAY ACUVUE® MOIST® Brand Contact Lenses for 
ASTIGMATISM. 
 We continued to advance important products through  
the regulatory process. In 2011, 75 percent of the MD&D 
pipeline advanced to the next major milestone. Breakthrough 
products like the SEDASYS® System, the first computer-assisted 
personalized sedation system, and the Fibrin Pad, in the area  
of surgical bleeding, are progressing with the U.S. Food and  
Drug Administration. We also are increasing investments 
in emerging markets, with new innovation centers in India 
and China, while continuing to support a number of training 
institutes around the world. 
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 With these actions and others, our 
MD&D business unit has been able to 
sustain the No. 1 or No. 2 leadership 
positions in 80 percent of our key 
platforms while growing or maintaining 
share in the majority of these platforms.
 We’ve also made some strategic 
portfolio decisions in this business 
segment, such as refocusing our 
cardiovascular business. In 2011, 
we exited the drug-eluting stent 
business and shifted investments to 
higher-growth, higher-need areas like 
electrophysiology. These decisions 
will help to fund growth potential in 
other promising areas. Decisions to 
acquire Synthes, Inc. and strengthen 
our leadership position in orthopaedics, 
as well as our acquisition of SterilMed, 
Inc. for its experience in re-processing 
surgical instruments, are examples of 
how we are continuously looking across 
our business for the best long-term 
growth opportunities.

COnsumer

With $14.9 billion in sales in 2011, 
our Consumer business segment is 
the sixth largest consumer health care 
company in the world. Operational sales 
declined just under 1 percent, reflecting 
the impact of remediation and supply 
issues associated with our U.S. over-the-
counter (OTC) business. The decline was 
partially offset by solid growth in certain 
franchises including Skin Care and Oral 
Care, with strong performances from 
NEUTROGENA® and the LISTERINE® 
Mouthwash brands. 
 Our Consumer group continued 
expanding into emerging markets 
with the acquisition of a line of OTC 
cough-and-cold brands in Russia from 
J.B. Chemicals & Pharmaceuticals 
Limited. We also continued to innovate, 
introducing NEUTROGENA® Naturals, 
AVEENO® SMART ESSENTIALS™, 
NICORETTE® QUICKMIST™ and 
LISTERINE® ZERO™.
 The recovery and remediation of  
the McNeil Consumer Healthcare 
business continues. The major 
commitments to date under the Consent 
Decree with the U.S. Food and Drug 
Administration have been achieved, and 
several products have already returned 
to market. Volume will continue to ramp 
up, and products will be reintroduced 
throughout 2012. 

medical devices and diagnostics 
segment sales
sales by major Franchise 
(in billions of dollars)

2011 Sales: $25.8   

Sales Change
    Total: 4.8%
    Operational*: 1.7%

pharmaceutical segment sales
sales by major product  
(in billions of dollars)

2011 Sales: $24.4   

Sales Change
    Total: 8.8%
    Operational*: 6.2%

Consumer segment sales
sales by major Franchise 
(in billions of dollars)

2011 Sales: $14.9

Sales Change
    Total: 2.0%
    Operational*: (0.7%) 

BABY CARE

$2.4
5.9%

SKIN CARE

$3.7
7.6%

 WOUND CARE/
OTHER

$1.0
0.0%

OTC 
PHARMACEUTICALS  

& NUTRITIONALS

$4.4
(3.2%)

ORAL CARE

$1.6
6.4%

WOMEN’S 
HEALTH

$1.8
 (2.8%)

*�Operational�excludes�the�impact�of�currency

LEVAQUIN®/FLOXIN®

$0.6
(54.1%)

PREZISTA®

$1.2
41.3%

PROCRIT®/EPREX®

$1.6
(16.1%)

CONCERTA®

$1.3
(3.9%)

ACIPHEX®/PARIET®

$1.0
(3.1%)

 RISPERDAL® CONSTA®

$1.6
5.5%

VELCADE®

$1.3
18.0%

OTHER

$10.3
18.2%

REMICADE®

$5.5
19.1%

 DEPUY®

$5.8
4.0%

ETHICON  
ENDO-SURGERY®

$5.1
6.8%

DIABETES CARE

$2.6
7.4%

ORTHO-CLINICAL
DIAGNOSTICS®

$2.2
5.4%

VISION  
CARE

$2.9
8.8%

  CARDIOVASCULAR
CARE

$2.3
(10.3%)

ETHICON®

$4.9
8.2%
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P H A R M A C E U T I C A L S

Accelerating	Cancer	R&D

	 One	example	is ZYTIGA®	(abiraterone	
acetate),	an	oral,	once-daily	medication	
for	use	in	combination	with	prednisone	
for	the	treatment	of	men	with	metastatic	
castration-resistant	prostate	cancer	
(CRPC)	who	have	received	prior	
chemotherapy	containing	docetaxel.	
The	U.S.	Food	and	Drug	Administration	
granted	marketing	approval	for	ZYTIGA®	
in	April	2011	after	an	expedited	
six-month	review.	An	accelerated	
regulatory	review	process	granted	by	
the	European	Medicines	Agency	led	to	
marketing	authorization	by	the	European	
Commission	in	September	2011.
	 How	this	transformative	prostate	
cancer	treatment	came	to	market	
exemplifies	a	fundamental	shift	in	the	
approach	to	research	and	development	
that	is	being	applied	across	Janssen	
Research	&	Development.

Transforming ProsTaTe CanCer  
TreaTmenT

Globally,	prostate	cancer	is	the	second	
most	frequently	diagnosed	cancer	in	men	
and	the	fifth	most	common	cancer	overall.			
According	to	estimates	by	the	National	
Cancer	Institute,	more	than	240,000	new	
cases	of	prostate	cancer	were	diagnosed	in	
the	U.S.	in	2011,	while	nearly	34,000	men	
died	from	the	disease.
	 Androgen	hormones,	such	as	
testosterone,	are	known	to	fuel	prostate	
cancer	tumors,	and	despite	chemical	or	

surgical	reduction	of	hormones,	some	
cancers	continue	to	rely	on	them.	Before	
the	approval	of	ZYTIGA®,	treatment	
options	to	extend	life	for	men	with	
this	kind	of	metastatic	castration-
resistant	prostate	cancer	were	limited	to	
chemotherapy.	When	this	was	no	longer	
effective,	patients	were	out	of	treatment	
options.
	 Abiraterone	acetate	was	discovered	
by	Imperial	Cancer	Research	at	Royal	
Marsden	Hospital	in	London.	It	was	
licensed	to	Cougar	Biotechnology,	Inc.,	
which	began	testing	the	compound	in	men	
with	CRPC	who	were	taking	androgen	
deprivation	therapy.
	 “This	breakthrough	research	hinged	
on	scientific	understanding	of	the	tumor	
micro-environment—specifically,	the	idea	
that	the	tumor	itself	could	be	the	source	
of	the	remaining	testosterone,”	says	
compound	leader	for	abiraterone	acetate	
Michael	L.	Meyers,	M.D.,	Ph.D.,	Janssen	
Research	&	Development,	LLC.
	 “By	identifying	the	key	science	for	
these	patients	and	the	fact	that	this	drug	
was	already	being	developed,	the	way	
to	accelerate	the	process	was	to	try	to	
collaborate	or	acquire	the	drug,”	says	Hait,	
who	recognized	the	value	of	abiraterone	
acetate	and	championed	the	acquisition	
of	Cougar	Biotechnology.	“The	fact	that	
it	worked	so	well	shortened	the	timeline	
between	the	start	of	the	Phase	III	trial	and	
registration	of	the	drug.”

	 Johnson	&	Johnson	acquired	Cougar	
Biotechnology	in	July	2009.	Based	on	
positive	results	from	a	completed	Phase	III	
study,	marketing	applications	were	filed	
with	regulatory	authorities	in	the	U.S.,	
Europe	and	other	countries	in	2010.	The	
entire	development	program	proceeded	
very	rapidly:	It	was	less	than	six	years	from	
the	time	the	first	patient	was	treated	to	
marketing	approvals	in	the	U.S.,	Canada,	
the	European	Union	and	Switzerland.

a new aPProaCh To CanCer r&D

A	noted	oncologist	before	joining	
Johnson	&	Johnson	in	March	2007,	Hait	
has	been	a	catalyst	for	change,	bringing	
focus	and	helping	to	centralize	R&D	within	
therapeutic	areas.	Within	oncology,	Hait	
created	Tumor	Strategy	Groups	(TSG)	
focused	on	three	areas	of	high	unmet	
need:	hematological	malignancies,	lung	
cancer	and	prostate	cancer.	TSGs	further	
specialize	by	using	the	tumor	micro-
environment	as	the	strategic	research	focus.
	 “The	tumor	is	no	longer	viewed	as	a	
tumor	cell	living	in	isolation.	A	tumor	cell	
is	very	close	to	its	environment,	and	it’s	
using	its	environment	to	grow	better,”		
says	Hait.
	 That	kind	of	insight	enabled	the	
paradigm-changing	scientific	progress	
that	led	to	ZYTIGA®,	validating	the	TSG	
approach.
	 Importantly,	Hait	also	helped	open	
minds	to	look	beyond	the	company’s	own	
labs	and	invest	in	science,	wherever	that	
science	may	be.	
	 “Drug	development	is	very	competitive	
and	difficult,”	says	Hait.	“One	way	to	be	at	
the	cutting	edge	is	not	to	be	walled	inside	
your	own	brick	and	mortar.	You	have	to	
be	out	there	to	see	the	most	exciting	new	
things	that	are	developing.”
	 Collaborations	are	one	way	of	being	out	
there,	and	they	promise	to	fuel	advances	
in	oncology	research	and	development.	
For	example,	an	ongoing	agreement	with	
the	David	H.	Koch	Institute	for	Integrative	

For	Bill	Hait,	the	most	compelling	science	is	that	
which	holds	the	greatest	promise	for	developing	
medicines	that	address	high	unmet	needs.		
“A	network	that	allows	you	to	have	insights	into	

what	is	going	on	in	the	world	of	science	is	essential,”		
says	Hait,	M.D.,	Ph.D.,	Global	Head,	Janssen	Research	&	
Development,	LLC.	“It	takes	an	understanding	of	both		
the	medical	need	and	the	most	compelling	science	to		
get	meaningful	innovations	to	patients	quickly.”	
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Cancer	Research	at	the	Massachusetts	
Institute	of	Technology	fosters	oncology	
research	and	technology	development	
in	the	areas	of	cancer	diagnostics,	cancer	
biology	pre-malignancies,	genetic	models	
of	disease	and	profiles	of	the	tumor	micro-
environment.
	 Another	important	collaboration,	
announced	in	January	2011,	is	with	

Massachusetts	General	Hospital	to	develop	
and	commercialize	a	next-generation	
circulating	tumor	cell	(CTC)	technology	for	
capturing,	counting	and	characterizing	
tumor	cells	found	in	patients’	blood.	It	will	
enable	CTCs	to	be	used	both	by	oncologists,	
as	a	diagnostic	tool	for	personalizing	
patient	care,	and	by	researchers,	to	
accelerate	and	improve	the	process	of		

drug	discovery	and	development.
	 Hait	says	the	key	to	meaningful	
collaborations	is	to	have	the	right	people	
internally.	“Like-minded	people	seek	each	
other	out,”	says	Hait.	“At	the	end	of	the	day	
it’s	the	terms	of	the	contract,	but	to	get	to	
that	point	the	other	company	or	group	has	
to	have	confidence	that	the	people	they	are	
working	with	are	really	experts.”	

sighTs seT on sCienCe Bill	Hait	has	a	vision	for	future	research	and	development.		
The	focus	is	on	finding	and	mining	the	most	compelling	science	to	bring	products	to	market	faster.
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Vaccines	are	fundamentally	
different	from	pharmaceutical	
medicines.	
	 “A	vaccine	prepares		
the	body	for	whenever	a	virus	
attacks	you,”	explains	Jaap	
Goudsmit,	Chief	Scientific	
Officer,	Crucell	N.V.	“You	
vaccinate	healthy	people,	
whereas	drugs	are	used	to	treat	
sick	people.	The	aim	of	
vaccination	is	to	prevent	
disease.”
	 It	takes	more	than	scientific	
expertise.	As	our	Pharmaceu-
ticals	business	grows	beyond	
a	treatment	model	to	one	
that	includes	prevention	with	
vaccines,	an	equally	important	
consideration	is	the	ability	to	
make	hundreds	of	millions	
of	doses	of	vaccine	at	a	price	

that’s	affordable	for	the		
majority	of	the	globe.
	 That’s	what	Crucell,	
acquired	by	an	affiliate	of	
Johnson	&	Johnson	in		
February	2011,	is	working		
to	do	with	a	new,	ultramodern	
manufacturing	facility	in	
Incheon,	South	Korea.		
One	of	the	largest	such	
facilities	in	the	world,	it	is	
capable	of	making	more	than	
100	million	doses	per	year		
of	pentavalent	vaccine,		
a	combination	of	five	vaccines	
in	one:	diphtheria,	tetanus,	
whooping	cough,	hepatitis	B	
and	haemophilus	influenza	
type	b	(the	bacteria	that		
causes	meningitis,	pneumonia	
and	otitis).	The	facility	makes	
half	of	all	the	pentavalent	

vaccine	used	worldwide	by	
UNICEF,	the	world’s	largest	
distributor	of	childhood	
vaccines.	
	 Crucell	is	also	working	to	
evaluate	possibilities	of	using	
vaccines	beyond	preventing	
infectious	diseases.	One	area	of	
focus	is	prevention	of	diseases	
of	the	elderly,	such	as	certain	
cancers	and	Alzheimer’s		
disease.
	 “We	dream	of	a	world		
where	there	are	no	more		
infectious	diseases,”	says	Johan	
Van	Hoof,	Managing	Director,	
Crucell.	“Or	where	there	are	
infectious	diseases,	they’re	
under	control.”	

INCIVO®	(telaprevir)*,	a	new	
direct-acting	antiviral	protease	
inhibitor	for	the	treatment	of	
genotype	1**	chronic	hepatitis	C	
virus	(HCV)	in	combination	
with	pegylated	interferon	and	
ribavirin,	was	approved	in	
European	Member	States	in	
September	2011.	“The	arrival	
of	direct-acting	antivirals	will	
offer	more	patients	hope	for	
a	cure,”	says	Charles	Gore,	
President,	World	Hepatitis	
Alliance.
	 According	to	the	World	
Health	Organization,	about	
170	million	people	worldwide	
are	infected	with	hepatitis	C.	
Because	it	can	have	serious	
long-term	health	consequences
—such	as	cirrhosis,	liver	
cancer	and	liver	transplanta-
tion—hepatitis	C	carries	a	high	
economic	burden	for	patients	
and	society.
	 Named	one	of	the	top	10	
medical	innovations	of	2011	by	
the	Cleveland	Clinic,	telaprevir	
doubles	the	chances	of	clearing	
the	virus	in	half	the	treatment	
time	compared	with	prior	
standard	treatments	in	the	
majority	of	HCV	genotype	1	
patients.	
	 Jim	Witek,	Global	Medical	
Affairs	Leader	for	INCIVO®,	
says	this	product	is	a	new	
highlight	of	the	Janssen	
Pharmaceutical	Companies’	
expanding	infectious	disease	
portfolio.	“Our	R&D	in	serious	
infections	such	as	HIV/AIDS,	
HCV	and	tuberculosis	has	
allowed	us	to	bring	innovative	
therapies	that	are	helping	to		
redefine	and	improve	treat-
ment	outcomes,”	he	says.	

*	INCIVO®	(telaprevir)	was	co-developed	
by	Vertex	Pharmaceuticals	and	Tibotec,	
an	affiliate	of	Janssen	Pharmaceutical	
Companies	of	Johnson	&	Johnson.		
The	Janssen	Companies	have	the	right	to	
commercialize	telaprevir	in	Europe,	Latin	
America,	the	Middle	East,	Africa,	India,	
Australia	and	New	Zealand	under	the	
commercial	name	INCIVO®.
**	The	most	common	genotype	in	Europe	
and	the	U.S.

Moving From Treatment
to Prevention

Curing  
Hepatitis C

m a n U fa C T U r i n g  Va C C i n e s 

Kyung	Mi	Choi	works	at	
Crucell’s	ultramodern	vaccine	
manufacturing	facility,		
which	opened	in	2011	in	
Incheon,	South	Korea.		
It	is	one	of	the	largest	such	
facilities	in	the	world.
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In	March	2011,	several	non-	
exclusive	licenses	were	granted	
to	generic	manufacturers	in	
South	Africa	and	India	to	
manufacture,	market	and	
distribute	rilpivirine,	an	
investigational	anti-HIV	
medication	subsequently	
granted	approval	by	the	U.S.	
Food	and	Drug	Administration	
(FDA)	and	the	European	
Medicines	Agency.
	 “Johnson	&	Johnson	has		
expanded	the	scope	of	its	
Global	Access	Program	and	
licensed	generic	partners	to	
speed	access	to	rilpivirine,	
an	important	new	medicine	
to	treat	HIV,”	says	Alan	
Staple,	Manager	of	Strategic	
Relationships,	the	Clinton	
Health	Access	Initiative.
	 Agreements	now	exist	with	
five	generic	manufacturers	to	
ensure	widespread	access	to	
and	supply	of	rilpivirine,	both	
as	a	single-agent	medicine	and	
as	a	fixed-dose	combination	

with	multiple	medicines	in	one	
tablet	that	will	simplify	HIV	
therapy.	Four	of	these	agree-
ments	were	signed	prior	to	
receiving	regulatory	approvals	
for	rilpivirine,	allowing	generic	
manufacturers	to	make	generic	
rilpivirine	and	the	combination	
pill	available	more	quickly.	
Collaboration	with	generic	
companies	extends	beyond	
licensing	to	sharing	technical	
skills	and	providing	help	to		
ensure	safety	and	quality	as	well.
	 In	May	2011,	the	FDA	
granted	approval	of	EDURANT®	
(rilpivirine)	for	treatment-
naïve	adults	(those	who	have	
never	taken	HIV	therapy).	It	is	
the	third	anti-HIV	medication	
commercialized	by	Janssen	
Therapeutics,	Division	of		
Janssen	Products,	LP;	together	
with	PREZISTA®	(darunavir)	
and	INTELENCE®	(etravirine),	
the	company	can	provide		
treatment	options	for	patients	
at	all	stages	of	the	disease.	

	 Since	2007,	licensing	agree-
ments	have	been	used	with	
generic	manufacturers	to	make	
these	HIV	medicines	available	
at	a	low	special	access	price	to	
65	countries	that	have	a	high	
HIV	burden,	including	India	
and	nations	in	sub-Saharan	
Africa.	More	recently	the	agree-
ments	have	been	modified	to	
provide	access	to	rilpivirine		
in	112	low-resource	countries,	
including	Vietnam	and		
Thailand,	covering	more	than	
80	percent	of	people	living		
with	HIV	worldwide.	

In	2011,	global	approvals	and	
an	amended	distribution	
agreement	with	Merck	&	Co.,	
Inc.	helped	Janssen	
Pharmaceuticals,	Inc.	expand	
its	leadership	and	geographic	
presence	in	immunology,	
serving	more	patients.		
 STELARA®	(ustekinumab),		
a	treatment	for	moderate	to	
severe	plaque	psoriasis	now	
approved	in	61	countries,	was	
recognized	with	the	prestigious	
Prix	Galien	USA	Award	as	the	
Best	Biotechnology	Product.	
STELARA®	is	in	Phase	III	
studies	for	the	treatment	of	
psoriatic	arthritis	and	Crohn’s	
disease,	and	Phase	II	studies	for	
the	treatment	of	sarcoidosis	and	
primary	biliary	cirrhosis.
	 SIMPONI®	(golimumab),	a	
once-monthly	subcutaneously	
administered	anti-TNF-alpha	
therapy,	has	now	achieved	
approvals	in	45	countries.	
SIMPONI®	is	in	Phase III	stud-
ies	for	treatment	of	ulcerative	
colitis	and	juvenile	idiopathic	
arthritis,	and	as	an	intravenous	
formulation	for	rheumatoid	
arthritis.	It	is	also	in	a	Phase	II 
study	for	sarcoidosis.
	 In	September,	REMICADE®	
(infliximab)	received	U.S.	
Food	and	Drug	Administration	
approval	as	the	first	biologic	
treatment	for	pediatric	ulcer-
ative	colitis,	marking	the		
16th	approval	in	the	U.S.		
REMICADE®	is	now	available		
in	106	countries.	
	 In	July,	marketing	rights	for	
REMICADE®	and	SIMPONI®	
were	transferred	from	Merck	
to	the	Janssen	Pharmaceutical	
Companies	in	approximately	
150	territories.	

Addressing the Burden of HIV Expanding 
Our
Immunology 
Leadership

a C C e s s  T o  m e D i C i n e s  

HIV	medications	help	Thabo	
feel	strong	so	he	can	enjoy	
time	with	his	mother	in	South	
Africa.	Johnson	&	Johnson	
expanded	its	Global	Access	
Program	in	2011	to	make	its	
HIV	portfolio	available	to	
more	people	like	him,	who	
otherwise	might	not	get	the	
medicines	they	need.
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C O N S U M E R

Innovating	Iconic	Brands

	 When	Christine	treats	her	children’s	
“owies,”	she	sings	the	“Always	Squeeze	
Then	Stick™”	song	from	a	TV	commercial	
in	which	cheerful	puppets	sing	about	
always	using	NEOSPORIN®	antibiotic	
ointment	together	with BAND-AID®	Brand	
Adhesive	Bandages	for	minor	wounds.
	 “It’s	catchy	and	gets	stuck	in	our	heads.	
We’re	singing	it	all	day	long,”	Christine	says.

Marketing for today’s ConsuMers

Nearly	100	years	old,	BAND-AID®	Brand	is	
one	of	the	first	Johnson	&	Johnson	brands.	
The	NEOSPORIN®	brand,	which	joined	the	
Johnson	&	Johnson	trademark	portfolio	in	
2006	with	the	Pfizer	Consumer	Healthcare	
acquisition,	has	long	represented	the	gold	
standard	in	antibiotic	ointments.
	 “If	any	brands	were	naturally	meant	
to	be	together,	it’s	the	NEOSPORIN®	and	
BAND-AID®	Brands,”	says	Susan	Tang,	
Group	Brand	Director,	U.S.	Topical	Health	
Care,	Johnson	&	Johnson	Family	of	
Consumer	Companies.	After	all,	she	notes,	
parents	have	trusted	them	for	generations	
to	care	for	their	children,	the	products	
share	the	same	store	aisle	and,	when	used	
together,	provide	exceptional	wound	care.
	 Yet	only	2	percent	of	consumers	use	
an	antibiotic	cream	with	a	bandage,	
according	to	one	study.	To	reinforce	the	
message	that	the	products	should	be	used	
together,	Johnson	&	Johnson	Consumer	
Companies,	Inc.	developed	the	“Always	
Squeeze	Then	Stick™”	initiative	and	ran	a	
commercial	in	English	and	Spanish.	The	

campaign	also	brought	fun	activities	and	
the	commercial’s	brightly	colored	puppets	
to	large	events,	including	the	Baby	Buggy	
Bedtime	Bash,	a	charity	event	attended	
by	celebrity	parents	and	children.	And	
the	initiative	reached	out	to	influential	
mommy	and	daddy	bloggers,	who	spread	
the	word	through	social	media.
	 Christine,	for	example,	who	had	used	
the	two	products	together	long	before	she	
became	an	ambassador	for	the	campaign,	
promoted	“Always	Squeeze	Then	Stick™”	
through	Twitter	and	at	several	parent	
blogger	events.	She	hosted	a	video	contest	
for	her	blog’s	readers	and	posted	a	video	of	
her	own	family	in	Lincoln,	Calif.,	dancing	
and	singing	the	song.
	 “It	appeals	to	a	broader	audience	
beyond	just	us	moms,”	Christine	says.		
“My	older	kids	are	pretty	good	about	
helping	to	treat	the	younger	kids.	It’s	not	
just	mom	squeezing	then	sticking.	It’s	the	
oldest	siblings	too.”

developing trusted new produCts

Across	the	Johnson	&	Johnson	Family		
of	Consumer	Companies,	iconic	brands	
are	using	innovation	to	drive	growth		
and	meet	consumer	needs.	Efforts	range	
from	marketing	and	educational	tools		
to	creative	packaging	to	research	and	
development	that	leads	to	new	products	
from	historic	brands.
	 The	NEOSPORIN®	and	BAND-AID®	
Brands,	for	example,	are	also	launching	
new	products	in	early	2012.	The	new		

A s	a	mother	of	seven,	mommy	blogger	Christine	
Young	tends	to	a	good	number	of	scrapes	and	
cuts.	“My	kids	bike,	skateboard,	climb	trees	and	
are	always	on	the	go,	so	there’s	always	a	scrape		

or	cut	or	bruise,”	says	Christine,	whose	daughter	and	six	
sons	range	in	age	from	1	to	11.

BAND-AID®	Brand	Adhesive	Bandages		
use	QUILTVENT™	technology,	which	
promotes	breathability—a	feature	
consumers	have	said	they	want—and	
enables	the	bandage	to	wick	away	blood,	
leaving	the	wound	clean.
	 The	NEOSPORIN®	brand,	meanwhile,		
is	entering	the	eczema	skin	care	area		
with	NEOSPORIN®	ESSENTIALS™,		
three	new	products	designed	for	people	
with	eczema,	plus	a	trial	pack	that		
contains	them	all.	The	line	includes	a	
gentle	and	nonirritating	daily	care		
wash;	a	moisturizing	cream	that	has		
been	clinically	shown	to	restore	visibly		
healthier	skin	in	three	days;	and,	for		
itch	flare-ups,	a	hydrocortisone	cream.		
All	have	unique	RELIPID™	formulas,		
which	contain	a	humectant,	emollient,	
lipid	and	botanical	blend	to	help	retain	
moisture,	which	is	essential	for	healthy-
looking	skin.
	 “We	put	so	much	heart,	sweat	and	
passion	into	innovating	these	formulas,”	
says	Elena	Fernandez-Kleinlein,	Senior	
Director,	R&D,	Global	Topical	Health	Care,	
Johnson	&	Johnson	Family	of	Consumer	
Companies.	“We’re	proud	to	be	able	to	
help	eczema	sufferers.”
	 Other	heritage	brands	are	also	
launching	innovative	products	to	
meet	consumer	needs.	For	example,	
NEUTROGENA®,	a	58-year-old	iconic	
brand,	learned	from	consumer	insight		
that	parents	have	a	hard	time	getting	their	
little	swimmer	to	sit	still	long	enough	to	
dry	off	and	reapply	sunscreen.	This	led	to	
the	2011	launch	of	NEUTROGENA®	Wet	
Skin	Sunblock	Spray,	the	first	sunscreen	
designed	to	be	applied	directly	to	wet	skin.	
The	sprays	quickly	became	the	top-selling	
new	products	in	the	sun	category.
	 Also	in	2011,	Neutrogena	Corporation	
launched	the	first	products	in	its	line	
of	NEUTROGENA®	Naturals	face	and	
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lip	products.	The	five	products	are,	on	
average,	94	percent	naturally	derived,	
with	no	harsh	chemical	sulfates,	parabens,	
petrochemicals,	dyes	or	phthalates.		
The	Neutrogena	science	team	examined	
thousands	of	natural	ingredients	to	find	
the	best	bionutrients,	such	as	Peruvian	
Tara	Seed,	to	promote	healthy-looking	
skin.	In	addition,	NEUTROGENA®	
Naturals	uses	environmentally	sensitive	
post-consumer	recycled	material	in	its	

packaging	and	built	a	first-of-its-kind	
green	server,	which	runs	the	brand’s	
website	solely	on	solar	and	wind	energy.
	 The NICORETTE®	team,	meanwhile,	
extended	the	brand’s	long	history	with	the	
launch	of	NICORETTE®	QUICKMIST™,	
a	fast-acting	mouth	spray	for	relief	from	
cigarette	cravings.	The	development	and	
launch	involved	a	host	of	innovations	
based	on	consumer	insight,	including	
the	desire	for	speed,	effectiveness	and	

an	easy-to-use	design.	The	marketing	
campaign	and	commercials	focused	on	
demonstrating	the	spray’s	fast	action,	
which	deeply	resonated	with	consumers.
	 “Consumers	have	trusted	our		
brands	for	generations.	We	must	invest	
in	our	heritage	brands	to	keep	them	
successful	and	relevant	to	consumer	
needs,”	says	Jesse	Wu,	Worldwide	
Chairman,	Consumer	Group,		
Johnson	&	Johnson.	

Bringing Brands togetHer When	Christine	Young’s	children	experience	a	scrape	or	cut,	she	sings	the	“Always	Squeeze		
Then	Stick™”	song	as	she	uses	NEOSPORIN®	antibiotic	ointment	and	BAND-AID®	Brand	Adhesive	Bandages	to	help	them	feel	better.	
The	marketing	campaign	brings	together	the	two	iconic	brands.
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Heleneide	Pereira	de	Brito	of	
São	Paulo,	Brazil,	feels	more	
confident	with	fresh	breath	and	
a	beautiful	smile.
	 “Feeling	good	about		
how	they	look	helps	
consumers	also	feel	more	
prepared	to	accomplish	
things	in	their	daily	lives,”	
says	Karina	Lensing,	Senior	
Brand	Manager,	LISTERINE®,	
Johnson	&	Johnson	Industrial	
Ltda.,	Brazil,	sharing	an		
insight	that	helped	bring	
LISTERINE®	ESSENCIAL™	to	

consumers	in	2010.	
	 “In	most	emerging	markets,	
including	Brazil,	there	are	
many	people	who	aspire	to	
purchase	traditional	Western	
brands	but	are	looking	for	
affordability	and	a	combination	
of	benefits	that	create	value,”	
says	Takis	Baladis,	Area		
Vice	President,	Emerging	
Markets,	Europe,	Middle	East,	
Africa,	Johnson	&	Johnson	
Consumer	Family	of	
Companies.	“These	consumers	
make	up	a	significant	portion		

of	the	population.”	
	 LISTERINE®	ESSENCIAL™	
appeals	to	such	consumers	
through	its	new	design,		
lower	cost	and	comprehensive	
marketing	campaign	that	
speaks	to	their	aspirations.	
	 The	Consumer	business	
continues	to	gain	a	deeper	
understanding	of	needs	in	
emerging	markets	through-	
out	the	world,	leading	to	
enhanced	products	and	
marketing	that	better	connect	
to	consumers.	
	 	In	2011,	for	example,	the	
Johnson	&	Johnson	Family	of	
Companies	acquired	the	over-

the-counter	business	of	J.B.	
Chemicals	&	Pharmaceuticals	
Ltd.,	including	its	DOKTOR MOM®		
brand,	a	well-known	line	of	
products	for	mid-tier	
consumers	in	Russia.	Such	
acquisitions	are	helping	
to	expand	the	portfolio	of	
products	that	meet	consumer	
needs	in	emerging	markets.
	 “By	leveraging	our	existing	
capabilities,	as	well	as	our	
consumer	and	marketing	
strengths,	we	can	continue		
to	innovate,	drive	growth	and	
meet	new	consumer	needs		
in	emerging	markets,”		
Baladis	says.	

Aspiring Customers in  
Emerging Markets

wHat ConsuMers want A	better	understanding	of	emerging	
market	consumers,	like	Heleneide	Pereira	de	Brito,	helps	our	
Consumer	business	satisfy	needs.
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When	consumers	in	
France	unwrap	a	LE PETIT 
MARSEILLAIS®	bar	of	
soap,	they	may	notice	an	
additional	logo:	that	of	the	
GreenPalm	program.	LE PETIT 
MARSEILLAIS®	recently	began	
using	the	GreenPalm	logo	on	
packaging	to	highlight	efforts	
supporting	sustainable	palm	
oil	production.
	 Palm	oil	and	ingredients	
derived	from	palm	oil	are	
commonly	used	in	personal	
care	products	such	as	soaps,	
lotions,	shampoos	and	creams.	
The	oil,	which	comes	from	the	
fruit	of	the	oil	palm	tree,	is	also	
used	in	the	production	of	food	
and	biofuel.	The	demand	for	

palm	oil	is	increasing	at	an	
unsustainable	rate,	causing	
damage	to	rainforests	and	
threatening	the	environments	
of	several	endangered	species.
	 “Even	though	we	represent	a	
small	portion	of	global	palm	oil	
usage—less	than	0.2	percent	in	
2011—we	joined	the	
Roundtable	for	Sustainable	
Palm	Oil	(RSPO)	in	2006	to	
help	make	a	difference	in	the	
sustainability	of	this	important	
ingredient,”	says	Paulette	Frank,	
Vice	President,	Sustainability	
and	Environment,	Health	and	
Safety,	Johnson	&	Johnson	
Family	of	Consumer	Companies.
	 In	2010	and 2011,	
sustainable	palm	oil	certificates	

equal	to	100	percent	of	our	
estimated	palm	oil	use	were	
purchased	from	the	GreenPalm	
program,	which	is	endorsed	by	
the	RSPO.	
	 “The	GreenPalm	program	
allows	us	to	demonstrate	our	
commitment	to	our	Healthy	
Future	2015 goal	of	sourcing		
all	palm	oil	and	palm	oil	
derivatives	from	certified	
sustainable	sources,”	says	
Simon	Perry,	Sourcing	
Manager,	Johnson	&	Johnson	
Family	of	Consumer	Companies.
	 To	achieve	the	2015	goal,	
Johnson	&	Johnson	has	a		
global	palm	oil	sourcing	
strategy	that	includes	engaging	
our	suppliers,	collaborating	

with	nongovernmental	
organizations	(NGOs)	and	
supporting	projects	to	increase	
the	availability	of	certified	
sustainable	palm	oil	supplies.	
For	example,	a	partnership	with	
the	Dutch	NGO	Solidaridad	
trains	farmers	in	sustainable	
palm	oil	farming	techniques.
	 “We	are	doing	everything	
we	can	to	accelerate	and	
promote	the	growth	of	
sustainable	palm	oil,”	says	
Frank.	“We’re	a	small	user,	but	
we	have	a	big	voice.”	

McNeil	Consumer	Healthcare	
continues	to	make	progress	
against	commitments	to	
return	high-quality	products	to	
shelves	for	consumers.		
	 Shipments	have	resumed	
for	a	number	of	adult	and	
children’s	TYLENOL®	
products.	We	anticipate	that	
key	selected	products	will	
continue	to	be	reintroduced	
throughout	2012.	A	number	
of	Johnson	&	Johnson	
manufacturing	facilities—
and	hundreds	of	supply	
chain	associates—have	been	
involved	in	the	effort	to	return	
these	trusted	brands	to	store	
shelves.	
	 Work	also	continues	to	
outfit	the	manufacturing	
facility	in	Fort	Washington,	
Pa.,	with	state-of-the-art	
equipment	and	processes	
to	provide	quality	products	
to	consumers.	Upon	its	
reopening,	the	site	will	be	
a	world-class	facility	for	
manufacturing	over-the-
counter	liquid	medicines.	

Supporting Sustainable Sourcing

Returning 
Quality  
McNeil 
Products

reduCing our iMpaCt As	part	of	efforts	to	encourage	sustainable	palm	oil	supply	and	sourcing,	
Johnson	&	Johnson	works	with	organizations	that	engage	in	sustainable	palm	oil	farming	practices.
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	 “I	took	her	other	hand	and	when	I	let	
it	go,	the	hand	just	fell	down,”	he	says.	He	
realized	she	couldn’t	move	her	right	side.	
“I	knew	immediately	that	my	wife	had	a	
severe	stroke	and	that	every	minute	would	
count,”	Mr.	Wecker	says.	An	ambulance	
rushed	Mrs.	Wecker,	64,	to	the	hospital,	
where	evaluation	including	an	MRI	
showed	she	was	experiencing	an	acute	
ischemic	stroke,	a	blockage	of	an	artery	
leading	to	the	brain.
	 The	doctor	proposed	using	a	new	
option,	the	REVIVE™	SE Device,	a	self-
expanding	blood	clot	retrieval	and	removal	
device	designed	to	remove	blood	clots	and	
restore	blood	flow	to	the	brain	in	patients	
having	acute	ischemic	stroke.	“I	said,	‘I	
don’t	think	it	could	get	much	worse’	and	
asked	them	to	do	what	they	thought	would	
be	best	for	my	wife,”	Mr.	Wecker	recalls.
	 The	minimally	invasive	procedure	took	
only	25	minutes,	an	advantage	because	
the	damage	can	become	more	serious	the	
longer	the	brain	is	deprived	of	blood.
	 “The	patient	could	have	suffered		
severe	permanent	impairment	or	could	
have	died,”	says	her	surgeon,	Prof.	Martin	
Bendszus,	M.D.,	Chairman,	Department	of	
Neuroradiology,	University	Hospital	of	
Heidelberg,	Germany.	“But	she	could	move	
her	body	and	speak	the	next	day,	and	left	
the	hospital	one	week	later.	She’s	
absolutely	fine	now—it’s	really	amazing.”	
	 The	hospital	now	routinely	uses	the	
REVIVE™	SE	Device	for	acute	ischemic	
stroke.	“It’s	rare	that	you	experience	a	

change	in	paradigms	in	medicine,”		
Prof.	Bendszus	says.	“It’s	dramatic.”

Significant need

Each	year	15	million	people	suffer	stroke	
worldwide.	Of	these,	5	million	die	and	
another	5	million	are	permanently	
disabled.	Stroke	is	the	leading	cause	of	
death	after	heart	disease	and	cancer,	
and	a	leading	cause	of	serious	long-
term	disability.	Hemorrhagic	strokes	
occur	when	an	artery	in	the	brain	bursts;	
ischemic	strokes,	in	which	blood	flow	to	
the	brain	is	blocked,	account	for	about		
90	percent	of	strokes	each	year.
 The	REVIVE™	SE	Device	is	the	first	
device	from	Codman	&	Shurtleff,	Inc.	for	
ischemic	stroke	and	marks	a	new	growth	
area	for	the	Johnson	&	Johnson	company,	
which	is	developing	additional	stroke	
products.	“This	is	the	beginning	of	a	long-
term	commitment	to	bring	forward	more	
innovations	that	advance	the	treatment	
of	stroke	and	improve	patient	care	and	
outcomes,”	says	Karen	Prange,	General	
Manager	and	Vice	President,	Codman	
Neurovascular	Business.
	 The	company	received	European	Union	
approval	for	the	REVIVE™	SE	Device	in	
February	2011	and	launched	the	device	
there	in	September.	While	it	is	not	
approved	for	distribution	in	the	United	
States,	clinical	trials	are	being	planned	for	
potential	future	use.
 The	REVIVE™	SE	Device	represents	the	
success	of	the	September	2010	acquisition	

of	Micrus	Endovascular	Corporation,	
a	global	developer	and	manufacturer	
of	minimally	invasive	devices	for	
hemorrhagic	and	ischemic	stroke.	It	now	
operates	under	Codman	Neurovascular,	
a	global	neuroscience	and	neurovascular	
company	that	develops	and	markets	
products	for	the	diagnosis	and	treatment	
of	neurological	disorders.	Codman	is	part	
of	the	DePuy	Family	of	Companies,	which	
has	a	rich	history	of	pioneering	products	in	
orthopaedic	and	neurological	care.		
A	fast-growth	area,	the	neurovascular	
market	is	expanding	at	more	than		
10	percent	annually.

M E D I C A L  D E V I C E S  &  D I A G N O S T I C S

Reviving	and
Recovering

When	Ehrenfried	Wecker	of	Wiesenbach,	
Germany,	returned	home	from	the	bakery	
with	breakfast	rolls	one	morning	in	August,	
he	found	his	wife,	Brunhilde,	in	bed,		

waving	at	him	with	one	arm	and	unable	to	speak.	
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a full life ReStoRed

Mrs.	Wecker’s	MRI	had	located	the	blood	
clot	in	a	vessel	on	the	left	side	of	her	brain.	
Prof.	Bendszus	inserted	the	REVIVE™	SE	
Device	into	her	groin	with	a	microcatheter	
and	guided	it	up	an	artery	to	the	blockage	
area	while	watching	the	image	on	a	screen.	
The	device’s	mesh	basket	expanded,	
pushing	the	clot	against	the	vessel	wall	
and	restoring	blood	flow	to	the	brain.	Prof.	
Bendszus	then	retrieved	and	removed	
the	blood	clot	that	caused	Mrs.	Wecker’s	

stroke	and	the	complete	paralysis	of	
her	right	side.	Before	the	procedure,	
neurologists	had	also	administered	the	
standard	treatment	for	ischemic	stroke,	
tPA,	a	clot-dissolving	drug.
	 The	next	day,	Mrs.	Wecker	was	served	
potatoes	and	roast	pork	for	lunch,	but	
no	one	had	cut	up	the	meat	for	her.	“So	I	
tried	cutting	up	the	meat	myself,	and	my	
hand	worked,”	she	says.	“The	day	before,	
I	couldn’t	move	my	hand,	and	now	I	was	
cutting	schweinebraten!”	When	Mrs.	

Wecker’s	husband	and	son	visited,	“We	
couldn’t	believe	she	was	sitting	there,	
waving	and	smiling	at	us,	and	that	she	
could	speak	perfectly	fine,”	Mr.	Wecker	
says.	She	left	the	hospital	six	days	after	her	
stroke,	not	needing	rehabilitation.
	 Once	home,	Mrs.	Wecker	resumed	
her	full	lifestyle,	working	as	a	tax	adviser,	
visiting	her	grandchildren	and	enjoying	her	
garden.	“I	can	do	everything	I	did	before,”	
she	says.	“The	operation	took	just	25	
minutes,	and	it	probably	saved	my	life.”	

life afteR StRoKe The	REVIVE™	SE 	Device	helped	save	Brunhilde	Wecker’s	life	when	she	suffered	a	stroke.		
She	enjoys	her	active	lifestyle	and	time	in	her	garden	with	her	husband,	Ehrenfried.
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“Diabetes	has	never	been		
one	of	the	factors	that	I’ve	
allowed	to	hold	me	back.		
It’s	a	medical	condition,	and	
you’ve	just	got	to	deal	with	it,”	
says	Matt	Cox,	who	lives	in	the	
village	of	High	Lane	in	
northwest	England.
	 For	Matt,	setting	a	
positive	example	is	especially	
important	because	his	son,	
Jack,	also	has	type	1	diabetes.
	 In	July	2011,	Matt	joined		
six	swimmers,	two	of	whom	
also	have	type	1	diabetes,		

in	an	almost	14-hour	relay	
swim	across	the	English	
Channel	to	raise	money	for		
the	Juvenile	Diabetes	Research	
Foundation.	All	three	swimmers	
with	diabetes	wore	their		
waterproof*	ANIMAS®	VIbE™	
insulin	pumps	as	they	braved	
the	cold	waters.
	 “Without	my	pump,	this	
would	not	have	been	possible.	
It	was	clearly	doable	with	the	
right	tools,”	says	Matt.
	 Animas	Corporation	
received	CE	Mark	approval	for	

the	ANIMAS®	VIbE™	Device	in	
June	2011.	It’s	the	first	and	only	
continuous	glucose	monitoring	
(CGM)-enabled	insulin	pump	
system	with	DExCOM	G4™	
CGM	technology,	which	
allows	for	real-time	glucose	
information,	alerts	for	high	and	
low	readings,	and	glucose	trend	
information.
	 While	the	ANIMAS®	VIbE™	
Device	helped	Matt	manage	his	
diabetes	during	the	channel	
swim,	it	was	still	no	easy	

undertaking.	But	Matt	
persevered.
	 “When	I	got	in	the	water,	
to	say	I	was	scared	would	be	
a	massive	understatement.	
When	it	was	over,	it	was	a	
huge	relief,”	says	Matt.	
“Diabetes	has	been	a	big	
part	of	my	life,	but	it’s	in	the	
background,	and	that’s	where	
I	try	to	keep	it.”	

*	The	ANIMAS®	insulin	pump	is	water-
proof	up	to	3.6	meters	for	24 hours.	The		
DExCOM	G4™	Transmitter	is	waterproof	
at	2.4	meters	for	24	hours.	

Setting	an	Example

inSPiRational SWiM Matt	Cox	took	part	in	a	relay	swim	across	
the	English	Channel	with	support	from	his	family.	He	wanted	to	
show	his	son,	Jack,	that	diabetes	shouldn’t	hold	him	back	from	
accomplishing	his	goals.



 J O H N S O N  &  J O H N S O N  2 0 1 1  A N N U A L  R E P O R T 1 7

Mrs.	Ramasamy	Kamatchi	is	a	
57-year-old	farmer	in	Trichy,		
India,	whose	life	has	been	
transformed	by	the	DePuy	
REACh™	Knee.	After	suffering	
from	debilitating	knee	pain	
for	more	than	10	years,	she	
underwent	knee-replacement	
surgery	and	is	again	able	to	care	
for	her	family	and	enjoy	activities	
with	her	grandchildren.	“Now	
I	can	pay	less	attention	to	my	
knee	and	more	to	my	family,”	
says	Mrs.	Kamatchi.	“I	am	very	
happy	and	satisfied.”
	 By	developing	new	R&D	
and	commercial	models	that	
meet	specific	emerging	market	
needs,	DePuy	Orthopaedics,	
Inc.	is	making	such	life-
changing	technologies	
accessible	and	affordable	
to	hundreds	of	millions	of	

underserved	patients	like		
Mrs.	Kamatchi.	The	company	is	
also	committed	to	the	safe	and	
effective	use	of	these	products.
	 By	2016,	India	will	need	
three	times	as	many	joint-
replacement	surgeons	as	it	
has	today	to	treat	the	number	
of	patients	suffering	from	
debilitating	arthritis.	Helping	
to	address	this	gap	is	the		
state-of-the-art	DePuy		
Institute	for	Advanced		
Education	and	Research,	which	
opened	near	Chennai,	the	
capital	city	of	Tamil	Nadu,	in	
July	2011.	Through	the	transfer	
of	knowledge	and	development	
of	skills,	this	facility	will	
increase	the	capacity	of	India’s	
health	care	professionals	to	
care	for	people	suffering	from	
osteoarthritis,	and	spinal	and	

neurological	disorders.
	 “As	we	teach,	we	also	learn	
more	about	the	needs	of	sur-
geons	and	their	patients,	and	
we	can	feed	these	insights	into	
our	product	innovation	and	
market	access	strategies,”	says	
Michael	del	Prado,	Company	
Group	Chairman,	Asia-Pacific.	
“These	strategies	work		
together	to	help	build	health	
care	capacity	in	India	and	
throughout	the	region.”
	 The	DePuy	Institute	in	
Chennai	is	one	of	more	than	25	
professional	education	centers	
that	the	Johnson	&	Johnson	
Family	of	Companies	has	built	
around	the	world	to	serve	
unique	patient	needs	in		
emerging	markets.	

A	number	of	strategic	decisions	
were	made	in	2011	to	reshape	
the	portfolio	of	devices		
and	diagnostics	businesses		
and	redeploy	resources	to	
accelerate	growth	over	the		
long	term.
	 	In	April	2011,	
Johnson	&	Johnson	announced	
it	planned	to	acquire	Synthes,	
Inc.,	a	premier	global	
developer	and	manufacturer	
of	orthopaedics	devices.	The	
acquisition,	which	would	
be	the	largest	purchase	in	
Johnson	&	Johnson	history,	
will	strengthen	the	Company’s	
leadership	position	in	the	
global	orthopaedics	market.
	 In	September	2011,	
Ethicon	Endo-Surgery,	Inc.	
announced	an	agreement	
to	acquire	SterilMed,	Inc.,	a	
leader	in	the	reprocessing	and	
remanufacturing	of	medical	
devices.	This	broadens	the	
portfolio	of	products	offered	
to	increasingly	cost-conscious	
hospital	customers.
	 The	Cardiovascular	Care	
franchise	exited	the	drug-
eluting	stent	business	to	better	
focus	on	areas	with	the	most	
significant	medical	needs	and	
the	greatest	opportunities	
for	growth,	such	as	its	leading	
electrophysiology	business.
	 We	continue	to	make	
progress	on	all	aspects	of	the	
Synthes	acquisition,	including	
the	integration	planning	
process,	and	continue	to	
expect	the	transaction	to	close	
in	the	first	half	of	2012.	Synthes	
and	the	DePuy	franchise	will	
be	well	positioned	to	succeed	
at	a	time	of	dramatic	change	
in	the	orthopaedics	market,	
offering	patients,	surgeons	and	
hospitals	a	broad	range		
of	innovative	technologies		
to	meet	their	orthopaedics	
needs.	

Replacing	a	Knee,	
Restoring	a	Life

Managing
for	Growth

i M P R o V e d  o u t l o o K  After		
a	successful	knee	replacement	
surgery,	Mrs.	Kamatchi	(left,	
with	daughter	Dhanalakshmi)	
can	focus	on	her	family		
and	household	tasks,	not	on		
her	pain.
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	 “After	the	earthquake	and	tsunami,	
my	first	priority	was	to	ensure	all	our	
employees	were	safe,	that	our	facility	was	
safe	and	that	our	community	was	safe.	
After	that,	I	was	anxious	to	get	to	work	for	
our	customers,”	says	Kobayashi,	Sukagawa	
Plant	Manager,	Johnson	&	Johnson	
Medical	Company	(JJMC),	Division	of	
Johnson	&	Johnson	K.K.
	 The	Sukagawa	plant	is	primarily	a	
manufacturing	and	distribution	center	
for	medical	devices,	including	STERRAD®	
Sterilization	Products	and	CARTO®	3	
System,	advanced	3-D	imaging	technology.	
It	handles	labeling	for	almost	all	the	Medical	
Devices	and	Diagnostics	products	sold	
in	Japan.	Damages	at	the	facility	were	
significant.

Assessing the DAmAge

Immediately	after	the	disaster,	and	in		
the	face	of	the	subsequent	risk	of	radiation	
exposure	from	a	damaged	nuclear	power	
plant,	leaders	of	Johnson	&	Johnson	
Supply	Chain	initiated	extensive		
and	ongoing	assessments	of	the	
Company’s	operations	and	distribution	
and	supplier	networks	throughout	Japan.	
The	priority:	ensure	the	safety	of	products	
and	raw	materials	in	the	Company’s		
supply	chain.
	 Within	the	first	few	days,	a	cross-	
functional	team	quickly	located	all	
employees	and	found	them	to	be	safe.	
Then	assessments	were	made	at	each	
operating	company.	Consumer	company	
sites	had	no	damage	and	within	24	hours	
of	the	disaster	had	products	ready	to	be	
donated	to	shelter	camps,	towns	and	
anywhere	else	they	were	needed.	

Vision	Care	operations	in	Tokyo	suffered	
water	damage	due	to	sprinklers	but	
no	major	damage	and	re-established	
100	percent	function	by	March	15.	
	 The	Ortho-Clinical	Diagnostics	(OCD)
office	in	Sendai	was	severely	damaged,		
and	employees	were	relocated	to	a		
JJMC	office	until	repairs	could	be	made.	
The	OCD	office	reopened	later	that	month.		
A	Janssen	facility	escaped	initial	damage	
but	suffered	minor	damage	four	days	
later	from	an	earthquake	in	the	Mount	
Fuji	area.	Operations	resumed	there	by	
March	16.	But	a	Sendai	branch	office	of	
JJMC	was	not	operational,	and	heavily	
damaged	Sukagawa	was	closed	to	undergo	
repairs.	Concurrently,	supply	chain	leaders	
identified	and	contacted	hundreds	of	
suppliers	to	assess	and	validate	safety	
measures	for	raw	materials	and	finished	
products.

RecoveRy Begins

“When	we	toured	the	[Sukagawa]	building	
the	day	after	the	disaster,	it	was	very	
miserable,”	says	Hiroyuki	Watanabe,	
Senior	Manager,	JJMC	Quality	Assurance.
	 Kobayashi,	a	30-year	employee,	says	
the	first	couple	of	days	were	focused	on	
cleaning.	“Everything	became	a	challenge	
as	supplies	stopped,”	he	says.	“Working	in	
the	Sukagawa	plant	was	very	difficult,	with	
no	water,	toilet	or	food	available.”
	 But	emergency	supplies,	including	food	
and	water,	arrived	from	Tokyo.	That	helped	
during	the	recovery	work	at	the	plant.
	 Labeling	at	Sukagawa	was	restarted	at	
about	80	percent	capacity	nearly	a	week	
after	the	disaster.	Additional	space	in	
Tokyo	was	promptly	audited	and	approved	

by	regulatory	agencies,	then	secured	for	
labeling.
	 Manufacturing	was	suspended.		
The	affected	product,	CiDEx® OPA,	is		
also	produced	at	a	Gargrave,	United	
Kingdom,	facility.	The	JJMC	team		
fast-tracked	regulatory	approval	to	make	
the	U.K.	product	available	in	Japan	during	
recovery.	An	external	manufacturer	was	
contracted	to	ramp	up	production	to		
cover	demand.
	 “The	turnaround	time	for	this	
regulatory	review	and	approval	were	
unprecedented,	thanks	to	the	strong	
support	from	the	JJMC	team,	including	
regulatory	affairs,”	explains	Watanabe.
	 By	March	25,	five	labeling	rooms	were	
operating	at	almost	100	percent	capacity,	
while	repairs	to	the	manufacturing	line	
continued.	All	repairs	to	the	automated	
distribution	warehouse	were	completed.

O U R  C O M M i T M E N T

Remaining	Steadfast

The	Tohoku	Pacific	Coast	earthquake	and		
tsunami	struck	Japan	on	Friday,	March	11.		
In	the	wake	of	the	disaster,	Toshiaki	Kobayashi—		
responsible	for	operations	of	a	manufacturing,	

distribution	and	labeling	facility	in	Sukagawa—was	just		
one	of	5,000	Johnson	&	Johnson	colleagues	in	Japan		
whose	immediate	concern	was	for	others.
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	 “We	were	all	thinking,	‘How	much	faster	
can	we	get	back	to	distributing	products	
to	our	customers?’”	says	Kobayashi.	“All	
employees	shared	this	focus	and	worked	
together—it	was	amazing.”

AiD to JAPAn

To	assist	the	people	of	Japan	during		
this	difficult	time,	the	Johnson	&	Johnson	
Family	of	Companies	made	a	significant	
financial	commitment,	as	well	as	product	
donations.	In	addition,	employees		
and	retirees	of	the	Johnson	&	Johnson		
Companies	donated	generously	to	disaster	
relief	partners	including	the	Japanese		
Red	Cross	Society,	Direct	Relief	
International,	International	Rescue	
Committee,	Project	HOPE,	Save	the	

Children	and	World	Vision.
	 In	Japan,	Janssen	Pharmaceutical	K.K.’s	
support	for	rescue	efforts	included	
donating	medical	equipment,	supplies	and	
funding	for	a	group	of	600	doctors		
working	in	affected	areas.	The	Vision	Care	
Division	provided	free	lenses	to	patients	
and	relief	workers	in	seven	affected	
prefectures,	identifying	clinics	to	serve	as	
emergency	lens	distribution	points.		
The	Japan	President’s	Council	approved		
a	recommendation	to	use	funds	pledged		
by	the	Johnson	&	Johnson	Family	of	
Companies	in	Japan	for	mid-	and	longer-
term	projects.

BAck to the Business of cARing

In	spite	of	indescribable	hardships	and	

shortages	of	fuel,	electricity,	food	and	
other	necessary	items,	employees	in	Japan	
worked	tirelessly	around	the	clock	to	
re-establish	support	and	supplies	to	the	
patients,	doctors	and	families	who	need	
our	products,	repaired	damaged	facilities	
and	provided	much	needed	assistance	to	
the	Tohoku	region.
	 “Culturally,	Japanese	people	have	a	
strong	team	spirit	that	was	important	to	
helping	us	make	a	successful	recovery,”	says	
Kobayashi.	“Still,	I	could	not	have	expected	
such	surprisingly	good	teamwork.”
	 He	emphasizes	that	caring	for	people	is	
also	part	of	Japanese	culture	and	says,		
“The	biggest	lesson	I’d	like	others	to	learn	
from	this	disaster	is	the	importance	of	
caring	for	and	helping	each	other.”	

cARing foR customeRs Once	employees	were	found	to	be	safe	after	the	earthquake	and	tsunami,	Toshiaki	Kobayashi	says	they	
focused	on	how	fast	they	could	get	back	to	serving	customers,	despite	significant	damage	to	a	Sukagawa	facility.
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	 UNFPA,	together	with	UNAIDS,	
UNICEF,	the	World	Bank	and	the	World	
Health	Organization	(WHO),	make	
up	the	H4+	partnership,	a	coordinated	
initiative	that	ensures	these	international	
organizations	work	together	for	women’s	
and	children’s	health	through	local	
programs.	In	2011,	Johnson	&	Johnson	
became	the	first	private	sector	partner	to	
support	the	H4+.	
	 “We	are	happy	to	have	
Johnson	&	Johnson	as	the	first	private	
sector	organization	coming	forward	as	a	
true	partner	on	this	initiative,”	says		
Dr.	Osotimehin.	“I	believe	that	with	
support	from	Johnson	&	Johnson,	we	can	
make	an	even	bigger	difference	on	the	
ground	and	save	more	lives.”

Building on a legacy of caring

“The	partnership	with	the	H4+	is	one	
component	of	our	response	to	the	United	
Nations	Secretary	General’s	call	to	action	
for	a	renewed	global	effort	to	achieve	
the	Millennium	Development	Goals	by	
2015,”	says	Joy	Marini,	Director,	Corporate	
Contributions,	Johnson	&	Johnson.		
“Our	efforts	are	in	keeping	with	our	long-
standing	commitment	to	the	health	and	
well-being	of	mothers	and	children.”
	 While	global	maternal	mortality	has	
been	reduced	by	one-third	in	the	past 20	
years,	H4+	members	report	that	every	
day,	approximately	1,000	women	die	from	
pregnancy	complications	and	childbirth—

most	of	them	in	sub-Saharan	Africa	and	
South	Asia.	For	every	woman	who	dies,	
around	20	more	are	seriously	injured	or	
suffer	disabilities.	And	every	day,	about	
10,000	newborns	die	within	their	first		
28	days	of	life.	
	 Most	of	these	deaths	can	be	prevented.	
Factors	including	poor	health	infra-
structure	and	a	lack	of	qualified	health	
workers	can	mean	the	most	basic	and	
natural	act	of	giving	life	instead	becomes	
a	cause	of	death—a	time	of	hope	for	the	
future	instead	becomes	a	time	of	family	
crisis	and	despair.
	 Ethiopia	and	Tanzania	are	areas	where	
the	risk	to	mothers	and	newborns	is	high,	
and	the	governments’	commitments	
to	improving	maternal-child	health	are	
strong.	H4+	and	Johnson	&	Johnson	are	
providing	training	programs	in	these	areas	
for	health	care	workers	so	critical	care	can	
reach	mothers	and	newborns.

Working With community-Based 

organizations

Johnson	&	Johnson	is	inspired	by	Our	
Credo	to	partner	with	hundreds	of	
organizations	in	caring	for	people	
throughout	the	world.	The	Company	
works	with	partners	on	over	700	programs	
in	more	than	50	countries,	helping	to	
implement	new	approaches	that	often	
enable	these	programs	to	expand	and	reach	
more	people.	Employees	around		
the	world	volunteer	their	time,	skills	and	

O U R  C A R I N G

Together,	a	Meaningful		
Difference

When	you	look	after	a	woman,	when		
you	look	after	mothers,	you	look	after	
the	family,”	says	Babatunde	Osotimehin,	
M.D.,	Executive	Director	of	UNFPA,		

the	United	Nations	Population	Fund.	“It	is	important	
that	we	have	a	holistic	way	of	dealing	with	poverty	and	
other	factors	that	make	women	and	children	vulnerable,	
particularly	in	program	countries	where	these	women		
and	children	live.”	

passion	in	order	to	make	a	difference	to	
local	organizations.	
	 “With	a	private	sector	perspective,	we	
bring	an	enthusiasm	for	strategic	planning	
and	a	willingness	to	try	and	implement	
innovative	approaches,”	says	Sharon	
D’Agostino,	Vice	President,	Worldwide	
Corporate	Contributions	&	Community	
Relations.	“We	bring	a	rigor	for	metrics	
and	evaluation,	and	our	work	to	help	
programs	demonstrate	measurable	
outcomes	provides	organizations	with	
data	that	can	attract	additional	sources		
of	funding.”
	 The	Company’s	diverse	partners		
are	aligned	with	the	strategic	mission		
of	making	life-changing,	long-term	
differences	in	human	health.	“We	
recognize	that	those	closest	to	the	most	
pressing	health	care	concerns	are	best	able	
to	address	local	needs,”	says	D’Agostino.	
	 For	example,	in	Japan,	
Johnson	&	Johnson	supports	an	
organization	called	Resilience	that	
provides	assistance	to	women	who	are	
involved	in	or	have	gone	through	abusive	
relationships.	Resilience	offers	a	12-session	
series	of	workshops	and	lectures	that	aim	
to	educate	survivors	of	abuse	and	enable	
them	to	heal,	so	that	they	will	be	better	
equipped	to	re-enter	the	community,	start	
working	or	build	new	relationships.
	 	“If	we	could	get	connected	to	others	
who	are	able	to	provide	support	when	it	is	
needed,	then	I	think	we	could	change	this	
world	bit	by	bit,”	says	Sachi	Nakajima,	the	
organization’s	founder	and	herself	a	
survivor.

doing more as relationships groW

Many	partner	relationships	grow	over	
time	in	ways	that	contribute	to	people’s	
lives,	our	planet	and	our	business.	One	
such	longstanding	collaboration	is	with	
the	World	Wildlife	Fund	(WWF).	More	
than	10	years	ago,	Johnson	&	Johnson	
became	an	early	adopter	of	the	WWF	
Climate	Savers	program.	The	Company	
set	a	goal	to	achieve	a	7	percent	absolute	
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caring for Women and children  Dr.	Babatunde	Osotimehin	is	Executive	Director	of	UNFPA.		
“Our	greatest	hope	for	the	H4+	collaboration	is	that	we	will	make	a	difference	in	the	lives	of	the	people	we	serve,”	he	says.	
	“If	we	bring	all	our	efforts	together	in	synergy,	we	can	do	a	lot	more	than	we	can	as	individual	organizations.”

reduction	in	CO2	emissions	from		
1990–2010.	As	of	2010,	Johnson	&	Johnson	
surpassed	the	goal,	achieving	an	absolute	
reduction	of	more	than	23	percent.
	 “Johnson	&	Johnson	set	a	really	high	bar	
at	a	time	when	other	companies	were	not	
setting	greenhouse	gas	reduction	targets,”	
says	Suzanne	Apple,	Vice	President,	
Business	&	Industry,	WWF.	“It	sent	a	strong	
message	to	other	companies	to	participate.”
	 The	collaboration	expanded	to	
include	a	philanthropic	commitment	to	

WWF’s	“Healthy	Communities,	Healthy	
Ecosystems”	program	in	Africa,	which	
links	the	health	of	the	environment	to	the	
health	of	local	people.	Johnson	&	Johnson	
was	also	an	early	participant	in	WWF’s	
Global	Forest	&	Trade	Network,	focused	
on	reliable,	sustainable	sourcing	of		
paper	and	wood	products.	While	the	
Company	is	not	in	the	paper	or	pulp	
business,	Apple	says	Johnson	&	Johnson	
again	sent	a	strong	message,	this	time	to	
suppliers	that	came	to	the	table.	In	the	

same	way,	WWF	has	provided	critical	
input	about	a	responsible	sourcing	policy	
for	palm	oil.	Johnson	&	Johnson	is	working	
with	WWF	to	identify	opportunities	to	
support	projects	that	promote	sustainable	
practices	in	the	field.	
	 “With	Johnson	&	Johnson	we	are	
working	in	a	number	of	areas	that	are	
important	to	both	of	us,”	says	Apple.		
“By	joining	forces,	we	can	have	a	bigger	
impact	on	creating	a	more	sustainable	
future	for	our	planet.”	
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President, University of Michigan

JAMES G.  CULLEN  
Retired President and Chief  
Operating Officer, Bell Atlantic
Corporation

Second row, left to right 

IAN E.L.  DAVIS 
Senior Advisor, Apax Partners; 
Former Chairman and Worldwide 
Managing Director, McKinsey & 
Company

MICHAEL M.E.  JOHNS,  M.D. 
Chancellor, Emory University

SUSAN L.  LINDQUIST,  PH.D. 
Member and Former Director, 
Whitehead Institute for  
Biomedical Research; Professor  
of Biology, Massachusetts  
Institute of Technology  

Third row, left to right 
ANNE M.  MULCAHY
Former Chairman and  
Chief Executive Officer,  
Xerox Corporation

LEO F.  MULLIN  
Retired Chairman and Chief  
Executive Officer, Delta Air 
Lines, Inc. 

WILLIAM D.  PEREZ  
Senior Advisor, Greenhill & Co., 
Inc.; Retired President and  
Chief Executive Officer, 
Wm. Wrigley Jr. Company   

Fourth row, left to right  

CHARLES PRINCE  
Retired Chairman and Chief 
Executive Officer, Citigroup Inc.

DAVID SATCHER,  M.D.,  PH.D. 
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AUDIT

The Audit Committee, composed entirely of independent 
Directors, helps the Board oversee the Company’s financial 
accounting and reporting practices.  It recommends the  
independent public auditor for appointment by the Board and 
reviews its performance. In addition, the Committee monitors 
the adequacy of internal accounting practices, procedures and 
controls; reviews the Company’s financial reporting process 
and disclosure procedures; and helps the Board oversee the 
Company’s legal compliance programs. 

James G. Cullen, Chairman
Mary Sue Coleman, Ph.D. 
Ian E.L. Davis
Leo F. Mullin

COMPENSATION & BENEFITS

The Compensation & Benefits Committee, composed entirely 
of independent Directors, establishes the Company’s executive 
compensation philosophy and principles and approves the 
annual compensation and long-term incentives for the 
Company’s directors and executive officers. The Committee 
also reviews the philosophy and policies of the non-Board 
Management Compensation Committee, which determines 
management compensation and establishes perquisites and 
other compensation policies for non-executive employees. 
Additionally, the Committee oversees the management of the 
various retirement, pension, long-term incentive, savings, 
health and welfare plans that cover the Company’s employees.

Charles Prince, Chairman
Michael M.E. Johns, M.D.
Anne M. Mulcahy
William D. Perez
Ronald A. Williams

FINANCE

The Finance Committee exercises the authority of the Board 
during the intervals between Board meetings. The Finance 
Committee is composed of the Chairman of the Board and the 
Presiding Director. 

William C. Weldon, Chairman
James G. Cullen 

NOMINATING & CORPORATE GOVERNANCE

The Nominating & Corporate Governance Committee, 
composed entirely of independent Directors, is responsible 
for overseeing corporate governance matters, reviewing 
possible candidates for Board membership and recommending 
nominees for election. The Committee is also responsible for 
overseeing the process for performance evaluations of the Board 
and its committees. Additionally, the Committee reviews the 
Company’s executive succession plans and executive resources. 

William D. Perez, Chairman
James G. Cullen
Anne M. Mulcahy
Charles Prince

PUBLIC POLICY

The Public Policy Advisory Committee reviews the Company’s 
policies, programs and practices on public health issues 
regarding the environment and the health and safety of 
employees. The Committee also reviews the Company’s  
governmental affairs and policies and other public policy issues 
facing the Company. The Committee advises and makes  
recommendations to the Board on these issues, as appropriate. 
The Public Policy Advisory Committee is composed of  
independent Directors; one of the Company’s Vice Chairmen, 
Executive Committee; and the Vice Presidents for Global 
Corporate Affairs, Government Affairs and Policy, and  
Global Supply Chain.

Leo F. Mullin, Chairman
Ian E.L. Davis
Susan L. Lindquist, Ph.D.
David Satcher, M.D., Ph.D.
Ronald A. Williams

Alex Gorsky
Clifford E. Holland
Robert Salerno
Michael E. Sneed

SCIENCE AND TECHNOLOGY

The Science and Technology Advisory Committee, composed 
of independent Directors and the Company’s Vice President, 
Science and Technology, helps the Board with scientific matters 
impacting the Company’s business, including  monitoring the 
strategy and effectiveness of the Company’s research and  
development organization;  reviewing the effectiveness of 
scientific aspects of the Company’s product safety processes; 
overseeing major business development activities related to the 
acquisition of new science or technology; and identifying and 
understanding significant new science and technology policy 
issues and trends.

David Satcher, M.D., Ph.D., Chairman
Mary Sue Coleman, Ph.D.
Michael M.E. Johns, M.D. 
Susan L. Lindquist, Ph.D.

Garry A. Neil, M.D.

Committees of  
the Board
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Corporate Governance and Management’s Responsibility

Johnson & Johnson is guided by the values set forth in Our Credo,
created by General Robert Wood Johnson in 1943. These principles
have guided us over the years and continue to set the tone of
integrity for the entire Company. At all levels, the employees of
Johnson & Johnson are committed to the ethical principles embod-
ied in Our Credo and these principles have been woven into the
fabric of the Company.

The values articulated in Our Credo extend to our accounting
and financial responsibilities to Johnson & Johnson shareholders
and investors. We, the management of Johnson & Johnson, are
responsible for the integrity and objectivity of the accompanying
financial statements and related information. We are also responsi-
ble for ensuring that financial data is reported accurately and in a
manner that facilitates the understanding of this data.

As evidence of our commitment to this responsibility, we
maintain a well-designed system of internal accounting controls,
encourage strong and effective corporate governance from our
Board of Directors, continuously review our business results and
strategic choices, and focus on financial stewardship.

Our corporate staff of professionally trained internal auditors,
who travel worldwide, monitor our system of internal accounting
controls designed to provide reasonable assurance that assets are
safeguarded and that transactions and events are recorded properly.
Our internal controls include self-assessments and internal reviews
of our operating companies.

During 2011, the Company continued to invest significant time
and resources in order to ensure compliance with Section 404 of
the Sarbanes-Oxley Act of 2002. Based on the work performed, we
have concluded that our internal control over financial reporting
was effective as of January 1, 2012. We refer you to Management’s
Report on Internal Control Over Financial Reporting on page 69.

We require the management teams of our operating compa-
nies to certify their compliance with our Policy on Business Conduct,
which sets forth the Company’s commitment to conduct its busi-
ness affairs with integrity and comply with the governing laws and
regulations. We have a systematic program designed to ensure
compliance with these policies and provide means of reporting any
concerns about violations of the policy. Please visit our website at
www.investor.jnj.com/governance/conduct.cfm to view our Policy
on Business Conduct.

PricewaterhouseCoopers LLP, an independent registered public
accounting firm, is engaged to perform an integrated audit of our
consolidated financial statements and internal control over financial
reporting. The Report of Independent Registered Public Accounting
Firm is on page 68.

The Audit Committee of our Board of Directors is composed
solely of independent directors with the financial knowledge and
experience to provide appropriate oversight. We review internal
control matters and key accounting and financial reporting issues
with the Audit Committee on a regular basis. In addition, the inde-
pendent auditors, the General Counsel, the Chief Financial Officer,
the Chief Compliance Officer and the Vice President of Internal
Audit regularly meet in private sessions with our Audit Committee
to discuss the results of their work, including observations on the
adequacy of internal financial controls, the quality of financial
reporting and confirmation that they are properly discharging their
responsibilities and other relevant matters.

Our Executive Committee is continuously involved in the
review of financial results as well as developing and understanding
strategies and key initiatives for long-term growth. Our intent is to
ensure that we maintain objectivity in our business assessments,
constructively challenge the approach to business opportunities and
issues, and monitor our business results and the related controls.

Our consolidated financial statements and financial data that
follow have been prepared in conformity with accounting principles
generally accepted in the United States of America and include
amounts that are based upon our best judgments. We are commit-
ted to present and discuss results of operations in a clear and
transparent manner in order to provide timely, comprehensive and
understandable information to our shareholders.

William C. Weldon Dominic J. Caruso
Chairman, Board of Directors, Vice President, Finance,
and Chief Executive Officer and Chief Financial Officer
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Organization and Business Segments
DESCRIPTION OF THE COMPANY AND BUSINESS SEGMENTS

Johnson & Johnson and its subsidiaries (the Company) have
approximately 117,900 employees worldwide engaged in the
research and development, manufacture and sale of a broad range
of products in the health care field. The Company conducts business
in virtually all countries of the world with the primary focus on
products related to human health and well-being.

The Company is organized into three business segments:
Consumer, Pharmaceutical and Medical Devices and Diagnostics.
The Consumer segment includes a broad range of products used in
the baby care, skin care, oral care, wound care and women’s health
fields, as well as nutritional and over-the-counter pharmaceutical
products and wellness and prevention platforms. These products
are marketed to the general public and sold both to retail outlets
and distributors throughout the world. The Pharmaceutical segment
includes products in the following areas: anti-infective, antipsy-
chotic, contraceptive, dermatology, gastrointestinal, hematology,
immunology, neurology, oncology, pain management, thrombosis,
vaccines and infectious diseases. These products are distributed
directly to retailers, wholesalers and health care professionals for
prescription use. The Medical Devices and Diagnostics segment
includes a broad range of products distributed to wholesalers, hos-
pitals and retailers, used principally in the professional fields by
physicians, nurses, therapists, hospitals, diagnostic laboratories and
clinics. These products include Cardiovascular Care’s electrophysi-
ology and circulatory disease management products; DePuy’s
orthopaedic joint reconstruction, spinal care, neurological and
sports medicine products; Ethicon’s surgical care, aesthetics and
women’s health products; Ethicon Endo-Surgery’s minimally inva-
sive surgical products and advanced sterilization products; Diabetes
Care’s blood glucose monitoring and insulin delivery products;
Ortho-Clinical Diagnostics’ professional diagnostic products and
Vision Care’s disposable contact lenses.

The Company’s structure is based upon the principle of
decentralized management. The Executive Committee of
Johnson & Johnson is the principal management group responsible
for the strategic operations and allocation of the resources of the
Company. This Committee oversees and coordinates the activities
of the Consumer, Pharmaceutical and Medical Devices and
Diagnostics business segments.

In all of its product lines, the Company competes with compa-
nies both locally and globally, throughout the world. Competition
exists in all product lines without regard to the number and size of
the competing companies involved. Competition in research, involv-
ing the development and the improvement of new and existing
products and processes, is particularly significant. The development
of new and innovative products is important to the Company’s suc-
cess in all areas of its business. This also includes protecting the
Company’s portfolio of intellectual property. The competitive envi-
ronment requires substantial investments in continuing research and
in maintaining sales forces. In addition, the development and main-
tenance of customer demand for the Company’s consumer products
involves significant expenditures for advertising and promotion.

MANAGEMENT’S OBJECTIVES
The Company manages within a strategic framework aimed at
achieving sustainable growth. To accomplish this, the Company’s
management operates the business consistent with certain strate-
gic principles that have proven successful over time. To this end, the
Company participates in growth areas in human health care and is
committed to attaining leadership positions in these growth areas
through the development of high quality, innovative products and
services. New products introduced within the past five years
accounted for approximately 25% of 2011 sales. In 2011, $7.5 billion,
or 11.6% of sales, was invested in research and development. This
investment reflects management’s commitment to the importance
of ongoing development of new and differentiated products and
services to sustain long-term growth.

With more than 250 operating companies located in 60
countries, the Company views its principle of decentralized man-
agement as an asset and fundamental to the success of a broadly
based business. It also fosters an entrepreneurial spirit, combining
the extensive resources of a large organization with the ability to
anticipate and react quickly to local market changes and challenges.

The Company is committed to developing global business lead-
ers who can achieve growth objectives. Businesses are managed for
the long-term in order to sustain leadership positions and achieve
growth that provides an enduring source of value to our shareholders.

Our Credo unifies the management team and the Company’s
dedicated employees in achieving these objectives, and provides a
common set of values that serve as a constant reminder of the
Company’s responsibilities to its customers, employees, communi-
ties and shareholders. The Company believes that these basic
principles, along with its overall mission of improving the quality
of life for people everywhere, will enable Johnson & Johnson to
continue to be among the leaders in the health care industry.

Results of Operations
ANALYSIS OF CONSOLIDATED SALES

In 2011, worldwide sales increased 5.6% to $65.0 billion, compared
to decreases of 0.5% in 2010 and 2.9% in 2009. These sales
changes consisted of the following:

Sales (decrease)/increase due to: 2011 2010 2009

Volume 3.1% (0.5) (0.2)

Price (0.3) (0.8) (0.1)

Currency 2.8 0.8 (2.6)

Total 5.6% (0.5) (2.9)

Sales by U.S. companies were $28.9 billion in 2011, $29.5 billion in
2010 and $30.9 billion in 2009. This represents decreases of 1.8%
in 2011, 4.7% in 2010 and 4.4% in 2009. Sales by international
companies were $36.1 billion in 2011, $32.1 billion in 2010 and
$31.0 billion in 2009. This represents an increase of 12.4% in 2011,
an increase of 3.6% in 2010 and a decrease of 1.4% in 2009.
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The five-year compound annual growth rates for worldwide,
U.S. and international sales were 4.0%, (0.6)% and 8.9%, respec-
tively. The ten-year compound annual growth rates for worldwide,
U.S. and international sales were 7.2%, 3.8% and 11.2%, respectively.

Sales in Europe achieved growth of 10.4% as compared to the
prior year, including operational growth of 5.3% and a positive impact
from currency of 5.1%. Sales in the Western Hemisphere (excluding
the U.S.) achieved growth of 15.6% as compared to the prior year,
including operational growth of 12.2% and a positive impact from
currency of 3.4%. Sales in the Asia-Pacific, Africa region achieved
growth of 13.5% as compared to the prior year, including operational
growth of 6.6% and a positive impact from currency of 6.9%.

In 2011, 2010 and 2009, the Company did not have a customer
that represented 10% or more of total consolidated revenues.

The 2009 results benefited from the inclusion of a 53rd week.
(See Note 1 to the Consolidated Financial Statements for Annual
Closing Date details). The Company estimated that the fiscal year
2009 growth rate was enhanced by approximately 0.5% due to the
53rd week.

U.S. HEALTH CARE REFORM
The Patient Protection and Affordable Care Act and the Health Care
and Education Reconciliation Act of 2010 were signed into law in
March 2010. The health care reform legislation included an increase
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in the minimum Medicaid rebate rate from 15.1% to 23.1% and also
extended the rebate to drugs provided through Medicaid managed
care organizations. Additionally, in 2011, discounts were provided
on the Company’s brand-name drugs to patients who fall within the
Medicare Part D coverage gap “donut hole.” The impact was an
increase in sales rebates reducing sales revenue by approximately
$425 million and $400 million in 2011 and 2010, respectively.

In 2011, companies that sell branded prescription drugs to speci-
fied U.S. Government programs paid an annual non-tax deductible fee
based on an allocation of the company’s market share of total branded
prescription drug sales from the prior year. The 2011 full year impact to
selling, marketing and administrative expenses was $140 million. Under
the current law, beginning in 2013, the Company will be required to pay
a tax deductible 2.3% excise tax imposed on the sale of certain medical
devices. The 2013 tax is estimated to be between $200–$250 million
and will be recorded in selling, marketing and administrative expenses.

Analysis of Sales by Business Segments
CONSUMER SEGMENT

Consumer segment sales in 2011 were $14.9 billion, an increase of
2.0% from 2010, a 0.7% operational decline was offset by a positive
currency impact of 2.7%. U.S. Consumer segment sales were
$5.2 billion, a decrease of 6.7%. International sales were $9.7 billion,
an increase of 7.3%, which included 2.9% operational growth and a
positive currency impact of 4.4%.

The Over-the-Counter (OTC) Pharmaceuticals and Nutritionals
franchise sales were $4.4 billion, a decrease of 3.2% from 2010.
Sales in the U.S. were negatively impacted by the suspension of pro-
duction at McNeil Consumer Healthcare’s Fort Washington, Penn-
sylvania facility as well as the impact on production volumes related
to ongoing efforts to enhance quality and manufacturing systems at
its other manufacturing sites.

During the fiscal first quarter of 2011, a consent decree was
signed with the U.S. Food and Drug Administration (FDA), which gov-
erns certain McNeil Consumer Healthcare manufacturing operations.
The consent decree identifies procedures that will help provide addi-
tional assurance of product quality to the FDA. McNeil continues to
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Major Consumer Franchise Sales:

% Change

(Dollars in Millions) 2011 2010 2009 ’11 vs. ’10 ’10 vs. ’09

OTC Pharmaceuticals & Nutritionals $ 4,402 4,549 5,630 (3.2)% (19.2)

Skin Care 3,715 3,452 3,467 7.6 (0.4)

Baby Care 2,340 2,209 2,115 5.9 4.4

Women’s Health 1,792 1,844 1,895 (2.8) (2.7)

Oral Care 1,624 1,526 1,569 6.4 (2.7)

Wound Care/Other 1,010 1,010 1,127 0.0 (10.4)

Total $14,883 14,590 15,803 2.0% (7.7)
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operate the manufacturing facilities in Las Piedras, Puerto Rico and
Lancaster, Pennsylvania, however production volumes from these facil-
ities have been impacted due to the additional review and approval
processes required. Regarding the products previously produced at the
Fort Washington facility, McNeil continues to work on the re-siting of
these products to other facilities. McNeil is making progress on the
validations at these alternative sites and a modest amount of products
returned to the market in the fourth quarter of 2011. Products will
continue to be reintroduced throughout 2012 and 2013.

The Skin Care franchise achieved sales of $3.7 billion in 2011,
a 7.6% increase as compared to the prior year primarily
in the NEUTROGENA®, DABAO®, JOHNSON’S® Adult and LE PETIT
MARSEILLAIS® product lines. The Baby Care franchise sales grew
by 5.9% to $2.3 billion in 2011, primarily due to growth in cleansers,
wipes and haircare. The Women’s Health franchise sales were
$1.8 billion, a decrease of 2.8% primarily impacted by the divestiture
of certain brands. The Oral Care franchise sales grew by 6.4% to
$1.6 billion in 2011, primarily due to increased sales of LISTERINE®
products. The Wound Care/Other franchise sales were $1.0 billion
in 2011, flat as compared to the prior year.

Consumer segment sales in 2010 were $14.6 billion, a decrease
of 7.7% from 2009, with 8.9% of this change due to an operational
decline partially offset by positive currency impact of 1.2%. U.S. Con-
sumer segment sales were $5.5 billion, a decrease of 19.3%. Interna-
tional sales were $9.1 billion, an increase of 1.2%, with an operational
decline of 1.0% offset by positive currency impact of 2.2%.

PHARMACEUTICAL SEGMENT
The Pharmaceutical segment achieved sales of $24.4 billion in 2011,
representing an increase of 8.8% over the prior year, with opera-
tional growth of 6.2% and a positive currency impact of 2.6%.
U.S. sales were $12.4 billion, a decrease of 1.1%. International
sales were $12.0 billion, an increase of 21.3%, which included
15.5% operational growth and a positive currency impact of 5.8%.

REMICADE® (infliximab), a biologic approved for the treatment
of a number of immune mediated inflammatory diseases, achieved
sales of $5.5 billion in 2011, with growth of 19.1% over the prior year. On
a combined basis, U.S. export and international sales of REMICADE®
increased nearly 50% due to the impact of the agreement with Merck
& Co., Inc. (Merck), complemented by international market growth.
On April 15, 2011, the Company announced it reached an agreement
with Merck which included distribution rights to REMICADE® and
SIMPONI® (golimumab) whereby, effective July 1, 2011, certain territo-
ries were relinquished to the Company. On July 1, 2011, the Company
began to record sales of product, previously recorded by Merck, from
certain territories, including Canada, Brazil, Australia and Mexico,
which were previously supplied by Merck.

PROCRIT® (Epoetin alfa) and EPREX® (Epoetin alfa) had com-
bined sales of $1.6 billion in 2011, a decline of 16.1% compared to the
prior year. Lower sales of PROCRIT® and EPREX® were primarily due
to a declining market for Erythropoiesis Stimulating Agents (ESAs)
and increased competition for EPREX®.

RISPERDAL® CONSTA® (risperidone), a long-acting injectable
antipsychotic, achieved sales of $1.6 billion in 2011, representing an
increase of 5.5% as compared to the prior year due to international
growth. Total U.S. sales of the Company’s long-acting injectables,
including RISPERDAL® CONSTA® and INVEGA® SUSTENNA®
(paliperidone palmitate), increased by strong double digits versus
a year ago due to an increase in the Company’s combined market
share in the antipsychotic market.

multiple myeloma, for which the Company has commercial rights
in markets outside the U.S., achieved sales of $1.3 billion in 2011,
representing an increase of 18.0% primarily due to strong growth
in Asia and Latin America.

CONCERTA® (methylphenidate HCl) sales were $1.3 billion, a
decline of 3.9% compared to the prior year. The U.S. supply and dis-
tribution agreement with Watson Laboratories, Inc. to distribute an
authorized generic version of CONCERTA® became effective May 1,
2011. All regions outside the U.S. achieved sales growth.

PREZISTA® (darunavir), a protease inhibitor for the treatment
of HIV, achieved sales of $1.2 billion in 2011, representing an
increase of 41.3% as compared to the prior year primarily due to
market share growth.

ACIPHEX®/PARIET® (rabeprazole sodium) sales were
$1.0 billion, a decline of 3.1% versus the prior year due to increased
competition from generics in the category.

LEVAQUIN® (levofloxacin)/FLOXIN® (ofloxacin) sales were
$0.6 billion, a decline of 54.1% versus the prior year due to the loss
of market exclusivity in the U.S. in June 2011. LEVAQUIN® sales
will continue to decline in the first half of 2012 versus the first half
of 2011.

In 2011, Other Pharmaceutical sales were $10.3 billion, repre-

increase were sales of newly acquired products from Crucell N.V.
(Crucell) and newly approved products including ZYTIGA®
(abiraterone acetate) and INCIVO® (telaprevir). Additional contrib-
utors to the growth were STELARA® (ustekinumab), INVEGA®
SUSTENNA® (paliperidone palmitate), SIMPONI® (golimumab),
NUCYNTA® (tapentadol), and INTELENCE® (etravirine). This
growth was partially offset by lower sales of DURAGESIC®/Fentanyl
Transdermal (fentanyl transdermal system), and TOPAMAX®
(topiramate) due to continued generic competition.

Major Pharmaceutical Product Sales*:

% Change

(Dollars in Millions) 2011 2010 2009 ’11 vs. ’10 ’10 vs. ’09

REMICADE® (infliximab) $ 5,492 4,610 4,304 19.1% 7.1

PROCRIT®/EPREX® (Epoetin alfa) 1,623 1,934 2,245 (16.1) (13.9)

RISPERDAL® CONSTA® (risperidone) 1,583 1,500 1,425 5.5 5.3

VELCADE® (bortezomib) 1,274 1,080 933 18.0 15.8

CONCERTA® (methylphenidate HCl) 1,268 1,319 1,326 (3.9) (0.5)

PREZISTA® (darunavir) 1,211 857 592 41.3 44.8

ACIPHEX®/PARIET® (rabeprazole sodium) 975 1,006 1,096 (3.1) (8.2)

LEVAQUIN®/FLOXIN® (levofloxacin/ofloxacin) 623 1,357 1,550 (54.1) (12.5)

Other Pharmaceuticals 10,319 8,733 9,049 18.2 (3.5)

Total $24,368 22,396 22,520 8.8% (0.6)

* Prior year amounts have been reclassified to conform to current presentation.

to due to growth

VELCADE® (bortezomib), a product for the treatment of

senting growth of 18.2% over the prior year. Contributors to the
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During 2011, the Company received several regulatory approvals
including: U.S. approval for two indications for XARELTO® (rivaroxa-
ban), an anti-coagulant co-developed with Bayer HealthCare, the
first one for the prevention (prophylaxis) of deep vein thrombosis
(DVT) which may lead to a pulmonary embolism (PE) in people
undergoing knee or hip replacement surgery, and the second one to
reduce the risk of stroke and systemic embolism in patients with non-
valvular atrial fibrulation; EDURANT® (rilpivirine), in both the U.S.
and the European Union (EU), for HIV in treatment-naïve patients;
INCIVO® (telaprevir), in the EU for the treatment of hepatitis C virus;
and ZYTIGA® (abiraterone acetate), in the U.S. and EU, for the treat-
ment of metastic castration-resistant prostate cancer. In addition,
the FDA approved additional indications for REMICADE® (inflix-
imab), for the treatment of moderately to severely active ulcerative
colitis in pediatric patients, and NUCYNTA®ER (tapentadol)
extended-release tablets, an oral analgesic, for the management of
moderate to severe chronic pain in adults.

The Company submitted New Drug Applications (NDAs) to
the FDA seeking approval for the use of XARELTO® (rivaroxaban),
an oral anticoagulant, to reduce the risk of thrombotic cardio-
vascular events in patients with Acute Coronary Syndrome, and for
NUCYNTA®ER (tapentadol) extended-release tablets, an oral
analgesic, for the management of neuropathic pain associated with
diabetic peripheral neuropathy in adults.

Pharmaceutical segment sales in 2010 were $22.4 billion, a
decrease of 0.6% from 2009, with an operational decline of 1.0%
and a positive currency impact of 0.4%. U.S. sales were $12.5 billion,
a decrease of 4.0%. International sales were $9.9 billion, an
increase of 4.2%, which included 3.4% operational growth and a
positive currency impact of 0.8%.

MEDICAL DEVICES AND DIAGNOSTICS SEGMENT
The Medical Devices and Diagnostics segment achieved sales of
$25.8 billion in 2011, representing an increase of 4.8% over the prior
year, with operational growth of 1.7% and a positive currency impact
of 3.1%. U.S. sales were $11.4 billion, a decrease of 0.4% as com-
pared to the prior year. International sales were $14.4 billion, an
increase of 9.2% over the prior year, with operational growth of
3.4% and a positive currency impact of 5.8%.

The DePuy franchise achieved sales of $5.8 billion in 2011, a
4.0% increase over the prior year. This growth was primarily due to
sales of Mitek sports medicine and trauma product lines, and newly
acquired products from Micrus. The growth was partially offset by
lower sales of knees and hips in the U.S. due to increased competi-
tion, continued pricing pressure, a softer market and the impact of
the DePuy ASR™ Hip recall.

The Ethicon Endo-Surgery franchise achieved sales of $5.1 billion
in 2011, a 6.8% increase over the prior year. Growth was attributable
to increased sales of Advanced Sterilization and HARMONIC® prod-
uct lines, and outside the U.S., the Endo Mechanical product line.
Additionally, sales of newly acquired products from SterilMed con-
tributed to the growth. Total growth was negatively impacted by the
divestiture of the Breast Care business in the third quarter of 2010.

The Ethicon franchise achieved sales of $4.9 billion in 2011,
an 8.2% increase over the prior year. Emerging market growth
in sutures, newly launched products ETHICON PHYSIOMESH® and
ETHICON SECURESTRAP™, and growth in the biosurgical, Women’s
Health and Urology and Acclarent product lines contributed to the
increase in sales.

The Vision Care franchise achieved sales of $2.9 billion in 2011,
an 8.8% increase over the prior year. Contributors to the growth
were 1-DAY ACUVUE® and astigmatism lenses.

The Diabetes Care franchise achieved sales of $2.7 billion in
2011, a 7.4% increase over the prior year. The growth was primarily
due to sales in the OneTouch® product line.

Sales in the Cardiovascular Care franchise were $2.3 billion, a
decline of 10.3% versus the prior year. Sales were impacted by the
Company’s decision to exit the drug-eluting stent market and lower
sales of endovascular products due to increased competition. Sales
for drug-eluting stents were approximately 11% and 25% of the total
Cardiovascular Care franchise sales in 2011 and 2010, respectively.
The decline in sales was partially offset by strong growth in
Biosense Webster, the Company’s electrophysiology business.

The Ortho-Clinical Diagnostics franchise achieved sales of
$2.2 billion in 2011, a 5.4% increase over the prior year. The growth
was primarily attributable to the strength of the VITROS® 5600 and
3600 Analyzers, partially offset by lower sales in donor screening.

The Medical Devices and Diagnostics segment achieved sales
of $24.6 billion in 2010, representing an increase of 4.4% over the
prior year, with operational growth of 3.4% and a positive currency
impact of 1.0%. U.S. sales were $11.4 billion, an increase of 3.6%
over the prior year. International sales were $13.2 billion, an increase
of 5.0% over the prior year, with growth of 3.0% from operations
and a positive currency impact of 2.0%.

Analysis of Consolidated Earnings
Before Provision for Taxes on Income
Consolidated earnings before provision for taxes on income
decreased by $4.5 billion to $12.4 billion in 2011 as compared to
$16.9 billion in 2010, a decrease of 27.1%. The decrease was primarily
due to costs associated with product liability and litigation expenses,
the impact of the OTC and DePuy ASR™ Hip recalls and the restruc-
turing expense related to the Cardiovascular Care business. Addi-
tionally, investment spending, the fee on branded pharmaceutical

Major Medical Devices and Diagnostics Franchise Sales:

% Change

(Dollars in Millions) 2011 2010 2009 ’11 vs. ’10 ’10 vs. ’09

DEPUY® $ 5,809 5,585 5,372 4.0% 4.0

ETHICON ENDO-SURGERY® 5,080 4,758 4,492 6.8 5.9

ETHICON® 4,870 4,503 4,122 8.2 9.2

Vision Care 2,916 2,680 2,506 8.8 6.9

Diabetes Care 2,652 2,470 2,440 7.4 1.2

Cardiovascular Care* 2,288 2,552 2,679 (10.3) (4.7)

ORTHO-CLINICAL DIAGNOSTICS® 2,164 2,053 1,963 5.4 4.6

Total $25,779 24,601 23,574 4.8% 4.4

* Previously referred to as CORDIS®
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products incurred due to the U.S. health care reform legislation, and
the integration costs, including an inventory step-up charge, associ-
ated with the acquisition of Crucell contributed to the decrease in
earnings. This was partially offset by gains from divestitures.

The 2010 increase of 7.6% as compared to 2009 was primarily
related to lower selling, marketing and administrative expenses due
to cost containment actions resulting from the restructuring plan ini-
tiated and implemented in 2009, income from litigation settlements
and the gain on the divestiture of the Breast Care business of Ethicon
Endo-Surgery, Inc. This was partially offset by costs associated with
product liability expense and the impact of the OTC and DePuy
ASR™ Hip recalls. Additional offsets were lower net selling prices in
the Pharmaceutical business due to U.S. health care reform legisla-
tion and price reductions in certain Medical Devices and Diagnostics
businesses. The 2009 decrease of 6.9% as compared to 2008
was primarily related to lower sales, the negative impact of product
mix, lower interest income due to lower rates of interest earned
and restructuring charges of $1.2 billion. This was partially offset by
lower selling, marketing and administrative expenses due to cost
containment efforts across all the businesses. As a percent to sales,
consolidated earnings before provision for taxes on income in 2011
was 19.0% versus 27.5% in 2010.

The sections that follow highlight the significant components
of the changes in consolidated earnings before provision for taxes
on income.

Cost of Products Sold and Selling, Marketing and Administrative
Expenses: Cost of products sold and selling, marketing and
administrative expenses as a percent to sales were as follows:

% of Sales 2011 2010 2009

Cost of products sold 31.3% 30.5 29.8

Percent point increase over the prior year 0.8 0.7 0.7

Selling, marketing and administrative expenses 32.3 31.5 32.0

Percent point increase/(decrease) over the
prior year 0.8 (0.5) (1.7)

In 2011, cost of products sold as a percent to sales increased com-
pared to the prior year. This was primarily attributable to ongoing
remediation costs in the Consumer OTC business and inventory
write-offs due to the restructuring of the Cardiovascular Care busi-
ness. In addition, lower margins and integration costs, including an
inventory step-up charge, associated with the acquisition of Crucell
negatively impacted cost of products sold. Percent to sales of sell-
ing, marketing and administrative expenses increased in 2011 com-
pared to the prior year primarily due to investment spending, as well
as the fee on branded pharmaceutical products incurred due to the
U.S. health care reform legislation.

In 2010, cost of products sold as a percent to sales increased
compared to the prior year primarily due to costs associated with
the impact of the OTC recall and remediation efforts in the Con-
sumer business, lower net selling prices in the Pharmaceutical busi-
ness due to U.S. health care reform legislation and price reductions
in certain Medical Devices and Diagnostics businesses. Addition-
ally, unfavorable product mix attributable to the loss of market
exclusivity for TOPAMAX® contributed to the increase. There was a
decrease in the percent to sales of selling, marketing and adminis-
trative expenses in 2010 compared to the prior year primarily due to
cost containment initiatives principally resulting from the restruc-
turing plan implemented in 2009. The decrease was partially offset
by lower net selling prices in the Pharmaceutical business due to
U.S. health care reform legislation and price reductions in certain
Medical Devices and Diagnostics businesses.

In 2009, cost of products sold as a percent to sales increased
compared to the prior year primarily due to the continued negative
impact of product mix and inventory write-offs associated with
the restructuring activity. Additionally, 2008 included certain non-
recurring positive items. There was a decrease in the percent to
sales of selling, marketing and administrative expenses in 2009
compared to the prior year primarily due to cost containment efforts
across all the businesses and the annualized savings recognized
from the 2007 restructuring program. In addition, in 2008 the
Company utilized the proceeds associated with the divestiture of
the Professional Wound Care business of Ethicon, Inc. to fund
increased investment spending.

Research and Development expense by segment of business was as follows:

2011 2010 2009

(Dollars in Millions) Amount % of Sales* Amount % of Sales* Amount % of Sales*

Consumer $ 659 4.4% 609 4.2 632 4.0

Pharmaceutical 5,138 21.1 4,432 19.8 4,591 20.4

Medical Devices and Diagnostics 1,751 6.8 1,803 7.3 1,763 7.5

Total research and development expense $7,548 11.6% 6,844 11.1 6,986 11.3

Percent increase/(decrease) over the prior year 10.3% (2.0) (7.8)

* As a percent to segment sales

Research and Development Expense: Research and development
activities represent a significant part of the Company’s business.
These expenditures relate to the processes of discovering, testing
and developing new products, improving existing products, as well
as ensuring product efficacy and regulatory compliance prior to
launch. The Company remains committed to investing in research
and development with the aim of delivering high quality and innova-
tive products. In 2011, worldwide costs of research and development
activities increased by 10.3% compared to 2010. The increase in
the Pharmaceutical segment was primarily due to higher levels of
spending to advance the Company’s Pharmaceutical pipeline. The
decrease in the Medical Devices and Diagnostics segment was due
to the discontinuation of its clinical development program for the
NEVO™ Sirolimus-Eluting Coronary Stent.

Restructuring: In 2011, Cordis Corporation, a subsidiary of
Johnson & Johnson, announced the discontinuation of its clinical
development program for the NEVO™ Sirolimus-Eluting Coronary
Stent and cessation of the manufacture and marketing of CYPHER®
and CYPHER SELECT® Plus Sirolimus-Eluting Coronary Stents by
the end of 2011. The Company will focus on other cardiovascular
therapies where significant patient needs exist. In the fiscal second
quarter of 2011, the Company recorded a pre-tax charge of $676
million, of which $87 million is included in cost of products sold.

In 2009, the Company announced global restructuring initiatives
expected to generate pre-tax, annual cost savings of approximately
$1.5 billion when fully implemented. The associated savings has pro-
vided additional resources to invest in new growth platforms, ensure
the successful launch of the Company’s many new products and
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continued growth of the core businesses, and provide flexibility to
adjust to the changed and evolving global environment. In the fiscal
fourth quarter of 2009, the Company recorded a pre-tax charge of
$1.2 billion, of which $113 million was included in cost of products sold.

See Note 22 to the Consolidated Financial Statements for
additional details related to the restructuring.

Other (Income) Expense, Net: Other (income) expense, net
includes royalty income; gains and losses related to the sale and
write-down of certain investments in equity securities held by
Johnson & Johnson Development Corporation; gains and losses on
the disposal of property, plant and equipment; currency gains and
losses; non-controlling interests and litigation settlements. In 2011,
the unfavorable change of $3.5 billion in other (income) expense,
net, was primarily due to litigation expenses of $1.7 billion in 2011 as
compared to a $1.0 billion net gain from litigation settlements in
2010. Additionally, 2011 as compared to 2010 included higher
expenses of $1.0 billion related to product liability, $0.2 billion for
costs related to the DePuy ASR™ Hip recall program and an adjust-
ment of $0.5 billion to the value of the currency option and deal
costs related to the planned acquisition of Synthes, Inc. Included
in 2011 were higher gains on the divestitures of businesses of
$0.6 billion as compared to 2010.

In 2010, the favorable change of $0.2 billion in other (income)
expense, net as compared to 2009, was primarily due to a net gain
from litigation settlements and gains on the divestiture of businesses
partially offset by product liability expense. In 2009, other (income)
expense, net included net litigation settlements of $0.4 billion.

OPERATING PROFIT BY SEGMENT
Operating profits by segment of business were as follows:

Percent of
Segment Sales

(Dollars in Millions) 2011 2010 2011 2010

Consumer $ 2,096 2,342 14.1% 16.1

Pharmaceutical 6,406 7,086 26.3 31.6

Medical Devices and
Diagnostics 5,263 8,272 20.4 33.6

Total (1) 13,765 17,700 21.2 28.7

Less: Expenses not allocated
to segments (2) 1,404 753

Earnings before provision
for taxes on income $12,361 16,947 19.0% 27.5

(1) See Note 18 to the Consolidated Financial Statements for more details.
(2) Amounts not allocated to segments include interest (income) expense, non-controlling

interests, and general corporate (income) expense. Included in 2011, was a $0.5 billion
expense for the adjustment to the value of the currency option related to the planned
acquisition of Synthes, Inc.

Consumer Segment: In 2011, Consumer segment operating profit
decreased 10.5% from 2010. The primary drivers of the decline in
operating profit were unfavorable product mix and remediation

Operating Profit
by Segment
(in billions of dollars)
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Pharmaceutical
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and Diagnostics
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costs associated with the recall of certain OTC products partially
offset by the gain on the divestiture of MONISTAT®. In 2010,
Consumer segment operating profit decreased 5.4% from 2009.
The primary reasons for the decrease in the operating profit were
lower sales and higher costs associated with the recall of certain
OTC products and the suspension of production at McNeil
Consumer Healthcare’s Fort Washington, Pennsylvania facility.

Pharmaceutical Segment: In 2011, Pharmaceutical segment
operating profit decreased 9.6% from 2010. The primary drivers of
the decrease in the operating profit margin were higher litigation
expenses recorded in 2011, the impact of the U.S. health care
reform fee, and lower margins and integration costs, including an
inventory step-up charge, associated with the Crucell acquisition.
This was partially offset by gains on the divestitures of the Animal
Health Business and Ortho Dermatologics, the gain related to the
Company’s earlier investment in Crucell, and lower manufacturing
costs. In 2010, Pharmaceutical segment operating profit increased
10.5% from 2009. The primary reasons for the increase in operating
profit were lower manufacturing costs, the gain on a divestiture, and
benefits from cost improvement initiatives related to the restruc-
turing plan implemented in 2009, partially offset by $333 million
of expense related to litigation matters, increased product liability
expense and the impact of the newly enacted U.S. health care
reform legislation.

Medical Devices and Diagnostics Segment: In 2011, Medical
Devices and Diagnostics segment operating profit decreased 36.4%
from 2010. The primary drivers of the decline in the operating profit
margin in the Medical Devices and Diagnostics segment were prod-
uct liability and litigation expenses, costs associated with the DePuy
ASR™ Hip recall program, restructuring expense, costs incurred
related to the planned acquisition of Synthes, Inc. and increased
investment spending. In 2010, Medical Devices and Diagnostics
segment operating profit increased 7.5% from 2009. The improved
operating profit was due to a gain of $1.3 billion from net litigation
matters and the gain on the divestiture of the Breast Care business
recorded in 2010. This was partially offset by increased product
liability expense, $280 million of costs associated with the DePuy
ASR™ Hip recall program and price reductions in certain Medical
Devices and Diagnostics businesses.

Interest (Income) Expense: Interest income in 2011 decreased by
$16 million as compared to the prior year due to lower rates of inter-
est earned despite higher average cash balances. Cash, cash equiva-
lents and marketable securities totaled $32.3 billion at the end of
2011, and averaged $30.0 billion as compared to the $23.6 billion
average cash balance in 2010. The increase in the average cash bal-
ance was primarily due to cash generated from operating activities
and net cash proceeds from divestitures.

Interest expense in 2011 increased by $116 million as compared
to 2010 due to a higher average debt balance. The total debt balance
at the end of 2011 was $19.6 billion as compared to $16.8 billion at
the end of 2010. The higher average debt balance of $18.2 billion in
2011 versus $15.7 billion in 2010 was due to increased borrowings.
The Company increased borrowings, capitalizing on favorable terms
in the capital markets. The proceeds of the borrowings were used
for general corporate purposes.

Interest income in 2010 increased by $17 million over the prior
year due to higher average cash balances. Cash, cash equivalents
and marketable securities totaled $27.7 billion at the end of 2010,
and averaged $23.6 billion as compared to the $15.6 billion average
cash balance in 2009. The increase in the average cash balance was
primarily due to cash generated from operating activities and net
cash proceeds from litigation matters and divestitures.
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Interest expense in 2010 was relatively flat as compared to
2009 due to a lower average rate despite a higher debt balance. The
total debt balance at the end of 2010 was $16.8 billion as compared
to $14.5 billion at the end of 2009. The higher average debt balance
of $15.7 billion in 2010 versus $13.5 billion in 2009 was due to
increased borrowings. The Company increased borrowings, capital-
izing on favorable terms in the capital markets. The proceeds of the
borrowings were used for general corporate purposes.

Interest income in 2009 decreased by $271 million as com-
pared to 2008 due to lower rates of interest earned despite higher
average cash balances. The cash balance, including marketable
securities, was $19.4 billion at the end of 2009, and averaged
$15.6 billion as compared to the $12.2 billion average cash balance
in 2008. The increase in the average cash balance was primarily
due to cash generated from operating activities.

Interest expense in 2009 increased by $16 million as compared
to 2008 due to a higher debt balance. The net debt balance at the
end of 2009 was $14.5 billion as compared to $11.9 billion at the end
of 2008. The higher average debt balance of $13.5 billion in 2009
versus $12.9 billion in 2008 was primarily related to funding acquisi-
tions and investments and the purchase of the Company’s Common
Stock under the Common Stock repurchase program announced
on July 9, 2007.

Provision for Taxes on Income: The worldwide effective income tax
rate was 21.8% in 2011, 21.3% in 2010 and 22.1% in 2009. The 2011
tax rate increased as compared to 2010 due to certain U.S. expenses
which are not fully tax deductible and higher U.S. state taxes par-
tially offset by increases in taxable income in lower tax jurisdictions
relative to higher tax jurisdictions. The 2010 tax rate decreased as
compared to 2009 due to decreases in taxable income in higher tax
jurisdictions relative to taxable income in lower tax jurisdictions and
certain U.S. tax adjustments.

Liquidity and Capital Resources
LIQUIDITY & CASH FLOWS

Cash and cash equivalents were $24.5 billion at the end of 2011 as
compared with $19.4 billion at the end of 2010. The primary sources
of cash that contributed to the $5.1 billion increase versus the prior
year were $14.3 billion of cash generated from operating activities,
$3.0 billion net proceeds from long and short-term debt, $1.3 billion
proceeds from the disposal of assets and proceeds from net invest-
ment sales of $0.5 billion. The major uses of cash were dividends
to shareholders of $6.2 billion, capital spending of $2.9 billion,
acquisitions of $2.8 billion, the repurchase of Common Stock, net
of proceeds from the exercise of options of $1.3 billion and other of
$0.8 billion primarily related to intangible assets.

Cash flows from operations were $14.3 billion in 2011. The major
sources of cash flow were net income of $9.7 billion, adjusted for
non-cash charges for depreciation and amortization, stock based
compensation and deferred tax provision of $2.9 billion. The remain-
ing change to operating cash flow of $1.7 billion was primarily due to
an increase in other current and non-current liabilities related to
accruals recorded for litigation matters, product liability and
employee benefit plans.

In 2011, the Company continued to have access to liquidity
through the commercial paper market. For additional details on
borrowings, see Note 7 to the Consolidated Financial Statements.

The Company anticipates that operating cash flows, existing
credit facilities and access to the commercial paper markets will
provide sufficient resources to fund operating needs in 2012.

CONCENTRATION OF CREDIT RISK
Global concentration of credit risk with respect to trade accounts
receivables continues to be limited due to the large number of cus-
tomers globally and adherence to internal credit policies and credit
limits. Recent economic challenges in Italy, Spain, Greece and Portu-
gal (the Southern European Region) have impacted certain payment
patterns, which have historically been longer than those experi-
enced in the U.S. and other international markets. The total net
trade accounts receivable balance in the Southern European Region
was approximately $2.4 billion as of January 1, 2012 and approxi-
mately $2.3 billion as of January 2, 2011. Approximately $1.4 billion
as of January 1, 2012 and approximately $1.3 billion as of January 2,
2011 of the Southern European Region net trade accounts receivable
balance related to the Company’s Consumer, Vision Care and
Diabetes Care businesses as well as certain Pharmaceutical and
Medical Devices and Diagnostics customers which are in line with
historical collection patterns.

The remaining balance of net trade accounts receivable in the
Southern European Region has been negatively impacted by the
timing of payments from certain government owned or supported

ceutical and Medical Devices and Diagnostics local affiliates. The
total net trade accounts receivable balance for these customers
were approximately $1.0 billion at January 1, 2012 and January 2,
2011. The Company continues to receive payments from these cus-
tomers and in some cases late payment premiums. For customers
where payment is expected over periods of time longer than one
year, revenue and trade receivables have been discounted over the
estimated period of time for collection. Allowances for doubtful
accounts have been increased for these customers, but have been
immaterial to date. The Company will continue to work closely
with these customers, monitor the economic situation and take
appropriate actions as necessary.

FINANCING AND MARKET RISK
The Company uses financial instruments to manage the impact of
foreign exchange rate changes on cash flows. Accordingly, the
Company enters into forward foreign exchange contracts to protect
the value of certain foreign currency assets and liabilities and to
hedge future foreign currency transactions primarily related to prod-
uct costs. Gains or losses on these contracts are offset by the gains
or losses on the underlying transactions. A 10% appreciation of the
U.S. Dollar from the January 1, 2012 market rates would increase the
unrealized value of the Company’s forward contracts by $235 mil-
lion. Conversely, a 10% depreciation of the U.S. Dollar from the
January 1, 2012 market rates would decrease the unrealized value of
the Company’s forward contracts by $287 million. In either scenario,
the gain or loss on the forward contract would be offset by the gain
or loss on the underlying transaction, and therefore, would have no
impact on future anticipated earnings and cash flows.

The Company hedges the exposure to fluctuations in currency
exchange rates, and the effect on certain assets and liabilities in
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health care customers as well as certain distributors of the Pharma-
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foreign currency, by entering into currency swap contracts. A 1%
change in the spread between U.S. and foreign interest rates on the
Company’s interest rate sensitive financial instruments would either
increase or decrease the unrealized value of the Company’s swap
contracts by approximately $232 million. In either scenario, at
maturity, the gain or loss on the swap contract would be offset by
the gain or loss on the underlying transaction, and therefore, would
have no impact on future anticipated cash flows.

The Company does not enter into financial instruments for
trading or speculative purposes. Further, the Company has a policy
of only entering into contracts with parties that have at least an A
(or equivalent) credit rating. The counter-parties to these contracts
are major financial institutions and there is no significant concentra-
tion of exposure with any one counter-party. Management believes
the risk of loss is remote.

The Company has access to substantial sources of funds at
numerous banks worldwide. In September 2011, the Company
secured a new 364-day Credit Facility. Total credit available to the
Company approximates $10 billion, which expires September 20,
2012. Interest charged on borrowings under the credit line agree-
ment is based on either bids provided by banks, the prime rate or
London Interbank Offered Rates (LIBOR), plus applicable margins.
Commitment fees under the agreement are not material.

Total borrowings at the end of 2011 and 2010 were $19.6 billion
and $16.8 billion, respectively. The increase in borrowings between
2011 and 2010 was a result of financing for general corporate pur-
poses. In 2011, net cash (cash and current marketable securities, net
of debt) was $12.6 billion compared to net cash of $10.9 billion in
2010. Total debt represented 25.6% of total capital (shareholders’
equity and total debt) in 2011 and 22.9% of total capital in 2010.
Shareholders’ equity per share at the end of 2011 was $20.95
compared with $20.66 at year-end 2010, an increase of 1.4%.

A summary of borrowings can be found in Note 7 to the
Consolidated Financial Statements.

CONTRACTUAL OBLIGATIONS AND COMMITMENTS
The Company’s contractual obligations are primarily for leases, debt
and unfunded retirement plans, with no other significant obliga-
tions. To satisfy these obligations, the Company will use cash from
operations. The following table summarizes the Company’s contrac-
tual obligations and their aggregate maturities as of January 1, 2012
(see Notes 7, 10 and 16 to the Consolidated Financial Statements for
further details):

Long-term Interest on Unfunded
Debt Debt Retirement Operating

(Dollars in Millions) Obligations Obligations Plans Leases Total

2012 $ 616 560 61 188 1,425

2013 1,545 527 62 162 2,296

2014 1,816 508 64 131 2,519

2015 — 501 69 104 674

2016 898 496 77 82 1,553

After 2016 8,710 4,765 455 65 13,995

Total $13,585 7,357 788 732 22,462

For tax matters, see Note 8 to the Consolidated Financial Statements.

SHARE REPURCHASE AND DIVIDENDS
On July 9, 2007, the Company announced that its Board of Directors
approved a stock repurchase program authorizing the Company to
buy back up to $10.0 billion of the Company’s Common Stock. As
of January 2, 2011, the Company repurchased an aggregate of
158.3 million shares of Johnson & Johnson Common Stock at a cost
of $10.0 billion and the stock repurchase program was completed.
The Company funded the share repurchase program through a

combination of available cash and debt. In addition, the Company
has an annual program to repurchase shares for use in employee
stock and incentive plans.

The Company increased its dividend in 2011 for the 49th con-
secutive year. Cash dividends paid were $2.25 per share in 2011
compared with dividends of $2.11 per share in 2010, and $1.93 per
share in 2009. The dividends were distributed as follows:

2011 2010 2009

First quarter $0.54 0.49 0.46

Second quarter 0.57 0.54 0.49

Third quarter 0.57 0.54 0.49

Fourth quarter 0.57 0.54 0.49

Total $2.25 2.11 1.93

On January 3, 2012, the Board of Directors declared a regular quar-
terly cash dividend of $0.57 per share, payable on March 13, 2012,
to shareholders of record as of February 28, 2012. The Company
expects to continue the practice of paying regular cash dividends.

Other Information
CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Management’s discussion and analysis of results of operations
and financial condition are based on the Company’s consolidated
financial statements that have been prepared in accordance with
accounting principles generally accepted in the U.S. (GAAP). The
preparation of these financial statements requires that management
make estimates and assumptions that affect the amounts reported
for revenues, expenses, assets, liabilities and other related disclo-
sures. Actual results may or may not differ from these estimates. The
Company believes that the understanding of certain key accounting
policies and estimates are essential in achieving more insight into
the Company’s operating results and financial condition. These key
accounting policies include revenue recognition, income taxes, legal
and self-insurance contingencies, valuation of long-lived assets,
assumptions used to determine the amounts recorded for pensions
and other employee benefit plans and accounting for stock options.

Revenue Recognition: The Company recognizes revenue from
product sales when goods are shipped or delivered, and title and
risk of loss pass to the customer. Provisions for certain rebates, sales
incentives, trade promotions, coupons, product returns and dis-
counts to customers are accounted for as reductions in sales in the
same period the related sales are recorded.

Product discounts granted are based on the terms of arrange-
ments with direct, indirect and other market participants, as well
as market conditions, including prices charged by competitors.
Rebates, the largest being the Medicaid rebate provision, are esti-
mated based on contractual terms, historical experience, trend
analysis and projected market conditions in the various markets
served. The Company evaluates market conditions for products or
groups of products primarily through the analysis of wholesaler and
other third-party sell-through and market research data, as well as
internally generated information.

Sales returns are generally estimated and recorded based on
historical sales and returns information. Products that exhibit
unusual sales or return patterns due to dating, competition or other
marketing matters are specifically investigated and analyzed as part
of the accounting for sales return accruals.

Sales returns allowances represent a reserve for products that
may be returned due to expiration, destruction in the field, or in
specific areas, product recall. The returns reserve is based on his-
torical return trends by product and by market as a percent to gross
sales. In accordance with the Company’s accounting policies, the
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Company generally issues credit to customers for returned goods.
The Company’s sales returns reserves are accounted for in accor-
dance with the U.S. GAAP guidance for revenue recognition when
right of return exists. Sales returns reserves are recorded at full sales
value. Sales returns in the Consumer and Pharmaceutical segments
are almost exclusively not resalable. Sales returns for certain fran-
chises in the Medical Devices and Diagnostics segment are typically
resalable but are not material. The Company rarely exchanges prod-
ucts from inventory for returned products. The sales returns reserve
for the total Company has ranged between 1.0% and 1.2% of annual
net trade sales during the prior three fiscal reporting years 2011,
2010 and 2009.

Promotional programs, such as product listing allowances and
cooperative advertising arrangements, are recorded in the year
incurred. Continuing promotional programs include coupons and
volume-based sales incentive programs. The redemption cost of
consumer coupons is based on historical redemption experience by
product and value. Volume-based incentive programs are based on
estimated sales volumes for the incentive period and are recorded
as products are sold. The Company also earns service revenue for
co-promotion of certain products. For all years presented, service
revenues were less than 2% of total revenues and are included in
sales to customers. These arrangements are evaluated to determine
the appropriate amounts to be deferred.

In addition, the Company enters into collaboration arrange-
ments that contain multiple revenue generating activities. The
revenue for these arrangements is recognized as each activity is
performed or delivered, based on the relative fair value. Upfront
fees received as part of these arrangements are deferred and recog-
nized as revenue earned over the obligation period. See Note 1 to
the Consolidated Financial Statements for additional disclosures
on collaborations.

Reasonably likely changes to assumptions used to calculate the
accruals for rebates, returns and promotions are not anticipated to
have a material effect on the financial statements. The Company
currently discloses the impact of changes to assumptions in the
quarterly or annual filing in which there is a material financial
statement impact.

Below are tables that show the progression of accrued rebates,
returns, promotions, reserve for doubtful accounts and reserve for
cash discounts by segment of business for the fiscal years ended
January 1, 2012 and January 2, 2011.

CONSUMER SEGMENT

Balance at Balance at
Beginning Payments/ End

(Dollars in Millions) of Period Accruals Credits of Period

2011
Accrued rebates (1) $131 346 (350) 127

Accrued returns 145 103 (134) 114

Accrued promotions 294 1,520 (1,574) 240

Subtotal $570 1,969 (2,058) 481

Reserve for doubtful accounts 57 3 (17) 43

Reserve for cash discounts 21 226 (225) 22

Total $648 2,198 (2,300) 546

2010
Accrued rebates (1) $121 361 (351) 131

Accrued returns 127 156 (138) 145

Accrued promotions 272 2,418 (2,396) 294

Subtotal $520 2,935 (2,885) 570

Reserve for doubtful accounts 107 6 (56) 57

Reserve for cash discounts 21 249 (249) 21

Total $648 3,190 (3,190) 648

(1) Includes reserve for customer rebates of $34 million at January 1, 2012 and $50 million at
January 2, 2011, recorded as a contra asset.

PHARMACEUTICAL SEGMENT

Balance at Balance at
Beginning Payments/ End

(Dollars in Millions) of Period Accruals Credits of Period

2011
Accrued rebates (1)(2) $1,520 4,732 (4,661) 1,591

Accrued returns 294 105 (15) 384

Accrued promotions 83 187 (187) 83

Subtotal $1,897 5,024 (4,863) 2,058

Reserve for doubtful accounts 145 20 (8) 157

Reserve for cash discounts 54 392 (401) 45

Total $2,096 5,436 (5,272) 2,260

2010
Accrued rebates (1)(2) $1,064 4,768 (4,312) 1,520

Accrued returns 342 27 (75) 294

Accrued promotions 84 135 (136) 83

Subtotal $1,490 4,930 (4,523) 1,897

Reserve for doubtful accounts 83 91 (29) 145

Reserve for cash discounts 48 379 (373) 54

Total $1,621 5,400 (4,925) 2,096

(1) Includes reserve for customer rebates of $298 million at January 1, 2012 and $320 million
at January 2, 2011, recorded as a contra asset.

(2) Includes additional sales rebates to Medicaid managed care organizations as a result of
the U.S. health care reform legislation.
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MEDICAL DEVICES AND DIAGNOSTICS SEGMENT

Balance at Balance at
Beginning Payments/ End

(Dollars in Millions) of Period Accruals Credits of Period

2011
Accrued rebates (1) $495 3,253 (3,251) 497

Accrued returns 201 352 (369) 184

Accrued promotions 50 67 (44) 73

Subtotal $746 3,672 (3,664) 754

Reserve for doubtful accounts 138 54 (31) 161

Reserve for cash discounts 35 342 (345) 32

Total $919 4,068 (4,040) 947

2010
Accrued rebates (1)(2) $454 3,271 (3,230) 495

Accrued returns 220 334 (353) 201

Accrued promotions 73 111 (134) 50

Subtotal $747 3,716 (3,717) 746

Reserve for doubtful accounts 143 33 (38) 138

Reserve for cash discounts 32 484 (481) 35

Total $922 4,233 (4,236) 919

(1) Includes reserve for customer rebates of $324 million at January 1, 2012 and $331 million
at January 2, 2011, recorded as a contra asset.

(2) Accruals and Payments/Credits for 2010 have been revised by $908 million to appropriately
reflect non-cash credits/adjustments, consistent with current year presentation related to
the Ethicon franchise, previously reported net in the Accruals column.

Income Taxes: Income taxes are recorded based on amounts
refundable or payable for the current year and include the results of
any difference between U.S. GAAP accounting and tax reporting,
recorded as deferred tax assets or liabilities. The Company estimates
deferred tax assets and liabilities based on current tax regulations
and rates. Changes in tax laws and rates may affect recorded
deferred tax assets and liabilities in the future. Management believes
that changes in these estimates would not have a material effect on
the Company’s results of operations, cash flows or financial position.

At January 1, 2012 and January 2, 2011, the cumulative
amounts of undistributed international earnings were approximately
$41.6 billion and $37.0 billion, respectively. At January 1, 2012 and
January 2, 2011, the Company’s foreign subsidiaries held balances
of cash and cash equivalents in the amounts of $24.5 billion and
$18.7 billion, respectively. The Company intends to continue to
reinvest its undistributed international earnings to expand its
international operations; therefore, no U.S. tax expense has been
recorded with respect to the undistributed portion not intended
for repatriation.

See Note 8 to the Consolidated Financial Statements for
further information regarding income taxes.

Legal and Self Insurance Contingencies: The Company records
accruals for various contingencies including legal proceedings and
product liability claims as these arise in the normal course of busi-
ness. The accruals are based on management’s judgment as to the
probability of losses and, where applicable, actuarially determined
estimates. Additionally, the Company records insurance receivable
amounts from third-party insurers when recovery is probable. As
appropriate, reserves against these receivables are recorded for esti-
mated amounts that may not be collected from third-party insurers.

The Company follows the provisions of U.S. GAAP when record-
ing litigation related contingencies. A liability is recorded when a loss
is probable and can be reasonably estimated. The best estimate of a
loss within a range is accrued; however, if no estimate in the range is
better than any other, the minimum amount is accrued.

Long-Lived and Intangible Assets: The Company assesses changes
in economic conditions and makes assumptions regarding estimated

future cash flows in evaluating the value of the Company’s property,
plant and equipment, goodwill and intangible assets. As these
assumptions and estimates may change over time, it may or may not
be necessary for the Company to record impairment charges.

Employee Benefit Plans: The Company sponsors various retirement
and pension plans, including defined benefit, defined contribution
and termination indemnity plans, which cover most employees
worldwide. These plans are based on assumptions for the discount
rate, expected return on plan assets, expected salary increases and
health care cost trend rates. See Note 10 to the Consolidated Finan-
cial Statements for further details on these rates and the effect a
rate change would have on the Company’s results of operations.

Stock Based Compensation: The Company recognizes compensa-
tion expense associated with the issuance of equity instruments to
employees for their services. The fair value of each award is esti-
mated on the date of grant using the Black-Scholes option valuation
model and is expensed in the financial statements over the vesting
period. The input assumptions used in determining fair value are
the expected life, expected volatility, risk-free rate and the dividend
yield. See Note 17 to the Consolidated Financial Statements for
additional information.

NEW ACCOUNTING PRONOUNCEMENTS
Refer to Note 1 to the Consolidated Financial Statements for recently
adopted accounting pronouncements and recently issued account-
ing pronouncements not yet adopted as of January 1, 2012.

ECONOMIC AND MARKET FACTORS
The Company is aware that its products are used in an environment
where, for more than a decade, policymakers, consumers and busi-
nesses have expressed concerns about the rising cost of health care.
In response to these concerns, the Company has a long-standing
policy of pricing products responsibly. For the period 2001–2011, in
the United States, the weighted average compound annual growth
rate of the Company’s net price increases for health care products
(prescription and over-the-counter drugs, hospital and professional
products) was below the U.S. Consumer Price Index (CPI).

Inflation rates continue to have an effect on worldwide
economies and, consequently, on the way companies operate. The
Company accounted for operations in Venezuela as highly inflation-
ary in 2010 and 2011, as the prior three-year cumulative inflation
rate surpassed 100%. In the face of increasing costs, the Company
strives to maintain its profit margins through cost reduction pro-
grams, productivity improvements and periodic price increases.

The Company is exposed to fluctuations in currency exchange
rates. A 1% change in the value of the U.S. Dollar as compared to
all foreign currencies in which the Company had sales, income or
expense in 2011 would have increased or decreased the translation
of foreign sales by approximately $350 million and income by
$75 million.

The Company faces various worldwide health care changes
that may continue to result in pricing pressures that include health
care cost containment and government legislation relating to sales,
promotions and reimbursement of health care products.

Changes in the behavior and spending patterns of purchasers
of health care products and services, including delaying medical
procedures, rationing prescription medications, reducing the
frequency of physician visits and foregoing health care insurance
coverage, as a result of the current global economic downturn,
may continue to impact the Company’s businesses.

The Company also operates in an environment which has
become increasingly hostile to intellectual property rights. Generic
drug firms have filed Abbreviated New Drug Applications (ANDAs)
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seeking to market generic forms of most of the Company’s key phar-
maceutical products, prior to expiration of the applicable patents
covering those products. In the event the Company is not successful
in defending the patent claims challenged in ANDA filings, the
generic firms will then introduce generic versions of the product at
issue, resulting in the potential for substantial market share and
revenue losses for that product. For further information see the
discussion on “Litigation Against Filers of Abbreviated New Drug
Applications” in Note 21 to the Consolidated Financial Statements.

LEGAL PROCEEDINGS
Johnson & Johnson and certain of its subsidiaries are involved in
various lawsuits and claims regarding product liability, intellectual
property, commercial and other matters; governmental investiga-
tions; and other legal proceedings that arise from time to time in
the ordinary course of business.

The Company records accruals for such contingencies when it
is probable that a liability will be incurred and the amount of the loss
can be reasonably estimated. The Company has accrued for certain
litigation matters and continues to monitor each related legal issue
and adjust accruals for new information and further developments
in accordance with ASC 450-20-25. For these and other litigation
and regulatory matters currently disclosed for which a loss is proba-
ble or reasonably possible, the Company is unable to determine an
estimate of the possible loss or range of loss beyond the amounts
already accrued. These matters can be affected by various factors,
including whether damages sought in the proceedings are unsub-
stantiated or indeterminate; scientific and legal discovery has not
commenced or is not complete; proceedings are in early stages;
matters present legal uncertainties; there are significant facts in
dispute; or there are numerous parties involved.

In the Company’s opinion, based on its examination of these
matters, its experience to date and discussions with counsel, the
ultimate outcome of legal proceedings, net of liabilities accrued in
the Company’s balance sheet, is not expected to have a material
adverse effect on the Company’s financial position. However, the
resolution in any reporting period of one or more of these matters,
either alone or in the aggregate, may have a material adverse
effect on the Company’s results of operations, and cash flows for
that period.

See Note 21 to the Consolidated Financial Statements for
further information regarding legal proceedings.

COMMON STOCK MARKET PRICES
The Company’s Common Stock is listed on the New York Stock
Exchange under the symbol JNJ. The composite market price ranges
for Johnson & Johnson Common Stock during 2011 and 2010 were:

2011 2010

High Low High Low

First quarter $63.54 57.50 65.95 61.89

Second quarter 67.37 59.25 66.20 57.55

Third quarter 68.05 59.08 62.70 56.86

Fourth quarter 66.32 60.83 64.92 61.25

Year-end close $65.58 61.85

Cautionary Factors That May Affect
Future Results
This Annual Report contains forward-looking statements. Forward-
looking statements do not relate strictly to historical or current facts
and anticipate results based on management’s plans that are subject
to uncertainty. Forward-looking statements may be identified by
the use of words such as “plans,” “expects,” “will,” “anticipates,”
“estimates” and other words of similar meaning in conjunction with,
among other things, discussions of future operations, financial per-
formance, the Company’s strategy for growth, product development,
regulatory approval, market position and expenditures.

Forward-looking statements are based on current expectations
of future events. The Company cannot guarantee that any forward-
looking statement will be accurate, although the Company believes
that it has been reasonable in its expectations and assumptions.
Investors should realize that if underlying assumptions prove inac-
curate or that unknown risks or uncertainties materialize, actual
results could vary materially from the Company’s expectations and
projections. Investors are therefore cautioned not to place undue
reliance on any forward-looking statements. The Company does not
undertake to update any forward-looking statements as a result of
new information or future events or developments.

The Company’s report on Form 10-K for the year ended January
1, 2012 includes, in Exhibit 99, a discussion of additional factors that
could cause actual results to differ from expectations. The Company
notes these factors as permitted by the Private Securities Litigation
Reform Act of 1995.

Risks and uncertainties include, but are not limited to, general
industry conditions and competition; economic factors, such as
interest rate and currency exchange rate fluctuations; technological
advances, new products and patents attained by competitors; chal-
lenges inherent in new product development, including obtaining
regulatory approvals; challenges to patents; significant litigation
adverse to the Company; impact of business combinations; financial
distress and bankruptcies experienced by significant customers
and suppliers; changes to governmental laws and regulations and
U.S. and foreign health care reforms; trends toward health care cost
containment; increased scrutiny of the health care industry by gov-
ernment agencies; changes in behavior and spending patterns of
purchasers of health care products and services; financial instability
of international economies and sovereign risk; disruptions due
to natural disasters; manufacturing difficulties or delays; product
efficacy or safety concerns resulting in product recalls or
regulatory action.
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C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S 37

Assets
Current assets
Cash and cash equivalents (Notes 1 and 2) $ 24,542 19,355
Marketable securities (Notes 1 and 2) 7,719 8,303
Accounts receivable trade, less allowances for doubtful accounts $361 (2010, $340) 10,581 9,774
Inventories (Notes 1 and 3) 6,285 5,378
Deferred taxes on income (Note 8) 2,556 2,224
Prepaid expenses and other receivables 2,633 2,273

Total current assets 54,316 47,307

Property, plant and equipment, net (Notes 1 and 4) 14,739 14,553
Intangible assets, net (Notes 1 and 5) 18,138 16,716
Goodwill (Notes 1 and 5) 16,138 15,294
Deferred taxes on income (Note 8) 6,540 5,096
Other assets 3,773 3,942

Total assets $113,644 102,908

Liabilities and Shareholders’ Equity
Current liabilities
Loans and notes payable (Note 7) $ 6,658 7,617
Accounts payable 5,725 5,623
Accrued liabilities 4,608 4,100
Accrued rebates, returns and promotions 2,637 2,512
Accrued compensation and employee related obligations 2,329 2,642
Accrued taxes on income 854 578

Total current liabilities 22,811 23,072

Long-term debt (Note 7) 12,969 9,156
Deferred taxes on income (Note 8) 1,800 1,447
Employee related obligations (Notes 9 and 10) 8,353 6,087
Other liabilities 10,631 6,567

Total liabilities 56,564 46,329

Shareholders’ equity
Preferred stock — without par value

(authorized and unissued 2,000,000 shares) — —
Common stock — par value $1.00 per share (Note 12)

(authorized 4,320,000,000 shares; issued 3,119,843,000 shares) 3,120 3,120
Accumulated other comprehensive income (Note 13) (5,632) (3,531)
Retained earnings 81,251 77,773

78,739 77,362
Less: common stock held in treasury, at cost (Note 12)

(395,480,000 shares and 381,746,000 shares) 21,659 20,783

Total shareholders’ equity 57,080 56,579

Total liabilities and shareholders’ equity $113,644 102,908

See Notes to Consolidated Financial Statements
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Sales to customers $65,030 61,587 61,897

Cost of products sold 20,360 18,792 18,447

Gross profit 44,670 42,795 43,450

Selling, marketing and administrative expenses 20,969 19,424 19,801
Research and development expense 7,548 6,844 6,986
Interest income (91) (107) (90)
Interest expense, net of portion capitalized (Note 4) 571 455 451
Other (income) expense, net 2,743 (768) (526)
Restructuring (Note 22) 569 — 1,073

Earnings before provision for taxes on income 12,361 16,947 15,755
Provision for taxes on income (Note 8) 2,689 3,613 3,489

Net earnings $ 9,672 13,334 12,266

Basic net earnings per share (Notes 1 and 15) $ 3.54 4.85 4.45
Diluted net earnings per share (Notes 1 and 15) $ 3.49 4.78 4.40

Cash dividends per share $ 2.25 2.11 1.93

Basic average shares outstanding (Notes 1 and 15) 2,736.0 2,751.4 2,759.5
Diluted average shares outstanding (Notes 1 and 15) 2,775.3 2,788.8 2,789.1

See Notes to Consolidated Financial Statements
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(Dollars in Millions) (Note 1) Total Income Earnings Income Issued Amount Amount
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Balance, December 28, 2008 $42,511 63,379 (4,955) 3,120 (19,033)

Net earnings 12,266 12,266 12,266
Cash dividends paid (5,327) (5,327)
Employee compensation and stock option plans 1,404 21 1,383
Repurchase of common stock (2,130) (2,130)
Other (33) (33)
Other comprehensive income, net of tax:

Currency translation adjustment 1,363 1,363 1,363
Unrealized losses on securities (55) (55) (55)
Employee benefit plans 565 565 565
Gains on derivatives & hedges 24 24 24

Total comprehensive income 14,163

Balance, January 3, 2010 $50,588 70,306 (3,058) 3,120 (19,780)

Net earnings 13,334 13,334 13,334
Cash dividends paid (5,804) (5,804)
Employee compensation and stock option plans 1,731 (63) 1,794
Repurchase of common stock (2,797) (2,797)
Other comprehensive income, net of tax:

Currency translation adjustment (461) (461) (461)
Unrealized gains on securities 54 54 54
Employee benefit plans (21) (21) (21)
Losses on derivatives & hedges (45) (45) (45)

Total comprehensive income 12,861

Balance, January 2, 2011 $56,579 77,773 (3,531) 3,120 (20,783)

Net earnings 9,672 9,672 9,672
Cash dividends paid (6,156) (6,156)
Employee compensation and stock option plans 1,760 111 1,649
Repurchase of common stock (2,525) (2,525)
Other (149) (149)
Other comprehensive income, net of tax:

Currency translation adjustment (557) (557) (557)
Unrealized gains on securities 424 424 424
Employee benefit plans (1,700) (1,700) (1,700)
Losses on derivatives & hedges (268) (268) (268)

Total comprehensive income 7,571

Balance, January 1, 2012 $57,080 81,251 (5,632) 3,120 (21,659)

See Notes to Consolidated Financial Statements
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Cash flows from operating activities
Net earnings $ 9,672 13,334 12,266
Adjustments to reconcile net earnings to cash flows from

operating activities:
Depreciation and amortization of property and intangibles 3,158 2,939 2,774
Stock based compensation 621 614 628
Deferred tax provision (836) 356 (436)
Accounts receivable allowances 32 12 58

Changes in assets and liabilities, net of effects from acquisitions:
(Increase)/decrease in accounts receivable (915) (207) 453
(Increase)/decrease in inventories (715) (196) 95
Increase/(decrease) in accounts payable and accrued liabilities 493 20 (507)
(Increase)/decrease in other current and non-current assets (1,625) (574) 1,209
Increase in other current and non-current liabilities 4,413 87 31

Net cash flows from operating activities 14,298 16,385 16,571

Cash flows from investing activities
Additions to property, plant and equipment (2,893) (2,384) (2,365)
Proceeds from the disposal of assets 1,342 524 154
Acquisitions, net of cash acquired (Note 20) (2,797) (1,269) (2,470)
Purchases of investments (29,882) (15,788) (10,040)
Sales of investments 30,396 11,101 7,232
Other (primarily intangibles) (778) (38) (109)

Net cash used by investing activities (4,612) (7,854) (7,598)

Cash flows from financing activities
Dividends to shareholders (6,156) (5,804) (5,327)
Repurchase of common stock (2,525) (2,797) (2,130)
Proceeds from short-term debt 9,729 7,874 9,484
Retirement of short-term debt (11,200) (6,565) (6,791)
Proceeds from long-term debt 4,470 1,118 9
Retirement of long-term debt (16) (32) (219)
Proceeds from the exercise of stock options/excess tax benefits 1,246 1,226 882

Net cash used by financing activities (4,452) (4,980) (4,092)

Effect of exchange rate changes on cash and cash equivalents (47) (6) 161

Increase in cash and cash equivalents 5,187 3,545 5,042
Cash and cash equivalents, beginning of year (Note 1) 19,355 15,810 10,768

Cash and cash equivalents, end of year (Note 1) $ 24,542 19,355 15,810

Supplemental cash flow data
Cash paid during the year for:

Interest $ 576 491 533
Income taxes 2,970 2,442 2,363

Treasury stock issued for employee compensation and
stock option plans, net of cash proceeds $ 433 673 541

Conversion of debt 1 1 2

Acquisitions
Fair value of assets acquired $ 3,025 1,321 3,345
Fair value of liabilities assumed and non-controlling interests (228) (52) (875)

Net cash paid for acquisitions $ 2,797 1,269 2,470

See Notes to Consolidated Financial Statements

Supplemental schedule of non-cash investing and financing activities
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1. Summary of Significant Accounting Policies
PRINCIPLES OF CONSOLIDATION
The consolidated financial statements include the accounts of
Johnson & Johnson and its subsidiaries (the Company).
Intercompany accounts and transactions are eliminated.

DESCRIPTION OF THE COMPANY AND BUSINESS SEGMENTS
The Company has approximately 117,900 employees worldwide
engaged in the research and development, manufacture and sale of
a broad range of products in the health care field. The Company
conducts business in virtually all countries of the world and its pri-
mary focus is on products related to human health and well-being.

The Company is organized into three business segments:
Consumer, Pharmaceutical and Medical Devices and Diagnostics.
The Consumer segment includes a broad range of products used in
the baby care, skin care, oral care, wound care and women’s health
fields, as well as nutritional and over-the-counter pharmaceutical
products and wellness and prevention platforms. These products
are marketed to the general public and sold both to retail outlets
and distributors throughout the world. The Pharmaceutical segment
includes products in the following areas: anti-infective, antipsychotic,
contraceptive, dermatology, gastrointestinal, hematology, immunol-
ogy, neurology, oncology, pain management, thrombosis, vaccines
and infectious diseases. These products are distributed directly to
retailers, wholesalers and health care professionals for prescription
use. The Medical Devices and Diagnostics segment includes a broad
range of products distributed to wholesalers, hospitals and retailers,
used principally in the professional fields by physicians, nurses, thera-
pists, hospitals, diagnostic laboratories and clinics. These products
include Cardiovascular Care’s electrophysiology and circulatory
disease management products; DePuy’s orthopaedic joint recon-
struction, spinal care, neurological and sports medicine products;
Ethicon’s surgical care, aesthetics and women’s health products;
Ethicon Endo-Surgery’s minimally invasive surgical products and
advanced sterilization products; Diabetes Care’s blood glucose moni-
toring and insulin delivery products; Ortho-Clinical Diagnostics’
professional diagnostic products and Vision Care’s disposable
contact lenses.

NEW ACCOUNTING PRONOUNCEMENTS
RECENTLY ADOPTED ACCOUNTING PRONOUNCEMENTS
During the fiscal first quarter of 2011, the Company adopted the
Financial Accounting Standards Board (FASB) guidance and amend-
ments issued related to revenue recognition under the milestone
method. The objective of the accounting standard update is to pro-
vide guidance on defining a milestone and determining when it may
be appropriate to apply the milestone method of revenue recognition
for research or development transactions. This update became effec-
tive on a prospective basis for milestones achieved in fiscal years, and
interim periods within those years, beginning on or after June 15,
2010. The adoption of this standard did not have a material impact on
the Company’s results of operations, cash flows or financial position.

During the fiscal first quarter of 2011, the Company adopted
the FASB guidance on how pharmaceutical companies should recog-
nize and classify in the Company’s financial statements, the non-
deductible annual fee paid to the Government in accordance with the
Patient Protection and Affordable Care Act, as amended by the
Health Care and Education Reconciliation Act. This fee is based on an
allocation of a company’s market share of total branded prescription
drug sales to U.S. government programs from the prior year. The esti-
mated fee was recorded as a selling, marketing and administrative

expense in the Company’s financial statement and will be amortized
on a straight-line basis for the year as per the FASB guidance. The
adoption of this standard did not have a material impact on the
Company’s results of operations, cash flows or financial position.

RECENTLY ISSUED ACCOUNTING STANDARDS
NOT ADOPTED AS OF JANUARY 1, 2012
During the fiscal third quarter of 2011, the FASB issued amendments
to goodwill impairment testing. Under the amendments in this update,
an entity has the option to first assess qualitative factors to determine
whether the existence of events or circumstances leads to a determi-
nation that it is more likely than not that the fair value of a reporting
unit is less than its carrying amount. If, after assessing the totality of
events or circumstances, an entity determines it is not more likely than
not that the fair value of a reporting unit is less than its carrying
amount, then performing the two-step impairment test is unneces-
sary. However, if an entity concludes otherwise, then it is required to
perform the first step of the two-step impairment test. This guidance
is effective for annual and interim goodwill impairment tests per-
formed for fiscal years beginning after December 15, 2011. The adop-
tion of this standard is not expected to have a material impact on the
Company’s results of operations, cash flows or financial position.

During the fiscal second quarter of 2011, the FASB issued an
amendment to the disclosure requirements for presentation of com-
prehensive income. The amendment requires that all non-owner
changes in stockholders’ equity be presented either in a single con-
tinuous statement of comprehensive income or in two separate but
consecutive statements. This guidance is effective retrospectively
for the interim periods and annual periods beginning after Decem-
ber 15, 2011; however, the FASB agreed to an indefinite deferral of
the reclassification requirement. The adoption of this standard is not
expected to have a material impact on the Company’s results of
operations, cash flows or financial position.

During the fiscal second quarter of 2011, the FASB issued
amendments to disclosure requirements for common fair value
measurement. These amendments result in convergence of fair
value measurement and disclosure requirements between U.S. Gen-
erally Accepted Accounting Principles (GAAP) and International
Financial Reporting Standards (IFRS). This guidance is effective
prospectively for the interim periods and annual periods beginning
after December 15, 2011. Early adoption is prohibited. The adoption
of this standard is not expected to have a material impact on the
Company’s results of operations, cash flows or financial position.

CASH EQUIVALENTS
The Company considers securities with maturities of three months
or less, when purchased, to be cash equivalents.

INVESTMENTS
Short-term marketable securities are carried at cost, which approxi-
mates fair value. Investments classified as available-for-sale are
carried at estimated fair value with unrealized gains and losses
recorded as a component of accumulated other comprehensive
income. Long-term debt securities that the Company has the ability
and intent to hold until maturity are carried at amortized cost.
Management determines the appropriate classification of its invest-
ment in debt and equity securities at the time of purchase and
re-evaluates such determination at each balance sheet date. The
Company periodically reviews its investments in equity securities
for impairment and adjusts these investments to their fair value
when a decline in market value is deemed to be other than



temporary. If losses on these securities are considered to be other
than temporary, the loss is recognized in earnings.

PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION
Property, plant and equipment are stated at cost. The Company
utilizes the straight-line method of depreciation over the estimated
useful lives of the assets:

Building and building equipment 20–40 years
Land and leasehold improvements 10–20 years
Machinery and equipment 2–13 years

The Company capitalizes certain computer software and development
costs, included in machinery and equipment, when incurred in connec-
tion with developing or obtaining computer software for internal use.
Capitalized software costs are amortized over the estimated useful
lives of the software, which generally range from 3 to 8 years.

The Company reviews long-lived assets to assess recoverability
using undiscounted cash flows. When certain events or changes in
operating or economic conditions occur, an impairment assessment
may be performed on the recoverability of the carrying value of
these assets. If the asset is determined to be impaired, the loss is
measured based on the difference between the asset’s fair value and
its carrying value. If quoted market prices are not available, the
Company will estimate fair value using a discounted value of
estimated future cash flows.

REVENUE RECOGNITION
The Company recognizes revenue from product sales when the
goods are shipped or delivered and title and risk of loss pass to the
customer. Provisions for certain rebates, sales incentives, trade pro-
motions, coupons, product returns and discounts to customers are
accounted for as reductions in sales in the same period the related
sales are recorded.

Product discounts granted are based on the terms of arrange-
ments with direct, indirect and other market participants, as well
as market conditions, including prices charged by competitors.
Rebates, the largest being the Medicaid rebate provision, are esti-
mated based on contractual terms, historical experience, trend
analysis and projected market conditions in the various markets
served. The Company evaluates market conditions for products or
groups of products primarily through the analysis of wholesaler and
other third-party sell-through and market research data, as well as
internally generated information.

Sales returns are generally estimated and recorded based on
historical sales and returns information. Products that exhibit
unusual sales or return patterns due to dating, competition or
other marketing matters are specifically investigated and analyzed
as part of the accounting for sales returns accruals.

Sales returns allowances represent a reserve for products that
may be returned due to expiration, destruction in the field, or in spe-
cific areas, product recall. The returns reserve is based on historical
return trends by product and by market as a percent to gross sales.
In accordance with the Company’s accounting policies, the
Company generally issues credit to customers for returned goods.
The Company’s sales returns reserves are accounted for in accor-
dance with U.S. GAAP guidance for revenue recognition when right
of return exists. Sales returns reserves are recorded at full sales
value. Sales returns in the Consumer and Pharmaceutical segments
are almost exclusively not resalable. Sales returns for certain fran-
chises in the Medical Devices and Diagnostics segment are typically
resalable but are not material. The Company rarely exchanges prod-
ucts from inventory for returned products. The sales returns reserve
for the total Company has ranged between 1.0% and 1.2% of annual
sales to customers during the prior three fiscal reporting years 2011,
2010 and 2009.

Promotional programs, such as product listing allowances and
cooperative advertising arrangements, are recorded in the year
incurred. Continuing promotional programs include coupons and
volume-based sales incentive programs. The redemption cost of
consumer coupons is based on historical redemption experience
by product and value. Volume-based incentive programs are based
on the estimated sales volumes for the incentive period and are
recorded as products are sold. The Company also earns service rev-
enue for co-promotion of certain products and includes it in sales to
customers. These arrangements are evaluated to determine the
appropriate amounts to be deferred.

SHIPPING AND HANDLING
Shipping and handling costs incurred were $1,022 million, $945 mil-
lion and $964 million in 2011, 2010 and 2009, respectively, and are
included in selling, marketing and administrative expense. The
amount of revenue received for shipping and handling is less than
0.5% of sales to customers for all periods presented.

INVENTORIES
Inventories are stated at the lower of cost or market determined by
the first-in, first-out method.

INTANGIBLE ASSETS AND GOODWILL
The authoritative literature on U.S. GAAP requires that goodwill and
intangible assets with indefinite lives be assessed annually for
impairment. The Company completed the annual impairment test
for 2011 in the fiscal fourth quarter and no impairment was deter-
mined. Future impairment tests will be performed annually in
the fiscal fourth quarter, or sooner if a triggering event occurs.
Purchased in-process research and development is accounted for as
an indefinite lived intangible asset until the underlying project is
completed, at which point the intangible asset will be accounted for
as a definite lived intangible asset, or abandoned, at which point the
intangible asset will be written off.

Intangible assets that have finite useful lives continue to be
amortized over their useful lives, and are reviewed for impairment
when warranted by economic conditions. See Note 5 for further
details on Intangible Assets and Goodwill.

FINANCIAL INSTRUMENTS
As required by U.S. GAAP, all derivative instruments are recorded on
the balance sheet at fair value. Changes in the fair value of derivatives
are recorded each period in current earnings or other comprehensive
income, depending on whether the derivative is designated as part of
a hedge transaction, and if so, the type of hedge transaction.

The Company documents all relationships between hedged
items and derivatives. The overall risk management strategy
includes reasons for undertaking hedge transactions and entering
into derivatives. The objectives of this strategy are: (1) minimize
foreign currency exposure’s impact on the Company’s financial
performance; (2) protect the Company’s cash flow from adverse
movements in foreign exchange rates; (3) ensure the appropriate-
ness of financial instruments; and (4) manage the enterprise risk
associated with financial institutions. See Note 6 for additional
information on Financial Instruments.

PRODUCT LIABILITY
Accruals for product liability claims are recorded, on an undis-
counted basis, when it is probable that a liability has been incurred
and the amount of the liability can be reasonably estimated based
on existing information. The accruals are adjusted periodically as
additional information becomes available. As a result of cost and
availability factors, effective November 1, 2005, the Company
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ceased purchasing third-party product liability insurance. Based on
the availability of prior coverage, receivables for insurance recover-
ies related to product liability claims are recorded on an undis-
counted basis, when it is probable that a recovery will be realized.

CONCENTRATION OF CREDIT RISK
Global concentration of credit risk with respect to trade accounts
receivables continues to be limited due to the large number of
customers globally and adherence to internal credit policies and
credit limits. Recent economic challenges in Italy, Spain, Greece and
Portugal (the Southern European Region) have impacted certain
payment patterns, which have historically been longer than those
experienced in the U.S. and other international markets. The total
net trade accounts receivable balance in the Southern European
Region was approximately $2.4 billion as of January 1, 2012 and
approximately $2.3 billion as of January 2, 2011. Approximately
$1.4 billion as of January 1, 2012 and approximately $1.3 billion as of
January 2, 2011 of the Southern European Region net trade accounts
receivable balance related to the Company’s Consumer, Vision Care
and Diabetes Care businesses as well as certain Pharmaceutical
and Medical Devices and Diagnostics customers which are in line
with historical collection patterns.

RESEARCH AND DEVELOPMENT
Research and development expenses are expensed as incurred.
Upfront and milestone payments made to third parties in connec-
tion with research and development collaborations are expensed as
incurred up to the point of regulatory approval. Payments made to
third parties subsequent to regulatory approval are capitalized and
amortized over the remaining useful life of the related product.
Amounts capitalized for such payments are included in other
intangibles, net of accumulated amortization.

The Company enters into collaborative arrangements, typically
with other pharmaceutical or biotechnology companies, to develop
and commercialize drug candidates or intellectual property. These
arrangements typically involve two (or more) parties who are active
participants in the collaboration and are exposed to significant risks
and rewards dependent on the commercial success of the activities.
These collaborations usually involve various activities by one or
more parties, including research and development, marketing and
selling and distribution. Often, these collaborations require upfront,
milestone and royalty or profit share payments, contingent upon the
occurrence of certain future events linked to the success of the asset
in development. Amounts due from collaborative partners related
to development activities are generally reflected as a reduction of
research and development expense because the performance of
contract development services is not central to the Company’s

operations. In general, the income statement presentation for these
collaborations is as follows:

Nature/Type of Collaboration Statement of Earnings Presentation

Third-party sale of product Sales to customers
Royalties/milestones paid to

collaborative partner
(post-regulatory approval)* Cost of goods sold

Royalties received from collaborative partner Other income (expense), net
Upfront payments & milestones

paid to collaborative partner
(pre-regulatory approval) Research and development expense

Research and development payments
to collaborative partner Research and development expense

Research and development
payments received from
collaborative partner Reduction of Research and development expense

* Milestones are capitalized as intangible assets and amortized to cost of goods sold over
the useful life.

ADVERTISING
Costs associated with advertising are expensed in the year incurred
and are included in selling, marketing and administrative expenses.
Advertising expenses worldwide, which comprised television, radio,
print media and Internet advertising, were $2.6 billion, $2.5 billion
and $2.4 billion in 2011, 2010 and 2009, respectively.

INCOME TAXES
Income taxes are recorded based on amounts refundable or payable
for the current year and include the results of any difference
between U.S. GAAP accounting and tax reporting, recorded as
deferred tax assets or liabilities. The Company estimates deferred
tax assets and liabilities based on current tax regulations and rates.
Changes in tax laws and rates may affect recorded deferred tax
assets and liabilities in the future. Management believes that
changes in these estimates would not have a material effect on the
Company’s results of operations, cash flows or financial position.

At January 1, 2012 and January 2, 2011, the cumulative
amounts of undistributed international earnings were approximately
$41.6 billion and $37.0 billion, respectively. At January 1, 2012 and
January 2, 2011, the Company’s foreign subsidiaries held balances
of cash and cash equivalents in the amounts of $24.5 billion and
$18.7 billion, respectively. The Company intends to continue to
reinvest its undistributed international earnings to expand its
international operations; therefore, no U.S. tax expense has been
recorded with respect to the undistributed portion not intended
for repatriation.

See Note 8 to the Consolidated Financial Statements for
further information regarding income taxes.

NET EARNINGS PER SHARE
Basic earnings per share is computed by dividing net earnings avail-
able to common shareholders by the weighted average number of
common shares outstanding for the period. Diluted earnings per
share reflects the potential dilution that could occur if securities
were exercised or converted into common stock using the treasury
stock method.

USE OF ESTIMATES
The preparation of consolidated financial statements in conformity
with accounting principles generally accepted in the U.S. requires
management to make estimates and assumptions that affect the
amounts reported. Estimates are used when accounting for sales
discounts, rebates, allowances and incentives, product liabilities,
income taxes, depreciation, amortization, employee benefits,
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The remaining balance of net trade accounts receivable in the
Southern European Region has been negatively impacted by the
timing of payments from certain government owned or supported
health care customers as well as certain distributors of the Pharma-
ceutical and Medical Devices and Diagnostics local affiliates. The
total net trade accounts receivable balance for these customers
were approximately $1.0 billion at January 1, 2012 and January 2,
2011. The Company continues to receive payments from these cus-
tomers and in some cases late payment premiums. For customers
where payment is expected over periods of time longer than one
year, revenue and trade receivables have been discounted over the
estimated period of time for collection. Allowances for doubtful
accounts have been increased for these customers, but have been
immaterial to date. The Company will continue to work closely
with these customers, monitor the economic situation and take
appropriate actions as necessary.



contingencies and intangible asset and liability valuations. For
instance, in determining annual pension and post-employment ben-
efit costs, the Company estimates the rate of return on plan assets,
and the cost of future health care benefits. Actual results may or
may not differ from those estimates.

The Company follows the provisions of U.S. GAAP when record-
ing litigation related contingencies. A liability is recorded when a loss
is probable and can be reasonably estimated. The best estimate of a
loss within a range is accrued; however, if no estimate in the range is
better than any other, the minimum amount is accrued.

RECLASSIFICATION
Certain prior period amounts have been reclassified to conform to
current year presentation.

2. Cash, Cash Equivalents and Current
Marketable Securities
At the end of 2011 and 2010, cash, cash equivalents and current
marketable securities were comprised of:

(Dollars in Millions) 2011 2010

Cash $ 2,709 2,293

Government securities and obligations 27,017 22,349

Corporate debt securities 489 225

Money market funds 1,590 2,135

Time deposits 456 656

Total cash, cash equivalents and
current marketable securities $32,261 27,658

The estimated fair value was $32,262 million as of January 1, 2012
reflecting a $1 million unrealized gain in government securities and
obligations. The estimated fair value was the same as the carrying
value as of January 2, 2011.

As of January 1, 2012, current marketable securities consisted
of $7,545 million and $174 million of government securities and
obligations, and corporate debt securities, respectively.

As of January 2, 2011, current marketable securities consisted
of $8,153 million and $150 million of government securities and
obligations, and corporate debt securities, respectively.

Fair value of government securities and obligations and corpo-
rate debt securities were estimated using quoted broker prices in
active markets.

The Company invests its excess cash in both deposits with
major banks throughout the world and other high-quality money
market instruments. The Company has a policy of making invest-
ments only with commercial institutions that have at least an A
(or equivalent) credit rating.

3. Inventories
At the end of 2011 and 2010, inventories were comprised of:

(Dollars in Millions) 2011 2010

Raw materials and supplies $1,206 1,073

Goods in process 1,637 1,460

Finished goods 3,442 2,845

Total inventories $6,285 5,378

4. Property, Plant and Equipment
At the end of 2011 and 2010, property, plant and equipment at cost
and accumulated depreciation were:

(Dollars in Millions) 2011 2010

Land and land improvements $ 754 738

Buildings and building equipment 9,389 9,079

Machinery and equipment 19,182 18,032

Construction in progress 2,504 2,577

Total property, plant and equipment, gross $31,829 30,426

Less accumulated depreciation 17,090 15,873

Total property, plant and equipment, net $14,739 14,553

The Company capitalizes interest expense as part of the cost of con-
struction of facilities and equipment. Interest expense capitalized in
2011, 2010 and 2009 was $84 million, $73 million and $101 million,
respectively.

Depreciation expense, including the amortization of capitalized
interest in 2011, 2010 and 2009, was $2.3 billion, $2.2 billion and
$2.1 billion, respectively.

Upon retirement or other disposal of property, plant and equip-
ment, the costs and related amounts of accumulated depreciation
or amortization are eliminated from the asset and accumulated
depreciation accounts, respectively. The difference, if any, between
the net asset value and the proceeds are recorded in earnings.

5. Intangible Assets and Goodwill
At the end of 2011 and 2010, the gross and net amounts of
intangible assets were:

(Dollars in Millions) 2011 2010

Intangible assets with definite lives:
Patents and trademarks — gross $ 7,947 6,660

Less accumulated amortization 2,976 2,629

Patents and trademarks — net $ 4,971 4,031

Other intangibles — gross $ 8,716 7,674

Less accumulated amortization 3,432 2,880

Other intangibles — net $ 5,284 4,794

Intangible assets with indefinite lives:
Trademarks $ 6,034 5,954

Purchased in-process research and development 1,849 1,937

Total intangible assets with indefinite lives $ 7,883 7,891

Total intangible assets — net $18,138 16,716

The acquisition of Crucell N.V. during the fiscal first quarter of 2011
increased purchased in-process research and development by
approximately $1.0 billion and patents and trademarks by approxi-
mately $0.7 billion. During the fiscal second quarter of 2011, the
Company reclassified approximately $1.0 billion from purchased
in-process research and development to amortizable other
intangibles to reflect the commercialization of ZYTIGA®.
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ANNUAL CLOSING DATE
The Company follows the concept of a fiscal year, which ends on the
Sunday nearest to the end of the month of December. Normally
each fiscal year consists of 52 weeks, but every five or six years the
fiscal year consists of 53 weeks, as was the case in 2009, and will be
the case again in 2015.



Goodwill as of January 1, 2012 and January 2, 2011, as allocated
by segment of business, was as follows:

Med Devices
(Dollars in Millions) Consumer Pharmaceuticals and Diagnostics Total

Goodwill at January 3, 2010 $8,074 1,244 5,544 14,862

Acquisitions — — 397 397

Currency translation/other* 70 (19) (16) 35

Goodwill at January 2, 2011 $8,144 1,225 5,925 15,294

Acquisitions 251 538 198 987

Currency translation/other (97) (42) (4) (143)

Goodwill at January 1, 2012 $8,298 1,721 6,119 16,138

* Includes reclassification between segments.

The weighted average amortization periods for patents and trade-
marks and other intangible assets are 17 years and 26 years,
respectively. The amortization expense of amortizable assets was
$852 million, $748 million and $675 million before tax, for the fiscal
years ended January 1, 2012, January 2, 2011 and January 3, 2010,
respectively, which includes the write downs of certain patents
and intangible assets. These write downs did not have a material
impact on the Company’s results of operations, cash flows or
financial position.

The estimated amortization expense for the five succeeding
years approximates $840 million before tax, per year. Substantially
all of the amortization expense is included in cost of products sold.

6. Fair Value Measurements
The Company uses forward exchange contracts to manage its expo-
sure to the variability of cash flows, primarily related to the foreign
exchange rate changes of future intercompany product and third-
party purchases of raw materials denominated in foreign currency.
The Company also uses cross currency interest rate swaps to manage
currency risk primarily related to borrowings. Both types of derivatives
are designated as cash flow hedges. The Company also uses forward
exchange contracts to manage its exposure to the variability of cash
flows for repatriation of foreign dividends. These contracts are desig-
nated as net investment hedges. Additionally, the Company uses
forward exchange contracts to offset its exposure to certain foreign
currency assets and liabilities. These forward exchange contracts are
not designated as hedges and therefore, changes in the fair values of
these derivatives are recognized in earnings, thereby offsetting the

current earnings effect of the related foreign currency assets and
liabilities. The Company does not enter into derivative financial
instruments for trading or speculative purposes, or contain credit risk
related contingent features or requirements to post collateral. On an
ongoing basis, the Company monitors counterparty credit ratings.
The Company considers credit non-performance risk to be low,
because the Company enters into agreements with commercial insti-
tutions that have at least an A (or equivalent) credit rating. As of
January 1, 2012, the Company had notional amounts outstanding for
forward foreign exchange contracts and cross currency interest rate
swaps of $22 billion and $3 billion, respectively.

All derivative instruments are recorded on the balance sheet at
fair value. Changes in the fair value of derivatives are recorded each
period in current earnings or other comprehensive income, depending
on whether the derivative is designated as part of a hedge transaction,
and if so, the type of hedge transaction.

The designation as a cash flow hedge is made at the entrance date
into the derivative contract. At inception, all derivatives are expected
to be highly effective. Changes in the fair value of a derivative that is
designated as a cash flow hedge and is highly effective are recorded
in accumulated other comprehensive income until the underlying
transaction affects earnings, and are then reclassified to earnings in
the same account as the hedged transaction. Gains/losses on net
investment hedges are accounted for through the currency translation
account and are insignificant. On an ongoing basis, the Company
assesses whether each derivative continues to be highly effective in off-
setting changes in the cash flows of hedged items. If and when a deriva-
tive is no longer expected to be highly effective, hedge accounting is
discontinued. Hedge ineffectiveness, if any, is included in current period
earnings in Other (income) expense, net. Refer to Note 13 for disclo-
sures of movements in Accumulated Other Comprehensive Income.

As of January 1, 2012, the balance of deferred net losses on
derivatives included in accumulated other comprehensive income
was $168 million after-tax. For additional information, see Note 13.
The Company expects that substantially all of the amount related to
foreign exchange contracts will be reclassified into earnings over the
next 12 months as a result of transactions that are expected to occur
over that period. The maximum length of time over which the
Company is hedging transaction exposure is 18 months, excluding
interest rate swaps. The amount ultimately realized in earnings will
differ as foreign exchange rates change. Realized gains and losses
are ultimately determined by actual exchange rates at maturity of
the derivative.
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The following table is a summary of the activity related to designated derivatives for the fiscal years ended January 1, 2012 and
January 2, 2011:

Gain/(Loss)
Gain/(Loss) reclassified from Gain/(Loss)

recognized in Accumulated OCI recognized in

Cash Flow Hedges Accumulated OCI(1) into income(1) Other income/expense(2)

(Dollars in Millions) 2011 2010 2011 2010 2011 2010

Foreign exchange contracts $ (60) (66) (9)(A) (52)(A) (1) (2)

Foreign exchange contracts (103) (296) (154)(B) (300)(B) 2 (38)

Foreign exchange contracts 24 51 (22)(C) 57(C) (1) 5

Cross currency interest rate swaps (406) (40) (45)(D) 6(D) — —
Foreign exchange contracts 45 18 (2)(E) 1(E) 1 3

Total $(500) (333) (232) (288) 1 (32)

All amounts shown in the table above are net of tax.
(1) Effective portion
(2) Ineffective portion
(A) Included in Sales to customers
(B) Included in Cost of products sold
(C) Included in Research and development expense
(D)Included in Interest (income)/Interest expense, net
(E) Included in Other (income) expense, net
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For the fiscal years ended January 1, 2012 and January 2, 2011, a loss
of $23 million and $31 million, respectively, was recognized in Other
(income) expense, net, relating to foreign exchange contracts not
designated as hedging instruments.

In addition, during the fiscal second quarter of 2011, the
Company entered into an option to hedge the currency risk associ-
ated with the cash portion of the payment for the planned acquisi-
tion of Synthes, Inc. The option was not designated as a hedge, and
therefore, changes in the fair value of the option are recognized in
Other (income) expense, net. During the fiscal year ended January 1,
2012, the mark to market adjustment to reduce the value of the cur-
rency option was $450 million which expired in January 2012. The
cost basis of the option was $467 million.

During the fiscal fourth quarter of 2011, the Company reclassi-
fied foreign currency bond mark to market adjustments from foreign
currency translation to gain/(loss) on derivatives and hedges. There
was no net impact within other comprehensive income as a result
of this reclassification.

Fair value is the exit price that would be received to sell an
asset or paid to transfer a liability. Fair value is a market-based
measurement that should be determined using assumptions that
market participants would use in pricing an asset or liability.
The authoritative literature establishes a three-level hierarchy to
prioritize the inputs used in measuring fair value. The levels within

the hierarchy are described below with Level 1 having the highest
priority and Level 3 having the lowest.

The fair value of a derivative financial instrument (i.e. forward
exchange contract, currency swap) is the aggregation by currency of
all future cash flows discounted to its present value at the prevailing
market interest rates and subsequently converted to the U.S. Dollar
at the current spot foreign exchange rate. The Company does not
believe that fair values of these derivative instruments materially
differ from the amounts that could be realized upon settlement or
maturity, or that the changes in fair value will have a material effect
on the Company’s results of operations, cash flows or financial posi-
tion. The Company also holds equity investments that are classified
as Level 1 as they are traded in an active exchange market.

The following three levels of inputs are used to measure
fair value:

Level 1 — Quoted prices in active markets for identical assets
and liabilities.

Level 2 — Significant other observable inputs.

Level 3 — Significant unobservable inputs.

The Company’s significant financial assets and liabilities measured at fair value as of January 1, 2012 and January 2, 2011 were as follows:

2011 2010

(Dollars in Millions) Level 1 Level 2 Level 3 Total Total(1)

Derivatives designated as hedging instruments:

Assets:
Foreign exchange contracts $ — 442 — 442 321

Cross currency interest rate swaps (2) — 15 — 15 17

Total — 457 — 457 338

Liabilities:
Foreign exchange contracts — 452 — 452 586
Cross currency interest rate swaps (3) — 594 — 594 502

Total — 1,046 — 1,046 1,088

Derivatives not designated as hedging instruments:

Assets:
Foreign exchange contracts — 29 — 29 19

Swiss Franc Option* — 17 — 17 —
Total — —

Liabilities:
Foreign exchange contracts — 34 — 34 39

Other investments (4) $1,563 — — 1,563 1,165

* Currency option related to the planned acquisition of Synthes, Inc.
(1) 2010 assets and liabilities are all classified as Level 2 with the exception of other investments of $1,165 million which are classified as Level 1.
(2) Includes $15 million and $14 million of non-current assets for the fiscal years ending January 1, 2012 and January 2, 2011, respectively.
(3) Includes $594 million and $502 million of non-current liabilities for the fiscal years ending January 1, 2012 and January 2, 2011, respectively.
(4) Classified as non-current other assets.

See Notes 2 and 7 for financial assets and liabilities held at carrying amount on the Consolidated Balance Sheet.
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7. Borrowings
The components of long-term debt are as follows:

Effective Effective
(Dollars in Millions) 2011 Rate % 2010 Rate %

5.15% Debentures due 2012 $ 599 5.18% 599 5.18

0.70% Notes due 2013 500 0.75 — —
3.80% Debentures due 2013 500 3.82 500 3.82

3 month LIBOR+0% FRN due 2013 500 0.46 — —
3 month LIBOR+0.09% FRN due 2014 750 0.55 — —
1.20% Notes due 2014 999 1.24 — —
2.15% Notes due 2016 898 2.22 — —
5.55% Debentures due 2017 1,000 5.55 1,000 5.55

5.15% Debentures due 2018 898 5.15 898 5.15

4.75% Notes due 2019
(1B Euro 1.2892) (2)/
(1B Euro 1.3268) (3) 1,282(2) 5.35 1,319(3) 5.35

3% Zero Coupon Convertible
Subordinated Debentures due 2020 199 3.00 194 3.00

2.95% Debentures due 2020 541 3.15 541 3.15

3.55% Notes due 2021 446 3.67 — —
6.73% Debentures due 2023 250 6.73 250 6.73

5.50% Notes due 2024
(500MM GBP 1.5421) (2)/
(500MM GBP 1.5403) (3) 765(2) 5.71 764(3) 5.71

6.95% Notes due 2029 294 7.14 294 7.14

4.95% Debentures due 2033 500 4.95 500 4.95

5.95% Notes due 2037 995 5.99 995 5.99

5.85% Debentures due 2038 700 5.86 700 5.86

4.50% Debentures due 2040 539 4.63 539 4.63

4.85% Notes due 2041 298 4.89 — —
Other 132 76

13,585(4) 4.08(1) 9,169(4) 5.25(1)

Less current portion 616 13

$12,969 9,156

(1) Weighted average effective rate.
(2) Translation rate at January 1, 2012.
(3) Translation rate at January 2, 2011.
(4) The excess of the fair value over the carrying value of debt was $2.0 billion in 2011 and

$1.0 billion in 2010.

Fair value of the non-current debt was estimated using market
prices, which were corroborated by quoted broker prices in
active markets.

The Company has access to substantial sources of funds at
numerous banks worldwide. In September 2011, the Company
secured a new 364-day Credit Facility. Total credit available to the
Company approximates $10 billion, which expires September 20,
2012. Interest charged on borrowings under the credit line agree-
ments is based on either bids provided by banks, the prime rate or
London Interbank Offered Rates (LIBOR), plus applicable margins.
Commitment fees under the agreements are not material.

Throughout 2011, the Company continued to have access to
liquidity through the commercial paper market. Short-term borrow-
ings and the current portion of long-term debt amounted to approxi-
mately $6.7 billion at the end of 2011, of which $5.3 billion was
borrowed under the Commercial Paper Program. The remainder
represents principally local borrowing by international subsidiaries.

The Company has a shelf registration with the U.S. Securities
and Exchange Commission that enables the Company to issue debt
securities and warrants to purchase debt securities on a timely
basis. The Company issued bonds in May 2011 for a total of $4.4 bil-
lion for general corporate purposes.

Aggregate maturities of long-term obligations commencing in
2011 are:

(Dollars in Millions) After
2012 2013 2014 2015 2016 2016

$616 1,545 1,816 — 898 8,710

8. Income Taxes
The provision for taxes on income consists of:

(Dollars in Millions) 2011 2010 2009

Currently payable:
U.S. taxes $2,392 2,063 2,410

International taxes 1,133 1,194 1,515

Total currently payable 3,525 3,257 3,925

Deferred:
U.S. taxes (690) (4) 187

International taxes (146) 360 (623)

Total deferred (836) 356 (436)

Provision for taxes on income $2,689 3,613 3,489

A comparison of income tax expense at the U.S. statutory rate of
35% in 2011, 2010 and 2009, to the Company’s effective tax rate is
as follows:

(Dollars in Millions) 2011 2010 2009

U.S. $ 3,634 6,392 7,141

International 8,727 10,555 8,614

Earnings before taxes on income: $12,361 16,947 15,755

Tax rates:
U.S. statutory rate 35.0% 35.0 35.0

International operations excluding Ireland (14.0) (7.5) (6.7)

Ireland and Puerto Rico operations (1.8) (5.1) (5.1)

Research and orphan drug tax credits (0.8) (0.6) (0.6)

U.S. state and local 2.1 1.0 1.8

U.S. manufacturing deduction (0.8) (0.5) (0.4)

U.S. tax on international income (0.4) (0.6) (1.6)

All other (1) 2.5 (0.4) (0.3)

Effective tax rate 21.8% 21.3 22.1

(1) Includes U.S. expenses not fully tax deductible primarily related to litigation expense.

The Company has subsidiaries operating in Puerto Rico under various
tax incentive grants. The increase in the 2011 tax rate was primarily
due to certain U.S. expenses which are not fully tax deductible
and higher U.S. state taxes partially offset by increases in taxable
income in lower tax jurisdictions relative to higher tax jurisdictions.
The decrease in the 2010 tax rate as compared to 2009 was prima-
rily due to decreases in taxable income in higher tax jurisdictions
relative to taxable income in lower tax jurisdictions and certain
U.S. tax adjustments.
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Temporary differences and carryforwards for 2011 and 2010
were as follows:

2011 2010
Deferred Tax Deferred Tax

(Dollars in Millions) Asset Liability Asset Liability

Employee related obligations $ 3,028 2,211

Stock based compensation 1,358 1,225

Depreciation (865) (769)

Non-deductible intangibles (2,997) (2,725)

International R&D capitalized
for tax 1,509 1,461

Reserves & liabilities 1,527 948

Income reported for tax purposes 903 691

Net operating loss
carryforward international 1,183 1,134

Miscellaneous international 1,261 (422) 1,326 (106)

Miscellaneous U.S. 817 470

Total deferred income taxes $11,586 (4,284) 9,466 (3,600)

The difference between the net deferred tax on income per the
balance sheet and the net deferred tax above is included in taxes
on income on the balance sheet. The Company has wholly-owned
international subsidiaries that have cumulative net losses. The
Company believes that it is more likely than not that these sub-
sidiaries will realize future taxable income sufficient to utilize these
deferred tax assets.

The following table summarizes the activity related to
unrecognized tax benefits:

(Dollars in Millions) 2011 2010 2009

Beginning of year $2,307 2,403 1,978

Increases related to current year tax positions 402 465 555

Increases related to prior period tax positions 87 68 203

Decreases related to prior period tax positions (77) (431) (163)

Settlements (16) (186) (87)

Lapse of statute of limitations (4) (12) (83)

End of year $2,699 2,307 2,403

The unrecognized tax benefits of $2.7 billion at January 1, 2012, if
recognized, would affect the Company’s annual effective tax rate.
The Company conducts business and files tax returns in numerous
countries and currently has tax audits in progress with a number of
tax authorities. The U.S. Internal Revenue Service (IRS) has com-
pleted its audit for the tax years through 2005; however, there are a
limited number of issues remaining open for prior tax years going
back to 1999. In other major jurisdictions where the Company con-
ducts business, the years remain open generally back to the year
2003. The Company does not expect that the total amount of

unrecognized tax benefits will significantly change over the next
twelve months. The Company is not able to provide a reasonably
reliable estimate of the timing of any other future tax payments
relating to uncertain tax positions.

The Company classifies liabilities for unrecognized tax benefits
and related interest and penalties as long-term liabilities. Interest
expense and penalties related to unrecognized tax benefits are clas-
sified as income tax expense. The Company recognized after tax
interest of $47 million expense, $34 million income and $36 million
expense in 2011, 2010 and 2009, respectively. The total amount of
accrued interest was $350 million and $264 million in 2011 and
2010, respectively.

9. Employee Related Obligations
At the end of 2011 and 2010, employee related obligations recorded
on the Consolidated Balance Sheet were:

(Dollars in Millions) 2011 2010

Pension benefits $3,937 2,175

Postretirement benefits 2,843 2,359

Postemployment benefits 1,129 1,379

Deferred compensation 863 820

Total employee obligations 8,772 6,733

Less current benefits payable 419 646

Employee related obligations — non-current $8,353 6,087

Prepaid employee related obligations of $249 million and $615 mil-
lion for 2011 and 2010, respectively, are included in other assets on
the Consolidated Balance Sheet.

10. Pensions and Other Benefit Plans
The Company sponsors various retirement and pension plans,
including defined benefit, defined contribution and termination
indemnity plans, which cover most employees worldwide. The
Company also provides post-retirement benefits, primarily health
care, to all U.S. retired employees and their dependents.

Many international employees are covered by government-
sponsored programs and the cost to the Company is not significant.

Retirement plan benefits are primarily based on the employee’s
compensation during the last three to five years before retirement
and the number of years of service. International subsidiaries have
plans under which funds are deposited with trustees, annuities are
purchased under group contracts, or reserves are provided.

The Company does not fund retiree health care benefits in
advance and has the right to modify these plans in the future.

The Company uses the date of its consolidated financial
statements (January 1, 2012 and January 2, 2011, respectively) as
the measurement date for all U.S. and international retirement and
other benefit plans.
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The net periodic benefit cost attributable to U.S. retirement plans
was $414 million, $294 million and $286 million in 2011, 2010 and
2009, respectively.

Amounts expected to be recognized in net periodic benefit cost
in the coming year for the Company’s defined benefit retirement
plans and other post-retirement plans:

(Dollars in Millions)

Amortization of net transition obligation $ 1

Amortization of net actuarial losses 553

Amortization of prior service cost 4

Unrecognized gains and losses for the U.S. pension plans are amor-
tized over the average remaining future service for each plan. For
plans with no active employees, they are amortized over the average
life expectancy. The amortization of gains and losses for the other
U.S. benefit plans is determined by using a 10% corridor of the
greater of the market value of assets or the projected benefit obliga-
tion. Total unamortized gains and losses in excess of the corridor are
amortized over the average remaining future service.

Prior service costs/benefits for the U.S. pension plans are
amortized over the remaining future service of plan participants at
the time of the plan amendment. Prior service cost/benefit for the
other U.S. benefit plans is amortized over the average remaining
service to full eligibility age of plan participants at the time of the
plan amendment.

The Company’s discount rates are determined by considering cur-
rent yield curves representing high quality, long-term fixed income
instruments. The resulting discount rates are consistent with the
duration of plan liabilities.

The expected long-term rate of return on plan assets assump-
tion is determined using a building block approach, considering
historical averages and real returns of each asset class. In certain
countries, where historical returns are not meaningful, considera-
tion is given to local market expectations of long-term returns.

The following table displays the assumed health care cost trend
rates, for all individuals:

Health Care Plans 2011 2010

Health care cost trend rate assumed for next year 7.50% 7.50

Rate to which the cost trend rate is assumed
to decline (ultimate trend) 5.00% 5.00

Year the rate reaches the ultimate trend rate 2018 2018

A one-percentage-point change in assumed health care cost trend
rates would have the following effect:

One-Percentage- One-Percentage-
(Dollars in Millions) Point Increase Point Decrease

Health Care Plans

Total interest and service cost $ 42 $ (33)

Post-retirement benefit obligation 422 (337)

The weighted-average assumptions in the following table represent the rates used to develop the actuarial present value of projected
benefit obligation for the year listed and also the net periodic benefit cost for the following year.

Retirement Plans Other Benefit Plans____________________________________ ____________________________________
(Dollars in Millions) 2011 2010 2009 2011 2010 2009

U.S. Benefit Plans

Discount rate 5.22% 5.98 6.50 5.22% 5.98 6.50

Expected long-term rate of return on plan assets 9.00 9.00 9.00 9.00 9.00 9.00

Rate of increase in compensation levels 4.25 4.25 4.50 4.25 4.25 4.50

International Benefit Plans

Discount rate 4.94% 5.26 5.75 5.64% 6.32 6.75

Expected long-term rate of return on plan assets 7.87 8.00 8.00 — — —
Rate of increase in compensation levels 4.05 4.00 4.00 4.70 4.75 4.75

Net periodic benefit costs for the Company’s defined benefit retirement plans and other benefit plans for 2011, 2010 and 2009 include
the following components:

Retirement Plans Other Benefit Plans

(Dollars in Millions) 2011 2010 2009 2011 2010 2009

Service cost $ 638 550 511 $149 134 137

Interest cost 853 791 746 188 202 174

Expected return on plan assets (1,108) (1,005) (934) (1) (1) (1)

Amortization of prior service cost 9 10 13 (3) (4) (5)

Amortization of net transition asset 1 1 1 — — —
Recognized actuarial losses 388 236 155 45 48 55

Curtailments and settlements — 1 (11) — — (1)

Net periodic benefit cost $ 781 584 481 $378 379 359
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The following table sets forth information related to the benefit obligation and the fair value of plan assets at year-end 2011 and 2010 for the
Company’s defined benefit retirement plans and other post-retirement plans:

Retirement Plans Other Benefit Plans

(Dollars in Millions) 2011 2010 2011 2010

Change in Benefit Obligation
Projected benefit obligation — beginning of year $14,993 13,449 $ 3,572 3,590
Service cost 638 550 149 134
Interest cost 853 791 188 202
Plan participant contributions 54 42 — —
Amendments (24) — — —
Actuarial losses 1,698 815 213 115
Divestitures & acquisitions 14 — — —
Curtailments & settlements & restructuring (6) (10) — —
Benefits paid from plan (659) (627) (320) (476)
Effect of exchange rates (137) (17) (12) 7

Projected benefit obligation — end of year $17,424 14,993 $ 3,790 3,572

Change in Plan Assets
Plan assets at fair value — beginning of year $13,433 10,923 $ 14 16
Actual return on plan assets (102) 1,466 (1) 2
Company contributions 1,135 1,611 315 472
Plan participant contributions 54 42 — —
Settlements (2) (7) — —
Divestitures & acquisitions (2) — — —
Benefits paid from plan assets (659) (627) (320) (476)
Effect of exchange rates (121) 25 — —
Plan assets at fair value — end of year $13,736 13,433 $ 8 14

Funded status — end of year $ (3,688) (1,560) $(3,782) (3,558)

Amounts Recognized in the Company’s Balance Sheet consist of the following:
Non-current assets $ 249 615 $ — —
Current liabilities (59) (54) (346) (576)
Non-current liabilities (3,878) (2,121) (3,436) (2,982)

Total recognized in the consolidated balance sheet — end of year $ (3,688) (1,560) $(3,782) (3,558)

Amounts Recognized in Accumulated Other Comprehensive Income consist of the following:
Net actuarial loss $ 6,030 3,539 $ 1,218 1,017
Prior service cost (credit) 6 39 (18) (21)
Unrecognized net transition obligation 3 4 1 —
Total before tax effects $ 6,039 3,582 $ 1,201 996

Accumulated Benefit Obligations — end of year $15,452 13,134

Changes in Plan Assets and Benefit Obligations Recognized in Other Comprehensive Income
Net periodic benefit cost
Net actuarial loss 2,903 354 197 134
Amortization of net actuarial (loss) gain (388) (242) 8 (46)
Prior service cost (24) — — —
Amortization of prior service (cost) credit (9) (10) 3 4
Effect of exchange rates (25) 13 (3) 3

Total recognized in other comprehensive income, before tax $ 2,457 115 $ 205 95

Total recognized in net periodic benefit cost and other comprehensive income $ 3,238 699 $ 583 474

The Company plans to continue to fund its U.S. Qualified Plans to comply with the Pension Protection Act of 2006. International Plans are
funded in accordance with local regulations. Additional discretionary contributions are made when deemed appropriate to meet the long-
term obligations of the plans. For certain plans, funding is not a common practice, as funding provides no economic benefit. Consequently,
the Company has several pension plans that are not funded.

In 2011, the Company contributed $689 million and $446 million to its U.S. and international pension plans, respectively.

781 584 378 379
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The following table displays the funded status of the Company’s U.S. Qualified & Non-Qualified pension plans and international funded
and unfunded pension plans at January 1, 2012 and January 2, 2011, respectively:

U.S. Plans International Plans

Qualified Plans Non-Qualified Plans Funded Plans Unfunded Plans

(Dollars in Millions) 2011 2010 2011 2010 2011 2010 2011 2010

Plan assets $ 9,132 8,815 — — 4,604 4,618 — —
Projected benefit obligation 10,283 8,460 1,155 955 5,626 5,215 360 363

Accumulated benefit obligation 9,147 7,561 903 761 5,078 4,489 324 323

Over (Under) Funded Status

Projected benefit obligation (1,151) 355 (1,155) (955) (1,022) (597) (360) (363)

Accumulated benefit obligation $ (15) 1,254 (903) (761) (474) 129 (324) (323)

Plans with accumulated benefit obligations in excess of plan assets have an accumulated benefit obligation, projected benefit obligation
and plan assets of $13.8 billion, $15.4 billion and $11.7 billion, respectively at the end of 2011 and $2.4 billion, $2.8 billion and $0.8 billion,
respectively at the end of 2010.

The following table displays the projected future benefit payments from the Company’s retirement and other benefit plans:

(Dollars in Millions) 2012 2013 2014 2015 2016 2017-2021

Projected future benefit payments

Retirement plans $627 636 653 682 730 4,475

Other benefit plans — gross 365 277 216 218 218 1,112

Medicare rebates (11) — — — — —
Other benefit plans — net $354 277 216 218 218 1,112

The following table displays the projected future minimum contributions to the Company’s U.S. and international unfunded retirement
plans. These amounts do not include any discretionary contributions that the Company may elect to make in the future.

(Dollars in Millions) 2012 2013 2014 2015 2016 2017-2021

Projected future contributions

Unfunded U.S. retirement plans $39 41 44 47 51 329

Unfunded international retirement plans $22 21 20 22 26 126

Each pension plan is overseen by a local committee or board that is responsible for the overall administration and investment of the pension
plans. In determining investment policies, strategies and goals, each committee or board considers factors, including: local pension rules
and regulations; local tax regulations; availability of investment vehicles (separate accounts, commingled accounts, insurance funds, etc.);
funded status of the plans; ratio of actives to retirees; duration of liabilities; and other relevant factors including, diversification, liquidity of
local markets and liquidity of base currency. A majority of the Company’s pension funds are open to new entrants and are expected to be
on-going plans. Permitted investments are primarily liquid and/or listed, with little reliance on illiquid and non-traditional investments such
as hedge funds. An asset allocation of 75% equities and 25% fixed income is generally pursued unless local regulations and illiquidity
require otherwise.

The Company’s retirement plan asset allocation at the end of 2011 and 2010 and target allocations for 2012 are as follows:

Percent of Target
Plan Assets Allocation

2011 2010 2012

U.S. Retirement Plans

Equity securities 74% 79 75

Debt securities 26 21 25

Total plan assets 100% 100 100

International Retirement Plans

Equity securities 62% 65 64

Debt securities 38 35 36

Total plan assets 100% 100 100

The Company’s other benefit plans are unfunded except for U.S. life
insurance contract assets of $8 million and $14 million at January 1,
2012 and January 2, 2011, respectively.

The fair value of Johnson & Johnson Common Stock directly
held in plan assets was $476 million (3.5% of total plan assets) at
January 1, 2012 and $453 million (3.4% of total plan assets) at
January 2, 2011.
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DETERMINATION OF FAIR VALUE OF PLAN ASSETS
The Plan has an established and well-documented process for
determining fair values. Fair value is based upon quoted market
prices, where available. If listed prices or quotes are not available,
fair value is based upon models that primarily use, as inputs,
market-based or independently sourced market parameters, includ-
ing yield curves, interest rates, volatilities, equity or debt prices,
foreign exchange rates and credit curves.

While the Plan believes its valuation methods are appropriate
and consistent with other market participants, the use of different
methodologies or assumptions to determine the fair value of certain
financial instruments could result in a different estimate of fair value
at the reporting date.

VALUATION HIERARCHY
The authoritative literature establishes a three-level hierarchy to
prioritize the inputs used in measuring fair value. The levels within
the hierarchy are described in the table below with Level 1 having
the highest priority and Level 3 having the lowest.

A financial instrument’s categorization within the valuation
hierarchy is based upon the lowest level of input that is significant
to the fair value measurement.

Following is a description of the valuation methodologies used
for the investments measured at fair value.

• Short-term investments — Cash and quoted short-term instru-
ments are valued at the closing price or the amount held on deposit
by the custodian bank. Other investments are through investment
vehicles valued using the Net Asset Value (NAV) provided by the
administrator of the fund. The NAV is based on the value of the
underlying assets owned by the fund, minus its liabilities, and then
divided by the number of shares outstanding. The NAV is a quoted
price in a market that is not active and classified as Level 2.

• Government and agency securities — A limited number of these
investments are valued at the closing price reported on the major
market on which the individual securities are traded. Where quoted
prices are available in an active market, the investments are classi-
fied within Level 1 of the valuation hierarchy. If quoted market prices
are not available for the specific security, then fair values are esti-
mated by using pricing models, quoted prices of securities with

similar characteristics or discounted cash flows. When quoted
market prices for a security are not available in an active market,
they are classified as Level 2.

• Debt instruments — A limited number of these investments are
valued at the closing price reported on the major market on which
the individual securities are traded. Where quoted prices are avail-
able in an active market, the investments are classified as Level 1. If
quoted market prices are not available for the specific security, then
fair values are estimated by using pricing models, quoted prices of
securities with similar characteristics or discounted cash flows and
are classified as Level 2. Level 3 debt instruments are priced based
on unobservable inputs.

• Equity securities — Common stocks are valued at the closing
price reported on the major market on which the individual securi-
ties are traded. Substantially all common stock is classified within
Level 1 of the valuation hierarchy.

• Commingled funds — The investments are public investment
vehicles valued using the NAV provided by the fund administrator.
The NAV is based on the value of the underlying assets owned by
the fund, minus its liabilities, and then divided by the number of
shares outstanding. Assets in the Level 2 category have a quoted
market price in a market that is not active.

• Insurance contracts — The instruments are issued by insurance
companies. The fair value is based on negotiated value and the
underlying investments held in separate account portfolios as well
as considering the credit worthiness of the issuer. The underlying
investments are government, asset-backed and fixed income securi-
ties. In general, insurance contracts are classified as Level 3 as there
are no quoted prices nor other observable inputs for pricing.

• Other assets — Other assets are represented primarily by limited
partnerships and real estate investments, as well as commercial
loans and commercial mortgages that are not classified as corporate
debt. Other assets that are exchange listed and actively traded are
classified as Level 1, while inactively traded assets are classified as
Level 2. Most limited partnerships represent investments in private
equity and similar funds that are valued by the general partners.
These, as well as any other assets valued using unobservable inputs,
are classified as Level 3.

The following table sets forth the trust investments measured at fair value as of January 1, 2012 and January 2, 2011:

Quoted Prices Significant
in Active Other Significant

Markets for Observable Unobservable
Identical Assets Inputs Inputs

(Level 1) (Level 2) (Level 3) Total Assets

(Dollars in Millions) 2011 2010 2011 2010 2011 2010 2011 2010

Short-term investment funds $ 161 80 632 371 — — 793 451

Government and agency securities 59 69 1,528 1,484 — — 1,587 1,553

Debt instruments 1 5 1,106 1,149 9 13 1,116 1,167

Equity securities 6,682 6,744 2 14 16 24 6,700 6,782

Commingled funds 8 1 3,375 3,173 33 35 3,416 3,209

Insurance contracts — — — — 25 29 25 29

Other assets 1 10 33 150 65 82 99 242

Trust investments at fair value $6,912 6,909 6,676 6,341 148 183 13,736 13,433
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LEVEL 3 GAINS AND LOSSES
The table below sets forth a summary of changes in the fair value of the Plan’s Level 3 assets for the years ended January 1, 2012 and
January 2, 2011:

Debt Equity Commingled Insurance Other Total
(Dollars in Millions) Instruments Securities Funds Contracts Assets Level 3

Balance January 3, 2010 $ 5 15 26 32 82 160

Realized gains (losses) (1) — — (3) 1 (3)

Unrealized gains (losses) 1 4 4 — (3) 6

Purchases, sales, issuances and settlements, net 8 5 5 — 2 20

Balance January 2, 2011 13 24 35 29 82 183

Realized gains (losses) — 3 — 1 — 4

Unrealized gains (losses) 1 (2) (6) (2) (17) (26)

Purchases, sales, issuances and settlements, net (5) (9) 4 (3) — (13)

Balance January 1, 2012 $ 9 16 33 25 65 148

11. Savings Plan
The Company has voluntary 401(k) savings plans designed to
enhance the existing retirement programs covering eligible employ-
ees. The Company matches a percentage of each employee’s
contributions consistent with the provisions of the plan for which
he/she is eligible. Total Company matching contributions to the
plans were $157 million, $157 million and $163 million in 2011, 2010
and 2009, respectively.

12. Capital and Treasury Stock
Changes in treasury stock were:

(Amounts in Millions Except Treasury Treasury Stock

Stock Shares in Thousands) Shares Amount

Balance at December 28, 2008 350,665 $19,033

Employee compensation and stock option plans (22,257) (1,383)

Repurchase of common stock 37,114 2,130

Balance at January 3, 2010 365,522 19,780

Employee compensation and stock option plans (28,866) (1,794)

Repurchase of common stock 45,090 2,797

Balance at January 2, 2011 381,746 20,783

Employee compensation and stock option plans (26,007) (1,649)

Repurchase of common stock 39,741 2,525

Balance at January 1, 2012 395,480 $21,659

Aggregate shares of Common Stock issued were approximately
3,119,843,000 shares at the end of 2011, 2010 and 2009.

Cash dividends paid were $2.25 per share in 2011, compared
with dividends of $2.11 per share in 2010, and $1.93 per share
in 2009.

13. Accumulated Other Comprehensive Income
Components of other comprehensive income/(loss) consist of
the following:

Total
Gains/ Accumulated

Foreign Gains/ (Losses) on Other
Currency (Losses) on Employee Derivatives Comprehensive

(Dollars in Millions) Translation Securities Benefit Plans & Hedges Income/(Loss)

December 28, 2008 $(1,871) 25 (3,230) 121 (4,955)

2009 changes
Unrealized gain (loss) — (52) — 38

Net amount reclassed
to net earnings — (3) — (14)

Net 2009 changes 1,363 (55) 565 24 1,897

January 3, 2010 $ (508) (30) (2,665) 145 (3,058)

2010 changes
Unrealized gain (loss) — 99 — (333)

Net amount reclassed
to net earnings — (45) — 288

Net 2010 changes (461) 54 (21) (45) (473)

January 2, 2011 $ (969) 24 (2,686) 100 (3,531)

2011 changes
Unrealized gain (loss) — 565 — (500)

Net amount reclassed
to net earnings — (141) — 232

Net 2011 changes (557) 424 (1,700) (268) (2,101)

January 1, 2012 $(1,526) 448 (4,386) (168) (5,632)

The tax effect on the unrealized gains/(losses) on equity securities
was expense of $241 million in 2011, expense of $13 million in
2010 and income of $14 million in 2009. The tax effect related to
employee benefit plans was $915 million, $11 million and $302 mil-
lion in 2011, 2010 and 2009, respectively. The tax effect on the
gains/(losses) on derivatives and hedges was income of $90 million
in 2011 and expense of $54 million and $78 million in 2010 and
2009, respectively. See Note 6 for additional information relating
to derivatives and hedging.

The currency translation adjustments are not adjusted for
income taxes as they relate to permanent investments in
international subsidiaries.



54 J O H N S O N & J O H N S O N 2 0 1 1 A N N U A L R E P O R T

14. International Currency Translation
For translation of its subsidiaries operating in non-U.S. Dollar cur-
rencies, the Company has determined that the local currencies of its
international subsidiaries are the functional currencies except those
in highly inflationary economies, which are defined as those which
have had compound cumulative rates of inflation of 100% or more
during the past three years, or where a substantial portion of its
cash flows are not in the local currency.

In consolidating international subsidiaries, balance sheet cur-
rency effects are recorded as a component of accumulated other
comprehensive income. This equity account includes the results
of translating all balance sheet assets and liabilities at current
exchange rates, except for those located in highly inflationary
economies. The translation of balance sheet accounts for highly
inflationary economies are reflected in the operating results.

An analysis of the changes during 2011, 2010 and 2009 for
foreign currency translation adjustments is included in Note 13.

Net currency transaction gains and losses included in Other
(income) expense were losses of $10 million, $130 million and
$210 million in 2011, 2010 and 2009, respectively.

15. Earnings Per Share
The following is a reconciliation of basic net earnings per share to
diluted net earnings per share for the fiscal years ended January 1,
2012, January 2, 2011 and January 3, 2010:

(In Millions Except Per Share Data) 2011 2010 2009

Basic net earnings per share $ 3.54 4.85 4.45

Average shares
outstanding — basic 2,736.0 2,751.4 2,759.5

Potential shares exercisable
under stock option plans 158.3 156.1 118.0

Less: shares repurchased
under treasury stock method (122.6) (122.3) (92.0)

Convertible debt shares 3.6 3.6 3.6

Adjusted average shares
outstanding — diluted 2,775.3 2,788.8 2,789.1

Diluted net earnings per share $ 3.49 4.78 4.40

The diluted net earnings per share calculation includes the dilutive
effect of convertible debt that is offset by the related reduction
in interest expense of $4 million after-tax for years 2011, 2010
and 2009.

Diluted net earnings per share excludes 51 million, 66 million
and 121 million shares underlying stock options for 2011, 2010 and
2009, respectively, as the exercise price of these options was
greater than their average market value, which would result in an
anti-dilutive effect on diluted earnings per share.

16. Rental Expense and Lease Commitments
Rentals of space, vehicles, manufacturing equipment and office and
data processing equipment under operating leases were approxi-
mately $313 million, $299 million and $322 million in 2011, 2010 and
2009, respectively.

The approximate minimum rental payments required under
operating leases that have initial or remaining non-cancelable lease
terms in excess of one year at January 1, 2012 are:

(Dollars in Millions) After
2012 2013 2014 2015 2016 2016 Total

$188 162 131 104 82 65 732

Commitments under capital leases are not significant.

17. Common Stock, Stock Option Plans and Stock
Compensation Agreements
At January 1, 2012, the Company had 4 stock-based compensa-
tion plans. The shares outstanding are for contracts under the
Company’s 2000 Stock Option Plan, the 2005 Long-Term Incentive
Plan, the 1997 Non-Employee Director’s Plan and Scios, Inc. Stock
Option Plans. During 2011, no options or restricted shares were
granted under any of these plans except under the 2005 Long-Term
Incentive Plan.

The compensation cost that has been charged against income
for these plans was $621 million, $614 million and $628 million for
2011, 2010 and 2009, respectively. The total income tax benefit
recognized in the income statement for share-based compensation
costs was $207 million, $205 million and $210 million for 2011,
2010 and 2009, respectively. The total unrecognized compensation
cost was $562 million, $613 million and $612 million for 2011, 2010
and 2009, respectively. The weighted average period for this cost
to be recognized was 0.97 years, 1.05 years and 1.16 years for 2011,
2010, and 2009, respectively. Share-based compensation costs
capitalized as part of inventory were insignificant in all periods.

STOCK OPTIONS
Stock options expire 10 years from the date of grant and vest
over service periods that range from six months to four years.
All options are granted at the average of the high and low prices of
the Company’s Common Stock on the New York Stock Exchange
on the date of grant. Under the 2005 Long-Term Incentive Plan,
the Company may issue up to 260 million shares of common stock.
Shares available for future grants under the 2005 Long-Term
Incentive Plan were 104.9 million at the end of 2011.

The Company settles employee stock option exercises with
treasury shares. Treasury shares are replenished throughout the
year for the number of shares used to settle employee stock
option exercises.

The fair value of each option award was estimated on the date
of grant using the Black-Scholes option valuation model that uses
the assumptions noted in the following table. Expected volatility
represents a blended rate of 4-year daily historical average volatility
rate, and a 5-week average implied volatility rate based on at-the-
money traded Johnson & Johnson options with a life of 2 years.
Historical data is used to determine the expected life of the option.
The risk-free rate was based on the U.S. Treasury yield curve in
effect at the time of grant.

The average fair value of options granted was $7.47, $8.03 and
$8.35, in 2011, 2010, and 2009, respectively. The fair value was
estimated based on the weighted average assumptions of:

2011 2010 2009

Risk-free rate 2.41% 2.78% 2.71%

Expected volatility 18.2% 17.4% 19.5%

Expected life 6.0 yrs 6.0 yrs 6.0 yrs
Dividend yield 3.60% 3.30% 3.30%
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A summary of option activity under the Plan as of January 1, 2012,
January 2, 2011 and January 3, 2010 and changes during the years
ending on those dates is presented below:

Weighted Aggregate
Outstanding Average Intrinsic Value

(Shares in Thousands) Shares Exercise Price (Dollars in Millions)

Shares at December 28, 2008 215,499 $58.14 $ 597

Options granted 21,576 58.32

Options exercised (18,225) 50.97

Options canceled/forfeited (6,131) 61.85

Shares at January 3, 2010 212,719 58.66 1,310

Options granted 13,996 62.62

Options exercised (25,020) 51.84

Options canceled/forfeited (8,005) 62.36

Shares at January 2, 2011 193,690 59.68 648

Options granted 9,530 62.21

Options exercised (20,160) 56.65

Options canceled/forfeited (3,601) 62.38

Shares at January 1, 2012 179,459 $60.10 $1,004

The total intrinsic value of options exercised was $167 million,
$278 million and $184 million in 2011, 2010 and 2009, respectively.

The following table summarizes stock options outstanding and
exercisable at January 1, 2012:

(Shares in Thousands) Outstanding Exercisable

Average Average
Exercise Average Exercise Exercise
Price Range Options Life(1) Price Options Price

$27.57-$49.86 93 1.4 $46.53 93 $46.53

$50.52-$52.80 17,586 1.1 52.20 17,567 52.20

$53.00-$57.30 35,004 1.3 55.19 35,004 55.19

$57.44-$58.34 36,660 5.5 58.33 18,389 58.34

$58.42-$65.10 39,951 7.3 62.14 16,943 61.77

$65.62-$68.37 50,165 3.8 65.97 50,130 65.97

179,459 4.2 $60.10 138,126 $59.94

(1) Average contractual life remaining in years.

Stock options exercisable at January 2, 2011 and January 3, 2010
were 141,275 at an average price of $59.25 and an average life of
4.7 years and 148,349 at an average price of $57.26 and an average
life of 5.0 years, respectively.

RESTRICTED SHARE UNITS
The Company grants restricted share units with a vesting period of
three years. The Company settles employee stock issuances with
treasury shares. Treasury shares are replenished throughout the
year for the number of shares used for employee stock issuances.

A summary of share activity under the Plan as of January 1, 2012:

Outstanding
(Shares in Thousands) Shares

Shares at December 28, 2008 22,258

Granted 11,172

Issued (5,714)

Canceled/forfeited (1,392)

Shares at January 3, 2010 26,324

Granted 12,003

Issued (6,297)

Canceled/forfeited (2,296)

Shares at January 2, 2011 29,734

Granted 11,478

Issued (8,300)

Canceled/forfeited (1,886)

Shares at January 1, 2012 31,026

The average fair value of the restricted share units granted was
$55.90, $56.69 and $52.79 in 2011, 2010 and 2009, respectively,
using the fair market value at the date of grant. The fair value of
restricted share units was discounted for dividends, which are
not paid on the restricted share units during the vesting period.
The fair value of restricted share units settled was $458.9 million,
$375.0 million and $308.4 million in 2011, 2010 and 2009,
respectively.
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18. Segments of Business (1) and Geographic Areas
Sales to Customers(2)

(Dollars in Millions) 2011 2010 2009

Consumer —
United States $ 5,151 5,519 6,837

International 9,732 9,071 8,966

Total 14,883 14,590 15,803

Pharmaceutical —
United States 12,386 12,519 13,041

International 11,982 9,877 9,479

Total 24,368 22,396 22,520

Medical Devices and Diagnostics —
United States 11,371 11,412 11,011

International 14,408 13,189 12,563

Total 25,779 24,601 23,574

Worldwide total $65,030 61,587 61,897

Operating Profit Identifiable Assets

(Dollars in Millions) 2011(5) 2010(6) 2009(7) 2011 2010 2009

Consumer $ 2,096 2,342 2,475 $ 24,210 23,753 24,671

Pharmaceutical 6,406 7,086 6,413 23,747 19,961 21,460

Medical Devices and Diagnostics 5,263 8,272 7,694 23,609 23,277 22,853

Total 13,765 17,700 16,582 71,566 66,991 68,984

Less: Expense not allocated to segments (3) 1,404 753 827

General corporate (4) 42,078 35,917 25,698

Worldwide total $12,361 16,947 15,755 $113,644 102,908 94,682

Additions to Property, Depreciation and
Plant & Equipment Amortization

(Dollars in Millions) 2011 2010 2009 2011 2010 2009

Consumer $ 670 526 439 $ 631 532 513

Pharmaceutical 729 508 535 958 912 922

Medical Devices and Diagnostics 1,095 1,113 1,114 1,331 1,270 1,124

Segments total 2,494 2,147 2,088 2,920 2,714 2,559

General corporate 399 237 277 238 225 215

Worldwide total $2,893 2,384 2,365 $3,158 2,939 2,774

Sales to Customers(2) Long-Lived Assets(8)

(Dollars in Millions) 2011 2010 2009 2011 2010 2009

United States $28,908 29,450 30,889 $ 23,529 23,315 22,399

Europe 17,129 15,510 15,934 19,056 16,791 17,347

Western Hemisphere excluding U.S. 6,418 5,550 5,156 3,517 3,653 3,540

Asia-Pacific, Africa 12,575 11,077 9,918 2,163 2,089 1,868

Segments total 65,030 61,587 61,897 48,265 45,848 45,154

General corporate 750 715 790

Other non long-lived assets 64,629 56,345 48,738

Worldwide total $65,030 61,587 61,897 $113,644 102,908 94,682
(1) See Note 1 for a description of the segments in which the Company operates.
(2) Export sales are not significant. In 2011, 2010 and 2009, the Company did not have a customer that represented 10% of total revenues.
(3) Amounts not allocated to segments include interest (income) expense, non-controlling interests and general corporate (income) expense. Included in 2011, was a $0.5 billion expense for

the adjustment to the value of the currency option related to the planned acquisition of Synthes, Inc.
(4) General corporate includes cash and marketable securities.
(5) Includes $1,710 million of net litigation expense, comprised of $1,668 million and $42 million in the Pharmaceutical and Medical Devices and Diagnostics segments, respectively. Includes

$1,600 million of product liability expense, comprised of $73 million in the Pharmaceutical segment and $1,527 million in the Medical Devices and Diagnostics segment. Includes
$656 million of net restructuring expense, comprised of $676 million expense in the Medical Devices and Diagnostics segment and a gain of $20 million in the Pharmaceutical segment.
The Medical Devices and Diagnostics segment also includes $521 million expense for the cost associated with the DePuy ASR™ Hip recall program.

(6) Includes $966 million of net litigation gain, comprised of $333 million expense in the Pharmaceutical segment and a gain of $1,299 million in the Medical Devices and Diagnostics segment.
Includes $569 million of product liability expense, comprised of $114 million in the Pharmaceutical segment and $455 million in the Medical Devices and Diagnostics segment. The Medical
Devices and Diagnostics segment also includes $280 million expense for the cost associated with the DePuy ASR™ Hip recall program.

(7) Includes $1,186 million of restructuring expense, comprised of $369 million, $496 million, and $321 million for the Consumer, Pharmaceutical, and Medical Devices and Diagnostics
segments, respectively. Includes $386 million of fourth quarter net litigation gain, comprised of a $92 million expense in the Pharmaceutical segment and a gain of $478 million in the
Medical Devices and Diagnostics segment.

(8) Long-lived assets include property, plant and equipment, net for 2011, 2010 and 2009 of $14,739, $14,553 and $14,759, respectively, and intangible assets and goodwill, net for 2011, 2010
and 2009 of $34,276, $32,010 and $31,185, respectively.
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19. Selected Quarterly Financial Data (unaudited)
Selected unaudited quarterly financial data for the years 2011 and 2010 are summarized below:

2011 2010

First Second Third Fourth First Second Third Fourth
(Dollars in Millions Except Per Share Data) Quarter(1) Quarter(2) Quarter(3) Quarter(4) Quarter(5) Quarter(6) Quarter Quarter(7)

Segment sales to customers
Consumer $ 3,682 3,793 3,740 3,668 3,766 3,647 3,567 3,610

Pharmaceutical 6,059 6,233 5,982 6,094 5,638 5,553 5,495 5,710

6,432 6,571 6,283 6,493 6,227 6,130 5,920 6,324

Total sales $16,173 16,597 16,005 16,255 15,631 15,330 14,982 15,644

Gross profit 11,395 11,425 10,933 10,917 11,103 10,700 10,388 10,604

Earnings before provision for taxes on income 4,510 3,422 4,111 318 6,280 4,220 4,219 2,228

Net earnings 3,476 2,776 3,202 218 4,526 3,449 3,417 1,942

Basic net earnings per share $ 1.27 1.01 1.17 0.08 1.64 1.25 1.24 0.71

Diluted net earnings per share $ 1.25 1.00 1.15 0.08 1.62 1.23 1.23 0.70

(1) The first quarter of 2011 includes an after-tax charge of $271 million from litigation and product liability expenses, and DePuy ASR™ Hip recall costs.
(2) The second quarter of 2011 includes after-tax charges of $549 million for restructuring, $325 million from litigation, product liability expenses and DePuy ASR™ Hip recall costs, partially

offset by a $102 million after-tax gain associated with an adjustment to the value of the currency option related to the planned acquisition of Synthes, Inc.
(3) The third quarter of 2011 includes a $241 million after-tax charge associated with an adjustment to the value of the currency option and deal costs related to the planned acquisition of

Synthes, Inc.
(4) The fourth quarter of 2011 includes after-tax charges of $1,022 million from net litigation settlements, $1,217 million for product liability expenses, $336 million for the cost associated with

the DePuy ASR™ Hip recall program and $338 million associated with an adjustment to the value of the currency option and deal costs related to the planned acquisition of Synthes, Inc.
(5) The first quarter of 2010 includes $910 million after-tax of income from net litigation.
(6) The second quarter of 2010 includes $67 million after-tax of income from net litigation.
(7) The fourth quarter of 2010 includes an after-tax charge of $279 million from net litigation settlements, an after-tax charge of $404 million for product liability expense and an after-tax

charge of $239 million for the cost associated with the DePuy ASR™ Hip recall program.

20. Business Combinations and Divestitures
Certain businesses were acquired for $2,797 million in cash and
$228 million of liabilities assumed during 2011. These acquisitions
were accounted for by the purchase method and, accordingly,
results of operations have been included in the financial statements
from their respective dates of acquisition.

The 2011 acquisitions included: Crucell N.V., a global biophar-
maceutical company focused on the research and development,
production and marketing of vaccines and antibodies against infec-
tious disease worldwide; the over-the-counter (OTC) brands of
J. B. Chemicals & Pharmaceuticals Limited, including RINZA®, Russia’s
leading multi-symptom cough and cold brand, and DOKTOR MOM®,
Russia’s number two selling cough brand, as well as several other
brands; full ownership of the Johnson & Johnson-Merck Consumer
Pharmaceuticals Co. joint venture in the U.S. from Merck Sharp &
Dohme Corp; and SterilMed, Inc., a leader in the reprocessing and
re-manufacturing of medical devices in the U.S.

The excess of purchase price over the estimated fair value of
tangible assets acquired amounted to $2,657 million and has been
assigned to identifiable intangible assets, with any residual recorded
to goodwill. Of this amount, approximately $982 million has been
identified as the value of IPR&D associated with the acquisition of
Crucell N.V.

The IPR&D related to the acquisition of Crucell N.V. of $982 mil-
lion is associated with vaccines and antibodies that prevent and/or
treat infectious diseases. The value of the IPR&D was calculated
using cash flow projections discounted for the risk inherent in such
projects. Probability of success factors ranging from 14–81% were
used to reflect inherent clinical and regulatory risk. The discount rate
applied was 16%.

During the fiscal second quarter of 2011, the Company entered
into a definitive agreement to acquire Synthes, Inc. for approximately
$21.3 billion, approximately $19.3 billion net of cash acquired, subject
to the terms of the merger agreement and currency values at the time
of closing. Under the terms of the agreement, each share of Synthes

common stock, subject to certain conditions, would be exchanged
for approximately 35% in cash and 65% in Johnson & Johnson
common stock. Synthes, Inc. is a premier global developer and
manufacturer of orthopaedics devices. On December 15, 2011, a
special meeting of stockholders was held at the Synthes’ offices and
the Synthes shareholders approved the proposal to adopt the agree-
ment and plan of merger. The acquisition is expected to close in the
first half of 2012.

Certain businesses were acquired for $1,269 million in cash and
$52 million of liabilities assumed during 2010. These acquisitions
were accounted for by the purchase method and, accordingly,
results of operations have been included in the financial statements
from their respective dates of acquisition.

The 2010 acquisitions included: Acclarent, Inc., a privately held
medical technology company dedicated to designing, developing
and commercializing devices that address conditions affecting the
ear, nose and throat (ENT); RespiVert Ltd., a privately held drug
discovery company focused on developing small-molecule, inhaled
therapies for the treatment of pulmonary diseases; and Micrus
Endovascular Corporation, a global developer and manufacturer of
minimally invasive devices for hemorrhagic and ischemic stroke.

The excess of purchase price over the estimated fair value of
tangible assets acquired amounted to $1,185 million and has been
assigned to identifiable intangible assets, with any residual recorded
to goodwill. Of this amount, approximately $213 million has been
identified as the value of IPR&D associated with the acquisitions of
Acclarent, Inc., RespiVert Ltd. and Micrus Endovascular Corporation.

The IPR&D related to the acquisition of Acclarent, Inc. was
$75 million and is associated with novel, endoscopic, catheter-
based devices to meet the needs of ENT patients. The value of the
IPR&D was calculated using cash flow projections discounted for
the risk inherent in such projects. Probability of success factors
ranging from 50–53% were used to reflect inherent clinical and
regulatory risk. The discount rate applied was 16%.

Medical Devices and Diagnostics
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The IPR&D related to the acquisition of RespiVert Ltd., was
$100 million and is associated with narrow spectrum kinase
inhibitors with a unique profile of anti-inflammatory activities as
treatments for moderate to severe asthma, Chronic Obstructive
Pulmonary Disease (COPD) and Cystic Fibrosis (CF). The value of
the IPR&D was calculated using cash flow projections discounted
for the risk inherent in such projects. Probability of success factors
ranging from 10–12% were used to reflect inherent clinical and
regulatory risk. The discount rate applied was 17%.

The IPR&D related to the acquisition of Micrus Endovascular
Corporation was $38 million and is associated with ischemic and
flow diverter technologies. The value of the IPR&D was calculated
using cash flow projections discounted for the risk inherent in such
projects. Probability of success factors ranging from 50–75% were
used to reflect inherent clinical and regulatory risk. The discount
rate applied was 14%.

Certain businesses were acquired for $2,470 million in cash
and $875 million of liabilities assumed and non-controlling interests
during 2009. These acquisitions were accounted for by the pur-
chase method and, accordingly, results of operations have been
included in the financial statements from their respective dates
of acquisition.

The 2009 acquisitions included: Mentor Corporation, a leading
supplier of medical products for the global aesthetics market;
Cougar Biotechnology, Inc., a development stage biopharmaceutical
company with a specific focus on oncology; Finsbury Orthopaedics
Limited, a privately held UK-based manufacturer and global dis-
tributor of orthopaedic implants; Gloster Europe, a privately held
developer of innovative disinfection processes and technologies to
prevent healthcare-acquired infections and substantially all of the
assets and rights of Elan’s Alzheimer’s Immunotherapy Program
through a newly formed company, of which the Company owns
50.1% and Elan owns 49.9%.

The excess of purchase price over the estimated fair value of
tangible assets acquired amounted to $2,940 million and has been
assigned to identifiable intangible assets, with any residual recorded
to goodwill. Of this amount, approximately $1,737 million has been
identified as the value of IPR&D primarily associated with the acqui-
sitions of Cougar Biotechnology, Inc. and substantially all of the
assets and rights of Elan’s Alzheimer’s Immunotherapy Program.
Additionally, approximately $1,107 million has been identified as
the value of other intangible assets, including patents and technol-
ogy and customer relationships primarily associated with the
acquisition of Mentor Corporation.

The IPR&D related to the acquisition of Cougar Biotechnology,
Inc. was $971 million and is associated with abiraterone acetate, a
late stage, first-in-class compound for the treatment of prostate
cancer. The value of the IPR&D was calculated using cash flow pro-
jections discounted for the risk inherent in such projects. Probability
of success factors ranging from 60–85% were used to reflect
inherent clinical and regulatory risk. The discount rate applied
was 23.5%.

During 2009, the Company acquired substantially all of the
assets and rights of Elan’s Alzheimer’s Immunotherapy Program
through a newly formed company, Janssen Alzheimer Immunother-
apy (JAI), of which the Company owns 50.1% and Elan owns 49.9%.
In addition, the Company purchased approximately 107 million
newly issued American Depositary Receipts (ADRs) of Elan, repre-
senting 18.4% of Elan’s outstanding ordinary shares. As part of this
transaction, the Company paid $885 million to Elan and committed
to fund up to $250 million of Elan’s share of research and develop-
ment spending by JAI. Of this total consideration of $1,135 million,

$793 million represents the fair value of the 18.4% investment in
Elan based on Elan’s share price in an actively traded market as of
the date of this transaction. The IPR&D related to this transaction
was $679 million and is associated with bapineuzumab, a potential
first-in-class treatment that is being evaluated for slowing the pro-
gression of Alzheimer’s Disease. The value of the IPR&D was calcu-
lated using cash flow projections discounted for the risk inherent in
such projects. Probability of success factors ranging from 40–50%
were used to reflect inherent clinical and regulatory risk. The dis-
count rate applied was 26%. The non-controlling interest related to
this transaction was $590 million, which the Company has recorded
in other non-current liabilities.

Supplemental proforma information for 2011, 2010 and 2009 in
accordance with U.S. GAAP standards related to business combina-
tions, and goodwill and other intangible assets, is not provided, as
the impact of the aforementioned acquisitions did not have a mate-
rial effect on the Company’s results of operations, cash flows or
financial position.

During 2011, the Company divestitures included, the Animal
Health Business to Elanco, a Division of Eli Lilly, MONISTAT® in
Canada, the U.S. and its territories (including Puerto Rico), assets
of the Ortho Dermatologics division in the U.S. to subsidiaries of
Valeant Pharmaceuticals International, Inc. and the Surgical Instru-
ments Business of Codman & Shurtleff, Inc. In 2011, the gains on
the divestitures of businesses were $1.0 billion. During 2010, the
Company divestitures included the Breast Care Business of Ethicon
Endo-Surgery Inc. The gains on the divestitures were recognized in
Other (income) expense, net.

21. Legal Proceedings
Johnson & Johnson and certain of its subsidiaries are involved in
various lawsuits and claims regarding product liability, intellectual
property, commercial and other matters; governmental investiga-
tions; and other legal proceedings that arise from time to time in
the ordinary course of their business.

The Company records accruals for such contingencies when it
is probable that a liability will be incurred and the amount of the loss
can be reasonably estimated. As of January 1, 2012, the Company
has determined that the liabilities associated with certain litigation
matters are probable and can be reasonably estimated. The
Company has accrued for these matters and will continue to moni-
tor each related legal issue and adjust accruals for new information
and further developments in accordance with ASC 450-20-25. For
these and other litigation and regulatory matters currently disclosed
for which a loss is probable or reasonably possible, the Company is
unable to determine an estimate of the possible loss or range of
loss beyond the amounts already accrued. These matters can be
affected by various factors, including whether damages sought in
the proceedings are unsubstantiated or indeterminate; scientific and
legal discovery has not commenced or is not complete; proceedings
are in early stages; matters present legal uncertainties; there are
significant facts in dispute; or there are numerous parties involved.

In the Company’s opinion, based on its examination of these
matters, its experience to date and discussions with counsel, the
ultimate outcome of legal proceedings, net of liabilities accrued in the
Company’s balance sheet, is not expected to have a material adverse
effect on the Company’s financial position. However, the resolution
in any reporting period of one or more of these matters, either alone
or in the aggregate, may have a material adverse effect on the
Company’s results of operations, and cash flows for that period.
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PRODUCT LIABILITY
Certain of Johnson & Johnson’s subsidiaries are involved in numerous
product liability cases. The damages claimed are substantial, and
while these subsidiaries are confident of the adequacy of the warn-
ings and instructions for use that accompany the products at issue, it
is not feasible to predict the ultimate outcome of litigation. The
Company has established product liability accruals in compliance
with ASC 450-20 based on currently available information, which in
some cases may be limited. Changes to the accruals may be required
in the future as additional information becomes available.

Multiple products of Johnson & Johnson’s subsidiaries are sub-
ject to product liability claims and lawsuits in which claimants seek
substantial compensatory and, where available, punitive damages,
including LEVAQUIN®, the ASR™ XL Acetabular System and DePuy
ASR™ Hip Resurfacing System, the PINNACLE® Acetabular Cup
System, RISPERDAL®, pelvic meshes, the CYPHER® Stent and
DURAGESIC®/fentanyl patches. As of January 1, 2012, there were
approximately 3,800 claimants with pending lawsuits regarding
injuries allegedly due to LEVAQUIN®, 4,700 with respect to the
ASR™ XL Acetabular System and DePuy ASR™ Hip Resurfacing
System, 860 with respect to the PINNACLE® Acetabular Cup
System, 420 with respect to RISPERDAL®, 480 with respect to
pelvic meshes, 95 with respect to the CYPHER® Stent, and 60 with
respect to DURAGESIC®/fentanyl patches.

In August 2010, DePuy Orthopaedics, Inc. (DePuy) announced
a worldwide voluntary recall of its ASR™ XL Acetabular System and
DePuy ASR™ Hip Resurfacing System used in hip replacement sur-
gery. Claims for personal injury have been made against DePuy and
Johnson & Johnson, and the number of pending lawsuits continues
to increase. The Company continues to receive information with
respect to potential costs associated with this recall. In the fourth
quarter of 2011, the Company increased its accruals for the DePuy
ASR™ Hip recall program and related product liability after the
Company completed an analysis of new information, including the
number of expected claims, recently updated revision rates of the
recalled products and product liability expense per case. Changes
to these accruals may be required in the future as additional
information becomes available.

The Company believes that the ultimate resolution of these
matters based on historical and reasonably likely future trends is not
expected to have a material adverse effect on the Company’s finan-
cial position, annual results of operations and cash flows. The resolu-
tion in any interim reporting period could have a material impact on
the Company’s results of operations and cash flows for that period.

INTELLECTUAL PROPERTY
Certain of Johnson & Johnson’s subsidiaries are subject, from time
to time, to legal proceedings and claims related to patent, trademark
and other intellectual property matters arising out of their business.
The most significant of these matters are described below.

PATENT INFRINGEMENT
Certain of Johnson & Johnson’s subsidiaries are involved in lawsuits
challenging the coverage and/or validity of the patents on their
products. Although these subsidiaries believe that they have sub-
stantial defenses to these challenges with respect to all material
patents, there can be no assurance as to the outcome of these
matters, and a loss in any of these cases could potentially adversely
affect the ability of these subsidiaries to sell their products, or
require the payment of past damages and future royalties.

In October 2004, Tyco Healthcare Group, LP (Tyco) and U.S. Surgi-
cal Corporation filed a lawsuit against Ethicon Endo-Surgery, Inc.

(EES) in the United States District Court for the District of Connecti-
cut alleging that several features of EES’s HARMONIC® Scalpel
infringed four Tyco patents. In October 2007, on motions for sum-
mary judgment prior to the initial trial, a number of claims were
found invalid and a number were found infringed. However, no claim
was found both valid and infringed. Trial commenced in December
2007, and the court dismissed the case without prejudice on
grounds that Tyco did not own the patents in suit. The dismissal
without prejudice was affirmed on appeal. In January 2010, Tyco
filed another complaint in the United States District Court for the
District of Connecticut asserting infringement of three of the four
patents from the previous lawsuit and adding new products. Tyco
is seeking monetary damages and injunctive relief. This case is
scheduled to be tried in May 2012.

Starting in March 2006, Cordis Corporation (Cordis) filed
patent infringement lawsuits in the United States District Courts
for the Districts of New Jersey and Delaware, against Guidant
Corporation (Guidant), Abbott Laboratories, Inc. (Abbott), Boston
Scientific Corporation (Boston Scientific) and Medtronic Ave, Inc.
(Medtronic) alleging that the Xience V™ (Abbott), Promus™
(Boston Scientific) and Endeavor® (Medtronic) drug eluting stents
infringe several of Cordis’s Wright/Falotico patents. Cordis sought
monetary relief. In January 2010, in one of the cases against Boston
Scientific, the United States District Court for the District of
Delaware found the Wright/Falotico patents invalid for lack of writ-
ten description and/or lack of enablement. In June 2011, the Court of
Appeals for the Federal Circuit affirmed the ruling, and in September
2011, it denied Cordis’s motion for a re-hearing.

In October 2007, Bruce Saffran (Saffran) filed a patent infringe-
ment lawsuit against Johnson & Johnson and Cordis in the United
States District Court for the Eastern District of Texas alleging
infringement on U.S. Patent No. 5,653,760. In January 2011, a jury
returned a verdict finding that Cordis’s sales of its CYPHER® Stent
willfully infringed a patent issued to Saffran. The jury awarded
Saffran $482 million. In March 2011, the Court entered judgment
against Cordis in the amount of $593 million, representing the jury
verdict, plus $111 million in pre-judgment interest. The District
Court has denied Cordis’s motion to overturn the jury verdict and to
vacate the judgment. Cordis has appealed the judgment. Because
the Company believes that the potential for an unfavorable outcome
is not probable, it has not established an accrual with respect to
the case.

In November 2007, Roche Diagnostics Operations, Inc., et al.
(Roche) filed a patent infringement lawsuit against LifeScan, Inc.
(LifeScan) in the United States District Court for the District of
Delaware, accusing LifeScan’s entire OneTouch® line of blood
glucose monitoring systems of infringement of two patents related
to the use of microelectrode sensors. In September 2009, LifeScan
obtained a favorable ruling on claim construction that precluded a
finding of infringement. The Court entered judgment against Roche
in July 2010 and Roche appealed. The Court of Appeals reversed the
District Court’s ruling on claim construction and remanded the case
to the District Court for new findings on the issue. Roche is seeking
monetary damages and injunctive relief.

Starting in February 2008, Cordis filed patent infringement
lawsuits in the United States District Court for the District of New
Jersey against Guidant, Abbott, Boston Scientific and Medtronic
alleging that the Xience V™ (Abbott), Promus™ (Boston Scientific)
and Endeavor® (Medtronic) drug eluting stents infringe several of
Wyeth’s (now Pfizer Inc.) Morris patents, which have been licensed
to Cordis. Cordis sought monetary relief. In January 2012, the Dis-
trict Court granted the defendants’ motion to invalidate the Morris
patents for lack of enablement and failure to adequately describe

MEDICAL DEVICES AND DIAGNOSTICS
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the full scope of the invention. Cordis will appeal this decision to the
Court of Appeals for the Federal Circuit.

In June 2009, Rembrandt Vision Technologies, L.P. (Rembrandt)
filed a patent infringement lawsuit against Johnson & Johnson Vision
Care, Inc. (JJVC) in the United States District Court for the Eastern
District of Texas alleging that JJVC’s manufacture and sale of its
ACUVUE® ADVANCE® and ACUVUE® OASYS® Hydrogel Contact
Lenses infringe their U.S. Patent No. 5,712,327 (the Chang patent).
Rembrandt is seeking monetary relief. The case is scheduled for trial
in April 2012.

In November 2011, Howmedica Osteonics Corp. (Howmedica)
and Stryker Ireland Ltd. (Stryker) filed a patent infringement lawsuit
against DePuy Orthopaedics, Inc. (DePuy) in the United States District
Court for the District of New Jersey alleging infringement by DePuy’s
PINNACLE® Acetabular Cup System and DURALOC® Acetabular Cup
System of a patent relating to a dual-locking mechanism feature in an
acetabular cup system. Howmedica and Stryker are seeking monetary
damages and injunctive relief. No trial date has been set.

In April 2007, Centocor, Inc. (Centocor) (now Janssen Biotech, Inc.
(JBI)) filed a patent infringement lawsuit against Abbott Laborato-
ries, Inc. (Abbott) in the United States District Court for the Eastern
District of Texas alleging that Abbott’s Humira® anti-TNF alpha
product infringes Centocor’s U.S. Patent 7,070,775. In June 2009, a
jury returned a verdict finding the patent valid and infringed, and
awarded JBI damages of approximately $1.7 billion. In February 2011,
the Court of Appeals reversed the June 2009 decision and the
judgment of the District Court, and in February 2012, the United
States Supreme Court declined to review the decision.

In May 2009, Abbott Biotechnology Ltd. (Abbott) filed a
patent infringement lawsuit against Centocor (now JBI) in the
United States District Court for the District of Massachusetts
alleging that SIMPONI® infringes Abbott’s U.S. Patent Nos.
7,223,394 and 7,451,031 (the Salfeld patents). Abbott is seeking
monetary damages and injunctive relief. No trial date has been set.
The parties will participate in an arbitration in April 2012 on the
issue of JBI’s defense that Abbott is equitably stopped from
asserting the patents.

In August 2009, Abbott GmbH & Co. (Abbott GmbH) and
Abbott Bioresearch Center filed a patent infringement lawsuit
against Centocor (now JBI) in the United States District Court for
the District of Massachusetts alleging that STELARA® infringes two
United States patents assigned to Abbott GmbH. JBI filed a com-
plaint in the United States District Court for the District of Columbia
for a declaratory judgment of non-infringement and invalidity of
the Abbott GmbH patents, as well as a Complaint for Review of a
Patent Interference Decision that granted priority of invention on
one of the two asserted patents to Abbott GmbH. The cases have
been transferred from the District of Columbia to the District of
Massachusetts. No trial date has been set. Also in August 2009,
Abbott GmbH and Abbott Laboratories Limited brought a patent
infringement lawsuit in The Federal Court of Canada alleging that
STELARA® infringes Abbott GmbH’s Canadian patent. No trial date
has been set in the Canadian Case. In each of these cases, Abbott
is seeking monetary damages and injunctive relief.

In August 2009, Bayer HealthCare LLC (Bayer) filed a patent
infringement lawsuit against Centocor Ortho Biotech Inc. (now JBI)
in United States District Court for the District of Massachusetts
alleging that the manufacture and sale by JBI of SIMPONI® infringes
a Bayer patent relating to human anti-TNF antibodies. In January
2011, the court issued judgment dismissing Bayer’s infringement
claims. Bayer appealed this ruling. In addition, in November 2009,
Bayer filed a lawsuit under its European counterpart to these patents

in Germany and the Netherlands. The court in the Netherlands held
the Dutch patent invalid and entered judgment in favor of JBI’s Euro-
pean affiliate, Janssen Biologics B.V. Bayer appealed that judgment
in the Netherlands. In addition, in March 2010, Janssen-Cilag NV
filed a revocation action in the High Court in London seeking to
invalidate Bayer’s UK patent relating to human anti-TNF antibodies.
In May 2011, JBI settled all of these cases and received a paid-up,
royalty-free license to the family of patents in suit.

The following summarizes lawsuits pending against generic compa-
nies that filed Abbreviated New Drug Applications (ANDAs) seek-
ing to market generic forms of products sold by various subsidiaries
of Johnson & Johnson prior to expiration of the applicable patents
covering those products. These ANDAs typically include allegations
of non-infringement, invalidity and unenforceability of these
patents. In the event these subsidiaries are not successful in these
actions, or the statutory 30-month stays expire before the United
States District Court rulings are obtained, the third-party companies
involved will have the ability, upon approval of the United States
Food and Drug Administration (FDA), to introduce generic versions
of the products at issue, resulting in very substantial market share
and revenue losses for those products.

CONCERTA®

In January 2010, ALZA Corporation (ALZA) and Ortho-McNeil-
Janssen Pharmaceuticals, Inc. (OMJPI) (now Janssen Pharmaceuti-
cals, Inc. (JPI)) filed a patent infringement lawsuit in the United
States District Court for the District of Delaware against Kremers-
Urban, LLC and KUDCO Ireland, Ltd. (collectively, KUDCO) in
response to KUDCO’s ANDA seeking approval to market a generic
version of CONCERTA® before the expiration of two of ALZA and
JPI’s patents relating to CONCERTA®. KUDCO filed counterclaims
alleging non-infringement and invalidity. ALZA and JPI subsequently
removed one of the patents from the lawsuit. In September 2011, the
parties entered into a settlement agreement pursuant to which
KUDCO was granted a license to market its generic version of
CONCERTA® starting on July 1, 2012, assuming KUDCO obtains
FDA approval.

In November 2010, ALZA and OMJPI (now JPI) filed a patent
infringement lawsuit in the United States District Court for the
District of Delaware against Impax Laboratories, Inc. (Impax), Teva
Pharmaceuticals USA, Inc., and Teva Pharmaceutical Industries Ltd.
(collectively, Teva) in response to Impax and Teva’s filing of a major
amendment to its ANDA seeking approval to market a generic
version of CONCERTA® before the expiration of ALZA and JPI’s
patent relating to CONCERTA®. Impax and Teva filed counterclaims
alleging non-infringement and invalidity. In May 2011, ALZA and
JPI filed a second lawsuit against Teva in response to Teva’s filing
of a second major amendment to its ANDA seeking approval to
market additional dosage strengths of its generic CONCERTA®
product before the expiration of ALZA and JPI’s patent relating to
CONCERTA®. In each of the above cases, ALZA and JPI are seeking
an Order enjoining the defendants from marketing its generic
version of CONCERTA® prior to the expiration of ALZA and JPI’s
CONCERTA® patent.

ORTHO TRI-CYCLEN® LO

In October 2008, OMJPI (now JPI) and Johnson & Johnson Pharma-
ceutical Research & Development, L.L.C. (now Janssen Research &
Development, LLC (JRD)) filed a patent infringement lawsuit against
Watson Laboratories, Inc. and Watson Pharmaceuticals, Inc.
(collectively, Watson) in the United States District Court for the
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District of New Jersey in response to Watson’s ANDA seeking
approval to market a generic version of JPI’s product prior to the
expiration of JPI’s patent relating to ORTHO TRI-CYCLEN® LO (the
OTCLO patent). Watson filed a counterclaim alleging invalidity of
the patent. In addition, in January 2010, JPI filed a patent infringe-
ment lawsuit against Lupin Ltd. and Lupin Pharmaceuticals, Inc.
(collectively, Lupin) in the United States District Court for the
District of New Jersey in response to Lupin’s ANDA seeking
approval to market a generic version of ORTHO TRI-CYCLEN® LO
prior to the expiration of the OTCLO patent. Lupin filed a counter-
claim alleging invalidity of the patent. The Lupin and Watson cases
have been consolidated. In February 2012, JPI and Watson entered
into a settlement agreement. Pursuant to the settlement agreement,
the parties entered into a supply agreement whereby JPI will supply
to Watson a combinational oral contraceptive containing certain
specified compounds from December 31, 2015 (or earlier under
certain circumstances) through the expiration of the ‘815 patent on
December 6, 2019. In addition, in the event Watson does not wish to
exercise its rights under the supply agreement, JPI has granted Wat-
son a license to market Watson’s ANDA product from December 31,
2015 (or earlier under certain circumstances) through December 6,
2019. A trial date for the Lupin case has been set for March 2012.

In November 2010, OMJPI (now JPI) filed a patent infringe-
ment lawsuit against Mylan Inc. and Mylan Pharmaceuticals, Inc.
(collectively, Mylan), and Famy Care, Ltd. (Famy Care) in the United
States District Court for the District of New Jersey in response to
Famy Care’s ANDA seeking approval to market a generic version of
ORTHO TRI-CYCLEN® LO prior to the expiration of the OTCLO
patent. Mylan and Famy Care filed counterclaims alleging invalidity
of the patent.

In October 2011, JPI filed a patent infringement lawsuit against
Sun Pharma Global FZE and Sun Pharmaceutical Industries (collec-
tively, Sun) in the United States District Court for the District of
New Jersey in response to Sun’s ANDA seeking approval to market a
generic version of ORTHO TRI-CYCLEN® LO prior to the expiration
of the OTCLO patent.

In each of the above cases, JRD and/or JPI are seeking an
Order enjoining the defendants from marketing their generic
versions of ORTHO TRI-CYCLEN® LO before the expiration of the
OTCLO patent.

PREZISTA®

In November 2010, Tibotec, Inc. (now Tibotec, LLC) and Tibotec
Pharmaceuticals, Inc. (collectively, Tibotec) filed a patent infringe-
ment lawsuit against Lupin, Ltd., Lupin Pharmaceuticals, Inc.
(collectively, Lupin), Mylan, Inc. and Mylan Pharmaceuticals, Inc.
(collectively, Mylan) in the United States District Court for the Dis-
trict of New Jersey in response to Lupin’s and Mylan’s respective
ANDAs seeking approval to market generic versions of Tibotec’s
PREZISTA® product before the expiration of Tibotec’s patent relat-
ing to PREZISTA®. Lupin and Mylan each filed counterclaims alleging
non-infringement and invalidity. In July 2011, Tibotec filed another
patent infringement lawsuit against Lupin in the United States Dis-
trict Court for the District of New Jersey in response to Lupin’s sup-
plement to its ANDA to add new dosage strengths for its proposed
product. In August 2011, Tibotec and G.D. Searle & Company (G.D.
Searle) filed a patent infringement lawsuit against Lupin and Mylan
in response to their notice letters advising that their ANDAs are
seeking approval to market generic versions of Tibotec’s PREZISTA®
product before the expiration of two patents relating to PREZISTA®
that Tibotec exclusively licenses from G.D. Searle.

In March 2011, Tibotec and G.D. Searle filed a patent infringe-
ment lawsuit against Teva Pharmaceuticals USA, Inc. and Teva
Pharmaceuticals, Ltd. (collectively, Teva) in the United States
District Court for the District of New Jersey in response to Teva’s
ANDA seeking approval to market a generic version of PREZISTA®
before the expiration of certain patents relating to PREZISTA® that
Tibotec either owns or exclusively licenses from G.D. Searle.

In March 2011, Tibotec filed a patent infringement lawsuit
against Hetero Drugs, Ltd. Unit III and Hetero USA Inc. (collectively,
Hetero) in the United States District Court for the District of New
Jersey in response to Hetero’s ANDA seeking approval to market a
generic version of PREZISTA® before the expiration of certain
patents relating to PREZISTA® that Tibotec exclusively licenses from
G.D. Searle. In July 2011, upon agreement by the parties, the Court
entered a stay of the lawsuit pending a final decision in the lawsuit
against Teva with respect to the validity and/or enforceability of the
patents that Tibotec licenses from G.D. Searle, with Hetero agreeing
to be bound by such final decision.

In September 2011, the Court consolidated the above lawsuits,
as well as lawsuits brought by the United States Government
against each of the defendants for infringement of a United States
Government-owned patent relating to PREZISTA®, for purposes of
pre-trial discovery and trial, with the proviso that after discovery is
completed, any party can move to have the cases de-consolidated
for trial.

In each of the above lawsuits, Tibotec is seeking an Order
enjoining the defendants from marketing their generic versions of
PREZISTA® before the expiration of the relevant patents.

OTHER INTELLECTUAL PROPERTY MATTERS
In September 2009, Centocor Ortho Biotech Products, L.P. (now
Janssen Products, LP (JPLP)) intervened in an inventorship lawsuit
filed by the University of Kansas Center for Research, Inc. (KUCR)
against the United States of America (USA) in the United States
District Court for the District of Kansas. KUCR alleges that two
KUCR scientists should be added as inventors on two USA-owned
patents relating to VELCADE®. The USA licensed the patents (and
their foreign counterparts) to Millennium Pharmaceuticals, Inc.
(MPI), who in turn sublicensed the patents (and their foreign
counterparts) to JPLP for commercial marketing outside the United
States. In July 2010, the parties reached a settlement agreement to
resolve the disputes in this case and will submit the inventorship
issue to arbitration. The case has been stayed pending the arbitra-
tion. As a result of the settlement agreement, the outcome of
the arbitration regarding inventorship will determine whether pre-
specified payments will be made to KUCR, but will not affect JPLP’s
right to market VELCADE®. The arbitration took place in December
2011 and a decision is expected in April 2012.

In December 2009, the State of Israel filed a lawsuit in the Dis-
trict Court in Tel Aviv Jaffa against Omrix Biopharmaceuticals, Inc.
and various affiliates (Omrix). In the lawsuit, the State claims that
an employee of a government-owned hospital was the inventor on
several patents related to fibrin glue technology that the employee
developed while he was a government employee. The State claims
that he had no right to transfer any intellectual property to Omrix
because it belongs to the State. The State is seeking damages plus
royalties on QUIXIL™ and EVICEL™ products, or alternatively,
transfer of the patents to the State.
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In January 2011, Genentech, Inc. (Genentech) initiated an
arbitration against UCB Celltech (Celltech) seeking damages for
allegedly cooperating with Centocor (now JBI) to improperly
terminate a prior agreement in which JBI was sublicensed under
Genentech’s Cabilly patents. JBI has an indemnity agreement with
Celltech, and Celltech has asserted that JBI is liable for any damages
Celltech may be required to pay Genentech in that arbitration. Trial
is scheduled for June 2012.

GOVERNMENT PROCEEDINGS
Like other companies in the pharmaceutical and medical devices
and diagnostics industries, Johnson & Johnson and certain of its
subsidiaries are subject to extensive regulation by national, state
and local government agencies in the United States and other coun-
tries in which they operate. As a result, interaction with government
agencies is ongoing. The most significant litigation brought by, and
investigations conducted by, government agencies are listed below.
It is possible that criminal charges and substantial fines and/or civil
penalties or damages could result from government investigations
or litigation.

AVERAGE WHOLESALE PRICE (AWP) LITIGATION
Johnson & Johnson and several of its pharmaceutical subsidiaries
(the J&J AWP Defendants), along with numerous other pharmaceu-
tical companies, are defendants in a series of lawsuits in state and
federal courts involving allegations that the pricing and marketing
of certain pharmaceutical products amounted to fraudulent and
otherwise actionable conduct because, among other things, the
companies allegedly reported an inflated Average Wholesale Price
(AWP) for the drugs at issue. Payors alleged that they used those
AWPs in calculating provider reimbursement levels. Many of these
cases, both federal actions and state actions removed to federal
court, were consolidated for pre-trial purposes in a Multi-District
Litigation (MDL) in the United States District Court for the District
of Massachusetts.

The plaintiffs in these cases included three classes of private
persons or entities that paid for any portion of the purchase of the
drugs at issue based on AWP, and state government entities that
made Medicaid payments for the drugs at issue based on AWP. In
June 2007, after a trial on the merits, the MDL Court dismissed the
claims of two of the plaintiff classes against the J&J AWP Defen-
dants. In March 2011, the Court dismissed the claims of the third
class against the J&J AWP Defendants without prejudice.

AWP cases brought by various Attorneys General have pro-
ceeded to trial against other manufacturers. Several state cases
against certain of Johnson & Johnson’s subsidiaries have been set-
tled, including Kentucky, which had been set for trial in January
2012. Kansas is set for trial in March 2013, and other state cases are
likely to be set for trial. In addition, an AWP case against the J&J
AWP Defendants brought by the Commonwealth of Pennsylvania
was tried in Commonwealth Court in October and November 2010.
The Court found in the Commonwealth’s favor with regard to certain
of its claims under the Pennsylvania Unfair Trade Practices and Con-
sumer Protection Law (“UTPL”), entered an injunction, and awarded
$45 million in restitution and $6.5 million in civil penalties. The
Court found in the J&J AWP Defendants’ favor on the Common-
wealth’s claims of unjust enrichment, misrepresentation/fraud, civil
conspiracy, and on certain of the Commonwealth’s claims under the
UTPL. The J&J AWP Defendants have appealed the Commonwealth
Court’s UTPL ruling to the Pennsylvania Supreme Court. The
Company believes that the J&J AWP Defendants have strong argu-
ments supporting their appeal. Because the Company believes that
the potential for an unfavorable outcome is not probable, it has not
established an accrual with respect to the verdict.

RISPERDAL®
In January 2004, Janssen Pharmaceutica Inc. (Janssen) (now
Janssen Pharmaceuticals, Inc. (JPI)) received a subpoena from the
Office of the Inspector General of the United States Office of Per-
sonnel Management seeking documents concerning sales and mar-
keting of, any and all payments to physicians in connection with
sales and marketing of, and clinical trials for, RISPERDAL® from 1997
to 2002. Documents subsequent to 2002 have also been requested
by the Department of Justice. An additional subpoena seeking infor-
mation about marketing of, and adverse reactions to, RISPERDAL®
was received from the United States Attorney’s Office for the East-
ern District of Pennsylvania in November 2005. Numerous subpoe-
nas seeking testimony from various witnesses before a grand jury
were also received. JPI cooperated in responding to these requests
for documents and witnesses. The United States Department of
Justice and the United States Attorney’s Office for the Eastern Dis-
trict of Pennsylvania (the Government) are continuing to actively
pursue both criminal and civil actions. In February 2010, the Govern-
ment served Civil Investigative Demands seeking additional infor-
mation relating to sales and marketing of RISPERDAL® and sales
and marketing of INVEGA®. The focus of these matters is the
alleged promotion of RISPERDAL® and INVEGA® for off-label uses.
The Government has notified JPI that there are also pending qui tam
actions alleging off-label promotion of RISPERDAL®. The Govern-
ment informed JPI that it will intervene in these qui tam actions and
file a superseding complaint.

Discussions have been ongoing in an effort to resolve criminal
penalties under the Food Drug and Cosmetic Act related to the
promotion of RISPERDAL®. An agreement in principle on key issues
relevant to a disposition of criminal charges pursuant to a single
misdemeanor violation of the Food Drug and Cosmetic Act has been
reached, but certain issues remain open before a settlement can be
finalized. During 2011, the Company accrued amounts to cover the
financial component of the proposed criminal settlement.

In addition, discussions with state and federal government
representatives to resolve the separate civil claims related to the
marketing of RISPERDAL® and INVEGA®, including those under the
False Claims Act (the qui tam actions), are still ongoing. Although
it still remains unclear whether a settlement can be reached with
respect to the federal and state civil claims, there has been a sub-
stantial narrowing of the issues and potential liability, and in 2011, the
Company established an accrual to cover the estimated financial
component of the potential federal civil settlement. If a negotiated
resolution cannot be reached, civil litigation relating to the allegations
of off-label promotion of RISPERDAL® and/or INVEGA® is likely.

The Attorneys General of multiple states, including Alaska,
Arkansas, Louisiana, Massachusetts, Mississippi, Montana, New
Mexico, Pennsylvania, South Carolina, Texas and Utah, have pending
actions against Janssen (now JPI) seeking one or more of the follow-
ing remedies: reimbursement of Medicaid or other public funds for
RISPERDAL® prescriptions written for off-label use, compensation
for treating their citizens for alleged adverse reactions to
RISPERDAL®, civil fines or penalties, damages for “overpayments”
by the state and others, violations of state consumer fraud statutes,
punitive damages, or other relief relating to alleged unfair business
practices. Certain of these actions also seek injunctive relief relating
to the promotion of RISPERDAL®. In January 2012, JPI agreed to
settle a lawsuit filed by the Attorney General of Texas. Trial in the
lawsuit brought by the Attorney General of Arkansas is scheduled
to commence in March 2012; JPI has filed motions for summary
judgment in the Arkansas matter.

The Attorney General of West Virginia commenced suit in
2004 against Janssen (now JPI) based on claims of alleged con-
sumer fraud as to DURAGESIC®, as well as RISPERDAL®. JPI was
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found liable and damages were assessed at $4.5 million. JPI filed an
appeal, and in November 2010, the West Virginia Supreme Court
reversed the trial court’s decision. In December 2010, the Attorney
General of West Virginia dismissed the case as it related to
RISPERDAL® without any payment. Thereafter, JPI settled the case
insofar as it related to DURAGESIC®.

In 2004, the Attorney General of Louisiana filed a multi-count
Complaint against Janssen (now JPI). Johnson & Johnson was later
added as a defendant. The case was tried in October 2010. The
issue tried to the jury was whether Johnson & Johnson or JPI had
violated the State’s Medicaid Fraud Act (the Act) through misrepre-
sentations allegedly made in the mailing of a November 2003 Dear
Health Care Professional letter regarding RISPERDAL®. The jury
returned a verdict that JPI and Johnson & Johnson had violated the
Act and awarded $257.7 million in damages. The trial judge subse-
quently awarded the Attorney General counsel fees and expenses in
the amount of $73 million. Johnson & Johnson’s and JPI’s motion for
a new trial was denied. Johnson & Johnson and JPI have filed an
appeal and believe that they have strong arguments supporting the
appeal. The Company believes that the potential for an unfavorable
outcome is not probable, and therefore, the Company has not
established an accrual with respect to the verdict.

In 2007, the Office of General Counsel of the Commonwealth
of Pennsylvania filed a lawsuit against Janssen (now JPI) on a multi-
Count Complaint related to Janssen’s sale of RISPERDAL® to the
Commonwealth’s Medicaid program. The trial occurred in June
2010. The trial judge dismissed the case after the close of the
plaintiff’s evidence. The Commonwealth’s post-trial motions were
denied. The Commonwealth filed an appeal in April 2011. The oral
argument is scheduled to take place in May 2012.

In 2007, the Attorney General of South Carolina filed a lawsuit
against Johnson & Johnson and Janssen (now JPI) on several counts.
In March 2011, the matter was tried on liability only, at which time
the lawsuit was limited to claims of violation of the South Carolina
Unfair Trade Practice Act, including, among others, questions of
whether Johnson & Johnson or JPI engaged in unfair or deceptive
acts or practices in the conduct of any trade or commerce by
distributing the November 2003 Dear Health Care Professional
letter regarding RISPERDAL® or in their use of the product’s
FDA-approved label. The jury found in favor of Johnson & Johnson
and against JPI. In June 2011, the Court awarded civil penalties of
approximately $327.1 million. JPI has appealed this judgment. The
Company believes that JPI has strong arguments supporting an
appeal and that the potential for an unfavorable outcome is not
probable. Therefore, the Company has not established an accrual
with respect to the verdict.

The Attorneys General of approximately 40 other states have
indicated a potential interest in pursuing similar litigation against
JPI, and have obtained a tolling agreement staying the running of the
statute of limitations while they pursue a coordinated civil investi-
gation of JPI regarding potential consumer fraud actions in connec-
tion with the marketing of RISPERDAL®.

In 2011, the Company established an accrual with respect to
the above state matters.

In the Company’s opinion, the ultimate resolution of any of
the above RISPERDAL® matters is not expected to have a material
adverse effect on the Company’s financial position, although the
resolution in any reporting period could have a material impact on
the Company’s results of operations and cash flows for that period.

MCNEIL CONSUMER HEALTHCARE
Starting in June 2010, McNeil Consumer Healthcare Division of
McNEIL-PPC, Inc. (McNeil Consumer Healthcare) and certain affili-
ates, including Johnson & Johnson (the Companies), received grand
jury subpoenas from the United States Attorney’s Office for the East-
ern District of Pennsylvania requesting documents broadly relating to
recent recalls of various products of McNeil Consumer Healthcare,
and the FDA inspections of the Fort Washington, Pennsylvania and
Lancaster, Pennsylvania manufacturing facilities, as well as certain
documents relating to recent recalls of a small number of products
of other subsidiaries. In addition, in February 2011, the government
served McNEIL-PPC, Inc. (McNEIL-PPC) with a Civil Investigative
Demand seeking records relevant to its investigation to determine if
there was a violation of the Federal False Claims Act. The Companies
are cooperating with the United States Attorney’s Office in respond-
ing to these subpoenas.

The Companies have also received Civil Investigative Demands
from multiple State Attorneys General Offices broadly relating to
the McNeil recall issues. The Companies continue to cooperate with
these inquiries. In January 2011, the Oregon Attorney General filed a
civil complaint against Johnson & Johnson, McNEIL-PPC and
McNeil Healthcare LLC in state court alleging civil violations of the
Oregon Unlawful Trade Practices Act relating to an earlier recall of a
McNeil OTC product. After a removal to federal court, the case was
remanded back to state court in Oregon. The Companies filed a
motion to dismiss in February 2012.

In March 2011, the United States filed a complaint for injunctive
relief in the United States District Court for the Eastern District of
Pennsylvania against McNEIL-PPC and two of its employees, alleg-
ing that McNEIL-PPC is in violation of FDA regulations regarding the
manufacture of drugs at the facilities it operates in Lancaster, Penn-
sylvania, Fort Washington, Pennsylvania, and Las Piedras, Puerto
Rico. On the same day, the parties filed a consent decree of perma-
nent injunction resolving the claims set forth in the complaint. The
Court approved and entered the consent decree on March 16, 2011.

The consent decree, which is subject to ongoing enforcement
by the court, requires McNEIL-PPC to take enhanced measures to
remediate the three facilities. The Fort Washington facility, which
was voluntarily shut down in April 2010, will remain shut down until
a third-party consultant certifies that its operations will be in com-
pliance with applicable law, and the FDA concurs with the third-
party certification. The Lancaster and Las Piedras facilities may
continue to manufacture and distribute drugs, provided that a third
party reviews manufacturing records for selected batches of drugs
released from the facilities, and certifies that any deviations
reviewed do not adversely affect the quality of the selected batches.
McNEIL-PPC has submitted a workplan to the FDA for remediation
of the Lancaster and Las Piedras facilities; that plan is subject to
FDA approval. Third-party batch record review may cease if the FDA
has stated that the facilities appear to be in compliance with appli-
cable law. Each facility is subject to a five-year audit period by a
third party after the facility has been deemed by the FDA to be in
apparent compliance with applicable law.
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OMNICARE
In September 2005, Johnson & Johnson received a subpoena from
the United States Attorney’s Office for the District of Massachusetts,
seeking documents related to the sales and marketing of eight drugs
to Omnicare, Inc. (Omnicare), a manager of pharmaceutical bene-
fits for long-term care facilities. In April 2009, Johnson & Johnson
and certain of its pharmaceutical subsidiaries were served in two
civil qui tam cases asserting claims under the Federal False Claims
Act and related state law claims alleging that the defendants pro-
vided Omnicare with rebates and other alleged kickbacks, causing
Omnicare to file false claims with Medicaid and other government
programs. In January 2010, the government intervened in both of
these cases, naming Johnson & Johnson, Ortho-McNeil-Janssen
Pharmaceuticals, Inc. (now Janssen Pharmaceuticals, Inc. (JPI)),
and Johnson & Johnson Health Care Systems Inc. as defendants.
Subsequently, the Commonwealth of Massachusetts, Virginia, and
Kentucky, and the States of California and Indiana intervened in the
action. The defendants moved to dismiss the complaints, and in
February 2011, the United States District Court for the District of
Massachusetts dismissed one qui tam case entirely and dismissed
the other case in part, rejecting allegations that the defendants had
violated their obligation to report its “best price” to health care pro-
gram officials. The defendants subsequently moved the Court to
reconsider its decision not to dismiss the second case in its entirety,
which the Court denied in May 2011. The claims of the United States
and individual states remain pending.

In November 2005, a lawsuit was filed under seal by Scott
Bartz, a former employee, in the United States District Court for the
Eastern District of Pennsylvania against Johnson & Johnson and cer-
tain of its pharmaceutical subsidiaries (the J&J Defendants), along
with co-defendants McKesson Corporation (McKesson) and Omni-
care, Inc. The Bartz complaint raises many issues in common with
the Omnicare-related litigation discussed above already pending
before the United States District Court for the District of Massachu-
setts, such as best price and a number of kickback allegations. After
investigation, the United States declined to intervene. The case was
subsequently unsealed in January 2011. In February 2011, the plain-
tiff filed an amended complaint, which was placed under seal.
Thereafter, on the J&J Defendants’ motion, the case was transferred
to the United States District Court for the District of Massachusetts,
where it is currently pending. In April 2011, the amended complaint
was ordered unsealed and alleges a variety of causes of action under
the Federal False Claims Act and corresponding state and local
statutes, including that the J&J Defendants engaged in various
improper transactions that were allegedly designed to report false
prescription drug prices to the federal government in order to
reduce the J&J Defendants’ Medicaid rebate obligations. The com-
plaint further alleges that the J&J Defendants improperly retaliated
against the plaintiff for having raised these allegations internally.
Bartz seeks multiple forms of relief, including damages and rein-
statement to a position with the same seniority status.

The J&J Defendants subsequently moved to dismiss the com-
plaint in May 2011, and oral argument was held in August 2011. In
June 2011, Bartz filed a notice of intent to voluntarily dismiss
McKesson and Omnicare from the case and added McKesson
Specialty Pharmaceuticals, LLC, as a co-defendant. The parties are
awaiting a ruling on the motion to dismiss.

OTHER
In July 2005, Scios Inc. (Scios) received a subpoena from the United
States Attorney’s Office for the District of Massachusetts, seeking
documents related to the sales and marketing of NATRECOR®.
In August 2005, Scios was advised that the investigation would be
handled by the United States Attorney’s Office for the Northern
District of California in San Francisco. In February 2009, two qui tam
complaints were unsealed in the United States District Court for
the Northern District of California, alleging, among other things,
improper activities in the promotion of NATRECOR®. In June 2009,
the United States government intervened in one of the qui tam
actions, and filed a complaint against Scios and Johnson & Johnson
seeking relief under the Federal False Claims Act and asserting a
claim of unjust enrichment. The civil case is proceeding and discovery
is ongoing. In October 2011, the Court approved a settlement of the
criminal case in which Scios pled guilty to a single misdemeanor vio-
lation of the Food, Drug & Cosmetic Act and paid a fine of $85 million.

In February 2007, Johnson & Johnson voluntarily disclosed to
the United States Department of Justice (DOJ) and the United
States Securities & Exchange Commission (SEC) that subsidiaries
outside the United States are believed to have made improper pay-
ments in connection with the sale of medical devices in two small-
market countries, which payments may fall within the jurisdiction
of the Foreign Corrupt Practices Act (FCPA). In the course of
continuing dialogues with the agencies, other issues potentially
rising to the level of FCPA violations in additional markets were
brought to the attention of the agencies by Johnson & Johnson. In
addition, in February 2006, Johnson & Johnson received a subpoena
from the SEC requesting documents relating to the participation
by several of its subsidiaries in the United Nations Iraq Oil for Food
Program. In April 2011, Johnson & Johnson resolved the FCPA
and Oil for Food matters through settlements with the DOJ, SEC
and United Kingdom Serious Fraud Office. These settlements
required payments of approximately $78 million in financial penal-
ties. As part of the settlement with the DOJ, Johnson & Johnson
entered into a Deferred Prosecution Agreement that requires
Johnson & Johnson to complete a three-year term of enhanced
compliance practices.

In June 2008, Johnson & Johnson received a subpoena from
the United States Attorney’s Office for the District of Massachu-
setts relating to the marketing of biliary stents by Cordis Corpora-
tion (Cordis). Cordis is currently cooperating in responding to the
subpoena. In addition, in January 2010, a complaint was unsealed in
the United States District Court for the Northern District of Texas
seeking damages against Cordis for alleged violations of the Federal
False Claims Act and several similar state laws in connection with
the marketing of biliary stents. The United States Department of
Justice and several states have declined to intervene at this time. In
April 2011, the United States District Court for the Northern District
of Texas dismissed the complaint without prejudice.

In October 2011, the European Commission announced that
it opened an investigation concerning an agreement between
Janssen-Cilag B.V. and Sandoz B.V. relating to the supply of fentanyl
patches in The Netherlands. The investigation seeks to determine
whether the agreement infringes European competition law.

In recent years Johnson & Johnson has received numerous
requests from a variety of United States Congressional Committees
to produce information relevant to ongoing congressional inquiries.
It is Johnson & Johnson’s policy to cooperate with these inquiries by
producing the requested information.
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GENERAL LITIGATION
In September 2004, Plaintiffs in an employment discrimination liti-
gation initiated against Johnson & Johnson in 2001 in the United
States District Court for the District of New Jersey moved to certify
a class of all African American and Hispanic salaried employees of
Johnson & Johnson and its affiliates in the United States, who were
employed at any time from November 1997 to the present. Plaintiffs
sought monetary damages for the period 1997 through the present
(including punitive damages) and equitable relief. The Court denied
Plaintiffs’ class certification motion in December 2006 and their
motion for reconsideration in April 2007. Plaintiffs sought to appeal
these decisions, and in April 2008, the Court of Appeals ruled that
Plaintiffs’ appeal of the denial of class certification was untimely. In
July 2009, Plaintiffs filed a motion for certification of a modified
class, which Johnson & Johnson opposed. The District Court denied
Plaintiffs’ motion in July 2010, and the Court of Appeals denied
Plaintiffs’ request for leave to appeal the denial of certification of the
modified class. In May 2011, the case was dismissed with prejudice.

Starting in July 2006, five lawsuits were filed in United States
District Court for the District of New Jersey by various employers
and employee benefit plans and funds seeking to recover amounts
they paid for RISPERDAL® for plan participants. In general, Plaintiffs
allege that Johnson & Johnson and certain of its pharmaceutical
subsidiaries engaged in off-label marketing of RISPERDAL® in
violation of the federal and New Jersey RICO statutes. In addition,
Plaintiffs asserted various state law claims. All of the cases were
consolidated into one case seeking class action status, but shortly
thereafter, one action was voluntarily dismissed. In December
2008, the Court dismissed the actions of the four remaining plain-
tiffs. In April 2010, those plaintiffs filed a new consolidated class
action against Johnson & Johnson and Janssen, L.P. (now Janssen
Pharmaceuticals, Inc. (JPI)); and in March 2011, that action was dis-
missed. In April 2011, one of those plaintiffs filed a notice of appeal
with the United States Court of Appeals for the Third Circuit. That
appeal was dismissed in July 2011.

In April 2009, Ortho-Clinical Diagnostics, Inc. (OCD) received
a grand jury subpoena from the United States Department of
Justice, Antitrust Division, requesting documents and information
for the period beginning September 1, 2000 through the present,
pertaining to an investigation of alleged violations of the antitrust
laws in the blood reagents industry. OCD complied with the sub-
poena. In February 2011, OCD received a letter from the Antitrust
Division indicating that it had closed its investigation in November
2010. In June 2009, following the public announcement that OCD
had received a grand jury subpoena, multiple class action com-
plaints seeking damages for alleged price fixing were filed against
OCD. The various cases were consolidated for pre-trial purposes
in the United States District Court for the Eastern District of
Pennsylvania. Discovery is ongoing.

In May 2009, Centocor Ortho Biotech Inc. (now Janssen
Biotech, Inc. (JBI)) commenced an arbitration proceeding before
the American Arbitration Association against Schering-Plough Cor-
poration and its subsidiary Schering-Plough (Ireland) Company (col-
lectively, Schering-Plough). JBI and Schering-Plough are parties to a
series of agreements (Distribution Agreements) that grant Schering-
Plough the exclusive right to distribute the drugs REMICADE® and
SIMPONI® worldwide, except within the United States, Japan,
Taiwan, Indonesia, and the People’s Republic of China (including
Hong Kong). JBI distributes REMICADE® and SIMPONI®, the next
generation treatment, within the United States. In the arbitration,
JBI sought a declaration that the agreement and merger between

Merck & Co., Inc. (Merck) and Schering-Plough constituted a
change of control under the terms of the Distribution Agreements
that permitted JBI to terminate the Agreements. In April 2011,
Johnson & Johnson, JBI and Merck announced an agreement to
amend the Distribution Agreements. This agreement concluded
the arbitration proceeding.

Pursuant to the terms of the amended Distribution Agree-
ments, on July 1, 2011, Merck’s subsidiary, Schering-Plough (Ireland)
relinquished exclusive marketing rights for REMICADE® and
SIMPONI® to Johnson & Johnson’s Janssen pharmaceutical compa-
nies in territories including Canada, Central and South America, the
Middle East, Africa and Asia Pacific (relinquished territories). Merck
retained exclusive marketing rights throughout Europe, Russia and
Turkey (retained territories). The retained territories represent
approximately 70 percent of Merck’s 2010 revenue of approxi-
mately $2.8 billion from REMICADE® and SIMPONI®, while the
relinquished territories represent approximately 30 percent. In
addition, as of July 1, 2011, all profit derived from Merck’s exclusive
distribution of the two products in the retained territories is being
equally divided between Merck and JBI. Under the prior terms of the
Distribution Agreements, the contribution income (profit) split,
which was at 58 percent to Merck and 42 percent to JBI, would have
declined for Merck and increased for JBI each year until 2014, when
it would have been equally divided. JBI also received a one-time
payment of $500 million in April 2011, which is being amortized
over the period of the agreement.

In April 2010, a putative class action lawsuit was filed in the
United States District Court for the Northern District of California
by representatives of nursing home residents or their estates
against Johnson & Johnson, Omnicare, Inc. (Omnicare), and other
unidentified companies or individuals. In February 2011, Plaintiffs
filed a second amended complaint asserting that certain rebate
agreements between Johnson & Johnson and Omnicare increased
the amount of money spent on pharmaceuticals by the nursing
home residents and violated the Sherman Act and the California
Business & Professions Code. The second amended complaint also
asserted a claim of unjust enrichment. Plaintiffs sought multiple
forms of monetary and injunctive relief. Johnson & Johnson moved
to dismiss the second amended complaint in March 2011. The Court
granted the motion in its entirety in August 2011, dismissing all
claims asserted by Plaintiffs. In October 2011, the Court dismissed
the action with prejudice. The plaintiffs filed a notice of appeal in
November 2011. The appeal is pending before the United States
Court of Appeals for the Ninth Circuit.

Starting in April 2010, a number of shareholder derivative law-
suits were filed in the United States District Court for the District of
New Jersey against certain current and former directors and officers
of Johnson & Johnson. Johnson & Johnson is named as a nominal
defendant. These actions were consolidated in August 2010 into one
lawsuit: In re Johnson & Johnson Derivative Litigation. An amended con-
solidated complaint was filed in December 2010. Additionally, in
September 2010, another shareholder derivative lawsuit was filed
in New Jersey Superior Court against certain current and former
directors and officers of Johnson & Johnson. Johnson & Johnson is
named as a nominal defendant in this action as well. The parties to
this action have stipulated that it shall be stayed until the In re
Johnson & Johnson Derivative Litigation is completely resolved.



These shareholder derivative actions are similar in their claims
and collectively they assert a variety of alleged breaches of fiduciary
duties, including, among other things, that the defendants allegedly
engaged in, approved of, or failed to remedy or prevent defective
medical devices, improper pharmaceutical rebates, improper off-
label marketing of pharmaceutical and medical device products,
violations of current good manufacturing practice regulations that
resulted in product recalls, and that they failed to disclose the afore-
mentioned alleged misconduct in the Company’s filings under the
Securities Exchange Act of 1934. Each complaint seeks a variety of
relief, including monetary damages and corporate governance
reforms. Johnson & Johnson moved to dismiss these actions on the
grounds, inter alia, that the plaintiffs failed to make a demand upon
the Board of Directors. In September 2011, In re Johnson & Johnson
Derivative Litigation was dismissed without prejudice and with leave
to file an amended complaint.

Johnson & Johnson filed a report in the In re Johnson & Johnson
Derivative Litigation matter in July 2011, prepared by a Special Com-
mittee of the Board of Directors, which investigated the allegations
contained in the derivative actions and in a number of shareholder
demand letters that the Board received in 2010 raising similar
issues. The Special Committee was assisted in its investigation by
independent counsel. The Special Committee’s report recom-
mended: i) that Johnson & Johnson reject the shareholder demands
and take whatever steps are necessary or appropriate to secure dis-
missal of the derivative litigation and ii) that the Board of Directors
create a new Regulatory and Compliance Committee charged with
responsibility for monitoring and oversight of the Company’s Health
Care Compliance and Quality & Compliance systems and issues.
Johnson & Johnson’s Board of Directors unanimously adopted the
Special Committee’s recommendations. In August 2011, two share-
holders who had submitted shareholder demand letters in 2010
filed shareholder derivative lawsuits in the United States District
Court for the District of New Jersey naming various current and
former officers and directors as defendants and challenging the
Board’s rejection of their demands. In November 2011, the Court
consolidated these two cases. Johnson & Johnson has secured an
extension of time to respond to the complaint, and will, if necessary,
move to terminate these lawsuits on the basis of the Board’s
decision to adopt the Special Committee’s recommendations.

Two additional shareholder derivative lawsuits were filed in
May 2011 in the United States District Court for the District of New
Jersey, and two other shareholder derivative lawsuits were filed in
New Jersey Superior Court in May 2011 and August 2011, all
naming Johnson & Johnson’s current directors as defendants and
Johnson & Johnson as the nominal defendant. The complaints allege
breaches of fiduciary duties related to the Company’s compliance
with the Foreign Corrupt Practices Act and participation in the
United Nations Iraq Oil For Food Program, that the Company has
suffered damages as a result of those alleged breaches, and that the
defendants failed to disclose the alleged misconduct in the
Company’s filings under the Securities Exchange Act of 1934. Plain-
tiffs seek monetary damages, and one plaintiff also seeks corporate
governance reforms. The federal lawsuits were consolidated in July
2011, and an amended consolidated complaint was filed in August
2011. In October 2011, Johnson & Johnson moved to dismiss the
consolidated federal lawsuit on the grounds that the plaintiffs failed
to make a demand upon the Board of Directors. The state lawsuits
were consolidated in November 2011 and a consolidated complaint

was filed in December 2011. In January 2012, Johnson & Johnson
moved to dismiss or stay the state lawsuits pending resolution of
the federal lawsuit. In addition, Johnson & Johnson intends to
move to dismiss or stay the state lawsuits on the grounds that the
plaintiffs failed to make a demand on the Board of Directors.

In September 2011, two additional shareholder derivative law-
suits were filed in the United States District Court for the District of
New Jersey naming Johnson & Johnson’s current directors and one
former director as defendants and Johnson & Johnson as the nominal
defendant. These lawsuits allege that the defendants breached their
fiduciary duties in their decisions with respect to the compensation
of the Chief Executive Officer during the period from 2008 through
the present, and that the defendants made misleading statements in
Johnson & Johnson’s annual proxy statements. One of these lawsuits
has been voluntarily dismissed. An amended complaint has been
filed in the other. In December 2011, Johnson & Johnson moved to
dismiss the remaining lawsuit on the grounds that the plaintiff failed
to make a demand upon the Board of Directors.

Starting in May 2010, multiple complaints seeking class action
certification related to the McNeil recalls have been filed against
McNeil Consumer Healthcare and certain affiliates, including
Johnson & Johnson, in the United States District Court for the East-
ern District of Pennsylvania, the Northern District of Illinois, the
Central District of California, the Southern District of Ohio and the
Eastern District of Missouri. These consumer complaints allege gen-
erally that purchasers of various McNeil medicines are owed mone-
tary damages and penalties because they paid premium prices for
defective medications rather than less expensive alternative medica-
tions. All but one complaint seeks certification of a nation-wide class
of purchasers of these medicines, whereas one complaint, the Har-
vey case, seeks certification of a class of MOTRIN® IB purchasers
in Missouri. In October 2010, the Judicial Panel on Multidistrict
Litigation (JPML) consolidated all of the consumer complaints,
except for the Harvey case, which was consolidated in March 2011,
for pretrial proceedings in the United States District Court for the
Eastern District of Pennsylvania. In January 2011, the plaintiffs in
all of the cases except the Harvey case filed a “Consolidated
Amended Civil Consumer Class Action Complaint” (CAC) naming
additional parties and claims. In July 2011, the Court granted
Johnson & Johnson’s motion to dismiss the CAC without prejudice,
but permitted the plaintiffs to file an amended complaint within thirty
days of the dismissal order. In August 2011, the plaintiffs filed a
Second Amended Civil Consumer Class Action Complaint (SAC).
Johnson & Johnson moved to dismiss the SAC in September 2011.
This second motion to dismiss is pending.

Separately, in September 2011, Johnson & Johnson,
Johnson & Johnson Inc. and McNeil Consumer Healthcare Division
of Johnson & Johnson Inc. received a Notice of Civil Claim filed in
the Supreme Court of British Columbia, Canada (the Canadian Civil
Claim). The Canadian Civil Claim is a putative class action brought
on behalf of persons who reside in British Columbia and who pur-
chased various McNeil children’s over-the-counter medicines
during the period between September 20, 2001 and the present.
The Canadian Civil Claim alleges that the defendants violated the
Canadian Business Practices and Consumer Protection Act, and
other Canadian statutes and common laws, by selling medicines
that did not comply with Canadian Good Manufacturing Practices.
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In September 2010, a shareholder, Ronald Monk, filed a lawsuit
in the United States District Court for the District of New Jersey
seeking class certification and alleging that Johnson & Johnson and
certain individuals, including executive officers and employees of
Johnson & Johnson, failed to disclose that a number of manufactur-
ing facilities were failing to maintain current good manufacturing
practices, and that as a result, the price of Johnson & Johnson’s
stock has declined significantly. Plaintiff seeks to pursue remedies
under the Securities Exchange Act of 1934 to recover his alleged
economic losses. In December 2011, Johnson & Johnson’s motion to
dismiss was granted in part and denied in part. Plaintiff has moved
the Court to reconsider part of the December 2011 ruling. Defen-
dants filed answers to the remaining claims of the Amended
Complaint in February 2012.

In April 2011, OMJ Pharmaceuticals, Inc. (OMJ PR) filed a
lawsuit against the United States in United States District Court for
the District of Puerto Rico alleging overpayment of federal income
taxes for the tax years ended November 30, 1999 and November 30,
2000. OMJ PR alleges that the Internal Revenue Service erro-
neously calculated OMJ PR’s tax credits under Section 936 of the
Tax Code. Discovery is ongoing.

In August 2011, an arbitration panel ruled that Mitsubishi
Tanabe Pharma Corporation (Tanabe), Janssen Biotech, Inc.’s (JBI’s)
distributor of REMICADE® in Japan, could seek to modify the propor-
tion of net sales revenue that Tanabe must remit to JBI in exchange
for distribution rights and commercial supply of REMICADE® (the
Supply Price). Tanabe commenced the arbitration against Centocor
Ortho Biotech, Inc. (now JBI) in 2009 pursuant to the parties’
distribution agreement, which grants Tanabe the right to distribute
REMICADE® in Japan and certain other parts of Asia. JBI has coun-
terclaimed for an increase in the Supply Price. A hearing was held in
November 2011 to determine the appropriate split of revenue and a
decision is anticipated in the second half of 2012.

Johnson & Johnson or its subsidiaries are also parties to a num-
ber of proceedings brought under the Comprehensive Environmen-
tal Response, Compensation, and Liability Act, commonly known as
Superfund, and comparable state, local or foreign laws in which the
primary relief sought is the cost of past and/or future remediation.

22. Restructuring
In the fiscal second quarter of 2011, Cordis Corporation, a subsidiary
of Johnson & Johnson, announced the discontinuation of its clinical
development program for the NEVO™ Sirolimus-Eluting Coronary
Stent and cessation of the manufacture and marketing of CYPHER®
and CYPHER SELECT® Plus Sirolimus-Eluting Coronary Stents by
the end of 2011. The Company will focus on other cardiovascular
therapies where significant patient needs exist.

As a result of the above mentioned restructuring plan
announced by Cordis Corporation, the Company recorded
$676 million in related pre-tax charges, of which approximately
$164 million of the pre-tax restructuring charges require cash pay-
ments. The $676 million of restructuring charges consists of asset
write-offs of $512 million and $164 million related to leasehold and
contract obligations and other expenses. The $512 million of asset
write-offs relate to property, plant and equipment of $265 million,
intangible assets of $160 million and inventory of $87 million
(recorded in cost of products sold). The Cordis restructuring
program has been substantially completed.

The Company recorded an accrual for restructuring in the
fourth quarter of 2009, which was substantially completed in 2011.

For additional information on the restructuring as it relates to
the segments, see Note 18.
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To the Shareholders and Board of Directors of Johnson & Johnson:

In our opinion, the accompanying consolidated balance sheets and
the related consolidated statements of earnings, statements of
equity, and statements of cash flows present fairly, in all material
respects, the financial position of Johnson & Johnson and its sub-
sidiaries (“the Company”) at January 1, 2012 and January 2, 2011,
and the results of their operations and their cash flows for each of
the three years in the period ended January 1, 2012 in conformity
with accounting principles generally accepted in the United States
of America. Also in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting
as of January 1, 2012, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Spon-
soring Organizations of the Treadway Commission (COSO). The
Company’s management is responsible for these financial state-
ments, for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal
control over financial reporting, included in the accompanying
“Management’s Report on Internal Control over Financial Report-
ing.” Our responsibility is to express opinions on these financial
statements and on the Company’s internal control over financial
reporting based on our integrated audits. We conducted our audits
in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we
plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement
and whether effective internal control over financial reporting was
maintained in all material respects. Our audits of the financial state-
ments included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presen-
tation. Our audit of internal control over financial reporting included
obtaining an understanding of internal control over financial report-
ing, assessing the risk that a material weakness exists, and testing

and evaluating the design and operating effectiveness of internal
control based on the assessed risk. Our audits also included per-
forming such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable
basis for our opinions.

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

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

New York, New York
February 23, 2012
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Under Section 404 of the Sarbanes-Oxley Act of 2002, manage-
ment is required to assess the effectiveness of the Company’s inter-
nal control over financial reporting as of the end of each fiscal year
and report, based on that assessment, whether the Company’s
internal control over financial reporting is effective.

Management of the Company is responsible for establishing
and maintaining adequate internal control over financial reporting.
The Company’s internal control over financial reporting is designed
to provide reasonable assurance as to the reliability of the Company’s
financial reporting and the preparation of external financial state-
ments in accordance with generally accepted accounting principles.

Internal controls over financial reporting, no matter how well
designed, have inherent limitations. Therefore, internal control over
financial reporting determined to be effective can provide only
reasonable assurance with respect to financial statement prepara-
tion and may not prevent or detect all misstatements. Moreover,
projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

The Company’s management has assessed the effectiveness of
the Company’s internal control over financial reporting as of January
1, 2012. In making this assessment, the Company used the criteria

established by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) in “Internal Control-Integrated
Framework.” These criteria are in the areas of control environment,
risk assessment, control activities, information and communication,
and monitoring. The Company’s assessment included extensive
documenting, evaluating and testing the design and operating
effectiveness of its internal controls over financial reporting.

Based on the Company’s processes and assessment, as
described above, management has concluded that, as of January 1,
2012, the Company’s internal control over financial reporting
was effective.

The effectiveness of the Company’s internal control over
financial reporting as of January 1, 2012 has been audited by
PricewaterhouseCoopers LLP, an independent registered public
accounting firm, as stated in their report, which appears herein.

William C. Weldon Dominic J. Caruso
Chairman, Board of Directors, Vice President, Finance,
and Chief Executive Officer and Chief Financial Officer
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Summary of Operations and Statistical Data 2001-2011

(Dollars in Millions Except Per Share Figures) 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001

Sales to customers — U.S. $ 28,908 29,450 30,889 32,309 32,444 29,775 28,377 27,770 25,274 22,455 19,825
Sales to customers — International 36,122 32,137 31,008 31,438 28,651 23,549 22,137 19,578 16,588 13,843 12,492

Total sales 65,030 61,587 61,897 63,747 61,095 53,324 50,514 47,348 41,862 36,298 32,317

Cost of products sold 20,360 18,792 18,447 18,511 17,751 15,057 14,010 13,474 12,231 10,498 9,622
Selling, marketing and administrative expenses 20,969 19,424 19,801 21,490 20,451 17,433 17,211 16,174 14,463 12,520 11,510
Research and development expense 7,548 6,844 6,986 7,577 7,680 7,125 6,462 5,344 4,834 4,094 3,704
Purchased in-process research and development — — — 181 807 559 362 18 918 189 105
Interest income (91) (107) (90) (361) (452) (829) (487) (195) (177) (256) (456)
Interest expense, net of portion capitalized 571 455 451 435 296 63 54 187 207 160 153
Other (income) expense, net 2,743 (768) (526) (1,015) 534 (671) (214) 15 (385) 294 185
Restructuring 569 — 1,073 — 745 — — — — — —

52,669 44,640 46,142 46,818 47,812 38,737 37,398 35,017 32,091 27,499 24,823

Earnings before provision for taxes on income 12,361 16,947 15,755 16,929 13,283 14,587 13,116 12,331 9,771 8,799 7,494
Provision for taxes on income 2,689 3,613 3,489 3,980 2,707 3,534 3,056 4,151 2,923 2,522 2,089

Net earnings 9,672 13,334 12,266 12,949 10,576 11,053 10,060 8,180 6,848 6,277 5,405

Percent of sales to customers 14.9 21.7 19.8 20.3 17.3 20.7 19.9 17.3 16.4 17.3 16.7
Diluted net earnings per share of common stock $ 3.49 4.78 4.40 4.57 3.63 3.73 3.35 2.74 2.29 2.06 1.75
Percent return on average shareholders’ equity 17.0 24.9 26.4 30.2 25.6 28.3 28.2 27.3 27.1 26.4 24.0

Percent increase (decrease) over previous year:
Sales to customers 5.6 (0.5) (2.9) 4.3 14.6 5.6 6.7 13.1 15.3 12.3 10.8
Diluted net earnings per share (27.0) 8.6 (3.7) 25.9 (2.7) 11.3 22.3 19.7 11.2 17.7 12.9

Supplementary expense data:
Cost of materials and services $ 28,932 27,586 27,651 29,346 27,967 22,912 22,328 21,053 18,568 16,540 15,333
Total employment costs 15,202 13,934 14,587 14,523 14,571 13,444 12,364 11,581 10,542 8,942 8,153
Depreciation and amortization 3,158 2,939 2,774 2,832 2,777 2,177 2,093 2,124 1,869 1,662 1,605
Maintenance and repairs (1) 771 657 567 583 483 506 510 462 395 360 372
Total tax expense (2) 4,230 5,070 5,052 5,558 4,177 4,857 4,285 5,215 3,890 3,325 2,854

Supplementary balance sheet data:
Property, plant and equipment, net 14,739 14,553 14,759 14,365 14,185 13,044 10,830 10,436 9,846 8,710 7,719
Additions to property, plant and equipment 2,893 2,384 2,365 3,066 2,942 2,666 2,632 2,175 2,262 2,099 1,731
Total assets 113,644 102,908 94,682 84,912 80,954 70,556 58,864 54,039 48,858 40,984 38,771
Long-term debt 12,969 9,156 8,223 8,120 7,074 2,014 2,017 2,565 2,955 2,022 2,217
Operating cash flow 14,298 16,385 16,571 14,972 15,022 14,248 11,799 11,089 10,571 8,135 8,781

Common stock information
Dividends paid per share $ 2.250 2.110 1.930 1.795 1.620 1.455 1.275 1.095 0.925 0.795 0.700
Shareholders’ equity per share 20.95 20.66 18.37 15.35 15.25 13.59 13.01 10.95 9.25 7.79 8.05
Market price per share (year-end close) 65.58 61.85 64.41 58.56 67.38 66.02 60.10 63.42 50.62 53.11 59.86
Average shares outstanding (millions) — basic 2,736.0 2,751.4 2,759.5 2,802.5 2,882.9 2,936.4 2,973.9 2,968.4 2,968.1 2,998.3 3,033.8

— diluted 2,775.3 2,788.8 2,789.1 2,835.6 2,910.7 2,961.0 3,002.8 2,992.7 2,995.1 3,049.1 3,089.3

Employees (thousands) 117.9 114.0 115.5 118.7 119.2 122.2 115.6 109.9 110.6 108.3 101.8

(1) Also included in cost of materials and services category.
(2)Includes taxes on income, payroll, property and other business taxes.
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$100.00 105.49 66.46 84.05 96.71 98.76

$100.00 104.65 85.61 101.54 102.33 120.50

$100.00 105.13 76.07 97.96 95.31 94.55

$100.00 92.12 90.17 112.87 109.08 122.65 127.08 117.21 130.42 129.66 142.49

$100.00 77.90 100.24 111.15 116.61 135.02 142.44 89.74 113.49 130.59 133.34
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 0.8%

 2.5%

Set forth below are line graphs comparing the cumulative total shareholder return on the Company's Common Stock for periods of five years
and ten years ending December 31, 2011, against the cumulative total return of the Standard & Poor's 500 Stock Index, the Standard & Poor's
Pharmaceutical Index and the Standard & Poor's Health Care Equipment Index. The graphs and tables assume that $100 was invested
on December 31, 2006 and December 31, 2001 in each of the Company's Common Stock, the Standard & Poor's 500 Stock Index, the
Standard & Poor's Pharamaceutical Index and the Standard & Poor's Health Care Equipment Index and that all dividends were reinvested.

S&P Health Care
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Reconciliation of Non-GAAP Financial Measures
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The tables below are provided to reconcile certain financial disclosures in the Letter to Shareholders, page 1.

’11 vs. ’10 ’10 vs. ’09
(Dollars in Millions Except Per Share Data) 2011 2010 2009 % Change % Change

Earnings before provision for taxes on income — as reported $12,361 16,947 15,755 (27.1)% 7.6

Net litigation settlements loss (gain) 1,710 (966) (386)

Product liability expenses 1,600 569 —
Restructuring expense 656 — 1,186

DePuy ASR™ Hip recall program 521 280 —
Adjustment to the value of the currency option and costs related to planned acquisition of Synthes, Inc. 491 — —
In-process research and development 14 — —
Earnings before provision for taxes on income — as adjusted $17,353 16,830 16,555 3.1% 1.7

Net Earnings — as reported $ 9,672 13,334 12,266 (27.5)% 8.7

Net litigation settlements loss (gain) 1,466 (698) (212)

Product liability expenses 1,279 404 —
Restructuring expense 536 — 852

DePuy ASR™ Hip recall program 426 239 —
Adjustment to the value of the currency option and costs related to planned acquisition of Synthes, Inc. 477 — —
In-process research and development 11 — —
Net Earnings — as adjusted $13,867 13,279 12,906 4.4% 2.9

Diluted Net Earnings per share — as reported $ 3.49 4.78 4.40 (27.0)% 8.6

Net litigation settlements loss (gain) 0.53 (0.25) (0.08)

Product liability expenses 0.46 0.14 —
Restructuring expense 0.19 — 0.31

DePuy ASR™ Hip recall program 0.16 0.09 —
Adjustment to the value of the currency option and costs related to planned acquisition of Synthes, Inc. 0.17 — —
In-process research and development — — —
Diluted Net Earnings per share — as adjusted $ 5.00 4.76 4.63 5.0% 2.8

’11 vs. ’10 ’10 vs. ’09
(Dollars in Millions) 2011 2010 2009 % Change % Change

Net cash flows from operating activities $14,298 16,385 16,571

Additions to property, plant and equipment (2,893) (2,384) (2,365)

Free Cash Flow $11,405 14,001 14,206 (18.5)% (1.4)

The Company provides earnings before provision for taxes on income, net earnings, net earnings per share (diluted) and net cash flows
from operating activities on an adjusted basis because management believes that these measures provide useful information to investors.
Among other things, these measures may assist investors in evaluating the Company’s results of operations period over period. In various
periods, these measures may exclude such items as significant costs associated with acquisitions, restructuring, litigation, and changes in
applicable laws and regulations (including significant accounting or tax matters). These special items may be highly variable, difficult to
predict, and of a size that sometimes has substantial impact on the Company’s reported results of operations for a period. Management
uses these measures internally for planning, forecasting and evaluating the performances of the Company’s businesses, including allocating
resources and evaluating results relative to employee performance compensation targets. Unlike earnings before provision for taxes on
income, net earnings, net earnings per share (diluted) and net cash flows from operating activities prepared in accordance with GAAP,
adjusted earnings before provision for taxes on income, adjusted net earnings, adjusted net earnings per share (diluted) and free cash flow
may not be comparable with the calculation of similar measures for other companies. These non-GAAP financial measures are presented
solely to permit investors to more fully understand how management assesses the performance of the Company. The limitations of using
these non-GAAP financial measures as performance measures are that they provide a view of the Company’s results of operations without
including all events during a period, such as the effects of an acquisition, restructuring, litigation, and changes in applicable laws and
regulations (including significant accounting or tax matters) and do not provide a comparable view of the Company’s performance to other
companies in the health care industry. Investors should consider non-GAAP financial measures in addition to, and not as replacements for,
or superior to, measures of financial performance prepared in accordance with GAAP.
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Caring for the world, one person at a time…
inspires and unites the people of

Johnson & Johnson.

ON THE COVER:
Michelle, an employee with the Johnson & Johnson Family of
Companies, enjoys time with her young daughter, Alexis, while
grandmother, Jacqueline, looks on. Johnson & Johnson helps people
all over the world care for the health and well-being of those they
love, and to live longer, healthier, happier lives.
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CHAIRMAN’S LETTER

To Our Shareholders

ALEX GORSKY

Chairman, Board of Directors, and
Chief Executive Officer

As I began to compose this letter, I realized how quickly my first year has
passed as Chief Executive Officer of Johnson & Johnson. It has been a
year with many rewarding moments, as well as some challenges. Though
a year of transition, we made solid progress on many fronts, including

building out strategic platforms, while establishing exciting new ones.
I am honored to be just the seventh CEO in our long history. This legacy of

leadership is a tribute to the success and stability of Johnson & Johnson, and to the
belief in the importance of our purpose held in common with us by our shareholders
over so many decades. Personally, I am truly humbled to lead the incredibly talented
and dedicated people who work for Johnson & Johnson.

One challenge all of us in the world today face together is health and health care.
This is true in both developed and emerging markets. When combined with the
rapidly changing demographics of an aging population, a growing middle class and
the persistence of chronic disease, the scale and complexity of the issue is magnified.
It is my belief that providing high-quality health care to patients and consumers
around the world in a sustainable manner is society’s greatest challenge. But it is also
the greatest hope for a better future for every individual, every family, every
community and every country.

Johnson & Johnson works at the very center of this challenge, across the broadest base of any company in global health care. Every
day, we are working to help people everywhere live longer, healthier, and happier lives. We recognize that with our global leadership
comes a responsibility; one we consider a privilege. I’m pleased with how we are meeting that responsibility, but I’m far from satisfied.

The passing last fall of former CEO James Burke reminded us all that the simple set of beliefs defined in Our Credo can guide our
Company through all the challenges and complexities of these or any time. My overarching goal as CEO is to ensure that our nearly
128,000 employees in more than 275 operating companies around the world will always be united by Our Credo and our single
purpose: Caring for the world, one person at a time.

LEGACY OF CARING

That purpose was at work here in New Jersey, the home state of Johnson & Johnson, when Hurricane Sandy roared through so many
communities last year. Immediately partnering with the American Red Cross, Save the Children, AmeriCares and other disaster-
assistance groups, Johnson & Johnson was able to help provide aid and relief. We provided more than 20,000 first-aid kits that were
used by emergency responders. We provided the blankets that warmed families in shelters. We were there with more than $5 million
in funding, responding to the governors of three states in this region. Most importantly, our people were there in their own
communities. Immediately and without hesitation, they were on the front lines of response and relief efforts wherever and however
they could.

It is this example of caring by individuals that inspires caring in the whole community, and reminds me of how firmly and
fundamentally compassion is woven into the fabric of our culture. This legacy of caring continues as we renew our commitment to
philanthropy and citizenship all over the world. We will look to go beyond relief and rebuilding, and explore programs that will make
communities more resilient and prepare them to endure any kind of disaster, be it natural or economic.

2012 BUSINESS RESULTS

Our solid business results in 2012 were achieved while continuing to deliver meaningful innovation in health care to patients and
customers.

• We generated significant cash flow and maintained our AAA credit rating. Importantly, we continued our track record of
consistent performance, with 29 straight years of adjusted earnings* increases and 50 consecutive years of dividend increases.
Johnson & Johnson is one of only six companies in the Standard & Poor’s 100 Index to achieve that record.

• In our Pharmaceuticals business segment, our results included strong growth of key products and successful new launches.
As a result of our continuing commitment to research and development, collaboration and innovation, we expect to
maintain strong momentum. We continue to make important investments in building strategic partnerships and advancing
our pipeline, positioning us well to deliver sustainable growth in 2013 and beyond.
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• The addition of Synthes, Inc. to our family of companies marked the largest acquisition in our history and, combined
with DePuy, creates the world’s largest, most comprehensive orthopaedics and neurologics business, the DePuy Synthes
Companies. We will continue the exciting integration of Synthes into our Medical Devices and Diagnostics business
segment in the coming year.

• In our Consumer business segment, we will continue restoring a reliable supply of our McNeil over-the-counter
medicines. The work to bring our plants fully online is progressing. We expect to return a consistent supply of key
products to the market over the course of 2013. We are definitely making good progress; however, we must move from
good to great this year.

More details on the progress of our three business segments can be found in the Business Segment Highlights section of this
Annual Report.

ENSURING ROBUST GROWTH

Within the context of Our Credo and strategic framework there are specific areas of focus for Johnson & Johnson—our Growth
Drivers—that will help ensure robust growth for the future.

• First is our commitment to innovation to create value; not just innovation in products and services, but in everything we
do and everywhere we operate. We need a constant flow of new ideas and different approaches to meet the challenges and
opportunities of the future.

• Second, our global reach must be brought to life with a local focus. That puts critical decision-making where the needs are
and where our global resources live. We believe our commitment to decentralized management provides a competitive
advantage in all of our businesses and all of our markets.

• Third, we will have a laser focus on excellence in execution. Across our enterprise, we have built greater accountability for
quality into the requirements for all of our leaders. This has strengthened quality and compliance at the enterprise level by
taking specific steps to reduce variation and increase governance. We’ve redefined standards and processes in our supply
chain to, most importantly, improve the level of execution, and to deliver efficiencies that can free resources for
investment.

• Fourth, we will continue to foster a purpose-driven organization and develop leadership at every level of our Company.
This is essential for us to deliver on the responsibilities that come along with our global leadership.

ADDRESSING A GLOBAL CHALLENGE

Our broad base in health care gives us a unique perspective on the needs, fears, frustrations and hopes of consumers, patients, their
families and health professionals worldwide. I believe that a healthier world is not just a happier world, but also one that has much
greater economic stability and provides a foundation for individual and societal advancement. I’m very proud of the progress we
have made toward our purpose of caring for the world, one person at a time. But all of us are keenly aware of the gaps that still exist
in the world.

For example, there is a gap in access to basic health care. Whether because of a lack of trained professionals, inadequate
infrastructure or cultural obstacles, addressing this gap is a key long-term goal for us as the leader in global health care.

There is a gap in adequate mental health care services. This has come to public attention in glaring examples of recent tragedies in
the United States. Again, this gap may be a result of a lack of trained professionals or the stigma that too often prevents people from
seeking help.

There is a gap in preventive medicine that often focuses societies on “sick care” rather than health care. This is a particular focus
for me, and for all of us at Johnson & Johnson, not only because of the depth of the problem, but also because of the scope of the
opportunity.

Can we close these gaps? We are committed to convening a dialogue that recognizes and addresses these significant gaps in
caring. We will work with communities and local partners around the world to take meaningful action to improve people’s lives.
That’s a global challenge we aim to address. Working together we can… and we must.

OUR INSPIRATION

The challenges we face in this ever-changing health care landscape will require time, vigilance and dedication to solve. All of us here
at Johnson & Johnson realize we are on a journey. Every day, though, I am inspired by yet another story of how we have delivered on
Our Credo.
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This year we’ve created a fully interactive, digital, online annual report where you can find our Stories of Caring. Here are a few
examples to give you an idea of the breadth of this mosaic:

• Asha is a mother raising children in Bangladesh, where reliable health information can sometimes be hard to find. After
struggling with the health of her first child, Asha is now better prepared to take care of her new daughter thanks to vital
health messages delivered by text to her mobile phone. Johnson & Johnson and BabyCenter® are founding partners in a
unique collaboration to improve the lives of pregnant women, new mothers and their families in developing countries.

• For Bill, reaching his 80th birthday was more than a milestone. After a diagnosis of prostate cancer several years ago and a
series of treatments, he didn’t know what would lie ahead. Now he’s on ZYTIGA® (abiraterone acetate), and he’s
spending cherished time with the people he loves—and truly celebrating that 80th birthday.

• Braydon is a normal teenager in many ways. He loves to hang out with his friends, play golf, do work with his dad. All this
despite being born with severe scoliosis that caused his spine to curve, fused his ribs and threatened to leave him
wheelchair-bound and unable to breathe without help. Thanks to the innovative VEPTR® procedure, from DePuy
Synthes Spine, Braydon can go about living life to the fullest.

You can find these and other Stories of Caring, as well as much more, at www.2012annualreport.jnj.com. I hope you’ll like these
stories so much that you’ll decide to share them, and our digital annual report, with family and friends.

MY COMMITMENT TO YOU

Our leadership in health care has been made possible by the belief in our mission that you share with us. I am committed to
continuing the proud tradition of Johnson & Johnson as a purpose-led organization, calling on the great range and diversity of our
worldwide talent and capabilities. We will further dedicate ourselves every day to the responsibilities defined in Our Credo, the first
being our responsibility to “the doctors, nurses and patients, the mothers and fathers and all who use our products” every day. We’ll
also continue our commitment to our employees, and to the communities in which we operate and proudly call home. And to you,
our valued shareholders, who have place your confidence and trust in us.

This is our legacy at Johnson & Johnson. At last year’s annual shareholder meeting, I described myself as a realistic optimist, and
despite our challenges, I firmly believe there is no company better positioned to be recognized as the world’s leader in health care.

Sincerely,

Alex Gorsky
Chairman, Board of Directors, and Chief Executive Officer
March 13, 2013

* Excludes special items
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2012 Business Segment Highlights

Johnson & Johnson delivered solid results in 2012, reflecting continued sales momentum in many parts of our business
driven by our focus on delivering meaningful innovation in health care to patients and customers. Our results included
strong growth of key products, successful new product launches, and the addition of Synthes to our family of companies.
In addition, we continued to make important investments building strategic partnerships and in advancing our pipeline,
positioning us well for delivering sustainable growth.

Pharmaceutical Segment Sales
Sales by Therapeutic Area (in billions of dollars)
2012 Sales: $25.4 billion
Sales Change: 
 Total: 4.0%
 Operational*: 6.8%

* Operational excludes the impact of currency.
** Rounded for visual accuracy.

INFECTIOUS DISEASES

 $3.2
0.2%

ONCOLOGY

 $2.6
28.4%

OTHER

   $5.0**
(8.3%)

NEUROSCIENCE

 $6.7
(3.3%)

IMMUNOLOGY

 $7.9
15.8%

Medical Devices and Diagnostics
Segment Sales
Sales by Major Franchise (in billions of dollars)
2012 Sales: $27.4 billion
Sales Change:1 
 Total: 6.4%
 Operational*: 8.7%

ORTHOPAEDICS1

 $7.8
34.3%

SURGICAL CARE

 $6.5
(2.3%)

SPECIALTY SURGERY

 $2.5
4.9%

VISION CARE

 $3.0
2.7%

DIABETES CARE

 $2.6
(1.4%)

CARDIOVASCULAR 
CARE

 $2.0
(13.2%)

DIAGNOSTICS

 $2.1
(4.4%)

INFECTION 
PREVENTION/OTHER

   $0.9**
5.1%

(1) Excluding  the net impact of the Synthes acquisition, MD&D 
total change = (1.5%) and Orthopaedics total change = (0.4%)

Consumer Segment Sales
Sales by Major Franchise (in billions of dollars)
2012 Sales: $14.4 billion
Sales Change: 
 Total: (2.9%)
 Operational*: 0.5%

OTC AND 
NUTRITIONALS

 $4.4
(1.1%)

SKIN CARE

  $3.6
(2.6%)

WOMEN’S HEALTH

 $1.6
(9.3%)

WOUND CARE/
OTHER

 $1.0
(3.8%)

BABY CARE

   $2.2**
(3.7%)

ORAL CARE

 $1.6
0.0%

PHARMACEUTICALS

With $25.4 billion in worldwide sales in 2012, we are the eighth-largest pharmaceuticals business in the world and the
sixth-largest biotech business. Primary contributors to strong operational growth of 6.8 percent include REMICADE®
(infliximab), a biologic approved for the treatment of a number of immune-mediated inflammatory diseases;
VELCADE® (bortezomib), a treatment for multiple myeloma; PREZISTA® (darunavir), a treatment for HIV; and a
number of recently launched products.

We are accelerating growth while ensuring greater access and reimbursement by implementing strong launch
programs for recently approved products including ZYTIGA® (abiraterone acetate), an oral, once-daily medication for
use in combination with prednisone for the treatment of metastatic, castration-resistant prostate cancer; INVEGA®
SUSTENNA®/XEPLION® (paliperidone palmitate), a once-monthly, long-acting, injectable atypical antipsychotic for
treatment of schizophrenia in adults; INCIVO® (telaprevir), a direct-acting antiviral protease inhibitor for the treatment
of genotype-1 chronic hepatitis C virus, in combination with peginterferon alfa and ribavirin, in adults; STELARA®
(ustekinumab), a biologic approved for the treatment of adults with moderate to severe plaque psoriasis; XARELTO®
(rivaroxaban), an oral anticoagulant; and SIMPONI® (golimumab), a biologic approved to treat adults with moderately
to severely active rheumatoid arthritis (RA), active psoriatic arthritis and active ankylosing spondylitis.
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Sales results were negatively impacted by generic competition for LEVAQUIN® (levofloxacin), a treatment for
bacterial infections, and the manufacturing suspension at a third-party supplier for DOXIL® (doxorubicin HCl
liposome injection)/CAELYX® (pegylated liposomal doxorubicin hydrochloride), a medication to treat ovarian
and other cancers.

In December, the U.S. Food and Drug Administration (FDA) granted accelerated approval for SIRTURO™
(bedaquiline) tablets for the treatment of pulmonary multi-drug-resistant tuberculosis as part of combination therapy
in adults. It is currently under review by three regulatory bodies including the European Medicines Agency (EU), State
Food and Drug Administration (China) and Medicines Control Council (South Africa). The FDA and the European
Commission also approved an expanded indication for ZYTIGA® (abiraterone acetate), in combination with
prednisone, allowing for the use before chemotherapy in the treatment of metastatic castration-resistant disease.

In November, the FDA approved additional indications for XARELTO® (rivaroxaban) for the treatment of deep
vein thrombosis (DVT) and/or pulmonary embolism (PE), and to reduce the risk of recurrence of DVT and PE
following initial treatment. In addition, the FDA approved a new 800mg tablet of PREZISTA® (darunavir) for
once-daily oral administration for the treatment of human immunodeficiency virus (HIV-1) in treatment-naive
and treatment-experienced adult patients with no darunavir resistance-associated mutations.

In August, the FDA approved the supplemental New Drug Application for NUCYNTA® ER (tapentadol)
extended-release tablets for the management of neuropathic pain associated with diabetic peripheral neuropathy
in adults. In September, the European Commission approved the marketing authorization for DACOGEN®
(decitabine) for the treatment of adult patients (age 65 years and above) with newly diagnosed de novo or
secondary acute myeloid leukemia, and for the subcutaneous administration of VELCADE® (bortezomib) for the
treatment of multiple myeloma.

We have an exciting and late-stage pipeline of differentiated medicines. New Drug Applications are presently
under review in the United States and in the European Union seeking approval for INVOKANA* (canagliflozin),
our first pharmaceutical treatment for patients with type 2 diabetes. Additional submissions included a
supplemental Biologics License Application to the FDA and a Type II Variation to the European Medicines
Agency requesting approval of STELARA® (ustekinumab) for the treatment of adults with active psoriatic arthritis
and of SIMPONI® (golimumab) for the treatment of adults with moderately to severely active ulcerative colitis. A
Biologics License Application was also submitted to the FDA seeking approval of intravenous (I.V.) golimumab
for the treatment of moderately to severely active RA.

* Proposed trade name

MEDICAL DEVICES AND DIAGNOSTICS

With $27.4 billion in worldwide sales in 2012, our Medical Devices and Diagnostics (MD&D) business is the largest
medical technology business in the world. Operational growth was 8.7 percent. Sales included the impact of the
recently completed acquisition of Synthes, Inc., which contributed 7.9 percent to worldwide MD&D segment
operational sales growth, net of the divestiture of the DePuy trauma business. Primary contributors to operational
growth were sales from the recently completed acquisition of Synthes, Inc. in the Orthopaedics business; a number of
products in the Specialty Surgery business; electrophysiology products in the Cardiovascular Care business of
Biosense Webster, Inc.; disposable contact lenses from Vistakon Division of Johnson & Johnson Vision Care, Inc.

While overall market growth has slowed, we’ve been focusing on building our market leadership position and
we hold No. 1 or No. 2 positions in 80 percent of our key platforms.

We continue to invest for long-term sustainable growth and completed the largest acquisition in our history
with Synthes. In June, DePuy and Synthes joined to form the world’s largest, most comprehensive orthopaedics
and neurologics organization. A total solutions business, DePuy Synthes offers an unparalleled breadth and depth
of products, services and programs in the areas of joint reconstruction, trauma, spine, sports medicine,
neurological, craniomaxillofacial, power tools and biomaterials, and has the opportunity to contribute in greater
ways to meet the needs of today’s dynamic health care environment.

In 2012, the FDA approved EVARREST™ Fibrin Sealant Patch, a novel product that rapidly and reliably aids in
stopping problematic bleeding during surgery. The FDA also approved the S.M.A.R.T.® CONTROL® Vascular
Stent Systems for use in the superficial femoral artery and/or the proximal popliteal artery. The HARMONIC
ACE®+ Shears with Adaptive Tissue Technology, strengthening our position in the fast-growing Energy market,
was also approved by the FDA in 2012.
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Earlier in the year, Ethicon Endo-Surgery, Inc. received an approvable letter for the SEDASYS® System, a
computer-assisted personalized sedation system, from the FDA’s Center for Devices and Radiological Health. In
addition, Biosense Webster’s THERMOCOOL® SMARTTOUCH™ Contact Force Sensing Catheter received CE
Mark clearance in Europe. The catheter provides real-time information about the precise amount and direction of
the force being applied during cardiac ablation procedures.

We’re expanding our global presence with strong growth in emerging markets. And as we look to the future,
we’re advancing innovative new products in our pipeline, continuing to take a disciplined approach to managing
our portfolio and adapting our business to the changing marketplace.

CONSUMER

With $14.4 billion in worldwide sales in 2012, our Consumer business is the sixth-largest consumer health care
business in the world. Operational growth was 0.5 percent. We remain committed to strengthening the Consumer
business starting by continuing to restore a reliable supply of our McNeil over-the-counter (OTC) products to the
U.S. market.

Meanwhile, positive contributors to operational results were sales of upper respiratory OTC products outside
the U.S.; international sales of LISTERINE® oral care products; and U.S. sales of NEUTROGENA® skin care
products.

Our investments for growth in Consumer will be predicated on a focused product portfolio approach to deliver
science-based products with local market insights, professional endorsements and commercial excellence.

We have taken steps to reshape our portfolio and have divested non-strategic products or brands. We are also
investing in growth and expansion in emerging markets through the acquisition of market-specific brands like
DOKTOR MOM® cough cold products in Russia and Shanghai Elsker Mother & Baby Co. Ltd. in China. We’re
also continuing to leverage the strength of our iconic brands like JOHNSON’S® Baby and NEUTROGENA®.

Regarding McNeil, we’re continuing to operate in accordance with the consent decree. We’ve achieved all
commitments to date under the remediation work plan, which was approved by the FDA in 2012. The work to
bring our plants fully online is progressing. We expect to return to a consistent supply of key products to the
market over the course of 2013. Our efforts continue to be in the interest of serving customers, consistent with the
responsibilities outlined in Our Credo.

NOTE ON FORWARD-LOOKING STATEMENTS

This Annual Report contains “forward-looking statements” as defined in the Private Securities Litigation Reform Act of 1995.
The reader is cautioned not to rely on these forward-looking statements. These statements are based on current expectations of
future events. If underlying assumptions prove inaccurate or unknown risks or uncertainties materialize, actual results could
vary materially from the expectations and projections of Johnson & Johnson. Risks and uncertainties include, but are not limited
to, general industry conditions and competition; economic factors, such as interest rate and currency exchange rate fluctuations;
technological advances, new products and patents attained by competitors; challenges inherent in new product development,
including obtaining regulatory approvals; significant adverse litigation or government action; impact of business combinations;
changes in behavior and spending patterns or financial distress of purchasers of health care products and services; changes to
governmental laws and regulations and domestic and foreign health care reforms; trends toward health care cost containment;
increased scrutiny of the health care industry by government agencies; manufacturing difficulties or delays; and product efficacy
or safety concerns resulting in product recalls or regulatory action. A further list and description of these risks, uncertainties and
other factors can be found in Exhibit 99 of Johnson & Johnson’s Annual Report on Form 10-K for the fiscal year ended
December 30, 2012. Copies of this Form 10-K, as well as subsequent filings, are available on-line at www.sec.gov,
www.investor.jnj.com or on request from Johnson & Johnson. Johnson & Johnson does not undertake to update any
forward-looking statements as a result of new information or future events or developments.
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Management’s Discussion and Analysis of
Results of Operations and Financial Condition

Organization and Business Segments

Description of the Company and Business Segments

Johnson & Johnson and its subsidiaries (the Company) have approximately 127,600 employees worldwide engaged in the
research and development, manufacture and sale of a broad range of products in the health care field. The Company
conducts business in virtually all countries of the world with the primary focus on products related to human health and
well-being.

The Company is organized into three business segments: Consumer, Pharmaceutical and Medical Devices and
Diagnostics. The Consumer segment includes a broad range of products used in the baby care, skin care, oral care,
wound care and women’s health fields, as well as nutritional and over-the-counter pharmaceutical products and wellness
and prevention platforms. These products are marketed to the general public and sold both to retail outlets and
distributors throughout the world. The Pharmaceutical segment includes products in the following areas: anti-infective,
antipsychotic, contraceptive, gastrointestinal, hematology, immunology, infectious diseases, neurology, oncology, pain
management, thrombosis and vaccines. These products are distributed directly to retailers, wholesalers and health care
professionals for prescription use. The Medical Devices and Diagnostics segment includes a broad range of products
distributed to wholesalers, hospitals and retailers, used principally in the professional fields by physicians, nurses, hospitals
and clinics. These include products to treat cardiovascular disease; orthopaedic and neurological products; blood glucose
monitoring and insulin delivery products; general surgery, biosurgical and energy products; professional diagnostic
products; infection prevention products; and disposable contact lenses.

The Company’s structure is based upon the principle of decentralized management. The Executive Committee of
Johnson & Johnson is the principal management group responsible for the strategic operations and allocation of the
resources of the Company. This Committee oversees and coordinates the activities of the Consumer, Pharmaceutical and
Medical Devices and Diagnostics business segments.

In all of its product lines, the Company competes with companies both locally and globally, throughout the world.
Competition exists in all product lines without regard to the number and size of the competing companies involved.
Competition in research, involving the development and the improvement of new and existing products and processes, is
particularly significant. The development of new and innovative products is important to the Company’s success in all
areas of its business. This also includes protecting the Company’s portfolio of intellectual property. The competitive
environment requires substantial investments in continuing research and in maintaining sales forces. In addition, the
development and maintenance of customer demand for the Company’s consumer products involves significant
expenditures for advertising and promotion.

Management’s Objectives

The Company manages within a strategic framework aimed at achieving sustainable growth. To accomplish this, the
Company’s management operates the business consistent with certain strategic principles that have proven successful
over time. To this end, the Company participates in growth areas in human health care and is committed to attaining
leadership positions in these growth areas through the development of high quality, innovative products and services. New
products introduced within the past five years accounted for approximately 25% of 2012 sales. In 2012, $7.7 billion, or
11.4% of sales, was invested in research and development. This investment reflects management’s commitment to the
importance of ongoing development of new and differentiated products and services to sustain long-term growth.

With more than 275 operating companies located in 60 countries, the Company views its principle of decentralized
management as an asset and fundamental to the success of a broadly based business. It also fosters an entrepreneurial
spirit, combining the extensive resources of a large organization with the ability to anticipate and react quickly to local
market changes and challenges.
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The Company is committed to developing global business leaders who can achieve growth objectives. Businesses are
managed for the long-term in order to sustain leadership positions and achieve growth that provides an enduring source of
value to our shareholders.

Our Credo unifies the management team and the Company’s dedicated employees in achieving these objectives, and
provides a common set of values that serve as a constant reminder of the Company’s responsibilities to its customers,
employees, communities and shareholders. The Company believes that these basic principles, along with its overall
mission of improving the quality of life for people everywhere, will enable Johnson & Johnson to continue to be among the
leaders in the health care industry.

Results of Operations

Analysis of Consolidated Sales

In 2012, worldwide sales increased 3.4% to $67.2 billion, compared to an increase of 5.6% in 2011 and a decrease of
0.5% in 2010. These sales changes consisted of the following:

Sales increase/(decrease) due to: 2012 2011 2010

Volume 5.7% 3.1 (0.5)

Price 0.4 (0.3) (0.8)

Currency (2.7) 2.8 0.8

Total 3.4% 5.6 (0.5)

Sales by U.S. companies were $29.8 billion in 2012, $28.9 billion in 2011 and $29.5 billion in 2010. This represents an
increase of 3.2% in 2012, and decreases of 1.8% in 2011 and 4.7% in 2010. Sales by international companies were
$37.4 billion in 2012, $36.1 billion in 2011 and $32.1 billion in 2010. This represents increases of 3.5% in 2012, 12.4%
in 2011 and 3.6% in 2010. The acquisition of Synthes, Inc., net of the related divestiture, increased both total worldwide
sales growth and operational growth by 3.1%.

The five-year compound annual growth rates for worldwide, U.S. and international sales were 1.9%, (1.7)% and 5.5%,
respectively. The ten-year compound annual growth rates for worldwide, U.S. and international sales were 6.4%, 2.9% and
10.4%, respectively.

Sales in Europe experienced a decline of 1.1% as compared to the prior year, including operational growth of 5.8% offset
by a negative currency impact of 6.9%. Sales in the Western Hemisphere (excluding the U.S.) achieved growth of 12.3%
as compared to the prior year, including operational growth of 19.0% and a negative currency impact of 6.7%. Sales in the
Asia-Pacific, Africa region achieved growth of 5.3% as compared to the prior year, including operational growth of 6.7%
and a negative currency impact of 1.4%.

In 2012, 2011 and 2010, the Company did not have a customer that represented 10% or more of total consolidated
revenues.

U.S. Health Care Reform

Under the provisions of the Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation
Act of 2010, beginning in 2011, companies that sold branded prescription drugs to specified U.S. Government programs
pay an annual non-tax deductible fee based on an allocation of each company’s market share of total branded prescription
drug sales from the prior year. The full-year impact to selling, marketing and administrative expenses was approximately
$115 million in 2012 and $140 million in 2011. Under the current law, beginning in 2013, the Company will be required
to pay a tax deductible 2.3% excise tax imposed on the sale of certain medical devices. The 2013 excise tax is estimated
to be between $200 - $300 million and will be recorded in cost of products sold within the statement of earnings.

The net trade sales impact of the health care reform legislation was an annual reduction of approximately $450 million and
$425 million in 2012 and 2011, respectively, due to an increase in sales rebates and discounts.
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Analysis of Sales by Business Segments

Consumer Segment

Consumer segment sales in 2012 were $14.4 billion, a decrease of 2.9% from 2011, which included 0.5% operational
growth offset by a negative currency impact of 3.4%. U.S. Consumer segment sales were $5.0 billion, a decrease of
2.0%. International sales were $9.4 billion, a decrease of 3.4%, which included 1.9% operational growth offset by a
negative currency impact of 5.3%.

Major Consumer Franchise Sales:

% Change

(Dollars in Millions) 2012 2011 2010 ’12 vs. ’11 ’11 vs. ’10

OTC Pharmaceuticals & Nutritionals $4,354 4,402 4,549 (1.1)% (3.2)

Skin Care 3,618 3,715 3,452 (2.6) 7.6

Baby Care 2,254 2,340 2,209 (3.7) 5.9

Women’s Health 1,625 1,792 1,844 (9.3) (2.8)

Oral Care 1,624 1,624 1,526 0.0 6.4

Wound Care/Other 972 1,010 1,010 (3.8) 0.0

Total Consumer Sales $14,447 14,883 14,590 (2.9)% 2.0

The Over-the-Counter (OTC) Pharmaceuticals and Nutritionals franchise sales were $4.4 billion, a decrease of 1.1% from
2011. Sales in the U.S. decreased primarily due to lower sales of analgesics as a result of supply constraints and
competitive pressures in nutritional products. Strong growth of upper respiratory, digestive health and analgesics products
outside the U.S. was offset by negative currency.

McNEIL-PPC, Inc., continues to operate under a consent decree signed in 2011, with the U.S. Food and Drug
Administration (FDA), which governs certain McNeil Consumer Healthcare manufacturing operations. McNeil continues to
operate the manufacturing facilities in Las Piedras, Puerto Rico and Lancaster, Pennsylvania; however, production volumes
from these facilities continue to be impacted by additional review and approval processes required under the consent
decree. The Company expects this to continue throughout most of 2013. Plants operating under the consent decree will
produce a simplified portfolio focused on key brands. The Fort Washington, Pennsylvania manufacturing site is not in
operation at this time. McNeil continues to work on the re-siting of the products previously produced at the Fort
Washington facility to other facilities.

The Skin Care franchise sales were $3.6 billion in 2012, a decrease of 2.6% from 2011. Increased sales of
NEUTROGENA® products in the U.S. were offset by competition and economic conditions outside the U.S. The Baby
Care franchise sales were $2.3 billion, a decrease of 3.7% from 2011. The decline in U.S. sales and the impact of
negative currency was partially offset by increased sales of haircare and wipes outside the U.S. The Women’s Health
franchise sales were $1.6 billion, a decrease of 9.3% primarily due to the impact of the divestiture of certain brands. The
Oral Care franchise sales were flat as compared to the prior year. Increased sales of LISTERINE® products outside the
U.S. were partially offset by competitive pressures in the U.S. The Wound Care/Other franchise sales were $1.0 billion in
2012, a decrease of 3.8% from 2011 due to divestitures and competitive pressures. Negative currency impacted all of the
franchises.

Consumer segment sales in 2011 were $14.9 billion, an increase of 2.0% from 2010, a 0.7% operational decline was
offset by a positive currency impact of 2.7%. U.S. Consumer segment sales were $5.2 billion, a decrease of 6.7%.
International sales were $9.7 billion, an increase of 7.3%, which included 2.9% operational growth and a positive currency
impact of 4.4%.

4 • Johnson & Johnson 2012 Annual Report



Pharmaceutical Segment

The Pharmaceutical segment achieved sales of $25.4 billion in 2012, representing an increase of 4.0% over the prior year,
with operational growth of 6.8% and a negative currency impact of 2.8%. U.S. sales were $12.4 billion, an increase of
0.3%. International sales were $12.9 billion, an increase of 7.9%, which included 13.6% operational growth and a
negative currency impact of 5.7%.

Major Pharmaceutical Therapeutic Area Sales:*

% Change

(Dollars in Millions) 2012 2011 2010 ’12 vs. ’11 ’11 vs. ’10

Total Immunology $7,874 6,798 5,398 15.8% 25.9

REMICADE® 6,139 5,492 4,610 11.8 19.1

SIMPONI® 607 410 226 48.0 81.4

STELARA® 1,025 738 393 38.9 87.8

Other Immunology 103 158 169 (34.8) (6.5)

Total Infectious Diseases 3,194 3,189 3,033 0.2 5.1

INTELENCE® 349 314 243 11.1 29.2

LEVAQUIN®/FLOXIN® 75 623 1,357 (88.0) (54.1)

PREZISTA® 1,414 1,211 857 16.8 41.3

Other Infectious Diseases 1,356 1,041 576 30.3 80.7

Total Neuroscience 6,718 6,948 6,644 (3.3) 4.6

CONCERTA®/methylphenidate 1,073 1,268 1,319 (15.4) (3.9)

INVEGA® 550 499 424 10.2 17.7

INVEGA® SUSTENNA®/XEPLION® 796 378 152 ** **

RISPERDAL® CONSTA® 1,425 1,583 1,500 (10.0) 5.5

Other Neuroscience 2,874 3,220 3,249 (10.7) (0.9)

Total Oncology 2,629 2,048 1,465 28.4 39.8

DOXIL®/CAELYX® 83 402 320 (79.4) 25.6

VELCADE® 1,500 1,274 1,080 17.7 18.0

ZYTIGA® 961 301 – ** 100.0

Other Oncology 85 71 65 19.7 9.2

Total Other 4,936 5,385 5,856 (8.3) (8.0)

ACIPHEX®/PARIET® 835 975 1,006 (14.4) (3.1)

PROCRIT®/EPREX® 1,462 1,623 1,934 (9.9) (16.1)

Other 2,639 2,787 2,916 (5.3) (4.4)

Total Pharmaceutical Sales $25,351 24,368 22,396 4.0% 8.8

* Prior year amounts have been reclassified to conform to current year presentation.
** Percentage greater than 100%

Immunology products achieved sales of $7.9 billion in 2012, representing an increase of 15.8% as compared to the prior
year. The increased sales of SIMPONI® (golimumab) and REMICADE® (infliximab) were primarily due to market growth
and the impact of the agreement with Merck & Co. Inc. (Merck). Effective July 1, 2011, distribution rights to REMICADE®

and SIMPONI® in certain territories were relinquished to the Company by Merck. Additional contributors to the increase
were sales of STELARA® (ustekinumab).

Infectious disease products achieved sales of $3.2 billion in 2012, representing an increase of 0.2% as compared to the
prior year. Major contributors were INCIVO® (telaprevir), the continued momentum in market share growth of PREZISTA®

(darunavir), EDURANT® (rilpivirine) and INTELENCE® (etravirine) partially offset by lower sales of LEVAQUIN®

(levofloxacin)/FLOXIN® (ofloxacin), due to the loss of market exclusivity in the U.S. in June 2011.
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Neuroscience products sales were $6.7 billion, a decline of 3.3% as compared to the prior year. Growth was impacted by
generic competition for CONCERTA®/methylphenidate, RAZADYNE® (galantamine), RISPERDAL® (risperidone) and
DURAGESIC®/Fentanyl Transdermal (fentanyl transdermal system). A decline in the Company’s long-acting injectable
antipsychotic, RISPERDAL® CONSTA® (risperidone), was offset by strong sales of INVEGA® SUSTENNA®/XEPLION®

(paliperidone palmitate) and INVEGA® (paliperidone palmitate). The Company’s U.S. Supply and Distribution Agreement
with Watson Laboratories, Inc. to distribute an authorized generic version of CONCERTA® became effective May 1, 2011.
The original CONCERTA® patent expired in 2004, and the parties have received approval from the FDA to manufacture
and market a generic version of CONCERTA®. Another generic version of CONCERTA® was launched on December 31,
2012. This will result in a further reduction in CONCERTA® sales.

Oncology products achieved sales of $2.6 billion in 2012, representing an increase of 28.4% as compared to the prior
year. This growth was primarily due to sales of ZYTIGA® (abiraterone acetate) and VELCADE® (bortezomib). This growth
was partially offset by lower sales of DOXIL® (doxorubicin HCI liposome injection)/CAELYX® (pegylated liposomal
doxorubicin hydrochloride), due to supply constraints from the Company’s third-party manufacturer. The Company has
been working to restore a reliable supply of DOXIL®/CAELYX®. Full access in the U.S. has been restored. An alternate
manufacturing approach was approved in the European Union (EU) and Japan late in 2012 and in Canada in January of
2013. In the European Union, the CAELYX® managed access program was put in place to ensure patients can complete
their full course of treatment. It will remain in place until a full supply of CAELYX® has been restored. In February 2013, the
FDA approved a generic version of DOXIL®.

Other Pharmaceutical sales were $4.9 billion, a decline of 8.3% as compared to the prior year primarily due to divestitures
and lower sales of ACIPHEX®/PARIET® (rabeprazole sodium) and EPREX® (Epoetin alfa), primarily due to the impact of
generic competition. These results were partially offset by sales growth of XARELTO® (rivaroxaban).

During 2012, the Company received several regulatory approvals including: U.S. approval of a new 800mg tablet of
PREZISTA® (darunavir) for once-daily oral administration for the treatment of human immunodeficiency virus (HIV-1) in
treatment-naive and treatment-experienced adult patients with no darunavir resistance-associated mutations; FDA
approval for the expanded use of XARELTO® (rivaroxaban) to treat deep-vein thrombosis, or DVT, and pulmonary
embolism, or PE and to reduce the risk of recurrent DVT and PE following initial treatment; and the FDA granted
accelerated approval for SIRTURO™ (bedaquiline) tablets for the treatment of pulmonary multi-drug resistant tuberculosis
as part of combination therapy in adults. The FDA approved the supplemental New Drug Application (NDA) for
NUCYNTA® ER (tapentadol) extended-release tablets, an oral analgesic taken twice daily, for the management of
neuropathic pain associated with diabetic peripheral neuropathy in adults. The FDA and the European Commission also
approved an expanded indication for ZYTIGA® (abiraterone acetate), in combination with prednisone, allowing for the use
before chemotherapy in the treatment of metastatic castration-resistant prostate cancer. In addition, the European
Commission approved the marketing authorizations for DACOGEN® (decitabine) for the treatment of adult patients (age
65 years and above) with newly diagnosed de novo or secondary acute myeloid leukemia who are not candidates for
standard induction chemotherapy, and for the subcutaneous administration of VELCADE® (bortezomib) for the treatment
of multiple myeloma.

The Company submitted several New Drug Applications, including an NDA to the FDA and Marketing Authorization
Application (MAA) to the European Medicines Agency (EMA) seeking approval for the use of canagliflozin, an oral, once-
daily, selective sodium glucose co-transporter 2 (SGLT2) inhibitor, for the treatment of adult patients with type 2 diabetes,
and an NDA seeking approval for a fixed-dose therapy combining canagliflozin and immediate release metformin to treat
patients with type 2 diabetes. Additional submissions included a supplemental Biologics License Application to the FDA
and a Type II Variation to the EMA requesting approval of STELARA® (ustekinumab) for the treatment of adult patients
with active psoriatic arthritis, and a Biologics License Application to the FDA requesting approval of an investigational
intravenous formulation of the anti-tumor necrosis factor (TNF)-alpha SIMPONI® (golimumab) for the treatment of adults
with moderately to severely active rheumatoid arthritis. In addition, a supplemental Biologics License Application was
submitted to the FDA and a Type II Variation was submitted to the EMA requesting approval of SIMPONI® (golimumab) for
the treatment of moderately to severely active ulcerative colitis in adult patients who have had an inadequate response to
conventional therapy including corticosteroids and 6-mercaptopurine (6-MP) or azathioprine (AZA), or who are intolerant
to or have medical contraindications for such therapies. Finally, an MAA was submitted to the EMA seeking conditional
approval for the use of bedaquiline (TMC207) as an oral treatment, to be used as part of combination therapy for
pulmonary, multi-drug resistant tuberculosis in adults.

Pharmaceutical segment sales in 2011 were $24.4 billion, an increase of 8.8% from 2010, with operational growth of
6.2% and a positive currency impact of 2.6%. U.S. sales were $12.4 billion, a decrease of 1.1%. International sales were
$12.0 billion, an increase of 21.3%, which included 15.5% operational growth and a positive currency impact of 5.8%.
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Medical Devices and Diagnostics Segment

The Medical Devices and Diagnostics segment achieved sales of $27.4 billion in 2012, representing an increase of 6.4%
over the prior year, with operational growth of 8.7% and a negative currency impact of 2.3%. U.S. sales were $12.4 billion,
an increase of 8.7% as compared to the prior year. International sales were $15.1 billion, an increase of 4.5% over the
prior year, with operational growth of 8.6% and a negative currency impact of 4.1%. The acquisition of Synthes, Inc., net of
the related divestiture, increased both total sales growth and operational growth for the Medical Devices and Diagnostics
segment by 7.9%.

Major Medical Devices and Diagnostics Franchise Sales:*

% Change

(Dollars in Millions) 2012 2011 2010 ’12 vs. ’11 ’11 vs. ’10

Orthopaedics $7,799 5,809 5,585 34.3% 4.0

Surgical Care 6,483 6,637 6,272 (2.3) 5.8

Vision Care 2,996 2,916 2,680 2.7 8.8

Diabetes Care 2,616 2,652 2,470 (1.4) 7.4

Specialty Surgery 2,526 2,407 2,186 4.9 10.1

Diagnostics 2,069 2,164 2,053 (4.4) 5.4

Cardiovascular Care 1,985 2,288 2,552 (13.2) (10.3)

Infection Prevention/Other 952 906 803 5.1 12.8

Total Medical Devices and Diagnostics Sales $27,426 25,779 24,601 6.4% 4.8

* Prior year amounts have been reclassified to conform to current year presentation.

The Orthopaedics franchise achieved sales of $7.8 billion in 2012, a 34.3% increase over the prior year. Growth was
primarily due to sales of newly acquired products from Synthes, Inc., and sales of joint reconstruction and Mitek sports
medicine products. Sales were impacted by the divestitures of the surgical instruments business of Codman & Shurtleff,
Inc., in the fiscal fourth quarter of 2011, and the divestiture of certain rights and assets related to the DePuy trauma
business. The positive impact on the Orthopaedics franchise total sales growth and operational growth due to the newly
acquired products from Synthes, Inc. net of the related trauma business divestiture was 34.7%.

The Surgical Care franchise sales were $6.5 billion in 2012, a decrease of 2.3% from the prior year. Lower sales of
mechanical, breast care and pelvic floor products were partially offset by increased sales of sutures and endoscopy
products with the success of the ECHELON FLEX™ powered ENDOPATH® Stapler.

The Vision Care franchise achieved sales of $3.0 billion in 2012, a 2.7% increase over the prior year. The growth was
driven by ACUVUE® TruEye®, 1-DAY ACUVUE® MOIST® for Astigmatism and 1-DAY ACUVUE® MOIST® .

The Diabetes Care franchise sales were $2.6 billion, a decrease of 1.4% versus the prior year. Sales growth in Asia and
Latin America was offset by the negative impact of currency.

The Specialty Surgery franchise achieved sales of $2.5 billion in 2012, a 4.9% increase over the prior year. Incremental
sales from the acquisition of SterilMed Inc., sales of biosurgery products and international sales of energy products were
the major contributors to the growth.

The Diagnostics franchise sales were $2.1 billion, a decline of 4.4% versus the prior year. The decline was primarily due to
lower sales in donor screening due to competitive pressures, and the divestiture of the RhoGAM® business during the
third quarter of 2012. In January 2013, the Company announced it is exploring strategic alternatives for the Ortho-Clinical
Diagnostics business, including a possible divestiture.

The Cardiovascular Care franchise sales were $2.0 billion, a decline of 13.2% versus the prior year. Sales were impacted
by the Company’s decision to exit the drug-eluting stent market in the second quarter of 2011, and lower sales of
endovascular products, impacted by competitive launches and a disruption in supply that was resolved late in the third
quarter. The decline in sales was partially offset by strong growth in Biosense Webster’s electrophysiology business
primarily due to the success of the THERMOCOOL® catheter launches.

The Infection Prevention/Other franchise achieved sales of $1.0 billion in 2012, a 5.1% increase over the prior year
primarily due to growth in the advanced sterilization business.
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The Medical Devices and Diagnostics segment achieved sales of $25.8 billion in 2011, representing an increase of 4.8%
over the prior year, with operational growth of 1.7% and a positive currency impact of 3.1%. U.S. sales were $11.4 billion,
a decrease of 0.4% as compared to the prior year. International sales were $14.4 billion, an increase of 9.2% over the
prior year, with operational growth of 3.4% and a positive currency impact of 5.8%.

Analysis of Consolidated Earnings Before Provision for Taxes on
Income
Consolidated earnings before provision for taxes on income increased by $1.4 billion to $13.8 billion in 2012 as
compared to $12.4 billion in 2011, an increase of 11.4%. Earnings before provision for taxes on income were favorable
due to increased gross profit of $0.9 billion, a $0.1 billion decrease in selling, marketing and administrative expenses due
to cost containment initiatives across many of the businesses, lower litigation expense of $2.1 billion and lower charges of
$0.4 billion related to the DePuy ASR™ Hip program versus the prior year. This was partially offset by $2.1 billion of
charges attributable to asset write-downs and impairment of in-process research and development, primarily related to the
Crucell vaccine business and the discontinuation of the Phase III clinical development of bapineuzumab IV and $0.2 billion
of integration and currency costs related to the acquisition of Synthes, Inc., versus the prior year. Included in 2011 was a
$0.6 billion restructuring charge, net of inventory write-offs which are included in cost of products sold, related to the
Cardiovascular Care business. Additionally, 2011 included higher gains from divestitures and other items of $0.3 billion,
recorded in other (income) expense, net.

The 2011 decrease of 27.1% as compared to 2010 was primarily due to costs associated with litigation, which includes
product liability, the impact of the OTC and DePuy ASR™ Hip recalls and the restructuring expense related to the
Cardiovascular Care business. Additionally, investment spending, the fee on branded pharmaceutical products incurred
due to the U.S. health care reform legislation, and the integration costs, including an inventory step-up charge, associated
with the acquisition of Crucell contributed to the decrease in earnings. This was partially offset by gains from divestitures.

As a percent to sales, consolidated earnings before provision for taxes on income in 2012 was 20.5% versus 19.0% in
2011.

Cost of Products Sold and Selling, Marketing and Administrative Expenses: Cost of products sold and selling,
marketing and administrative expenses as a percent to sales were as follows:

% of Sales 2012 2011 2010

Cost of products sold 32.2% 31.3 30.5

Percent point increase over the prior year 0.9 0.8 0.7

Selling, marketing and administrative expenses 31.0 32.3 31.5

Percent point (decrease)/increase over the prior year (1.3) 0.8 (0.5)

In 2012, cost of products sold as a percent to sales increased compared to the prior year. This was primarily the result of
the amortization of the inventory step-up charge of $0.4 billion and amortization of intangibles related to the Synthes, Inc.,
acquisition of $0.3 billion and ongoing remediation costs in the McNeil OTC business. There was a decrease in the
percent to sales of selling, marketing and administrative expenses in 2012 compared to the prior year primarily due to cost
containment initiatives across many of the businesses. The prior year period included higher investment spending in the
Pharmaceutical business for new products.

In 2011, cost of products sold as a percent to sales increased compared to the prior year. This was primarily attributable
to ongoing remediation costs in the McNeil OTC business and inventory write-offs due to the restructuring of the
Cardiovascular Care business. In addition, lower margins and integration costs, including an inventory step-up charge,
associated with the acquisition of Crucell negatively impacted cost of products sold. Percent to sales of selling, marketing
and administrative expenses increased in 2011 compared to the prior year primarily due to investment spending, as well as
the fee on branded pharmaceutical products incurred due to the U.S. health care reform legislation.
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Research and Development Expense: Research and development expense by segment of business was as follows:

2012 2011 2010

(Dollars in Millions) Amount % of Sales* Amount % of Sales* Amount % of Sales*

Consumer $622 4.3% 659 4.4 609 4.2

Pharmaceutical 5,362 21.2 5,138 21.1 4,432 19.8

Medical Devices and Diagnostics 1,681 6.1 1,751 6.8 1,803 7.3

Total research and development expense $7,665 11.4% 7,548 11.6 6,844 11.1

Percent increase/(decrease) over the prior
year 1.6% 10.3 (2.0)

* As a percent to segment sales

Research and development activities represent a significant part of the Company’s business. These expenditures relate to
the processes of discovering, testing and developing new products, improving existing products, as well as ensuring
product efficacy and regulatory compliance prior to launch. The Company remains committed to investing in research and
development with the aim of delivering high quality and innovative products. In 2012, worldwide costs of research and
development activities increased by 1.6% compared to 2011. The decrease in the Medical Devices and Diagnostics
segment was primarily due to the discontinuation of the clinical development program for the NEVO™ Sirolimus-Eluting
Coronary Stent.

In-Process Research and Development (IPR&D): In 2012, the Company recorded a charge of $1.2 billion, which
included $0.7 billion for the impairment of the IPR&D related to the discontinuation of the Phase III clinical development of
bapineuzumab IV and the partial impairment of the IPR&D related to the Crucell vaccine business in the amount of $0.4
billion. Of the $0.7 billion impairment of the IPR&D related to the discontinuation of the Phase III clinical development of
bapineuzumab IV, $0.3 billion is attributable to noncontrolling interest. These charges relate to development projects
which have been recently discontinued or delayed.

Other (Income) Expense, Net: Other (income) expense, net includes royalty income; gains and losses related to the
sale and write-down of certain investments in equity securities held by Johnson & Johnson Development Corporation;
gains and losses on the disposal of property, plant and equipment; currency gains and losses; and litigation settlements. In
2012, the favorable change of $1.1 billion in other (income) expense, net, was primarily due to lower expenses of $2.1
billion related to litigation, including product liability, and $0.4 billion for costs related to the DePuy ASR™ Hip program.
This was partially offset by $0.9 billion attributed to asset write-downs, primarily related to the Crucell vaccine business,
and $0.2 billion of higher integration/transaction and currency costs related to the acquisition of Synthes, Inc.

In 2011, the unfavorable change of $3.5 billion in other (income) expense, net, was primarily due to net litigation, which
includes product liability of $3.3 billion in 2011 as compared to a $0.4 billion net gain from litigation in 2010. Additionally,
2011 as compared to 2010 included higher expenses of $0.2 billion for costs related to the DePuy ASR™ Hip program
and an adjustment of $0.5 billion to the value of the currency option and deal costs related to the acquisition of Synthes,
Inc. Included in 2011 were higher gains on the divestitures of businesses of $0.6 billion as compared to 2010.

Restructuring: In 2011, Cordis Corporation, a subsidiary of Johnson & Johnson, announced the discontinuation of its
clinical development program for the NEVO™ Sirolimus-Eluting Coronary Stent and cessation of the manufacture and
marketing of CYPHER® and CYPHER SELECT® Plus Sirolimus-Eluting Coronary Stents by the end of 2011. The
Company recorded a pre-tax charge of $0.7 billion, of which $0.1 billion was included in the cost of products sold. There
was no restructuring charge in 2012. See Note 22 to the Consolidated Financial Statements for additional details related
to the restructuring.

Interest (Income) Expense: Interest income in 2012 decreased by $27 million as compared to the prior year due to
lower rates of interest earned and lower average cash balances. Cash, cash equivalents and marketable securities totaled
$21.1 billion at the end of 2012, and averaged $26.7 billion as compared to the $30.0 billion average cash balance in
2011. The decline in the average cash balance was due to the acquisition of Synthes, Inc., partially offset by cash
generated from operating activities.

Interest expense in 2012 decreased by $39 million as compared to 2011 due to a lower average debt balance. The
average debt balance was $17.9 billion in 2012 versus $18.2 billion in 2011. The total debt balance at the end of 2012
was $16.2 billion as compared to $19.6 billion at the end of 2011. The reduction in debt of approximately $3.4 billion was
primarily due to a reduction in commercial paper.
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Interest income in 2011 decreased by $16 million as compared to the prior year due to lower rates of interest earned
despite higher average cash balances. Cash, cash equivalents and marketable securities totaled $32.3 billion at the end of
2011, and averaged $30.0 billion as compared to the $23.6 billion average cash balance in 2010. The increase in the
average cash balance was primarily due to cash generated from operating activities and net cash proceeds from
divestitures.

Interest expense in 2011 increased by $116 million as compared to 2010 due to a higher average debt balance. The total
debt balance at the end of 2011 was $19.6 billion as compared to $16.8 billion at the end of 2010. The higher average
debt balance of $18.2 billion in 2011 versus $15.7 billion in 2010 was due to increased borrowings. The Company
increased borrowings, capitalizing on favorable terms in the capital markets. The proceeds of the borrowings were used
for general corporate purposes.

Segment Pre-Tax Profit

Pre-tax profits by segment of business were as follows:

Percent of
Segment Sales

(Dollars in Millions) 2012 2011 2012 2011

Consumer $1,693 2,096 11.7% 14.1

Pharmaceutical 6,075 6,406 24.0 26.3

Medical Devices and Diagnostics 7,187 5,263 26.2 20.4

Total(1) 14,955 13,765 22.2 21.2

Less: Expenses not allocated to segments(2) 1,180 1,404

Earnings before provision for taxes on income $13,775 12,361 20.5% 19.0

(1) See Note 18 to the Consolidated Financial Statements for more details.
(2) Amounts not allocated to segments include interest (income) expense, noncontrolling interests, and general corporate (income)

expense. A $0.2 billion and $0.5 billion currency related expense for the acquisition of Synthes, Inc., was included in 2012 and 2011,
respectively.

Consumer Segment: In 2012, Consumer segment pre-tax profit as a percent to sales was 11.7% versus 14.1% in
2011. Pre-tax profit was unfavorably impacted by $0.3 billion attributed to intangible asset write-downs and approximately
$0.3 billion due to unfavorable product mix and remediation costs associated with the McNEIL-PPC, Inc., consent decree.
This was partially offset by cost containment initiatives realized in selling, marketing and administrative expenses. In
addition, 2011 included higher gains on divestitures. In 2011, Consumer segment pre-tax profit decreased 10.5% from
2010. The primary drivers of the decline in operating profit were unfavorable product mix and remediation costs associated
with the recall of certain OTC products, partially offset by the gain on the divestiture of MONISTAT®.

Pharmaceutical Segment: In 2012, Pharmaceutical segment pre-tax profit as a percent to sales was 24.0% versus
26.3% in 2011. Pre-tax profit was unfavorably impacted by charges of $1.6 billion attributed to the write-down of assets
and impairment of in-process research and development assets, related to the Crucell vaccine business, and to the
discontinuation of the Phase III clinical development of bapineuzumab IV. This was partially offset by lower litigation
expense of $1.1 billion versus the prior year and favorable operating expenses of $0.3 billion. Additionally, 2012 included
the gain on the divestiture of BYSTOLIC® (nebivolol) IP rights. In 2011, Pharmaceutical segment pre-tax profit decreased
9.6% from 2010. The primary drivers of the decrease in the pre-tax profit margin were higher litigation expenses recorded
in 2011, the impact of the U.S. health care reform fee, and lower margins and integration costs, including an inventory
step-up charge, associated with the Crucell acquisition. This was partially offset by gains on the divestitures of the Animal
Health Business and Ortho Dermatologics, the gain related to the Company’s earlier investment in Crucell, and lower
manufacturing costs.

Medical Devices and Diagnostics Segment: In 2012, Medical Devices and Diagnostics segment pre-tax profit as a
percent to sales was 26.2% versus 20.4% in 2011. The Medical Devices and Diagnostics segment pre-tax profit was
favorably impacted by profits from Synthes sales, lower expenses of $1.4 billion for litigation, including product liability,
and the DePuy ASR™ Hip program and $0.1 billion for research and development primarily due to the discontinuation of
its clinical development program for the NEVO™ Sirolimus-Eluting Coronary Stent. This was partially offset by an increase
in integration costs and amortization of the inventory step-up of $0.8 billion associated with the acquisition of Synthes,
Inc., and $0.1 billion attributed to the write-down of intangible assets. In addition, 2012 included higher gains on
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divestitures versus the prior year due to the divestitures of the Therakos business and RhoGAM®. Additionally, 2011
included a $0.7 billion restructuring charge related to the discontinuation of the clinical development program for the
NEVO™ Sirolimus-Eluting Coronary Stent. In 2011, Medical Devices and Diagnostics segment pre-tax profit decreased
36.4% from 2010. The primary drivers of the decline in the pre-tax profit margin in the Medical Devices and Diagnostics
segment were litigation expenses, including product liability, costs associated with the DePuy ASR™ Hip program,
restructuring expense, costs incurred related to the acquisition of Synthes, Inc., and increased investment spending.

Provision for Taxes on Income: The worldwide effective income tax rate was 23.7% in 2012, 21.8% in 2011 and
21.3% in 2010. The increase in the 2012 effective tax rate of 1.9% as compared to 2011 was due to lower tax benefits
on the impairment of in-process research and development intangible assets in low tax jurisdictions, increases in taxable
income in higher tax jurisdictions relative to lower tax jurisdictions and the exclusion of the benefit of the U.S. Research &
Development (R&D) tax credit and the CFC look-through provisions from the 2012 fiscal year financial results. The R&D
tax credit and the CFC look-through provisions were enacted into law in 2013 and were retroactive to January 1, 2012.
The entire benefit of the R&D tax credit and the CFC look-through provisions will be reflected in the 2013 fiscal year
financial results.

The 2011 tax rate increased as compared to 2010 due to certain U.S. expenses which are not fully tax deductible and
higher U.S. state taxes partially offset by increases in taxable income in lower tax jurisdictions relative to higher tax
jurisdictions.

Noncontrolling Interest: A charge of $0.7 billion for the impairment of the IPR&D related to the discontinuation of the
Phase III clinical development of bapineuzumab IV was recorded in 2012. Of the $0.7 billion impairment, $0.3 billion is
attributable to noncontrolling interest.

Liquidity and Capital Resources

Liquidity & Cash Flows

Cash and cash equivalents were $14.9 billion at the end of 2012 as compared with $24.5 billion at the end of 2011. The
primary uses of cash that contributed to the $9.6 billion decrease versus the prior year were approximately $4.5 billion net
cash used by investing activities and $20.6 billion net cash used by financing activities partially offset by $15.4 billion of
cash generated from operating activities.

Cash flow from operations of $15.4 billion was the result of $10.5 billion of net earnings and $6.9 billion of non-cash
charges primarily related to depreciation and amortization, asset write-downs (primarily in-process research and
development), stock-based compensation, noncontrolling interest and deferred tax provision reduced by $2.0 billion
related to changes in assets and liabilities, net of effects from acquisitions.

Investing activities use of $4.5 billion was primarily for $2.9 billion for additions to property, plant and equipment and
acquisitions, net of cash acquired of $4.5 billion partially offset by net sales of investments in marketable securities of
$1.4 billion and $1.5 billion of proceeds from the disposal of assets.

Financing activities use of $20.6 billion was for the repurchase of common stock of $12.9 billion primarily for the
acquisition of Synthes, Inc., dividends to shareholders of $6.6 billion and net retirement of short and long-term debt of
$3.7 billion, partially offset by $2.7 billion of net proceeds from stock options exercised/excess tax benefits.

In 2012, the Company continued to have access to liquidity through the commercial paper market. For additional details
on borrowings, see Note 7 to the Consolidated Financial Statements.

The Company anticipates that operating cash flows, existing credit facilities and access to the commercial paper markets
will provide sufficient resources to fund operating needs in 2013.

Concentration of Credit Risk

Global concentration of credit risk with respect to trade accounts receivables continues to be limited due to the large
number of customers globally and adherence to internal credit policies and credit limits. Recent economic challenges in
Italy, Spain, Greece and Portugal (the Southern European Region) have impacted certain payment patterns, which have
historically been longer than those experienced in the U.S. and other international markets. The total net trade accounts
receivable balance in the Southern European Region was approximately $2.1 billion as of December 30, 2012 and
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approximately $2.4 billion as of January 1, 2012. Approximately $1.2 billion as of December 30, 2012 and approximately
$1.4 billion as of January 1, 2012 of the Southern European Region net trade accounts receivable balance related to the
Company’s Consumer, Vision Care and Diabetes Care businesses as well as certain Pharmaceutical and Medical Devices
and Diagnostics customers which are in line with historical collection patterns.

The remaining balance of net trade accounts receivable in the Southern European Region has been negatively impacted
by the timing of payments from certain government owned or supported health care customers as well as certain
distributors of the Pharmaceutical and Medical Devices and Diagnostics local affiliates. The total net trade accounts
receivable balance for these customers were approximately $0.9 billion at December 30, 2012 and $1.0 billion at
January 1, 2012. The Company continues to receive payments from these customers and in some cases late payment
premiums. For customers where payment is expected over periods of time longer than one year, revenue and trade
receivables have been discounted over the estimated period of time for collection. Allowances for doubtful accounts have
been increased for these customers, but have been immaterial to date. The Company will continue to work closely with
these customers on payment plans, monitor the economic situation and take appropriate actions as necessary.

Financing and Market Risk

The Company uses financial instruments to manage the impact of foreign exchange rate changes on cash flows.
Accordingly, the Company enters into forward foreign exchange contracts to protect the value of certain foreign currency
assets and liabilities and to hedge future foreign currency transactions primarily related to product costs. Gains or losses
on these contracts are offset by the gains or losses on the underlying transactions. A 10% appreciation of the U.S. Dollar
from the December 30, 2012 market rates would increase the unrealized value of the Company’s forward contracts by
$91 million. Conversely, a 10% depreciation of the U.S. Dollar from the December 30, 2012 market rates would decrease
the unrealized value of the Company’s forward contracts by $112 million. In either scenario, the gain or loss on the forward
contract would be offset by the gain or loss on the underlying transaction, and therefore, would have no impact on future
anticipated earnings and cash flows.

The Company hedges the exposure to fluctuations in currency exchange rates, and the effect on certain assets and
liabilities in foreign currency, by entering into currency swap contracts. A 1% change in the spread between U.S. and
foreign interest rates on the Company’s interest rate sensitive financial instruments would either increase or decrease the
unrealized value of the Company’s swap contracts by approximately $190 million. In either scenario, at maturity, the gain or
loss on the swap contract would be offset by the gain or loss on the underlying transaction, and therefore, would have no
impact on future anticipated cash flows.

The Company does not enter into financial instruments for trading or speculative purposes. Further, the Company has a
policy of only entering into contracts with parties that have at least an “A” (or equivalent) credit rating. The counter-parties
to these contracts are major financial institutions and there is no significant concentration of exposure with any one
counter-party. Management believes the risk of loss is remote.

The Company has access to substantial sources of funds at numerous banks worldwide. In September 2012, the
Company secured a new 364-day Credit Facility. Total credit available to the Company approximates $10 billion, which
expires on September 19, 2013. Interest charged on borrowings under the credit line agreement is based on either bids
provided by banks, the prime rate or London Interbank Offered Rates (LIBOR), plus applicable margins. Commitment fees
under the agreement are not material.

Total borrowings at the end of 2012 and 2011 were $16.2 billion and $19.6 billion, respectively. The reduction in debt in
2012 of approximately $3.4 billion was primarily due to a reduction in commercial paper.

In 2012, net cash (cash and current marketable securities, net of debt) was $4.9 billion compared to net cash of
$12.6 billion in 2011. Total debt represented 20.0% of total capital (shareholders’ equity and total debt) in 2012 and
25.6% of total capital in 2011. Shareholders’ equity per share at the end of 2012 was $23.33 compared to $20.95 at
year-end 2011, an increase of 11.4%.

A summary of borrowings can be found in Note 7 to the Consolidated Financial Statements.
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Contractual Obligations and Commitments

The Company’s contractual obligations are primarily for leases, debt and unfunded retirement plans. There are no other
significant obligations. To satisfy these obligations, the Company will use cash from operations. The following table
summarizes the Company’s contractual obligations and their aggregate maturities as of December 30, 2012 (see Notes 7,
10 and 16 to the Consolidated Financial Statements for further details):

(Dollars in Millions)

Long-Term
Debt

Obligations

Interest on
Debt

Obligations

Unfunded
Retirement

Plans
Operating

Leases Total

2013 $1,512 497 68 251 2,328

2014 1,789 483 66 192 2,530

2015 – 477 71 149 697

2016 898 471 76 115 1,560

2017 1,000 436 80 90 1,606

After 2017 7,802 4,232 502 128 12,664

Total $13,001 6,596 863 925 21,385

For tax matters, see Note 8 to the Consolidated Financial Statements.

Share Repurchase and Dividends

On July 9, 2007, the Company announced that its Board of Directors approved a stock repurchase program authorizing
the Company to buy back up to $10.0 billion of the Company’s Common Stock. As of January 2, 2011, the Company
repurchased an aggregate of 158.3 million shares of Johnson & Johnson Common Stock at a cost of $10.0 billion and the
stock repurchase program was completed. The Company funded the share repurchase program through a combination of
available cash and debt.

Pursuant to the accelerated stock repurchase agreements in connection with the acquisition of Synthes, Inc., the
Company has not made any purchases of Common Stock on the open market during the fiscal third and fourth quarters of
2012.

The Company increased its dividend in 2012 for the 50th consecutive year. Cash dividends paid were $2.40 per share in
2012 compared with dividends of $2.25 per share in 2011, and $2.11 per share in 2010. The dividends were distributed
as follows:

2012 2011 2010

First quarter $0.57 0.54 0.49

Second quarter 0.61 0.57 0.54

Third quarter 0.61 0.57 0.54

Fourth quarter 0.61 0.57 0.54

Total $2.40 2.25 2.11

On January 2, 2013, the Board of Directors declared a regular quarterly cash dividend of $0.61 per share, payable on
March 12, 2013, to shareholders of record as of February 26, 2013. The Company expects to continue the practice of
paying regular cash dividends.
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Other Information

Critical Accounting Policies and Estimates

Management’s discussion and analysis of results of operations and financial condition are based on the Company’s
consolidated financial statements that have been prepared in accordance with accounting principles generally accepted in
the U.S. (GAAP). The preparation of these financial statements requires that management make estimates and
assumptions that affect the amounts reported for revenues, expenses, assets, liabilities and other related disclosures.
Actual results may or may not differ from these estimates. The Company believes that the understanding of certain key
accounting policies and estimates are essential in achieving more insight into the Company’s operating results and
financial condition. These key accounting policies include revenue recognition, income taxes, legal and self-insurance
contingencies, valuation of long-lived assets, assumptions used to determine the amounts recorded for pensions and other
employee benefit plans and accounting for stock options.

Revenue Recognition: The Company recognizes revenue from product sales when goods are shipped or delivered, and
title and risk of loss pass to the customer. Provisions for certain rebates, sales incentives, trade promotions, coupons,
product returns and discounts to customers are accounted for as reductions in sales in the same period the related sales
are recorded.

Product discounts granted are based on the terms of arrangements with direct, indirect and other market participants, as
well as market conditions, including prices charged by competitors. Rebates, the largest being the Medicaid rebate
provision, are estimated based on contractual terms, historical experience, trend analysis and projected market conditions
in the various markets served. The Company evaluates market conditions for products or groups of products primarily
through the analysis of wholesaler and other third-party sell-through and market research data, as well as internally
generated information.

Sales returns are generally estimated and recorded based on historical sales and returns information. Products that exhibit
unusual sales or return patterns due to dating, competition or other marketing matters are specifically investigated and
analyzed as part of the accounting for sales return accruals.

Sales returns allowances represent a reserve for products that may be returned due to expiration, destruction in the field,
or in specific areas, product recall. The returns reserve is based on historical return trends by product and by market as a
percent to gross sales. In accordance with the Company’s accounting policies, the Company generally issues credit to
customers for returned goods. The Company’s sales returns reserves are accounted for in accordance with the
U.S. GAAP guidance for revenue recognition when right of return exists. Sales returns reserves are recorded at full sales
value. Sales returns in the Consumer and Pharmaceutical segments are almost exclusively not resalable. Sales returns for
certain franchises in the Medical Devices and Diagnostics segment are typically resalable but are not material. The
Company rarely exchanges products from inventory for returned products. The sales returns reserve for the total Company
has ranged between 1.0% and 1.2% of annual net trade sales during the fiscal reporting years 2012, 2011 and 2010.

Promotional programs, such as product listing allowances and cooperative advertising arrangements, are recorded in the
year incurred. Continuing promotional programs include coupons and volume-based sales incentive programs. The
redemption cost of consumer coupons is based on historical redemption experience by product and value. Volume-based
incentive programs are based on estimated sales volumes for the incentive period and are recorded as products are sold.
The Company also earns service revenue for co-promotion of certain products. For all years presented, service revenues
were less than 2% of total revenues and are included in sales to customers. These arrangements are evaluated to
determine the appropriate amounts to be deferred.

In addition, the Company enters into collaboration arrangements that contain multiple revenue generating activities.
Amounts due from collaborative partners for these arrangements are recognized as each activity is performed or delivered,
based on the relative fair value. Upfront fees received as part of these arrangements are deferred and recognized over the
performance period. See Note 1 to the Consolidated Financial Statements for additional disclosures on collaborations.

Reasonably likely changes to assumptions used to calculate the accruals for rebates, returns and promotions are not
anticipated to have a material effect on the financial statements. The Company currently discloses the impact of changes
to assumptions in the quarterly or annual filing in which there is a material financial statement impact.

14 • Johnson & Johnson 2012 Annual Report



Below are tables that show the progression of accrued rebates, returns, promotions, reserve for doubtful accounts and
reserve for cash discounts by segment of business for the fiscal years ended December 30, 2012 and January 1, 2012.

Consumer Segment

(Dollars in Millions)

Balance at
Beginning of

Period Accruals
Payments/

Credits

Balance at
End of
Period

2012

Accrued rebates(1) $127 438 (433) 132

Accrued returns 114 131 (137) 108

Accrued promotions 240 1,392 (1,351) 281

Subtotal $481 1,961 (1,921) 521

Reserve for doubtful accounts 43 6 (11) 38

Reserve for cash discounts 22 214 (215) 21

Total $546 2,181 (2,147) 580

2011

Accrued rebates(1) $131 346 (350) 127

Accrued returns 145 103 (134) 114

Accrued promotions 294 1,520 (1,574) 240

Subtotal $570 1,969 (2,058) 481

Reserve for doubtful accounts 57 3 (17) 43

Reserve for cash discounts 21 226 (225) 22

Total $648 2,198 (2,300) 546

(1) Includes reserve for customer rebates of $33 million at December 30, 2012 and $34 million at January 1, 2012, recorded as a contra
asset.

Pharmaceutical Segment

(Dollars in Millions)

Balance at
Beginning of

Period Accruals
Payments/

Credits

Balance at
End of
Period

2012

Accrued rebates(1) $1,591 4,732 (4,556) 1,767

Accrued returns 384 49 (36) 397

Accrued promotions 83 142 (131) 94

Subtotal $2,058 4,923 (4,723) 2,258

Reserve for doubtful accounts 157 47 (13) 191

Reserve for cash discounts 45 425 (408) 62

Total $2,260 5,395 (5,144) 2,511

2011

Accrued rebates(1) $1,520 4,732 (4,661) 1,591

Accrued returns 294 105 (15) 384

Accrued promotions 83 187 (187) 83

Subtotal $1,897 5,024 (4,863) 2,058

Reserve for doubtful accounts 145 20 (8) 157

Reserve for cash discounts 54 392 (401) 45

Total $2,096 5,436 (5,272) 2,260

(1) Includes reserve for customer rebates of $269 million at December 30, 2012 and $298 million at January 1, 2012, recorded as a
contra asset.
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Medical Devices and Diagnostics Segment

(Dollars in Millions)

Balance at
Beginning of

Period Accruals
Payments/

Credits

Balance at
End of
Period

2012

Accrued rebates(1) $497 3,803 (3,733) 567

Accrued returns 184 369 (348) 205

Accrued promotions 73 49 (62) 60

Subtotal $754 4,221 (4,143) 832

Reserve for doubtful accounts 161 74 2 237

Reserve for cash discounts 32 371 (381) 22

Total $947 4,666 (4,522) 1,091

2011

Accrued rebates(1) $495 3,253 (3,251) 497

Accrued returns 201 352 (369) 184

Accrued promotions 50 67 (44) 73

Subtotal $746 3,672 (3,664) 754

Reserve for doubtful accounts 138 54 (31) 161

Reserve for cash discounts 35 342 (345) 32

Total $919 4,068 (4,040) 947

(1) Includes reserve for customer rebates of $340 million at December 30, 2012 and $324 million at January 1, 2012, recorded as a
contra asset.

Income Taxes: Income taxes are recorded based on amounts refundable or payable for the current year and include the
results of any difference between U.S. GAAP accounting and tax reporting, recorded as deferred tax assets or liabilities.
The Company estimates deferred tax assets and liabilities based on current tax regulations and rates. Changes in tax laws
and rates may affect recorded deferred tax assets and liabilities in the future.

The Company has unrecognized tax benefits for uncertain tax positions. The Company follows U.S. GAAP which
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of
a tax position taken or expected to be taken in a tax return. Management believes that changes in these estimates would
not have a material effect on the Company’s results of operations, cash flows or financial position.

At December 30, 2012 and January 1, 2012, the cumulative amounts of undistributed international earnings were
approximately $49.0 billion and $41.6 billion, respectively. At December 30, 2012 and January 1, 2012, the Company’s
foreign subsidiaries held balances of cash and cash equivalents in the amounts of $14.8 billion and $24.5 billion,
respectively. The Company has not provided deferred taxes on the undistributed earnings from certain international
subsidiaries where the earnings are considered to be permanently reinvested. The Company intends to continue to
reinvest these earnings in international operations. If the Company decided at a later date to repatriate these earnings to
the U.S., the Company would be required to provide for the net tax effects on these amounts. The Company does not
determine the deferred tax liability associated with these undistributed earnings, as such determination is not practical.

See Note 8 to the Consolidated Financial Statements for further information regarding income taxes.

Legal and Self Insurance Contingencies: The Company records accruals for various contingencies including legal
proceedings and product liability claims as these arise in the normal course of business. The accruals are based on
management’s judgment as to the probability of losses and, where applicable, actuarially determined estimates. The
Company has self insurance through a wholly-owned captive insurance company and is insured up to certain limits. In
addition to accruals in the self insurance program, claims that exceed the insurance coverage are accrued when losses are
probable and amounts can be reasonably estimated. Additionally, the Company records insurance receivable amounts
from third-party insurers when recovery is probable. As appropriate, reserves against these receivables are recorded for
estimated amounts that may not be collected from third-party insurers.

The Company follows the provisions of U.S. GAAP when recording litigation related contingencies. A liability is recorded
when a loss is probable and can be reasonably estimated. The best estimate of a loss within a range is accrued; however,
if no estimate in the range is better than any other, the minimum amount is accrued.
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Long-Lived and Intangible Assets: The Company assesses changes in economic conditions and makes assumptions
regarding estimated future cash flows in evaluating the value of the Company’s property, plant and equipment, goodwill
and intangible assets. As these assumptions and estimates may change over time, it may or may not be necessary for the
Company to record impairment charges.

Employee Benefit Plans: The Company sponsors various retirement and pension plans, including defined benefit,
defined contribution and termination indemnity plans, which cover most employees worldwide. These plans are based on
assumptions for the discount rate, expected return on plan assets, expected salary increases and health care cost trend
rates. See Note 10 to the Consolidated Financial Statements for further details on these rates and the effect a rate change
would have on the Company’s results of operations.

Stock Based Compensation: The Company recognizes compensation expense associated with the issuance of equity
instruments to employees for their services. The fair value of each award is estimated on the date of grant using the Black-
Scholes option valuation model and is expensed in the financial statements over the vesting period. The input assumptions
used in determining fair value are the expected life, expected volatility, risk-free rate and the dividend yield. See Note 17 to
the Consolidated Financial Statements for additional information.

New Accounting Pronouncements

Refer to Note 1 to the Consolidated Financial Statements for recently adopted accounting pronouncements and recently
issued accounting pronouncements not yet adopted as of December 30, 2012.

Economic and Market Factors

The Company is aware that its products are used in an environment where, for more than a decade, policymakers,
consumers and businesses have expressed concerns about the rising cost of health care. In response to these concerns,
the Company has a long-standing policy of pricing products responsibly. For the period 2002 - 2012, in the United
States, the weighted average compound annual growth rate of the Company’s net price increases for health care products
(prescription and over-the-counter drugs, hospital and professional products) was below the U.S. Consumer Price Index
(CPI).

Inflation rates continue to have an effect on worldwide economies and, consequently, on the way companies operate. The
Company accounted for operations in Venezuela as highly inflationary in 2010, 2011 and 2012, as the prior three-year
cumulative inflation rate surpassed 100%. In the face of increasing costs, the Company strives to maintain its profit
margins through cost reduction programs, productivity improvements and periodic price increases.

On February 8, 2013, the Venezuelan government announced a 32% devaluation of its currency. The effect of the
devaluation is not expected to have a material impact on the Company’s 2013 full year results.

The Company is exposed to fluctuations in currency exchange rates. A 1% change in the value of the U.S. Dollar as
compared to all foreign currencies in which the Company had sales, income or expense in 2012 would have increased or
decreased the translation of foreign sales by approximately $375 million and income by $80 million.

The Company faces various worldwide health care changes that may continue to result in pricing pressures that include
health care cost containment and government legislation relating to sales, promotions and reimbursement of health care
products.

Changes in the behavior and spending patterns of purchasers of health care products and services, including delaying
medical procedures, rationing prescription medications, reducing the frequency of physician visits and foregoing health
care insurance coverage, as a result of the current global economic downturn, may continue to impact the Company’s
businesses.

The Company also operates in an environment which has become increasingly hostile to intellectual property rights.
Generic drug firms have filed Abbreviated New Drug Applications (ANDAs) seeking to market generic forms of most of the
Company’s key pharmaceutical products, prior to expiration of the applicable patents covering those products. In the event
the Company is not successful in defending the patent claims challenged in ANDA filings, the generic firms will then
introduce generic versions of the product at issue, resulting in the potential for substantial market share and revenue
losses for that product. For further information, see the discussion on “Litigation Against Filers of Abbreviated New Drug
Applications” in Note 21 to the Consolidated Financial Statements.
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Legal Proceedings

Johnson & Johnson and certain of its subsidiaries are involved in various lawsuits and claims regarding product liability,
intellectual property, commercial and other matters; governmental investigations; and other legal proceedings that arise
from time to time in the ordinary course of business.

The Company records accruals for such contingencies when it is probable that a liability will be incurred and the amount
of the loss can be reasonably estimated. The Company has accrued for certain litigation matters and continues to monitor
each related legal issue and adjust accruals for new information and further developments in accordance with Accounting
Standards Codification (ASC) 450-20-25. For these and other litigation and regulatory matters currently disclosed for
which a loss is probable or reasonably possible, the Company is unable to determine an estimate of the possible loss or
range of loss beyond the amounts already accrued. These matters can be affected by various factors, including whether
damages sought in the proceedings are unsubstantiated or indeterminate; scientific and legal discovery has not
commenced or is not complete; proceedings are in early stages; matters present legal uncertainties; there are significant
facts in dispute; or there are numerous parties involved.

In the Company’s opinion, based on its examination of these matters, its experience to date and discussions with counsel,
the ultimate outcome of legal proceedings, net of liabilities accrued in the Company’s balance sheet, is not expected to
have a material adverse effect on the Company’s financial position. However, the resolution in any reporting period of one
or more of these matters, either alone or in the aggregate, may have a material adverse effect on the Company’s results of
operations and cash flows for that period.

See Note 21 to the Consolidated Financial Statements for further information regarding legal proceedings.

Common Stock Market Prices

The Company’s Common Stock is listed on the New York Stock Exchange under the symbol JNJ. As of February 19,
2013, there were 169,820 record holders of Common Stock of the Company. The composite market price ranges for
Johnson & Johnson Common Stock during 2012 and 2011 were:

2012 2011

High Low High Low

First quarter $66.32 64.02 63.54 57.50

Second quarter 67.70 61.71 67.37 59.25

Third quarter 69.75 66.85 68.05 59.08

Fourth quarter 72.74 67.80 66.32 60.83

Year-end close $69.48 65.58
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Cautionary Factors That May Affect Future Results
This Annual Report contains forward-looking statements. Forward-looking statements do not relate strictly to historical or
current facts and anticipate results based on management’s plans that are subject to uncertainty. Forward-looking
statements may be identified by the use of words such as “plans,” “expects,” “will,” “anticipates,” “estimates” and other
words of similar meaning in conjunction with, among other things, discussions of future operations, financial performance,
the Company’s strategy for growth, product development, regulatory approval, market position and expenditures.

Forward-looking statements are based on current expectations of future events. The Company cannot guarantee that any
forward-looking statement will be accurate, although the Company believes that it has been reasonable in its expectations
and assumptions. Investors should realize that if underlying assumptions prove inaccurate or that unknown risks or
uncertainties materialize, actual results could vary materially from the Company’s expectations and projections. Investors
are therefore cautioned not to place undue reliance on any forward-looking statements. The Company does not undertake
to update any forward-looking statements as a result of new information or future events or developments.

Risks and uncertainties include, but are not limited to, general industry conditions and competition; economic factors, such
as interest rate and currency exchange rate fluctuations; technological advances, new products and patents attained by
competitors; challenges inherent in new product development, including obtaining regulatory approvals; challenges to
patents; significant litigation or government action adverse to the Company; impact of business combinations; financial
distress and bankruptcies experienced by significant customers and suppliers; changes to governmental laws and
regulations and U.S. and foreign health care reforms; trends toward health care cost containment; increased scrutiny of
the health care industry by government agencies; changes in behavior and spending patterns of purchasers of health care
products and services; financial instability of international economies and sovereign risk; disruptions due to natural
disasters; manufacturing difficulties or delays; complex global supply chains with increasing regulatory requirements; and
product efficacy or safety concerns resulting in product recalls or regulatory action.

The Company’s report on Form 10-K for the year ended December 30, 2012 includes, in Exhibit 99, a discussion of
additional factors that could cause actual results to differ from expectations. The Company notes these factors as
permitted by the Private Securities Litigation Reform Act of 1995.
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
At December 30, 2012 and January 1, 2012
(Dollars in Millions Except Share and Per Share Amounts) (Note 1)

2012 2011

Assets

Current assets

Cash and cash equivalents (Notes 1 and 2) $14,911 24,542

Marketable securities (Notes 1 and 2) 6,178 7,719

Accounts receivable trade, less allowances for doubtful accounts $466 (2011, $361) 11,309 10,581

Inventories (Notes 1 and 3) 7,495 6,285

Deferred taxes on income (Note 8) 3,139 2,556

Prepaid expenses and other receivables 3,084 2,633

Total current assets 46,116 54,316

Property, plant and equipment, net (Notes 1 and 4) 16,097 14,739

Intangible assets, net (Notes 1 and 5) 28,752 18,138

Goodwill (Notes 1 and 5) 22,424 16,138

Deferred taxes on income (Note 8) 4,541 6,540

Other assets 3,417 3,773

Total assets $121,347 113,644

Liabilities and Shareholders’ Equity

Current liabilities

Loans and notes payable (Note 7) $4,676 6,658

Accounts payable 5,831 5,725

Accrued liabilities 7,299 4,608

Accrued rebates, returns and promotions 2,969 2,637

Accrued compensation and employee related obligations 2,423 2,329

Accrued taxes on income 1,064 854

Total current liabilities 24,262 22,811

Long-term debt (Note 7) 11,489 12,969

Deferred taxes on income (Note 8) 3,136 1,800

Employee related obligations (Notes 9 and 10) 9,082 8,353

Other liabilities 8,552 10,631

Total liabilities 56,521 56,564

Shareholders’ equity

Preferred stock – without par value (authorized and unissued 2,000,000 shares) – –

Common stock – par value $1.00 per share (Note 12) (authorized 4,320,000,000 shares; issued
3,119,843,000 shares) 3,120 3,120

Accumulated other comprehensive income (Note 13) (5,810 ) (5,632 )

Retained earnings 85,992 81,251

83,302 78,739

Less: common stock held in treasury, at cost (Note 12) (341,354,000 shares and 395,480,000 shares) 18,476 21,659

Total shareholders’ equity 64,826 57,080

Total liabilities and shareholders’ equity $121,347 113,644

See Notes to Consolidated Financial Statements
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS
(Dollars and Shares in Millions Except Per Share Amounts) (Note 1)

2012 2011 2010

Sales to customers $67,224 65,030 61,587

Cost of products sold 21,658 20,360 18,792

Gross profit 45,566 44,670 42,795

Selling, marketing and administrative expenses 20,869 20,969 19,424

Research and development expense 7,665 7,548 6,844

In-process research and development (Note 5) 1,163 – –

Interest income (64) (91) (107)

Interest expense, net of portion capitalized (Note 4) 532 571 455

Other (income) expense, net 1,626 2,743 (768)

Restructuring (Note 22) – 569 –

Earnings before provision for taxes on income 13,775 12,361 16,947

Provision for taxes on income (Note 8) 3,261 2,689 3,613

Net earnings 10,514 9,672 13,334

Add: Net loss attributable to noncontrolling interest 339 – –

Net earnings attributable to Johnson & Johnson $10,853 9,672 13,334

Net earnings per share attributable to Johnson & Johnson (Notes 1 and 15)

Basic $3.94 3.54 4.85

Diluted $3.86 3.49 4.78

Cash dividends per share $2.40 2.25 2.11

Average shares outstanding (Notes 1 and 15)

Basic 2,753.3 2,736.0 2,751.4

Diluted 2,812.6 2,775.3 2,788.8

See Notes to Consolidated Financial Statements
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Dollars in Millions) (Note 1)

2012 2011 2010

Net Earnings $10,514 9,672 13,334

Other Comprehensive Income (Loss), net of tax

Foreign currency translation 1,230 (557) (461)

Securities:

Unrealized holding gain (loss) arising during period (248) 565 99

Reclassifications to earnings (5) (141) (45)

Net change (253) 424 54

Employee benefit plans:

Prior service cost amortization during period 2 5 4

Prior service cost – current year (8) 15 –

Gain (loss) amortization during period 370 246 188

Gain (loss) – current year (1,643) (1,984) (203)

Effect of exchange rates (52) 18 (10)

Net change (1,331) (1,700) (21)

Derivatives & hedges:

Unrealized gain (loss) arising during period 52 (500) (333)

Reclassifications to earnings 124 232 288

Net change 176 (268) (45)

Other Comprehensive Income (Loss) (178) (2,101) (473)

Comprehensive Income $10,336 7,571 12,861

Comprehensive Loss Attributable To Noncontrolling Interest, net of tax 339 – –

Comprehensive Income Attributable To Johnson & Johnson $10,675 7,571 12,861

The tax effects in other comprehensive income for the fiscal years ended 2012, 2011 and 2010 respectively: Securities;
$136 million, $228 million and $29 million, Employee Benefit Plans; $653 million $915 million and $11 million,
Derivatives & Hedges; $95 million, $144 million and $25 million.

Foreign currency translation is not adjusted for income taxes as it relates to permanent investments in international
subsidiaries.

See Notes to Consolidated Financial Statements
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EQUITY
(Dollars in Millions) (Note 1)

Total
Retained
Earnings

Accumulated
Other

Comprehensive
Income

Common Stock
Issued Amount

Treasury
Stock

Amount

Balance, January 3, 2010 $50,588 70,306 (3,058) 3,120 (19,780)

Net earnings attributable to Johnson & Johnson 13,334 13,334

Cash dividends paid (5,804) (5,804)

Employee compensation and stock option plans 1,731 (63) 1,794

Repurchase of common stock (2,797) (2,797)

Other comprehensive income, net of tax: (473) (473)

Balance, January 2, 2011 $56,579 77,773 (3,531) 3,120 (20,783)

Net earnings attributable to Johnson & Johnson 9,672 9,672

Cash dividends paid (6,156) (6,156)

Employee compensation and stock option plans 1,760 111 1,649

Repurchase of common stock (2,525) (2,525)

Other (149) (149)

Other comprehensive income, net of tax: (2,101) (2,101)

Balance, January 1, 2012 $57,080 81,251 (5,632) 3,120 (21,659)

Net earnings attributable to Johnson & Johnson 10,853 10,853

Cash dividends paid (6,614) (6,614)

Employee compensation and stock option plans 3,269 19 3,250

Issuance of common stock associated with the
acquisition of Synthes, Inc. 13,335 483 12,852

Repurchase of common stock (1) (12,919) (12,919)

Other comprehensive income, net of tax: (178) (178)

Balance, December 30, 2012 $64,826 85,992 (5,810) 3,120 (18,476)

(1) Includes repurchase of common stock associated with the acquisition of Synthes, Inc.

See Notes to Consolidated Financial Statements
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in Millions) (Note 1)

2012 2011 2010

Cash flows from operating activities
Net earnings $ 10,514 9,672 13,334
Adjustments to reconcile net earnings to cash flows from operating activities:

Depreciation and amortization of property and intangibles 3,666 3,158 2,939
Stock based compensation 662 621 614
Noncontrolling interest 339 – –
Asset write-downs and impairments 2,131 160 –
Deferred tax provision (39) (836) 356
Accounts receivable allowances 92 32 12

Changes in assets and liabilities, net of effects from acquisitions:
Increase in accounts receivable (9) (915) (207)
Increase in inventories (1) (715) (196)
Increase in accounts payable and accrued liabilities 2,768 493 20
Increase in other current and non-current assets (2,172) (1,785) (574)
(Decrease)/increase in other current and non-current liabilities (2,555) 4,413 87

Net cash flows from operating activities 15,396 14,298 16,385
Cash flows from investing activities
Additions to property, plant and equipment (2,934) (2,893) (2,384)
Proceeds from the disposal of assets 1,509 1,342 524
Acquisitions, net of cash acquired (Note 20) (4,486) (2,797) (1,269)
Purchases of investments (13,434) (29,882) (15,788)
Sales of investments 14,797 30,396 11,101
Other (primarily intangibles) 38 (778) (38)
Net cash used by investing activities (4,510) (4,612) (7,854)
Cash flows from financing activities
Dividends to shareholders (6,614) (6,156) (5,804)
Repurchase of common stock (12,919) (2,525) (2,797)
Proceeds from short-term debt 3,268 9,729 7,874
Retirement of short-term debt (6,175) (11,200) (6,565)
Proceeds from long-term debt 45 4,470 1,118
Retirement of long-term debt (804) (16) (32)
Proceeds from the exercise of stock options/excess tax benefits 2,720 1,246 1,226
Other (83) – –
Net cash used by financing activities (20,562) (4,452) (4,980)
Effect of exchange rate changes on cash and cash equivalents 45 (47) (6)
(Decrease)/increase in cash and cash equivalents (9,631) 5,187 3,545
Cash and cash equivalents, beginning of year (Note 1) 24,542 19,355 15,810
Cash and cash equivalents, end of year (Note 1) $ 14,911 24,542 19,355

Supplemental cash flow data
Cash paid during the year for:

Interest $ 616 576 491
Income taxes 2,507 2,970 2,442

Supplemental schedule of non-cash investing and financing activities
Issuance of common stock associated with the acquisition of Synthes, Inc. 13,335 – –
Treasury stock issued for employee compensation and stock option plans, net of cash proceeds 615 433 673
Conversion of debt – 1 1

Acquisitions

Fair value of assets acquired $ 19,025 3,025 1,321

Fair value of liabilities assumed and noncontrolling interests (1,204) (228) (52)

Net fair value of acquisitions $ 17,821 2,797 1,269

Less: Issuance of common stock associated with the acquisition of Synthes, Inc. 13,335 – –
Net cash paid for acquisitions $ 4,486 2,797 1,269

See Notes to Consolidated Financial Statements
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Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of Johnson & Johnson and its subsidiaries (the Company).
Intercompany accounts and transactions are eliminated.

Description of the Company and Business Segments

The Company has approximately 127,600 employees worldwide engaged in the research and development, manufacture
and sale of a broad range of products in the health care field. The Company conducts business in virtually all countries of
the world and its primary focus is on products related to human health and well-being.

The Company is organized into three business segments: Consumer, Pharmaceutical and Medical Devices and
Diagnostics. The Consumer segment includes a broad range of products used in the baby care, skin care, oral care,
wound care and women’s health fields, as well as nutritional and over-the-counter pharmaceutical products and wellness
and prevention platforms. These products are marketed to the general public and sold both to retail outlets and
distributors throughout the world. The Pharmaceutical segment includes products in the following areas: anti-infective,
antipsychotic, contraceptive, gastrointestinal, hematology, immunology, infectious diseases, neurology, oncology, pain
management, thrombosis and vaccines. These products are distributed directly to retailers, wholesalers and health care
professionals for prescription use. The Medical Devices and Diagnostics segment includes a broad range of products
distributed to wholesalers, hospitals and retailers, used principally in the professional fields by physicians, nurses, hospitals
and clinics. These include products to treat cardiovascular disease; orthopaedic and neurological products; blood glucose
monitoring and insulin delivery products; general surgery, biosurgical and energy products; professional diagnostic
products; infection prevention products; and disposable contact lenses.

New Accounting Pronouncements
Recently Adopted Accounting Pronouncements

During the fiscal first quarter of 2012, the Company adopted the Financial Accounting Standards Board (FASB) guidance
and amendments issued related to goodwill impairment testing. Under the amendments in this update, an entity has the
option to first assess qualitative factors to determine whether the existence of events or circumstances leads to a
determination that it is more likely than not that the fair value of a reporting unit is less than its carrying amount. If, after
assessing the totality of events or circumstances, an entity determines it is not more likely than not that the fair value of a
reporting unit is less than its carrying amount, then performing the two-step impairment test is unnecessary. However, if an
entity concludes otherwise, then it is required to perform the first step of the two-step impairment test. This update
became effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15,
2011. The adoption of this standard did not have a material impact on the Company’s results of operations, cash flows or
financial position.

During the fiscal first quarter of 2012, the Company adopted the FASB amendment to the disclosure requirements for
presentation of comprehensive income. The amendment requires that all non-owner changes in stockholders’ equity be
presented either in a single continuous statement of comprehensive income or in two separate but consecutive
statements. This guidance became effective retrospectively for the interim periods and annual periods beginning after
December 15, 2011.

During the fiscal first quarter of 2012, the Company adopted the FASB amendments to disclosure requirements for fair
value measurement. These amendments result in convergence of fair value measurement and disclosure requirements
between U.S. Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards (IFRS).
This guidance became effective prospectively for the interim periods and annual periods beginning after December 15,
2011. The adoption of this standard did not have a material impact on the Company’s results of operations, cash flows or
financial position.

Johnson & Johnson 2012 Annual Report • 25



Recently Issued Accounting Standards
Not Adopted as of December 30, 2012

During the fiscal third quarter of 2012, the FASB issued guidance and amendments related to testing indefinite lived
intangible assets for impairment. Under the amendments in this update, an entity has the option to first assess qualitative
factors to determine whether the existence of events or circumstances indicates that it is more likely than not that the
indefinite lived intangible asset is impaired. If, after assessing the totality of events and circumstances, an entity concludes
that it is not more likely than not that the indefinite lived intangible asset is impaired, then the entity is not required to
determine the fair value. However, if an entity concludes otherwise, then it is required to determine the fair value of the
indefinite lived intangible asset and perform the quantitative impairment test. An entity also has the option to bypass the
qualitative assessment for any indefinite lived intangible asset in any period and proceed directly to performing the
quantitative impairment test. This update became effective for annual and interim impairment tests performed for fiscal
years beginning after September 15, 2012.

However, early adoption is permitted. The adoption of this standard is not expected to have a material impact on the
Company’s results of operations, cash flows or financial position.

In February 2013, the FASB issued guidance related to additional reporting and disclosure of amounts reclassified out of
accumulated other comprehensive income (OCI). Under this new guidance, companies will be required to disclose the
amount of income (or loss) reclassified out of OCI to each respective line item on the income statement of where net
income is presented. The guidance allows companies to elect whether to disclose the reclassification either in the notes to
the financial statements, or on the face of the income statement. This update is effective for annual and interim reporting
periods for fiscal years beginning after December 15, 2012. The adoption of this standard is not expected have a material
impact on the Company’s results of operations, cash flows or financial position.

Cash Equivalents

The Company considers securities with maturities of three months or less, when purchased, to be cash equivalents.

Investments

Short-term marketable securities are carried at cost, which approximates fair value. Investments classified as available-for-
sale are carried at estimated fair value with unrealized gains and losses recorded as a component of accumulated other
comprehensive income. Long-term debt securities that the Company has the ability and intent to hold until maturity are
carried at amortized cost. Management determines the appropriate classification of its investment in debt and equity
securities at the time of purchase and re-evaluates such determination at each balance sheet date. The Company
periodically reviews its investments in equity securities for impairment and adjusts these investments to their fair value
when a decline in market value is deemed to be other than temporary. If losses on these securities are considered to be
other than temporary, the loss is recognized in earnings.

Property, Plant and Equipment and Depreciation

Property, plant and equipment are stated at cost. The Company utilizes the straight-line method of depreciation over the
estimated useful lives of the assets:

Building and building equipment 20 - 30 years

Land and leasehold improvements 10 - 20 years

Machinery and equipment 2 - 13 years

The Company capitalizes certain computer software and development costs, included in machinery and equipment, when
incurred in connection with developing or obtaining computer software for internal use. Capitalized software costs are
amortized over the estimated useful lives of the software, which generally range from 3 to 8 years.

The Company reviews long-lived assets to assess recoverability using undiscounted cash flows. When certain events or
changes in operating or economic conditions occur, an impairment assessment may be performed on the recoverability of
the carrying value of these assets. If the asset is determined to be impaired, the loss is measured based on the difference
between the asset’s fair value and its carrying value. If quoted market prices are not available, the Company will estimate
fair value using a discounted value of estimated future cash flows.
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Revenue Recognition

The Company recognizes revenue from product sales when the goods are shipped or delivered and title and risk of loss
pass to the customer. Provisions for certain rebates, sales incentives, trade promotions, coupons, product returns and
discounts to customers are accounted for as reductions in sales in the same period the related sales are recorded.

Product discounts granted are based on the terms of arrangements with direct, indirect and other market participants, as
well as market conditions, including prices charged by competitors. Rebates, the largest being the Medicaid rebate
provision, are estimated based on contractual terms, historical experience, trend analysis and projected market conditions
in the various markets served. The Company evaluates market conditions for products or groups of products primarily
through the analysis of wholesaler and other third-party sell-through and market research data, as well as internally
generated information.

Sales returns are generally estimated and recorded based on historical sales and returns information. Products that exhibit
unusual sales or return patterns due to dating, competition or other marketing matters are specifically investigated and
analyzed as part of the accounting for sales returns accruals.

Sales returns allowances represent a reserve for products that may be returned due to expiration, destruction in the field,
or in specific areas, product recall. The returns reserve is based on historical return trends by product and by market as a
percent to gross sales. In accordance with the Company’s accounting policies, the Company generally issues credit to
customers for returned goods. The Company’s sales returns reserves are accounted for in accordance with U.S. GAAP
guidance for revenue recognition when right of return exists. Sales returns reserves are recorded at full sales value. Sales
returns in the Consumer and Pharmaceutical segments are almost exclusively not resalable. Sales returns for certain
franchises in the Medical Devices and Diagnostics segment are typically resalable but are not material. The Company
rarely exchanges products from inventory for returned products. The sales returns reserve for the total Company has
ranged between 1.0% and 1.2% of annual sales to customers during the fiscal reporting years 2012, 2011 and 2010.

Promotional programs, such as product listing allowances and cooperative advertising arrangements, are recorded in the
year incurred. Continuing promotional programs include coupons and volume-based sales incentive programs. The
redemption cost of consumer coupons is based on historical redemption experience by product and value. Volume-based
incentive programs are based on the estimated sales volumes for the incentive period and are recorded as products are
sold. The Company also earns service revenue for co-promotion of certain products and includes it in sales to customers.
These arrangements are evaluated to determine the appropriate amounts to be deferred.

Shipping and Handling

Shipping and handling costs incurred were $1,051 million, $1,022 million and $945 million in 2012, 2011 and 2010,
respectively, and are included in selling, marketing and administrative expense. The amount of revenue received for
shipping and handling is less than 0.5% of sales to customers for all periods presented.

Inventories

Inventories are stated at the lower of cost or market determined by the first-in, first-out method.

Intangible Assets and Goodwill

The authoritative literature on U.S. GAAP requires that goodwill and intangible assets with indefinite lives be assessed
annually for impairment. The Company completed the annual impairment test for 2012 in the fiscal fourth quarter. Future
impairment tests will be performed annually in the fiscal fourth quarter, or sooner if warranted, as was the case for certain
indefinite lived intangible assets in the fiscal second and third quarters of 2012. Purchased in-process research and
development is accounted for as an indefinite lived intangible asset until the underlying project is completed, at which
point the intangible asset will be accounted for as a definite lived intangible asset, or abandoned, at which point the
intangible asset will be written off or partially impaired.

Intangible assets that have finite useful lives continue to be amortized over their useful lives, and are reviewed for
impairment when warranted by economic conditions. See Note 5 for further details on Intangible Assets and Goodwill.

Financial Instruments

As required by U.S. GAAP, all derivative instruments are recorded on the balance sheet at fair value. Fair value is the exit
price that would be received to sell an asset or paid to transfer a liability. Fair value is a market-based measurement
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determined using assumptions that market participants would use in pricing an asset or liability. The authoritative literature
establishes a three-level hierarchy to prioritize the inputs used in measuring fair value, with Level 1 having the highest
priority and Level 3 having the lowest. Changes in the fair value of derivatives are recorded each period in current earnings
or other comprehensive income, depending on whether the derivative is designated as part of a hedge transaction, and if
so, the type of hedge transaction.

The Company documents all relationships between hedged items and derivatives. The overall risk management strategy
includes reasons for undertaking hedge transactions and entering into derivatives. The objectives of this strategy are:
(1) minimize foreign currency exposure’s impact on the Company’s financial performance; (2) protect the Company’s cash
flow from adverse movements in foreign exchange rates; (3) ensure the appropriateness of financial instruments; and
(4) manage the enterprise risk associated with financial institutions. See Note 6 for additional information on Financial
Instruments.

Product Liability

Accruals for product liability claims are recorded, on an undiscounted basis, when it is probable that a liability has been
incurred and the amount of the liability can be reasonably estimated based on existing information. The accruals are
adjusted periodically as additional information becomes available.

As a result of cost and availability factors, effective November 1, 2005, the Company ceased purchasing third-party
product liability insurance. The Company has self insurance through a wholly-owned captive insurance company and is
insured up to certain limits. In addition to accruals in the self insurance program, claims that exceed the insurance
coverage are accrued when losses are probable and amounts can be reasonably estimated. Based on the availability of
prior coverage, receivables for insurance recoveries related to product liability claims are recorded on an undiscounted
basis, when it is probable that a recovery will be realized. As appropriate, reserves against these receivables are recorded
for estimated amounts that may not be collected from third-party insurers.

Concentration of Credit Risk

Global concentration of credit risk with respect to trade accounts receivables continues to be limited due to the large
number of customers globally and adherence to internal credit policies and credit limits. Recent economic challenges in
Italy, Spain, Greece and Portugal (the Southern European Region) have impacted certain payment patterns, which have
historically been longer than those experienced in the U.S. and other international markets. The total net trade accounts
receivable balance in the Southern European Region was approximately $2.1 billion as of December 30, 2012 and
approximately $2.4 billion as of January 1, 2012. Approximately $1.2 billion as of December 30, 2012 and approximately
$1.4 billion as of January 1, 2012 of the Southern European Region net trade accounts receivable balance related to the
Company’s Consumer, Vision Care and Diabetes Care businesses as well as certain Pharmaceutical and Medical Devices
and Diagnostics customers which are in line with historical collection patterns.

The remaining balance of net trade accounts receivable in the Southern European Region has been negatively impacted
by the timing of payments from certain government owned or supported health care customers as well as certain
distributors of the Pharmaceutical and Medical Devices and Diagnostics local affiliates. The total net trade accounts
receivable balance for these customers were approximately $0.9 billion at December 30, 2012 and $1.0 billion at
January 1, 2012. The Company continues to receive payments from these customers and in some cases late payment
premiums. For customers where payment is expected over periods of time longer than one year, revenue and trade
receivables have been discounted over the estimated period of time for collection. Allowances for doubtful accounts have
been increased for these customers, but have been immaterial to date. The Company will continue to work closely with
these customers on payment plans, monitor the economic situation and take appropriate actions as necessary.

Research and Development

Research and development expenses are expensed as incurred. Upfront and milestone payments made to third parties in
connection with research and development collaborations are expensed as incurred up to the point of regulatory approval.
Payments made to third parties subsequent to regulatory approval are capitalized and amortized over the remaining useful
life of the related product. Amounts capitalized for such payments are included in other intangibles, net of accumulated
amortization.

28 • Johnson & Johnson 2012 Annual Report



The Company enters into collaborative arrangements, typically with other pharmaceutical or biotechnology companies, to
develop and commercialize drug candidates or intellectual property. These arrangements typically involve two (or more)
parties who are active participants in the collaboration and are exposed to significant risks and rewards dependent on the
commercial success of the activities. These collaborations usually involve various activities by one or more parties,
including research and development, marketing and selling and distribution. Often, these collaborations require upfront,
milestone and royalty or profit share payments, contingent upon the occurrence of certain future events linked to the
success of the asset in development. Amounts due from collaborative partners related to development activities are
generally reflected as a reduction of research and development expense because the performance of contract
development services is not central to the Company’s operations. In general, the income statement presentation for these
collaborations is as follows:

Nature/Type of Collaboration Statement of Earnings Presentation

Third-party sale of product Sales to customers

Royalties/milestones paid to collaborative partner
(post-regulatory approval)*

Cost of goods sold

Royalties received from collaborative partner Other income (expense), net

Upfront payments & milestones paid to collaborative partner
(pre-regulatory approval)

Research and development expense

Research and development payments to collaborative
partner

Research and development expense

Research and development payments received from
collaborative partner

Reduction of Research and development expense

* Milestones are capitalized as intangible assets and amortized to cost of goods sold over the useful life.

For all years presented, there was no individual project that represented greater than 5% of the total annual consolidated
research and development expense.

Advertising

Costs associated with advertising are expensed in the year incurred and are included in selling, marketing and
administrative expenses. Advertising expenses worldwide, which comprised television, radio, print media and Internet
advertising, were $2.3 billion, $2.6 billion and $2.5 billion in 2012, 2011 and 2010, respectively.

Income Taxes

Income taxes are recorded based on amounts refundable or payable for the current year and include the results of any
difference between U.S. GAAP accounting and tax reporting, recorded as deferred tax assets or liabilities. The Company
estimates deferred tax assets and liabilities based on current tax regulations and rates. Changes in tax laws and rates may
affect recorded deferred tax assets and liabilities in the future.

The Company has unrecognized tax benefits for uncertain tax positions. The Company follows U.S. GAAP which
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of
a tax position taken or expected to be taken in a tax return. Management believes that changes in these estimates would
not have a material effect on the Company’s results of operations, cash flows or financial position.

At December 30, 2012 and January 1, 2012, the cumulative amounts of undistributed international earnings were
approximately $49.0 billion and $41.6 billion, respectively. At December 30, 2012 and January 1, 2012, the Company’s
foreign subsidiaries held balances of cash and cash equivalents in the amounts of $14.8 billion and $24.5 billion,
respectively. The Company has not provided deferred taxes on the undistributed earnings from certain international
subsidiaries where the earnings are considered to be permanently reinvested. The Company intends to continue to
reinvest these earnings in international operations. If the Company decided at a later date to repatriate these earnings to
the U.S., the Company would be required to provide for the net tax effects on these amounts. The Company does not
determine the deferred tax liability associated with these undistributed earnings, as such determination is not practicable.

See Note 8 to the Consolidated Financial Statements for further information regarding income taxes.
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Net Earnings Per Share

Basic earnings per share is computed by dividing net earnings available to common shareholders by the weighted average
number of common shares outstanding for the period. Diluted earnings per share reflects the potential dilution that could
occur if securities were exercised or converted into common stock using the treasury stock method.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the
U.S. requires management to make estimates and assumptions that affect the amounts reported. Estimates are used when
accounting for sales discounts, rebates, allowances and incentives, product liabilities, income taxes, depreciation,
amortization, employee benefits, contingencies and intangible asset and liability valuations. Actual results may or may not
differ from those estimates.

The Company follows the provisions of U.S. GAAP when recording litigation related contingencies. A liability is recorded
when a loss is probable and can be reasonably estimated. The best estimate of a loss within a range is accrued; however,
if no estimate in the range is better than any other, the minimum amount is accrued.

Annual Closing Date

The Company follows the concept of a fiscal year, which ends on the Sunday nearest to the end of the month of
December. Normally each fiscal year consists of 52 weeks, but every five or six years the fiscal year consists of 53 weeks,
as was the case in 2009, and will be the case again in 2015.

Reclassification

Certain prior period amounts have been reclassified to conform to current year presentation.

2. Cash, Cash Equivalents and Current Marketable Securities

At the end of 2012 and 2011, cash, cash equivalents and current marketable securities were comprised of:

(Dollars in Millions) 2012 2011

Cash $3,032 2,709

Government securities and obligations 15,323 27,017

Corporate debt securities 622 489

Money market funds 1,406 1,590

Time deposits 706 456

Total cash, cash equivalents and current marketable securities $21,089 32,261

The estimated fair value was the same as the amortized cost as of December 30, 2012. The estimated fair value was
$32,262 million as of January 1, 2012 reflecting a $1 million unrealized gain in government securities and obligations.

As of December 30, 2012, current marketable securities consisted of $5,726 million and $452 million of government
securities and obligations, and corporate debt securities, respectively.

As of January 1, 2012, current marketable securities consisted of $7,545 million and $174 million of government
securities and obligations, and corporate debt securities, respectively.

Fair value of government securities and obligations and corporate debt securities were estimated using quoted broker
prices and significant other observable inputs.

The Company invests its excess cash in both deposits with major banks throughout the world and other high-quality
money market instruments. The Company has a policy of making investments only with commercial institutions that have at
least an A (or equivalent) credit rating.
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3. Inventories

At the end of 2012 and 2011, inventories were comprised of:

(Dollars in Millions) 2012 2011

Raw materials and supplies $1,416 1,206

Goods in process 2,262 1,637

Finished goods 3,817 3,442

Total inventories $7,495 6,285

As of December 30, 2012, the remaining inventory step-up related to the Synthes, Inc., acquisition is approximately
$150 million.

4. Property, Plant and Equipment

At the end of 2012 and 2011, property, plant and equipment at cost and accumulated depreciation were:

(Dollars in Millions) 2012 2011

Land and land improvements $793 754

Buildings and building equipment 10,046 9,389

Machinery and equipment 21,075 19,182

Construction in progress 2,740 2,504

Total property, plant and equipment, gross $34,654 31,829

Less accumulated depreciation 18,557 17,090

Total property, plant and equipment, net $16,097 14,739

The Company capitalizes interest expense as part of the cost of construction of facilities and equipment. Interest expense
capitalized in 2012, 2011 and 2010 was $115 million, $84 million and $73 million, respectively.

Depreciation expense, including the amortization of capitalized interest in 2012, 2011 and 2010, was $2.5 billion, $2.3
billion and $2.2 billion, respectively.

Upon retirement or other disposal of property, plant and equipment, the costs and related amounts of accumulated
depreciation or amortization are eliminated from the asset and accumulated depreciation accounts, respectively. The
difference, if any, between the net asset value and the proceeds are recorded in earnings.

5. Intangible Assets and Goodwill

At the end of 2012 and 2011, the gross and net amounts of intangible assets were:

(Dollars in Millions) 2012 2011

Intangible assets with definite lives:

Patents and trademarks – gross $8,890 7,947

Less accumulated amortization 3,416 2,976

Patents and trademarks – net $5,474 4,971

Customer relationships and other intangibles – gross $18,755 8,716

Less accumulated amortization 4,030 3,432

Customer relationships and other intangibles – net $14,725 5,284

Intangible assets with indefinite lives:

Trademarks $7,648 6,034

Purchased in-process research and development 905 1,849

Total intangible assets with indefinite lives $8,553 7,883

Total intangible assets – net $28,752 18,138
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Goodwill as of December 30, 2012 and January 1, 2012, as allocated by segment of business, was as follows:

(Dollars in Millions) Consumer Pharmaceuticals

Med Devices
and

Diagnostics Total

Goodwill at January 2, 2011 $8,144 1,225 5,925 15,294

Acquisitions 251 538 198 987

Currency translation/other (97) (42) (4) (143)

Goodwill at January 1, 2012 $8,298 1,721 6,119 16,138

Acquisitions 10 46 6,045 6,101

Currency translation/other 211 25 (51) 185

Goodwill at December 30, 2012 $8,519 1,792 12,113 22,424

The weighted average amortization periods for patents and trademarks and customer relationships and other intangible
assets are 17 years and 24 years, respectively. The amortization expense of amortizable assets was $1,146 million,
$852 million and $748 million before tax, for the fiscal years ended December 30, 2012, January 1, 2012 and January 2,
2011, respectively. The estimated amortization expense for the five succeeding years approximates $1,350 million before
tax, per year. Amortization expense is included in cost of products sold.

Intangible assets and goodwill increased by $12.9 billion and $6.0 billion, respectively, based on the purchase price
allocation for the Synthes, Inc., acquisition. See Note 20 to the Consolidated Financial Statements for additional details on
the Synthes, Inc., acquisition. The increase in intangible assets was partially offset by $0.8 billion in intangible asset write-
downs and a $1.2 billion impairment of purchased in-process research and development, primarily related to the
discontinuation of the Phase III clinical development of bapineuzumab IV and the partial impairment related to the Crucell
vaccine business.

6. Fair Value Measurements

The Company uses forward exchange contracts to manage its exposure to the variability of cash flows, primarily related to
the foreign exchange rate changes of future intercompany product and third-party purchases of raw materials
denominated in foreign currency. The Company also uses cross currency interest rate swaps to manage currency risk
primarily related to borrowings. Both types of derivatives are designated as cash flow hedges. The Company also uses
forward exchange contracts to manage its exposure to the variability of cash flows for repatriation of foreign dividends.
These contracts are designated as net investment hedges. Additionally, the Company uses forward exchange contracts to
offset its exposure to certain foreign currency assets and liabilities. These forward exchange contracts are not designated
as hedges and therefore, changes in the fair values of these derivatives are recognized in earnings, thereby offsetting the
current earnings effect of the related foreign currency assets and liabilities. The Company does not enter into derivative
financial instruments for trading or speculative purposes, or contain credit risk related contingent features or requirements
to post collateral. On an ongoing basis, the Company monitors counterparty credit ratings. The Company considers credit
non-performance risk to be low, because the Company enters into agreements with commercial institutions that have at
least an A (or equivalent) credit rating. As of December 30, 2012, the Company had notional amounts outstanding for
forward foreign exchange contracts and cross currency interest rate swaps of $26.0 billion and $2.4 billion, respectively.

All derivative instruments are recorded on the balance sheet at fair value. Changes in the fair value of derivatives are
recorded each period in current earnings or other comprehensive income, depending on whether the derivative is
designated as part of a hedge transaction, and if so, the type of hedge transaction.

The designation as a cash flow hedge is made at the entrance date into the derivative contract. At inception, all derivatives
are expected to be highly effective. Changes in the fair value of a derivative that is designated as a cash flow hedge and is
highly effective are recorded in accumulated other comprehensive income until the underlying transaction affects earnings,
and are then reclassified to earnings in the same account as the hedged transaction. Gains/losses on net investment
hedges are accounted for through the currency translation account and are insignificant. On an ongoing basis, the
Company assesses whether each derivative continues to be highly effective in offsetting changes in the cash flows of
hedged items. If and when a derivative is no longer expected to be highly effective, hedge accounting is discontinued.
Hedge ineffectiveness, if any, is included in current period earnings in Other (income) expense, net.

As of December 30, 2012, the balance of deferred net gains on derivatives included in accumulated other comprehensive
income was $8 million after-tax. For additional information, see the Consolidated Statements of Comprehensive Income
and Note 13. The Company expects that substantially all of the amount related to foreign exchange contracts will be
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reclassified into earnings over the next 12 months as a result of transactions that are expected to occur over that period.
The maximum length of time over which the Company is hedging transaction exposure is 18 months, excluding interest
rate swaps. The amount ultimately realized in earnings will differ as foreign exchange rates change. Realized gains and
losses are ultimately determined by actual exchange rates at maturity of the derivative.

The following table is a summary of the activity related to designated derivatives for the fiscal years ended December 30,
2012 and January 1, 2012:

Cash Flow Hedges by Income Statement Caption

Gain/(Loss)
Recognized in

Accumulated OCI(1)

Gain/(Loss)
Reclassified from
Accumulated OCI

into Income(1)

Gain/(Loss)
Recognized in

Other
Income/Expense(2)

(Dollars in Millions) 2012 2011 2012 2011 2012 2011

Sales to customers (3) $45 (60) (58) (9) (1) (1)

Cost of products sold (3) 103 (103) (98) (154) (4) 2

Research and development expense (3) (42) 24 19 (22) (1) (1)

Interest (income)/Interest expense, net (4) 11 (406) (16) (45) – –

Other (income) expense, net (3) (65) 45 29 (2) – 1

Total $52 (500) (124) (232) (6) 1

All amounts shown in the table above are net of tax.

(1) Effective portion

(2) Ineffective portion

(3) Foreign exchange contracts

(4) Cross currency interest rate swaps

For the fiscal years ended December 30, 2012 and January 1, 2012, a gain of $48 million and a loss of $23 million,
respectively, was recognized in Other (income) expense, net, relating to foreign exchange contracts not designated as
hedging instruments.

Fair value is the exit price that would be received to sell an asset or paid to transfer a liability. Fair value is a market-based
measurement determined using assumptions that market participants would use in pricing an asset or liability. The
authoritative literature establishes a three-level hierarchy to prioritize the inputs used in measuring fair value. The levels
within the hierarchy are described below with Level 1 having the highest priority and Level 3 having the lowest.

The fair value of a derivative financial instrument (i.e., forward exchange contract, currency swap) is the aggregation by
currency of all future cash flows discounted to its present value at the prevailing market interest rates and subsequently
converted to the U.S. Dollar at the current spot foreign exchange rate. The Company does not believe that fair values of
these derivative instruments materially differ from the amounts that could be realized upon settlement or maturity, or that
the changes in fair value will have a material effect on the Company’s results of operations, cash flows or financial position.
The Company also holds equity investments that are classified as Level 1 as they are traded in an active exchange market.
The Company did not have any other significant financial assets or liabilities which would require revised valuations under
this standard that are recognized at fair value.

The following three levels of inputs are used to measure fair value:

Level 1 – Quoted prices in active markets for identical assets and liabilities.

Level 2 – Significant other observable inputs.

Level 3 – Significant unobservable inputs.

Johnson & Johnson 2012 Annual Report • 33



The Company’s significant financial assets and liabilities measured at fair value as of December 30, 2012 and January 1,
2012 were as follows:

2012 2011

(Dollars in Millions) Level 1 Level 2 Level 3 Total Total(1)

Derivatives designated as hedging instruments:

Assets:

Foreign exchange contracts $ – 423 – 423 442

Cross currency interest rate swaps(2) – 98 – 98 15

Total – 521 – 521 457

Liabilities:

Foreign exchange contracts – 252 – 252 452

Cross currency interest rate swaps(3) – 10 – 10 594

Total – 262 – 262 1,046

Derivatives not designated as hedging instruments:

Assets:

Foreign exchange contracts – 75 – 75 29

Swiss Franc Option(4) – – – – 17

Total – 75 – 75 46

Liabilities:

Foreign exchange contracts – 23 – 23 34

Other investments(5) $1,247 – – 1,247 1,563

(1) 2011 assets and liabilities are all classified as Level 2 with the exception of Other investments of $1,563 million, which are classified
as Level 1.

(2) Includes $96 million and $15 million of non-current assets for the fiscal years ending December 30, 2012 and January 1, 2012,
respectively.

(3) Includes $4 million and $594 million of non-current liabilities for the fiscal years ending December 30, 2012 and January 1, 2012,
respectively. Cross currency interest rate swaps related to outstanding EUR and GBP notes, matured in November 2012. The swaps
were settled at fair market value and replaced with new swaps.

(4) Currency option related to the acquisition of Synthes, Inc., which expired in January 2012.

(5) Classified as non-current other assets.

See Notes 2 and 7 for financial assets and liabilities held at carrying amount on the Consolidated Balance Sheet.
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7. Borrowings

The components of long-term debt are as follows:

(Dollars in Millions) 2012
Effective
Rate % 2011

Effective
Rate %

5.15% Debentures due 2012 $ – –% 599 5.18

0.70% Notes due 2013 500 0.75 500 0.75

3.80% Debentures due 2013 500 3.82 500 3.82

3 month LIBOR+0% FRN due 2013 500 0.31 500 0.46

3 month LIBOR+0.09% FRN due 2014 750 0.40 750 0.55

1.20% Notes due 2014 999 1.24 999 1.24

2.15% Notes due 2016 898 2.22 898 2.22

5.55% Debentures due 2017 1,000 5.55 1,000 5.55

5.15% Debentures due 2018 898 5.15 898 5.15

4.75% Notes due 2019 (1B Euro 1.3275)(2)/(1B Euro 1.2892)(3) 1,321(2) 5.83 1,282(3) 5.35

3% Zero Coupon Convertible Subordinated Debentures due 2020 205 3.00 199 3.00

2.95% Debentures due 2020 542 3.15 541 3.15

3.55% Notes due 2021 446 3.67 446 3.67

6.73% Debentures due 2023 250 6.73 250 6.73

5.50% Notes due 2024 (500MM GBP 1.6169)(2)/(500MM GBP 1.5421)(3) 803(2) 6.75 765(3) 5.71

6.95% Notes due 2029 296 7.14 294 7.14

4.95% Debentures due 2033 500 4.95 500 4.95

5.95% Notes due 2037 995 5.99 995 5.99

5.85% Debentures due 2038 700 5.86 700 5.86

4.50% Debentures due 2040 539 4.63 539 4.63

4.85% Notes due 2041 298 4.89 298 4.89

Other 61 – 132 –

13,001(4) 4.14(1) 13,585(4) 4.08(1)

Less current portion 1,512 616

$11,489 12,969

(1) Weighted average effective rate.
(2) Translation rate at December 30, 2012.
(3) Translation rate at January 1, 2012.
(4) The excess of the fair value over the carrying value of debt was $2.2 billion in 2012 and $2.0 billion in 2011.

Fair value of the non-current debt was estimated using market prices, which were corroborated by quoted broker prices
and significant other observable inputs.

The Company has access to substantial sources of funds at numerous banks worldwide. In September 2012, the
Company secured a new 364-day Credit Facility. Total credit available to the Company approximates $10 billion, which
expires on September 19, 2013. Interest charged on borrowings under the credit line agreements is based on either bids
provided by banks, the prime rate or London Interbank Offered Rates (LIBOR), plus applicable margins. Commitment fees
under the agreements are not material.

Throughout 2012, the Company continued to have access to liquidity through the commercial paper market. Short-term
borrowings and the current portion of long-term debt amounted to approximately $4.7 billion at the end of 2012, of which
$2.4 billion was borrowed under the Commercial Paper Program. The remainder principally represents local borrowing by
international subsidiaries.

The Company has a shelf registration with the U.S. Securities and Exchange Commission that enables the Company to
issue debt securities and warrants to purchase debt securities on a timely basis.
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Aggregate maturities of long-term obligations commencing in 2012 are:

(Dollars in Millions)

2013 2014 2015 2016 2017
After
2017

$1,512 1,789 – 898 1,000 7,802

8. Income Taxes

The provision for taxes on income consists of:

(Dollars in Millions) 2012 2011 2010

Currently payable:

U.S. taxes $2,023 2,392 2,063

International taxes 1,277 1,133 1,194

Total currently payable 3,300 3,525 3,257

Deferred:

U.S. taxes (120) (690) (4)

International taxes 81 (146) 360

Total deferred (39) (836) 356

Provision for taxes on income $3,261 2,689 3,613

A comparison of income tax expense at the U.S. statutory rate of 35% in 2012, 2011 and 2010, to the Company’s
effective tax rate is as follows:

(Dollars in Millions) 2012 2011 2010

U.S. $4,664 3,634 6,392

International 9,111 8,727 10,555

Earnings before taxes on income: $13,775 12,361 16,947

Tax rates:

U.S. statutory rate 35.0% 35.0 35.0

International operations excluding Ireland (9.8) (14.0) (7.5)

Ireland and Puerto Rico operations (3.9) (1.8) (5.1)

Research and orphan drug tax credits — (0.8) (0.6)

U.S. state and local 1.3 2.1 1.0

U.S. manufacturing deduction (0.9) (0.8) (0.5)

U.S. tax on international income 1.1 (0.4) (0.6)

All other (1) 0.9 2.5 (0.4)

Effective tax rate 23.7% 21.8 21.3

(1) Includes U.S. expenses not fully tax deductible primarily related to litigation expense.

The increase in the 2012 effective tax rate as compared to 2011 was due to lower tax benefits on the impairment of in-
process research and development intangible assets in low tax jurisdictions, increases in taxable income in higher tax
jurisdictions relative to lower tax jurisdictions and the exclusion of the benefit of the U.S. Research & Development (R&D)
tax credit and the CFC look-through provisions from the 2012 fiscal year financial results. The R&D tax credit and the CFC
look-through provisions were enacted into law in 2013 and were retroactive to January 1, 2012. The entire benefit of the
R&D tax credit and the CFC look-through provisions will be reflected in the 2013 fiscal year financial results. The increase
in the 2011 tax rate as compared to 2010 was primarily due to certain U.S. expenses which are not fully tax deductible
and higher U.S. state taxes partially offset by increases in taxable income in lower tax jurisdictions relative to higher tax
jurisdictions.
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Temporary differences and carryforwards for 2012 and 2011 were as follows:

2012
Deferred Tax

2011
Deferred Tax

(Dollars in Millions) Asset Liability Asset Liability

Employee related obligations $3,343 3,028

Stock based compensation 1,199 1,358

Depreciation (933) (865)

Non-deductible intangibles (6,261) (2,997)

International R&D capitalized for tax 1,599 1,509

Reserves & liabilities 1,908 1,527

Income reported for tax purposes 726 903

Net operating loss carryforward international 1,117 1,183

Miscellaneous international 1,291 (371) 1,261 (422)

Miscellaneous U.S. 915 817

Total deferred income taxes $12,098 (7,565) 11,586 (4,284)

The difference between the net deferred tax on income per the balance sheet and the net deferred tax above is included in
taxes on income on the balance sheet. The Company has wholly-owned international subsidiaries that have cumulative net
losses. The Company believes that it is more likely than not that these subsidiaries will realize future taxable income
sufficient to utilize these deferred tax assets.

The following table summarizes the activity related to unrecognized tax benefits:

(Dollars in Millions) 2012 2011 2010

Beginning of year $2,699 2,307 2,403

Increases related to current year tax positions 538 402 465

Increases related to prior period tax positions 57 87 68

Decreases related to prior period tax positions (41) (77) (431)

Settlements (120) (16) (186)

Lapse of statute of limitations (79) (4) (12)

End of year $3,054 2,699 2,307

The unrecognized tax benefits of $3.1 billion at December 30, 2012, if recognized, would affect the Company’s annual
effective tax rate. The Company conducts business and files tax returns in numerous countries and currently has tax audits
in progress with a number of tax authorities. The U.S. Internal Revenue Service (IRS) has completed its audit for the tax
years through 2005; however, there are a limited number of issues remaining open for prior tax years going back to 1999.
In other major jurisdictions where the Company conducts business, the years remain open generally back to the year
2003. The Company believes it is possible that audits may be completed by tax authorities in some jurisdictions over the
next twelve months. However, the Company is not able to provide a reasonably reliable estimate of the timing of any other
future tax payments relating to uncertain tax positions.

The Company classifies liabilities for unrecognized tax benefits and related interest and penalties as long-term liabilities.
Interest expense and penalties related to unrecognized tax benefits are classified as income tax expense. The Company
recognized after tax interest of $41 million expense, $47 million expense and $34 million income in 2012, 2011 and 2010,
respectively. The total amount of accrued interest was $422 million and $350 million in 2012 and 2011, respectively.
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9. Employee Related Obligations

At the end of 2012 and 2011, employee related obligations recorded on the Consolidated Balance Sheets were:

(Dollars in Millions) 2012 2011

Pension benefits $4,488 3,937

Postretirement benefits 2,789 2,843

Postemployment benefits 1,452 1,129

Deferred compensation 747 863

Total employee obligations 9,476 8,772

Less current benefits payable 394 419

Employee related obligations – non-current $9,082 8,353

Prepaid employee related obligations of $194 million and $249 million for 2012 and 2011, respectively, are included in
other assets on the Consolidated Balance Sheets.

10. Pensions and Other Benefit Plans

The Company sponsors various retirement and pension plans, including defined benefit, defined contribution and
termination indemnity plans, which cover most employees worldwide. The Company also provides post-retirement
benefits, primarily health care, to all eligible U.S. retired employees and their dependents.

Many international employees are covered by government-sponsored programs and the cost to the Company is not
significant.

Retirement plan benefits are primarily based on the employee’s compensation during the last three to five years before
retirement and the number of years of service. International subsidiaries have plans under which funds are deposited with
trustees, annuities are purchased under group contracts, or reserves are provided.

The Company does not fund retiree health care benefits in advance and has the right to modify these plans in the future.

The Company uses the date of its consolidated financial statements (December 30, 2012 and January 1, 2012,
respectively) as the measurement date for all U.S. and international retirement and other benefit plans.

Net periodic benefit costs for the Company’s defined benefit retirement plans and other benefit plans for 2012, 2011 and
2010 include the following components:

Retirement Plans Other Benefit Plans

(Dollars in Millions) 2012 2011 2010 2012 2011 2010

Service cost $722 638 550 175 149 134

Interest cost 878 853 791 165 188 202

Expected return on plan assets (1,236) (1,108) (1,005) (4) (1) (1)

Amortization of prior service cost (credit) 6 9 10 (3) (3) (4)

Amortization of net transition obligation 1 1 1 – – –

Recognized actuarial losses 494 388 236 76 45 48

Curtailments and settlements – – 1 – – –

Net periodic benefit cost $865 781 584 409 378 379

Amounts expected to be recognized in net periodic benefit cost in the coming year for the Company’s defined benefit
retirement plans and other post-retirement plans:

(Dollars in Millions)

Amortization of net transition obligation $1

Amortization of net actuarial losses 775

Amortization of prior service cost 6
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Unrecognized gains and losses for the U.S. pension plans are amortized over the average remaining future service for each
plan. For plans with no active employees, they are amortized over the average life expectancy. The amortization of gains
and losses for the other U.S. benefit plans is determined by using a 10% corridor of the greater of the market value of
assets or the projected benefit obligation. Total unamortized gains and losses in excess of the corridor are amortized over
the average remaining future service.

Prior service costs/benefits for the U.S. pension plans are amortized over the remaining future service of plan participants
at the time of the plan amendment. Prior service cost/benefit for the other U.S. benefit plans is amortized over the average
remaining service to full eligibility age of plan participants at the time of the plan amendment.

The weighted-average assumptions in the following table represent the rates used to develop the actuarial present value
of projected benefit obligation for the year listed and also the net periodic benefit cost for the following year.

Retirement Plans Other Benefit Plans

2012 2011 2010 2012 2011 2010

Worldwide Benefit Plans

Discount rate 4.25% 5.13% 5.71% 4.55% 5.25% 6.00%

Expected long-term rate of return on plan assets 8.45% 8.62% 8.68%

Rate of increase in compensation levels 4.08% 4.19% 4.19% 4.28% 4.28% 4.29%

The Company’s discount rates are determined by considering current yield curves representing high quality, long-term
fixed income instruments. The resulting discount rates are consistent with the duration of plan liabilities.

The expected rates of return on plan asset assumptions represent the Company’s assessment of long-term returns on
diversified investment portfolios globally. The assessment is determined using projections from external financial sources,
long-term historical averages, actual returns by asset class and the various asset class allocations by market.

The following table displays the assumed health care cost trend rates, for all individuals:

Health Care Plans 2012 2011

Health care cost trend rate assumed for next year 6.50% 7.50%

Rate to which the cost trend rate is assumed to decline (ultimate trend) 4.50% 5.00%

Year the rate reaches the ultimate trend rate 2032 2018

A one-percentage-point change in assumed health care cost trend rates would have the following effect:

(Dollars in Millions)
One-Percentage-

Point Increase
One-Percentage-
Point Decrease

Health Care Plans

Total interest and service cost $42 $(33)

Post-retirement benefit obligation 496 (394)
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The following table sets forth information related to the benefit obligation and the fair value of plan assets at year-end
2012 and 2011 for the Company’s defined benefit retirement plans and other post-retirement plans:

Retirement Plans
Other Benefit

Plans

(Dollars in Millions) 2012 2011 2012 2011

Change in Benefit Obligation

Projected benefit obligation – beginning of year $17,424 14,993 3,790 3,572

Service cost 722 638 175 149

Interest cost 878 853 165 188

Plan participant contributions 35 54 – –

Amendments 12 (24) – –

Actuarial losses 2,662 1,698 459 213

Divestitures & acquisitions 629 14 – –

Curtailments & settlements & restructuring (6) (6) – –

Benefits paid from plan (697) (659) (432) (320)

Effect of exchange rates 170 (137) 2 (12)

Projected benefit obligation – end of year $21,829 17,424 4,159 3,790

Change in Plan Assets

Plan assets at fair value – beginning of year $13,736 13,433 8 14

Actual return (loss) on plan assets 1,926 (102) 3 (1)

Company contributions 1,838 1,135 543 315

Plan participant contributions 35 54 – –

Settlements (2) (2) – –

Divestitures & acquisitions 593 (2) – –

Benefits paid from plan assets (697) (659) (432) (320)

Effect of exchange rates 107 (121) – –

Plan assets at fair value – end of year $17,536 13,736 122 8

Funded status – end of year $(4,293) (3,688) (4,037) (3,782)

Amounts Recognized in the Company’s Balance Sheet consist of the following:

Non-current assets $194 249 – –

Current liabilities (65) (59) (307) (346)

Non-current liabilities (4,422) (3,878) (3,730) (3,436)

Total recognized in the consolidated balance sheet – end of year $(4,293) (3,688) (4,037) (3,782)

Amounts Recognized in Accumulated Other Comprehensive Income consist of
the following:

Net actuarial loss $7,586 6,030 1,601 1,218

Prior service cost (credit) 9 6 (14) (18)

Unrecognized net transition obligation 2 3 – 1

Total before tax effects $7,597 6,039 1,587 1,201

Accumulated Benefit Obligations – end of year $19,267 15,452

Changes in Plan Assets and Benefit Obligations Recognized in Other
Comprehensive Income

Net periodic benefit cost $865 781 409 378

Net actuarial loss 2,007 2,903 458 197

Amortization of net actuarial (loss) gain (494) (388) (76) 8

Prior service cost 12 (24) – –

Amortization of prior service (cost) credit (6) (9) 3 3

Effect of exchange rates 79 (25) 1 (3)

Total recognized in other comprehensive income, before tax $1,598 2,457 386 205

Total recognized in net periodic benefit cost and other comprehensive income $2,463 3,238 795 583
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The Company plans to continue to fund its U.S. Qualified Plans to comply with the Pension Protection Act of 2006.
International Plans are funded in accordance with local regulations. Additional discretionary contributions are made when
deemed appropriate to meet the long-term obligations of the plans. For certain plans, funding is not a common practice, as
funding provides no economic benefit. Consequently, the Company has several pension plans that are not funded.

In 2012, the Company contributed $1,399 million and $439 million to its U.S. and international pension plans,
respectively.

The following table displays the funded status of the Company’s U.S. Qualified & Non-Qualified pension plans and
international funded and unfunded pension plans at December 30, 2012 and January 1, 2012, respectively:

U.S. Plans International Plans

Qualified Plans Non-Qualified Plans Funded Plans Unfunded Plans

(Dollars in Millions) 2012 2011 2012 2011 2012 2011 2012 2011

Plan Assets $11,464 9,132 – – 6,072 4,604 – –

Projected Benefit Obligation 12,420 10,283 1,343 1,155 7,586 5,626 480 360

Accumulated Benefit Obligation 11,001 9,147 1,070 903 6,774 5,078 422 324

Over (Under) Funded Status

Projected Benefit Obligation $(956) (1,151) (1,343) (1,155) (1,514) (1,022) (480) (360)

Accumulated Benefit Obligation 463 (15) (1,070) (903) (702) (474) (422) (324)

Plans with accumulated benefit obligations in excess of plan assets have an accumulated benefit obligation, projected
benefit obligation and plan assets of $6.5 billion, $7.4 billion and $4.0 billion, respectively at the end of 2012 and $13.8
billion, $15.4 billion and $11.7 billion, respectively, at the end of 2011.

The following table displays the projected future benefit payments from the Company’s retirement and other benefit plans:

(Dollars in Millions) 2013 2014 2015 2016 2017 2018-2022

Projected future benefit payments

Retirement plans $695 715 736 775 820 4,934

Other benefit plans – gross 327 221 220 220 220 1,121

Medicare rebates (11) – – – – –

Other benefit plans – net $316 221 220 220 220 1,121

The following table displays the projected future minimum contributions to the Company’s U.S. and international unfunded
retirement plans. These amounts do not include any discretionary contributions that the Company may elect to make in the
future.

(Dollars in Millions) 2013 2014 2015 2016 2017 2018-2022

Projected future contributions

Unfunded U.S. retirement plans $43 46 49 52 56 354

Unfunded international retirement plans $25 20 22 24 24 148

Each pension plan is overseen by a local committee or board that is responsible for the overall administration and
investment of the pension plans. In determining investment policies, strategies and goals, each committee or board
considers factors including, local pension rules and regulations; local tax regulations; availability of investment vehicles
(separate accounts, commingled accounts, insurance funds, etc.); funded status of the plans; ratio of actives to retirees;
duration of liabilities; and other relevant factors including; diversification, liquidity of local markets and liquidity of base
currency. A majority of the Company’s pension funds are open to new entrants and are expected to be on-going plans.
Permitted investments are primarily liquid and/or listed, with little reliance on illiquid and non-traditional investments such
as hedge funds.
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The Company’s retirement plan asset allocation at the end of 2012 and 2011 and target allocations for 2013 are as
follows:

Percent of
Plan Assets Target

Allocation
20132012 2011

Worldwide Retirement Plans

Equity securities 75% 70% 71%

Debt securities 25 30 29

Total plan assets 100% 100% 100%

Determination of Fair Value of Plan Assets

The Plan has an established and well-documented process for determining fair values. Fair value is based upon quoted
market prices, where available. If listed prices or quotes are not available, fair value is based upon models that primarily
use, as inputs, market-based or independently sourced market parameters, including yield curves, interest rates, volatilities,
equity or debt prices, foreign exchange rates and credit curves.

While the Plan believes its valuation methods are appropriate and consistent with other market participants, the use of
different methodologies or assumptions to determine the fair value of certain financial instruments could result in a different
estimate of fair value at the reporting date.

Valuation Hierarchy

The authoritative literature establishes a three-level hierarchy to prioritize the inputs used in measuring fair value. The levels
within the hierarchy are described in the table below with Level 1 having the highest priority and Level 3 having the lowest.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is
significant to the fair value measurement.

Following is a description of the valuation methodologies used for the investments measured at fair value.

• Short-term investments – Cash and quoted short-term instruments are valued at the closing price or the amount held
on deposit by the custodian bank. Other investments are through investment vehicles valued using the Net Asset Value
(NAV) provided by the administrator of the fund. The NAV is based on the value of the underlying assets owned by the
fund, minus its liabilities, and then divided by the number of shares outstanding. The NAV is a quoted price in a market
that is not active and classified as Level 2.

• Government and agency securities – A limited number of these investments are valued at the closing price reported on
the major market on which the individual securities are traded. Where quoted prices are available in an active market,
the investments are classified within Level 1 of the valuation hierarchy. If quoted market prices are not available for the
specific security, then fair values are estimated by using pricing models, quoted prices of securities with similar
characteristics or discounted cash flows. When quoted market prices for a security are not available in an active market,
they are classified as Level 2.

• Debt instruments – A limited number of these investments are valued at the closing price reported on the major market
on which the individual securities are traded. Where quoted prices are available in an active market, the investments are
classified as Level 1. If quoted market prices are not available for the specific security, then fair values are estimated by
using pricing models, quoted prices of securities with similar characteristics or discounted cash flows and are classified
as Level 2. Level 3 debt instruments are priced based on unobservable inputs.

• Equity securities – Common stocks are valued at the closing price reported on the major market on which the individual
securities are traded. Substantially all common stock is classified within Level 1 of the valuation hierarchy.

• Commingled funds – The investments are public investment vehicles valued using the NAV provided by the fund
administrator. The NAV is based on the value of the underlying assets owned by the fund, minus its liabilities, and then
divided by the number of shares outstanding. Assets in the Level 2 category have a quoted market price in a market that
is not active.

• Insurance contracts – The instruments are issued by insurance companies. The fair value is based on negotiated value
and the underlying investments held in separate account portfolios as well as considering the credit worthiness of the
issuer. The underlying investments are government, asset-backed and fixed income securities. In general, insurance
contracts are classified as Level 3 as there are no quoted prices nor other observable inputs for pricing.
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• Other assets – Other assets are represented primarily by limited partnerships and real estate investments, as well as
commercial loans and commercial mortgages that are not classified as corporate debt. Other assets that are exchange
listed and actively traded are classified as Level 1, while inactively traded assets are classified as Level 2. Most limited
partnerships represent investments in private equity and similar funds that are valued by the general partners. These, as
well as any other assets valued using unobservable inputs, are classified as Level 3.

The following table sets forth the Retirement Plans’ trust investments measured at fair value as of December 30, 2012 and
January 1, 2012:

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total Assets

(Dollars in Millions) 2012 2011 2012 2011 2012 2011 2012 2011

Short-term investment funds $155 161 627 632 – – 782 793

Government and agency securities 53 59 1,706 1,528 – – 1,759 1,587

Debt instruments 2 1 1,641 1,106 3 9 1,646 1,116

Equity securities 8,104 6,682 1 2 4 16 8,109 6,700

Commingled funds 11 8 4,985 3,375 50 33 5,046 3,416

Insurance contracts – – – – 24 25 24 25

Other assets – 1 101 33 69 65 170 99

Trust investments at fair value $8,325 6,912 9,061 6,676 150 148 17,536 13,736

The Company’s Other Benefit Plans are unfunded except for U.S. commingled funds (Level 2) of $67 million and $8
million at December 30, 2012 and January 1, 2012, respectively, and $55 million of U.S. short-term-investment funds
(Level 2) at December 30, 2012.

The fair value of Johnson & Johnson Common Stock directly held in plan assets was $512 million (2.9% of total plan
assets) at December 30, 2012 and $476 million (3.5% of total plan assets) at January 1, 2012.

Level 3 Gains and Losses

The table below sets forth a summary of changes in the fair value of the Plan’s Level 3 assets for the years ended
December 30, 2012 and January 1, 2012:

(Dollars in Millions)
Debt

Instruments
Equity

Securities
Commingled

Funds
Insurance
Contracts

Other
Assets

Total
Level 3

Balance January 2, 2011 $13 24 35 29 82 183

Realized gains (losses) – 3 – 1 – 4

Unrealized gains (losses) 1 (2) (6) (2) (17) (26)

Purchases, sales, issuances and settlements, net (5) (9) 4 (3) – (13)

Balance January 1, 2012 9 16 33 25 65 148

Realized gains (losses) – (1) – – (5) (6)

Unrealized gains (losses) – – – – – –

Purchases, sales, issuances and settlements, net (6) (11) 17 (1) 9 8

Balance December 30, 2012 $3 4 50 24 69 150
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11. Savings Plan

The Company has voluntary 401(k) savings plans designed to enhance the existing retirement programs covering eligible
employees. The Company matches a percentage of each employee’s contributions consistent with the provisions of the
plan for which he/she is eligible. Total Company matching contributions to the plans were $160 million, $157 million and
$157 million in 2012, 2011 and 2010, respectively.

12. Capital and Treasury Stock

Changes in treasury stock were:

Treasury Stock

(Amounts in Millions Except Treasury Stock Shares in Thousands) Shares Amount

Balance at January 3, 2010 365,522 $19,780

Employee compensation and stock option plans (28,866) (1,794)

Repurchase of common stock 45,090 2,797

Balance at January 2, 2011 381,746 20,783

Employee compensation and stock option plans (26,007) (1,649)

Repurchase of common stock 39,741 2,525

Balance at January 1, 2012 395,480 21,659

Employee compensation and stock option plans (55,170) (3,250)

Issuance of common stock associated with the acquisition of Synthes, Inc. (203,740) (12,852)

Repurchase of common stock(1) 204,784 12,919

Balance at December 30, 2012 341,354 $18,476

Aggregate shares of Common Stock issued were approximately 3,119,843,000 shares at the end of 2012, 2011 and
2010.

Cash dividends paid were $2.40 per share in 2012, compared with dividends of $2.25 per share in 2011, and $2.11 per
share in 2010.

(1) Includes repurchase of common stock associated with the acquisition of Synthes, Inc.

13. Accumulated Other Comprehensive Income

Components of other comprehensive income/(loss) consist of the following:

(Dollars in Millions)

Foreign
Currency

Translation

Gains/
(Losses)

on
Securities

Employee
Benefit
Plans

Gains/
(Losses)

on
Derivatives
& Hedges

Total
Accumulated

Other
Comprehensive
Income/(Loss)

January 3, 2010 $(508) (30) (2,665) 145 (3,058)

Net 2010 changes (461) 54 (21) (45) (473)

January 2, 2011 (969) 24 (2,686) 100 (3,531)

Net 2011 changes (557) 424 (1,700) (268) (2,101)

January 1, 2012 (1,526) 448 (4,386) (168) (5,632)

Net 2012 changes 1,230 (253) (1,331) 176 (178)

December 30, 2012 $(296) 195 (5,717) 8 (5,810)

Amounts in accumulated other comprehensive income are presented net of the related tax impact. Foreign currency
translation is not adjusted for income taxes as it relates to permanent investments in international subsidiaries. For
additional details on comprehensive income see the Consolidated Statements of Comprehensive Income.
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14. International Currency Translation

For translation of its subsidiaries operating in non-U.S. Dollar currencies, the Company has determined that the local
currencies of its international subsidiaries are the functional currencies except those in highly inflationary economies, which
are defined as those which have had compound cumulative rates of inflation of 100% or more during the past three years,
or where a substantial portion of its cash flows are not in the local currency.

In consolidating international subsidiaries, balance sheet currency effects are recorded as a component of accumulated
other comprehensive income. This equity account includes the results of translating all balance sheet assets and liabilities
at current exchange rates, except for those located in highly inflationary economies. The translation of balance sheet
accounts for highly inflationary economies are reflected in the operating results.

A rollforward of the changes during 2012, 2011 and 2010 for foreign currency translation adjustments is included in
Note 13.

Net currency transaction gains and losses included in Other (income) expense were losses of $58 million, $10 million and
$130 million in 2012, 2011 and 2010, respectively.

15. Earnings Per Share

The following is a reconciliation of basic net earnings per share to diluted net earnings per share for the fiscal years ended
December 30, 2012, January 1, 2012 and January 2, 2011:

(In Millions Except Per Share Amounts) 2012 2011 2010

Basic net earnings per share attributable to Johnson & Johnson $3.94 3.54 4.85

Average shares outstanding – basic 2,753.3 2,736.0 2,751.4

Potential shares exercisable under stock option plans 164.6 158.3 156.1

Less: shares repurchased under treasury stock method (128.2) (122.6) (122.3)

Convertible debt shares 3.6 3.6 3.6

Accelerated share repurchase program 19.3 – –

Adjusted average shares outstanding – diluted 2,812.6 2,775.3 2,788.8

Diluted net earnings per share attributable to Johnson & Johnson $3.86 3.49 4.78

The diluted net earnings per share calculation includes the dilutive effect of convertible debt that is offset by the related
reduction in interest expense of $4 million after-tax for years 2012, 2011 and 2010.

Diluted net earnings per share excludes 0.2 million, 50.7 million and 66.3 million shares underlying stock options for 2012,
2011 and 2010, respectively, as the exercise price of these options was greater than their average market value, which
would result in an anti-dilutive effect on diluted earnings per share.

The diluted earnings per share calculation for the fiscal year ended December 30, 2012 included the dilutive effect of
19.3 million shares related to the accelerated share repurchase program, associated with the acquisition of Synthes, Inc.
See Note 20 to the Consolidated Financial Statements for additional details. A $1 increase/decrease in the volume
weighted average share price would impact this estimate by approximately 2.6 million shares.

16. Rental Expense and Lease Commitments

Rentals of space, vehicles, manufacturing equipment and office and data processing equipment under operating leases
were approximately $375 million, $313 million and $299 million in 2012, 2011 and 2010, respectively.

The approximate minimum rental payments required under operating leases that have initial or remaining non-cancelable
lease terms in excess of one year at December 30, 2012 are:

(Dollars in Millions)

2013 2014 2015 2016 2017
After
2017 Total

$251 192 149 115 90 128 925

Commitments under capital leases are not significant.
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17. Common Stock, Stock Option Plans and Stock Compensation Agreements

At December 30, 2012, the Company had 4 stock-based compensation plans. The shares outstanding are for contracts
under the Company’s 2000 Stock Option Plan, the 2005 Long-Term Incentive Plan, the 2012 Long-Term Incentive Plan,
and the Scios, Inc. Stock Option Plans. The 2005 Long-Term Incentive Plan expired April 26, 2012. All options and
restricted shares granted subsequent to that date were under the 2012 Long-Term Incentive Plan.

The compensation cost that has been charged against income for these plans was $662 million, $621 million and $614
million for 2012, 2011 and 2010, respectively. The total income tax benefit recognized in the income statement for share-
based compensation costs was $220 million, $207 million and $205 million for 2012, 2011 and 2010, respectively. The
total unrecognized compensation cost was $565 million, $562 million and $613 million for 2012, 2011 and 2010,
respectively. The weighted average period for this cost to be recognized was 1.02 years, 0.97 years and 1.05 years for
2012, 2011, and 2010, respectively. Share-based compensation costs capitalized as part of inventory were insignificant
in all periods.

Stock Options

Stock options expire 10 years from the date of grant and vest over service periods that range from 6 months to 4 years. All
options are granted at the average of the high and low prices of the Company’s Common Stock on the New York Stock
Exchange on the date of grant. Under the 2012 Long-Term Incentive Plan, the Company may issue up to 200 million
shares of common stock, plus any shares canceled, expired, forfeited, or not issued from the 2005 Long-Term Incentive
Plan subsequent to April 26, 2012. Shares available for future grants under the 2012 Long-Term Incentive Plan were
201.8 million at the end of 2012.

The Company settles employee stock option exercises with treasury shares. Previously, treasury shares were replenished
throughout the year for the number of shares used to settle employee stock option exercises. However, pursuant to the
accelerated stock repurchase agreements in connection with the acquisition of Synthes, Inc., the Company has not made
any purchases of Common Stock on the open market during the fiscal third and fourth quarters of 2012.

The fair value of each option award was estimated on the date of grant using the Black-Scholes option valuation model
that uses the assumptions noted in the following table. Expected volatility represents a blended rate of 4-year daily
historical average volatility rate, and a 5-week average implied volatility rate based on at-the-money traded Johnson &
Johnson options with a life of 2 years. Historical data is used to determine the expected life of the option. The risk-free rate
was based on the U.S. Treasury yield curve in effect at the time of grant.

The average fair value of options granted was $6.39, $7.47 and $8.03, in 2012, 2011, and 2010, respectively. The fair
value was estimated based on the weighted average assumptions of:

2012 2011 2010

Risk-free rate 1.06% 2.41% 2.78%

Expected volatility 18.38% 18.20% 17.40%

Expected life (in years) 6.0 6.0 6.0

Dividend yield 3.60% 3.60% 3.30%
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A summary of option activity under the Plan as of December 30, 2012, January 1, 2012 and January 2, 2011 and changes
during the years ending on those dates is presented below:

(Shares in Thousands)
Outstanding

Shares

Weighted
Average

Exercise Price

Aggregate
Intrinsic

Value
(Dollars in
Millions)

Shares at January 3, 2010 212,719 $58.66 $1,310

Options granted 13,996 62.62

Options exercised (25,020) 51.84

Options canceled/forfeited (8,005) 62.36

Shares at January 2, 2011 193,690 59.68 648

Options granted 9,530 62.21

Options exercised (20,160) 56.65

Options canceled/forfeited (3,601) 62.38

Shares at January 1, 2012 179,459 60.10 1,004

Options granted 8,661 65.36

Options exercised (49,388) 56.73

Options canceled/forfeited (4,381) 62.97

Shares at December 30, 2012 134,351 $61.58 $1,061

The total intrinsic value of options exercised was $547 million, $167 million and $278 million in 2012, 2011 and 2010,
respectively.

The following table summarizes stock options outstanding and exercisable at December 30, 2012:

(Shares in Thousands) Outstanding Exercisable

Exercise Price Range Options
Average

Life(1)

Average
Exercise

Price Options

Average
Exercise

Price

$49.66-$53.77 3,600 0.1 $52.19 3,599 $52.19

$53.93-$58.33 29,134 3.6 $56.13 28,076 $56.04

$58.34-$61.75 29,604 4.0 $60.01 29,556 $60.01

$61.86-65.37 28,817 7.8 $63.29 464 $63.88

$65.62-$68.37 43,196 2.9 $65.97 43,165 $65.97

134,351 4.3 $61.58 104,860 $61.15

(1) Average contractual life remaining in years.

Stock options exercisable at January 1, 2012 and January 2, 2011 were 138,126 at an average price of $59.94 and an
average life of 4.2 years and 141,275 at an average price of $59.25 and an average life of 4.7 years, respectively.

Restricted Share Units and Performance Share Units

The Company grants restricted share units with a vesting period of three years. The Company also grants performance
share units, which are paid in shares of Johnson & Johnson Common Stock after the end of a three-year performance
period. Whether any performance share units vest, and the amount that does vest, is tied to the achievement, over a three-
year period, of three equally-weighted goals that directly align with or help drive long-term total shareholder return: sales,
adjusted operational earnings per share, and relative total shareholder return. The number of shares actually earned at the
end of the three-year period will vary, based only on actual performance, from 0% to 200% of the target number of
performance share units granted.

The Company settles employee stock issuances with treasury shares. Previously, treasury shares were replenished
throughout the year for the number of shares used to settle employee stock issuances. However, pursuant to the
accelerated stock repurchase agreements in connection with the acquisition of Synthes, Inc., the Company has not made
any purchases of Common Stock on the open market during the fiscal third and fourth quarters of 2012.
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A summary of the restricted share units and performance share units activity under the Plans as of December 30, 2012 is
presented below:

(Shares in Thousands)

Outstanding
Restricted

Share Units

Outstanding
Performance
Share Units

Shares at January 3, 2010 26,324

Granted 12,003

Issued (6,297)

Canceled/forfeited (2,296)

Shares at January 2, 2011 29,734

Granted 11,478

Issued (8,300)

Canceled/forfeited (1,886)

Shares at January 1, 2012 31,026 –

Granted 12,197 327

Issued (9,278) –

Canceled/forfeited (2,111) (42)

Shares at December 30, 2012 31,834 285

The average fair value of the restricted share units granted was $58.93, $55.90 and $56.69 in 2012, 2011 and 2010,
respectively, using the fair market value at the date of grant. The fair value of restricted share units was discounted for
dividends, which are not paid on the restricted share units during the vesting period. The fair value of restricted share units
settled was $483.2 million, $458.9 million and $375.0 million in 2012, 2011 and 2010, respectively.

The weighted average fair value of the performance share units was $55.01 in 2012, calculated using the weighted
average fair market value for each of the three component goals at the date of grant.

The fair values for the sales and earnings per share goals of each performance share unit were estimated on the date of
grant using the fair market value of the shares at the time of the award discounted for dividends, which are not paid on the
performance share units during the vesting period. The fair value for the relative total shareholder return goal of each
performance share unit was estimated on the date of grant using the Monte Carlo valuation model. No performance share
units were issued in 2012.

18. Segments of Business and Geographic Areas

Sales to Customers

(Dollars in Millions) 2012 2011 2010

Consumer –

United States $5,046 5,151 5,519

International 9,401 9,732 9,071

Total 14,447 14,883 14,590

Pharmaceutical –

United States 12,421 12,386 12,519

International 12,930 11,982 9,877

Total 25,351 24,368 22,396

Medical Devices and Diagnostics –

United States 12,363 11,371 11,412

International 15,063 14,408 13,189

Total 27,426 25,779 24,601

Worldwide total $67,224 65,030 61,587
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Pre-Tax Profit Identifiable Assets

(Dollars in Millions) 2012(3) 2011(4) 2010(5) 2012 2011 2010

Consumer $1,693 2,096 2,342 $24,131 24,210 23,753

Pharmaceutical 6,075 6,406 7,086 23,219 23,747 19,961

Medical Devices and Diagnostics 7,187 5,263 8,272 42,926 23,609 23,277

Total 14,955 13,765 17,700 90,276 71,566 66,991

Less: Expense not allocated to segments(1) 1,180 1,404 753

General corporate(2) 31,071 42,078 35,917

Worldwide total $13,775 12,361 16,947 $121,347 113,644 102,908

Additions to Property,
Plant & Equipment

Depreciation and
Amortization

(Dollars in Millions) 2012 2011 2010 2012 2011 2010

Consumer $468 670 526 $575 631 532

Pharmaceutical 737 729 508 1,010 958 912

Medical Devices and Diagnostics 1,230 1,095 1,113 1,857 1,331 1,270

Segments total 2,435 2,494 2,147 3,442 2,920 2,714

General corporate 499 399 237 224 238 225

Worldwide total $2,934 2,893 2,384 $3,666 3,158 2,939

Sales to Customers Long-Lived Assets(6)

(Dollars in Millions) 2012 2011 2010 2012 2011 2010

United States $29,830 28,908 29,450 $35,115 23,529 23,315

Europe 16,945 17,129 15,510 25,261 19,056 16,791

Western Hemisphere excluding U.S. 7,207 6,418 5,550 3,636 3,517 3,653

Asia-Pacific, Africa 13,242 12,575 11,077 2,362 2,163 2,089

Segments total 67,224 65,030 61,587 66,374 48,265 45,848

General corporate 899 750 715

Other non long-lived assets 54,074 64,629 56,345

Worldwide total $67,224 65,030 61,587 $121,347 113,644 102,908

See Note 1 for a description of the segments in which the Company operates.

Export sales are not significant. In 2012, 2011 and 2010, the Company did not have a customer that represented 10% of total revenues.
(1) Amounts not allocated to segments include interest (income) expense, noncontrolling interests and general corporate (income)

expense. Includes expense of $0.2 billion and $0.5 billion of currency related expense related to the acquisition of Synthes, Inc. in
2012 and 2011, respectively.

(2) General corporate includes cash and marketable securities.
(3) Includes $1,218 million of net litigation expense, which includes product liability, comprised of $658 million and $560 million in the

Pharmaceutical and Medical Devices and Diagnostics segments, respectively. Includes $1,163 million of in-process research and
development expense, comprised of $1,111 million and $52 million in the Pharmaceutical and Medical Devices and Diagnostics
segments, respectively. Includes $795 million of Synthes integration/transaction costs in the Medical Devices and Diagnostics
segment. Includes $909 million of asset write-downs and other adjustments, comprised of $499 million, $264 million and $146
million in the Pharmaceutical, Consumer and Medical Devices and Diagnostics segments, respectively. The Medical Devices and
Diagnostics segment also includes $110 million expense for the cost associated with the DePuy ASR™ Hip program.

(4) Includes $3,310 million of net litigation expense, which includes product liability, comprised of $1,741 million and $1,569 million in
the Pharmaceutical and Medical Devices and Diagnostics segments, respectively. Includes $656 million of net restructuring expense,
comprised of $676 million expense in the Medical Devices and Diagnostics segment and a gain of $20 million in the Pharmaceutical
segment. The Medical Devices and Diagnostics segment also includes $521 million expense for the cost associated with the DePuy
ASR™ Hip program.

(5) Includes $397 million of net litigation gain, which includes product liability expense, comprised of $447 million expense in the
Pharmaceutical segment and a gain of $844 million in the Medical Devices and Diagnostics segment. The Medical Devices and
Diagnostics segment also includes $280 million expense for the cost associated with the DePuy ASR™ Hip program.

(6) Long-lived assets include property, plant and equipment, net for 2012, 2011 and 2010 of $16,097, $14,739 and $14,553,
respectively, and intangible assets and goodwill, net for 2012, 2011 and 2010 of $51,176, $34,276 and $32,010, respectively.
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19. Selected Quarterly Financial Data (unaudited)

Selected unaudited quarterly financial data for the years 2012 and 2011 are summarized below:

2012 2011

(Dollars in Millions Except Per Share
Data)

First
Quarter(1)

Second
Quarter(2)

Third
Quarter(3)

Fourth
Quarter(4)

First
Quarter(5)

Second
Quarter(6)

Third
Quarter(7)

Fourth
Quarter(8)

Segment sales to customers

Consumer $3,595 3,619 3,581 3,652 3,682 3,793 3,740 3,668

Pharmaceutical 6,133 6,291 6,402 6,525 6,059 6,233 5,982 6,094

Med Devices & Diagnostics 6,411 6,565 7,069 7,381 6,432 6,571 6,283 6,493

Total sales 16,139 16,475 17,052 17,558 16,173 16,597 16,005 16,255

Gross profit 11,224 11,332 11,455 11,555 11,395 11,425 10,933 10,917

Earnings before provision for taxes on
income 5,045 2,035 3,595 3,100 4,510 3,422 4,111 318

Net earnings attributable to Johnson &
Johnson 3,910 1,408 2,968 2,567 3,476 2,776 3,202 218

Basic net earnings per share attributable
to Johnson & Johnson $1.43 0.51 1.08 0.93 1.27 1.01 1.17 0.08

Diluted net earnings per share
attributable to Johnson & Johnson $1.41 0.50 1.05 0.91 1.25 1.00 1.15 0.08

(1) The first quarter of 2012 includes an after-tax gain of $106 million from currency and costs associated with the acquisition of
Synthes, Inc.

(2) The second quarter of 2012 includes after-tax charges of $717 million for asset write-downs, $611 million from net litigation, $564
million associated with the acquisition of Synthes, Inc. and $344 million from impairment of in-process research and development.

(3) The third quarter of 2012 includes after-tax charges of $135 million associated with the acquisition of Synthes, Inc., $340 million
from impairment of in-process research and development, $70 million associated with litigation, including product liability, and $24
million associated with the DePuy ASR™ Hip program.

(4) The fourth quarter of 2012 includes after-tax charges of $371 million from net litigation, including product liability, $306 million
associated with the acquisition of Synthes, Inc., $73 million associated with the DePuy ASR™ Hip program and $59 million from
impairment of in-process research and development.

(5) The first quarter of 2011 includes an after-tax charge of $271 million from net litigation, including product liability, and the DePuy
ASR™ Hip program.

(6) The second quarter of 2011 includes after-tax charges of $549 million for restructuring, $325 million from litigation, including product
liability, and the DePuy ASR™ Hip program, partially offset by a $102 million after-tax gain associated with an adjustment to the value
of the currency option related to the acquisition of Synthes, Inc.

(7) The third quarter of 2011 includes a $241 million after-tax charge associated with an adjustment to the value of the currency option
and deal costs related to the acquisition of Synthes, Inc.

(8) The fourth quarter of 2011 includes after-tax charges of $2,239 million from net litigation, including product liability, $336 million for
the cost associated with the DePuy ASR™ Hip program and $338 million associated with an adjustment to the value of the currency
option and deal costs related to the acquisition of Synthes, Inc.

20. Business Combinations and Divestitures

Certain businesses were acquired for $17,821 million in cash and stock and $1,204 million of liabilities assumed during
2012. These acquisitions were accounted for by the purchase method and, accordingly, results of operations have been
included in the financial statements from their respective dates of acquisition.

The 2012 acquisitions included: Synthes, Inc., a global developer and manufacturer of orthopaedics devices; Guangzhou
Bioseal Biotech Co. Ltd, a developer of biologic combinations addressing moderate to severe hemostasis; Angiotech
Pharmaceuticals, Inc., intellectual property and know how related to the Quill™ Knotless Tissue-Closure Device; Corlmmun
Inc., a developer of a phase II treatment for CHF; Calibra Medical, Inc., developer of a unique, wearable three-day insulin
patch for convenient and discreet mealtime dosing for people with diabetes who take multiple daily injections of insulin;
Spectrum Vision LLC, a full service distributor of contact lenses serving Russia with facilities in the Ukraine and
Kazakhstan; marketing authorizations, trademarks, and patents extending ZYRTEC® related market rights in Australia and
Canada.
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The excess of purchase price over the estimated fair value of tangible assets acquired amounted to $15,785 million and
has been assigned to identifiable intangible assets, with any residual recorded to goodwill. Of this amount, approximately
$208 million has been identified as the value of IPR&D associated with the acquisitions of Corlmmun Inc. and
Synthes, Inc.

The IPR&D related to the acquisition of Synthes, Inc. of $63 million is associated with orthopaedic devices, and the IPR&D
associated with Corlmmun of $145 million is related to a CHF treatment. These IPR&D values were calculated using the
cash flow projections discounted for the risk inherent in such projects. Synthes, Inc. had a probability of success factor of
100%, discounted using a 14% rate. Corlmmun had a probability of success factor of 38%, discounted using a 25% rate.

During the fiscal second quarter, the Company completed the acquisition of Synthes, Inc., a global developer and
manufacturer of orthopaedics devices, for a purchase price of $20.2 billion in cash and stock. The net acquisition cost of
the transaction is $17.5 billion based on cash on hand at closing of $2.7 billion.

Under the terms of the agreement, each share of Synthes, Inc. common stock was exchanged for CHF 55.65 in cash and
1.717 shares of Johnson & Johnson common stock, based on the calculated exchange ratio. The exchange ratio was
calculated on June 12, 2012 and based on the relevant exchange rate and closing price of Johnson & Johnson common
stock on that date, the total fair value of consideration transferred was $19.7 billion. When the acquisition was completed
on June 14, 2012, based on the relevant exchange rate and closing price of Johnson & Johnson common stock on that
date, the total fair value of the consideration transferred was $20.2 billion. Janssen Pharmaceutical, a company organized
under the laws of Ireland and a wholly-owned subsidiary of Johnson & Johnson, used cash on hand to satisfy the cash
portion of the merger consideration.

The stock portion of the merger consideration consisted of shares of Johnson & Johnson common stock purchased by
Janssen Pharmaceutical, from two banks, pursuant to two accelerated share repurchase (ASR) agreements dated
June 12, 2012. On June 13, 2012, Janssen Pharmaceutical purchased an aggregate of approximately 203.7 million shares
of Johnson & Johnson common stock at an initial purchase price of $12.9 billion under the ASR agreements, with all of the
shares delivered to Janssen Pharmaceutical on June 13, 2012. Final settlement of the transactions under each ASR
agreement is expected to occur in the first half of 2013, and may occur earlier at the option of the two banks, as
applicable, or later under certain circumstances. Based on the theoretical settlement of the ASR agreements, an additional
19.3 million shares would be issued to settle the ASR agreements as of December 30, 2012.

In addition, while the Company believes that the transactions under each ASR agreement and a series of related internal
transactions were consummated in a tax efficient manner in accordance with applicable law, it is possible that the Internal
Revenue Service could assert one or more contrary positions to challenge the transactions from a tax perspective. If
challenged, an amount up to the total purchase price for the Synthes shares could be treated as subject to applicable U.S.
tax at approximately the statutory rate to the Company, plus interest.

The following table summarizes the consideration transferred to acquire Synthes, Inc. valued on the acquisition date of
June 14, 2012:

(Dollars in Millions)

Cash (multiply 55.65CHF by shares of Synthes common stock outstanding by the exchange rate) (A) $6,902

Common Stock (multiply 1.717 by shares of Synthes common stock outstanding by J&J stock price) (B) $13,335

Total fair value of consideration transferred $20,237

(A) Synthes common stock outstanding of 118.7 million shares as of the acquisition date and CHF/USD exchange rate of .95674

(B) Johnson & Johnson closing stock price on the New York Stock Exchange as of acquisition date of $65.45 per share.

The Company is still finalizing the allocation of the purchase price to the individual assets acquired and liabilities assumed.
The allocation of the purchase price included in the current period balance sheet is based on the best estimate of
management. To assist management in the allocation, the Company engaged valuation specialists to prepare independent
appraisals. Certain estimated values surrounding litigation loss contingencies are not yet finalized and are subject to
change. We will finalize the amounts recognized as we obtain the information necessary to complete the analysis. We
expect to finalize these amounts as soon as possible but no later than one year from the acquisition date.
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The following table presents the amounts recognized for assets acquired and liabilities assumed as of the acquisition date,
as well as the adjustments made up to December 30, 2012:

(Dollars in Millions) June 14, 2012 December 30, 2012

Cash & Cash equivalents $2,749 2,749

Inventory 889 1,194

Accounts Receivable, net 738 738

Other current assets 249 238

Property, plant and equipment 1,253 1,253

Goodwill 5,371 6,011

Intangible assets 12,929 12,861

Other non-current assets 46 46

Total Assets Acquired 24,224 25,090

Current liabilities 825 1,053

Deferred Taxes 2,731 3,471

Other non-current liabilities 431 329

Total Liabilities Assumed 3,987 4,853

Net Assets Acquired $20,237 20,237

The adjustments made since the date of acquisition were to account for changes to inventory, based on the results of the
physical inventory counts and deferred taxes, to reflect the statutory tax rate that is being applied to the intangible assets.
The revisions to the purchase price allocation were not material to the Statements of Consolidated Earnings for the prior
fiscal quarters of 2012.

The assets acquired are recorded in the Medical Devices and Diagnostics segment. The acquisition of Synthes, Inc.
resulted in $6.0 billion of goodwill. The goodwill is primarily attributable to synergies expected to arise from the acquisition
of Synthes, Inc. The goodwill is not expected to be deductible for tax purposes.

The purchase price allocation to the identifiable intangible assets included in the June 14, 2012 and December 30, 2012
balance sheets were as follows:

(Dollars in Millions) June 14, 2012 December 30, 2012

Intangible assets with definite lives:

Customer relationships $9,950 9,870

Patents and technology 1,495 1,508

Total amortizable intangibles 11,445 11,378

Trademark and Trade name 1,420 1,420

In-process research and development 64 63

Total intangible assets $12,929 12,861

The weighted average life for the $11.4 billion of total amortizable intangibles is approximately 21 years.

The trade name asset values were determined to have an indefinite life based on a number of factors, including trade name
history, the competitive environment, market share and future operating plans. The intangible assets with definite lives were
assigned asset lives ranging from 7 to 22 years.

The majority of the intangible asset valuation relates to customer relationships, patents and technology and trade name
intangible assets in the Company’s trauma, cranio maxillofacial, spine and power tools business lines. Additionally, in-
process research and development intangible assets were valued for technology programs for unapproved products.

The value of the IPR&D was calculated using cash flow projections discounted for the risk inherent in such projects. The
discount rate applied was 14%.

The Company is in the process of executing the integration plans to combine businesses, sales organizations, systems
and locations as a result of which the Company has and will continue to incur integration costs.

52 • Johnson & Johnson 2012 Annual Report



The operating results of Synthes were reported in the Company’s financial statements beginning on June 14, 2012. Total
sales and net earnings for Synthes for the fiscal year ended December 30, 2012 were $2,159 million and $324 million,
respectively.

The following table provides pro forma results of operations for the fiscal year ended December 30, 2012 and January 1,
2012, as if Synthes, Inc. had been acquired as of January 3, 2011. The pro forma results include the effect of divestitures
and certain purchase accounting adjustments such as the estimated changes in depreciation and amortization expense on
the acquired tangible and intangible assets. However, pro forma results do not include any anticipated cost savings or
other effects of the integration of Synthes, Inc. Accordingly, such amounts are not necessarily indicative of the results if the
acquisition had occurred on the dates indicated or which may occur in the future.

(Dollars in Millions Except Per Share Amounts)

Unaudited Pro forma
consolidated results

2012 2011

Net Sales $68,894 68,741

Net Earnings attributable to Johnson & Johnson $11,564 9,427

Diluted Net Earnings per share attributable to Johnson & Johnson $4.11 3.40

In 2012, the Company recorded acquisition related costs of $1,028 million before tax, which were recorded in Cost of
products sold and Other (income) expense.

In connection with the Synthes acquisition, DePuy Orthopaedics, Inc. agreed to divest certain rights and assets related to
its trauma business to Biomet, Inc. and completed the initial closing for this transaction in the fiscal second quarter of
2012, including those countries that represented the majority of sales. As of December 30, 2012, the transaction had
closed worldwide.

Certain businesses were acquired for $2,797 million in cash and $228 million of liabilities assumed during 2011. These
acquisitions were accounted for by the purchase method and, accordingly, results of operations have been included in the
financial statements from their respective dates of acquisition.

The 2011 acquisitions included: Crucell N.V., a global biopharmaceutical company focused on the research &
development, production and marketing of vaccines and antibodies against infectious disease worldwide; the over-the-
counter brands of J.B. Chemicals & Pharmaceuticals Limited, including RINZA®, Russia’s leading multi-symptom cough
and cold brand, and DOKTOR MOM®, Russia’s number two selling cough brand, as well as several other brands; full
ownership of the Johnson & Johnson-Merck Consumer Pharmaceuticals Co. joint venture in the U.S. from Merck Sharp &
Dohme Corp; and SterilMed, Inc., a leader in the reprocessing and remanufacturing of medical devices in the U.S.

The excess of purchase price over the estimated fair value of tangible assets acquired amounted to $2,657 million and has
been assigned to identifiable intangible assets, with any residual recorded to goodwill. Of this amount, approximately $982
million has been identified as the value of IPR&D associated with the acquisition of Crucell N.V.

The IPR&D related to the acquisition of Crucell N.V. of $982 million is associated with vaccines and antibodies that
prevent and/or treat infectious diseases. The value of the IPR&D was calculated using cash flow projections discounted
for the risk inherent in such projects. Probability of success factors ranging from 14 – 81% were used to reflect inherent
clinical and regulatory risk. The discount rate applied was 16%. During the fiscal second quarter of 2012, the Company
recorded a charge of $0.5 billion for the intangible asset write-down and $0.4 billion for the impairment of the in-process
research and development related to the Crucell business.

Certain businesses were acquired for $1,269 million in cash and $52 million of liabilities assumed during 2010. These
acquisitions were accounted for by the purchase method and, accordingly, results of operations have been included in the
financial statements from their respective dates of acquisition.

The 2010 acquisitions included: Acclarent, Inc., a privately held medical technology company dedicated to designing,
developing and commercializing devices that address conditions affecting the ear, nose and throat (ENT); RespiVert Ltd., a
privately held drug discovery company focused on developing small-molecule, inhaled therapies for the treatment of
pulmonary diseases; and Micrus Endovascular LLC, a global developer and manufacturer of minimally invasive devices for
hemorrhagic and ischemic stroke.

The excess of purchase price over the estimated fair value of tangible assets acquired amounted to $1,185 million and has
been assigned to identifiable intangible assets, with any residual recorded to goodwill. Of this amount, approximately $213
million has been identified as the value of IPR&D associated with the acquisitions of Acclarent, Inc., RespiVert Ltd. and
Micrus Endovascular LLC.

Johnson & Johnson 2012 Annual Report • 53



The IPR&D related to the acquisition of Acclarent, Inc. was $75 million and is associated with novel, endoscopic, catheter-
based devices to meet the needs of ENT patients. The value of the IPR&D was calculated using cash flow projections
discounted for the risk inherent in such projects. Probability of success factors ranging from 50 – 53% were used to
reflect inherent clinical and regulatory risk. The discount rate applied was 16%.

The IPR&D related to the acquisition of RespiVert Ltd. was $100 million and is associated with narrow spectrum kinase
inhibitors with a unique profile of anti-inflammatory activities as treatments for moderate to severe asthma, Chronic
Obstructive Pulmonary Disease (COPD) and Cystic Fibrosis (CF). The value of the IPR&D was calculated using cash flow
projections discounted for the risk inherent in such projects. Probability of success factors ranging from 10 – 12% were
used to reflect inherent clinical and regulatory risk. The discount rate applied was 17%.

The IPR&D related to the acquisition of Micrus Endovascular LLC was $38 million and is associated with ischemic and
flow diverter technologies. The value of the IPR&D was calculated using cash flow projections discounted for the risk
inherent in such projects. Probability of success factors ranging from 50 – 75% were used to reflect inherent clinical and
regulatory risk. The discount rate applied was 14%.

With the exception of the Synthes, Inc. acquisition, supplemental pro forma information for 2012, 2011 and 2010 in
accordance with U.S. GAAP standards related to business combinations, and goodwill and other intangible assets, is not
provided, as the impact of the aforementioned acquisitions did not have a material effect on the Company’s results of
operations, cash flows or financial position.

During 2012, the Company divestitures included: BYSTOLIC® (nebivolol) IP rights to Forest Laboratories, Inc.; the trauma
business of DePuy Orthopaedics, Inc. to Biomet, Inc.; the Therakos business to an affiliate of Gores Capital Partners III,
L.P.; the sale of certain consumer brands and the RhoGAM® business. In 2012, the gains on the divestitures of
businesses were $0.9 billion. During 2011, the Company divestitures included, the Animal Health Business to Elanco, a
Division of Eli Lilly, MONISTAT® in Canada, the U.S. and its territories (including Puerto Rico), assets of the Ortho
Dermatologics division in the U.S. to subsidiaries of Valeant Pharmaceuticals International, Inc. and the Surgical
Instruments Business of Codman & Shurtleff, Inc. In 2011, the gains on the divestitures of businesses were $1.0 billion.
During 2010, the Company divestitures included the Breast Care Business of Ethicon Endo-Surgery, Inc. The gains on
these divestitures were recognized in Other (income)/expense, net.

21. Legal Proceedings

Johnson & Johnson and certain of its subsidiaries are involved in various lawsuits and claims regarding product liability,
intellectual property, commercial and other matters; governmental investigations; and other legal proceedings that arise
from time to time in the ordinary course of their business.

The Company records accruals for such contingencies when it is probable that a liability will be incurred and the amount
of the loss can be reasonably estimated. As of December 30, 2012, the Company has determined that the liabilities
associated with certain litigation matters are probable and can be reasonably estimated. The Company has accrued for
these matters and will continue to monitor each related legal issue and adjust accruals for new information and further
developments in accordance with ASC 450-20-25. For these and other litigation and regulatory matters currently
disclosed for which a loss is probable or reasonably possible, the Company is unable to determine an estimate of the
possible loss or range of loss beyond the amounts already accrued. These matters can be affected by various factors,
including whether damages sought in the proceedings are unsubstantiated or indeterminate; scientific and legal discovery
has not commenced or is not complete; proceedings are in early stages; matters present legal uncertainties; there are
significant facts in dispute; or there are numerous parties involved.

In the Company’s opinion, based on its examination of these matters, its experience to date and discussions with counsel,
the ultimate outcome of legal proceedings, net of liabilities accrued in the Company’s balance sheet, is not expected to
have a material adverse effect on the Company’s financial position. However, the resolution in any reporting period of one
or more of these matters, either alone or in the aggregate, may have a material adverse effect on the Company’s results of
operations and cash flows for that period.
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PRODUCT LIABILITY

Certain subsidiaries of Johnson & Johnson are involved in numerous product liability cases. The damages claimed are
substantial, and while these subsidiaries are confident of the adequacy of the warnings and instructions for use that
accompany the products at issue, it is not feasible to predict the ultimate outcome of litigation. The Company has
established product liability accruals in compliance with ASC 450-20 based on currently available information, which in
some cases may be limited. Changes to the accruals may be required in the future as additional information becomes
available.

Multiple products of Johnson & Johnson subsidiaries are subject to product liability claims and lawsuits in which claimants
seek substantial compensatory and, where available, punitive damages, including LEVAQUIN®, the ASR™ XL Acetabular
System and DePuy ASR™ Hip Resurfacing System, the PINNACLE® Acetabular Cup System, RISPERDAL®, pelvic
meshes, DURAGESIC®/fentanyl patches and TOPAMAX®. As of December 30, 2012, in the U.S. there were
approximately 2,100 plaintiffs with direct claims in pending lawsuits regarding injuries allegedly due to LEVAQUIN®,
10,750 with respect to the ASR™ XL Acetabular System and DePuy ASR™ Hip Resurfacing System, 3,300 with respect to
the PINNACLE® Acetabular Cup System, 425 with respect to RISPERDAL®, 4,000 with respect to pelvic meshes, 30
with respect to DURAGESIC®/fentanyl patches and 75 with respect to TOPAMAX®.

In August 2010, DePuy Orthopaedics, Inc. (DePuy) announced a worldwide voluntary recall of its ASR™ XL Acetabular
System and DePuy ASR™ Hip Resurfacing System used in hip replacement surgery. Claims for personal injury have been
made against DePuy and Johnson & Johnson, and the number of pending lawsuits continues to increase. Cases filed in
Federal courts in the United States have been organized as a multi-district litigation in the United States District Court for
the Northern District of Ohio. Litigation has also been filed in countries outside of the United States, primarily in the United
Kingdom, Canada and Australia. The Company continues to receive information with respect to potential costs associated
with this recall. During the fiscal third and fourth quarters of 2012, the Company increased its accruals for the DePuy
ASR™ Hip recall program and related product liability after the Company completed an analysis of new information,
including the number of expected claims, recently updated revision rates of the recalled products and product liability
expense per case. Changes to these accruals may be required in the future as additional information becomes available.

Claims for personal injury have also been made against DePuy and Johnson & Johnson relating to DePuy’s PINNACLE®

Acetabular Cup System. The number of pending product liability lawsuits continues to increase, and the Company
continues to receive information with respect to potential costs and the anticipated number of cases. Cases filed in
Federal courts in the United States have been organized as a multi-district litigation in the United States District Court for
the Northern District of Texas. The Company has established a product liability accrual in anticipation of product liability
litigation associated with DePuy’s PINNACLE® Acetabular Cup System. Changes to this accrual may be required in the
future as additional information becomes available.

Claims for personal injury have been made against Ethicon, Inc. (Ethicon) and Johnson & Johnson arising out of Ethicon’s
pelvic mesh devices used to treat stress urinary incontinence and pelvic organ prolapse. The number of pending product
liability lawsuits continues to increase, and the Company continues to receive information with respect to potential costs
and the anticipated number of cases. Cases filed in Federal courts in the United States have been organized as a multi-
district litigation in the United States District Court for the Southern District of West Virginia. In addition, a class action
and several individual personal injury cases have been commenced in Canada and Australia seeking damages for alleged
injury resulting from Ethicon’s pelvic mesh devices. The Company has established a product liability accrual in anticipation
of product liability litigation associated with Ethicon’s pelvic mesh products. Changes to this accrual may be required in
the future as additional information becomes available.

The Company believes that the ultimate resolution of these matters based on historical and reasonably likely future trends
is not expected to have a material adverse effect on the Company’s financial position, annual results of operations and
cash flows. The resolution in any interim reporting period could have a material impact on the Company’s results of
operations and cash flows for that period.
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INTELLECTUAL PROPERTY

Certain subsidiaries of Johnson & Johnson are subject, from time to time, to legal proceedings and claims related to
patent, trademark and other intellectual property matters arising out of their business. The most significant of these matters
are described below.

PATENT INFRINGEMENT

Certain subsidiaries of Johnson & Johnson are involved in lawsuits challenging the coverage and/or validity of the patents
on their products. Although these subsidiaries believe that they have substantial defenses to these challenges with respect
to all material patents, there can be no assurance as to the outcome of these matters, and a loss in any of these cases
could potentially adversely affect the ability of these subsidiaries to sell their products, or require the payment of past
damages and future royalties.

Medical Devices and Diagnostics

In October 2004, Tyco Healthcare Group, LP (Tyco) and U.S. Surgical Corporation filed a lawsuit against Ethicon Endo-
Surgery, Inc. (EES) in the United States District Court for the District of Connecticut alleging that several features of
EES’s HARMONIC® Scalpel infringed four Tyco patents. In October 2007, on motions for summary judgment prior to the
initial trial, a number of claims were found invalid and a number were found infringed. However, no claim was found both
valid and infringed. Trial commenced in December 2007, and the Court dismissed the case without prejudice on grounds
that Tyco did not own the patents in suit. The dismissal without prejudice was affirmed on appeal. In January 2010, Tyco
filed another complaint in the United States District Court for the District of Connecticut asserting infringement of three of
the four patents from the previous lawsuit and adding new products. Tyco is seeking monetary damages and injunctive
relief. The case was tried in July 2012, and the parties are awaiting a decision from the Court.

In October 2007, Bruce Saffran (Saffran) filed a patent infringement lawsuit against Johnson & Johnson and Cordis
Corporation (Cordis) in the United States District Court for the Eastern District of Texas alleging infringement on U.S.
Patent No. 5,653,760. In January 2011, a jury returned a verdict finding that Cordis’s sales of its CYPHER® Stent willfully
infringed the ‘760 patent. The jury awarded Saffran $482 million. In March 2011, the Court entered judgment against
Cordis in the amount of $593 million, representing the jury verdict, plus $111 million in pre-judgment interest. Cordis has
appealed the judgment. Oral argument was heard in December 2012, and a decision from the Court of Appeals is
pending. Because the Company believes that the potential for an unfavorable outcome is not probable, it has not
established an accrual with respect to the case.

In November 2007, Roche Diagnostics Operations, Inc., et al. (Roche) filed a patent infringement lawsuit against LifeScan,
Inc. (LifeScan) in the United States District Court for the District of Delaware, accusing LifeScan’s entire OneTouch® line
of blood glucose monitoring systems of infringement of two patents related to the use of microelectrode sensors. In
September 2009, LifeScan obtained a favorable ruling on claim construction that precluded a finding of infringement. The
Court entered judgment against Roche in July 2010 and Roche appealed. The Court of Appeals reversed the District
Court’s ruling on claim construction and remanded the case to the District Court for new findings on the issue. The parties
are awaiting a ruling on claim construction. Roche is seeking monetary damages and injunctive relief.

In June 2009, Rembrandt Vision Technologies, L.P. (Rembrandt) filed a patent infringement lawsuit against Johnson &
Johnson Vision Care, Inc. (JJVC) in the United States District Court for the Eastern District of Texas alleging that JJVC’s
manufacture and sale of its ACUVUE® ADVANCE® and ACUVUE® OASYS® Hydrogel Contact Lenses infringe their U.S.
Patent No. 5,712,327 (the Chang patent). Rembrandt is seeking monetary relief. The case was transferred to the United
States District Court for the Middle District of Florida. In May 2012, the jury returned a verdict holding that neither of the
accused lenses infringe the ‘327 patent. Rembrandt has filed an appeal with the United States Court of Appeals for the
Federal Circuit.

In November 2011, Howmedica Osteonics Corp. (Howmedica) and Stryker Ireland Ltd. (Stryker) filed a patent
infringement lawsuit against DePuy Orthopaedics, Inc. (DePuy) in the United States District Court for the District of New
Jersey alleging infringement by DePuy’s PINNACLE® Acetabular Cup System and DURALOC® Acetabular Cup System of
a patent relating to a dual-locking mechanism feature in an acetabular cup system. Howmedica and Stryker are seeking
monetary damages and injunctive relief. DePuy filed its answer in February 2012 and filed a counterclaim asserting that
Stryker’s Trident Acetabular Hip System infringes DePuy’s U.S. Patent No. 6,610,097. DePuy is seeking damages and
injunctive relief from Howmedica and Stryker.
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In May 2012, Medtronic Minimed, Inc., Medtronic Puerto Rico Operations Co. and MiniMed Distribution Corp. (collectively,
Medtronic Minimed) filed a patent infringement lawsuit against Animas Corporation in the United States District Court for
the Central District of California alleging that Animas’ OneTouch® Ping® Glucose Management System infringes nine of
their patents. Medtronic Minimed is seeking monetary damages and injunctive relief.

In June 2012, DePuy Orthopaedics, Inc. (DePuy) filed a declaratory judgment action against Orthopaedic Hospital (OH) in
the United States District Court for the Northern District of Indiana seeking a declaration of the parties’ rights and
obligations under a Patent Rights and License Agreement between the parties related to development of a polyethylene
material. OH has claimed that DePuy owes royalties on products made with anti-oxidant polyethylene. DePuy disputes that
it owes such royalties to OH and is thus seeking a declaration from the Court on disputed contractual provisions. After
DePuy filed the declaratory judgment action, OH filed a separate suit on the same subject matter in the United States
District Court for the Central District of California, and moved for consolidation with the California case.

Pharmaceutical

In May 2009, Abbott Biotechnology Ltd. (Abbott) filed a patent infringement lawsuit against Centocor, Inc. (Centocor)
(now Janssen Biotech, Inc. (JBI)) in the United States District Court for the District of Massachusetts alleging that
SIMPONI® infringes Abbott’s U.S. Patent Nos. 7,223,394 and 7,541,031 (the Salfeld patents). Abbott is seeking
monetary damages and injunctive relief. In April 2012, the parties participated in an arbitration on the issue of JBI’s
defense that Abbott is equitably estopped from asserting the patents. In May 2012, the arbitrator rejected JBI’s defense.
The case has been reinstated in the District Court and fact discovery is ongoing.

In August 2009, Abbott GmbH & Co. (Abbott GmbH) and Abbott Bioresearch Center filed a patent infringement lawsuit
against Centocor (now JBI) in the United States District Court for the District of Massachusetts alleging that STELARA®

infringes two United States patents assigned to Abbott GmbH. JBI filed a complaint in the United States District Court for
the District of Columbia for a declaratory judgment of non-infringement and invalidity of the Abbott GmbH patents, as well
as a Complaint for Review of a Patent Interference Decision that granted priority of invention on one of the two asserted
patents to Abbott GmbH. The cases have been transferred from the District of Columbia to the District of Massachusetts.
Trial was held in September 2012 with a jury verdict in favor of Centocor, invalidating Abbott’s patent claims. Post-trial
briefing has been completed and the parties are awaiting a decision. Also in August 2009, Abbott GmbH and Abbott
Laboratories Limited brought a patent infringement lawsuit in The Federal Court of Canada alleging that STELARA®

infringes Abbott GmbH’s Canadian patent. A trial is scheduled for December 2013 in the Canadian Case. In addition to
the U.S. and Canadian litigations, in August 2012, Abbott filed patent infringement lawsuits in the Netherlands,
Switzerland and Germany. In each of the above cases, Abbott is seeking monetary damages and injunctive relief.

LITIGATION AGAINST FILERS OF ABBREVIATED NEW DRUG APPLICATIONS (ANDAs)

The following summarizes lawsuits pending against generic companies that filed Abbreviated New Drug Applications
(ANDAs) seeking to market generic forms of products sold by various subsidiaries of Johnson & Johnson prior to expiration
of the applicable patents covering those products. These ANDAs typically include allegations of non-infringement,
invalidity and unenforceability of these patents. In the event the subsidiaries are not successful in these actions, or the
statutory 30-month stays expire before the United States District Court rulings are obtained, the third-party companies
involved will have the ability, upon approval of the United States Food and Drug Administration (FDA), to introduce generic
versions of the products at issue, resulting in very substantial market share and revenue losses for those products.

CONCERTA®

A number of generic companies have filed ANDAs seeking approval to market generic versions of CONCERTA®. In
September 2011, a settlement agreement was entered into with Kremers-Urban, LLC and KUDCO Ireland, Ltd.
(collectively, KUDCO) pursuant to which KUDCO was granted a license under the patent-in-suit to market its generic
version of CONCERTA® starting on July 1, 2012, if and when KUDCO obtains FDA approval.

In November 2010, ALZA Corporation (ALZA) and Ortho-McNeil-Janssen Pharmaceuticals, Inc. (OMJPI) (now Janssen
Pharmaceuticals, Inc. (JPI)) filed a patent infringement lawsuit in the United States District Court for the District of
Delaware against Impax Laboratories, Inc. (Impax), Teva Pharmaceuticals USA, Inc., and Teva Pharmaceutical Industries
Ltd. (collectively, Teva) in response to Impax and Teva’s filing of a major amendment to its ANDA seeking approval to
market a generic version of CONCERTA® before the expiration of ALZA and JPI’s patent relating to CONCERTA®. Impax
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and Teva filed counterclaims alleging non-infringement and invalidity. In May 2011, ALZA and JPI filed a second lawsuit
against Teva in response to Teva’s filing of a second major amendment to its ANDA seeking approval to market additional
dosage strengths of its generic CONCERTA® product before the expiration of ALZA and JPI’s patent relating to
CONCERTA®. In each of the above cases, ALZA and JPI sought an Order enjoining the defendants from marketing its
generic version of CONCERTA® prior to the expiration of ALZA and JPI’s CONCERTA® patent. In September 2012, a
settlement agreement was entered into with Impax and Teva pursuant to which those parties were granted a license under
the patent-in-suit to market their generic version of CONCERTA® starting July 14, 2013 (or earlier under certain
circumstances), if and when they obtain FDA approval.

ORTHO TRI-CYCLEN® LO

A number of generic companies have filed ANDAs seeking approval to market generic versions of ORTHO TRI-CYCLEN®

LO. In February 2012, JPI and Watson Laboratories, Inc. and Watson Pharmaceuticals, Inc. (collectively, Watson) entered
into a settlement agreement. Pursuant to the settlement agreement, the parties entered into a supply agreement whereby
JPI will supply to Watson a combinational oral contraceptive containing certain specified compounds from December 31,
2015 (or earlier under certain circumstances) through the expiration of the ‘815 patent on December 6, 2019. In addition,
in the event Watson does not wish to exercise its rights under the supply agreement, JPI has granted Watson a license to
market Watson’s ANDA product from December 31, 2015 (or earlier under certain circumstances) through December 6,
2019.

In January 2010, OMJPI (now JPI) filed a patent infringement lawsuit against Lupin Ltd. and Lupin Pharmaceuticals, Inc.
(collectively, Lupin) in the United States District Court for the District of New Jersey in response to Lupin’s ANDA seeking
approval to market a generic version of ORTHO TRI-CYCLEN® LO prior to the expiration of JPI’s patent relating to
ORTHO TRI-CYCLEN® LO (the OTCLO patent). Lupin filed a counterclaim alleging invalidity of the patent. Trial
concluded in June 2012, and in September 2012, the Court issued a decision in favor of JPI. In particular, the Court
ordered that the effective date of the approval of Lupin’s ANDA (which had previously been approved) be not earlier than
the expiration of the OTCLO patent. Lupin has appealed the decision to the Court of Appeals for the Federal Circuit. Oral
argument was heard in February 2013, and the Court’s decision is pending.

In November 2010, OMJPI (now JPI) filed a patent infringement lawsuit against Mylan Inc. and Mylan Pharmaceuticals, Inc.
(collectively, Mylan), and Famy Care, Ltd. (Famy Care) in the United States District Court for the District of New Jersey in
response to Famy Care’s ANDA seeking approval to market a generic version of ORTHO TRI-CYCLEN® LO prior to the
expiration of the OTCLO patent. Mylan and Famy Care filed counterclaims alleging invalidity of the patent. In November
2012, JPI and Mylan entered into a settlement agreement pursuant to which Mylan was granted a license under the
OTCLO patent to market its generic version of ORTHO TRI-CYCLEN® LO starting December 31, 2015 (or earlier under
certain circumstances), if and when they obtain FDA approval.

In October 2011, JPI filed a patent infringement lawsuit against Sun Pharma Global FZE and Sun Pharmaceutical
Industries (collectively, Sun) in the United States District Court for the District of New Jersey in response to Sun’s ANDA
seeking approval to market a generic version of ORTHO TRI-CYCLEN® LO prior to the expiration of the OTCLO patent.

In May 2012, JPI filed a patent infringement lawsuit against Haupt Pharma, Inc., Ranbaxy Laboratories Limited and
Ranbaxy Inc. (collectively, Haupt) in the United States District Court for the District of New Jersey in response to Haupt’s
ANDA seeking approval to market a generic version of ORTHO TRI-CYCLEN® LO prior to the expiration of the OTCLO
patent. In December 2012, JPI and Haupt entered into a settlement agreement pursuant to which Haupt was granted a
license under the OTCLO patent to market its generic version of ORTHO TRI-CYCLEN® LO starting December 31, 2015
(or earlier under certain circumstances), if and when they obtain FDA approval.

In August 2012, JPI filed a patent infringement lawsuit against Glenmark Generics Ltd. and Glenmark Generics Inc., USA
(collectively, Glenmark) in the United States District Court for the District of New Jersey in response to Glenmark’s ANDA
seeking approval to market a generic version of ORTHO TRI-CYCLEN® LO prior to the expiration of the OTCLO patent.
In November 2012, a settlement agreement was entered into with Glenmark pursuant to which Glenmark was granted a
license under the OTCLO patent to market its generic version of ORTHO TRI-CYCLEN® LO starting December 31, 2015
(or earlier under certain circumstances), if and when they obtain FDA approval.

In each of the above cases, JPI sought or is seeking an Order enjoining the defendants from marketing their generic
versions of ORTHO TRI-CYLCEN® LO before the expiration of the OTCLO patent.
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PREZISTA®

A number of generic companies have filed ANDAs seeking approval to market generic versions of PREZISTA®. In
November 2010, Tibotec, Inc. (now Tibotec, LLC) and Tibotec Pharmaceuticals (now Janssen R&D Ireland) (collectively,
Tibotec) filed a patent infringement lawsuit against Lupin, Ltd., Lupin Pharmaceuticals, Inc. (collectively, Lupin), Mylan, Inc.
and Mylan Pharmaceuticals, Inc. (collectively, Mylan) in the United States District Court for the District of New Jersey in
response to Lupin’s and Mylan’s respective ANDAs seeking approval to market generic versions of Tibotec’s PREZISTA®

product before the expiration of Tibotec’s patent relating to PREZISTA®. Lupin and Mylan each filed counterclaims
alleging non-infringement and invalidity. In July 2011, Tibotec filed another patent infringement lawsuit against Lupin in the
United States District Court for the District of New Jersey in response to Lupin’s supplement to its ANDA to add new
dosage strengths for its proposed product. In August 2011, Tibotec and G.D. Searle & Company (G.D. Searle) filed a
patent infringement lawsuit against Lupin and Mylan in response to their notice letters advising that their ANDAs are
seeking approval to market generic versions of Tibotec’s PREZISTA® product before the expiration of two patents relating
to PREZISTA® that Tibotec exclusively licenses from G.D. Searle.

In March 2011, Tibotec and G.D. Searle filed a patent infringement lawsuit against Teva Pharmaceuticals USA, Inc. and
Teva Pharmaceuticals, Ltd. (collectively, Teva) in the United States District Court for the District of New Jersey in response
to Teva’s ANDA seeking approval to market a generic version of PREZISTA® before the expiration of certain patents
relating to PREZISTA® that Tibotec either owns or exclusively licenses from G.D. Searle.

In March 2011, Tibotec filed a patent infringement lawsuit against Hetero Drugs, Ltd. Unit III and Hetero USA Inc.
(collectively, Hetero) in the United States District Court for the District of New Jersey in response to Hetero’s ANDA
seeking approval to market a generic version of PREZISTA® before the expiration of certain patents relating to
PREZISTA® that Tibotec exclusively licenses from G.D. Searle. In July 2011, upon agreement by the parties, the Court
entered a stay of the lawsuit pending a final decision in the lawsuit against Teva with respect to the validity and/or
enforceability of the patents that Tibotec licenses from G.D. Searle, with Hetero agreeing to be bound by such final
decision.

In September 2011, the Court consolidated the above lawsuits, as well as lawsuits brought by the United States
Government against each of the defendants for infringement of a United States Government-owned patent relating to
PREZISTA®, for purposes of pre-trial discovery and trial, with the proviso that after discovery is completed, any party can
move to have the cases de-consolidated for trial.

In May and June 2012, Janssen Products, LP and Janssen R&D Ireland (collectively, Janssen) and G.D. Searle filed a
patent infringement lawsuit against Lupin, Teva and Mylan in the United States District Court for the District of New Jersey,
alleging infringement of newly issued United States Reissue Patent No. Re42,889, which Janssen exclusively licenses
from G.D. Searle. In August 2012, Janssen and G.D. Searle filed a patent infringement lawsuit against Lupin, Teva and
Mylan in the United States District Court for the District of New Jersey, alleging infringement of newly issued United States
Reissue Patent No. Re43,596, which Janssen exclusively licenses from G.D. Searle. These cases have been consolidated
with the above lawsuits. In October 2012, Janssen filed a motion to file a Supplemental Complaint against Lupin, Teva and
Mylan in the United States District Court for the District of New Jersey, alleging infringement of United States Patent Nos.
7,772,411 (Mylan only), 7,126,015 (Lupin and Teva only) and 7,595,408 (Lupin and Teva only). In January 2013, the
Court permitted these three additional patents to be added to the consolidated action.

In each of the above lawsuits, Tibotec and Janssen are seeking an Order enjoining the defendants from marketing their
generic versions of PREZISTA® before the expiration of the relevant patents.

OTHER INTELLECTUAL PROPERTY MATTERS

In September 2009, Centocor Ortho Biotech Products, L.P. (now Janssen Products, LP (JPLP)) intervened in an
inventorship lawsuit filed by the University of Kansas Center for Research, Inc. (KUCR) against the United States of
America (USA) in the United States District Court for the District of Kansas. KUCR alleges that two KUCR scientists
should be added as inventors on two USA-owned patents relating to VELCADE®. The USA licensed the patents (and
their foreign counterparts) to Millennium Pharmaceuticals, Inc. (MPI), who in turn sublicensed the patents (and their foreign
counterparts) to JPLP for commercial marketing outside the United States. In July 2010, the parties reached a settlement
agreement to resolve the disputes in this case and submitted the inventorship issue to arbitration, the outcome of which
would determine whether pre-specified payments would be made to KUCR, but will not affect JPLP’s right to market
VELCADE®. The arbitration took place in December 2011 and a decision in favor of KUCR was issued in March 2012. As
a result, JPLP will be required to make the aforementioned pre-specified payments to KUCR.
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In December 2009, the State of Israel filed a lawsuit in the District Court in Tel Aviv Jaffa against Omrix
Biopharmaceuticals, Inc. and various affiliates (Omrix). In the lawsuit, the State claims that an employee of a government-
owned hospital was the inventor on several patents related to fibrin glue technology that the employee developed while he
was a government employee. The State claims that he had no right to transfer any intellectual property to Omrix because it
belongs to the State. The State is seeking damages plus royalties on QUIXIL™ and EVICEL™ products, or alternatively,
transfer of the patents to the State.

In January 2011, Genentech, Inc. (Genentech) initiated an arbitration against UCB Celltech (Celltech) seeking damages for
allegedly cooperating with Centocor, Inc. (now Janssen Biotech, Inc. (JBI)) to improperly terminate a prior agreement in
which JBI was sublicensed under Genentech’s Cabilly patents to sell REMICADE®. JBI has an indemnity agreement with
Celltech, and Celltech asserted that JBI would be liable for any damages Celltech may be required to pay Genentech in that
arbitration. Following an arbitration hearing in June 2012, the arbitrators issued a decision finding no liability for Celltech,
and therefore, JBI is not liable for any potential indemnity claim. JBI has moved to recover its attorney’s fees, costs and
expenses.

In March 2012, Noramco, Inc. (Noramco) moved to intervene in three patent infringement lawsuits filed in the United
States District Court for the Southern District of New York (SDNY) by Purdue Pharma L.P. and others (Purdue) against
Noramco oxycodone customers, Impax Laboratories, Inc. (Impax), Teva Pharmaceuticals USA, Inc. (Teva) and Amneal
Pharmaceuticals, LLC (Amneal). In February 2013, Noramco appeared on behalf of Noramco customers Watson
Laboratories, Inc. – Florida and Andrx Labs, LLC (collectively, Watson/Andrx) in a similar lawsuit filed by Purdue in the
SDNY. The lawsuits are in response to the defendants’ respective ANDAs seeking approval to market generic extended
release oxycodone products before the expiration of certain Purdue patents. Three of the asserted patents relate to
oxycodone and processes for making oxycodone, and Noramco has agreed to defend the lawsuits on behalf of Impax,
Teva, Amneal and Watson/Andrx. Although Noramco did not participate, in November 2012, a trial in a lawsuit brought by
Purdue against another Noramco customer, Actavis Elizabeth, LLC (Actavis), took place. Because the active ingredient at
issue in the Actavis lawsuit is the same as the active ingredient at issue in the above lawsuits, the District Court’s decision
in the Actavis case may affect those lawsuits. A decision from the District Court in the Actavis case is pending.

In August 2012, Dr. James M. Swanson (Swanson) filed a lawsuit against ALZA Corporation (ALZA) in the Northern
District of California seeking to be added as an inventor on two ALZA-owned patents relating to
CONCERTA®. Alternatively, Dr. Swanson has alleged that the patents-in-suit are invalid and/or unenforceable as a result
of ALZA’s alleged omission of Dr. Swanson as a named inventor on the patents. Dr. Swanson is seeking damages and an
award of unjust enrichment. ALZA filed a motion to dismiss Swanson’s claims and oral argument is scheduled for February
2013.

GOVERNMENT PROCEEDINGS

Like other companies in the pharmaceutical and medical devices and diagnostics industries, Johnson & Johnson and
certain of its subsidiaries are subject to extensive regulation by national, state and local government agencies in the United
States and other countries in which they operate. As a result, interaction with government agencies is ongoing. The most
significant litigation brought by, and investigations conducted by, government agencies are listed below. It is possible that
criminal charges and substantial fines and/or civil penalties or damages could result from government investigations or
litigation.

AVERAGE WHOLESALE PRICE (AWP) LITIGATION

Johnson & Johnson and several of its pharmaceutical subsidiaries (the J&J AWP Defendants), along with numerous other
pharmaceutical companies, are defendants in a series of lawsuits in state and federal courts involving allegations that the
pricing and marketing of certain pharmaceutical products amounted to fraudulent and otherwise actionable conduct
because, among other things, the companies allegedly reported an inflated Average Wholesale Price (AWP) for the drugs
at issue. Payors alleged that they used those AWPs in calculating provider reimbursement levels. Many of these cases,
both federal actions and state actions removed to federal court, were consolidated for pre-trial purposes in a Multi-District
Litigation (MDL) in the United States District Court for the District of Massachusetts.

The plaintiffs in these cases included three classes of private persons or entities that paid for any portion of the purchase
of the drugs at issue based on AWP, and state government entities that made Medicaid payments for the drugs at issue
based on AWP. In June 2007, after a trial on the merits, the MDL Court dismissed the claims of two of the plaintiff classes
against the J&J AWP Defendants. In March 2011, the Court dismissed the claims of the third class against the J&J AWP
Defendants without prejudice.
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AWP cases brought by various Attorneys General have proceeded to trial against other manufacturers. Several state
cases against certain subsidiaries of Johnson & Johnson have been settled, including Kentucky, which had been set for
trial in January 2012 and Kansas which had been set for trial in March 2013. Louisiana and Mississippi are set for trial in
October 2013, Illinois is set for trial in May 2014, and Alaska is set for trial in July 2014. Other state cases are likely to be
set for trial in due course. In addition, an AWP case against the J&J AWP Defendants brought by the Commonwealth of
Pennsylvania was tried in Commonwealth Court in October and November 2010. The Court found in the
Commonwealth’s favor with regard to certain of its claims under the Pennsylvania Unfair Trade Practices and Consumer
Protection Law (UTPL), entered an injunction, and awarded $45 million in restitution and $6.5 million in civil penalties. The
Court found in the J&J AWP Defendants’ favor on the Commonwealth’s claims of unjust enrichment, misrepresentation/
fraud, civil conspiracy, and on certain of the Commonwealth’s claims under the UTPL. The J&J AWP Defendants have
appealed the Commonwealth Court’s UTPL ruling to the Pennsylvania Supreme Court. The Company believes that the J&J
AWP Defendants have strong arguments supporting their appeal. Because the Company believes that the potential for an
unfavorable outcome is not probable, it has not established an accrual with respect to the verdict.

RISPERDAL®

In January 2004, Janssen Pharmaceutica Inc. (Janssen Pharmaceutica) (now Janssen Pharmaceuticals, Inc. (JPI)) received
a subpoena from the Office of the Inspector General of the United States Office of Personnel Management seeking
documents concerning sales and marketing of, any and all payments to physicians in connection with sales and marketing
of, and clinical trials for, RISPERDAL® from 1997 to 2002. Documents subsequent to 2002 have also been requested by
the Department of Justice. An additional subpoena seeking information about marketing of, and adverse reactions to,
RISPERDAL® was received from the United States Attorney’s Office for the Eastern District of Pennsylvania in
November 2005. Numerous subpoenas seeking testimony from various witnesses before a grand jury were also received.
JPI cooperated in responding to these requests for documents and witnesses. The United States Department of Justice
and the United States Attorney’s Office for the Eastern District of Pennsylvania (the Government) are continuing to actively
pursue both criminal and civil actions. In February 2010, the Government served Civil Investigative Demands seeking
additional information relating to sales and marketing of RISPERDAL® and sales and marketing of INVEGA®. The focus of
these matters is the alleged promotion of RISPERDAL® and INVEGA® for off-label uses. The Government has notified JPI
that there are also pending qui tam actions alleging off-label promotion of RISPERDAL®. The Government informed JPI
that it will intervene in these qui tam actions and file a superseding complaint.

In 2011, discussions to resolve criminal penalties under the Food Drug and Cosmetic Act related to the promotion of
RISPERDAL® resulted in an agreement in principle with the United States Attorney’s Office for the Eastern District of
Pennsylvania on key issues relevant to a disposition of criminal charges pursuant to a single misdemeanor violation of the
Food Drug and Cosmetic Act, but certain issues remain open before a settlement can be finalized. During 2011, the
Company accrued amounts to cover the financial component of the proposed criminal settlement.

In 2012, the Company also reached an agreement in principle with the United States Department of Justice to settle three
pending civil False Claims Act matters that are pending in (1) the Eastern District of Pennsylvania concerning sales and
marketing of RISPERDAL® and INVEGA®; (2) the Northern District of California regarding the sales and marketing of
NATRECOR®, discussed separately below; and (3) the District of Massachusetts alleging that the defendants provided
the Omnicare, Inc. (Omnicare) long-term care pharmacy with rebates and other payments regarding RISPERDAL® and
other products, discussed separately below. Assuming these agreements are finalized, they will resolve the federal
government’s claims under the Federal False Claims Act, resolve all pending state and federal government litigation
regarding Omnicare and NATRECOR®, and settle the RISPERDAL® Medicaid-related claims for those states that opt into
the settlement. With the tentative settlement agreements described above, issues remain open that must be resolved
before the settlements can be finalized.

The Company has accrued amounts, including an additional accrual made in the second quarter of 2012, to cover these
tentative settlement agreements. However, the settlements will not resolve all pending state litigation matters regarding
RISPERDAL®, and some states may elect to opt out of the settlements. To the extent any state has a claim and has or will
elect to opt out of these settlements, the Company has accrued an amount equal to what that state would receive if it was
participating in the settlements. Among other states, Arkansas, Louisiana and South Carolina are not expected to
participate in the settlements (as discussed below). Because the Company believes there are strong arguments on appeal
in those cases, the Company has only accrued an amount equal to what these states would receive if they participated in
the settlements.

In addition, the Attorneys General of multiple states, including Alaska, Arkansas, Louisiana, Massachusetts, Mississippi,
Montana, New Mexico, South Carolina and Utah, have pending actions against Janssen Pharmaceutica (now JPI) seeking
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one or more of the following remedies: reimbursement of Medicaid or other public funds for RISPERDAL® prescriptions
written for off-label use, compensation for treating their citizens for alleged adverse reactions to RISPERDAL®, civil fines
or penalties, damages for “overpayments” by the state and others, violations of state consumer fraud statutes, punitive
damages or other relief relating to alleged unfair business practices. Certain of these actions also seek injunctive relief
relating to the promotion of RISPERDAL®. In January 2012, JPI settled a lawsuit filed by the Attorney General of Texas. In
April 2012, in the lawsuit brought by the Attorney General of Arkansas, the jury found against both JPI and Johnson &
Johnson, and the Court imposed penalties in the amount of approximately $1.2 billion. JPI and Johnson & Johnson have
filed an appeal and believe that they have strong arguments supporting the appeal. In January 2013, the same court
awarded attorney fees of approximately $180 million. This judgment will also be appealed.

The Attorney General of West Virginia commenced suit in 2004 against Janssen Pharmaceutica (now JPI) based on
claims of alleged consumer fraud as to DURAGESIC®, as well as RISPERDAL®. JPI was found liable and damages were
assessed at $4.5 million. JPI filed an appeal, and in November 2010, the West Virginia Supreme Court reversed the trial
court’s decision. In December 2010, the Attorney General of West Virginia dismissed the case as it related to
RISPERDAL® without any payment. Thereafter, JPI settled the case insofar as it related to DURAGESIC®.

In 2004, the Attorney General of Louisiana filed a multi-count Complaint against Janssen Pharmaceutica (now JPI).
Johnson & Johnson was later added as a defendant. The case was tried in October 2010. The issue tried to the jury was
whether Johnson & Johnson or JPI had violated the State’s Medicaid Fraud Act (the Act) through misrepresentations
allegedly made in the mailing of a November 2003 Dear Health Care Professional letter regarding RISPERDAL®. The jury
returned a verdict that JPI and Johnson & Johnson had violated the Act and awarded $257.7 million in damages. The trial
judge subsequently awarded the Attorney General counsel fees and expenses in the amount of $73 million. In August
2012, an interlocutory appellate court affirmed the judgment. In January 2013, the Louisiana Supreme Court accepted
Johnson & Johnson and JPI’s request for appeal. Oral argument on the appeal has been set for March 2013.

In 2007, the Office of General Counsel of the Commonwealth of Pennsylvania filed a lawsuit against Janssen
Pharmaceutica (now JPI) on a multi-Count Complaint related to Janssen Pharmaceutica’s sale of RISPERDAL® to the
Commonwealth’s Medicaid program. The trial occurred in June 2010. The trial judge dismissed the case after the close of
the plaintiff’s evidence. The Commonwealth filed an appeal in April 2011, and in July 2012, the Pennsylvania Appeals
Court upheld the dismissal of the Commonwealth’s case.

In 2007, the Attorney General of South Carolina filed a lawsuit against Johnson & Johnson and Janssen Pharmaceutica
(now JPI) on several counts. In March 2011, the matter was tried on liability only, at which time the lawsuit was limited to
claims of violation of the South Carolina Unfair Trade Practice Act, including, among others, questions of whether
Johnson & Johnson or JPI engaged in unfair or deceptive acts or practices in the conduct of any trade or commerce by
distributing the November 2003 Dear Health Care Professional letter regarding RISPERDAL® or in their use of the
product’s FDA-approved label. The jury found in favor of Johnson & Johnson and against JPI. In June 2011, the Court
awarded civil penalties of approximately $327.1 million. JPI has appealed this judgment and the Company believes it has
strong arguments supporting the appeal. Oral argument on the appeal has been set before the South Carolina Supreme
Court for March 2013.

The Attorneys General of approximately 40 other states and the District of Columbia indicated an interest in pursuing
similar litigation against JPI, and obtained a tolling agreement staying the running of the statute of limitations while they
pursued an investigation of JPI regarding potential consumer fraud actions in connection with the marketing of
RISPERDAL®. In September 2012, JPI settled with 36 of the states and the District of Columbia non-Medicaid claims in
connection with the sales and marketing of RISPERDAL® and INVEGA® for a total of approximately $181 million, an
amount which had been previously accrued.

In the Company’s opinion, the ultimate resolution of any of the above RISPERDAL® matters is not expected to have a
material adverse effect on the Company’s financial position, although the resolution in any reporting period could have a
material impact on the Company’s results of operations and cash flows for that period.

OMNICARE

In September 2005, Johnson & Johnson received a subpoena from the United States Attorney’s Office for the District of
Massachusetts, seeking documents related to the sales and marketing of eight drugs to Omnicare, Inc. (Omnicare), a
manager of pharmaceutical benefits for long-term care facilities. In April 2009, Johnson & Johnson and certain of its
pharmaceutical subsidiaries were served in two civil qui tam cases asserting claims under the Federal False Claims Act
and related state law claims alleging that the defendants provided Omnicare with rebates and other alleged kickbacks,
causing Omnicare to file false claims with Medicaid and other government programs. In January 2010, the government
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intervened in both of these cases, naming Johnson & Johnson, Ortho-McNeil-Janssen Pharmaceuticals, Inc. (now Janssen
Pharmaceuticals, Inc. (JPI)), and Johnson & Johnson Health Care Systems Inc. as defendants. Subsequently, the
Commonwealth of Massachusetts, Virginia, and Kentucky, and the States of California and Indiana intervened in the
action. In February 2011, the United States District Court for the District of Massachusetts dismissed one qui tam case
entirely and dismissed the other case in part, rejecting allegations that the defendants had violated their obligation to
report its “best price” to health care program officials. The claims of the United States and individual states remain
pending. In June 2012, the parties were granted their joint motion to stay the case pending resolution of the potential
settlement discussed in the RISPERDAL® section above.

In November 2005, a lawsuit was filed by Scott Bartz, a former employee, in the United States District Court for the
Eastern District of Pennsylvania against Johnson & Johnson and certain of its pharmaceutical subsidiaries (the J&J
Defendants), along with co-defendants McKesson Corporation (McKesson) and Omnicare, Inc. In February 2011, the
plaintiff filed an amended complaint. Thereafter, on the J&J Defendants’ motion, the case was transferred to the United
States District Court for the District of Massachusetts, where it is currently pending. The amended complaint alleges a
variety of causes of action under the Federal False Claims Act and corresponding state and local statutes, including that
the J&J Defendants engaged in various improper transactions that were allegedly designed to report false prescription
drug prices to the federal government in order to reduce the J&J Defendants’ Medicaid rebate obligations. The complaint
further alleges that the J&J Defendants improperly retaliated against the plaintiff for having raised these allegations
internally. Bartz seeks multiple forms of relief, including damages and reinstatement to a position with the same seniority
status. The J&J Defendants subsequently moved to dismiss the complaint in May 2011. In March 2012, the District Court
dismissed Bartz’s claims under the Federal False Claims Act, and declined to exercise supplemental jurisdiction over
numerous related claims under state false claims act statutes. The District Court, however, denied the dismissal motion
with regard to Bartz’s claims that he was retaliated against in violation of the Federal False Claims Act and in violation of
New Jersey’s Conscientious Employee Protection Act. In February 2013, the parties entered into a settlement agreement
to resolve all of Bartz’s claims and filed a joint motion to dismiss the lawsuit, with prejudice; the District Court granted the
motion to dismiss all claims.

MCNEIL CONSUMER HEALTHCARE

Starting in June 2010, McNeil Consumer Healthcare Division of McNEIL-PPC, Inc. (McNeil Consumer Healthcare) and
certain affiliates, including Johnson & Johnson (the Companies), received grand jury subpoenas from the United States
Attorney’s Office for the Eastern District of Pennsylvania requesting documents broadly relating to recalls of various
products of McNeil Consumer Healthcare, and the FDA inspections of the Fort Washington, Pennsylvania and Lancaster,
Pennsylvania manufacturing facilities, as well as certain documents relating to recalls of a small number of products of
other subsidiaries. In addition, in February 2011, the government served McNEIL-PPC, Inc. (McNEIL-PPC) with a Civil
Investigative Demand seeking records relevant to its investigation to determine if there was a violation of the Federal False
Claims Act. The Companies are cooperating with the United States Attorney’s Office in responding to these subpoenas.

The Companies have also received Civil Investigative Demands from multiple State Attorneys General Offices broadly
relating to the McNeil recall issues. The Companies continue to cooperate with these inquiries. In January 2011, the
Oregon Attorney General filed a civil complaint against Johnson & Johnson, McNEIL-PPC and McNeil Healthcare LLC in
state court alleging civil violations of the Oregon Unlawful Trade Practices Act relating to an earlier recall of a McNeil OTC
product. In November 2012, the state court granted a motion by the Companies to dismiss Oregon’s complaint in its
entirety, with prejudice. In December 2012, Oregon filed a Notice of Appeal in the Court of Appeals of the State of
Oregon.

In March 2011, the United States filed a complaint for injunctive relief in the United States District Court for the Eastern
District of Pennsylvania against McNEIL-PPC and two of its employees, alleging that McNEIL-PPC is in violation of FDA
regulations regarding the manufacture of drugs at the facilities it operates in Lancaster, Pennsylvania, Fort Washington,
Pennsylvania, and Las Piedras, Puerto Rico. On the same day, the parties filed a consent decree of permanent injunction
resolving the claims set forth in the complaint. The Court approved and entered the consent decree on March 16, 2011.

The consent decree, which is subject to ongoing enforcement by the Court, requires McNEIL-PPC to take enhanced
measures to remediate the three facilities. The Fort Washington facility, which was voluntarily shut down in April 2010, will
remain shut down until a third-party consultant certifies that its operations will be in compliance with applicable law, and
the FDA concurs with the third-party certification. The Lancaster and Las Piedras facilities may continue to manufacture
and distribute drugs, provided that a third party reviews manufacturing records for selected batches of drugs released
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from the facilities, and certifies that any deviations reviewed do not adversely affect the quality of the selected batches.
McNEIL-PPC submitted a workplan to the FDA for remediation of the Lancaster and Las Piedras facilities, and that plan
was approved by the FDA in October 2012. Third-party batch record review may cease if the FDA has stated that the
facilities appear to be in compliance with applicable law. Each facility is subject to a five-year audit period by a third party
after the facility has been deemed by the FDA to be in apparent compliance with applicable law.

OTHER

In July 2005, Scios Inc. (Scios) received a subpoena from the United States Attorney’s Office for the District of
Massachusetts, seeking documents related to the sales and marketing of NATRECOR®. In August 2005, Scios was
advised that the investigation would be handled by the United States Attorney’s Office for the Northern District of
California in San Francisco. In February 2009, two qui tam complaints were unsealed in the United States District Court
for the Northern District of California, alleging, among other things, improper activities in the promotion of NATRECOR®. In
June 2009, the United States government intervened in one of the qui tam actions, and filed a complaint against Scios and
Johnson & Johnson seeking relief under the Federal False Claims Act and asserting a claim of unjust enrichment. In
October 2011, the criminal matter was resolved. The civil case has been stayed pending resolution of the potential
settlement discussed in the RISPERDAL® section above.

In June 2008, Johnson & Johnson received a subpoena from the United States Attorney’s Office for the District of
Massachusetts relating to the marketing of biliary stents by Cordis Corporation (Cordis). In February 2012, the
government informed Cordis that it was closing its investigation. In addition, in January 2010, a complaint was unsealed in
the United States District Court for the Northern District of Texas, filed by Kevin Colquitt, seeking damages against Cordis
and other parties for alleged violations of the Federal False Claims Act and several similar state laws in connection with the
marketing of biliary stents. The United States Department of Justice and several states declined to intervene. In January
2013, the Court granted Cordis’s motion to dismiss the claims against Cordis, with prejudice. Plaintiff has appealed.

In September 2011, Synthes, Inc. (Synthes) received a Civil Investigative Demand issued pursuant to the False Claims Act
from the United States Attorney’s Office for the Eastern District of Pennsylvania. The Demand sought information
regarding allegations that fellowships had been offered to hospitals in exchange for agreements to purchase products.
Synthes has produced documents and information in response to the Demand and is cooperating with the inquiry.

In October 2011, the European Commission (EC) announced that it opened an investigation concerning an agreement
between Janssen-Cilag B.V. (Janssen-Cilag) and Sandoz B.V. relating to the supply of fentanyl patches in The Netherlands
and whether the agreement infringes European competition law. In January 2013, the EC issued a Statement of
Objections setting out facts regarding a potential violation of EU antitrust laws. Janssen-Cilag is preparing a response to
the Statement of Objections.

In April 2012, Janssen Pharmaceuticals, Inc. (JPI) received a letter requesting certain documents from the United States
Department of Justice relating to the marketing and promotion of DORIBAX®. JPI has provided documents and continues
to cooperate with this government inquiry.

In May 2012, Acclarent, Inc. (Acclarent) received a subpoena from the United States Attorney’s Office for the District of
Massachusetts requesting documents broadly relating to the sales, marketing and promotion by Acclarent of RELIEVA
STRATUS™ MicroFlow Spacer products. Acclarent is cooperating with the United States Attorney’s Office in responding
to the subpoena.

In August 2012, DePuy Orthopaedics, Inc., DePuy, Inc. (now DePuy Synthes, Inc. (DePuy Synthes)), and Johnson &
Johnson Services, Inc. received an informal request from the United States Attorney’s Office for the District of
Massachusetts and the Civil Division of the United States Department of Justice for the production of materials relating to
the ASR™ XL Hip device. The government has since made additional informal requests for the production of documents as
to the device. The government is investigating whether any person or entity submitted or caused to be submitted false
claims or false statements affecting federal health care programs in connection with the marketing and use of the ASR™ XL
Hip device. DePuy Orthopaedics, Inc., DePuy Synthes, and Johnson & Johnson Services, Inc. have voluntarily produced
documents in response to the government’s informal requests and are fully cooperating with the government’s civil
investigation.

In October 2012, Johnson & Johnson was contacted by the California Attorney General’s office regarding a multi-state
Attorney General investigation of the marketing of surgical mesh products for hernia and urogynecological purposes by
Johnson & Johnson subsidiaries. Johnson & Johnson and its subsidiaries have since entered into a tolling agreement with
the 42 states participating in the multi-state investigation.
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In December 2012, Therakos, Inc. (Therakos), formerly a subsidiary of Johnson & Johnson and part of the Ortho-Clinical
Diagnostics, Inc. (OCD) franchise, received a letter from the civil division of the United States Attorney’s Office for the
Eastern District of Pennsylvania informing Therakos that the United States Attorney’s Office was investigating the sales
and marketing of UVADEX® (methoxsalen) and the UVAR XTS® System during the period 2000 to the present. The
United States Attorney’s Office requested that OCD and Johnson & Johnson preserve documents that could relate to the
investigation. Therakos was subsequently acquired by an affiliate of Gores Capital Partners III, L.P. OCD and Johnson &
Johnson retain certain liabilities that may result from the investigation for activity that occurred prior to the sale of Therakos,
and have taken appropriate steps to retain potentially relevant documents and will cooperate with the United States
Attorney’s Office’s investigation with respect to such activity.

In recent years, Johnson & Johnson has received numerous requests from a variety of United States Congressional
Committees to produce information relevant to ongoing congressional inquiries. It is the policy of Johnson & Johnson to
cooperate with these inquiries by producing the requested information.

GENERAL LITIGATION

Starting in July 2006, five lawsuits were filed in United States District Court for the District of New Jersey by various
employers and employee benefit plans and funds seeking to recover amounts they paid for RISPERDAL® for plan
participants. In general, Plaintiffs allege that Johnson & Johnson and certain of its pharmaceutical subsidiaries engaged in
off-label marketing of RISPERDAL® in violation of the federal and New Jersey RICO statutes. In addition, Plaintiffs
asserted various state law claims. All of the cases were consolidated into one case seeking class action status, but shortly
thereafter, one action was voluntarily dismissed. In December 2008, the Court dismissed the actions of the four remaining
plaintiffs. In April 2010, those plaintiffs filed a new consolidated class action against Johnson & Johnson and Janssen, L.P.
(now Janssen Pharmaceuticals, Inc.); and in March 2011, that action was dismissed. In April 2011, one of those plaintiffs
filed a notice of appeal with the United States Court of Appeals for the Third Circuit. That appeal was dismissed in July
2011.

In April 2009, Ortho-Clinical Diagnostics, Inc. (OCD) received a grand jury subpoena from the United States Department
of Justice, Antitrust Division, requesting documents and information for the period beginning September 1, 2000 through
the present, pertaining to an investigation of alleged violations of the antitrust laws in the blood reagents industry. OCD
complied with the subpoena. In February 2011, OCD received a letter from the Antitrust Division indicating that it had
closed its investigation in November 2010. In June 2009, following the public announcement that OCD had received a
grand jury subpoena, multiple class action complaints were filed against OCD by direct purchasers seeking damages for
alleged price fixing. The various cases were consolidated for pre-trial purposes in the United States District Court for the
Eastern District of Pennsylvania as In re Blood Reagent Antitrust Litigation. In August 2012, the District Court granted a
motion filed by Plaintiffs for class certification. OCD requested interlocutory review of the class certification decision, and
in October 2012, the Appellate Court granted OCD’s petition for interlocutory review.

In April 2010, a putative class action lawsuit was filed in the United States District Court for the Northern District of
California by representatives of nursing home residents or their estates against Johnson & Johnson, Omnicare, Inc.
(Omnicare), and other unidentified companies or individuals. In February 2011, Plaintiffs filed a second amended complaint
asserting that certain rebate agreements between Johnson & Johnson and Omnicare increased the amount of money spent
on pharmaceuticals by the nursing home residents and violated the Sherman Act and the California Business & Professions
Code. The second amended complaint also asserted a claim of unjust enrichment. Plaintiffs sought multiple forms of
monetary and injunctive relief. Johnson & Johnson moved to dismiss the second amended complaint in March 2011. The
Court granted the motion in its entirety in August 2011, dismissing all claims asserted by Plaintiffs. In October 2011, the
Court dismissed the action with prejudice. The plaintiffs filed a notice of appeal to the United States Court of Appeals for
the Ninth Circuit in November 2011. In February 2012, Plaintiffs stipulated to a voluntary dismissal of the matter, with
prejudice. Pursuant to the terms of the stipulation, the Ninth Circuit dismissed the case in its entirety in March 2012.

Starting in May 2010, multiple complaints seeking class action certification related to the McNeil recalls have been filed
against McNeil Consumer Healthcare and certain affiliates, including Johnson & Johnson, in the United States District Court
for the Eastern District of Pennsylvania, the Northern District of Illinois, the Central District of California, the Southern District
of Ohio and the Eastern District of Missouri. These consumer complaints allege generally that purchasers of various McNeil
medicines are owed monetary damages and penalties because they paid premium prices for defective medications rather
than less expensive alternative medications. All but one complaint seeks certification of a nation-wide class of purchasers of
these medicines, whereas one complaint, the Harvey case, seeks certification of a class of MOTRIN® IB purchasers in
Missouri. In October 2010, the Judicial Panel on Multidistrict Litigation consolidated all of the consumer complaints, except
for the Harvey case, which was consolidated in March 2011, into one lawsuit: In re: McNeil Consumer Healthcare, et al.,
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Marketing and Sales Practices Litigation, for pretrial proceedings in the United States District Court for the Eastern District
of Pennsylvania. In January 2011, the plaintiffs in all of the cases except the Harvey case filed a Consolidated Amended Civil
Consumer Class Action Complaint (CAC) naming additional parties and claims. In July 2011, the Court granted a motion by
Johnson & Johnson to dismiss the CAC without prejudice, but permitted the plaintiffs to file an amended complaint within
thirty days of the dismissal order. In August 2011, the plaintiffs filed a Second Amended Civil Consumer Class Action
Complaint (SAC). In July 2012, the Court granted Johnson & Johnson’s motion to dismiss the SAC with prejudice.

Separately, in September 2011, Johnson & Johnson, Johnson & Johnson Inc. and McNeil Consumer Healthcare Division of
Johnson & Johnson Inc. received a Notice of Civil Claim filed by Nick Field in the Supreme Court of British Columbia,
Canada (the BC Civil Claim). The BC Civil Claim is a putative class action brought on behalf of persons who reside in
British Columbia and who purchased during the period between September 20, 2001 and the present one or more
various McNeil infants’ or children’s over-the-counter medicines that were manufactured at the Fort Washington facility.
The BC Civil Claim alleges that the defendants violated the BC Business Practices and Consumer Protection Act, and
other Canadian statutes and common laws, by selling medicines that were allegedly not safe and/or effective or did not
comply with Canadian Good Manufacturing Practices. The BC plaintiff served their affidavits in support of class
certification in April 2012. The defendants responding affidavits were served in June 2012. The date for hearing of the
certification application has not yet been scheduled.

In September 2010, a shareholder, Ronald Monk, filed a lawsuit in the United States District Court for the District of New
Jersey seeking class certification and alleging that Johnson & Johnson and certain individuals, including executive officers
and employees of Johnson & Johnson, failed to disclose that a number of manufacturing facilities failed to maintain current
good manufacturing practices, and that as a result, the price of the Company’s stock declined significantly. Plaintiff seeks
to pursue remedies under the Securities Exchange Act of 1934 to recover his alleged economic losses. In December
2011, a motion by Johnson & Johnson to dismiss was granted in part and denied in part. Plaintiff moved the Court to
reconsider part of the December 2011 ruling. Defendants filed answers to the remaining claims of the Amended
Complaint in February 2012 and the case is proceeding to discovery. In May 2012, the Court denied Plaintiff’s motion for
reconsideration. In September 2012, Plaintiff filed a Second Amended Complaint and Johnson & Johnson has moved to
dismiss Plaintiff’s Second Amended Complaint in part.

In April 2011, OMJ Pharmaceuticals, Inc. (OMJ PR) filed a lawsuit against the United States in United States District Court
for the District of Puerto Rico alleging overpayment of federal income taxes for the tax years ended November 30, 1999
and November 30, 2000. OMJ PR alleges that the Internal Revenue Service erroneously calculated OMJ PR’s tax credits
under Section 936 of the Tax Code. OMJ PR filed a motion for summary judgment, and the United States filed a cross
motion for summary judgment. In October 2012, the Court granted the United States’ motion for summary judgment and
denied OMJ PR’s motion for summary judgment. OMJ PR appealed this decision. If OMJ PR loses this lawsuit, it may face
liability for subsequent tax years.

In August 2011, an arbitration panel ruled that Mitsubishi Tanabe Pharma Corporation (Tanabe), Janssen Biotech, Inc.‘s
(JBI’s) distributor of REMICADE® in Japan, could seek to modify the proportion of net sales revenue that Tanabe must
remit to JBI in exchange for distribution rights and commercial supply of REMICADE® (the Supply Price). Tanabe
commenced the arbitration against Centocor Ortho Biotech, Inc. (now JBI) in 2009 pursuant to the parties’ distribution
agreement, which grants Tanabe the right to distribute REMICADE® in Japan and certain other parts of Asia. JBI has
counterclaimed for an increase in the Supply Price. A hearing was held in November 2011 to determine the appropriate
split of revenue and the parties are awaiting a decision.

Johnson & Johnson or its subsidiaries are also parties to a number of proceedings brought under the Comprehensive
Environmental Response, Compensation, and Liability Act, commonly known as Superfund, and comparable state, local or
foreign laws in which the primary relief sought is the cost of past and/or future remediation.

SHAREHOLDER DERIVATIVE ACTIONS

Starting in April 2010, a number of shareholder derivative lawsuits were filed in the United States District Court for the
District of New Jersey against certain current and former directors and officers of Johnson & Johnson. Johnson & Johnson
is named as a nominal defendant. These actions were consolidated in August 2010 into one lawsuit: In re Johnson &
Johnson Derivative Litigation. Additionally, in September 2010, another shareholder derivative lawsuit was filed by Michael
Wolin in New Jersey Superior Court against certain current and former directors and officers of Johnson & Johnson.
Johnson & Johnson is named as a nominal defendant in this action as well. The parties to this action have stipulated that it
shall be stayed until the In re Johnson & Johnson Derivative Litigation is completely resolved.
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These shareholder derivative actions are similar in their claims and collectively they assert a variety of alleged breaches of
fiduciary duties, including, among other things, that the defendants allegedly engaged in, approved of, or failed to remedy
or prevent defective medical devices, improper pharmaceutical rebates, improper off-label marketing of pharmaceutical
and medical device products, violations of current good manufacturing practice regulations that resulted in product recalls,
and that they failed to disclose the aforementioned alleged misconduct in the Company’s filings under the Securities
Exchange Act of 1934. Each complaint seeks a variety of relief, including monetary damages and corporate governance
reforms. Johnson & Johnson moved to dismiss these actions on the grounds, inter alia, that the plaintiffs failed to make a
demand upon the Board of Directors. In September 2011, In re Johnson & Johnson Derivative Litigation was dismissed
without prejudice and with leave to file an amended complaint.

Johnson & Johnson filed a report in the In re Johnson & Johnson Derivative Litigation matter in July 2011, prepared by a
Special Committee of the Board of Directors, which investigated the allegations contained in the derivative actions and in
a number of shareholder demand letters that the Board received in 2010 raising similar issues. The Special Committee
was assisted in its investigation by independent counsel. The Special Committee’s report recommended: i) that Johnson &
Johnson reject the shareholder demands and take whatever steps are necessary or appropriate to secure dismissal of the
derivative litigation and ii) that the Board of Directors create a new Regulatory and Compliance Committee charged with
responsibility for monitoring and oversight of the Company’s Health Care Compliance and Quality & Compliance systems
and issues. The Board of Directors of Johnson & Johnson unanimously adopted the Special Committee’s
recommendations, and in April 2012, the Board of Directors created the Regulatory, Compliance & Government Affairs
Committee.

In August 2011, two shareholders who had submitted shareholder demand letters in 2010 filed shareholder derivative
lawsuits in the United States District Court for the District of New Jersey naming various current and former officers and
directors as defendants and challenging the Board’s rejection of their demands. In November 2011, the Court
consolidated these two cases into Copeland v. Prince. Johnson & Johnson secured an extension of time to respond to the
complaint.

Two additional shareholder derivative lawsuits were filed in May 2011 in the United States District Court for the District of
New Jersey, and two other shareholder derivative lawsuits were filed in New Jersey Superior Court in May 2011 and
August 2011, all naming current directors of Johnson & Johnson as defendants and Johnson & Johnson as the nominal
defendant. The complaints allege breaches of fiduciary duties related to the Company’s compliance with the Foreign
Corrupt Practices Act and participation in the United Nations Iraq Oil For Food Program, that the Company has suffered
damages as a result of those alleged breaches, and that the defendants failed to disclose the alleged misconduct in the
Company’s filings under the Securities Exchange Act of 1934. Plaintiffs seek monetary damages, and the state court
plaintiffs also seek corporate governance reforms. The federal lawsuits were consolidated in July 2011 into In re J&J
FCPA Derivative Shareholder Litigation, and an amended consolidated complaint was filed in August 2011. In October
2011, Johnson & Johnson moved to dismiss the consolidated federal lawsuit on the grounds that the plaintiffs failed to
make a demand upon the Board of Directors. The plaintiffs secured an extension of time to respond to the motion. The
state lawsuits were consolidated in November 2011 into In re J&J Shareholder Derivative Litigation, and a consolidated
complaint was filed in December 2011. In January 2012, Johnson & Johnson moved to dismiss or stay the state lawsuits
pending resolution of the federal lawsuit and moved to dismiss on the ground that the plaintiffs failed to make a demand on
the Board of Directors. In May 2012, the Court granted a motion by Johnson & Johnson to stay the state lawsuits pending
resolution of In re J&J FCPA Derivative Shareholder Litigation.

In July 2012, the parties in each of the shareholder derivative cases pending in federal court discussed above (specifically,
In re Johnson & Johnson Derivative Litigation, Copeland v. Prince, and In re J&J FCPA Derivative Shareholder Litigation)
filed a Stipulation of Settlement to permanently resolve all of the actions in their entirety. In October 2012, the settlement
was approved by the Court. In November 2012, a notice of appeal was filed in the United States Court of Appeals for the
Third Circuit by a shareholder who objected to the approval of the settlement in the District Court on the grounds that the
lawsuit and the settlement did not provide any benefit to the Company, and that plaintiffs’ counsel had requested an
excessive fee award.

In June 2012, two other shareholders who had submitted a shareholder demand letter in March 2010, the New Jersey
Building Laborers Annuity and the New Jersey Building Laborers Pension Funds, filed an additional shareholder derivative
lawsuit in New Jersey Superior Court naming various current and former officers and directors as defendants and also
challenging the Board’s rejection of their demands. This shareholder derivative lawsuit purports to allege the same claims
that are the subject of the settlement described above. The parties to this action had entered into a consent order staying
the action pending final approval of the settlement discussed above. In November 2012, the plaintiffs agreed to voluntarily
dismiss the action.
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In September 2011, two additional shareholder derivative lawsuits were filed in the United States District Court for the
District of New Jersey by Donovan Spamer and The George Leon Family Trust naming current directors and one former
director of Johnson & Johnson as defendants and Johnson & Johnson as the nominal defendant. These lawsuits allege that
the defendants breached their fiduciary duties in their decisions with respect to the compensation of the Chief Executive
Officer during the period from 2008 through 2011, and that the defendants made misleading statements in the
Company’s annual proxy statements. Both of these lawsuits have been voluntarily dismissed without prejudice, but a
similar lawsuit on behalf of The George Leon Family Trust was refiled in July 2012. That lawsuit seeks a variety of relief,
including monetary damages, injunctive relief, and corporate governance reforms. The above settlement does not resolve
these potential claims. The Board of Directors’ evaluation of these allegations is ongoing.

22. Restructuring

In 2011, Cordis Corporation, a subsidiary of Johnson & Johnson, announced the discontinuation of its clinical development
program for the NEVO™ Sirolimus-Eluting Coronary Stent and cessation of the manufacture and marketing of CYPHER®

and CYPHER SELECT® Plus Sirolimus-Eluting Coronary Stents by the end of 2011. The Company will focus on other
cardiovascular therapies where significant patient needs exist.

As a result of the above mentioned restructuring plan announced by Cordis Corporation, the Company recorded $676
million in related pre-tax charges, of which approximately $164 million of the pre-tax restructuring charges require cash
payments. The $676 million of restructuring charges consists of asset write-offs of $512 million and $164 million related
to leasehold and contract obligations and other expenses. The $512 million of asset write-offs relate to property, plant and
equipment of $265 million, intangible assets of $160 million and inventory of $87 million (recorded in cost of products
sold). The Cordis restructuring program has been substantially completed. The restructuring charge was recorded in the
Medical Devices and Diagnostics segment.
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Report of Independent Registered Public
Accounting Firm
To the Shareholders and Board of Directors of Johnson & Johnson:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of earnings,
statements of comprehensive income, statements of equity, and statements of cash flows present fairly, in all material
respects, the financial position of Johnson & Johnson and its subsidiaries at December 30, 2012 and January 1, 2012, and
the results of their operations and their cash flows for each of the three years in the period ended December 30, 2012 in
conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 30, 2012,
based on criteria established in Internal Control–Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for these financial
statements, for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting, included in the accompanying “Management’s Report on Internal Control over
Financial Reporting.” Our responsibility is to express opinions on these financial statements and on the Company’s internal
control over financial reporting based on our integrated audits. We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and
whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financial
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also
included performing such other procedures as we considered necessary in the circumstances. We believe that our audits
provide a reasonable basis for our opinions.

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

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

As described in “Management’s Report on Internal Control over Financial Reporting,” management has excluded Synthes,
Inc. from its assessment of internal control over financial reporting as of December 30, 2012, because it was acquired by
the Company in a purchase business combination during 2012. We have also excluded Synthes, Inc. from our audit of
internal control over financial reporting. Synthes, Inc. is a wholly-owned subsidiary whose total assets and total revenues
represent approximately 17% and 3%, respectively, of the related consolidated financial statement amounts as of and for
the year ended December 30, 2012.

PricewaterhouseCoopers LLP

New York, New York
February 21, 2013
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Management’s Report on Internal Control
Over Financial Reporting
Under Section 404 of the Sarbanes-Oxley Act of 2002, management is required to assess the effectiveness of the
Company’s internal control over financial reporting as of the end of each fiscal year and report, based on that assessment,
whether the Company’s internal control over financial reporting is effective.

Management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting. The Company’s internal control over financial reporting is designed to provide reasonable assurance as to the
reliability of the Company’s financial reporting and the preparation of external financial statements in accordance with
generally accepted accounting principles.

Internal controls over financial reporting, no matter how well designed, have inherent limitations. Therefore, internal control
over financial reporting determined to be effective can provide only reasonable assurance with respect to financial
statement preparation and may not prevent or detect all misstatements. Moreover, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company’s management has assessed the effectiveness of the Company’s internal control over financial reporting as
of December 30, 2012. In making this assessment, the Company used the criteria established by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in “Internal Control-Integrated Framework”. These
criteria are in the areas of control environment, risk assessment, control activities, information and communication and
monitoring. The Company’s assessment included extensive documenting, evaluating and testing the design and operating
effectiveness of its internal controls over financial reporting.

The Company acquired Synthes, Inc., and its consolidated subsidiaries (Synthes) in June 2012. Synthes total assets,
which were primarily intangible assets and goodwill, and total revenues represented approximately 17% and 3%,
respectively, of the related consolidated financial statements as of and for the period ended December 30, 2012. As the
acquisition occurred in June 2012 and Synthes was previously not subject to the requirements under Section 404 of the
Sarbanes-Oxley Act of 2002, the scope of the Company’s assessment of the design and effectiveness of internal control
over financial reporting for the fiscal year 2012 excluded Synthes. This exclusion is in accordance with the SEC’s general
guidance that an assessment of a recently acquired business may be omitted from the scope in the year of acquisition.

Based on the Company’s processes and assessment, as described above, management has concluded that, as of
December 30, 2012, the Company’s internal control over financial reporting was effective.

The effectiveness of the Company’s internal control over financial reporting as of December 30, 2012 has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report, which appears
herein.

Alex Gorsky Dominic J. Caruso
Chairman, Board of Directors Vice President, Finance
Chief Executive Officer Chief Financial Officer
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Summary of Operations and Statistical Data
2002-2012
(Dollars in Millions Except Per Share
Amounts) 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002

Sales to customers — U.S. $29,830 28,908 29,450 30,889 32,309 32,444 29,775 28,377 27,770 25,274 22,455

Sales to customers — International 37,394 36,122 32,137 31,008 31,438 28,651 23,549 22,137 19,578 16,588 13,843

Total sales 67,224 65,030 61,587 61,897 63,747 61,095 53,324 50,514 47,348 41,862 36,298

Cost of products sold 21,658 20,360 18,792 18,447 18,511 17,751 15,057 14,010 13,474 12,231 10,498

Selling, marketing and administrative expenses 20,869 20,969 19,424 19,801 21,490 20,451 17,433 17,211 16,174 14,463 12,520

Research and development expense 7,665 7,548 6,844 6,986 7,577 7,680 7,125 6,462 5,344 4,834 4,094

In-process research and development 1,163 – – – 181 807 559 362 18 918 189

Interest income (64) (91) (107) (90) (361) (452) (829) (487) (195) (177) (256)

Interest expense, net of portion capitalized 532 571 455 451 435 296 63 54 187 207 160

Other (income) expense, net 1,626 2,743 (768) (526) (1,015) 534 (671) (214) 15 (385) 294

Restructuring – 569 – 1,073 – 745 – – – – –

53,449 52,669 44,640 46,142 46,818 47,812 38,737 37,398 35,017 32,091 27,499

Earnings before provision for taxes on income $13,775 12,361 16,947 15,755 16,929 13,283 14,587 13,116 12,331 9,771 8,799

Provision for taxes on income 3,261 2,689 3,613 3,489 3,980 2,707 3,534 3,056 4,151 2,923 2,522

Net earnings 10,514 9,672 13,334 12,266 12,949 10,576 11,053 10,060 8,180 6,848 6,277

Add: Net loss attributable to noncontrolling interest 339 – – – – – – – – – –

Net earnings attributable to
Johnson & Johnson 10,853 9,672 13,334 12,266 12,949 10,576 11,053 10,060 8,180 6,848 6,277

Percent of sales to customers 16.1% 14.9 21.7 19.8 20.3 17.3 20.7 19.9 17.3 16.4 17.3

Diluted net earnings per share of common stock(1) $3.86 3.49 4.78 4.40 4.57 3.63 3.73 3.35 2.74 2.29 2.06

Percent return on average shareholders’ equity 17.8% 17.0 24.9 26.4 30.2 25.6 28.3 28.2 27.3 27.1 26.4

Percent increase (decrease) over
previous year:

Sales to customers 3.4% 5.6 (0.5) (2.9) 4.3 14.6 5.6 6.7 13.1 15.3 12.3

Diluted net earnings per share 10.6% (27.0) 8.6 (3.7) 25.9 (2.7) 11.3 22.3 19.7 11.2 17.7

Supplementary balance sheet data:

Property, plant and equipment, net 16,097 14,739 14,553 14,759 14,365 14,185 13,044 10,830 10,436 9,846 8,710

Additions to property, plant and equipment 2,934 2,893 2,384 2,365 3,066 2,942 2,666 2,632 2,175 2,262 2,099

Total assets 121,347 113,644 102,908 94,682 84,912 80,954 70,556 58,864 54,039 48,858 40,984

Long-term debt 11,489 12,969 9,156 8,223 8,120 7,074 2,014 2,017 2,565 2,955 2,022

Operating cash flow 15,396 14,298 16,385 16,571 14,972 15,022 14,248 11,799 11,089 10,571 8,135

Common stock information

Dividends paid per share $2.400 2.250 2.110 1.930 1.795 1.620 1.455 1.275 1.095 0.925 0.795

Shareholders’ equity per share 23.33 20.95 20.66 18.37 15.35 15.25 13.59 13.01 10.95 9.25 7.79

Market price per share (year-end close) $69.48 65.58 61.85 64.41 58.56 67.38 66.02 60.10 63.42 50.62 53.11

Average shares outstanding (millions)

– basic 2,753.3 2,736.0 2,751.4 2,759.5 2,802.5 2,882.9 2,936.4 2,973.9 2,968.4 2,968.1 2,998.3

– diluted 2,812.6 2,775.3 2,788.8 2,789.1 2,835.6 2,910.7 2,961.0 3,002.8 2,992.7 2,995.1 3,049.1

Employees (thousands) 127.6 117.9 114.0 115.5 118.7 119.2 122.2 115.6 109.9 110.6 108.3

(1) Attributable to Johnson & Johnson.
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Shareholder Return Performance Graphs
Set forth below are line graphs comparing the cumulative total shareholder return on the Company’s Common Stock for
periods of five years and ten years ending December 31, 2012, against the cumulative total return of the Standard &
Poor’s 500 Stock Index, the Standard & Poor’s Pharmaceutical Index and the Standard & Poor’s Health Care Equipment
Index. The graphs and tables assume that $100 was invested on December 31, 2007 and December 31, 2002 in each of
the Company’s Common Stock, the Standard & Poor’s 500 Stock Index, the Standard & Poor’s Pharmaceutical Index and
the Standard & Poor’s Health Care Equipment Index and that all dividends were reinvested.

5-Year Cumulative Total 
Shareholder Return

$135

$110

Johnson & Johnson

S&P 500 Index

S&P Pharmaceu�cal Index

$85

S&P Healthcare Equipment
Index

5-Year CAGR

$60
2007 2008 2009 2010 2011 2012

J&J
S&P 500
S&P Pharm
S&P H/C Equip

4.4%
1.7%
5.7%
1.1%

2007 2008 2009 2010 2011 2012

Johnson & Johnson $100.00 $92.23 $102.63 $102.03 $112.13 $124.24

S&P 500 Index $100.00 $63.00 $79.67 $91.68 $93.61 $108.59

S&P 500 Pharmaceutical Index $100.00 $81.80 $97.03 $97.78 $115.14 $131.75
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2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Johnson & Johnson $100.00 $97.89 $122.52 $118.41 $133.14 $137.95 $127.23 $141.58 $140.75 $154.68 $171.38

S&P 500 Index $100.00 $128.68 $142.68 $149.69 $173.33 $182.85 $115.20 $145.69 $167.63 $171.17 $198.57

S&P 500 Pharmaceutical Index $100.00 $108.78 $100.70 $97.31 $112.74 $117.98 $96.51 $114.48 $115.36 $135.85 $155.45

S&P 500 Healthcare Equipment Index $100.00 $132.04 $148.70 $148.78 $154.92 $162.86 $117.84 $151.76 $147.65 $146.47 $171.76
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Our Credo

We believe our first responsibility is to the doctors, nurses and patients,

to mothers and fathers and all others who use our products and

services. In meeting their needs everything we do must be of high

quality. We must constantly strive to reduce our costs in order to

maintain reasonable prices. Customers’ orders must be serviced

promptly and accurately. Our suppliers and distributors must have an

opportunity to make a fair profit.

We are responsible to our employees, the men and women who work

with us throughout the world. Everyone must be considered as an

individual. We must respect their dignity and recognize their merit. They

must have a sense of security in their jobs. Compensation must be fair

and adequate, and working conditions clean, orderly and safe. We must

be mindful of ways to help our employees fulfill their family

responsibilities. Employees must feel free to make suggestions and

complaints. There must be equal opportunity for employment,

development and advancement for those qualified. We must provide

competent management, and their actions must be just and ethical.

We are responsible to the communities in which we live and work and

to the world community as well. We must be good citizens — support

good works and charities and bear our fair share of taxes. We must

encourage civic improvements and better health and education. We

must maintain in good order the property we are privileged to use,

protecting the environment and natural resources.

Our final responsibility is to our stockholders. Business must make a

sound profit. We must experiment with new ideas. Research must be

carried on, innovative programs developed and mistakes paid for. New

equipment must be purchased, new facilities provided and new

products launched. Reserves must be created to provide for adverse

times. When we operate according to these principles, the

stockholders should realize a fair return.

One Johnson & Johnson Plaza, New Brunswick, New Jersey 08933
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Caring for the world, one person at a time…
inspires and unites the people of

Johnson & Johnson.

ON THE COVER:
Daniel shares a special moment with his teacher Dilshaad. Daniel and Dilshaad
are together at the SOS Children’s Village in Cape Town, South Africa. For more
than 20 years, Johnson & Johnson has partnered with SOS Children’s Village, the
largest organization dedicated to orphaned and abandoned children with villages
around the world. SOS Children’s Villages provides much needed medical
services, financial resources and other programs that strengthen families, to fulfill
their mission of giving every child a loving home. Learn more about our efforts to
inspire a healthier, more caring world by partnering with SOS Children’s Village
and other non-profit organizations at www.jnj.com/our-giving.

Scan this QR code to view
a digital version of the 2013
Johnson & Johnson Annual Report



2013 CHAIRMAN’S LETTER

To Our Shareholders

ALEX GORSKY

Chairman, Board of Directors, and
Chief Executive Officer

In 2013, we celebrated the 70th anniversary of Our Credo. The words written by
General Robert Wood Johnson are just as relevant today as they were in 1943 and
remind us of the deep responsibility we have to the doctors, nurses, patients, mothers
and fathers — and all those we are privileged to serve. It’s Our Credo that ignites our
passion to strike out in new directions with boldness, with purpose, and with a sense
of unlimited potential about what the future of health care might bring. Our Credo
also unites the employees of Johnson & Johnson in a common mission to make
positive, measurable differences and help people everywhere live longer, healthier and
happier lives.

For 70 years, Our Credo has also guided our decision-making through the
challenges and complexities that have confronted our world. No matter what unique
challenges have come to each generation—whether it was global pandemics,
economic uncertainty, world wars, population growth or technological advances—
Johnson & Johnson has stayed focused on our mission. Over the years, we’ve
improved patient care and the quality of life for millions of people worldwide by
delivering surgical innovations, breakthroughs in medicine and legendary products
that have stood the test of time. For many of us, the simple scent of JOHNSON’S®
Baby Powder or JOHNSON’S® Baby Shampoo brings happy memories, even while

they create new memories today for millions of parents, children and grandparents in nearly 200 countries around the world.
Inspired by this legacy, all of us at Johnson & Johnson are also fully committed to addressing the challenges and opportunities that

surely lie ahead in health care. As I travel around the world and speak with leaders in health care, government, and business, I hear a
consistent theme of concern and uncertainty. In a world challenged by a growing number of diseases, aging populations, insufficient
health care delivery and rising costs, stakeholders everywhere see the need to provide better outcomes and solutions for individuals,
families, communities, countries and all stakeholders. This is a call to action for all of us at Johnson & Johnson to take a leadership role
in addressing these issues in an increasingly complex, connected, and demanding world.

I’m very proud to say that against this backdrop, our businesses delivered strong results in 2013, led by the outstanding
performance in our Pharmaceutical segment; the strength of key brands in our U.S. over-the-counter (OTC) medicines business; and
continued progress in integrating Synthes, Inc. into our Medical Devices and Diagnostics business. We also advanced our longer-
term growth drivers of bringing innovative solutions to the global health care market and executing with excellence.

A key goal for us has been to prioritize our product portfolios, be decisive, and focus our energies in areas where we have the
greatest opportunities to lead and meet the evolving needs of customers in markets around the world. We’ve made strong progress on
this front in each of our segments last year and made significant contributions to advancing patient and consumer care.

With this focus and our industry leadership, we delivered strong sales results:

• Pharmaceuticals accounted for 39 percent of our total sales on an outstanding operational growth of 12 percent
compared to 2012.

• Medical Devices and Diagnostics represented 40 percent of our sales with operational growth of 6.1 percent.

• Our Consumer segment generated the remaining 21 percent, up 2.8 percent on an operational basis versus 2012.

Our depth of leadership is reflected in the fact that approximately 70 percent of our sales come from products with the number
one or number two global market share position. With these strong sales results, we delivered adjusted earnings per share* growth of
8.2 percent and strong free cash flow** of nearly $14 billion.

I am pleased with the progress we have made in the two years I have been honored to serve as the Chief Executive Officer of
Johnson & Johnson, and there remains so much more to do in the global health care space. Too many regions across the world—from
developed to emerging markets—are still far from providing high-quality health care to the people who need it. As the world’s largest
health care company, serving more than one billion patients and consumers around the world every day, we do not just consider it
our responsibility to do all we can to reach the next billion, and the billion after that—we consider it a responsibility and privilege.

By bringing the values embodied in Our Credo to life while focusing on four long-term drivers of growth—creating value through
innovation; expanding global reach with local focus; maintaining a laser focus on excellence in execution; and leading with purpose to
make a difference in the world—we have set our sights on achieving even greater progress in the years to come.
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2013 BUSINESS HIGHLIGHTS

Johnson & Johnson exceeded our financial commitments for 2013.

• Innovating in Pharmaceuticals. The performance of our Pharmaceutical business segment was exceptional. We are the
fastest growing top 10 pharmaceutical company in the U.S., Europe and Japan. Our success is driven by great science which
has consistently delivered meaningful advancements for patients over existing therapies. The 13 new products we have
launched since 2009, coupled with other core brands like PREZISTA® (darunavir) for HIV treatment and REMICADE®
(infliximab), a treatment for a number of immune-mediated inflammatory diseases, greatly contributed to our growth. We
expect our pharmaceutical pipeline to continue growing in 2014.

• Successfully Integrating Synthes. Integrating Synthes continues to be a priority and we have made good progress. DePuy
Synthes Companies is the world’s largest and most comprehensive orthopaedics company and it is primed to offer new,
value-added solutions that will help transform health care delivery from the operating room to a patient’s mobility. While
we still have work to do, I am encouraged to see cross-selling initiatives we envisioned from the onset taking hold as well as
revenue and cost-saving synergies that will make the business even more competitive going forward.

• Driving Growth by Restoring Consumer Reliability. In our Consumer business segment, we made significant progress in
restoring a reliable supply of over-the-counter (OTC) products to the U.S. marketplace and we are starting to see them gain
traction, particularly TYLENOL® and MOTRIN®, which helped drive U.S. OTC growth of 19.7 percent. U.S. OTC brands
ended 2013 with the number one and number two product SKUs in both the adult and pediatric pain product categories.
We have also identified specific consumer need states and 12 major brands that will drive growth, including
NEUTROGENA®, LISTERINE® and JOHNSON’S® Baby.

• Rewarding our shareholders. Our shareholders were rewarded with a total return of almost 35 percent***, which outpaced
nearly every major index we benchmark ourselves against. Johnson & Johnson has delivered 30 consecutive years of
adjusted earnings* increases and we are one of only six companies in the S&P 100 to have delivered 51 consecutive years of
dividend increases.

More details are available about each of our three business segments in the 2013 Business Highlights section of this Annual
Report and in our 2013 Digital Annual Report, available at http://www.2013annualreport.jnj.com. You can also watch
highlights from my January 2014 speech at our Annual Business Review at:

http://www.youtube.com/watch?v=hdvHMmSot14

OUR FOUR DRIVERS OF LONG-TERM GROWTH

First, We are Creating Value Through Innovation

At Johnson & Johnson, everything we do begins with innovation. For the past five years, we’ve consistently invested about 11
percent of sales to support our R&D efforts. That equated to over $8 billion enterprise-wide in 2013, and by leveraging the power of our
enterprise, we are increasing our overall effectiveness and efficiency in the global marketplace.

• Our research and development continues to deliver results. Our investments in R&D are helping us continually deliver
meaningful innovations for our customers. About 25 percent of our sales have come from products we have introduced in
just the past five years.

• We gained or held market share. In 2013, in 14—out of 18—key in-line product platforms, we gained or held market share.

• Our pharmaceutical pipeline was productive. Our Pharmaceutical business saw great productivity from our pipeline,
including the launch of three new major medicines: INVOKANA® (canagliflozin) for the treatment of Type 2 diabetes,
IMBRUVICA™ (ibrutinib) for mantle cell lymphoma, and OLYSIO™ (simeprevir) for the treatment of chronic hepatitis C.

• Important new medical devices were approved. Our Medical Devices and Diagnostics business saw the U. S. Food & Drug
Administration approve EVARREST™ Fibrin Sealant Patch, a novel product that rapidly and reliably aids in stopping
bleeding during surgery. The ENSEAL® G2 Articulating Tissue Sealer makes it easier for surgeons to access difficult-to-
reach parts of the anatomy, and our THERMOCOOL® SMARTTOUCH® Catheter enhances the safety and efficacy of
ablation procedures. These innovations have strengthened our worldwide leadership position in medical devices and
diagnostics, where 85 percent of our key platforms hold the number one or number two position in the market.

• We launched new consumer products globally. In our Consumer segment, we continue to expand globally with the acquisition
of Shanghai Elsker Mother & Baby Co., Ltd, a leading baby care products company for the Chinese market and by launching
LISTERINE® ADVANCED DEFENCE® Gum Treatment in the United Kingdom and Ireland.
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• We created new Johnson & Johnson Innovation Centers. We announced the creation of the Johnson & Johnson Innovation
Centers with locations in London, Shanghai, Boston, San Francisco and San Diego. These customized collaborations are part
of our enterprise-wide strategy to support an international network of scientific entrepreneurs through access to best-in-
class laboratory facilities and scientific expertise.

Second, We are Bringing To Life Our Global Reach with Local Focus

Johnson & Johnson is truly a global company, with more than 275 operating companies in 60 countries. While we are headquartered
in the United States, our mindset is global—we are focused on new products, new technologies and new business models that truly
connect with the way our customers live. Today, 55 percent of Johnson & Johnson’s business comes from outside the United States, and
that number is growing—as 22 percent of our sales come from fast growing emerging markets such as Brazil, Russia, India and China.

• We created a unified business model in China. Johnson & Johnson was one of the first western companies to expand into
China 28 years ago. Our locally based, broad range of businesses gives us unique insight into China’s health care challenges,
including an aging population. That’s why we have created Johnson & Johnson China, a new model that unifies our core
business segments and allows us to identify and facilitate the creation of new opportunities in China’s rapidly growing health
care system.

• We have taken a unified “go-to-market” approach in Southeast Asia. In Southeast Asia, we have aligned our operations and
management under a single business model called “One Johnson & Johnson” for nine countries, including Thailand,
Indonesia and the Philippines. We believe this streamlined approach gives us a market advantage to operate more efficiently
and effectively in smaller and mid-sized markets.

Third, We are Maintaining a Laser Focus on Excellent Execution

Nowhere is the need for excellence in execution more critical than in health care. Strategy is only as good as the ability to execute
flawlessly—focusing and setting priorities; doing the right thing and not just getting it done; meeting milestones and delivering on our
commitments. Excellence in execution starts with quality, a top priority at Johnson & Johnson, and one embodied in Our Credo by a
commitment that “everything we do must be of high quality.” In 2013:

• We restored more of our products to shelves. We met our objective of restoring approximately 75 percent of our planned
U.S. OTC products to store shelves.

• We have implemented a new quality and compliance operating model. We’ve taken important steps to ensure the quality
and safety of our products by adopting a single, global set of quality standards. We’ve also established a single Medical Safety
organization focused on ensuring that our in-market products perform as intended.

• We’ve strengthened and streamlined our supply chain to ensure that we reliably meet demand for our products. We’ve
raised the bar and created a single global enterprise Supply Chain organization in order to ensure the development and
production of high-quality products. This has helped us improve our customer service and reliability performance and will
better position us for future growth.

Fourth, We are Leading with Purpose to Make a Difference

Guided by Our Credo, our citizenship and sustainability priorities focus on advancing human health and well-being, safeguarding
the planet, and leading a strong and responsible business:

• We are helping to advance the United Nations Millennium Development Goals. One example of this legacy is our
commitment to the United Nations Millennium Development Goals focused on the well-being of mothers and children
around the world, including geographic locations where the needs are the greatest and the resources are most scarce. Our
commitment focuses on five key areas where we have developed strong, innovative partnerships. First, making childbirth
safer. Second, treating and preventing intestinal worms in children. Third, using mobile phones to share vital health
information with new and expectant mothers. Fourth, eliminating mother-to-child transmission of HIV. Fifth, piloting and
scaling therapeutic innovation through research and development to treat HIV, tuberculosis and neglected tropical diseases.

• We are supporting over 500 communities globally. We contributed about $1 billion in products and cash and supported
over 500 community programs in more than 60 countries.

• We are helping to fight tuberculosis by making medicine more available. We are committed to advancing global health to
fight multi-drug resistant tuberculosis by working with health authorities to make SIRTURO® (bedaquiline) more available
in countries like Russia where outbreaks have become more prevalent.
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• We created a novel donation program to increase access to our HIV medicines in Africa. The Janssen pharmaceutical
companies of Johnson & Johnson announced a first-of-its-kind pediatric HIV treatment donation program to improve
access to the company’s approved HIV medicines PREZISTA® (darunavir) and INTELENCE® (etravirine) for children
and adolescents failing HIV treatment in sub-Saharan Africa. Tragically, only a third of the three million children living
with HIV today are receiving medicines. The donation program is part of our longstanding commitment to help people
living with HIV and enhance access to our medicines for those in need.

• We made progress reformulating our iconic baby products in response to the changing expectations of our customers.
Following conversations with parents, advocacy groups and retailers, the Johnson & Johnson Family of Consumer
Companies made a public pledge in 2011 to reduce or eliminate certain ingredients in our baby and beauty products
worldwide. We want our beauty and baby care products to reflect our customers’ current expectations, shifting behaviors
and concerns when it comes to certain ingredients, and we are proud to be the first major company to set and meet this
type of a public commitment. We will also continue to lead by working with our suppliers and partners to produce the
very best products for families as we work to meet our commitment to make further enhancements to our products by the
end of 2015. You can learn more about our safety and care commitment at http://www.safetyandcarecommitment.com/.

• We set a new standard for data transparency. In early 2014, Johnson & Johnson announced, through its subsidiary
Janssen Research & Development LLC, a clinical trial data sharing agreement with Yale School of Medicine’s Open Data
Access (YODA) Project to extend its commitment to sharing clinical trials data to enhance public health and advance
science and medicine. This is the first time any company has collaborated with a completely independent third party to
review and make decisions regarding every request for pharmaceutical clinical data. This agreement will further our
understanding of diseases, new treatment opportunities and underscores Our Credo responsibilities.

More details are available about Our Giving and Our Citizenship & Sustainability on www.jnj.com and within many of the stories we
are sharing at http://www.2013annualreport.jnj.com.

OUR COMMITMENT TO YOU

Today—and every day—our people and products will touch more than one out of every seven people globally. Our Credo
compels us to act on the potential we have for reaching more people, in more places, and in more ways, as the largest, most broadly-
based health care company in the world.

I have been privileged to work at Johnson & Johnson for more than two decades, and have seen up close the passion, persistence,
creativity, and innovation of our people. I have seen that a commitment to doing the right thing and a commitment to leading by
example are qualities found in abundance at Johnson & Johnson.

In a world challenged by a growing number of diseases, aging populations, insufficient health care delivery and rising costs, our
role to lead—to provide solutions and continue our quest to better serve the individuals, families, communities, countries and
shareholders that depend on us—is as important and urgent today as ever.

Around the world we are doing extraordinary work to meet unmet needs by delivering life-saving medicine and devices, and
forging new frontiers in the call for more personalized engagement in the world of consumer products.

By bringing the values embodied in Our Credo to our work, focusing on near-term priorities and long-term drivers of growth,
we continue to set our sights on even greater health care progress in the years to come.

At Johnson & Johnson, we will continue to approach the future boldly and actively seek out new solutions that advance health,
wellness and improve the quality of people’s lives. I’m so proud to be part of this organization and so excited about our potential in
the years to come.

Sincerely,

Alex Gorsky
Chairman, Board of Directors, and Chief Executive Officer
March 12, 2014

* Excludes special items. See “Reconciliation of Non-GAAP Financial Measures” on page 72 of this Annual Report.
** Free cash flow is defined as operating cash flow less capital spending.
*** Including dividends.
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2013 Business Highlights
Johnson & Johnson delivered strong results in 2013 led by the outstanding performance in our Pharmaceutical
business, the re-launch and strength of key brands in our U.S. over-the-counter (OTC) and other Consumer
businesses and continued progress in integrating Synthes, Inc. into our Medical Devices and Diagnostics (MD&D)
segment. Results also included advances in our longer-term growth drivers including bringing innovative
solutions to the global health care market, executing with excellence, and leading with purpose to advance health
and well-being for patients and consumers around the world.

Pharmaceutical 
Sales by Therapeutic Area 
2013 Sales: $28.1 billion
Sales Change: 
 Total: 10.9%
 Operational*: 12.0%

Segment Sales (in billions of dollars)

* Operational excludes the impact of currency.
** Rounded for visual accuracy.

INFECTIOUS DISEASES

 $3.5**
11.1%

ONCOLOGY

 $3.8
43.5%

OTHER

$4.9
0.2%

NEUROSCIENCE

 $6.7
(0.8%)

IMMUNOLOGY

 $9.2
16.7%

Medical Devices and Diagnostics
Sales by Major Franchise
2013 Sales: $28.5 billion
Sales Change:(1) 
 Total: 3.9%
 Operational*: 6.1%

ORTHOPAEDICS(1)

 $9.5
21.9%

SPECIALTY SURGERY

 $2.6
2.6%

SURGICAL CARE

 $6.3
(3.3%)

VISION CARE

 $2.9
(2.0%)

DIABETES CARE

 $2.3
(11.7%)

CARDIOVASCULAR 
CARE

 $2.1
4.6%

DIAGNOSTICS

 $1.9
(8.9%)

INFECTION 
PREVENTION/OTHER

   $0.9
(4.2%)

(1) Excluding  the net impact of the Synthes acquisition, MD&D 
total change = (2.1%) and Orthopaedics total change = 0.7%

(2) Nutritionals is now included in “Wound Care/Other.”

Consumer
Sales by Major Franchise
2013 Sales: $14.7 billion
Sales Change: 
 Total: 1.7%
 Operational*: 2.8%

OTC(2)

 $4.0
7.0%

SKIN CARE

  $3.7
2.4%

WOMEN’S HEALTH

 $1.6
(3.5%)

WOUND CARE/
OTHER(2) 

 $1.5
(5.1%)

BABY CARE

   $2.3
1.8%

ORAL CARE

 $1.6
(0.1%)

PHARMACEUTICAL

With $28.1 billion in worldwide sales in 2013, we are the seventh-largest pharmaceuticals business* in the world
and the sixth-largest biotech business*. We’re the fastest-growing top 10 Pharmaceutical Company in the United
States, Europe and Japan and recorded 15 consecutive quarters of operational sales growth in this segment.

Primary contributors to exceptional operational sales growth of 12 percent included REMICADE® (infliximab)
and SIMPONI® (golimumab), biologics approved for the treatment of a number of immune-mediated
inflammatory diseases; STELARA® (ustekinumab), a biologic approved for the treatment of moderate to severe
plaque psoriasis and active psoriatic arthritis; INVEGA® SUSTENNA®/XEPLION® (paliperidone palmitate), a
once-monthly, long-acting, injectable atypical antipsychotic for the treatment of schizophrenia in adults;
PREZISTA® (darunavir), a treatment for HIV; VELCADE® (bortezomib), a treatment for multiple myeloma; and
sales of new products.

The strong sales results of new products included ZYTIGA® (abiraterone acetate), an oral, once-daily
medication for use in combination with prednisone for the treatment of metastatic, castration-resistant prostate
cancer; XARELTO® (rivaroxaban), an oral anticoagulant; the combined sales of COMPLERA®/EVIPLERA®
(emtricitabine /rilpivirine/tenofovir disoproxil fumarate) and EDURANT® (rilpivirine) for the treatment of HIV;
and INVOKANA® (canagliflozin) for the treatment of adults with Type 2 diabetes.

Sales results were negatively impacted by generic competition for ACIPHEX®/ PARIET® (rabeprazole), a proton
pump inhibitor for gastrointestinal disorders and CONCERTA® (methylphenidate HCI) for the treatment of
attention deficit hyperactivity disorder.

During 2013, the company received several regulatory approvals including: U.S. Food and Drug Administration
(FDA) approval of OLYSIO™ (simeprevir), an NS3/4A protease inhibitor, for the treatment of chronic hepatitis C
infection as part of an antiviral treatment regimen in combination with pegylated interferon and ribavirin in
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genotype 1 infected adults with compensated liver disease, including cirrhosis; FDA approval of IMBRUVICA™
(ibrutinib) capsules for the treatment of patients with mantle cell lymphoma who have received at least one prior
therapy; FDA and European Commission (EC) approval of INVOKANA® (canagliflozin), an oral, once-daily,
selective sodium glucose co-transporter 2 inhibitor, for the treatment of adults with Type 2 diabetes; FDA approval
for the use of STELARA® (ustekinumab) alone or in combination with methotrexate for the treatment of adult
patients with active psoriatic arthritis; EC approval of STELARA® (ustekinumab), alone or in combination with
methotrexate for active psoriatic arthritis in adults when the response to previous non-biological disease-
modifying anti-rheumatic drug therapy has been inadequate; EC approval of an expanded indication for
SIMPONI® (golimumab) for the treatment of moderately to severely active ulcerative colitis in adult patients who
have had an inadequate response to conventional therapy including corticosteroids and 6-mercaptopurine or
azathioprine, or who are intolerant to or have medical contraindications for such therapies; FDA approval of
SIMPONI® (golimumab) for the treatment of moderately to severely active ulcerative colitis in adult patients who
have demonstrated corticosteroid dependence or who have had an inadequate response to or failed to tolerate oral
aminosalicylates, oral corticosteroids, azathioprine, or 6-mercaptopurine; and FDA approval of SIMPONI® ARIA™
(golimumab) for infusion for the treatment of adults with moderately to severely active rheumatoid arthritis in
combination with methotrexate. The EC also approved the use of VELCADE® (bortezomib) as induction therapy
in combination with dexamethasone or thalidomide and dexamethasone and applies to adult patients with
previously-untreated multiple myeloma who are eligible for high-dose chemotherapy with hematological stem cell
transplantation.

A Marketing Authorization Application was submitted to the European Medicines Agency (EMA) for ibrutinib
for the treatment of adult patients with relapsed or refractory chronic lymphocytic leukemia/small lymphocytic
lymphoma or relapsed or refractory mantle cell lymphoma. Also filed with the EMA, was a once-daily single tablet
fixed-dose antiretroviral combination product containing darunavir, a protease inhibitor developed by Janssen-
Cilag International NV and marketed as PREZISTA®, with cobicistat, a pharmacokinetic boosting agent,
developed by Gilead Sciences, Inc. for use in combination with other HIV medicines.

Looking to the future, we are pleased with our focused, deep and productive pharmaceutical pipeline, and
expect the growth of our recently launched products to continue. Furthermore, we will continue investing in R&D
that’s focused on key unmet needs for patients. As we announced in May at the Pharmaceutical Business Review,
we plan to file more than ten new molecular entities (NMEs) for approval between 2013 and 2017, and more than
25 additional line extensions of our in-market products.

MEDICAL DEVICES AND DIAGNOSTICS

With $28.5 billion in worldwide Medical Devices and Diagnostics (MD&D) sales for 2013, our MD&D segment is
the largest medical devices and diagnostics business in the world. Operational sales growth of 6.1 percent included
the impact of the acquisition of Synthes, net of the divestiture of the DePuy Trauma business. Excluding this
impact, MD&D operational sales growth was 0.1 percent.

Primary contributors to operational growth were sales from the acquisition of Synthes and DePuy Synthes Joint
Reconstruction products in the Orthopaedics business, Biosense Webster’s electrophysiology products in the
Cardiovascular Care business, the Vision Care business, as well as biosurgicals and international sales of energy
products in the Specialty Surgery business.

Our MD&D business is anchored by 11 “billion-dollar-plus-platforms” including vision care, trauma, sutures,
endoscopy, and electrophysiology. The FDA approved EVARREST™ Fibrin Sealant Patch, a novel product that
rapidly and reliably aids in stopping bleeding during surgery. In orthopaedics, the ATTUNE® Knee System,
developed with innovative proprietary technology, is off to a great start with over 23,000 implants worldwide. The
ENSEAL® G2 Articulating Tissue Sealer, the world’s first articulating advanced bipolar product, is making it easier
for surgeons around the world to access difficult-to-reach parts of the anatomy. Finally, our THERMOCOOL®
SMARTTOUCH® Catheter enhances the safety and efficacy of an ablation procedure by measuring the force of the
catheter’s tip inside the heart. These are just a few of the innovations that continue to strengthen our worldwide
leadership position in medical devices and diagnostics, where 85 percent of our key platforms hold the number
one or number two position in the market.

Integrating Synthes has been our priority and we’ve made good progress. DePuy Synthes Companies is the
world’s largest and most comprehensive orthopaedics company within a $44 billion market with strong
fundamentals, and is primed to offer new, value-added solutions that will help transform health care delivery.
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In January 2014, we announced receipt of a binding offer from The Carlyle Group to acquire the Ortho-Clinical
Diagnostics business for approximately $4 billion. We are in an acceptance period that will end on March 31, 2014
— and expect the transaction will close toward the middle of this year.

CONSUMER

With $14.7 billion in worldwide sales in 2013, our Consumer segment is the sixth-largest health care consumer
business in the world and achieved operational sales growth of 2.8 percent. Our near-term priority is to deliver a
reliable supply of OTC products to the U.S. marketplace. Last year, we met our objective of returning
approximately 75 percent of our planned portfolio to store shelves. We are investing in cross-channel marketing
across TV, print and social media to support their re-launch.

Positive contributors to operational results were U.S. sales of TYLENOL® and MOTRIN® analgesics; upper
respiratory OTC products; international sales of baby care products; sales of NEUTROGENA® and AVEENO®
skin care products; and international sales of LISTERINE® oral care products.

In 2013, we took steps to strengthen our focus, divesting in certain areas such as our North American women’s
sanitary protection business, and acquiring Shanghai Elsker Mother & Baby Co., Ltd, a well-regarded baby care
company in China known for its position in the naturals segment.

We also continue to expand globally with the launch of LISTERINE® ADVANCED DEFENCE® Gum
Treatment in the United Kingdom and Ireland and our new JOHNSON’S® Baby TRIPLE BABY PROTECTION™
product line, which we’ll be taking into global markets this year.

Finally, as we work to bring our plants fully back on line, we’ve executed all of the milestones to-date in our
FDA Consent Decree.

CITIZENSHIP & SUSTAINABILITY

Our Credo is the foundation for our Citizenship & Sustainability and informs our priorities to advance human
health and well-being, safeguard the planet, and lead a strong and responsible business. These priorities are central
to our aspiration that, by caring for the world, one person at a time, we will help billions of people live longer,
healthier, happier lives.

As the world’s largest health care company, we continue to expand our efforts and engage in collaborative
projects to advance global health on multiple levels. In 2010, we made a significant five-year commitment to the
United Nations Millennium Development Goals to improve the lives of women and children worldwide, and we
are on track to deliver our commitments by 2015.

Our newly formed Janssen Global Public Health (GPH) team combines the best of our innovative access models
with our core business strategy to drive better outcomes, improve quality of life and sustainably advance health
care. GPH’s work with the Stop TB Partnership to facilitate access to SIRTURO®, a tuberculosis therapy with a new
mechanism of action, discovered and developed by Janssen scientists, will have a major impact on lives. We will
continue these and other efforts in response to the world’s health challenges.

We are leading a strong and responsible business in many ways. As part of our longstanding practices and
commitment to citizenship and sustainability, we joined the U.N. Global Compact in 2013 and are committed to
its principles, many of which have been embedded in our business practices for decades.

We are conscientious, too, of our impact on the environment, the health of which is inextricably linked to our
efforts in human health. In 2013, our energy and carbon reduction programs earned distinction from the Carbon
Disclosure Project (CDP), naming us as the health care sector leader within the S&P 500 and maintaining our
membership in the CDP Leadership Index for the fourth consecutive year.

NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements relating to, among other things, expectations for future
product development, regulatory filings and the sale of the Ortho-Clinical Diagnostics business. You should
review the section “Cautionary Factors That May Affect Future Results” on page 19 of this Annual Report for
important information about these statements including the risks, uncertainties and other factors that could cause
actual results to vary materially from the assumptions, expectations and projections expressed in our forward-
looking statements.

* IMS MIDAS data as of Q3 2013 (growth versus previous year (moving annual total) in local currency dollars)
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Management’s Discussion and Analysis of
Results of Operations and Financial Condition
Organization and Business Segments

Description of the Company and Business Segments

Johnson & Johnson and its subsidiaries (the Company) have approximately 128,100 employees worldwide engaged in the
research and development, manufacture and sale of a broad range of products in the health care field. The Company
conducts business in virtually all countries of the world with the primary focus on products related to human health and
well-being.

The Company is organized into three business segments: Consumer, Pharmaceutical and Medical Devices and
Diagnostics. The Consumer segment includes a broad range of products used in the baby care, skin care, oral care,
wound care and women’s health fields, as well as nutritionals, over-the-counter pharmaceutical products and wellness and
prevention platforms. These products are marketed to the general public and sold both to retail outlets and distributors
throughout the world. The Pharmaceutical segment includes products in the following areas: anti-infective, antipsychotic,
cardiovascular, contraceptive, gastrointestinal, hematology, immunology, infectious diseases, metabolic, neurology,
oncology, pain management and vaccines. These products are distributed directly to retailers, wholesalers and health care
professionals for prescription use. The Medical Devices and Diagnostics segment includes a broad range of products
distributed to wholesalers, hospitals and retailers, used principally in the professional fields by physicians, nurses, hospitals
and clinics. These include products to treat cardiovascular disease; orthopaedic and neurological products; blood glucose
monitoring and insulin delivery products; general surgery, biosurgical, and energy products; professional diagnostic
products; infection prevention products; and disposable contact lenses.

The Company’s structure is based upon the principle of decentralized management. The Executive Committee of
Johnson & Johnson is the principal management group responsible for the strategic operations and allocation of the
resources of the Company. This Committee oversees and coordinates the activities of the Consumer, Pharmaceutical and
Medical Devices and Diagnostics business segments.

In all of its product lines, the Company competes with companies both locally and globally, throughout the world.
Competition exists in all product lines without regard to the number and size of the competing companies involved.
Competition in research, involving the development and the improvement of new and existing products and processes, is
particularly significant. The development of new and innovative products is important to the Company’s success in all
areas of its business. This also includes protecting the Company’s portfolio of intellectual property. The competitive
environment requires substantial investments in continuing research. In addition, the development and maintenance of
customer demand for the Company’s consumer products involves significant expenditures for advertising and promotion.

Management’s Objectives

The Company manages within a strategic framework with Our Credo as the foundation. The Company believes that our
strategic operating principles; being broadly based in human health care, managing the business for the long term, a
decentralized management approach and commitment to our people and values are required to successfully meet the
demands of the rapidly evolving markets in which we compete. To this end, management is focused on our growth drivers:
creating value through innovation, expanding our global reach with a local focus, excellence in execution and leading with
purpose.

The Company engages in areas of human health care where there is an opportunity to make a meaningful difference, and
is committed to creating value by developing broadly accessible, high quality, innovative products and services. New
products introduced within the past five years accounted for approximately 25% of 2013 sales. In 2013, $8.2 billion, or
11.5% of sales, was invested in research and development, reflecting management’s commitment to delivering new and
differentiated products and services to meet evolving health care needs and sustain the Company’s long-term growth.

Our diverse businesses with more than 275 operating companies located in 60 countries are the key drivers of the
Company’s success. Maintaining the Company’s decentralized management approach while at the same time leveraging
the extensive resources of the enterprise uniquely positions the Company to innovate, execute and reach markets globally,
while focusing on the needs and challenges of the local markets.
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In order to remain a leader in health care the Company strives to maintain a purpose-driven organization and is committed
to developing global business leaders who can achieve these growth objectives. Businesses are managed for the long-
term in order to sustain market leadership positions and enable growth, which provides an enduring source of value to our
shareholders.

Our Credo unifies all Johnson & Johnson employees in achieving these objectives, and provides a common set of values
that serve as the foundation of the Company’s responsibilities to its customers, employees, communities and shareholders.
The Company believes that these basic principles and growth drivers, along with its overall mission of improving the quality
of life for people across the globe, will enable Johnson & Johnson to continue to be a leader in the health care industry.

Results of Operations

Analysis of Consolidated Sales

In 2013, worldwide sales increased 6.1% to $71.3 billion, compared to increases of 3.4% in 2012 and 5.6% in 2011.
These sales changes consisted of the following:

Sales increase/(decrease) due to: 2013 2012 2011

Volume 7.6% 5.7 3.1

Price 0.1 0.4 (0.3)

Currency (1.6) (2.7) 2.8

Total 6.1% 3.4 5.6

Sales by U.S. companies were $31.9 billion in 2013, $29.8 billion in 2012 and $28.9 billion in 2011. This represents
increases of 7.0% in 2013 and 3.2% in 2012, and a decrease of 1.8% in 2011. Sales by international companies were
$39.4 billion in 2013, $37.4 billion in 2012 and $36.1 billion in 2011. This represents increases of 5.4% in 2013, 3.5% in
2012 and 12.4% in 2011. The acquisition of Synthes, Inc., net of the related divestiture, increased both total worldwide
sales growth and operational growth by 2.5% and 3.1% in 2013 and 2012, respectively.

The five-year compound annual growth rates for worldwide, U.S. and international sales were 2.3%, (0.2)% and 4.6%,
respectively. The ten-year compound annual growth rates for worldwide, U.S. and international sales were 5.5%, 2.4% and
9.0%, respectively.

Sales in Europe achieved growth of 9.8% as compared to the prior year, including operational growth of 7.7% and a
positive currency impact of 2.1%. Sales in the Western Hemisphere (excluding the U.S.) achieved growth of 3.0% as
compared to the prior year, including operational growth of 8.9% and a negative currency impact of 5.9%. Sales in the
Asia-Pacific, Africa region achieved growth of 1.1% as compared to the prior year, including operational growth of 8.6%
and a negative currency impact of 7.5%.

In 2013, 2012 and 2011, the Company did not have a customer that represented 10% or more of total consolidated
revenues.

U.S. Health Care Reform

Under the provisions of the Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation
Act of 2010, beginning in 2013, the Company began paying a tax deductible 2.3% excise tax imposed on the sale of
certain medical devices. The 2013 full-year impact of the excise tax was approximately $200 million.
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Analysis of Sales by Business Segments

Consumer Segment

Consumer segment sales in 2013 were $14.7 billion, an increase of 1.7% from 2012, which included 2.8% operational
growth and a negative currency impact of 1.1%. U.S. Consumer segment sales were $5.2 billion, an increase of 2.3%.
International sales were $9.5 billion, an increase of 1.4%, which included 3.1% operational growth and a negative
currency impact of 1.7%.

Major Consumer Franchise Sales:*

% Change

(Dollars in Millions) 2013 2012 2011 ’13 vs. ’12 ’12 vs. ’11

OTC $4,028 3,766 3,740 7.0% 0.7

Skin Care 3,704 3,618 3,715 2.4 (2.6)

Baby Care 2,295 2,254 2,340 1.8 (3.7)

Oral Care 1,622 1,624 1,624 (0.1) 0.0

Women’s Health 1,568 1,625 1,792 (3.5) (9.3)

Wound Care/Other 1,480 1,560 1,672 (5.1) (6.7)

Total Consumer Sales $14,697 14,447 14,883 1.7% (2.9)

* Prior year amounts have been reclassified to conform to current year presentation. Nutritionals, previously included in OTC, is included
in Wound Care/Other.

The Over-the-Counter (OTC) franchise achieved sales of $4.0 billion, an increase of 7.0% from 2012. Strong U.S. sales
growth of 19.7% was driven by analgesics and upper respiratory products, primarily due to continued progress in
returning a reliable supply of products to the marketplace.

McNEIL-PPC, Inc. continues to operate under a consent decree, signed in 2011 with the U.S. Food and Drug
Administration (FDA), which governs certain McNeil Consumer Healthcare manufacturing operations. McNeil continues to
operate the manufacturing facilities in Las Piedras, Puerto Rico and Lancaster, Pennsylvania and has made significant
progress; having met the remediation commitments at those facilities. The Company also successfully reintroduced many
products previously made in Fort Washington, Pennsylvania, from other sites. Plants operating under the consent decree
will continue to produce a simplified portfolio focused on key brands. The Fort Washington manufacturing site is not in
operation at this time and the Company recently made the decision to make further investments in that facility prior to
certification.

The Skin Care franchise achieved sales of $3.7 billion, an increase of 2.4% as compared to the prior year, primarily due to
strong results from the NEUTROGENA®, AVEENO® and Dabao product lines. The Baby Care franchise sales grew to
$2.3 billion, an increase of 1.8% from 2012. Growth was primarily due to sales of haircare and baby cleansers outside the
U.S. and newly acquired products from the acquisition of Shanghai Elsker Mother & Baby Co., Ltd. The Oral Care
franchise sales were flat as compared to the prior year. Increased sales of LISTERINE® outside the U.S. were partially
offset by the impact of the divestiture of the manual toothbrush product line in the U.S. The Women’s Health franchise
sales were $1.6 billion, a decrease of 3.5% primarily due to the divestiture of women’s sanitary protection products in the
U.S., Canada and Caribbean. The Wound Care/Other franchise sales were $1.5 billion in 2013, a decrease of 5.1% from
2012 due to competitive pressures and the impact of divestitures.

Consumer segment sales in 2012 were $14.4 billion, a decrease of 2.9% from 2011, which included 0.5% operational
growth offset by a negative currency impact of 3.4%. U.S. Consumer segment sales were $5.0 billion, a decrease of
2.0%. International sales were $9.4 billion, a decrease of 3.4%, which included 1.9% operational growth offset by a
negative currency impact of 5.3%.
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Pharmaceutical Segment

The Pharmaceutical segment achieved sales of $28.1 billion in 2013, representing an increase of 10.9% over the prior
year, with strong operational growth of 12.0% and a negative currency impact of 1.1%. U.S. sales were $13.9 billion, an
increase of 12.3%. International sales were $14.2 billion, an increase of 9.6%, which included 11.8% operational growth
and a negative currency impact of 2.2%. The Pharmaceutical segment operational growth was impacted by 0.8% in 2013
due to a positive adjustment to previous estimates for Managed Medicaid rebates.

Major Pharmaceutical Therapeutic Area Sales:*

% Change

(Dollars in Millions) 2013 2012 2011 ’13 vs. ’12 ’12 vs. ’11

Total Immunology $9,190 7,874 6,798 16.7% 15.8

REMICADE® 6,673 6,139 5,492 8.7 11.8

SIMPONI® 932 607 410 53.5 48.0

STELARA® 1,504 1,025 738 46.7 38.9

Other Immunology 81 103 158 (21.4) (34.8)

Total Infectious Diseases 3,550 3,194 3,189 11.1 0.2

INCIVO® 517 443 82 16.7 **

INTELENCE® 379 349 314 8.6 11.1

PREZISTA® 1,673 1,414 1,211 18.3 16.8

Other Infectious Diseases 981 988 1,582 (0.7) (37.5)

Total Neuroscience 6,667 6,718 6,948 (0.8) (3.3)

CONCERTA® /methylphenidate 782 1,073 1,268 (27.1) (15.4)

INVEGA® 583 550 499 6.0 10.2

INVEGA® SUSTENNA® /XEPLION® 1,248 796 378 56.8 **

RISPERDAL® CONSTA® 1,318 1,425 1,583 (7.5) (10.0)

Other Neuroscience 2,736 2,874 3,220 (4.8) (10.7)

Total Oncology 3,773 2,629 2,048 43.5 28.4

VELCADE® 1,660 1,500 1,274 10.7 17.7

ZYTIGA® 1,698 961 301 76.7 **

Other Oncology 415 168 473 ** (64.5)

Total Other 4,945 4,936 5,385 0.2 (8.3)

ACIPHEX® /PARIET® 470 835 975 (43.7) (14.4)

PROCRIT® /EPREX® 1,364 1,462 1,623 (6.7) (9.9)

XARELTO® 864 239 25 ** **

Other 2,247 2,400 2,762 (6.4) (13.1)

Total Pharmaceutical Sales $28,125 25,351 24,368 10.9% 4.0

* Prior year amounts have been reclassified to conform to current year presentation.
** Percentage greater than 100%

Immunology products achieved sales of $9.2 billion in 2013, representing an increase of 16.7% as compared to the prior
year. The increased sales of STELARA® (ustekinumab), SIMPONI® (golimumab) and REMICADE® (infliximab) were
primarily due to market growth and market share gains.

Certain patents related to REMICADE® (infliximab) expired in Canada in March 2012. In certain countries in Europe the
patent has been extended to February 2015 (Germany, Spain, United Kingdom, Sweden, Austria, Belgium, Switzerland,
Denmark, France, Greece, Italy, Luxembourg and the Netherlands). Loss of exclusivity for REMICADE® in these markets
may result in a reduction in sales. The U.S. patents for REMICADE® expire in 2018.
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Infectious disease products achieved sales of $3.6 billion in 2013, representing an increase of 11.1% as compared to the
prior year. Major contributors were PREZISTA® (darunavir), due to the continued momentum in market share growth,
INCIVO® (telaprevir), EDURANT® (rilpivirine), INTELENCE® (etravirine) and the launch of OLYSIO™ (simeprevir).

Neuroscience products sales were $6.7 billion, a decline of 0.8% as compared to the prior year. Strong sales of
INVEGA® SUSTENNA® /XEPLION® (paliperidone palmitate) and INVEGA® (paliperidone palmitate) were partially offset
by lower sales of RISPERDAL® CONSTA® due to growth of INVEGA® SUSTENNA® /XEPLION®. Additionally, a decline
in U.S. sales of CONCERTA® /methylphenidate and lower sales of DURAGESIC® /Fentanyl Transdermal (fentanyl
transdermal system) and RISPERDAL® (risperidone) was due to continued generic competition.

Oncology products achieved sales of $3.8 billion in 2013, representing an increase of 43.5% as compared to the prior
year. This growth was primarily due to sales of ZYTIGA® (abiraterone acetate), VELCADE® (bortezomib) and DOXIL® /
CAELYX® (pegylated liposomal doxorubicin hydrochloride), due to returning supply of CAELYX®.

Other Pharmaceutical sales were $4.9 billion, an increase of 0.2% as compared to the prior year. Strong sales of
XARELTO® (rivaroxaban) and the launch of INVOKANA® (canagliflozin) were partially offset by lower sales of ACIPHEX® /
PARIET® (rabeprazole sodium) and EPREX® (Epoetin alfa) primarily due to generic competition.

During 2013, the company received several regulatory approvals including: The U.S. Food and Drug Administration (FDA)
approval of OLYSIO™ (simeprevir), an NS3/4A inhibitor, for the treatment of chronic hepatitis C infection as part of an
antiviral treatment regimen in combination with pegylated interferon and ribavirin in genotype 1 infected adults with
compensated liver disease, including cirrhosis; FDA approval for IMBRUVICA™ (ibrutinib) capsules for the treatment of
patients with mantle cell lymphoma who have received at least one prior therapy; The FDA and European Commission
(EC) approved INVOKANA® (canagliflozin), an oral, once-daily, selective sodium glucose co-transporter 2 inhibitor, for the
treatment of adults with type 2 diabetes; The FDA approved the use of STELARA® (ustekinumab) alone or in combination
with methotrexate for the treatment of adult patients with active psoriatic arthritis; The EC also approved STELARA®

(ustekinumab), alone or in combination with methotrexate for active psoriatic arthritis in adults when the response to
previous non-biological disease-modifying anti-rheumatic drug therapy has been inadequate; The EC approved an
expanded indication for SIMPONI® (golimumab) for the treatment of moderately to severely active ulcerative colitis in adult
patients who have had an inadequate response to conventional therapy including corticosteroids and 6-mercaptopurine or
azathioprine, or who are intolerant to or have medical contraindications for such therapies; SIMPONI® (golimumab) was
also approved by the FDA for the treatment of moderately to severely active ulcerative colitis in adult patients who have
demonstrated corticosteroid dependence or who have had an inadequate response to or failed to tolerate oral
aminosalicylates, oral corticosteroids, azathioprine, or 6-mercaptopurine; The FDA also approved SIMPONI® ARIATM

(golimumab) for infusion for the treatment of adults with moderately to severely active rheumatoid arthritis in combination
with methotrexate. The EC approved the use of VELCADE® (bortezomib) as induction therapy in combination with
dexamethasone or thalidomide and dexamethasone and applies to adult patients with previously-untreated multiple
myeloma who are eligible for high-dose chemotherapy with hematological stem cell transplantation.

The Company submitted several New Drug Applications, including a Marketing Authorization Application (MAA) to the
European Medicines Agency (EMA) and a New Drug Application (NDA) to the FDA seeking approval for the use of
ibrutinib for the treatment of adult patients with relapsed or refractory chronic lymphocytic leukemia /small lymphocytic
lymphoma, and an MAA for relapsed or refractory mantle cell lymphoma. An MAA was submitted to the EMA seeking
approval for a once-daily single tablet fixed-dose antiretroviral combination product containing darunavir, a protease
inhibitor, with cobicistat, a pharmacokinetic enhancer or boosting agent, developed by Gilead Sciences, Inc. for use in
combination with other human immunodeficiency virus medicines. A Biologic License Application to the FDA and an MAA
to the EMA were simultaneously submitted for siltuximab for the treatment of patients with multicentric Castleman disease
who are HIV-negative and human herpes virus-8 -negative. An MAA was submitted to the EMA for simeprevir for the
treatment of adult patients with chronic hepatitis C genotype 1 or genotype 4. Additionally, an MAA was submitted to the
EMA for canagliflozin/metformin fixed-dose combination therapy to treat patients with type 2 diabetes.

The Pharmaceutical segment achieved sales of $25.4 billion in 2012, representing an increase of 4.0% over the prior year,
with operational growth of 6.8% and a negative currency impact of 2.8%. U.S. sales were $12.4 billion, an increase of
0.3%. International sales were $12.9 billion, an increase of 7.9%, which included 13.6% operational growth and a
negative currency impact of 5.7%.
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Medical Devices and Diagnostics Segment

The Medical Devices and Diagnostics segment achieved sales of $28.5 billion in 2013, representing an increase of 3.9%
over the prior year, with operational growth of 6.1% and a negative currency impact of 2.2%. U.S. sales were $12.8 billion,
an increase of 3.5% as compared to the prior year. International sales were $15.7 billion, an increase of 4.2% over the
prior year, with operational growth of 8.3% and a negative currency impact of 4.1%. The acquisition of Synthes, Inc., net of
the related trauma business divestiture, increased both total sales growth and operational growth for the Medical Devices
and Diagnostics segment by 6.0% and 7.9% in 2013 and 2012, respectively.

Major Medical Devices and Diagnostics Franchise Sales:

% Change

(Dollars in Millions) 2013 2012 2011 ’13 vs. ’12 ’12 vs. ’11

Orthopaedics $9,509 7,799 5,809 21.9% 34.3

Surgical Care 6,269 6,483 6,637 (3.3) (2.3)

Vision Care 2,937 2,996 2,916 (2.0) 2.7

Specialty Surgery 2,592 2,526 2,407 2.6 4.9

Diabetes Care 2,309 2,616 2,652 (11.7) (1.4)

Cardiovascular Care 2,077 1,985 2,288 4.6 (13.2)

Diagnostics 1,885 2,069 2,164 (8.9) (4.4)

Infection Prevention/Other 912 952 906 (4.2) 5.1

Total Medical Devices and Diagnostics Sales $28,490 27,426 25,779 3.9% 6.4

The Orthopaedics franchise achieved sales of $9.5 billion in 2013, a 21.9% increase over the prior year. Growth was
primarily due to a full year of sales recorded from the acquisition of Synthes, Inc. and sales of joint reconstruction
products. Sales were impacted by the divestiture of certain rights and assets related to the DePuy trauma business. The
positive impact on the Orthopaedics franchise total sales growth and operational growth due to the newly acquired
products from Synthes, Inc. net of the related trauma business divestiture was 21.2% and 34.7% in 2013 and 2012,
respectively.

The Surgical Care franchise sales were $6.3 billion in 2013, a decrease of 3.3% from the prior year. The decline was
primarily due to lower sales of mechanical surgery, breast care and pelvic floor products. Outside the U.S. increased sales
of sutures and endoscopy products, with the success of the ECHELON FLEX™ powered ENDOPATH® Stapler were
offset by the negative impact from currency.

The Vision Care franchise achieved sales of $2.9 billion in 2013, a decrease of 2.0% from the prior year. The decline was
primarily due to sales in Japan which were impacted by the devaluation of the Yen. The decline was partially offset by
growth of ACUVUE® TruEye® and 1-DAY ACUVUE® MOIST® for Astigmatism.

The Specialty Surgery franchise achieved sales of $2.6 billion in 2013, a 2.6% increase over the prior year. Contributors
to the growth were strong sales from biosurgical products, sales of energy products outside the U.S. and Acclarent
products in the U.S.

The Diabetes Care franchise sales were $2.3 billion, a decrease of 11.7% versus the prior year. Sales declined due to the
impact of lower prices primarily related to competitive bidding in the U.S. as well as pricing pressures outside the U.S.

The Cardiovascular Care franchise sales were $2.1 billion, a 4.6% increase from the prior year. The increased sales were
driven by strong growth in Biosense Webster’s electrophysiology business primarily due to the success of a number of
catheter launches.

The Diagnostics franchise sales were $1.9 billion, a decline of 8.9% versus the prior year. The decline was primarily due to
the divestiture of the Therakos business and a sales decline in clinical laboratories. In January 2013, the Company
announced it was exploring strategic alternatives for the Ortho-Clinical Diagnostics business (the Diagnostics franchise),
including a possible divestiture. In January 2014, the Company received a binding offer from The Carlyle Group to acquire
the Ortho-Clinical Diagnostics business. For more details see Note 20 to the Consolidated Financial Statements.

The Infection Prevention/Other franchise sales were $0.9 billion in 2013, a decrease of 4.2% versus the prior year
primarily due to a negative currency impact.
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The Medical Devices and Diagnostics segment achieved sales of $27.4 billion in 2012, representing an increase of 6.4%
over the prior year, with operational growth of 8.7% and a negative currency impact of 2.3%. U.S. sales were $12.4 billion,
an increase of 8.7% as compared to the prior year. International sales were $15.1 billion, an increase of 4.5% over the
prior year, with operational growth of 8.6% and a negative currency impact of 4.1%. The acquisition of Synthes, Inc., net of
the related divestiture, increased both total sales growth and operational growth for the Medical Devices and Diagnostics
segment by 7.9%.

Analysis of Consolidated Earnings Before Provision for Taxes on
Income
Consolidated earnings before provision for taxes on income increased by $1.7 billion to $15.5 billion in 2013 as
compared to $13.8 billion in 2012, an increase of 12.3%. Earnings before provision for taxes on income were favorable
due to increased gross profit of $3.4 billion resulting from higher sales of higher margin products and cost containment
initiatives and a $0.4 billion net gain on equity investment transactions, primarily from the sale of Elan American Depositary
Shares. This was partially offset by higher litigation expenses of $1.1 billion and higher expenses of $0.1 billion related to
the DePuy ASR™ Hip program. The fiscal year 2012 included $1.5 billion of higher write-downs of intangible assets and
in-process research and development and higher costs of $0.3 billion related to the Synthes acquisition partially offset by
higher gains of $0.8 billion related to divestitures.

The 2012 consolidated earnings before provision for taxes on income increased by $1.4 billion to $13.8 billion as
compared to $12.4 billion in 2011, an increase of 11.4%. Earnings before provision for taxes on income were favorable
due to increased gross profit of $0.9 billion, a $0.1 billion decrease in selling, marketing and administrative expenses due
to cost containment initiatives across many of the businesses, lower litigation expense of $2.1 billion and lower charges of
$0.4 billion related to the DePuy ASR™ Hip program versus the prior year. This was partially offset by $2.1 billion of
charges attributable to asset write-downs and impairment of in-process research and development, primarily related to the
Crucell vaccine business and the discontinuation of the Phase III clinical development of bapineuzumab IV and $0.2 billion
of integration and currency costs related to the acquisition of Synthes, Inc. versus the prior year. Included in 2011 was a
$0.6 billion restructuring charge, net of inventory write-offs which are included in cost of products sold, related to the
Cardiovascular Care business. Additionally, 2011 included higher gains from divestitures and other items of $0.3 billion,
recorded in other (income) expense, net.

As a percent to sales, consolidated earnings before provision for taxes on income in 2013 was 21.7% versus 20.5% in 2012.

Cost of Products Sold and Selling, Marketing and Administrative Expenses: Cost of products sold and selling,
marketing and administrative expenses as a percent to sales were as follows:

% of Sales 2013 2012 2011

Cost of products sold 31.3% 32.2 31.3

Percent point (decrease)/increase over the prior year (0.9) 0.9 0.8

Selling, marketing and administrative expenses 30.6% 31.0 32.3

Percent point (decrease)/increase over the prior year (0.4) (1.3) 0.8

In 2013, cost of products sold as a percent to sales decreased compared to the prior year. This was primarily the result of
positive mix resulting from higher sales of higher margin products, lower costs associated with strong volume growth in the
Pharmaceutical business and cost reduction efforts across many of the businesses. The decrease was partially offset by
incremental intangible asset amortization expense primarily related to Synthes, the Medical Device Excise tax and
increased amortization expense as a result of the royalty buyout agreement with Vertex for INCIVO®. Intangible asset
amortization expense for 2013 and 2012 was $1.4 billion and $1.1 billion, respectively. Additionally, 2012 included $0.2
billion higher amortization of the inventory step-up charge related to the Synthes, Inc. acquisition. There was a decrease in
the percent to sales of selling, marketing and administrative expenses in 2013 compared to the prior year primarily due to
cost containment initiatives across many of the businesses.

In 2012, cost of products sold as a percent to sales increased compared to the prior year. This was primarily the result of
the amortization of the inventory step-up charge of $0.4 billion and amortization of intangible assets related to the Synthes,
Inc. acquisition of $0.3 billion and ongoing remediation costs in the McNeil OTC business. There was a decrease in the
percent to sales of selling, marketing and administrative expenses in 2012 compared to the prior year primarily due to cost
containment initiatives across many of the businesses. The prior year period included higher investment spending in the
Pharmaceutical business for new products.
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Research and Development Expense: Research and development expense by segment of business was as follows:

2013 2012 2011

(Dollars in Millions) Amount % of Sales* Amount % of Sales* Amount % of Sales*

Consumer $590 4.0% 622 4.3 659 4.4

Pharmaceutical 5,810 20.7 5,362 21.2 5,138 21.1

Medical Devices and Diagnostics 1,783 6.3 1,681 6.1 1,751 6.8

Total research and development expense $8,183 11.5% 7,665 11.4 7,548 11.6

Percent increase/(decrease) over the prior
year 6.8% 1.6 10.3

* As a percent to segment sales

Research and development activities represent a significant part of the Company’s business. These expenditures relate to
the processes of discovering, testing and developing new products, improving existing products, as well as ensuring
product efficacy and regulatory compliance prior to launch. The Company remains committed to investing in research and
development with the aim of delivering high quality and innovative products. In 2013, worldwide costs of research and
development activities increased by 6.8% compared to 2012. The increase in the Pharmaceutical segment was primarily
due to higher levels of spending to advance the Company’s Pharmaceutical pipeline. In 2012, worldwide costs of research
and development activities increased by 1.6% compared to 2011. The 2012 decrease in the Medical Devices and
Diagnostics segment was primarily due to the discontinuation of the clinical development program for the NEVO™
Sirolimus-Eluting Coronary Stent.

In-Process Research and Development (IPR&D): In 2013, the Company recorded charges of $0.6 billion primarily
for the impairment of various IPR&D projects related to Crucell, Corimmun and Acclarent for the delay or discontinuation
of certain development projects. In 2012, the Company recorded charges of $1.2 billion, which included $0.7 billion for
the impairment of the IPR&D related to the discontinuation of the Phase III clinical development of bapineuzumab IV and
the partial impairment of the IPR&D related to the Crucell vaccine business in the amount of $0.4 billion. Of the $0.7
billion impairment of the IPR&D related to the discontinuation of the Phase III clinical development of bapineuzumab IV,
$0.3 billion is attributable to noncontrolling interest. These charges relate to development projects which have been
recently discontinued or delayed.

Other (Income) Expense, Net: Other (income) expense, net includes royalty income; gains and losses related to the
sale and write-down of certain investments in equity securities held by Johnson & Johnson Development Corporation;
gains and losses on the disposal of property, plant and equipment; currency gains and losses; and litigation settlements.
The change in other (income) expense, net for the fiscal year 2013, was an unfavorable change of $0.9 billion as
compared to the prior year. The fiscal year 2013 included a net gain of $0.4 billion on equity investment transactions,
primarily the sale of Elan American Depositary Shares, offset by higher litigation expenses of $1.1 billion, higher expenses
of $0.1 billion related to the DePuy ASR™ Hip program and higher currency losses of $0.1 billion. The fiscal year 2012
included higher write-downs of intangible assets of $0.8 billion, primarily related to the Crucell vaccine business and
higher costs of $0.1 billion related to the Synthes acquisition. Additionally, 2012 included higher gains of $0.8 billion
related to divestitures.

In 2012, the favorable change of $1.1 billion in other (income) expense, net, as compared to the prior year was primarily
due to lower expenses of $2.1 billion related to litigation, including product liability, and $0.4 billion for costs related to the
DePuy ASR™ Hip program. This was partially offset by $0.9 billion attributed to asset write-downs, primarily related to the
Crucell vaccine business, and $0.2 billion of higher integration/transaction and currency costs related to the acquisition of
Synthes, Inc.

Restructuring: In 2011, Cordis Corporation, a subsidiary of Johnson & Johnson, announced the discontinuation of its
clinical development program for the NEVO™ Sirolimus-Eluting Coronary Stent and cessation of the manufacture and
marketing of CYPHER® and CYPHER SELECT® Plus Sirolimus-Eluting Coronary Stents by the end of 2011. The
Company recorded a pre-tax charge of $0.7 billion, of which $0.1 billion was included in cost of products sold. There was
no restructuring charge in 2012 and 2013.

Interest (Income) Expense: Interest income in 2013 increased by $10 million as compared to the prior year. Cash,
cash equivalents and marketable securities totaled $29.2 billion at the end of 2013, and averaged $25.2 billion as
compared to the $26.7 billion average cash balance in 2012. The increase in the year end cash balance was due to cash
generated from operating activities.
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Interest expense in 2013 decreased by $50 million as compared to 2012 due to a lower average debt balance. The
average debt balance was $17.2 billion in 2013 versus $17.9 billion in 2012. The total debt balance at the end of 2013
was $18.2 billion as compared to $16.2 billion at the end of 2012. The higher debt balance of approximately $2.0 billion
was due to increased borrowings in December 2013. The Company increased borrowings, capitalizing on favorable terms
in the capital markets. The proceeds of the borrowings will be used for general corporate purposes.

Interest income in 2012 decreased by $27 million as compared to the prior year due to lower rates of interest earned and
lower average cash balances. Cash, cash equivalents and marketable securities totaled $21.1 billion at the end of 2012,
and averaged $26.7 billion as compared to the $30.0 billion average cash balance in 2011. The decline in the average
cash balance was due to the acquisition of Synthes, Inc. partially offset by cash generated from operating activities.

Interest expense in 2012 decreased by $39 million as compared to 2011 due to a lower average debt balance. The
average debt balance was $17.9 billion in 2012 versus $18.2 billion in 2011. The total debt balance at the end of 2012
was $16.2 billion as compared to $19.6 billion at the end of 2011. The reduction in debt of approximately $3.4 billion was
primarily due to a reduction in commercial paper.

Segment Pre-Tax Profit

Pre-tax profits by segment of business were as follows:

Percent of
Segment Sales

(Dollars in Millions) 2013 2012 2013 2012

Consumer $1,973 1,693 13.4% 11.7

Pharmaceutical 9,178 6,075 32.6 24.0

Medical Devices and Diagnostics 5,261 7,187 18.5 26.2

Total(1) 16,412 14,955 23.0 22.2

Less: Expenses not allocated to segments(2) 941 1,180

Earnings before provision for taxes on income $15,471 13,775 21.7% 20.5

(1) See Note 18 to the Consolidated Financial Statements for more details.
(2) Amounts not allocated to segments include interest (income) expense, noncontrolling interests, and general corporate (income)

expense. A $0.2 billion currency related expense for the acquisition of Synthes, Inc. was not allocated to segments in 2012.

Consumer Segment: In 2013, Consumer segment pre-tax profit as a percent to sales was 13.4% versus 11.7% in
2012. The favorable pre-tax profit was primarily due to a gain of $55 million on the sale of intangible and other assets as
well as cost containment initiatives. Included in 2012 were intangible asset write-downs of $0.3 billion. In addition, 2012
included higher gains on divestitures of $0.1 billion. In 2012, Consumer segment pre-tax profit as a percent to sales was
11.7% versus 14.1% in 2011. Pre-tax profit was unfavorably impacted by $0.3 billion attributed to intangible asset write-
downs and approximately $0.3 billion due to unfavorable product mix and remediation costs associated with the McNEIL-
PPC, Inc. consent decree. This was partially offset by cost containment initiatives realized in selling, marketing and
administrative expenses. In addition, 2011 included higher gains on divestitures.

Pharmaceutical Segment: In 2013, Pharmaceutical segment pre-tax profit as a percent to sales was 32.6% versus
24.0% in 2012. The favorable pre-tax profit was attributable to positive sales mix of higher margin products, lower costs
associated with strong volume growth, a net gain of $0.4 billion on equity investment transactions, primarily the sale of
Elan American Depositary Shares, a positive adjustment of approximately $0.2 billion to previous estimates for Managed
Medicaid rebates and cost containment initiatives. This was partially offset by increased amortization expense as a result of
the royalty buyout agreement with Vertex for INCIVO®. Additionally, 2012 included higher net litigation expense of $0.4
billion and higher write-downs of intangible assets and in-process research and development of $0.9 billion. This was
partially offset by higher gains on divestitures of $0.3 billion. In 2012, Pharmaceutical segment pre-tax profit as a percent
to sales was 24.0% versus 26.3% in 2011. Pre-tax profit was unfavorably impacted by charges of $1.6 billion attributed to
the write-down of assets and impairment of in-process research and development assets, related to the Crucell vaccine
business, and to the discontinuation of the Phase III clinical development of bapineuzumab IV. This was partially offset by
lower litigation expense of $1.1 billion versus the prior year and favorable operating expenses of $0.3 billion. Additionally,
2012 included the gain on the divestiture of BYSTOLIC® (nebivolol) IP rights.
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Medical Devices and Diagnostics Segment: In 2013, Medical Devices and Diagnostics segment pre-tax profit as a
percent to sales was 18.5% versus 26.2% in 2012. The Medical Devices and Diagnostics segment pre-tax profit was
unfavorably impacted by higher costs of $1.4 billion for litigation expense and $0.1 billion related to the DePuy ASR™ Hip
program as well as the Medical Device Excise tax. In addition, 2012 included higher gains of $0.4 billion on divestitures
partially offset by higher write-downs of intangible assets and in-process research and development of $0.1 billion and
higher costs of $0.1 billion related to the Synthes acquisition. In 2012, Medical Devices and Diagnostics segment pre-tax
profit as a percent to sales was 26.2% versus 20.4% in 2011. The Medical Devices and Diagnostics segment pre-tax
profit was favorably impacted by profits from Synthes sales, lower expenses of $1.4 billion for litigation and the DePuy
ASR™ Hip program and $0.1 billion for research & development primarily due to the discontinuation of its clinical
development program for the NEVO™ Sirolimus-Eluting Coronary Stent. This was partially offset by an increase in
integration costs and amortization of the inventory step-up of $0.8 billion associated with the acquisition of Synthes, Inc.
and $0.1 billion attributed to the write-down of intangible assets. In addition, 2012 included higher gains on divestitures
versus the prior year due to the divestitures of the Therakos business and RhoGAM®. Included in 2011 was a $0.7 billion
restructuring charge related to the discontinuation of the clinical development program for the NEVO™ Sirolimus-Eluting
Coronary Stent.

Provision for Taxes on Income: The worldwide effective income tax rate was 10.6% in 2013, 23.7% in 2012 and
21.8% in 2011. The decrease in the 2013 effective tax rate of 13.1% as compared to 2012 was attributable to a tax
benefit associated with the write-off of assets for tax purposes associated with Scios Inc., increased taxable income in
lower tax jurisdictions relative to higher tax jurisdictions and the inclusion of two years of benefit of the U.S. Research and
Development (R&D) tax credit and the Controlled Foreign Corporation (CFC) look-through provisions. The R&D tax credit
and the CFC look-through provisions were enacted into law in January 2013 and were retroactive to January 1, 2012.

During 2013, the Company reached a settlement agreement related to certain issues regarding the U.S. Internal Revenue
Service audit related to tax years 2006-2009. As a result of this settlement, the Company adjusted the unrecognized tax
benefits relating to these matters which lowered tax expense. In addition, the Company recorded additional U.S. tax
expense related to increased dividends of foreign earnings. The above items resulted in a net gain of $180 million. Also
included in 2013 results were incremental tax expenses associated with the establishment of a valuation allowance of
$187 million related to the Company’s Belgian foreign affiliate. The above items had no net impact on the effective income
tax rate for the fiscal year ended 2013.

The increase in the 2012 effective tax rate of 1.9% as compared to 2011 was due to lower tax benefits on the impairment
of in-process research and development intangible assets in low tax jurisdictions, increases in taxable income in higher tax
jurisdictions relative to lower tax jurisdictions and the exclusion of the benefit of the U.S. R&D tax credit and the CFC look-
through provisions from the 2012 fiscal year financial results.

Noncontrolling Interest: A charge of $0.7 billion for the impairment of the IPR&D related to the discontinuation of the
Phase III clinical development of bapineuzumab IV was recorded in 2012. Of the $0.7 billion impairment, $0.3 billion was
attributable to noncontrolling interest.

Liquidity and Capital Resources

Liquidity & Cash Flows

Cash and cash equivalents were $20.9 billion at the end of 2013 as compared with $14.9 billion at the end of 2012. The
primary sources of cash that contributed to the $6.0 billion increase versus the prior year were approximately $17.4 billion
of cash generated from operating activities partially offset by $5.1 billion net cash used by investing activities and $6.1
billion net cash used by financing activities.

Cash flow from operations of $17.4 billion was the result of $13.8 billion of net earnings and $4.5 billion of non-cash
charges and other adjustments related to depreciation and amortization, stock-based compensation, the Venezuela
currency devaluation, asset write-downs (primarily in-process research and development), net gain on equity investment
transactions and deferred tax provision reduced by $0.9 billion related to changes in assets and liabilities, net of effects
from acquisitions.

Investing activities use of $5.1 billion was primarily for net purchases of investments in marketable securities of $0.9
billion, additions to property, plant and equipment of $3.6 billion, acquisitions, net of cash acquired of $0.8 billion and
other, primarily intangibles of $0.3 billion partially offset by $0.5 billion of proceeds from the disposal of assets.
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Financing activities use of $6.1 billion was primarily for dividends to shareholders of $7.3 billion and $3.5 billion for the
repurchase of common stock, of which $2.9 billion was used to settle the accelerated share repurchase (ASR)
agreements in connection with the Synthes transaction. Financing activities also included a source of $2.0 billion from net
proceeds of short and long-term debt and $2.7 billion of net proceeds from stock options exercised and associated tax
benefits.

In 2013, the Company continued to have access to liquidity through the commercial paper market. For additional details
on borrowings, see Note 7 to the Consolidated Financial Statements.

The Company anticipates that operating cash flows, existing credit facilities and access to the commercial paper markets
will provide sufficient resources to fund operating needs in 2014.

Concentration of Credit Risk

Global concentration of credit risk with respect to trade accounts receivables continues to be limited due to the large
number of customers globally and adherence to internal credit policies and credit limits. Economic challenges in Italy,
Spain, Greece and Portugal (the Southern European Region) have impacted certain payment patterns, which have
historically been longer than those experienced in the U.S. and other international markets. The total net trade accounts
receivable balance in the Southern European Region was approximately $2.3 billion as of December 29, 2013 and $2.1
billion as of December 30, 2012. Approximately $1.3 billion as of December 29, 2013 and approximately $1.2 billion as of
December 30, 2012 of the Southern European Region net trade accounts receivable balance related to the Company’s
Consumer, Vision Care and Diabetes Care businesses as well as certain Pharmaceutical and Medical Devices and
Diagnostics customers which are in line with historical collection patterns.

The remaining balance of net trade accounts receivable in the Southern European Region has been negatively impacted
by the timing of payments from certain government owned or supported health care customers as well as certain
distributors of the Pharmaceutical and Medical Devices and Diagnostics local affiliates. The total net trade accounts
receivable balance for these customers were approximately $1.0 billion at December 29, 2013 and $0.9 billion at
December 30, 2012. The Company continues to receive payments from these customers and in some cases late payment
premiums. For customers where payment is expected over periods of time longer than one year, revenue and trade
receivables have been discounted over the estimated period of time for collection. Allowances for doubtful accounts have
been increased for these customers, but have been immaterial to date. The Company will continue to work closely with
these customers on payment plans, monitor the economic situation and take appropriate actions as necessary.

Financing and Market Risk

The Company uses financial instruments to manage the impact of foreign exchange rate changes on cash flows.
Accordingly, the Company enters into forward foreign exchange contracts to protect the value of certain foreign currency
assets and liabilities and to hedge future foreign currency transactions primarily related to product costs. Gains or losses
on these contracts are offset by the gains or losses on the underlying transactions. A 10% appreciation of the U.S. Dollar
from the December 29, 2013 market rates would increase the unrealized value of the Company’s forward contracts by
$46 million. Conversely, a 10% depreciation of the U.S. Dollar from the December 29, 2013 market rates would decrease
the unrealized value of the Company’s forward contracts by $56 million. In either scenario, the gain or loss on the forward
contract would be offset by the gain or loss on the underlying transaction, and therefore, would have no impact on future
anticipated earnings and cash flows.

The Company hedges the exposure to fluctuations in currency exchange rates, and the effect on certain assets and
liabilities in foreign currency, by entering into currency swap contracts. A 1% change in the spread between U.S. and
foreign interest rates on the Company’s interest rate sensitive financial instruments would either increase or decrease the
unrealized value of the Company’s swap contracts by approximately $163 million. In either scenario, at maturity, the gain or
loss on the swap contract would be offset by the gain or loss on the underlying transaction, and therefore, would have no
impact on future anticipated cash flows.

The Company does not enter into financial instruments for trading or speculative purposes. Further, the Company has a
policy of only entering into contracts with parties that have at least an “A” (or equivalent) credit rating. The counter-parties
to these contracts are major financial institutions and there is no significant concentration of exposure with any one
counter-party. Management believes the risk of loss is remote.
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The Company has access to substantial sources of funds at numerous banks worldwide. In September 2013, the
Company secured a new 364-day Credit Facility. Total credit available to the Company approximates $10 billion, which
expires on September 18, 2014. Interest charged on borrowings under the credit line agreement is based on either bids
provided by banks, the prime rate or London Interbank Offered Rates (LIBOR), plus applicable margins. Commitment fees
under the agreement are not material.

Total borrowings at the end of 2013 and 2012 were $18.2 billion and $16.2 billion, respectively. The increase in
borrowings between 2013 and 2012 was a result of financing for general corporate purposes. In 2013, net cash (cash
and current marketable securities, net of debt) was $11.0 billion compared to net cash of $4.9 billion in 2012. Total debt
represented 19.7% of total capital (shareholders’ equity and total debt) in 2013 and 20.0% of total capital in 2012.
Shareholders’ equity per share at the end of 2013 was $26.25 compared to $23.33 at year-end 2012, an increase of
12.5%.

A summary of borrowings can be found in Note 7 to the Consolidated Financial Statements.

Contractual Obligations and Commitments

The Company’s contractual obligations are primarily for leases, debt and unfunded retirement plans. There are no other
significant obligations. To satisfy these obligations, the Company will use cash from operations. The following table
summarizes the Company’s contractual obligations and their aggregate maturities as of December 29, 2013 (see Notes 7,
10 and 16 to the Consolidated Financial Statements for further details):

(Dollars in Millions)

Long-Term
Debt

Obligations

Interest on
Debt

Obligations

Unfunded
Retirement

Plans
Operating

Leases Total

2014 $1,769 568 74 286 2,697

2015 76 562 73 238 949

2016 2,096 556 78 186 2,916

2017 1,007 516 95 110 1,728

2018 1,526 460 89 85 2,160

After 2018 8,623 4,938 524 87 14,172

Total $15,097 7,600 933 992 24,622

For tax matters, see Note 8 to the Consolidated Financial Statements.

Dividends

The Company increased its dividend in 2013 for the 51st consecutive year. Cash dividends paid were $2.59 per share in
2013 compared with dividends of $2.40 per share in 2012, and $2.25 per share in 2011. The dividends were distributed
as follows:

2013 2012 2011

First quarter $0.61 $0.57 0.54

Second quarter 0.66 0.61 0.57

Third quarter 0.66 0.61 0.57

Fourth quarter 0.66 0.61 0.57

Total $2.59 $2.40 2.25

On January 2, 2014, the Board of Directors declared a regular quarterly cash dividend of $0.66 per share, payable on
March 11, 2014, to shareholders of record as of February 25, 2014. The Company expects to continue the practice of
paying regular cash dividends.
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Other Information

Critical Accounting Policies and Estimates

Management’s discussion and analysis of results of operations and financial condition are based on the Company’s
consolidated financial statements that have been prepared in accordance with accounting principles generally accepted in
the U.S. (GAAP). The preparation of these financial statements requires that management make estimates and
assumptions that affect the amounts reported for revenues, expenses, assets, liabilities and other related disclosures.
Actual results may or may not differ from these estimates. The Company believes that the understanding of certain key
accounting policies and estimates are essential in achieving more insight into the Company’s operating results and
financial condition. These key accounting policies include revenue recognition, income taxes, legal and self-insurance
contingencies, valuation of long-lived assets, assumptions used to determine the amounts recorded for pensions and other
employee benefit plans and accounting for stock options.

Revenue Recognition: The Company recognizes revenue from product sales when goods are shipped or delivered, and
title and risk of loss pass to the customer. Provisions for certain rebates, sales incentives, trade promotions, coupons,
product returns and discounts to customers are accounted for as reductions in sales in the same period the related sales
are recorded.

Product discounts granted are based on the terms of arrangements with direct, indirect and other market participants, as
well as market conditions, including prices charged by competitors. Rebates, the largest being the Medicaid rebate
provision, are estimated based on contractual terms, historical experience, trend analysis and projected market conditions
in the various markets served. The Company evaluates market conditions for products or groups of products primarily
through the analysis of wholesaler and other third-party sell-through and market research data, as well as internally
generated information.

Sales returns are generally estimated and recorded based on historical sales and returns information. Products that exhibit
unusual sales or return patterns due to dating, competition or other marketing matters are specifically investigated and
analyzed as part of the accounting for sales return accruals.

Sales returns allowances represent a reserve for products that may be returned due to expiration, destruction in the field,
or in specific areas, product recall. The returns reserve is based on historical return trends by product and by market as a
percent to gross sales. In accordance with the Company’s accounting policies, the Company generally issues credit to
customers for returned goods. The Company’s sales returns reserves are accounted for in accordance with the
U.S. GAAP guidance for revenue recognition when right of return exists. Sales returns reserves are recorded at full sales
value. Sales returns in the Consumer and Pharmaceutical segments are almost exclusively not resalable. Sales returns for
certain franchises in the Medical Devices and Diagnostics segment are typically resalable but are not material. The
Company rarely exchanges products from inventory for returned products. The sales returns reserve for the total Company
has been approximately 1.0% of annual net trade sales during the fiscal reporting years 2013, 2012 and 2011.

Promotional programs, such as product listing allowances and cooperative advertising arrangements, are recorded in the
year incurred. Continuing promotional programs include coupons and volume-based sales incentive programs. The
redemption cost of consumer coupons is based on historical redemption experience by product and value. Volume-based
incentive programs are based on estimated sales volumes for the incentive period and are recorded as products are sold.
The Company also earns service revenue for co-promotion of certain products. For all years presented, service revenues
were less than 2% of total revenues and are included in sales to customers. These arrangements are evaluated to
determine the appropriate amounts to be deferred.

In addition, the Company enters into collaboration arrangements that contain multiple revenue generating activities.
Amounts due from collaborative partners for these arrangements are recognized as each activity is performed or delivered,
based on the relative fair value. Upfront fees received as part of these arrangements are deferred and recognized over the
performance period. See Note 1 to the Consolidated Financial Statements for additional disclosures on collaborations.

Reasonably likely changes to assumptions used to calculate the accruals for rebates, returns and promotions are not
anticipated to have a material effect on the financial statements. The Company currently discloses the impact of changes
to assumptions in the quarterly or annual filing in which there is a material financial statement impact.
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Below are tables that show the progression of accrued rebates, returns, promotions, reserve for doubtful accounts and
reserve for cash discounts by segment of business for the fiscal years ended December 29, 2013 and December 30,
2012.

Consumer Segment

(Dollars in Millions)

Balance at
Beginning of

Period Accruals
Payments/

Credits

Balance at
End of
Period

2013

Accrued rebates(1) $132 524 (519) 137

Accrued returns 108 94 (122) 80

Accrued promotions 281 1,478 (1,438) 321

Subtotal $521 2,096 (2,079) 538

Reserve for doubtful accounts 38 8 (21) 25

Reserve for cash discounts 21 232 (229) 24

Total $580 2,336 (2,329) 587

2012

Accrued rebates(1) $127 438 (433) 132

Accrued returns 114 131 (137) 108

Accrued promotions 240 1,392 (1,351) 281

Subtotal $481 1,961 (1,921) 521

Reserve for doubtful accounts 43 6 (11) 38

Reserve for cash discounts 22 214 (215) 21

Total $546 2,181 (2,147) 580

(1) Includes reserve for customer rebates of $32 million at December 29, 2013 and $33 million at December 30, 2012, recorded as a
contra asset.

Pharmaceutical Segment

(Dollars in Millions)

Balance at
Beginning of

Period Accruals
Payments/

Credits

Balance at
End of
Period

2013

Accrued rebates(1) $1,767 5,774 (5,556) 1,985

Accrued returns 397 30 (55) 372

Accrued promotions 94 89 (87) 96

Subtotal $2,258 5,893 (5,698) 2,453

Reserve for doubtful accounts 191 26 (122) 95

Reserve for cash discounts 62 471 (472) 61

Total $2,511 6,390 (6,292) 2,609

2012

Accrued rebates(1) $1,591 4,732 (4,556) 1,767

Accrued returns 384 49 (36) 397

Accrued promotions 83 142 (131) 94

Subtotal $2,058 4,923 (4,723) 2,258

Reserve for doubtful accounts 157 47 (13) 191

Reserve for cash discounts 45 425 (408) 62

Total $2,260 5,395 (5,144) 2,511

(1) Includes reserve for customer rebates of $295 million at December 29, 2013 and $269 million at December 30, 2012, recorded as a
contra asset.
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Medical Devices and Diagnostics Segment

(Dollars in Millions)

Balance at
Beginning of

Period Accruals
Payments/

Credits

Balance at
End of
Period

2013

Accrued rebates(1) $567 4,261 (4,027) 801

Accrued returns 205 356 (381) 180

Accrued promotions 60 52 (46) 66

Subtotal $832 4,669 (4,454) 1,047

Reserve for doubtful accounts 237 19 (43) 213

Reserve for cash discounts 22 394 (398) 18

Total $1,091 5,082 (4,895) 1,278

2012

Accrued rebates(1) $497 3,803 (3,733) 567

Accrued returns 184 369 (348) 205

Accrued promotions 73 49 (62) 60

Subtotal $754 4,221 (4,143) 832

Reserve for doubtful accounts 161 74 2 237

Reserve for cash discounts 32 371 (381) 22

Total $947 4,666 (4,522) 1,091

(1) Includes reserve for customer rebates of $403 million at December 29, 2013 and $340 million at December 30, 2012, recorded as a
contra asset.

Income Taxes: Income taxes are recorded based on amounts refundable or payable for the current year and include the
results of any difference between U.S. GAAP accounting and tax reporting, recorded as deferred tax assets or liabilities.
The Company estimates deferred tax assets and liabilities based on current tax regulations and rates. Changes in tax laws
and rates may affect recorded deferred tax assets and liabilities in the future.

The Company has unrecognized tax benefits for uncertain tax positions. The Company follows U.S. GAAP which
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of
a tax position taken or expected to be taken in a tax return. Management believes that changes in these estimates would
not have a material effect on the Company’s results of operations, cash flows or financial position.

At December 29, 2013 and December 30, 2012, the cumulative amounts of undistributed international earnings were
approximately $50.9 billion and $49.0 billion, respectively. At December 29, 2013 and December 30, 2012, the
Company’s foreign subsidiaries held balances of cash and cash equivalents in the amounts of $18.6 billion and $14.8
billion, respectively. The Company has not provided deferred taxes on the undistributed earnings from certain international
subsidiaries where the earnings are considered to be permanently reinvested. The Company intends to continue to
reinvest these earnings in international operations. If the Company decided at a later date to repatriate these earnings to
the U.S., the Company would be required to provide for the net tax effects on these amounts. The Company does not
determine the deferred tax liability associated with these undistributed earnings, as such determination is not practical.

See Note 8 to the Consolidated Financial Statements for further information regarding income taxes.

Legal and Self Insurance Contingencies: The Company records accruals for various contingencies including legal
proceedings and product liability claims as these arise in the normal course of business. The accruals are based on
management’s judgment as to the probability of losses and, where applicable, actuarially determined estimates. The
Company has self insurance through a wholly-owned captive insurance company. In addition to accruals in the self
insurance program, claims that exceed the insurance coverage are accrued when losses are probable and amounts can be
reasonably estimated. Additionally, the Company records insurance receivable amounts from third-party insurers when
recovery is probable. As appropriate, reserves against these receivables are recorded for estimated amounts that may not
be collected from third-party insurers.

The Company follows the provisions of U.S. GAAP when recording litigation related contingencies. A liability is recorded
when a loss is probable and can be reasonably estimated. The best estimate of a loss within a range is accrued; however,
if no estimate in the range is better than any other, the minimum amount is accrued.
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Long-Lived and Intangible Assets: The Company assesses changes in economic conditions and makes assumptions
regarding estimated future cash flows in evaluating the value of the Company’s property, plant and equipment, goodwill
and intangible assets. As these assumptions and estimates may change over time, it may or may not be necessary for the
Company to record impairment charges.

Employee Benefit Plans: The Company sponsors various retirement and pension plans, including defined benefit,
defined contribution and termination indemnity plans, which cover most employees worldwide. These plans are based on
assumptions for the discount rate, expected return on plan assets, expected salary increases and health care cost trend
rates. See Note 10 to the Consolidated Financial Statements for further details on these rates and the effect a rate change
would have on the Company’s results of operations.

Stock Based Compensation: The Company recognizes compensation expense associated with the issuance of equity
instruments to employees for their services. The fair value of each award is estimated on the date of grant using the Black-
Scholes option valuation model and is expensed in the financial statements over the vesting period. The input assumptions
used in determining fair value are the expected life, expected volatility, risk-free rate and the dividend yield. See Note 17 to
the Consolidated Financial Statements for additional information.

New Accounting Pronouncements

Refer to Note 1 to the Consolidated Financial Statements for recently adopted accounting pronouncements and recently
issued accounting pronouncements not yet adopted as of December 29, 2013.

Economic and Market Factors

The Company is aware that its products are used in an environment where, for more than a decade, policymakers, consumers
and businesses have expressed concerns about the rising cost of health care. In response to these concerns, the Company
has a long-standing policy of pricing products responsibly. For the period 2003 – 2013, in the United States, the weighted
average compound annual growth rate of the Company’s net price increases for health care products (prescription and over-
the-counter drugs, hospital and professional products) was below the U.S. Consumer Price Index (CPI).

Inflation rates continue to have an effect on worldwide economies and, consequently, on the way companies operate. The
Company has accounted for operations in Venezuela as highly inflationary in 2011, 2012 and 2013, as the prior three-year
cumulative inflation rate surpassed 100%. In the face of increasing costs, the Company strives to maintain its profit
margins through cost reduction programs, productivity improvements and periodic price increases.

The Company is exposed to fluctuations in currency exchange rates. A 1% change in the value of the U.S. Dollar as
compared to all foreign currencies in which the Company had sales, income or expense in 2013 would have increased or
decreased the translation of foreign sales by approximately $385 million and income by $80 million.

The Company faces various worldwide health care changes that may continue to result in pricing pressures that include
health care cost containment and government legislation relating to sales, promotions and reimbursement of health care
products.

Changes in the behavior and spending patterns of purchasers of health care products and services, including delaying
medical procedures, rationing prescription medications, reducing the frequency of physician visits and foregoing health
care insurance coverage, as a result of the current global economic downturn, may continue to impact the Company’s
businesses.

The Company also operates in an environment which has become increasingly hostile to intellectual property rights.
Generic drug firms have filed Abbreviated New Drug Applications (ANDAs) seeking to market generic forms of most of the
Company’s key pharmaceutical products, prior to expiration of the applicable patents covering those products. In the event
the Company is not successful in defending the patent claims challenged in ANDA filings, the generic firms will then
introduce generic versions of the product at issue, resulting in the potential for substantial market share and revenue
losses for that product. For further information, see the discussion on “Litigation Against Filers of Abbreviated New Drug
Applications” in Note 21 to the Consolidated Financial Statements.

Legal Proceedings

Johnson & Johnson and certain of its subsidiaries are involved in various lawsuits and claims regarding product liability,
intellectual property, commercial and other matters; governmental investigations; and other legal proceedings that arise
from time to time in the ordinary course of business.
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The Company records accruals for such contingencies when it is probable that a liability will be incurred and the amount
of the loss can be reasonably estimated. The Company has accrued for certain litigation matters and continues to monitor
each related legal issue and adjust accruals for new information and further developments in accordance with Accounting
Standards Codification (ASC) 450-20-25. For these and other litigation and regulatory matters currently disclosed for
which a loss is probable or reasonably possible, the Company is unable to determine an estimate of the possible loss or
range of loss beyond the amounts already accrued. These matters can be affected by various factors, including whether
damages sought in the proceedings are unsubstantiated or indeterminate; scientific and legal discovery has not
commenced or is not complete; proceedings are in early stages; matters present legal uncertainties; there are significant
facts in dispute; or there are numerous parties involved.

In the Company’s opinion, based on its examination of these matters, its experience to date and discussions with counsel,
the ultimate outcome of legal proceedings, net of liabilities accrued in the Company’s balance sheet, is not expected to
have a material adverse effect on the Company’s financial position. However, the resolution in any reporting period of one
or more of these matters, either alone or in the aggregate, may have a material adverse effect on the Company’s results of
operations and cash flows for that period.

See Note 21 to the Consolidated Financial Statements for further information regarding legal proceedings.

Common Stock Market Prices

The Company’s Common Stock is listed on the New York Stock Exchange under the symbol JNJ. As of February 18,
2014, there were 165,304 record holders of Common Stock of the Company. The composite market price ranges for
Johnson & Johnson Common Stock during 2013 and 2012 were:

2013 2012

High Low High Low

First quarter $81.59 69.18 66.32 64.02

Second quarter 89.99 80.31 67.70 61.71

Third quarter 94.42 85.50 69.75 66.85

Fourth quarter 95.99 85.50 72.74 67.80

Year-end close $92.35 69.48
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Cautionary Factors That May Affect Future Results
This Annual Report contains forward-looking statements. Forward-looking statements do not relate strictly to historical or
current facts and anticipate results based on management’s plans that are subject to uncertainty. Forward-looking
statements may be identified by the use of words such as “plans,” “expects,” “will,” “anticipates,” “estimates” and other
words of similar meaning in conjunction with, among other things, discussions of future operations, financial performance,
the Company’s strategy for growth, product development, regulatory approval, market position and expenditures.

Forward-looking statements are based on current expectations of future events. The Company cannot guarantee that any
forward-looking statement will be accurate, although the Company believes that it has been reasonable in its expectations
and assumptions. Investors should realize that if underlying assumptions prove inaccurate or that unknown risks or
uncertainties materialize, actual results could vary materially from the Company’s expectations and projections. Investors
are therefore cautioned not to place undue reliance on any forward-looking statements. The Company does not undertake
to update any forward-looking statements as a result of new information or future events or developments.

Risks and uncertainties include, but are not limited to, general industry conditions and competition; economic factors, such
as interest rate and currency exchange rate fluctuations; technological advances, new products and patents attained by
competitors; challenges inherent in new product development, including obtaining regulatory approvals; challenges to
patents; significant litigation or government action adverse to the Company; impact of business combinations; financial
distress and bankruptcies experienced by significant customers and suppliers; changes to governmental laws and
regulations and U.S. and foreign health care reforms; trends toward health care cost containment; increased scrutiny of
the health care industry by government agencies; changes in behavior and spending patterns of purchasers of health care
products and services; financial instability of international economies and sovereign risk; disruptions due to natural
disasters; manufacturing difficulties or delays; complex global supply chains with increasing regulatory requirements; and
product efficacy or safety concerns resulting in product recalls or regulatory action.

The Company’s report on Form 10-K for the year ended December 29, 2013 includes, in Exhibit 99, a discussion of
additional factors that could cause actual results to differ from expectations. The Company notes these factors as
permitted by the Private Securities Litigation Reform Act of 1995.
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
At December 29, 2013 and December 30, 2012
(Dollars in Millions Except Share and Per Share Amounts) (Note 1)

2013 2012

Assets

Current assets

Cash and cash equivalents (Notes 1 and 2) $20,927 14,911

Marketable securities (Notes 1 and 2) 8,279 6,178

Accounts receivable trade, less allowances for doubtful accounts $333 (2012, $466) 11,713 11,309

Inventories (Notes 1 and 3) 7,878 7,495

Deferred taxes on income (Note 8) 3,607 3,139

Prepaid expenses and other receivables 4,003 3,084

Total current assets 56,407 46,116

Property, plant and equipment, net (Notes 1 and 4) 16,710 16,097

Intangible assets, net (Notes 1 and 5) 27,947 28,752

Goodwill (Notes 1 and 5) 22,798 22,424

Deferred taxes on income (Note 8) 3,872 4,541

Other assets 4,949 3,417

Total assets $132,683 121,347

Liabilities and Shareholders’ Equity

Current liabilities

Loans and notes payable (Note 7) $4,852 4,676

Accounts payable 6,266 5,831

Accrued liabilities 7,685 7,299

Accrued rebates, returns and promotions 3,308 2,969

Accrued compensation and employee related obligations 2,794 2,423

Accrued taxes on income 770 1,064

Total current liabilities 25,675 24,262

Long-term debt (Note 7) 13,328 11,489

Deferred taxes on income (Note 8) 3,989 3,136

Employee related obligations (Notes 9 and 10) 7,784 9,082

Other liabilities 7,854 8,552

Total liabilities 58,630 56,521

Shareholders’ equity

Preferred stock – without par value (authorized and unissued 2,000,000 shares) – –

Common stock – par value $1.00 per share (Note 12) (authorized 4,320,000,000 shares; issued
3,119,843,000 shares) 3,120 3,120

Accumulated other comprehensive income (Note 13) (2,860) (5,810)

Retained earnings 89,493 85,992

89,753 83,302

Less: common stock held in treasury, at cost (Note 12) (299,215,000 shares and 341,354,000 shares) 15,700 18,476

Total shareholders’ equity 74,053 64,826

Total liabilities and shareholders’ equity $132,683 121,347

See Notes to Consolidated Financial Statements
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS
(Dollars and Shares in Millions Except Per Share Amounts) (Note 1)

2013 2012 2011

Sales to customers $71,312 67,224 65,030

Cost of products sold 22,342 21,658 20,360

Gross profit 48,970 45,566 44,670

Selling, marketing and administrative expenses 21,830 20,869 20,969

Research and development expense 8,183 7,665 7,548

In-process research and development 580 1,163 –

Interest income (74) (64) (91)

Interest expense, net of portion capitalized (Note 4) 482 532 571

Other (income) expense, net 2,498 1,626 2,743

Restructuring (Note 22) – – 569

Earnings before provision for taxes on income 15,471 13,775 12,361

Provision for taxes on income (Note 8) 1,640 3,261 2,689

Net earnings 13,831 10,514 9,672

Add: Net loss attributable to noncontrolling interest – 339 –

Net earnings attributable to Johnson & Johnson $13,831 10,853 9,672

Net earnings per share attributable to Johnson & Johnson (Notes 1 and 15)

Basic $4.92 3.94 3.54

Diluted $4.81 3.86 3.49

Cash dividends per share $2.59 2.40 2.25

Average shares outstanding (Notes 1 and 15)

Basic 2,809.2 2,753.3 2,736.0

Diluted 2,877.0 2,812.6 2,775.3

See Notes to Consolidated Financial Statements

Johnson & Johnson 2013 Annual Report • 21



JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Dollars in Millions) (Note 1)

2013 2012 2011

Net earnings $13,831 10,514 9,672

Other comprehensive income (loss), net of tax

Foreign currency translation 94 1,230 (557)

Securities:

Unrealized holding gain (loss) arising during period 225 (248) 565

Reclassifications to earnings (314) (5) (141)

Net change (89) (253) 424

Employee benefit plans:

Prior service cost amortization during period 9 2 5

Prior service cost – current year (27) (8) 15

Gain amortization during period 515 370 246

Gain (loss) – current year 2,203 (1,643) (1,984)

Effect of exchange rates 8 (52) 18

Net change 2,708 (1,331) (1,700)

Derivatives & hedges:

Unrealized gain (loss) arising during period 344 52 (500)

Reclassifications to earnings (107) 124 232

Net change 237 176 (268)

Other comprehensive income (loss) 2,950 (178) (2,101)

Comprehensive income $16,781 10,336 7,571

Comprehensive loss attributable to noncontrolling interest, net of tax – 339 –

Comprehensive income attributable to Johnson & Johnson $16,781 10,675 7,571

The tax effects in other comprehensive income for the fiscal years ended 2013, 2012 and 2011 respectively: Securities;
$48 million, $136 million and $228 million, Employee Benefit Plans; $1,421 million, $653 million and $915 million,
Derivatives & Hedges; $128 million, $95 million and $144 million.

See Notes to Consolidated Financial Statements
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EQUITY
(Dollars in Millions) (Note 1)

Total
Retained
Earnings

Accumulated
Other

Comprehensive
Income

Common Stock
Issued Amount

Treasury
Stock

Amount

Balance, January 2, 2011 $56,579 77,773 (3,531) 3,120 (20,783)

Net earnings attributable to Johnson & Johnson 9,672 9,672

Cash dividends paid (6,156) (6,156)

Employee compensation and stock option plans 1,760 111 1,649

Repurchase of common stock (2,525) (2,525)

Other (149) (149)

Other comprehensive income, net of tax (2,101) (2,101)

Balance, January 1, 2012 $57,080 81,251 (5,632) 3,120 (21,659)

Net earnings attributable to Johnson & Johnson 10,853 10,853

Cash dividends paid (6,614) (6,614)

Employee compensation and stock option plans 3,269 19 3,250

Issuance of common stock associated with the
acquisition of Synthes, Inc. 13,335 483 12,852

Repurchase of common stock(1) (12,919) (12,919)

Other comprehensive income, net of tax (178) (178)

Balance, December 30, 2012 $64,826 85,992 (5,810) 3,120 (18,476)

Net earnings attributable to Johnson & Johnson 13,831 13,831

Cash dividends paid (7,286) (7,286)

Employee compensation and stock option plans 3,285 (82) 3,367

Repurchase of common stock (3,538) (2,947) (591)

Other (15) (15)

Other comprehensive income, net of tax 2,950 2,950

Balance, December 29, 2013 $74,053 89,493 (2,860) 3,120 (15,700)

(1) Includes repurchase of common stock associated with the acquisition of Synthes, Inc.

See Notes to Consolidated Financial Statements
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JOHNSON & JOHNSON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in Millions) (Note 1)

2013 2012 2011

Cash flows from operating activities
Net earnings $13,831 10,514 9,672
Adjustments to reconcile net earnings to cash flows from operating activities:

Depreciation and amortization of property and intangibles 4,104 3,666 3,158
Stock based compensation 728 662 621
Noncontrolling interest – 339 –
Venezuela currency devaluation 108 – –
Asset write-downs 739 2,131 160
Net gain on equity investment transactions (417) – –
Deferred tax provision (607) (39) (836)
Accounts receivable allowances (131) 92 32

Changes in assets and liabilities, net of effects from acquisitions:
Increase in accounts receivable (632) (9) (915)
Increase in inventories (622) (1) (715)
Increase in accounts payable and accrued liabilities 1,821 2,768 493
Increase in other current and non-current assets (1,806) (2,172) (1,785)
Increase/(decrease) in other current and non-current liabilities 298 (2,555) 4,413

Net cash flows from operating activities 17,414 15,396 14,298
Cash flows from investing activities
Additions to property, plant and equipment (3,595) (2,934) (2,893)
Proceeds from the disposal of assets 458 1,509 1,342
Acquisitions, net of cash acquired (Note 20) (835) (4,486) (2,797)
Purchases of investments (18,923) (13,434) (29,882)
Sales of investments 18,058 14,797 30,396
Other (primarily intangibles) (266) 38 (778)
Net cash used by investing activities (5,103) (4,510) (4,612)
Cash flows from financing activities
Dividends to shareholders (7,286) (6,614) (6,156)
Repurchase of common stock (3,538) (12,919) (2,525)
Proceeds from short-term debt 1,411 3,268 9,729
Retirement of short-term debt (1,397) (6,175) (11,200)
Proceeds from long-term debt 3,607 45 4,470
Retirement of long-term debt (1,593) (804) (16)
Proceeds from the exercise of stock options/excess tax benefits 2,649 2,720 1,246
Other 56 (83) –
Net cash used by financing activities (6,091) (20,562) (4,452)

Effect of exchange rate changes on cash and cash equivalents (204) 45 (47)
Increase/(decrease) in cash and cash equivalents 6,016 (9,631) 5,187
Cash and cash equivalents, beginning of year (Note 1) 14,911 24,542 19,355
Cash and cash equivalents, end of year (Note 1) $20,927 14,911 24,542

Supplemental cash flow data
Cash paid during the year for:

Interest $596 616 576
Interest, net of amount capitalized 491 501 492
Income taxes 3,155 2,507 2,970

Supplemental schedule of non-cash investing and financing activities
Issuance of common stock associated with the acquisition of Synthes, Inc. – 13,335 –
Treasury stock issued for employee compensation and stock option plans, net of cash proceeds 743 615 433
Conversion of debt 22 – 1

Acquisitions
Fair value of assets acquired $1,028 19,025 3,025
Fair value of liabilities assumed and noncontrolling interests (193) (1,204) (228)
Net fair value of acquisitions 835 17,821 2,797
Less: Issuance of common stock associated with the acquisition of Synthes, Inc. – 13,335 –
Net cash paid for acquisitions $835 4,486 2,797

See Notes to Consolidated Financial Statements

24 • Johnson & Johnson 2013 Annual Report



Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of Johnson & Johnson and its subsidiaries (the Company).
Intercompany accounts and transactions are eliminated.

Description of the Company And Business Segments

The Company has approximately 128,100 employees worldwide engaged in the research and development, manufacture
and sale of a broad range of products in the health care field. The Company conducts business in virtually all countries of
the world and its primary focus is on products related to human health and well-being.

The Company is organized into three business segments: Consumer, Pharmaceutical and Medical Devices and
Diagnostics. The Consumer segment includes a broad range of products used in the baby care, skin care, oral care,
wound care and women’s health fields, as well as nutritionals, over-the-counter pharmaceutical products and wellness and
prevention platforms. These products are marketed to the general public and sold both to retail outlets and distributors
throughout the world. The Pharmaceutical segment includes products in the following areas: anti-infective, antipsychotic,
contraceptive, gastrointestinal, hematology, immunology, infectious diseases, neurology, oncology, pain management,
thrombosis and vaccines. These products are distributed directly to retailers, wholesalers and health care professionals for
prescription use. The Medical Devices and Diagnostics segment includes a broad range of products distributed to
wholesalers, hospitals and retailers, used principally in the professional fields by physicians, nurses, hospitals and clinics.
These include products to treat cardiovascular disease; orthopaedic and neurological products; blood glucose monitoring
and insulin delivery products; general surgery, biosurgical, and energy products; professional diagnostic products;
infection prevention products; and disposable contact lenses.

New Accounting Pronouncements
Recently Adopted Accounting Pronouncements

During the fiscal first quarter of 2013, the Company adopted the Financial Accounting Standards Board (FASB) guidance
and amendments related to testing indefinite-lived intangible assets for impairment. Under the amendments in this update,
an entity has the option to first assess qualitative factors to determine whether the existence of events or circumstances
indicates that it is more likely than not that the indefinite-lived intangible asset is impaired. If, after assessing the totality of
events and circumstances, an entity concludes that it is not more likely than not that the indefinite-lived intangible asset is
impaired, then the entity is not required to determine the fair value. However, if an entity concludes otherwise, then it is
required to determine the fair value of the indefinite-lived intangible asset and perform the quantitative impairment test. An
entity also has the option to bypass the qualitative assessment for any indefinite-lived intangible asset in any period and
proceed directly to performing the quantitative impairment test. This update became effective for annual and interim
impairment tests performed for fiscal years beginning after September 15, 2012. The adoption of this standard did not
have a material impact on the Company’s results of operations, cash flows or financial position.

During the fiscal first quarter of 2013, the Company adopted the FASB guidance related to additional reporting and
disclosure of amounts reclassified out of accumulated other comprehensive income (AOCI). Under this new guidance,
companies are required to disclose the effect of significant reclassifications out of AOCI on the respective line items on
the income statement if the amount being reclassified is required under U.S. generally accepted accounting principles
(GAAP) to be reclassified in its entirety to net income. For other amounts that are not required under GAAP to be
reclassified in their entirety to net income in the same reporting period, an entity is required to cross-reference other
disclosures required under GAAP that provide additional details about those amounts. This update became effective for
annual and interim reporting periods for fiscal years beginning after December 15, 2012. The Company has disclosed the
reclassification details in Note 13 to the Consolidated Financial Statements.
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Recently Issued Accounting Standards
Not Adopted as of December 29, 2013

During the fiscal first quarter of 2013, the FASB issued amended guidance clarifying the release of accumulated Foreign
Currency Translation from other comprehensive income (OCI) into current year Net Earnings. The amendment requires
that when the parent company ceases to have a controlling interest in a subsidiary or a business within a foreign entity the
parent is to release accumulated Foreign Currency Translation from OCI. This update is required to be adopted for all
annual periods and interim reporting periods beginning after December 15, 2013, with early adoption permitted. The
adoption of this standard is not expected to have a material impact on the Company’s results of operations, cash flows or
financial position.

During the fiscal third quarter of 2013, the FASB issued clarifying guidance on the presentation of unrecognized tax
benefits when various qualifying tax credits exist. The amendment requires that unrecognized tax benefits be presented on
the Consolidated Balance Sheet as a reduction to deferred tax assets created by net operating losses or other tax credits
from prior periods that occur in the same taxing jurisdiction. To the extent that the unrecognized tax benefit exceeds these
credits, it shall be presented as a liability. This update is required to be adopted for all annual periods and interim reporting
periods beginning after December 15, 2013, with early adoption permitted. The adoption of this standard is not expected
to have a material impact on the presentation of the Company’s financial position.

Cash Equivalents

The Company classifies all highly liquid investments with stated maturities of three months or less from date of purchase
as cash equivalents and all highly liquid investments with stated maturities of greater than three months from the date of
purchase as current marketable securities. The Company has a policy of making investments only with commercial
institutions that have at least an “A” (or equivalent) credit rating. The Company invests its cash primarily in reverse
repurchase agreements (RRAs), government securities and obligations, corporate debt securities and money market
funds.

RRAs are collateralized by deposits in the form of ‘Government Securities and Obligations’ for an amount not less than
102% of their value. The Company does not record an asset or liability as the Company is not permitted to sell or
repledge the associated collateral. The Company has a policy that the collateral has at least an A (or equivalent) credit
rating. The Company utilizes a third party custodian to manage the exchange of funds and ensure that collateral received is
maintained at 102% of the value of the RRAs on a daily basis. RRAs with stated maturities of greater than three months
from the date of purchase are classified as marketable securities.

Investments

Short-term marketable securities are carried at cost, which approximates fair value. Investments classified as available-for-
sale are carried at estimated fair value with unrealized gains and losses recorded as a component of accumulated other
comprehensive income. Long-term debt securities that the Company has the ability and intent to hold until maturity are
carried at amortized cost. Management determines the appropriate classification of its investment in debt and equity
securities at the time of purchase and re-evaluates such determination at each balance sheet date. The Company
periodically reviews its investments in equity securities for impairment and adjusts these investments to their fair value
when a decline in market value is deemed to be other than temporary. If losses on these securities are considered to be
other than temporary, the loss is recognized in earnings.

Property, Plant and Equipment and Depreciation

Property, plant and equipment are stated at cost. The Company utilizes the straight-line method of depreciation over the
estimated useful lives of the assets:

Building and building equipment 20 - 30 years

Land and leasehold improvements 10 - 20 years

Machinery and equipment 2 - 13 years

The Company capitalizes certain computer software and development costs, included in machinery and equipment, when
incurred in connection with developing or obtaining computer software for internal use. Capitalized software costs are
amortized over the estimated useful lives of the software, which generally range from 3 to 8 years.
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The Company reviews long-lived assets to assess recoverability using undiscounted cash flows. When certain events or
changes in operating or economic conditions occur, an impairment assessment may be performed on the recoverability of
the carrying value of these assets. If the asset is determined to be impaired, the loss is measured based on the difference
between the asset’s fair value and its carrying value. If quoted market prices are not available, the Company will estimate
fair value using a discounted value of estimated future cash flows.

Revenue Recognition

The Company recognizes revenue from product sales when the goods are shipped or delivered and title and risk of loss
pass to the customer. Provisions for certain rebates, sales incentives, trade promotions, coupons, product returns and
discounts to customers are accounted for as reductions in sales in the same period the related sales are recorded.

Product discounts granted are based on the terms of arrangements with direct, indirect and other market participants, as
well as market conditions, including prices charged by competitors. Rebates, the largest being the Medicaid rebate
provision, are estimated based on contractual terms, historical experience, trend analysis and projected market conditions
in the various markets served. The Company evaluates market conditions for products or groups of products primarily
through the analysis of wholesaler and other third-party sell-through and market research data, as well as internally
generated information.

Sales returns are generally estimated and recorded based on historical sales and returns information. Products that exhibit
unusual sales or return patterns due to dating, competition or other marketing matters are specifically investigated and
analyzed as part of the accounting for sales returns accruals.

Sales returns allowances represent a reserve for products that may be returned due to expiration, destruction in the field,
or in specific areas, product recall. The returns reserve is based on historical return trends by product and by market as a
percent to gross sales. In accordance with the Company’s accounting policies, the Company generally issues credit to
customers for returned goods. The Company’s sales returns reserves are accounted for in accordance with U.S. GAAP
guidance for revenue recognition when right of return exists. Sales returns reserves are recorded at full sales value. Sales
returns in the Consumer and Pharmaceutical segments are almost exclusively not resalable. Sales returns for certain
franchises in the Medical Devices and Diagnostics segment are typically resalable but are not material. The Company
rarely exchanges products from inventory for returned products. The sales returns reserve for the total Company has been
approximately 1.0% of annual sales to customers during the fiscal reporting years 2013, 2012 and 2011.

Promotional programs, such as product listing allowances and cooperative advertising arrangements, are recorded in the
year incurred. Continuing promotional programs include coupons and volume-based sales incentive programs. The
redemption cost of consumer coupons is based on historical redemption experience by product and value. Volume-based
incentive programs are based on the estimated sales volumes for the incentive period and are recorded as products are
sold. The Company also earns service revenue for co-promotion of certain products and includes it in sales to customers.
These arrangements are evaluated to determine the appropriate amounts to be deferred.

Shipping and Handling

Shipping and handling costs incurred were $1,128 million, $1,051 million and $1,022 million in 2013, 2012 and 2011,
respectively, and are included in selling, marketing and administrative expense. The amount of revenue received for
shipping and handling is less than 0.5% of sales to customers for all periods presented.

Inventories

Inventories are stated at the lower of cost or market determined by the first-in, first-out method.

Intangible Assets and Goodwill

The authoritative literature on U.S. GAAP requires that goodwill and intangible assets with indefinite lives be assessed
annually for impairment. The Company completed the annual impairment test for 2013 in the fiscal fourth quarter. Future
impairment tests will be performed annually in the fiscal fourth quarter, or sooner if warranted. Purchased in-process
research and development is accounted for as an indefinite lived intangible asset until the underlying project is completed,
at which point the intangible asset will be accounted for as a definite lived intangible asset, or abandoned, at which point
the intangible asset will be written off or partially impaired.

Intangible assets that have finite useful lives continue to be amortized over their useful lives, and are reviewed for
impairment when warranted by economic conditions. See Note 5 for further details on Intangible Assets and Goodwill.
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Financial Instruments

As required by U.S. GAAP, all derivative instruments are recorded on the balance sheet at fair value. Fair value is the exit
price that would be received to sell an asset or paid to transfer a liability. Fair value is a market-based measurement
determined using assumptions that market participants would use in pricing an asset or liability. The authoritative literature
establishes a three-level hierarchy to prioritize the inputs used in measuring fair value, with Level 1 having the highest
priority and Level 3 having the lowest. Changes in the fair value of derivatives are recorded each period in current earnings
or other comprehensive income, depending on whether the derivative is designated as part of a hedge transaction, and if
so, the type of hedge transaction.

The Company documents all relationships between hedged items and derivatives. The overall risk management strategy
includes reasons for undertaking hedge transactions and entering into derivatives. The objectives of this strategy are:
(1) minimize foreign currency exposure’s impact on the Company’s financial performance; (2) protect the Company’s cash
flow from adverse movements in foreign exchange rates; (3) ensure the appropriateness of financial instruments; and
(4) manage the enterprise risk associated with financial institutions. See Note 6 for additional information on Financial
Instruments.

Product Liability

Accruals for product liability claims are recorded, on an undiscounted basis, when it is probable that a liability has been
incurred and the amount of the liability can be reasonably estimated based on existing information. The accruals are
adjusted periodically as additional information becomes available.

As a result of cost and availability factors, effective November 1, 2005, the Company ceased purchasing third-party
product liability insurance. The Company has self insurance through a wholly-owned captive insurance company. In
addition to accruals in the self insurance program, claims that exceed the insurance coverage are accrued when losses are
probable and amounts can be reasonably estimated. Based on the availability of prior coverage, receivables for insurance
recoveries related to product liability claims are recorded on an undiscounted basis, when it is probable that a recovery will
be realized. As appropriate, reserves against these receivables are recorded for estimated amounts that may not be
collected from third-party insurers.

Concentration of Credit Risk

Global concentration of credit risk with respect to trade accounts receivables continues to be limited due to the large
number of customers globally and adherence to internal credit policies and credit limits. Recent economic challenges in
Italy, Spain, Greece and Portugal (the Southern European Region) have impacted certain payment patterns, which have
historically been longer than those experienced in the U.S. and other international markets. The total net trade accounts
receivable balance in the Southern European Region was approximately $2.3 billion as of December 29, 2013 and
approximately $2.1 billion as of December 30, 2012. Approximately $1.3 billion as of December 29, 2013 and
approximately $1.2 billion as of December 30, 2012 of the Southern European Region net trade accounts receivable
balance related to the Company’s Consumer, Vision Care and Diabetes Care businesses as well as certain
Pharmaceutical and Medical Devices and Diagnostics customers which are in line with historical collection patterns.

The remaining balance of net trade accounts receivable in the Southern European Region has been negatively impacted
by the timing of payments from certain government owned or supported health care customers as well as certain
distributors of the Pharmaceutical and Medical Devices and Diagnostics local affiliates. The total net trade accounts
receivable balance for these customers were approximately $1.0 billion at December 29, 2013 and $0.9 billion at
December 30, 2012. The Company continues to receive payments from these customers and in some cases late payment
premiums. For customers where payment is expected over periods of time longer than one year, revenue and trade
receivables have been discounted over the estimated period of time for collection. Allowances for doubtful accounts have
been increased for these customers, but have been immaterial to date. The Company will continue to work closely with
these customers on payment plans, monitor the economic situation and take appropriate actions as necessary.

Research and Development

Research and development expenses are expensed as incurred. Upfront and milestone payments made to third parties in
connection with research and development collaborations are expensed as incurred up to the point of regulatory approval.
Payments made to third parties subsequent to regulatory approval are capitalized and amortized over the remaining useful
life of the related product. Amounts capitalized for such payments are included in other intangibles, net of accumulated
amortization.
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The Company enters into collaborative arrangements, typically with other pharmaceutical or biotechnology companies, to
develop and commercialize drug candidates or intellectual property. These arrangements typically involve two (or more)
parties who are active participants in the collaboration and are exposed to significant risks and rewards dependent on the
commercial success of the activities. These collaborations usually involve various activities by one or more parties,
including research and development, marketing and selling and distribution. Often, these collaborations require upfront,
milestone and royalty or profit share payments, contingent upon the occurrence of certain future events linked to the
success of the asset in development. Amounts due from collaborative partners related to development activities are
generally reflected as a reduction of research and development expense because the performance of contract
development services is not central to the Company’s operations. In general, the income statement presentation for these
collaborations is as follows:

Nature/Type of Collaboration Statement of Earnings Presentation

Third-party sale of product Sales to customers

Royalties/milestones paid to collaborative partner
(post-regulatory approval)*

Cost of goods sold

Royalties received from collaborative partner Other income (expense), net

Upfront payments & milestones paid to collaborative partner
(pre-regulatory approval)

Research and development expense

Research and development payments to collaborative
partner

Research and development expense

Research and development payments received from
collaborative partner

Reduction of Research and development expense

* Milestones are capitalized as intangible assets and amortized to cost of goods sold over the useful life.

For all years presented, there was no individual project that represented greater than 5% of the total annual consolidated
research and development expense.

Advertising

Costs associated with advertising are expensed in the year incurred and are included in selling, marketing and
administrative expenses. Advertising expenses worldwide, which comprised television, radio, print media and Internet
advertising, were $2.5 billion, $2.3 billion and $2.6 billion in 2013, 2012 and 2011, respectively.

Income Taxes

Income taxes are recorded based on amounts refundable or payable for the current year and include the results of any
difference between U.S. GAAP accounting and tax reporting, recorded as deferred tax assets or liabilities. The Company
estimates deferred tax assets and liabilities based on current tax regulations and rates. Changes in tax laws and rates may
affect recorded deferred tax assets and liabilities in the future.

The Company has unrecognized tax benefits for uncertain tax positions. The Company follows U.S. GAAP which
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of
a tax position taken or expected to be taken in a tax return. Management believes that changes in these estimates would
not have a material effect on the Company’s results of operations, cash flows or financial position.

At December 29, 2013 and December 30, 2012, the cumulative amounts of undistributed international earnings were
approximately $50.9 billion and $49.0 billion, respectively. At December 29, 2013 and December 30, 2012, the
Company’s foreign subsidiaries held balances of cash and cash equivalents in the amounts of $18.6 billion and $14.8
billion, respectively. The Company has not provided deferred taxes on the undistributed earnings from certain international
subsidiaries where the earnings are considered to be permanently reinvested. The Company intends to continue to
reinvest these earnings in international operations. If the Company decided at a later date to repatriate these earnings to
the U.S., the Company would be required to provide for the net tax effects on these amounts. The Company does not
determine the deferred tax liability associated with these undistributed earnings, as such determination is not practical.

See Note 8 to the Consolidated Financial Statements for further information regarding income taxes.
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Net Earnings Per Share

Basic earnings per share is computed by dividing net earnings available to common shareholders by the weighted average
number of common shares outstanding for the period. Diluted earnings per share reflects the potential dilution that could
occur if securities were exercised or converted into common stock using the treasury stock method.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the
U.S. requires management to make estimates and assumptions that affect the amounts reported. Estimates are used when
accounting for sales discounts, rebates, allowances and incentives, product liabilities, income taxes, depreciation,
amortization, employee benefits, contingencies and intangible asset and liability valuations. Actual results may or may not
differ from those estimates.

The Company follows the provisions of U.S. GAAP when recording litigation related contingencies. A liability is recorded
when a loss is probable and can be reasonably estimated. The best estimate of a loss within a range is accrued; however,
if no estimate in the range is better than any other, the minimum amount is accrued.

Annual Closing Date

The Company follows the concept of a fiscal year, which ends on the Sunday nearest to the end of the month of
December. Normally each fiscal year consists of 52 weeks, but every five or six years the fiscal year consists of 53 weeks,
as was the case in 2009, and will be the case again in 2015.

Reclassification

Certain prior period amounts have been reclassified to conform to current year presentation.

2. Cash, Cash Equivalents and Current Marketable Securities

At the end of 2013 and 2012, cash, cash equivalents and current marketable securities were comprised of:

(Dollars in Millions) 2013 2012

Cash $2,789 3,032

Government securities and obligations 7,632 7,622

Reverse repurchase agreements 15,006 7,701

Corporate debt securities 1,467 622

Money market funds 1,886 1,406

Time deposits 426 706

Total cash, cash equivalents and current marketable securities $29,206 21,089

The estimated fair value was the same as the amortized cost as of December 29, 2013 and December 30, 2012.

As of December 29, 2013, current marketable securities consisted of $6,160 million, $1,100 million and $1,019 million of
government securities and obligations, reverse repurchase agreements and corporate debt securities, respectively.

As of December 30, 2012, current marketable securities consisted of $5,226 million, $500 million and $452 million of
government securities and obligations, reverse repurchase agreements and corporate debt securities, respectively.

Fair value of government securities and obligations and corporate debt securities were estimated using quoted broker
prices and significant other observable inputs.

The Company invests its excess cash in both deposits with major banks throughout the world and other high-quality
money market instruments. The Company has a policy of making investments only with commercial institutions that have at
least an “A” (or equivalent) credit rating.
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3. Inventories

At the end of 2013 and 2012, inventories were comprised of:

(Dollars in Millions) 2013 2012

Raw materials and supplies $1,224 1,416

Goods in process 2,612 2,262

Finished goods 4,042 3,817

Total inventories $7,878 7,495

4. Property, Plant and Equipment

At the end of 2013 and 2012, property, plant and equipment at cost and accumulated depreciation were:

(Dollars in Millions) 2013 2012

Land and land improvements $885 793

Buildings and building equipment 10,423 10,046

Machinery and equipment 22,527 21,075

Construction in progress 3,298 2,740

Total property, plant and equipment, gross $37,133 34,654

Less accumulated depreciation 20,423 18,557

Total property, plant and equipment, net $16,710 16,097

The Company capitalizes interest expense as part of the cost of construction of facilities and equipment. Interest expense
capitalized in 2013, 2012 and 2011 was $105 million, $115 million and $84 million, respectively.

Depreciation expense, including the amortization of capitalized interest in 2013, 2012 and 2011, was $2.7 billion, $2.5
billion and $2.3 billion, respectively.

Upon retirement or other disposal of property, plant and equipment, the costs and related amounts of accumulated
depreciation or amortization are eliminated from the asset and accumulated depreciation accounts, respectively. The
difference, if any, between the net asset value and the proceeds are recorded in earnings.

5. Intangible Assets and Goodwill

At the end of 2013 and 2012, the gross and net amounts of intangible assets were:

(Dollars in Millions) 2013 2012

Intangible assets with definite lives:

Patents and trademarks – gross $9,164 8,890

Less accumulated amortization 4,146 3,416

Patents and trademarks – net $5,018 5,474

Customer relationships and other intangibles – gross $19,027 18,755

Less accumulated amortization 4,872 4,030

Customer relationships and other intangibles – net $14,155 14,725

Intangible assets with indefinite lives:

Trademarks $7,619 7,648

Purchased in-process research and development 1,155 905

Total intangible assets with indefinite lives $8,774 8,553

Total intangible assets – net $27,947 28,752
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Goodwill as of December 29, 2013 and December 30, 2012, as allocated by segment of business, was as follows:

(Dollars in Millions) Consumer Pharmaceuticals

Med Devices
and

Diagnostics Total

Goodwill at January 1, 2012 $8,298 1,721 6,119 16,138

Acquisitions 10 46 6,045 6,101

Currency translation/other 211 25 (51) 185

Goodwill at December 30, 2012 $8,519 1,792 12,113 22,424

Acquisitions 83 246 9 338

Currency translation/other (71) 30 77 36

Goodwill at December 29, 2013 $8,531 2,068 12,199 22,798

The weighted average amortization periods for patents and trademarks and customer relationships and other intangible
assets are 17 years and 24 years, respectively. The amortization expense of amortizable assets was $1,363 million,
$1,146 million and $852 million before tax, for the fiscal years ended December 29, 2013, December 30, 2012 and
January 1, 2012, respectively. The estimated amortization expense for the five succeeding years approximates $1,350
million before tax, per year. Amortization expense is included in cost of products sold.

During the fiscal year ended December 30, 2012, goodwill increased by $6.0 billion, related to the Synthes, Inc.
acquisition. See Note 20 to the Consolidated Financial Statements for additional details on the Synthes, Inc. acquisition.

6. Fair Value Measurements

The Company uses forward foreign exchange contracts to manage its exposure to the variability of cash flows, primarily
related to the foreign exchange rate changes of future intercompany product and third-party purchases of materials
denominated in foreign currency. The Company uses cross currency interest rate swaps to manage currency risk primarily
related to borrowings. Both types of derivatives are designated as cash flow hedges.

Additionally, the company uses interest rate swaps as an instrument to manage interest rate risk related to fixed rate
borrowings. These derivatives are treated as fair value hedges. The Company also uses forward foreign exchange
contracts to manage its exposure to the variability of cash flows for repatriation of foreign dividends. These contracts are
designated as net investment hedges. Additionally, the Company uses forward foreign exchange contracts to offset its
exposure to certain foreign currency assets and liabilities. These forward foreign exchange contracts are not designated as
hedges and therefore, changes in the fair values of these derivatives are recognized in earnings, thereby offsetting the
current earnings effect of the related foreign currency assets and liabilities.

The Company does not enter into derivative financial instruments for trading or speculative purposes, or that contain credit
risk related contingent features or requirements to post collateral. On an ongoing basis, the Company monitors
counterparty credit ratings. The Company considers credit non-performance risk to be low, because the Company enters
into agreements with commercial institutions that have at least an “A” (or equivalent) credit rating. As of December 29,
2013, the Company had notional amounts outstanding for forward foreign exchange contracts, cross currency interest
rate swaps and interest rate swaps of $26.9 billion, $2.4 billion and $1.0 billion, respectively.

All derivative instruments are recorded on the balance sheet at fair value. Changes in the fair value of derivatives are
recorded each period in current earnings or other comprehensive income, depending on whether the derivative is
designated as part of a hedge transaction, and if so, the type of hedge transaction.

The designation as a cash flow hedge is made at the entrance date of the derivative contract. At inception, all derivatives
are expected to be highly effective. Changes in the fair value of a derivative that is designated as a cash flow hedge and is
highly effective are recorded in accumulated other comprehensive income until the underlying transaction affects earnings,
and are then reclassified to earnings in the same account as the hedged transaction. Gains and losses associated with
interest rate swaps are recorded to interest expense in the period in which they occurred. Gains and losses on net
investment hedges are accounted for through the currency translation account and are insignificant. On an ongoing basis,
the Company assesses whether each derivative continues to be highly effective in offsetting changes of hedged items. If
and when a derivative is no longer expected to be highly effective, hedge accounting is discontinued. Hedge
ineffectiveness, if any, is included in current period earnings in Other (income) expense, net for forward foreign exchange
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contracts and cross currency interest rate swaps. For interest rate swaps designated as fair value hedges, hedge
ineffectiveness, if any, is included in current period earnings within interest expense. For the current reporting period,
hedge ineffectiveness associated with interest rate swaps are not material.

As of December 29, 2013, the balance of deferred net gains on derivatives included in accumulated other comprehensive
income was $245 million after-tax. For additional information, see the Consolidated Statements of Comprehensive Income
and Note 13. The Company expects that substantially all of the amounts related to forward foreign exchange contracts will
be reclassified into earnings over the next 12 months as a result of transactions that are expected to occur over that
period. The maximum length of time over which the Company is hedging transaction exposure is 18 months, excluding
interest rate contracts. The amount ultimately realized in earnings will differ as foreign exchange rates change. Realized
gains and losses are ultimately determined by actual exchange rates at maturity of the derivative.

The following table is a summary of the activity related to derivatives designated as cash flow hedges for the fiscal years
ended December 29, 2013 and December 30, 2012:

(Dollars in Millions)

Gain/(Loss)
Recognized in

Accumulated OCI(1)

Gain/(Loss)
Reclassified from
Accumulated OCI

Into Income(1)

Gain/(Loss)
Recognized in

Other
Income/Expense(2)

Cash Flow Hedges by Income Statement Caption 2013 2012 2013 2012 2013 2012

Sales to customers(3) $45 45 49 (58) 2 (1)

Cost of products sold(3) 271 103 69 (98) 23 (4)

Research and development expense(3) 24 (42) 16 19 (4) (1)

Interest (income)/Interest expense, net(4) 17 11 (10) (16) – –

Other (income) expense, net(3) (13) (65) (17) 29 (4) –

Total $344 52 107 (124) 17 (6)

All amounts shown in the table above are net of tax.

(1) Effective portion

(2) Ineffective portion

(3) Forward foreign exchange contracts

(4) Cross currency interest rate swaps

For the fiscal years ended December 29, 2013 and December 30, 2012, a gain of $32 million and a gain of $48 million,
respectively, was recognized in Other (income) expense, net, relating to forward foreign exchange contracts not
designated as hedging instruments.

Fair value is the exit price that would be received to sell an asset or paid to transfer a liability. Fair value is a market-based
measurement determined using assumptions that market participants would use in pricing an asset or liability. The
authoritative literature establishes a three-level hierarchy to prioritize the inputs used in measuring fair value. The levels
within the hierarchy are described below with Level 1 having the highest priority and Level 3 having the lowest.

The fair value of a derivative financial instrument (i.e., forward foreign exchange contracts, interest rate contracts) is the
aggregation by currency of all future cash flows discounted to its present value at the prevailing market interest rates and
subsequently converted to the U.S. Dollar at the current spot foreign exchange rate. The Company does not believe that
fair values of these derivative instruments materially differ from the amounts that could be realized upon settlement or
maturity, or that the changes in fair value will have a material effect on the Company’s results of operations, cash flows or
financial position. The Company also holds equity investments which are classified as Level 1 because they are traded in
an active exchange market. The Company did not have any other significant financial assets or liabilities which would
require revised valuations under this standard that are recognized at fair value.

The following three levels of inputs are used to measure fair value:

Level 1 — Quoted prices in active markets for identical assets and liabilities.

Level 2 — Significant other observable inputs.

Level 3 — Significant unobservable inputs.
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The Company’s significant financial assets and liabilities measured at fair value as of December 29, 2013 and
December 30, 2012 were as follows:

2013 2012

(Dollars in Millions) Level 1 Level 2 Level 3 Total Total(1)

Derivatives designated as hedging instruments:

Assets:

Forward foreign exchange contracts $ – 537 – 537 423

Interest rate contracts(2) – 169 – 169 98

Total – 706 – 706 521

Liabilities:

Forward foreign exchange contracts – 133 – 133 252

Interest rate contracts(3)(4) – 26 – 26 10

Total – 159 – 159 262

Derivatives not designated as hedging instruments:

Assets:

Forward foreign exchange contracts – 25 – 25 75

Liabilities:

Forward foreign exchange contracts – 29 – 29 23

Other investments(5) $333 – – 333 1,247

(1) 2012 assets and liabilities are all classified as Level 2 with the exception of Other investments of $1,247 million, which are classified
as Level 1.

(2) Includes $169 million and $96 million of non-current assets for the fiscal years ending December 29, 2013 and December 30, 2012,
respectively.

(3) Includes $19 million and $4 million of non-current liabilities for the fiscal years ending December 29, 2013 and December 30, 2012,
respectively.

(4) Includes cross currency interest rate swaps and interest rate swaps.

(5) Classified as non-current other assets. The change in the fair value from December 30, 2012 was primarily due to the sale of Elan
American Depositary Shares.

See Notes 2 and 7 for financial assets and liabilities held at carrying amount on the Consolidated Balance Sheet.
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7. Borrowings

The components of long-term debt are as follows:

(Dollars in Millions) 2013
Effective
Rate % 2012

Effective
Rate %

0.70% Notes due 2013 $ – –% 500 0.75

3.80% Debentures due 2013 – – 500 3.82

3 month LIBOR+0% FRN due 2013 – – 500 0.31

3 month LIBOR+0.09% FRN due 2014 750 0.33 750 0.40

1.20% Notes due 2014 999 1.24 999 1.24

2.15% Notes due 2016 898 2.22 898 2.22

3 month LIBOR+0.07% FRN due 2016 800 0.31 – –

0.70% Notes due 2016 397 0.74 – –

5.55% Debentures due 2017 1,000 5.55 1,000 5.55

5.15% Debentures due 2018 898 5.15 898 5.15

1.65% Notes due 2018 589 1.70 – –

4.75% Notes due 2019 (1B Euro 1.3683)(2)/(1B Euro 1.3275)(3) 1,363(2) 5.83 1,321(3) 5.83

3% Zero Coupon Convertible Subordinated Debentures due 2020 179 3.00 205 3.00

2.95% Debentures due 2020 542 3.15 542 3.15

3.55% Notes due 2021 446 3.67 446 3.67

6.73% Debentures due 2023 250 6.73 250 6.73

3.375% Notes due 2023 550 3.38 – –

5.50% Notes due 2024 (500MM GBP 1.6414)(2)/(500MM GBP 1.6169)(3) 816(2) 6.75 803(3) 6.75

6.95% Notes due 2029 296 7.14 296 7.14

4.95% Debentures due 2033 500 4.95 500 4.95

4.375% Notes due 2033 646 4.42 – –

5.95% Notes due 2037 995 5.99 995 5.99

5.85% Debentures due 2038 700 5.86 700 5.86

4.50% Debentures due 2040 539 4.63 539 4.63

4.85% Notes due 2041 298 4.89 298 4.89

4.50% Notes due 2043 499 4.52 – –

Other 147 – 61 –

15,097(4) 4.00(1) 13,001(4) 4.14(1)

Less current portion 1,769 1,512

$13,328 11,489

(1) Weighted average effective rate.
(2) Translation rate at December 29, 2013.
(3) Translation rate at December 30, 2012.
(4) The excess of the fair value over the carrying value of debt was $1.4 billion in 2013 and $2.2 billion in 2012.

Fair value of the non-current debt was estimated using market prices, which were corroborated by quoted broker prices
and significant other observable inputs.

The Company has access to substantial sources of funds at numerous banks worldwide. In September 2013, the
Company secured a new 364-day Credit Facility. Total credit available to the Company approximates $10 billion, which
expires on September 18, 2014. Interest charged on borrowings under the credit line agreements is based on either bids
provided by banks, the prime rate or London Interbank Offered Rates (LIBOR), plus applicable margins. Commitment fees
under the agreements are not material.
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Throughout 2013, the Company continued to have access to liquidity through the commercial paper market. Short-term
borrowings and the current portion of long-term debt amounted to approximately $4.9 billion at the end of 2013, of which
$2.5 billion was borrowed under the Commercial Paper Program. The remainder principally represents local borrowing by
international subsidiaries.

The Company has a shelf registration with the U.S. Securities and Exchange Commission that enables the Company to
issue debt securities and warrants to purchase debt securities on a timely basis. The Company issued bonds in December
2013 for a total of $3.5 billion for general corporate purposes.

Aggregate maturities of long-term obligations commencing in 2014 are:

(Dollars in Millions)

2014 2015 2016 2017 2018
After
2018

$1,769 76 2,096 1,007 1,526 8,623

8. Income Taxes

The provision for taxes on income consists of:

(Dollars in Millions) 2013 2012 2011

Currently payable:

U.S. taxes $594 2,023 2,392

International taxes 1,653 1,277 1,133

Total currently payable 2,247 3,300 3,525

Deferred:

U.S. taxes (251) (120) (690)

International taxes (356) 81 (146)

Total deferred (607) (39) (836)

Provision for taxes on income $1,640 3,261 2,689

A comparison of income tax expense at the U.S. statutory rate of 35% in 2013, 2012 and 2011, to the Company’s
effective tax rate is as follows:

(Dollars in Millions) 2013 2012 2011

U.S. $4,261 4,664 3,634

International 11,210 9,111 8,727

Earnings before taxes on income: $15,471 13,775 12,361

Tax rates:

U.S. statutory rate 35.0% 35.0 35.0

International operations excluding Ireland (10.6) (9.8) (14.0)

Ireland and Puerto Rico operations (9.0) (3.9) (1.8)

Research and orphan drug tax credits (0.8) – (0.8)

U.S. state and local 0.4 1.3 2.1

U.S. manufacturing deduction (0.8) (0.9) (0.8)

U.S. tax on international income 1.7 1.1 (0.4)

U.S. tax benefit on asset write-offs (5.1) – –

All other (0.2) 0.9 2.5

Effective tax rate 10.6% 23.7 21.8
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The decrease in the 2013 effective tax rate as compared to 2012 was attributable to a tax benefit associated with the
write-off of assets for tax purposes associated with Scios Inc., increased taxable income in lower tax jurisdictions relative
to higher tax jurisdictions and the inclusion of two years of benefit of the U.S. Research and Development (R&D) tax credit
and the Controlled Foreign Corporation (CFC) look-through provisions. The R&D tax credit and the CFC look-through
provisions were enacted into law in January 2013 and were retroactive to January 1, 2012.

During 2013, the Company reached a settlement agreement related to certain issues regarding the U.S. Internal Revenue
Service (IRS) audit related to tax years 2006-2009. As a result of this settlement, the Company adjusted the unrecognized
tax benefits relating to these matters which lowered tax expense. In addition, the Company recorded additional U.S. tax
expense related to increased dividends of foreign earnings. The above items resulted in a net gain of $180 million. Also
included in the 2013 results were incremental tax expenses associated with the establishment of a valuation allowance of
$187 million related to the Company’s Belgian foreign affiliate.

The increase in the 2012 effective tax rate as compared to 2011 was due to lower tax benefits on the impairment of in-
process research and development intangible assets in low tax jurisdictions, increases in taxable income in higher tax
jurisdictions relative to lower tax jurisdictions and the exclusion of the benefit of the U.S. R&D tax credit and the CFC look-
through provisions from the 2012 fiscal year financial results.

Temporary differences and carryforwards for 2013 and 2012 were as follows:

2013
Deferred Tax

2012
Deferred Tax

(Dollars in Millions) Asset Liability Asset Liability

Employee related obligations $1,908 3,343

Stock based compensation 1,121 1,199

Depreciation (772) (933)

Non-deductible intangibles (6,250) (6,261)

International R&D capitalized for tax 1,656 1,599

Reserves & liabilities 1,587 1,908

Income reported for tax purposes 1,043 726

Net operating loss carryforward international 1,090 1,117

Miscellaneous international(1) 1,508 (361) 1,291 (371)

Miscellaneous U.S. 927 915

Total deferred income taxes $10,840 (7,383) 12,098 (7,565)

(1) The $1,508 million is net of a valuation allowance related to Belgium of $187 million.

The difference between the net deferred tax on income per the balance sheet and the net deferred tax above is included in
taxes on income on the balance sheet. The Company has wholly-owned international subsidiaries that have cumulative net
losses. The Company believes that it is more likely than not that these subsidiaries will realize future taxable income
sufficient to utilize these deferred tax assets.

The following table summarizes the activity related to unrecognized tax benefits:

(Dollars in Millions) 2013 2012 2011

Beginning of year $3,054 2,699 2,307

Increases related to current year tax positions 643 538 402

Increases related to prior period tax positions 80 57 87

Decreases related to prior period tax positions (574) (41) (77)

Settlements (418) (120) (16)

Lapse of statute of limitations (56) (79) (4)

End of year $2,729 3,054 2,699
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The unrecognized tax benefits of $2.7 billion at December 29, 2013, if recognized, would affect the Company’s annual
effective tax rate. The Company conducts business and files tax returns in numerous countries and currently has tax audits
in progress with a number of tax authorities. The IRS has completed its audit for the tax years through 2005; however,
there are a limited number of issues remaining open for prior tax years going back to 1999. In other major jurisdictions
where the Company conducts business, the years remain open generally back to the year 2004. During the third quarter of
2013, the Company reached a settlement agreement with the IRS related to certain issues in connection with the 2006-
2009 audit which resulted in a payment and adjustment to unrecognized tax benefits. The Company believes that the
2006-2009 IRS audit will be substantially completed during the first quarter of 2014. The Company believes it is possible
that audits may be completed by tax authorities in some jurisdictions over the next twelve months. However, the Company
is not able to provide a reasonably reliable estimate of the timing of any other future tax payments relating to uncertain tax
positions.

The Company classifies liabilities for unrecognized tax benefits and related interest and penalties as long-term liabilities.
Interest expense and penalties related to unrecognized tax benefits are classified as income tax expense. The Company
recognized after tax interest expense of $40 million, $41 million and $47 million in 2013, 2012 and 2011, respectively.
The total amount of accrued interest was $412 million and $422 million in 2013 and 2012, respectively.

9. Employee Related Obligations

At the end of 2013 and 2012, employee related obligations recorded on the Consolidated Balance Sheets were:

(Dollars in Millions) 2013 2012

Pension benefits $2,950 4,488

Postretirement benefits 2,655 2,789

Postemployment benefits 1,872 1,452

Deferred compensation 693 747

Total employee obligations 8,170 9,476

Less current benefits payable 386 394

Employee related obligations – non-current $7,784 9,082

Prepaid employee related obligations of $2,363 million and $194 million for 2013 and 2012, respectively, are included in
other assets on the Consolidated Balance Sheets.

10. Pensions and Other Benefit Plans

The Company sponsors various retirement and pension plans, including defined benefit, defined contribution and
termination indemnity plans, which cover most employees worldwide. The Company also provides post-retirement
benefits, primarily health care, to all eligible U.S. retired employees and their dependents.

Many international employees are covered by government-sponsored programs and the cost to the Company is not
significant.

Retirement plan benefits are primarily based on the employee’s compensation during the last three to five years before
retirement and the number of years of service. International subsidiaries have plans under which funds are deposited with
trustees, annuities are purchased under group contracts, or reserves are provided.

The Company does not fund retiree health care benefits in advance and has the right to modify these plans in the future.

The Company uses the date of its consolidated financial statements (December 29, 2013 and December 30, 2012,
respectively) as the measurement date for all U.S. and international retirement and other benefit plans.
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Net periodic benefit costs for the Company’s defined benefit retirement plans and other benefit plans for 2013, 2012 and
2011 include the following components:

Retirement Plans Other Benefit Plans

(Dollars in Millions) 2013 2012 2011 2013 2012 2011

Service cost $906 722 638 196 175 149

Interest cost 908 878 853 151 165 188

Expected return on plan assets (1,447) (1,236) (1,108) (6) (4) (1)

Amortization of prior service cost (credit) 6 6 9 (2) (3) (3)

Amortization of net transition obligation 1 1 1 – – –

Recognized actuarial losses 681 494 388 111 76 45

Curtailments and settlements – – – 2 – –

Net periodic benefit cost $1,055 865 781 452 409 378

Amounts expected to be recognized in net periodic benefit cost in the coming year for the Company’s defined benefit
retirement plans and other post-retirement plans:

(Dollars in Millions)

Amortization of net transition obligation $ –

Amortization of net actuarial losses 553

Amortization of prior service cost 3

Unrecognized gains and losses for the U.S. pension plans are amortized over the average remaining future service for each
plan. For plans with no active employees, they are amortized over the average life expectancy. The amortization of gains
and losses for the other U.S. benefit plans is determined by using a 10% corridor of the greater of the market value of
assets or the projected benefit obligation. Total unamortized gains and losses in excess of the corridor are amortized over
the average remaining future service.

Prior service costs/benefits for the U.S. pension plans are amortized over the remaining future service of plan participants
at the time of the plan amendment. Prior service cost/benefit for the other U.S. benefit plans is amortized over the average
remaining service to full eligibility age of plan participants at the time of the plan amendment.

The weighted-average assumptions in the following table represent the rates used to develop the actuarial present value
of projected benefit obligation for the year listed and also the net periodic benefit cost for the following year.

Retirement Plans Other Benefit Plans

2013 2012 2011 2013 2012 2011

Worldwide Benefit Plans

Discount rate 4.78% 4.25% 5.13% 5.25% 4.55% 5.25%

Expected long-term rate of return on plan assets 8.46% 8.45% 8.62%

Rate of increase in compensation levels 4.08% 4.08% 4.19% 4.29% 4.28% 4.28%

The Company’s discount rates are determined by considering current yield curves representing high quality, long-term
fixed income instruments. The resulting discount rates are consistent with the duration of plan liabilities.

The expected rates of return on plan asset assumptions represent the Company’s assessment of long-term returns on
diversified investment portfolios globally. The assessment is determined using projections from external financial sources,
long-term historical averages, actual returns by asset class and the various asset class allocations by market.

The following table displays the assumed health care cost trend rates, for all individuals:

Health Care Plans 2013 2012

Health care cost trend rate assumed for next year 6.50% 6.50%

Rate to which the cost trend rate is assumed to decline (ultimate trend) 4.50% 4.50%

Year the rate reaches the ultimate trend rate 2032 2032
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A one-percentage-point change in assumed health care cost trend rates would have the following effect:

(Dollars in Millions)
One-Percentage-

Point Increase
One-Percentage-
Point Decrease

Health Care Plans

Total interest and service cost $45 $(34)

Post-retirement benefit obligation 432 (347)

The following table sets forth information related to the benefit obligation and the fair value of plan assets at year-end
2013 and 2012 for the Company’s defined benefit retirement plans and other post-retirement plans:

Retirement Plans
Other Benefit

Plans

(Dollars in Millions) 2013 2012 2013 2012

Change in Benefit Obligation

Projected benefit obligation – beginning of year $21,829 17,424 4,159 3,790

Service cost 906 722 196 175

Interest cost 908 878 151 165

Plan participant contributions 54 35 – –

Amendments 35 12 7 –

Actuarial (gains) losses (1,432) 2,662 296 459

Divestitures & acquisitions 8 629 – –

Curtailments, settlements & restructuring (15) (6) (11) –

Benefits paid from plan (751) (697) (373) (432)

Effect of exchange rates (54) 170 (18) 2

Projected benefit obligation – end of year $21,488 21,829 4,407 4,159

Change in Plan Assets

Plan assets at fair value – beginning of year $17,536 13,736 122 8

Actual return on plan assets 3,573 1,926 15 3

Company contributions 565 1,838 323 543

Plan participant contributions 54 35 – –

Settlements (4) (2) – –

Divestitures & acquisitions 9 593 – –

Benefits paid from plan assets (751) (697) (373) (432)

Effect of exchange rates (81) 107 – –

Plan assets at fair value – end of year $20,901 17,536 87 122

Funded status – end of year $(587) (4,293) (4,320) (4,037)

Amounts Recognized in the Company’s Balance Sheet consist of the following:

Non-current assets $2,363 194 – –

Current liabilities (71) (65) (302) (307)

Non-current liabilities (2,879) (4,422) (4,018) (3,730)

Total recognized in the consolidated balance sheet – end of year $(587) (4,293) (4,320) (4,037)

Amounts Recognized in Accumulated Other Comprehensive Income consist of
the following:

Net actuarial loss $3,344 7,586 1,732 1,601

Prior service cost (credit) 26 9 (6) (14)

Unrecognized net transition obligation 2 2 – —

Total before tax effects $3,372 7,597 1,726 1,587

Accumulated Benefit Obligations – end of year $19,203 19,267
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Retirement Plans
Other Benefit

Plans

(Dollars in Millions) 2013 2012 2013 2012

Changes in Plan Assets and Benefit Obligations Recognized in Other
Comprehensive Income

Net periodic benefit cost $1,055 865 452 409

Net actuarial (gain) loss (3,559) 2,007 248 458

Amortization of net actuarial loss (681) (494) (111) (76)

Prior service cost 34 12 8 –

Amortization of prior service (cost) credit (13) (6) – 3

Effect of exchange rates (6) 79 (6) 1

Total recognized in other comprehensive income, before tax $(4,225) 1,598 139 386

Total recognized in net periodic benefit cost and other comprehensive income $(3,170) 2,463 591 795

The Company plans to continue to fund its U.S. Qualified Plans to comply with the Pension Protection Act of 2006.
International Plans are funded in accordance with local regulations. Additional discretionary contributions are made when
deemed appropriate to meet the long-term obligations of the plans. For certain plans, funding is not a common practice, as
funding provides no economic benefit. Consequently, the Company has several pension plans that are not funded.

In 2013, the Company contributed $58 million and $507 million to its U.S. and international pension plans, respectively.

The following table displays the funded status of the Company’s U.S. Qualified & Non-Qualified pension plans and
international funded and unfunded pension plans at December 29, 2013 and December 30, 2012, respectively:

U.S. Plans International Plans

Qualified Plans Non-Qualified Plans Funded Plans Unfunded Plans

(Dollars in Millions) 2013 2012 2013 2012 2013 2012 2013 2012

Plan Assets $13,990 11,464 – – 6,911 6,072 – –

Projected Benefit Obligation 11,921 12,420 1,296 1,343 7,797 7,586 474 480

Accumulated Benefit Obligation 10,745 11,001 1,065 1,070 6,974 6,774 419 422

Over (Under) Funded Status

Projected Benefit Obligation $2,069 (956) (1,296) (1,343) (886) (1,514) (474) (480)

Accumulated Benefit Obligation 3,245 463 (1,065) (1,070) (63) (702) (419) (422)

Plans with accumulated benefit obligations in excess of plan assets have an accumulated benefit obligation, projected
benefit obligation and plan assets of $5.4 billion, $5.8 billion and $3.3 billion, respectively, at the end of 2013, and $6.5
billion, $7.4 billion and $4.0 billion, respectively, at the end of 2012.

The following table displays the projected future benefit payments from the Company’s retirement and other benefit plans:

(Dollars in Millions) 2014 2015 2016 2017 2018 2019-2023

Projected future benefit payments

Retirement plans $778 794 840 890 933 6,071

Other benefit plans $313 309 305 302 299 1,469

The following table displays the projected future minimum contributions to the unfunded retirement plans. These amounts
do not include any discretionary contributions that the Company may elect to make in the future.

(Dollars in Millions) 2014 2015 2016 2017 2018 2019-2023

Projected future contributions $74 73 78 95 89 524

Each pension plan is overseen by a local committee or board that is responsible for the overall administration and
investment of the pension plans. In determining investment policies, strategies and goals, each committee or board
considers factors including, local pension rules and regulations; local tax regulations; availability of investment vehicles
(separate accounts, commingled accounts, insurance funds, etc.); funded status of the plans; ratio of actives to retirees;
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duration of liabilities; and other relevant factors including: diversification, liquidity of local markets and liquidity of base
currency. A majority of the Company’s pension funds are open to new entrants and are expected to be on-going plans.
Permitted investments are primarily liquid and/or listed, with little reliance on illiquid and non-traditional investments such
as hedge funds.

The Company’s retirement plan asset allocation at the end of 2013 and 2012 and target allocations for 2014 are as
follows:

Percent of
Plan Assets

Target
Allocation

2013 2012 2014

Worldwide Retirement Plans

Equity securities 76% 75% 71%

Debt securities 24 25 29

Total plan assets 100% 100% 100%

Determination of Fair Value of Plan Assets

The Plan has an established and well-documented process for determining fair values. Fair value is based upon quoted
market prices, where available. If listed prices or quotes are not available, fair value is based upon models that primarily
use, as inputs, market-based or independently sourced market parameters, including yield curves, interest rates, volatilities,
equity or debt prices, foreign exchange rates and credit curves.

While the Plan believes its valuation methods are appropriate and consistent with other market participants, the use of
different methodologies or assumptions to determine the fair value of certain financial instruments could result in a different
estimate of fair value at the reporting date.

Valuation Hierarchy

The authoritative literature establishes a three-level hierarchy to prioritize the inputs used in measuring fair value. The levels
within the hierarchy are described in the table below with Level 1 having the highest priority and Level 3 having the lowest.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is
significant to the fair value measurement.

Following is a description of the valuation methodologies used for the investments measured at fair value.

• Short-term investments – Cash and quoted short-term instruments are valued at the closing price or the amount held
on deposit by the custodian bank. Other investments are through investment vehicles valued using the Net Asset Value
(NAV) provided by the administrator of the fund. The NAV is based on the value of the underlying assets owned by the
fund, minus its liabilities, and then divided by the number of shares outstanding. The NAV is a quoted price in a market
that is not active and classified as Level 2.

• Government and agency securities – A limited number of these investments are valued at the closing price reported on
the major market on which the individual securities are traded. Where quoted prices are available in an active market,
the investments are classified within Level 1 of the valuation hierarchy. If quoted market prices are not available for the
specific security, then fair values are estimated by using pricing models, quoted prices of securities with similar
characteristics or discounted cash flows. When quoted market prices for a security are not available in an active market,
they are classified as Level 2.

• Debt instruments – A limited number of these investments are valued at the closing price reported on the major market
on which the individual securities are traded. Where quoted prices are available in an active market, the investments are
classified as Level 1. If quoted market prices are not available for the specific security, then fair values are estimated by
using pricing models, quoted prices of securities with similar characteristics or discounted cash flows and are classified
as Level 2. Level 3 debt instruments are priced based on unobservable inputs.

• Equity securities – Common stocks are valued at the closing price reported on the major market on which the individual
securities are traded. Substantially all common stock is classified within Level 1 of the valuation hierarchy.

• Commingled funds – These investment vehicles are valued using the NAV provided by the fund administrator. The NAV
is based on the value of the underlying assets owned by the fund, minus its liabilities, and then divided by the number of
shares outstanding. Assets in the Level 2 category have a quoted market price in a market that is not active.
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• Insurance contracts – The instruments are issued by insurance companies. The fair value is based on negotiated value
and the underlying investments held in separate account portfolios as well as considering the credit worthiness of the
issuer. The underlying investments are government, asset-backed and fixed income securities. In general, insurance
contracts are classified as Level 3 as there are no quoted prices nor other observable inputs for pricing.

• Other assets – Other assets are represented primarily by limited partnerships and real estate investments, as well as
commercial loans and commercial mortgages that are not classified as corporate debt. Other assets that are exchange
listed and actively traded are classified as Level 1, while inactively traded assets are classified as Level 2. Most limited
partnerships represent investments in private equity and similar funds that are valued by the general partners. Certain of
these limited partnerships, as well as any other assets valued using unobservable inputs, are classified as Level 3.

The following table sets forth the Retirement Plans’ trust investments measured at fair value as of December 29, 2013 and
December 30, 2012:

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total Assets

(Dollars in Millions) 2013 2012 2013 2012 2013 2012 2013 2012

Short-term investment funds $304 155 561 627 – – 865 782

Government and agency securities – 53 1,965 1,706 – – 1,965 1,759

Debt instruments – 2 1,215 1,641 1 3 1,216 1,646

Equity securities 10,526 8,104 23 1 4 4 10,553 8,109

Commingled funds – 11 5,846 4,985 44 50 5,890 5,046

Insurance contracts – – 2 – 23 24 25 24

Other assets 4 – 314 101 69 69 387 170

Trust investments at fair value $10,834 8,325 9,926 9,061 141 150 20,901 17,536

The Company’s Other Benefit Plans are unfunded except for U.S. commingled funds (Level 2) of $76 million and $67
million at December 29, 2013 and December 30, 2012, respectively, and $11 million and $55 million of U.S. short-term-
investment funds (Level 2) at December 29, 2013 and December 30, 2012, respectively.

The fair value of Johnson & Johnson Common Stock directly held in plan assets was $671 million (3.2% of total plan
assets) at December 29, 2013 and $512 million (2.9% of total plan assets) at December 30, 2012.

Level 3 Gains and Losses

The table below sets forth a summary of changes in the fair value of the Plan’s Level 3 assets for the years ended
December 29, 2013 and December 30, 2012:

(Dollars in Millions)
Debt

Instruments
Equity

Securities
Commingled

Funds
Insurance
Contracts

Other
Assets

Total
Level 3

Balance January 1, 2012 $9 16 33 25 65 148

Realized gains (losses) – (1) – – (5) (6)

Unrealized gains (losses) – – – – – –

Purchases, sales, issuances and settlements, net (6) (11) 17 (1) 9 8

Balance December 30, 2012 3 4 50 24 69 150

Realized gains (losses) – – – – (5) (5)

Unrealized gains (losses) – (1) – (1) – (2)

Purchases, sales, issuances and settlements, net (2) 1 (6) – 5 (2)

Balance December 29, 2013 $1 4 44 23 69 141

11. Savings Plan

The Company has voluntary 401(k) savings plans designed to enhance the existing retirement programs covering eligible
employees. The Company matches a percentage of each employee’s contributions consistent with the provisions of the
plan for which he/she is eligible. Total Company matching contributions to the plans were $164 million, $160 million and
$157 million in 2013, 2012 and 2011, respectively.
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12. Capital and Treasury Stock

Changes in treasury stock were:

Treasury Stock

(Amounts in Millions Except Treasury Stock Shares in Thousands) Shares Amount

Balance at January 2, 2011 381,746 $20,783

Employee compensation and stock option plans (26,007) (1,649)

Repurchase of common stock 39,741 2,525

Balance at January 1, 2012 395,480 21,659

Employee compensation and stock option plans (55,170) (3,250)

Issuance of common stock associated with the acquisition of Synthes, Inc. (203,740) (12,852)

Repurchase of common stock(1) 204,784 12,919

Balance at December 30, 2012 341,354 18,476

Employee compensation and stock option plans (48,555) (3,367)

Repurchase of common stock 6,416 591

Balance at December 29, 2013 299,215 $15,700

(1) Includes repurchase of common stock associated with the acquisition of Synthes, Inc.

Aggregate shares of Common Stock issued were approximately 3,119,843,000 shares at the end of 2013, 2012 and
2011.

Cash dividends paid were $2.59 per share in 2013, compared with dividends of $2.40 per share in 2012, and $2.25 per
share in 2011.

13. Accumulated Other Comprehensive Income

Components of other comprehensive income (loss) consist of the following:

(Dollars in Millions)

Foreign
Currency

Translation

Gain/
(Loss)

on
Securities

Employee
Benefit
Plans

Gain/
(Loss)

on
Derivatives
& Hedges

Total
Accumulated

Other
Comprehensive
Income (Loss)

January 2, 2011 $(969) 24 (2,686) 100 (3,531)

Net 2011 changes (557) 424 (1,700) (268) (2,101)

January 1, 2012 (1,526) 448 (4,386) (168) (5,632)

Net 2012 changes 1,230 (253) (1,331) 176 (178)

December 30, 2012 (296) 195 (5,717) 8 (5,810)

Net 2013 changes 94 (89) 2,708 237 2,950

December 29, 2013 $(202) 106 (3,009) 245 (2,860)

Amounts in accumulated other comprehensive income are presented net of the related tax impact. Foreign currency
translation is not adjusted for income taxes as it relates to permanent investments in international subsidiaries. For
additional details on comprehensive income see the Consolidated Statements of Comprehensive Income.

Details on reclassifications out of Accumulated Other Comprehensive Income:

Gain/(Loss) on Securities – reclassifications released to other (income) expense, net.

Employee Benefit Plans – reclassifications are included in net periodic benefit cost. See Note 10 for additional
details.

Gain/(Loss) on Derivatives & Hedges – reclassifications to earnings are recorded in the same account as the
hedged transaction. See Note 6 for additional details.
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14. International Currency Translation

For translation of its subsidiaries operating in non-U.S. Dollar currencies, the Company has determined that the local
currencies of its international subsidiaries are the functional currencies except those in highly inflationary economies, which
are defined as those which have had compound cumulative rates of inflation of 100% or more during the past three years,
or where a substantial portion of its cash flows are not in the local currency.

In consolidating international subsidiaries, balance sheet currency effects are recorded as a component of accumulated
other comprehensive income. This equity account includes the results of translating certain balance sheet assets and
liabilities at current exchange rates and some accounts at historical rates, except for those located in highly inflationary
economies. The translation of balance sheet accounts for highly inflationary economies are reflected in the operating
results.

A rollforward of the changes during 2013, 2012 and 2011 for foreign currency translation adjustments is included in
Note 13.

Net currency transaction gains and losses included in Other (income) expense were losses of $186 million, $58 million
and $10 million in 2013, 2012 and 2011, respectively.

15. Earnings Per Share

The following is a reconciliation of basic net earnings per share to diluted net earnings per share for the fiscal years ended
December 29, 2013, December 30, 2012 and January 1, 2012:

(In Millions Except Per Share Amounts) 2013 2012 2011

Basic net earnings per share attributable to Johnson & Johnson $4.92 3.94 3.54

Average shares outstanding – basic 2,809.2 2,753.3 2,736.0

Potential shares exercisable under stock option plans 148.5 164.6 158.3

Less: shares repurchased under treasury stock method (103.3) (128.2) (122.6)

Convertible debt shares 3.0 3.6 3.6

Accelerated share repurchase program 19.6 19.3 –

Adjusted average shares outstanding – diluted 2,877.0 2,812.6 2,775.3

Diluted net earnings per share attributable to Johnson & Johnson $4.81 3.86 3.49

The diluted net earnings per share calculation included the dilutive effect of convertible debt that is offset by the related
reduction in interest expense of $4 million after-tax for years 2013, 2012 and 2011.

The diluted earnings per share calculation for 2013 included all shares related to stock options, as the exercise price of all
options was less than the average market value of the Company’s stock. Diluted net earnings per share for 2012 and
2011 excluded 0.2 million and 50.7 million shares, respectively, related to stock options, as the exercise price of these
options was greater than their average market value, which would result in an anti-dilutive effect on diluted earnings per
share.

The diluted earnings per share calculation for the fiscal years ended December 29, 2013 and December 30, 2012
included the dilutive effect of 19.6 million shares and 19.3 million shares, respectively, related to the accelerated share
repurchase program, associated with the acquisition of Synthes, Inc. See Note 20 to the Consolidated Financial
Statements for additional details.

16. Rental Expense and Lease Commitments

Rentals of space, vehicles, manufacturing equipment and office and data processing equipment under operating leases
were approximately $363 million, $375 million and $313 million in 2013, 2012 and 2011, respectively.

The approximate minimum rental payments required under operating leases that have initial or remaining non-cancelable
lease terms in excess of one year at December 29, 2013 are:

(Dollars in Millions)

2014 2015 2016 2017 2018
After
2018 Total

$286 238 186 110 85 87 992

Commitments under capital leases are not significant.

Johnson & Johnson 2013 Annual Report • 45



17. Common Stock, Stock Option Plans and Stock Compensation Agreements

At December 29, 2013, the Company had 3 stock-based compensation plans. The shares outstanding are for contracts
under the Company’s 2000 Stock Option Plan, the 2005 Long-Term Incentive Plan and the 2012 Long-Term Incentive
Plan. The 2005 Long-Term Incentive Plan expired April 26, 2012. All options and restricted shares granted subsequent to
that date were under the 2012 Long-Term Incentive Plan. Under the 2012 Long-Term Incentive Plan, the Company may
issue up to 650 million shares of common stock, plus any shares canceled, expired, forfeited, or not issued from the 2005
Long-Term Incentive Plan subsequent to April 26, 2012. Shares available for future grants under the 2012 Long-Term
Incentive Plan were 583 million at the end of 2013.

The compensation cost that has been charged against income for these plans was $728 million, $662 million and $621
million for 2013, 2012 and 2011, respectively. The total income tax benefit recognized in the income statement for share-
based compensation costs was $243 million, $220 million and $207 million for 2013, 2012 and 2011, respectively. The
total unrecognized compensation cost was $636 million, $565 million and $562 million for 2013, 2012 and 2011,
respectively. The weighted average period for this cost to be recognized was 1.26 years, 1.02 years and 0.97 years for
2013, 2012, and 2011, respectively. Share-based compensation costs capitalized as part of inventory were insignificant
in all periods.

The Company settles employee benefit equity issuances with treasury shares. Previously, treasury shares were replenished
throughout the year for the number of shares used to settle employee benefit equity issuances. However, pursuant to the
accelerated stock repurchase agreements in connection with the acquisition of Synthes, Inc., the Company did not make
any purchases of common stock on the open market during the fiscal first and second quarters of 2013. Upon settlement
of the accelerated stock repurchase agreements in the fiscal third quarter of 2013, the Company resumed common stock
purchases.

Stock Options

Stock options expire 10 years from the date of grant and vest over service periods that range from 6 months to 4 years. All
options are granted at the average of the high and low prices of the Company’s Common Stock on the New York Stock
Exchange on the date of grant.

The fair value of each option award was estimated on the date of grant using the Black-Scholes option valuation model
that uses the assumptions noted in the following table. Expected volatility represents a blended rate of 4-year daily
historical average volatility rate, and a 5-week average implied volatility rate based on at-the-money traded Johnson &
Johnson options with a life of 2 years. Historical data is used to determine the expected life of the option. The risk-free rate
was based on the U.S. Treasury yield curve in effect at the time of grant.

The average fair value of options granted was $4.88, $6.39 and $7.47, in 2013, 2012 and 2011, respectively. The fair
value was estimated based on the weighted average assumptions of:

2013 2012 2011

Risk-free rate 1.01% 1.06% 2.41%

Expected volatility 14.04% 18.38% 18.20%

Expected life (in years) 6.0 6.0 6.0

Dividend yield 3.40% 3.60% 3.60%
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A summary of option activity under the Plan as of December 29, 2013, December 30, 2012 and January 1, 2012, and
changes during the years ending on those dates is presented below:

(Shares in Thousands)
Outstanding

Shares

Weighted
Average

Exercise Price

Aggregate
Intrinsic

Value
(Dollars in
Millions)

Shares at January 2, 2011 193,690 $59.68 $648

Options granted 9,530 62.21

Options exercised (20,160) 56.65

Options canceled/forfeited (3,601) 62.38

Shares at January 1, 2012 179,459 60.10 1,004

Options granted 8,661 65.36

Options exercised (49,388) 56.73

Options canceled/forfeited (4,381) 62.97

Shares at December 30, 2012 134,351 61.58 1,061

Options granted 29,010 72.54

Options exercised (41,357) 59.99

Options canceled/forfeited (2,448) 65.89

Shares at December 29, 2013 119,556 $64.70 $3,306

The total intrinsic value of options exercised was $941 million, $547 million and $167 million in 2013, 2012 and 2011,
respectively.

The following table summarizes stock options outstanding and exercisable at December 29, 2013:

(Shares in Thousands) Outstanding Exercisable

Exercise Price Range Options
Average

Life(1)

Average
Exercise

Price Options

Average
Exercise

Price

$52.13-$53.93 4,175 0.1 $53.92 4,175 $53.92

$54.89-$58.33 11,539 5.1 $58.33 11,539 $58.33

$58.34-$62.20 30,119 4.1 $60.65 22,122 $60.10

$62.62-$65.62 29,818 5.3 $64.62 21,438 $64.42

$65.80-$72.54 43,905 6.1 $70.23 15,936 $66.19

119,556 5.1 $64.70 75,210 $62.01

(1) Average contractual life remaining in years.

Stock options exercisable at December 30, 2012 and January 1, 2012 were 104,860 at an average price of $61.15 and
an average life of 4.3 years and 138,126 at an average price of $59.94 and an average life of 4.2 years, respectively.

Restricted Share Units and Performance Share Units

The Company grants restricted share units which vest over service periods that range from 6 months to 3 years. The
Company also grants performance share units, which are paid in shares of Johnson & Johnson Common Stock after the
end of a three-year performance period. Whether any performance share units vest, and the amount that does vest, is tied
to the completion of service periods that range from 6 months to 3 years and the achievement, over a three-year period, of
three equally-weighted goals that directly align with or help drive long-term total shareholder return: sales, adjusted
operational earnings per share, and relative total shareholder return. The number of shares actually earned at the end of
the three-year period will vary, based only on actual performance, from 0% to 200% of the target number of performance
share units granted.
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A summary of the restricted share units and performance share units activity under the Plans as of December 29, 2013 is
presented below:

(Shares in Thousands)

Outstanding
Restricted

Share Units

Outstanding
Performance
Share Units

Shares at January 2, 2011 29,734

Granted 11,478

Issued (8,300)

Canceled/forfeited (1,886)

Shares at January 1, 2012 31,026

Granted 12,197 327

Issued (9,278) –

Canceled/forfeited (2,111) (42)

Shares at December 30, 2012 31,834 285

Granted 10,582 1,290

Issued (10,078) –

Canceled/forfeited (1,721) (40)

Shares at December 29, 2013 30,617 1,535

The average fair value of the restricted share units granted was $65.90, $58.93 and $55.90 in 2013, 2012 and 2011,
respectively, using the fair market value at the date of grant. The fair value of restricted share units was discounted for
dividends, which are not paid on the restricted share units during the vesting period. The fair value of restricted share units
settled was $569.2 million, $483.2 million and $458.9 million in 2013, 2012 and 2011, respectively.

The weighted average fair value of the performance share units granted was $73.42 and $55.01 in 2013 and 2012,
calculated using the weighted average fair market value for each of the three component goals at the date of grant.

The fair values for the sales and earnings per share goals of each performance share unit were estimated on the date of
grant using the fair market value of the shares at the time of the award discounted for dividends, which are not paid on the
performance share units during the vesting period. The fair value for the relative total shareholder return goal of each
performance share unit was estimated on the date of grant using the Monte Carlo valuation model. No performance share
units vested in 2013 and 2012.

18. Segments of Business and Geographic Areas

Sales to Customers

(Dollars in Millions) 2013 2012 2011

Consumer –

United States $5,162 5,046 5,151

International 9,535 9,401 9,732

Total 14,697 14,447 14,883

Pharmaceutical –

United States 13,948 12,421 12,386

International 14,177 12,930 11,982

Total 28,125 25,351 24,368

Medical Devices and Diagnostics –

United States 12,800 12,363 11,371

International 15,690 15,063 14,408

Total 28,490 27,426 25,779

Worldwide total $71,312 67,224 65,030
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Pre-Tax Profit Identifiable Assets

(Dollars in Millions) 2013(3) 2012(4) 2011(5) 2013 2012 2011

Consumer $1,973 1,693 2,096 $23,711 24,131 24,210

Pharmaceutical 9,178 6,075 6,406 23,783 23,219 23,747

Medical Devices and Diagnostics 5,261 7,187 5,263 44,585 42,926 23,609

Total 16,412 14,955 13,765 92,079 90,276 71,566

Less: Expense not allocated to segments(1) 941 1,180 1,404

General corporate(2) 40,604 31,071 42,078

Worldwide total $15,471 13,775 12,361 $132,683 121,347 113,644

Additions to Property,
Plant & Equipment

Depreciation and
Amortization

(Dollars in Millions) 2013 2012 2011 2013 2012 2011

Consumer $533 468 670 $539 575 631

Pharmaceutical 856 737 729 1,075 1,010 958

Medical Devices and Diagnostics 1,724 1,230 1,095 2,224 1,857 1,331

Segments total 3,113 2,435 2,494 3,838 3,442 2,920

General corporate 482 499 399 266 224 238

Worldwide total $3,595 2,934 2,893 $4,104 3,666 3,158

Sales to Customers Long-Lived Assets(6)

(Dollars in Millions) 2013 2012 2011 2013 2012 2011

United States $31,910 29,830 28,908 $35,880 35,115 23,529

Europe 18,599 16,945 17,129 24,868 25,261 19,056

Western Hemisphere excluding U.S. 7,421 7,207 6,418 3,281 3,636 3,517

Asia-Pacific, Africa 13,382 13,242 12,575 2,434 2,362 2,163

Segments total 71,312 67,224 65,030 66,463 66,374 48,265

General corporate 992 899 750

Other non long-lived assets 65,228 54,074 64,629

Worldwide total $71,312 67,224 65,030 $132,683 121,347 113,644

See Note 1 for a description of the segments in which the Company operates.

Export sales are not significant. In 2013, 2012 and 2011, the Company did not have a customer that represented 10% of total revenues.
(1) Amounts not allocated to segments include interest (income) expense, noncontrolling interests and general corporate (income)

expense. Includes expense of $0.2 billion and $0.5 billion of currency related expense related to the acquisition of Synthes, Inc. in
2012 and 2011, respectively.

(2) General corporate includes cash and marketable securities.
(3) Includes $2,276 million of net litigation expense comprised of $1,975 million and $301 million in the Medical Devices and

Diagnostics and Pharmaceutical segments, respectively. Includes $683 million of Synthes integration/transaction costs in the
Medical Devices and Diagnostics segment. Includes $580 million of in-process research and development expense, comprised of
$514 million and $66 million in the Pharmaceutical and Medical Devices and Diagnostics segments, respectively. The Medical
Devices and Diagnostics segment also includes $251 million expense for the cost associated with the DePuy ASR™ Hip program.
Includes $98 million of income related to other adjustments comprised of $55 million and $43 million in the Consumer and
Pharmaceutical segments, respectively.

(4) Includes $1,218 million of net litigation expense comprised of $658 million and $560 million in the Pharmaceutical and Medical
Devices and Diagnostics segments, respectively. Includes $1,163 million of in-process research and development expense,
comprised of $1,111 million and $52 million in the Pharmaceutical and Medical Devices and Diagnostics segments, respectively.
Includes $795 million of Synthes integration/transaction costs in the Medical Devices and Diagnostics segment. Includes $909
million of asset write-downs and other adjustments, comprised of $499 million, $264 million and $146 million in the Pharmaceutical,
Consumer and Medical Devices and Diagnostics segments, respectively. The Medical Devices and Diagnostics segment also
includes $110 million expense for the cost associated with the DePuy ASR™ Hip program.

(5) Includes $3,310 million of net litigation expense comprised of $1,741 million and $1,569 million in the Pharmaceutical and Medical
Devices and Diagnostics segments, respectively. Includes $656 million of net restructuring expense, comprised of $676 million
expense in the Medical Devices and Diagnostics segment and a gain of $20 million in the Pharmaceutical segment. The Medical
Devices and Diagnostics segment also includes $521 million expense for the cost associated with the DePuy ASR™ Hip program.

(6) Long-lived assets include property, plant and equipment, net for 2013, 2012 and 2011 of $16,710, $16,097 and $14,739,
respectively, and intangible assets and goodwill, net for 2013, 2012 and 2011 of $50,745, $51,176 and $34,276, respectively.
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19. Selected Quarterly Financial Data (unaudited)

Selected unaudited quarterly financial data for the years 2013 and 2012 are summarized below:

2013 2012

(Dollars in Millions Except Per Share
Data)

First
Quarter(1)

Second
Quarter(2)

Third
Quarter(3)

Fourth
Quarter(4)

First
Quarter(5)

Second
Quarter(6)

Third
Quarter(7)

Fourth
Quarter(8)

Segment sales to customers

Consumer $3,675 3,658 3,611 3,753 3,595 3,619 3,581 3,652

Pharmaceutical 6,768 7,025 7,036 7,296 6,133 6,291 6,402 6,525

Med Devices & Diagnostics 7,062 7,194 6,928 7,306 6,411 6,565 7,069 7,381

Total sales 17,505 17,877 17,575 18,355 16,139 16,475 17,052 17,558

Gross profit 11,951 12,388 12,231 12,400 11,224 11,332 11,455 11,555

Earnings before provision for taxes on
income 4,261 4,793 3,667 2,750 5,045 2,035 3,595 3,100

Net earnings attributable to Johnson &
Johnson 3,497 3,833 2,982 3,519 3,910 1,408 2,968 2,567

Basic net earnings per share
attributable to Johnson & Johnson $1.25 1.36 1.06 1.25 1.43 0.51 1.08 0.93

Diluted net earnings per share
attributable to Johnson & Johnson $1.22 1.33 1.04 1.23 1.41 0.50 1.05 0.91

(1) The first quarter of 2013 includes after-tax charges of $183 million from Synthes integration/transaction costs, $391 million from net
litigation expense and $42 million from impairment of in-process research and development, and $30 million associated with the
DePuy ASR™ Hip program.

(2) The second quarter of 2013 includes after-tax charges of $308 million from net litigation expense, $87 million from Synthes
integration/transaction costs and $61 million associated with the DePuy ASR™ Hip program.

(3) The third quarter of 2013 includes after-tax charges of $720 million from net litigation expense, $103 million from Synthes
integration/transaction costs, $126 million from impairment of in-process research and development and $31 million associated with
the DePuy ASR™ Hip program.

(4) The fourth quarter of 2013 includes after-tax charges of $227 million from net litigation expense, $110 million from Synthes
integration/transaction costs, $294 million from impairment of in-process research and development, $118 million associated with
the DePuy ASR™ Hip program and a $707 million tax benefit associated with Scios Inc.

(5) The first quarter of 2012 includes an after-tax gain of $106 million from currency and costs associated with the acquisition of
Synthes, Inc.

(6) The second quarter of 2012 includes after-tax charges of $717 million for asset write-downs, $611 million from net litigation
expense, $564 million associated with the acquisition of Synthes, Inc. and $344 million from impairment of in-process research and
development.

(7) The third quarter of 2012 includes after-tax charges of $135 million associated with the acquisition of Synthes, Inc., $340 million
from impairment of in-process research and development, $70 million associated with net litigation expense, and $24 million
associated with the DePuy ASR™ Hip program.

(8) The fourth quarter of 2012 includes after-tax charges of $371 million from net litigation expense, $306 million associated with the
acquisition of Synthes, Inc., $73 million associated with the DePuy ASR™ Hip program and $59 million from impairment of in-process
research and development.

20. Business Combinations and Divestitures

Certain businesses were acquired for $835 million in cash and $193 million of liabilities assumed during 2013. These
acquisitions were accounted for using the acquisition method and, accordingly, results of operations have been included
in the financial statements from their respective dates of acquisition.

The assumed liabilities primarily represent the fair value of the contingent consideration which may be payable related to
the acquisition of Aragon Pharmaceuticals, Inc. As per terms of the agreement, additional payments of up to $350 million
may be paid in the future based on reaching predetermined milestones.

The 2013 acquisitions included: Flexible Stenting Solutions, Inc., a leading developer of innovative flexible peripheral
arterial, venous and biliary stents; Shanghai Elsker Mother & Baby Co., Ltd, a baby care company in China and Aragon
Pharmaceuticals, Inc., a privately-held, pharmaceutical discovery and development company focused on drugs to treat
hormonally-driven cancers.
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The excess of purchase price over the estimated fair value of tangible assets acquired amounted to $941 million and has
been assigned to identifiable intangible assets, with any residual recorded to goodwill. Of this amount, approximately $831
million has been identified as the value of IPR&D associated with the acquisitions of Aragon Pharmaceuticals, Inc. and
Flexible Stenting Solutions, Inc.

The IPR&D related to the acquisition of Aragon Pharmaceuticals, Inc. of $810 million is associated with Aragon’s
androgen receptor antagonist program for treatment of hormonally-driven cancers. The value of the IPR&D was calculated
using cash flow projections discounted for the inherent risk in such projects. Probability of success factors ranging from
37% – 52.0% were used to reflect inherent clinical and regulatory risk. The discount rate applied was 15.5%. The IPR&D
related to the acquisition of Flexible Stenting Solutions, Inc. of $21 million is associated with the approval for peripheral
vascular indications, including the superficial femoral artery indication. A probability of success factor of 100% was used
and a discount rate ranging between 16.5% – 17.5% was applied.

Certain businesses were acquired for $17,821 million in cash and stock and $1,204 million of liabilities assumed during
2012. These acquisitions were accounted for using the acquisition method and, accordingly, results of operations have
been included in the financial statements from their respective dates of acquisition.

The 2012 acquisitions included: Synthes, Inc., a global developer and manufacturer of orthopaedics devices; Guangzhou
Bioseal Biotech Co., Ltd. a developer of biologic combinations addressing moderate to severe hemostasis; Angiotech
Pharmaceuticals, Inc., intellectual property and know how related to the QuillTM Knotless Tissue-Closure Device;
Corimmun GmbH, a developer of a phase II treatment for CHF; Calibra Medical, Inc., a developer of a unique, wearable
three-day insulin patch for convenient and discreet mealtime dosing for people with diabetes who take multiple daily
injections of insulin; Spectrum Vision LLC, a full service distributor of contact lenses serving Russia with facilities in the
Ukraine and Kazakhstan; and marketing authorizations, trademarks, and patents extending ZYRTEC® related market rights
in Australia and Canada.

The excess of purchase price over the estimated fair value of tangible assets acquired amounted to $15,785 million and has
been assigned to identifiable intangible assets, with any residual recorded to goodwill. Of this amount, approximately $208
million has been identified as the value of IPR&D associated with the acquisitions of Corimmun GmbH and Synthes, Inc.

The IPR&D related to the acquisition of Synthes, Inc. of $63 million is associated with orthopaedic devices, and the IPR&D
associated with Corimmun of $145 million is related to a CHF treatment. These IPR&D values were calculated using the
cash flow projections discounted for the risk inherent in such projects. Synthes, Inc. had a probability of success factor of
100%, discounted using a 14% rate. Corimmun had a probability of success factor of 38%, discounted using a 25% rate.
During 2013, the Company recorded a charge of $0.2 billion for the impairment of the in-process research and
development associated with Corimmun.

During the fiscal second quarter of 2012, the Company completed the acquisition of Synthes, Inc., a global developer and
manufacturer of orthopaedics devices, for a purchase price of $20.2 billion in cash and stock. The net acquisition cost of
the transaction is $17.5 billion based on cash on hand at closing of $2.7 billion.

Under the terms of the agreement, each share of Synthes, Inc. common stock was exchanged for CHF 55.65 in cash and
1.717 shares of Johnson & Johnson common stock, based on the calculated exchange ratio. The exchange ratio was
calculated on June 12, 2012 and based on the relevant exchange rate and closing price of Johnson & Johnson common
stock on that date, the total fair value of consideration transferred was $19.7 billion. When the acquisition was completed
on June 14, 2012, based on the relevant exchange rate and closing price of Johnson & Johnson common stock on that
date, the total fair value of the consideration transferred was $20.2 billion. Janssen Pharmaceutical, a company organized
under the laws of Ireland and a wholly-owned subsidiary of Johnson & Johnson, used cash on hand to satisfy the cash
portion of the merger consideration.

The stock portion of the merger consideration consisted of shares of Johnson & Johnson common stock purchased by
Janssen Pharmaceutical from two banks, pursuant to two accelerated share repurchase (ASR) agreements dated June 12,
2012. On June 13, 2012, Janssen Pharmaceutical purchased an aggregate of approximately 203.7 million shares of
Johnson & Johnson common stock at an initial purchase price of $12.9 billion under the ASR agreements, with all of the
shares delivered to Janssen Pharmaceutical on June 13, 2012. During the fiscal third quarter of 2013, the Company settled
the remaining liabilities under the ASR agreements for $2.9 billion in cash which was recorded as a reduction to equity.

In addition, while the Company believes that the transactions under each ASR agreement and a series of related internal
transactions were consummated in a tax efficient manner in accordance with applicable law, it is possible that the Internal
Revenue Service could assert one or more contrary positions to challenge the transactions from a tax perspective. If
challenged, an amount up to the total purchase price for the Synthes shares could be treated as subject to applicable U.S.
tax at approximately the statutory rate to the Company, plus interest.

Johnson & Johnson 2013 Annual Report • 51



The following table summarizes the consideration transferred to acquire Synthes, Inc. valued on the acquisition date of
June 14, 2012:

(Dollars in Millions)

Cash (multiply 55.65CHF by shares of Synthes common stock outstanding by the exchange rate)(A) $6,902

Common Stock (multiply 1.717 by shares of Synthes common stock outstanding by J&J stock price)(B) $13,335

Total fair value of consideration transferred $20,237

(A) Synthes common stock outstanding of 118.7 million shares as of the acquisition date and CHF/USD exchange rate of .95674.
(B) Johnson & Johnson closing stock price on the New York Stock Exchange as of acquisition date of $65.45 per share.

During the fiscal second quarter of 2013, the Company finalized the purchase price allocation to the individual assets
acquired and liabilities assumed using the acquisition method. The following table presents the amounts recognized for
assets acquired and liabilities assumed as of the acquisition date with adjustments made through June 30, 2013:

(Dollars in Millions)

Cash & Cash equivalents $2,749

Inventory 1,194

Accounts Receivable, net 738

Other current assets 238

Property, plant and equipment 1,253

Goodwill 6,074

Intangible assets 12,861

Other non-current assets 46

Total Assets Acquired 25,153

Current liabilities 1,081

Deferred Taxes 3,506

Other non-current liabilities 329

Total Liabilities Assumed 4,916

Net Assets Acquired $20,237

The adjustments made since the date of acquisition were to account for changes to inventory, based on the results of the
physical inventory counts and deferred taxes, to reflect the statutory tax rate that is being applied to the intangible assets.
The revisions to the purchase price allocation were not material to the Statements of Consolidated Earnings or the
Consolidated Balance Sheet for the fiscal second quarter of 2013 and prior fiscal quarters.

The assets acquired are recorded in the Medical Devices and Diagnostics segment. The acquisition of Synthes, Inc.
resulted in $6.1 billion of goodwill. The goodwill is primarily attributable to synergies expected to arise from the acquisition
of Synthes, Inc. The goodwill is not deductible for tax purposes.

The purchase price allocation to the identifiable intangible assets before the effect of any amortization included in the
current period balance sheet is as follows:

(Dollars in Millions)

Intangible assets with definite lives:

Customer relationships $9,870

Patents and technology 1,508

Total amortizable intangibles 11,378

Trademark and Trade name 1,420

In-process research and development 63

Total intangible assets $12,861
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The Customer Relationship intangible lives were determined using the projected customer retention period based on
historical experience. Synthes has a broad product portfolio, including trauma, spine, cranio-maxillofacial, biomaterials and
power tools. An analysis was performed to determine the lives for each of the Customer Relationship assets in the distinct
product areas. The calculations to determine useful lives included attrition rates and discounted future cash flows by
product area. This analysis resulted in a weighted average life of 22 years for the Customer Relationship assets.

The Patents and Technology intangible lives were derived based on technology obsolescence rates that are
commensurate with the nature of the Synthes businesses. New product introductions are predominantly incremental
enhancements to existing platforms and are infrequently transformational. An analysis was performed to determine the lives
for each of the Patents and Technology assets in each distinct product area. The calculations to determine useful lives
included assumptions on technology obsolescence and discounted future cash flows by product area. This analysis
resulted in a weighted average life of 18 years for the Patents and Technology assets.

A weighted average of the values and lives ascribed to the Customer Relationship and Patents and Technology intangible
assets results in a 21 year weighted average life.

The Trademark and Trade name asset values were determined to have an indefinite life based on a number of factors,
including trade name history, the competitive environment, market share and future operating plans. Additionally, in-
process research and development intangible assets were valued for technology programs for unapproved products.

The value of the IPR&D was calculated using cash flow projections discounted for the risk inherent in such projects. The
discount rate applied was 14%.

The Company is in the process of executing the integration plans to combine businesses, sales organizations, systems
and locations as a result of which the Company has and will continue to incur integration costs.

The operating results of Synthes were reported in the Company’s financial statements beginning on June 14, 2012. Total
sales and net earnings for Synthes for the fiscal year ended December 30, 2012 were $2,159 million and $324 million,
respectively.

The following table provides pro forma results of operations for the fiscal year ended December 30, 2012 and January 1,
2012, as if Synthes, Inc. had been acquired as of January 3, 2011. The pro forma results include the effect of divestitures
and certain purchase accounting adjustments such as the estimated changes in depreciation and amortization expense on
the acquired tangible and intangible assets. However, pro forma results do not include any anticipated cost savings or
other effects of the integration of Synthes, Inc. Accordingly, such amounts are not necessarily indicative of the results if the
acquisition had occurred on the dates indicated or which may occur in the future.

Unaudited Pro forma
consolidated results

(Dollars in Millions Except Per Share Amounts) 2012 2011

Net Sales $68,894 68,741

Net Earnings attributable to Johnson & Johnson $11,564 9,427

Diluted Net Earnings per share attributable to Johnson & Johnson $4.11 3.40

The Company recorded acquisition related costs before tax of $683 million and $1,028 million in 2013 and 2012,
respectively, which were recorded in Cost of products sold and Other (income) expense.

In connection with the Synthes acquisition, DePuy Orthopaedics, Inc. agreed to divest certain rights and assets related to
its trauma business to Biomet, Inc. and completed the initial closing for this transaction in the fiscal second quarter of
2012, including those countries that represented the majority of sales. As of December 30, 2012, the transaction had
closed worldwide.

Certain businesses were acquired for $2,797 million in cash and $228 million of liabilities assumed during 2011. These
acquisitions were accounted for using the acquisition method and, accordingly, results of operations have been included
in the financial statements from their respective dates of acquisition.

The 2011 acquisitions included: Crucell N.V., a global biopharmaceutical company focused on the research &
development, production and marketing of vaccines and antibodies against infectious disease worldwide; the over-the-
counter brands of J.B. Chemicals & Pharmaceuticals Limited, including RINZA®, Russia’s leading multi-symptom cough
and cold brand, and DOKTOR MOM®, Russia’s number two selling cough brand, as well as several other brands; full
ownership of the Johnson & Johnson-Merck Consumer Pharmaceuticals Co. joint venture in the U.S. from Merck Sharp &
Dohme Corp; and SterilMed, Inc., a leader in the reprocessing and remanufacturing of medical devices in the U.S.
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The excess of purchase price over the estimated fair value of tangible assets acquired amounted to $2,657 million and has
been assigned to identifiable intangible assets, with any residual recorded to goodwill. Of this amount, approximately $982
million has been identified as the value of IPR&D associated with the acquisition of Crucell N.V.

The IPR&D related to the acquisition of Crucell N.V. of $982 million is associated with vaccines and antibodies that
prevent and/or treat infectious diseases. The value of the IPR&D was calculated using cash flow projections discounted
for the risk inherent in such projects. Probability of success factors ranging from 14% – 81% were used to reflect inherent
clinical and regulatory risk. The discount rate applied was 16%. During 2012, the Company recorded a charge of $0.5
billion for the intangible asset write-down and $0.4 billion for the impairment of the in-process research and development
related to the Crucell business. During 2013, the Company recorded a charge of $0.4 billion for the impairment of the in-
process research and development related to the Crucell business.

With the exception of the Synthes, Inc. acquisition, supplemental pro forma information for 2013, 2012 and 2011 in
accordance with U.S. GAAP standards related to business combinations, and goodwill and other intangible assets, is not
provided, as the impact of the aforementioned acquisitions did not have a material effect on the Company’s results of
operations, cash flows or financial position.

During 2013, the Company divestitures included: women’s sanitary protection products in the U.S., Canada and the
Caribbean to Energizer Holdings, Inc.; Rolaids® to Chattem, Inc.; DORIBAX® rights to Shionogi; and the sale of certain
consumer brands and certain pharmaceutical products. In 2013, the gains on the divestitures of businesses were $0.1
billion. During 2012, the Company divestitures included: BYSTOLIC® (nebivolol) IP rights to Forest Laboratories, Inc.; the
trauma business of Depuy Orthopaedics, Inc. to Biomet, Inc.; the Therakos business to an affiliate of Gores Capital
Partners III, L.P.; the sale of certain consumer brands; and the RhoGAM® business. In 2012, the gains on the divestitures
of businesses were $0.9 billion. During 2011, the Company divestitures included the Animal Health Business to Elanco, a
Division of Eli Lilly; MONISTAT® in Canada, the U.S. and its territories (including Puerto Rico); assets of the Ortho
Dermatologics division in the U.S. to subsidiaries of Valeant Pharmaceuticals International, Inc.; and the Surgical
Instruments Business of Codman & Shurtleff, Inc. In 2011, the gains on the divestitures of businesses were $1.0 billion.

In January 2014, the Company received a binding offer from The Carlyle Group to acquire the Ortho-Clinical Diagnostics
business for $4.15 billion. The purchase price will be reduced at closing by approximately $0.2 billion, primarily for certain
retained working capital, and will be subject to other customary adjustments. The Company expects this transaction to
close sometime during the middle of 2014, pending fulfillment of certain conditions, including, but not limited to, the
receipt of applicable anti-trust clearances and other customary closing requirements.

21. Legal Proceedings

Johnson & Johnson and certain of its subsidiaries are involved in various lawsuits and claims regarding product liability,
intellectual property, commercial and other matters; governmental investigations; and other legal proceedings that arise
from time to time in the ordinary course of their business.

The Company records accruals for such contingencies when it is probable that a liability will be incurred and the amount
of the loss can be reasonably estimated. As of December 29, 2013, the Company has determined that the liabilities
associated with certain litigation matters are probable and can be reasonably estimated. The Company has accrued for
these matters and will continue to monitor each related legal issue and adjust accruals as might be warranted based on
new information and further developments in accordance with ASC 450-20-25. For these and other litigation and
regulatory matters discussed below for which a loss is probable or reasonably possible, the Company is unable to
determine an estimate of the possible loss or range of loss beyond the amounts already accrued. These matters can be
affected by various factors, including whether damages sought in the proceedings are unsubstantiated or indeterminate;
scientific and legal discovery has not commenced or is not complete; proceedings are in early stages; matters present
legal uncertainties; there are significant facts in dispute; or there are numerous parties involved.

In the Company’s opinion, based on its examination of these matters, its experience to date and discussions with counsel,
the ultimate outcome of legal proceedings, net of liabilities accrued in the Company’s balance sheet, is not expected to
have a material adverse effect on the Company’s financial position. However, the resolution in any reporting period of one
or more of these matters, either alone or in the aggregate, may have a material adverse effect on the Company’s results of
operations and cash flows for that period.

PRODUCT LIABILITY

Certain subsidiaries of Johnson & Johnson are involved in numerous product liability claims and lawsuits involving multiple
products. Claimants in these cases seek substantial compensatory and, where available, punitive damages. While these
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subsidiaries believe they have substantial defenses, it is not feasible to predict the ultimate outcome of litigation. The
Company has established product liability accruals in compliance with ASC 450-20 based on currently available
information, which in some cases may be limited. Changes to the accruals may be required in the future as additional
information becomes available.

The most significant of these cases include LEVAQUIN®, the ASR™ XL Acetabular System and DePuy ASR™ Hip
Resurfacing System, the PINNACLE® Acetabular Cup System, RISPERDAL®, pelvic meshes, DURAGESIC® /fentanyl
patches and TOPAMAX®. As of December 29, 2013, in the U.S. there were approximately 1,165 plaintiffs with direct
claims in pending lawsuits regarding injuries allegedly due to LEVAQUIN®, 12,340 with respect to the ASR™ XL
Acetabular System and DePuy ASR™ Hip Resurfacing System, 5,560 with respect to the PINNACLE® Acetabular Cup
System, 500 with respect to RISPERDAL®, 28,810 with respect to pelvic meshes, 22 with respect to DURAGESIC®/
fentanyl patches and 140 with respect to TOPAMAX®.

In August 2010, DePuy Orthopaedics, Inc. (DePuy) announced a worldwide voluntary recall of its ASR™ XL Acetabular
System and DePuy ASR™ Hip Resurfacing System used in hip replacement surgery. Claims for personal injury have been
made against DePuy and Johnson & Johnson, and the number of pending lawsuits continues to increase. Cases filed in
Federal courts in the United States have been organized as a multi-district litigation in the United States District Court for
the Northern District of Ohio. Litigation has also been filed in countries outside of the United States, primarily in the United
Kingdom, Canada and Australia. In November 2013, DePuy reached an agreement with a Court-appointed committee of
lawyers representing ASR™ Hip System plaintiffs to establish a program to settle claims with eligible ASR patients in the
United States who had surgery to replace their ASR hip, known as revision surgery, as of August 31, 2013. The U.S.
settlement is valued at approximately $2.5 billion, based on an estimate of 8,000 patients participating in the program. This
settlement program is expected to bring to a close significant ASR litigation activity in the U.S. However, many lawsuits in
the U.S. will remain; and the settlement program does not address litigation outside of the U.S. The Company continues to
receive information with respect to potential costs associated with this recall on a worldwide basis. Updates to existing
accruals associated with the ASR may be required in the future as additional information becomes available.

Claims for personal injury have also been made against DePuy and Johnson & Johnson relating to DePuy’s PINNACLE®

Acetabular Cup System used in hip replacement surgery. The number of pending product liability lawsuits continues to
increase, and the Company continues to receive information with respect to potential costs and the anticipated number of
cases. Cases filed in Federal courts in the United States have been organized as a multi-district litigation in the United
States District Court for the Northern District of Texas. The Company has established a product liability accrual in
anticipation of product liability litigation associated with DePuy’s PINNACLE® Acetabular Cup System. Changes to this
accrual may be required in the future as additional information becomes available.

Claims for personal injury have been made against Ethicon, Inc. (Ethicon) and Johnson & Johnson arising out of Ethicon’s
pelvic mesh devices used to treat stress urinary incontinence and pelvic organ prolapse. The number of pending product
liability lawsuits continues to increase, and the Company continues to receive information with respect to potential costs
and the anticipated number of cases. Cases filed in Federal courts in the United States have been organized as a multi-
district litigation in the United States District Court for the Southern District of West Virginia. In addition, class actions and
individual personal injury cases or claims have been commenced in Australia, Belgium, Canada, England, Israel, Italy, the
Netherlands, Scotland and Venezuela, seeking damages for alleged injury resulting from Ethicon’s pelvic mesh devices.
The Company has established a product liability accrual in anticipation of product liability litigation associated with
Ethicon’s pelvic mesh products. Changes to this accrual may be required in the future as additional information becomes
available.

INTELLECTUAL PROPERTY

Certain subsidiaries of Johnson & Johnson are subject, from time to time, to legal proceedings and claims related to
patent, trademark and other intellectual property matters arising out of their business. The most significant of these matters
are described below.

PATENT INFRINGEMENT

Certain subsidiaries of Johnson & Johnson are involved in lawsuits challenging the coverage and/or validity of the patents
on their products. Although these subsidiaries believe that they have substantial defenses to these challenges with respect
to all material patents, there can be no assurance as to the outcome of these matters, and a loss in any of these cases
could potentially adversely affect the ability of these subsidiaries to sell their products, or require the payment of past
damages and future royalties.
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Medical Devices and Diagnostics

In January 2010, Tyco Healthcare Group, LP (Tyco) and U.S. Surgical Corporation (now Covidien plc) filed a lawsuit
against Ethicon Endo-Surgery, Inc. (EES) in the United States District Court for the District of Connecticut alleging that
several features of EES’s HARMONIC® Scalpel infringed three Tyco patents. Tyco is seeking monetary damages and
injunctive relief. The case was tried in July 2012, and in March 2013, the Court ruled that EES’s HARMONIC Scalpel
infringed Tyco’s patents and ordered EES to pay damages of approximately $176 million. EES has appealed the decision
to the United States Court of Appeals for the Federal Circuit. The Company believes EES has strong arguments
supporting its appeal. Because the Company believes that the potential for an unfavorable outcome is not probable, it has
not established an accrual with respect to the case.

In October 2007, Bruce Saffran (Saffran) filed a patent infringement lawsuit against Johnson & Johnson and Cordis
Corporation (Cordis) in the United States District Court for the Eastern District of Texas alleging that Cordis’s sales of its
CYPHER® Stent willfully infringed the U.S. Patent No. 5,653,760. In January 2011, the jury awarded Saffran $482 million.
In March 2011, the Court entered judgment against Cordis in the amount of $593 million, representing the jury verdict,
plus $111 million in pre-judgment interest. In April 2013, the United States Court of Appeals for the Federal Circuit
reversed the judgment and held that Cordis did not infringe Plaintiff’s patent as a matter of law. Plaintiff filed a Petition for
Certiorari with the United States Supreme Court, which was denied in January 2014.

In November 2007, Roche Diagnostics Operations, Inc., et al. (Roche) filed a patent infringement lawsuit against LifeScan,
Inc. (LifeScan) in the United States District Court for the District of Delaware, alleging LifeScan’s OneTouch® line of blood
glucose monitoring systems infringe two patents related to the use of microelectrode sensors. In September 2009,
LifeScan obtained a favorable ruling on claim construction that precluded a finding of infringement. The Court entered
judgment against Roche in July 2010 and Roche appealed. The Court of Appeals reversed the District Court’s ruling on
claim construction and remanded the case to the District Court for new findings on the issue. Roche is seeking monetary
damages and injunctive relief.

In June 2009, Rembrandt Vision Technologies, L.P. (Rembrandt) filed a patent infringement lawsuit against Johnson &
Johnson Vision Care, Inc. (JJVC) in the United States District Court for the Eastern District of Texas alleging that JJVC’s
manufacture and sale of its ACUVUE® ADVANCE® and ACUVUE® OASYS® Hydrogel Contact Lenses infringe their U.S.
Patent No. 5,712,327 (the Chang patent). Rembrandt is seeking monetary relief. The case was transferred to the United
States District Court for the Middle District of Florida. In May 2012, the jury returned a verdict holding that neither of the
accused lenses infringes the ‘327 patent. Rembrandt appealed, and in August 2013, the United States Court of Appeals
for the Federal Circuit affirmed the District Court’s judgment. Rembrandt has asked the District Court to grant it a new trial
based on alleged new evidence, and the Court’s decision on that motion is pending.

In September 2011, LifeScan, Inc. (LifeScan) filed a lawsuit against Shasta Technologies, Instacare Corp and Conductive
Technologies (collectively, Shasta) in the United States District Court for the Northern District of California for patent
infringement for the making and marketing of a strip for use in LifeScan’s OneTouch® Blood Glucose Meters. In November
2012, Shasta got a limited approval from the United States Food and Drug Administration (FDA) for its strips. In
December 2012, LifeScan filed an additional lawsuit in the same court alleging violation of the Lanham Act based on
Shasta’s packaging. LifeScan moved for, and the District Court granted, a preliminary injunction prohibiting Shasta from
marketing their strips. Shasta appealed, and in November 2013, the Court of Appeals for the Federal Circuit reversed the
grant of the preliminary injunction. A preliminary injunction prohibiting Shasta from marketing their strips with objectionable
labeling also was granted in the Lanham Act case and was affirmed on appeal in January 2014. The defendants
challenged the validity of the asserted patents in the U.S. Patent and Trademark Office (USPTO) and the patent
infringement case has been stayed pending the outcome of the validity proceedings. The validity of two of the patents was
confirmed by the USPTO and a decision regarding the validity of the third patent is pending. In April 2013 defendants
brought counterclaims for antitrust violations and false advertising and those claims have been stayed pending resolution
of the patent infringement case.

In November 2011, Howmedica Osteonics Corp. (Howmedica) and Stryker Ireland Ltd. (Stryker) filed a patent
infringement lawsuit against DePuy Orthopaedics, Inc. (DePuy) in the United States District Court for the District of
New Jersey alleging infringement by DePuy’s PINNACLE® Acetabular Cup System and DURALOC® Acetabular Cup
System of a patent relating to a dual-locking mechanism feature in an acetabular cup system. Howmedica and Stryker are
seeking monetary damages and injunctive relief. DePuy filed its answer in February 2012 and filed a counterclaim
asserting that Stryker’s Trident Acetabular Hip System infringes DePuy’s U.S. Patent No. 6,610,097. DePuy is seeking
damages and injunctive relief from Howmedica and Stryker.

In May 2012, Medtronic MiniMed, Inc., Medtronic Puerto Rico Operations Co. and MiniMed Distribution Corp.
(collectively, Medtronic MiniMed) filed a patent infringement lawsuit against Animas Corporation in the United States
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District Court for the Central District of California alleging that Animas’ OneTouch® Ping® Glucose Management System
and the IR 1250, IR 2020 and IR 2000 insulin pumps infringe nine of their patents. Medtronic MiniMed is seeking
monetary damages and injunctive relief.

In March 2013, Medinol Ltd. (Medinol) filed a patent infringement lawsuit against Cordis Corporation (Cordis) and
Johnson & Johnson in the United States District Court for the Southern District of New York alleging that all of Cordis’s
sales of the CYPHER® and CYPHER SELECT® Stents made in the United States since 2005 willfully infringed four of
Medinol’s patents directed to the geometry of articulated stents. Medinol is seeking damages and attorney’s fees.

Pharmaceutical

In May 2009, Abbott Biotechnology Ltd. (Abbott) filed a patent infringement lawsuit against Centocor, Inc. (Centocor)
(now Janssen Biotech, Inc. (JBI)) in the United States District Court for the District of Massachusetts alleging that
SIMPONI® infringes Abbott’s U.S. Patent Nos. 7,223,394 and 7,541,031 (the Salfeld patents). Abbott is seeking
monetary damages and injunctive relief. Oral argument on summary judgment motions was held in December 2013. The
parties are awaiting a decision.

In August 2009, Abbott GmbH & Co. (Abbott GmbH) and Abbott Bioresearch Center filed a patent infringement lawsuit
against Centocor (now JBI) in the United States District Court for the District of Massachusetts alleging that STELARA®

infringes two United States patents assigned to Abbott GmbH. JBI filed a complaint in the United States District Court for
the District of Columbia for a declaratory judgment of non-infringement and invalidity of the Abbott GmbH patents, as well
as a Complaint for Review of a Patent Interference Decision that granted priority of invention on one of the two asserted
patents to Abbott GmbH. The cases have been transferred from the District of Columbia to the District of Massachusetts.
Trial was held in September 2012 with a jury verdict in favor of JBI, invalidating Abbott’s patent claims. In March 2013, the
Court denied Abbott’s post-trial motions challenging the outcome and granted JBI’s motion on the appeal of the
interference decision. Abbott filed its notice of appeal in April 2013. Oral argument is scheduled for March 2014 in the
Court of Appeals for the Federal Circuit. Also in August 2009, Abbott GmbH and Abbott Laboratories Limited brought a
patent infringement lawsuit in The Federal Court of Canada alleging that STELARA® infringes Abbott GmbH’s Canadian
patent. A trial was held in December 2013 in the Canadian Case. In January 2014, the Court ruled in favor of Abbott,
finding that the asserted claims were valid and infringed by STELARA®. Janssen will appeal that decision. The Company
believes Janssen has strong arguments supporting its appeal. In addition to the U.S. and Canadian litigations, in August
2012, Abbott filed patent infringement lawsuits in the Netherlands, Switzerland and Germany. In each of the above cases,
Abbott is seeking monetary damages and injunctive relief.

LITIGATION AGAINST FILERS OF ABBREVIATED NEW DRUG APPLICATIONS (ANDAs)

The following summarizes lawsuits pending against generic companies that filed Abbreviated New Drug Applications
(ANDAs) seeking to market generic forms of products sold by various subsidiaries of Johnson & Johnson prior to expiration
of the applicable patents covering those products. These ANDAs typically include allegations of non-infringement,
invalidity and unenforceability of the applicable patents. In the event the subsidiaries are not successful in these actions, or
the statutory 30-month stays of the ANDAs expire before the United States District Court rulings are obtained, the third-
party companies involved will have the ability, upon approval of the FDA, to introduce generic versions of the products at
issue, resulting in very substantial market share and revenue losses for those products.

ORTHO TRI-CYCLEN® LO

A number of generic companies filed ANDAs seeking approval to market generic versions of ORTHO TRI-CYCLEN® LO.
Janssen Pharmaceuticals, Inc. (JPI) filed patent infringement lawsuits against these generic companies seeking an Order
enjoining them from marketing their generic versions of ORTHO TRI-CYCLEN® LO prior to the expiration of JPI’s patent
relating to ORTHO TRI-CYCLEN® LO (the OTCLO patent). In 2012, JPI entered into settlement agreements with certain of
these generic companies. The two remaining cases were concluded in the fiscal first quarter of 2013, as described below.

In January 2010, Ortho-McNeil-Janssen Pharmaceuticals, Inc. (OMJPI) (now JPI) filed a patent infringement lawsuit against
Lupin Ltd. and Lupin Pharmaceuticals, Inc. (collectively, Lupin) in the United States District Court for the District of
New Jersey in response to Lupin’s ANDA seeking approval to market a generic version of ORTHO TRI-CYCLEN® LO
prior to the expiration of the OTCLO patent. Lupin filed a counterclaim alleging invalidity of the patent. In September 2012,
the Court issued a decision in favor of JPI upholding the validity of the patent and ordering that the effective date of the
approval of Lupin’s ANDA (which had previously been approved) be not earlier than the expiration of the OTCLO patent.
Lupin appealed the decision and in March 2013, JPI and Lupin entered into a settlement agreement pursuant to which
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Lupin was granted a license under the OTCLO patent to market its generic version of ORTHO TRI-CYCLEN® LO starting
December 31, 2015 (or earlier under certain circumstances).

In October 2011, JPI filed a patent infringement lawsuit against Sun Pharma Global FZE and Sun Pharmaceutical
Industries (collectively, Sun) in the United States District Court for the District of New Jersey in response to Sun’s ANDA
seeking approval to market a generic version of ORTHO TRI-CYCLEN® LO prior to the expiration of the OTCLO patent.
In February 2013, JPI and Sun entered into a settlement agreement pursuant to which Sun was granted a license under
the OTCLO patent to market its generic version of ORTHO TRI-CYCLEN® LO starting December 31, 2015 (or earlier
under certain circumstances), if and when they obtain FDA approval.

PREZISTA®

A number of generic companies have filed ANDAs seeking approval to market generic versions of PREZISTA®. In
November 2010, Tibotec, Inc. (now Tibotec, LLC) and Tibotec Pharmaceuticals (now Janssen R&D Ireland) (collectively,
Tibotec) filed a patent infringement lawsuit against Lupin, Ltd., Lupin Pharmaceuticals, Inc. (collectively, Lupin), Mylan, Inc.
and Mylan Pharmaceuticals, Inc. (collectively, Mylan) in the United States District Court for the District of New Jersey in
response to Lupin’s and Mylan’s respective ANDAs seeking approval to market generic versions of Tibotec’s PREZISTA®

product before the expiration of Tibotec’s patent relating to PREZISTA®. Lupin and Mylan each filed counterclaims
alleging non-infringement and invalidity. In July 2011, Tibotec filed another patent infringement lawsuit against Lupin in the
United States District Court for the District of New Jersey in response to Lupin’s supplement to its ANDA to add new
dosage strengths for its proposed product. In August 2011, Tibotec and G.D. Searle & Company (G.D. Searle) filed a
patent infringement lawsuit against Lupin and Mylan in response to their notice letters advising that their ANDAs are
seeking approval to market generic versions of Tibotec’s PREZISTA® product before the expiration of two patents relating
to PREZISTA® that Tibotec exclusively licenses from G.D. Searle.

In March 2011, Tibotec and G.D. Searle filed a patent infringement lawsuit against Teva Pharmaceuticals USA, Inc. and
Teva Pharmaceuticals, Ltd. (collectively, Teva) in the United States District Court for the District of New Jersey in response
to Teva’s ANDA seeking approval to market a generic version of PREZISTA® before the expiration of certain patents
relating to PREZISTA® that Tibotec either owns or exclusively licenses from G.D. Searle.

In March 2011, Tibotec filed a patent infringement lawsuit against Hetero Drugs, Ltd. Unit III and Hetero USA Inc.
(collectively, Hetero) in the United States District Court for the District of New Jersey in response to Hetero’s ANDA
seeking approval to market a generic version of PREZISTA® before the expiration of certain patents relating to
PREZISTA® that Tibotec exclusively licenses from G.D. Searle. In July 2011, upon agreement by the parties, the Court
entered a stay of the lawsuit pending a final decision in the lawsuit against Teva with respect to the validity and/or
enforceability of the patents that Tibotec licenses from G.D. Searle, with Hetero agreeing to be bound by such final
decision. In September 2013, the lawsuit against Hetero was dismissed because Hetero is no longer seeking FDA
approval to market its generic version of PREZISTA® before the expiration of the relevant patents.

In September 2011, the Court consolidated the above lawsuits, as well as lawsuits brought by the United States
Government against each of the defendants for infringement of a United States Government-owned patent relating to
PREZISTA®, for purposes of pre-trial discovery and trial, with the proviso that after discovery is completed, any party can
move to have the cases de-consolidated for trial.

In May and June 2012, Janssen Products, LP and Janssen R&D Ireland (collectively, Janssen) and G.D. Searle filed a
patent infringement lawsuit against Lupin, Teva and Mylan in the United States District Court for the District of New Jersey,
alleging infringement of newly issued United States Reissue Patent No. Re42,889, which Janssen exclusively licenses
from G.D. Searle. In August 2012, Janssen and G.D. Searle filed a patent infringement lawsuit against Lupin, Teva and
Mylan in the United States District Court for the District of New Jersey, alleging infringement of newly issued United States
Reissue Patent No. Re43,596, which Janssen exclusively licenses from G.D. Searle. These cases have been consolidated
with the above lawsuits. In October 2012, Janssen filed a motion to file a Supplemental Complaint against Lupin, Teva and
Mylan in the United States District Court for the District of New Jersey, alleging infringement of United States Patent Nos.
7,772,411 (Mylan only), 7,126,015 (Lupin and Teva only) and 7,595,408 (Lupin and Teva only). In January 2013, the
Court permitted these three additional patents to be added to the consolidated action. In March 2013, Janssen filed a
patent infringement lawsuit against Hetero in the United States District Court for the District of New Jersey, alleging
infringement of United States Patent Nos. 7,126,015 and 7,595,408.

In May 2013, Lupin notified Janssen that it filed an ANDA seeking approval to market a new dosage strength of its generic
version of PREZISTA®. In response, Janssen filed a patent infringement lawsuit in the United States District Court for the
District of New Jersey, alleging that Lupin’s new dosage strength would infringe the same patents that Janssen is asserting
against Lupin in the original action.
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In June 2013, Janssen and G.D. Searle dismissed their claims relating to the patents owned by G.D. Searle against Lupin
and Mylan, and in July 2013, Janssen and G.D. Searle dismissed their claims relating to those patents against Teva. A trial
on the remaining patents has been scheduled for March 2014.

In November 2013, Janssen filed a patent infringement lawsuit against Teva in the United States District Court for the
District of New Jersey, alleging infringement of newly issued United States Patent No. 8,518,987.

In each of the above lawsuits, Tibotec and Janssen are seeking an Order enjoining the defendants from marketing their
generic versions of PREZISTA® before the expiration of the relevant patents.

CONCERTA®

In June 2013, ALZA Corporation and Janssen Pharmaceuticals, Inc. (collectively, Janssen) filed patent infringement
lawsuits in the District Court for the District of Delaware against (1) Par Pharmaceuticals, Inc., Actavis Elizabeth LLC and
Actavis, Inc. (collectively, Par) and (2) Osmotica Kereskedelmies Szolgaltato Kft (Osmotica) and Norwich Pharmaceuticals,
Inc. (Norwich) in response to those parties’ ANDAs seeking approval to market a generic version of CONCERTA® before
the expiration of United States Patent No. 8,163,798 (the ‘798 patent). In each of the above lawsuits, Janssen is seeking
an Order enjoining the defendants from marketing their generic versions of CONCERTA® before the expiration of the ‘798
patent. In September 2013, Janssen dismissed Actavis Elizabeth LLC and Actavis, Inc. from the case. The claims against
Par Pharmaceuticals, Inc., Osmotica and Norwich remain. In addition, in September 2013, Par and Osmotica filed
counterclaims against Janssen seeking declarations of invalidity and noninfringement of the patent-in-suit, and Norwich
filed a motion to dismiss.

NUCYNTA® AND NUCYNTA® ER

In July 2013, Janssen Pharmaceuticals, Inc. (JPI) filed patent infringement lawsuits in the United States District Court for
the District of New Jersey against Actavis Elizabeth LLC, Actavis Inc. and Actavis LLC (collectively, Actavis), as well as
Alkem Laboratories Limited and Ascend Laboratories, LLC (collectively, Alkem). The patent infringement claims against
Actavis and Alkem relate to their respective ANDAs seeking approval to market a generic version of NUCYNTA® ER
before the expiration of United States Reissue Patent No. 39,593 (the ‘593 patent), United States Patent No. 7,994,364
(the ‘364 patent) and, as to Actavis only, United States Patent No. 8,309,060 (the ‘060 patent). The lawsuit also includes
a patent infringement claim against Alkem in response to its ANDA seeking approval to market a generic version of
NUCYNTA® before the expiration of the ‘593 and ‘364 patents. JPI is seeking an Order enjoining the defendants from
marketing their generic versions of NUCYNTA® ER and NUCYNTA® before the expiration of the asserted patents. In
October 2013, JPI received a Paragraph IV Notice from Sandoz, Inc. with respect to NUCYNTA® related to the ‘364
patent, and a Paragraph IV Notice from Roxane Laboratories, Inc. (Roxane) with respect to NUCYNTA® related to the ‘593
and ‘364 patents and United States Patent No. 6,071,970. In response to those notices, JPI filed an additional complaint
in the United States District Court for the District of New Jersey against Roxane and Sandoz asserting the ‘364 patent
against Sandoz and the ‘364 and ‘593 patents against Roxane. In December 2013, JPI filed an additional complaint in the
District Court of New Jersey against Alkem asserting United States Patent No. 8,536,130 related to its ANDA seeking
approval to market a generic version of NUCYNTA® ER.

OTHER INTELLECTUAL PROPERTY MATTERS

In December 2009, the State of Israel filed a lawsuit in the District Court in Tel Aviv Jaffa against Omrix
Biopharmaceuticals, Inc. and various affiliates (Omrix). In the lawsuit, the State claims that an employee of a government-
owned hospital was the inventor on several patents related to fibrin glue technology that the employee developed while he
was a government employee. The State claims that he had no right to transfer any intellectual property to Omrix because it
belongs to the State. The State is seeking damages plus royalties on QUIXIL™ and EVICEL™ products, or alternatively,
transfer of the patents to the State.

In March 2012, Noramco, Inc. (Noramco) moved to intervene in three patent infringement lawsuits filed in the
United States District Court for the Southern District of New York (SDNY) by Purdue Pharma L.P. and others (Purdue)
against Noramco oxycodone customers, Impax Laboratories, Inc. (Impax), Teva Pharmaceuticals USA, Inc. (Teva) and
Amneal Pharmaceuticals, LLC (Amneal). In February 2013, Noramco appeared on behalf of Noramco customers Watson
Laboratories, Inc. – Florida and Andrx Labs, LLC (collectively, Watson/Andrx) in a similar lawsuit filed by Purdue in the
SDNY. The lawsuits are in response to the defendants’ respective ANDAs seeking approval to market generic extended
release oxycodone products before the expiration of certain Purdue patents. Three of the asserted patents relate to
oxycodone and processes for making oxycodone, and Noramco has agreed to defend the lawsuits on behalf of Impax,
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Teva, Amneal and Watson/Andrx. Although Noramco did not participate, in November 2012, a trial in a lawsuit brought by
Purdue against another Noramco customer, Actavis Elizabeth, LLC (Actavis), took place. In April 2013, Actavis and
Watson/Andrx entered into confidential settlements with Purdue. Subsequently, the Court dismissed the Actavis lawsuit
as moot. The trial against Impax and Teva (as well as two parties not defended by Noramco) took place in September
2013 and as discussed above, Noramco defended Teva and Impax. In November 2013, Impax entered into a confidential
settlement with Purdue. In January 2014, the Court issued a decision invalidating the relevant Purdue patents.

In May 2012, Hospira UK Limited (Hospira) filed a revocation proceeding against The Kennedy Institute of Rheumatology
(Kennedy) challenging the validity of European Patent (UK) Nos. 0914157, 1593393 and 1941904, which relate to
REMICADE®. Janssen Biotech, Inc. (JBI) licenses those patents, as well as their foreign counterparts, from Kennedy.
Hospira was also seeking a declaration of non-infringement of those patents. In July 2013, the parties entered into a
confidential settlement resolving this proceeding.

In March, May and June 2013, Hospira affiliates filed impeachment/revocation proceedings against Kennedy’s Canadian,
Finnish and Hong Kong counterpart patents, respectively; however, the revocation proceedings in Finland and Hong Kong
were withdrawn in July 2013. In the proceeding in Canada, in October 2013, Kennedy, along with JBI, Janssen Inc. and
Cilag GmbH International, filed a counterclaim for infringement against Hospira Healthcare Corporation, Celltrion
Healthcare Co. Ltd and Celltrion Inc. The counterclaim alleges that the products described in Celltrion’s and Hospira’s
marketing application to Health Canada for their subsequent entry biologics (SEB) to REMICADE® would infringe the
Kennedy patents. In January 2014, Health Canada approved Celltrion’s and Hospira’s SEBs to REMICADE®.

In August 2012, Dr. James M. Swanson filed a lawsuit against ALZA Corporation (ALZA) in the Northern District of
California seeking to be added as an inventor on three ALZA-owned patents relating to CONCERTA®. Alternatively,
Dr. Swanson has alleged, among other things, that the patents-in-suit are invalid and/or unenforceable as a result of
ALZA’s alleged omission of Dr. Swanson as a named inventor on the patents. Dr. Swanson is seeking damages and an
award of unjust enrichment. ALZA filed a motion to dismiss Dr. Swanson’s claims. The Court granted the motion in part,
and denied it in part. Discovery in the case is ongoing.

In September 2013, Janssen Biotech, Inc. (JBI) and NYU Medical Center received an Office Action from the United States
Patent Office rejecting the claims in a co-owned patent relating to REMICADE® in a reexamination proceeding instituted
by a third party. Currently, the affected patent in the United States expires in September 2018. If, as a result of the
reexamination, it is finally concluded that the patent is invalid, the patent could not be relied upon to prevent the
introduction of biosimilar versions of REMICADE® in the United States. The remaining Janssen/NYU REMICADE®

patents, the latest to expire in December 2014, remain in full force and effect. The timing of the possible introduction of a
biosimilar version of REMICADE® would be subject to approval by the FDA. If a biosimilar version of REMICADE® were to
be approved, and introduced to the market, loss of exclusivity would likely result in a reduction in sales. JBI believes the
REMICADE® patent in question is valid and has responded to the Office Action to defend the patent, and if necessary, will
pursue available appeals.

GOVERNMENT PROCEEDINGS

Like other companies in the pharmaceutical and medical devices and diagnostics industries, Johnson & Johnson and
certain of its subsidiaries are subject to extensive regulation by national, state and local government agencies in the
United States and other countries in which they operate. As a result, interaction with government agencies is ongoing. The
most significant litigation brought by, and investigations conducted by, government agencies are listed below. It is possible
that criminal charges and substantial fines and/or civil penalties or damages could result from government investigations or
litigation.

AVERAGE WHOLESALE PRICE (AWP) LITIGATION

Johnson & Johnson and several of its pharmaceutical subsidiaries (the J&J AWP Defendants), along with numerous other
pharmaceutical companies, are defendants in a series of lawsuits in state and federal courts involving allegations that the
pricing and marketing of certain pharmaceutical products amounted to fraudulent and otherwise actionable conduct
because, among other things, the companies allegedly reported an inflated Average Wholesale Price (AWP) for the drugs
at issue. Payors alleged that they used those AWPs in calculating provider reimbursement levels. Many of these cases,
both federal actions and state actions removed to federal court, were consolidated for pre-trial purposes in a Multi-District
Litigation (MDL) in the United States District Court for the District of Massachusetts.

The plaintiffs in these cases included three classes of private persons or entities that paid for any portion of the purchase
of the drugs at issue based on AWP, and state government entities that made Medicaid payments for the drugs at issue

60 • Johnson & Johnson 2013 Annual Report



based on AWP. In June 2007, after a trial on the merits, the MDL Court dismissed the claims of two of the plaintiff classes
against the J&J AWP Defendants. In March 2011, the Court dismissed the claims of the third class against the J&J AWP
Defendants without prejudice.

AWP cases brought by various Attorneys General have proceeded to trial against other manufacturers. Several state
cases against certain subsidiaries of Johnson & Johnson have been settled, including those filed by Kentucky, Kansas,
Mississippi and Louisiana. The case filed by Illinois is set for trial in May 2014, and the Alaska case is set for trial in July
2014. Other state cases are likely to be set for trial in due course. In addition, an AWP case against the J&J AWP
Defendants brought by the Commonwealth of Pennsylvania was tried in Commonwealth Court in October and
November 2010. The Court found in the Commonwealth’s favor with regard to certain of its claims under the Pennsylvania
Unfair Trade Practices and Consumer Protection Law (“UTPL”), entered an injunction, and awarded $45 million in
restitution and $6.5 million in civil penalties. The Court found in the J&J AWP Defendants’ favor on the Commonwealth’s
claims of unjust enrichment, misrepresentation/fraud, civil conspiracy, and on certain of the Commonwealth’s claims under
the UTPL. The J&J AWP Defendants have appealed the Commonwealth Court’s UTPL ruling to the Pennsylvania Supreme
Court. The Company believes that the J&J AWP Defendants have strong arguments supporting their appeal. Because the
Company believes that the potential for an unfavorable outcome is not probable, it has not established an accrual with
respect to the verdict.

RISPERDAL®

Beginning in January 2004, Janssen Pharmaceutica Inc. (Janssen Pharmaceutica) (now Janssen Pharmaceuticals, Inc.
(JPI)) received subpoenas from the Office of the Inspector General of the United States Office of Personnel Management,
the Department of Justice and the United States Attorney’s Office for the Eastern District of Pennsylvania seeking
documents concerning sales and marketing of, payments to physicians in connection with sales and marketing of, and
clinical trials for, RISPERDAL®. Numerous subpoenas seeking testimony from various witnesses before a grand jury were
also received. JPI cooperated in responding to these requests for documents and witnesses. The United States
Department of Justice and the United States Attorney’s Office for the Eastern District of Pennsylvania (the Government)
were pursuing both criminal and civil actions concerning these matters. In February 2010, the Government served Civil
Investigative Demands seeking additional information relating to sales and marketing of RISPERDAL® and sales and
marketing of INVEGA®. The focus of these matters was the alleged promotion of RISPERDAL® and INVEGA® for off-label
uses. The Government had also notified JPI that there were pending qui tam actions alleging off-label promotion of
RISPERDAL® in which the Government planned to intervene.

In 2011, discussions to resolve criminal penalties under the Food, Drug, and Cosmetic Act related to the promotion of
RISPERDAL® resulted in an agreement in principle with the United States Attorney’s Office for the Eastern District of
Pennsylvania on key issues relevant to a disposition of criminal charges pursuant to a single misdemeanor violation of the
Food, Drug, and Cosmetic Act. The settlement agreement was finalized in November 2013. Under its terms, JPI pled guilty
to a single misdemeanor violation of the Food, Drug, and Cosmetic Act and paid $400 million.

In 2012, the Company reached an agreement in principle with the United States Department of Justice to settle three civil
False Claims Act matters pending in (1) the Eastern District of Pennsylvania concerning sales and marketing of
RISPERDAL® and INVEGA®; (2) the Northern District of California regarding the sales and marketing of NATRECOR®,
discussed separately below; and (3) the District of Massachusetts alleging that the defendants provided the Omnicare,
Inc. (Omnicare) long-term care pharmacy with rebates and other payments regarding RISPERDAL® and other products,
discussed separately below. These settlement agreements were finalized in November 2013. Under the terms of the
settlements, the Company paid an amount of approximately $1.6 billion. The Company also entered into a five-year
corporate integrity agreement with the Office of Inspector General of the Department of Health and Human Services.
These civil settlements resolved the federal government’s claims under the federal False Claims Act, resolved all pending
state and federal government litigation regarding Omnicare and NATRECOR® (described below), and settled the
RISPERDAL® Medicaid-related claims for the states that participated in the relevant settlement. To the extent any state
has an outstanding Medicaid-related claim not resolved by these settlements, the Company has accrued an amount
approximately equal to what that state would have received if it had participated in the relevant federal settlement.

In addition to the federal actions, the Attorneys General of several states brought actions against Janssen Pharmaceutica
(now JPI), related to the sale and marketing of RISPERDAL®, seeking one or more of the following remedies:
reimbursement of Medicaid or other public funds for RISPERDAL® prescriptions written for off-label use, compensation
for treating their citizens for alleged adverse reactions to RISPERDAL®, civil fines or penalties, for violations of state false
claims acts or consumer fraud statutes, punitive damages, or other relief relating to alleged unfair business practices.
Certain of these actions also sought injunctive relief relating to the promotion of RISPERDAL®. The Attorneys General of
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multiple other states and the District of Columbia were pursuing investigations and potentially similar litigation against JPI.
Many of the actions and claims brought by the state Attorneys General have been settled, either individually or as part of
the federal settlements described above.

Following the federal and state settlements described above, as of year-end 2013, five states had remaining claims in
litigation related to RISPERDAL®. Three of these (Arkansas, Louisiana, and South Carolina) are on appeal, and two
(Kentucky and Mississippi) have not progressed to trial. The Company has not accrued amounts equal to the judgments
obtained in the three cases on appeal. State cases that went to judgment after trial are discussed below.

In 2004, the Attorney General of West Virginia commenced a lawsuit against Janssen Pharmaceutica (now JPI) based on
claims of alleged consumer fraud as to DURAGESIC®, as well as RISPERDAL®. JPI was found liable and damages were
assessed at $4.5 million. JPI filed an appeal, and in November 2010, the West Virginia Supreme Court of Appeals
reversed the trial court’s decision. In December 2010, the Attorney General of West Virginia dismissed the case as it
related to RISPERDAL® without any payment. Thereafter, JPI settled the case insofar as it related to DURAGESIC®.

In 2004, the Attorney General of Louisiana filed a multi-count Complaint against Janssen Pharmaceutica (now JPI).
Johnson & Johnson was later added as a defendant. The case was tried in October 2010. The issue tried to the jury was
whether Johnson & Johnson or JPI had violated the State’s Medical Assistance Program Integrity Law (the Act) through
misrepresentations allegedly made in the mailing of a November 2003 Dear Health Care Professional letter regarding
RISPERDAL®. The jury returned a verdict that JPI and Johnson & Johnson had violated the Act and awarded $257.7
million in damages. The trial judge subsequently awarded the Attorney General counsel fees and expenses in the amount
of $73 million. In August 2012, an intermediate appellate court affirmed the judgment. This judgment was appealed, and in
January 2014, the Louisiana Supreme Court reversed the district court’s judgment in favor of the Attorney General, and
rendered judgment in favor of Johnson & Johnson and JPI. The Attorney General has filed a petition seeking a rehearing of
the appellate arguments.

In 2007, the Office of General Counsel of the Commonwealth of Pennsylvania filed a lawsuit against Janssen
Pharmaceutica (now JPI) on a multi-Count Complaint related to Janssen Pharmaceutica’s sale of RISPERDAL® to the
Commonwealth’s Medicaid program. The trial occurred in June 2010. The trial judge dismissed the case after the close of
the plaintiff’s evidence. The Commonwealth filed an appeal and in July 2012, the Pennsylvania Appeals Court upheld the
dismissal of the Commonwealth’s case.

In 2007, the Attorney General of South Carolina filed a lawsuit against Johnson & Johnson and Janssen Pharmaceutica
(now JPI) on several counts. In March 2011, the matter was tried to a jury on liability only, at which time the lawsuit was
limited to claims of violation of the South Carolina Unfair Trade Practices Act, including, among others, questions of
whether Johnson & Johnson or JPI engaged in unfair or deceptive acts or practices in the conduct of any trade or
commerce by distributing the November 2003 Dear Health Care Professional letter regarding RISPERDAL® or in their use
of the product’s FDA-approved label. The jury found in favor of Johnson & Johnson and against JPI. In June 2011, the
Court awarded civil penalties of approximately $327.1 million against JPI. JPI has appealed this judgment and the
Company believes it has strong arguments supporting the appeal. Oral argument on the appeal took place before the
South Carolina Supreme Court in March 2013 and the parties are awaiting a decision.

In April 2012, in the lawsuit brought by the Attorney General of Arkansas, the jury found against both JPI and Johnson &
Johnson, and the Court imposed penalties in the amount of approximately $1.2 billion. In January 2013, the trial court
awarded attorney fees of approximately $181 million. JPI and Johnson & Johnson have filed appeals from both awards and
believe they have strong arguments in support of the appeals. Oral argument on the appeal has been scheduled for
February 2014.

OMNICARE

In September 2005, Johnson & Johnson received a subpoena from the United States Attorney’s Office for the District of
Massachusetts, seeking documents related to the sales and marketing of eight drugs to Omnicare, Inc. (Omnicare), a
manager of pharmaceutical benefits for long-term care facilities. In April 2009, Johnson & Johnson and certain of its
pharmaceutical subsidiaries were served in two civil qui tam cases asserting claims under the Federal False Claims Act
and related state law claims alleging that the defendants provided Omnicare with rebates and other alleged kickbacks,
causing Omnicare to file false claims with Medicaid and other government programs. In January 2010, the government
intervened in both of these cases, naming Johnson & Johnson, Ortho-McNeil-Janssen Pharmaceuticals, Inc. (now Janssen
Pharmaceuticals, Inc. (JPI)), and Johnson & Johnson Health Care Systems Inc. as defendants. Subsequently, the
Commonwealths of Massachusetts, Virginia, and Kentucky, and the States of California and Indiana intervened in the
action. In February 2011, the United States District Court for the District of Massachusetts dismissed one qui tam case
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entirely and dismissed the other case in part, rejecting allegations that the defendants had violated their obligation to
report their “best price” to health care program officials. The remaining claims of the United States and intervening states
were resolved in November 2013 as part of the federal civil settlements discussed in the RISPERDAL® section above.

NATRECOR®

In July 2005, Scios Inc. (Scios) received a subpoena from the United States Attorney’s Office for the District of
Massachusetts, seeking documents related to the sales and marketing of NATRECOR®. In August 2005, Scios was
advised that the investigation would be handled by the United States Attorney’s Office for the Northern District of
California in San Francisco. In February 2009, two qui tam complaints were unsealed in the United States District Court
for the Northern District of California, alleging, among other things, improper activities in the promotion of NATRECOR®. In
June 2009, the United States government intervened in one of the qui tam actions, and filed a complaint against Scios and
Johnson & Johnson seeking relief under the Federal False Claims Act and asserting a claim of unjust enrichment. In
October 2011, a criminal matter related to NATRECOR® was resolved. The remaining civil case was resolved in
November 2013 as part of the federal civil settlements discussed in the RISPERDAL® section above.

MCNEIL CONSUMER HEALTHCARE

Starting in June 2010, McNeil Consumer Healthcare Division of McNEIL-PPC, Inc. (McNeil Consumer Healthcare) and
certain affiliates, including Johnson & Johnson (the Companies), received grand jury subpoenas from the United States
Attorney’s Office for the Eastern District of Pennsylvania requesting documents broadly relating to recalls of various
products of McNeil Consumer Healthcare, and the FDA inspections of the Fort Washington, Pennsylvania and Lancaster,
Pennsylvania manufacturing facilities, as well as certain documents relating to recalls of a small number of products of
other subsidiaries. In addition, in February 2011, the government served McNEIL-PPC, Inc. (McNEIL-PPC) with a Civil
Investigative Demand seeking records relevant to its investigation to determine if there was a violation of the Federal False
Claims Act. The grand jury and False Claims investigations are continuing. The Companies are cooperating with the
United States Attorney’s Office in responding to these investigations.

The Companies have also received Civil Investigative Demands from multiple State Attorneys General Offices broadly
relating to the McNeil recall issues. The Companies continue to cooperate with these inquiries, which are being
coordinated through a multi-state coalition. If a resolution cannot be reached with this multi-state coalition, it is possible
that individual State Attorneys General Offices may file civil money claims against the Companies. In January 2011, the
Oregon Attorney General filed a civil complaint against Johnson & Johnson, McNEIL-PPC and McNeil Healthcare LLC in
state court alleging civil violations of the Oregon Unlawful Trade Practices Act relating to an earlier recall of a McNeil OTC
product. In November 2012, the state court granted a motion by the Companies to dismiss Oregon’s complaint in its
entirety, with prejudice. In December 2012, Oregon filed a Notice of Appeal in the Court of Appeals of the State of
Oregon. Briefing on the appeal has concluded and the Court has not set a hearing date.

In March 2011, the United States filed a complaint for injunctive relief in the United States District Court for the Eastern
District of Pennsylvania against McNEIL-PPC and two of its employees, alleging that McNEIL-PPC is in violation of FDA
regulations regarding the manufacture of drugs at the facilities it operates in Lancaster, Pennsylvania, Fort Washington,
Pennsylvania, and Las Piedras, Puerto Rico. On the same day, the parties filed a consent decree of permanent injunction
resolving the claims set forth in the complaint. The Court approved and entered the consent decree on March 16, 2011.

The consent decree, which is subject to ongoing enforcement by the Court, requires McNEIL-PPC to take enhanced
measures to remediate the three facilities. The Fort Washington facility, which was voluntarily shut down in April 2010, will
remain shut down until a third-party consultant certifies that its operations will be in compliance with applicable law, and
the FDA concurs with the third-party certification. The Lancaster and Las Piedras facilities may continue to manufacture
and distribute drugs, provided that a third party reviews manufacturing records for selected batches of drugs released
from the facilities, and certifies that any deviations reviewed do not adversely affect the quality of the selected batches.
McNEIL-PPC submitted a workplan to the FDA for remediation of the Lancaster and Las Piedras facilities, and that plan
was approved by the FDA in October 2012. Third-party batch record review may cease if the FDA has stated that the
facilities appear to be in compliance with applicable law. Each facility is subject to a five-year audit period by a third party
after the facility has been deemed by the FDA to be in apparent compliance with applicable law.

OTHER

In June 2008, Johnson & Johnson received a subpoena from the United States Attorney’s Office for the District of
Massachusetts relating to the marketing of biliary stents by Cordis Corporation (Cordis). In February 2012, the
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government informed Cordis that it was closing its investigation. In addition, in January 2010, a complaint was unsealed in
the United States District Court for the Northern District of Texas, filed by Kevin Colquitt, seeking damages against Cordis
and other parties for alleged violations of the Federal False Claims Act and several similar state laws in connection with the
marketing of biliary stents. The United States Department of Justice and several states declined to intervene. In January
2013, the Court granted Cordis’s motion to dismiss the claims against Cordis, with prejudice. Plaintiff appealed, and in
May 2013, Plaintiff dismissed his appeal, concluding the matter.

In September 2011, Synthes, Inc. (Synthes) received a Civil Investigative Demand issued pursuant to the False Claims Act
from the United States Attorney’s Office for the Eastern District of Pennsylvania. The Demand sought information
regarding allegations that fellowships had been offered to hospitals in exchange for agreements to purchase products.
Synthes has produced documents and information in response to the Demand and is cooperating with the inquiry.

In October 2011, the European Commission (EC) announced that it opened an investigation concerning an agreement
between Janssen-Cilag B.V. (Janssen-Cilag) and Sandoz B.V. relating to the supply of fentanyl patches in the Netherlands
and whether the agreement infringes European competition law. In January 2013, the EC issued a Statement of
Objections setting out facts regarding a potential violation of EU antitrust laws. Janssen-Cilag has submitted its response
to the Statement of Objections. In December 2013, the EC issued its decision imposing a fine of approximately
€10.8 million on Janssen-Cilag. Janssen-Cilag will not appeal the decision.

In April 2012, Janssen Pharmaceuticals, Inc. (JPI) received a letter requesting certain documents from the United States
Department of Justice relating to the marketing and promotion of DORIBAX®. In 2012, JPI provided documents and will
continue to cooperate with any further inquiries if and when they are received.

In May 2012, Acclarent, Inc. (Acclarent) received a subpoena from the United States Attorney’s Office for the District of
Massachusetts requesting documents broadly relating to the sales, marketing and promotion by Acclarent of RELIEVA
STRATUS™ MicroFlow Spacer products. Acclarent is cooperating with the United States Attorney’s Office in responding
to the subpoena.

In August 2012, DePuy Orthopaedics, Inc., DePuy, Inc. (now DePuy Synthes, Inc. (DePuy Synthes)), and Johnson &
Johnson Services, Inc. received an informal request from the United States Attorney’s Office for the District of
Massachusetts and the Civil Division of the United States Department of Justice for the production of materials relating to
the ASR™ XL Hip device. The government has since made additional informal requests for the production of documents as
to the device. The government is investigating whether any person or entity submitted or caused to be submitted false
claims or false statements affecting federal health care programs in connection with the marketing and use of the ASR™
XL Hip device. DePuy Orthopaedics, Inc., DePuy Synthes, and Johnson & Johnson Services, Inc. have voluntarily produced
documents in response to the government’s informal requests and are fully cooperating with the government’s civil
investigation. In addition, the Company has received Civil Investigative Demands from a group of state Attorneys General
relating to the development, sales and marketing of several of DePuy Orthopaedics, Inc.’s hip products. At least one state
Attorney General has informed the Company of the intention to investigate these matters independently of the multi-state
group. The Company is responding to these demands.

In October 2012, Johnson & Johnson was contacted by the California Attorney General’s office regarding a multi-state
Attorney General investigation of the marketing of surgical mesh products for hernia and urogynecological purposes by
Johnson & Johnson’s subsidiary, Ethicon, Inc. (Ethicon). Johnson & Johnson and Ethicon have since entered into a tolling
agreement with the 44 states participating in the multi-state investigation and are in the process of responding to Civil
Investigative Demands served by certain of the participating states.

In December 2012, Therakos, Inc. (Therakos), formerly a subsidiary of Johnson & Johnson and part of the Ortho-Clinical
Diagnostics, Inc. (OCD) franchise, received a letter from the civil division of the United States Attorney’s Office for the
Eastern District of Pennsylvania informing Therakos that the United States Attorney’s Office was investigating the sales
and marketing of UVADEX® (methoxsalen) and the UVAR XTS® System during the period 2000 to the present. The
United States Attorney’s Office requested that OCD and Johnson & Johnson preserve documents that could relate to the
investigation. Therakos was subsequently acquired by an affiliate of Gores Capital Partners III, L.P. OCD and Johnson &
Johnson retain certain liabilities that may result from the investigation for activity that occurred prior to the sale of Therakos,
and have taken appropriate steps to retain potentially relevant documents and will cooperate with the United States
Attorney’s Office’s investigation with respect to such activity.

In May 2013, Janssen Pharmaceuticals, Inc. (JPI) received a subpoena from the Atlanta Regional Office of the Department
of Health and Human Services, Office of Inspector General, seeking production of documents and information regarding:
(1) the sales, marketing and promotional practices, including the remuneration of healthcare providers, related to
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NUCYNTA® IR and NUCYNTA® ER; and (2) any studies, reports and/or complaints regarding the safety and/or actual or
potential side effects of NUCYNTA® IR and NUCYNTA® ER. JPI is in the process of responding to the subpoena.

In recent years, Johnson & Johnson has received numerous requests from a variety of United States Congressional
Committees to produce information relevant to ongoing congressional inquiries. It is the policy of Johnson & Johnson to
cooperate with these inquiries by producing the requested information.

GENERAL LITIGATION

In June 2009, following the public announcement that Ortho-Clinical Diagnostics, Inc. (OCD) had received a grand jury
subpoena from the United States Department of Justice, Antitrust Division, in connection with an investigation that has
since been closed, multiple class action complaints were filed against OCD by direct purchasers seeking damages for
alleged price fixing. These cases were consolidated for pre-trial purposes in the United States District Court for the
Eastern District of Pennsylvania as In re Blood Reagent Antitrust Litigation. In August 2012, the District Court granted a
motion filed by Plaintiffs for class certification. In October 2012, the United States Court of Appeals for the Third Circuit
granted OCD’s petition for interlocutory review of the class certification ruling. Oral argument on the appeal was held in
February 2014 and the parties are awaiting a decision.

In September 2010, a shareholder, Ronald Monk, filed a lawsuit in the United States District Court for the District of
New Jersey seeking class certification and alleging that Johnson & Johnson and certain individuals, including executive
officers and employees of Johnson & Johnson, failed to disclose that a number of manufacturing facilities failed to maintain
current good manufacturing practices, and that as a result, the price of the Company’s stock declined significantly. Plaintiff
sought to pursue remedies under the Securities Exchange Act of 1934 to recover his alleged economic losses. In
December 2011, a motion by Johnson & Johnson to dismiss was granted in part and denied in part. Plaintiff moved the
Court to reconsider part of the December 2011 ruling. In May 2012, the Court denied Plaintiff’s motion for reconsideration.
In September 2012, Plaintiff filed a Second Amended Complaint and Johnson & Johnson and the individual defendants
moved to dismiss Plaintiff’s Second Amended Complaint in part. Following mediation, the parties reached an agreement in
principle to settle the case, and in July 2013, filed for preliminary approval of the proposed settlement. In November 2013,
the Court approved the settlement. Three parties that had objected to the settlement have appealed the Court’s approval
orders.

In April 2011, OMJ Pharmaceuticals, Inc. (OMJ PR) filed a lawsuit against the United States in United States District Court
for the District of Puerto Rico alleging overpayment of federal income taxes for the tax years ended November 30, 1999
and November 30, 2000. If OMJ PR loses this lawsuit, it may face liability for subsequent tax years. OMJ PR alleges that
the Internal Revenue Service erroneously calculated OMJ PR’s tax credits under Section 936 of the Tax Code. OMJ PR
filed a motion for summary judgment, and the United States filed a cross motion for summary judgment. In October 2012,
the Court granted a motion by the United States for summary judgment and denied a motion by OMJ PR for summary
judgment. OMJ PR has appealed this decision. Oral argument was held in November 2013.

In August 2011, an arbitration panel ruled that Mitsubishi Tanabe Pharma Corporation (Tanabe), Janssen Biotech, Inc.’s
(JBI’s) distributor of REMICADE® in Japan, could seek to modify the proportion of net sales revenue that Tanabe must
remit to JBI in exchange for distribution rights and commercial supply of REMICADE® (the Supply Price). Tanabe
commenced the arbitration against Centocor Ortho Biotech, Inc. (now JBI) in 2009 pursuant to the parties’ distribution
agreement, which grants Tanabe the right to distribute REMICADE® in Japan and certain other parts of Asia. JBI
counterclaimed for an increase in the Supply Price. A hearing was held in November 2011 to determine the appropriate
split of revenue. In February 2013, the arbitration panel determined that the Supply Price should be modified in favor of
Tanabe, and in July 2013 issued its Final Award. The Company previously accrued an amount to cover the impact of the
arbitration decision.

In September 2011, Johnson & Johnson, Johnson & Johnson Inc. and McNeil Consumer Healthcare Division of Johnson &
Johnson Inc. received a Notice of Civil Claim filed by Nick Field in the Supreme Court of British Columbia, Canada (the
BC Civil Claim). The BC Civil Claim is a putative class action brought on behalf of persons who reside in British Columbia
and who purchased during the period between September 20, 2001 and the present one or more various McNeil infants’
or children’s over-the-counter medicines that were manufactured at the Fort Washington facility. The BC Civil Claim
alleges that the defendants violated the BC Business Practices and Consumer Protection Act, and other Canadian
statutes and common laws, by selling medicines that were allegedly not safe and/or effective or did not comply with
Canadian Good Manufacturing Practices. The class certification hearing is scheduled for April 2014.

Johnson & Johnson or its subsidiaries are also parties to a number of proceedings brought under the Comprehensive
Environmental Response, Compensation, and Liability Act, commonly known as Superfund, and comparable state, local or
foreign laws in which the primary relief sought is the cost of past and/or future remediation.
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SHAREHOLDER DERIVATIVE ACTIONS

Starting in April 2010, a number of shareholder derivative lawsuits were filed in the United States District Court for the
District of New Jersey against certain current and former directors and officers of Johnson & Johnson. Johnson & Johnson
is named as a nominal defendant. These actions were consolidated in August 2010 into In re Johnson & Johnson
Derivative Litigation. Additionally, in September 2010, another shareholder derivative lawsuit was filed by Michael Wolin in
New Jersey Superior Court against certain current and former directors and officers of Johnson & Johnson. Johnson &
Johnson is named as a nominal defendant in this action as well. The parties to this action have stipulated that it shall be
stayed until the In re Johnson & Johnson Derivative Litigation is completely resolved.

Collectively, these shareholder derivative actions assert a variety of alleged breaches of fiduciary duties, including, among
other things, that the defendants allegedly engaged in, approved of, or failed to remedy or prevent defective medical
devices, improper pharmaceutical rebates, improper off-label marketing of pharmaceutical and medical device products,
violations of current good manufacturing practice regulations that resulted in product recalls, and that the defendants
failed to disclose the aforementioned alleged misconduct in the Company’s filings under the Securities Exchange Act of
1934. Each complaint seeks a variety of relief, including monetary damages and corporate governance reforms. Johnson &
Johnson moved to dismiss these actions on the grounds, inter alia, that the plaintiffs failed to make a demand upon the
Board of Directors. In September 2011, In re Johnson & Johnson Derivative Litigation was dismissed without prejudice
and with leave to file an amended complaint.

Johnson & Johnson filed a report in the In re Johnson & Johnson Derivative Litigation matter in July 2011, prepared by a
Special Committee of the Board of Directors of Johnson & Johnson (the Special Committee), which investigated the
allegations contained in the derivative actions and in a number of shareholder demand letters that the Board of Directors
of Johnson & Johnson (the Board) received in 2010 raising similar issues. The Special Committee was assisted in its
investigation by independent counsel. The Special Committee’s report recommended: i) that Johnson & Johnson reject the
shareholder demands and take whatever steps are necessary or appropriate to secure dismissal of the derivative litigation,
and ii) that the Board create a new Regulatory and Compliance Committee charged with responsibility for monitoring and
oversight of the Company’s Health Care Compliance and Quality & Compliance systems and issues. The Board
unanimously adopted the Special Committee’s recommendations, and in April 2012, the Board created the Regulatory,
Compliance & Government Affairs Committee.

In August 2011, two shareholders who had submitted shareholder demand letters in 2010 filed shareholder derivative
lawsuits in the United States District Court for the District of New Jersey naming various current and former officers and
directors as defendants and challenging the Board’s rejection of their demands. In November 2011, the Court
consolidated these two cases into Copeland v. Prince.

Two additional shareholder derivative lawsuits were filed in May 2011 in the United States District Court for the District of
New Jersey, and two other shareholder derivative lawsuits were filed in New Jersey Superior Court in May 2011 and
August 2011, all naming current directors of Johnson & Johnson as defendants and Johnson & Johnson as the nominal
defendant. The complaints allege breaches of fiduciary duties related to the Company’s compliance with the Foreign
Corrupt Practices Act and participation in the United Nations Iraq Oil For Food Program, that the Company has suffered
damages as a result of those alleged breaches, and that the defendants failed to disclose the alleged misconduct in the
Company’s filings under the Securities Exchange Act of 1934. Plaintiffs seek monetary damages, and the state court
plaintiffs also seek corporate governance reforms. The federal lawsuits were consolidated in July 2011 into In re J&J
FCPA Derivative Shareholder Litigation. The state lawsuits were consolidated in November 2011 into In re J&J
Shareholder Derivative Litigation. In May 2012, the Court granted a motion by Johnson & Johnson to stay the state
lawsuits pending resolution of In re J&J FCPA Derivative Shareholder Litigation.

In July 2012, the parties in each of the shareholder derivative cases pending in federal court discussed above (specifically,
In re Johnson & Johnson Derivative Litigation, Copeland v. Prince, and In re J&J FCPA Derivative Shareholder Litigation)
filed a Stipulation of Settlement (the Settlement) to permanently resolve all of the actions in their entirety. In October 2012,
the Settlement was approved by the United States District Court for the District of New Jersey. In November 2012, a
notice of appeal was filed in the United States Court of Appeals for the Third Circuit by a shareholder who objected to the
approval of the Settlement in the District Court on the grounds that the lawsuit and the Settlement did not provide any
benefit to the Company, and that plaintiffs’ counsel had requested an excessive fee award. The appellant requested a stay
of the proceeding pending a decision from the District Court concerning the fee award. The Third Circuit granted a stay of
the proceedings. In November 2013, the District Court entered its order concerning the fee award. In January 2014, the
appellant moved to voluntarily dismiss the appeal with prejudice and the Third Circuit dismissed the appeal.
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In September 2011, two additional shareholder derivative lawsuits were filed in the United States District Court for the
District of New Jersey by Donovan Spamer and The George Leon Family Trust naming current and former directors of
Johnson & Johnson as defendants and Johnson & Johnson as the nominal defendant. These lawsuits allege that the
defendants breached their fiduciary duties in their decisions with respect to the compensation of the Chief Executive
Officer during the period from 2008 through 2011, and that the defendants made misleading statements in the
Company’s annual proxy statements. Both of these lawsuits were voluntarily dismissed without prejudice, but a similar
lawsuit, The George Leon Family Trust v. Coleman, was refiled in July 2012. That lawsuit seeks a variety of relief, including
monetary damages, injunctive relief, and corporate governance reforms. The Settlement, described above, does not
resolve these potential claims. In June 2013, the Board of Directors of Johnson & Johnson (the Board) received a report
prepared by special, independent counsel to the Board, which investigated the allegations contained in the derivative
actions filed by Donovan Spamer and by The George Leon Family Trust, and in several shareholder demand letters that
the Board received in 2011 and 2012 raising similar issues. The report recommended that Johnson & Johnson reject the
shareholder demands and take whatever steps are necessary or appropriate to secure dismissal of the derivative litigation.
The Board unanimously adopted the report’s recommendations.

In September 2013, Johnson & Johnson moved to dismiss or, in the alternative, for summary judgment in The George
Leon Family Trust v. Coleman, based upon the Board’s determination. In October 2013 the plaintiff in the Leon litigation
filed an amended complaint. In November 2013, Johnson & Johnson moved to dismiss the amended complaint or, in the
alternative, for summary judgment, based upon the Board’s determination.

22. Restructuring

In 2011, Cordis Corporation, a subsidiary of Johnson & Johnson, announced the discontinuation of its clinical development
program for the NEVO™ Sirolimus-Eluting Coronary Stent and cessation of the manufacture and marketing of CYPHER®

and CYPHER SELECT® Plus Sirolimus-Eluting Coronary Stents by the end of 2011. The Company recorded a pre-tax
charge of $0.7 billion, of which $0.1 billion was included in cost of products sold. The Cordis restructuring program has
been substantially completed. The restructuring charge was recorded in the Medical Devices and Diagnostics segment.
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Report of Independent Registered Public
Accounting Firm
To the Shareholders and Board of Directors of Johnson & Johnson:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of earnings,
statements of comprehensive income, statements of equity, and statements of cash flows present fairly, in all material
respects, the financial position of Johnson & Johnson and its subsidiaries at December 29, 2013 and December 30, 2012,
and the results of their operations and their cash flows for each of the three years in the period ended December 29, 2013
in conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 29, 2013,
based on criteria established in Internal Control – Integrated Framework (1992) issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for these financial
statements, for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting, included in the accompanying “Management’s Report on Internal Control over
Financial Reporting.” Our responsibility is to express opinions on these financial statements and on the Company’s internal
control over financial reporting based on our integrated audits. We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and
whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financial
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also
included performing such other procedures as we considered necessary in the circumstances. We believe that our audits
provide a reasonable basis for our opinions.

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

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

PricewaterhouseCoopers LLP

New York, New York
February 21, 2014
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Management’s Report on Internal Control
Over Financial Reporting
Under Section 404 of the Sarbanes-Oxley Act of 2002, management is required to assess the effectiveness of the
Company’s internal control over financial reporting as of the end of each fiscal year and report, based on that assessment,
whether the Company’s internal control over financial reporting is effective.

Management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting. The Company’s internal control over financial reporting is designed to provide reasonable assurance as to the
reliability of the Company’s financial reporting and the preparation of external financial statements in accordance with
generally accepted accounting principles.

Internal controls over financial reporting, no matter how well designed, have inherent limitations. Therefore, internal control
over financial reporting determined to be effective can provide only reasonable assurance with respect to financial
statement preparation and may not prevent or detect all misstatements. Moreover, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company’s management has assessed the effectiveness of the Company’s internal control over financial reporting as
of December 29, 2013. In making this assessment, the Company used the criteria established by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in “Internal Control-Integrated Framework (1992).”
These criteria are in the areas of control environment, risk assessment, control activities, information and communication,
and monitoring. The Company’s assessment included extensive documenting, evaluating and testing the design and
operating effectiveness of its internal controls over financial reporting.

Based on the Company’s processes and assessment, as described above, management has concluded that, as of
December 29, 2013, the Company’s internal control over financial reporting was effective.

The effectiveness of the Company’s internal control over financial reporting as of December 29, 2013 has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report, which appears
herein.

Alex Gorsky Dominic J. Caruso
Chairman, Board of Directors Vice President, Finance
Chief Executive Officer Chief Financial Officer
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Summary of Operations and Statistical Data
2003-2013
(Dollars in Millions Except Per Share
Amounts) 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003

Sales to customers – U.S. $31,910 29,830 28,908 29,450 30,889 32,309 32,444 29,775 28,377 27,770 25,274

Sales to customers – International 39,402 37,394 36,122 32,137 31,008 31,438 28,651 23,549 22,137 19,578 16,588

Total sales 71,312 67,224 65,030 61,587 61,897 63,747 61,095 53,324 50,514 47,348 41,862

Cost of products sold 22,342 21,658 20,360 18,792 18,447 18,511 17,751 15,057 14,010 13,474 12,231

Selling, marketing and administrative expenses 21,830 20,869 20,969 19,424 19,801 21,490 20,451 17,433 17,211 16,174 14,463

Research and development expense 8,183 7,665 7,548 6,844 6,986 7,577 7,680 7,125 6,462 5,344 4,834

In-process research and development 580 1,163 – – – 181 807 559 362 18 918

Interest income (74) (64) (91) (107) (90) (361) (452) (829) (487) (195) (177)

Interest expense, net of portion capitalized 482 532 571 455 451 435 296 63 54 187 207

Other (income) expense, net 2,498 1,626 2,743 (768) (526) (1,015) 534 (671) (214) 15 (385)

Restructuring – – 569 – 1,073 – 745 – – – –

55,841 53,449 52,669 44,640 46,142 46,818 47,812 38,737 37,398 35,017 32,091

Earnings before provision for taxes on income $15,471 13,775 12,361 16,947 15,755 16,929 13,283 14,587 13,116 12,331 9,771

Provision for taxes on income 1,640 3,261 2,689 3,613 3,489 3,980 2,707 3,534 3,056 4,151 2,923

Net earnings 13,831 10,514 9,672 13,334 12,266 12,949 10,576 11,053 10,060 8,180 6,848

Add: Net loss attributable to noncontrolling
interest – 339 – – – – – – – – –

Net earnings attributable to Johnson &
Johnson 13,831 10,853 9,672 13,334 12,266 12,949 10,576 11,053 10,060 8,180 6,848

Percent of sales to customers 19.4% 16.1 14.9 21.7 19.8 20.3 17.3 20.7 19.9 17.3 16.4

Diluted net earnings per share of common stock(1) $4.81 3.86 3.49 4.78 4.40 4.57 3.63 3.73 3.35 2.74 2.29

Percent return on average shareholders’ equity 19.9% 17.8 17.0 24.9 26.4 30.2 25.6 28.3 28.2 27.3 27.1

Percent increase (decrease) over previous
year:

Sales to customers 6.1% 3.4 5.6 (0.5) (2.9) 4.3 14.6 5.6 6.7 13.1 15.3

Diluted net earnings per share 24.6% 10.6 (27.0) 8.6 (3.7) 25.9 (2.7) 11.3 22.3 19.7 11.2

Supplementary balance sheet data:

Property, plant and equipment, net 16,710 16,097 14,739 14,553 14,759 14,365 14,185 13,044 10,830 10,436 9,846

Additions to property, plant and equipment 3,595 2,934 2,893 2,384 2,365 3,066 2,942 2,666 2,632 2,175 2,262

Total assets 132,683 121,347 113,644 102,908 94,682 84,912 80,954 70,556 58,864 54,039 48,858

Long-term debt 13,328 11,489 12,969 9,156 8,223 8,120 7,074 2,014 2,017 2,565 2,955

Operating cash flow 17,414 15,396 14,298 16,385 16,571 14,972 15,022 14,248 11,799 11,089 10,571

Common stock information

Dividends paid per share $2.590 2.400 2.250 2.110 1.930 1.795 1.620 1.455 1.275 1.095 0.925

Shareholders’ equity per share 26.25 23.33 20.95 20.66 18.37 15.35 15.25 13.59 13.01 10.95 9.25

Market price per share (year-end close) $92.35 69.48 65.58 61.85 64.41 58.56 67.38 66.02 60.10 63.42 50.62

Average shares outstanding (millions)

– basic 2,809.2 2,753.3 2,736.0 2,751.4 2,759.5 2,802.5 2,882.9 2,936.4 2,973.9 2,968.4 2,968.1

– diluted 2,877.0 2,812.6 2,775.3 2,788.8 2,789.1 2,835.6 2,910.7 2,961.0 3,002.8 2,992.7 2,995.1

Employees (thousands) 128.1 127.6 117.9 114.0 115.5 118.7 119.2 122.2 115.6 109.9 110.6

(1) Attributable to Johnson & Johnson.
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Shareholder Return Performance Graphs
Set forth below are line graphs comparing the cumulative total shareholder return on the Company’s Common Stock for
periods of five years and ten years ending December 31, 2013, against the cumulative total return of the Standard &
Poor’s 500 Stock Index, the Standard & Poor’s Pharmaceutical Index and the Standard & Poor’s Health Care Equipment
Index. The graphs and tables assume that $100 was invested on December 31, 2008 and December 31, 2003 in each of
the Company’s Common Stock, the Standard & Poor’s 500 Stock Index, the Standard & Poor’s Pharmaceutical Index and
the Standard & Poor’s Health Care Equipment Index and that all dividends were reinvested.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Johnson & Johnson $100.00 125.17 120.96 136.02 140.93 129.98 144.64 143.79 158.02 175.08 235.59

S&P 500 Index $100.00 110.88 116.32 134.69 142.09 89.52 113.21 130.27 133.02 154.30 204.26

S&P 500 Pharmaceutical Index $100.00 92.57 89.46 103.64 108.46 88.73 105.24 106.05 124.89 142.91 193.25

S&P 500 Healthcare Equipment Index $100.00 112.62 112.68 117.33 123.35 89.25 114.94 111.82 110.93 130.09 166.10

Johnson & Johnson 2013 Annual Report • 71



Reconciliation of Non-GAAP Financial Measures

The tables below are provided to reconcile certain financial disclosures in the 2013 Chairman’s Letter.
% Change

(Dollars in Millions Except Per Share Data) 2013 2012 2011 ’13 vs. ’12 ’12 vs. ’11
Earnings before provision for taxes on income – as reported $15,471 13,775 12,361 12.3% 11.4
Litigation expenses 2,282 1,229 3,310
In-process research and development 580 1,163 14
Synthes integration/transaction costs and currency related 683 1,028 491
Intangible asset write-downs – 939 –
DePuy ASR™ Hip program 251 110 521
Restructuring expense – – 656
Other (98) (30) –
Earnings before provision for taxes on income – as adjusted $19,169 18,214 17,353 5.2% 5.0
Net Earnings attributable to Johnson & Johnson – as reported $13,831 10,853 9,672 27.4% 12.2
Litigation expenses 1,646 1,052 2,745
In-process research and development 462 743(1) 11
Synthes integration/transaction costs and currency related 483 899 477
Intangible asset write-downs – 717 –
DePuy ASR™ Hip program 240 97 426
Restructuring expense – – 536
Scios tax benefit (707) – –
Other (79) (16) –
Net Earnings attributable to Johnson & Johnson – as adjusted $15,876 14,345 13,867 10.7% 3.4
Diluted Net Earnings per share attributable to Johnson & Johnson – as reported $4.81 3.86 3.49 24.6% 10.6
Litigation expenses 0.57 0.37 0.99
In-process research and development 0.16 0.27 –
Synthes integration/transaction costs and currency related 0.17 0.32 0.17
Intangible asset write-downs – 0.26 –
DePuy ASR™ Hip program 0.08 0.03 0.16
Restructuring expense – – 0.19
Scios tax benefit (0.25) – –
Other (0.02) (0.01) –
Diluted Net Earnings per share attributable to Johnson & Johnson – as adjusted $5.52 5.10 5.00 8.2% 2.0

(1) Amount includes third quarter in-process research and development charge of $679 million related to bapineuzumab lV offset by $339 million reported
as net loss attributable to noncontrolling interest

% Change

(Dollars in Millions) 2013 2012 2011 ’13 vs. ’12 ’12 vs. ’11
Net cash flows from operating activities $17,414 15,396 14,298
Additions to property, plant and equipment (3,595) (2,934) (2,893)
Free Cash Flow $13,819 12,462 11,405 10.9% 9.3

The Company provides earnings before provision for taxes on income, net earnings attributable to Johnson & Johnson, net
earnings per share attributable to Johnson & Johnson (diluted) and net cash flows from operating activities on an adjusted
basis because management believes that these measures provide useful information to investors. Among other things,
these measures may assist investors in evaluating the Company's results of operations period over period. In various
periods, these measures may exclude such items as significant costs associated with acquisitions, restructuring, litigation,
and changes in applicable laws and regulations (including significant accounting or tax matters). These special items may
be highly variable, difficult to predict, and of a size that sometimes has substantial impact on the Company's reported
results of operations for a period. Management uses these measures internally for planning, forecasting and evaluating the
performances of the Company's businesses, including allocating resources and evaluating results relative to employee
performance compensation targets. Unlike earnings before provision for taxes on income, net earnings attributable to
Johnson & Johnson, net earnings per share attributable to Johnson & Johnson (diluted) and cash flows from operating
activities prepared in accordance with GAAP, adjusted earnings before provision for taxes on income, adjusted net
earnings attributable to Johnson & Johnson, adjusted net earnings per share attributable to Johnson & Johnson (diluted)
and free cash flow may not be comparable with the calculation of similar measures for other companies. These non-GAAP
financial measures are presented solely to permit investors to more fully understand how management assesses the
performance of the Company. The limitations of using these non-GAAP financial measures as performance measures are
that they provide a view of the Company's results of operations without including all events during a period, such as the
effects of an acquisition, restructuring, litigation, and changes in applicable laws and regulations (including significant
accounting or tax matters) and do not provide a comparable view of the Company's performance to other companies in
the health care industry. Investors should consider non-GAAP financial measures in addition to, and not as replacements
for, or superior to, measures of financial performance prepared in accordance with GAAP.
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PRINCIPAL OFFICE COMMON STOCK JOHNSON & JOHNSON ONLINE

One Johnson & Johnson Plaza
New Brunswick, New Jersey 08933
(732) 524-0400

ANNUAL MEETING

The Annual Meeting of Shareholders will take
place on Thursday, April 24, 2014, at the
Hyatt Regency Hotel, Two Albany Street, New
Brunswick, New Jersey. The meeting will
convene at 10 a.m. (Eastern). All shareholders
as of the record date of February 25, 2014 are
cordially invited to attend. A formal Notice of
Annual Meeting, Proxy Statement and Proxy
have been sent to shareholders.

CORPORATE GOVERNANCE

Copies of our 2013 Annual Report on
Form 10-K, Quarterly Reports on Form 10-Q,
and Current Reports on Form 8-K to the
Securities and Exchange Commission, Proxy
Statement, and this Annual Report are
available online at www.investor.jnj.com/
sec-filings.cfm, or to shareholders without
charge, upon written request to the Office of
the Corporate Secretary at our principal
address, or by calling (800) 950-5089.

In addition, on the Corporate Governance
section of our website, www.investor.jnj.com,
shareholders can view our Restated Certificate
of Incorporation; By-Laws; Principles of
Corporate Governance; Charters of the Audit
Committee, Compensation & Benefits
Committee, Nominating & Corporate
Governance Committee, Regulatory,
Compliance & Government Affairs
Committee, and Science, Technology &
Sustainability Committee; Policy on Business
Conduct (for employees); Code of Business
Conduct & Ethics for Members of the Board
of Directors and Executive Officers; and other
corporate governance materials. Copies of
these documents are available to shareholders
without charge upon written request to the
Secretary at our principal address.

Under Section 302 of the Sarbanes-Oxley Act,
we are required to file certifications signed by
the Chief Executive Officer and the Chief
Financial Officer as Exhibits to our Form 10-K
or Form 10-Q for each fiscal year or quarter.
In addition, we are required to submit a
certification signed by the Chief Executive
Officer to the New York Stock Exchange
within 30 days following the Annual Meeting
of Shareholders. Copies of the certifications
filed for previous years are posted on the
Corporate Governance section of our website,
and future certifications will be posted
promptly upon filing.

Listed on New York Stock Exchange
Stock Symbol: JNJ

SHAREHOLDER RELATIONS CONTACT

Douglas K. Chia
Corporate Secretary
(732) 524-2455

INVESTOR RELATIONS CONTACT

Louise Mehrotra
Vice President, Investor Relations
(800) 950-5089
(732) 524-6492

TRANSFER AGENT AND REGISTRAR

Questions regarding stock holdings, certificate replace-
ment/transfer, dividends and address changes should
be directed to:

Our website: www.jnj.com

http://www.jnj.com/our-news-center

http://www.blogjnj.com/

www.facebook.com/jnj

www.twitter.com/JNJCares
www.twitter.com/JNJNews
https://twitter.com/JNJInnovation

www.youtube.com/jnj

http://www.linkedin.com/company/
johnson-&-johnson

Computershare
P.O. BOX 30170
College Station, TX 77842-3170

Overnight correspondence should be sent to:
Computershare
211 Quality Circle, Suite 210
College Station, TX 77845

Shareholder website
www.computershare.com/investor

Shareholder online inquiries
https://www-us.computershare.com/investor/
Contact

DIVIDEND REINVESTMENT PLAN

The Plan allows for full or partial dividend
reinvestment and additional monthly cash investments
up to $50,000 per year in Johnson & Johnson
Common Stock without brokerage commissions or
service charges on stock purchases. If you are
interested in participating in the Plan and need an
authorization form and/or more information, please
call Computershare Trust Company, N.A. at
(800) 328-9033 or (781) 575-2718 (outside the U.S.).

HEARING IMPAIRED

Shareholders who have inquiries regarding stock-
related matters can communicate directly with
Computershare Trust Company, N.A. via a
telecommunications device (TDD). The telephone
number for this service is (800) 952-9245 or (781) 575-
2692 (outside the U.S.).

ELECTRONIC DELIVERY NOTIFICATION

The Proxy Statement and our 2013 Annual Report are
available on our website at www.investor.jnj.com/
annual-reports.cfm. Shareholders who are still
receiving paper copies of our Proxy Statement and
Annual Report by mail can elect to receive instead an
e-mail message that will provide a link to those
documents on the Internet. Shareholders who hold
their shares in their own name may enroll in the
electronic proxy and Annual Report access service for
future Annual Meetings of Shareholders online at:
www.computershare-na.com/green.

Shareholders that hold their shares beneficially in
“street name” (that is, in the name of a bank, broker or
other holder of record) who wish to enroll for
electronic access may register for online delivery of
materials by going to: enroll.icsdeliver.com/jnj.

To view the 2013 Johnson & Johnson Annual
Report,
please go to www.2013annualreport.jnj.com
or scan this QR code.

The Johnson & Johnson Annual Report
contains many of the valuable trademarks and
trade names owned and used by the Johnson &
Johnson Family of Companies in the United
States and internationally to distinguish
products and services of outstanding quality.
©Johnson & Johnson 2014
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Our Credo

We believe our first responsibility is to the doctors, nurses and patients,

to mothers and fathers and all others who use our products and

services. In meeting their needs everything we do must be of high

quality. We must constantly strive to reduce our costs in order to

maintain reasonable prices. Customers’ orders must be serviced

promptly and accurately. Our suppliers and distributors must have an

opportunity to make a fair profit.

We are responsible to our employees, the men and women who work

with us throughout the world. Everyone must be considered as an

individual. We must respect their dignity and recognize their merit. They

must have a sense of security in their jobs. Compensation must be fair

and adequate, and working conditions clean, orderly and safe. We must

be mindful of ways to help our employees fulfill their family

responsibilities. Employees must feel free to make suggestions and

complaints. There must be equal opportunity for employment,

development and advancement for those qualified. We must provide

competent management, and their actions must be just and ethical.

We are responsible to the communities in which we live and work and

to the world community as well. We must be good citizens — support

good works and charities and bear our fair share of taxes. We must

encourage civic improvements and better health and education. We

must maintain in good order the property we are privileged to use,

protecting the environment and natural resources.

Our final responsibility is to our stockholders. Business must make a

sound profit. We must experiment with new ideas. Research must be

carried on, innovative programs developed and mistakes paid for. New

equipment must be purchased, new facilities provided and new

products launched. Reserves must be created to provide for adverse

times. When we operate according to these principles, the

stockholders should realize a fair return.

One Johnson & Johnson Plaza, New Brunswick, New Jersey 08933
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News

Financial

Johnson & Johnson to Participate In 2012 Deutsche Bank Securities, Inc. 37th Annual
Health Care Conference
New Brunswick, NJ (May 2, 2012) -- Johnson & Johnson will participate in the 2012 Deutsche Bank Securities, Inc. 37  Annual Health Care
Conference on Wednesday, May 9, at The InterContinental Boston in Boston, M.A. Dominic Caruso, Vice President, Finance & Chief Financial
Officer will represent the Company in a session scheduled at 10:40 a.m. (Eastern Time).

This webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Ellen Sipos
(732) 524-3709
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News

Products & Operating Company

JOHNSON’S  Baby Launches New Charitable Platform JOHNSON’S  BABY CARES
To Support Maternal And Baby Health
Actress, Singer and New Mom Hilary Duff Joins Campaign to Support First Initiative with Children’s Humanitarian
Organization Save the Children
Skillman, NJ (April 12, 2012) – As a way to ensure every baby has a healthy and happy start in life, JOHNSON’S  Baby announced today the
launch of a new charitable platform, JOHNSON’S  BABY CARES. The program will support the healthy development of moms and babies while
also addressing the basic care needs of families during crisis situations in the form of educational initiatives, product donations and financial
assistance. Beginning with a partnership with global children’s humanitarian organization Save the Children, the JOHNSON’S  BABY CARES
campaign kicks off by leveraging the support of actress and new mom Hilary Duff to assemble “Care Kits” that will be distributed to families in times
of natural disasters. Consumers are encouraged to support the charitable platform by visiting the JOHNSON’S  BABY CARES tab on the
JOHNSON’S  Baby Facebook page.

“According to Save the Children, 90 percent of U.S. children live in areas at risk of natural disasters,” said Ivy Brown, Marketing Director, Baby
Care, JOHNSON’S  Baby and DESITIN . “In addition, families worldwide are also impacted by various global natural disasters where mothers and
babies are deprived of their most basic needs. We are launching this charitable platform to provide these mothers and caregivers with essential
basic resources and simple tools that will lend support in times of unexpected crisis.”

To assist families, the makers of JOHNSON’S  Baby products, alongside parent company Johnson & Johnson, are making a multi-year, multi-
million dollar contribution to Save the Children that will help create and sustain key initiatives, including:

A donation and distribution of thousands of JOHNSON’S  Baby “Care Kits”, providing families with baby care essentials immediately after a
disaster. This commitment is an extension of the brand’s existing product donation efforts aimed to meet baby care needs in the U.S. and
around the world.
Funding that enables Save the Children programming, such as Child Friendly Spaces, which supplies moms and children with safe areas to
recover, play and experience the joy of being together as a family following a disaster.
Vital training for health workers in developing countries through the “Helping Babies Breathe” program, which teaches basic techniques to
prevent birth asphyxia, saving newborn lives.

“As a new mom, I am inspired by this worthy cause, which aims to give all moms a chance to not only experience the joy of a healthy baby, but also
an opportunity to be together and have moments of normalcy during crisis situations,” said Hilary Duff. “I appreciate the opportunity to join
JOHNSON’S  Baby and Save the Children to offer a helping hand and make a difference.”

Consumers can show their support of this campaign by purchasing any JOHNSON’S  Baby product between April 15 and June 10, 2012 and
redeeming a $0.50 cent coupon at retail stores, in which $0.25 cents will be donated to Save the Children. Throughout the rest of the year
JOHNSON’S  Baby will share additional ways consumers can get involved to help support Save the Children.

“As a brand that has been a trusted partner to families for more than 100 years, JOHNSON’S  Baby cares about providing pure, mild, and gentle
products to moms and babies worldwide while remaining committed to the crucial issues surrounding maternal health and the well-being of
babies,” said Brown. “Mothers and babies are among the most vulnerable during times of crisis and we are proud to partner with Save the
Children to help those in need.”

“In times of crisis, children are always the most at risk,” said Carolyn Miles, President & CEO of Save the Children. “The generous support of
JOHNSON’S  Baby, and its parent company Johnson & Johnson, will help us to meet the needs of thousands of mothers and children, here in the
U.S. and around the world.”

About JOHNSON'S  Baby
JOHNSON'S  Baby, a brand of Johnson & Johnson Consumer Products Company Division of Johnson & Johnson Consumer Companies, Inc., has
a long tradition of providing pure, mild, gentle and clinically-proven products formulated especially for babies. The most trusted name in baby
care, the JOHNSON'S  Baby brand is rooted in science and has more than 100 years of leadership in the industry; every product undergoes
clinical assessment to ensure it meets our rigorous standards. JOHNSON'S  Baby takes pride in continuing to create and supply parents and
healthcare professionals with the best essentials and innovations in baby care. For more information about the brand and its product offerings,
visit www.johnsonsbaby.com.

About Johnson & Johnson
Caring for the world, one person at a time…inspires and unites the people of Johnson & Johnson. We embrace research and science - bringing
innovative ideas, products and services to advance the health and well-being of people. Our 118,000 employees at more than 250 Johnson &
Johnson operating companies work with partners in health care to touch the lives of over a billion people every day, throughout the world.

About Save the Children
Save the Children is the leading independent organization for children in need, with programs in 120 countries, including the United States. We
aim to inspire breakthroughs in the way the world treats children, and to achieve immediate and lasting change in their lives by improving their
health, education and economic opportunities. In times of acute crisis, we mobilize rapid assistance to help children recover from the effects of
war, conflict and natural disasters. Follow us on Twitter and Facebook.

For more information please contact:
Joy-Lee Pasqualoni
JOHNSON'S  Baby
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(908) 904-6387
LPasqua7@its.jnj.com

Edwige Buteau
RF Binder Partners, Inc. (for JOHNSON'S  Baby)
(212) 994-7517
Edwige.Buteau@rfbinder.com

Wendy Christian, Associate Vice President, Media and Communications
Save the Children
(203) 221-3767
wchristian@savechildren.org
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News

Corporate

Johnson & Johnson to Participate in Bank of America Merrill Lynch 2011 Health Care
Conference
New Brunswick, NJ (May 4, 2011) -- Johnson & Johnson (NYSE: JNJ) will participate in the Bank of America Merrill Lynch 2011 Health Care
Conference on Tuesday, May 10 , at the Encore at Wynn, 3121 Las Vegas Blvd. South. Las Vegas, NV.  Alex Gorsky, Vice Chairman Executive
Committee for Johnson & Johnson, will represent the company in a session scheduled at 10:00 a.m. (Pacific) and 1:00 p.m. (Eastern).

This broadcast will be available to interested investors and parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available shortly after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Carol Goodrich
(732) 524-6678
(973) 615-4057 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Lesley Fishman
(732) 524-3922
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Products & Operating Company

JOHNSON'S Launches Campaign to Help Ensure Families Across the Country Can
'Treasure the Joy' of a Healthy Baby
Campaign supported by Alyson Hannigan and MARCH OF DIMES Ambassadors Julie Bowen, Melissa Joan Hart, among
others
Skillman, NJ (May 6, 2011) -- In honor of Mother's Day, the JOHNSON'S  Brand is launching the integrated campaign,TREASURING EVERYDAY
JOY™ with JOHNSON'S ,kicking off with a celebrity driven exhibit, a charity initiative on Facebook and a documentary on WE tv – to benefit the
MARCH OF DIMES . Top talentAlyson Hannigan(CBS'sHow I Met Your Mother),Melissa Rycroft(TV Correspondent and ABC'sDancing with the
Starsalum) and MARCH OF DIMES  ambassadorsJulie Bowen(ABC'sModern Family),Melissa Joan Hart(ABC Family'sMelissa & Joey)andKellie
Martin(ERandLife Goes On) will share their footprints for an exclusive "Footprints" exhibit that symbolizes not only the 'joy' behind baby's first
steps, but also the first step toward helping every family experience the joy of having a healthy baby, through the MARCH OF DIMES  partnership.

The unveiling of the JOHNSON'S  Brand's "Footprints" exhibit marks the launch of the campaign designed to encourage parents to pause, reflect
and promise to celebrate the everyday joy a baby brings to a parent's life –and to pay it forward.  As part of the brand's ongoing commitment to
families everywhere, consumers can visit www.facebook.com/johnsonsbaby, where for every "promise" ('like') made, the Brand will donate $1 to
the MARCH OF DIMES  —helping families treasure the joy of a healthy baby.  The JOHNSON'S  Brand "Footprints" exhibit will be revealed at
NYC's Famous Footwear (also a MARCH OF DIMES  partner) on 34th Street and remain at the store through Mother's Day (May 8, 2011).

"It is so important to treasure everyday moments with your children," said celebrity mom Alyson Hannigan.  "Whether it's the giggles during bath
time or reading with them before bedtime; it's those simple things that are part of your daily routine which you come to value most as a mom.  I
never take those moments for granted as they change so much from day-to-day, that each one is a new adventure."

"For more than 100 years, we've dedicated ourselves to being a trusted partner to moms and babies, providing products that are safe, clinically
proven mild, and gentle," said Ivy Brown, Marketing Director, Baby Care, JOHNSON'S  Brand.  "With the launch of this campaign, we further our
mission in baby care by encouraging parents to take the 'promise' and support the MARCH OF DIMES ."

"The JOHNSON'S  Brand has been a partner of the MARCH OF DIMES  for many years," said Dr. Jennifer Howse, President, MARCH OF
DIMES .  "We thank them for their ongoing commitment to the healthy development of babies, and for helping raise funds for the important work of
our organization – to help moms have full-term pregnancies and research the problems that threaten the health of babies."

A Celebration of 50 Families
Additionally, as part of theTREASURING EVERYDAY JOY™ with JOHNSON'S campaign, the Brand is celebrating the joy that babies bring to our
lives by talking to families across the country about their most treasured everyday moments.  Earlier in the year, the JOHNSON'S  Team traveled
from coast-to-coast, visiting one family in each state to capture the everyday joyful moments of parenthood.  The 50 families will be highlighted on
the Brand's Facebook page and five of those families will appear as part of a documentary that will air on WE tv, just in time for Mother's Day on
Saturday, May 7 at 8PM EDT/ 7PM CDT.  The Brand will also be hosting monthly photo contests on Facebook, in which monthly winners can win a
video camera, a Visa Gift Card, or a JOHNSON'S  gift set.  At the end of the year, all the monthly winners will be eligible to win the Grand Prize of
a $25,000 college scholarship.

About the MARCH OF DIMES
The MARCH OF DIMES  is the leading nonprofit organization for pregnancy and baby health. With chapters nationwide and its premier event,
MARCH FOR BABIES , the March of Dimes works to improve the health of babies by preventing birth defects, premature birth and infant mortality.
For the latest resources and information, please visit www.marchofdimes.com or www.nacersano.org.  Find us on Facebook at
http://www.facebook.com/marchofdimes or follow us on Twitter at http://twitter.com/marchofdimes.

About JOHNSON'S  Brand
JOHNSON'S , a brand of Johnson & Johnson Consumer Products Company Division of Johnson & Johnson Consumer Companies, Inc., has a
long tradition of providing pure, mild, gentle and clinically-proven products formulated especially for babies. The most trusted name in baby care,
JOHNSON'S  is rooted in science and has more than 100 years of leadership in the industry; every product undergoes clinical assessment to
ensure it meets our rigorous standards. JOHNSON'S  Brand takes pride in continuing to create and supply parents and healthcare professionals
with the best essentials and innovations in baby care.  For more information about the brand and its product offerings, visit
www.johnsonsbaby.com.
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ASP Launches GLOSAIR™ Healthcare Environmental Decontamination at The 2011
APIC Conference To Protect Against The Risk Of Deadly Infections In Healthcare
Facilities
Recent Studies Recognize Role of the Healthcare Environment in Healthcare-Associated Infection (HAI) Transmission,
Which Impacts More Than 2 Million Patients a Year
Irvine, CA (June 27, 2011): Advanced Sterilization Products (ASP) announced today the launch of an innovative infection prevention technology –
GLOSAIR™ Healthcare Environmental Decontamination – that provides effective, safe[1] and thorough disinfection of hospital rooms and
operating suites to reduce the risk of patient contact with infection-causing pathogens. There is a growing scientific consensus that the patient
environment is a key source in the transmission of healthcare-associated infections (HAIs), as routine cleaning of healthcare facilities does not
always eliminate pathogens.[2] Use of GLOSAIR™ to augment manual cleaning processes has been shown to be more effective in the reduction
of HAI pathogens as compared to cleaning alone.  

“Despite healthcare facilities’ efforts to properly clean and disinfect patient and procedure rooms as well as operating suites, studies show deadly
infections borne by pathogens can continue to live on surfaces, such as bed rails, television remotes and IV pumps, and over time infect other
patients,” said Dr. William Jarvis,[3] a global expert on HAI control and prevention. “The good news is that infections related to the healthcare
environment are almost always preventable and hospitals now have new infection prevention tools to safely and effectively disinfect the patient
environment, which can help keep patients safe.”

GLOSAIR™ Healthcare Environmental Decontamination is the newest technology available to help healthcare facilities improve patient safety, and
is the focus of an educational symposium today at the Association for Professionals in Infection Control and Epidemiology (APIC) 2011
Conference. The symposium, Progress Toward Improved Healthcare Environmental Decontamination, will educate healthcare professionals on
environmental decontamination and GLOSAIR™ technology, which disinfects by creating a fog of 5 percent hydrogen peroxide that is uniformly
dispersed to disinfect all hard nonporous surfaces, including difficult-to-reach areas. Attendees at APIC are encouraged to join the APIC
Symposium in Ballroom Key 8, 11, 12 of the Baltimore Hilton Hotel at 6:00AM ET or visit the ASP APIC booth #856.

Research Shows Environment Can Contribute to Spread of Infection
According to the latest scientific research, environmental contamination plays an important role in the transmission of many superbugs that cause
infections.[4] Research indicates some microorganisms, such as methicillin-resistant Staphylococcus aureus (MRSA), Pseudomonas aeruginosa
(Pseudomonas) and E. coli, are tougher to eliminate than others and can continue to persist on environmental surfaces after standard cleaning
approaches.[5],

Healthcare facilities can reduce the number of these pathogens in the hospital environment by introducing enhanced, deep cleaning and
disinfection protocols to current practices.[8] Studies show hydrogen peroxide vapor decontamination devices, such as GLOSAIR™ Systems, are
effective at reducing surface contamination by these pathogens and may be associated with a reduction in infection transmission.[9]

“With HAIs increasing at a significant rate, hospitals need an innovative solution to help reduce the patient and financial impact associated with
these life-threatening infections,” said Bernard Zovighian, Worldwide President of ASP. “ASP specifically developed GLOSAIR™ for the healthcare
environment to deliver thorough environmental disinfection in a way that is safe for patients, healthcare staff and the medical equipment they both
depend upon while enabling hospitals to differentiate themselves by offering an optimal patient experience. With GLOSAIR™ now available in the
U.S., when you or a loved one needs medical care, you can feel more comfortable knowing that a facility that uses GLOSAIR™ is providing a
higher level of infection protection.”

Broad Portfolio of Healthcare Environmental Decontamination Options
For healthcare facilities interested in improving their cleaning procedures, GLOSAIR™ Healthcare Environmental Decontamination Systems
provide customized, easily accessible and affordable solutions to address facility needs including:

The GLOSAIR™ 400 System offers the right balance of safety and efficacy in a convenient size as a complement to your current cleaning
processes.
The GLOSAIR™ 600 System provides facilities with an integrated solution to augment everyday manual cleaning.
To help healthcare facilities integrate their GLOSAIR™ Healthcare Environmental Decontamination System, ASP’s Assisted Delivery service
will work with staff to develop the techniques, processes, and schedules to get the most productivity from your GLOSAIR™ Systems.

About GLOSAIR™ Healthcare Environmental Decontamination
Building upon ASP’s nearly 25 years of experience providing hydrogen peroxide technologies to meet the sterilization and disinfection needs of
healthcare facilities worldwide, GLOSAIR™ Healthcare Environmental Decontamination provides effective, safe[10] and thorough disinfection of
patient environments, such as patient and hospital rooms as well as operation suites. GLOSAIR™ disinfects by creating a fog of 5 percent
hydrogen peroxide that is uniformly dispersed to all hard nonporous surfaces in the healthcare environment, including difficult-to-reach areas. Use
of GLOSAIR™ Systems to augment manual cleaning processes can provide healthcare facilities and patients with increased confidence that the
patient environment has been thoroughly and properly disinfected against many pathogens that cause healthcare-associated infections (HAIs). 

About Advanced Sterilization Products (ASP)

[6],[7]
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Protecting Lives Against Infection™

Advanced Sterilization Products (ASP) is a leading developer of innovative infection prevention technologies. The company is dedicated to
protecting patients, healthcare workers, and the environment with products that focus as much on safety as they do on efficacy and cost-
effectiveness. Utilizing advanced instrument processing technologies, these products help customers to promote positive patient outcomes while
controlling costs, increasing productivity, and enhancing safety. The company is based in Irvine, California, USA. Please visit ASP at
www.ASPJJ.com or follow us on Twitter @ASPJJ.

###

Media Contact:
Katie Sweet
(949) 789-3945
ksweet@its.jnj.com

[1] Please read and follow the User's Guide for your GLOSAIR™ System prior to use for important safety information.
[3] Paid consultant for Advanced Sterilization Products.
[4] Weber DJ, Rutala WA, Miller MB, Huslage K, Sickbert-Bennett E. Role of hospital surfaces in the transmission of emerging health care-
associated pathogens: norovirus, Clostridium difficile, and Acinetobacter species. Am J Infect Control. 2010; 38 (5 Suppl 1): S25-S33.
[5] Kramer A, Schwebke I, Kampf G. How long do nosocomial pathogens persist on inanimate surfaces? A systematic review. BMC Infect Dis.
2006; 6: 130.
[6] Boyce JM. J Hosp Infect. 2007; 65(Suppl 2): 50-54.
[7] Sethu AK, et al. Infect Control Hosp Epidemiol. 2010; 31(1): 21-27.
[8] Hota B. Clinical Infectious Diseases. 2004; 39: 1182-9.
[9] Boyce JM, Havill NL, Otter JA, et al. Impact of hydrogen peroxide vapor room decontamination on Clostridium difficile environmental
contamination and transmission in a healthcare setting. Infect Control Hosp Epidemiol.2008; 29 (8): 723-729.
[10] Please read and follow the User's Guide for your GLOSAIR™ System prior to use for important safety information.
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Johnson & Johnson Launches “Healthy Future 2015,” Its Citizenship And
Sustainability Goals
Company Establishes Sustainability Priorities for Next Five Years and Launches New Responsibility Website
New Brunswick, N.J. (July 14, 2011) – As 2011 marks the 125  year of Johnson & Johnson, today the company announced the launch of Healthy
Future 2015, a five-year strategic roadmap for its citizenship and sustainability priorities.   Healthy Future 2015 encompasses the broadest and
boldest goals to date for Johnson & Johnson in both environmental and non-environmental areas.

“Today the world is facing a number of complex social and environmental challenges, from the millions of people around the world who lack access
to adequate healthcare and medicines, to the rising global demand for natural resources in the face of a burgeoning population,” said William C.
Weldon, Chairman, Board of Directors and Chief Executive Officer. “Whether it’s the private, public or nonprofit sector, we must all play a role,
preferably in collaboration, to ensure a sustainable and healthy future for generations to come.” 

Healthy Future 2015 extends the Company’s commitment to help address global health needs with goals ranging from targeting affordable access
to HIV and TB therapies for populations in some of the least-developed countries of the world, to donating medicines for treating intestinal worms
in more than 30 countries where prevalence is high. These targets align with the United Nations Millennium Development Goals and the
Company’s commitments to date.

As human health and well-being is firmly linked to a healthy planet, environmental stewardship continues to be a core focus area for Johnson &
Johnson sustainability.  Aggressive absolute reduction targets of CO  emissions, water usage and waste disposal are supplemented by product
stewardship goals that will help the company strive to introduce at least 60 products that meet the company’s rigorous sustainability innovation
criteria. Suppliers are also being recruited to play their part in achieving Healthy Future 2015 goals.

To provide ongoing transparency on Healthy Future 2015 and other initiatives, Johnson & Johnson has launched a new Responsibility website,
www.jnj.com/responsibility, an online portal that covers more than 100 aspects of the Company’s citizenship and sustainability commitments and
priorities; policies and practices; achievements and challenges; and goals and related performance. 

The notion of corporate citizenship and environmental stewardship has been embedded into the Johnson & Johnson culture since 1943 when the
Company’s Credo was established by its late Chairman Robert Wood Johnson. The Company set its first environmental goal in 1987 and has
continued to set and meet a series of long-term targets across a range of environmental areas – including its most recently completed Healthy
Planet 2010 Goals, a set of targets focused on carbon reduction, water use, paper and packaging, waste reduction, compliance and external
manufacturing, among others.

Healthy Future 2015 Strategic Priorities
Healthy Future 2015 consists of seven strategic priorities, supported by 15 goals and corresponding targets to measure and drive performance.

The seven strategic priorities of Healthy Future 2015 are defined as: 

Advancing community wellness by launching health initiatives to help people gain access to timely, easy-to-understand, health-related
information;
Enhancing outcome measurement in philanthropy by working with philanthropic partners to measure health outcomes and raise the
standard of health outcome measurement;
Fostering the most engaged, health-conscious and safe employees in the world by improving upon the company’s global culture of
health and safety, and making Johnson & Johnson a place where its employees are proud and inspired to work;
Building on the company’s legacy in safeguarding the planet by reducing the environmental impacts of the operations of Johnson &
Johnson and increasing the sustainable design of the company’s products;
Partnering with suppliers who embrace sustainability by joining with suppliers who demonstrate a similar commitment to that of Johnson
& Johnson;
Advancing global health through research and development for neglected diseases and affordable access to the company’s
medicines by working to identify new ways to address these issues, and by partnering with like-minded organizations to help expand the
impact of Johnson & Johnson; and
Committing to enhanced transparency and accessing the power of external collaboration by providing transparency about the
company’s business practices and products, and collaborating with partners.

The launch of Healthy Future 2015 marks the next step forward in the sustainability journey of Johnson & Johnson. To learn more about Healthy
Future 2015 and other sustainability-related topics, including how Johnson & Johnson performed against its Healthy Planet 2010 Goals, visit the
Responsibility website at www.jnj.com/responsibility.

ABOUT JOHNSON & JOHNSON
Caring for the world, one person at a time…inspires and unites the people of Johnson & Johnson.  We embrace research and science -- bringing
innovative ideas, products and services to advance the health and well-being of people.  Our 115,000 employees at more than 250 Johnson &
Johnson companies work with partners in health care to touch the lives of over a billion people every day, throughout the world.

(This press release contains "forward-looking statements" as defined in the Private Securities Litigation Reform Act of 1995.  These statements
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are based on current expectations of future events.  If underlying assumptions prove inaccurate or unknown risks or uncertainties materialize,
actual results could vary materially from the expectations and projections of Johnson & Johnson.  Risks and uncertainties include, but are not
limited to, general industry conditions and competition; economic factors, such as interest rate and currency exchange rate fluctuations;
technological advances and patents attained by competitors; challenges inherent in new product development, including obtaining regulatory
approvals; domestic and foreign health care reforms and governmental laws and regulations; trends toward health care cost containment; and
increased scrutiny of the healthcare industry by government agencies.  A further list and description of these risks, uncertainties and other factors
can be found in Exhibit 99 of Johnson & Johnson’s Annual Report on Form 10-K for the fiscal year ended January 2, 2011.  Copies of this Form
10-K, as well as subsequent filings, are available online at www.sec.gov, www.jnj.com or on request from Johnson & Johnson.  Johnson & Johnson
does not undertake to update any forward-looking statements as a result of new information or future events or developments.)

###

Press Contact: 
Patrick McCrummen
732-524-1755 (office)
908-616-3798 (mobile)
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“Healthy Vision™ With Dr. Val Jones” Radio Show Highlights the Importance of Good
Vision to Children’s Performance in School, Sports, and Life
American Optometric Association president, researchers, and actress Meaghan Martin join Dr. Val on new edition of show
devoted to improving American’s eye health
Jacksonville, FL (August 31, 2011) – As millions of children head back to the classroom, parents are looking for every opportunity to help them be
successful in school and in life. On the new edition of Healthy Vision™ with Dr. Val Jones, top national experts discuss how early identification of
vision problems and different types of vision correction can impact a child’s self esteem, confidence and performance.

According to the American Optometric Association (AOA), one-in-four school-aged children suffer from an undetected or untreated vision problem.
While most school vision screenings can and do catch some types of vision problems, they do have their limitations.  AOA president Dori Carlson,
O.D., a guest on the program, says studies show that upwards of 75 percent of children who have a learning related vision problem are missed
during school screenings and other studies show that upwards of 40 percent don’t get follow-up care afterwards. “Knowing that so much of what
children learn is visual, it needs to be a priority to catch vision problems early on,” she tells program host Dr. Val Jones.

Optometrist and researcher Jeffrey Walline, O.D. and Clinical Psychology Professor Mitchell Prinstein, Ph.D. join Dr. Val to share research results
which suggest that contact lenses may have added benefits to children beyond vision correction, and offer advice to parents on how to know if
your child is ready for contacts.  “I generally tell people that we should not base a child’s ability to wear contact lenses on age alone,” says Dr.
Walline.

All-American actress Meaghan Martin, best known for her roles in Camp Rock:  The Final Jam and 10 Things I Hate About You, tells Dr. Val about
how she overcame “poke-a-phobia” and offers advice to teenagers on what they can do to improve their self esteem.

Healthy Vision™ with Dr. Val Jones is devoted to educating and improving the eye health of Americans. The program is supported by ACUVUE
Brand Contact Lenses and is hosted by Val Jones, M.D, CEO of Better Health, LLC, a network of popular health bloggers, and author of, “Dr. Val
and the Voice of Reason,” which won The Best New Medical Blog award in 2007.

Free podcasts of Healthy Vision™ with Dr. Val Jones can be found in the iTunes Store (for best results, search for the show by its complete title. 
You will find it in LifeMinute.TV Health), BlogTalk Radio (www.blogtalkradio.com/healthyvision) and on http://getbetterhealth.com/healthyvision.  A
link to the show also can be found at www.acuvue.com/healthyvision.

###

Dr. Val Jones is a paid consultant for VISTAKON  Division Johnson & Johnson Vision Care, Inc.
ACUVUE , Healthy Vision™ and VISTAKON  are trademarks of Johnson & Johnson Vision Care, Inc.

For further information, contact:
Gary Esterow 
VISTAKON  Division of Johnson & Johnson Vision Care, Inc.
(904) 629-6232
Gester1@its.jnj.com

Liz Mefford
Rpr Marketing Communications
(212) 317-1462
Liz.Mefford@rprmc.com
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Johnson & Johnson To Participate In Morgan Stanley Global Health Care Conference
New Brunswick, NJ (September 6, 2011) -- Johnson & Johnson (NYSE: JNJ) will participate in the Morgan Stanley Global Health Care Conference
Tuesday, September 13 , at the Grand Hyatt New York, 109 East 42  Street at Grand Central, New York, NY.  Dominic Caruso, Vice President,
Finance and Chief Financial Officer, Executive Committee for Johnson & Johnson, will represent the company in a session scheduled at 10:20
a.m. (Eastern).

This broadcast will be available to interested investors and parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available shortly after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Carol Goodrich
(732) 524-6678
(973) 615-4057 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Ellen Sipos
(732) 524-3709

Lesley Fishman
(732) 524-3922
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Johnson & Johnson Makes Strong Progress in First Year of Initiative to Improve
Health of Millions of Women and Children in the Developing World
Innovative Partnerships with UN Agencies and NGOs to Help Ensure Measurable Health Impact in Five-Year Commitment
to UN’s Global Strategy
Additional New Efforts Aim to Prevent Chronic Disease and Improve Health Worker Training
New Brunswick, NJ (September 20, 2011) – Johnson & Johnson today announced important progress made in the inaugural year of the
Company’s comprehensive effort designed to improve the health of as many as 120 million women and children each year in developing countries
by 2015.

Since its launch last September, Johnson & Johnson has laid a strong foundation for measurable impact in several areas toward Every Woman,
Every Child, the United Nations’ Global Strategy for Women’s and Children’s Health to reduce mortality in women and children by 2015, including:
expanding health information for mothers over mobile phones, helping to increase the number of safe births, doubling donations of treatments for
intestinal worms in children, helping to ensure that no child is born with HIV, and furthering research and development of new medicines for HIV
and tuberculosis (TB).

"Our results should be measured in terms of lives saved over the five years of our commitment, not just in terms of effort or dollars contributed,”
said Johnson & Johnson Chairman and CEO Bill Weldon. “We responded to the Secretary General’s call for action because we aim to make a real
and lasting difference for women and children in some of the most challenging areas of the world.  This is the goal to which we are holding
ourselves accountable.”

First Year Sees Major Expansion of Partnerships, Disease Prevention Efforts

In the first year of this work, Johnson & Johnson created new alliances while strengthening existing ones with many organizations, including non-
governmental and community groups, governments, academia and multilateral groups to scale-up proven health interventions. Johnson &
Johnson expects to positively affect the lives of millions of women and children through this effort.

“Every Woman, Every Child has shown what can be achieved through close cooperation between the UN, governments, and the private sector,”
said United Nations Secretary General Ban Ki-Moon. “A great deal has been achieved in the last year. Visionary leaders recognize the value of
investing in the health of women and children.”

Johnson & Johnson’s accomplishments in the first year of this effort include: 

Mobile Alliance For Maternal Action (MAMA) – This initiative using mobile phones to deliver prenatal and post-birth health information new
and expectant mothers in the developing world was launched with the U.S. Agency for International Development (USAID) with support from
BabyCenter, the mHealth Alliance, and the United Nations Foundation. Women will receive mobile phone messages on prenatal health, safe
delivery and immunization reminders through the program. Over the next three years, the program will reach mothers in Bangladesh, India,
and South Africa.
Helping Babies Breathe (HBB): A new safe births initiative strengthening training programs to help babies breathe at birth is expected to
save the lives of thousands of babies in Uganda and Malawi. This effort is being implemented in collaboration with Save the Children, the
American Academy of Pediatrics, and USAID, and builds upon the Company’s experience since 2004 to support training for more than
150,000 healthcare workers in China, South Africa and Vietnam in preventing birth asphyxia, a life-threatening condition in infants caused by
an inability to breathe at birth.  In China alone, this neonatal resuscitation program has trained more than 120,000 health workers, saved
90,000 newborns’ lives and is projected to save more than 175,000 more babies from premature and preventable deaths in the next 5 years.
Health 4+ Partnership: Johnson & Johnson became the first private sector organization to support the United Nations’ Health 4+, the joint
action platform established by the United Nations Children’s Fund (UNICEF), the World Health Organization (WHO), the United Nations
Population Fund (UNFPA), the World Bank and the Joint United Nations Program on HIV/AIDS (UNAIDS) to coordinate implementation of the
UN Secretary-General’s Global Strategy on Women’s and Children’s Health at the country level. The Company is now working to support pilot
training programs for healthcare workers in Tanzania and Ethiopia which will provide critical prenatal and obstetric care for mothers and
newborns.
One Million Health Workers Challenge: Training and support for front-line health workers, including skilled birth attendants, in the
developing world will be critical to improving the health of mothers and children while preventing disease. As a Company with extensive
expertise in building healthcare capacity, particularly around labor and delivery, Johnson & Johnson has committed to advocate for and
support the Frontline Health Workers Coalition and the U.S. Government’s Global Health Initiative’s new partnership between the public and
private sectors to meet the challenge of educating one million health workers in resource-poor countries.  
Children Without Worms: Johnson & Johnson more than doubled its donation of mebendazole, a treatment for intestinal worms in children,
through its Children Without Worms program, up from 36 million doses in 2010 to 80 million doses by the end of 2011. The Company plans to
continue to expand this program to distribute 200 million doses each year in 30 to 40 countries by 2015.
Eliminating Mother to Child Transmission of HIV: Since 2003, Johnson & Johnson has implemented programs that help eliminate
transmission of HIV from infected mothers to their infants. J&J has pledged additional support over the next four years, as part of the new UN
Global Plan to eliminate mother-to-child HIV transmission and help keep mothers alive.
R&D Innovations: Johnson & Johnson continues to develop new treatments for HIV and TB and enhance access to these treatments for
patients around the world. In May, Johnson & Johnson received U.S. FDA approval for a new HIV medicine, rilpivirine, for patients new to HIV
treatment. Though not yet approved outside the U.S., the Company has signed five generic licensing agreements to speed affordable access
to the medicine in sub-Saharan Africa, India and least developed countries (LDCs). The company also continues to research treatments in HIV
and TB and new technologies to prevent HIV transmission.

Maximizing the health impact of these programs is critical and requires new ways of thinking to measure and report health outcomes. Johnson &
Johnson is working to help its partner organizations expand the capacity to measure tangible improvements in the lives of women and children.
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Impact measurement and reporting standards are being established for each program target to enhance accountability and transparency.

“We want to understand more than just the numbers of women and children that we reach,” said Sharon D’Agostino, Vice President of Worldwide
Corporate Contributions at Johnson & Johnson. “We’re establishing accountability measures to understand the overall impact our programs make
in improving health outcomes. We recognize the promises made and the firm deadlines we’ve set through 2015. We take these commitments very
seriously.”

New Partnerships Support Global Effort to Prevent Chronic Disease

Beyond our enduring commitment to women’s and children’s health, Johnson & Johnson is building alliances in prevention, aligning with the United
Nations Secretary General’s call-to-action to address the major causes of chronic, non-communicable diseases globally. The Company will
announce new efforts to combat smoking and tobacco use via mobile phones and workplace interventions.

QuitNowTXT: As part of a new multi-sector partnership led by the U.S. Department of Health & Human Services, Johnson & Johnson will help
to bring QuitNowTXT – an interactive text-based intervention for adult smokers that offers motivation, encouragement and smoking facts
developed by the National Cancer Institute (NCI) of the U.S. National Institutes of Health – beyond the United States.  The new initiative also
includes the United Nations Foundation, George Washington University’s Center for Global Health, the World Medical Association, and the
Campaign for Tobacco-Free Kids.
Smoke-free Workplaces: Tomorrow, Johnson & Johnson and other organizations will formally announce a new multi-sector, Clinton Global
Initiative commitment that will encourage employers worldwide to expand the availability of smoke-free workplaces for employees.

Since 2000, Johnson & Johnson and its operating companies have provided nearly $5 billion in grants, product donations and patient assistance
that have touched the lives of men, women and children throughout the world.

For additional information about Johnson & Johnson’s commitments to addressing the Millennium Development Goals (MDGs), please visit
www.jnj.com/MDG2011.

About Johnson & Johnson
Caring for the world, one person at a time…inspires and unites the people of Johnson & Johnson. We embrace research and science -- bringing
innovative ideas, products and services to advance the health and well-being of people. Our 116,000 employees at more than 250 Johnson &
Johnson companies work with partners in health care to touch the lives of over a billion people every day, throughout the world.
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Neutrogena  Wave for Change™ Donates Over a Quarter of Million Dollars to Benefit
Disaster Relief, Education & Environmental Charities
Neutrogena Gives Teens the Power to Affect Change and Make an Impact
Los Angeles, CA (September 12 , 2011) –Neutrogena, the #1 dermatologist-recommended brand, announces the successful conclusion of its
second annual Wave for Change™ Campaign, a charitable program that makes it easy for teens everywhere to give back, both in the U.S and
other parts of the world. This year’s program generated a total of $258,000 that will be put to good use helping give kids an education, helping
protect the environment and rebuilding lives.

Neutrogena donated $1 to Global Giving for every Neutrogena Acne, Cleansing or Cosmetics product sold and registered during July and August
at Neutrogena.com/waveforchange.  Teens themselves were given the opportunity to make change happen by learning about and voting for their
favorite GlobalGiving charities within three categories:   Education, Environment and Disaster Recovery.    This year, the three winning charities
were: Arts for All: Art programs for 3,000 in-need New York children (Education), SALVEASERRA: Protect the Rainforest in Brazil (Environment)
and the Greater New Orleans Foundation: Victims of the Tornadoes Fund (Disaster Relief).

Neutrogena   Wave for Change™ also announced that an additional donation will be made to Global Giving and split equally among the six
runner-up causes as a token of appreciation for their participation and in honor of the inspiring work they undertake every day.  These
organizations are Junior Achievement of Southern California and School on Wheels (Education), Friends of the Columbia Gorge and TanzSolar
(Environment) and Save the Children in Haiti and Living Dreams’ Tohoku Kids Project in Japan (Disaster Relief).

“In the past two years, Neutrogena Wave for Change™ has donated just a little under half a million dollars for GlobalGiving and some pretty
amazing causes,” said Neutrogena Brand Ambassador Vanessa Hudgens. “It is incredible what people can do when they come together and I can’t
wait for next year’s campaign which will be even bigger.”

Teens also participated in the program as they prepped for back to school by purchasing this year’s Wave for Change™ tote bag available
exclusively at Target.   These limited-edition totes were extremely popular and personally designed by Vanessa Hudgens and fellow Neutrogena
Brand Ambassadors Hayden Panettiere and Miranda Cosgrove for their respective causes (Vanessa – Disaster Relief, Hayden – Environment,
Miranda – Education).

For a recap of this year’s program and learn about ways to impact change, visit www.neutrogena.com/waveforchange.

About Neutrogena
A worldwide leader in premium, dermatologist-recommended skin, hair and cosmetics products, Neutrogena  Corporation has been providing
consumers with health and beauty improvements for over 40 years.  The Company manufactures and markets a line of premium-priced skin and
hair care products that are distributed in more than 70 countries.  Headquartered in Los Angeles, Neutrogena  is a subsidiary of Johnson &
Johnson, the world's most comprehensive and broadly based health care products company.

About GlobalGiving
GlobalGiving (www.globalgiving.org) is the leading Internet-based network for peer-to-peer philanthropy. Our mission is to sustain a marketplace
for good that connects donors directly to the causes they care most about.  Through GlobalGiving, individuals and corporations can maximize the
impact of every dollar by efficiently and transparently directing their donations to projects here at home and around the world. Since its launch in
2002, GlobalGiving has helped more than 200,000 donors give more than $50 million to more than 4,500 projects.
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Steering Drivers In The Right Direction, “Healthy Vision™ With Dr. Val Jones” Radio
Show Offers Information, Advice About Driving In The Dark
End of Daylight Savings Time means fewer hours of daylight; Experts talk about what happens to your eyes and on the
road when it gets dark
JACKSONVILLE, Fla. (November 13, 2012) –  When you are behind the wheel of a car, your eyes are constantly on the move – looking at vehicles
ahead and to the side, reading road traffic signs, checking your rear view mirrors, and shifting your gaze inside and outside your vehicle in order
to check the speedometer, look at your global navigation system, or change a radio station.

During darkness these tasks can become even more difficult for some drivers.  On a special rebroadcast of Healthy Vision™ with Dr. Val Jones,
two experts join Dr. Val to talk about what happens to your eyes in the dark and how you can take better care of your eyes – and your car  –  to
improve your nighttime driving.

Nearly one of every three drivers on the road (32 percent) say they have difficulty seeing all or most of the time while driving in the dark, according
to a nationwide survey* of 515 vision-corrected Americans aged 18 and over. More than one-fourth (26 percent) report that they have trouble
seeing signs or exits; one-fifth (20 percent) acknowledge difficulty seeing animals or pedestrians, and more than one in five (22 percent) report
problems judging distance while driving in the dark.

"Low light levels cause an eye's pupil to dilate, which can accentuate existing focusing problems and result in blurred vision," says Cristina
Schnider, O.D., Senior Director, Professional Communications for VISTAKON
Division of Johnson & Johnson Vision Care, Inc.  She advises listeners not to drive with an uncorrected or under-corrected vision problem. "When
you don't see as well, you have to get closer or drive slower, and if you don't account for that need for extra time or distance, then you are putting
yourself and others at risk for accidents and close calls."

While 73 percent of respondents believe that correcting their vision problems could improve their night time driving, only 27 percent have ever
consulted an eye care professional about treatments or products that could improve their vision while driving in the dark*. Dr. Schnider
encourages drivers to see their eye care professional to talk about any problems they are having while driving at night and discusses some of the
newer vision correction options currently available.

Glare from oncoming headlights is a contributing factor to night time driving difficulty, according to John Ulczycki, Group Vice President – Strategic
Initiatives, National Safety Council.  He advises drivers to "keep your eyes moving and try not to look directly into oncoming headlights for more
than just a fleeting moment."  For car owners, he suggests periodically having your headlights checked by a mechanic. "We think more than half of
all vehicles are driving around with improperly adjusted headlights," he tells Dr. Val. "Little things like running over bumps can knock a headlight
out of alignment and cause problems for your fellow motorists."

Ulczycki provides helpful advice for parents on how to help their teens become better night time drivers and explains what pedestrians, bicycle
riders, and dog walkers can do to help drivers see them (and their pets) better at night.  He also provides tips on what to do when driving at night
in bad weather and what you can do to make sure your car is safe for nighttime driving.

Healthy Vision™ with Dr. Val Jones is devoted to educating and improving the eye health of Americans. The program is supported by ACUVUE
Brand Contact Lenses and is hosted by Val Jones, M.D, CEO of Better Health, LLC, a network of popular health bloggers, and author of, "Dr.
Val and the Voice of Reason."

Free podcasts of Healthy Vision™ with Dr. Val Jones can be found on BlogTalk Radio (www.blogtalkradio.com/healthyvision)

###

*Shedding Light on Driving in the Dark, a nationwide survey conducted by Kelton Research on behalf of Road & Travel Magazine and ACUVUE  
Brand Contact Lenses.  To view the findings from the survey visit http://www.acuvue.com/pdf/SheddingLightonDrivinginthedarkexecsum.pdf

Dr. Val Jones is a paid consultant for VISTAKON  Division Johnson & Johnson Vision Care, Inc.

ACUVUE ,Healthy Vision™ and VISTAKON  are trademarks of Johnson & Johnson Vision Care, Inc.

For further information, contact:
Gary Esterow
VISTAKON  Division of Johnson & Johnson Vision Care, Inc
(904) 629-6232
Gester1@its.jnj.com

Liz Mefford
Rpr Marketing Communications
(212) 317-1462
Liz.Mefford@rprmc.com
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Janssen Pharmaceutical Companies Launch Healthy Minds Initiative to Spur
Neuroscience Collaboration and Support Millions Suffering from Brain Disorders
Healthy Minds Brings Together Researchers and Data to Solve Mysteries of the Brain, Commits Key Research Programs
to Public Sector, and Addresses Stigma
Titusville, NJ (November 10, 2011) Janssen Pharmaceutical Companies of Johnson & Johnson (“Janssen”) today announced the launch of
Healthy Minds, a comprehensive initiative to accelerate progress in the fight against brain disorders that affect millions of people around the
world.  Healthy Minds includes a significant new commitment by Janssen Pharmaceuticals, Inc. of $3 million in direct and challenge contributions
to the International Mental Health Research Organization (IMHRO) (www.imhro.org), to support One Mind for Research (1mind4research.org), a
program of IMHRO that fosters neuroscience research, education, and awareness-building programs.

As part of the Healthy Minds efforts, Janssen will become the first private-sector partner to support the One Mind for Research program, which
was started by former U.S. Congressman Patrick Kennedy and Garen Staglin, Vice President, Board of Directors, IMHRO.  Janssen will contribute
$2 million in cash to IMHRO for the One Mind for Research program and $1 million in matching funds for donations raised by IMHRO for the One
Mind for Research program from other private-sector partners.  Janssen plans to participate in the program’s efforts to create collaborative
neuroscience networks and data-sharing programs that enhance basic discovery and speed clinical translation.

Janssen plans to work with One Mind for Research to develop research programs, expand data sharing among scientists and physicians focused
on the brain or central nervous system, break down barriers to understanding the molecular and cellular origins of mental and neurologic
disorders, and help combat the stigma faced by those affected by brain diseases.

The goal of One Mind for Research is to help to de-stigmatize mental-health conditions and improve understanding of their molecular and cellular
origins.  IMHRO is a nonprofit organization that seeks to improve the health and functioning of people who suffer from brain or central nervous
system disorders.  Healthy Minds also aims to encourage collaboration among biotechnology, pharmaceutical, and public-sector partners to
accelerate the discovery of new therapeutic solutions for brain disease.

“Brain disorders are one of the most challenging areas of scientific research,” said Sheri McCoy, Vice Chairman, Executive Committee, Johnson &
Johnson.  “Despite great progress in advancing new treatments, the brain remains a medical mystery and millions of people continue to suffer
from Alzheimer’s disease, depression, post traumatic stress disorder, neurologic conditions, and many other debilitating and life threatening brain
diseases.”

“Rapid advances in science and technology over the past decade provide us with an unprecedented opportunity and the tools needed to unlock
the secrets of the brain, but the challenge is too great and the data too vast for any one entity to do it alone,” said Husseini K. Manji, M.D., Global
Therapeutic Area Head for Neuroscience, Johnson & Johnson Pharmaceutical Research & Development, L.L.C.  “A concerted and focused effort,
including public-private partnerships, is needed to foster the development of new, transformational medicines and treatment paradigms.  Building
on our heritage and capabilities in neuroscience and our culture of networked innovation, we are proud of the Healthy Minds initiative.  We are
pleased to support the One Mind for Research efforts to get to the next frontier of neuroscience and support improved health of millions of
people who suffer from brain disorders.”

The Healthy Minds initiative builds on Janssen’s longstanding legacy of achievement in advancing neuroscience research.  The company’s work
in this area dates back to the 1950s and the discovery and development by Dr. Paul Janssen of one of the first breakthrough treatments for
schizophrenia.  Paul Janssen is known as one of the 20th century's most gifted and passionate physicians and pharmaceutical researchers and is
the namesake of Janssen Pharmaceuticals, Inc.  Since then, Janssen has discovered, developed, and launched many innovative treatments for
brain and central nervous system conditions and remained firmly committed to neuroscience.  Janssen commits more than $12 million annually to
public and professional education about mental illness and brain disorders, and sponsorships and philanthropy in the field of neuroscience and
mental health.  Janssen’s contribution to IMHRO is confirmation of Janssen’s continued commitment in neuroscience research and development.

“Janssen is leading the way with its partnerships in developing scientific and public health solutions in the fight against brain disorders,” said
former U.S. Congressman Patrick Kennedy.  “We are pleased to welcome them as a key private-sector partner in driving forward important R&D
and awareness-building initiatives.  This support will lead to a fundamental understanding of the human brain, what causes brain disorders, and
how they can be treated and cured.”

About Janssen Pharmaceuticals, Inc.
Janssen Pharmaceuticals, Inc. is dedicated to addressing and resolving the major unmet medical needs of our time.  Driven by our commitment to
patients, healthcare professionals, and caregivers, we strive to develop sustainable and integrated healthcare solutions by working in partnership
with all stakeholders on the basis of trust and transparency.  Our daily work is guided by meeting goals of excellence in quality, innovation, safety,
and efficacy in order to advance patient care.

For more information on Janssen Pharmaceuticals, Inc., visit us at www.janssenpharmaceuticalsinc.com, or follow us on Twitter at
www.twitter.com/JanssenUS.

###

Media Contacts:
Greg Panico
Janssen Global Services, LLC
609-730-3061 (office)
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Johnson & Johnson to Participate in the Piper Jaffray 23rd Annual Health Care
Conference
New Brunswick, NJ (Nov. 28, 2011) -- Johnson & Johnson will participate in the Piper Jaffray 23rd Annual Health Care Conference on Tuesday,
Nov. 29th at The New York Palace, New York, NY. Gary Pruden, Company Group Chairman, Ethicon will present in a session scheduled at 8:00
a.m. (Eastern Time).

The webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Lesley Fishman
(732) 524-3922
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Johnson & Johnson to Participate in the Piper Jaffray 23rd Annual Health Care
Conference
New Brunswick, NJ (Nov. 22, 2011) -- Johnson & Johnson will participate in the Piper Jaffray 23  Annual Health Care Conference on Tuesday,
Nov. 29  at The New York Palace, New York, NY. Gary Pruden, Company Group Chairman, Ethicon, will present in a session scheduled at 9:30
a.m. (Eastern Time).

The webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Lesley Fishman
(732) 524-3922
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Janssen Healthcare Innovation Announces JANSSEN CONNECTED CARE
CHALLENGE to Spur Innovation in Patient Care
Janssen Connected Care Challenge seeks transformational transition care ideas and offers awards totaling $250,000 to
develop winning solutions
Washington D.C. (January 26, 2012)—Today Janssen Healthcare Innovation , a team within Janssen Research & Development, LLC., (Janssen),
announced the Janssen Connected Care Challenge at the Health Care Innovations Summit in Washington, D.C. The Janssen Connected Care
Challenge calls for technology solutions to improve the coordination of care for patients as they are being discharged from the hospital. Janssen
Healthcare Innovation will award a total of $250,000 to support further development of the top three ideas that improve healthcare outcomes.

The challenge finalists will benefit from funding and external expert collaboration while retaining independence and ownership of their business
concepts. By working with outside experts, Janssen is able to tap a wider range of expertise, capabilities and resources to bring new advances and
solutions in healthcare.

“Within Janssen, we support continuous innovation – both internally and externally – to develop the tools, frameworks and standards that will
transform healthcare,” said Diego Miralles, M.D., Head of Janssen Healthcare Innovation. “We hope that the Janssen Connected Care Challenge
will inspire the best and the brightest entrepreneurs to develop effective, scalable solutions that can be deployed and truly make a meaningful
impact in patients’ lives.”

Janssen Healthcare Innovation identified care transitions as an area in critical need of improvement. The team designed the Janssen Connected
Care Challenge as a crowdsourcing-inspired effort to rally entrepreneurs’ best ideas. The goal of the challenge is to improve the navigational
process of transitioning patients out of the hospital with the use of technology. Janssen Healthcare Innovation is collaborating with the National
Transitions of Care Coalition (NTOCC), which is providing input to the evaluation criteria for submissions as well as identifying care transition
experts to participate in the panel of judges.

“The National Transitions of Care Coalition is proud to support this important initiative by Janssen Healthcare Innovation,” said Cheri Lattimer,
Executive Director of NTOCC. “We believe the Janssen Connected Care Challenge addresses vital issues within healthcare delivery that are
aligned with NTOCC’s seven considerations for improving transitions of care and reinforces the essential elements of improved interventions
NTOCC has identified in our Care Transitions Bundle.”

The challenge was announced by Kimberly Park, Partner, Janssen Healthcare Innovation from the stage at the first ever Care Innovations Summit,
a conference co-hosted by the Center for Medicare & Medicaid Innovation, The West Wireless Health Institute, and Health Affairs in collaboration
with the Office of the National Coordinator at Health & Human Services. Janssen was invited by the collaborators to participate in the event
designed to facilitate dialogue and drive action toward “better care and better health at lower cost through continuous improvement.” A live
webcast of the event is available starting at 8:15 a.m. Eastern.

“The organizations presenting challenges here today are pushing the best minds in the country to create a better healthcare system. They
represent exciting solutions to help address some of the Nation’s most urgent health needs,” said CMS Acting Administrator Marilyn Tavenner.

Submissions for the Janssen Connected Care Challenge will be accepted from February 27, 2012 until March 25, 2012. Three finalists will be
awarded $50,000 each and have the opportunity to work with healthcare experts to refine their solution. Each will present their ideas to a panel of
esteemed judges at a Demo Day in May. The final winner will be selected on May 23, 2012 and awarded $100,000 to help develop their concept in
the market.

About the Care Innovations Summit
Sponsored jointly by the Department of Health and Human Services, the Centers for Medicare & Medicaid Services, Health Affairs, and the West
Wireless Health Institute, the Care Innovations Summit brings together more than 1,000 healthcare leaders, entrepreneurs, innovators,
government officials, and finance experts to stimulate investment in a high-quality, sustainable healthcare system. Made possible by the Affordable
Care Act and the Obama Administration’s commitment to open government, the Summit represents a new opportunity for industry and government
to work together to help spur innovation in the public and private sectors to improve healthcare quality as never before and lower costs through
improvement.

National Transitions of Care Coalition (NTOCC)
The National Transitions of Care Coalition is a 501(c)(4) dedicated to addressing a serious U.S. health care issue: filling the gaps that occur when
patients leave one care setting and move to another care setting. These transitions include patients moving from primary care to specialty
physicians; moving or transferring patients from the emergency department to intensive care or surgery; or when patients are discharged from the
hospital to home, assisted living arrangements, or skilled nursing facilities. Working in conjunction with 450 Associate Member organizations and
over 3,000 individual professional subscribers, NTOCC has developed tools and resources made available to everyone in the health care industry
including providers, payors, patients and consumers. For more information, visit www.NTOCC.org.

Janssen Healthcare Innovation
Janssen Healthcare Innovation is an entrepreneurial team within Janssen Research & Development, LLC, (Janssen), one of the Janssen
Pharmaceutical Companies. Through collaborations, Janssen Healthcare Innovation is developing products and services to deliver high-quality,
cost-effective healthcare to all. The team’s current initiatives include solutions to address three emerging markets of healthcare: optimizing
healthcare delivery, the maintenance of health, and innovative financing of healthcare. It also has projects that will enhance the company’s
existing business by improving patient adherence to treatment regimens, applying personal genomics to drug development, and modernizing
clinical trials. For more information about the team and the Janssen Connected Care Challenge, go to: www.janssenhealthcareinnovation.com
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Johnson & Johnson to Participate in 2012 Leerink Swann Global Health Care
Conference
New Brunswick, NJ (Feb. 9, 2012) -- Johnson & Johnson will participate in the 2012 Leerink Swann Global Health Care Conference on Thursday,
Feb. 16, at The Waldorf Astoria in New York, N.Y.  Sheri McCoy, Vice Chairman of the Executive Committee, will represent the Company in a
session scheduled at 9:00 a.m. (Eastern Time).

This webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Stan Panasewicz
(732) 524-2524
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New Patient Guidebook, “Live Healthier – Weight Loss Options for Treating Obesity,”
Now Offered by the American College of Physicians Foundation
Guidebook and DVD Help Patients Learn About Obesity and Available Treatment Options
Cincinnati, OH (February 27, 2012) – Health care professionals tend to underestimate a patient’s willingness to discuss their weight and treatment
options.[1] To help address this communication gap, the American College of Physicians Foundation has developed a Patient Centered Education
guidebook and DVD called “Live Healthier – Weight Loss Options for Treating Obesity.” This tool was supported by funding from Ethicon Endo-
Surgery, Inc., (EES), a leader in bariatric and metabolic surgical solutions.

The guidebook and video – available now at http://acpfoundation.org/materials-and-guides/video/videos-for-patients/weight-loss-options-for-
treating-obesity.html – are intended to help physicians and patients learn more about obesity and obesity treatment options, ultimately leading to
weight-related conversations in the doctor’s office.

“We’re currently in an obesity epidemic. More than 72 million Americans are struggling with obesity, a disease that can directly lead to health
issues including type 2 diabetes, cancer, cardiovascular disease, obstructive sleep apnea and many others,” said Dr. Robert F. Kushner, M.D.,
Clinical Director of the Northwestern Comprehensive Center on Obesity and past president of The Obesity Society. “Primary care physicians play
a vital role in a patient’s weight loss journey, which starts with having frank discussions about available treatment options, including lifestyle
modifications, medications and weight loss surgery.”

Obesity is a complex disease with many causes, including social, cultural, and genetic factors. Many people affected by obesity have tried for
years to lose weight without long-term success. Today there are many weight-loss options for those who suffer with obesity. Treatment options
include tips for a healthy lifestyle, the importance of a lifelong commitment to healthy living as an integral part of any weight loss plan, prescription
drugs, and weight loss surgery. The guidebook includes an overview of obesity, its associated risks and available treatment options based on
body mass index (BMI).

An accompanying DVD contains educational content brought to life by patient stories and commentary from leading physician experts, including:
Dr. Robert Kushner, Clinical Director of the Northwestern Comprehensive Center on Obesity and past president of The Obesity Society
Dr. Christopher Still, Director of the Geisinger Obesity Institute, Medical Director, Center for Nutrition and Weight Management
Dr. Robin Blackstone, President of the American Society for Metabolic and Bariatric Surgery and Medical Director, Scottsdale Healthcare
Bariatric Program.

###

About Ethicon Endo-Surgery, Inc.
Ethicon Endo-Surgery, the maker of the REALIZE Solution for bariatric and metabolic surgery, develops and markets advanced medical devices
for minimally invasive and open surgical procedures, focusing on procedure-enabling devices for the interventional diagnosis and treatment of
conditions in general and bariatric surgery, as well as gastrointestinal health, gynecology and surgical oncology. More information can be found at
www.ethiconendosurgery.com or www.realize.com.

###

Media Contact:
David Shaffer
513-337-8281 (o)
513-446-0887 (m)
Dshaffe2@its.jnj.com

[1]“Bariatric Surgery Study: Physician and Patient Data Summary Sheets.” Harris Interactive Inc. April 2011.
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Johnson & Johnson To Participate In Cowen And Company 32nd Annual Health Care
Conference
New Brunswick, NJ (Feb. 28, 2012) -- Johnson & Johnson will participate in the Cowen and Company 32  Annual Health Care Conference on
Tuesday, Mar. 6, at The Boston Marriott Copley Place. Dominic Caruso, Vice President, Finance & Chief Financial Officer will represent the
Company in a session scheduled at 9:20 a.m. (Eastern Time).

This webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Lesley Fishman
(732) 524-3922
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Ethicon Endo-Surgery Highlights Commitment to Nurse Education, Patient Safety
and Key Product Innovations at the Association for Perioperative Registered Nurses
(AORN) Conference
CE self-study guides, hands-on product training and dedicated online education portal all designed to advance nurses’
knowledge in the latest procedures and technologies to ensure the best care and safety for their patients.
New Orleans, LA - (March 23, 2012) – As part of its 20-year commitment to providing nurses the information and training they need to keep up
with rapid advancements in surgical procedures and technology, Ethicon Endo-Surgery (EES) will offer Continuing Education (CE) study guides,
hands-on product training with the latest surgical innovations and access to its dedicated nurse education on EESeducation.com at the 59
Annual Clinical Congress of the Association for Perioperative Registered Nurses in New Orleans, March 24–29, 2012.

CE Study Guides
Attendees who visit the EES exhibit booth #3435 may receive three (3) CE study guides titled Minimally Invasive Hysterectomy Options, Operating
Room (OR) Efficiencies for Better Patient Outcomes and the Science of Stapling: Urban Legend and Fact.  By completing all three study guides,
nurses can earn up to six (6) contact hours.

In addition to the CE self-study guides, attendees can also participate in hands-on training with the latest surgical innovations in a mock operating
room setting located inside the EES booth. Highlighted innovations will include:

ECHELON FLEX™ Powered ENDOPATH  Stapler – The industry’s first powered endocutter with enhanced system-wide compression and
stability. Developed in collaboration with surgeons and nurses worldwide. Powered ECHELON FLEX™ allows greater instrument stability with at
least 63 percent reduction in tip movement during tissue cutting and stapling compared to the Endo GIA™ Ultra and the Endo GIA™
Universal.[1]
ENSEAL  G2 Curved and Straight Tissue Sealers – This line of eight new tissue sealer devices include four shaft lengths and options for
curved and straight jaws to provide surgeons with a broad portfolio of advanced bipolar tissue sealers for achieving strong vessel seals while
remaining gentle on tissue in both open and minimally invasive surgery .  The ENSEAL  G2 Tissue Sealers feature improved ergonomics and
one-handed operation to improve the surgeon’s experience. 
The Ethicon Endo-Surgery Generator – The first system to combine ultrasonic and advance bipolar power into one simple generator
design, allowing surgical teams more time to focus on the patient rather than the technology.

EESeducation.com – Convenient, Targeted Nurse Education with ability to complete up to 26 CE modules
EESeducation.com is a first-of-its-kind online tool that enables healthcare providers to customize their learning journey, allowing them to select the
content, format and educational environment that best meets their objectives and busy schedules. By registering on EESeducation.com, nurses
and other healthcare professionals can embark on a customized, step-by-step journey to build awareness, knowledge, skills and confidence in the
effective use of technologies across a spectrum of procedures.

EESeducation.com offers links to over 25 third-party CE activities as well as a comprehensive library of nurse education materials featuring rich
digital media such as cognitive simulations, interactive exercises, 3-D animations and more. It also provides self-paced learning resources focused
on the latest surgical technologies and best practices.  A dashboard enables users to track their progress towards their learning goals at a
glance.  Users may also opt to incorporate in-person educational courses and events into their journey at the Endo-Surgery Institute in Cincinnati,
Ohio, or other convenient U.S. locations.

EES Professional Education and Sales staff will be available at AORN and year-round to assist with registration and help tailor the learning journey
to the specific interests, specialties and education objectives of each registered user.

“With the ever-increasing demands on nurses’ time and the rapidly evolving surgical technologies and requirements, more targeted and
convenient learning resources are needed to ensure nurses can continue to serve as the best advocates for their patients,” said Dr. Pamela
Martin*, Medical Director Professional Education. “EES is committed to fulfilling this need and serving as an education leader for nurses through a
wide spectrum of learning approaches to meet the needs of nurses at every stage of their career.”

Other EES-Sponsored/Hosted Activities

Platinum Sponsor of the 59  Annual Clinical Congress of the Association for Perioperative Registered Nurses in New Orleans, March 24–29
Sponsor of the 14  Annual AORN 5K Run/ 3K Walk, Tuesday, March 27, 6:30am
In booth spotlight video featuring Lillie Shockney, Johnson & Johnson Campaign for Nursing’s Future Amazing Nurses Award recipient.  For
more information about the Amazing Nurses Award visit http://campaignfornursing.com.

About Ethicon Endo-Surgery
Ethicon Endo-Surgery develops and markets advanced medical devices for minimally invasive and open surgical procedures, focusing on
procedure-enabling devices for the interventional diagnosis and treatment of conditions in general and bariatric surgery, as well as
gastrointestinal health, gynecology and surgical oncology. More information can be found at www.ees.com. 

*Dr. Martin is an employee of Ethicon Endo-Surgery
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Bridgett Golden
513-375-9524
bgolden@its.jnj.com

[1]Benchtop testing on porcine stomach (2.5-4mm thick). Surgeons (n=19) fired each instrument/reload once: PSE60A/ECR60G, 030449/030459,
and EGIAUSTND/EGIA60AMT. Distal tip motion measurement during the firing cycle showed at least 63 percent reduction in tip movement of
PSE60A/ECR60G vs. the other two devices.
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New Edition Of Healthy Visiontm With Dr. Val Jones Kicks Off Sports Eye Safety
Month With Information and Advice on Eye Protection and Protective Eyewear
Jacksonville, FL (March 28, 2012)  –  More than 600,000 eye injuries related to sports and recreation occur each year. More than 40,000 of these
require Emergency Room attention and more than one-third of the victims are children.  In fact, sports represent the number one cause of eye
injuries in children under the age of 16.

Common injuries include abrasions of the cornea, bruises of the lids and internal eye injuries such as retinal detachments and internal bleeding,
according to optometrist and researcher Dr. Derek Cunningham, a guest on the new edition of Healthy Vision™ with Dr. Val Jones.  Joining Dr.
Cunningham to talk about the importance of eye protection and protective eyewear for athletes of all ages is Todd Daniels, Head Athletic Trainer
and Conditioning Coach for the Spokane Chiefs Hockey team in the Western Hockey League.

“It is estimated that the use of appropriate sports eye protection can reduce the risk of significant eye injury by at least 90 percent,” says Dr.
Cunningham, a council member for the American Optometric Association Sports Vision Section.   “If you’re in any type of situation where there is a
risk for eye injury, you should be wearing eye protection that has been tested for impact resistance to make sure the different materials do not
shatter,” he advises. “Glasses and sunglasses designed for daily use are not designed to protect your eyes during sports.”

“In sports, an injury like an ankle sprain is something you can deal with and get through the pain, but your eyesight affects so much of what you do
that you just can’t afford to risk not having proper protection,” adds Daniels, who has also served as the Head Athletic Trainer for the U.S. Ski
team and as an athletic trainer for the United States Soccer Federation for both the Men’s and Women’s World Cup teams.

In addition to talking about steps you can take to protect your eyes during sports and recreation, Dr. Cunningham explains why certain sports
carry more risk for eye injury, and advises how to know if an eye injury is serious enough to require medical attention,  and the risks of not having
an eye injury examined by your eye care doctor.

Healthy Vision™ with Dr. Val Jones is devoted to educating and improving the eye health of Americans. The program is supported by ACUVUE
Brand Contact Lenses and is hosted by Val Jones, M.D, CEO of Better Health, LLC, a network of popular health bloggers, and author of, “Dr. Val
and the Voice of Reason,” which won The Best New Medical Blog award in 2007.

Free podcasts of Healthy Vision™ with Dr. Val Jones can be found in the iTunes  Store (for best results, search for the show by its complete title. 
You will find it in LifeMinute.TV Health) and on BlogTalk Radio (www.blogtalkradio.com/healthyvision).

###

Dr. Val Jones is a paid consultant for VISTAKON  Division of Johnson & Johnson Vision Care, Inc.
ACUVUE ,Healthy Vision™ and VISTAKON are trademarks of Johnson & Johnson Vision Care, Inc.
iTunes  is a registered trademark of Apple, Inc.

For further information, contact:
Gary Esterow
VISTAKON  Division of Johnson & Johnson Vision Care, Inc.
(904) 629-6232
Gester1@its.jnj.com

Liz Mefford
Rpr Marketing Communications
(212) 317-1462
Liz.Mefford@rprmc.com  
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JOHNSON’S  Baby Launches New Charitable Platform JOHNSON’S  BABY CARES
To Support Maternal And Baby Health
Actress, Singer and New Mom Hilary Duff Joins Campaign to Support First Initiative with Children’s Humanitarian
Organization Save the Children
Skillman, NJ (April 12, 2012) – As a way to ensure every baby has a healthy and happy start in life, JOHNSON’S  Baby announced today the
launch of a new charitable platform, JOHNSON’S  BABY CARES. The program will support the healthy development of moms and babies while
also addressing the basic care needs of families during crisis situations in the form of educational initiatives, product donations and financial
assistance. Beginning with a partnership with global children’s humanitarian organization Save the Children, the JOHNSON’S  BABY CARES
campaign kicks off by leveraging the support of actress and new mom Hilary Duff to assemble “Care Kits” that will be distributed to families in times
of natural disasters. Consumers are encouraged to support the charitable platform by visiting the JOHNSON’S  BABY CARES tab on the
JOHNSON’S  Baby Facebook page.

“According to Save the Children, 90 percent of U.S. children live in areas at risk of natural disasters,” said Ivy Brown, Marketing Director, Baby
Care, JOHNSON’S  Baby and DESITIN . “In addition, families worldwide are also impacted by various global natural disasters where mothers and
babies are deprived of their most basic needs. We are launching this charitable platform to provide these mothers and caregivers with essential
basic resources and simple tools that will lend support in times of unexpected crisis.”

To assist families, the makers of JOHNSON’S  Baby products, alongside parent company Johnson & Johnson, are making a multi-year, multi-
million dollar contribution to Save the Children that will help create and sustain key initiatives, including:

A donation and distribution of thousands of JOHNSON’S  Baby “Care Kits”, providing families with baby care essentials immediately after a
disaster. This commitment is an extension of the brand’s existing product donation efforts aimed to meet baby care needs in the U.S. and
around the world.
Funding that enables Save the Children programming, such as Child Friendly Spaces, which supplies moms and children with safe areas to
recover, play and experience the joy of being together as a family following a disaster.
Vital training for health workers in developing countries through the “Helping Babies Breathe” program, which teaches basic techniques to
prevent birth asphyxia, saving newborn lives.

“As a new mom, I am inspired by this worthy cause, which aims to give all moms a chance to not only experience the joy of a healthy baby, but also
an opportunity to be together and have moments of normalcy during crisis situations,” said Hilary Duff. “I appreciate the opportunity to join
JOHNSON’S  Baby and Save the Children to offer a helping hand and make a difference.”

Consumers can show their support of this campaign by purchasing any JOHNSON’S  Baby product between April 15 and June 10, 2012 and
redeeming a $0.50 cent coupon at retail stores, in which $0.25 cents will be donated to Save the Children. Throughout the rest of the year
JOHNSON’S  Baby will share additional ways consumers can get involved to help support Save the Children.

“As a brand that has been a trusted partner to families for more than 100 years, JOHNSON’S  Baby cares about providing pure, mild, and gentle
products to moms and babies worldwide while remaining committed to the crucial issues surrounding maternal health and the well-being of
babies,” said Brown. “Mothers and babies are among the most vulnerable during times of crisis and we are proud to partner with Save the
Children to help those in need.”

“In times of crisis, children are always the most at risk,” said Carolyn Miles, President & CEO of Save the Children. “The generous support of
JOHNSON’S  Baby, and its parent company Johnson & Johnson, will help us to meet the needs of thousands of mothers and children, here in the
U.S. and around the world.”

About JOHNSON'S  Baby
JOHNSON'S  Baby, a brand of Johnson & Johnson Consumer Products Company Division of Johnson & Johnson Consumer Companies, Inc., has
a long tradition of providing pure, mild, gentle and clinically-proven products formulated especially for babies. The most trusted name in baby
care, the JOHNSON'S  Baby brand is rooted in science and has more than 100 years of leadership in the industry; every product undergoes
clinical assessment to ensure it meets our rigorous standards. JOHNSON'S  Baby takes pride in continuing to create and supply parents and
healthcare professionals with the best essentials and innovations in baby care. For more information about the brand and its product offerings,
visit www.johnsonsbaby.com.

About Johnson & Johnson
Caring for the world, one person at a time…inspires and unites the people of Johnson & Johnson. We embrace research and science - bringing
innovative ideas, products and services to advance the health and well-being of people. Our 118,000 employees at more than 250 Johnson &
Johnson operating companies work with partners in health care to touch the lives of over a billion people every day, throughout the world.

About Save the Children
Save the Children is the leading independent organization for children in need, with programs in 120 countries, including the United States. We
aim to inspire breakthroughs in the way the world treats children, and to achieve immediate and lasting change in their lives by improving their
health, education and economic opportunities. In times of acute crisis, we mobilize rapid assistance to help children recover from the effects of
war, conflict and natural disasters. Follow us on Twitter and Facebook.

For more information please contact:
Joy-Lee Pasqualoni
JOHNSON'S  Baby
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(908) 904-6387
LPasqua7@its.jnj.com

Edwige Buteau
RF Binder Partners, Inc. (for JOHNSON'S  Baby)
(212) 994-7517
Edwige.Buteau@rfbinder.com

Wendy Christian, Associate Vice President, Media and Communications
Save the Children
(203) 221-3767
wchristian@savechildren.org
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Johnson & Johnson to Participate In 2012 Deutsche Bank Securities, Inc. 37th Annual
Health Care Conference
New Brunswick, NJ (May 2, 2012) -- Johnson & Johnson will participate in the 2012 Deutsche Bank Securities, Inc. 37  Annual Health Care
Conference on Wednesday, May 9, at The InterContinental Boston in Boston, M.A. Dominic Caruso, Vice President, Finance & Chief Financial
Officer will represent the Company in a session scheduled at 10:40 a.m. (Eastern Time).

This webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Ellen Sipos
(732) 524-3709
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Dermatologist, Optometrist Share Important Information About Complete UV
Protection On New Edition Of Healthy Vision™ With Dr. Val Jones
JACKSONVILLE, Fla. (June 12, 2012)  -- Most people know that exposure to the sun, especially at the height of summer, can damage their skin.
But, extended exposure to the same harmful ultraviolet (UV) rays that affect skin can also damage your eyes.

On the new edition of Healthy Vision with Dr. Val Jones, dermatologist and author Jeanine Downie, M.D., and Stephen Cohen, OD, past president
of the Arizona Optometric Association, join Dr. Val to talk about the importance of protecting your body from the sun’s dangerous UV rays.

Skin cancer is the most common form of cancer in the United States, with more than 3.5 million new cases diagnosed every year.[1] “One in five
Americans will develop skin cancer during their lifetime,”[2] says Dr. Downie.  “That is why it is critical that regardless of age or ethnicity, you wear
sun block every single day, rain or shine, January through December.”

“Unlike skin, where you may see sunburn after a day at the beach, damage to the eyes may not manifest for years, at which point the damage is
already done and it is too late to reverse the effects of the sun,” adds Dr. Cohen. “Since the sun can cause irreversible harm to all structures of
the eye and surrounding tissue that is left unprotected or under-protected, it is important to get maximum protection beginning in childhood.”

In addition to UV-related health risks, exposure to the sun can also change the overall appearance of your skin and eyes.  “You may notice more
fine lines and wrinkles, larger pores, and your skin may have a rougher texture,” explains Dr. Downie.  “Instead of having that nice white, bright
appearance to the eyes, your eyes may get a little bit cloudier looking, have a duller appearance, and you may see more redness and blood
vessels than normal,” adds Dr. Cohen.

Both doctors share tips on steps adults and children can take to protect their eyes and skin throughout the year, along with recommendations on
how frequently to see a dermatologist for a total skin check and an eye care professional for an eye exam.

Healthy Vision™ with Dr. Val Jones is devoted to educating and improving the eye health of Americans. The program is supported by ACUVUE
Brand Contact Lenses and is hosted by Val Jones, M.D, CEO of Better Health, LLC, a network of popular health bloggers, and author of, “Dr.
Val and the Voice of Reason,” which won The Best New Medical Blog award in 2007. Her new blog on eye health can be found at
http://www.healthline.com/health-blogs/healthy-vision.

Free podcasts of Healthy Vision™ with Dr. Val Jones can be found in the iTunes  Store (for best results, search for the show by its complete title. 
You will find it in LifeMinute.TV Health) and on BlogTalk Radio (www.blogtalkradio.com/healthyvision).  

###

For further information, contact:
Gary Esterow
VISTAKON  Division of Johnson & Johnson Vision Care, Inc.
(904) 629-6232
Gester1@its.jnj.com                                                                 

Liz Mefford
Rpr Marketing Communications
(212) 317-1462
Liz.Mefford@rprmc.com

Dr. Val Jones and Dr. Stephen Cohen are paid consultants for VISTAKON  Division of Johnson & Johnson Vision Care, Inc.

Dr. Downie is a paid consultant for Johnson & Johnson Consumer Companies, Inc.

ACUVUE , Healthy Vision™ and VISTAKON  are trademarks of Johnson & Johnson Vision Care, Inc

iTunes  is a registered trademark of Apple, Inc.

[1] Rogers, HW, Weinstock, MA, Harris, AR, et al. Incidence estimate of nonmelanoma skin cancer in the United States, 2006. Arch Dermatol 2010;
146(3):283-287.
[2]Robinson, JK. Sun exposure, sun protection, and vitamin D. JAMA 2005; 294:1541-43.
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Johnson & Johnson to Participate in Morgan Stanley Global Health Care Conference
New Brunswick, NJ (Sept. 4, 2013) -- Johnson & Johnson (NYSE: JNJ) will participate in the Morgan Stanley Global Health Care Conference on
Wednesday, Sept. 11 , at the Grand Hyatt New York, 109 East 42  Street at Grand Central, New York, NY.  Dominic Caruso, Vice President,
Finance & Chief Financial Officer, will represent the company in a session scheduled at 10:00 a.m. (Eastern Time).

This broadcast will be available to interested investors and parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available shortly after the live webcast.

###

Press Contacts:
Ernie Knewitz
(732) 524-6623
(917) 697-2318 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)         

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Ellen Sipos
(732) 524-3709
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OneTouch  Teams With Celebrity Chef Sam Talbot To Teach Healthy Eating For
People with Diabetes
New “What’s Cookin’ Down Home Healthy™ Sweepstakes” Offers Personal Cooking Lesson with Talbot
Milpitas, California (September 11, 2012).  For many of the millions of Americans living with diabetes the words “eating healthy” are too often
associated with bland and boring food choices, and having to say “no” to some of their favorite dishes.  But nothing could be further from the truth,
according to Celebrity Chef Sam Talbot, who also has diabetes.  A “Fan Favorite” on Bravo’s “Top Chef” and cookbook author, Talbot is
partnering with the makers of OneTouch , a leading brand of blood glucose monitors for people with diabetes, to launch the What’s Cookin’
Down Home Healthy™ Sweepstakes.  Designed to spread the word that eating healthy with diabetes can also be easy and delicious, the
sweepstakes will run for five weeks, beginning September 10  and is open to individuals 18 or older by visiting the OneTouch Facebook page.

Each week, fans will see recipes and videos of healthy dishes from Talbot’s cookbook, “The Sweet Life:  Diabetes Without Boundaries”
(Rodale, October, 2011).  To enter, fans are asked to “like” the OneTouch Facebook page, vote for their favorite recipe of the week and then
enter for a chance to win the Grand Prize -- a personal cooking lesson by Talbot for the winner and three guests.  Talbot will travel to a major city
near the winner’s hometown, where he’ll teach the winner and guests how to prepare meals that are as delicious as they are healthy.   In addition,
each week five of Sam’s cook books and five OneTouch  Verio IQ Blood Glucose Monitoring Systems will be awarded.

“I’m really excited to be working with the makers of OneTouch products on this sweepstakes.  Our goal is to raise awareness about the importance
of healthy eating in managing diabetes while living life without limits,” Talbot said. “A lot of people think they have to choose between controlling
diabetes and enjoying the food they love.  As a chef and person with diabetes since I was 12, I want to help people discover simple ways of
enjoying delicious, healthy food.”   

For complete information and eligibility requirements for the What’s Cookin’ Down Home Healthy™ Sweepstakes, visit
www.onetouch.com/Facebook.

About the Johnson & Johnson Diabetes Care Franchise:
Four operating companies comprise the Johnson & Johnson Diabetes Care Franchise with the shared vision of “Creating a world without limits for
people with diabetes.”  Providing advanced products and services, professional and community education, and advocacy and support to people
living with diabetes and their families, these companies include: LifeScan, Inc., (www.OneTouch.com) a world leader in blood glucose monitoring; 
Animas Corporation, (www.Animas.com) maker of innovative insulin delivery systems; Children with Diabetes, Inc.,
(www.childerenwithdiabetes.com) a community offering support and education for children, adults and their families living with diabetes; and the
Johnson & Johnson Diabetes Institute, LLC, (www.JJDI.com) that empowers healthcare professionals with education and training programs to
improve the quality of life for people with diabetes.

Contact:
Robert Marston Marketing Communications, Inc.
Helen Patrikis, hpatrikis@marstonpr.com
Lara Markenson, lmarkenson@marstonpr.com
212/371-2200
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Future impact of environmental scorecards, hospital global purchasing guidelines
revealed in new report at 2012 CleanMed Europe Conference
Linking “greener” operations to mission of healing is key to long-term sustainability of health care organizations
New Brunswick, NJ (Sept. 26, 2012) – At today’s 2012 CleanMed Europe Conference, a research study was showcased revealing that increased
global demand for more sustainable health care is driving the creation of “greener” products and purchasing guidelines among health care
institutions. It’s one of several key findings from a new white paper, commissioned by Johnson & Johnson, that was unveiled to more than 400
hospital procurement officials and health care industry leaders from more than 15 countries. The white paper can be accessed at
www.earthwards.com.  

Jack De Bokx, senior director of environmental, health, safety and sustainability at Johnson & Johnson, U.K., explored the white paper findings with
attendees during his plenary session.

“It’s clear from our research that the health care industry is holistically embracing sustainability as the driving factor in greener operations,
improved health care and lower operating costs,” said De Bokx. “We’re not surprised that purchasing and materials managers and C-suite
executives are key players in purchasing greener products, which underscores the business case for sustainability as competitive positioning in
the health care industry.”

Johnson & Johnson commissioned interviews with health care experts and thought leaders to produce the white paper, The Growing Importance of
More Sustainable Products in the Global Health Care Industry, to further probe the findings from its research conducted earlier this year. That
global research offered some eye-opening statistics:

More than half (54 percent) of hospitals say green attributes are very important in their purchasing decisions;
The majority (85 percent) of hospitals rate being free of heavy metals and latex, end-of-life solutions and energy efficiency as important
attributes;
More than one-third (35 percent) of hospitals switched suppliers due to additional green/ sustainable product offerings; and,
Not surprisingly, 40 percent of hospitals expect their future RFPs to include questions/criteria regarding green attributes of products.

These data also reflect the surging interest in guidelines to inform “greener” purchasing decisions. According to expert interviews, health care
leaders such as Kaiser Permanente have created sustainability scorecards which require suppliers to provide environmental information about
products. Other institutions have adopted Environmentally Preferred Purchasing (EPP) programs to achieve similar goals.

Accordingly, more than 90 percent of research respondents that have an EPP program feel it is important in driving purchasing decisions. Also,
those most interested in purchasing more sustainable health care products are purchasing and materials managers (42 percent) followed by C-
suite executives (21 percent).

“The idea of transparency will only become more important,” said Gary Cohen, President and Founder of Health Care Without Harm, an
international coalition of sustainable health care advocates.  “Suppliers and hospitals around the world will be held accountable for impacts
throughout the lifecycle of a product – from where it is produced and how it is used in the delivery of care, to how it is treated at end of use.”

Indeed, experts cited the proliferation of sustainability in nearly all aspects of health care purchasing. According to Practice Greenhealth[1], a
U.S.-based not-for-profit that encourages environmental best practices in health care, emerging areas for sustainable purchasing include energy-
efficiency and sustainable energy, waste reduction (particularly packaging and styrofoam), elimination of halogenated flame retardants and other
toxic chemicals and sourcing local, healthier food.

Experts also noted that “greener” decision making will be balanced with a strong focus on the mission of treating patients and caring for their well-
being and safety. Accordingly, Amerinet, HealthTrust, MedAssets, Novation and Premier, the five largest GPOs that secure a combined $135
billion in medical products each year, recently announced their endorsement of a standardized list of questions suppliers will need to answer
regarding the impact their products have on human health and the environment.

In line with the study’s findings, Johnson & Johnson has recognized the growing desire of its customers to make “greener” purchasing decisions
from industry leaders in sustainability. The company’s commitment is supported by a comprehensive environmental management structure, a
system of recognition and assessment processes, and company-wide accountability for progress against its Healthy Future 2015 Goals. To help
deliver on these goals, the company has established the proprietary EARTHWARDS  process for developing and marketing greener products
through lifecycle thinking . Johnson & Johnson is more than halfway toward its goal of developing and recognizing 60 products through the
Earthwards  process, with 34 products recognized to-date.

Johnson & Johnson has taken many steps to reduce its environmental impacts across all aspects of its operations – striving for performance that
does not merely comply with regulations but protects and nurtures the planet’s beauty and resources for future generations. For example, in 2011
Johnson & Johnson achieved a 4.9 percent absolute reduction in facility carbon dioxide emissions verses a 2010 baseline, aiming for 20 percent
by 2020.

To learn more, please visit www.jnj.com/responsibility or www.earthwards.com.

[1]Johnson & Johnson is a business member of Practice Greenhealth.
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Johnson & Johnson commissioned SK&A (www.skainfo.com) to conduct global research on the state of sustainable products in the health care
industry. The non-blind research was conducted in January 2012 and surveyed key decision-makers within Institutional Delivery Networks (IDNs)
and hospitals in Brazil, Germany, Italy and the United States. Survey participants included health care professionals, procurement/materials
management professionals, and executives.

Online surveys were conducted in Germany, Italy and the United States; in Brazil, surveys were conducted via phone. Fifty surveys were
completed in both Germany and Italy; 62 surveys were completed in Brazil; and 145 surveys were completed in the United States.

ABOUT JOHNSON & JOHNSON
Caring for the world, one person at a time…inspires and unites the people of Johnson & Johnson. We embrace research and science -- bringing
innovative ideas, products and services to advance the health and well-being of people. Our 128,000 employees at more than 250 Johnson &
Johnson companies work with partners in health care to touch the lives of over a billion people every day, throughout the world.

Contact:
Bill Price
Johnson & Johnson
(732) 524-6623
wprice@its.jnj.com

Maureen O’Connell
Cone Communications
(617) 939-8330
moconnell@coneinc.com
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Janssen Connected Health Challenge Europe 2012 Launching To Spur Healthcare
Innovation
Janssen Connected Health Challenge seeks transformational care ideas and offers awards totalling €30,000 to develop
winning solutions
London UK (September, 27 2012) —Today Janssen Healthcare Innovation (JHI), a team within Janssen Research & Development, LLC. (Janssen),
announced the Janssen Connected Health Challenge Europe 2012 in partnership with Health 2.0.  The Janssen Connected Health Challenge calls
for technology solutions to improve care in three distinct areas including:  1) Enabling personal health management through technology; 2)
Delivering quality care in patient homes and residential environments; and 3) Maintaining adherence to prescribed medication.  Janssen
Healthcare Innovation will award a total of €30,000 to support further development of the best ideas in each of these areas through the Challenge.

The challenge finalists will benefit from funding as well as mentorship from the Janssen Healthcare Innovation team to help advance commercial
development of their ideas.  By working with outside experts, Janssen is able to tap a wider range of expertise, capabilities and resources to bring
forward new advances and solutions in healthcare.  Finalists and winners will retain all rights to their ideas and solutions.

“Entrepreneurs need capital, visibility and some mentorship, and they should be otherwise free in their pursuit of building businesses; so we do
not attach any strings to the rewards and mentorship we can offer them,” said Marco Mohwinckel, Partner, Janssen Healthcare Innovation,
Europe.  “We look forward to reviewing the creative solutions submitted and to providing support for those ideas that have the greatest potential to
solve healthcare challenges and improve patient care.”

The JHI Connected Health Challenge is part of Janssen’s ongoing commitment to enhancing both quality and access to care through continuous
improvements and transformational innovation across the world.

Janssen Healthcare Innovation identified opportunities for significant improvement in each of the three Challenge areas and designed the
Connected Health Challenge as a means to reward the best ideas and solutions from entrepreneurs and small businesses across Europe.  As a
global, innovation-focused company Janssen understands the benefits of reaching out across geographies to access market-leading capabilities.

About Janssen Healthcare Innovation
Janssen Healthcare Innovation is an entrepreneurial team within Janssen Research & Development, LLC (Janssen), one of the Janssen
Pharmaceutical Companies.  Through collaborations, Janssen Healthcare Innovation is developing products and services to deliver high quality,
cost effective healthcare to all.  The team’s current initiatives include solutions to address three emerging markets of healthcare: optimizing
healthcare delivery, the maintenance of health, and innovative financing of healthcare. It also has projects that will enhance the company’s
existing business by improving patient adherence to treatment regimens, applying personal genomics to drug development, and modernising
clinical trials.  For more information about the team and the Janssen Connected Health Challenge, go to www.jhiconnectedhealthchallenge.com.

For more information please contact:
Meghan Marschall                                        
Janssen Healthcare Innovation                  
T: +1 201-323-0578                                    
E: MMarscha@its.jnj.com                           

Helen Rae
Publicis Life Brands Resolute
T: +44 (0) 207 397 7077
E: helen.rae@publicislifebrandsresolute.com
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Janssen Presents Sustainable Health Care Programs at CleanMed Europe
Conference, Malmo, Sweden
Malmo, Sweden - 27  September 2012 - This week, the Janssen Pharmaceutical Companies of Johnson & Johnson (Janssen) will present a
number of its environmental and sustainability programs at sessions at the CleanMed Europe conference, 26-28 September, Malmo, Sweden.
CleanMed is the world's leading conference focusing on sustainable health care and addresses the environmental impact of the health care sector
on local, regional and global levels. The presentations complement a recently released Johnson & Johnson report, The Growing Importance of
Sustainable Products in the Global Health Care Industry, which examines the growing demand for sustainability in global health care.

As part of the world’s largest health care company and a leader in sustainable healthcare, Janssen is committed to protecting the environment and
strives to reduce environmental impacts across all aspects of the company’s operations. The company integrates environmental stewardship in its
approaches to solving some of the most important unmet medical needs of our time -  in oncology, immunology, neuroscience, infectious diseases
and vaccines, and cardiovascular and metabolic diseases.

Janssen’s environmental sustainability programs to be presented at CleanMed include the EARTHWARDS  process for greener products and the
use of on-site renewable energy sources. The EARTHWARDS process is designed to identify and develop improvements in both product design
and in the manufacturing processes in order to help the company manage its environmental impact.

ZYTIGA  is the most recent product to receive EARTHWARDS recognition. “The company’s EARTHWARDS program includes a proprietary
process for developing and marketing greener products through lifecycle analysis,” said Al Iannuzzi, PhD, Senior Director Worldwide Environment,
Health and Safety,  Johnson & Johnson. “The chemistry development team at Janssen R&D in Beerse, Belgium was charged with applying the 12
principles of green chemistry to the production of this product – the results were outstanding and included a 64% reduction in raw materials used,
78% less water and 87% less hazardous waste as compared with the original synthesis process.”

In addition to green product development, the company’s environmental programs have yielded important advances in energy efficiency and the
development of renewable and alternate sources of energy such as solar power.

“One of our goals to increase our clean energy technology capacity to 50 megawatts,” said Patrick Bas, Senior Manager Energy Supply, Janssen
EMEA. “Last year we installed solar panels generating 1,870 kW at our Janssen facility in Raritan, New Jersey – helping to increase our on-site
solar power capacity by 50 percent in one year."

About EARTHWARDS
Every EARTHWARDS recognized product must achieve a greater than 10 percent improvement in at least three of the seven goal areas including:
materials, packaging, energy, waste, water, social impact or innovation.  The EARTHWARDS process has been reviewed by a panel of
sustainability experts from government, academia, business, and an environmental NGO. The process goes through an annual third-party
assurance review conducted by UL Environment to ensure process guidelines are being followed.

To learn more please visit www.earthwards.com

About Janssen
At Janssen, we are dedicated to addressing and solving some of the most important unmet medical needs of our time in oncology, immunology,
neuroscience, infectious diseases and vaccines, and cardiovascular and metabolic diseases. Driven by our commitment to patients, we develop
innovative products, services and healthcare solutions to help people throughout the world.

To learn more please visit www.janssen.com

Janssen/Johnson & Johnson Presentations at CleanMed Europe conference:

1. “Sustainability at Johnson & Johnson” Al Iannuzzi. 27th September 2012
2. "Improving Energy Efficiency in Healthcare Facilities" Patrick Bas. 27th September 2012

Media Contact:
Karen Manson (mobile):
+44 7717 781 905
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Johnson & Johnson’s Wellness & Prevention, Inc. and Lake Nona Institute Join
Forces to Create Measurable Health and Wellness Community Program
Orlando, FL– October 23, 2012 – Wellness & Prevention, Inc., a Johnson & Johnson company, is pleased to announce a collaboration to examine
and address today’s most challenging health issues with the Lake Nona Institute, a non-profit organization that is developing health and
sustainability programs in Orlando’s 7,000-acre Lake Nona community. Wellness & Prevention plans to launch a first-of-its-kind longitudinal
research study that will transform the community into a living laboratory for exploring health challenges and testing new initiatives that could have
a measurable impact on population health and wellness for generations to come.

Called the Lake Nona Life Study, the project will evaluate the health and wellness of participating residents, employers, employees, and students
over the course of multiple years, focusing on the link between health, wellness, longevity, and quality of life. The results will create a new
database of health information that will likely spur additional research projects to track and determine the factors that impact health and well-being.

“Everyone is looking for a sustainable model around wellness,” said Sanjay Gupta, president of Wellness & Prevention, Inc. “The Lake Nona Life
Study carves out a unique opportunity for business, academia, government, and medicine to unite on this issue and collect data beyond traditional
channels. It’s a rare chance to study wellness on a larger scale and care for individuals and communities at the same time.”

Lake Nona research will commence with web-based personal health assessments administered by Wellness & Prevention that address health,
human performance, and well-being. To ensure people can take immediate action toward health improvement, Wellness & Prevention will also
provide access to its suite of HealthMedia  Digital Health Coaching programs, which combine advanced technology with strong behavioral science
to aid individuals in better managing their health. The programs, designed to emulate live health coaching sessions, are highly personalized,
confidential, and available 24/7.

“We are extremely excited to partner with Wellness & Prevention on this historic study,” said Dr. Thaddeus Seymour, Jr., president of the Lake
Nona Institute. “Our community offers a unique opportunity to design, implement, and test new approaches to health and wellness. But we believe
those solutions must be grounded in rigorous, outcomes-based research, which we look forward to undertaking in the months and years ahead
with our partners at Johnson & Johnson’s Wellness & Prevention, Inc.”

As a health and wellness solutions provider for large employers and health plans, Wellness & Prevention will apply its scalable, science-based,
and tailored solutions – along with more than three decades of workforce wellness experience and deep consumer insights from parent company
Johnson & Johnson – to  the Lake Nona community landscape. Deploying specially designed programs, including energy management solutions
from the Human Performance Institute division of Wellness & Prevention, the study will aim to examine and renew the health, energy, and
performance of residents, employers, and employees.

Wellness & Prevention has been designated as a founding sponsor of the Lake Nona Institute in recognition of its commitment to making Lake
Nona a pioneer health and wellness ecosystem. This collaboration, further strengthened by the support of other industry partners, will serve to
change the face of population health and healthcare at large.

Wellness & Prevention is also a proud sponsor of the 2012 Lake Nona Impact Forum, an inaugural thought leadership gathering of the nation’s
foremost CEOs, academics, and healthcare leaders to generate and exchange ideas that accelerate the impact of health innovation. The forum
will be held today through October 25 in Orlando, FL.

About Wellness & Prevention, Inc.
Wellness & Prevention, Inc., a Johnson & Johnson company, helps organizations renew the health, energy, and performance of their employees
and members, and offers an integrated portfolio of solutions to cover a broad spectrum of population health – from wellness and prevention, to
behavioral health, to chronic disease support. These solutions include culture of health assessments and programs, on-site health screenings,
Energy for Performance training, health risk assessments, user portals, incentive solutions, Digital Health Coaching, telephonic coaching, on-site
health coaching, participation and engagement strategies and programs, outcomes reporting, and data analytics. Wellness & Prevention solutions
are supported by a unique, integrated, and scalable approach designed to help lower health care costs, drive business performance, and
enhance employee satisfaction and success. For more information, visit www.wellnessandpreventioninc.com.

Editorial Contact
Caren Kenney
Director, Communications
508-942-4407
ckenney1@its.jnj.com
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Johnson & Johnson to Participate in Credit Suisse 2012 Healthcare Conference
New Brunswick, NJ (November 7, 2012) -- Johnson & Johnson (NYSE: JNJ) will participate in the Credit Suisse 2012 Healthcare Conference
Wednesday, Nov. 14th, at the Arizona Biltmore Hotel, 2400 E. Missouri Avenue, Phoenix, AZ.   Dominic Caruso, Vice President, Finance & Chief
Financial Officer, will represent the company in a session scheduled at 11:00 a.m. (Mountain Standard Time).

This broadcast will be available to interested investors and parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available shortly after the live webcast.

###

Press Contacts:
Bill Price
(732) 524-6623
(732) 668-3735 (M)

Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Lesley Fishman
(732) 524-3922

Stan Panasewicz
(732) 524-2524

Ellen Sipos
(732) 524-3709
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Steering Drivers In The Right Direction, “Healthy Vision™ With Dr. Val Jones” Radio
Show Offers Information, Advice About Driving In The Dark
End of Daylight Savings Time means fewer hours of daylight; Experts talk about what happens to your eyes and on the
road when it gets dark
JACKSONVILLE, Fla. (November 13, 2012) –  When you are behind the wheel of a car, your eyes are constantly on the move – looking at vehicles
ahead and to the side, reading road traffic signs, checking your rear view mirrors, and shifting your gaze inside and outside your vehicle in order
to check the speedometer, look at your global navigation system, or change a radio station.

During darkness these tasks can become even more difficult for some drivers.  On a special rebroadcast of Healthy Vision™ with Dr. Val Jones,
two experts join Dr. Val to talk about what happens to your eyes in the dark and how you can take better care of your eyes – and your car  –  to
improve your nighttime driving.

Nearly one of every three drivers on the road (32 percent) say they have difficulty seeing all or most of the time while driving in the dark, according
to a nationwide survey* of 515 vision-corrected Americans aged 18 and over. More than one-fourth (26 percent) report that they have trouble
seeing signs or exits; one-fifth (20 percent) acknowledge difficulty seeing animals or pedestrians, and more than one in five (22 percent) report
problems judging distance while driving in the dark.

"Low light levels cause an eye's pupil to dilate, which can accentuate existing focusing problems and result in blurred vision," says Cristina
Schnider, O.D., Senior Director, Professional Communications for VISTAKON
Division of Johnson & Johnson Vision Care, Inc.  She advises listeners not to drive with an uncorrected or under-corrected vision problem. "When
you don't see as well, you have to get closer or drive slower, and if you don't account for that need for extra time or distance, then you are putting
yourself and others at risk for accidents and close calls."

While 73 percent of respondents believe that correcting their vision problems could improve their night time driving, only 27 percent have ever
consulted an eye care professional about treatments or products that could improve their vision while driving in the dark*. Dr. Schnider
encourages drivers to see their eye care professional to talk about any problems they are having while driving at night and discusses some of the
newer vision correction options currently available.

Glare from oncoming headlights is a contributing factor to night time driving difficulty, according to John Ulczycki, Group Vice President – Strategic
Initiatives, National Safety Council.  He advises drivers to "keep your eyes moving and try not to look directly into oncoming headlights for more
than just a fleeting moment."  For car owners, he suggests periodically having your headlights checked by a mechanic. "We think more than half of
all vehicles are driving around with improperly adjusted headlights," he tells Dr. Val. "Little things like running over bumps can knock a headlight
out of alignment and cause problems for your fellow motorists."

Ulczycki provides helpful advice for parents on how to help their teens become better night time drivers and explains what pedestrians, bicycle
riders, and dog walkers can do to help drivers see them (and their pets) better at night.  He also provides tips on what to do when driving at night
in bad weather and what you can do to make sure your car is safe for nighttime driving.

Healthy Vision™ with Dr. Val Jones is devoted to educating and improving the eye health of Americans. The program is supported by ACUVUE
Brand Contact Lenses and is hosted by Val Jones, M.D, CEO of Better Health, LLC, a network of popular health bloggers, and author of, "Dr.
Val and the Voice of Reason."

Free podcasts of Healthy Vision™ with Dr. Val Jones can be found on BlogTalk Radio (www.blogtalkradio.com/healthyvision)

###

*Shedding Light on Driving in the Dark, a nationwide survey conducted by Kelton Research on behalf of Road & Travel Magazine and ACUVUE  
Brand Contact Lenses.  To view the findings from the survey visit http://www.acuvue.com/pdf/SheddingLightonDrivinginthedarkexecsum.pdf

Dr. Val Jones is a paid consultant for VISTAKON  Division Johnson & Johnson Vision Care, Inc.

ACUVUE ,Healthy Vision™ and VISTAKON  are trademarks of Johnson & Johnson Vision Care, Inc.

For further information, contact:
Gary Esterow
VISTAKON  Division of Johnson & Johnson Vision Care, Inc
(904) 629-6232
Gester1@its.jnj.com

Liz Mefford
Rpr Marketing Communications
(212) 317-1462
Liz.Mefford@rprmc.com
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“Healthy Vision™ With Dr. Val Jones” Show Highlights The Impact Of Nutrition On
Vision And Eye Health
JACKSONVILLE, Fla. (January 8, 2013) -- As a child, your mother may have told you, "Eat your carrots. They're good for your eyes."  Was your
mother right, or was that just her way of getting you to eat your vegetables?

On the new edition of Healthy Vision™ with Dr. Val Jones, optometrist, author and President of the Ocular Nutrition Society, Jeffrey Anshel, O.D.,
and leading nutrition researcher Elizabeth Johnson, Ph.D., join Dr. Val to talk about nutrition and its impact on vision and eye health.

"Advice about nutrition and how it affects your vision and eye health can be confusing," says Dr. Anshel.  "One day a report tells us that a certain
food or supplement is good for us; the next day another report tells us that it is not. But what can be said, without contradiction, is that the foods
we eat (or don't eat) play a major role in all aspects of health."

"When we think about foods and nutrients that are good for your eyes, it's going to be many of the same things that are good for your heart, your
bones, your kidneys, and for your overall health," says Dr. Johnson. "That's a diet high in fruits and vegetables, and high in antioxidant nutrients,
which are important as we age.  But, no one food is going to give you everything you need."

On this podcast, the two experts review what nutrients are important for your eyes, why they are important, and how much of them we should be
taking in as part of our overall diet.  Additionally, Drs. Anshel and Johnson offer advice about vitamins and nutritional supplements – who may
need them, when to take them, and how to choose the right ones for you.

They also provide listeners with resources to turn to for guidance on specific products or specific nutrients, such as the Ocular Nutrition Society
(www.ocularnutritionsociety.org), a non-profit organization of eye care professionals dedicated to including nutrition into their practices to help
patients maintain clear vision and healthy eyes throughout their lifetime. "The Ocular Nutrition Society website offers a doctor locator where
patients can look up doctors who are members of the society who emphasize nutritional care for eye health," says Dr. Anshel.

Healthy Vision™ with Dr. Val Jones is devoted to educating and improving the eye health of Americans. The program is supported by ACUVUE
Brand Contact Lenses and is hosted by Val Jones, M.D., CEO of Better Health, LLC, a network of popular health bloggers, and author of, "Dr.
Val and the Voice of Reason."

Free podcasts of Healthy Vision™ with Dr. Val Jones can be found on BlogTalk Radio (www.blogtalkradio.com/healthyvision) and on
AllAboutVision.com (http://www.allaboutvision.com/healthy-vision/ )

###

Dr. Val Jones is a paid consultant for  VISTAKON  Division of Johnson & Johnson Vision Care,  Inc.
ACUVUE  and VISTAKON  are trademarks of Johnson & Johnson Vision Care, Inc.
Healthy Vision™ with Dr. Val Jones is a copyright of Johnson & Johnson Vision Care, Inc.  All rights reserved.

For further information, contact:
Gary Esterow
VISTAKON  Division of Johnson & Johnson Vision Care, Inc.
(904) 629-6232
Gester1@its.jnj.com

Liz Mefford
Rpr Marketing Communications
(212) 317-1462
Liz.Mefford@rprmc.com
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Janssen Neuroscientists and Colleagues Challenge Healthcare Industry to Create
Integrated Approaches to Healthcare Innovation in Newly Published Article
Scientists and business leaders call for models of care that include therapeutics, devices, tools and services
TITUSVILLE, N.J., Feb. 5, 2013 /PRNewswire/ -- Janssen Research & Development, LLC, ("Janssen") announced today the publication of a new
article that addresses integrated approaches to healthcare solutions. The authors challenge the healthcare industry to expand its thinking beyond
product-focused, "magic bullet" drug development and discuss the need for an integrated approach to patient care, including use of devices, tools
and services to help a patient's progress. The commentary, "Beyond magic bullets: true innovation in health care," was published in the February
2013 issue of Nature Reviews Drug Discovery and is available at: http://www.nature.com/nrd/journal/v12/n2/full/nrd3944.html.

"We are in the middle of a revolution for molecular medicine. Advances in the field are constantly yielding new information about the body and its
diseases. The need to differentiate from existing therapies and the mandate for innovation are clear," said Husseini K. Manji, M.D., Global
Therapeutic Area Head for Neuroscience, Janssen Research & Development, LLC, and senior author of the article. "Scientists and business
leaders are looking for and implementing new strategies to bring forth innovative therapeutic approaches that are meaningful and measurable to
patients, caregivers and payers."

The authors discuss solutions for central nervous system (CNS) disorders – a group of diseases and illnesses identified as one of the biggest
challenges to our healthcare and economic environment. The predicted cost of these disorders to society worldwide is higher than that of cancer,
diabetes and chronic respiratory diseases combined,[1] and many serious mental illnesses, for example, can affect a patient's ability to take
medicines on a regular basis and become engaged in a treatment plan. The authors suggest that a "beyond the pill" integrated care model –
including ongoing remote analysis of physiological and activity-based parameters using on-body sensors, or even mobile technology such as
smart phones – has the potential to advance disease management and treatment efficacy. Such technologies and advances must be developed
and introduced in collaboration with patient advocacy groups and with appropriate education for and consent of patients and caregivers.

"Treatment plans that leverage combined benefits of a pharmaceutical product with devices and programs that support medication adherence and
access to treatment and services may be the shift needed to keep pace with the disease management challenges, especially in
neurodegenerative disease and mental illness," said Dr. Manji.

Research supports the authors' views. In the treatment of schizophrenia, for example, integrated care including medication and a holistic care
program to look after a patient's medication adherence and provide other therapeutic elements can lead to a decrease in relapse-related
hospitalization. In Germany, significant reductions in relapse-related hospitalization rates have been achieved for patients with schizophrenia and
bipolar disorder who were enrolled in integrated care models. Such programs can contribute to improved quality of care and better medication
adherence. 

"Integrated models have the potential to radically change patient care as we know it, while being sensitive to the time demands of caregivers," said
co-author Michael Yang, President, Janssen Pharmaceuticals, Inc. "As we advance at the molecular and disease biology level, we also must
evolve business models so that our healthcare ecosystem can improve outcomes for patients who have some of the most devastating diseases."

About Janssen's Healthy Minds Program
Janssen's interests in integrated care for brain diseases have a direct connection to the Janssen Healthy Minds program, launched in 2011 to
encourage collaboration among biotechnology, pharmaceutical and public-sector organizations to accelerate the discovery of new therapeutic
solutions for neurologic and brain diseases. Healthy Minds builds on Janssen's longstanding legacy of achievement in advancing neuroscience
research. The company's work in this area dates back to the 1950s, when Dr. Paul Janssen's discovery and development work led to one of the
first breakthrough treatments for schizophrenia. Janssen is named for "Dr. Paul," who is known as one of the 20th century's most gifted and
passionate physicians and pharmaceutical researchers.

Over the last half century, Janssen has discovered, developed and launched many innovative treatments for brain and CNS conditions and
remains firmly committed to neuroscience. Janssen commits more than $12 million annually to public and professional education about mental
illness and brain disorders, sponsorships and philanthropy in the field of neuroscience and mental health.

About Janssen Research & Development, LLC
At Janssen Research & Development, LLC, we are united and energized by one mission – to discover and develop innovative medicines that ease
patients' suffering, and solve the most important unmet medical needs of our time. As one of the Janssen Pharmaceutical Companies of Johnson
& Johnson, our strategy is to identify the biggest unmet medical needs and match them with the best science, internal or external, to find solutions
for patients worldwide. We leverage our world-class discovery and development expertise, and operational excellence, to bring innovative,
effective treatments in oncology, immunology, neuroscience, infectious diseases and vaccines, and cardiovascular and metabolic diseases. For
more information on Janssen R&D, visit http://www.janssenrnd.com/.

About Janssen Pharmaceuticals, Inc.
As a member of the Janssen Pharmaceutical Companies of Johnson & Johnson, Janssen Pharmaceuticals, Inc., is dedicated to addressing and
solving some of the most important unmet medical needs of our time. Driven by our commitment to patients, we work together to bring innovative
ideas, products, services and solutions to individuals with serious conditions, and to physicians throughout the world. For more information on
Janssen Pharmaceuticals, Inc. or its products, visit us at www.janssenpharmaceuticalsinc.com or follow us on Twitter at
www.twitter.com/JanssenUS.
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[1] World Economic Forum. The Global Economic Burden of Non-communicable Diseases (Harvard School of Public Health, 2011).
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Johnson & Johnson to Participate in 2013 Leerink Swann Global Health Care
Conference
New Brunswick, NJ (Feb. 6, 2013) -- Johnson & Johnson (NYSE: JNJ) will participate in the 2013 Leerink Swann Global Health Care Conference on
Wednesday, Feb. 13, at The Waldorf Astoria in New York, NY.  Joaquin Duato, Worldwide Chairman, Pharmaceuticals will represent the Company
in a session scheduled at 1:30 p.m. (Eastern).

This webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Carol Goodrich
(732) 524-6678
(973) 615-4057 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Stan Panasewicz
(732) 524-2524

News Center Careers Investors
Partnering Contact Us

Enter product name, company or keyword

News

http://www.jnj.com/our-news-center
http://careers.jnj.com/
http://www.investor.jnj.com/investor-relations.cfm
http://www.jnj.com/partners
http://www.jnj.com/contact
http://www.jnj.com/
http://www.investor.jnj.com
http://www.jnj.com/others/accessibility
http://www.jnj.com/others/sitemap
http://www.jnj.com/others/privacy
http://www.jnj.com/others/privacy
http://www.jnj.com/others/legal-notice
http://www.jnj.com/employees
http://www.jnj.com/others/privacy
http://www.jnj.com/others/privacy
http://www.jnj.com/others/legal-notice/
http://www.jnj.com/news
http://www.investor.jnj.com/
http://www.jnj.com/contact
http://www.blogjnj.com/
http://www.kilmerhouse.com/
http://www.facebook.com/jnj
http://twitter.com/JNJCares
http://twitter.com/JNJNews
http://www.youtube.com/user/JNJhealth
http://www.linkedin.com/company/johnson-&-johnson/careers?trk=tabs_biz_career
http://plus.google.com/u/0/+jnj/posts


Accessibility Sitemap Privacy Policy Privacy Policy Legal Notice Employees

This site is governed solely by applicable U.S. laws and governmental regulations. Please see our Privacy Policy. Use of this site constitutes your
consent to application of such laws and regulations and to our Privacy Policy. Your use of the information on this site is subject to the terms of our Legal
Notice. You should view the News section and the most recent SEC Filings in the Investor section in order to receive the most current information made
available by Johnson & Johnson Services, Inc. Contact Us with any questions or search this site for more information.

All contents © Copyright Johnson & Johnson Services, Inc.1997-2014. All Rights Reserved.

Last Updated: 12/01/2014

News

Corporate

Johnson & Johnson to Participate in 2013 Citi Global Health Care Conference
New Brunswick, NJ (Feb. 20, 2013) -- Johnson & Johnson (NYSE: JNJ) will participate in the 2013 Citi Global Health Care Conference on Monday,
Feb. 25, at the Hilton New York Hotel in New York, NY.  Alex Gorsky, Chairman of the Board of Directors and Chief Executive Officer, will represent
the Company as the keynote speaker, and is scheduled to present at 11:55 a.m. (Eastern).

This webcast will be available to investors and other interested parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available approximately two hours after the live webcast.

###

Press Contacts:
Al Wasilewski
(732) 524-1130
(732) 447-5918 (M)

Carol Goodrich
(732) 524-6678
(973) 615-4057 (M)

Investor Contacts:
Louise Mehrotra
(732) 524-6491

Lesley Fishman
(732) 524-3922
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“Healthy Vision™ With Dr. Val Jones” Show Now Available On All About Vision
JACKSONVILLE, Fla. (February 26, 2013) -- VISTAKON , Division of Johnson & Johnson Vision Care, Inc., today announced its Healthy Vision™
with Dr. Val Jones podcast series is now available on AllAboutVision.com.  Episodes of the program, devoted to educating and improving the eye
health of Americans, can be found at www.allaboutvision.com/healthy-vision.

Launched in 2011, Healthy Vision™ with Dr. Val Jones provides consumers with timely and relevant information and helpful resources to help them
manage eye health for themselves and their families. The program is supported by ACUVUE  Brand Contact Lenses and is hosted by Val Jones,
M.D., CEO of Better Health, LLC, a network of popular health bloggers, and author of, “Dr. Val and the Voice of Reason.”

“All About Vision  is a comprehensive, up-to-date consumer resource about all aspects of eye health and vision correction,” says publisher Ron
Walker.  “Healthy Vision™ with Dr. Val Jones is a valuable addition to our site as Dr. Jones and leading experts take a close look at areas vital to
maintaining eye health and wellness.”

All About Vision  includes information on more than 50 eye conditions and diseases, sections on special-interest topics like computer vision,
sports vision, nutrition and eyes, and children’s vision, as well as helpful information on eyeglasses, contact lenses, and surgical procedures that
address vision problems. The site has achieved rapid and consistent growth since its launch in January 2000, recording more than 17 million
unique visitors and nearly 30 million page views in 2012.

All About Vision  site content is developed with the input of an advisory board of optometrists, ophthalmologists and opticians.  Articles are written
and continually updated by a team of journalists with decades of experience in the eye care field, and reviewed by the advisory board.  The site is
certified for trustworthiness by the Health on the Net Foundation.

The site has been cited by leading U.S. and international media outlets, such as The New York Times, The Wall Street Journal, Newsweek, USA
Today, the BBC, and National Public Radio. It is also linked to by hundreds of corporations, governments, academic institutions, healthcare
reference websites, and local eyecare practices.

Free podcasts of Healthy Vision™ with Dr. Val Jones can also be found on BlogTalk Radio (www.blogtalkradio.com/healthyvision).

###

Dr. Val Jones is a paid consultant for  VISTAKON  Division of Johnson & Johnson Vision Care,  Inc.

ACUVUE  and VISTAKON  are trademarks of Johnson & Johnson Vision Care, Inc.

Healthy Vision™ with Dr. Val Jones is a copyright of Johnson & Johnson Vision Care, Inc.  All rights reserved.

All About Vision  is a registered trademark of Access Media Group LLC.

For further information, contact:
Gary Esterow
VISTAKON  Division of Johnson & Johnson Vision Care, Inc.
(904) 629-6232
Gester1@its.jnj.com

Liz Mefford
Rpr Marketing Communications
(212) 317-1462
Liz.Mefford@rprmc.com
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Johnson & Johnson Makes an Impact on TEDMED Great Challenges of Health and
Medicine
Leading with Purpose, Driving Innovation
WASHINGTON, April 16, 2013 — Caring for the world, one person at a time... inspires and unites the people of Johnson & Johnson. We embrace
research and science - bringing innovative ideas, products and services to advance the health and well-being of people.This year, TEDMED has
identified 20 Great Challenges of Health and Medicine:  complex, persistent problems that have medical and non-medical causes, impact millions
of lives, and affect the health and well-being of people around the world.

As a global corporation, Johnson & Johnson is continually striving to address many of these challenges to help make the world healthier and
happier. The following Q&A showcases a selection of these innovations:

Q: Mental health tends to decline as we age and it is predicted that by 2020 there will be 43 million Americans over 65 and 15 million over 85
facing dementia. In Preparing for the Dementia Tsunami, what is Johnson & Johnson doing to prepare to meet the needs of these patients?

A: “We are dedicated to research of the whole brain to determine causes, as well as potential cures for this epidemic,” said Husseini Manji, Global
Therapeutic Area Head for Neuroscience, Janssen Research & Development.  “Our Janssen division is focused on the power of science and the
value of integrated holistic care to help people achieve Healthy Minds for life. We are committed to discovering innovative therapeutic solutions for
people with dementia – as well as other brain disorders and pain. Fortunately, we have learned that the brain can change and heal – and that
cells and cell networks can flourish after mental illness and injury.”

Q: The debate between addressing symptoms and disease or the patient who has them continues. How is Johnson & Johnson Addressing
Whole Patient Care?

A: “One of our top priorities in terms of addressing whole patient care is tackling the stigma that often comes with diseases such as Alzheimer’s
and Dementia,” said Husseini Manji.  “More than 5.3 million Americans suffer from Alzheimer’s disease and we believe that the solution to
Alzheimer’s today is to develop a more personal understanding of the day-to-day challenges facing those with the disease. We take the same
approach to Dementia and our partnership with Second Wind Dreams  and their Virtual Dementia Tour  helps build a greater understanding of
dementia through the use of patented sensory tools and instruction.  This tour enables caregivers and professionals to experience firsthand the
physical and mental challenges facing those with dementia. To date, more than 500,000 people in 14 countries have experienced the Virtual
Dementia Tour .

Q:  Reducing Childhood Obesity and Coming to Terms with the Obesity Crisis are two of the Great Challenges this year. How is Johnson &
Johnson working to address these?

A: “Our Gateway to a Healthy Community – Healthy Kids program is addressing healthcare disparities, specifically in terms of the growing
incidence of childhood obesity,” said Michael E. Sneed, Vice President, Vice President, Global Corporate Affairs.  This multi-city program is
designed to help children become more active during the school day and on a path to a healthier future.  One of our greatest success stories has
been in Newark, NJ where we have been working hand-in-hand with Mayor Cory A. Booker who has been a great advocate of our program. 
Regarding the Adult Obesity Crisis, in the last 40 years, the U.S. population has gone from 40% overweight to 60% overweight, leading to not only
chronic conditions but deadly diseases. The Gateway to a Healthy Community program addresses this epidemic with a pre-emptive approach - by
reaching children in schools and getting them active to avoid obesity issues as an adult.”

Q:  As new tests, treatments and devices are introduced they often come with high price tags. What is Johnson & Johnson doing to help Achieve
More Medical Innovation, More Affordably?

A:   “We understand that patients expect and demand the latest, best medical products and services and do not want – and often cannot – wait for
the costs to come down,” said Diego Miralles, Head, Janssen Healthcare Innovation. “Johnson & Johnson is committed to reducing healthcare
disparities and increasing accessibility.  As a member of this Challenge team, I was able to share with the TEDMED community some of our
innovations including mobile health tools, public/private partnerships like our Gateway to a Healthy Community Program and dedication to
treatments of diseases such as TB that impact developing-world communities.”

Q: America spends $2 trillion on healthcare - mostly treating people after they become sick. How is Johnson & Johnson Making Prevention
Popular and Profitable so there is lower spending on sick care and greater participation in healthy lifestyles?

A:  “We believe that giving people the tools to stay healthy is as important as helping them when they are sick,” said Fik Issac, Vice President,
Global Health Services, Johnson & Johnson. “We have found that incentives play an important role in promoting good health and in encouraging
specific behaviors, decisions, or actions that will help people live healthy lives. In fact, in the 25 years that we’ve offered employee wellness
programs, we’ve seen cost reductions as well as marked improvements in employee health.  And, in this case, we believe accessibility is another
path to popularity.”

Q:  How is Johnson & Johnson Promoting Active Lifestyles?

A: “We are committed to promoting active lifestyles no matter ones age,  but we realize that healthy habits need to be formed early in life,” said
Jack Groppel, PhD, Vice President of Applied Science and Performance Training, Wellness and Prevention, Inc. and Co-Founder, Human
Performance Institute.  “We know that today's average American burns 500 fewer calories per day than 100 years ago, while consuming many
more calories than before.  And, our lifestyle is becoming more sedentary than ever.  The Human Performance Institute and public/private
partnerships such as Gateway to a Healthy Community and the Lake Nona Institute are just a few ways Johnson & Johnson promotes active
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lifestyles.”

Q: More and more companies are recognizing the benefits of Inventing Wellness Programs That Work.  Johnson & Johnson has been a
pioneer on this front. Can you tell us more about the programs you offer to your employees?

A: “Johnson & Johnson has a deep heritage in developing successful corporate wellness programs to help people prevent illness and enhance
wellness,” said Jack Groppel. “We were one of the first companies to offer fitness facilities to our employees and to organize corporate sports
teams with a focus on baseball in 1895, women’s basketball in 1907 and bowling in 1900.  In 1942 we developed an official employee athletic
association and offered swimming, tennis, cycling, archery, riding, softball, bowling and basketball. And, with the opening of the Human
Performance Institute, Johnson & Johnson continues to raise the bar on programs designed to keep employees healthy and active.”

Q:  Personal technology has played a vital role in Shaping the Future of Personalized Medicine. How is Johnson & Johnson innovating in this
arena?

A:   “As technology, science and innovation evolve at an increasingly rapid pace, education and access to information is crucial,” said Michael
Weinberger, Director, IT Innovation, Johnson & Johnson.  “We aim to be at the forefront of technology and have forged partnerships with Microsoft
and developed mobile health tools to help consumers take charge of their health and better work with their doctors to ensure they are getting the
best and most personalized care possible. With our suite of mobile health tools includes Digital Health Scorecard, Care4Today™ Mobile Health
Manager and Energy Management Training.

About Johnson & Johnson
Caring for the world, one person at a time inspires and unites the people of Johnson & Johnson. We embrace research and science - bringing
innovative ideas, products and services to advance the health and well-being of people. Our approximately 127,600 employees at more than 275
Johnson & Johnson operating companies work with partners in health care to touch the lives of over a billion people every day, throughout the
world.

About TEDMED
TEDMED, LLC is an independent organization operated under a special license from the nonprofit TED conference. TEDMED is the world's only
TED-licensed event focused solely on innovation and breakthrough thinking across all of health and medicine. TEDMED 2012 featured 71
preeminent leaders in health, medicine, science, technology, business, government, academia, media and the arts, who spoke before a sold-out
audience of more than 1,600 Delegates. Jay Walker has served as the Curator of TEDMED since 2011. Walker is also the founder of
Priceline.com. For more information, please visit www.TEDMED.com.
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Johnson & Johnson to Participate in Morgan Stanley Global Health Care Conference
New Brunswick, NJ (September 5, 2012) -- Johnson & Johnson (NYSE: JNJ) will participate in the Morgan Stanley Global Health Care Conference
Monday, September 10th, at the Grand Hyatt New York, 109 East 42nd Street at Grand Central, New York, NY.  Gary Pruden, Worldwide
Chairman, Global Surgery Group for Johnson & Johnson will represent the company in a session scheduled at 1:15 p.m. (Eastern Time).

This broadcast will be available to interested investors and parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available shortly after the live webcast.

###
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(732) 524-6491

Lesley Fishman
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Janssen Healthcare Innovation Launches Care4Today™ Mobile Health Manager 2.0
Free two-way secure messaging platform, mobile app and website introduces new Care4Charity™ and Care4Family™
features to motivate users to take medications on schedule and support caregivers  
SAN DIEGO, September 24, 2013—Janssen Healthcare Innovation, a team within Janssen Research & Development, LLC focusing on optimizing
healthcare delivery, announced today the launch of Care4Today™ Mobile Health Manager 2.0 (mhm.care4today.com). This free mobile platform
and website is designed to help people stay on schedule with their medications with special features such as Care4Family™ and Care4Charity™
to support and motivate users to take their medications regularly.

Approximately 50 percent of patients with chronic illnesses do not take their medications as prescribed[1], a serious problem that can cause
delayed recovery, disease relapse and hospitalization[2]. In today’s fast-paced world, people often overlook taking medications at the right time
every day. There are many reasons people don’t take their medications, but the most commonly cited reason is they simply forget[3].

With Care4Today™ Mobile Health Manager 2.0, consumers can set up reminders for any kind of prescription or over-the-counter medication,
nutritional supplement or any other activity. The platform uses secure, two-way messaging on mobile phones, and each reminder message
prompts a response that is recorded in the user’s adherence report. Users can view reports summarizing adherence and share the information
with their healthcare provider or caretaker.

Care4Charity™ gives people who take care of their own health the opportunity to make a positive difference in the world. Care4Today™ Mobile
Health Manager 2.0 users can select a charity that will receive a $0.05 donation from Janssen Healthcare Innovation for each day through May 17,
2014 they indicate they have taken all of their medications on time. The initial charities include AIDS United, American Diabetes Association and
Save the Children. Janssen Healthcare Innovation has committed a minimum donation of $20,000 to each charity and a maximum additional
donation of $90,000 to all of the charities combined for a maximum total donation of $150,000 as part of the Care4Charity™ program.

Care4Family™ allows caregivers to link family members to their account, which enables them to monitor medication adherence for their loved
ones. By linking to other Care4Today™ Mobile Health Manager 2.0 users, family members will receive a notification if their loved ones fail to take
their medications on time. Once alerted, they can call or text their loved ones. Family members can also share their real-time medication
compliance with one another and their physicians. With four in 10 adults in the U.S. caring for an adult or child with significant health issues[4], and
more than 25 percent of children in the U.S. taking medications to treat ongoing health conditions[5], Care4Family™ is designed to provide people
with extra encouragement to stay on their treatment schedule.  

“Care4Today™ Mobile Health Manager 2.0 reflects our ongoing commitment to serving the healthcare needs of millions by providing free tools
that support and motivate people to take their medications on schedule,” said David Tripi, Partner, Janssen Healthcare Innovation. “With our family
support program and charitable donations for each day of adherence, consumers have the opportunity to help others while staying on top of their
own treatment regimens.”

Care4Today™ Mobile Health Manager 2.0 is an FDA-registered Class 1, 510K exempt medical device and works with almost any mobile phone,
regardless of platform, service provider or service plan (both for data and SMS).  The platform has photo images of more than 20,000
medications, including generics, designed to help with medication identification. The app can be downloaded directly from the App Store, Google
Play or the mhm.care4today.com website. Users can create a free account, schedule medication reminders and update information from either
their mobile device or the website.

Janssen Healthcare Innovation

Janssen Healthcare Innovation (JHI) is a team within Janssen Research & Development, LLC, one of the Janssen Pharmaceutical Companies of
Johnson & Johnson. JHI is dedicated to optimizing healthcare delivery and is creating solutions that will modernize and transform the consumer
healthcare experience. We are launching integrated care businesses and building enabling technologies under the Care4Today™ master brand
that harness the broad and differentiated capabilities of our company. Our integrated care businesses coordinate care delivery to improve health
outcomes and lower cost. We are also developing enabling tools that apply novel technology to healthcare challenges to increase efficiency and
effectiveness through coordination, communication and connectivity. For more information, go to: www.janssenhealthcareinnovation.com.

References
[1] Adherence to Long-Term Therapies, Evidence for Action, World Health Organization, 2003
[2] The 21st Century Intelligent Pharmacy Project: The Importance of Medication Adherence, Center for Health Transformation, 2010
[3] Medication Adherence in America: A National Report Card, National Community Pharmacists Association, 2013
[4] Pew Internet & American Life Project: Family Caregivers are Wired for Health, 2013
[5] New Research: Kids’ Consumption of Chronic Medications on the Rise. May 19, 2010 press release, Medco Health Solutions, Inc.
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Three-Year Data Demonstrates Sustained Improvements in Health Related Quality of
Life in Patients with Superficial Femoral Artery Disease Treated with the S.M.A.R.T.
Stent
Fremont, Calif., October 8, 2012 – Cordis Corporation announced today three-year health related Quality of Life (QoL) data from the STROLL
clinical trial that were presented during a Late-Breaking Clinical Trials session at the Vascular Interventional Advances (VIVA) 2013 Annual
Meeting in Las Vegas. Results from the Quality of Life analysis showed that patients with peripheral artery disease (PAD) in the superficial femoral
artery (SFA) treated with the S.M.A.R.T.  Vascular Stent Systems (S.M.A.R.T.  Stent) experienced clinically meaningful improvements in Quality of
Life, including reduced pain in the affected leg(s), improved social function and increased walking distance, that were maintained over the three
year study follow-up period.

An estimated 27 million people in Europe and North America alone suffer from PAD, which is caused by the build-up of fatty substances that
collect and adhere to the linings of the arteries in a process known as atherosclerosis. The build-up causes the internal lining of the artery to
thicken, narrowing the artery and limiting blood flow to vital tissues and organs. Commonly affected arteries include those located in the legs,
arms, neck and kidneys.

The Quality of Life analysis included the 250 patients studied in the STROLL clinical trial, a multicenter, prospective trial, which assessed the
safety and efficacy of the S.M.A.R.T.  Stent. Patients enrolled in the trial had Rutherford Class 2-4 symptoms and were treated with standard
percutaneous transluminal angioplasty with placement of one or more S.M.A.R.T.  Stents.

“These new findings show the quality of life benefit was very large and sustained over at least three years in patients with superficial femoral artery
disease treated with S.M.A.R.T.  Stent,” said David Safley, MD, Consulting Cardiologist at Saint Luke's Mid America Heart Institute and Associate
Professor of Medicine at the University of Missouri School of Medicine - Kansas City, who presented the data at VIVA on behalf of the STROLL
Trial investigators. “Currently there are limited published reports evaluating the impact and durability of these types of treatments on patient-
reported outcomes beyond one year, which makes these findings noteworthy to clinicians evaluating treatment options for PAD patients.”

The analysis evaluated health status and quality of life using validated patient assessment scales, including the Short Form 12 and EQ-5D
(generic health status), the Peripheral Artery Questionnaire (PAQ) and Walking Impairment Questionnaire for PAD (specific health status). Quality
of life was assessed on all patients at baseline, one, six, 12, 24, and 36 months.

At one month follow-up, there was significant improvement on the PAQ summary scale (mean change 31.4 points, p<0.001 vs. baseline; minimum
clinically important difference = 8 points) as well as most other disease-specific and generic scales. Additionally, there was significant improvement
on the PAQ summary scale as well as most other scales that were sustained through the three year follow-up (mean change 28 points, p<0.001). 

“When coupled with the positive two year clinical outcomes reported earlier this year, which demonstrated minimal or no recurrence of lower
extremity stenosis or occlusion in more than 80 percent of treated patients, with high patency and low target lesion revascularization rates, these
impressive results further validate the use of the S.M.A.R.T.  Stent in the treatment of these patients,” said William A. Gray, MD, Director of
Endovascular Services, Cardiovascular Research Foundation, New York. “We will continue to build on this robust data set with the presentation of
the STROLL Trial three year clinical data at a future medical congress.”

The S.M.A.R.T.  Stent is available in the United States with both proximal popliteal artery and SFA indications and provides an unmatched
balance of radial force, scaffolding, and longitudinal stability*. The company continues to build on the legacy of this platform with its recent addition
of the new S.M.A.R.T.  Flex Stent, the next innovation in peripheral stents designed to optimize flexibility, fracture resistance and predictable
placement while maintaining the tissue to metal ratio and radial strength of  the S.M.A.R.T.  Stent. The S.M.A.R.T.  Flex Stent is CE Marked in
Europe for the treatment of vascular disease (iliac, SFA and popliteal) and received 510(k) clearance from the U.S. Food and Drug Administration
for the palliative treatment of biliary strictures associated with malignant tumors.

"Based on both the long-term clinical and quality of life data, the benefits of treatment with the S.M.A.R.T.  Stent are compelling. We continue
building on the attributes of the S.M.A.R.T.  Stent design with our next-generation, self-expanding stent platform – the S.M.A.R.T.  Flex Stent – an
important new addition to our portfolio," said Celine Martin, Worldwide President, Cordis Corporation. "We are committed to addressing the unmet
needs of patients worldwide with the development of less invasive therapeutic options."

About Cordis Corporation
Cordis Corporation, part of the Johnson & Johnson Family of Companies, is a worldwide leader in the development and manufacture of
interventional vascular technology. Through the company's innovation, research and development, Cordis partners with interventional
cardiologists worldwide to treat millions of patients who suffer from vascular disease. More information about Cordis Corporation can be found at
www.cordis.com. 

###

Dr. Gray is compensated for his services as a member of the company’s Scientific Advisory Board and provides other consulting services.

* Cordis data on file
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Dr. Fikry Isaac Awarded Leadership in Health Care Award by U.S. Chamber of
Commerce
Ann Arbor, MI–October 31, 2013 – Dr. Fikry Isaac, MD, Vice President of Global Health Services at Johnson & Johnson and Chief Medical Officer
at Wellness & Prevention, Inc., a Johnson & Johnson company, was awarded the Leadership in Health Care Award by the U.S. Chamber of
Commerce at their 2  Annual Health Care Summit on October 30, 2013.

The Leadership in Health Care Award is awarded to an individual who exemplifies how innovation by employers can strengthen the U.S. health
system and improve health outcomes nationwide.  This year, the award was focused on efforts to harness efficiencies to drive forward positive
health care reform.

“Dr. Isaac’s thought leadership is a quintessential example of the innovative solutions currently being pioneered by employers and how the private
sector must play a vital role in advancing comprehensive and meaningful reform of the U.S. health care system,” said Bruce Josten, the Chamber’s
executive vice president for Government Affairs, who presented the award.

The Chamber’s 2  Annual Health Care Summit explored how strategies in the private and public sectors can be utilized to increase value and
improve health outcomes as the nation rapidly approaches major changes to the U.S. health care system in 2014 and beyond.

The U.S. Chamber of Commerce is the world’s largest business federation representing the interests of more than 3 million businesses of all sizes,
sectors, and regions, as well as state and local chambers and industry associations.

About Wellness & Prevention, Inc. 
Wellness & Prevention, Inc., a Johnson & Johnson company, helps organizations renew the health, energy, and performance of their employees
and members, and offers an integrated portfolio of solutions to cover a broad spectrum of population health – from wellness and prevention, to
behavioral health, to chronic disease support. These solutions include culture of health assessments and programs, on-site health screenings,
Energy for Performance® training, health risk assessments, user portals, incentive solutions, Digital Health Coaching, telephonic coaching, on-site
health coaching, participation and engagement strategies and programs, outcomes reporting, and data analytics. Wellness & Prevention solutions
are supported by a unique, integrated, and scalable approach designed to help lower health care costs, drive business performance, and
enhance employee satisfaction and success. For more information, visit www.wellnessandpreventioninc.com.

Editorial Contact
Caren Kenney 
Director, Communications 
508-942-4407 
ckenney1@its.jnj.com
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News

Corporate Financial

Johnson & Johnson to Participate in Credit Suisse 2013 Health Care Conference
New Brunswick, NJ (Nov. 5, 2013) -- Johnson & Johnson (NYSE: JNJ) will participate in the Credit Suisse 2013 Health Care Conference on
Tuesday, Nov. 12 , at The Phoenician, 6000 East Camelback Road, Scottsdale, AZ.  Dominic J. Caruso, Vice President, Finance & Chief
Financial Officer, will represent the company in a session scheduled at 10:00 a.m. (Mountain Standard Time).

This broadcast will be available to interested investors and parties by accessing the Johnson & Johnson website at www.investor.jnj.com.

A webcast and podcast replay will be available shortly after the live webcast.

###

Press Contacts:
Ernie Knewitz
(732) 524-6623
(917) 697-2318 (M)

Investor Contacts:     
Louise Mehrotra
(732) 524-6491

Lesley Fishman
(732) 524-3922
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Janssen Pharmaceutica NV Extends Commitment to Global Mental Health
Scholarships as Part of Its Healthy Minds Programme
Funding to British schools continues meaningful aid for future leaders in mental health research, policy and practice
LONDON – 5 December 2013 – Janssen Pharmaceutica NV ("Janssen") announced today an educational grant of £355,276 to the Centre for
Global Mental Health, a programme of the London School of Hygiene & Tropical Medicine and the Institute of Psychiatry at King’s College London,
ensuring the advancement of the Centre’s Global Mental Health Scholarship Fund. Given as part of Janssen’s global Healthy Minds programme,
the grant will support scholarships for training nine outstanding future leaders in the field of mental health during the 2014-18 academic years.

Janssen has supported 18 full scholarships through the Fund, including this new grant and contributions to the Fund in its inaugural 2013-14
academic year. Open to honours graduates from around the world, the programme is a rigorous one-year Master of Science (MSc) course of
study in global mental health research, policy and practice. It is designed to prepare graduates for careers in national mental health policy and
planning, in epidemiological and mental health services research, and as mental health advisors and advocates in government ministries,
international aid agencies and non-governmental organisations.

The scholarships will cover tuition, room and board, transportation, books, daily expenses and international travel to and from London. They are
intended for students from or working in low- and middle-income countries, where the need for mental health care is disproportionately great.
Janssen is not involved in the selection of the scholarship winners, who are chosen by academic staff at the London School of Hygiene and
Tropical Medicine and the Institute of Psychiatry at King’s College London.

“Addressing the gap between the volume of people suffering from mental health disorders globally and the access they have to adequate
treatment is imperative,” said Husseini K. Manji, MD, Global Therapeutic Area Head for Neuroscience, Janssen Research & Development, LLC.
“We are in the midst of a global mental health crisis, as evidenced by the high percentage of the global health burden attributed to mental health
disorders. It’s important for effective strategies to be implemented at the local level, and that is why Janssen is committed to the success of this
programme. We believe solutions start by equipping a diverse array of professionals with the knowledge and tools they will gain through the
Global Mental Health Scholarship Fund.”

The MSc in Global Mental Health programme is taught jointly through two world-renowned postgraduate research and teaching institutions – the
London School of Hygiene & Tropical Medicine and the Institute of Psychiatry, King’s College London.

“Lack of mental health care remains one of the most neglected problems worldwide,” said Professor Peter Piot, Director of the London School of
Hygiene & Tropical Medicine. “Hundreds of millions of people around the world with mental, neurological or substance-use disorders do not
receive even the most basic care, even though effective and low-cost treatments exist. Our MSc in Global Mental Health trains mental health
leaders to improve access to care in countries around the world, and we are delighted to be working on this pioneering programme with the
Institute of Psychiatry.”

The MSc candidates in Global Mental Health receive training in epidemiological and health services research methods to equip them to monitor
and evaluate mental health programmes. They also learn to devise locally appropriate and feasible strategies to reduce the burden of mental
health disorders at every level, from national health policy and systems to individual clinical interventions. For more information about the
programme, the course directors can be contacted at MScGMH@lshtm.ac.uk or gmh-msc@kcl.ac.uk.

“The new funding is another example of Janssen’s commitment to foster programmes targeted at designing effective mental health treatment and
improving access to that treatment globally,” said Jane Griffiths, Company Group Chairman, Janssen, Europe, Middle East and Africa. “We are
eager to witness the blueprint last year’s recipients will create and implement for handling the burden of mental health disorders in their local
communities. The growth of the programme and Fund will see more scholars dispatched to the corners of the world where their expertise is
needed the most and will have the greatest impact.”

A reception to thank donors to the Global Mental Health MSc programme and celebrate the work of the Centre for Global Mental Health was held
Thursday, 28 November, at the London School of Hygiene & Tropical Medicine. The event was hosted by Professor Peter Piot and honoured
representatives from Janssen, which has been a major supporter of the programme since its inception, as well as individual philanthropic
supporters.

The London School of Hygiene & Tropical Medicine is a leading centre for research and postgraduate education in public and global health, with
4000 students and more than 1,300 staff working in over 100 countries. The School's mission is to improve health and health equity in the UK and
worldwide; working in partnership to achieve excellence in public and global health research, education and translation of knowledge into policy
and practice.

About Janssen's Healthy Minds Programme
Janssen's interests in integrated care for brain diseases have a direct connection to the Janssen Healthy Minds programme, launched in 2011 to
encourage collaboration among biotechnology, pharmaceutical and public-sector organisations to accelerate the discovery of new therapeutic
solutions for neurologic and brain diseases. Healthy Minds builds on Janssen's longstanding legacy of achievement in advancing neuroscience
research. The company's work in this area dates back to the 1950s, when Dr. Paul Janssen's discovery and development work led to one of the
first breakthrough treatments for schizophrenia. Janssen takes its name from "Dr. Paul," who is known as one of the 20th century's most gifted and
passionate physicians and pharmaceutical researchers.

Over the last half century, Janssen has discovered, developed and launched many innovative treatments for brain and CNS conditions and
remains firmly committed to neuroscience. Janssen supports public and professional education about mental illness and brain disorders, and
funds sponsorships and philanthropy in the field of neuroscience and mental health.
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About Janssen Pharmaceutica NV
Janssen Pharmaceutica NV (“Janssen”) is based in Beerse, Belgium, and has an operating unit in the United Kingdom. Janssen focuses on the
discovery, development and production of new medicines and diagnostics and on the provision of innovative therapies for the benefit of patients,
doctors and other health care professionals all over the world. Janssen concentrates its efforts on five therapeutic research areas: neurosciences,
oncology, vaccines and infectious diseases, immunology, and cardiovascular and metabolic disorders. For more information, please visit
http://en.janssenpharmaceutica.be/.

###

Media Contacts:
Greg Panico 
Janssen Global Services, LLC 
908-240-2011 – Cell 

Jayant Chavda
Janssen UK
+44 (0) 1494 567 898 – Office

 

Enter product name, company or keyword

http://en.janssenpharmaceutica.be/
http://www.jnj.com/others/accessibility
http://www.jnj.com/others/sitemap
http://www.jnj.com/others/privacy
http://www.jnj.com/others/privacy
http://www.jnj.com/others/legal-notice
http://www.jnj.com/employees
http://www.jnj.com/others/privacy
http://www.jnj.com/others/privacy
http://www.jnj.com/others/legal-notice/
http://www.jnj.com/news
http://www.investor.jnj.com/
http://www.jnj.com/contact
http://www.blogjnj.com/
http://www.kilmerhouse.com/
http://www.facebook.com/jnj
http://twitter.com/JNJCares
http://twitter.com/JNJNews
http://www.youtube.com/user/JNJhealth
http://www.linkedin.com/company/johnson-&-johnson/careers?trk=tabs_biz_career
http://plus.google.com/u/0/+jnj/posts


General Mills
A Portfolio for Global Growth
Annual Report 2011

What started 70 years ago as a brand new cereal 
has become a mainstay on millions of breakfast 
tables. Today, one of every eight boxes of cereal 
sold in the U.S. is a Cheerios variety.

Number One General Mills Boulevard 
Minneapolis, MN 55426-1347
GeneralMills.com
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$2.9 Billion
 31% Europe%
 29% Asia/Pacific
27% Canada%
13% Latin America

International
Net sales by region

27%

13%
31%

29%

$1.8 Billion
 58% Bakeries & National
  Restaurant Accounts
30% Foodservice Distributors
12% Convenience Stores

Bakeries and Foodservice
Net sales by customer type

30%

12%

58%

$1.2 Billion
85% Cereal Partners
  Worldwide (CPW)
15% Häagen-Dazs Japan

Joint Ventures
Net sales by joint venture
(not consolidated, 
proportionate share)

15%

85%

$10.2 Billion
 23% Big G Cereals%
 21% Meals%
 18% Pillsbury USA
 15% Yoplait
 13% Snacks%
 8% Baking Products
 2% Small Planet Foods/Other

U.S. Retail
Net sales by division

13%

15%%

8% 2%

18%

23%

21%

General Mills at a Glance

WE HAVE A
PORTFOLIO BUILT FOR
GLOBAL GROWTH.
From ready-to-eat cereal to convenient meals to wholesome snacks, we 
compete in growing food categories that are on-trend with consumer 
tastes around the world. Our brands hold leading market positions in more 
than 100 markets worldwide, with great opportunities for expansion. 

World Headquarters
Number One General Mills Boulevard
Minneapolis, MN 55426-1347
Phone: (763) 764-7600

Website
GeneralMills.com

Markets
New York Stock Exchange
Trading Symbol: GIS

Independent Auditor
KPMG LLP
4200 Wells Fargo Center
90 South Seventh Street
Minneapolis, MN 55402-3900
Phone: (612) 305-5000

Investor Inquiries
General Shareholder Information:
Investor Relations Department
(800) 245-5703 or (763) 764-3202

Analysts/Investors:
Kristen S. Wenker
Vice President, Investor Relations
(763) 764-2607

Transfer Agent and Registrar
Our transfer agent can assist you with 
a variety of services, including change 
of address or questions about dividend 
checks.

Wells Fargo Bank, N.A.
161 North Concord Exchange
P.O. Box 64854
St. Paul, MN 55164-0854
Phone: (800) 670-4763 or (651) 450-4084
WellsFargo.com/shareownerservices

Electronic Access to Proxy Statement,
Annual Report and Form 10-K
Shareholders who have access to the 
Internet are encouraged to enroll in the 
electronic delivery program. Please see 
the Investors section of our website, 
GeneralMills.com, or go directly to the 
website, ICSDelivery.com/GIS and follow 
the instructions to enroll. If your General 
Mills shares are not registered in your 
name, contact your bank or broker to 
enroll in this program.

Notice of Annual Meeting
Th e annual meeting of shareholders will 
be held at 11 a.m., Central Daylight Time, 
Sept. 26, 2011, at the Children’s Th eatre 
Company, 2400 Th ird Avenue South, 
Minneapolis, MN 55404-3597.

A ticket or proof of share ownership will 
be required for admission. Please refer 
to our Proxy Statement for information 
concerning admission to the meeting.

General Mills Direct Stock Purchase Plan
Th is plan provides a convenient and 
economical way to invest in General Mills 
stock. You can increase your ownership 
over time through purchases of common 
stock and reinvestment of cash dividends, 
without paying brokerage commissions 
and other fees on your purchases and 
reinvestments. For more information 
and a copy of a plan prospectus, go to 
the Investors section of our website at 
GeneralMills.com. 

Shareholder Information

Holiday Gift  Boxes

General Mills Gift  Boxes are a part of 
many shareholders’ December holiday 
traditions. To request an order form, call 
us toll free at (888) 469-7809 or write, 
including your name, street address, 
city, state, zip code and phone number 
(including area code) to:

2011 General Mills Holiday Gift  Box
Department 7803
P.O. Box 5011
Stacy, MN 55078-5011

Or you can place an order online at:
GMIHolidayGift Box.com

Please contact us aft er Oct. 1, 2011.D
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We have a variety of websites that appeal to consumers around the world. Below is 
a selection of our most popular sites. For a more complete list, see the “Our websites” 
page on GeneralMills.com.

Visit us on the Web

U.S. Sites
Cheerios.com

Pillsbury.com

Yoplait.com

Larabar.com

BettyCrocker.com
Get recipes, cooking tips and view 
instructional videos 

BoxTops4Education.com
Sign up to support your school

EatBetterAmerica.com
Simple ways to eat healthy, including 
healthier versions of your favorite recipes

QueRicaVida.com
Recipes and nutritional information for 
Hispanic consumers

Tablespoon.com
Download coupons, recipes and more for 
a variety of our brands

International Sites
HaagenDazs.com.cn (China)

HaagenDazs.fr (France)

NatureValley.co.uk (United Kingdom)

OldElPaso.com.au (Australia)

LifeMadeDelicious.ca (Canada)
Get recipes, promotions and entertaining 
ideas for many of our brands

Th is Report is Printed on Recycled Paper

10%



 Fiscal Year Ended
(In millions, except per share and return on capital data) May 29, 2011 May 30, 2010 Change

Net Sales $ 14,880 $ 14,636 + 2%

Segment Operating Profi ta  2,946  2,840 + 4

Net Earnings Attributable to General Mills  1,798  1,530 + 18

Diluted Earnings per Share (EPS)  2.70  2.24 + 20

Adjusted Diluted EPS, Excluding Certain Items Aff ecting Comparabilityb  2.48  2.30 + 8

Return on Average Total Capitala  13.7%  13.8% - 10 basis pts.

Average Diluted Shares Outstanding  665  683 - 3

Dividends per Share $ 1.12 $ 0.96 + 17
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Segment Operating Profita

Dollars in millions
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Net Sales
Dollars in millions
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Adjusted Diluted Earnings per Shareb

Dollars
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1.12
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Dividends per Share
Dollars

12.3

13.7
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11.7
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11.007

Return on Average Total Capitala

Percent

687

665

683

694

09
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72007

Average Diluted Shares Outstanding
Shares in millions

1Annual Report 2011

Fiscal 2011 Financial Highlights

a See page 85 for discussion of non-GAAP measures.
b Results exclude certain items aff ecting comparability. See page 85 for discussion of non-GAAP measures.
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I’m pleased to report that General Mills achieved good 
sales and earnings growth in fi scal 2011. Our results met 
the key targets we had set for the year, and represented 
performance consistent with our long-term growth model. 
Th e company’s progress in 2011 extended a strong record 
of business growth in recent years.

Net sales for the fi scal year ended May 29, 2011, grew 
2 percent to reach $14.9 billion. Segment operating profi t 
rose 4 percent to exceed $2.9 billion. And diluted earnings 
per share (EPS) increased 20 percent to $2.70. Th e EPS 
comparison included changes in mark-to-market valuation 
of certain commodity positions in both years, as well as 
certain tax items that resulted in a net earnings benefi t in 
2011 and a charge in 2010. Adjusted diluted earnings per 
share, which excludes these items from both years, grew 
8 percent to $2.48.

We were generally pleased with these results because 
fi scal 2011 presented a truly challenging environment for 
food manufacturers. Widespread price promotion took 
place across the food industry for much of last year. Costs 
for food ingredients and energy, which had moderated in 
the prior year, began rising again and the cost infl ation 
accelerated as the year went on. In addition, consumers in 
developed markets remained cautious in a still uncertain 
economic environment. Results for our U.S. Retail segment 
refl ected these challenges, with net sales of $10.2 billion 
essentially matching year-ago levels and operating profi t of 
$2.3 billion declining 2 percent from record performance 
in 2010. However, we posted sales increases on a number 
of key businesses, including Nature Valley and Fiber One 
grain snacks, Progresso ready-to-serve soup, Old El Paso 
Mexican foods, and our Small Planet Foods line of organic 

and natural products. Sales for Big G ready-to-eat cereals 
declined slightly, along with sales for the U.S. cereal category 
overall. But we maintained our share of cereal  category sales 
in ACNielsen-measured channels, and our market share 
grew on an all-channel basis.

Our Bakeries and Foodservice segment, which competes 
primarily in U.S. channels for food eaten away from home, 
soundly outpaced industry trends. Net sales for this busi-
ness segment grew 6 percent to $1.8 billion. Th is included 
3 percent growth in sales to foodservice distributors and an 
11 percent increase in sales to convenience store customers. 
Segment operating profi t rose 16 percent to exceed the  
$300 million mark for the fi rst time in company history.

Our International segment results were strong across 
the board. Net sales rose 7 percent to nearly $2.9 billion. 
Excluding the impact of foreign currency exchange rates, 
constant-currency net sales grew in each of the four regions 
where we compete, including gains of 7 percent in Europe 
and 9 percent in the Asia/Pacifi c region. International 
segment operating profi t totaled $291 million, up sharply 
from the prior year that included negative eff ects from 
Venezuelan currency devaluation and other foreign exchange 
items. Excluding foreign exchange eff ects, profi t still grew at 
a double-digit rate.

Our Cereal Partners Worldwide (CPW) and Häagen-
Dazs Japan (HDJ) joint ventures contributed a combined 
$96 million in aft er-tax earnings in 2011. Combined 
CPW and HDJ net sales, which are not consolidated in 
General Mills’ results, rose 4 percent led by higher sales 
for CPW.

Ken Powell
Chairman and Chief Executive Offi  cer

To Our Shareholders
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S&P Packaged Foods Index
S&P 500 Index
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Net Sales Performance

Operating Division/Segment 2011 Net Sales % Change

Small Planet Foods + 13

International Segment* + 7

Bakeries and Foodservice Segment + 6

Snacks + 5

Yoplait + 1

Meals - 1

Big G Cereals - 2

Pillsbury USA - 2

Baking Products - 4
* Does not include the impact of foreign currency translation. See page 86 of our 
2011 Annual Report for a reconciliation to reported results.

In total, General Mills results in fi scal 2011 represented 
continuing growth on top of strong performance in recent 
years. Since 2007, General Mills net sales have grown at 
a 5 percent compound rate. Our segment operating profi t 
has grown even faster, compounding at 7 percent per year. 
And our adjusted diluted EPS (this measure excludes certain 
items aff ecting comparability of results) has increased at a 
12 percent compound rate.

Our good fi nancial performance was refl ected in price 
 appreciation for General Mills stock in fi scal 2011. In addition, 
dividends per share grew 17 percent last year. In total, stock 
price appreciation plus dividends generated a 14 percent 
return to our shareholders for the year. Th is lagged the very 
strong returns posted by our peer group and the broader 
market in 2011. However, our 14 percent return followed a 
43 percent return to GIS shareholders in the previous year. 

As shown in the chart above, over the past four fi scal years 
General Mills has delivered a double-digit compound annual 
return to shareholders — superior performance in a volatile 
and challenging period for the equity market overall.

As we enter our next phase of growth, we are targeting 
continued good sales and earnings performance in the years 
ahead. It seems clear that food manufacturers will have to 
contend with higher — and more volatile — input costs. In our 
case, total supply chain cost infl ation was 4 percent in 2011, 
and we’ve estimated 10 to 11 percent infl ation in our plans 
for 2012. Th ere are multiple factors contributing to this 
infl ationary pressure, but the fundamental driver is growth 
of emerging markets and their increased demand for food 
ingredients and energy.

We adopted a new business model several years ago to 
help us manage higher infl ation. Th is model begins with 
Holistic Margin Management (HMM), our discipline of using 
productivity, mix and price realization to off set infl ation 
and protect our gross margin. A strong gross margin gives 
us the ability to fund continued high levels of investment 
in product improvements, new product development, sales 
capabilities and consumer marketing. Th ese activities fuel 
net sales growth and ultimately, growth in earnings. We 
believe this HMM-driven business model has worked very 
well in recent years. As you can see in the charts on page 5, 
it enabled us to protect and expand gross margin over 
a fi ve-year period when our input cost infl ation averaged 
between 4 and 5 percent. We expect HMM to help us 
achieve continuing high-quality sales and earnings growth 
as we go forward.

* See page 85 of our 2011 Annual Report for 
discussion of non-GAAP measures.
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We remain committed to our long-term growth model, 
which is outlined in the following table:

General Mills Long-term Growth Model 

Growth Factor Compound Annual Growth Target

Net Sales Low single-digit

Segment Operating Profi t Mid single-digit

Earnings per Share High single-digit

Dividend Yield 2 to 3 percent

Total Return to Shareholders Double-digit

Our targets for fi scal 2012 diff er from this long-term model 
due to two primary factors: a sharp increase in estimated 
input costs, and our acquisition of a controlling interest 
in the international Yoplait yogurt business. Our business 
plans before any impact from the Yoplait acquisition assume 
10 to 11 percent input cost infl ation for fi scal 2012, driven by 
higher costs for food ingredients and energy. We expect our 
HMM discipline of productivity, mix management and price 
realization to off set most, but not all, of this cost pressure. 
As a result, we are estimating a decline in our gross margin 
for the year, and we expect segment operating profi t growth 
and earnings per share growth will be below our long-term 
targets. Net sales are expected to grow at a mid single-digit 
rate in 2012, driven by price realization and a strong lineup 
of new products and marketing initiatives.

A Selection of Our New Products Launched in 2011

On July 1, 2011, we completed the purchase of a controlling 
interest in Yoplait SAS, headquartered in France. Sodiaal, 
the leading French dairy cooperative, will hold the remaining 
interest. We intend to work together with Sodiaal to build 
the Yoplait brand in existing markets and expand to new 
markets worldwide. We plan to consolidate this business, 
which will increase our reported sales and operating profi t 
in 2012. We expect the 2012 EPS contribution from Yoplait’s 
operating results will be off set by some incremental amor-
tization expense and by the eff ect on EPS of our decision to 
buy back fewer shares this year to pay for this acquisition 
with cash. Beyond 2012, we anticipate that Yoplait will be an 
important source of earnings growth for General Mills.

In fact, international business expansion is one of our fi ve 
key growth drivers. Th e other four are: partnering eff ec-
tively with our retail and foodservice customers; building 
our brands through strong levels of consumer marketing; 
protecting and expanding margins; and generating strong 
levels of product innovation. Of these, innovation is the 
most powerful lever: It drives growth for our categories 
and growth in our sales, earnings and market share. 
We’ve got a high level of innovation planned across our busi-
nesses in 2012. And our innovation and marketing eff orts 
are focused on four big and growing consumer groups: the 
millennial generation, ages 17 to 34; the baby boomer gener-
ation, ages 50 and over; U.S. multicultural consumers; and 
rising middle-class consumers in emerging global markets. 
You can read about many of our product and marketing 
initiatives in the following pages of this report.
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Leading Market Positions in U.S. Retail Measured Outlets

 Fiscal 2011
 Category Our Our
 Retail Sales Dollar Branded
Category ($ in millions) Share % Rank

Ready-to-eat Cereal 6,300 31 2

Refrigerated Yogurt 4,300 31 1

Frozen Vegetables 2,400 18 2

Mexican Aisle Products 1,800 18 1

Grain Snacks 1,800 31 1

Dry Packaged Dinners 1,400 21 2

Ready-to-serve Soup 1,400 36 2

Refrigerated Dough 1,400 70 1

Dessert Mixes 1,300 40 1

Frozen Hot Snacks 1,100 24 2

Fruit Snacks 500 50 1
Source: ACNielsen measured outlets, which represent approximately 60 percent 
of our U.S. retail sales

We enter 2012 confi dent that we are positioned for another 
year of good growth. Our brands hold leading market 
share positions in large and attractive food categories. Our 
categories are on-trend with consumer demand for great-
tasting, healthy and convenient foods, so these  categories 
are growing in markets all around the world. And our busi-
ness plans for 2012 include a high level of product news 
and marketing innovation, designed to fuel growth for our 
categories and for our brands.
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General Mills’ performance is the product of our 35,000 
talented and dedicated employees around the world, and I 
want to close this letter with my sincere thanks to General 
Mills people for all that you do to build our great company. 
Let me also acknowledge two senior leaders who announced 
their retirements during 2011. Chris Shea, Executive Vice 
President, External Relations, and Rick Lund, Vice President, 
Controller and Principal Accounting Offi  cer, made important 
and lasting contributions to General Mills, and we thank 
them very much for their service.

I’d also like to thank you for your investment in General 
Mills. We appreciate your confi dence in our business and 
its prospects, and we look forward to reporting on our 
continuing growth.

Kendall J. Powell
Chairman and Chief Executive Offi  cer
August 1, 2011

Our input cost infl ation has averaged 4 to 
5 percent over the past fi ve years. With our 
Holistic Margin Management eff orts, we’ve 
been able to off set this cost infl ation and 
expand our gross margin over this time. 
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Whether it’s a bowl of Cheerios in Barcelona, a cup of Yoplait yogurt 
in Columbus or a Nature Valley bar in Brisbane, we off er great-tasting, 
nutritious and convenient foods for consumers around the world.

Our brands are consumer favorites and hold strong share positions in a 
wide variety of growing food categories. For example, we are a leading 
player in the $24 billion global ready-to-eat cereal category. Häagen-Dazs 
is the world’s best-selling brand of ice cream. And Yoplait is the second-
largest brand in the $65 billion global yogurt category.

We market our brands in a variety of U.S. retail outlets from traditional 
grocery stores to convenience stores. We also compete in foodservice 
channels such as restaurants, store bakeries and school cafeterias. Our 
brands are available internationally in outlets ranging from hypermarkets 
to Häagen-Dazs ice cream shops.

Th e demand for wholesome, convenient and great-tasting foods is 
growing around the world. Yet per capita consumption of foods such 
as cereal and yogurt is still relatively low in many markets. So we see 
tremendous opportunities to grow our businesses in both developed and 
emerging markets. Our brands are well-positioned to meet the needs of 
consumers everywhere, giving us a portfolio for global growth.

WE HAVE A PORTFOLIO
FOR GLOBAL

* Fiscal 2011 U.S. net sales plus fi scal 2011 
International net sales at estimated foreign 
currency translation rates plus fi scal 2012 
Yoplait International $1.2 billion pro forma 
sales plus fi scal 2011 proportionate share of 
joint venture revenues.



7Annual Report 2011

 OUR FIVE GLOBAL BUSINESSES ARE GROWTH OPPORTUNITIES FOR US 

REFRIGERATED 
YOGURT

Our Yoplait yogurt 
brand leads the U.S. 
yogurt market. As 
of July 2011, we 
now market Yoplait 
yogurt internationally 
in partnership with 
Sodiaal, a dairy 
cooperative in France.

Pro Forma Net Sales:* 
$2.8 billion

READY-TO-EAT 
CEREAL

We market cereal 
through our wholly 
owned businesses 
in North America 
and through Cereal 
Partners Worldwide, 
our joint venture 
with Nestlé.

Pro Forma Net Sales:* 
$3.8 billion

CONVENIENT MEALS

Old El Paso Mexican 
foods, Wanchai Ferry 
frozen dim sum and 
entrées, Progresso soup, 
and Helper dinner 
mixes give consumers 
great options for a 
quick and easy meal.

Pro Forma Net Sales:* 
$1.9 billion

SUPER-PREMIUM 
ICE CREAM

Our Häagen-Dazs 
brand is sold in more 
than 80 countries, 
including China.

Pro Forma Net Sales:* 
$750 million

WHOLESOME 
SNACK BARS

Nature Valley and 
Cascadian Farm granola 
bars, Fiber One bars, 
and Lärabar energy 
bars are nutritious 
snack choices.

Pro Forma Net Sales:* 
$1.1 billion

* See page 85 for discussion of non-GAAP measures.



Today’s consumers are looking 
for foods that provide health and 
wellness benefi ts.

Health news is driving growth on many 
of our largest cereal brands. All Big G 
cereals contain at least 8 grams of 
whole grain per serving, making 
General Mills the leading source of 
whole grain cereal at breakfast in the 
U.S. Five fl avors of Chex cereal are now 
gluten-free, contributing to 12 percent 
retail sales growth for the Chex fran-
chise in 2011. Retail sales for 
MultiGrain Cheerios rose 8 percent in 
2011 on strong weight manage-
ment messaging. And we launched an 
80-calorie version of Fiber One cereal 
this summer. Net sales for Cereal 
Partners Worldwide, our joint venture 
with Nestlé, grew 2 percent in 2011 on 
a constant-currency basis led by brands 
with health news such as Fitness® and 
Nesquik® made with whole grains.

Our snack bar business is growing at a 
healthy clip. Nature Valley granola bars 
are available in nearly 80 countries, 

8 General Mills

Our Bakeries and Foodservice segment 
is the leading provider of cereals for 
school breakfast programs, delivering 
over 1 million servings of whole 
grain per day in K-12 schools across 
the U.S. Our Pillsbury Mini Pancakes 
and French Toast give foodservice 
operators a quick and easy way to 
prepare individual servings of kids’ 
breakfast favorites, and each serving 
contains 16 grams of whole grain. 
Studies show that kids who eat 
breakfast tend to perform better in 
school, so we expect the number of 
school breakfast programs will grow 
in the years ahead. 

GROWTH PROSPECTS
FOR OUR PRODUCTS
AROUND THE WORLD

and global net sales for our snack 
bars increased 11 percent in 2011 in 
constant currency. In the U.S., retail 
sales for our Fiber One snack bars 
exceeded $140 million in measured 
channels alone. Th is summer, we added 
a 90-calorie brownie to the line. And 
we’re launching two new fl avors of 
Cascadian Farm organic trail mix bars. 
Lärabar energy bars are made with 
all natural ingredients — primarily fruit 
and nuts. Retail sales for this line grew 
77 percent in 2011 as we expanded 
distribution in more retail outlets. And 
Wheaties Fuel bars contributed to 
11 percent net sales growth for our 
products in convenience stores in 2011.

Our yogurt portfolio off ers great-
tasting, good-for-you options. Yoplait 
Original contains 50 percent of the 
Daily Value of calcium per serving. 
Th at’s twice the amount of other 
yogurts. Yoplait Greek competes in the 
fastest-growing U.S. yogurt segment.   
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Source: Euromonitor 2010

Th e world is an emerging market for 
ready-to-eat cereal. Th e UK, Canada, 
Australia and the United States account 
for 54 percent of cereal consumption, 
yet they represent just 6 percent of the 
world’s population. We’ll bring high levels 
of product innovation and consumer 
marketing to help grow cereal around 
the world.
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It has a creamier texture and twice the 
protein of regular yogurt varieties. In 
February, we acquired the Mountain 
High brand. Th is all-natural yogurt is 
currently distributed in the western 
U.S. and is a strong addition 
to our portfolio.

We’ve made health improvements on 
many of our product lines. In 2011, 
we added gluten-free Bisquick mix 
to our 300 gluten-free off erings. We 
lowered sodium levels in a variety of 
Wanchai Ferry products in China, 
Old El Paso dinner kits in Europe, 
Australia and Canada, and many Green 
Giant vegetable products in the U.S. 
And we’re reducing sodium and sugar 
levels in Big G cereals. In the U.S. alone, 
more than 60 percent of our sales in 
2011 came from products with health 
improvements.

We’ll continue to focus on the health 
profi le of our products, delivering more 
nutritious food options for consumers 
everywhere.



EatBetterAmerica.com

QueRicaVida.com
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We help consumers around the 
world with convenient answers to 
the question, “What’s for dinner?”

Old El Paso dinner kits bring families 
together around the world for a fun and 
easy-to-make Mexican meal. Th is brand 
is available in more than 60 markets, 
and constant-currency sales grew 
4 percent to nearly $700 million in 
fi scal 2011. We continue to develop 
more convenient, better-for-you options. 
For example, we added to our Healthy 
Fiesta line in Australia, introduced the 
reduced-sodium Smart Fiesta line in 
Canada, and recently launched a fi sh 
taco kit in Europe.

In China, dumplings and dim sum are 
dinner favorites. Our line of Wanchai 
Ferry frozen dim sum makes them 
convenient. Last year, we added noodle 
varieties to the line, contributing to 
33 percent sales growth for the brand 
in China in fi scal 2011. In 2012, we’ll 

expand this business to Th ailand, and 
we see opportunities for Wanchai 
Ferry in additional countries in Asia.

In the U.S., our Wanchai Ferry 
and Macaroni Grill® dinners for two 
compete in the $1.4 billion frozen 
entrée category. Retail sales for these 
restaurant-quality entrées grew at a 
double-digit pace in 2011, exceeding 
$60 million. We have new varieties 
coming in 2012, including Grilled 
Chicken Alfredo and Chicken Penne 
Primavera fl avors of Macaroni 
Grill® entrées.

Retail sales for Progresso ready-to-
serve soup exceeded $500 million in 
measured channels alone in fi scal 2011. 
Watch for new fl avors of our Rich & 
Hearty and traditional soup varieties 
coming this summer.

Green Giant vegetables are a nutri-
tious way to round out a meal. In the 
U.S., our line of Green Giant Valley 
Fresh Steamers makes garden-fresh 

AND CONVENIENT
MEAL SOLUTIONS
FOR CONSUMERS
EVERYWHERE
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vegetables ready in seconds in the 
microwave. In Europe, Green Giant 
sales are growing at a low single-digit 
pace as consumers enjoy delicacies 
such as white asparagus and hearts 
of palm.

Dinner isn’t complete without dessert. 
Our Betty Crocker dessert mixes are 
available from the U.S. to the UK to 
Australia and generate more than 
$500 million in retail sales in the 
U.S. alone. In 2012, we’re introducing 
Betty Crocker Fun da-middles fi lled 
cupcake mixes in the U.S. and a line 
of scone mixes in Australia.

As disposable incomes rise around the 
world and consumers lead increasingly 
busy lifestyles, the demand for quick 
and easy-to-prepare foods will grow. 
Our broad portfolio of well-known 
brands positions us well to leverage 
this growth in the years ahead.

Consumers today look online for 
meal solutions. Our websites, like 
Tablespoon.com and EatBetterAmerica.
com, provide recipe ideas and money-
saving coupons for a variety of 
products. And we’re going one step 
further, sending consumers coupons 
directly to their smartphones. On 
QueRicaVida.com, the website for our 
Hispanic marketing initiative, recipes 
are now available through an iPad® 
application. Our spending on digital 
marketing initiatives has grown 
nearly 40 percent over the past three 
years in the U.S., and we’ll continue 
to develop new marketing tools using 
this dynamic medium.

* U.S. net sales plus International net sales at 
estimated foreign currency translation rates
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Above all else, consumers around the 
world want foods that taste great.

What could be better than a rich, 
creamy scoop of Häagen-Dazs ice 
cream? We market this super-premium 
ice cream in more than 80 countries 
outside of North America. Constant-
currency sales for the brand grew 
7 percent in 2011, and we’re intro-
ducing more new varieties around the 
world. In Europe, we launched Häagen-
Dazs Secret Sensations, a serving 
of ice cream with a crème brulee or 
chocolate fondant center. And in Japan, 
we’re introducing Crepe Glacé, creamy 
Häagen-Dazs ice cream wrapped in 
a soft  crepe. In China, our more than 
160 ice cream shops are a big hit with 
consumers, and sales of mooncakes, an 
ice cream delicacy available during the 
annual Mid-Autumn Festival, continue 
to grow every year. We’re bringing 
Häagen-Dazs to new markets with 
two shops now open in India, and we 
recently opened a shop in Cairo.

Delicious baked goods are easy to make 
with Pillsbury refrigerated dough. 
In the U.S., category retail sales in 
measured channels total $1.4 billion.
Crescent rolls led growth for the 
Pillsbury brand in 2011 with retail 
sales up 8 percent, due in part to a 
strong advertising campaign empha-
sizing their great homemade taste. 
Pillsbury Sweet Moments bite-sized 
desserts are ready to eat from the 
refrigerator case. Th is summer, we 
added cheesecake versions to this line.

Pillsbury Egg Scrambles and Grands! 
Egg Sandwiches are two new break-
fast options just arriving in the frozen 
foods aisle. Egg Scrambles combine 
eggs, potatoes, ham or sausage with 
Green Giant vegetables. Grands! Egg 
Sandwiches off er scrambled eggs, 
cheese and meat inside a fl uff y biscuit. 
All six varieties of Egg Scrambles and 
Egg Sandwiches are 300 calories or 
less per serving.

Our Yoplait Smoothie mixes also are in 
the frozen section. Th is blend of yogurt 

Yogurt is a nutritious, convenient, 
low-calorie food that tastes great. 
So it’s no wonder yogurt category 
sales total $65 billion worldwide. 
Mountain High all-natural yogurt 
is currently available in the western 
U.S. Yoplait is a leading yogurt 
brand, available in more than 70 
countries. Per capita consumption 
of yogurt is still quite low in many 
international markets, and we see 
plenty of opportunities to bring the 
great taste of Yoplait to consumers 
everywhere.

FOOD CHOICES IN
GROWING, GLOBAL
CATEGORIES
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and fresh fruit provides an easy way 
to make a frozen yogurt drink — just 
add milk and blend. Try our newest 
fl avor: Chocolate Banana. Our yogurt 
sales in foodservice channels increased 
6 percent in 2011 as we increased 
distribution in more foodservice outlets. 
Our ParfaitPro yogurt gives cafeterias 
and restaurants a quick and easy way 
to make delicious yogurt parfaits.

We also have a great lineup of savory 
snack products. New Chex Mix 
Gourmet Blends off er culinary-inspired 
fl avor combinations, such as Italian 
Herb & Parmesan. Retail sales for 
Totino’s Pizza Rolls grew 4 percent in 
2011 in the $1.1 billion U.S. hot snacks 
category as teens enjoy these fast and 
easy aft er-school snacks. Th is summer, 
we’ll introduce Totino’s Pizza Stuff ers, 
a sandwich-sized version of Pizza Rolls, 
ready in minutes in the microwave.

From sweet to salty, creamy to crunchy, 
our product portfolio delivers on a 
variety of taste preferences. We see 
great opportunities to expand our 
products to satisfy a whole host of 
tastes around the world.

Source: Euromonitor 2010

* International net sales at estimated foreign currency 
translation rates; includes our share of joint venture 
net sales
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Investing to Fuel Growth

Our businesses are strong generators 
of earnings and cash. We reinvest 
some of this into research and devel-
opment, consumer marketing, and 
capital projects that support growth 
and cost-savings opportunities we 
see in our businesses. We occasion-
ally make acquisitions or divestitures 
to enhance the growth prospects for 
our business portfolio. And we return 
signifi cant cash to shareholders 
through dividends and share repur-
chase activity.

Product quality and product innova-
tion are the lifeblood of every branded 
consumer foods company. In 2011, our 
research and development expense 
totaled $235 million. Our investment in 
research and development has grown 
steadily over recent years, averaging 
roughly 1.5 percent of net sales.

We support our consumer brands with 
strong levels of advertising investment. 
Advertising and media expense in 2011 
totaled $844 million worldwide. Th at’s 
up more than 70 percent from our 
investment level just four years ago. 
Television advertising still represents 
the largest share of our advertising 

budget, but our investments in new 
digital media, and in vehicles targeted 
to U.S. multicultural consumers are 
growing at the fastest rates.

Capital expenditures in 2011 totaled 
$649 million, or just over 4 percent 
of net sales. Th ese capital projects 
included new capacity for fast-growing 
businesses such as grain snack bars 
and yogurt, along with various cost-
savings projects companywide.

We enhanced our business portfolio 
in 2011 with several acquisitions and 
divestitures. We added the Mountain 
High brand of all-natural yogurt to 
our U.S. yogurt business. In Australia, 
we added Pasta Master refrigerated 
lasagna to our chilled pasta business. 
We also divested a frozen baked goods 
line in Australia, and a small pie shell 
product line that was part of our 
Bakeries and Foodservice segment. 
And during the fourth quarter of 2011, 
we announced a defi nitive agreement 
to purchase a controlling interest in 
the international Yoplait business. 
We completed this transaction on 
July 1, 2011.

Beyond these initiatives to support 
ongoing growth of our business, we 
returned roughly $1.9 billion to share-
holders in 2011 through dividends and 
repurchase of General Mills common 
stock. Shareholder dividends grew 
17 percent in 2011, and have increased 
by more than 50 percent since 2007. 
In June, we announced a further 
9 percent increase in the dividend, to a 
new annualized rate of $1.22 per share. 

Our share repurchases reduced average 
diluted shares outstanding by nearly 
3 percent in 2011. And since 2007, 
we have reduced the average diluted 
share count by an average of 2 percent 
per year. We expect our share repur-
chase activity to be lower in 2012, as 
we will use cash to pay for the Yoplait 
transaction. However, we plan to repur-
chase at least enough shares to off set 
the impact of stock option exercises 
in 2012. And the goal of our ongoing 
share repurchase program remains an 
average annual net reduction in diluted 
shares outstanding of 2 percent.
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Our Corporate Citizenship:
Th ink Global, Act Local

Th rough our corporate citizenship 
initiatives, we work to make the 
world a better place. Our eff orts 
include direct philanthropy, brand 
philanthropy and volunteering 
around the world. 

As a food company, we’re uniquely 
positioned to help in the battle against 
hunger. In 2011, we contributed 
$28 million in product donations to 
Feeding America®, the nation’s largest 
network of food banks, and other 
hunger relief agencies. We also began 
contributing to the Global Food 
Banking Network, a nonprofi t organi-
zation dedicated to creating, supplying 
and strengthening food bank net-
works around the world. Our goal is 
to alleviate hunger and improve nutri-
tional wellness in communities where 
General Mills does business.

We’re also improving communi-
ties through foundation grants. Our 
Champions for Healthy Kids program 
is now in its 10th year of providing 
grants to organizations that promote 
and support healthy lifestyles for kids. 
In total, we’ve contributed more than 
$19 million to youth nutrition and 
fi tness programs that have involved 

nearly 5 million children across the 
U.S. Our Box Tops for Education 
program also supports kids’ well-being 
and education. Since its inception in 
1996, this program has contributed 
more than $400 million to K-8 schools 
in the U.S.

Our eff orts have international 
reach, too. Th rough Partners in Food 
Solutions, our employees are part-
nering with food processors in Africa 
to produce high-quality, nutritious 
and aff ordable foods to help sustain 
communities. And in India, the General 
Mills Foundation has provided more 
than $100,000 in grants to promote 
better health and nutrition and 
improved education in rural villages 
outside of Mumbai.

It’s our people who make all of our phil-
anthropic eff orts successful. More than 
80 percent of our U.S. employees vol-
unteer in their communities. Th rough 
our “Th ink Global, Volunteer Local” 
initiative, we’ve marshaled the eff orts 
of our employees around the world to 
make a diff erence where they live and 
work. Th at’s a philosophy we embrace 
as  individuals, and as a company, as 
we strive to make the world a better 
place for all.

Sustainable business practices are 
critical to protecting and improving 
our environment. We have a wide 
variety of initiatives — from water 
conservation to agricultural prac-
tices — designed to protect our natural 
resources and decrease our envi-
ronmental impact. Read about these 
initiatives and more in our 2011 
Corporate Social Responsibility Report 
and Summary Report available on 
CSR.GeneralMills.com.

From Minneapolis to Mumbai, our 
employees everywhere participate in our 
“Th ink Global, Volunteer Local” initiative, 
helping to improve communities through 
their volunteering eff orts.
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Senior Management
(as of August 1, 2011)

Mark W. Addicks
Senior Vice President; 
Chief Marketing Offi  cer

Samir Behl
Vice President;
President,
Asia/Pacifi c Region

Y. Marc Belton
Executive Vice President,
Global Strategy, Growth 
and Marketing Innovation

Richard L. Best
Senior Vice President,
Global Business Solutions 

Peter J. Capell
Senior Vice President,
International Wholesome 
Snacks Strategic
Business Unit

Gary Chu
Senior Vice President;
President, Greater China

Juliana L. Chugg
Senior Vice President;
President, Meals

John R. Church
Senior Vice President,
Supply Chain

Michael L. Davis
Senior Vice President,
Global Human Resources

David E. Dudick Sr.
Senior Vice President;
President, 
U.S. Channels Sales

Peter C. Erickson
Senior Vice President,
Innovation, Technology
and Quality

Ian R. Friendly
Executive Vice President;
Chief Operating Offi  cer,
U.S. Retail

Jeff rey L. Harmening
Senior Vice President;
President, Big G Cereals

David P. Homer
Senior Vice President;
President,
General Mills Canada

John T. Machuzick
Senior Vice President;
President,
Bakeries and Foodservice

Luis Gabriel Merizalde
Vice President;
President, Europe,
Middle East and Africa

Michele S. Meyer
Vice President;
President,
Small Planet Foods

Donal L. Mulligan
Executive Vice President;
Chief Financial Offi  cer

James H. Murphy
Senior Vice President, 
Global Strategy and 
Growth

Kimberly A. Nelson
Senior Vice President,
External Relations;
President, 
General Mills Foundation

Jonathon J. Nudi
Vice President;
President, Snacks

Rebecca L. O’Grady
Vice President;
President, Yoplait

Shawn P. O’Grady
Senior Vice President;
President, Consumer 
Foods Sales

Christopher D. O’Leary
Executive Vice President;
Chief Operating Offi  cer,
International

Roderick A. Palmore
Executive Vice President;
General Counsel;
Chief Compliance and Risk
Management Offi  cer 
and Secretary

Kendall J. Powell
Chairman of the Board and
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 Fiscal Year 
In Millions, Except Per Share Data, Percentages and Ratios  2011   2010   2009 (a)  2008  2007 

Operating data:
Net sales $ 14,880.2 $ 14,635.6  $ 14,555.8  $ 13,548.0  $ 12,303.9
Gross margin (b)  5,953.5  5,800.2   5,174.9     4,816.2     4,412.7
Selling, general, and administrative expenses  3,192.0  3,162.7   2,893.2     2,566.0     2,314.5
Segment operating profi t (c)  2,945.6  2,840.5   2,624.2     2,394.4     2,273.0
Divestitures (gain)  (17.4)  —  (84.9)  —  —
Aft er-tax earnings from joint ventures  96.4  101.7   91.9     110.8     72.7
Net earnings attributable to General Mills  1,798.3  1,530.5   1,304.4     1,294.7     1,143.9
Depreciation and amortization   472.6  457.1     453.6     459.2     417.8
Advertising and media expense   843.7  908.5     732.1     587.2     491.4
Research and development expense   235.0  218.3     208.2     204.7     191.1
Average shares outstanding:
   Basic   642.7     659.6     663.7     665.9     693.1
   Diluted   664.8     683.3     687.1     693.8     720.4
Earnings per share:
   Basic $  2.80  $  2.32  $  1.96  $  1.93  $  1.65 
   Diluted $  2.70  $  2.24  $  1.90  $  1.85  $  1.59 
   Diluted, excluding certain items aff ecting comparability (c) $  2.48  $  2.30  $  1.99  $  1.76  $  1.59 
Operating ratios:
Gross margin as a percentage of net sales   40.0%   39.6%   35.6%   35.5%   35.9%
Selling, general, and administrative expenses as a
    percentage of net sales   21.5%   21.6%   19.9%   18.9%   18.8%
Segment operating profi t as a percentage of net sales (c)   19.8%   19.4%   18.0%   17.7%   18.5%
Eff ective income tax rate   29.7%   35.0%   37.1%   34.0%   33.0%
Return on average total capital (b) (c)   13.7%   13.8%   12.3%   11.7%   11.0%
Balance sheet data:
Land, buildings, and equipment $  3,345.9  $  3,127.7  $  3,034.9  $  3,108.1  $  3,013.9 
Total assets    18,674.5     17,678.9     17,874.8     19,041.6     18,183.7 
Long-term debt, excluding current portion    5,542.5     5,268.5     5,754.8     4,348.7     3,217.7 
Total debt (b)    6,885.1     6,425.9     7,075.5     6,999.5     6,206.1 
Noncontrolling interests    246.7     245.1     244.2     246.6     1,139.2 
Stockholders’ equity    6,365.5     5,402.9     5,172.3     6,212.2     5,318.7 
Cash fl ow data:
Net cash provided by operating activities $  1,526.8  $  2,181.2  $  1,828.2  $  1,729.9  $  1,751.2 
Capital expenditures    648.8     649.9     562.6     522.0     460.2 
Net cash used by investing activities    715.1     721.2     288.9     442.4     597.1 
Net cash used by fi nancing activities    936.6     1,503.8     1,404.5     1,093.0     1,398.1 
Fixed charge coverage ratio    7.03     6.42     5.33     4.91     4.51 
Operating cash fl ow to debt ratio (b)   22.2%   33.9%   25.8%   24.7%   28.2%
Share data:
Low stock price $  33.57  $  25.59  $  23.61  $  25.72  $  24.64 
High stock price    39.95     36.96     35.08     31.25     30.56 
Closing stock price    39.29     35.62     25.59     30.54     30.08 
Cash dividends per common share    1.12     0.96     0.86     0.78     0.72
Number of full- and part-time employees  35,000  33,000  30,000  29,500  28,580

(a) Fiscal 2009 was a 53-week year; all other fi scal years were 52 weeks. 

(b) See Glossary on page 83 of this report for defi nition. 

(c) See page 85 of this report for our discussion of this measure not defi ned by generally accepted accounting principles.

Financial Summary

At the beginning of fi scal 2011, we revised the classifi cation of certain revenues and expenses to better align our 
income statement line items with how we manage our business. We have revised the classifi cation of amounts 
previously reported to conform to our fi scal 2011 presentation. Th ese revised classifi cations had no eff ect on pre-
viously reported net earnings attributable to General Mills or earnings per share. See Note 1 to the Consolidated 
Financial Statements in this report for further details of the reclassifi cations. Th e following table sets forth 
selected fi nancial data for each of the fi scal years in the fi ve-year period ended May 29, 2011:
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Management’s Discussion and Analysis of 
Financial Conditions and Results of Operations

EXECUTIVE OVERVIEW

We are a global consumer foods company. We develop 
distinctive value-added food products and market them 
under unique brand names. We work continuously to 
improve our established products and to create new 
products that meet consumers’ evolving needs and pref-
erences. In addition, we build the equity of our brands 
over time with strong consumer-directed marketing and 
innovative merchandising. We believe our brand-build-
ing strategy is the key to winning and sustaining lead-
ing share positions in markets around the globe.

Our fundamental business goal is to generate supe-
rior returns for our stockholders over the long term. 
We believe that increases in net sales, segment oper-
ating profi t, earnings per share (EPS), and return on 
average total capital are the key measures of fi nancial 
performance for our businesses. See the “Non-GAAP 
Measures” section on page 85 for a description of our 
discussion of total segment operating profi t, diluted 
EPS excluding certain items aff ecting comparability and 
return on average total capital, which are not defi ned by 
generally accepted accounting principles (GAAP). 

Our objectives are to consistently deliver:
• low single-digit annual growth in net sales; 
•  mid single-digit annual growth in total segment 

operating profi t; 
• high single-digit annual growth in EPS; and 
• improvements in return on average total capital.

We believe that this fi nancial performance, coupled 
with an attractive dividend yield, should result in long-
term value creation for stockholders. We also return 
a substantial amount of cash to stockholders through 
share repurchases and dividends.

For the fi scal year ended May 29, 2011, our net sales 
grew 2 percent, total segment operating profi t grew 
4 percent and diluted EPS grew 20 percent, however 
our return on average total capital declined by 10 basis 
points despite these positive earnings metrics. Diluted 
EPS excluding certain items affecting comparability 
increased 8 percent from fi scal 2010 (see the “Non-GAAP 
Measures” section on page 85 for our use of this measure 
and our discussion of the items aff ecting comparability). 
Net cash provided by operations totaled $1.5 billion in 
fi scal 2011, enabling us to increase our annual dividend 
payments per share by 17 percent from fi scal 2010 and 
continue returning cash to stockholders through share 
repurchases, which totaled $1.2 billion in fi scal 2011. We 
also made signifi cant capital investments totaling $649 
million in fi scal 2011. 

We achieved the following related to our six key oper-
ating objectives for fi scal 2011: 
• Net sales growth of 2 percent was primarily driven by 
volume gains in our International segment and net price 
realization and mix.
• We achieved a 4 percent increase in total segment 
operating profi t despite renewed input cost infl ation. 
• Our gross margin as a percent of net sales was com-
parable to fi scal 2010. We took pricing actions on most 
of our product lines in fi scal 2011 to partially off set the 
increases in input costs. In addition, we continued to 
focus on the other elements of our holistic margin man-
agement (HMM) program, which include cost-savings 
initiatives, marketing spending effi  ciencies, and profi table 
sales mix strategies.
• We continued to invest in media and other brand-
building marketing programs. However, our total media 
and advertising spending decreased from fi scal 2010 lev-
els, which increased 24 percent versus fi scal 2009.
• We grew our Bakeries and Foodservice segment oper-
ating profi t, including a focus on higher-margin, branded 
product lines within our most attractive foodservice cus-
tomer channels.
• We continued to grow our business in international 
markets. We focused on our core platforms of ready-to-
eat cereal, super-premium ice cream, convenient meal 
solutions, and healthy snacking by introducing new 
products and investing to drive sales growth.

Details of our fi nancial results are provided in the 
“Fiscal 2011 Consolidated Results of Operations” section 
below.

We expect slow improvement in the operating envi-
ronment for food companies around the globe. Although 
we believe the environment will remain challenging in 
fi scal 2012, we expect to deliver another year of qual-
ity growth. Excluding the eff ects of our acquisition of 
interests in Yoplait S.A.S. and Yoplait Marques S.A.S., we 
expect to achieve these results:
• We are targeting mid single-digit growth in net sales 
primarily driven by net price realization, as our plans 
assume a modest decline in pound volume.
• We have a strong lineup of consumer marketing, mer-
chandising, and innovation planned to support our lead-
ing brands. We will continue to build our global platforms 
in markets around the world, accelerating our eff orts in 
rapidly growing emerging markets. 
• We are targeting low single-digit growth in total seg-
ment operating profi t in fi scal 2012, as we expect our 
HMM discipline of cost savings, mix management and 
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price realization to largely off set an expected 10 to 11 
percent increase in input costs. 

Our businesses generate strong levels of cash fl ows. 
We use some of this cash to reinvest in our business. 
Our fi scal 2012 plans call for $670 million of expendi-
tures for capital projects, excluding expenditures that 
may be required for Yoplait S.A.S. On June 28, 2011, our 
Board of Directors approved a dividend increase to an 
annual rate of $1.22 per share, a 9 percent increase from 
the rate paid in fi scal 2011. 

As a result of the acquisition of interests in Yoplait enti-
ties, we expect to reduce our level of share repurchases in 
fi scal 2012. We expect that share repurchases will off set 
normal levels of stock option exercises in fi scal 2012.

Certain terms used throughout this report are defi ned 
in a glossary on page 83 of this report.

FISCAL 2011 CONSOLIDATED RESULTS OF OPERATIONS

In fi scal 2011, net earnings attributable to General Mills 
was $1,798 million, up 18 percent from $1,530 million in 
fi scal 2010, and we reported diluted EPS of $2.70 in fi scal 
2011, up 20 percent from $2.24 in fi scal 2010. Fiscal 2011 
results include gains from the mark-to-market valuation 
of certain commodity positions and grain inventories ver-
sus fi scal 2010 which included losses. Fiscal 2011 results 
also include the net benefi t from the resolution of uncer-
tain tax matters, and fi scal 2010 results include income 
tax expense related to the enactment of federal health 
care reform. Diluted EPS excluding these items aff ecting 
comparability was $2.48 in fi scal 2011, up 8 percent from 
$2.30 in fi scal 2010 (see the “Non-GAAP Measures” sec-
tion on page 85 for our use of this measure and our dis-
cussion of the items aff ecting comparability).

Th e components of net sales growth are shown in the 
following table:

Components of Net Sales Growth
 Fiscal 2011

 vs. 2010

Contributions from volume growth (a) 1 pt
Net price realization and mix 1 pt
Foreign currency exchange Flat 
Net sales growth 2 pts

(a) Measured in tons based on the stated weight of our product shipments. 

Net sales grew 2 percent in fi scal 2011, due to 1 per-
centage point of volume growth and 1 percentage point 
of growth from net price realization and mix. Foreign 
exchange was fl at compared to fi scal 2010.

Cost of sales increased $91 million in fi scal 2011 to 
$8,927 million. Th is increase was driven by $157 million 
higher net input costs and product mix and an $84 mil-
lion increase attributable to higher volume, partially off -
set by a $95 million net decrease in cost of sales related 
to mark-to-market valuation of certain commodity posi-
tions and grain inventories as described in Note 7 to the 
Consolidated Financial Statements on page 57 of this 
report, compared to a net increase of $7 million in fi scal 
2010. In fi scal 2010, we recorded a charge of $48 million 
resulting from a change in the capitalization threshold 
for certain equipment parts.

Gross margin grew 3 percent in fi scal 2011 versus fi s-
cal 2010. Gross margin as a percent of net sales increased 
by 40 basis points from fi scal 2010 to fi scal 2011. Th ese 
improvements were primarily driven by gains from the 
mark-to-market valuation of certain commodity posi-
tions and grain inventories in fi scal 2011 versus losses 
in fi scal 2010.

Selling, general and administrative (SG&A) expenses 
were up $29 million in fi scal 2011 versus fi scal 2010, 
while SG&A expenses as a percent of net sales remained 
essentially flat from fiscal 2010 to fiscal 2011. The 
increase in SG&A expenses was primarily driven by a 
$69 million increase in corporate pension expense par-
tially off set by a 7 percent decrease in advertising and 
media expense. In fi scal 2010, the Venezuelan govern-
ment devalued the bolivar fuerte exchange rate against 
the U.S. dollar. Th e $14 million foreign exchange loss 
resulting from the devaluation was substantially off set 
by a $13 million recovery against a corporate investment. 

During fi scal 2011, we recorded a net divestiture gain 
of $17 million. We recorded a gain of $14 million related 
to the sale of a foodservice frozen baked goods product 
line in our International segment and a gain of $3 mil-
lion related to the sale of a pie shell product line in our 
Bakeries and Foodservice segment. Th ere were no dives-
titures in fi scal 2010. 

Interest, net for fi scal 2011 totaled $346 million, $55 
million lower than fi scal 2010. Th e average interest rate 
on our total outstanding debt was 5.6 percent in fi scal 
2011 compared to 6.3 percent in fi scal 2010, generating 
a $45 million decrease in net interest. Average inter-
est bearing instruments increased $474 million in fi scal 
2011, primarily due to more share repurchases than in 
fi scal 2010, leading to a $30 million increase in net inter-
est. In fi scal 2010, we also recorded a loss of $40 million 
related to the repurchase of certain notes, which rep-
resented the premium paid, the write-off  of remaining 
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discount and unamortized fees, and the settlement of 
related swaps.

Restructuring, impairment, and other exit costs 
totaled $4 million in fi scal 2011 as follows:

Expense, in Millions

Discontinuation of underperforming product 
 line in our U.S. Retail segment $1.7 
Charges associated with restructuring actions 
 previously announced  2.7 
Total $4.4 

In fi scal 2011, we decided to exit an underperform-
ing product line in our U.S. Retail segment. As a result 
of this decision, we concluded that the future cash 
fl ows generated by this product line were insuffi  cient 
to recover the net book value of the associated long-
lived assets. Accordingly, we recorded a non-cash charge 
of $2 million related to the impairment of the associ-
ated long-lived assets. No employees were aff ected by 
these actions. In addition, we recorded $3 million of 
charges associated with restructuring actions previously 
announced. In fi scal 2011, we paid $6 million in cash 
related to restructuring actions taken in fi scal 2011 and 
previous years.

Our consolidated eff ective tax rate for fi scal 2011 was 
29.7 percent compared to 35.0 percent in fi scal 2010. 
Th e 5.3 percentage point decrease was primarily due to 
a $100 million reduction to tax expense recorded in fi scal 
2011 related to a settlement with the Internal Revenue 
Service (IRS) concerning corporate income tax adjust-
ments for fi scal years 2002 to 2008. Th e adjustments 
primarily relate to the amount of capital loss, deprecia-
tion, and amortization we reported as a result of the sale 
of noncontrolling interests in our General Mills Cereals, 
LLC (GMC) subsidiary. Fiscal 2010 income tax expense 
included a $35 million increase related to the enactment 
of federal health care reform (the Patient Protection and 
Aff ordable Care Act, as amended by Health Care and 
Education Reconciliation Act of 2010). Th is legislation 
changed the tax treatment of subsidies to companies 
that provide prescription drug benefi ts that are at least 
the equivalent of benefi ts under Medicare Part D (see 
the “Impact of Infl ation” section below for additional dis-
cussion of this legislation). 

Aft er-tax earnings from joint ventures for fi scal 2011 
decreased to $96 million compared to $102 million in fi s-
cal 2010. Th e decrease is primarily due to higher adver-
tising and media spending and increased service cost 

allocations, all in CPW. In fi scal 2011, CPW net sales grew 
by 3 percent due to a 2 percentage point increase in 
volume and a 1 percentage point increase from favorable 
foreign exchange. Net price realization and mix was fl at 
compared to fi scal 2010. Net sales for HDJ increased 4 
percent from fi scal 2010 primarily due to 9 percentage 
points of favorable foreign exchange, partially off set by 
a 5 percentage point decline in net price realization and 
mix. Volume was fl at compared to fi scal 2010.

Average diluted shares outstanding decreased by 18 
million in fi scal 2011 from fi scal 2010, due primarily to 
the repurchase of 32 million shares since the end of fi s-
cal 2010, partially off set by the issuance of shares upon 
stock option exercises. 

FISCAL 2011 CONSOLIDATED BALANCE 
SHEET ANALYSIS

Cash and cash equivalents decreased $54 million from 
fi scal 2010, as discussed in the “Liquidity” section on 
page 29.

Receivables increased $121 million from fi scal 2010 as 
a result of foreign currency translation eff ects of $44 
million and sales timing shift s. Th e allowance for doubt-
ful accounts was essentially unchanged from fi scal 2010.

Inventories increased $265 million from fi scal 2010 
primarily as a result of increased commodity prices.

Prepaid expenses and other current assets increased 
$105 million from fi scal 2010, due mainly to increases in 
derivatives receivable balances. 

Land, buildings, and equipment increased $218 mil-
lion from fi scal 2010, as capital expenditures of $649 mil-
lion and a foreign currency translation impact of $55 
million were partially off set by depreciation expense of 
$462 million in fi scal 2011.

Goodwill and other intangible assets increased $256 
million from fi scal 2010 primarily due to foreign currency 
translation of $148 million and the acquisitions of the 
Mountain High yoghurt business and the Pasta Master 
meals business. We recorded $72 million of goodwill and 
$45 million of other intangible assets related to these 
transactions. 

Other assets increased $99 million from fi scal 2010, 
driven mainly by a $126 million increase in our prepaid 
pension assets and a $121 million increase in our invest-
ment and advances to joint ventures, partially off set by 
a decrease of $117 million in non-current interest rate 
derivatives receivable. 
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Accounts payable increased $146 million to $995 mil-
lion in fi scal 2011, primarily due to shift s in timing of 
payments.

Long-term debt, including current portion, and notes 
payable increased $459 million from fi scal 2010 primar-
ily due to the issuance of $1.2 billion of long-term debt 
in fi scal 2011, partially off set by a $739 million decrease 
in notes payable.

Th e current and non-current portions of net deferred 
income taxes liability increased $268 million from fi scal 
2010 due to contributions to our defi ned benefi t pension 
plans and book versus tax depreciation diff erences.

Other current liabilities decreased $441 million from 
fi scal 2010, primarily driven by decreases in accrued 
taxes of $360 million and a $136 million decrease in con-
sumer marketing accruals. 

Other liabilities decreased $386 million from fi scal 
2010, driven by a decrease of $175 million in pension and 
postretirement liabilities, a decrease of $158 million in 
non-current derivatives payable, and a decrease of $43 
million in non-current accrued taxes payable.

Retained earnings increased $1,069 million from fi scal 
2010, refl ecting fi scal 2011 net earnings of $1,798 mil-
lion less dividends paid of $729 million. Treasury stock 
increased $595 million from fi scal 2010, due to $1,164 mil-
lion of share repurchases, partially off set by $568 million 
related to stock-based compensation plans. Additional 
paid in capital increased $13 million from fi scal 2010, 
due to stock compensation plan activity. Accumulated 
other comprehensive loss (AOCI) decreased by $476 
million aft er-tax from fi scal 2010, primarily driven by 
foreign currency translation of $358 million and pension 
and postemployment activity of $128 million.

FISCAL 2010 CONSOLIDATED RESULTS 
OF OPERATIONS

Net earnings attributable to General Mills were $1,530 
million in fi scal 2010, up 17 percent from $1,304 million 
in fi scal 2009, and we reported diluted EPS of $2.24 in 
fi scal 2010, up 18 percent from $1.90 in fi scal 2009. Fiscal 
2010 and 2009 results include losses from the mark-
to-market valuation of certain commodity positions 
and grain inventories. Fiscal 2010 results also include 
income tax expense related to the enactment of federal 
health care reform, and the fi scal 2009 results include 
a net divestiture gain, income from a settlement with 
an insurance carrier, and the impact of a court deci-
sion on an uncertain tax matter. Diluted EPS excluding 

these items aff ecting comparability was $2.30 in fi scal 
2010, up 16 percent from $1.99 in fi scal 2009 (see the 
“Non-GAAP Measures” section on page 85 for our use of 
this measure and our discussion of the items aff ecting 
comparability).

Th e components of net sales growth are shown in the 
following table:

Components of Net Sales Growth
 Fiscal 2010
 vs. 2009

Contributions from volume growth (a) Flat 
Net price realization and mix 1 pt
Foreign currency exchange Flat 
Net sales growth 1 pt
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales grew 1 point in fi scal 2010, driven by 1 per-
centage point of growth from net price realization and 
mix. Contributions from volume were fl at, including the 
loss of 2 points of growth from divested products and a 
1 percentage point loss from an additional week in fi scal 
2009. Foreign exchange did not aff ect sales growth in 
fi scal 2010.

Cost of sales decreased $546 million in fi scal 2010 
to $8,835 million. Th is decrease was mainly driven by 
favorable mix, HMM initiatives, and lower input costs. In 
fi scal 2010, we recorded a $7 million net increase in cost 
of sales related to mark-to-market valuation of certain 
commodity positions and grain inventories as described 
in Note 7 to the Consolidated Financial Statements on 
page 57 of this report, compared to a net increase of 
$119 million in fi scal 2009. In fi scal 2010, we recorded 
a charge of $48 million resulting from a change in the 
capitalization threshold for certain equipment parts, 
enabled by an upgrade to our parts management system.

Gross margin grew 12 percent in fi scal 2010 ver-
sus fi scal 2009. Gross margin as a percent of net sales 
increased by 400 basis points from fi scal 2009 to fi scal 
2010. Th ese improvements were driven by favorable mix, 
HMM initiatives and lower input costs.

Selling, general and administrative (SG&A) expenses 
were up $270 million in fi scal 2010 versus fi scal 2009. 
SG&A expenses as a percent of net sales in fi scal 2010 
increased by 2 percentage points compared to fi scal 
2009. Th e increase in SG&A expenses was primarily 
driven by a 24 percent increase in advertising and media 
expense. In fiscal 2010, the Venezuelan government 
devalued the bolivar fuerte exchange rate against the 
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U.S. dollar. Th e eff ect of the devaluation was a $14 million 
foreign exchange loss. Also in fi scal 2010, we recorded 
a $13 million recovery against a corporate investment 
compared to write downs of $35 million related to vari-
ous corporate investments in fi scal 2009. In fi scal 2009, 
we recorded a $41 million gain from a settlement with 
the insurance carrier covering the loss of our La Salteña 
pasta manufacturing facility in Argentina, which was 
destroyed by fi re in fi scal 2008.

Th ere were no divestitures in fi scal 2010. In fi scal 
2009, we recorded a net divestiture gain of $129 million 
related to the sale of our Pop•Secret product line from 
our U.S. Retail segment for $192 million in cash. Also in 
fi scal 2009, we recorded a $38 million loss on the sale 
of a portion of the assets of our frozen unbaked bread 
dough product line in our Bakeries and Foodservice seg-
ment, including the discontinuation of our frozen dinner 
roll product line in our U.S. Retail segment that shared 
a divested facility. In addition, we recorded a $6 million 
loss in fi scal 2009 on the sale of our bread concentrates 
product line in our Bakeries and Foodservice segment. 

Interest, net for fi scal 2010 totaled $402 million, $19 
million higher than fi scal 2009. Average interest-bearing 
instruments decreased $1.0 billion in fi scal 2010, leading 
to a $58 million decrease in net interest, while average 
interest rates increased 60 basis points generating a $37 
million increase in net interest. Th e average interest rate 
on our total outstanding debt was 6.3 percent in fi scal 
2010 compared to 5.7 percent in fi scal 2009. In fi scal 
2010, we also recorded a loss of $40 million related to 
the repurchase of certain notes, which represented the 
premium paid, the write-off  of remaining discount and 
unamortized fees, and the settlement of related swaps.

Restructuring, impairment, and other exit costs 
totaled $31 million in fi scal 2010 as follows:

Expense (Income), in Millions  

Discontinuation of kids’ refrigerated yogurt 
 beverage and microwave soup product lines $24.1 
Discontinuation of the breadcrumbs product 
 line at Federalsburg, Maryland plant   6.2 
Sale of Contagem, Brazil bread and pasta plant   (0.6)
Charges associated with restructuring 
 actions previously announced  1.7 
Total $31.4 

In fi scal 2010, we decided to exit our kids’ refriger-
ated yogurt beverage product line at our Murfreesboro, 
Tennessee plant and our microwave soup product line 

at our Vineland, New Jersey plant to rationalize capac-
ity for more profi table items. Our decisions to exit these 
U.S. Retail segment products resulted in a $24 million 
non-cash charge against the related long-lived assets. 
No employees were aff ected by these actions. We recog-
nized $2 million of other exit costs and completed these 
actions in fi scal 2011. We also decided to exit our bread-
crumb product line at our Federalsburg, Maryland plant 
in our Bakeries and Foodservice segment. As a result of 
this decision, we concluded that the future cash fl ows 
generated by these products were insuffi  cient to recover 
the net book value of the associated long-lived assets. 
Accordingly, we recorded a non-cash charge of $6 mil-
lion primarily related to the impairment of these long-
lived assets and in the fourth quarter of fi scal 2010, we 
sold our manufacturing facility in Federalsburg for $3 
million. In fi scal 2010, we also recorded a $1 million net 
gain on the sale of our previously closed Contagem, Brazil 
bread and pasta plant for cash proceeds of $6 million, 
and recorded $2 million of costs related to previously 
announced restructuring actions. In fi scal 2010, we paid 
$8 million in cash related to restructuring actions taken 
in fi scal 2010 and previous years. 

Our consolidated eff ective tax rate for fi scal 2010 was 
35.0 percent compared to 37.1 percent in fi scal 2009. 
Th e 2.1 percentage point decrease primarily refl ects an 
unfavorable court decision in fi scal 2009 on an uncer-
tain tax matter, which increased fi scal 2009 income tax 
expense by $53 million. In addition, fi scal 2009 included 
$15 million of tax expense related to nondeductible good-
will write-off s associated with divestitures. Fiscal 2010 
income tax expense included a $35 million increase 
related to the enactment of federal health care reform. 
Th is legislation changed the tax treatment of subsi-
dies to companies that provide prescription drug ben-
efi ts that are at least the equivalent of benefi ts under 
Medicare Part D (see the “Impact of Infl ation” section 
below for additional discussion of this legislation). Th e 
fi scal 2010 tax rate also included increased benefi ts from 
the domestic manufacturing deduction.

Aft er-tax earnings from joint ventures for fi scal 2010 
increased to $102 million compared to $92 million in 
the same period in fi scal 2009. In fi scal 2010, net sales 
for CPW grew 6 percent, due to 4 percentage points of 
growth from net price realization and mix, 1 percentage 
point from favorable foreign exchange and a 1 percent-
age point increase in volume, including growth in Russia, 
Southeast Asia, the Middle East and Latin America. Net 
sales for HDJ decreased 4 percent, due primarily to an 11 
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percentage point decline in volume, partially off set by 
favorable foreign exchange.

Average diluted shares outstanding decreased by 4 
million in fi scal 2010 from fi scal 2009, due primarily to 
the timing of share repurchases including the repur-
chase of 21 million shares since the end of fi scal 2009, 
partially off set by the issuance of shares upon stock 
option exercises. 

Segment operating profi t excludes unallocated cor-
porate items, gain on divestitures, and restructuring, 
impairment, and other exit costs because these items 
affecting operating profit are centrally managed at 
the corporate level and are excluded from the mea-
sure of segment profi tability reviewed by our executive 
management. 

U.S. Retail Segment Our U.S. Retail segment refl ects 
business with a wide variety of grocery stores, mass 
merchandisers, membership stores, natural food chains, 
and drug, dollar and discount chains operating through-
out the United States. Our major product categories in 
this business segment are ready-to-eat cereals, refrig-
erated yogurt, ready-to-serve soup, dry dinners, shelf 
stable and frozen vegetables, refrigerated and frozen 
dough products, dessert and baking mixes, frozen pizza 
and pizza snacks, grain, fruit and savory snacks, and a 
wide variety of organic products including soup, granola 
bars, and cereal.

RESULTS OF SEGMENT OPERATIONS

Our businesses are organized into three operating segments: U.S. Retail; International; and Bakeries and Foodservice.
Th e following tables provide the dollar amount and percentage of net sales and operating profi t from each seg-

ment for fi scal years 2011, 2010, and 2009:

Net Sales Fiscal Year
 2011  2010 2009 

  Percent   Percent    Percent
In Millions Dollars  of Total  Dollars  of Total  Dollars  of Total

U.S. Retail $10,163.9 69%  $10,209.8 70% $9,973.6 68%
International  2,875.5 19  2,684.9 18 2,571.8 18 
Bakeries and Foodservice  1,840.8 12  1,740.9 12 2,010.4 14 
Total $14,880.2 100%  $14,635.6 100%  $14,555.8 100%

Segment Operating Profi t

U.S. Retail $2,347.9  80%  $2,385.2  84% $2,206.6  84%
International  291.4  10   192.1  7    239.2  9 
Bakeries and Foodservice  306.3  10   263.2  9   178.4  7
Total $2,945.6  100%  $2,840.5  100%  $2,624.2  100%



 Annual Report 2011     25

Components of net sales growth are shown in the fol-
lowing table:

Components of U.S. Retail Net Sales Growth

 Fiscal  Fiscal
 2011  2010 
 vs. 2010   vs. 2009 

Contributions from volume growth (a) Flat   1 pt
Net price realization and mix Flat   1 pt
Net sales growth Flat   2 pts
(a) Measured in tons based on the stated weight of our product shipments. 

In fi scal 2011, net sales for our U.S. Retail segment 
were $10.2 billion, fl at compared to fi scal 2010. Volume 
on a tonnage basis and net price realization and mix 
were both fl at compared to fi scal 2011. 

Net sales for this segment totaled $10.2 billion in fi scal 
2010 and $10.0 billion in fi scal 2009. Net price realiza-
tion and mix added 1 percentage point of growth and 
volume on a tonnage basis contributed 1 percentage 
point of growth including a loss of 2 percentage points 
from an additional week in fi scal 2009.

Net sales for our U.S. retail divisions are shown in the 
tables below:

U.S. Retail Net Sales by Division

   Fiscal Year
In Millions  2011  2010   2009 

Big G $2,293.6  $2,351.3  $2,231.9 
Meals  2,131.8   2,146.0   2,139.6 
Pillsbury  1,823.9   1,858.2  1,851.9 
Yoplait  1,499.0  1,491.2   1,471.0 
Snacks  1,378.3   1,315.8   1,237.7 
Baking Products   808.6    845.2    842.6 
Small Planet Foods and other  228.7   202.1   198.9 
Total $10,163.9  $10,209.8   $9,973.6 

U.S. Retail Net Sales Percentage 
Change by Division

  Fiscal 2011  Fiscal 2010
 vs. 2010 vs. 2009

Big G (2)% 5%
Meals (1) Flat
Pillsbury (2) Flat
Yoplait 1   1 
Snacks 5   6 
Baking Products (4)  Flat
Small Planet Foods 13   3 
Total Flat  2%

In fi scal 2011, net sales for Big G cereals declined 2 per-
cent from last year which included Chocolate Cheerios 
and Wheaties Fuel introductory volume. Meals division 
net sales decreased 1 percent as Helper dinner mixes 
and Green Giant canned vegetables declines were par-
tially off set by growth in Old El Paso Mexican products, 
Progresso ready-to-serve soups and Wanchai Ferry 
and Macaroni Grill frozen entrees. Pillsbury net sales 
declined 2 percent due to sales declines in Totino’s pizza. 
Net sales for Yoplait grew 1 percent including the acquisi-
tion of the Mountain High yoghurt business. Snacks net 
sales grew 5 percent, driven by Nature Valley and Fiber 
One grain snack bars. Net sales for Baking Products 
declined 4 percent. Small Planet Food’s net sales were 
up 13 percent driven by double-digit growth for Lärabar 
fruit and nut energy bars.

In fi scal 2010, net sales for Big G cereals grew 5 per-
cent driven by Multigrain Cheerios, Cinnamon Toast 
Crunch, and Fiber One cereals and introductory sales 
of Chocolate Cheerios and Wheaties Fuel. Meals divi-
sion net sales were fl at, as gains from Green Giant fro-
zen vegetables and Old El Paso Mexican products were 
off set by lower sales of Progresso ready-to-serve soups. 
Pillsbury net sales were fl at, including gains on Totino’s 
pizza and Pizza Rolls snacks and Pillsbury Toaster 
Strudel pastries offset by lower sales for Pillsbury 
refrigerated baked goods. Net sales for Yoplait grew 1 
percent, led by introductory sales from Yoplait Delights 
and Yoplait Greek style yogurt. Snacks net sales grew 6 
percent, driven by Fiber One bars, Nature Valley grain 
snacks and several fruit snack varieties. Net sales for 
Baking Products were fl at. Small Planet Food’s net sales 
were up 3 percent, refl ecting performance of Cascadian 
Farm cereal and granola bars and Lärabar fruit and nut 
energy bars.
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Segment operating profi t of $2.3 billion in fi scal 2011 
declined $37 million, or 2 percent, from fi scal 2010. Th e 
decrease was primarily driven by unfavorable supply 
chain costs of $81 million, partially off set by a 9 percent 
reduction in advertising and media expense.

Segment operating profi t of $2.4 billion in fi scal 2010 
improved $179 million, or 8 percent, over fi scal 2009. Th e 
increase was primarily driven by favorable supply chain 
costs of $238 million, net price realization and mix of 
$106 million, and volume growth of $54 million, partially 
off set by a 22 percent increase in advertising and media 
expense and higher administrative costs. 

International Segment In Canada, our major prod-
uct categories are ready-to-eat cereals, shelf stable and 
frozen vegetables, dry dinners, refrigerated and frozen 
dough products, dessert and baking mixes, frozen pizza 
snacks, and grain and fruit snacks. In markets outside 
North America, our product categories include super-
premium ice cream and frozen desserts, refrigerated 
yogurt, grain snacks, shelf stable and frozen vegetables, 
refrigerated and frozen dough products, and dry din-
ners. Our International segment also includes products 
manufactured in the United States for export, mainly to 
Caribbean and Latin American markets, as well as prod-
ucts we manufacture for sale to our international joint 
ventures. Revenues from export activities are reported in 
the region or country where the end customer is located. 

Components of net sales growth are shown in the fol-
lowing table:

Components of International Net Sales Growth

  Fiscal 2011   Fiscal 2010 
  vs. 2010   vs. 2009 

Contributions from volume growth (a) 6  pts Flat
Net price realization and mix 1  pt  3  pts
Foreign currency exchange Flat   1  pt
Net sales growth 7  pts  4  pts
(a) Measured in tons based on the stated weight of our product shipments. 

In fi scal 2011, net sales for our International segment 
were $2,876 million, up 7 percent from fi scal 2010. Th is 
growth was driven by 6 percentage points of contribu-
tions from volume and 1 percentage point from net price 
realization and mix.  Foreign currency exchange was fl at 
compared to fi scal 2010. 

Net sales totaled $2,685 million in fi scal 2010, up 4 
percent from $2,572 million in fi scal 2009. Th e growth 

in fi scal 2010 was driven by 3 percentage points from 
net price realization and mix and 1 percentage point 
of favorable foreign currency exchange. Pound volume 
was fl at, refl ecting a 2 percentage point reduction from 
divested product lines.

Net sales for our International segment by geographic 
region are shown in the following tables:

International Net Sales by Geographic Region

   Fiscal Year
In Millions   2011   2010   2009 

Europe $905.5   $859.6   $849.1 
Canada  769.9    709.9    645.9 
Asia/Pacifi c  822.9   720.0   634.5 
Latin America  377.2   395.4  442.3 
Total $2,875.5  $2,684.9   $2,571.8 

International Change in Net Sales by Geographic Region

  Fiscal 2011   Fiscal 2010 
  vs. 2010   vs. 2009 

Europe 5% 1%
Canada 8  10 
Asia/Pacifi c 14   13 
Latin America (5)  (11)
Total 7%  4%

In fi scal 2011, net sales in Europe grew 5 percent 
driven by growth in Häagen Dazs and Nature Valley 
in the United Kingdom, and Old El Paso in France and 
Switzerland, partially offset by unfavorable foreign 
exchange. Net sales in Canada increased 8 percent due 
to favorable foreign exchange and growth in ready-to-
eat cereals. In the Asia/Pacifi c region, net sales grew 
14 percent driven by growth of Häagen-Dazs and 
Wanchai Ferry brands in China, and atta fl our in India. 
Latin America net sales decreased 5 percent driven by 
unfavorable foreign exchange primarily related to the 
2010 devaluation of the Venezuelan currency, partially 
off set by Diablitos growth in Venezuela and La Salteña 
growth in Argentina.

In fi scal 2010, net sales in Europe increased by 1 per-
cent, driven by growth in Nature Valley and Old El 
Paso partially off set by unfavorable foreign currency 
exchange. Net sales in Canada increased 10 percent due 
to favorable foreign currency exchange and growth from 
cereal and Old El Paso. In the Asia/Pacifi c region, net 
sales grew 13 percent due to growth from Häagen-Dazs 
shops and Wanchai Ferry products in China. Latin 



 Annual Report 2011     27

America net sales decreased 11 percent due to unfavor-
able foreign currency exchange, partially off set by net 
price realization.

Segment operating profi t for fi scal 2011 grew 52 per-
cent to $291 million from $192 million in fi scal 2010, 
primarily driven by volume growth and favorable foreign 
currency exchange. In fi scal 2010, we incurred a $14 mil-
lion foreign exchange loss on the revaluation of non-
bolivar fuerte monetary balances in Venezuela.

Segment operating profi t for fi scal 2010 declined 20 
percent to $192 million, from $239 million in fi scal 2009, 
refl ecting unfavorable foreign currency eff ects and a 31 
percent increase in advertising and media expense, par-
tially off set by favorable net price realization. 

In January 2010, the Venezuelan government devalued 
the bolivar fuerte by resetting the offi  cial exchange rate. 
Th e eff ect of the devaluation was a $14 million foreign 
exchange loss in fi scal 2010, primarily on the revaluation 
of non-bolivar fuerte monetary balances in Venezuela. 
We continue to use the offi  cial exchange rate to remea-
sure the fi nancial statements of our Venezuelan opera-
tions, as we intend to remit dividends solely through the 
government-operated Foreign Exchange Administration 
Board (CADIVI). Th e devaluation of the bolivar fuerte 
also reduced the U.S. dollar equivalent of our Venezuelan 
results of operations and fi nancial condition, but this did 
not have a material impact on our results. During fi scal 
2010, Venezuela became a highly infl ationary economy, 
which did not have a material impact on our results in 
fi scal 2011 or 2010.

Bakeries And Foodservice Segment In our Bakeries and 
Foodservice segment our major product categories are 
cereals, snacks, yogurt, unbaked and fully baked frozen 
dough products, baking mixes, and fl our. Many products 
we sell are branded to the consumer and nearly all are 
branded to our customers. We sell to distributors and 
operators in many customer channels including food-
service, convenience stores, vending, and supermarket 
bakeries. 

Components of net sales growth are shown in the fol-
lowing table:

Components of Bakeries and Foodservice Net Sales Growth

  Fiscal 2011   Fiscal 2010 
  vs. 2010   vs. 2009 

Contributions from volume growth (a) Flat   -8  pts
Net price realization and mix 6  pts  -5  pts
Foreign currency exchange Flat  Flat
Net sales growth 6  pts  -13  pts
(a) Measured in tons based on the stated weight of our product shipments. 

For fiscal 2011, net sales for our Bakeries and 
Foodservice segment increased 6 percent to $1,841 mil-
lion. Th e increase in fi scal 2011 was driven by an increase 
in net price realization and mix of 6 percentage points, 
primarily from prices indexed to commodity markets. 
Contributions from volume were fl at, including a 2 per-
centage point decline from a divested product line.

For fiscal 2010, net sales for our Bakeries and 
Foodservice segment decreased 13 percent to $1,741 mil-
lion. Th e decrease in fi scal 2010 was driven by 8 percent-
age points from volume declines, including 8 percentage 
points from divested product lines and a loss of 2 per-
centage points from an additional week in fi scal 2009. 
Net price realization and mix decreased 5 percentage 
points, primarily from prices indexed to commodity 
markets.

Net sales for our Bakeries and Foodservice segment by 
customer channel is shown in the following tables:

Bakeries and Foodservice Net Sales by Customer Channel

   Fiscal Year
In Millions  2011  2010  2009 

Foodservice Distributors $557.3  $543.3   $558.1 
Convenience Stores  225.6    202.8   190.4 
Bakeries and National 
 Restaurant Accounts  1,057.9   994.8   1,261.9 
Total $1,840.8   $1,740.9   2,010.4

Bakeries and Foodservice Net Sales Percentage Change by 
Customer Channel 

  Fiscal 2011   Fiscal 2010 
  vs. 2010   vs. 2009 

Foodservice Distributors 3%  (3)%
Convenience Stores 11 7 
Bakeries and National Restaurant Accounts 6  (21)
Total 6%  (13)%
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In fi scal 2011, segment operating profi t was $306 mil-
lion, up from $263 million in fi scal 2010. Th e increase 
was primarily driven by net price realization and mix 
and increased grain merchandising earnings, partially 
off set by higher input costs.

Segment operating profi t was $263 million in fi scal 
2010, up from $178 million in fi scal 2009. Th e increase 
was due to lower input costs, plant operating perfor-
mance, and increased grain merchandising earnings.

Unallocated Corporate Items Unallocated corporate 
items include corporate overhead expenses, variances 
to planned domestic employee benefi ts and incentives, 
annual contributions to the General Mills Foundation, 
and other items that are not part of our measurement 
of segment operating performance. Th is includes gains 
and losses from mark-to-market valuation of certain 
commodity positions until passed back to our operating 
segments in accordance with our policy as discussed in 
Note 2 of the Consolidated Financial Statements on page 
49 of this report.

For fi scal 2011, unallocated corporate expense totaled 
$184 million compared to $203 million last year. In fi scal 
2011 we recorded a $95 million net decrease in expense 
related to mark-to-market valuation of certain commod-
ity positions and grain inventories, compared to a $7 
million net increase in expense last year. Th is was par-
tially off set by a $69 million increase in corporate pen-
sion expense in fi scal 2011.  In fi scal 2010, we recorded a 
$13 million recovery against a corporate investment.  

Unallocated corporate expense totaled $203 million 
in fi scal 2010 compared to $342 million in fi scal 2009. 
In fi scal 2010, we recorded a $7 million net increase in 
expense related to mark-to-market valuation of certain 
commodity positions and grain inventories, compared to 
a $119 million net increase in expense in fi scal 2009. 
Also in fi scal 2010, we recorded a $13 million recovery 
against a corporate investment compared to $35 mil-
lion of write-downs against various investments in fi scal 
2009. In fi scal 2009, we recognized a $41 million gain 
from an insurance settlement.  

Joint Ventures In addition to our consolidated opera-
tions, we participate in two joint ventures. We have a 
50 percent equity interest in CPW, which manufactures 
and markets ready-to-eat cereal products in more than 
130 countries and republics outside the United States 
and Canada. CPW also markets cereal bars in several 
European countries and manufactures private label 

cereals for customers in the United Kingdom. We also 
have a 50 percent equity interest in HDJ, which man-
ufactures, distributes, and markets Häagen-Dazs ice 
cream products and frozen novelties. 

Our share of after-tax joint venture earnings 
decreased from $102 million in fi scal 2010 to $96 mil-
lion in fi scal 2011 primarily due to higher advertising and 
media spending and increased service cost allocations, 
all in CPW.

Our share of aft er-tax joint venture earnings increased 
from $92 million in fi scal 2009 to $102 million in fi scal 
2010. Th e increase is mainly due to lower fi scal 2009 
earnings which were reduced by a $6 million deferred 
income tax valuation allowance.

Th e change in net sales for each joint venture is set 
forth in the following table:

Joint Venture Change in Net Sales

  Fiscal 2011   Fiscal 2010 
  vs. 2010   vs. 2009 

CPW 3% 6%
HDJ 4  (4) 
Joint Ventures  4% 4%

For fi scal 2011, CPW net sales grew by 3 percent due 
to a 2 percentage point increase in volume and 1 per-
centage point from favorable foreign exchange. Net price 
realization and mix was fl at compared to fi scal 2010. Net 
sales for HDJ increased 4 percent from fi scal 2010 pri-
marily due to 9 percentage points of favorable foreign 
exchange, partially off set by a 5 percentage point decline 
in net price realization and mix. Volume was fl at com-
pared to fi scal 2010.

For fi scal 2010, CPW net sales grew by 6 percent due 
to 4 percentage points of growth from net price realiza-
tion and mix, 1 percentage point from favorable foreign 
exchange and a 1 percentage point increase in volume, 
including growth in Russia, Southeast Asia, the Middle 
East and Latin America. Net sales for HDJ decreased 4 
percent from fi scal 2009 due to an 11 percentage point 
decline in volume, partially off set by favorable foreign 
exchange.

Selected cash fl ows from our joint ventures are set 
forth in the following table:
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Selected Cash Flows from Joint Ventures

   Fiscal Year
Infl ow (Outfl ow), in Millions   2011   2010   2009 

Advances to joint ventures, net $(1.8) $(128.1) $8.2 
Dividends received  72.7   88.0   68.5 

IMPACT OF INFLATION 

We have experienced signifi cant input cost volatility 
since fi scal 2006. Our gross margin performance in fi s-
cal 2011 refl ects the impact of input cost infl ation, pri-
marily on commodities inputs. We expect the cost of 
commodities and energy to increase at a higher rate 
in fi scal 2012. We attempt to minimize the eff ects of 
infl ation through planning and operating practices. Our 
risk management practices are discussed on pages 41 
through 42 of this report.

The Patient Protection and Affordable Care Act, 
as amended by the Health Care and Education 
Reconciliation Act of 2010 (collectively, the Act) was 
signed into law in March 2010. Th e Act codifi es health 
care reforms with staggered eff ective dates from 2010 to 
2018. Many provisions in the Act require the issuance of 
additional guidance from various government agencies. 
Because the Act does not take eff ect fully until future 
years, the Act did not have a material impact on our 
fi scal 2011 or 2010 results of operations. Given the com-
plexity of the Act, the extended time period over which 
the reforms will be implemented, and the unknown 
impact of future regulatory guidance, the full impact of 
the Act on future periods will not be known until those 
regulations are adopted.

LIQUIDITY 

Th e primary source of our liquidity is cash fl ow from 
operations. Over the most recent three-year period, our 
operations have generated $5.5 billion in cash. A sub-
stantial portion of this operating cash fl ow has been 
returned to stockholders through share repurchases and 
dividends. We also use this source of liquidity to fund 
our capital expenditures. We typically use a combination 
of cash, notes payable, and long-term debt to fi nance 
acquisitions and major capital expansions.

Cash Flows from Operations

   Fiscal Year
In Millions   2011   2010   2009 

Net earnings, including 
 earnings attributable to 
 noncontrolling interests $1,803.5   $1,535.0   $1,313.7 
Depreciation and amortization  472.6   457.1   453.6 
Aft er-tax earnings 
 from joint ventures   (96.4)  (101.7)  (91.9)
Stock-based compensation  105.3   107.3   117.7 
Deferred income taxes  205.3   22.3   215.8 
Tax benefi t on exercised options   (106.2)  (114.0)  (89.1)
Distributions of earnings 
 from joint ventures  72.7   88.0   68.5 
Pension and other postretirement 
 benefi t plan contributions  (220.8)  (17.2)  (220.3)
Pension and other postretirement 
 benefi t plan (income) expense  73.6   (37.9)  (27.5)
Divestitures (gain), net   (17.4)  —   (84.9)
Gain on insurance settlement   —    —   (41.3)
Restructuring, impairment, 
 and other exit costs (income)  (1.3)  23.4   31.3 
Changes in current 
 assets and liabilities   (720.9)  143.4   176.9 
Other, net   (43.2)  75.5   5.7 
Net cash provided by 
 operating activities $1,526.8   $2,181.2   $1,828.2 

In fi scal 2011, our operations generated $1.5 billion of 
cash compared to $2.2 billion in fi scal 2010. Th e $654 
million decrease primarily reflects an $864 million 
increased use of cash for net current assets and liabili-
ties and a $200 million voluntary contribution to our 
principal domestic pension plans, partially off set by the 
$268 million increase in net earnings and a $183 million 
change in deferred income taxes primarily related to our 
pension plan contribution and a change in tax legislation 
related to depreciation deductions.

Th e increased use of cash for net current assets and 
liabilities refl ects lower other current liabilities, primarily 
refl ecting changes in the timing of marketing activities 
and related accruals and a payment of $385 million in fi s-
cal 2011 related to our IRS settlement as described in Note 
14 to the Consolidated Financial Statements on page 77 
of this report. In addition, inventories used $223 million 
more cash in fi scal 2011 refl ecting increased input costs.

We strive to grow core working capital at or below our 
growth in net sales. For fi scal 2011, core working capital 
increased 16 percent, compared to net sales growth of 2 



30     General Mills

percent, refl ecting cost infl ation and higher inventories. 
In fi scal 2010, core working capital increased 3 percent, 
compared to net sales growth of 1 percent, and in fi scal 
2009, core working capital declined 1 percent, compared 
to net sales growth of 7 percent. 

In fi scal 2010, our operations generated $2.2 billion 
of cash compared to $1.8 billion in fi scal 2009, primarily 
refl ecting the $221 million increase in net earnings, includ-
ing earnings attributable to noncontrolling interests. 

Cash Flows from Investing Activities

   Fiscal Year
In Millions   2011   2010   2009 

Purchases of land, buildings, 
 and equipment $(648.8)  $(649.9)  $(562.6)
Acquisitions  (123.3)  —    — 
Investments in affi  liates, net  (1.8)  (130.7)  5.9 
Proceeds from disposal of land, 
 buildings, and equipment  4.1   7.4   4.1 
Proceeds from divestitures 
 of product lines  34.4   —   244.7 
Proceeds from insurance settlement   —    —   41.3 
Other, net  20.3   52.0   (22.3)
Net cash used by 
 investing activities $(715.1)  $(721.2) $(288.9)

In fiscal 2011, cash used by investing activities 
decreased by $6 million from fi scal 2010. Th e decreased 
use of cash refl ects $25 million of proceeds from the 
divestiture of a foodservice frozen baked goods prod-
uct line in our International segment and $9 million of 
proceeds from the sale of a pie shell product line in our 
Bakeries and Foodservice segment in fi scal 2011. In addi-
tion, in fi scal 2011, we paid $85 million for the acquisi-
tion of the Mountain High yoghurt business for our 
U.S. Retail segment and $38 million for the acquisition 
of the Pasta Master meals business in Australia for our 
International segment. We also invested $131 million in 
affi  liates in fi scal 2010, mainly our CPW joint venture, to 
repay local borrowings.

In fiscal 2010, cash used by investing activities 
increased by $432 million from fi scal 2009 primarily 
due to $245 million of proceeds from the sale of certain 
product lines in fi scal 2009 and $41 million of insurance 
proceeds received in fi scal 2009 from the settlement 
with the insurance carrier covering the loss at our La 
Salteña pasta manufacturing facility in Argentina. We 
also invested $131 million in affi  liates in fi scal 2010.

We expect capital expenditures to increase to approx-
imately $670 million in fiscal 2012, excluding any 

expenditures required to support Yoplait S.A.S. Th ese 
expenditures support initiatives that are expected to: 
increase manufacturing capacity for grain snacks; con-
tinue HMM initiatives throughout the supply chain; 
expand International production capacity for Bugles, 
Nature Valley bars and Häagen-Dazs products; and 
integrate fi scal 2011 acquisitions. 

Cash Flows from Financing Activities

   Fiscal Year
In Millions   2011   2010   2009 

Change in notes payable $ (742.6)  $ 235.8 $ (1,390.5)
Issuance of long-term debt  1,200.0  —  1,850.0 
Payment of long-term debt  (7.4)  (906.9)  (370.3)
Proceeds from common stock 
 issued on exercised options  410.4    388.8   305.2 
Tax benefi t on exercised options 106.2   114.0   89.1 
Purchases of common 
 stock for treasury  (1,163.5)  (691.8)  (1,296.4)
Dividends paid (729.4)  (643.7)  (579.5)
Other, net  (10.3)   — (12.1)
Net cash used by 
 fi nancing activities $ (936.6)  $ (1,503.8)  $ (1,404.5)

Net cash used by fi nancing activities decreased by 
$567 million in fi scal 2011. 

In May 2011, we issued $300 million aggregate prin-
cipal amount of 1.55 percent fi xed-rate notes and $400 
million aggregate principal amount of floating-rate 
notes, both due May 16, 2014.  Th e proceeds of these 
notes were used to repay a portion of our outstanding 
commercial paper. Th e fl oating-rate notes bear interest 
equal to three-month LIBOR plus 35 basis points, subject 
to quarterly reset. Interest on the fl oating-rate notes is 
payable quarterly in arrears.  Interest on the fi xed-rate 
notes is payable semi-annually in arrears.  Th e fi xed-rate 
notes may be redeemed at our option at any time for a 
specifi ed make whole amount. Th ese notes are senior 
unsecured, unsubordinated obligations that include a 
change of control repurchase provision.

In June 2010, we issued $500 million aggregate prin-
cipal amount of 5.4 percent notes due 2040. Th e pro-
ceeds of these notes were used to repay a portion of 
our outstanding commercial paper. Interest on these 
notes is payable semi-annually in arrears. Th ese notes 
may be redeemed at our option at any time for a speci-
fi ed make whole amount. Th ese notes are senior unse-
cured, unsubordinated obligations that include a change 
of control repurchase provision.
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In May 2010, we paid $437 million to repurchase in a 
cash tender off er $400 million of our previously issued 
debt. We repurchased $221 million of our 6.0 percent 
notes due 2012 and $179 million of our 5.65 percent 
notes due 2012. We issued commercial paper to fund the 
repurchase. 

In January 2009, we issued $1.2 billion aggregate prin-
cipal amount of 5.65 percent notes due 2019. In August 
2008, we issued $700 million aggregate principal amount 
of 5.25 percent notes due 2013. Th e proceeds of these 
notes were used to repay a portion of our outstand-
ing commercial paper. Interest on these notes is payable 
semi-annually in arrears. Th ese notes may be redeemed 
at our option at any time for a specifi ed make-whole 
amount. Th ese notes are senior unsecured, unsubordi-
nated obligations that include a change of control repur-
chase provision.

During fi scal 2011, we repurchased 32 million shares 
of our common stock for an aggregate purchase price 
of $1,164 million. During fi scal 2010, we repurchased 21 
million shares of our common stock for an aggregate 
purchase price of $692 million. During fi scal 2009, we 
repurchased 40 million shares of our common stock for 
an aggregate purchase price of $1,296 million. On June 
28, 2010, our Board of Directors authorized the repur-
chase of up to 100 million shares of our common stock. 
Purchases under the authorization can be made in the 
open market or in privately negotiated transactions, 
including the use of call options and other derivative 
instruments, Rule 10b5-1 trading plans, and accelerated 
repurchase programs. Th e authorization has no specifi ed 
termination date. 

Dividends paid in fi scal 2011 totaled $729 million, or 
$1.12 per share, a 17 percent per share increase from fi s-
cal 2010. Dividends paid in fi scal 2010 totaled $644 mil-
lion, or $0.96 per share, a 12 percent per share increase 
from fi scal 2009 dividends of $0.86 per share. On June 
28, 2011, our Board of Directors approved a dividend 
increase to an annual rate of $1.22 per share, a 9 percent 
increase from the rate paid in fi scal 2011.

CAPITAL RESOURCES

Total capital consisted of the following:

  May 29,   May 30,
In Millions  2011   2010 

Notes payable $ 311.3  $ 1,050.1 
Current portion of long-term debt  1,031.3   107.3 
Long-term debt  5,542.5   5,268.5 
Total debt  6,885.1   6,425.9 
Noncontrolling interests  246.7   245.1 
Stockholders’ equity  6,365.5   5,402.9 
Total capital $13,497.3   $12,073.9 

Th e increase in total capital from fi scal 2010 to fi s-
cal 2011 was primarily due to net earnings attributable 
to General Mills of $1.8 billion and an increase in cur-
rent and long-term debt, partially off set by a decrease in 
notes payable.

Th e following table details the fee-paid committed 
and uncommitted credit lines we had available as of 
May 29, 2011:

In Billions  Amount

Credit facility expiring:
 October 2012 $1.8 
 October 2013  1.1 
Total committed credit facilities  2.9 
Uncommitted credit facilities  0.3 
Total committed and uncommitted credit facilities $3.2 

To ensure availability of funds, we maintain bank 
credit lines suffi  cient to cover our outstanding short-
term borrowings. Commercial paper is a continuing 
source of short-term fi nancing. We issue commercial 
paper in the United States and Europe. Our commercial 
paper borrowings are supported by $2.9 billion of fee-
paid committed credit lines, consisting of a $1.8 billion 
facility expiring in October 2012 and a $1.1 billion facility 
expiring in October 2013. We also have $312 million in 
uncommitted credit lines that support our foreign opera-
tions. As of May 29, 2011, there were no amounts out-
standing on the fee-paid committed credit lines and $119 
million was drawn on the uncommitted lines. Th e credit 
facilities contain several covenants, including a requirement 
to maintain a fi xed charge coverage ratio of at least 2.5.

Certain of our long-term debt agreements, our credit 
facilities, and our noncontrolling interests contain 
restrictive covenants. As of May 29, 2011, we were in 
compliance with all of these covenants.
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On July 1, 2011, we acquired a 51 percent controlling 
interest in Yoplait S.A.S. and a 50 percent interest in 
Yoplait Marques S.A.S. for an aggregate purchase price 
of $1.2 billion. Yoplait S.A.S. operates yogurt businesses 
in several countries, including France and the United 
Kingdom, and oversees franchise relationships around 
the world. Yoplait Marques S.A.S. holds the worldwide 
rights to Yoplait and related trademarks.  We fi nanced 
this transaction using cash available in our foreign sub-
sidiaries and commercial paper.

We have $1,031 million of long-term debt maturing 
in the next 12 months that is classifi ed as current, pri-
marily $1,020 million of 6.0 percent notes which mature 
on February 15, 2012. We believe that cash fl ows from 
operations, together with available short- and long-term 
debt fi nancing, will be adequate to meet our liquidity 
and capital needs for at least the next 12 months.

As of May 29, 2011, our total debt, including the 
impact of derivative instruments designated as hedges, 
was 77 percent in fi xed-rate and 23 percent in fl oating-
rate instruments, compared to 75 percent in fi xed-rate 
and 25 percent in fl oating-rate instruments on May 
30, 2010. Th e change in the fi xed-rate and fl oating-rate 
percentages was driven by the issuance of $500 mil-
lion aggregate principal amount of fi xed rate debt and a 
decrease in notes payable in fi scal 2011. 

We have an eff ective shelf registration statement on 
fi le with the SEC covering the sale of debt securities. 
Th e shelf registration statement will expire in December 
2011.

Growth in return on average total capital is one of 
our key performance measures (see the “Non-GAAP 
Measures” section on page 85 for our discussion of this 
measure, which is not defi ned by GAAP). Return on 
average total capital decreased from 13.8 percent in fi s-
cal 2010 to 13.7 percent in fi scal 2011 primarily refl ect-
ing higher working capital. We also believe that the 
ratio of fi xed charge coverage and the ratio of operat-
ing cash fl ow to debt are important measures of our 
fi nancial strength. Our fi xed charge coverage ratio in fi s-
cal 2011 was 7.03 compared to 6.42 in fi scal 2010. Th e 
measure increased from fi scal 2010 as earnings before 
income taxes and aft er-tax earnings from joint ventures 
increased by $224 million and fi xed charges decreased 
by $9 million, driven mainly by lower interest expense. 
Our operating cash fl ow to debt ratio decreased 11.7 per-
centage points to 22.2 percent in fi scal 2011, driven by a 
decrease in cash fl ows from operations and an increase 
in our year-end debt balance.

In April 2002, we contributed assets to our subsidiary 
GMC. In exchange for the contribution of these assets, 
GMC issued its managing membership interest and its 
limited preferred membership interests to certain of 
our wholly owned subsidiaries. We continue to hold the 
entire managing membership interest, and therefore 
direct the operations of GMC. 

Th e third-party holder of the Class A Interests in GMC 
receives quarterly preferred distributions from available 
net income based on the application of a fl oating pre-
ferred return rate, currently equal to the sum of three-
month LIBOR plus 65 basis points. Th e preferred return 
rate of the Class A Interests is adjusted every fi ve years 
through a negotiated agreement between the Class A 
Interest holder and GMC, or through a remarketing auc-
tion. Th e next remarketing is scheduled to occur in June 
2012 and thereaft er in fi ve-year intervals. 

Th e holder of the Class A Interests may initiate a liq-
uidation of GMC under certain circumstances, including, 
without limitation, the bankruptcy of GMC or its sub-
sidiaries, GMC’s failure to deliver the preferred distribu-
tions on the Class A Interests, GMC’s failure to comply 
with portfolio requirements, breaches of certain cove-
nants, lowering of our senior debt rating below either 
Baa3 by Moody’s or BBB- by Standard & Poor’s, and a 
failed attempt to remarket the Class A Interests as a 
result of GMC’s failure to assist in such remarketing. 
In the event of a liquidation of GMC, each member of 
GMC will receive the amount of its then current capital 
account balance. Th e managing member may avoid liq-
uidation by exercising its option to purchase the Class A 
Interests.

We may exercise our option to purchase the Class A 
Interests for consideration equal to the then current 
capital account value, plus any unpaid preferred return 
and the prescribed make-whole amount. If we purchase 
these interests, any change in the unrelated third-party 
investor’s capital account from its original value will be 
charged directly to retained earnings and will increase 
or decrease the net earnings used to calculate EPS in 
that period.
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OFF-BALANCE SHEET ARRANGEMENTS AND 
CONTRACTUAL OBLIGATIONS

As of May 29, 2011, we have issued guarantees and com-
fort letters of $591 million for the debt and other obliga-
tions of consolidated subsidiaries, and guarantees and 
comfort letters of $341 million for the debt and other 
obligations of non-consolidated affi  liates, mainly CPW. 
In addition, off -balance sheet arrangements are gener-
ally limited to the future payments under non-cancelable 
operating leases, which totaled $261 million as of May 
29, 2011.

As of May 29, 2011, we had invested in six variable 
interest entities (VIEs). We determined whether or not 
we were the primary benefi ciary (PB) of each VIE using 
a qualitative assessment that considered the VIE’s pur-
pose and design, the involvement of each of the interest 
holders, and the risks and benefi ts of the VIE. We have 
an interest in a contract manufacturer at our former 
facility in Geneva, Illinois. We are the PB and have con-
solidated this entity. Th is entity had property and equip-
ment with a carrying value of $14 million and long-term 
debt of $15 million as of May 29, 2011. Th e liabilities 
recognized as a result of consolidating this entity do not 
represent additional claims on our general assets. Th e 
remaining fi ve VIEs, two of which we are not the PB, are 
not material to our results of operations, fi nancial condi-
tion, or liquidity as of and for the year ended May 29, 
2011. We have provided minimal fi nancial or other sup-
port to VIEs during the current period and there are no 
arrangements related to VIEs that would require us to 
provide signifi cant fi nancial support in the future.

Our defi ned benefi t plans in the United States are 
subject to the requirements of the Pension Protection 
Act (PPA). Th e PPA revised the basis and methodology 
for determining defi ned benefi t plan minimum funding 
requirements as well as maximum contributions to and 
benefi ts paid from tax-qualifi ed plans. Most of these 
provisions were applicable to our domestic defi ned ben-
efi t pension plans in fi scal 2011 on a phased-in basis. 
Th e PPA may ultimately require us to make additional 
contributions to our domestic plans. We did not make 
a contribution to our principal defi ned benefi t pension 
plans in fi scal 2010.  We made $200 million of voluntary 
contributions to our principal domestic plans in fi scal 
2011.  We do not expect to be required to make any 
contributions in fi scal 2012. Actual fi scal 2012 contri-
butions could exceed our current projections, and may 
be infl uenced by our decision to undertake discretionary 

funding of our benefi t trusts or by changes in regulatory 
requirements. Additionally, our projections concerning 
timing of the PPA funding requirements are subject to 
change and may be infl uenced by factors such as gen-
eral market conditions aff ecting trust asset performance, 
interest rates, and our future decisions regarding certain 
elective provisions of the PPA.

Th e following table summarizes our future estimated 
cash payments under existing contractual obligations, 
including payments due by period:
 Payments Due by Fiscal Year
      2017 and
In Millions  Total 2012  2013-14   2015-16  Th ereaft er

Long-term debt(a) $ 6,565.1 $1,030.1  $2,134.8  $750.1 $2,650.1
Accrued interest  114.0   114.0   —   —   — 
Operating leases (b)   261.4   74.4    88.9    48.7    49.4 
Capital leases   5.9    2.2    2.7    0.8    0.2 
Purchase obligations (c)  2,791.4    2,457.6   193.9   74.8   65.1 
Total contractual 
 obligations   9,737.8   3,678.3   2,420.3   874.4   2,764.8 
Other long-term 
 obligations (d)  1,731.1    —    —    —   —
Total long-term 
 obligations $11,468.9   $3,678.3  $2,420.3  $874.4  $2,764.8 

(a)  Amounts represent the expected cash payments of our long-term debt and 
do not include $3 million for domestic capital leases or $6 million for net 
unamortized bond premiums and discounts and fair value adjustments.

(b)  Operating leases represents the minimum rental commitments under 
non-cancelable operating leases.

(c)  Th e majority of the purchase obligations represent commitments for raw 
material and packaging to be utilized in the normal course of business 
and for consumer marketing spending commitments that support our 
brands. For purposes of this table, arrangements are considered purchase 
obligations if a contract specifi es all signifi cant terms, including fi xed or 
minimum quantities to be purchased, a pricing structure, and approximate 
timing of the transaction. Most arrangements are cancelable without a 
signifi cant penalty and with short notice (usually 30 days). Any amounts 
refl ected on the Consolidated Balance Sheets as accounts payable and 
accrued liabilities are excluded from the table above.

(d)  Th e fair value of our interest rate, foreign exchange and grain derivative 
contracts with a payable position to the counterparty was $86 million 
as of May 29, 2011, based on fair market values as of that date. Future 
changes in market values will impact the amount of cash ultimately paid 
or received to settle those instruments in the future. Other long-term obli-
gations mainly consist of liabilities for accrued compensation and benefi ts, 
including the underfunded status of certain of our defi ned benefi t pen-
sion, other postretirement, and postemployment plans, and miscellaneous 
liabilities. We expect to pay $18 million of benefi ts from our unfunded 
postemployment benefi t plans and $10 million of deferred compensation 
in fi scal 2012. We are unable to reliably estimate the amount of these 
payments beyond fi scal 2012. As of May 29, 2011, our total liability for 
uncertain tax positions and the associated accrued interest and penalties 
was $280 million. 
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SIGNIFICANT ACCOUNTING ESTIMATES

For a complete description of our signifi cant account-
ing policies, see Note 2 to the Consolidated Financial 
Statements on page 49 of this report. Our signifi cant 
accounting estimates are those that have a meaning-
ful impact on the reporting of our fi nancial condition 
and results of operations. Th ese estimates include our 
accounting for promotional expenditures, valuation of 
long-lived assets, intangible assets, stock-based compen-
sation, income taxes, and defi ned benefi t pension, other 
postretirement and postemployment benefi ts.

Promotional Expenditures Our promotional activities 
are conducted through our customers and directly or 
indirectly with end consumers. Th ese activities include: 
payments to customers to perform merchandising activ-
ities on our behalf, such as advertising or in-store dis-
plays; discounts to our list prices to lower retail shelf 
prices; payments to gain distribution of new products; 
coupons, contests, and other incentives; and media and 
advertising expenditures. Th e media and advertising 
expenditures are generally recognized as expense when 
the advertisement airs. Th e cost of payments to custom-
ers and other consumer-related activities are recognized 
as the related revenue is recorded, which generally pre-
cedes the actual cash expenditure. Th e recognition of 
these costs requires estimation of customer participa-
tion and performance levels. Th ese estimates are made 
based on the forecasted customer sales, the timing and 
forecasted costs of promotional activities, and other fac-
tors. Diff erences between estimated expenses and actual 
costs are normally insignifi cant and are recognized as a 
change in management estimate in a subsequent period. 
Our accrued trade, coupon, and consumer marketing lia-
bilities were $463 million as of May 29, 2011, and $555 
million as of May 30, 2010. Because our total promo-
tional expenditures (including amounts classifi ed as a 
reduction of revenues) are signifi cant, if our estimates 
are inaccurate we would have to make adjustments in 
subsequent periods that could have a material eff ect on 
our results of operations.

Valuation of Long-lived Assets Long-lived assets are 
reviewed for impairment whenever events or changes 
in circumstances indicate that the carrying amount 
of an asset (or asset group) may not be recoverable. 
An impairment loss would be recognized when esti-
mated undiscounted future cash fl ows from the opera-
tion and disposition of the asset group are less than 

the carrying amount of the asset group. Asset groups 
have identifi able cash fl ows independent of other asset 
groups. Measurement of an impairment loss would be 
based on the excess of the carrying amount of the asset 
group over its fair value. Fair value is measured using 
discounted cash fl ows or independent appraisals, as 
appropriate.

Intangible Assets Goodwill is not subject to amortiza-
tion and is tested for impairment annually and when-
ever events or changes in circumstances indicate that 
impairment may have occurred. Impairment testing is 
performed for each of our reporting units. We compare 
the carrying value of a reporting unit, including goodwill, 
to the fair value of the unit. Carrying value is based on 
the assets and liabilities associated with the operations 
of that reporting unit, which oft en requires allocation 
of shared or corporate items among reporting units. If 
the carrying amount of a reporting unit exceeds its fair 
value, we revalue all assets and liabilities of the reporting 
unit, excluding goodwill, to determine if the fair value of 
the net assets is greater than the net assets including 
goodwill. If the fair value of the net assets is less than 
the carrying amount of net assets including goodwill, 
impairment has occurred. Our estimates of fair value 
are determined based on a discounted cash fl ow model. 
Growth rates for sales and profi ts are determined using 
inputs from our annual long-range planning process. We 
also make estimates of discount rates, perpetuity growth 
assumptions, market comparables, and other factors. We 
performed our fi scal 2011 assessment as of November 
29, 2010, and determined there was no impairment of 
goodwill for any of our reporting units as their related 
fair values were substantially in excess of their carrying 
values.

We evaluate the useful lives of our other intangible 
assets, mainly brands, to determine if they are fi nite or 
indefi nite-lived. Reaching a determination on useful life 
requires signifi cant judgments and assumptions regard-
ing the future eff ects of obsolescence, demand, compe-
tition, other economic factors (such as the stability of 
the industry, known technological advances, legislative 
action that results in an uncertain or changing regula-
tory environment, and expected changes in distribution 
channels), the level of required maintenance expendi-
tures, and the expected lives of other related groups of 
assets.

Our indefi nite-lived intangible assets, mainly intangible 
assets primarily associated with the Pillsbury, Totino’s, 
Progresso, Green Giant, Old El Paso, and Häagen-Dazs 
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brands, are also tested for impairment annually and 
whenever events or changes in circumstances indi-
cate that their carrying value may not be recoverable. 
We performed our fi scal 2011 assessment of our brand 
intangibles as of November 29, 2010. Our estimate of 
the fair value of the brands was based on a discounted 
cash fl ow model using inputs which included: projected 
revenues from our annual long-range plan; assumed roy-
alty rates that could be payable if we did not own the 
brands; and a discount rate. As of our assessment date, 
there was no impairment of any of our indefi nite-lived 
intangible assets as their related fair values were sub-
stantially in excess of the carrying values.

As of May 29, 2011, we had $10.5 billion of goodwill 
and indefi nite-lived intangible assets. While we currently 
believe that the fair value of each intangible exceeds its 
carrying value and that those intangibles so classifi ed 
will contribute indefi nitely to our cash fl ows, materially 
diff erent assumptions regarding future performance of 
our businesses or a diff erent weighted-average cost of 
capital could result in signifi cant impairment losses and 
amortization expense.

In addition, we assess our investments in our joint 
ventures if we have reason to believe an impairment 
may have occurred including, but not limited to, ongo-
ing operating losses, projected decreases in earnings, 
increases in the weighted average cost of capital or sig-
nifi cant business disruptions. Th e signifi cant assump-
tions used to estimate fair value include revenue growth 
and profi tability, royalty rates, capital spending, depre-
ciation and taxes, foreign currency exchange rates and 
a discount rate. By their nature, these projections and 
assumptions are uncertain. If we were to determine the 
current fair value of our investment was less than the 
carrying value of the investment, then we would assess 
if the shortfall was of a temporary or permanent nature 
and write down the investment to its fair value if we 
concluded the impairment is other than temporary.  

Aft er the earthquakes and tsunami in Japan in March 
2011, we assessed the fair value of our investment in 
HDJ and determined that it exceeded the carrying value 
by approximately 5 percent. As of May 29, 2011, the car-
rying value of HDJ consisted of our investment of $61 
million and goodwill of $524 million. Sustained declines 
in business results or an increase in the weighted aver-
age cost of capital may adversely aff ect the fair value 
of our investment in HDJ, and could result in a future 
impairment to our investment.

Stock-based Compensation The valuation of stock 
options is a signifi cant accounting estimate that requires 
us to use judgments and assumptions that are likely 
to have a material impact on our fi nancial statements. 
Annually, we make predictive assumptions regarding 
future stock price volatility, employee exercise behavior, 
dividend yield, and the forfeiture rate.

We estimate our future stock price volatility using the 
historical volatility over the expected term of the option, 
excluding time periods of volatility we believe a market-
place participant would exclude in estimating our stock 
price volatility. We also have considered, but did not use, 
implied volatility in our estimate, because trading activity 
in options on our stock, especially those with tenors of 
greater than 6 months, is insuffi  cient to provide a reli-
able measure of expected volatility. If all other assump-
tions are held constant, a one percentage point increase 
in our fi scal 2011 volatility assumption would increase 
the grant-date fair value of our fi scal 2011 option awards 
by 5 percent.

Our expected term represents the period of time that 
options granted are expected to be outstanding based on 
historical data to estimate option exercises and employee 
terminations within the valuation model. Separate groups 
of employees have similar historical exercise behavior 
and therefore were aggregated into a single pool for valu-
ation purposes. Th e weighted-average expected term for 
all employee groups is presented in the table below. An 
increase in the expected term by 1 year, leaving all other 
assumptions constant, would change the grant date fair 
value by 16 percent.

The risk-free interest rate for periods during the 
expected term of the options is based on the U.S. 
Treasury zero-coupon yield curve in eff ect at the time of 
grant.

Th e estimated fair values of stock options granted and 
the assumptions used for the Black-Scholes option-pric-
ing model were as follows:
   Fiscal Year
   2011   2010   2009 

Estimated fair values of 
 stock options granted   $ 4.12  $ 3.20   $ 4.70 
Assumptions: 
 Risk-free interest rate   2.9%   3.7%   4.4%
 Expected term  8.5 years   8.5 years  8.5 years
 Expected volatility   18.5%   18.9%   16.1%
 Dividend yield   3.0%   3.4%   2.7%
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To the extent that actual outcomes diff er from our 
assumptions, we are not required to true up grant-
date fair value-based expense to fi nal intrinsic values. 
However, these diff erences can impact the classifi ca-
tion of cash tax benefi ts realized upon exercise of stock 
options, as explained in the following two paragraphs. 
Furthermore, historical data has a signifi cant bearing on 
our forward-looking assumptions. Signifi cant variances 
between actual and predicted experience could lead to 
prospective revisions in our assumptions, which could 
then signifi cantly impact the year-over-year comparabil-
ity of stock-based compensation expense.

Any corporate income tax benefi t realized upon exer-
cise or vesting of an award in excess of that previously 
recognized in earnings (referred to as a windfall tax ben-
efi t) is presented in the Consolidated Statements of Cash 
Flows as a fi nancing cash fl ow. Th e actual impact on 
future years’ fi nancing cash fl ow will depend, in part, 
on the volume of employee stock option exercises dur-
ing a particular year and the relationship between the 
exercise-date market value of the underlying stock and 
the original grant-date fair value previously determined 
for fi nancial reporting purposes.

Realized windfall tax benefi ts are credited to addi-
tional paid-in capital within the Consolidated Balance 
Sheets. Realized shortfall tax benefi ts (amounts which 
are less than that previously recognized in earnings) 
are fi rst off set against the cumulative balance of wind-
fall tax benefi ts, if any, and then charged directly to 
income tax expense, potentially resulting in volatility 
in our consolidated eff ective income tax rate. We cal-
culated a cumulative amount of windfall tax benefi ts 
from post-1995 fi scal years for the purpose of account-
ing for future shortfall tax benefi ts and currently have 
suffi  cient cumulative windfall tax benefi ts to absorb pro-
jected arising shortfalls, such that we do not currently 
expect future earnings to be aff ected by this provision. 
However, as employee stock option exercise behavior is 
not within our control, it is possible that materially dif-
ferent reported results could occur if diff erent assump-
tions or conditions were to prevail.

Income Taxes We apply a more-likely-than-not thresh-
old to the recognition and derecognition of uncertain 
tax positions. Accordingly we recognize the amount of 
tax benefi t that has a greater than 50 percent likelihood 
of being ultimately realized upon settlement. Future 
changes in judgment related to the expected ultimate 

resolution of uncertain tax positions will aff ect earnings 
in the quarter of such change. 

We are subject to federal income taxes in the United 
States as well as various state, local, and foreign jurisdic-
tions. A number of years may elapse before an uncertain 
tax position is audited and fi nally resolved. While it is 
oft en diffi  cult to predict the fi nal outcome or the timing 
of resolution of any particular uncertain tax position, 
we believe that our liabilities for income taxes refl ect the 
most likely outcome. We adjust these liabilities, as well 
as the related interest, in light of changing facts and cir-
cumstances. Settlement of any particular position would 
usually require the use of cash.

Th e number of years with open tax audits varies 
depending on the tax jurisdiction. Our major taxing juris-
dictions include the United States (federal and state) and 
Canada. Th e IRS has completed its review of our fed-
eral income tax returns for fi scal years 2008 and prior 
and has proposed adjustments related to the amount of 
research and development tax credits claimed. We have 
appealed these proposed adjustments.

During fi scal 2011, we reached a settlement with the 
IRS concerning certain corporate income tax adjust-
ments for fi scal years 2002 to 2008.  Th e adjustments 
primarily relate to the amount of capital loss, deprecia-
tion, and amortization we reported as a result of the 
sale of noncontrolling interests in our GMC subsidiary. 
As a result, we recorded a $108 million reduction in our 
total liabilities for uncertain tax positions in fi scal 2011. 
We made payments totaling $385 million in fi scal 2011 
related to this settlement.  In addition, we made a pay-
ment of $18 million in fi scal 2009 related to adjustments 
made at the IRS exam level for audits of fi scal years 
2004 to 2006.

Also during fi scal 2011, the Superior Court of the State 
of California issued an adverse decision concerning our 
state income tax apportionment calculations. As a result, 
we recorded a $12 million increase in our total liabilities 
for uncertain tax positions.  We believe our positions 
are supported by substantial technical authority and 
have appealed this decision.  We do not expect to make 
a payment related to this matter until it is defi nitively 
resolved.

In fi scal 2009, the U.S. Court of Appeals for the Eighth 
Circuit issued an opinion reversing a district court deci-
sion rendered in fi scal 2008. As a result, we recorded 
$53 million (including interest) of income tax expense in 
fi scal 2009 related to the reversal of cumulative income 
tax benefi ts from this uncertain tax matter recognized 
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in fi scal years 1992 through 2008. All outstanding liabili-
ties associated with this matter were paid during fi scal 
2011.

Various tax examinations by United States state tax-
ing authorities could be conducted for any open tax year, 
which vary by jurisdiction, but are generally from 3 to 5 
years. Currently, several state examinations are in prog-
ress. Th e Canada Revenue Agency (CRA) has completed 
its review of our income tax returns in Canada for fi scal 
years 2003 to 2005. Th e CRA has raised assessments 
for these years that we are currently appealing. We 
believe our positions are supported by substantial tech-
nical authority and are vigorously defending our posi-
tions. We do not anticipate that any United States or 
Canadian tax adjustments will have a signifi cant impact 
on our fi nancial position or results of operations.

As of May 29, 2011, our total liability for uncertain 
tax positions and the associated accrued interest and 
penalties was $280 million. We do not expect to pay any 
amounts related to uncertain tax positions or accrued 
interest in the next 12 months. We are not able to rea-
sonably estimate the timing of future cash fl ows beyond 
12 months due to uncertainties in the timing of tax audit 
outcomes.

Defi ned Benefi t Pension, Other Postretirement And 
Postemployment Benefi t Plans

Defi ned Benefi t Pension Plans We have defi ned benefi t 
pension plans covering most United States, Canadian, 
and United Kingdom employees. Benefi ts for salaried 
employees are based on length of service and fi nal aver-
age compensation. Benefi ts for hourly employees include 
various monthly amounts for each year of credited ser-
vice. Our funding policy is consistent with the require-
ments of applicable laws. We made $200 million of 
voluntary contributions to our principal domestic plans 
in fi scal 2011. We do not expect to be required to make 
any contributions in fi scal 2012. Our principal domestic 
retirement plan covering salaried employees has a provi-
sion that any excess pension assets would be allocated 
to active participants if the plan is terminated within 
fi ve years of a change in control.

Other Postretirement Benefi t Plans We also sponsor 
plans that provide health care benefi ts to the majority 
of our United States and Canadian retirees. Th e salaried 
health care benefi t plan is contributory, with retiree con-
tributions based on years of service. We make decisions 

to fund related trusts for certain employees and retirees 
on an annual basis. We did not make voluntary contribu-
tions to these plans in fi scal 2011. Th e Patient Protection 
and Aff ordable Care Act, as amended by the Health Care 
and Education Reconciliation Act of 2010, was signed 
into law in March 2010. We have not fully evaluated 
the eff ect of the Act, including possible modifi cations to 
provider plans, but it could aff ect the future cost of our 
benefi t plans.

Postemployment Benefi t Plans Under certain circum-
stances, we also provide accruable benefi ts to former 
or inactive employees in the United States, Canada, and 
Mexico, and members of our Board of Directors, including 
severance and certain other benefi ts payable upon death. 
We recognize an obligation for any of these benefi ts that 
vest or accumulate with service. Postemployment ben-
efi ts that do not vest or accumulate with service (such as 
severance based solely on annual pay rather than years 
of service) are charged to expense when incurred. Our 
postemployment benefi t plans are unfunded.

We recognize benefi ts provided during retirement or 
following employment over the plan participants’ active 
working life. Accordingly, we make various assumptions 
to predict and measure costs and obligations many years 
prior to the settlement of our obligations. Assumptions 
that require signifi cant management judgment and have 
a material impact on the measurement of our net peri-
odic benefi t expense or income and accumulated ben-
efi t obligations include the long-term rates of return on 
plan assets, the interest rates used to discount the obli-
gations for our benefi t plans, and the health care cost 
trend rates.

Expected Rate of Return on Plan Assets Our expected 
rate of return on plan assets is determined by our asset 
allocation, our historical long-term investment perfor-
mance, our estimate of future long-term returns by asset 
class (using input from our actuaries, investment ser-
vices, and investment managers), and long-term infl ation 
assumptions. We review this assumption annually for 
each plan, however, our annual investment performance 
for one particular year does not, by itself, signifi cantly 
infl uence our evaluation.

Th e investment objective for our defi ned benefi t pen-
sion and other postretirement benefi t plans is to secure 
the benefi t obligations to participants at a reasonable 
cost to us. Our goal is to optimize the long-term return 
on plan assets at a moderate level of risk. Th e defi ned 
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benefi t pension and other postretirement portfolios are 
broadly diversifi ed across asset classes. Within asset 
classes, the portfolios are further diversified across 
investment styles and investment organizations. For the 
defi ned benefi t pension and other postretirement benefi t 
plans, the long-term investment policy allocations are: 
30 percent to equities in the United States; 20 percent 
to international equities; 10 percent to private equities; 
30 percent to fi xed income; and 10 percent to real assets 
(real estate, energy, and timber). Th e actual allocations 
to these asset classes may vary tactically around the 
long-term policy allocations based on relative market 
valuations.

Our historical investment returns (compound annual 
growth rates) for our United States defi ned benefi t pen-
sion and other postretirement plan assets were 20.3 
percent, 5.6 percent, 7.5 percent, 9.2 percent, and 10.0 
percent for the 1, 5, 10, 15, and 20 year periods ended 
May 29, 2011.

Our principal defi ned benefi t pension and other post-
retirement plans in the United States have an expected 
return on plan assets of 9.6 percent. On a weighted-
average basis, the expected rate of return for all defi ned 
benefi t plans was 9.53 percent for fi scal 2011, 9.55 per-
cent for fi scal 2010, and 9.55 percent for fi scal 2009.

Lowering the expected long-term rate of return on 
assets by 50 basis points would increase our net pension 
and postretirement expense by $24 million for fi scal 
2012. A market-related valuation basis is used to reduce 
year-to-year expense volatility. Th e market-related valu-
ation recognizes certain investment gains or losses over 
a fi ve-year period from the year in which they occur. 
Investment gains or losses for this purpose are the dif-
ference between the expected return calculated using 
the market-related value of assets and the actual return 
based on the market-related value of assets. Our outside 
actuaries perform these calculations as part of our deter-
mination of annual expense or income.

Discount Rates Our discount rate assumptions are 
determined annually as of the last day of our fi scal year 
for our defi ned benefi t pension, other postretirement, 
and postemployment benefi t plan obligations. We also 
use the same discount rates to determine defi ned ben-
efi t pension, other postretirement, and postemployment 
benefi t plan income and expense for the following fi s-
cal year. We work with our actuaries to determine the 
timing and amount of expected future cash outfl ows to 
plan participants and, using the top quartile of AA-rated 

corporate bond yields, to develop a forward interest rate 
curve, including a margin to that index based on our 
credit risk. Th is forward interest rate curve is applied 
to our expected future cash outfl ows to determine our 
discount rate assumptions.

Our weighted-average discount rates were as follows:

Weighted-average Discount Rates

  Defi ned  Other
 Benefi t  Postretirement  Postemployment 
 Pension  Benefi t Benefi t 
 Plans Plans Plans

Obligations as of May 29, 
 2011, and fi scal 2012 
 expense  5.45%  5.35%  4.77%
Obligations as of May 30, 
 2010, and fi scal 2011 
 expense  5.85%  5.80%  5.12%
Fiscal 2010 expense  7.49%  7.45%  7.06%

Lowering the discount rates by 50 basis points would 
increase our net defi ned benefi t pension, other postre-
tirement, and postemployment benefi t plan expense for 
fi scal 2012 by approximately $36.9 million. All obliga-
tion-related experience gains and losses are amortized 
using a straight-line method over the average remaining 
service period of active plan participants.

Health Care Cost Trend Rates We review our health 
care cost trend rates annually. Our review is based on 
data we collect about our health care claims experience 
and information provided by our actuaries. Th is infor-
mation includes recent plan experience, plan design, 
overall industry experience and projections, and assump-
tions used by other similar organizations. Our initial 
health care cost trend rate is adjusted as necessary to 
remain consistent with this review, recent experiences, 
and short-term expectations. Our initial health care 
cost trend rate assumption is 8.5 percent for all retirees. 
Rates are graded down annually until the ultimate trend 
rate of 5.2 percent is reached in 2019 for all retirees. 
Th e trend rates are applicable for calculations only if 
the retirees’ benefi ts increase as a result of health care 
infl ation. Th e ultimate trend rate is adjusted annually, as 
necessary, to approximate the current economic view on 
the rate of long-term infl ation plus an appropriate health 
care cost premium. Assumed trend rates for health care 
costs have an important eff ect on the amounts reported 
for the other postretirement benefi t plans.
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A one percentage point change in the health care cost 
trend rate would have the following eff ects:
 One  One
 Percentage  Percentage
 Point  Point
In Millions Increase  Decrease

Eff ect on the aggregate of the service and
 interest cost components in fi scal 2012 $ 6.2  $ (5.4)
Eff ect on the other postretirement 
 accumulated benefi t obligation as of 
 May 29, 2011  82.4   (73.6)

Any arising health care claims cost-related experience 
gain or loss is recognized in the calculation of expected 
future claims. Once recognized, experience gains and 
losses are amortized using a straight-line method over 
15 years, resulting in at least the minimum amortization 
required being recorded.

Financial Statement Impact In fi scal 2011, we recorded 
net defi ned benefi t pension, other postretirement, and 
postemployment benefi t plan expense of $95 million 
compared to $11 million of income in fi scal 2010 and $4 
million of income in fi scal 2009. As of May 29, 2011, we 
had cumulative unrecognized actuarial net losses of $1.3 
billion on our defi ned benefi t pension plans and $180 
million on our postretirement and postemployment ben-
efi t plans, mainly as the result of declines in the values 
of plan assets. Th ese unrecognized actuarial net losses 
will result in increases in our future pension expense 
and increases in postretirement expense since they cur-
rently exceed the corridors defi ned by GAAP.

We use the Retirement Plans (RP) 2000 Mortality 
Table projected forward to our plans’ measurement dates 
to calculate the year-end defi ned benefi t pension, other 
postretirement, and postemployment benefi t obligations 
and annual expense.

Actual future net defi ned benefi t pension, other post-
retirement, and postemployment benefi t plan income 
or expense will depend on investment performance, 
changes in future discount rates, changes in health care 
cost trend rates, and other factors related to the popula-
tions participating in these plans.

The Patient Protection and Affordable Care Act, 
as amended by the Health Care and Education 
Reconciliation Act of 2010 was signed into law in March 
2010. Th e Act codifi es health care reforms with stag-
gered eff ective dates from 2010 to 2018 with many pro-
visions in the Act requiring the issuance of additional 
guidance from various government agencies. Estimates 

of the future impacts of several of the Act’s provisions 
are incorporated into our postretirement benefi t liability 
including the elimination of lifetime maximums and the 
imposition of an excise tax on high cost health plans. 
These changes resulted in a $24 million increase in 
our postretirement benefi t liability in fi scal 2010. Given 
the complexity of the Act, the extended time period 
over which the reforms will be implemented, and the 
unknown impact of future regulatory guidance, further 
fi nancial impacts to our postretirement benefi t liability 
and related future expense may occur.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In May 2011, the Financial Accounting Standards Board 
(FASB) issued new accounting guidance for fair value 
measurements providing common fair value measure-
ment and disclosure requirements. This guidance is 
eff ective for interim and annual periods beginning aft er 
December 15, 2011, which for us is the fourth quarter 
of fi scal 2012. We do not expect this guidance to have a 
material impact on our results of operations or fi nancial 
position.

In June 2011, the FASB issued new accounting guid-
ance for the presentation of other comprehensive income 
(OCI). Th is guidance requires entities to present net 
income and OCI in either a single continuous statement 
or in separate consecutive statements. Th e guidance does 
not change the components of net income or OCI, when 
OCI should be reclassifi ed to net income, or the earnings 
per share calculation.  Th e guidance is eff ective for fi scal 
years beginning aft er December 15, 2011, which for us 
is the fi rst quarter of fi scal 2013. Th is guidance will not 
impact our results of operations or fi nancial position.
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CAUTIONARY STATEMENT RELEVANT TO FORWARD-
LOOKING INFORMATION FOR THE PURPOSE OF “SAFE 
HARBOR” PROVISIONS OF THE PRIVATE SECURITIES 
LITIGATION REFORM ACT OF 1995

Th is report contains or incorporates by reference for-
ward-looking statements within the meaning of the 
Private Securities Litigation Reform Act of 1995 that are 
based on our current expectations and assumptions. We 
also may make written or oral forward-looking state-
ments, including statements contained in our fi lings 
with the SEC and in our reports to stockholders.

Th e words or phrases “will likely result,” “are expected 
to,” “will continue,” “is anticipated,” “estimate,” “plan,” 
“project,” or similar expressions identify “forward-looking 
statements” within the meaning of the Private Securities 
Litigation Reform Act of 1995. Such statements are sub-
ject to certain risks and uncertainties that could cause 
actual results to diff er materially from historical results 
and those currently anticipated or projected. We wish 
to caution you not to place undue reliance on any such 
forward-looking statements.

In connection with the “safe harbor” provisions of 
the Private Securities Litigation Reform Act of 1995, we 
are identifying important factors that could aff ect our 
fi nancial performance and could cause our actual results 
in future periods to diff er materially from any current 
opinions or statements.

Our future results could be aff ected by a variety of 
factors, such as: competitive dynamics in the consumer 
foods industry and the markets for our products, includ-
ing new product introductions, advertising activities, 
pricing actions, and promotional activities of our com-
petitors; economic conditions, including changes in infl a-
tion rates, interest rates, tax rates, or the availability of 
capital; product development and innovation; consumer 

acceptance of new products and product improvements; 
consumer reaction to pricing actions and changes in 
promotion levels; acquisitions or dispositions of busi-
nesses or assets; changes in capital structure; changes in 
laws and regulations, including labeling and advertising 
regulations; impairments in the carrying value of good-
will, other intangible assets, or other long-lived assets, 
or changes in the useful lives of other intangible assets; 
changes in accounting standards and the impact of sig-
nifi cant accounting estimates; product quality and safety 
issues, including recalls and product liability; changes 
in consumer demand for our products; eff ectiveness 
of advertising, marketing, and promotional programs; 
changes in consumer behavior, trends, and preferences, 
including weight loss trends; consumer perception of 
health-related issues, including obesity; consolidation 
in the retail environment; changes in purchasing and 
inventory levels of signifi cant customers; fl uctuations 
in the cost and availability of supply chain resources, 
including raw materials, packaging, and energy; disrup-
tions or ineffi  ciencies in the supply chain; volatility in 
the market value of derivatives used to manage price 
risk for certain commodities; benefit plan expenses 
due to changes in plan asset values and discount rates 
used to determine plan liabilities; failure of our informa-
tion technology systems; foreign economic conditions, 
including currency rate fl uctuations; and political unrest 
in foreign markets and economic uncertainty due to ter-
rorism or war.

You should also consider the risk factors that we iden-
tify in Item 1A of our 2011 Form 10-K, which could also 
aff ect our future results.

We undertake no obligation to publicly revise any 
forward-looking statements to refl ect events or circum-
stances aft er the date of those statements or to refl ect 
the occurrence of anticipated or unanticipated events.
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Quantitative and Qualitative 
Disclosures About Market Risk 
We are exposed to market risk stemming from changes in 
interest rates, foreign exchange rates, commodity prices, 
and equity prices. Changes in these factors could cause 
fl uctuations in our earnings and cash fl ows. In the nor-
mal course of business, we actively manage our exposure 
to these market risks by entering into various hedging 
transactions, authorized under established policies that 
place clear controls on these activities. Th e counterpar-
ties in these transactions are generally highly rated insti-
tutions. We establish credit limits for each counterparty. 
Our hedging transactions include but are not limited to a 
variety of derivative fi nancial instruments.

INTEREST RATE RISK

We are exposed to interest rate volatility with regard 
to future issuances of fi xed-rate debt, and existing and 
future issuances of fl oating-rate debt. Primary exposures 
include U.S. Treasury rates, LIBOR, and commercial paper 
rates in the United States and Europe. We use interest 
rate swaps and forward-starting interest rate swaps to 
hedge our exposure to interest rate changes, to reduce the 
volatility of our fi nancing costs, and to achieve a desired 
proportion of fi xed versus fl oating-rate debt, based on 
current and projected market conditions. Generally under 
these swaps, we agree with a counterparty to exchange 
the diff erence between fi xed-rate and fl oating-rate inter-
est amounts based on an agreed upon notional principal 
amount.

As of May 29, 2011, we had interest rate swaps with 
$1.3 billion of aggregate notional principal amount out-
standing, with a net notional amount of $838 million 
that converts fl oating-rate notes to fi xed rates. 

FOREIGN EXCHANGE RISK

Foreign currency fl uctuations aff ect our net investments 
in foreign subsidiaries and foreign currency cash fl ows 
related to foreign-denominated commercial paper, third 
party purchases, intercompany loans, and product ship-
ments. We are also exposed to the translation of foreign 
currency earnings to the U.S. dollar. Our principal expo-
sures are to the Australian dollar, British pound sterling, 
Canadian dollar, Chinese renminbi, euro, Japanese yen, 
Swiss franc, and Mexican peso. We mainly use foreign 
currency forward contracts to selectively hedge our 

foreign currency cash fl ow exposures. We also generally 
swap our foreign-denominated commercial paper bor-
rowings and nonfunctional currency intercompany loans 
back to U.S. dollars or the functional currency; the gains 
or losses on these derivatives off set the foreign currency 
revaluation gains or losses recorded in earnings on the 
associated borrowings. We generally do not hedge more 
than 18 months forward.

We also have many net investments in foreign sub-
sidiaries that are denominated in euros. We previously 
hedged a portion of these net investments by issu-
ing euro-denominated commercial paper and foreign 
exchange forward contracts. As of May 29, 2011, we had 
deferred net foreign currency transaction losses of $96 
million in AOCI associated with hedging activity.

COMMODITY PRICE RISK

Many commodities we use in the production and dis-
tribution of our products are exposed to market price 
risks. We utilize derivatives to manage price risk for our 
principal ingredients and energy costs, including grains 
(oats, wheat, and corn), oils (principally soybean), non-fat 
dry milk, natural gas, and diesel fuel. Our primary objec-
tive when entering into these derivative contracts is to 
achieve certainty with regard to the future price of com-
modities purchased for use in our supply chain. We man-
age our exposures through a combination of purchase 
orders, long-term contracts with suppliers, exchange-
traded futures and options, and over-the-counter options 
and swaps. We off set our exposures based on current 
and projected market conditions and generally seek to 
acquire the inputs at as close to our planned cost as 
possible.

As of May 29, 2011, the net notional value of commod-
ity derivatives was $348 million, of which $161 million 
related to agricultural inputs and $187 million related to 
energy inputs. Th ese contracts relate to inputs that gen-
erally will be utilized within the next 12 months.

EQUITY INSTRUMENTS

Equity price movements aff ect our compensation expense 
as certain investments made by our employees in our 
deferred compensation plan are revalued. We occasion-
ally use equity swaps to manage this risk, but no swaps 
were outstanding as of May 29, 2011. 
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VALUE AT RISK

Th e estimates in the table below are intended to mea-
sure the maximum potential fair value we could lose in 
one day from adverse changes in market interest rates, 
foreign exchange rates, commodity prices, and equity 
prices under normal market conditions. A Monte Carlo 
value-at-risk (VAR) methodology was used to quantify 
the market risk for our exposures. Th e models assumed 
normal market conditions and used a 95 percent confi -
dence level.

Th e VAR calculation used historical interest rates, for-
eign exchange rates, and commodity and equity prices 
from the past year to estimate the potential volatility 
and correlation of these rates in the future. Th e market 
data were drawn from the RiskMetrics™ data set. Th e 
calculations are not intended to represent actual losses 
in fair value that we expect to incur. Further, since the 
hedging instrument (the derivative) inversely correlates 
with the underlying exposure, we would expect that any 
loss or gain in the fair value of our derivatives would be 
generally off set by an increase or decrease in the fair 

value of the underlying exposure. Th e positions included 
in the calculations were: debt; investments; interest rate 
swaps; foreign exchange forwards; commodity swaps, 
futures and options; and equity instruments. Th e calcu-
lations do not include the underlying foreign exchange 
and commodities-related positions that are off set by 
these market-risk-sensitive instruments. 

Th e table below presents the estimated maximum 
potential VAR arising from a one-day loss in fair value 
for our interest rate, foreign currency, commodity, and 
equity market-risk-sensitive instruments outstanding as 
of May 29, 2011, and May 30, 2010, and the average fair 
value impact during the year ended May 29, 2011.

   Fair Value Impact
  Average   
 May 29, During May 30,
In Millions 2011 Fiscal 2011 2010

Interest rate instruments $26.5  $27.1  $27.7 
Foreign currency instruments  8.7   5.8   4.3 
Commodity instruments  3.9   4.9   4.8 
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REPORT OF MANAGEMENT RESPONSIBILITIES

Th e management of General Mills, Inc. is responsible 
for the fairness and accuracy of the consolidated fi nan-
cial statements. Th e statements have been prepared in 
accordance with accounting principles that are gener-
ally accepted in the United States, using management’s 
best estimates and judgments where appropriate. Th e 
fi nancial information throughout the Annual Report on 
Form 10-K is consistent with our consolidated fi nancial 
statements.

Management has established a system of internal con-
trols that provides reasonable assurance that assets are 
adequately safeguarded and transactions are recorded 
accurately in all material respects, in accordance with 
management’s authorization. We maintain a strong audit 
program that independently evaluates the adequacy and 
eff ectiveness of internal controls. Our internal controls 
provide for appropriate separation of duties and respon-
sibilities, and there are documented policies regarding 
use of our assets and proper fi nancial reporting. Th ese 
formally stated and regularly communicated policies 
demand highly ethical conduct from all employees.

Th e Audit Committee of the Board of Directors meets 
regularly with management, internal auditors, and our 
independent registered public accounting fi rm to review 
internal control, auditing, and fi nancial reporting mat-
ters. The independent registered public accounting 
fi rm, internal auditors, and employees have full and free 
access to the Audit Committee at any time.

The Audit Committee reviewed and approved the 
Company’s annual financial statements. The Audit 
Committee recommended, and the Board of Directors 
approved, that the consolidated fi nancial statements be 
included in the Annual Report. Th e Audit Committee 
also appointed KPMG LLP to serve as the Company’s 
independent registered public accounting fi rm for fi scal 
2012, subject to ratifi cation by the stockholders at the 
annual meeting.

 

K. J. Powell D. L. Mulligan 
Chairman of the Board Executive Vice President 
and Chief Executive Offi  cer  and Chief Financial

Offi  cer 
July 8, 2011

REPORT OF INDEPENDENT REGISTERED PUBLIC 
ACCOUNTING FIRM

Th e Board of Directors and Stockholders
General Mills, Inc.:

We have audited the accompanying consolidated bal-
ance sheets of General Mills, Inc. and subsidiaries as of 
May 29, 2011, and May 30, 2010, and the related con-
solidated statements of earnings, total equity and com-
prehensive income, and cash fl ows for each of the fi scal 
years in the three-year period ended May 29, 2011. In 
connection with our audits of the consolidated fi nancial 
statements, we have audited the accompanying fi nancial 
statement schedule.  We also have audited General Mills, 
Inc.’s internal control over fi nancial reporting as of May 
29, 2011, based on criteria established in Internal Control 
– Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission 
(COSO). General Mills, Inc.’s management is responsible 
for these consolidated fi nancial statements and fi nancial 
statement schedule, for maintaining eff ective internal 
control over fi nancial reporting, and for its assessment 
of the eff ectiveness of internal control over fi nancial 
reporting, included in Management’s Report on Internal 
Control over Financial Reporting. Our responsibility is to 
express an opinion on these consolidated fi nancial state-
ments and fi nancial statement schedule and an opinion 
on the Company’s internal control over fi nancial report-
ing based on our audits.

We conducted our audits in accordance with the stan-
dards of the Public Company Accounting Oversight 
Board (United States). Th ose standards require that we 
plan and perform the audits to obtain reasonable assur-
ance about whether the fi nancial statements are free of 
material misstatement and whether eff ective internal 
control over fi nancial reporting was maintained in all 
material respects. Our audits of the consolidated fi nancial 
statements included examining, on a test basis, evidence 
supporting the amounts and disclosures in the fi nancial 
statements, assessing the accounting principles used and 
signifi cant estimates made by management, and evalu-
ating the overall fi nancial statement presentation. Our 
audit of internal control over fi nancial reporting included 
obtaining an understanding of internal control over 
fi nancial reporting, assessing the risk that a material 
weakness exists, and testing and evaluating the design 
and operating eff ectiveness of internal control based on 
the assessed risk. Our audits also included performing 

Reports of Management and Independent Registered                               
Public Accounting Firm 
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such other procedures as we considered necessary in 
the circumstances. We believe that our audits provide a 
reasonable basis for our opinions.

A company’s internal control over fi nancial reporting 
is a process designed to provide reasonable assurance 
regarding the reliability of fi nancial reporting and the 
preparation of fi nancial statements for external pur-
poses in accordance with generally accepted accounting 
principles. A company’s internal control over fi nancial 
reporting includes those policies and procedures that (1) 
pertain to the maintenance of records that, in reason-
able detail, accurately and fairly refl ect the transactions 
and dispositions of the assets of the company; (2) pro-
vide reasonable assurance that transactions are recorded 
as necessary to permit preparation of fi nancial state-
ments in accordance with generally accepted account-
ing principles, and that receipts and expenditures of the 
company are being made only in accordance with autho-
rizations of management and directors of the company; 
and (3) provide reasonable assurance regarding preven-
tion or timely detection of unauthorized acquisition, use, 
or disposition of the company’s assets that could have a 
material eff ect on the fi nancial statements.

Because of its inherent limitations, internal control 
over fi nancial reporting may not prevent or detect mis-
statements. Also, projections of any evaluation of eff ec-
tiveness to future periods are subject to the risk that 

controls may become inadequate because of changes in 
conditions, or that the degree of compliance with the 
policies or procedures may deteriorate.

In our opinion, the consolidated fi nancial statements 
referred to above present fairly, in all material respects, 
the fi nancial position of General Mills, Inc. and subsidiar-
ies as of May 29, 2011, and May 30, 2010, and the results 
of their operations and their cash fl ows for each of the 
fi scal years in the three-year period ended May 29, 2011, 
in conformity with U.S. generally accepted accounting 
principles. Also in our opinion, the accompanying fi nan-
cial statement schedule, when considered in relation to 
the basic consolidated fi nancial statements taken as a 
whole, presents fairly, in all material respects, the infor-
mation set forth therein. Also in our opinion, General 
Mills, Inc. maintained, in all material respects, eff ective 
internal control over fi nancial reporting as of May 29, 
2011, based on criteria established in Internal Control 
– Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission.

Minneapolis, Minnesota
July 8, 2011
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 Fiscal Year
In Millions, Except per Share Data   2011   2010   2009 

Net sales $ 14,880.2 $ 14,635.6   $ 14,555.8 
 Cost of sales  8,926.7    8,835.4   9,380.9 
 Selling, general, and administrative expenses  3,192.0   3,162.7   2,893.2 
 Divestitures (gain), net  (17.4)   —   (84.9)
 Restructuring, impairment, and other exit costs  4.4   31.4   41.6 
Operating profi t   2,774.5   2,606.1   2,325.0 
 Interest, net  346.3   401.6   382.8 
Earnings before income taxes and aft er-tax earnings from joint ventures 2,428.2   2,204.5   1,942.2 
Income taxes  721.1   771.2   720.4 
Aft er-tax earnings from joint ventures  96.4   101.7    91.9 
Net earnings, including earnings attributable to noncontrolling interests   1,803.5  1,535.0  1,313.7 
Net earnings attributable to noncontrolling interests 5.2 4.5 9.3 
Net earnings attributable to General Mills $ 1,798.3 $ 1,530.5 $ 1,304.4 
Earnings per share - basic $ 2.80 $ 2.32 $ 1.96 
Earnings per share - diluted $ 2.70 $ 2.24 $ 1.90 
Dividends per share $ 1.12 $ 0.96 $ 0.86 

See accompanying notes to consolidated fi nancial statements.     

Consolidated Statements of Earnings
GENERAL MILLS, INC. AND SUBSIDIARIES
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Consolidated Balance Sheets
GENERAL MILLS, INC. AND SUBSIDIARIES

In Millions, Except Par Value  May 29, 2011  May 30, 2010

ASSETS
Current assets:
     Cash and cash equivalents $ 619.6 $ 673.2 
     Receivables 1,162.3 1,041.6 
     Inventories 1,609.3 1,344.0 
     Deferred income taxes 27.3 42.7 
     Prepaid expenses and other current assets 483.5 378.5 
          Total current assets 3,902.0 3,480.0 
Land, buildings, and equipment 3,345.9 3,127.7 
Goodwill 6,750.8  6,592.8 
Other intangible assets 3,813.3 3,715.0 
Other assets 862.5 763.4
          Total assets $ 18,674.5  $ 17,678.9

LIABILITIES AND EQUITY
Current liabilities:
     Accounts payable $ 995.1 $ 849.5 
     Current portion of long-term debt 1,031.3 107.3 
     Notes payable 311.3 1,050.1 
     Other current liabilities 1,321.5 1,762.2
          Total current liabilities 3,659.2 3,769.1
Long-term debt 5,542.5 5,268.5 
Deferred income taxes 1,127.4 874.6 
Other liabilities 1,733.2 2,118.7
          Total liabilities 12,062.3 12,030.9
Stockholders’ equity:
     Common stock, 754.6 shares issued, $0.10 par value 75.5 75.5
     Additional paid-in capital 1,319.8 1,307.1 
     Retained earnings 9,191.3 8,122.4 
     Common stock in treasury, at cost, shares of 109.8 and 98.1 (3,210.3) (2,615.2)
     Accumulated other comprehensive loss (1,010.8) (1,486.9)
          Total stockholders’ equity 6,365.5 5,402.9
Noncontrolling interests 246.7 245.1
          Total equity 6,612.2 5,648.0 
Total liabilities and equity $ 18,674.5  $ 17,678.9 

See accompanying notes to consolidated fi nancial statements.
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 $.10 Par Value Common Stock
 (One Billion Shares Authorized)
 Issued Treasury

       Accumulated
   Additional    Other
  Par Paid-In   Retained Comprehensive Noncontrolling
In Millions, Except per Share Data  Shares Amount Capital Shares Amount Earnings Income (Loss) Interests Total

Balance as of May 25, 2008  754.6  $75.5  $1,111.3   (79.6) $(1,658.4) $6,510.7  $ 173.1  $246.6  $6,458.8 
Comprehensive income:
   Net earnings, including earnings
      attributable to noncontrolling interests      1,304.4  9.3 1,313.7 
   Other comprehensive loss       (1,050.9) (1.2) (1,052.1)
Total comprehensive income         261.6 
Cash dividends declared
   ($0.86 per share)      (579.5)   (579.5)
Stock compensation plans (includes
   income tax benefi ts of $94.0)   23.0 19.6 443.1    466.1 
Shares purchased    (40.4) (1,296.4)    (1,296.4)
Shares issued for acquisition   16.4 1.8 38.6    55.0 
Unearned compensation related to
   restricted stock unit awards   (56.2)      (56.2)
Distributions to noncontrolling 
   interest holders        (10.5) (10.5)
Earned compensation   117.6      117.6 

Balance as of May 31, 2009 754.6 75.5  1,212.1 (98.6) (2,473.1) 7,235.6 (877.8) 244.2 5,416.5 
Comprehensive income:
   Net earnings, including earnings
      attributable to noncontrolling interests      1,530.5   4.5 1,535.0 
   Other comprehensive income (loss)       (609.1) 0.2 (608.9)

Total comprehensive income          926.1 
Cash dividends declared
   ($0.96 per share)      (643.7)   (643.7)
Stock compensation plans (includes
   income tax benefi ts of $114.0)   53.3 21.8 549.7    603.0 
Shares purchased    (21.3) (691.8)    (691.8)
Unearned compensation related to
   restricted stock unit awards   (65.6)      (65.6)
Distributions to noncontrolling
   interest holders        (3.8) (3.8)
Earned compensation   107.3      107.3 

Balance as of May 30, 2010 754.6 75.5 1,307.1 (98.1) (2,615.2) 8,122.4 (1,486.9) 245.1 5,648.0 
Comprehensive income:
   Net earnings, including earnings
      attributable to noncontrolling interests      1,798.3  5.2 1,803.5 
   Other comprehensive income       476.1  0.7 476.8 

Total comprehensive income          2,280.3 
Cash dividends declared
   ($1.12 per share)      (729.4)    (729.4)
Stock compensation plans (includes
   income tax benefi ts of $106.2)   (22.2) 20.1 568.4    546.2 
Shares purchased    (31.8) (1,163.5)    (1,163.5)
Unearned compensation related to
   restricted stock unit awards   (70.4)      (70.4)
Distributions to noncontrolling
   interest holders        (4.3) (4.3)
Earned compensation   105.3      105.3 

Balance as of May 29, 2011 754.6 $75.5 $1,319.8 (109.8) $(3,210.3) $9,191.3 $(1,010.8) $246.7 $6,612.2 

See accompanying notes to consolidated fi nancial statements.

Consolidated Statements of Total Equity and Comprehensive Income
GENERAL MILLS, INC. AND SUBSIDIARIES
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Consolidated Statements of Cash Flows
GENERAL MILLS, INC. AND SUBSIDIARIES

 Fiscal Year

In Millions  2011   2010   2009 

Cash Flows - Operating Activities                
   Net earnings, including earnings attributable to noncontrolling interests $ 1,803.5 $ 1,535.0 $ 1,313.7  
   Adjustments to reconcile net earnings to net cash provided by operating activities: 
      Depreciation and amortization  472.6 457.1 453.6 
      Aft er-tax earnings from joint ventures   (96.4)  (101.7)  (91.9)
      Stock-based compensation  105.3   107.3   117.7 
      Deferred income taxes  205.3   22.3   215.8 
      Tax benefi t on exercised options  (106.2)  (114.0)  (89.1)
      Distributions of earnings from joint ventures 72.7  88.0 68.5 
      Pension and other postretirement benefi t plan contributions  (220.8) (17.2)  (220.3)
      Pension and other postretirement benefi t plan expense (income) 73.6  (37.9)  (27.5)
      Divestitures (gain), net (17.4) —  (84.9)
      Gain on insurance settlement —  — (41.3)
      Restructuring, impairment, and other exit costs (income) (1.3)   23.4  31.3 
      Changes in current assets and liabilities (720.9) 143.4    176.9 
      Other, net (43.2) 75.5 5.7
         Net cash provided by operating activities 1,526.8   2,181.2   1,828.2 
Cash Flows - Investing Activities 
   Purchases of land, buildings, and equipment (648.8)  (649.9) (562.6)
   Acquisitions  (123.3) — —
   Investments in affi  liates, net (1.8) (130.7)  5.9
   Proceeds from disposal of land, buildings, and equipment 4.1  7.4 4.1
   Proceeds from divestiture of product lines  34.4 — 244.7 
   Proceeds from insurance settlement — — 41.3
   Other, net  20.3 52.0 (22.3)
         Net cash used by investing activities (715.1) (721.2) (288.9)
Cash Flows - Financing Activities
   Change in notes payable (742.6) 235.8 (1,390.5)
   Issuance of long-term debt 1,200.0 — 1,850.0 
   Payment of long-term debt  (7.4)  (906.9) (370.3)
   Proceeds from common stock issued on exercised options 410.4 388.8 305.2 
   Tax benefi t on exercised options 106.2  114.0 89.1 
   Purchases of common stock for treasury (1,163.5)  (691.8) (1,296.4)
   Dividends paid (729.4) (643.7) (579.5)
   Other, net (10.3) — (12.1)
         Net cash used by fi nancing activities (936.6) (1,503.8) (1,404.5)
Eff ect of exchange rate changes on cash and cash equivalents 71.3 (32.8)  (46.0)
Increase (decrease) in cash and cash equivalents (53.6) (76.6) 88.8 
Cash and cash equivalents - beginning of year  673.2   749.8 661.0 
Cash and cash equivalents - end of year $ 619.6  $ 673.2 $ 749.8 
Cash Flow from Changes in Current Assets and Liabilities:
   Receivables $ (69.8) $ (121.1) $ 81.8 
   Inventories  (240.0)  (16.7) (28.1)
   Prepaid expenses and other current assets  (96.0) 53.5 30.2
   Accounts payable  109.0  69.6 (116.4)
   Other current liabilities  (424.1)  158.1 209.4 
Changes in current assets and liabilities $ (720.9) $ 143.4 $ 176.9 

See accompanying notes to consolidated fi nancial statements.
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Notes to Consolidated Financial Statements
GENERAL MILLS, INC. AND SUBSIDIARIES

NOTE 1. BASIS OF PRESENTATION AND 
RECLASSIFICATIONS

Income Statement Classifi cations At the beginning of 
fi scal 2011, we revised the classifi cation of certain reve-
nues and expenses to better align our income statement 
line items with how we manage our business.  We have 
revised the classifi cation of amounts previously reported 
in our Consolidated Statements of Earnings to conform 
to our fi scal 2011 presentation. Th ese revised classifi -
cations had no eff ect on previously reported net earn-
ings attributable to General Mills or earnings per share.  
Th ese changes include:

• Revising the classifi cation of certain customer logis-
tics allowances as a reduction of net sales (previously 
recorded as cost of sales). Th e impact of this change was 
a decrease in net sales of $160.9 million in fi scal 2010 
and $157.5 million in fi scal 2009 and a corresponding 
decrease to cost of sales in each of the years.

• Revising the classification of certain promotion-
related costs, customer allowances, and supply chain 
costs as cost of sales or selling, general, and administra-
tive (SG&A) expenses (previously recorded as a reduction 
of net sales or SG&A expenses). Th e impact of these 
changes was an increase to net sales of $22.0 million 
in fi scal 2009; an increase to cost of sales of $73.4 mil-
lion in fi scal 2010 and $80.6 million in fi scal 2009; and 
a decrease to SG&A expenses of $73.4 million in fi scal 
2010 and $58.6 million in fi scal 2009.

• Shift ing allocation of certain SG&A expenses, primar-
ily stock-based compensation, between segment operat-
ing profi t and unallocated corporate items. Th e impact 
of this change was a decrease to segment operating 
profi t of $20.8 million in fi scal 2010 and $18.9 million in 
fi scal 2009 and a corresponding decrease in unallocated 
corporate items.

• Shift ing sales responsibility for a customer from our 
Bakeries and Foodservice segment to our U.S. Retail seg-
ment. Net sales of $9.8 million in fi scal 2010 and $15.0 
million in fi scal 2009 and segment operating profi t of 
$4.1 million in fi scal 2010 and $6.4 million in fi scal 2009 
previously recorded in our Bakeries and Foodservice seg-
ment have now been reported in the U.S. Retail segment. 

In addition, certain other reclassifi cations to our previ-
ously reported fi nancial information have been made to 
conform to the current period presentation.

Basis of Presentation Our Consolidated Financial 
Statements include the accounts of General Mills, Inc. 
and all subsidiaries in which we have a controlling fi nan-
cial interest. Intercompany transactions and accounts 
are eliminated in consolidation.

Our fi scal year ends on the last Sunday in May, except 
for our operations in Europe and China, which have an 
April year-end. Fiscal 2011 and 2010 each consisted of 52 
weeks, and fi scal 2009 consisted of 53 weeks.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES

Cash and Cash Equivalents We consider all investments 
purchased with an original maturity of three months or 
less to be cash equivalents.

Inventories All inventories in the United States other 
than grain are valued at the lower of cost, using the last-
in, fi rst-out (LIFO) method, or market. Grain inventories 
and all related cash contracts and derivatives are valued 
at market with all net changes in value recorded in earn-
ings currently.

Inventories outside of the United States are valued 
at the lower of cost, using the fi rst-in, fi rst-out (FIFO) 
method, or market.

Shipping costs associated with the distribution of fi n-
ished product to our customers are recorded as cost of 
sales, and are recognized when the related fi nished prod-
uct is shipped to and accepted by the customer.

Land, Buildings, Equipment, and Depreciation Land 
is recorded at historical cost. Buildings and equipment, 
including capitalized interest and internal engineer-
ing costs, are recorded at cost and depreciated over 
estimated useful lives, primarily using the straight-line 
method. Ordinary maintenance and repairs are charged 
to cost of sales. Buildings are usually depreciated over 40 
to 50 years, and equipment, furniture, and soft ware are 
usually depreciated over 3 to 10 years. Fully depreciated 
assets are retained in buildings and equipment until dis-
posal. When an item is sold or retired, the accounts are 
relieved of its cost and related accumulated depreciation 
and the resulting gains and losses, if any, are recognized 
in earnings. As of May 29, 2011, assets held for sale were 
insignifi cant.

Long-lived assets are reviewed for impairment when-
ever events or changes in circumstances indicate that 
the carrying amount of an asset (or asset group) may 
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not be recoverable. An impairment loss would be recog-
nized when estimated undiscounted future cash fl ows 
from the operation and disposition of the asset group 
are less than the carrying amount of the asset group. 
Asset groups have identifi able cash fl ows and are largely 
independent of other asset groups. Measurement of an 
impairment loss would be based on the excess of the 
carrying amount of the asset group over its fair value. 
Fair value is measured using a discounted cash fl ow 
model or independent appraisals, as appropriate.

Goodwill and Other Intangible Assets  Goodwill is not 
subject to amortization and is tested for impairment 
annually and whenever events or changes in circum-
stances indicate that impairment may have occurred. 
Impairment testing is performed for each of our report-
ing units. We compare the carrying value of a reporting 
unit, including goodwill, to the fair value of the unit. 
Carrying value is based on the assets and liabilities asso-
ciated with the operations of that reporting unit, which 
oft en requires allocation of shared or corporate items 
among reporting units. If the carrying amount of a 
reporting unit exceeds its fair value, we revalue all assets 
and liabilities of the reporting unit, excluding goodwill, 
to determine if the fair value of the net assets is greater 
than the net assets including goodwill. If the fair value 
of the net assets is less than the carrying amount of 
net assets including goodwill, impairment has occurred. 
Our estimates of fair value are determined based on a 
discounted cash fl ow model. Growth rates for sales and 
profi ts are determined using inputs from our annual 
long-range planning process. We also make estimates of 
discount rates, perpetuity growth assumptions, market 
comparables, and other factors. We performed our fi scal 
2011 assessment as of November 29, 2010, and deter-
mined there was no impairment of goodwill for any of 
our reporting units as their related fair values were sub-
stantially in excess of their carrying values.

We evaluate the useful lives of our other intangible 
assets, mainly brands, to determine if they are fi nite or 
indefi nite-lived. Reaching a determination on useful life 
requires signifi cant judgments and assumptions regard-
ing the future eff ects of obsolescence, demand, com-
petition, other economic factors (such as the stability 
of the industry, known technological advances, legis-
lative action that results in an uncertain or changing 
regulatory environment, and expected changes in dis-
tribution channels), the level of required maintenance 

expenditures, and the expected lives of other related 
groups of assets.

Our indefi nite-lived intangible assets, mainly intangible 
assets primarily associated with the Pillsbury, Totino’s, 
Progresso, Green Giant, Old El Paso, and Häagen-
Dazs brands, are also tested for impairment annually 
and whenever events or changes in circumstances indi-
cate that their carrying value may not be recoverable. 
We performed our fi scal 2011 assessment of our brand 
intangibles as of November 29, 2010. Our estimate of 
the fair value of the brands was based on a discounted 
cash fl ow model using inputs which included: projected 
revenues from our annual long-range plan; assumed roy-
alty rates that could be payable if we did not own the 
brands; and a discount rate. As of our assessment date, 
there was no impairment of any of our indefi nite-lived 
intangible assets as their related fair values were sub-
stantially in excess of the carrying values.

Investments in Joint Ventures Our investments in 
companies over which we have the ability to exercise 
signifi cant infl uence are stated at cost plus our share 
of undistributed earnings or losses. We receive roy-
alty income from certain joint ventures, incur various 
expenses (primarily research and development), and 
record the tax impact of certain joint venture opera-
tions that are structured as partnerships. In addition, we 
make advances to our joint ventures in the form of loans 
or capital investments. We also sell certain raw materi-
als, semi-fi nished goods, and fi nished goods to the joint 
ventures, generally at market prices.

In addition, we assess our investments in our joint 
ventures if we have reason to believe an impairment 
may have occurred including, but not limited to, ongo-
ing operating losses, projected decreases in earnings, 
increases in the weighted average cost of capital or sig-
nifi cant business disruptions.  Th e signifi cant assump-
tions used to estimate fair value include revenue growth 
and profi tability, royalty rates, capital spending, depre-
ciation and taxes, foreign currency exchange rates and 
a discount rate. By their nature, these projections and 
assumptions are uncertain. If we were to determine 
the current fair value of our investment was less than 
the carrying value of the investment, then we would 
assess if the shortfall was of a temporary or permanent 
nature and write down the investment to its fair value if 
we concluded the impairment is other than temporary. 
Aft er the earthquakes and tsunami in Japan in March 
2011, we assessed the fair value of our investment in 
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Häagen-Dazs Japan and determined that it exceeded the 
carrying value by approximately 5 percent.

Variable Interest Entities As of May 29, 2011, we had 
invested in six variable interest entities (VIEs). We deter-
mined whether or not we were the primary benefi ciary 
(PB) of each VIE using a qualitative assessment that con-
sidered the VIE’s purpose and design, the involvement of 
each of the interest holders, and the risks and benefi ts 
of the VIE. We have an interest in a contract manufac-
turer at our former facility in Geneva, Illinois. We are the 
PB and have consolidated this entity. Th is entity had 
property and equipment with a carrying value of $13.6 
million and long-term debt of $15.0 million as of May 
29, 2011. Th e liabilities recognized as a result of con-
solidating this entity do not represent additional claims 
on our general assets. Th e remaining fi ve VIEs, two of 
which we are not the PB, are not material to our results 
of operations, fi nancial condition, or liquidity as of and 
for the year ended May 29, 2011. We provided minimal 
fi nancial or other support to VIEs during fi scal 2011 and 
there are no arrangements related to VIEs that would 
require us to provide signifi cant fi nancial support in the 
future.

Revenue Recognition We recognize sales revenue when 
the shipment is accepted by our customer. Sales include 
shipping and handling charges billed to the customer 
and are reported net of consumer coupon redemp-
tion, trade promotion and other costs, including esti-
mated allowances for returns, unsalable product, and 
prompt pay discounts. Sales, use, value-added, and other 
excise taxes are not recognized in revenue. Coupons are 
recorded when distributed, based on estimated redemp-
tion rates. Trade promotions are recorded based on esti-
mated participation and performance levels for off ered 
programs at the time of sale. We generally do not 
allow a right of return. However, on a limited case-by-
case basis with prior approval, we may allow custom-
ers to return product. In limited circumstances, product 
returned in saleable condition is resold to other custom-
ers or outlets. Receivables from customers generally do 
not bear interest. Terms and collection patterns vary 
around the world and by channel. Th e allowance for 
doubtful accounts represents our estimate of probable 
non-payments and credit losses in our existing receiv-
ables, as determined based on a review of past due bal-
ances and other specifi c account data. Account balances 

are written off  against the allowance when we deem the 
amount is uncollectible.

Environmental Environmental costs relating to exist-
ing conditions caused by past operations that do not 
contribute to current or future revenues are expensed. 
Liabilities for anticipated remediation costs are recorded 
on an undiscounted basis when they are probable and 
reasonably estimable, generally no later than the comple-
tion of feasibility studies or our commitment to a plan of 
action.

Advertising Production Costs We expense the produc-
tion costs of advertising the fi rst time that the advertis-
ing takes place.

Research and Development All expenditures for 
research and development (R&D) are charged against 
earnings in the year incurred. R&D includes expenditures 
for new product and manufacturing process innovation, 
and the annual expenditures are comprised primarily of 
internal salaries, wages, consulting, and other supplies 
attributable to time spent on R&D activities. Other costs 
include depreciation and maintenance of research facili-
ties, including assets at facilities that are engaged in pilot 
plant activities.

Foreign Currency Translation For all signifi cant foreign 
operations, the functional currency is the local currency. 
Assets and liabilities of these operations are translated 
at the period-end exchange rates. Income statement 
accounts are translated using the average exchange rates 
prevailing during the year. Translation adjustments are 
refl ected within accumulated other comprehensive loss 
(AOCI) in stockholders’ equity. Gains and losses from for-
eign currency transactions are included in net earnings 
for the period, except for gains and losses on investments 
in subsidiaries for which settlement is not planned for 
the foreseeable future and foreign exchange gains and 
losses on instruments designated as net investment 
hedges. Th ese gains and losses are recorded in AOCI.

Derivative Instruments All derivatives are recognized 
on the Consolidated Balance Sheets at fair value based 
on quoted market prices or our estimate of their fair 
value, and are recorded in either current or noncurrent 
assets or liabilities based on their maturity. Changes in 
the fair values of derivatives are recorded in net earnings 
or other comprehensive income, based on whether the 
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instrument is designated and eff ective as a hedge trans-
action and, if so, the type of hedge transaction. Gains or 
losses on derivative instruments reported in AOCI are 
reclassifi ed to earnings in the period the hedged item 
aff ects earnings. If the underlying hedged transaction 
ceases to exist, any associated amounts reported in AOCI 
are reclassifi ed to earnings at that time. Any ineff ective-
ness is recognized in earnings in the current period.

Stock-based Compensation We generally measure com-
pensation expense for grants of restricted stock units 
using the value of a share of our stock on the date of 
grant. We estimate the value of stock option grants 
using the Black-Scholes valuation model. Stock com-
pensation is recognized straight line over the vesting 
period. Our stock compensation expense is recorded in 
SG&A and cost of sales in the Consolidated Statements 
of Earnings and allocated to each reportable segment in 
our segment results.

Certain equity-based compensation plans contain pro-
visions that accelerate vesting of awards upon retire-
ment, disability, or death of eligible employees and 
directors. We consider a stock-based award to be vested 
when the employee’s retention of the award is no longer 
contingent on providing subsequent service. Accordingly, 
the related compensation cost is recognized immediately 
for awards granted to retirement-eligible individuals or 
over the period from the grant date to the date retire-
ment eligibility is achieved, if less than the stated vest-
ing period.

We report the benefi ts of tax deductions in excess of 
recognized compensation cost as a fi nancing cash fl ow, 
thereby reducing net operating cash fl ows and increas-
ing net fi nancing cash fl ows.

Defi ned Benefi t Pension, Other Postretirement, and 
Postemployment Benefit Plans We sponsor several 
domestic and foreign defi ned benefi t plans to provide 
pension, health care, and other welfare benefi ts to retired 
employees. Under certain circumstances, we also provide 
accruable benefi ts to former or inactive employees in the 
United States and Canada and members of our Board of 
Directors, including severance and certain other benefi ts 
payable upon death. We recognize an obligation for any 
of these benefi ts that vest or accumulate with service. 
Postemployment benefi ts that do not vest or accumulate 
with service (such as severance based solely on annual 
pay rather than years of service) are charged to expense 

when incurred. Our postemployment benefi t plans are 
unfunded.

We recognize the underfunded or overfunded status 
of a defi ned benefi t postretirement plan as an asset or 
liability and recognize changes in the funded status in 
the year in which the changes occur through AOCI.

Use of Estimates Preparing our Consolidated Financial 
Statements in conformity with accounting principles 
generally accepted in the United States requires us to 
make estimates and assumptions that aff ect reported 
amounts of assets and liabilities, disclosures of contin-
gent assets and liabilities at the date of the fi nancial 
statements, and the reported amounts of revenues and 
expenses during the reporting period. Th ese estimates 
include our accounting for promotional expenditures, 
valuation of long-lived assets, intangible assets, stock-
based compensation, income taxes, and defi ned benefi t 
pension, post-retirement and post-employment benefi ts. 
Actual results could diff er from our estimates.

Other New Accounting Standards In fi scal 2011, we 
adopted new accounting guidance on the consolida-
tion model for VIE’s. Th e guidance requires companies 
to qualitatively assess the determination of the primary 
benefi ciary of a VIE based on whether the company (1) 
has the power to direct matters that most signifi cantly 
impact the VIE’s economic performance, and (2) has 
the obligation to absorb losses or the right to receive 
benefi ts of the VIE that could potentially be signifi -
cant to the VIE. Th e adoption of the guidance did not 
have an impact on our results of operations or fi nancial 
condition.

In fi scal 2010, we adopted new accounting guidance 
on employer’s disclosures for post-retirement benefi t 
plan assets. Th e guidance requires an employer to dis-
close information on the investment policies and strate-
gies and the signifi cant concentrations of risk in plan 
assets. An employer must also disclose the fair value of 
each major category of plan assets as of each annual 
reporting date together with the information on the 
inputs and valuation techniques used to develop such 
fair value measurements. Th e adoption of the guidance 
did not have an impact on our results of operations or 
fi nancial condition. See Note 13.

In fi scal 2010, we adopted new accounting guidance 
on accounting for equity method investments. Th e guid-
ance addresses the impact of the issuance of the non-
controlling interests and business combination guidance 
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on accounting for equity method investments. Th e adop-
tion of the guidance did not have a material impact on 
our results of operations or fi nancial condition.

In fi scal 2010, we adopted new accounting guidance 
issued to assist in determining whether instruments 
granted in share-based payment transactions are partic-
ipating securities. Th e guidance provides that unvested 
share-based payment awards that contain non-forfeit-
able rights to dividends or dividend equivalents (whether 
paid or unpaid) are participating securities and shall be 
included in the computation of EPS pursuant to the 
two-class method. Th e adoption of the guidance did not 
have a material impact on our basic or diluted EPS.

In fi scal 2010, we adopted new accounting guidance 
on convertible debt instruments. Th e guidance requires 
issuers to account separately for the liability and equity 
components of convertible debt instruments that may 
be settled in cash or other assets. Th e adoption of the 
guidance did not have a material impact on our results 
of operations or fi nancial condition.

NOTE 3. ACQUISITIONS AND DIVESTITURES

During the third quarter of fi scal 2011, we acquired the 
Mountain High yoghurt business for $84.8 million.  We 
recorded the purchase price less the fair value of tan-
gible and intangible net assets acquired as goodwill 
of $44.6 million. During the fourth quarter of fi scal 
2011, we acquired the Pasta Master meals business in 
Australia for $38.5 million. We recorded the purchase 
price less the fair value of tangible and intangible net 
assets acquired as goodwill of $26.9 million. Th e pro 
forma eff ects of these acquisitions were not material.  

During the third quarter of fi scal 2011, we sold a 
foodservice frozen baked goods product line in our 
International segment for $24.9 million in cash and 
recorded a pre-tax gain of $14.3 million. In addition, dur-
ing the fourth quarter of fi scal 2011, we sold a pie shell 
product line in our Bakeries and Foodservice segment 
for cash proceeds of $9.5 million and recorded a pre-tax 
gain of $3.1 million.

During the fourth quarter of fi scal 2011, we entered 
into defi nitive agreements with PAI Partners and Sodiaal 
International to purchase a 51 percent controlling 
interest in Yoplait S.A.S. and a 50 percent interest in 
Yoplait Marques S.A.S. for an aggregate purchase price 
of $1.2 billion. Yoplait S.A.S. operates yogurt businesses 
in several countries, including France and the United 
Kingdom, and oversees franchise relationships around 

the world. Yoplait Marques S.A.S. holds the worldwide 
rights to Yoplait and related trademarks. We fi nalized 
this transaction on July 1, 2011. Th e pro forma eff ects of 
this acquisition were not material.  

Th ere were no acquisitions or divestitures in fi scal 
2010.

In fi scal 2009, we sold our bread concentrates prod-
uct line within our Bakeries and Foodservice segment, 
including a plant in Cedar Rapids, Iowa, for $8.3 million 
in cash. We recorded a pre-tax loss of $5.6 million on 
the transaction. We also sold a portion of the assets of 
the frozen unbaked bread dough product line within our 
Bakeries and Foodservice segment, including plants in 
Bakersfi eld, California; Hazleton, Pennsylvania; Montreal, 
Canada; and Vinita, Oklahoma, for $43.9 million in cash, 
an $11.9 million note receivable, and contingent future 
payments based on the post-sale performance of the 
product line. Certain assets sold were shared with a fro-
zen dinner roll product line within our U.S. Retail seg-
ment, and we exited this product line as a result of the 
asset sale. We recorded a pre-tax loss of $38.3 million. 
In fi scal 2010, we recorded cash proceeds of $3.2 mil-
lion related to the repayment of the note. In fi scal 2009, 
we sold our Pop•Secret microwave popcorn product line 
from our U.S. Retail segment for $192.5 million in cash, 
and we recorded a pre-tax gain of $128.8 million. We 
received cash proceeds of $158.9 million aft er repayment 
of a lease obligation and transaction costs. In fi scal 2009, 
we also acquired Humm Foods, Inc. (Humm Foods), the 
maker of Lärabar fruit and nut energy bars. We issued 
1.8 million shares of our common stock with a value of 
$55.0 million to the shareholders of Humm Foods as con-
sideration for the acquisition. We recorded the purchase 
price less tangible and intangible net assets acquired as 
goodwill of $41.6 million. Th e pro forma eff ect of this 
acquisition was not material.

NOTE 4. RESTRUCTURING, IMPAIRMENT, AND OTHER 
EXIT COSTS

We view our restructuring activities as a way to meet 
our long-term growth targets. Activities we undertake 
must meet internal rate of return and net present value 
targets. Each restructuring action normally takes one to 
two years to complete. At completion (or as each major 
stage is completed in the case of multi-year programs), 
the project begins to deliver cash savings and/or reduced 
depreciation. Th ese activities result in various restruc-
turing costs, including asset write-offs, exit charges 
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including severance, contract termination fees, and 
decommissioning and other costs. Depreciation associ-
ated with restructured assets, as used in the context of 
our disclosures regarding restructuring activity, refers to 
the increase in depreciation expense caused by shorten-
ing the useful life or updating the salvage value of depre-
ciable fi xed assets to coincide with the end of production 
under an approved restructuring plan. Any impairment 
of the asset is recognized immediately in the period the 
plan is approved.

In fi scal 2011, we recorded restructuring, impairment, 
and other exit costs pursuant to approved plans as 
follows:

Expense, in Millions 

Discontinuation of underperforming 
 product line in our U.S. Retail segment $1.7 
Charges associated with restructuring 
 actions previously announced  2.7 
Total $4.4 

In fi scal 2011, we decided to exit an underperform-
ing product line in our U.S. Retail segment. As a result 
of this decision, we concluded that the future cash 
fl ows generated by this product line were insuffi  cient 
to recover the net book value of the associated long-
lived assets. Accordingly, we recorded a non-cash charge 
of $1.7 million related to the impairment of the associ-
ated long-lived assets. No employees were aff ected by 
these actions. In addition, we recorded $2.7 million of 
charges associated with restructuring actions previously 
announced. In fi scal 2011, we paid $5.9 million in cash 
related to restructuring actions taken in fi scal 2011 and 
previous years.

In fi scal 2010, we recorded restructuring, impairment, 
and other exit costs pursuant to approved plans as 
follows:

Expense (Income), in Millions  

Discontinuation of kids’ refrigerated yogurt
 beverage and microwave soup product lines $24.1 
Discontinuation of the breadcrumbs product 
 line at Federalsburg, Maryland plant  6.2 
Sale of Contagem, Brazil bread and pasta plant  (0.6)
Charges associated with restructuring 
 actions previously announced  1.7 
Total $31.4 

In fi scal 2010, we decided to exit our kids’ refriger-
ated yogurt beverage product line at our Murfreesboro, 
Tennessee plant and our microwave soup product line 
at our Vineland, New Jersey plant to rationalize capac-
ity for more profitable items. Our decisions to exit 
these U.S. Retail segment products resulted in a $24.1 
million non-cash charge against the related long-lived 
assets. No employees were aff ected by these actions. 
We also decided to exit our breadcrumbs product line 
at our Federalsburg, Maryland facility in our Bakeries 
and Foodservice segment. As a result of this decision, 
we concluded that the future cash fl ows generated by 
these products were insuffi  cient to recover the net book 
value of the associated long-lived assets. Accordingly, 
we recorded a non-cash charge of $6.2 million primarily 
related to the impairment of these long-lived assets and 
in the fourth quarter of fi scal 2010, we sold our bread-
crumbs manufacturing facility in Federalsburg for $2.9 
million. In fi scal 2010, we also recorded a $0.6 million 
net gain on the sale of our previously closed Contagem, 
Brazil bread and pasta plant for cash proceeds of $5.9 
million, and recorded $1.7 million of costs related to pre-
viously announced restructuring actions. In fi scal 2010, 
we paid $8.0 million in cash related to restructuring 
actions taken in fi scal 2010 and previous years. 

In fiscal 2009, we recorded restructuring, impair-
ment, and other exit costs pursuant to approved plans 
as follows:

Expense, in Millions  

Closure of Contagem, Brazil bread and pasta plant  $16.8 
Discontinuation of product line at 
 Murfreesboro, Tennessee plant   8.3 
Charges associated with restructuring 
 actions previously announced  16.5 
Total $41.6 
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Th e roll forward of our restructuring and other exit 
cost reserves, included in other current liabilities, is as 
follows:
      Other
   Contract  Exit
In Millions  Severance Termination Costs  Total

Reserve balance as of 
 May 25, 2008 $ 7.6  $  —  $ 0.3  $ 7.9 
2009 charges, including 
 foreign currency translation  5.5   10.3   —  15.8 
Utilized in 2009  (4.7)   —  (0.2)   (4.9)
Reserve balance as of 
 May 31, 2009 8.4    10.3    0.1   18.8 
2010 charges, including 
 foreign currency translation   0.2    0.8    —   1.0 
Utilized in 2010   (6.0)   (3.0)  —    (9.0)
Reserve balance as of 
 May 30, 2010  2.6    8.1    0.1   10.8 
2011 charges, including 
 foreign currency translation   —  —  —  — 
Utilized in 2011   (0.9)   (2.6)   (0.1)   (3.6)
Reserve balance as of 
May 29, 2011 $ 1.7  $ 5.5  $  —  $ 7.2 

Th e charges recognized in the roll forward of our 
reserves for restructuring and other exit costs do not 
include items charged directly to expense (e.g., asset 
impairment charges, the gain or loss on the sale of 
restructured assets, and the write-off  of spare parts) and 
other periodic exit costs recognized as incurred, as those 
items are not refl ected in our restructuring and other 
exit cost reserves on our Consolidated Balance Sheets.

NOTE 5. INVESTMENTS IN JOINT VENTURES 

We have a 50 percent equity interest in Cereal Partners 
Worldwide (CPW), which manufactures and markets 
ready-to-eat cereal products in more than 130 countries 
and republics outside the United States and Canada. 
CPW also markets cereal bars in several European coun-
tries and manufactures private label cereals for cus-
tomers in the United Kingdom. We have guaranteed a 
portion of CPW’s debt and its pension obligation in the 
United Kingdom. 

We also have a 50 percent equity interest in Häagen-
Dazs Japan, Inc. (HDJ). Th is joint venture manufactures, 
distributes, and markets Häagen-Dazs ice cream prod-
ucts and frozen novelties. 

Results from our CPW and HDJ joint ventures are 
reported for the 12 months ended March 31.

Joint venture balance sheet activity follows: 
  May 29,    May 30, 
In Millions 2011 2010

Cumulative investments $519.1   $398.1 
Goodwill and other intangibles  597.1   512.6 
Aggregate advances  293.3   238.2 

Joint venture earnings and cash fl ow activity follows:

  Fiscal Year
In Millions  2011   2010   2009 

Sales to joint ventures $10.2   $ 10.7   $14.2 
Net advances (repayments)  1.8   128.1    (8.2)
Dividends received  72.7   88.0    68.5 

Summary combined fi nancial information for the joint 
ventures on a 100 percent basis follows:

  Fiscal Year
In Millions  2011   2010   2009 

Net sales $2,444.9   $2,360.0   $2,280.0 
Gross margin  1,066.3    1,053.2   873.5 
Earnings before income taxes  233.4   251.2   234.7 
Earnings aft er income taxes  164.2   202.3   175.3 

  May 29,    May 30, 
In Millions 2011 2010

Current assets $ 904.7   $ 731.7 
Noncurrent assets  1,138.0  907.3 
Current liabilities   1,690.1   1,322.0 
Noncurrent liabilities  103.3   112.1 



56     General Mills

NOTE 6. GOODWILL AND OTHER 
INTANGIBLE ASSETS

Th e components of goodwill and other intangible assets 
are as follows:
  May 29,    May 30, 
In Millions 2011 2010

Goodwill $6,750.8  $6,592.8 
Other intangible assets:     
 Intangible assets not subject 
 to amortization:     
    Brands  3,771.7   3,679.6 
 Intangible assets subject to amortization:     
    Patents, trademarks, and 
       other fi nite-lived intangibles   69.2    54.4 
    Less accumulated amortization   (27.6)   (19.0)
 Intangible assets subject to amortization  41.6  35.4 
Other intangible assets   3,813.3   3,715.0 
Total $10,564.1  $10,307.8 

Th e changes in the carrying amount of goodwill for 
fi scal 2009, 2010, and 2011 are as follows:

   Bakeries
 U.S.  and  Joint
In Millions  Retail  International Foodservice Ventures  Total

Balance as of 
 May 25, 2008 $5,107.0 $146.4  $955.7 $577.0 $6,786.1 
Acquisition  41.6   —   —    —   41.6 
Divestitures  (17.8)  (0.1)  (23.7)  —   (41.6)
Deferred tax 
 adjustment related  
 to divestitures   (46.5)  (4.5)   (12.8)   —   (63.8)
Deferred tax 
 adjustment resulting 
 from change in 
 acquisition-related 
 income tax liabilities 14.0   1.3   3.8   —   19.1  
Other activity, 
 primarily foreign 
 currency translation  —   (19.8)  —   (58.6)   (78.4)
Balance as of 
 May 31, 2009 5,098.3   123.3   923.0   518.4   6,663.0 
Other activity, 
 primarily foreign 
 currency translation  —  (1.3)   —   (68.9)  (70.2)
Balance as of 
 May 30, 2010  5,098.3   122.0    923.0   449.5   6,592.8 
Acquisitions  44.6   26.9   —   —   71.5 
Divestitures  —   (0.5)  (1.9)  —    (2.4)
Other activity, 
 primarily foreign 
 currency translation —    14.2    —   74.7   88.9 
Balance as of 
 May 29, 2011  $5,142.9   $162.6   $921.1   $524.2   $6,750.8 
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Th e changes in the carrying amount of other intan-
gible assets for fi scal 2009, 2010, and 2011 are as follows:

  U.S.   Joint 
In Millions  Retail  International Ventures  Total

Balance as of 
 May 25, 2008 $3,175.2  $518.8  $83.2  $3,777.2 
Acquisition  19.4    —    —   19.4 
Other activity, 
 primarily foreign 
 currency translation  14.3    (56.2) (7.7)  (49.6)
Balance as of 
 May 31, 2009   3,208.9    462.6   75.5   3,747.0 
Other activity, 
 primarily foreign 
 currency translation  (2.3) (17.3)  (12.4)   (32.0)
Balance as of 
 May 30, 2010  3,206.6   445.3   63.1   3,715.0 
Acquisitions   39.3    6.0   —    45.3 
Other activity, 
 primarily foreign 
 currency translation   (3.4)   46.6   9.8   53.0 
Balance as of 
May 29, 2011 $ 3,242.5   $497.9  $72.9 $3,813.3 

NOTE 7. FINANCIAL INSTRUMENTS, RISK 
MANAGEMENT ACTIVITIES, AND FAIR VALUES

Financial Instruments
Th e carrying values of cash and cash equivalents, receiv-
ables, accounts payable, other current liabilities, and 
notes payable approximate fair value. Marketable secu-
rities are carried at fair value. As of May 29, 2011, and 
May 30, 2010, a comparison of cost and market values of 
our marketable debt and equity securities is as follows:
  Market Gross Gross
 Cost Value Gains  Losses
  Fiscal Year  Fiscal Year  Fiscal Year Fiscal Year
In Millions   2011 2010   2011 2010   2011 2010  2011 2010 

Available for sale:

 Debt securities $ 8.9  $11.8   $ 9.0  $11.9   $0.1  $0.1  $— $— 

 Equity securities 2.0   6.1  6.0   15.5    4.0  9.4    —  — 

Total $10.9  $17.9   $15.0  $27.4   $4.1  $9.5   $—  $— 

Earnings include $10.5 million of realized gains from 
sales of available-for-sale marketable securities. Gains 
and losses are determined by specific identification. 
Classifi cation of marketable securities as current or non-
current is dependent upon our intended holding period, 
the security’s maturity date, or both. Th e aggregate unre-
alized gains and losses on available-for-sale securities, net 
of tax eff ects, are classifi ed in AOCI within stockholders’ 
equity. Scheduled maturities of our marketable securities 
are as follows:
 Available for Sale
    Market 
In Millions Cost Value

Under 1 year (current) $ 2.7  $ 2.7 
From 1 to 3 years  0.7   0.7 
From 4 to 7 years  5.2   5.3 
Over 7 years  0.3   0.3 
Equity securities   2.0   6.0 
Total $10.9  $15.0 

Marketable securities with a market value of $2.3 mil-
lion as of May 29, 2011, were pledged as collateral for 
certain derivative contracts.

Th e fair value and carrying amount of long-term debt, 
including the current portion, were $7,164.5 million and 
$6,573.8 million as of May 29, 2011. Th e fair value of 
long-term debt was estimated using market quotations 
and discounted cash fl ows based on our current incre-
mental borrowing rates for similar types of instruments.
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Risk Management Activities
As a part of our ongoing operations, we are exposed 
to market risks such as changes in interest rates, for-
eign currency exchange rates, and commodity prices. To 
manage these risks, we may enter into various deriva-
tive transactions (e.g., futures, options, and swaps) pur-
suant to our established policies.

Commodity Price Risk
Many commodities we use in the production and dis-
tribution of our products are exposed to market price 
risks. We utilize derivatives to manage price risk for our 
principal ingredients and energy costs, including grains 
(oats, wheat, and corn), oils (principally soybean), non-
fat dry milk, natural gas, and diesel fuel. Our primary 
objective when entering into these derivative contracts 
is to achieve certainty with regard to the future price 
of commodities purchased for use in our supply chain. 
We manage our exposures through a combination of 
purchase orders, long-term contracts with suppliers, 
exchange-traded futures and options, and over-the-
counter options and swaps. We off set our exposures 
based on current and projected market conditions and 
generally seek to acquire the inputs at as close to our 
planned cost as possible.

We use derivatives to manage our exposure to changes 
in commodity prices. We do not perform the assess-
ments required to achieve hedge accounting for com-
modity derivative positions. Accordingly, the changes in 
the values of these derivatives are recorded currently in 
cost of sales in our Consolidated Statements of Earnings.

Although we do not meet the criteria for cash fl ow 
hedge accounting, we nonetheless believe that these 
instruments are eff ective in achieving our objective of 
providing certainty in the future price of commodities 
purchased for use in our supply chain. Accordingly, for 
purposes of measuring segment operating performance 
these gains and losses are reported in unallocated cor-
porate items outside of segment operating results until 
such time that the exposure we are managing aff ects 
earnings. At that time we reclassify the gain or loss 
from unallocated corporate items to segment operating 
profi t, allowing our operating segments to realize the 
economic eff ects of the derivative without experiencing 
any resulting mark-to-market volatility, which remains 
in unallocated corporate items. 

Unallocated corporate items for fi scal 2011 and fi scal 
2010 included:
   Fiscal Year
In Millions  2011   2010   2009 

Net gain (loss) on mark-to-market 
 valuation of commodity positions $160.3   $(54.7) $(249.6)
Net loss (gain) on commodity 
 positions reclassifi ed from 
 unallocated corporate items 
 to segment operating profi t   (93.6)  55.7   134.8 
Net mark-to-market revaluation 
 of certain grain inventories  28.5   (8.1)  (4.1)
Net mark-to-market valuation of 
 certain commodity positions 
 recognized in unallocated 
 corporate items $ 95.2   $ (7.1) $(118.9)

As of May 29, 2011, the net notional value of com-
modity derivatives was $347.5 million, of which $160.7 
million related to agricultural inputs and $186.8 million 
related to energy inputs. Th ese contracts relate to inputs 
that generally will be utilized within the next 12 months.

Interest Rate Risk
We are exposed to interest rate volatility with regard 
to future issuances of fi xed-rate debt, and existing and 
future issuances of fl oating-rate debt. Primary expo-
sures include U.S. Treasury rates, LIBOR, and commer-
cial paper rates in the United States and Europe. We use 
interest rate swaps and forward-starting interest rate 
swaps to hedge our exposure to interest rate changes, 
to reduce the volatility of our fi nancing costs, and to 
achieve a desired proportion of fi xed versus fl oating-rate 
debt, based on current and projected market conditions. 
Generally under these swaps, we agree with a counter-
party to exchange the diff erence between fi xed-rate and 
fl oating-rate interest amounts based on an agreed upon 
notional principal amount.

Floating Interest Rate Exposures —Floating-to-fi xed 
interest rate swaps are accounted for as cash flow 
hedges, as are all hedges of forecasted issuances of debt. 
Eff ectiveness is assessed based on either the perfectly 
eff ective hypothetical derivative method or changes in 
the present value of interest payments on the underly-
ing debt. Eff ective gains and losses deferred to AOCI are 
reclassifi ed into earnings over the life of the associated 
debt. Ineff ective gains and losses are recorded as net 
interest. Th e amount of hedge ineff ectiveness was less 
than $1 million in each of fi scal 2011, 2010 and 2009.
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Fixed Interest Rate Exposures — Fixed-to-fl oating 
interest rate swaps are accounted for as fair value 
hedges with eff ectiveness assessed based on changes in 
the fair value of the underlying debt and derivatives, 
using incremental borrowing rates currently available 
on loans with similar terms and maturities. Ineff ective 
gains and losses on these derivatives and the underlying 
hedged items are recorded as net interest. Th e amount 
of hedge ineff ectiveness was less than $1 million in each 
of fi scal 2011, 2010 and 2009.

During the fourth quarter of fi scal 2011, we entered 
into swaps to convert $300.0 million of 1.55 percent 
fi xed-rate notes due May 16, 2014, to fl oating rates. 
We also entered into $500.0 million of forward start-
ing swaps with an average fi xed rate of 3.9 percent in 
advance of a planned debt fi nancing.

During the fourth quarter of fi scal 2010, in advance of 
a planned debt fi nancing, we entered into $500.0 mil-
lion of treasury lock derivatives with an average fi xed 
rate of 4.3 percent. All of these treasury locks were cash 
settled for $17.1 million during the fi rst quarter of fi scal 
2011, coincident with the issuance of our $500.0 million 
30-year fi xed-rate notes. As of May 29, 2011, a $16.2 mil-
lion pre-tax loss remained in AOCI, which will be reclas-
sifi ed to earnings over the term of the underlying debt.

During the second quarter of fi scal 2010 we entered 
into $700.0 million of interest rate swaps to convert 
$700.0 million of 5.65 percent fi xed-rate notes to fl oat-
ing rates. In May 2010, we repurchased $179.2 million of 
our 5.65 percent notes, and as a result, we received $2.7 
million to settle a portion of these swaps that related to 
the repurchased debt. 

In anticipation of our acquisition of Th e Pillsbury 
Company (Pillsbury) and other financing needs, we 
entered into pay-fi xed interest rate swap contracts dur-
ing fi scal 2001 and 2002 totaling $7.1 billion to lock 
in our interest payments on the associated debt. Th e 
remaining $1.6 billion of these pay-fi xed swap contracts 
along with $1.6 billion of off setting pay-fl oating swaps 
were cash settled for $22.3 million during the third 
quarter of fi scal 2011. As of May 29, 2011, a $0.5 million 
pre-tax loss remained in AOCI, which will be reclassifi ed 
to earnings over the remaining term of the underlying 
debt.

As of May 29, 2011, a $12.7 million pre-tax loss on 
cash settled interest rate swaps for our $1.0 billion 
10-year note issued January 24, 2007, remained in AOCI, 
which will be reclassifi ed to earnings over the term of 
the underlying debt.

Th e following table summarizes the notional amounts 
and weighted-average interest rates of our interest rate 
swaps. Average fl oating rates are based on rates as of 
the end of the reporting period.
  May 29, May 30,
In Millions 2011  2010 

Pay-fl oating swaps - notional amount $ 838.0   $ 2,155.6
 Average receive rate    1.8%   4.8%
 Average pay rate   0.2%   0.3%
Pay-fi xed swaps - notional amount  — $ 1,600.0
 Average receive rate  —   0.3%
 Average pay rate  —   7.3%
Pay-fi xed forward starting swaps - 
 notional amount $ 500.0    $ —

Th e swap contracts mature at various dates from fi s-
cal 2012 to 2014 as follows: 
 Fiscal Year 
 Maturity Date
In Millions Pay Floating  Pay Fixed

2012  $ 3.4   $500.0 
2013  534.6  — 
2014   300.0  —
Total $838.0   $500.0 

Foreign Exchange Risk
Foreign currency fl uctuations aff ect our net investments 
in foreign subsidiaries and foreign currency cash fl ows 
related to foreign-denominated commercial paper, third 
party purchases, intercompany loans, and product ship-
ments. We are also exposed to the translation of foreign 
currency earnings to the U.S. dollar. Our principal expo-
sures are to the Australian dollar, British pound sterling, 
Canadian dollar, Chinese renminbi, euro, Japanese yen, 
Swiss franc, and Mexican peso. We mainly use foreign 
currency forward contracts to selectively hedge our for-
eign currency cash fl ow exposures. We also generally 
swap our foreign-denominated commercial paper bor-
rowings and nonfunctional currency intercompany loans 
back to U.S. dollars or the functional currency; the gains 
or losses on these derivatives off set the foreign currency 
revaluation gains or losses recorded in earnings on the 
associated borrowings. We generally do not hedge more 
than 18 months forward.

As of May 29, 2011, the notional value of foreign 
exchange derivatives was $2,436.5 million. Th e amount 
of hedge ineff ectiveness was less than $1 million in each 
of fi scal 2011, 2010 and 2009.
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As discussed in Note 3, during the fourth quarter of 
fi scal 2011 we entered into defi nitive agreements with 
PAI Partners and Sodiaal International to purchase inter-
ests in Yoplait entities for $1.2 billion. To reduce the risk 
of the U.S. dollar cost of the euro-denominated acquisi-
tion, we purchased call options covering €637 million at 
a cost of $12.7 million. As of May 29, 2011, we recorded a 
$2.2 million unrealized gain on these derivatives.

We also have many net investments in foreign sub-
sidiaries that are denominated in euros. We hedged a 
portion of these net investments by issuing euro-denom-
inated commercial paper and foreign exchange forward 
contracts. As of May 29, 2011, we had deferred net for-
eign currency transaction losses of $95.7 million in AOCI 
associated with hedging activity.

Fair Value Measurements And 
Financial Statement Presentation
We categorize assets and liabilities into one of three lev-
els based on the assumptions (inputs) used in valuing 
the asset or liability. Level 1 provides the most reliable 
measure of fair value, while Level 3 generally requires 
signifi cant management judgment. Th e three levels are 
defi ned as follows:

Level 1:  Unadjusted quoted prices in active mar-
kets for identical assets or liabilities.

Level 2:  Observable inputs other than quoted 
prices included in Level 1, such as quoted 
prices for similar assets or liabilities 
in active markets or quoted prices for 
identical assets or liabilities in inactive 
markets.

Level 3:  Unobservable inputs refl ecting manage-
ment’s assumptions about the inputs 
used in pricing the asset or liability.

Th e fair values of our assets, liabilities, and derivative positions recorded at fair value as of May 29, 2011, and May 
30, 2010, were as follows:

 May, 29, 2011  May 29, 2011
  Fair Values of Assets  Fair Values of Liabilities
In Millions  Level 1 Level 2  Level 3  Total  Level 1  Level 2  Level 3  Total

Derivatives designated as hedging instruments:
 Interest rate contracts (a) (b) $ —  $ 11.2  $ —  $ 11.2   $ —  $(21.3) $ —  $(21.3)
 Foreign exchange contracts (c) (d)   —   10.1    —   10.1     —    (14.9)   —  (14.9)
Total    —    21.3    —    21.3  —    (36.2)   —   (36.2)
Derivatives not designated as hedging instruments:  
 Interest rate contracts (a) (b)   —   2.2   —   2.2   —    (0.9)   —    (0.9)
 Foreign exchange contracts (c) (d)   —    57.1   —    57.1    —    (19.9)   —  (19.9)
 Commodity contracts (c) (e)   14.6    16.3    —   30.9    —    —    —    — 
 Grain contracts (c) (e)   —    61.1    —    61.1    —   (29.0)  —   (29.0)
Total    14.6    136.7    —    151.3    —    (49.8)   —    (49.8)
Other assets and liabilities reported at fair value:
 Marketable investments (a) (f)  5.9    9.1    —    15.0   —   —   —    — 
Total   5.9   9.1    —    15.0    —    —   —    — 
Total assets, liabilities, and derivative positions recorded at fair value $20.5  $167.1  $ —  $187.6   $ —  $(86.0) $ —  $(86.0)
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 May, 30, 2011  May 30, 2011
  Fair Values of Assets  Fair Values of Liabilities
In Millions  Level 1 Level 2  Level 3  Total  Level 1  Level 2  Level 3  Total

Derivatives designated as hedging instruments:                 
 Interest rate contracts (a) (b) $  —  $ 5.8  $ —  $ 5.8  $ —  $ (17.1)  $ —  $ (17.1)
 Foreign exchange contracts (c) (d)  —    8.6    —    8.6    —   (12.5)  —  (12.5)
Total    —    14.4   —    14.4    —    (29.6)   —    (29.6)
Derivatives not designated as hedging instruments:                 
 Interest rate contracts (a) (b)   —   124.3    —    124.3    —   (163.1)   —    (163.1)
 Foreign exchange contracts (c) (d)   —    9.5    —    9.5   —   (1.0)   —    (1.0)
 Commodity contracts (c) (e)   —    7.4    —    7.4    (5.6)   —    —   (5.6)
 Grain contracts (c) (e)  —    11.9    —    11.9   —   (13.0)   —    (13.0)
Total    —    153.1    —   153.1    (5.6)   (177.1)   —   (182.7)
Other assets and liabilities reported at fair value:                   
 Marketable investments (a) (f)   15.5    11.9    —    27.4    —    —    —   — 
  Long-lived assets (g)   —     0.4    —    0.4    —   —   —    — 
Total   15.5    12.3   —   27.8    —    —    —    — 
Total assets, liabilities, and derivative positions recorded at fair value $15.5  $179.8  $ —  $195.3   $(5.6) $(206.7) $ —  $(212.3)

(a)  Th ese contracts and investments are recorded as other assets or as other liabilities, as appropriate, based on whether in a gain or loss position. Certain 
marketable investments are recorded as cash and cash equivalents. 

(b) Based on LIBOR and swap rates.

(c)  Th ese contracts are recorded as prepaid expenses and other current assets or as other current liabilities, as appropriate, based on whether in a gain or loss 
position.

(d) Based on observable market transactions of spot currency rates and forward currency prices. 

(e) Based on prices of futures exchanges and recently reported transactions in the marketplace.

(f) Based on prices of common stock and bond matrix pricing.

(g)  We recorded a $6.6 million non-cash impairment charge in fi scal 2010 to write down certain long-lived assets to their fair value of $0.4 million. Fair value 
was based on recently reported transactions for similar assets in the marketplace. Th ese assets had a book value of $7.0 million and were associated with 
the exit activities described in Note 4.

We did not signifi cantly change our valuation techniques from prior periods.
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Amounts Recorded In Accumulated Other 
Comprehensive Loss 
Unrealized losses from interest rate cash fl ow hedges 
recorded in AOCI as of May 29, 2011, totaled $30.0 
million aft er tax. Th ese deferred losses are primarily 
related to interest rate swaps that we entered into in 
contemplation of future borrowings and other fi nanc-
ing requirements and that are being reclassifi ed into net 
interest over the lives of the hedged forecasted transac-
tions. Unrealized losses from foreign currency cash fl ow 
hedges recorded in AOCI as of May 29, 2011, were $5.8 
million aft er-tax. Th e net amount of pre-tax gains and 
losses in AOCI as of May 29, 2011, that we expect to be 
reclassifi ed into net earnings within the next 12 months 
is $11.7 million of expense.

Credit-Risk-Related Contingent Features 
Certain of our derivative instruments contain provisions 
that require us to maintain an investment grade credit 
rating on our debt from each of the major credit rat-
ing agencies. If our debt were to fall below investment 

grade, the counterparties to the derivative instruments 
could request full collateralization on derivative instru-
ments in net liability positions. Th e aggregate fair value 
of all derivative instruments with credit-risk-related 
contingent features that were in a liability position on 
May 29, 2011, was $6.3 million. We would be required 
to post this amount of collateral to the counterparties if 
the contingent features were triggered. 

Concentrations Of Credit And 
Counterparty Credit Risk 
During fi scal 2011, Wal-Mart Stores, Inc. and its affi  liates 
(Wal-Mart) accounted for 23 percent of our consolidated 
net sales and 30 percent of our net sales in the U.S. Retail 
segment. No other customer accounted for 10 percent or 
more of our consolidated net sales. Wal-Mart also rep-
resented 6 percent of our net sales in the International 
segment and 7 percent of our net sales in the Bakeries 
and Foodservice segment. As of May 29, 2011, Wal-Mart 
accounted for 26 percent of our U.S. Retail receivables, 5 
percent of our International receivables, and 9 percent of 

Information related to our cash fl ow hedges, fair value hedges, and other derivatives not designated as hedging 
instruments for the fi scal years ended May 29, 2011, and May 30, 2010, follows:

  Interest Rate  Foreign Exchange Equity   Commodity
 Contracts  Contracts Contracts Contracts Total 

   Fiscal Year  Fiscal Year  Fiscal Year  Fiscal Year  Fiscal Year
In Millions  2011   2010   2011   2010   2011   2010   2011   2010   2011  2010

Derivatives in Cash Flow Hedging Relationships:
 Amount of loss recognized in other 
    comprehensive income (OCI) (a)   $(20.9) $(11.7) $(18.9) $(13.3) $ —  $ —  $ —  $ —  $(39.8) $(25.0)
 Amount of loss reclassifi ed from 
    AOCI into earnings (a) (b)  (13.1)  (18.0)  (16.7)   (26.4)   —    —    —   —    (29.8)   (44.4)
 Amount of gain (loss) recognized 
    in earnings (c) (d)   (0.4)   (0.3)   0.3   (0.5)   —    —    —    —    (0.1)   (0.8)
Derivatives in Fair Value Hedging Relationships:
 Amount of net gain recognized in earnings (e)   0.3    0.2   —   —    —    —    —    —    0.3    0.2 
Derivatives Not Designated as Hedging 
 Instruments:
 Amount of gain (loss) recognized in earnings (e)  1.0    0.2    23.7    13.3  —   0.2    160.3    (54.7)  185.0    (41.0)

(a) Eff ective portion. 

(b)  Loss reclassifi ed from AOCI into earnings is reported in interest, net for interest rate swaps and in cost of sales and SG&A expenses for foreign exchange 
contracts.

(c)  All gain (loss) recognized in earnings is related to the ineff ective portion of the hedging relationship. No amounts were reported as a result of being excluded 
from the assessment of hedge eff ectiveness.

(d) Gain (loss) recognized in earnings is reported in SG&A expenses for foreign exchange contracts.

(e)  Gain (loss) recognized in earnings is reported in interest, net for interest rate contracts, in cost of sales for commodity contracts, and in SG&A expenses for 
equity contracts and foreign exchange contracts.
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our Bakeries and Foodservice receivables. Th e fi ve larg-
est customers in our U.S. Retail segment accounted for 
53 percent of its fi scal 2011 net sales, the fi ve largest 
customers in our International segment accounted for 
24 percent of its fi scal 2011 net sales, and the fi ve larg-
est customers in our Bakeries and Foodservice segment 
accounted for 45 percent of its fi scal 2011 net sales.

We enter into interest rate, foreign exchange, and cer-
tain commodity and equity derivatives, primarily with 
a diversifi ed group of highly rated counterparties. We 
continually monitor our positions and the credit rat-
ings of the counterparties involved and, by policy, limit 
the amount of credit exposure to any one party. Th ese 
transactions may expose us to potential losses due to 
the risk of nonperformance by these counterparties; 
however, we have not incurred a material loss. We also 
enter into commodity futures transactions through vari-
ous regulated exchanges.

Th e amount of loss due to the credit risk of the coun-
terparties, should the counterparties fail to perform 
according to the terms of the contracts, is $63.1 million 
against which we do not hold collateral. Under the terms 
of master swap agreements, some of our transactions 
require collateral or other security to support fi nancial 
instruments subject to threshold levels of exposure and 
counterparty credit risk. Collateral assets are either cash 
or U.S. Treasury instruments and are held in a trust 
account that we may access if the counterparty defaults.

NOTE 8. DEBT

Notes Payable Th e components of notes payable and 
their respective weighted-average interest rates at the 
end of the periods were as follows: 

   May 29, 2011 May 30, 2010 

   Weighted-  Weighted-
  average   average
 Notes Interest Notes Interest
In Millions Payable  Rate Payable Rate

U.S. commercial paper $192.5   0.2%  $ 973.0   0.3%
Financial institutions 118.8    11.5  77.1  10.6  
Total $311.3   4.5%  $1,050.1   1.1%

To ensure availability of funds, we maintain bank 
credit lines suffi  cient to cover our outstanding short-
term borrowings. Commercial paper is a continuing 
source of short-term fi nancing. We issue commercial 
paper in the United States and Europe. Our commer-
cial paper borrowings are supported by $2.9 billion of 

fee-paid committed credit lines, consisting of a $1.8 bil-
lion facility expiring in October 2012 and a $1.1 billion 
facility expiring in October 2013. We also have $311.8 mil-
lion in uncommitted credit lines that support our foreign 
operations. As of May 29, 2011, there were no amounts 
outstanding on the fee-paid committed credit lines and 
$118.8 million was drawn on the uncommitted lines. Th e 
credit facilities contain several covenants, including a 
requirement to maintain a fi xed charge coverage ratio of 
at least 2.5. We were in compliance with all credit facility 
covenants as of May 29, 2011. 

Long-Term Debt In May 2011, we issued $300.0 million 
aggregate principal amount of 1.55 percent fi xed-rate 
notes and $400.0 million aggregate principal amount of 
fl oating-rate notes, both due May 16, 2014.  Th e pro-
ceeds of these notes were used to repay a portion of our 
outstanding commercial paper. Th e fl oating-rate notes 
bear interest equal to three-month LIBOR plus 35 basis 
points, subject to quarterly reset. Interest on the fl oating-
rate notes is payable quarterly in arrears. Interest on the 
fi xed-rate notes is payable semi-annually in arrears. Th e 
fi xed-rate notes may be redeemed at our option at any 
time for a specifi ed make whole amount. Th ese notes 
are senior unsecured, unsubordinated obligations that 
include a change of control repurchase provision.

In June 2010, we issued $500.0 million aggregate prin-
cipal amount of 5.4 percent notes due 2040. Th e pro-
ceeds of these notes were used to repay a portion of our 
outstanding commercial paper. Interest on these notes 
is payable semi-annually in arrears. Th ese notes may be 
redeemed at our option at any time for a specifi ed make 
whole amount. Th ese notes are senior unsecured, unsub-
ordinated obligations that include a change of control 
repurchase provision.

In May 2010, we paid $437.0 million to repurchase in a 
cash tender off er $400.0 million of our previously issued 
debt. We repurchased $220.8 million of our 6.0 percent 
notes due 2012 and $179.2 million of our 5.65 percent 
notes due 2012. We issued commercial paper to fund the 
repurchase. 

In January 2009, we issued $1.2 billion aggregate prin-
cipal amount of 5.65 percent notes due 2019. In August 
2008, we issued $700.0 million aggregate principal 
amount of 5.25 percent notes due 2013. Th e proceeds 
of these notes were used to repay a portion of our out-
standing commercial paper. Interest on these notes is 
payable semi-annually in arrears. Th ese notes may be 
redeemed at our option at any time for a specifi ed make 
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whole amount. Th ese notes are senior unsecured, unsub-
ordinated obligations that include a change of control 
repurchase provision.

Certain of our long-term debt agreements contain 
restrictive covenants. As of May 29, 2011, we were in 
compliance with all of these covenants.

As of May 29, 2011, the $48.4 million pre-tax loss 
recorded in AOCI associated with our previously des-
ignated interest rate swaps will be reclassifi ed to net 
interest over the remaining lives of the hedged transac-
tions. Th e amount expected to be reclassifi ed from AOCI 
to net interest in fi scal 2012 is $4.3 million pre-tax.

A summary of our long-term debt is as follows: 

In Millions May 29, 2011  May 30, 2010

5.65% notes due February 15, 2019 $1,150.0  $1,150.0 
6% notes due February 15, 2012   1,019.5   1,019.5 
5.7% notes due February 15, 2017  1,000.0   1,000.0 
5.2% notes due March 17, 2015  750.0   750.0 
5.25% notes due August 15, 2013  700.0   700.0 
5.65% notes due September 10, 2012  520.8   520.8 
5.4% notes due June 15, 2040   500.0    — 
1.55% notes due May 16, 2014   300.0    — 
Floating-rate notes due May 16, 2014   400.0    — 
Medium-term notes, 0.1% to 6.5%, 
 due fi scal 2012 or later   204.4    204.4 
Debt of consolidated contract manufacturer  15.0   20.9 
Other, including capital leases  14.1    10.2 
    6,573.8   5,375.8 
Less amount due within one year  (1,031.3)   (107.3)
Total long-term debt $5,542.5  $5,268.5 

Principal payments due on long-term debt in the next 
fi ve years based on stated contractual maturities, our 
intent to redeem, or put rights of certain note holders 
are $1,031.3 million in fi scal 2012, $733.6 million in fi scal 
2013, $1,402.6 million in fi scal 2014, $750.1 million in fi s-
cal 2015, and less than $1 million in fi scal 2016.

NOTE 9. NONCONTROLLING INTERESTS

Our principal noncontrolling interest relates to our sub-
sidiary General Mills Cereals, LLC (GMC). GMC issued 
a managing membership interest and limited preferred 
membership interests to certain of our wholly owned 
subsidiaries. We continue to hold the entire managing 
membership interest, and therefore direct the opera-
tions of GMC. We currently hold all interests in GMC 
other than Class A Limited Membership Interests (Class 
A Interests) which are held by an unrelated third-party 
investor. As of May 29, 2011, the carrying value of all 
outstanding Class A Interests was $242.3 million, clas-
sifi ed as noncontrolling interests on our Consolidated 
Balance Sheets.

Th e holder of the Class A Interests receives quarterly 
preferred distributions from available net income based 
on the application of a fl oating preferred return rate, 
currently equal to the sum of three-month LIBOR plus 
65 basis points, to the holder’s capital account balance 
established in the most recent mark-to-market valuation 
(currently $248.1 million). 

For fi nancial reporting purposes, the assets, liabili-
ties, results of operations, and cash fl ows of GMC are 
included in our Consolidated Financial Statements. Th e 
return to the third-party investor is refl ected in net 
earnings attributable to noncontrolling interests in the 
Consolidated Statements of Earnings. 

In addition, we have seven foreign subsidiaries that 
have minority interests totaling $4.4 million as of May 
29, 2011.

Our noncontrolling interests contain restrictive cov-
enants. As of May 29, 2011, we were in compliance with 
all of these covenants.
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NOTE 10. STOCKHOLDERS’ EQUITY

Cumulative preference stock of 5.0 million shares, with-
out par value, is authorized but unissued.

During fi scal 2011, we repurchased 31.8 million shares 
of common stock for an aggregate purchase price of 
$1,163.5 million. During fi scal 2010, we repurchased 21.3 
million shares of common stock for an aggregate pur-
chase price of $691.8 million. During fi scal 2009, we 
repurchased 40.4 million shares of common stock for an 
aggregate purchase price of $1,296.4 million.  

On June 28, 2010, our Board of Directors authorized 
the repurchase of up to 100 million shares of our com-
mon stock. Purchases under the authorization can be 
made in the open market or in privately negotiated 
transactions, including the use of call options and other 
derivative instruments, Rule 10b5-1 trading plans, and 
accelerated repurchase programs. Th e authorization has 
no specifi ed termination date.

Th e following table provides details of total compre-
hensive income:
 Fiscal 2011
In Millions  Pretax  Tax  Net

Net earnings attributable 
 to General Mills   $1,798.3 
Net earnings attributable 
 to noncontrolling interests   5.2 
Net earnings, including 
 earnings attributable to 
 noncontrolling interests    $1,803.5 
Other comprehensive income (loss):        
 Foreign currency translation $358.3  $ —  $ 358.3 
 Net actuarial gain  93.5    (32.4)   61.1 
 Other fair value changes:         
    Securities   (5.8)   2.2    (3.6)
    Hedge derivatives  (39.8)  14.4    (25.4)
 Reclassifi cation to earnings:         
    Hedge derivatives   29.8   (11.3)  18.5 
    Amortization of losses and 
       prior service costs   108.7   (41.5)  67.2 
Other comprehensive income 
 (loss) in accumulated 
 other comprehensive loss   544.7    (68.6)   476.1 
Other comprehensive income 
 attributable to 
 noncontrolling interests  0.7   —   0.7 
Other comprehensive income (loss) $545.4  $(68.6) $ 476.8 
Total comprehensive income     $2,280.3 

 Fiscal 2010
In Millions  Pretax  Tax  Net

Net earnings attributable 
 to General Mills   $1,530.5 
Net earnings attributable 
 to noncontrolling interests     4.5 
Net earnings, including 
 earnings attributable to 
 noncontrolling interests     $1,535.0 
Other comprehensive income (loss):
 Foreign currency translation $(163.3) $  —  $ (163.3)
 Net actuarial loss   (786.3)   314.8    (471.5)
 Other fair value changes:         
    Securities   1.9    (0.7)   1.2 
    Hedge derivatives   (25.0)   10.6    (14.4)
 Reclassifi cation to earnings:       
    Hedge derivatives   44.4    (17.0)   27.4 
    Amortization of losses 
       and prior service costs    19.1    (7.6)  11.5 
Other comprehensive income 
 (loss) in accumulated 
 other comprehensive loss  (909.2)   300.1    (609.1)
Other comprehensive loss 
 attributable to 
  noncontrolling interests   0.2    —    0.2 
Other comprehensive income (loss) $(909.0) $300.1  $ (608.9)
Total comprehensive income      $ 926.1 
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 Fiscal 2009
In Millions  Pretax  Tax  Net

Net earnings attributable 
 to General Mills      $ 1,304.4 
Net earnings attributable 
 to noncontrolling interests     9.3 
Net earnings, including 
 earnings attributable to 
 noncontrolling interests     $ 1,313.7 
Other comprehensive income (loss):        
 Foreign currency translation $ (286.6) $  —  $ (286.6)
 Net actuarial loss   (1,254.0)   477.8   (776.2)
 Other fair value changes:    
    Securities   (0.6)   0.2    (0.4)
    Hedge derivatives   8.0    (3.4)   4.6 
 Reclassifi cation to earnings: 
    Hedge derivatives  (11.9)  4.6    (7.3)
    Amortization of losses 
    and prior service costs   24.2   (9.2)   15.0 
Other comprehensive income 
 (loss) in accumulated 
 other comprehensive loss   (1,520.9)   470.0    (1,050.9)
Other comprehensive 
 income attributable to 
 noncontrolling interests  (1.2)   —    (1.2)
Other comprehensive 
 income (loss) $(1,522.1) $470.0  $(1,052.1)
Total comprehensive income    $ 261.6 

During fi scal 2009, we incurred unrecognized losses 
in excess of $1.1 billion on assets, primarily equity secu-
rities, in our defi ned benefi t pension and other postre-
tirement benefi t plans. Th ese losses were recognized in 
other comprehensive income. In fi scal 2010 and future 
years, the losses are refl ected in pension expense using 
the market-related value of the plan assets over a fi ve 
year period and amortized using a declining balance 
method over the average remaining service period of 
active plan participants.

In fi scal 2011, 2010, and 2009, except for reclassifi -
cations to earnings, changes in other comprehensive 
income (loss) were primarily non-cash items.

Accumulated other comprehensive loss balances, net 
of tax eff ects, were as follows:

In Millions  May 29, 2011  May 30, 2010

Foreign currency translation adjustments  $ 553.2   $ 194.9 
Unrealized gain (loss) from:      
 Securities  2.0     5.6 
 Hedge derivatives   (35.8)    (28.9)
Pension, other postretirement, 
and postemployment benefi ts:
 Net actuarial loss  (1,509.5)  (1,611.0)
 Prior service costs  (20.7)  (47.5)
Accumulated other comprehensive loss  $(1,010.8)  $(1,486.9)

NOTE 11. STOCK PLANS

We use broad-based stock plans to help ensure that man-
agement’s interests are aligned with those of our stock-
holders. As of May 29, 2011, a total of 16,942,290 shares 
were available for grant in the form of stock options, 
restricted shares, restricted stock units, and shares of 
common stock under the 2009 Stock Compensation 
Plan (2009 Plan) and the 2006 Compensation Plan 
for Non-Employee Directors (2006 Director Plan). Th e 
2009 Plan also provides for the issuance of cash-settled 
share-based units. Stock-based awards now outstanding 
include some granted under the 1995, 1996, 1998 (senior 
management), 1998 (employee), 2001, 2003, 2005, and 
2007 stock plans and the Executive Incentive Plan (EIP), 
under which no further awards may be granted. Th e 
stock plans provide for full vesting of options, restricted 
shares, restricted stock units, and cash-settled share-
based units upon completion of specifi ed service peri-
ods or in certain circumstances, following a change of 
control.

Stock Options Th e estimated fair values of stock options 
granted and the assumptions used for the Black-Scholes 
option-pricing model were as follows:
 Fiscal Year
  2011  2010  2009

Estimated fair values of 
 stock options granted   $ 4.12  $3.20 $4.70 
Assumptions:     
 Risk-free interest rate   2.9%  3.7%   4.4%
 Expected term   8.5 years   8.5 years   8.5 years
 Expected volatility   18.5%   18.9%   16.1%
 Dividend yield   3.0%  3.4%   2.7%
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Th e valuation of stock options is a signifi cant account-
ing estimate that requires us to use judgments and 
assumptions that are likely to have a material impact 
on our fi nancial statements. Annually, we make predic-
tive assumptions regarding future stock price volatility, 
employee exercise behavior, dividend yield, and the for-
feiture rate.

We estimate the fair value of each option on the grant 
date using a Black-Scholes option-pricing model, which 
requires us to make predictive assumptions regarding 
future stock price volatility, employee exercise behavior, 
and dividend yield. We estimate our future stock price 
volatility using the historical volatility over the expected 
term of the option, excluding time periods of volatility 
we believe a marketplace participant would exclude in 
estimating our stock price volatility. We also have con-
sidered, but did not use, implied volatility in our esti-
mate, because trading activity in options on our stock, 
especially those with tenors of greater than 6 months, 
is insuffi  cient to provide a reliable measure of expected 
volatility. 

Our expected term represents the period of time 
that options granted are expected to be outstanding 
based on historical data to estimate option exercises 
and employee terminations within the valuation model. 
Separate groups of employees have similar historical 
exercise behavior and therefore were aggregated into a 
single pool for valuation purposes. Th e weighted-average 
expected term for all employee groups is presented in 
the table above. Th e risk-free interest rate for periods 
during the expected term of the options is based on the 
U.S. Treasury zero-coupon yield curve in eff ect at the 
time of grant.

Any corporate income tax benefi t realized upon exer-
cise or vesting of an award in excess of that previously 
recognized in earnings (referred to as a windfall tax ben-
efi t) is presented in the Consolidated Statements of Cash 
Flows as a fi nancing cash fl ow.

Realized windfall tax benefi ts are credited to addi-
tional paid-in capital within the Consolidated Balance 
Sheets. Realized shortfall tax benefi ts (amounts which 
are less than that previously recognized in earnings) are 
fi rst off set against the cumulative balance of windfall 
tax benefi ts, if any, and then charged directly to income 
tax expense, potentially resulting in volatility in our 
consolidated eff ective income tax rate. We calculated a 
cumulative memo balance of windfall tax benefi ts from 
post-1995 fi scal years for the purpose of accounting for 
future shortfall tax benefi ts.

Options may be priced at 100 percent or more of the 
fair market value on the date of grant, and generally 
vest four years aft er the date of grant. Options generally 
expire within 10 years and one month aft er the date of 
grant.

Information on stock option activity follows: 

   Weighted-  Weighted-
   average  average
  Options Exercise Options Exercise
  Exercisable Price Per Outstanding Price Per
  (Th ousands) Share (Th ousands) Share

Balance as of 
May 25, 2008  76,389.2  $21.23   106,042.4  $22.68 
 Granted    6,495.4    31.74 
 Exercised      (17,548.4) 19.60 
 Forfeited or expired      (382.4)   27.50 
Balance as of 
May 31, 2009  67,619.2   21.96   94,607.0   23.84 
 Granted      6,779.4   27.99 
 Exercised       (20,013.6)  19.87 
 Forfeited or expired      (268.2)  24.82 
Balance as of 
May 30, 2010  47,726.6   22.89   81,104.6  25.17 
 Granted    5,234.3    37.38 
 Exercised       (18,665.4)   22.59 
 Forfeited or expired       (126.2)  31.26 
Balance as of 
May 29, 2011  39,221.7  $23.78   67,547.3  $26.82 

Stock-based compensation expense related to stock 
option awards was $26.8 million in fi scal 2011, $34.4 mil-
lion in fi scal 2010, and $40.0 million in fi scal 2009.

Net cash proceeds from the exercise of stock options 
less shares used for withholding taxes and the intrinsic 
value of options exercised were as follows:

 Fiscal Year
In Millions  2011  2010  2009

Net cash proceeds $410.4   $388.5   $305.9 
Intrinsic value of 
 options exercised $275.6   $271.8   $226.7 
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Restricted Stock, Restricted Stock Units, and Cash-
Settled Share-Based Units Stock and units settled in 
stock subject to a restricted period and a purchase price, 
if any (as determined by the Compensation Committee 
of the Board of Directors), may be granted to key 
employees under the 2009 Plan. Certain restricted stock 
and restricted stock unit awards require the employee 
to deposit personally owned shares (on a one-for-one 
basis) during the restricted period. Restricted stock and 

Information on restricted stock unit and cash-settled share-based units activity follows: 

 Equity Classifi ed Liability Classifi ed

 Share- Weighted- Share- Weighted- Cash-Settled Weighted-
 Settled Average Settled Average Share-Based Average
 Units Grant-Date Units Grant-Date Units Grant-Date
 (Th ousands) Fair Value (Th ousands) Fair Value (Th ousands) Fair Value

Non-vested as of May 30, 2010 10,209.8  $28.49   424.3  $28.64   3,703.7  $29.65 
  Granted  2,406.7   35.47   127.7   37.40   1,217.2   37.40 
  Vested (3,161.0)   26.46   (78.1)  29.02    (245.2)   31.33 
  Forfeited or expired (285.6)   31.61   (36.7)   30.04   (160.6)  31.36 
Non-vested as of May 29, 2011  9,169.9  $30.92   437.2  $31.01   4,515.1  $31.58 

  Fiscal Year
In Millions  2011  2010  2009

Number of units granted (thousands)  3,751.6   4,745.7   4,348.0 
Weighted average price per unit $36.16   $28.03   $31.70 

restricted stock units generally vest and become unre-
stricted four years aft er the date of grant. Participants 
are entitled to dividends on such awarded shares and 
units, but only receive those amounts if the shares or 
units vest. Th e sale or transfer of these shares and units 
is restricted during the vesting period. Participants hold-
ing restricted stock, but not restricted stock units, are 
entitled to vote on matters submitted to holders of com-
mon stock for a vote.
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Th e total grant-date fair value of restricted stock unit 
awards that vested during fi scal 2011 was $93.6 million, 
and $26.1 million vested during fi scal 2010.

As of May 29, 2011, unrecognized compensa-
tion expense related to non-vested stock options and 
restricted stock units was $170.7 million. Th is expense 
will be recognized over 19 months, on average.

Stock-based compensation expense related to 
restricted stock units and cash-settled share-based pay-
ment awards was $141.2 million for fi scal 2011, $131.0 
million for fi scal 2010, and $101.4 million for fi scal 2009.

NOTE 12. EARNINGS PER SHARE

Basic and diluted earnings per share (EPS) were calcu-
lated using the following: 
 Fiscal Year
In Millions, Except per Share Data  2011  2010  2009

Net earnings attributable 
 to General Mills $1,798.3   $1,530.5  $1,304.4 
Average number of common 
 shares - basic EPS   642.7     659.6     663.7 
Incremental share eff ect from: (a)         
 Stock options  16.6  17.7     17.9 
 Restricted stock, restricted 
 stock units, and other  5.5   6.0     5.5 
Average number of 
 common shares - diluted EPS   664.8     683.3   687.1 
Earnings per share - basic $2.80  $2.32   $1.96 
Earnings per share - diluted $2.70  $2.24   $1.90 

(a) Incremental shares from stock options and restricted stock units are 
computed by the treasury stock method. Stock options and restricted stock 
units excluded from our computation of diluted EPS because they were not 
dilutive were as follows:

 Fiscal Year
In Millions  2011  2010  2009

Anti-dilutive stock options 
 and restricted stock units 4.8  6.3    14.2 

NOTE 13. RETIREMENT BENEFITS AND 
POSTEMPLOYMENT BENEFITS

Defi ned Benefi t Pension Plans We have defi ned benefi t 
pension plans covering most United States, Canadian, 
and United Kingdom employees. Benefi ts for salaried 
employees are based on length of service and fi nal aver-
age compensation. Benefi ts for hourly employees include 
various monthly amounts for each year of credited ser-
vice. Our funding policy is consistent with the require-
ments of applicable laws. We made $200.0 million of 
voluntary contributions to our principal domestic plans 
in fi scal 2011. We do not expect to be required to make 
any contributions in fi scal 2012. Our principal domestic 
retirement plan covering salaried employees has a provi-
sion that any excess pension assets would be allocated 
to active participants if the plan is terminated within fi ve 
years of a change in control.

Other Postretirement Benefi t Plans We also sponsor 
plans that provide health care benefi ts to the majority 
of our United States and Canadian retirees. Th e salaried 
health care benefi t plan is contributory, with retiree con-
tributions based on years of service. We make decisions 
to fund related trusts for certain employees and retirees 
on an annual basis. We did not make voluntary contribu-
tions to these plans in fi scal 2011 or fi scal 2010.

Health Care Cost Trend Rates Assumed health care 
cost trends are as follows:
  Fiscal Year
  2011   2010 

Health care cost trend rate for next year 8.5% 9.0%
Rate to which the cost trend rate is 
 assumed to decline (ultimate rate) 5.2%  5.2%
Year that the rate reaches the 
 ultimate trend rate 2019 2019

We review our health care cost trend rates annu-
ally. Our review is based on data we collect about our 
health care claims experience and information provided 
by our actuaries. Th is information includes recent plan 
experience, plan design, overall industry experience 
and projections, and assumptions used by other simi-
lar organizations. Our initial health care cost trend rate 
is adjusted as necessary to remain consistent with this 
review, recent experiences, and short-term expectations. 
Our initial health care cost trend rate assumption is 8.5 
percent for all retirees. Rates are graded down annually 
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until the ultimate trend rate of 5.2 percent is reached in 
2019 for all retirees. Th e trend rates are applicable for 
calculations only if the retirees’ benefi ts increase as a 
result of health care infl ation. Th e ultimate trend rate 
is adjusted annually, as necessary, to approximate the 
current economic view on the rate of long-term infl ation 
plus an appropriate health care cost premium. Assumed 
trend rates for health care costs have an important 
eff ect on the amounts reported for the other postretire-
ment benefi t plans.

A one percentage point change in the health care cost 
trend rate would have the following eff ects:
 One  One 
 Percentage  Percentage
 Point  Point
In Millions Increase Decrease

Eff ect on the aggregate of the service and 
 interest cost components in fi scal 2012 $ 6.2  $ (5.4)
Eff ect on the other postretirement 
 accumulated benefi t obligation as of 
 May 29, 2011   82.4    (73.6)

Th e Patient Protection and Aff ordable Care Act, as 
amended by the Health Care and Education Reconciliation 
Act of 2010 (collectively, the Act) was signed into law in 
March 2010. Th e Act codifi es health care reforms with 
staggered eff ective dates from 2010 to 2018. Estimates 
of the future impacts of several of the Act’s provisions 
are incorporated into our postretirement benefi t liability 
including the elimination of lifetime maximums and the 
imposition of an excise tax on high cost health plans. 
Th ese changes resulted in a $24.0 million increase in our 
postretirement benefi t liability in fi scal 2010.

Postemployment Benefi t Plans Under certain circum-
stances, we also provide accruable benefi ts to former 
or inactive employees in the United States, Canada, 
and Mexico, and members of our Board of Directors, 
including severance and certain other benefits pay-
able upon death. We recognize an obligation for any 
of these benefi ts that vest or accumulate with service. 
Postemployment benefi ts that do not vest or accumulate 
with service (such as severance based solely on annual 
pay rather than years of service) are charged to expense 
when incurred. Our postemployment benefi t plans are 
unfunded.

We use our fi scal year end as the measurement date 
for our defi ned benefi t pension and other postretirement 
benefi t plans.
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Summarized fi nancial information about defi ned benefi t pension, other postretirement, and postemployment ben-
efi ts plans is presented below:

  Other
 Defi ned Benefi t Postretirement Postemployment
 Pension Plans Benefi t Plans Benefi t Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2011 2010 2011 2010 2011 2010

Change in Plan Assets: 
 Fair value at beginning of year $3,529.8   $3,157.8   $ 284.3   $ 235.6 
 Actual return on assets  688.9   535.9   60.7   41.0 
 Employer contributions  220.7    17.1    0.1    0.1 
 Plan participant contributions   4.1     3.5   11.8    11.3
 Benefi ts payments   (188.2)   (182.6)   (3.1)    (3.7)
 Foreign currency    8.7    (1.9)  —    —   
Fair value at end of year $4,264.0   $3,529.8   $ 353.8   $ 284.3 
Change in Projected Benefi t Obligation:
 Benefi t obligation at beginning of year $4,030.0  $3,167.3   $1,060.6   $ 852.0   $ 130.3   $ 112.5 
 Service cost  101.4    70.9   18.7    12.9    8.0   7.2 
 Interest cost  230.9   230.3   60.1    61.6    5.1   5.6 
 Plan amendment   —   25.8   (35.3)  7.5   —    — 
 Curtailment/other —    —   —    —    4.2   10.6 
 Plan participant contributions  4.1    3.5    11.8    11.3    —   — 
 Medicare Part D reimbursements   —    —    4.5    4.7    —    — 
 Actuarial loss (gain)  271.2   716.4    2.0    168.1    (0.5)  11.8 
 Benefi ts payments    (188.2)   (182.6)   (56.9)  (57.5) (16.1)   (17.6)
 Foreign currency    9.0   (1.6)  0.3   —   0.3   0.2 
Projected benefi t obligation at end of year $4,458.4  $4,030.0   $1,065.8   $1,060.6   $ 131.3   $ 130.3 
Plan assets less than benefi t 
 obligation as of fi scal year end $ (194.4)  $ (500.2) $ (712.0) $ (776.3) $(131.3) $(130.3)

Th e accumulated benefi t obligation for all defi ned benefi t pension plans was $3,991.6 million as of May 29, 2011, 
and $3,620.3 million as of May 30, 2010.

Amounts recognized in AOCI as of May 29, 2011, and May 30, 2010, are as follows:

  Other
 Defi ned Benefi t Postretirement Postemployment
 Pension Plans Benefi t Plans Benefi t Plans Total

 Fiscal Year Fiscal Year Fiscal Year  Fiscal Year

In Millions 2011 2010 2011 2010 2011 2010 2011 2010

Net actuarial loss  $(1,313.9)  $(1,369.9)  $(181.3)  $(225.2) $(14.3) $(15.9)  $(1,509.5)  $(1,611.0)
Prior service (costs) credits  (35.8)  (41.3)  20.7    1.0   (5.6)  (7.2)  (20.7)  (47.5)
Amounts recorded in accumulated 
 other comprehensive loss $(1,349.7) $(1,411.2)  $(160.6)  $(224.2)  $(19.9)   $(23.1)  $(1,530.2)  $(1,658.5)
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Plans with accumulated benefi t obligations in excess of plan assets are as follows:

  Other
 Defi ned Benefi t Postretirement Postemployment
 Pension Plans Benefi t Plans Benefi t Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2011 2010 2011 2010 2011 2010

Projected benefi t obligation $335.1   $299.6  $  —   $  —  $  —   $  — 
Accumulated benefi t obligation   280.6    252.5   1,065.8     1,060.6    131.3     130.3 
Plan assets at fair value  9.0   17.3     353.8     284.3    —     — 

Components of net periodic benefi t expense (income) are as follows: 
  
  Other 
 Defi ned Benefi t Postretirement Postemployment
 Pension Plans Benefi t Plans Benefi t Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2011 2010 2009 2011 2010 2009 2011 2010 2009

Service cost $ 101.4  $ 70.9  $ 76.5  $ 18.7  $ 12.9  $ 14.2  $ 8.0  $ 7.2  $ 6.5 
Interest cost   230.9   230.3   215.4    60.1    61.6    61.2    5.1    5.7    4.9 
Expected return on plan assets   (408.5) (400.1)  (385.8)  (33.2) (29.2)  (30.0)   —   —    — 
Amortization of losses  81.4    8.4   7.8   14.4    2.0    7.2    2.1    1.0    1.0
Amortization of prior service 
 costs (credits)   9.0    6.9    7.4    (0.6)   (1.6)   (1.4)   2.4    2.4   2.2 
Other adjustments   —    —   —    —    —    —    4.2    10.6    8.4 
Net expense (income) $ 14.2  $ (83.6) $ (78.7) $ 59.4  $ 45.7  $ 51.2  $ 21.8  $ 26.9  $ 23.0 

We expect to recognize the following amounts in net periodic benefi t expense (income) in fi scal 2012:

  Defi ned Benefi t Other Postretirement Postemployment
In Millions  Pension Plans Benefi t Plans Benefi t Plans

Amortization of losses  $108.2  $14.4  $1.8
Amortization of prior service costs (credits)   8.6    (3.4)   2.1 

Assumptions Weighted-average assumptions used to determine fi scal year-end benefi t obligations are as follows:

  Other
 Defi ned Benefi t Postretirement Postemployment
 Pension Plans Benefi t Plans Benefi t Plans

 Fiscal Year Fiscal Year Fiscal Year

 2011 2010 2011 2010 2011 2010

Discount rate  5.45%  5.85% 5.35% 5.80% 4.77% 5.12%
Rate of salary increases  4.92    4.93    —   —   4.92  4.93
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Weighted-average assumptions used to determine fi scal year net periodic benefi t expense (income) are as follows:

  Other 
 Defi ned Benefi t Postretirement Postemployment
 Pension Plans Benefi t Plans Benefi t Plans

 Fiscal Year Fiscal Year Fiscal Year

 2011 2010 2009 2011 2010 2009 2011 2010 2009

Discount rate 5.85%  7.49%  6.88%  5.80%  7.45%  6.90%  5.12%  7.06%  6.64%
Rate of salary increases  4.93    4.92   4.93    —    —    —   4.93    4.93   4.93 
Expected long-term rate of 
 return on plan assets  9.53    9.55    9.55   9.33   9.33   9.35    —   —  — 

Discount Rate Our discount rate assumptions are deter-
mined annually as of the last day of our fi scal year for 
our defi ned benefi t pension, other postretirement, and 
postemployment benefi t plan obligations. We also use 
the same discount rates to determine defi ned benefi t 
pension, other postretirement, and postemployment 
benefi t plan income and expense for the following fi s-
cal year. We work with our actuaries to determine the 
timing and amount of expected future cash outfl ows to 
plan participants and, using the top quartile of AA-rated 
corporate bond yields, to develop a forward interest rate 

curve, including a margin to that index based on our 
credit risk. Th is forward interest rate curve is applied to 
our expected future cash outfl ows to determine our dis-
count rate assumptions.

Fair Value of Plan Assets We categorize plan assets 
with a three level fair value hierarchy as described in 
Note 7. Th e fair values of our pension and postretire-
ment benefi t plans assets at May 29, 2011, and May 30, 
2010, by asset category were as follows:

  May 29, 2011
In Millions  Level 1   Level 2   Level 3  Total Assets 

Fair value measurement of pension plan assets:  
 Equity (a) $ 1,052.5  $ 900.2  $ 568.5  $ 2,521.2 
 Fixed income (b)   794.7    174.4    0.2    969.3 
 Real asset investments (c)    113.0    95.2   356.9   565.1 
 Other investments (d)   —   52.2   0.3   52.5 
 Cash and accruals  155.9    —    —   155.9 

Total fair value measurement of pension plan assets $ 2,116.1  $ 1,222.0  $925.9  $4,264.0 
Fair value measurement of postretirement benefi t plan assets:
 Equity (a) $ 13.5  $ 131.0   26.3  $ 170.8 
 Fixed income (b)  1.8   55.9    0.2    57.9 
 Real asset investments (c)    —    7.2    13.6   20.8 
 Other investments (d)   —    83.9    —   83.9 
 Cash and accruals  20.4   —   —    20.4 
Fair value measurement of postretirement benefi t plan assets $ 35.7  $ 278.0  $ 40.1  $ 353.8 
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 May 30, 2010
In Millions  Level 1   Level 2   Level 3  Total Assets 

Fair value measurement of pension plan assets:
 Equity (a) $ 744.5  $  716.6  $  512.8  $ 1,973.9 
 Fixed income (b)  700.0   206.0    3.9   909.9 
 Real asset investments (c)   72.4   75.8   298.7   446.9 
 Other investments (d)   —   39.9   0.3   40.2 
 Cash and accruals  158.9   —   —   158.9 

Total fair value measurement of pension plan assets $ 1,675.8  $ 1,038.3  $ 815.7  $ 3,529.8 
Fair value measurement of postretirement benefi t plan assets:
 Equity (a) $10.1   81.4   25.7   117.2 
 Fixed income (b)   1.1    46.1   1.7   48.9 
 Real asset investments (c)    0.1    3.7    14.6   18.4 
 Other investments (d)   —    71.4   —   71.4 
 Cash and accruals   28.4    —   —   28.4 
Fair value measurement of postretirement benefi t plan assets $ 39.7  $ 202.6  $ 42.0  $ 284.3 

(a)  Primarily publicly traded common stock and private equity partnerships for purposes of total return and to maintain equity exposure consistent with 
policy allocations. Investments include: i) United States and international equity securities, mutual funds and equity futures valued at closing prices from 
national exchanges; and ii) commingled funds, privately held securities and private equity partnerships valued at unit values or net asset values provided 
by the investment managers, which are based on the fair value of the underlying investments. Various methods are used to determine fair values and may 
include the cost of the investment, most recent fi nancing, and expected cash fl ows. For some of these investments, realization of the estimated fair value is 
dependent upon transactions between willing sellers and buyers.

 (b)  Primarily government and corporate debt securities for purposes of total return and managing fi xed income exposure to policy allocations. Investments 
include: i) fi xed income securities and bond futures generally valued at closing prices from national exchanges, fi xed income pricing models and/or inde-
pendent fi nancial analysts; and ii) fi xed commingled funds valued at unit values provided by the investment managers, which are based on the fair value 
of the underlying investments.

 (c)  Publicly traded common stock and limited partnerships in the energy and real estate sectors for purposes of total return. Investments include: i) energy 
and real estate securities generally valued at closing prices from national exchanges; and ii) commingled funds, private securities, and limited partnerships 
valued at unit values or net asset values provided by the investment managers, which are generally based on the fair value of the underlying investments.

(d)  Global balanced fund of equity, fi xed income and real estate securities for purposes of meeting Canadian pension plan asset allocation policies and insurance 
and annuity contracts for purposes of providing a stable stream of income for retirees and to fund postretirement medical benefi ts. Fair values are derived 
from unit values provided by the investment managers, which are generally based on the fair value of the underlying investments and contract fair values 
from the providers.
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Th e following table is a roll forward of the Level 3 investments of our pension and postretirement benefi t plan 
assets during the years ended May 29, 2011, and May 30, 2010:

  Fiscal 2011

    Purchases, Sales    
  Balance as of  Transfers Issuances, and Net Balance as of
In Millions May 30, 2010 In/(Out) Settlements (Net) Gain May 29, 2011

Pension benefi t plan assets:
 Equity $512.8  $2.4  $(48.1) $101.4  $568.5 
 Fixed income  3.9   (0.9)   (4.3)  1.5    0.2 
 Real asset investments   298.7    —    16.0   42.2    356.9 
 Other investments   0.3    —   —   —    0.3 

Fair value activity of pension level 3 plan assets $815.7  $1.5  $(36.4) $145.1  $925.9 
Postretirement benefi t plan assets:
 Equity 25.7  $  — $ (3.7) $ 4.3  $ 26.3 
   Fixed income   1.7    —    (1.5)   —   0.2 
   Real asset investments  14.6    —    (2.2)   1.2    13.6 
Fair value activity of postretirement benefi t level 3 plan assets: $ 42.0  $  —  $ (7.4) $ 5.5  $ 40.1 

  Fiscal 2010

    Purchases, Sales    
  Balance as of  Transfers Issuances, and Net Balance as of
In Millions May 31, 2009 In/(Out) Settlements (Net) Gain/(Loss) May 30, 2010

Pension benefi t plan assets:
 Equity $423.9  $  —  $ 17.0  $ 71.9  $512.8 
 Fixed income   4.2    —    (1.2)  0.9   3.9 
 Real asset investments   275.2    —   25.0    (1.5)   298.7 
 Other investments   0.5    —    (0.3)   0.1    0.3 

Fair value activity of pension level 3 plan assets $703.8  $  —  $ 40.5  $  71.4  $815.7 
Postretirement benefi t plan assets:
 Equity $ 23.8  $  —  $ (1.5) $ 3.4  $ 25.7 
 Fixed income   1.5   —    —    0.2    1.7 
 Real asset investments   17.0    —    (0.6)   (1.8)   14.6 
Fair value activity of postretirement benefi t level 3 plan assets: $ 42.3  $  —  $ (2.1) $ 1.8  $ 42.0 

Th e net change in Level 3 assets attributable to unre-
alized gains at May 29, 2011, were $96.8 million for our 
pension plan assets, and $1.9 million for our postretire-
ment plan assets.

Expected Rate of Return on Plan Assets Our expected 
rate of return on plan assets is determined by our 
asset allocation, our historical long-term investment 

performance, our estimate of future long-term returns 
by asset class (using input from our actuaries, invest-
ment services, and investment managers), and long-
term infl ation assumptions. We review this assumption 
annually for each plan, however, our annual investment 
performance for one particular year does not, by itself, 
signifi cantly infl uence our evaluation. 
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Weighted-average asset allocations for the past two 
fi scal years for our defi ned benefi t pension and other 
postretirement benefi t plans are as follows:

  Defi ned Benefi t Other Postretirement
 Pension Plans Benefi t Plans  

  Fiscal Year   Fiscal Year

  2011   2010  2011   2010 

Asset category:
 United States equities  30.1%  32.6%  37.6%  37.3%
 International equities  18.9   17.1   18.7  18.3  
 Private equities  13.5    14.7   7.3  9.9  
 Fixed income  23.9   22.4   30.1  28.1 
 Real assets  13.6   13.2   6.3  6.4 
Total  100.0%  100.0%  100.0% 100.0%

Th e investment objective for our defi ned benefi t pen-
sion and other postretirement benefi t plans is to secure 
the benefi t obligations to participants at a reasonable 
cost to us. Our goal is to optimize the long-term return 
on plan assets at a moderate level of risk. Th e defi ned 
benefi t pension and other postretirement portfolios are 
broadly diversifi ed across asset classes. Within asset 
classes, the portfolios are further diversified across 
investment styles and investment organizations. For the 
defi ned benefi t pension and other postretirement benefi t 
plans, the long-term investment policy allocations are: 
30 percent to equities in the United States; 20 percent 
to international equities; 10 percent to private equities; 
30 percent to fi xed income; and 10 percent to real assets 
(real estate, energy, and timber). Th e actual allocations 
to these asset classes may vary tactically around the 
long-term policy allocations based on relative market 
valuations.

Contributions and Future Benefi t Payments We do 
not expect to make contributions to our defi ned ben-
efi t, other postretirement, and postemployment benefi ts 
plans in fi scal 2012. Actual fi scal 2012 contributions 
could exceed our current projections, as infl uenced by 
our decision to undertake discretionary funding of our 
benefi t trusts and future changes in regulatory require-
ments. Estimated benefit payments, which reflect 
expected future service, as appropriate, are expected to 
be paid from fi scal 2012 to 2021 as follows:

 Defi ned Other  
 Benefi t Postretirement Medicare Postemployment
 Pension Benefi t Plans Subsidy Benefi t
In Millions Plans   Gross Payments  Receipts   Plans 

2012   $ 204.8   $ 58.6  $ 5.0  $18.4 
2013   213.8   62.6   5.5   17.3 
2014   223.3   64.6   6.0   16.3 
2015   233.2   66.6   6.5   15.1 
2016   243.8   39.6   7.1  14.4 
2017-2021  1,402.3   387.7   38.9   66.6 

Defi ned Contribution Plans Th e General Mills Savings 
Plan is a defi ned contribution plan that covers domestic 
salaried, hourly, nonunion, and certain union employees. 
Th is plan is a 401(k) savings plan that includes a num-
ber of investment funds, including a Company stock 
fund and an Employee Stock Ownership Plan (ESOP). 
We sponsor another money purchase plan for certain 
domestic hourly employees with net assets of $18.1 mil-
lion as of May 29, 2011, and $16.8 million as of May 
30, 2010. We also sponsor defi ned contribution plans 
in many of our foreign locations. Our total recognized 
expense related to defi ned contribution plans was $41.8 
million in fi scal 2011, $64.5 million in fi scal 2010, and 
$59.5 million in fi scal 2009.

We matched a percentage of employee contributions 
to the General Mills Savings Plan with a base match 
plus a variable year-end match that depended on annual 
results. Eff ective April 1, 2010, the company match is 
directed to investment options of the participant’s 
choosing. Prior to April 1, 2010, the company match was 
invested in Company stock in the ESOP. Th e number of 
shares of our common stock allocated to participants in 
the ESOP was 11.2 million as of May 29, 2011, and 11.9 
million as of May 30, 2010.

Th e ESOP’s only assets are our common stock and 
temporary cash balances. Th e ESOP’s share of the total 
defi ned contribution expense was $53.7 million in fi s-
cal 2010 and $50.6 million in fi scal 2009. Th e ESOP’s 
expense was calculated by the “shares allocated” method.

Th e Company stock fund and the ESOP held $648.1 
million and $610.3 million of Company common stock as 
of May 29, 2011, and May 30, 2010. 
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NOTE 14. INCOME TAXES 

Th e components of earnings before income taxes and 
aft er-tax earnings from joint ventures and the corre-
sponding income taxes thereon are as follows:

   Fiscal Year
In Millions  2011  2010   2009 

Earnings before income 
 taxes and aft er-tax earnings 
 from joint ventures:              
    United States $2,144.8  $2,060.4  $1,717.5 

    Foreign  283.4   144.1   224.7 
Total earnings before 
 income taxes and aft er-tax 
 earnings from joint ventures $2,428.2  $2,204.5  $1,942.2 
Income taxes:
 Currently payable:
    Federal $ 370.0  $ 616.0  $ 457.8 
    State and local   76.9  87.4   37.3 
    Foreign  68.9   45.5   9.5 
 Total current   515.8    748.9   504.6 
 Deferred:         
    Federal 178.9   38.5   155.7 
    State and local   30.8    (4.9)  36.3 
    Foreign   (4.4)   (11.3)  23.8 
 Total deferred   205.3    22.3   215.8 
Total income taxes $ 721.1  $ 771.2  $ 720.4 

Th e following table reconciles the United States statu-
tory income tax rate with our eff ective income tax rate:

   Fiscal Year
  2011  2010   2009 

United States statutory rate 35.0% 35.0% 35.0%
State and local income taxes, 
 net of federal tax benefi ts 2.7  2.5  2.9  
Foreign rate diff erences (2.0)  (1.8)  (2.3) 
Enactment date eff ect of 
 health care reform  —   1.3    — 
Court decisions and audit settlements (3.7)   —   2.7 
Domestic manufacturing deduction (1.6)  (1.8)  (1.1) 
Other, net (0.7) (0.2)  (0.1) 
Eff ective income tax rate 29.7% 35.0% 37.1%

Th e tax eff ects of temporary diff erences that give rise 
to deferred tax assets and liabilities are as follows:

In Millions  May 29,2011  May 30, 2010

Accrued liabilities $ 129.5  $ 148.5 
Compensation and employee benefi ts  582.9   584.9 
Pension liability   74.1   183.8 
Tax credit carryforwards   62.0   — 
Stock, partnership, and 
 miscellaneous investments   500.6   474.9 
Capital losses   92.1   93.1 
Net operating losses  140.9   119.9 
Other   123.7   150.7 
Gross deferred tax assets   1,705.8   1,755.8 
Valuation allowance   404.5   392.0 
Net deferred tax assets   1,301.3   1,363.8 
Brands   1,289.1   1,279.5 
Fixed assets   394.6   307.6 
Intangible assets   122.3   107.4 
Tax lease transactions   63.0   68.7 
Inventories   53.0   55.6 
Stock, partnership, and 
 miscellaneous investments  424.5    348.2 
Unrealized hedges   34.9   11.4 
Other   20.0   17.3 
Gross deferred tax liabilities   2,401.4    2,195.7 
Net deferred tax liability $ 1,100.1  $ 831.9 

In fi scal 2011, we changed the classifi cation of certain 
gross deferred tax assets and liabilities to better refl ect 
current components and reclassifi ed the components for 
fi scal 2010 to conform to the current year presentation.

We have established a valuation allowance against cer-
tain of the categories of deferred tax assets described 
above as current evidence does not suggest we will real-
ize suffi  cient taxable income of the appropriate character 
(e.g., ordinary income versus capital gain income) within 
the carry forward period to allow us to realize these 
deferred tax benefi ts.

Of the total valuation allowance of $404.5 million, 
$168.2 million relates to a deferred tax asset for losses 
recorded as part of the Pillsbury acquisition. Of the 
remaining valuation allowance, $92.1 million relates to 
capital loss carryforwards and $140.9 million relates to 
state and foreign operating loss carryforwards. We have 
approximately $60.2 million of U.S. foreign tax credit 
carryforwards for which no valuation allowance has 
been recorded. As of May 29, 2011, we believe it is more 
likely than not that the remainder of our deferred tax 
assets are realizable.
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Th e carryforward periods on our foreign loss carryfor-
wards are as follows: $102.0 million do not expire; $8.9 
million expire in fi scal 2012 and 2013; and $18.3 million 
expire in fi scal 2014 and beyond.

We have not recognized a deferred tax liability for 
unremitted earnings of $2.4 billion from our foreign 
operations because our subsidiaries have invested or 
will invest the undistributed earnings indefi nitely, or 
the earnings will be remitted in a tax-free transaction. 
It is not practicable for us to determine the amount of 
unrecognized deferred tax liabilities on these indefi nitely 
reinvested earnings. Deferred taxes are recorded for 
earnings of our foreign operations when we determine 
that such earnings are no longer indefi nitely reinvested.

We are subject to federal income taxes in the United 
States as well as various state, local, and foreign jurisdic-
tions. A number of years may elapse before an uncertain 
tax position is audited and fi nally resolved. While it is 
oft en diffi  cult to predict the fi nal outcome or the timing 
of resolution of any particular uncertain tax position, 
we believe that our liabilities for income taxes refl ect the 
most likely outcome. We adjust these liabilities, as well 
as the related interest, in light of changing facts and cir-
cumstances. Settlement of any particular position would 
usually require the use of cash.

Th e number of years with open tax audits varies 
depending on the tax jurisdiction. Our major taxing juris-
dictions include the United States (federal and state) and 
Canada. Th e IRS has completed its review of our fed-
eral income tax returns for fi scal years 2008 and prior 
and has proposed adjustments related to the amount of 
research and development tax credits claimed. We have 
appealed these proposed adjustments.

During fi scal 2011, we reached a settlement with the 
IRS concerning certain corporate income tax adjust-
ments for fi scal years 2002 to 2008.  Th e adjustments 
primarily relate to the amount of capital loss, deprecia-
tion, and amortization we reported as a result of the 
sale of noncontrolling interests in our GMC subsidiary. 
As a result, we recorded a $108.1 million reduction in 
our total liabilities for uncertain tax positions in fi scal 
2011. We made payments totaling $385.3 million in fi scal 
2011 related to this settlement.  In addition, we made a 
payment of $17.6 million in fi scal 2009 related to adjust-
ments made in connection with IRS audits of fi scal years 
2004 to 2006.

During 2011, the Superior Court of the State of 
California issued an adverse decision concerning our 
state income tax apportionment calculations. As a result, 

we recorded an $11.5 million increase in our total liabili-
ties for uncertain tax positions.  We believe our posi-
tions are supported by substantial technical authority 
and have appealed this decision.  We do not expect to 
make a payment related to this matter until it is defi ni-
tively resolved.

In fiscal 2009, the U.S. Court of Appeals for the 
Eighth Circuit issued an opinion reversing a district 
court decision rendered in fi scal 2008. As a result, we 
recorded $52.6 million (including interest) of income tax 
expense in fi scal 2009 related to the reversal of cumula-
tive income tax benefi ts from this uncertain tax matter 
recognized in fi scal years 1992 through 2008. All out-
standing liabilities associated with this matter were paid 
during fi scal 2011.

Various tax examinations by United States state tax-
ing authorities could be conducted for any open tax year, 
which vary by jurisdiction, but are generally from 3 to 5 
years. Currently, several state examinations are in prog-
ress. Th e Canada Revenue Agency (CRA) has completed 
its review of our income tax returns in Canada for fi scal 
years 2003 to 2005. Th e CRA has raised assessments 
for these years that we are currently appealing. We 
believe our positions are supported by substantial tech-
nical authority and are vigorously defending our posi-
tions. We do not anticipate that any United States or 
Canadian tax adjustments will have a signifi cant impact 
on our fi nancial position or results of operations.

We apply a more-likely-than-not threshold to the rec-
ognition and derecognition of uncertain tax positions. 
Accordingly we recognize the amount of tax benefi t 
that has a greater than 50 percent likelihood of being 
ultimately realized upon settlement. Future changes in 
judgment related to the expected ultimate resolution of 
uncertain tax positions will aff ect earnings in the quar-
ter of such change. 

Th e following table sets forth changes in our total 
gross unrecognized tax benefit liabilities, excluding 
accrued interest, for fi scal 2011. Approximately $152 mil-
lion of this total represents the amount that, if recog-
nized, would aff ect our eff ective income tax rate in future 
periods. Th is amount diff ers from the gross unrecog-
nized tax benefi ts presented in the table because certain 
of the liabilities below would impact deferred taxes if 
recognized or are the result of stock compensation items 
impacting additional paid-in capital. We also would 
record a decrease in U.S. federal income taxes upon rec-
ognition of the state tax benefi ts included therein.
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 Fiscal Year
In Millions  2011  2010

Balance, beginning of year $552.9  $570.1 
Tax positions related to current year:
 Additions   25.0   19.7 
Tax positions related to prior years:
 Additions  75.6   7.1
 Reductions   (131.2)  (37.6)
   Settlements  (287.9)  (1.9)
Lapses in statutes of limitations   (8.2)  (4.5)
Balance, end of year $226.2   $552.9 

As of May 29, 2011, we do not expect to pay any 
unrecognized tax benefi t liabilities within the next 12 
months. We are not able to reasonably estimate the 
timing of future cash fl ows beyond 12 months due to 
uncertainties in the timing of tax audit outcomes. Th e 
remaining amount of our unrecognized tax liability was 
classifi ed in other liabilities.

We report accrued interest and penalties related 
to unrecognized tax benefi t liabilities in income tax 
expense. For fi scal 2011, we recognized a net benefi t of 
$10.5 million associated with tax-related net interest 
and penalties, and had $53.4 million of accrued inter-
est and penalties as of May 29, 2011. For fi scal 2010, we 
recognized a net $16.2 million of tax-related interest and 
penalties, and had $174.8 million of accrued interest and 
penalties as of May 30, 2010.

NOTE 15. LEASES AND OTHER COMMITMENTS 

An analysis of rent expense by type of property for 
operating leases follows: 

  Fiscal Year
In Millions  2011  2010 2009 

Warehouse space $ 63.4  $ 55.7  $ 51.4 
Equipment   32.1     30.6    39.1 
Other    56.9     51.6    49.5 
Total rent expense $ 152.4  $ 137.9  $ 140.0 

Some operating leases require payment of property 
taxes, insurance, and maintenance costs in addition to 
the rent payments. Contingent and escalation rent in 
excess of minimum rent payments and sublease income 
netted in rent expense were insignifi cant.

Noncancelable future lease commitments are: 
  Operating  Capital
In Millions Leases  Leases

2012  $ 74.4  $ 2.2 
2013   52.5   1.8 
2014   36.4    0.9 
2015    26.1    0.5 
2016   22.6    0.3 
Aft er 2016   49.4   0.2 
Total noncancelable future 
 lease commitments $ 261.4  $ 5.9 
Less: interest    $(0.4)
Present value of obligations under capital leases   $ 5.5 

Th ese future lease commitments will be partially off set 
by estimated future sublease receipts of approximately 
$13 million. Depreciation on capital leases is recorded as 
depreciation expense in our results of operations.

As of May 29, 2011, we have issued guarantees and 
comfort letters of $591.2 million for the debt and other 
obligations of consolidated subsidiaries, and guarantees 
and comfort letters of $340.6 million for the debt and 
other obligations of non-consolidated affi  liates, mainly 
CPW. In addition, off -balance sheet arrangements are 
generally limited to the future payments under non-can-
celable operating leases, which totaled $261.4 million as 
of May 29, 2011.

We are involved in various claims, including envi-
ronmental matters, arising in the ordinary course of 
business. In the opinion of management, the range of 
reasonably possible losses on these matters, either indi-
vidually or in aggregate, will not have a material adverse 
eff ect on our fi nancial position or results of operations.

NOTE 16. BUSINESS SEGMENT AND GEOGRAPHIC 
INFORMATION 

We operate in the consumer foods industry. We have 
three operating segments by type of customer and geo-
graphic region as follows: U.S. Retail, 68.3 percent of 
our fi scal 2011 consolidated net sales; International, 19.3 
percent of our fi scal 2011 consolidated net sales; and 
Bakeries and Foodservice, 12.4 percent of our fi scal 2011 
consolidated net sales.

Our U.S. Retail segment refl ects business with a wide 
variety of grocery stores, mass merchandisers, mem-
bership stores, natural food chains, and drug, dollar 
and discount chains operating throughout the United 
States. Our major product categories in this business 
segment are ready-to-eat cereals, refrigerated yogurt, 
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ready-to-serve soup, dry dinners, shelf stable and frozen 
vegetables, refrigerated and frozen dough products, des-
sert and baking mixes, frozen pizza and pizza snacks, 
grain, fruit and savory snacks, and a wide variety of 
organic products including soup, granola bars, and cereal.

In Canada, our major product categories are ready-
to-eat cereals, shelf stable and frozen vegetables, dry 
dinners, refrigerated and frozen dough products, des-
sert and baking mixes, frozen pizza snacks, and grain 
and fruit snacks. In markets outside North America, 
our product categories include super-premium ice cream 
and frozen desserts, refrigerated yogurt, grain snacks, 
shelf stable and frozen vegetables, refrigerated and fro-
zen dough products, and dry dinners. Our International 
segment also includes products manufactured in the 
United States for export, mainly to Caribbean and Latin 
American markets, as well as products we manufacture 
for sale to our international joint ventures. Revenues 
from export activities are reported in the region or coun-
try where the end customer is located. 

In our Bakeries and Foodservice segment our major 
product categories are cereals, snacks, yogurt, unbaked 
and fully baked frozen dough products, baking mixes, 
and fl our. Many products we sell are branded to the 
consumer and nearly all are branded to our customers. 
We sell to distributors and operators in many customer 
channels including foodservice, convenience stores, 
vending, and supermarket bakeries.  Substantially all 
of this segment’s operations are located in the United 
States. 

Operating profi t for these segments excludes unal-
located corporate items, restructuring, impairment, 
and other exit costs, and divestiture gains and losses. 
Unallocated corporate items include corporate overhead 
expenses, variances to planned domestic employee ben-
efi ts and incentives, annual contributions to the General 
Mills Foundation, and other items that are not part of 
our measurement of segment operating performance. 
Th ese include gains and losses arising from the revalu-
ation of certain grain inventories and gains and losses 
from mark-to-market valuation of certain commodity 
positions until passed back to our operating segments. 
Th ese items aff ecting operating profi t are centrally man-
aged at the corporate level and are excluded from the 
measure of segment profi tability reviewed by execu-
tive management. Under our supply chain organization, 
our manufacturing, warehouse, and distribution activi-
ties are substantially integrated across our operations 
in order to maximize effi  ciency and productivity. As a 
result, fi xed assets and depreciation and amortization 

expenses are neither maintained nor available by operat-
ing segment.

As discussed in Note 1, at the beginning of fi scal 
2011 we revised certain SG&A expense classifi cations 
between segment operating profi t and unallocated cor-
porate items and shift ed selling responsibility for a cus-
tomer from our Bakeries and Foodservice segment to the 
U.S. Retail segment. All prior period amounts have been 
restated to conform to the current period presentation.

Our operating segment results were as follows:

   Fiscal Year
In Millions  2011  2010   2009 

Net sales:
 U.S. Retail $10,163.9  $10,209.8   $ 9,973.6 
 International   2,875.5   2,684.9   2,571.8 
 Bakeries and Foodservice  1,840.8   1,740.9   2,010.4 
Total $14,880.2   $14,635.6   $14,555.8 
Operating profi t:
 U.S. Retail $ 2,347.9   $ 2,385.2  $ 2,206.6 
 International   291.4    192.1     239.2 
 Bakeries and Foodservice   306.3   263.2     178.4 
Total segment operating profi t  2,945.6   2,840.5    2,624.2 
Unallocated corporate items   184.1     203.0     342.5 
Divestitures (gain), net   (17.4)   —     (84.9)
Restructuring, impairment, 
 and other exit costs  4.4    31.4    41.6 
Operating profi t $ 2,774.5   $ 2,606.1   $ 2,325.0 

Th e following table provides fi nancial information by 
geographic area: 

   Fiscal Year
In Millions  2011  2010   2009 

Net sales:
 United States $11,987.8   $11,934.4   $11,942.1 
 Non-United States   2,892.4   2,701.2   2,613.7 
Total $14,880.2   $14,635.6  $14,555.8 

   May 29,  May 30,
In Millions   2011 2010

Cash and cash equivalents:
 United States  $123.7  $ 66.1
 Non-United States   495.9    607.1
Total  $619.6   $ 673.2 

  May 29,  May 30,
In Millions   2011 2010

Land, buildings, and equipment:
 United States  $2,752.1   $2,619.7 
 Non-United States   593.8   508.0 
Total  $3,345.9  $3,127.7 
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NOTE 17. SUPPLEMENTAL INFORMATION

Th e components of certain Consolidated Balance Sheet 
accounts are as follows: 

   May 29,  May 30,
In Millions   2011 2010

Receivables:        
 From customers  $1,178.6   $1,057.4 
 Less allowance for doubtful accounts    (16.3)  (15.8)
Total  $1,162.3   1,041.6 

   May 29,  May 30,
In Millions   2011 2010

Inventories:
 Raw materials and packaging  $ 286.2  $ 247.5 
 Finished goods    1,273.6   1,131.4 
 Grain    218.0   107.4
 Excess of FIFO or weighted-average 
    cost over LIFO cost (a)    (168.5) (142.3)
Total  $1,609.3   $1,344.0 

(a)  Inventories of $1,034.1 million as of May 29, 2011, and $958.3 million as of
May 30, 2010, were valued at LIFO. 

   May 29,  May 30,
In Millions   2011 2010

Prepaid expenses and other current assets:  
 Prepaid expenses  $161.0   $127.5 
 Accrued interest receivable, 
    including interest rate swaps    29.0    64.9 
   Derivative receivables, 
    primarily commodity-related    109.1     48.8 
 Other receivables    104.7   101.4 
 Grain contracts    57.3   11.4 
 Miscellaneous    22.4   24.5 
Total  $483.5   $378.5 

   May 29,  May 30,
In Millions   2011 2010

Land, buildings, and equipment:
 Land  $ 61.2  $ 58.0 
 Buildings    1,777.7   1,653.8 
 Buildings under capital lease    25.0   19.6 
 Equipment    4,719.7   4,405.6 
 Equipment under capital lease    18.9   25.0 
 Capitalized soft ware    367.7   318.7 
 Construction in progress    521.9   469.0 
 Total land, buildings, and equipment    7,492.1   6,949.7 
Less accumulated depreciation    (4,146.2)  (3,822.0)
Total  $3,345.9  $3,127.7 

   May 29,  May 30,
In Millions   2011 2010

Other assets:
 Pension assets  $128.6  $ 2.2 
 Investments in and advances 
    to joint ventures   519.1   398.1 
 Life insurance   87.2   88.2 
 Derivative receivables    13.3   130.1 
 Miscellaneous    114.3   144.8 
Total  $862.5   $763.4 

   May 29,  May 30,
In Millions   2011 2010

Other current liabilities:
 Accrued payroll  $ 303.3   $ 331.4 
 Accrued interest   114.0   136.5 
 Accrued trade and consumer promotions   463.0   555.2 
 Accrued taxes    80.4   440.2 
 Derivative payable    34.8   18.1 
 Accrued customer advances    36.4   25.5 
 Grain contracts    28.7   12.7 
 Miscellaneous    260.9   242.6 
Total  $1,321.5   $1,762.2 

   May 29,  May 30,
In Millions   2011 2010

Other noncurrent liabilities:
 Interest rate swaps  $ 22.2  $ 180.2 
 Accrued compensation and benefi ts, 
    including obligations for underfunded 
    other postretirement and 
    postemployment benefi t plans    1,412.8   1,588.1 
 Accrued income taxes    233.3   276.3 
 Miscellaneous    64.9   74.1 
Total  $1,733.2   $2,118.7 

Certain Consolidated Statements of Earnings amounts 
are as follows: 
   Fiscal Year
In Millions  2011  2010   2009 

Depreciation and amortization $472.6   $457.1   $453.6 
Research and development expense  235.0   218.3   208.2 
Advertising and media expense 
 (including production and 
 communication costs)  843.7   908.5   732.1 
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NOTE 18. QUARTERLY DATA (UNAUDITED)

Summarized quarterly data for fi scal 2011 and fi scal 2010 follows:

    First Quarter Second Quarter  Th ird Quarter  Fourth Quarter
  Fiscal Year  Fiscal Year  Fiscal Year Fiscal Year
In Millions, Except Per Share Amounts  2011   2010   2011   2010    2011   2010  2011  2010 

Net sales $3,533.1  $3,482.4   $4,066.6  $4,034.7   $3,646.2  $3,589.3   $3,634.3  $3,529.2 
Gross margin   1,524.3    1,440.8    1,634.0    1,728.3    1,430.8    1,359.8    1,364.4   1,271.3 
Net earnings attributable 
  to General Mills (a)   472.1    420.6    613.9   565.5     392.1   332.5     320.2    211.9 
EPS:
 Basic $ 0.73  $ 0.64  $ 0.96  $ 0.86  $ 0.61  $ 0.50  $ 0.50  $ 0.32 
 Diluted $ 0.70  $ 0.62  $ 0.92  $ 0.83  $ 0.59  $ 0.48  $ 0.48  $ 0.31 
Dividends per share $ 0.28  $ 0.24  $ 0.28  $ 0.23  $ 0.28  $ 0.25  $ 0.28  $ 0.24 
Market price of common stock:
 High $ 38.93  $ 30.20  $ 37.54  $ 34.56  $ 37.20  $ 36.18  $ 39.95  $ 36.96 
 Low $ 33.57  $ 25.59  $ 34.99  $ 28.99  $ 34.60  $ 34.00   $ 35.99  $ 34.74 

(a)  Net earnings in the fourth quarter of fi scal 2010 included interest expense of $40.1 million related to the repurchase of certain notes and a non-cash income 
tax charge of $35.0 million resulting from a change in deferred tax assets.

Th e components of interest, net are as follows: 

   Fiscal Year
Expense (Income), in Millions  2011  2010   2009 

Interest expense $360.9   $374.5   $409.5 
Capitalized interest   (7.2)   (6.2)    (5.1)
Interest income  (7.4)   (6.8)    (21.6)
Loss on debt repurchase   —    40.1    — 
Interest, net $346.3   $401.6   $382.8 

Certain Consolidated Statements of Cash Flows 
amounts are as follows: 

   Fiscal Year
In Millions  2011  2010   2009 

Cash interest payments $333.1   $384.1  $292.8 
Cash paid for income taxes   699.3    672.5    395.3 

In fi scal 2009, we acquired Humm Foods by issuing 
1.8 million shares of our common stock to its sharehold-
ers, with a value of $55.0 million, as consideration. Th is 
acquisition is treated as a non-cash transaction in our 
Consolidated Statement of Cash Flows.
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AOCI. Accumulated other comprehensive income (loss). 

Average total capital. Used for calculating return 
on average total capital. Notes payable, long-term debt 
including current portion, noncontrolling interests, and 
stockholders’ equity, excluding AOCI and certain aft er-
tax earnings adjustments. The average is calculated 
using the average of the beginning of fi scal year and end 
of fi scal year Consolidated Balance Sheet amounts for 
these line items.

Core working capital. Accounts receivable plus inven-
tories less accounts payable, all as of the last day of our 
fi scal year.

Depreciation associated with restructured assets. 
Th e increase in depreciation expense caused by updat-
ing the salvage value and shortening the useful life of 
depreciable fi xed assets to coincide with the end of pro-
duction under an approved restructuring plan, but only 
if impairment is not present.

Derivatives. Financial instruments such as futures, 
swaps, options, and forward contracts that we use to man-
age our risk arising from changes in commodity prices, 
interest rates, foreign exchange rates, and stock prices.

Fixed charge coverage ratio. The sum of earnings 
before income taxes and fi xed charges (before tax), divided 
by the sum of the fi xed charges (before tax) and interest.

Generally Accepted Accounting Principles (GAAP). 
Guidelines, procedures, and practices that we are 
required to use in recording and reporting accounting 
information in our fi nancial statements.

Goodwill. Th e diff erence between the purchase price 
of acquired companies and the related fair values of net 
assets acquired.

Hedge accounting. Accounting for qualifying hedges 
that allows changes in a hedging instrument’s fair value 
to off set corresponding changes in the hedged item in 
the same reporting period. Hedge accounting is permit-
ted for certain hedging instruments and hedged items 
only if the hedging relationship is highly eff ective, and 
only prospectively from the date a hedging relationship 
is formally documented.

Interest bearing instruments. Notes payable, long-
term debt, including current portion, cash and cash 
equivalents, and certain interest bearing investments 
classifi ed within prepaid expenses and other current 
assets and other assets.

LIBOR. London Interbank Off ered Rate. 

Mark-to-market. Th e act of determining a value for 
fi nancial instruments, commodity contracts, and related 
assets or liabilities based on the current market price for 
that item.

Net mark-to-market valuation of certain commod-
ity positions. Realized and unrealized gains and losses 
on derivative contracts that will be allocated to segment 
operating profi t when the exposure we are hedging 
aff ects earnings.

Net price realization. Th e impact of list and promoted 
price changes, net of trade and other price promotion 
costs.

Noncontrolling interests. Interests of subsidiaries 
held by third parties. 

Notional principal amount. Th e principal amount on 
which fi xed-rate or fl oating-rate interest payments are 
calculated.

OCI. Other comprehensive income (loss). 

Operating cash fl ow to debt ratio. Net cash provided 
by operating activities, divided by the sum of notes pay-
able and long-term debt, including current portion. 

Reporting unit. An operating segment or a business 
one level below an operating segment.

Return on average total capital. Net earnings attrib-
utable to General Mills, excluding aft er-tax net interest, 
and adjusted for certain items aff ecting year-over-year 
comparability, divided by average total capital.

Segment operating profi t margin. Segment operating 
profi t divided by net sales for the segment.

Glossary
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Supply chain input costs. Costs incurred to produce 
and deliver product, including ingredient and conversion 
costs, inventory management, logistics, warehousing, 
and others.

Total debt. Notes payable and long-term debt, includ-
ing current portion. 

Transaction gains and losses. The impact on our 
Consolidated Financial Statements of foreign exchange 
rate changes arising from specifi c transactions.

Translation adjustments. Th e impact of the conver-
sion of our foreign affi  liates’ fi nancial statements to U.S. 
dollars for the purpose of consolidating our fi nancial 
statements.

Variable interest entities (VIEs). A legal structure 
that is used for business purposes that either (1) does 
not have equity investors that have voting rights and 
share in all the entity’s profi ts and losses or (2) has 
equity investors that do not provide suffi  cient fi nancial 
resources to support the entity’s activities.

Working capital. Current assets and current liabili-
ties, all as of the last day of our fi scal year.
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Th is report includes measures of fi nancial performance 
that are not defi ned by generally accepted accounting 
principles (GAAP). For each of these non-GAAP fi nan-
cial measures, we are providing below a reconciliation of 
the diff erences between the non-GAAP measure and the 
most directly comparable GAAP measure. Th ese non-
GAAP measures are used in reporting to our executive 

management and/or as a component of the board of 
director’s measurement of our performance for incentive 
compensation purposes. Management and the board 
of directors believe that these measures provide useful 
information to investors. Th ese non-GAAP measures 
should be viewed in addition to, and not in lieu of, the 
comparable GAAP measure.

Non-GAAP Measures

TOTAL SEGMENT OPERATING PROFIT

  Fiscal Year
In Millions  2011   2010   2009   2008   2007 

Net sales:
U.S. Retail $ 10,163.9 $ 10,209.8 $ 9,973.6 $ 9,028.2 $ 8,407.7
International  2,875.5  2,684.9  2,571.8  2,535.5  2,104.5
Bakeries and Foodservice  1,840.8  1,740.9  2,010.4  1,984.3  1,791.8
Total $ 14,880.2 $ 14,635.6 $ 14,555.8 $ 13,458.0 $ 12,303.9
Operating profi t:
U.S. Retail $ 2,347.9 $ 2,385.2 $ 2,206.6 $ 1,976.7 $ 1,921.3
International  291.4  192.1  239.2  247.5  200.6
Bakeries and Foodservice  306.3  263.2  178.4  170.2  151.1
Total segment operating profi t  2,945.6  2,840.5  2,624.2  2,394.4  2,273.0
Memo: Segment operating profi t as a % of net sales  19.8%  19.4%  18.0%  17.7 %  18.5%
Unallocated corporate items  184.1  203.0  342.5  144.2  174.8
Divestitures (gain), net  (17.4)  —  (84.9)  —  —
Restructuring, impairment and other exit costs  4.4  31.4  41.6  21.0  39.3
Operating Profi t $ 2,774.5 $ 2,606.1 $ 2,325.0 $ 2,229.2 $ 2,058.9 

ADJUSTED DILUTED EPS, EXCLUDING CERTAIN ITEMS AFFECTING COMPARABILITY

  Fiscal Year
Per Share Data  2011   2010   2009   2008   2007 

Diluted earnings per share, as reported $2.70   $2.24   $1.90   $1.85   $1.59
 Mark-to-market eff ects (a)   (0.09)  0.01    0.11   (0.05)   — 
 Divestitures gain, net (b)   —    —    (0.06)    —    — 
 Gain from insurance settlement (c)  —    —    (0.04)  —   — 
 Uncertain tax items (d)   (0.13)   —    0.08    (0.04)  —  
 Tax charge - health care reform (e)   —    0.05    —    —   — 
Diluted earnings per share, excluding 
 certain items aff ecting comparability $2.48   $2.30   $1.99  $1.76  $1.59  

(a)  Net (gain) loss from mark-to-market valuation of certain commodity positions and grain inventories.
(b) Net gain on divestitures of certain product lines.
(c)  Gain on settlement with insurance carrier covering the loss of a manufacturing facility in Argentina.
(d) Eff ects of court decisions and audit settlements on uncertain tax matters.
(e)  Enactment date charges related to the Patient Protection and Aff ordable Care Act, as amended by the Health Care and Education Reconciliation Act of 2010, 

aff ecting deferred taxes associated with Medicare Part D subsidies.
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RETURN ON AVERAGE TOTAL CAPITAL

 Fiscal Year
In Millions  2011  2010  2009   2008   2007   2006 

Net earnings attributable to General Mills $ 1,798.3  $ 1,530.5  $ 1,304.4  $ 1,294.7 $ 1,143.9  
Interest, net, aft er-tax   243.5    261.1    240.8   263.8    242.9  
Earnings before interest, aft er-tax   2,041.8    1,791.6    1,545.2    1,558.5    1,386.8  
 Mark-to-market eff ects   (60.0)   4.5    74.9    (35.9)   —  
 Divestitures gain, net    —     —     (38.0)   —    —
 Gain from insurance settlement    —   —      (26.9)    —   —
 Uncertain tax items   (88.9)    —     52.6     (30.7)    — 
 Tax charge - heath care reform    —     35.0     —     —     —  
Earnings before interest, aft er-tax for 
 return on capital calculation $ 1,892.9  $ 1,831.1  $ 1,607.8  $ 1,491.9  $ 1,386.8 
Current portion of long-term debt $ 1,031.3  $ 107.3  $ 508.5  $ 442.0  $ 1,734.0  $ 2,131.5 
Notes payable   311.3    1,050.1     812.2    2,208.8    1,254.4     1,503.2 
Long-term debt    5,542.5    5,268.5    5,754.8    4,348.7    3,217.7     2,414.7 
 Total debt    6,885.1     6,425.9     7,075.5    6,999.5    6,206.1     6,049.4 
Noncontrolling interests    246.7     245.1     244.2     246.6     1,139.2   1,136.2 
Stockholders’ equity    6,365.5     5,402.9     5,172.3    6,212.2     5,318.7    5,772.3 
Total capital   13,497.3     12,073.9     12,492.0     13,458.3    12,664.0     12,957.9 
 Accumulated other comprehensive 
 (income) loss    1,010.8    1,486.9     877.8     (173.1)    120.1     (125.4)
 Aft er-tax earnings adjustments (a)    (310.5)    (161.6)    (201.1)   (263.7)    (197.1)   (197.1)
Adjusted total capital $ 14,197.6  $ 13,399.2  $ 13,168.7  $ 13,021.5  $ 12,587.0  $ 12,635.4 
Adjusted average total capital $ 13,798.4  $ 13,283.9  $ 13,095.1  $ 12,804.3  $ 12,611.2  
Return on average total capital   13.7%  13.8%  12.3%  11.7%  11.0%  

(a) Sum of current year and previous year aft er-tax adjustments.

INTERNATIONAL SEGMENT AND REGION SALES 
GROWTH RATES EXCLUDING IMPACT OF FOREIGN 
EXCHANGE

Th e reconciliation of International segment and region 
sales growth rates as reported to growth rates exclud-
ing the impact of foreign currency exchange below dem-
onstrates the eff ect of foreign currency exchange rate 
fl uctuations from year to year. To present this infor-
mation, current-period results for entities reporting in 

currencies other than U.S. dollars are converted into U.S. 
dollars at the average exchange rates in eff ect during 
the corresponding period of the prior fi scal year, rather 
than the actual average exchange rates in eff ect during 
the current fi scal year. Th erefore, the foreign currency 
impact is equal to current-year results in local curren-
cies multiplied by the change in the average foreign cur-
rency exchange rates between the current fi scal period 
and the corresponding period of the prior fi scal year. 

 Fiscal Year 2011
   Percentage Change
 Percentage Change  in Net Sales
 in Net Sales  Impact of Foreign on Constant
 as Reported Currency Exchange Currency Basis

Europe  5% (2)% 7%
Canada  8 5 3
Asia/Pacifi c  14 5 9
Latin America  (5) (16) 11
Total International segment  7% Flat 7%
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 Fiscal Year
In Millions 2011 2010 2009 2008 2007

Consolidated net sales $14,880 $14,636 $14,556 $13,548 $12,304
Proportionate share of ongoing joint venture net sales 1,222 1,180 1,133 1,091 985
Worldwide net sales, including proportionate share of ongoing joint ventures  $16,102 $15,816 $15,689 $14,639 $13,289

WORLDWIDE NET SALES INCLUDING 
PROPORTIONATE SHARE OF ONGOING 
JOINT VENTURES

Th e 8th Continent business was sold in fi scal 2008. To 
view the performance of our joint ventures on an ongo-
ing basis, we have provided certain information exclud-
ing 8th Continent. Th e reconciliation of this non-GAAP 
measure is shown in the following table: 

PRO FORMA NET SALES FOR 
CERTAIN GLOBAL BUSINESSES

Th e components of the pro forma net sales for our fi ve 
global businesses and the basis for calculating each 
component are described below.

Ready-to-eat Cereal
Fiscal 2011 U.S. net sales plus fi scal 2011 international 
net sales in local currency, translated to U.S. dollars 
(USD) utilizing an estimated fi scal 2011 foreign exchange 
rate set at the beginning of the fi scal year, and used 
for management reporting and planning purposes.  Also 
includes our proportionate share of Cereal Partners 
Worldwide net sales, which represents fi scal 2011 net 
sales in local currency, translated to USD at monthly 
average actual rates.  

Super-premium Ice Cream
Fiscal 2011 international net sales in local currency, 
translated to USD utilizing an estimated fi scal 2011 for-
eign exchange rate set at the beginning of the fi scal 
year, and used for management reporting and planning 

purposes.  For multi-year comparisons, all international 
net sales are converted from local currency to USD 
using the estimated fi scal 2011 foreign exchange rate.  
Also includes our proportionate share of Häagen-Dazs 
Japan net sales, which represents fi scal 2011 net sales 
in local currency, translated to USD at monthly average 
actual rates.

Convenient Meals and Wholesome Snack Bars
Fiscal 2011 U.S. net sales plus fi scal 2011 international 
net sales in local currency, translated to USD utilizing 
an estimated fi scal 2011 foreign exchange rate set at the 
beginning of the fi scal year, and used for management 
reporting and planning purposes.  For multi-year com-
parisons, all international net sales are converted from 
local currency to USD using the estimated fi scal 2011 
foreign exchange rate.

Refrigerated Yogurt
Fiscal 2011 U.S. net sales plus $1.2 billion of estimated 
pro forma fi scal 2012 net sales from the international 
Yoplait yogurt business we acquired in July 2011.
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Total Return to Stockholders

Th ese line graphs compare the cumulative total return 
for holders of our common stock with the cumulative 
total return of the Standard & Poor’s 500 Stock Index 
and Standard & Poor’s 500 Packaged Foods Index for 
the last fi ve-year and ten-year fi scal periods. Th e graphs 
assume the investment of $100 in each of General Mills’ 
common stock and the specifi ed indexes at the begin-
ning of the applicable period, and assume the reinvest-
ment of all dividends.

On July 8, 2011, there were approximately 33,400 
record holders of our common stock. 
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$2.9 Billion
 31% Europe%
 29% Asia/Pacific
27% Canada%
13% Latin America

International
Net sales by region

27%

13%
31%

29%

$1.8 Billion
 58% Bakeries & National
  Restaurant Accounts
30% Foodservice Distributors
12% Convenience Stores

Bakeries and Foodservice
Net sales by customer type

30%

12%

58%

$1.2 Billion
85% Cereal Partners
  Worldwide (CPW)
15% Häagen-Dazs Japan

Joint Ventures
Net sales by joint venture
(not consolidated, 
proportionate share)

15%

85%

$10.2 Billion
 23% Big G Cereals%
 21% Meals%
 18% Pillsbury USA
 15% Yoplait
 13% Snacks%
 8% Baking Products
 2% Small Planet Foods/Other

U.S. Retail
Net sales by division

13%

15%%

8% 2%

18%

23%

21%

General Mills at a Glance

WE HAVE A
PORTFOLIO BUILT FOR
GLOBAL GROWTH.
From ready-to-eat cereal to convenient meals to wholesome snacks, we 
compete in growing food categories that are on-trend with consumer 
tastes around the world. Our brands hold leading market positions in more 
than 100 markets worldwide, with great opportunities for expansion. 

World Headquarters
Number One General Mills Boulevard
Minneapolis, MN 55426-1347
Phone: (763) 764-7600

Website
GeneralMills.com

Markets
New York Stock Exchange
Trading Symbol: GIS

Independent Auditor
KPMG LLP
4200 Wells Fargo Center
90 South Seventh Street
Minneapolis, MN 55402-3900
Phone: (612) 305-5000

Investor Inquiries
General Shareholder Information:
Investor Relations Department
(800) 245-5703 or (763) 764-3202

Analysts/Investors:
Kristen S. Wenker
Vice President, Investor Relations
(763) 764-2607

Transfer Agent and Registrar
Our transfer agent can assist you with 
a variety of services, including change 
of address or questions about dividend 
checks.

Wells Fargo Bank, N.A.
161 North Concord Exchange
P.O. Box 64854
St. Paul, MN 55164-0854
Phone: (800) 670-4763 or (651) 450-4084
WellsFargo.com/shareownerservices

Electronic Access to Proxy Statement,
Annual Report and Form 10-K
Shareholders who have access to the 
Internet are encouraged to enroll in the 
electronic delivery program. Please see 
the Investors section of our website, 
GeneralMills.com, or go directly to the 
website, ICSDelivery.com/GIS and follow 
the instructions to enroll. If your General 
Mills shares are not registered in your 
name, contact your bank or broker to 
enroll in this program.

Notice of Annual Meeting
Th e annual meeting of shareholders will 
be held at 11 a.m., Central Daylight Time, 
Sept. 26, 2011, at the Children’s Th eatre 
Company, 2400 Th ird Avenue South, 
Minneapolis, MN 55404-3597.

A ticket or proof of share ownership will 
be required for admission. Please refer 
to our Proxy Statement for information 
concerning admission to the meeting.

General Mills Direct Stock Purchase Plan
Th is plan provides a convenient and 
economical way to invest in General Mills 
stock. You can increase your ownership 
over time through purchases of common 
stock and reinvestment of cash dividends, 
without paying brokerage commissions 
and other fees on your purchases and 
reinvestments. For more information 
and a copy of a plan prospectus, go to 
the Investors section of our website at 
GeneralMills.com. 

Shareholder Information

Holiday Gift  Boxes

General Mills Gift  Boxes are a part of 
many shareholders’ December holiday 
traditions. To request an order form, call 
us toll free at (888) 469-7809 or write, 
including your name, street address, 
city, state, zip code and phone number 
(including area code) to:

2011 General Mills Holiday Gift  Box
Department 7803
P.O. Box 5011
Stacy, MN 55078-5011

Or you can place an order online at:
GMIHolidayGift Box.com

Please contact us aft er Oct. 1, 2011.D
es

ig
n 

by
 A

dd
is

on
  P

rin
tin

g 
by

 G
LS

 C
om

pa
ni

es

We have a variety of websites that appeal to consumers around the world. Below is 
a selection of our most popular sites. For a more complete list, see the “Our websites” 
page on GeneralMills.com.

Visit us on the Web

U.S. Sites
Cheerios.com

Pillsbury.com

Yoplait.com

Larabar.com

BettyCrocker.com
Get recipes, cooking tips and view 
instructional videos 

BoxTops4Education.com
Sign up to support your school

EatBetterAmerica.com
Simple ways to eat healthy, including 
healthier versions of your favorite recipes

QueRicaVida.com
Recipes and nutritional information for 
Hispanic consumers

Tablespoon.com
Download coupons, recipes and more for 
a variety of our brands

International Sites
HaagenDazs.com.cn (China)

HaagenDazs.fr (France)

NatureValley.co.uk (United Kingdom)

OldElPaso.com.au (Australia)

LifeMadeDelicious.ca (Canada)
Get recipes, promotions and entertaining 
ideas for many of our brands

Th is Report is Printed on Recycled Paper

10%
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What started 70 years ago as a brand new cereal 
has become a mainstay on millions of breakfast 
tables. Today, one of every eight boxes of cereal 
sold in the U.S. is a Cheerios variety.

Number One General Mills Boulevard 
Minneapolis, MN 55426-1347
GeneralMills.com
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International
Net Sales by Region

$4.2 Billion
 43% Europe
 24% Asia/Pacific
 23% Canada
 10% Latin America

43%

24%

23%

10%U.S. Retail
Net Sales by Division

$10.5 Billion
 23% Big G Cereals
 20% Meals
 18% Pillsbury USA
 15% Snacks
 14% Yoplait USA
 8% Baking Products
 2% Small Planet Foods

23%

18%

14%

2%

20%

15%

8%

Joint Ventures
Net Sales by Joint Venture 
(not consolidated, 
proportionate share)

$1.3 Billion
 84% Cereal Partners 
  Worldwide (CPW)
 16% Häagen-Dazs Japan (HDJ)

84%

16%Bakeries and Foodservice
Net Sales by 
Customer Type

$2.0 Billion
58%  Bakeries & National 
  Restaurant Accounts
 30% Foodservice Distributors
 12% Convenience Stores 

58%

30%

12%

Generating Balanced Growth
Our brands compete in large and growing food categories  
that are on-trend with consumer tastes around the world. 
We’re investing in our established brands while also developing 
new products. And we’re building our business in developed 
markets while increasing our presence in emerging markets 
worldwide. Our goal is to generate balanced, long-term growth.

General Mills at a Glance
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Net Sales
Dollars in millions
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14,880

14,636

14,556

13,548

Segment Operating Profita
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Adjusted Diluted Earnings per Shareb

Dollars

12

11

10

09

08

2.56

2.48

2.30

1.99

1.76
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11.8

Our Fiscal 2012 Financial Highlights

a See page 85 for discussion of non-GAAP measures.
b Results exclude certain items affecting comparability. See page 85 for discussion of non-GAAP measures.

 52 weeks 52 weeks 
In millions, except per share and ended  ended
return on capital data May 27, 2012 May 29, 2011 Change

Net Sales $ 16,658 $ 14,880 + 12%

Segment Operating Profita 3,012 2,946 + 2

Net Earnings Attributable to General Mills 1,567  1,798 – 13

Diluted Earnings per Share (EPS) 2.35 2.70  – 13

Adjusted Diluted EPS, Excluding Certain Items
Affecting Comparabilityb 2.56  2.48  +  3

Return on Average Total Capitala  12.7%  13.8% –110 basis pts.

Average Diluted Shares Outstanding  667 665  + 0

Dividends per Share $ 1.22 $ 1.12  +  9
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I appreciate this opportunity to give you an update on 
General Mills’ recent business performance and our plans 
for continuing growth in the years ahead.

Fiscal 2012 was characterized by the highest input-
cost inflation that we’ve experienced in more than 
three decades. Our supply chain costs — primarily 
food ingredients and energy — rose more than 
10 percent during the year ended May 27, 2012. 
This sharp inflation, roughly double the average 
annual inflation rate we use for long-term planning 
assumptions, restrained our earnings growth for the 
year. In addition, slow economic recovery kept many 
consumer budgets under pressure. In this environ-
ment, we took strategic actions that increased our 
worldwide sales base and strengthened our portfolio. 
In particular, we increased advertising and media 
investment on our base business, we sustained a high 
level of new product activity worldwide, and we made 
several acquisitions that expand our participation in 
fast-growing food categories and emerging markets 
around the globe. We also took restructuring actions 
designed to improve our organizational effectiveness 
and alignment on key growth strategies.

General Mills’ net sales grew 12 percent in fiscal 
2012 to reach $16.7 billion. The international Yoplait 
yogurt business that we acquired in July 2011 
contributed 7 points of net sales growth, and sales 
for our base business grew 5 percent. Segment oper-
ating profit increased 2 percent to exceed $3 billion 
for the first time in company history. Profits grew 
at a slower rate than sales primarily due to the 

higher input costs, the change in our business mix 
to include the Yoplait acquisition, and an 8 percent 
increase in worldwide advertising and media invest-
ment supporting our brands.

Diluted earnings per share (EPS) of $2.35 were below 
prior-year results primarily due to changes in mark-
to-market valuation of certain commodity positions in 
both years, as well as restructuring charges recorded 
in the fourth quarter of fiscal 2012. Adjusted diluted 
EPS, which excludes restructuring expense, mark-
to-market effects, and certain other items affecting 
comparability of results, totaled $2.56 in 2012 
compared to $2.48 a year ago.

Net Sales Performance

Operating Segment/Division  2012 Net Sales % Change
International Segment* + 45

Bakeries and Foodservice Segment + 8

U.S. Retail Segment + 3

Small Planet Foods + 19

Snacks + 15

Big G Cereals + 4

Pillsbury USA + 3

Baking Products + 3

Meals Flat

Yoplait USA – 5
 * Does not include the impact of foreign currency translation. See page 85 of our 
2012 Annual Report for a reconciliation to reported results.

To our Shareholders

Ken Powell
Chairman and  
Chief Executive Officer
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Dividends per Share
Dollars

Returns to Shareholders
Percent growth, stock price change plus reinvested dividends
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Fiscal 2012

GIS
S&P 500 Index
S&P Packaged Foods Index

Last 4 Fiscal Years 
(compound annual return) 

New Annualized Rate

Results for our U.S. Retail segment reflected the 
challenging packaged foods industry environment. 
Branded and private label food manufacturers 
increased prices last year across many grocery cate-
gories to partially offset higher input costs, and food 
industry volumes were weaker as a result. Our 2012 
U.S. Retail net sales grew 3 percent to $10.5 billion, 
but volume as measured in pounds declined 
6 percent. Segment operating profit of $2.3 billion 
was 2 percent below year-ago levels, reflecting  
higher input costs, lower volume, and a 5 percent 
increase in advertising and media expense.

New products generated 5 percent of U.S. Retail 
segment sales in 2012, with particularly strong 
contributions from Fiber One 90-calorie brownie 
snack bars, Peanut Butter Multi Grain Cheerios 
cereal, and Yoplait yogurt and granola parfaits. Each 
of our U.S. Retail divisions generated net sales that 
matched or exceeded year-ago levels, with the excep-
tion of Yoplait USA, where lower volumes on certain 
established product lines offset strong growth by 
Yoplait Go-GURT and Yoplait Greek yogurt varieties. 
We increased our share of retail dollar sales in several 
key product categories. In particular, our U.S. cereal 
market share grew for the fifth consecutive year, and 
exceeds 31 percent of category sales. Our share of the 
$3.2 billion grain snacks category increased by nearly 
5 percentage points to 36 percent.

Our Bakeries and Foodservice segment competes 
primarily in U.S. channels for food eaten away 
from home. While foodservice industry trends 

were generally weak in 2012, reflecting the broader 
economic climate, our Bakeries and Foodservice net 
sales grew 8 percent to $2.0 billion. This included 
growth in sales to foodservice distributors and 
operators, to convenience stores, and to bakery and 
national restaurant accounts. As anticipated, segment 
operating profit of $287 million was below unusually 
strong year-ago levels.

Sales and profit results for our International segment 
included 10 months of contribution from the  
acquired Yoplait international business. Net sales 
grew 46 percent in 2012 to reach $4.2 billion. Foreign 
currency translation contributed 1 point of sales 
growth. Excluding currency effects, sales essentially 
doubled in Europe and rose 28 percent in Canada, 
reflecting the acquisition. Net sales grew 17 percent 
in the Asia/Pacific region and 14 percent in Latin 
America. International segment operating profit 
grew 47 percent to reach $430 million. Excluding 
the Yoplait acquisition, our International segment net 
sales and profit still grew at double-digit rates.

Our Cereal Partners Worldwide (CPW) and Häagen-
Dazs Japan (HDJ) joint ventures generated a combined 
$88 million in after-tax earnings in 2012. This was 
below 2011 levels primarily due to higher effective tax 
rates and a particularly difficult operating environ-
ment for HDJ following the March 2011 earthquakes 
and tsunami. Our 50 percent share of combined 
CPW and HDJ net sales, which is not consolidated 
in General Mills results, rose 5 percent to nearly 
$1.3 billion.
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Input Cost Inflation
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Our financial results in fiscal 2012 build on a track 
record of consistent growth in recent years. Since 
2007, General Mills’ net sales and segment operating 
profit have both grown at a 6 percent compound 
annual rate. And our adjusted diluted EPS (this 
measure excludes certain items affecting compa-
rability of results) has increased at a 10 percent 
compound rate. These results meet or exceed our 
targets for long-term growth, shown below.

General Mills Long-term Growth Model

Growth Factor Compound Annual Growth Target
Net Sales Low single-digit

Segment Operating Profit Mid single-digit

Adjusted Diluted Earnings per Share High single-digit

Dividend Yield 2 to 3 percent

Total Return to Shareholders Double-digit

In fiscal 2012, total return to General Mills share-
holders through stock price performance and 
dividends was 3 percent. This was below the return 
generated by our peer group of packaged food compa-
nies, and below our long-term target for shareholder 
returns, but it was above the return generated by 
the broader market in 2012. As shown in the chart 
on the previous page, over the past four fiscal years, 
General Mills has delivered a double-digit compound 
annual return to shareholders — superior performance 
over a challenging period for the capital markets.

Returns to General Mills shareholders in fiscal 2013 
will include the 8 percent dividend increase we 

announced in June 2012, to a new annualized rate 
of $1.32 per share. General Mills and its predecessor 
firm have now paid dividends without interruption or 
reduction for 113 years. We see dividend growth over 
time as an important component of our value creation 
for shareholders.

Looking Ahead, our Goal is to Continue Generating 
Balanced Growth

As we begin our 2013 fiscal year, our goal is to 
generate continued growth, balanced across several 
key dimensions.

•  We want to generate growth in our core, devel-
oped markets — while we expand our business in 
emerging markets worldwide.

•  We target sales and earnings growth from estab-
lished brands — and we launch new items that we 
believe can become consumer favorites over time.

•  We build plans to drive growth in traditional 
grocery stores — and in the many other retail 
formats selling food today.

•  Our marketing plans include strong investment in 
traditional media — but we’re also investing in new 
digital and social media applications.

•  And we build plans designed to generate growth in 
the current year — and over the long term.

In recent years, we’ve worked to shift General 
Mills’ business mix beyond the U.S. to participate 

Our input costs rose more than  
10 percent in fiscal 2012, the highest  
increase we’ve seen in years. We  
were able to offset some, but not all, 
of that cost increase through Holistic 
Margin Management (HMM), our 
companywide productivity initiative.
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in faster-growing markets worldwide. We’ve made 
good progress and in 2012, a full 25 percent of our 
sales came from outside the U.S. This doesn’t include 
the growing sales of our international joint ventures 
(which are not consolidated), or the fiscal 2013 Yoki 
Alimentos S.A. acquisition in Brazil. Including joint 
venture sales, international operations generate 
roughly 30 percent of the total. We expect our inter-
national businesses to lead the company’s growth in 
the years ahead.

We plan to generate ongoing sales and profit increases  
by keeping our key established brands vital and 
growing. We’ll also introduce brand extensions  
and new items that we believe can become sustaining 
consumer favorites. You can see several of our recent 
introductions pictured above, and you’ll find others 
throughout our annual report. Targeted acquisi-
tions are part of our growth plan, too. I’ve already 
mentioned the Yoplait international business, and 
Yoki in Brazil. We also have added the Food Should 
Taste Good line of wholesome salty snacks to our 
U.S. portfolio, and the Parampara Foods meal starters 
business in India.

In total, we expect to generate good growth in sales 
and operating profit in 2013. Cost savings from 
Holistic Margin Management (HMM) initiatives are 
expected to offset the 2 to 3 percent inflation we’ve 
forecast for this year. Our plan also includes invest-
ments to fuel longer-term growth. These include 
strong investment in marketing and merchandising 
for our U.S. yogurt business, where we have  

lagged the rapid growth of the new Greek segment 
of the market. We’ll also make investments behind 
the Yoplait business in Canada that we will run 
beginning this fall. And we are investing in develop-
ment activities to accelerate our growth in emerging 
markets, particularly China. We believe this balanced 
approach — targeting growth in the current year, and 
over the longer term — serves our company and our 
shareholders well.

A Note of Thanks

Our company’s growth and success is the product of 
34,500 talented employees around the world. I’ll close 
this letter by thanking General Mills people across 
our organization for all that you do, every day, to 
build our company. I’d particularly like to acknowl-
edge John Machuzick, Senior Vice President and 
President of our Bakeries and Foodservice business, 
who retired this summer following a distinguished 
34-year career with General Mills.

I’d also like to thank you for your investment in 
General Mills. We appreciate your confidence in our 
business and its prospects, and we look forward to 
reporting on our continuing growth.

Kendall J. Powell 
Chairman and Chief Executive Officer 
August 2, 2012

A Selection of our New Products Launched in 2012

http://www.foodshouldtastegood.com
http://www.foodshouldtastegood.com
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Generating 
Balanced  
Growth
General Mills now has five global product platforms that account for 
more than 60 percent of our net sales. We’re building these platforms 
in our core, developed markets and in emerging markets worldwide. 

Refrigerated Yogurt 
As of July 2011, we market Yoplait yogurt 
globally in partnership with Sodiaal, a 
dairy cooperative in France. Our other 
yogurt brands include Liberté in North 
America and Mountain High in the U.S.

Throughout the years, we’ve 
taken a balanced approach to 
growing our business. By inno-
vating on well-established brands 
like Cheerios, Yoplait and Nature 
Valley, we’ve kept them vibrant 
and growing. At the same time, 
we’ve introduced new brands 
that meet changing consumer 
needs, like Fiber One cereals and 
snacks, Cascadian Farm organic 
cereals and Wanchai Ferry frozen 
Chinese cuisine. 

We’re growing our brands in 
markets around the world. Ten 
years ago, 10 percent of our 
sales were generated outside of 
the U.S. Today, approximately 
30 percent of our sales come 
from non-U.S. markets, including 
our proportionate share of joint 
venture sales. While the U.S. 
remains a very attractive — and 
growing — core market, we’ve 
been increasing our presence 
in emerging markets where a 

growing middle class is creating 
heightened demand for conve-
nient food products. For example, 
our net sales in China are 
growing at a double-digit rate, 
approaching $550 million in fiscal 
2012. We also have a small but 
fast-growing business in India, 
and we recently acquired the Yoki 
food business in Brazil. 

We’ll continue to drive growth in  
fiscal 2013 and beyond by focusing  

France

United states

http://www.yoplait.com
http://liberteyogurt.com/
http://mountainhighyoghurt.com
http://cheerios.com
http://yoplait.com
http://naturevalley.com
http://naturevalley.com
http://fiberone.com
http://cascadianfarm.com
http://wanchaiferry.com


Wholesome Snack Bars 
Nature Valley and Cascadian Farm granola 
bars, Fiber One bars and Lärabar fruit and 
nut bars are nutritious snack choices.

Convenient Meals 
Our Old El Paso, Wanchai Ferry, Progresso 
and Helper brands give consumers great 
options for a quick and easy meal.
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General Mills Fiscal 2012 
Worldwide Net Sales*
 Ready-to-eat Cereal*
 Convenient Meals
 Refrigerated Yogurt
 Wholesome Snack Bars
 Super-premium Ice Cream*
 All Other Businesses

Our Global Businesses Compete in 
Large and Growing Food Categories

  2011 Retail Sales Percent
Category in Billions Growth*

Ready Meals $93 + 4

Yogurt $73 + 7

Ice Cream $69 + 5

Ready-to-eat Cereal $25 + 5

Snack Bars $11 + 6
Source: Euromonitor 2011
 *Projected five-year compound growth rate

Super-premium Ice Cream 
Our Häagen-Dazs brand is available in 
more than 80 countries, including China. 

on our five global platforms shown  
here. The categories where these 
businesses compete are large, and  
growing at mid- to high-single-
digit rates worldwide. You can 
read more about how we are 
building our global businesses on 
the following pages. 

* Includes our proportionate  
share of joint venture net sales.  

china brazil

aUstralia

http://naturevalley.com
http://cascadianfarm.com
http://fiberone.com
http://larabar.com
http://bettycrocker.com/Products/Old-El-Paso
http://wanchaiferry.com
http://progresso.com
http://bettycrocker.com/Products/Hamburger-Helper
http://haagendazs.com.cn
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Building our Brands in the U.S.
The ready-to-eat cereal category generates $10 billion in retail sales in 
the U.S. We’ve increased our dollar share of the category in each of the 
last five years. 

High in nutrition and 
low in calories, ready-
to-eat cereal is a 
great food choice for 
consumers everywhere.

We’re generating good sales 
growth by expanding many of 
our established cereal brands. 
In the U.S., effective advertising 
and a new peanut butter flavor 
drove 21 percent retail sales 

growth for Multi Grain Cheerios. 
Retail sales for Cascadian Farm 
organic cereals grew 19 percent in 
2012, including new varieties of 
America’s No. 1 granola brand. 

Cereal eaten away from home is 
a growth opportunity for us, too. 
For example, breakfast programs 
in U.S. schools have increased at 
a 5 percent compound rate over 
the past three years. Our sales in 
this channel are outpacing that 
growth, and we are the cereal 

market leader in U.S. school 
breakfast programs.

Our cereal brands also have great 
growth opportunities outside the 
U.S. In Canada, Chocolate Cheerios 
and gluten-free varieties of Chex 
cereals contributed to 4 percent 
constant-currency net sales 
growth for our cereal business in 
this market. Cereal Partners 
Worldwide (CPW), our joint 
venture with Nestlé, has been 
showing good growth in developed 

Growing Cereal Sales
Around the World

http://cheerios.com
http://cascadianfarm.com
http://www.cheerios.ca/
http://chex.com
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Cereal Consumption per Capita
Annual kilograms per person

United Kingdom

Canada
Australia

United States
Mexico

7.3

4.7
4.8

4.1
2.8

France  1.8

Spain  1.8
Poland  1.3

Russia  0.3
Brazil  0.2
Turkey  0.2

Source: Euromonitor 2011

Innovating in Cereal Markets Worldwide
In Canada, our cereal business gained 2 points of market 
share in 2012. Cereal Partners Worldwide, our joint venture 
with Nestlé, is the No. 2 cereal company outside North 
America, with a 23 percent value share.

Fitness is CPW’s largest 
brand. It is performing well in 
emerging markets, like Turkey, 
as we emphasize the weight 
management benefits of this 
great-tasting cereal.

cereal markets, such as Australia, 
the UK and France. And CPW 
holds leading share positions in 
emerging markets, such as Russia 
and Turkey.

Per capita cereal consumption is 
growing in markets around the 
world, yet consumption is still 
quite low in many countries. So 
we see great growth opportunities 
ahead for our cereal brands. 

http://nestle-fitness.com
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Broadening our International Snacks Portfolio
Wholesome snack bars are an $11 billion category worldwide. In the 
U.S., we’ve gained more than 10 points of market share over the past 
five years, and we’re expanding our brands in markets around the world. 

80 markets today. We continue to 
enter new countries and introduce 
new varieties, like Nature Valley 
Protein bars, with 10 grams of 
protein per serving. In the U.S., 
90-calorie Fiber One brownies 
generated more than $100 million 
in retail sales in their first year. 
And new sweet and salty über 
bars extend our Lärabar brand of 
natural fruit and nut bars. 

Yogurt is a $73 billion global  
category, and sales are projected  

Healthy snack bars  
and yogurt are large, 
fast-growing food 
categories in markets 
around the world.

Retail sales for the wholesome 
snack bar category are projected 
to grow at a 6 percent compound 
rate worldwide over the next five 
years. Our Nature Valley granola 
bars are available in nearly 

to grow at a 7 percent pace, as 
yogurt consumption is still devel-
oping in many markets around the 
world. We’ve marketed Yoplait 
yogurt in the U.S. since 1977, 
focusing on a variety of segments, 
such as light yogurt and offerings 
for kids. In 2013, we have more 
innovation coming, including a 
100-calorie Yoplait Greek yogurt 
and multipacks of Trix yogurt for 
kids. We’re also expanding 
Mountain High all-natural yoghurt 
into more U.S. retail outlets. 

Fast-growing 
Wholesome Options

http://fiberone.com
http://larabar.com/products/uber
http://larabar.com/products/uber
http://larabar.com
http://naturevalley.com
http://yoplait.com
http://yoplait.com/products/YoplaitGreekYogurt
http://yoplait.com/products/YoplaitTrixYogurt
http://mountainhighyoghurt.com


11Annual Report 2012

France
Ireland
Canada
United Kingdom
Australia

20.3
12.3

11.7

9.7

Yogurt Consumption per Capita
Annual kilograms per person      

9.8

United States  6.6
Brazil  6.0

Russia  4.4
China  2.6

India  0.4

Source: Euromonitor 2011

Retail sales for Yoplait  
Go-GURT yogurt in a tube  
grew 11 percent in fiscal  
2012 with more new flavors  
popular with kids. 

Building our U.S. and European Yogurt Brands
Our yogurt business generates $1.4 billion in net sales in the  
U.S. alone. In addition, we have more than $1 billion in net sales  
in international markets. 

In Europe, we posted sales and 
share gains with innovation on 
yogurt brands like Calin and Perle 
de Lait. And in Canada, retail  
sales for Liberté are growing  
at a 50 percent pace, making 
it a leader in the Greek yogurt 
segment. We’ll expand this brand 
in the U.S. in 2013. 

With our broad snack and yogurt 
portfolio, we like the growth pros-
pects for our brands in these fast- 
growing, good-for-you categories. 

http://yoplait.com/products/Yoplait-go-gurt
http://yoplait.com/products/Yoplait-go-gurt
http://liberteyogurt.com
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As the middle class 
expands in markets 
around the world, the 
demand for convenient, 
great-tasting foods will 
continue to grow.

The convenient meals category 
generates more than $90 billion in  
worldwide retail sales. Families 
in 60 markets enjoy Old El Paso 
Mexican meal kits — net sales for 

this brand are greater outside 
the U.S. than in the U.S., and 
since 2008, they’ve been growing 
at a 5 percent compound rate 
internationally on a constant-
currency basis. In China, net sales 
for Wanchai Ferry frozen foods 
increased 14 percent in 2012. We 
see opportunities to expand the 
brand into additional cities across 
China and additional markets in  
Southeast Asia. 

In the U.S., retail sales for Progresso 
soup grew 8 percent in 2012. In 

2013, watch for new flavors of 
Light soups and Progresso Recipe 
Starters cooking sauces. 

Ice cream is a $69 billion global 
category, projected to grow at 
a 5 percent pace. Net sales for 
Häagen-Dazs have been growing 
faster, up 16 percent in fiscal 
2012 on a constant-currency 
basis. In Europe, new Häagen-
Dazs Secret Sensations ice cream 
cups with liquid centers contrib-
uted to 6 percent sales growth for 

Convenience for Dinner 
and Dessert

Our Convenient Meals Span the Globe
The global convenient meals category is projected to grow at a 
4 percent pace. We compete in many markets with products like 
Hamburger Helper in the U.S., Wanchai Ferry dumplings in China,  
and Pasta Master entrées in Australia. 

http://bettycrocker.com/products/Old-El-Paso
http://progresso.com
http://bettycrocker.com/products/Hamburger-Helper
http://pastamaster.com.au
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12
11
10
09

22
19

15
19

General Mills Net Sales in Greater China*
Constant currency, dollars in millions, percent growth

*Estimated net sales converting local currency data 
 at a fixed exchange rate.

the brand in that market. And  
in China, our sales grew more 
than 30 percent as we opened 
nearly 50 new shops. We’ll  
open another 50 shops there in 
fiscal 2013.

The worldwide growth of the 
convenient meals and ice cream 
categories provides great opportu-
nities for our brands. 

China is the largest  
international market for 
Häagen-Dazs ice cream.  
In our shops, we offer  
a tantalizing array of ice  
cream treats. 

Expanding the Great Taste of Häagen-Dazs
Consumers in more than 80 countries enjoy Häagen-Dazs 
super-premium ice cream at home or in our upscale shops. 
Häagen-Dazs is the world’s No. 1 ice cream brand. 

http://haagendazs.com.cn
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Research and Development Expense
Dollars in millions

12

11

10

09

08

245

235

218

208

205

New product development and 
improvements on established 
brands are vital to our growth. 
Health and nutrition benefits are a 
key focus of our product improve-
ment efforts. In 2012, 68 percent 
of our U.S. Retail sales volume 
came from products that we’ve 
improved in recent years. 

We build our brands by investing  
in product development and 
impactful consumer marketing 
initiatives, and by expanding our 
portfolio through acquisitions.  
We leverage this portfolio strength 
as we partner with our customers  
to generate sales and profit growth. 

We support established and new 
brands with strong levels of media 
spending. Over the past five years, 
our worldwide advertising and 
media expense has grown at 
a double-digit rate, reaching 
$914 million in 2012. Investments 
in new digital media and in 
vehicles targeted at multicultural 
consumers have been growing at 
the fastest rates. 

Building our Brand Portfolio
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Natural/Organic Stores

Small Format

Convenience Stores

Club Stores

Supercenters

+DD

+DD

+HSD

+HSD

+MSD

+LSDTraditional Grocery

Our Sales Growth in U.S. Channels
3-year compound annual deliveries 
percent growth, fiscal 2009–2012

DD = Double-digit; HSD = High single-digit; 
MSD = Mid single-digit; LSD = Low single-digit

Companywide Media Investment
Dollars in millions

12

11

10

09

08

914

844

909

732

587

Parampara Foods meal starters in 
India. And in early fiscal 2013,  
we acquired Yoki Alimentos S.A. 
in Brazil. 

Our portfolio of leading brands 
makes us an important supplier 
to food retailers worldwide. In 
the U.S., General Mills accounts 
for about 3 percent of total food 
and beverage sales, with the 
majority of those sales coming 

We’ve made several strategic acqui-
sitions that position us for future 
growth. In July 2011, we acquired 
a controlling interest in Yoplait 
S.A.S. to market Yoplait yogurt 
around the world. We have agreed 
to assume the Yoplait license in 
Canada in September 2012, and 
we have reacquired the license 
in Ireland. We acquired Food 
Should Taste Good, a U.S.-based 
wholesome snack producer and 

from traditional grocery stores. 
Our sales in nontraditional retail 
outlets, such as club, drug and 
discount stores, are growing 
faster than in traditional outlets. 
In international markets, we hold 
leading positions in key growth 
categories. We’ll continue to 
partner with all of our retail and 
foodservice customers to generate 
growth for their businesses and 
ours. 
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 Fiscal Year 
In Millions, Except Per Share Data, Percentages and Ratios  2012   2011  2010  2009(a) 2008 

Operating data:
Net sales $ 16,657.9 $ 14,880.2 $ 14,635.6  $ 14,555.8  $ 13,548.0
Gross margin (b)  6,044.7  5,953.5  5,800.2   5,174.9     4,816.2 
Selling, general, and administrative expenses  3,380.7  3,192.0  3,162.7   2,893.2     2,566.0 
Segment operating profit (c)  3,011.6  2,945.6  2,840.5   2,624.2     2,394.4
Divestitures (gain)  —  (17.4)  —  (84.9)  —
After-tax earnings from joint ventures  88.2  96.4  101.7   91.9     110.8
Net earnings attributable to General Mills  1,567.3  1,798.3  1,530.5   1,304.4     1,294.7
Depreciation and amortization   541.5  472.6  457.1     453.6     459.2
Advertising and media expense   913.7  843.7  908.5     732.1     587.2
Research and development expense   245.4  235.0  218.3     208.2     204.7 
Average shares outstanding:  
   Basic   648.1  642.7     659.6     663.7     665.9
   Diluted   666.7  664.8     683.3     687.1     693.8
Earnings per share:
   Basic $ 2.42 $  2.80  $  2.32  $  1.96  $  1.93  
   Diluted $ 2.35 $  2.70  $  2.24  $  1.90  $  1.85  
   Diluted, excluding certain items affecting comparability (c) $ 2.56 $  2.48  $  2.30  $  1.99  $  1.76  
Operating ratios:
Gross margin as a percentage of net sales   36.3%  40.0%   39.6%   35.6%   35.5%
Selling, general, and administrative expenses as a 
    percentage of net sales   20.3%  21.5%   21.6%   19.9%   18.9%
Segment operating profit as a percentage of net sales (c)   18.1%  19.8%   19.4%   18.0%   17.7%
Effective income tax rate   32.1%  29.7%   35.0%   37.1%   34.0%
Return on average total capital (b) (c)   12.7%  13.8%   13.8%   12.3%   11.8%
Balance sheet data:
Land, buildings, and equipment $ 3,652.7 $  3,345.9  $  3,127.7  $  3,034.9  $  3,108.1
Total assets   21,096.8   18,674.5     17,678.9     17,874.8     19,041.6 
Long-term debt, excluding current portion   6,161.9   5,542.5     5,268.5     5,754.8     4,348.7 
Total debt (b)   7,429.6   6,885.1     6,425.9     7,075.5     6,999.5
Redeemable interest  847.8  —  —  —  —
Noncontrolling interests   461.0   246.7     245.1     244.2     246.6 
Stockholders’ equity   6,421.7   6,365.5     5,402.9     5,172.3     6,212.2
Cash flow data:
Net cash provided by operating activities $ 2,402.0 $  1,526.8  $  2,181.2  $  1,828.2  $  1,729.9
Capital expenditures   675.9   648.8     649.9     562.6     522.0
Net cash used by investing activities   1,870.8   715.1     721.2     288.9     442.4
Net cash used by financing activities   661.4   936.6     1,503.8     1,404.5     1,093.0
Fixed charge coverage ratio   6.26   7.03     6.42     5.33     4.91
Operating cash flow to debt ratio (b)   32.3%  22.2%   33.9%   25.8%   24.7%
Share data:
Low stock price $ 34.95 $  33.57  $  25.59  $  23.61  $  25.72
High stock price   41.05   39.95     36.96     35.08     31.25
Closing stock price   39.08   39.29     35.62     25.59     30.54
Cash dividends per common share   1.22   1.12     0.96     0.86     0.78 
Number of full- and part-time employees  34,500  35,000  33,000  30,000  29,500 

(a) Fiscal 2009 was a 53-week year; all other fiscal years were 52 weeks. 

(b) See Glossary on page 83 of this report for definition. 

(c) See page 85 of this report for our discussion of this measure not defined by generally accepted accounting principles.

Financial Summary

The following table sets forth selected financial data for each of the fiscal years in the five-year period ended  
May 27, 2012:
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Management’s Discussion and Analysis of  
Financial Condition and Results of Operations

EXECUTIVE OVERVIEW

We are a global consumer foods company. We develop 
distinctive value-added food products and market them 
under unique brand names. We work continuously to 
improve our established products and to create new 
products that meet consumers’ evolving needs and pref-
erences. In addition, we build the equity of our brands 
over time with strong consumer-directed marketing and 
innovative merchandising. We believe our brand-build-
ing strategy is the key to winning and sustaining lead-
ing share positions in markets around the globe.

Our fundamental business goal is to generate supe-
rior returns for our stockholders over the long term. We 
believe that increases in net sales, segment operating 
profit, earnings per share (EPS), and return on average 
total capital are the key measures of financial perfor-
mance for our business. See the “Non-GAAP Measures” 
section on page 85 for a description of our discussion 
of total segment operating profit, diluted EPS exclud-
ing certain items affecting comparability and return on 
average total capital, which are not defined by generally 
accepted accounting principles (GAAP). 

Our objectives are to consistently deliver:
•	 low	single-digit	annual	growth	in	net	sales;	
•	 	mid	 single-digit	 annual	 growth	 in	 total	 segment	  

operating profit; 
•	 	high	 single-digit	 annual	 growth	 in	 diluted	 EPS	  

excluding certain items affecting comparability; and 
•	 improvements	in	return	on	average	total	capital.

We believe that this financial performance, coupled 
with an attractive dividend yield, should result in long-
term value creation for stockholders. We return a sub-
stantial amount of cash to stockholders through share 
repurchases and dividends.

Fiscal 2012 was a challenging year for us as well as 
the rest of the food industry, as we experienced double-
digit input cost inflation and consumers were affected 
by the slow economic recovery around the world. For 
the fiscal year ended May 27, 2012, our net sales grew 
12 percent and total segment operating profit grew 2 
percent. Diluted EPS declined 13 percent and our return 
on average total capital declined by 110 basis points. 
Diluted EPS excluding certain items affecting compara-
bility increased 3 percent from fiscal 2011 (see the “Non-
GAAP Measures” section on page 85 for our use of this 
measure and our discussion of the items affecting com-
parability). Net cash provided by operations totaled $2.4 
billion in fiscal 2012, enabling us to partially fund the 
acquisition of Yoplait S.A.S. and Yoplait Marques S.A.S. 

and to increase our annual dividend payments per share 
by 9 percent from fiscal 2011. We also made significant 
capital investments totaling $676 million in fiscal 2012. 

We achieved the following related to our three key 
operating objectives for fiscal 2012: 
•	 Net	sales	growth	of	12	percent	was	primarily	driven	by	
contributions from our Yoplait S.A.S. acquisition, volume 
gains in our International segment, and net price realiza-
tion and mix.
•	 We	increased	marketing,	merchandising,	and	innova-
tion investment in support of our leading brands and 
continued to build our global platforms around the world.  
Our global advertising and media expense increased 8 
percent, including investment in our core developed mar-
kets and continued media support behind our interna-
tional Yoplait business.
•	 We	achieved	a	2	percent	increase	in	total	segment	
operating profit despite the high levels of input cost 
inflation. We continued to focus on our holistic mar-
gin management (HMM) program, which includes cost-
savings initiatives, marketing spending efficiencies, and 
profitable sales mix strategies.

Details of our financial results are provided in the 
“Fiscal 2012 Consolidated Results of Operations” section 
below.

Looking ahead, we expect slow improvement in the 
operating environment for food companies around 
the globe. Although we believe the consumer environ-
ment will remain challenging in fiscal 2013, we expect 
to deliver another year of quality growth. Excluding the 
effects of our pending acquisition of Yoki Alimentos S.A. 
(Yoki), we expect to achieve these results:
•	 We	are	targeting	mid	single-digit	growth	in	net	sales	
driven by acquisitions, volume growth, mix improve-
ments, and modest net price realization.
•	 We	have	a	strong	 line-up	of	 consumer	marketing,	
merchandising, and innovation planned to support our 
leading brands. We will continue to build our global plat-
forms in markets around the world, accelerating our 
efforts in rapidly growing emerging markets.
•	 We	are	targeting	mid	single-digit	growth	in	total	seg-
ment operating profit in fiscal 2013, as we expect our 
HMM discipline of cost savings, mix management, and 
price realization to offset lower input cost inflation. 

Our businesses generate strong levels of cash flows 
and we use some of this cash to reinvest in our business. 
Our fiscal 2013 plans call for approximately $650 million 
of expenditures for capital projects, excluding expendi-
tures that may be required for Yoki. On June 26, 2012, 
our Board of Directors approved a dividend increase to 
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an annual rate of $1.32 per share, an 8 percent increase 
from the rate paid in fiscal 2012. 

We expect that share repurchases will at least offset 
normal levels of stock option exercises in fiscal 2013.

Certain terms used throughout this report are defined 
in a glossary on pages 83 and 84 of this report.

FISCAL 2012 CONSOLIDATED RESULTS  
OF OPERATIONS

Fiscal 2012 net sales grew 12 percent to $16,658 mil-
lion. In fiscal 2012, net earnings attributable to General 
Mills was $1,567 million, down 13 percent from $1,798 
million in fiscal 2011, and we reported diluted EPS of 
$2.35 in fiscal 2012, down 13 percent from $2.70 in fiscal 
2011. Fiscal 2012 results include losses from the mark-
to-market valuation of certain commodity positions and 
grain inventories versus fiscal 2011 which included gains. 
Fiscal 2012 results also include restructuring charges 
reflecting employee severance expense and the write-off 
of certain long-lived assets related to our 2012 produc-
tivity and cost savings plan and integration costs result-
ing from the acquisitions of Yoplait S.A.S. and Yoplait 
Marques S.A.S. Fiscal 2011 results include the net ben-
efit from the resolution of uncertain tax matters. Diluted 
EPS excluding these items affecting comparability was 
$2.56 in fiscal 2012, up 3 percent from $2.48 in fiscal 
2011 (see the “Non-GAAP Measures” section on page 85 
for our use of this measure and our discussion of the 
items affecting comparability).

The components of net sales growth are shown in the 
following table:

Components of Net Sales Growth
 Fiscal 2012

 vs. 2011

Contributions from volume growth (a) 9 pts
Net price realization and mix 3 pts
Foreign currency exchange Flat 
Net sales growth 12 pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales grew 12 percent in fiscal 2012, due to 9 per-
centage points of contribution from volume growth, 
including 12 percentage points of volume growth con-
tributed by the acquisition of Yoplait S.A.S. Net price 
realization and mix contributed 3 percentage points of 
net sales growth. Foreign currency exchange was flat 
compared to fiscal 2011.

Cost of sales increased $1,686 million in fiscal 2012 to 
$10,613 million. This increase was driven by an $877 mil-
lion increase attributable to higher volume and a $610 
million increase attributable to higher input costs and 
product mix. We recorded a $104 million net increase 
in cost of sales related to mark-to-market valuation 
of certain commodity positions and grain inventories 
as described in Note 7 to the Consolidated Financial 
Statements on page 56 of this report, compared to a net 
decrease of $95 million in fiscal 2011.

Gross margin grew 2 percent in fiscal 2012 versus fis-
cal 2011. Gross margin as a percent of net sales decreased 
by 370 basis points from fiscal 2011 to fiscal 2012. This 
decrease was primarily driven by higher input costs and 
losses from mark-to-market valuation of certain com-
modity positions and grain inventories in fiscal 2012 
versus gains in fiscal 2011.

Selling, general and administrative (SG&A) expenses 
were up $189 million in fiscal 2012 versus fiscal 2011. 
SG&A expenses as a percent of net sales in fiscal 2012 
decreased by 1 percentage point compared to fiscal 2011. 
The increase in SG&A expenses was primarily driven 
by the acquisition of Yoplait S.A.S. and an 8 percent 
increase in advertising and media expense. 

There were no divestitures in fiscal 2012. In fiscal 
2011, we recorded a net divestiture gain of $17 million 
consisting of a gain of $14 million related to the sale 
of a foodservice frozen baked goods product line in our 
International segment and a gain of $3 million related to 
the sale of a pie shell product line in our Bakeries and 
Foodservice segment. 

Restructuring, impairment, and other exit costs 
totaled $102 million in fiscal 2012 as follows:

Expense, in Millions

Productivity and cost savings plan $ 100.6 
Charges associated with restructuring actions  
 previously announced   1.0 
Total $ 101.6 

In fiscal 2012, we approved a major productivity and 
cost savings plan designed to improve organizational 
effectiveness and focus on key growth strategies. The 
plan includes organizational changes that strengthen 
business alignment, and actions to accelerate adminis-
trative efficiencies across all of our operating segments 
and support functions. In connection with this initia-
tive, we expect to eliminate approximately 850 posi-
tions globally and recorded a $101 million restructuring 
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charge, consisting of $88 million of employee severance 
expense and a non-cash charge of $13 million related 
to the write-off of certain long-lived assets in our U.S. 
Retail segment. All of our operating segments and sup-
port functions were affected by these actions including 
$70 million related to our U.S. Retail segment, $12 mil-
lion related to our Bakeries and Foodservice segment, 
$10 million related to our International segment, and 
$9 million related to our administrative functions. We 
expect to record approximately $19 million of restructur-
ing charges as a result of these actions in fiscal 2013. 
These restructuring actions are expected to be com-
pleted by the end of fiscal 2014. In fiscal 2012, we paid 
$4 million in cash related to restructuring actions taken 
in fiscal 2012 and previous years.  

Interest, net for fiscal 2012 totaled $352 million, $6 
million higher than fiscal 2011. Average interest bear-
ing instruments increased $792 million in fiscal 2012, 
primarily due to the acquisitions of Yoplait S.A.S. and 
Yoplait Marques S.A.S., generating a $46 million increase 
in net interest. The average interest rate decreased 55 
basis points, including the effect of the mix of debt, gen-
erating a $40 million decrease in net interest. 

Our consolidated effective tax rate for fiscal 2012 was 
32.1 percent compared to 29.7 percent in fiscal 2011. The 
2.4 percentage point increase was primarily due to a 
$100 million reduction to tax expense recorded in fiscal 
2011 related to a settlement with the Internal Revenue 
Service (IRS) concerning corporate income tax adjust-
ments for fiscal years 2002 to 2008. 

After-tax earnings from joint ventures for fiscal 2012 
decreased to $88 million compared to $96 million in fis-
cal 2011 primarily due to higher effective tax rates as a 
result of discrete tax items in fiscal 2012. 

The change in net sales for each joint venture is set 
forth in the following table:

Joint Venture Change in Net Sales
 Fiscal 2012
 vs. 2011

CPW 4 %
HDJ 11 
Joint Ventures 5 %

In fiscal 2012, CPW net sales grew by 4 percent due to 
3 percentage points attributable to net price realization 
and mix, and a 2 percentage point increase from volume, 
partially offset by a 1 percentage point decrease from 
unfavorable foreign currency exchange. In fiscal 2012, 

net sales for HDJ increased 11 percent from fiscal 2011 
due to 7 percentage points of favorable foreign currency 
exchange, 3 percentage points due to an increase in vol-
ume, and 1 percentage point attributable to net price 
realization and mix.

Average diluted shares outstanding increased by 2 
million in fiscal 2012 from fiscal 2011, due primarily to 
the issuance of common stock from stock option exer-
cises, partially offset by share repurchases. 

FISCAL 2012 CONSOLIDATED BALANCE  
SHEET ANALYSIS

Cash and cash equivalents decreased $148 million from 
fiscal 2011, as discussed in the “Liquidity” section on  
page 28.

Receivables increased $161 million from fiscal 2011 pri-
marily as a result of the acquisition of Yoplait S.A.S.

Inventories decreased $130 million from fiscal 2011 
primarily as a result of inventory reduction efforts in 
fiscal 2012.

Prepaid expenses and other current assets decreased 
$125 million from fiscal 2011, mainly due to decreases in 
derivative receivable balances. 

Land, buildings, and equipment increased $307 mil-
lion from fiscal 2011, as $676 million of capital expendi-
tures and $252 million of additions from the acquisition 
of Yoplait S.A.S. were partially offset by depreciation 
expense of $512 million and $84 million of foreign cur-
rency translation in fiscal 2012.

Goodwill and other intangible assets increased $2,323 
million from fiscal 2011 primarily due to the acquisitions 
of Yoplait S.A.S. and Yoplait Marques S.A.S. We recorded 
$1,617 million of goodwill and $1,108 million of other 
intangible assets related to fiscal 2012 acquisitions which 
were partially offset by $348 million of foreign currency 
translation. 

Other assets increased $3 million from fiscal 2011. 
Accounts payable increased $154 million from fiscal 

2011, primarily due to the acquisition of Yoplait S.A.S. 
and shifts in the timing of payments.

Long-term debt, including current portion, and notes 
payable increased $544 million from fiscal 2011 primarily 
due to the consolidation of Yoplait S.A.S. debt of $376 
million and our debt refinancing activities in fiscal 2012

The current and noncurrent portions of net deferred 
income taxes liability increased $12 million from  
fiscal 2011.
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Other current liabilities increased $105 million from 
fiscal 2011, primarily driven by increases in restructuring 
and other exit cost reserves and consumer marketing 
accruals, partially offset by a decrease in accrued taxes. 

Other liabilities increased $457 million from fiscal 
2011, primarily driven by an increase of $426 million in 
pension, postemployment, and postretirement liabilities.

Redeemable interest of $848 million represents the 
redemption value of Sodiaal International’s (Sodiaal) 49 
percent interest in Yoplait S.A.S. as of May 27, 2012. 
Please refer to Note 9 to the Consolidated Financial 
Statements on page 64 of this report. 

Retained earnings increased $767 million from fiscal 
2011, reflecting fiscal 2012 net earnings of $1,567 mil-
lion less dividends paid of $800 million. Treasury stock 
decreased $33 million from fiscal 2011, due to $346 mil-
lion related to stock-based compensation plans partially 
offset by $313 million of share repurchases. Additional 
paid in capital decreased $11 million from fiscal 2011. 
Accumulated other comprehensive loss (AOCI) 
increased by $733 million after-tax from fiscal 2011, pri-
marily driven by pension and postemployment activ-
ity of $423 million and foreign currency translation of  
$270 million. 

Noncontrolling interests increased $214 million in 
fiscal 2012 primarily due to the addition of Sodiaal’s 50 
percent interest in Yoplait Marques S.A.S. Please refer to 
Note 9 to the Consolidated Financial Statements on page 
64 of this report.

FISCAL 2011 CONSOLIDATED RESULTS OF 
OPERATIONS

Fiscal 2011 net sales grew 2 percent to $14,880 mil-
lion. Net earnings attributable to General Mills were 
$1,798 million in fiscal 2011, up 18 percent from $1,530 
million in fiscal 2010, and we reported diluted EPS of 
$2.70 in fiscal 2011, up 20 percent from $2.24 in fiscal 
2010. Fiscal 2011 results include gains from the mark-
to-market valuation of certain commodity positions 
and grain inventories versus fiscal 2010 which included 
losses. Fiscal 2011 results also include the net benefit 
from the resolution of uncertain tax matters, and fis-
cal 2010 results include income tax expense related to 
the enactment of federal health care reform. Diluted EPS 
excluding these items affecting comparability was $2.48 
in fiscal 2011, up 8 percent from $2.30 in fiscal 2010 
(see the “Non-GAAP Measures” section on page 85 for 
our use of this measure and our discussion of the items 
affecting comparability).

The components of net sales growth are shown in the 
following table:

Components of Net Sales Growth
 Fiscal 2011
 vs. 2010

Contributions from volume growth (a) 1 pt 
Net price realization and mix 1 pt
Foreign currency exchange Flat 
Net sales growth 2 pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales grew 2 percent in fiscal 2011, due to 1 per-
centage point of contribution from volume growth and 
1 percentage point of growth from net price realization 
and mix. Foreign exchange was flat compared to fiscal 
2010.

Cost of sales increased $91 million in fiscal 2011 to 
$8,927 million. This was driven by a $157 million increase 
attributable to higher net input costs and product mix 
and an $84 million increase attributable to higher vol-
ume, partially offset by a $95 million net decrease in cost 
of sales related to mark-to-market valuation of certain 
commodity positions and grain inventories compared to 
a net increase of $7 million in fiscal 2010. In fiscal 2010, 
we recorded a charge of $48 million resulting from a 
change in the capitalization threshold for certain equip-
ment parts.

Gross margin grew 3 percent in fiscal 2011 versus fis-
cal 2010. Gross margin as a percent of net sales increased 
by 40 basis points from fiscal 2010 to fiscal 2011. These 
improvements were primarily driven by gains from the 
mark-to-market valuation of certain commodity posi-
tions and grain inventories in fiscal 2011 versus losses 
in fiscal 2010.

Selling, general and administrative (SG&A) expenses 
were up $29 million in fiscal 2011 versus fiscal 2010, 
while SG&A expenses as a percent of net sales remained 
essentially flat from fiscal 2010 to fiscal 2011. The 
increase in SG&A expenses was primarily driven by a 
$69 million increase in corporate pension expense par-
tially offset by a 7 percent decrease in advertising and 
media expense. In fiscal 2010, the Venezuelan govern-
ment devalued the bolivar fuerte exchange rate against 
the U.S. dollar. The $14 million foreign exchange loss 
resulting from the devaluation was substantially offset 
by a $13 million recovery against a corporate investment. 

During fiscal 2011, we recorded a net divestiture gain 
of $17 million. We recorded a gain of $14 million related 
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to the sale of a foodservice frozen baked goods product 
line in our International segment and a gain of $3 mil-
lion related to the sale of a pie shell product line in our 
Bakeries and Foodservice segment. There were no dives-
titures in fiscal 2010. 

Restructuring, impairment, and other exit costs 
totaled $4 million in fiscal 2011 as follows:

Expense, in Millions  

Discontinuation of fruit-flavored snack product line $ 1.7 
Charges associated with restructuring actions  
 previously announced  2.7  
Total $ 4.4 

In fiscal 2011, we decided to exit an underperform-
ing product line in our U.S. Retail segment. As a result 
of this decision, we concluded that the future cash 
flows generated by this product line were insufficient 
to recover the net book value of the associated long-
lived assets. Accordingly, we recorded a non-cash charge 
of $2 million related to the impairment of the associ-
ated long-lived assets. No employees were affected by 
these actions. In addition, we recorded $3 million of 
charges associated with restructuring actions previously 
announced. In fiscal 2011, we paid $6 million in cash 
related to restructuring actions taken in fiscal 2011 and 
previous years.

Interest, net for fiscal 2011 totaled $346 million, $55 
million lower than fiscal 2010. The average interest rate 
on our total outstanding debt was 5.6 percent in fiscal 
2011 compared to 6.3 percent in fiscal 2010, generating 
a $45 million decrease in net interest. Average inter-
est bearing instruments increased $474 million in fis-
cal 2011, primarily due to more share repurchases than 
in fiscal 2010, leading to a $30 million increase in net 
interest. In fiscal 2010, we also recorded a loss of $40 
million related to the repurchase of certain notes, which 
represented the premium paid, the write-off of remain-
ing discount and unamortized fees, and the settlement 
of related swaps.

Our consolidated effective tax rate for fiscal 2011 was 
29.7 percent compared to 35.0 percent in fiscal 2010. 
The 5.3 percentage point decrease was primarily due to 
a $100 million reduction to tax expense recorded in fiscal 
2011 related to a settlement with the IRS concerning cor-
porate income tax adjustments for fiscal years 2002 to 
2008. The adjustments primarily relate to the amount of 
capital loss, depreciation, and amortization we reported 
as a result of the sale of noncontrolling interests in 

our General Mills Cereals, LLC (GMC) subsidiary. Fiscal 
2010 income tax expense included a $35 million increase 
related to the enactment of federal health care reform 
(the Patient Protection and Affordable Care Act, as 
amended by Health Care and Education Reconciliation 
Act of 2010). This legislation changed the tax treatment 
of subsidies to companies that provide prescription drug 
benefits that are at least the equivalent of benefits under 
Medicare Part D (see the “Impact of Inflation” section on 
page 28 for additional discussion of this legislation). 

After-tax earnings from joint ventures for fiscal 2011 
decreased to $96 million compared to $102 million in fis-
cal 2010. The decrease is primarily due to higher adver-
tising and media spending and increased service cost 
allocations, all in CPW. 

The change in net sales for each joint venture is set 
forth in the following table:

Joint Venture Change in Net Sales
 Fiscal 2011
 vs. 2010

CPW 3 % 
HDJ 4 
Joint Ventures 4 %

In fiscal 2011, CPW net sales grew by 3 percent due 
to a 2 percentage point increase in volume and a 1 per-
centage point increase from favorable foreign exchange. 
Net price realization and mix was flat compared to fiscal 
2010. In fiscal 2011, net sales for HDJ increased 4 percent 
from fiscal 2010 primarily due to 9 percentage points of 
favorable foreign exchange, partially offset by a 5 per-
centage point decline in net price realization and mix. 
Volume was flat compared to fiscal 2010.

Average diluted shares outstanding decreased by 18 
million in fiscal 2011 from fiscal 2010, due primarily to 
the repurchase of 32 million shares, partially offset by 
the issuance of shares upon stock option exercises. 
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Segment operating profit excludes unallocated cor-
porate items, gain on divestitures, and restructur-
ing, impairment, and other exit costs because these 
items affecting operating profit are centrally man-
aged at the corporate level and are excluded from the  
measure of segment profitability reviewed by our  
executive management.

RESULTS OF SEGMENT OPERATIONS

Our businesses are organized into three operating segments: U.S. Retail; International; and Bakeries and Foodservice.
The following tables provide the dollar amount and percentage of net sales and operating profit from each seg-

ment for fiscal years 2012, 2011, and 2010:

Net Sales Fiscal Year
 2012  2011 2010 

  Percent   Percent    Percent
In Millions Dollars  of Total  Dollars  of Total  Dollars  of Total

U.S. Retail $ 10,480.2 63% $ 10,163.9 69%  $ 10,209.8 70%
International  4,194.3 25  2,875.5 19   2,684.9 18
Bakeries and Foodservice  1,983.4  12  1,840.8 12   1,740.9 12
Total $ 16,657.9 100% $ 14,880.2 100%  $ 14,635.6 100% 

Segment Operating Profit

U.S. Retail $ 2,295.3 76% $ 2,347.9  80%  $ 2,385.2  84%
International   429.6 14  291.4  10    192.1  7  
Bakeries and Foodservice  286.7  10  306.3  10    263.2  9 
Total $ 3,011.6 100% $ 2,945.6  100%  $ 2,840.5  100%

U.S Retail Segment Our U.S. Retail segment reflects 
business with a wide variety of grocery stores, mass 
merchandisers, membership stores, natural food chains, 
and drug, dollar and discount chains operating through-
out the United States. Our major product categories in 
this business segment are ready-to-eat cereals, refrig-
erated yogurt, ready-to-serve soup, dry dinners, shelf 
stable and frozen vegetables, refrigerated and frozen 
dough products, dessert and baking mixes, frozen pizza 
and pizza snacks, grain, fruit and savory snacks, and a 
wide variety of organic products, including granola bars, 
cereal, and soup.
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In fiscal 2012, net sales for our U.S. Retail segment 
were $10.5 billion, up 3 percent from fiscal 2011. Net 
price realization and mix contributed 9 percentage 
points of growth, partially offset by a 6 percentage point 
decrease due to lower pound volume.

In fiscal 2011, net sales for this segment totaled $10.2 
billion, flat compared to fiscal 2010. Volume on a ton-
nage basis and net price realization and mix were both 
flat compared to fiscal 2010. 

Components of U.S. Retail Net Sales Growth
    
  Fiscal 2012  Fiscal 2011
 vs. 2011 vs. 2010

Contributions from volume growth (a) (6) pts   Flat
Net price realization and mix 9 pts   Flat
Net sales growth 3 pts  Flat
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales for our U.S. Retail divisions are shown in the 
tables below:

U.S. Retail Net Sales by Division

   Fiscal Year
In Millions  2012  2011   2010 

Big G $ 2,387.9 $ 2,293.6  $ 2,351.3 
Meals 2,133.1  2,131.8   2,146.0
Pillsbury 1,881.0  1,823.9   1,858.2
Snacks 1,578.6  1,378.3   1,315.8
Yoplait 1,418.5  1,499.0  1,491.2
Baking Products 832.5   808.6    845.2
Small Planet Foods and other 248.6  228.7   202.1
Total $10,480.2  $10,163.9   $10,209.8 

U.S. Retail Net Sales Percentage  
Change by Division

  Fiscal 2012  Fiscal 2011
 vs. 2011 vs. 2010

Big G 4%   (2)%
Meals Flat   (1)
Pillsbury 3   (2)
Snacks 15     5
Yoplait (5)     1
Baking Products 3    (4)
Small Planet Foods 19     13 
Total 3%  Flat

In fiscal 2012, net sales for Big G cereals grew 4 per-
cent from last year driven by growth from established 
brands such as Honey Nut Cheerios, Cinnamon Toast 
Crunch, and Chex varieties along with contributions 
from new products including Peanut Butter Multi Grain 
Cheerios and Fiber One 80 Calories cereals. Meals divi-
sion net sales were flat. Pillsbury net sales grew 3 per-
cent, led by frozen breakfast items, biscuits, and sweet 
rolls. Snacks net sales grew 15 percent, driven by Fiber 
One and Nature Valley snack bars. Net sales for Yoplait 
declined 5 percent as growth from Go-GURT and Yoplait 
Greek was offset by volume declines on certain estab-
lished product lines. Net sales for Baking Products grew 
3 percent, driven by flour pricing. Small Planet Food’s net 
sales were up 19 percent, led by Lärabar natural fruit 
and nut bars, and Cascadian Farm organic cereals and 
grain snack bars.

In fiscal 2011, net sales for Big G cereals declined 2 per-
cent from fiscal 2010 which included Chocolate Cheerios 
and Wheaties Fuel introductory volume. Meals division 
net sales decreased 1 percent as Helper dinner mixes 
and Green Giant canned vegetables declines were par-
tially offset by growth in Old El Paso Mexican prod-
ucts, Progresso ready-to-serve soups, and Wanchai 
Ferry and Macaroni Grill frozen entrees. Pillsbury net 
sales declined 2 percent due to sales declines in Totino’s 
pizza. Snacks net sales grew 5 percent, driven by Nature 
Valley and Fiber One grain snack bars. Net sales for 
Yoplait grew 1 percent including the acquisition of the 
Mountain High yogurt business. Net sales for Baking 
Products declined 4 percent. Small Planet Food’s net sales 
were up 13 percent driven by double-digit growth for 
Lärabar natural fruit and nut bars.

Segment operating profit of $2.3 billion in fiscal 2012 
declined $53 million, or 2 percent, from fiscal 2011. The 
decrease was primarily driven by higher input costs, 
lower volume, and a 5 percent increase in advertising 
and media expense. 

Segment operating profit of $2.3 billion in fiscal 2011 
declined $37 million, or 2 percent, from fiscal 2010. The 
decrease was primarily driven by unfavorable supply 
chain costs of $81 million, partially offset by a 9 percent 
reduction in advertising and media expense.
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International Segment Our International segment 
consists of retail and foodservice businesses outside of 
the United States. In Canada, our major product cate-
gories are ready-to-eat cereals, shelf stable and frozen 
vegetables, dry dinners, refrigerated and frozen dough 
products, dessert and baking mixes, frozen pizza snacks, 
refrigerated yogurt, and grain and fruit snacks. In mar-
kets outside North America, our product categories 
include super-premium ice cream and frozen desserts, 
refrigerated yogurt, grain snacks, shelf stable and frozen 
vegetables, refrigerated and frozen dough products, and 
dry dinners. Our International segment also includes 
products manufactured in the United States for export, 
mainly to Caribbean and Latin American markets, as 
well as products we manufacture for sale to our inter-
national joint ventures. Revenues from export activities 
and franchise fees are reported in the region or country 
where the end customer is located.

In fiscal 2012, net sales for our International segment 
were $4,194 million, up 46 percent from fiscal 2011. This 
growth was driven by 36 percentage points contributed 
by the acquisition of Yoplait S.A.S. Volume contributed 
65 percentage points of net sales growth, including 
63 percentage points resulting from the acquisition of 
Yoplait S.A.S., and favorable foreign currency exchange 
contributed 1 percentage point of net sales growth. These 
gains were partially offset by a decrease of 20 percentage 
points due to unfavorable net price realization and mix 
resulting from the acquisition of Yoplait S.A.S.   

Net sales totaled $2,876 million in fiscal 2011, up 7 
percent from $2,685 million in fiscal 2010. The growth 
in fiscal 2011 was driven by 6 percentage points of con-
tributions from volume and 1 percentage point from net 
price realization and mix. Foreign currency exchange 
was flat compared to fiscal 2010. 

Components of International Net Sales Growth

  Fiscal 2012   Fiscal 2011 
  vs. 2011   vs. 2010 

Contributions from volume growth (a) 65  pts 6 pts
Net price realization and mix (20)  pts  1  pt
Foreign currency exchange 1 pt  Flat
Net sales growth 46  pts  7  pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales for our International segment by geographic 
region are shown in the following tables:

International Net Sales by Geographic Region

   Fiscal Year
In Millions   2012   2011   2010 

Europe $ 1,785.8   $ 905.5   $ 859.6 
Asia/Pacific    997.8     822.9  720.0 
Canada   990.9    769.9  709.9 
Latin America    419.8    377.2   395.4 
Total $ 4,194.3  $ 2,875.5   $ 2,684.9 

International Change in Net Sales by Geographic Region

  Percentage Change in 
 Percentage Change in Net Sales on Constant 
 Net Sales as Reported Currency Basis(a)

  Fiscal 2012 Fiscal 2011 Fiscal 2012   Fiscal 2011 
  vs. 2011 vs. 2010 vs. 2011   vs. 2010 

Europe 97% 5% 98% 7%
Asia/Pacific 21 14 17  9 
Canada 29 8 28   3 
Latin America 11 (5) 14  11
Total 46% 7% 45%  7%

(a) See the “Non-GAAP Measures” section on page 85 for our use of this 
measure.

In fiscal 2012, net sales in Europe grew 97 percent, 
including 90 percentage points from the acquisition of 
Yoplait S.A.S. The remaining growth was driven by Old 
El Paso Mexican products and Häagen Dazs in France, 
Green Giant, Nature Valley and Betty Crocker products 
in the United Kingdom, and favorable foreign currency 
exchange. In the Asia/Pacific region, net sales grew 21 
percent driven by growth from Häagen-Dazs products 
in China, the fiscal 2011 acquisition of Pasta Master in 
Australia, and favorable foreign currency exchange. Net 
sales in Canada increased 29 percent primarily due to 27 
percentage points of net sales growth from the acquisi-
tion of Yoplait S.A.S. The remaining growth was driven 
by Cheerios varieties, Old El Paso Mexican products, 
and favorable foreign currency exchange. Latin America 
net sales increased 11 percent driven by growth in La 
Salteña in Argentina and Diablitos in Venezuela, par-
tially offset by unfavorable foreign currency exchange.

In fiscal 2011, net sales in Europe increased by 5 per-
cent, driven by growth in Häagen Dazs and Nature 
Valley in the United Kingdom, and Old El Paso Mexican 
products in France and Switzerland, partially offset by 
unfavorable foreign currency exchange. In the Asia/
Pacific region, net sales grew 14 percent due to growth 
from Häagen-Dazs and Wanchai Ferry brands 
in China, and atta flour in India. Net sales in Canada 
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increased 8 percent due to favorable foreign currency 
exchange and growth in ready-to-eat-cereals. Latin 
America net sales decreased 5 percent due to unfavor-
able foreign currency exchange primarily related to the 
2010 devaluation of the Venezuelan currency, partially 
offset by Diablitos growth in Venezuela and La Salteña 
growth in Argentina. 

Segment operating profit for fiscal 2012 grew 47 per-
cent to $430 million from $291 million in fiscal 2011, pri-
marily driven by the acquisition of Yoplait S.A.S., higher 
volume, and favorable foreign currency effects.

Segment operating profit for fiscal 2011 grew 52 per-
cent to $291 million, from $192 million in fiscal 2010, 
primarily driven by volume growth and favorable foreign 
currency exchange. In fiscal 2010, we incurred a $14 mil-
lion foreign exchange loss on the revaluation of non-
bolivar fuerte monetary balances in Venezuela. 

In January 2010, the Venezuelan government devalued 
the bolivar fuerte by resetting the official exchange rate. 
The effect of the devaluation was a $14 million foreign 
exchange loss in fiscal 2010, primarily on the revaluation 
of non- bolivar fuerte monetary balances in Venezuela. 
We continue to use the official exchange rate to remea-
sure the financial statements of our Venezuelan opera-
tions, as we intend to remit dividends solely through the 
government-operated Foreign Exchange Administration 
Board (CADIVI). The devaluation of the bolivar fuerte 
also reduced the U.S. dollar equivalent of our Venezuelan 
results of operations and financial condition, but this did 
not have a material impact on our results. During fiscal 
2010, Venezuela became a highly inflationary economy, 
which did not have a material impact on our results in 
fiscal 2012, 2011, or 2010.

Bakeries and Foodservice Segment In our Bakeries and 
Foodservice segment our major product categories are 
cereals, snacks, refrigerated yogurt, unbaked and fully 
baked frozen dough products, baking mixes, and flour. 
Many products we sell are branded to the consumer 
and nearly all are branded to our customers. We sell to 
distributors and operators in many customer channels, 
including foodservice, convenience stores, vending, and 
supermarket bakeries. 

For fiscal 2012, net sales for our Bakeries and 
Foodservice segment increased 8 percent to $1,983 mil-
lion. The increase in fiscal 2012 was driven by an increase 
in net price realization and mix of 7 percentage points 
and 1 percentage point contributed by volume growth.        

For fiscal 2011, net sales for our Bakeries and 
Foodservice segment increased 6 percent to $1,841 mil-
lion. The increase in fiscal 2011 was driven by an increase 
in net price realization and mix of 6 percentage points, 
primarily from prices indexed to commodity markets. 
Contributions from volume were flat, including a 2 per-
centage point decline from a divested product line.   

Components of Bakeries and Foodservice Net Sales Growth

  Fiscal 2012   Fiscal 2011 
  vs. 2011   vs. 2010 

Contributions from volume growth (a) 1 pt   Flat
Net price realization and mix 7  pts  6  pts
Foreign currency exchange NM NM
Net sales growth 8  pts  6  pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales for our Bakeries and Foodservice segment by 
customer channel is shown in the following tables:

Bakeries and Foodservice Net Sales by Customer Channel

   Fiscal Year
In Millions  2012  2011  2010 

Bakeries and National  
 Restaurant Accounts $ 1,138.8 $ 1,057.9  $  994.8 
Foodservice Distributors  601.4  557.3   543.3  
Convenience Stores   243.2  225.6     202.8
Total $ 1,983.4 $ 1,840.8 $ 1,740.9

Bakeries and Foodservice Net Sales Percentage Change by 
Customer Channel 

  Fiscal 2012   Fiscal 2011 
  vs. 2011   vs. 2010 

Bakeries and National Restaurant Accounts 8%  6%
Foodservice Distributors 8 3 
Convenience Stores 8  11
Total 8% 6%

In fiscal 2012, segment operating profit was $287 mil-
lion, down from $306 million in fiscal 2011. The decrease 
was primarily driven by lower grain merchandising 
earnings. 

 Segment operating profit was $306 million in fiscal 
2011, up from $263 million in fiscal 2010. The increase 
was primarily driven by net price realization and mix 
and increased grain merchandising earnings, partially 
offset by higher input costs.
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Unallocated Corporate Items Unallocated corporate 
items include corporate overhead expenses, variances 
to planned domestic employee benefits and incentives, 
contributions to the General Mills Foundation, and other 
items that are not part of our measurement of segment 
operating performance. This includes gains and losses 
from mark-to-market valuation of certain commodity 
positions until passed back to our operating segments 
in accordance with our policy as discussed in Note 2  
of the Consolidated Financial Statements on page 49 of 
this report.

For fiscal 2012, unallocated corporate expense totaled 
$348 million compared to $184 million last year. In fiscal 
2012 we recorded a $104 million net increase in expense 
related to mark-to-market valuation of certain commod-
ity positions and grain inventories, compared to a $95 
million net decrease in expense last year. In fiscal 2012, 
we also recorded $11 million of integration costs related 
to the acquisition of Yoplait S.A.S. and Yoplait Marques 
S.A.S. These increases in expense were partially offset 
by a decrease in compensation and benefit expense com-
pared to fiscal 2011.

Unallocated corporate expense totaled $184 million 
in fiscal 2011 compared to $203 million in fiscal 2010. 
In fiscal 2011, we recorded a $95 million net decrease 
in expense related to mark-to-market valuation of cer-
tain commodity positions and grain inventories, com-
pared to a $7 million net increase in expense in fiscal 
2010. This was partially offset by a $69 million increase 
in corporate pension expense in fiscal 2011. In fis-
cal 2010, we recorded a $13 million recovery against a  
corporate investment.  

IMPACT OF INFLATION 

We have experienced significant input cost volatil-
ity since fiscal 2006. Our gross margin performance in 
fiscal 2012 reflects the impact of 10 percent input cost 
inflation, primarily on commodities inputs. We expect 
the rate of inflation of commodities and energy costs 
to moderate in fiscal 2013. We attempt to minimize the 
effects of inflation through planning and operating prac-
tices. Our risk management practices are discussed on 
pages 41 through 42 of this report.

The Patient Protection and Affordable Care Act, 
as amended by the Health Care and Education 
Reconciliation Act of 2010 (collectively, the Act) was 
signed into law in March 2010. The Act codifies health 
care reforms with staggered effective dates from 2010 

to 2018. Many provisions in the Act require the issu-
ance of additional guidance from various government 
agencies. Because the Act does not take effect fully until 
future years, the Act did not have a material impact on 
our fiscal 2012, 2011, or 2010 results of operations. Given 
the complexity of the Act, the extended time period 
over which the reforms will be implemented, and the 
unknown impact of future regulatory guidance, the full 
impact of the Act on future periods will not be known 
until those regulations are adopted.

LIqUIDITY 

The primary source of our liquidity is cash flow from 
operations. Over the most recent three-year period, our 
operations have generated $6.1 billion in cash. A sub-
stantial portion of this operating cash flow has been 
returned to stockholders through share repurchases and 
dividends. We also use this source of liquidity to fund 
our capital expenditures. We typically use a combination 
of cash, notes payable, and long-term debt to finance 
acquisitions and major capital expansions.

As of May 27, 2012, we had $446 million of cash and 
cash equivalents held in foreign jurisdictions which will 
be used to fund foreign operations and acquisitions. 
There is currently no intent or need to repatriate these 
funds in order to meet domestic funding obligations or 
scheduled cash distributions. If we choose to repatriate 
cash held in foreign jurisdictions, we will only do so in a 
tax-neutral manner. 
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Cash Flows from Operations

 Fiscal Year
In Millions 2012 2011 2010

Net earnings, including  
 earnings attributable to  
 noncontrolling interests $1,589.1 $1,803.5 $1,535.0
Depreciation and amortization 541.5 472.6 457.1 
After-tax earnings  
 from joint ventures (88.2) (96.4) (101.7)
Stock-based compensation 108.3 105.3 107.3 
Deferred income taxes 149.4 205.3 22.3 
Tax benefit on exercised options (63.1) (106.2) (114.0)
Distributions of earnings  
 from joint ventures 68.0 72.7 88.0 
Pension and other postretirement  
 benefit plan contributions  (222.2) (220.8) (17.2)
Pension and other postretirement  
 benefit plan expense (income) 77.8 73.6 (37.9)
Divestitures (gain) — (17.4) —
Restructuring, impairment,  
 and other exit costs (income) 97.8 (1.3) 23.4 
Changes in current  
 assets and liabilities 243.8 (720.9) 143.4 
Other, net (100.2) (43.2) 75.5 
Net cash provided by  
 operating activities $2,402.0 $1,526.8 $2,181.2 

In fiscal 2012, our operations generated $2.4 billion 
of cash compared to $1.5 billion in fiscal 2011. The $875 
million increase primarily reflects changes in current 
assets and liabilities, including a $384 million increase 
driven by inventory reduction efforts in fiscal 2012. 
Prepaid expenses and other current assets accounted for 
a $245 million increase, primarily reflecting changes in 
foreign currency hedges and the fair value of open grain 
contracts. Other current liabilities accounted for a $386 
million increase, primarily reflecting changes in accrued 
income taxes as a result of audit settlements and court 
decisions in fiscal 2011 and changes in consumer mar-
keting and related accruals. The favorable change in 
working capital was offset by a $214 million decrease in 
net earnings. Additionally, fiscal 2012 includes non-cash 
restructuring charges of $101 million reflecting employee 
severance expense and the write-off of certain long-
lived assets. In both fiscal 2012 and fiscal 2011, we made 
a $200 million voluntary contribution to our principal 
domestic pension plans. 

We strive to grow core working capital at or below our 
growth in net sales. For fiscal 2012, core working capital 

decreased 7 percent, compared to net sales growth of 
12 percent, primarily reflecting our inventory reduction 
efforts. In fiscal 2011, core working capital increased 16 
percent, compared to net sales growth of 2 percent, and 
in fiscal 2010, core working capital increased 3 percent, 
compared to net sales growth of 1 percent. 

In fiscal 2011, our operations generated $1.5 billion of 
cash compared to $2.2 billion in fiscal 2010. The decrease 
primarily reflects an $864 million increase in use of cash 
for net current assets and liabilities and a $200 million 
voluntary contribution to our principal domestic pen-
sion plans, partially offset by the $268 million increase 
in net earnings and a $183 million change in deferred 
income taxes primarily related to our pension plan 
contribution and a change in tax legislation related to  
depreciation deductions. 

Cash Flows from Investing Activities

 Fiscal Year
In Millions 2012 2011 2010

Purchases of land, buildings,  
 and equipment $ (675.9) $(648.8) $(649.9)
Acquisitions (1,050.1) (123.3) —
Investments in affiliates, net (22.2) (1.8) (130.7)
Proceeds from disposal of land,  
 buildings, and equipment 2.2 4.1 7.4 
Proceeds from divestiture  
 of product lines — 34.4 —
Exchangeable note (131.6) — —
Other, net 6.8 20.3 52.0 
Net cash used by  
 investing activities $(1,870.8) $(715.1) $(721.2)

In fiscal 2012, cash used by investing activities increased 
by $1.2 billion from fiscal 2011. The increased use of cash 
primarily reflects the acquisitions of Yoplait S.A.S. and 
Yoplait Marques S.A.S. in fiscal 2012 for an aggregate 
purchase price of $1.2 billion, comprised of $900 million 
of cash, net of $30 million of cash acquired, and $261 
million of non-cash consideration for debt assumed. In 
addition, we purchased a zero coupon exchangeable note 
due in 2016 from Sodiaal with a notional amount of $132 
million. We invested $676 million in land, buildings, and 
equipment in fiscal 2012.  

In fiscal 2011, cash used by investing activities 
decreased by $6 million from fiscal 2010. The decreased 
use of cash reflects $25 million of proceeds from the 
divestiture of a foodservice frozen baked goods product 
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line in our International segment and $9 million of pro-
ceeds from the sale of a pie shell product line in our 
Bakeries and Foodservice segment in fiscal 2011. In addi-
tion, in fiscal 2011, we paid $123 million for acquisitions 
during the year. We also invested $131 million in affili-
ates in fiscal 2010, mainly our CPW joint venture, to 
repay local borrowings.

We expect capital expenditures to be approximately 
$650 million in fiscal 2013, excluding any expenditures 
required to support Yoki. These expenditures will sup-
port initiatives that are expected to: increase manufac-
turing capacity for grain snacks and Greek yogurt; fuel 
International growth and expansion; continue HMM 
initiatives throughout the supply chain; and support 
yogurt capacity initiatives of Yoplait S.A.S. 

Cash Flows from Financing Activities

 Fiscal Year
In Millions 2012 2011 2010

Change in notes payable $ 227.9 $ (742.6) $ 235.8
Issuance of long-term debt  1,390.5  1,200.0  —
Payment of long-term debt  (1,450.1)  (7.4)  (906.9)
Proceeds from common stock  
 issued on exercised options  233.5  410.4  388.8 
Tax benefit on exercised options 63.1  106.2  114.0 
Purchases of common  
 stock for treasury  (313.0)  (1,163.5)  (691.8)
Dividends paid  (800.1)  (729.4)  (643.7)
Other, net   (13.2)   (10.3)   —
Net cash used by   
 financing activities $ (661.4) $ (936.6) $ (1,503.8)

 

Net cash used by financing activities decreased by 
$275 million in fiscal 2012. 

In February 2012, we repaid $1.0 billion of 6.0 percent 
notes. In November 2011, we issued $1.0 billion aggregate 
principal amount of 3.15 percent notes due December 
15, 2021. The net proceeds were used to repay a portion 
of our notes due February 2012, to reduce our commer-
cial paper borrowings, and for general corporate pur-
poses. Interest on these notes is payable semi-annually 
in arrears. These notes may be redeemed at our option 
at any time prior to September 15, 2021 for a specified 
make whole amount and any time on or after that date 
at par. These notes are senior unsecured, unsubordi-
nated obligations that include a change of control repur-
chase provision. 

As part of our acquisition of Yoplait S.A.S., we con-
solidated $458 million of primarily euro-denominated 

Euribor-based floating-rate bank debt. In December 
2011, we refinanced this debt with $390 million of euro-
denominated Euribor-based floating-rate bank debt due 
at various dates through December 15, 2014.

In May 2011, we issued $300 million aggregate prin-
cipal amount of 1.55 percent fixed-rate notes and $400 
million aggregate principal amount of floating-rate 
notes, both due May 16, 2014.  The proceeds of these 
notes were used to repay a portion of our outstanding 
commercial paper.  The floating-rate notes bear interest 
equal to three-month LIBOR plus 35 basis points, subject 
to quarterly reset.  Interest on the floating-rate notes is 
payable quarterly in arrears.  Interest on the fixed-rate 
notes is payable semi-annually in arrears.  The fixed-rate 
notes may be redeemed at our option at any time for a 
specified make whole amount.  These notes are senior 
unsecured, unsubordinated obligations that include a 
change of control repurchase provision.

In June 2010, we issued $500 million aggregate prin-
cipal amount of 5.4 percent notes due 2040. The pro-
ceeds of these notes were used to repay a portion of 
our outstanding commercial paper. Interest on these 
notes is payable semi-annually in arrears. These notes 
may be redeemed at our option at any time for a speci-
fied make whole amount. These notes are senior unse-
cured, unsubordinated obligations that include a change 
of control repurchase provision.

In May 2010, we paid $437 million to repurchase in a 
cash tender offer $400 million of our previously issued 
debt. We repurchased $221 million of our 6.0 percent 
notes due 2012 and $179 million of our 5.65 percent 
notes due 2012. We issued commercial paper to fund the 
repurchase. 

During fiscal 2012, we had $234 million in proceeds 
from common stock issued on exercised options com-
pared to $410 million in fiscal 2011, a decrease of $177 
million. During fiscal 2010, we had $389 million proceeds 
from common stock issued on exercised options.

During fiscal 2012, we repurchased 8 million shares 
of our common stock for an aggregate purchase price 
of $313 million. During fiscal 2011, we repurchased 32 
million shares of our common stock for an aggregate 
purchase price of $1,164 million. During fiscal 2010, we 
repurchased 21 million shares of our common stock for 
an aggregate purchase price of $692 million. On June 
28, 2010, our Board of Directors authorized the repur-
chase of up to 100 million shares of our common stock. 
Purchases under the authorization can be made in the 
open market or in privately negotiated transactions, 
including the use of call options and other derivative 
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instruments, Rule 10b5-1 trading plans, and accelerated 
repurchase programs. The authorization has no specified 
termination date.  

Dividends paid in fiscal 2012 totaled $800 million, or 
$1.22 per share, a 9 percent per share increase from fis-
cal 2011. Dividends paid in fiscal 2011 totaled $729 mil-
lion, or $1.12 per share, a 17 percent per share increase 
from fiscal 2010 dividends of $0.96 per share. On June 
26, 2012, our Board of Directors approved a dividend 
increase to an annual rate of $1.32 per share, an 8 per-
cent increase from the rate paid in fiscal 2012.

Selected Cash Flows from Joint Ventures

Selected cash flows from our joint ventures are set 
forth in the following table:

 
 Fiscal Year
Inflow (Outflow), in Millions 2012 2011 2010

Advances to joint ventures, net $(22.2) $(1.8) $(128.1)
Dividends received 68.0 72.7 88.0 

CAPITAL RESOURCES

Total capital consisted of the following:

In Millions May 27, 2012 May 29, 2011

Notes payable $ 526.5 $ 311.3 
Current portion of long-term debt 741.2 1,031.3 
Long-term debt 6,161.9 5,542.5
Total debt 7,429.6 6,885.1 
Redeemable interest 847.8 — 
Noncontrolling interests 461.0 246.7 
Stockholders’ equity 6,421.7 6,365.5 
Total capital $15,160.1 $13,497.3

The increase in total capital from fiscal 2011 to fis-
cal 2012 was primarily due to additional non-controlling 
interests and the redeemable interest generated as a 
result of the acquisitions of Yoplait S.A.S. and Yoplait 
Marques S.A.S., as well as an increase in long-term debt 
and notes payable as a result of our debt refinancing 
activities during fiscal 2012.  

The following table details the fee-paid committed and 
uncommitted credit lines we had available as of May 27, 
2012:

In Billions Amount

Credit facility expiring:
 April 2015 $1.0
 April 2017 1.7
Total committed credit facilities  2.7
Uncommitted credit facilities 0.4
Total committed and uncommitted credit facilities $3.1

To ensure availability of funds, we maintain bank 
credit lines sufficient to cover our outstanding short-term 
borrowings. Commercial paper is a continuing source of 
short-term financing. We have commercial paper pro-
grams available to us in the United States and Europe. 
Our commercial paper borrowings are supported by $2.7 
billion of fee-paid committed credit lines, consisting of a 
$1.0 billion facility expiring in April 2015 and a $1.7 bil-
lion facility expiring in April 2017. We also have $394 mil-
lion in uncommitted credit lines that support our foreign 
operations. As of May 27, 2012, there were no amounts 
outstanding on the fee-paid committed credit lines and 
$114 million was drawn on the uncommitted lines. The 
credit facilities contain several covenants, including a 
requirement to maintain a fixed charge coverage ratio of 
at least 2.5 times.

Certain of our long-term debt agreements, our credit 
facilities, and our noncontrolling interests contain 
restrictive covenants. As of May 27, 2012, we were in 
compliance with all of these covenants.

We have $741 million of long-term debt maturing in 
the next 12 months that is classified as current. We 
believe that cash flows from operations, together with 
available short- and long-term debt financing, will be 
adequate to meet our liquidity and capital needs for at 
least the next 12 months.

As of May 27, 2012, our total debt, including the 
impact of derivative instruments designated as hedges, 
was 71 percent in fixed-rate and 29 percent in floating-
rate instruments, compared to 77 percent in fixed-rate 
and 23 percent in floating-rate instruments on May 29, 
2011. The change in the fixed-rate and floating-rate per-
centages was driven by the addition of the floating-rate 
debt consolidated as part of the acquisition of Yoplait 
S.A.S. and an increase in notes payable in fiscal 2012.

Growth in return on average total capital is one of 
our key performance measures (see the “Non-GAAP 
Measures” section on page 85 for our discussion of this 
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measure, which is not defined by GAAP). Return on 
average total capital decreased from 13.8 percent in fis-
cal 2011 to 12.7 percent in fiscal 2012 primarily reflecting 
the impact of the acquisition of Yoplait S.A.S. and Yoplait 
Marques S.A.S. We also believe that the ratio of fixed 
charge coverage and the ratio of operating cash flow to 
debt are important measures of our financial strength. 
Our fixed charge coverage ratio in fiscal 2012 was 6.26 
compared to 7.03 in fiscal 2011. The measure decreased 
from fiscal 2011 as earnings before income taxes and 
after-tax earnings from joint ventures decreased by $218 
million and fixed charges increased by $18 million, driven 
mainly by higher interest and rent expense. Our oper-
ating cash flow to debt ratio increased 10.1 percentage 
points to 32.3 percent in fiscal 2012, primarily driven by 
an increase of $875 million in cash flows from operations.

During the fourth quarter of fiscal 2012, we entered 
into a purchase agreement with Yoki, a privately held 
food company headquartered in Sao Bernardo do Campo, 
Brazil, for an aggregate purchase price of approximately 
1.97 billion Brazilian reals (approximately $990 mil-
lion as of May 27, 2012) including the assumption of 
approximately 220 million Brazilian reals (approximately 
$110 million as of May 27, 2012) of outstanding debt.  
The purchase price is subject to an adjustment based 
on the net asset value of the business at the closing 
date.  Yoki operates in several food categories, including 
snacks, convenient meals, basic foods, and seasonings.  
We expect the transaction to be completed in the first 
half of fiscal 2013.  We expect to fund this transaction 
using cash available in our foreign subsidiaries and com-
mercial paper.

During the first quarter of fiscal 2012, we acquired 
a 51 percent controlling interest in Yoplait S.A.S. and 
a 50 percent interest in Yoplait Marques S.A.S. Sodiaal 
holds the remaining interests in each of the entities. We 
consolidated both entities into our consolidated financial 
statements. At the date of the acquisition, we recorded 
the $264 million fair value of Sodiaal’s 50 percent inter-
est in Yoplait Marques S.A.S. as a noncontrolling inter-
est, and the $904 million fair value of its 49 percent 
interest in Yoplait S.A.S. as a redeemable interest on our 
Consolidated Balance Sheets. These euro-denominated 
interests are reported in U.S. dollars on our Consolidated 
Balance Sheets. Sodiaal has the ability to put a limited 
portion of its redeemable interest to us at fair value once 
per year up to a maximum of 9 years. As of May 27, 
2012, the redemption value of the redeemable interest 
was $848 million which approximates its fair value.

As of May 27, 2012, we also had a noncontrolling 
interest related to our subsidiary General Mills Cereals, 
LLC (GMC). We hold all interests in GMC other than 
Class A Limited Membership Interests (Class A Interests) 
which were held by an unrelated third-party investor. 
On June 1, 2012, subsequent to our year end, we restruc-
tured GMC through the distribution of its manufactur-
ing assets, stock, inventory, cash and certain intellectual 
property to a wholly owned subsidiary. GMC retained 
the remaining intellectual property. Immediately fol-
lowing the restructuring, the Class A Interests were 
sold by the current holder to another unrelated third- 
party investor.

The third-party holder of the Class A Interests 
receives quarterly preferred distributions from available 
net income based on the application of a floating pre-
ferred return rate, currently equal to the sum of three-
month LIBOR plus 110 basis points, to the holder’s capital 
account balance established in the most recent mark-
to-market valuation (currently $252 million). The pre-
ferred return rate is adjusted every three years through 
a negotiated agreement with the Class A Interest holder 
or through a remarketing auction.

The holder of the Class A Interests may initiate a liq-
uidation of GMC under certain circumstances, including, 
without limitation, the bankruptcy of GMC or its sub-
sidiaries, GMC’s failure to deliver the preferred distribu-
tions on the Class A Interests, GMC’s failure to comply 
with portfolio requirements, breaches of certain cove-
nants, lowering of our senior debt rating below either 
Baa3 by Moody’s or BBB- by Standard & Poor’s, and a 
failed attempt to remarket the Class A Interests. In the 
event of a liquidation of GMC, each member of GMC will 
receive the amount of its then current capital account 
balance. The managing member may avoid liquidation by 
exercising its option to purchase the Class A Interests.

We may exercise our option to purchase the Class A 
Interests for consideration equal to the then current 
capital account value, plus any unpaid preferred return 
and the prescribed make-whole amount. If we purchase 
these interests, any change in the unrelated third-party 
investor’s capital account from its original value will be 
charged directly to retained earnings and will increase 
or decrease the net earnings used to calculate EPS in 
that period.
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OFF-BALANCE SHEET ARRANGEMENTS AND 
CONTRACTUAL OBLIGATIONS

As of May 27, 2012, we have issued guarantees and com-
fort letters of $398 million for the debt and other obliga-
tions of consolidated subsidiaries, and guarantees and 
comfort letters of $335 million for the debt and other 
obligations of non-consolidated affiliates, mainly CPW. 
In addition, off-balance sheet arrangements are gener-
ally limited to the future payments under non-cancelable 
operating leases, which totaled $338 million as of May 
27, 2012.

As of May 27, 2012, we had invested in five variable 
interest entities (VIEs). None of our VIEs are material to 
our results of operations, financial condition, or liquidity 
as of and for the year ended May 27, 2012. We deter-
mined whether or not we were the primary beneficiary 
(PB) of each VIE using a qualitative assessment that con-
sidered the VIE’s purpose and design, the involvement 
of each of the interest holders, and the risks and ben-
efits of the VIE.  We are the PB of three of the VIEs. 
We provided minimal financial or other support to our 
VIEs during fiscal 2012 and there are no arrangements 
related to VIEs that would require us to provide signifi-
cant financial support in the future.

Our defined benefit plans in the United States are 
subject to the requirements of the Pension Protection 
Act (PPA). The PPA revised the basis and methodology 
for determining defined benefit plan minimum funding 
requirements as well as maximum contributions to and 
benefits paid from tax-qualified plans. Most of these 
provisions were applicable to our domestic defined ben-
efit pension plans in fiscal 2011. The PPA may ultimately 
require us to make additional contributions to our 
domestic plans. We made $200 million of voluntary con-
tributions to our principal domestic plans in each of fis-
cal 2012 and fiscal 2011. We do not expect to be required 
to make any contributions in fiscal 2013. Actual fiscal 
2013 contributions could exceed our current projections, 
and may be influenced by our decision to undertake dis-
cretionary funding of our benefit trusts or by changes 
in regulatory requirements. Additionally, our projections 
concerning timing of the PPA funding requirements 
are subject to change and may be influenced by factors 
such as general market conditions affecting trust asset 
performance, interest rates, and our future decisions 
regarding certain elective provisions of the PPA.

The following table summarizes our future estimated 
cash payments under existing contractual obligations, 
including payments due by period:

 Payments Due by Fiscal Year
     2018 and
In Millions Total 2013  2014-15 2016-17 Thereafter

Long-term debt (a) $ 6,900.5 $ 739.6 $ 2,511.0 $ 999.9 $2,650.0
Accrued interest 100.2 100.2 — — —
Operating leases (b) 337.7 86.8 124.2 78.1 48.6 
Capital leases 3.8 1.8 1.7 0.3 —
Purchase obligations (c) 2,633.2 2,286.9 168.1 91.8 86.4 
Total contractual  
 obligations 9,975.4 3,215.3 2,805.0 1,170.1 2,785.0 
Other long-term  
 obligations (d) 2,142.4 — — — —
Total long-term  

 obligations $12,117.8 $3,215.3 $2,805.0 $1,170.1 $2,785.0

(a)   Amounts represent the expected cash payments of our long-term debt 
and do not include $4 million for capital leases or $1 million for net 
unamortized bond premiums and discounts and fair value adjustments.

(b)   Operating leases represents the minimum rental commitments under 
non-cancelable operating leases.

(c)   The majority of the purchase obligations represent commitments for 
raw material and packaging to be utilized in the normal course of busi-
ness and for consumer marketing spending commitments that support 
our brands. For purposes of this table, arrangements are considered pur-
chase obligations if a contract specifies all significant terms, including 
fixed or minimum quantities to be purchased, a pricing structure, and 
approximate timing of the transaction. Most arrangements are cancelable 
without a significant penalty and with short notice (usually 30 days). Any 
amounts reflected on the Consolidated Balance Sheets as accounts pay-
able and accrued liabilities are excluded from the table above.

(d)   The fair value of our foreign exchange, equity, commodity, and grain 
derivative contracts with a payable position to the counterparty was $56 
million as of May 27, 2012, based on fair market values as of that date. 
Future changes in market values will impact the amount of cash ulti-
mately paid or received to settle those instruments in the future. Other 
long-term obligations mainly consist of liabilities for accrued compensa-
tion and benefits, including the underfunded status of certain of our 
defined benefit pension, other postretirement, and postemployment 
plans, and miscellaneous liabilities. We expect to pay $19 million of ben-
efits from our unfunded postemployment benefit plans and $10 million of 
deferred compensation in fiscal 2013. We are unable to reliably estimate 
the amount of these payments beyond fiscal 2013. As of May 27, 2012, 
our total liability for uncertain tax positions and accrued interest and 
penalties was $281 million. 
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SIGNIFICANT ACCOUNTING ESTIMATES

For a complete description of our significant account-
ing policies, see Note 2 to the Consolidated Financial 
Statements on page 49 of this report. Our significant 
accounting estimates are those that have a meaning-
ful impact on the reporting of our financial condition 
and results of operations. These estimates include our 
accounting for promotional expenditures, valuation of 
long-lived assets, intangible assets, redeemable interest, 
stock-based compensation, income taxes, and defined 
benefit pension, other postretirement and postemploy-
ment benefits.

Promotional Expenditures Our promotional activities 
are conducted through our customers and directly or 
indirectly with end consumers. These activities include: 
payments to customers to perform merchandising activ-
ities on our behalf, such as advertising or in-store dis-
plays; discounts to our list prices to lower retail shelf 
prices; payments to gain distribution of new products; 
coupons, contests, and other incentives; and media and 
advertising expenditures. The media and advertising 
expenditures are generally recognized as expense when 
the advertisement airs. The cost of payments to custom-
ers and other consumer-related activities are recognized 
as the related revenue is recorded, which generally pre-
cedes the actual cash expenditure. The recognition of 
these costs requires estimation of customer participa-
tion and performance levels. These estimates are made 
based on the forecasted customer sales, the timing and 
forecasted costs of promotional activities, and other fac-
tors. Differences between estimated expenses and actual 
costs are normally insignificant and are recognized as a 
change in management estimate in a subsequent period. 
Our accrued trade, coupon, and consumer marketing lia-
bilities were $561 million as of May 27, 2012, and $463 
million as of May 29, 2011. Because our total promo-
tional expenditures (including amounts classified as a 
reduction of revenues) are significant, if our estimates 
are inaccurate we would have to make adjustments in 
subsequent periods that could have a material effect on 
our results of operations.

Valuation of Long-lived Assets Long-lived assets are 
reviewed for impairment whenever events or changes 
in circumstances indicate that the carrying amount of 
an asset (or asset group) may not be recoverable. An 
impairment loss would be recognized when estimated 
undiscounted future cash flows from the operation and 

disposition of the asset group are less than the carry-
ing amount of the asset group. Asset groups have iden-
tifiable cash flows independent of other asset groups. 
Measurement of an impairment loss would be based 
on the excess of the carrying amount of the asset or 
asset group over its fair value. Fair value is measured 
using discounted cash flows or independent appraisals, 
as appropriate.

Intangible Assets Goodwill is not subject to amortiza-
tion and is tested for impairment annually and when-
ever events or changes in circumstances indicate that 
impairment may have occurred. Impairment testing is 
performed for each of our reporting units. We com-
pare the carrying value of a reporting unit, including 
goodwill, to the fair value of the unit. Carrying value is 
based on the assets and liabilities associated with the 
operations of that reporting unit, which often requires 
allocation of shared or corporate items among reporting 
units. If the carrying amount of a reporting unit exceeds 
its fair value, we revalue all assets and liabilities of the 
reporting unit, excluding goodwill, to determine if the 
fair value of the net assets is greater than the net assets 
including goodwill. If the fair value of the net assets is 
less than the carrying amount of net assets including 
goodwill, impairment has occurred. Our estimates of fair 
value are determined based on a discounted cash flow 
model. Growth rates for sales and profits are determined 
using inputs from our annual long-range planning pro-
cess. We also make estimates of discount rates, perpetu-
ity growth assumptions, market comparables, and other 
factors. We performed our fiscal 2012 assessment as of 
November 28, 2011, and determined there was no impair-
ment of goodwill for any of our reporting units as their 
related fair values were substantially in excess of their  
carrying values.

We evaluate the useful lives of our other intangible 
assets, mainly brands, to determine if they are finite or 
indefinite-lived. Reaching a determination on useful life 
requires significant judgments and assumptions regard-
ing the future effects of obsolescence, demand, compe-
tition, other economic factors (such as the stability of 
the industry, known technological advances, legislative 
action that results in an uncertain or changing regula-
tory environment, and expected changes in distribution 
channels), the level of required maintenance expendi-
tures, and the expected lives of other related groups of 
assets. Intangible assets that are deemed to have definite 
lives are amortized on a straight-line basis, over their 
useful lives, generally ranging from 4 to 30 years.
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Our indefinite-lived intangible assets, mainly intan-
gible assets primarily associated with the Pillsbury, 
Totino’s, Progresso, Green Giant, Yoplait, Old El Paso, 
and Häagen-Dazs brands, are also tested for impair-
ment annually and whenever events or changes in cir-
cumstances indicate that their carrying value may not 
be recoverable. We performed our fiscal 2012 assess-
ment of our brand intangibles as of November 28, 2011. 
Our estimate of the fair value of the brands was based 
on a discounted cash flow model using inputs which 
included: projected revenues from our annual long-range 
plan; assumed royalty rates that could be payable if we 
did not own the brands; and a discount rate. As of our 
assessment date, there was no impairment of any of our 
indefinite-lived intangible assets as their related fair val-
ues were substantially in excess of the carrying values.

As of May 27, 2012, we had $12.4 billion of goodwill 
and indefinite-lived intangible assets. While we currently 
believe that the fair value of each intangible exceeds its 
carrying value and that those intangibles so classified 
will contribute indefinitely to our cash flows, materially 
different assumptions regarding future performance of 
our businesses or a different weighted-average cost of 
capital could result in significant impairment losses and 
amortization expense.

In addition, we assess our investments in our joint 
ventures if we have reason to believe an impairment 
may have occurred including, but not limited to, ongo-
ing operating losses, projected decreases in earnings, 
increases in the weighted average cost of capital or sig-
nificant business disruptions.  The significant assump-
tions used to estimate fair value include revenue growth 
and profitability, royalty rates, capital spending, depre-
ciation and taxes, foreign currency exchange rates and 
a discount rate. By their nature, these projections and 
assumptions are uncertain. If we were to determine the 
current fair value of our investment was less than the 
carrying value of the investment, then we would assess 
if the shortfall was of a temporary or permanent nature 
and write down the investment to its fair value if we 
concluded the impairment is other than temporary.

Redeemable Interest On July 1, 2011, we acquired a 
51 percent controlling interest in Yoplait S.A.S., a con-
solidated entity. Sodiaal holds the remaining 49 per-
cent interest in Yoplait S.A.S.  Sodiaal has the ability 
to put a limited portion of its redeemable interest to 
us at fair value once per year up to a maximum of 9 
years. This put option requires us to classify Sodiaal’s 

interest as a redeemable interest outside of equity on 
our Consolidated Balance Sheets for as long as the put is 
exercisable by Sodiaal. When the put is no longer exercis-
able, the redeemable interest will be reclassified to non-
controlling interests on our Consolidated Balance Sheets. 
We adjust the value of the redeemable interest through 
additional paid-in capital on our Consolidated Balance 
Sheets quarterly to the redeemable interest’s redemp-
tion value, which approximates its fair value. During the 
fourth quarter of fiscal 2012, we adjusted the redeemable 
interest’s redemption value based on a discounted cash 
flow model. The significant assumptions used to estimate 
the redemption value include projected revenue growth 
and profitability from our long range plan, capital spend-
ing, depreciation and taxes, foreign currency rates, and a 
discount rate.

Stock-based Compensation The valuation of stock 
options is a significant accounting estimate that requires 
us to use judgments and assumptions that are likely 
to have a material impact on our financial statements. 
Annually, we make predictive assumptions regarding 
future stock price volatility, employee exercise behavior, 
dividend yield, and the forfeiture rate.

We estimate our future stock price volatility using the 
historical volatility over the expected term of the option, 
excluding time periods of volatility we believe a market-
place participant would exclude in estimating our stock 
price volatility. We also have considered, but did not use, 
implied volatility in our estimate, because trading activity 
in options on our stock, especially those with tenors of 
greater than 6 months, is insufficient to provide a reli-
able measure of expected volatility. If all other assump-
tions are held constant, a one percentage point increase 
in our fiscal 2012 volatility assumption would increase 
the grant-date fair value of our fiscal 2012 option awards 
by 6 percent.

Our expected term represents the period of time that 
options granted are expected to be outstanding based on 
historical data to estimate option exercises and employee 
terminations within the valuation model. Separate groups 
of employees have similar historical exercise behavior 
and therefore were aggregated into a single pool for valu-
ation purposes. The weighted-average expected term for 
all employee groups is presented in the table below. An 
increase in the expected term by 1 year, leaving all other 
assumptions constant, would change the grant date fair 
value by 17 percent.
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The risk-free interest rate for periods during the 
expected term of the options is based on the U.S. 
Treasury zero-coupon yield curve in effect at the time 
of grant.

The estimated fair values of stock options granted and 
the assumptions used for the Black-Scholes option-pric-
ing model were as follows:

 
 Fiscal Year
 2012 2011 2010

Estimated fair values of  
 stock options granted  $ 5.88 $ 4.12  $ 3.20 
Assumptions:
 Risk-free interest rate 2.9% 2.9% 3.7%
 Expected term 8.5 years 8.5 years 8.5 years
 Expected volatility 17.6% 18.5% 18.9%
 Dividend yield 3.3% 3.0% 3.4%

To the extent that actual outcomes differ from our 
assumptions, we are not required to true up grant-
date fair value-based expense to final intrinsic values. 
However, these differences can impact the classifica-
tion of cash tax benefits realized upon exercise of stock 
options, as explained in the following two paragraphs. 
Furthermore, historical data has a significant bearing on 
our forward-looking assumptions. Significant variances 
between actual and predicted experience could lead to 
prospective revisions in our assumptions, which could 
then significantly impact the year-over-year comparabil-
ity of stock-based compensation expense.

Any corporate income tax benefit realized upon exer-
cise or vesting of an award in excess of that previously 
recognized in earnings (referred to as a windfall tax ben-
efit) is presented in the Consolidated Statements of Cash 
Flows as a financing cash flow. The actual impact on 
future years’ financing cash flow will depend, in part, 
on the volume of employee stock option exercises dur-
ing a particular year and the relationship between the 
exercise-date market value of the underlying stock and 
the original grant-date fair value previously determined 
for financial reporting purposes.

Realized windfall tax benefits are credited to addi-
tional paid-in capital within the Consolidated Balance 
Sheets. Realized shortfall tax benefits (amounts which 
are less than that previously recognized in earnings) 
are first offset against the cumulative balance of wind-
fall tax benefits, if any, and then charged directly to 
income tax expense, potentially resulting in volatility 
in our consolidated effective income tax rate. We cal-
culated a cumulative amount of windfall tax benefits 

from post-1995 fiscal years for the purpose of account-
ing for future shortfall tax benefits and currently have 
sufficient cumulative windfall tax benefits to absorb pro-
jected arising shortfalls, such that we do not currently 
expect future earnings to be affected by this provision. 
However, as employee stock option exercise behavior is 
not within our control, it is possible that materially dif-
ferent reported results could occur if different assump-
tions or conditions were to prevail.

Income Taxes We apply a more-likely-than-not thresh-
old to the recognition and derecognition of uncertain 
tax positions. Accordingly we recognize the amount of 
tax benefit that has a greater than 50 percent likelihood 
of being ultimately realized upon settlement. Future 
changes in judgment related to the expected ultimate 
resolution of uncertain tax positions will affect earnings 
in the quarter of such change. 

We are subject to federal income taxes in the United 
States as well as various state, local, and foreign jurisdic-
tions. A number of years may elapse before an uncertain 
tax position is audited and finally resolved. While it is 
often difficult to predict the final outcome or the timing 
of resolution of any particular uncertain tax position, 
we believe that our liabilities for income taxes reflect the 
most likely outcome. We adjust these liabilities, as well 
as the related interest, in light of changing facts and cir-
cumstances. Settlement of any particular position would 
usually require the use of cash.

The number of years with open tax audits varies 
depending on the tax jurisdiction. Our major taxing 
jurisdictions include the United States (federal and state) 
and Canada. The IRS initiated its audit of our fiscal 2009 
and fiscal 2010 tax years during fiscal 2012.

During fiscal 2012, we reached a settlement with the 
IRS concerning research and development tax credits 
claimed for fiscal years 2002 to 2008. This settlement 
did not have a material impact on our results of opera-
tions or financial position. As of the end of fiscal 2012, 
we have effectively settled all issues with the IRS for fis-
cal years 2008 and prior.

During fiscal 2011, we reached a settlement with the 
IRS concerning certain corporate income tax adjust-
ments for fiscal years 2002 to 2008.  The adjustments 
primarily relate to the amount of capital loss, deprecia-
tion, and amortization we reported as a result of the 
sale of noncontrolling interests in our GMC subsidiary. 
As a result, we recorded a $108 million reduction in our 
total liabilities for uncertain tax positions in fiscal 2011. 
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We made payments totaling $385 million in fiscal 2011 
related to this settlement.  

Also during fiscal 2011, the Superior Court of the State 
of California issued an adverse decision concerning our 
state income tax apportionment calculations. As a result, 
we recorded a $12 million increase in our total liabilities 
for uncertain tax positions in fiscal 2011. We believe our 
positions are supported by substantial technical author-
ity and have appealed this decision. We do not expect to 
make a payment related to this matter until it is defini-
tively resolved.

Various tax examinations by United States state tax-
ing authorities could be conducted for any open tax year, 
which vary by jurisdiction, but are generally from 3 to 5 
years. Currently, several state examinations are in prog-
ress. The Canada Revenue Agency (CRA) has completed 
its review of our income tax returns in Canada for fiscal 
years 2003 to 2005. The CRA has raised assessments 
for these years to which we have objected or otherwise 
addressed through the Mutual Agreement procedures 
of the Canada-US tax treaty. We believe our positions 
are supported by substantial technical authority and are 
vigorously defending our positions. We do not anticipate 
that any United States or Canadian tax adjustments will 
have a significant impact on our financial position or 
results of operations.

As of May 27, 2012, our total liability for uncertain tax 
positions and accrued interest and penalties was $281 
million. We do not expect to pay any amounts related to 
uncertain tax positions or accrued interest in the next 
12 months. We are not able to reasonably estimate the 
timing of future cash flows beyond 12 months due to 
uncertainties in the timing of tax audit outcomes.

Defined Benefit Pension, Other Postretirement And 
Postemployment Benefit Plans

Defined Benefit Pension Plans We have defined benefit 
pension plans covering most employees in the United 
States, Canada, France, and the United Kingdom. Benefits 
for salaried employees are based on length of service and 
final average compensation. Benefits for hourly employ-
ees include various monthly amounts for each year of 
credited service. Our funding policy is consistent with 
the requirements of applicable laws. We made $200 
million of voluntary contributions to our principal U.S. 
plans in each of fiscal 2012 and fiscal 2011. We do not 
expect to be required to make any contributions in fiscal 
2013. Our principal domestic retirement plan covering 

salaried employees has a provision that any excess pen-
sion assets would be allocated to active participants if 
the plan is terminated within five years of a change in 
control. In fiscal 2012, we announced changes to our U.S. 
defined benefit pension plans. All new salaried employees 
hired on or after June 1, 2013, will be eligible for a new 
retirement program that does not include a defined ben-
efit pension plan. Current salaried employees will remain 
in the existing defined benefit pension plan with adjust-
ments to benefits.

Other Postretirement Benefit Plans We also sponsor 
plans that provide health care benefits to the majority of 
our retirees in the United States and Canada. The salaried 
health care benefit plan is contributory, with retiree con-
tributions based on years of service. We make decisions 
to fund related trusts for certain employees and retirees 
on an annual basis. We did not make voluntary contribu-
tions to these plans in fiscal 2012. The Patient Protection 
and Affordable Care Act, as amended by the Health Care 
and Education Reconciliation Act of 2010 (collectively, the 
Act), was signed into law in March 2010. We continue 
to evaluate the effect of the Act, including its potential 
impact on the future cost of our benefit plans.

Postemployment Benefit Plans Under certain circum-
stances, we also provide accruable benefits to former 
or inactive employees in the United States, Canada, and 
Mexico, and members of our Board of Directors, including 
severance and certain other benefits payable upon death. 
We recognize an obligation for any of these benefits that 
vest or accumulate with service. Postemployment ben-
efits that do not vest or accumulate with service (such as 
severance based solely on annual pay rather than years 
of service) are charged to expense when incurred. Our 
postemployment benefit plans are unfunded.

We recognize benefits provided during retirement or 
following employment over the plan participants’ active 
working life. Accordingly, we make various assumptions 
to predict and measure costs and obligations many years 
prior to the settlement of our obligations. Assumptions 
that require significant management judgment and have 
a material impact on the measurement of our net peri-
odic benefit expense or income and accumulated ben-
efit obligations include the long-term rates of return on 
plan assets, the interest rates used to discount the obli-
gations for our benefit plans, and the health care cost 
trend rates.
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Expected Rate of Return on Plan Assets Our expected 
rate of return on plan assets is determined by our asset 
allocation, our historical long-term investment perfor-
mance, our estimate of future long-term returns by 
asset class (using input from our actuaries, investment 
services, and investment managers), and long-term infla-
tion assumptions. We review this assumption annually 
for each plan, however, our annual investment perfor-
mance for one particular year does not, by itself, signifi-
cantly influence our evaluation.

The investment objective for our defined benefit pen-
sion and other postretirement benefit plans is to secure 
the benefit obligations to participants at a reasonable 
cost to us. Our goal is to optimize the long-term return 
on plan assets at a moderate level of risk. The defined 
benefit pension and other postretirement portfolios are 
broadly diversified across asset classes. Within asset 
classes, the portfolios are further diversified across 
investment styles and investment organizations. For the 
defined benefit pension plans, the long-term investment 
policy allocation is: 25 percent to equities in the United 
States; 15 percent to international equities; 10 percent to 
private equities; 35 percent to fixed income; and 15 per-
cent to real assets (real estate, energy, and timber). For 
other postretirement benefit plans, the long-term invest-
ment policy allocations are: 30 percent to equities in the 
United States; 20 percent to international equities; 10 
percent to private equities; 30 percent to fixed income; 
and 10 percent to real assets (real estate, energy, and 
timber). The actual allocations to these asset classes may 
vary tactically around the long-term policy allocations 
based on relative market valuations.

Our historical investment returns (compound annual 
growth rates) for our United States defined benefit 
pension and other postretirement plan assets were 1.2 
percent, 2.3 percent, 7.7 percent, 8.1 percent, and 9.5 
percent for the 1, 5, 10, 15, and 20 year periods ended  
May 27, 2012.

On a weighted-average basis, the expected rate of 
return for all defined benefit plans was 9.52 percent for 
fiscal 2012, 9.53 percent for fiscal 2011, and 9.55 per-
cent for fiscal 2010. During fiscal 2012, we lowered our 
weighted-average expected rate of return on plan assets 
for our principal defined benefit pension and other post-
retirement plans in the United States to 8.6 percent due 
to generally lower expectations for long-term rates of 
return across our asset classes due to the recent global 
economic slowdown and our expectation of an extended 
time frame for recovery. 

Lowering the expected long-term rate of return on 
assets by 50 basis points would increase our net pension 
and postretirement expense by $26.5 million for fiscal 
2013. A market-related valuation basis is used to reduce 
year-to-year expense volatility. The market-related valu-
ation recognizes certain investment gains or losses over 
a five-year period from the year in which they occur. 
Investment gains or losses for this purpose are the dif-
ference between the expected return calculated using 
the market-related value of assets and the actual return 
based on the market-related value of assets. Our outside 
actuaries perform these calculations as part of our deter-
mination of annual expense or income.

Discount Rates Our discount rate assumptions are 
determined annually as of the last day of our fiscal year 
for our defined benefit pension, other postretirement, 
and postemployment benefit plan obligations. We also 
use the same discount rates to determine defined ben-
efit pension, other postretirement, and postemployment 
benefit plan income and expense for the following fis-
cal year. We work with our actuaries to determine the 
timing and amount of expected future cash outflows to 
plan participants and, using the top quartile of AA-rated 
corporate bond yields, to develop a forward interest rate 
curve, including a margin to that index based on our 
credit risk. This forward interest rate curve is applied 
to our expected future cash outflows to determine our 
discount rate assumptions.

Our weighted-average discount rates were as follows:

Weighted-average Discount Rates

 Defined  Other
 Benefit Postretirement Postemployment
 Pension  Benefit Benefit
 Plans Plans Plans

Obligations as of 
 May 27, 2012, and  
 fiscal 2013 expense 4.85% 4.70% 3.86 %
Obligations as of  
 May 29, 2011, and  
 fiscal 2012 expense 5.45% 5.35% 4.77 %
Fiscal 2011 expense 5.85% 5.80% 5.12 %

Lowering the discount rates by 50 basis points would 
increase our net defined benefit pension, other postre-
tirement, and postemployment benefit plan expense for 
fiscal 2013 by approximately $41.8 million. All obligation-
related experience gains and losses are amortized using 



Annual Report 2012 39

a straight-line method over the average remaining ser-
vice period of active plan participants.

Health Care Cost Trend Rates We review our health 
care cost trend rates annually. Our review is based on 
data we collect about our health care claims experience 
and information provided by our actuaries. This infor-
mation includes recent plan experience, plan design, 
overall industry experience and projections, and assump-
tions used by other similar organizations. Our initial 
health care cost trend rate is adjusted as necessary to 
remain consistent with this review, recent experiences, 
and short-term expectations. Our initial health care 
cost trend rate assumption is 8.5 percent for all retirees. 
Rates are graded down annually until the ultimate trend 
rate of 5.2 percent is reached in 2019 for all retirees. 
The trend rates are applicable for calculations only if 
the retirees’ benefits increase as a result of health care 
inflation. The ultimate trend rate is adjusted annually, as 
necessary, to approximate the current economic view on 
the rate of long-term inflation plus an appropriate health 
care cost premium. Assumed trend rates for health care 
costs have an important effect on the amounts reported 
for the other postretirement benefit plans.

A one percentage point change in the health care 
cost trend rate would have the following effects:

 One  One
 Percentage Percentage
 Point Point
In Millions Increase Decrease

Effect on the aggregate of the service and  
 interest cost components in fiscal 2013 $ 5.7 $ (4.7)
Effect on the other postretirement  
 accumulated benefit obligation as of  
 May 27, 2012 96.7  (85.4)

Any arising health care claims cost-related experience 
gain or loss is recognized in the calculation of expected 
future claims. Once recognized, experience gains and 
losses are amortized using a straight-line method over 
15 years, resulting in at least the minimum amortization 
required being recorded.

Financial Statement Impact  In fiscal 2012, we recorded 
net defined benefit pension, other postretirement, and 
postemployment benefit plan expense of $106 million 
compared to $95 million of expense in fiscal 2011 and 
$11 million of income in fiscal 2010. As of May 27, 2012, 
we had cumulative unrecognized actuarial net losses of 
$1.7 billion on our defined benefit pension plans and 

$232 million on our postretirement and postemployment 
benefit plans, mainly as the result of liability increases 
from lower interest rates and declines in the values of 
plan assets. These unrecognized actuarial net losses will 
result in increases in our future pension expense and 
increases in postretirement expense since they currently 
exceed the corridors defined by GAAP.

We use the 2012 IRS Static Mortality Table projected 
forward to our plans’ measurement dates to calculate the 
year-end defined benefit pension, other postretirement, and 
postemployment benefit obligations and annual expense.

Actual future net defined benefit pension, other post-
retirement, and postemployment benefit plan income 
or expense will depend on investment performance, 
changes in future discount rates, changes in health care 
cost trend rates, and other factors related to the popula-
tions participating in these plans.

The Patient Protection and Affordable Care Act, as 
amended by the Health Care and Education Reconciliation 
Act of 2010 (collectively, the Act), was signed into law in 
March 2010. The Act codifies health care reforms with 
staggered effective dates from 2010 to 2018 with many 
provisions in the Act requiring the issuance of additional 
guidance from various government agencies. Estimates 
of the future impacts of several of the Act’s provisions 
are incorporated into our postretirement benefit liability 
including the elimination of lifetime maximums and the 
imposition of an excise tax on high cost health plans. 
These changes resulted in a $24 million increase in 
our postretirement benefit liability in fiscal 2010. Given 
the complexity of the Act, the extended time period 
over which the reforms will be implemented, and the 
unknown impact of future regulatory guidance, further 
financial impacts to our postretirement benefit liability 
and related future expense may occur.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In June 2011, the Financial Accounting Standards Board 
(FASB) issued new accounting guidance for the presenta-
tion of other comprehensive income (OCI). This guidance 
requires entities to present net income and OCI in either 
a single continuous statement or in separate consecutive 
statements. The guidance does not change the compo-
nents of net income or OCI, when OCI should be reclas-
sified to net income, or the EPS calculation. The guidance 
is effective for fiscal years beginning after December 15, 
2011, which for us is the first quarter of fiscal 2013. This 
guidance will not impact our results of operations or 
financial position.
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In December 2011, the FASB issued new accounting 
disclosure requirements about the nature and exposure 
of offsetting arrangements related to financial and deriv-
ative instruments. The requirements are effective for fis-
cal years beginning after January 1, 2013, which for us is 
the first quarter of fiscal 2014. The requirements will not 
impact our results of operations or financial position.

CAUTIONARY STATEMENT RELEVANT TO FORWARD-
LOOKING INFORMATION FOR THE PURPOSE OF “SAFE 
HARBOR” PROVISIONS OF THE PRIVATE SECURITIES 
LITIGATION REFORM ACT OF 1995

This report contains or incorporates by reference for-
ward-looking statements within the meaning of the 
Private Securities Litigation Reform Act of 1995 that are 
based on our current expectations and assumptions. We 
also may make written or oral forward-looking state-
ments, including statements contained in our filings 
with the SEC and in our reports to stockholders.

The words or phrases “will likely result,” “are expected 
to,” “will continue,” “is anticipated,” “estimate,” “plan,” 
“project,” or similar expressions identify “forward-looking 
statements” within the meaning of the Private Securities 
Litigation Reform Act of 1995. Such statements are sub-
ject to certain risks and uncertainties that could cause 
actual results to differ materially from historical results 
and those currently anticipated or projected. We wish 
to caution you not to place undue reliance on any such 
forward-looking statements.

In connection with the “safe harbor” provisions of 
the Private Securities Litigation Reform Act of 1995, we 
are identifying important factors that could affect our 
financial performance and could cause our actual results 
in future periods to differ materially from any current 
opinions or statements.

Our future results could be affected by a variety of 
factors, such as: competitive dynamics in the consumer 
foods industry and the markets for our products, includ-
ing new product introductions, advertising activities, 

pricing actions, and promotional activities of our com-
petitors; economic conditions, including changes in infla-
tion rates, interest rates, tax rates, or the availability of 
capital; product development and innovation; consumer 
acceptance of new products and product improvements; 
consumer reaction to pricing actions and changes in 
promotion levels; acquisitions or dispositions of busi-
nesses or assets; changes in capital structure; changes in 
laws and regulations, including labeling and advertising 
regulations; impairments in the carrying value of good-
will, other intangible assets, or other long-lived assets, 
or changes in the useful lives of other intangible assets; 
changes in accounting standards and the impact of sig-
nificant accounting estimates; product quality and safety 
issues, including recalls and product liability; changes 
in consumer demand for our products; effectiveness 
of advertising, marketing, and promotional programs; 
changes in consumer behavior, trends, and preferences, 
including weight loss trends; consumer perception of 
health-related issues, including obesity; consolidation 
in the retail environment; changes in purchasing and 
inventory levels of significant customers; fluctuations 
in the cost and availability of supply chain resources, 
including raw materials, packaging, and energy; disrup-
tions or inefficiencies in the supply chain; volatility in 
the market value of derivatives used to manage price 
risk for certain commodities; benefit plan expenses 
due to changes in plan asset values and discount rates 
used to determine plan liabilities; failure of our informa-
tion technology systems; foreign economic conditions, 
including currency rate fluctuations; and political unrest 
in foreign markets and economic uncertainty due to ter-
rorism or war.

You should also consider the risk factors that we iden-
tify in Item 1A of our 2012 Form 10-K, which could also 
affect our future results.

We undertake no obligation to publicly revise any 
forward-looking statements to reflect events or circum-
stances after the date of those statements or to reflect 
the occurrence of anticipated or unanticipated events.
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quantitative and qualitative  
Disclosures About Market Risk 
We are exposed to market risk stemming from changes in 
interest rates, foreign exchange rates, commodity prices, 
and equity prices. Changes in these factors could cause 
fluctuations in our earnings and cash flows. In the nor-
mal course of business, we actively manage our exposure 
to these market risks by entering into various hedging 
transactions, authorized under established policies that 
place clear controls on these activities. The counterpar-
ties in these transactions are generally highly rated insti-
tutions. We establish credit limits for each counterparty. 
Our hedging transactions include but are not limited to a 
variety of derivative financial instruments.

INTEREST RATE RISK

We are exposed to interest rate volatility with regard 
to future issuances of fixed-rate debt, and existing and 
future issuances of floating-rate debt. Primary exposures 
include U.S. Treasury rates, LIBOR, Euribor, and commer-
cial paper rates in the United States and Europe. We use 
interest rate swaps and forward-starting interest rate 
swaps to hedge our exposure to interest rate changes, 
to reduce the volatility of our financing costs, and to 
achieve a desired proportion of fixed versus floating-rate 
debt, based on current and projected market conditions. 
Generally under these swaps, we agree with a counter-
party to exchange the difference between fixed-rate and 
floating-rate interest amounts based on an agreed upon 
notional principal amount.

As of May 27, 2012, we had interest rate swaps with 
$835 million of aggregate notional principal amount out-
standing, all of which converts fixed-rate notes to float-
ing-rate notes.

FOREIGN EXCHANGE RISK

Foreign currency fluctuations affect our net investments 
in foreign subsidiaries and foreign currency cash flows 
related to third party purchases, intercompany loans, 
product shipments, and foreign-denominated commercial 
paper. We are also exposed to the translation of foreign 
currency earnings to the U.S. dollar. Our principal expo-
sures are to the Australian dollar, Brazilian real, British 
pound sterling, Canadian dollar, Chinese renminbi, euro, 
Japanese yen, Swiss franc, and Mexican peso. We mainly 
use foreign currency forward contracts to selectively 

hedge our foreign currency cash flow exposures. We 
also generally swap our foreign-denominated commercial 
paper borrowings and nonfunctional currency intercom-
pany loans back to U.S. dollars or the functional cur-
rency; the gains or losses on these derivatives offset the 
foreign currency revaluation gains or losses recorded in 
earnings on the associated borrowings. We generally do 
not hedge more than 18 months forward.

We also have many net investments in foreign sub-
sidiaries that are denominated in euros. We previously 
hedged a portion of these net investments by issu-
ing euro-denominated commercial paper and foreign 
exchange forward contracts. As of May 27, 2012, we had 
deferred net foreign currency transaction losses of $96 
million in AOCI associated with hedging activity.

COMMODITY PRICE RISK

Many commodities we use in the production and dis-
tribution of our products are exposed to market price 
risks. We utilize derivatives to manage price risk for our 
principal ingredients and energy costs, including grains 
(oats, wheat, and corn), oils (principally soybean), non-fat 
dry milk, natural gas, and diesel fuel. Our primary objec-
tive when entering into these derivative contracts is to 
achieve certainty with regard to the future price of com-
modities purchased for use in our supply chain. We man-
age our exposures through a combination of purchase 
orders, long-term contracts with suppliers, exchange-
traded futures and options, and over-the-counter options 
and swaps. We offset our exposures based on current 
and projected market conditions and generally seek to 
acquire the inputs at as close to our planned cost as 
possible.

As of May 27, 2012, the net notional value of commod-
ity derivatives was $307 million, of which $127 million 
related to agricultural inputs and $180 million related to 
energy inputs. These contracts relate to inputs that gen-
erally will be utilized within the next 12 months.

EqUITY INSTRUMENTS

Equity price movements affect our compensation expense 
as certain investments made by our employees in our 
deferred compensation plan are revalued. We use equity 
swaps to manage this risk. As of May 27, 2012, the net 
notional amount of our equity swaps was $48 million.
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VALUE AT RISK

The estimates in the table below are intended to mea-
sure the maximum potential fair value we could lose in 
one day from adverse changes in market interest rates, 
foreign exchange rates, commodity prices, and equity 
prices under normal market conditions. A Monte Carlo 
value-at-risk (VAR) methodology was used to quantify 
the market risk for our exposures. The models assumed 
normal market conditions and used a 95 percent confi-
dence level.

The VAR calculation used historical interest rates, for-
eign exchange rates, and commodity and equity prices 
from the past year to estimate the potential volatility 
and correlation of these rates in the future. The market 
data were drawn from the RiskMetrics™ data set. The 
calculations are not intended to represent actual losses 
in fair value that we expect to incur. Further, since the 
hedging instrument (the derivative) inversely correlates 
with the underlying exposure, we would expect that any 
loss or gain in the fair value of our derivatives would be 
generally offset by an increase or decrease in the fair 

value of the underlying exposure. The positions included 
in the calculations were: debt; investments; interest rate 
swaps; foreign exchange forwards; commodity swaps, 
futures and options; and equity instruments. The calcu-
lations do not include the underlying foreign exchange 
and commodities or equity-related positions that are off-
set by these market-risk-sensitive instruments. 

The table below presents the estimated maximum 
potential VAR arising from a one-day loss in fair value 
for our interest rate, foreign currency, commodity, and 
equity market-risk-sensitive instruments outstanding as 
of May 27, 2012, and May 29, 2011, and the average fair 
value impact during the year ended May 27, 2012.

 Fair Value Impact
  Average   
 May 27, During May 29,
In Millions 2012 Fiscal 2012 2011

Interest rate instruments $29.4 $29.9 $26.5
Foreign currency instruments 7.1 7.6 8.7
Commodity instruments 3.8 4.4 3.9
Equity instruments 1.1 0.6 —
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REPORT OF MANAGEMENT RESPONSIBILITIES

The management of General Mills, Inc. is responsible 
for the fairness and accuracy of the consolidated finan-
cial statements. The statements have been prepared in 
accordance with accounting principles that are gener-
ally accepted in the United States, using management’s 
best estimates and judgments where appropriate. The 
financial information throughout the Annual Report on 
Form 10-K is consistent with our consolidated financial 
statements.

Management has established a system of internal con-
trols that provides reasonable assurance that assets are 
adequately safeguarded and transactions are recorded 
accurately in all material respects, in accordance with 
management’s authorization. We maintain a strong audit 
program that independently evaluates the adequacy and 
effectiveness of internal controls. Our internal controls 
provide for appropriate separation of duties and respon-
sibilities, and there are documented policies regarding 
use of our assets and proper financial reporting. These 
formally stated and regularly communicated policies 
demand highly ethical conduct from all employees.

The Audit Committee of the Board of Directors meets 
regularly with management, internal auditors, and our 
independent registered public accounting firm to review 
internal control, auditing, and financial reporting mat-
ters. The independent registered public accounting 
firm, internal auditors, and employees have full and free 
access to the Audit Committee at any time.

The Audit Committee reviewed and approved the 
Company’s annual financial statements. The Audit 
Committee recommended, and the Board of Directors 
approved, that the consolidated financial statements be 
included in the Annual Report. The Audit Committee 
also appointed KPMG LLP to serve as the Company’s 
independent registered public accounting firm for fiscal 
2013, subject to ratification by the stockholders at the 
annual meeting.

K. J. Powell D. L. Mulligan 
Chairman of the Board Executive Vice President 
and Chief Executive Officer and Chief Financial Officer 

July 3, 2012

REPORT OF INDEPENDENT REGISTERED PUBLIC 
ACCOUNTING FIRM

The Board of Directors and Stockholders
General Mills, Inc.:

We have audited the accompanying consolidated bal-
ance sheets of General Mills, Inc. and subsidiaries as of 
May 27, 2012 and May 29, 2011, and the related consoli-
dated statements of earnings, total equity, comprehensive 
income, and redeemable interest, and cash flows for each 
of the fiscal years in the three-year period ended May 27, 
2012. In connection with our audits of the consolidated 
financial statements, we have audited the accompany-
ing financial statement schedule.  We also have audited 
General Mills, Inc.’s internal control over financial report-
ing as of May 27, 2012, based on criteria established in 
Internal Control – Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). General Mills, Inc.’s management is 
responsible for these consolidated financial statements 
and financial statement schedule, for maintaining effec-
tive internal control over financial reporting, and for its 
assessment of the effectiveness of internal control over 
financial reporting, included in Management’s Report on 
Internal Control over Financial Reporting. Our respon-
sibility is to express an opinion on these consolidated 
financial statements and financial statement schedule 
and an opinion on the Company’s internal control over 
financial reporting based on our audits.

We conducted our audits in accordance with the stan-
dards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we 
plan and perform the audits to obtain reasonable assur-
ance about whether the financial statements are free of 
material misstatement and whether effective internal 
control over financial reporting was maintained in all 
material respects. Our audits of the consolidated financial 
statements included examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and 
significant estimates made by management, and evalu-
ating the overall financial statement presentation. Our 
audit of internal control over financial reporting included 
obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material 
weakness exists, and testing and evaluating the design 
and operating effectiveness of internal control based on 
the assessed risk. Our audits also included performing 

Reports of Management and Independent Registered Public Accounting Firm
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such other procedures as we considered necessary in 
the circumstances. We believe that our audits provide a 
reasonable basis for our opinions.

A company’s internal control over financial reporting 
is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the 
preparation of financial statements for external pur-
poses in accordance with generally accepted accounting 
principles. A company’s internal control over financial 
reporting includes those policies and procedures that 
(1) pertain to the maintenance of records that, in reason-
able detail, accurately and fairly reflect the transactions 
and dispositions of the assets of the company; (2) pro-
vide reasonable assurance that transactions are recorded 
as necessary to permit preparation of financial state-
ments in accordance with generally accepted account-
ing principles, and that receipts and expenditures of the 
company are being made only in accordance with autho-
rizations of management and directors of the company; 
and (3) provide reasonable assurance regarding preven-
tion or timely detection of unauthorized acquisition, use, 
or disposition of the company’s assets that could have a 
material effect on the financial statements.

Because of its inherent limitations, internal control 
over financial reporting may not prevent or detect mis-
statements. Also, projections of any evaluation of effec-
tiveness to future periods are subject to the risk that 

controls may become inadequate because of changes in 
conditions, or that the degree of compliance with the 
policies or procedures may deteriorate.

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, 
the financial position of General Mills, Inc. and subsidiar-
ies as of May 27, 2012 and May 29, 2011, and the results 
of their operations and their cash flows for each of the 
fiscal years in the three-year period ended May 27, 2012, 
in conformity with U.S. generally accepted accounting 
principles. Also in our opinion, the accompanying finan-
cial statement schedule, when considered in relation to 
the basic consolidated financial statements taken as a 
whole, presents fairly, in all material respects, the infor-
mation set forth therein.  Also in our opinion, General 
Mills, Inc. maintained, in all material respects, effective 
internal control over financial reporting as of May 27, 
2012, based on criteria established in Internal Control 
– Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission.

Minneapolis, Minnesota
July 3, 2012
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 Fiscal Year
In Millions, Except per Share Data  2012  2011   2010 

Net sales $  16,657.9 $ 14,880.2 $ 14,635.6 
 Cost of sales 10,613.2  8,926.7    8,835.4 
 Selling, general, and administrative expenses 3,380.7  3,192.0   3,162.7 
 Divestitures (gain) —  (17.4)   — 
 Restructuring, impairment, and other exit costs 101.6  4.4   31.4 
Operating profit 2,562.4   2,774.5   2,606.1 
 Interest, net 351.9  346.3   401.6 
Earnings before income taxes and after-tax earnings from joint ventures 2,210.5 2,428.2   2,204.5
Income taxes 709.6  721.1   771.2 
After-tax earnings from joint ventures 88.2  96.4   101.7 
Net earnings, including earnings attributable to redeemable and noncontrolling interests  1,589.1  1,803.5  1,535.0  
Net earnings attributable to redeemable and noncontrolling interests 21.8 5.2 4.5 
Net earnings attributable to General Mills $  1,567.3 $ 1,798.3 $ 1,530.5 
Earnings per share - basic $  2.42 $ 2.80 $ 2.32 
Earnings per share - diluted $  2.35 $ 2.70 $ 2.24 
Dividends per share $  1.22 $ 1.12 $ 0.96 

See accompanying notes to consolidated financial statements.     

Consolidated Statements of Earnings
GENERAL MILLS, INC. AND SUBSIDIARIES
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Consolidated Balance Sheets
GENERAL MILLS, INC. AND SUBSIDIARIES

In Millions, Except Par Value  May 27, 2012 May 29, 2011

ASSETS
Current assets:
     Cash and cash equivalents $ 471.2 $ 619.6 
     Receivables 1,323.6 1,162.3 
     Inventories 1,478.8 1,609.3 
     Deferred income taxes 59.7 27.3 
     Prepaid expenses and other current assets 358.1 483.5 
          Total current assets 3,691.4 3,902.0 
Land, buildings, and equipment 3,652.7 3,345.9 
Goodwill 8,182.5 6,750.8 
Other intangible assets 4,704.9 3,813.3 
Other assets 865.3 862.5
          Total assets $ 21,096.8 $ 18,674.5

LIABILITIES AND EQUITY
Current liabilities:
     Accounts payable $ 1,148.9 $ 995.1 
     Current portion of long-term debt 741.2 1,031.3 
     Notes payable 526.5 311.3 
     Other current liabilities 1,426.6 1,321.5
          Total current liabilities 3,843.2 3,659.2
Long-term debt 6,161.9 5,542.5 
Deferred income taxes 1,171.4 1,127.4 
Other liabilities 2,189.8 1,733.2
          Total liabilities 13,366.3 12,062.3
Redeemable interest 847.8 —
Stockholders’ equity:
     Common stock, 754.6 shares issued, $0.10 par value 75.5 75.5
     Additional paid-in capital 1,308.4  1,319.8 
     Retained earnings 9,958.5 9,191.3 
     Common stock in treasury, at cost, shares of 106.1 and 109.8 (3,177.0) (3,210.3)
     Accumulated other comprehensive loss (1,743.7) (1,010.8)
          Total stockholders’ equity 6,421.7 6,365.5
Noncontrolling interests 461.0  246.7
          Total equity 6,882.7  6,612.2 
Total liabilities and equity $ 21,096.8 $ 18,674.5 

See accompanying notes to consolidated financial statements.
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 $.10 Par Value Common Stock 
 (One Billion Shares Authorized)
 Issued Treasury
       Accumulated    
   Additional    Other    Total
  Par Paid-In   Retained Comprehensive Noncontrolling Total Redeemable Comprehensive
In Millions, Except per Share Data  Shares Amount Capital Shares Amount Earnings  Loss Interests Equity Interest Income (Loss)

Balance as of May 31, 2009 754.6  $75.5  $1,212.1    (98.6) $(2,473.1) $7,235.6  $(877.8) $244.2  $5,416.5    
Comprehensive income:
  Net earnings, including 
     earnings attributable to 
     redeemable and 
     noncontrolling interests      1,530.5    4.5    1,535.0     $1,535.0 
  Other comprehensive income (loss)              (609.1)  0.2   (608.9)   (608.9)
Total comprehensive income                 926.1    926.1
Cash dividends declared 
  ($0.96 per share)           (643.7)     (643.7)
Shares purchased       (21.3)   (691.8)       (691.8)    
Stock compensation plans (includes 
  income tax benefits of $114.0)    53.3   21.8    549.7        603.0     
Unearned compensation related to  
  restricted stock unit awards     (65.6)           (65.6)    
Earned compensation      107.3            107.3     
Distributions to noncontrolling 
  interest holders                 (3.8)   (3.8)   
Balance as of May 30, 2010  754.6  75.5   1,307.1    (98.1) (2,615.2)  8,122.4   (1,486.9)  245.1   5,648.0    
Comprehensive income:
  Net earnings, including 
     earnings attributable to 
     redeemable and 
     noncontrolling interests           1,798.3    5.2   1,803.5   1,803.5 
  Other comprehensive income              476.1    0.7   476.8    476.8 
Total comprehensive income                 2,280.3   2,280.3 
Cash dividends declared 
  ($1.12 per share)         (729.4)      (729.4)    
Shares purchased    (31.8) (1,163.5)    (1,163.5)
Stock compensation plans (includes 
  income tax benefits of $106.2)     (22.2)   20.1    568.4        546.2     
Unearned compensation related to  
   restricted stock unit awards     (70.4)           (70.4)    
Earned compensation      105.3            105.3    
Distributions to noncontrolling 
  interest holders        (4.3) (4.3)
Balance as of May 29, 2011  754.6   75.5    1,319.8   (109.8)  (3,210.3)   9,191.3    (1,010.8)   246.7   6,612.2
Comprehensive income:
  Net earnings, including 
     earnings attributable to 
     redeemable and 
     noncontrolling interests           1,567.3      6.8    1,574.1 $15.0   1,589.1 
  Other comprehensive loss             (732.9)   (51.1)   (784.0) (101.1) (885.1)
Total comprehensive 
  income (loss)                 790.1 (86.1) 704.0 
Cash dividends declared 
  ($1.22  per share)           (800.1)     (800.1)    
Shares purchased       (8.3)  (313.0)       (313.0)    
Stock compensation plans (includes 
  income tax benefits of $63.1)     3.2    12.0    346.3        349.5    
Unearned compensation related to  
  restricted stock unit awards      (93.4)            (93.4)    
Earned compensation     108.3            108.3     
Addition of redeemable and noncontrolling  
  interest from acquisitions                263.8  263.8  904.4  
Increase in redemption
   value of redeemable interest     (29.5)             (29.5)   29.5 
Distributions to noncontrolling 
   interest holders               (5.2) (5.2)  
Balance as of May 27, 2012 754.6  $75.5  $1,308.4   (106.1) $(3,177.0) $9,958.5 $(1,743.7) $461.0  $6,882.7 $847.8    
See accompanying notes to consolidated financial statements.

Consolidated Statements of Total Equity, Comprehensive Income,  
and Redeemable Interest
GENERAL MILLS, INC. AND SUBSIDIARIES
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Consolidated Statements of Cash Flows
GENERAL MILLS, INC. AND SUBSIDIARIES

 Fiscal Year

In Millions 2012  2011   2010 

Cash Flows - Operating Activities                
   Net earnings, including earnings attributable to redeemable and noncontrolling interests $  1,589.1 $ 1,803.5 $ 1,535.0
   Adjustments to reconcile net earnings to net cash provided by operating activities: 
      Depreciation and amortization 541.5  472.6 457.1 
      After-tax earnings from joint ventures (88.2)   (96.4)  (101.7)
      Stock-based compensation 108.3  105.3   107.3 
      Deferred income taxes 149.4  205.3   22.3 
      Tax benefit on exercised options (63.1)  (106.2)  (114.0)
      Distributions of earnings from joint ventures 68.0 72.7  88.0 
      Pension and other postretirement benefit plan contributions (222.2)  (220.8) (17.2)
      Pension and other postretirement benefit plan expense (income) 77.8 73.6  (37.9)
      Divestitures (gain) — (17.4) —
      Restructuring, impairment, and other exit costs (income) 97.8 (1.3)   23.4
      Changes in current assets and liabilities, excluding the effects of acquisitions 243.8 (720.9) 143.4
      Other, net (100.2) (43.2) 75.5
         Net cash provided by operating activities 2,402.0 1,526.8   2,181.2 
Cash Flows - Investing Activities 
   Purchases of land, buildings, and equipment (675.9) (648.8)  (649.9)
   Acquisitions (1,050.1)  (123.3) —
   Investments in affiliates, net (22.2) (1.8) (130.7)
   Proceeds from disposal of land, buildings, and equipment 2.2 4.1  7.4
   Proceeds from divestiture of product lines —  34.4 — 
   Exchangeable note (131.6) — —
   Other, net 6.8  20.3 52.0
         Net cash used by investing activities (1,870.8) (715.1) (721.2)
Cash Flows - Financing Activities
   Change in notes payable 227.9 (742.6) 235.8
   Issuance of long-term debt 1,390.5 1,200.0 — 
   Payment of long-term debt  (1,450.1) (7.4)  (906.9)
   Proceeds from common stock issued on exercised options 233.5 410.4 388.8 
   Tax benefit on exercised options 63.1 106.2  114.0 
   Purchases of common stock for treasury (313.0) (1,163.5)  (691.8)
   Dividends paid (800.1) (729.4) (643.7)
   Other, net (13.2) (10.3) —
         Net cash used by financing activities (661.4) (936.6) (1,503.8)
Effect of exchange rate changes on cash and cash equivalents (18.2) 71.3 (32.8)
Decrease in cash and cash equivalents (148.4) (53.6) (76.6) 
Cash and cash equivalents - beginning of year 619.6  673.2   749.8
Cash and cash equivalents - end of year $ 471.2 $ 619.6  $ 673.2 
Cash Flow from Changes in Current Assets and Liabilities, excluding the effects of acquisitions:
   Receivables $ (24.2) $ (69.8) $ (121.1) 
   Inventories 144.5  (240.0)  (16.7)
   Prepaid expenses and other current assets 149.4  (96.0) 53.5
   Accounts payable 12.1  109.0  69.6
   Other current liabilities (38.0)  (424.1)  158.1 
Changes in current assets and liabilities $ 243.8 $ (720.9) $ 143.4 

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
GENERAL MILLS, INC. AND SUBSIDIARIES

NOTE 1. BASIS OF PRESENTATION AND 
RECLASSIFICATIONS

Basis of Presentation Our Consolidated Financial 
Statements include the accounts of General Mills, 
Inc. and all subsidiaries in which we have a control-
ling financial interest. Intercompany transactions and 
accounts, including any noncontrolling and redeemable 
interests’ share of those transactions, are eliminated  
in consolidation.

Our fiscal year ends on the last Sunday in May. Fiscal 
years 2012, 2011 and 2010 each consisted of 52 weeks.

Change in Reporting Period As part of a long-term plan 
to conform the fiscal year ends of all our operations, we 
have changed the reporting period of certain countries 
within our International segment from an April fiscal 
year end to a May fiscal year end to match our fiscal 
calendar. Accordingly, in the year of change, our results 
include 13 months of results from the affected opera-
tions compared to 12 months in previous fiscal years. 
In fiscal 2012, we changed the reporting period for our 
China operations and in fiscal 2010 we changed many of 
the countries in our Asia/Pacific region. The impact of 
these changes was not material to our results of oper-
ations and, therefore, we did not restate prior period 
financial statements for comparability. Countries within 
the International segment that remain on an April fiscal 
year end include our European operations, Australia,  
and Brazil.

NOTE 2. SUMMARY OF SIGNIFICANT  
ACCOUNTING POLICIES

Cash and Cash Equivalents We consider all invest-
ments purchased with an original maturity of three 
months or less to be cash equivalents.

Inventories All inventories in the United States other 
than grain are valued at the lower of cost, using the 
last-in, first-out (LIFO) method, or market. Grain inven-
tories and all related cash contracts and derivatives are 
valued at market with all net changes in value recorded 
in earnings currently.

Inventories outside of the United States are generally 
valued at the lower of cost, using the first-in, first-out 
(FIFO) method, or market.

Shipping costs associated with the distribution of fin-
ished product to our customers are recorded as cost of 

sales, and are recognized when the related finished prod-
uct is shipped to and accepted by the customer.

Land, Buildings, Equipment, and Depreciation Land 
is recorded at historical cost. Buildings and equipment, 
including capitalized interest and internal engineer-
ing costs, are recorded at cost and depreciated over 
estimated useful lives, primarily using the straight-line 
method. Ordinary maintenance and repairs are charged 
to cost of sales. Buildings are usually depreciated over 40 
to 50 years, and equipment, furniture, and software are 
usually depreciated over 3 to 10 years. Fully depreciated 
assets are retained in buildings and equipment until dis-
posal. When an item is sold or retired, the accounts are 
relieved of its cost and related accumulated depreciation 
and the resulting gains and losses, if any, are recognized 
in earnings. As of May 27, 2012, assets held for sale were 
insignificant.

Long-lived assets are reviewed for impairment when-
ever events or changes in circumstances indicate that 
the carrying amount of an asset (or asset group) may 
not be recoverable. An impairment loss would be recog-
nized when estimated undiscounted future cash flows 
from the operation and disposition of the asset group 
are less than the carrying amount of the asset group. 
Asset groups have identifiable cash flows and are largely 
independent of other asset groups. Measurement of an 
impairment loss would be based on the excess of the car-
rying amount of the asset group over its fair value. Fair 
value is measured using a discounted cash flow model or 
independent appraisals, as appropriate.

Goodwill and Other Intangible Assets Goodwill is not 
subject to amortization and is tested for impairment 
annually and whenever events or changes in circum-
stances indicate that impairment may have occurred. 
Impairment testing is performed for each of our report-
ing units. We compare the carrying value of a report-
ing unit, including goodwill, to the fair value of the 
unit. Carrying value is based on the assets and liabilities 
associated with the operations of that reporting unit, 
which often requires allocation of shared or corporate 
items among reporting units. If the carrying amount of a 
reporting unit exceeds its fair value, we revalue all assets 
and liabilities of the reporting unit, excluding goodwill, 
to determine if the fair value of the net assets is greater 
than the net assets including goodwill. If the fair value 
of the net assets is less than the carrying amount of 
net assets including goodwill, impairment has occurred. 
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Our estimates of fair value are determined based on a 
discounted cash flow model. Growth rates for sales and 
profits are determined using inputs from our annual 
long-range planning process. We also make estimates of 
discount rates, perpetuity growth assumptions, market 
comparables, and other factors. We performed our fiscal 
2012 assessment as of November 28, 2011, and deter-
mined there was no impairment of goodwill for any of 
our reporting units as their related fair values were sub-
stantially in excess of their carrying values.

We evaluate the useful lives of our other intangible 
assets, mainly brands, to determine if they are finite or 
indefinite-lived. Reaching a determination on useful life 
requires significant judgments and assumptions regard-
ing the future effects of obsolescence, demand, compe-
tition, other economic factors (such as the stability of 
the industry, known technological advances, legislative 
action that results in an uncertain or changing regula-
tory environment, and expected changes in distribution 
channels), the level of required maintenance expendi-
tures, and the expected lives of other related groups of 
assets. Intangible assets that are deemed to have definite 
lives are amortized on a straight-line basis, over their 
useful lives, generally ranging from 4 to 30 years.

Our indefinite-lived intangible assets, mainly intan-
gible assets primarily associated with the Pillsbury, 
Totino’s, Progresso, Green Giant, Yoplait, Old El Paso, 
and Häagen-Dazs brands, are also tested for impair-
ment annually and whenever events or changes in cir-
cumstances indicate that their carrying value may not 
be recoverable. We performed our fiscal 2012 assess-
ment of our brand intangibles as of November 28, 2011. 
Our estimate of the fair value of the brands was based 
on a discounted cash flow model using inputs which 
included: projected revenues from our annual long-range 
plan; assumed royalty rates that could be payable if we 
did not own the brands; and a discount rate. As of our 
assessment date, there was no impairment of any of our 
indefinite-lived intangible assets as their related fair val-
ues were substantially in excess of the carrying values.

Our finite-lived intangible assets, primarily acquired 
franchise agreements and customer relationships, are 
reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount of an 
asset may not be recoverable. An impairment loss would 
be recognized when estimated undiscounted future cash 
flows from the operation and disposition of the asset 
are less than the carrying amount of the asset. Assets 
generally have identifiable cash flows and are largely 

independent of other assets. Measurement of an impair-
ment loss would be based on the excess of the carry-
ing amount of the asset over its fair value. Fair value is 
measured using a discounted cash flow model or other 
similar valuation model, as appropriate. 

Investments in Joint Ventures Our investments in 
companies over which we have the ability to exercise 
significant influence are stated at cost plus our share 
of undistributed earnings or losses. We receive roy-
alty income from certain joint ventures, incur various 
expenses (primarily research and development), and 
record the tax impact of certain joint venture opera-
tions that are structured as partnerships. In addition, we 
make advances to our joint ventures in the form of loans 
or capital investments. We also sell certain raw materi-
als, semi-finished goods, and finished goods to the joint 
ventures, generally at market prices.

In addition, we assess our investments in our joint 
ventures if we have reason to believe an impairment 
may have occurred including, but not limited to, ongo-
ing operating losses, projected decreases in earnings, 
increases in the weighted average cost of capital or sig-
nificant business disruptions.  The significant assump-
tions used to estimate fair value include revenue growth 
and profitability, royalty rates, capital spending, depre-
ciation and taxes, foreign currency exchange rates and 
a discount rate. By their nature, these projections and 
assumptions are uncertain. If we were to determine the 
current fair value of our investment was less than the 
carrying value of the investment, then we would assess 
if the shortfall was of a temporary or permanent nature 
and write down the investment to its fair value if we 
concluded the impairment is other than temporary.

Redeemable Interest On July 1, 2011, we acquired a 51 
percent controlling interest in Yoplait S.A.S., a consoli-
dated entity. Sodiaal International (Sodiaal) holds the 
remaining 49 percent interest in Yoplait S.A.S. Sodiaal 
has the ability to put a limited portion of its redeem-
able interest to us at fair value once per year up to a 
maximum of 9 years. This put option requires us to clas-
sify Sodiaal’s interest as a redeemable interest outside of 
equity on our Consolidated Balance Sheets for as long 
as the put is exercisable by Sodiaal. When the put is no 
longer exercisable, the redeemable interest will be reclas-
sified to noncontrolling interests on our Consolidated 
Balance Sheets. We adjust the value of the redeem-
able interest through additional paid-in capital on our 
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Consolidated Balance Sheets quarterly to the redeem-
able interest’s redemption value, which approximates 
its fair value. During the fourth quarter of fiscal 2012, 
we adjusted the redeemable interest’s redemption value 
based on a discounted cash flow model. The significant 
assumptions used to estimate the redemption value 
include projected revenue growth and profitability from 
our long range plan, capital spending, depreciation and 
taxes, foreign currency rates, and a discount rate.

Variable Interest Entities As of May 27, 2012, we had 
invested in five variable interest entities (VIEs). None of 
our VIEs are material to our results of operations, finan-
cial condition, or liquidity as of and for the year ended 
May 27, 2012. We determined whether or not we were 
the primary beneficiary (PB) of each VIE using a qualita-
tive assessment that considered the VIE’s purpose and 
design, the involvement of each of the interest holders, 
and the risks and benefits of the VIE.  We are the PB 
of three of the VIEs. We provided minimal financial or 
other support to our VIEs during fiscal 2012, and there 
are no arrangements related to VIEs that would require 
us to provide significant financial support in the future.

Revenue Recognition We recognize sales revenue when 
the shipment is accepted by our customer. Sales include 
shipping and handling charges billed to the customer 
and are reported net of consumer coupon redemption, 
trade promotion and other costs, including estimated 
allowances for returns, unsalable product, and prompt 
pay discounts. Sales, use, value-added, and other excise 
taxes are not recognized in revenue. Coupons are 
recorded when distributed, based on estimated redemp-
tion rates. Trade promotions are recorded based on esti-
mated participation and performance levels for offered 
programs at the time of sale. We generally do not allow 
a right of return. However, on a limited case-by-case 
basis with prior approval, we may allow customers 
to return product. In limited circumstances, product 
returned in saleable condition is resold to other custom-
ers or outlets. Receivables from customers generally do 
not bear interest. Terms and collection patterns vary 
around the world and by channel. The allowance for 
doubtful accounts represents our estimate of probable 
non-payments and credit losses in our existing receiv-
ables, as determined based on a review of past due bal-
ances and other specific account data. Account balances 
are written off against the allowance when we deem 
the amount is uncollectible.

Environmental Environmental costs relating to exist-
ing conditions caused by past operations that do not 
contribute to current or future revenues are expensed. 
Liabilities for anticipated remediation costs are recorded 
on an undiscounted basis when they are probable and 
reasonably estimable, generally no later than the comple-
tion of feasibility studies or our commitment to a plan  
of action.

Advertising Production Costs We expense the produc-
tion costs of advertising the first time that the advertis-
ing takes place.

Research and Development All expenditures for 
research and development (R&D) are charged against 
earnings in the year incurred. R&D includes expenditures 
for new product and manufacturing process innovation, 
and the annual expenditures are comprised primarily of 
internal salaries, wages, consulting, and other supplies 
attributable to time spent on R&D activities. Other costs 
include depreciation and maintenance of research facili-
ties, including assets at facilities that are engaged in pilot 
plant activities.

Foreign Currency Translation For all significant foreign 
operations, the functional currency is the local currency. 
Assets and liabilities of these operations are translated 
at the period-end exchange rates. Income statement 
accounts are translated using the average exchange rates 
prevailing during the year. Translation adjustments are 
reflected within accumulated other comprehensive loss 
(AOCI) in stockholders’ equity. Gains and losses from for-
eign currency transactions are included in net earnings 
for the period, except for gains and losses on investments 
in subsidiaries for which settlement is not planned for 
the foreseeable future and foreign exchange gains and 
losses on instruments designated as net investment 
hedges. These gains and losses are recorded in AOCI.

Derivative Instruments All derivatives are recognized 
on the Consolidated Balance Sheets at fair value based 
on quoted market prices or our estimate of their fair 
value, and are recorded in either current or noncurrent 
assets or liabilities based on their maturity. Changes in 
the fair values of derivatives are recorded in net earnings 
or other comprehensive income, based on whether the 
instrument is designated and effective as a hedge trans-
action and, if so, the type of hedge transaction. Gains or 
losses on derivative instruments reported in AOCI are 
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reclassified to earnings in the period the hedged item 
affects earnings. If the underlying hedged transaction 
ceases to exist, any associated amounts reported in AOCI 
are reclassified to earnings at that time. Any ineffective-
ness is recognized in earnings in the current period.

Stock-based Compensation We generally measure com-
pensation expense for grants of restricted stock units 
using the value of a share of our stock on the date of 
grant. We estimate the value of stock option grants 
using a Black-Scholes valuation model. Stock compensa-
tion is recognized straight line over the vesting period. 
Our stock compensation expense is recorded in selling, 
general and administrative (SG&A) expenses and cost  
of sales in the Consolidated Statements of Earnings  
and allocated to each reportable segment in our  
segment results.

Certain equity-based compensation plans contain pro-
visions that accelerate vesting of awards upon retire-
ment, termination or death of eligible employees and 
directors. We consider a stock-based award to be vested 
when the employee’s retention of the award is no longer 
contingent on providing subsequent service. Accordingly, 
the related compensation cost is recognized immediately 
for awards granted to retirement-eligible individuals or 
over the period from the grant date to the date retire-
ment eligibility is achieved, if less than the stated vest-
ing period.

We report the benefits of tax deductions in excess of 
recognized compensation cost as a financing cash flow, 
thereby reducing net operating cash flows and increas-
ing net financing cash flows.

Defined Benefit Pension, Other Postretirement, and 
Postemployment Benefit Plans We sponsor several 
domestic and foreign defined benefit plans to provide 
pension, health care, and other welfare benefits to retired 
employees. Under certain circumstances, we also provide 
accruable benefits to former or inactive employees in the 
United States and Canada and members of our Board of 
Directors, including severance and certain other benefits 
payable upon death. We recognize an obligation for any 
of these benefits that vest or accumulate with service. 
Postemployment benefits that do not vest or accumulate 
with service (such as severance based solely on annual 
pay rather than years of service) are charged to expense 
when incurred. Our postemployment benefit plans  
are unfunded.

We recognize the underfunded or overfunded status 
of a defined benefit postretirement plan as an asset or 
liability and recognize changes in the funded status in 
the year in which the changes occur through AOCI.

Use of Estimates Preparing our Consolidated Financial 
Statements in conformity with accounting principles 
generally accepted in the United States requires us to 
make estimates and assumptions that affect reported 
amounts of assets and liabilities, disclosures of contin-
gent assets and liabilities at the date of the financial 
statements, and the reported amounts of revenues and 
expenses during the reporting period. These estimates 
include our accounting for promotional expenditures, 
valuation of long-lived assets, intangible assets, redeem-
able interest, stock-based compensation, income taxes, 
and defined benefit pension, post-retirement and post-
employment benefits. Actual results could differ from 
our estimates.

Other New Accounting Standards In fiscal 2012, we 
adopted new accounting guidance for fair value mea-
surements providing common fair value measurement 
and disclosure requirements. The adoption of the guid-
ance did not have an impact on our results of operations 
or financial condition. 

In fiscal 2012, we adopted new accounting guidance 
on employer’s disclosures about participation in multi-
employer benefit plans. The adoption of the guidance did 
not have an impact on our results of operations or finan-
cial condition. Please refer to Note 13 to the Consolidated 
Financial Statements.

In fiscal 2012, we adopted new accounting guid-
ance intended to simplify goodwill impairment testing. 
Entities are allowed to perform a qualitative assessment 
of goodwill impairment to determine whether a quan-
titative assessment is necessary. We adopted this guid-
ance for our annual goodwill impairment test for fiscal 
2012, which was conducted in the third quarter. The 
adoption of this guidance did not have an impact on our 
results of operations or financial position.

In fiscal 2011, we adopted new accounting guidance on 
the consolidation model for VIEs. The guidance requires 
companies to qualitatively assess the determination of 
the primary beneficiary of a VIE based on whether the 
company (1) has the power to direct matters that most 
significantly impact the VIE’s economic performance, 
and (2) has the obligation to absorb losses or the right 
to receive benefits of the VIE that could potentially be 
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significant to the VIE. The adoption of the guidance 
did not have an impact on our results of operations or 
financial condition.

In fiscal 2010, we adopted new accounting guidance 
on employer’s disclosures for post-retirement benefit 
plan assets. The guidance requires an employer to dis-
close information on the investment policies and strate-
gies and the significant concentrations of risk in plan 
assets. An employer must also disclose the fair value of 
each major category of plan assets as of each annual 
reporting date together with the information on the 
inputs and valuation techniques used to develop such 
fair value measurements. The adoption of the guidance 
did not have an impact on our results of operations or 
financial condition.

In fiscal 2010, we adopted new accounting guidance 
on accounting for equity method investments. The 
guidance addresses the impact of the issuance of the 
noncontrolling interests and business combination guid-
ance on accounting for equity method investments. The 
adoption of the guidance did not have a material impact 
on our results of operations or financial condition.

In fiscal 2010, we adopted new accounting guidance 
issued to assist in determining whether instruments 
granted in share-based payment transactions are partic-
ipating securities. The guidance provides that unvested 
share-based payment awards that contain non-forfeit-
able rights to dividends or dividend equivalents (whether 
paid or unpaid) are participating securities and shall be 
included in the computation of earnings per share (EPS) 
pursuant to the two-class method. The adoption of the 
guidance did not have a material impact on our basic or 
diluted EPS.

In fiscal 2010, we adopted new accounting guidance 
on convertible debt instruments. The guidance requires 
issuers to account separately for the liability and equity 
components of convertible debt instruments that may 
be settled in cash or other assets. The adoption of the 
guidance did not have a material impact on our results 
of operations or financial condition.

NOTE 3. ACQUISITIONS

On July 1, 2011, we acquired a 51 percent controlling 
interest in Yoplait S.A.S. and a 50 percent interest in 
Yoplait Marques S.A.S. from PAI Partners and Sodiaal 
for an aggregate purchase price of $1.2 billion, includ-
ing $261.3 million of non-cash consideration for debt 
assumed. Yoplait S.A.S. operates yogurt businesses in 

several countries, including France, Canada, and the 
United Kingdom, and oversees franchise relationships 
around the world. Yoplait Marques S.A.S. holds the 
worldwide rights to Yoplait and related trademarks. We 
consolidated both entities into our Consolidated Balance 
Sheets and recorded goodwill of $1.5 billion. Indefinite 
lived intangible assets acquired primarily include brands 
of $476.0 million. Finite lived intangible assets acquired 
primarily include franchise agreements of $440.2 million 
and customer relationships of $107.3 million. In addition, 
we purchased a zero coupon exchangeable note due in 
2016 from Sodiaal with a notional amount of $131.6 mil-
lion and a fair value of $110.9 million. As of the date of 
the acquisition, the pro forma effects of this acquisition 
were not material.

During the fourth quarter of fiscal 2012, we entered 
into a purchase agreement with Yoki Alimentos S.A. 
(Yoki), a privately held food company headquartered in 
Sao Bernardo do Campo, Brazil, for an aggregate pur-
chase price of approximately 1.97 billion Brazilian 
reals (approximately $990 million as of May 27, 2012) 
including the assumption of approximately 220 million 
Brazilian reals (approximately $110 million as of May 27, 
2012) of outstanding debt.  The purchase price is sub-
ject to an adjustment based on the net asset value of 
the business at the closing date.  Yoki operates in sev-
eral food categories, including snacks, convenient meals, 
basic foods, and seasonings.  We expect the transaction 
to be completed in the first half of fiscal 2013.  We expect 
to fund this transaction using cash available in our for-
eign subsidiaries and commercial paper. 

NOTE 4. RESTRUCTURING, IMPAIRMENT, AND OTHER 
EXIT COSTS

We view our restructuring activities as actions that help 
us meet our long-term growth targets. Activities we 
undertake must meet internal rate of return and net 
present value targets. Each restructuring action normally 
takes one to two years to complete. At completion (or 
as each major stage is completed in the case of multi-
year programs), the project begins to deliver cash sav-
ings and/or reduced depreciation. These activities result 
in various restructuring costs, including asset write-offs, 
exit charges including severance, contract termination 
fees, and decommissioning and other costs. Depreciation 
associated with restructured assets, as used in the con-
text of our disclosures regarding restructuring activity, 
refers to the increase in depreciation expense caused by 
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shortening the useful life or updating the salvage value 
of depreciable fixed assets to coincide with the end of 
production under an approved restructuring plan. Any 
impairment of the asset is recognized immediately in the 
period the plan is approved.

Expense, in Millions 

Productivity and cost savings plan $100.6
Charges associated with restructuring  
 actions previously announced  1.0 
Total $101.6 

In fiscal 2012, we approved a major productivity and 
cost savings plan designed to improve organizational 
effectiveness and focus on key growth strategies. The 
plan includes organizational changes that strengthen 
business alignment, and actions to accelerate adminis-
trative efficiencies across all of our operating segments 
and support functions. In connection with this initia-
tive, we expect to eliminate approximately 850 positions 
globally and recorded a $100.6 million restructuring 
charge, consisting of $87.6 million of employee sever-
ance expense and a non-cash charge of $13.0 million 
related to the write-off of certain long-lived assets in our 
U.S. Retail segment. All of our operating segments and 
support functions were affected by these actions includ-
ing $69.9 million related to our U.S. Retail segment, $12.2 
million related to our Bakeries and Foodservice segment, 
$9.5 million related to our International segment, and 
$9.0 million related to our administrative functions. We 
expect to record approximately $19 million of restructur-
ing charges as a result of these actions in fiscal 2013. 
These restructuring actions are expected to be completed 
by the end of fiscal 2014. In fiscal 2012, we paid $3.8 mil-
lion in cash related to restructuring actions taken in fis-
cal 2012 and previous years.  

In fiscal 2011, we recorded restructuring, impairment, 
and other exit costs pursuant to approved plans as 
follows:

Expense, in Millions  

Discontinuation of fruit-flavored snack product line $1.7 
Charges associated with restructuring  
 actions previously announced   2.7 
Total $4.4 

In fiscal 2010, we recorded restructuring, impairment, 
and other exit costs pursuant to approved plans as 
follows:

Expense, in Millions  

Discontinuation of kids’ refrigerated yogurt  
 beverage and microwave soup product lines $24.1 
Discontinuation of breadcrumbs product line  
 at Federalsburg, Maryland plant  6.2 
Sales of Contagem, Brazil bread and pasta plant   (0.6)
Charges associated with restructuring  
 actions previously announced   1.7 
Total $31.4 

The roll forward of our restructuring and other exit 
cost reserves, included in other current liabilities, is as 
follows:

      Other
   Contract  Exit
In Millions  Severance Termination Costs  Total

Reserve balance as of  
 May 31, 2009 $  8.4  $  10.3  $  0.1  $  18.8 
2010 charges, including  
 foreign currency translation    0.2     0.8    —     1.0 
Utilized in 2010    (6.0)    (3.0)    —     (9.0)
Reserve balance as of  
 May 30, 2010    2.6     8.1     0.1     10.8 
2011 charges, including  
 foreign currency translation   —     —     —    — 
Utilized in 2011    (0.9)    (2.6)    (0.1)    (3.6)
Reserve balance as of  
 May 29, 2011    1.7     5.5     —     7.2 
2012 charges, including  
 foreign currency translation   82.4     —     —     82.4 
Utilized in 2012    (1.0)    (2.8)    0.1     (3.7)
Reserve balance as of  
 May 27, 2012 $  83.1  $  2.7  $  0.1  $  85.9 

The charges recognized in the roll forward of our 
reserves for restructuring and other exit costs do not 
include items charged directly to expense (e.g., asset 
impairment charges, the gain or loss on the sale of 
restructured assets, and the write-off of spare parts) and 
other periodic exit costs recognized as incurred, as those 
items are not reflected in our restructuring and other 
exit cost reserves on our Consolidated Balance Sheets.
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NOTE 5. INVESTMENTS IN JOINT VENTURES 

We have a 50 percent equity interest in Cereal Partners 
Worldwide (CPW), which manufactures and markets 
ready-to-eat cereal products in more than 130 countries 
and republics outside the United States and Canada. 
CPW also markets cereal bars in several European coun-
tries and manufactures private label cereals for cus-
tomers in the United Kingdom. We have guaranteed a 
portion of CPW’s debt and its pension obligation in the 
United Kingdom. 

We also have a 50 percent equity interest in Häagen-
Dazs Japan, Inc. (HDJ). This joint venture manufactures, 
distributes, and markets Häagen-Dazs ice cream prod-
ucts and frozen novelties. 

Results from our CPW and HDJ joint ventures are 
reported for the 12 months ended March 31.

Joint venture related balance sheet activity follows: 

  May 27,    May 29, 
In Millions 2012 2011

Cumulative investments $529.0   $519.1 
Goodwill and other intangibles  522.1   597.1 
Aggregate advances  268.1   293.3 

Joint venture earnings and cash flow activity follows:

  Fiscal Year
In Millions  2012   2011   2010

Sales to joint ventures $10.4   $10.2   $ 10.7
Net advances  22.2  1.8   128.1 
Dividends received   68.0   72.7    88.0 

Summary combined financial information for the joint 
ventures on a 100 percent basis follows:

  Fiscal Year
In Millions  2012   2011  2010 

Net sales: 
 CPW  $2,152.6   $2,067.2   $1,997.4
 HDJ   420.8    377.7   362.6
Total net sales  2,573.4    2,444.9   2,360.0
Gross margin  1,076.0   1,066.3   1,053.2
Earnings before income taxes  250.3   233.4   251.2
Earnings after income taxes 189.0    164.2 202.3

   May 27, May 29,
In Millions  2012 2011

Current assets $  934.8   $  904.7 
Noncurrent assets   1,078.0     1,138.0 
Current liabilities  1,671.0   1,690.1 
Noncurrent liabilities   91.0    103.3 

NOTE 6. GOODWILL AND OTHER INTANGIBLE ASSETS

The components of goodwill and other intangible assets 
are as follows:
   May 27, May 29,
In Millions  2012 2011

Goodwill $  8,182.5  $  6,750.8 
Other intangible assets:
 Intangible assets not subject  
  to amortization:
  Brands and other  
   indefinite-lived intangibles   4,217.1    3,771.7 
 Intangible assets subject to amortization: 
  Franchise agreements, customer  
   relationships, and other  
   finite-lived intangibles   544.7   69.2 
  Less accumulated amortization   (56.9)  (27.6)
 Intangible assets subject to amortization  487.8    41.6 
Other intangible assets   4,704.9    3,813.3 
Total  $12,887.4   $10,564.1 

Based on the carrying value of finite-lived intangible 
assets as of May 27, 2012, amortization expense for each 
of the next five fiscal years is estimated to be approxi-
mately $26 million.
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The changes in the carrying amount of goodwill for 
fiscal 2010, 2011, and 2012 are as follows:

   Bakeries 
 U.S.  and  Joint 
In Millions  Retail  International Foodservice Ventures  Total

Balance as of  
 May 31, 2009  $5,098.3   $123.3   $923.0   $518.4   $6,663.0 
Other activity,  
 primarily foreign  
 currency translation  — (1.3) — (68.9)  (70.2)
Balance as of  
 May 30, 2010   5,098.3    122.0  923.0    449.5   6,592.8 
Acquisitions  44.6    26.9  — —  71.5 
Divestitures —  (0.5)  (1.9) —  (2.4)
Other activity,  
 primarily foreign  
 currency translation  —   14.2   —   74.7   88.9 
Balance as of  
 May 29, 2011  5,142.9    162.6    921.1   524.2   6,750.8 
Acquisitions  670.3   946.4    —  —  1,616.7 
Other activity,  
 primarily foreign  
 currency translation  —    (119.1)  —   (65.9) (185.0)
Balance as of  
 May 27, 2012  $5,813.2   $989.9   $921.1   $458.3   $8,182.5 

The changes in the carrying amount of other intan-
gible assets for fiscal 2010, 2011, and 2012 are as follows:

  U.S.   Joint 
In Millions  Retail  International Ventures  Total

Balance as of  
 May 31, 2009 $3,208.9  $ 462.6   $75.5   $3,747.0 
Other activity,  
 primarily foreign  
 currency translation  (2.3)  (17.3)  (12.4)  (32.0)
Balance as of  
 May 30, 2010  3,206.6   445.3   63.1   3,715.0 
Acquisitions  39.3   6.0   —   45.3 
Other activity,  
 primarily foreign  
 currency translation  (3.4)  46.6   9.8   53.0 
Balance as of  
 May 29, 2011  3,242.5  497.9   72.9   3,813.3 
Acquisitions 58.2   1,050.3   —   1,108.5 
Other activity,  
 primarily foreign  
 currency translation  (3.7)  (204.1)  (9.1)  (216.9)
Balance as of  
 May 27, 2012 $3,297.0   $1,344.1   $63.8   $4,704.9 

NOTE 7. FINANCIAL INSTRUMENTS, RISK 
MANAGEMENT ACTIVITIES, AND FAIR VALUES

Financial Instruments
The carrying values of cash and cash equivalents, receiv-
ables, accounts payable, other current liabilities, and 
notes payable approximate fair value. Marketable secu-
rities are carried at fair value. As of May 27, 2012, and 
May 29, 2011, a comparison of cost and market values of 
our marketable debt and equity securities is as follows:

  Market Gross Gross 
 Cost Value Gains  Losses
  Fiscal Year  Fiscal Year  Fiscal Year Fiscal Year
In Millions   2012 2011   2012 2011   2012 2011  2012 2011 

Available for sale:

 Debt securities $52.2  $ 8.9  $52.3  $ 9.0   $0.1  $0.1   $—  $—

 Equity securities  1.8   2.0   5.3  6.0   3.5   4.0  — —

Total $54.0  $10.9   $57.6  $15.0   $3.6  $4.1   $—  $—

Earnings include less than $1 million of realized gains 
from sales of available-for-sale marketable securities. 
Gains and losses are determined by specific identifica-
tion. Classification of marketable securities as current 
or noncurrent is dependent upon our intended hold-
ing period, the security’s maturity date, or both. The 
aggregate unrealized gains and losses on available-for-
sale securities, net of tax effects, are classified in AOCI 
within stockholders’ equity. 

Scheduled maturities of our marketable securities are 
as follows:
 Available for Sale
    Market  
In Millions Cost Value

Under 1 year (current) $ 46.6  $ 46.6 
From 1 to 3 years  0.5   0.5 
From 4 to 7 years  5.1   5.2 
Over 7 years —    — 
Equity securities  1.8   5.3 
Total $54.0  $57.6 

Cash, cash equivalents, and marketable securities 
totaling $6.6 million as of May 27, 2012, were pledged as 
collateral for derivative contracts.

The fair value and carrying amount of long-term debt, 
including the current portion, were $7,664.5 million and 
$6,903.1 million, respectively, as of May 27, 2012. The 
fair value of long-term debt was estimated using market 
quotations and discounted cash flows based on our cur-
rent incremental borrowing rates for similar types of 



Annual Report 2012 57

instruments. Long-term debt would be a Level 2 liability 
in the fair value hierarchy.

Risk Management Activities
As a part of our ongoing operations, we are exposed to 
market risks such as changes in interest rates, foreign 
currency exchange rates, commodity prices, and equity 
prices. To manage these risks, we may enter into various 
derivative transactions (e.g., futures, options, and swaps) 
pursuant to our established policies.

Commodity Price Risk
Many commodities we use in the production and dis-
tribution of our products are exposed to market price 
risks. We utilize derivatives to manage price risk for our 
principal ingredients and energy costs, including grains 
(oats, wheat, and corn), oils (principally soybean), non-
fat dry milk, natural gas, and diesel fuel. Our primary 
objective when entering into these derivative contracts 
is to achieve certainty with regard to the future price 
of commodities purchased for use in our supply chain. 
We manage our exposures through a combination of 
purchase orders, long-term contracts with suppliers, 
exchange-traded futures and options, and over-the-
counter options and swaps. We offset our exposures 
based on current and projected market conditions and 
generally seek to acquire the inputs at as close to our 
planned cost as possible.

We use derivatives to manage our exposure to changes 
in commodity prices. We do not perform the assess-
ments required to achieve hedge accounting for com-
modity derivative positions. Accordingly, the changes in 
the values of these derivatives are recorded currently in 
cost of sales in our Consolidated Statements of Earnings.

Although we do not meet the criteria for cash flow 
hedge accounting, we nonetheless believe that these 
instruments are effective in achieving our objective of 
providing certainty in the future price of commodities 
purchased for use in our supply chain. Accordingly, for 
purposes of measuring segment operating performance 
these gains and losses are reported in unallocated cor-
porate items outside of segment operating results until 
such time that the exposure we are managing affects 
earnings. At that time we reclassify the gain or loss 
from unallocated corporate items to segment operating 
profit, allowing our operating segments to realize the 
economic effects of the derivative without experiencing 
any resulting mark-to-market volatility, which remains 
in unallocated corporate items. 

Unallocated corporate items for fiscal 2012 and fiscal 
2011 included:

   Fiscal Year
In Millions  2012   2011   2010 

Net gain (loss) on mark-to-market  
 valuation of commodity positions $ (122.5)  $ 160.3  $ (54.7)
Net loss (gain) on commodity  
 positions reclassified from 
 unallocated corporate items  
 to segment operating profit   35.7    (93.6)   55.7 
Net mark-to-market revaluation  
 of certain grain inventories   (17.4)   28.5    (8.1)
Net mark-to-market valuation of  
 certain commodity positions 
  recognized in unallocated  
 corporate items $ (104.2)  $ 95.2  $ (7.1)

As of May 27, 2012, the net notional value of com-
modity derivatives was $307.4 million, of which $126.9 
million related to agricultural inputs and $180.5 million 
related to energy inputs. These contracts relate to inputs 
that generally will be utilized within the next 12 months.

Interest Rate Risk
We are exposed to interest rate volatility with regard 
to future issuances of fixed-rate debt, and existing and 
future issuances of floating-rate debt. Primary exposures 
include U.S. Treasury rates, LIBOR, Euribor, and commer-
cial paper rates in the United States and Europe. We use 
interest rate swaps and forward-starting interest rate 
swaps to hedge our exposure to interest rate changes, 
to reduce the volatility of our financing costs, and to 
achieve a desired proportion of fixed versus floating-rate 
debt, based on current and projected market conditions. 
Generally under these swaps, we agree with a counter-
party to exchange the difference between fixed-rate and 
floating-rate interest amounts based on an agreed upon 
notional principal amount.

Floating Interest Rate Exposures — Floating-to-fixed 
interest rate swaps are accounted for as cash flow 
hedges, as are all hedges of forecasted issuances of debt. 
Effectiveness is assessed based on either the perfectly 
effective hypothetical derivative method or changes in 
the present value of interest payments on the underly-
ing debt. Effective gains and losses deferred to AOCI are 
reclassified into earnings over the life of the associated 
debt. Ineffective gains and losses are recorded as net 
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interest. The amount of hedge ineffectiveness was less 
than $1 million in each of fiscal 2012, 2011, and 2010.

Fixed Interest Rate Exposures — Fixed-to-floating 
interest rate swaps are accounted for as fair value 
hedges with effectiveness assessed based on changes in 
the fair value of the underlying debt and derivatives, 
using incremental borrowing rates currently available 
on loans with similar terms and maturities. Ineffective 
gains and losses on these derivatives and the underlying 
hedged items are recorded as net interest. The amount 
of hedge ineffectiveness was less than $1 million in each 
of fiscal 2012, 2011, and 2010.

During the fourth quarter of fiscal 2011, first quar-
ter of fiscal 2012 and second quarter of fiscal 2012, we 
entered into $500.0 million, $300.0 million, and $200.0 
million of forward starting swaps with average fixed 
rates of 3.9 percent, 2.7 percent, and 2.4 percent, respec-
tively, in advance of a planned debt financing.  All of 
these forward starting swaps were cash settled for 
$100.4 million coincident with the issuance of our $1.0 
billion 10-year fixed rate notes in November 2011. As of 
May 27, 2012, there was a $94.6 million pre-tax loss 
in AOCI, which will be reclassified to earnings over the 
term of the underlying debt.

During the fourth quarter of fiscal 2011, we entered 
into swaps to convert $300.0 million of 1.55 percent 
fixed-rate notes due May 16, 2014, to floating rates.

During the fourth quarter of fiscal 2010, in advance of 
a planned debt financing, we entered into $500.0 mil-
lion of treasury lock derivatives with an average fixed 
rate of 4.3 percent. All of these treasury locks were cash 
settled for $17.1 million during the first quarter of fiscal 
2011, coincident with the issuance of our $500.0 million 
30-year fixed-rate notes. As of May 27, 2012, a $15.7 mil-
lion pre-tax loss remained in AOCI, which will be reclas-
sified to earnings over the term of the underlying debt.

During the second quarter of fiscal 2010, we entered 
into $700.0 million of interest rate swaps to con-
vert $700.0 million of 5.65 percent fixed-rate notes to  
floating rates. In May 2010, we repurchased $179.2 mil-
lion of our 5.65 percent notes. We received $2.7 million 
to settle a portion of these swaps that related to the 
repurchased debt. 

As of May 27, 2012, a $10.5 million pre-tax loss on 
cash settled interest rate swaps for our $1.0 billion 
10-year note issued January 24, 2007 remained in AOCI, 
which will be reclassified to earnings over the term of 
the underlying debt.

The following table summarizes the notional amounts 
and weighted-average interest rates of our interest rate 
swaps. Average floating rates are based on rates as of 
the end of the reporting period.

  May 27, May 29,
In Millions 2012  2011 

Pay-floating swaps - notional amount  $834.6   $838.0 
 Average receive rate   1.7%    1.8%
 Average pay rate    0.3 %    0.2%
Pay-fixed forward starting swaps - 
 notional amount $  —  $ 500.0  

The swap contracts mature at various dates from fis-
cal 2013 to 2014 as follows: 

In Millions  Pay Floating

2013  $534.6 
2014   300.0 
Total $834.6 

Foreign Exchange Risk
Foreign currency fluctuations affect our net investments 
in foreign subsidiaries and foreign currency cash flows 
related to third party purchases, intercompany loans, 
product shipments, and foreign-denominated commer-
cial paper. We are also exposed to the translation of 
foreign currency earnings to the U.S. dollar. Our prin-
cipal exposures are to the Australian dollar, Brazilian 
real, British pound sterling, Canadian dollar, Chinese 
renminbi, euro, Japanese yen, Swiss franc, and Mexican 
peso. We mainly use foreign currency forward contracts 
to selectively hedge our foreign currency cash flow expo-
sures. We also generally swap our foreign-denominated 
commercial paper borrowings and nonfunctional cur-
rency intercompany loans back to U.S. dollars or the 
functional currency; the gains or losses on these deriv-
atives offset the foreign currency revaluation gains  
or losses recorded in earnings on the associated bor-
rowings. We generally do not hedge more than 18  
months forward.

As of May 27, 2012, the notional value of foreign 
exchange derivatives was $930.2 million. The amount of 
hedge ineffectiveness was less than $1 million in each of 
fiscal 2012, 2011, and 2010.

We also have many net investments in foreign sub-
sidiaries that are denominated in euros. We previously 
hedged a portion of these net investments by issu-
ing euro-denominated commercial paper and foreign 
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exchange forward contracts. As of May 27, 2012, we 
had deferred net foreign currency transaction losses of 
$95.7 million in AOCI associated with hedging activity.

Equity Instruments
Equity price movements affect our compensation 
expense as certain investments made by our employees 
in our deferred compensation plan are revalued. We use 
equity swaps to manage this risk. As of May 27, 2012, 
the net notional amount of our equity swaps was $48.1 
million. These swap contracts mature in fiscal 2013.

Fair Value Measurements And Financial Statement Presentation
The fair values of our assets, liabilities, and derivative positions recorded at fair value and their respective levels in the 
fair value hierarchy as of May 27, 2012 and May 29, 2011, were as follows:

 May, 27, 2012  May 27, 2012
  Fair Values of Assets  Fair Values of Liabilities

In Millions  Level 1 Level 2  Level 3  Total  Level 1  Level 2  Level 3  Total

Derivatives designated as hedging instruments: 
 Interest rate contracts (a) (b) $  —  $ 5.7  $ — $ 5.7  $ — $ — $ —  $ —
 Foreign exchange contracts (c) (d)    —    11.5     —    11.5    —    (18.8)    —   (18.8)
Total    —    17.2    —     17.2     —    (18.8)   —    (18.8)
Derivatives not designated as hedging instruments:
 Interest rate contracts (a) (b)    —     0.5     —     0.5     —    —    —    — 
 Foreign exchange contracts (c) (d)    —     6.6   —     6.6     —   (1.1)   —  (1.1)
 Equity contracts (a) (e)    —     —    —     —   —    (0.1)    —   (0.1)
 Commodity contracts (c) (e)   8.0     1.0     —     9.0    —     (15.1)    —    (15.1)
 Grain contracts (c) (e)    —     8.3     —     8.3     —     (20.6)    —    (20.6)
Total    8.0    16.4    —     24.4   —     (36.9)    —    (36.9)
Other assets and liabilities reported at fair value: 
 Marketable investments (a) (f)   5.3     52.3     —     57.6      —    —     —   — 
Total     5.3     52.3     —     57.6      —     —    —    — 
Total assets, liabilities, and derivative positions recorded at fair value $ 13.3  $ 85.9 $  —  $ 99.2   $  —  $ (55.7) $  —  $ (55.7)
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 May, 29, 2011  May 29, 2011
  Fair Values of Assets  Fair Values of Liabilities
In Millions  Level 1 Level 2  Level 3  Total  Level 1  Level 2  Level 3  Total

Derivatives designated as hedging instruments:
 Interest rate contracts (a) (b) $ —  $ 11.2  $ —  $ 11.2   $ —  $(21.3) $ —  $(21.3)
 Foreign exchange contracts (c) (d)   —   10.1    —   10.1     —    (14.9)   —  (14.9)
Total    —    21.3    —    21.3  —    (36.2)   —   (36.2)
Derivatives not designated as hedging instruments:  
 Interest rate contracts (a) (b)   —   2.2   —   2.2   —    (0.9)   —    (0.9)
 Foreign exchange contracts (c) (d)   —    57.1   —    57.1    —    (19.9)   —  (19.9)
 Commodity contracts (c) (e)   14.6    16.3    —   30.9    —    —    —    — 
 Grain contracts (c) (e)   —    61.1    —    61.1    —   (29.0)  —   (29.0)
Total    14.6    136.7    —    151.3    —    (49.8)   —    (49.8)
Other assets and liabilities reported at fair value:
 Marketable investments (a) (f)  5.9    9.1    —    15.0   —   —   —    — 
Total   5.9   9.1    —    15.0    —    —   —    — 
Total assets, liabilities, and derivative positions recorded at fair value $20.5  $167.1  $ —  $187.6   $ —  $(86.0) $ —  $(86.0)

(a)   These contracts and investments are recorded as other assets or as other liabilities, as appropriate, based on whether in a gain or loss position.  
Certain marketable investments are recorded as cash and cash equivalents. 

(b)  Based on LIBOR and swap rates.

(c)   These contracts are recorded as prepaid expenses and other current assets or as other current liabilities, as appropriate, based on whether in a gain or  
loss position.

(d)  Based on observable market transactions of spot currency rates and forward currency prices. 

(e)  Based on prices of futures exchanges and recently reported transactions in the marketplace.

(f)  Based on prices of common stock and bond matrix pricing.

We did not significantly change our valuation techniques from prior periods. 
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Information related to our cash flow hedges, fair value hedges, and other derivatives not designated as hedging 
instruments for the fiscal years ended May 27, 2012, and May 29, 2011, follows:

  Interest Rate  Foreign Exchange Equity   Commodity
 Contracts  Contracts Contracts Contracts Total 

   Fiscal Year  Fiscal Year  Fiscal Year  Fiscal Year  Fiscal Year
In Millions  2012   2011   2012   2011   2012   2011   2012   2011   2012  2011

Derivatives in Cash Flow Hedging Relationships:
 Amount of loss recognized in other 
    comprehensive income (OCI) (a)   $ (78.6) $(20.9) $(7.3) $(18.9) $ —  $ —  $ —  $ —  $(85.9) $(39.8)
 Amount of loss reclassified from 
    AOCI into earnings (a) (b)   (8.2)   (13.1)  (9.9)  (16.7)   —   —    —    —    (18.1)   (29.8)
 Amount of gain (loss) recognized 
    in earnings (c)   (0.5)   (0.4)   (0.3)   0.3    —    —    —    —    (0.8)   (0.1)
Derivatives in Fair Value Hedging Relationships:
 Amount of net gain (loss) recognized 
    in earnings (d)   (0.8)  0.3    —   —    —    —    —    —   (0.8)  0.3 
Derivatives Not Designated as Hedging Instruments: 
 Amount of gain (loss) recognized in earnings (d)   —    1.0    (1.3)   23.7  (1.0)   —   (122.5)  160.3   (124.8)  185.0 

(a)  Effective portion. 

(b)   Loss reclassified from AOCI into earnings is reported in interest, net for interest rate swaps and in cost of sales and SG&A expenses for foreign exchange 
contracts.

(c)   All gain (loss) recognized in earnings is related to the ineffective portion of the hedging relationship, including SG&A expenses for foreign exchange con-
tracts. No amounts were reported as a result of being excluded from the assessment of hedge effectiveness.

(d)   Gain (loss) recognized in earnings is reported in interest, net for interest rate contracts, in cost of sales for commodity contracts, and in SG&A expenses for 
equity contracts and foreign exchange contracts.
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Amounts Recorded In Accumulated Other 
Comprehensive Loss 
Unrealized losses from interest rate cash flow hedges 
recorded in AOCI as of May 27, 2012, totaled $73.6 
million after tax. These deferred losses are primarily 
related to interest rate swaps that we entered into in 
contemplation of future borrowings and other financ-
ing requirements and that are being reclassified into net 
interest over the lives of the hedged forecasted transac-
tions. Unrealized losses from foreign currency cash flow 
hedges recorded in AOCI as of May 27, 2012, were $1.7 
million after-tax. The net amount of pre-tax gains and 
losses in AOCI as of May 27, 2012, that we expect to be 
reclassified into net earnings within the next 12 months 
is $14.0 million of expense.

Credit-Risk-Related Contingent Features
Certain of our derivative instruments contain provisions 
that require us to maintain an investment grade credit 
rating on our debt from each of the major credit rat-
ing agencies. If our debt were to fall below investment 
grade, the counterparties to the derivative instruments 
could request full collateralization on derivative instru-
ments in net liability positions. The aggregate fair value 
of all derivative instruments with credit-risk-related 
contingent features that were in a liability position on 
May 27, 2012, was $19.9 million. We have posted col-
lateral of $4.3 million in the normal course of business 
associated with these contracts. If the credit-risk-related 
contingent features underlying these agreements had 
been triggered on May 27, 2012, we would have been 
required to post an additional $15.6 million of collateral 
to counterparties. 

Concentrations Of Credit And  
Counterparty Credit Risk
During fiscal 2012, Wal-Mart Stores, Inc. and its affili-
ates (Wal-Mart) accounted for 22 percent of our con-
solidated net sales and 30 percent of our net sales in the 
U.S. Retail segment. No other customer accounted for 
10 percent or more of our consolidated net sales. Wal-
Mart also represented 6 percent of our net sales in the 
International segment and 7 percent of our net sales in 
the Bakeries and Foodservice segment. As of May 27, 
2012, Wal-Mart accounted for 26 percent of our U.S. 
Retail receivables, 5 percent of our International receiv-
ables, and 9 percent of our Bakeries and Foodservice 
receivables. The five largest customers in our U.S. Retail 
segment accounted for 54 percent of its fiscal 2012 net 

sales, the five largest customers in our International 
segment accounted for 26 percent of its fiscal 2012 net 
sales, and the five largest customers in our Bakeries and 
Foodservice segment accounted for 46 percent of its fis-
cal 2012 net sales.

We enter into interest rate, foreign exchange, and cer-
tain commodity and equity derivatives, primarily with 
a diversified group of highly rated counterparties. We 
continually monitor our positions and the credit rat-
ings of the counterparties involved and, by policy, limit 
the amount of credit exposure to any one party. These 
transactions may expose us to potential losses due to 
the risk of nonperformance by these counterparties; 
however, we have not incurred a material loss. We also 
enter into commodity futures transactions through vari-
ous regulated exchanges.

The amount of loss due to the credit risk of the coun-
terparties, should the counterparties fail to perform 
according to the terms of the contracts, is $19.5 million 
against which we do not hold collateral. Under the terms 
of master swap agreements, some of our transactions 
require collateral or other security to support financial 
instruments subject to threshold levels of exposure and 
counterparty credit risk. Collateral assets are either cash 
or U.S. Treasury instruments and are held in a trust 
account that we may access if the counterparty defaults.

NOTE 8. DEBT

Notes Payable The components of notes payable and 
their respective weighted-average interest rates at the 
end of the periods were as follows: 

  May 27, 2012 May 29, 2011 

   Weighted-  Weighted-
  average   average
 Notes Interest Notes Interest
In Millions Payable  Rate Payable Rate

U.S. commercial paper $412.0   0.2%   $192.5   0.2%
Financial institutions   114.5    10.0   118.8  11.5
Total $526.5   2.4%  $311.3   4.5%

To ensure availability of funds, we maintain bank 
credit lines sufficient to cover our outstanding short-
term borrowings. Commercial paper is a continuing 
source of short-term financing. We have commercial 
paper programs available to us in the United States and 
Europe. In April 2012, we entered into fee-paid commit-
ted credit lines, consisting of a $1.0 billion facility sched-
uled to expire in April 2015 and a $1.7 billion facility 
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scheduled to expire in April 2017. Concurrent with the 
execution of the credit agreements, we terminated our 
credit facilities which provided $1.8 billion and $1.1 bil-
lion of revolving credit lines which were set to expire 
October 2012 and October 2013, respectively. We also 
have $393.8 million in uncommitted credit lines that 
support our foreign operations. As of May 27, 2012, 
there were no amounts outstanding on the fee-paid 
committed credit lines and $114.5 million was drawn 
on the uncommitted lines. The credit facilities contain 
several covenants, including a requirement to maintain 
a fixed charge coverage ratio of at least 2.5 times. We 
were in compliance with all credit facility covenants as 
of May 27, 2012.

Long-term Debt In February 2012, we repaid $1.0 billion 
of 6.0 percent notes. In November 2011, we issued $1.0 
billion aggregate principal amount of 3.15 percent notes 
due December 15, 2021. The net proceeds were used to 
repay a portion of our notes due February 2012, reduce 
our commercial paper borrowings, and for general cor-
porate purposes. Interest on these notes is payable 
semi-annually in arrears. These notes may be redeemed 
at our option at any time prior to September 15, 2021 
for a specified make whole amount and any time on 
or after that date at par. These notes are senior unse-
cured, unsubordinated obligations that include a change 
of control repurchase provision. 

As part of our acquisition of Yoplait S.A.S., we con-
solidated $457.9 million of primarily euro-denominated 
Euribor-based floating-rate bank debt. In December 2011, 
we refinanced this debt with $390.5 million of euro-
denominated Euribor-based floating-rate bank debt due 
at various dates through December 15, 2014.

In May 2011, we issued $300.0 million aggregate prin-
cipal amount of 1.55 percent fixed-rate notes and $400.0 
million aggregate principal amount of floating-rate 
notes, both due May 16, 2014.  The proceeds of these 
notes were used to repay a portion of our outstanding 
commercial paper.  The floating-rate notes bear interest 
equal to three-month LIBOR plus 35 basis points, subject 
to quarterly reset.  Interest on the floating-rate notes is 
payable quarterly in arrears.  Interest on the fixed-rate 
notes is payable semi-annually in arrears.  The fixed-rate 
notes may be redeemed at our option at any time for a 
specified make whole amount.  These notes are senior 
unsecured, unsubordinated obligations that include a 
change of control repurchase provision.

In June 2010, we issued $500.0 million aggregate prin-
cipal amount of 5.4 percent notes due June 15, 2040. The 
proceeds of these notes were used to repay a portion 
of our outstanding commercial paper. Interest on these 
notes is payable semi-annually in arrears. These notes 
may be redeemed at our option at any time for a speci-
fied make whole amount. These notes are senior unse-
cured, unsubordinated obligations that include a change 
of control repurchase provision.

In May 2010, we paid $437.0 million to repurchase in a 
cash tender offer $400.0 million of our previously issued 
debt. We repurchased $220.8 million of our 6.0 percent 
notes due 2012 and $179.2 million of our 5.65 percent 
notes due 2012. We issued commercial paper to fund the 
repurchase. 

Certain of our long-term debt agreements contain 
restrictive covenants. As of May 27, 2012, we were in 
compliance with all of these covenants.

As of May 27, 2012, the $118.8 million pre-tax loss 
recorded in AOCI associated with our previously desig-
nated interest rate swaps will be reclassified to net inter-
est over the remaining lives of the hedged transactions. 
The amount expected to be reclassified from AOCI to net 
interest in fiscal 2013 is $12.7 million pre-tax.

A summary of our long-term debt is as follows:

In Millions  May 27, 2012  May 29, 2011

5.65% notes due February 15, 2019 $1,150.0  $1,150.0 
5.7% notes due February 15, 2017   1,000.0   1,000.0 
3.15% notes due December 15, 2021   1,000.0   — 
5.2% notes due March 17, 2015   750.0   750.0 
5.25% notes due August 15, 2013   700.0   700.0 
5.65% notes due September 10, 2012   520.8   520.8 
5.4% notes due June 15, 2040   500.0   500.0 
Floating-rate notes due May 16, 2014   400.0   400.0 
Euribor-based floating-rate note  
 due December 15, 2014   375.5    — 
1.55% notes due May 16, 2014   300.0   300.0 
Medium-term notes, 0.3% to 8.0%,  
 due fiscal 2013 or later  204.2   204.4 
Debt of consolidated contract manufacturer   —   15.0 
6% notes due February 15, 2012   —   1,019.5 
Other, including capital leases   2.6   14.1 
     6,903.1   6,573.8 
Less amount due within one year   (741.2)  (1,031.3)
Total long-term debt $6,161.9  $5,542.5 
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Principal payments due on long-term debt in the next 
five years based on stated contractual maturities, our 
intent to redeem, or put rights of certain note holders 
are $741.2 million in fiscal 2013, $1,445.8 million in fiscal 
2014, $1,066.7 million in fiscal 2015, $0.3 million in fiscal 
2016, and $1,000.0 million in fiscal 2017.

NOTE 9. REDEEMABLE AND  
NONCONTROLLING INTERESTS

Our principal redeemable and noncontrolling inter-
ests relate to our Yoplait S.A.S., Yoplait Marques S.A.S.,  
and General Mills Cereals, LLC (GMC) subsidiaries. In 
addition, we have seven foreign subsidiaries that have 
noncontrolling interests totaling $5.9 million as of  
May 27, 2012.

We have a 51 percent controlling interest in Yoplait 
S.A.S. and a 50 percent interest in Yoplait Marques 
S.A.S. Sodiaal holds the remaining interests in each of 
the entities. On the acquisition date, we recorded the 
$904.4 million fair value of Sodiaal’s 49 percent euro-
denominated interest in Yoplait S.A.S. as a redeemable 
interest on our Consolidated Balance Sheets. Sodiaal 
has the ability to put a limited portion of its redeem-
able interest to us once per year at fair value up to a 
maximum of 9 years. We adjust the value of the redeem-
able interest through additional paid-in capital on our 
Consolidated Balance Sheets quarterly to the redeemable 
interest’s redemption value, which approximates its fair 
value. Yoplait S.A.S. pays dividends annually if it meets 
certain financial metrics set forth in its shareholders 
agreement. As of May 27, 2012, the redemption value  
of the euro-denominated redeemable interest was  
$847.8 million. 

In addition, a subsidiary of Yoplait S.A.S. has entered 
into an exclusive milk supply agreement for its European 
operations with Sodiaal at market-determined prices 
through July 1, 2021. Net purchases totaled $235.7 mil-
lion for fiscal 2012.

On the acquisition date, we recorded the $263.8 mil-
lion fair value of Sodiaal’s 50 percent euro-denominated 
interest in Yoplait Marques S.A.S. as a noncontrolling 
interest on our Consolidated Balance Sheets. Yoplait 
Marques S.A.S. earns a royalty stream through a licens-
ing agreement with Yoplait S.A.S. for the rights to 
Yoplait and related trademarks. Yoplait Marques S.A.S. 
pays dividends annually based on its available cash as of 
its fiscal year end.

As of May 27, 2012, we also had a noncontrolling 
interest related to our subsidiary GMC. We hold the 
entire managing membership interest, and therefore 
direct the operations of GMC. We hold all interests in 
GMC other than Class A Limited Membership Interests 
(Class A Interests) which were held by an unrelated 
third-party investor. As of May 27, 2012, the carrying 
value of all outstanding Class A Interests was $242.3 
million, classified as noncontrolling interests on our 
Consolidated Balance Sheets.

On June 1, 2012, subsequent to our year end, we 
restructured GMC through the distribution of its manu-
facturing assets, stock, inventory, cash and certain intel-
lectual property to a wholly owned subsidiary. GMC 
retained the remaining intellectual property. Immediately 
following the restructuring, the Class A Interests were 
sold by the then current holder to another unrelated 
third-party investor.

The holder of the Class A Interests receives quarterly 
preferred distributions from available net income based 
on the application of a floating preferred return rate, 
currently equal to the sum of three-month LIBOR plus 
110 basis points, to the holder’s capital account balance 
established in the most recent mark-to-market valuation 
(currently $251.5 million). The preferred return rate is 
adjusted every three years through a negotiated agree-
ment with the Class A Interest holder or through a 
remarketing auction.

For financial reporting purposes, the assets, liabilities, 
results of operations, and cash flows of our non-wholly 
owned subsidiaries are included in our Consolidated 
Financial Statements. The third-party investor’s share of 
the net earnings of these subsidiaries is reflected in net 
earnings attributable to noncontrolling interests in the 
Consolidated Statements of Earnings. 

Our noncontrolling interests contain restrictive cov-
enants. As of May 27, 2012, we were in compliance with 
all of these covenants.
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NOTE 10. STOCKHOLDERS’ EQUITY

Cumulative preference stock of 5.0 million shares, with-
out par value, is authorized but unissued.

During fiscal 2012, we repurchased 8.3 million shares 
of common stock for an aggregate purchase price of 
$313.0 million. During fiscal 2011, we repurchased 31.8 
million shares of common stock for an aggregate pur-
chase price of $1,163.5 million. During fiscal 2010, we 
repurchased 21.3 million shares of common stock for an 
aggregate purchase price of $691.8 million.  

On June 28, 2010, our Board of Directors authorized 
the repurchase of up to 100 million shares of our com-
mon stock. Purchases under the authorization can be 
made in the open market or in privately negotiated 
transactions, including the use of call options and other 
derivative instruments, Rule 10b5-1 trading plans, and 
accelerated repurchase programs. The authorization has 
no specified termination date.

The following table provides details of total compre-
hensive income:

 
 

 Fiscal 2012
     Noncontrolling  Redeemable
  General Mills   Interests  Interest
In Millions  Pretax  Tax  Net  Net  Net

Net earnings, including earnings 
 attributable to redeemable and  
 noncontrolling interests      $1,567.3  $  6.8  $  15.0 
Other comprehensive income (loss):
 Foreign currency translation $ (270.3) $  —  $  (270.3)    (51.1)    (98.7)
 Net actuarial loss    (813.1)    308.5     (504.6)    —     — 
 Other fair value changes:                   
    Securities    (0.3)    0.1     (0.2)    —     —
    Hedge derivatives    (80.8)    31.2     (49.6)   —     (3.8)
 Reclassification to earnings:                    
    Hedge derivatives    16.3     (6.2)    10.1     —     1.4 
    Amortization of losses and  
   prior service costs     131.6     (49.9)    81.7     —     —
Other comprehensive loss    (1,016.6)    283.7     (732.9)    (51.1)    (101.1)
Total comprehensive income (loss)         $  834.4  $  (44.3) $  (86.1)

 Fiscal 2011
     Noncontrolling  Redeemable
  General Mills   Interests  Interest
In Millions  Pretax  Tax  Net  Net  Net

Net earnings, including earnings  
 attributable to redeemable and  
 noncontrolling interests         $1,798.3  $ 5.2  $  —
Other comprehensive income (loss):                   
 Foreign currency translation $  358.3  $  —  $  358.3     0.7     —
 Net actuarial gain    93.5     (32.4)    61.1     —     —
 Other fair value changes:                   
    Securities    (5.8)    2.2     (3.6)    —     —
    Hedge derivatives    (39.8)    14.4     (25.4)    —     —
 Reclassification to earnings:                   
    Hedge derivatives    29.8     (11.3)    18.5     —     —
    Amortization of losses and 
   prior service costs     108.7     (41.5)    67.2     —    —
Other comprehensive income    544.7     (68.6)    476.1     0.7     —
Total comprehensive income         $2,274.4  $  5.9  $ —
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Accumulated other comprehensive loss balances, net of 
tax effects, were as follows:
In Millions May 27, 2012  May 29, 2011 

Foreign currency translation adjustments  $ 282.9 $ 553.2 
Unrealized gain (loss) from:      
 Securities 1.8  2.0   
 Hedge derivatives  (75.3) (35.8)  
Pension, other postretirement,  
 and postemployment benefits:
 Net actuarial loss  (1,945.9) (1,509.5)
 Prior service costs (7.2)  (20.7)
Accumulated other comprehensive loss $ (1,743.7)  $(1,010.8)

NOTE 11. STOCK PLANS

We use broad-based stock plans to help ensure that man-
agement’s interests are aligned with those of our stock-
holders. As of May 27, 2012, a total of 41,173,306 shares 
were available for grant in the form of stock options, 
restricted stock, restricted stock units, and shares of 
unrestricted stock under the 2011 Stock Compensation 
Plan (2011 Plan) and the 2011 Compensation Plan for 
Non-Employee Directors. The 2011 Plan also provides 
for the issuance of cash-settled share-based units, stock 
appreciation rights, and performance awards. Stock-
based awards now outstanding include some granted 

under the 1998 (senior management), 1998 (employee), 
2001, 2003, 2005, 2006, 2007, and 2009 stock plans and 
the Executive Incentive Plan (EIP), under which no fur-
ther awards may be granted. The stock plans provide for 
accelerated vesting of awards upon retirement, termina-
tion, or death of eligible employees and directors. 

Stock Options The estimated fair values of stock options 
granted and the assumptions used for the Black-Scholes 
option-pricing model were as follows: 
 Fiscal Year
  2012  2011  2010

Estimated fair values of  
 stock options granted  $ 5.88  $ 4.12  $3.20
Assumptions:     
 Risk-free interest rate 2.9%   2.9%  3.7% 
 Expected term   8.5 years   8.5 years   8.5 years
 Expected volatility 17.6% 18.5% 18.9% 
 Dividend yield 3.3% 3.0% 3.4% 

The valuation of stock options is a significant accounting 
estimate that requires us to use judgments and assump-
tions that are likely to have a material impact on our finan-
cial statements. Annually, we make predictive assumptions 
regarding future stock price volatility, employee exercise 
behavior, dividend yield, and the forfeiture rate.

 Fiscal 2010
     Noncontrolling  Redeemable
  General Mills   Interests  Interest
In Millions  Pretax  Tax  Net  Net  Net

Net earnings, including earnings  
 attributable to redeemable and  
 noncontrolling interests         $1,530.5  $  4.5  $  — 
Other comprehensive income (loss): 
 Foreign currency translation $(163.3) $  —  $  (163.3)    0.2     — 
 Net actuarial loss    (786.3)    314.8     (471.5)    —     — 
 Other fair value changes:                    
    Securities    1.9     (0.7)    1.2     —     — 
    Hedge derivatives    (25.0)    10.6     (14.4)    —     — 
 Reclassification to earnings:                    
    Hedge derivatives    44.4     (17.0)    27.4     —     — 
    Amortization of losses and 
   prior service costs     19.1     (7.6)    11.5     —     — 
Other comprehensive income (loss)    (909.2)    300.1     (609.1)    0.2     — 
Total comprehensive income         $  921.4  $  4.7  $  — 

In fiscal 2012, 2011, and 2010, except for reclassifications to earnings, changes in other comprehensive income (loss) 
were primarily non-cash items.



Annual Report 2012 67

We estimate the fair value of each option on the grant 
date using a Black-Scholes option-pricing model, which 
requires us to make predictive assumptions regarding 
future stock price volatility, employee exercise behavior, 
and dividend yield. We estimate our future stock price 
volatility using the historical volatility over the expected 
term of the option, excluding time periods of volatility we 
believe a marketplace participant would exclude in esti-
mating our stock price volatility. We also have considered, 
but did not use, implied volatility in our estimate, because 
trading activity in options on our stock, especially those 
with tenors of greater than 6 months, is insufficient to 
provide a reliable measure of expected volatility.

Our expected term represents the period of time 
that options granted are expected to be outstanding 
based on historical data to estimate option exercises 
and employee terminations within the valuation model. 
Separate groups of employees have similar historical 
exercise behavior and therefore were aggregated into a 
single pool for valuation purposes. The weighted-average 
expected term for all employee groups is presented in 
the table above. The risk-free interest rate for periods 
during the expected term of the options is based on the 
U.S. Treasury zero-coupon yield curve in effect at the 
time of grant.

Any corporate income tax benefit realized upon exer-
cise or vesting of an award in excess of that previously 
recognized in earnings (referred to as a windfall tax ben-
efit) is presented in the Consolidated Statements of Cash 
Flows as a financing cash flow.

Realized windfall tax benefits are credited to addi-
tional paid-in capital within the Consolidated Balance 
Sheets. Realized shortfall tax benefits (amounts which 
are less than that previously recognized in earnings) are 
first offset against the cumulative balance of windfall 
tax benefits, if any, and then charged directly to income 
tax expense, potentially resulting in volatility in our 
consolidated effective income tax rate. We calculated a 
cumulative memo balance of windfall tax benefits from 
post-1995 fiscal years for the purpose of accounting for 
future shortfall tax benefits.

Options may be priced at 100 percent or more of the 
fair market value on the date of grant, and generally 
vest four years after the date of grant. Options gener-
ally expire within 10 years and one month after the date  
of grant.

Information on stock option activity follows: 
 

   Weighted-  Weighted- 
   average  average 
  Options Exercise Options Exercise 
  Exercisable Price Per Outstanding Price Per 
  (Thousands) Share (Thousands) Share

Balance as of  
 May 31, 2009  67,619.2  $21.96   94,607.0  $23.84 
 Granted      6,779.4   27.99 
 Exercised       (20,013.6)  19.87 
 Forfeited or expired      (268.2)  24.82 
Balance as of  
 May 30, 2010  47,726.6   22.89   81,104.6  25.17 
 Granted    5,234.3    37.38 
 Exercised       (18,665.4)   22.59 
 Forfeited or expired       (126.2)  31.26 
Balance as of  
 May 29, 2011  39,221.7   23.78   67,547.3  26.82 
 Granted    4,069.0    37.29 
 Exercised       (10,279.3)   24.12 
 Forfeited or expired       (394.3)  27.88 
Balance as of  
 May 27, 2012   39,564.9   $25.27   60,942.7  $27.96

Stock-based compensation expense related to stock 
option awards was $23.9 million in fiscal 2012, $26.8 
million in fiscal 2011, and $34.4 million in fiscal 2010.

Net cash proceeds from the exercise of stock options 
less shares used for withholding taxes and the intrinsic 
value of options exercised were as follows:

 Fiscal Year
In Millions  2012  2011  2010

Net cash proceeds $233.5 $410.4   $388.5   
Intrinsic value of 
 options exercised $156.7 $275.6   $271.8  
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Restricted Stock, Restricted Stock Units, and Cash-
settled Share-based Units Stock and units settled in 
stock subject to a restricted period and a purchase price, 
if any (as determined by the Compensation Committee 
of the Board of Directors), may be granted to key 
employees under the 2011 Plan. Certain restricted stock 
and restricted stock unit awards require the employee 
to deposit personally owned shares (on a one-for-one 
basis) during the restricted period. Restricted stock and 

restricted stock units generally vest and become unre-
stricted four years after the date of grant. Participants 
are entitled to dividends on such awarded shares and 
units, but only receive those amounts if the shares or 
units vest. The sale or transfer of these shares and units 
is restricted during the vesting period. Participants hold-
ing restricted stock, but not restricted stock units, are 
entitled to vote on matters submitted to holders of com-
mon stock for a vote.

Information on restricted stock unit and cash-settled share-based units activity follows: 

 Equity Classified Liability Classified

 Share- Weighted- Share- Weighted- Cash-settled Weighted-
 settled average settled average Share-based average
 Units Grant-date Units Grant-date Units Grant-date
 (Thousands) Fair Value (Thousands) Fair Value (Thousands) Fair Value

Non-vested as of May 29, 2011 9,169.9  $30.92   437.2  $31.01   4,515.1  $31.58 
  Granted  2,697.8   37.29   87.9   37.21   —   — 
  Vested  (3,187.0)   29.85   (81.7)  28.99    (269.3)   31.39  
  Forfeited or expired (128.9)   34.89   (46.3)   32.06   (254.3)  31.88 
Non-vested as of May 27, 2012  8,551.8   $33.79   397.1  $32.68   3,991.5  $31.58 

  Fiscal Year
In Millions  2012  2011  2010

Number of units granted (thousands) 2,785.7  3,751.6   4,745.7 
Weighted average price per unit $37.29 $36.16   $28.03 
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The total grant-date fair value of restricted stock unit 
awards that vested during fiscal 2012 was $106.0 mil-
lion, and $93.6 million vested during fiscal 2011.

As of May 27, 2012, unrecognized compensa-
tion expense related to non-vested stock options and 
restricted stock units was $150.0 million. This expense 
will be recognized over 17 months, on average.

Stock-based compensation expense related to 
restricted stock units and cash-settled share-based pay-
ment awards was $124.3 million for fiscal 2012, $141.2 
million for fiscal 2011, and $131.0 million for fiscal 2010.

NOTE 12. EARNINGS PER SHARE

Basic and diluted EPS were calculated using the 
following: 
 Fiscal Year
In Millions, Except per Share Data  2012  2011  2010

Net earnings attributable  
 to General Mills $1,567.3 $1,798.3   $1,530.5 
Average number of common  
 shares - basic EPS  648.1 642.7     659.6
Incremental share effect from: (a)         
 Stock options 13.9  16.6  17.7   
 Restricted stock, restricted  
  stock units, and other  4.7 5.5   6.0  
Average number of  
 common shares - diluted EPS 666.7 664.8     683.3  
Earnings per share - basic $2.42 $2.80  $2.32 
Earnings per share - diluted $2.35 $2.70  $2.24  

(a)  Incremental shares from stock options and restricted stock units are 
computed by the treasury stock method. Stock options and restricted stock 
units excluded from our computation of diluted EPS because they were not 
dilutive were as follows:

 
 Fiscal Year
In Millions  2012  2011  2010

Anti-dilutive stock options  
 and restricted stock units 5.8 4.8  6.3 

NOTE 13. RETIREMENT BENEFITS AND 
POSTEMPLOYMENT BENEFITS

Defined Benefit Pension Plans We have defined benefit 
pension plans covering most employees in the United 
States, Canada, France, and the United Kingdom. Benefits 
for salaried employees are based on length of service and 
final average compensation. Benefits for hourly employ-
ees include various monthly amounts for each year of 
credited service. Our funding policy is consistent with 
the requirements of applicable laws. We made $200.0 
million of voluntary contributions to our principal U.S. 
plans in each of fiscal 2012 and fiscal 2011. We do not 
expect to be required to make any contributions in fis-
cal 2013. Our principal domestic retirement plan cover-
ing salaried employees has a provision that any excess 
pension assets would be allocated to active participants 
if the plan is terminated within five years of a change in 
control. In fiscal 2012, we announced changes to our U.S. 
defined benefit pension plans. All new salaried employees 
hired on or after June 1, 2013 will be eligible for a new 
retirement program that does not include a defined ben-
efit pension plan. Current salaried employees will remain 
in the existing defined benefit pension plan with adjust-
ments to benefits.

Other Postretirement Benefit Plans We also sponsor 
plans that provide health care benefits to the majority of 
our retirees in the United States and Canada. The sala-
ried health care benefit plan is contributory, with retiree 
contributions based on years of service. We make deci-
sions to fund related trusts for certain employees and 
retirees on an annual basis. We did not make voluntary 
contributions to these plans in fiscal 2012 or fiscal 2011.

Health Care Cost Trend Rates Assumed health care 
cost trends are as follows:
  Fiscal Year
  2012   2011

Health care cost trend rate for next year 8.5% 8.5%
Rate to which the cost trend rate is  
 assumed to decline (ultimate rate) 5.2%  5.2%
Year that the rate reaches the  
 ultimate trend rate 2019 2019
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We review our health care cost trend rates annu-
ally. Our review is based on data we collect about our 
health care claims experience and information provided 
by our actuaries. This information includes recent plan 
experience, plan design, overall industry experience 
and projections, and assumptions used by other simi-
lar organizations. Our initial health care cost trend rate 
is adjusted as necessary to remain consistent with this 
review, recent experiences, and short-term expectations. 
Our initial health care cost trend rate assumption is 8.5 
percent for all retirees. Rates are graded down annually 
until the ultimate trend rate of 5.2 percent is reached in 
2019 for all retirees. The trend rates are applicable for 
calculations only if the retirees’ benefits increase as a 
result of health care inflation. The ultimate trend rate 
is adjusted annually, as necessary, to approximate the 
current economic view on the rate of long-term inflation 
plus an appropriate health care cost premium. Assumed 
trend rates for health care costs have an important 
effect on the amounts reported for the other postretire-
ment benefit plans.

A one percentage point change in the health care cost 
trend rate would have the following effects:
 One  One 
 Percentage  Percentage
 Point  Point
In Millions Increase Decrease

Effect on the aggregate of the service and  
 interest cost components in fiscal 2013 $ 5.7  $ (4.7)
Effect on the other postretirement  
 accumulated benefit obligation as of 
 May 27, 2012   96.7    (85.4)

The Patient Protection and Affordable Care Act, as 
amended by the Health Care and Education Reconciliation 
Act of 2010 (collectively, the Act) was signed into law in 
March 2010. The Act codifies health care reforms with 
staggered effective dates from 2010 to 2018. Estimates 
of the future impacts of several of the Act’s provisions 
are incorporated into our postretirement benefit liability 
including the elimination of lifetime maximums and the 
imposition of an excise tax on high cost health plans. 
These changes resulted in a $24.0 million increase in our 
postretirement benefit liability in fiscal 2010.

Postemployment Benefit Plans Under certain circum-
stances, we also provide accruable benefits to former 
or inactive employees in the United States, Canada, 
and Mexico, and members of our Board of Directors, 
including severance and certain other benefits pay-
able upon death. We recognize an obligation for any 
of these benefits that vest or accumulate with service. 
Postemployment benefits that do not vest or accumulate 
with service (such as severance based solely on annual 
pay rather than years of service) are charged to expense 
when incurred. Our postemployment benefit plans are 
unfunded.

We use our fiscal year end as the measurement date 
for our defined benefit pension and other postretirement 
benefit plans.
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Summarized financial information about defined benefit pension, other postretirement, and postemployment ben-
efit plans is presented below:

  Other
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2012 2011 2012 2011 2012 2011

Change in Plan Assets:  
 Fair value at beginning of year $4,264.0  $3,529.8  $ 353.8 $ 284.3     
 Actual return on assets  56.3   688.9   (4.8)   60.7   
 Employer contributions  222.1   220.7   0.1   0.1    
 Plan participant contributions  20.3    4.1   12.2   11.8  
 Benefits payments  (203.3)  (188.2)  (2.5)   (3.1)  
 Foreign currency   (5.5)  8.7    —     —   
Fair value at end of year $4,353.9 $4,264.0  $ 358.8 $ 353.8    
Change in Projected Benefit Obligation:
 Benefit obligation at beginning of year $4,458.4  $4,030.0    $ 1,065.8  $1,060.6 $ 131.3   $ 130.3
 Service cost  114.3  101.4     18.0   18.7  7.5  8.0 
 Interest cost  237.9  230.9    55.6   60.1   4.8  5.1  
 Plan amendment  (13.4)     —     —   (35.3)  —   — 
 Curtailment/other  (27.1)    —    0.1       —    11.9  4.2
 Plan participant contributions  20.3   4.1   12.2    11.8      —   — 
 Medicare Part D reimbursements    —     —   4.7    4.5     —    — 
 Actuarial loss (gain)  405.7  271.2   28.4   2.0      5.5  (0.5) 
 Benefits payments    (203.5)  (188.2)  (55.5)  (56.9)  (19.6)  (16.1) 
 Foreign currency   (5.9)  9.0     (0.3)    0.3   (0.1)  0.3 
 Acquisitions  4.8  —  —  —  —  —
Projected benefit obligation at end of year $4,991.5 $4,458.4  $1,129.0 $1,065.8   $ 141.3 $ 131.3  
Plan assets less than benefit 
 obligation as of fiscal year end $ (637.6)  $ (194.4) $ (770.2) $ (712.0) $ (141.3) $ (131.3)

The accumulated benefit obligation for all defined benefit pension plans was $4,504.7 million as of May 27, 2012, 
and $3,991.6 million as of May 29, 2011.

Amounts recognized in AOCI as of May 27, 2012, and May 29, 2011, are as follows:

  Other
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans Total

 Fiscal Year Fiscal Year Fiscal Year  Fiscal Year

In Millions 2012 2011 2012 2011 2012 2011 2012 2011

Net actuarial loss $(1,714.1) $(1,313.9) $(215.0) $(181.3) $(16.8) $(14.3) $(1,945.9)  $(1,509.5) 
Prior service (costs) credits (22.0)  (35.8) 19.0 20.7   (4.2) (5.6) (7.2) (20.7)
Amounts recorded in accumulated  
 other comprehensive loss $(1,736.1) $(1,349.7) $(196.0)  $(160.6) $(21.0) $(19.9) $(1,953.1) $(1,530.2) 
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Plans with accumulated benefit obligations in excess of plan assets are as follows:

  Other
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2012 2011 2012 2011 2012 2011

Projected benefit obligation $423.4 $335.1    $  —   $  —  $  —   $  — 
Accumulated benefit obligation 361.5  280.6   1,129.0   1,065.8      141.3    131.3
Plan assets at fair value 53.0 9.0     358.8   353.8      —     — 

Components of net periodic benefit expense (income) are as follows: 
  
  Other 
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2012 2011 2010 2012 2011 2010 2012 2011 2010

Service cost $ 114.3 $ 101.4  $ 70.9  $ 18.0 $ 18.7  $ 12.9  $ 7.5 $ 8.0  $ 7.2 
Interest cost 237.9   230.9   230.3   55.6  60.1    61.6   4.8  5.1    5.7 
Expected return on plan assets (440.3)  (408.5) (400.1) (35.5) (33.2) (29.2)   —   —    — 
Amortization of losses 108.1  81.4    8.4  14.5  14.4    2.0  1.7 2.1    1.0  
Amortization of prior service 
 costs (credits) 8.6   9.0    6.9  (3.4) (0.6)   (1.6) 2.1 2.4    2.4  
Other adjustments   —    —   —    —    —    —  12.0 4.2    10.6
Net expense (income) $ 28.6 $ 14.2  $ (83.6) $ 49.2 $ 59.4  $ 45.7  $ 28.1 $ 21.8  $ 26.9 

We expect to recognize the following amounts in net periodic benefit expense (income) in fiscal 2013:

  Defined Benefit Other Postretirement Postemployment
In Millions  Pension Plans Benefit Plans Benefit Plans

Amortization of losses  $136.0  $17.3  $2.2
Amortization of prior service costs (credits)   6.2    (3.4)   1.9 

Assumptions Weighted-average assumptions used to determine fiscal year-end benefit obligations are as follows:

  Other
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

 2012 2011 2012 2011 2012 2011

Discount rate  4.85% 5.45% 4.70% 5.35% 3.86% 4.77%
Rate of salary increases  4.44 4.92       —   —   4.45 4.92 
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  May 27, 2012
In Millions  Level 1   Level 2  Level 3  Total Assets 

Fair value measurement of pension plan assets: 
 Equity (a) $  1,119.2  $  717.6  $  575.4  $  2,412.2 
 Fixed income (b)    506.1     647.2     —     1,153.3 
 Real asset investments (c)     135.0     88.9     361.2     585.1 
 Other investments (d)    —     49.6     0.3     49.9 
 Cash and accruals   153.4   —    —    153.4 

Total fair value measurement of pension plan assets $  1,913.7  $  1,503.3  $  936.9  $ 4,353.9 

 
Fair value measurement of postretirement benefit plan assets:
   Equity (a) $  12.6  $  135.4  $  22.0  $  170.0 
   Fixed income (b)    15.7     39.1     —     54.8 
   Real asset investments (c)     4.3     5.7     8.4     18.4 
   Other investments (d)    —     104.9     —     104.9 
   Cash and accruals   10.7   —    —    10.7 

Fair value measurement of postretirement benefit plan assets $  43.3  $  285.1  $  30.4  $  358.8 

Discount Rates Our discount rate assumptions are 
determined annually as of the last day of our fiscal 
year for our defined benefit pension, other postretire-
ment, and postemployment benefit plan obligations. 
We also use the same discount rates to determine 
defined benefit pension, other postretirement, and pos-
temployment benefit plan income and expense for the 
following fiscal year. We work with our actuaries to 
determine the timing and amount of expected future 
cash outflows to plan participants and, using the top 
quartile of AA-rated corporate bond yields, to develop a 
forward interest rate curve, including a margin to that 

index based on our credit risk. This forward interest 
rate curve is applied to our expected future cash out-
flows to determine our discount rate assumptions.

Fair Value of Plan Assets The fair values of our pen-
sion and postretirement benefit plans’ assets and their 
respective levels in the fair value hierarchy at May 
27, 2012 and May 29, 2011, by asset category were as 
follows:

 

Weighted-average assumptions used to determine fiscal year net periodic benefit expense (income) are as follows:

  Other 
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

 2012 2011 2010 2012 2011 2010 2012 2011 2010

Discount rate 5.45%  5.85%  7.49%  5.35%  5.80%  7.45%  4.77%  5.12% 7.06%
Rate of salary increases  4.92   4.93   4.92   —    —    —   4.92   4.93  4.93  
Expected long-term rate of  
 return on plan assets  9.52   9.53   9.55   9.32   9.33  9.33     —   —  —
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 May 29, 2011
In Millions  Level 1   Level 2   Level 3  Total Assets 

Fair value measurement of pension plan assets: 
 Equity (a) $  1,052.5  $   900.2  $  568.5  $  2,521.2 
 Fixed income (b)    794.7     174.4     0.2     969.3 
 Real asset investments (c)     113.0     95.2     356.9     565.1 
 Other investments (d)    —     52.2     0.3     52.5 
 Cash and accruals   155.9    —    —    155.9 

Total fair value measurement of pension plan assets $  2,116.1  $  1,222.0  $  925.9  $  4,264.0 

 
Fair value measurement of postretirement benefit plan assets:
 Equity (a) $  13.5  $   131.0  $   26.3  $  170.8  
   Fixed income (b)  1.8    55.9   0.2    57.9 
   Real asset investments (c)    —   7.2    13.6    20.8 
   Other investments (d)   —    83.9   —   83.9 
   Cash and accruals   20.4    —    —    20.4 
Fair value measurement of postretirement benefit plan assets $  35.7  $  278.0  $  40.1  $  353.8 

a)   Primarily publicly traded common stock and private equity partnerships for purposes of total return and to maintain equity exposure consistent with 
policy allocations. Investments include: i) United States and international equity securities, mutual funds, and equity futures valued at closing prices from 
national exchanges; and ii) commingled funds, privately held securities, and private equity partnerships valued at unit values or net asset values provided 
by the investment managers, which are based on the fair value of the underlying investments. Various methods are used to determine fair values and 
may include the cost of the investment, most recent financing, and expected cash flows. For some of these investments, realization of the estimated fair 
value is dependent upon transactions between willing sellers and buyers.

(b)   Primarily government and corporate debt securities for purposes of total return and managing fixed income exposure to policy allocations. Investments 
include: i) fixed income securities and bond futures generally valued at closing prices from national exchanges, fixed income pricing models, and/or inde-
pendent financial analysts; and ii) fixed commingled funds valued at unit values provided by the investment managers, which are based on the fair value 
of the underlying investments.

(c)   Publicly traded common stock and limited partnerships in the energy and real estate sectors for purposes of total return. Investments include: i) energy 
and real estate securities generally valued at closing prices from national exchanges; and ii) commingled funds, private securities, and limited partnerships 
valued at unit values or net asset values provided by the investment managers, which are generally based on the fair value of the underlying investments.

(d)   Global balanced fund of equity, fixed income, and real estate securities for purposes of meeting Canadian pension plan asset allocation policies, and insur-
ance and annuity contracts for purposes of providing a stable stream of income for retirees and to fund postretirement medical benefits. Fair values are 
derived from unit values provided by the investment managers, which are generally based on the fair value of the underlying investments and contract 
fair values from the providers.
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The net change in Level 3 assets attributable to unre-
alized losses at May 27, 2012, was $32.1 million for our 
pension plan assets, and $5.2 million for our postretire-
ment plan assets.

Expected Rate of Return on Plan Assets Our expected 
rate of return on plan assets is determined by our 
asset allocation, our historical long-term investment 

performance, our estimate of future long-term returns 
by asset class (using input from our actuaries, invest-
ment services, and investment managers), and long-
term inflation assumptions. We review this assumption 
annually for each plan, however, our annual investment 
performance for one particular year does not, by itself, 
significantly influence our evaluation.

The following table is a roll forward of the Level 3 investments of our pension and postretirement benefit plans’ 
assets during the years ended May 27, 2012, and May 29, 2011:

 
  Fiscal 2012

    Purchases, Sales    
  Balance as of  Transfers Issuances, and Net Balance as of
In Millions May 29, 2011 In/(Out) Settlements (Net) Gain (Loss) May 27, 2012

Pension benefit plan assets:
 Equity $568.5  $ (1.2) $(28.4) $ 36.5  $575.4 
 Fixed income   0.2    —    (0.2)  —    — 
 Real asset investments  356.9    (48.9)   32.8   20.4   361.2 
 Other investments  0.3    —    —    —   0.3 

Fair value activity of pension level 3 plan assets $925.9  $(50.1) $ 4.2  $ 56.9  $936.9 
Postretirement benefit plan assets:
 Equity $ 26.3  $  —  $  (4.1) $  (0.2) $ 22.0 
 Fixed income   0.2    —    —    (0.2)  — 
 Real asset investments  13.6   (4.0)   (1.1)  (0.1)  8.4 
Fair value activity of postretirement benefit level 3 plan assets $ 40.1  $ (4.0) $  (5.2) $ (0.5) $ 30.4 

  Fiscal 2011

    Purchases, Sales    
  Balance as of  Transfers Issuances, and Net Balance as of
In Millions May 30, 2010 In/(Out) Settlements (Net) Gain May 29, 2011

Pension benefit plan assets:
 Equity $512.8  $  2.4  $  (48.1) $  101.4  $568.5 
 Fixed income   3.9    (0.9)   (4.3)   1.5    0.2 
 Real asset investments  298.7    —    16.0    42.2   356.9 
 Other investments   0.3    —    —    —   0.3 

Fair value activity of pension level 3 plan assets $815.7  $  1.5  $ (36.4) $ 145.1  $925.9 
Postretirement benefit plan assets:
 Equity $  25.7  $  —  $  (3.7) $  4.3  $  26.3 
 Fixed income  1.7    —    (1.5)  —    0.2 
 Real asset investments  14.6    —    (2.2)  1.2   13.6 
Fair value activity of postretirement benefit level 3 plan assets $  42.0  $  —  $  (7.4) $  5.5  $  40.1 
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Weighted-average asset allocations for the past two 
fiscal years for our defined benefit pension and other 
postretirement benefit plans are as follows:

  Defined Benefit Other Postretirement
 Pension Plans Benefit Plans  

  Fiscal Year   Fiscal Year

  2012   2011  2012   2011

Asset category:
 United States equities  28.7%  30.1%   38.4%  37.6%
 International equities  15.7    18.9  19.9   18.7 
 Private equities  13.3    13.5   6.2  7.3 
 Fixed income  28.6   23.9   30.3    30.1 
 Real assets  13.7    13.6    5.2   6.3 
Total  100.0%  100.0%  100.0%  100.0%

The investment objective for our defined benefit pen-
sion and other postretirement benefit plans is to secure 
the benefit obligations to participants at a reasonable 
cost to us. Our goal is to optimize the long-term return 
on plan assets at a moderate level of risk. The defined 
benefit pension and other postretirement portfolios are 
broadly diversified across asset classes. Within asset 
classes, the portfolios are further diversified across 
investment styles and investment organizations. For the 
defined benefit pension plans, the long-term investment 
policy allocation is: 25 percent to equities in the United 
States; 15 percent to international equities; 10 percent to 
private equities; 35 percent to fixed income; and 15 per-
cent to real assets (real estate, energy, and timber). For 
other postretirement benefit plans, the long-term invest-
ment policy allocations are: 30 percent to equities in the 
United States; 20 percent to international equities; 10 
percent to private equities; 30 percent to fixed income; 
and 10 percent to real assets (real estate, energy, and 
timber). The actual allocations to these asset classes may 
vary tactically around the long-term policy allocations 
based on relative market valuations.

Contributions and Future Benefit Payments We do 
not expect to be required to make contributions to our 
defined benefit, other postretirement, and postemploy-
ment benefit plans in fiscal 2013. Actual fiscal 2013 
contributions could exceed our current projections, as 
influenced by our decision to undertake discretion-
ary funding of our benefit trusts and future changes 
in regulatory requirements. Estimated benefit payments, 
which reflect expected future service, as appropriate, are 
expected to be paid from fiscal 2013 to 2022 as follows:

 Defined Other  
 Benefit Postretirement Medicare Postemployment
 Pension Benefit Plans Subsidy Benefit
In Millions Plans   Gross Payments  Receipts   Plans 

2013   $  217.5  $  58.6  $  5.3   $19.3 
2014    226.5   62.1   5.8   17.6 
2015  236.0   64.6  6.3  16.3 
2016    245.8    66.2   6.9    15.3 
2017    256.9    68.9   7.5   14.6 
2018-2022   1,470.4    382.2   34.5    66.7 

Defined Contribution Plans The General Mills Savings 
Plan is a defined contribution plan that covers domestic 
salaried, hourly, nonunion, and certain union employees. 
This plan is a 401(k) savings plan that includes a num-
ber of investment funds, including a Company stock 
fund and an Employee Stock Ownership Plan (ESOP). 
We sponsor another money purchase plan for certain 
domestic hourly employees with net assets of $18.7 mil-
lion as of May 27, 2012, and $18.1 million as of May 
29, 2011. We also sponsor defined contribution plans 
in many of our foreign locations. Our total recognized 
expense related to defined contribution plans was $41.8 
million in fiscal 2012, $41.8 million in fiscal 2011, and 
$64.5 million in fiscal 2010.

We matched a percentage of employee contributions 
to the General Mills Savings Plan with a base match 
plus a variable year-end match that depended on annual 
results. Effective April 1, 2010, the company match is 
directed to investment options of the participant’s 
choosing. Prior to April 1, 2010, the company match was 
invested in Company stock in the ESOP. The number of 
shares of our common stock allocated to participants in 
the ESOP was 10.6 million as of May 27, 2012, and 11.2 
million as of May 29, 2011.

The ESOP’s only assets are our common stock and 
temporary cash balances. The ESOP’s share of the total 
defined contribution expense was $53.7 million in fiscal 
2010. The ESOP’s expense was calculated by the “shares 
allocated” method.

The Company stock fund and the ESOP held $638.6 
million and $648.1 million of Company common stock as 
of May 27, 2012, and May 29, 2011. 

Multiemployer Benefit Plan We participate in the 
Western Conference of Teamsters Pension Plan (WCTPP) 
(EIN: 91-6145047; Plan Number: 001), a trustee-managed 
multiemployer defined benefit pension plan.  We cur-
rently have approximately 20 employees participating 
in the WCTPP and contributions were less than $1.0 
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million in each of the last three years, which represent 
less than 5 percent of total contributions to the plan 
each year.  The Plan reported a “Green Zone” status for 
the 2011 and 2010 plan years as defined by the Pension 
Protection Act.  For the plan year ending December 31, 
2011, we had an estimated withdrawal liability of less 
than $1.0 million. If other employers withdrew from the 
plan, our share of the unvested liability could increase.

NOTE 14. INCOME TAXES 

The components of earnings before income taxes and 
after-tax earnings from joint ventures and the corre-
sponding income taxes thereon are as follows:

   Fiscal Year
In Millions 2012  2011  2010 

Earnings before income  
 taxes and after-tax earnings  
 from joint ventures:            

    United States $1,816.5  $2,144.8  $2,060.4

    Foreign   394.0   283.4   144.1 
Total earnings before  
 income taxes and after-tax  
 earnings from joint ventures $2,210.5  $2,428.2  $2,204.5 
Income taxes:
 Currently payable: 
    Federal $ 399.1  $ 370.0  $ 616.0 
    State and local  52.0   76.9   87.4 
    Foreign   109.1    68.9   45.5 
 Total current   560.2    515.8   748.9 
   Deferred:
    Federal   167.9    178.9   38.5 
    State and local   (1.3)  30.8   (4.9)
    Foreign  (17.2)   (4.4)  (11.3)
 Total deferred   149.4   205.3   22.3 
Total income taxes $ 709.6  $ 721.1  $ 771.2 

The following table reconciles the United States statu-
tory income tax rate with our effective income tax rate:

  Fiscal Year
  2012   2011   2010 

United States statutory rate 35.0% 35.0% 35.0%
State and local income taxes,  
 net of federal tax benefits 1.4   2.7   2.5 
Foreign rate differences (2.0)  (2.0)  (1.8) 
Enactment date effect of  
 health care reform  —   —   1.3 
Court decisions and audit settlements  —   (3.7)  — 
Domestic manufacturing deduction (1.8)  (1.6)  (1.8)
Other, net (0.5)  (0.7)  (0.2)
Effective income tax rate 32.1% 29.7% 35.0%

The tax effects of temporary differences that give rise 
to deferred tax assets and liabilities are as follows:

In Millions  May 27, 2012  May 29, 2011

Accrued liabilities $  86.9  $  129.5 
Compensation and employee benefits  635.4   582.9 
Unrealized hedge losses  26.4    — 
Pension liability  240.1   74.1 
Tax credit carryforwards   86.5   62.0 
Stock, partnership, and  
 miscellaneous investments  534.3   500.6 
Capital losses  90.7   92.1 
Net operating losses  130.6   140.9 
Other  151.9   123.7 
Gross deferred tax assets   1,982.8   1,705.8 
Valuation allowance   384.4   404.5 
Net deferred tax assets   1,598.4   1,301.3 
Brands   1,292.8   1,289.1 
Fixed assets   500.1   394.6 
Intangible assets   289.1   122.3 
Tax lease transactions   56.5   63.0 
Inventories   55.9   53.0 
Stock, partnership, and  
 miscellaneous investments   468.2   424.5 
Unrealized hedges   —   34.9 
Other   47.5   20.0 
Gross deferred tax liabilities   2,710.1    2,401.4 
Net deferred tax liability $  1,111.7  $  1,100.1 

We have established a valuation allowance against cer-
tain of the categories of deferred tax assets described 
above as current evidence does not suggest we will real-
ize sufficient taxable income of the appropriate character 
(e.g., ordinary income versus capital gain income) within 
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the carry forward period to allow us to realize these 
deferred tax benefits.

Of the total valuation allowance of $384.4 million, 
$168.3 million relates to a deferred tax asset for losses 
recorded as part of the Pillsbury acquisition. Of the 
remaining valuation allowance, $90.7 million relates to 
capital loss carryforwards and $122.1 million relates to 
state and foreign operating loss carryforwards. We have 
approximately $78.9 million of U.S. foreign tax credit 
carryforwards for which no valuation allowance has 
been recorded. As of May 27, 2012, we believe it is more-
likely-than-not that the remainder of our deferred tax 
assets are realizable.

The carryforward periods on our foreign loss carry-
forwards are as follows: $86.8 million do not expire; $4.4 
million expire in fiscal 2013 and 2014; and $23.0 million 
expire in fiscal 2015 and beyond.

We have not recognized a deferred tax liability for 
unremitted earnings of $2.8 billion from our foreign 
operations because our subsidiaries have invested or 
will invest the undistributed earnings indefinitely, or the 
earnings will be remitted in a tax-neutral transaction. 
It is not practicable for us to determine the amount of 
unrecognized deferred tax liabilities on these indefinitely 
reinvested earnings. Deferred taxes are recorded for 
earnings of our foreign operations when we determine 
that such earnings are no longer indefinitely reinvested.

We are subject to federal income taxes in the United 
States as well as various state, local, and foreign jurisdic-
tions. A number of years may elapse before an uncertain 
tax position is audited and finally resolved. While it is 
often difficult to predict the final outcome or the timing 
of resolution of any particular uncertain tax position, 
we believe that our liabilities for income taxes reflect the 
most likely outcome. We adjust these liabilities, as well 
as the related interest, in light of changing facts and cir-
cumstances. Settlement of any particular position would 
usually require the use of cash.

The number of years with open tax audits varies 
depending on the tax jurisdiction. Our major taxing 
jurisdictions include the United States (federal and state) 
and Canada. The IRS initiated its audit of our fiscal 2009 
and fiscal 2010 tax years during fiscal 2012.

During fiscal 2012, we reached a settlement with the 
IRS concerning research and development tax credits 
claimed for fiscal years 2002 to 2008. This settlement 
did not have a material impact on our results of opera-
tions or financial position. As of the end of fiscal 2012, 

we have effectively settled all issues with the IRS for fis-
cal years 2008 and prior.

During fiscal 2011, we reached a settlement with the 
IRS concerning certain corporate income tax adjust-
ments for fiscal years 2002 to 2008. The adjustments 
primarily relate to the amount of capital loss, deprecia-
tion, and amortization we reported as a result of the sale 
of noncontrolling interests in our GMC subsidiary. As 
a result, we recorded a $108.1 million reduction in our 
total liabilities for uncertain tax positions in fiscal 2011. 
We made payments totaling $385.3 million in fiscal 2011 
related to this settlement.  

During 2011, the Superior Court of the State of 
California issued an adverse decision concerning our 
state income tax apportionment calculations. As a result, 
we recorded an $11.5 million increase in our total liabili-
ties for uncertain tax positions in fiscal 2011.  We believe 
our positions are supported by substantial technical 
authority and have appealed this decision.  We do not 
expect to make a payment related to this matter until it 
is definitively resolved.

Various tax examinations by United States state tax-
ing authorities could be conducted for any open tax year, 
which vary by jurisdiction, but are generally from 3 to 5 
years. Currently, several state examinations are in prog-
ress. The Canada Revenue Agency (CRA) has completed 
its review of our income tax returns in Canada for fiscal 
years 2003 to 2005. The CRA has raised assessments 
for these years to which we have objected or otherwise 
addressed through the Mutual Agreement procedures 
of the Canada-US tax treaty. We believe our positions 
are supported by substantial technical authority and are 
vigorously defending our positions. We do not anticipate 
that any United States or Canadian tax adjustments will 
have a significant impact on our financial position or 
results of operations.

We apply a more-likely-than-not threshold to the rec-
ognition and derecognition of uncertain tax positions. 
Accordingly we recognize the amount of tax benefit 
that has a greater than 50 percent likelihood of being 
ultimately realized upon settlement. Future changes in 
judgment related to the expected ultimate resolution of 
uncertain tax positions will affect earnings in the quar-
ter of such change. 

The following table sets forth changes in our total 
gross unrecognized tax benefit liabilities, excluding 
accrued interest, for fiscal 2012. Approximately $148.3 
million of this total represents the amount that, if recog-
nized, would affect our effective income tax rate in future 
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periods. This amount differs from the gross unrecog-
nized tax benefits presented in the table because certain 
of the liabilities below would impact deferred taxes if 
recognized or are the result of stock compensation items 
impacting additional paid-in capital. We also would 
record a decrease in U.S. federal income taxes upon rec-
ognition of the state tax benefits included therein.

  Fiscal Year
In Millions  2012   2011 

Balance, beginning of year $226.2  $552.9 
Tax positions related to current year: 
 Additions   23.8    25.0 
Tax positions related to prior years:       
 Additions  24.3   75.6 
   Reductions  (13.4)  (131.2)
   Settlements   (6.6)  (287.9)
Lapses in statutes of limitations  (23.0)  (8.2)
Balance, end of year $231.3   $226.2 

As of May 27, 2012, we do not expect to pay any 
unrecognized tax benefit liabilities within the next 12 
months. We are not able to reasonably estimate the 
timing of future cash flows beyond 12 months due to 
uncertainties in the timing of tax audit outcomes. The 
remaining amount of our unrecognized tax liability was 
classified in other liabilities.

We report accrued interest and penalties related 
to unrecognized tax benefit liabilities in income tax 
expense. For fiscal 2012, we recognized $0.2 million of 
tax-related net interest and penalties, and had $49.3 
million of accrued interest and penalties as of May 27, 
2012. For fiscal 2011, we recognized a net benefit of $10.5 
million associated with tax-related interest and penal-
ties, and had $53.4 million of accrued interest and penal-
ties as of May 29, 2011.

NOTE 15. LEASES, OTHER COMMITMENTS,  
AND CONTINGENCIES

An analysis of rent expense by type of property for 
operating leases follows: 

   Fiscal Year
In Millions  2012   2011   2010 

Warehouse space $  72.6  $  63.4  $  55.7 
Equipment    34.8     32.1     30.6 
Other    68.1     56.9     51.6 
Total rent expense $  175.5  $  152.4  $ 137.9 

Some operating leases require payment of property 
taxes, insurance, and maintenance costs in addition to 
the rent payments. Contingent and escalation rent in 
excess of minimum rent payments and sublease income 
netted in rent expense were insignificant.

Noncancelable future lease commitments are: 

  Operating  Capital
In Millions Leases  Leases

2013  $  86.8  $  1.8 
2014    69.5    1.0 
2015    54.7    0.7 
2016    45.6    0.3 
2017    32.5    —
After 2017   48.6    —
Total noncancelable future  
 lease commitments $  337.7  $  3.8 
Less: interest     (0.3)
Present value of obligations under capital leases    $  3.5 

These future lease commitments will be partially offset 
by estimated future sublease receipts of approximately 
$13.1 million. Depreciation on capital leases is recorded as 
depreciation expense in our results of operations.

As of May 27, 2012, we have issued guarantees and 
comfort letters of $397.8 million for the debt and other 
obligations of consolidated subsidiaries, and guarantees 
and comfort letters of $335.4 million for the debt and 
other obligations of non-consolidated affiliates, mainly 
CPW. In addition, off-balance sheet arrangements are 
generally limited to the future payments under non-can-
celable operating leases, which totaled $337.7 million as 
of May 27, 2012.

Contingencies We are party to various pending or 
threatened legal actions in the ordinary course of our 
business. In our opinion, there were no claims or litiga-
tion pending as of May 27, 2012, that were reasonably 
likely to have a material adverse effect on our consoli-
dated financial position or results of operations.  These 
matters include a class action lawsuit filed on January 14, 
2010, in the United States District Court, Central District 
of California, alleging that we made false and misleading 
claims about the digestive health benefits of our YoPlus 
yogurt product. The YoPlus matter is scheduled to go to 
trial in fiscal 2013. We believe that we have meritorious 
defenses against these allegations and will vigorously 
defend our position.  As of May 27, 2012, we have not 
recorded a loss contingency for this matter.
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NOTE 16. BUSINESS SEGMENT AND  
GEOGRAPHIC INFORMATION 

We operate in the consumer foods industry. We have 
three operating segments by type of customer and geo-
graphic region as follows: U.S. Retail, 62.9 percent of our 
fiscal 2012 consolidated net sales; International, 25.2 
percent of our fiscal 2012 consolidated net sales; and 
Bakeries and Foodservice, 11.9 percent of our fiscal 2012 
consolidated net sales.

Our U.S. Retail segment reflects business with a wide 
variety of grocery stores, mass merchandisers, member-
ship stores, natural food chains, and drug, dollar and 
discount chains operating throughout the United States. 
Our major product categories in this business segment 
are ready-to-eat cereals, refrigerated yogurt, ready-to-
serve soup, dry dinners, shelf stable and frozen vege-
tables, refrigerated and frozen dough products, dessert 
and baking mixes, frozen pizza and pizza snacks, grain, 
fruit and savory snacks, and a wide variety of organic 
products including granola bars, cereal, and soup.

Our International segment consists of retail and 
foodservice businesses outside of the United States. 
In Canada, our major product categories are ready-to-
eat cereals, shelf stable and frozen vegetables, dry din-
ners, refrigerated and frozen dough products, dessert 
and baking mixes, frozen pizza snacks, refrigerated 
yogurt, and grain and fruit snacks. In markets outside 
North America, our product categories include super-
premium ice cream and frozen desserts, refrigerated 
yogurt, grain snacks, shelf stable and frozen vegetables, 
refrigerated and frozen dough products, and dry din-
ners. Our International segment also includes products 
manufactured in the United States for export, mainly to 
Caribbean and Latin American markets, as well as prod-
ucts we manufacture for sale to our international joint 
ventures. Revenues from export activities and franchise 
fees are reported in the region or country where the end 
customer is located.

In our Bakeries and Foodservice segment our major 
product categories are ready-to-eat cereals, snacks, 
refrigerated yogurt, frozen dough products, baking 
mixes, and flour. Many products we sell are branded to 
the consumer and nearly all are branded to our cus-
tomers. We sell to distributors and operators in many 
customer channels including foodservice, convenience 
stores, vending, and supermarket bakeries.  Substantially 
all of this segment’s operations are located in the United 
States.

Operating profit for these segments excludes unal-
located corporate items, restructuring, impairment, 
and other exit costs, and divestiture gains and losses. 
Unallocated corporate items include corporate overhead 
expenses, variances to planned domestic employee ben-
efits and incentives, contributions to the General Mills 
Foundation, and other items that are not part of our 
measurement of segment operating performance. These 
include gains and losses arising from the revaluation 
of certain grain inventories and gains and losses from 
mark-to-market valuation of certain commodity posi-
tions until passed back to our operating segments. 
These items affecting operating profit are centrally man-
aged at the corporate level and are excluded from the 
measure of segment profitability reviewed by execu-
tive management. Under our supply chain organization, 
our manufacturing, warehouse, and distribution activi-
ties are substantially integrated across our operations 
in order to maximize efficiency and productivity. As a 
result, fixed assets and depreciation and amortization 
expenses are neither maintained nor available by operat-
ing segment.

Our operating segment results were as follows:

  Fiscal Year
In Millions  2012   2011   2010 

Net sales: 
 U.S. Retail $10,480.2   $10,163.9   $10,209.8
 International   4,194.3     2,875.5    2,684.9 
 Bakeries and Foodservice   1,983.4   1,840.8    1,740.9 
Total $16,657.9   $14,880.2   $14,635.6 
Operating profit: 
 U.S. Retail $ 2,295.3   $ 2,347.9  $ 2,385.2 
 International   429.6    291.4   192.1 
 Bakeries and Foodservice   286.7    306.3   263.2 
Total segment operating profit   3,011.6    2,945.6   2,840.5 
Unallocated corporate items   347.6   184.1   203.0 
Divestitures (gain) —    (17.4)   — 
Restructuring, impairment,  
 and other exit costs  101.6    4.4   31.4 
Operating profit $ 2,562.4  $ 2,774.5  $ 2,606.1 

The following table provides financial information by 
geographic area: 
  Fiscal Year
In Millions  2012    2011   2010

Net sales:
 United States $12,462.1   $11,987.8   $11,934.4 
 Non-United States   4,195.8    2,892.4    2,701.2 
Total $16,657.9  $14,880.2  $14,635.6 
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   May 27,  May 29,
In Millions   2012 2011

Cash and cash equivalents:
 United States $ 25.7   $  123.7
 Non-United States    445.5     495.9 
Total $ 471.2   $  619.6 

   May 27,  May 29,
In Millions   2012 2011

Land, buildings, and equipment:
 United States $2,804.9   $2,752.1 
 Non-United States   847.8    593.8 
Total $3,652.7   $3,345.9 

Generally, our products can be classified into catego-
ries of similar products, such as cereal, yogurt, whole-
some snacks, convenient meals, and super-premium ice 
cream, among others. However, it is currently impracti-
cable for us to provide revenue information on this basis. 

NOTE 17. SUPPLEMENTAL INFORMATION

The components of certain Consolidated Balance Sheet 
accounts are as follows: 

   May 27,  May 29,
In Millions   2012 2011

Receivables:  
 From customers  $1,345.3   $1,178.6 
 Less allowance for doubtful accounts    (21.7)  (16.3)
Total  $1,323.6   $1,162.3 

   May 27,  May 29,
In Millions   2012 2011

Inventories:
 Raw materials and packaging  $ 334.4   $ 286.2 
 Finished goods   1,211.8   1,273.6 
 Grain   155.3   218.0 
 Excess of FIFO over LIFO cost (a)   (222.7)  (168.5)
Total  $1,478.8   $1,609.3 

(a)    Inventories of $930.2 million as of May 27, 2012, and $1,034.1 million as 
of May 29, 2011, were valued at LIFO. During fiscal 2012, LIFO inventory 
layers were reduced. Results of operations were not materially affected 
by a liquidation of LIFO inventory. The difference between replacement 
cost and the stated LIFO inventory value is not materially different from 
the reserve for the LIFO valuation method.

   May 27,  May 29,
In Millions   2012 2011

Prepaid expenses and other current assets:
 Prepaid expenses  $178.3   $161.0 
 Accrued interest receivable,  
    including interest rate swaps   15.0    29.0 
 Derivative receivables,  
    primarily commodity-related    34.5    109.1 
 Other receivables    103.8    104.7 
 Grain contracts    8.3   57.3 
 Miscellaneous    18.2    22.4 
Total  $358.1   $483.5 

   May 27,  May 29,
In Millions   2012 2011

Land, buildings, and equipment:
 Land  $ 75.9   $ 61.2 
 Buildings   1,980.6    1,777.7 
 Buildings under capital lease    0.3    25.0 
 Equipment    5,257.2    4,719.7 
 Equipment under capital lease    9.0    18.9 
 Capitalized software    419.1    367.7 
 Construction in progress    542.6    521.9 
  Total land, buildings, and equipment   8,284.7    7,492.1 
Less accumulated depreciation    (4,632.0)   (4,146.2)
Total  $3,652.7  $3,345.9 

   May 27,  May 29,
In Millions   2012 2011

Other assets:
 Pension assets  $ 42.7   $ 128.6 
 Investments in and advances  
    to joint ventures    529.0    519.1
 Life insurance    86.7    87.2
 Derivative receivables    6.2    13.3
 Exchangeable note with related party    98.9      — 
 Miscellaneous    101.8    114.3 
Total  $ 865.3   $  862.5 

   May 27,  May 29,
In Millions   2012 2011

Other current liabilities:
 Accrued payroll  $ 367.4   $ 303.3 
 Accrued interest, including  
    interest rate swaps     100.2   114.0 
   Accrued trade and consumer promotions    560.7    463.0
   Accrued taxes     39.2   80.4 
   Derivative payable     26.1    34.8 
   Accrued customer advances     4.6   36.4 
   Restructuring and other exit costs reserve    85.9    7.2 
   Grain contracts     20.6    28.7 
   Miscellaneous     221.9    253.7 
Total  $ 1,426.6 $ 1,321.5 
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NOTE 18. QUARTERLY DATA (UNAUDITED)

Summarized quarterly data for fiscal 2012 and fiscal 2011 follows:

    First Quarter Second Quarter  Third Quarter  Fourth Quarter
  Fiscal Year  Fiscal Year  Fiscal Year Fiscal Year
In Millions, Except Per Share Amounts  2012   2011   2012   2011    2012   2011   2012   2011 

Net sales $3,847.6  $3,533.1  $4,623.8  $4,066.6   $4,120.1  $3,646.2   $4,066.4  $3,634.3 
Gross margin   1,446.5   1,524.3   1,594.7   1,634.0   1,507.4   1,430.8   1,496.1   1,364.4 
Net earnings attributable 
  to General Mills  405.6   472.1   444.8  613.9   391.5  392.1    325.4   320.2 
EPS:
 Basic $  0.63  $  0.73   $  0.69  $  0.96   $  0.61  $  0.61   $  0.50  $  0.50 
   Diluted $  0.61  $  0.70   $  0.67  $  0.92   $  0.58  $  0.59   $  0.49  $  0.48 
Dividends per share $  0.305  $  0.280   $  0.305  $  0.280   $  0.305  $  0.280   $  0.305  $  0.280 
Market price of common stock:
 High $  39.77  $  38.93   $  39.92  $  37.54   $  41.05  $  37.20   $  39.69  $  39.95 
   Low $  34.95  $  33.57   $  36.89  $  34.99   $  38.15  $  34.60   $  38.04  $  35.99 

During the fourth quarter of fiscal 2012, we finalized the purchase accounting for certain assets and liabilities 
related to the acquisitions of Yoplait S.A.S. and Yoplait Marques S.A.S. We recorded final adjustments that resulted in 
a $38.7 million decrease in goodwill. 

   May 27,  May 29,
In Millions   2012 2011

Other noncurrent liabilities:
 Interest rate swaps $  8.9   $  22.2 
 Accrued compensation and benefits,  
    including obligations for underfunded  
    other postretirement and  
    postemployment benefit plans   1,853.1     1,412.8 
 Accrued income taxes   230.9   233.3 
 Miscellaneous    96.9    64.9 
Total $ 2,189.8   $ 1,733.2 

Certain Consolidated Statements of Earnings amounts 
are as follows: 

  Fiscal Year
In Millions  2012    2011   2010 

Depreciation and amortization $541.5   $472.6   $ 457.1 
Research and development expense  245.4    235.0    218.3 
Advertising and media expense  
 (including production and 
 communication costs)  913.7   843.7    908.5 

The components of interest, net are as follows: 

   Fiscal Year
Expense (Income), in Millions  2012   2011   2010 

Interest expense $370.7   $360.9  $374.5 
Capitalized interest   (8.9)    (7.2)   (6.2)
Interest income   (9.9)   (7.4)  (6.8)
Gain on debt repurchase   —    —    40.1 
Interest, net $351.9  $346.3  $401.6 

Certain Consolidated Statements of Cash Flows 
amounts are as follows: 

   Fiscal Year
In Millions  2012   2011   2010 

Cash interest payments $344.3   $333.1  $384.1 
Cash paid for income taxes   590.6    699.3   672.5 



Annual Report 2012 83

AOCI. Accumulated other comprehensive income (loss). 

Average total capital. Notes payable, long-term debt 
including current portion, redeemable interest, noncon-
trolling interests, and stockholders’ equity excluding 
AOCI, and certain after-tax earnings adjustments are 
used to calculate return on average total capital. The 
average is calculated using the average of the beginning 
of fiscal year and end of fiscal year Consolidated Balance 
Sheet amounts for these line items.

Core working capital. Accounts receivable plus inven-
tories less accounts payable, all as of the last day of our 
fiscal year.

Depreciation associated with restructured assets. 
The increase in depreciation expense caused by updat-
ing the salvage value and shortening the useful life of 
depreciable fixed assets to coincide with the end of pro-
duction under an approved restructuring plan, but only 
if impairment is not present.

Derivatives. Financial instruments such as futures, 
swaps, options, and forward contracts that we use  
to manage our risk arising from changes in commod-
ity prices, interest rates, foreign exchange rates, and  
equity prices.

Fair value hierarchy. For purposes of fair value mea-
surement, we categorize assets and liabilities into one of 
three levels based on the assumptions (inputs) used in 
valuing the asset or liability. Level 1 provides the most 
reliable measure of fair value, while Level 3 generally 
requires significant management judgment. The three 
levels are defined as follows:

Level 1:   Unadjusted quoted prices in active markets 
for identical assets or liabilities.

Level 2:   Observable inputs other than quoted prices 
included in Level 1, such as quoted prices for 
similar assets or liabilities in active markets 
or quoted prices for identical assets or liabili-
ties in inactive markets.

Level 3:   Unobservable inputs reflecting manage-
ment’s assumptions about the inputs used in 
pricing the asset or liability.

Fixed charge coverage ratio. The sum of earnings 
before income taxes and fixed charges (before tax), 
divided by the sum of the fixed charges (before tax)  
and interest.

Generally Accepted Accounting Principles (GAAP). 
Guidelines, procedures, and practices that we are 
required to use in recording and reporting accounting 
information in our financial statements.

Goodwill. The difference between the purchase price 
of acquired companies and the related fair values of net 
assets acquired.

Hedge accounting. Accounting for qualifying hedges 
that allows changes in a hedging instrument’s fair value 
to offset corresponding changes in the hedged item in 
the same reporting period. Hedge accounting is permit-
ted for certain hedging instruments and hedged items 
only if the hedging relationship is highly effective, and 
only prospectively from the date a hedging relationship 
is formally documented.

Interest bearing instruments. Notes payable, long-
term debt, including current portion, cash and cash 
equivalents, and certain interest bearing investments 
classified within prepaid expenses and other current 
assets and other assets.

LIBOR. London Interbank Offered Rate. 

Mark-to-market. The act of determining a value for 
financial instruments, commodity contracts, and related 
assets or liabilities based on the current market price for 
that item.

Net mark-to-market valuation of certain commod-
ity positions. Realized and unrealized gains and losses 
on derivative contracts that will be allocated to segment 
operating profit when the exposure we are hedging 
affects earnings.

Net price realization. The impact of list and promoted 
price changes, net of trade and other price promotion costs.

Noncontrolling interests. Interests of subsidiaries 
held by third parties. 

Glossary
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Notional principal amount. The principal amount on 
which fixed-rate or floating-rate interest payments are 
calculated.

OCI. Other comprehensive income (loss). 

Operating cash flow to debt ratio. Net cash provided 
by operating activities, divided by the sum of notes pay-
able and long-term debt, including current portion. 

Redeemable interest. Interest of subsidiaries held by a 
third party that can be redeemed outside of our control 
and therefore cannot be classified as a noncontrolling 
interest in equity.

Reporting unit. An operating segment or a business 
one level below an operating segment.

Return on average total capital. Net earnings attrib-
utable to General Mills, excluding after-tax net interest, 
and adjusted for certain items affecting year-over-year 
comparability, divided by average total capital.

Segment operating profit margin. Segment operating 
profit divided by net sales for the segment.

Supply chain input costs. Costs incurred to produce 
and deliver product, including costs for ingredients 
and conversion, inventory management, logistics, and 
warehousing.

Total debt. Notes payable and long-term debt, includ-
ing current portion. 

Transaction gains and losses. The impact on our 
Consolidated Financial Statements of foreign exchange 
rate changes arising from specific transactions.

Translation adjustments. The impact of the conver-
sion of our foreign affiliates’ financial statements to U.S. 
dollars for the purpose of consolidating our financial 
statements.

Variable interest entities (VIEs). A legal structure 
that is used for business purposes that either (1) does 
not have equity investors that have voting rights and 
share in all the entity’s profits and losses or (2) has 
equity investors that do not provide sufficient financial 
resources to support the entity’s activities.

Working capital. Current assets and current liabili-
ties, all as of the last day of our fiscal year.
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This report includes measures of financial performance 
that are not defined by generally accepted accounting 
principles (GAAP). For each of these non-GAAP finan-
cial measures, we are providing below a reconciliation of 
the differences between the non-GAAP measure and the 
most directly comparable GAAP measure. These non-
GAAP measures are used in reporting to our executive 

management and/or as a component of the board of 
director’s measurement of our performance for incentive 
compensation purposes. Management and the board 
of directors believe that these measures provide useful 
information to investors. These non-GAAP measures 
should be viewed in addition to, and not in lieu of, the 
comparable GAAP measure.

Non-GAAP Measures

TOTAL SEGMENT OPERATING PROFIT
  Fiscal Year
In Millions 2012  2011   2010   2009   2008 

Net sales:
 U.S. Retail $ 10,480.2 $ 10,163.9 $ 10,209.8 $ 9,973.6 $ 9,028.2
 International  4,194.3  2,875.5  2,684.9  2,571.8  2,535.5
 Bakeries and Foodservice  1,983.4  1,840.8  1,740.9  2,010.4  1,984.3
Total $ 16,657.9 $ 14,880.2 $ 14,635.6 $ 14,555.8 $ 13,548.0
Operating profit:
 U.S. Retail $ 2,295.3 $ 2,347.9 $ 2,385.2 $ 2,206.6 $ 1,976.7
 International  429.6  291.4  192.1  239.2  247.5
 Bakeries and Foodservice  286.7  306.3  263.2  178.4  170.2
Total segment operating profit  3,011.6  2,945.6  2,840.5  2,624.2  2,394.4
Memo: Segment operating profit as a % of net sales  18.1%  19.8%  19.4%  18.0%  17.7%
Unallocated corporate items  347.6  184.1  203.0  342.5  144.2
Divestitures (gain), net  —  (17.4)  —  (84.9)  —
Restructuring, impairment and other exit costs  101.6  4.4  31.4  41.6  21.0
Operating Profit $ 2,562.4 $ 2,774.5 $ 2,606.1 $ 2,325.0 $ 2,229.2 

ADjUSTED DILUTED EPS, EXCLUDING CERTAIN ITEMS AFFECTING COMPARABILITY
  Fiscal Year
Per Share Data  2012 2011   2010   2009   2008

Diluted earnings per share, as reported $2.35   $2.70   $2.24   $1.90   $1.85 
 Mark-to-market effects (a)  0.10    (0.09)   0.01    0.11 (0.05)
 Divestitures gain, net (b)   —    —   —    (0.06)   — 
 Gain from insurance settlement (c)   —    —    —  (0.04)   — 
 Uncertain tax items (d)   —    (0.13)   —    0.08 (0.04)
 Tax charge - health care reform (e)  —    —    0.05    —    — 
 Acquisition integration costs (f)   0.01    —    —    —   — 
 Restructuring costs (g)   0.10    —    —    —   — 
Diluted earnings per share, excluding  
 certain items affecting comparability $2.56   $2.48   $2.30   $1.99   $1.76 

(a)   Net (gain) loss from mark-to-market valuation of certain commodity positions and grain inventories.
(b)   Net gain on divestitures of certain product lines.
(c)   Gain on settlement with insurance carrier covering the loss of a manufacturing facility in Argentina.
(d)   Effects of court decisions and audit settlements on uncertain tax matters.
(e)   Enactment date charges related to the Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act of 

2010, affecting deferred taxes associated with Medicare Part D subsidies.
(f)   Integration costs resulting from the acquisitions of Yoplait S.A.S. and Yoplait Marques S.A.S.
(g)   Productivity and cost savings plan restructuring charges.
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RETURN ON AvERAGE TOTAL CAPITAL
 Fiscal Year
In Millions 2012  2011  2010  2009   2008   2007  

Net earnings, including earnings attributable to  
 redeemable and noncontrolling interests  $  1,589.1  $  1,803.5  $  1,535.0  $  1,313.7  $  1,318.1     
Interest, net, after-tax     238.9     243.5     261.1     240.8     263.8     
Earnings before interest, after-tax    1,828.0     2,047.0     1,796.1     1,554.5     1,581.9   
 Mark-to-market effects    65.6     (60.0)    4.5     74.9     (35.9)    
 Restructuring costs    64.3     —     —     —     —     
 Acquisition integration costs     9.7     —     —     —     —     
 Divestitures gain, net     —     —     —     (38.0)    —     
 Gain from insurance settlement     —     —     —     (26.9)    —     
 Uncertain tax items     —     (88.9)    —     52.6     (30.7)    
 Tax charge - heath care reform     —     —     35.0     —     —     
Earnings before interest, after-tax for  
 return on capital calculation  $  1,967.6  $  1,898.1  $  1,835.6  $  1,617.1  $  1,515.3     
Current portion of long-term debt  $  741.2  $  1,031.3  $  107.3  $  508.5  $  442.0  $  1,734.0 
Notes payable     526.5     311.3     1,050.1     812.2     2,208.8     1,254.4 
Long-term debt     6,161.9     5,542.5     5,268.5     5,754.8     4,348.7     3,217.7 
 Total debt     7,429.6     6,885.1     6,425.9     7,075.5     6,999.5     6,206.1 
Redeemable interest     847.8     —     —     —     —     — 
Noncontrolling interests     461.0     246.7     245.1     244.2     246.6     1,139.2 
Stockholders’ equity     6,421.7     6,365.5     5,402.9     5,172.3     6,212.2     5,318.7 
Total capital     15,160.1     13,497.3     12,073.9     12,492.0     13,458.3     12,664.0 
 Accumulated other comprehensive 
 (income) loss     1,743.7     1,010.8     1,486.9     877.8     (173.1)    120.1 
  After-tax earnings adjustments (a)     (170.9)    (310.5)    (161.6)    (201.1)    (263.7)    (197.1)
Adjusted total capital  $  16,732.9  $  14,197.6  $  13,399.2  $  13,168.7  $  13,021.5  $  12,587.0 
Adjusted average total capital $  15,465.3  $  13,798.4  $  13,283.9  $  13,095.1  $  12,804.3     
Return on average total capital    12.7%  13.8%  13.8%  12.3%  11.8%  

(a) Sum of current year and previous year after-tax adjustments.
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INTERNATIONAL SEGMENT AND REGION SALES 
GROWTH RATES EXCLUDING IMPACT OF FOREIGN 
EXCHANGE

The reconciliation of International segment and region 
sales growth rates as reported to growth rates excluding 
the impact of foreign currency exchange below demon-
strates the effect of foreign currency exchange rate fluc-
tuations from year to year. To present this information, 

current-period results for entities reporting in curren-
cies other than U.S. dollars are converted into U.S. dol-
lars at the average exchange rates in effect during the 
corresponding period of the prior fiscal year, rather 
than the actual average exchange rates in effect during 
the current fiscal year. Therefore, the foreign currency 
impact is equal to current-year results in local curren-
cies multiplied by the change in the average foreign cur-
rency exchange rates between the current fiscal period 
and the corresponding period of the prior fiscal year. 

 Fiscal Year 2012
   Percentage Change
 Percentage Change  in Net Sales
 in Net Sales  Impact of Foreign on Constant
 as Reported Currency Exchange Currency Basis

Europe   97%  (1) pt 98%
Asia/Pacific   21    4   17 
Canada   29    1   28  
Latin America   11    (3)   14  
Total International   46%  1 pt  45%

 Fiscal Year 2011
   Percentage Change
 Percentage Change  in Net Sales
 in Net Sales  Impact of Foreign on Constant
 as Reported Currency Exchange Currency Basis

Europe   5%  (2) pts 7%
Asia/Pacific   14    5   9 
Canada   8    5   3  
Latin America   (5)    (16)   11  
Total International   7% Flat  7%
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Total Return to Stockholders

These line graphs compare the cumulative total return 
for holders of our common stock with the cumulative 
total return of the Standard & Poor’s 500 Stock Index 
and Standard & Poor’s 500 Packaged Foods Index for 
the last five-year and ten-year fiscal periods. The graphs 
assume the investment of $100 in each of General Mills’ 
common stock and the specified indexes at the begin-
ning of the applicable period, and assume the reinvest-
ment of all dividends.

On July 6, 2012, there were approximately 33,400 
record holders of our common stock. 
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Shareholder Information

World Headquarters
Number One General Mills Boulevard 
Minneapolis, MN 55426-1347 
Phone: (763) 764-7600

Website
GeneralMills.com

Markets
New York Stock Exchange 
Trading Symbol: GIS

Independent Auditor
KPMG LLP 
4200 Wells Fargo Center 
90 South Seventh Street 
Minneapolis, MN 55402-3900 
Phone: (612) 305-5000

Investor Inquiries
General Shareholder Information: 
Investor Relations Department 
(800) 245-5703 or (763) 764-3202

Analysts/Investors:
Kristen S. Wenker 
Vice President, Investor Relations 
(763) 764-2607

Transfer Agent and Registrar
Our transfer agent can assist you  
with a variety of services, including 
change of address or questions about 
dividend checks:

Wells Fargo Bank, N.A. 
1110 Centre Pointe Curve 
Mendota Heights, MN 55120-4100 
Phone: (800) 670-4763 or  
(651) 450-4084 
WellsFargo.com/shareownerservices

Electronic Access to Proxy Statement, 
Annual Report and Form 10-K
Shareholders who have access to the 
Internet are encouraged to enroll in  
the electronic delivery program. Please 
see the Investors section of our website, 
GeneralMills.com, or go directly to 
the website, ICSDelivery.com/GIS and 
follow the instructions to enroll. If your 
General Mills shares are not registered 
in your name, contact your bank or 
broker to enroll in this program.

Notice of Annual Meeting
The annual meeting of shareholders 
will be held at 11 a.m., Central Daylight 
Time, Sept. 24, 2012, at the Children’s 
Theatre Company, 2400 Third Avenue 
South, Minneapolis, MN 55404-3597. 
Proof of share ownership is required 
for admission. Please refer to the Proxy 
Statement for information concerning 
admission to the meeting.

General Mills Direct Stock Purchase Plan
This plan provides a convenient 
and economical way to invest in 
General Mills stock. You can increase 
your ownership over time through 
purchases of common stock and rein-
vestment of cash dividends, without 
paying brokerage commissions and 
other fees on your purchases and 
reinvestments. For more information 
and a copy of a plan prospectus, go to 
the Investors section of our website at 
GeneralMills.com. 

Visit us on the Web

U.S. Sites
Cheerios.com

Pillsbury.com

Yoplait.com

Larabar.com

BettyCrocker.com 
Get recipes, cooking tips and view 
instruction videos. 

BoxTops4Education.com 
Sign up to support your school.

EatBetterAmerica.com 
Simple ways to eat healthy,  
including healthier versions of  
your favorite recipes.

You also can visit many of our brands 
on Facebook or follow us on Twitter.

International Sites
HaagenDazs.com.cn (China)

Haagen-Dazs.fr (France)

NatureValley.co.uk (United Kingdom)

OldElPaso.com.au (Australia)

LifeMadeDelicious.ca (Canada) 
Get recipes, promotions and  
entertaining ideas for many of  
our brands.

We have a variety of websites that appeal to consumers around the world.  
Below is a selection of our most popular sites. For a more complete list, see the 
“Our websites” page under the Media tab on GeneralMills.com.

GlutenFreely.com 
Get information on gluten-free  
products and recipes.

QueRicaVida.com 
Recipes and nutritional information for 
Hispanic consumers.

Tablespoon.com 
Download coupons, recipes and more 
for a variety of our brands.

Blog.GeneralMills.com 
Get a unique perspective on recent  
news and stories about our brands and 
our company.

http://GeneralMills.com
http://WellsFargo.com/shareownerservices
http://ICSDelivery.com/GIS
http://generalmills.com/Investors.aspx
http://Cheerios.com
http://Pillsbury.com
http://Yoplait.com
http://Larabar.com
http://BettyCrocker.com
http://BoxTops4Education.com
http://LiveBetterAmerica.com
http://HaagenDazs.com.cn
http://Haagen-Dazs.fr
http://NatureValley.co.uk
http://OldElPaso.com.au
http://LifeMadeDelicious.ca
http://generalmills.com/Media.aspx
http://GlutenFreely.com
http://QueRicaVida.com
http://Tablespoon.com
http://Blog.GeneralMills.com


We believe that doing well for 
our shareholders goes hand in 
hand with doing well for our 
consumers, our communities and 
our planet. Being a good corporate 
citizen is at the core of our culture 
and our business strategy. This 
includes our efforts to improve 
our communities through philan-
thropy and volunteerism, as well 
as developing sustainable busi-
ness practices that protect our 
environment.  

For a comprehensive overview of 
our commitment to stand among 
the most socially responsible 
food companies in the world, see 
our Global Responsibility report 
online at GeneralMills.com/
Responsibility.  

A Commitment to our Communities

This Report is Printed on Recycled Paper.

©2012 General Mills

$2.9 Billion$2.9 Billion
 31% 31% Europe Europe 31% 31% Europe 31% 31%
 29% 29% AsiAsiaa/Pacific/Pacific
 27% 27% Canada Canada 27% 27% Canada 27% 27%
 13% 13% Latin AmericaLatin America

International
Net sales by Net sales by regionregion

27%27%

13%13%
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$1.8 Billion$1.8 Billion
 58% 58% Bakeries & National Bakeries & National
  Restaurant Accounts  Restaurant Accounts
30%30% Foodservice Distributors Foodservice Distributors
12%12% Convenience Stores Convenience Stores

Bakeries and Foodservice
Net sales by Net sales by customer typecustomer type

30%30%

12%12%
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$1.2 Billion$1.2 Billion
85%85% Cereal Partners Cereal Partners
  Worldwide (CPW)  Worldwide (CPW)
15%15% Häa Häagen-Dazgen-Dazss Japan Japan

Joint Ventures
Net sales by joint ventureNet sales by joint venture
(not consolidated, (not consolidated, 
proportionate share)proportionate share)

15%15%
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$10.2 Billion$10.2 Billion
 23% 23% Big G Cereals Big G Cereals 23% 23% Big G Cereals 23% 23%
 21% 21% Meals Meals 21% 21% Meals 21% 21%
 18% 18% Pillsbury USAPillsbury USA
 15% 15% YoplaitYoplait
 13% 13% Snacks Snacks 13% 13% Snacks 13% 13%
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U.S. Retail
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General Mills at a Glance

WE HAVE A
PORTFOLIO BUILT FOR
GLOBAL GROWTH.
From ready-to-eat cereal to convenient meals to wholesome snacks, we 
compete in growing food categories that are on-trend with consumer 
tastes around the world. Our brands hold leading market positions in more 
than 100 markets worldwide, with great opportunities for expansion. 

World Headquarters
Number One General Mills Boulevard
Minneapolis, MN 55426-1347
Phone: (763) 764-7600

Website
GeneralMills.com

Markets
New York Stock Exchange
Trading Symbol: GIS

Independent Auditor
KPMG LLP
4200 Wells Fargo Center
90 South Seventh Street
Minneapolis, MN 55402-3900
Phone: (612) 305-5000

Investor Inquiries
General Shareholder Information:
Investor Relations Department
(800) 245-5703 or (763) 764-3202

Analysts/Investors:
Kristen S. Wenker
Vice President, Investor Relations
(763) 764-2607

Transfer Agent and Registrar
Our transfer agent can assist you with 
a variety of services, including change 
of address or questions about dividend 
checks.

Wells Fargo Bank, N.A.
161 North Concord Exchange
P.O. Box 64854
St. Paul, MN 55164-0854
Phone: (800) 670-4763 or (651) 450-4084
WellsFargo.com/shareownerservices

Electronic Access to Proxy Statement,
Annual Report and Form 10-K
Shareholders who have access to the 
Internet are encouraged to enroll in the 
electronic delivery program. Please see 
the Investors section of our website, 
GeneralMills.com, or go directly to the 
website, ICSDelivery.com/GIS and follow 
the instructions to enroll. If your General 
Mills shares are not registered in your 
name, contact your bank or broker to 
enroll in this program.

Notice of Annual Meeting
� e annual meeting of shareholders will 
be held at 11 a.m., Central Daylight Time, 
Sept. 26, 2011, at the Children’s � eatre 
Company, 2400 � ird Avenue South, 
Minneapolis, MN 55404-3597.

A ticket or proof of share ownership will 
be required for admission. Please refer 
to our Proxy Statement for information 
concerning admission to the meeting.

General Mills Direct Stock Purchase Plan
� is plan provides a convenient and 
economical way to invest in General Mills 
stock. You can increase your ownership 
over time through purchases of common 
stock and reinvestment of cash dividends, 
without paying brokerage commissions 
and other fees on your purchases and 
reinvestments. For more information 
and a copy of a plan prospectus, go to 
the Investors section of our website at 
GeneralMills.com. 

Shareholder Information

Holiday Gi�  Boxes

General Mills Gi�  Boxes are a part of 
many shareholders’ December holiday 
traditions. To request an order form, call 
us toll free at (888) 469-7809 or write, 
including your name, street address, 
city, state, zip code and phone number 
(including area code) to:

2011 General Mills Holiday Gi�  Box
Department 7803
P.O. Box 5011
Stacy, MN 55078-5011

Or you can place an order online at:
GMIHolidayGi� Box.com

Please contact us a� er Oct. 1, 2011.D
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Holiday Gift Boxes

General Mills Gift Boxes are a part 
of many shareholders’ December 
holiday traditions. To request an 
order form, call us toll free at 
(888) 496-7809 or write, including 
your name, street address, city, 
state, zip code and phone number 
(including area code) to:

2012 General Mills Holiday Gift Box 
Department 8383 
P.O. Box 5012 
Stacy, MN 55078-5012

Or you can place an order  
online at:  
GMIHolidayGiftBox.com

Please contact us after  
Oct. 1, 2012.

http://GeneralMills.com/Responsibility
http://GeneralMills.com/Responsibility
http://GMIHolidayGiftBox.com
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Our Fiscal 2013 Financial Highlights

 52 weeks 52 weeks 
In millions, except per share and ended  ended
return on capital data May 26, 2013 May 27, 2012 Change

Net Sales $ 17,774 $ 16,658 + 7%

Segment Operating Profita  3,198  3,012 + 6%

Net Earnings Attributable to General Mills  1,855  1,567 + 18%

Diluted Earnings per Share (EPS)  2.79  2.35 + 19%

Adjusted Diluted EPS, Excluding Certain Items
Affecting Comparabilityb  2.69  2.56 + 5%

Return on Average Total Capitala  11.9%  12.7% – 80 basis pts.

Average Diluted Shares Outstanding  666  667 – 0%

Dividends per Share $ 1.32 $ 1.22 + 8%

a See page 89 for discussion of non-GAAP measures.
b Results exclude certain items affecting comparability. See page 89 for discussion of non-GAAP measures.

Segment Operating 
Profita

Dollars in millions

Net Sales
Dollars in millions

Adjusted Diluted 
Earnings per Shareb
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We believe that doing well for our 
shareholders goes hand in hand  
with doing well for our consumers, 
our communities and our planet. Our 
efforts include providing convenient, 
nutritious food around the world, 
building strong communities through 
philanthropy and volunteerism, and 
developing sustainable business 
practices that reduce our environ-
mental footprint.

For a comprehensive overview 
of our commitment to stand among 
the most socially responsible food 
 companies in the world, see our Global  
Responsibility Report available online 
at GeneralMills.com/Responsibility. 

This Report Is Printed on Recycled Paper.

©2013 General Mills

General Mills Gift Boxes are a part of 
many shareholders’ December holiday 
traditions. To request an order form, 
call us toll-free at (888) 496-7809 or 
write, including your name, street  
address, city, state, zip code and phone  
number (including area code) to:

2013 General Mills Holiday Gift Box 
Department 8907 
P.O. Box 5013 
Stacy, MN 55078-5013

Or you can place an order online at:  
GMIHolidayGiftBox.com

Please contact us after  
October 1, 2013.

Holiday Gift Boxes

Our Mission at General Mills Is Nourishing Lives
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Healthy 
Growth

We have a broad portfolio of well-known brands that 
provide great taste, nutrition, convenience and value for 
consumers around the world. These leading brands have 
driven healthy growth across our food categories over the 
years, while generating strong returns for shareholders. 

General Mills at a Glance

International
Net Sales by Region

$5.2 Billion 
 43% Europe*
 23% Canada
 17% Asia/Pacific
 17% Latin America
 * Includes Australia and  
New Zealand

Joint Ventures
Net Sales by Joint Venture
(not consolidated,  
proportionate share)

$1.3 Billion 
 84%  Cereal Partners  

Worldwide (CPW)
 16% Häagen-Dazs Japan (HDJ)

U.S. Retail
Net Sales by Division

$10.6 Billion
 22% Big G Cereals
 17% Baking Products
 16% Snacks
 15% Frozen Foods
 14% Meals
 13% Yoplait USA
 3% Small Planet Foods

Bakeries and Foodservice
Net Sales by Brand Type

$2.0 Billion
 54%  Branded to Foodservice  

Operators
 31% Branded to Consumers
 15% Unbranded

54%15%

31%

43%

23%

17%

17%

84%

16%

17%

16%

15%

14%

13%
3%

22%
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To Our  
Shareholders

General Mills had a good year in fiscal 2013, posting solid gains in sales  
and earnings. We completed a two-year period of significant investment that 
strengthened our business portfolio overall and meaningfully expanded our  

base in international markets. And we finalized plans for fiscal 2014 that call for 
faster earnings growth and increased cash returns to our shareholders.

Ken Powell
Chairman and Chief Executive Officer

General Mills net sales for fiscal 2013 grew 7 percent to 
$17.8 billion. New businesses —  particularly Yoplait yogurt 
operations in various international markets and Yoki 
Alimentos in Brazil —  contributed 6 percentage points of 
this growth. And sales on our base business increased 
2 percent before a one percentage point drag from foreign 
exchange translation. Segment operating profit rose 
6 percent to $3.2 billion, with each of our three operating 
segments posting growth. And diluted earnings per 
share (EPS) totaled $2.79, up 19 percent from a year ago. 
These EPS results include restructuring costs, changes 
in mark-to-market valuation of commodity  positions, and 

certain other items affecting comparability of results  
year to year. Adjusted diluted EPS, which excludes these 
items, grew 5 percent to $2.69.

The operating environment for food manufacturers 
slowly improved during fiscal 2013 as input cost inflation 
moderated. For General Mills, inflation eased from the 
10 percent rate we experienced in fiscal 2012 to a more 
manageable 3 percent for the year just ended. In our 
core market —  the United States —  consumer sentiment 
improved and food prices, which moved broadly higher 
in 2012, generally stabilized as the year concluded.

Net sales for our U.S. Retail operating segment grew 
1 percent to $10.6 billion. The Snacks, Small Planet  
Foods (organic and natural products), Baking Products  
and Meals divisions led this sales performance. New 
products generated 5 percent of U.S. Retail segment  
sales, with particularly strong contributions from  
Honey Nut Cheerios Medley Crunch cereal, Yoplait Greek 
100 calorie yogurt and Nature Valley Protein bars. We 
maintained our companywide focus on Holistic Margin 
 Management (HMM) and reflecting those efforts, U.S. 
Retail segment operating profit rose faster than sales, 
increasing 4 percent to $2.4 billion.

2 Healthy Growth



in Europe and the Asia/Pacific region each grew 11 percent. 
And our net sales in Latin America more than doubled as  
we added Yoki. On a constant-currency basis, our interna-
tional net sales grew 28 percent for the year.

We also hold 50-percent interests in two joint ventures 
outside North America. Our $1.3 billion proportionate share 
of net sales by Cereal Partners Worldwide (CPW) and 
Häagen-Dazs Japan (HDJ) is not consolidated in General 
Mills results. However, the joint ventures contributed 
a combined $99 million in after-tax earnings in 2013, up 
12 percent from prior-year results.

Net Sales Performance

   2013 Net Sales % Change
International Segment* + 28

Latin America* + 139

Canada* + 22

Europe* + 15

Asia/Pacific* + 11

U.S. Retail Segment + 1

Small Planet Foods + 35

Snacks + 9

Baking Products + 3

Meals + 2

Big G Cereals – 2

Frozen Foods – 3

Yoplait USA – 5

Bakeries and Foodservice Segment – 1
 *  Does not include the impact of foreign currency translation. See page 89 of our 

2013 Annual Report for a reconciliation to reported results.

We returned $1.9 billion in cash to shareholders in 
2013 through dividends and share repurchase activity. 
Our  dividend rate grew 8 percent last year, and the new 
quarterly rate effective with the Aug. 1, 2013, payment 
represents a 15 percent increase for fiscal 2014. General 
Mills and its predecessor firm have now paid dividends 

Our Bakeries and Foodservice segment competes 
primarily in U.S. channels for food eaten away from 
home. In fiscal 2013, net sales declined slightly as 
expected, but segment operating profit increased at a 
double-digit rate to $315 million —  a record level. This 
profit growth reflects our ongoing strategy of focusing 
on key branded product lines, and targeting the most 
resilient customer channels, such as school cafeterias, 
healthcare outlets and convenience stores. In fact, we 
recently renamed this organization Convenience Stores 
and Foodservice to align with its portfolio focus.

Net sales for our International segment grew 24 percent 
in 2013 to exceed $5.2 billion. Segment operating profit  
rose 14 percent to $490 million, including a strong 
increase in advertising and media investment as well as 
the negative effects of Venezuelan currency devaluation 
that occurred during the year. Our double-digit sales 
increase included mid-single-digit growth for our base 
business and strong contributions from new businesses. 
We posted good growth across all four of our geographic 
regions in fiscal 2013. Net sales in Canada increased 
22 percent, reflecting the addition of Yoplait. Our net sales 

1412
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A Selection of Our New Products

without interruption or reduction for 114 years. Stock 
repurchase activity modestly reduced our average number 
of diluted shares outstanding in 2013. In 2014, our plans 
call for repurchasing shares sufficient to reduce the average 
diluted share balance by 2 percent.

Our financial results in 2013 extend a track record of 
consistent growth in recent years. Since 2008, General 
Mills net sales have grown at a 6 percent compound 
annual rate, segment operating profit has compounded 
at 6 percent and adjusted diluted EPS have increased at a 
9 percent annual rate. Net cash generated from  operations 
over the last five years totaled over $10.8 billion. This 
strong cash flow supported significant share repurchases 
and 11 percent compound annual growth in dividends per 
share. This performance record aligns with our long-term 
model for growth and shareholder returns, shown below.

General Mills Long-term Growth Model

Growth Factor Compound Annual Growth Target
Net Sales Low single-digit

Segment Operating Profit Mid single-digit

Adjusted Diluted Earnings per Share High single-digit

Dividend Yield 2 to 3 percent

Total Return to Shareholders Double-digit

We’ve met our goal of delivering double-digit returns to 
shareholders over this same time period. Total return 
to General Mills shareholders through stock price perfor-
mance and dividends was a robust 29 percent in 2013. 
Over the past five years, which was a challenging period 
for the economy and for the capital markets overall, 
the average annual return to General Mills shareholders 
was 13 percent. This was more than double the overall 
market’s average annual return over that period, as 
 represented by the S&P 500 Index. Looking ahead, we 
remain committed to delivering superior returns for 
General Mills shareholders.

We See Healthy Growth Prospects Ahead

We have strong confidence in our growth plans for 2014. 
Our strategic actions in recent years have focused and 
enhanced our business mix. We now compete in five global 

4 Healthy Growth



businesses —  ready-to-eat cereals, yogurt, super-premium 
ice cream, convenient meals and snacks —  where category 
retail sales are growing at attractive, mid- to high-single-digit 
rates. Our brands hold leading positions in these categories  
in the U.S. and international markets.

Product innovation is the fuel that creates category  
growth. And we have strong plans for doing our part to  
drive growth in our categories in 2014. Established  
brands will make important contributions, and we have  
a  comprehensive new-product plan —  several of these  
new items are pictured to the left. We continue to focus  
on product ideas that appeal to the fastest-growing 
consumer groups. In the U.S., these are older adults, the 
millennial generation and multicultural families. In devel-
oping and emerging international markets, the growing 
middle class is driving demand for high-quality, nutritious 
and convenient packaged foods.

Our 2014 plans include an estimated 3 percent inflation 
rate for supply chain costs. Our response to this input cost 
inflation will continue to be Holistic Margin Management 
(HMM). Our companywide approach to protecting 
margins includes focus on sales mix and pricing. However, 
the primary focus of our HMM efforts is to identify non- 
value-adding costs in our manufacturing process and other 
 activities across the company. We eliminate those costs 

and use the savings to offset inflation and to reinvest in 
advertising, research and development, and other activities 
that drive sales growth. We have a record level of annual 
HMM cost savings identified for fiscal 2014, with a project 
list that spans established operations and new businesses.

We plan to reinvest some of our HMM cost savings in 
consumer-directed marketing initiatives. We are big 
believers in advertising, using both traditional and digital 
media. Over the last five years, our media spending has 
increased by more than 50 percent to $895 million in 2013. 
We expect our media investment to increase in line with 
sales in 2014.

Our plans for the new fiscal year also include strong, 
collaborative initiatives with our retail customers worldwide. 
We have top-ranked sales teams in U.S. Retail, in Foodservice 
and in international markets. These teams and the capabili-
ties they bring are a competitive advantage for us.

In short, our 2014 plans call for sales and earnings growth 
consistent with our long-term model. And we expect our 
operations to generate strong cash flows again in 2014, 
which will support our capital investment needs, along with 
increased shareholder dividends and share repurchase 
activity. We’re excited about the year.

In Closing, A Note of Thanks

Our performance —  and our excellent future prospects —   
are a reflection of the talent and hard work of General 
Mills people around the world. It’s an honor and a privilege 
for me to work with this team, which now includes 
41,000 employees.

I’d also like to thank you for your investment in General 
Mills. We appreciate your confidence in our business, and 
we look forward to reporting on our continuing progress.

Kendall J. Powell 
Chairman and Chief Executive Officer 
August 1, 2013

Returns to Shareholders 
Percent growth, stock price appreciation plus  
reinvested dividends

Fiscal 2013 Last 5 Fiscal  
Years
(compound 
annual return)
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Our Five Global Categories Are 
Large — and Growing

  2012 Retail Sales
Category in Billions Growth†

Ready Meals $92 + 4%

Yogurt $76 + 8%

Ice Cream $72 + 6%

Ready-to-eat Cereal $26 + 5%

Snack Bars $12 + 6%
† Projected five-year compound rate
 Source: Euromonitor calendar 2012

Consumers the world over are 
looking for foods that offer nutrition, 
convenience and great taste. Our five 
global categories —  convenient meals, 
yogurt, ready-to-eat cereal, snacks 
and ice cream —  deliver on these key 
attributes. According to Euromonitor, 
these categories range in size from 
$12 billion to more than $90 billion 
in annual retail sales worldwide. And 
they’re each projected to grow at 
mid- to high-single-digit rates over 

the next five years, as the expanding 
middle class in markets around the 
world creates heightened demand 
for packaged foods. Our net sales in 
these categories exceeded $13 billion 
in fiscal 2013, representing more than 
70 percent of our total sales including 
joint ventures.

In the U.S., we compete in several 
additional categories. Our Baking 
Products division is the largest 

Our Portfolio Is Poised  
for Growth

We’re expanding our business around the world with a focus on five global  
food categories. We’re also building our strong presence in the U.S.  

in growing categories that have fueled our success over the past 85 years. 

15%
Yogurt

15%
Convenient 

Meals

16%
Snacks

Fiscal 2013 
Net Sales by  

Platform
$19.1 Billion*

21%
Ready-to-eat 

Cereal

10%
Baking Aisle Products

10%
Dough

2%
Other

6%
Vegetables

5%
Super-premium 

Ice Cream

* Non-GAAP measure. Includes $17.8 billion 
consolidated net sales plus $1.1 billion 
proportionate share of CPW (cereal) net 
sales plus $0.2 billion proportionate share 
of HDJ (ice cream) net sales.
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branded baking products business 
in the U.S. We’re the market leader in 
the $1.9 billion dessert mix category 
with the iconic Betty Crocker brand, 
and Pillsbury is the leading brand in 
the $2 billion  refrigerated baked 
goods category. And Green Giant 
competes in the $3 billion frozen 
vegetables category.

At General Mills, we’re well- 
positioned to help drive growth in 
our categories with our portfolio 
of well-known brands. Household 
penetration for our products is high in 
developed markets —  at least one of 
our brands can be found in 97 percent 
of U.S. homes —  and our  penetration 
is growing in emerging markets around  
the world. We bring strong levels of 

advertising and product news to our 
brands, which stimulates sales for 
our categories and limits competition 
from store brands. We see great 
opportunities for future growth 
as we develop new products and 
enhance existing ones for consumers 
everywhere. You can read about our 
progress in our five global categories 
on the following pages.

Super-premium Ice Cream
$930 Million in Net Sales*
We market our Häagen-Dazs brand in  
shops and retail outlets in more than 
80 countries outside of North America, 
including China, India and Brazil. 

Wholesome Snack Bars
$1.5 Billion in Net Sales

Nature Valley, Cascadian Farm, Fiber One 
and Lärabar offer nutritious options for 
great-tasting, grab-and-go snacks. 

Ready-to-eat Cereal
$4.0 Billion in Net Sales*
We market cereal through our wholly 
owned businesses in North America 
and elsewhere through Cereal Partners 
Worldwide, our joint venture with Nestlé.

Refrigerated Yogurt
$2.9 Billion in Net Sales

We market Yoplait yogurt globally in 
partnership with Sodiaal, a dairy cooperative 
in France. Our other yogurt brands include 
Liberté, Go-GURT and Mountain High.

Convenient Meals
$2.8 Billion in Net Sales

Old El Paso dinner kits, Wanchai Ferry 
frozen foods, Progresso soups and  
Helper dinner mixes give consumers  
many options for quick and easy meals. 

Our Sales in Global 
Categories

* Includes our proportionate share of joint venture sales.

Annual Report 2013 7
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Our broad cereal portfolio appeals 
to consumers of all ages in more than 
130 markets around the world.

Cheerios is the leading cereal franchise 
in the $10 billion U.S. cereal category. 
Older consumers like how its whole 
grain oats can help lower cholesterol, 
and moms trust the nutrition and 
quality of Cheerios for their kids. We 
recently added Honey Nut Cheerios 
Medley Crunch to the franchise. Retail 
sales for Lucky Charms grew 8 percent 
in 2013 as we began advertising this 
49-year-old brand to adults. Cascadian 
Farm is the leading brand of granola in 
the U.S. —  organic or otherwise. Retail 

sales for the brand increased 11 percent 
last year as we expanded distribution 
and introduced new flavors. And kids 
and adults alike enjoy Chex cereals. 
Gluten-free varieties have contributed 
to 10 percent retail sales growth for 
this all-family franchise. We launched 
gluten-free Vanilla Chex this summer.

Our cereal business in away-from-
home food outlets has been growing 
at a mid-single-digit rate over the past  
several years. We are the leading cereal 
supplier to school breakfast programs,  
and our business is expanding in other 
foodservice outlets, including college 
cafeterias, hospitals and hotel chains.

The Benefits  
of Cereal

Cereal is low in calories, it’s made with whole grains and fortified  
with important nutrients, and it tastes great. That’s why it’s a favorite food,  

found in more than 90 percent of U.S. households.

Cereal Consumption per Capita
Annual kilograms per person

Source: Euromonitor calendar 2012
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In Canada, we hold the No. 2 share 
position in the $1 billion Canadian 
cereal category. We’re bringing news 
to the category in 2014 with the 
launch of Honey Nut Cheerios Hearty 
Oat Crunch and Fibre 1 Almond and 
Clusters cereal.

The majority of cereal sales today 
occur outside of North America, and 
cereal continues to gain popularity in 
many international markets. Cereal 
Partners Worldwide (CPW), our joint 
venture with Nestlé, competes in 
130 countries and is the No. 2 cereal 
 manufacturer in these combined 
 markets. Constant-currency net sales  

for CPW grew 2 percent in fiscal  
2013, including growth in developed 
markets like the UK and France. 
Sales grew even faster in many 
 emerging markets where CPW holds 
the leading market position, includ-
ing Russia, Turkey and Indonesia. 
This summer, we’re bringing more 
 innovation to growing markets,  
such as Fitness Fibre in Mexico  
and Nesquik Pillows in Russia.

Per capita consumption of cereal  
is still low in many international 
markets and it continues to rise, so  
we see great opportunities to grow 
our cereal business worldwide.

Strong Cereal Growth  
Ahead in Global Markets

Ready-to-eat cereal sales are growing in markets around the world.  
Cereal Partners Worldwide, our joint venture with Nestlé, holds a 22 percent  

value share of cereal sales outside North America. 
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Nature Valley granola bars, launched 
almost 40 years ago, can be found 
in nearly 80 markets outside the U.S., 
and sales have been growing at a 
healthy pace. Introduced in January 
2012, Nature Valley Protein bars 
generated more than $100 million 
in U.S. retail sales in their first year. 
In 2014, we’ll launch Nature Valley 
Soft Baked Oatmeal Squares, a great 
option for a mid-morning snack. We 
acquired the Food Should Taste Good 
brand in 2012, and retail sales for these 
all-natural snack chips grew 6 percent 
in measured channels alone in 2013. 
We’ll continue to increase  distribution 

in a variety of outlets, from grocery 
stores to drug and convenience stores. 
Sales for Lärabar fruit and nut bars 
have been growing at a double-digit 
pace. ALT protein bars are the newest 
addition to the Lärabar line.

In Canada, retail sales for Fibre 1 
snacks grew 9 percent in fiscal 2013 
with the launch of Fibre 1 brownies, 
containing just 110 calories per serving. 
In 2014, we’ll add Fibre 1 Protein bars, 
with 7 grams of protein per bar, to the 
lineup. And in Brazil, we see great 
growth opportunities for Yoki popcorn 
and other Yoki snack products.

Snacking Anytime, 
Anywhere

In the U.S., over half of all eating occasions involve a snack. And more 
consumers around the world are looking for quick and healthy ways to refuel. 

Our snack products now generate $3 billion in annual net sales. 

Global Snacks Net Sales
Dollars in millions
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Consumers worldwide enjoy gather-
ing around a family meal. Old El Paso 
dinner kits make it easy to prepare a 
Mexican meal in 60  countries. Sales 
for this brand are higher outside the 
U.S. than inside the U.S. In Europe, 
we’re launching one-pan Mexican rice 
dinners, and in the U.S., we’ll intro-
duce frozen versions of Old El Paso 
Mexican entrees. Wanchai Ferry frozen 
foods are growing at a double-digit 
rate in 130 cities across China. We’ll 
introduce dumplings with regional 
flavors, such as mushrooms from the 
Yunnan Plateau, in 2014. And in Brazil, 
we recently introduced Yoki Kit Fácil, a 

Meals Made Convenient  
Everywhere 

Consumer demand for great-tasting, easy-to-prepare meals is growing  
around the world. From Wanchai Ferry dumplings in China to Progresso soup  

in the U.S., our pantry of convenient meals has been growing at an  
8 percent compound rate over the past couple of years. 

Brazilian version of convenient dinner 
kits that incorporate Yoki side dishes 
and seasonings.

In the U.S., over 1 million families 
sit down to a Helper dinner mix every 
night. In 2014, we have new products, 
new packaging and new advertising 
coming on this 42-year-old brand. 
Progresso ready-to-serve soup has 
posted steady sales and share gains 
in recent years. We offer a variety of 
great-tasting, good-for-you options like 
our newest Light cream-based soups.

Annual Report 2013 11

http://www.yoki.com.br
http://progresso.com


Yogurt is our largest category in 
Europe. We posted good sales and 
share gains in the UK and France in 
fiscal 2013 and have strong product 
news coming in 2014. In France, 
we’ll introduce Calin beverages, 
expanding our Calin line of yogurts 
that are high in calcium and vita-
min D for bone strength. In the UK, 
we recently launched Liberté Greek 
yogurt varieties.

Liberté is the top-selling organic 
and natural yogurt in Canada and is 
a leading player in the fast-growing 
Greek segment, too. Yoplait is the 

leader in both the reduced-calorie  
and kid segments. Combined,  
Yoplait and Liberté account for around 
one-third of the nearly $1.5 billion 
Canadian yogurt category.

We’ve invested strongly in our U.S. 
yogurt business in 2013 with new 
product introductions, including 
Yoplait Greek 100 calorie yogurt. 
Retail sales for this reduced-calorie 
yogurt will reach $140 million in its 
first year. Go-GURT is the leading brand 
in the kid yogurt segment, and we’ll 
launch Go-GURT Protein with 5 grams 
of protein per tube in 2014.

Yogurt Sales Show  
Global Growth

The health benefits of yogurt have made this a $76 billion global category. 
We’re now the second-largest yogurt company in the world with  

a portfolio of leading brands, including Yoplait, Liberté and Go-GURT. 
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Häagen-Dazs ice cream is available in 
cafes and retail outlets in 80 markets 
around the world. In China, our ice 
cream sales grew 15 percent on a 
constant-currency basis in 2013. We 
now have more than 260 shops in that 
market and plan to open nearly 80 more 
in 2014. Our sales in retail outlets are 
growing nicely, too. We’re introducing 
new seasonal flavors, like Mango and 
Raspberry, in our shops and retail outlets 
across China.

In Europe, Häagen-Dazs Secret Sensations 
ice cream treats contributed to 6 percent 
constant-currency sales growth for 

Super-premium Ice Cream 
Has Worldwide Appeal

Häagen-Dazs is a leading global brand of super-premium ice cream.  
Its high quality and decadent flavors have driven 9 percent constant-currency 

sales growth over the past five years. 

the brand. We’ll launch new 
varieties in 2014. We’re also 
launching new flavors of  
Häagen-Dazs ice cream 
sandwiches in Japan, where 
constant-currency net sales 
for our Häagen-Dazs joint 
venture grew 5 percent in 2013.

We recently launched a new 
global advertising campaign for 
the brand, featuring print, TV and 
online ads, inviting consumers 
everywhere into the House of 
Häagen-Dazs.
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Margins, Cash  
and Returns

Our businesses are profitable  
and generate strong levels of 
operating cash flow. We use some  
of that cash for capital investment. 
We also return significant cash  
to shareholders.

One of the biggest challenges to 
food companies’ profit targets in 
recent years has been input cost 
 inflation, and volatility. Our supply 
chain cost inflation has averaged 
between 4 and 5 percent in recent 
years, with tremendous volatility 
around that longer-term average. 
However, our gross margin has 
held relatively steady over this 
period, reflecting the success of 
our companywide Holistic Margin 
Management (HMM) efforts. 

We’ve set a $4 billion cumulative 
target for HMM savings across our 
supply chain over this decade, and 
we are tracking solidly on pace to 
that target.

Our food businesses are strong 
cash generators. From 2008 to 2013, 
cumulative net cash from operations 
has totaled over $12.5 billion, or an 
average of more than $2 billion a year. 
The first call on this cash is capital 
investment to support the growth 
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opportunities we see across our  
business, and to fund cost-saving 
projects and essential maintenance  
in our manufacturing plants. In recent 
years, our capital investment has 
averaged roughly 4 percent of net 
sales. In 2014, we are estimating 
roughly $700 million in capital invest-
ments, with 60 percent of that total 
representing growth capacity or cost-
saving projects. Key growth projects 
include additional production lines for 
separated Greek yogurt, additional 

snack bar capacity, and construction  
of a research and development center 
in Shanghai, China.

After capital investment, we prioritize 
cash returns to shareholders. Over the 
past six years, cash used for dividends 
and share repurchases has totaled 
more than $10 billion. In 2014, our plans  
include a 15 percent increase in divi-
dends paid, and share repurchases are 
expected to reduce our average diluted  
share count by 2 percent.

With good earnings growth  
planned for 2014, and with much  
of our operating cash targeted to  
go to shareholders, we expect  
to increase our return on average  
total capital (ROC) this year. After 
several years of good growth in ROC, 
we gave up some ground in 2012 and 
2013 as we prioritized the strategic 
acquisitions of Yoplait and Yoki. We 
have a long-term target of improving 
ROC by an average of 50 basis 
points per year.
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Senior Management
As of August 1, 2013

Mark W. Addicks
Senior Vice President;  
Chief Marketing 
Officer

Y. Marc Belton
Executive Vice 
President, Global 
Strategy, Growth and 
Marketing Innovation

Kofi A. Bruce
Vice President; 
Treasurer

Gary Chu
Senior Vice President;  
President, Greater 
China

Juliana L. Chugg
Senior Vice President;  
President, Meals

John R. Church
Executive Vice 
President, Supply 
Chain

David V. Clark
Vice President;  
President, Häagen-
Dazs Strategic 
Business Unit

Michael L. Davis
Senior Vice President,  
Global Human 
Resources

David E. Dudick Sr.
Senior Vice President;  
President, 
Convenience Stores 
and Foodservice

Peter C. Erickson
Executive Vice 
President, Innovation, 
Technology and 
Quality

Olivier Faujour
Vice President; 
President, Yoplait 
International

Ian R. Friendly
Executive Vice 
President; Chief 
Operating Officer, 
U.S. Retail

Jeffrey L. 
Harmening
Senior Vice President;  
Chief Executive 
Officer, Cereal 
Partners Worldwide

David P. Homer
Senior Vice President;  
President, General 
Mills Canada

Christina Law
Vice President; 
President, Asia, 
Middle East  
and Africa

Luis Gabriel 
Merizalde
Senior Vice President;  
President, Europe, 
Australia and  
New Zealand

Michele S. Meyer
Vice President; 
President, Small 
Planet Foods

Donal L. Mulligan
Executive Vice 
President; Chief 
Financial Officer

James H. Murphy
Senior Vice President;  
President,  
Big G Cereals

Kimberly A. Nelson
Senior Vice President, 
External Relations; 
President, General 
Mills Foundation

Jonathon J. Nudi
Vice President; 
President, Snacks

Rebecca L. O’Grady
Vice President; 
President, Yoplait 
USA

Shawn P. O’Grady
Senior Vice President;  
President, Sales 
and Channel 
Development

Christopher D. 
O’Leary
Executive Vice 
President; Chief 
Operating Officer, 
International

Roderick A. Palmore
Executive Vice 
President; General 
Counsel; Chief 
Compliance and Risk 
Management Officer 
and Secretary

Kendall J. Powell
Chairman of the Board 
and Chief Executive 
Officer

Ann W. H. Simonds
Senior Vice President; 
President, Baking

Christi L. Strauss*
Senior Vice President

Anton V. Vincent
Vice President; 
President, Frozen 
Foods

Sean N. Walker
Senior Vice President; 
President, Latin 
America

Kristen S. Wenker
Senior Vice President, 
Investor Relations

Keith A. Woodward
Senior Vice President, 
Financial Operations

Jerald A. Young
Vice President; 
Controller

*On leave of absence

Board of Directors
As of August 1, 2013

Bradbury H. 
Anderson 2, 5

Retired Chief 
Executive Officer  
and Vice Chairman,  
Best Buy Co., Inc.  
(electronics retailer)

R. Kerry Clark 3, 4

Retired Chairman  
and Chief Executive 
Officer, Cardinal 
Health, Inc.  
(medical services  
and supplies)

Paul Danos 3, 5

Dean, Tuck School  
of Business and  
Laurence F. 
Whittemore 
Professor of Business 
Administration, 
Dartmouth College

William T. Esrey 1, 3

Chairman of the 
Board, Spectra 
Energy Corp. 
(natural gas infra-
structure provider) 
and Chairman 
Emeritus, Sprint 
Nextel Corporation 
(telecommunications 
systems)

Raymond V. 
Gilmartin 2, 4*
Retired Chairman, 
President and Chief  
Executive Officer,  
Merck & 
Company, Inc. 
(pharmaceuticals)

Judith Richards 
Hope 1*, 2

Retired Distinguished 
Visitor from Practice 
and Professor of Law,  
Georgetown 
University  
Law Center

Heidi G. Miller 1, 3

Retired President, 
JPMorgan 
International, 
JPMorgan Chase  
& Co.  
(banking and 
financial services)

Hilda Ochoa-
Brillembourg 1, 5

Founder, President 
and Chief Executive 
Officer, Strategic 
Investment Group 
(investment 
management)

Steve Odland 2, 4

President and 
Chief Executive 
Officer, Committee 
for Economic 
Development (public 
policy) and Former 
Chairman of the 
Board and Chief 
Executive Officer, 
Office Depot, Inc. 
(office products 
retailer)

Kendall J. Powell
Chairman of the  
Board and Chief 
Executive Officer,  
General Mills, Inc.

Michael D. Rose 2*, 4

Retired Chairman  
of the Board, First 
Horizon National 
Corporation  
(banking and  
financial services)

Robert L. Ryan 1, 3*
Retired Senior Vice 
President and Chief 
Financial Officer, 
Medtronic, Inc. 
(medical technology)

Dorothy A. 
Terrell 4, 5*
Managing Partner, 
FirstCap Advisors 
(venture capital)

Board Committees
1 Audit
2 Compensation
3 Finance
4  Corporate 

Governance
5  Public Responsibility
*  Denotes  

Committee Chair
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Fiscal Year 
In Millions, Except Per Share Data, Percentages and Ratios  2013  2012  2011  2010  2009(a)

Operating data:
Net sales $  17,774.1  $  16,657.9  $ 14,880.2  $  14,635.6  $  14,555.8 
Gross margin (b)   6,423.9   6,044.7    5,953.5   5,800.2   5,174.9 
Selling, general, and administrative expenses   3,552.3   3,380.7    3,192.0    3,162.7    2,893.2 
Segment operating profit (c)   3,197.7    3,011.6    2,945.6    2,840.5    2,624.2
Divestitures (gain)  —  —  (17.4)  —  (84.9) 
After-tax earnings from joint ventures   98.8    88.2    96.4    101.7    91.9 
Net earnings attributable to General Mills   1,855.2    1,567.3    1,798.3    1,530.5    1,304.4 
Depreciation and amortization   588.0    541.5    472.6    457.1    453.6 
Advertising and media expense   895.0    913.7    843.7    908.5    732.1 
Research and development expense   237.9    245.4    235.0    218.3    208.2 
Average shares outstanding:          
   Basic   648.6    648.1    642.7    659.6    663.7 
   Diluted   665.6    666.7    664.8    683.3    687.1 
Earnings per share:          
   Basic $  2.86  $  2.42  $  2.80  $  2.32  $  1.96 
   Diluted $  2.79  $  2.35  $  2.70  $  2.24  $  1.90 
   Diluted, excluding certain items affecting comparability (c) $  2.69  $  2.56  $  2.48  $  2.30  $  1.99 
Operating ratios:
Gross margin as a percentage of net sales  36.1%  36.3%  40.0%  39.6%  35.6%
Selling, general, and administrative expenses as a 
    percentage of net sales  20.0%  20.3%  21.5%  21.6%  19.9%
Segment operating profit as a percentage of net sales (c)  18.0%  18.1%  19.8%  19.4%  18.0%
Effective income tax rate  29.2%  32.1%  29.7%  35.0%  37.1%
Return on average total capital (b) (c)  11.9%  12.7%  13.8%  13.8%  12.3%
Balance sheet data:
Land, buildings, and equipment $  3,878.1  $  3,652.7  $  3,345.9  $  3,127.7  $  3,034.9 
Total assets   22,658.0    21,096.8    18,674.5    17,678.9    17,874.8 
Long-term debt, excluding current portion   5,926.1    6,161.9    5,542.5    5,268.5    5,754.8 
Total debt (b)   7,969.1    7,429.6    6,885.1    6,425.9    7,075.5 
Redeemable interest   967.5    847.8    —    —    — 
Noncontrolling interests   456.3    461.0    246.7    245.1    244.2 
Stockholders’ equity   6,672.2    6,421.7    6,365.5    5,402.9    5,172.3  
Cash flow data:
Net cash provided by operating activities $  2,926.0  $  2,407.2  $  1,531.1  $  2,185.1  $  1,836.7 
Capital expenditures   613.9    675.9    648.8    649.9    562.6 
Net cash used by investing activities   1,515.4    1,870.8    715.1    721.2    288.9 
Net cash used by financing activities   1,140.2    666.6    940.9    1,507.7    1,413.0 
Fixed charge coverage ratio   7.62    6.26    7.03    6.42    5.33 
Operating cash flow to debt ratio (b)  36.7%  32.4%  22.2%  34.0%  26.0%
Share data:
Low stock price $  37.55  $  34.95  $  33.57  $  25.59  $  23.61 
High stock price   50.93    41.05    39.95    36.96    35.08 
Closing stock price   48.98    39.08    39.29    35.62    25.59 
Cash dividends per common share   1.32    1.22    1.12    0.96    0.86 
Number of full- and part-time employees  41,000  34,500  35,000  33,000  30,000

(a) Fiscal 2009 was a 53-week year; all other fiscal years were 52 weeks. 
(b) See Glossary on page 87 of this report for definition. 
(c) See page 89 of this report for our discussion of this measure not defined by generally accepted accounting principles.

Financial Summary

The following table sets forth selected financial data for each of the fiscal years in the five-year period ended  
May 26, 2013:
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Management’s Discussion and Analysis of  
Financial Condition and Results of Operations

ExEcutivE OvErviEw

We are a global consumer foods company. We develop 
distinctive value-added food products and market them 
under unique brand names. We work continuously 
to improve our established products and to create 
new products that meet consumers’ evolving needs 
and preferences. In addition, we build the equity of 
our brands over time with strong consumer-directed 
marketing and innovative new products and effective 
merchandising. We believe our brand-building strategy 
is the key to winning and sustaining leading share 
positions in markets around the globe.

Our fundamental business goal is to generate supe-
rior returns for our stockholders over the long term. We 
believe that increases in net sales, segment operating 
profit, earnings per share (EPS), and return on average 
total capital are the key measures of financial perfor-
mance for our business. 

Our specific growth objectives are to consistently deliver:
•   low single-digit annual growth in net sales; 
•    mid single-digit annual growth in total segment oper-

ating profit; 
•    high single-digit annual growth in diluted EPS 

excluding certain items affecting comparability; and 
•   improvement in return on average total capital.

We believe that this financial performance, coupled 
with an attractive dividend yield, should result in long-
term value creation for stockholders. We return a sub-
stantial amount of cash to stockholders through share 
repurchases and dividends.

In fiscal 2013 we maintained focus on our core 
strategies of brand building investment, international 
expansion, customer partnerships, product innovation 
and holistic margin management (HMM) initiatives, and 
we continued to invest for future growth. For the fiscal 
year ended May 26, 2013, our net sales grew 7 percent 
and total segment operating profit grew 6 percent. Our 
return on average total capital declined by 80 basis 
points primarily due to the acquisitions of Yoplait S.A.S., 
Yoplait Marques S.A.S., and Yoki Alimentos S.A. (Yoki). 
Diluted EPS grew 19 percent and diluted EPS excluding 
certain items affecting comparability increased 5 percent 
(See the “Non-GAAP Measures” section on page 89 for a 
description of our discussion of total segment operating 
profit, diluted EPS excluding certain items affecting 
comparability and return on average total capital, 

which are not defined by generally accepted accounting 
principles (GAAP)). Net cash provided by operations 
totaled $2.9 billion in fiscal 2013, enabling us to partially 
fund the acquisition of Yoki and to increase our annual 
dividend payments per share by 8 percent from fiscal 
2012. We also made significant capital investments 
totaling $614 million in fiscal 2013 and repurchased $1.0 
billion of shares of common stock. 

We achieved the following related to our key operating 
objectives for fiscal 2013: 
•  We increased our worldwide sales base and 
strengthened our portfolio by making key strategic 
acquisitions that expanded our participation in fast-
growing food categories and emerging markets, and 
grew net sales by 7 percent. 
•  We sustained a high level of new product activity, and 
executed effective marketing and merchandising actions 
in support of our leading brands and global platforms 
around the world.
•  We achieved a 6 percent increase in total segment 
operating profit driven by our ongoing HMM program, 
the effect of our restructuring plan announced in May 
2012, volume growth from existing businesses, and 
contributions from new businesses.
•  Our strong cash flows allowed us to fund the 
acquisition of new businesses in fiscal 2013 and also 
repurchase sufficient shares of company stock to more 
than offset stock option exercises during the year.

Details of our financial results are provided in the “Fiscal 
2013 Consolidated Results of Operations” section below.

In fiscal 2014, we expect to generate growth consistent 
with our long-term model:
•  We have a strong line-up of consumer marketing, 
merchandising, and innovation planned to support our 
leading brands. We will continue to build our global 
platforms in markets around the world, accelerating our 
efforts in rapidly growing emerging markets.
•  We are targeting low single-digit growth in net sales 
driven by volume growth, with incremental contributions 
from new businesses added in fiscal 2013.
•  We are targeting mid single-digit growth in total segment 
operating profit in fiscal 2014 including incremental 
contributions from new businesses. We expect our HMM 
discipline of cost savings and mix management to more 
than offset expected input cost inflation. 
•  We are targeting high single-digit growth in diluted 
EPS excluding certain items affecting comparability.
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•  We expect to deliver increased cash returns to 
shareholders in fiscal 2014, including a 15 percent 
dividend increase and share repurchases that are 
expected to result in a 2 percent net reduction in shares 
outstanding. 

Our businesses generate strong levels of cash flows 
and we will use some of this cash to reinvest in our 
business. Our fiscal 2014 plans call for approximately 
$700 million of expenditures for capital projects. 

Certain terms used throughout this report are defined 
in a glossary on page 87 and 88 of this report.

FISCAL 2013 CONSOLIDATED RESULTS OF OPERATIONS

Our consolidated results for fiscal 2013 include operat-
ing activity from the acquisitions of Yoki in Brazil, Yoplait 
Ireland, Food Should Taste Good in the United States, 
Parampara Foods in India, Immaculate Baking Company 
in the United States, and the assumption of the Canadian 
Yoplait franchise license (Yoplait Canada). Also included in 
the first quarter of fiscal 2013 are two additional months 
of results from the acquisition of Yoplait S.A.S. Collectively, 
these items are referred to as “new businesses.”

Fiscal 2013 net sales grew 7 percent to $17,774 
million. In fiscal 2013, net earnings attributable to 
General Mills was $1,855 million, up 18 percent from 
$1,567 million in fiscal 2012, and we reported diluted 
EPS of $2.79 in fiscal 2013, up 19 percent from $2.35 
in fiscal 2012. Fiscal 2013 results include the effects 
from various discrete tax items, restructuring charges 
related to our fiscal 2012 productivity and cost savings 
plan, integration costs resulting from the acquisition 
of Yoki, and gains from the mark-to-market valuation 
of certain commodity positions and grain inventories. 
Fiscal 2012 results include losses from the mark-to-
market valuation of certain commodity positions and 
grain inventories, restructuring charges related to our 
2012 productivity and cost savings plan, and integration 
costs resulting from the acquisitions of Yoplait S.A.S. 
and Yoplait Marques S.A.S. Diluted EPS excluding these 
items affecting comparability totaled $2.69 in fiscal 2013, 
up 5 percent from $2.56 in fiscal 2012 (see the “Non-
GAAP Measures” section on page 89 for a description of 
our use of this measure and our discussion of the items 
affecting comparability).

The components of net sales growth are shown in the 
following table:

Components of Net Sales Growth
Fiscal 2013

 vs. 2012

Contributions from volume growth (a) 9 pts
Net price realization and mix  (1) pt
Foreign currency exchange  (1) pt
Net sales growth 7 pts
(a) Measured in tons based on the stated weight of our product shipments.  

Net sales grew 7 percent in fiscal 2013, including 
6 percentage points of growth contributed by new 
businesses, primarily Yoki, Yoplait S.A.S., and Yoplait 
Canada. Excluding the impact of new businesses, net 
sales grew 2 percent, partially offset by 1 percentage point 
of unfavorable foreign currency exchange. Contributions 
from volume growth increased net sales by 9 percentage 
points, including 8 percentage points of contribution 
from volume growth due to new businesses. Unfavorable 
net price realization and mix decreased net sales  
growth by 1 percentage point and unfavorable foreign 
currency exchange decreased net sales growth by 1 
percentage point.   

Cost of sales increased $737 million in fiscal 2013 
to $11,350 million. Higher volume drove a $982 million 
increase in cost of sales. We also recorded a $17 million 
non-recurring expense related to the assumption of 
the Canadian Yoplait franchise license in fiscal 2013. 
These increases were partially offset by a $154 million 
decrease in cost of sales attributable to product mix. In 
fiscal 2013, we recorded a $4 million net decrease in cost 
of sales related to mark-to-market valuation of certain 
commodity positions and grain inventories as described 
in Note 7 to the Consolidated Financial Statements on 
page 58 of this report, compared to a net increase of 
$104 million in fiscal 2012.

Gross margin grew 6 percent in fiscal 2013 versus 
fiscal 2012. Gross margin as a percent of net sales of 36 
percent was relatively flat compared to fiscal 2012. 

Selling, general and administrative (SG&A) expenses 
were up $172 million in fiscal 2013 versus fiscal 2012. 
The increase in SG&A expenses was primarily driven 
by the addition of new businesses and an increase in 
pension expense. In addition, we recorded a $25 million 
foreign exchange loss resulting from the remeasurement 
of assets and liabilities of our Venezuelan subsidiary 
following the devaluation of the bolivar in fiscal 2013. 
Excluding these items, SG&A expenses decreased 
compared to last year, including a 2 percent decrease 
in advertising and media expense compared to fiscal 
2012. SG&A expenses as a percent of net sales were flat 
compared to fiscal 2012. 
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Restructuring, impairment, and other exit costs 
totaled $20 million in fiscal 2013 as follows:

Expense, in Millions 

Charges associated with restructuring  
actions previously announced $19.8 

Total $19.8 

In fiscal 2013, we recorded a $19 million restructuring 
charge related to a productivity and cost savings plan 
approved in the fourth quarter of fiscal 2012, consisting 
of $11 million of employee severance expense and other 
exit costs of $8 million. All of our operating segments 
were affected by these actions including $16 million 
related to our International segment, $2 million related 
to our U.S. Retail segment, and $1 million related to our 
Bakeries and Foodservice segment. These restructuring 
actions are expected to be completed by the end of 
fiscal 2014. In addition, we recorded $1 million of 
charges associated with other previously announced 
restructuring actions. In fiscal 2013, we paid $80 million 
in cash related to restructuring actions.

Interest, net for fiscal 2013 totaled $317 million, $35 
million lower than fiscal 2012. The average interest rate 
decreased 60 basis points, including the effect of the 
mix of debt, generating a $43 million decrease in net 
interest. Average interest bearing instruments increased 
$167 million, primarily from an increase in incremental 
borrowing to fund the acquisition of Yoki, generating an 
$8 million increase in net interest.  

Our consolidated effective tax rate for fiscal 2013 was 
29.2 percent compared to 32.1 percent in fiscal 2012. 
The 2.9 percentage point decrease was primarily related 
to the restructuring of our General Mills Cereals, LLC 
(GMC) subsidiary during the first quarter of fiscal 2013 
which resulted in a $63 million decrease to deferred 
income tax liabilities related to the tax basis of the 
investment in GMC and certain distributed assets, with 
a corresponding discrete non-cash reduction to income 
taxes. During fiscal 2013, we also recorded a $34 million 
discrete decrease in income tax expense and an increase 
in our deferred tax assets related to certain actions 
taken to restore part of the tax benefits associated with 
Medicare Part D subsidies which had previously been 
reduced in fiscal 2010 with the enactment of the Patient 
Protection and Affordable Care Act, as amended by the 
Health Care and Education Reconciliation Act of 2010. 
Our fiscal 2013 tax expense also includes a $12 million 
charge associated with the liquidation of a corporate 
investment.

After-tax earnings from joint ventures for fiscal 2013 
increased to $99 million compared to $88 million in  
fiscal 2012 primarily due to higher tax rates in fiscal 2012 
as a result of discrete tax items and higher operating 
profit offset by unfavorable foreign currency exchange 
in fiscal 2013.

The change in net sales for each joint venture is set 
forth in the following table:

Joint Venture Change in Net Sales
Fiscal 2013

 vs. 2012

CPW (1)%
HDJ (2)
Joint Ventures  (1)%

In fiscal 2013, CPW net sales declined by 1 percentage 
point as 2 percentage points of net sales growth from 
favorable net price realization and mix were offset by 3 
percentage points of net sales decline from unfavorable 
foreign currency exchange. Contribution from volume 
growth was flat compared to fiscal 2012. In fiscal 2013, 
net sales for HDJ decreased 2 percentage points from 
fiscal 2012 as 6 percentage points of net sales growth 
from volume contribution was offset by 7 percentage 
points of net sales decline from unfavorable foreign 
currency exchange and 1 percentage point of net sales 
decline attributable to unfavorable net price realization 
and mix. 

Average diluted shares outstanding decreased by 1 
million in fiscal 2013 from fiscal 2012, due primarily to 
the repurchase of 24 million shares, including 6 million 
purchased under an accelerated share repurchase (ASR) 
agreement.

FISCAL 2013 CONSOLIDATED BALANCE  
SHEET ANALYSIS

Cash and cash equivalents increased $270 million from 
fiscal 2012, as discussed in the “Liquidity” section on 
page 28.

Receivables increased $123 million from fiscal 2012 
primarily as a result of the acquisition of Yoki.

Inventories increased $67 million from fiscal 2012 
primarily as a result of the acquisition of Yoki.

Prepaid expenses and other current assets increased 
$80 million from fiscal 2012, mainly due to an increase in 
other receivables related to the liquidation of a corporate 
investment. 

Land, buildings, and equipment increased $225 
million from fiscal 2012, as $614 million of capital 
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expenditures and $216 million of additions from acquired 
businesses were partially offset by depreciation expense 
of $552 million.

Goodwill and other intangible assets increased $750 
million from fiscal 2012. We recorded $407 million of 
goodwill and $311 million of other intangible assets 
related to acquisitions in fiscal 2013. 

Other assets decreased $22 million from fiscal 2012, 
primarily related to the liquidation of a corporate 
investment. 

Accounts payable increased $274 million from fiscal 
2012, primarily due to the acquisition of Yoki and the 
extension of payment terms.

Long-term debt, including current portion, and notes 
payable increased $540 million from fiscal 2012 primarily 
due to $1.0 billion of debt issuances, partially offset by 
$587 million of debt and commercial paper repayments.

The current and noncurrent portions of net deferred 
income taxes liability increased $149 million from fiscal 
2012 primarily as a result of contributions to our pension 
plan in fiscal 2013.

Other current liabilities increased $401 million from 
fiscal 2012, primarily driven by increases in dividend 
accruals and trade and consumer accruals. 

Other liabilities decreased $237 million from 
fiscal 2012, primarily driven by a decrease in pension, 
postemployment, and postretirement liabilities.

Redeemable interest increased $120 million from 
fiscal 2012, primarily due to a $104 million increase in 
the redemption value of the redeemable interest. 

Retained earnings increased $744 million from 
fiscal 2012, reflecting fiscal 2013 net earnings of $1,855 
million less dividends paid of $868 million and dividends 
declared of $243 million. Treasury stock increased $510 
million from fiscal 2012, due to $1,015 million of share 
repurchases, including $270 million related to an ASR 
agreement, partially offset by $505 million related to 
stock-based compensation plans. Additional paid in 
capital decreased $142 million from fiscal 2012, including 
$30 million related to an ASR agreement. Accumulated 
other comprehensive loss (AOCI) decreased by $158 
million after-tax from fiscal 2012, primarily driven by 
pension and postemployment activity of $144 million. 

Noncontrolling interests decreased $5 million in  
fiscal 2013.

FISCAL 2012 CONSOLIDATED RESULTS OF 
OPERATIONS

Fiscal 2012 net sales grew 12 percent to $16,658 million. 
In fiscal 2012, net earnings attributable to General 

Mills was $1,567 million, down 13 percent from $1,798 
million in fiscal 2011, and we reported diluted EPS of 
$2.35 in fiscal 2012, down 13 percent from $2.70 in fiscal 
2011. Fiscal 2012 results include losses from the mark-
to-market valuation of certain commodity positions 
and grain inventories versus fiscal 2011 which included 
gains. Fiscal 2012 results also include restructuring 
charges reflecting employee severance expense and 
the write-off of certain long-lived assets related to our 
2012 productivity and cost savings plan and integration 
costs resulting from the acquisitions of Yoplait S.A.S. 
and Yoplait Marques S.A.S. Fiscal 2011 results include 
the net benefit from the resolution of uncertain tax 
matters. Diluted EPS excluding these items affecting 
comparability was $2.56 in fiscal 2012, up 3 percent 
from $2.48 in fiscal 2011 (see the “Non-GAAP Measures” 
section on page 89 for our use of this measure and our 
discussion of the items affecting comparability). 

The components of net sales growth are shown in the 
following table:

Components of Net Sales Growth
 Fiscal 2012
 vs. 2011

Contributions from volume growth (a) 9 pts
Net price realization and mix 3 pts
Foreign currency exchange Flat
Net sales growth 12 pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales grew 12 percent in fiscal 2012, due to 9 
percentage points of contribution from volume growth, 
including 12 percentage points of volume growth 
contributed by the acquisition of Yoplait S.A.S. Net price 
realization and mix contributed 3 percentage points of 
net sales growth. Foreign currency exchange was flat 
compared to fiscal 2011.

Cost of sales increased $1,686 million in fiscal 2012 
to $10,613 million. This increase was driven by an $877 
million increase attributable to higher volume and a $610 
million increase attributable to higher input costs and 
product mix. We recorded a $104 million net increase 
in cost of sales related to mark-to-market valuation 
of certain commodity positions and grain inventories 
as described in Note 7 to the Consolidated Financial 
Statements on page 58 of this report, compared to a net 
decrease of $95 million in fiscal 2011.

Gross margin grew 2 percent in fiscal 2012 versus 
fiscal 2011. Gross margin as a percent of net sales 
decreased by 370 basis points from fiscal 2011 to fiscal 
2012. This decrease was primarily driven by higher 
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input costs and losses from mark-to-market valuation 
of certain commodity positions and grain inventories in 
fiscal 2012 versus gains in fiscal 2011.

Selling, general and administrative (SG&A) expenses 
were up $189 million in fiscal 2012 versus fiscal 2011. 
SG&A expenses as a percent of net sales in fiscal 2012 
decreased by 1 percentage point compared to fiscal 2011. 
The increase in SG&A expenses was primarily driven 
by the acquisition of Yoplait S.A.S. and an 8 percent 
increase in advertising and media expense. 

There were no divestitures in fiscal 2012. In fiscal 
2011, we recorded a net divestiture gain of $17 million 
consisting of a gain of $14 million related to the sale 
of a foodservice frozen baked goods product line in our 
International segment and a gain of $3 million related to 
the sale of a pie shell product line in our Bakeries and 
Foodservice segment. 

Restructuring, impairment, and other exit costs 
totaled $102 million in fiscal 2012 as follows:

Expense, in Millions

Productivity and cost savings plan $100.6 
Charges associated with restructuring actions 

previously announced  1.0 
Total $101.6 

In fiscal 2012, we approved a major productivity and 
cost savings plan designed to improve organizational 
effectiveness and focus on key growth strategies. The plan 
included organizational changes to strengthen business 
alignment, and actions to accelerate administrative 
efficiencies across all of our operating segments and 
support functions. In connection with this initiative, 
we eliminated approximately 850 positions globally and 
recorded a $101 million restructuring charge, consisting 
of $88 million of employee severance expense and a non-
cash charge of $13 million related to the write-off of 
certain long-lived assets in our U.S. Retail segment. All 
of our operating segments and support functions were 
affected by these actions including $70 million related 
to our U.S. Retail segment, $12 million related to our 
Bakeries and Foodservice segment, $10 million related to 
our International segment, and $9 million related to our 
administrative functions. These restructuring actions are 
expected to be completed by the end of fiscal 2014. In fiscal 
2012, we paid $4 million in cash related to restructuring 
actions taken in fiscal 2012 and previous years.

Interest, net for fiscal 2012 totaled $352 million, $6 
million higher than fiscal 2011. Average interest bearing 
instruments increased $792 million in fiscal 2012, 
primarily due to the acquisitions of Yoplait S.A.S. and 

Yoplait Marques S.A.S., generating a $46 million increase 
in net interest. The average interest rate decreased 55 
basis points, including the effect of the mix of debt, 
generating a $40 million decrease in net interest.

Our consolidated effective tax rate for fiscal 2012 was 
32.1 percent compared to 29.7 percent in fiscal 2011. The 
2.4 percentage point increase was primarily due to a $100 
million reduction to tax expense recorded in fiscal 2011 
related to a settlement with the Internal Revenue Service 
(IRS) concerning corporate income tax adjustments for 
fiscal years 2002 to 2008. 

After-tax earnings from joint ventures for fiscal 2012 
decreased to $88 million compared to $96 million in 
fiscal 2011 primarily due to higher effective tax rates as a 
result of discrete tax items in fiscal 2012. 

The change in net sales for each joint venture is set 
forth in the following table:

Joint Venture Change in Net Sales
 Fiscal 2012
 vs. 2011

CPW 4%
HDJ 11
Joint Ventures  5%

In fiscal 2012, CPW net sales grew by 4 percent due to 
3 percentage points attributable to net price realization 
and mix, and a 2 percentage point increase from volume, 
partially offset by a 1 percentage point decrease from 
unfavorable foreign currency exchange. In fiscal 2012, 
net sales for HDJ increased 11 percent from fiscal 2011 
due to 7 percentage points of favorable foreign currency 
exchange, 3 percentage points due to an increase in 
volume, and 1 percentage point attributable to net price 
realization and mix.

Average diluted shares outstanding increased by 2 
million in fiscal 2012 from fiscal 2011, due primarily to the 
issuance of common stock from stock option exercises, 
partially offset by share repurchases. 

RESULTS OF SEGMENT OPERATIONS

Our businesses are organized into three operating 
segments: U.S. Retail; International; and Bakeries and 
Foodservice.

Beginning with the first quarter of fiscal 2013, 
we realigned certain divisions within our U.S. Retail 
operating segment and certain geographic regions within 
our International operating segment. We revised the 
amounts previously reported in the net sales percentage 
change by division within our U.S. Retail segment and 
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geographic regions within our International segment. 
These realignments had no effect on previously reported 
consolidated net sales, operating segments’ net sales, 
operating profit, segment operating profit, net earnings 
attributable to General Mills, or earnings per share. 

In the U.S. Retail segment, Big G, Snacks, Yoplait, and 
Small Planet Foods were unchanged. Baking Products 
combines our baking aisle and refrigerated dough 
products. Frozen Foods includes our frozen products, 
as well as Green Giant canned vegetables. Meals 

includes dinner mixes, side dishes, Mexican products, 
and Progresso soups. In the International segment, 
Canada was unchanged. The Australia and New Zealand 
businesses were realigned with our Europe region. The 
Turkey, North Africa, South Africa, and Middle East 
businesses were realigned with our Asia/Pacific region.

The following tables provide the dollar amount and 
percentage of net sales and operating profit from each 
segment for fiscal years 2013, 2012, and 2011:

Net Sales Fiscal Year
 2013  2012  2011

  Percent   Percent    Percent
In Millions Dollars  of Total  Dollars  of Total  Dollars  of Total

U.S. Retail $10,614.9  60% $10,480.2  63% $10,163.9  69%
International 5,200.2  29  4,194.3  25  2,875.5  19 
Bakeries and Foodservice 1,959.0  11  1,983.4  12  1,840.8  12 
Total $17,774.1  100% $16,657.9  100% $14,880.2  100%

Segment Operating Profit

U.S. Retail $2,392.9  75% $2,295.3  76% $2,347.9  80%
International 490.2  15  429.6  14  291.4  10
Bakeries and Foodservice 314.6  10  286.7  10  306.3  10
Total $3,197.7  100% $3,011.6  100% $2,945.6  100%

Segment operating profit excludes unallocated corporate 
items, gain on divestitures, and restructuring, impairment, 
and other exit costs because these items affecting 
operating profit are centrally managed at the corporate 
level and are excluded from the measure of segment 
profitability reviewed by our executive management.

U.S. Retail Segment Our U.S. Retail segment reflects 
business with a wide variety of grocery stores, mass 
merchandisers, membership stores, natural food 
chains, and drug, dollar and discount chains operating 
throughout the United States. Our product categories 
in this business segment include ready-to-eat cereals, 
refrigerated yogurt, ready-to-serve soup, dry dinners, 

shelf stable and frozen vegetables, refrigerated and 
frozen dough products, dessert and baking mixes, 
frozen pizza and pizza snacks, grain, fruit and savory 
snacks, and a wide variety of organic products 
including granola bars, cereal, and soup.

In fiscal 2013, net sales for our U.S. Retail segment 
were $10.6 billion, up 1 percent from fiscal 2012 due 
to contributions from volume growth. Net price 
realization and mix was flat compared to fiscal 2012. 

In fiscal 2012, net sales for this segment totaled 
$10.5 billion, up 3 percent from fiscal 2011. Net price 
realization and mix contributed 9 percentage points 
of growth, partially offset by a 6 percentage point 
decrease due to lower pound volume. 
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Components of U.S. Retail Net Sales Growth

Fiscal 2013 Fiscal 2012
vs. 2012 vs. 2011

Contributions from volume growth (a) 1 pt  (6) pts
Net price realization and mix Flat 9 pts
Net sales growth 1 pt 3 pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales for our U.S. retail divisions are shown in the 
tables below:

U.S. Retail Net Sales by Division

Fiscal Year

In Millions  2013  2012  2011 

Big G $ 2,340.8  $ 2,387.9  $ 2,293.6 
Baking Products  1,845.7   1,792.8   1,736.0 
Snacks  1,717.2   1,578.6   1,378.3 
Frozen Foods  1,549.6   1,601.0   1,596.8 
Meals  1,481.0   1,452.8  1,431.5 
Yoplait  1,352.6   1,418.5   1,499.0 
Small Planet Foods and other  328.0   248.6   228.7 
Total $10,614.9  $10,480.2  $10,163.9 

U.S. Retail Net Sales Percentage  
Change by Division

Fiscal 2013 Fiscal 2012
vs. 2012 vs. 2011

Big G (2)% 4%
Baking Products 3  3 
Snacks 9  15 
Frozen Foods (3) Flat
Meals 2  2 
Yoplait (5) (5)
Small Planet Foods 35  19 
Total 1% 3%

The 1 percentage point increase in the fiscal 2013 U.S. 
Retail segment net sales was driven by the Snacks, Small 
Planet Foods, Baking Products, and Meals divisions, 
partially offset by declines in the Yoplait, Frozen Foods, 
and Big G divisions. 

The 3 percentage point increase in the fiscal 2012 
U.S. Retail segment net sales was driven by the Snacks, 
Big G, Baking Products, Small Planet Foods, and Meals 
divisions, partially offset by declines in the Yoplait 

division. Frozen Foods net sales were flat compared to 
fiscal 2011.  

Segment operating profit of $2.4 billion in fiscal 2013 
improved $98 million, or 4 percent, from fiscal 2012. The 
increase was primarily driven by a 5 percent reduction 
in advertising and media expense, favorable net price 
realization and mix, and higher volume, partially offset 
by an increase in input costs. 

Segment operating profit of $2.3 billion in fiscal 2012 
declined $53 million, or 2 percent, from fiscal 2011. The 
decrease was primarily driven by higher input costs, 
lower volume, and a 5 percent increase in advertising 
and media expense.

International Segment Our International segment 
consists of retail and foodservice businesses outside of 
the United States. In Canada, our product categories 
include ready-to-eat cereals, shelf stable and frozen 
vegetables, dry dinners, refrigerated and frozen dough 
products, dessert and baking mixes, frozen pizza snacks, 
refrigerated yogurt, and grain and fruit snacks. In 
markets outside North America, our product categories 
include super-premium ice cream and frozen desserts, 
refrigerated yogurt, snacks, shelf stable and frozen 
vegetables, refrigerated and frozen dough products, and 
dry dinners. Our International segment also includes 
products manufactured in the United States for export, 
mainly to Caribbean and Latin American markets, as well 
as products we manufacture for sale to our international 
joint ventures. Revenues from export activities and 
franchise fees are reported in the region or country 
where the end customer is located. 

As part of a long-term plan to conform the fiscal year 
ends of all our operations, we have changed the reporting 
period of certain countries within our International 
segment from an April fiscal year end to a May fiscal 
year end to match our fiscal calendar. Accordingly, in the 
year of change, our results include 13 months of results 
from the affected operations compared to 12 months 
in previous fiscal years. In fiscal 2013, we changed 
the reporting period for our operations in Europe and 
Australia. The impact of these changes was not material 
to the fiscal 2013 International segment results of 
operations. 

Net sales for our International segment totaled $5,200 
million in fiscal 2013, up 24 percent from $4,194 million 
in fiscal 2012. The growth in fiscal 2013 was driven by 
21 percentage points from new businesses, primarily 
Yoki, Yoplait S.A.S., and Yoplait Canada. Excluding the 
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impact of new businesses, net sales were up 3 percent. 
Volume contributed 34 percentage points of net sales 
growth, including 32 percentage points resulting from 
new businesses, partially offset by 6 percentage points of 
unfavorable net price realization and mix and 4 percentage 
points of unfavorable foreign currency exchange.   

Net sales totaled $4,194 million in fiscal 2012, up 46 
percent from $2,876 million in fiscal 2011. The growth in 
fiscal 2012 was driven by 36 percentage points contributed 
by the acquisition of Yoplait S.A.S. Volume contributed 
65 percentage points of net sales growth, including 63 
percentage points resulting from the acquisition of 
Yoplait S.A.S., and favorable foreign currency exchange 
contributed 1 percentage point of net sales growth. These 
gains were partially offset by a decrease of 20 percentage 
points due to unfavorable net price realization and mix 
resulting from the acquisition of Yoplait S.A.S. 

Components of International Net Sales Growth

Fiscal 2013 Fiscal 2012
 vs. 2012 vs. 2011

Contributions from volume growth (a) 34 pts 65 pts
Net price realization and mix (6) pts (20) pts
Foreign currency exchange (4) pts 1 pt
Net sales growth 24 pts 46 pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales for our International segment by geographic 
region are shown in the following tables:

International Net Sales by Geographic Region

Fiscal Year
In Millions 2013  2012  2011 

Europe (a) $2,214.6  $1,988.5  $1,079.2 
Canada  1,210.5   990.9   769.9 
Asia/Pacific  899.1   810.1   663.7 
Latin America 876.0   404.8   362.7 
Total $5,200.2  $4,194.3  $2,875.5 

(a)  Fiscal 2013 net sales for the Europe region include an additional month 
of results.

International Change in Net Sales by Geographic Region 

 Percentage Change in 
Percentage Change in Net Sales on Constant   

 Net Sales as Reported Currency Basis (a)

Fiscal 2013 Fiscal 2012 Fiscal 2013 Fiscal 2012
 vs. 2012 vs. 2011 vs. 2012 vs. 2011

Europe (b) 11% 84% 15% 83%
Canada 22  29  22  28 
Asia/Pacific 11  22  11  20 
Latin America 116  12  139  14 
Total (b) 24% 46% 28% 45%

(a)  See the “Non-GAAP Measures” section on page 89 for our use of this 
measure.

(b)  Fiscal 2013 percentage change in net sales as reported for the Europe 
region includes 4 percentage points of growth due to an additional month 
of results. The impact to fiscal 2013 net sales growth for the International 
segment was not material.

The 24 percentage point increase in the International 
segment fiscal 2013 net sales was driven by growth 
across all regions. On a constant currency basis, 
International segment net sales grew 28 percent, with 
139 percent growth in the Latin America region, 15 
percent growth in the Europe region, 22 percent growth 
in the Canada region, and 11 percent growth in the Asia/
Pacific region.   

The 46 percentage point increase in the International 
segment fiscal 2012 net sales was driven by growth 
across all regions. On a constant currency basis, 
International segment net sales grew 45 percent, with 
83 percent growth in the Europe region, 28 percent 
growth in the Canada region, 20 percent growth in the 
Asia/Pacific region, and 14 percent growth in the Latin 
America region.        

Segment operating profit for fiscal 2013 grew 14 
percent to $490 million from $430 million in fiscal 2012, 
primarily driven by volume growth, the Yoki acquisition, 
and a full year of activity from Yoplait S.A.S., partially 
offset by unfavorable foreign currency exchange.

During fiscal 2010, Venezuela became a highly 
inflationary economy. In February 2013, the Venezuelan 
government devalued the bolivar by resetting the official 
exchange rate. The effect of the devaluation in fiscal 
2013 was a $25 million foreign exchange loss in segment 
operating profit resulting from the remeasurement of 
assets and liabilities of our Venezuelan subsidiary. We 
continue to use the official exchange rate to remeasure 
the financial statements of our Venezuelan operations, 
as we expect to remit dividends through transactions at 
the official rate. We do not expect that the effects of the 
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devaluation will have a material impact on our results in 
the future. 

Segment operating profit for fiscal 2012 grew 47 
percent to $430 million, from $291 million in fiscal 2011, 
primarily driven by the acquisition of Yoplait S.A.S., 
higher volume, and favorable foreign currency effects. 

Bakeries and Foodservice Segment In our Bakeries 
and Foodservice segment our product categories include 
ready-to-eat cereals, snacks, refrigerated yogurt, unbaked 
and fully baked frozen dough products, baking mixes, and 
flour. Many products we sell are branded to the consumer 
and nearly all are branded to our customers. We sell to 
distributors and operators in many customer channels 
including foodservice, convenience stores, vending, and 
supermarket bakeries. Substantially all of this segment’s 
operations are located in the United States.

For fiscal 2013, net sales for our Bakeries and 
Foodservice segment decreased 1 percent to $1,959 
million due to lower pound volume. Net price realization 
and mix was flat compared to fiscal 2012 as gains 
from favorable product mix were offset by declines in 
commodity index priced items. 

For fiscal 2012, net sales for our Bakeries and 
Foodservice segment increased 8 percent to $1,983 million. 
The increase in fiscal 2012 was driven by an increase in 
net price realization and mix of 7 percentage points and 1 
percentage point contributed by volume growth.  

Components of Bakeries and Foodservice Net Sales Growth

Fiscal 2013 Fiscal 2012
vs. 2012 vs. 2011

Contributions from volume growth (a) (1) pt 1 pt
Net price realization and mix Flat 7 pts
Foreign currency exchange NM NM
Net sales growth (1) pt 8 pts
(a) Measured in tons based on the stated weight of our product shipments. 

Net sales for our Bakeries and Foodservice segment 
are shown in the following table:

Bakeries and Foodservice Net Sales

Fiscal Year
In Millions  2013  2012  2011

Total $1,959.0  $ 1,983.4  $1,840.8 

In fiscal 2013, segment operating profit was $315 
million, up 10 percent from $287 million in fiscal 2012. 
The increase was primarily driven by favorable product 
mix, lower manufacturing and input costs, and reduced 
administrative costs. 

In fiscal 2012, segment operating profit was $287 
million, down 6 percent from $306 million in fiscal 
2011. The decrease was primarily driven by lower grain 
merchandising earnings. 

Unallocated Corporate Items Unallocated corporate 
items include corporate overhead expenses, variances 
to planned domestic employee benefits and incentives, 
contributions to the General Mills Foundation, and other 
items that are not part of our measurement of segment 
operating performance. This includes gains and losses 
from mark-to-market valuation of certain commodity 
positions until passed back to our operating segments 
in accordance with our policy as discussed in Note 2  
of the Consolidated Financial Statements on page 50 of 
this report.

For fiscal 2013, unallocated corporate expense totaled 
$326 million compared to $348 million last year. In 
fiscal 2013 we recorded a $4 million net decrease in 
expense related to mark-to-market valuation of certain 
commodity positions and grain inventories, compared to 
a $104 million net increase in expense last year. Pension 
expense increased $40 million in fiscal 2013 compared to 
fiscal 2012. In fiscal 2013, we also recorded $12 million of 
integration costs related to the acquisition of Yoki.

Unallocated corporate expense totaled $348 million in 
fiscal 2012 compared to $184 million in fiscal 2011. In 
fiscal 2012, we recorded a $104 million net increase in 
expense related to mark-to-market valuation of certain 
commodity positions and grain inventories, compared to 
a $95 million net decrease in expense in fiscal 2011. In 
fiscal 2012, we also recorded $11 million of integration 
costs related to the acquisitions of Yoplait S.A.S. and 
Yoplait Marques S.A.S. These increases in expense were 
partially offset by a decrease in compensation and benefit 
expense compared to fiscal 2011. 
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IMPACT OF INFLATION

We have experienced significant input cost volatility 
since fiscal 2006. Our gross margin performance in 
fiscal 2013 reflects the impact of 3 percent input cost 
inflation, primarily on commodities inputs. We expect 
the rate of inflation of commodities and energy costs 
to be consistent in fiscal 2014. We attempt to minimize 
the effects of inflation through planning and operating 
practices. Our risk management practices are discussed 
on pages 41 and 42 of this report.

The Patient Protection and Affordable Care Act, 
as amended by the Health Care and Education 
Reconciliation Act of 2010 (collectively, the Act) was 
signed into law in March 2010. The Act codifies health 
care reforms with staggered effective dates from 2010 to 
2018. Many provisions in the Act require the issuance of 
additional guidance from various government agencies. 
Because the Act does not take effect fully until future 
years, the Act did not have a material impact on our 
fiscal 2013, 2012, or 2011 results of operations. Given 
the complexity of the Act, the extended time period 
over which the reforms will be implemented, and the 
unknown impact of future regulatory guidance, the full 
impact of the Act on future periods will not be known 
until those regulations are adopted.

LIQUIDITY

The primary source of our liquidity is cash flow from 
operations. Over the most recent three-year period, 
our operations have generated $6.9 billion in cash. A 
substantial portion of this operating cash flow has been 
returned to stockholders through share repurchases and 
dividends. We also use this source of liquidity to fund our 
capital expenditures and acquisitions. We typically use a 
combination of cash, notes payable, and long-term debt 
to finance acquisitions and major capital expansions.

As of May 26, 2013, we had $714 million of cash and 
cash equivalents held in foreign jurisdictions which will 
be used to fund foreign operations and acquisitions. 
There is currently no need to repatriate these funds in 
order to meet domestic funding obligations or scheduled 
cash distributions. If we choose to repatriate cash held 
in foreign jurisdictions, we expect to do so only in a tax-
neutral manner. 

Cash Flows from Operations

 Fiscal Year
In Millions 2013  2012  2011 

Net earnings, including  
 earnings attributable to  
 noncontrolling interests $1,892.5  $1,589.1  $1,803.5 
Depreciation and amortization  588.0   541.5   472.6 
After-tax earnings from  
 joint ventures  (98.8)  (88.2)  (96.4)
Distributions of earnings  
 from joint ventures  115.7   68.0   72.7 
Stock-based compensation 100.4   108.3   105.3 
Deferred income taxes  81.8   149.4  205.3 
Tax benefit on exercised options  (103.0)  (63.1)  (106.2)
Pension and other postretirement  
 benefit plan contributions  (223.2)  (222.2)  (220.8)
Pension and other postretirement  
 benefit plan expense  131.2   77.8   73.6 
Divestitures (gain)  —   —  (17.4)
Restructuring, impairment,  
 and other exit costs (60.2)  97.8   (1.3)
Changes in current  
 assets and liabilities  471.1   243.8   (720.9)
Other, net  30.5  (95.0)  (38.9)
Net cash provided by  
 operating activities $2,926.0  $2,407.2  $1,531.1 

In fiscal 2013, our operations generated $2.9 billion 
of cash compared to $2.4 billion in fiscal 2012. The 
$519 million increase is primarily due to a $303 million 
increase in net earnings and $227 million from changes 
in current assets and liabilities. Other current liabilities 
accounted for $336 million of the increase in current 
assets and liabilities due to trade and tax accruals, and 
accounts payable accounted for $252 million of the 
increase partly as the result of the extension of payment 
terms. These were partially offset by a $214 million 
change in prepaid expenses and other current assets 
primarily due to changes in derivative receivables and 
changes in other receivables related to the liquidation 
of a corporate investment, and a $126 million change 
in inventory largely driven by a lower level of inventory 
reduction activity compared to fiscal 2012. In both fiscal 
2013 and fiscal 2012, we made a $200 million voluntary 
contribution to our principal domestic pension plans.  
In addition, we paid $80 million in cash related to 
restructuring actions in fiscal 2013. 
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We strive to grow core working capital at or below our 
growth in net sales. For fiscal 2013, core working capital 
decreased 5 percent, compared to net sales growth 
of 7 percent, primarily due to an increase in accounts 
payable. In fiscal 2012, core working capital decreased 7 
percent, compared to net sales growth of 12 percent, and 
in fiscal 2011, core working capital increased 16 percent, 
compared to net sales growth of 2 percent. 

In fiscal 2012, our operations generated $2.4 billion 
of cash compared to $1.5 billion in fiscal 2011. The $876 
million increase primarily reflects changes in current 
assets and liabilities, including a $384 million increase 
driven by inventory reduction efforts in fiscal 2012. 
Prepaid expenses and other current assets accounted for 
a $245 million increase, primarily reflecting changes in 
foreign currency hedges and the fair value of open grain 
contracts. Other current liabilities accounted for a $386 
million increase, primarily reflecting changes in accrued 
income taxes as a result of audit settlements and 
court decisions in fiscal 2011 and changes in consumer 
marketing and related accruals. The favorable change in 
working capital was offset by a $214 million decrease in 
net earnings. Additionally, fiscal 2012 included non-cash 
restructuring charges of $101 million reflecting employee 
severance expense and the write-off of certain long-
lived assets. In both fiscal 2012 and fiscal 2011, we made 
a $200 million voluntary contribution to our principal 
domestic pension plans. 

Cash Flows from Investing Activities

Fiscal Year
In Millions 2013  2012  2011 

Purchases of land, buildings,  
and equipment $  (613.9) $  (675.9) $  (648.8)

Acquisitions  (898.0)  (1,050.1) (123.3)
Investments in affiliates, net  (40.4)  (22.2) (1.8)
Proceeds from disposal of land,  
 buildings, and equipment  24.2   2.2   4.1 
Proceeds from divestiture  
 of product lines  —  —  34.4 
Exchangeable note  16.2   (131.6)  —
Other, net  (3.5)  6.8   20.3 
Net cash used by  
 investing activities $ (1,515.4) $ (1,870.8) $ (715.1)

In fiscal 2013, cash used by investing activities 
decreased by $355 million from fiscal 2012. In the second 
quarter of fiscal 2013, we acquired Yoki, a privately held 
food company headquartered in Sao Bernardo do Campo, 
Brazil, for an aggregate purchase price of $940 million, 

comprised of $820 million of cash, net of $31 million of 
cash acquired, and $120 million of non-cash consideration 
for debt assumed. We invested $614 million in land, 
buildings, and equipment in fiscal 2013, $62 million less 
than the same period last year. In addition, we received $16 
million in payments from Sodiaal International (Sodiaal) in 
fiscal 2013 against the $132 million exchangeable note we 
purchased in fiscal 2012. 

In fiscal 2012, cash used by investing activities increased 
by $1.2 billion from fiscal 2011. The increased use of cash 
primarily reflected the acquisitions of Yoplait S.A.S. and 
Yoplait Marques S.A.S. in fiscal 2012 for an aggregate 
purchase price of $1.2 billion, comprised of $900 million 
of cash, net of $30 million of cash acquired, and $261 
million of non-cash consideration for debt assumed. In 
addition, we purchased a zero coupon exchangeable note 
due in 2016 from Sodiaal with a notional amount of $132 
million. We invested $676 million in land, buildings, and 
equipment in fiscal 2012.

We expect capital expenditures to be approximately 
$700 million in fiscal 2014. These expenditures will 
support initiatives that are expected to: increase 
manufacturing capacity for Greek yogurt; fuel 
International growth and expansion; and continue HMM 
initiatives throughout our supply chain.

Cash Flows from Financing Activities

 Fiscal Year
In Millions 2013  2012  2011 

Change in notes payable $  (44.5) $  227.9  $  (742.6)
Issuance of long-term debt  1,001.1   1,390.5   1,200.0 
Payment of long-term debt  (542.3)  (1,450.1)  (7.4)
Proceeds from common stock  
 issued on exercised options 300.8   233.5   410.4 
Tax benefit on exercised options  103.0  63.1   106.2 
Purchases of common  
 stock for treasury  (1,044.9)  (313.0)  (1,163.5)
Dividends paid  (867.6)  (800.1)  (729.4)
Distributions to noncontrolling  
 and redeemable interest holders  (39.2) (5.2)  (4.3)
Other, net  (6.6)  (13.2)  (10.3)
Net cash used by  
 financing activities $  (1,140.2) $  (666.6) $  (940.9)

Net cash used by financing activities increased by 
$474 million in fiscal 2013. In January 2013, we issued 
$750 million aggregate principal amount of fixed rate 
notes. The issuance consisted of $250 million 0.875 
percent notes due January 29, 2016 and $500 million 
4.15 percent notes due February 15, 2043. Interest on the 
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fixed-rate notes is payable semi-annually in arrears. The 
fixed rate notes due January 29, 2016 may be redeemed 
in whole, or in part, at our option at any time for a 
specified make whole amount. The fixed rate notes due 
February 15, 2043 may be redeemed in whole, or in part, 
at our option at any time prior to August 15, 2042 for 
a specified make whole amount and any time on or 
after that date at par. These notes are senior unsecured 
obligations that include a change of control repurchase 
provision. The net proceeds were used to reduce our 
commercial paper borrowings. 

In January 2013, we issued $250 million floating rate 
notes due January 29, 2016. The floating-rate notes bear 
interest equal to three-month LIBOR plus 30 basis points, 
subject to quarterly reset. Interest on the floating-rate 
notes is payable quarterly in arrears. The floating rate 
notes are not redeemable prior to maturity. These notes 
are senior unsecured obligations that include a change 
of control repurchase provision. The net proceeds were 
used to reduce our commercial paper borrowings.

In September 2012, we repaid $521 million of 5.65 
percent notes. In February 2012, we repaid $1.0 billion 
of 6.0 percent notes. In November 2011, we issued $1.0 
billion aggregate principal amount of 3.15 percent notes 
due December 15, 2021. The net proceeds were used to 
repay a portion of our notes due February 2012, reduce 
our commercial paper borrowings, and for general 
corporate purposes. Interest on these notes is payable 
semi-annually in arrears. These notes may be redeemed 
at our option at any time prior to September 15, 2021 
for a specified make whole amount and any time on or 
after that date at par. These notes are senior unsecured, 
unsubordinated obligations that include a change of 
control repurchase provision.

As part of our acquisition of Yoplait S.A.S. in fiscal 
2012, we consolidated $458 million of primarily euro-
denominated Euribor-based floating-rate bank debt. In 
December 2011, we refinanced this debt with $390 million 
of euro-denominated Euribor-based floating-rate bank 
debt due at various dates through December 15, 2014.

In May 2011, we issued $300 million aggregate 
principal amount of 1.55 percent fixed-rate notes and 
$400 million aggregate principal amount of floating-rate 
notes, both due May 16, 2014. The proceeds of these 
notes were used to repay a portion of our outstanding 
commercial paper.  The floating-rate notes bear interest 
equal to three-month LIBOR plus 35 basis points, subject 
to quarterly reset.  Interest on the floating-rate notes is 
payable quarterly in arrears. Interest on the fixed-rate 
notes is payable semi-annually in arrears.  The fixed-rate 

notes may be redeemed at our option at any time for a 
specified make whole amount. These notes are senior 
unsecured, unsubordinated obligations that include a 
change of control repurchase provision.

In June 2010, we issued $500 million aggregate 
principal amount of 5.4 percent notes due 2040. The 
proceeds of these notes were used to repay a portion 
of our outstanding commercial paper. Interest on 
these notes is payable semi-annually in arrears. These 
notes may be redeemed at our option at any time for 
a specified make whole amount. These notes are senior 
unsecured, unsubordinated obligations that include a 
change of control repurchase provision.

During fiscal 2013, we had $301 million in proceeds from 
common stock issued on exercised options compared to 
$234 million in fiscal 2012, an increase of $67 million. 
During fiscal 2011, we had $410 million in proceeds from 
common stock issued on exercised options.

In June 2010, our Board of Directors authorized the 
repurchase of up to 100 million shares of our common 
stock. Purchases under the authorization can be made in 
the open market or in privately negotiated transactions, 
including the use of call options and other derivative 
instruments, Rule 10b5-1 trading plans, and accelerated 
repurchase programs. The authorization has no specified 
termination date. During fiscal 2013, we paid $1,015 
million to repurchase 24 million shares of our common 
stock, including 6 million shares with a fair value of 
$270 million purchased as part of an ASR agreement. 
Under the terms of the ASR agreement, we also paid 
an additional $30 million to the unrelated financial 
institution for shares which will be settled in the first 
quarter of fiscal 2014. During fiscal 2012, we repurchased 
8 million shares of our common stock for an aggregate 
purchase price of $313 million. During fiscal 2011, we 
repurchased 32 million shares of our common stock for 
an aggregate purchase price of $1,164 million.  

Dividends paid in fiscal 2013 totaled $868 million, or 
$1.32 per share, an 8 percent per share increase from 
fiscal 2012. Dividends paid in fiscal 2012 totaled $800 
million, or $1.22 per share, a 9 percent per share increase 
from fiscal 2011 dividends of $1.12 per share. On March 
12, 2013, our Board of Directors approved a dividend 
increase, effective with the August 1, 2013 payment, to 
an annual rate of $1.52 per share, a 15 percent increase 
from the rate paid in fiscal 2013.
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Selected Cash Flows from Joint Ventures

Selected cash flows from our joint ventures are set 
forth in the following table:

Fiscal Year
Inflow (Outflow), in Millions 2013  2012  2011 

Advances to joint ventures, net $ (36.7) $ (22.2) $ (1.8)
Dividends received  115.7   68.0   72.7 

CAPITAL RESOURCES

Total capital consisted of the following:
  

In Millions May 26, 2013 May 27, 2012

Notes payable $  599.7  $  526.5 
Current portion of long-term debt  1,443.3   741.2 
Long-term debt  5,926.1   6,161.9 
Total debt  7,969.1   7,429.6 
Redeemable interest  967.5   847.8 
Noncontrolling interests  456.3   461.0 
Stockholders’ equity  6,672.2   6,421.7 
Total capital $16,065.1  $15,160.1 

The following table details the fee-paid committed  
and uncommitted credit lines we had available as of 
May 26, 2013:

In Billions Amount

Credit facility expiring:
 April 2015 $1.0 
 April 2017 1.7
Total committed credit facilities  2.7
Uncommitted credit facilities  0.3 
Total committed and uncommitted credit facilities $3.0 

To ensure availability of funds, we maintain bank 
credit lines sufficient to cover our outstanding short-
term borrowings. Commercial paper is a continuing 
source of short-term financing. We have commercial 
paper programs available to us in the United States 
and Europe. Our commercial paper borrowings are 
supported by $2.7 billion of fee-paid committed credit 
lines, consisting of a $1.0 billion facility expiring in April 
2015 and a $1.7 billion facility expiring in April 2017. 
We also have $333 million in uncommitted credit lines 
that support our foreign operations. As of May 26, 
2013, there were no amounts outstanding on the fee-
paid committed credit lines and $84 million was drawn 
on the uncommitted lines. The credit facilities contain 

several covenants, including a requirement to maintain a 
fixed charge coverage ratio of at least 2.5 times.

Certain of our long-term debt agreements, our credit 
facilities, and our noncontrolling interests contain 
restrictive covenants. As of May 26, 2013, we were in 
compliance with all of these covenants.

We have $1,443 million of long-term debt maturing 
in the next 12 months that is classified as current. We 
believe that cash flows from operations, together with 
available short- and long-term debt financing, will be 
adequate to meet our liquidity and capital needs for at 
least the next 12 months.

As of May 26, 2013, our total debt, including the 
impact of derivative instruments designated as hedges, 
was 73 percent in fixed-rate and 27 percent in floating-
rate instruments, compared to 71 percent in fixed-rate 
and 29 percent in floating-rate instruments on May 
27, 2012. The change in the fixed-rate and floating-rate 
percentages was driven by the issuance of fixed rate 
bonds in January 2013.

Growth in return on average total capital is one of 
our key performance measures (see the “Non-GAAP 
Measures” section on page 89 for our discussion of this 
measure, which is not defined by GAAP). Return on 
average total capital decreased from 12.7 percent in fiscal 
2012 to 11.9 percent in fiscal 2013 primarily reflecting 
the impact of acquisitions. We also believe that our fixed 
charge coverage ratio and the ratio of operating cash flow 
to debt are important measures of our financial strength. 
Our fixed charge coverage ratio in fiscal 2013 was 7.62 
compared to 6.26 in fiscal 2012. The measure increased 
from fiscal 2012 as earnings before income taxes and 
after-tax earnings from joint ventures increased by 
$324 million and fixed charges decreased by $32 million, 
driven primarily by lower interest. Our operating cash 
flow to debt ratio increased 4.3 percentage points to 36.7 
percent in fiscal 2013, driven by a higher rate of increase 
in cash flows from operations than in total debt.

During the first quarter of fiscal 2012, we acquired 
a 51 percent controlling interest in Yoplait S.A.S. and 
a 50 percent interest in Yoplait Marques S.A.S. Sodiaal 
holds the remaining interests in each of the entities. We 
consolidated both entities into our consolidated financial 
statements. At the date of the acquisition, we recorded 
the $264 million fair value of Sodiaal’s 50 percent 
interest in Yoplait Marques S.A.S. as a noncontrolling 
interest, and the $904 million fair value of its 49 percent 
interest in Yoplait S.A.S. as a redeemable interest on our 
Consolidated Balance Sheets. These euro-denominated 
interests are reported in U.S. dollars on our Consolidated 
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Balance Sheets. Sodiaal has the ability to put a limited 
portion of its redeemable interest to us at fair value once 
per year up to a maximum of 9 years. As of May 26, 
2013, the redemption value of the redeemable interest 
was $968 million which approximates its fair value.

During the first quarter of fiscal 2013, in conjunction 
with the consent of the Class A investor, we restructured 
GMC through the distribution of its manufacturing 
assets, stock, inventory, cash and certain intellectual 
property to a wholly owned subsidiary. GMC retained 
the remaining intellectual property. Immediately 
following the restructuring, the Class A Interests of 
GMC were sold by the then current holder to another 
unrelated third-party investor.

The third-party holder of the GMC Class A Interests 
receives quarterly preferred distributions from available 
net income based on the application of a floating 
preferred return rate, currently equal to the sum of 
three-month LIBOR plus 110 basis points, to the holder’s 
capital account balance established in the most recent 
mark-to-market valuation (currently $252 million). 
The preferred return rate is adjusted every three years 
through a negotiated agreement with the Class A 
Interest holder or through a remarketing auction. 

The holder of the Class A Interests may initiate 
a liquidation of GMC under certain circumstances, 
including, without limitation, the bankruptcy of GMC 
or its subsidiaries, GMC’s failure to deliver the preferred 
distributions on the Class A Interests, GMC’s failure to 
comply with portfolio requirements, breaches of certain 
covenants, lowering of our senior debt rating below 
either Baa3 by Moody’s or BBB- by Standard & Poor’s, 
and a failed attempt to remarket the Class A Interests. 
In the event of a liquidation of GMC, each member of 
GMC will receive the amount of its then current capital 
account balance. We may avoid liquidation by exercising 
our option to purchase the Class A Interests. 

We may exercise our option to purchase the Class A 
Interests for consideration equal to the then current 
capital account value, plus any unpaid preferred return 
and the prescribed make-whole amount. If we purchase 
these interests, any change in the unrelated third-party 
investor’s capital account from its original value will be 
charged directly to retained earnings and will increase 
or decrease the net earnings used to calculate EPS in 
that period.

OFF-BALANCE SHEET ARRANGEMENTS AND 
CONTRACTUAL OBLIGATIONS

As of May 26, 2013, we have issued guarantees and 
comfort letters of $356 million for the debt and other 
obligations of consolidated subsidiaries, and guarantees 
and comfort letters of $259 million for the debt and other 
obligations of non-consolidated affiliates, mainly CPW. In 
addition, off-balance sheet arrangements are generally 
limited to the future payments under non-cancelable 
operating leases, which totaled $438 million as of  
May 26, 2013.

As of May 26, 2013, we had invested in four variable 
interest entities (VIEs). None of our VIEs are material 
to our results of operations, financial condition, or 
liquidity as of and for the year ended May 26, 2013. 
We determined whether or not we were the primary 
beneficiary (PB) of each VIE using a qualitative 
assessment that considered the VIE’s purpose and 
design, the involvement of each of the interest holders, 
and the risks and benefits of the VIE.  We are the PB 
of three of the VIEs. We provided minimal financial or 
other support to our VIEs during fiscal 2013, and there 
are no arrangements related to VIEs that would require 
us to provide significant financial support in the future.

Our defined benefit plans in the United States are 
subject to the requirements of the Pension Protection 
Act (PPA). The PPA revised the basis and methodology 
for determining defined benefit plan minimum funding 
requirements as well as maximum contributions to and 
benefits paid from tax-qualified plans. The PPA may 
ultimately require us to make additional contributions to 
our domestic plans. We made $200 million of voluntary 
contributions to our principal U.S. plans in each of fiscal 
2013 and fiscal 2012. We do not expect to be required 
to make any contributions in fiscal 2014. Actual fiscal 
2014 contributions could exceed our current projections, 
and may be influenced by our decision to undertake 
discretionary funding of our benefit trusts or by changes 
in regulatory requirements. Additionally, our projections 
concerning timing of the PPA funding requirements 
are subject to change and may be influenced by factors 
such as general market conditions affecting trust asset 
performance, interest rates, and our future decisions 
regarding certain elective provisions of the PPA.
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The following table summarizes our future estimated 
cash payments under existing contractual obligations, 
including payments due by period:

Payments Due by Fiscal Year
      2019 and
In Millions Total 2014  2015-16  2017-18  Thereafter

Long-term debt (a) $ 7,372.8  $1,442.0  $1,680.8  $1,100.0  $3,150.0 
Accrued interest  91.2   91.2   —   —   — 
Operating leases (b)  437.7   93.4   135.1   94.7   114.5 
Capital leases  4.2   1.8   2.2   0.2   — 
Purchase obligations (c) 2,582.3   2,215.8   167.6   107.0   91.9 
Total contractual  
 obligations 10,488.2  3,844.2   1,985.7   1,301.9   3,356.4 
Other long-term  
 obligations (d) 1,816.3   —   —   —   — 
Total long-term  

obligations $12,304.5  $3,844.2  $1,985.7  $1,301.9  $3,356.4 

(a)  Amounts represent the expected cash payments of our long-term debt 
and do not include $4 million for capital leases or $7 million for net 
unamortized bond premiums and discounts and fair value adjustments.

(b)  Operating leases represents the minimum rental commitments under 
non-cancelable operating leases.

(c)  The majority of the purchase obligations represent commitments for raw 
material and packaging to be utilized in the normal course of business 
and for consumer marketing spending commitments that support our 
brands. For purposes of this table, arrangements are considered purchase 
obligations if a contract specifies all significant terms, including fixed or 
minimum quantities to be purchased, a pricing structure, and approximate 
timing of the transaction. Most arrangements are cancelable without a 
significant penalty and with short notice (usually 30 days). Any amounts 
reflected on the Consolidated Balance Sheets as accounts payable and 
accrued liabilities are excluded from the table above.

(d)  The fair value of our foreign exchange, equity, commodity, and grain 
derivative contracts with a payable position to the counterparty 
was $36 million as of May 26, 2013, based on fair market values as 
of that date. Future changes in market values will impact the amount 
of cash ultimately paid or received to settle those instruments in the 
future. Other long-term obligations mainly consist of liabilities for 
accrued compensation and benefits, including the underfunded status 
of certain of our defined benefit pension, other postretirement, and 
postemployment plans, and miscellaneous liabilities. We expect to pay 
$19 million of benefits from our unfunded postemployment benefit plans 
and $14 million of deferred compensation in fiscal 2014. We are unable to 
reliably estimate the amount of these payments beyond fiscal 2014. As of 
May 26, 2013, our total liability for uncertain tax positions and accrued 
interest and penalties was $266 million. 

SIGNIFICANT ACCOUNTING ESTIMATES

For a complete description of our significant accounting 
policies, see Note 2 to the Consolidated Financial 
Statements on page 50 of this report. Our significant 
accounting estimates are those that have a meaningful 
impact on the reporting of our financial condition 
and results of operations. These estimates include our 
accounting for promotional expenditures, valuation 
of long-lived assets, intangible assets, redeemable 
interest, stock-based compensation, income taxes, 
and defined benefit pension, other postretirement and 
postemployment benefits.

Promotional Expenditures Our promotional activities 
are conducted through our customers and directly or 
indirectly with end consumers. These activities include: 
payments to customers to perform merchandising 
activities on our behalf, such as advertising or in-store 
displays; discounts to our list prices to lower retail shelf 
prices; payments to gain distribution of new products; 
coupons, contests, and other incentives; and media and 
advertising expenditures. The media and advertising 
expenditures are generally recognized as expense when 
the advertisement airs. The cost of payments to customers 
and other consumer-related activities are recognized as 
the related revenue is recorded, which generally precedes 
the actual cash expenditure. The recognition of these 
costs requires estimation of customer participation and 
performance levels. These estimates are made based on 
the forecasted customer sales, the timing and forecasted 
costs of promotional activities, and other factors. 
Differences between estimated expenses and actual 
costs are normally insignificant and are recognized as a 
change in management estimate in a subsequent period. 
Our accrued trade, coupon, and consumer marketing 
liabilities were $635 million as of May 26, 2013, and $561 
million as of May 27, 2012. Because our total promotional 
expenditures (including amounts classified as a 
reduction of revenues) are significant, if our estimates 
are inaccurate we would have to make adjustments in 
subsequent periods that could have a material effect on 
our results of operations.

Valuation of Long-Lived Assets Long-lived assets are 
reviewed for impairment whenever events or changes 
in circumstances indicate that the carrying amount of 
an asset (or asset group) may not be recoverable. An 
impairment loss would be recognized when estimated 
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undiscounted future cash flows from the operation 
and disposition of the asset group are less than the 
carrying amount of the asset group. Asset groups 
have identifiable cash flows independent of other asset 
groups. Measurement of an impairment loss would be 
based on the excess of the carrying amount of the asset 
or asset group over its fair value. Fair value is measured 
using discounted cash flows or independent appraisals, 
as appropriate.

Intangible Assets Goodwill is not subject to amortization 
and is tested for impairment annually and whenever 
events or changes in circumstances indicate that 
impairment may have occurred. Impairment testing is 
performed for each of our reporting units. We compare 
the carrying value of a reporting unit, including goodwill, 
to the fair value of the unit. Carrying value is based on 
the assets and liabilities associated with the operations 
of that reporting unit, which often requires allocation of 
shared or corporate items among reporting units. If the 
carrying amount of a reporting unit exceeds its fair value, 
we revalue all assets and liabilities of the reporting unit, 
excluding goodwill, to determine if the fair value of the net 
assets is greater than the net assets including goodwill. If 
the fair value of the net assets is less than the carrying 
amount of net assets including goodwill, impairment has 
occurred. Our estimates of fair value are determined based 
on a discounted cash flow model. Growth rates for sales 
and profits are determined using inputs from our annual 
long-range planning process. We also make estimates of 
discount rates, perpetuity growth assumptions, market 
comparables, and other factors. We performed our 
fiscal 2013 assessment as of November 26, 2012, and 
determined there was no impairment of goodwill for any 
of our reporting units as their related fair values were 
substantially in excess of their carrying values.

We evaluate the useful lives of our other intangible 
assets, mainly brands, to determine if they are finite 
or indefinite-lived. Reaching a determination on useful 
life requires significant judgments and assumptions 
regarding the future effects of obsolescence, demand, 
competition, other economic factors (such as the stability 
of the industry, known technological advances, legislative 
action that results in an uncertain or changing regulatory 
environment, and expected changes in distribution 
channels), the level of required maintenance expenditures, 
and the expected lives of other related groups of assets. 
Intangible assets that are deemed to have definite lives 
are amortized on a straight-line basis, over their useful 
lives, generally ranging from 4 to 30 years.

Our indefinite-lived intangible assets, mainly 
intangible assets primarily associated with the Pillsbury, 
Totino’s, Progresso, Green Giant, Yoplait, Old El Paso, 
Yoki, and Häagen-Dazs brands, are also tested for 
impairment annually and whenever events or changes in 
circumstances indicate that their carrying value may not 
be recoverable. We performed our fiscal 2013 assessment 
of our brand intangibles as of November 26, 2012. Our 
estimate of the fair value of the brands was based on a 
discounted cash flow model using inputs which included 
projected revenues from our annual long-range plan, 
assumed royalty rates that could be payable if we did 
not own the brands, and a discount rate. As of our 
assessment date, there was no impairment of any of 
our indefinite-lived intangible assets as their related fair 
values were substantially in excess of the carrying values.

As of May 26, 2013, we had $13.1 billion of goodwill 
and indefinite-lived intangible assets. While we currently 
believe that the fair value of each intangible exceeds its 
carrying value and that those intangibles so classified 
will contribute indefinitely to our cash flows, materially 
different assumptions regarding future performance of 
our businesses or a different weighted-average cost of 
capital could result in significant impairment losses and 
amortization expense.

In addition, we assess our investments in our joint 
ventures if we have reason to believe an impairment 
may have occurred including, but not limited to, ongoing 
operating losses, projected decreases in earnings, 
increases in the weighted average cost of capital 
or significant business disruptions.  The significant 
assumptions used to estimate fair value include revenue 
growth and profitability, royalty rates, capital spending, 
depreciation and taxes, foreign currency exchange rates 
and a discount rate. By their nature, these projections 
and assumptions are uncertain. If we were to determine 
the current fair value of our investment was less than 
the carrying value of the investment, then we would 
assess if the shortfall was of a temporary or permanent 
nature and write down the investment to its fair value if 
we concluded the impairment is other than temporary.

Redeemable Interest On July 1, 2011, we acquired 
a 51 percent controlling interest in Yoplait S.A.S., a 
consolidated entity. Sodiaal holds the remaining 49 
percent interest in Yoplait S.A.S.  Sodiaal has the ability 
to put a limited portion of its redeemable interest to 
us at fair value once per year up to a maximum of 9 
years. This put option requires us to classify Sodiaal’s 
interest as a redeemable interest outside of equity on 
our Consolidated Balance Sheets for as long as the put 
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is exercisable by Sodiaal. When the put is no longer 
exercisable, the redeemable interest will be reclassified 
to noncontrolling interests on our Consolidated Balance 
Sheets. We adjust the value of the redeemable interest 
through additional paid-in capital on our Consolidated 
Balance Sheets quarterly to the redeemable interest’s 
redemption value, which approximates its fair value. 
During the third quarter of fiscal 2013, we adjusted 
the redeemable interest’s redemption value based on a 
discounted cash flow model. The significant assumptions 
used to estimate the redemption value include projected 
revenue growth and profitability from our long range 
plan, capital spending, depreciation and taxes, foreign 
currency rates, and a discount rate.

Stock-based Compensation The valuation of stock 
options is a significant accounting estimate that requires 
us to use judgments and assumptions that are likely 
to have a material impact on our financial statements. 
Annually, we make predictive assumptions regarding 
future stock price volatility, employee exercise behavior, 
dividend yield, and the forfeiture rate.

We estimate our future stock price volatility using 
the historical volatility over the expected term of the 
option, excluding time periods of volatility we believe 
a marketplace participant would exclude in estimating 
our stock price volatility. We also have considered, but 
did not use, implied volatility in our estimate, because 
trading activity in options on our stock, especially those 
with tenors of greater than 6 months, is insufficient to 
provide a reliable measure of expected volatility. If all 
other assumptions are held constant, a one percentage 
point increase in our fiscal 2013 volatility assumption 
would increase the grant-date fair value of our fiscal 
2013 option awards by 9 percent.

Our expected term represents the period of time 
that options granted are expected to be outstanding 
based on historical data to estimate option exercises 
and employee terminations within the valuation model. 
Separate groups of employees have similar historical 
exercise behavior and therefore were aggregated into a 
single pool for valuation purposes. The weighted-average 
expected term for all employee groups is presented in 
the table below. An increase in the expected term by 
1 year, leaving all other assumptions constant, would 
increase the grant date fair value by 22 percent.

The risk-free interest rate for periods during the 
expected term of the options is based on the U.S. 
Treasury zero-coupon yield curve in effect at the time  
of grant.

The estimated fair values of stock options granted 
and the assumptions used for the Black-Scholes option-
pricing model were as follows:

 Fiscal Year
  2013  2012  2011 

Estimated fair values of  
 stock options granted  $ 3.65 $ 5.88 $ 4.12
Assumptions:
 Risk-free interest rate  1.6%  2.9%  2.9%
 Expected term 9.0 years  8.5 years  8.5 years
 Expected volatility 17.3%  17.6%  18.5%

Dividend yield 3.5% 3.3%  3.0%

To the extent that actual outcomes differ from our 
assumptions, we are not required to true up grant-
date fair value-based expense to final intrinsic values. 
However, these differences can impact the classification 
of cash tax benefits realized upon exercise of stock 
options, as explained in the following two paragraphs. 
Furthermore, historical data has a significant bearing on 
our forward-looking assumptions. Significant variances 
between actual and predicted experience could lead 
to prospective revisions in our assumptions, which 
could then significantly impact the year-over-year 
comparability of stock-based compensation expense.

Any corporate income tax benefit realized upon exercise 
or vesting of an award in excess of that previously 
recognized in earnings (referred to as a windfall tax 
benefit) is presented in the Consolidated Statements of 
Cash Flows as a financing cash flow. The actual impact 
on future years’ financing cash flows will depend, in 
part, on the volume of employee stock option exercises 
during a particular year and the relationship between the 
exercise-date market value of the underlying stock and 
the original grant-date fair value previously determined 
for financial reporting purposes.

Realized windfall tax benefits are credited to additional 
paid-in capital within the Consolidated Balance Sheets. 
Realized shortfall tax benefits (amounts which are less 
than that previously recognized in earnings) are first 
offset against the cumulative balance of windfall tax 
benefits, if any, and then charged directly to income 
tax expense, potentially resulting in volatility in our 
consolidated effective income tax rate. We calculated 
a cumulative amount of windfall tax benefits for the 
purpose of accounting for future shortfall tax benefits 
and currently have sufficient cumulative windfall tax 
benefits to absorb projected arising shortfalls, such that 
we do not currently expect future earnings to be affected 
by this provision. However, as employee stock option 
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exercise behavior is not within our control, it is possible 
that materially different reported results could occur if 
different assumptions or conditions were to prevail.

Income Taxes We apply a more-likely-than-not 
threshold to the recognition and derecognition of 
uncertain tax positions. Accordingly, we recognize the 
amount of tax benefit that has a greater than 50 percent 
likelihood of being ultimately realized upon settlement. 
Future changes in judgment related to the expected 
ultimate resolution of uncertain tax positions will affect 
earnings in the quarter of such change. 

We are subject to federal income taxes in the United 
States as well as various state, local, and foreign 
jurisdictions. A number of years may elapse before an 
uncertain tax position is audited and finally resolved. 
While it is often difficult to predict the final outcome 
or the timing of resolution of any particular uncertain 
tax position, we believe that our liabilities for income 
taxes reflect the most likely outcome. We adjust these 
liabilities, as well as the related interest, in light of 
changing facts and circumstances. Settlement of any 
particular position would usually require the use of cash.

The number of years with open tax audits varies 
depending on the tax jurisdiction. Our major taxing 
jurisdictions include the United States (federal and state) 
and Canada. Various tax examinations by United States 
state taxing authorities could be conducted for any open 
tax year, which vary by jurisdiction, but are generally 
from 3 to 5 years.    

The IRS initiated its audit of our fiscal 2011 and fiscal 
2012 tax years during fiscal 2013. Currently, several state 
examinations are in progress.

During fiscal 2013, the IRS concluded its field 
examination of our 2009 and 2010 tax years.  The IRS has 
proposed adjustments related to the timing for deducting 
accrued bonus expenses.  We believe our position is 
supported by substantial technical authority and have 
filed an appeal with the IRS Appeals Division.  The audit 
closure and related proposed adjustments did not have a 
material impact on our current year results of operations 
or financial position.  If we are unsuccessful in defending 
our position with respect to accrued bonuses, we will 
incur a one-time cash tax payment of approximately 
$80 million.  As of May 26, 2013, we have effectively 
settled all issues with the IRS for fiscal years 2008  
and prior.

Also during fiscal 2013, the California Court of Appeal 
issued an adverse decision concerning our state income 
tax apportionment calculations. We had previously 

recorded a $12 million increase in our total liabilities 
for uncertain tax positions in fiscal 2011 following an 
unfavorable decision by the Superior Court of the State 
of California related to this matter.  We expect to pay a 
majority of the tax due related to this issue in fiscal 2014.

The Canadian Revenue Agency (CRA) reviewed our 
Canadian income tax returns for fiscal years 2003 to 
2005 and raised assessments for these years to which 
we have objected.  During fiscal 2013, the issue related 
to our 2003 fiscal year was resolved with no adjustment. 
The issue for fiscal years 2004 and 2005 is currently 
under review by the U.S. and Canadian competent 
authority divisions. The CRA initiated its audit of our 
fiscal years 2008 through 2011 during fiscal year 2013. 
The CRA audit for fiscal 2008 was closed with no 
significant adjustments. The audit for fiscal years 2009 
through 2011 is ongoing.

We do not anticipate that any United States or 
Canadian tax adjustments will have a significant impact 
on our financial position or results of operations.

As of May 26, 2013, our total liability for uncertain tax 
positions and accrued interest and penalties was $266 
million. We expect to pay approximately $12 million related 
to uncertain tax positions and accrued interest in the next 
12 months. We are not able to reasonably estimate the 
timing of future cash flows beyond 12 months due to 
uncertainties in the timing of tax audit outcomes.

Defined Benefit Pension, Other Postretirement and 
Postemployment Benefit Plans

Defined Benefit Pension Plans We have defined benefit 
pension plans covering most employees in the United 
States, Canada, France, and the United Kingdom. Benefits 
for salaried employees are based on length of service 
and final average compensation. Benefits for hourly 
employees include various monthly amounts for each 
year of credited service. Our funding policy is consistent 
with the requirements of applicable laws. We made $200 
million of voluntary contributions to our principal U.S. 
plans in each of fiscal 2013 and fiscal 2012. We do not 
expect to be required to make any contributions in fiscal 
2014. Our principal domestic retirement plan covering 
salaried employees has a provision that any excess 
pension assets would be allocated to active participants 
if the plan is terminated within five years of a change 
in control. In fiscal 2012, we announced changes to 
our U.S. defined benefit pension plans. All new salaried 
employees hired on or after June 1, 2013 are eligible 
for a new retirement program that does not include a 
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defined benefit pension plan. Current salaried employees 
remain in the existing defined benefit pension plan with 
adjustments to benefits.

Other Postretirement Benefit Plans We also sponsor 
plans that provide health care benefits to the majority 
of our retirees in the United States, Canada, and Brazil. 
The United States salaried health care benefit plan is 
contributory, with retiree contributions based on years 
of service. We make decisions to fund related trusts for 
certain employees and retirees on an annual basis. We 
did not make voluntary contributions to these plans in 
fiscal 2013. The Patient Protection and Affordable Care 
Act, as amended by the Health Care and Education 
Reconciliation Act of 2010 (collectively, the Act), was 
signed into law in March 2010. We continue to evaluate 
the effect of the Act, including its potential impact on 
the future cost of our benefit plans.

Postemployment Benefit Plans Under certain 
circumstances, we also provide accruable benefits to 
former or inactive employees in the United States, 
Canada, and Mexico, and members of our Board of 
Directors, including severance and certain other benefits 
payable upon death. We recognize an obligation for any 
of these benefits that vest or accumulate with service. 
Postemployment benefits that do not vest or accumulate 
with service (such as severance based solely on annual 
pay rather than years of service) are charged to expense 
when incurred. Our postemployment benefit plans are 
unfunded.

We recognize benefits provided during retirement or 
following employment over the plan participants’ active 
working life. Accordingly, we make various assumptions 
to predict and measure costs and obligations many years 
prior to the settlement of our obligations. Assumptions 
that require significant management judgment and 
have a material impact on the measurement of our net 
periodic benefit expense or income and accumulated 
benefit obligations include the long-term rates of return 
on plan assets, the interest rates used to discount the 
obligations for our benefit plans, and the health care 
cost trend rates.

Expected Rate of Return on Plan Assets Our expected 
rate of return on plan assets is determined by our 
asset allocation, our historical long-term investment 
performance, our estimate of future long-term returns by 
asset class (using input from our actuaries, investment 
services, and investment managers), and long-term 

inflation assumptions. We review this assumption 
annually for each plan, however, our annual investment 
performance for one particular year does not, by itself, 
significantly influence our evaluation.

The investment objective for our defined benefit pension 
and other postretirement benefit plans is to secure the 
benefit obligations to participants at a reasonable cost to 
us. Our goal is to optimize the long-term return on plan 
assets at a moderate level of risk. The defined benefit 
pension plan and other postretirement benefit plan 
portfolios are broadly diversified across asset classes. 
Within asset classes, the portfolios are further diversified 
across investment styles and investment organizations. 
For the defined benefit pension plans, the long-term 
investment policy allocation is: 25 percent to equities in 
the United States; 15 percent to international equities; 10 
percent to private equities; 35 percent to fixed income; 
and 15 percent to real assets (real estate, energy, and 
timber). For other postretirement benefit plans, the long-
term investment policy allocations are: 30 percent to 
equities in the United States; 20 percent to international 
equities; 10 percent to private equities; 30 percent to 
fixed income; and 10 percent to real assets (real estate, 
energy, and timber). The actual allocations to these asset 
classes may vary tactically around the long-term policy 
allocations based on relative market valuations.

Our historical investment returns (compound annual 
growth rates) for our United States defined benefit 
pension and other postretirement plan assets were 16.5 
percent, 4.5 percent, 9.5 percent, 7.9 percent, and 9.5 
percent for the 1, 5, 10, 15, and 20 year periods ended  
May 26, 2013.

On a weighted-average basis, the expected rate of 
return for all defined benefit plans was 8.53 percent 
for fiscal 2013, 9.52 percent for fiscal 2012, and 9.53 
percent for fiscal 2011. During fiscal 2012, we lowered 
our weighted-average expected rate of return on plan 
assets for our principal defined benefit pension and other 
postretirement plans in the United States to 8.6 percent 
due to generally lower expectations for long-term rates 
of return across our asset classes due to the recent global 
economic slowdown and our expectation of an extended 
time frame for recovery. 

Lowering the expected long-term rate of return 
on assets by 100 basis points would increase our net 
pension and postretirement expense by $56 million for 
fiscal 2014. A market-related valuation basis is used 
to reduce year-to-year expense volatility. The market-
related valuation recognizes certain investment gains or 
losses over a five-year period from the year in which they 



38 Healthy Growth Annual Report 2013 39

occur. Investment gains or losses for this purpose are 
the difference between the expected return calculated 
using the market-related value of assets and the actual 
return based on the market-related value of assets. Our 
outside actuaries perform these calculations as part of 
our determination of annual expense or income.

Discount Rates Our discount rate assumptions are 
determined annually as of the last day of our fiscal year 
for our defined benefit pension, other postretirement, 
and postemployment benefit plan obligations. We also 
use the same discount rates to determine defined benefit 
pension, other postretirement, and postemployment 
benefit plan income and expense for the following fiscal 
year. We work with our outside actuaries to determine 
the timing and amount of expected future cash outflows 
to plan participants and, using the Aa Above Median 
corporate bond yield, to develop a forward interest rate 
curve, including a margin to that index based on our 
credit risk. This forward interest rate curve is applied 
to our expected future cash outflows to determine our 
discount rate assumptions.

Our weighted-average discount rates were as follows:

 Defined  Other
 Benefit  Postretirement  Postemployment 
 Pension  Benefit Benefit 
 Plans Plans Plans

Obligations as of  
May 26, 2013, and  
fiscal 2014 expense  4.54%  4.50%  3.70%

Obligations as of  
May 27, 2012, and  
fiscal 2013 expense  4.85% 4.70% 3.86%

Fiscal 2012 expense  5.45%  5.35%  4.77%

Lowering the discount rates by 100 basis points 
would increase our net defined benefit pension, other 
postretirement, and postemployment benefit plan 
expense for fiscal 2014 by approximately $89 million. 
All obligation-related experience gains and losses are 
amortized using a straight-line method over the average 
remaining service period of active plan participants.

Health Care Cost Trend Rates We review our health 
care cost trend rates annually. Our review is based 
on data we collect about our health care claims 
experience and information provided by our actuaries. 
This information includes recent plan experience, plan 
design, overall industry experience and projections, 
and assumptions used by other similar organizations. 

Our initial health care cost trend rate is adjusted as 
necessary to remain consistent with this review, recent 
experiences, and short-term expectations. Our initial 
health care cost trend rate assumption is 8.0 percent 
for all retirees at the end of fiscal 2013. Rates are 
graded down annually until the ultimate trend rate of 
5.2 percent is reached in 2019 for all retirees. The trend 
rates are applicable for calculations only if the retirees’ 
benefits increase as a result of health care inflation. The 
ultimate trend rate is adjusted annually, as necessary, 
to approximate the current economic view on the rate 
of long-term inflation plus an appropriate health care 
cost premium. Assumed trend rates for health care costs 
have an important effect on the amounts reported for 
the other postretirement benefit plans.

A one percentage point change in the health care cost 
trend rate would have the following effects:

 One  One
 Percentage  Percentage
 Point  Point
In Millions Increase  Decrease

Effect on the aggregate of the service and  
 interest cost components in fiscal 2014 $  5.2  $  (4.4)
Effect on the other postretirement  
 accumulated benefit obligation as of  
 May 26, 2013  93.8   (82.9)

Any arising health care claims cost-related experience 
gain or loss is recognized in the calculation of expected 
future claims. Once recognized, experience gains and 
losses are amortized using a straight-line method over 
15 years, resulting in at least the minimum amortization 
required being recorded.

Financial Statement Impact In fiscal 2013, we recorded 
net defined benefit pension, other postretirement, and 
postemployment benefit plan expense of $159 million 
compared to $106 million of expense in fiscal 2012 
and $95 million of expense in fiscal 2011. As of May 
26, 2013, we had cumulative unrecognized actuarial 
net losses of $1.6 billion on our defined benefit pension 
plans and $176 million on our postretirement and 
postemployment benefit plans, mainly as the result of 
liability increases from lower interest rates, partially 
offset by recent increases in the values of plan assets. 
These unrecognized actuarial net losses will result in 
increases in our future pension expense and increases in 
postretirement expense since they currently exceed the 
corridors defined by GAAP.
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We use the 2013 IRS Static Mortality Table projected 
forward to our plans’ measurement dates to calculate the 
year-end defined benefit pension, other postretirement, 
and postemployment benefit obligations and annual 
expense.

Actual future net defined benefit pension, other 
postretirement, and postemployment benefit plan income 
or expense will depend on investment performance, 
changes in future discount rates, changes in health 
care cost trend rates, and other factors related to the 
populations participating in these plans.

The Patient Protection and Affordable Care Act, as 
amended by the Health Care and Education Reconciliation 
Act of 2010 (collectively, the Act), was signed into law in 
March 2010. The Act codifies health care reforms with 
staggered effective dates from 2010 to 2018 with many 
provisions in the Act requiring the issuance of additional 
guidance from various government agencies. Estimates 
of the future impacts of several of the Act’s provisions 
are incorporated into our postretirement benefit liability. 
Given the complexity of the Act, the extended time 
period over which the reforms will be implemented, 
and the unknown impact of future regulatory guidance, 
further financial impacts to our postretirement benefit 
liability and related future expense may occur.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In December 2011, the Financial Accounting Standards 
Board (FASB) issued new accounting disclosure 
requirements about the nature and exposure of offsetting 
arrangements related to financial and derivative 
instruments. The requirements are effective for fiscal 
years beginning after January 1, 2013, which for us is 
the first quarter of fiscal 2014. The requirements will not 
impact our results of operations or financial position.

In February 2013, the FASB issued new disclosure 
requirements for items reclassified out of accumulated 
other comprehensive income (AOCI). The requirements 
do not change the existing accounting and reporting for 
net income or other comprehensive income (OCI). The 
requirements are effective for annual reporting periods 
beginning after December 15, 2012, and interim periods 
within those annual periods, which for us is the first 
quarter of fiscal 2014. The requirements will not impact 
our results of operations or financial position.

CAUTIONARY STATEMENT RELEVANT TO FORWARD-
LOOKING INFORMATION FOR THE PURPOSE OF “SAFE 
HARBOR” PROVISIONS OF THE PRIVATE SECURITIES 
LITIGATION REFORM ACT OF 1995

This report contains or incorporates by reference 
forward-looking statements within the meaning of the 
Private Securities Litigation Reform Act of 1995 that are 
based on our current expectations and assumptions. 
We also may make written or oral forward-looking 
statements, including statements contained in our filings 
with the SEC and in our reports to stockholders.

The words or phrases “will likely result,” “are expected 
to,” “will continue,” “is anticipated,” “estimate,” “plan,” 
“project,” or similar expressions identify “forward-looking 
statements” within the meaning of the Private Securities 
Litigation Reform Act of 1995. Such statements are 
subject to certain risks and uncertainties that could 
cause actual results to differ materially from historical 
results and those currently anticipated or projected. We 
wish to caution you not to place undue reliance on any 
such forward-looking statements.

In connection with the “safe harbor” provisions of 
the Private Securities Litigation Reform Act of 1995, we 
are identifying important factors that could affect our 
financial performance and could cause our actual results 
in future periods to differ materially from any current 
opinions or statements.

Our future results could be affected by a variety of 
factors, such as: competitive dynamics in the consumer 
foods industry and the markets for our products, 
including new product introductions, advertising 
activities, pricing actions, and promotional activities 
of our competitors; economic conditions, including 
changes in inflation rates, interest rates, tax rates, or 
the availability of capital; product development and 
innovation; consumer acceptance of new products and 
product improvements; consumer reaction to pricing 
actions and changes in promotion levels; acquisitions or 
dispositions of businesses or assets; changes in capital 
structure; changes in laws and regulations, including 
labeling and advertising regulations; impairments in the 
carrying value of goodwill, other intangible assets, or 
other long-lived assets, or changes in the useful lives of 
other intangible assets; changes in accounting standards 
and the impact of significant accounting estimates; 
product quality and safety issues, including recalls and 
product liability; changes in consumer demand for our 
products; effectiveness of advertising, marketing, and 
promotional programs; changes in consumer behavior, 
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trends, and preferences, including weight loss trends; 
consumer perception of health-related issues, including 
obesity; consolidation in the retail environment; changes 
in purchasing and inventory levels of significant 
customers; fluctuations in the cost and availability 
of supply chain resources, including raw materials, 
packaging, and energy; disruptions or inefficiencies in the 
supply chain; volatility in the market value of derivatives 
used to manage price risk for certain commodities; 
benefit plan expenses due to changes in plan asset values 
and discount rates used to determine plan liabilities; 
failure or breach of our information technology systems; 

foreign economic conditions, including currency rate 
fluctuations; and political unrest in foreign markets and 
economic uncertainty due to terrorism or war.

You should also consider the risk factors that we 
identify in Item 1A of our 2013 Form 10-K, which could 
also affect our future results.

We undertake no obligation to publicly revise any 
forward-looking statements to reflect events or 
circumstances after the date of those statements or to 
reflect the occurrence of anticipated or unanticipated 
events.
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Quantitative and Qualitative 
Disclosures About Market Risk 
We are exposed to market risk stemming from changes 
in interest and foreign exchange rates and commodity 
and equity prices. Changes in these factors could cause 
fluctuations in our earnings and cash flows. In the 
normal course of business, we actively manage our 
exposure to these market risks by entering into various 
hedging transactions, authorized under established 
policies that place clear controls on these activities. 
The counterparties in these transactions are generally 
highly rated institutions. We establish credit limits for 
each counterparty. Our hedging transactions include 
but are not limited to a variety of derivative financial 
instruments.

INTEREST RATE RISK

We are exposed to interest rate volatility with regard to 
future issuances of fixed-rate debt, and existing and future 
issuances of floating-rate debt. Primary exposures include 
U.S. Treasury rates, LIBOR, Euribor, and commercial 
paper rates in the United States and Europe. We use 
interest rate swaps, forward-starting interest rate swaps, 
and treasury locks to hedge our exposure to interest 
rate changes, to reduce the volatility of our financing 
costs, and to achieve a desired proportion of fixed versus 
floating-rate debt, based on current and projected market 
conditions. Generally under these swaps, we agree with 
a counterparty to exchange the difference between fixed-
rate and floating-rate interest amounts based on an 
agreed upon notional principal amount.

As of May 26, 2013, we had interest rate swaps with 
$550 million of aggregate notional principal amount 
outstanding, all of which converts fixed-rate notes 
to floating-rate notes. In advance of a planned debt 
refinancing, we had $250 million net notional amount of 
treasury locks as of May 26, 2013.

FOREIGN EXCHANGE RISK

Foreign currency fluctuations affect our net investments 
in foreign subsidiaries and foreign currency cash 
flows related to third party purchases, intercompany 
loans, product shipments, and foreign-denominated 
commercial paper. We are also exposed to the 
translation of foreign currency earnings to the U.S. 
dollar. Our principal exposures are to the Australian 
dollar, Brazilian real, British pound sterling, Canadian 

dollar, Chinese renminbi, euro, Japanese yen, Mexican 
peso, and Swiss franc. We mainly use foreign currency 
forward contracts to selectively hedge our foreign 
currency cash flow exposures. We also generally swap 
our foreign-denominated commercial paper borrowings 
and nonfunctional currency intercompany loans back 
to U.S. dollars or the functional currency of the entity 
with foreign exchange exposure; the gains or losses on 
these derivatives offset the foreign currency revaluation 
gains or losses recorded in earnings on the associated 
borrowings. We generally do not hedge more than 18 
months forward.

We also have many net investments in foreign 
subsidiaries that are denominated in euros. We 
previously hedged a portion of these net investments by 
issuing euro-denominated commercial paper and foreign 
exchange forward contracts. As of May 26, 2013, we had 
deferred net foreign currency transaction losses of $96 
million in AOCI associated with hedging activity.

COMMODITY PRICE RISK

Many commodities we use in the production and 
distribution of our products are exposed to market price 
risks. We utilize derivatives to manage price risk for our 
principal ingredients and energy costs, including grains 
(oats, wheat, and corn), oils (principally soybean), non-
fat dry milk, natural gas, and diesel fuel. Our primary 
objective when entering into these derivative contracts is 
to achieve certainty with regard to the future price of 
commodities purchased for use in our supply chain. We 
manage our exposures through a combination of purchase 
orders, long-term contracts with suppliers, exchange-
traded futures and options, and over-the-counter options 
and swaps. We offset our exposures based on current and 
projected market conditions and generally seek to acquire 
the inputs at as close to our planned cost as possible.

As of May 26, 2013, the net notional value of 
commodity derivatives was $526 million, of which $297 
million related to agricultural inputs and $229 million 
related to energy inputs. These contracts relate to inputs 
that generally will be utilized within the next 12 months.

EQUITY INSTRUMENTS

Equity price movements affect our compensation expense 
as certain investments made by our employees in our 
deferred compensation plan are revalued. We use equity 
swaps to manage this risk. As of May 26, 2013, the net 
notional amount of our equity swaps was $57 million.
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VALUE AT RISK

The estimates in the table below are intended to measure 
the maximum potential fair value we could lose in one 
day from adverse changes in market interest rates, 
foreign exchange rates, commodity prices, and equity 
prices under normal market conditions. A Monte Carlo 
value-at-risk (VAR) methodology was used to quantify 
the market risk for our exposures. The models assumed 
normal market conditions and used a 95 percent 
confidence level.

The VAR calculation used historical interest rates, 
foreign exchange rates, and commodity and equity 
prices from the past year to estimate the potential 
volatility and correlation of these rates in the future. 
The market data were drawn from the RiskMetrics™ 
data set. The calculations are not intended to represent 
actual losses in fair value that we expect to incur. 
Further, since the hedging instrument (the derivative) 
inversely correlates with the underlying exposure, we 
would expect that any loss or gain in the fair value of 
our derivatives would be generally offset by an increase 
or decrease in the fair value of the underlying exposure. 

The positions included in the calculations were: debt; 
investments; interest rate swaps; foreign exchange 
forwards; commodity swaps, futures and options; and 
equity instruments. The calculations do not include the 
underlying foreign exchange and commodities or equity-
related positions that are offset by these market-risk-
sensitive instruments. 

The table below presents the estimated maximum 
potential VAR arising from a one-day loss in fair value 
for our interest rate, foreign currency, commodity, and 
equity market-risk-sensitive instruments outstanding as 
of May 26, 2013, and May 27, 2012, and the average fair 
value impact during the year ended May 26, 2013.

   Fair Value Impact
  Average   
 May 26, During May 27,
In Millions 2013 Fiscal 2013 2012

Interest rate instruments $21.5  $25.0  $29.4 
Foreign currency instruments 3.5  4.6  7.1 
Commodity instruments 5.4  4.3  3.8 
Equity instruments  0.7   0.7   1.1 
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REPORT OF MANAGEMENT RESPONSIBILITIES

The management of General Mills, Inc. is responsible for 
the fairness and accuracy of the consolidated financial 
statements. The statements have been prepared in 
accordance with accounting principles that are generally 
accepted in the United States, using management’s 
best estimates and judgments where appropriate. The 
financial information throughout the Annual Report on 
Form 10-K is consistent with our consolidated financial 
statements.

Management has established a system of internal 
controls that provides reasonable assurance that 
assets are adequately safeguarded and transactions 
are recorded accurately in all material respects, in 
accordance with management’s authorization. We 
maintain a strong audit program that independently 
evaluates the adequacy and effectiveness of internal 
controls. Our internal controls provide for appropriate 
separation of duties and responsibilities, and there are 
documented policies regarding use of our assets and 
proper financial reporting. These formally stated and 
regularly communicated policies demand highly ethical 
conduct from all employees.

The Audit Committee of the Board of Directors meets 
regularly with management, internal auditors, and 
our independent registered public accounting firm to 
review internal control, auditing, and financial reporting 
matters. The independent registered public accounting 
firm, internal auditors, and employees have full and free 
access to the Audit Committee at any time.

The Audit Committee reviewed and approved the 
Company’s annual financial statements. The Audit 
Committee recommended, and the Board of Directors 
approved, that the consolidated financial statements be 
included in the Annual Report. The Audit Committee 
also appointed KPMG LLP to serve as the Company’s 
independent registered public accounting firm for fiscal 
2014, subject to ratification by the stockholders at the 
annual meeting.

K. J. Powell D. L. Mulligan 
Chairman of the Board Executive Vice President 
and Chief Executive Officer  and Chief Financial 

Officer 
July 3, 2013

REPORT OF INdEPENdENT REGISTEREd PuBLIc 
AccOuNTING FIRM

The Board of Directors and Stockholders 
General Mills, Inc.:

We have audited the accompanying consolidated 
balance sheets of General Mills, Inc. and subsidiaries 
as of May 26, 2013 and May 27, 2012, and the related 
consolidated statements of earnings, comprehensive 
income, total equity and redeemable interest, and cash 
flows for each of the fiscal years in the three-year 
period ended May 26, 2013. In connection with our 
audits of the consolidated financial statements, we 
have audited the accompanying financial statement 
schedule. We also have audited General Mills, Inc.’s 
internal control over financial reporting as of May 26, 
2013, based on criteria established in Internal Control – 
Integrated Framework (1992) issued by the Committee of 
Sponsoring Organizations of the Treadway Commission 
(COSO). General Mills, Inc.’s management is responsible 
for these consolidated financial statements and financial 
statement schedule, for maintaining effective internal 
control over financial reporting, and for its assessment 
of the effectiveness of internal control over financial 
reporting, included in Management’s Report on Internal 
Control over Financial Reporting. Our responsibility is 
to express an opinion on these consolidated financial 
statements and financial statement schedule and an 
opinion on the Company’s internal control over financial 
reporting based on our audits.

We conducted our audits in accordance with the 
standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that 
we plan and perform the audits to obtain reasonable 
assurance about whether the financial statements are 
free of material misstatement and whether effective 
internal control over financial reporting was maintained 
in all material respects. Our audits of the consolidated 
financial statements included examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles 
used and significant estimates made by management, and 
evaluating the overall financial statement presentation. 
Our audit of internal control over financial reporting 
included obtaining an understanding of internal control 
over financial reporting, assessing the risk that a material 

Reports of Management and Independent Registered Public Accounting Firm 
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weakness exists, and testing and evaluating the design 
and operating effectiveness of internal control based on 
the assessed risk. Our audits also included performing 
such other procedures as we considered necessary in 
the circumstances. We believe that our audits provide a 
reasonable basis for our opinions.

A company’s internal control over financial reporting 
is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes 
in accordance with generally accepted accounting 
principles. A company’s internal control over financial 
reporting includes those policies and procedures that (1) 
pertain to the maintenance of records that, in reasonable 
detail, accurately and fairly reflect the transactions 
and dispositions of the assets of the company; (2) 
provide reasonable assurance that transactions 
are recorded as necessary to permit preparation of 
financial statements in accordance with generally 
accepted accounting principles, and that receipts and 
expenditures of the company are being made only in 
accordance with authorizations of management and 
directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection 
of unauthorized acquisition, use, or disposition of the 
company’s assets that could have a material effect on 
the financial statements.

Because of its inherent limitations, internal control 
over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of 

effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in 
conditions, or that the degree of compliance with the 
policies or procedures may deteriorate.

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, 
the financial position of General Mills, Inc. and subsidiar-
ies as of May 26, 2013 and May 27, 2012, and the results 
of their operations and their cash flows for each of the 
fiscal years in the three-year period ended May 26, 2013, 
in conformity with U.S. generally accepted accounting 
principles. Also in our opinion, the accompanying finan-
cial statement schedule, when considered in relation to 
the basic consolidated financial statements taken as a 
whole, presents fairly, in all material respects, the infor-
mation set forth therein.  Also in our opinion, General 
Mills, Inc. maintained, in all material respects, effective 
internal control over financial reporting as of May 26, 
2013, based on criteria established in Internal Control – 
Integrated Framework (1992) issued by the Committee of 
Sponsoring Organizations of the Treadway Commission.

Minneapolis, Minnesota
July 3, 2013
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 Fiscal Year
In Millions, Except per Share Data 2013  2012  2011

Net sales $  17,774.1  $  16,657.9  $  14,880.2 
 Cost of sales 11,350.2  10,613.2  8,926.7 
 Selling, general, and administrative expenses 3,552.3  3,380.7  3,192.0 
 Divestitures (gain)  —  —  (17.4)
 Restructuring, impairment, and other exit costs 19.8  101.6  4.4 
Operating profit 2,851.8  2,562.4  2,774.5 
 Interest, net 316.9  351.9  346.3 
Earnings before income taxes and after-tax earnings from joint ventures 2,534.9  2,210.5  2,428.2 
Income taxes 741.2  709.6  721.1 
After-tax earnings from joint ventures 98.8  88.2  96.4 
Net earnings, including earnings attributable to redeemable and noncontrolling interests 1,892.5  1,589.1  1,803.5 
Net earnings attributable to redeemable and noncontrolling interests 37.3  21.8  5.2 
Net earnings attributable to General Mills $ 1,855.2  $ 1,567.3  $ 1,798.3 
Earnings per share - basic $  2.86  $  2.42  $  2.80 
Earnings per share - diluted $  2.79  $  2.35  $  2.70
Dividends per share $  1.32  $  1.22  $  1.12 

See accompanying notes to consolidated financial statements.

Consolidated Statements of Earnings

GENERAL MILLS, INC. AND SUBSIDIARIES
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Fiscal Year
In Millions 2013  2012  2011 

Net earnings, including earnings attributable to 
  redeemable and noncontrolling interests $ 1,892.5  $ 1,589.1  $ 1,803.5 
Other comprehensive income (loss), net of tax:    
 Foreign currency translation   0.8   (420.1)  359.0 
 Net actuarial gain (loss)   45.0   (504.6)   61.1 
Other fair value changes:      
 Securities  0.8   (0.2)  (3.6)
 Hedge derivatives  24.6   (53.4)  (25.4)
Reclassification to earnings:      
 Hedge derivatives  12.2   11.5   18.5 
 Amortization of losses and prior service costs  98.8   81.7   67.2 
Other comprehensive income (loss), net of tax  182.2   (885.1)  476.8 
Total comprehensive income  2,074.7   704.0   2,280.3
 Comprehensive income (loss) attributable to redeemable
      and noncontrolling interests  61.1   (130.4)  5.9 
Comprehensive income attributable to General Mills $ 2,013.6  $ 834.4  $ 2,274.4 

See accompanying notes to consolidated financial statements. 

Consolidated Statements of Comprehensive Income

GENERAL MILLS, INC. AND SUBSIDIARIES
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Consolidated Balance Sheets

GENERAL MILLS, INC. AND SUBSIDIARIES

In Millions, Except Par Value  May 26, 2013 May 27,2012

ASSETS   
Current assets:   
     Cash and cash equivalents $  741.4  $ 471.2 
     Receivables  1,446.4   1,323.6 
     Inventories  1,545.5   1,478.8 
     Deferred income taxes  128.0   59.7
     Prepaid expenses and other current assets  437.6   358.1 
 Total current assets  4,298.9   3,691.4 
Land, buildings, and equipment  3,878.1   3,652.7 
Goodwill  8,622.2   8,182.5 
Other intangible assets  5,015.1   4,704.9 
Other assets  843.7   865.3 
 Total assets $ 22,658.0  $ 21,096.8 

LIABILITIES AND EQUITY   
Current liabilities:   
     Accounts payable $  1,423.2  $ 1,148.9 
     Current portion of long-term debt  1,443.3    741.2 
     Notes payable  599.7   526.5 
     Other current liabilities  1,827.7  1,426.6 
 Total current liabilities  5,293.9   3,843.2 
Long-term debt  5,926.1   6,161.9 
Deferred income taxes  1,389.1   1,171.4 
Other liabilities  1,952.9   2,189.8 
 Total liabilities  14,562.0   13,366.3 
Redeemable interest  967.5   847.8 
Stockholders’ equity:  
    Common stock, 754.6 shares issued, $0.10 par value  75.5   75.5 
    Additional paid-in capital  1,166.6   1,308.4 
    Retained earnings  10,702.6    9,958.5 
    Common stock in treasury, at cost, shares of 113.8 and 106.1  (3,687.2)  (3,177.0)
    Accumulated other comprehensive loss  (1,585.3)  (1,743.7)
 Total stockholders’ equity  6,672.2   6,421.7 
Noncontrolling interests  456.3   461.0 
 Total equity  7,128.5   6,882.7 
Total liabilities and equity $ 22,658.0  $ 21,096.8 

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Total Equity and Redeemable Interest

GENERAL MILLS, INC. AND SUBSIDIARIES

 $.10 Par Value Common Stock 
 (One Billion Shares Authorized)
 Issued Treasury

       Accumulated
   Additional    Other
  Par Paid-In   Retained Comprehensive Noncontrolling Total Redeemable
In Millions, Except per Share Data Shares Amount Capital Shares Amount Earnings Income (Loss) Interests Equity Interest

Balance as of May 30, 2010 754.6  $75.5  $1,307.1  (98.1) $(2,615.2) $8,122.4  $(1,486.9) $245.1  $5,648.0 
Total comprehensive income      1,798.3  476.1  5.9  2,280.3   
Cash dividends declared 
   ($1.12 per share)      (729.4)   (729.4)  
Shares purchased    (31.8)  (1,163.5)    (1,163.5) 
Stock compensation plans (includes 
   income tax benefits of $106.2)   (22.2) 20.1  568.4     546.2  
Unearned compensation related 
   to restricted stock unit awards   (70.4)      (70.4) 
Earned compensation   105.3       105.3  
Distributions to noncontrolling 
   interest holders        (4.3) (4.3) 
Balance as of May 29, 2011  754.6  $75.5  $1,319.8  (109.8) $(3,210.3) $9,191.3  $(1,010.8) $246.7  $6,612.2  
Total comprehensive 
   income (loss)      1,567.3  (732.9) (44.3) 790.1  (86.1)
Cash dividends declared 
   ($1.22 per share)      (800.1)   (800.1) 
Shares purchased    (8.3) (313.0)    (313.0) 
Stock compensation plans (includes 
   income tax benefits of $63.1)   3.2  12.0  346.3     349.5  
Unearned compensation related 
   to restricted stock unit awards   (93.4)      (93.4) 
Earned compensation   108.3       108.3  
Addition of redeemable and 
   noncontrolling interest from 
   acquisitions        263.8  263.8  904.4 
Increase in redemption
   value of redeemable
   interest   (29.5)      (29.5) 29.5 
Distributions to noncontrolling 
   interest holders        (5.2) (5.2) 
Balance as of May 27, 2012  754.6  $75.5  $1,308.4  (106.1) $(3,177.0) $9,958.5  $(1,743.7) $461.0  $6,882.7  $847.8 
Total comprehensive 
   income      1,855.2  158.4  18.3  2,031.9   42.8 
Cash dividends declared 
   ($1.70 per share)      (1,111.1)   (1,111.1) 
Shares purchased   (30.0) (24.2) (1,014.9)    (1,044.9) 
Stock compensation plans (includes 
   income tax benefits of $103.0)   (38.6) 16.5  504.7     466.1  
Unearned compensation related 
   to restricted stock unit awards   (80.5)      (80.5) 
Earned compensation   100.4       100.4  
Increase in redemption
   value of redeemable
   interest   (93.1)      (93.1) 93.1 
Distributions to redeemable and
   noncontrolling interest holders        (23.0) (23.0) (16.2)
Balance as of May 26, 2013 754.6  $75.5  $1,166.6  (113.8) $(3,687.2) $10,702.6  $(1,585.3) $456.3  $7,128.5  $967.5 

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

GENERAL MILLS, INC. AND SUBSIDIARIES

 Fiscal Year

In Millions  2013  2012  2011 

Cash Flows - Operating Activities     
   Net earnings, including earnings attributable to redeemable and noncontrolling interests $ 1,892.5  $ 1,589.1  $ 1,803.5 
   Adjustments to reconcile net earnings to net cash provided by operating activities:      
         Depreciation and amortization 588.0   541.5   472.6 
         After-tax earnings from joint ventures (98.8)  (88.2)  (96.4)
         Distributions of earnings from joint ventures 115.7   68.0   72.7 
         Stock-based compensation  100.4   108.3   105.3 
         Deferred income taxes  81.8   149.4   205.3 
         Tax benefit on exercised options  (103.0)  (63.1)  (106.2)
         Pension and other postretirement benefit plan contributions  (223.2)  (222.2)  (220.8)
         Pension and other postretirement benefit plan costs  131.2   77.8   73.6 
         Divestitures (gain) — —  (17.4)
         Restructuring, impairment, and other exit costs (60.2)  97.8   (1.3)
         Changes in current assets and liabilities, excluding the effects of acquisitions  471.1   243.8   (720.9)
         Other, net  30.5   (95.0)  (38.9)
            Net cash provided by operating activities  2,926.0   2,407.2   1,531.1 
Cash Flows - Investing Activities      
   Purchases of land, buildings, and equipment  (613.9)  (675.9)  (648.8)
   Acquisitions, net of cash acquired  (898.0)  (1,050.1)  (123.3)
   Investments in affiliates, net (40.4)  (22.2)  (1.8)
   Proceeds from disposal of land, buildings, and equipment  24.2   2.2   4.1 
   Proceeds from divestiture of product lines — —  34.4 
   Exchangeable note  16.2   (131.6)  — 
   Other, net  (3.5)  6.8   20.3 
            Net cash used by investing activities (1,515.4)  (1,870.8)  (715.1)
Cash Flows - Financing Activities      
   Change in notes payable  (44.5)  227.9   (742.6)
   Issuance of long-term debt  1,001.1   1,390.5   1,200.0 
   Payment of long-term debt  (542.3)  (1,450.1)  (7.4)
   Proceeds from common stock issued on exercised options  300.8   233.5   410.4 
   Tax benefit on exercised options  103.0   63.1   106.2 
   Purchases of common stock for treasury (1,044.9)  (313.0)  (1,163.5)
   Dividends paid  (867.6)  (800.1)  (729.4)
   Distributions to noncontrolling and redeemable interest holders  (39.2)  (5.2)  (4.3)
   Other, net  (6.6)  (13.2)  (10.3)
            Net cash used by financing activities  (1,140.2)  (666.6)  (940.9)
Effect of exchange rate changes on cash and cash equivalents  (0.2)  (18.2)  71.3 
Increase (decrease) in cash and cash equivalents  270.2   (148.4)  (53.6)
Cash and cash equivalents - beginning of year  471.2   619.6   673.2 
Cash and cash equivalents - end of year $  741.4  $ 471.2  $  619.6 
Cash Flow from Changes in Current Assets and Liabilities, excluding the effects of acquisitions:      
   Receivables $ (44.6) $  (24.2) $  (69.8)
   Inventories   18.7   144.5    (240.0)
   Prepaid expenses and other current assets   (64.3)   149.4    (96.0)
   Accounts payable   263.6    12.1    109.0 
   Other current liabilities  297.7   (38.0)  (424.1)
Changes in current assets and liabilities $  471.1  $  243.8  $  (720.9)

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

GENERAL MILLS, INC. AND SUBSIDIARIES

NOTE 1. BASIS OF PRESENTATION AND 
RECLASSIFICATIONS

Basis of Presentation Our Consolidated Financial 
Statements include the accounts of General Mills, 
Inc. and all subsidiaries in which we have a control-
ling financial interest. Intercompany transactions and 
accounts, including any noncontrolling and redeemable 
interests’ share of those transactions, are eliminated in 
consolidation.

Our fiscal year ends on the last Sunday in May. Fiscal 
years 2013, 2012 and 2011 each consisted of 52 weeks.

Change in Reporting Period As part of a long-term plan 
to conform the fiscal year ends of all our operations, we 
have changed the reporting period of certain countries 
within our International segment from an April fiscal 
year end to a May fiscal year end to match our fiscal 
calendar. Accordingly, in the year of change, our results 
include 13 months of results from the affected opera-
tions compared to 12 months in previous fiscal years. 
We changed the reporting period for our operations in 
Europe and Australia in fiscal 2013, and we changed 
the reporting period for our operations in China in fis-
cal 2012. The impact of these changes was not material 
to our consolidated results of operations and, therefore, 
we did not restate prior period financial statements for 
comparability. Our Yoplait S.A.S., Yoplait Marques S.A.S., 
Yoki Alimentos S.A. (Yoki), and India businesses remain 
on an April fiscal year end. 

Certain reclassifications to our previously reported 
financial information have been made to conform to the 
current period presentation.

NOTE 2. SUMMARY OF SIGNIFICANT  
ACCOUNTING POLICIES

Cash and Cash Equivalents We consider all invest-
ments purchased with an original maturity of three 
months or less to be cash equivalents.

Inventories All inventories in the United States other 
than grain are valued at the lower of cost, using the 
last-in, first-out (LIFO) method, or market. Grain 

inventories and all related cash contracts and derivatives 
are valued at market with all net changes in value 
recorded in earnings currently.

Inventories outside of the United States are generally 
valued at the lower of cost, using the first-in, first-out 
(FIFO) method, or market.

Shipping costs associated with the distribution of 
finished product to our customers are recorded as cost 
of sales, and are recognized when the related finished 
product is shipped to and accepted by the customer.

Land, Buildings, Equipment, and Depreciation Land 
is recorded at historical cost. Buildings and equipment, 
including capitalized interest and internal engineer-
ing costs, are recorded at cost and depreciated over 
estimated useful lives, primarily using the straight-line 
method. Ordinary maintenance and repairs are charged 
to cost of sales. Buildings are usually depreciated over 40 
to 50 years, and equipment, furniture, and software are 
usually depreciated over 3 to 10 years. Fully depreciated 
assets are retained in buildings and equipment until dis-
posal. When an item is sold or retired, the accounts are 
relieved of its cost and related accumulated depreciation 
and the resulting gains and losses, if any, are recognized 
in earnings. As of May 26, 2013, assets held for sale were 
insignificant.

Long-lived assets are reviewed for impairment when-
ever events or changes in circumstances indicate that 
the carrying amount of an asset (or asset group) may 
not be recoverable. An impairment loss would be recog-
nized when estimated undiscounted future cash flows 
from the operation and disposition of the asset group 
are less than the carrying amount of the asset group. 
Asset groups have identifiable cash flows and are largely 
independent of other asset groups. Measurement of an 
impairment loss would be based on the excess of the car-
rying amount of the asset group over its fair value. Fair 
value is measured using a discounted cash flow model or 
independent appraisals, as appropriate.

Goodwill and Other Intangible Assets Goodwill 
is not subject to amortization and is tested for 
impairment annually and whenever events or changes 
in circumstances indicate that impairment may have 
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occurred. Impairment testing is performed for each of 
our reporting units. We compare the carrying value of a 
reporting unit, including goodwill, to the fair value of the 
unit. Carrying value is based on the assets and liabilities 
associated with the operations of that reporting unit, 
which often requires allocation of shared or corporate 
items among reporting units. If the carrying amount of a 
reporting unit exceeds its fair value, we revalue all assets 
and liabilities of the reporting unit, excluding goodwill, 
to determine if the fair value of the net assets is greater 
than the net assets including goodwill. If the fair value 
of the net assets is less than the carrying amount of 
net assets including goodwill, impairment has occurred. 
Our estimates of fair value are determined based on a 
discounted cash flow model. Growth rates for sales and 
profits are determined using inputs from our annual 
long-range planning process. We also make estimates of 
discount rates, perpetuity growth assumptions, market 
comparables, and other factors. We performed our 
fiscal 2013 assessment as of November 26, 2012, and 
determined there was no impairment of goodwill for 
any of our reporting units as their related fair values 
were substantially in excess of their carrying values.

We evaluate the useful lives of our other intangible 
assets, mainly brands, to determine if they are finite or 
indefinite-lived. Reaching a determination on useful life 
requires significant judgments and assumptions regard-
ing the future effects of obsolescence, demand, compe-
tition, other economic factors (such as the stability of 
the industry, known technological advances, legislative 
action that results in an uncertain or changing regula-
tory environment, and expected changes in distribution 
channels), the level of required maintenance expendi-
tures, and the expected lives of other related groups of 
assets. Intangible assets that are deemed to have definite 
lives are amortized on a straight-line basis, over their 
useful lives, generally ranging from 4 to 30 years.

Our indefinite-lived intangible assets, mainly intan-
gible assets primarily associated with the Pillsbury, 
Totino’s, Progresso, Green Giant, Yoplait, Old El Paso, 
Yoki, and Häagen-Dazs brands, are also tested for 
impairment annually and whenever events or changes 
in circumstances indicate that their carrying value may 
not be recoverable. We performed our fiscal 2013 assess-
ment of our brand intangibles as of November 26, 2012. 
Our estimate of the fair value of the brands was based 
on a discounted cash flow model using inputs which 
included projected revenues from our annual long-range 
plan, assumed royalty rates that could be payable if we 
did not own the brands, and a discount rate. As of our 

assessment date, there was no impairment of any of our 
indefinite-lived intangible assets as their related fair val-
ues were substantially in excess of the carrying values.

Our finite-lived intangible assets, primarily acquired 
franchise agreements and customer relationships, are 
reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount of an 
asset may not be recoverable. An impairment loss would 
be recognized when estimated undiscounted future cash 
flows from the operation and disposition of the asset 
are less than the carrying amount of the asset. Assets 
generally have identifiable cash flows and are largely 
independent of other assets. Measurement of an impair-
ment loss would be based on the excess of the carry-
ing amount of the asset over its fair value. Fair value is 
measured using a discounted cash flow model or other 
similar valuation model, as appropriate. 

Investments in Joint Ventures Our investments in 
companies over which we have the ability to exercise 
significant influence are stated at cost plus our share 
of undistributed earnings or losses. We receive roy-
alty income from certain joint ventures, incur various 
expenses (primarily research and development), and 
record the tax impact of certain joint venture opera-
tions that are structured as partnerships. In addition, we 
make advances to our joint ventures in the form of loans 
or capital investments. We also sell certain raw materi-
als, semi-finished goods, and finished goods to the joint 
ventures, generally at market prices.

In addition, we assess our investments in our joint 
ventures if we have reason to believe an impairment 
may have occurred including, but not limited to, ongoing 
operating losses, projected decreases in earnings, 
increases in the weighted average cost of capital 
or significant business disruptions.  The significant 
assumptions used to estimate fair value include revenue 
growth and profitability, royalty rates, capital spending, 
depreciation and taxes, foreign currency exchange rates 
and a discount rate. By their nature, these projections 
and assumptions are uncertain. If we were to determine 
the current fair value of our investment was less than 
the carrying value of the investment, then we would 
assess if the shortfall was of a temporary or permanent 
nature and write down the investment to its fair value if 
we concluded the impairment is other than temporary.

Redeemable Interest On July 1, 2011, we acquired 
a 51 percent controlling interest in Yoplait S.A.S., a 
consolidated entity. Sodiaal International (Sodiaal) holds 
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the remaining 49 percent interest in Yoplait S.A.S. 
Sodiaal has the ability to put a limited portion of its 
redeemable interest to us at fair value once per year up 
to a maximum of 9 years. This put option requires us 
to classify Sodiaal’s interest as a redeemable interest 
outside of equity on our Consolidated Balance Sheets 
for as long as the put is exercisable by Sodiaal. When 
the put is no longer exercisable, the redeemable interest 
will be reclassified to noncontrolling interests on our 
Consolidated Balance Sheets. We adjust the value of 
the redeemable interest through additional paid-in 
capital on our Consolidated Balance Sheets quarterly 
to the redeemable interest’s redemption value, which 
approximates its fair value. During the third quarter 
of fiscal 2013, we adjusted the redeemable interest’s 
redemption value based on a discounted cash flow 
model. The significant assumptions used to estimate the 
redemption value include projected revenue growth and 
profitability from our long range plan, capital spending, 
depreciation and taxes, foreign currency rates, and a 
discount rate.

Variable Interest Entities As of May 26, 2013, we had 
invested in four variable interest entities (VIEs). None of 
our VIEs are material to our results of operations, finan-
cial condition, or liquidity as of and for the year ended 
May 26, 2013. We determined whether or not we were 
the primary beneficiary (PB) of each VIE using a qualita-
tive assessment that considered the VIE’s purpose and 
design, the involvement of each of the interest holders, 
and the risks and benefits of the VIE.  We are the PB 
of three of the VIEs. We provided minimal financial or 
other support to our VIEs during fiscal 2013, and there 
are no arrangements related to VIEs that would require 
us to provide significant financial support in the future.

Revenue Recognition We recognize sales revenue when 
the shipment is accepted by our customer. Sales include 
shipping and handling charges billed to the customer 
and are reported net of consumer coupon redemption, 
trade promotion and other costs, including estimated 
allowances for returns, unsalable product, and prompt 
pay discounts. Sales, use, value-added, and other 
excise taxes are not recognized in revenue. Coupons 
are recorded when distributed, based on estimated 
redemption rates. Trade promotions are recorded based 
on estimated participation and performance levels for 
offered programs at the time of sale. We generally do not 
allow a right of return. However, on a limited case-by-
case basis with prior approval, we may allow customers 

to return product. In limited circumstances, product 
returned in saleable condition is resold to other customers 
or outlets. Receivables from customers generally do not 
bear interest. Terms and collection patterns vary around 
the world and by channel. The allowance for doubtful 
accounts represents our estimate of probable non-
payments and credit losses in our existing receivables, as 
determined based on a review of past due balances and 
other specific account data. Account balances are written 
off against the allowance when we deem the amount is 
uncollectible.

Environmental Environmental costs relating to exist-
ing conditions caused by past operations that do not 
contribute to current or future revenues are expensed. 
Liabilities for anticipated remediation costs are recorded 
on an undiscounted basis when they are probable and 
reasonably estimable, generally no later than the com-
pletion of feasibility studies or our commitment to a 
plan of action.

Advertising Production Costs We expense the produc-
tion costs of advertising the first time that the advertis-
ing takes place.

Research and Development All expenditures for 
research and development (R&D) are charged against 
earnings in the year incurred. R&D includes expenditures 
for new product and manufacturing process innovation, 
and the annual expenditures are comprised primarily of 
internal salaries, wages, consulting, and other supplies 
attributable to time spent on R&D activities. Other costs 
include depreciation and maintenance of research facili-
ties, including assets at facilities that are engaged in pilot 
plant activities.

Foreign Currency Translation For all significant foreign 
operations, the functional currency is the local currency. 
Assets and liabilities of these operations are translated 
at the period-end exchange rates. Income statement 
accounts are translated using the average exchange rates 
prevailing during the year. Translation adjustments are 
reflected within accumulated other comprehensive loss 
(AOCI) in stockholders’ equity. Gains and losses from 
foreign currency transactions are included in net earnings 
for the period, except for gains and losses on investments 
in subsidiaries for which settlement is not planned for the 
foreseeable future and foreign exchange gains and losses 
on instruments designated as net investment hedges. 
These gains and losses are recorded in AOCI.
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Derivative Instruments All derivatives are recognized 
on the Consolidated Balance Sheets at fair value based 
on quoted market prices or our estimate of their fair 
value, and are recorded in either current or noncurrent 
assets or liabilities based on their maturity. Changes in 
the fair values of derivatives are recorded in net earnings 
or other comprehensive income, based on whether 
the instrument is designated and effective as a hedge 
transaction and, if so, the type of hedge transaction. 
Gains or losses on derivative instruments reported 
in AOCI are reclassified to earnings in the period the 
hedged item affects earnings. If the underlying hedged 
transaction ceases to exist, any associated amounts 
reported in AOCI are reclassified to earnings at that 
time. Any ineffectiveness is recognized in earnings in 
the current period.

Stock-based Compensation We generally measure 
compensation expense for grants of restricted stock units 
using the value of a share of our stock on the date of 
grant. We estimate the value of stock option grants using 
a Black-Scholes valuation model. Stock compensation is 
recognized straight line over the vesting period. Our stock 
compensation expense is recorded in selling, general and 
administrative (SG&A) expenses and cost of sales in the 
Consolidated Statements of Earnings and allocated to 
each reportable segment in our segment results.

Certain equity-based compensation plans contain pro-
visions that accelerate vesting of awards upon retire-
ment, termination or death of eligible employees and 
directors. We consider a stock-based award to be vested 
when the employee’s retention of the award is no longer 
contingent on providing subsequent service. Accordingly, 
the related compensation cost is recognized immediately 
for awards granted to retirement-eligible individuals or 
over the period from the grant date to the date retire-
ment eligibility is achieved, if less than the stated vest-
ing period.

We report the benefits of tax deductions in excess 
of recognized compensation cost as a financing cash 
flow, thereby reducing net operating cash flows and 
increasing net financing cash flows.

Defined Benefit Pension, Other Postretirement, and 
Postemployment Benefit Plans We sponsor several 
domestic and foreign defined benefit plans to provide 
pension, health care, and other welfare benefits to retired 
employees. Under certain circumstances, we also provide 
accruable benefits to former or inactive employees in the 
United States and Canada and members of our Board of 

Directors, including severance and certain other benefits 
payable upon death. We recognize an obligation for any 
of these benefits that vest or accumulate with service. 
Postemployment benefits that do not vest or accumulate 
with service (such as severance based solely on annual 
pay rather than years of service) are charged to expense 
when incurred. Our postemployment benefit plans are 
unfunded.

We recognize the underfunded or overfunded status 
of a defined benefit postretirement plan as an asset or 
liability and recognize changes in the funded status in 
the year in which the changes occur through AOCI.

Use of Estimates Preparing our Consolidated Financial 
Statements in conformity with accounting principles 
generally accepted in the United States requires us to 
make estimates and assumptions that affect reported 
amounts of assets and liabilities, disclosures of contin-
gent assets and liabilities at the date of the financial 
statements, and the reported amounts of revenues and 
expenses during the reporting period. These estimates 
include our accounting for promotional expenditures, 
valuation of long-lived assets, intangible assets, redeem-
able interest, stock-based compensation, income taxes, 
and defined benefit pension, post-retirement and post-
employment benefits. Actual results could differ from 
our estimates.

Other New Accounting Standards In fiscal 2013, we 
adopted new accounting guidance for the presentation 
of other comprehensive income (OCI). This guidance 
requires entities to present net income and OCI in either 
a single continuous statement or in separate consecutive 
statements. The guidance does not change the compo-
nents of net income or OCI, when OCI should be reclas-
sified to net income, or the earnings per share (EPS) 
calculation. This guidance did not have an impact our 
results of operations or financial position.

In fiscal 2013, we adopted new accounting guidance 
intended to simplify indefinite-lived intangible asset 
impairment testing. Entities are allowed to perform a 
qualitative assessment of indefinite-lived intangible 
asset impairment to determine whether a quantitative 
assessment is necessary. We adopted this guidance for 
our annual indefinite-lived intangible asset impairment 
test for fiscal 2013, which was conducted as of the first 
day of the third quarter. The adoption of this guidance 
did not have an impact on our results of operations or 
financial position. 
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In fiscal 2012, we adopted new accounting guidance 
for fair value measurements providing common fair 
value measurement and disclosure requirements. The 
adoption of the guidance did not have an impact on our 
results of operations or financial condition. 

In fiscal 2012, we adopted new accounting guidance 
on employer’s disclosures about participation in multi-
employer benefit plans. The adoption of the guidance 
did not have an impact on our results of operations or 
financial condition. 

In fiscal 2012, we adopted new accounting guid-
ance intended to simplify goodwill impairment testing. 
Entities are allowed to perform a qualitative assessment 
of goodwill impairment to determine whether a quan-
titative assessment is necessary. We adopted this guid-
ance for our annual goodwill impairment test for fiscal 
2012. The adoption of this guidance did not have an 
impact on our results of operations or financial position.

In fiscal 2011, we adopted new accounting guidance on 
the consolidation model for VIEs. The guidance requires 
companies to qualitatively assess the determination of the 
primary beneficiary of a VIE based on whether the com-
pany (1) has the power to direct matters that most sig-
nificantly impact the VIE’s economic performance, and (2) 
has the obligation to absorb losses or the right to receive 
benefits of the VIE that could potentially be significant 
to the VIE. The adoption of the guidance did not have an 
impact on our results of operations or financial condition.

NOTE 3. ACQUISITIONS

On August 1, 2012, we acquired Yoki, a privately 
held food company headquartered in Sao Bernardo 
do Campo, Brazil, for an aggregate purchase price of 
$939.8 million, including $88.8 million of non-cash 
consideration for net debt assumed. Yoki operates in 
several food categories, including snacks, convenient 
meals, basic foods, and seasonings. We consolidated 
Yoki into our Consolidated Balance Sheets and recorded 
goodwill of $363.0 million. Indefinite lived intangible 
assets acquired include brands of $253.0 million. 
Finite lived intangible assets acquired primarily include 
customer relationships of $17.5 million. The pro forma 
effects of this acquisition were not material. 

During the first quarter of fiscal 2012, we acquired 
a 51 percent controlling interest in Yoplait S.A.S. and 
a 50 percent interest in Yoplait Marques S.A.S. from 
PAI Partners and Sodiaal for an aggregate purchase 
price of $1.2 billion, including $261.3 million of non-
cash consideration for debt assumed. We consolidated 

both entities into our Consolidated Balance Sheets 
and recorded goodwill of $1.5 billion. Indefinite lived 
intangible assets acquired primarily include brands of 
$476.0 million. Finite lived intangible assets acquired 
primarily include franchise agreements of $440.2 million 
and customer relationships of $107.3 million. In addition, 
we purchased a zero coupon exchangeable note due in 
2016 from Sodiaal with a notional amount of $131.6 
million and a fair value of $110.9 million. As of May 26, 
2013, $16.2 million of the exchangeable note has been 
repaid. The pro forma effects of this acquisition were not 
material.

NOTE 4. RESTRUCTURING, IMPAIRMENT, AND OTHER 
EXIT COSTS

We view our restructuring activities as actions that help 
us meet our long-term growth targets. Activities we 
undertake must meet internal rate of return and net 
present value targets. Each restructuring action normally 
takes one to two years to complete. At completion (or 
as each major stage is completed in the case of multi-
year programs), the project begins to deliver cash sav-
ings and/or reduced depreciation. These activities result 
in various restructuring costs, including asset write-offs, 
exit charges including severance, contract termination 
fees, and decommissioning and other costs. Depreciation 
associated with restructured assets, as used in the con-
text of our disclosures regarding restructuring activity, 
refers to the increase in depreciation expense caused by 
shortening the useful life or updating the salvage value 
of depreciable fixed assets to coincide with the end of 
production under an approved restructuring plan. Any 
impairment of the asset is recognized immediately in the 
period the plan is approved.

In fiscal 2013, we recorded restructuring, impairment, 
and other exit costs pursuant to approved plans as follows:

Expense, in Millions 

Charges associated with restructuring actions  
 previously announced $19.8 
Total $19.8 

In fiscal 2013, we recorded an $18.6 million 
restructuring charge related to a productivity and cost 
savings plan approved in the fourth quarter of fiscal 2012, 
consisting of $10.6 million of employee severance expense 
and other exit costs of $8.0 million. All of our operating 
segments were affected by these actions including $15.9 
million related to our International segment, $1.8 million 
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related to our U.S. Retail segment, and $0.9 million 
related to our Bakeries and Foodservice segment. These 
restructuring actions are expected to be completed by 
the end of fiscal 2014. In addition, we recorded $1.2 
million of charges associated with other previously 
announced restructuring actions. In fiscal 2013, we paid 
$79.9 million in cash related to restructuring actions.  

In fiscal 2012, we recorded restructuring, impairment, 
and other exit costs pursuant to approved plans as 
follows:

Expense, in Millions 

Productivity and cost savings plan $100.6 
Charges associated with restructuring actions  
 previously announced 1.0 
Total $101.6 

In fiscal 2012, we recorded a $100.6 million restructuring 
charge related to a productivity and cost savings plan 
approved in the fourth quarter of fiscal 2012. The plan was 
designed to improve organizational effectiveness and focus 
on key growth strategies, and included organizational 
changes to strengthen business alignment and actions 
to accelerate administrative efficiencies across all of our 
operating segments and support functions. In connection 
with this initiative, we eliminated approximately 850 
positions globally. The restructuring charge consisted of 
$87.6 million of employee severance expense and a non-
cash charge of $13.0 million related to the write-off of 
certain long-lived assets in our U.S. Retail segment. All 
of our operating segments and support functions were 
affected by these actions including $69.9 million related 
to our U.S. Retail segment, $12.2 million related to our 
Bakeries and Foodservice segment, $9.5 million related 
to our International segment, and $9.0 million related to 
our administrative functions. In fiscal 2012, we paid $3.8 
million in cash related to restructuring actions taken in 
fiscal 2012 and previous years. 

In fiscal 2011, we recorded restructuring, impairment, 
and other exit costs pursuant to approved plans as 
follows:

Expense, in Millions 

Discontinuation of fruit-flavored snack product line $1.7 
Charges associated with restructuring actions  
 previously announced 2.7 
Total $4.4 

The roll forward of our restructuring and other exit 
cost reserves, included in other current liabilities, is as 
follows:
      Other
   Contract  Exit
In Millions  Severance Termination Costs  Total

Reserve balance as of  
 May 30, 2010 $ 2.6  $ 8.1  $ 0.1  $ 10.8
2011 charges, including  
 foreign currency translation  —   —   —  — 
Utilized in 2011  (0.9)  (2.6)  (0.1)  (3.6)
Reserve balance as of  
 May 29, 2011  1.7   5.5  — 7.2 
2012 charges, including  
 foreign currency translation  82.4   —   —  82.4 
Utilized in 2012  (1.0)  (2.8) 0.1   (3.7)
Reserve balance as of  
 May 27, 2012 83.1   2.7   0.1   85.9 
2013 charges, including  
 foreign currency translation  10.6  —   —  10.6 
Utilized in 2013  (74.2)  (2.7)  (0.1)  (77.0)
Reserve balance as of  
 May 26, 2013 $ 19.5  $  —  $  —  $ 19.5 

The charges recognized in the roll forward of our 
reserves for restructuring and other exit costs do not 
include items charged directly to expense (e.g., asset 
impairment charges, the gain or loss on the sale of 
restructured assets, and the write-off of spare parts) and 
other periodic exit costs recognized as incurred, as those 
items are not reflected in our restructuring and other 
exit cost reserves on our Consolidated Balance Sheets.
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NOTE 5. INVESTMENTS IN JOINT VENTURES 

We have a 50 percent equity interest in Cereal Partners 
Worldwide (CPW), which manufactures and markets 
ready-to-eat cereal products in more than 130 countries 
and republics outside the United States and Canada. 
CPW also markets cereal bars in several European 
countries and manufactures private label cereals for 
customers in the United Kingdom. We have guaranteed 
a portion of CPW’s debt and its pension obligation in the 
United Kingdom. 

We also have a 50 percent equity interest in Häagen-
Dazs Japan, Inc. (HDJ). This joint venture manufactures, 
distributes, and markets Häagen-Dazs ice cream 
products and frozen novelties. 

Results from our CPW and HDJ joint ventures are 
reported for the 12 months ended March 31.

Joint venture related balance sheet activity follows: 

  May 26,  May 27,
In Millions 2013 2012

Cumulative investments $ 478.5  $ 529.0 
Goodwill and other intangibles  537.2   522.1 
Aggregate advances  291.5   268.1 

Joint venture earnings and cash flow activity follows:

Fiscal Year
In Millions  2013  2012  2011  

Sales to joint ventures $12.3  $10.4  $10.2 
Net advances  36.7   22.2   1.8 
Dividends received  115.7   68.0   72.7 

Summary combined financial information for the joint 
ventures on a 100 percent basis follows:

 Fiscal Year
In Millions  2013  2012  2011  

Net sales:    
  CPW    $2,132.2  $2,152.6  $2,067.2 
  HDJ  420.5   428.9   385.0 
Total net sales  2,552.7   2,581.5   2,452.2 
Gross margin  1,057.3   1,084.1   1,073.6 
Earnings before income taxes  260.3   250.3   233.4 
Earnings after income taxes  201.6   189.0   164.2 

  May 26,     May 27,
In Millions 2013 2012

Current assets $ 976.7  $ 934.8 
Noncurrent assets  1,088.2    1,078.0 
Current liabilities  1,717.4    1,671.0 
Noncurrent liabilities  115.1   91.0 

NOTE 6. GOODWILL AND OTHER INTANGIBLE ASSETS

The components of goodwill and other intangible assets 
are as follows:
  May 26,  May 27,
In Millions 2013 2012

Goodwill $ 8,622.2  $8,182.5 
Other intangible assets:    
 Intangible assets not subject  
  to amortization:    
  Brands and other  
   indefinite-lived intangibles  4,499.5  4,217.1 
 Intangible assets subject to amortization:            
  Franchise agreements, customer 
   relationships, and other
   finite-lived intangibles  602.6   544.7 
  Less accumulated amortization  (87.0)  (56.9)
 Intangible assets subject to amortization  515.6   487.8 
Other intangible assets  5,015.1   4,704.9 
Total $13,637.3  $12,887.4 

Based on the carrying value of finite-lived intangible 
assets as of May 26, 2013, amortization expense for 
each of the next five fiscal years is estimated to be 
approximately $30 million.
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The changes in the carrying amount of goodwill for 
fiscal 2011, 2012, and 2013 are as follows:

   Bakeries 
 U.S.  and  Joint 
In Millions  Retail  International Foodservice Ventures  Total

Balance as of  
 May 30, 2010 $5,098.3  $ 122.0  $923.0  $449.5  $6,592.8 
Acquisitions 44.6   26.9  — —   71.5 
Divestitures  —   (0.5)  (1.9) —   (2.4)
Other activity,  
 primarily foreign        
 currency translation — 14.2   —   74.7   88.9 
Balance as of  
 May 29, 2011  5,142.9   162.6   921.1   524.2   6,750.8 
Acquisitions  670.3   946.4   —  —   1,616.7 
Other activity,  
 primarily foreign        
 currency translation  —   (119.1) —   (65.9)  (185.0)
Balance as of  
 May 27, 2012  5,813.2   989.9   921.1   458.3   8,182.5 
Acquisitions  28.2   378.8  —  —   407.0 
Other activity,  
 primarily foreign        
 currency translation  —   18.3  —   14.4   32.7 
Balance as of  
 May 26, 2013 $5,841.4  $1,387.0  $921.1  $472.7  $8,622.2

The changes in the carrying amount of other 
intangible assets for fiscal 2011, 2012, and 2013 are as 
follows:

  U.S.   Joint 
In Millions  Retail  International Ventures  Total

Balance as of  
 May 30, 2010 $3,206.6  $ 445.3  $63.1  $3,715.0 
Acquisitions  39.3   6.0   —   45.3 
Other activity,  
 primarily foreign  
 currency translation  (3.4)  46.6   9.8   53.0 
Balance as of  
 May 29, 2011  3,242.5   497.9   72.9   3,813.3 
Acquisitions  58.2   1,050.3  —   1,108.5 
Other activity,  
 primarily foreign  
 currency translation  (3.7)  (204.1)  (9.1)  (216.9)
Balance as of  
 May 27, 2012  3,297.0   1,344.1   63.8   4,704.9 
Acquisitions  20.0   290.7   —   310.7 
Other activity,  
 primarily foreign  
 currency translation  (4.6)  3.4   0.7   (0.5)
Balance as of  
 May 26, 2013 $3,312.4  $1,638.2  $64.5  $5,015.1 
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NOTE 7. FINANCIAL INSTRUMENTS, RISK 
MANAGEMENT ACTIVITIES, AND FAIR VALUES

Financial Instruments
The carrying values of cash and cash equivalents, 
receivables, accounts payable, other current liabilities, 
and notes payable approximate fair value. Marketable 
securities are carried at fair value. As of May 26, 2013, 
and May 27, 2012, a comparison of cost and market 
values of our marketable debt and equity securities is as 
follows:
  Market Gross Gross 
 Cost Value Gains  Losses
  Fiscal Year  Fiscal Year  Fiscal Year Fiscal Year
In Millions   2013  2012  2013  2012  2013  2012  2013  2012  

Available for sale:          

 Debt securities $134.0  $52.2  $134.1  $52.3  $0.1  $0.1  $ —  $ — 

 Equity securities 1.8  1.8  6.4  5.3  4.6  3.5  —  — 

Total $135.8  $54.0  $140.5  $57.6  $4.7  $3.6  $ —  $ — 

Earnings include less than $1 million of realized 
gains from sales of available-for-sale marketable 
securities. Gains and losses are determined by specific 
identification. Classification of marketable securities as 
current or noncurrent is dependent upon our intended 
holding period, the security’s maturity date, or both. The 
aggregate unrealized gains and losses on available-for-
sale securities, net of tax effects, are classified in AOCI 
within stockholders’ equity. 

Scheduled maturities of our marketable securities are 
as follows:

 Available for Sale
    Market  
In Millions Cost Value

Under 1 year (current) $  130.2  $ 130.2 
From 1 to 3 years   2.2    2.3 
From 4 to 7 years   1.6    1.6 
Equity securities   1.8    6.4 
Total $  135.8  $ 140.5 

Marketable securities with a market value of $2.3 
million as of May 26, 2013, were pledged as collateral for 
derivative contracts.

The fair value and carrying amounts of long-term debt, 
including the current portion, were $8,027.3 million and 
$7,369.4 million, respectively, as of May 26, 2013. The 
fair value of long-term debt was estimated using market 
quotations and discounted cash flows based on our 
current incremental borrowing rates for similar types of 

instruments. Long-term debt is a Level 2 liability in the 
fair value hierarchy.

Risk Management Activities
As a part of our ongoing operations, we are exposed to 
market risks such as changes in interest and foreign 
currency exchange rates and commodity and equity 
prices. To manage these risks, we may enter into various 
derivative transactions (e.g., futures, options, and swaps) 
pursuant to our established policies.

Commodity Price Risk
Many commodities we use in the production and 
distribution of our products are exposed to market price 
risks. We utilize derivatives to manage price risk for our 
principal ingredients and energy costs, including grains 
(oats, wheat, and corn), oils (principally soybean), non-
fat dry milk, natural gas, and diesel fuel. Our primary 
objective when entering into these derivative contracts 
is to achieve certainty with regard to the future price of 
commodities purchased for use in our supply chain. We 
manage our exposures through a combination of purchase 
orders, long-term contracts with suppliers, exchange-
traded futures and options, and over-the-counter options 
and swaps. We offset our exposures based on current and 
projected market conditions and generally seek to acquire 
the inputs at as close to our planned cost as possible.

We use derivatives to manage our exposure to changes 
in commodity prices. We do not perform the assessments 
required to achieve hedge accounting for commodity 
derivative positions. Accordingly, the changes in the 
values of these derivatives are recorded currently in cost 
of sales in our Consolidated Statements of Earnings. 

Although we do not meet the criteria for cash flow 
hedge accounting, we nonetheless believe that these 
instruments are effective in achieving our objective of 
providing certainty in the future price of commodities 
purchased for use in our supply chain. Accordingly, for 
purposes of measuring segment operating performance 
these gains and losses are reported in unallocated 
corporate items outside of segment operating results until 
such time that the exposure we are managing affects 
earnings. At that time we reclassify the gain or loss 
from unallocated corporate items to segment operating 
profit, allowing our operating segments to realize the 
economic effects of the derivative without experiencing 
any resulting mark-to-market volatility, which remains 
in unallocated corporate items. 
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Unallocated corporate items for fiscal 2013, fiscal 2012 
and fiscal 2011 included:

   Fiscal Year
In Millions  2013  2012  2011  

Net gain (loss) on mark-to-market  
 valuation of commodity positions $ (7.6) $ (122.5) $ 160.3 
Net loss (gain) on commodity  
 positions reclassified from 
  unallocated corporate items  
 to segment operating profit  13.7    35.7   (93.6)
Net mark-to-market revaluation  
 of certain grain inventories   (1.7)   (17.4)   28.5 
Net mark-to-market valuation  
 of certain commodity positions 
  recognized in unallocated  
 corporate items $  4.4  $ (104.2) $ 95.2 

As of May 26, 2013, the net notional value of 
commodity derivatives was $526.3 million, of which 
$297.4 million related to agricultural inputs and $228.9 
million related to energy inputs. These contracts relate 
to inputs that generally will be utilized within the next 
12 months. 

Interest Rate Risk
We are exposed to interest rate volatility with regard 
to future issuances of fixed-rate debt, and existing and 
future issuances of floating-rate debt. Primary exposures 
include U.S. Treasury rates, LIBOR, Euribor, and com-
mercial paper rates in the United States and Europe. We 
use interest rate swaps, forward-starting interest rate 
swaps, and treasury locks to hedge our exposure to inter-
est rate changes, to reduce the volatility of our financing 
costs, and to achieve a desired proportion of fixed versus 
floating-rate debt, based on current and projected mar-
ket conditions. Generally under these swaps, we agree 
with a counterparty to exchange the difference between 
fixed-rate and floating-rate interest amounts based on 
an agreed upon notional principal amount.

Floating Interest Rate Exposures — Floating-to-fixed 
interest rate swaps are accounted for as cash flow 
hedges, as are all hedges of forecasted issuances of debt. 
Effectiveness is assessed based on either the perfectly 
effective hypothetical derivative method or changes in 
the present value of interest payments on the underlying 
debt. Effective gains and losses deferred to AOCI are 
reclassified into earnings over the life of the associated 
debt. Ineffective gains and losses are recorded as net 

interest. The amount of hedge ineffectiveness was less 
than $1 million in each of fiscal 2013, 2012, and 2011.

Fixed Interest Rate Exposures — Fixed-to-floating 
interest rate swaps are accounted for as fair value 
hedges with effectiveness assessed based on changes in 
the fair value of the underlying debt and derivatives, 
using incremental borrowing rates currently available 
on loans with similar terms and maturities. Ineffective 
gains and losses on these derivatives and the underlying 
hedged items are recorded as net interest. The amount 
of hedge ineffectiveness was less than $1 million in each 
of fiscal 2013, 2012, and 2011.

During the fourth quarter of fiscal 2013, in advance of 
a planned debt refinancing, we entered into $250.0 mil-
lion of treasury locks with an average fixed rate of 1.95 
percent. 

During the third quarter of fiscal 2013, we entered 
into swaps to convert $250.0 million of 0.875 percent 
fixed-rate notes due January 29, 2016, to floating rates. 

During the second quarter of fiscal 2013, in advance of 
a planned debt refinancing, we entered into $200.0 mil-
lion of treasury locks with an average fixed rate of 2.82 
percent. All of these treasury locks were cash settled for 
$11.8 million during the third quarter of fiscal 2013, coin-
cident with the issuance of our $500.0 million 30-year 
fixed-rate notes. As of May 26, 2013, an $11.7 million 
pre-tax gain remained in AOCI, which will be reclassified 
to earnings over the term of the underlying debt. 

During the fourth quarter of fiscal 2011, first quar-
ter of fiscal 2012, and second quarter of fiscal 2012, 
we entered into $500.0 million, $300.0 million, and 
$200.0 million of forward starting swaps with average 
fixed rates of 3.9 percent, 2.7 percent, and 2.4 percent, 
respectively, in advance of a planned debt financing. All 
of these forward starting swaps were cash settled for 
$100.4 million coincident with the issuance of our $1.0 
billion 10-year fixed rate notes in November 2011. As of 
May 26, 2013, an $84.7 million pre-tax loss remained 
in AOCI, which will be reclassified to earnings over the 
term of the underlying debt. 

During the fourth quarter of fiscal 2011, we entered 
into swaps to convert $300.0 million of 1.55 percent 
fixed-rate notes due May 16, 2014, to floating rates. 

As of May 26, 2013, a $15.1 million pre-tax loss on cash 
settled interest rate derivatives for our $500.0 million 
30-year fixed rate notes issued June 1, 2010 remained 
in AOCI, which will be reclassified to earnings over the 
term of the underlying debt. 

As of May 26, 2013, an $8.3 million pre-tax loss on 
cash settled interest rate swaps for our $1.0 billion 



60 Healthy Growth

10-year note issued January 24, 2007 remained in AOCI, 
which will be reclassified to earnings over the term of 
the underlying debt.

The following table summarizes the notional amounts 
and weighted-average interest rates of our interest rate 
derivatives. Average floating rates are based on rates as 
of the end of the reporting period.
  May 26, May 27,
In Millions 2013  2012 

Pay-floating swaps - notional amount  $550.0    $834.6 
 Average receive rate  1.1%    1.7%
 Average pay rate   0.4%   0.3%
Treasury locks - notional amount  $250.0    $ — 

The interest rate derivative contracts mature at 
various dates from fiscal 2014 to 2016 as follows: 

In Millions Pay Floating Treasury Locks

2014   $300.0   $250.0 
2015    —    — 
2016    250.0    — 
Total  $550.0   $250.0 

Foreign Exchange Risk
Foreign currency fluctuations affect our net investments 
in foreign subsidiaries and foreign currency cash 
flows related to third party purchases, intercompany 
loans, product shipments, and foreign-denominated 
commercial paper. We are also exposed to the 
translation of foreign currency earnings to the U.S. 
dollar. Our principal exposures are to the Australian 
dollar, Brazilian real, British pound sterling, Canadian 
dollar, Chinese renminbi, euro, Japanese yen, Mexican 
peso, and Swiss franc. We mainly use foreign currency 
forward contracts to selectively hedge our foreign 
currency cash flow exposures. We also generally swap 
our foreign-denominated commercial paper borrowings 
and nonfunctional currency intercompany loans back 
to U.S. dollars or the functional currency of the entity 
with foreign exchange exposure; the gains or losses on 
these derivatives offset the foreign currency revaluation 
gains or losses recorded in earnings on the associated 
borrowings. We generally do not hedge more than 18 
months forward.

As of May 26, 2013, the net notional value of foreign 
exchange derivatives was $985.1 million. The amount of 
hedge ineffectiveness was less than $1 million in each of 
fiscal 2013, 2012, and 2011.

We also have many net investments in foreign 
subsidiaries that are denominated in euros. We 

previously hedged a portion of these net investments by 
issuing euro-denominated commercial paper and foreign 
exchange forward contracts. As of May 26, 2013, we had 
deferred net foreign currency transaction losses of $95.7 
million in AOCI associated with hedging activity.

Equity Instruments
Equity price movements affect our compensation expense 
as certain investments made by our employees in our 
deferred compensation plan are revalued. We use equity 
swaps to manage this risk. As of May 26, 2013, the net 
notional amount of our equity swaps was $57.0 million. 
These swap contracts mature in fiscal 2014.



Annual Report 2013 61

 
Fair Value Measurements And Financial Statement Presentation
The fair values of our assets, liabilities, and derivative positions recorded at fair value and their respective levels in 
the fair value hierarchy as of May 26, 2013 and May 27, 2012, were as follows:

 May 26, 2013 May 26, 2013
  Fair Values of Assets  Fair Values of Liabilities
In Millions  Level 1 Level 2  Level 3  Total  Level 1  Level 2  Level 3  Total

Derivatives designated as hedging instruments:         
 Interest rate contracts (a) (b)  $ —  $ 10.3  $  —  $ 10.3  $ —  $  —  $  —  $  — 
   Foreign exchange contracts (c) (d)  —    15.7    —   15.7    —    (1.6)   —    (1.6)
Total    —   26.0   —   26.0    —    (1.6)   —    (1.6)
Derivatives not designated as hedging instruments:            
 Foreign exchange contracts (c) (d)   —   6.7    —   6.7    —   (0.1)   —    (0.1)
   Equity contracts (a) (e)   —    —    —    —   —    (0.2)   —    (0.2)
   Commodity contracts (c) (e)   10.3    3.1    —   13.4    —    (3.9)   —  (3.9)  
 Grain contracts (c) (e)   —    7.5    —   7.5    —    (30.4)   —    (30.4)
Total   10.3    17.3    —    27.6    —   (34.6)   —   (34.6)
Other assets and liabilities reported at fair value:         
 Marketable investments (a) (f)  6.4    134.1    —    140.5    —    —    —    — 
Total   6.4    134.1    —   140.5    —    —    —    — 
Total assets, liabilities, and derivative positions  
 recorded at fair value $ 16.7  $ 177.4  $ —  $ 194.1  $  —  $  (36.2) $  —  $  (36.2)

(a)  These contracts and investments are recorded as prepaid expenses and other current assets, other assets, other current liabilities or other liabilities, as 
appropriate, based on whether in a gain or loss position. Certain marketable investments are recorded as cash and cash equivalents. 

(b) Based on LIBOR and swap rates.

(c)  These contracts are recorded as prepaid expenses and other current assets or as other current liabilities, as appropriate, based on whether in a gain or  
loss position.

(d) Based on observable market transactions of spot currency rates and forward currency prices. 

(e) Based on prices of futures exchanges and recently reported transactions in the marketplace.

(f) Based on prices of common stock and bond matrix pricing.
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 May 27, 2012 May 27, 2012
 Fair Values of Assets  Fair Values of Liabilities
In Millions  Level 1 Level 2  Level 3  Total  Level 1  Level 2  Level 3  Total

Derivatives designated as hedging instruments:      
 Interest rate contracts (a) (b)  $  —  $  5.7  $  —  $  5.7  $  —  $      —  $  —  $       — 
 Foreign exchange contracts (c) (d)   —    11.5    —    11.5    —    (18.8)   —   (18.8)
Total    —    17.2    —    17.2    —    (18.8)   —    (18.8)
Derivatives not designated as hedging instruments:                  
 Interest rate contracts (a) (b)    —    0.5    —    0.5    —    —    —    — 
   Foreign exchange contracts (c) (d)   —    6.6    —    6.6    —    (1.1)   —    (1.1)
   Equity contracts (a) (e)   —   —    —         —    —    (0.1)   —    (0.1)
   Commodity contracts (c) (e)   8.0    1.0    —    9.0    —    (15.1)   —    (15.1)
   Grain contracts (c) (e)        —    8.3    —    8.3    —    (20.6)   —    (20.6)
Total    8.0    16.4    —    24.4    —    (36.9)   —    (36.9)
Other assets and liabilities reported at fair value:                   
 Marketable investments (a) (f)   5.3    52.3    —    57.6    —         —    —   — 
Total    5.3    52.3    —    57.6    —         —    —     — 
Total assets, liabilities, and derivative positions  
 recorded at fair value $  13.3  $  85.9  $  —  $  99.2  $  —  $  (55.7) $  —  $ (55.7)

(a)  These contracts and investments are recorded as prepaid expenses and other current assets, other assets, other current liabilities or other liabilities, as 
appropriate, based on whether in a gain or loss position. Certain marketable investments are recorded as cash and cash equivalents. 

(b) Based on LIBOR and swap rates.

(c)  These contracts are recorded as prepaid expenses and other current assets or as other current liabilities, as appropriate, based on whether in a gain or  
loss position.

(d) Based on observable market transactions of spot currency rates and forward currency prices. 

(e) Based on prices of futures exchanges and recently reported transactions in the marketplace.

(f) Based on prices of common stock and bond matrix pricing.

We did not significantly change our valuation techniques from prior periods. 
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Information related to our cash flow hedges, fair value hedges, and other derivatives not designated as hedging 
instruments for the fiscal years ended May 26, 2013, and May 27, 2012, follows:

  Interest Rate  Foreign Exchange Equity   Commodity
 Contracts  Contracts Contracts Contracts Total 

   Fiscal Year  Fiscal Year  Fiscal Year  Fiscal Year  Fiscal Year
In Millions  2013  2012  2013  2012  2013  2012  2013  2012  2013 2012 

Derivatives in Cash Flow Hedging Relationships:           
 Amount of gain (loss) recognized in other  
    comprehensive income (OCI) (a)   $19.1  $(78.6) $16.4  $(7.3) $ —  $ —  $ —  $ —  $35.5  $(85.9) 
 Amount of loss reclassified from 
    AOCI into earnings (a) (b)  (12.5)  (8.2)  (4.8)  (9.9)  —   —   —   —   (17.3)  (18.1) 
 Amount of gain (loss) recognized 
    in earnings (c)  —   (0.5)  0.4   (0.3)  —   —   —   —   0.4   (0.8)
Derivatives in Fair Value Hedging Relationships:           
 Amount of net gain (loss) recognized  
    in earnings (d)  0.8   (0.8)  —   —   —   —   —   —   0.8   (0.8)
Derivatives Not Designated as Hedging  
 Instruments:           
 Amount of gain (loss) recognized in earnings (d)  —   —   11.6   (1.3)  12.0   (1.0)  (7.6)  (122.5)  16.0   (124.8)

(a) Effective portion. 

(b)  Loss reclassified from AOCI into earnings is reported in interest, net for interest rate swaps and in cost of sales and SG&A expenses for foreign  
exchange contracts.

(c)  Gain (loss) recognized in earnings is related to the ineffective portion of the hedging relationship, including SG&A expenses for foreign exchange contracts 
and interest, net for interest rate contracts. No amounts were reported as a result of being excluded from the assessment of hedge effectiveness.

(d)  Gain (loss) recognized in earnings is reported in interest, net for interest rate contracts, in cost of sales for commodity contracts, and in SG&A expenses for 
equity contracts and foreign exchange contracts.
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Amounts Recorded In Accumulated Other 
Comprehensive Loss 
Unrealized losses from interest rate cash flow hedges 
recorded in AOCI as of May 26, 2013, totaled $53.5 
million after tax. These deferred losses are primarily 
related to interest rate swaps that we entered into in 
contemplation of future borrowings and other financ-
ing requirements and that are being reclassified into net 
interest over the lives of the hedged forecasted transac-
tions. Unrealized gains from foreign currency cash flow 
hedges recorded in AOCI as of May 26, 2013, were $11.8 
million after-tax. The net amount of pre-tax gains and 
losses in AOCI as of May 26, 2013, that we expect to be 
reclassified into net earnings within the next 12 months 
is $3.5 million of income.

Credit-Risk-Related Contingent Features
Certain of our derivative instruments contain provisions 
that require us to maintain an investment grade credit 
rating on our debt from each of the major credit rating 
agencies. If our debt were to fall below investment grade, 
the counterparties to the derivative instruments could 
request full collateralization on derivative instruments 
in net liability positions. The aggregate fair value of all 
derivative instruments with credit-risk-related contin-
gent features that were in a liability position on May 
26, 2013, was $3.9 million. We have posted no collateral 
under these contracts. If the credit-risk-related contin-
gent features underlying these agreements had been 
triggered on May 26, 2013, we would have been required 
to post $3.9 million of collateral to counterparties. 

Concentrations Of Credit And Counterparty Credit Risk
During fiscal 2013, Wal-Mart Stores, Inc. and its affiliates 
(Wal-Mart) accounted for 21 percent of our consolidated 
net sales and 31 percent of our net sales in the U.S. Retail 
segment. No other customer accounted for 10 percent 
or more of our consolidated net sales. Wal-Mart also 
represented 6 percent of our net sales in the International 
segment and 7 percent of our net sales in the Bakeries 
and Foodservice segment. As of May 26, 2013, Wal-Mart 
accounted for 28 percent of our U.S. Retail receivables, 5 
percent of our International receivables, and 7 percent 
of our Bakeries and Foodservice receivables. The five 
largest customers in our U.S. Retail segment accounted 
for 54 percent of its fiscal 2013 net sales, the five largest 
customers in our International segment accounted for 
24 percent of its fiscal 2013 net sales, and the five largest 
customers in our Bakeries and Foodservice segment 
accounted for 41 percent of its fiscal 2013 net sales.

We enter into interest rate, foreign exchange, and cer-
tain commodity and equity derivatives, primarily with 
a diversified group of highly rated counterparties. We 
continually monitor our positions and the credit ratings 
of the counterparties involved and, by policy, limit the 
amount of credit exposure to any one party. These trans-
actions may expose us to potential losses due to the risk 
of nonperformance by these counterparties; however, 
we have not incurred a material loss. We also enter into 
commodity futures transactions through various regu-
lated exchanges.

The amount of loss due to the credit risk of the coun-
terparties, should the counterparties fail to perform 
according to the terms of the contracts, is $30.9 million 
against which we do not hold collateral. Under the terms 
of master swap agreements, some of our transactions 
require collateral or other security to support financial 
instruments subject to threshold levels of exposure and 
counterparty credit risk. Collateral assets are either cash 
or U.S. Treasury instruments and are held in a trust 
account that we may access if the counterparty defaults.

We offer certain suppliers access to a third party ser-
vice that allows them to view our scheduled payments 
online. The third party service also allows suppliers to 
finance advances on our scheduled payments at the sole 
discretion of the supplier and the third party. We have 
no economic interest in these financing arrangements 
and no direct relationship with the suppliers, the third 
party, or any financial institutions concerning this ser-
vice. All of our accounts payable remain as obligations 
to our suppliers as stated in our supplier agreements. 
As of May 26, 2013, $178.3 million of our total accounts 
payable is payable to suppliers who utilize this third 
party service. 
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NOTE 8. DEBT

Notes Payable The components of notes payable and 
their respective weighted-average interest rates at the 
end of the periods were as follows: 
  May 26, 2013 May 27, 2012 

   Weighted-  Weighted-
  average   average
 Notes Interest Notes Interest
In Millions Payable  Rate Payable Rate

U.S. commercial paper $515.5   0.2%  $412.0  0.2%
Financial institutions 84.2  13.0    114.5  10.0
Total $ 599.7   2.0%  $526.5  2.4%

To ensure availability of funds, we maintain bank 
credit lines sufficient to cover our outstanding short-
term borrowings. Commercial paper is a continuing 
source of short-term financing. We have commercial 
paper programs available to us in the United States and 
Europe. In April 2012, we entered into fee-paid commit-
ted credit lines, consisting of a $1.0 billion facility sched-
uled to expire in April 2015 and a $1.7 billion facility 
scheduled to expire in April 2017. We also have $332.8 
million in uncommitted credit lines that support our 
foreign operations. As of May 26, 2013, there were no 
amounts outstanding on the fee-paid committed credit 
lines and $84.2 million was drawn on the uncommit-
ted lines. The credit facilities contain several covenants, 
including a requirement to maintain a fixed charge cov-
erage ratio of at least 2.5 times. We were in compliance 
with all credit facility covenants as of May 26, 2013.

Long-Term Debt In January 2013, we issued $750.0 mil-
lion aggregate principal amount of fixed rate notes. The 
issuance consisted of $250.0 million 0.875 percent notes 
due January 29, 2016 and $500.0 million 4.15 percent 
notes due February 15, 2043. Interest on the fixed-rate 
notes is payable semi-annually in arrears. The fixed rate 
notes due January 29, 2016 may be redeemed in whole, 
or in part, at our option at any time for a specified 
make whole amount. The fixed rate notes due February 
15, 2043 may be redeemed in whole, or in part, at our 
option at any time prior to August 15, 2042 for a speci-
fied make whole amount and any time on or after that 
date at par. These notes are senior unsecured obligations 
that include a change of control repurchase provision. 
The net proceeds were used to reduce our commercial 
paper borrowings. 

In January 2013, we issued $250.0 million float-
ing rate notes due January 29, 2016. The floating-rate 
notes bear interest equal to three-month LIBOR plus 30 

basis points, subject to quarterly reset. Interest on the 
floating-rate notes is payable quarterly in arrears. The 
floating rate notes are not redeemable prior to matu-
rity. These notes are senior unsecured obligations that 
include a change of control repurchase provision. The 
net proceeds were used to reduce our commercial paper 
borrowings. 

In September 2012, we repaid $520.8 million of 5.65 
percent notes. In February 2012, we repaid $1.0 billion 
of 6.0 percent notes. In November 2011, we issued $1.0 
billion aggregate principal amount of 3.15 percent notes 
due December 15, 2021. The net proceeds were used to 
repay a portion of our notes due February 2012, reduce 
our commercial paper borrowings, and for general cor-
porate purposes. Interest on these notes is payable 
semi-annually in arrears. These notes may be redeemed 
at our option at any time prior to September 15, 2021 
for a specified make whole amount and any time on 
or after that date at par. These notes are senior unse-
cured, unsubordinated obligations that include a change 
of control repurchase provision. 

As part of our acquisition of Yoplait S.A.S., we con-
solidated $457.9 million of primarily euro-denominated 
Euribor-based floating-rate bank debt. In December 2011, 
we refinanced this debt with $390.5 million of euro-
denominated Euribor-based floating-rate bank debt due 
at various dates through December 15, 2014.

Certain of our long-term debt agreements contain 
restrictive covenants. As of May 26, 2013, we were in 
compliance with all of these covenants.

As of May 26, 2013, the $87.1 million pre-tax loss 
recorded in AOCI associated with our previously des-
ignated interest rate swaps will be reclassified to net 
interest over the remaining lives of the hedged transac-
tions. The amount expected to be reclassified from AOCI 
to net interest in fiscal 2014 is $11.6 million pre-tax.
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A summary of our long-term debt is as follows:
In Millions May 26, 2013 May 27,2012

5.65% notes due February 15, 2019 $1,150.0  $1,150.0 
5.7% notes due February 15, 2017 1,000.0   1,000.0 
3.15% notes due December 15, 2021  1,000.0   1,000.0 
5.2% notes due March 17, 2015  750.0  750.0 
5.25% notes due August 15, 2013  700.0  700.0 
5.4% notes due June 15, 2040  500.0  500.0 
4.15% notes due February 15, 2043  500.0   — 
Floating-rate notes due May 16, 2014  400.0  400.0 
Euribor-based floating-rate note  

due December 15, 2014   368.6  375.5 
1.55% notes due May 16, 2014  300.0  300.0 
0.875% notes due January 29, 2016  250.0   — 
Floating-rate notes due January 29, 2016  250.0   — 
Medium-term notes, 0.1% to 6.4%,  

due fiscal 2014 or later  204.2  204.2 
5.65% notes due September 10, 2012  —  520.8 
Other, including capital leases  (3.4)  2.6 
   7,369.4   6,903.1 
Less amount due within one year  (1,443.3)  (741.2)
Total long-term debt $5,926.1  $6,161.9 

Principal payments due on long-term debt in the next 
five years based on stated contractual maturities, our 
intent to redeem, or put rights of certain note holders 
are $1,443.3 million in fiscal 2014, $1,181.9 million in fis-
cal 2015, $500.5 million in fiscal 2016, $1,000.0 million in 
fiscal 2017, and $100.0 million in fiscal 2018.

NOTE 9. REDEEMABLE AND  
NONCONTROLLING INTERESTS

Our principal redeemable and noncontrolling inter-
ests relate to our Yoplait S.A.S., Yoplait Marques S.A.S., 
and General Mills Cereals, LLC (GMC) subsidiaries. In 
addition, we have seven foreign subsidiaries that have  
noncontrolling interests totaling $8.0 million as of May 
26, 2013.

We have a 51 percent controlling interest in Yoplait 
S.A.S. and a 50 percent interest in Yoplait Marques 
S.A.S. Sodiaal holds the remaining interests in each of 
the entities. On the acquisition date, we recorded the 
$904.4 million fair value of Sodiaal’s 49 percent euro-
denominated interest in Yoplait S.A.S. as a redeemable 
interest on our Consolidated Balance Sheets. Sodiaal 
has the ability to put a limited portion of its redeemable 
interest to us once per year at fair value up to a maximum 
of 9 years. We adjust the value of the redeemable interest 
through additional paid-in capital on our Consolidated 

Balance Sheets quarterly to the redeemable interest’s 
redemption value, which approximates its fair value. 
Yoplait S.A.S. pays dividends annually if it meets certain 
financial metrics set forth in its shareholders agreement. 
As of May 26, 2013, the redemption value of the euro-
denominated redeemable interest was $967.5 million. 

On the acquisition date, we recorded the $263.8 million 
fair value of Sodiaal’s 50 percent euro-denominated 
interest in Yoplait Marques S.A.S. as a noncontrolling 
interest on our Consolidated Balance Sheets. Yoplait 
Marques S.A.S. earns a royalty stream through a 
licensing agreement with Yoplait S.A.S. for the rights to 
Yoplait and related trademarks. Yoplait Marques S.A.S. 
pays dividends annually based on its available cash as of 
its fiscal year end.

In addition, a subsidiary of Yoplait S.A.S. has entered 
into an exclusive milk supply agreement for its European 
operations with Sodiaal at market-determined prices 
through July 1, 2021. Net purchases totaled $263.5 
million for fiscal 2013 and $235.7 million for fiscal 2012.

During fiscal 2013, we paid $32.5 million of dividends 
to Sodiaal under the terms of the Yoplait S.A.S. and 
Yoplait Marques S.A.S. shareholder agreements. 

During the first quarter of fiscal 2013, in conjunction 
with the consent of the Class A investor, we restructured 
GMC through the distribution of its manufacturing 
assets, stock, inventory, cash and certain intellectual 
property to a wholly owned subsidiary. GMC retained the 
remaining intellectual property. Immediately following 
the restructuring, the Class A Interests of GMC were 
sold by the then current holder to another unrelated 
third-party investor. 

The holder of the GMC Class A Interests receives 
quarterly preferred distributions from available net 
income based on the application of a floating preferred 
return rate, currently equal to the sum of three-month 
LIBOR plus 110 basis points, to the holder’s capital account 
balance established in the most recent mark-to-market 
valuation (currently $251.5 million). The preferred return 
rate is adjusted every three years through a negotiated 
agreement with the Class A Interest holder or through a 
remarketing auction.

For financial reporting purposes, the assets, liabilities, 
results of operations, and cash flows of our non-wholly 
owned subsidiaries are included in our Consolidated 
Financial Statements. The third-party investor’s share of 
the net earnings of these subsidiaries is reflected in net 
earnings attributable to redeemable and noncontrolling 
interests in the Consolidated Statements of Earnings. 
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Our noncontrolling interests contain restrictive 
covenants. As of May 26, 2013, we were in compliance 
with all of these covenants.

NOTE 10. STOCKHOLDERS’ EQUITY

Cumulative preference stock of 5.0 million shares, with-
out par value, is authorized but unissued.

On June 28, 2010, our Board of Directors authorized 
the repurchase of up to 100 million shares of our com-
mon stock. Purchases under the authorization can be 
made in the open market or in privately negotiated 
transactions, including the use of call options and other 
derivative instruments, Rule 10b5-1 trading plans, and 
accelerated repurchase programs. The authorization has 
no specified termination date.

During fiscal 2013, we repurchased 24.2 million shares 
of common stock for an aggregate purchase price of 
$1,014.9 million. During fiscal 2012, we repurchased 
8.3 million shares of common stock for an aggregate 
purchase price of $313.0 million. During fiscal 2011, we 
repurchased 31.8 million shares of common stock for an 
aggregate purchase price of $1,163.5 million.  

During the fourth quarter of fiscal 2013, we entered 
into an accelerated share repurchase (ASR) agreement 
with an unrelated third party financial institution 
to repurchase an aggregate of $300.0 million of our 
outstanding common stock. The total aggregate number 
of shares to be repurchased pursuant to this agreement 
will be determined based on the volume weighted 
average price of our common stock during the purchase 
period, less a fixed discount.  Under the ASR agreement, 
we paid $300.0 million to the financial institution and 
received 5.5 million shares of common stock with a 
fair value of $270.0 million during the fourth quarter 
of 2013, which represents approximately 90 percent of 
the total shares expected to be repurchased under the 
agreement. We will settle the remaining shares upon the 
completion of the ASR agreement in the first quarter of 
fiscal 2014. We recorded this transaction as an increase 
in treasury stock of $270.0 million, and recorded the 
remaining $30.0 million as a decrease to additional 
paid in capital on our Consolidated Balance Sheets as 
of May 26, 2013. We will reclassify the $30.0 million 
recorded in additional paid in capital to treasury stock 
at completion of the ASR. This forward contract is 
indexed to, and potentially settled in, our common stock. 
In accordance with the terms of the ASR agreement, 
we have the option to settle our delivery obligation, if 

any, under the forward contract in cash or shares and 
we may be required to settle in cash in very limited 
circumstances that are under our control or that require 
the delivery of cash to all shareholders. Furthermore, 
the contract specifies a maximum number of shares 
that we could be required to deliver to the counterparty, 
and we have sufficient authorized and unissued shares 
available to deliver the maximum share amount. Based 
on these circumstances, the forward contract meets 
the requirements to be classified as permanent equity.  
The forward contract is accounted for as an equity 
instrument and does not require hedge or derivative 
accounting treatment. As long as the forward contract 
continues to meet the requirements to be classified as 
permanent equity, we will not record future changes in 
its fair value. The forward contract continued to meet 
those requirements as of May 26, 2013, and we expect 
it will continue to meet those requirements through the 
settlement date in the first quarter of fiscal 2014.

The initial delivery of 5.5 million shares of our com-
mon stock reduced our outstanding shares used to 
determine our weighted average shares outstanding for 
purposes of calculating basic and diluted EPS for fiscal 
2013.  We have also evaluated the ASR agreement for the 
potential dilutive effects of any shares remaining to be 
received upon settlement and determined that the addi-
tional shares would be anti-dilutive and therefore were 
not included in our EPS calculation for fiscal 2013.
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The following table provides details of total comprehensive income: 

Fiscal 2013
  Noncontrolling Redeemable 

General Mills  Interests  Interests 
In Millions Pretax Tax Net Net Net

Net earnings, including earnings 
  attributable to redeemable and 
  noncontrolling interests   $ 1,855.2  $  8.0  $  29.3 
Other comprehensive income (loss):       
   Foreign currency translation $  (19.8) $ —  $ (19.8)  10.3   10.3 
   Net actuarial income  76.3    (31.3)  45.0  —     —
   Other fair value changes:       
      Securities  1.2    (0.4)  0.8   — —
      Hedge derivatives  33.5    (10.4)  23.1   —   1.5    
Reclassification to earnings:       
      Hedge derivatives (a)   15.0    (4.5)   10.5    —    1.7      
   Amortization of losses and 
        prior service costs (b)   159.9    (61.1)   98.8    —   — 
Other comprehensive income      266.1    (107.7)   158.4    10.3    13.5 
Total comprehensive income      $  2,013.6  $ 18.3  $  42.8 

(a)   Gain reclassified from AOCI into earnings is reported in interest, net for interest rate swaps and in cost of sales and SG&A expenses for foreign exchange 
contracts.

(b)  Loss reclassified from AOCI into earnings is reported in SG&A expense.

Fiscal 2012
  Noncontrolling Redeemable 

General Mills  Interests  Interests 
In Millions Pretax Tax Net Net Net

Net earnings, including earnings 
  attributable to redeemable and 
  noncontrolling interests    $  1,567.3   $  6.8   $  15.0  
Other comprehensive income (loss):        
   Foreign currency translation $ (270.3) $ —  $ (270.3)  (51.1)  (98.7)
   Net actuarial loss   (813.1)    308.5    (504.6)   —       —
   Other fair value changes:      
      Securities  (0.3)    0.1    (0.2)    —  — 
      Hedge derivatives   (80.8)    31.2    (49.6)    —    (3.8) 
   Reclassification to earnings:      
      Hedge derivatives (a)   16.3     (6.2)   10.1     —  1.4
   Amortization of losses and 
        prior service costs (b)   131.6     (49.9)   81.7     —   — 
Other comprehensive loss      (1,016.6)    283.7   (732.9)    (51.1)  (101.1) 
Total comprehensive income (loss)      $  834.4   $ (44.3) $ (86.1) 

(a)   Gain reclassified from AOCI into earnings is reported in interest, net for interest rate swaps and in cost of sales and SG&A expenses for foreign exchange 
contracts.

(b)  Loss reclassified from AOCI into earnings is reported in SG&A expense.
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 Fiscal 2011
   Noncontrolling 
 General Mills  Interests 
In Millions Pretax Tax Net Net

Net earnings, including earnings 
 attributable to redeemable and 
 noncontrolling interests     $ 1,798.3    $  5.2  
Other comprehensive income (loss):        
 Foreign currency translation $ 358.3  $ —  $ 358.3    0.7  
 Net actuarial income   93.5     (32.4)    61.1    — 
 Other fair value changes:        
  Securities  (5.8)    2.2     (3.6)    — 
  Hedge derivatives    (39.8)    14.4     (25.4)    — 
 Reclassification to earnings:        
  Hedge derivatives (a)   29.8      (11.3)   18.5      —
 Amortization of losses and 
  prior service costs (b)   108.7     (41.5)  67.2       —  
Other comprehensive income      544.7    (68.6)   476.1      0.7   
Total comprehensive income      $ 2,274.4    $ 5.9 

(a)   Gain reclassified from AOCI into earnings is reported in interest, net for interest rate swaps and in cost of sales and SG&A expenses for foreign exchange 
contracts.

(b)  Loss reclassified from AOCI into earnings is reported in SG&A expense.

In fiscal 2013, 2012, and 2011, except for reclassifications 
to earnings, changes in other comprehensive income 
(loss) were primarily non-cash items.

Accumulated other comprehensive loss balances, net of 
tax effects, were as follows:

      
In Millions May 26, 2013 May 27, 2012

Foreign currency translation  
 adjustments $ 263.1   $ 282.9  
Unrealized gain (loss) from:   
 Securities  2.6     1.8 
 Hedge derivatives  (41.7)  (75.3)
Pension, other postretirement, and  
postemployment benefits:
 Net actuarial loss  (1,801.5)   (1,945.9)
 Prior service costs  (7.8)     (7.2)
Accumulated other comprehensive loss $ (1,585.3)  $ (1,743.7)

NOTE 11. STOCK PLANS

We use broad-based stock plans to help ensure that 
management’s interests are aligned with those of our 
stockholders. As of May 26, 2013, a total of 35,492,790 
shares were available for grant in the form of stock 
options, restricted stock, restricted stock units, and shares 

of unrestricted stock under the 2011 Stock Compensation 
Plan (2011 Plan) and the 2011 Compensation Plan for 
Non-Employee Directors. The 2011 Plan also provides 
for the issuance of cash-settled share-based units, stock 
appreciation rights, and performance awards. Stock-
based awards now outstanding include some granted 
under the 1998 (employee), 2001, 2003, 2005, 2006, 
2007, and 2009 stock plans and the Executive Incentive 
Plan (EIP), under which no further awards may be 
granted. The stock plans provide for accelerated vesting 
of awards upon retirement, termination, or death of 
eligible employees and directors. 

Stock Options The estimated fair values of stock options 
granted and the assumptions used for the Black-Scholes 
option-pricing model were as follows:

 Fiscal Year
  2013  2012  2011

Estimated fair values of  
 stock options granted   $ 3.65  $ 5.88 $ 4.12 
Assumptions:     
 Risk-free interest rate   1.6%  2.9%   2.9%
 Expected term   9.0 years   8.5 years   8.5 years
 Expected volatility   17.3%   17.6%   18.5%
 Dividend yield   3.5%  3.3%   3.0%
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The valuation of stock options is a significant account-
ing estimate that requires us to use judgments and 
assumptions that are likely to have a material impact 
on our financial statements. Annually, we make predic-
tive assumptions regarding future stock price volatility, 
employee exercise behavior, dividend yield, and the for-
feiture rate.

We estimate the fair value of each option on the grant 
date using a Black-Scholes option-pricing model, which 
requires us to make predictive assumptions regarding 
future stock price volatility, employee exercise behavior, 
and dividend yield. We estimate our future stock price 
volatility using the historical volatility over the expected 
term of the option, excluding time periods of volatility we 
believe a marketplace participant would exclude in esti-
mating our stock price volatility. We also have considered, 
but did not use, implied volatility in our estimate, because 
trading activity in options on our stock, especially those 
with tenors of greater than 6 months, is insufficient to 
provide a reliable measure of expected volatility.

Our expected term represents the period of time 
that options granted are expected to be outstanding 
based on historical data to estimate option exercises 
and employee terminations within the valuation model. 
Separate groups of employees have similar historical 
exercise behavior and therefore were aggregated into a 
single pool for valuation purposes. The weighted-average 
expected term for all employee groups is presented in 
the table above. The risk-free interest rate for periods 
during the expected term of the options is based on the 
U.S. Treasury zero-coupon yield curve in effect at the 
time of grant.

Any corporate income tax benefit realized upon exer-
cise or vesting of an award in excess of that previously 
recognized in earnings (referred to as a windfall tax ben-
efit) is presented in the Consolidated Statements of Cash 
Flows as a financing cash flow.

Realized windfall tax benefits are credited to additional 
paid-in capital within the Consolidated Balance Sheets. 
Realized shortfall tax benefits (amounts which are less 
than that previously recognized in earnings) are first 
offset against the cumulative balance of windfall tax 
benefits, if any, and then charged directly to income tax 
expense, potentially resulting in volatility in our consoli-
dated effective income tax rate. We calculated a cumu-
lative memo balance of windfall tax benefits for the 
purpose of accounting for future shortfall tax benefits.

Options may be priced at 100 percent or more of the 
fair market value on the date of grant, and generally vest 
four years after the date of grant. Options generally expire 
within 10 years and one month after the date of grant.

Information on stock option activity follows: 

   Weighted-  Weighted- 
   Average  Average 
  Options Exercise Options Exercise 
  Exercisable Price Per Outstanding Price Per 
  (Thousands) Share (Thousands) Share

Balance as of  
May 30, 2010  47,726.6   $22.89    81,104.6   $25.17  
 Granted    5,234.3     37.38  
 Exercised      (18,665.4) 22.59  
 Forfeited or expired      (126.2)   31.26  
Balance as of  
May 29, 2011  39,221.7    23.78    67,547.3    26.82  
 Granted      4,069.0    37.29  
 Exercised       (10,279.3)  24.12  
 Forfeited or expired      (394.3)  27.88  
Balance as of  
May 27, 2012   39,564.9   25.27   60,942.7   27.96  
 Granted     3,407.7   38.15  
 Exercised        (16,534.6)  23.49  
 Forfeited or expired        (143.7)  34.06  
Balance as of  
May 26, 2013  29,290.3   $27.69    47,672.1   $30.22  

Stock-based compensation expense related to stock 
option awards was $17.5 million in fiscal 2013, $23.9 
million in fiscal 2012, and $26.8 million in fiscal 2011.

Net cash proceeds from the exercise of stock options 
less shares used for withholding taxes and the intrinsic 
value of options exercised were as follows:

 Fiscal Year
In Millions  2013  2012  2011

Net cash proceeds $300.8    $233.5    $410.4  
Intrinsic value of 
 options exercised $297.2    $156.7    $275.6 
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Restricted Stock, Restricted Stock Units, and Cash-
Settled Share-Based Units Stock and units settled 
in stock subject to a restricted period and a purchase 
price, if any (as determined by the Compensation 
Committee of the Board of Directors), may be granted 
to key employees under the 2011 Plan. Certain restricted 
stock and restricted stock unit awards require the 
employee to deposit personally owned shares (on a one-
for-one basis) during the restricted period. Restricted 

stock and restricted stock units generally vest and 
become unrestricted four years after the date of grant. 
Participants are entitled to dividends on such awarded 
shares and units, but only receive those amounts if 
the shares or units vest. The sale or transfer of these 
shares and units is restricted during the vesting period. 
Participants holding restricted stock, but not restricted 
stock units, are entitled to vote on matters submitted to 
holders of common stock for a vote.

 

Information on restricted stock unit and cash-settled share-based units activity follows: 

 Equity Classified Liability Classified

 Share- Weighted- Share- Weighted- Cash-Settled Weighted-
 Settled Average Settled Average Share-Based Average
 Units Grant-Date Units Grant-Date Units Grant-Date
 (Thousands) Fair Value (Thousands) Fair Value (Thousands) Fair Value

Non-vested as of May 27, 2012 8,551.8  $33.79   397.1  $32.68   3,991.5  $31.58  
  Granted 2,330.4   38.42   74.5   38.15  —  —
  Vested  (2,495.0) 32.05  (73.0) 31.68  (1,638.2)  31.64  
  Forfeited or expired  (345.0)  36.00  (10.4) 35.60  (65.5)  32.31  
Non-vested as of May 26, 2013 8,042.2  $35.89  388.2  $32.60  2,287.8  $38.41  

  Fiscal Year
In Millions  2013  2012  2011

Number of units granted (thousands)  2,404.9  2,785.7  3,751.6
Weighted average price per unit $38.41    $37.29    $36.16  
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The total grant-date fair value of restricted stock unit 
awards that vested during fiscal 2013 was $134.1 million, 
and $106.0 million vested during fiscal 2012.

As of May 26, 2013, unrecognized compensation 
expense related to non-vested stock options and 
restricted stock units was $125.4 million. This expense 
will be recognized over 17 months, on average.

Stock-based compensation expense related to 
restricted stock units and cash-settled share-based pay-
ment awards was $128.9 million for fiscal 2013, $124.3 
million for fiscal 2012, and $141.2 million for fiscal 2011.

NOTE 12. EARNINGS PER SHARE

Basic and diluted EPS were calculated using the 
following:  

Fiscal Year
In Millions, Except per Share Data  2013  2012  2011

Net earnings attributable  
to General Mills $1,855.2  $1,567.3   $1,798.3  

Average number of common  
shares - basic EPS    648.6   648.1    642.7  

Incremental share effect from: (a)           
 Stock options   12.0  13.9    16.6  
 Restricted stock, restricted  
    stock units, and other  5.0   4.7     5.5 
Average number of  
 common shares - diluted EPS    665.6  666.7    664.8  
Earnings per share - basic $ 2.86 $ 2.42 $ 2.80  
Earnings per share - diluted $ 2.79  $ 2.35 $ 2.70  

(a)  Incremental shares from stock options and restricted stock units are 
computed by the treasury stock method. Stock options and restricted 
stock units excluded from our computation of diluted EPS because they 
were not dilutive were as follows:

Fiscal Year
In Millions  2013  2012  2011

Anti-dilutive stock options  
and restricted stock units  0.6  5.8   4.8  

NOTE 13. RETIREMENT BENEFITS AND 
POSTEMPLOYMENT BENEFITS

Defined Benefit Pension Plans We have defined ben-
efit pension plans covering most employees in the 
United States, Canada, France, and the United Kingdom. 
Benefits for salaried employees are based on length of 
service and final average compensation. Benefits for 
hourly employees include various monthly amounts for 
each year of credited service. Our funding policy is con-
sistent with the requirements of applicable laws. We 
made $200.0 million of voluntary contributions to our 
principal U.S. plans in each of fiscal 2013 and fiscal 2012. 
We do not expect to be required to make any contribu-
tions in fiscal 2014. Our principal domestic retirement 
plan covering salaried employees has a provision that 
any excess pension assets would be allocated to active 
participants if the plan is terminated within five years 
of a change in control. In fiscal 2012, we announced 
changes to our U.S. defined benefit pension plans. All 
new salaried employees hired on or after June 1, 2013 
are eligible for a new retirement program that does not 
include a defined benefit pension plan. Current salaried 
employees remain in the existing defined benefit pen-
sion plan with adjustments to benefits.

Other Postretirement Benefit Plans We also sponsor 
plans that provide health care benefits to the majority 
of our retirees in the United States, Canada, and Brazil. 
The United States salaried health care benefit plan is 
contributory, with retiree contributions based on years 
of service. We make decisions to fund related trusts for 
certain employees and retirees on an annual basis. We 
did not make voluntary contributions to these plans in 
fiscal 2013 or fiscal 2012.

Health Care Cost Trend Rates Assumed health care 
cost trends are as follows:
 Fiscal Year
 2013   2012 

Health care cost trend rate for next year 8.0% 8.5%
Rate to which the cost trend rate is  

assumed to decline (ultimate rate) 5.2%  5.2%
Year that the rate reaches the  

ultimate trend rate 2019 2019
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We review our health care cost trend rates annually. 
Our review is based on data we collect about our health 
care claims experience and information provided by 
our actuaries. This information includes recent plan 
experience, plan design, overall industry experience 
and projections, and assumptions used by other similar 
organizations. Our initial health care cost trend rate is 
adjusted as necessary to remain consistent with this 
review, recent experiences, and short-term expectations. 
Our initial health care cost trend rate assumption is 8.0 
percent for all retirees at the end of fiscal 2013. Rates are 
graded down annually until the ultimate trend rate of 
5.2 percent is reached in 2019 for all retirees. The trend 
rates are applicable for calculations only if the retirees’ 
benefits increase as a result of health care inflation. The 
ultimate trend rate is adjusted annually, as necessary, 
to approximate the current economic view on the rate 
of long-term inflation plus an appropriate health care 
cost premium. Assumed trend rates for health care costs 
have an important effect on the amounts reported for 
the other postretirement benefit plans.

A one percentage point change in the health care cost 
trend rate would have the following effects:
 One  One 
 Percentage  Percentage
 Point  Point
In Millions Increase Decrease

Effect on the aggregate of the service and  
 interest cost components in fiscal 2014 $ 5.2  $  (4.4)
Effect on the other postretirement  
 accumulated benefit obligation as of 
 May 26, 2013   93.8   (82.9)

The Patient Protection and Affordable Care Act, 
as amended by the Health Care and Education 
Reconciliation Act of 2010 (collectively, the Act) was 
signed into law in March 2010. The Act codifies health 
care reforms with staggered effective dates from 2010 
to 2018. Estimates of the future impacts of several of 
the Act’s provisions are incorporated into our postre-
tirement benefit liability.

Postemployment Benefit Plans Under certain circum-
stances, we also provide accruable benefits to former 
or inactive employees in the United States, Canada, 
and Mexico, and members of our Board of Directors, 
including severance and certain other benefits pay-
able upon death. We recognize an obligation for any 
of these benefits that vest or accumulate with service. 
Postemployment benefits that do not vest or accumu-
late with service (such as severance based solely on 
annual pay rather than years of service) are charged 
to expense when incurred. Our postemployment ben-
efit plans are unfunded.

We use our fiscal year end as the measurement date 
for our defined benefit pension and other postretire-
ment benefit plans.
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Summarized financial information about defined benefit pension, other postretirement, and postemployment  
benefit plans is presented below:

 Other
Defined Benefit Postretirement Postemployment
Pension Plans Benefit Plans Benefit Plans

Fiscal Year Fiscal Year Fiscal Year

In Millions 2013  2012  2013  2012 2013  2012 

Change in Plan Assets:  
Fair value at beginning of year $4,353.9 $4,264.0  $  358.8  $  353.8  
Actual return on assets   698.7   56.3  67.9  (4.8) 
Employer contributions   223.1   222.1   0.1   0.1  
Plan participant contributions   15.2   20.3   13.0   12.2 
Benefits payments    (222.6) (203.3)  (2.9)  (2.5)
Foreign currency   (2.2)  (5.5)  —    —  

Fair value at end of year $5,066.1  $4,353.9  $  436.9  $ 358.8  
Change in Projected Benefit Obligation:

Benefit obligation at beginning of year $4,991.5  $4,458.4 $ 1,129.0  $  1,065.8  $  141.3  $  131.3 
 Service cost   124.4   114.3   21.6   18.0   7.8   7.5 
 Interest cost    237.3   237.9   52.1   55.6   4.4   4.8  

Plan amendment  0.2   (13.4) — —   4.5  — 
Curtailment/other —  (27.1) —  0.1   11.4   11.9 
Plan participant contributions   15.2   20.3   13.0   12.2   —  — 
Medicare Part D reimbursements   —    —    4.1    4.7    —    — 
Actuarial loss (gain)   237.5   405.7   (23.0)  28.4   (10.4)  5.5  
Benefits payments     (222.8)  (203.5)  (58.9)  (55.5)  (13.6)  (19.6)

 Foreign currency    (1.9)  (5.9)  (0.1)  (0.3)  —  (0.1) 
 Acquisitions   —  4.8   10.4   —  —  — 
Projected benefit obligation at end of year $5,381.4  $4,991.5 $ 1,148.2  $ 1,129.0  $ 145.4  $ 141.3  
Plan assets less than benefit 
 obligation as of fiscal year end $ (315.3) $  (637.6) $  (711.3) $  (770.2) $ (145.4) $ (141.3)

The accumulated benefit obligation for all defined benefit pension plans was $4,888.8 million as of May 26, 2013, 
and $4,504.7 million as of May 27, 2012.

Amounts recognized in AOCI as of May 26, 2013, and May 27, 2012, are as follows:

  Other
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans Total

 Fiscal Year Fiscal Year Fiscal Year  Fiscal Year

In Millions 2013  2012  2013  2012  2013  2012  2013  2012 

Net actuarial loss  $(1,625.1) $(1,714.1) $(168.2) $(215.0) $ (8.2) $(16.8) $(1,801.5) $ (1,945.9)
Prior service (costs) credits   (18.5)  (22.0)  16.6   19.0   (5.9)  (4.2)  (7.8)  (7.2)
Amounts recorded in accumulated  

other comprehensive loss $(1,643.6) $(1,736.1) $(151.6) $(196.0) $(14.1) $(21.0) $(1,809.3) $ (1,953.1)
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Plans with accumulated benefit obligations in excess of plan assets are as follows:

  Other
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2013 2012 2013 2012 2013 2012

Projected benefit obligation $396.9  $423.4  $ —  $  —  $  —  $ —  
Accumulated benefit obligation 346.6   361.5    1,132.9    1,129.0    145.4    141.3  
Plan assets at fair value  9.5   53.0   436.9     358.8 — — 

Components of net periodic benefit expense are as follows: 
  
  Other 
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

In Millions 2013 2012 2011 2013 2012 2011 2013 2012 2011

Service cost $ 124.4  $  114.3  $  101.4  $ 21.6  $  18.0  $  18.7  $  7.8  $  7.5  $  8.0  
Interest cost    237.3   237.9   230.9   52.1   55.6   60.1   4.4   4.8   5.1  
Expected return on plan assets    (428.0)  (440.3)  (408.5)  (32.1)  (35.5)  (33.2)   —   —    — 
Amortization of losses   136.0   108.1   81.4   17.1   14.5   14.4   2.1   1.7   2.1 
Amortization of prior service 
 costs (credits)    6.2   8.6   9.0   (3.4)  (3.4)  (0.6)  1.9   2.1   2.4  
Other adjustments   —    —   —    —    —    —    11.4   12.0   4.2  
Net expense $  75.9  $  28.6  $  14.2  $ 55.3  $  49.2  $  59.4  $  27.6  $  28.1  $  21.8  

We expect to recognize the following amounts in net periodic benefit expense in fiscal 2014:

  Defined Benefit Other Postretirement Postemployment
In Millions  Pension Plans Benefit Plans Benefit Plans

Amortization of losses  $ 151.1 $ 15.4 $ 0.6
Amortization of prior service costs (credits)    5.6   (3.4)  2.4  

Assumptions Weighted-average assumptions used to determine fiscal year-end benefit obligations are as follows:

  Other
 Defined Benefit Postretirement Postemployment
 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

 2013 2012 2013 2012 2013 2012

Discount rate 4.54%  4.85% 4.50% 4.70% 3.70% 3.86%
Rate of salary increases   4.44   4.44  —  —   4.44   4.45 
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 Weighted-average assumptions used to determine fiscal year net periodic benefit expense are as follows:

 Other 
Defined Benefit Postretirement Postemployment

 Pension Plans Benefit Plans Benefit Plans

 Fiscal Year Fiscal Year Fiscal Year

 2013 2012 2011 2013 2012 2011 2013 2012 2011

Discount rate 4.85%  5.45%  5.85%  4.70%  5.35%  5.80%  3.86%  4.77%  5.12%
Rate of salary increases   4.44   4.92   4.93     —    —    —    4.45   4.92   4.93  
Expected long-term rate of 

return on plan assets   8.53  9.52  9.53  8.13  9.32  9.33   —   —  — 

Discount Rates Our discount rate assumptions are 
determined annually as of the last day of our fiscal 
year for our defined benefit pension, other postretire-
ment, and postemployment benefit plan obligations. 
We also use the same discount rates to determine 
defined benefit pension, other postretirement, and pos-
temployment benefit plan income and expense for the 
following fiscal year. We work with our outside actuar-
ies to determine the timing and amount of expected 
future cash outflows to plan participants and, using 
the Aa Above Median corporate bond yield, to develop 

a forward interest rate curve, including a margin to that 
index based on our credit risk. This forward interest 
rate curve is applied to our expected future cash out-
flows to determine our discount rate assumptions.

Fair Value of Plan Assets The fair values of our pension 
and postretirement benefit plans’ assets and their respec-
tive levels in the fair value hierarchy at May 26, 2013 and 
May 27, 2012, by asset category were as follows:

May 26, 2013
In Millions  Level 1   Level 2   Level 3  Total Assets 

Fair value measurement of pension plan assets: 
Equity (a) $ 1,439.4  $  828.3  $  559.3  $  2,827.0  

 Fixed income (b)   476.6    801.0    —   1,277.6  
 Real asset investments (c)      131.1    169.1    430.4    730.6  
 Other investments (d)    —     60.9    0.3    61.2  
 Cash and accruals   169.7      —     —    169.7  

Total fair value measurement of pension plan assets $ 2,216.8  $ 1,859.3  $ 990.0 $  5,066.1  
Fair value measurement of postretirement benefit plan assets:
 Equity (a) $  93.1  $  92.0  $  20.2  $  205.3  
 Fixed income (b)    17.2   50.3    —    67.5  
 Real asset investments (c)    1.8    7.1    14.5    23.4  
 Other investments (d)    —     130.9      —    130.9  
 Cash and accruals    9.8  —  —  9.8 
Fair value measurement of postretirement benefit plan assets $  121.9  $  280.3  $  34.7  $  436.9  
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 May 27, 2012
In Millions  Level 1   Level 2   Level 3  Total Assets 

Fair value measurement of pension plan assets:
 Equity (a) $  1,119.2  $  717.6  $  575.4  $  2,412.2   
 Fixed income (b)     506.1    647.2    —   1,153.3   
 Real asset investments (c)     135.0    88.9    361.2    585.1   
 Other investments (d)    —     49.6    0.3    49.9  
 Cash and accruals   153.4     —    —    153.4 

Total fair value measurement of pension plan assets $  1,913.7  $  1,503.3  $  936.9  $  4,353.9  
Fair value measurement of postretirement benefit plan assets:
 Equity (a) $ 12.6   $  135.4   $  22.0   $  170.0  
 Fixed income (b)   15.7      39.1     —   54.8  
 Real asset investments (c)    4.3    5.7    8.4    18.4 
 Other investments (d)    —     104.9     —    104.9  
 Cash and accruals    10.7      —    —    10.7  
Fair value measurement of postretirement benefit plan assets $ 43.3  $  285.1  $  30.4  $  358.8  

(a)  Primarily publicly traded common stock and private equity partnerships for purposes of total return and to maintain equity exposure consistent with policy 
allocations. Investments include: United States and international equity securities, mutual funds, and equity futures valued at closing prices from national 
exchanges; and commingled funds, privately held securities, and private equity partnerships valued at unit values or net asset values provided by the invest-
ment managers, which are based on the fair value of the underlying investments. Various methods are used to determine fair values and may include the 
cost of the investment, most recent financing, and expected cash flows. For some of these investments, realization of the estimated fair value is dependent 
upon transactions between willing sellers and buyers.

(b)  Primarily government and corporate debt securities for purposes of total return and managing fixed income exposure to policy allocations. Investments 
include: fixed income securities and bond futures generally valued at closing prices from national exchanges, fixed income pricing models, and independent 
financial analysts; and fixed income commingled funds valued at unit values provided by the investment managers, which are based on the fair value of the 
underlying investments.

(c)  Publicly traded common stock and limited partnerships in the energy and real estate sectors for purposes of total return. Investments include: energy and 
real estate securities generally valued at closing prices from national exchanges; and commingled funds, private securities, and limited partnerships valued at 
unit values or net asset values provided by the investment managers, which are generally based on the fair value of the underlying investments.

(d)  Global balanced fund of equity, fixed income, and real estate securities for purposes of meeting Canadian pension plan asset allocation policies, and insur-
ance and annuity contracts to provide a stable stream of income for retirees and to fund postretirement medical benefits. Fair values are derived from unit 
values provided by the investment managers, which are generally based on the fair value of the underlying investments and contract fair values from the 
providers.
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The following table is a roll forward of the Level 3 investments of our pension and postretirement benefit plans’ 
assets during the years ended May 26, 2013 and May 27, 2012:

 Fiscal 2013

 Net  Net Purchases,     
 Balance as of  Transfers Sales, Issuances,  Net Balance as of

In Millions May 27, 2012 Out and Settlements Gain May 26, 2013

Pension benefit plan assets:
Equity $ 575.4  $ (0.1) $ (61.0) $ 45.0 $ 559.3  

 Fixed income    —     —     —    —     — 
 Real asset investments  361.2    —    48.3    20.9    430.4 
 Other investments    0.3     —    —   —     0.3 

Fair value activity of level 3 pension plan assets $ 936.9  $ (0.1) $ (12.7) $ 65.9 $ 990.0  
Postretirement benefit plan assets:
 Equity  $ 22.0  $  —  $  (2.3) $ 0.5 $ 20.2  
   Fixed income    —   —   —    —   — 
   Real asset investments    8.4    —    4.8    1.3   14.5 
Fair value activity of level 3 postretirement benefit plan assets $  30.4  $   —  $  2.5  $  1.8  $  34.7  

 Fiscal 2012

 Net  Net Purchases,   Net 
 Balance as of  Transfers Sales Issuances,  Gain Balance as of

In Millions  May 29, 2011 Out and Settlements (Loss) May 27, 2012

Pension benefit plan assets:
Equity $ 568.5   $  (1.2)  $ (28.4)  $ 36.5   $ 575.4  

 Fixed income    0.2      —   (0.2)   —  — 
 Real asset investments     356.9    (48.9)   32.8    20.4    361.2  
 Other investments    0.3      —   —  —   0.3 

Fair value activity of level 3 pension plan assets $ 925.9  $ (50.1)  $4.2  $  56.9  $ 936.9  
Postretirement benefit plan assets:
 Equity $ 26.3   $  —  $ (4.1) $ (0.2)  $ 22.0  
 Fixed income    0.2     —     —     (0.2)    — 
 Real asset investments    13.6     (4.0)   (1.1)   (0.1)   8.4   
Fair value activity of level 3 postretirement benefit plan assets $  40.1  $  (4.0) $  (5.2) $  (0.5) $  30.4  

The net change in level 3 assets attributable to 
unrealized losses at May 26, 2013, was $ 6.3 million 
for our pension plan assets, and $0.9 million for our 
postretirement benefit plan assets.

Expected Rate of Return on Plan Assets Our expected 
rate of return on plan assets is determined by our 
asset allocation, our historical long-term investment 
performance, our estimate of future long-term returns 

by asset class (using input from our actuaries, invest-
ment services, and investment managers), and long-
term inflation assumptions. We review this assumption 
annually for each plan, however, our annual invest-
ment performance for one particular year does not, by 
itself, significantly influence our evaluation.
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Weighted-average asset allocations for the past two 
fiscal years for our defined benefit pension and other 
postretirement benefit plans are as follows:

  Defined Benefit Other Postretirement
 Pension Plans Benefit Plans  

  Fiscal Year   Fiscal Year

  2013   2012 2013   2012 

Asset category:
 United States equities   29.5%  28.7%  39.4% 38.4%
 International equities   17.3   15.7   21.6   19.9   
 Private equities   11.2   13.3   4.7   6.2   
 Fixed income   27.5   28.6  28.9   30.3  
 Real assets   14.5   13.7   5.4   5.2  
Total  100.0%  100.0%  100.0% 100.0%

The investment objective for our defined benefit pen-
sion and other postretirement benefit plans is to secure 
the benefit obligations to participants at a reasonable 
cost to us. Our goal is to optimize the long-term return 
on plan assets at a moderate level of risk. The defined 
benefit pension plan and other postretirement ben-
efit plan portfolios are broadly diversified across asset 
classes. Within asset classes, the portfolios are further 
diversified across investment styles and investment 
organizations. For the defined benefit pension plans, the 
long-term investment policy allocation is: 25 percent to 
equities in the United States; 15 percent to international 
equities; 10 percent to private equities; 35 percent to fixed 
income; and 15 percent to real assets (real estate, energy, 
and timber). For other postretirement benefit plans, the 
long-term investment policy allocations are: 30 percent 
to equities in the United States; 20 percent to interna-
tional equities; 10 percent to private equities; 30 percent 
to fixed income; and 10 percent to real assets (real estate, 
energy, and timber). The actual allocations to these asset 
classes may vary tactically around the long-term policy 
allocations based on relative market valuations.

Contributions and Future Benefit Payments We do 
not expect to be required to make contributions to our 
defined benefit, other postretirement, and postemploy-
ment benefit plans in fiscal 2014. Actual fiscal 2014 
contributions could exceed our current projections, as 
influenced by our decision to undertake discretion-
ary funding of our benefit trusts and future changes 
in regulatory requirements. Estimated benefit payments, 
which reflect expected future service, as appropriate, are 
expected to be paid from fiscal 2014 to 2023 as follows:

 Defined Other  
 Benefit Postretirement Medicare Postemployment
 Pension Benefit Plans Subsidy Benefit
In Millions Plans   Gross Payments  Receipts   Plans 

2014  $  236.3  $  56.8   $ 4.7  $ 18.8  

2015    243.6    60.4    5.2  17.4 
2016    251.6    62.4   5.6   16.3 
2017    260.6    63.8    6.1   15.3 
2018   270.1    66.7    6.5  14.7 
2019-2023   1,512.3           371.3   28.5  66.4 

Defined Contribution Plans The General Mills Savings 
Plan is a defined contribution plan that covers domes-
tic salaried, hourly, nonunion, and certain union employ-
ees. This plan is a 401(k) savings plan that includes a 
number of investment funds, including a Company stock 
fund and an Employee Stock Ownership Plan (ESOP). 
We sponsor another money purchase plan for certain 
domestic hourly employees with net assets of $19.4 mil-
lion as of May 26, 2013, and $18.7 million as of May 
27, 2012. We also sponsor defined contribution plans 
in many of our foreign locations. Our total recognized 
expense related to defined contribution plans was $46.0 
million in fiscal 2013, $41.8 million in fiscal 2012, and 
$41.8 million in fiscal 2011.

We matched a percentage of employee contributions 
to the General Mills Savings Plan. Effective April 1, 2010, 
the Company match is directed to investment options 
of the participant’s choosing. Prior to April 1, 2010, the 
Company match was invested in Company stock in the 
ESOP. The number of shares of our common stock allo-
cated to participants in the ESOP was 9.1 million as of 
May 26, 2013, and 10.6 million as of May 27, 2012. The 
ESOP’s only assets are our common stock and temporary 
cash balances.

The Company stock fund and the ESOP held $691.9 
million and $638.6 million of Company common stock as 
of May 26, 2013, and May 27, 2012. 
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NOTE 14. INCOME TAXES 

The components of earnings before income taxes and 
after-tax earnings from joint ventures and the corre-
sponding income taxes thereon are as follows:

  Fiscal Year
In Millions  2013  2012   2011

Earnings before income  
taxes and after-tax earnings  
from joint ventures:          
   United States $2,051.2   $1,816.5   $2,144.8  
   Foreign  483.7    394.0    283.4  

Total earnings before  
income taxes and after-tax  
earnings from joint ventures $2,534.9   $2,210.5   $2,428.2  

Income taxes:
Currently payable:
   Federal $ 493.4   $ 399.1  $ 370.0  

    State and local    39.5   52.0    76.9  
    Foreign  126.5   109.1    68.9  
 Total current   659.4     560.2    515.8  
 Deferred:         
    Federal 68.8   167.9    178.9  
    State and local   19.2      (1.3)  30.8  
    Foreign    (6.2)   (17.2)  (4.4) 
 Total deferred   81.8    149.4    205.3  
Total income taxes $ 741.2    $ 709.6    $ 721.1   

The following table reconciles the United States statu-
tory income tax rate with our effective income tax rate:

  Fiscal Year
 2013  2012   2011 

United States statutory rate 35.0% 35.0% 35.0%
State and local income taxes,  

net of federal tax benefits 1.3  1.4  2.7   
Foreign rate differences (0.6) (2.0) (2.0) 
Deferred taxes for Medicare subsidies  (1.3)    —    — 
GMC subsidiary restructure (2.5)   —   — 
Court decisions and audit settlements — —  (3.7)
Domestic manufacturing deduction  (2.1) (1.8) (1.6)
Other, net (0.6) (0.5) (0.7)
Effective income tax rate 29.2% 32.1% 29.7%

The tax effects of temporary differences that give rise 
to deferred tax assets and liabilities are as follows:

In Millions  May 26, 2013  May 27, 2012

Accrued liabilities $  154.6  $  86.9  
Compensation and employee benefits   619.2   635.4 
Unrealized hedge losses  6.9   26.4
Pension liability    112.5   240.1 
Tax credit carryforwards    78.0 86.5  
Stock, partnership, and  
 miscellaneous investments    461.1   534.3  
Capital losses    13.6   90.7  
Net operating losses  65.1   130.6  
Other   138.8   151.9  
Gross deferred tax assets    1,649.8   1,982.8  
Valuation allowance    232.8   384.4  
Net deferred tax assets    1,417.0   1,598.4  
Brands    1,380.4   1,292.8  
Fixed assets    537.4   500.1  
Intangible assets    168.3   289.1  
Tax lease transactions    55.1   56.5  
Inventories    52.0   55.9  
Stock, partnership, and  
 miscellaneous investments   456.7   468.2 
Unrealized hedges   —   — 
Other    28.2   47.5  
Gross deferred tax liabilities   2,678.1  2,710.1  
Net deferred tax liability $ 1,261.1  $ 1,111.7  

We have established a valuation allowance against 
certain of the categories of deferred tax assets described 
above as current evidence does not suggest we will realize 
sufficient taxable income of the appropriate character 
(e.g., ordinary income versus capital gain income) within 
the carryforward period to allow us to realize these 
deferred tax benefits.

Of the total valuation allowance of $232.8 million, 
$161.8 million relates to a deferred tax asset for losses 
recorded as part of the Pillsbury acquisition. Of the 
remaining valuation allowance, $67.1 million relates to 
state net operating loss carryforwards and various foreign 
loss carryforwards. During fiscal 2013, we reversed 
deferred tax assets and related valuation allowances of 
$85.6 million due to the expiration of certain capital loss 
carryovers. We have approximately $72 million of U.S. 
foreign tax credit carryforwards for which no valuation 
allowance has been recorded. As of May 26, 2013, we 
believe it is more-likely-than-not that the remainder of 
our deferred tax assets are realizable.
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The carryforward periods on our foreign loss carry-
forwards are as follows: $33.4 million do not expire; $4.6 
million expire in fiscal 2014 and 2015; and $21.6 million 
expire in fiscal 2016 and beyond.

We have not recognized a deferred tax liability for 
unremitted earnings of approximately $2.7 billion from 
our foreign operations because our subsidiaries have 
invested or will invest the undistributed earnings indefi-
nitely, or the earnings will be remitted in a tax-neutral 
transaction. It is not practicable for us to determine 
the amount of unrecognized deferred tax liabilities on 
these indefinitely reinvested earnings. Deferred taxes are 
recorded for earnings of our foreign operations when 
we determine that such earnings are no longer indefi-
nitely reinvested.

In fiscal 2010, we recorded a non-cash income tax 
charge and decrease to our deferred tax assets of $35.0 
million related to a reduction of the tax deductibility of 
retiree health cost to the extent of any Medicare Part 
D subsidy received beginning in fiscal 2013 under the 
enactment of the Patient Protection and Affordable 
Care Act, as amended by the Health Care and Education 
Reconciliation Act of 2010.  During fiscal 2013, we took 
certain actions to restore part of the tax benefits asso-
ciated with Medicare Part D subsidies and recorded a 
$33.7 million discrete decrease to income tax expense 
and an increase to our deferred tax assets.

During the first quarter of fiscal 2013, in conjunction 
with the consent of the Class A investor, we restruc-
tured GMC through the distribution of its manufactur-
ing assets, stock, inventory, cash and certain intellectual 
property to a wholly owned subsidiary. GMC retained 
the remaining intellectual property. Immediately follow-
ing this restructuring, the Class A Interests were sold by 
the then current holder to another unrelated third party 
investor. As a result of these transactions, we recorded 
a $63.3 million decrease to deferred income tax liabilities 
related to the tax basis of the investment in GMC and 
certain distributed assets, with a corresponding discrete 
non-cash reduction to income taxes in fiscal 2013.

We are subject to federal income taxes in the United 
States as well as various state, local, and foreign 
jurisdictions. A number of years may elapse before an 
uncertain tax position is audited and finally resolved. 
While it is often difficult to predict the final outcome 
or the timing of resolution of any particular uncertain 
tax position, we believe that our liabilities for income 
taxes reflect the most likely outcome. We adjust these 
liabilities, as well as the related interest, in light of 

changing facts and circumstances. Settlement of any 
particular position would usually require the use of cash.

The number of years with open tax audits varies 
depending on the tax jurisdiction. Our major taxing juris-
dictions include the United States (federal and state) and 
Canada. Various tax examinations by United States state 
taxing authorities could be conducted for any open tax 
year, which vary by jurisdiction, but are generally from 
3 to 5 years.    

The Internal Revenue Service (IRS) initiated its audit of 
our fiscal 2011 and fiscal 2012 tax years during fiscal 2013. 
Currently, several state examinations are in progress.

During fiscal 2013, the IRS concluded its field exami-
nation of our 2009 and 2010 tax years.  The IRS has 
proposed adjustments related to the timing for deducting 
accrued bonus expenses.  We believe our position is sup-
ported by substantial technical authority and have filed 
an appeal with the IRS Appeals Division (IRS Appeals).  
The audit closure and related proposed adjustments did 
not have a material impact on our current year results 
of operations or financial position.  If we are unsuccess-
ful in defending our position with respect to accrued 
bonuses, we will incur a one-time cash tax payment of 
approximately $80 million.  As of May 26, 2013, we have 
effectively settled all issues with the IRS for fiscal years 
2008 and prior.

Also during fiscal 2013, the California Court of Appeal 
issued an adverse decision concerning our state income 
tax apportionment calculations. We had previously 
recorded an $11.5 million increase in our total liabilities 
for uncertain tax positions in fiscal 2011 following an 
unfavorable decision by the Superior Court of the State 
of California related to this matter.  We expect to pay a 
majority of the tax due related to this issue in fiscal 2014.

During fiscal 2012, we reached a settlement with IRS 
Appeals concerning research and development tax cred-
its claimed for fiscal years 2002 to 2008. This settlement 
did not have a material impact on our results of opera-
tions or financial position.

During fiscal 2011, we reached a settlement with IRS 
Appeals concerning certain corporate income tax adjust-
ments for fiscal years 2002 to 2008. The adjustments 
primarily relate to the amount of capital loss, deprecia-
tion, and amortization we reported as a result of the sale 
of noncontrolling interests in our GMC subsidiary. As 
a result, we recorded a $108.1 million reduction in our 
total liabilities for uncertain tax positions in fiscal 2011. 
We made payments totaling $385.3 million in fiscal 2011 
related to this settlement.  
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The Canadian Revenue Agency (CRA) reviewed our 
Canadian income tax returns for fiscal years 2003 to 
2005 and raised assessments for these years to which 
we have objected.  During fiscal 2013, the issue related 
to our 2003 fiscal year was resolved with no adjustment.  
The issue for fiscal years 2004 and 2005 is currently 
under review by the U.S. and Canadian competent 
authority divisions. The CRA initiated its audit of our 
fiscal years 2008 through 2011 during fiscal year 2013. 
The CRA audit for fiscal 2008 was closed with no 
significant adjustments. The audit for fiscal years 2009 
through 2011 is ongoing.

 We do not anticipate that any United States or 
Canadian tax adjustments will have a significant impact 
on our financial position or results of operations.

We apply a more-likely-than-not threshold to the rec-
ognition and derecognition of uncertain tax positions. 
Accordingly, we recognize the amount of tax benefit 
that has a greater than 50 percent likelihood of being 
ultimately realized upon settlement. Future changes in 
judgment related to the expected ultimate resolution of 
uncertain tax positions will affect earnings in the quar-
ter of such change. 

The following table sets forth changes in our total 
gross unrecognized tax benefit liabilities, excluding 
accrued interest, for fiscal 2013. Approximately $92 mil-
lion of this total represents the amount that, if recog-
nized, would affect our effective income tax rate in future 
periods. This amount differs from the gross unrecog-
nized tax benefits presented in the table because certain 
of the liabilities below would impact deferred taxes if 
recognized or are the result of stock compensation items 
impacting additional paid-in capital. We also would 
record a decrease in U.S. federal income taxes upon rec-
ognition of the state tax benefits included therein.

                      Fiscal Year
In Millions  2013  2012

Balance, beginning of year $231.3  $226.2
Tax positions related to current year:

Additions    38.5   23.8  
Tax positions related to prior years:
 Additions   69.6   24.3 
 Reductions    (74.0)  (13.4)
   Settlements   (39.0) (6.6)
Lapses in statutes of limitations    (10.2)  (23.0)
Balance, end of year $216.2  $231.3  

As of May 26, 2013, we expect to pay approximately 
$12 million of unrecognized tax benefit liabilities and 
accrued interest within the next 12 months. We are not 
able to reasonably estimate the timing of future cash 
flows beyond 12 months due to uncertainties in the 
timing of tax audit outcomes. The remaining amount 
of our unrecognized tax liability was classified in other 
liabilities.

We report accrued interest and penalties related to 
unrecognized tax benefit liabilities in income tax expense. 
For fiscal 2013, we recognized a net benefit of $3.0 mil-
lion of tax-related net interest and penalties, and had 
$53.1 million of accrued interest and penalties as of May 
26, 2013. For fiscal 2012, we recognized $0.2 million asso-
ciated with tax-related interest and penalties, and had 
$49.3 million of accrued interest and penalties as of  
May 27, 2012.

NOTE 15. LEASES, OTHER COMMITMENTS,  
ANd CONTINgENCIES

An analysis of rent expense by type of property for oper-
ating leases follows:  

 Fiscal Year
In Millions  2013  2012 2011 

Warehouse space $  82.8  $  72.6  $  63.4  
Equipment   33.5    34.8    32.1  
Other   71.6    68.1    56.9  
Total rent expense $ 187.9  $  175.5  $ 152.4  

Some operating leases require payment of property 
taxes, insurance, and maintenance costs in addition to 
the rent payments. Contingent and escalation rent in 
excess of minimum rent payments and sublease income 
netted in rent expense were insignificant.

Noncancelable future lease commitments are:  
 Operating  Capital

In Millions Leases  Leases

2014  $  93.4  $  1.8  
2015    74.0   1.5  
2016    61.1   0.7  
2017     45.1   0.2  
2018   49.6    — 
After 2018 114.5   — 
Total noncancelable future  
 lease commitments $ 437.7   $ 4.2  
Less: interest    (0.2)
Present value of obligations under capital leases   $ 4.0  
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These future lease commitments will be partially offset 
by estimated future sublease receipts of approximately 
$8.3 million. Depreciation on capital leases is recorded as 
depreciation expense in our results of operations.

As of May 26, 2013, we have issued guarantees and 
comfort letters of $356.3 million for the debt and other 
obligations of consolidated subsidiaries, and guarantees 
and comfort letters of $258.7 million for the debt and 
other obligations of non-consolidated affiliates, mainly 
CPW. In addition, off-balance sheet arrangements are 
generally limited to the future payments under non-can-
celable operating leases, which totaled $437.7 million as 
of May 26, 2013.

Contingencies We are party to various pending or threat-
ened legal actions in the ordinary course of our business.  
In our opinion, there were no claims or litigation pending 
as of May 26, 2013, that were reasonably likely to have a 
material adverse effect on our consolidated financial posi-
tion or results of operations.  

NOTE 16. BUSINESS SEGMENT AND  
GEOGRAPHIC INFORMATION 

We operate in the consumer foods industry. We have 
three operating segments by type of customer and geo-
graphic region as follows: U.S. Retail, 59.7 percent of our 
fiscal 2013 consolidated net sales; International, 29.3 
percent of our fiscal 2013 consolidated net sales; and 
Bakeries and Foodservice, 11.0 percent of our fiscal 2013 
consolidated net sales.

Our U.S. Retail segment reflects business with a wide 
variety of grocery stores, mass merchandisers, member-
ship stores, natural food chains, and drug, dollar and 
discount chains operating throughout the United States. 
Our product categories in this business segment include 
ready-to-eat cereals, refrigerated yogurt, ready-to-serve 
soup, dry dinners, shelf stable and frozen vegetables, 
refrigerated and frozen dough products, dessert and 
baking mixes, frozen pizza and pizza snacks, grain, fruit 
and savory snacks, and a wide variety of organic prod-
ucts including granola bars, cereal, and soup.

Our International segment consists of retail and 
foodservice businesses outside of the United States. 
In Canada, our product categories include ready-to-eat 
cereals, shelf stable and frozen vegetables, dry dinners, 
refrigerated and frozen dough products, dessert and 
baking mixes, frozen pizza snacks, refrigerated yogurt, 
and grain and fruit snacks. In markets outside North 

America, our product categories include super-premium 
ice cream and frozen desserts, refrigerated yogurt, snacks, 
shelf stable and frozen vegetables, refrigerated and frozen 
dough products, and dry dinners. Our International 
segment also includes products manufactured in the 
United States for export, mainly to Caribbean and Latin 
American markets, as well as products we manufacture 
for sale to our international joint ventures. Revenues 
from export activities and franchise fees are reported in 
the region or country where the end customer is located. 

In our Bakeries and Foodservice segment our product 
categories include ready-to-eat cereals, snacks, refriger-
ated yogurt, unbaked and fully baked frozen dough prod-
ucts, baking mixes, and flour. Many products we sell 
are branded to the consumer and nearly all are branded 
to our customers. We sell to distributors and opera-
tors in many customer channels including foodservice, 
convenience stores, vending, and supermarket bakeries. 
Substantially all of this segment’s operations are located 
in the United States.

Operating profit for these segments excludes 
unallocated corporate items and restructuring, 
impairment, and other exit costs. Unallocated corporate 
items include corporate overhead expenses, variances 
to planned domestic employee benefits and incentives, 
contributions to the General Mills Foundation, and other 
items that are not part of our measurement of segment 
operating performance. These include gains and losses 
arising from the revaluation of certain grain inventories 
and gains and losses from mark-to-market valuation of 
certain commodity positions until passed back to our 
operating segments. These items affecting operating 
profit are centrally managed at the corporate level and 
are excluded from the measure of segment profitability 
reviewed by executive management. Under our supply 
chain organization, our manufacturing, warehouse, and 
distribution activities are substantially integrated across 
our operations in order to maximize efficiency and 
productivity. As a result, fixed assets and depreciation 
and amortization expenses are neither maintained nor 
available by operating segment.
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Our operating segment results were as follows:

  Fiscal Year
In Millions  2013  2012   2011 

Net sales:
U.S. Retail $ 10,614.9 $ 10,480.2 $ 10,163.9  

 International  5,200.2    4,194.3    2,875.5  
 Bakeries and Foodservice   1,959.0    1,983.4    1,840.8  
Total $ 17,774.1 $ 16,657.9 $ 14,880.2  
Operating profit:
 U.S. Retail $ 2,392.9  $  2,295.3 $ 2,347.9 
 International    490.2   429.6   291.4  
 Bakeries and Foodservice  314.6    286.7    306.3  
Total segment operating profit    3,197.7    3,011.6    2,945.6  
Unallocated corporate items     326.1    347.6    184.1  
Divestitures (gain)    —     —      (17.4)
Restructuring, impairment,  
 and other exit costs    19.8    101.6    4.4  
Operating profit $  2,851.8  $  2,562.4 $ 2,774.5

Net sales by class of similar products were as follows:

 Fiscal Year
In Millions  2013  2012   2011

Net sales: 
 Snacks $ 3,024.0 $ 2,649.6 $ 2,371.9 
 Yogurt  2,908.4  2,595.7  1,625.1 
 Cereal  2,889.2   2,935.2   2,812.6 
 Convenient meals  2,802.9   2,611.8    2,437.6 
 Baking mixes and  
  ingredients  1,999.5   1,902.9   1,789.7 
 Dough  1,944.7   1,925.5   1,895.4 
 Vegetables  1,089.5   1,082.5   1,095.6 
 Super-premium ice cream  717.1   664.6   563.7 
 Other  398.8   290.1   288.6 
Total $ 17,774.1 $ 16,657.9 $ 14,880.2 

The following table provides financial information by 
geographic area: 

  Fiscal Year
In Millions  2013  2012   2011 

Net sales:
United States $12,573.1  $12,462.1  $11,987.8 
Non-United States    5,201.0   4,195.8   2,892.4  

Total $17,774.1 $16,657.9 $14,880.2  

  May 26,  May 27,
In Millions   2013 2012

Cash and cash equivalents:
United States $ 26.9 $ 25.7

 Non-United States     714.5    445.5 
Total  $ 741.4  $  471.2  

 May 26,  May 27,
In Millions   2013 2012

Land, buildings, and equipment:
United States $ 2,752.7 $ 2,804.9 
Non-United States 1,125.4   847.8  

Total $ 3,878.1 $ 3,652.7  

NOTE 17. SUPPLEMENTAL INFORMATION

The components of certain Consolidated Balance Sheet 
accounts are as follows:  

   May 26,  May 27,
In Millions   2013 2012

Receivables:      
From customers $  1,466.3 $ 1,345.3  
Less allowance for doubtful accounts    (19.9)  (21.7)

Total $  1,446.4 $ 1,323.6  

   May 26,  May 27,
In Millions   2013 2012

Inventories:
Raw materials and packaging  $ 403.0  $ 334.4  
Finished goods   1,228.7 1,211.8  
Grain   135.6 155.3 
Excess of FIFO over LIFO cost (a)    (221.8)  (222.7)

Total  $ 1,545.5 $ 1,478.8  

(a)  Inventories of $897.8 million as of May 26, 2013, and $930.2 million as of 
May 27, 2012, were valued at LIFO. During fiscal 2013 and fiscal 2012, LIFO 
inventory layers were reduced. Results of operations were not materially 
affected by these liquidations of LIFO inventory. The difference between 
replacement cost and the stated LIFO inventory value is not materially 
different from the reserve for the LIFO valuation method.
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   May 26,  May 27,
In Millions   2013 2012

Prepaid expenses and other current assets:
 Other receivables   $193.1 $103.8
 Prepaid expenses  168.6     178.3    
 Derivative receivables,  
    primarily commodity-related    47.6       34.5   
 Grain contracts    7.5     8.3   
 Miscellaneous    20.8    33.2  
Total  $437.6    $358.1  

   May 26,  May 27,
In Millions   2013 2012

Land, buildings, and equipment:
 Land  $ 101.2   $ 75.9  
 Buildings     2,168.3   1,980.6  
 Buildings under capital lease     0.3     0.3  
 Equipment     5,731.1   5,257.2  
 Equipment under capital lease    9.0    9.0  
 Capitalized software    427.9    419.1  
 Construction in progress    495.1    542.6  
 Total land, buildings, and equipment    8,932.9    8,284.7  
Less accumulated depreciation    (5,054.8)  (4,632.0)
Total  $3,878.1   $3,652.7  

   May 26,  May 27,
In Millions   2013 2012

Other assets: 
 Investments in and advances  
    to joint ventures  $478.5   $529.0 
 Pension assets  131.8   42.7
 Exchangeable note with related party   88.8 98.9
 Life insurance   24.4  86.7    
 Miscellaneous   120.2    108.0   
Total  $843.7    $865.3  

   May 26,  May 27,
In Millions   2013 2012

Other current liabilities:
 Accrued trade and consumer promotions $ 635.3    $ 560.7  
 Accrued payroll   417.3    367.4  
 Dividends payable    279.6    24.5  
 Accrued taxes   88.0    39.2  
 Accrued interest, including    
       interest rate swaps   91.2   100.2   
 Grain contracts   30.0    20.6   
 Restructuring and other exit costs reserve   19.5    85.9
 Derivative payable  4.1   26.1
 Miscellaneous    262.7    202.0  
Total  $1,827.7    $1,426.6  

   May 26,  May 27,
In Millions   2013 2012

Other noncurrent liabilities:  
 Accrued compensation and benefits,  
       including obligations for underfunded  
       other postretirement 
       and postemployment benefit plans  $1,560.2 $ 1,853.1 
 Accrued taxes   277.1    230.9  
 Miscellaneous     115.6    105.8  
Total  $1,952.9   $ 2,189.8  

Certain Consolidated Statements of Earnings amounts 
are as follows:  
   Fiscal Year
In Millions  2013  2012   2011 

Depreciation and amortization $588.0  $541.5  $472.6  
Research and development expense   237.9   245.4   235.0  
Advertising and media expense 
 (including production and  
 communication costs)   $895.0   $913.7   $843.7  

The components of interest, net are as follows: 

   Fiscal Year
Expense (Income), in Millions  2013  2012   2011 

Interest expense $333.8  $370.7  $360.9  
Capitalized interest    (4.3)  (8.9)  (7.2)
Interest income (12.6)  (9.9)  (7.4)
Interest, net $316.9  $351.9  $346.3  
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Certain Consolidated Statements of Cash Flows 
amounts are as follows:  

  Fiscal Year
In Millions  2013 2012   2011 

Cash interest payments $293.0 $344.3 $333.1  
Cash paid for income taxes    569.4   590.6   699.3  

NOTE 18. QUARTERLY DATA (UNAUDITED)

Summarized quarterly data for fiscal 2013 and fiscal 2012 follows:

    First Quarter Second Quarter  Third Quarter  Fourth Quarter
  Fiscal Year  Fiscal Year  Fiscal Year Fiscal Year
In Millions, Except Per Share Amounts  2013   2012  2013   2012     2013   2012   2013   2012  

Net sales $4,051.0  $3,847.6  $4,881.8  $4,623.8  $4,430.6 $4,120.1  $4,410.7  $4,066.4  
Gross margin    1,628.3   1,446.5   1,742.3   1,594.7   1,522.7   1,507.4   1,530.6  $1,496.1 
Net earnings attributable 
 to General Mills    548.9   405.6   541.6   444.8   398.4   391.5 366.3  325.4
EPS:
 Basic $  0.84  $  0.63  $  0.84  $  0.69  $  0.61  $  0.61  $  0.57  $  0.49  
 Diluted $  0.82  $  0.61  $  0.82  $  0.67  $  0.60  $  0.58  $  0.55  $  0.49  
Dividends per share $  0.330  $  0.305  $  0.330  $  0.305  $  0.330  $  0.305  $  0.330  $  0.305  
Market price of common stock:
 High $  39.13  $  39.77  $  40.77  $  39.92  $  45.67  $  41.05  $  50.93  $  39.69  
 Low $  37.55  $  34.95  $  38.89  $  36.89  $  40.06  $  38.15  $  45.42  $  38.04  

During the fourth quarter of fiscal 2013, we finalized the purchase accounting for certain assets and liabilities 
related to the acquisition of Yoki. We recorded final adjustments that resulted in a $3.6 million decrease in goodwill. 

During the fourth quarter of fiscal 2012, we finalized the purchase accounting for certain assets and liabilities 
related to the acquisitions of Yoplait S.A.S. and Yoplait Marques S.A.S. We recorded final adjustments that resulted in 
a $38.7 million decrease in goodwill. 
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AOCI. Accumulated other comprehensive income 
(loss).  

Average total capital. Notes payable, long-term debt 
including current portion, redeemable interest, noncon-
trolling interests, and stockholders’ equity excluding 
AOCI, and certain after-tax earnings adjustments are 
used to calculate return on average total capital. The 
average is calculated using the average of the beginning 
of fiscal year and end of fiscal year Consolidated Balance 
Sheet amounts for these line items.

Core working capital. Accounts receivable plus inven-
tories less accounts payable, all as of the last day of our 
fiscal year.

Depreciation associated with restructured assets. 
The increase in depreciation expense caused by updat-
ing the salvage value and shortening the useful life of 
depreciable fixed assets to coincide with the end of pro-
duction under an approved restructuring plan, but only 
if impairment is not present.

Derivatives. Financial instruments such as futures, 
swaps, options, and forward contracts that we use to man-
age our risk arising from changes in commodity prices, 
interest rates, foreign exchange rates, and stock prices.

Fair value hierarchy. For purposes of fair value mea-
surement, we categorize assets and liabilities into one of 
three levels based on the assumptions (inputs) used in 
valuing the asset or liability. Level 1 provides the most 
reliable measure of fair value, while Level 3 generally 
requires significant management judgment. The three 
levels are defined as follows:

Level 1:  Unadjusted quoted prices in active markets for 
identical assets or liabilities.

Level 2:  Observable inputs other than quoted prices 
included in Level 1, such as quoted prices for 
similar assets or liabilities in active markets or 
quoted prices for identical assets or liabilities 
in inactive markets.

Level 3:  Unobservable inputs reflecting management’s 
assumptions about the inputs used in pricing 
the asset or liability.

Fixed charge coverage ratio. The sum of earnings 
before income taxes and fixed charges (before tax), divided 
by the sum of the fixed charges (before tax) and interest.

Generally Accepted Accounting Principles (GAAP). 
Guidelines, procedures, and practices that we are 
required to use in recording and reporting accounting 
information in our financial statements.

Goodwill. The difference between the purchase price 
of acquired companies plus the fair value of any non-
controlling and redeemable interests and the related fair 
values of net assets acquired.

Gross margin. Net sales less cost of sales.

Hedge accounting. Accounting for qualifying hedges 
that allows changes in a hedging instrument’s fair value 
to offset corresponding changes in the hedged item in 
the same reporting period. Hedge accounting is permit-
ted for certain hedging instruments and hedged items 
only if the hedging relationship is highly effective, and 
only prospectively from the date a hedging relationship 
is formally documented.

Interest bearing instruments. Notes payable, long-
term debt, including current portion, cash and cash 
equivalents, and certain interest bearing investments 
classified within prepaid expenses and other current 
assets and other assets.

LIBOR. London Interbank Offered Rate.  

Mark-to-market. The act of determining a value for 
financial instruments, commodity contracts, and related 
assets or liabilities based on the current market price for 
that item.

Net mark-to-market valuation of certain commod-
ity positions. Realized and unrealized gains and losses 
on derivative contracts that will be allocated to segment 
operating profit when the exposure we are hedging 
affects earnings.

Net price realization. The impact of list and promoted 
price changes, net of trade and other price promotion 
costs.

Glossary
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New businesses. Our consolidated results for fiscal 
2013 include operating activity from the acquisitions of 
Yoki Alimentos S.A. in Brazil (second quarter of fiscal 
2013), Yoplait Ireland (first quarter of fiscal 2013), Food 
Should Taste Good in the United States (fourth quarter 
of fiscal 2012), Parampara Foods in India (first quarter of 
fiscal 2013), Immaculate Baking Company in the United 
States (third quarter of fiscal 2013), and the assumption 
of the Canadian Yoplait franchise license (second 
quarter of fiscal 2013). Also included in the first quarter 
of fiscal 2013 are two additional months of results  
from the acquisition of Yoplait S.A.S. (first quarter of 
fiscal 2012). Collectively, these items are referred to as 
“new businesses” in comparing our fiscal 2013 results to 
fiscal 2012. 

Noncontrolling interests. Interests of subsidiaries 
held by third parties. 

Notional principal amount. The principal amount on 
which fixed-rate or floating-rate interest payments are 
calculated.

OCI. Other comprehensive income (loss).  

Operating cash flow to debt ratio. Net cash provided 
by operating activities, divided by the sum of notes pay-
able and long-term debt, including current portion.

Redeemable interest. Interest of subsidiaries held by a 
third party that can be redeemed outside of our control 
and therefore cannot be classified as a noncontrolling 
interest in equity. 

Reporting unit. An operating segment or a business 
one level below an operating segment

Return on average total capital. Net earnings 
attributable to General Mills, excluding after-tax net 
interest, and adjusted for certain items affecting year-
over-year comparability, divided by average total capital.

Segment operating profit margin. Segment operating 
profit divided by net sales for the segment.

Supply chain input costs. Costs incurred to produce 
and deliver product, including costs for ingredients 
and conversion, inventory management, logistics, and 
warehousing.

Total debt. Notes payable and long-term debt, includ-
ing current portion. 

Transaction gains and losses. The impact on our 
Consolidated Financial Statements of foreign exchange 
rate changes arising from specific transactions.

Translation adjustments. The impact of the conver-
sion of our foreign affiliates’ financial statements to U.S. 
dollars for the purpose of consolidating our financial 
statements.

Variable interest entities (VIEs). A legal structure 
that is used for business purposes that either (1) does 
not have equity investors that have voting rights and 
share in all the entity’s profits and losses or (2) has 
equity investors that do not provide sufficient financial 
resources to support the entity’s activities.

Working capital. Current assets and current liabilities, 
all as of the last day of our fiscal year.
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This report includes measures of financial performance 
that are not defined by generally accepted accounting 
principles (GAAP). For each of these non-GAAP financial 
measures, we are providing below a reconciliation of the 
differences between the non-GAAP measure and the 
most directly comparable GAAP measure. These non-
GAAP measures are used in reporting to our executive 

management and/or as a component of the board of 
director’s measurement of our performance for incentive 
compensation purposes. Management and the board 
of directors believe that these measures provide useful 
information to investors. These non-GAAP measures 
should be viewed in addition to, and not in lieu of, the 
comparable GAAP measure.

Non-Gaap Measures

ToTal SegmenT operaTing profiT

  Fiscal Year
In Millions  2013 2012 2011 2010 2009 2008 

Net sales: 
 U.S. Retail $  10,614.9  $  10,480.2  $  10,163.9  $  10,209.8  $  9,973.6  $  9,028.2  
  International   5,200.2    4,194.3    2,875.5    2,684.9    2,571.8    2,535.5 
  Bakeries and Foodservice   1,959.0    1,983.4    1,840.8    1,740.9    2,010.4    1,984.3 
Total $  17,774.1  $  16,657.9  $  14,880.2  $  14,635.6  $  14,555.8  $  13,548.0 
Operating profit:
 U.S. Retail $  2,392.9  $  2,295.3  $  2,347.9  $  2,385.2  $  2,206.6  $  1,976.7  
 International   490.2    429.6    291.4   192.1    239.2    247.5 
  Bakeries and Foodservice   314.6    286.7    306.3    263.2    178.4    170.2  
Total segment operating profit   3,197.7    3,011.6    2,945.6    2,840.5    2,624.2    2,394.4
Memo:  Segment operating profit as a % of net sales  18.0%  18.1%  19.8%  19.4%  18.0%  17.7% 
Unallocated corporate items   326.1    347.6    184.1    203.0    342.5    144.2 
Divestitures (gain), net   —   —   (17.4)   —   (84.9)  —
Restructuring, impairment, and other exit costs   19.8    101.6    4.4    31.4    41.6    21.0 
Operating profit $  2,851.8  $  2,562.4  $  2,774.5  $  2,606.1  $  2,325.0  $ 2,229.2

adjuSTed diluTed epS, excluding cerTain iTemS affecTing comparabiliTy

 Fiscal Year
Per Share Data  2013 2012 2011 2010 2009 2008 

Diluted earnings per share, as reported   $2.79    $2.35   $2.70    $2.24    $1.90    $1.85 
 Mark-to-market effects (a)   —      0.10    (0.09)   0.01    0.11    (0.05)
 Divestitures gain, net (b)   —      —      —      —      (0.06)   —   
 Gain from insurance settlement (c)   —      —      —      —      (0.04)   —   
 Tax items (d)   (0.13)   —      (0.13)   0.05    0.08    (0.04)
 Acquisition integration costs (e)   0.01    0.01    —      —      —      —   
 Restructuring costs (f)   0.02    0.10    —      —      —      —   
Diluted earnings per share, excluding  
 certain items affecting comparability   $2.69    $2.56    $2.48    $2.30    $1.99    $1.76 

 (a) See Note 7 to the Consolidated Financial Statements on page 58 of this report.
(b) Net gain on divestitures of certain product lines.
(c) Gain on settlement with insurance carrier covering the loss of a manufacturing facility in Argentina.
(d)  The fiscal 2013 tax items consist of a reduction to income taxes related to the restructuring of our GMC subsidiary and an increase to income taxes related 

to the liquidation of a corporate investment. Additionally, fiscal 2013 and fiscal 2010 include changes in deferred taxes associated with the Medicare Part 
D subsidies related to the Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act of 2010. The fiscal 
2011, fiscal 2009 and fiscal 2008 tax items represent the effects of court decisions and audit settlements on uncertain tax matters.  

(e) Integration costs resulting from the acquisitions of Yoki in fiscal 2013 and Yoplait S.A.S. and Yoplait Marques S.A.S. in fiscal 2012.
(f) See Note 4 to the Consolidated Financial Statements on page 54 of this report.



90 Healthy Growth

RetuRn on aveRage total capital

 Fiscal Year
In Millions 2013  2012  2011  2010  2009  2008

Net earnings, including earnings attributable to 
 redeemable and noncontrolling interests $  1,892.5  $  1,589.1  $  1,803.5  $  1,535.0  $  1,313.7  $ 1,318.1
Interest, net, after-tax   201.2    238.9    243.5    261.1    240.8   263.8
Earnings before interest, after-tax   2,093.7    1,828.0    2,047.0    1,796.1    1,554.5   1,581.9
 Mark-to-market effects   (2.8)   65.6    (60.0)   4.5    74.9   (35.9)
 Tax items   (85.4)   —    (88.9)   35.0    52.6   (30.7)
 Restructuring costs   15.9    64.3    —    —    —   —
 Acquisition integration costs   8.8    9.7    —    —    —   —
 Divestitures gain, net   —    —    —    —    (38.0)  —
 Gain from insurance settlement   —    —    —    —    (26.9)  —
Earnings before interest, after-tax for  
 return on capital calculation $  2,030.2  $  1,967.6  $  1,898.1  $  1,835.6  $  1,617.1  $ 1,515.3
Current portion of long-term debt $  1,443.3  $  741.2  $  1,031.3  $  107.3  $  508.5  $  442.0 
Notes payable   599.7    526.5    311.3    1,050.1    812.2    2,208.8 
Long-term debt   5,926.1    6,161.9    5,542.5    5,268.5    5,754.8    4,348.7 
 Total debt   7,969.1    7,429.6    6,885.1    6,425.9    7,075.5    6,999.5 
Redeemable interest   967.5    847.8    —    —    —    — 
Noncontrolling interests   456.3    461.0    246.7    245.1    244.2    246.6 
Stockholders’ equity   6,672.2    6,421.7    6,365.5    5,402.9    5,172.3    6,212.2 
Total capital   16,065.1    15,160.1    13,497.3    12,073.9    12,492.0    13,458.3 
 Accumulated other comprehensive 
    (income) loss   1,585.3    1,743.7    1,010.8    1,486.9    877.8    (173.1)
 After-tax earnings adjustments (a)   (234.4)   (170.9)   (310.5)   (161.6)   (201.1)   (263.7)
Adjusted total capital $  17,416.0  $  16,732.9  $  14,197.6  $  13,399.2  $  13,168.7    $ 13,021.5 
Adjusted average total capital $  17,074.5  $  15,465.3  $  13,798.4  $  13,283.9  $  13,095.1  $ 12,804.3
Return on average total capital  11.9%  12.7%  13.8%  13.8%  12.3%  11.8%

(a) Sum of current year and previous year after-tax adjustments.
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INTERNATIONAL SEGMENT AND REGION SALES 
GROWTH RATES EXCLUDING IMPACT OF FOREIGN 
EXCHANGE

The reconciliation of International segment and region 
sales growth rates as reported to growth rates excluding 
the impact of foreign currency exchange below 
demonstrates the effect of foreign currency exchange 
rate fluctuations from year to year. To present this 
information, current-period results for entities reporting 

in currencies other than U.S. dollars are converted into 
U.S. dollars at the average exchange rates in effect during 
the corresponding period of the prior fiscal year, rather 
than the actual average exchange rates in effect during 
the current fiscal year. Therefore, the foreign currency 
impact is equal to current-year results in local currencies 
multiplied by the change in the average foreign currency 
exchange rates between the current fiscal period and 
the corresponding period of the prior fiscal year. 
 

 Fiscal Year 2013
   Percentage Change
 Percentage Change  in Net Sales
 in Net Sales  Impact of Foreign on Constant
 as Reported Currency Exchange Currency Basis

Europe  11%  (4) pts  15%
Canada  22  —   22 
Asia/Pacific  11   —   11 
Latin America  116   (23)  139 
Total International  24%  (4) pts  28%

 Fiscal Year 2012
   Percentage Change
 Percentage Change  in Net Sales
 in Net Sales  Impact of Foreign on Constant
 as Reported Currency Exchange Currency Basis

Europe  84%  1 pt  83%
Canada  29   1   28 
Asia/Pacific  22   2   20 
Latin America  12   (2)  14 
Total International  46%  1 pt  45%
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Total Return to Stockholders

These line graphs compare the cumulative total return 
for holders of our common stock with the cumulative 
total return of the Standard & Poor’s 500 Stock Index 
and Standard & Poor’s 500 Packaged Foods Index for 
the last five-year and ten-year fiscal periods. The graphs 
assume the investment of $100 in each of General Mills’ 
common stock and the specified indexes at the begin-
ning of the applicable period, and assume the reinvest-
ment of all dividends.

On June 30, 2013, there were approximately 33,300 
record holders of our common stock. 
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World Headquarters
Number One General Mills Boulevard 
Minneapolis, MN 55426-1347 
Phone: (763) 764-7600

Website
GeneralMills.com

Markets
New York Stock Exchange 
Trading Symbol: GIS

Independent Auditor
KPMG LLP 
4200 Wells Fargo Center 
90 South Seventh Street 
Minneapolis, MN 55402-3900 
Phone: (612) 305-5000

Investor Inquiries
General Shareholder Information: 
Investor Relations Department 
(800) 245-5703 or (763) 764-3202

Analysts/Investors:
Kris Wenker 
(763) 764-2607

Transfer Agent and Registrar
Our transfer agent can assist you  
with a variety of services, including  
change of address or questions about 
dividend checks:

Wells Fargo Bank, N.A. 
1110 Centre Pointe Curve 
Mendota Heights, MN 55120-4100 
Phone: (800) 670-4763 or  
(651) 450-4084 
WellsFargo.com/shareownerservices

Electronic Access to Proxy Statement, 
Annual Report and Form 10-K
Shareholders who have access to the 
Internet are encouraged to enroll in 
the electronic delivery program. Please 
see the Investors section of our website, 
GeneralMills.com, or go directly to the 
website, ICSDelivery.com/GIS and 
follow the instructions to enroll. If your 
General Mills shares are not registered 
in your name, contact your bank or broker 
to enroll in this program.

Notice of Annual Meeting
The annual meeting of shareholders will 
be held at 10 a.m., Central Daylight Time, 
Tuesday, Sept. 24, 2013, at the Children’s 
Theatre Company, 2400 Third Avenue 
South, Minneapolis, MN 55404-3597. 
Proof of share ownership is required 
for admission. Please refer to the Proxy 
Statement for information concerning 
admission to the meeting.

General Mills Direct Stock Purchase Plan
This plan provides a convenient and 
economical way to invest in General Mills 
stock. You can increase your ownership 
over time through purchases of common 
stock and reinvestment of cash dividends, 
without paying brokerage commissions and 
other fees on your purchases and reinvest-
ments. For more information and a copy of a 
plan prospectus, go to the Investors section 
of our website at GeneralMills.com. 

Visit Us on the Web

U.S. Sites
Cheerios.com

Pillsbury.com

Yoplait.com

Larabar.com

BettyCrocker.com 
Get recipes, cooking tips and view 
instruction videos. 

BoxTops4Education.com 
Sign up to support your school.

LiveBetterAmerica.com 
Simple ways to maintain a healthy lifestyle.

International Sites
HaagenDazs.com.cn (China)

Yoplait.net (France)

NatureValley.co.uk (United Kingdom)

OldElPaso.com.au (Australia)

LifeMadeDelicious.ca (Canada) 
Get recipes, promotions and  
entertaining ideas for many of  
our brands.

We have a variety of websites that appeal to consumers around the world.  
Below is a selection of our most popular sites. For a more complete list,  
see the “Our websites” page under the Company tab on GeneralMills.com.

QueRicaVida.com 
Recipes and nutritional information for 
Hispanic consumers.

Tablespoon.com 
Download coupons, recipes and more 
for a variety of our brands.

Blog.GeneralMills.com 
Get a unique perspective on recent  
news and stories about our brands and 
our company.

You also can visit many of our brands on 
Facebook or follow us on Twitter.
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Our Fiscal 2013 Financial Highlights

 52 weeks 52 weeks 
In millions, except per share and ended  ended
return on capital data May 26, 2013 May 27, 2012 Change

Net Sales $ 17,774 $ 16,658 + 7%

Segment Operating Profita  3,198  3,012 + 6%

Net Earnings Attributable to General Mills  1,855  1,567 + 18%

Diluted Earnings per Share (EPS)  2.79  2.35 + 19%

Adjusted Diluted EPS, Excluding Certain Items
Affecting Comparabilityb  2.69  2.56 + 5%

Return on Average Total Capitala  11.9%  12.7% – 80 basis pts.

Average Diluted Shares Outstanding  666  667 – 0%

Dividends per Share $ 1.32 $ 1.22 + 8%

a See page 89 for discussion of non-GAAP measures.
b Results exclude certain items affecting comparability. See page 89 for discussion of non-GAAP measures.

Segment Operating 
Profita

Dollars in millions

Net Sales
Dollars in millions

Adjusted Diluted 
Earnings per Shareb

Dollars
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We believe that doing well for our 
shareholders goes hand in hand  
with doing well for our consumers, 
our communities and our planet. Our 
efforts include providing convenient, 
nutritious food around the world, 
building strong communities through 
philanthropy and volunteerism, and 
developing sustainable business 
practices that reduce our environ-
mental footprint.

For a comprehensive overview 
of our commitment to stand among 
the most socially responsible food 
 companies in the world, see our Global  
Responsibility Report available online 
at GeneralMills.com/Responsibility. 

This Report Is Printed on Recycled Paper.

©2013 General Mills

General Mills Gift Boxes are a part of 
many shareholders’ December holiday 
traditions. To request an order form, 
call us toll-free at (888) 496-7809 or 
write, including your name, street  
address, city, state, zip code and phone  
number (including area code) to:

2013 General Mills Holiday Gift Box 
Department 8907 
P.O. Box 5013 
Stacy, MN 55078-5013

Or you can place an order online at:  
GMIHolidayGiftBox.com

Please contact us after  
October 1, 2013.

Holiday Gift Boxes

Our Mission at General Mills Is Nourishing Lives
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New customer service facility achieves LEED Gold
certification from U.S. Green Building Council

Company’s new distribution center in Fort Wayne, Ind., is the
largest LEED Gold building of its kind in the U.S. and third largest
in the world 

September 05, 2012

MINNEAPOLIS, Minn. – General Mills' new customer service facility in Fort Wayne,
Ind., has been awarded LEED Gold certification by the U.S. Green Building Council.
The facility, which opened today, is the largest warehouse and distribution center
project in North America to achieve LEED Gold certification and the third largest in the
world. General Mills' customer service facility in Social Circle, Ga., which opened in
2010, is the second largest in the U.S. and the fourth largest in the world.

“We take great pride in the incredible number of environmentally sustainable design
elements and construction practices that have gone into this building,” said Mike
Nordstrom, vice president of Global Workplace Solutions, General Mills. “We built this
facility with LEED Gold certification as our goal. We are pleased to add the Fort Wayne
customer service facility to our growing number of LEED certified buildings.”

The building makes use of several efficiency technologies and environmentally
friendly design elements, including:

A white roof and 100 percent concrete paving that reflects sunlight to reduce
radiant heat and air conditioning costs;

Low-flow plumbing fixtures that reduce water use by 33 percent;

Retention ponds that hold storm water from the roof and paved areas for
landscaping irrigation use;

Energy efficient light fixtures, occupant sensors, high efficient HVAC systems, roof
mounted up-blast exhaust fans and wall louvers, that make the facility 45 percent
more energy efficient than the baseline model for industrial buildings;

Superior ventilation that exceeds fresh air requirements by 30 percent.

Further, the project obtained LEED Gold certification for its environmentally-conscious
construction and operations.

Eighty-five percent of the construction waste, totaling more than 596 tons of
material, was diverted from landfills by sorting the materials and sending them to
the appropriate recycling centers for reuse on other products.

Forty-four percent of the construction materials were extracted, processed or
manufactured within 500 miles of the project site.

Green Power Certificates have been purchased for 70 percent of the building’s
electrical usage, signifying an investment in future technologies of non-fossil fuel
energy sources.

The facility also will use a centralized computer-based transportation system, which
allows General Mills to deliver products by mapping the multiple destination points of
the products and to load more onto each truck. The result is more efficient truck
loads, more efficient shipments and fewer trucks on the road.

“Fort Wayne is a highly desirable location, given Indiana’s expansive transit
infrastructure and proximity to the General Mills supply chain operations in the
Midwest,” said Kevin Schoen, vice president of North American Operations for
General Mills. “Indiana has a hard-working, dedicated workforce, and we are excited
by the strategic location that Fort Wayne offers.”

Report

2014 report on our progress
(pdf) 
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The building was constructed by New York-based Rockefeller Group Development
Corporation, which completed the project last month.

“The Rockefeller Group is proud to have developed and completed two LEED Gold
warehouse and distribution centers for General Mills in the past two years,” said Les
Smith, executive vice president of development for The Rockefeller Group. “This
project represents our mutual dedication to sustainability and our sensitivity to
environmental concerns. We are proud of all the work that has gone into this world-
class facility and wish General Mills much success in their new space.”

General Mills Expands List of LEED Certified Facilities
General Mills' new customer service facility in Fort Wayne, Ind., joins the company’s
growing list of LEED Certified facilities. In January 2012, an expansion at General
Mills Albuquerque production facility was awarded LEED Gold, the company’s first
production facility to achieve LEED certification. In October 2011, the Swiss Innovation
Center for the company’s global cereal partnership with Nestlé became the first
industrial building in Switzerland to receive LEED Platinum certification. In 2010, the
General Mills customer service facility in Social Circle, Ga., was awarded LEED Gold.
In the same year, the General Mills customer service center in Minneapolis became
the company’s first facility to receive LEED certification for an existing structure.

LEED, which stands for Leadership in Energy and Environmental Design, is an
internationally recognized building certification system that provides a framework for
integrating environmental sustainability into a building’s design, construction,
operation and maintenance. There are four levels of environmental achievement:
Platinum, Gold, Silver and Certified.

General Mills contact:
Bridget Christenson
763.764.6364
media.line@genmills.com

About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries. Its brands include Cheerios, Fiber One, Häagen-Dazs, Nature Valley,
Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso, and Wanchai Ferry.
Headquartered in Minneapolis, Minn., USA, General Mills had fiscal 2012 worldwide
sales of US $16.7 billion.
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General Mills Foundation celebrates Champions for Healthy
Kids' 10th anniversary

Along with Academy of Nutrition and Dietetics Foundation,
awards $500,000 in 'best of the best' grants 

April 26, 2012

MINNEAPOLIS, Minn. – The General Mills Foundation, in collaboration with the
Academy of Nutrition and Dietetics Foundation, today announced the recipients of its
2012 Champions for Healthy Kids grants.

As part of the program’s 10 year anniversary, 10 ‘best of the best’ legacy award
recipients were selected from previous Champions for Healthy Kids grantees. Each
organization was awarded $50,000 to continue their proven programming to improve
nutrition and physical fitness behaviors among youth.

 Champions for Healthy Kids provides grants to nonprofits, schools and community
organizations to develop creative ways to help kids of all ages incorporate physical
fitness and good nutrition into their daily lives. Over the last 10 years of Champions
for Healthy Kids, the General Mills Foundation has amassed key insights related to
addressing childhood obesity. Key indicators of a successful childhood obesity
program have been found to include:

Parental involvement

Organizational collaboration

Direct engagement with youth during the planning process

Close collaboration with teachers and other community professionals 

 Communication among all parties with a vested interest in youth nutrition and
fitness

 With these learnings in mind, Champions for Healthy Kids targets grassroots efforts
that develop creative ways – such as dance, karate memberships and cooking
classes – to help youth adopt physically active lifestyles and balanced diets. In total,
the General Mills Foundation’s Champions for Healthy Kids initiative has awarded
more than $20 million in grants to organizations across the United States through its
annual grant program and through other youth nutrition and fitness programs serving
more than 5 million children nationwide.

“For the past 10 years, the General Mills Foundation has worked closely with nonprofit
organizations across the U.S. to increase physical activity and good nutrition among
youth,” said Ellen Goldberg Luger, General Mills vice president and executive director
of the General Mills Foundation. “We are excited to use the on-the-ground insights
we’ve gathered from our work with more than 400 community organizations to better
shape our future childhood obesity efforts and make an even greater impact.”

The goal of the General Mills Champions for Healthy Kids grants is to encourage
communities in the United States to improve the eating and physical activity patterns
of young people aged 2 to 18. Grants have been awarded to nonprofit organizations
and agencies working with communities that demonstrate the greatest need and
likelihood of sustainable impact on young people’s nutrition and activity levels
through innovative programs.

“Throughout our 10 year partnership with the General Mills Foundation, the Academy
of Nutrition and Dietetics has witnessed, firsthand, the significant accomplishments
made toward improving the health of our children through the Champions for Healthy
Kids program,” said registered dietitian and Academy Foundation Chair Barbara J.
Ivens. “As food and nutrition experts, registered dietitians are on the forefront of
improving the health of our children, and while there is still work yet to be done, we
are excited to build upon this momentum and continue to make real progress to
tackle this complex issue.”

Report

2014 report on our progress
(pdf) 
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The General Mills Foundation has awarded 450 Champions for Healthy Kids grants
since 2002. Today, nearly all of the grant winners continue to provide nutrition
education and fitness activities for children. Approximately 98 percent of past
Champions for Healthy Kids programs continue to provide nutrition education and 94
percent continue to offer fitness activities.

The 10 2012 Champions for Healthy Kids recipients are:

America On Track (Santa Ana, Calif.)

Boys & Girls Clubs of Yellowstone County (Billings, Mont.)

Community Foundation of Northwest Mississippi (Hernando, Miss.)

Girls on the Run – Chicago (Chicago, Ill.)

Health Promotion Council (Philadelphia, Pa. 

National Indian Youth Leadership Program (Albuquerque, N.M.)

Rio Bravo Wildlife Institute (Brownsville, Texas)

Treasure Coast Food Bank, Inc. (Ft. Pierce, Fla.)

University of Maryland, Baltimore (Baltimore, Md.)

YMCA Southern Arizona (Tucson, Ariz.)

About the General Mills Foundation 
The mission of the General Mills Foundation, celebrating 58 years of giving, is to nourish
communities. Continuing its tradition of generous giving and global community support, General
Mills contributed nearly $120 million to charitable causes in fiscal 2011—up 18 percent from the
previous year. The Foundation invests in and collaborates with community organizations and
programs that unleash the power of food across a spectrum of social issues, including hunger,
nutrition and healthy, active lifestyles. In addition, 83 percent of U.S. employees volunteer. 

To learn more about the ways General Mills nourishes lives through philanthropy and community
engagement, please join us on Facebook .

Contact: 
Kris Patton
General Mills
763-764-6364

media.line@genmills.com
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General Mills celebrates Twin Cities communities of color
through annual grant program

General Mills Foundation awards $500,000 in grants to local
community-based organizations

June 04, 2012

MINNEAPOLIS, Minn. - The General Mills Foundation today announced 50 grants of
$10,000 each to nonprofit organizations across the Twin Cities with programs
designed to improve the lives of people within the local communities of color. The
grant recipients were selected for the wide range of individuals they serve including
children, youth and adults, and for the innovative services they provide including
resources for immigrant families, food shelf support, community gardens, early
childhood care and education, and programs for at-risk youth.

“Through our Celebrating Communities of Color grant program, the General Mills
Foundation is proud to support innovative, community-based programs that are
meeting critical needs and enriching the lives of many in the Minneapolis-St. Paul
area,” said Ellen Goldberg Luger, General Mills vice president and executive director
of the General Mills Foundation. “Now in its eighth year, our Celebrating Communities
of Color grant program has impacted the lives of more than 600,000 individuals
across the seven county metro area through our work with more than 250 community-
based organizations. We’re excited to continue our support of nonprofit organizations
in the Twin Cities, as they provide vital services to the local communities of color and
others in our area.”

Launched in 2004, the Celebrating Communities of Color grant program has
provided a total of $4 million dollars in grants to Twin Cities nonprofits. Sixty percent
of the organizations selected this year are receiving a Celebrating Communities of
Color grant for the first time.

Following is a sampling of the 2012 Celebrating Communities of Color grant
recipients. A full list and summary of this year’s grant recipients is available on our
website. 

Above the E.D.G.E.
Sports and Leadership Education Program
Minneapolis, Minn.

The Sports and Leadership Education after-school program helps at-risk youth
develop a healthy spirit of fun and sportsmanship. The program is focused on
developing positive character, instilling principles to empower youth and engage
them in pursuing their passion and purpose in life. A series of STEM (Science,
Technology, Engineering and Math) workshops will expose a group of 30 to 35 youth
to careers in science and technology and prepare them for pursuing college and
post-secondary employment. Each student will partner with a mentor in a STEM
career that interests them. In addition, youth will learn about sports and leadership
through basketball games and enrichment programs to build character, strengthen
health and life skills and personal responsibility. 

CAPI USA - Centre for Asians and Pacific Islanders
Healthy Gardens/Farmers’ Market Project   
Minneapolis, Minn.
 
CAPI is working to empower immigrants and refugees, particularly women, as
community leaders through gardening and small-scale farming, to create access to
affordable healthy, fresh and culturally suitable food. This project will empower 60
low-income Southeast Asian and African immigrant families to create systemic
change through gardening and small-scale farming. The project could impact 2,500
individuals, including family members, farmers’ market customers, and CAPI Food

Report to the

Community

Highlights of our community
involvement (pdf) 
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Shelf clients who receive fresh produce donations by project participants. By
empowering immigrants and refugees to address hunger and nutrition in their own
communities, this initiative will create far-reaching long-term impacts.

Fresh Air, Inc.
Youth Get Real: Rapid Response Resource System   
Minneapolis, Minn.

This program, working with KFAI radio, engages low-income, at-risk youth in actively
addressing poverty and access to limited resources. Often there are resources that
are available only for a finite amount of time: a homeless shelter with several empty
beds for the night, or a food bank with excess produce that will soon expire. Quickly
connecting those in need to what's available is imperative. KFAI, in collaboration with
KMOJ radio, will work with at-risk youth interns to use social media, email, and text
messaging to connect those in need with existing resources. KFAI will do outreach to
organizations that provide resources to low-income people in the seven county Twin
Cities area and encourage staff at these organizations to email an assigned KFAI
staff person as resources become available that fit this “short shelf life” model. Using
social media, KFAI youth will spread the word about these items to low-income
people in at least one to two messages per day and in turn, organizations that serve
low-income people will promote the program to their clients.

Information on the General Mills Celebrating Communities of Color initiative and
grant application forms are available on our website. 

About the General Mills Foundation 
The mission of the General Mills Foundation, celebrating 58 years of giving, is to
nourish communities. Continuing its tradition of generous giving and global
community support, General Mills contributed nearly $120 million to charitable
causes in fiscal year 2011—up 18 percent from the previous year. We invest in and
collaborate with community organizations and programs that unleash the power of
food across a spectrum of social issues, including hunger, nutrition and healthy,
active lifestyles. In addition, 83 percent of U.S. employees volunteer.  To learn more
about the ways General Mills nourishes lives through philanthropy and community
engagement, please join us on Facebook or visit us on our website.  

For more information, contact:

Kris Patton or Donna Svendsen
General Mills
763-764-6364
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General Mills releases 2012 Global Responsibility Report

The company’s 42nd annual report highlights how corporate
social responsibility is at the core of its Nourishing Lives mission,
culture and business strategy

April 04, 2012

MINNEAPOLIS, Minn. – General Mills today released its 2012 Global Responsibility
Report, detailing the company’s progress in the areas of health, communities and
environment.  The 2012 report can be viewed or downloaded at GeneralMills.com.

“Our approach to global responsibility is straightforward,” said Ken Powell, chairman
and chief executive officer of General Mills. “It’s all about living our values. When a
company’s values are in alignment with employees’ personal values, good things
can happen. My hope is that our stakeholders will see our values reflected in this
report – both in the company’s performance and in the stories behind the numbers.”

Highlights from General Mills’ efforts to nourish lives around the globe this past year
include:

Reaching the halfway mark toward achieving three of the company’s 2015 global
sustainability goals: water, solid waste and packaging. General Mills is more than
50 percent of the way to achieving a 20 percent reduction in its water usage rate
and a 50 percent reduction in its solid waste generation rate.  In addition, the
company has improved the packaging for 27 percent of its sales volume –more
than halfway toward the 40 percent goal.

Leveraging Continuous Improvement and Holistic Margin Management to make
General Mills’ plants more efficient and environmentally friendly. By eliminating
non value-added processes, labor and materials, and focusing on what matters
most to our consumers, these strategies have helped minimize cost, reduce
waste and drive the company’s environmental performance – while helping to
keep our products affordable for consumers.

Achieving a new record for improving the health profile of General Mills’ products. 
The company improved the health profile of products representing nearly 25
percent of its U.S Retail product sales in fiscal 2011.   Since 2005, more than 600
of General Mills’ U.S. products have been nutritionally improved by adding whole
grain, fiber or vitamins, reducing calories, fat, sugar or sodium or through other
health enhancements.

Delivering more whole grain than any other single ingredient in every Big G cereal.
Whole grain is now listed first on the ingredient panel of all Big G cereals,
indicating that whole grain is the most prevalent ingredient. 

Expanding our commitment to fight hunger around the world.  General Mills
championed hunger relief efforts from Minnesota to Malawi in fiscal 2011. The
company contributed nearly $30 million in product donations to food banks and
increased its hunger and nutrition wellness grants by more than 25 percent.
Extending its global reach, General Mills launched Partners in Food Solutions, a
hunger-fighting nonprofit organization that links the technical expertise of General
Mills employees with small- and medium-sized food processors in Africa.

Hitting $1 billion in philanthropic giving. The General Mills Foundation has given
$1 billion to charitable causes around the globe since its inception in 1954.  This
includes a record-breaking fiscal 2011 donation totaling nearly $119 million.

General Mills’ 2012 Global Responsibility Report marks the first time the company
has adopted the Global Reporting Initiative (GRI) guidelines.  GRI is a globally
recognized, standardized framework for reporting on environmental, social and
governance performance. 
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About General Mills
One of the world's leading food companies, General Mills operates in more than 100
countries and markets more than 100 consumer brands, including Cheerios,
Häagen-Dazs, Nature Valley, Betty Crocker, Pillsbury, Green Giant, Old El Paso,
Progresso, Yoplait, Cascadian Farm, Muir Glen, and more. Headquartered in
Minneapolis, Minnesota, USA, General Mills had fiscal 2011 global net sales of
US$14.9 billion.

For more information, contact:

Sheila Kley
General Mills
763-764-6364
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General Mills recognized for commitment to diversity

Company earns a spot on DiversityInc’s Top 50 Companies for
Diversity list for eighth year

April 25, 2012

MINNEAPOLIS, Minn. – General Mills has been named to the 2012 DiversityInc. Top
50 Companies for Diversity list, a prestigious annual ranking of the top corporate
diversity and inclusion programs in the country.  General Mills ranks 28th out of 587
participating companies.

"We’re thrilled to be recognized by DiversityInc. for our on-going commitment to
workplace diversity and inclusion,” said Ken Charles, vice president of global diversity
and inclusion for General Mills. “For General Mills, diversity is both a value and a
business strategy. Embracing diversity helps us attract and retain top talent while
driving innovation and consumer engagement around the world.”

Methodology
The results are determined by statistical analysis of a 300-field survey, which is
divided into four parts: CEO Commitment, Human Capital, Corporate and
Organizational Communications, and Supplier Diversity. A total of 587 companies
participated in the competition, up 11 percent from last year.

About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries. Its consumer brands include Cheerios, Häagen-Dazs, Nature Valley,
Yoplait, Betty Crocker, Pillsbury, Green Giant, Progresso and Old El Paso.
Headquartered in Minneapolis, Minnesota, USA, General Mills had fiscal 2011 net
sales of US$14.9 billion.

For more information, contact:

Maerenn Jepsen
General Mills
763-764-6364
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 1 Oats 100 percent of the company’s oats will be sourced from
growing regions that demonstrate continuous
improvement against industry-based environmental
metrics.

News releases

General Mills commits to sustainably source 10 priority
ingredients by 2020

Commitment emphasizes dedication to sustainable agriculture
and environmental stewardship throughout the supply chain

September 25, 2013

MINNEAPOLIS, Minn. – General Mills announced today a commitment to sustainably
source 100 percent of its 10 priority ingredients by 2020. These ingredients represent
50 percent of General Mills’ total raw material purchases. The commitment builds on
the company’s sustainability mission to conserve and protect the resources upon
which its business depends. 

The commitment, part of General Mills’ long-term sustainable sourcing strategy,
covers a broad range of raw materials including oats, wheat, corn, dairy, fiber
packaging, cocoa, vanilla, palm oil, sugar cane and sugar beets.

“General Mills is committed to creating long-term value for our business, and our
society,” said Ken Powell, chief executive officer of General Mills. “Producing enough
food to feed an increasingly hungry world will require not only innovation and
dedication, but also careful attention to the impact of agriculture on our environment.”

The opportunities for each priority ingredient are unique and geographically specific,
which require General Mills to pursue a range of sustainable approaches including
certification, verification, continuous improvement, and origin-direct investment.

“As a food company, we know that the vitality of our business depends upon access
to high-quality ingredients,” said Jerry Lynch, vice president and chief sustainability
officer at General Mills. “We also know where we can have the greatest impact from
an environmental standpoint. We believe that through sustainable sourcing, we can
create the most long-term economic, environmental and social value.”

Improving sustainability is a continuing process – one that General Mills does not
undertake alone. Nearly two-thirds of General Mills’ greenhouse gas emissions and
99 percent of water use occur outside the company’s operations, primarily in
agriculture. Therefore, the company believes it can have the greatest impact by
working with industry partners and non-governmental agencies across the supply
chain to identify new solutions.

“By understanding their environmental risks, prioritizing where the company can have
the greatest impact and committing to sustainable sourcing, General Mills can have a
significant impact,” said Dave McLaughlin, vice president of agriculture, World Wildlife
Fund (WWF). “The company has an opportunity to take a leading role in the move
toward global sustainable agriculture, while addressing critical issues like
ecosystem health and water scarcity.”

Since 2010, General Mills and WWF have been working together to integrate
sustainability into the company’s supply chain, conducting a supply risk analysis of
the company’s agricultural sourcing and water risk assessment.

In addition, General Mills counts among its partners industry groups including Field-
to-Market: The Alliance for Sustainable Agriculture and Bonsucro as well as non-
governmental organizations like The Nature Conservancy and CARE.

Specific commitments by ingredient area are as follows:

 

 

 

Report

2014 report on our progress
(pdf) 
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 2 Wheat 100 percent of General Mills’ U.S. wheat will be sourced
from growing regions that demonstrate continuous
improvement against the Field-to-Market framework or
comparable environmental metrics.

 3 Corn 100 percent of the company’s dry milled corn will be
sourced from growing regions that demonstrate
continuous improvement against the Field-to-Market
framework or comparable environmental metrics.

 4 Dairy 100 percent of General Mills’ directly sourced fluid milk
will originate from producing regions that demonstrate
continuous improvement as measured by the Dairy
Sustainability Framework (U.S.) or other comparable
environmental metrics (globally).

 5 Fiber
packaging

100 percent of the company’s fiber packaging will be
from recycled material or from virgin wood fiber regions
that are known TO NOT BE contributing to deforestation.
Any high-risk regions will be independently verified.

 6 Cocoa 100 percent of General Mills’ cocoa will be sourced
through origin-direct investment, which will improve the
incomes of smallholder farmers and the quality of
ingredients

 7 Vanilla 100 percent of the company’s vanilla will be sourced
through origin direct investment, which will improve the
incomes of smallholder farmers and the quality of
ingredients.

 8 Palm oil 100 percent of the company’s palm oil will be sourced
from responsible and sustainable sources in 2015.

 9 Sugar (cane) 100 percent of General Mills’ sugar cane will be sourced
from responsible and sustainable sources.

 10 Sugar (beets) 100 percent of the company’s U.S. beet sugar will be
sourced from growing regions that demonstrate
continuous improvement against the Field-To-Market
framework or comparable environmental metrics.

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In addition to its sustainable commitment, General Mills will continue to support the
humane treatment of animals in agriculture. The company will enforce its animal
welfare policy, which covers pork, milk and egg production, antibiotic use and animal
testing.

To achieve its 2020 goal, General Mills will continue to follow a four-step sustainable
sourcing model – assessment, strategy formation, transformation and
monitoring/evaluation. 

1. Assessment: In 2011, General Mills worked with WWF to complete a
comprehensive, supply risk analysis of all the agricultural raw materials the
company buys worldwide. This assessment prioritized raw materials which
were analyzed against dozens of potential risk categories such as human
rights, deforestation, economic sustainability, fertilizer (nitrogen) use, GHG
emissions, soil loss, water quality and water use. In addition, the company
worked with the Rainforest Alliance to assess fiber sourcing.      

2. Strategy Formation: General Mills identified the priority raw materials where it
can have the greatest impact from a sourcing standpoint: wheat, oats, palm
oil, vanilla, cocoa, corn, dairy, eggs, fiber packaging and sugar (sugar beets
and sugar cane). The company will focus on developing strategies for
sustainably sourcing these materials.

3. Transformation: Through its work with outside partners, General Mills leads
and participates in pilot projects, sharing the results so others in the industry
can continue to refine their approach. The company has taken the lead in
pursuing sustainable solutions for wheat and oats.

4. Monitoring and Evaluation: General Mills’ efforts to monitor and evaluate its
progress are ongoing. When necessary, the company involves third-party
auditors to help measure and analyze its results.

General Mills Strengthens Commitment to Small Farmers
Since the early 1900’s, General Mills has worked closely with smallholder farmers
around the world to promote sustainable agriculture. Through the company’s
present-day Holistic Value Creation strategy, it is building a model focused on origin
direct investment, which improves livelihoods and ensures sustainable sources of



raw materials. Most recently, General Mills, the General Mills Foundation and Green
Giant launched a program in Peru to foster improved profitability for smallholder,
primarily female, artichoke farmers to ensure the availability of premium artichokes
for consumers in France and throughout Europe. A similar program was initiated
in Madagascar to foster greater economic vitality for smallholder vanilla farmers to
ensure the availability of high quality vanilla for future generations.  

“We are dedicated to working directly with smallholder farmers,” said Lynch. “The
ripple effect from our investment is clear across these small communities – by
strengthening farmer livelihoods, we see an increase in the overall standards of
living. Our partnerships with these farmers are a true expression of our mission of
nourishing lives.” 

Contact: Kirstie Foster, General Mills 
(763) 764-6364
Media.line@genmills.com

 
About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries around the world. Its brands include Cheerios, Fiber One, Häagen-
Dazs, Nature Valley, Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso,
Wanchai Ferry, Yoki, and more. Headquartered in Minneapolis, Minn., USA, General
Mills had fiscal 2013 worldwide sales of US $17.8 billion.
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General Mills launches $1.1 million sustainable sourcing
program in Peru

In collaboration with supplier AgroMantaro, four-year program will
help smallholder farmers increase crop yields for artichokes and
improve profitability

September 05, 2013

MINNEAPOLIS, Minn. – As part of the General Mills long term sustainable sourcing
program, the company and its Foundation announced today a four-year joint
commitment with supplier partner AgroMantaro to provide $1.1 million to help
smallholder artichoke farmers in Peru increase yields and improve profitability.

The new program will reach nearly 100 small-scale artichoke farmers in Peru and
will:

Provide training on crop management and post-harvest practices

Provide microloans to purchase artichoke shoots and seeds for farmers who lack
collateral or a verifiable credit history

Offer program participants in-depth training on how to form farmer cooperatives

Provide financial planning education and information on how to formulate
business plans

Depending on how much land farmers devote to artichokes, families can increase
their income by an average of 36 percent annually. Peru’s central region was
previously known for cultivating crops such as potatoes and grains, which have lower
income potential.

General Mills and its Foundation are partnering with supplier AgroMantaro and global
humanitarian organization CARE on this program. Each organization brings unique
strengths:

General Mills will share its extensive supply chain and agronomic knowledge in
addition to providing financial assistance;

AgroMantaro, relying on years of agribusiness experience along the Peruvian
Sierra, will provide technical and agronomy engineering support, and financial
assistance for seeds and plant shoots;

CARE will leverage its expertise in facilitating community governance and local
connections, provide key training elements, and work side-by-side with farmers
and AgroMantaro to meet the project objectives.

General Mills sources its high-quality artichokes for France’s top-selling brand, Green
Giant, or, Le Géant Vert, from farmers in Peru’s Sierra region.

“General Mills celebrates a century-long history of working closely with farmers
around the world to promote sustainable agriculture,” said Jerry Lynch, vice president
and chief sustainability officer at General Mills. “Today, we continue that tradition with
an increased focus on improving the environmental, economic and social impacts of
sustainable sourcing. We’re not going to see dramatic change unless we make
investments to help farmers grow more and improve their livelihoods. Working
closely with great organizations like CARE and AgroMantaro, we can create positive,
long-term changes.”

The Central Andes region of Junín, with its ideal climate, rich soil, and consistent
water source, is an optimal location to grow premium artichokes. Artichokes grown in
this region produce for three years, after which the field has to be re-planted.
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Part of the General Mills-AgroMantaro commitment is to help Peruvian farmers obtain
microcredits to purchase new seeds or plants.

Historically, Andes farmers have not had reliable funds or enough savings to secure
future plantings. This new program centers on the farmer – providing them with
technical assistance, knowledge sharing and financial support for seeds and plants. 

“By focusing on the farmers, we created a rich business model that fosters world-
class value throughout the entire supply chain - for the farmers, our company, our
clients and the end consumers,” said Augusto Fernandini, general manager and
partner at AgroMantaro. “Our aim is to create a positive blend with farmers sharing
their local experience and our company sharing insights on how to build a
sustainable and profitable farming business.” 

“CARE is thrilled to build on its long-standing partnership with General Mills and the
General Mills Foundation,” said Milo Stanojevich, country director for CARE Peru.
“Working with the Green Giant brand and their local supplier, CARE will empower
marginalized farmers in Junín, Peru to improve the production of artichokes, create an
effective and sustainable production chain and ultimately improve the quality of life for
their families. This project demonstrates how innovative corporate non-governmental
organization partnerships have the ability to create opportunity for the poor while
meeting a business need.”

General Mills Grows Commitment to Small Farmers
General Mills has a century-long history of working with farmers around the world to
promote sustainable agriculture. Higher yielding crops, reduced pesticide use and
disease resistance are among the best practices that General Mills has shared with
farmers. From China to Mexico, General Mills has advanced several programs directly
benefiting smallholder farmers. Most recently, General Mills, the General Mills
Foundation and Häagen-Dazs launched a program in Madagascar to foster greater
economic vitality for smallholder vanilla farmers to ensure the availability of high
quality vanilla for future generations.

“This artichoke project in Peru is a great example of organizations with strong global
networks coming together with a common goal to improve both sustainability and
quality of life,” said Lynch. “Business is better and stronger if the farmers and vendors
who supply us are strengthened at the same time. Although it’s just one example, we
must continue to be a responsible corporate steward and use our resources to help
improve the lives and communities of smallholder farmers in developing countries.”

Contact: Kris Patton General Mills
(763) 764-6364
Media.line@genmills.com

 
About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries around the world. Its brands include Cheerios, Fiber One, Häagen-
Dazs, Nature Valley, Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso,
Wanchai Ferry, Yoki, and more. Headquartered in Minneapolis, Minn., USA, General
Mills had fiscal 2013 worldwide sales of US $17.8 billion.

About CARE
Founded in 1945 with the creation of the CARE Package, CARE is a leading
humanitarian organization fighting global poverty. CARE places special focus on
working alongside poor girls and women because, equipped with the proper
resources, they have the power to lift whole families and entire communities out of
poverty. Last year, CARE worked in 84 countries and reached 122 million people
around the world. 

About AgroMantaro
Founded in 2005, AgroMantaro is a Peruvian agro-processor of artichokes and
jalapeños that sources produce from small-scale farmers throughout Peru. By
maintaining long-term relationships with customers such as General Mills and
McCain, AgroMantaro co-packages high quality, premium products through its
certified facility reaching European and U.S. markets. The company’s processing
plant, located in the central Peruvian Andes town of Junín, has 1,400 employees and
had fiscal 2012 sales of US $7.5 million.

http://www.generalmills.com/ChannelG/NewsReleases/Library/2013/February/madagascar_vanilla.aspx
mailto:Media.line@genmills.com?subject=Peru initiative


About the General Mills Foundation
The mission of the General Mills Foundation, celebrating 60 years of giving, is to
nourish communities. In fiscal 2013, the Foundation awarded more than $153 million
to communities across the country. Of the total, the Foundation contributed $27
million in grants in the targeted areas of hunger and nutrition wellness, and K-12
education. In addition, 82 percent of U.S. employees volunteer in the communities
where they live and work.  
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General Mills named to esteemed Dow Jones Sustainability
Index

Company recognized among leading sustainability-driven
corporations

September 13, 2013

MINNEAPOLIS - General Mills has been named to the Dow Jones Sustainability 
North America Index by S&P Dow Jones Indices, one of the world's largest providers
of financial market indices, and RobecoSAM, the investment specialist focused
exclusively on Sustainability Investing.

Companies listed in the annual Dow Jones Sustainability Indices (DJSI) have
demonstrated best-in-class performance against numerous sustainability metrics.
The DJSI review provides thorough analysis of financially material economic,
environmental and social practices, such as innovation or supply chain management,
climate strategy and stakeholder engagement and places a special focus on
industry-specific risks and opportunities.

“At General Mills, one of our goals is to stand among the most socially responsible
food companies in the world,” said Jerry Lynch, vice president and chief sustainability
officer at General Mills. “We are honored to be recognized as a sustainably-driven
company. The DJSI review affirms that General Mills places a strong emphasis on
earning the trust of our consumers, customers, employees and other key
stakeholders every day through exceptional economic, environmental and social
practices.”

General Mills’ sustainability mission centers on conserving and protecting the
resources on which the company depends. To achieve this mission, the company
focuses on two key areas: reducing resource usage in its operations and increasing
sustainable sourcing across its supply chain. Both are key to operating sustainably
and supporting the business for the long term.

General Mills’ sustainable sourcing strategy focuses on 10 priority ingredients, since
that’s where the company can have the largest impact. Through its work with industry
groups, General Mills is helping to move the raw material supply chain toward more
sustainable solutions.

In addition, through its products, General Mills is continuously striving to make
consumers’ lives healthier, easier and richer. In the community, General Mills’
philanthropic work is an expression of the company’s Nourishing Lives mission and
ties closely to the company’s core business. General Mills works in innovative ways
with partners at the global, national and local levels to harness its collective impact in
key target areas, while engaging employees through skills-based and other
volunteerism.

Learn more about General Mills’ work in the area of global responsibility.

Launched in 1999, the DJSI were the first global indices tracking the financial
performance of leading sustainability-driven companies worldwide.  For information
about the DJSI, visit: http://www.sustainability-
indices.com/ or  http://www.djindexes.com/sustainability/.

Contact: Kris Patton General Mills
(763) 764-6364
Media.line@genmills.com

 
About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries around the world. Its brands include Cheerios, Fiber One, Häagen-
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Dazs, Nature Valley, Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso,
Wanchai Ferry, Yoki, and more. Headquartered in Minneapolis, Minn., USA, General
Mills had fiscal 2013 worldwide sales of US $17.8 billion.
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General Mills advances on DiversityInc’s Top 50 Companies
for Diversity list

Company recognized for commitment to diversity and inclusion

April 29, 2013

MINNEAPOLIS, Minn. – General Mills advanced two rankings in DiversityInc's recently-
released 2013 Top 50 Companies for Diversity list.  The Top 50 Companies for
Diversity list honors companies with leading corporate diversity and inclusion
programs and practices. 

General Mills earned the 26th spot on the Top 50 Companies for Diversity list out of a
total of 893 participating companies. The full list can be found at
www.DiversityInc.com/top50.

"This honor is a reflection of General Mills’ consistent commitment to workplace
diversity and inclusion,” said Ken Charles, vice president of global diversity and
inclusion for General Mills. “General Mills employees and their unique perspectives
are critical to our success. By leveraging diversity and creating an inclusive culture,
we drive innovation, engagement and growth in our businesses around the world."

In its online profile on General Mills, DiversityInc highlights the company's employee
networks, talent development and mentoring programs, diversity scorecards
and committment to multicultural philanthropy.

Learn more about General Mills’ decades-long commitment to creating an inclusive
workplace culture and its current programs by visiting the Diversity and Inclusion
section on GeneralMills.com. 

This year marks General Mills’ ninth year on the DiversityInc Top 50 Companies for
Diversity list.

Methodology
According to DiversityInc, the process to select The DiversityInc Top 50 Companies
for Diversity is based completely on empirical data. To participate, an organization
must have at least 1,000 U.S. employees and fill out a detailed, 300-question survey.
The survey asks companies questions in four equally weighted areas: CEO
Commitment, Human Capital, Corporate and Organizational Communications, and
Supplier Diversity. Each company is judged within its own industry and each
application is vetted by DiversityInc staff. For more information, visit DiversityInc’s
online survey FAQ.

About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries. Its brands include Cheerios, Fiber One, Häagen-Dazs, Nature Valley,
Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso, and Wanchai Ferry.
Headquartered in Minneapolis, Minnesota, USA, General Mills had fiscal 2012
worldwide sales of US $16.7 billion.

For more information, contact: 
Maerenn Jepsen
General Mills
763-764-6364
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General Mills reports progress on global responsibility
efforts
Company announces commitment to sustainable sourcing
April 30, 2013

MINNEAPOLIS, Minn – Today, General Mills released its 2013 Global Responsibility
Report, which outlines the company’s progress and commitments in the areas of
health, environment, sourcing, workplace and community engagement. The full report
can be accessed here.

“Through our products, we are continuously striving to make consumers’ lives
healthier, easier and richer,” said Ken Powell, Chairman and CEO of General Mills.
“Through our actions, we are simultaneously working to source responsibly, to
conserve the natural resources on which our products depend, and to strengthen the
communities producing them.

New this year, the report unveils the company’s sustainable sourcing commitment to
improve the environmental, economic and social impacts of the materials it
purchases. The commitment is a direct link to General Mills’ sustainability mission of
conserving and protecting the natural resources on which the business depends.
The report details progress against strategies on 10 priority agricultural raw
materials, representing more than 50 percent of the company’s annual purchases.   

In fiscal year 2012, General Mills worked with data expert Trucost to study its
environmental dependence on natural resources across the value chain from farm to
fork – including agriculture, ingredient production, packaging supply chain, product
production, distribution and consumer use. The assessment revealed nearly two-
thirds of greenhouse gas (GHG) emissions and 99 percent of water use occurs
upstream from General Mills’ operations, primarily in agriculture and in the
preparation of the ingredients used to produce the company’s products. The findings
reinforced the importance of the company’s sustainable sourcing commitment.

The report outlines General Mills’ approach to the work and details progress of the
strategies in place. For example, General Mills is at the forefront of sustainable
sourcing efforts in wheat through its partnership with Field to Market, having recently
completed a three-year pilot project to study the environmental impact of wheat
production in the Snake River region of Idaho. Further, the company is now
purchasing sizable quantities of certified sustainable palm oil, putting words into
action and moving the company toward its 2015 goal to source 100 percent from
responsible and sustainable sources.

“Responsible companies must share a clear and common interest in advancing a
more sustainable global supply chain,” said Jerry Lynch, Chief Sustainability Officer,
General Mills. “We recognize that a significant portion of the environmental footprint of
our products occurs upstream of our supply chain, primarily in agriculture. While we
are working to conserve resources within our supply chain, we believe we can also
impact those inputs by sourcing responsibly.”

In addition to its sustainable sourcing strategies, General Mills details how it has
advanced its mission of Nourishing Lives this past year by:

Offering an increasingly healthy product portfolio : General Mills has a long
history of providing convenient, affordable, nutritious foods to help consumers
meet key health and nutrition recommendations. In fiscal 2012 alone, the
company improved 16 percent of its U.S. Retail sales volume. Improvements
include adding whole grains, fiber and calcium, and reducing calories, sugar,
sodium and trans fat. General Mills has improved the health profile of nearly 70
percent of its U.S. Retail sales volume since 2005.

Reducing the company’s environmental footprint : General Mills continues to
work toward its fiscal 2015 goal of achieving significant, measurable reductions in

Report

2014 report on our progress
(pdf) 
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energy usage, GHG emissions, water usage and on other sustainability metrics.
In fiscal 2012, the company’s rates improved across all metrics with the exception
of water usage, due to product volume and mix factors. And the company
exceeded its 2015 packaging volume improvement goal three years early and has
reset its 2015 goal to reflect this performance.

Fostering a safe, ethical and inclusive workplace for employees: In 2012,
General Mills received workplace awards in Australia, Canada, China, France,
Greece and the United States, where General Mills was named one of the World’s
Most Admired Companies by Fortune magazine.

Working to alleviate hunger and promote nutrition wellness : In fiscal 2012,
General Mills donated more than $143 million (nearly $3 million a week) to key
initiatives that support communities around the globe. Of this total, more than $37
million was given as product donations to hunger relief organizations aroundthe
world. In addition, the company worked to advance nutrition wellness through
$500,000 in Champions for Healthy Kids grants.

The report also outlines responsibility goals General Mills is working toward
achieving such as:

Increasing the company's packaging goal to state that 60 percent of its global
product volume will be sold in packaging that has been improved since fiscal
2009. In 2012, General Mills reached a milestone with 52 percent of its packaging
volume improved from the fiscal 2009 baseline – exceeding the 2015 goal of 40
percent improvement three years early. 

 Reducing sodium by 20 percent across General Mills’ top 10 product categories
by 2015. This sodium reduction effort encompasses a significant proportion of the
company’s U.S. Retail portfolio - from cereals to soups to side dishes and more.

Reducing the company’s solid waste generation by 50 percent by 2015. General
Mills has already achieved a 40 percent reduction towards this multi-year goal. 

Reducing the company’s transportation fuel usage rate by 35 percent in 2015.
General Mills has already achieved a 17 percent reduction towards its goal.

“Our world faces unprecedented challenges,” said Powell. “As our 2013 Global
Responsibility Report illustrates, we’re finding opportunities to collaborate with
business, government and non-governmental organizations on important systemic
solutions. While we’re proud of our progress, we also know there is still much more
to be done. We are committed to continued progress in these areas. Our business
requires it and future generations depend on it.”   

This year marks the 43rd year General Mills has shared an annual responsibility
report with stakeholders and the community. The company aligned its 2013 report
with the Global Reporting Initiative (GRI) framework. GRI is a globally recognized,
standardized framework for reporting on environmental, social and governance
performance.  

About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries. Its brands include Cheerios, Fiber One, Häagen-Dazs, Nature Valley,
Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso, and Wanchai Ferry.
Headquartered in Minneapolis, Minn., USA, General Mills had fiscal 2012 worldwide
sales of US $16.7 billion.

Contact: 
Bridget Christenson
General Mills
(763) 764-6364
Media.Line@genmills.com
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General Mills updates community on soil vapor testing in
Minneapolis neighborhood

December 06, 2013

MINNEAPOLIS, Minn. -  Progress has been made on the study assessing the
possible presence of soil vapors under homes and buildings in the Como
neighborhood of Minneapolis, under the oversight of the Minnesota Pollution Control
Agency (MPCA).

“We appreciate the cooperation we’ve received from homeowners, and we’re pleased
with the initial progress of the testing,” said Tom Forsythe, vice president, Global
Communications for General Mills, “though more remains to be done. 

“Some homes have been found to have levels above the screening level set by the
MPCA, and have already been offered vapor ventilation systems,” Forsythe explained.
“Others are below, but more homes remain to be tested."

More than half of the 200 property owners in the testing area have agreed to allow the
tests to determine whether trichloroethylene vapor may be present beneath their
basement floor or slab. If vapor is present above the screening level set by the MPCA,
homeowners will be offered a vapor ventilation system at the expense of General
Mills. Such systems, identical to radon mitigation systems, are “a proven solution to
radon and vapor intrusion problems,” according to the Minnesota Department of
Health (MDH)

Of the approximately 200 properties in the study area, 108 homeowners have
completed access agreements to allow the testing. Through today, 85 homes in the
area have been sampled.

Results are being shared with homeowners directly, both by phone and by mail, as
soon as they are received from the independent laboratory analyzing the sample. To
date, 65 samples have been analyzed.  All 65 homeowners have received phone
calls. Test results are also mailed to homeowners within 24 hours.

So far, 42 homeowners have been offered vapor ventilation systems. Twenty-three
homeowners have scheduled design meetings, a step that precedes the system
installation, to meet with a licensed contractor who will design and install the vapor
ventilation system in their home. Two systems have been installed.

Of the remaining homes tested, 27 homes were below the screening levels set by the
MPCA. Fourteen of the 27 tested below 2 micrograms per cubic meter of air, a level at
which no further testing is considered necessary by MPCA and MDH. Thirteen homes
tested below 20, but above 2 micrograms per cubic meter. All thirteen will be
retested. If a second sample confirms the level is below 20 micrograms per cubic
meter of air, no further testing would be necessary in those homes, and no vapor
ventilation system would be required.   

Sixteen test results are awaiting analysis at the independent laboratory, which
analyzes samples on a 24-to 48-hour turnaround.

Trichloroethylene, or TCE, is a common industrial solvent and degreaser. It may also
be found in household products such as wood finishes, adhesives, paint removers,
lubricants, and cleaners. 

TCE may be present in the study area in shallow-level groundwater (non-drinking
water) as a result of historic waste disposal activities at 2010 East Hennepin Avenue,
a site owned by General Mills from approximately 1930 until 1977. Beginning in the
1940s, until the early 1960s, solvents were disposed in a manner customary for the
times in an absorption pit located in the southeast corner of the property.  
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General Mills sold the site in 1977, but the discovery of TCE in the soil at the historic
disposal site in the early 1980s led to extensive clean-up activities. The disposal area
was excavated and the soil was removed. Extraction and treatment of shallow-level
groundwater (non-drinking water) to stabilize and contain the migration of TCE also
began in 1985, and continued for 25 years.

Based on extensive groundwater testing over many years, data demonstrated that
TCE concentrations had declined to below established cleanup levels for the
site. Drinking water supplies were not impacted, and with approval from the MPCA the
shallow-level groundwater treatment systems were shut down in September
2010. Soil vapor testing was conducted as part of this process, and in September,
2013, TCE vapors were found in the soil gas in several samples taken on public
rights-of-way in the area, prompting this study. General Mills has been addressing
and mitigating TCE in the area for more than 30 years, under the oversight of the
MPCA, the records of which are and always have been public.  The matter has been
covered in the media.

The cost of offered vapor ventilation systems would be fully paid for by General Mills,
along with the costs of future maintenance. Such systems are a proven solution to
radon and vapor intrusion problems, according to the Minnesota Department of
Health.  

“We are making progress, but there are a number of homes and buildings still to be
sampled,” said Forsythe.  “We encourage property owners to sign the access
agreement to allow a sample to be taken, and we continue to hope that homeowners
will allow us to install a vapor ventilation system, if indicated. We want to make this
right for any impacted homeowner.”

The company will continue to provide updates as the study progresses.

CONTACT
Kirstie Foster
General Mills
(763) 764-6364
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Nominate community volunteers for Local and Emerging
Legend awards

Awards will be presented at 2013 Dr. Martin Luther King Jr.
Holiday Breakfast
October 29, 2012

The Dr. Martin Luther King Jr. Holiday Breakfast Committee is seeking nominations
for its annual Local Legend and Emerging Legend awards program.

Each year during the Dr. Martin Luther King Jr. Holiday Breakfast, the committee
honors three people who are actively involved in their communities, demonstrating
Dr. King’s dedication to nonviolent social change. The Local Legend award honors
those with a legacy of service. The Emerging Legend award was inaugurated in 2009
to honor a young person who is emerging as an outstanding community volunteer.

Both nomination forms – due Nov. 23, 2012 – are available online at
http://www.mlkbreakfast.com/LocalLegends/Default.aspx.

The theme of the 2013 Dr. Martin Luther King Jr. Holiday Breakfast is Education: “The
Fierce Urgency of Now.”

Winners receive two complimentary tickets to the breakfast and recognition for their
valuable service in front of the breakfast’s approximately 2,000 attendees and a live
TV audience watching the breakfast on Twin Cities Public Television. Nominees must
be residents of Minnesota to be eligible to win.

The 2013 breakfast will be held Jan. 21 at the Minneapolis Convention Center and
features a keynote address by Marian Wright Edelman, founder and president of the
Children’s Defense Fund.

Tickets are now available.

The 23rd annual holiday breakfast is sponsored by UNCF and the General Mills
Foundation. For more information, visit www.MLKBreakfast.com.

For more information, contact: 
Maerenn Jepsen
General Mills
763-764-6364

About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries. Its brands include Cheerios, Fiber One, Häagen-Dazs, Nature Valley,
Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso, and Wanchai Ferry.
Headquartered in Minneapolis, Minnesota, USA, General Mills had fiscal 2012
worldwide sales of US $16.7 billion.
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Naomi Tutu inspires audience to reach for the beloved
community as keynote speaker at 22nd annual Dr. Martin
Luther King Jr. Holiday Breakfast

Tutu brings global perspective to celebration of King's life and
legacy

January 16, 2012

Today global human rights activist Naomi Tutu addressed a sold-out audience of
nearly 2,000 at the 22nd annual Dr. Martin Luther King Jr. Holiday Breakfast at the
Minneapolis Convention Center.

“Who are we going to be in this world?” said Tutu. “Are we going to be those who use
the gifts that we have to improve the lot of those less fortunate than we are? Or are we
simply going to use the gifts we have to enrich and soften our own lives?”

Her experience growing up black and female in apartheid South Africa – and as the
third child of Archbishop Desmond Tutu – uniquely positioned her to deliver remarks
on this year’s breakfast’s theme: "Building Peace and Unity within the Global
Community."

“We who say we believe in justice, we who say we believe in the dream, are called to
be those whose lives, whose every actions, whose any action, speaks to our belief in
that possibility,” she said. “We are those who believe that the beloved community is
not some dream, but a goal.”

The event also included remarks from Sharon Smith-Akinsanya, area development
director for UNCF (United Negro College Fund), who spoke about UNCF and King’s
shared commitment to education.

Keeping with tradition, the breakfast was broadcast live on Twin Cities Public
Television and will be rebroadcast on the statewide Minnesota channel several times
in the coming days.

The 2012 breakfast included inspired musical performances from The Steeles, who
performed “Lift Every Voice and Sing,” “This Little Light of Mine” and “Happy Birthday.”
Students from Walker West Music Academy performed “I Wish I Knew How it Feels to
be Free” by Nina Simone.

The breakfast also featured the presentation of the Local Legend and Emerging
Legend community service awards. This year’s Emerging Legend winner is Peter
Larson, a senior at Wayzata High School who has spent many cold, winter nights
sleeping outside to raise awareness and more than $400,000 for homelessness
programs. The Local Legend winners are VJ Smith, national president of MAD DADS
and founder of its Minneapolis chapter; and Dr. Mary M. Tjosvold, entrepreneur,
philanthropist, and owner of Mary T. Inc.

As in the past, the St. Paul Area Council of Churches hosted six simultaneous free
breakfasts, which allowed participants to watch the event together as a community on
television.

About the Dr. Martin Luther King Jr. Holiday Breakfast
The annual holiday breakfast began when UNCF and the General Mills Foundation
joined together to host a community celebration to honor the legacy of Dr. King. What
started with 800 guests in 1991 now has grown so large that it reaches capacity
seating at the Minneapolis Convention Center as one of the largest Dr. Martin Luther
King Jr. Holiday breakfasts in the nation. Past speakers have included Gen. Colin
Powell, USA (Ret), Newark Mayor Cory Booker, Rev. Joseph Lowery, the late Yolanda
King and U.S. Rep. John Lewis.

During the breakfast, the audience was encouraged to commit to volunteer in the
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spirit of Dr. King and to take action in their communities by filling out a service
commitment card. Commitment cards are also available online.

In Minneapolis, General Mills employees participated in a number of onsite and
virtual volunteer opportunities today. Employees could virtually volunteer from their
desks by visiting JoinMyVillage.com and viewing a video on the Join My Village
program. General Mills will donate $1 to CARE, Inc. for every employee video view.
Join My Village is an innovative, online social change initiative facilitated by the
humanitarian organization CARE with financial support from General Mills and Merck
that seeks to empower women and girls in the developing world.  Tutu is the
ambassador of Join My Village.

Learn more about the 22nd annual Dr. Martin Luther King Jr. Holiday Breakfast by
visiting MLKBreakfast.org.

ABOUT UNCF
UNCF (United Negro College Fund) is the nation's largest and most effective minority
education organization. To serve youth, the community and the nation, UNCF
supports students' education and development through scholarships and other
programs, strengthens its 38 member colleges and universities, and advocates for
the importance of minority education. UNCF institutions and other historically black
colleges and universities are highly effective, awarding 21 percent of African-
American baccalaureate degrees. UNCF administers more than 400 programs,
including scholarship, internship and fellowship, mentoring, summer enrichment,
and curriculum and faculty development programs. Today, UNCF supports more than
60,000 students at over 900 colleges and universities across the country. Its logo
features the UNCF torch of leadership in education and its widely recognized motto,
"A mind is a terrible thing to waste."® Learn more at UNCF.org.

ABOUT THE GENERAL MILLS FOUNDATION 
The mission of the General Mills Foundation, celebrating 57 years of giving, is to
nourish communities. Continuing its tradition of generous giving and global
community support, General Mills contributed nearly $120 million to charitable
causes in fiscal year 2011—up 18 percent from the previous year. We invest in and
collaborate with community organizations and programs that unleash the power of
food across a spectrum of social issues, including hunger, nutrition and healthy
active lifestyles. In addition, 83 percent of U.S. employees volunteer.  To learn more
about the ways General Mills nourishes lives through philanthropy and community
engagement, please join us on Facebook at Facebook.com/GeneralMillsGives or visit
us at GeneralMills.com/en/Responsibility/Community_Engagement.

For more information, contact:

Maerenn Jepsen
General Mills
763-764-6364
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USAID honors General Mills with global citizenship
recognition

Administrator Dr. Rajiv Shah recognizes company employees for
technical philanthropy with Africa food processors

February 24, 2012

MINNEAPOLIS, Minn. – Today, U.S. Agency for International Development (USAID)
Administrator Dr. Rajiv Shah visited General Mills’ technical center in Minneapolis to
recognize employee volunteers for their global citizenship. The recognition was given
to General Mills for its work with food processors and small-holder farmers in Africa
through its hunger-fighting nonprofit, Partners in Food Solutions (PFS).

During his remarks, Shah thanked employee volunteers for using their unique
technical and business expertise to help African food processers produce high-
quality, nutritious and safe food at affordable prices, thereby increasing the demand
for the crops of small-holder farmers. Shah also discussed how PFS supports
USAID’s global hunger and food security initiative, Feed the Future. USAID has been
a pivotal partner to General Mills as the agency helps shape and guide PFS through a
public-private partnership formed in 2010.

General Mills’ Chairman and CEO Ken Powell accepted USAID’s Global Citizenship
recognition on behalf of the PFS employee volunteers.

“For General Mills, a key way for us to have an impact (on global poverty) is by sharing
our food technology expertise,” said Powell.  “I am honored to accept the Global
Citizenship Award on behalf of General Mills, and specifically, the more than 300
volunteers who have stepped up to make this effort a reality. Through their work, and
the meaningful support of our partners, we are making a measurable difference.”

Powell went on to highlight the passion of several employee volunteers and shared
excitement about his upcoming trip to Africa to meet with food processors and small-
holder farmers involved with PFS.

Also in attendance at the event were several Minnesota dignitaries, including Sen.
Amy Klobuchar, Rep. Erik Paulsen, Rep. Keith Ellison and Rep. Betty McCollum.
Powell thanked each of them for their engagement in fighting hunger and addressing
human rights issues in Minnesota and around the world.

PFS is currently working with 30 food processors on 77 projects in Kenya, Zambia,
Tanzania and Malawi. As these food processors grow, they are able to hire more
workers and buy more raw materials from small-holder farmers. With more income,
the farmers can pay school fees, access better medical care and start businesses.

During his remarks, Powell thanked Cargill, DSM and TechnoServe. All work
collectively with USAID and General Mills to fight hunger in Africa through PFS. Cargill
and DSM joined PFS in 2011 and are critical partners that have helped expand the
nonprofit’s reach and depth of technical expertise. TechnoServe, a U.S. based
nonprofit, helps facilitate and manage PFS projects locally in Africa.

About Partners in Food Solutions
Partners in Food Solutions (PFS) is a nonprofit organization that links the technical
and business expertise of volunteer employees from General Mills, Cargill and Royal
DSM to small and medium-sized mills and food processors in the developing world. 
Its goals are to improve the ability of those companies to produce high-quality,
nutritious and safe food at affordable prices, and to increase demand for the crops of
small-holder farmers who supply those businesses. PFS draws upon additional
partners TechnoServe and the U.S. Agency for International Development (USAID).
TechnoServe offers in-depth country knowledge that helps make for successful on-
the-ground program implementation, and the U.S. Agency for International
Development (USAID) helps shape and guide PFS by sharing strengths,
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experiences, methodologies and resources through a public-private partnership
formed in 2010. Visit www.PartnersinFoodSolutions.com for more information about
Partners in Food Solutions or watch this short video.

About General Mills
One of the world's leading food companies, General Mills operates in more than 100
countries and markets more than 100 consumer brands, including Cheerios,
Häagen-Dazs, Nature Valley, Betty Crocker, Pillsbury, Green Giant, Old El Paso,
Progresso, Yoplait, Cascadian Farm, Muir Glen, and more. Headquartered in
Minneapolis, Minnesota, USA, General Mills had fiscal 2011 global net sales of
US$14.9 billion. 

About USAID 
Since 1961, the United States Agency for International Development (USAID) has
been the principal U.S. agency to extend assistance to countries recovering from
disaster, trying to escape poverty, and engaging in democratic reforms.  The Agency
carries out U.S. foreign policy by promoting broad-scale human progress at the same
time it expands stable, free societies, creates markets and trade partners for the
United States, and fosters good will abroad.

Contact: Kris Patton
             General Mills
             763-764-6364
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 Helping vanilla farmers (video, 1:18)

News releases

Häagen-Dazs and General Mills to help smallholder farmers
increase yields and improve sustainability practices in
Madagascar

New vanilla sourcing program builds on company’s commitment
to improving the lives of smallholder farmers in developing
countries

February 20, 2013

MINNEAPOLIS, Minn - General Mills and Häagen-Dazs today announced an initiative
designed to foster greater economic vitality for smallholder vanilla farmers in
Madagascar and ensure the availability of high quality vanilla for future generations.

Häagen-Dazs, the world’s leading
brand of super-premium ice
cream, with the General Mills
Foundation, will invest $125,000
over two years to benefit villages
in Madagascar’s Sava region,
home of the world’s highest
quality vanilla. The commitment
builds upon General Mills century-
long history of working closely with
farmers around the world to
promote sustainable agriculture.

The new program will leverage the strengths of three global partners to help promote
sustainable vanilla farming in Madagascar: General Mills will leverage its extensive
supply chain and agronomic knowledge; vanilla supplier Virginia Dare will leverage
its deep understanding of the vanilla market; and international humanitarian
organization CARE will leverage its extensive expertise fighting global poverty.

“At General Mills, our mission is Nourishing Lives,” explained Jerry Lynch, vice
president and chief sustainability officer at General Mills. “Working to improve the
lives of smallholder farmers by helping them accrue a greater share of the benefit
from the crops they produce will also help ensure a sustainable and quality supply of
vanilla for the future.”

The sustainable vanilla sourcing program is part of a larger, more comprehensive
sustainable sourcing plan being advanced by General Mills. In 2011, General Mills
completed an extensive global assessment of the ingredients and materials it
sources, developing an overall global sustainable sourcing model. Vanilla is one of
10 ingredients General Mills has prioritized to source sustainably. The company is
now advancing sourcing strategies on each of the 10 priority ingredients where the
greatest impact can be achieved.

Program to bring social and environmental benefits to Malagasy vanilla farmers
The Madagascar vanilla program will provide training and education to several
hundred smallholder vanilla farmers focused on producing a more sustainable and
higher quality vanilla crop. The training will teach value-added production techniques,
including yield improvement and vanilla curing. By adding value at the farm level,
vanilla growers should be able to significantly increase their incomes, which should
benefit entire communities in the region. The program also will focus on building
vanilla curing and storage facilities.

“Häagen-Dazs prides itself on
using only the finest ingredients,
including the highest quality of a
very select breed of vanilla from
Madagascar,” said David Clark,
president of Häagen-Dazs, the

Report

2014 report on our progress
(pdf) 
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In Madagascar, vanilla beans are laid out to
dry in the sun as part of the curing process.

 

Malagasy vanilla farmers brand their vanilla
beans by hand.

global super-premium ice cream
brand owned by General Mills.
“Operating sustainably and
ethically goes hand-in-hand with
our commitment to deliver the
quality, super-premium products
consumers expect from Häagen-
Dazs.”

Madagascar is the world’s leading producer of vanilla, responsible for more than 80
percent of the world’s production. For a majority of the estimated 80,000 Malagasy
farmers, the vanilla crop is their only source of income. General Mills relies on the
Sava region of Madagascar for the high quality vanilla used in Häagen-Dazs ice
cream. (Nestlé licenses the Häagen-Dazs brand from General Mills, and operates
the business separately in the U.S. and North America.)

“Contributing to the viability and sustainability of vanilla farming could have a
significant impact on the lives of Malagasy growers, their communities, and the
environment,” said Steve Peterson, director of sourcing sustainability at General Mills.

“Vanilla is integral to their way of life. From our knowledge of the region, we have
come to understand that our ability to share our agronomic and supply chain
expertise, while leveraging our financial resources, could help create a better,
stronger, more sustainable supply of high quality vanilla, while raising living
standards for the farmers who grow this important crop.”

General Mills also has worked to
deepen the world’s understanding
of the vanilla plant, which should
additionally help benefit growers
in Madagascar. For example, the
company is funding cutting-edge
research to map the vanilla
genome. This unprecedented
research, already under way at the
University of California–Davis, will
help lay the foundation for natural
and conventional breeding
improvements to increase yields,
strengthen disease resistance or
even to enhance flavor. Scientists
from the J. Craig Venter Institute
(USA), CIRAD (UMR-PMVBT La Réunion), the University of Antananarivo
(Madagascar) and INIFAP/SAGARPA (Mexico) are all involved in the effort.

General Mills’ Commitment to Small Farmers
The new vanilla initiative is one of several General Mills programs directly benefitting
smallholder farmers around the world. In Mexico, for example, General Mills and its
Green Giant team of agronomists are working with broccoli and cauliflower growers
to encourage adoption of drip irrigation practices, which can significantly reduce water
usage. General Mills is providing interest-free loans to farmers for the purchase of
drip irrigation equipment in the Irapauto region of Mexico, which has accelerated the
adoption of drip irrigation in the area. General Mills estimates that 1.1 billion gallons
of water are being saved annually as a result.

In China, small farmers in the northeastern village of Yongqing have increased their
household income four- to eight-fold by growing corn exclusively for General Mills’
Bugles corn snacks. By contracting directly with General Mills, more than 750 farmer
households receive seeds, other inputs, agronomic guidance, and two unique
guarantees: a price that’s higher than the market price and a promise to buy their
entire crop. Since the advent of the corn initiative in 2003, signs of the farmers’ new
higher standard of living are prominent, ranging from new homes and new farm
equipment to improved diets and living standards.

In Africa, through the General Mills nonprofit Partners in Food Solutions, company
scientists, engineers and technicians are working with more than 40 food processors
on 140 projects to improve and increase food production in Kenya, Zambia, Tanzania
and Malawi. As these small African food processors grow, they are able to hire more
workers and source more materials from local smallholder farmers. The farmers,



with their additional income, can send their children to school, get better medical care
or even start new businesses.

General Mills is also partnering with CARE International and Merck in fighting poverty
and empowering women and girls in Africa through a program called Join My Village.
Through the program’s 350 village-based savings and loan associations, over 3,000
small business loans have been administered, positively impacting hundreds of
women and families involved in food production in Malawi.

The efforts by General Mills to operate sustainably and ethically have been recognized
by third-party groups such as Forbes and Corporate Responsibility magazine, Lynch
acknowledged. “But we know there is much more to be done. Even as we launch this
new initiative in Madagascar, we know we must remain diligent and committed to
elevating our sustainability efforts even further.”

Contact
Kris Patton
(763) 764-6364
media.line@genmills.com 

About General Mills
General Mills is one of the world’s leading food companies, operating in more than
100 countries. Its brands include Cheerios, Fiber One, Häagen-Dazs, Nature Valley,
Yoplait, Betty Crocker, Pillsbury, Green Giant, Old El Paso, and Wanchai Ferry.
Headquartered in Minneapolis, Minn., USA, General Mills had fiscal 2012 worldwide
sales of US $16.7 billion.

About CARE
Founded in 1945 with the creation of the CARE Package, CARE is a leading
humanitarian organization fighting global poverty. CARE places special focus on
working alongside poor girls and women because, equipped with the proper
resources, they have the power to lift whole families and entire communities out of
poverty. Last year CARE worked in 84 countries and reached 122 million people
around the world.

About Virginia Dare
Virginia Dare is a Brooklyn, N.Y. based flavor and extract company founded in 1923.
Today the company creates and supplies flavors to the food, beverage, nutritional and
pharmaceuticals markets.  An industry recognized vanilla specialist, Virginia Dare
uses an extensive network in Madagascar to procure the highest quality vanilla beans
to produce extracts and vanilla flavors.  As the world’s leading industrial extractor of
vanilla beans, Virginia Dare actively purchases this raw material from all producing
countries and has been a pioneer in launching vanilla related sustainability initiatives.
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COMMITTED TO THOSE LINKED TO THE LAND

Deere & Company
One John Deere Place
Moline, Illinois   61265
(309) 765-8000
www.JohnDeere.com

“I will never put my name
on a product that does not have in it

the best that is in me.”
— John Deere

Medallion created to celebrate
the company’s centennial in 1937.

Deere & Company 
Annual Report 2011
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Net Sales and Revenues (MM)

2009 2010 2011

$23,112 $26,005 $32,013

Operating Profit (MM)

2009 2010 2011

$1,607 $3,408 $4,564

Net Income *(MM)

2009 2010 2011

$873 $1,865 $2,800

*Net income attributable to Deere & Company

The Deere senior management team shown with replica of founder John Deere’s first 1837 plow and company’s new S690 Combine,  
one of the world’s most advanced harvesters. From left, Dave Everitt, Mike Mack, Jim Jenkins, Sam Allen, Jean Gilles, Jim Field, Mark von Pentz, and Jim Israel.

The 175th anniversary of the founding of John Deere is a time to connect the pride of  
the past with the promise of the future. Our heritage is rich. Our achievements are many. 
Our future is bright. Guided by an ambitious plan for global growth, we aim to seize the 
great opportunities that lie ahead, based on the world’s growing need for food, shelter and 
infrastructure. John Deere’s goal is to capitalize on these positive trends in order to deliver 
increasing value to our customers, investors and other constituents in the years ahead.

SAMUEL R. ALLEN (2)
Chairman and Chief Executive Officer 
Deere & Company 

CRANDALL C. BOWLES (15)
Chairman, Springs Industries, Inc. 
Chairman, The Springs Company 
home furnishings

VANCE D. COFFMAN (7)
Retired Chairman
Lockheed Martin Corporation
aerospace, defense and information technology

CHARLES O. HOLLIDAY, JR. (4) 
Chairman of the Board
Bank of America Corporation
banking, investing and asset management 

DIPAK C. JAIN (9)
Dean, INSEAD
business education

CLAYTON M. JONES (4)
Chairman, President and Chief Executive Officer
Rockwell Collins, Inc.
aviation electronics and communications

JOACHIM MILBERG (8)
Chairman, Supervisory Board
Bayerische Motoren Werke (BMW) AG
motor vehicles

RICHARD B. MYERS (5)
Retired Chairman, Joint Chiefs of Staff 
Retired General, United States Air Force
principal military advisor to the President, the  
Secretary of Defense, and the National Security Council

From left: David B. Speer, Aulana L. Peters, Thomas H. Patrick, Richard B. Myers, Joachim Milberg, Samuel R. Allen, Clayton M. Jones,  
Dipak C. Jain, Charles O. Holliday, Jr., Vance D. Coffman and Crandall C. Bowles; shown at the John Deere Pavilion, Moline, Illinois,  
with a sculpture of a John Deere combine made of canned and packaged foods that were later donated to area food pantries.

BOARD OF DIRECTORS

THOMAS H. PATRICK (11)
Chairman
New Vernon Capital, LLC
private equity fund

AULANA L. PETERS (9)
Retired Partner
Gibson, Dunn & Crutcher LLP
law firm 

DAVID B. SPEER (3)
Chairman and Chief Executive Officer
Illinois Tool Works Inc.
engineered components,  
industrial systems and consumables

(Not pictured: Elected 12/7/11)
SHERRY M. SMITH
Executive Vice President and Chief Financial Officer
SUPERVALU INC. 
grocery

Figures in parentheses represent complete years of board  
service through 12/31/11 and positions as of that date.
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2011 Marks Year of 
Exceptional Achievement
for John Deere
John Deere prepares to observe its 175th anniversary after 
concluding a year of exceptional achievement. Our company has 
been noted for outstanding performance since its beginnings. 
Yet in many respects, that performance reached new levels in 2011.

maintained our conservative capital structure, and introduced 
more products than ever before. We also strengthened our 
commitment to responsible corporate citizenship and made 
further strides in being a highly regarded employer.

As a result, the company remains well-positioned to capitalize on 

broad economic trends that hold great promise for the future.

previous highs by a wide margin. Income was up 50 percent on a 

plans, which center on operating consistency and a disciplined 
approach to asset and cost management. Rigorous execution 

These dollars helped us fuel major capital projects, pay out a 
record amount in dividends to investors, and continue with share 

continued to be conservatively capitalized. At year-end, Deere 

CHAIRMAN’S MESSAGE

Model “D”

Named “Tractor of the Year” by European 

Deere tractors have long been present 
in Europe, including the Model “D” 
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Largest Division Sets Pace
Our performance was led by the Agriculture & Turf division 
(A&T), which had yet another standout year. Sales increased 
by $4.2 billion, one of the largest single-year gains ever. 

market an unprecedented number of new products and 
broadened its customer base.

A&T results were aided by positive farm conditions and strong 
sales of large equipment, particularly in the United States and 
Canada. Sales in key markets such as Western and Central Europe, 

In other parts of our business, Construction & Forestry (C&F) 

than tripling on a sales increase of 45 percent. C&F introduced 
advanced products, expanded into new geographies, and picked 
up market share in key categories. Even with the year’s strong 
growth – which has seen division sales more than double in 
just two years – sales remained well below what traditionally has 
been thought of as a normal level.

Further contributing to our results was John Deere Financial, 

customers. Financial Services’ earnings jumped 26 percent, largely 
as a result of nearly $3 billion of portfolio growth. Credit quality 
remained quite strong, with the provision for loss declining to a 
mere $4 for each $10,000 of average portfolio value.

Powerful Tailwinds Shape Plans
Powerful trends sweeping the world are lending support to our 
current performance and future prospects. Global population 
continues to grow, surpassing 7 billion during the year. Of equal 
importance, rising prosperity, particularly in developing economies 
such as Brazil, Russia, India and China, is leading to a greater need 
for food and energy. As a result, worldwide stocks of key farm 
commodities have remained near historic lows in relation 
to use. Grain prices and farm incomes have risen sharply 
in response.

Listening to earthmoving contractors and road builders 
helped the company design the Deere 850K Dozer. 
Its 205-hp, IT4 engine and dual-path hydrostatic 
transmission match power and speed to load. 
Innovative cooling makes the 850K highly productive 
on big job sites. Customer input drove design even for 
Deere’s earlier machines like the 40C introduced in 1953.

40C Crawler
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Many experts believe agricultural output will need to double by 
mid-century to satisfy demand and do so from essentially the 
same amount of land and with even less water. Production gains 
on this scale are not without precedent. However, as in the past, 
they will require further advances in farming mechanization and 
productivity to achieve.

At the same time, people are migrating to cities from rural areas 
in great numbers. This furthers the need for roads, bridges, and 
buildings – and for the equipment required to construct them.

These trends, which appear to have considerable resilience, 
are positive for John Deere. In our view, they should support 
demand for innovative farm, construction, forestry and turf-care 
equipment and related solutions well into the future.

Expanding our Global Market Presence
Favorable tailwinds are one thing; pursuing aggressive plans to 
capture them is another. To that point, John Deere is moving 
ahead with a far-reaching operating strategy aimed at expanding 
our global presence in a major way. The plan’s centerpiece – 
a mid-cycle sales goal of $50 billion by 2018 – requires substantial 
investments in additional capacity, distribution, credit and after-
market support.

Over the last year, Deere announced plans to build seven factories 
in markets critical to our growth. These investments build on 

marketing presence worldwide.

Of the new facilities, three are in China, for construction 
equipment, engines and large farm machinery; two are in Brazil, 
both for construction equipment; and one is located in India, 

Rice binder
Deere harvesting machines like the 1920s-era rice 
binder have been a part of rice harvesting for 
generations. The new R40 Small Track Combine, 
built in Ningbo, China, is designed for paddy rice 
harvesting and can be used for wheat and other small 
  grains. The combine has an advanced separating 
      and cleaning system and a hydrostatic drive. 
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for the manufacture of farm tractors. Only last month plans were 
disclosed to construct a facility in Russia for seeding, tillage and 
application equipment. 

In addition, new or expanded parts centers were opened during 
the year in Germany, Sweden, Canada and Russia. Finance 
operations were launched in China and are being planned 
in Russia.

At the same time, we continued a pattern of making substantial 
investments in our U.S. manufacturing base. In 2011, major 
upgrades moved forward for our facilities in Davenport, 
Des Moines and Waterloo. The company added some 2,500 
employees to its U.S. workforce as well.

Even as we expand our global footprint, we continue to stress 
the vital importance of the U.S. and Canadian markets. Last year, 
the region accounted for 60 percent of our revenues, about 

spending on capital programs.

The John Deere of the future will be more global in scale and 
more international in nature. Yet we fully intend to achieve 

ways to serve those customers who remain a cornerstone of 
our success.

Record Year for New Products
Expanding our product range and entering attractive portions of 

John Deere introduced a record number of products, most of 
which feature improvements in power, comfort and performance. 
Many include John Deere engine technology that dramatically 
reduces emissions while meeting customer requirements for 

New products include premium combines that set standards for 
capacity and productivity, as well as the most powerful line of 
John Deere tractors ever made. Other products new to the market 
are our largest-ever self-propelled sprayers, one of which has a 

440A Skidder The 843K Wheeled Feller Buncher is designed 
for high production and reliability with heavy-

duty axles and robust hydraulic and electrical 
systems. Optional JDLink system monitors 

use and productivity, and alerts operators 
to maintenance needs. John Deere

has long made machines for 
forestry applications, such as the 

440A Skidder launched in 1966.
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120-foot boom. New models of construction equipment include 
advanced excavators, productive dozers, and loaders with hybrid-
electric drivetrains.

As a company known for innovation since the time of our 
founder’s original steel plow, John Deere received a number of 

medals presented at Europe’s largest farm equipment show, 
eight awards from a leading U.S. agricultural-engineering group 
and a gold medal earned at an international competition in France. 
The recognized technologies pertain to advanced steering, 
tractor implement automation and crop harvesting logistics, 
among other areas. In addition, the John Deere 7280R was 
named tractor of the year by European farm-magazine editors.

Tethered to Timeless Principles
Regardless of the strength of our markets or the scale of our 
investments, John Deere’s future rests on a foundation of timeless 
principles. They have shaped our character as a company for 
175 years and have made John Deere a special kind of enterprise.

Our values both unite and differentiate us. They have sustained 
the loyalty of generations of customers and are a source of 
inspiration for thousands of supremely talented employees, 
dealers and suppliers. Further, our values have helped deliver 
solid returns to investors over many years.

As John Deere expands throughout the world, we continue to 
dedicate ourselves to the company’s core values – integrity, 
quality, commitment and innovation – and we recognize their 
prominent role in sustaining our success.

Building on Proud Record of Citizenship
Being a responsible corporate citizen and a progressive employer 
are essential to being a great company. They have characterized 
John Deere throughout its history.

No. 8 Picker The 7760 Cotton Picker is revolutionizing the 
industry by reducing need for labor and other 
equipment involved in the harvesting process. 
This machine compresses cotton into 

5,000-lb. modules covered with protective wrap. 
Operators continue harvesting while carrying 

modules to a pick-up point. Early cotton pickers like 
the No. 8 in 1951 helped mechanize harvesting.
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In addition, the John Deere Foundation continued its support 

agriculture, science, technology, engineering and business. 
Through a partnership with a leading German university, the 
foundation helped sponsor an agricultural-development training 

concern and respect shown for our employees. As an example, 

this exceptional record got even better in 2011. The rate of 

line with historic lows. More than half of our locations did not 
have a single lost-time incident during the year. 

In other milestones, the company’s leadership development 

During the year, the John Deere Foundation provided continued 

practices in developing countries. Along these lines, Opportunity 

farmers in Africa, remained a major recipient of foundation support.

As well, John Deere employees are helping enrich their 
communities through extensive volunteer efforts. In launching 
the company’s formal volunteerism initiative in 2011, a group 
of 20 John Deere leaders including me spent several days in India 

a foundation grant to help these farmers grow more food and 
increase their incomes.

Model “LA”

New 1026R Sub-compact Utility Tractor answers customers’ 
need for versatility and ease of use. It can be operated 
with three implements attached, reducing changeover time. 
No tools are needed to attach or remove compatible 
implements. Versatile small tractors, like the “LA” in 1941, 
were popular utility tractors on small farms.   
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by Fortune magazine. Deere also was named one of the best 
companies to work for in Brazil by a top survey. These are 
important acknowledgements of our ability to identify, nurture 
and develop top talent.

175 Years of Building for the Future
John Deere is poised for growth and future success. Building 
on our strong performance in 2011, the company remains 
well-positioned to capitalize on the broad economic trends 
that have large-scale potential.

Thanks to the tireless efforts of John Deere employees, dealers 
and suppliers throughout the world, our plans for helping 
meet the world’s growing need for advanced agricultural and 
construction equipment are on track and moving ahead at an 

about the company’s prospects and our ability to deliver 

For 175 years, John Deere has been setting standards of 
achievement. Throughout this time, we have been building for 
the future, a future which in our view has never held a greater 
measure of promise or opportunity for those with a stake in 
our success.

That’s why we say with pride and conviction there has never 
been a better time to be associated with John Deere! To all 
who share our passion for serving those linked to the land 
and our optimism for meeting the challenges that lie ahead, 
we express our thanks for your encouragement and support.

On behalf of the John Deere team,             December 19, 2011

Samuel R. Allen
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DEERE ENTERPRISE SVA (MM)

2011 HIGHLIGHTS

– Aided by healthy global
farm conditions and skillful 
execution, earnings increase 
50% to $2.8 billion. Sales 
and revenues rise by 23%.  

–
and continued asset discipline 
propel SVA (Shareholder 
Value Added) to $2.5 billion,
well above previous record 
set in 2010.

– Providing basis for further 
growth, capital expenditures reach nearly $1.1 billion; 

in engine-emissions technology and new products.

– With goal of providing value directly to shareholders, company 
boosts quarterly dividend rate by 17% and repurchases 
20.8 million shares.

– Deere listed among 50 most-admired companies by Fortune
magazine and ranked as one of 100 best global brands by a 

EQUIPMENT OPERATIONS SVA (MM)
–

and focus on managing assets. 

increases to $3.839 billion on 
25% sales increase.

–
conditions and strong 
execution, operating margins 
rise to 13%; OROA (Operating Return on Operating Assets) 
nears 30%, with inventories valued at standard cost. 

– Showing emphasis on global growth, sales outside the U.S. 
and Canada jump 38% – and exceed 40% of the company total. 

– Increasing its presence in high-growth regions, company 
begins work on engine plant in China to supply John Deere 
agricultural and construction equipment factories in Asia.

– John Deere Technology Center – India installs virtual reality 

and lower costs.

– John Deere Power Systems engines receive U.S. EPA Interim 

2009 2010 2011

$64 $1,650 $2,294

2009 2010 2011

$2,527

-$84

$1,714
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2009 2010 2011

$441 $1,813 $2,245

FINANCIAL SERVICES SVA (MM)

– Net income attributable to 
Deere & Company reaches 
$471 million, in spite of 

–

American sales result in 

–

–

–

AGRICULTURE & TURF SVA (MM)

–

–

–

–

–

–

–

–

–

–

The graph compares the cumulative total returns of Deere & Company, the S&P 500 Construction & 
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$150

$100

$50

$0

Deere & Company S&P 500 Construction & Farm Machinery S&P 500

2009 2010 2011

$49

2009 2010 2011

$233$64

CONSTRUCTION & FORESTRY SVA (MM)
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DEERE EQUIPMENT OPERATIONS
$MM unless indicated 2009 2010 2011

Net Sales 20756 23573 29466

Average Assets

Operating Margin % x x

$MM 2009 2010 2011

Cost of Assets - - 259 - 545

TABLE OF CONTENTS

Management’s Discussion 
and Analysis ........................... 12

Reports of Management
and Independent Registered
Public Accounting Firm...........  22 

Consolidated Financial 
Statements ...........................  23

Notes to Consolidated 
Financial Statements .............  27

Selected Financial Data ..........  57

SVA: FOCUSING ON GROWTH AND SUSTAINABLE PERFORMANCE

and pretax cost of capital – is a metric used by John Deere to evaluate business results 

In arriving at SVA, each equipment segment is assessed a pretax cost of assets – generally 

Financial-services businesses are assessed a cost of average equity – approximately 

Additional information on these metrics and their relationship to amounts presented in accordance with U.S. GAAP 
can be found at our website, www.JohnDeere.com. Note: Some totals may vary due to rounding.

FINANCIAL REVIEW

Deere Equipment Operations, to create and grow SVA, 
are targeting an operating return on average operating 
assets (OROA) of 20% at mid-cycle sales volumes – 

(For purposes of this calculation, operating assets are 

AGRICULTURE & TURF
$MM unless indicated 2009 2010 2011

Average Assets

Operating Margin % x 7 x x

$MM 2009 2010 2011

Cost of Assets - 007 -977

CONSTRUCTION & FORESTRY 
$MM unless indicated 2009 2010 2011

Net Sales 2634 3705 5372

Average Assets

Operating Margin % x -3 2 x 7

$MM 2009 2010 2011

Cost of Assets -294 -343

The Financial Services SVA metric is calculated on a 

adjusted for changes in the allowance for doubtful 
receivables, while the average allowance was excluded 

FINANCIAL SERVICES
$MM unless indicated 2009 2010 2011

Net Income Attributable 

$MM 2009 2010 2011

Change in Allowance for 

Average Allowance for 

Cost of Equity -492
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MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS FOR THE YEARS ENDED  
OCTOBER 31, 2011, 2010 AND 2009

OVERVIEW

Organization
The company’s equipment operations generate revenues and 
cash primarily from the sale of equipment to John Deere dealers 
and distributors. The equipment operations manufacture and 
distribute a full line of agricultural equipment; a variety of 
commercial, consumer and landscapes equipment and products; 
and a broad range of equipment for construction and forestry.  
The company’s financial services primarily provide credit 
services, which mainly finance sales and leases of equipment  
by John Deere dealers and trade receivables purchased from  
the equipment operations. In addition, financial services  
offer crop risk mitigation products and extended equipment 
warranties. The information in the following discussion is 
presented in a format that includes information grouped as 
consolidated, equipment operations and financial services.  
The company’s operating segments consist of agriculture  
and turf, construction and forestry, and financial services.  
The previous credit segment and the “Other” segment were 
combined into the financial services segment at the beginning 
of the first quarter of 2011 (see Note 28). The “Other” segment 
consisted of an insurance business related to extended warranty 
policies for equipment that did not meet the materiality 
threshold of reporting. The following discussions of operating 
segment results and liquidity ratios have been revised to 
conform to the current segments.

Trends and Economic Conditions
Industry farm machinery sales in the U.S. and Canada for 2012 
are forecast to be up approximately 5 to 10 percent, compared 
to 2011. Industry sales in the EU 27 nations of Western and 
Central Europe are forecast to be about the same in 2012, while 
sales in the Commonwealth of Independent States are expected 
to be moderately higher. Sales in Asia are forecast to increase 
strongly again in 2012. South American industry sales are 
projected to be approximately the same as 2011. Industry sales 
of turf and utility equipment in the U.S. and Canada are 
expected to increase slightly. The company’s agriculture and turf 
equipment sales increased 21 percent in 2011 and are forecast to 
increase by about 15 percent for 2012. Construction equipment 
markets are forecast to slightly improve, while global forestry 
markets are expected to be about the same in 2012. The compa-
ny’s construction and forestry sales increased 45 percent in  
2011 and are forecast to increase by about 16 percent in 2012. 
Net income of the company’s financial services operations 
attributable to Deere & Company in 2012 is forecast to be 
approximately $450 million.

Items of concern include the uncertainty of the global 
economic recovery, the impact of sovereign and state debt, 
capital market disruptions, the availability of credit for the 
company’s customers and suppliers, the effectiveness of  
governmental actions in respect to monetary policies, general 
economic conditions and financial regulatory reform. 
Significant volatility in the price of many commodities could 
also impact the company’s results, while the availability of 

certain components that could impact the company’s ability to 
meet production schedules continues to be monitored. 
Designing and producing products with engines that continue 
to meet high performance standards and increasingly stringent 
emissions regulations is one of the company’s major priorities. 

Supported by record 2011 performance, the company 
remains well positioned to implement its growth plans and 
capitalize on positive long-term economic trends. The company’s 
strong levels of cash flow are funding growth throughout the 
world and are being shared with investors in the form of 
dividends and share repurchases.

2011 COMPARED WITH 2010

CONSOLIDATED RESULTS
Worldwide net income attributable to Deere & Company in 
2011 was $2,800 million, or $6.63 per share diluted ($6.71 
basic), compared with $1,865 million, or $4.35 per share 
diluted ($4.40 basic), in 2010. Net sales and revenues increased 
23 percent to $32,013 million in 2011, compared with  
$26,005 million in 2010. Net sales of the equipment operations 
increased 25 percent in 2011 to $29,466 million from $23,573 
million last year. The sales increase, which was primarily due to 
higher shipment volumes, also included a favorable effect for 
foreign currency translation of 3 percent and price realization  
of 3 percent. Net sales in the U.S. and Canada increased  
17 percent in 2011. Net sales outside the U.S. and Canada 
increased by 38 percent in 2011, which included a favorable 
effect of 7 percent for foreign currency translation.

Worldwide equipment operations had an operating profit 
of $3,839 million in 2011, compared with $2,909 million in 
2010. The higher operating profit was primarily due to higher 
shipment volumes and improved price realization, partially 
offset by increased raw material costs, higher manufacturing 
overhead costs related to new products, higher selling,  
administrative and general expenses and increased research and 
development expenses.

The equipment operations’ net income was $2,329 million 
in 2011, compared with $1,492 million in 2010. The same 
operating factors mentioned above and a lower effective tax rate 
in 2011 affected these results.

Net income of the financial services operations attribut-
able to Deere & Company in 2011 increased to $471 million, 
compared with $373 million in 2010. The increase was 
primarily a result of growth in the credit portfolio and a lower 
provision for credit losses. Additional information is presented 
in the following discussion of the “Worldwide Financial 
Services Operations.”

The cost of sales to net sales ratio for 2011 was 74.4 percent, 
compared with 73.8 percent last year. The increase was primarily 
due to increased raw material costs and higher manufacturing 
overhead costs related to new products, partially offset by 
improved price realization.

Finance and interest income increased this year due to a 
larger average credit portfolio, partially offset by lower financing 
rates. Other income increased primarily as a result of higher 
insurance premiums and fees earned on crop insurance, largely 
offset by lower service revenues due to the sale of the wind 
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energy business (see Note 4). Research and development 
expenses increased primarily as a result of increased spending in 
support of new products and Interim and Final Tier 4 emission 
requirements. Selling, administrative and general expenses 
increased primarily due to growth and higher sales commissions. 
Interest expense decreased due to lower average borrowing rates, 
partially offset by higher average borrowings. Other operating 
expenses decreased primarily due to lower depreciation 
expenses this year due to the sale of the wind energy business 
and the write-down of the related assets held for sale at the end 
of last year, partially offset by higher crop insurance claims and 
expenses this year. The effective tax rate for the provision for 
income taxes was lower this year primarily due to the effect  
of the tax expense related to the enactment of health care 
legislation in 2010 (see Note 8).

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans.  
The company’s postretirement benefit costs for these plans in 
2011 were $603 million, compared with $658 million in 2010. 
The long-term expected return on plan assets, which is 
reflected in these costs, was an expected gain of 8.0 percent  
in 2011 and 8.2 percent in 2010, or $906 million in 2011  
and $883 million in 2010. The actual return was a gain of  
$695 million in 2011 and $1,273 million in 2010. In 2012,  
the expected return will be approximately 8.0 percent.  
The company expects postretirement benefit costs in 2012 to 
be approximately the same as 2011. The company makes any 
required contributions to the plan assets under applicable 
regulations and voluntary contributions from time to time based 
on the company’s liquidity and ability to make tax-deductible 
contributions. Total company contributions to the plans were 
$122 million in 2011 and $836 million in 2010, which include 
direct benefit payments for unfunded plans. These contributions 
also included voluntary contributions to plan assets of $650 
million in 2010. Total company contributions in 2012 are 
expected to be approximately $466 million, which include 
direct benefit payments. The company has no required  
significant contributions to pension plan assets in 2012 under 
applicable funding regulations. See the following discussion of 
“Critical Accounting Policies” for more information about 
postretirement benefit obligations.
BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS
The following discussion relates to operating results by  
reportable segment and geographic area. Operating profit is 
income before certain external interest expense, certain foreign 
exchange gains or losses, income taxes and corporate expenses. 
However, operating profit of the financial services segment 
includes the effect of interest expense and foreign currency 
exchange gains or losses.

Worldwide Agriculture and Turf Operations
The agriculture and turf segment had an operating profit of  
$3,447 million in 2011, compared with $2,790 million in 2010.
Net sales increased 21 percent this year primarily due to higher 
shipment volumes. Sales also increased due to improved price 
realization and foreign currency translation. The increase in 
operating profit was largely due to increased shipment volumes 

and improved price realization, partially offset by increased raw 
material costs, higher manufacturing overhead costs related to 
new products, higher selling, administrative and general 
expenses and increased research and development expenses.

Worldwide Construction and Forestry Operations
The construction and forestry segment had an operating profit  
of $392 million in 2011, compared with $119 million in 2010. 
Net sales increased 45 percent for the year primarily due to 
higher shipment volumes. Sales also increased due to improved 
price realization. The operating profit improvement in 2011 
was primarily due to higher shipment and production volumes 
and improved price realization, partially offset by increased raw 
material costs, higher selling, administrative and general 
expenses and increased research and development expenses.

Worldwide Financial Services Operations
The operating profit of the financial services segment was  
$725 million in 2011, compared with $499 million in 2010.  
The increase in operating profit was primarily due to growth  
in the credit portfolio and a lower provision for credit losses, 
partially offset by narrower financing spreads. Last year’s results 
were also affected by the write-down of wind energy assets that 
were held for sale (see Note 4). Total revenues of the financial 
services operations, including intercompany revenues, increased 
3 percent in 2011, primarily reflecting the larger portfolio. The 
average balance of receivables and leases financed was 13 
percent higher in 2011, compared with 2010. Interest expense 
decreased 7 percent in 2011 as a result of lower average 
borrowing rates, partially offset by higher average borrowings. 
The financial services operations’ ratio of earnings to fixed 
charges was 2.22 to 1 in 2011, compared with 1.77 to 1 in 2010.

Equipment Operations in U.S. and Canada
The equipment operations in the U.S. and Canada had an 
operating profit of $2,898 million in 2011, compared with 
$2,302 million in 2010. The increase was due to higher 
shipment volumes and improved price realization, partially 
offset by increased raw material costs, higher manufacturing 
overhead costs related to new products, increased selling, 
administrative and general expenses and higher research and 
development expenses. Net sales increased 17 percent primarily 
due to higher shipment volumes and improved price realization. 
The physical volume of sales increased 12 percent, compared 
with 2010.

Equipment Operations outside U.S. and Canada
The equipment operations outside the U.S. and Canada had  
an operating profit of $941 million in 2011, compared with 
$607 million in 2010. The increase was primarily due to the 
effects of higher shipment volumes and improved price 
realization, partially offset by higher raw material costs, higher 
manufacturing overhead costs related to new products, 
increased selling, administrative and general expenses and higher 
research and development costs. Net sales were 38 percent 
higher primarily reflecting increased volumes and the effect of 
foreign currency translation. The physical volume of sales 
increased 30 percent, compared with 2010.
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MARKET CONDITIONS AND OUTLOOK
In spite of an unsettled global economy, demand for the 
company’s products is expected to experience substantial growth 
in fiscal year 2012 and the company is forecasting further 
increases in sales and earnings as a result. Company equipment 
sales are projected to increase about 15 percent for the year  
and 16 to 18 percent for the first quarter, compared with the 
same periods of 2011. Included is a favorable currency transla-
tion impact of about 3 percent for the first quarter and about  
1 percent for the year. Net income attributable to  
Deere & Company for the year is anticipated to be approxi-
mately $3.2 billion.
Agriculture and Turf. Worldwide sales of the company’s 
agriculture and turf segment are forecast to increase by about  
15 percent for fiscal year 2012, with a favorable currency 
translation impact of about 1 percent. Farmers in the world’s 
major markets are continuing to experience favorable  
incomes due to strong demand for agricultural commodities. 
The company’s sales are expected to benefit as well from 
advanced new products being launched throughout the world 
and major expansion projects such as those in emerging markets.

Industry farm machinery sales in the U.S. and Canada  
are forecast to increase 5 to 10 percent in 2012, following an 
increase in 2011. Overall conditions remain positive and 
demand continues to be strong, especially for high horsepower 
equipment.

Industry sales in the EU 27 nations of Western and 
Central Europe are forecast to be approximately the same for 
2012 as a result of general economic concerns in the region. 
Sales in the Commonwealth of Independent States are expected 
to be moderately higher, after rising substantially in 2011.  
Sales in Asia are forecast to increase strongly again in 2012.  
In South America, industry sales for the year are projected to  
be about the same as the strong levels of 2011.

Industry sales of turf and utility equipment in the U.S.  
and Canada are expected to increase slightly in 2012.
Construction and Forestry. Worldwide sales of the company’s 
construction and forestry equipment are forecast to grow by 
about 16 percent for fiscal year 2012, with a favorable currency 
translation impact of about 1 percent. The increase reflects 
slightly improved market conditions and improved activity 
outside of the U.S., including strength in Canada. Construction 
equipment sales to independent rental companies are expected 
to see further gains. The company’s sales also are expected to  
be supported by a range of advanced new products and by 
geographic expansion. After considerable growth in 2011, 
world forestry markets are projected to be about the same in 
2012 due to weaker economic conditions in Europe.
Financial Services. Fiscal year 2012 net income attributable  
to Deere & Company for the financial services operations is 
expected to be approximately $450 million. The forecast 
decline from 2011 is primarily due to an increase in the 
provision for credit losses, which is anticipated to return to a 
more typical level, as well as higher selling, administrative and 
general expenses in support of enterprise growth initiatives. 
Partially offsetting these items is expected growth in the credit 
portfolio.

SAFE HARBOR STATEMENT
Safe Harbor Statement under the Private Securities Litigation Reform 
Act of 1995: Statements under “Overview,” “Market Conditions 
and Outlook” and other forward-looking statements herein that 
relate to future events, expectations, trends and operating 
periods involve certain factors that are subject to change, and 
important risks and uncertainties that could cause actual results 
to differ materially. Some of these risks and uncertainties could 
affect particular lines of business, while others could affect all of 
the company’s businesses. 

The company’s agricultural equipment business is subject 
to a number of uncertainties including the many interrelated 
factors that affect farmers’ confidence. These factors include 
worldwide economic conditions, demand for agricultural 
products, world grain stocks, weather conditions (including its 
effects on timely planting and harvesting), soil conditions, 
harvest yields, prices for commodities and livestock, crop and 
livestock production expenses, availability of transport for crops, 
the growth of non-food uses for some crops (including ethanol 
and biodiesel production), real estate values, available acreage 
for farming, the land ownership policies of various govern-
ments, changes in government farm programs and policies 
(including those in Argentina, Brazil, China, Russia and the 
U.S.), international reaction to such programs, global trade 
agreements, animal diseases and their effects on poultry, beef 
and pork consumption and prices, crop pests and diseases, and 
the level of farm product exports (including concerns about 
genetically modified organisms). 

Factors affecting the outlook for the company’s turf and 
utility equipment include general economic conditions, 
consumer confidence, weather conditions, customer profitabil-
ity, consumer borrowing patterns, consumer purchasing 
preferences, housing starts, infrastructure investment, spending 
by municipalities and golf courses, and consumable input costs. 

General economic conditions, consumer spending 
patterns, real estate and housing prices, the number of housing 
starts and interest rates are especially important to sales of the 
company’s construction and forestry equipment. The levels of 
public and non-residential construction also impact the results 
of the company’s construction and forestry segment. Prices for 
pulp, paper, lumber and structural panels are important to sales 
of forestry equipment. 

All of the company’s businesses and its reported results are 
affected by general economic conditions in the global markets 
in which the company operates, especially material changes in 
economic activity in these markets; customer confidence in 
general economic conditions; foreign currency exchange rates 
and their volatility, especially fluctuations in the value of the 
U.S. dollar; interest rates; and inflation and deflation rates. 
General economic conditions can affect demand for the 
company’s equipment as well. 

Customer and company operations and results could be 
affected by changes in weather patterns (including the effects of 
dry weather in parts of the U.S. and wet weather in parts of 
Eastern and Western Europe); the political and social stability of 
the global markets in which the company operates; the effects 

 

14

30409 Deere 2011.indd   4 12/15/11   10:24 AM



of, or response to, terrorism and security threats; wars and other 
conflicts and the threat thereof; and the spread of major 
epidemics.

Significant changes in market liquidity conditions and any 
failure to comply with financial covenants in credit agreements 
could impact access to funding and funding costs, which could 
reduce the company’s earnings and cash flows. Financial market 
conditions could also negatively impact customer access to 
capital for purchases of the company’s products and customer 
confidence and purchase decisions; borrowing and repayment 
practices; and the number and size of customer loan delinquen-
cies and defaults. The sovereign debt crisis, in Europe or 
elsewhere, could negatively impact currencies, global financial 
markets, social and political stability, funding sources and costs, 
customers, and company operations and results. State debt crises 
also could negatively impact customers, suppliers, demand for 
equipment, and company operations and results. The company’s 
investment management activities could be impaired by changes 
in the equity and bond markets, which would negatively affect 
earnings. 

Additional factors that could materially affect the company’s 
operations, access to capital, expenses and results include changes 
in and the impact of governmental trade, banking, monetary 
and fiscal policies, including financial regulatory reform and its 
effects on the consumer finance industry, derivatives, funding 
costs and other areas, and governmental programs in particular 
jurisdictions or for the benefit of certain industries or sectors 
(including protectionist policies and trade and licensing 
restrictions that could disrupt international commerce); actions 
by the U.S. Federal Reserve Board and other central banks; 
actions by the U.S. Securities and Exchange Commission (SEC), 
the U.S. Commodity Futures Trading Commission and other 
financial regulators; actions by environmental, health and safety 
regulatory agencies, including those related to engine emissions 
(in particular Interim Tier 4 and Final Tier 4 emission require-
ments), carbon emissions, noise and the risk of climate change; 
changes in labor regulations; changes to accounting standards; 
changes in tax rates, estimates, and regulations; compliance with 
U.S. and foreign laws when expanding to new markets; and 
actions by other regulatory bodies including changes in laws 
and regulations affecting the sectors in which the company 
operates. Customer and company operations and results also 
could be affected by changes to GPS radio frequency bands or 
their permitted uses.

Other factors that could materially affect results include 
production, design and technological innovations and difficul-
ties, including capacity and supply constraints and prices;  
the availability and prices of strategically sourced materials, 
components and whole goods; delays or disruptions in the 
company’s supply chain due to weather, natural disasters or 
financial hardship or the loss of liquidity by suppliers; start-up  
of new plants and new products; the success of new product 
initiatives and customer acceptance of new products; changes in 
customer product preferences and sales mix whether as a result 
of changes in equipment design to meet government regulations 
or for other reasons; oil and energy prices and supplies; the 

 

availability and cost of freight; actions of competitors in the 
various industries in which the company competes, particularly 
price discounting; dealer practices especially as to levels of new 
and used field inventories; labor relations; acquisitions and 
divestitures of businesses, the integration of new businesses;  
the implementation of organizational changes; difficulties 
related to the conversion and implementation of enterprise 
resource planning systems that disrupt business, negatively 
impact supply or distribution relationships or create higher than 
expected costs; changes in company declared dividends and 
common stock issuances and repurchases. 

Company results are also affected by changes in the level 
and funding of employee retirement benefits, changes in market 
values of investment assets and the level of interest rates, which 
impact retirement benefit costs, and significant changes in 
health care costs including those which may result from 
governmental action. 

The liquidity and ongoing profitability of John Deere 
Capital Corporation (Capital Corporation) and other credit 
subsidiaries depend largely on timely access to capital to meet 
future cash flow requirements and fund operations and the costs 
associated with engaging in diversified funding activities and to 
fund purchases of the company’s products. If market uncertainty 
increases and general economic conditions worsen, funding 
could be unavailable or insufficient. Additionally, customer 
confidence levels may result in declines in credit applications 
and increases in delinquencies and default rates, which could 
materially impact write-offs and provisions for credit losses. 

The company’s outlook is based upon assumptions 
relating to the factors described above, which are sometimes 
based upon estimates and data prepared by government agencies. 
Such estimates and data are often revised. The company, except 
as required by law, undertakes no obligation to update or revise 
its outlook, whether as a result of new developments or 
otherwise. Further information concerning the company and its 
businesses, including factors that potentially could materially 
affect the company’s financial results, is included in other filings 
with the SEC. 

2010 COMPARED WITH 2009

CONSOLIDATED RESULTS
Worldwide net income attributable to Deere & Company in 
2010 was $1,865 million, or $4.35 per share diluted ($4.40 
basic), compared with $873 million, or $2.06 per share diluted 
($2.07 basic), in 2009. Included in net income for 2009 were 
charges of $381 million pretax ($332 million after-tax), or $.78 
per share diluted and basic, related to impairment of goodwill 
and voluntary employee separation expenses (see Note 5).  
Net sales and revenues increased 13 percent to $26,005 million 
in 2010, compared with $23,112 million in 2009. Net sales of 
the equipment operations increased 14 percent in 2010 to 
$23,573 million from $20,756 million in 2009. The sales 
increase was primarily due to higher shipment volumes.  
The increase also included a favorable effect for foreign currency 
translation of 3 percent and a price increase of 2 percent.  
Net sales in the U.S. and Canada increased 14 percent in 2010. 
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Net sales outside the U.S. and Canada increased by 14 percent 
in 2010, which included a favorable effect of 5 percent for 
foreign currency translation.

Worldwide equipment operations had an operating  
profit of $2,909 million in 2010, compared with $1,365 million 
in 2009. The higher operating profit was primarily due to 
higher shipment and production volumes, improved price 
realization, the favorable effects of foreign currency exchange 
and lower raw material costs, partially offset by increased 
postretirement costs and higher incentive compensation expenses. 
The results in 2009 were also affected by a goodwill impairment 
charge and voluntary employee separation expenses.

The equipment operations’ net income was $1,492 million 
in 2010, compared with $677 million in 2009. The same 
operating factors mentioned above affected these results.

Net income of the company’s financial services operations 
attributable to Deere & Company in 2010 increased to  
$373 million, compared with $203 million in 2009. The increase 
was primarily a result of improved financing spreads and a lower 
provision for credit losses. Additional information is presented in 
the following discussion of the “Worldwide Financial Services 
Operations.”

The cost of sales to net sales ratio for 2010 was 73.8 percent, 
compared with 78.3 percent in 2009. The decrease was 
primarily due to higher shipment and production volumes, 
improved price realization, favorable effects of foreign currency 
exchange and lower raw material costs. A larger goodwill 
impairment charge and voluntary employee separation expenses 
affected the ratio in 2009.

Finance and interest income decreased in 2010 due to 
lower financing rates, partially offset by a larger average portfolio. 
Other income increased primarily as a result of an increase in 
wind energy income, higher commissions from crop insurance 
and higher service revenues. Research and development 
expenses increased primarily as a result of increased spending in 
support of new products including designing and producing 
products with engines to meet more stringent emissions 
regulations. Selling, administrative and general expenses 
increased primarily due to increased incentive compensation 
expenses, higher postretirement benefit costs and the effect of 
foreign currency translation. Interest expense decreased due to 
lower average borrowing rates and lower average borrowings. 
Other operating expenses increased primarily due to the 
write-down of wind energy assets classified as held for sale in 
2010 (see Note 4). The equity in income of unconsolidated 
affiliates increased as a result of higher income from construc-
tion equipment manufacturing affiliates due to increased levels 
of construction activity.

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans.  
The company’s postretirement benefit costs for these plans in 
2010 were $658 million, compared with $312 million in 2009, 
primarily due to a decrease in discount rates. The long-term 
expected return on plan assets, which is reflected in these costs, 
was an expected gain of 8.2 percent in 2010 and 2009, or  
$883 million in 2010 and $857 million in 2009. The actual 

return was a gain of $1,273 million in 2010 and $1,142 million 
in 2009. Total company contributions to the plans were $836 
million in 2010 and $358 million in 2009, which include direct 
benefit payments for unfunded plans. These contributions also 
included voluntary contributions to total plan assets of approxi-
mately $650 million in 2010 and $150 million in 2009. 

BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS

Worldwide Agriculture and Turf Operations
The agriculture and turf segment had an operating profit of  
$2,790 million in 2010, compared with $1,448 million in 2009.
Net sales increased 10 percent in 2010 primarily due to higher 
production and shipment volumes. Sales also increased due to 
foreign currency translation and improved price realization.  
The increase in operating profit was due to increased shipment 
and production volumes, improved price realization, the 
favorable effects of foreign currency exchange and lower raw 
material costs, partially offset by higher postretirement benefit 
costs and increased incentive compensation expenses.  
The results in 2009 were affected by a goodwill impairment 
charge and voluntary employee separation expenses.

Worldwide Construction and Forestry Operations
The construction and forestry segment had an operating profit  
of $119 million in 2010, compared with a loss of $83 million in 
2009. Net sales increased 41 percent in 2010 due to higher 
shipment and production volumes. The operating profit 
improvement in 2010 was primarily due to higher shipment and 
production volumes, partially offset by higher postretirement 
benefit costs and increased incentive compensation expenses.

Worldwide Financial Services Operations
The operating profit of the financial services segment was  
$499 million in 2010, compared with $242 million in 2009. 
The increase in operating profit was primarily due to improved 
financing spreads and a lower provision for credit losses.  
Total revenues of the financial services operations, including 
intercompany revenues, increased 1 percent in 2010, primarily 
reflecting the larger portfolio. The average balance of receiv-
ables and leases financed was 5 percent higher in 2010, 
compared with 2009. Interest expense decreased 28 percent in 
2010 as a result of lower borrowing rates and lower average 
borrowings. The financial services operations’ ratio of earnings 
to fixed charges was 1.77 to 1 in 2010, compared with 1.26 to  
1 in 2009.

Equipment Operations in U.S. and Canada
The equipment operations in the U.S. and Canada had an 
operating profit of $2,302 million in 2010, compared with 
$1,129 million in 2009. The increase was due to higher 
shipment and production volumes, improved price realization 
and lower raw material costs, partially offset by increased 
postretirement benefit costs and higher incentive compensation 
expenses. The operating profit in 2009 was affected by a 
goodwill impairment charge and voluntary employee separation 
expenses. Net sales increased 14 percent primarily due to higher 
volumes and improved price realization. The physical volume 
increased 10 percent, compared with 2009.

16

30409 Deere 2011.indd   6 12/15/11   10:24 AM



Equipment Operations outside U.S. and Canada
The equipment operations outside the U.S. and Canada had  
an operating profit of $607 million in 2010, compared with 
$236 million in 2009. The increase was primarily due to the 
effects of higher shipment and production volumes, the 
favorable effects of foreign currency exchange rates, improved 
price realization and decreases in raw material costs, partially 
offset by higher incentive compensation expenses. Net sales 
were 14 percent higher primarily reflecting increased volumes 
and the effect of foreign currency translation. The physical 
volume increased 8 percent, compared with 2009.

CAPITAL RESOURCES AND LIQUIDITY 

The discussion of capital resources and liquidity has been 
organized to review separately, where appropriate, the company’s 
consolidated totals, equipment operations and financial services 
operations.
CONSOLIDATED
Positive cash flows from consolidated operating activities in 
2011 were $2,326 million. This resulted primarily from net 
income adjusted for non-cash provisions, an increase in 
accounts payable and accrued expenses and an increase in the 
net retirement benefits liability, which were partially offset by 
an increase in inventories and trade receivables. Cash outflows 
from investing activities were $2,621 million in 2011, primarily 
due to the cost of receivables (excluding receivables related to 
sales) and equipment on operating leases exceeding the collec-
tions of receivables and the proceeds from sales of equipment 
on operating leases by $1,746 million, purchases of property  
and equipment of $1,057 million and purchases exceeding 
maturities and sales of marketable securities by $555 million, 
partially offset by proceeds from the sales of businesses of  
$911 million (see Note 4). Cash inflows from financing activities 
were $140 million in 2011 primarily due to an increase in 
borrowings of $2,208 million and proceeds from issuance of 
common stock of $170 million (resulting from the exercise of 
stock options), partially offset by repurchases of common stock 
of $1,667 million and dividends paid of $593 million. Cash and 
cash equivalents decreased $143 million during 2011.

Over the last three years, operating activities have 
provided an aggregate of $6,593 million in cash. In addition, 
increases in borrowings were $2,977 million, proceeds from 
sales of businesses were $946 million, proceeds from issuance  
of common stock were $316 million and proceeds from 
maturities and sales of marketable securities exceeded purchases 
by $216 million. The aggregate amount of these cash flows was 
used mainly to acquire receivables (excluding receivables related 
to sales) and equipment on operating leases that exceeded 
collections and the proceeds from sales of equipment on 
operating leases by $3,029 million, purchase property and 
equipment of $2,725 million, repurchase common stock of 
$2,029 million, pay dividends to stockholders of $1,550 million 
and acquire businesses for $156 million. Cash and cash equiva-
lents increased $1,436 million over the three-year period.

Given the continued uncertainty in the global economy, 
there has been a reduction in liquidity in some global markets 
that continues to affect the funding activities of the company. 

However, the company has access to most global markets at a 
reasonable cost and expects to have sufficient sources of global 
funding and liquidity to meet its funding needs. Sources of 
liquidity for the company include cash and cash equivalents, 
marketable securities, funds from operations, the issuance of 
commercial paper and term debt, the securitization of retail 
notes (both public and private markets) and committed and 
uncommitted bank lines of credit. The company’s commercial 
paper outstanding at October 31, 2011 and 2010 was $1,279 
million and $2,028 million, respectively, while the total cash 
and cash equivalents and marketable securities position was 
$4,435 million and $4,019 million, respectively. The amount  
of the total cash and cash equivalents and marketable securities 
held by foreign subsidiaries, in which earnings are considered 
indefinitely reinvested, was $720 million and $611 million at 
October 31, 2011 and 2010, respectively.

Lines of Credit. The company also has access to bank  
lines of credit with various banks throughout the world. 
Worldwide lines of credit totaled $5,080 million at October 31, 
2011, $3,721 million of which were unused. For the purpose of 
computing unused credit lines, commercial paper and short-term 
bank borrowings, excluding secured borrowings and the current 
portion of long-term borrowings, were primarily considered to 
constitute utilization. Included in the total credit lines at 
October 31, 2011 was a long-term credit facility agreement of 
$2,750 million, expiring in April 2015, and a long-term credit 
facility agreement of $1,500 million, expiring in April 2013. 
These credit agreements require Capital Corporation to 
maintain its consolidated ratio of earnings to fixed charges at 
not less than 1.05 to 1 for each fiscal quarter and the ratio of 
senior debt, excluding securitization indebtedness, to capital 
base (total subordinated debt and stockholder’s equity excluding 
accumulated other comprehensive income (loss)) at not more 
than 11 to 1 at the end of any fiscal quarter. The credit agree-
ments also require the equipment operations to maintain a ratio 
of total debt to total capital (total debt and stockholders’ equity 
excluding accumulated other comprehensive income (loss)) of 
65 percent or less at the end of each fiscal quarter. Under this 
provision, the company’s excess equity capacity and retained 
earnings balance free of restriction at October 31, 2011 was 
$8,503 million. Alternatively under this provision, the equip-
ment operations had the capacity to incur additional debt of 
$15,791 million at October 31, 2011. All of these requirements 
of the credit agreements have been met during the periods 
included in the consolidated financial statements.

Debt Ratings. To access public debt capital markets, the 
company relies on credit rating agencies to assign short-term 
and long-term credit ratings to the company’s securities as an 
indicator of credit quality for fixed income investors. A security 
rating is not a recommendation by the rating agency to buy,  
sell or hold company securities. A credit rating agency may 
change or withdraw company ratings based on its assessment  
of the company’s current and future ability to meet interest and 
principal repayment obligations. Each agency’s rating should  
be evaluated independently of any other rating. Lower credit 
ratings generally result in higher borrowing costs, including 
costs of derivative transactions, and reduced access to debt 
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capital markets. The senior long-term and short-term debt 
ratings and outlook currently assigned to unsecured company 
securities by the rating agencies engaged by the company are  
as follows:
 Senior 
 Long-Term Short-Term Outlook

Moody’s Investors
 Service, Inc. .........................  A2 Prime-1 Stable
Standard & Poor’s ..................  A A-1 Stable

Trade accounts and notes receivable primarily arise from 
sales of goods to independent dealers. Trade receivables 
decreased by $170 million in 2011. The ratio of trade accounts 
and notes receivable at October 31 to fiscal year net sales was 
11 percent in 2011 and 15 percent in 2010. Total worldwide 
agriculture and turf receivables decreased $311 million and 
construction and forestry receivables increased $141 million.  
The collection period for trade receivables averages less than  
12 months. The percentage of trade receivables outstanding  
for a period exceeding 12 months was 3 percent at October 31, 
2011 and 2010.

Deere & Company’s stockholders’ equity was $6,800 
million at October 31, 2011, compared with $6,290 million  
at October 31, 2010. The increase of $510 million resulted 
primarily from net income attributable to Deere & Company  
of $2,800 million and an increase in common stock of $145 
million, which were partially offset by an increase in treasury 
stock of $1,503 million, dividends declared of $634 million and 
a change in the retirement benefits adjustment of $338 million.
EQUIPMENT OPERATIONS
The company’s equipment businesses are capital intensive and 
are subject to seasonal variations in financing requirements for 
inventories and certain receivables from dealers. The equipment 
operations sell a significant portion of their trade receivables  
to financial services. To the extent necessary, funds provided 
from operations are supplemented by external financing sources.

Cash provided by operating activities of the equipment 
operations during 2011, including intercompany cash flows,  
was $2,998 million primarily due to net income adjusted for 
non-cash provisions, an increase in accounts payable and 
accrued expenses and an increase in the net retirement benefits 
liability, partially offset by an increase in inventories and trade 
receivables.

Over the last three years, these operating activities, 
including intercompany cash flows, have provided an aggregate 
of $6,968 million in cash.

Trade receivables held by the equipment operations 
increased by $94 million during 2011. The equipment opera-
tions sell a significant portion of their trade receivables  
to financial services (see previous consolidated discussion).

Inventories increased by $1,308 million in 2011 primarily 
reflecting the increase in production and sales. Most of these 
inventories are valued on the last-in, first-out (LIFO) method. 
The ratios of inventories on a first-in, first-out (FIFO) basis  
(see Note 15), which approximates current cost, to fiscal year 
cost of sales were 27 percent and 26 percent at October 31, 2011 
and 2010, respectively.

Total interest-bearing debt of the equipment operations 
was $3,696 million at the end of 2011, compared with $3,414 
million at the end of 2010 and $3,563 million at the end of 2009. 
The ratio of total debt to total capital (total interest-bearing 
debt and stockholders’ equity) at the end of 2011, 2010 and 
2009 was 35 percent, 35 percent and 43 percent, respectively.

Property and equipment cash expenditures for the 
equipment operations in 2011 were $1,054 million, compared 
with $736 million in 2010. Capital expenditures in 2012 are 
estimated to be $1,200 million to $1,300 million.
FINANCIAL SERVICES
The financial services operations rely on their ability to raise 
substantial amounts of funds to finance their receivable and lease 
portfolios. Their primary sources of funds for this purpose are a 
combination of commercial paper, term debt, securitization of 
retail notes, equity capital and from time to time borrowings 
from Deere & Company.

The cash provided by operating activities and financing 
activities was used for investing activities. Cash flows from the 
financial services’ operating activities, including intercompany 
cash flows, were $1,065 million in 2011. Cash used by investing 
activities totaled $3,231 million in 2011, primarily due to the 
cost of receivables (excluding trade and wholesale) and cost of 
equipment on operating leases exceeding collections of these 
receivables and the proceeds from sales of equipment on 
operating leases by $2,580 million and an increase in trade 
receivables and wholesale notes of $562 million. Cash provided 
by financing activities totaled $2,170 million in 2011,  
representing primarily an increase in external borrowings of 
$1,920 million and borrowings from Deere & Company of 
$553 million, partially offset by $340 million of dividends paid 
to Deere & Company. Cash and cash equivalents increased  
$17 million.

Over the last three years, the financial services operating 
activities, including intercompany cash flows, have provided  
$3,236 million in cash. In addition, an increase in total  
borrowings of $2,798 million and capital investment from 
Deere & Company of $173 million provided cash inflows. 
These amounts have been used mainly to fund receivables 
(excluding trade and wholesale) and equipment on operating 
lease acquisitions, which exceeded collections and the proceeds 
from sales of equipment on operating leases by $4,564 million, 
fund an increase in trade receivables and wholesale notes of 
$1,552 million, pay dividends to Deere & Company of $557 
million and fund purchases of property and equipment of  
$147 million. Cash and cash equivalents decreased $717 million 
over the three-year period.

Receivables and equipment on operating leases increased 
by $2,945 million in 2011, compared with 2010. Total acquisi-
tion volumes of receivables (excluding trade and wholesale notes) 
and cost of equipment on operating leases increased 12 percent 
in 2011, compared with 2010. The volumes of financing leases, 
retail notes, operating leases and revolving charge accounts 
increased approximately 20 percent, 14 percent, 12 percent,  
and 10 percent, respectively, while operating loans decreased  
9 percent. The amount of wholesale notes increased 33 percent 
and trade receivables decreased 6 percent during 2011.  
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At October 31, 2011 and 2010, net receivables and leases 
administered, which include receivables administered but not 
owned, were $27,918 million and $25,029 million, respectively.

Total external interest-bearing debt of the financial 
services operations was $22,894 million at the end of 2011, 
compared with $20,935 million at the end of 2010 and $20,988 
million at the end of 2009. Total external borrowings have 
changed generally corresponding with the level of the receivable 
and lease portfolio, the level of cash and cash equivalents and the 
change in payables owed to Deere & Company. The financial 
services operations’ ratio of total interest-bearing debt to total 
stockholder’s equity was 7.5 to 1 at the end of 2011, 7.1 to 1  
at the end of 2010 and 7.2 to 1 at the end of 2009.

At October 31, 2011, Capital Corporation had a revolving 
credit agreement to utilize bank conduit facilities to securitize 
retail notes with a total capacity, or “financing limit,” of up to 
$2,000 million of secured financings at any time. After a three-
year revolving period, unless the banks and Capital Corporation 
agree to renew, Capital Corporation would liquidate the 
secured borrowings over time as payments on the retail notes 
are collected. At October 31, 2011, $1,384 million of secured 
short-term borrowings was outstanding under the agreement. 
During November 2011, the agreement was renewed and the 
capacity of the agreement was increased to $2,750 million.

In April 2011, the financial services operations entered 
into a $1,106 million public retail note securitization transac-
tion. During 2011, the financial services operations also issued  
$5,586 million and retired $3,209 million of long-term  
borrowings, which were primarily medium-term notes.

OFF-BALANCE-SHEET ARRANGEMENTS

At October 31, 2011, the company had approximately  
$230 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing  
of John Deere equipment. The company may recover a portion 
of any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables.  
The maximum remaining term of the receivables guaranteed at 
October 31, 2011 was approximately five years.

AGGREGATE CONTRACTUAL OBLIGATIONS

The payment schedule for the company’s contractual obligations 
at October 31, 2011 in millions of dollars is as follows: 

    Less   More
    than 2&3 4&5 than
   Total 1 year years years 5 years

On-balance-sheet
Debt*
 Equipment operations .....  $ 3,666 $ 528 $ 990 $ 42 $ 2,106
 Financial services** .......   22,478  7,720  8,500  3,073  3,185 

  Total .........................   26,144  8,248  9,490  3,115  5,291
Interest relating to debt ......   3,740  748  798  590  1,604
Accounts payable ..............   2,942  2,819  83  36  4
Capital leases ....................   30  5  8  3  14

(continued)

    Less   More
    than 2&3 4&5 than
   Total 1 year years years 5 years

Off-balance-sheet
Purchase obligations ..........  $ 3,703 $ 3,672 $ 21 $ 10  
Operating leases ................   435  139  164  73 $ 59

Total ................................  $ 36,994 $ 15,631 $ 10,564 $ 3,827 $ 6,972

* Principal payments.
** Notes payable of $2,777 million classified as short-term on the balance sheet 

related to the securitization of retail notes are included in this table based on the 
expected payment schedule (see Note 18).

The previous table does not include unrecognized tax 
benefit liabilities of approximately $199 million at October 31, 
2011 since the timing of future payments is not reasonably 
estimable at this time (see Note 8). For additional information 
regarding pension and other postretirement employee benefit 
obligations, short-term borrowings, long-term borrowings and 
lease obligations, see Notes 7, 18, 20 and 21, respectively.

CRITICAL ACCOUNTING POLICIES

The preparation of the company’s consolidated financial 
statements in conformity with accounting principles generally 
accepted in the U.S. requires management to make estimates 
and assumptions that affect reported amounts of assets, liabilities, 
revenues and expenses. Changes in these estimates and assump-
tions could have a significant effect on the financial statements. 
The accounting policies below are those management believes 
are the most critical to the preparation of the company’s financial 
statements and require the most difficult, subjective or complex 
judgments. The company’s other accounting policies are 
described in the Notes to the Consolidated Financial Statements.

Sales Incentives
At the time a sale to a dealer is recognized, the company records 
an estimate of the future sales incentive costs for allowances and 
financing programs that will be due when the dealer sells the 
equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes. The final cost of these programs 
and the amount of accrual required for a specific sale are fully 
determined when the dealer sells the equipment to the retail 
customer. This is due to numerous programs available at any 
particular time and new programs that may be announced after 
the company records the sale. Changes in the mix and types of 
programs affect these estimates, which are reviewed quarterly.

The sales incentive accruals at October 31, 2011, 2010 
and 2009 were $1,122 million, $879 million and $806 million, 
respectively. The increases in 2011 and 2010 were primarily 
due to higher sales volumes.

The estimation of the sales incentive accrual is impacted 
by many assumptions. One of the key assumptions is the 
historical percent of sales incentive costs to retail sales from 
dealers. Over the last five fiscal years, this percent has varied  
by an average of approximately plus or minus .6 percent, 
compared to the average sales incentive costs to retail sales 
percent during that period. Holding other assumptions constant, 
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if this estimated cost experience percent were to increase or 
decrease .6 percent, the sales incentive accrual at October 31, 
2011 would increase or decrease by approximately $35 million.

Product Warranties
At the time a sale to a dealer is recognized, the company 
records the estimated future warranty costs. The company 
generally determines its total warranty liability by applying 
historical claims rate experience to the estimated amount of 
equipment that has been sold and is still under warranty based 
on dealer inventories and retail sales. The historical claims rate 
is primarily determined by a review of five-year claims costs  
and consideration of current quality developments. Variances in 
claims experience and the type of warranty programs affect 
these estimates, which are reviewed quarterly.

The product warranty accruals, excluding extended 
warranty unamortized premiums, at October 31, 2011, 2010 
and 2009 were $662 million, $559 million and $513 million, 
respectively. The changes were primarily due to higher sales 
volumes in 2011 and 2010.

Estimates used to determine the product warranty accruals 
are significantly affected by the historical percent of warranty 
claims costs to sales. Over the last five fiscal years, this percent 
has varied by an average of approximately plus or minus  
.05 percent, compared to the average warranty costs to sales 
percent during that period. Holding other assumptions constant, 
if this estimated cost experience percent were to increase or 
decrease .05 percent, the warranty accrual at October 31, 2011 
would increase or decrease by approximately $20 million.

Postretirement Benefit Obligations
Pension obligations and other postretirement employee  
benefit (OPEB) obligations are based on various assumptions 
used by the company’s actuaries in calculating these amounts. 
These assumptions include discount rates, health care cost trend 
rates, expected return on plan assets, compensation increases, 
retirement rates, mortality rates and other factors. Actual results 
that differ from the assumptions and changes in assumptions 
affect future expenses and obligations.

The pension liabilities, net of pension assets, recognized 
on the balance sheet at October 31, 2011, 2010 and 2009 were  
$1,373 million, $693 million and $1,307 million, respectively.  
The OPEB liabilities, net of OPEB assets, on these same dates 
were $5,193 million, $4,830 million and $4,652 million, 
respectively. The increase in pension net liabilities in 2011  
was primarily due to a decrease in discount rates, partially offset 
by the return on plan assets. The decrease in the pension net 
liabilities in 2010 was primarily due to the return on plan assets 
and company contributions, partially offset by a decrease in 
discount rates. The increases in the OPEB net liabilities in 2011 
and 2010 were primarily due to the decreases in discount rates.

The effect of hypothetical changes to selected assumptions 
on the company’s major U.S. retirement benefit plans would be 
as follows in millions of dollars:

  October 31, 2011 2012  ______________  _________
  Increase Increase
 Percentage (Decrease) (Decrease)
Assumptions Change PBO/APBO* Expense

Pension
Discount rate** ................... +/-.5 $ (502)/530 $ (22)/21
Expected return
 on assets ....................... +/-.5    (45)/45
OPEB
Discount rate** ................... +/-.5  (397)/421  (54)/56
Expected return 
 on assets ....................... +/-.5    (6)/6
Health care cost
 trend rate** .................... +/-1.0  886/(683)  199/(152)

* Projected benefit obligation (PBO) for pension plans and accumulated postretirement 
benefit obligation (APBO) for OPEB plans.

** Pretax impact on service cost, interest cost and amortization of gains or losses.

Goodwill
Goodwill is not amortized and is tested for impairment annually 
and when events or circumstances change such that it is more 
likely than not that the fair value of a reporting unit is reduced 
below its carrying amount. The end of the third quarter is the 
annual measurement date. To test for goodwill impairment,  
the carrying value of each reporting unit is compared with its 
fair value. If the carrying value of the goodwill is considered 
impaired, a loss is recognized based on the amount by which the 
carrying value exceeds the implied fair value of the goodwill.

An estimate of the fair value of the reporting unit is 
determined through a combination of comparable market values 
for similar businesses and discounted cash flows. These estimates 
can change significantly based on such factors as the reporting 
unit’s financial performance, economic conditions, interest 
rates, growth rates, pricing, changes in business strategies and 
competition.

Based on this testing, the company identified one  
reporting unit in 2010 and one reporting unit in 2009 for 
which the goodwill was impaired. None were impaired in 
2011. In the fourth quarter of 2010 and 2009, the company 
recorded a non-cash pretax charge in cost of sales of $27 million 
($25 million after-tax) and $289 million ($274 million after-tax), 
respectively. The charges were related to write-downs of the 
goodwill associated with reporting units included in the 
agriculture and turf operating segment. The key factor contrib-
uting to the impairments was a decline in the reporting units’ 
forecasted financial performance (see Note 5).

A 10 percent decrease in the estimated fair value of the 
company’s reporting units would have had no impact on the 
carrying value of goodwill at the annual measurement date in 
2011.
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creating speculative positions or trading. The company’s 
financial services manage the relationship of the types and 
amounts of their funding sources to their receivable and lease 
portfolio in an effort to diminish risk due to interest rate and 
foreign currency fluctuations, while responding to favorable 
financing opportunities. Accordingly, from time to time, these 
operations enter into interest rate swap agreements to manage 
their interest rate exposure. The company also has foreign 
currency exposures at some of its foreign and domestic opera-
tions related to buying, selling and financing in currencies other 
than the local currencies. The company has entered into 
agreements related to the management of these foreign currency 
transaction risks.
Interest Rate Risk
Quarterly, the company uses a combination of cash flow models 
to assess the sensitivity of its financial instruments with interest 
rate exposure to changes in market interest rates. The models 
calculate the effect of adjusting interest rates as follows.  
Cash flows for financing receivables are discounted at the 
current prevailing rate for each receivable portfolio. Cash flows 
for marketable securities are primarily discounted at the 
applicable benchmark yield curve plus market credit spreads. 
Cash flows for unsecured borrowings are discounted at the 
applicable benchmark yield curve plus market credit spreads for 
similarly rated borrowers. Cash flows for securitized borrowings 
are discounted at the swap yield curve plus a market credit 
spread for similarly rated borrowers. Cash flows for interest rate 
swaps are projected and discounted using forward rates from the 
swap yield curve at the repricing dates. The net loss in these 
financial instruments’ fair values which would be caused by 
increasing the interest rates by 10 percent from the market rates 
at October 31, 2011 would have been approximately $42 million. 
The net loss from decreasing the interest rates by 10 percent at 
October 31, 2010 would have been approximately $3 million.

Foreign Currency Risk
In the equipment operations, the company’s practice is to hedge 
significant currency exposures. Worldwide foreign currency 
exposures are reviewed quarterly. Based on the equipment 
operations’ anticipated and committed foreign currency cash 
inflows, outflows and hedging policy for the next twelve 
months, the company estimates that a hypothetical 10 percent 
strengthening of the U.S. dollar relative to other currencies 
through 2012 would decrease the 2012 expected net cash 
inflows by $19 million. At October 31, 2010, a hypothetical  
10 percent weakening of the U.S. dollar under similar assump-
tions and calculations indicated a potential $15 million adverse 
effect on the 2011 net cash inflows.

In the financial services operations, the company’s  
policy is to hedge the foreign currency risk if the currency of 
the borrowings does not match the currency of the receivable 
portfolio. As a result, a hypothetical 10 percent adverse change 
in the value of the U.S. dollar relative to all other foreign 
currencies would not have a material effect on the financial 
services cash flows.

 

Allowance for Credit Losses
The allowance for credit losses represents an estimate of  
the losses expected from the company’s receivable portfolio.  
The level of the allowance is based on many quantitative  
and qualitative factors, including historical loss experience  
by product category, portfolio duration, delinquency trends, 
economic conditions and credit risk quality. The adequacy  
of the allowance is assessed quarterly. Different assumptions or 
changes in economic conditions would result in changes to the 
allowance for credit losses and the provision for credit losses.

The total allowance for credit losses at October 31, 2011, 
2010 and 2009 was $269 million, $296 million and $316 million, 
respectively. The decreases in 2011 and 2010 were primarily 
due to decreases in loss experience. 

The assumptions used in evaluating the company’s 
exposure to credit losses involve estimates and significant 
judgment. The historical loss experience on the receivable 
portfolio represents one of the key assumptions involved in 
determining the allowance for credit losses. Over the last five 
fiscal years, this percent has varied by an average of approxi-
mately plus or minus .18 percent, compared to the average  
loss experience percent during that period. Holding other 
assumptions constant, if this estimated loss experience on the 
receivable portfolio were to increase or decrease .18 percent, 
the allowance for credit losses at October 31, 2011 would 
increase or decrease by approximately $50 million.

Operating Lease Residual Values
The carrying value of equipment on operating leases is affected 
by the estimated fair values of the equipment at the end of the 
lease (residual values). Upon termination of the lease, the 
equipment is either purchased by the lessee or sold to a third 
party, in which case the company may record a gain or a loss 
for the difference between the estimated residual value and the 
sales price. The residual values are dependent on current 
economic conditions and are reviewed quarterly. Changes in 
residual value assumptions would affect the amount of deprecia-
tion expense and the amount of investment in equipment on 
operating leases.

The total operating lease residual values at October 31, 
2011, 2010 and 2009 were $1,425 million, $1,276 million and  
$1,128 million, respectively. The changes in 2011 and 2010 
were primarily due to the increasing levels of operating leases. 

Estimates used in determining end of lease market values 
for equipment on operating leases significantly impact the 
amount and timing of depreciation expense. If future market 
values for this equipment were to decrease 10 percent from  
the company’s present estimates, the total impact would be  
to increase the company’s annual depreciation for equipment 
on operating leases by approximately $50 million.

FINANCIAL INSTRUMENT MARKET RISK INFORMATION

The company is naturally exposed to various interest rate and 
foreign currency risks. As a result, the company enters into 
derivative transactions to manage certain of these exposures that 
arise in the normal course of business and not for the purpose of 
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING
The management of Deere & Company is responsible for 
establishing and maintaining adequate internal control over 
financial reporting. Deere & Company’s internal control system 
was designed to provide reasonable assurance regarding the 
preparation and fair presentation of published financial statements 
in accordance with generally accepted accounting principles.

All internal control systems, no matter how well designed, 
have inherent limitations. Therefore, even those systems 
determined to be effective can provide only reasonable assurance 
with respect to financial statement preparation and presentation 
in accordance with generally accepted accounting principles.

Management assessed the effectiveness of the company’s 
internal control over financial reporting as of October 31, 2011, 
using the criteria set forth in Internal Control – Integrated 
Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. Based on that 
assessment, management believes that, as of October 31, 2011, 
the company’s internal control over financial reporting was 
effective.

The company’s independent registered public accounting 
firm has issued an audit report on the effectiveness of the 
company’s internal control over financial reporting. This report 
appears below.

December 19, 2011

REPORT OF INDEPENDENT  
REGISTERED PUBLIC ACCOUNTING FIRM
Deere & Company:
We have audited the accompanying consolidated balance sheets 
of Deere & Company and subsidiaries (the “Company”) as of 
October 31, 2011 and 2010, and the related statements of 
consolidated income, changes in consolidated stockholders’ 
equity, and consolidated cash flows for each of the three years 
in the period ended October 31, 2011. We also have audited 
the Company’s internal control over financial reporting as of 
October 31, 2011, based on criteria established in Internal 
Control - Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission.  
The Company’s management is responsible for these financial 
statements, for maintaining effective internal control over 
financial reporting, and for its assessment of the effectiveness  
of internal control over financial reporting, included in the 
accompanying Management’s Report on Internal Control Over 
Financial Reporting. Our responsibility is to express an opinion 
on these financial statements and an opinion on the Company’s 
internal control over financial reporting based on our audits.

We conducted our audits in accordance with the  
standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement and 
whether effective internal control over financial reporting was 
maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial state-
ments, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall 
financial statement presentation. Our audit of internal control 
over financial reporting included obtaining an understanding  

of internal control over financial reporting, assessing the risk 
that a material weakness exists, and testing and evaluating the 
design and operating effectiveness of internal control based on 
the assessed risk. Our audits also included performing such other 
procedures as we considered necessary in the circumstances.  
We believe that our audits provide a reasonable basis for our 
opinions.

A company’s internal control over financial reporting is a 
process designed by, or under the supervision of, the company’s 
principal executive and principal financial officers, or persons 
performing similar functions, and effected by the company’s 
board of directors, management, and other personnel to provide 
reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted 
accounting principles. A company’s internal control over 
financial reporting includes those policies and procedures that 
(1) pertain to the maintenance of records that, in reasonable 
detail, accurately and fairly reflect the transactions and  
dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expendi-
tures of the company are being made only in accordance with 
authorizations of management and directors of the company; 
and (3) provide reasonable assurance regarding prevention or 
timely detection of unauthorized acquisition, use, or disposition 
of the company’s assets that could have a material effect on the 
financial statements.

Because of the inherent limitations of internal control 
over financial reporting, including the possibility of collusion  
or improper management override of controls, material 
misstatements due to error or fraud may not be prevented or 
detected on a timely basis. Also, projections of any evaluation  
of the effectiveness of the internal control over financial 
reporting to future periods are subject to the risk that the controls 
may become inadequate because of changes in conditions, or 
that the degree of compliance with the policies or procedures 
may deteriorate.

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, the 
financial position of the Company as of October 31, 2011 and 
2010, and the results of their operations and their cash flows for 
each of the three years in the period ended October 31, 2011, 
in conformity with accounting principles generally accepted in 
the United States of America. Also in our opinion, the Company 
maintained, in all material respects, effective internal control 
over financial reporting as of October 31, 2011, based on the 
criteria established in Internal Control – Integrated Framework 
issued by the Committee of Sponsoring Organizations of the 
Treadway Commission.

Deloitte & Touche LLP
Chicago, Illinois
December 19, 2011
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STATEMENT OF CONSOLIDATED INCOME
For the Years Ended October 31, 2011, 2010 and 2009
(In millions of dollars and shares except per share amounts)

 2011 2010 2009  _______   _______   _______
Net Sales and Revenues
Net sales ....................................................................................................................................................  $ 29,466.1 $ 23,573.2 $ 20,756.1
Finance and interest income .......................................................................................................................   1,922.6  1,825.3  1,842.1
Other income .............................................................................................................................................   623.8  606.1  514.2 

 Total  .....................................................................................................................................................   32,012.5  26,004.6  23,112.4 

Costs and Expenses
Cost of sales ..............................................................................................................................................   21,919.4  17,398.8  16,255.2
Research and development expenses ..........................................................................................................   1,226.2  1,052.4  977.0
Selling, administrative and general expenses ...............................................................................................   3,168.7  2,968.7  2,780.6
Interest expense .........................................................................................................................................   759.4  811.4  1,042.4
Other operating expenses ...........................................................................................................................   716.0  748.1  718.0 

 Total  .....................................................................................................................................................   27,789.7  22,979.4  21,773.2 

Income of Consolidated Group before Income Taxes ..........................................................................   4,222.8  3,025.2  1,339.2
Provision for income taxes ..........................................................................................................................   1,423.6  1,161.6  460.0 

Income of Consolidated Group...............................................................................................................   2,799.2  1,863.6  879.2
Equity in income (loss) of unconsolidated affiliates .......................................................................................   8.6  10.7  (6.3)

Net Income ..............................................................................................................................................   2,807.8  1,874.3  872.9
 Less: Net income (loss) attributable to noncontrolling interests.................................................................   7.9  9.3  (.6)

Net Income Attributable to Deere & Company ......................................................................................  $ 2,799.9 $ 1,865.0 $ 873.5 

Per Share Data
Basic .........................................................................................................................................................  $ 6.71 $ 4.40 $ 2.07
Diluted .......................................................................................................................................................  $ 6.63 $ 4.35 $ 2.06
Dividends declared .....................................................................................................................................  $ 1.52 $ 1.16 $ 1.12

Average Shares Outstanding
Basic .........................................................................................................................................................   417.4  424.0  422.8
Diluted .......................................................................................................................................................   422.4  428.6  424.4

The notes to consolidated financial statements are an integral part of this statement.

Deere & Company
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Deere & Company
CONSOLIDATED BALANCE SHEET
As of October 31, 2011 and 2010
( In millions of dollars except per share amounts)

 2011 2010  _________   _________

ASSETS
Cash and cash equivalents..................................................................................................................................... $ 3,647.2 $ 3,790.6
Marketable securities ............................................................................................................................................  787.3  227.9
Receivables from unconsolidated affiliates ..............................................................................................................  48.0  38.8
Trade accounts and notes receivable - net ..............................................................................................................  3,294.5  3,464.2
Financing receivables - net ....................................................................................................................................  19,923.5  17,682.2
Financing receivables securitized - net ...................................................................................................................  2,905.0  2,238.3
Other receivables ..................................................................................................................................................  1,330.6  925.6
Equipment on operating leases - net ......................................................................................................................  2,150.0  1,936.2
Inventories ............................................................................................................................................................  4,370.6  3,063.0
Property and equipment - net ................................................................................................................................  4,352.3  3,790.7
Investments in unconsolidated affiliates ..................................................................................................................  201.7  244.5
Goodwill ................................................................................................................................................................  999.8  998.6
Other intangible assets - net ..................................................................................................................................  127.4  117.0
Retirement benefits ...............................................................................................................................................  30.4  146.7
Deferred income taxes ...........................................................................................................................................  2,858.6  2,477.1
Other assets ..........................................................................................................................................................  1,180.5  1,194.0
Assets held for sale ...............................................................................................................................................    931.4

Total Assets ........................................................................................................................................................ $ 48,207.4 $ 43,266.8 

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES
Short-term borrowings ........................................................................................................................................... $ 6,852.3 $ 5,325.7
Short-term securitization borrowings ......................................................................................................................  2,777.4  2,208.8
Payables to unconsolidated affiliates ......................................................................................................................  117.7  203.5
Accounts payable and accrued expenses ................................................................................................................  7,804.8  6,481.7
Deferred income taxes ...........................................................................................................................................  168.3  144.3
Long-term borrowings ...........................................................................................................................................  16,959.9  16,814.5
Retirement benefits and other liabilities ..................................................................................................................  6,712.1  5,784.9

   Total liabilities ...........................................................................................................................................  41,392.5  36,963.4

Commitments and contingencies (Note 22)

STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized – 1,200,000,000 shares;
 issued – 536,431,204 shares in 2011 and 2010), at paid-in amount ..................................................................  3,251.7  3,106.3
Common stock in treasury, 130,361,345 shares in 2011 and 114,250,815 shares in 2010, at cost .........................  (7,292.8)  (5,789.5)
Retained earnings ..................................................................................................................................................  14,519.4  12,353.1
Accumulated other comprehensive income (loss):
 Retirement benefits adjustment..........................................................................................................................  (4,135.4)  (3,797.0)
 Cumulative translation adjustment ......................................................................................................................  453.8  436.0
 Unrealized loss on derivatives ............................................................................................................................  (8.3)  (29.2)
 Unrealized gain on investments. .........................................................................................................................  11.9  10.6 

  Accumulated other comprehensive income (loss) ............................................................................................  (3,678.0)  (3,379.6)

Total Deere & Company stockholders’ equity ..........................................................................................................  6,800.3  6,290.3
Noncontrolling interests .........................................................................................................................................  14.6  13.1 

  Total stockholders’ equity ..............................................................................................................................  6,814.9  6,303.4 

Total Liabilities and Stockholders’ Equity ....................................................................................................... $ 48,207.4 $ 43,266.8 

The notes to consolidated financial statements are an integral part of this statement.
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STATEMENT OF CONSOLIDATED CASH FLOWS
For the Years Ended October 31, 2011, 2010 and 2009
( In millions of dollars)

 2011 2010 2009  _________  ________  ________
Cash Flows from Operating Activities
Net income .................................................................................................................................................  $ 2,807.8 $ 1,874.3 $ 872.9
Adjustments to reconcile net income to net cash provided by operating activities:
 Provision for doubtful receivables ............................................................................................................   13.5  106.4  231.8
 Provision for depreciation and amortization ..............................................................................................   914.9  914.8  873.3
 Goodwill impairment charges ..................................................................................................................     27.2  289.2
 Share-based compensation expense .......................................................................................................   69.0  71.2  70.5
 Undistributed earnings of unconsolidated affiliates ...................................................................................   11.1  (2.2)  7.0
 Provision (credit) for deferred income taxes .............................................................................................   (168.0)  175.0  171.6
 Changes in assets and liabilities:
  Trade, notes and financing receivables related to sales .........................................................................   (808.9)  (1,100.6)  481.8
  Inventories .........................................................................................................................................   (1,730.5)  (1,052.7)  452.5
  Accounts payable and accrued expenses .............................................................................................   1,287.0  1,057.7  (1,168.3)
  Accrued income taxes payable/receivable ...........................................................................................   1.2  22.1  (234.2)
  Retirement benefits ............................................................................................................................   495.3  (154.1)  (27.9)
 Other .....................................................................................................................................................   (566.1)  343.1   (35.4)

   Net cash provided by operating activities.........................................................................................   2,326.3   2,282.2   1,984.8 

Cash Flows from Investing Activities
Collections of receivables (excluding receivables related to sales) .................................................................   12,151.4  11,047.1  11,252.0
Proceeds from maturities and sales of marketable securities ........................................................................   32.4  38.4  825.1
Proceeds from sales of equipment on operating leases ................................................................................   683.4  621.9  477.3
Government grants related to property and equipment .................................................................................     92.3  
Proceeds from sales of businesses, net of cash sold ....................................................................................   911.1  34.9  
Cost of receivables acquired (excluding receivables related to sales) .............................................................   (13,956.8)  (12,493.9)  (11,234.2)
Purchases of marketable securities .............................................................................................................   (586.9)  (63.4)  (29.5)
Purchases of property and equipment .........................................................................................................   (1,056.6)  (761.7)  (906.7)
Cost of equipment on operating leases acquired ..........................................................................................   (624.2)  (551.1)  (401.4)
Acquisitions of businesses, net of cash acquired ..........................................................................................   (60.8)  (45.5)  (49.8)
Other .........................................................................................................................................................   (113.7)  (28.1)  10.2

   Net cash used for investing activities ..............................................................................................   (2,620.7)  (2,109.1)  (57.0)

Cash Flows from Financing Activities
Increase (decrease) in total short-term borrowings .......................................................................................   (226.1)  756.0  (1,384.8)
Proceeds from long-term borrowings ...........................................................................................................   5,655.0  2,621.1  6,282.8
Payments of long-term borrowings ..............................................................................................................   (3,220.8)  (3,675.7)  (3,830.3)
Proceeds from issuance of common stock ...................................................................................................   170.0  129.1  16.5
Repurchases of common stock ...................................................................................................................   (1,667.0)  (358.8)  (3.2)
Dividends paid ............................................................................................................................................   (593.1)  (483.5)  (473.4)
Excess tax benefits from share-based compensation ...................................................................................   70.1  43.5  4.6
Other .........................................................................................................................................................   (48.5)  (41.4)  (141.9)

   Net cash provided by (used for) financing activities ..........................................................................   139.6  (1,009.7)  470.3 

Effect of Exchange Rate Changes on Cash and Cash Equivalents ......................................................   11.4  (24.5)  42.2 

Net Increase (Decrease) in Cash and Cash Equivalents ......................................................................   (143.4)  (861.1)  2,440.3
Cash and Cash Equivalents at Beginning of Year .................................................................................   3,790.6  4,651.7  2,211.4 

Cash and Cash Equivalents at End of Year............................................................................................  $ 3,647.2 $ 3,790.6 $ 4,651.7 

The notes to consolidated financial statements are an integral part of this statement.

Deere & Company
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Deere & Company
STATEMENT OF CHANGES IN CONSOLIDATED STOCKHOLDERS’ EQUITY
For the Years Ended October 31, 2009, 2010 and 2011
( In millions of dollars)

 Deere & Company Stockholders

         Accumulated 
    Total Comprehensive    Other Non-
    Stockholders’ Income Common Treasury Retained Comprehensive controlling
    Equity (Loss) Stock Stock Earnings Income (Loss) Interests              

Balance October 31, 2008 ..........................  $ 6,537.2    $ 2,934.0 $ (5,594.6) $ 10,580.6  $ (1,387.3) $ 4.5 

 Net income (loss) .......................................   872.9 $ 873.5      873.5    (.6)
 Other comprehensive income (loss)
  Retirement benefits adjustment ..............   (2,536.6)  (2,536.6)        (2,536.6)
  Cumulative translation adjustment ..........   327.4  326.8        326.8  .6
  Unrealized loss on derivatives .................   (4.0)  (4.0)        (4.0)
  Unrealized gain on investments ...............   7.8   7.8         7.8   

 Total comprehensive income .................   (1,332.5) $ (1,332.5)           

Repurchases of common stock .......................   (3.2)      (3.2)
Treasury shares reissued ................................   33.1      33.1
Dividends declared .........................................   (473.6)        (473.6) 
Stock options and other ..................................   61.8     62.2              (.4)

Balance October 31, 2009 ..........................   4,822.8     2,996.2  (5,564.7)  10,980.5   (3,593.3)  4.1 

 Net income ................................................   1,874.3 $ 1,865.0      1,865.0    9.3
 Other comprehensive income (loss)
  Retirement benefits adjustment ..............   158.0  158.0        158.0
  Cumulative translation adjustment ..........   35.7  35.8        35.8  (.1)
  Unrealized gain on derivatives .................   14.9  14.9        14.9
  Unrealized gain on investments ...............   5.0   5.0         5.0   

 Total comprehensive income .................   2,087.9  $ 2,078.7           9.2 

Repurchases of common stock .......................   (358.8)      (358.8)
Treasury shares reissued ................................   134.0      134.0
Dividends declared .........................................   (492.7)        (492.3)    (.4)
Stock options and other ..................................   110.2     110.1        (.1)    .2 

Balance October 31, 2010 ...........................   6,303.4     3,106.3  (5,789.5)  12,353.1   (3,379.6)  13.1 

 Net income ................................................   2,807.8 $ 2,799.9      2,799.9    7.9
 Other comprehensive income (loss)
  Retirement benefits adjustment ..............   (338.4)  (338.4)        (338.4)
  Cumulative translation adjustment ..........   17.8  17.8        17.8
  Unrealized gain on derivatives .................   20.9  20.9        20.9
  Unrealized gain on investments ...............   1.3   1.3         1.3   

 Total comprehensive income .................   2,509.4  $ 2,501.5           7.9 

Repurchases of common stock .......................   (1,667.0)      (1,667.0)
Treasury shares reissued ................................   163.7      163.7
Dividends declared .........................................   (638.0)        (633.5)    (4.5)
Stock options and other ..................................   143.4     145.4     (.1)    (1.9)

Balance October 31, 2011 ...........................  $ 6,814.9    $ 3,251.7 $ (7,292.8) $ 14,519.4  $ (3,678.0) $ 14.6 

The notes to consolidated financial statements are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIzATION AND CONSOLIDATION

Structure of Operations
The information in the notes and related commentary are 
presented in a format which includes data grouped as follows:

Equipment Operations – Includes the company’s  
agriculture and turf operations and construction and forestry 
operations with financial services reflected on the equity basis. 

Financial Services – Includes the company’s financial 
services operations, which consist of the previous credit 
segment and the “Other” segment that was combined at the 
beginning of fiscal year 2011 into the financial services segment. 
The “Other” segment consisted of an insurance business that 
did not meet the materiality threshold of reporting. It was 
previously included as a separate segment in “Financial Services” 
(see Note 28).

Consolidated – Represents the consolidation of the 
equipment operations and financial services. References to 
“Deere & Company” or “the company” refer to the entire 
enterprise.
Principles of Consolidation
The consolidated financial statements represent primarily the 
consolidation of all companies in which Deere & Company  
has a controlling interest. Certain variable interest entities 
(VIEs) are consolidated since the company has both the power 
to direct the activities that most significantly impact the VIEs’ 
economic performance and the obligation to absorb losses or 
the right to receive benefits that could potentially be significant 
to the VIEs. Deere & Company records its investment in each 
unconsolidated affiliated company (generally 20 to 50 percent 
ownership) at its related equity in the net assets of such affiliate 
(see Note 10). Other investments (less than 20 percent owner-
ship) are recorded at cost. 
Reclassifications
Certain items previously reported in specific financial statement 
captions have been reclassified to conform to the 2011 financial 
statement presentation. Short-term securitization borrowings 
have been shown separately from other short-term borrowings 
on the Consolidated Balance Sheet as a result of the adoption  
of Financial Accounting Standards Board (FASB) Accounting 
Standards Update (ASU) No. 2009-17 (see Note 3). In the 
Supplemental Consolidating Data in Note 31, the costs and 
collections of trade receivables and wholesale notes for the 
financial services statement of cash flows investing activities 
have been presented on a net basis. These receivables have  
short durations with a high turnover rate. The total cash flows 
for the financial services investing activities have not changed. 
The presentation of these receivables on the Statement of 
Consolidated Cash Flows has also not changed and continues  
to be shown as an adjustment to net income in the operating 
activities since they are related to sales.
Variable Interest Entities
The company is the primary beneficiary of and consolidates a 
VIE based on a cost sharing supply contract. The company has 
both the power to direct the activities that most significantly 

impact the VIE’s economic performance and the obligation to 
absorb losses or the right to receive benefits that could poten-
tially be significant to the VIE. No additional support beyond 
what was previously contractually required has been provided 
during any periods presented. The VIE produces blended 
fertilizer and other lawn care products for the agriculture and 
turf segment. 

The assets and liabilities of this supplier VIE consisted of 
the following at October 31 in millions of dollars:

 2011 2010

Cash and cash equivalents ...........................................  $ 11 $ 5
Intercompany receivables .............................................   14  10
Inventories ..................................................................   30  32
Property and equipment – net ......................................   3  4
Other assets ................................................................   3  6

Total assets .................................................................  $ 61 $ 57

Accounts payable and accrued expenses ......................  $ 56 $ 55

Total liabilities ..............................................................  $ 56 $ 55

The VIE is financed primarily through its own liabilities. 
The assets of the VIE can only be used to settle the obligations 
of the VIE. The creditors of the VIE do not have recourse to 
the general credit of the company.

The company previously consolidated certain wind energy 
entities that were VIEs, which invested in wind farms that own 
and operate turbines to generate electrical energy. In December 
2010, the company sold John Deere Renewables, LLC, which 
included these VIEs and other wind energy entities. The assets 
of these VIEs were classified as held for sale at October 31, 2010 
(see Note 4). No additional support to the VIEs beyond what 
was previously contractually required has been provided during 
any periods presented.

The assets and liabilities of these wind energy VIEs 
consisted of the following at October 31 in millions of dollars:

  2010

Total assets held for sale* ............................................................... $ 133

Intercompany borrowings ................................................................ $ 50
Accounts payable and accrued expenses .........................................  5

Total liabilities ................................................................................. $ 55

* Included $129 million property and equipment and $4 million other assets.

The VIEs were financed primarily through intercompany 
borrowings and equity. The VIEs’ assets were pledged as security 
interests for the intercompany borrowings. The remaining 
creditors of the VIEs did not have recourse to the general credit 
of the company.

See Note 13 for VIEs related to securitization of financing 
receivables.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The following are significant accounting policies in addition  
to those included in other notes to the consolidated financial 
statements.
Use of Estimates in Financial Statements
The preparation of financial statements in conformity with 
accounting principles generally accepted in the U.S. requires 
management to make estimates and assumptions that affect the 
reported amounts and related disclosures. Actual results could 
differ from those estimates.
Revenue Recognition
Sales of equipment and service parts are recorded when the sales 
price is determinable and the risks and rewards of ownership are 
transferred to independent parties based on the sales agreements 
in effect. In the U.S. and most international locations, this transfer 
occurs primarily when goods are shipped. In Canada and some 
other international locations, certain goods are shipped to dealers 
on a consignment basis under which the risks and rewards of 
ownership are not transferred to the dealer. Accordingly, in 
these locations, sales are not recorded until a retail customer has 
purchased the goods. In all cases, when a sale is recorded by the 
company, no significant uncertainty exists surrounding the 
purchaser’s obligation to pay. No right of return exists on sales 
of equipment. Service parts returns are estimable and accrued at 
the time a sale is recognized. The company makes appropriate 
provisions based on experience for costs such as doubtful 
receivables, sales incentives and product warranty.

Financing revenue is recorded over the lives of related 
receivables using the interest method. Insurance premiums 
recorded in other income are generally recognized in proportion 
to the costs expected to be incurred over the contract period. 
Deferred costs on the origination of financing receivables are 
recognized as a reduction in finance revenue over the expected 
lives of the receivables using the interest method. Income and 
deferred costs on the origination of operating leases are recog-
nized on a straight-line basis over the scheduled lease terms in 
finance revenue.
Sales Incentives
At the time a sale is recognized, the company records an 
estimate of the future sales incentive costs for allowances  
and financing programs that will be due when a dealer sells  
the equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes.
Product Warranties
At the time a sale is recognized, the company records the 
estimated future warranty costs. These costs are usually  
estimated based on historical warranty claims (see Note 22).
Sales Taxes
The company collects and remits taxes assessed by different 
governmental authorities that are both imposed on and  
concurrent with revenue producing transactions between the 
company and its customers. These taxes may include sales, use, 
value-added and some excise taxes. The company reports the 
collection of these taxes on a net basis (excluded from revenues).

Shipping and Handling Costs
Shipping and handling costs related to the sales of the company’s 
equipment are included in cost of sales.
Advertising Costs
Advertising costs are charged to expense as incurred. This expense 
was $163 million in 2011, $154 million in 2010 and $175 million 
in 2009.
Depreciation and Amortization
Property and equipment, capitalized software and other 
intangible assets are stated at cost less accumulated depreciation 
or amortization. These assets are depreciated over their esti-
mated useful lives generally using the straight-line method. 
Equipment on operating leases is depreciated over the terms of 
the leases using the straight-line method. Property and equip-
ment expenditures for new and revised products, increased 
capacity and the replacement or major renewal of significant 
items are capitalized. Expenditures for maintenance, repairs and 
minor renewals are generally charged to expense as incurred.
Securitization of Receivables
Certain financing receivables are periodically transferred to 
special purpose entities (SPEs) in securitization transactions  
(see Note 13). These securitizations qualify as collateral for 
secured borrowings and no gains or losses are recognized at the 
time of securitization. The receivables remain on the balance 
sheet and are classified as “Financing receivables securitized 
- net.” The company recognizes finance income over the lives 
of these receivables using the interest method. 
Receivables and Allowances
All financing and trade receivables are reported on the balance 
sheet at outstanding principal adjusted for any charge-offs,  
the allowance for credit losses and doubtful accounts, and any 
deferred fees or costs on originated financing receivables. 
Allowances for credit losses and doubtful accounts are main-
tained in amounts considered to be appropriate in relation to 
the receivables outstanding based on collection experience, 
economic conditions and credit risk quality. Receivables are 
written-off to the allowance when the account is considered 
uncollectible.
Impairment of Long-Lived Assets, Goodwill and  
Other Intangible Assets
The company evaluates the carrying value of long-lived assets 
(including property and equipment, goodwill and other 
intangible assets) when events or circumstances warrant such  
a review. Goodwill and intangible assets with indefinite lives  
are tested for impairment annually at the end of the third fiscal 
quarter each year, or more often if events or circumstances 
indicate a reduction in the fair value below the carrying value. 
Goodwill is allocated and reviewed for impairment by reporting 
units, which consist primarily of the operating segments and 
certain other reporting units. The goodwill is allocated to the 
reporting unit in which the business that created the goodwill 
resides. To test for goodwill impairment, the carrying value of 
each reporting unit is compared with its fair value. If the 
carrying value of the goodwill or long-lived asset is considered 
impaired, a loss is recognized based on the amount by which the 
carrying value exceeds the fair value of the asset (see Note 5).
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Derivative Financial Instruments
It is the company’s policy that derivative transactions are 
executed only to manage exposures arising in the normal course 
of business and not for the purpose of creating speculative 
positions or trading. The company’s financial services manage the 
relationship of the types and amounts of their funding sources 
to their receivable and lease portfolio in an effort to diminish 
risk due to interest rate and foreign currency fluctuations, while 
responding to favorable financing opportunities. The company 
also has foreign currency exposures at some of its foreign and 
domestic operations related to buying, selling and financing in 
currencies other than the functional currencies.

All derivatives are recorded at fair value on the balance 
sheet. Cash collateral received or paid is not offset against the 
derivative fair values on the balance sheet. Each derivative is 
designated as either a cash flow hedge, a fair value hedge, or 
remains undesignated. Changes in the fair value of derivatives 
that are designated and effective as cash flow hedges are recorded 
in other comprehensive income and reclassified to the income 
statement when the effects of the item being hedged are 
recognized in the income statement. Changes in the fair value of 
derivatives that are designated and effective as fair value hedges 
are recognized currently in net income. These changes are offset 
in net income to the extent the hedge was effective by fair value 
changes related to the risk being hedged on the hedged item. 
Changes in the fair value of undesignated hedges are recognized 
currently in the income statement. All ineffective changes in 
derivative fair values are recognized currently in net income.

All designated hedges are formally documented as to the 
relationship with the hedged item as well as the risk-management 
strategy. Both at inception and on an ongoing basis the hedging 
instrument is assessed as to its effectiveness. If and when a 
derivative is determined not to be highly effective as a hedge,  
or the underlying hedged transaction is no longer likely to 
occur, or the hedge designation is removed, or the derivative  
is terminated, the hedge accounting discussed above is discon-
tinued (see Note 27). 
Foreign Currency Translation
The functional currencies for most of the company’s foreign 
operations are their respective local currencies. The assets and 
liabilities of these operations are translated into U.S. dollars at 
the end of the period exchange rates. The revenues and 
expenses are translated at weighted-average rates for the period. 
The gains or losses from these translations are recorded in  
other comprehensive income. Gains or losses from transactions 
denominated in a currency other than the functional currency 
of the subsidiary involved and foreign exchange forward 
contracts are included in net income. The pretax net losses for 
foreign exchange in 2011, 2010 and 2009 were $121 million, 
$75 million and $68 million, respectively.

3. NEW ACCOUNTING STANDARDS

New Accounting Standards Adopted
In the first quarter of 2011, the company adopted FASB ASU 
No. 2009-16, Accounting for Transfers of Financial Assets, 
which amends Accounting Standards Codification (ASC) 860, 
Transfers and Servicing (FASB Statement No. 166, Accounting 

for Transfers of Financial Assets an amendment of FASB 
Statement No. 140). This ASU eliminates the qualifying special 
purpose entities from the consolidation guidance and clarifies 
the requirements for isolation and limitations on portions of 
financial assets that are eligible for sale accounting. It requires  
additional disclosures about the risks from continuing involve-
ment in transferred financial assets accounted for as sales.  
The adoption did not have a material effect on the company’s 
consolidated financial statements.

In the first quarter of 2011, the company adopted FASB 
ASU No. 2009-17, Improvements to Financial Reporting by 
Enterprises Involved with Variable Interest Entities, which 
amends ASC 810, Consolidation (FASB Statement No. 167, 
Amendments to FASB Interpretation No. 46(R)). This ASU 
requires a qualitative analysis to determine the primary benefi-
ciary of a VIE. The analysis identifies the primary beneficiary  
as the enterprise that has both the power to direct the activities 
of a VIE that most significantly impact the VIE’s economic 
performance and the obligation to absorb losses or the right  
to receive benefits that could be significant to the VIE.  
The adoption did not have a material effect on the company’s 
consolidated financial statements.

In the first quarter of 2011, the company adopted FASB 
ASU No. 2010-20, Disclosures about the Credit Quality of 
Financing Receivables and the Allowance for Credit Losses, 
which amends ASC 310, Receivables. This ASU requires 
disclosures related to financing receivables and the allowance  
for credit losses by portfolio segment. The ASU also requires 
disclosures of information regarding the credit quality, aging, 
nonaccrual status and impairments by class of receivable.  
A portfolio segment is the level at which a creditor develops a 
systematic methodology for determining its credit allowance.  
A receivable class is a subdivision of a portfolio segment with 
similar measurement attributes, risk characteristics and common 
methods to monitor and assess credit risk. The adoption did  
not have a material effect on the company’s consolidated 
financial statements.

In the fourth quarter of 2011, the company adopted FASB 
ASU No. 2011-02, A Creditor’s Determination of Whether a 
Restructuring Is a Troubled Debt Restructuring, which amends 
ASC 310, Receivables. This ASU states that a troubled debt 
restructuring occurs when a creditor grants a concession it 
would not otherwise consider to a debtor that is experiencing 
financial difficulties. Certain disclosures are required for 
transactions that qualify as troubled debt restructurings.  
The adoption did not have a material effect on the company’s 
consolidated financial statements.
New Accounting Standards to be Adopted
In January 2010, the FASB issued ASU No. 2010-06, 
Improving Disclosures about Fair Value Measurements, which 
amends ASC 820, Fair Value Measurements and Disclosures. 
This ASU requires disclosures of transfers into and out of Levels 
1 and 2, more detailed roll forward reconciliations of Level 3 
recurring fair value measurements on a gross basis, fair value 
information by class of assets and liabilities, and descriptions of 
valuation techniques and inputs for Level 2 and 3 measurements. 
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The effective date was the second quarter of fiscal year 2010 
except for the roll forward reconciliations, which are required 
in the first quarter of fiscal year 2012. The adoption in 2010 did 
not have a material effect and the future adoption will not have 
a material effect on the company’s consolidated financial 
statements.

In May 2011, the FASB issued ASU No. 2011-04, 
Amendments to Achieve Common Fair Value Measurement 
and Disclosure Requirements in U.S. GAAP and IFRSs, which 
amends ASC 820, Fair Value Measurement. This ASU requires 
the categorization by level for items that are required to be 
disclosed at fair value and information about transfers between 
Level 1 and Level 2 and additional disclosure for Level 3 
measurements. In addition, the ASU provides guidance on 
measuring the fair value of financial instruments managed within 
a portfolio and the application of premiums and discounts on 
fair value measurements. The effective date will be the second 
quarter of fiscal year 2012. The adoption will not have a material 
effect on the company’s consolidated financial statements.

In June 2011, the FASB issued ASU No. 2011-05, 
Presentation of Comprehensive Income, which amends ASC 
220, Comprehensive Income. This ASU requires the presenta-
tion of total comprehensive income, total net income and the 
components of net income and comprehensive income either 
in a single continuous statement or in two separate but con-
secutive statements. The requirements do not change how 
earnings per share is calculated or presented. The effective date 
will be the first quarter of fiscal year 2013 and must be applied 
retrospectively. The adoption will not have a material effect on 
the company’s consolidated financial statements.

In September 2011, the FASB issued ASU No. 2011-08, 
Testing Goodwill for Impairment, which amends ASC 350, 
Intangibles - Goodwill and Other. This ASU gives an entity the 
option to first assess qualitative factors to determine if goodwill 
is impaired. The entity may first determine based on qualitative 
factors if it is more likely than not that the fair value of a 
reporting unit is less than its carrying amount, including 
goodwill. If that assessment indicates no impairment, the first 
and second steps of the quantitative goodwill impairment test 
are not required. The effective date will be the first quarter of 
fiscal year 2013 with early adoption permitted. The adoption 
will not have a material effect on the company’s consolidated 
financial statements.

4. ACQUISITIONS AND DISPOSITIONS

In December 2010, the company acquired the remaining  
64 percent ownership interest in A&I Products, Inc., a manu-
facturer and wholesale distributor of replacement parts, for 
approximately $48 million. The fair values assigned to the total 
assets and liabilities related to the acquired entity were approxi-
mately $8 million of receivables, $52 million of inventories,  
$22 million of property and equipment, $18 million of identifi-
able intangible assets, $3 million of other assets, $8 million of 
accounts payable and accrued expenses, $4 million of short-term 

borrowings, $9 million of deferred tax liabilities and $11 million 
of long-term borrowings. The goodwill generated in the 
transaction was not significant. The identifiable intangibles were 
primarily related to customer lists and relationships, which have 
amortization periods with a weighted average of six years.  
The fair value at acquisition date of the original equity interest 
was $23 million. The remeasurement of the equity interest from 
the previous carrying value to fair value was not significant. 
The entity was consolidated and the results of these operations 
have been included in the company’s consolidated financial 
statements in the agriculture and turf segment since the date of 
the acquisition. The pro forma results of operations as if the 
acquisition had occurred at the beginning of the current or 
comparative fiscal year would not differ significantly from the 
reported results.

In December 2010, the company sold John Deere 
Renewables, LLC, its wind energy business for approximately 
$900 million. The company had concluded that its resources 
were best invested in growing its core businesses. These assets 
were reclassified as held for sale and written down to fair value 
less cost to sell at October 31, 2010 (see Note 26). The asset 
write-down in the fourth quarter of 2010 was $35 million 
pretax and included in “Other operating expenses.” The assets 
classified as held for sale after the write-down consisted of  
$908 million of wind energy investments previously included in 
property and equipment and $23 million of other miscellaneous 
assets. At October 31, 2010, the liabilities to be sold, which 
were recorded in accounts payable and accrued expenses, 
totaled $35 million and the related noncontrolling interest was 
$2 million.

5. SPECIAL ITEMS

Restructuring
In September 2008, the company announced it would close its 
manufacturing facility in Welland, Ontario, Canada, and transfer 
production to company operations in Horicon, Wisconsin, U.S., 
and Monterrey and Saltillo, Mexico. The Welland factory 
manufactured utility vehicles and attachments for the agriculture 
and turf business. The factory discontinued manufacturing in 
the fourth quarter of 2009. The move supported ongoing 
efforts aimed at improved efficiency and profitability. 

The closure resulted in total expenses recognized in cost 
of sales in millions of dollars as follows:

 2008 2009 2010 Total

Pension and other 
 postretirement benefits ..................$ 10 $ 27 $ 6 $ 43 
Property and equipment 
 impairments ..................................  21  3  1  25 
Employee termination benefits ............  18  7    25 
Other expenses ..................................    11  8  19 
  Total .........................................$ 49 $ 48 $ 15 $ 112 

 

30

30409 Deere 2011.indd   20 12/15/11   10:24 AM



Cash flows from financing receivables that are related to sales  
to the company’s customers (see Note 12) are also included in 
operating activities. The remaining financing receivables are 
related to the financing of equipment sold by independent 
dealers and are included in investing activities.

The company had the following non-cash operating and 
investing activities that were not included in the statement of 
consolidated cash flows. The company transferred inventory  
to equipment on operating leases of $449 million, $405 million 
and $320 million in 2011, 2010 and 2009, respectively.  
The company also had accounts payable related to purchases  
of property and equipment of $135 million, $135 million and 
$81 million at October 31, 2011, 2010 and 2009, respectively.

Cash payments (receipts) for interest and income taxes 
consisted of the following in millions of dollars:

 2011 2010 2009

Interest:
 Equipment operations ............................ $ 370 $ 378 $ 388
 Financial services ..................................  616  679  878
 Intercompany eliminations......................  (231)  (229)  (273)

Consolidated........................................... $ 755  $ 828  $ 993 

Income taxes:
 Equipment operations ............................ $ 1,379 $ 639 $ 170
 Financial services ..................................  336  (63)  (73)
 Intercompany eliminations......................  (266)  51   109 

Consolidated........................................... $ 1,449  $ 627  $ 206 

7. PENSION AND OTHER POSTRETIREMENT BENEFITS

The company has several defined benefit pension plans  
covering its U.S. employees and employees in certain foreign 
countries. The company has several postretirement health care 
and life insurance plans for retired employees in the U.S. and 
Canada. The company uses an October 31 measurement date 
for these plans.

The components of net periodic pension cost and the 
assumptions related to the cost consisted of the following in 
millions of dollars and in percents:

 2011 2010 2009

Pensions
Service cost .............................................. $ 197 $ 176 $ 124
Interest cost ..............................................  492  510  563
Expected return on plan assets ..................  (793)  (761)  (739)
Amortization of actuarial losses ..................  148  113  1
Amortization of prior service cost ...............  46  42  25
Early-retirement benefits ............................      4
Settlements/curtailments ...........................  1   24   27 

Net cost ................................................... $ 91  $ 104  $ 5 

Weighted-average assumptions
Discount rates ........................................... 5.0% 5.5% 8.1%
Rate of compensation increase ................... 3.9% 3.9% 3.9%
Expected long-term rates of return ............. 8.1% 8.3% 8.3%

All expenses were included in the agriculture and turf 
operating segment. The pretax cash expenditures associated 
with this closure through 2010 were approximately $60 million. 
The expenditures in 2011 were not significant. The annual 
pretax increase in earnings and cash flows due to this restructur-
ing was approximately $40 million in 2011. Property and 
equipment impairment values were based primarily on market 
appraisals. The remaining liability for employee termination 
benefits at October 31, 2011 was not significant.
Voluntary Employee Separations
The company combined the agricultural equipment segment 
and the commercial and consumer equipment segment into the 
agriculture and turf segment effective at the beginning of the 
third quarter of 2009. Voluntary employee separations related 
to the new organizational structure resulted in pretax expenses 
of $91 million in 2009. The expenses were approximately  
60 percent cost of sales and 40 percent selling, administrative 
and general expenses.
Goodwill Impairment
In the fourth quarter of 2010, the company recorded a non-
cash charge in cost of sales for the impairment of goodwill of  
$27 million pretax, or $25 million after-tax. The charge was 
associated with the company’s John Deere Water reporting 
unit, which is included in the agriculture and turf operating 
segment. The goodwill impairment was due to a decline in the 
forecasted financial performance as a result of the global 
economic downturn and more complex integration activities.

In the fourth quarter of 2009, the company recorded a 
non-cash charge in cost of sales for the impairment of goodwill 
of $289 million pretax, or $274 million after-tax. The charge 
was associated with the company’s John Deere Landscapes 
reporting unit, which is included in the agriculture and turf 
operating segment. The key factor contributing to the goodwill 
impairment was a decline in the reporting unit’s forecasted 
financial performance as a result of weak economic conditions.

The methods for determining the fair value of the  
reporting units to measure the fair value of the goodwill 
included a combination of discounted cash flows and  
comparable market values for similar businesses (see Note 26).

6. CASH FLOW INFORMATION

For purposes of the statement of consolidated cash flows,  
the company considers investments with purchased maturities 
of three months or less to be cash equivalents. Substantially all 
of the company’s short-term borrowings, excluding the current 
maturities of long-term borrowings, mature or may require 
payment within three months or less.

The equipment operations sell a significant portion of 
their trade receivables to financial services. These intercompany 
cash flows are eliminated in the consolidated cash flows.

All cash flows from the changes in trade accounts and 
notes receivable (see Note 12) are classified as operating 
activities in the statement of consolidated cash flows as these 
receivables arise from sales to the company’s customers.  
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The components of net periodic postretirement benefits 
cost and the assumptions related to the cost consisted of the 
following in millions of dollars and in percents:

 2011 2010 2009

Health care and life insurance
Service cost .............................................. $ 44 $ 44 $ 28
Interest cost ..............................................  326  337  344
Expected return on plan assets ..................  (113)  (122)  (118)
Amortization of actuarial losses ..................  271  311  65
Amortization of prior service credit .............  (16)  (16)  (12)
Early-retirement benefits ............................      1
Settlements/curtailments ...........................       (1)

Net cost ................................................... $ 512  $ 554  $ 307 

Weighted-average assumptions
Discount rates ........................................... 5.2% 5.6% 8.2%
Expected long-term rates of return ............. 7.7% 7.8% 7.8%

The above benefit plan costs in net income and other 
changes in plan assets and benefit obligations in other compre-
hensive income in millions of dollars were as follows:
  Health Care 
  and
 Pensions Life Insurance    
 2011 2010 2009 2011 2010 2009

Net costs.............................. $ 91 $ 104  $ 5  $ 512 $ 554  $ 307 
Retirement benefits  
  adjustments included in  
  other comprehensive  
  (income) loss:
   Net actuarial losses  
    (gains)  .....................  848  227  2,087  132  (28)  2,024
   Prior service cost  
    (credit)  .....................  9  14  147      (60)
   Amortization of  
    actuarial losses .........  (148)  (113)  (1)  (271)  (311)  (65)
   Amortization of prior 
    service (cost) credit ...  (46)  (42)  (25)  16  16  12
   Settlements/ 
    curtailments ..............  (1)  (24)  (27)       1 
   Total (gain) loss  
    recognized in other  
    comprehensive  
    (income) loss ............  662   62   2,181   (123)  (323)  1,912 
Total recognized  
  in comprehensive 
 (income) loss .................... $ 753  $ 166  $2,186  $ 389  $ 231  $ 2,219 

In 2011, the company decided to participate in a prescrip-
tion drug plan to provide group benefits under Medicare Part D 
as an alternative to collecting the retiree drug subsidy. This 
change, which will take effect in 2013, is expected to result in 
future cost savings to the company greater than the Medicare 
retiree drug subsidies over time. The change is included in  
the health care postretirement benefit obligation in 2011.  
The participants’ level of benefits will not be affected.

 

The benefit plan obligations, funded status and the 
assumptions related to the obligations at October 31 in millions 
of dollars follow:
  Health Care 
  and
 Pensions Life Insurance  ___________   ____________
 2011 2010 2011 2010

Change in benefit obligations
Beginning of year balance ................  $ (10,197) $ (9,708) $ (6,467) $ (6,318)
Service cost ....................................   (197)  (176)  (44)  (44)
Interest cost ....................................   (492)  (510)  (326)  (337)
Actuarial losses ...............................   (656)  (517)  (113)  (69)
Amendments ...................................   (9)  (14)    
Benefits paid ...................................   648  681  340  325
Health care subsidy receipts ............       (14)  (15)
Settlements/curtailments .................   1  17    
Foreign exchange and other .............   (23)   30   (28)  (9)

End of year balance .........................   (10,925)  (10,197)  (6,652)  (6,467)

Change in plan assets (fair value)
Beginning of year balance ................   9,504  8,401  1,637  1,666
Actual return on plan assets .............   600  1,054  95  219
Employer contribution ......................   79  763  43  73
Benefits paid ...................................   (648)  (681)  (340)  (325)
Settlements .....................................   (1)  (17)    
Foreign exchange and other .............   18    (16)  24   4 

End of year balance .........................   9,552   9,504   1,459   1,637 

Funded status ..............................  $ (1,373) $ (693) $ (5,193) $ (4,830)

Weighted-average assumptions
Discount rates .................................  4.4% 5.0% 4.4% 5.2% 
Rate of compensation increase ........  3.9% 3.9%   

The amounts recognized at October 31 in millions of 
dollars consist of the following:
  Health Care 
  and
 Pensions Life Insurance  ___________   ____________
 2011 2010 2011 2010

Amounts recognized in  
 balance sheet
Noncurrent asset .............................  $ 30 $ 147    
Current liability ................................   (60)  (55) $ (23) $ (27)
Noncurrent liability ............................   (1,343)  (785)  (5,170)  (4,803)

Total ...............................................  $ (1,373) $ (693) $ (5,193) $ (4,830)

Amounts recognized in  
 accumulated other compre- 
 hensive income – pretax
Net actuarial losses .........................  $ 4,473 $ 3,774 $ 2,067 $ 2,206
Prior service cost (credit) ..................   147   184   (64)  (80)

Total ...............................................  $ 4,620  $ 3,958  $ 2,003  $ 2,126 
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The total accumulated benefit obligations for all pension 
plans at October 31, 2011 and 2010 was $10,363 million and 
$9,734 million, respectively.

The accumulated benefit obligations and fair value of plan 
assets for pension plans with accumulated benefit obligations in 
excess of plan assets were $10,168 million and $9,321 million, 
respectively, at October 31, 2011 and $1,039 million and  
$583 million, respectively, at October 31, 2010. The projected 
benefit obligations and fair value of plan assets for pension plans 
with projected benefit obligations in excess of plan assets were  
$10,784 million and $9,381 million, respectively, at October 31, 
2011 and $6,407 million and $5,567 million, respectively, at 
October 31, 2010.

The amounts in accumulated other comprehensive income 
that are expected to be amortized as net expense (income) during 
fiscal 2012 in millions of dollars follow:

   Health Care
   and
  Pensions Life Insurance

Net actuarial losses ..................................... $ 201 $ 239
Prior service cost (credit) .............................   42  (15)

Total ........................................................... $ 243 $ 224 

The company expects to contribute approximately  
$439 million to its pension plans and approximately $27 million  
to its health care and life insurance plans in 2012, which include 
direct benefit payments on unfunded plans.

The benefits expected to be paid from the benefit plans, 
which reflect expected future years of service, and the  
Medicare subsidy expected to be received are as follows in 
millions of dollars:

   Health Care Health Care
   and Subsidy
  Pensions Life Insurance Receipts*

2012 ...............................  $ 680 $ 360 $ 17
2013 ...............................   677  375  3
2014 ...............................   684  391  
2015 ...............................   680  406  
2016 ...............................   684  418  
2017 to 2021 ..................   3,723  2,244  
* Medicare Part D subsidy.

The annual rates of increase in the per capita cost of 
covered health care benefits (the health care cost trend rates) 
used to determine accumulated postretirement benefit obliga-
tions were based on the trends for medical and prescription 
drug claims for pre- and post-65 age groups due to the effects 
of Medicare. At October 31, 2011, the weighted-average 
composite trend rates for these obligations were assumed to be  
a 7.3 percent increase from 2011 to 2012, gradually decreasing 
to 5.0 percent from 2017 to 2018 and all future years.  

The obligations at October 31, 2010 and the cost in 2011 
assumed a 7.7 percent increase from 2010 to 2011, gradually 
decreasing to 5.0 percent from 2016 to 2017 and all future 
years. An increase of one percentage point in the assumed 
health care cost trend rate would increase the accumulated 
postretirement benefit obligations by $900 million and the 
aggregate of service and interest cost component of net periodic 
postretirement benefits cost for the year by $55 million.  
A decrease of one percentage point would decrease the obliga-
tions by $695 million and the cost by $43 million.

The discount rate assumptions used to determine the 
postretirement obligations at October 31, 2011 and 2010 were 
based on hypothetical AA yield curves represented by a series  
of annualized individual discount rates. These discount rates 
represent the rates at which the company’s benefit obligations 
could effectively be settled at the October 31 measurement dates.

Fair value measurement levels in the following tables are 
defined in Note 26.

The fair values of the pension plan assets by category at 
October 31, 2011 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 1,074 $ 179 $ 895  
Equity:
 U.S. equity securities ......................  2,070  2,070    
 U.S. equity funds ............................  49  11  38   
 International equity securities .........  1,086  1,086    
 International equity funds ...............  319  29  290  
Fixed Income:
 Government and agency securities ..  543  516  27  
 Corporate debt securities ................  196    196  
 Residential mortgage-backed and 
  asset-backed securities..............  180    180  
 Fixed income funds ........................  1,077  54  1,023  
Real estate ........................................  505  75  14 $ 416
Private equity/venture capital .............  1,123      1,123
Hedge funds ......................................  608  3  462  143
Other investments .............................  448    448  
Derivative contracts - assets* .............  787  21  766  
Derivative contracts - liabilities** ........  (473)  (15)  (458)  
Receivables, payables and other ..........  (40)  (40)    
Securities lending collateral ................  750    750  
Securities lending liability ...................  (750)     (750)   

Total net assets ..............................$ 9,552  $ 3,989  $ 3,881  $ 1,682

* Includes contracts for interest rates of $742 million, foreign currency of $19 million 
and other of $26 million.

** Includes contracts for interest rates of $442 million, foreign currency of $17 million 
and other of $14 million.
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The fair values of the health care assets by category at 
October 31, 2011 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 58 $ 7 $ 51  
Equity:
 U.S. equity securities ......................  372  372     
 U.S. equity funds ............................  84  84     
 International equity securities .........  64  64     
 International equity funds ...............  210    210  
Fixed Income:
 Government and agency securities ..  250  246  4   
 Corporate debt securities ................  39    39   
 Residential mortgage-backed and 
  asset-backed securities..............  22    22   
 Fixed income funds ........................  107    107   
Real estate ........................................  57  4  32 $ 21 
Private equity/venture capital .............  55      55 
Hedge funds ......................................  110    103  7 
Other investments .............................  22    22   
Derivative contracts - assets* .............  12  1  11   
Derivative contracts - liabilities** ........  (2)  (1)  (1)   
Receivables, payables and other ..........  (1)  (1)     
Securities lending collateral ................  215    215   
Securities lending liability ...................  (215)     (215)    

Total net assets ..............................$ 1,459  $ 776  $ 600  $ 83 

* Includes contracts for interest rates of $10 million, foreign currency of $1 million 
and other of $1 million.

** Includes contracts for foreign currency of $1 million and other of $1 million.

The fair values of the pension plan assets by category at 
October 31, 2010 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 1,782 $ 347 $ 1,435
Equity:
 U.S. equity securities ......................  1,991  1,985  6  
 U.S. equity funds ............................  40  4  36   
 International equity securities .........  1,208  1,205  3  
 International equity funds ...............  381  52  329  
Fixed Income:
 Government and agency securities ..  792  363  429  
 Corporate debt securities ................  263  1  262  
 Residential mortgage-backed and 
  asset-backed securities..............  197    197  
 Fixed income funds ........................  350  39  311  
Real estate ........................................  459  87  14 $ 358
Private equity/venture capital .............  864      864
Hedge funds ......................................  499  3  351  145
Other investments .............................  436    436  
Derivative contracts - assets* .............  900  30  870  
Derivative contracts - liabilities** ........  (588)  (7)  (581)  
Receivables, payables and other ..........  (70)  (70)    
Securities lending collateral ................  665    665  
Securities lending liability ...................  (665)     (665)   

Total net assets ..............................$ 9,504  $ 4,039  $ 4,098  $ 1,367

* Includes contracts for interest rates of $820 million, foreign currency of $52 million 
and other of $28 million.

** Includes contracts for interest rates of $511 million, foreign currency of $72 million 
and other of $5 million.

The fair values of the health care assets by category at 
October 31, 2010 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 146 $ 23 $ 123
Equity:
 U.S. equity securities ......................  515  515     
 International equity securities .........  75  75     
 International equity funds ...............  247  1  246  
Fixed Income:
 Government and agency securities ..  283  255  28   
 Corporate debt securities ................  43    43   
 Residential mortgage-backed and 
  asset-backed securities..............  28    28   
 Fixed income funds ........................  74    74   
Real estate ........................................  58  5  33 $ 20 
Private equity/venture capital .............  48      48 
Hedge funds ......................................  86    78  8 
Other investments .............................  24    24   
Derivative contracts - assets* .............  17  2  15   
Derivative contracts - liabilities** ........  (4)    (4)   
Receivables, payables and other ..........  (3)  (3)     
Securities lending collateral ................  263    263   
Securities lending liability ...................  (263)     (263)    

Total net assets ..............................$ 1,637  $ 873  $ 688  $ 76 

* Includes contracts for interest rates of $12 million, foreign currency of $3 million 
and other of $2 million.

** Includes contracts for foreign currency of $4 million.

A reconciliation of Level 3 pension and health care  
asset fair value measurements in millions of dollars follows:
   Private Equity/ 
  Real Venture Hedge
 Total Estate Capital Funds

October 31, 2009* .........  $ 1,233 $ 336 $ 716 $ 181
Realized gain ....................   21  16  4  1
Change in unrealized 
 gain (loss) ....................   90  (13)  97  6
Purchases, sales and 
 settlements - net ..........   99  39   95  (35)

October 31, 2010* ..........   1,443  378   912  153 
Realized gain ....................   33    32  1
Change in unrealized 
 gain .............................   192  48  141  3
Purchases, sales and 
 settlements - net ..........   97  11   93  (7)

October 31, 2011* ..........  $ 1,765 $ 437  $ 1,178 $ 150 

* Health care Level 3 assets represent approximately 5 percent of the reconciliation 
amounts.
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Fair values are determined as follows:
Cash and Short-Term Investments – Includes accounts and 

cash funds that are valued based on the account value, which 
approximates fair value, or on the fund’s net asset value (NAV) 
based on the fair value of the underlying securities. Also included 
are securities that are valued using a market approach (matrix 
pricing model) in which all significant inputs are observable or 
can be derived from or corroborated by observable market data.

Equity Securities and Funds – The values are determined 
primarily by closing prices in the active market in which the 
equity investment trades, or the fund’s NAV, based on the fair 
value of the underlying securities.

Fixed Income Securities and Funds – The securities are 
valued using either a market approach (matrix pricing model)  
in which all significant inputs are observable or can be derived 
from or corroborated by observable market data such as interest 
rates, yield curves, volatilities, credit risk and prepayment speeds, 
or they are valued using the closing prices in the active market 
in which the fixed income investment trades. Fixed income 
funds are valued using the NAV, based on the fair value of the 
underlying securities.

Real Estate, Venture Capital and Private Equity –  
The investments, which are structured as limited partnerships, 
are valued using an income approach (estimated cash flows 
discounted over the expected holding period), as well as a 
market approach (the valuation of similar securities and 
properties). These investments are valued at estimated fair value 
based on their proportionate share of the limited partnership’s 
fair value that is determined by the general partner. Real estate 
investment trusts are valued at the closing prices in the active 
markets in which the investment trades. Real estate investment 
funds are valued at the NAV, based on the fair value of the 
underlying securities.

Hedge Funds and Other Investments – The investments are 
valued using the NAV provided by the administrator of the fund, 
which is based on the fair value of the underlying securities.

Interest Rate, Foreign Currency and Other Derivative 
Instruments – The derivatives are valued using either an income 
approach (discounted cash flow) using market observable inputs, 
including swap curves and both forward and spot exchange 
rates, or a market approach (closing prices in the active market 
in which the derivative instrument trades).

The primary investment objective for the pension plan 
assets is to maximize the growth of these assets to meet the 
projected obligations to the beneficiaries over a long period of 
time, and to do so in a manner that is consistent with the 
company’s earnings strength and risk tolerance. The primary 
investment objective for the health care plan assets is to provide 
the company with the financial flexibility to pay the projected 
obligations to beneficiaries over a long period of time. The asset 
allocation policy is the most important decision in managing  
the assets and it is reviewed regularly. The asset allocation 
policy considers the company’s financial strength and long-term 

asset class risk/return expectations since the obligations are 
long-term in nature. The current target allocations for pension 
assets are approximately 37 percent for equity securities,  
39 percent for debt securities, 5 percent for real estate and  
19 percent for other investments. The target allocations for 
health care assets are approximately 50 percent for equity 
securities, 33 percent for debt securities, 3 percent for real estate 
and 14 percent for other investments. The allocation percentages 
above include the effects of combining derivatives with other 
investments to manage asset allocations and exposures to interest 
rates and foreign currency exchange. The assets are well 
diversified and are managed by professional investment firms as 
well as by investment professionals who are company employees. 
As a result of the company’s diversified investment policy, there 
were no significant concentrations of risk.

The expected long-term rate of return on plan assets 
reflects management’s expectations of long-term average rates 
of return on funds invested to provide for benefits included in 
the projected benefit obligations. The expected return is based 
on the outlook for inflation and for returns in multiple asset 
classes, while also considering historical returns, asset allocation 
and investment strategy. The company’s approach has empha-
sized the long-term nature of the return estimate such that the 
return assumption is not changed unless there are fundamental 
changes in capital markets that affect the company’s expectations 
for returns over an extended period of time (i.e., 10 to 20 years). 
The average annual return of the company’s U.S. pension fund 
was approximately 7.6 percent during the past ten years and 
approximately 9.6 percent during the past 20 years. Since return 
premiums over inflation and total returns for major asset classes 
vary widely even over ten-year periods, recent history is not 
necessarily indicative of long-term future expected returns.  
The company’s systematic methodology for determining the 
long-term rate of return for the company’s investment strategies 
supports the long-term expected return assumptions.

The company has created certain Voluntary Employees’ 
Beneficiary Association trusts (VEBAs) for the funding of 
postretirement health care benefits. The future expected asset 
returns for these VEBAs are lower than the expected return on 
the other pension and health care plan assets due to investment 
in a higher proportion of liquid securities. These assets are in 
addition to the other postretirement health care plan assets that 
have been funded under Section 401(h) of the U.S. Internal 
Revenue Code and maintained in a separate account in the 
company’s pension plan trust.

The company has defined contribution plans related to 
employee investment and savings plans primarily in the U.S.  
The company’s contributions and costs under these plans were  
$108 million in 2011, $85 million in 2010 and $131 million  
in 2009. The contribution rate varies primarily based on the 
company’s performance in the prior year and employee 
participation in the plans.
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amount of cash and cash equivalents and marketable securities 
held by these foreign subsidiaries was $720 million.

Deferred income taxes arise because there are certain 
items that are treated differently for financial accounting than 
for income tax reporting purposes. An analysis of the deferred 
income tax assets and liabilities at October 31 in millions of 
dollars follows:
 2011 2010   ______________   _______________
 Deferred Deferred Deferred Deferred
 Tax Tax Tax Tax  
 Assets Liabilities Assets Liabilities

Other postretirement  
 benefit liabilities .......................  $ 1,944   $ 1,762  
Accrual for sales allowances .........   438    361  
Pension liabilities - net ..................   279    199  
Accrual for employee benefits .......   189    175  
Inventory ......................................   152    89  
Tax over book depreciation ............    $ 492   $ 521
Tax loss and tax credit  
 carryforwards ..........................   121    141  
Lease transactions .......................     309    225
Allowance for credit losses ............   115    137  
Goodwill and other  
 intangible assets ......................     123    117
Share-based compensation ..........   113    101  
Deferred gains on distributed  
 foreign earnings .......................   83    78  
Deferred compensation .................   37    35  
Undistributed foreign earnings .......     19    18
Other items ..................................   348  112  328  128
Less valuation allowances .............   (74)    (64)  

Deferred income tax
 assets and liabilities ............  $ 3,745 $ 1,055 $ 3,342  $ 1,009

Deere & Company files a consolidated federal income tax 
return in the U.S., which includes the wholly-owned financial 
services subsidiaries. These subsidiaries account for income taxes 
generally as if they filed separate income tax returns.

At October 31, 2011, certain tax loss and tax credit 
carryforwards of $121 million were available with $103 million 
expiring from 2012 through 2031 and $18 million with an 
unlimited expiration date.

The Patient Protection and Affordable Care Act as 
amended by the Healthcare and Education Reconciliation Act 
of 2010 was signed into law in the company’s second fiscal 
quarter of 2010. Under the legislation, to the extent the 
company’s future health care drug expenses are reimbursed 
under the Medicare Part D retiree drug subsidy program,  
the expenses will no longer be tax deductible effective 
November 1, 2013. Since the tax effects for the retiree health 
care liabilities were reflected in the company’s financial 
statements, the entire impact of this tax change relating to the 
future retiree drug costs was recorded in tax expense in the 
second quarter of 2010, which was the period in which the 
legislation was enacted. As a result of the legislation, the 
company’s tax expenses increased approximately $130 million 
in 2010.

 

8. INCOME TAXES

The provision for income taxes by taxing jurisdiction and  
by sig nificant component consisted of the following in millions 
of dollars:

 2011 2010 2009

Current:
 U.S.:
  Federal .......................................................  $ 928 $ 574 $ 3
  State ..........................................................   144  50  12
 Foreign ...........................................................   520  363  273 

   Total current ...........................................   1,592  987  288 

Deferred:
 U.S.:
   Federal .......................................................   (135)  156  246
  State ..........................................................   (28)  11  10
 Foreign ...........................................................   (5)  8  (84)

   Total deferred .........................................   (168)  175  172 

Provision for income taxes .............................  $ 1,424  $ 1,162 $ 460 

Based upon location of the company’s operations, the 
consolidated income before income taxes in the U.S. in 2011, 
2010 and 2009 was $2,618 million, $2,048 million and $756 
million, respectively, and in foreign countries was $1,605 million, 
$977 million and $583 million, respectively. Certain foreign 
operations are branches of Deere & Company and are, there-
fore, subject to U.S. as well as foreign income tax regulations. 
The pretax income by location and the preceding analysis of the 
income tax provision by taxing jurisdiction are, therefore, not 
directly related.

A comparison of the statutory and effective income tax  
provision and reasons for related differences in millions of 
dollars follow:

 2011 2010 2009

U.S. federal income tax provision 
 at a statutory rate of 35 percent ................  $ 1,478 $ 1,059 $ 469
Increase (decrease) resulting from:
Nondeductible health care claims* ........................     123  
Nondeductible goodwill impairment charge ...........     7  86
State and local income taxes, net of 
 federal income tax benefit ...............................   75  40  14
Wind energy production tax credits ......................     (30)  (26)
Research and development tax credits .................   (38)  (5)  (25)
Tax rates on foreign activities ...............................   (70)  (59)  (27)
Other-net ............................................................   (21)  27   (31)

Provision for income taxes .............................  $ 1,424  $ 1,162  $ 460        

* Cumulative adjustment from change in law. Effect included in state taxes was  
$7 million.

At October 31, 2011, accumulated earnings in certain 
subsidiaries outside the U.S. totaled $2,597 million for which 
no provision for U.S. income taxes or foreign withholding taxes 
has been made, because it is expected that such earnings will be 
reinvested outside the U.S. indefinitely. Determination of the 
amount of unrecognized deferred tax liability on these unremit-
ted earnings is not practicable. At October 31, 2011, the 
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9. OTHER INCOME AND OTHER OPERATING EXPENSES

The major components of other income and other operating 
expenses consisted of the following in millions of dollars:
 2011 2010 2009

Other income 
Revenues from services ............................. $ 217 $ 276 $ 236
Insurance premiums and fees earned .........  236  198  182
Investment income ....................................  11  10  9
Other ........................................................  160  122  87

 Total ..................................................... $ 624 $ 606 $ 514

Other operating expenses
Depreciation of equipment on
 operating leases .................................... $ 306 $ 288 $ 288
Cost of services .........................................  115  198  190
Insurance claims and expenses ..................  193  146  167
Other ........................................................  102  116  73

 Total ..................................................... $ 716 $ 748 $ 718

The company issues insurance policies for crop insurance 
and extended equipment warranties. In 2011, the crop insur-
ance subsidiary utilized reinsurance to limit its losses and reduce 
its exposure to claims. Prior to 2011, the crop insurance 
business was conducted through managing general agency 
agreements with external insurance companies. Although 
reinsurance contracts permit recovery of certain claims from 
reinsurers, the insurance subsidiary is not relieved of its primary 
obligation to the policyholders. The premiums ceded by the 
crop insurance subsidiary in 2011 and claims recoveries on  
the ceded business were $246 million and $271 million, 
respectively. These amounts from reinsurance are netted against 
the insurance premiums and fees earned and the insurance 
claims and expenses in the table above.
10. UNCONSOLIDATED AFFILIATED COMPANIES

Unconsolidated affiliated companies are companies in which 
Deere & Company generally owns 20 percent to 50 percent  
of the outstanding voting shares. Deere & Company does not 
control these companies and accounts for its investments in 
them on the equity basis. The investments in these companies 
primarily consist of Bell Equipment Limited (32 percent 
ownership), Deere-Hitachi Construction Machinery 
Corporation (50 percent ownership), Xuzhou XCG  
John Deere Machinery Manufacturing Co., Ltd. (50 percent 
ownership) and John Deere Tiantuo Company, Ltd. (51 percent 
ownership). The unconsolidated affiliated companies primarily 
manufacture or market equipment. Deere & Company’s share 
of the income or loss of these companies is reported in the 
consolidated income statement under “Equity in income (loss) 
of unconsolidated affiliates.” The investment in these companies 
is reported in the consolidated balance sheet under “Investments 
in unconsolidated affiliates.”

A reconciliation of the total amounts of unrecognized tax 
benefits at October 31 in millions of dollars follows:

 2011 2010 2009

Beginning of year balance ....................... $ 218 $ 260 $ 236
Increases to tax positions taken during  
 the current year .......................................  23  36  29
Increases to tax positions taken during  
 prior years...............................................  13  83  12
Decreases to tax positions taken during  
 prior years...............................................  (42)  (133)  (28)
Decreases due to lapse of statute of  
 limitations ...............................................  (13)  (2)  (3)
Settlements .................................................  (1)  (19)  (5)
Foreign exchange ........................................  1   (7)  19 

End of year balance ................................. $ 199  $ 218  $ 260 

The amount of unrecognized tax benefits at October 31, 
2011 that would affect the effective tax rate if the tax benefits 
were recognized was $49 million. The remaining liability was 
related to tax positions for which there are offsetting tax 
receivables, or the uncertainty was only related to timing.  
The company expects that any reasonably possible change in 
the amounts of unrecognized tax benefits in the next twelve 
months would not be significant.

The company files its tax returns according to the tax laws 
of the jurisdictions in which it operates, which includes the 
U.S. federal jurisdiction, and various state and foreign jurisdic-
tions. The U.S. Internal Revenue Service has completed the 
examination of the company’s federal income tax returns for 
periods prior to 2009. The years 2009 and 2010 federal income 
tax returns are currently under examination. Various state and 
foreign income tax returns, including major tax jurisdictions in 
Canada and Germany, also remain subject to examination by 
taxing authorities.

The company’s policy is to recognize interest related to 
income taxes in interest expense and interest income, and 
recognize penalties in selling, administrative and general 
expenses. During 2011, 2010 and 2009, the total amount of 
expense from interest and penalties was $3 million, $3 million 
and $4 million and the interest income was $3 million,  
$5 million and $3 million, respectively. At October 31, 2011 
and 2010, the liability for accrued interest and penalties totaled 
$39 million and $41 million and the receivable for interest was  
$7 million and $5 million, respectively.
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Combined financial information of the unconsolidated 
affiliated companies in millions of dollars follows:

Operations 2011 2010 2009

Sales ........................................................ $ 2,233 $ 1,502 $ 1,404
Net income (loss) ......................................  34  23  (23)
Deere & Company’s equity in
 net income (loss) ...................................  9  11  (6)

Financial Position  2011 2010

Total assets ............................................................. $ 1,357 $ 1,300
Total external borrowings .........................................  321  201
Total net assets .......................................................  495  584
Deere & Company’s share of
 the net assets .....................................................  202  244

Consolidated retained earnings at October 31, 2011 
include undistributed earnings of the unconsolidated affiliates  
of $65 million. Dividends from unconsolidated affiliates were  
$18 million in 2011, $6 million in 2010 and $.4 million in 2009.
11. MARKETABLE SECURITIES

All marketable securities are classified as available-for-sale,  
with unrealized gains and losses shown as a component of 
stockholders’ equity. Realized gains or losses from the sales of 
marketable securities are based on the specific identification 
method.

The amortized cost and fair value of marketable securities 
at October 31 in millions of dollars follow:
  Gross Gross 
 Amortized Unrealized Unrealized Fair
 Cost Gains Losses Value

2011
U.S. government debt securities .... $ 571 $ 6 $ 1 $ 576
Municipal debt securities ..............  34  2    36
Corporate debt securities ..............  83  6    89
Residential mortgage- 
 backed securities* ....................  82  4    86                                                             

Marketable securities ............... $ 770 $ 18 $ 1 $ 787

2010
U.S. government debt securities .... $ 57 $ 6   $ 63
Municipal debt securities ..............  26  2    28
Corporate debt securities ..............  58  5    63
Residential mortgage- 
 backed securities* ....................  69  4 $ 1  72
Other debt securities ....................  2      2

Marketable securities ............... $ 212 $ 17 $ 1 $ 228

* Primarily issued by U.S. government sponsored enterprises.

The contractual maturities of debt securities at October 31, 
2011 in millions of dollars follow:

 Amortized Fair
 Cost Value

Due in one year or less .................................................  $ 209 $ 209
Due after one through five years ....................................   355  358
Due after five through 10 years .....................................   74  80
Due after 10 years ........................................................   50  54
Residential mortgage-backed securities ........................   82  86

Debt securities ..........................................................  $ 770 $ 787

 

Actual maturities may differ from contractual maturities 
because some securities may be called or prepaid. Proceeds from 
the sales of available-for-sale securities were $2 million in 2011, 
none in 2010 and $759 million in 2009. Realized gains were 
none, none and $4 million and realized losses were none,  
none and $8 million in 2011, 2010 and 2009, respectively.  
The increase (decrease) in net unrealized gains or losses and 
unrealized losses that have been continuous for over twelve 
months were not material in any years presented. Unrealized 
losses at October 31, 2011 and 2010 were primarily the result of 
an increase in interest rates and were not recognized in income 
due to the ability and intent to hold to maturity. Losses related 
to impairment write-downs were none in 2011, none in 2010 
and $2 million in 2009.
12. RECEIVABLES

Trade Accounts and Notes Receivable
Trade accounts and notes receivable at October 31 consisted of 
the following in millions of dollars:

 2011 2010

Trade accounts and notes:
 Agriculture and turf .................................................  $ 2,618 $ 2,929
 Construction and forestry.........................................   676  535

Trade accounts and notes receivable–net .............  $ 3,294 $ 3,464

At October 31, 2011 and 2010, dealer notes included in 
the previous table were $97 million and $852 million, and the 
allowance for doubtful trade receivables was $72 million and 
$71 million, respectively.

The equipment operations sell a significant portion of their 
trade receivables to financial services and provide compensation 
to these operations at approximate market rates of interest.

Trade accounts and notes receivable primarily arise from 
sales of goods to independent dealers. Under the terms of the 
sales to dealers, interest is charged to dealers on outstanding 
balances, from the earlier of the date when goods are sold to 
retail customers by the dealer or the expiration of certain 
interest-free periods granted at the time of the sale to the dealer, 
until payment is received by the company. Dealers cannot cancel 
purchases after the equipment is shipped and are responsible for 
payment even if the equipment is not sold to retail customers. 
The interest-free periods are determined based on the type of 
equipment sold and the time of year of the sale. These periods 
range from one to twelve months for most equipment. Interest-
free periods may not be extended. Interest charged may not be 
forgiven and the past due interest rates exceed market rates.  
The company evaluates and assesses dealers on an ongoing basis 
as to their creditworthiness and generally retains a security 
interest in the goods associated with the trade receivables.  
The company is obligated to repurchase goods sold to a dealer 
upon cancellation or termination of the dealer’s contract for 
such causes as change in ownership and closeout of the business.

Trade accounts and notes receivable have significant 
concentrations of credit risk in the agriculture and turf sector 
and construction and forestry sector as shown in the previous 
table. On a geographic basis, there is not a disproportionate 
concentration of credit risk in any area.
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Financing Receivables
Financing receivables at October 31 consisted of the following 
in millions of dollars:
 2011 2010  ________________   ________________
 Unrestricted/Securitized Unrestricted/Securitized

Retail notes:
 Equipment:
  Agriculture and turf .......... $ 12,969 $ 2,597 $ 11,740 $ 1,865
  Construction and  
   forestry ........................  1,036  362  920  427
 Recreational products ...........  4    5  

  Total ................................  14,009  2,959  12,665  2,292
Wholesale notes .......................  3,006    2,232  
Revolving charge accounts ........  2,518    2,355  
Financing leases 
 (direct and sales-type) ..........  1,242    1,092  
Operating loans ........................  84    239  

 Total financing receivables ....  20,859  2,959  18,583  2,292

Less:
 Unearned finance income:
  Equipment notes ..............  635  36  590  27
  Financing leases ..............  121    113  

   Total ............................  756  36  703  27

 Allowance for doubtful  
  receivables ......................  179  18  198  27

Financing  
 receivables – net............... $ 19,924 $ 2,905 $ 17,682 $ 2,238

The residual values for investments in financing leases at 
October 31, 2011 and 2010 totaled $75 million and $64 million, 
respectively.

Financing receivables have significant concentrations of 
credit risk in the agriculture and turf sector and construction and 
forestry sector as shown in the previous table. On a geographic 
basis, there is not a disproportionate concentration of credit risk 
in any area. The company retains as collateral a security interest 
in the equipment associated with retail notes, wholesale notes 
and financing leases.

Financing receivables at October 31 related to the 
company’s sales of equipment that were included in the table 
above consisted of the following in millions of dollars:

 2011 2010    
 Unrestricted Unrestricted

Retail notes*:
 Equipment:
  Agriculture and turf ......................  $ 1,633 $ 1,492
  Construction and forestry .............   310  295

   Total ........................................   1,943  1,787
Wholesale notes ...................................   3,006  2,232
Sales-type leases .................................   776  655

  Total ............................................  $ 5,725 $ 4,674

* These retail notes generally arise from sales of equipment by company-owned deal-
ers or through direct sales.

(continued)

 2011 2010    
 Unrestricted Unrestricted

Less:
 Unearned finance income:
  Equipment notes ..........................  $ 197 $ 179
  Sales-type leases .........................   64  57

   Total ........................................   261  236

Financing receivables  
 related to the company’s 
 sales of equipment .......................  $ 5,464 $ 4,438

Financing receivable installments, including unearned 
finance income, at October 31 are scheduled as follows in 
millions of dollars:

 2011 2010  ________________   _________________
 Unrestricted/Securitized Unrestricted/Securitized

Due in months:
 0 – 12 .............................. $ 10,311 $ 1,192 $ 9,114 $ 1,043
 13 – 24 ..............................  3,937  807  3,538  662
 25 – 36 ..............................  2,960  524  2,606  391
 37 – 48 ..............................  2,032  305  1,821  159
 49 – 60 ..............................  1,196  119  1,092  35
 Thereafter ..........................  423  12  412  2

Total ..................................... $ 20,859 $ 2,959 $ 18,583 $ 2,292

The maximum terms for retail notes are generally seven 
years for agriculture and turf equipment and five years for 
construction and forestry equipment. The maximum term for 
financing leases is generally five years, while the average term 
for wholesale notes is less than twelve months.

At October 31, 2011 and 2010, the unpaid balances of 
receivables administered but not owned were $146 million  
and $202 million, respectively. At October 31, 2011 and 2010, 
worldwide financing receivables administered, which include 
financing receivables administered but not owned, totaled  
$22,974 million and $20,123 million, respectively.

Past due balances of financing receivables represent the 
total balance held (principal plus accrued interest) with any 
payment amounts 30 days or more past the contractual payment 
due date. Non-performing financing receivables represent loans 
for which the company has ceased accruing finance income. 
These receivables are generally 120 days delinquent and the 
estimated uncollectible amount, after charging the dealer’s 
withholding account, has been written off to the allowance for 
credit losses. Finance income for non-performing receivables is 
recognized on a cash basis. Accrual of finance income is resumed 
when the receivable becomes contractually current and 
collections are reasonably assured.
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An age analysis of past due and non-performing financing 
receivables at October 31, 2011 follows in millions of dollars:
 30-59 60-89 90 Days 
 Days Days or Greater Total
 Past Due Past Due Past Due* Past Due

Retail Notes:
 Agriculture and turf ......  $ 81 $ 30 $ 25 $ 136
 Construction and 
  forestry ....................   45  20  11  76
Other:
 Agriculture and turf ......   23  10  5  38
 Construction and 
  forestry ....................   7  4  2  13

Total  ...............................  $ 156 $ 64  $ 43 $ 263 

  Total  Total
 Total Non-  Financing
 Past Due Performing Current Receivables

Retail Notes:
 Agriculture and turf ......  $ 136 $ 132 $ 14,667 $ 14,935
 Construction and 
  forestry ....................   76  17  1,264  1,357
 Recreational products ...       4  4
Other:
 Agriculture and turf ......   38  16  5,655  5,709
 Construction and 
  forestry ....................   13  5  1,003  1,021

  Total ........................  $ 263 $ 170 $ 22,593  23,026

Less allowance for
 doubtful receivables .....         197
Total financing
 receivables - net .......        $ 22,829

* Financing receivables that are 90 days or greater past due and still accruing finance 
income.

An analysis of the allowance for doubtful financing 
receivables and investment in financing receivables during 2011 
follow in millions of dollars:
  Revolving  
 Retail Charge  
 Notes Accounts Other Total

Allowance
Beginning of year
 balance ........................  $ 144 $ 44 $ 37 $ 225
 Provision ......................   3  8  (2)  9
 Write-offs ....................   (29)  (40)  (10)  (79)
 Recoveries ...................   12  28  2  42

End of year balance ..........  $ 130 $ 40 $ 27 $ 197

Balance individually 
 evaluated* ....................  $ 1     $ 1
Financing receivables 
End of year balance ..........  $ 16,296 $ 2,518 $ 4,212 $ 23,026
Balance individually 
 evaluated* ....................  $ 12   $ 11 $ 23

* Remainder is collectively evaluated.

A comparative analysis of the allowance for doubtful 
financing receivables follows in millions of dollars:

 2011 2010 2009

Beginning of year balance ....................... $ 225 $ 239 $ 170
Provision .....................................................  9  100  195
Write-offs ....................................................  (79)  (147)  (165)
Recoveries ..................................................  42  31  25
Translation adjustments ...............................    2   14 

End of year balance ................................. $ 197 $ 225  $ 239 

Financing receivables are considered impaired when it is 
probable the company will be unable to collect all amounts due 
according to the contractual terms. Receivables reviewed for 
impairment generally include those that are either past due,  
or have provided bankruptcy notification, or require significant 
collection efforts. Receivables that are impaired are generally 
classified as non-performing. 

An analysis of the impaired financing receivables at 
October 31, 2011 follows in millions of dollars: 
  Unpaid  Average
 Recorded Principal Specific Recorded
 Investment Balance Allowance Investment

Receivables with 
 specific allowance* .......  $ 7 $ 7 $ 1 $ 8

Receivables without a
 specific allowance** .....   9  9    12

Total  ...............................  $ 16 $ 16  $ 1 $ 20 

 Agriculture and turf ......  $ 11 $ 11  $ 1 $ 14 

 Construction and  
  forestry ....................  $ 5 $ 5    $ 6 

* Finance income recognized was not material.
** Primarily retail notes.

Investments in financing receivables on non-accrual  
status at October 31, 2011 and 2010 were $170 million and  
$225 million, respectively. Total financing receivable amounts 
30 days or more past due were $263 million at October 31, 
2011, compared with $359 million at October 31, 2010.  
These past-due amounts represented 1.14 percent and  
1.78 percent of the receivables financed at October 31, 2011 
and 2010, respectively. The allowance for doubtful financing 
receivables represented .86 percent and 1.12 percent of financ-
ing receivables outstanding at October 31, 2011 and 2010, 
respectively. In addition, at October 31, 2011 and 2010, the 
company’s financial services operations had $188 million and 
$182 million, respectively, of deposits withheld from dealers 
and merchants available for potential credit losses. 

A troubled debt restructuring is generally the modification 
of debt in which a creditor grants a concession it would not 
otherwise consider to a debtor that is experiencing financial 
difficulties. These modifications may include a reduction of the 
stated interest rate, an extension of the maturity dates, a 
reduction of the face amount or maturity amount of the debt, 
or a reduction of accrued interest. During 2011, the company 
identified 213 financing receivable contracts, primarily retail 
notes, as troubled debt restructurings with aggregate balances  
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SPEs, and the obligation through variable interests in the SPEs 
to absorb losses or receive benefits that could potentially be 
significant to the SPEs. The restricted assets (retail notes 
securitized, allowance for credit losses and other assets) of the 
consolidated SPEs totaled $1,523 million and $1,739 million  
at October 31, 2011 and 2010, respectively. The liabilities 
(short-term securitization borrowings and accrued interest) of 
these SPEs totaled $1,395 million and $1,654 million at 
October 31, 2011 and 2010, respectively. The credit holders of 
these SPEs do not have legal recourse to the company’s general 
credit.

In certain securitizations, the company transfers retail 
notes to a non-VIE banking operation, which is not consoli-
dated since the company does not have a controlling interest in 
the entity. The company’s carrying values and interests related 
to the securitizations with the unconsolidated non-VIE were 
restricted assets (retail notes securitized, allowance for credit 
losses and other assets) of $369 million and liabilities (short-term 
securitization borrowings and accrued interest) of $346 million 
at October 31, 2011.

In certain securitizations, the company transfers retail notes 
into bank-sponsored, multi-seller, commercial paper conduits, 
which are SPEs that are not consolidated. The company does 
not service a significant portion of the conduits’ receivables, and 
therefore, does not have the power to direct the activities that 
most significantly impact the conduits’ economic performance. 
These conduits provide a funding source to the company  
(as well as other transferors into the conduit) as they fund  
the retail notes through the issuance of commercial paper.  
The company’s carrying values and variable interest related to 
these conduits were restricted assets (retail notes securitized, 
allowance for credit losses and other assets) of $1,109 million 
and $589 million at October 31, 2011 and 2010, respectively. 
The liabilities (short-term securitization borrowings and accrued 
interest) related to these conduits were $1,038 million and  
$557 million at October 31, 2011 and 2010, respectively.

The company’s carrying amount of the liabilities to the 
unconsolidated conduits, compared to the maximum exposure 
to loss related to these conduits, which would only be incurred 
in the event of a complete loss on the restricted assets, was as 
follows at October 31 in millions of dollars:

 2011

Carrying value of liabilities ..............................................................  $ 1,038
Maximum exposure to loss .............................................................   1,109

The total assets of unconsolidated VIEs related to securiti-
zations were approximately $23 billion at October 31, 2011.

The components of consolidated restricted assets related to 
secured borrowings in securitization transactions at October 31 
were as follows in millions of dollars:

 2011 2010

Financing receivables securitized (retail notes) ............... $ 2,923 $ 2,265 
Allowance for credit losses ............................................  (18)  (27)
Other assets .................................................................  96   90 

Total restricted securitized assets .......................... $ 3,001  $ 2,328 

of $11 million pre-modification and $10 million post-modifica-
tion. During this same period, the company’s troubled debt 
restructurings that subsequently defaulted and were written off 
were not material. At October 31, 2011, the company had no 
commitments to lend additional funds to borrowers whose 
accounts were modified in troubled debt restructurings.
Other Receivables
Other receivables at October 31 consisted of the following in 
millions of dollars:

 2011 2010

Taxes receivable ........................................................... $ 844 $ 746
Reinsurance receivables ...............................................  242  
Other ...........................................................................  245  180

Other receivables ...................................................... $ 1,331 $ 926

Reinsurance receivables are associated with the financial 
services’ crop insurance subsidiary. There were no reinsurance 
receivables in 2010 (see Note 9).
13. SECURITIzATION OF FINANCING RECEIVABLES

The company, as a part of its overall funding strategy,  
periodically transfers certain financing receivables (retail notes) 
into variable interest entities (VIEs) that are special purpose 
entities (SPEs), or a non-VIE banking operation, as part of its 
asset-backed securities programs (securitizations). The structure 
of these transactions is such that the transfer of the retail notes 
did not meet the criteria of sales of receivables, and is, therefore, 
accounted for as a secured borrowing. SPEs utilized in securiti-
zations of retail notes differ from other entities included in the 
company’s consolidated statements because the assets they hold 
are legally isolated. Use of the assets held by the SPEs or the 
non-VIE is restricted by terms of the documents governing the 
securitization transactions.

In securitizations of retail notes related to secured  
borrowings, the retail notes are transferred to certain SPEs or to 
a non-VIE banking operation, which in turn issue debt to 
investors. The resulting secured borrowings are recorded as 
“Short-term securitization borrowings” on the balance sheet. 
The securitized retail notes are recorded as “Financing receiv-
ables securitized - net” on the balance sheet. The total restricted 
assets on the balance sheet related to these securitizations include 
the financing receivables securitized less an allowance for credit 
losses, and other assets primarily representing restricted cash.  
For those securitizations in which retail notes are transferred 
into SPEs, the SPEs supporting the secured borrowings are 
consolidated unless the company does not have both the power 
to direct the activities that most significantly impact the SPEs’ 
economic performance and the obligation to absorb losses or 
the right to receive benefits that could potentially be significant 
to the SPEs. No additional support to these SPEs beyond what 
was previously contractually required has been provided during 
the reporting periods.

In certain securitizations, the company consolidates the 
SPEs since it has both the power to direct the activities that 
most significantly impact the SPEs’ economic performance 
through its role as servicer of all the receivables held by the 
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The components of consolidated secured borrowings and 
other liabilities related to securitizations at October 31 were as 
follows in millions of dollars:

 2011 2010

Short-term securitization borrowings ............................. $ 2,777 $ 2,209
Accrued interest on borrowings .....................................  2  2

Total liabilities related to restricted  
 securitized assets ................................................ $ 2,779 $ 2,211

The secured borrowings related to these restricted 
securitized retail notes are obligations that are payable as the 
retail notes are liquidated. Repayment of the secured borrowings 
depends primarily on cash flows generated by the restricted 
assets. Due to the company’s short-term credit rating, cash 
collections from these restricted assets are not required to be 
placed into a segregated collection account until immediately 
prior to the time payment is required to the secured creditors. 
At October 31, 2011, the maximum remaining term of all 
securitized retail notes was approximately seven years.

14. EQUIPMENT ON OPERATING LEASES

Operating leases arise primarily from the leasing of John Deere 
equipment to retail customers. Initial lease terms generally range 
from four to 60 months. Net equipment on operating leases 
totaled $2,150 million and $1,936 million at October 31, 2011 
and 2010, respectively. The equipment is depreciated on a 
straight-line basis over the terms of the lease. The accumulated 
depreciation on this equipment was $478 million and  
$462 million at October 31, 2011 and 2010, respectively.  
The corresponding depreciation expense was $306 million in 
2011, $288 million in 2010 and $288 million in 2009.

Future payments to be received on operating leases totaled 
$953 million at October 31, 2011 and are scheduled in millions 
of dollars as follows: 2012 – $400, 2013 – $271, 2014 – $173, 
2015 – $90 and 2016 – $19.

15. INVENTORIES

Most inventories owned by Deere & Company and its  
U.S. equipment subsidiaries are valued at cost, on the “last-in, 
first-out” (LIFO) basis. Remaining inventories are generally 
valued at the lower of cost, on the “first-in, first-out” (FIFO) 
basis, or market. The value of gross inventories on the LIFO 
basis represented 59 percent of worldwide gross inventories at 
FIFO value at October 31, 2011 and 2010. The pretax favor-
able income effect from the liquidation of LIFO inventory 
during 2009 was approximately $37 million. If all inventories 
had been valued on a FIFO basis, estimated inventories by 
major classification at October 31 in millions of dollars would 
have been as follows:

 2011 2010

Raw materials and supplies ........................................... $ 1,626 $ 1,201
Work-in-process ...........................................................  647  483
Finished goods and parts ..............................................  3,584  2,777

 Total FIFO value ........................................................  5,857  4,461
Less adjustment to LIFO value .......................................  1,486  1,398

Inventories ................................................................. $ 4,371 $ 3,063

16. PROPERTY AND DEPRECIATION

A summary of property and equipment at October 31 in millions 
of dollars follows:

 Useful Lives*
 (Years) 2011 2010

Equipment Operations
Land ..................................................   $ 117 $ 113
Buildings and building equipment ........  24  2,430  2,226
Machinery and equipment ...................  11  4,254  3,972
Dies, patterns, tools, etc .....................  7  1,213  1,105
All other .............................................  5  731  685
Construction in progress .....................    649  478

 Total at cost ...................................    9,394  8,579
Less accumulated depreciation ...........    5,107  4,856

 Total ..............................................    4,287  3,723

Financial Services
Land ..................................................    4  4
Buildings and building equipment ........  27  71  70
All other .............................................  6  39  38

 Total at cost ...................................    114  112
Less accumulated depreciation ...........    49  44

 Total ..............................................    65  68

Property and equipment-net ..........   $ 4,352 $ 3,791

* Weighted-averages

In 2010, the company signed an agreement to sell its wind 
energy business and reclassified the related net property and 
equipment of $908 million to assets held for sale. The property 
and equipment included in financial services that was reclassi-
fied consisted of costs of machinery and equipment of $1,058 
million, construction in progress of $5 million and all other  
of $1 million, less accumulated depreciation of $156 million 
(see Note 4).

Total property and equipment additions in 2011, 2010 
and 2009 were $1,059 million, $802 million and $798 million 
and depreciation was $516 million, $540 million and $513 
million, respectively. Capitalized interest was $8 million,  
$6 million and $15 million in the same periods, respectively. 
The cost of leased property and equipment under capital leases 
of $41 million and $43 million and accumulated depreciation  
of $23 million and $23 million at October 31, 2011 and 2010, 
respectively, is included in property and equipment.

Financial services’ property and equipment additions  
included above were $2 million, none and $1 million in 2011, 
2010 and 2009 and depreciation was $6 million, $64 million 
and $62 million, respectively. Financial services had additions  
to cost of property and equipment of $23 million in 2010 and 
$71 million in 2009, which were offset by cost reductions of 
$23 million in 2010 and $70 million in 2009 due to becoming 
eligible for government grants for certain wind energy 
investments.

Capitalized software has an estimated useful life of three 
years. The amounts of total capitalized software costs, including 
purchased and internally developed software, classified as 
“Other Assets” at October 31, 2011 and 2010 were $592 million 
and $526 million, less accumulated amortization of $451 million 
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and $394 million, respectively. Amortization of these software 
costs was $73 million in 2011, $68 million in 2010 and $54 
million in 2009. The cost of leased software assets under capital 
leases amounting to $40 million and $35 million at October 31, 
2011 and 2010, respectively, is included in other assets.

The cost of compliance with foreseeable environmental 
requirements has been accrued and did not have a material 
effect on the company’s consolidated financial statements.

17. GOODWILL AND OTHER INTANGIBLE ASSETS-NET

The changes in amounts of goodwill by operating segments 
were as follows in millions of dollars:

 Agriculture Construction
 and and
 Turf Forestry Total

Balance at October 31, 2009 ..............  $ 698 $ 628 $ 1,326
 Less accumulated  
  impairment losses ......................   289      289 

 Net balance ....................................   409  628  1,037
Acquisitions ........................................   1    1
Divestitures ........................................     (5)  (5)
Impairment loss* ................................   (27)    (27)
Translation adjustments ......................   6   (13)  (7)

Balance at October 31, 2010 ..............   705  610  1,315
 Less accumulated  
  impairment losses ......................   316      316 

 Net balance ....................................   389  610  999
Acquisitions ........................................   1    1
Translation adjustments and other .......   (5)  5    

Balance at October 31, 2011 ..............   701  615  1,316
 Less accumulated  
  impairment losses ......................   316      316 

Goodwill ...........................................  $ 385  $ 615  $  1,000 

* See Note 5.

The components of other intangible assets are as follows  
in millions of dollars:

 Useful Lives*
 (Years) 2011 2010

Amortized intangible assets:
 Customer lists and relationships ........... 14 $ 109 $ 98
 Technology, patents, trademarks  
  and other ........................................ 15  104  85

  Total at cost ....................................   213  183
 Less accumulated amortization** .........   90  70

  Total ...............................................   123  113

Unamortized intangible assets:
 Licenses .............................................   4  4

Other intangible assets-net ................  $ 127 $ 117

* Weighted-averages
** Accumulated amortization at 2011 and 2010 for customer lists and relationships 

was $54 million and $44 million and technology, patents, trademarks and other was 
$36 million and $26 million, respectively.

Other intangible assets are stated at cost less accumulated 
amortization. The amortization of other intangible assets in 
2011, 2010 and 2009 was $20 million, $18 million and  
$18 million, respectively. The estimated amortization expense 
for the next five years is as follows in millions of dollars:  
2012 - $19, 2013 - $17, 2014 - $16, 2015 – $15 and 2016 - $13.

18. TOTAL SHORT-TERM BORROWINGS 

Total short-term borrowings at October 31 consisted of the 
following in millions of dollars:

 2011 2010

Equipment Operations
Commercial paper ........................................................ $ 265 $ 37
Notes payable to banks .................................................  19  8
Long-term borrowings due within one year ....................  244  40

 Total ........................................................................  528  85

Financial Services
Commercial paper ........................................................  1,014  1,991
Notes payable to banks .................................................  61  36
Long-term borrowings due within one year ....................  5,249*  3,214*

 Total ........................................................................  6,324  5,241

Short-term borrowings .............................................  6,852  5,326

Financial Services
Short-term securitization borrowings .............................  2,777  2,209

Total short-term borrowings .................................... $ 9,629 $ 7,535

* Includes unamortized fair value adjustments related to interest rate swaps.

The notes payable related to short-term securitization 
borrowings for financial services are secured by financing 
receivables (retail notes) on the balance sheet (see Note 13). 
Although these notes payable are classified as short-term since 
payment is required if the retail notes are liquidated early, the 
payment schedule for these borrowings of $2,777 million at 
October 31, 2011 based on the expected liquidation of the 
retail notes in millions of dollars is as follows: 2012 - $1,447,  
2013 - $775, 2014 - $358, 2015 - $150, 2016 - $44 and 2017 
- $3.

The weighted-average interest rates on total short-term 
borrowings, excluding current maturities of long-term  
borrowings, at October 31, 2011 and 2010 were 1.1 percent 
and 1.0 percent, respectively. 

Lines of credit available from U.S. and foreign banks were 
$5,080 million at October 31, 2011. At October 31, 2011, 
$3,721 million of these worldwide lines of credit were unused. 
For the purpose of computing the unused credit lines, com-
mercial paper and short-term bank borrowings, excluding 
secured borrowings and the current portion of long-term 
borrowings, were primarily considered to constitute utilization. 
Included in the above lines of credit were long-term credit 
facility agreements for $2,750 million, expiring in April 2015, 
and $1,500 million, expiring in April 2013. The agreements are 
mutually extendable and the annual facility fees are not signifi-
cant. These credit agreements require Capital Corporation to 
maintain its consolidated ratio of earnings to fixed charges at 
not less than 1.05 to 1 for each fiscal quarter and the ratio of 
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 2011 2010

Financial Services 
Accounts payable:
 Deposits withheld from dealers and merchants .......... $ 188 $ 182
 Other .......................................................................  324  270
Accrued expenses:
 Unearned revenue ....................................................  345  286
 Accrued interest .......................................................  191  190
 Employee benefits ....................................................  68  69
 Accrued income taxes ..............................................  39  73
 Insurance claims reserve* .........................................  186  18
 Other .......................................................................  207  165

  Total ....................................................................  1,548  1,253

Eliminations** ...............................................................  612  528

Accounts payable and accrued expenses ............... $ 7,805 $ 6,482

* See Note 9.
** Primarily trade receivable valuation accounts which are reclassified as accrued 

expenses by the equipment operations as a result of their trade receivables being 
sold to financial services.

20. LONG-TERM BORROWINGS

Long-term borrowings at October 31 consisted of the following 
in millions of dollars:

 2011 2010

Equipment Operations
Notes and debentures:
 6.95% notes due 2014: ($700 principal) .................. $ 736* $ 763*
 4.375% notes due 2019 ...........................................  750  750
 8-1/2% debentures due 2022 ..................................  105  105
 6.55% debentures due 2028 ....................................  200  200
 5.375% notes due 2029 ..........................................  500  500
 8.10% debentures due 2030 ....................................  250  250
 7.125% notes due 2031 ...........................................  300  300
 Other notes ..............................................................  326  461 

  Total ....................................................................  3,167  3,329 

Financial Services
Notes and debentures:
 Medium-term notes due 2012 – 2018:
  (principal $11,911 - 2011, $10,120 - 2010) 
  Average interest rates of 2.0% – 2011, 
  3.2% – 2010 .......................................................  12,261*  10,478*
 7% notes due 2012: ($1,500 principal)
  Swapped $500 to variable interest rate of 
  1.3% – 2010 .......................................................    1,594*
 5.10% debentures due 2013: ($650 principal) 
  Swapped $450 in 2011 and $650 in 2010  
  to variable interest rates of 1.1% – 2011,  
  1.0% – 2010 .......................................................  679*  703*
 Other notes ..............................................................  853  711 

  Total ....................................................................  13,793  13,486 

Long-term borrowings** ........................................... $ 16,960 $ 16,815 

* Includes unamortized fair value adjustments related to interest rate swaps.
** All interest rates are as of year end.

senior debt, excluding securitization indebtedness, to capital 
base (total subordinated debt and stockholder’s equity excluding 
accumulated other comprehensive income (loss)) at not more 
than 11 to 1 at the end of any fiscal quarter. The credit agree-
ments also require the equipment operations to maintain a ratio 
of total debt to total capital (total debt and stockholders’ equity 
excluding accumulated other comprehensive income (loss)) of 
65 percent or less at the end of each fiscal quarter. Under this 
provision, the company’s excess equity capacity and retained 
earnings balance free of restriction at October 31, 2011 was 
$8,503 million. Alternatively under this provision, the equip-
ment operations had the capacity to incur additional debt of 
$15,791 million at October 31, 2011. All of these requirements 
of the credit agreements have been met during the periods 
included in the consolidated financial statements.

Deere & Company has an agreement with Capital 
Corporation pursuant to which it has agreed to continue to 
own at least 51 percent of the voting shares of capital stock  
of Capital Corporation and to maintain Capital Corporation’s 
consolidated tangible net worth at not less than $50 million. 
This agreement also obligates Deere & Company to make 
payments to Capital Corporation such that its consolidated ratio 
of earnings to fixed charges is not less than 1.05 to 1 for each 
fiscal quarter. Deere & Company’s obligations to make payments 
to Capital Corporation under the agreement are independent  
of whether Capital Corporation is in default on its indebtedness, 
obligations or other liabilities. Further, Deere & Company’s 
obligations under the agreement are not measured by the 
amount of Capital Corporation’s indebtedness, obligations or 
other liabilities. Deere & Company’s obligations to make 
payments under this agreement are expressly stated not to be a 
guaranty of any specific indebtedness, obligation or liability of 
Capital Corporation and are enforceable only by or in the name 
of Capital Corporation. No payments were required under this 
agreement during the periods included in the consolidated 
financial statements.

19. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expenses at October 31 consisted 
of the following in millions of dollars:

 2011 2010

Equipment Operations
Accounts payable:
 Trade payables ......................................................... $ 2,163 $ 1,825
 Dividends payable ....................................................  168  127
 Other .......................................................................  99  106
Accrued expenses:
 Employee benefits ....................................................  1,188  999
 Product warranties ...................................................  662  560
 Dealer sales discounts ..............................................  1,092  847
 Accrued income taxes ..............................................  127  81
 Other .......................................................................  1,370  1,212

  Total .................................................................... $ 6,869 $ 5,757

(continued)
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The approximate principal amounts of the equipment 
operations’ long-term borrowings maturing in each of the  
next five years in millions of dollars are as follows: 2012 – $244,  
2013 – $217, 2014 – $773, 2015 – $41 and 2016 – none.  
The approximate principal amounts of the financial services’ 
long-term borrowings maturing in each of the next five years in 
millions of dollars are as follows: 2012 – $5,198, 2013 – $4,736, 
2014 – $2,631, 2015 – $1,266 and 2016 – $1,613.

21. LEASES

At October 31, 2011, future minimum lease payments under 
capital leases amounted to $30 million as follows: 2012 – $5,  
2013 – $5, 2014 – $3, 2015 – $2, 2016 – $1 and later years $14. 
Total rental expense for operating leases was $175 million in 
2011, $189 million in 2010 and $187 million in 2009.  
At October 31, 2011, future minimum lease payments under 
operating leases amounted to $435 million as follows:  
2012 – $139, 2013 – $95, 2014 – $69, 2015 – $45, 2016 – $28 
and later years $59.

22. COMMITMENTS AND CONTINGENCIES

The company generally determines its warranty liability by 
applying historical claims rate experience to the estimated amount 
of equipment that has been sold and is still under warranty based 
on dealer inventories and retail sales. The historical claims rate 
is primarily determined by a review of five-year claims costs and 
current quality developments.

The premiums for the company’s extended warranties  
are primarily recognized in income in proportion to the costs 
expected to be incurred over the contract period. The unamor-
tized extended warranty premiums (deferred revenue) included 
in the following table totaled $230 million and $203 million at 
October 31, 2011 and 2010, respectively.

A reconciliation of the changes in the warranty liability 
and unearned premiums in millions of dollars follows:
 Warranty Liability/ 
 Unearned Premiums  _______________
 2011 2010

Beginning of year balance ........................................ $ 762 $ 727
Payments .....................................................................  (517)  (517)
Amortization of premiums received ................................  (93)  (100)
Accruals for warranties .................................................  665  568
Premiums received .......................................................  120  90
Foreign exchange .........................................................  (45)  (6)

End of year balance .................................................. $ 892  $ 762 

At October 31, 2011, the company had approximately  
$230 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing of 
John Deere equipment. The company may recover a portion of 
any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables.  
At October 31, 2011, the company had accrued losses of 
approximately $7 million under these agreements. The maximum 
remaining term of the receivables guaranteed at October 31, 2011 
was approximately five years.

At October 31, 2011, the company had commitments of 
approximately $339 million for the construction and acquisition 
of property and equipment. At October 31, 2011, the company 
also had pledged or restricted assets of $96 million, primarily as 
collateral for borrowings. In addition, see Note 13 for restricted 
assets associated with borrowings related to securitizations.

The company also had other miscellaneous contingencies 
totaling approximately $50 million at October 31, 2011, for 
which it believes the probability for payment is substantially 
remote. The accrued liability for these contingencies was not 
material at October 31, 2011.

The company is subject to various unresolved legal actions 
which arise in the normal course of its business, the most 
prevalent of which relate to product liability (including asbestos 
related liability), retail credit, software licensing, patent, 
trademark and environmental matters. The company believes 
the reasonably possible range of losses for these unresolved legal 
actions in addition to the amounts accrued would not have a 
material effect on its financial statements.

23. CAPITAL STOCK

Changes in the common stock account in millions were  
as follows:

 Number of
 Shares Issued Amount

Balance at October 31, 2008 ..............................  536.4 $ 2,934
Stock options and other ......................................     62

Balance at October 31, 2009 ..............................  536.4  2,996
Stock options and other ......................................     110

Balance at October 31, 2010 ..............................  536.4  3,106
Stock options and other ......................................     146

Balance at October 31, 2011 ...........................   536.4 $ 3,252

The number of common shares the company is authorized 
to issue is 1,200 million. The number of authorized preferred 
shares, none of which has been issued, is nine million.

The Board of Directors at its meeting in May 2008 
authorized the repurchase of up to $5,000 million of additional 
common stock (65.9 million shares based on the October 31, 
2011 closing common stock price of $75.90 per share).  
At October 31, 2011, this repurchase program had $4,074 
million (53.7 million shares at the same price) remaining to  
be repurchased. Repurchases of the company’s common stock 
under this plan will be made from time to time, at the company’s 
discretion, in the open market.
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A reconciliation of basic and diluted net income per share 
attributable to Deere & Company follows in millions, except 
per share amounts:

 2011 2010 2009

Net income attributable to  
 Deere & Company ............................... $ 2,799.9 $ 1,865.0 $ 873.5
Less income allocable to participating 
 securities* ...........................................  1.0  .7  

Income allocable to common stock ........... $ 2,798.9 $ 1,864.3 $ 873.5

Average shares outstanding .....................  417.4  424.0  422.8

Basic per share .................................... $ 6.71 $ 4.40 $ 2.07

Average shares outstanding .....................  417.4  424.0  422.8
Effect of dilutive stock options ..................  5.0  4.6  1.6

 Total potential shares outstanding ........  422.4  428.6  424.4

Diluted per share .................................. $ 6.63 $ 4.35 $ 2.06

* Effect in 2009 was not significant.

All stock options outstanding were included in the 
computation during 2011, 2010 and 2009, except none in 2011, 
1.9 million options in 2010 and 4.7 million options in 2009 that 
had an antidilutive effect under the treasury stock method.

24. STOCK OPTION AND RESTRICTED STOCK AWARDS

The company issues stock options and restricted stock awards  
to key employees under plans approved by stockholders. 
Restricted stock is also issued to nonemployee directors for 
their services as directors under a plan approved by stockholders. 
Options are awarded with the exercise price equal to the market 
price and become exercisable in one to three years after grant. 
Options expire ten years after the date of grant. Restricted stock 
awards generally vest after three years. The compensation cost 
for stock options, service based restricted stock units and 
market/service based restricted stock units, which is based on 
the fair value at the grant date, is recognized on a straight-line 
basis over the requisite period the employee is required to 
render service. The compensation cost for performance/service 
based units, which is based on the fair value at the grant date,  
is recognized over the employees’ requisite service period and 
periodically adjusted for the probable number of shares to be 
awarded. According to these plans at October 31, 2011, the 
company is authorized to grant an additional 16.9 million shares 
related to stock options or restricted stock.

The fair value of each option award was estimated on the 
date of grant using a binomial lattice option valuation model. 
Expected volatilities are based on implied volatilities from 
traded call options on the company’s stock. The expected 
volatilities are constructed from the following three components: 
the starting implied volatility of short-term call options traded 
within a few days of the valuation date; the predicted implied 
volatility of long-term call options; and the trend in implied 
volatilities over the span of the call options’ time to maturity. 

 

The company uses historical data to estimate option exercise 
behavior and employee termination within the valuation 
model. The expected term of options granted is derived from 
the output of the option valuation model and represents the 
period of time that options granted are expected to be outstand-
ing. The risk-free rates utilized for periods throughout the 
contractual life of the options are based on U.S. Treasury 
security yields at the time of grant.

The assumptions used for the binomial lattice model to 
determine the fair value of options follow:

 2011 2010 2009

Risk-free interest rate ....... .08% - 3.3% .01% - 3.6% .03% - 2.3%
Expected dividends ........... 1.9% 2.9% 1.5%
Expected volatility ............. 34.4% - 34.6% 35.3% - 47.2% 35.4% - 71.7%
Weighted-average  
 volatility ....................... 34.4% 35.6% 36.0%
Expected term (in years) ... 6.8 - 7.8 6.6 - 7.7 6.7 - 7.8

Stock option activity at October 31, 2011 and changes 
during 2011 in millions of dollars and shares follow:

   Remaining
   Contractual Aggregate
  Exercise Term Intrinsic
 Shares Price* (Years) Value

Outstanding at beginning 
 of year .................................   19.4 $ 45.12 
Granted .....................................   2.2  80.61   
Exercised ..................................   (4.6)  36.99   
Expired or forfeited ....................   (.1)  67.45   

Outstanding at end of year ......   16.9   51.70  6.14 $ 441.4

Exercisable at end of year ......   11.2  47.52  5.08  341.9

* Weighted-averages

The weighted-average grant-date fair values of options 
granted during 2011, 2010 and 2009 were $25.61, $15.71 and 
$13.06, respectively. The total intrinsic values of options 
exercised during 2011, 2010 and 2009 were $231 million,  
$139 million and $12 million, respectively. During 2011,  
2010 and 2009, cash received from stock option exercises was  
$170 million, $129 million and $16 million with tax benefits  
of $85 million, $51 million and $4 million, respectively.

The company granted 222 thousand restricted stock units 
to employees and nonemployee directors in 2011, of which  
92 thousand are subject to service based only conditions, 65 
thousand are subject to performance/service based conditions 
and 65 thousand are subject to market/service based conditions. 
The service based only units award one share of common stock 
for each unit at the end of the vesting period and include 
dividend equivalent payments. The performance/service based 
units are subject to a performance metric based on the com-
pany’s compound annual revenue growth rate, compared to a 
benchmark group of companies over the vesting period.  
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The market/service based units are subject to a market related 
metric based on total shareholder return, compared to the same 
benchmark group of companies over the vesting period.  
The performance/service based units and the market/service 
based units both award common stock in a range of zero to  
200 percent for each unit granted based on the level of the 
metric achieved and do not include dividend equivalent 
payments over the vesting period. The weighted-average fair 
value of the service based only units at the grant dates was 
$81.90 per unit based on the market price of a share of underly-
ing common stock. The fair value of the performance/service 
based units at the grant date was $76.17 per unit based on the 
market price of a share of underlying common stock excluding 
dividends. The fair value of the market/service based units at 
the grant date was $107.31 per unit based on a lattice valuation 
model excluding dividends.

The company’s nonvested restricted shares at October 31, 
2011 and changes during 2011 in millions of shares follow:

  Grant-Date
 Shares Fair Value*

Service based only
Nonvested at beginning of year .............................   .7 $ 54.62
Granted ................................................................   .1  81.90
Vested .................................................................   (.2)  84.68

Nonvested at end of year ......................................   .6   49.91

Performance/service and  
 market/service based
Granted ................................................................   .1   91.74

Nonvested at end of year ......................................   .1   91.74

* Weighted-averages

During 2011, 2010 and 2009, the total share-based 
compensation expense was $69 million, $71 million and  
$70 million, respectively, with recognized income tax benefits 
of $26 million for all years. At October 31, 2011, there was  
$35 million of total unrecognized compensation cost from 
share-based compensation arrangements granted under the 
plans, which is related to nonvested shares. This compensation 
is expected to be recognized over a weighted-average period  
of approximately 2 years. The total grant date fair values of 
stock options and restricted shares vested during 2011, 2010 and 
2009 were $72 million, $71 million and $66 million, respectively.

The company currently uses shares that have been 
repurchased through its stock repurchase programs to satisfy 
share option exercises. At October 31, 2011, the company  
had 130 million shares in treasury stock and 54 million shares 
remaining to be repurchased under its current publicly  
announced repurchase program (see Note 23).

25. OTHER COMPREHENSIVE INCOME ITEMS

Other comprehensive income items are transactions recorded in 
stockholders’ equity during the year, excluding net income and 
transactions with stockholders. Following are the items included 
in other comprehensive income (loss) for Deere & Company 
and the related tax effects in millions of dollars:
 Before Tax After
 Tax  (Expense) Tax
 Amount Credit Amount

2009
Retirement benefits adjustment:
 Net actuarial losses and  
  prior service cost .............................. $ (4,198) $ 1,587 $(2,611)
 Reclassification of actuarial losses 
  and prior service cost 
  to net income ....................................  105   (31)  74 

 Net unrealized loss ................................  (4,093)  1,556   (2,537)

Cumulative translation adjustment ..............  326   1  327 

Unrealized loss on derivatives:
 Hedging loss .........................................  (90)  31  (59)
 Reclassification of realized loss
  to net income ....................................  84   (29)   55 

 Net unrealized loss ................................  (6)  2   (4)

Unrealized gain on investments:
 Holding loss ..........................................  (793)  278  (515)
 Reclassification of realized
  loss to net income .............................  805   (282)   523 

 Net unrealized gain ................................  12   (4)  8 

Total other comprehensive income (loss) .... $ (3,761) $ 1,555  $ (2,206)

2010
Retirement benefits adjustment:
 Net actuarial losses and  
  prior service cost .............................. $ (213) $ 77 $ (136)
 Reclassification of actuarial losses 
  and prior service cost 
  to net income ....................................  474   (180)  294 

 Net unrealized gain ................................  261   (103)  158 

Cumulative translation adjustment ..............  49   (13)  36 

Unrealized loss on derivatives:
 Hedging loss .........................................  (56)  19  (37)
 Reclassification of realized loss
  to net income ....................................  79   (27)  52 

 Net unrealized gain ................................  23   (8)  15 

Unrealized holding gain and net  
 unrealized gain on investments ..............  8   (3)  5 

Total other comprehensive income (loss) .... $ 341  $ (127) $ 214 

(continued)
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 Before Tax After
 Tax  (Expense) Tax
 Amount Credit Amount

2011
Retirement benefits adjustment:
 Net actuarial losses and  
  prior service cost .............................. $ (989) $ 368 $ (621)
 Reclassification of actuarial losses 
  and prior service cost 
  to net income ....................................  450   (167)  283 

 Net unrealized loss ................................  (539)  201   (338)

Cumulative translation adjustment ..............  14   4   18 

Unrealized gain on derivatives:
 Hedging gain .........................................  31  (11)  20
 Reclassification of realized loss
  to net income ....................................  1     1 

 Net unrealized gain ................................  32   (11)  21 

Unrealized holding gain and net  
 unrealized gain on investments ..............  2   (1)  1 

Total other comprehensive income (loss) .... $ (491) $ 193  $ (298)

26. FAIR VALUE MEASUREMENTS

The fair values of financial instruments that do not approximate 
the carrying values at October 31 in millions of dollars follow:
 2011 2010   ______________   ______________
 Carrying Fair Carrying Fair
 Value Value Value Value

Financing receivables ......................  $ 19,924 $ 19,919 $ 17,682 $ 17,759

Financing receivables securitized .....  $ 2,905 $ 2,907 $ 2,238 $ 2,257

Short-term securitization  
 borrowings ..................................  $ 2,777 $ 2,789 $ 2,209 $ 2,229

Long-term borrowings due
 within one year:
  Equipment operations ..............  $ 244 $ 233 $ 40 $ 42
  Financial services ....................   5,249  5,331  3,214  3,267

  Total .......................................  $ 5,493 $ 5,564 $ 3,254 $ 3,309

Long-term borrowings:
 Equipment operations ..................  $ 3,167 $ 3,771 $ 3,329 $ 3,745
 Financial services ........................   13,793  14,154  13,486  14,048

  Total .......................................  $ 16,960 $ 17,925 $ 16,815 $ 17,793

Fair values of the long-term financing receivables were 
based on the discounted values of their related cash flows at 
current market interest rates. The fair values of the remaining 
financing receivables approximated the carrying amounts. 

Fair values of long-term borrowings and short-term 
securitization borrowings were based on current market quotes 
for identical or similar borrowings and credit risk, or on the 
discounted values of their related cash flows at current market 
interest rates. Certain long-term borrowings have been swapped 
to current variable interest rates. The carrying values of these 
long-term borrowings included adjustments related to fair value 
hedges.

Assets and liabilities measured at October 31 at fair value 
on a recurring basis in millions of dollars follow:

 2011* 2010*   
Marketable securities
  U.S. government debt securities .............................  $ 576 $ 63
  Municipal debt securities ........................................   36  28
  Corporate debt securities ........................................   89  63
  Residential mortgage-backed  
   securities** ........................................................   86  72
  Other debt securities ..............................................     2

 Total marketable securities .........................................   787  228
Other assets
 Derivatives:
  Interest rate contracts ............................................   471  493
  Foreign exchange contracts ....................................   12  24
  Cross-currency interest rate contracts .....................   2  3

Total assets*** ...............................................................  $ 1,272 $ 748

Accounts payable and accrued expenses
 Derivatives:
  Interest rate contracts ............................................  $ 61 $ 38
  Foreign exchange contracts ....................................   100  23
  Cross-currency interest rate contracts .....................   7  48

Total liabilities .................................................................  $ 168 $ 109

* All measurements above were Level 2 measurements except for Level 1 measure-
ments of U.S. government debt securities of $540 million and $36 million at 
October 31, 2011 and 2010, respectively.

** Primarily issued by U.S. government sponsored enterprises.
*** Excluded from this table are the company’s cash and cash equivalents, which are 

carried at cost that approximates fair value. The cash and cash equivalents consist 
primarily of money market funds.

Fair value, nonrecurring, Level 3 measurements at 
October 31 in millions of dollars follow:

 Fair Value* Losses   _____________  ____________________
 2011 2010 2011 2010 2009

Financing receivables**....  $ 5 $ 21   $ 5 $ 21

Goodwill ..........................    $ 34   $ 27 $ 289

Property and equipment 
 held for sale*** ............    $ 918   $ 35  

* Does not include cost to sell.
** Primarily wholesale notes and operating loans.
*** See Note 4.

Level 1 measurements consist of quoted prices in active 
markets for identical assets or liabilities. Level 2 measurements 
include significant other observable inputs such as quoted prices 
for similar assets or liabilities in active markets; identical assets or 
liabilities in inactive markets; observable inputs such as interest 
rates and yield curves; and other market-corroborated inputs. 
Level 3 measurements include significant unobservable inputs.
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Fair value is defined as the price that would be received  
to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. 
In determining fair value, the company uses various methods 
including market and income approaches. The company utilizes 
valuation models and techniques that maximize the use of 
observable inputs. The models are industry-standard models that 
consider various assumptions including time values and yield 
curves as well as other economic measures. These valuation 
techniques are consistently applied.

The following is a description of the valuation  
methodologies the company uses to measure financial  
instruments and nonmonetary assets at fair value:

Marketable Securities – The portfolio of investments is 
primarily valued on a market approach (matrix pricing model) 
in which all significant inputs are observable or can be derived 
from or corroborated by observable market data such as interest 
rates, yield curves, volatilities, credit risk and prepayment speeds.

Derivatives – The company’s derivative financial  
instruments consist of interest rate swaps and caps, foreign 
currency forwards and swaps and cross-currency interest rate 
swaps. The portfolio is valued based on an income approach 
(discounted cash flow) using market observable inputs,  
including swap curves and both forward and spot exchange 
rates for currencies.

Financing Receivables – Specific reserve impairments are 
based on the fair value of the collateral, which is measured using 
an income approach (discounted cash flow) or a market 
approach (appraisal values or realizable values). Inputs include 
interest rates and selection of realizable values.

Goodwill – The impairment of goodwill is based on the 
implied fair value measured as the difference between the fair 
value of the reporting unit and the fair value of the unit’s 
identifiable net assets. An estimate of the fair value of the 
reporting unit is determined through a combination of an 
income approach (discounted cash flows) and market values for 
similar businesses, which includes inputs such as interest rates 
and selections of similar businesses.

Property and Equipment Held for Sale – The impairment 
of long-lived assets held for sale is measured at the lower of  
the carrying amount, or fair value less cost to sell. Fair value is 
based on the probable sale price. The inputs include estimates 
of final sale price adjustments.

27. DERIVATIVE INSTRUMENTS

Certain of the company’s derivative agreements contain credit 
support provisions that require the company to post collateral 
based on reductions in credit ratings. The aggregate fair value of 
all derivatives with credit-risk-related contingent features that 
were in a liability position at October 31, 2011 and 2010 was  
$23 million and $16 million, respectively. The company, due to 
its credit rating, has not posted any collateral. If the credit-risk-
related contingent features were triggered, the company would 
be required to post full collateral for this liability position, prior 
to considering applicable netting provisions.

Derivative instruments are subject to significant concen-
trations of credit risk to the banking sector. The company 
manages individual counterparty exposure by setting limits that 
consider the credit rating of the counterparty and the size of 
other financial commitments and exposures between the 
company and the counterparty banks. All interest rate derivatives 
are transacted under International Swaps and Derivatives 
Association (ISDA) documentation. Some of these agreements 
include collateral support arrangements. Each master agreement 
permits the net settlement of amounts owed in the event of 
early termination. The maximum amount of loss that the 
company would incur if counterparties to derivative instruments 
fail to meet their obligations, not considering collateral received 
or netting arrangements, was $485 million and $520 million as 
of October 31, 2011 and 2010, respectively. The amount of 
collateral received at October 31, 2011 and 2010 to offset this 
potential maximum loss was $25 million and $85 million, 
respectively. The netting provisions of the agreements would 
reduce the maximum amount of loss the company would incur 
if the counterparties to derivative instruments fail to meet their 
obligations by an additional $59 million and $58 million as of 
October 31, 2011 and 2010, respectively. None of the concen-
trations of risk with any individual counterparty was considered 
significant at October 31, 2011 and 2010.
Cash Flow Hedges
Certain interest rate and cross-currency interest rate contracts 
(swaps) were designated as hedges of future cash flows from 
borrowings. The total notional amounts of the receive-variable/
pay-fixed interest rate contracts at October 31, 2011 and 2010 
were $1,350 million and $1,060 million, respectively. The total 
notional amounts of the cross-currency interest rate contracts 
were $853 million and $849 million at October 31, 2011 and 
2010, respectively. The effective portions of the fair value gains 
or losses on these cash flow hedges were recorded in other 
comprehensive income (OCI) and subsequently reclassified into 
interest expense or other operating expenses (foreign exchange) 
in the same periods during which the hedged transactions 
affected earnings. These amounts offset the effects of interest 
rate or foreign currency exchange rate changes on the related 
borrowings. Any ineffective portions of the gains or losses on all 
cash flow interest rate contracts designated as cash flow hedges 
were recognized currently in interest expense or other operat-
ing expenses (foreign exchange) and were not material during 
any years presented. The cash flows from these contracts were 
recorded in operating activities in the statement of consolidated 
cash flows.

The amount of loss recorded in OCI at October 31, 2011 
that is expected to be reclassified to interest expense or other 
operating expenses in the next twelve months if interest rates or 
exchange rates remain unchanged is approximately $4 million 
after-tax. These contracts mature in up to 35 months. There were 
no gains or losses reclassified from OCI to earnings based on 
the probability that the original forecasted transaction would 
not occur.
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Fair Value Hedges
Certain interest rate contracts (swaps) were designated as fair 
value hedges of borrowings. The total notional amounts of the 
receive-fixed/pay-variable interest rate contracts at October 31, 
2011 and 2010 were $7,730 million and $6,640 million, 
respectively. The effective portions of the fair value gains or 
losses on these contracts were offset by fair value gains or losses 
on the hedged items (fixed-rate borrowings). Any ineffective 
portions of the gains or losses were recognized currently in 
interest expense. The ineffective portions were a loss of  
$5 million in 2011 and a gain of $1 million in 2010. The cash 
flows from these contracts were recorded in operating activities 
in the statement of consolidated cash flows.

The gains (losses) on these contracts and the underlying 
borrowings recorded in interest expense follow in millions of 
dollars:

 2011 2010

Interest rate contracts* ...........................................  $ 16 $ 150
Borrowings** ..........................................................   (21)  (149)
* Includes changes in fair values of interest rate contracts excluding net accrued  

interest income of $172 million and $222 million during 2011 and 2010, respectively.
** Includes adjustments for fair values of hedged borrowings excluding accrued interest 

expense of $277 million and $336 million during 2011 and 2010, respectively.

Derivatives Not Designated as Hedging Instruments
The company has certain interest rate contracts (swaps and 
caps), foreign exchange contracts (forwards and swaps) and 
cross-currency interest rate contracts (swaps), which were not 
formally designated as hedges. These derivatives were held as 
economic hedges for underlying interest rate or foreign 
currency exposures primarily for certain borrowings and 
purchases or sales of inventory. The total notional amounts of 
the interest rate swaps at October 31, 2011 and 2010 were 
$3,216 million and $2,702 million, the foreign exchange 
contracts were $3,058 million and $2,777 million and the 
cross-currency interest rate contracts were $52 million and  
$60 million, respectively. At October 31, 2011 and 2010, there 
were also $1,402 million and $1,055 million, respectively, of 
interest rate caps purchased and the same amounts sold at the 
same capped interest rate to facilitate borrowings through 
securitization of retail notes. The fair value gains or losses from 
the interest rate contracts were recognized currently in interest 
expense and the gains or losses from foreign exchange contracts 
in cost of sales or other operating expenses, generally offsetting 
over time the expenses on the exposures being hedged.  
The cash flows from these non-designated contracts were 
recorded in operating activities in the statement of consolidated 
cash flows.

Fair values of derivative instruments in the consolidated 
balance sheet at October 31 in millions of dollars follow:
  2011 2010

Other Assets
Designated as hedging instruments:
Interest rate contracts .............................................  $ 404 $ 457
Not designated as hedging instruments:
Interest rate contracts .............................................   67  36
Foreign exchange contracts ....................................   12  24
Cross-currency interest rate contracts .....................   2  3

 Total not designated ...........................................   81  63

Total derivatives ......................................................  $ 485 $ 520

Accounts Payable and Accrued Expenses
Designated as hedging instruments:
Interest rate contracts .............................................  $ 13 $ 18
Cross-currency interest rate contracts .....................   7  47

 Total designated .................................................   20  65
Not designated as hedging instruments:
Interest rate contracts .............................................   48  20
Foreign exchange contracts ....................................   100  23
Cross-currency interest rate contracts .....................     1

 Total not designated ...........................................   148  44

Total derivatives ......................................................  $ 168 $ 109

The classification and gains (losses) including accrued 
interest expense related to derivative instruments on the 
statement of consolidated income consisted of the following in 
millions of dollars:
 2011 2010 2009

Fair Value Hedges
Interest rate contracts – Interest expense ..... $ 188 $ 372 $ 453

Cash Flow Hedges
Recognized in OCI
(Effective Portion):
Interest rate contracts – OCI (pretax)* ..........  (5)  (14)  (90)
Foreign exchange contracts –  
 OCI (pretax)* ...........................................  36  (42)

Reclassified from OCI
(Effective Portion):
Interest rate contracts – Interest expense* ....  (20)  (68)  (84)
Foreign exchange contracts –  
 Other expense* .......................................  19  (11)

Recognized Directly in Income
(Ineffective Portion):
Interest rate contracts – Interest expense* ....  **  **  **
Foreign exchange contracts –  
 Other expense* .......................................  **  **  **

Not Designated as Hedges
Interest rate contracts – Interest expense* ....   (1)  25  (5)
Foreign exchange contracts –  
 Cost of sales ...........................................  (51)  (19)  (64)
Foreign exchange contracts –  
 Other expense* .......................................  (127)  (92)  (90)

 Total not designated ................................ $ (179) $ (86) $ (159)

* Includes interest and foreign exchange gains (losses) from cross-currency interest 
rate contracts.

** The amount is not significant.
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28. SEGMENT AND GEOGRAPHIC AREA DATA FOR THE YEARS 
ENDED OCTOBER 31, 2011, 2010 AND 2009

At the beginning of fiscal year 2011, the company combined 
the reporting of the credit segment and the “Other” segment 
into the financial services segment. The “Other” segment 
consisted of an insurance business related to extended warranty 
policies that did not meet the materiality threshold of reporting. 
The segment information for previous periods was revised 
accordingly.

The company’s operations are presently organized and 
reported in three major business segments described as follows:

The agriculture and turf segment primarily manufactures 
and distributes a full line of farm and turf equipment and related 
service parts – including large, medium and utility tractors; 
loaders; combines, corn pickers, cotton and sugarcane harvesters 
and related front-end equipment and sugarcane loaders; tillage, 
seeding and application equipment, including sprayers, nutrient 
management and soil preparation machinery; hay and forage 
equipment, including self-propelled forage harvesters and 
attachments, balers and mowers; turf and utility equipment, 
including riding lawn equipment and walk-behind mowers, 
golf course equipment, utility vehicles, and commercial 
mowing equipment, along with a broad line of associated 
implements; integrated agricultural management systems 
technology; precision agricultural irrigation equipment and 
supplies; landscape and nursery products; and other outdoor 
power products.

The construction and forestry segment primarily manufac-
tures and distributes a broad range of machines and service parts 
used in construction, earthmoving, material handling and 
timber harvesting – including backhoe loaders; crawler dozers 
and loaders; four-wheel-drive loaders; excavators; motor 
graders; articulated dump trucks; landscape loaders; skid-steer 
loaders; and log skidders, feller bunchers, log loaders, log 
forwarders, log harvesters and related attachments.

The products and services produced by the segments 
above are marketed primarily through independent retail dealer 
networks and major retail outlets.

The financial services segment primarily finances sales  
and leases by John Deere dealers of new and used agriculture 
and turf equipment and construction and forestry equipment.  
In addition, the financial services segment provides wholesale 
financing to dealers of the foregoing equipment, provides 
operating loans, finances retail revolving charge accounts and 
offers crop risk mitigation products and extended equipment 
warranties.

Because of integrated manufacturing operations and 
common administrative and marketing support, a substantial 
number of allocations must be made to determine operating 
segment and geographic area data. Intersegment sales and 
revenues represent sales of components and finance charges, 
which are generally based on market prices.

Information relating to operations by operating segment 
in millions of dollars follows. In addition to the following 
unaffiliated sales and revenues by segment, intersegment sales 
and revenues in 2011, 2010 and 2009 were as follows:  
agriculture and turf net sales of $98 million, $59 million and 
$32 million, construction and forestry net sales of $3 million,  
$7 million and $4 million, and financial services revenues of  
$210 million, $224 million and $255 million, respectively.

OPERATING SEGMENTS 2011 2010 2009

Net sales and revenues 
Unaffiliated customers:
 Agriculture and turf net sales .................  $ 24,094 $ 19,868 $ 18,122
 Construction and forestry
  net sales ...........................................   5,372  3,705   2,634 

  Total net sales ...................................   29,466  23,573  20,756
Financial services revenues ........................   2,163  2,074  2,028
Other revenues* ........................................   384  358   328 

Total  ........................................................  $ 32,013 $ 26,005  $ 23,112 

* Other revenues are primarily the equipment operations’ revenues for finance 
and interest income, and other income as disclosed in Note 31, net of certain 
intercompany eliminations.

Operating profit (loss)
Agriculture and turf ....................................  $ 3,447 $ 2,790 $ 1,448
Construction and forestry ...........................   392  119  (83)
Financial services* .....................................   725  499   242 

 Total operating profit..............................   4,564  3,408   1,607 

Interest income ..........................................   47  42  46
Interest expense ........................................   (191)  (184)  (163)
Foreign exchange losses from equipment  
 operations’ financing activities ...............   (11)  (30)  (40)
Corporate expenses – net ..........................   (177)  (200)  (117)
Income taxes .............................................   (1,424)  (1,162)  (460)

 Total .....................................................   (1,756)  (1,534)  (734)

Net income ................................................   2,808  1,874  873
Less: Net income attributable to
 noncontrolling interests ..........................   8  9  

Net income attributable to 
 Deere & Company .................................  $ 2,800 $ 1,865  $ 873 

* Operating profit of the financial services business segment includes the effect of its 
interest expense and foreign exchange gains or losses.

(continued)
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OPERATING SEGMENTS 2011 2010 2009

Interest income*
Agriculture and turf ....................................  $ 23 $ 20 $ 28
Construction and forestry ...........................   3  3  4
Financial services ......................................   1,581  1,528  1,584
Corporate ..................................................   47  42  46
Intercompany ............................................   (231)  (229)  (273)

 Total .....................................................  $ 1,423  $ 1,364  $ 1,389 

* Does not include finance rental income for equipment on operating leases.

Interest expense 
Agriculture and turf ....................................  $ 152 $ 165 $ 208
Construction and forestry ...........................   26  21  19
Financial services ......................................   621  670  925
Corporate ..................................................   191  184  163
Intercompany ............................................   (231)  (229)  (273)

 Total .....................................................  $ 759  $ 811  $ 1,042 

Depreciation* and amortization 
 expense
Agriculture and turf ....................................  $ 505 $ 470 $ 438
Construction and forestry ...........................   82  79  78
Financial services ......................................   328  366   357 

 Total .....................................................  $ 915 $ 915  $ 873 

* Includes depreciation for equipment on operating leases.

Equity in income (loss) of 
 unconsolidated affiliates 
Agriculture and turf ....................................  $ 5 $ 13 $ 14
Construction and forestry ...........................   3  (3)  (21)
Financial services ......................................   1  1   1 

 Total .....................................................  $ 9 $ 11  $ (6) 

Identifiable operating assets 
Agriculture and turf ....................................  $ 9,178 $ 7,593 $ 6,526
Construction and forestry ...........................   2,915  2,353  2,132
Financial services ......................................   29,795  27,507  25,964
Corporate* ................................................   6,319  5,814   6,511 

 Total .....................................................  $ 48,207 $ 43,267  $ 41,133 

* Corporate assets are primarily the equipment operations’ retirement benefits, 
deferred income tax assets, marketable securities and cash and cash equivalents  
as disclosed in Note 31, net of certain intercompany eliminations.

Capital additions
Agriculture and turf ....................................  $ 909 $ 729 $ 702
Construction and forestry ...........................   148  73  95
Financial services ......................................   2     1 

 Total .....................................................  $ 1,059 $ 802  $ 798 

Investments in unconsolidated affiliates
Agriculture and turf ....................................  $ 35 $ 66 $ 57
Construction and forestry ...........................   159  172  149
Financial services ......................................   8  7   7 

 Total .....................................................  $ 202 $ 245  $ 213 

The company views and has historically disclosed its 
operations as consisting of two geographic areas, the U.S. and 
Canada, and outside the U.S. and Canada, shown below in 
millions of dollars. No individual foreign country’s net sales  
and revenues were material for disclosure purposes.

GEOGRAPHIC AREAS 2011 2010 2009

Net sales and revenues 
Unaffiliated customers:
 U.S. and Canada:
  Equipment operations  
   net sales (88%)* ...........................  $ 17,357 $ 14,794 $ 13,022
  Financial services revenues (81%)*....   1,857  1,817  1,801

   Total .............................................   19,214  16,611  14,823

 Outside U.S. and Canada:
  Equipment operations net sales .........   12,109  8,779  7,734
  Financial services revenues ...............   306  257  227

   Total .............................................   12,415  9,036  7,961

Other revenues ..........................................   384  358  328

Total .........................................................  $ 32,013 $ 26,005 $ 23,112

* The percentages indicate the approximate proportion of each amount that relates to 
the U.S. only and are based upon a three-year average for 2011, 2010 and 2009.

Operating profit
 U.S. and Canada:
  Equipment operations ........................  $ 2,898 $ 2,302 $ 1,129
  Financial services ..............................   593  400  156

   Total .............................................   3,491  2,702  1,285

 Outside U.S. and Canada:
  Equipment operations ........................   941  607  236
  Financial services ..............................   132  99  86

   Total .............................................   1,073  706  322

Total .........................................................  $ 4,564 $ 3,408 $ 1,607

Property and equipment
U.S. ..........................................................  $ 2,329 $ 2,035 $ 2,907
Germany ...................................................   572  489  442
Other countries..........................................   1,451  1,267  1,183

  Total .................................................  $ 4,352 $ 3,791 $ 4,532
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29. SUPPLEMENTAL INFORMATION (UNAUDITED)

Common stock per share sales prices from New York Stock 
Exchange composite transactions quotations follow: 
 First Second Third Fourth
 Quarter Quarter Quarter Quarter

2011 Market price
High ........................................... $ 90.99 $ 99.24 $ 97.39 $ 80.82
Low ........................................... $ 74.70 $ 86.91 $ 78.51 $ 61.72
2010 Market price
High ........................................... $ 59.95 $ 62.21 $ 66.68 $ 77.25
Low ........................................... $ 46.30 $ 48.96 $ 54.50 $ 62.34

At October 31, 2011, there were 26,680 holders of record 
of the company’s $1 par value common stock.

Quarterly information with respect to net sales and 
revenues and earnings is shown in the following schedule.  
The company’s fiscal year ends in October and its interim periods 
(quarters) end in January, April and July. Such information is 
shown in millions of dollars except for per share amounts.

 First Second Third Fourth
 Quarter Quarter Quarter Quarter

2011*
Net sales and revenues ....................  $ 6,119 $ 8,910 $ 8,372 $ 8,612
Net sales .........................................   5,514  8,327  7,722  7,903
Gross profit .....................................   1,420  2,221  1,929  1,977
Income before income taxes .............   746  1,341  1,079  1,057
Net income attributable 
 to Deere & Company ....................   514  904  712  670
Per share data:
 Basic ..........................................   1.22  2.15  1.71  1.63
 Diluted ........................................   1.20  2.12  1.69  1.62
 Dividends declared ......................   .35  .35  .41  .41
 Dividends paid .............................   .30  .35  .35  .41

2010*
Net sales and revenues ....................  $ 4,835 $ 7,131 $ 6,837 $ 7,202
Net sales .........................................   4,237  6,548  6,224  6,564
Gross profit .....................................   1,032  1,783  1,704  1,655
Income before income taxes .............   364  989  922  750
Net income attributable 
 to Deere & Company ....................   243  548  617  457
Per share data:
 Basic ..........................................   .57  1.29  1.45  1.08
 Diluted ........................................   .57  1.28  1.44  1.07
 Dividends declared ......................   .28  .28  .30  .30
 Dividends paid .............................   .28  .28  .28  .30
Net income per share for each quarter must be computed independently. As a result, 
their sum may not equal the total net income per share for the year.

* See Note 5 for “Special Items” and Note 4 for “Acquisitions and Dispositions.”

30. SUBSEQUENT EVENTS

A quarterly dividend of $.41 per share was declared at the  
Board of Directors meeting on December 7, 2011, payable on 
February 1, 2012 to stockholders of record on December 30, 
2011.

In November 2011, the company’s financial services 
operations issued $600 million of 1.25% medium-term notes 
due in December 2014 and $500 million of 2.00% medium-
term notes due in January 2017. The $500 million of 2.00% 
medium-term notes were swapped to a variable interest rate  
of 1.18% at the issuance date.
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31. SUPPLEMENTAL CONSOLIDATING DATA

INCOME STATEMENT
For the Years Ended October 31, 2011, 2010 and 2009
( In millions of dollars)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2011 2010 2009 2011 2010 2009            
Net Sales and Revenues
Net sales ................................................................................... $ 29,466.1 $ 23,573.2 $ 20,756.1
Finance and interest income ......................................................  73.3  64.8  77.7 $ 2,080.8 $ 1,975.1 $ 2,037.3
Other income ............................................................................  455.5  386.2  337.1   292.5  322.5   246.0 

 Total  ....................................................................................  29,994.9  24,024.2  21,170.9   2,373.3  2,297.6   2,283.3 

Costs and Expenses
Cost of sales .............................................................................  21,920.7  17,400.3  16,256.9
Research and development expenses .........................................  1,226.2  1,052.4  977.0
Selling, administrative and general expenses ..............................  2,786.6  2,496.0  2,262.4  394.4  482.9  528.3
Interest expense ........................................................................  191.4  184.1  162.6  621.0  670.1  924.8
Interest compensation to Financial Services ................................  178.5  186.3  227.9
Other operating expenses ..........................................................  192.5  177.9  186.5   634.2  646.7   588.7 

 Total  ....................................................................................  26,495.9  21,497.0  20,073.3   1,649.6  1,799.7   2,041.8 

Income of Consolidated Group before 
 Income Taxes .....................................................................  3,499.0  2,527.2  1,097.6  723.7  497.9  241.5
Provision for income taxes .........................................................  1,169.6  1,035.2  420.3   253.9  126.4   39.7 

Income of Consolidated Group..............................................  2,329.4  1,492.0  677.3   469.8  371.5   201.8 

Equity in Income (Loss) of Unconsolidated 
 Subsidiaries and Affiliates 
 Financial Services .................................................................  471.0  372.5  202.5  1.2  .9  .5
 Other  ....................................................................................  7.4  9.9  (6.7)                 

  Total .................................................................................  478.4  382.4  195.8   1.2  .9   .5 

Net Income .............................................................................  2,807.8  1,874.4  873.1  471.0  372.4  202.3

 Less: Net income (loss) attributable  
  to noncontrolling interests ......................................................  7.9  9.4  (.4)       (.1)  (.2)

Net Income Attributable to Deere & Company ..................... $ 2,799.9 $ 1,865.0 $ 873.5  $ 471.0 $ 372.5  $ 202.5 

* Deere & Company with Financial Services on the equity basis.

 The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in Note 1 
to the consolidated financial statements. The consolidated group data in the “Equipment Operations” income statement reflect the results of the agriculture and 
turf operations and construction and forestry operations. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to 
arrive at the consolidated financial statements.
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31. SUPPLEMENTAL CONSOLIDATING DATA (continued)

BALANCE SHEET
As of October 31, 2011 and 2010
( In millions of dollars except per share amounts)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2011 2010 2011 2010  _________  _________   _________ _________
ASSETS
Cash and cash equivalents....................................................................................  $ 3,187.5 $ 3,348.3 $ 459.7 $ 442.3
Marketable securities ...........................................................................................   502.6    284.7  227.9
Receivables from unconsolidated subsidiaries and affiliates ....................................   1,713.4  1,712.6    1.6
Trade accounts and notes receivable - net .............................................................   1,093.9  999.8  2,807.2  2,979.7
Financing receivables - net ...................................................................................   14.0  9.4  19,909.5  17,672.8
Financing receivables securitized - net ..................................................................       2,905.0  2,238.3
Other receivables .................................................................................................   965.6  889.5  370.1  49.4
Equipment on operating leases - net .....................................................................       2,150.0  1,936.2
Inventories ...........................................................................................................   4,370.6  3,063.0
Property and equipment - net ...............................................................................   4,287.5  3,722.4  64.9  68.3
Investments in unconsolidated subsidiaries and affiliates ........................................   3,473.9  3,420.2  8.1  7.0
Goodwill ...............................................................................................................   999.8  998.6 
Other intangible assets - net .................................................................................   123.4  113.0  4.0  4.0
Retirement benefits ..............................................................................................   29.6  145.8  28.0  31.4
Deferred income taxes ..........................................................................................   3,052.8  2,737.1  91.2  103.2
Other assets .........................................................................................................   468.6  381.2  712.6  812.9
Assets held for sale ..............................................................................................                     931.4 

Total Assets .......................................................................................................  $ 24,283.2  $ 21,540.9  $ 29,795.0  $ 27,506.4 

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Short-term borrowings ..........................................................................................  $ 528.5 $ 85.0 $ 6,323.8 $ 5,240.7
Short-term securitization borrowings .....................................................................       2,777.4  2,208.8
Payables to unconsolidated subsidiaries and affiliates ............................................   117.7  205.2  1,665.5  1,673.7
Accounts payable and accrued expenses ...............................................................   6,869.3  5,757.1  1,547.8  1,253.3
Deferred income taxes ..........................................................................................   99.0  92.0  354.7  415.5
Long-term borrowings ..........................................................................................   3,167.1  3,328.6  13,792.8  13,485.9
Retirement benefits and other liabilities .................................................................   6,686.7   5,771.6   52.6   43.8 

   Total liabilities ..........................................................................................   17,468.3   15,239.5   26,514.6   24,321.7 

Commitments and contingencies (Note 22)

STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized – 1,200,000,000 shares;
 issued – 536,431,204 shares in 2011 and 2010), at paid-in amount .................   3,251.7  3,106.3  1,570.6  1,722.5
Common stock in treasury, 130,361,345 shares in 2011
 and 114,250,815 shares in 2010, at cost ..........................................................   (7,292.8)  (5,789.5)  
Retained earnings .................................................................................................   14,519.4  12,353.1  1,541.5  1,335.2
Accumulated other comprehensive income (loss):
 Retirement benefits adjustment.........................................................................   (4,135.4)  (3,797.0)    
 Cumulative translation adjustment .....................................................................   453.8  436.0  164.7  143.6
 Unrealized loss on derivatives ...........................................................................   (8.3)  (29.2)  (8.3)  (29.2)
 Unrealized gain on investments. ........................................................................   11.9   10.6   11.9   10.6 

  Accumulated other comprehensive income (loss) ..........................................   (3,678.0)  (3,379.6)  168.3   125.0 

Total Deere & Company stockholders’ equity .........................................................   6,800.3  6,290.3  3,280.4  3,182.7

Noncontrolling interests ........................................................................................   14.6   11.1         2.0 

  Total stockholders’ equity .............................................................................   6,814.9   6,301.4   3,280.4   3,184.7 

Total Liabilities and Stockholders’ Equity ......................................................  $ 24,283.2  $ 21,540.9  $ 29,795.0  $ 27,506.4 

* Deere & Company with Financial Services on the equity basis.

The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in  
Note 1 to the consolidated financial statements. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive at 
the consolidated financial statements.
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31. SUPPLEMENTAL CONSOLIDATING DATA (continued)

STATEMENT OF CASH FLOWS
For the Years Ended October 31, 2011, 2010 and 2009
( In millions of dollars)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2011 2010 2009 2011 2010 2009  _________  _________   _________   ________   ________  ________

Cash Flows from Operating Activities
Net income ................................................................................ $ 2,807.8 $ 1,874.4 $ 873.1 $ 471.0 $ 372.4 $ 202.3
Adjustments to reconcile net income to net cash 
 provided by operating activities:
 Provision for doubtful receivables ...........................................  4.5  6.3  35.3  9.0  100.1  196.5
 Provision for depreciation and amortization .............................  587.0  548.7  516.2  401.5  424.6  409.0
 Goodwill impairment charges .................................................    27.2  289.2      
 Undistributed earnings of unconsolidated subsidiaries
  and affiliates .....................................................................  (118.8)  (156.7)  (195.1)  (1.0)  (.9)  (.5)
 Provision (credit) for deferred income taxes ............................  (278.3)  74.8  83.2  110.2  100.2  88.4
 Changes in assets and liabilities:
  Receivables ......................................................................  (109.5)  (333.0)  325.9    (5.6)  1.2
  Inventories ........................................................................  (1,281.8)  (647.7)  773.0  
  Accounts payable and accrued expenses ...........................  1,027.0  1,062.9  (1,127.2)  351.3  5.7  18.1
  Accrued income taxes payable/receivable ..........................  45.3  6.5  (247.0)  (44.1)  15.6  12.9
  Retirement benefits ...........................................................  483.2  (140.1)  (25.7)  12.1  (14.0)  (2.1)
 Other ....................................................................................  (168.0)  221.6   123.7   (245.0)  276.1   (29.2)

   Net cash provided by operating activities........................  2,998.4   2,544.9   1,424.6   1,065.0   1,274.2   896.6 

Cash Flows from Investing Activities
Collections of receivables (excluding trade and wholesale) ..........        13,333.1  12,287.7  12,399.0
Proceeds from maturities and sales of marketable securities .......  .3    803.4  32.2  38.4  21.7
Proceeds from sales of equipment on operating leases ...............        683.4  621.9  477.3
Government grants related to property and equipment ................          92.3  
Proceeds from sales of businesses, net of cash sold ...................  911.1  34.9       
Cost of receivables acquired (excluding trade and wholesale) ......        (15,365.9)  (13,681.6)  (12,155.4)
Purchases of marketable securities ............................................  (503.1)    (7.6)  (83.8)  (63.4)  (22.0)
Purchases of property and equipment ........................................  (1,054.3)  (735.5)  (788.0)  (2.4)  (26.2)  (118.7)
Cost of equipment on operating leases acquired .........................        (1,230.5)  (1,098.4)  (834.4)
Increase in investment in Financial Services................................  (69.0)  (43.8)  (60.0)     
Acquisitions of businesses, net of cash acquired .........................  (60.8)  (37.2)  (49.8)    (8.3)  
Increase in trade and wholesale receivables ...............................        (561.8)  (838.8)  (151.0)
Other ........................................................................................  (79.5)  (32.9)  (20.7)  (35.7)  18.3   52.8 

   Net cash used for investing activities .............................  (855.3)  (814.5)  (122.7)  (3,231.4)   (2,658.1)  (330.7)

Cash Flows from Financing Activities
Increase (decrease) in total short-term borrowings ......................  230.8  (127.9)  (52.2)  (456.9)  883.9  (1,332.6)
Change in intercompany receivables/payables ............................  (552.6)  (1,229.9)  550.9  552.6  1,229.9  (550.9)
Proceeds from long-term borrowings ..........................................  69.0  305.0  1,384.8  5,586.0  2,316.0  4,898.0
Payments of long-term borrowings .............................................  (11.5)  (311.5)  (75.6)  (3,209.3)  (3,364.2)  (3,754.7)
Proceeds from issuance of common stock ..................................  170.0  129.1  16.5  
Repurchases of common stock ..................................................  (1,667.0)  (358.8)  (3.2)  
Capital investment from Equipment Operations ...........................        69.0  43.8  60.0
Dividends paid ...........................................................................  (593.1)  (483.5)  (473.4)  (340.1)  (217.2)  
Excess tax benefits from share-based compensation ..................  70.1  43.5  4.6    
Other ........................................................................................  (17.3)  (20.7)  (25.8)  (31.2)  (20.6)  (116.1)

   Net cash provided by (used for) financing activities .........  (2,301.6)  (2,054.7)  1,326.6   2,170.1   871.6   (796.3)

Effect of Exchange Rate Changes on Cash 
 and Cash Equivalents ........................................................  (2.3)  (17.2)  26.7   13.7   (7.3)  15.5

Net Increase (Decrease) in Cash and Cash Equivalents .....  (160.8)  (341.5)  2,655.2  17.4  (519.6)  (214.9)
Cash and Cash Equivalents at Beginning of Year ................  3,348.3   3,689.8   1,034.6   442.3   961.9   1,176.8 

Cash and Cash Equivalents at End of Year........................... $ 3,187.5  $ 3,348.3  $ 3,689.8  $ 459.7  $ 442.3  $ 961.9 

* Deere & Company with Financial Services on the equity basis.
The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in  
Note 1 to the consolidated financial statements. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive  
at the consolidated financial statements.
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SELECTED FINANCIAL DATA
(Dollars in millions except per share amounts)

 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002

Net sales and revenues ...................................... $ 32,013 $ 26,005 $ 23,112 $ 28,438 $ 24,082 $ 22,148 $ 21,191 $ 19,204 $ 14,856 $ 13,296

Net sales ...........................................................  29,466  23,573  20,756  25,803  21,489  19,884  19,401  17,673  13,349  11,703

Finance and interest income ..............................  1,923  1,825  1,842  2,068  2,055  1,777  1,440  1,196  1,276  1,339

Research and development expenses .................  1,226  1,052  977  943  817  726  677  612  577  528

Selling, administrative and general expenses ......  3,169  2,969  2,781  2,960  2,621  2,324  2,086  1,984  1,623  1,546

Interest expense ................................................  759  811  1,042  1,137  1,151  1,018  761  592  629  637

Income from continuing operations* ...................  2,800  1,865  873  2,053  1,822  1,453  1,414  1,398  620  296

Net income* ......................................................  2,800  1,865  873  2,053  1,822  1,694  1,447  1,406  643  319

Return on net sales ............................................  9.5%  7.9%  4.2%  8.0%  8.5%  8.5%  7.5%  8.0%  4.8%  2.7%

Return on beginning Deere & Company
 stockholders’ equity ......................................  44.5%  38.7%  13.4%  28.7%  24.3%  24.7%  22.6%  35.1%  20.3%  8.0%

Income per share from
 continuing operations – basic* ....................... $ 6.71 $ 4.40 $ 2.07 $ 4.76 $ 4.05 $ 3.11 $ 2.90 $ 2.82 $ 1.29 $ .62
  – diluted* .....................  6.63  4.35  2.06  4.70  4.00  3.08  2.87  2.76  1.27  .61

Net income per share – basic* ...........................  6.71  4.40  2.07  4.76  4.05  3.63  2.97  2.84  1.34  .67
  – diluted* .........................  6.63  4.35  2.06  4.70  4.00  3.59  2.94  2.78  1.32  .66

Dividends declared per share .............................  1.52  1.16  1.12  1.06  .91  .78  .601/2  .53  .44  .44
Dividends paid per share ....................................  1.41  1.14  1.12  1.03  .851/2  .74  .59  .50  .44  .44

Average number of common
 shares outstanding (in millions) – basic ..........  417.4  424.0  422.8  431.1  449.3  466.8  486.6  494.5  480.4  476.4
    – diluted ........  422.4  428.6  424.4  436.3  455.0  471.6  492.9  506.2  486.7  481.8

Total assets ....................................................... $ 48,207 $ 43,267 $ 41,133 $ 38,735 $ 38,576 $ 34,720 $ 33,637 $ 28,754 $ 26,258 $ 23,768

Trade accounts and notes receivable – net .........  3,295  3,464  2,617  3,235  3,055  3,038  3,118  3,207  2,619  2,734

Financing receivables – net ................................  19,924  17,682  15,255  16,017  15,631  14,004  12,869  11,233  9,974  9,068

Financing receivables securitized – net ...............  2,905  2,238  3,108  1,645  2,289  2,371  1,458      

Equipment on operating leases – net ..................  2,150  1,936  1,733  1,639  1,705  1,494  1,336  1,297  1,382  1,609

Inventories ........................................................  4,371  3,063  2,397  3,042  2,337  1,957  2,135  1,999  1,366  1,372

Property and equipment – net ............................  4,352  3,791  4,532  4,128  3,534  2,764  2,343  2,138  2,064  1,985

Short-term borrowings:
 Equipment operations ....................................  528  85  490  218  130  282  678  312  577  398
 Financial services ..........................................  6,324  5,241  3,537  6,621  7,495  5,436  4,732  3,146  3,770  4,039

  Total .........................................................  6,852  5,326  4,027  6,839  7,625  5,718  5,410  3,458  4,347  4,437

Short-term securitization borrowings:
 Financial services ..........................................  2,777  2,209  3,132  1,682  2,344  2,403  1,474    

Long-term borrowings:
 Equipment operations ....................................  3,167  3,329  3,073  1,992  1,973  1,969  2,423  2,728  2,727  2,989
 Financial services ..........................................  13,793  13,486  14,319  11,907  9,825  9,615  9,316  8,362  7,677  5,961

  Total .........................................................  16,960  16,815  17,392  13,899  11,798  11,584  11,739  11,090  10,404  8,950

Total Deere & Company stockholders’ equity ......  6,800  6,290  4,819  6,533  7,156  7,491  6,852  6,393  4,002  3,163

Book value per share* ........................................ $ 16.75 $ 14.90 $ 11.39 $ 15.47 $ 16.28 $ 16.48 $ 14.46 $ 12.95 $ 8.22 $ 6.62

Capital expenditures .......................................... $ 1,050 $ 795 $ 767 $ 1,117 $ 1,025 $ 774 $ 512 $ 364 $ 313 $ 358

Number of employees (at year end) ....................  61,278  55,650  51,262  56,653  52,022  46,549  47,423  46,465  43,221  43,051

* Attributable to Deere & Company.

DEERE & COMPANY
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ANNUAL MEETING
The annual meeting of company stockholders will be held 
at 10 a.m. CT on February 29, 2012, at the Deere & Company 
World Headquarters, One John Deere Place, Moline, Illinois.

TRANSFER AGENT & REGISTRAR

other inquiries, including those concerning lost, stolen or 

Deere & Company

P.O. Box 358015
Pittsburgh, PA 15252-8015

www.bnymellon.com/shareowner/isd

DIVIDEND REINVESTMENT & DIRECT PURCHASE PLAN

New York Mellon’s BuyDIRECT Plan. Automatic monthly 

Deere & Company

P.O. Box 358015
Pittsburgh, PA 15252-8015

STOCKHOLDER RELATIONS

Deere & Company
Stockholder Relations Department

INVESTOR RELATIONS

Tony Huegel

Deere & Company

STOCK EXCHANGES
Deere & Company common stock is listed on the New York 
Stock Exchange under the ticker symbol DE.

FORM 10-K

written request to Deere & Company Stockholder Relations.

AUDITORS
Deloitte & Touche LLP 
Chicago, Illinois

Unless otherwise indicated, all capitalized names of products and 
services are trademarks or service marks of Deere & Company.

CORPORATE LEADERSHIP

Senior Vice President, John Deere Power Systems, 

Engineering, and Global Supply Management & Logistics

Senior Vice President and General Counsel

Vice President and Deputy General Counsel, International

Vice President and Comptroller

Vice President, Corporate Communications and 
Global Brand Management

Vice President and Deputy General Counsel, North America

Vice President, Taxes

Vice President, Global Human Resources

Vice President, Global Supply Management & Logistics

Vice President, Labor Relations

Vice President, Internal Audit

Vice President, Public Affairs Worldwide

Vice President, Information Technology

Vice President and Treasurer

Corporate Secretary and Associate General Counsel

WORLDWIDE AGRICULTURE & 
TURF DIVISION

President, North America, Asia, Australia, Sub-Saharan and 
South Africa, and Global Tractor and Turf Products

President, Europe, CIS, Northern Africa, Middle East, Latin America, 

Senior Vice President, Global Platform - Tractor

WORLDWIDE CONSTRUCTION & 
FORESTRY DIVISION

President

Senior Vice President, Sales & Marketing

Senior Vice President,
Engineering and Manufacturing 

WORLDWIDE FINANCIAL SERVICES DIVISION 

President

Senior Vice President and Chief Counsel

Senior Vice President, International Finance

Senior Vice President, Sales & Marketing, U.S. and Canada

Senior Vice President, Credit & Operations, U.S. and Canada

STOCKHOLDER INFORMATION

Figures in parentheses represent complete years of company 
service through 12/31/11 and assignments as of that date.

* Effective 1/1/12, Thomas C. Spitzfaden succeeds Dennis R. Schwartz
as Vice President, Pension Fund & Investments.
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Net Sales and Revenues (MM)

2009 2010 2011

$23,112 $26,005 $32,013

Operating Profit (MM)

2009 2010 2011

$1,607 $3,408 $4,564

Net Income *(MM)

2009 2010 2011

$873 $1,865 $2,800

*Net income attributable to Deere & Company

The Deere senior management team shown with replica of founder John Deere’s first 1837 plow and company’s new S690 Combine,  
one of the world’s most advanced harvesters. From left, Dave Everitt, Mike Mack, Jim Jenkins, Sam Allen, Jean Gilles, Jim Field, Mark von Pentz, and Jim Israel.

The 175th anniversary of the founding of John Deere is a time to connect the pride of  
the past with the promise of the future. Our heritage is rich. Our achievements are many. 
Our future is bright. Guided by an ambitious plan for global growth, we aim to seize the 
great opportunities that lie ahead, based on the world’s growing need for food, shelter and 
infrastructure. John Deere’s goal is to capitalize on these positive trends in order to deliver 
increasing value to our customers, investors and other constituents in the years ahead.

SAMUEL R. ALLEN (2)
Chairman and Chief Executive Officer 
Deere & Company 

CRANDALL C. BOWLES (15)
Chairman, Springs Industries, Inc. 
Chairman, The Springs Company 
home furnishings

VANCE D. COFFMAN (7)
Retired Chairman
Lockheed Martin Corporation
aerospace, defense and information technology

CHARLES O. HOLLIDAY, JR. (4) 
Chairman of the Board
Bank of America Corporation
banking, investing and asset management 

DIPAK C. JAIN (9)
Dean, INSEAD
business education

CLAYTON M. JONES (4)
Chairman, President and Chief Executive Officer
Rockwell Collins, Inc.
aviation electronics and communications

JOACHIM MILBERG (8)
Chairman, Supervisory Board
Bayerische Motoren Werke (BMW) AG
motor vehicles

RICHARD B. MYERS (5)
Retired Chairman, Joint Chiefs of Staff 
Retired General, United States Air Force
principal military advisor to the President, the  
Secretary of Defense, and the National Security Council

From left: David B. Speer, Aulana L. Peters, Thomas H. Patrick, Richard B. Myers, Joachim Milberg, Samuel R. Allen, Clayton M. Jones,  
Dipak C. Jain, Charles O. Holliday, Jr., Vance D. Coffman and Crandall C. Bowles; shown at the John Deere Pavilion, Moline, Illinois,  
with a sculpture of a John Deere combine made of canned and packaged foods that were later donated to area food pantries.

BOARD OF DIRECTORS

THOMAS H. PATRICK (11)
Chairman
New Vernon Capital, LLC
private equity fund

AULANA L. PETERS (9)
Retired Partner
Gibson, Dunn & Crutcher LLP
law firm 

DAVID B. SPEER (3)
Chairman and Chief Executive Officer
Illinois Tool Works Inc.
engineered components,  
industrial systems and consumables

(Not pictured: Elected 12/7/11)
SHERRY M. SMITH
Executive Vice President and Chief Financial Officer
SUPERVALU INC. 
grocery

Figures in parentheses represent complete years of board  
service through 12/31/11 and positions as of that date.
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COMMITTED TO THOSE LINKED TO THE LAND

Deere & Company
One John Deere Place
Moline, Illinois   61265
(309) 765-8000
www.JohnDeere.com

“I will never put my name
on a product that does not have in it

the best that is in me.”
— John Deere

Medallion created to celebrate
the company’s centennial in 1937.

Deere & Company 
Annual Report 2011
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FEET ON THE GROUND

EYES ON THE HORIZON

Deere & Company  
Annual Report 2012

Deere & Company 
One John Deere Place 
Moline, Illinois   61265 
(309) 765-8000 
www.JohnDeere.com
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Net Sales and Revenues (MM)

2010 2011 2012

$26,005 $32,013 $36,157

Operating Profit (MM)

2010 2011 2012

$3,408 $4,564 $5,109

Net Income *(MM)

2010 2011 2012

$1,865 $2,800 $3,065

* Net income attributable to Deere & Company

The senior management team with two R Series tractors at Deere & Company World Headquarters, Moline, lllinois.
From left: Raj Kalathur, Mike Mack, Jean Gilles, Max Guinn, Sam Allen, Jim Jenkins, Jim Israel, Mary Jones, Mark von Pentz, Jim Field and John May.

About the Cover   
 “Feet on the ground, eyes on the horizon” is the 
theme of this year’s annual report – and one  
of the main themes underlying how we do  
business. As John Deere expands its market  
presence and pursues attractive growth  
opportunities throughout the world, we are  
committed to maintaining our focus on  
operational excellence, disciplined cost and asset 
management, and peerless customer service. 
What’s more, our aim is to do all these things 
while remaining grounded in bedrock values such 
as integrity that have shaped our character and 
sustained our success for many generations.
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DEERE HAS RECORD YEAR
Bold Growth Plan Moves Ahead

John Deere had another strong year in 2012.

Our results reflected the sound execution of our business 
plans, centered on global expansion and disciplined cost and 
asset management. Among our achievements, we delivered our 
highest-ever sales and income, made substantial investments to 
expand our worldwide footprint, and continued an aggressive 
launch of advanced new products. We also built on our strong 
record as a responsible corporate citizen and leading employer.

As a result, the company remains well-positioned to earn solid 
profits even in a fragile global economy and, longer term, to 
benefit from broad trends that we believe hold great promise.

For fiscal 2012, Deere reported income of $3.1 billion, on net  
sales and revenues of $36.2 billion. Both figures exceeded 
previous highs set in 2011. Income was up 9 percent on a  
13 percent increase in sales and revenues. Earnings per share 
rose fully 15 percent, reflecting the impact of fewer shares 

CHAIRMAN’S MESSAGE

outstanding. The company has set annual income records  
seven times since 2003.

The company’s performance affirmed the wisdom of keeping 
our eyes on the horizon and feet on the ground, the theme of 
this year’s annual report. That means investing to capitalize on 
powerful macroeconomic trends related to a growing, more 
affluent global population, while at the same time maintaining a 
laser-like focus on operational excellence and customer service. 

Last year, Deere produced a healthy level of SVA*, or economic 
profit, which reached $2.78 billion. This performance helped us 
fund important geographic expansions, pay a record amount in 
dividends to investors, and continue with share repurchases.

In addition, the company maintained its strong financial 
condition. At year-end, Deere’s equipment operations carried 
some $5 billion of cash and marketable securities with relatively 
low net debt. Our financial services remained conservatively 
capitalized as well.

* Non GAAP financial measure. See page 11 for results.

The advanced John Deere 644K Hybrid Wheel Loader 
features both diesel and electric power, giving customers 
a productive yet quieter machine with lower emissions 
and fuel savings of as much as 25%.
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A&T SETTING PACE
Our performance was led by the Agriculture & Turf division (A&T), 
which had another banner year. Deere’s largest division brought 
advanced new products to market, broadened its customer  
base, and reinforced its preeminent position in key markets.  
A&T results were aided by positive farm conditions and higher 
sales of large equipment, particularly in the United States.

In other businesses, Construction & Forestry (C&F) continued  
a turnaround with operating profit climbing 21 percent on a sales 
increase of 19 percent. Division sales have risen well over two-fold 
since 2009. C&F introduced advanced new products, continued 
its expansion into new geographies and gained market share in 
key product categories.

Deere’s financial services organization delivered solid profits while 
providing competitive financing to our equipment customers on 

an increasingly global scale. Although net earnings declined slightly 
from 2011 record levels, the loan portfolio grew by about $4 billion. 
Credit quality remained exceptionally strong, with the provision  
for loss declining to a negligible amount.

Investors shared in our success of 2012. Stockholders realized a 
total return of about 15 percent for the fiscal year compared with 
a slight decline for the overall U.S. equity market. Deere common-
stock dividends totaled about $700 million, a record, while share 
repurchases of $1.6 billion were completed. Since mid-2004, the 
company has increased the quarterly dividend rate on 10 occasions 
and repurchased about 160 million shares of stock. 

POWERFUL TRENDS DRIVING PLANS
Despite persistent global economic concerns, longer-term trends 
based on population growth and rising living standards remain 
quite powerful. It is widely believed that agricultural output will 

Launched in early 2012, the flagship S690 Combine 
(shown with 18-row 618C Corn Head) is finding strong demand 
in large-farm markets globally, especially in regions with 
high-yielding corn, soybeans, or small grains. 
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need to double by mid-century to satisfy demand and do so 
with essentially the same amount of land, less water, and a 
shrinking rural workforce.

At the same time, people in developing economies are migrating 
to cities from rural areas as never before. Urbanization on  
such a scale furthers the need for roads, bridges and shelter – 
and for the equipment required to build them.

To illustrate the potential force of these tailwinds, consider  
that while economic growth for much of the world has stalled  
in the last four years, the overall farm economy has fared quite 
well. Grain prices and farm incomes have remained at or  
near record levels. Further, construction activity in developing 
parts of the world, while slowing, has continued to be  
generally healthy.

No doubt, the problems afflicting the world economy today are 
real and troubling. They may even cause the opportunities we 

foresee to take shape with less vigor or velocity. But take shape, 
they almost surely will – a fact that should support demand for 
productive farm, construction, forestry and turf-care equipment 
well into the future. 

INVESTMENTS MOVING AHEAD
As noted in the past, John Deere has adopted a far-reaching 
operating strategy to capitalize on this promising situation.  
Its aim is to expand our global market presence in a major  
way while making further improvements in profitability and 
asset management. Reaching our goals – including $50 billion  
in mid-cycle sales by 2018 – requires making substantial 
investments in additional capacity, distribution, credit and 
after-market support. 

Over the last two years, Deere has announced plans to build 
seven factories in markets critical to our future growth. Three  
of these facilities are in China, for construction equipment, 
engines and large farm machinery; two are in Brazil, for 
construction equipment; one is located in India, for the 
manufacture of farm tractors; and another is in Russia, for 
seeding, tillage and application equipment. Most are expected  
to begin production in 2013 or 2014. In a related development,  
a new combine factory in India went into operation in 2012.

With the 990 Round Baler, John Deere aims to meet the  
needs of the large European contractor/farmer market. 
The baler’s award-winning quick-release system ejects  
a finished bale in under five seconds – roughly a third  
of the time required with a conventional machine.  
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New parts centers were announced or opened during the year in 
Germany, Argentina and South Africa. Finance operations were 
launched in Russia, Chile, Thailand and India. Deere now has a 
retail-financing presence in nearly three-dozen countries and all 
those where we have significant sales.

The company also opened offices in Brazil and China that bring 
together employees of different divisions in a common setting. 
By operating as a more integrated enterprise – one of the 
principles underlying our growth strategy – we can leverage 
the complementary strengths of all our businesses. This adds 
further momentum to our growth efforts. 

Even as we extend our global reach, the U.S. and Canadian markets 
remain vitally important. Last year, the region accounted for  
more than 60 percent of our sales and revenues as well as most  
of our profit and spending on capital programs.

We are committed to zealously defending our market-leading 
position with production farmers and other customers in the U.S. 
and Canada – and are investing accordingly. Of the 15 or so 

major projects under way in the company today, about half are 
in the United States. In 2012, significant factory expansions 
were announced for tractors, sprayers, and cylinders, among 
other products. We added some 2,300 to our U.S. and Canadian 
employee base as well.

John Deere is becoming a more global enterprise by the day.  
Yet we fully intend to achieve meaningful growth in North 
America as we find even better ways to serve those customers 
who remain such a crucial part of our success. 

MAJOR YEAR FOR NEW PRODUCTS
New products play a central role in our growth plans. Last year 
John Deere continued with a record introduction of products, 
most of which feature improvements in power, comfort and 
performance. 

Advancements in the 748H Skidder make it easier for customers to  
move more wood, more reliably, on less fuel. An AutoShift option  
selects the optimum gear based on load, further reducing fuel use and  
allowing the operator to focus on running the grapple.  
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Recently introduced equipment includes a line of innovative 
round balers, a fuller line of versatile utility tractors, and  
a family of premium midsize tractors. Also debuting were 
recreational-utility vehicles that can reach a top speed of more 
than 50 miles an hour. New construction-equipment models 
were highlighted by the company’s largest-ever articulated 
dump truck, as well as backhoes, crawlers and excavators 
offering increased levels of performance.

Many of our new products feature John Deere engine 
technology that reduces emissions while meeting customer 
requirements for power, reliability and efficiency. Deere’s 
extensive engine know-how, encompassing both design and 
production, provides customers with an integrated powertrain 
solution that optimizes the performance of our equipment. 

Long acclaimed for innovation, John Deere won further honors 
for its advanced products and technology. Among them were 
three awards from a top farm magazine, seven awards from a 
leading U.S. agricultural-engineering group, and seven received 
at a prominent farm show in Spain.

Products recognized included S-series combines and various 
lines of large tractors. In addition, InformationWeek magazine 
named John Deere as the second most-innovative user of 
business technology among U.S. companies for its remote 
diagnostics software.

VALUES PROVIDING SUPPORT
Regardless of the scope of our aspirations or the scale of  
our achievements, John Deere’s future rests on a foundation  
of enduring principles.

Our core values – integrity, quality, commitment and innovation 
– have sustained the loyalty of generations of customers  
and are a source of inspiration for thousands of talented 
employees, dealers and suppliers. These values also have 
supported the kind of business performance that has resulted  
in solid investor returns over many years.

As Deere expands throughout the world, we reaffirm our 
dedication to our values and recognize their vital role in  
our continuing success.

With the 62-hp RSX850i Gator utility vehicles, John Deere entered  
the recreational market in 2012 offering three models –  
sport, trail and customizable base model – designed to handle  
rough terrain with solid control.
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In addition, the John Deere Foundation partnered with 
organizations in India to help address the issue of poverty. 
A project in the city of Pune is helping raise living standards 
through improved access to services, income opportunities  
and shelter. Meanwhile, the foundation formalized an effort to 
assist subsistence farmers in northwest India. The Joint Initiative 
for Village Advancement (JIVA) focuses on making sustainable 
improvements in agriculture, education and infrastructure.

In other actions, the company and foundation continued 
supporting education programs with an emphasis on science, 
technology, engineering and math (STEM) activities.

Responsible citizenship also is reflected in our efforts to protect 
the well-being of employees. Safety is one of our highest 
priorities and the company’s exemplary safety record got even 
better in 2012. The rate of injuries causing time away from  
work reached a record low with more than half of our locations 
not reporting a single lost-time incident. 

In other milestones, Deere was listed among the world’s  
most-admired companies by Fortune magazine and named to 

CITIZENSHIP EFFORTS MAKING IMPACT
A cornerstone of John Deere’s success throughout its history, 
our corporate-citizenship efforts continued making a 
meaningful impact in 2012. 

Thousands of employees celebrated the company’s 175th 
anniversary through volunteer activities such as planting trees, 
remodeling schools and assisting local food banks. In this vein, 
employees enthusiastically embraced the company’s recently 
launched volunteerism initiative, recording more than 40,000 
hours of volunteer service. To further encourage employees  
to give back, a program was introduced in the U.S. that makes 
cash grants available to charitable organizations at which 
individual employees devote at least a week of time annually. 

New John Deere D5000 Flow Regulated Drip Line, shown  
being delivered to a sugarcane field, is installed below  
the surface to provide water and nutrients directly to the plants’  
root zone (John Deere 3520 Sugarcane Harvester shown).
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DEERE ENTERPRISE SVA (MM) 

2012 HIGHLIGHTS

– Refl ecting healthy farm 
economy and improving  
construction market in 
North America, worldwide net 
sales and revenues increase 
13% to $36.2 billion.

– Earnings top $3 billion for 
fi rst time ($3.065 billion), 
an increase of 9% versus 
prior year. Earnings per share 
climb 15% refl ecting impact 
of fewer shares outstanding. 

–  Improved fi nancial results help drive SVA* (Shareholder Value 
Added) to record $2.78 billion, up 10%.

– In keeping with commitment to return cash to shareholders, 
quarterly dividend rate is increased by 12% marking tenth 
hike since mid-2004; share-buyback program continues with 
repurchase of additional 20 million shares.

EQUIPMENT OPERATIONS SVA (MM)

– Led by North American 
agriculture, worldwide 
equipment sales total $33.5 
billion; operating profi t 
increases 15%, to $4.4 billion. 

– Refl ecting favorable farm 
conditions and solid execution, 
operating margins rise slightly, 
to 13.1%; OROA* (operating 
return on operating assets) 
remains healthy, at 29%, with inventories valued at standard cost. 

– Capital spending totals $1.3 billion as operating divisions continue 
major investments and global expansion.

– Increasing effi ciency of growing South America operations, 
company establishes regional marketing and administration 
branch in Indaiatuba, Brazil.

– Expanding capabilities of support platforms for equipment 
divisions, company expands electronic-components manufacturer 
John Deere Electronic Solutions in U.S. and India; begins work 
on engine plant in China; expands remanufacturing facilities 
and hydraulic cylinder manufacturing in U.S.

– Parts distribution continues expansion; bigger warehouses 
open in Johannesburg, South Africa, and Rosario, Argentina; 
European Parts Distribution Center in Bruchsal, Germany, adds 
deconsolidation and packaging facility.

2010 2011 2012

$1,650 $2,294 $2,602 

2010 2011 2012

$2,776$2,527$1,714

prominent listings of most-ethical companies and leading 
global brands. Additionally, the company was cited among 
the best places to work in Mexico, Brazil, Germany and Russia 
and named a top employer in China by a leading university. 
These are important acknowledgments of our ability 
to attract and develop top talent throughout the world. 

PLANS MEETING SUCCESS
We fi rmly believe John Deere is poised for growth and 
future success. Building on our strong performance in 2012, 
the company remains well-positioned to capitalize on the 
economic tailwinds that hold so much promise for our future.

Thanks to the tireless efforts of John Deere employees, 
dealers and suppliers everywhere, our plans for helping 
meet the world’s growing need for advanced equipment 
and solutions are moving ahead and meeting with success. 
All of which supports our confi dence in the company’s 
present course and in our ability to deliver value to 
customers and investors in the years ahead.

On visits to company locations throughout the world in 
2012, I was reminded time and again of the pride our 
employees share in being part of John Deere. This pride 
has inspired a sense of unity and purpose that transcends 
the bounds of language, culture and nationality. It also 
helps give our company a distinctive competitive advantage 
in building its brand and attracting new customers and 
employees.

These experiences have reinforced my conviction that, 
by working together in a highly aligned fashion, we can 
ensure our best days are still to come! 

To all who share our optimism for seizing the great 
opportunities that lie ahead, we say thanks for your 
continuing confi dence and support.

On behalf of the John Deere team,

Samuel R. Allen

December 17, 2012

* Non-GAAP fi nancial measure. See page 11 for results.
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2010 2011 2012

$1,813 $2,245 $2,534

FINANCIAL SERVICES SVA (MM)

– Net income attributable to 
Deere & Company declines 
to $460 million from $471 
million in 2011 despite 
growth in credit portfolio and 
lower provision for losses.

– Net receivables and leases 

$31.6 billion.

–

–

AGRICULTURE & TURF SVA (MM)

– Aided by higher volumes and 

–

expansions in Waterloo 

–

operation at combine factory in Sirhind; also opens sales 
branches in Thailand and Kenya.

–

production at Jiamusi.

–

–

–

material and production 

investments.

–
division unveils its largest 

–

loaders and hydraulic excavators; announces expansion of 

Americas.

–

manufacture of excavators.

The graph compares the cumulative total returns of Deere & Company, the S&P 500 Construction 

The Standard & Poor’s 500 Construction & Farm Machinery Index is made up of Deere (DE), 

shown in the graph is not intended to forecast and does not necessarily indicate future price 

At October 31 2007 2008 2009 2010 2011 2012

S&P Con & Farm Mach $100.00

00.00

$125

$100

$75

$50

$25

$0
2007 2008 2009 2010 2011 2012

Deere & Company S&P 500 Construction & Farm Machinery                      S&P 500

2010 2011 2012

$49

2010 2011 2012

$174$233

CONSTRUCTION & FORESTRY SVA (MM)
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DEERE EQUIPMENT OPERATIONS
$MM unless indicated 2010 2011 2012

Net Sales 23573 29466 33501

Average Assets

    With Inventories @ LIFO 9196 11516 13594
OROA % @ LIFO 31.6 33.3 32.3
Asset Turns (Std Cost) 2.25 2.29 2.24
Operating Margin % x 12.34 x 13.03 x 13.12

$MM 2010 2011 2012

Cost of Assets -1259 -1545 -1795
SVA 1650 2294 2602
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SVA: FOCUSING ON GROWTH AND SUSTAINABLE PERFORMANCE

and pretax cost of capital – is a metric used by John Deere to evaluate business results 
and measure sustainable performance.

In arriving at SVA, each equipment segment is assessed a pretax cost of assets – generally 

closely approximate the current cost of inventory and the company’s related investment). 

15% pretax.

Additional information on these metrics and their relationship to amounts presented in accordance with U.S. GAAP 
can be found at our website, www.JohnDeere.com. Note: Some totals may vary due to rounding.

FINANCIAL REVIEW

Deere Equipment Operations, to create and grow SVA, 
are targeting an operating return on average operating 
assets (OROA) of 20% at mid-cycle sales volumes – 
and other ambitious returns at other points in the cycle. 
(For purposes of this calculation, operating assets are 

valued at standard cost.)

AGRICULTURE & TURF
$MM unless indicated 2010 2011 2012

Average Assets

Asset Turns (Std Cost) 2.44 2.41 2.35
Operating Margin % x 14.04 x 14.31 x 14.46
OROA % @ Standard Cost 34.3 34.4 33.9
$MM 2010 2011 2012

Cost of Assets -977 -1202 -13 7

CONSTRUCTION & FORESTRY 
$MM unless indicated 2010 2011 2012

Average Assets

    With Inventories @ LIFO 2161 2649 3172

Operating Margin % x 3.21 x 7.30 x 7.46
OROA % @ Standard Cost 5.1 13.7 14.0
$MM 2010 2011 2012

Cost of Assets -343

The Financial Services SVA metric is calculated on a pretax 

in the allowance for credit losses, while the average 
allowance was excluded from average equity. Beginning 

FINANCIAL SERVICES
$MM unless indicated 2010 2011 2012

Net Income Attributable 
    to Deere & Company 373 471 460
Average Equity 3064 3194 3470
ROE % 12.2 14.7 13.3
$MM 2010 2011 2012

Change in Allowance for 
   Credit Losses (14) — —     

Average Equity 3064 3194 3470
Average Allowance for 
    Credit Losses  232 — —
SVA Average Equity 3296 3194 3470

Cost of Equity -421 -492
SVA 64 233 174

11
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MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS FOR THE YEARS ENDED  
OCTOBER 31, 2012, 2011 AND 2010

OVERVIEW

Organization
The company’s equipment operations generate revenues and 
cash primarily from the sale of equipment to John Deere dealers 
and distributors. The equipment operations manufacture and 
distribute a full line of agricultural equipment; a variety of 
commercial, consumer and landscapes equipment and products; 
and a broad range of equipment for construction and forestry. 
The company’s financial services primarily provide credit 
services, which mainly finance sales and leases of equipment by 
John Deere dealers and trade receivables purchased from the 
equipment operations. In addition, financial services offer crop 
risk mitigation products and extended equipment warranties. 
The information in the following discussion is presented in a 
format that includes information grouped as consolidated, 
equipment operations and financial services. The company also 
views its operations as consisting of two geographic areas, the 
U.S. and Canada, and outside the U.S. and Canada. The 
company’s operating segments consist of agriculture and turf, 
construction and forestry, and financial services.

Trends and Economic Conditions
The company’s agriculture and turf equipment sales increased 
13 percent in 2012 and are forecast to increase by about 4 
percent for 2013. Industry agricultural machinery sales in the 
U.S. and Canada for 2013 are forecast to remain approximately 
the same, compared to healthy levels in 2012. Industry sales in 
the European Union (EU)27 nations of Western and Central 
Europe are forecast to be about the same to 5 percent lower in 
2013, while sales in the Commonwealth of Independent States 
are expected to be modestly higher. South American industry 
sales are projected to increase approximately 10 percent in 
2013. Industry sales in Asia are forecast to be about the same in 
2013. Industry sales of turf and utility equipment in the U.S. 
and Canada are expected to increase approximately 5 percent.  
The company’s construction and forestry sales increased 19 
percent in 2012 and are forecast to increase by about 8 percent 
in 2013. Sales in world forestry markets are expected to be 
approximately the same in 2013. Net income of the company’s 
financial services operations attributable to Deere & Company 
in 2013 is expected to be approximately $500 million.

Items of concern include the uncertainty of the effective-
ness of governmental actions in respect to monetary and fiscal 
policies, the global economic recovery, the impact of sovereign 
and state debt, capital market disruptions, trade agreements, the 
availability of credit for the company’s customers and suppliers, 
and financial regulatory reform. Drought conditions and 
significant volatility in the price of many commodities could 
also impact the company’s results. The availability of certain 
components that could impact the company’s ability to meet 
production schedules continues to be monitored. Designing and 
producing products with engines that continue to meet high 
performance standards and increasingly stringent emissions 
regulations is one of the company’s major priorities. 

The company remains well positioned to carry out its 
growth plans and capitalize on positive long-term trends.  
With support from employees, dealers and suppliers, the 
company’s plans for helping meet the world’s growing need for 
food and infrastructure are moving ahead successfully.

2012 COMPARED WITH 2011

CONSOLIDATED RESULTS
Worldwide net income attributable to Deere & Company in 
2012 was $3,065 million, or $7.63 per share diluted ($7.72 
basic), compared with $2,800 million, or $6.63 per share 
diluted ($6.71 basic), in 2011. Net sales and revenues increased 
13 percent to $36,157 million in 2012, compared with $32,013 
million in 2011. Net sales of the equipment operations 
increased 14 percent in 2012 to $33,501 million from $29,466 
million last year. The sales increase included improved price 
realization of 4 percent and an unfavorable foreign currency 
translation effect of 3 percent. Net sales in the U.S. and Canada 
increased 20 percent in 2012. Net sales outside the U.S. and 
Canada increased by 5 percent in 2012, which included an 
unfavorable effect of 6 percent for foreign currency translation.

Worldwide equipment operations had an operating profit 
of $4,397 million in 2012, compared with $3,839 million in 
2011. The higher operating profit was primarily due to the 
impact of improved price realization and higher shipment 
volumes, partially offset by higher production and raw material 
costs, unfavorable effects of foreign currency exchange, 
increased research and development expenses, higher selling, 
administrative and general expenses and a goodwill impairment 
charge (see Note 5). The increase in production costs related to  
new products, engine emission requirements and incentive 
compensation expenses.

The equipment operations’ net income was $2,616 million 
in 2012, compared with $2,329 million in 2011. The same 
operating factors mentioned above, as well as an increase in  
the effective tax rate and interest expense affected these results.

Net income of the financial services operations attribut-
able to Deere & Company in 2012 decreased to $460 million, 
compared with $471 million in 2011. The decrease was primarily 
a result of increased selling, administrative and general expenses, 
higher reserves for crop insurance claims and narrower financing 
spreads, partially offset by growth in the credit portfolio and a 
lower provision for credit losses. Additional information is 
presented in the following discussion of the “Worldwide 
Financial Services Operations.”

The cost of sales to net sales ratio for 2012 was 74.6 percent, 
compared with 74.4 percent last year. The increase was primarily 
due to higher production costs, increased raw material costs and 
unfavorable effects of foreign currency exchange, partially offset 
by improved price realization.
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Finance and interest income increased this year due to a 
larger average credit portfolio, partially offset by lower average 
financing rates. Other income increased primarily as a result of 
an increase in service revenues and insurance premiums and 
fees. Research and development costs increased primarily as a 
result of increased spending in support of new products and 
more stringent emission requirements. Selling, administrative 
and general expenses increased primarily due to growth and 
incentive compensation expenses. Interest expense increased 
due to higher average borrowings, partially offset by lower 
average borrowing rates. Other operating expenses increased 
primarily due to higher crop insurance claims and costs and 
depreciation of equipment on operating leases.

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans.  
The company’s postretirement benefit costs for these plans in 
2012 were $511 million, compared with $603 million in 2011. 
The long-term expected return on plan assets, which is 
reflected in these costs, was an expected gain of 8.0 percent in 
2012 and 2011, or $887 million in 2012 and $906 million in 
2011. The actual return was a gain of $849 million in 2012  
and $695 million in 2011. In 2013, the expected return will be 
approximately 7.8 percent. The company’s postretirement costs 
in 2013 are expected to increase approximately $75 million. 
The company makes any required contributions to the plan 
assets under applicable regulations and voluntary contributions 
from time to time based on the company’s liquidity and ability 
to make tax-deductible contributions. Total company contribu-
tions to the plans were $478 million in 2012 and $122 million 
in 2011, which include direct benefit payments for unfunded 
plans. These contributions also included voluntary contributions 
to plan assets of $350 million in 2012. Total company contribu-
tions in 2013 are expected to be approximately $554 million, 
which includes voluntary contributions of approximately $450 
million. The company has no significant required contributions 
to pension plan assets in 2013 under applicable funding regula-
tions. See the following discussion of “Critical Accounting 
Policies” for more information about postretirement benefit 
obligations.
BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS
The following discussion relates to operating results by  
reportable segment and geographic area. Operating profit is 
income before certain external interest expense, certain foreign 
exchange gains or losses, income taxes and corporate expenses. 
However, operating profit of the financial services segment 
includes the effect of interest expense and foreign currency 
exchange gains or losses.

Worldwide Agriculture and Turf Operations
The agriculture and turf segment had an operating profit of  
$3,921 million in 2012, compared with $3,447 million in 2011. 
Net sales increased 13 percent this year primarily due to  
higher shipment volumes and improved price realization, 
partially offset by the unfavorable effects of foreign currency 
translation. The increase in operating profit was primarily due 
to higher shipment volumes and price realization, partially offset 
by increased production and raw material costs, unfavorable 
effects of foreign currency exchange, increased research and 
development expenses and higher selling, administrative and 
general expenses. The increase in production costs was primar-
ily related to new products, engine emission requirements and 
incentive compensation expenses.

Worldwide Construction and Forestry Operations
The construction and forestry segment had an operating profit 
of $476 million in 2012, compared with $392 million in 2011. 
Net sales increased 19 percent for the year primarily due to 
higher shipment volumes and improved price realization.  
The operating profit improvement in 2012 was primarily due 
to price realization and higher shipment volumes, partially  
offset by increased production and raw material costs, increased 
research and development expenses and higher selling, adminis-
trative and general expenses. The increase in production costs 
was primarily related to new products, engine emission require-
ments and incentive compensation expenses.

Worldwide Financial Services Operations
The operating profit of the financial services segment was  
$712 million in 2012, compared with $725 million in 2011.  
The decrease in operating profit was primarily due to increased 
selling, administrative and general expenses, higher reserves  
for crop insurance claims and narrower financing spreads, 
partially offset by growth in the credit portfolio and a lower 
provision for credit losses. Total revenues of the financial 
services operations, including intercompany revenues, increased 
3 percent in 2012, primarily reflecting the larger portfolio.  
The average balance of receivables and leases financed was  
10 percent higher in 2012, compared with 2011. Interest expense 
decreased 4 percent in 2012 as a result of lower average 
borrowing rates, partially offset by higher average borrowings. 
The financial services operations’ ratio of earnings to fixed 
charges was 2.25 to 1 in 2012, compared with 2.22 to 1 in 2011.

Equipment Operations in U.S. and Canada
The equipment operations in the U.S. and Canada had  
an operating profit of $3,836 million in 2012, compared with 
$2,898 million in 2011. The increase was due to higher 
shipment volumes and improved price realization, partially 
offset by increased production and raw material costs, increased 
research and development expenses and higher selling, adminis-
trative and general expenses. Net sales increased 20 percent 
primarily due to higher shipment volumes and price realization. 
The physical volume of sales increased 14 percent, compared 
with 2011.
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Equipment Operations outside U.S. and Canada
The equipment operations outside the U.S. and Canada had  
an operating profit of $561 million in 2012, compared with 
$941 million in 2011. The decrease was primarily due to higher 
production and raw material costs, the unfavorable effects of 
foreign currency exchange, increased selling, administrative and 
general expenses and higher research and development expenses, 
partially offset by the effects of higher shipment volumes and 
improved price realization. Net sales were 5 percent higher 
primarily reflecting increased shipment volumes and price 
realization, partially offset by the effect of foreign currency 
translation. The physical volume of sales increased 7 percent, 
compared with 2011.

MARKET CONDITIONS AND OUTLOOK
Company equipment sales are projected to increase by about  
5 percent for fiscal year 2013 and about 10 percent for the first 
quarter, compared with the same periods of 2012. For fiscal year 
2013, net income attributable to Deere & Company is anticipated 
to be approximately $3.2 billion.
Agriculture and Turf. The company’s worldwide sales of 
agriculture and turf equipment are forecast to increase by about 
4 percent for fiscal year 2013. Relatively high commodity 
prices and strong farm incomes are expected to continue 
supporting a favorable level of demand for farm machinery 
during the year. The company’s sales are expected to benefit 
from global expansion and lines of advanced new equipment.

Industry sales for agricultural machinery in the U.S. and 
Canada are forecast to be about the same for 2013 in relation  
to the prior year’s healthy levels. Caution around the U.S. 
livestock and dairy sectors is expected to offset continued 
strength in demand for large equipment, such as high horse-
power tractors. 

Fiscal year industry sales in the EU27 are forecast to be 
about the same to 5 percent lower due to continuing deteriora-
tion in the overall economy and a poor harvest in the U.K. 
Sales in the Commonwealth of Independent States are expected 
to be modestly higher in 2013. In South America, industry sales 
are projected to increase about 10 percent as a result of favor-
able commodity prices and increased planting intentions. 
Industry sales in Asia are projected to be approximately the 
same as 2012 due to softer economic conditions in India and 
China. 

U.S. and Canada industry sales of turf and utility  
equipment are expected to increase about 5 percent for  
2013, reflecting some improvement in the U.S. economy.  
The company’s sales are expected to increase more than the 
industry due to the impact of new products.

Construction and Forestry. The company’s worldwide sales  
of construction and forestry equipment are forecast to increase 
by about 8 percent for fiscal year 2013 due in part to modest 
improvement in U.S. economic conditions. Sales in world 
forestry markets are projected to be about the same for the  
year as further weakness in European markets offsets stronger 
demand in the U.S.
Financial Services. Fiscal year 2013 net income attributable  
to Deere & Company for the financial services operations is 
expected to be approximately $500 million. The forecast 
improvement is primarily due to expected growth in the credit 
portfolio and lower crop insurance claims. These factors are 
projected to be partially offset by an increase in the provision 
for credit losses, which is anticipated to return to a more  
typical level.
SAFE HARBOR STATEMENT
Safe Harbor Statement under the Private Securities Litigation Reform 
Act of 1995: Statements under “Overview,” “Market 
Conditions and Outlook,” and other forward-looking state-
ments herein that relate to future events, expectations, trends 
and operating periods involve certain factors that are subject to 
change, and important risks and uncertainties that could cause 
actual results to differ materially. Some of these risks and 
uncertainties could affect particular lines of business, while 
others could affect all of the company’s businesses. 

The company’s agricultural equipment business is subject 
to a number of uncertainties including the many interrelated 
factors that affect farmers’ confidence. These factors include 
worldwide economic conditions, demand for agricultural 
products, world grain stocks, weather conditions (including its 
effects on timely planting and harvesting), soil conditions 
(including low subsoil moisture from recent drought conditions), 
harvest yields, prices for commodities and livestock, crop and 
livestock production expenses, availability of transport for crops, 
the growth of non-food uses for some crops (including ethanol 
and biodiesel production), real estate values, available acreage 
for farming, the land ownership policies of various govern-
ments, changes in government farm programs and policies 
(including those in Argentina, Brazil, China, the European 
Union, India, Russia and the U.S.), international reaction  
to such programs, changes in and effects of crop insurance 
programs, global trade agreements, animal diseases and their 
effects on poultry, beef and pork consumption and prices,  
crop pests and diseases, and the level of farm product exports 
(including concerns about genetically modified organisms). 

Factors affecting the outlook for the company’s turf  
and utility equipment include general economic conditions, 
consumer confidence, weather conditions, customer profitabil-
ity, consumer borrowing patterns, consumer purchasing 
preferences, housing starts, infrastructure investment, spending 
by municipalities and golf courses, and consumable input costs. 
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General economic conditions, consumer spending 
patterns, real estate and housing prices, the number of housing 
starts and interest rates are especially important to sales of the 
company’s construction and forestry equipment. The levels of 
public and non-residential construction also impact the results 
of the company’s construction and forestry segment. Prices for 
pulp, paper, lumber and structural panels are important to sales 
of forestry equipment. 

All of the company’s businesses and its reported results are 
affected by general economic conditions in the global markets 
in which the company operates, especially material changes in 
economic activity in these markets; customer confidence in 
general economic conditions; foreign currency exchange rates 
and their volatility, especially fluctuations in the value of the 
U.S. dollar; interest rates; and inflation and deflation rates. 
General economic conditions can affect demand for the 
company’s equipment as well. Uncertainty about and actual 
government spending and taxing could adversely affect the 
economy, employment, consumer and corporate spending,  
and company results.

Customer and company operations and results could be 
affected by changes in weather patterns (including the effects of 
drought conditions in parts of the U.S. and dryer than normal 
conditions in certain other markets); the political and social 
stability of the global markets in which the company operates; 
the effects of, or response to, terrorism and security threats; wars 
and other conflicts and the threat thereof; and the spread of 
major epidemics.

Significant changes in market liquidity conditions and any 
failure to comply with financial covenants in credit agreements 
could impact access to funding and funding costs, which could 
reduce the company’s earnings and cash flows. Financial market 
conditions could also negatively impact customer access to 
capital for purchases of the company’s products and customer 
confidence and purchase decisions; borrowing and repayment 
practices; and the number and size of customer loan delinquen-
cies and defaults. The sovereign debt crisis, in Europe or 
elsewhere, could negatively impact currencies, global financial 
markets, social and political stability, funding sources and costs, 
asset and obligation values, customers, suppliers, and company 
operations and results. State debt crises also could negatively 
impact customers, suppliers, demand for equipment, and 
company operations and results. The company’s investment 
management activities could be impaired by changes in the 
equity and bond markets, which would negatively affect 
earnings. 

Additional factors that could materially affect the com-
pany’s operations, access to capital, expenses and results include 
changes in and the impact of governmental trade, banking, 
monetary and fiscal policies, including financial regulatory 
reform and its effects on the consumer finance industry, 
derivatives, funding costs and other areas, and governmental 
programs, policies and tariffs in particular jurisdictions or for the 
benefit of certain industries or sectors (including protectionist 
and expropriation policies and trade and licensing restrictions 
that could disrupt international commerce); actions by the  
U.S. Federal Reserve Board and other central banks; actions by 

 

the U.S. Securities and Exchange Commission (SEC), the U.S. 
Commodity Futures Trading Commission and other financial 
regulators; actions by environmental, health and safety regula-
tory agencies, including those related to engine emissions  
(in particular Interim Tier 4, Final Tier 4 and Stage IIIb 
non-road diesel emission requirements), carbon and other 
greenhouse gas emissions, noise and the risk of climate change; 
changes in labor regulations; changes to accounting standards; 
changes in tax rates, estimates, and regulations; compliance with 
U.S. and foreign laws when expanding to new markets; and 
actions by other regulatory bodies including changes in laws 
and regulations affecting the sectors in which the company 
operates. Customer and company operations and results also 
could be affected by changes to GPS radio frequency bands or 
their permitted uses.

Other factors that could materially affect results include 
production, design and technological innovations and difficul-
ties, including capacity and supply constraints and prices;  
the availability and prices of strategically sourced materials, 
components and whole goods; delays or disruptions in the 
company’s supply chain or the loss of liquidity by suppliers;  
the failure of suppliers to comply with laws, regulations and 
company policy pertaining to employment, human rights, 
health, safety, the environment and other ethical business 
practices; start-up of new plants and new products; the success 
of new product initiatives and customer acceptance of new 
products; changes in customer product preferences and sales 
mix whether as a result of changes in equipment design to meet 
government regulations or for other reasons; gaps or limitations 
in rural broadband coverage, capacity and speed needed to 
support technology solutions; oil and energy prices and supplies; 
the availability and cost of freight; actions of competitors in the 
various industries in which the company competes, particularly 
price discounting; dealer practices especially as to levels of new 
and used field inventories; labor relations; acquisitions and 
divestitures of businesses, the integration of new businesses; the 
implementation of organizational changes; difficulties related to 
the conversion and implementation of enterprise resource 
planning systems that disrupt business, negatively impact supply 
or distribution relationships or create higher than expected 
costs; security breaches and other disruptions to the company’s 
information technology infrastructure; changes in company 
declared dividends and common stock issuances and 
repurchases. 

Company results are also affected by changes in the level 
and funding of employee retirement benefits, changes in market 
values of investment assets and the level of interest rates, which 
impact retirement benefit costs, and significant changes in 
health care costs including those which may result from 
governmental action. 

The liquidity and ongoing profitability of John Deere 
Capital Corporation (Capital Corporation) and other credit 
subsidiaries depend largely on timely access to capital to meet 
future cash flow requirements and fund operations and the costs 
associated with engaging in diversified funding activities and to 
fund purchases of the company’s products. If market uncertainty 
increases and general economic conditions worsen, funding 
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could be unavailable or insufficient. Additionally, customer 
confidence levels may result in declines in credit applications 
and increases in delinquencies and default rates, which could 
materially impact write-offs and provisions for credit losses.  
The failure of reinsurers of the company’s insurance business 
also could materially affect results.

The company’s outlook is based upon assumptions 
relating to the factors described above, which are sometimes 
based upon estimates and data prepared by government agencies. 
Such estimates and data are often revised. The company, except 
as required by law, undertakes no obligation to update or revise 
its outlook, whether as a result of new developments or 
otherwise. Further information concerning the company and  
its businesses, including factors that potentially could materially 
affect the company’s financial results, is included in other filings 
with the SEC. 

2011 COMPARED WITH 2010

CONSOLIDATED RESULTS
Worldwide net income attributable to Deere & Company in 
2011 was $2,800 million, or $6.63 per share diluted ($6.71 
basic), compared with $1,865 million, or $4.35 per share 
diluted ($4.40 basic), in 2010. Net sales and revenues increased 
23 percent to $32,013 million in 2011, compared with  
$26,005 million in 2010. Net sales of the equipment operations 
increased 25 percent in 2011 to $29,466 million from $23,573 
million in 2010. The sales increase, which was primarily due to 
higher shipment volumes, also included a favorable effect for 
foreign currency translation of 3 percent and price realization  
of 3 percent. Net sales in the U.S. and Canada increased  
17 percent in 2011. Net sales outside the U.S. and Canada 
increased by 38 percent in 2011, which included a favorable 
effect of 7 percent for foreign currency translation.

Worldwide equipment operations had an operating profit 
of $3,839 million in 2011, compared with $2,909 million in 
2010. The higher operating profit was primarily due to higher 
shipment volumes and improved price realization, partially 
offset by increased raw material costs, higher manufacturing 
overhead costs related to new products, higher selling,  
administrative and general expenses and increased research and 
development expenses.

The equipment operations’ net income was $2,329 million 
in 2011, compared with $1,492 million in 2010. The same 
operating factors mentioned above and a lower effective tax rate 
in 2011 affected these results.

Net income of the financial services operations attribut-
able to Deere & Company in 2011 increased to $471 million, 
compared with $373 million in 2010. The increase was 
primarily a result of growth in the credit portfolio and a lower 
provision for credit losses. Additional information is presented 
in the following discussion of the “Worldwide Financial 
Services Operations.”

The cost of sales to net sales ratio for 2011 was 74.4 percent, 
compared with 73.8 percent in 2010. The increase was primarily 
due to increased raw material costs and higher manufacturing 
overhead costs related to new products, partially offset by 
improved price realization.

Finance and interest income increased in 2011 due to  
a larger average credit portfolio, partially offset by lower 
financing rates. Other income increased in 2011 primarily as a 
result of higher insurance premiums and fees earned on crop 
insurance, largely offset by lower service revenues due to the 
sale of the wind energy business (see Note 4). Research and 
development expenses increased primarily as a result of  
increased spending in support of new products and more 
stringent emission requirements. Selling, administrative and 
general expenses increased primarily due to growth and higher 
sales commissions. Interest expense decreased due to lower 
average borrowing rates, partially offset by higher average 
borrowings. Other operating expenses decreased primarily due 
to lower depreciation expenses in 2011 due to the sale of the 
wind energy business and the write-down of the related assets 
held for sale at the end of 2010, partially offset by higher crop 
insurance claims and expenses in 2011. The effective tax rate 
for the provision for income taxes was lower in 2011 primarily 
due to the effect of the tax expense related to the enactment  
of health care legislation in 2010 (see Note 8).

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans.  
The company’s postretirement benefit costs for these plans in 
2011 were $603 million, compared with $658 million in 2010. 
The long-term expected return on plan assets, which is 
reflected in these costs, was an expected gain of 8.0 percent  
in 2011 and 8.2 percent in 2010, or $906 million in 2011  
and $883 million in 2010. The actual return was a gain of  
$695 million in 2011 and $1,273 million in 2010. Total 
company contributions to the plans were $122 million in 2011 
and $836 million in 2010, which include direct benefit pay-
ments for unfunded plans. These contributions also included 
voluntary contributions to plan assets of $650 million in 2010.

BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS

Worldwide Agriculture and Turf Operations
The agriculture and turf segment had an operating profit of 
$3,447 million in 2011, compared with $2,790 million in 2010. 
Net sales increased 21 percent in 2011 primarily due to higher 
shipment volumes. Sales also increased due to improved price 
realization and foreign currency translation. The increase in 
operating profit was largely due to increased shipment volumes 
and improved price realization, partially offset by increased raw 
material costs, higher manufacturing overhead costs related to 
new products, higher selling, administrative and general 
expenses and increased research and development expenses.

Worldwide Construction and Forestry Operations
The construction and forestry segment had an operating profit  
of $392 million in 2011, compared with $119 million in 2010. 
Net sales increased 45 percent in 2011 primarily due to higher 
shipment volumes. Sales also increased due to improved price 
realization. The operating profit improvement in 2011 was 
primarily due to higher shipment and production volumes and 
improved price realization, partially offset by increased raw 
material costs, higher selling, administrative and general 
expenses and increased research and development expenses.
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Worldwide Financial Services Operations
The operating profit of the financial services segment was  
$725 million in 2011, compared with $499 million in 2010.  
The increase in operating profit was primarily due to growth  
in the credit portfolio and a lower provision for credit losses, 
partially offset by narrower financing spreads. Results in 2010 
were also affected by the write-down of wind energy assets that 
were held for sale (see Note 4). Total revenues of the financial 
services operations, including intercompany revenues, increased 
3 percent in 2011, primarily reflecting the larger portfolio.  
The average balance of receivables and leases financed was 13 
percent higher in 2011, compared with 2010. Interest expense 
decreased 7 percent in 2011 as a result of lower average 
borrowing rates, partially offset by higher average borrowings. 
The financial services operations’ ratio of earnings to fixed 
charges was 2.22 to 1 in 2011, compared with 1.77 to 1 in 2010.

Equipment Operations in U.S. and Canada
The equipment operations in the U.S. and Canada had an 
operating profit of $2,898 million in 2011, compared with 
$2,302 million in 2010. The increase was due to higher 
shipment volumes and improved price realization, partially 
offset by increased raw material costs, higher manufacturing 
overhead costs related to new products, increased selling, 
administrative and general expenses and higher research and 
development expenses. Net sales increased 17 percent primarily 
due to higher shipment volumes and improved price realization. 
The physical volume of sales increased 12 percent, compared 
with 2010.

Equipment Operations outside U.S. and Canada
The equipment operations outside the U.S. and Canada had  
an operating profit of $941 million in 2011, compared with 
$607 million in 2010. The increase was primarily due to the 
effects of higher shipment volumes and improved price 
realization, partially offset by higher raw material costs, higher 
manufacturing overhead costs related to new products, increased 
selling, administrative and general expenses and higher research 
and development costs. Net sales were 38 percent higher 
primarily reflecting increased volumes and the effect of foreign 
currency translation. The physical volume of sales increased 30 
percent, compared with 2010.

CAPITAL RESOURCES AND LIQUIDITY 

The discussion of capital resources and liquidity has been 
organized to review separately, where appropriate, the company’s 
consolidated totals, equipment operations and financial services 
operations.
CONSOLIDATED
Positive cash flows from consolidated operating activities in 
2012 were $1,168 million. This resulted primarily from net 
income adjusted for non-cash provisions and an increase in 
accounts payable and accrued expenses, which were partially 
offset by an increase in trade receivables, inventories and 

insurance receivables. Cash outflows from investing activities 
were $4,004 million in 2012, primarily due to the cost of 
receivables (excluding receivables related to sales) and equip-
ment on operating leases exceeding the collections of 
receivables and the proceeds from sales of equipment on 
operating leases by $2,076 million, purchases of property and 
equipment of $1,319 million and purchases exceeding maturi-
ties and sales of marketable securities by $682 million. Cash 
inflows from financing activities were $3,880 million in 2012 
primarily due to an increase in borrowings of $6,141 million, 
partially offset by repurchases of common stock of $1,588 
million and dividends paid of $698 million. Cash and cash 
equivalents increased $1,005 million during 2012.

Over the last three years, operating activities have 
provided an aggregate of $5,776 million in cash. In addition, 
increases in borrowings were $8,050 million, proceeds from 
sales of businesses were $976 million, proceeds from issuance  
of common stock (resulting from the exercise of stock options) 
were $360 million. The aggregate amount of these cash flows 
was used mainly to acquire receivables (excluding receivables 
related to sales) and equipment on operating leases that  
exceeded collections of receivables and the proceeds from sales 
of equipment on operating leases by $5,199 million, repurchase 
common stock of $3,614 million, purchase property and 
equipment of $3,138 million, pay dividends of $1,775 million 
and purchase marketable securities that exceeded proceeds from 
maturities and sales by $1,261 million. Cash and cash equiva-
lents remained approximately the same as three years ago.

Given the continued uncertainty in the global economy, 
there has been a reduction in liquidity in some global markets 
that continues to affect the funding activities of the company. 
However, the company has access to most global markets at a 
reasonable cost and expects to have sufficient sources of global 
funding and liquidity to meet its funding needs. The company’s 
exposures to receivables from customers in European countries 
experiencing economic strains are not significant. Sources of 
liquidity for the company include cash and cash equivalents, 
marketable securities, funds from operations, the issuance of 
commercial paper and term debt, the securitization of retail 
notes (both public and private markets) and committed and 
uncommitted bank lines of credit. The company’s commercial 
paper outstanding at October 31, 2012 and 2011 was $1,207 
million and $1,279 million, respectively, while the total cash 
and cash equivalents and marketable securities position was  
$6,123 million and $4,435 million, respectively. The amount  
of the total cash and cash equivalents and marketable securities 
held by foreign subsidiaries, in which earnings are considered 
indefinitely reinvested, was $628 million and $720 million at 
October 31, 2012 and 2011, respectively.
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Lines of Credit. The company also has access to bank  
lines of credit with various banks throughout the world. 
Worldwide lines of credit totaled $5,194 million at October 31, 
2012, $3,793 million of which were unused. For the purpose  
of computing unused credit lines, commercial paper and 
short-term bank borrowings, excluding secured borrowings and 
the current portion of long-term borrowings, were primarily 
considered to constitute utilization. Included in the total credit 
lines at October 31, 2012 was a long-term credit facility 
agreement of $2,750 million, expiring in April 2015, and a 
long-term credit facility agreement of $1,500 million, expiring 
in April 2017. These credit agreements require Capital 
Corporation to maintain its consolidated ratio of earnings to 
fixed charges at not less than 1.05 to 1 for each fiscal quarter 
and the ratio of senior debt, excluding securitization indebted-
ness, to capital base (total subordinated debt and stockholder’s 
equity excluding accumulated other comprehensive income 
(loss)) at not more than 11 to 1 at the end of any fiscal quarter. 
The credit agreements also require the equipment operations to 
maintain a ratio of total debt to total capital (total debt and 
stockholders’ equity excluding accumulated other comprehen-
sive income (loss)) of 65 percent or less at the end of each fiscal 
quarter. Under this provision, the company’s excess equity 
capacity and retained earnings balance free of restriction at 
October 31, 2012 was $8,273 million. Alternatively under this 
provision, the equipment operations had the capacity to incur 
additional debt of $15,364 million at October 31, 2012. All of 
these requirements of the credit agreements have been met 
during the periods included in the consolidated financial 
statements.

Debt Ratings. To access public debt capital markets, the 
company relies on credit rating agencies to assign short-term 
and long-term credit ratings to the company’s securities as an 
indicator of credit quality for fixed income investors. A security 
rating is not a recommendation by the rating agency to buy,  
sell or hold company securities. A credit rating agency may 
change or withdraw company ratings based on its assessment  
of the company’s current and future ability to meet interest and 
principal repayment obligations. Each agency’s rating should  
be evaluated independently of any other rating. Lower credit 
ratings generally result in higher borrowing costs, including 
costs of derivative transactions, and reduced access to debt 
capital markets. The senior long-term and short-term debt 
ratings and outlook currently assigned to unsecured company 
securities by the rating agencies engaged by the company are  
as follows:
 Senior 
 Long-Term Short-Term Outlook

Moody’s Investors
 Service, Inc. .........................  A2 Prime-1 Stable
Standard & Poor’s ..................  A A-1 Stable

Trade accounts and notes receivable primarily arise from 
sales of goods to independent dealers. Trade receivables 
increased by $505 million in 2012 primarily resulting from the 
increase in sales, partially offset by the effect of foreign currency 
translation. The ratio of trade accounts and notes receivable at 
October 31 to fiscal year net sales was 11 percent in 2012 and 
2011. Total worldwide agriculture and turf receivables increased 
$456 million and construction and forestry receivables increased 
$49 million. The collection period for trade receivables averages 
less than 12 months. The percentage of trade receivables 
outstanding for a period exceeding 12 months was 2 percent 
and 3 percent at October 31, 2012 and 2011, respectively.

Deere & Company’s stockholders’ equity was $6,842 
million at October 31, 2012, compared with $6,800 million  
at October 31, 2011. The increase of $42 million resulted 
primarily from net income attributable to Deere & Company  
of $3,065 million and an increase in common stock of $100 
million, which were partially offset by an increase in treasury 
stock of $1,521 million, dividends declared of $709 million,  
a change in the retirement benefits adjustment of $624 million 
and a change in the cumulative translation adjustment of  
$270 million.
EQUIPMENT OPERATIONS
The company’s equipment businesses are capital intensive and 
are subject to seasonal variations in financing requirements for 
inventories and certain receivables from dealers. The equipment 
operations sell a significant portion of their trade receivables  
to financial services. To the extent necessary, funds provided 
from operations are supplemented by external financing sources.

Cash provided by operating activities of the equipment 
operations during 2012, including intercompany cash flows,  
was $2,948 million primarily due to net income adjusted for 
non-cash provisions and an increase in accounts payable and 
accrued expenses, partially offset by an increase in inventories 
and trade receivables.

Over the last three years, these operating activities, 
including intercompany cash flows, have provided an aggregate 
of $8,491 million in cash.

Trade receivables held by the equipment operations 
increased by $186 million during 2012. The equipment 
operations sell a significant portion of their trade receivables  
to financial services (see previous consolidated discussion).

Inventories increased by $799 million in 2012 primarily 
reflecting the increase in production and sales, partially offset by 
the effect of foreign currency translation. Most of these 
inventories are valued on the last-in, first-out (LIFO) method. 
The ratios of inventories on a first-in, first-out (FIFO) basis  
(see Note 15), which approximates current cost, to fiscal year 
cost of sales were 26 percent and 27 percent at October 31, 2012 
and 2011, respectively.

Total interest-bearing debt of the equipment operations 
was $5,870 million at the end of 2012, compared with $3,696 
million at the end of 2011 and $3,414 million at the end of 2010. 
The ratio of total debt to total capital (total interest-bearing 
debt and stockholders’ equity) at the end of 2012, 2011 and 
2010 was 46 percent, 35 percent and 35 percent, respectively.
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Property and equipment cash expenditures for the 
equipment operations in 2012 were $1,316 million, compared 
with $1,054 million in 2011. Capital expenditures in 2013 are 
estimated to be $1,300 million.
FINANCIAL SERVICES
The financial services operations rely on their ability to raise 
substantial amounts of funds to finance their receivable and lease 
portfolios. Their primary sources of funds for this purpose are a 
combination of commercial paper, term debt, securitization of 
retail notes, equity capital and from time to time borrowings 
from Deere & Company.

The cash provided by operating activities and financing 
activities was used primarily for investing activities. Cash flows 
from the financial services’ operating activities, including 
intercompany cash flows, were $877 million in 2012. Cash used 
by investing activities totaled $4,635 million in 2012, primarily 
due to the cost of receivables (excluding trade and wholesale) 
and cost of equipment on operating leases exceeding collections 
of these receivables and the proceeds from sales of equipment 
on operating leases by $3,172 million and an increase in trade 
receivables and wholesale notes of $1,519 million. Cash provided 
by financing activities totaled $4,017 million in 2012, represent-
ing primarily an increase in external borrowings of $3,876 
million and capital investment from Deere & Company of  
$264 million. Cash and cash equivalents increased $285 million.

Over the last three years, the operating activities, including 
intercompany cash flows, have provided $3,217 million in cash. 
In addition, an increase in total borrowings of $7,368 million 
and capital investment from Deere & Company of $377 million 
provided cash inflows. These amounts have been used mainly 
to fund receivables (excluding trade and wholesale) and 
equipment on operating lease acquisitions, which exceeded 
collections and the proceeds from sales of equipment on 
operating leases by $7,622 million, fund an increase in trade 
receivables and wholesale notes of $2,919 million and pay 
dividends to Deere & Company of $601 million. Cash and cash 
equivalents decreased $218 million over the three-year period.

Receivables and equipment on operating leases increased 
by $3,855 million in 2012, compared with 2011. Total acquisi-
tion volumes of receivables (excluding trade and wholesale notes) 
and cost of equipment on operating leases increased 10 percent 
in 2012, compared with 2011. The volumes of operating leases, 
financing leases, retail notes and revolving charge accounts 
increased approximately 27 percent, 16 percent, 14 percent,  
and 5 percent, respectively, while operating loans decreased  
95 percent due to lower market coverage. The amount of 
wholesale notes increased 31 percent and trade receivables 

increased 16 percent during 2012. At October 31, 2012 and 
2011, net receivables and leases administered, which include 
receivables administered but not owned, were $31,746 million 
and $27,918 million, respectively.

Total external interest-bearing debt of the financial 
services operations was $26,551 million at the end of 2012, 
compared with $22,894 million at the end of 2011 and $20,935 
million at the end of 2010. Total external borrowings have 
changed generally corresponding with the level of the receivable 
and lease portfolio, the level of cash and cash equivalents, the 
change in payables owed to Deere & Company and the change 
in investment from Deere & Company. The financial services 
operations’ ratio of total interest-bearing debt to total stock-
holder’s equity was 7.2 to 1 at the end of 2012, 7.5 to 1 at the 
end of 2011 and 7.1 to 1 at the end of 2010.

The Capital Corporation has a revolving credit agreement 
to utilize bank conduit facilities to securitize retail notes (see 
Note 13). At October 31, 2012, the facility had a total capacity, 
or “financing limit,” of up to $2,750 million of secured 
financings at any time. The facility was renewed in November 
2012 with a capacity of $3,000 million. After a three-year 
revolving period, unless the banks and Capital Corporation 
agree to renew, Capital Corporation would liquidate the 
secured borrowings over time as payments on the retail notes 
are collected. At October 31, 2012, $1,314 million of short-
term securitization borrowings was outstanding under the 
agreement.

During 2012, the financial services operations issued 
$2,775 million and retired $1,978 million of retail note securiti-
zation borrowings. During 2012, the financial services opera-
tions also issued $8,121 million and retired $5,176 million of 
long-term borrowings. The long-term borrowing retirements 
included $1,500 million of 7% Notes due in March 2012.  
The remaining issuances and retirements were primarily 
medium-term notes.

OFF-BALANCE-SHEET ARRANGEMENTS

At October 31, 2012, the company had approximately  
$290 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing  
of John Deere equipment. The company may recover a portion 
of any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables.  
The maximum remaining term of the receivables guaranteed at 
October 31, 2012 was approximately five years.
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AGGREGATE CONTRACTUAL OBLIGATIONS

The payment schedule for the company’s contractual obligations 
at October 31, 2012 in millions of dollars is as follows: 

    Less   More
    than 2&3 4&5 than
   Total 1 year years years 5 years

On-balance-sheet
Debt*
 Equipment operations .....  $ 5,869 $ 425 $ 1,018 $ 48 $ 4,378
 Financial services** .......   26,039  7,806  9,305  4,673  4,255 

  Total .........................   31,908  8,231  10,323  4,721  8,633
Interest relating to debt*** ..   5,353  716  1,046  752  2,839
Accounts payable ..............   3,312  3,184  86  38  4
Capital leases ....................   57  28  21  4  4

Off-balance-sheet
Purchase obligations ..........   4,299  4,251  38  10  
Operating leases ................   462  148  182  75  57

Total .................................. $ 45,391 $ 16,558 $ 11,696 $ 5,600 $ 11,537

* Principal payments.
** Securitization borrowings of $3,575 million classified as short-term on the balance 

sheet related to the securitization of retail notes are included in this table based on 
the expected payment schedule (see Note 18).

*** Includes projected payments related to interest rate swaps.

The previous table does not include unrecognized tax 
benefit liabilities of approximately $265 million at October 31, 
2012 since the timing of future payments is not reasonably 
estimable at this time (see Note 8). For additional information 
regarding pension and other postretirement employee benefit 
obligations, short-term borrowings, long-term borrowings and 
lease obligations, see Notes 7, 18, 20 and 21, respectively.

CRITICAL ACCOUNTING POLICIES

The preparation of the company’s consolidated financial 
statements in conformity with accounting principles generally 
accepted in the U.S. requires management to make estimates 
and assumptions that affect reported amounts of assets, liabilities, 
revenues and expenses. Changes in these estimates and assump-
tions could have a significant effect on the financial statements. 
The accounting policies below are those management believes 
are the most critical to the preparation of the company’s financial 
statements and require the most difficult, subjective or complex 
judgments. The company’s other accounting policies are 
described in the Notes to the Consolidated Financial Statements.

Sales Incentives
At the time a sale to a dealer is recognized, the company records 
an estimate of the future sales incentive costs for allowances and 
financing programs that will be due when the dealer sells the 
equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes. The final cost of these programs 
and the amount of accrual required for a specific sale are fully 
determined when the dealer sells the equipment to the retail 
customer. This is due to numerous programs available at any 
particular time and new programs that may be announced after 

the company records the sale. Changes in the mix and types of 
programs affect these estimates, which are reviewed quarterly.

The sales incentive accruals at October 31, 2012, 2011 
and 2010 were $1,453 million, $1,122 million and $879 
million, respectively. The increases in 2012 and 2011 were 
primarily due to higher sales volumes.

The estimation of the sales incentive accrual is impacted 
by many assumptions. One of the key assumptions is the 
historical percent of sales incentive costs to retail sales from 
dealers. Over the last five fiscal years, this percent has varied  
by an average of approximately plus or minus .7 percent, 
compared to the average sales incentive costs to retail sales 
percent during that period. Holding other assumptions constant, 
if this estimated cost experience percent were to increase or 
decrease .7 percent, the sales incentive accrual at October 31, 
2012 would increase or decrease by approximately $50 million.

Product Warranties
At the time a sale to a dealer is recognized, the company 
records the estimated future warranty costs. The company 
generally determines its total warranty liability by applying 
historical claims rate experience to the estimated amount of 
equipment that has been sold and is still under warranty based 
on dealer inventories and retail sales. The historical claims rate 
is primarily determined by a review of five-year claims costs  
and consideration of current quality developments. Variances in 
claims experience and the type of warranty programs affect 
these estimates, which are reviewed quarterly.

The product warranty accruals, excluding extended 
warranty unamortized premiums, at October 31, 2012, 2011 
and 2010 were $733 million, $662 million and $559 million, 
respectively. The changes were primarily due to higher sales 
volumes in 2012 and 2011.

Estimates used to determine the product warranty accruals 
are significantly affected by the historical percent of warranty 
claims costs to sales. Over the last five fiscal years, this percent 
has varied by an average of approximately plus or minus .09 
percent, compared to the average warranty costs to sales percent 
during that period. Holding other assumptions constant, if this 
estimated cost experience percent were to increase or decrease 
.09 percent, the warranty accrual at October 31, 2012 would 
increase or decrease by approximately $35 million.

Postretirement Benefit Obligations
Pension obligations and other postretirement employee  
benefit (OPEB) obligations are based on various assumptions 
used by the company’s actuaries in calculating these amounts. 
These assumptions include discount rates, health care cost trend 
rates, expected return on plan assets, compensation increases, 
retirement rates, mortality rates and other factors. Actual results 
that differ from the assumptions and changes in assumptions 
affect future expenses and obligations.
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after-tax, respectively. The charges were associated with a 
reporting unit included in the agriculture and turf operating 
segment. The key factor contributing to the impairments was a 
decline in the reporting unit’s forecasted financial performance 
(see Note 5).

A 10 percent decrease in the estimated fair value of the 
company’s other reporting units would have had no impact on 
the carrying value of goodwill at the annual measurement date 
in 2012.

Allowance for Credit Losses
The allowance for credit losses represents an estimate of  
the losses expected from the company’s receivable portfolio.  
The level of the allowance is based on many quantitative  
and qualitative factors, including historical loss experience  
by product category, portfolio duration, delinquency trends, 
economic conditions and credit risk quality. The adequacy  
of the allowance is assessed quarterly. Different assumptions or 
changes in economic conditions would result in changes to the 
allowance for credit losses and the provision for credit losses.

The total allowance for credit losses at October 31, 2012, 
2011 and 2010 was $243 million, $269 million and $296 million, 
respectively. The decreases in 2012 and 2011 were primarily 
due to decreases in loss experience. 

The assumptions used in evaluating the company’s 
exposure to credit losses involve estimates and significant 
judgment. The historical loss experience on the receivable 
portfolio represents one of the key assumptions involved in 
determining the allowance for credit losses. Over the last five 
fiscal years, this percent has varied by an average of approxi-
mately plus or minus .23 percent, compared to the average  
loss experience percent during that period. Holding other 
assumptions constant, if this estimated loss experience on the 
receivable portfolio were to increase or decrease .23 percent, 
the allowance for credit losses at October 31, 2012 would 
increase or decrease by approximately $70 million.

Operating Lease Residual Values
The carrying value of equipment on operating leases is affected 
by the estimated fair values of the equipment at the end of the 
lease (residual values). Upon termination of the lease, the 
equipment is either purchased by the lessee or sold to a third 
party, in which case the company may record a gain or a loss 
for the difference between the estimated residual value and the 
sales price. The residual values are dependent on current 
economic conditions and are reviewed quarterly. Changes in 
residual value assumptions would affect the amount of deprecia-
tion expense and the amount of investment in equipment on 
operating leases.

The total operating lease residual values at October 31, 
2012, 2011 and 2010 were $1,676 million, $1,425 million and  
$1,276 million, respectively. The changes in 2012 and 2011 
were primarily due to the increasing levels of operating leases. 

 

The pension liabilities, net of pension assets, recognized 
on the balance sheet at October 31, 2012, 2011 and 2010 were  
$1,817 million, $1,373 million and $693 million, respectively.  
The OPEB liabilities, net of OPEB assets, on these same dates 
were $5,736 million, $5,193 million and $4,830 million, 
respectively. The increases in pension net liabilities in 2012  
and 2011 were primarily due to decreases in discount rates and 
interest on the liabilities, partially offset by the return on plan 
assets. The increases in the OPEB net liabilities in 2012 and 
2011 were primarily due to the decreases in discount rates and 
interest on the liabilities.

The effect of hypothetical changes to selected assumptions 
on the company’s major U.S. retirement benefit plans would be 
as follows in millions of dollars:

  October 31, 2012 2013  ______________  _________
  Increase Increase
 Percentage (Decrease) (Decrease)
Assumptions Change PBO/APBO* Expense

Pension
Discount rate** ................... +/-.5 $ (598)/635 $ (28)/28
Expected return
 on assets ....................... +/-.5    (45)/45
OPEB
Discount rate** ................... +/-.5  (419)/465  (24)/26
Expected return 
 on assets ....................... +/-.5    (6)/6
Health care cost
 trend rate** .................... +/-1.0  938/(709)  124/(95)

* Projected benefit obligation (PBO) for pension plans and accumulated postretirement 
benefit obligation (APBO) for OPEB plans.

** Pretax impact on service cost, interest cost and amortization of gains or losses.

Goodwill
Goodwill is not amortized and is tested for impairment annually 
and when events or circumstances change such that it is more 
likely than not that the fair value of a reporting unit is reduced 
below its carrying amount. The end of the third quarter is the 
annual measurement date. To test for goodwill impairment,  
the carrying value of each reporting unit is compared with its 
fair value. If the carrying value of the goodwill is considered 
impaired, a loss is recognized based on the amount by which the 
carrying value exceeds the implied fair value of the goodwill.

An estimate of the fair value of the reporting unit is 
determined through a combination of comparable market values 
for similar businesses and discounted cash flows. These estimates 
can change significantly based on such factors as the reporting 
unit’s financial performance, economic conditions, interest 
rates, growth rates, pricing, changes in business strategies and 
competition.

Based on this testing, the company identified a reporting 
unit in 2012 and 2010 for which the goodwill was impaired.  
In the fourth quarters of 2012 and 2010, the company recorded 
non-cash charges in cost of sales of $33 million pretax, or  
$31 million after-tax, and $27 million pretax, or $25 million 
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Estimates used in determining end of lease market values 
for equipment on operating leases significantly impact the 
amount and timing of depreciation expense. If future market 
values for this equipment were to decrease 10 percent from  
the company’s present estimates, the total impact would be  
to increase the company’s annual depreciation for equipment 
on operating leases by approximately $70 million.

FINANCIAL INSTRUMENT MARKET RISK INFORMATION

The company is naturally exposed to various interest rate and 
foreign currency risks. As a result, the company enters into 
derivative transactions to manage certain of these exposures that 
arise in the normal course of business and not for the purpose of 
creating speculative positions or trading. The company’s 
financial services manage the relationship of the types and 
amounts of their funding sources to their receivable and lease 
portfolio in an effort to diminish risk due to interest rate and 
foreign currency fluctuations, while responding to favorable 
financing opportunities. Accordingly, from time to time, these 
operations enter into interest rate swap agreements to manage 
their interest rate exposure. The company also has foreign 
currency exposures at some of its foreign and domestic opera-
tions related to buying, selling and financing in currencies other 
than the functional currencies. The company has entered into 
agreements related to the management of these foreign currency 
transaction risks.
Interest Rate Risk
Quarterly, the company uses a combination of cash flow models 
to assess the sensitivity of its financial instruments with interest 
rate exposure to changes in market interest rates. The models 
calculate the effect of adjusting interest rates as follows.  
Cash flows for financing receivables are discounted at the 
current prevailing rate for each receivable portfolio. Cash flows 
for marketable securities are primarily discounted at the 
applicable benchmark yield curve plus market credit spreads. 
Cash flows for unsecured borrowings are discounted at the 
applicable benchmark yield curve plus market credit spreads for 
similarly rated borrowers. Cash flows for securitized borrowings 
are discounted at the swap yield curve plus a market credit 
spread for similarly rated borrowers. Cash flows for interest rate 
swaps are projected and discounted using forward rates from the 
swap yield curve at the repricing dates. The net loss in these 
financial instruments’ fair values which would be caused by 
decreasing the interest rates by 10 percent from the market rates 
at October 31, 2012 would have been approximately $33 million. 
The net loss from increasing the interest rates by 10 percent at 
October 31, 2011 would have been approximately $42 million.

Foreign Currency Risk
In the equipment operations, the company’s practice is to hedge 
significant currency exposures. Worldwide foreign currency 
exposures are reviewed quarterly. Based on the equipment 
operations’ anticipated and committed foreign currency cash 
inflows, outflows and hedging policy for the next twelve 
months, the company estimates that a hypothetical 10 percent 
weakening of the U.S. dollar relative to other currencies 
through 2013 would decrease the 2013 expected net cash 
inflows by $68 million. At October 31, 2011, a hypothetical  
10 percent strengthening of the U.S. dollar under similar 
assumptions and calculations indicated a potential $19 million 
adverse effect on the 2012 net cash inflows.

In the financial services operations, the company’s  
policy is to hedge the foreign currency risk if the currency of 
the borrowings does not match the currency of the receivable 
portfolio. As a result, a hypothetical 10 percent adverse change 
in the value of the U.S. dollar relative to all other foreign 
currencies would not have a material effect on the financial 
services cash flows.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING
The management of Deere & Company is responsible for 
establishing and maintaining adequate internal control over 
financial reporting. Deere & Company’s internal control system 
was designed to provide reasonable assurance regarding the 
preparation and fair presentation of published financial statements 
in accordance with generally accepted accounting principles.

All internal control systems, no matter how well designed, 
have inherent limitations. Therefore, even those systems 
determined to be effective can provide only reasonable assurance 
with respect to financial statement preparation and presentation 
in accordance with generally accepted accounting principles.

Management assessed the effectiveness of the company’s 
internal control over financial reporting as of October 31, 2012, 
using the criteria set forth in Internal Control – Integrated 
Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. Based on that 
assessment, management believes that, as of October 31, 2012, 
the company’s internal control over financial reporting was 
effective.

The company’s independent registered public accounting 
firm has issued an audit report on the effectiveness of the 
company’s internal control over financial reporting. This report 
appears below.

December 17, 2012

REPORT OF INDEPENDENT  
REGISTERED PUBLIC ACCOUNTING FIRM
Deere & Company:
We have audited the accompanying consolidated balance sheets 
of Deere & Company and subsidiaries (the “Company”) as of 
October 31, 2012 and 2011, and the related statements of 
consolidated income, changes in consolidated stockholders’ 
equity, and consolidated cash flows for each of the three years 
in the period ended October 31, 2012. We also have audited 
the Company’s internal control over financial reporting as of 
October 31, 2012, based on criteria established in Internal 
Control - Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission.  
The Company’s management is responsible for these financial 
statements, for maintaining effective internal control over 
financial reporting, and for its assessment of the effectiveness  
of internal control over financial reporting, included in the 
accompanying Management’s Report on Internal Control Over 
Financial Reporting. Our responsibility is to express an opinion 
on these financial statements and an opinion on the Company’s 
internal control over financial reporting based on our audits.

We conducted our audits in accordance with the  
standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement and 
whether effective internal control over financial reporting was 
maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial state-
ments, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall 
financial statement presentation. Our audit of internal control 
over financial reporting included obtaining an understanding  

of internal control over financial reporting, assessing the risk 
that a material weakness exists, and testing and evaluating the 
design and operating effectiveness of internal control based on 
the assessed risk. Our audits also included performing such other 
procedures as we considered necessary in the circumstances.  
We believe that our audits provide a reasonable basis for our 
opinions.

A company’s internal control over financial reporting is a 
process designed by, or under the supervision of, the company’s 
principal executive and principal financial officers, or persons 
performing similar functions, and effected by the company’s 
board of directors, management, and other personnel to provide 
reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted 
accounting principles. A company’s internal control over 
financial reporting includes those policies and procedures that 
(1) pertain to the maintenance of records that, in reasonable 
detail, accurately and fairly reflect the transactions and  
dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expendi-
tures of the company are being made only in accordance with 
authorizations of management and directors of the company; 
and (3) provide reasonable assurance regarding prevention or 
timely detection of unauthorized acquisition, use, or disposition 
of the company’s assets that could have a material effect on the 
financial statements.

Because of the inherent limitations of internal control 
over financial reporting, including the possibility of collusion  
or improper management override of controls, material 
misstatements due to error or fraud may not be prevented or 
detected on a timely basis. Also, projections of any evaluation  
of the effectiveness of the internal control over financial 
reporting to future periods are subject to the risk that the controls 
may become inadequate because of changes in conditions, or 
that the degree of compliance with the policies or procedures 
may deteriorate.

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, the 
financial position of the Company as of October 31, 2012 and 
2011, and the results of their operations and their cash flows for 
each of the three years in the period ended October 31, 2012, 
in conformity with accounting principles generally accepted in 
the United States of America. Also in our opinion, the Company 
maintained, in all material respects, effective internal control 
over financial reporting as of October 31, 2012, based on the 
criteria established in Internal Control – Integrated Framework 
issued by the Committee of Sponsoring Organizations of the 
Treadway Commission.

Deloitte & Touche LLP
Chicago, Illinois
December 17, 2012
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STATEMENT OF CONSOLIDATED INCOME
For the Years Ended October 31, 2012, 2011 and 2010
( In millions of dollars and shares except per share amounts)

 2012 2011 2010  _______   _______   _______
Net Sales and Revenues
Net sales ....................................................................................................................................................  $ 33,500.9 $ 29,466.1 $ 23,573.2
Finance and interest income .......................................................................................................................   1,981.3  1,922.6  1,825.3
Other income .............................................................................................................................................   674.9   623.8  606.1

 Total  .....................................................................................................................................................   36,157.1   32,012.5  26,004.6

Costs and Expenses
Cost of sales ..............................................................................................................................................   25,007.8  21,919.4  17,398.8
Research and development expenses ..........................................................................................................   1,433.6  1,226.2  1,052.4
Selling, administrative and general expenses ...............................................................................................   3,417.0  3,168.7  2,968.7
Interest expense .........................................................................................................................................   782.8  759.4  811.4
Other operating expenses ...........................................................................................................................   781.5   716.0  748.1

 Total  .....................................................................................................................................................   31,422.7   27,789.7  22,979.4

Income of Consolidated Group before Income Taxes ..........................................................................   4,734.4  4,222.8  3,025.2
Provision for income taxes ..........................................................................................................................   1,659.4   1,423.6  1,161.6

Income of Consolidated Group...............................................................................................................   3,075.0  2,799.2  1,863.6
Equity in income (loss) of unconsolidated affiliates .......................................................................................   (3.4)  8.6  10.7

Net Income ..............................................................................................................................................   3,071.6  2,807.8  1,874.3
 Less: Net income attributable to noncontrolling interests ..........................................................................   6.9   7.9  9.3

Net Income Attributable to Deere & Company ......................................................................................  $ 3,064.7  $ 2,799.9 $ 1,865.0

Per Share Data
Basic .........................................................................................................................................................  $ 7.72 $ 6.71 $ 4.40
Diluted .......................................................................................................................................................  $ 7.63 $ 6.63 $ 4.35
Dividends declared .....................................................................................................................................  $ 1.79 $ 1.52 $ 1.16

Average Shares Outstanding
Basic .........................................................................................................................................................   397.1  417.4  424.0
Diluted .......................................................................................................................................................   401.5  422.4  428.6

The notes to consolidated financial statements are an integral part of this statement.

Deere & Company
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Deere & Company
CONSOLIDATED BALANCE SHEET
As of October 31, 2012 and 2011
( In millions of dollars except per share amounts)

 2012 2011  _________   _________

ASSETS
Cash and cash equivalents..................................................................................................................................... $ 4,652.2 $ 3,647.2
Marketable securities ............................................................................................................................................  1,470.4  787.3
Receivables from unconsolidated affiliates ..............................................................................................................  59.7  48.0
Trade accounts and notes receivable - net ..............................................................................................................  3,799.1  3,294.5
Financing receivables - net ....................................................................................................................................  22,159.1  19,923.5
Financing receivables securitized - net ...................................................................................................................  3,617.6  2,905.0
Other receivables ..................................................................................................................................................  1,790.9  1,330.6
Equipment on operating leases - net ......................................................................................................................  2,527.8  2,150.0
Inventories ............................................................................................................................................................  5,170.0  4,370.6
Property and equipment - net ................................................................................................................................  5,011.9  4,352.3
Investments in unconsolidated affiliates ..................................................................................................................  215.0  201.7
Goodwill ................................................................................................................................................................  921.2  999.8
Other intangible assets - net ..................................................................................................................................  105.0  127.4
Retirement benefits ...............................................................................................................................................  20.2  30.4
Deferred income taxes ...........................................................................................................................................  3,280.4  2,858.6
Other assets ..........................................................................................................................................................  1,465.3   1,180.5 

Total Assets ........................................................................................................................................................ $ 56,265.8  $ 48,207.4 

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES
Short-term borrowings ........................................................................................................................................... $ 6,392.5 $ 6,852.3
Short-term securitization borrowings ......................................................................................................................  3,574.8  2,777.4
Payables to unconsolidated affiliates ......................................................................................................................  135.2  117.7
Accounts payable and accrued expenses ................................................................................................................  8,988.9  7,804.8
Deferred income taxes ...........................................................................................................................................  164.4  168.3
Long-term borrowings ...........................................................................................................................................  22,453.1  16,959.9
Retirement benefits and other liabilities ..................................................................................................................  7,694.9   6,712.1 

   Total liabilities ...........................................................................................................................................  49,403.8   41,392.5 

Commitments and contingencies (Note 22)

STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized – 1,200,000,000 shares;
 issued – 536,431,204 shares in 2012 and 2011), at paid-in amount ..................................................................  3,352.2  3,251.7
Common stock in treasury, 148,625,875 shares in 2012 and 130,361,345 shares in 2011, at cost .........................  (8,813.8)  (7,292.8)
Retained earnings ..................................................................................................................................................  16,875.2  14,519.4
Accumulated other comprehensive income (loss):
 Retirement benefits adjustment..........................................................................................................................  (4,759.0)  (4,135.4)
 Cumulative translation adjustment ......................................................................................................................  184.1  453.8
 Unrealized loss on derivatives ............................................................................................................................  (13.4)  (8.3)
 Unrealized gain on investments. .........................................................................................................................  16.8   11.9 

  Accumulated other comprehensive income (loss) ............................................................................................  (4,571.5)  (3,678.0)

Total Deere & Company stockholders’ equity ..........................................................................................................  6,842.1  6,800.3
Noncontrolling interests .........................................................................................................................................  19.9   14.6 

  Total stockholders’ equity ..............................................................................................................................  6,862.0   6,814.9 

Total Liabilities and Stockholders’ Equity ....................................................................................................... $ 56,265.8  $ 48,207.4 

The notes to consolidated financial statements are an integral part of this statement.
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STATEMENT OF CONSOLIDATED CASH FLOWS
For the Years Ended October 31, 2012, 2011 and 2010
( In millions of dollars)

 2012 2011 2010  _________  ________  ________
Cash Flows from Operating Activities
Net income .................................................................................................................................................  $ 3,071.6 $ 2,807.8 $ 1,874.3
Adjustments to reconcile net income to net cash provided by operating activities:
 Provision for doubtful receivables ............................................................................................................   5.1  13.5  106.4
 Provision for depreciation and amortization ..............................................................................................   1,004.2  914.9  914.8
 Goodwill impairment charges ..................................................................................................................   33.4    27.2
 Share-based compensation expense .......................................................................................................   74.5  69.0  71.2
 Undistributed earnings of unconsolidated affiliates ...................................................................................   1.8  11.1  (2.2)
 Provision (credit) for deferred income taxes .............................................................................................   (91.8)  (168.0)  175.0
 Changes in assets and liabilities:
  Trade, notes and financing receivables related to sales .........................................................................   (1,901.6)  (808.9)  (1,095.0)
  Insurance receivables .........................................................................................................................   (338.5)  (300.1)  
  Inventories .........................................................................................................................................   (1,510.2)  (1,730.5)  (1,052.7)
  Accounts payable and accrued expenses .............................................................................................   1,061.8  1,287.0  1,057.7
  Accrued income taxes payable/receivable ...........................................................................................   (72.3)  1.2  22.1
  Retirement benefits ............................................................................................................................   63.3  495.3  (154.1)
 Other .....................................................................................................................................................   (233.6)  (266.0)  337.5 

   Net cash provided by operating activities.........................................................................................   1,167.7   2,326.3   2,282.2 

Cash Flows from Investing Activities
Collections of receivables (excluding receivables related to sales) .................................................................   13,064.9  12,151.4  11,047.1
Proceeds from maturities and sales of marketable securities ........................................................................   240.3  32.4  38.4
Proceeds from sales of equipment on operating leases ................................................................................   799.5  683.4  621.9
Government grants related to property and equipment .................................................................................       92.3
Proceeds from sales of businesses, net of cash sold ....................................................................................   30.2  911.1  34.9
Cost of receivables acquired (excluding receivables related to sales) .............................................................   (15,139.0)  (13,956.8)  (12,493.9)
Purchases of marketable securities .............................................................................................................   (922.2)  (586.9)  (63.4)
Purchases of property and equipment .........................................................................................................   (1,319.2)  (1,056.6)  (761.7)
Cost of equipment on operating leases acquired ..........................................................................................   (801.8)  (624.2)  (551.1)
Acquisitions of businesses, net of cash acquired ..........................................................................................     (60.8)  (45.5)
Other .........................................................................................................................................................   43.2   (113.7)  (28.1)

   Net cash used for investing activities ..............................................................................................   (4,004.1)  (2,620.7)  (2,109.1)

Cash Flows from Financing Activities
Increase (decrease) in total short-term borrowings .......................................................................................   894.9  (226.1)  756.0
Proceeds from long-term borrowings ...........................................................................................................   10,642.0  5,655.0  2,621.1
Payments of long-term borrowings ..............................................................................................................   (5,396.0)  (3,220.8)  (3,675.7)
Proceeds from issuance of common stock ...................................................................................................   61.0  170.0  129.1
Repurchases of common stock ...................................................................................................................   (1,587.7)  (1,667.0)  (358.8)
Dividends paid ............................................................................................................................................   (697.9)  (593.1)  (483.5)
Excess tax benefits from share-based compensation ...................................................................................   30.1  70.1  43.5
Other .........................................................................................................................................................   (66.2)  (48.5)  (41.4)

   Net cash provided by (used for) financing activities ..........................................................................   3,880.2  139.6  (1,009.7)

Effect of Exchange Rate Changes on Cash and Cash Equivalents ......................................................   (38.8)  11.4  (24.5)

Net Increase (Decrease) in Cash and Cash Equivalents ......................................................................   1,005.0  (143.4)  (861.1)
Cash and Cash Equivalents at Beginning of Year .................................................................................   3,647.2  3,790.6  4,651.7

Cash and Cash Equivalents at End of Year............................................................................................  $ 4,652.2 $ 3,647.2 $ 3,790.6

The notes to consolidated financial statements are an integral part of this statement.

Deere & Company
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Deere & Company
STATEMENT OF CHANGES IN CONSOLIDATED STOCKHOLDERS’ EQUITY
For the Years Ended October 31, 2010, 2011 and 2012
( In millions of dollars)

 Deere & Company Stockholders

         Accumulated 
    Total     Other Non-
    Stockholders’ Comprehensive Common Treasury Retained Comprehensive controlling
    Equity Income Stock Stock Earnings Income (Loss) Interests              

Balance October 31, 2009 ..........................  $ 4,822.8    $ 2,996.2 $ (5,564.7) $ 10,980.5  $ (3,593.3) $ 4.1 

 Net income ................................................   1,874.3 $ 1,865.0      1,865.0    9.3
 Other comprehensive income (loss)
  Retirement benefits adjustment ..............   158.0  158.0        158.0
  Cumulative translation adjustment ..........   35.7  35.8        35.8  (.1)
  Unrealized gain on derivatives .................   14.9  14.9        14.9
  Unrealized gain on investments ...............   5.0   5.0         5.0   

 Total comprehensive income .................   2,087.9  $ 2,078.7           9.2 

Repurchases of common stock .......................   (358.8)      (358.8)
Treasury shares reissued ................................   134.0      134.0
Dividends declared .........................................   (492.7)        (492.3)    (.4)
Stock options and other ..................................   110.2     110.1        (.1)    .2 

Balance October 31, 2010 ...........................   6,303.4     3,106.3  (5,789.5)  12,353.1   (3,379.6)  13.1 

 Net income ................................................   2,807.8 $ 2,799.9      2,799.9    7.9
 Other comprehensive income (loss)
  Retirement benefits adjustment ..............   (338.4)  (338.4)        (338.4)
  Cumulative translation adjustment ..........   17.8  17.8        17.8
  Unrealized gain on derivatives .................   20.9  20.9        20.9
  Unrealized gain on investments ...............   1.3   1.3         1.3   

 Total comprehensive income .................   2,509.4  $ 2,501.5           7.9 

Repurchases of common stock .......................   (1,667.0)      (1,667.0)
Treasury shares reissued ................................   163.7      163.7
Dividends declared .........................................   (638.0)        (633.5)    (4.5)
Stock options and other ..................................   143.4     145.4     (.1)    (1.9)

Balance October 31, 2011 ...........................   6,814.9     3,251.7  (7,292.8)  14,519.4   (3,678.0)  14.6 

 Net income ................................................   3,071.6 $ 3,064.7      3,064.7    6.9
 Other comprehensive income (loss)
  Retirement benefits adjustment ..............   (623.6)  (623.6)        (623.6)
  Cumulative translation adjustment ..........   (270.0)  (269.7)        (269.7)  (.3)
  Unrealized loss on derivatives .................   (5.1)  (5.1)        (5.1)
  Unrealized gain on investments ...............   4.9   4.9         4.9   

 Total comprehensive income .................   2,177.8  $ 2,171.2           6.6 

Repurchases of common stock .......................   (1,587.7)      (1,587.7)
Treasury shares reissued ................................   66.7      66.7
Dividends declared .........................................   (709.2)        (708.9)    (.3)
Stock options and other ..................................    99.5     100.5         (1.0)

Balance October 31, 2012 ...........................  $ 6,862.0    $ 3,352.2 $ (8,813.8) $ 16,875.2  $ (4,571.5) $ 19.9 

The notes to consolidated financial statements are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIzATION AND CONSOLIDATION

Structure of Operations
The information in the notes and related commentary are 
presented in a format which includes data grouped as follows:

Equipment Operations – Includes the company’s  
agriculture and turf operations and construction and forestry 
operations with financial services reflected on the equity basis. 

Financial Services – Includes primarily the company’s 
financing operations.

Consolidated – Represents the consolidation of the 
equipment operations and financial services. References to 
“Deere & Company” or “the company” refer to the entire 
enterprise.
Principles of Consolidation
The consolidated financial statements represent primarily the 
consolidation of all companies in which Deere & Company  
has a controlling interest. Certain variable interest entities 
(VIEs) are consolidated since the company has both the power 
to direct the activities that most significantly impact the VIEs’ 
economic performance and the obligation to absorb losses or 
the right to receive benefits that could potentially be significant 
to the VIEs. Deere & Company records its investment in each 
unconsolidated affiliated company (generally 20 to 50 percent 
ownership) at its related equity in the net assets of such affiliate 
(see Note 10). Other investments (less than 20 percent owner-
ship) are recorded at cost. 
Variable Interest Entities
The company is the primary beneficiary of and consolidates a 
VIE based on a cost sharing supply contract. The company has 
both the power to direct the activities that most significantly 
impact the VIE’s economic performance and the obligation to 
absorb losses or the right to receive benefits that could poten-
tially be significant to the VIE. No additional support beyond 
what was previously contractually required has been provided 
during any periods presented. The VIE produces blended 
fertilizer and other lawn care products for the agriculture and 
turf segment. 

The assets and liabilities of this supplier VIE consisted of 
the following at October 31 in millions of dollars:

 2012 2011

Cash and cash equivalents ...........................................  $ 26 $ 11
Intercompany receivables .............................................   7  14
Inventories ..................................................................   25  30
Property and equipment – net ......................................   2  3
Other assets ................................................................   5  3

Total assets .................................................................  $ 65 $ 61

Short-term borrowings .................................................  $ 5  
Accounts payable and accrued expenses ......................   48 $ 56

Total liabilities ..............................................................  $ 53 $ 56

The VIE is financed primarily through its own liabilities. 
The assets of the VIE can only be used to settle the obligations 
of the VIE. The creditors of the VIE do not have recourse to 
the general credit of the company.

See Note 13 for VIEs related to securitization of financing 
receivables.

Reclassification
Certain items previously reported in the Consolidated 
Statement of Cash Flows have been reclassified to conform to 
the 2012 presentation. In the operating activities, insurance 
receivables were separately stated from other adjustments to net 
income (see Note 12). The same change was made in the 
Supplemental Consolidating Data in Note 31, statement of cash 
flows for financial services. The total cash flows for the consoli-
dated and financial services net cash provided by operating 
activities did not change.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The following are significant accounting policies in addition  
to those included in other notes to the consolidated financial 
statements.
Use of Estimates in Financial Statements
The preparation of financial statements in conformity with 
accounting principles generally accepted in the U.S. requires 
management to make estimates and assumptions that affect the 
reported amounts and related disclosures. Actual results could 
differ from those estimates.
Revenue Recognition
Sales of equipment and service parts are recorded when the sales 
price is determinable and the risks and rewards of ownership are 
transferred to independent parties based on the sales agreements 
in effect. In the U.S. and most international locations, this transfer 
occurs primarily when goods are shipped. In Canada and some 
other international locations, certain goods are shipped to dealers 
on a consignment basis under which the risks and rewards of 
ownership are not transferred to the dealer. Accordingly, in 
these locations, sales are not recorded until a retail customer has 
purchased the goods. In all cases, when a sale is recorded by the 
company, no significant uncertainty exists surrounding the 
purchaser’s obligation to pay. No right of return exists on sales 
of equipment. Service parts and certain attachments returns  
are estimable and accrued at the time a sale is recognized.  
The company makes appropriate provisions based on experi-
ence for costs such as doubtful receivables, sales incentives and 
product warranty.

Financing revenue is recorded over the lives of related 
receivables using the interest method. Insurance premiums 
recorded in other income are generally recognized in proportion 
to the costs expected to be incurred over the contract period. 
Deferred costs on the origination of financing receivables are 
recognized as a reduction in finance revenue over the expected 
lives of the receivables using the interest method. Income and 
deferred costs on the origination of operating leases are recog-
nized on a straight-line basis over the scheduled lease terms in 
finance revenue.
Sales Incentives
At the time a sale is recognized, the company records an 
estimate of the future sales incentive costs for allowances  
and financing programs that will be due when a dealer sells  
the equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes.
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Product Warranties
At the time a sale is recognized, the company records the 
estimated future warranty costs. These costs are usually  
estimated based on historical warranty claims (see Note 22).
Sales Taxes
The company collects and remits taxes assessed by different 
governmental authorities that are both imposed on and  
concurrent with revenue producing transactions between the 
company and its customers. These taxes may include sales, use, 
value-added and some excise taxes. The company reports the 
collection of these taxes on a net basis (excluded from revenues).
Shipping and Handling Costs
Shipping and handling costs related to the sales of the company’s 
equipment are included in cost of sales.
Advertising Costs
Advertising costs are charged to expense as incurred. This expense 
was $177 million in 2012, $163 million in 2011 and $154 million 
in 2010.
Depreciation and Amortization
Property and equipment, capitalized software and other 
intangible assets are stated at cost less accumulated depreciation 
or amortization. These assets are depreciated over their esti-
mated useful lives generally using the straight-line method. 
Equipment on operating leases is depreciated over the terms of 
the leases using the straight-line method. Property and equip-
ment expenditures for new and revised products, increased 
capacity and the replacement or major renewal of significant 
items are capitalized. Expenditures for maintenance, repairs and 
minor renewals are generally charged to expense as incurred.
Securitization of Receivables
Certain financing receivables are periodically transferred to 
special purpose entities (SPEs) in securitization transactions  
(see Note 13). These securitizations qualify as collateral for 
secured borrowings and no gains or losses are recognized at the 
time of securitization. The receivables remain on the balance 
sheet and are classified as “Financing receivables securitized 
- net.” The company recognizes finance income over the lives 
of these receivables using the interest method. 
Receivables and Allowances
All financing and trade receivables are reported on the balance 
sheet at outstanding principal adjusted for any charge-offs,  
the allowance for credit losses and doubtful accounts, and any 
deferred fees or costs on originated financing receivables. 
Allowances for credit losses and doubtful accounts are main-
tained in amounts considered to be appropriate in relation to 
the receivables outstanding based on collection experience, 
economic conditions and credit risk quality. Receivables are 
written-off to the allowance when the account is considered 
uncollectible.
Impairment of Long-Lived Assets, Goodwill and  
Other Intangible Assets
The company evaluates the carrying value of long-lived assets 
(including property and equipment, goodwill and other 
intangible assets) when events or circumstances warrant such  
a review. Goodwill and intangible assets with indefinite lives  
are tested for impairment annually at the end of the third fiscal 

quarter each year, or more often if events or circumstances 
indicate a reduction in the fair value below the carrying value. 
Goodwill is allocated and reviewed for impairment by reporting 
units, which consist primarily of the operating segments and 
certain other reporting units. The goodwill is allocated to the 
reporting unit in which the business that created the goodwill 
resides. To test for goodwill impairment, the carrying value of 
each reporting unit is compared with its fair value. If the 
carrying value of the goodwill or long-lived asset is considered 
impaired, a loss is recognized based on the amount by which the 
carrying value exceeds the fair value of the asset (see Note 5).
Derivative Financial Instruments
It is the company’s policy that derivative transactions are 
executed only to manage exposures arising in the normal course 
of business and not for the purpose of creating speculative 
positions or trading. The company’s financial services manage the 
relationship of the types and amounts of their funding sources 
to their receivable and lease portfolio in an effort to diminish 
risk due to interest rate and foreign currency fluctuations, while 
responding to favorable financing opportunities. The company 
also has foreign currency exposures at some of its foreign and 
domestic operations related to buying, selling and financing in 
currencies other than the functional currencies.

All derivatives are recorded at fair value on the balance 
sheet. Cash collateral received or paid is not offset against the 
derivative fair values on the balance sheet. Each derivative is 
designated as either a cash flow hedge, a fair value hedge, or 
remains undesignated. Changes in the fair value of derivatives 
that are designated and effective as cash flow hedges are recorded 
in other comprehensive income and reclassified to the income 
statement when the effects of the item being hedged are 
recognized in the income statement. Changes in the fair value of 
derivatives that are designated and effective as fair value hedges 
are recognized currently in net income. These changes are offset 
in net income to the extent the hedge was effective by fair value 
changes related to the risk being hedged on the hedged item. 
Changes in the fair value of undesignated hedges are recognized 
currently in the income statement. All ineffective changes in 
derivative fair values are recognized currently in net income.

All designated hedges are formally documented as to the 
relationship with the hedged item as well as the risk-management 
strategy. Both at inception and on an ongoing basis the hedging 
instrument is assessed as to its effectiveness. If and when a 
derivative is determined not to be highly effective as a hedge,  
or the underlying hedged transaction is no longer likely to 
occur, or the hedge designation is removed, or the derivative  
is terminated, the hedge accounting discussed above is discon-
tinued (see Note 27). 
Foreign Currency Translation
The functional currencies for most of the company’s foreign 
operations are their respective local currencies. The assets and 
liabilities of these operations are translated into U.S. dollars at 
the end of the period exchange rates. The revenues and 
expenses are translated at weighted-average rates for the period. 
The gains or losses from these translations are recorded in  
other comprehensive income. Gains or losses from transactions 
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denominated in a currency other than the functional currency 
of the subsidiary involved and foreign exchange forward 
contracts are included in net income. The pretax net losses for 
foreign exchange in 2012, 2011 and 2010 were $96 million, 
$121 million and $75 million, respectively.

3. NEW ACCOUNTING STANDARDS

New Accounting Standards Adopted
In the first quarter of 2012, the company adopted the remaining 
provisions of Financial Accounting Standards Board (FASB) 
Accounting Standards Update (ASU) No. 2010-06, Improving 
Disclosures about Fair Value Measurements, which amends 
Accounting Standards Codification (ASC) 820, Fair Value 
Measurements and Disclosures. This ASU requires disclosures 
of transfers into and out of Levels 1 and 2, more detailed roll 
forward reconciliations of Level 3 recurring fair value measure-
ments on a gross basis, fair value information by class of assets 
and liabilities, and descriptions of valuation techniques and 
inputs for Level 2 and 3 measurements. The effective date was 
the second quarter of fiscal year 2010 except for the roll 
forward reconciliations, which were required in the first quarter 
of fiscal year 2012. The adoption in 2010 and the adoption in 
the first quarter of 2012 did not have a material effect on the 
company’s consolidated financial statements.

In the second quarter of 2012, the company adopted 
FASB ASU No. 2011-04, Amendments to Achieve Common 
Fair Value Measurement and Disclosure Requirements in  
U.S. GAAP and IFRSs, which amends ASC 820, Fair Value 
Measurement. This ASU requires the categorization by level  
for items that are required to be disclosed at fair value and 
information about transfers between Level 1 and Level 2 and 
additional disclosure for Level 3 measurements. In addition,  
the ASU provides guidance on measuring the fair value of 
financial instruments managed within a portfolio and the 
application of premiums and discounts on fair value measure-
ments. The adoption did not have a material effect on the 
company’s consolidated financial statements.
New Accounting Standards to be Adopted
In June 2011, the FASB issued ASU No. 2011-05, Presentation 
of Comprehensive Income, which amends ASC 220, 
Comprehensive Income. This ASU requires the presentation of 
total comprehensive income, total net income and the compo-
nents of net income and comprehensive income either in a 
single continuous statement or in two separate but consecutive 
statements. The requirements do not change how earnings per 
share is calculated or presented. The effective date will be the 
first quarter of fiscal year 2013 and must be applied retrospec-
tively. The adoption will not have a material effect on the 
company’s consolidated financial statements.

In September 2011, the FASB issued ASU No. 2011-08, 
Testing Goodwill for Impairment, which amends ASC 350, 
Intangibles - Goodwill and Other. This ASU gives an entity the 
option to first assess qualitative factors to determine if goodwill 
is impaired. The entity may first determine based on qualitative 

factors if it is more likely than not that the fair value of a 
reporting unit is less than its carrying amount, including 
goodwill. If that assessment indicates no impairment, the first 
and second steps of the quantitative goodwill impairment test 
are not required. The effective date will be the first quarter of 
fiscal year 2013. The adoption will not have a material effect on 
the company’s consolidated financial statements.

In December 2011, the FASB issued ASU No. 2011-11, 
Disclosures about Offsetting Assets and Liabilities, which 
amends ASC 210, Balance Sheet. This ASU requires entities to 
disclose gross and net information about both instruments and 
transactions eligible for offset in the statement of financial 
position and those subject to an agreement similar to a master 
netting arrangement. This would include derivatives and other 
financial securities arrangements. The effective date will be the 
first quarter of fiscal year 2014 and must be applied retrospec-
tively. The adoption will not have a material effect on the 
company’s consolidated financial statements.

In July 2012, the FASB issued ASU No. 2012-02,  
Testing Indefinite-Lived Intangible Assets for Impairment, 
which amends ASC 350, Intangibles – Goodwill and Other. 
This ASU gives an entity the option to first assess qualitative 
factors to determine if indefinite-lived intangible assets are 
impaired. The entity may first determine based on qualitative 
factors if it is more likely than not that the fair value of indefi-
nite-lived intangible assets are less than their carrying amount.  
If that assessment indicates no impairment, the quantitative 
impairment test is not required. The effective date will be the 
first quarter of fiscal year 2013. The adoption will not have a 
material effect on the company’s consolidated financial 
statements.

4. DISPOSITION

In December 2010, the company sold John Deere Renewables, 
LLC, its wind energy business for approximately $900 million. 
The company had concluded that its resources were best 
invested in growing its core businesses. These assets were 
reclassified as held for sale and written down to fair value less 
cost to sell at October 31, 2010 (see Note 26). The asset 
write-down in the fourth quarter of 2010 was $35 million 
pretax and included in “Other operating expenses.”

5. SPECIAL ITEM

Goodwill Impairment
In the fourth quarters of 2012 and 2010, the company recorded 
non-cash charges in cost of sales for the impairment of goodwill 
of $33 million pretax, or $31 million after-tax, and $27 million 
pretax, or $25 million after-tax, respectively. The charges were 
associated with the company’s John Deere Water reporting 
unit, which is included in the agriculture and turf operating 
segment. The goodwill impairments in 2012 and 2010 were 
due to declines in the forecasted financial performance as a 
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result of more complex integration activities, as well as the 
global economic downturn prior to 2010. At October 31, 2012, 
the goodwill in this reporting unit has been completely written 
off.

The method for determining the fair value of the  
reporting unit to measure the fair value of the goodwill was a 
discounted cash flow analysis (see Note 26).

6. CASH FLOW INFORMATION

For purposes of the statement of consolidated cash flows,  
the company considers investments with purchased maturities 
of three months or less to be cash equivalents. Substantially all 
of the company’s short-term borrowings, excluding the current 
maturities of long-term borrowings, mature or may require 
payment within three months or less.

The equipment operations sell a significant portion of 
their trade receivables to financial services. These intercompany 
cash flows are eliminated in the consolidated cash flows.

All cash flows from the changes in trade accounts and 
notes receivable (see Note 12) are classified as operating 
activities in the statement of consolidated cash flows as these 
receivables arise from sales to the company’s customers.  
Cash flows from financing receivables that are related to sales  
to the company’s customers (see Note 12) are also included in 
operating activities. The remaining financing receivables are 
related to the financing of equipment sold by independent 
dealers and are included in investing activities.

The company had the following non-cash operating and 
investing activities that were not included in the statement of 
consolidated cash flows. The company transferred inventory  
to equipment on operating leases of $563 million, $449 million 
and $405 million in 2012, 2011 and 2010, respectively.  
The company also had accounts payable related to purchases  
of property and equipment of $185 million, $135 million and 
$135 million at October 31, 2012, 2011 and 2010, respectively.

Cash payments (receipts) for interest and income taxes 
consisted of the following in millions of dollars:

 2012 2011 2010

Interest:
 Equipment operations ............................ $ 420 $ 370 $ 378
 Financial services ..................................  638  616  679
 Intercompany eliminations......................  (248)  (231)  (229)

Consolidated........................................... $ 810  $ 755  $ 828 

Income taxes:
 Equipment operations ............................ $ 1,704 $ 1,379 $ 639
 Financial services ..................................  207  336  (63)
 Intercompany eliminations......................  (167)  (266)  51 

Consolidated........................................... $ 1,744  $ 1,449  $ 627 

7. PENSION AND OTHER POSTRETIREMENT BENEFITS

The company has several defined benefit pension plans and 
postretirement health care and life insurance plans covering its 
U.S. employees and employees in certain foreign countries. 
The company uses an October 31 measurement date for these 
plans.

The components of net periodic pension cost and the 
assumptions related to the cost consisted of the following in 
millions of dollars and in percents:

 2012 2011 2010

Pensions
Service cost .............................................. $ 220 $ 197 $ 176
Interest cost ..............................................  465  492  510
Expected return on plan assets ..................  (787)  (793)  (761)
Amortization of actuarial losses ..................  202  148  113
Amortization of prior service cost ...............  47  46  42
Early-retirement benefits ............................  3  
Settlements/curtailments ...........................  10  1   24 

Net cost ................................................... $ 160 $ 91  $ 104 

Weighted-average assumptions
Discount rates ........................................... 4.4% 5.0% 5.5%
Rate of compensation increase ................... 3.9% 3.9% 3.9%
Expected long-term rates of return ............. 8.0% 8.1% 8.3%

The components of net periodic postretirement benefits 
cost and the assumptions related to the cost consisted of the 
following in millions of dollars and in percents:

 2012 2011 2010

Health care and life insurance
Service cost .............................................. $ 49 $ 44 $ 44
Interest cost ..............................................  281  326  337
Expected return on plan assets ..................  (100)  (113)  (122)
Amortization of actuarial losses ..................  136  271  311
Amortization of prior service credit .............  (15)  (16)  (16)

Net cost ................................................... $ 351  $ 512  $ 554 

Weighted-average assumptions
Discount rates ........................................... 4.4% 5.2% 5.6%
Expected long-term rates of return ............. 7.7% 7.7% 7.8%

For fiscal year 2012, the participants in one of the 
company’s postretirement health care plans became “almost all” 
inactive as described by the applicable accounting standards due 
to additional retirements. As a result, the net actuarial loss for 
this plan in the table above is now being amortized over the 
longer period for the average remaining life expectancy of the 
inactive participants rather than the average remaining service 
period of the active participants. The amortization of actuarial 
loss also decreased due to lower expected costs from the 
prescription drug plan to provide group benefits under 
Medicare Part D as an alternative to collecting the retiree  
drug subsidy.
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The benefit plan obligations, funded status and the 
assumptions related to the obligations at October 31 in millions 
of dollars follow:
  Health Care 
  and
 Pensions Life Insurance  ___________   ____________
 2012 2011 2012 2011

Change in benefit obligations
Beginning of year balance ................  $ (10,925) $ (10,197) $ (6,652) $ (6,467)
Service cost ....................................   (220)  (197)  (49)  (44)
Interest cost ....................................   (465)  (492)  (281)  (326)
Actuarial losses ...............................   (947)  (656)  (347)  (113)
Amendments ...................................   (5)  (9)  (2)  
Benefits paid ...................................   656  648  333  340
Health care subsidy receipts ............       (15)  (14)
Settlements/curtailments .................   10  1    
Foreign exchange and other .............   62  (23)  (10)  (28)

End of year balance .........................   (11,834)  (10,925)  (7,023)  (6,652)

Change in plan assets (fair value)
Beginning of year balance ................   9,552  9,504  1,459  1,637
Actual return on plan assets .............   736  600  113  95
Employer contribution ......................   441  79  37  43
Benefits paid ...................................   (656)  (648)  (333)  (340)
Settlements .....................................   (10)  (1)    
Foreign exchange and other .............   (46)  18  11   24 

End of year balance .........................   10,017   9,552   1,287   1,459 

Funded status ..............................  $ (1,817) $ (1,373) $ (5,736) $ (5,193)

Weighted-average assumptions
Discount rates .................................  3.8% 4.4% 3.8% 4.4%
Rate of compensation increase ........  3.9% 3.9%  

The amounts recognized at October 31 in millions of 
dollars consist of the following:
  Health Care 
  and
 Pensions Life Insurance  ___________   ____________
 2012 2011 2012 2011

Amounts recognized in  
 balance sheet 
Noncurrent asset .............................  $ 20 $ 30
Current liability ................................   (53)  (60) $ (23) $ (23)
Noncurrent liability ............................   (1,784)  (1,343)  (5,713)  (5,170)

Total ...............................................  $ (1,817) $ (1,373) $ (5,736) $ (5,193)

Amounts recognized in  
 accumulated other compre- 
 hensive income – pretax
Net actuarial losses .........................  $ 5,260 $ 4,473 $ 2,266 $ 2,067
Prior service cost (credit) ..................   105   147   (47)  (64)

Total ...............................................  $ 5,365  $ 4,620  $ 2,219  $ 2,003 

The previous pension cost in net income and other 
changes in plan assets and benefit obligations in other compre-
hensive income in millions of dollars were as follows:

 2012 2011 2010

Pensions
Net cost  ..............................................................  $ 160 $ 91 $ 104
Retirement benefit adjustments included in 
 other comprehensive (income) loss:
  Net actuarial losses .....................................   999  848  227
  Prior service cost ........................................   5  9  14
  Amortization of actuarial losses ...................   (202)  (148)  (113)
  Amortization of prior service cost .................   (47)  (46)  (42)
  Settlements/curtailments ............................   (10)  (1)  (24)
   Total loss recognized in other 
    comprehensive (income) loss ..............   745   662   62 
Total recognized in comprehensive 
 (income) loss ..................................................  $ 905  $ 753  $ 166 

The previous postretirement benefits cost in net income 
and other changes in plan assets and benefit obligations in other 
comprehensive income in millions of dollars were as follows:

 2012 2011 2010

Health care and life insurance
Net cost  ..............................................................  $ 351 $ 512 $ 554
Retirement benefit adjustments included in 
 other comprehensive (income) loss:
  Net actuarial losses (gain) ...........................   335  132  (28)
  Prior service cost ........................................   2    
  Amortization of actuarial losses ...................   (136)  (271)  (311)
  Amortization of prior service credit ...............   15   16   16 
   Total (gain) loss recognized in other 
    comprehensive (income) loss ..............   216   (123)  (323)
Total recognized in comprehensive 
 (income) loss ..................................................  $ 567  $ 389  $ 231 

In 2011, the company decided to participate in a prescrip-
tion drug plan to provide group benefits under Medicare Part D 
as an alternative to collecting the retiree drug subsidy. This 
change, which will take effect in 2013, is expected to result in 
future cost savings to the company greater than the Medicare 
retiree drug subsidies over time. The change is included in  
the health care postretirement benefit obligation beginning in 
2011. The participants’ level of benefits will not be affected.
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The total accumulated benefit obligations for all pension 
plans at October 31, 2012 and 2011 was $11,181 million and 
$10,363 million, respectively.

The accumulated benefit obligations and fair value of plan 
assets for pension plans with accumulated benefit obligations in 
excess of plan assets were $10,987 million and $9,787 million, 
respectively, at October 31, 2012 and $10,168 million and  
$9,321 million, respectively, at October 31, 2011. The pro-
jected benefit obligations and fair value of plan assets for 
pension plans with projected benefit obligations in excess of 
plan assets were $11,627 million and $9,790 million, respec-
tively, at October 31, 2012 and $10,784 million and $9,381 
million, respectively, at October 31, 2011.

The amounts in accumulated other comprehensive income 
that are expected to be amortized as net expense (income) during 
fiscal 2013 in millions of dollars follow:

   Health Care
   and
  Pensions Life Insurance

Net actuarial losses ..................................... $ 263 $ 147
Prior service cost (credit) .............................   33  (6)

Total ........................................................... $ 296 $ 141 

The company expects to contribute approximately  
$527 million to its pension plans and approximately $27 million  
to its health care and life insurance plans in 2013, which include 
direct benefit payments on unfunded plans.

The benefits expected to be paid from the benefit plans, 
which reflect expected future years of service, and the  
Medicare subsidy expected to be received are as follows in 
millions of dollars:

   Health Care Health Care
   and Subsidy
  Pensions Life Insurance Receipts*

2013 ...............................  $ 682 $ 338 $ 4
2014 ...............................   683  345  
2015 ...............................   680  356  
2016 ...............................   683  366  
2017 ...............................   689  384  
2018 to 2022 ..................   3,490  1,947  
* Medicare Part D subsidy.

The annual rates of increase in the per capita cost of 
covered health care benefits (the health care cost trend rates) 
used to determine accumulated postretirement benefit obliga-
tions were based on the trends for medical and prescription 
drug claims for pre- and post-65 age groups due to the effects 
of Medicare. At October 31, 2012, the weighted-average 
composite trend rates for these obligations were assumed to be  
a 7.1 percent increase from 2012 to 2013, gradually decreasing 
to 5.0 percent from 2018 to 2019 and all future years.  

 

The obligations at October 31, 2011 and the cost in 2012 
assumed a 7.3 percent increase from 2011 to 2012, gradually 
decreasing to 5.0 percent from 2017 to 2018 and all future 
years. An increase of one percentage point in the assumed 
health care cost trend rate would increase the accumulated 
postretirement benefit obligations by $955 million and the 
aggregate of service and interest cost component of net periodic 
postretirement benefits cost for the year by $50 million.  
A decrease of one percentage point would decrease the obliga-
tions by $723 million and the cost by $38 million.

The discount rate assumptions used to determine the 
postretirement obligations at October 31, 2012 and 2011 were 
based on hypothetical AA yield curves represented by a series  
of annualized individual discount rates. These discount rates 
represent the rates at which the company’s benefit obligations 
could effectively be settled at the October 31 measurement dates.

Fair value measurement levels in the following tables are 
defined in Note 26.

The fair values of the pension plan assets at October 31, 
2012 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 1,166 $ 287 $ 879  
Equity:
 U.S. equity securities ......................  2,481  2,481    
 U.S. equity funds ............................  43  8  35   
 International equity securities .........  1,477  1,477    
 International equity funds ...............  411  49  362  
Fixed Income:
 Government and agency securities ..  404  379  25  
 Corporate debt securities ................  220    220  
 Mortgage-backed securities ...........  126    126  
 Fixed income funds ........................  853  92  761  
Real estate ........................................  537  104  14 $ 419
Private equity/venture capital .............  1,319      1,319
Hedge funds ......................................  578  2  422  154
Other investments .............................  508  1  507  
Derivative contracts - assets* .............  721  1  720  
Derivative contracts - liabilities** ........  (454)  (20)  (434)  
Receivables, payables and other ..........  (41)  (41)    
Securities lending collateral ................  223    223  
Securities lending liability ...................  (223)    (223)  
Securities sold short ..........................  (332)  (332)      

Total net assets ..............................$ 10,017  $ 4,488  $ 3,637  $ 1,892

* Includes contracts for interest rates of $707 million, foreign currency of $8 million 
and other of $6 million.

** Includes contracts for interest rates of $418 million, foreign currency of $12 million 
and other of $24 million.
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The fair values of the health care assets at October 31, 2012 
follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 78 $ 11 $ 67  
Equity:
 U.S. equity securities ......................  319  319     
 U.S. equity funds ............................  67  67     
 International equity securities .........  69  69     
 International equity funds ...............  200    200  
Fixed Income:
 Government and agency securities ..  218  215  3   
 Corporate debt securities ................  35    35   
 Mortgage-backed securities ...........  15    15   
 Fixed income funds ........................  72    72   
Real estate ........................................  53  7  29 $ 17 
Private equity/venture capital .............  54      54 
Hedge funds ......................................  85    79  6 
Other investments .............................  21    21   
Derivative contracts - assets* .............  8    8   
Derivative contracts - liabilities** ........  (1)    (1)   
Receivables, payables and other ..........  8  8     
Securities lending collateral ................  38    38   
Securities lending liability ...................  (38)    (38)   
Securities sold short ..........................  (14)  (14)      

Total net assets ..............................$  1,287  $ 682  $ 528  $ 77 

* Includes contracts for interest rates of $7 million and foreign currency of $1 million.
** Includes contracts for foreign currency of $1 million.

The fair values of the pension plan assets at October 31, 
2011 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 1,074 $ 179 $ 895  
Equity:
 U.S. equity securities ......................  2,070  2,070    
 U.S. equity funds ............................  49  11  38   
 International equity securities .........  1,086  1,086    
 International equity funds ...............  319  29  290  
Fixed Income:
 Government and agency securities ..  543  516  27  
 Corporate debt securities ................  196    196  
 Mortgage-backed securities ...........  180    180  
 Fixed income funds ........................  1,077  54  1,023  
Real estate ........................................  505  75  14 $ 416
Private equity/venture capital .............  1,123      1,123
Hedge funds ......................................  608  3  462  143
Other investments .............................  448    448  
Derivative contracts - assets* .............  787  21  766  
Derivative contracts - liabilities** ........  (473)  (15)  (458)  
Receivables, payables and other ..........  (40)  (40)    
Securities lending collateral ................  750    750  
Securities lending liability ...................  (750)     (750)   

Total net assets ..............................$ 9,552  $ 3,989  $ 3,881  $ 1,682

* Includes contracts for interest rates of $742 million, foreign currency of $19 million 
and other of $26 million.

** Includes contracts for interest rates of $442 million, foreign currency of $17 million 
and other of $14 million.

The fair values of the health care assets at October 31, 2011 
follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 58 $ 7 $ 51  
Equity:
 U.S. equity securities ......................  372  372     
 U.S. equity funds ............................  84  84     
 International equity securities .........  64  64     
 International equity funds ...............  210    210  
Fixed Income:
 Government and agency securities ..  250  246  4   
 Corporate debt securities ................  39    39   
 Mortgage-backed securities ...........  22    22   
 Fixed income funds ........................  107    107   
Real estate ........................................  57  4  32 $ 21 
Private equity/venture capital .............  55      55 
Hedge funds ......................................  110    103  7 
Other investments .............................  22    22   
Derivative contracts - assets* .............  12  1  11   
Derivative contracts - liabilities** ........  (2)  (1)  (1)   
Receivables, payables and other ..........  (1)  (1)     
Securities lending collateral ................  215    215   
Securities lending liability ...................  (215)     (215)    

Total net assets ..............................$ 1,459  $ 776  $ 600  $ 83 

* Includes contracts for interest rates of $10 million, foreign currency of $1 million 
and other of $1 million.

** Includes contracts for foreign currency of $1 million and other of $1 million.

A reconciliation of Level 3 pension and health care  
asset fair value measurements in millions of dollars follows:
   Private Equity/ 
  Real Venture Hedge
 Total Estate Capital Funds

October 31, 2010* ..........  $ 1,443 $ 378 $ 912 $ 153
Realized gain ....................   33    32  1
Change in unrealized 
 gain .............................   192  48  141  3
Purchases, sales and 
 settlements - net ..........   97  11   93  (7)

October 31, 2011* ..........   1,765  437   1,178  150 
Realized gain ....................   18    18  
Change in unrealized 
 gain (loss) ....................   74  (4)  65  13
Purchases, sales and 
 settlements - net ..........   112  3   112  (3)

October 31, 2012* ..........  $ 1,969 $ 436  $ 1,373 $ 160 

* Health care Level 3 assets represent approximately 4 percent to 5 percent of the 
reconciliation amounts for 2012, 2011 and 2010.
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Fair values are determined as follows:
Cash and Short-Term Investments – Includes accounts and 

cash funds that are valued based on the account value, which 
approximates fair value, or on the fund’s net asset value (NAV) 
based on the fair value of the underlying securities. Also included 
are securities that are valued using a market approach (matrix 
pricing model) in which all significant inputs are observable or 
can be derived from or corroborated by observable market data.

Equity Securities and Funds – The values are determined 
primarily by closing prices in the active market in which the 
equity investment trades, or the fund’s NAV, based on the fair 
value of the underlying securities.

Fixed Income Securities and Funds – The securities are 
valued using either a market approach (matrix pricing model)  
in which all significant inputs are observable or can be derived 
from or corroborated by observable market data such as interest 
rates, yield curves, volatilities, credit risk and prepayment speeds, 
or they are valued using the closing prices in the active market 
in which the fixed income investment trades. Fixed income 
funds are valued using the NAV, based on the fair value of the 
underlying securities.

Real Estate, Venture Capital and Private Equity –  
The investments, which are structured as limited partnerships, 
are valued using an income approach (estimated cash flows 
discounted over the expected holding period), as well as a 
market approach (the valuation of similar securities and 
properties). These investments are valued at estimated fair value 
based on their proportionate share of the limited partnership’s 
fair value that is determined by the general partner. Real estate 
investment trusts are valued at the closing prices in the active 
markets in which the investment trades. Real estate investment 
funds are valued at the NAV, based on the fair value of the 
underlying securities.

Hedge Funds and Other Investments – The investments are 
valued using the NAV provided by the administrator of the fund, 
which is based on the fair value of the underlying securities.

Interest Rate, Foreign Currency and Other Derivative 
Instruments – The derivatives are valued using either an income 
approach (discounted cash flow) using market observable inputs, 
including swap curves and both forward and spot exchange 
rates, or a market approach (closing prices in the active market 
in which the derivative instrument trades).

The primary investment objective for the pension plan 
assets is to maximize the growth of these assets to meet the 
projected obligations to the beneficiaries over a long period of 
time, and to do so in a manner that is consistent with the 
company’s earnings strength and risk tolerance. The primary 
investment objective for the health care plan assets is to provide 
the company with the financial flexibility to pay the projected 
obligations to beneficiaries over a long period of time. The asset 
allocation policy is the most important decision in managing  
the assets and it is reviewed regularly. The asset allocation 
policy considers the company’s financial strength and long-term 

asset class risk/return expectations since the obligations are 
long-term in nature. The current target allocations for pension 
assets are approximately 42 percent for equity securities,  
31 percent for debt securities, 5 percent for real estate and  
22 percent for other investments. The target allocations for 
health care assets are approximately 51 percent for equity 
securities, 31 percent for debt securities, 3 percent for real estate 
and 15 percent for other investments. The allocation percentages 
above include the effects of combining derivatives with other 
investments to manage asset allocations and exposures to interest 
rates and foreign currency exchange. The assets are well 
diversified and are managed by professional investment firms as 
well as by investment professionals who are company employees. 
As a result of the company’s diversified investment policy, there 
were no significant concentrations of risk.

The expected long-term rate of return on plan assets 
reflects management’s expectations of long-term average rates 
of return on funds invested to provide for benefits included in 
the projected benefit obligations. The expected return is based 
on the outlook for inflation and for returns in multiple asset 
classes, while also considering historical returns, asset allocation 
and investment strategy. The company’s approach has empha-
sized the long-term nature of the return estimate such that the 
return assumption is not changed unless there are fundamental 
changes in capital markets that affect the company’s expectations 
for returns over an extended period of time (i.e., 10 to 20 years). 
The average annual return of the company’s U.S. pension fund 
was approximately 9.3 percent during the past ten years and 
approximately 9.7 percent during the past 20 years. Since return 
premiums over inflation and total returns for major asset classes 
vary widely even over ten-year periods, recent history is not 
necessarily indicative of long-term future expected returns.  
The company’s systematic methodology for determining the 
long-term rate of return for the company’s investment strategies 
supports the long-term expected return assumptions.

The company has created certain Voluntary Employees’ 
Beneficiary Association trusts (VEBAs) for the funding of 
postretirement health care benefits. The future expected asset 
returns for these VEBAs are lower than the expected return on 
the other pension and health care plan assets due to investment 
in a higher proportion of liquid securities. These assets are in 
addition to the other postretirement health care plan assets that 
have been funded under Section 401(h) of the U.S. Internal 
Revenue Code and maintained in a separate account in the 
company’s pension plan trust.

The company has defined contribution plans related to 
employee investment and savings plans primarily in the U.S.  
The company’s contributions and costs under these plans were  
$155 million in 2012, $108 million in 2011 and $85 million  
in 2010. The contribution rate varies primarily based on the 
company’s performance in the prior year and employee 
participation in the plans.
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8. INCOME TAXES

The provision for income taxes by taxing jurisdiction and  
by sig nificant component consisted of the following in millions 
of dollars:

 2012 2011 2010

Current:
 U.S.:
  Federal .......................................................  $ 1,277 $ 928 $ 574
  State ..........................................................   119  144  50
 Foreign ...........................................................   355   520   363

   Total current ...........................................   1,751   1,592   987

Deferred:
 U.S.:
  Federal .......................................................   (76)  (135)  156
  State ..........................................................   (7)  (28)  11
 Foreign ...........................................................   (9)  (5)  8

   Total deferred .........................................   (92)  (168)  175

Provision for income taxes .............................  $ 1,659  $ 1,424  $ 1,162

Based upon the location of the company’s operations, the 
consolidated income before income taxes in the U.S. in 2012, 
2011 and 2010 was $3,582 million, $2,618 million and $2,048 
million, respectively, and in foreign countries was $1,152 million, 
$1,605 million and $977 million, respectively. Certain foreign 
operations are branches of Deere & Company and are, there-
fore, subject to U.S. as well as foreign income tax regulations. 
The pretax income by location and the preceding analysis of the 
income tax provision by taxing jurisdiction are, therefore, not 
directly related.

A comparison of the statutory and effective income tax  
provision and reasons for related differences in millions of 
dollars follow:

 2012 2011 2010

U.S. federal income tax provision 
 at a statutory rate of 35 percent ................  $ 1,657 $ 1,478 $ 1,059
Increase (decrease) resulting from:
Valuation allowance on foreign deferred taxes .......   200  18  5
State and local income taxes, net of 
 federal income tax benefit ...............................   73  75  40
Nondeductible health care claims* ........................       123
Nondeductible goodwill impairment charge ...........   6    7
Nontaxable foreign partnership earnings ...............   (172)  
Tax rates on foreign earnings ...............................   (69)  (70)  (59)
Research and development tax credits .................   (10)  (38)  (5)
Wind energy production tax credits ......................       (30)
Other-net ............................................................   (26)  (39)  22 

Provision for income taxes .............................  $ 1,659  $ 1,424  $ 1,162 

* Cumulative adjustment from change in law. Effect included in state taxes was  
$7 million.

At October 31, 2012, accumulated earnings in certain 
subsidiaries outside the U.S. totaled $3,209 million for which 
no provision for U.S. income taxes or foreign withholding taxes 
has been made, because it is expected that such earnings will be 
reinvested outside the U.S. indefinitely. Determination of the 
amount of unrecognized deferred tax liability on these unremit-
ted earnings is not practicable. At October 31, 2012, the 

amount of cash and cash equivalents and marketable securities 
held by these foreign subsidiaries was $628 million.

Deferred income taxes arise because there are certain 
items that are treated differently for financial accounting than 
for income tax reporting purposes. An analysis of the deferred 
income tax assets and liabilities at October 31 in millions of 
dollars follows:
 2012 2011   ______________   _______________
 Deferred Deferred Deferred Deferred
 Tax Tax Tax Tax  
 Assets Liabilities Assets Liabilities

Other postretirement  
 benefit liabilities .......................  $ 2,136   $ 1,944  
Tax over book depreciation ............    $ 606   $ 492
Accrual for sales allowances .........   546    438  
Pension liabilities - net ..................   457    279  
Lease transactions .......................     317    309
Accrual for employee benefits .......   249    189  
Tax loss and tax credit  
 carryforwards ..........................   249    121  
Share-based compensation ..........   133    113
Inventory ......................................   131    152  
Goodwill and other  
 intangible assets ......................     110    123
Allowance for credit losses ............   92    115  
Deferred gains on distributed  
 foreign earnings .......................   84    83  
Deferred compensation .................   40    37  
Undistributed foreign earnings .......     11    19
Other items ..................................   443  115  348  112
Less valuation allowances .............   (285)    (74)  

Deferred income tax
 assets and liabilities ............  $ 4,275  $ 1,159 $ 3,745 $ 1,055 

Deere & Company files a consolidated federal income tax 
return in the U.S., which includes the wholly-owned financial 
services subsidiaries. These subsidiaries account for income taxes 
generally as if they filed separate income tax returns.

At October 31, 2012, certain tax loss and tax credit 
carryforwards of $249 million were available with $127 million 
expiring from 2013 through 2032 and $122 million with an 
indefinite carryforward period.

The Patient Protection and Affordable Care Act as 
amended by the Healthcare and Education Reconciliation Act 
of 2010 was signed into law in the company’s second fiscal 
quarter of 2010. Under the legislation, to the extent the 
company’s future health care drug expenses are reimbursed 
under the Medicare Part D retiree drug subsidy program,  
the expenses will no longer be tax deductible effective 
November 1, 2013. Since the tax effects for the retiree health 
care liabilities were reflected in the company’s financial 
statements, the entire impact of this tax change relating to the 
future retiree drug costs was recorded in tax expense in the 
second quarter of 2010, which was the period in which the 
legislation was enacted. As a result of the legislation, the 
company’s tax expenses increased approximately $130 million 
in 2010.
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9. OTHER INCOME AND OTHER OPERATING EXPENSES

The major components of other income and other operating 
expenses consisted of the following in millions of dollars:
 2012 2011 2010

Other income 
Insurance premiums and fees earned ......... $ 248 $ 236 $ 198
Revenues from services .............................  233  217  276
Investment income ....................................  14  11  10
Other ........................................................  180  160  122

 Total ..................................................... $ 675 $ 624 $ 606

Other operating expenses
Depreciation of equipment on
 operating leases .................................... $ 339 $ 306 $ 288
Insurance claims and expenses ..................  245  193  146
Cost of services .........................................  122  115  198
Other ........................................................  76  102  116

 Total ..................................................... $ 782 $ 716 $ 748

The company issues insurance policies for crop insurance 
and extended equipment warranties. Beginning in 2011, the 
crop insurance subsidiary utilized reinsurance to limit its losses 
and reduce its exposure to claims. Prior to 2011, the crop 
insurance business was conducted through managing general 
agency agreements with external insurance companies. 
Although reinsurance contracts permit recovery of certain 
claims from reinsurers, the insurance subsidiary is not relieved 
of its primary obligation to the policyholders. The premiums 
ceded by the crop insurance subsidiary in 2012 and 2011 were  
$251 million and $246 million, and claims recoveries on the 
ceded business were $493 million and $271 million, respec-
tively. These amounts from reinsurance are netted against the 
insurance premiums and fees earned and the insurance claims 
and expenses in the table above.
10. UNCONSOLIDATED AFFILIATED COMPANIES

Unconsolidated affiliated companies are companies in which 
Deere & Company generally owns 20 percent to 50 percent  
of the outstanding voting shares. Deere & Company does not 
control these companies and accounts for its investments in 
them on the equity basis. The investments in these companies 
primarily consist of Bell Equipment Limited (32 percent 
ownership), Deere-Hitachi Construction Machinery 
Corporation (50 percent ownership), John Deere Tiantuo 
Company, Ltd. (51 percent ownership), Xuzhou XCG  
John Deere Machinery Manufacturing Co., Ltd. (50 percent 
ownership) and Ashok Leyland John Deere Construction 
Equipment Company Private Limited (50 percent ownership). 
The unconsolidated affiliated companies primarily manufacture 
or market equipment. Deere & Company’s share of the income 
or loss of these companies is reported in the consolidated 
income statement under “Equity in income (loss) of unconsoli-
dated affiliates.” The investment in these companies is reported 
in the consolidated balance sheet under “Investments in 
unconsolidated affiliates.”

 

A reconciliation of the total amounts of unrecognized tax 
benefits at October 31 in millions of dollars follows:

 2012 2011 2010

Beginning of year balance ....................... $ 199 $ 218 $ 260
Increases to tax positions taken during  
 the current year .......................................  46  23  36
Increases to tax positions taken during  
 prior years...............................................  54  13  83
Decreases to tax positions taken during  
 prior years...............................................  (14)  (42)  (133)
Decreases due to lapse of statute of  
 limitations ...............................................  (9)  (13)  (2)
Settlements .................................................    (1)  (19)
Foreign exchange ........................................  (11)  1   (7)

End of year balance ................................. $ 265  $ 199  $ 218 

The amount of unrecognized tax benefits at October 31, 
2012 that would affect the effective tax rate if the tax benefits 
were recognized was $65 million. The remaining liability was 
related to tax positions for which there are offsetting tax 
receivables, or the uncertainty was only related to timing.  
The company expects that any reasonably possible change in 
the amounts of unrecognized tax benefits in the next twelve 
months would not be significant.

The company files its tax returns according to the tax  
laws of the jurisdictions in which it operates, which includes  
the U.S. federal jurisdiction, and various state and foreign 
jurisdictions. The U.S. Internal Revenue Service has completed 
the examination of the company’s federal income tax returns  
for periods prior to 2009. The years 2009 and 2010 federal 
income tax returns are currently under examination.  
Various state and foreign income tax returns, including major 
tax jurisdictions in Canada and Germany, also remain subject  
to examination by taxing authorities.

The company’s policy is to recognize interest related to 
income taxes in interest expense and interest income, and 
recognize penalties in selling, administrative and general 
expenses. During 2012, 2011 and 2010, the total amount of 
expense from interest and penalties was $6 million, $3 million 
and $3 million and the interest income was $1 million,  
$3 million and $5 million, respectively. At October 31, 2012 
and 2011, the liability for accrued interest and penalties totaled 
$39 million and $39 million and the receivable for interest was  
$1 million and $7 million, respectively.

37

Deere 2012new.indd   37 12/13/12   12:21 PM



 

Actual maturities may differ from contractual maturities 
because some securities may be called or prepaid. Because of 
the potential for prepayment on mortgage-backed securities, 
they are not categorized by contractual maturity. Proceeds from 
the sales of available-for-sale securities were $7 million in 2012, 
$2 million in 2011 and none in 2010. Realized gains, realized 
losses, the increase (decrease) in net unrealized gains or losses 
and unrealized losses that have been continuous for over  
twelve months were not significant in 2012, 2011 and 2010. 
Unrealized losses at October 31, 2012 and 2011 were primarily 
the result of an increase in interest rates and were not recog-
nized in income due to the ability and intent to hold to 
maturity. There were no impairment write-downs in the 
periods reported.
12. RECEIVABLES

Trade Accounts and Notes Receivable
Trade accounts and notes receivable at October 31 consisted of 
the following in millions of dollars:

 2012 2011

Trade accounts and notes:
 Agriculture and turf .................................................  $ 3,074 $ 2,618
 Construction and forestry.........................................   725  676

Trade accounts and notes receivable–net .............  $ 3,799 $ 3,294

At October 31, 2012 and 2011, dealer notes included in 
the previous table were $95 million and $97 million, and the 
allowance for doubtful trade receivables was $66 million and 
$72 million, respectively.

The equipment operations sell a significant portion of their 
trade receivables to financial services and provide compensation 
to these operations at approximate market rates of interest.

Trade accounts and notes receivable primarily arise from 
sales of goods to independent dealers. Under the terms of the 
sales to dealers, interest is primarily charged to dealers on 
outstanding balances, from the earlier of the date when goods are 
sold to retail customers by the dealer or the expiration of certain 
interest-free periods granted at the time of the sale to the dealer, 
until payment is received by the company. Dealers cannot cancel 
purchases after the equipment is shipped and are responsible for 
payment even if the equipment is not sold to retail customers. 
The interest-free periods are determined based on the type of 
equipment sold and the time of year of the sale. These periods 
range from one to twelve months for most equipment.  
Interest-free periods may not be extended. Interest charged may 
not be forgiven and the past due interest rates exceed market 
rates. The company evaluates and assesses dealers on an ongoing 
basis as to their creditworthiness and generally retains a security 
interest in the goods associated with the trade receivables.  
The company is obligated to repurchase goods sold to a dealer 
upon cancellation or termination of the dealer’s contract for such 
causes as change in ownership and closeout of the business.

Trade accounts and notes receivable have significant 
concentrations of credit risk in the agriculture and turf  
sector and construction and forestry sector as shown in the 

Combined financial information of the unconsolidated 
affiliated companies in millions of dollars follows:

Operations 2012 2011 2010

Sales ........................................................ $ 2,722 $ 2,233 $ 1,502
Net income (loss) ......................................  (1)  34   23
Deere & Company’s equity in
 net income (loss) ...................................  (3)  9   11

Financial Position  2012 2011

Total assets ............................................................. $ 1,621 $ 1,357
Total external borrowings .........................................  345  321
Total net assets .......................................................  558  495
Deere & Company’s share of the net assets ..............  215  202

Consolidated retained earnings at October 31, 2012 
include undistributed earnings of the unconsolidated affiliates  
of $63 million. Dividends from unconsolidated affiliates were  
$.2 million in 2012, $18 million in 2011 and $6 million in 2010.
11. MARKETABLE SECURITIES

All marketable securities are classified as available-for-sale,  
with unrealized gains and losses shown as a component of 
stockholders’ equity. Realized gains or losses from the sales of 
marketable securities are based on the specific identification 
method.

The amortized cost and fair value of marketable securities 
at October 31 in millions of dollars follow:
  Gross Gross 
 Amortized Unrealized Unrealized Fair
 Cost Gains Losses Value

2012
U.S. government debt securities ... $ 1,193 $ 7   $ 1,200
Municipal debt securities .............  35  3    38
Corporate debt securities .............  100  10    110
Mortgage-backed securities* .......  117  6 $ 1  122

Marketable securities .............. $ 1,445 $ 26 $ 1 $ 1,470

2011
U.S. government debt securities ... $ 571 $ 6 $ 1 $ 576
Municipal debt securities .............  34  2    36
Corporate debt securities .............  83  6    89
Mortgage-backed securities* .......  82  4    86

Marketable securities .............. $ 770 $ 18 $ 1 $ 787

* Primarily issued by U.S. government sponsored enterprises.

The contractual maturities of debt securities at October 31, 
2012 in millions of dollars follow:

 Amortized Fair
 Cost Value

Due in one year or less .................................................  $ 813 $ 813
Due after one through five years ....................................   366  370
Due after five through 10 years .....................................   85  93
Due after 10 years ........................................................   64  72
Mortgage-backed securities ..........................................   117  122

Debt securities ..........................................................  $ 1,445 $ 1,470
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previous table. On a geographic basis, there is not a dispropor-
tionate concentration of credit risk in any area.
Financing Receivables
Financing receivables at October 31 consisted of the following 
in millions of dollars:
 2012 2011  ________________   _________________
 Unrestricted/Securitized Unrestricted/Securitized

Retail notes:
 Equipment:
  Agriculture and turf .......... $ 14,144 $ 3,126 $ 12,969 $ 2,597
  Construction and  
   forestry ........................  1,091  553  1,036  362
 Recreational products ...........      4  

  Total ................................  15,235  3,679  14,009  2,959
Wholesale notes .......................  3,888    3,006  
Revolving charge accounts ........  2,488    2,518  
Financing leases 
 (direct and sales-type) ..........  1,411    1,242  
Operating loans ........................  42    84  

 Total financing receivables ....  23,064  3,679  20,859  2,959

Less:
 Unearned finance income:
  Equipment notes ..............  619  44  635  36
  Financing leases ..............  126    121  

   Total ............................  745  44  756  36

 Allowance for credit losses ...  160  17  179  18

Financing  
 receivables – net............... $ 22,159 $ 3,618 $ 19,924 $ 2,905

The residual values for investments in financing leases at 
October 31, 2012 and 2011 totaled $79 million and $75 million, 
respectively.

Financing receivables have significant concentrations of 
credit risk in the agriculture and turf sector and construction and 
forestry sector as shown in the previous table. On a geographic 
basis, there is not a disproportionate concentration of credit risk 
in any area. The company retains as collateral a security interest 
in the equipment associated with retail notes, wholesale notes 
and financing leases.

Financing receivables at October 31 related to the 
company’s sales of equipment that were included in the table 
above consisted of the following in millions of dollars:

 2012 2011    
 Unrestricted Unrestricted

Retail notes*:
 Equipment:
  Agriculture and turf ......................  $ 1,810 $ 1,633
  Construction and forestry .............   313  310

   Total ........................................   2,123  1,943
Wholesale notes ...................................   3,888  3,006
Sales-type leases .................................   836  776

  Total ............................................  $ 6,847 $ 5,725

* These retail notes generally arise from sales of equipment by company-owned  
dealers or through direct sales.

(continued)

 

 2012 2011    
 Unrestricted Unrestricted

Less:
 Unearned finance income:
  Equipment notes ..........................  $ 191 $ 197
  Sales-type leases .........................   61  64

   Total ........................................   252  261

Financing receivables  
 related to the company’s 
 sales of equipment .......................  $ 6,595 $ 5,464

Financing receivable installments, including unearned 
finance income, at October 31 are scheduled as follows in 
millions of dollars:

 2012 2011  ________________   _________________
 Unrestricted/Securitized Unrestricted/Securitized

Due in months:
 0 –  12 ............................. $ 11,486 $ 1,437 $ 10,311 $ 1,192
 13 –  24 .............................  4,257  1,004  3,937  807
 25 –  36 .............................  3,232  712  2,960  524
 37 –  48 .............................  2,278  399  2,032  305
 49 –  60 .............................  1,356  120  1,196  119
 Thereafter ..........................  455  7  423  12

Total ..................................... $ 23,064 $ 3,679 $ 20,859 $ 2,959

The maximum terms for retail notes are generally seven 
years for agriculture and turf equipment and five years for 
construction and forestry equipment. The maximum term for 
financing leases is generally five years, while the average term 
for wholesale notes is less than twelve months.

At October 31, 2012 and 2011, the unpaid balances of 
receivables administered but not owned were $120 million  
and $146 million, respectively. At October 31, 2012 and 2011, 
worldwide financing receivables administered, which include 
financing receivables administered but not owned, totaled  
$25,897 million and $22,974 million, respectively.

Past due balances of financing receivables still accruing 
finance income represent the total balance held (principal plus 
accrued interest) with any payment amounts 30 days or more 
past the contractual payment due date. Non-performing 
financing receivables represent loans for which the company has 
ceased accruing finance income. These receivables are generally 
120 days delinquent and the estimated uncollectible amount, 
after charging the dealer’s withholding account, has been 
written off to the allowance for credit losses. Finance income 
for non-performing receivables is recognized on a cash basis. 
Accrual of finance income is resumed when the receivable 
becomes contractually current and collections are reasonably 
assured.
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An age analysis of past due and non-performing financing 
receivables at October 31, 2012 follows in millions of dollars:
 30-59 60-89 90 Days 
 Days Days or Greater Total
 Past Due Past Due Past Due* Past Due

Retail Notes:
 Agriculture and turf ......  $ 60 $ 25 $ 17 $ 102
 Construction and 
  forestry ....................   39  18  9  66
Other:
 Agriculture and turf ......   21  6  3  30
 Construction and 
  forestry ....................   8  2  2  12

Total  ...............................  $ 128 $ 51 $ 31 $ 210

  Total  Total
 Total Non-  Financing
 Past Due Performing Current Receivables

Retail Notes:
 Agriculture and turf ......  $ 102 $ 117 $ 16,432 $ 16,651
 Construction and 
  forestry ....................   66  13  1,521  1,600
Other:
 Agriculture and turf ......   30  11  6,464  6,505
 Construction and 
  forestry ....................   12  3  1,183  1,198

  Total ........................  $ 210 $ 144 $ 25,600  25,954

Less allowance for
 credit losses .................         177
Total financing
 receivables - net .......        $ 25,777

* Financing receivables that are 90 days or greater past due and still accruing finance 
income.

An age analysis of past due and non-performing financing 
receivables at October 31, 2011 follows in millions of dollars:
 30-59 60-89 90 Days 
 Days Days or Greater Total
 Past Due Past Due Past Due* Past Due

Retail Notes:
 Agriculture and turf ......  $ 81 $ 30 $ 25 $ 136
 Construction and 
  forestry ....................   45  20  11  76
Other:
 Agriculture and turf ......   23  10  5  38
 Construction and 
  forestry ....................   7  4  2  13

Total  ...............................  $ 156 $ 64  $ 43 $ 263 

(continued)

  Total  Total
 Total Non-  Financing
 Past Due Performing Current Receivables

Retail Notes:
 Agriculture and turf ......  $ 136 $ 132 $ 14,667 $ 14,935
 Construction and 
  forestry ....................   76  17  1,264  1,357
 Recreational products ...       4  4
Other:
 Agriculture and turf ......   38  16  5,655  5,709
 Construction and 
  forestry ....................   13  5  1,003  1,021

  Total ........................  $ 263 $ 170 $ 22,593  23,026

Less allowance for
 credit losses .................         197
Total financing
 receivables - net .......        $ 22,829

* Financing receivables that are 90 days or greater past due and still accruing finance 
income.

An analysis of the allowance for credit losses and invest-
ment in financing receivables follows in millions of dollars:
  Revolving  
 Retail Charge  
 Notes Accounts Other Total

2012
Allowance:
Beginning of year
 balance ........................  $ 130 $ 40 $ 27 $ 197
 Provision (credit) ..........   (12)  8  3  (1)
 Write-offs ....................   (8)  (30)  (4)  (42)
 Recoveries ...................   10  22  1  33
 Translation  
  adjustments .............   (10)      (10)

End of year balance ..........  $ 110  $ 40  $ 27  $ 177 

Balance individually 
 evaluated* ....................     $ 1     $ 1 

Financing receivables:
End of year balance ..........  $ 18,251  $ 2,488  $ 5,215  $ 25,954 
Balance individually 
 evaluated* ....................  $ 11  $ 1  $ 1  $ 13 

* Remainder is collectively evaluated.

2011
Allowance:
Beginning of year
 balance ........................  $ 144 $ 44 $ 37 $ 225
 Provision (credit) ..........   3  8  (2)  9
 Write-offs ....................   (29)  (40)  (10)  (79)
 Recoveries ...................   12  28  2  42

End of year balance ..........  $ 130 $ 40 $ 27 $ 197

Balance individually 
 evaluated* ....................  $ 1     $ 1

Financing receivables:
End of year balance ..........  $ 16,296 $ 2,518 $ 4,212 $ 23,026
Balance individually 
 evaluated* ....................  $ 12   $ 11 $ 23

* Remainder is collectively evaluated.
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A comparative analysis of the allowance for credit losses 
follows in millions of dollars:

 2012 2011 2010

Beginning of year balance ....................... $ 197 $ 225 $ 239
Provision (credit) ..........................................  (1)  9  100
Write-offs ....................................................  (42)  (79)  (147)
Recoveries ..................................................  33  42  31
Translation adjustments ...............................  (10)     2 

End of year balance ................................. $ 177  $ 197  $ 225 

Past-due amounts over 30 days represented .81 percent 
and 1.14 percent of the receivables financed at October 31, 
2012 and 2011, respectively. The allowance for credit losses 
represented .68 percent and .86 percent of financing receivables 
outstanding at October 31, 2012 and 2011, respectively.  
In addition, at October 31, 2012 and 2011, the company’s 
financial services operations had $194 million and $188 million, 
respectively, of deposits withheld from dealers and merchants 
available for potential credit losses. 

Financing receivables are considered impaired when it is 
probable the company will be unable to collect all amounts due 
according to the contractual terms. Receivables reviewed for 
impairment generally include those that are either past due,  
or have provided bankruptcy notification, or require significant 
collection efforts. Receivables that are impaired are generally 
classified as non-performing. 

An analysis of the impaired financing receivables at 
October 31 follows in millions of dollars: 
  Unpaid  Average
 Recorded Principal Specific Recorded
 Investment Balance Allowance Investment

2012
Receivables with 
 specific allowance* .......  $ 1 $ 1 $ 1 $ 1

Receivables without a
 specific allowance** .....   9  9    10

Total  ...............................  $ 10 $ 10 $ 1 $ 11

 Agriculture and turf ......  $ 6 $ 6 $ 1 $ 6

 Construction and  
  forestry ....................  $ 4 $ 4   $ 5

2011
Receivables with 
 specific allowance* .......  $ 7 $ 7 $ 1 $ 8

Receivables without a
 specific allowance** .....   9  9    12

Total  ...............................  $ 16 $ 16  $ 1 $ 20 

 Agriculture and turf ......  $ 11 $ 11  $ 1 $ 14 

 Construction and  
  forestry ....................  $ 5 $ 5    $ 6 

* Finance income recognized was not material.
** Primarily retail notes.

A troubled debt restructuring is generally the modification 
of debt in which a creditor grants a concession it would not 
otherwise consider to a debtor that is experiencing financial 
difficulties. These modifications may include a reduction of the 
stated interest rate, an extension of the maturity dates, a 
reduction of the face amount or maturity amount of the debt, 
or a reduction of accrued interest. During 2012 and 2011, the 
company identified 138 and 213 financing receivable contracts, 
primarily retail notes, as troubled debt restructurings with 
aggregate balances of $5 million and $11 million pre-modifica-
tion and $4 million and $10 million post-modification, respec-
tively. During these same periods, there were no significant 
troubled debt restructurings that subsequently defaulted and 
were written off. At October 31, 2012, the company had no 
commitments to lend additional funds to borrowers whose 
accounts were modified in troubled debt restructurings.
Other Receivables
Other receivables at October 31 consisted of the following in 
millions of dollars:

 2012 2011

Taxes receivable ........................................................... $ 971 $ 844
Reinsurance receivables ...............................................  569  242
Insurance premium receivables .....................................  69  58
Other ...........................................................................  182  187

Other receivables ...................................................... $ 1,791 $ 1,331

Reinsurance and insurance premium receivables are 
associated with the financial services’ crop insurance subsidiary 
(see Note 9).
13. SECURITIzATION OF FINANCING RECEIVABLES

The company, as a part of its overall funding strategy,  
periodically transfers certain financing receivables (retail notes) 
into variable interest entities (VIEs) that are special purpose 
entities (SPEs), or a non-VIE banking operation, as part of its 
asset-backed securities programs (securitizations). The structure 
of these transactions is such that the transfer of the retail notes 
did not meet the criteria of sales of receivables, and is, therefore, 
accounted for as a secured borrowing. SPEs utilized in securiti-
zations of retail notes differ from other entities included in the 
company’s consolidated statements because the assets they hold 
are legally isolated. Use of the assets held by the SPEs or the 
non-VIE is restricted by terms of the documents governing the 
securitization transactions.

In securitizations of retail notes related to secured  
borrowings, the retail notes are transferred to certain SPEs or to 
a non-VIE banking operation, which in turn issue debt to 
investors. The resulting secured borrowings are recorded as 
“Short-term securitization borrowings” on the balance sheet. 
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The company’s carrying amount of the liabilities to the 
unconsolidated conduits, compared to the maximum exposure 
to loss related to these conduits, which would only be incurred 
in the event of a complete loss on the restricted assets, was as 
follows at October 31 in millions of dollars:

 2012

Carrying value of liabilities ..............................................................  $ 1,004
Maximum exposure to loss .............................................................   1,049

The total assets of unconsolidated VIEs related to securiti-
zations were approximately $31 billion at October 31, 2012.

The components of consolidated restricted assets related to 
secured borrowings in securitization transactions at October 31 
were as follows in millions of dollars:

 2012 2011

Financing receivables securitized (retail notes) ............... $ 3,635 $ 2,923
Allowance for credit losses ............................................  (17)  (18)
Other assets .................................................................  85   96 

Total restricted securitized assets .......................... $ 3,703  $ 3,001 

The components of consolidated secured borrowings and 
other liabilities related to securitizations at October 31 were as 
follows in millions of dollars:

 2012 2011

Short-term securitization borrowings ............................. $ 3,575 $ 2,777
Accrued interest on borrowings .....................................  1  2

Total liabilities related to restricted  
 securitized assets ................................................ $ 3,576 $ 2,779

The secured borrowings related to these restricted 
securitized retail notes are obligations that are payable as the 
retail notes are liquidated. Repayment of the secured borrowings 
depends primarily on cash flows generated by the restricted 
assets. Due to the company’s short-term credit rating, cash 
collections from these restricted assets are not required to be 
placed into a segregated collection account until immediately 
prior to the time payment is required to the secured creditors. 
At October 31, 2012, the maximum remaining term of all 
securitized retail notes was approximately six years.

14. EQUIPMENT ON OPERATING LEASES

Operating leases arise primarily from the leasing of John Deere 
equipment to retail customers. Initial lease terms generally range 
from four to 60 months. Net equipment on operating leases 
totaled $2,528 million and $2,150 million at October 31, 2012 
and 2011, respectively. The equipment is depreciated on a 
straight-line basis over the terms of the lease. The accumulated 
depreciation on this equipment was $499 million and  
$478 million at October 31, 2012 and 2011, respectively.  
The corresponding depreciation expense was $339 million in 
2012, $306 million in 2011 and $288 million in 2010.

Future payments to be received on operating leases  
totaled $1,067 million at October 31, 2012 and are scheduled  
in millions of dollars as follows: 2013 – $445, 2014 – $308, 
2015 – $188, 2016 – $103 and 2017 – $23.

The securitized retail notes are recorded as “Financing receiv-
ables securitized - net” on the balance sheet. The total restricted 
assets on the balance sheet related to these securitizations include 
the financing receivables securitized less an allowance for credit 
losses, and other assets primarily representing restricted cash. For 
those securitizations in which retail notes are transferred into 
SPEs, the SPEs supporting the secured borrowings are consoli-
dated unless the company does not have both the power to 
direct the activities that most significantly impact the SPEs’ 
economic performance and the obligation to absorb losses or 
the right to receive benefits that could potentially be significant 
to the SPEs. No additional support to these SPEs beyond what 
was previously contractually required has been provided during 
the reporting periods.

In certain securitizations, the company consolidates the 
SPEs since it has both the power to direct the activities that 
most significantly impact the SPEs’ economic performance 
through its role as servicer of all the receivables held by the 
SPEs, and the obligation through variable interests in the  
SPEs to absorb losses or receive benefits that could potentially 
be significant to the SPEs. The restricted assets (retail notes 
securitized, allowance for credit losses and other assets) of the 
consolidated SPEs totaled $2,330 million and $1,523 million  
at October 31, 2012 and 2011, respectively. The liabilities 
(short-term securitization borrowings and accrued interest)  
of these SPEs totaled $2,262 million and $1,395 million at 
October 31, 2012 and 2011, respectively. The credit holders  
of these SPEs do not have legal recourse to the company’s 
general credit.

In certain securitizations, the company transfers retail 
notes to a non-VIE banking operation, which is not consoli-
dated since the company does not have a controlling interest in 
the entity. The company’s carrying values and interests related 
to the securitizations with the unconsolidated non-VIE were 
restricted assets (retail notes securitized, allowance for credit 
losses and other assets) of $324 million and $369 million  
at October 31, 2012 and 2011, respectively. The liabilities 
(short-term securitization borrowings and accrued interest) 
were $310 million and $346 million at October 31, 2012 and 
2011, respectively.

In certain securitizations, the company transfers retail notes 
into bank-sponsored, multi-seller, commercial paper conduits, 
which are SPEs that are not consolidated. The company does 
not service a significant portion of the conduits’ receivables, and 
therefore, does not have the power to direct the activities that 
most significantly impact the conduits’ economic performance. 
These conduits provide a funding source to the company  
(as well as other transferors into the conduit) as they fund  
the retail notes through the issuance of commercial paper.  
The company’s carrying values and variable interest related to 
these conduits were restricted assets (retail notes securitized, 
allowance for credit losses and other assets) of $1,049 million 
and $1,109 million at October 31, 2012 and 2011, respectively. 
The liabilities (short-term securitization borrowings and accrued 
interest) related to these conduits were $1,004 million and 
$1,038 million at October 31, 2012 and 2011, respectively.
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15. INVENTORIES

Most inventories owned by Deere & Company and its  
U.S. equipment subsidiaries are valued at cost, on the “last-in, 
first-out” (LIFO) basis. Remaining inventories are generally 
valued at the lower of cost, on the “first-in, first-out” (FIFO) 
basis, or market. The value of gross inventories on the LIFO 
basis represented 61 percent and 59 percent of worldwide gross 
inventories at FIFO value at October 31, 2012 and 2011, 
respectively. If all inventories had been valued on a FIFO basis, 
estimated inventories by major classification at October 31 in 
millions of dollars would have been as follows:

 2012 2011

Raw materials and supplies ........................................... $ 1,874 $ 1,626
Work-in-process ...........................................................  652  647
Finished goods and parts ..............................................  4,065  3,584

 Total FIFO value ........................................................  6,591  5,857
Less adjustment to LIFO value .......................................  1,421  1,486

Inventories ................................................................. $ 5,170 $ 4,371

16. PROPERTY AND DEPRECIATION

A summary of property and equipment at October 31 in millions 
of dollars follows:

 Useful Lives*
 (Years) 2012 2011

Equipment Operations
Land ..................................................   $ 137 $ 117
Buildings and building equipment ........  23  2,584  2,430
Machinery and equipment ...................  11  4,393  4,254
Dies, patterns, tools, etc .....................  8  1,330  1,213
All other .............................................  6  819  731
Construction in progress .....................    938  649

 Total at cost ...................................    10,201  9,394
Less accumulated depreciation ...........    5,250  5,107

 Total ..............................................    4,951  4,287

Financial Services
Land ..................................................    4  4
Buildings and building equipment ........  27  70  71
All other .............................................  6  36  39

 Total at cost ...................................    110  114
Less accumulated depreciation ...........    49  49

 Total ..............................................    61  65

Property and equipment-net ..........   $ 5,012 $ 4,352

* Weighted-averages

Total property and equipment additions in 2012, 2011 
and 2010 were $1,376 million, $1,059 million and $802 million 
and depreciation was $555 million, $516 million and $540 
million, respectively. Capitalized interest was $7 million,  
$8 million and $6 million in the same periods, respectively.  
The cost of leased property and equipment under capital leases 
of $47 million and $41 million and accumulated depreciation  
of $25 million and $23 million at October 31, 2012 and 2011, 
respectively, is included in property and equipment.

Capitalized software has an estimated useful life of three 
years. The amounts of total capitalized software costs, including 
purchased and internally developed software, classified as 
“Other Assets” at October 31, 2012 and 2011 were $684 million 
and $592 million, less accumulated amortization of $493 million 
and $451 million, respectively. Amortization of these software 
costs was $89 million in 2012, $73 million in 2011 and $68 
million in 2010. The cost of leased software assets under capital 
leases amounting to $42 million and $40 million at October 31, 
2012 and 2011, respectively, is included in other assets.

The cost of compliance with foreseeable environmental 
requirements has been accrued and did not have a material 
effect on the company’s consolidated financial statements.

17. GOODWILL AND OTHER INTANGIBLE ASSETS-NET

The changes in amounts of goodwill by operating segments 
were as follows in millions of dollars:

 Agriculture Construction
 and and
 Turf Forestry Total

Balance at October 31, 2010 ..............  $ 705 $ 610 $ 1,315
 Less accumulated  
  impairment losses ......................   316      316 

 Net balance ....................................   389  610  999
Acquisitions ........................................   1    1
Translation adjustments and other .......   (5)  5    

Balance at October 31, 2011 ..............   701  615  1,316
 Less accumulated  
  impairment losses ......................   316      316 

 Net balance ...................................   385  615  1,000
Impairment loss* ................................   (33)    (33)
Translation adjustments and other .......   (15)  (31)  (46)

Balance at October 31, 2012 ..............   686  584  1,270
 Less accumulated  
  impairment losses ......................   349      349 

Goodwill ...........................................  $ 337  $ 584  $ 921  

* See Note 5.
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The components of other intangible assets are as follows  
in millions of dollars:

 Useful Lives*
 (Years) 2012 2011

Amortized intangible assets:
 Customer lists and relationships ........... 12 $ 99 $ 109
 Technology, patents, trademarks  
  and other ........................................ 17  109  104

  Total at cost ....................................   208  213
 Less accumulated amortization** .........   107  90

  Total ...............................................   101  123

Unamortized intangible assets:
 Licenses .............................................   4  4

Other intangible assets-net ................  $ 105 $ 127

* Weighted-averages
** Accumulated amortization at 2012 and 2011 for customer lists and relationships 

was $60 million and $54 million and technology, patents, trademarks and other was 
$47 million and $36 million, respectively.

Other intangible assets are stated at cost less accumulated 
amortization. The amortization of other intangible assets in 
2012, 2011 and 2010 was $21 million, $20 million and  
$18 million, respectively. The estimated amortization expense 
for the next five years is as follows in millions of dollars:  
2013 - $18, 2014 - $16, 2015 - $15, 2016 – $14 and 2017 - $13.

18. TOTAL SHORT-TERM BORROWINGS 

Total short-term borrowings at October 31 consisted of the 
following in millions of dollars:

 2012 2011

Equipment Operations
Commercial paper ........................................................ $ 146 $ 265
Notes payable to banks .................................................  84  19
Long-term borrowings due within one year ....................  195  244

 Total ........................................................................  425  528

Financial Services
Commercial paper ........................................................  1,061  1,014
Notes payable to banks .................................................  117  61
Long-term borrowings due within one year ....................  4,790*  5,249*

 Total ........................................................................  5,968  6,324

Short-term borrowings .............................................  6,393  6,852

Financial Services
Short-term securitization borrowings .............................  3,575  2,777

Total short-term borrowings .................................... $ 9,968 $ 9,629

* Includes unamortized fair value adjustments related to interest rate swaps.

The short-term securitization borrowings for financial 
services are secured by financing receivables (retail notes) on the 
balance sheet (see Note 13). Although these securitization 
borrowings are classified as short-term since payment is required 
if the retail notes are liquidated early, the payment schedule for 
these borrowings of $3,575 million at October 31, 2012 based 
on the expected liquidation of the retail notes in millions of 
dollars is as follows: 2013 - $1,853, 2014 - $1,043, 2015 - $499,  
2016 - $162, 2017 - $17 and 2018 - $1.

The weighted-average interest rates on total short-term 
borrowings, excluding current maturities of long-term  
borrowings, at October 31, 2012 and 2011 were 1.0 percent 
and 1.1 percent, respectively. 

Lines of credit available from U.S. and foreign banks were 
$5,194 million at October 31, 2012. At October 31, 2012,  
$3,793 million of these worldwide lines of credit were unused. 
For the purpose of computing the unused credit lines, com-
mercial paper and short-term bank borrowings, excluding 
secured borrowings and the current portion of long-term 
borrowings, were primarily considered to constitute utilization. 
Included in the above lines of credit were long-term credit 
facility agreements for $2,750 million, expiring in April 2015, 
and $1,500 million, expiring in April 2017. The agreements are 
mutually extendable and the annual facility fees are not signifi-
cant. These credit agreements require Capital Corporation to 
maintain its consolidated ratio of earnings to fixed charges at 
not less than 1.05 to 1 for each fiscal quarter and the ratio of 
senior debt, excluding securitization indebtedness, to capital 
base (total subordinated debt and stockholder’s equity excluding 
accumulated other comprehensive income (loss)) at not more 
than 11 to 1 at the end of any fiscal quarter. The credit agree-
ments also require the equipment operations to maintain a ratio 
of total debt to total capital (total debt and stockholders’ equity 
excluding accumulated other comprehensive income (loss)) of  
65 percent or less at the end of each fiscal quarter. Under this 
provision, the company’s excess equity capacity and retained 
earnings balance free of restriction at October 31, 2012 was  
$8,273 million. Alternatively under this provision, the equip-
ment operations had the capacity to incur additional debt of  
$15,364 million at October 31, 2012. All of these requirements 
of the credit agreements have been met during the periods 
included in the consolidated financial statements.

Deere & Company has an agreement with Capital 
Corporation pursuant to which it has agreed to continue to own, 
directly or through one or more wholly-owned subsidiaries,  
at least 51 percent of the voting shares of capital stock of Capital 
Corporation and to maintain Capital Corporation’s consolidated 
tangible net worth at not less than $50 million. This agreement 
also obligates Deere & Company to make payments to Capital 
Corporation such that its consolidated ratio of earnings to fixed 
charges is not less than 1.05 to 1 for each fiscal quarter.  
Deere & Company’s obligations to make payments to Capital 
Corporation under the agreement are independent of whether 
Capital Corporation is in default on its indebtedness, obligations 
or other liabilities. Further, Deere & Company’s obligations 
under the agreement are not measured by the amount of 
Capital Corporation’s indebtedness, obligations or other 
liabilities. Deere & Company’s obligations to make payments 
under this agreement are expressly stated not to be a guaranty  
of any specific indebtedness, obligation or liability of Capital 
Corporation and are enforceable only by or in the name of 
Capital Corporation. No payments were required under this 
agreement during the periods included in the consolidated 
financial statements.
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 2012 2011

Financial Services
Notes and debentures:
 Medium-term notes due 2013 – 2023:
  (principal $15,242 - 2012, $11,911 - 2011) 
  Average interest rates of 1.6% – 2012, 
  2.0% – 2011 ....................................................... $ 15,737* $ 12,261*
 5.10% debentures due 2013: ($650 principal) 
  Swapped $450 in 2011 to variable  
  interest rate of 1.1% – 2011 .................................    679*
 2.75% senior note due 2022: ($500 principal)
  Swapped $500 in 2012 to variable 
  interest rate of 1.1% – 2012 .................................  518*  
 Other notes ..............................................................  753  853

  Total ....................................................................  17,008  13,793

Long-term borrowings** .......................................... $ 22,453 $ 16,960

* Includes unamortized fair value adjustments related to interest rate swaps.
** All interest rates are as of year end.

The approximate principal amounts of the equipment 
operations’ long-term borrowings maturing in each of the  
next five years in millions of dollars are as follows: 2013 – $195,  
2014 – $778, 2015 – $240, 2016 – $23 and 2017 – $25.  
The approximate principal amounts of the financial services’ 
long-term borrowings maturing in each of the next five years in 
millions of dollars are as follows: 2013 – $4,774, 2014 – $4,283, 
2015 – $3,480, 2016 – $1,843 and 2017 – $2,651.

21. LEASES

At October 31, 2012, future minimum lease payments under 
capital leases amounted to $57 million as follows: 2013 – $28,  
2014 – $17, 2015 – $4, 2016 – $2, 2017 – $2 and later years $4. 
Total rental expense for operating leases was $215 million in 
2012, $175 million in 2011 and $189 million in 2010.  
At October 31, 2012, future minimum lease payments under 
operating leases amounted to $462 million as follows:  
2013 – $148, 2014 – $108, 2015 – $74, 2016 – $45, 2017 – $30 
and later years $57.

22. COMMITMENTS AND CONTINGENCIES

The company generally determines its warranty liability by 
applying historical claims rate experience to the estimated amount 
of equipment that has been sold and is still under warranty based 
on dealer inventories and retail sales. The historical claims rate 
is primarily determined by a review of five-year claims costs and 
current quality developments.

The premiums for the company’s extended warranties  
are primarily recognized in income in proportion to the costs 
expected to be incurred over the contract period. The unamor-
tized extended warranty premiums (deferred revenue) included 
in the following table totaled $292 million and $230 million at 
October 31, 2012 and 2011, respectively.

19. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expenses at October 31 consisted 
of the following in millions of dollars:

 2012 2011

Equipment Operations
Accounts payable:
 Trade payables ......................................................... $ 2,287 $ 2,163
 Dividends payable ....................................................  179  168
 Other .......................................................................  147  99
Accrued expenses:
 Employee benefits ....................................................  1,337  1,188
 Product warranties ...................................................  733  662
 Dealer sales discounts ..............................................  1,413  1,092
 Other .......................................................................  1,583  1,497

  Total ....................................................................  7,679  6,869

Financial Services 
Accounts payable:
 Deposits withheld from dealers and merchants ..........  194  188
 Other .......................................................................  505  324
Accrued expenses:
 Unearned revenue ....................................................  452  345
 Accrued interest .......................................................  160  191
 Employee benefits ....................................................  69  68
 Insurance claims reserve* .........................................  449  186
 Other .......................................................................  301  246

  Total ....................................................................  2,130  1,548

Eliminations** ...............................................................  820  612

Accounts payable and accrued expenses ............... $ 8,989 $ 7,805

* See Note 9.
** Primarily trade receivable valuation accounts which are reclassified as accrued 

expenses by the equipment operations as a result of their trade receivables being 
sold to financial services.

20. LONG-TERM BORROWINGS

Long-term borrowings at October 31 consisted of the following 
in millions of dollars:

 2012 2011

Equipment Operations
Notes and debentures:
 6.95% notes due 2014: ($700 principal) .................. $ 718* $ 736*
 4.375% notes due 2019 ...........................................  750  750
 8-1/2% debentures due 2022 ..................................  105  105
 2.60% notes due 2022 ............................................  1,000  
 6.55% debentures due 2028 ....................................  200  200
 5.375% notes due 2029 ..........................................  500  500
 8.10% debentures due 2030 ....................................  250  250
 7.125% notes due 2031 ...........................................  300  300
 3.90% notes due 2042 ............................................  1,250  
 Other notes ..............................................................  372  326

  Total .................................................................... $ 5,445 $ 3,167

(continued)
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A reconciliation of the changes in the warranty liability 
and unearned premiums in millions of dollars follows:
 Warranty Liability/ 
 Unearned Premiums  _______________
 2012 2011

Beginning of year balance ........................................ $ 892 $ 762
Payments .....................................................................  (580)  (517)
Amortization of premiums received ................................  (100)  (93)
Accruals for warranties .................................................  666  665
Premiums received .......................................................  164  120
Foreign exchange .........................................................  (17)  (45)

End of year balance .................................................. $ 1,025  $ 892 

At October 31, 2012, the company had approximately  
$290 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing of 
John Deere equipment. The company may recover a portion of 
any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables.  
At October 31, 2012, the company had accrued losses of 
approximately $8 million under these agreements. The maximum 
remaining term of the receivables guaranteed at October 31, 2012 
was approximately five years.

At October 31, 2012, the company had commitments of 
approximately $418 million for the construction and acquisition 
of property and equipment. At October 31, 2012, the company 
also had pledged or restricted assets of $129 million, primarily as 
collateral for borrowings. In addition, see Note 13 for restricted 
assets associated with borrowings related to securitizations.

The company also had other miscellaneous contingencies 
totaling approximately $50 million at October 31, 2012, for 
which it believes the probability for payment is substantially 
remote. The accrued liability for these contingencies was not 
material at October 31, 2012.

The company is subject to various unresolved legal actions 
which arise in the normal course of its business, the most 
prevalent of which relate to product liability (including asbestos 
related liability), retail credit, software licensing, patent, 
trademark and environmental matters. The company believes 
the reasonably possible range of losses for these unresolved legal 
actions in addition to the amounts accrued would not have a 
material effect on its financial statements.

23. CAPITAL STOCK

Changes in the common stock account in millions were  
as follows:

 Number of
 Shares Issued Amount

Balance at October 31, 2009 ..............................  536.4 $ 2,996
Stock options and other ......................................     110

Balance at October 31, 2010 ..............................  536.4  3,106
Stock options and other ......................................     146

Balance at October 31, 2011 ..............................  536.4  3,252
Stock options and other ......................................     100

Balance at October 31, 2012 ...........................  536.4  $ 3,352

The number of common shares the company is authorized 
to issue is 1,200 million. The number of authorized preferred 
shares, none of which has been issued, is nine million.

The Board of Directors at its meeting in May 2008 
authorized the repurchase of up to $5,000 million of additional 
common stock (58.5 million shares based on the October 31, 
2012 closing common stock price of $85.44 per share).  
At October 31, 2012, this repurchase program had $2,489 
million (29.1 million shares at the same price) remaining to  
be repurchased. Repurchases of the company’s common stock 
under this plan will be made from time to time, at the company’s 
discretion, in the open market.

A reconciliation of basic and diluted net income per share 
attributable to Deere & Company follows in millions, except 
per share amounts:

 2012 2011 2010

Net income attributable to  
 Deere & Company ............................... $ 3,064.7 $ 2,799.9 $ 1,865.0
Less income allocable to participating 
 securities ............................................  .8  1.0  .7

Income allocable to common stock ........... $ 3,063.9 $ 2,798.9 $ 1,864.3

Average shares outstanding .....................  397.1  417.4  424.0

Basic per share .................................... $ 7.72 $ 6.71 $ 4.40

Average shares outstanding .....................  397.1  417.4  424.0
Effect of dilutive stock options ..................  4.4  5.0  4.6

 Total potential shares outstanding ........  401.5  422.4  428.6

Diluted per share .................................. $ 7.63 $ 6.63 $ 4.35

All stock options outstanding were included in the 
computation during 2012, 2011 and 2010, except 1.8 million 
options in 2012, none in 2011 and 1.9 million options in 2010 
that had an antidilutive effect under the treasury stock method.

24. STOCK OPTION AND RESTRICTED STOCK AWARDS

The company issues stock options and restricted stock awards  
to key employees under plans approved by stockholders. 
Restricted stock is also issued to nonemployee directors for 
their services as directors under a plan approved by stockholders. 
Options are awarded with the exercise price equal to the market 
price and become exercisable in one to three years after grant. 
Options expire ten years after the date of grant. Restricted stock 
awards generally vest after three years. The compensation cost 
for stock options, service based restricted stock units and 
market/service based restricted stock units, which is based on 
the fair value at the grant date, is recognized on a straight-line 
basis over the requisite period the employee is required to 
render service. The compensation cost for performance/service 
based units, which is based on the fair value at the grant date,  
is recognized over the employees’ requisite service period and 
periodically adjusted for the probable number of shares to be 
awarded. According to these plans at October 31, 2012, the 
company is authorized to grant an additional 13.7 million shares 
related to stock options or restricted stock.
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The fair value of each option award was estimated on the 
date of grant using a binomial lattice option valuation model. 
Expected volatilities are based on implied volatilities from 
traded call options on the company’s stock. The expected 
volatilities are constructed from the following three components: 
the starting implied volatility of short-term call options traded 
within a few days of the valuation date; the predicted implied 
volatility of long-term call options; and the trend in implied 
volatilities over the span of the call options’ time to maturity. 
The company uses historical data to estimate option exercise 
behavior and employee termination within the valuation model. 
The expected term of options granted is derived from the 
output of the option valuation model and represents the period 
of time that options granted are expected to be outstanding. 
The risk-free rates utilized for periods throughout the contrac-
tual life of the options are based on U.S. Treasury security 
yields at the time of grant.

The assumptions used for the binomial lattice model to 
determine the fair value of options follow:

 2012 2011 2010

Risk-free interest rate ....... .01% - 2.0% .08% - 3.3% .01% - 3.6%
Expected dividends ........... 1.9% 1.9% 2.9%
Expected volatility ............. 34.1% - 41.9% 34.4% - 34.6% 35.3% - 47.2%
Weighted-average  
 volatility ....................... 33.6% 34.4% 35.6%
Expected term (in years) ... 6.8 - 7.8 6.8 - 7.8 6.6 - 7.7

Stock option activity at October 31, 2012 and changes 
during 2012 in millions of dollars and shares follow:

   Remaining
   Contractual Aggregate
  Exercise Term Intrinsic
 Shares Price* (Years) Value

Outstanding at beginning 
 of year .................................   16.9 $ 51.70 
Granted .....................................   2.5  74.24   
Exercised ..................................   (1.8)  33.33   
Expired or forfeited ....................   (.2)  74.51   

Outstanding at end of year ......   17.4   56.78  5.96 $ 500.2

Exercisable at end of year ......   12.8  51.58  5.08  432.5

* Weighted-averages

The weighted-average grant-date fair values of options 
granted during 2012, 2011 and 2010 were $22.51, $25.61 and 
$15.71, respectively. The total intrinsic values of options 
exercised during 2012, 2011 and 2010 were $88 million,  
$231 million and $139 million, respectively. During 2012,  
2011 and 2010, cash received from stock option exercises was  
$61 million, $170 million and $129 million with tax benefits  
of $33 million, $85 million and $51 million, respectively.

The company granted 266 thousand and 222 thousand 
restricted stock units to employees and nonemployee directors 
in 2012 and 2011, of which 122 thousand and 92 thousand are 
subject to service based only conditions, 72 thousand and 65 
thousand are subject to performance/service based conditions 

 

and 72 thousand and 65 thousand are subject to market/service 
based conditions, respectively. The service based only units 
award one share of common stock for each unit at the end of 
the vesting period and include dividend equivalent payments. 
The performance/service based units are subject to a perfor-
mance metric based on the company’s compound annual 
revenue growth rate, compared to a benchmark group of 
companies over the vesting period. The market/service based 
units are subject to a market related metric based on total 
shareholder return, compared to the same benchmark group of 
companies over the vesting period. The performance/service 
based units and the market/service based units both award 
common stock in a range of zero to 200 percent for each unit 
granted based on the level of the metric achieved and do not 
include dividend equivalent payments over the vesting period. 
The weighted-average fair values of the service based only units 
at the grant dates during 2012 and 2011 were $75.27 and 
$81.90 per unit, respectively, based on the market price of a 
share of underlying common stock. The fair value of the 
performance/service based units at the grant date during 2012 
and 2011 were $70.14 and $76.17 per unit, respectively, based 
on the market price of a share of underlying common stock 
excluding dividends. The fair value of the market/service based 
units at the grant date during 2012 and 2011 were $92.85 and 
$107.31 per unit, respectively, based on a lattice valuation 
model excluding dividends.

The company’s nonvested restricted shares at October 31, 
2012 and changes during 2012 in millions of shares follow:

  Grant-Date
 Shares Fair Value*

Service based only
Nonvested at beginning of year .............................   .6 $ 49.91
Granted ................................................................   .1  75.27
Vested .................................................................   (.3)  41.59

Nonvested at end of year ......................................   .4   66.55

Performance/service and  
 market/service based
Nonvested at beginning of year .............................   .1 $ 91.74
Granted ................................................................   .2  81.50

Nonvested at end of year ......................................   .3   86.39

* Weighted-averages

During 2012, 2011 and 2010, the total share-based 
compensation expense was $75 million, $69 million and  
$71 million, respectively, with recognized income tax benefits 
of $28 million, $26 million and $26 million, respectively.  
At October 31, 2012, there was $36 million of total unrecog-
nized compensation cost from share-based compensation 
arrangements granted under the plans, which is related to 
nonvested shares. This compensation is expected to be recog-
nized over a weighted-average period of approximately two 
years. The total grant-date fair values of stock options and 
restricted shares vested during 2012, 2011 and 2010 were  
$76 million, $72 million and $71 million, respectively.
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The company currently uses shares that have been 
repurchased through its stock repurchase programs to satisfy 
share option exercises. At October 31, 2012, the company  
had 149 million shares in treasury stock and 29 million shares 
remaining to be repurchased under its current publicly  
announced repurchase program (see Note 23).

25. OTHER COMPREHENSIVE INCOME ITEMS

Other comprehensive income items are transactions recorded in 
stockholders’ equity during the year, excluding net income and 
transactions with stockholders. Following are the items included 
in other comprehensive income (loss) for Deere & Company 
and the related tax effects in millions of dollars:
 Before Tax After
 Tax  (Expense) Tax
 Amount Credit Amount

2010
Retirement benefits adjustment:
 Net actuarial losses and  
  prior service cost .............................. $ (213) $ 77 $ (136)
 Reclassification of actuarial losses 
  and prior service cost 
  to net income ....................................  474   (180)  294 

 Net unrealized gain ................................  261   (103)  158 

Cumulative translation adjustment ..............  49   (13)  36 

Unrealized gain on derivatives:
 Hedging loss .........................................  (56)  19  (37)
 Reclassification of realized loss
  to net income ....................................  79   (27)  52 

 Net unrealized gain ................................  23   (8)  15 

Unrealized holding gain and net  
 unrealized gain on investments ..............  8   (3)  5 

Total other comprehensive income (loss) .... $ 341  $ (127) $ 214 

2011
Retirement benefits adjustment:
 Net actuarial losses and  
  prior service cost .............................. $ (989) $ 368 $ (621)
 Reclassification of actuarial losses 
  and prior service cost 
  to net income ....................................  450   (167)  283 

 Net unrealized loss ................................  (539)  201   (338)

Cumulative translation adjustment ..............  14   4   18 

Unrealized gain on derivatives:
 Hedging gain .........................................  31  (11)  20
 Reclassification of realized loss
  to net income ....................................  1     1 

 Net unrealized gain ................................  32   (11)  21 

Unrealized holding gain and net  
 unrealized gain on investments ..............  2   (1)  1 

Total other comprehensive income (loss) .... $ (491) $ 193  $ (298)

(continued)

 Before Tax After
 Tax  (Expense) Tax
 Amount Credit Amount

2012
Retirement benefits adjustment:
 Net actuarial losses and  
  prior service cost .............................. $ (1,341) $ 477 $ (864)
 Reclassification of actuarial losses 
  and prior service cost 
  to net income ....................................  380   (140)  240 

 Net unrealized loss ................................  (961)  337   (624)

Cumulative translation adjustment ..............   (272)  2   (270)

Unrealized loss on derivatives:
 Hedging loss .........................................  (61)  21  (40)
 Reclassification of realized loss
  to net income ....................................  54   (19)  35 

 Net unrealized loss ................................  (7)  2  (5)

Unrealized holding gain and net  
 unrealized gain on investments ..............  7   (2)  5 

Total other comprehensive income (loss) .... $ (1,233) $ 339  $ (894)

26. FAIR VALUE MEASUREMENTS

The fair values of financial instruments that do not approximate 
the carrying values at October 31 in millions of dollars follow:
 2012 2011   ______________   ______________
 Carrying Fair Carrying Fair
 Value Value* Value Value

Financing receivables – net ..............  $ 22,159 $ 22,244 $ 19,924 $ 19,919

Financing receivables  
 securitized – net ..........................  $ 3,618 $ 3,615 $ 2,905 $ 2,907

Short-term securitization  
 borrowings ..................................  $ 3,575 $ 3,584 $ 2,777 $ 2,789

Long-term borrowings due
 within one year:
  Equipment operations ..............  $ 195 $ 194 $ 244 $ 233
  Financial services ....................   4,790  4,871  5,249  5,331

  Total .......................................  $ 4,985 $ 5,065 $ 5,493 $ 5,564

Long-term borrowings:
 Equipment operations ..................  $ 5,445 $ 6,237 $ 3,167 $ 3,771
 Financial services ........................   17,008  17,438  13,793  14,154

  Total .......................................  $ 22,453 $ 23,675 $ 16,960 $ 17,925

* Fair value measurements above were Level 3 for all financing receivables and  
Level 2 for all borrowings.

Fair values of the financing receivables that were issued 
long-term were based on the discounted values of their related 
cash flows at interest rates currently being offered by the 
company for similar financing receivables. The fair values of the 
remaining financing receivables approximated the carrying 
amounts. 

Fair values of long-term borrowings and short-term 
securitization borrowings were based on current market quotes 
for identical or similar borrowings and credit risk, or on the 
discounted values of their related cash flows at current market 

48

Deere 2012new.indd   48 12/13/12   12:21 PM



 

interest rates. Certain long-term borrowings have been swapped 
to current variable interest rates. The carrying values of these 
long-term borrowings included adjustments related to fair value 
hedges.

Assets and liabilities measured at October 31 at fair value 
on a recurring basis in millions of dollars follow:

 2012* 2011*   
Marketable securities
  U.S. government debt securities .............................  $ 1,200 $ 576
  Municipal debt securities ........................................   38  36
  Corporate debt securities ........................................   110  89
  Mortgage-backed securities** ................................   122  86

 Total marketable securities .........................................   1,470  787
Other assets
 Derivatives:
  Interest rate contracts ............................................   609  471
  Foreign exchange contracts ....................................   17  12
  Cross-currency interest rate contracts .....................   11  2

Total assets*** ...............................................................  $ 2,107 $ 1,272

Accounts payable and accrued expenses
 Derivatives:
  Interest rate contracts ............................................  $ 72 $ 61
  Foreign exchange contracts ....................................   18  100
  Cross-currency interest rate contracts .....................   59  7

Total liabilities .................................................................  $ 149 $ 168

* All measurements above were Level 2 measurements except for Level 1 measure-
ments of U.S. government debt securities of $1,139 million and $540 million at 
October 31, 2012 and 2011, respectively.

** Primarily issued by U.S. government sponsored enterprises.
*** Excluded from this table are cash equivalents, which are carried at cost that 

approximates fair value. The cash equivalents consist primarily of money market 
funds.

Fair value, nonrecurring, Level 3 measurements at 
October 31 in millions of dollars follow:

 Fair Value* Losses   _____________  ____________________
 2012 2011 2012 2011 2010

Financing receivables**....    $ 5 $ 1   $ 5

Goodwill ..........................      $ 33   $ 27

Property and equipment 
 held for sale*** ............          $ 35

* Does not include cost to sell.
** Primarily wholesale notes and operating loans.
*** See Note 4.

Level 1 measurements consist of quoted prices in active 
markets for identical assets or liabilities. Level 2 measurements 
include significant other observable inputs such as quoted prices 
for similar assets or liabilities in active markets; identical assets or 
liabilities in inactive markets; observable inputs such as interest 
rates and yield curves; and other market-corroborated inputs. 
Level 3 measurements include significant unobservable inputs.

Fair value is defined as the price that would be received  
to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. 
In determining fair value, the company uses various methods 
including market and income approaches. The company utilizes 
valuation models and techniques that maximize the use of 
observable inputs. The models are industry-standard models that 
consider various assumptions including time values and yield 
curves as well as other economic measures. These valuation 
techniques are consistently applied.

The following is a description of the valuation  
methodologies the company uses to measure certain financial  
instruments on the balance sheet and nonmonetary assets at  
fair value:

Marketable Securities – The portfolio of investments is 
primarily valued on a market approach (matrix pricing model) 
in which all significant inputs are observable or can be derived 
from or corroborated by observable market data such as interest 
rates, yield curves, volatilities, credit risk and prepayment speeds.

Derivatives – The company’s derivative financial  
instruments consist of interest rate swaps and caps, foreign 
currency forwards and swaps and cross-currency interest rate 
swaps. The portfolio is valued based on an income approach 
(discounted cash flow) using market observable inputs,  
including swap curves and both forward and spot exchange 
rates for currencies.

Financing Receivables – Specific reserve impairments are 
based on the fair value of the collateral, which is measured using 
a market approach (appraisal values or realizable values). Inputs 
include a selection of realizable values.

Goodwill – The impairment of goodwill is based on the 
implied fair value measured as the difference between the fair 
value of the reporting unit and the fair value of the unit’s 
identifiable net assets. An estimate of the fair value of the 
reporting unit is determined by an income approach (dis-
counted cash flows), which includes inputs such as interest rates.

Property and Equipment Held for Sale – The impairment 
of long-lived assets held for sale is measured at the lower of  
the carrying amount, or fair value less cost to sell. Fair value is 
based on the probable sale price. The inputs include estimates 
of final sale price adjustments.

27. DERIVATIVE INSTRUMENTS

Certain of the company’s derivative agreements contain credit 
support provisions that require the company to post collateral 
based on reductions in credit ratings. The aggregate fair value of 
all derivatives with credit-risk-related contingent features that 
were in a liability position at October 31, 2012 and 2011 was  
$32 million and $23 million, respectively. The company, due to 
its credit rating and amounts of net liability position, has not 
posted any collateral. If the credit-risk-related contingent 
features were triggered, the company would be required to post 
full collateral for any liability position, prior to considering 
applicable netting provisions.
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Derivative instruments are subject to significant concen-
trations of credit risk to the banking sector. The company 
manages individual counterparty exposure by setting limits that 
consider the credit rating of the counterparty and the size of 
other financial commitments and exposures between the 
company and the counterparty banks. All interest rate derivatives 
are transacted under International Swaps and Derivatives 
Association (ISDA) documentation. Some of these agreements 
include credit support provisions. Each master agreement 
permits the net settlement of amounts owed in the event of 
default. The maximum amount of loss that the company would 
incur if counterparties to derivative instruments fail to meet 
their obligations, not considering collateral received or netting 
arrangements, was $637 million and $485 million as of October 
31, 2012 and 2011, respectively. The amount of collateral 
received at October 31, 2012 and 2011 to offset this potential 
maximum loss was $102 million and $25 million, respectively. 
The netting provisions of the agreements would reduce the 
maximum amount of loss the company would incur if the 
counterparties to derivative instruments fail to meet their 
obligations by an additional $92 million and $59 million as of 
October 31, 2012 and 2011, respectively. None of the concen-
trations of risk with any individual counterparty was considered 
significant at October 31, 2012 and 2011.
Cash Flow Hedges
Certain interest rate and cross-currency interest rate contracts 
(swaps) were designated as hedges of future cash flows from 
borrowings. The total notional amounts of the receive-variable/
pay-fixed interest rate contracts at October 31, 2012 and 2011 
were $2,850 million and $1,350 million, respectively. The total 
notional amounts of the cross-currency interest rate contracts 
were $923 million and $853 million at October 31, 2012 and 
2011, respectively. The effective portions of the fair value gains 
or losses on these cash flow hedges were recorded in other 
comprehensive income (OCI) and subsequently reclassified into 
interest expense or other operating expenses (foreign exchange) 
in the same periods during which the hedged transactions 
affected earnings. These amounts offset the effects of interest 
rate or foreign currency exchange rate changes on the related 
borrowings. Any ineffective portions of the gains or losses on all 
cash flow interest rate contracts designated as cash flow hedges 
were recognized currently in interest expense or other operat-
ing expenses (foreign exchange) and were not material during 
any years presented. The cash flows from these contracts were 
recorded in operating activities in the statement of consolidated 
cash flows.

The amount of loss recorded in OCI at October 31, 2012 
that is expected to be reclassified to interest expense or other 
operating expenses in the next twelve months if interest rates or 
exchange rates remain unchanged is approximately $10 million 
after-tax. These contracts mature in up to 71 months. There were 
no gains or losses reclassified from OCI to earnings based on 
the probability that the original forecasted transaction would 
not occur.

Fair Value Hedges
Certain interest rate contracts (swaps) were designated as fair 
value hedges of borrowings. The total notional amounts of the 
receive-fixed/pay-variable interest rate contracts at October 31, 
2012 and 2011 were $9,266 million and $7,730 million, 
respectively. The effective portions of the fair value gains or 
losses on these contracts were offset by fair value gains or losses 
on the hedged items (fixed-rate borrowings). Any ineffective 
portions of the gains or losses were recognized currently in 
interest expense. The ineffective portions were a loss of  
$2 million in 2012 and a loss of $5 million in 2011. The cash 
flows from these contracts were recorded in operating activities 
in the statement of consolidated cash flows.

The gains (losses) on these contracts and the underlying 
borrowings recorded in interest expense follow in millions of 
dollars:

 2012 2011

Interest rate contracts* ...........................................  $ 180 $ 16
Borrowings** ..........................................................   (182)  (21)
* Includes changes in fair values of interest rate contracts excluding net accrued  

interest income of $155 million and $172 million during 2012 and 2011, respectively.
** Includes adjustments for fair values of hedged borrowings excluding accrued interest 

expense of $282 million and $277 million during 2012 and 2011, respectively.

Derivatives Not Designated as Hedging Instruments
The company has certain interest rate contracts (swaps and 
caps), foreign exchange contracts (forwards and swaps) and 
cross-currency interest rate contracts (swaps), which were not 
formally designated as hedges. These derivatives were held as 
economic hedges for underlying interest rate or foreign 
currency exposures primarily for certain borrowings and 
purchases or sales of inventory. The total notional amounts of 
the interest rate swaps at October 31, 2012 and 2011 were  
$4,400 million and $3,216 million, the foreign exchange 
contracts were $3,999 million and $3,058 million and the 
cross-currency interest rate contracts were $78 million and  
$52 million, respectively. At October 31, 2012 and 2011, there 
were also $1,445 million and $1,402 million, respectively, of 
interest rate caps purchased and the same amounts sold at the 
same capped interest rate to facilitate borrowings through 
securitization of retail notes. The fair value gains or losses from 
the interest rate contracts were recognized currently in interest 
expense and the gains or losses from foreign exchange contracts 
in cost of sales or other operating expenses, generally offsetting 
over time the expenses on the exposures being hedged.  
The cash flows from these non-designated contracts were 
recorded in operating activities in the statement of consolidated 
cash flows.
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Fair values of derivative instruments in the consolidated 
balance sheet at October 31 in millions of dollars follow:
  2012 2011

Other Assets
Designated as hedging instruments:
Interest rate contracts .............................................  $ 536 $ 404
Cross-currency interest rate contracts .....................   10  

 Total designated .................................................   546  404

Not designated as hedging instruments:
Interest rate contracts .............................................   73  67
Foreign exchange contracts ....................................   17  12
Cross-currency interest rate contracts .....................   1  2

 Total not designated ...........................................   91  81

Total derivatives ......................................................  $ 637 $ 485

Accounts Payable and Accrued Expenses
Designated as hedging instruments:
Interest rate contracts .............................................  $ 12 $ 13
Cross-currency interest rate contracts .....................   58  7

 Total designated .................................................   70  20
Not designated as hedging instruments:
Interest rate contracts .............................................   60  48
Foreign exchange contracts ....................................   18  100
Cross-currency interest rate contracts .....................   1  

 Total not designated ...........................................   79  148

Total derivatives ......................................................  $ 149 $ 168

The classification and gains (losses) including accrued 
interest expense related to derivative instruments on the 
statement of consolidated income consisted of the following in 
millions of dollars:
 2012 2011 2010

Fair Value Hedges
Interest rate contracts – Interest expense ..... $ 335 $ 188 $ 372

Cash Flow Hedges
Recognized in OCI
(Effective Portion):
Interest rate contracts – OCI (pretax)* ..........  (28)  (5)  (14)
Foreign exchange contracts –  
 OCI (pretax)* ...........................................  (33)  36  (42)

Reclassified from OCI
(Effective Portion):
Interest rate contracts – Interest expense* ....  (16)  (20)  (68)
Foreign exchange contracts –  
 Other expense* .......................................  (38)  19  (11)

Recognized Directly in Income
(Ineffective Portion) .....................................  **  **  **

Not Designated as Hedges
Interest rate contracts – Interest expense* ....  $ (13) $ (1) $ 25
Foreign exchange contracts –  
 Cost of sales ...........................................  (12)  (51)  (19)
Foreign exchange contracts –  
 Other expense* .......................................  7  (127)  (92)

 Total not designated ................................ $ (18) $ (179) $ (86)

* Includes interest and foreign exchange gains (losses) from cross-currency interest 
rate contracts.

** The amounts are not significant.

28. SEGMENT AND GEOGRAPHIC AREA DATA FOR THE YEARS 
ENDED OCTOBER 31, 2012, 2011 AND 2010

The company’s operations are presently organized and reported 
in three major business segments described as follows:

The agriculture and turf segment primarily manufactures 
and distributes a full line of agriculture and turf equipment and 
related service parts – including large, medium and utility 
tractors; loaders; combines, corn pickers, cotton and sugarcane 
harvesters and related front-end equipment and sugarcane 
loaders; tillage, seeding and application equipment, including 
sprayers, nutrient management and soil preparation machinery; 
hay and forage equipment, including self-propelled forage 
harvesters and attachments, balers and mowers; turf and utility 
equipment, including riding lawn equipment and walk-behind 
mowers, golf course equipment, utility vehicles, and commer-
cial mowing equipment, along with a broad line of associated 
implements; integrated agricultural management systems 
technology; precision agricultural irrigation equipment and 
supplies; landscape and nursery products; and other outdoor 
power products.

The construction and forestry segment primarily manufac-
tures and distributes a broad range of machines and service parts 
used in construction, earthmoving, material handling and 
timber harvesting – including backhoe loaders; crawler dozers 
and loaders; four-wheel-drive loaders; excavators; motor 
graders; articulated dump trucks; landscape loaders; skid-steer 
loaders; and log skidders, feller bunchers, log loaders, log 
forwarders, log harvesters and related attachments.

The products and services produced by the segments 
above are marketed primarily through independent retail dealer 
networks and major retail outlets.

The financial services segment primarily finances sales  
and leases by John Deere dealers of new and used agriculture 
and turf equipment and construction and forestry equipment.  
In addition, the financial services segment provides wholesale 
financing to dealers of the foregoing equipment, finances retail 
revolving charge accounts and operating loans and offers crop 
risk mitigation products and extended equipment warranties.

Because of integrated manufacturing operations and 
common administrative and marketing support, a substantial 
number of allocations must be made to determine operating 
segment and geographic area data. Intersegment sales and 
revenues represent sales of components and finance charges, 
which are generally based on market prices.
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Information relating to operations by operating segment 
in millions of dollars follows. In addition to the following 
unaffiliated sales and revenues by segment, intersegment sales 
and revenues in 2012, 2011 and 2010 were as follows:  
agriculture and turf net sales of $84 million, $98 million and 
$59 million, construction and forestry net sales of $1 million,  
$3 million and $7 million, and financial services revenues of  
$219 million, $210 million and $224 million, respectively.

OPERATING SEGMENTS 2012 2011 2010

Net sales and revenues 
Unaffiliated customers:
 Agriculture and turf net sales .................  $ 27,123 $ 24,094 $ 19,868
 Construction and forestry
  net sales ...........................................   6,378  5,372  3,705 

  Total net sales ...................................   33,501  29,466  23,573
Financial services revenues ........................   2,235  2,163  2,074
Other revenues* ........................................   421  384  358 

Total  ........................................................  $ 36,157 $ 32,013 $ 26,005 

* Other revenues are primarily the equipment operations’ revenues for finance 
and interest income, and other income as disclosed in Note 31, net of certain 
intercompany eliminations.

Operating profit
Agriculture and turf ....................................  $ 3,921 $ 3,447 $ 2,790
Construction and forestry ...........................   476  392  119
Financial services* .....................................   712   725   499 

 Total operating profit..............................   5,109   4,564   3,408 

Interest income ..........................................   43  47  42
Investment income ....................................   2    
Interest expense ........................................   (231)  (191)  (184)
Foreign exchange losses from equipment  
 operations’ financing activities ...............   (11)  (11)  (30)
Corporate expenses – net ..........................   (181)  (177)  (200)
Income taxes .............................................   (1,659)  (1,424)  (1,162)

 Total .....................................................   (2,037)   (1,756)  (1,534)

Net income ................................................   3,072  2,808  1,874
Less: Net income attributable to
 noncontrolling interests ..........................   7   8   9

Net income attributable to 
 Deere & Company .................................  $ 3,065  $ 2,800  $ 1,865 

* Operating profit of the financial services business segment includes the effect of its 
interest expense and foreign exchange gains or losses.

(continued)

OPERATING SEGMENTS 2012 2011 2010

Interest income*
Agriculture and turf ....................................  $ 29 $ 23 $ 20
Construction and forestry ...........................   2  3  3
Financial services ......................................   1,610  1,581  1,528
Corporate ..................................................   43  47  42
Intercompany ............................................   (248)  (231)  (229)

 Total .....................................................  $ 1,436 $ 1,423  $ 1,364 

* Does not include finance rental income for equipment on operating leases.

Interest expense 
Agriculture and turf ....................................  $ 168 $ 152 $ 165
Construction and forestry ...........................   36  26  21
Financial services ......................................   596  621  670
Corporate ..................................................   231  191  184
Intercompany ............................................   (248)  (231)  (229)

 Total .....................................................  $ 783 $ 759  $ 811 

Depreciation* and amortization 
 expense
Agriculture and turf ....................................  $ 550 $ 505 $ 470
Construction and forestry ...........................   93  82  79
Financial services ......................................   361  328  366 

 Total .....................................................  $ 1,004 $ 915 $ 915 

* Includes depreciation for equipment on operating leases.

Equity in income (loss) of 
 unconsolidated affiliates 
Agriculture and turf ....................................  $ (2) $ 5 $ 13
Construction and forestry ...........................   (2)  3  (3)
Financial services ......................................   1  1  1 

 Total .....................................................  $ (3) $ 9 $ 11 

Identifiable operating assets 
Agriculture and turf ....................................  $ 10,429 $ 9,178 $ 7,593
Construction and forestry ...........................   3,365  2,915  2,353
Financial services ......................................   34,495  29,795  27,507
Corporate* ................................................   7,977  6,319  5,814 

 Total .....................................................  $ 56,266 $ 48,207 $ 43,267 

* Corporate assets are primarily the equipment operations’ retirement benefits, 
deferred income tax assets, marketable securities and cash and cash equivalents  
as disclosed in Note 31, net of certain intercompany eliminations.

Capital additions
Agriculture and turf ....................................  $ 1,145 $ 909 $ 729
Construction and forestry ...........................   228  148  73
Financial services ......................................   3  2   

 Total .....................................................  $ 1,376 $ 1,059 $ 802 

Investments in unconsolidated affiliates
Agriculture and turf ....................................  $ 32 $ 35 $ 66
Construction and forestry ...........................   174  159  172
Financial services ......................................   9  8  7 

 Total .....................................................  $ 215 $ 202 $ 245 
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The company views and has historically disclosed its 
operations as consisting of two geographic areas, the U.S. and 
Canada, and outside the U.S. and Canada, shown below in 
millions of dollars. No individual foreign country’s net sales  
and revenues were material for disclosure purposes.

GEOGRAPHIC AREAS 2012 2011 2010

Net sales and revenues 
Unaffiliated customers:
 U.S. and Canada:
  Equipment operations  
   net sales (87%)* ...........................  $ 20,807 $ 17,357 $ 14,794
  Financial services revenues (79%)* ...   1,930  1,857  1,817

   Total .............................................   22,737  19,214  16,611

 Outside U.S. and Canada:
  Equipment operations net sales .........   12,694  12,109  8,779
  Financial services revenues ...............   305  306  257

   Total .............................................   12,999  12,415  9,036

Other revenues ..........................................   421  384  358

Total .........................................................  $ 36,157 $ 32,013 $ 26,005

* The percentages indicate the approximate proportion of each amount that relates to 
the U.S. only and are based upon a three-year average for 2012, 2011 and 2010.

Operating profit
 U.S. and Canada:
  Equipment operations ........................  $ 3,836 $ 2,898 $ 2,302
  Financial services ..............................   566  593  400

   Total .............................................   4,402  3,491  2,702

 Outside U.S. and Canada:
  Equipment operations ........................   561  941  607
  Financial services ..............................   146  132  99

   Total .............................................   707  1,073  706

Total .........................................................  $ 5,109 $ 4,564 $ 3,408

Property and equipment
U.S. ..........................................................  $ 2,742 $ 2,329 $ 2,035
Germany ...................................................   568  572  489
Other countries..........................................   1,702  1,451  1,267

  Total .................................................  $ 5,012 $ 4,352 $ 3,791

29. SUPPLEMENTAL INFORMATION (UNAUDITED)

Common stock per share sales prices from New York Stock 
Exchange composite transactions quotations follow: 
 First Second Third Fourth
 Quarter Quarter Quarter Quarter

2012 Market price
High ........................................... $ 87.99 $ 89.05 $ 83.43 $ 86.86
Low ........................................... $ 71.92 $ 76.51 $ 70.59 $ 73.81
2011 Market price
High ........................................... $ 90.99 $ 99.24 $ 97.39 $ 80.82
Low ........................................... $ 74.70 $ 86.91 $ 78.51 $ 61.72

At October 31, 2012, there were 25,669 holders of record 
of the company’s $1 par value common stock.

Quarterly information with respect to net sales and 
revenues and earnings is shown in the following schedule.  
The company’s fiscal year ends in October and its interim periods 
(quarters) end in January, April and July. Such information is 
shown in millions of dollars except for per share amounts.

 First Second Third Fourth
 Quarter Quarter Quarter Quarter

2012*
Net sales and revenues ....................  $ 6,766 $ 10,009 $ 9,590 $ 9,792
Net sales .........................................   6,119  9,405  8,930  9,047
Gross profit .....................................   1,543  2,570  2,174  2,206
Income before income taxes .............   800  1,597  1,215  1,122
Net income attributable 
 to Deere & Company ....................   533  1,056  788  688
Per share data:
 Basic ..........................................   1.32  2.64  2.00  1.76
 Diluted ........................................   1.30  2.61  1.98  1.75
 Dividends declared ......................   .41  .46  .46  .46
 Dividends paid .............................   .41  .41  .46  .46

2011
Net sales and revenues ....................  $ 6,119 $ 8,910 $ 8,372 $ 8,612
Net sales .........................................   5,514  8,327  7,722  7,903
Gross profit .....................................   1,420  2,221  1,929  1,977
Income before income taxes .............   746  1,341  1,079  1,057
Net income attributable 
 to Deere & Company ....................   514  904  712  670
Per share data:
 Basic ..........................................   1.22  2.15  1.71  1.63
 Diluted ........................................   1.20  2.12  1.69  1.62
 Dividends declared ......................   .35  .35  .41  .41
 Dividends paid .............................   .30  .35  .35  .41
Net income per share for each quarter must be computed independently. As a result, 
their sum may not equal the total net income per share for the year.

* See Note 5 for “Special Item.”

30. SUBSEQUENT EVENT

A quarterly dividend of $.46 per share was declared at the  
Board of Directors meeting on December 5, 2012, payable on 
February 1, 2013 to stockholders of record on December 31, 
2012.
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31. SUPPLEMENTAL CONSOLIDATING DATA

INCOME STATEMENT
For the Years Ended October 31, 2012, 2011 and 2010
( In millions of dollars)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2012 2011 2010 2012 2011 2010            
Net Sales and Revenues
Net sales ................................................................................... $ 33,500.9 $ 29,466.1 $ 23,573.2
Finance and interest income ......................................................  74.0  73.3  64.8 $ 2,155.7 $ 2,080.8 $ 1,975.1
Other income ............................................................................  493.2   455.5  386.2  298.8  292.5  322.5 

 Total  ....................................................................................  34,068.1   29,994.9  24,024.2  2,454.5  2,373.3  2,297.6 

Costs and Expenses
Cost of sales .............................................................................  25,009.2  21,920.7  17,400.3
Research and development expenses .........................................  1,433.6  1,226.2  1,052.4
Selling, administrative and general expenses ..............................  2,988.8  2,786.6  2,496.0  439.3  394.4  482.9
Interest expense ........................................................................  231.1  191.4  184.1  596.4  621.0  670.1
Interest compensation to Financial Services ................................  203.6  178.5  186.3
Other operating expenses ..........................................................  178.1   192.5  177.9  708.1  634.2  646.7 

 Total  ....................................................................................  30,044.4   26,495.9  21,497.0  1,743.8  1,649.6  1,799.7 

Income of Consolidated Group before 
 Income Taxes .....................................................................  4,023.7  3,499.0  2,527.2  710.7  723.7  497.9
Provision for income taxes .........................................................  1,407.6   1,169.6  1,035.2  251.8  253.9  126.4 

Income of Consolidated Group..............................................  2,616.1   2,329.4  1,492.0  458.9  469.8  371.5 

Equity in Income (Loss) of Unconsolidated 
 Subsidiaries and Affiliates 
 Financial Services .................................................................  460.3  471.0  372.5  1.4  1.2  .9
 Other  ....................................................................................  (4.8)  7.4  9.9                

  Total .................................................................................  455.5   478.4  382.4  1.4  1.2  .9 

Net Income .............................................................................  3,071.6  2,807.8  1,874.4  460.3  471.0  372.4

 Less: Net income (loss) attributable  
  to noncontrolling interests ......................................................  6.9   7.9  9.4            (.1)

Net Income Attributable to Deere & Company ..................... $ 3,064.7  $ 2,799.9 $ 1,865.0 $ 460.3 $ 471.0 $ 372.5 

* Deere & Company with Financial Services on the equity basis.

 The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in Note 1 
to the consolidated financial statements. The consolidated group data in the “Equipment Operations” income statement reflect the results of the agriculture and 
turf operations and construction and forestry operations. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to 
arrive at the consolidated financial statements.
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31. SUPPLEMENTAL CONSOLIDATING DATA (continued)

BALANCE SHEET
As of October 31, 2012 and 2011
( In millions of dollars except per share amounts)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2012 2011 2012 2011  _________  _________   _________ _________
ASSETS
Cash and cash equivalents....................................................................................  $ 3,907.9 $ 3,187.5 $ 744.3 $ 459.7
Marketable securities ...........................................................................................   1,101.5  502.6  368.9  284.7
Receivables from unconsolidated subsidiaries and affiliates ....................................   1,579.0  1,713.4  
Trade accounts and notes receivable - net .............................................................   1,279.7  1,093.9  3,333.3  2,807.2
Financing receivables - net ...................................................................................   11.5  14.0  22,147.5  19,909.5
Financing receivables securitized - net ..................................................................       3,617.6  2,905.0
Other receivables .................................................................................................   1,092.4  965.6  703.6  370.1
Equipment on operating leases - net .....................................................................       2,527.8  2,150.0
Inventories ...........................................................................................................   5,170.0  4,370.6
Property and equipment - net ...............................................................................   4,950.5  4,287.5  61.4  64.9
Investments in unconsolidated subsidiaries and affiliates ........................................   4,102.4  3,473.9  8.7  8.1
Goodwill ...............................................................................................................   921.2  999.8 
Other intangible assets - net .................................................................................   101.0  123.4  4.0  4.0
Retirement benefits ..............................................................................................   14.9  29.6  44.6  28.0
Deferred income taxes ..........................................................................................   3,497.3  3,052.8  50.3  91.2
Other assets .........................................................................................................   582.9  468.6  883.5  712.6

Total Assets .......................................................................................................  $ 28,312.2 $ 24,283.2  $ 34,495.5 $ 29,795.0 

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Short-term borrowings ..........................................................................................  $ 424.8 $ 528.5 $ 5,967.7 $ 6,323.8
Short-term securitization borrowings .....................................................................       3,574.8  2,777.4
Payables to unconsolidated subsidiaries and affiliates ............................................   135.2  117.7  1,519.3  1,665.5
Accounts payable and accrued expenses ...............................................................   7,679.0  6,869.3  2,129.9  1,547.8
Deferred income taxes ..........................................................................................   93.3  99.0  338.3  354.7
Long-term borrowings ..........................................................................................   5,444.9  3,167.1  17,008.2  13,792.8
Retirement benefits and other liabilities .................................................................   7,673.0  6,686.7   61.2  52.6 

   Total liabilities ..........................................................................................   21,450.2  17,468.3   30,599.4  26,514.6 

Commitments and contingencies (Note 22)

STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized – 1,200,000,000 shares;
 issued – 536,431,204 shares in 2012 and 2011), at paid-in amount .................   3,352.2  3,251.7  1,834.7  1,570.6
Common stock in treasury, 148,625,875 shares in 2012
 and 130,361,345 shares in 2011, at cost .........................................................   (8,813.8)  (7,292.8)  
Retained earnings .................................................................................................   16,875.2  14,519.4  1,958.3  1,541.5
Accumulated other comprehensive income (loss):
 Retirement benefits adjustment.........................................................................   (4,759.0)  (4,135.4)  
 Cumulative translation adjustment .....................................................................   184.1  453.8  98.3  164.7
 Unrealized loss on derivatives ...........................................................................   (13.4)  (8.3)  (11.6)  (8.3)
 Unrealized gain on investments. ........................................................................   16.8  11.9   16.4  11.9  

  Accumulated other comprehensive income (loss) ..........................................   (4,571.5)  (3,678.0)  103.1  168.3 

Total Deere & Company stockholders’ equity .........................................................   6,842.1  6,800.3  3,896.1  3,280.4

Noncontrolling interests ........................................................................................   19.9  14.6            

  Total stockholders’ equity .............................................................................   6,862.0  6,814.9   3,896.1  3,280.4  

Total Liabilities and Stockholders’ Equity ......................................................  $ 28,312.2 $ 24,283.2  $ 34,495.5 $ 29,795.0 

* Deere & Company with Financial Services on the equity basis.

The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in  
Note 1 to the consolidated financial statements. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive at 
the consolidated financial statements.
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31. SUPPLEMENTAL CONSOLIDATING DATA (continued)

STATEMENT OF CASH FLOWS
For the Years Ended October 31, 2012, 2011 and 2010
( In millions of dollars)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2012 2011 2010 2012 2011 2010  _________  _________   _________   ________   ________  ________

Cash Flows from Operating Activities
Net income ................................................................................ $ 3,071.6 $ 2,807.8 $ 1,874.4 $ 460.3 $ 471.0 $ 372.4
Adjustments to reconcile net income to net cash 
 provided by operating activities:
 Provision (credit) for doubtful receivables ...............................  6.0  4.5  6.3  (.9)  9.0  100.1
 Provision for depreciation and amortization .............................  643.1  587.0  548.7  439.2  401.5  424.6
 Goodwill impairment charges .................................................  33.4    27.2      
 Undistributed earnings of unconsolidated subsidiaries
  and affiliates .....................................................................  (413.7)  (118.8)  (156.7)  (1.3)  (1.0)  (.9)
 Provision (credit) for deferred income taxes ............................  (115.7)  (278.3)  74.8  23.9  110.2  100.2
 Changes in assets and liabilities:
  Trade receivables ..............................................................  (255.0)  (109.5)  (333.0)      
  Insurance receivables ........................................................        (338.5)  (300.1)
  Inventories ........................................................................  (947.6)  (1,281.8)  (647.7)    
  Accounts payable and accrued expenses ...........................  887.0  1,027.0  1,062.9  382.1  351.3  5.7
  Accrued income taxes payable/receivable ..........................  (102.7)  45.3  6.5  30.4  (44.1)  15.6
  Retirement benefits ...........................................................  71.2  483.2  (140.1)  (7.9)  12.1  (14.0)
 Other ....................................................................................  70.5  (168.0)  221.6   (109.9)  55.1   270.5 

   Net cash provided by operating activities........................  2,948.1  2,998.4   2,544.9   877.4   1,065.0   1,274.2 

Cash Flows from Investing Activities
Collections of receivables (excluding trade and wholesale) ..........        14,320.7  13,333.1  12,287.7
Proceeds from maturities and sales of marketable securities .......  200.1  .3    40.2  32.2  38.4
Proceeds from sales of equipment on operating leases ...............        799.5  683.4  621.9
Government grants related to property and equipment ................            92.3
Proceeds from sales of businesses, net of cash sold ...................  30.2  911.1  34.9     
Cost of receivables acquired (excluding trade and wholesale) ......        (16,730.2)  (15,365.9)  (13,681.6)
Purchases of marketable securities ............................................  (802.2)  (503.1)    (120.0)  (83.8)  (63.4)
Purchases of property and equipment ........................................  (1,316.2)  (1,054.3)  (735.5)  (3.1)  (2.4)  (26.2)
Cost of equipment on operating leases acquired .........................        (1,562.0)  (1,230.5)  (1,098.4)
Increase in investment in Financial Services................................  (264.1)  (69.0)  (43.8)     
Acquisitions of businesses, net of cash acquired .........................    (60.8)  (37.2)      (8.3)
Increase in trade and wholesale receivables ...............................        (1,518.5)  (561.8)  (838.8)
Other ........................................................................................  (95.6)  (79.5)  (32.9)  138.8   (35.7)  18.3 

   Net cash used for investing activities .............................  (2,247.8)  (855.3)  (814.5)  (4,634.6)  (3,231.4)   (2,658.1)

Cash Flows from Financing Activities
Increase (decrease) in total short-term borrowings ......................  (36.4)  230.8  (127.9)  931.3  (456.9)  883.9
Change in intercompany receivables/payables ............................  45.5  (552.6)  (1,229.9)  (45.5)  552.6  1,229.9
Proceeds from long-term borrowings ..........................................  2,521.5  69.0  305.0  8,120.5  5,586.0  2,316.0
Payments of long-term borrowings .............................................  (220.1)  (11.5)  (311.5)  (5,175.9)  (3,209.3)  (3,364.2)
Proceeds from issuance of common stock ..................................  61.0  170.0  129.1  
Repurchases of common stock ..................................................  (1,587.7)  (1,667.0)  (358.8)  
Capital investment from Equipment Operations ...........................        264.1  69.0  43.8
Dividends paid ...........................................................................  (697.9)  (593.1)  (483.5)  (43.5)  (340.1)  (217.2)
Excess tax benefits from share-based compensation ..................  30.1  70.1  43.5    
Other ........................................................................................  (32.7)  (17.3)  (20.7)  (33.6)  (31.2)  (20.6)

   Net cash provided by (used for) financing activities .........  83.3  (2,301.6)  (2,054.7)  4,017.4   2,170.1   871.6 

Effect of Exchange Rate Changes on Cash 
 and Cash Equivalents ........................................................  (63.2)  (2.3)  (17.2)  24.4   13.7   (7.3)

Net Increase (Decrease) in Cash and Cash Equivalents .....  720.4  (160.8)  (341.5)  284.6  17.4  (519.6)
Cash and Cash Equivalents at Beginning of Year ................  3,187.5  3,348.3   3,689.8   459.7   442.3   961.9 

Cash and Cash Equivalents at End of Year........................... $ 3,907.9 $ 3,187.5  $ 3,348.3  $ 744.3  $ 459.7  $ 442.3 

* Deere & Company with Financial Services on the equity basis.
The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in  
Note 1 to the consolidated financial statements. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive  
at the consolidated financial statements.56
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SELECTED FINANCIAL DATA
(Dollars in millions except per share amounts)

 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003

Net sales and revenues ...................................... $ 36,157 $ 32,013 $ 26,005 $ 23,112 $ 28,438 $ 24,082 $ 22,148 $ 21,191 $ 19,204 $ 14,856

Net sales ...........................................................  33,501  29,466  23,573  20,756  25,803  21,489  19,884  19,401  17,673  13,349

Finance and interest income ..............................  1,981  1,923  1,825  1,842  2,068  2,055  1,777  1,440  1,196  1,276

Research and development expenses .................  1,434  1,226  1,052  977  943  817  726  677  612  577

Selling, administrative and general expenses ......  3,417  3,169  2,969  2,781  2,960  2,621  2,324  2,086  1,984  1,623

Interest expense ................................................  783  759  811  1,042  1,137  1,151  1,018  761  592  629

Income from continuing operations* ...................  3,065  2,800  1,865  873  2,053  1,822  1,453  1,414  1,398  620

Net income* ......................................................  3,065  2,800  1,865  873  2,053  1,822  1,694  1,447  1,406  643

Return on net sales ............................................  9.1%  9.5%  7.9%  4.2%  8.0%  8.5%  8.5%  7.5%  8.0%  4.8%

Return on beginning Deere & Company
 stockholders’ equity ......................................  45.1%  44.5%  38.7%  13.4%  28.7%  24.3%  24.7%  22.6%  35.1%  20.3%

Income per share from
 continuing operations – basic* ....................... $ 7.72 $ 6.71 $ 4.40 $ 2.07 $ 4.76 $ 4.05 $ 3.11 $ 2.90 $ 2.82 $ 1.29
  – diluted* .....................  7.63  6.63  4.35  2.06  4.70  4.00  3.08  2.87  2.76  1.27

Net income per share – basic* ...........................  7.72  6.71  4.40  2.07  4.76  4.05  3.63  2.97  2.84  1.34
  – diluted* .........................  7.63  6.63  4.35  2.06  4.70  4.00  3.59  2.94  2.78  1.32

Dividends declared per share .............................  1.79  1.52  1.16  1.12  1.06  .91  .78  .601/2  .53  .44
Dividends paid per share ....................................  1.74  1.41  1.14  1.12  1.03  .851/2  .74  .59  .50  .44

Average number of common
 shares outstanding (in millions) – basic ..........  397.1  417.4  424.0  422.8  431.1  449.3  466.8  486.6  494.5  480.4
    – diluted ........  401.5  422.4  428.6  424.4  436.3  455.0  471.6  492.9  506.2  486.7

Total assets ....................................................... $ 56,266 $ 48,207 $ 43,267 $ 41,133 $ 38,735 $ 38,576 $ 34,720 $ 33,637 $ 28,754 $ 26,258

Trade accounts and notes receivable – net .........  3,799  3,295  3,464  2,617  3,235  3,055  3,038  3,118  3,207  2,619

Financing receivables – net ................................  22,159  19,924  17,682  15,255  16,017  15,631  14,004  12,869  11,233  9,974

Financing receivables securitized – net ...............  3,618  2,905  2,238  3,108  1,645  2,289  2,371  1,458    

Equipment on operating leases – net ..................  2,528  2,150  1,936  1,733  1,639  1,705  1,494  1,336  1,297  1,382

Inventories ........................................................  5,170  4,371  3,063  2,397  3,042  2,337  1,957  2,135  1,999  1,366

Property and equipment – net ............................  5,012  4,352  3,791  4,532  4,128  3,534  2,764  2,343  2,138  2,064

Short-term borrowings:
 Equipment operations ....................................  425  528  85  490  218  130  282  678  312  577
 Financial services ..........................................  5,968  6,324  5,241  3,537  6,621  7,495  5,436  4,732  3,146  3,770

  Total .........................................................  6,393  6,852  5,326  4,027  6,839  7,625  5,718  5,410  3,458  4,347

Short-term securitization borrowings:
 Financial services ..........................................  3,575  2,777  2,209  3,132  1,682  2,344  2,403  1,474    

Long-term borrowings:
 Equipment operations ....................................  5,445  3,167  3,329  3,073  1,992  1,973  1,969  2,423  2,728  2,727
 Financial services ..........................................  17,008  13,793  13,486  14,319  11,907  9,825  9,615  9,316  8,362  7,677

  Total .........................................................  22,453  16,960  16,815  17,392  13,899  11,798  11,584  11,739  11,090  10,404

Total Deere & Company stockholders’ equity ......  6,842  6,800  6,290  4,819  6,533  7,156  7,491  6,852  6,393  4,002

Book value per share* ........................................ $ 17.64 $ 16.75 $ 14.90 $ 11.39 $ 15.47 $ 16.28 $ 16.48 $ 14.46 $ 12.95 $ 8.22

Capital expenditures .......................................... $ 1,360 $ 1,050 $ 795 $ 767 $ 1,117 $ 1,025 $ 774 $ 512 $ 364 $ 313

Number of employees (at year end) ....................  66,859  61,278  55,650  51,262  56,653  52,022  46,549  47,423  46,465  43,221

* Attributable to Deere & Company.

Deere & Company
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ANNUAL MEETING
The annual meeting of company stockholders will be held 
at 10 a.m. CT on February 27, 2013, at the Deere & Company 
World Headquarters, One John Deere Place, Moline, Illinois.

TRANSFER AGENT & REGISTRAR
Send all correspondence, including address changes and 

Deere & Company

P.O. Box 358015
Pittsburgh, PA 15252-8015

www.computershare.com

DIVIDEND REINVESTMENT & DIRECT PURCHASE PLAN

Computershare BuyDIRECT Plan. Optional monthly 

electronic debits. 

Deere & Company

P.O. Box 358015
Pittsburgh, PA 15252-8015

STOCKHOLDER RELATIONS

Deere & Company
Stockholder Relations Department

INVESTOR RELATIONS

Tony Huegel

Deere & Company

STOCK EXCHANGES
Deere & Company common stock is listed on the New York 
Stock Exchange under the ticker symbol DE.

FORM 10-K

written request to Deere & Company Stockholder Relations.

AUDITORS
Deloitte & Touche LLP 
Chicago, Illinois

Unless otherwise indicated, all capitalized names of products and 
services are trademarks or service marks of Deere & Company.

Senior Vice President, John Deere Power Systems, 

and Global Supply Management & Logistics

Senior Vice President, Human Resources, 
Communications, Public Affairs, and Labor Relations

Senior Vice President

Senior Vice President and General Counsel

Vice President and Deputy General Counsel, International

Vice President, Corporate Communications and 
Global Brand Management

Vice President and Deputy General Counsel

Vice President and Deputy General Counsel, North America

WORLDWIDE AGRICULTURE & 
TURF DIVISION

and Turf Platforms

President, Global Agricultural Solutions and 

President, Europe, Asia, Africa, and Global Tractor Platform

Senior Vice President, Global Platform - Tractor

Senior Vice President, Sales & Marketing, Americas and 
Australia

STOCKHOLDER INFORMATION

Figures in parentheses represent complete years 
of company service through 12/31/12.

Positions as of January 1, 2013

Vice President, Global Human Resources

Vice President, Taxes

Vice President and Treasurer

Vice President, Global Supply Management & Logistics

Vice President, Labor Relations

Vice President, Internal Audit

Vice President, Public Affairs Worldwide

Vice President and Comptroller

Vice President, Information Technology

Corporate Secretary and Associate General Counsel

LEADERSHIP TEAM

WORLDWIDE CONSTRUCTION & 
FORESTRY DIVISION

President

Senior Vice President, Sales & Marketing

Senior Vice President,
Manufacturing, Engineering, and Supply Management

WORLDWIDE FINANCIAL SERVICES DIVISION 

President

Senior Vice President, International Finance

Senior Vice President, Sales & Marketing, U.S. and Canada

Senior Vice President, Credit & Operations, U.S. and Canada
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SAMUEL R. ALLEN (3)

Deere & Company 

CRANDALL C. BOWLES (16)

home furnishings

VANCE D. COFFMAN (8)

aerospace, defense and information technology

CHARLES O. HOLLIDAY, JR. (5)

DIPAK C. JAIN (10)

international graduate business school

CLAYTON M. JONES (5)

aviation electronics and communications

JOACHIM MILBERG (9)

motor vehicles

RICHARD B. MYERS (6)

principal military advisor to the President, the 
Secretary of Defense, and the National Security Council

THOMAS H. PATRICK (12)

private equity fund

AULANA L. PETERS (10)

SHERRY M. SMITH (1)

retail and wholesale grocery and retail general 
merchandise products

From left: Thomas H. Patrick, Sherry M. Smith, Dipak C. Jain, Richard B. Myers, Vance D. Coffman, Aulana L. Peters, Samuel R. Allen, Charles O. Holliday, Jr., 
Crandall C. Bowles, Joachim Milberg, and Clayton M. Jones, shown at the John Deere Financial Worldwide Headquarters in Johnston, Iowa.

BOARD OF DIRECTORS

Figures in parentheses represent complete years of board 
service through 12/31/12 and positions as of that date.

DAVID B. SPEER
1951 – 2012

Deere board member David Speer died 
November 17 at age 61. He was chairman 

the Deere board of directors since 2008. 

business acumen and deep manufacturing 
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Net Sales and Revenues (MM)

2011 2012 2013

$32,013 $36,157 $37,795

SVA (MM) 

2011 2012 2013

$2,527 $2,776 $3,390

Net Income (MM)

2011 2012 2013

$2,800 $3,065 $3,537

* Net income attributable to Deere & Company.

About the Cover
“Feet on the Ground, Eyes on the Horizon” describes  
our approach to doing business. Feet on the ground  
means maintaining focus on operational excellence and  
delivering quality products and services for customers  
like Helmut Seitz (pictured) of Guarapuava, Paraná, Brazil. 
Eyes on the horizon refers to expanding our market  
presence and pursuing attractive growth opportunities  
around the world.

FEET ON THE GROUND

Dividends Declared (U.S. dollars per share)

Net sales and revenues  
grew 5% in 2013, helped by 
higher sales of agricultural  
equipment and increased 
financial-services revenues. 

Net income* jumped 15%,  
to a new high. It was Deere’s 
third consecutive year  
of record earnings. On a  
per-share basis, earnings  
were up 19%, benefiting from 
fewer shares outstanding.

Strong profits, plus the  
disciplined use of assets and  
the skillful execution of  
business plans, propelled SVA*,  
or Shareholder Value Added,  
to a new high in 2013.  
SVA represents operating  
profit less an implied charge  
for capital.

In 2013, Deere boosted its  
quarterly dividend rate by 11%.  
It was the 11th dividend  
increase since 2004. Over this
time, the company returned
about 60% of the equipment
operations’ cash flow to
investors through dividends
and share repurchases net
of issuances.* Non-GAAP financial measure.  

   See page 14 for details.

$1.52 $1.79 $1.99

2011 2012 2013

2013_AR_CS6_Final_1220new.indd   2 1/3/14   1:16 PM
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EYES ON THE HORIZON

More than 9 Billion:
Estimated worldwide population by 2050
70% living in cities

Target: $50 Billion in Mid-Cycle SalesCapital Expenditures + Research & Development 
(in billions)

Experts project that the world’s expanding and 
increasingly urban population will enjoy higher living 

foods such as meat. In response, Deere will 
be called on to offer products and services that 
help meet the demand for vastly more food, fuel, 
shelter and infrastructure in the years ahead.

Keeping our “eyes on the horizon,” carrying out 
our ambitious growth plans, requires an 
extensive investment in new products and 
capacity. Seven new factories in markets key 
to our growth were completed in 2013.

In 2010, Deere set an ambitious goal: to reach 

Net sales have increased nearly 
50% since the baseline year. 

R&D Spending $1.2 $1.4 $1.5

2011 2012 2013

$2.3 $2.8 $2.6

$1.1 $1.4 $1.1Capital Expenditures

20502010

70%

2018

$50 B

2010 2011 2012 2013

Net Sales (actual)

2013_AR_CS6_Final_1220new.indd   3 12/23/13   10:45 AM
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Deere Achieves Record Results as 
Drive to Expand Global Customer 
Base Moves Ahead

In 2013, John Deere had its best year yet. We delivered record 
income for the third successive year and the eighth time in the 
last 10 years. The company also generated its highest-ever 
operating return on operating assets* (OROA), a reflection of 
the solid execution of our business plans. 

At the same time, we expanded our worldwide footprint and 
continued an aggressive launch of advanced new products.  
Our commitment to being a good corporate citizen and 
employer led to higher levels of volunteerism and engagement.

For the fiscal year, Deere reported income of $3.54 billion on net 
sales and revenues of $37.8 billion. Income was up 15 percent  
on a 5 percent increase in sales and revenues. Earnings per 
share rose fully 19 percent, reflecting the benefit of fewer shares 
outstanding due to continued share repurchases.

The year’s results produced healthy levels of economic profit, or 
Shareholder Valued Added* (SVA), which reached $3.39 billion.  
SVA – operating profit less an implied capital charge – is the 
primary measure used in managing the company and making 
investment decisions.

Operating cash flow totaled $3.25 billion for the year. These 
dollars funded important geographic expansions and delivered 
value directly to investors as dividends and share repurchases.

Dividend payments and buybacks totaled $2.28 billion for the 
year. Since 2004, the company has increased the quarterly 
dividend rate on 11 occasions and repurchased about 180 million 
shares of stock. In a vote of confidence in the company’s future, 
Deere’s board of directors earlier this month authorized 
additional share repurchases of up to $8 billion.

CHAIRMAN’S MESSAGE

Customers appreciate the fast hydraulic flow of the productive
532-horsepower 870G LC excavator. It saves them fuel, 
time and money, making it a perfect choice for excavating 
and truck-loading operations.  

* OROA and SVA are non-GAAP financial measures. See page 14 for details.

2013_AR_CS6_Final_1220new.indd   4 12/23/13   11:51 AM
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Our recent success has allowed Deere to make global investments 
at unprecedented rates while keeping its balance sheet strong.  
At year-end, Deere carried some $5 billion of cash and securities, 
with relatively low debt. Our financial-services operation 
remained conservatively capitalized as well.

A&T SETTING PACE
Our performance was led by the Agriculture & Turf division (A&T), 
which had another banner year. Deere’s largest division brought 
advanced new products to market, broadened its customer base, 
and reinforced its preeminent position in key markets. A&T results 
were aided by positive farm conditions and higher sales of large 
equipment, particularly in North and South America.

In other businesses, Construction & Forestry (C&F) remained 
profitable in spite of a slowdown in demand for construction 
machinery. As it showed in 2013, the division has been adept at 
managing costs and establishing a more flexible cost structure. 
This has allowed C&F to contribute to the company’s overall 
results while expanding its product line and making investments  
to serve a more global group of customers. Of significance,  
new factories were opened in China and Brazil, both markets 
expected to play a central role in the division’s growth ambitions. 

A 295-horsepower Final-Tier-4 engine powers the 8295R tractor,  
one of nine 8R Series models introduced in 2013. Late in the year,  
Deere announced that manufacturing capacity for the flagship tractors  
will be added in Brazil, addressing the needs of customers there. 

Deere’s financial-services organization delivered record income 
while providing convenient and competitive financing to our 
equipment customers. Income climbed to $565 million as the  
loan and lease portfolio grew by almost $5 billion. Credit quality –  
a hallmark of our financial-services operation – remained 
exceptionally strong. The provision for loss equaled just over  
a dollar for each $3,300 of portfolio value.

POWERFUL TRENDS DRIVING PLANS
Providing strong support to Deere’s growth plans are the 
powerful tailwinds of a growing, increasingly urban population  
and rising living standards. As a result of these trends, which are 
most pronounced in developing parts of the world, agricultural 
output will need to double by mid-century. At the same time, 
massive urbanization will trigger an urgent need for more roads, 
bridges and buildings. 

2013_AR_CS6_Final_1216.indd   5 12/17/13   2:53 PM
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To capitalize on this promising situation, Deere has been 
pursuing a far-reaching operating strategy that made further 
strides in 2013. Its aim is to expand our global market presence  
in a major way and achieve further improvements in profitability 
and asset management.

The strategy’s essence is captured in the phrase, “Feet on the 
Ground, Eyes on the Horizon.” This means maintaining a laser-like 
focus on operating excellence and customer service while 
simultaneously looking to the future and making the necessary 
investments to expand our customer base throughout the world. 

2013 brought advancements in precision agriculture to  
help customers manage and make better use of data.  
New wireless data transmission, for example, links equipment  
to the farm’s management system and trusted advisors  
through the MyJohnDeere platform. 

Deere’s record of solid execution shows how effectively we’re 
keeping our feet on the ground. In 2013, we successfully 
introduced dozens of advanced products while completing  
crucial parts of an extensive engine-development program.  
Also, our factories did a good job of keeping pace with demand,  
a fact that helped the company control inventories and post 
high levels of asset profitability. OROA for the year hit a new 
record of 31.8 percent. 

We’re also keeping our eyes trained on the horizon. Over the 
last three years, Deere has announced plans for seven new 
factories in markets key to our future growth. I’m pleased to say 
all reached completion in 2013 and will be ready for higher 
production in 2014. Three facilities are in China, for construction 
equipment, engines and large farm machinery; while two are  
in Brazil, one with joint-venture partner Hitachi, for construction 
equipment. Of the remaining new factories, one is located in 
India, for the manufacture of farm tractors and the other is  
in Russia, for seeding and tillage equipment. Also during the year, 

2013_AR_CS6_Final_1220new.indd   6 12/23/13   10:45 AM
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expansions were announced for cab production in Germany  
and large tractors in Brazil.

We are making continued investments in our U.S. manufacturing 
base as well. Of the dozen or so major factory projects underway 
in the company today, more than half are located in the U.S., 
including expansions that got started in 2013 at our seeding 
operations in Moline and Valley City, N.D.  Essentially all of our 
major U.S. factories have undergone extensive modernization 
and expansion in recent years. 

In other developments, we announced the sale of a controlling 
interest in our landscapes operation and purchased a maker  
of ultrawide planters. By narrowing our focus and expanding 
our capabilities, these moves are aimed squarely at our goals for 
increased growth and profitability. 

DEALERS CONTRIBUTING TO SUCCESS
John Deere’s success is closely tied to the strength of our 
dealership network. Further progress was made in 2013 ensuring 
we have a best-in-class distribution and aftermarket support 
system around the globe. 

C&F, for example, opened new dealership locations in Brazil  
and China and continued efforts to increase the financial 
stability of dealers in the U.S. In Europe, A&T is continuing 
aggressive moves to help dealers increase their profitability and 
service capabilities through improved operational efficiency.  
In the CIS (Commonwealth of Independent States), the number 
of dealer locations has climbed by more than 50 percent in  
the past three years. 

To help customers get the most value from their John Deere 
equipment, we opened new parts-distribution centers in  
South Africa and Argentina. In addition, plans were announced 
to expand our parts operations in Brazil and India, in line with 
growth in our businesses. 

The company augmented its financing capabilities by adding 
cooperative bank relationships in seven African nations  
where sales growth is expected. Deere now has a retail-
financing presence in over 40 countries representing more  
than 90 percent of our sales.

Dozens of available attachments (HH40 hydraulic breaker  
shown here) help tailor the new midsized 318E skid steer  
loader to a variety of jobs, including ag material handling,  
construction, demolition and landscaping work.  
It’s also a good fit for rental operations.

2013_AR_CS6_Final_1220new.indd   7 1/3/14   10:41 AM
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Because of these investments – which give our growth plans a 
powerful boost – Deere now enjoys highly efficient manufacturing 
capacity in all our significant markets, plus the means to finance, 
distribute and service the products being built there.

MAJOR YEAR FOR NEW PRODUCTS
In 2013, John Deere continued with a record introduction of 
products featuring improvements in power, comfort and 
performance. Highlighting new agricultural equipment were  
nine advanced, more powerful members of our flagship  
row-crop tractor family and a pair of highly productive self-
propelled sprayers. 

The company marked its 50th year in the lawn-care equipment 
business with the introduction of a series of premium lawn 
tractors and an innovative flex-fuel commercial mower.  
Also making its debut was Deere’s first hybrid-electric model  
of construction equipment. 

Many new products feature John Deere engine technology that 
reduces emissions while meeting customer requirements for 
power, reliability, and fuel and fluid efficiency. In one of the  
year’s major accomplishments, Deere completed certification of 
its larger engines to meet the more-stringent U.S. and European 
emissions standards that begin taking effect in 2014. This 
milestone is part of a sweeping multi-year program that has 
resulted in the redesign of virtually all John Deere engines and 
seen emissions levels reduced by over 99 percent since 1996.

INNOVATING TO DIFFERENTIATE 
John Deere’s success rests in no small part on our ability to 
differentiate our products and services through market-leading 

ZTrak 900 Series zero-turn mowers offer mowing businesses  
a choice: a price-fighter series, a mid-spec series and an  
ultra-productive series. The Z925, shown, features an  
innovative engine that saves customers up to 25% in fuel costs.

2013_AR_CS6_Final_1220new.indd   8 12/23/13   10:45 AM
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innovation. The company’s advanced products and technology 
earned further honors in 2013 and brought additional value to 
our customers.

Deere was named one of the world’s top 100 innovators by a 
leading business-media group based on our patents and 
proprietary technology. In addition, lines of advanced products 
and features – from tractors, balers and hitches to high-
performance transmissions – were awarded medals and other 
recognitions at major shows in Germany, Italy and Russia.  
Our new Chinese-made combine took honors at Asia’s largest 
farm machinery exposition. At an international construction  
and mining equipment show, a Deere backhoe and articulated  
dump truck were named best products in their categories.

Our FarmSight strategy moved ahead, resulting in new capabilities 
that help customers optimize equipment maintenance and make 
more-informed agronomic decisions. New, high-capacity wireless 
data linkage keeps operators, farmers and dealers connected, 
enabling them to share vital data. Dealers can even diagnose 

maintenance or operating issues from miles away, keeping 
farmers up and running. 

In our eyes, innovation is a “multiplier.” To that end, Deere’s 
ability to translate innovations into profitable solutions will help 
us win customers and achieve our growth aims. But of no less 
importance, it also will help us attract high-caliber, committed 
employees and achieve our goals for developing extraordinary 
global talent. 

BUILDING ON A PROUD RECORD OF CITIZENSHIP
In 2013, the company and its foundation took meaningful  
steps in support of sustainable solutions for world hunger, 
improved educational opportunities, and the development  
of economically vibrant communities. These make up the  
three main focus areas of our corporate citizenship efforts.

An aggressive commitment to employee volunteerism lies at  
the heart of Deere’s citizenship work. The number of volunteer 
hours reported by employees more than doubled for the year.  
In one example, some 3,000 U.S. employees prepared nearly 
960,000 packaged meals for those in need in the company’s 
home communities. In another case, a global team of  

Sprayer customers wanted more speed, comfort and control.  
The R4030 self-propelled sprayer brings a new design  
and suspension that help take field speeds up to 20 mph  
and road speeds to 30 mph.

2013_AR_CS6_Final_1220new.indd   9 1/3/14   10:43 AM
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20 employees spent a week in northwest India, where they 
helped train small farmers in new agricultural methods, 
conducted classes and assessed the progress of a community-
development program supported by the Deere foundation.

In a move aimed at providing increased opportunities to youth, 
a new program sponsored by Deere was kicked off to help 
young people learn about careers in golf-course management 
and the science of agronomy. The program is part of First Tee,  
a non-profit youth organization to which Deere made a major 
donation in early 2013.  

Responsible citizenship is also reflected in efforts to protect  
the well-being of our employees. Deere had another solid 
overall safety performance in 2013, with over half of our 
locations reporting no lost-time injuries. This record, however, 
was overshadowed by on-the-job deaths of two employees. 
These losses stand as a tragic reminder that we cannot, and  
we must not, relax our efforts to provide more healthful  
and safe workplaces.

In 2010, Deere set an ambitious course, targeting significant  
global growth. As a result, seven new factories outside the U.S.  
were put into operation in 2013, including this engine factory  
near Tianjin, China, where Zhang Shuitao (pictured) works. 

The company further strengthened its commitment to responsible 
environmental practices in 2013. Among our achievements, a set  
of broader, more stringent goals was established for managing  
the environmental impact of our operations and products.  
They call for cutting water and energy usage and greenhouse gas 
emissions by 15 percent per ton of production and recycling  
75 percent of the waste from our manufacturing facilities by 2018. 
We’re also adopting life-cycle engineering to minimize the 
environmental footprint of our products and services.

In other milestones, Deere was named to prominent listings of 
most-reputable and most-ethical companies. For the fifth time, 
Fortune magazine cited Deere as one of the world’s 50 most-
admired companies. In addition, the company again was featured 
in a listing of the top-100 global brands.

2013_AR_CS6_Final_1220new.indd   10 12/23/13   10:45 AM
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On behalf of the John Deere team,

Samuel R. Allen

December 16, 2013

SEARCHING FOR CERTAINTY 
Today’s world is filled with uncertainty – fiscal, economic, 
and political uncertainty – that breeds extreme caution, 
disrupts thoughtful planning, and is generally bad for business. 
And while this is true in the U.S., it’s also the case in many 
other markets. 

In spite of this unsettled backdrop, we’re as certain as ever 
about John Deere’s own businesses and future prospects. 
We’re sure about the quality and reliability of our products 
and services, the talent and commitment of our employees, 
the capacity and efficiency of our production facilities, 
and the depth and focus of our strategy.

We’re equally confident that as the world’s population swells 
in size and affluence, abundant opportunities will emerge 
for Deere to deliver substantial value to customers, investors 
and other stakeholders in the years ahead.

We have no doubt the company is well-equipped to seize 
these opportunities – and we are proud to reaffirm our belief 
that John Deere’s best days are on the horizon!

The John Deere senior management team at company headquarters  
in Moline, lllinois. From left: Jim Israel, Raj Kalathur, Max Guinn,  
Jean Gilles, Mary Jones, Mike Mack, Sam Allen, Jim Field, John May,  
and Mark von Pentz.
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DEERE ENTERPRISE SVA (MM)

2013 HIGHLIGHTS

– Demand for farm machinery 

–

–

–

–

EQUIPMENT OPERATIONS SVA (MM)

–

–

–

–

–

–

2011 2012 2013

$2,294 $2,602 $3,147

2011 2012 2013

$3,390$2,776$2,527

2011 2012 2013

$2,245 $2,534 $3,215

AGRICULTURE & TURF SVA (MM)

–

–

–

–

–

–
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Deere & Company S&P 500 S&P 500 Construction & Farm Machinery

FINANCIAL SERVICES SVA (MM)

– Growth in credit portfolio 
and higher crop insurance 
margins lead to record 

–

– Portfolio of receivables and 

– Continuing record of 

favorable levels of past dues and writeoffs. 

–

–

hurt by continuing market 
weakness and global growth 

– Building presence in China, 
division begins production 
of wheel loaders, excavators for China and other markets 

– Continuing expansion in South America, division establishes 
dealer network in Brazil, prepares new factory complex 
near São Paulo for production of loaders, backhoes and, 

– C&F launches new products, including models of excavators 

forestry forwarders that reduces fuel consumption and 

previous machines.

2011 2012 2013

$68$49

2011 2012 2013

$243$174

CONSTRUCTION & FORESTRY SVA (MM)

$(68)

$233

The graph compares the cumulative total returns of Deere & Company, the S&P 500 

It assumes $100 was invested on October 31, 2008, and that dividends were reinvested. 
Deere & Company stock price at October 31, 2013, was $81.84. 

The Standard & Poor’s 500 Construction & Farm Machinery Index is made up of Deere (DE), 
Caterpillar (CAT), Cummins (CMI), Joy Global (JOY), and Paccar (PCAR). The stock performance 
shown in the graph is not intended to forecast and does not necessarily indicate future 
price performance.

Copyright © 2013 Standard & Poor’s, a division of McGraw Hill Financial.
All rights reserved. (www.researchdatagroup.com/S&P.htm).

5-YEAR CUMULATIVE TOTAL RETURN 

At October 31 2008 2009 2010 2011 2012 2013

00.00

00.00
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FINANCIAL REVIEW

Deere Equipment Operations, to create and grow SVA,  
are targeting an operating return on average operating 
assets (OROA) of 20% at mid-cycle sales volumes and 
equally ambitious returns at other points in the cycle.  
(For purposes of this calculation, operating assets 
are average identifiable assets during the year with 
inventories valued at standard cost.)

DEERE EQUIPMENT OPERATIONS
 $MM unless indicated 2011 2012 2013

Net Sales 29,466 33,501 34,998
Operating Profit 3,839 4,397 5,058
Average Assets
    With Inventories @ Std Cost 12,875 14,965 15,924
    With Inventories @ LIFO 11,516 13,594 14,569
OROA % @ LIFO 33.3 32.3 34.7

 Asset Turns (Std Cost) 2.29 2.24 2.20 
 Operating Margin % x 13.03 x 13.12 x 14.45
 OROA % @ Standard Cost 29.8 29.4 31.8
 $MM 2011 2012 2013

Average Assets @ Std Cost 12,875 14,965 15,924
 Operating Profit 3,839 4,397 5,058 
 Cost of Assets -1,545 -1,795 -1,911
 SVA 2,294 2,602 3,147

     

AGRICULTURE & TURF
 $MM unless indicated 2011 2012 2013

Net Sales 24,094 27,123 29,132
Operating Profit  3,447 3,921 4,680
Average Assets
    With Inventories @ Std Cost 10,017    11,564 12,211
    With Inventories @ LIFO 8,867 10,422 11,103
OROA % @ LIFO 38.9 37.6 42.2
Asset Turns (Std Cost) 2.41 2.35 2.39
Operating Margin % x 14.31 x 14.46 x 16.06
OROA % @ Standard Cost 34.4 33.9 38.3

 $MM 2011 2012 2013

Average Assets @ Std Cost 10,017 11,564 12,211
Operating Profit 3,447 3,921 4,680
Cost of Assets  -1,202 -1,387 -1,465
SVA 2,245 2,534 3,215

CONSTRUCTION & FORESTRY 
 $MM unless indicated 2011 2012 2013

Net Sales 5,372 6,378 5,866
Operating Profit 392 476 378
Average Assets
    With Inventories @ Std Cost 2,858 3,401 3,713
    With Inventories @ LIFO 2,649 3,172 3,466
OROA % @ LIFO 14.8 15.0 10.9

 Asset Turns (Std Cost) 1.88 1.88 1.58
 Operating Margin % x 7.30 x 7.46 x 6.44
 OROA % @ Standard Cost 13.7 14.0 10.2
 $MM 2011 2012 2013

Average Assets @ Std Cost 2,858 3,401 3,713
 Operating Profit 392 476 378 
 Cost of Assets  -343 -408 -446
 SVA 49 68 -68

The Financial Services SVA metric is calculated on a  
pretax basis.

FINANCIAL SERVICES
 $MM unless indicated 2011 2012 2013

Net Income Attributable 
    to Deere & Company 471 460 565
Average Equity 3,194 3,470 4,073
ROE % 14.7 13.3 13.9

 $MM 2011 2012 2013

Operating Profit 725 712 870
Average Equity 3,194 3,470 4,073

 Operating Profit  725 712 870 
 Cost of Equity -492 -538 -627 
 SVA 233 174 243

SVA: FOCUSING ON GROWTH AND SUSTAINABLE PERFORMANCE
Shareholder Value Added (SVA) – essentially, the difference between operating profit  
and pretax cost of capital – is a metric used by John Deere to evaluate business results  
and measure sustainable performance.

To arrive at SVA, each equipment segment is assessed a pretax cost of assets – 
generally 12% of average identifiable operating assets with inventory at standard  
cost (believed to more closely approximate the current cost of inventory and the 
company’s related investment). The financial services segment is assessed a cost of 
average equity – approximately 15% pretax.

The amount of SVA is determined by deducting the asset or equity charge from 
operating profit.

Additional information on these metrics and their relationship to amounts presented  
in accordance with U.S. GAAP can be found at our website, www.JohnDeere.com.  
Note: Some totals may vary due to rounding.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS FOR THE YEARS ENDED  
OCTOBER 31, 2013, 2012 AND 2011

OVERVIEW

Organization
The company’s equipment operations generate revenues and 
cash primarily from the sale of equipment to John Deere dealers 
and distributors. The equipment operations manufacture and 
distribute a full line of agricultural equipment; a variety of 
commercial, consumer and landscapes equipment and products; 
and a broad range of equipment for construction and forestry. 
The company’s financial services primarily provide credit 
services, which mainly finance sales and leases of equipment by 
John Deere dealers and trade receivables purchased from the 
equipment operations. In addition, financial services offer crop 
risk mitigation products and extended equipment warranties. 
The information in the following discussion is presented in a 
format that includes information grouped as consolidated, 
equipment operations and financial services. The company  
also views its operations as consisting of two geographic areas, 
the U.S. and Canada, and outside the U.S. and Canada.  
The company’s operating segments consist of agriculture and 
turf, construction and forestry, and financial services.

Trends and Economic Conditions
The company’s agriculture and turf equipment sales increased  
7 percent in 2013 and are forecast to decrease by about 6 
percent for 2014. Industry agricultural machinery sales in the 
U.S. and Canada for 2014 are forecast to decrease 5 to 10 
percent, compared to 2013. Industry sales in the European 
Union (EU)28 nations are forecast to decrease about 5 percent 
in 2014, while South American industry sales are projected to 
decrease 5 to 10 percent from strong 2013 levels. Industry sales 
in the Commonwealth of Independent States are expected to 
decrease slightly, while sales in Asia are forecast to increase 
slightly in 2014. Industry sales of turf and utility equipment in 
the U.S. and Canada are expected to increase approximately  
5 percent. The company’s construction and forestry sales 
decreased 8 percent in 2013 and are forecast to increase by 
about 10 percent in 2014. Sales in world forestry markets are 
expected to increase in 2014. Net income of the company’s 
financial services operations attributable to Deere & Company 
in 2014 is expected to be approximately $600 million.

Items of concern include the uncertainty of the effective-
ness of governmental actions in respect to monetary and fiscal 
policies, the global economic recovery, the impact of sovereign 
and state debt, eurozone issues, capital market disruptions and 
trade agreements. Significant volatility in the price of many 
commodities could also impact the company’s results. 
Designing and producing products with engines that continue 
to meet high performance standards and increasingly stringent 
emissions regulations is one of the company’s major priorities. 

The company believes its plans for helping meet the 
world’s need for food, shelter and infrastructure are firmly on 
track. The company’s financial results have generated healthy 
levels of cash flow, which have been used to fund global 
growth and provide direct benefit to investors through divi-
dends and share repurchases.

2013 COMPARED WITH 2012

CONSOLIDATED RESULTS
Worldwide net income attributable to Deere & Company in 
2013 was $3,537 million, or $9.09 per share diluted ($9.18 basic), 
compared with $3,065 million, or $7.63 per share diluted 
($7.72 basic), in 2012. Net sales and revenues increased  
5 percent to $37,795 million in 2013, compared with $36,157 
million in 2012. Net sales of the equipment operations 
increased 4 percent in 2013 to $34,998 million from $33,501 
million last year. The sales increase included improved price 
realization of 3 percent and an unfavorable foreign currency 
translation effect of 1 percent. Net sales in the U.S. and Canada 
increased 5 percent in 2013. Net sales outside the U.S. and 
Canada increased by 4 percent in 2013, which included an 
unfavorable effect of 3 percent for foreign currency translation.

Worldwide equipment operations had an operating profit 
of $5,058 million in 2013, compared with $4,397 million in 
2012. The higher operating profit was primarily due to the 
impact of improved price realization and higher shipment 
volumes, partially offset by the unfavorable effects of foreign 
currency exchange, increased production costs, higher selling, 
administrative and general expenses and increased warranty 
costs. The increased production costs were due primarily to 
higher manufacturing overhead expenses in support of growth, 
new products and engine emission requirements, partially  
offset by lower raw material costs. The results were also  
affected by impairment charges for long-lived assets related to 
the Water operations and a write down to realizable value of 
the assets being held for sale for the Landscapes operations  
(see Notes 4 and 5).

The equipment operations’ net income was $2,974 million 
in 2013, compared with $2,616 million in 2012. The same 
operating factors mentioned above, as well as an increase in  
interest expense due to higher average borrowings and a higher 
effective tax rate affected these results.

Net income of the financial services operations attribut-
able to Deere & Company in 2013 increased to $565 million, 
compared with $460 million in 2012. The results were higher 
primarily due to growth in the credit portfolio and higher crop 
insurance margins, partially offset by higher selling, administrative 
and general expenses. In addition, last year’s results benefited 
from revenue related to wind energy credits. Additional infor-
mation is presented in the following discussion of the 
“Worldwide Financial Services Operations.”

The cost of sales to net sales ratio for 2013 was 73.3 percent, 
compared with 74.6 percent last year. The improvement was 
primarily due to the increase in price realization, partially offset 
by the unfavorable effects of foreign currency exchange, higher 
production costs and increased warranty costs.
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Finance and interest income increased this year due to a 
larger average credit portfolio, partially offset by lower average 
financing rates. Research and development costs increased 
primarily as a result of increased spending in support of new 
products and more stringent engine emission requirements. 
Selling, administrative and general expenses increased primarily 
due to growth. Interest expense decreased due to lower average 
borrowing rates, partially offset by higher average borrowings. 
Other operating expenses increased primarily due to higher 
depreciation of equipment on operating leases and the impair-
ment charge for the write-down to realizable value of assets 
being held for sale (see Note 5).

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans.  
The company’s postretirement benefit costs for these plans in 
2013 were $575 million, compared with $511 million in 2012. 
The long-term expected return on plan assets, which is reflected 
in these costs, was an expected gain of 7.8 percent in 2013 and 
8.0 percent in 2012, or $862 million in 2013 and $887 million 
in 2012. The actual return was a gain of $1,470 million in 2013 
and $849 million in 2012. In 2014, the expected return will be 
approximately 7.5 percent. The company’s postretirement costs 
in 2014 are expected to decrease approximately $150 million. 
The company makes any required contributions to the plan 
assets under applicable regulations and voluntary contributions 
from time to time based on the company’s liquidity and ability 
to make tax-deductible contributions. Total company contribu-
tions to the plans were $338 million in 2013 and $478 million 
in 2012, which include direct benefit payments for unfunded 
plans. These contributions also included voluntary contributions 
to plan assets of $227 million in 2013 and $350 million in 2012. 
Total company contributions in 2014 are expected to be 
approximately $115 million, which are primarily direct benefit 
payments for unfunded plans. The company has no significant 
required contributions to pension plan assets in 2014 under 
applicable funding regulations. See the following discussion of 
“Critical Accounting Policies” for more information about 
postretirement benefit obligations.

BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS
The following discussion relates to operating results by  
reportable segment and geographic area. Operating profit is 
income before certain external interest expense, certain foreign 
exchange gains or losses, income taxes and corporate expenses. 
However, operating profit of the financial services segment 
includes the effect of interest expense and foreign currency 
exchange gains or losses.

Worldwide Agriculture and Turf Operations
The agriculture and turf segment had an operating profit of  
$4,680 million in 2013, compared with $3,921 million in 2012. 
Net sales increased 7 percent this year primarily due to higher 
shipment volumes and improved price realization, partially 
offset by the unfavorable effects of foreign currency translation. 

The increase in operating profit was primarily due to improved 
price realization and higher shipment volumes, partially offset 
by the unfavorable effects of foreign currency exchange, 
increased production costs, higher selling, administrative and 
general expenses and increased warranty costs. The increased 
production costs were due primarily to higher manufacturing 
overhead expenses in support of growth, new products and 
engine emission requirements, partially offset by lower raw 
material costs. The results were also affected by the previously 
mentioned impairment charges for the Water and Landscapes 
operations.

Worldwide Construction and Forestry Operations
The construction and forestry segment had an operating profit 
of $378 million in 2013, compared with $476 million in 2012. 
Net sales decreased 8 percent for the year primarily due to 
lower shipment volumes, partially offset by price realization. 
The decline in operating profit in 2013 was primarily due to 
lower shipment volumes, an unfavorable product mix, increases 
in production costs and higher selling, administrative and 
general expenses, partially offset by improved price realization.

Worldwide Financial Services Operations
The operating profit of the financial services segment was  
$870 million in 2013, compared with $712 million in 2012.  
The results were higher primarily due to growth in the credit 
portfolio and higher crop insurance margins, partially offset  
by increased selling, administrative and general expenses.  
In addition, last year’s results benefited from revenue related  
to wind energy credits. Total revenues of the financial services 
operations, including intercompany revenues, increased  
5 percent in 2013, primarily reflecting the larger portfolio.  
The average balance of receivables and leases financed was 16 
percent higher in 2013, compared with 2012. Interest expense 
decreased 18 percent in 2013 as a result of lower average 
borrowing rates, partially offset by higher average borrowings. 
The financial services operations’ ratio of earnings to fixed 
charges was 2.90 to 1 in 2013, compared with 2.25 to 1 in 2012.

Equipment Operations in U.S. and Canada
The equipment operations in the U.S. and Canada had  
an operating profit of $4,062 million in 2013, compared with 
$3,836 million in 2012. The increase was due primarily to 
improved price realization and higher shipment volumes, 
partially offset by higher production costs, increased warranty 
costs and higher selling, administrative and general expenses. 
The results were also affected by impairment charges for the 
Landscapes and Water operations. Net sales increased 5 percent 
due primarily to price realization and higher shipment volumes. 
The physical volume of sales increased 1 percent, compared 
with 2012.
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Equipment Operations outside U.S. and Canada
The equipment operations outside the U.S. and Canada had  
an operating profit of $996 million in 2013, compared with  
$561 million in 2012. The increase was primarily due to the 
effects of improved price realization and higher shipment 
volumes, partially offset by the unfavorable effects of foreign 
currency exchange, higher selling, administrative and general 
expenses, increased production costs and higher warranty costs. 
The results were also affected by impairment charges for the 
Water operations. Net sales were 4 percent higher primarily 
reflecting price realization and increased shipment volumes, 
partially offset by the effect of foreign currency translation.  
The physical volume of sales increased 3 percent, compared 
with 2012.

MARKET CONDITIONS AND OUTLOOK
Company equipment sales are projected to decrease about  
3 percent for fiscal year 2014 and decrease about 2 percent for 
the first quarter, compared with the same periods in 2013.  
For fiscal year 2014, net income attributable to Deere & Company 
is anticipated to be about $3.3 billion.
Agriculture and Turf. The company’s worldwide sales of 
agriculture and turf equipment are forecast to decrease by  
about 6 percent for fiscal year 2014. The outlook contemplates 
the sale of a majority interest in the Landscapes operations. 
Although commodity prices and farm incomes are expected to 
remain at healthy levels in 2014 by historical standards, they are 
forecast to be lower than in 2013. The company believes the 
decline will have a dampening effect on demand, primarily for 
large farm equipment.

Industry sales for agricultural machinery in the U.S. and 
Canada are forecast to decrease 5 to 10 percent for the year, 
with the decline mainly reflecting lower sales of large equip-
ment such as high horsepower tractors and combines. 

Fiscal year industry sales in the EU28 are forecast to 
decrease about 5 percent due to lower commodity prices and 
farm incomes. In South America, industry sales of tractors  
and combines are projected to decrease 5 to 10 percent from 
strong 2013 levels. Industry sales in the Commonwealth of 
Independent States are expected to decrease slightly for the 
year, while Asian sales are projected to increase slightly. 

In the U.S. and Canada, industry sales of turf and utility  
equipment are expected to increase about 5 percent for 2014, 
reflecting improved market conditions.
Construction and Forestry. The company’s worldwide sales of 
construction and forestry equipment are forecast to increase by 
about 10 percent for 2014. The gain reflects further economic 
recovery and higher housing starts in the U.S. as well as sales 
increases outside the U.S. and Canada. Global forestry sales are 
expected to increase for the year due to general economic 
growth and higher sales in European markets.

Financial Services. Fiscal year 2014 net income attributable  
to Deere & Company for the financial services operations is 
expected to be approximately $600 million. The outlook 
reflects improvement primarily due to continued growth in the 
credit portfolio, partially offset by a projected increase in the 
provision for credit losses from the low level in 2013.
SAFE HARBOR STATEMENT
Safe Harbor Statement under the Private Securities Litigation  
Reform Act of 1995: Statements under “Overview,” “Market 
Conditions and Outlook,” and other forward-looking state-
ments herein that relate to future events, expectations, trends 
and operating periods involve certain factors that are subject to 
change, and important risks and uncertainties that could cause 
actual results to differ materially. Some of these risks and 
uncertainties could affect particular lines of business, while 
others could affect all of the company’s businesses. 

The company’s agricultural equipment business is subject 
to a number of uncertainties including the many interrelated 
factors that affect farmers’ confidence. These factors include 
worldwide economic conditions, demand for agricultural 
products, world grain stocks, weather conditions (including its 
effects on timely planting and harvesting), soil conditions 
(including low subsoil moisture from recent drought conditions), 
harvest yields, prices for commodities and livestock, crop and 
livestock production expenses, availability of transport for crops, 
the growth and sustainability of nonfood uses for some crops 
(including ethanol and biodiesel production), real estate values, 
available acreage for farming, the land ownership policies of 
various governments, changes in government farm programs 
and policies (including those in Argentina, Brazil, China, the 
European Union, India, Russia and the U.S.), international 
reaction to such programs, changes in and effects of crop 
insurance programs, global trade agreements, animal diseases 
and their effects on poultry, beef and pork consumption and 
prices, crop pests and diseases, and the level of farm product 
exports (including concerns about genetically modified 
organisms). 

Factors affecting the outlook for the company’s turf  
and utility equipment include general economic conditions, 
consumer confidence, weather conditions, customer profitabil-
ity, consumer borrowing patterns, consumer purchasing 
preferences, housing starts, infrastructure investment, spending 
by municipalities and golf courses, and consumable input costs. 

General economic conditions, consumer spending 
patterns, real estate and housing prices, the number of housing 
starts and interest rates are especially important to sales of the 
company’s construction and forestry equipment. The levels of 
public and non-residential construction also impact the results 
of the company’s construction and forestry segment. Prices for 
pulp, paper, lumber and structural panels are important to sales 
of forestry equipment. 
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All of the company’s businesses and its reported results are 
affected by general economic conditions in the global markets 
in which the company operates, especially material changes in 
economic activity in these markets; customer confidence in 
general economic conditions; foreign currency exchange rates 
and their volatility, especially fluctuations in the value of the 
U.S. dollar; interest rates; and inflation and deflation rates. 
General economic conditions can affect demand for the 
company’s equipment as well. Uncertainty about and actual 
government spending and taxing could adversely affect the 
economy, employment, consumer and corporate spending,  
and company results.

Customer and company operations and results could be 
affected by changes in weather patterns (including the effects of 
drought conditions in parts of the U.S. and dryer than normal 
conditions in certain other markets); the political and social 
stability of the global markets in which the company operates; 
the effects of, or response to, terrorism and security threats;  
wars and other conflicts and the threat thereof; and the spread 
of major epidemics.

Significant changes in market liquidity conditions and any 
failure to comply with financial covenants in credit agreements 
could impact access to funding and funding costs, which could 
reduce the company’s earnings and cash flows. Financial market 
conditions could also negatively impact customer access to 
capital for purchases of the company’s products and customer 
confidence and purchase decisions; borrowing and repayment 
practices; and the number and size of customer loan delinquen-
cies and defaults. A debt crisis, in Europe or elsewhere, could 
negatively impact currencies, global financial markets, social and 
political stability, funding sources and costs, asset and obligation 
values, customers, suppliers, and company operations and 
results. State debt crises also could negatively impact customers, 
suppliers, demand for equipment, and company operations and 
results. The company’s investment management activities could 
be impaired by changes in the equity and bond markets, which 
would negatively affect earnings. 

Additional factors that could materially affect the com-
pany’s operations, access to capital, expenses and results include 
changes in and the impact of governmental trade, banking, 
monetary and fiscal policies, including financial regulatory 
reform and its effects on the consumer finance industry, 
derivatives, funding costs and other areas, and governmental 
programs, policies and tariffs in particular jurisdictions or for the 
benefit of certain industries or sectors (including protectionist 
and expropriation policies and trade and licensing restrictions 
that could disrupt international commerce); actions by the  
U.S. Federal Reserve Board and other central banks; actions by 
the U.S. Securities and Exchange Commission (SEC), the U.S. 

 

Commodity Futures Trading Commission and other financial 
regulators; actions by environmental, health and safety regula-
tory agencies, including those related to engine emissions (in 
particular Interim Tier 4/Stage IIIb and Final Tier 4/Stage IV 
non-road diesel emission requirements in the U.S. and European 
Union), carbon and other greenhouse gas emissions, noise and 
the risk of climate change; changes in labor regulations; changes 
to accounting standards; changes in tax rates, estimates, and 
regulations and company actions related thereto; compliance 
with U.S. and foreign laws when expanding to new markets; 
and actions by other regulatory bodies including changes in 
laws and regulations affecting the sectors in which the company 
operates. Customer and company operations and results also 
could be affected by changes to GPS radio frequency bands or 
their permitted uses.

Other factors that could materially affect results include 
production, design and technological innovations and difficul-
ties, including capacity and supply constraints and prices;  
the availability and prices of strategically sourced materials, 
components and whole goods; delays or disruptions in the 
company’s supply chain or the loss of liquidity by suppliers;  
the failure of suppliers to comply with laws, regulations and 
company policy pertaining to employment, human rights, 
health, safety, the environment and other ethical business 
practices; start-up of new plants and new products; the success 
of new product initiatives and customer acceptance of new 
products; changes in customer product preferences and sales 
mix whether as a result of changes in equipment design to meet 
government regulations or for other reasons; gaps or limitations 
in rural broadband coverage, capacity and speed needed to 
support technology solutions; oil and energy prices and supplies; 
the availability and cost of freight; actions of competitors in the 
various industries in which the company competes, particularly 
price discounting; dealer practices especially as to levels of new 
and used field inventories; labor relations; acquisitions and 
divestitures of businesses, the integration of new businesses;  
the implementation of organizational changes; difficulties 
related to the conversion and implementation of enterprise 
resource planning systems that disrupt business, negatively 
impact supply or distribution relationships or create higher  
than expected costs; security breaches and other disruptions to 
the company’s information technology infrastructure; changes 
in company declared dividends and common stock issuances 
and repurchases. 

Company results are also affected by changes in the level 
and funding of employee retirement benefits, changes in market 
values of investment assets, the level of interest and discount 
rates, and compensation, retirement and mortality rates which 
impact retirement benefit costs, and significant changes in 
health care costs including those which may result from 
governmental action. 
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The liquidity and ongoing profitability of John Deere 
Capital Corporation (Capital Corporation) and other credit 
subsidiaries depend largely on timely access to capital to meet 
future cash flow requirements and fund operations and the costs 
associated with engaging in diversified funding activities and to 
fund purchases of the company’s products. If market uncertainty 
increases and general economic conditions worsen, funding 
could be unavailable or insufficient. Additionally, customer 
confidence levels may result in declines in credit applications 
and increases in delinquencies and default rates, which could 
materially impact write-offs and provisions for credit losses.  
The failure of reinsurers of the company’s insurance business 
also could materially affect results.

The company’s outlook is based upon assumptions 
relating to the factors described above, which are sometimes 
based upon estimates and data prepared by government agencies. 
Such estimates and data are often revised. The company, except 
as required by law, undertakes no obligation to update or revise 
its outlook, whether as a result of new developments or 
otherwise. Further information concerning the company and  
its businesses, including factors that potentially could materially 
affect the company’s financial results, is included in other filings 
with the SEC. 

2012 COMPARED WITH 2011

CONSOLIDATED RESULTS
Worldwide net income attributable to Deere & Company in 
2012 was $3,065 million, or $7.63 per share diluted ($7.72 
basic), compared with $2,800 million, or $6.63 per share 
diluted ($6.71 basic), in 2011. Net sales and revenues increased 
13 percent to $36,157 million in 2012, compared with $32,013 
million in 2011. Net sales of the equipment operations 
increased 14 percent in 2012 to $33,501 million from $29,466 
million in 2011. The sales increase included improved price 
realization of 4 percent and an unfavorable foreign currency 
translation effect of 3 percent. Net sales in the U.S. and Canada 
increased 20 percent in 2012. Net sales outside the U.S. and 
Canada increased by 5 percent in 2012, which included an 
unfavorable effect of 6 percent for foreign currency translation.

Worldwide equipment operations had an operating profit 
of $4,397 million in 2012, compared with $3,839 million in 
2011. The higher operating profit was primarily due to the 
impact of improved price realization and higher shipment 
volumes, partially offset by higher production and raw material 
costs, unfavorable effects of foreign currency exchange, 
increased research and development expenses, higher selling, 
administrative and general expenses and a goodwill impairment 
charge (see Note 5). The increase in production costs related to  
new products, engine emission requirements and incentive 
compensation expenses.

The equipment operations’ net income was $2,616 million 
in 2012, compared with $2,329 million in 2011. The same 
operating factors mentioned above, as well as an increase in  
the effective tax rate and interest expense affected these results.

Net income of the financial services operations attribut-
able to Deere & Company in 2012 decreased to $460 million, 
compared with $471 million in 2011. The decrease was primarily 
a result of increased selling, administrative and general expenses, 
higher reserves for crop insurance claims and narrower financing 
spreads, partially offset by growth in the credit portfolio and a 
lower provision for credit losses. Additional information is 
presented in the following discussion of the “Worldwide 
Financial Services Operations.”

The cost of sales to net sales ratio for 2012 was 74.6 percent, 
compared with 74.4 percent in 2011. The increase was primarily 
due to higher production costs, increased raw material costs and 
unfavorable effects of foreign currency exchange, partially offset 
by improved price realization.

Finance and interest income increased in 2012 due to a 
larger average credit portfolio, partially offset by lower average 
financing rates. Other income increased primarily as a result of 
an increase in service revenues and insurance premiums and 
fees. Research and development costs increased primarily as a 
result of increased spending in support of new products and 
more stringent emission requirements. Selling, administrative 
and general expenses increased primarily due to growth and 
incentive compensation expenses. Interest expense increased 
due to higher average borrowings, partially offset by lower 
average borrowing rates. Other operating expenses increased 
primarily due to higher crop insurance claims and costs and 
depreciation of equipment on operating leases.

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans.  
The company’s postretirement benefit costs for these plans in 
2012 were $511 million, compared with $603 million in 2011. 
The long-term expected return on plan assets, which is 
reflected in these costs, was an expected gain of 8.0 percent in 
2012 and 2011, or $887 million in 2012 and $906 million in 
2011. The actual return was a gain of $849 million in 2012  
and $695 million in 2011. Total company contributions to the 
plans were $478 million in 2012 and $122 million in 2011, 
which include direct benefit payments for unfunded plans. 
These contributions also included voluntary contributions to 
plan assets of $350 million in 2012. 
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BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS

Worldwide Agriculture and Turf Operations
The agriculture and turf segment had an operating profit of  
$3,921 million in 2012, compared with $3,447 million in 2011. 
Net sales increased 13 percent in 2012 primarily due to higher 
shipment volumes and improved price realization, partially 
offset by the unfavorable effects of foreign currency translation. 
The increase in operating profit was primarily due to higher 
shipment volumes and price realization, partially offset by 
increased production and raw material costs, unfavorable effects 
of foreign currency exchange, increased research and develop-
ment expenses and higher selling, administrative and general 
expenses. The increase in production costs was primarily related 
to new products, engine emission requirements and incentive 
compensation expenses.

Worldwide Construction and Forestry Operations
The construction and forestry segment had an operating profit 
of $476 million in 2012, compared with $392 million in 2011. 
Net sales increased 19 percent in 2012 primarily due to higher 
shipment volumes and improved price realization. The operat-
ing profit improvement in 2012 was primarily due to price 
realization and higher shipment volumes, partially offset by 
increased production and raw material costs, increased research 
and development expenses and higher selling, administrative 
and general expenses. The increase in production costs was 
primarily related to new products, engine emission require-
ments and incentive compensation expenses.

Worldwide Financial Services Operations
The operating profit of the financial services segment was  
$712 million in 2012, compared with $725 million in 2011.  
The decrease in operating profit was primarily due to increased 
selling, administrative and general expenses, higher reserves  
for crop insurance claims and narrower financing spreads, 
partially offset by growth in the credit portfolio and a lower 
provision for credit losses. Total revenues of the financial 
services operations, including intercompany revenues, increased 
3 percent in 2012, primarily reflecting the larger portfolio.  
The average balance of receivables and leases financed was  
10 percent higher in 2012, compared with 2011. Interest expense 
decreased 4 percent in 2012 as a result of lower average 
borrowing rates, partially offset by higher average borrowings. 
The financial services operations’ ratio of earnings to fixed 
charges was 2.25 to 1 in 2012, compared with 2.22 to 1 in 2011.

Equipment Operations in U.S. and Canada
The equipment operations in the U.S. and Canada had an 
operating profit of $3,836 million in 2012, compared with 
$2,898 million in 2011. The increase was due to higher 
shipment volumes and improved price realization, partially 
offset by increased production and raw material costs, increased 
research and development expenses and higher selling, adminis-
trative and general expenses. Net sales increased 20 percent in 
2012 primarily due to higher shipment volumes and price 
realization. The physical volume of sales increased 14 percent, 
compared with 2011.

Equipment Operations outside U.S. and Canada
The equipment operations outside the U.S. and Canada had  
an operating profit of $561 million in 2012, compared with 
$941 million in 2011. The decrease was primarily due to higher 
production and raw material costs, the unfavorable effects of 
foreign currency exchange, increased selling, administrative and 
general expenses and higher research and development expenses, 
partially offset by the effects of higher shipment volumes and 
improved price realization. Net sales were 5 percent higher in 
2012 primarily reflecting increased shipment volumes and price 
realization, partially offset by the effect of foreign currency 
translation. The physical volume of sales increased 7 percent, 
compared with 2011.

CAPITAL RESOURCES AND LIQUIDITY 

The discussion of capital resources and liquidity has been 
organized to review separately, where appropriate, the company’s 
consolidated totals, equipment operations and financial services 
operations.
CONSOLIDATED
Positive cash flows from consolidated operating activities in 
2013 were $3,254 million. This resulted primarily from net 
income adjusted for non-cash provisions, which were partially 
offset by increases in receivables related to sales and inventories, 
excluding non-cash activities. Cash outflows from investing 
activities were $4,821 million in 2013, primarily due to the  
cost of receivables (excluding receivables related to sales) and 
cost of equipment on operating leases exceeding the collections 
of receivables and the proceeds from sales of equipment on 
operating leases by $3,204 million, purchases of property  
and equipment of $1,158 million and purchases exceeding 
maturities and sales of marketable securities by $182 million. 
Cash inflows from financing activities were $407 million in 
2013 primarily due to an increase in borrowings of $2,525 
million, partially offset by repurchases of common stock of 
$1,531 million and dividends paid of $753 million. Cash and 
cash equivalents decreased $1,148 million during 2013.

Over the last three years, operating activities have 
provided an aggregate of $6,748 million in cash. In addition, 
increases in borrowings were $10,874 million, proceeds from 
sales of businesses were $963 million, proceeds from issuance  
of common stock (resulting from the exercise of stock options) 
were $406 million. The aggregate amount of these cash flows 
was used mainly to acquire receivables (excluding receivables 
related to sales) and equipment on operating leases that  
exceeded collections of receivables and the proceeds from sales 
of equipment on operating leases by $7,027 million, repurchase 
common stock of $4,786 million, purchase property and 
equipment of $3,534 million, pay dividends of $2,044 million 
and purchase marketable securities that exceeded proceeds from 
maturities and sales by $1,419 million. Cash and cash equiva-
lents decreased $287 million over the three-year period.

 

20

Deere 2013.indd   20 12/6/13   4:46 PM



The company has access to most global markets at 
reasonable costs and expects to have sufficient sources of global 
funding and liquidity to meet its funding needs. The company’s 
exposures to receivables from customers in European countries 
experiencing economic strains are not significant. Sources of 
liquidity for the company include cash and cash equivalents, 
marketable securities, funds from operations, the issuance of 
commercial paper and term debt, the securitization of retail 
notes (both public and private markets) and committed and 
uncommitted bank lines of credit. The company’s commercial 
paper outstanding at October 31, 2013 and 2012 was $3,162 
million and $1,207 million, respectively, while the total cash 
and cash equivalents and marketable securities position was  
$5,129 million and $6,123 million, respectively. The amount  
of the total cash and cash equivalents and marketable securities 
held by foreign subsidiaries, in which earnings are considered 
indefinitely reinvested, was $559 million and $628 million at 
October 31, 2013 and 2012, respectively.

Lines of Credit. The company also has access to bank  
lines of credit with various banks throughout the world. 
Worldwide lines of credit totaled $6,498 million at October 31, 
2013, $2,939 million of which were unused. For the purpose  
of computing unused credit lines, commercial paper and 
short-term bank borrowings, excluding secured borrowings and 
the current portion of long-term borrowings, were primarily 
considered to constitute utilization. Included in the total credit 
lines at October 31, 2013 were long-term credit facility 
agreements of $2,500 million, expiring in April 2017, and 
$2,500 million, expiring in April 2018. These credit agreements 
require Capital Corporation to maintain its consolidated ratio of 
earnings to fixed charges at not less than 1.05 to 1 for each fiscal 
quarter and the ratio of senior debt, excluding securitization 
indebtedness, to capital base (total subordinated debt and 
stockholder’s equity excluding accumulated other comprehen-
sive income (loss)) at not more than 11 to 1 at the end of any 
fiscal quarter. The credit agreements also require the equipment 
operations to maintain a ratio of total debt to total capital (total 
debt and stockholders’ equity excluding accumulated other 
comprehensive income (loss)) of 65 percent or less at the end of 
each fiscal quarter. Under this provision, the company’s excess 
equity capacity and retained earnings balance free of restriction 
at October 31, 2013 was $9,756 million. Alternatively under 
this provision, the equipment operations had the capacity to 
incur additional debt of $18,119 million at October 31, 2013. 
All of these requirements of the credit agreements have been 
met during the periods included in the consolidated financial 
statements.

Debt Ratings. To access public debt capital markets, the 
company relies on credit rating agencies to assign short-term 
and long-term credit ratings to the company’s securities as an 
indicator of credit quality for fixed income investors. A security 
rating is not a recommendation by the rating agency to buy,  
sell or hold company securities. A credit rating agency may 
change or withdraw company ratings based on its assessment  
of the company’s current and future ability to meet interest and 
principal repayment obligations. Each agency’s rating should  
be evaluated independently of any other rating. Lower credit 

ratings generally result in higher borrowing costs, including 
costs of derivative transactions, and reduced access to debt 
capital markets. The senior long-term and short-term debt 
ratings and outlook currently assigned to unsecured company 
securities by the rating agencies engaged by the company are  
as follows:
 Senior 
 Long-Term Short-Term Outlook

Moody’s Investors
 Service, Inc. .........................  A2 Prime-1 Stable
Standard & Poor’s ..................  A A-1 Stable

Trade accounts and notes receivable primarily arise from 
sales of goods to independent dealers. Trade receivables 
decreased by $41 million in 2013 primarily due to the reclas-
sification of receivables related to the Landscapes operations to 
held for sale and the decrease in construction and forestry 
receivables. The ratio of trade accounts and notes receivable at 
October 31 to fiscal year net sales was 11 percent in 2013 and 
2012. Total worldwide agriculture and turf receivables increased 
$53 million and construction and forestry receivables decreased 
$94 million. The collection period for trade receivables averages 
less than 12 months. The percentage of trade receivables 
outstanding for a period exceeding 12 months was 1 percent 
and 2 percent at October 31, 2013 and 2012, respectively.

Deere & Company’s stockholders’ equity was $10,266 
million at October 31, 2013, compared with $6,842 million  
at October 31, 2012. The increase of $3,424 million resulted 
from net income attributable to Deere & Company of $3,537 
million, a change in the retirement benefits adjustment of 
$1,950 million and an increase in common stock of $172 
million, which were partially offset by an increase in treasury 
stock of $1,397 million, dividends declared of $767 million,  
and a change in the cumulative translation adjustment of  
$71 million.

EQUIPMENT OPERATIONS
The company’s equipment businesses are capital intensive and 
are subject to seasonal variations in financing requirements for 
inventories and certain receivables from dealers. The equipment 
operations sell a significant portion of their trade receivables  
to financial services. To the extent necessary, funds provided 
from operations are supplemented by external financing sources.

Cash provided by operating activities of the equipment 
operations during 2013, including intercompany cash flows,  
was $4,669 million primarily due to net income adjusted for 
non-cash provisions and an increase in accounts payable and 
accrued expenses.

Over the last three years, these operating activities, 
including intercompany cash flows, have provided an aggregate 
of $10,615 million in cash.

Trade receivables held by the equipment operations 
decreased by $218 million during 2013. The equipment 
operations sell a significant portion of their trade receivables  
to financial services (see previous consolidated discussion).
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Inventories decreased by $235 million in 2013 primarily 
due to the reclassification of inventories related to the 
Landscapes operations to held for sale (see Note 4). Most of 
these inventories are valued on the last-in, first-out (LIFO) 
method. The ratios of inventories on a first-in, first-out (FIFO) 
basis (see Note 15), which approximates current cost, to fiscal 
year cost of sales were 25 percent and 26 percent at October 31, 
2013 and 2012, respectively.

Total interest-bearing debt of the equipment operations 
was $5,951 million at the end of 2013, compared with $5,870 
million at the end of 2012 and $3,696 million at the end of 2011. 
The ratio of total debt to total capital (total interest-bearing 
debt and stockholders’ equity) at the end of 2013, 2012 and 
2011 was 37 percent, 46 percent and 35 percent, respectively.

Property and equipment cash expenditures for the 
equipment operations in 2013 were $1,155 million, compared 
with $1,316 million in 2012. Capital expenditures in 2014 are 
estimated to be $1,200 million.

FINANCIAL SERVICES
The financial services operations rely on their ability to  
raise substantial amounts of funds to finance their receivable  
and lease portfolios. Their primary sources of funds for this 
purpose are a combination of commercial paper, term debt, 
securitization of retail notes, equity capital and borrowings  
from Deere & Company.

The cash provided by operating activities and financing 
activities was used primarily for investing activities. Cash flows 
from the financial services’ operating activities, including 
intercompany cash flows, were $1,244 million in 2013.  
Cash used by investing activities totaled $5,845 million in 2013, 
primarily due to the cost of receivables (excluding trade and 
wholesale) and cost of equipment on operating leases exceeding 
collections of these receivables and the proceeds from sales of 
equipment on operating leases by $4,523 million and an increase 
in trade receivables and wholesale notes of $1,153 million.  
Cash provided by financing activities totaled $4,321 million in 
2013, representing primarily an increase in external borrowings 
of $2,397 million, borrowings from Deere & Company of $2,007 
million and capital investment from Deere & Company of  
$122 million, partially offset by dividends paid of $186 million 
to Deere & Company. Cash and cash equivalents decreased 
$264 million.

Over the last three years, the operating activities, including 
intercompany cash flows, have provided $3,186 million in cash. 
In addition, an increase in total borrowings of $10,707 million 
and capital investment from Deere & Company of $455 million 
provided cash inflows. These amounts have been used mainly 
to fund receivables (excluding trade and wholesale) and 
equipment on operating lease acquisitions, which exceeded 
collections and the proceeds from sales of equipment on 
operating leases by $10,275 million, fund an increase in trade 
receivables and wholesale notes of $3,233 million and pay 
dividends to Deere & Company of $570 million. Cash and cash 
equivalents increased $39 million over the three-year period.

Receivables and equipment on operating leases increased 
by $4,851 million in 2013, compared with 2012. Total acquisi-
tion volumes of receivables (excluding trade and wholesale notes) 
and cost of equipment on operating leases increased 14 percent 
in 2013, compared with 2012. The volumes of operating leases, 
retail notes and financing leases increased approximately 34 
percent, 19 percent and 6 percent, respectively, while revolving 
charge accounts remained about the same and operating loans 
decreased 52 percent due to lower market coverage. The amount 
of wholesale notes increased 23 percent and trade receivables 
increased 6 percent during 2013. At October 31, 2013 and 
2012, net receivables and leases administered, which include 
receivables administered but not owned, were $36,559 million 
and $31,746 million, respectively.

Total external interest-bearing debt of the financial 
services operations was $28,524 million at the end of 2013, 
compared with $26,551 million at the end of 2012 and $22,894 
million at the end of 2011. Total external borrowings have 
changed generally corresponding with the level of the receivable 
and lease portfolio, the level of cash and cash equivalents, the 
change in payables owed to Deere & Company and the change 
in investment from Deere & Company. The financial services 
operations’ ratio of total interest-bearing debt to total stock-
holder’s equity was 7.3 to 1 at the end of 2013, 7.2 to 1 at the 
end of 2012 and 7.5 to 1 at the end of 2011.

The Capital Corporation has a revolving credit  
agreement to utilize bank conduit facilities to securitize retail 
notes (see Note 13). At October 31, 2013, the facility had a 
total capacity, or “financing limit,” of up to $3,000 million of 
secured financings at any time. The facility was renewed in 
November 2013 for the same capacity. After a three-year 
revolving period, unless the banks and Capital Corporation 
agree to renew, Capital Corporation would liquidate the 
secured borrowings over time as payments on the retail notes 
are collected. At October 31, 2013, $1,563 million of short-
term securitization borrowings was outstanding under the 
agreement.

During 2013, the financial services operations issued  
$2,789 million and retired $2,255 million of retail note securiti-
zation borrowings. During 2013, the financial services operations 
also issued $4,451 million and retired $4,767 million of 
long-term borrowings. The long-term borrowing retirements 
included $650 million of 5.10% Debentures due in January 
2013. The remaining issuances and retirements were primarily 
medium-term notes.

OFF-BALANCE-SHEET ARRANGEMENTS

At October 31, 2013, the company had approximately  
$270 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing  
of John Deere equipment. The company may recover a portion 
of any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables.  
The maximum remaining term of the receivables guaranteed at 
October 31, 2013 was approximately seven years.
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AGGREGATE CONTRACTUAL OBLIGATIONS

The payment schedule for the company’s contractual obligations 
at October 31, 2013 in millions of dollars is as follows: 

    Less   More
    than 2&3 4&5 than
   Total 1 year years years 5 years

On-balance-sheet
Debt*
 Equipment operations .....  $ 5,967 $ 1,081 $ 477 $ 51 $ 4,358
 Financial services** .......   28,287  9,870  9,777  5,521  3,119 

  Total .........................   34,254  10,951  10,254  5,572  7,477
Interest relating to debt*** ..   4,940  650  946  745  2,599
Accounts payable ..............   3,128  2,998  89  38  3
Capital leases ....................   37  23  9  3  2

Off-balance-sheet
Purchase obligations ..........   3,487  3,444  43    
Operating leases ................   413  130  156  79  48

Total .................................. $ 46,259 $ 18,196 $ 11,497 $ 6,437 $ 10,129

* Principal payments.
** Securitization borrowings of $4,109 million classified as short-term on the balance 

sheet related to the securitization of retail notes are included in this table based on 
the expected payment schedule (see Note 18).

*** Includes projected payments related to interest rate swaps.

The previous table does not include unrecognized tax 
benefit liabilities of approximately $272 million at October 31, 
2013 since the timing of future payments is not reasonably 
estimable at this time (see Note 8). For additional information 
regarding pension and other postretirement employee benefit 
obligations, short-term borrowings, long-term borrowings and 
lease obligations, see Notes 7, 18, 20 and 21, respectively.

CRITICAL ACCOUNTING POLICIES

The preparation of the company’s consolidated financial 
statements in conformity with accounting principles generally 
accepted in the U.S. requires management to make estimates 
and assumptions that affect reported amounts of assets, liabilities, 
revenues and expenses. Changes in these estimates and assump-
tions could have a significant effect on the financial statements. 
The accounting policies below are those management believes 
are the most critical to the preparation of the company’s financial 
statements and require the most difficult, subjective or complex 
judgments. The company’s other accounting policies are 
described in the Notes to the Consolidated Financial Statements.

Sales Incentives
At the time a sale to a dealer is recognized, the company records 
an estimate of the future sales incentive costs for allowances and 
financing programs that will be due when the dealer sells the 
equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes. The final cost of these programs 
and the amount of accrual required for a specific sale are fully 
determined when the dealer sells the equipment to the retail 
customer. This is due to numerous programs available at any 
particular time and new programs that may be announced after 

the company records the sale. Changes in the mix and types of 
programs affect these estimates, which are reviewed quarterly.

The sales incentive accruals at October 31, 2013, 2012 
and 2011 were $1,531 million, $1,453 million and $1,122 
million, respectively. The increase in 2013 and 2012 were 
primarily due to higher sales volumes.

The estimation of the sales incentive accrual is impacted 
by many assumptions. One of the key assumptions is the 
historical percent of sales incentive costs to retail sales from 
dealers. Over the last five fiscal years, this percent has varied  
by an average of approximately plus or minus .7 percent, 
compared to the average sales incentive costs to retail sales 
percent during that period. Holding other assumptions constant, 
if this estimated cost experience percent were to increase or 
decrease .7 percent, the sales incentive accrual at October 31, 
2013 would increase or decrease by approximately $60 million.

Product Warranties
At the time a sale to a dealer is recognized, the company 
records the estimated future warranty costs. The company 
generally determines its total warranty liability by applying 
historical claims rate experience to the estimated amount of 
equipment that has been sold and is still under warranty based 
on dealer inventories and retail sales. The historical claims rate 
is primarily determined by a review of five-year claims costs  
and consideration of current quality developments. Variances in 
claims experience and the type of warranty programs affect 
these estimates, which are reviewed quarterly.

The product warranty accruals, excluding extended 
warranty unamortized premiums, at October 31, 2013, 2012 
and 2011 were $822 million, $733 million and $662 million, 
respectively. The changes were primarily due to higher sales 
volumes in 2013 and 2012.

Estimates used to determine the product warranty accruals 
are significantly affected by the historical percent of warranty 
claims costs to sales. Over the last five fiscal years, this percent 
has varied by an average of approximately plus or minus .08 
percent, compared to the average warranty costs to sales percent 
during that period. Holding other assumptions constant, if this 
estimated cost experience percent were to increase or decrease  
.08 percent, the warranty accrual at October 31, 2013 would 
increase or decrease by approximately $35 million.

Postretirement Benefit Obligations
Pension obligations and other postretirement employee  
benefit (OPEB) obligations are based on various assumptions 
used by the company’s actuaries in calculating these amounts. 
These assumptions include discount rates, health care cost trend 
rates, expected return on plan assets, compensation increases, 
retirement rates, mortality rates and other factors. Actual results 
that differ from the assumptions and changes in assumptions 
affect future expenses and obligations.
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Based on this testing, the company identified a reporting 
unit in 2012 for which the goodwill was impaired. In the  
fourth quarter of 2012, the company recorded a non-cash 
charge in cost of sales of $33 million pretax, or $31 million 
after-tax. The charge was associated with a reporting unit 
included in the agriculture and turf operating segment. The key 
factor contributing to the impairment was a decline in the 
reporting unit’s forecasted financial performance (see Note 5).

A 10 percent decrease in the estimated fair value of the 
company’s reporting units not being held for sale would have 
had no impact on the carrying value of goodwill at the annual 
measurement date in 2013.

Allowance for Credit Losses
The allowance for credit losses represents an estimate of  
the losses inherent in the company’s receivable portfolio.  
The level of the allowance is based on many quantitative  
and qualitative factors, including historical loss experience  
by product category, portfolio duration, delinquency trends, 
economic conditions and credit risk quality. The adequacy  
of the allowance is assessed quarterly. Different assumptions or 
changes in economic conditions would result in changes to the 
allowance for credit losses and the provision for credit losses.

The total allowance for credit losses at October 31, 2013, 
2012 and 2011 was $240 million, $243 million and $269 million, 
respectively. The allowance was approximately the same in 
2013, compared to 2012. The decrease in 2012, compared to 
2011, was primarily due to decreases in loss experience. 

The assumptions used in evaluating the company’s 
exposure to credit losses involve estimates and significant 
judgment. The historical loss experience on the receivable 
portfolio represents one of the key assumptions involved in 
determining the allowance for credit losses. Over the last five 
fiscal years, this percent has varied by an average of approxi-
mately plus or minus .28 percent, compared to the average  
loss experience percent during that period. Holding other 
assumptions constant, if this estimated loss experience on the 
receivable portfolio were to increase or decrease .28 percent, 
the allowance for credit losses at October 31, 2013 would 
increase or decrease by approximately $95 million.

Operating Lease Residual Values
The carrying value of equipment on operating leases is affected 
by the estimated fair values of the equipment at the end of the 
lease (residual values). Upon termination of the lease, the 
equipment is either purchased by the lessee or sold to a third 
party, in which case the company may record a gain or a loss 
for the difference between the estimated residual value and the 
sales price. The residual values are dependent on current 
economic conditions and are reviewed quarterly. Changes in 
residual value assumptions would affect the amount of deprecia-
tion expense and the amount of investment in equipment on 
operating leases.

The total operating lease residual values at October 31, 
2013, 2012 and 2011 were $2,115 million, $1,676 million and  
$1,425 million, respectively. The changes in 2013 and 2012 
were primarily due to the increasing levels of operating leases. 

 

The pension assets, net of pension liabilities, recognized 
on the balance sheet at October 31, 2013 were $40 million. 
The pension liabilities, net of pension assets, at October 31, 
2012 and 2011 were $1,817 million and $1,373 million, 
respectively. The increase in pension net assets in 2013 was 
primarily due to the return on plan assets and increases in 
discount rates, partially offset by interest on the liabilities.  
The increase in pension net liabilities in 2012 was primarily  
due to decreases in discount rates and interest on the liabilities, 
partially offset by the return on plan assets. The OPEB liabilities, 
net of OPEB assets, on these same dates were $4,769 million, 
$5,736 million and $5,193 million, respectively. The decrease 
in the OPEB net liabilities in 2013 was primarily due to 
increases in discount rates and favorable claims experience, 
partially offset by interest on the liabilities. The increase in  
2012 was primarily due to the decreases in discount rates and 
interest on the liabilities.

The effect of hypothetical changes to selected assumptions 
on the company’s major U.S. retirement benefit plans would be 
as follows in millions of dollars:

  October 31, 2013 2014  ______________  _________
  Increase Increase
 Percentage (Decrease) (Decrease)
Assumptions Change PBO/APBO* Expense

Pension
Discount rate** ................... +/-.5 $ (520)/551 $ (29)/27
Expected return
 on assets ....................... +/-.5    (46)/46
OPEB
Discount rate** ................... +/-.5  (326)/360  (12)/19
Expected return 
 on assets ....................... +/-.5    (5)/5
Health care cost
 trend rate** .................... +/-1.0  703/(558)  98/(62)

* Projected benefit obligation (PBO) for pension plans and accumulated postretirement 
benefit obligation (APBO) for OPEB plans.

** Pretax impact on service cost, interest cost and amortization of gains or losses.

Goodwill
Goodwill is not amortized and is tested for impairment annually 
and when events or circumstances change such that it is more 
likely than not that the fair value of a reporting unit is reduced 
below its carrying amount. The end of the third quarter is the 
annual measurement date. To test for goodwill impairment,  
the carrying value of each reporting unit is compared with its 
fair value. If the carrying value of the goodwill is considered 
impaired, a loss is recognized based on the amount by which the 
carrying value exceeds the implied fair value of the goodwill.

An estimate of the fair value of the reporting unit is 
determined through a combination of comparable market values 
for similar businesses and discounted cash flows. These estimates 
can change significantly based on such factors as the reporting 
unit’s financial performance, economic conditions, interest 
rates, growth rates, pricing, changes in business strategies and 
competition.
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Estimates used in determining end of lease market values 
for equipment on operating leases significantly impact the 
amount and timing of depreciation expense. If future market 
values for this equipment were to decrease 10 percent from  
the company’s present estimates, the total impact would be  
to increase the company’s annual depreciation for equipment 
on operating leases by approximately $95 million.

FINANCIAL INSTRUMENT MARKET RISK INFORMATION

The company is naturally exposed to various interest rate and 
foreign currency risks. As a result, the company enters into 
derivative transactions to manage certain of these exposures that 
arise in the normal course of business and not for the purpose  
of creating speculative positions or trading. The company’s 
financial services manage the relationship of the types and 
amounts of their funding sources to their receivable and lease 
portfolio in an effort to diminish risk due to interest rate and 
foreign currency fluctuations, while responding to favorable 
financing opportunities. Accordingly, from time to time, these 
operations enter into interest rate swap agreements to manage 
their interest rate exposure. The company also has foreign 
currency exposures at some of its foreign and domestic opera-
tions related to buying, selling and financing in currencies other 
than the functional currencies. The company has entered into 
agreements related to the management of these foreign currency 
transaction risks.

Interest Rate Risk
Quarterly, the company uses a combination of cash flow models 
to assess the sensitivity of its financial instruments with interest 
rate exposure to changes in market interest rates. The models 
calculate the effect of adjusting interest rates as follows.  
Cash flows for financing receivables are discounted at the 
current prevailing rate for each receivable portfolio. Cash flows 
for marketable securities are primarily discounted at the 
applicable benchmark yield curve plus market credit spreads. 
Cash flows for unsecured borrowings are discounted at the 
applicable benchmark yield curve plus market credit spreads for 
similarly rated borrowers. Cash flows for securitized borrowings 
are discounted at the swap yield curve plus a market credit 
spread for similarly rated borrowers. Cash flows for interest rate 
swaps are projected and discounted using forward rates from the 
swap yield curve at the repricing dates. The net loss in these 
financial instruments’ fair values which would be caused by 
decreasing the interest rates by 10 percent from the market rates 
at October 31, 2013 would have been approximately $14 million. 
The net loss from decreasing the interest rates by 10 percent at 
October 31, 2012 would have been approximately $33 million.

Foreign Currency Risk
In the equipment operations, the company’s practice is to hedge 
significant currency exposures. Worldwide foreign currency 
exposures are reviewed quarterly. Based on the equipment 
operations’ anticipated and committed foreign currency cash 
inflows, outflows and hedging policy for the next twelve 
months, the company estimates that a hypothetical 10 percent 
weakening of the U.S. dollar relative to other currencies 
through 2014 would decrease the 2014 expected net cash 
inflows by $10 million. At October 31, 2012, a hypothetical  
10 percent weakening of the U.S. dollar under similar assump-
tions and calculations indicated a potential $68 million adverse 
effect on the 2013 net cash inflows.

In the financial services operations, the company’s  
policy is to hedge the foreign currency risk if the currency of 
the borrowings does not match the currency of the receivable 
portfolio. As a result, a hypothetical 10 percent adverse change 
in the value of the U.S. dollar relative to all other foreign 
currencies would not have a material effect on the financial 
services cash flows.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING
The management of Deere & Company is responsible for 
establishing and maintaining adequate internal control over 
financial reporting. Deere & Company’s internal control system 
was designed to provide reasonable assurance regarding the 
preparation and fair presentation of published financial statements 
in accordance with generally accepted accounting principles.

All internal control systems, no matter how well designed, 
have inherent limitations. Therefore, even those systems 
determined to be effective can provide only reasonable assurance 
with respect to financial statement preparation and presentation 
in accordance with generally accepted accounting principles.

Management assessed the effectiveness of the company’s 
internal control over financial reporting as of October 31, 2013, 
using the criteria set forth in Internal Control – Integrated 
Framework (1992) issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. Based on that 
assessment, management believes that, as of October 31, 2013, 
the company’s internal control over financial reporting was 
effective.

The company’s independent registered public accounting 
firm has issued an audit report on the effectiveness of the 
company’s internal control over financial reporting. This report 
appears below.

December 16, 2013

REPORT OF INDEPENDENT  
REGISTERED PUBLIC ACCOUNTING FIRM
Deere & Company:
We have audited the accompanying consolidated balance sheets 
of Deere & Company and subsidiaries (the “Company”) as of 
October 31, 2013 and 2012, and the related statements of 
consolidated income, comprehensive income, changes in 
consolidated stockholders’ equity, and consolidated cash flows 
for each of the three years in the period ended October 31, 
2013. We also have audited the Company’s internal control 
over financial reporting as of October 31, 2013, based on 
criteria established in Internal Control - Integrated Framework 
(1992) issued by the Committee of Sponsoring Organizations  
of the Treadway Commission. The Company’s management  
is responsible for these financial statements, for maintaining 
effective internal control over financial reporting, and for its 
assessment of the effectiveness of internal control over financial 
reporting, included in the accompanying Management’s Report 
on Internal Control Over Financial Reporting. Our responsi-
bility is to express an opinion on these financial statements and 
an opinion on the Company’s internal control over financial 
reporting based on our audits.

We conducted our audits in accordance with the  
standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement and 
whether effective internal control over financial reporting was 
maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial state-
ments, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall 
financial statement presentation. Our audit of internal control 

over financial reporting included obtaining an understanding  
of internal control over financial reporting, assessing the risk 
that a material weakness exists, and testing and evaluating the 
design and operating effectiveness of internal control based on 
the assessed risk. Our audits also included performing such other 
procedures as we considered necessary in the circumstances.  
We believe that our audits provide a reasonable basis for our 
opinions.

A company’s internal control over financial reporting is a 
process designed by, or under the supervision of, the company’s 
principal executive and principal financial officers, or persons 
performing similar functions, and effected by the company’s 
board of directors, management, and other personnel to provide 
reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted 
accounting principles. A company’s internal control over 
financial reporting includes those policies and procedures that 
(1) pertain to the maintenance of records that, in reasonable 
detail, accurately and fairly reflect the transactions and  
dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expendi-
tures of the company are being made only in accordance with 
authorizations of management and directors of the company; 
and (3) provide reasonable assurance regarding prevention or 
timely detection of unauthorized acquisition, use, or disposition 
of the company’s assets that could have a material effect on the 
financial statements.

Because of the inherent limitations of internal control 
over financial reporting, including the possibility of collusion  
or improper management override of controls, material 
misstatements due to error or fraud may not be prevented or 
detected on a timely basis. Also, projections of any evaluation  
of the effectiveness of the internal control over financial 
reporting to future periods are subject to the risk that the controls 
may become inadequate because of changes in conditions, or 
that the degree of compliance with the policies or procedures 
may deteriorate.

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, the 
financial position of the Company as of October 31, 2013 and 
2012, and the results of their operations and their cash flows for 
each of the three years in the period ended October 31, 2013, 
in conformity with accounting principles generally accepted in 
the United States of America. Also in our opinion, the Company 
maintained, in all material respects, effective internal control 
over financial reporting as of October 31, 2013, based on the 
criteria established in Internal Control – Integrated Framework 
(1992) issued by the Committee of Sponsoring Organizations of 
the Treadway Commission.

Deloitte & Touche LLP
Chicago, Illinois
December 16, 2013
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STATEMENT OF CONSOLIDATED INCOME
For the Years Ended October 31, 2013, 2012 and 2011
( In millions of dollars)

 2013 2012 2011  _______   _______   _______
Net Sales and Revenues
Net sales ....................................................................................................................................................  $ 34,997.9 $ 33,500.9 $ 29,466.1
Finance and interest income .......................................................................................................................   2,115.1  1,981.3  1,922.6
Other income .............................................................................................................................................   682.4  674.9   623.8

 Total  .....................................................................................................................................................   37,795.4  36,157.1   32,012.5

Costs and Expenses
Cost of sales ..............................................................................................................................................   25,667.3  25,007.8  21,919.4
Research and development expenses ..........................................................................................................   1,477.3  1,433.6  1,226.2
Selling, administrative and general expenses ...............................................................................................   3,605.5  3,417.0  3,168.7
Interest expense .........................................................................................................................................   741.3  782.8  759.4
Other operating expenses ...........................................................................................................................   820.6  781.5   716.0

 Total  .....................................................................................................................................................   32,312.0  31,422.7   27,789.7

Income of Consolidated Group before Income Taxes ..........................................................................   5,483.4  4,734.4  4,222.8
Provision for income taxes ..........................................................................................................................   1,945.9  1,659.4   1,423.6

Income of Consolidated Group...............................................................................................................   3,537.5  3,075.0  2,799.2
Equity in income (loss) of unconsolidated affiliates .......................................................................................   .1  (3.4)  8.6

Net Income ..............................................................................................................................................   3,537.6  3,071.6  2,807.8
 Less: Net income attributable to noncontrolling interests ..........................................................................   .3  6.9   7.9

Net Income Attributable to Deere & Company ......................................................................................  $ 3,537.3 $ 3,064.7  $ 2,799.9

Per Share Data
Basic .........................................................................................................................................................  $ 9.18 $ 7.72 $ 6.71
Diluted .......................................................................................................................................................  $ 9.09 $ 7.63 $ 6.63
Dividends declared .....................................................................................................................................  $ 1.99 $ 1.79 $ 1.52

Average Shares Outstanding
Basic .........................................................................................................................................................   385.3  397.1  417.4
Diluted .......................................................................................................................................................   389.2  401.5  422.4

The notes to consolidated financial statements are an integral part of this statement.

Deere & Company
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Deere & Company
STATEMENT OF CONSOLIDATED COMprEhENSIvE INCOME
For the Years Ended October 31, 2013, 2012 and 2011
( In millions of dollars)

 2013 2012 2011  _______  _______   ________
Net Income ..............................................................................................................................................  $ 3,537.6  $ 3,071.6  $ 2,807.8 

Other Comprehensive Income (Loss), Net of Income Taxes
 Retirement benefits adjustment...............................................................................................................   1,950.0  (623.6)  (338.4)
 Cumulative translation adjustment ...........................................................................................................   (70.9)  (270.0)  17.8
 Unrealized gain (loss) on derivatives ........................................................................................................   10.7  (5.1)  20.9
 Unrealized gain (loss) on investments ......................................................................................................   (11.3)  4.9   1.3 

Other Comprehensive Income (Loss), Net of Income Taxes ..................................................................   1,878.5   (893.8)  (298.4)

Comprehensive Income of Consolidated Group ...................................................................................   5,416.1  2,177.8  2,509.4
Less: Comprehensive income attributable to 
  noncontrolling interests .....................................................................................................................   .4   6.6   7.9 

Comprehensive Income Attributable to Deere & Company .................................................................  $ 5,415.7  $ 2,171.2  $ 2,501.5 

The notes to consolidated financial statements are an integral part of this statement.
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Deere & Company
CONSOLIDATED BALANCE ShEET
As of October 31, 2013 and 2012
( In millions of dollars except per share amounts)

 2013 2012  _________   _________

ASSETS
Cash and cash equivalents..................................................................................................................................... $ 3,504.0 $ 4,652.2
Marketable securities ............................................................................................................................................  1,624.8  1,470.4
Receivables from unconsolidated affiliates ..............................................................................................................  31.2  59.7
Trade accounts and notes receivable - net ..............................................................................................................  3,758.2  3,799.1
Financing receivables - net ....................................................................................................................................  25,632.7  22,159.1
Financing receivables securitized - net ...................................................................................................................  4,153.1  3,617.6
Other receivables ..................................................................................................................................................  1,464.0  1,790.9
Equipment on operating leases - net ......................................................................................................................  3,152.2  2,527.8
Inventories ............................................................................................................................................................  4,934.7  5,170.0
Property and equipment - net ................................................................................................................................  5,466.9  5,011.9
Investments in unconsolidated affiliates ..................................................................................................................  221.4  215.0
Goodwill ................................................................................................................................................................  844.8  921.2
Other intangible assets - net ..................................................................................................................................  77.1  105.0
Retirement benefits ...............................................................................................................................................  551.1  20.2
Deferred income taxes ...........................................................................................................................................  2,325.4  3,280.4
Other assets ..........................................................................................................................................................  1,274.7  1,465.3 
Assets held for sale ...............................................................................................................................................  505.0   

Total Assets ........................................................................................................................................................ $ 59,521.3 $ 56,265.8 

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES
Short-term borrowings ........................................................................................................................................... $ 8,788.9 $ 6,392.5
Short-term securitization borrowings ......................................................................................................................  4,109.1  3,574.8
Payables to unconsolidated affiliates ......................................................................................................................  106.9  135.2
Accounts payable and accrued expenses ................................................................................................................  8,973.6  8,988.9
Deferred income taxes ...........................................................................................................................................  160.3  164.4
Long-term borrowings ...........................................................................................................................................  21,577.7  22,453.1
Retirement benefits and other liabilities ..................................................................................................................  5,416.7  7,694.9 
Liabilities held for sale ...........................................................................................................................................  120.4   

   Total liabilities ...........................................................................................................................................  49,253.6  49,403.8 

Commitments and contingencies (Note 22)

STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized – 1,200,000,000 shares;
 issued – 536,431,204 shares in 2013 and 2012), at paid-in amount ..................................................................  3,524.2  3,352.2
Common stock in treasury, 162,628,440 shares in 2013 and 148,625,875 shares in 2012, at cost.........................  (10,210.9)  (8,813.8)
Retained earnings ..................................................................................................................................................  19,645.6  16,875.2
Accumulated other comprehensive income (loss) ....................................................................................................  (2,693.1)  (4,571.5)

Total Deere & Company stockholders’ equity ..........................................................................................................  10,265.8  6,842.1
Noncontrolling interests .........................................................................................................................................  1.9  19.9 

  Total stockholders’ equity ..............................................................................................................................  10,267.7  6,862.0 

Total Liabilities and Stockholders’ Equity ....................................................................................................... $ 59,521.3 $ 56,265.8 

The notes to consolidated financial statements are an integral part of this statement.
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STATEMENT OF CONSOLIDATED CASh FLOWS
For the Years Ended October 31, 2013, 2012 and 2011
( In millions of dollars)

 2013 2012 2011  _________  ________  ________
Cash Flows from Operating Activities
Net income .................................................................................................................................................  $ 3,537.6 $ 3,071.6 $ 2,807.8
Adjustments to reconcile net income to net cash provided by operating activities:
 Provision for credit losses .......................................................................................................................   20.5  5.1  13.5
 Provision for depreciation and amortization ..............................................................................................   1,140.3  1,004.2  914.9
 Impairment charges ................................................................................................................................   102.0  33.4  
 Share-based compensation expense .......................................................................................................   80.7  74.5  69.0
 Undistributed earnings of unconsolidated affiliates ...................................................................................   9.1  1.8  11.1
 Credit for deferred income taxes .............................................................................................................   (172.6)  (91.8)  (168.0)
 Changes in assets and liabilities:
  Trade, notes and financing receivables related to sales .........................................................................   (1,510.2)  (1,901.6)  (808.9)
  Insurance receivables .........................................................................................................................   263.4  (338.5)  (300.1)
  Inventories .........................................................................................................................................   (728.4)  (1,510.2)  (1,730.5)
  Accounts payable and accrued expenses .............................................................................................   217.1  1,061.8  1,287.0
  Accrued income taxes payable/receivable ...........................................................................................   80.4  (72.3)  1.2
  Retirement benefits ............................................................................................................................   262.0  63.3  495.3
 Other .....................................................................................................................................................   (47.6)  (233.6)  (266.0)

   Net cash provided by operating activities.........................................................................................   3,254.3   1,167.7   2,326.3 

Cash Flows from Investing Activities
Collections of receivables (excluding receivables related to sales) .................................................................   14,088.0  13,064.9  12,151.4
Proceeds from maturities and sales of marketable securities ........................................................................   843.9  240.3  32.4
Proceeds from sales of equipment on operating leases ................................................................................   936.7  799.5  683.4
Proceeds from sales of businesses, net of cash sold ....................................................................................   22.0  30.2  911.1
Cost of receivables acquired (excluding receivables related to sales) .............................................................   (17,011.7)  (15,139.0)  (13,956.8)
Purchases of marketable securities .............................................................................................................   (1,026.3)  (922.2)  (586.9)
Purchases of property and equipment .........................................................................................................   (1,158.4)  (1,319.2)  (1,056.6)
Cost of equipment on operating leases acquired ..........................................................................................   (1,216.9)  (801.8)  (624.2)
Acquisitions of businesses, net of cash acquired ..........................................................................................   (83.5)    (60.8)
Other .........................................................................................................................................................   (214.5)  43.2   (113.7)

   Net cash used for investing activities ..............................................................................................   (4,820.7)  (4,004.1)  (2,620.7)

Cash Flows from Financing Activities
Increase (decrease) in total short-term borrowings .......................................................................................   2,749.4  894.9  (226.1)
Proceeds from long-term borrowings ...........................................................................................................   4,734.0  10,642.0  5,655.0
Payments of long-term borrowings ..............................................................................................................   (4,958.5)  (5,396.0)  (3,220.8)
Proceeds from issuance of common stock ...................................................................................................   174.5  61.0  170.0
Repurchases of common stock ...................................................................................................................   (1,531.4)  (1,587.7)  (1,667.0)
Dividends paid ............................................................................................................................................   (752.9)  (697.9)  (593.1)
Excess tax benefits from share-based compensation ...................................................................................   50.7  30.1  70.1
Other .........................................................................................................................................................   (59.3)  (66.2)  (48.5)

   Net cash provided by financing activities .........................................................................................   406.5   3,880.2  139.6

Effect of Exchange Rate Changes on Cash and Cash Equivalents ......................................................   11.7   (38.8)  11.4

Net Increase (Decrease) in Cash and Cash Equivalents ......................................................................   (1,148.2)  1,005.0  (143.4)
Cash and Cash Equivalents at Beginning of Year .................................................................................   4,652.2   3,647.2  3,790.6

Cash and Cash Equivalents at End of Year............................................................................................  $ 3,504.0  $ 4,652.2 $ 3,647.2

The notes to consolidated financial statements are an integral part of this statement.

Deere & Company
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Deere & Company
STATEMENT OF ChANGES IN CONSOLIDATED STOCKhOLDErS’ EQUITY
For the Years Ended October 31, 2011, 2012 and 2013
( In millions of dollars)

 Deere & Company Stockholders

        Accumulated 
    Total    Other Non-
    Stockholders’ Common Treasury Retained Comprehensive controlling
    Equity Stock Stock Earnings Income (Loss) Interests            

Balance October 31, 2010 ........................................... $ 6,303.4   $ 3,106.3 $ (5,789.5) $ 12,353.1  $ (3,379.6) $ 13.1  

Net income .....................................................................  2,807.8      2,799.9    7.9
Other comprehensive loss ...............................................  (298.4)        (298.4)
Repurchases of common stock .......................................  (1,667.0)    (1,667.0)
Treasury shares reissued ................................................  163.7    163.7
Dividends declared .........................................................  (638.0)      (633.5)    (4.5)
Stock options and other ..................................................  143.4    145.4      (.1)    (1.9)

Balance October 31, 2011 ...........................................  6,814.9   3,251.7  (7,292.8)  14,519.4   (3,678.0)  14.6 

Net income .....................................................................  3,071.6      3,064.7    6.9
Other comprehensive loss ...............................................  (893.8)        (893.5)  (.3)
Repurchases of common stock .......................................  (1,587.7)    (1,587.7)
Treasury shares reissued ................................................  66.7    66.7
Dividends declared .........................................................  (709.2)      (708.9)    (.3)
Stock options and other ..................................................   99.5   100.5           (1.0)

Balance October 31, 2012 ...........................................  6,862.0   3,352.2  (8,813.8)  16,875.2   (4,571.5)  19.9 

Net income .....................................................................  3,537.6      3,537.3    .3
Other comprehensive income ..........................................  1,878.5        1,878.4  .1
Repurchases of common stock .......................................  (1,531.4)    (1,531.4)
Treasury shares reissued ................................................  134.3    134.3
Dividends declared .........................................................  (774.5)      (766.6)    (7.9)
Deconsolidation of variable interest entity ........................  (10.6)          (10.6)
Stock options and other ..................................................  171.8     172.0      (.3)    .1 

Balance October 31, 2013 ........................................... $ 10,267.7   $ 3,524.2 $ (10,210.9) $ 19,645.6    $ (2,693.1) $ 1.9  

The notes to consolidated financial statements are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIzATION AND CONSOLIDATION

Structure of Operations
The information in the notes and related commentary are 
presented in a format which includes data grouped as follows:

Equipment Operations – Includes the company’s  
agriculture and turf operations and construction and forestry 
operations with financial services reflected on the equity basis. 

Financial Services – Includes primarily the company’s 
financing operations.

Consolidated – Represents the consolidation of the 
equipment operations and financial services. References to 
“Deere & Company” or “the company” refer to the entire 
enterprise.
Principles of Consolidation
The consolidated financial statements represent primarily the 
consolidation of all companies in which Deere & Company  
has a controlling interest. Certain variable interest entities 
(VIEs) are consolidated since the company has both the power 
to direct the activities that most significantly impact the VIEs’ 
economic performance and the obligation to absorb losses or 
the right to receive benefits that could potentially be significant 
to the VIEs. Deere & Company records its investment in each 
unconsolidated affiliated company (generally 20 to 50 percent 
ownership) at its related equity in the net assets of such affiliate 
(see Note 10). Other investments (less than 20 percent owner-
ship) are recorded at cost. 
Variable Interest Entities
The company was previously the primary beneficiary of and 
consolidated a supplier that was a VIE. The company had both 
the power to direct the activities of the VIE that most signifi-
cantly impacted the VIE’s economic performance and the 
obligation to absorb losses or the right to receive benefits that 
could potentially be significant to the VIE. In the first quarter 
of 2013, the entity was deconsolidated since the company no 
longer has a variable interest in the supplier. No related parties 
were involved in the deconsolidation. The effect on the 
financial statements for the deconsolidation was a decrease in 
assets, liabilities and noncontrolling interests of approximately 
$26 million, $15 million and $11 million, respectively, with no 
gain or loss. No additional support beyond what was previously 
contractually required was provided during any periods 
presented. The VIE produced blended fertilizer and other lawn 
care products for the agriculture and turf segment. 

The assets and liabilities of this supplier VIE consisted of 
the following last year at October 31 in millions of dollars:

 2012

Cash and cash equivalents ............................................................. $ 26
Intercompany receivables ...............................................................  7
Inventories ....................................................................................   25
Property and equipment – net ........................................................  2
Other assets ..................................................................................  5

Total assets ...................................................................................  $ 65

Short-term borrowings ...................................................................  $ 5
Accounts payable and accrued expenses ........................................   48

Total liabilities ................................................................................ $ 53

The VIE was financed primarily through its own  
liabilities. The assets of the VIE could only be used to settle  
the obligations of the VIE. The creditors of the VIE did not 
have recourse to the general credit of the company.

See Note 13 for VIEs related to securitization of financing 
receivables.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The following are significant accounting policies in addition  
to those included in other notes to the consolidated financial 
statements.
Use of Estimates in Financial Statements
The preparation of financial statements in conformity with 
accounting principles generally accepted in the U.S. requires 
management to make estimates and assumptions that affect the 
reported amounts and related disclosures. Actual results could 
differ from those estimates.
Revenue Recognition
Sales of equipment and service parts are recorded when the sales 
price is determinable and the risks and rewards of ownership are 
transferred to independent parties based on the sales agreements 
in effect. In the U.S. and most international locations, this transfer 
occurs primarily when goods are shipped. In Canada and some 
other international locations, certain goods are shipped to dealers 
on a consignment basis under which the risks and rewards of 
ownership are not transferred to the dealer. Accordingly, in 
these locations, sales are not recorded until a retail customer has 
purchased the goods. In all cases, when a sale is recorded by the 
company, no significant uncertainty exists surrounding the 
purchaser’s obligation to pay. No right of return exists on sales 
of equipment. Service parts and certain attachments returns  
are estimable and accrued at the time a sale is recognized.  
The company makes appropriate provisions based on experi-
ence for costs such as doubtful receivables, sales incentives and 
product warranty.

Financing revenue is recorded over the lives of related 
receivables using the interest method. Insurance premiums 
recorded in other income are generally recognized in proportion 
to the costs expected to be incurred over the contract period. 
Deferred costs on the origination of financing receivables are 
recognized as a reduction in finance revenue over the expected 
lives of the receivables using the interest method. Income and 
deferred costs on the origination of operating leases are recog-
nized on a straight-line basis over the scheduled lease terms in 
finance revenue.
Sales Incentives
At the time a sale is recognized, the company records an 
estimate of the future sales incentive costs for allowances  
and financing programs that will be due when a dealer sells  
the equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes.
Product Warranties
At the time a sale is recognized, the company records the 
estimated future warranty costs. These costs are usually  
estimated based on historical warranty claims (see Note 22).
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Sales Taxes
The company collects and remits taxes assessed by different 
governmental authorities that are both imposed on and  
concurrent with revenue producing transactions between the 
company and its customers. These taxes may include sales, use, 
value-added and some excise taxes. The company reports the 
collection of these taxes on a net basis (excluded from revenues).
Shipping and Handling Costs
Shipping and handling costs related to the sales of the company’s 
equipment are included in cost of sales.
Advertising Costs
Advertising costs are charged to expense as incurred. This expense 
was $183 million in 2013, $177 million in 2012 and $163 million 
in 2011.
Depreciation and Amortization
Property and equipment, capitalized software and other 
intangible assets are stated at cost less accumulated depreciation 
or amortization. These assets are depreciated over their esti-
mated useful lives generally using the straight-line method. 
Equipment on operating leases is depreciated over the terms of 
the leases using the straight-line method. Property and equip-
ment expenditures for new and revised products, increased 
capacity and the replacement or major renewal of significant 
items are capitalized. Expenditures for maintenance, repairs and 
minor renewals are generally charged to expense as incurred.
Securitization of Receivables
Certain financing receivables are periodically transferred to 
special purpose entities (SPEs) in securitization transactions  
(see Note 13). These securitizations qualify as collateral for 
secured borrowings and no gains or losses are recognized at the 
time of securitization. The receivables remain on the balance 
sheet and are classified as “Financing receivables securitized 
- net.” The company recognizes finance income over the lives 
of these receivables using the interest method. 
Receivables and Allowances
All financing and trade receivables are reported on the balance 
sheet at outstanding principal adjusted for any charge-offs,  
the allowance for credit losses, and any deferred fees or costs on 
originated financing receivables. Allowances for credit losses are 
maintained in amounts considered to be appropriate in relation 
to the receivables outstanding based on collection experience, 
economic conditions and credit risk quality. Receivables are 
written-off to the allowance when the account is considered 
uncollectible.
Impairment of Long-Lived Assets, Goodwill and  
Other Intangible Assets
The company evaluates the carrying value of long-lived assets 
(including property and equipment, goodwill and other 
intangible assets) when events or circumstances warrant such  
a review. Goodwill and intangible assets with indefinite lives  
are tested for impairment annually at the end of the third fiscal 
quarter each year, or more often if events or circumstances 
indicate a reduction in the fair value below the carrying value. 
Goodwill is allocated and reviewed for impairment by reporting 
units, which consist primarily of the operating segments and 
certain other reporting units. The goodwill is allocated to the 

reporting unit in which the business that created the goodwill 
resides. To test for goodwill impairment, the carrying value  
of each reporting unit is compared with its fair value. If the 
carrying value of the goodwill or long-lived asset is considered 
impaired, a loss is recognized based on the amount by which the 
carrying value exceeds the fair value of the asset (see Note 5).
Derivative Financial Instruments
It is the company’s policy that derivative transactions are 
executed only to manage exposures arising in the normal course 
of business and not for the purpose of creating speculative 
positions or trading. The company’s financial services manage the 
relationship of the types and amounts of their funding sources 
to their receivable and lease portfolio in an effort to diminish 
risk due to interest rate and foreign currency fluctuations, while 
responding to favorable financing opportunities. The company 
also has foreign currency exposures at some of its foreign and 
domestic operations related to buying, selling and financing in 
currencies other than the functional currencies.

All derivatives are recorded at fair value on the balance 
sheet. Cash collateral received or paid is not offset against the 
derivative fair values on the balance sheet. Each derivative is 
designated as either a cash flow hedge, a fair value hedge, or 
remains undesignated. Changes in the fair value of derivatives 
that are designated and effective as cash flow hedges are recorded 
in other comprehensive income and reclassified to the income 
statement when the effects of the item being hedged are 
recognized in the income statement. Changes in the fair value of 
derivatives that are designated and effective as fair value hedges 
are recognized currently in net income. These changes are offset 
in net income to the extent the hedge was effective by fair value 
changes related to the risk being hedged on the hedged item. 
Changes in the fair value of undesignated hedges are recognized 
currently in the income statement. All ineffective changes in 
derivative fair values are recognized currently in net income.

All designated hedges are formally documented as to the 
relationship with the hedged item as well as the risk-management 
strategy. Both at inception and on an ongoing basis the hedging 
instrument is assessed as to its effectiveness. If and when a 
derivative is determined not to be highly effective as a hedge,  
or the underlying hedged transaction is no longer likely to 
occur, or the hedge designation is removed, or the derivative  
is terminated, the hedge accounting discussed above is discon-
tinued (see Note 27). 
Foreign Currency Translation
The functional currencies for most of the company’s foreign 
operations are their respective local currencies. The assets and 
liabilities of these operations are translated into U.S. dollars at 
the end of the period exchange rates. The revenues and 
expenses are translated at weighted-average rates for the period. 
The gains or losses from these translations are recorded in  
other comprehensive income. Gains or losses from transactions 
denominated in a currency other than the functional currency 
of the subsidiary involved and foreign exchange forward 
contracts are included in net income. The pretax net losses for 
foreign exchange in 2013, 2012 and 2011 were $26 million, 
$96 million and $121 million, respectively.
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3. NEW ACCOUNTING STANDARDS

New Accounting Standards Adopted
In the first quarter of 2013, the company adopted Financial 
Accounting Standards Board (FASB) Accounting Standards 
Update (ASU) No. 2011-05, Presentation of Comprehensive 
Income, which amends Accounting Standards Codification 
(ASC) 220, Comprehensive Income. This ASU requires the 
presentation of total comprehensive income, total net income 
and the components of net income and comprehensive income 
either in a single continuous statement or in two separate but 
consecutive statements. The company has presented two 
separate but consecutive statements with the tax effects for 
other comprehensive income items disclosed in the notes.  
The requirements do not change how earnings per share is 
calculated or presented. The adoption did not have a material 
effect on the company’s consolidated financial statements.

In the first quarter of 2013, the company adopted FASB 
ASU No. 2011-08, Testing Goodwill for Impairment, which 
amends ASC 350, Intangibles - Goodwill and Other. This ASU 
gives an entity the option to first assess qualitative factors to 
determine if goodwill is impaired. The entity may first deter-
mine based on qualitative factors if it is more likely than not 
that the fair value of a reporting unit is less than its carrying 
amount, including goodwill. If that assessment indicates no 
impairment, the first and second steps of the quantitative 
goodwill impairment test are not required. The adoption did 
not have a material effect on the company’s consolidated 
financial statements.

In the first quarter of 2013, the company adopted FASB 
ASU No. 2012-02, Testing Indefinite-Lived Intangible Assets 
for Impairment, which amends ASC 350, Intangibles – 
Goodwill and Other. This ASU gives an entity the option to 
first assess qualitative factors to determine if indefinite-lived 
intangible assets are impaired. The entity may first determine 
based on qualitative factors if it is more likely than not that the 
fair value of indefinite-lived intangible assets are less than their 
carrying amount. If that assessment indicates no impairment,  
the quantitative impairment test is not required. The adoption 
did not have a material effect on the company’s consolidated 
financial statements.
New Accounting Standards to be Adopted
In December 2011, the FASB issued ASU No. 2011-11, 
Disclosures about Offsetting Assets and Liabilities, which 
amends ASC 210, Balance Sheet. This ASU requires entities to 
disclose gross and net information about both instruments and 
transactions eligible for offset in the statement of financial 
position and those subject to an agreement similar to a master 
netting arrangement. This would include derivatives and other 
financial securities arrangements. The effective date will be the 
first quarter of fiscal year 2014 and must be applied retrospec-
tively. The adoption will not have a material effect on the 
company’s consolidated financial statements.

In February 2013, the FASB issued ASU No. 2013-02, 
Reporting of Amounts Reclassified Out of Accumulated  
Other Comprehensive Income, which amends ASC 220, 
Comprehensive Income. This ASU requires the disclosure  
of amounts reclassified out of accumulated other comprehensive 
income by component and by net income line item.  
The disclosure may be provided either parenthetically on the 
face of the financial statements or in the notes. The effective 
date will be the first quarter of fiscal year 2014 and must be 
applied prospectively. The adoption will not have a material 
effect on the company’s consolidated financial statements.

4. ACQUISITIONS AND DISPOSITIONS

In September 2013, the company acquired Bauer Built 
Manufacturing Inc., a manufacturer of planters located in  
Paton, Iowa, for approximately $84 million. The fair values 
assigned to the assets and liabilities related to the acquired  
entity were approximately $9 million of receivables, $11 million 
of inventories, $25 million of property and equipment, $13 
million of goodwill, $26 million of identifiable intangible  
assets, $1 million of other assets and $1 million of liabilities.  
The identifiable intangibles were primarily related to technol-
ogy, a non-compete contract, customer relationships and a 
trademark, which have amortization periods with a weighted-
average of seven years. The entity was consolidated and the 
results of these operations have been included in the company’s 
consolidated financial statements in the agriculture and turf 
segment since the date of acquisition. The pro forma results of 
operations as if the acquisition had occurred at the beginning of 
the current or comparative fiscal year would not differ signifi-
cantly from the reported results.

In October 2013, the company entered into an invest-
ment agreement with a private equity investment firm affiliated 
with Clayton, Dubilier & Rice, LLC (CD&R) for the sale of 
60 percent of its subsidiary John Deere Landscapes LLC 
(Landscapes). Landscapes is included in the company’s agricul-
ture and turf segment and distributes irrigation equipment, 
nursery products and landscape supplies, including seed, 
fertilizer and hardscape materials, primarily to landscape service 
professionals. The sale is a result of the company’s intention to 
invest its resources in growing its core businesses. The 60 
percent sale for approximately $300 million proceeds includes a 
$174 million equity contribution from CD&R and third party 
debt to be raised by Landscapes. The equity contribution is in 
the form of newly issued cumulative convertible participating 
preferred units representing 60 percent of the voting rights (on 
an as converted basis), which will rank senior to the company’s 
common stock as to dividends. The preferred units have an 
initial liquidation preference of $174 million and will accrue 
dividends at a rate of 12 percent per annum. The liquidation 
preference will be subject to the company’s rights under the 
stockholders agreement. Due to preferred dividend payment in 
additional preferred shares over the first two years, CD&R’s 
ownership will increase over the two-year period. The com-
pany will retain initially 40 percent of the Landscapes business 
in the form of common stock and report the results as an equity 
investment in unconsolidated affiliates. The fair value of the 
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company’s 40 percent equity investment to be retained was 
approximately $80 million at October 31, 2013.

The major classes of the total consolidated assets and 
liabilities of the Landscapes business that were classified as held 
for sale at October 31 were as follows in millions of dollars:

 2013

Trade accounts and notes receivables – net ....................................  $ 153
Inventories ....................................................................................   219
Property and equipment – net ........................................................   37
Goodwill ........................................................................................   106
Other intangible assets – net .........................................................   25
Other assets ..................................................................................   10
Asset impairment ..........................................................................   (45)

Total assets held for sale ..........................................................  $ 505 

Accounts payable and accrued expenses, and
Total liabilities held for sale ......................................................  $ 120 

5. SPECIAL ITEMS

Impairments
In 2013, the company recorded a non-cash charge for the 
impairment of long-lived assets of $57 million pretax, or $51 
million after-tax. This consists of $50 million pretax, or $44 
million after-tax, in the third quarter and $7 million pretax and 
after-tax in the fourth quarter, related to the company’s Water 
operations, which are included in the agriculture and turf 
operating segment. The total pretax impairment loss consisted 
of $50 million recorded in cost of sales and $7 million in selling, 
administrative and general expenses. The impairments were  
due to a decline in the forecasted financial performance and  
a review of strategic options for the business (see Note 26).

In the fourth quarter of 2013, the company recorded a 
non-cash charge of $45 million pretax and after-tax in other 
operating expenses for an impairment to write the Landscapes 
operations down to realizable value. These operations were 
included in the agriculture and turf operating segment and 
classified as held for sale at October 31, 2013 (see Note 4).

In the fourth quarter of 2012, the company recorded a 
non-cash charge in cost of sales for the impairment of goodwill 
of $33 million pretax, or $31 million after-tax, related to the 
company’s Water operations. The goodwill impairment in  
2012 was due to a decline in the forecasted financial perfor-
mance as a result of more complex integration activities.  
The goodwill in this reporting unit was completely written off 
in 2012 (see Note 26).

6. CASH FLOW INFORMATION

For purposes of the statement of consolidated cash flows,  
the company considers investments with purchased maturities 
of three months or less to be cash equivalents. Substantially all 
of the company’s short-term borrowings, excluding the current 
maturities of long-term borrowings, mature or may require 
payment within three months or less.

The equipment operations sell a significant portion of 
their trade receivables to financial services. These intercompany 
cash flows are eliminated in the consolidated cash flows.

All cash flows from the changes in trade accounts and 
notes receivable (see Note 12) are classified as operating 
activities in the statement of consolidated cash flows as these 
receivables arise from sales to the company’s customers.  
Cash flows from financing receivables that are related to sales  
to the company’s customers (see Note 12) are also included in 
operating activities. The remaining financing receivables are 
related to the financing of equipment sold by independent 
dealers and are included in investing activities.

The company had the following non-cash operating and 
investing activities that were not included in the statement of 
consolidated cash flows. The company transferred inventory  
to equipment on operating leases of $659 million, $563 million 
and $449 million in 2013, 2012 and 2011, respectively.  
The company also had accounts payable related to purchases  
of property and equipment of $198 million, $185 million and 
$135 million at October 31, 2013, 2012 and 2011, respectively.

Cash payments for interest and income taxes consisted of 
the following in millions of dollars:

 2013 2012 2011

Interest:
 Equipment operations ............................ $ 511 $ 420 $ 370
 Financial services ..................................  502  638  616
 Intercompany eliminations......................  (247)  (248)  (231)

Consolidated........................................... $ 766  $ 810  $ 755 

Income taxes:
 Equipment operations ............................ $ 1,863 $ 1,704 $ 1,379
 Financial services ..................................  270  207  336
 Intercompany eliminations......................  (179)  (167)  (266)

Consolidated........................................... $  1,954  $ 1,744  $ 1,449 

7. PENSION AND OTHER POSTRETIREMENT BENEFITS

The company has several defined benefit pension plans and 
postretirement health care and life insurance plans covering its 
U.S. employees and employees in certain foreign countries. 
The company uses an October 31 measurement date for these 
plans.

The components of net periodic pension cost and the 
assumptions related to the cost consisted of the following in 
millions of dollars and in percents:

 2013 2012 2011

Pensions
Service cost .............................................. $ 273 $ 220 $ 197
Interest cost ..............................................  439  465  492
Expected return on plan assets ..................  (778)  (787)  (793)
Amortization of actuarial losses ..................  265  202  148
Amortization of prior service cost ...............  12  47  46
Early-retirement benefits ............................    3  
Settlements/curtailments ...........................  2   10   1 

Net cost ................................................... $ 213  $ 160  $ 91 

Weighted-average assumptions
Discount rates ........................................... 3.8% 4.4% 5.0%
Rate of compensation increase ................... 3.9% 3.9% 3.9%
Expected long-term rates of return ............. 7.8% 8.0% 8.1%
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The previous postretirement benefits cost in net income 
and other changes in plan assets and benefit obligations in other 
comprehensive income in millions of dollars were as follows:

 2013 2012 2011

Health care and life insurance
Net cost  ..............................................................  $ 362 $ 351 $ 512
Retirement benefit adjustments included in 
 other comprehensive (income) loss:
  Net actuarial (gain) loss ...............................   (1,165)  335  132
  Prior service (credit) cost .............................   (2)  2  
  Amortization of actuarial loss .......................   (141)  (136)  (271)
  Amortization of prior service credit ...............   8   15   16 
   Total (gain) loss recognized in other 
    comprehensive (income) loss ..............   (1,300)  216   (123)
Total recognized in comprehensive 
 (income) loss ..................................................  $ (938) $ 567  $ 389 

The benefit plan obligations, funded status and the 
assumptions related to the obligations at October 31 in millions 
of dollars follow:
  Health Care 
  and
 Pensions Life Insurance  ___________   ____________
 2013 2012 2013 2012

Change in benefit obligations
Beginning of year balance ................  $ (11,834) $ (10,925) $ (7,023) $ (6,652)
Service cost ....................................   (273)  (220)  (58)  (49)
Interest cost ....................................   (439)  (465)  (255)  (281)
Actuarial gain (loss) .........................   951  (947)  1,092  (347)
Amendments ...................................   26  (5)  2  (2)
Benefits paid ...................................   655  656  329  333
Health care subsidies .......................       (16)  (15)
Settlements/curtailments .................   3  10    
Foreign exchange and other .............   (57)  62  3   (10)

End of year balance .........................   (10,968)  (11,834)  (5,926)  (7,023)

Change in plan assets (fair value)
Beginning of year balance ................   10,017  9,552  1,287  1,459
Actual return on plan assets .............   1,312  736  158  113
Employer contribution ......................   301  441  37  37
Benefits paid ...................................   (655)  (656)  (329)  (333)
Settlements .....................................   (3)  (10)    
Foreign exchange and other .............   36   (46)  4  11 

End of year balance .........................   11,008   10,017   1,157  1,287 

Funded status ..............................  $ 40  $ (1,817) $ (4,769) $ (5,736)

Weighted-average assumptions
Discount rates .................................  4.5% 3.8% 4.7% 3.8%
Rate of compensation increase ........  3.8% 3.9%  

The components of net periodic postretirement benefits 
cost and the assumptions related to the cost consisted of the 
following in millions of dollars and in percents:

 2013 2012 2011

Health care and life insurance
Service cost .............................................. $ 58 $ 49 $ 44
Interest cost ..............................................  255  281  326
Expected return on plan assets ..................  (84)  (100)  (113)
Amortization of actuarial loss .....................  141  136  271
Amortization of prior service credit .............  (8)  (15)  (16)

Net cost ................................................... $ 362  $ 351  $ 512 

Weighted-average assumptions
Discount rates ........................................... 3.8% 4.4% 5.2%
Expected long-term rates of return ............. 7.5% 7.7% 7.7%

For fiscal year 2012, the participants in one of the 
company’s postretirement health care plans became “almost all” 
inactive as described by the applicable accounting standards  
due to additional retirements. As a result, beginning in 2012, 
the net actuarial loss for this plan in the table above is being 
amortized over the longer period for the average remaining  
life expectancy of the inactive participants rather than the 
average remaining service period of the active participants.  
The amortization of actuarial loss also decreased in 2012 due  
to lower expected costs from the prescription drug plan to 
provide group benefits under Medicare Part D as an alternative 
to collecting the retiree drug subsidy.

The previous pension cost in net income and other 
changes in plan assets and benefit obligations in other compre-
hensive income in millions of dollars were as follows:

 2013 2012 2011

Pensions
Net cost  ..............................................................  $ 213 $ 160 $ 91
Retirement benefit adjustments included in 
 other comprehensive (income) loss:
  Net actuarial (gain) loss ...............................   (1,481)  999  848
  Prior service (credit) cost .............................   (26)  5  9
  Amortization of actuarial loss .......................   (265)  (202)  (148)
  Amortization of prior service cost .................   (12)  (47)  (46)
  Settlements/curtailments ............................   (2)  (10)  (1)
   Total (gain) loss recognized in other 
    comprehensive (income) loss ..............   (1,786)  745   662 
Total recognized in comprehensive 
 (income) loss ..................................................  $ (1,573) $ 905  $ 753 
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The amounts recognized at October 31 in millions of 
dollars consist of the following:
  Health Care 
  and
 Pensions Life Insurance  ___________   ____________
 2013 2012 2013 2012

Amounts recognized in  
 balance sheet 
Noncurrent asset .............................  $ 551 $ 20
Current liability ................................   (58)  (53) $ (21) $ (23)
Noncurrent liability ............................   (453)  (1,784)  (4,748)  (5,713)

Total ...............................................  $ 40  $ (1,817) $ (4,769) $ (5,736)

Amounts recognized in  
 accumulated other compre- 
 hensive income – pretax
Net actuarial loss .............................  $ 3,512 $ 5,260 $ 960 $ 2,266
Prior service cost (credit) ..................   67   105   (41)  (47)

Total ...............................................  $ 3,579  $ 5,365  $ 919  $ 2,219  

The total accumulated benefit obligations for all pension 
plans at October 31, 2013 and 2012 was $10,352 million and 
$11,181 million, respectively.

The accumulated benefit obligations and fair value of plan 
assets for pension plans with accumulated benefit obligations  
in excess of plan assets were $680 million and $267 million, 
respectively, at October 31, 2013 and $10,987 million and  
$9,787 million, respectively, at October 31, 2012. The pro-
jected benefit obligations and fair value of plan assets for 
pension plans with projected benefit obligations in excess of 
plan assets were $1,340 million and $829 million, respectively, 
at October 31, 2013 and $11,627 million and $9,790 million, 
respectively, at October 31, 2012.

The amounts in accumulated other comprehensive income 
that are expected to be amortized as net expense (income) during 
fiscal 2014 in millions of dollars follow:

   Health Care
   and
  Pensions Life Insurance

Net actuarial loss ......................................... $ 174 $ 37
Prior service cost (credit) .............................   25  (3)

Total ........................................................... $ 199 $ 34 

The company expects to contribute approximately  
$88 million to its pension plans and approximately $27 million  
to its health care and life insurance plans in 2014, which are 
primarily direct benefit payments for unfunded plans.

 

The benefits expected to be paid from the benefit plans, 
which reflect expected future years of service, are as follows in 
millions of dollars:

   Health Care
   and
  Pensions Life Insurance*

2014 ............................................................... $ 690 $ 321
2015 ...............................................................  673  331
2016 ...............................................................  672  339
2017 ...............................................................  679  357
2018 ...............................................................  682  362
2019 to 2023 ..................................................  3,467  1,831
* Net of prescription drug group benefit subsidy under Medicare Part D.

The annual rates of increase in the per capita cost of 
covered health care benefits (the health care cost trend rates) 
used to determine accumulated postretirement benefit obliga-
tions were based on the trends for medical and prescription 
drug claims for pre- and post-65 age groups due to the effects 
of Medicare. At October 31, 2013, the weighted-average 
composite trend rates for these obligations were assumed to be  
a 6.5 percent increase from 2013 to 2014, gradually decreasing 
to 5.0 percent from 2021 to 2022 and all future years.  
The obligations at October 31, 2012 and the cost in 2013 
assumed a 7.1 percent increase from 2012 to 2013, gradually 
decreasing to 5.0 percent from 2018 to 2019 and all future 
years. An increase of one percentage point in the assumed 
health care cost trend rate would increase the accumulated 
postretirement benefit obligations by $717 million and the 
aggregate of service and interest cost component of net periodic 
postretirement benefits cost for the year by $43 million.  
A decrease of one percentage point would decrease the obliga-
tions by $570 million and the cost by $34 million.

The discount rate assumptions used to determine the 
postretirement obligations at October 31, 2013 and 2012 were 
based on hypothetical AA yield curves represented by a series  
of annualized individual discount rates. These discount rates 
represent the rates at which the company’s benefit obligations 
could effectively be settled at the October 31 measurement dates.

Fair value measurement levels in the following tables are 
defined in Note 26.
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The fair values of the pension plan assets at October 31, 
2013 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 1,190 $ 317 $ 873  
Equity:
 U.S. equity securities ......................  3,321  3,321    
 U.S. equity funds ............................  47  5  42   
 International equity securities .........  1,953  1,953    
 International equity funds ...............  481  68  413  
Fixed Income:
 Government and agency securities ..  391  370  21  
 Corporate debt securities ................  278    278  
 Mortgage-backed securities ...........  106  14  92  
 Fixed income funds ........................  601  91  510  
Real estate ........................................  550  110  12 $ 428
Private equity/venture capital .............  1,416      1,416
Hedge funds ......................................  529    379  150
Other investments .............................  389  3  386  
Derivative contracts - assets* .............  769  10  759  
Derivative contracts - liabilities** ........  (591)  (6)  (585)  
Receivables, payables and other ..........  14  14    
Securities lending collateral ................  716    716  
Securities lending liability ...................  (716)    (716)  
Securities sold short ..........................  (436)  (436)     

Total net assets ..............................$ 11,008  $ 5,834  $ 3,180  $ 1,994

* Includes contracts for interest rates of $749 million, foreign currency of $10 million, 
equity of $9 million and other of $1 million.

** Includes contracts for interest rates of $563 million, foreign currency of $22 million 
and other of $6 million.

The fair values of the health care assets at October 31, 2013 
follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 58 $ 29 $ 29  
Equity:
 U.S. equity securities ......................  298  298     
 U.S. equity funds ............................  84  84     
 International equity securities .........  71  71     
 International equity funds ...............  187    187  
Fixed Income:
 Government and agency securities ..  184  180  4   
 Corporate debt securities ................  33    33   
 Mortgage-backed securities ...........  11    11   
 Fixed income funds ........................  58    58   
Real estate ........................................  52  6  31 $ 15 
Private equity/venture capital .............  48      48 
Hedge funds ......................................  71    66  5
Other investments .............................  13    13   
Derivative contracts - assets* .............  4    4   
Derivative contracts - liabilities** ........  (1)    (1)   
Receivables, payables and other ..........  1  1     
Securities lending collateral ................  109    109   
Securities lending liability ...................  (109)    (109)   
Securities sold short ..........................  (15)  (15)      

Total net assets ..............................$ 1,157  $  654  $ 435  $ 68 

* Includes contracts for interest rates of $3 million and foreign currency of $1 million.
** Includes contracts for foreign currency of $1 million.

The fair values of the pension plan assets at October 31, 
2012 follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 1,166 $ 287 $ 879  
Equity:
 U.S. equity securities ......................  2,481  2,481    
 U.S. equity funds ............................  43  8  35   
 International equity securities .........  1,477  1,477    
 International equity funds ...............  411  49  362  
Fixed Income:
 Government and agency securities ..  404  379  25  
 Corporate debt securities ................  220    220  
 Mortgage-backed securities ...........  126    126  
 Fixed income funds ........................  853  92  761  
Real estate ........................................  537  104  14 $ 419
Private equity/venture capital .............  1,319      1,319
Hedge funds ......................................  578  2  422  154
Other investments .............................  508  1  507  
Derivative contracts - assets* .............  721  1  720  
Derivative contracts - liabilities** ........  (454)  (20)  (434)  
Receivables, payables and other ..........  (41)  (41)    
Securities lending collateral ................  223    223  
Securities lending liability ...................  (223)    (223)  
Securities sold short ..........................  (332)  (332)     

Total net assets ..............................$ 10,017  $ 4,488  $ 3,637  $ 1,892

* Includes contracts for interest rates of $707 million, foreign currency of $8 million 
and other of $6 million.

** Includes contracts for interest rates of $418 million, foreign currency of $12 million 
and other of $24 million.

The fair values of the health care assets at October 31, 2012 
follow in millions of dollars:

 Total Level 1 Level 2 Level 3

Cash and short-term investments .......$ 78 $ 11 $ 67  
Equity:
 U.S. equity securities ......................  319  319     
 U.S. equity funds ............................  67  67     
 International equity securities .........  69  69     
 International equity funds ...............  200    200  
Fixed Income:
 Government and agency securities ..  218  215  3   
 Corporate debt securities ................  35    35   
 Mortgage-backed securities ...........  15    15   
 Fixed income funds ........................  72    72   
Real estate ........................................  53  7  29 $ 17 
Private equity/venture capital .............  54      54 
Hedge funds ......................................  85    79  6 
Other investments .............................  21    21   
Derivative contracts - assets* .............  8    8   
Derivative contracts - liabilities** ........  (1)    (1)   
Receivables, payables and other ..........  8  8     
Securities lending collateral ................  38    38   
Securities lending liability ...................  (38)    (38)   
Securities sold short ..........................  (14)  (14)      

Total net assets ..............................$  1,287  $ 682  $ 528  $ 77 

* Includes contracts for interest rates of $7 million and foreign currency of $1 million.
** Includes contracts for foreign currency of $1 million.
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A reconciliation of Level 3 pension and health care  
asset fair value measurements in millions of dollars follows:
   Private Equity/ 
  Real Venture Hedge
 Total Estate Capital Funds

October 31, 2011* ..........  $ 1,765 $ 437 $ 1,178 $ 150
Realized gain ....................   18    18  
Change in unrealized 
 gain (loss) ....................   74  (4)  65  13
Purchases, sales and 
 settlements - net ..........   112  3   112  (3)

October 31, 2012* ..........   1,969  436   1,373  160 
Realized gain ....................   58    51  7
Change in unrealized 
 gain .............................   220  68  142  10
Purchases, sales and 
 settlements - net ..........   (185)  (61)  (102)  (22)

October 31, 2013* ..........  $ 2,062  $ 443  $ 1,464  $ 155 

* Health care Level 3 assets represent approximately 3 percent to 5 percent of the 
reconciliation amounts for 2013, 2012 and 2011.

Fair values are determined as follows:
Cash and Short-Term Investments – Includes accounts that 

are valued based on the account value, which approximates fair 
value, and investment funds that are valued on the fund’s net 
asset value (NAV) based on the fair value of the underlying 
securities. Also included are securities that are valued using a 
market approach (matrix pricing model) in which all significant 
inputs are observable or can be derived from or corroborated by 
observable market data.

Equity Securities and Funds – The values are determined 
primarily by closing prices in the active market in which the 
equity investment trades, or the fund’s NAV, based on the fair 
value of the underlying securities.

Fixed Income Securities and Funds – The securities are 
valued using either a market approach (matrix pricing model)  
in which all significant inputs are observable or can be derived 
from or corroborated by observable market data such as interest 
rates, yield curves, volatilities, credit risk and prepayment speeds, 
or they are valued using the closing prices in the active market 
in which the fixed income investment trades. Fixed income 
funds are valued using the NAV, based on the fair value of the 
underlying securities.

Real Estate, Venture Capital and Private Equity –  
The investments, which are structured as limited partnerships, 
are valued using an income approach (estimated cash flows 
discounted over the expected holding period), as well as a 
market approach (the valuation of similar securities and 
properties). These investments are valued at estimated fair value 
based on their proportionate share of the limited partnership’s 
fair value that is determined by the general partner. Real estate 
investment trusts are valued at the closing prices in the active 
markets in which the investment trades. Real estate investment 
funds are valued at the NAV, based on the fair value of the 
underlying securities.

Hedge Funds and Other Investments – The investments are 
valued using the NAV provided by the administrator of the fund, 
which is based on the fair value of the underlying securities.

Interest Rate, Foreign Currency and Other Derivative 
Instruments – The derivatives are valued using either an income 
approach (discounted cash flow) using market observable inputs, 
including swap curves and both forward and spot exchange 
rates, or a market approach (closing prices in the active market 
in which the derivative instrument trades).

The primary investment objective for the pension plan 
assets is to maximize the growth of these assets to meet the 
projected obligations to the beneficiaries over a long period  
of time, and to do so in a manner that is consistent with the 
company’s earnings strength and risk tolerance. The primary 
investment objective for the health care plan assets is to provide 
the company with the financial flexibility to pay the projected 
obligations to beneficiaries over a long period of time. The asset 
allocation policy is the most important decision in managing  
the assets and it is reviewed regularly. The asset allocation 
policy considers the company’s financial strength and long-term 
asset class risk/return expectations since the obligations are 
long-term in nature. The current target allocations for pension 
assets are approximately 47 percent for equity securities,  
24 percent for debt securities, 5 percent for real estate and  
24 percent for other investments. The target allocations for 
health care assets are approximately 53 percent for equity 
securities, 29 percent for debt securities, 3 percent for real estate 
and 15 percent for other investments. The allocation percentages 
above include the effects of combining derivatives with other 
investments to manage asset allocations and exposures to 
interest rates and foreign currency exchange. The assets are well 
diversified and are managed by professional investment firms as 
well as by investment professionals who are company employees. 
As a result of the company’s diversified investment policy, there 
were no significant concentrations of risk.

The expected long-term rate of return on plan assets 
reflects management’s expectations of long-term average rates of 
return on funds invested to provide for benefits included in the 
projected benefit obligations. The expected return is based on 
the outlook for inflation and for returns in multiple asset classes, 
while also considering historical returns, asset allocation and 
investment strategy. The company’s approach has emphasized 
the long-term nature of the return estimate such that the return 
assumption is not changed significantly unless there are funda-
mental changes in capital markets that affect the company’s 
expectations for returns over an extended period of time (i.e., 10 
to 20 years). The average annual return of the company’s U.S. 
pension fund was approximately 8.8 percent during the past ten 
years and approximately 9.4 percent during the past 20 years. 
Since return premiums over inflation and total returns for major 
asset classes vary widely even over ten-year periods, recent 
history is not necessarily indicative of long-term future expected 
returns. The company’s systematic methodology for determining 
the long-term rate of return for the company’s investment 
strategies supports the long-term expected return assumptions.

The company has created certain Voluntary Employees’ 
Beneficiary Association trusts (VEBAs) for the funding of 
postretirement health care benefits. The future expected asset 
returns for these VEBAs are lower than the expected return on 
the other pension and health care plan assets due to investment 
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in a higher proportion of liquid securities. These assets are in 
addition to the other postretirement health care plan assets that 
have been funded under Section 401(h) of the U.S. Internal 
Revenue Code and maintained in a separate account in the 
company’s pension plan trust.

The company has defined contribution plans related to 
employee investment and savings plans primarily in the U.S.  
The company’s contributions and costs under these plans were  
$178 million in 2013, $155 million in 2012 and $108 million  
in 2011. The contribution rate varies primarily based on the 
company’s performance in the prior year and employee 
participation in the plans.

8. INCOME TAXES

The provision for income taxes by taxing jurisdiction and  
by sig nificant component consisted of the following in millions 
of dollars:

 2013 2012 2011

Current:
 U.S.:
  Federal .....................................................  $ 1,405 $ 1,277 $ 928
  State ........................................................   145  119  144
 Foreign .........................................................   569   355   520 

   Total current .........................................   2,119   1,751   1,592 

Deferred:
 U.S.:
  Federal .....................................................   (117)  (76)  (135)
  State ........................................................   (11)  (7)  (28)
 Foreign .........................................................   (45)  (9)  (5)

   Total deferred .......................................   (173)  (92)  (168)

Provision for income taxes ...........................  $ 1,946  $ 1,659  $ 1,424 

Based upon the location of the company’s operations, the 
consolidated income before income taxes in the U.S. in 2013, 
2012 and 2011 was $4,124 million, $3,582 million and $2,618 
million, respectively, and in foreign countries was $1,359 million, 
$1,152 million and $1,605 million, respectively. Certain foreign 
operations are branches of Deere & Company and are, there-
fore, subject to U.S. as well as foreign income tax regulations. 
The pretax income by location and the preceding analysis of  
the income tax provision by taxing jurisdiction are, therefore, 
not directly related.

A comparison of the statutory and effective income tax  
provision and reasons for related differences in millions of 
dollars follow:

 2013 2012 2011

U.S. federal income tax provision 
 at a statutory rate of 35 percent ................  $ 1,919 $ 1,657 $ 1,478
Increase (decrease) resulting from:
State and local income taxes, net of 
 federal income tax benefit ...............................   87  73  75
German branch deferred tax write-off ...................   56  
Nontaxable foreign partnership (earnings) losses ..   43  (172)  
Nondeductible impairment charges ......................   29  6  
Research and development tax credits ...............   (56) (10)  (38)

(continued)

 2013 2012 2011

Tax rates on foreign earnings .............................   (34)  (69)  (70)
Valuation allowance on foreign deferred taxes .....   (14)  200  18
Other-net ..........................................................   (84)  (26)  (39)

Provision for income taxes ...........................  $  1,946  $ 1,659  $ 1,424  

At October 31, 2013, accumulated earnings in certain 
subsidiaries outside the U.S. totaled $4,297 million for which 
no provision for U.S. income taxes or foreign withholding taxes 
has been made, because it is expected that such earnings will be 
reinvested outside the U.S. indefinitely. Determination of the 
amount of unrecognized deferred tax liability on these unremit-
ted earnings is not practicable. At October 31, 2013, the 
amount of cash and cash equivalents and marketable securities 
held by these foreign subsidiaries was $559 million.

Deferred income taxes arise because there are certain 
items that are treated differently for financial accounting than 
for income tax reporting purposes. An analysis of the deferred 
income tax assets and liabilities at October 31 in millions of 
dollars follows:
 2013 2012   ______________   _______________
 Deferred Deferred Deferred Deferred
 Tax Tax Tax Tax  
 Assets Liabilities Assets Liabilities

Other postretirement  
 benefit liabilities .......................  $ 1,777   $ 2,136  
Tax over book depreciation ............    $ 582   $ 606
Accrual for sales allowances .........   602    546  
Pension liabilities - net ..................       457  
Lease transactions .......................     424    317
Pension asset - net .......................     137    
Tax loss and tax credit  
 carryforwards ..........................   371    249  
Accrual for employee benefits .......   234    249  
Share-based compensation ..........   142    133  
Inventory ......................................   161    131  
Goodwill and other  
 intangible assets ......................     100    110
Allowance for credit losses ............   69    92  
Deferred gains on distributed  
 foreign earnings .......................   26    84  
Deferred compensation .................   44    40  
Undistributed foreign earnings .......     26    11
Other items ..................................   419  157  443  115
Less valuation allowances .............   (254)    (285)  

Deferred income tax
 assets and liabilities ............  $ 3,591  $ 1,426 $ 4,275  $ 1,159

Deere & Company files a consolidated federal income tax 
return in the U.S., which includes the wholly-owned financial 
services subsidiaries. These subsidiaries account for income taxes 
generally as if they filed separate income tax returns.

At October 31, 2013, certain tax loss and tax credit 
carryforwards of $371 million were available with $127 million 
expiring from 2014 through 2033 and $244 million with an 
indefinite carryforward period.

In March 2013, the company changed the corporate 
structure of most of its German operations from a branch to a 
subsidiary of Deere & Company. The change provides the 
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and 2012, the liability for accrued interest and penalties totaled 
$49 million and $39 million and the receivable for interest was  
$2 million and $1 million, respectively.
9. OTHER INCOME AND OTHER OPERATING EXPENSES

The major components of other income and other operating 
expenses consisted of the following in millions of dollars:
 2013 2012 2011

Other income 
Revenues from services ............................. $ 256 $ 233 $ 217
Insurance premiums and fees earned .........  252  248  236
Investment income ....................................  15  14  11
Other ........................................................  159  180  160

 Total ..................................................... $ 682 $ 675 $ 624

Other operating expenses
Depreciation of equipment on
 operating leases .................................... $ 389 $ 339 $ 306
Insurance claims and expenses ..................  204  245  193
Cost of services .........................................  143  122  115
Other ........................................................  85  76  102

 Total ..................................................... $ 821 $ 782 $ 716

The company issues insurance policies for crop insurance 
and extended equipment warranties. The crop insurance 
subsidiary utilizes reinsurance to limit its losses and reduce its 
exposure to claims. Although reinsurance contracts permit 
recovery of certain claims from reinsurers, the insurance 
subsidiary is not relieved of its primary obligation to the 
policyholders. The premiums ceded by the crop insurance 
subsidiary in 2013, 2012 and 2011 were $337 million, $251 
million and $246 million, and claims recoveries on the ceded 
business were $294 million, $493 million and $271 million, 
respectively. The amounts from reinsurance are netted against 
the insurance premiums and fees earned and the insurance 
claims and expenses in the table above.
10. UNCONSOLIDATED AFFILIATED COMPANIES

Unconsolidated affiliated companies are companies in which 
Deere & Company generally owns 20 percent to 50 percent  
of the outstanding voting shares. Deere & Company does not 
control these companies and accounts for its investments in them 
on the equity basis. The investments in these companies primarily 
consist of Bell Equipment Limited (32 percent ownership), 
Deere-Hitachi Construction Machinery Corporation (50 percent 
ownership) and Ashok Leyland John Deere Construction 
Equipment Company Private Limited (50 percent ownership). 
The unconsolidated affiliated companies primarily manufacture 
or market equipment. Deere & Company’s share of the income 
or loss of these companies is reported in the consolidated 
income statement under “Equity in income (loss) of unconsoli-
dated affiliates.” The investment in these companies is reported 
in the consolidated balance sheet under “Investments in 
unconsolidated affiliates.”

 

company increased flexibility and efficiency in funding growth 
in international operations. As a result, the tax status of these 
operations has changed. Formerly, as a branch these earnings 
were taxable in the U.S. as earned. As a subsidiary, these 
earnings will now be taxable in the U.S. if they are distributed 
to Deere & Company as dividends, which is the same as the 
company’s other foreign subsidiaries. The earnings of the new 
German subsidiary remain taxable in Germany. Due to the 
change in tax status and the expectation that the German 
subsidiary’s earnings are indefinitely reinvested, the deferred tax 
assets and liabilities related to U.S. taxable temporary differences 
for the previous German branch were written off. The effect of 
this write-off was a decrease in net deferred tax assets and a 
charge to the income tax provision of $56 million during the 
second fiscal quarter of 2013.

A reconciliation of the total amounts of unrecognized tax 
benefits at October 31 in millions of dollars follows:

 2013 2012 2011

Beginning of year balance ....................... $ 265 $ 199 $ 218
Increases to tax positions taken during  
 the current year .......................................  30  46  23
Increases to tax positions taken during  
 prior years...............................................  24  54  13
Decreases to tax positions taken during  
 prior years...............................................  (51)  (14)  (42)
Decreases due to lapse of statute of  
 limitations ...............................................  (5)  (9)  (13)
Settlements .................................................      (1)
Foreign exchange ........................................  9  (11)  1 

End of year balance ................................. $  272  $ 265  $ 199 

The amount of unrecognized tax benefits at October 31, 
2013 that would affect the effective tax rate if the tax benefits 
were recognized was $59 million. The remaining liability was 
related to tax positions for which there are offsetting tax 
receivables, or the uncertainty was only related to timing.  
The company expects that any reasonably possible change in 
the amounts of unrecognized tax benefits in the next twelve 
months would not be significant.

The company files its tax returns according to the tax  
laws of the jurisdictions in which it operates, which includes  
the U.S. federal jurisdiction, and various state and foreign 
jurisdictions. The U.S. Internal Revenue Service has completed 
the examination of the company’s federal income tax returns  
for periods prior to 2009. The years 2009 and 2010 federal 
income tax returns are currently under examination.  
Various state and foreign income tax returns, including major 
tax jurisdictions in Canada and Germany, also remain subject  
to examination by taxing authorities.

The company’s policy is to recognize interest related to 
income taxes in interest expense and interest income, and 
recognize penalties in selling, administrative and general 
expenses. During 2013, 2012 and 2011, the total amount of 
expense from interest and penalties was $9 million, $6 million 
and $3 million and the interest income was $4 million,  
$1 million and $3 million, respectively. At October 31, 2013 
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Actual maturities may differ from contractual maturities 
because some securities may be called or prepaid. Because of 
the potential for prepayment on mortgage-backed securities, 
they are not categorized by contractual maturity. Proceeds from 
the sales of available-for-sale securities were $7 million in 2013, 
$7 million in 2012 and $2 million in 2011. Realized gains, 
realized losses, the increase (decrease) in net unrealized gains or 
losses and unrealized losses that have been continuous for over  
twelve months were not significant in 2013, 2012 and 2011. 
Unrealized losses at October 31, 2013 and 2012 were primarily 
the result of an increase in interest rates and were not recog-
nized in income due to the ability and intent to hold to 
maturity. There were no impairment write-downs in the 
periods reported.
12. RECEIVABLES

Trade Accounts and Notes Receivable
Trade accounts and notes receivable at October 31 consisted of 
the following in millions of dollars:

 2013 2012

Trade accounts and notes:
 Agriculture and turf .................................................  $ 3,127 $ 3,074
 Construction and forestry.........................................   631  725

Trade accounts and notes receivable–net .............  $ 3,758 $ 3,799

At October 31, 2013 and 2012, dealer notes included in 
the previous table were $75 million and $95 million, and the 
allowance for credit losses was $67 million and $66 million, 
respectively.

The equipment operations sell a significant portion of their 
trade receivables to financial services and provide compensation 
to these operations at approximate market rates of interest.

Trade accounts and notes receivable primarily arise from 
sales of goods to independent dealers. Under the terms of the 
sales to dealers, interest is primarily charged to dealers on 
outstanding balances, from the earlier of the date when goods are 
sold to retail customers by the dealer or the expiration of certain 
interest-free periods granted at the time of the sale to the dealer, 
until payment is received by the company. Dealers cannot cancel 
purchases after the equipment is shipped and are responsible for 
payment even if the equipment is not sold to retail customers. 
The interest-free periods are determined based on the type of 
equipment sold and the time of year of the sale. These periods 
range from one to twelve months for most equipment.  
Interest-free periods may not be extended. Interest charged may 
not be forgiven and the past due interest rates exceed market 
rates. The company evaluates and assesses dealers on an ongoing 
basis as to their creditworthiness and generally retains a security 
interest in the goods associated with the trade receivables.  
The company is obligated to repurchase goods sold to a dealer 
upon cancellation or termination of the dealer’s contract for such 
causes as change in ownership and closeout of the business.

Trade accounts and notes receivable have significant 
concentrations of credit risk in the agriculture and turf  
sector and construction and forestry sector as shown in the 

Combined financial information of the unconsolidated 
affiliated companies in millions of dollars follows:

Operations 2013 2012 2011

Sales ........................................................ $ 2,299 $ 2,722 $ 2,233
Net income (loss) ......................................  10  (1)  34
Deere & Company’s equity in
 net income (loss) ...................................    (3)  9

Financial Position  2013 2012

Total assets ............................................................. $ 1,566 $ 1,621
Total external borrowings .........................................  550  345
Total net assets .......................................................  547  558
Deere & Company’s share of the net assets ..............  221  215

Consolidated retained earnings at October 31, 2013 
include undistributed earnings of the unconsolidated affiliates  
of $90 million. Dividends from unconsolidated affiliates were 
$10 million in 2013, $.2 million in 2012 and $18 million in 2011.
11. MARKETABLE SECURITIES

All marketable securities are classified as available-for-sale,  
with unrealized gains and losses shown as a component of 
stockholders’ equity. Realized gains or losses from the sales of 
marketable securities are based on the specific identification 
method.

The amortized cost and fair value of marketable securities 
at October 31 in millions of dollars follow:
  Gross Gross 
 Amortized Unrealized Unrealized Fair
 Cost Gains Losses Value

2013
Equity fund .................................. $ 18 $ 2   $ 20
U.S. government debt securities ...  1,309  5 $ 2  1,312
Municipal debt securities .............  34  2    36
Corporate debt securities .............  135  6  3  138
Mortgage-backed securities* .......  121  2  4  119

Marketable securities .............. $ 1,617 $ 17 $ 9 $ 1,625

2012
U.S. government debt securities ... $ 1,193 $ 7   $ 1,200
Municipal debt securities .............  35  3    38
Corporate debt securities .............  100  10    110
Mortgage-backed securities* .......  117  6 $ 1  122

Marketable securities .............. $ 1,445 $ 26 $ 1 $ 1,470

* Primarily issued by U.S. government sponsored enterprises.

The contractual maturities of debt securities at October 31, 
2013 in millions of dollars follow:

 Amortized Fair
 Cost Value

Due in one year or less .................................................  $ 1,016 $ 1,016
Due after one through five years ....................................   273  278
Due after five through 10 years .....................................   128  130
Due after 10 years ........................................................   61  62
Mortgage-backed securities ..........................................   121  119

Debt securities ..........................................................  $ 1,599 $ 1,605
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previous table. On a geographic basis, there is not a dispropor-
tionate concentration of credit risk in any area.
Financing Receivables
Financing receivables at October 31 consisted of the following 
in millions of dollars:
 2013 2012  ________________   ________________
 Unrestricted/Securitized Unrestricted/Securitized

Retail notes:
 Equipment:
  Agriculture and turf .......... $ 16,209 $ 3,602 $ 14,144 $ 3,126
  Construction and  
   forestry ........................  1,449  607  1,091  553

  Total ................................  17,658  4,209  15,235  3,679
Wholesale notes .......................  4,802    3,888  
Revolving charge accounts ........  2,593    2,488  
Financing leases 
 (direct and sales-type) ..........  1,513    1,411  
Operating loans ........................  32    42  

 Total financing receivables ....  26,598  4,209  23,064  3,679

Less:
 Unearned finance income:
  Equipment notes ..............  665  42  619  44
  Financing leases ..............  141    126  

   Total ............................  806  42  745  44

 Allowance for credit losses ...  159  14  160  17

Financing  
 receivables – net............... $ 25,633 $ 4,153 $ 22,159 $ 3,618

The residual values for investments in financing leases at 
October 31, 2013 and 2012 totaled $94 million and $79 million, 
respectively.

Financing receivables have significant concentrations of 
credit risk in the agriculture and turf sector and construction and 
forestry sector as shown in the previous table. On a geographic 
basis, there is not a disproportionate concentration of credit risk 
in any area. The company retains as collateral a security interest 
in the equipment associated with retail notes, wholesale notes 
and financing leases.

Financing receivables at October 31 related to the 
company’s sales of equipment that were included in the table 
above consisted of the following in millions of dollars:

 2013 2012    
 Unrestricted Unrestricted

Retail notes*:
 Equipment:
  Agriculture and turf ......................  $ 2,042 $ 1,810
  Construction and forestry .............   364  313

   Total ........................................   2,406  2,123
Wholesale notes ...................................   4,802  3,888
Sales-type leases .................................   826  836

  Total ............................................  $ 8,034 $ 6,847

* These retail notes generally arise from sales of equipment by company-owned  
dealers or through direct sales.

(continued)

 

 2013 2012    
 Unrestricted Unrestricted

Less:
 Unearned finance income:
  Equipment notes ..........................  $ 191 $ 191
  Sales-type leases .........................   58  61

   Total ........................................   249  252

Financing receivables  
 related to the company’s 
 sales of equipment .......................  $ 7,785 $ 6,595

Financing receivable installments, including unearned 
finance income, at October 31 are scheduled as follows in 
millions of dollars:

 2013 2012  ________________   _________________
 Unrestricted/Securitized Unrestricted/Securitized

Due in months:
 0 –  12 ............................. $ 13,343 $ 1,663 $ 11,486 $ 1,437
 13 –  24 .............................  4,879  1,177  4,257  1,004
 25 –  36 .............................  3,750  808  3,232  712
 37 –  48 .............................  2,620  422  2,278  399
 49 –  60 .............................  1,610  130  1,356  120
 Thereafter ..........................  396  9  455  7

Total ..................................... $ 26,598 $ 4,209 $ 23,064 $ 3,679

The maximum terms for retail notes are generally seven 
years for agriculture and turf equipment and five years for 
construction and forestry equipment. The maximum term for 
financing leases is generally five years, while the average term 
for wholesale notes is less than twelve months.

At October 31, 2013 and 2012, the unpaid balances of 
receivables administered but not owned were $82 million  
and $120 million, respectively. At October 31, 2013 and 2012, 
worldwide financing receivables administered, which include 
financing receivables administered but not owned, totaled  
$29,868 million and $25,897 million, respectively.

Past due balances of financing receivables still accruing 
finance income represent the total balance held (principal plus 
accrued interest) with any payment amounts 30 days or more 
past the contractual payment due date. Non-performing 
financing receivables represent loans for which the company has 
ceased accruing finance income. These receivables are generally 
120 days delinquent and the estimated uncollectible amount, 
after charging the dealer’s withholding account, has been 
written off to the allowance for credit losses. Finance income 
for non-performing receivables is recognized on a cash basis. 
Accrual of finance income is resumed when the receivable 
becomes contractually current and collections are reasonably 
assured.
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An age analysis of past due financing receivables that are 
still accruing interest and non-performing financing receivables 
at October 31, 2013 follows in millions of dollars:
 30-59 60-89 90 Days 
 Days Days or Greater Total
 Past Due Past Due Past Due Past Due

Retail Notes:
 Agriculture and turf ......  $ 75 $ 26 $ 20 $ 121
 Construction and 
  forestry ....................   39  14  9  62
Other:
 Agriculture and turf ......   28  9  5  42
 Construction and 
  forestry ....................   12  4  3  19

Total  ...............................  $ 154 $ 53 $ 37 $ 244

  Total  Total
 Total Non-  Financing
 Past Due Performing Current Receivables

Retail Notes:
 Agriculture and turf ......  $ 121 $ 102 $ 18,942 $ 19,165
 Construction and 
  forestry ....................   62  12  1,921  1,995
Other:
 Agriculture and turf ......   42  13  7,613  7,668
 Construction and 
  forestry ....................   19  3  1,109  1,131

  Total ........................  $ 244 $ 130 $ 29,585  29,959

Less allowance for
 credit losses .................         173
Total financing
 receivables - net .......        $ 29,786

An age analysis of past due financing receivables that are 
still accruing interest and non-performing financing receivables 
at October 31, 2012 follows in millions of dollars:
 30-59 60-89 90 Days 
 Days Days or Greater Total
 Past Due Past Due Past Due Past Due

Retail Notes:
 Agriculture and turf ......  $ 60 $ 25 $ 17 $ 102
 Construction and 
  forestry ....................   39  18  9  66
Other:
 Agriculture and turf ......   21  6  3  30
 Construction and 
  forestry ....................   8  2  2  12

Total  ...............................  $ 128 $ 51 $ 31 $ 210

(continued)

  Total  Total
 Total Non-  Financing
 Past Due Performing Current Receivables

Retail Notes:
 Agriculture and turf ......  $ 102 $ 117 $ 16,432 $ 16,651
 Construction and 
  forestry ....................   66  13  1,521  1,600
Other:
 Agriculture and turf ......   30  11  6,464  6,505
 Construction and 
  forestry ....................   12  3  1,183  1,198

  Total ........................  $ 210 $ 144 $ 25,600  25,954

Less allowance for
 credit losses .................         177
Total financing
 receivables - net .......        $ 25,777

An analysis of the allowance for credit losses and invest-
ment in financing receivables follows in millions of dollars:
  Revolving  
 Retail Charge  
 Notes Accounts Other Total

2013
Allowance:
Beginning of year
 balance ........................  $ 110 $ 40 $ 27 $ 177
 Provision (credit) ..........   (2)  5  7  10
 Write-offs ....................   (11)  (21)  (3)  (35)
 Recoveries ...................   9  17  1  27
 Translation  
  adjustments .............   (5)     (1)  (6)

End of year balance* .........  $ 101  $ 41  $ 31  $ 173 

Financing receivables:
End of year balance ..........  $ 21,160  $ 2,593  $ 6,206  $ 29,959 

Balance individually 
  evaluated .................  $ 21     $ 33  $ 54

* Individual allowances were not significant.

2012
Allowance:
Beginning of year
 balance ........................  $ 130 $ 40 $ 27 $ 197
 Provision (credit) ..........   (12)  8  3  (1)
 Write-offs ....................   (8)  (30)  (4)  (42)
 Recoveries ...................   10  22  1  33
 Translation  
  adjustments .............   (10)      (10)

End of year balance* .........  $ 110  $ 40  $ 27  $ 177 

Financing receivables:
End of year balance ..........  $ 18,251  $ 2,488  $ 5,215  $ 25,954 

Balance individually 
  evaluated .................  $ 11 $ 1 $ 1 $ 13

* Individual allowances were not significant.

(continued)
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  Revolving  
 Retail Charge  
 Notes Accounts Other Total

2011
Allowance:
Beginning of year
 balance ........................  $ 144 $ 44 $ 37 $ 225
 Provision (credit) ..........   3  8  (2)  9
 Write-offs ....................   (29)  (40)  (10)  (79)
 Recoveries ...................   12  28  2  42

End of year balance* .........  $ 130 $ 40 $ 27 $ 197

Financing receivables:
End of year balance ..........  $ 16,296 $ 2,518 $ 4,212 $ 23,026

Balance individually 
  evaluated .................  $ 12   $ 11 $ 23

* Individual allowances were not significant.

Past-due amounts over 30 days represented .82 percent 
and .81 percent of the receivables financed at October 31, 2013 
and 2012, respectively. The allowance for credit losses repre-
sented .58 percent and .68 percent of financing receivables 
outstanding at October 31, 2013 and 2012, respectively.  
In addition, at October 31, 2013 and 2012, the company’s 
financial services operations had $197 million and $194 million, 
respectively, of deposits withheld from dealers and merchants 
available for potential credit losses. 

Financing receivables are considered impaired when it is 
probable the company will be unable to collect all amounts due 
according to the contractual terms. Receivables reviewed for 
impairment generally include those that are either past due,  
or have provided bankruptcy notification, or require significant 
collection efforts. Receivables, which are impaired, are gener-
ally classified as non-performing. 

An analysis of the impaired financing receivables at 
October 31 follows in millions of dollars: 
  Unpaid  Average
 Recorded Principal Specific Recorded
 Investment Balance Allowance Investment

2013*
Receivables with 
 specific allowance** .....  $ 18 $ 18 $ 4 $ 19
Receivables without a
 specific allowance*** ....   8  8    8

Total  ...............................  $ 26 $ 26 $ 4 $ 27

 Agriculture and turf ......  $ 23 $ 23 $ 4 $ 24
 Construction and  
  forestry ....................  $ 3 $ 3   $ 3

(continued)

  Unpaid  Average
 Recorded Principal Specific Recorded
 Investment Balance Allowance Investment

2012*
Receivables with 
 specific allowance** .....  $ 1 $ 1 $ 1 $ 1
Receivables without a
 specific allowance*** ....   9  9    10

Total  ...............................  $ 10 $ 10 $ 1 $ 11

 Agriculture and turf ......  $ 6 $ 6 $ 1 $ 6
 Construction and  
  forestry ....................  $ 4 $ 4   $ 5

* Finance income recognized was not material.
** Primarily operating loans and retail notes.
*** Retail notes.

A troubled debt restructuring is generally the modification 
of debt in which a creditor grants a concession it would not 
otherwise consider to a debtor that is experiencing financial 
difficulties. These modifications may include a reduction of the 
stated interest rate, an extension of the maturity dates, a 
reduction of the face amount or maturity amount of the debt, 
or a reduction of accrued interest. During 2013, 2012 and 
2011, the company identified 92, 138 and 213 financing 
receivable contracts, primarily operating loans and retail notes, 
as troubled debt restructurings with aggregate balances of  
$16 million, $5 million and $11 million pre-modification and 
$15 million, $4 million and $10 million post-modification, 
respectively. During these same periods, there were no signifi-
cant troubled debt restructurings that subsequently defaulted 
and were written off. At October 31, 2013, the company had 
no commitments to lend additional funds to borrowers whose 
accounts were modified in troubled debt restructurings.
Other Receivables
Other receivables at October 31 consisted of the following in 
millions of dollars:

 2013 2012

Taxes receivable ........................................................... $ 868 $ 971
Reinsurance receivables ...............................................  351  569
Insurance premium receivables .....................................  24  69
Other ...........................................................................  221  182

Other receivables ...................................................... $ 1,464 $ 1,791

Reinsurance and insurance premium receivables are 
associated with the financial services’ crop insurance subsidiary 
(see Note 9).
13. SECURITIzATION OF FINANCING RECEIVABLES

The company, as a part of its overall funding strategy,  
periodically transfers certain financing receivables (retail notes) 
into variable interest entities (VIEs) that are special purpose 
entities (SPEs), or a non-VIE banking operation, as part of its 
asset-backed securities programs (securitizations). The structure 
of these transactions is such that the transfer of the retail notes 
did not meet the criteria of sales of receivables, and is, therefore, 
accounted for as a secured borrowing. SPEs utilized in securiti-
zations of retail notes differ from other entities included in the 
company’s consolidated statements because the assets they hold 
are legally isolated. Use of the assets held by the SPEs or the 
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were restricted assets (retail notes securitized, allowance for 
credit losses and other assets) of $1,274 million and $1,049 
million at October 31, 2013 and 2012, respectively.  
The liabilities (short-term securitization borrowings and accrued 
interest) related to these conduits were $1,225 million and 
$1,004 million at October 31, 2013 and 2012, respectively.

The company’s carrying amount of the liabilities to the 
unconsolidated conduits, compared to the maximum exposure 
to loss related to these conduits, which would only be incurred 
in the event of a complete loss on the restricted assets, was as 
follows at October 31 in millions of dollars:

 2013

Carrying value of liabilities ..............................................................  $ 1,225
Maximum exposure to loss .............................................................   1,274

The total assets of unconsolidated VIEs related to securiti-
zations were approximately $42 billion at October 31, 2013.

The components of consolidated restricted assets related to 
secured borrowings in securitization transactions at October 31 
were as follows in millions of dollars:

 2013 2012

Financing receivables securitized (retail notes) ............... $ 4,167 $ 3,635
Allowance for credit losses ............................................  (14)  (17)
Other assets .................................................................  100   85 

Total restricted securitized assets .......................... $ 4,253  $ 3,703  

The components of consolidated secured borrowings and 
other liabilities related to securitizations at October 31 were as 
follows in millions of dollars:

 2013 2012

Short-term securitization borrowings ............................. $ 4,109 $ 3,575
Accrued interest on borrowings .....................................  1  1

Total liabilities related to restricted  
 securitized assets ................................................ $ 4,110 $ 3,576

The secured borrowings related to these restricted 
securitized retail notes are obligations that are payable as the 
retail notes are liquidated. Repayment of the secured borrowings 
depends primarily on cash flows generated by the restricted 
assets. Due to the company’s short-term credit rating, cash 
collections from these restricted assets are not required to be 
placed into a segregated collection account until immediately 
prior to the time payment is required to the secured creditors. 
At October 31, 2013, the maximum remaining term of all 
securitized retail notes was approximately seven years.

14. EQUIPMENT ON OPERATING LEASES

Operating leases arise primarily from the leasing of John Deere 
equipment to retail customers. Initial lease terms generally range 
from four to 60 months. Net equipment on operating leases 
totaled $3,152 million and $2,528 million at October 31, 2013 
and 2012, respectively. The equipment is depreciated on a 
straight-line basis over the terms of the lease. The accumulated 
depreciation on this equipment was $545 million and  
$499 million at October 31, 2013 and 2012, respectively.  

non-VIE is restricted by terms of the documents governing the 
securitization transactions.

In securitizations of retail notes related to secured  
borrowings, the retail notes are transferred to certain SPEs or  
to a non-VIE banking operation, which in turn issue debt to 
investors. The resulting secured borrowings are recorded as 
“Short-term securitization borrowings” on the balance sheet. 
The securitized retail notes are recorded as “Financing receiv-
ables securitized - net” on the balance sheet. The total restricted 
assets on the balance sheet related to these securitizations include 
the financing receivables securitized less an allowance for credit 
losses, and other assets primarily representing restricted cash.  
For those securitizations in which retail notes are transferred 
into SPEs, the SPEs supporting the secured borrowings are 
consolidated unless the company does not have both the power 
to direct the activities that most significantly impact the SPEs’ 
economic performance and the obligation to absorb losses or 
the right to receive benefits that could potentially be significant 
to the SPEs. No additional support to these SPEs beyond what 
was previously contractually required has been provided during 
the reporting periods.

In certain securitizations, the company consolidates the 
SPEs since it has both the power to direct the activities that 
most significantly impact the SPEs’ economic performance 
through its role as servicer of all the receivables held by the 
SPEs, and the obligation through variable interests in the  
SPEs to absorb losses or receive benefits that could potentially 
be significant to the SPEs. The restricted assets (retail notes 
securitized, allowance for credit losses and other assets) of the 
consolidated SPEs totaled $2,626 million and $2,330 million  
at October 31, 2013 and 2012, respectively. The liabilities 
(short-term securitization borrowings and accrued interest)  
of these SPEs totaled $2,547 million and $2,262 million at 
October 31, 2013 and 2012, respectively. The credit holders  
of these SPEs do not have legal recourse to the company’s 
general credit.

In certain securitizations, the company transfers retail 
notes to a non-VIE banking operation, which is not consoli-
dated since the company does not have a controlling interest in 
the entity. The company’s carrying values and interests related 
to the securitizations with the unconsolidated non-VIE were 
restricted assets (retail notes securitized, allowance for credit 
losses and other assets) of $353 million and $324 million  
at October 31, 2013 and 2012, respectively. The liabilities 
(short-term securitization borrowings and accrued interest) 
were $338 million and $310 million at October 31, 2013 and 
2012, respectively.

In certain securitizations, the company transfers retail notes 
into bank-sponsored, multi-seller, commercial paper conduits, 
which are SPEs that are not consolidated. The company does 
not service a significant portion of the conduits’ receivables, and 
therefore, does not have the power to direct the activities that 
most significantly impact the conduits’ economic performance. 
These conduits provide a funding source to the company (as 
well as other transferors into the conduit) as they fund the retail 
notes through the issuance of commercial paper. The company’s 
carrying values and variable interest related to these conduits 
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The corresponding depreciation expense was $389 million in 
2013, $339 million in 2012 and $306 million in 2011.

Future payments to be received on operating leases  
totaled $1,274 million at October 31, 2013 and are scheduled  
in millions of dollars as follows: 2014 – $522, 2015 – $360, 
2016 – $229, 2017 – $136 and 2018 – $27.

15. INVENTORIES

Most inventories owned by Deere & Company and its  
U.S. equipment subsidiaries are valued at cost, on the “last-in, 
first-out” (LIFO) basis. Remaining inventories are generally 
valued at the lower of cost, on the “first-in, first-out” (FIFO) 
basis, or market. The value of gross inventories on the LIFO 
basis represented 63 percent and 61 percent of worldwide gross 
inventories at FIFO value at October 31, 2013 and 2012, 
respectively. If all inventories had been valued on a FIFO basis, 
estimated inventories by major classification at October 31 in 
millions of dollars would have been as follows:

 2013 2012

Raw materials and supplies ........................................... $ 1,954 $ 1,874
Work-in-process ...........................................................  753  652
Finished goods and parts ..............................................  3,757  4,065

 Total FIFO value ........................................................  6,464  6,591
Less adjustment to LIFO value .......................................  1,529  1,421

Inventories ................................................................. $ 4,935 $ 5,170

16. PROPERTY AND DEPRECIATION

A summary of property and equipment at October 31 in millions 
of dollars follows:

 Useful Lives*
 (Years) 2013 2012

Equipment Operations
Land ..................................................   $ 123 $ 137
Buildings and building equipment ........  23  2,875  2,584
Machinery and equipment ...................  11  4,931  4,393
Dies, patterns, tools, etc .....................  8  1,492  1,330
All other .............................................  6  866  819
Construction in progress .....................    728  938

 Total at cost ...................................    11,015  10,201
Less accumulated depreciation ...........    5,606  5,250

 Total ..............................................    5,409  4,951

Financial Services
Land ..................................................    4  4
Buildings and building equipment ........  27  71  70
All other .............................................  6  36  36

 Total at cost ...................................    111  110
Less accumulated depreciation ...........    53  49

 Total ..............................................    58  61

Property and equipment-net ..........   $ 5,467 $ 5,012

* Weighted-averages

Total property and equipment additions in 2013, 2012 
and 2011 were $1,158 million, $1,376 million and $1,059 
million and depreciation was $637 million, $555 million and 
$516 million, respectively. Capitalized interest was $13 million,  
$7 million and $8 million in the same periods, respectively.  
The cost of leased property and equipment under capital leases 
of $58 million and $47 million and accumulated depreciation  
of $29 million and $25 million at October 31, 2013 and 2012, 
respectively, is included in property and equipment.

Capitalized software has an estimated useful life of three 
years. The amounts of total capitalized software costs, including 
purchased and internally developed software, classified as 
“Other Assets” at October 31, 2013 and 2012 were $778 million 
and $684 million, less accumulated amortization of $584 million 
and $493 million, respectively. Amortization of these software 
costs was $93 million in 2013, $89 million in 2012 and $73 
million in 2011. The cost of leased software assets under capital 
leases amounting to $46 million and $42 million at October 31, 
2013 and 2012, respectively, is included in other assets.

The cost of compliance with foreseeable environmental 
requirements has been accrued and did not have a material 
effect on the company’s consolidated financial statements.

17. GOODWILL AND OTHER INTANGIBLE ASSETS-NET

The changes in amounts of goodwill by operating segments 
were as follows in millions of dollars:

 Agriculture Construction
 and and
 Turf Forestry Total

Balance at October 31, 2011 ..............  $ 701 $ 615 $ 1,316
 Less accumulated  
  impairment losses ......................   316      316 

 Net balance ...................................   385  615  1,000
Impairment loss* ................................   (33)    (33)
Translation adjustments and other .......   (15)  (31)  (46)

Balance at October 31, 2012 ..............   686  584  1,270
 Less accumulated  
  impairment losses ......................   349      349 

 Net balance ...................................   337  584  921
Reclassification to assets 
 held for sale** ................................   (395)    (395)
Acquisition* ........................................   13    13
Translation adjustments and other .......   (2)  19  17

Balance at October 31, 2013 ..............   302  603  905
 Less accumulated  
  impairment losses** ...................   60      60 

Goodwill ...........................................  $ 242  $ 603  $ 845  

* See Notes 4 and 5.
** Accumulated impairment losses were also reduced by $289 million related to 

Landscapes reclassification to held for sale (see Note 4).
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The components of other intangible assets are as follows  
in millions of dollars:

 Useful Lives*
 (Years) 2013 2012

Amortized intangible assets:
 Customer lists and relationships ........... 15 $ 20 $ 99
 Technology, patents, trademarks  
  and other ........................................ 18  88  109

  Total at cost ....................................   108  208
 Less accumulated amortization** .........   35  107

  Total ...............................................   73  101

Unamortized intangible assets:
 Licenses .............................................   4  4

Other intangible assets-net ................  $ 77 $ 105

* Weighted-averages
** Accumulated amortization at 2013 and 2012 for customer lists and relationships 

was $8 million and $60 million and technology, patents, trademarks and other was 
$27 million and $47 million, respectively.

Other intangible assets are stated at cost less accumulated 
amortization. The amortization of other intangible assets in 
2013, 2012 and 2011 was $22 million, $21 million and  
$20 million, respectively. The estimated amortization expense 
for the next five years is as follows in millions of dollars:  
2014 - $12, 2015 - $11, 2016 - $10, 2017 – $10 and 2018 - $6.

18. TOTAL SHORT-TERM BORROWINGS 

Total short-term borrowings at October 31 consisted of the 
following in millions of dollars:

 2013 2012

Equipment Operations
Commercial paper .......................................................   $ 146
Notes payable to banks ................................................ $ 259  84
Long-term borrowings due within one year ...................  821  195

 Total .......................................................................  1,080  425

Financial Services
Commercial paper .......................................................  3,162  1,061
Notes payable to banks ................................................  139  117
Long-term borrowings due within one year ...................  4,408*  4,790*

 Total .......................................................................  7,709  5,968

Short-term borrowings ............................................  8,789  6,393

Financial Services
Short-term securitization borrowings ............................  4,109  3,575

Total short-term borrowings ................................... $ 12,898 $ 9,968

* Includes unamortized fair value adjustments related to interest rate swaps.

The short-term securitization borrowings for financial 
services are secured by financing receivables (retail notes) on  
the balance sheet (see Note 13). Although these securitization 
borrowings are classified as short-term since payment is required 
if the retail notes are liquidated early, the payment schedule for 
these borrowings of $4,109 million at October 31, 2013 based 
on the expected liquidation of the retail notes in millions of 
dollars is as follows: 2014 - $2,162, 2015 - $1,177, 2016 - $577,  
2017 - $166, 2018 - $25 and 2019 - $2.

The weighted-average interest rates on total short-term 
borrowings, excluding current maturities of long-term  
borrowings, at October 31, 2013 and 2012 were .8 percent  
and 1.0 percent, respectively. 

Lines of credit available from U.S. and foreign banks were 
$6,498 million at October 31, 2013. At October 31, 2013,  
$2,939 million of these worldwide lines of credit were unused. 
For the purpose of computing the unused credit lines, com-
mercial paper and short-term bank borrowings, excluding 
secured borrowings and the current portion of long-term 
borrowings, were primarily considered to constitute utilization. 
Included in the above lines of credit were long-term credit 
facility agreements for $2,500 million, expiring in April 2017, 
and $2,500 million, expiring in April 2018. The agreements are 
mutually extendable and the annual facility fees are not signifi-
cant. These credit agreements require Capital Corporation to 
maintain its consolidated ratio of earnings to fixed charges at 
not less than 1.05 to 1 for each fiscal quarter and the ratio of 
senior debt, excluding securitization indebtedness, to capital 
base (total subordinated debt and stockholder’s equity excluding 
accumulated other comprehensive income (loss)) at not more 
than 11 to 1 at the end of any fiscal quarter. The credit agree-
ments also require the equipment operations to maintain a ratio 
of total debt to total capital (total debt and stockholders’ equity 
excluding accumulated other comprehensive income (loss)) of  
65 percent or less at the end of each fiscal quarter. Under this 
provision, the company’s excess equity capacity and retained 
earnings balance free of restriction at October 31, 2013 was  
$9,756 million. Alternatively under this provision, the equip-
ment operations had the capacity to incur additional debt of  
$18,119 million at October 31, 2013. All of these requirements 
of the credit agreements have been met during the periods 
included in the consolidated financial statements.

Deere & Company has an agreement with Capital 
Corporation pursuant to which it has agreed to continue to own, 
directly or through one or more wholly-owned subsidiaries,  
at least 51 percent of the voting shares of capital stock of Capital 
Corporation and to maintain Capital Corporation’s consolidated 
tangible net worth at not less than $50 million. This agreement 
also obligates Deere & Company to make payments to Capital 
Corporation such that its consolidated ratio of earnings to fixed 
charges is not less than 1.05 to 1 for each fiscal quarter.  
Deere & Company’s obligations to make payments to Capital 
Corporation under the agreement are independent of whether 
Capital Corporation is in default on its indebtedness, obligations 
or other liabilities. Further, Deere & Company’s obligations 
under the agreement are not measured by the amount of 
Capital Corporation’s indebtedness, obligations or other 
liabilities. Deere & Company’s obligations to make payments 
under this agreement are expressly stated not to be a guaranty  
of any specific indebtedness, obligation or liability of Capital 
Corporation and are enforceable only by or in the name of 
Capital Corporation. No payments were required under this 
agreement during the periods included in the consolidated 
financial statements.
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 2013 2012

Financial Services
Notes and debentures:
 Medium-term notes due 2014 – 2023:
  (principal $15,055 - 2013, $15,242 - 2012) 
  Average interest rates of 1.2% – 2013, 
  1.6% – 2012 ....................................................... $ 15,316* $ 15,737*
 2.75% senior note due 2022: ($500 principal)
  Swapped $500 to variable interest rate  
  of .9% – 2013, 1.1% – 2012 ................................  491*  518*
 Other notes ..............................................................  900  753

  Total ....................................................................  16,707  17,008

Long-term borrowings** .......................................... $ 21,578 $ 22,453

* Includes unamortized fair value adjustments related to interest rate swaps.
** All interest rates are as of year end.

The approximate principal amounts of the equipment 
operations’ long-term borrowings maturing in each of the  
next five years in millions of dollars are as follows: 2014 – $821,  
2015 – $266, 2016 – $211, 2017 – $28 and 2018 – $23.  
The approximate principal amounts of the financial services’ 
long-term borrowings maturing in each of the next five years in 
millions of dollars are as follows: 2014 – $4,408, 2015 – $4,649, 
2016 – $3,374, 2017 – $2,954 and 2018 – $2,376.

21. LEASES

At October 31, 2013, future minimum lease payments under 
capital leases amounted to $37 million as follows: 2014 – $23,  
2015 – $5, 2016 – $4, 2017 – $2, 2018 – $1 and later years $2. 
Total rental expense for operating leases was $237 million  
in 2013, $215 million in 2012 and $175 million in 2011.  
At October 31, 2013, future minimum lease payments under 
operating leases amounted to $413 million as follows:  
2014 – $130, 2015 – $95, 2016 – $61, 2017 – $45, 2018 – $34 
and later years $48.

22. COMMITMENTS AND CONTINGENCIES

The company generally determines its warranty liability by 
applying historical claims rate experience to the estimated amount 
of equipment that has been sold and is still under warranty based 
on dealer inventories and retail sales. The historical claims rate 
is primarily determined by a review of five-year claims costs and 
current quality developments.

The premiums for the company’s extended warranties  
are primarily recognized in income in proportion to the costs 
expected to be incurred over the contract period. The unamor-
tized extended warranty premiums (deferred revenue) included 
in the following table totaled $342 million and $292 million at 
October 31, 2013 and 2012, respectively.

19. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expenses at October 31 consisted 
of the following in millions of dollars:

 2013 2012

Equipment Operations
Accounts payable:
 Trade payables ......................................................... $ 2,174 $ 2,287
 Dividends payable ....................................................  192  179
 Other .......................................................................  197  147
Accrued expenses:
 Dealer sales discounts ..............................................  1,491  1,413
 Employee benefits ....................................................  1,408  1,337
 Product warranties ...................................................  822  733
 Unearned revenue ....................................................  368  282
 Other .......................................................................  1,339  1,301

  Total ....................................................................  7,991  7,679

Financial Services 
Accounts payable:
 Deposits withheld from dealers and merchants ..........  197  194
 Other .......................................................................  368  505
Accrued expenses:
 Unearned revenue ....................................................  551  452
 Accrued interest .......................................................  130  160
 Employee benefits ....................................................  86  69
 Insurance claims reserve* .........................................  197  449
 Other .......................................................................  321  301

  Total ....................................................................  1,850  2,130

Eliminations** ...............................................................  867  820

Accounts payable and accrued expenses ............... $ 8,974 $ 8,989

* See Note 9.
** Primarily trade receivable valuation accounts which are reclassified as accrued 

expenses by the equipment operations as a result of their trade receivables being 
sold to financial services.

20. LONG-TERM BORROWINGS

Long-term borrowings at October 31 consisted of the following 
in millions of dollars:

 2013 2012

Equipment Operations
Notes and debentures:
 6.95% notes due 2014: ($700 principal) ..................   $ 718*
 4.375% notes due 2019 ........................................... $ 750  750
 8-1/2% debentures due 2022 ..................................  105  105
 2.60% notes due 2022 ............................................  1,000  1,000
 6.55% debentures due 2028 ....................................  200  200
 5.375% notes due 2029 ..........................................  500  500
 8.10% debentures due 2030 ....................................  250  250
 7.125% notes due 2031 ...........................................  300  300
 3.90% notes due 2042 ............................................  1,250  1,250
 Other notes ..............................................................  516  372

  Total .................................................................... $ 4,871 $ 5,445

(continued)
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A reconciliation of the changes in the warranty liability 
and unearned premiums in millions of dollars follows:
 Warranty Liability/ 
 Unearned Premiums  _______________
 2013 2012

Beginning of year balance ........................................ $ 1,025 $ 892
Payments .....................................................................  (736)  (580)
Amortization of premiums received ................................  (120)  (100)
Accruals for warranties .................................................  821  666
Premiums received .......................................................  170  164
Foreign exchange .........................................................  4  (17)

End of year balance .................................................. $ 1,164  $ 1,025 

At October 31, 2013, the company had approximately  
$270 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing  
of John Deere equipment. The company may recover a portion 
of any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables.  
At October 31, 2013, the company had accrued losses of 
approximately $6 million under these agreements. The maximum 
remaining term of the receivables guaranteed at October 31, 2013 
was approximately seven years.

At October 31, 2013, the company had commitments of 
approximately $279 million for the construction and acquisition 
of property and equipment. At October 31, 2013, the company 
also had pledged or restricted assets of $68 million, primarily as 
collateral for borrowings and restricted other assets. In addition, 
see Note 13 for restricted assets associated with borrowings 
related to securitizations.

The company also had other miscellaneous contingencies 
totaling approximately $50 million at October 31, 2013, for 
which it believes the probability for payment is substantially 
remote. The accrued liability for these contingencies was not 
material at October 31, 2013.

The company is subject to various unresolved legal  
actions which arise in the normal course of its business, the 
most prevalent of which relate to product liability (including 
asbestos related liability), retail credit, software licensing, patent, 
trademark and environmental matters. The company believes 
the reasonably possible range of losses for these unresolved legal 
actions in addition to the amounts accrued would not have a 
material effect on its financial statements.

23. CAPITAL STOCK

Changes in the common stock account in millions were  
as follows:

 Number of
 Shares Issued Amount

Balance at October 31, 2010 ..............................  536.4 $ 3,106
Stock options and other ......................................     146

Balance at October 31, 2011 ..............................  536.4  3,252
Stock options and other ......................................     100

Balance at October 31, 2012 ..............................  536.4  3,352
Stock options and other ......................................     172

Balance at October 31, 2013 ...........................   536.4 $ 3,524

The number of common shares the company is authorized 
to issue is 1,200 million. The number of authorized preferred 
shares, none of which has been issued, is nine million.

The Board of Directors at its meeting in May 2008 
authorized the repurchase of up to $5,000 million of additional 
common stock (61.1 million shares based on the October 31, 
2013 closing common stock price of $81.84 per share).  
At October 31, 2013, this repurchase program had $957 million 
(11.7 million shares at the same price) remaining to be repur-
chased. Repurchases of the company’s common stock under 
this plan will be made from time to time, at the company’s 
discretion, in the open market.

A reconciliation of basic and diluted net income per share 
attributable to Deere & Company follows in millions, except 
per share amounts:

 2013 2012 2011

Net income attributable to  
 Deere & Company ............................... $ 3,537.3 $ 3,064.7 $ 2,799.9
Less income allocable to participating 
 securities ............................................  .9  .8  1.0

Income allocable to common stock ........... $ 3,536.4 $ 3,063.9 $ 2,798.9

Average shares outstanding .....................  385.3  397.1  417.4

Basic per share .................................... $ 9.18 $ 7.72 $ 6.71

Average shares outstanding .....................  385.3  397.1  417.4
Effect of dilutive stock options ..................  3.9  4.4  5.0

 Total potential shares outstanding ........  389.2  401.5  422.4

Diluted per share .................................. $ 9.09 $ 7.63 $ 6.63

All stock options outstanding were included in the 
computation during 2013, 2012 and 2011, except 2.4 million 
options in 2013, 1.8 million in 2012 and none in 2011 that had 
an antidilutive effect under the treasury stock method.

24. STOCK OPTION AND RESTRICTED STOCK AWARDS

The company issues stock options and restricted stock awards  
to key employees under plans approved by stockholders. 
Restricted stock is also issued to nonemployee directors for 
their services as directors under a plan approved by stockholders. 
Options are awarded with the exercise price equal to the market 
price and become exercisable in one to three years after grant. 
Options expire ten years after the date of grant. Restricted stock 
awards generally vest after three years. The compensation cost 
for stock options, service based restricted stock units and 
market/service based restricted stock units, which is based on 
the fair value at the grant date, is recognized on a straight-line 
basis over the requisite period the employee is required to 
render service. The compensation cost for performance/service 
based units, which is based on the fair value at the grant date,  
is recognized over the employees’ requisite service period and 
periodically adjusted for the probable number of shares to be 
awarded. According to these plans at October 31, 2013, the 
company is authorized to grant an additional 10.4 million shares 
related to stock options or restricted stock.

The fair value of each option award was estimated on the 
date of grant using a binomial lattice option valuation model. 
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Expected volatilities are based on implied volatilities from 
traded call options on the company’s stock. The expected 
volatilities are constructed from the following three components: 
the starting implied volatility of short-term call options traded 
within a few days of the valuation date; the predicted implied 
volatility of long-term call options; and the trend in implied 
volatilities over the span of the call options’ time to maturity. 
The company uses historical data to estimate option exercise 
behavior and employee termination within the valuation 
model. The expected term of options granted is derived from 
the output of the option valuation model and represents the 
period of time that options granted are expected to be outstand-
ing. The risk-free rates utilized for periods throughout the 
contractual life of the options are based on U.S. Treasury 
security yields at the time of grant.

The assumptions used for the binomial lattice model to 
determine the fair value of options follow:

 2013 2012 2011

Risk-free interest rate ...... .04% - 1.7% .01% - 2.0% .08% - 3.3%
Expected dividends .......... 2.3% 1.9% 1.9%
Expected volatility ............ 26.6% - 32.5% 34.1% - 41.9% 34.4% - 34.6%
Weighted-average  
 volatility ...................... 32.4% 33.6% 34.4%
Expected term (in years) .. 7.3 - 7.9 6.8 - 7.8 6.8 - 7.8

Stock option activity at October 31, 2013 and changes 
during 2013 in millions of dollars and shares follow:

   Remaining
   Contractual Aggregate
  Exercise Term Intrinsic
 Shares Price* (Years) Value

Outstanding at beginning 
 of year .................................   17.4 $ 56.78 
Granted .....................................   2.5  86.36   
Exercised ..................................   (4.0)  42.88   
Expired or forfeited ....................   (.2)  81.97   

Outstanding at end of year ......   15.7   64.82  5.99 $ 290.3

Exercisable at end of year ......   11.3  58.26  5.02  278.4

* Weighted-averages

The weighted-average grant-date fair values of options 
granted during 2013, 2012 and 2011 were $23.73, $22.51 and 
$25.61, respectively. The total intrinsic values of options 
exercised during 2013, 2012 and 2011 were $183 million,  
$88 million and $231 million, respectively. During 2013,  
2012 and 2011, cash received from stock option exercises was  
$175 million, $61 million and $170 million with tax benefits  
of $68 million, $33 million and $85 million, respectively.

The company granted 254 thousand, 266 thousand and 
222 thousand restricted stock units to employees and nonem-
ployee directors in 2013, 2012 and 2011, of which 110 thousand, 
122 thousand and 92 thousand are subject to service based only 
conditions, 72 thousand, 72 thousand and 65 thousand are 
subject to performance/service based conditions, 72 thousand, 
72 thousand and 65 thousand are subject to market/service 
based conditions, respectively. The service based only units 
award one share of common stock for each unit at the end of 
the vesting period and include dividend equivalent payments. 

 

The performance/service based units are subject to a perfor-
mance metric based on the company’s compound annual 
revenue growth rate, compared to a benchmark group of 
companies over the vesting period. The market/service based 
units are subject to a market related metric based on total 
shareholder return, compared to the same benchmark group of 
companies over the vesting period. The performance/service 
based units and the market/service based units both award 
common stock in a range of zero to 200 percent for each unit 
granted based on the level of the metric achieved and do not 
include dividend equivalent payments over the vesting period. 
The weighted-average fair values of the service based only units 
at the grant dates during 2013, 2012 and 2011 were $86.88, 
$75.27 and $81.90 per unit, respectively, based on the market 
price of a share of underlying common stock. The fair value of 
the performance/service based units at the grant date during 
2013, 2012 and 2011 were $80.73, $70.14 and $76.17 per unit, 
respectively, based on the market price of a share of underlying 
common stock excluding dividends. The fair value of the 
market/service based units at the grant date during 2013, 2012 
and 2011 were $106.75, $92.85 and $107.31 per unit, respec-
tively, based on a lattice valuation model excluding dividends.

The company’s nonvested restricted shares at October 31, 
2013 and changes during 2013 in millions of shares follow:

  Grant-Date
 Shares Fair Value*

Service based only
Nonvested at beginning of year .............................   .4 $ 66.55
Granted ................................................................   .1  86.88
Vested .................................................................   (.2)  57.15

Nonvested at end of year ......................................   .3   81.00

Performance/service and  
 market/service based
Nonvested at beginning of year .............................   .3 $ 86.39
Granted ................................................................   .1   93.74

Nonvested at end of year ......................................   .4   88.86

* Weighted-averages

During 2013, 2012 and 2011, the total share-based 
compensation expense was $81 million, $75 million and  
$69 million, respectively, with recognized income tax benefits 
of $30 million, $28 million and $26 million, respectively.  
At October 31, 2013, there was $41 million of total unrecog-
nized compensation cost from share-based compensation 
arrangements granted under the plans, which is related to 
nonvested shares. This compensation is expected to be recog-
nized over a weighted-average period of approximately two 
years. The total grant-date fair values of stock options and 
restricted shares vested during 2013, 2012 and 2011 were  
$68 million, $76 million and $72 million, respectively.

The company currently uses shares that have been 
repurchased through its stock repurchase programs to satisfy 
share option exercises. At October 31, 2013, the company  
had 163 million shares in treasury stock and 12 million shares 
remaining to be repurchased under its current publicly  
announced repurchase program (see Note 23).
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25. OTHER COMPREHENSIVE INCOME ITEMS

The after-tax changes in accumulated other comprehensive 
income in millions of dollars follow: 
 Retirement Cumulative Unrealized Unrealized
 Benefits Translation Gain (Loss) on Gain (Loss) on
 Adjustment Adjustment Derivatives Investments

October 31, 2010  $ (3,797) $ 436 $ (30) $ 11
Current period   (338)  18  21  1

October 31, 2011   (4,135)  454  (9)  12
Current period   (624)  (270)  (5)  5

October 31, 2012   (4,759)  184  (14)  17
Current period   1,950   (71)  11  (11)

October 31, 2013  $ (2,809) $ 113  $ (3) $ 6

Following are reclassifications and income tax effects 
included in other comprehensive income (loss) in millions  
of dollars:
 Before Tax After
 Tax  (Expense) Tax
 Amount Credit Amount

2011
Retirement benefits adjustment:
 Net actuarial loss and  
  prior service cost .............................. $ (989) $ 368 $ (621)
 Reclassification of actuarial loss 
  and prior service cost to net income ...  450   (167)  283 

 Net unrealized loss ................................  (539)  201   (338)

Cumulative translation adjustment ..............  14   4   18 

Unrealized gain on derivatives:
 Hedging gain .........................................  31  (11)  20
 Reclassification of realized loss
  to net income ....................................  1     1 

 Net unrealized gain ................................  32   (11)  21 

Unrealized holding gain and net  
 unrealized gain on investments ..............  2   (1)  1 

Total other comprehensive income (loss) .... $ (491) $ 193  $ (298)

2012
Retirement benefits adjustment:
 Net actuarial loss and  
  prior service cost .............................. $ (1,341) $ 477 $ (864)
 Reclassification of actuarial loss 
  and prior service cost to net income ...  380   (140)  240 

 Net unrealized loss ................................  (961)  337   (624)

Cumulative translation adjustment ..............   (272)  2   (270)

Unrealized loss on derivatives:
 Hedging loss .........................................  (61)  21  (40)
 Reclassification of realized loss
  to net income ....................................  54   (19)  35 

 Net unrealized loss ................................  (7)  2  (5)

Unrealized holding gain and net  
 unrealized gain on investments ..............  7   (2)  5 

Total other comprehensive income (loss) .... $ (1,233) $ 339  $ (894)

(continued)

 Before Tax After
 Tax  (Expense) Tax
 Amount Credit Amount

2013
Retirement benefits adjustment:
 Net actuarial gain and  
  prior service credit ............................ $ 2,674 $ (978) $ 1,696
 Reclassification of actuarial loss 
  and prior service cost to net income ...  412   (158)  254 

 Net unrealized gain ................................  3,086   (1,136)   1,950 

Cumulative translation adjustment ..............  (74)   3   (71)

Unrealized gain on derivatives:
 Hedging gain .........................................  43  (14)  29
 Reclassification of realized gain
  to net income ....................................  (27)  9   (18) 

 Net unrealized gain ................................  16   (5)  11 

Unrealized holding loss and net  
 unrealized loss on investments ...............  (17)  6   (11)

Total other comprehensive income (loss) .... $ 3,011  $ (1,132) $ 1,879 

The noncontrolling interests’ comprehensive income was 
$.4 million in 2013, $6.6 million in 2012 and $7.9 million in 
2011, which consisted of net income of $.3 million in 2013, 
$6.9 million in 2012 and $7.9 million in 2011 and cumulative 
translation adjustments of $.1 million in 2013, $(.3) million in 
2012 and none in 2011. 

26. FAIR VALUE MEASUREMENTS

The fair values of financial instruments that do not approximate 
the carrying values at October 31 in millions of dollars follow:
 2013 2012   ______________   ______________
 Carrying Fair Carrying Fair
 Value Value* Value Value*

Financing receivables – net ..............  $ 25,633 $ 25,572 $ 22,159 $ 22,244

Financing receivables  
 securitized – net ..........................  $ 4,153 $ 4,124 $ 3,618 $ 3,615

Short-term securitization  
 borrowings ..................................  $ 4,109 $ 4,113 $ 3,575 $ 3,584

Long-term borrowings due
 within one year:
  Equipment operations ..............  $ 821 $ 837 $ 195 $ 194
  Financial services ....................   4,408  4,441  4,790  4,871

  Total .......................................  $ 5,229 $ 5,278 $ 4,985 $ 5,065

Long-term borrowings:
 Equipment operations ..................  $ 4,871 $ 5,141 $ 5,445 $ 6,237
 Financial services ........................   16,707  16,887  17,008  17,438

  Total .......................................  $ 21,578 $ 22,028 $ 22,453 $ 23,675

* Fair value measurements above were Level 3 for all financing receivables and  
Level 2 for all borrowings.

Fair values of the financing receivables that were issued 
long-term were based on the discounted values of their related 
cash flows at interest rates currently being offered by the 
company for similar financing receivables. The fair values of  
the remaining financing receivables approximated the carrying 
amounts. 
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Fair values of long-term borrowings and short-term 
securitization borrowings were based on current market quotes 
for identical or similar borrowings and credit risk, or on the 
discounted values of their related cash flows at current market 
interest rates. Certain long-term borrowings have been swapped 
to current variable interest rates. The carrying values of these 
long-term borrowings included adjustments related to fair  
value hedges.

Assets and liabilities measured at October 31 at fair value 
on a recurring basis in millions of dollars follow:

 2013* 2012*   
Marketable securities
  Equity fund ............................................................  $ 20  
  U.S. government debt securities .............................   1,312 $ 1,200
  Municipal debt securities ........................................   36  38
  Corporate debt securities ........................................   138  110
  Mortgage-backed securities** ................................   119  122

 Total marketable securities .........................................   1,625  1,470
Other assets
 Derivatives:
  Interest rate contracts ............................................   347  609
  Foreign exchange contracts ....................................   32  17
  Cross-currency interest rate contracts .....................   15  11

Total assets*** ...............................................................  $ 2,019 $ 2,107

Accounts payable and accrued expenses
 Derivatives:
  Interest rate contracts ............................................  $ 120 $ 72
  Foreign exchange contracts ....................................   42  18
  Cross-currency interest rate contracts .....................   17  59

Total liabilities .................................................................  $ 179 $ 149

* All measurements above were Level 2 measurements except for Level 1 measure-
ments of U.S. government debt securities of $1,247 million and $1,139 million at 
October 31, 2013 and 2012, respectively, and the equity fund of $20 million at 
October 31, 2013. There were no transfers between Level 1 and Level 2 during 
2013, 2012 and 2011.

** Primarily issued by U.S. government sponsored enterprises.
*** Excluded from this table were cash equivalents, which were carried at cost that 

approximates fair value. The cash equivalents consist primarily of money market 
funds that were Level 1 measurements.

Fair value, nonrecurring, Level 3 measurements from 
impairments at October 31 in millions of dollars follow:

 Fair Value* Losses*   _____________  ____________________
 2013 2012 2013 2012 2011

Property and  
 equipment – net ..........  $ 36   $ 48    

Goodwill ..........................        $ 33  

Other intangible 
 assets – net ................      $ 9    

* See financing receivables with specific allowances in Note 12 that were not 
significant. See Note 5 for impairments.

Level 1 measurements consist of quoted prices in active 
markets for identical assets or liabilities. Level 2 measurements 
include significant other observable inputs such as quoted prices 
for similar assets or liabilities in active markets; identical assets or 
liabilities in inactive markets; observable inputs such as interest 

rates and yield curves; and other market-corroborated inputs. 
Level 3 measurements include significant unobservable inputs.

Fair value is defined as the price that would be received  
to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. 
In determining fair value, the company uses various methods 
including market and income approaches. The company utilizes 
valuation models and techniques that maximize the use of 
observable inputs. The models are industry-standard models that 
consider various assumptions including time values and yield 
curves as well as other economic measures. These valuation 
techniques are consistently applied.

The following is a description of the valuation  
methodologies the company uses to measure certain financial  
instruments on the balance sheet and nonmonetary assets at  
fair value:

Marketable Securities – The portfolio of investments is 
primarily valued on a market approach (matrix pricing model) 
in which all significant inputs are observable or can be derived 
from or corroborated by observable market data such as interest 
rates, yield curves, volatilities, credit risk and prepayment speeds.

Derivatives – The company’s derivative financial  
instruments consist of interest rate swaps and caps, foreign 
currency forwards and swaps and cross-currency interest rate 
swaps. The portfolio is valued based on an income approach 
(discounted cash flow) using market observable inputs,  
including swap curves and both forward and spot exchange 
rates for currencies.

Financing Receivables – Specific reserve impairments are 
based on the fair value of the collateral, which is measured  
using a market approach (appraisal values or realizable values). 
Inputs include a selection of realizable values (see Note 12).

Goodwill – The impairment is based on the implied fair 
value measured as the difference between the fair value of the 
reporting unit and the fair value of the unit’s identifiable net 
assets. An estimate of the fair value of the reporting unit is 
determined by an income approach (discounted cash flows), 
which includes inputs such as interest rates.

Property and Equipment-Net – The impairments are 
measured at the lower of the carrying amount, or fair value. 
The valuations were based on a cost approach. The inputs 
include replacement cost estimates adjusted for physical 
deterioration and economic obsolescence.

Other Intangible Assets-Net – The impairments are 
measured at the lower of the carrying amount, or fair value. 
The valuations were based on an income approach (discounted 
cash flows). The inputs include estimates of future cash flows.

27. DERIVATIVE INSTRUMENTS

Certain of the company’s derivative agreements contain credit 
support provisions that require the company to post collateral 
based on reductions in credit ratings. The aggregate fair value  
of all derivatives with credit-risk-related contingent features that 
were in a liability position at October 31, 2013 and 2012 was  
$91 million and $32 million, respectively. The company, due to 
its credit rating and amounts of net liability position, has not 

53

Deere 2013.indd   53 12/6/13   4:46 PM



 

posted any collateral. If the credit-risk-related contingent 
features were triggered, the company would be required to post 
full collateral for any liability position, prior to considering 
applicable netting provisions.

Derivative instruments are subject to significant concen-
trations of credit risk to the banking sector. The company 
manages individual counterparty exposure by setting limits that 
consider the credit rating of the counterparty and the size of 
other financial commitments and exposures between the 
company and the counterparty banks. All interest rate derivatives 
are transacted under International Swaps and Derivatives 
Association (ISDA) documentation. Some of these agreements 
include credit support provisions. Each master agreement 
permits the net settlement of amounts owed in the event of 
default. The maximum amount of loss that the company would 
incur if counterparties to derivative instruments fail to meet 
their obligations, not considering collateral received or netting 
arrangements, was $394 million and $637 million as of October 
31, 2013 and 2012, respectively. The amount of collateral 
received at October 31, 2013 and 2012 to offset this potential 
maximum loss was $8 million and $102 million, respectively. 
The netting provisions of the agreements would reduce the 
maximum amount of loss the company would incur if the 
counterparties to derivative instruments fail to meet their 
obligations by an additional $120 million and $92 million as of 
October 31, 2013 and 2012, respectively. None of the concen-
trations of risk with any individual counterparty was considered 
significant at October 31, 2013 and 2012.
Cash Flow Hedges
Certain interest rate and cross-currency interest rate contracts 
(swaps) were designated as hedges of future cash flows from 
borrowings. The total notional amounts of the receive-variable/
pay-fixed interest rate contracts at October 31, 2013 and 2012 
were $3,100 million and $2,850 million, respectively. The total 
notional amounts of the cross-currency interest rate contracts 
were $816 million and $923 million at October 31, 2013 and 
2012, respectively. The effective portions of the fair value gains 
or losses on these cash flow hedges were recorded in other 
comprehensive income (OCI) and subsequently reclassified into 
interest expense or other operating expenses (foreign exchange) 
in the same periods during which the hedged transactions 
affected earnings. These amounts offset the effects of interest 
rate or foreign currency exchange rate changes on the related 
borrowings. Any ineffective portions of the gains or losses on all 
cash flow interest rate contracts designated as cash flow hedges 
were recognized currently in interest expense or other operat-
ing expenses (foreign exchange) and were not material during 
any years presented. The cash flows from these contracts were 
recorded in operating activities in the statement of consolidated 
cash flows.

The amount of loss recorded in OCI at October 31, 2013 
that is expected to be reclassified to interest expense or other 
operating expenses in the next twelve months if interest rates or 

exchange rates remain unchanged is approximately $4 million 
after-tax. These contracts mature in up to 59 months. There were 
no gains or losses reclassified from OCI to earnings based on 
the probability that the original forecasted transaction would 
not occur.
Fair Value Hedges
Certain interest rate contracts (swaps) were designated as fair 
value hedges of borrowings. The total notional amounts of the 
receive-fixed/pay-variable interest rate contracts at October 31, 
2013 and 2012 were $7,380 million and $9,266 million, 
respectively. The effective portions of the fair value gains or 
losses on these contracts were offset by fair value gains or losses 
on the hedged items (fixed-rate borrowings). Any ineffective 
portions of the gains or losses were recognized currently in 
interest expense. The ineffective portions were none in 2013 
and a loss of $2 million in 2012. The cash flows from these 
contracts were recorded in operating activities in the statement 
of consolidated cash flows.

The gains (losses) on these contracts and the underlying 
borrowings recorded in interest expense follow in millions of 
dollars:

 2013 2012

Interest rate contracts* ...........................................  $ (244) $ 180
Borrowings** ..........................................................   244  (182)
* Includes changes in fair values of interest rate contracts excluding net accrued  

interest income of $155 million during both 2013 and 2012.
** Includes adjustments for fair values of hedged borrowings excluding accrued interest 

expense of $261 million and $282 million during 2013 and 2012, respectively.

Derivatives Not Designated as Hedging Instruments
The company has certain interest rate contracts (swaps and 
caps), foreign exchange contracts (forwards and swaps) and 
cross-currency interest rate contracts (swaps), which were not 
formally designated as hedges. These derivatives were held as 
economic hedges for underlying interest rate or foreign 
currency exposures primarily for certain borrowings and 
purchases or sales of inventory. The total notional amounts of 
the interest rate swaps at October 31, 2013 and 2012 were  
$5,627 million and $4,400 million, the foreign exchange 
contracts were $3,800 million and $3,999 million and the 
cross-currency interest rate contracts were $85 million and  
$78 million, respectively. At October 31, 2013 and 2012, there 
were also $1,641 million and $1,445 million, respectively, of 
interest rate caps purchased and the same amounts sold at the 
same capped interest rate to facilitate borrowings through 
securitization of retail notes. The fair value gains or losses from 
the interest rate contracts were recognized currently in interest 
expense and the gains or losses from foreign exchange contracts 
in cost of sales or other operating expenses, generally offsetting 
over time the expenses on the exposures being hedged.  
The cash flows from these non-designated contracts were 
recorded in operating activities in the statement of consolidated 
cash flows.
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Fair values of derivative instruments in the consolidated 
balance sheet at October 31 in millions of dollars follow:
  2013 2012

Other Assets
Designated as hedging instruments:
Interest rate contracts .............................................  $ 295 $ 536
Cross-currency interest rate contracts .....................   14  10

 Total designated .................................................   309  546

Not designated as hedging instruments:
Interest rate contracts .............................................   52  73
Foreign exchange contracts ....................................   32  17
Cross-currency interest rate contracts .....................   1  1

 Total not designated ...........................................   85  91

Total derivatives ......................................................  $ 394 $ 637

Accounts Payable and Accrued Expenses
Designated as hedging instruments:
Interest rate contracts .............................................  $ 71 $ 12
Cross-currency interest rate contracts .....................   16  58

 Total designated .................................................   87  70
Not designated as hedging instruments:
Interest rate contracts .............................................   49  60
Foreign exchange contracts ....................................   42  18
Cross-currency interest rate contracts .....................   1  1

 Total not designated ...........................................   92  79

Total derivatives ......................................................  $ 179 $ 149

The classification and gains (losses) including accrued 
interest expense related to derivative instruments on the 
statement of consolidated income consisted of the following in 
millions of dollars:
 2013 2012 2011

Fair Value Hedges
Interest rate contracts – Interest expense ..... $ (89) $ 335 $ 188

Cash Flow Hedges
Recognized in OCI
(Effective Portion):
Interest rate contracts – OCI (pretax)* ..........  (15)  (28)  (5)
Foreign exchange contracts –  
 OCI (pretax)* ...........................................  58  (33)  36

Reclassified from OCI
(Effective Portion):
Interest rate contracts – Interest expense* ....  (22)  (16)  (20)
Foreign exchange contracts –  
 Other expense* .......................................  49  (38)  19

Recognized Directly in Income
(Ineffective Portion) .....................................  **  **  **

Not Designated as Hedges
Interest rate contracts – Interest expense* ....  $ (6) $ (13) $ (1)
Foreign exchange contracts –  
 Cost of sales ...........................................  35  (12)  (51)
Foreign exchange contracts –  
 Other expense* .......................................  20   7   (127)

 Total not designated ................................ $ 49 $ (18) $ (179)

* Includes interest and foreign exchange gains (losses) from cross-currency interest 
rate contracts.

** The amounts are not significant.

28. SEGMENT AND GEOGRAPHIC AREA DATA FOR THE YEARS 
ENDED OCTOBER 31, 2013, 2012 AND 2011

The company’s operations are presently organized and reported 
in three major business segments described as follows:

The agriculture and turf segment primarily manufactures 
and distributes a full line of agriculture and turf equipment and 
related service parts – including large, medium and utility 
tractors; loaders; combines, corn pickers, cotton and sugarcane 
harvesters and related front-end equipment and sugarcane 
loaders; tillage, seeding and application equipment, including 
sprayers, nutrient management and soil preparation machinery; 
hay and forage equipment, including self-propelled forage 
harvesters and attachments, balers and mowers; turf and utility 
equipment, including riding lawn equipment and walk-behind 
mowers, golf course equipment, utility vehicles, and commer-
cial mowing equipment, along with a broad line of associated 
implements; integrated agricultural management systems 
technology and solutions; precision agricultural irrigation 
equipment and supplies; landscape and nursery products; and 
other outdoor power products.

The construction and forestry segment primarily manufac-
tures and distributes a broad range of machines and service parts 
used in construction, earthmoving, material handling and 
timber harvesting – including backhoe loaders; crawler dozers 
and loaders; four-wheel-drive loaders; excavators; motor 
graders; articulated dump trucks; landscape loaders; skid-steer 
loaders; and log skidders, feller bunchers, log loaders, log 
forwarders, log harvesters and related attachments.

The products and services produced by the segments 
above are marketed primarily through independent retail dealer 
networks and major retail outlets.

The financial services segment primarily finances sales  
and leases by John Deere dealers of new and used agriculture 
and turf equipment and construction and forestry equipment.  
In addition, the financial services segment provides wholesale 
financing to dealers of the foregoing equipment, finances retail 
revolving charge accounts and operating loans and offers crop 
risk mitigation products and extended equipment warranties.

Because of integrated manufacturing operations and 
common administrative and marketing support, a substantial 
number of allocations must be made to determine operating 
segment and geographic area data. Intersegment sales and 
revenues represent sales of components and finance charges, 
which are generally based on market prices.
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Information relating to operations by operating segment 
in millions of dollars follows. In addition to the following 
unaffiliated sales and revenues by segment, intersegment sales 
and revenues in 2013, 2012 and 2011 were as follows:  
agriculture and turf net sales of $69 million, $84 million and 
$98 million, construction and forestry net sales of $2 million,  
$1 million and $3 million, and financial services revenues of  
$220 million, $219 million and $210 million, respectively.

OPERATING SEGMENTS 2013 2012 2011

Net sales and revenues 
Unaffiliated customers:
 Agriculture and turf net sales .................  $ 29,132 $ 27,123 $ 24,094
 Construction and forestry
  net sales ...........................................   5,866  6,378  5,372

  Total net sales ...................................   34,998  33,501  29,466
Financial services revenues ........................   2,349  2,235  2,163
Other revenues* ........................................   448  421  384

Total  ........................................................  $ 37,795 $ 36,157 $ 32,013

* Other revenues are primarily the equipment operations’ revenues for finance 
and interest income, and other income as disclosed in Note 31, net of certain 
intercompany eliminations.

Operating profit
Agriculture and turf ....................................  $ 4,680 $ 3,921 $ 3,447
Construction and forestry ...........................   378  476  392
Financial services* .....................................   870  712   725 

 Total operating profit..............................   5,928  5,109   4,564 

Interest income ..........................................   55  43  47
Investment income ....................................   2  2  
Interest expense ........................................   (297)  (231)  (191)
Foreign exchange losses from equipment  
 operations’ financing activities ...............   (8)  (11)  (11)
Corporate expenses – net ..........................   (197)  (181)  (177)
Income taxes .............................................   (1,946)  (1,659)  (1,424)

 Total .....................................................   (2,391)  (2,037)   (1,756)

Net income ................................................   3,537  3,072  2,808
Less: Net income attributable to
 noncontrolling interests ..........................      7   8 

Net income attributable to 
 Deere & Company .................................  $ 3,537  $ 3,065  $ 2,800 

* Operating profit of the financial services business segment includes the effect of its 
interest expense and foreign exchange gains or losses.

(continued)

OPERATING SEGMENTS 2013 2012 2011

Interest income*
Agriculture and turf ....................................  $ 24 $ 29 $ 23
Construction and forestry ...........................   2  2  3
Financial services ......................................   1,668  1,610  1,581
Corporate ..................................................   55  43  47
Intercompany ............................................   (247)  (248)  (231)

 Total .....................................................  $ 1,502  $ 1,436 $ 1,423 

* Does not include finance rental income for equipment on operating leases.

Interest expense 
Agriculture and turf ....................................  $ 167 $ 168 $ 152
Construction and forestry ...........................   36  36  26
Financial services ......................................   488  596  621
Corporate ..................................................   297  231  191
Intercompany ............................................   (247)  (248)  (231)

 Total .....................................................  $ 741  $ 783 $ 759 

Depreciation* and amortization 
 expense
Agriculture and turf ....................................  $ 627 $ 550 $ 505
Construction and forestry ...........................   106  93  82
Financial services ......................................   407  361  328

 Total .....................................................  $ 1,140 $ 1,004 $ 915

* Includes depreciation for equipment on operating leases.

Equity in income (loss) of 
 unconsolidated affiliates 
Agriculture and turf ....................................  $ (1) $ (2) $ 5
Construction and forestry ...........................     (2)  3
Financial services ......................................   1  1   1

 Total .....................................................    $ (3) $ 9

Identifiable operating assets 
Agriculture and turf ....................................  $ 10,799 $ 10,429 $ 9,178
Construction and forestry ...........................   3,461  3,365  2,915
Financial services ......................................   38,646  34,495  29,795
Corporate* ................................................   6,615  7,977  6,319

 Total .....................................................  $ 59,521 $ 56,266 $ 48,207

* Corporate assets are primarily the equipment operations’ retirement benefits, 
deferred income tax assets, marketable securities and cash and cash equivalents  
as disclosed in Note 31, net of certain intercompany eliminations.

Capital additions
Agriculture and turf ....................................  $ 981 $ 1,145 $ 909
Construction and forestry ...........................   174  228  148
Financial services ......................................   3  3  2

 Total .....................................................  $ 1,158 $ 1,376 $ 1,059

Investments in unconsolidated affiliates
Agriculture and turf ....................................  $ 24 $ 32 $ 35
Construction and forestry ...........................   187  174  159
Financial services ......................................   10  9  8

 Total .....................................................  $ 221 $ 215 $ 202
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The company views and has historically disclosed its 
operations as consisting of two geographic areas, the U.S. and 
Canada, and outside the U.S. and Canada, shown below in 
millions of dollars. No individual foreign country’s net sales  
and revenues were material for disclosure purposes.

GEOGRAPHIC AREAS 2013 2012 2011

Net sales and revenues 
Unaffiliated customers:
 U.S. and Canada:
  Equipment operations  
   net sales (87%)* ...........................  $ 21,821 $ 20,807 $ 17,357
  Financial services revenues (77%)* ...   2,031  1,930  1,857

   Total .............................................   23,852  22,737  19,214

 Outside U.S. and Canada:
  Equipment operations net sales .........   13,177  12,694  12,109
  Financial services revenues ...............   318  305  306

   Total .............................................   13,495  12,999  12,415

Other revenues ..........................................   448  421  384

Total .........................................................  $ 37,795 $ 36,157 $ 32,013

* The percentages indicate the approximate proportion of each amount that relates to 
the U.S. only and are based upon a three-year average for 2013, 2012 and 2011.

Operating profit
 U.S. and Canada:
  Equipment operations ........................  $ 4,062 $ 3,836 $ 2,898
  Financial services ..............................   706  566  593

   Total .............................................   4,768  4,402  3,491

 Outside U.S. and Canada:
  Equipment operations ........................   996  561  941
  Financial services ..............................   164  146  132

   Total .............................................   1,160  707  1,073

Total .........................................................  $ 5,928 $ 5,109 $ 4,564

Property and equipment
U.S. ..........................................................  $ 2,997 $ 2,742 $ 2,329
Germany ...................................................   647  568  572
Other countries..........................................   1,823  1,702  1,451

  Total .................................................  $ 5,467 $ 5,012 $ 4,352

29. SUPPLEMENTAL INFORMATION (UNAUDITED)

Common stock per share sales prices from New York Stock 
Exchange composite transactions quotations follow: 
 First Second Third Fourth
 Quarter Quarter Quarter Quarter

2013 Market price
High ........................................... $ 93.47 $ 95.05 $ 93.77 $ 85.10
Low ........................................... $ 82.83 $ 82.56 $ 80.90 $ 80.99
2012 Market price
High ........................................... $ 87.99 $ 89.05 $ 83.43 $ 86.86
Low ........................................... $ 71.92 $ 76.51 $ 70.59 $ 73.81
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At October 31, 2013, there were 24,850 holders of record 
of the company’s $1 par value common stock.

Quarterly information with respect to net sales and 
revenues and earnings is shown in the following schedule.  
The company’s fiscal year ends in October and its interim periods 
(quarters) end in January, April and July. Such information is 
shown in millions of dollars except for per share amounts.

 First Second Third Fourth
 Quarter Quarter Quarter Quarter

2013*
Net sales and revenues ....................  $ 7,421 $ 10,913 $ 10,010 $ 9,451
Net sales .........................................   6,793  10,265  9,316  8,624
Gross profit .....................................   1,778  2,783  2,478  2,292
Income before income taxes .............   946  1,744  1,549  1,244
Net income attributable 
 to Deere & Company ....................   650  1,084  996  807
Per share data:
 Basic ..........................................   1.67  2.79  2.58  2.13
 Diluted ........................................   1.65  2.76  2.56  2.11
 Dividends declared ......................   .46  .51  .51  .51
 Dividends paid .............................   .46  .46  .51  .51

2012*
Net sales and revenues ....................  $ 6,766 $ 10,009 $ 9,590 $ 9,792
Net sales .........................................   6,119  9,405  8,930  9,047
Gross profit .....................................   1,543  2,570  2,174  2,206
Income before income taxes .............   800  1,597  1,215  1,122
Net income attributable 
 to Deere & Company ....................   533  1,056  788  688
Per share data:
 Basic ..........................................   1.32  2.64  2.00  1.76
 Diluted ........................................   1.30  2.61  1.98  1.75
 Dividends declared ......................   .41  .46  .46  .46
 Dividends paid .............................   .41  .41  .46  .46
Net income per share for each quarter must be computed independently. As a result, 
their sum may not equal the total net income per share for the year.

* See Note 5 for “Special Items.”

30. SUbSEqUENT EvENTS

A quarterly dividend of $.51 per share was declared at the  
Board of Directors meeting on December 4, 2013, payable on 
February 3, 2014 to stockholders of record on December 31, 
2013. The Board of Directors also authorized the repurchase  
of up to $8,000 million of additional common stock. This 
repurchase program will supplement the existing $5,000 million 
share repurchase program, which had $957 million remaining  
at October 31, 2013. Repurchase of the company’s common 
stock will be made at the company’s discretion in the open 
market.

In December 2013, the company’s financial services 
operations issued medium-term notes with $500 million due in 
December 2015 and $750 million due in December 2018.
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31. SUPPLEMENTAL CONSOLIDATING DATA

INCOME STATEMENT
For the Years Ended October 31, 2013, 2012 and 2011
( In millions of dollars)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2013 2012 2011 2013 2012 2011            
Net Sales and Revenues
Net sales ................................................................................... $ 34,997.9 $ 33,500.9 $ 29,466.1
Finance and interest income ......................................................  80.8  74.0  73.3 $ 2,280.5 $ 2,155.7 $ 2,080.8
Other income ............................................................................  549.1   493.2   455.5  288.4  298.8  292.5

 Total  ....................................................................................  35,627.8   34,068.1   29,994.9  2,568.9  2,454.5  2,373.3

Costs and Expenses
Cost of sales .............................................................................  25,668.8  25,009.2  21,920.7
Research and development expenses .........................................  1,477.3  1,433.6  1,226.2
Selling, administrative and general expenses ..............................  3,143.9  2,988.8  2,786.6  473.2  439.3  394.4
Interest expense ........................................................................  297.1  231.1  191.4  487.6  596.4  621.0
Interest compensation to Financial Services ................................  202.7  203.6  178.5
Other operating expenses ..........................................................  223.7   178.1   192.5  739.0  708.1  634.2

 Total  ....................................................................................  31,013.5   30,044.4   26,495.9  1,699.8  1,743.8  1,649.6

Income of Consolidated Group before 
 Income Taxes .....................................................................  4,614.3  4,023.7  3,499.0  869.1  710.7  723.7
Provision for income taxes .........................................................  1,640.7   1,407.6   1,169.6  305.2  251.8  253.9

Income of Consolidated Group..............................................  2,973.6   2,616.1   2,329.4  563.9  458.9  469.8

Equity in Income (Loss) of Unconsolidated 
 Subsidiaries and Affiliates 
 Financial Services .................................................................  565.0  460.3  471.0  1.1  1.4  1.2
 Other  ....................................................................................  (1.0)  (4.8)  7.4               

  Total .................................................................................  564.0   455.5   478.4  1.1  1.4  1.2

Net Income .............................................................................  3,537.6  3,071.6  2,807.8  565.0  460.3  471.0

 Less: Net income attributable  
  to noncontrolling interests ......................................................  .3   6.9   7.9               

Net Income Attributable to Deere & Company ..................... $ 3,537.3  $ 3,064.7  $ 2,799.9 $ 565.0 $ 460.3 $ 471.0

* Deere & Company with Financial Services on the equity basis.

 The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in Note 1 
to the consolidated financial statements. The consolidated group data in the “Equipment Operations” income statement reflect the results of the agriculture and 
turf operations and construction and forestry operations. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to 
arrive at the consolidated financial statements.
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31. SUPPLEMENTAL CONSOLIDATING DATA (continued)

BALANCE SHEET
As of October 31, 2013 and 2012
( In millions of dollars except per share amounts)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2013 2012 2013 2012  _________  _________   _________ _________
ASSETS
Cash and cash equivalents....................................................................................  $ 3,023.3 $ 3,907.9 $ 480.8 $ 744.3
Marketable securities ...........................................................................................   1,207.2  1,101.5  417.6  368.9
Receivables from unconsolidated subsidiaries and affiliates ....................................   3,502.0  1,579.0  
Trade accounts and notes receivable - net .............................................................   1,061.8  1,279.7  3,555.9  3,333.3
Financing receivables - net ...................................................................................   16.5  11.5  25,616.2  22,147.5
Financing receivables securitized - net ..................................................................       4,153.1  3,617.6
Other receivables .................................................................................................   983.1  1,092.4  486.6  703.6
Equipment on operating leases - net .....................................................................       3,152.2  2,527.8
Inventories ...........................................................................................................   4,934.7  5,170.0
Property and equipment - net ...............................................................................   5,408.5  4,950.5  58.4  61.4
Investments in unconsolidated subsidiaries and affiliates ........................................   4,569.0  4,102.4  10.2  8.7
Goodwill ...............................................................................................................   844.8  921.2 
Other intangible assets - net .................................................................................   73.1  101.0  4.0  4.0
Retirement benefits ..............................................................................................   517.7  14.9  37.5  44.6
Deferred income taxes ..........................................................................................   2,575.4  3,497.3  51.3  50.3
Other assets .........................................................................................................   654.3  582.9  622.2  883.5
Assets held for sale ..............................................................................................   505.0               

Total Assets .......................................................................................................  $ 29,876.4 $ 28,312.2 $ 38,646.0 $ 34,495.5

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Short-term borrowings ..........................................................................................  $ 1,080.4 $ 424.8 $ 7,708.5 $ 5,967.7
Short-term securitization borrowings .....................................................................       4,109.1  3,574.8
Payables to unconsolidated subsidiaries and affiliates ............................................   106.9  135.2  3,470.8  1,519.3
Accounts payable and accrued expenses ...............................................................   7,990.9  7,679.0  1,849.8  2,129.9
Deferred income taxes ..........................................................................................   92.4  93.3  369.1  338.3
Long-term borrowings ..........................................................................................   4,870.9  5,444.9  16,706.8  17,008.2
Retirement benefits and other liabilities .................................................................   5,346.8  7,673.0  74.1  61.2
Liabilities held for sale ..........................................................................................   120.4               

   Total liabilities ..........................................................................................   19,608.7  21,450.2  34,288.2  30,599.4

Commitments and contingencies (Note 22)

STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized – 1,200,000,000 shares;
 issued – 536,431,204 shares in 2013 and 2012), at paid-in amount .................   3,524.2  3,352.2  1,956.3  1,834.7
Common stock in treasury, 162,628,440 shares in 2013
 and 148,625,875 shares in 2012, at cost .........................................................   (10,210.9)  (8,813.8)  
Retained earnings .................................................................................................   19,645.6  16,875.2  2,337.3  1,958.3
Accumulated other comprehensive income (loss) ...................................................   (2,693.1)  (4,571.5)  64.2  103.1

Total Deere & Company stockholders’ equity .........................................................   10,265.8  6,842.1  4,357.8  3,896.1

Noncontrolling interests ........................................................................................   1.9  19.9          

  Total stockholders’ equity .............................................................................   10,267.7  6,862.0  4,357.8  3,896.1

Total Liabilities and Stockholders’ Equity ......................................................  $ 29,876.4 $ 28,312.2 $ 38,646.0 $ 34,495.5

* Deere & Company with Financial Services on the equity basis.

The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in  
Note 1 to the consolidated financial statements. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive at 
the consolidated financial statements.

59

Deere 2013.indd   59 12/6/13   4:46 PM



31. SUPPLEMENTAL CONSOLIDATING DATA (continued)

STATEMENT OF CASH FLOWS
For the Years Ended October 31, 2013, 2012 and 2011
( In millions of dollars)

 EQUIPMENT OPERATIONS* FINANCIAL SERVICES
 2013 2012 2011 2013 2012 2011  _________  _________   _________   ________   ________  ________

Cash Flows from Operating Activities
Net income ................................................................................ $ 3,537.6 $ 3,071.6 $ 2,807.8 $ 565.0 $ 460.3 $ 471.0
Adjustments to reconcile net income to net cash 
 provided by operating activities:
 Provision (credit) for credit losses ...........................................  10.8  6.0  4.5  9.7  (.9)  9.0
 Provision for depreciation and amortization .............................  733.0  643.1  587.0  492.2  439.2  401.5
 Impairment charges ...............................................................  102.0  33.4      
 Undistributed earnings of unconsolidated subsidiaries
  and affiliates .....................................................................  (369.0)  (413.7)  (118.8)  (.9)  (1.3)  (1.0)
 Provision (credit) for deferred income taxes ............................  (204.6)  (115.7)  (278.3)  32.0  23.9  110.2
 Changes in assets and liabilities:
  Trade receivables ..............................................................  26.1  (255.0)  (109.5)    
  Insurance receivables ........................................................        263.4  (338.5)  (300.1)
  Inventories ........................................................................  (69.6)  (947.6)  (1,281.8)    
  Accounts payable and accrued expenses ...........................  470.5  887.0  1,027.0  (207.9)  382.1  351.3
  Accrued income taxes payable/receivable ..........................  84.2  (102.7)  45.3  (3.8)  30.4  (44.1)
  Retirement benefits ...........................................................  241.6  71.2  483.2  20.4  (7.9)  12.1
 Other ....................................................................................  106.0  70.5  (168.0)  73.5  (109.9)  55.1 

   Net cash provided by operating activities........................  4,668.6  2,948.1  2,998.4   1,243.6  877.4   1,065.0 

Cash Flows from Investing Activities
Collections of receivables (excluding trade and wholesale) ..........        15,440.0  14,320.7  13,333.1
Proceeds from maturities and sales of marketable securities .......  800.1  200.1  .3  43.8  40.2  32.2
Proceeds from sales of equipment on operating leases ...............        936.7  799.5  683.4
Proceeds from sales of businesses, net of cash sold ...................  22.0  30.2  911.1    
Cost of receivables acquired (excluding trade and wholesale) ......        (18,792.7)  (16,730.2)  (15,365.9)
Purchases of marketable securities ............................................  (911.1)  (802.2)  (503.1)  (115.2)  (120.0)  (83.8)
Purchases of property and equipment ........................................  (1,155.2)  (1,316.2)  (1,054.3)  (3.2)  (3.1)  (2.4)
Cost of equipment on operating leases acquired .........................        (2,107.2)  (1,562.0)  (1,230.5)
Increase in investment in Financial Services................................  (121.6)  (264.1)  (69.0)      
Acquisitions of businesses, net of cash acquired .........................  (83.5)    (60.8)    
Increase in trade and wholesale receivables ...............................        (1,152.7)  (1,518.5)  (561.8)
Other ........................................................................................  (120.0)  (95.6)  (79.5)  (94.5)  138.8   (35.7)

   Net cash used for investing activities .............................  (1,569.3)  (2,247.8)  (855.3)  (5,845.0)  (4,634.6)  (3,231.4)

Cash Flows from Financing Activities
Increase (decrease) in total short-term borrowings ......................  36.0  (36.4)  230.8  2,713.5  931.3  (456.9)
Change in intercompany receivables/payables ............................  (2,007.2)  45.5  (552.6)  2,007.2  (45.5)  552.6
Proceeds from long-term borrowings ..........................................  282.9  2,521.5  69.0  4,451.1  8,120.5  5,586.0
Payments of long-term borrowings .............................................  (191.0)  (220.1)  (11.5)  (4,767.4)  (5,175.9)  (3,209.3)
Proceeds from issuance of common stock ..................................  174.5  61.0  170.0  
Repurchases of common stock ..................................................  (1,531.4)  (1,587.7)  (1,667.0)    
Capital investment from Equipment Operations ...........................        121.6  264.1   69.0
Dividends paid ...........................................................................  (752.9)  (697.9)  (593.1)  (186.0)  (43.5)  (340.1)
Excess tax benefits from share-based compensation ..................  50.7  30.1  70.1    
Other ........................................................................................  (40.1)  (32.7)  (17.3)  (19.2)  (33.6)  (31.2)

   Net cash provided by (used for) financing activities .........  (3,978.5)  83.3  (2,301.6)  4,320.8   4,017.4   2,170.1 

Effect of Exchange Rate Changes on Cash 
 and Cash Equivalents ........................................................  (5.4)  (63.2)  (2.3)  17.1   24.4   13.7 

Net Increase (Decrease) in Cash and Cash Equivalents .....  (884.6)  720.4  (160.8)  (263.5)  284.6  17.4
Cash and Cash Equivalents at Beginning of Year ................  3,907.9  3,187.5  3,348.3   744.3   459.7   442.3 

Cash and Cash Equivalents at End of Year........................... $ 3,023.3 $ 3,907.9 $ 3,187.5  $ 480.8  $ 744.3  $ 459.7 

* Deere & Company with Financial Services on the equity basis.
The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in  
Note 1 to the consolidated financial statements. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive  
at the consolidated financial statements.
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SELECTED FINANCIAL DATA
(Dollars in millions except per share amounts)

 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004

Net sales and revenues ...................................... $ 37,795 $ 36,157 $ 32,013 $ 26,005 $ 23,112 $ 28,438 $ 24,082 $ 22,148 $ 21,191 $ 19,204

Net sales ...........................................................  34,998  33,501  29,466  23,573  20,756  25,803  21,489  19,884  19,401  17,673

Finance and interest income ..............................  2,115  1,981  1,923  1,825  1,842  2,068  2,055  1,777  1,440  1,196

Research and development expenses .................  1,477  1,434  1,226  1,052  977  943  817  726  677  612

Selling, administrative and general expenses ......  3,606  3,417  3,169  2,969  2,781  2,960  2,621  2,324  2,086  1,984

Interest expense ................................................  741  783  759  811  1,042  1,137  1,151  1,018  761  592

Income from continuing operations* ...................  3,537  3,065  2,800  1,865  873  2,053  1,822  1,453  1,414  1,398

Net income* ......................................................  3,537  3,065  2,800  1,865  873  2,053  1,822  1,694  1,447  1,406

Return on net sales ............................................  10.1%  9.1%  9.5%  7.9%  4.2%  8.0%  8.5%  8.5%  7.5%  8.0%

Return on beginning Deere & Company
 stockholders’ equity ......................................  51.7%  45.1%  44.5%  38.7%  13.4%  28.7%  24.3%  24.7%  22.6%  35.1%

Comprehensive income (loss)* ...........................  5,416  2,171  2,502  2,079  (1,333)  1,303  2,201  1,795  1,463  2,531

Income per share from
 continuing operations – basic* ....................... $ 9.18 $ 7.72 $ 6.71 $ 4.40 $ 2.07 $ 4.76 $ 4.05 $ 3.11 $ 2.90 $ 2.82
  – diluted* .....................  9.09  7.63  6.63  4.35  2.06  4.70  4.00  3.08  2.87  2.76

Net income per share – basic* ...........................  9.18  7.72  6.71  4.40  2.07  4.76  4.05  3.63  2.97  2.84
  – diluted* .........................  9.09  7.63  6.63  4.35  2.06  4.70  4.00  3.59  2.94  2.78

Dividends declared per share .............................  1.99  1.79  1.52  1.16  1.12  1.06  .91  .78  .601/2  .53
Dividends paid per share ....................................  1.94  1.74  1.41  1.14  1.12  1.03  .851/2  .74  .59  .50

Average number of common
 shares outstanding (in millions) – basic ..........  385.3  397.1  417.4  424.0  422.8  431.1  449.3  466.8  486.6  494.5
    – diluted ........  389.2  401.5  422.4  428.6  424.4  436.3  455.0  471.6  492.9  506.2

Total assets ....................................................... $ 59,521 $ 56,266 $ 48,207 $ 43,267 $ 41,133 $ 38,735 $ 38,576 $ 34,720 $ 33,637 $ 28,754 

Trade accounts and notes receivable – net .........  3,758  3,799  3,295  3,464  2,617  3,235  3,055  3,038  3,118  3,207

Financing receivables – net ................................  25,633  22,159  19,924  17,682  15,255  16,017  15,631  14,004  12,869  11,233

Financing receivables securitized – net ...............  4,153  3,618  2,905  2,238  3,108  1,645  2,289  2,371  1,458  

Equipment on operating leases – net ..................  3,152  2,528  2,150  1,936  1,733  1,639  1,705  1,494  1,336  1,297

Inventories ........................................................  4,935  5,170  4,371  3,063  2,397  3,042  2,337  1,957  2,135  1,999

Property and equipment – net ............................  5,467  5,012  4,352  3,791  4,532  4,128  3,534  2,764  2,343  2,138

Short-term borrowings:
 Equipment operations ....................................  1,080  425  528  85  490  218  130  282  678  312
 Financial services ..........................................  7,709  5,968  6,324  5,241  3,537  6,621  7,495  5,436  4,732  3,146

  Total .........................................................  8,789  6,393  6,852  5,326  4,027  6,839  7,625  5,718  5,410  3,458

Short-term securitization borrowings:
 Financial services ..........................................  4,109  3,575  2,777  2,209  3,132  1,682  2,344  2,403  1,474  

Long-term borrowings:
 Equipment operations ....................................  4,871  5,445  3,167  3,329  3,073  1,992  1,973  1,969  2,423  2,728
 Financial services ..........................................  16,707  17,008  13,793  13,486  14,319  11,907  9,825  9,615  9,316  8,362

  Total .........................................................  21,578  22,453  16,960  16,815  17,392  13,899  11,798  11,584  11,739  11,090

Total Deere & Company stockholders’ equity ......  10,266  6,842  6,800  6,290  4,819  6,533  7,156  7,491  6,852  6,393

Book value per share* ........................................ $ 27.46 $ 17.64 $ 16.75 $ 14.90 $ 11.39 $ 15.47 $ 16.28 $ 16.48 $ 14.46 $ 12.95

Capital expenditures .......................................... $ 1,132 $ 1,360 $ 1,050 $ 795 $ 767 $ 1,117 $ 1,025 $ 774 $ 512 $ 364

Number of employees (at year end) ....................  67,044  66,859  61,278  55,650  51,262  56,653  52,022  46,549  47,423  46,465

* Attributable to Deere & Company.
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ANNUAL MEETING
The annual meeting of company stockholders will be held 

ois.

TRANSFER AGENT & REGISTRAR
Send all correspondence, including address changes and 

Deere & Company
c/o Computershare

www.computershare.com/investor

DIVIDEND REINVESTMENT & DIRECT PURCHASE PLAN
Investors may purchase initial Deere & Company shares 
and automatically reinvest dividends through the 
Computershare BuyDIRECT Plan. Optional monthly 
cash investments may be made automatically through 
electronic debits. 

Deere & Company
c/o Computershare

STOCKHOLDER RELATIONS

Deere & Company
Stockholder Relations Department

www.JohnDeere.com/Investors

INVESTOR RELATIONS
Securities analysts, portfolio managers and representatives 

Tony Huegel
Director, Investor Relations
Deere & Company

www.JohnDeere.com/Investors

STOCK EXCHANGES
Deere & Company common stock is listed on the New York 
Stock Exchange under the ticker symbol DE.

FORM 10-K

and Exchange Commission is available online, or upon 

AUDITORS
Deloitte & Touche LLP 
Chicago, Illinois

services are trademarks or service marks of Deere & Company.

SAMUEL R. ALLEN (38)

JEAN H. GILLES (33)
Senior Vice President, John Deere Power Systems, 
Worldwide Parts Services, Advanced Technology & Engineering, 
and Global Supply Management & Logistics

MAX A. GUINN (33)
Senior Vice President, Human Resources, 
Communications, Public Affairs, and Labor Relations

MARY K.W. JONES (16)
Senior Vice President and General Counsel

RAJESH KALATHUR (16)

KIMBERLY K. BEARDSLEY (23)
Vice President, Worldwide Parts Services

JAMES H. BECHT (34)
Vice President and Deputy General Counsel, International

FRANCES B. EMERSON (8)
Vice President, Corporate Communications & 
Global Brand Management

TIMOTHY V. HAIGHT (14)
Vice President and Deputy General Counsel
Chief Counsel, Financial Services Division

MICHAEL A. HARRING (29)
Vice President and Deputy General Counsel, North America

KLAUS G. HOEHN (21)
Vice President, Advanced Technology & Engineering

WORLDWIDE AGRICULTURE & 
TURF DIVISION

JAMES M. FIELD (19)
President, Americas, Australia, and Global Harvesting 
and Turf Platforms

JOHN C. MAY (16)
President, Agricultural Solutions and 

MARKWART VON PENTZ (23)
President, Europe, Asia, Africa, and Global Tractor Platform

BERNHARD E. HAAS (27)
Senior Vice President, Global Platform - Tractor

JOHN D. LAGEMANN (31)
Senior Vice President, Sales & Marketing, Americas and 
Australia

CORY J. REED (15)
Senior Vice President, Intelligent Solutions

RANDAL A. SERGESKETTER (33)
Senior Vice President, Global Platform - Crop Harvesting

STOCKHOLDER INFORMATION

Figures in parentheses represent complete years 
of company service through 12/31/13.

Positions as of December 31, 2013

MARC A. HOWZE (12)
Vice President, Global Human Resources

THOMAS K. JARRETT (25)
Vice President, Taxes

JENNY R. KIMBALL (21)
Vice President and Treasurer

THOMAS E. KNOLL (33)
Vice President, Global Supply Management & Logistics

DAVID C. LARSON (34)
Vice President, Corporate Strategy & Business Development 

BRADLEY D. MORRIS (36)
Vice President, Labor Relations

LUANN K. RICKERT (34)
Vice President, Internal Audit

LAURIE S. SIMPSON (33)

THOMAS C. SPITZFADEN (34)
Vice President, Pension Fund & Investments

CHARLES R. STAMP, JR. (14)
Vice President, Public Affairs Worldwide

JAMES E. TEMPERLEY (37)
Vice President and Comptroller

PATRICK W. WEBBER (36)
Vice President, Information Technology

GREGORY R. NOE (20)
Corporate Secretary and Associate General Counsel

LEADERSHIP TEAM

WORLDWIDE CONSTRUCTION & 
FORESTRY DIVISION

MICHAEL J. MACK, JR. (27)
President

BRIAN J. RAUCH (19)
Senior Vice President,
Engineering, Manufacturing, and Supply Management 

DOMENIC G. RUCCOLO (23)
Senior Vice President, Sales & Marketing

WORLDWIDE FINANCIAL SERVICES DIVISION 

JAMES A. ISRAEL (34)
President

BRET C. THOMAS 
Executive Vice President, Global Operations

PATRICK E. MACK (36)
Senior Vice President, International Finance

DAVID C. GILMORE (23)
Senior Vice President, Sales & Marketing, U.S. and Canada

LAWRENCE W. SIDWELL (14)
Senior Vice President, Credit & Operations, U.S. and Canada
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SAMUEL R. ALLEN (4)
Chairman and Chief Executive Officer, 
Deere & Company 

CRANDALL C. BOWLES (17)
Chairman, The Springs Company 
asset management company

VANCE D. COFFMAN (9)
Retired Chairman, Lockheed Martin Corporation
aerospace, defense and information technology

CHARLES O. HOLLIDAY, JR. (6) 
Chairman, National Academy of Engineering 
nonprofit engineering institution 

DIPAK C. JAIN (11)
Chaired Professor of Marketing, INSEAD
international graduate business school

 

CLAYTON M. JONES (6)
Chairman,
Rockwell Collins, Inc.
aviation electronics and communications

JOACHIM MILBERG (10)
Chairman, Supervisory Board,
Bayerische Motoren Werke (BMW) AG
motor vehicles

RICHARD B. MYERS (7)
Retired Chairman, Joint Chiefs of Staff 
Retired General, United States Air Force
principal military advisor to the President,  
the Secretary of Defense,  
and the National Security Council

From left: Vance D. Coffman, Gregory R. Page, Thomas H. Patrick, Sherry M. Smith, Richard B. Myers, Dipak C. Jain, Samuel R. Allen, Charles O. Holliday, Jr.,  
Crandall C. Bowles, Joachim Milberg, Clayton M. Jones, and Aulana L. Peters, shown with a 644K Hybrid Wheel Loader at company’s Davenport, Iowa, factory.

BOARD OF DIRECTORS

Figures in parentheses represent complete years of board  
service through 12/31/13 and positions as of that date.

GREGORY R. PAGE (effective June 1, 2013)
Executive Chairman, Cargill, Inc.
agricultural, food, financial, and  
industrial products and services

THOMAS H. PATRICK (13)
Chairman, New Vernon Capital, LLC
private equity fund

AULANA L. PETERS (11)
Retired Partner,
Gibson, Dunn & Crutcher LLP
law firm 

SHERRY M. SMITH (2)
Former Executive Vice President and  
Chief Financial Officer, Supervalu Inc. 
retail and wholesale grocery and 
retail general merchandise products
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2013 News Releases and Information

John Deere Adds Array of Environmental Sensors to
Field Connect

Water management system senses environmental factors plus soil moisture

OLATHE, Kansas (March 1, 2013) –
Expanding on the John Deere Field
Connect soil moisture monitoring
system introduced last fall, John Deere
will add new environmental sensors
and features this spring to provide
additional information to producers of
all types of agricultural crops.
 
The new environmental sensors
include: Weather Station, Rain Gauge,
Temperature Sensor, Pyranometer,
and Leaf Wetness Sensor.
 
In addition to the soil moisture data
provided by the Field Connect system,
the new sensors provide data on
temperature, wind speed, wind direction, humidity, solar radiation, leaf wetness and
rainfall. The sensors are installed in customer fields as part of the Field Connect Gateway.
 
Nicholas Shafer, product manager for the John Deere Intelligent Solutions Group, says the
new environmental sensors, along with the multiple capacitance soil moisture sensors,
give customers a more comprehensive and accurate picture of what's going on in their
fields.
 
"With this detailed site-specific information, producers are able to more efficiently utilize
water resources, as well as schedule and perform other agronomic practices dependant
on soil and environmental conditions," Shafer explains. "This results in more efficient use
of inputs, fuel and labor saving and additional yield potential from the crop."
 
Field-specific soil moisture and environmental data is transmitted to a secure website for
viewing, and customers can program the system to receive alerts based on set
parameters. Field Connect charts the data from the readings over time, allowing
producers to identify trends. The system can be customized to each field depending on
the objectives of each customer to more effectively optimize the productivity of each
field.
 
"These sensors provide key information to producers, helping them to make better
agronomic decisions that will pay off with higher yields at harvest," Shafer says.
 
To learn more about John Deere Field Connect, we encourage you to visit
www.JohnDeereFarmSight.com.
 
About Deere & Company
 
Deere & Company (NYSE: DE) is a world leader in providing advanced products and
services and is committed to the success of customers whose work is linked to the land -
those who cultivate, harvest, transform, enrich and build upon the land to meet the
world's dramatically increasing need for food, fuel, shelter and infrastructure. Since 1837,
John Deere has delivered innovative products of superior quality built on a tradition of
integrity. For more information, visit John Deere at its worldwide website at
JohnDeere.com.

Media Contact:
Barry E. Nelson
Manager, Media Relations
John Deere Ag and Turf Division
10789 S. Ridgeview Road
Olathe, KS 66061
Phone: 913-310-8324
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The sensors  avai lable on the Field Connect
system provide data on temperature, wind
speed, wind direction, humidity, solar radiation,
leaf wetness  and rainfal l .
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<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2011\\Annual Report 2011> - § 67
references coded  [0,08% Coverage]

Reference 1 - 0,01% Coverage

risks



Reference 2 - 0,01% Coverage

waste

Reference 3 - 0,01% Coverage

CO2

Reference 4 - 0,01% Coverage

environmental footprints

Reference 5 - 0,01% Coverage

environmental impact

Reference 6 - 0,01% Coverage

environmental impact

Reference 7 - 0,01% Coverage

energy and water consumption

Reference 8 - 0,01% Coverage

water risks

Reference 9 - 0,01% Coverage

exposure to

Reference 10 - 0,01% Coverage

water risks

Reference 11 - 0,01% Coverage

scarcity

Reference 12 - 0,01% Coverage

poor quality

Reference 13 - 0,01% Coverage

increasing costs

Reference 14 - 0,01% Coverage

water risks

Reference 15 - 0,01% Coverage

water challenges

Reference 16 - 0,01% Coverage

environmental impact



Reference 17 - 0,01% Coverage

environmental impact

Reference 18 - 0,01% Coverage

environmental impacts

Reference 19 - 0,01% Coverage

harmful

Reference 20 - 0,01% Coverage

unwanted

Reference 21 - 0,01% Coverage

harmful

Reference 22 - 0,01% Coverage

concerns

Reference 23 - 0,01% Coverage

alcohol abuse

Reference 24 - 0,01% Coverage

issues

Reference 25 - 0,01% Coverage

under-age drinking

Reference 26 - 0,01% Coverage

drinking and driving

Reference 27 - 0,01% Coverage

under-age drinking

Reference 28 - 0,01% Coverage

irresponsible

Reference 29 - 0,01% Coverage

harmful

Reference 30 - 0,01% Coverage

sus- tainability risks

Reference 31 - 0,01% Coverage

environmental impact

Reference 32 - 0,01% Coverage



social and envi- ronmental impact

Reference 33 - 0,01% Coverage

CSR issues

Reference 34 - 0,01% Coverage

environmental impact

Reference 35 - 0,01% Coverage

carbon footprint

Reference 36 - 0,01% Coverage

emissions

Reference 37 - 0,01% Coverage

energy and water consumption

Reference 38 - 0,01% Coverage

Strict

Reference 39 - 0,01% Coverage

accident rate

Reference 40 - 0,01% Coverage

water risk

Reference 41 - 0,01% Coverage

emissions

Reference 42 - 0,01% Coverage

safety
incidents

Reference 43 - 0,01% Coverage

water risk

Reference 44 - 0,01% Coverage

CO2

Reference 45 - 0,01% Coverage

emissions

Reference 46 - 0,01% Coverage

alcohol misuse

Reference 47 - 0,01% Coverage



environmen- tal footprint

Reference 48 - 0,01% Coverage

waste

Reference 49 - 0,01% Coverage

deviation

Reference 50 - 0,01% Coverage

exception

Reference 51 - 0,01% Coverage

risks

Reference 52 - 0,01% Coverage

defi ciencies

Reference 53 - 0,01% Coverage

risks

Reference 54 - 0,01% Coverage

risks

Reference 55 - 0,01% Coverage

risks

Reference 56 - 0,01% Coverage

risks

Reference 57 - 0,01% Coverage

fi nancial reporting risks

Reference 58 - 0,01% Coverage

dismissal

Reference 59 - 0,01% Coverage

business risks

Reference 60 - 0,01% Coverage

criminal con- duct

Reference 61 - 0,01% Coverage

violations

Reference 62 - 0,01% Coverage



violation

Reference 63 - 0,01% Coverage

issues

Reference 64 - 0,01% Coverage

fraud incidents

Reference 65 - 0,01% Coverage

dismissal

Reference 66 - 0,01% Coverage

violation

Reference 67 - 0,01% Coverage

incidents

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2012\\Annual Report 2012> - § 66
references coded  [0,08% Coverage]

Reference 1 - 0,01% Coverage

environ- mental impact

Reference 2 - 0,01% Coverage

food waste

Reference 3 - 0,01% Coverage

social and environmental impact

Reference 4 - 0,01% Coverage

CSR issues

Reference 5 - 0,01% Coverage

environmental impact

Reference 6 - 0,01% Coverage

costs

Reference 7 - 0,01% Coverage

ener gy and water consumption

Reference 8 - 0,01% Coverage

energy consumption

Reference 9 - 0,01% Coverage

emissions



Reference 10 - 0,01% Coverage

accident rate

Reference 11 - 0,01% Coverage

lost-time accidents

Reference 12 - 0,01% Coverage

work-related fatalities

Reference 13 - 0,01% Coverage

CO2 emissions

Reference 14 - 0,01% Coverage

safety incidents

Reference 15 - 0,01% Coverage

energy and water consumption

Reference 16 - 0,01% Coverage

emissions

Reference 17 - 0,01% Coverage

costs

Reference 18 - 0,01% Coverage

non- compliance

Reference 19 - 0,01% Coverage

issues

Reference 20 - 0,01% Coverage

alcohol misuse

Reference 21 - 0,01% Coverage

environmental footprint

Reference 22 - 0,01% Coverage

harmful

Reference 23 - 0,01% Coverage

waste

Reference 24 - 0,01% Coverage

harmful

Reference 25 - 0,01% Coverage



deviation

Reference 26 - 0,01% Coverage

under- represented

Reference 27 - 0,01% Coverage

underrepresented

Reference 28 - 0,01% Coverage

audit issues

Reference 29 - 0,01% Coverage

issues

Reference 30 - 0,01% Coverage

risks

Reference 31 - 0,01% Coverage

critical

Reference 32 - 0,01% Coverage

internal control defi ciencies

Reference 33 - 0,01% Coverage

risks

Reference 34 - 0,01% Coverage

misstatements

Reference 35 - 0,01% Coverage

risk

Reference 36 - 0,01% Coverage

risk

Reference 37 - 0,01% Coverage

risk

Reference 38 - 0,01% Coverage

fi nancial reporting risks

Reference 39 - 0,01% Coverage

impact of

Reference 40 - 0,01% Coverage



risks

Reference 41 - 0,01% Coverage

risks

Reference 42 - 0,01% Coverage

high, medium or low risk

Reference 43 - 0,01% Coverage

High-risk

Reference 44 - 0,01% Coverage

high-risk

Reference 45 - 0,01% Coverage

medium-risk

Reference 46 - 0,01% Coverage

Low-risk

Reference 47 - 0,01% Coverage

fi nancial reporting risks

Reference 48 - 0,01% Coverage

risk

Reference 49 - 0,01% Coverage

weaknesses

Reference 50 - 0,01% Coverage

business risk

Reference 51 - 0,01% Coverage

business risk

Reference 52 - 0,01% Coverage

business risks

Reference 53 - 0,01% Coverage

fi nancial impacts

Reference 54 - 0,01% Coverage

dismissal

Reference 55 - 0,01% Coverage

business risks



Reference 56 - 0,01% Coverage

criminal con- duct

Reference 57 - 0,01% Coverage

violations

Reference 58 - 0,01% Coverage

violation

Reference 59 - 0,01% Coverage

issues

Reference 60 - 0,01% Coverage

discipli- nary sanctions

Reference 61 - 0,01% Coverage

dismissals

Reference 62 - 0,01% Coverage

viola- tion

Reference 63 - 0,01% Coverage

incidents

Reference 64 - 0,01% Coverage

fraud

Reference 65 - 0,01% Coverage

incidents

Reference 66 - 0,01% Coverage

impact

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2013\\Annual Report 2013> - § 59
references coded  [0,07% Coverage]

Reference 1 - 0,01% Coverage

water consumption

Reference 2 - 0,01% Coverage

CO2

Reference 3 - 0,01% Coverage

Lost-time accidents

Reference 4 - 0,01% Coverage



consumption

Reference 5 - 0,01% Coverage

energy consumption

Reference 6 - 0,01% Coverage

consumption

Reference 7 - 0,01% Coverage

emissions

Reference 8 - 0,01% Coverage

environmental impact

Reference 9 - 0,01% Coverage

consumption

Reference 10 - 0,01% Coverage

drinking and driving

Reference 11 - 0,01% Coverage

underage consumption

Reference 12 - 0,01% Coverage

consumption by pregnant women

Reference 13 - 0,01% Coverage

deviation

Reference 14 - 0,01% Coverage

dissolve

Reference 15 - 0,01% Coverage

underrepresent- ed

Reference 16 - 0,01% Coverage

underrepre- sented

Reference 17 - 0,01% Coverage

underrepre- sented

Reference 18 - 0,01% Coverage

underrepresented

Reference 19 - 0,01% Coverage



underrepresented

Reference 20 - 0,01% Coverage

underrepresented

Reference 21 - 0,01% Coverage

underrepresented

Reference 22 - 0,01% Coverage

underrepresented

Reference 23 - 0,01% Coverage

risks

Reference 24 - 0,01% Coverage

fraud risk

Reference 25 - 0,01% Coverage

issues

Reference 26 - 0,01% Coverage

internal control deficiencies

Reference 27 - 0,01% Coverage

risks

Reference 28 - 0,01% Coverage

misstatements

Reference 29 - 0,01% Coverage

risk

Reference 30 - 0,01% Coverage

risk

Reference 31 - 0,01% Coverage

risk

Reference 32 - 0,01% Coverage

financial re- porting risks

Reference 33 - 0,01% Coverage

risks

Reference 34 - 0,01% Coverage

risks



Reference 35 - 0,01% Coverage

high, medium or low risk

Reference 36 - 0,01% Coverage

High-risk

Reference 37 - 0,01% Coverage

high-risk

Reference 38 - 0,01% Coverage

medium-risk

Reference 39 - 0,01% Coverage

Low-risk

Reference 40 - 0,01% Coverage

financial reporting risks

Reference 41 - 0,01% Coverage

risk

Reference 42 - 0,01% Coverage

weaknesses

Reference 43 - 0,01% Coverage

risk

Reference 44 - 0,01% Coverage

business risk

Reference 45 - 0,01% Coverage

business risk

Reference 46 - 0,01% Coverage

business risks

Reference 47 - 0,01% Coverage

financial impacts

Reference 48 - 0,01% Coverage

dismissal

Reference 49 - 0,01% Coverage

business risks



Reference 50 - 0,01% Coverage

criminal conduct

Reference 51 - 0,01% Coverage

violations

Reference 52 - 0,01% Coverage

violation

Reference 53 - 0,01% Coverage

issues

Reference 54 - 0,01% Coverage

disciplinary sanctions

Reference 55 - 0,01% Coverage

dismissals

Reference 56 - 0,01% Coverage

violation

Reference 57 - 0,01% Coverage

incidents

Reference 58 - 0,01% Coverage

fraud

Reference 59 - 0,01% Coverage

incidents

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2011\\Annual Report 2011> - § 221
references coded  [0,44% Coverage]

Reference 1 - 0,01% Coverage

consumption

Reference 2 - 0,01% Coverage

Emissio n

Reference 3 - 0,01% Coverage

Emissio n

Reference 4 - 0,01% Coverage

emission

Reference 5 - 0,01% Coverage



emission

Reference 6 - 0,01% Coverage

consumption

Reference 7 - 0,01% Coverage

waste

Reference 8 - 0,01% Coverage

Waste

Reference 9 - 0,01% Coverage

turnover

Reference 10 - 0,01% Coverage

accidents

Reference 11 - 0,01% Coverage

accidents

Reference 12 - 0,01% Coverage

accidents

Reference 13 - 0,01% Coverage

accidents

Reference 14 - 0,01% Coverage

absence

Reference 15 - 0,01% Coverage

high-risk

Reference 16 - 0,01% Coverage

medium-risk

Reference 17 - 0,01% Coverage

unethical

Reference 18 - 0,01% Coverage

risks

Reference 19 - 0,01% Coverage

risks

Reference 20 - 0,01% Coverage

risks



Reference 21 - 0,01% Coverage

risks

Reference 22 - 0,01% Coverage

’risk’

Reference 23 - 0,01% Coverage

risk

Reference 24 - 0,01% Coverage

Strategic risks

Reference 25 - 0,01% Coverage

Operational risks

Reference 26 - 0,01% Coverage

Financial risks

Reference 27 - 0,01% Coverage

insurable risks

Reference 28 - 0,01% Coverage

Hazard risks

Reference 29 - 0,01% Coverage

risks

Reference 30 - 0,01% Coverage

compliance-related risks

Reference 31 - 0,01% Coverage

financial risks

Reference 32 - 0,01% Coverage

insurance risks

Reference 33 - 0,01% Coverage

business risks

Reference 34 - 0,01% Coverage

Risks

Reference 35 - 0,01% Coverage

risks



Reference 36 - 0,01% Coverage

risks

Reference 37 - 0,01% Coverage

threatening

Reference 38 - 0,01% Coverage

external and internal risks

Reference 39 - 0,01% Coverage

risks

Reference 40 - 0,01% Coverage

risk-seeking

Reference 41 - 0,01% Coverage

risk conditions

Reference 42 - 0,01% Coverage

corruption

Reference 43 - 0,01% Coverage

lack of

Reference 44 - 0,01% Coverage

increasingly

Reference 45 - 0,01% Coverage

risk

Reference 46 - 0,01% Coverage

challenges

Reference 47 - 0,01% Coverage

irregularities

Reference 48 - 0,01% Coverage

cases

Reference 49 - 0,01% Coverage

investigated

Reference 50 - 0,01% Coverage

Dismissal

Reference 51 - 0,01% Coverage



written or verbal warning

Reference 52 - 0,01% Coverage

Risk

Reference 53 - 0,01% Coverage

Strategic/operational risks

Reference 54 - 0,01% Coverage

Insu�cient

Reference 55 - 0,01% Coverage

recession

Reference 56 - 0,01% Coverage

financial downturn

Reference 57 - 0,01% Coverage

recession

Reference 58 - 0,01% Coverage

negative

Reference 59 - 0,01% Coverage

impact

Reference 60 - 0,01% Coverage

consequences

Reference 61 - 0,01% Coverage

recession

Reference 62 - 0,01% Coverage

financial crisis

Reference 63 - 0,01% Coverage

budget deficits

Reference 64 - 0,01% Coverage

negative

Reference 65 - 0,01% Coverage

impact

Reference 66 - 0,01% Coverage



Insu�cient

Reference 67 - 0,01% Coverage

Faulty

Reference 68 - 0,01% Coverage

practical and financial problems

Reference 69 - 0,01% Coverage

quality problems

Reference 70 - 0,01% Coverage

necessitated

Reference 71 - 0,01% Coverage

recall

Reference 72 - 0,01% Coverage

replacement

Reference 73 - 0,01% Coverage

product liability

Reference 74 - 0,01% Coverage

product recalls

Reference 75 - 0,01% Coverage

recall

Reference 76 - 0,01% Coverage

Breaching

Reference 77 - 0,01% Coverage

Insu�cient

Reference 78 - 0,01% Coverage

erroneous

Reference 79 - 0,01% Coverage

Breaching

Reference 80 - 0,01% Coverage

increase

Reference 81 - 0,01% Coverage

pirated



Reference 82 - 0,01% Coverage

Counterfeit products

Reference 83 - 0,01% Coverage

poorer quality

Reference 84 - 0,01% Coverage

pirates

Reference 85 - 0,01% Coverage

environmental and working environment issues

Reference 86 - 0,01% Coverage

inadvertent

Reference 87 - 0,01% Coverage

confusion

Reference 88 - 0,01% Coverage

pirated products

Reference 89 - 0,01% Coverage

implications

Reference 90 - 0,01% Coverage

illegal producers

Reference 91 - 0,01% Coverage

counterfeit

Reference 92 - 0,01% Coverage

prosecute

Reference 93 - 0,01% Coverage

illegal producers

Reference 94 - 0,01% Coverage

discrepancies

Reference 95 - 0,01% Coverage

price fixing cartels

Reference 96 - 0,01% Coverage

misuse



Reference 97 - 0,01% Coverage

corruption

Reference 98 - 0,01% Coverage

Damage

Reference 99 - 0,01% Coverage

interruptions

Reference 100 - 0,01% Coverage

Financial risks

Reference 101 - 0,01% Coverage

unplanned

Reference 102 - 0,01% Coverage

cash risk

Reference 103 - 0,01% Coverage

interest risk

Reference 104 - 0,01% Coverage

risk

Reference 105 - 0,01% Coverage

negative

Reference 106 - 0,01% Coverage

impact

Reference 107 - 0,01% Coverage

risk

Reference 108 - 0,01% Coverage

risks

Reference 109 - 0,01% Coverage

significant

Reference 110 - 0,01% Coverage

risks

Reference 111 - 0,01% Coverage

raw material consumption

Reference 112 - 0,01% Coverage



exchange rate risk

Reference 113 - 0,01% Coverage

Transaction risk

Reference 114 - 0,01% Coverage

Considerable

Reference 115 - 0,01% Coverage

risks

Reference 116 - 0,01% Coverage

Translation risk

Reference 117 - 0,01% Coverage

conversion risk

Reference 118 - 0,01% Coverage

translation risks

Reference 119 - 0,01% Coverage

e�ect

Reference 120 - 0,01% Coverage

translation risks

Reference 121 - 0,01% Coverage

debt

Reference 122 - 0,01% Coverage

Financial/structural risk

Reference 123 - 0,01% Coverage

strategic risk

Reference 124 - 0,01% Coverage

Financial, structural currency risk

Reference 125 - 0,01% Coverage

operational/financial risk

Reference 126 - 0,01% Coverage

Counterpart risk

Reference 127 - 0,01% Coverage



Hazard risks

Reference 128 - 0,01% Coverage

liability

Reference 129 - 0,01% Coverage

Damage

Reference 130 - 0,01% Coverage

Breakdown

Reference 131 - 0,01% Coverage

critical

Reference 132 - 0,01% Coverage

operating losses

Reference 133 - 0,01% Coverage

risk

Reference 134 - 0,01% Coverage

risks

Reference 135 - 0,01% Coverage

social, environmental and financial issues

Reference 136 - 0,01% Coverage

supplier failure

Reference 137 - 0,01% Coverage

supplier error

Reference 138 - 0,01% Coverage

production stoppages

Reference 139 - 0,01% Coverage

consequences

Reference 140 - 0,01% Coverage

interruptions

Reference 141 - 0,01% Coverage

emergency situation

Reference 142 - 0,01% Coverage

impact



Reference 143 - 0,01% Coverage

interruption

Reference 144 - 0,01% Coverage

social, environmental and ethical risks

Reference 145 - 0,01% Coverage

climate change

Reference 146 - 0,01% Coverage

violations

Reference 147 - 0,01% Coverage

violations

Reference 148 - 0,01% Coverage

theft

Reference 149 - 0,01% Coverage

unethical

Reference 150 - 0,01% Coverage

manipulation

Reference 151 - 0,01% Coverage

lack

Reference 152 - 0,01% Coverage

misuse

Reference 153 - 0,01% Coverage

conflicts

Reference 154 - 0,01% Coverage

conflict

Reference 155 - 0,01% Coverage

bribery

Reference 156 - 0,01% Coverage

di�culty

Reference 157 - 0,01% Coverage

unemployment



Reference 158 - 0,01% Coverage

problems

Reference 159 - 0,01% Coverage

victims

Reference 160 - 0,01% Coverage

flooding

Reference 161 - 0,01% Coverage

a�ected by

Reference 162 - 0,01% Coverage

drought

Reference 163 - 0,01% Coverage

risk

Reference 164 - 0,01% Coverage

violating

Reference 165 - 0,01% Coverage

risk

Reference 166 - 0,01% Coverage

high-risk

Reference 167 - 0,01% Coverage

mid-risk

Reference 168 - 0,01% Coverage

disclosure

Reference 169 - 0,01% Coverage

problems

Reference 170 - 0,01% Coverage

lack

Reference 171 - 0,01% Coverage

non-compliance

Reference 172 - 0,01% Coverage

cancel

Reference 173 - 0,01% Coverage



lack

Reference 174 - 0,01% Coverage

leave

Reference 175 - 0,01% Coverage

increased

Reference 176 - 0,01% Coverage

increase

Reference 177 - 0,01% Coverage

crisis

Reference 178 - 0,01% Coverage

turnover

Reference 179 - 0,01% Coverage

emissions

Reference 180 - 0,01% Coverage

emissions

Reference 181 - 0,01% Coverage

Electricity consumption

Reference 182 - 0,01% Coverage

consumption of energy

Reference 183 - 0,01% Coverage

energy-consuming

Reference 184 - 0,01% Coverage

energy consumption

Reference 185 - 0,01% Coverage

energy consumption

Reference 186 - 0,01% Coverage

electricity consumption

Reference 187 - 0,01% Coverage

nuclear power

Reference 188 - 0,01% Coverage



fossil sources

Reference 189 - 0,01% Coverage

carbon

Reference 190 - 0,01% Coverage

oil

Reference 191 - 0,01% Coverage

gas

Reference 192 - 0,01% Coverage

Carbon

Reference 193 - 0,01% Coverage

energy consumption

Reference 194 - 0,01% Coverage

fossil fuels

Reference 195 - 0,01% Coverage

accidents

Reference 196 - 0,01% Coverage

absence

Reference 197 - 0,01% Coverage

injured

Reference 198 - 0,01% Coverage

absent

Reference 199 - 0,01% Coverage

accident

Reference 200 - 0,01% Coverage

accidents

Reference 201 - 0,01% Coverage

serious

Reference 202 - 0,01% Coverage

violations

Reference 203 - 0,01% Coverage

problems



Reference 204 - 0,01% Coverage

consumption

Reference 205 - 0,01% Coverage

oils

Reference 206 - 0,01% Coverage

detergents

Reference 207 - 0,01% Coverage

oils

Reference 208 - 0,01% Coverage

consumption of chemicals

Reference 209 - 0,01% Coverage

environmentally impacting

Reference 210 - 0,01% Coverage

harmful

Reference 211 - 0,01% Coverage

solvents

Reference 212 - 0,01% Coverage

unchanged

Reference 213 - 0,01% Coverage

harmful

Reference 214 - 0,01% Coverage

violations

Reference 215 - 0,01% Coverage

violations

Reference 216 - 0,01% Coverage

accidents

Reference 217 - 0,01% Coverage

accident rate

Reference 218 - 0,01% Coverage

accident rate



Reference 219 - 0,01% Coverage

increased

Reference 220 - 0,01% Coverage

accident rate

Reference 221 - 0,01% Coverage

accidents

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2012\\Annual Report 2012> - § 165
references coded  [0,33% Coverage]

Reference 1 - 0,01% Coverage

consumption

Reference 2 - 0,01% Coverage

emission

Reference 3 - 0,01% Coverage

emission

Reference 4 - 0,01% Coverage

emission

Reference 5 - 0,01% Coverage

emission

Reference 6 - 0,01% Coverage

emission

Reference 7 - 0,01% Coverage

consumption

Reference 8 - 0,01% Coverage

solvents

Reference 9 - 0,01% Coverage

waste

Reference 10 - 0,01% Coverage

ACCIDENTS

Reference 11 - 0,01% Coverage

turnover

Reference 12 - 0,01% Coverage



accidents

Reference 13 - 0,01% Coverage

accidents

Reference 14 - 0,01% Coverage

accidents

Reference 15 - 0,01% Coverage

accidents

Reference 16 - 0,01% Coverage

absence

Reference 17 - 0,01% Coverage

high-risk

Reference 18 - 0,01% Coverage

medium-risk

Reference 19 - 0,01% Coverage

low-risk

Reference 20 - 0,01% Coverage

Dismissals

Reference 21 - 0,01% Coverage

unethical

Reference 22 - 0,01% Coverage

risks

Reference 23 - 0,01% Coverage

weigh

Reference 24 - 0,01% Coverage

most heavily

Reference 25 - 0,01% Coverage

risk exposure

Reference 26 - 0,01% Coverage

risk

Reference 27 - 0,01% Coverage

risk



Reference 28 - 0,01% Coverage

risk

Reference 29 - 0,01% Coverage

risks

Reference 30 - 0,01% Coverage

’risk’

Reference 31 - 0,01% Coverage

a�ect

Reference 32 - 0,01% Coverage

risk

Reference 33 - 0,01% Coverage

Strategic risk

Reference 34 - 0,01% Coverage

Operational risk

Reference 35 - 0,01% Coverage

Financial risk

Reference 36 - 0,01% Coverage

insurable risks

Reference 37 - 0,01% Coverage

Hazard risk

Reference 38 - 0,01% Coverage

damage

Reference 39 - 0,01% Coverage

compliance-related risks

Reference 40 - 0,01% Coverage

financial risks

Reference 41 - 0,01% Coverage

insurance risks

Reference 42 - 0,01% Coverage

business risks



Reference 43 - 0,01% Coverage

Risks

Reference 44 - 0,01% Coverage

risks

Reference 45 - 0,01% Coverage

corporate risks

Reference 46 - 0,01% Coverage

risks

Reference 47 - 0,01% Coverage

risk factor

Reference 48 - 0,01% Coverage

threaten

Reference 49 - 0,01% Coverage

external and internal risks

Reference 50 - 0,01% Coverage

risks

Reference 51 - 0,01% Coverage

risk factors

Reference 52 - 0,01% Coverage

debt

Reference 53 - 0,01% Coverage

corruption

Reference 54 - 0,01% Coverage

failure

Reference 55 - 0,01% Coverage

increasing

Reference 56 - 0,01% Coverage

risk

Reference 57 - 0,01% Coverage

challenge

Reference 58 - 0,01% Coverage



irregularities

Reference 59 - 0,01% Coverage

cases

Reference 60 - 0,01% Coverage

investigated

Reference 61 - 0,01% Coverage

cases

Reference 62 - 0,01% Coverage

dismissal

Reference 63 - 0,01% Coverage

cases

Reference 64 - 0,01% Coverage

written or oral warning

Reference 65 - 0,01% Coverage

doubt

Reference 66 - 0,01% Coverage

uncertainty

Reference 67 - 0,01% Coverage

non- compliance

Reference 68 - 0,01% Coverage

RISK

Reference 69 - 0,01% Coverage

strategic and operational risk areas

Reference 70 - 0,01% Coverage

financial risk

Reference 71 - 0,01% Coverage

Financial risks

Reference 72 - 0,01% Coverage

risk

Reference 73 - 0,01% Coverage



financial uncer- tainty

Reference 74 - 0,01% Coverage

failing

Reference 75 - 0,01% Coverage

overheating

Reference 76 - 0,01% Coverage

recessions

Reference 77 - 0,01% Coverage

declining

Reference 78 - 0,01% Coverage

negative

Reference 79 - 0,01% Coverage

e�ect

Reference 80 - 0,01% Coverage

negative

Reference 81 - 0,01% Coverage

impact

Reference 82 - 0,01% Coverage

increased

Reference 83 - 0,01% Coverage

pressure

Reference 84 - 0,01% Coverage

higher

Reference 85 - 0,01% Coverage

risk

Reference 86 - 0,01% Coverage

rare

Reference 87 - 0,01% Coverage

raw materials speculation

Reference 88 - 0,01% Coverage

hoarding



Reference 89 - 0,01% Coverage

Price increases

Reference 90 - 0,01% Coverage

scarce

Reference 91 - 0,01% Coverage

a�ect

Reference 92 - 0,01% Coverage

dampening

Reference 93 - 0,01% Coverage

increasing

Reference 94 - 0,01% Coverage

production costs

Reference 95 - 0,01% Coverage

compromizing

Reference 96 - 0,01% Coverage

risk

Reference 97 - 0,01% Coverage

losing

Reference 98 - 0,01% Coverage

Copyright infringement

Reference 99 - 0,01% Coverage

risk

Reference 100 - 0,01% Coverage

Copying

Reference 101 - 0,01% Coverage

industrial espionage

Reference 102 - 0,01% Coverage

theft

Reference 103 - 0,01% Coverage

threats



Reference 104 - 0,01% Coverage

Product copies

Reference 105 - 0,01% Coverage

counterfeit products

Reference 106 - 0,01% Coverage

losing

Reference 107 - 0,01% Coverage

damage

Reference 108 - 0,01% Coverage

Theft

Reference 109 - 0,01% Coverage

losing

Reference 110 - 0,01% Coverage

risk

Reference 111 - 0,01% Coverage

sanctions

Reference 112 - 0,01% Coverage

rigorous

Reference 113 - 0,01% Coverage

Unethical behavior

Reference 114 - 0,01% Coverage

illegal conduct

Reference 115 - 0,01% Coverage

damage

Reference 116 - 0,01% Coverage

financial sanctions

Reference 117 - 0,01% Coverage

breaches

Reference 118 - 0,01% Coverage

industrial espionage

Reference 119 - 0,01% Coverage



di�cult

Reference 120 - 0,01% Coverage

expensive

Reference 121 - 0,01% Coverage

raw materials risk

Reference 122 - 0,01% Coverage

scarce

Reference 123 - 0,01% Coverage

cyclicality

Reference 124 - 0,01% Coverage

risk

Reference 125 - 0,01% Coverage

unethical behavior

Reference 126 - 0,01% Coverage

dismissals

Reference 127 - 0,01% Coverage

ethical issues

Reference 128 - 0,01% Coverage

dismissals

Reference 129 - 0,01% Coverage

Theft

Reference 130 - 0,01% Coverage

unethical

Reference 131 - 0,01% Coverage

fraudulent

Reference 132 - 0,01% Coverage

forging

Reference 133 - 0,01% Coverage

embezzlement

Reference 134 - 0,01% Coverage



conflicts of interest

Reference 135 - 0,01% Coverage

industrial espionage

Reference 136 - 0,01% Coverage

theft

Reference 137 - 0,01% Coverage

abuse

Reference 138 - 0,01% Coverage

violent

Reference 139 - 0,01% Coverage

discrimination

Reference 140 - 0,01% Coverage

non-compliance

Reference 141 - 0,01% Coverage

manipulation

Reference 142 - 0,01% Coverage

emissions

Reference 143 - 0,01% Coverage

emis-
sions

Reference 144 - 0,01% Coverage

Electricity consumption

Reference 145 - 0,01% Coverage

consumption of energy

Reference 146 - 0,01% Coverage

energy consumption

Reference 147 - 0,01% Coverage

energy consumption

Reference 148 - 0,01% Coverage

consumed

Reference 149 - 0,01% Coverage



Nuclear power

Reference 150 - 0,01% Coverage

Environmental impact

Reference 151 - 0,01% Coverage

environmental footprint

Reference 152 - 0,01% Coverage

environmental impact

Reference 153 - 0,01% Coverage

energy and materials consump- tion

Reference 154 - 0,01% Coverage

accidents,

Reference 155 - 0,01% Coverage

accident rate

Reference 156 - 0,01% Coverage

accident rate

Reference 157 - 0,01% Coverage

accidents

Reference 158 - 0,01% Coverage

accidents

Reference 159 - 0,01% Coverage

absence

Reference 160 - 0,01% Coverage

injured

Reference 161 - 0,01% Coverage

absent

Reference 162 - 0,01% Coverage

accident

Reference 163 - 0,01% Coverage

risk

Reference 164 - 0,01% Coverage

non- compliance



Reference 165 - 0,01% Coverage

non-compliance

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2013\\Annual Report 2013> - § 98
references coded  [0,19% Coverage]

Reference 1 - 0,01% Coverage

violations

Reference 2 - 0,01% Coverage

complicit

Reference 3 - 0,01% Coverage

human rights abuses

Reference 4 - 0,01% Coverage

CO2

Reference 5 - 0,01% Coverage

emissions

Reference 6 - 0,01% Coverage

consump-
tion of electricity and heat

Reference 7 - 0,01% Coverage

emissions

Reference 8 - 0,01% Coverage

increased

Reference 9 - 0,01% Coverage

considerably

Reference 10 - 0,01% Coverage

energy consumption

Reference 11 - 0,01% Coverage

energy consump- tion

Reference 12 - 0,01% Coverage

energy consumption

Reference 13 - 0,01% Coverage

Energy consumption



Reference 14 - 0,01% Coverage

consumption of energy

Reference 15 - 0,01% Coverage

increased

Reference 16 - 0,01% Coverage

consumed

Reference 17 - 0,01% Coverage

fossil sources

Reference 18 - 0,01% Coverage

emissions

Reference 19 - 0,01% Coverage

energy consumption.

Reference 20 - 0,01% Coverage

Energy consumption

Reference 21 - 0,01% Coverage

fossil fuels

Reference 22 - 0,01% Coverage

power consumption

Reference 23 - 0,01% Coverage

accident rate

Reference 24 - 0,01% Coverage

accident rate

Reference 25 - 0,01% Coverage

accidents

Reference 26 - 0,01% Coverage

accidents

Reference 27 - 0,01% Coverage

absence

Reference 28 - 0,01% Coverage

accidents



Reference 29 - 0,01% Coverage

Injured employ- ees

Reference 30 - 0,01% Coverage

absent

Reference 31 - 0,01% Coverage

accident

Reference 32 - 0,01% Coverage

accidents

Reference 33 - 0,01% Coverage

non-compliance

Reference 34 - 0,01% Coverage

risk

Reference 35 - 0,01% Coverage

non-compliance

Reference 36 - 0,01% Coverage

non-compliance

Reference 37 - 0,01% Coverage

underrepresented

Reference 38 - 0,01% Coverage

risk

Reference 39 - 0,01% Coverage

risk

Reference 40 - 0,01% Coverage

risk

Reference 41 - 0,01% Coverage

risk

Reference 42 - 0,01% Coverage

risks

Reference 43 - 0,01% Coverage

impact

Reference 44 - 0,01% Coverage



financial risks

Reference 45 - 0,01% Coverage

insurance risks

Reference 46 - 0,01% Coverage

busi- ness risks

Reference 47 - 0,01% Coverage

Risks

Reference 48 - 0,01% Coverage

risks

Reference 49 - 0,01% Coverage

corporate risks

Reference 50 - 0,01% Coverage

risks

Reference 51 - 0,01% Coverage

risk factor

Reference 52 - 0,01% Coverage

threaten- ing

Reference 53 - 0,01% Coverage

external and internal risk factors

Reference 54 - 0,01% Coverage

risk

Reference 55 - 0,01% Coverage

risk exposure

Reference 56 - 0,01% Coverage

risks

Reference 57 - 0,01% Coverage

risk factors

Reference 58 - 0,01% Coverage

corruption

Reference 59 - 0,01% Coverage



risk of rule violations

Reference 60 - 0,01% Coverage

doubts

Reference 61 - 0,01% Coverage

uncer- tainty

Reference 62 - 0,01% Coverage

unintended

Reference 63 - 0,01% Coverage

non-compliance

Reference 64 - 0,01% Coverage

breaches

Reference 65 - 0,01% Coverage

cases

Reference 66 - 0,01% Coverage

Disciplinary action

Reference 67 - 0,01% Coverage

cases

Reference 68 - 0,01% Coverage

cases

Reference 69 - 0,01% Coverage

consequences

Reference 70 - 0,01% Coverage

non-compli- ance

Reference 71 - 0,01% Coverage

exposed to

Reference 72 - 0,01% Coverage

general and basic risks

Reference 73 - 0,01% Coverage

risks

Reference 74 - 0,01% Coverage

exposure to



Reference 75 - 0,01% Coverage

risks

Reference 76 - 0,01% Coverage

risk exposure

Reference 77 - 0,01% Coverage

risk areas

Reference 78 - 0,01% Coverage

financial risk

Reference 79 - 0,01% Coverage

financial risk

Reference 80 - 0,01% Coverage

risk

Reference 81 - 0,01% Coverage

R22 refrigerants

Reference 82 - 0,01% Coverage

HCFC gasses

Reference 83 - 0,01% Coverage

risk

Reference 84 - 0,01% Coverage

R22 products

Reference 85 - 0,01% Coverage

sanctions

Reference 86 - 0,01% Coverage

Unethical

Reference 87 - 0,01% Coverage

illegal conduct

Reference 88 - 0,01% Coverage

cause

Reference 89 - 0,01% Coverage

considerable



Reference 90 - 0,01% Coverage

damage

Reference 91 - 0,01% Coverage

financial sanctions

Reference 92 - 0,01% Coverage

falling

Reference 93 - 0,01% Coverage

impact

Reference 94 - 0,01% Coverage

fluctuations

Reference 95 - 0,01% Coverage

risk

Reference 96 - 0,01% Coverage

risk

Reference 97 - 0,01% Coverage

risk

Reference 98 - 0,01% Coverage

consequences

<Internals\\Annual Reports\\Danish Companies\\Falck\\2011\\Annual Report 2011> - § 37 references
coded  [0,09% Coverage]

Reference 1 - 0,01% Coverage

complicit

Reference 2 - 0,01% Coverage

human rights abuses

Reference 3 - 0,01% Coverage

environmental challenges

Reference 4 - 0,01% Coverage

forced and compulsory labour

Reference 5 - 0,01% Coverage

child labour

Reference 6 - 0,01% Coverage



discrimination

Reference 7 - 0,01% Coverage

corruption

Reference 8 - 0,01% Coverage

extortion

Reference 9 - 0,01% Coverage

bribery

Reference 10 - 0,01% Coverage

ill

Reference 11 - 0,01% Coverage

sick leave

Reference 12 - 0,01% Coverage

fuel

Reference 13 - 0,01% Coverage

adverse

Reference 14 - 0,01% Coverage

environmental impact

Reference 15 - 0,01% Coverage

corruption,

Reference 16 - 0,01% Coverage

extortion

Reference 17 - 0,01% Coverage

fraud

Reference 18 - 0,01% Coverage

bribery

Reference 19 - 0,01% Coverage

contrary to

Reference 20 - 0,01% Coverage

physical and psychological injuries

Reference 21 - 0,01% Coverage

Physical injury



Reference 22 - 0,01% Coverage

musculoskeletal injuries

Reference 23 - 0,01% Coverage

back injury

Reference 24 - 0,01% Coverage

injury

Reference 25 - 0,01% Coverage

musculoskel- etal problems

Reference 26 - 0,01% Coverage

the risk of injury

Reference 27 - 0,01% Coverage

Psychological problems and injury

Reference 28 - 0,01% Coverage

incidents

Reference 29 - 0,01% Coverage

traffic accidents

Reference 30 - 0,01% Coverage

absenteeism

Reference 31 - 0,01% Coverage

adverse

Reference 32 - 0,01% Coverage

environmental impact

Reference 33 - 0,01% Coverage

risks

Reference 34 - 0,01% Coverage

risks

Reference 35 - 0,01% Coverage

risks

Reference 36 - 0,01% Coverage

risks



Reference 37 - 0,01% Coverage

risks

<Internals\\Annual Reports\\Danish Companies\\Falck\\2012\\Annual Report 2012> - § 71 references
coded  [0,21% Coverage]

Reference 1 - 0,01% Coverage

complicit

Reference 2 - 0,01% Coverage

human rights abuses.

Reference 3 - 0,01% Coverage

environmental challenges

Reference 4 - 0,01% Coverage

accidents

Reference 5 - 0,01% Coverage

disease

Reference 6 - 0,01% Coverage

emergency situations

Reference 7 - 0,01% Coverage

emer- gencies

Reference 8 - 0,01% Coverage

illness

Reference 9 - 0,01% Coverage

injury

Reference 10 - 0,01% Coverage

forced and compulsory labour

Reference 11 - 0,01% Coverage

child labour

Reference 12 - 0,01% Coverage

discrimination

Reference 13 - 0,01% Coverage

corruption

Reference 14 - 0,01% Coverage



extortion

Reference 15 - 0,01% Coverage

bribery.

Reference 16 - 0,01% Coverage

physical and mental injury,

Reference 17 - 0,01% Coverage

risk

Reference 18 - 0,01% Coverage

traumatic events

Reference 19 - 0,01% Coverage

staff turnover

Reference 20 - 0,01% Coverage

sickness absence

Reference 21 - 0,01% Coverage

absenteeism

Reference 22 - 0,01% Coverage

unnecessary

Reference 23 - 0,01% Coverage

environmental impact

Reference 24 - 0,01% Coverage

environmental impact

Reference 25 - 0,01% Coverage

fuel consumption

Reference 26 - 0,01% Coverage

fuel consumption

Reference 27 - 0,01% Coverage

emis- sions

Reference 28 - 0,01% Coverage

oil consumption

Reference 29 - 0,01% Coverage

environmentally harmful



Reference 30 - 0,01% Coverage

fuels

Reference 31 - 0,01% Coverage

power, water and heating consumption

Reference 32 - 0,01% Coverage

fuel consumption

Reference 33 - 0,01% Coverage

air pollution

Reference 34 - 0,01% Coverage

wastewater discharge

Reference 35 - 0,01% Coverage

environmental impact

Reference 36 - 0,01% Coverage

envi- ronmental impact

Reference 37 - 0,01% Coverage

corruption

Reference 38 - 0,01% Coverage

extortion

Reference 39 - 0,01% Coverage

fraud

Reference 40 - 0,01% Coverage

bribery

Reference 41 - 0,01% Coverage

corruption

Reference 42 - 0,01% Coverage

matters

Reference 43 - 0,01% Coverage

cor- ruption

Reference 44 - 0,01% Coverage

bribes



Reference 45 - 0,01% Coverage

big gifts

Reference 46 - 0,02% Coverage

gifts of a nature not in line with ordinary lawful business or culturally customary prac- tice in a given
country

Reference 47 - 0,01% Coverage

facilitation payments

Reference 48 - 0,01% Coverage

protection money.

Reference 49 - 0,01% Coverage

risk

Reference 50 - 0,01% Coverage

cardiovascular disease

Reference 51 - 0,01% Coverage

extreme events

Reference 52 - 0,01% Coverage

natural disasters

Reference 53 - 0,01% Coverage

Hur- ricane Sandy

Reference 54 - 0,01% Coverage

available for free

Reference 55 - 0,01% Coverage

the general emergency taskforce

Reference 56 - 0,01% Coverage

special risk

Reference 57 - 0,01% Coverage

crisis situations

Reference 58 - 0,01% Coverage

involves risk

Reference 59 - 0,01% Coverage

safety and security risks



Reference 60 - 0,01% Coverage

high-risk desti- nations

Reference 61 - 0,01% Coverage

inju- ries

Reference 62 - 0,01% Coverage

the risk of injury

Reference 63 - 0,01% Coverage

work related accidents and inci- dents.

Reference 64 - 0,01% Coverage

injuries

Reference 65 - 0,01% Coverage

rate of injuries

Reference 66 - 0,01% Coverage

absence

Reference 67 - 0,01% Coverage

risks

Reference 68 - 0,01% Coverage

risks

Reference 69 - 0,01% Coverage

risks

Reference 70 - 0,01% Coverage

risks

Reference 71 - 0,01% Coverage

risks

<Internals\\Annual Reports\\Danish Companies\\Falck\\2013\\Annual Report 2013> - § 90 references
coded  [0,20% Coverage]

Reference 1 - 0,01% Coverage

accidents

Reference 2 - 0,01% Coverage

disease

Reference 3 - 0,01% Coverage



emergency situations

Reference 4 - 0,01% Coverage

emer- gencies

Reference 5 - 0,01% Coverage

illness

Reference 6 - 0,01% Coverage

injury

Reference 7 - 0,01% Coverage

lower

Reference 8 - 0,01% Coverage

complicit

Reference 9 - 0,01% Coverage

human rights abuses

Reference 10 - 0,01% Coverage

child labour

Reference 11 - 0,01% Coverage

discrimination

Reference 12 - 0,01% Coverage

environmental challenges

Reference 13 - 0,01% Coverage

corruption,

Reference 14 - 0,01% Coverage

extortion

Reference 15 - 0,01% Coverage

bribery

Reference 16 - 0,01% Coverage

child labour

Reference 17 - 0,01% Coverage

exploitation,

Reference 18 - 0,01% Coverage

corruption



Reference 19 - 0,01% Coverage

bribery

Reference 20 - 0,01% Coverage

rate of staff turnover

Reference 21 - 0,01% Coverage

long-term and short-term sickness absence

Reference 22 - 0,01% Coverage

injuries

Reference 23 - 0,01% Coverage

sickness absence

Reference 24 - 0,01% Coverage

men- tally traumatic events

Reference 25 - 0,01% Coverage

traumatic events

Reference 26 - 0,01% Coverage

major incidents

Reference 27 - 0,01% Coverage

sickness absence

Reference 28 - 0,01% Coverage

staff turnover

Reference 29 - 0,01% Coverage

physical and mental injury

Reference 30 - 0,01% Coverage

expose

Reference 31 - 0,01% Coverage

risk of injury

Reference 32 - 0,01% Coverage

potential carcinogens

Reference 33 - 0,01% Coverage

contaminated equipment.



Reference 34 - 0,01% Coverage

frequent

Reference 35 - 0,01% Coverage

heavy lifting

Reference 36 - 0,01% Coverage

back injuries

Reference 37 - 0,01% Coverage

lifting-related problems

Reference 38 - 0,01% Coverage

work-related injuries

Reference 39 - 0,01% Coverage

high-risk areas

Reference 40 - 0,01% Coverage

health issues

Reference 41 - 0,01% Coverage

work related accidents and inci- dents

Reference 42 - 0,01% Coverage

injuries

Reference 43 - 0,01% Coverage

rate of injuries

Reference 44 - 0,01% Coverage

absence

Reference 45 - 0,01% Coverage

power, water and heating consumption

Reference 46 - 0,01% Coverage

fuel consumption

Reference 47 - 0,01% Coverage

air pollution

Reference 48 - 0,01% Coverage

wastewater discharge

Reference 49 - 0,01% Coverage



environmental impact

Reference 50 - 0,01% Coverage

waste handling

Reference 51 - 0,01% Coverage

heat consumption

Reference 52 - 0,01% Coverage

impact

Reference 53 - 0,01% Coverage

CO2 emissions

Reference 54 - 0,01% Coverage

fuel consumption

Reference 55 - 0,01% Coverage

fuel consumption

Reference 56 - 0,01% Coverage

climate impact

Reference 57 - 0,01% Coverage

fuel consumption

Reference 58 - 0,01% Coverage

emergency responses

Reference 59 - 0,01% Coverage

impact

Reference 60 - 0,01% Coverage

affected

Reference 61 - 0,01% Coverage

waste

Reference 62 - 0,01% Coverage

environmentally hazardous materials

Reference 63 - 0,01% Coverage

hazardous substances and materials

Reference 64 - 0,01% Coverage



chemicals

Reference 65 - 0,01% Coverage

incident

Reference 66 - 0,01% Coverage

crisis situation

Reference 67 - 0,01% Coverage

corruption

Reference 68 - 0,01% Coverage

corruption

Reference 69 - 0,01% Coverage

destructive

Reference 70 - 0,01% Coverage

harmful

Reference 71 - 0,01% Coverage

corruption

Reference 72 - 0,01% Coverage

cases

Reference 73 - 0,01% Coverage

non-compliance

Reference 74 - 0,01% Coverage

fire

Reference 75 - 0,01% Coverage

broken down

Reference 76 - 0,01% Coverage

injuries

Reference 77 - 0,01% Coverage

special challenges

Reference 78 - 0,01% Coverage

suffered

Reference 79 - 0,01% Coverage

severe



Reference 80 - 0,01% Coverage

burns

Reference 81 - 0,01% Coverage

cancer

Reference 82 - 0,01% Coverage

at risk of

Reference 83 - 0,01% Coverage

cardiovascular illness

Reference 84 - 0,01% Coverage

challenges

Reference 85 - 0,01% Coverage

issues

Reference 86 - 0,01% Coverage

risks

Reference 87 - 0,01% Coverage

risks

Reference 88 - 0,01% Coverage

risks

Reference 89 - 0,01% Coverage

risks

Reference 90 - 0,01% Coverage

risks

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2011\\Annual Report 2011> - § 28
references coded  [0,21% Coverage]

Reference 1 - 0,01% Coverage

Turbulence

Reference 2 - 0,01% Coverage

CO� emissions

Reference 3 - 0,01% Coverage

Environmental footprint

Reference 4 - 0,01% Coverage



Environmental footprint

Reference 5 - 0,01% Coverage

environmental foot- print

Reference 6 - 0,01% Coverage

CO�

Reference 7 - 0,01% Coverage

emit

Reference 8 - 0,01% Coverage

CO�

Reference 9 - 0,01% Coverage

CO� emissions

Reference 10 - 0,01% Coverage

CO� emissions

Reference 11 - 0,01% Coverage

transport-related CO� emissions

Reference 12 - 0,01% Coverage

CO� emissions

Reference 13 - 0,01% Coverage

Water consumption

Reference 14 - 0,01% Coverage

water consumption

Reference 15 - 0,01% Coverage

energy consumption

Reference 16 - 0,01% Coverage

water consumption

Reference 17 - 0,01% Coverage

work accidents

Reference 18 - 0,01% Coverage

reduced capacity

Reference 19 - 0,01% Coverage



long- term unemployed

Reference 20 - 0,01% Coverage

need

Reference 21 - 0,01% Coverage

bribery

Reference 22 - 0,01% Coverage

conflicts of inter est

Reference 23 - 0,02% Coverage

major so- cial and environmental challenges

Reference 24 - 0,01% Coverage

climate change

Reference 25 - 0,01% Coverage

emission

Reference 26 - 0,01% Coverage

greenhouse gases

Reference 27 - 0,01% Coverage

global water chal- lenge

Reference 28 - 0,01% Coverage

waste

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2012\\Annual Report 2012> - § 27
references coded  [0,18% Coverage]

Reference 1 - 0,01% Coverage

urgent challenges

Reference 2 - 0,01% Coverage

Environmental footprint

Reference 3 - 0,01% Coverage

Environmental footprint

Reference 4 - 0,01% Coverage

environmental footprint

Reference 5 - 0,01% Coverage

environmental footprint



Reference 6 - 0,01% Coverage

emit

Reference 7 - 0,01% Coverage

CO2

Reference 8 - 0,01% Coverage

CO2 emissions

Reference 9 - 0,01% Coverage

CO2 emissions

Reference 10 - 0,01% Coverage

ENERGY CONSUMPTION

Reference 11 - 0,01% Coverage

CO2 EMISSIONS

Reference 12 - 0,01% Coverage

CO2 emissions

Reference 13 - 0,01% Coverage

water consump- tion

Reference 14 - 0,01% Coverage

water consumption

Reference 15 - 0,01% Coverage

WATER CONSUMPTION

Reference 16 - 0,01% Coverage

water consump- tion

Reference 17 - 0,01% Coverage

long

Reference 18 - 0,01% Coverage

hard

Reference 19 - 0,01% Coverage

special needs

Reference 20 - 0,01% Coverage

long-term unemployment

Reference 21 - 0,01% Coverage



accidents

Reference 22 - 0,01% Coverage

need

Reference 23 - 0,01% Coverage

homeless

Reference 24 - 0,01% Coverage

poorest

Reference 25 - 0,01% Coverage

di lemmas

Reference 26 - 0,01% Coverage

Bribery

Reference 27 - 0,01% Coverage

Conf lict of interest

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2013\\Annual Report 2013> - § 37
references coded  [0,25% Coverage]

Reference 1 - 0,01% Coverage

urgent

Reference 2 - 0,01% Coverage

challenges

Reference 3 - 0,01% Coverage

Environmental footprint

Reference 4 - 0,01% Coverage

Environmental footprint

Reference 5 - 0,01% Coverage

environmental footprint

Reference 6 - 0,01% Coverage

emit

Reference 7 - 0,01% Coverage

CO2

Reference 8 - 0,01% Coverage

CO2 emissions



Reference 9 - 0,01% Coverage

water consumption

Reference 10 - 0,01% Coverage

water consumption

Reference 11 - 0,01% Coverage

water consumption

Reference 12 - 0,01% Coverage

CO2

Reference 13 - 0,01% Coverage

water consumption

Reference 14 - 0,01% Coverage

energy consumption

Reference 15 - 0,01% Coverage

CO2

Reference 16 - 0,01% Coverage

CO2 emissions

Reference 17 - 0,01% Coverage

consumption

Reference 18 - 0,01% Coverage

waste

Reference 19 - 0,02% Coverage

use of energy, water, chemicals and materials

Reference 20 - 0,01% Coverage

unwanted chemical substances

Reference 21 - 0,01% Coverage

water risks

Reference 22 - 0,02% Coverage

physical, regulatory and reputational water risks

Reference 23 - 0,01% Coverage

significant differences



Reference 24 - 0,01% Coverage

special needs

Reference 25 - 0,01% Coverage

long-term unemployment

Reference 26 - 0,01% Coverage

rate of injuries

Reference 27 - 0,01% Coverage

increase

Reference 28 - 0,01% Coverage

undrinkable

Reference 29 - 0,01% Coverage

heavy pollution

Reference 30 - 0,01% Coverage

cases

Reference 31 - 0,01% Coverage

reported

Reference 32 - 0,01% Coverage

increased

Reference 33 - 0,01% Coverage

cases

Reference 34 - 0,01% Coverage

reported

Reference 35 - 0,01% Coverage

cases

Reference 36 - 0,01% Coverage

cases

Reference 37 - 0,01% Coverage

breach

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2011\\Annual Report 2011> - § 35
references coded  [0,05% Coverage]

Reference 1 - 0,01% Coverage



corruption

Reference 2 - 0,01% Coverage

critical

Reference 3 - 0,01% Coverage

issues of

Reference 4 - 0,01% Coverage

inadequate

Reference 5 - 0,01% Coverage

least

Reference 6 - 0,01% Coverage

underprivileged

Reference 7 - 0,01% Coverage

the need for

Reference 8 - 0,01% Coverage

low-income

Reference 9 - 0,01% Coverage

compromise

Reference 10 - 0,01% Coverage

environmental
impacts

Reference 11 - 0,01% Coverage

consumption of

Reference 12 - 0,01% Coverage

negative

Reference 13 - 0,01% Coverage

impacts

Reference 14 - 0,01% Coverage

challenges

Reference 15 - 0,01% Coverage

climate change

Reference 16 - 0,01% Coverage



resource consumption

Reference 17 - 0,01% Coverage

emissions

Reference 18 - 0,01% Coverage

footprint

Reference 19 - 0,01% Coverage

type 2 diabetes

Reference 20 - 0,01% Coverage

healthcare costs

Reference 21 - 0,01% Coverage

complaints

Reference 22 - 0,01% Coverage

fraud

Reference 23 - 0,01% Coverage

violations of ethics

Reference 24 - 0,01% Coverage

business ethics misconduct

Reference 25 - 0,01% Coverage

Concerns

Reference 26 - 0,01% Coverage

breaches

Reference 27 - 0,01% Coverage

financial fraud

Reference 28 - 0,01% Coverage

violations

Reference 29 - 0,01% Coverage

quality lapses

Reference 30 - 0,01% Coverage

Complaints

Reference 31 - 0,01% Coverage

complaint



Reference 32 - 0,01% Coverage

risk

Reference 33 - 0,01% Coverage

material misstatements

Reference 34 - 0,01% Coverage

material mis- statements

Reference 35 - 0,01% Coverage

deviations

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2012\\Annual Report 2012> - § 85
references coded  [0,10% Coverage]

Reference 1 - 0,01% Coverage

environmental impacts

Reference 2 - 0,01% Coverage

limited

Reference 3 - 0,01% Coverage

inadequate

Reference 4 - 0,01% Coverage

challenge

Reference 5 - 0,01% Coverage

imperative

Reference 6 - 0,01% Coverage

Climate change

Reference 7 - 0,01% Coverage

scarcity of resources

Reference 8 - 0,01% Coverage

uneven distribution of wealth

Reference 9 - 0,01% Coverage

impact

Reference 10 - 0,01% Coverage

environmental impacts

Reference 11 - 0,01% Coverage



emissions

Reference 12 - 0,01% Coverage

environmental impacts

Reference 13 - 0,01% Coverage

carbon emissions

Reference 14 - 0,01% Coverage

forced

Reference 15 - 0,01% Coverage

confronted

Reference 16 - 0,01% Coverage

challenges

Reference 17 - 0,01% Coverage

difficult

Reference 18 - 0,01% Coverage

issues

Reference 19 - 0,01% Coverage

genetic engineering

Reference 20 - 0,01% Coverage

animal testing

Reference 21 - 0,01% Coverage

regulatory scrutiny

Reference 22 - 0,01% Coverage

issue

Reference 23 - 0,01% Coverage

only

Reference 24 - 0,01% Coverage

Diabetes prevalence

Reference 25 - 0,01% Coverage

growing

Reference 26 - 0,01% Coverage



most rapidly

Reference 27 - 0,01% Coverage

hitting

Reference 28 - 0,01% Coverage

daunting challenge

Reference 29 - 0,01% Coverage

diabetes

Reference 30 - 0,01% Coverage

low- and middle-income

Reference 31 - 0,01% Coverage

prevalence

Reference 32 - 0,01% Coverage

type 2 diabetes

Reference 33 - 0,01% Coverage

risen

Reference 34 - 0,01% Coverage

epidemic proportions

Reference 35 - 0,01% Coverage

unsustainable

Reference 36 - 0,01% Coverage

diabetes

Reference 37 - 0,01% Coverage

diabetes

Reference 38 - 0,01% Coverage

poor

Reference 39 - 0,01% Coverage

need

Reference 40 - 0,01% Coverage

barriers to

Reference 41 - 0,01% Coverage

poorest



Reference 42 - 0,01% Coverage

not enough

Reference 43 - 0,01% Coverage

low- and middle-income countries

Reference 44 - 0,01% Coverage

too few

Reference 45 - 0,01% Coverage

growing number

Reference 46 - 0,01% Coverage

diabetes

Reference 47 - 0,01% Coverage

challenges

Reference 48 - 0,01% Coverage

issues

Reference 49 - 0,01% Coverage

issues

Reference 50 - 0,01% Coverage

challenges

Reference 51 - 0,01% Coverage

non-communicable diseases

Reference 52 - 0,01% Coverage

diabetes

Reference 53 - 0,01% Coverage

issues

Reference 54 - 0,01% Coverage

environmental issues

Reference 55 - 0,01% Coverage

die

Reference 56 - 0,01% Coverage

lack of



Reference 57 - 0,01% Coverage

type 1 diabetes

Reference 58 - 0,01% Coverage

diabetes

Reference 59 - 0,01% Coverage

affects

Reference 60 - 0,01% Coverage

as many as

Reference 61 - 0,01% Coverage

cause

Reference 62 - 0,01% Coverage

complications

Reference 63 - 0,01% Coverage

at higher risk

Reference 64 - 0,01% Coverage

type 2 diabetes

Reference 65 - 0,01% Coverage

gestational diabetes

Reference 66 - 0,01% Coverage

diabetes

Reference 67 - 0,01% Coverage

improving

Reference 68 - 0,01% Coverage

health literacy

Reference 69 - 0,01% Coverage

diabetes

Reference 70 - 0,01% Coverage

critical

Reference 71 - 0,01% Coverage

diabetes

Reference 72 - 0,01% Coverage



haemophilia

Reference 73 - 0,01% Coverage

diabetes

Reference 74 - 0,01% Coverage

haemophilia

Reference 75 - 0,01% Coverage

diabetes

Reference 76 - 0,01% Coverage

needs

Reference 77 - 0,01% Coverage

diabetes

Reference 78 - 0,01% Coverage

diabetes

Reference 79 - 0,01% Coverage

haemophilia

Reference 80 - 0,01% Coverage

chronic conditions

Reference 81 - 0,01% Coverage

challenging

Reference 82 - 0,01% Coverage

diabetes

Reference 83 - 0,01% Coverage

deviating from

Reference 84 - 0,01% Coverage

fraud

Reference 85 - 0,01% Coverage

violations of business ethics

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2013\\Annual Report 2013> - § 7
references coded  [0,01% Coverage]

Reference 1 - 0,01% Coverage

critical



Reference 2 - 0,01% Coverage

issues

Reference 3 - 0,01% Coverage

complaints

Reference 4 - 0,01% Coverage

business ethics matters

Reference 5 - 0,01% Coverage

(whistleblowing)

Reference 6 - 0,01% Coverage

deviating

Reference 7 - 0,01% Coverage

deviating

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills> - § 6
references coded  [0,85% Coverage]

Reference 1 - 0,10% Coverage

radiant heat

Reference 2 - 0,19% Coverage

air conditioning costs

Reference 3 - 0,08% Coverage

water use

Reference 4 - 0,15% Coverage

construction waste

Reference 5 - 0,14% Coverage

electrical usage

Reference 6 - 0,19% Coverage

environmental concerns

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
AmericasMostAdmired> - § 6 references coded  [0,47% Coverage]

Reference 1 - 0,15% Coverage

childhood obesity

Reference 2 - 0,04% Coverage



need

Reference 3 - 0,06% Coverage

complex

Reference 4 - 0,05% Coverage

issue

Reference 5 - 0,12% Coverage

social issues

Reference 6 - 0,05% Coverage

hunger

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
CommunitiesofColor> - § 18 references coded  [1,33% Coverage]

Reference 1 - 0,07% Coverage

critical

Reference 2 - 0,04% Coverage

needs

Reference 3 - 0,07% Coverage

enriching

Reference 4 - 0,11% Coverage

at-risk youth

Reference 5 - 0,08% Coverage

low-income

Reference 6 - 0,05% Coverage

hunger

Reference 7 - 0,08% Coverage

low-income

Reference 8 - 0,06% Coverage

at-risk

Reference 9 - 0,06% Coverage

poverty

Reference 10 - 0,14% Coverage

limited resources



Reference 11 - 0,06% Coverage

in need

Reference 12 - 0,06% Coverage

at-risk

Reference 13 - 0,06% Coverage

in need

Reference 14 - 0,08% Coverage

low-income

Reference 15 - 0,08% Coverage

low-income

Reference 16 - 0,08% Coverage

low-income

Reference 17 - 0,11% Coverage

social issues

Reference 18 - 0,05% Coverage

hunger

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
CSRReport> - § 8 references coded  [0,81% Coverage]

Reference 1 - 0,13% Coverage

solid waste

Reference 2 - 0,13% Coverage

water usage

Reference 3 - 0,25% Coverage

solid waste generation

Reference 4 - 0,05% Coverage

cost

Reference 5 - 0,06% Coverage

waste

Reference 6 - 0,09% Coverage

calories

Reference 7 - 0,03% Coverage



fat

Reference 8 - 0,07% Coverage

hunger

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
MLK_2012> - § 4 references coded  [0,34% Coverage]

Reference 1 - 0,11% Coverage

less fortunate

Reference 2 - 0,07% Coverage

apartheid

Reference 3 - 0,10% Coverage

social issues

Reference 4 - 0,05% Coverage

hunger

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~ USAID
honors General Mills with global citizenship recognition> - § 8 references coded  [0,63% Coverage]

Reference 1 - 0,07% Coverage

poverty

Reference 2 - 0,06% Coverage

hunger

Reference 3 - 0,18% Coverage

human rights issues

Reference 4 - 0,06% Coverage

hunger

Reference 5 - 0,08% Coverage

critical

Reference 6 - 0,08% Coverage

disaster

Reference 7 - 0,06% Coverage

escape

Reference 8 - 0,07% Coverage

poverty

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General



Mills commits to sustainably source 10 priority ingredients by 2020> - § 19 references coded  [1,34%
Coverage]

Reference 1 - 0,07% Coverage

increasingly

Reference 2 - 0,03% Coverage

hungry

Reference 3 - 0,03% Coverage

impact

Reference 4 - 0,14% Coverage

greenhouse gas emissions

Reference 5 - 0,05% Coverage

water use

Reference 6 - 0,11% Coverage

environmental risks

Reference 7 - 0,05% Coverage

critical

Reference 8 - 0,03% Coverage

issues

Reference 9 - 0,08% Coverage

water scarcity

Reference 10 - 0,07% Coverage

deforestation

Reference 11 - 0,05% Coverage

high-risk

Reference 12 - 0,08% Coverage

antibiotic use

Reference 13 - 0,08% Coverage

animal testing

Reference 14 - 0,08% Coverage

risk categories

Reference 15 - 0,07% Coverage



deforestation

Reference 16 - 0,14% Coverage

fertilizer (nitrogen) use

Reference 17 - 0,07% Coverage

GHG emissions

Reference 18 - 0,05% Coverage

soil loss

Reference 19 - 0,05% Coverage

water use

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills launches $1.1 million sustainable sourcing program in Peru> - § 11 references coded  [0,75%
Coverage]

Reference 1 - 0,03% Coverage

lack

Reference 2 - 0,03% Coverage

lower

Reference 3 - 0,27% Coverage

environmental, economic and social impacts

Reference 4 - 0,08% Coverage

marginalized

Reference 5 - 0,03% Coverage

poor

Reference 6 - 0,08% Coverage

business need

Reference 7 - 0,08% Coverage

pesticide use

Reference 8 - 0,05% Coverage

poverty

Reference 9 - 0,03% Coverage

poor

Reference 10 - 0,05% Coverage

poverty



Reference 11 - 0,04% Coverage

hunger

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills named to esteemed Dow Jones Sustainability Index> - § 2 references coded  [0,26% Coverage]

Reference 1 - 0,07% Coverage

risks

Reference 2 - 0,19% Coverage

resource usage

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills ranks #26 on DiversityInc's Top 50 Companies for Diversity list.> - § 1 reference coded  [0,14%
Coverage]

Reference 1 - 0,14% Coverage

critical

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills reports progress on global responsibility efforts> - § 20 references coded  [2,13% Coverage]

Reference 1 - 0,28% Coverage

environmental, economic and social impacts

Reference 2 - 0,07% Coverage

dependence

Reference 3 - 0,20% Coverage

greenhouse gas (GHG) emissions

Reference 4 - 0,06% Coverage

water use

Reference 5 - 0,13% Coverage

environmental impact

Reference 6 - 0,15% Coverage

environmental footprint

Reference 7 - 0,05% Coverage

calories

Reference 8 - 0,06% Coverage

trans fat

Reference 9 - 0,15% Coverage



environmental footprint

Reference 10 - 0,08% Coverage

energy usage

Reference 11 - 0,09% Coverage

GHG emissions

Reference 12 - 0,07% Coverage

water usage

Reference 13 - 0,07% Coverage

water usage

Reference 14 - 0,04% Coverage

hunger

Reference 15 - 0,15% Coverage

solid waste generation

Reference 16 - 0,17% Coverage

transportation fuel usage

Reference 17 - 0,09% Coverage

unprecedented

Reference 18 - 0,07% Coverage

challenges

Reference 19 - 0,05% Coverage

requires

Reference 20 - 0,08% Coverage

depend on it

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills updates community on soil vapor testing in Minneapolis neighborhood> - § 26 references coded
[3,03% Coverage]

Reference 1 - 0,09% Coverage

soil vapor

Reference 2 - 0,10% Coverage

soil vapors

Reference 3 - 0,08% Coverage

Pollution



Reference 4 - 0,21% Coverage

trichloroethylene vapor

Reference 5 - 0,05% Coverage

vapor

Reference 6 - 0,31% Coverage

radon and vapor intrusion problems

Reference 7 - 0,15% Coverage

Trichloroethylene

Reference 8 - 0,03% Coverage

TCE

Reference 9 - 0,29% Coverage

industrial solvent and degreaser

Reference 10 - 0,03% Coverage

TCE

Reference 11 - 0,23% Coverage

waste disposal activities

Reference 12 - 0,07% Coverage

solvents

Reference 13 - 0,13% Coverage

absorption pit

Reference 14 - 0,03% Coverage

TCE

Reference 15 - 0,20% Coverage

historic disposal site

Reference 16 - 0,12% Coverage

disposal area

Reference 17 - 0,03% Coverage

TCE

Reference 18 - 0,16% Coverage

TCE concentrations



Reference 19 - 0,07% Coverage

impacted

Reference 20 - 0,09% Coverage

TCE vapors

Reference 21 - 0,07% Coverage

soil gas

Reference 22 - 0,03% Coverage

TCE

Reference 23 - 0,04% Coverage

cost

Reference 24 - 0,05% Coverage

costs

Reference 25 - 0,31% Coverage

radon and vapor intrusion problems

Reference 26 - 0,07% Coverage

impacted

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~
Häagen-Dazs and General Mills to help smallholder farmers increase yields and improve sustainability
practices in Madagascar> - § 6 references coded  [0,22% Coverage]

Reference 1 - 0,04% Coverage

poverty

Reference 2 - 0,06% Coverage

water usage

Reference 3 - 0,04% Coverage

poverty

Reference 4 - 0,04% Coverage

poverty

Reference 5 - 0,02% Coverage

poor

Reference 6 - 0,04% Coverage

poverty

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Cheers to Good Health> - § 1



reference coded  [0,26% Coverage]

Reference 1 - 0,26% Coverage

sicknesses

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Connecting a World of
Opportunity through the ‘1Mx15’ Health Program> - § 3 references coded  [0,34% Coverage]

Reference 1 - 0,04% Coverage

need

Reference 2 - 0,16% Coverage

educational needs

Reference 3 - 0,13% Coverage

training needs

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - GE and Intel's Telehealth and
Independent Living Company is Operational Today> - § 6 references coded  [0,55% Coverage]

Reference 1 - 0,04% Coverage

issues

Reference 2 - 0,11% Coverage

aging population

Reference 3 - 0,12% Coverage

chronic conditions

Reference 4 - 0,07% Coverage

increasing

Reference 5 - 0,11% Coverage

healthcare costs

Reference 6 - 0,11% Coverage

healthcare costs

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Glimpse of the Future of
Healthcare at Intel Healthcare Innovation Virtual Summit> - § 1 reference coded  [0,22% Coverage]

Reference 1 - 0,22% Coverage

challenges

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Aims Tablets at Enterprise,
Retail and Healthcare> - § 1 reference coded  [0,47% Coverage]

Reference 1 - 0,47% Coverage

power and battery consumption



<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Among Top 100 Most
Sustainable Corporations (2)> - § 1 reference coded  [1,10% Coverage]

Reference 1 - 1,10% Coverage

environmental, social and governance issues

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Doesn't Just Make Green,
We Grow it Too> - § 2 references coded  [0,54% Coverage]

Reference 1 - 0,36% Coverage

carbon dioxide

Reference 2 - 0,18% Coverage

emitted

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Employees Champion
Corporate Responsibility> - § 7 references coded  [0,54% Coverage]

Reference 1 - 0,03% Coverage

issue

Reference 2 - 0,10% Coverage

conflict minerals

Reference 3 - 0,05% Coverage

water use

Reference 4 - 0,12% Coverage

environmental impact

Reference 5 - 0,10% Coverage

boiler emissions

Reference 6 - 0,03% Coverage

issue

Reference 7 - 0,10% Coverage

conflict minerals

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Increases Renewable
Energy Credit Purchase to 2.5 Billion Kilowatt Hours> - § 7 references coded  [0,61% Coverage]

Reference 1 - 0,09% Coverage

electricity use

Reference 2 - 0,09% Coverage

carbon emissions



Reference 3 - 0,14% Coverage

carbon dioxide emissions

Reference 4 - 0,09% Coverage

electricity use

Reference 5 - 0,05% Coverage

gasoline

Reference 6 - 0,09% Coverage

carbon footprint

Reference 7 - 0,06% Coverage

energy use

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Renewable Energy Powers
Up!> - § 1 reference coded  [0,39% Coverage]

Reference 1 - 0,39% Coverage

electricity needs

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Selected for
Computerworld's 2011 Top Green IT Vendor List> - § 2 references coded  [0,80% Coverage]

Reference 1 - 0,43% Coverage

energy consumption

Reference 2 - 0,38% Coverage

carbon emissions

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Abuzz with Sustainability
Bee Project> - § 3 references coded  [0,57% Coverage]

Reference 1 - 0,20% Coverage

declining

Reference 2 - 0,18% Coverage

alarming

Reference 3 - 0,20% Coverage

declining

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel and the Futures Group
Collaborate to Transform Healthcare in Africa> - § 1 reference coded  [0,28% Coverage]

Reference 1 - 0,28% Coverage

hard to reach

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel and United Nations



Population Fund Committed To Boost Health Workers' Skills Around the World> - § 10 references
coded  [0,81% Coverage]

Reference 1 - 0,09% Coverage

high-burden

Reference 2 - 0,11% Coverage

maternal death

Reference 3 - 0,09% Coverage

unnecessary

Reference 4 - 0,05% Coverage

deaths

Reference 5 - 0,10% Coverage

unacceptable

Reference 6 - 0,02% Coverage

die

Reference 7 - 0,02% Coverage

die

Reference 8 - 0,21% Coverage

maternal and newborn death

Reference 9 - 0,06% Coverage

poverty

Reference 10 - 0,06% Coverage

HIV/AIDS

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel is Founding Partner in
mPowering Frontline Health Workers> - § 1 reference coded  [0,51% Coverage]

Reference 1 - 0,51% Coverage

healthcare related tasks

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Ranks as One of the
Greenest Companies> - § 1 reference coded  [0,58% Coverage]

Reference 1 - 0,58% Coverage

greenhouse gas emissions

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Sets 2020 Environmental
Goals> - § 9 references coded  [0,75% Coverage]

Reference 1 - 0,14% Coverage



greenhouse gas emissions

Reference 2 - 0,05% Coverage

water use

Reference 3 - 0,08% Coverage

chemical waste

Reference 4 - 0,03% Coverage

issue

Reference 5 - 0,10% Coverage

conflict minerals

Reference 6 - 0,08% Coverage

CO2 emissions

Reference 7 - 0,09% Coverage

electricity use

Reference 8 - 0,07% Coverage

energy costs

Reference 9 - 0,12% Coverage

environmental impact

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Tops Green and
Sustainable Rankings> - § 1 reference coded  [0,33% Coverage]

Reference 1 - 0,33% Coverage

climate change

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Unveils 2011 Corporate
Responsibility Report, Launches 2020 Goals> - § 1 reference coded  [0,56% Coverage]

Reference 1 - 0,56% Coverage

greenhouse gas emissions

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Student Entrepreneurs from
India Win Intel Award for Green Innovation> - § 7 references coded  [0,60% Coverage]

Reference 1 - 0,06% Coverage

pressing

Reference 2 - 0,05% Coverage

issues

Reference 3 - 0,06% Coverage



negative

Reference 4 - 0,05% Coverage

impacts

Reference 5 - 0,12% Coverage

fuel consumption

Reference 6 - 0,09% Coverage

smoke output

Reference 7 - 0,16% Coverage

real-world challenges

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - At Intel, ~We Recycle~ for
World Environment Day> - § 4 references coded  [0,69% Coverage]

Reference 1 - 0,12% Coverage

waste

Reference 2 - 0,23% Coverage

food waste

Reference 3 - 0,12% Coverage

waste

Reference 4 - 0,23% Coverage

disposable

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Employee Engagement and
Sustainability Thrive at Intel> - § 3 references coded  [0,31% Coverage]

Reference 1 - 0,10% Coverage

electricity use

Reference 2 - 0,10% Coverage

electricity use

Reference 3 - 0,10% Coverage

electricity use

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - EPA Recognizes Intel in
Sustained Green Leadership> - § 1 reference coded  [0,37% Coverage]

Reference 1 - 0,37% Coverage

electricity use

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel Among Top 100 Most



Sustainable Corporations> - § 1 reference coded  [1,01% Coverage]

Reference 1 - 1,01% Coverage

environmental, social and governance issues

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel and Oregon Health &
Science University Join to Fight Cancer with HPC> - § 6 references coded  [0,99% Coverage]

Reference 1 - 0,20% Coverage

root cause

Reference 2 - 0,14% Coverage

disease

Reference 3 - 0,21% Coverage

challenging

Reference 4 - 0,16% Coverage

problems

Reference 5 - 0,14% Coverage

complex

Reference 6 - 0,16% Coverage

diseases

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel Matches 100 Percent U.S.
Electricity Use with Green Power> - § 2 references coded  [0,69% Coverage]

Reference 1 - 0,35% Coverage

Electricity Use

Reference 2 - 0,35% Coverage

electricity use

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel to Drive Sustainability with
Society of Cable Telecommunications Engineers Standards Program> - § 2 references coded  [0,55%
Coverage]

Reference 1 - 0,43% Coverage

energy consumption

Reference 2 - 0,12% Coverage

costs

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel's 2012 CSR Report Shows
Strengths in Employee Engagement and Sustainability> - § 1 reference coded  [0,44% Coverage]

Reference 1 - 0,44% Coverage



environmental impact

<Internals\\Press Releases\\American Companies\\John Deere\\2013\\2013 - John Deere Adds Array
of Environmental Sensors to Field Connect> - § 4 references coded  [0,44% Coverage]

Reference 1 - 0,08% Coverage

alerts

Reference 2 - 0,16% Coverage

dramatically

Reference 3 - 0,14% Coverage

increasing

Reference 4 - 0,05% Coverage

need

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - “Healthy
Vision™ With Dr. Val Jones” Radio Show Highlights the Importance of Good Vision to Children’s
Performance in School, Sports, and Life ~ Johnson & Johnson> - § 11 references coded  [1,53%
Coverage]

Reference 1 - 0,18% Coverage

vision problems

Reference 2 - 0,07% Coverage

suffer

Reference 3 - 0,12% Coverage

undetected

Reference 4 - 0,11% Coverage

untreated

Reference 5 - 0,17% Coverage

vision problem

Reference 6 - 0,18% Coverage

vision problems

Reference 7 - 0,13% Coverage

limitations

Reference 8 - 0,17% Coverage

vision problem

Reference 9 - 0,07% Coverage

missed



Reference 10 - 0,18% Coverage

vision problems

Reference 11 - 0,16% Coverage

poke-a-phobia

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - ASP Launches
GLOSAIR™ Healthcare Environmental Decontamination at The 2011 APIC Conference To Protect
Against The Risk Of Deadly Infections In Healthcare Facilities ~ Johnson & Johnson> - § 51
references coded  [4,43% Coverage]

Reference 1 - 0,29% Coverage

Healthcare-Associated Infection (HAI) Transmission

Reference 2 - 0,04% Coverage

Impacts

Reference 3 - 0,02% Coverage

risk

Reference 4 - 0,10% Coverage

infection-causing

Reference 5 - 0,05% Coverage

pathogens

Reference 6 - 0,22% Coverage

healthcare-associated infections (HAIs)

Reference 7 - 0,05% Coverage

pathogens

Reference 8 - 0,07% Coverage

HAI pathogens

Reference 9 - 0,03% Coverage

deadly

Reference 10 - 0,06% Coverage

infections

Reference 11 - 0,05% Coverage

pathogens

Reference 12 - 0,03% Coverage

infect



Reference 13 - 0,06% Coverage

infections

Reference 14 - 0,10% Coverage

difficult-to-reach

Reference 15 - 0,03% Coverage

Spread

Reference 16 - 0,05% Coverage

Infection

Reference 17 - 0,15% Coverage

environmental contamination

Reference 18 - 0,05% Coverage

superbugs

Reference 19 - 0,03% Coverage

cause

Reference 20 - 0,06% Coverage

infections

Reference 21 - 0,12% Coverage

methicillin-resistant

Reference 22 - 0,16% Coverage

Staphylococcus aureus (MRSA)

Reference 23 - 0,21% Coverage

Pseudomonas aeruginosa (Pseudomonas)

Reference 24 - 0,04% Coverage

E. coli

Reference 25 - 0,04% Coverage

tougher

Reference 26 - 0,04% Coverage

persist

Reference 27 - 0,05% Coverage

pathogens



Reference 28 - 0,12% Coverage

surface contamination

Reference 29 - 0,05% Coverage

pathogens

Reference 30 - 0,13% Coverage

infection transmission

Reference 31 - 0,02% Coverage

HAIs

Reference 32 - 0,06% Coverage

increasing

Reference 33 - 0,06% Coverage

significant

Reference 34 - 0,02% Coverage

need

Reference 35 - 0,16% Coverage

patient and financial impact

Reference 36 - 0,09% Coverage

life-threatening

Reference 37 - 0,06% Coverage

infections

Reference 38 - 0,03% Coverage

needs

Reference 39 - 0,08% Coverage

facility needs

Reference 40 - 0,21% Coverage

sterilization and disinfection needs

Reference 41 - 0,10% Coverage

difficult-to-reach

Reference 42 - 0,05% Coverage

pathogens

Reference 43 - 0,03% Coverage



cause

Reference 44 - 0,22% Coverage

healthcare-associated infections (HAIs)

Reference 45 - 0,03% Coverage

costs

Reference 46 - 0,19% Coverage

health care- associated pathogens

Reference 47 - 0,05% Coverage

norovirus

Reference 48 - 0,12% Coverage

Clostridium difficile

Reference 49 - 0,12% Coverage

Acinetobacter species

Reference 50 - 0,05% Coverage

pathogens

Reference 51 - 0,16% Coverage

Clinical Infectious Diseases

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Harnessing
Mobile Phone Technology to Improve Maternal and Child Health ~Mobile Alliance for Maternal Action~
Partnership Established ~ Johnson & Johnson> - § 5 references coded  [0,60% Coverage]

Reference 1 - 0,04% Coverage

myths

Reference 2 - 0,13% Coverage

misconceptions

Reference 3 - 0,12% Coverage

warning signs

Reference 4 - 0,12% Coverage

hard to reach

Reference 5 - 0,20% Coverage

development challenges

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Janssen
Pharmaceutical Companies Launch Healthy Minds Initiative to Spur Neuroscience Collaboration and



Support Millions Suffering from Brain Disorders ~ Johnson & Johnson> - § 43 references coded
[4,02% Coverage]

Reference 1 - 0,06% Coverage

Suffering

Reference 2 - 0,11% Coverage

Brain Disorders

Reference 3 - 0,06% Coverage

Mysteries

Reference 4 - 0,04% Coverage

fight

Reference 5 - 0,11% Coverage

brain disorders

Reference 6 - 0,04% Coverage

affect

Reference 7 - 0,06% Coverage

barriers

Reference 8 - 0,22% Coverage

mental and neurologic disorders

Reference 9 - 0,04% Coverage

stigma

Reference 10 - 0,06% Coverage

affected

Reference 11 - 0,10% Coverage

brain diseases

Reference 12 - 0,17% Coverage

mental-health conditions

Reference 13 - 0,04% Coverage

suffer

Reference 14 - 0,29% Coverage

brain or central nervous system disorders

Reference 15 - 0,09% Coverage



brain disease

Reference 16 - 0,11% Coverage

Brain disorders

Reference 17 - 0,08% Coverage

challenging

Reference 18 - 0,05% Coverage

mystery

Reference 19 - 0,04% Coverage

suffer

Reference 20 - 0,14% Coverage

Alzheimer’s disease

Reference 21 - 0,07% Coverage

depression

Reference 22 - 0,21% Coverage

post traumatic stress disorder

Reference 23 - 0,15% Coverage

neurologic conditions

Reference 24 - 0,09% Coverage

debilitating

Reference 25 - 0,11% Coverage

life threatening

Reference 26 - 0,10% Coverage

brain diseases

Reference 27 - 0,05% Coverage

secrets

Reference 28 - 0,06% Coverage

challenge

Reference 29 - 0,06% Coverage

too great

Reference 30 - 0,06% Coverage

too vast



Reference 31 - 0,04% Coverage

needed

Reference 32 - 0,04% Coverage

suffer

Reference 33 - 0,09% Coverage

schizophrenia

Reference 34 - 0,31% Coverage

brain and central nervous system conditions

Reference 35 - 0,10% Coverage

mental illness

Reference 36 - 0,11% Coverage

brain disorders

Reference 37 - 0,04% Coverage

fight

Reference 38 - 0,11% Coverage

brain disorders

Reference 39 - 0,04% Coverage

causes

Reference 40 - 0,11% Coverage

brain disorders

Reference 41 - 0,04% Coverage

major

Reference 42 - 0,04% Coverage

unmet

Reference 43 - 0,09% Coverage

medical needs

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson Launches “Healthy Future 2015,” Its Citizenship And Sustainability Goals ~ Johnson &
Johnson> - § 28 references coded  [1,94% Coverage]

Reference 1 - 0,04% Coverage

complex



Reference 2 - 0,22% Coverage

social and environmental challenges

Reference 3 - 0,03% Coverage

lack

Reference 4 - 0,04% Coverage

demand

Reference 5 - 0,06% Coverage

burgeoning

Reference 6 - 0,08% Coverage

health needs

Reference 7 - 0,10% Coverage

least-developed

Reference 8 - 0,10% Coverage

intestinal worms

Reference 9 - 0,06% Coverage

prevalence

Reference 10 - 0,03% Coverage

high

Reference 11 - 0,06% Coverage

emissions

Reference 12 - 0,07% Coverage

water usage

Reference 13 - 0,09% Coverage

waste disposal

Reference 14 - 0,06% Coverage

challenges

Reference 15 - 0,06% Coverage

water use

Reference 16 - 0,13% Coverage

environmental impacts

Reference 17 - 0,06% Coverage



neglected

Reference 18 - 0,05% Coverage

diseases

Reference 19 - 0,04% Coverage

issues

Reference 20 - 0,06% Coverage

inaccurate

Reference 21 - 0,03% Coverage

risks

Reference 22 - 0,08% Coverage

uncertainties

Reference 23 - 0,06% Coverage

challenges

Reference 24 - 0,10% Coverage

health care cost

Reference 25 - 0,06% Coverage

increased

Reference 26 - 0,05% Coverage

scrutiny

Reference 27 - 0,03% Coverage

risks

Reference 28 - 0,08% Coverage

uncertainties

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson Makes Strong Progress in First Year of Initiative to Improve Health of Millions of Women and
Children in the Developing World ~ Johnson & Johnson> - § 41 references coded  [1,98% Coverage]

Reference 1 - 0,07% Coverage

Chronic Disease

Reference 2 - 0,04% Coverage

mortality

Reference 3 - 0,08% Coverage



intestinal worms

Reference 4 - 0,01% Coverage

HIV

Reference 5 - 0,01% Coverage

HIV

Reference 6 - 0,06% Coverage

tuberculosis

Reference 7 - 0,05% Coverage

challenging

Reference 8 - 0,07% Coverage

birth asphyxia

Reference 9 - 0,08% Coverage

life-threatening

Reference 10 - 0,04% Coverage

condition

Reference 11 - 0,03% Coverage

caused

Reference 12 - 0,04% Coverage

inability

Reference 13 - 0,15% Coverage

premature and preventable deaths

Reference 14 - 0,04% Coverage

critical

Reference 15 - 0,04% Coverage

critical

Reference 16 - 0,03% Coverage

disease

Reference 17 - 0,04% Coverage

challenge

Reference 18 - 0,06% Coverage

resource-poor



Reference 19 - 0,08% Coverage

intestinal worms

Reference 20 - 0,06% Coverage

transmission

Reference 21 - 0,01% Coverage

HIV

Reference 22 - 0,04% Coverage

infected

Reference 23 - 0,15% Coverage

mother-to-child HIV transmission

Reference 24 - 0,01% Coverage

HIV

Reference 25 - 0,01% Coverage

TB

Reference 26 - 0,07% Coverage

least developed

Reference 27 - 0,01% Coverage

HIV

Reference 28 - 0,01% Coverage

TB

Reference 29 - 0,08% Coverage

HIV transmission

Reference 30 - 0,04% Coverage

critical

Reference 31 - 0,04% Coverage

requires

Reference 32 - 0,07% Coverage

Chronic Disease

Reference 33 - 0,02% Coverage

major



Reference 34 - 0,03% Coverage

causes

Reference 35 - 0,03% Coverage

chronic

Reference 36 - 0,08% Coverage

non-communicable

Reference 37 - 0,04% Coverage

diseases

Reference 38 - 0,03% Coverage

smoking

Reference 39 - 0,05% Coverage

tobacco use

Reference 40 - 0,03% Coverage

smokers

Reference 41 - 0,03% Coverage

smoking

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - JOHNSON'S
Launches Campaign to Help Ensure Families Across the Country Can 'Treasure the Joy' of a Healthy
Baby ~ Johnson & Johnson> - § 5 references coded  [0,49% Coverage]

Reference 1 - 0,07% Coverage

problems

Reference 2 - 0,07% Coverage

threaten

Reference 3 - 0,11% Coverage

birth defects

Reference 4 - 0,12% Coverage

premature birth

Reference 5 - 0,13% Coverage

infant mortality

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Neutrogena®
Wave for Change™ Donates Over a Quarter of Million Dollars to Benefit Disaster Relief, Education &
Environmental Charities ~ Johnson & Johnson> - § 1 reference coded  [0,07% Coverage]

Reference 1 - 0,07% Coverage



in-need

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Dermatologist,
Optometrist Share Important Information About Complete UV Protection On New Edition Of Healthy
Vision™ With Dr. Val Jones ~ Johnson & Johnson> - § 35 references coded  [3,28% Coverage]

Reference 1 - 0,09% Coverage

exposure

Reference 2 - 0,06% Coverage

damage

Reference 3 - 0,09% Coverage

exposure

Reference 4 - 0,08% Coverage

harmful

Reference 5 - 0,23% Coverage

ultraviolet (UV) rays

Reference 6 - 0,06% Coverage

affect

Reference 7 - 0,06% Coverage

damage

Reference 8 - 0,10% Coverage

dangerous

Reference 9 - 0,08% Coverage

UV rays

Reference 10 - 0,12% Coverage

Skin cancer

Reference 11 - 0,06% Coverage

cancer

Reference 12 - 0,05% Coverage

cases

Reference 13 - 0,12% Coverage

skin cancer

Reference 14 - 0,09% Coverage



critical

Reference 15 - 0,08% Coverage

sunburn

Reference 16 - 0,06% Coverage

damage

Reference 17 - 0,09% Coverage

manifest

Reference 18 - 0,06% Coverage

damage

Reference 19 - 0,09% Coverage

too late

Reference 20 - 0,08% Coverage

effects

Reference 21 - 0,05% Coverage

cause

Reference 22 - 0,13% Coverage

irreversible

Reference 23 - 0,04% Coverage

harm

Reference 24 - 0,12% Coverage

unprotected

Reference 25 - 0,16% Coverage

under-protected

Reference 26 - 0,25% Coverage

UV-related health risks

Reference 27 - 0,09% Coverage

exposure

Reference 28 - 0,09% Coverage

wrinkles

Reference 29 - 0,05% Coverage

pores



Reference 30 - 0,08% Coverage

rougher

Reference 31 - 0,09% Coverage

cloudier

Reference 32 - 0,06% Coverage

duller

Reference 33 - 0,08% Coverage

redness

Reference 34 - 0,14% Coverage

blood vessels

Reference 35 - 0,12% Coverage

skin cancer

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Ethicon
Endo-Surgery Highlights Commitment to Nurse Education, Patient Safety and Key Product Innovations
at the Association for Perioperative Registered Nurses (AORN) Conference ~ Johnson & Johnson> - §
8 references coded  [0,38% Coverage]

Reference 1 - 0,03% Coverage

need

Reference 2 - 0,03% Coverage

busy

Reference 3 - 0,11% Coverage

ever-increasing

Reference 4 - 0,05% Coverage

demands

Reference 5 - 0,04% Coverage

needed

Reference 6 - 0,03% Coverage

need

Reference 7 - 0,04% Coverage

needs

Reference 8 - 0,06% Coverage

invasive



<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Future impact of
environmental scorecards, hospital global purchasing guidelines revealed in new report at 2012
CleanMed Europe Conference ~ Johnson & Johnson> - § 11 references coded  [0,85% Coverage]

Reference 1 - 0,04% Coverage

impact

Reference 2 - 0,07% Coverage

heavy metals

Reference 3 - 0,03% Coverage

latex

Reference 4 - 0,04% Coverage

impacts

Reference 5 - 0,06% Coverage

styrofoam

Reference 6 - 0,17% Coverage

halogenated flame retardants

Reference 7 - 0,09% Coverage

toxic chemicals

Reference 8 - 0,02% Coverage

need

Reference 9 - 0,04% Coverage

impact

Reference 10 - 0,13% Coverage

environmental impacts

Reference 11 - 0,15% Coverage

carbon dioxide emissions

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Janssen
Connected Health Challenge Europe 2012 Launching To Spur Healthcare Innovation ~ Johnson &
Johnson> - § 2 references coded  [0,31% Coverage]

Reference 1 - 0,08% Coverage

strings

Reference 2 - 0,24% Coverage

healthcare challenges



<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Janssen
Healthcare Innovation Announces JANSSEN CONNECTED CARE CHALLENGE to Spur Innovation in
Patient Care ~ Johnson & Johnson> - § 11 references coded  [0,69% Coverage]

Reference 1 - 0,05% Coverage

critical

Reference 2 - 0,03% Coverage

need

Reference 3 - 0,04% Coverage

issues

Reference 4 - 0,03% Coverage

cost

Reference 5 - 0,04% Coverage

urgent

Reference 6 - 0,08% Coverage

health needs

Reference 7 - 0,03% Coverage

costs

Reference 8 - 0,11% Coverage

health care issue

Reference 9 - 0,03% Coverage

gaps

Reference 10 - 0,16% Coverage

the emergency department

Reference 11 - 0,09% Coverage

intensive care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Janssen
Presents Sustainable Health Care Programs at CleanMed Europe Conference, Malmo, Sweden ~
Johnson & Johnson> - § 14 references coded  [2,39% Coverage]

Reference 1 - 0,20% Coverage

environmental impact

Reference 2 - 0,21% Coverage

environmental impacts

Reference 3 - 0,05% Coverage



unmet

Reference 4 - 0,13% Coverage

medical needs

Reference 5 - 0,19% Coverage

infectious diseases

Reference 6 - 0,37% Coverage

cardiovascular and metabolic diseases

Reference 7 - 0,20% Coverage

environmental impact

Reference 8 - 0,15% Coverage

hazardous waste

Reference 9 - 0,05% Coverage

waste

Reference 10 - 0,13% Coverage

social impact

Reference 11 - 0,05% Coverage

unmet

Reference 12 - 0,13% Coverage

medical needs

Reference 13 - 0,19% Coverage

infectious diseases

Reference 14 - 0,37% Coverage

cardiovascular and metabolic diseases

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson’s Wellness & Prevention, Inc. and Lake Nona Institute Join Forces to Create Measurable
Health and Wellness Community Program ~ Johnson & Johnson> - § 6 references coded  [0,57%
Coverage]

Reference 1 - 0,09% Coverage

challenging

Reference 2 - 0,11% Coverage

health issues

Reference 3 - 0,14% Coverage



health challenges

Reference 4 - 0,05% Coverage

impact

Reference 5 - 0,04% Coverage

issue

Reference 6 - 0,14% Coverage

health care costs

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - JOHNSON’S®
Baby Launches New Charitable Platform JOHNSON’S® BABY CARES To Support Maternal And
Baby Health ~ Johnson & Johnson> - § 29 references coded  [1,87% Coverage]

Reference 1 - 0,07% Coverage

care needs

Reference 2 - 0,12% Coverage

crisis situations

Reference 3 - 0,12% Coverage

natural disasters

Reference 4 - 0,03% Coverage

risk

Reference 5 - 0,12% Coverage

natural disasters

Reference 6 - 0,06% Coverage

impacted

Reference 7 - 0,12% Coverage

natural disasters

Reference 8 - 0,06% Coverage

deprived

Reference 9 - 0,04% Coverage

needs

Reference 10 - 0,07% Coverage

unexpected

Reference 11 - 0,04% Coverage



crisis

Reference 12 - 0,06% Coverage

disaster

Reference 13 - 0,11% Coverage

baby care needs

Reference 14 - 0,06% Coverage

disaster

Reference 15 - 0,10% Coverage

birth asphyxia

Reference 16 - 0,12% Coverage

crisis situations

Reference 17 - 0,04% Coverage

issues

Reference 18 - 0,07% Coverage

vulnerable

Reference 19 - 0,04% Coverage

crisis

Reference 20 - 0,03% Coverage

need

Reference 21 - 0,04% Coverage

crisis

Reference 22 - 0,03% Coverage

risk

Reference 23 - 0,03% Coverage

need

Reference 24 - 0,04% Coverage

acute

Reference 25 - 0,04% Coverage

crisis

Reference 26 - 0,05% Coverage

effects



Reference 27 - 0,02% Coverage

war

Reference 28 - 0,06% Coverage

conflict

Reference 29 - 0,12% Coverage

natural disasters

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - New Edition Of
Healthy Visiontm With Dr. Val Jones Kicks Off Sports Eye Safety Month With Information and Advice
on Eye Protection and Protective Eyewear ~ Johnson & Johnson> - § 30 references coded  [3,65%
Coverage]

Reference 1 - 0,14% Coverage

eye injuries

Reference 2 - 0,08% Coverage

require

Reference 3 - 0,28% Coverage

Emergency Room attention

Reference 4 - 0,08% Coverage

victims

Reference 5 - 0,06% Coverage

cause

Reference 6 - 0,14% Coverage

eye injuries

Reference 7 - 0,09% Coverage

injuries

Reference 8 - 0,27% Coverage

abrasions of the cornea

Reference 9 - 0,22% Coverage

bruises of the lids

Reference 10 - 0,24% Coverage

internal eye injuries

Reference 11 - 0,22% Coverage

retinal detachments



Reference 12 - 0,20% Coverage

internal bleeding

Reference 13 - 0,05% Coverage

risk

Reference 14 - 0,13% Coverage

significant

Reference 15 - 0,12% Coverage

eye injury

Reference 16 - 0,05% Coverage

risk

Reference 17 - 0,12% Coverage

eye injury

Reference 18 - 0,07% Coverage

injury

Reference 19 - 0,14% Coverage

ankle sprain

Reference 20 - 0,05% Coverage

pain

Reference 21 - 0,08% Coverage

affects

Reference 22 - 0,05% Coverage

risk

Reference 23 - 0,05% Coverage

risk

Reference 24 - 0,12% Coverage

eye injury

Reference 25 - 0,12% Coverage

eye injury

Reference 26 - 0,08% Coverage

serious



Reference 27 - 0,08% Coverage

require

Reference 28 - 0,20% Coverage

medical attention

Reference 29 - 0,06% Coverage

risks

Reference 30 - 0,12% Coverage

eye injury

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - New Patient
Guidebook, “Live Healthier – Weight Loss Options for Treating Obesity,” Now Offered by the American
College of Physicians Foundation ~ Johnson & Johnson> - § 31 references coded  [3,21% Coverage]

Reference 1 - 0,08% Coverage

Obesity

Reference 2 - 0,08% Coverage

Obesity

Reference 3 - 0,14% Coverage

underestimate

Reference 4 - 0,19% Coverage

communication gap

Reference 5 - 0,08% Coverage

Obesity

Reference 6 - 0,08% Coverage

obesity

Reference 7 - 0,18% Coverage

obesity epidemic

Reference 8 - 0,11% Coverage

struggling

Reference 9 - 0,08% Coverage

obesity

Reference 10 - 0,08% Coverage

disease

Reference 11 - 0,14% Coverage



health issues

Reference 12 - 0,17% Coverage

type 2 diabetes

Reference 13 - 0,07% Coverage

cancer

Reference 14 - 0,24% Coverage

cardiovascular disease

Reference 15 - 0,26% Coverage

obstructive sleep apnea

Reference 16 - 0,08% Coverage

Obesity

Reference 17 - 0,08% Coverage

Obesity

Reference 18 - 0,08% Coverage

Obesity

Reference 19 - 0,08% Coverage

complex

Reference 20 - 0,08% Coverage

disease

Reference 21 - 0,07% Coverage

causes

Reference 22 - 0,09% Coverage

affected

Reference 23 - 0,08% Coverage

obesity

Reference 24 - 0,07% Coverage

suffer

Reference 25 - 0,08% Coverage

obesity

Reference 26 - 0,08% Coverage



obesity

Reference 27 - 0,06% Coverage

risks

Reference 28 - 0,08% Coverage

Obesity

Reference 29 - 0,08% Coverage

Obesity

Reference 30 - 0,08% Coverage

Obesity

Reference 31 - 0,11% Coverage

conditions

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - OneTouch®
Teams With Celebrity Chef Sam Talbot To Teach Healthy Eating For People with Diabetes ~ Johnson
& Johnson> - § 19 references coded  [1,68% Coverage]

Reference 1 - 0,09% Coverage

Diabetes

Reference 2 - 0,09% Coverage

diabetes

Reference 3 - 0,06% Coverage

bland

Reference 4 - 0,07% Coverage

boring

Reference 5 - 0,09% Coverage

diabetes

Reference 6 - 0,09% Coverage

diabetes

Reference 7 - 0,09% Coverage

diabetes

Reference 8 - 0,12% Coverage

Boundaries

Reference 9 - 0,09% Coverage

diabetes



Reference 10 - 0,07% Coverage

limits

Reference 11 - 0,09% Coverage

diabetes

Reference 12 - 0,09% Coverage

diabetes

Reference 13 - 0,07% Coverage

limits

Reference 14 - 0,09% Coverage

diabetes

Reference 15 - 0,09% Coverage

diabetes

Reference 16 - 0,09% Coverage

Diabetes

Reference 17 - 0,09% Coverage

diabetes

Reference 18 - 0,09% Coverage

Diabetes

Reference 19 - 0,09% Coverage

diabetes

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Steering Drivers
In The Right Direction, “Healthy Vision™ With Dr. Val Jones” Radio Show Offers Information, Advice
About Driving In The Dark ~ Johnson & Johnson> - § 25 references coded  [2,36% Coverage]

Reference 1 - 0,08% Coverage

difficult

Reference 2 - 0,09% Coverage

difficulty

Reference 3 - 0,06% Coverage

trouble

Reference 4 - 0,09% Coverage

difficulty



Reference 5 - 0,07% Coverage

problems

Reference 6 - 0,09% Coverage

accentuate

Reference 7 - 0,15% Coverage

focusing problems

Reference 8 - 0,12% Coverage

blurred vision

Reference 9 - 0,10% Coverage

uncorrected

Reference 10 - 0,13% Coverage

under-corrected

Reference 11 - 0,12% Coverage

vision problem

Reference 12 - 0,04% Coverage

need

Reference 13 - 0,04% Coverage

risk

Reference 14 - 0,08% Coverage

accidents

Reference 15 - 0,10% Coverage

close calls

Reference 16 - 0,13% Coverage

vision problems

Reference 17 - 0,07% Coverage

problems

Reference 18 - 0,11% Coverage

contributing

Reference 19 - 0,05% Coverage

factor

Reference 20 - 0,26% Coverage



night time driving difficulty

Reference 21 - 0,09% Coverage

improperly

Reference 22 - 0,14% Coverage

out of alignment

Reference 23 - 0,04% Coverage

cause

Reference 24 - 0,07% Coverage

problems

Reference 25 - 0,03% Coverage

bad

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Three-Year
Data Demonstrates Sustained Improvements in Health Related Quality of Life in Patients with
Superficial Femoral Artery Disease Treated with the S.M.A.R.T.® Stent ~ Johnson & Johnson> - § 28
references coded  [3,04% Coverage]

Reference 1 - 0,24% Coverage

Superficial Femoral Artery Disease

Reference 2 - 0,22% Coverage

peripheral artery disease (PAD)

Reference 3 - 0,03% Coverage

pain

Reference 4 - 0,06% Coverage

affected

Reference 5 - 0,04% Coverage

suffer

Reference 6 - 0,02% Coverage

PAD

Reference 7 - 0,04% Coverage

caused

Reference 8 - 0,04% Coverage

fatty

Reference 9 - 0,11% Coverage



atherosclerosis

Reference 10 - 0,05% Coverage

thicken

Reference 11 - 0,06% Coverage

narrowing

Reference 12 - 0,06% Coverage

limiting

Reference 13 - 0,06% Coverage

affected

Reference 14 - 0,21% Coverage

Rutherford Class 2-4 symptoms

Reference 15 - 0,24% Coverage

superficial femoral artery disease

Reference 16 - 0,02% Coverage

PAD

Reference 17 - 0,02% Coverage

PAD

Reference 18 - 0,11% Coverage

disease-specific

Reference 19 - 0,27% Coverage

lower extremity stenosis or occlusion

Reference 20 - 0,22% Coverage

target lesion revascularization

Reference 21 - 0,32% Coverage

proximal popliteal artery and SFA indications

Reference 22 - 0,11% Coverage

vascular disease

Reference 23 - 0,13% Coverage

biliary strictures

Reference 24 - 0,11% Coverage



malignant tumors

Reference 25 - 0,04% Coverage

unmet

Reference 26 - 0,04% Coverage

needs

Reference 27 - 0,04% Coverage

suffer

Reference 28 - 0,11% Coverage

vascular disease

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - “Healthy
Vision™ With Dr. Val Jones” Show Highlights The Impact Of Nutrition On Vision And Eye Health ~
Johnson & Johnson> - § 3 references coded  [0,34% Coverage]

Reference 1 - 0,08% Coverage

affects

Reference 2 - 0,11% Coverage

confusing

Reference 3 - 0,15% Coverage

contradiction

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - “Healthy
Vision™ With Dr. Val Jones” Show Now Available On All About Vision® ~ Johnson & Johnson> - § 2
references coded  [0,53% Coverage]

Reference 1 - 0,34% Coverage

eye conditions and diseases

Reference 2 - 0,19% Coverage

vision problems

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Dr. Fikry Isaac
Awarded Leadership in Health Care Award by U.S. Chamber of Commerce ~ Johnson & Johnson> - §
1 reference coded  [0,24% Coverage]

Reference 1 - 0,24% Coverage

health care costs

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Janssen
Healthcare Innovation Launches Care4Today™ Mobile Health Manager 2.0 ~ Johnson & Johnson> - §
18 references coded  [1,41% Coverage]

Reference 1 - 0,05% Coverage

chronic



Reference 2 - 0,07% Coverage

illnesses

Reference 3 - 0,05% Coverage

problem

Reference 4 - 0,04% Coverage

cause

Reference 5 - 0,05% Coverage

delayed

Reference 6 - 0,11% Coverage

disease relapse

Reference 7 - 0,11% Coverage

hospitalization

Reference 8 - 0,08% Coverage

fast-paced

Reference 9 - 0,06% Coverage

overlook

Reference 10 - 0,05% Coverage

forget

Reference 11 - 0,05% Coverage

alerted

Reference 12 - 0,08% Coverage

significant

Reference 13 - 0,10% Coverage

health issues

Reference 14 - 0,05% Coverage

ongoing

Reference 15 - 0,13% Coverage

health conditions

Reference 16 - 0,12% Coverage

healthcare needs



Reference 17 - 0,03% Coverage

cost

Reference 18 - 0,16% Coverage

healthcare challenges

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Janssen
Neuroscientists and Colleagues Challenge Healthcare Industry to Create Integrated Approaches to
Healthcare Innovation in Newly Published Article ~ Johnson & Johnson> - § 48 references coded
[4,27% Coverage]

Reference 1 - 0,05% Coverage

discuss

Reference 2 - 0,03% Coverage

need

Reference 3 - 0,05% Coverage

diseases

Reference 4 - 0,03% Coverage

need

Reference 5 - 0,25% Coverage

central nervous system (CNS) disorders

Reference 6 - 0,05% Coverage

diseases

Reference 7 - 0,06% Coverage

illnesses

Reference 8 - 0,05% Coverage

biggest

Reference 9 - 0,07% Coverage

challenges

Reference 10 - 0,03% Coverage

cost

Reference 11 - 0,06% Coverage

disorders

Reference 12 - 0,04% Coverage

higher



Reference 13 - 0,04% Coverage

cancer

Reference 14 - 0,05% Coverage

diabetes

Reference 15 - 0,18% Coverage

chronic respiratory diseases

Reference 16 - 0,11% Coverage

mental illnesses

Reference 17 - 0,04% Coverage

affect

Reference 18 - 0,04% Coverage

needed

Reference 19 - 0,19% Coverage

disease management challenges

Reference 20 - 0,17% Coverage

neurodegenerative disease

Reference 21 - 0,09% Coverage

mental illness

Reference 22 - 0,09% Coverage

schizophrenia

Reference 23 - 0,20% Coverage

relapse-related hospitalization

Reference 24 - 0,20% Coverage

relapse-related hospitalization

Reference 25 - 0,09% Coverage

schizophrenia

Reference 26 - 0,11% Coverage

bipolar disorder

Reference 27 - 0,08% Coverage

time demands

Reference 28 - 0,05% Coverage



disease

Reference 29 - 0,07% Coverage

devastating

Reference 30 - 0,05% Coverage

diseases

Reference 31 - 0,09% Coverage

brain diseases

Reference 32 - 0,19% Coverage

neurologic and brain diseases

Reference 33 - 0,09% Coverage

schizophrenia

Reference 34 - 0,16% Coverage

brain and CNS conditions

Reference 35 - 0,09% Coverage

mental illness

Reference 36 - 0,10% Coverage

brain disorders

Reference 37 - 0,06% Coverage

suffering

Reference 38 - 0,03% Coverage

unmet

Reference 39 - 0,09% Coverage

medical needs

Reference 40 - 0,05% Coverage

biggest

Reference 41 - 0,03% Coverage

unmet

Reference 42 - 0,09% Coverage

medical needs

Reference 43 - 0,13% Coverage



infectious diseases

Reference 44 - 0,24% Coverage

cardiovascular and metabolic diseases

Reference 45 - 0,03% Coverage

unmet

Reference 46 - 0,09% Coverage

medical needs

Reference 47 - 0,05% Coverage

serious

Reference 48 - 0,07% Coverage

conditions

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Janssen
Pharmaceutica NV Extends Commitment to Global Mental Health Scholarships as Part of Its Healthy
Minds Programme ~ Johnson & Johnson> - § 27 references coded  [2,61% Coverage]

Reference 1 - 0,05% Coverage

expenses

Reference 2 - 0,19% Coverage

low- and middle-income countries

Reference 3 - 0,02% Coverage

need

Reference 4 - 0,11% Coverage

disproportionately

Reference 5 - 0,03% Coverage

great

Reference 6 - 0,02% Coverage

gap

Reference 7 - 0,05% Coverage

suffering

Reference 8 - 0,14% Coverage

mental health disorders

Reference 9 - 0,12% Coverage

mental health crisis



Reference 10 - 0,12% Coverage

global health burden

Reference 11 - 0,14% Coverage

mental health disorders

Reference 12 - 0,04% Coverage

Lack of

Reference 13 - 0,05% Coverage

neglected

Reference 14 - 0,05% Coverage

problems

Reference 15 - 0,28% Coverage

mental, neurological or substance-use disorders

Reference 16 - 0,04% Coverage

burden

Reference 17 - 0,14% Coverage

mental health disorders

Reference 18 - 0,04% Coverage

burden

Reference 19 - 0,14% Coverage

mental health disorders

Reference 20 - 0,04% Coverage

needed

Reference 21 - 0,08% Coverage

brain diseases

Reference 22 - 0,08% Coverage

schizophrenia

Reference 23 - 0,14% Coverage

brain and CNS conditions

Reference 24 - 0,08% Coverage

mental illness



Reference 25 - 0,09% Coverage

brain disorders

Reference 26 - 0,11% Coverage

infectious diseases

Reference 27 - 0,23% Coverage

cardiovascular and metabolic disorders

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson Makes an Impact on TEDMED Great Challenges of Health and Medicine ~ Johnson &
Johnson> - § 72 references coded  [3,43% Coverage]

Reference 1 - 0,02% Coverage

Great

Reference 2 - 0,05% Coverage

Challenges

Reference 3 - 0,02% Coverage

Great

Reference 4 - 0,05% Coverage

Challenges

Reference 5 - 0,03% Coverage

complex

Reference 6 - 0,05% Coverage

persistent

Reference 7 - 0,04% Coverage

problems

Reference 8 - 0,03% Coverage

causes

Reference 9 - 0,03% Coverage

impact

Reference 10 - 0,03% Coverage

affect

Reference 11 - 0,05% Coverage

challenges

Reference 12 - 0,03% Coverage



decline

Reference 13 - 0,04% Coverage

dementia

Reference 14 - 0,10% Coverage

the Dementia Tsunami

Reference 15 - 0,02% Coverage

needs

Reference 16 - 0,03% Coverage

causes

Reference 17 - 0,04% Coverage

epidemic

Reference 18 - 0,04% Coverage

dementia

Reference 19 - 0,07% Coverage

brain disorders

Reference 20 - 0,02% Coverage

pain

Reference 21 - 0,07% Coverage

mental illness

Reference 22 - 0,03% Coverage

injury

Reference 23 - 0,04% Coverage

symptoms

Reference 24 - 0,03% Coverage

disease

Reference 25 - 0,03% Coverage

stigma

Reference 26 - 0,04% Coverage

diseases

Reference 27 - 0,05% Coverage



Alzheimer’s

Reference 28 - 0,04% Coverage

Dementia

Reference 29 - 0,03% Coverage

suffer

Reference 30 - 0,09% Coverage

Alzheimer’s disease

Reference 31 - 0,05% Coverage

Alzheimer’s

Reference 32 - 0,05% Coverage

challenges

Reference 33 - 0,03% Coverage

disease

Reference 34 - 0,04% Coverage

Dementia

Reference 35 - 0,04% Coverage

dementia

Reference 36 - 0,15% Coverage

physical and mental challenges

Reference 37 - 0,04% Coverage

dementia

Reference 38 - 0,04% Coverage

Dementia

Reference 39 - 0,08% Coverage

Childhood Obesity

Reference 40 - 0,09% Coverage

the Obesity Crisis

Reference 41 - 0,02% Coverage

Great

Reference 42 - 0,05% Coverage

Challenges



Reference 43 - 0,11% Coverage

healthcare disparities

Reference 44 - 0,03% Coverage

growing

Reference 45 - 0,04% Coverage

incidence

Reference 46 - 0,08% Coverage

childhood obesity

Reference 47 - 0,12% Coverage

the Adult Obesity Crisis

Reference 48 - 0,05% Coverage

overweight

Reference 49 - 0,05% Coverage

overweight

Reference 50 - 0,09% Coverage

chronic conditions

Reference 51 - 0,03% Coverage

deadly

Reference 52 - 0,04% Coverage

diseases

Reference 53 - 0,04% Coverage

epidemic

Reference 54 - 0,03% Coverage

obesity

Reference 55 - 0,03% Coverage

issues

Reference 56 - 0,07% Coverage

high price tags

Reference 57 - 0,03% Coverage

demand



Reference 58 - 0,02% Coverage

costs

Reference 59 - 0,11% Coverage

healthcare disparities

Reference 60 - 0,04% Coverage

Challenge

Reference 61 - 0,04% Coverage

diseases

Reference 62 - 0,01% Coverage

TB

Reference 63 - 0,03% Coverage

impact

Reference 64 - 0,02% Coverage

sick

Reference 65 - 0,04% Coverage

spending

Reference 66 - 0,04% Coverage

sick care

Reference 67 - 0,02% Coverage

sick

Reference 68 - 0,04% Coverage

calories

Reference 69 - 0,04% Coverage

consuming

Reference 70 - 0,04% Coverage

calories

Reference 71 - 0,04% Coverage

sedentary

Reference 72 - 0,03% Coverage

illness

<Internals\\Press Releases\\American Companies\\Kraft\\2013\\2013 - Press Release - Kraft News



Center> - § 7 references coded  [1,05% Coverage]

Reference 1 - 0,16% Coverage

in need of

Reference 2 - 0,16% Coverage

negatively

Reference 3 - 0,13% Coverage

impacted

Reference 4 - 0,08% Coverage

close

Reference 5 - 0,14% Coverage

disrepair

Reference 6 - 0,30% Coverage

may run the risk of

Reference 7 - 0,09% Coverage

losing

<Internals\\Press Releases\\American Companies\\Kraft\\2013\\2013 - Press Release - Kraft News
Center (2)> - § 2 references coded  [0,38% Coverage]

Reference 1 - 0,10% Coverage

hunger

Reference 2 - 0,28% Coverage

natural disasters

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - DISNEY
CRUISE LINE KICKS OFF EARTH MONTH BY HONORING YOUNG ENVIRONMENTAL
CHAMPIONS IN DISNEY'S PLANET CHALLENGE ~ The Walt Disney Company> - § 10 references
coded  [0,68% Coverage]

Reference 1 - 0,15% Coverage

environmental impact

Reference 2 - 0,08% Coverage

threatened

Reference 3 - 0,05% Coverage

impact

Reference 4 - 0,04% Coverage

waste



Reference 5 - 0,04% Coverage

waste

Reference 6 - 0,04% Coverage

Waste

Reference 7 - 0,10% Coverage

waste streams

Reference 8 - 0,10% Coverage

air emissions

Reference 9 - 0,04% Coverage

trash

Reference 10 - 0,05% Coverage

debris

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 -
SEVENTH GRADE CLASS IN ILLINOIS SELECTED AS WINNER OF INAUGURAL DISNEY'S
PLANET CHALLENGE MIDDLE SCHOOL ENVIRONMENTAL COMPETITION ~ The Walt Disney
Company> - § 2 references coded  [0,17% Coverage]

Reference 1 - 0,07% Coverage

damaged

Reference 2 - 0,10% Coverage

disturbed

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - THE
WALT DISNEY COMPANY ISSUES 2010 CORPORATE CITIZENSHIP REPORT ~ The Walt Disney
Company> - § 6 references coded  [1,43% Coverage]

Reference 1 - 0,39% Coverage

environmental and social impacts

Reference 2 - 0,15% Coverage

consequences

Reference 3 - 0,10% Coverage

critical

Reference 4 - 0,43% Coverage

Disney's worldwide business impacts

Reference 5 - 0,28% Coverage

environmental footprint



Reference 6 - 0,09% Coverage

impacts

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - THIRD
GRADE COMBINATION CLASS IN LOUISIANA SELECTED AS WINNERS OF DISNEY'S PLANET
CHALLENGE ELEMENTARY ENVIRONMENTAL COMPETITION ~ The Walt Disney Company> - § 4
references coded  [0,21% Coverage]

Reference 1 - 0,05% Coverage

Spurred

Reference 2 - 0,05% Coverage

concern

Reference 3 - 0,05% Coverage

eroding

Reference 4 - 0,05% Coverage

threat

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2012\\2012 - DISNEY
PUBLISHES TARGETS TO TRACK CITIZENSHIP PERFORMANCE ~ The Walt Disney Company> -
§ 1 reference coded  [0,54% Coverage]

Reference 1 - 0,54% Coverage

environmental footprint

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Advocating a Low-carbon,
Environmentally-friendly and Green Lifestyle - UPS Pressroom> - § 4 references coded  [0,69%
Coverage]

Reference 1 - 0,22% Coverage

mentally disabled

Reference 2 - 0,08% Coverage

litter

Reference 3 - 0,20% Coverage

community needs

Reference 4 - 0,20% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Expanding UPS Green Fleet
Travels 200 Million Miles - UPS Pressroom> - § 2 references coded  [0,22% Coverage]

Reference 1 - 0,15% Coverage

carbon impact



Reference 2 - 0,07% Coverage

impact

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Le Café Goes Green with Help
from Brown - UPS Pressroom> - § 15 references coded  [1,53% Coverage]

Reference 1 - 0,06% Coverage

needed

Reference 2 - 0,09% Coverage

urgently

Reference 3 - 0,06% Coverage

needed

Reference 4 - 0,11% Coverage

disposable

Reference 5 - 0,12% Coverage

disposables

Reference 6 - 0,05% Coverage

needs

Reference 7 - 0,09% Coverage

affected

Reference 8 - 0,28% Coverage

the global economic crisis

Reference 9 - 0,11% Coverage

in need of

Reference 10 - 0,10% Coverage

depend on

Reference 11 - 0,05% Coverage

needs

Reference 12 - 0,11% Coverage

vulnerable

Reference 13 - 0,08% Coverage

in need

Reference 14 - 0,06% Coverage



issues

Reference 15 - 0,16% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - New UPS Returns Services in
Europe Offer Convenience, Sustainability - UPS Pressroom> - § 10 references coded  [0,73%
Coverage]

Reference 1 - 0,05% Coverage

costs

Reference 2 - 0,08% Coverage

unwanted

Reference 3 - 0,09% Coverage

defective

Reference 4 - 0,06% Coverage

damage

Reference 5 - 0,16% Coverage

carbon emissions

Reference 6 - 0,05% Coverage

costs

Reference 7 - 0,09% Coverage

emissions

Reference 8 - 0,05% Coverage

costs

Reference 9 - 0,05% Coverage

waste

Reference 10 - 0,05% Coverage

waste

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - The UPS Foundation Donates
$7 Million to Diversity Programs - UPS Pressroom> - § 7 references coded  [0,96% Coverage]

Reference 1 - 0,08% Coverage

needs of

Reference 2 - 0,14% Coverage

academic needs



Reference 3 - 0,04% Coverage

deaf

Reference 4 - 0,16% Coverage

hard of hearing

Reference 5 - 0,05% Coverage

blind

Reference 6 - 0,33% Coverage

mental and physical disabilities

Reference 7 - 0,16% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS and Live Nation
Entertainment Form Green Sponsorship Alliance - UPS Pressroom> - § 12 references coded  [0,81%
Coverage]

Reference 1 - 0,14% Coverage

environmental impact

Reference 2 - 0,03% Coverage

waste

Reference 3 - 0,06% Coverage

emissions

Reference 4 - 0,07% Coverage

CO2 output

Reference 5 - 0,11% Coverage

carbon footprint

Reference 6 - 0,06% Coverage

emissions

Reference 7 - 0,07% Coverage

CO2 output

Reference 8 - 0,05% Coverage

complex

Reference 9 - 0,07% Coverage

challenges

Reference 10 - 0,08% Coverage



high-stakes

Reference 11 - 0,05% Coverage

require

Reference 12 - 0,03% Coverage

need

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Appoints Healthcare
Director for Asia Pacific - UPS Pressroom> - § 4 references coded  [0,85% Coverage]

Reference 1 - 0,23% Coverage

fast evolving

Reference 2 - 0,09% Coverage

needs

Reference 3 - 0,16% Coverage

requiring

Reference 4 - 0,37% Coverage

temperature-sensitive

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Expands Healthcare
Capabilities to Asia with Two Cold Chain Offerings - UPS Pressroom> - § 42 references coded
[3,08% Coverage]

Reference 1 - 0,22% Coverage

Regulatory Compliance Challenges

Reference 2 - 0,15% Coverage

temperature-sensitive

Reference 3 - 0,11% Coverage

healthcare cost

Reference 4 - 0,05% Coverage

wastage

Reference 5 - 0,06% Coverage

spoilage

Reference 6 - 0,03% Coverage

risk

Reference 7 - 0,06% Coverage

detected



Reference 8 - 0,03% Coverage

risk

Reference 9 - 0,04% Coverage

damage

Reference 10 - 0,03% Coverage

loss

Reference 11 - 0,15% Coverage

temperature-sensitive

Reference 12 - 0,04% Coverage

demand

Reference 13 - 0,12% Coverage

distribution cost

Reference 14 - 0,06% Coverage

spoilage

Reference 15 - 0,05% Coverage

crucial

Reference 16 - 0,03% Coverage

Pain

Reference 17 - 0,03% Coverage

cost

Reference 18 - 0,05% Coverage

wastage

Reference 19 - 0,06% Coverage

concerns

Reference 20 - 0,15% Coverage

temperature-sensitive

Reference 21 - 0,04% Coverage

issue

Reference 22 - 0,15% Coverage

temperature-sensitive



Reference 23 - 0,05% Coverage

extreme

Reference 24 - 0,06% Coverage

required

Reference 25 - 0,03% Coverage

need

Reference 26 - 0,03% Coverage

need

Reference 27 - 0,09% Coverage

handling fees

Reference 28 - 0,19% Coverage

hazardous materials charges

Reference 29 - 0,06% Coverage

critical

Reference 30 - 0,10% Coverage

Product losses

Reference 31 - 0,15% Coverage

temperature excursions

Reference 32 - 0,06% Coverage

mounting

Reference 33 - 0,06% Coverage

scrutiny

Reference 34 - 0,07% Coverage

pressuring

Reference 35 - 0,06% Coverage

critical

Reference 36 - 0,06% Coverage

consumes

Reference 37 - 0,04% Coverage

emits

Reference 38 - 0,03% Coverage



heat

Reference 39 - 0,04% Coverage

vapor

Reference 40 - 0,04% Coverage

gasses

Reference 41 - 0,08% Coverage

constrained

Reference 42 - 0,15% Coverage

temperature-sensitive

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Expands Healthcare
Network with New Facilities in Asia, Europe, U.S. and Canada - UPS Pressroom> - § 15 references
coded  [1,87% Coverage]

Reference 1 - 0,05% Coverage

demand

Reference 2 - 0,12% Coverage

fast-evolving

Reference 3 - 0,04% Coverage

needs

Reference 4 - 0,04% Coverage

needs

Reference 5 - 0,08% Coverage

stringent

Reference 6 - 0,12% Coverage

often-complex

Reference 7 - 0,20% Coverage

regulatory requirements

Reference 8 - 0,19% Coverage

temperature-sensitive

Reference 9 - 0,19% Coverage

temperature sensitive

Reference 10 - 0,04% Coverage



needs

Reference 11 - 0,08% Coverage

requiring

Reference 12 - 0,19% Coverage

temperature-sensitive

Reference 13 - 0,13% Coverage

surge in demand

Reference 14 - 0,19% Coverage

temperature-sensitive

Reference 15 - 0,20% Coverage

quality assurance needs

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Expands UK Green Fleet
Ahead of London 2012 Games - UPS Pressroom> - § 3 references coded  [0,69% Coverage]

Reference 1 - 0,24% Coverage

carbon footprint

Reference 2 - 0,36% Coverage

performance requirements

Reference 3 - 0,09% Coverage

impact

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Foundation Grants
$58,000 to Child Welfare and Environmental Organizations - UPS Pressroom> - § 3 references coded
[0,42% Coverage]

Reference 1 - 0,10% Coverage

adverse

Reference 2 - 0,11% Coverage

homeless

Reference 3 - 0,21% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Manager in Omaha
Honored for Outstanding Community Service - UPS Pressroom> - § 15 references coded  [1,21%
Coverage]

Reference 1 - 0,04% Coverage

severe



Reference 2 - 0,11% Coverage

health problems

Reference 3 - 0,04% Coverage

needed

Reference 4 - 0,12% Coverage

heart transplant

Reference 5 - 0,18% Coverage

the cycle of homelessness

Reference 6 - 0,05% Coverage

poverty

Reference 7 - 0,06% Coverage

refugees

Reference 8 - 0,07% Coverage

earthquake

Reference 9 - 0,06% Coverage

refugees

Reference 10 - 0,06% Coverage

troubled

Reference 11 - 0,09% Coverage

difficulties

Reference 12 - 0,07% Coverage

aftermath

Reference 13 - 0,07% Coverage

earthquake

Reference 14 - 0,09% Coverage

impoverished

Reference 15 - 0,11% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Names Scott Wicker First
Chief Sustainability Officer - UPS Pressroom> - § 2 references coded  [0,29% Coverage]

Reference 1 - 0,10% Coverage



requires

Reference 2 - 0,19% Coverage

carbon emissions

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Partners with Feed the
Children to Deliver Community Support in Cebu - UPS Pressroom> - § 3 references coded  [0,68%
Coverage]

Reference 1 - 0,07% Coverage

needs

Reference 2 - 0,22% Coverage

underprivileged

Reference 3 - 0,39% Coverage

social and community issues

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Supports Canadian
Communities with Grants Totalling More Than US$200,000 - UPS Pressroom> - § 14 references
coded  [0,94% Coverage]

Reference 1 - 0,08% Coverage

much-needed

Reference 2 - 0,05% Coverage

crucial

Reference 3 - 0,03% Coverage

need

Reference 4 - 0,14% Coverage

the cycle of poverty

Reference 5 - 0,06% Coverage

isolated

Reference 6 - 0,06% Coverage

pitfalls

Reference 7 - 0,06% Coverage

drug use

Reference 8 - 0,04% Coverage

abuse

Reference 9 - 0,11% Coverage

life-threatening



Reference 10 - 0,06% Coverage

illnesses

Reference 11 - 0,03% Coverage

cost

Reference 12 - 0,08% Coverage

much needed

Reference 13 - 0,04% Coverage

hunger

Reference 14 - 0,11% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Survey~ Global
Healthcare Execs Face Risks with Complex Changes Ahead - UPS Pressroom> - § 47 references
coded  [2,72% Coverage]

Reference 1 - 0,03% Coverage

Risks

Reference 2 - 0,05% Coverage

Complex

Reference 3 - 0,06% Coverage

Concerns

Reference 4 - 0,03% Coverage

Loom

Reference 5 - 0,03% Coverage

risks

Reference 6 - 0,09% Coverage

unprecedented

Reference 7 - 0,05% Coverage

demands

Reference 8 - 0,03% Coverage

costs

Reference 9 - 0,09% Coverage

fast-changing



Reference 10 - 0,06% Coverage

increased

Reference 11 - 0,08% Coverage

competition

Reference 12 - 0,05% Coverage

concern

Reference 13 - 0,06% Coverage

concerns

Reference 14 - 0,05% Coverage

concern

Reference 15 - 0,06% Coverage

concerns

Reference 16 - 0,05% Coverage

concern

Reference 17 - 0,06% Coverage

greatest

Reference 18 - 0,05% Coverage

barrier

Reference 19 - 0,13% Coverage

industry pressures

Reference 20 - 0,03% Coverage

cost

Reference 21 - 0,14% Coverage

regulatory pressures

Reference 22 - 0,06% Coverage

concerns

Reference 23 - 0,06% Coverage

concerns

Reference 24 - 0,03% Coverage

issue

Reference 25 - 0,06% Coverage



concerns

Reference 26 - 0,06% Coverage

concerns

Reference 27 - 0,06% Coverage

concerned

Reference 28 - 0,03% Coverage

issue

Reference 29 - 0,05% Coverage

concern

Reference 30 - 0,19% Coverage

Product damage and spoilage

Reference 31 - 0,03% Coverage

issue

Reference 32 - 0,05% Coverage

concern

Reference 33 - 0,06% Coverage

concerns

Reference 34 - 0,06% Coverage

concerns

Reference 35 - 0,06% Coverage

concerns

Reference 36 - 0,05% Coverage

concern

Reference 37 - 0,05% Coverage

concern

Reference 38 - 0,17% Coverage

product damage / spoilage

Reference 39 - 0,03% Coverage

costs

Reference 40 - 0,05% Coverage



concern

Reference 41 - 0,06% Coverage

concerned

Reference 42 - 0,03% Coverage

issue

Reference 43 - 0,03% Coverage

cost

Reference 44 - 0,05% Coverage

limited

Reference 45 - 0,03% Coverage

issue

Reference 46 - 0,03% Coverage

cost

Reference 47 - 0,03% Coverage

cost

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS to Become First Global
Carrier to Add EVAS Safety Gear - UPS Pressroom> - § 5 references coded  [0,43% Coverage]

Reference 1 - 0,06% Coverage

smoke

Reference 2 - 0,10% Coverage

critical

Reference 3 - 0,06% Coverage

smoke

Reference 4 - 0,14% Coverage

dense-smoke

Reference 5 - 0,06% Coverage

smoke

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - Blue and Brown Make Green -
UPS Pressroom> - § 15 references coded  [0,95% Coverage]

Reference 1 - 0,14% Coverage

greenhouse gas emissions

Reference 2 - 0,03% Coverage



costs

Reference 3 - 0,10% Coverage

carbon footprints

Reference 4 - 0,07% Coverage

dramatically

Reference 5 - 0,10% Coverage

carbon footprint

Reference 6 - 0,03% Coverage

costs

Reference 7 - 0,02% Coverage

keen

Reference 8 - 0,07% Coverage

competitors

Reference 9 - 0,02% Coverage

cost

Reference 10 - 0,04% Coverage

impact

Reference 11 - 0,07% Coverage

competitors

Reference 12 - 0,10% Coverage

carbon footprint

Reference 13 - 0,05% Coverage

required

Reference 14 - 0,03% Coverage

needs

Reference 15 - 0,08% Coverage

climate change

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - Taiwan Employees Delivered
Nearly 1,500 Hours of Service in 2011 Devoted to Environmental Sustainability - UPS Pressroom> - §
4 references coded  [0,40% Coverage]

Reference 1 - 0,09% Coverage



rubbish

Reference 2 - 0,09% Coverage

rubbish

Reference 3 - 0,09% Coverage

rubbish

Reference 4 - 0,13% Coverage

non-native

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - The UPS Foundation Donates
$6M to Champion Diversity - UPS Pressroom> - § 7 references coded  [1,40% Coverage]

Reference 1 - 0,16% Coverage

under- served

Reference 2 - 0,21% Coverage

under-represented

Reference 3 - 0,09% Coverage

wounded

Reference 4 - 0,36% Coverage

hearing and visually-impaired

Reference 5 - 0,24% Coverage

culturally distinct

Reference 6 - 0,20% Coverage

opportunity gaps

Reference 7 - 0,15% Coverage

disabilities

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - The UPS Foundation Donates
to Groups Cultivating Diversity - UPS Pressroom> - § 6 references coded  [1,04% Coverage]

Reference 1 - 0,33% Coverage

hearing and visually-impaired

Reference 2 - 0,09% Coverage

disabled

Reference 3 - 0,12% Coverage

underserved

Reference 4 - 0,19% Coverage



under-represented

Reference 5 - 0,14% Coverage

disabilities

Reference 6 - 0,17% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Drivers Establish
~Remarkable~ Safety Record - UPS Pressroom> - § 15 references coded  [1,16% Coverage]

Reference 1 - 0,08% Coverage

Accident

Reference 2 - 0,08% Coverage

accidents

Reference 3 - 0,08% Coverage

accident

Reference 4 - 0,08% Coverage

accident

Reference 5 - 0,09% Coverage

Tailgating

Reference 6 - 0,05% Coverage

major

Reference 7 - 0,05% Coverage

cause

Reference 8 - 0,07% Coverage

crashes

Reference 9 - 0,08% Coverage

accident

Reference 10 - 0,08% Coverage

accident

Reference 11 - 0,03% Coverage

ban

Reference 12 - 0,11% Coverage

distractions



Reference 13 - 0,05% Coverage

cause

Reference 14 - 0,14% Coverage

traffic crashes

Reference 15 - 0,11% Coverage

distractions

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Employees Focus on
Communities, Environmental Sustainability During Annual Global Volunteer Event - UPS Pressroom> -
§ 3 references coded  [0,29% Coverage]

Reference 1 - 0,09% Coverage

devastated

Reference 2 - 0,07% Coverage

disaster

Reference 3 - 0,13% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Expands Global
Healthcare Network with Three New Facilities in Asia Pacific Region - UPS Pressroom> - § 13
references coded  [0,93% Coverage]

Reference 1 - 0,05% Coverage

needs

Reference 2 - 0,21% Coverage

healthcare consumption

Reference 3 - 0,05% Coverage

needs

Reference 4 - 0,05% Coverage

needs

Reference 5 - 0,06% Coverage

demand

Reference 6 - 0,05% Coverage

acute

Reference 7 - 0,07% Coverage

chronic



Reference 8 - 0,04% Coverage

need

Reference 9 - 0,06% Coverage

demand

Reference 10 - 0,05% Coverage

needs

Reference 11 - 0,08% Coverage

critical

Reference 12 - 0,08% Coverage

critical

Reference 13 - 0,11% Coverage

requirements

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Foundation Donating to
Humanitarian Relief, Road Safety Initiatives - UPS Pressroom> - § 3 references coded  [0,38%
Coverage]

Reference 1 - 0,06% Coverage

urgent

Reference 2 - 0,17% Coverage

natural disasters

Reference 3 - 0,15% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Strengthens China's
Supply Chain and Healthcare Logistics Offering with New Appointment - UPS Pressroom> - § 1
reference coded  [0,04% Coverage]

Reference 1 - 0,04% Coverage

need

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Survey~ Healthcare Execs
in Asia Concerned About Increasing Competition - UPS Pressroom> - § 17 references coded  [1,88%
Coverage]

Reference 1 - 0,09% Coverage

Concerned

Reference 2 - 0,11% Coverage

Increasing

Reference 3 - 0,12% Coverage



Competition

Reference 4 - 0,20% Coverage

economic challenges

Reference 5 - 0,11% Coverage

increasing

Reference 6 - 0,12% Coverage

competition

Reference 7 - 0,07% Coverage

concern

Reference 8 - 0,11% Coverage

increasing

Reference 9 - 0,12% Coverage

competition

Reference 10 - 0,07% Coverage

concern

Reference 11 - 0,04% Coverage

need

Reference 12 - 0,08% Coverage

evolving

Reference 13 - 0,05% Coverage

needs

Reference 14 - 0,17% Coverage

healthcare needs

Reference 15 - 0,08% Coverage

concerns

Reference 16 - 0,27% Coverage

product damage or spoilage

Reference 17 - 0,07% Coverage

concern

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Survey~ Product
Protection Rises as a Top Supply Chain Concern Among Healthcare Execs - UPS Pressroom> - § 52



references coded  [2,89% Coverage]

Reference 1 - 0,04% Coverage

Concern

Reference 2 - 0,13% Coverage

Cost Control Pressures

Reference 3 - 0,12% Coverage

Economic Challenges

Reference 4 - 0,04% Coverage

complex

Reference 5 - 0,06% Coverage

challenges

Reference 6 - 0,06% Coverage

pressures

Reference 7 - 0,03% Coverage

costs

Reference 8 - 0,06% Coverage

struggles

Reference 9 - 0,05% Coverage

barriers

Reference 10 - 0,06% Coverage

expansion

Reference 11 - 0,07% Coverage

top barrier

Reference 12 - 0,07% Coverage

top barrier

Reference 13 - 0,05% Coverage

barriers

Reference 14 - 0,05% Coverage

concerns

Reference 15 - 0,05% Coverage

concerns



Reference 16 - 0,05% Coverage

pressure

Reference 17 - 0,03% Coverage

costs

Reference 18 - 0,06% Coverage

heightened

Reference 19 - 0,02% Coverage

need

Reference 20 - 0,05% Coverage

concerns

Reference 21 - 0,05% Coverage

concerns

Reference 22 - 0,07% Coverage

top concern

Reference 23 - 0,04% Coverage

concern

Reference 24 - 0,07% Coverage

top concerns

Reference 25 - 0,05% Coverage

Concerns

Reference 26 - 0,04% Coverage

concern

Reference 27 - 0,03% Coverage

issue

Reference 28 - 0,03% Coverage

costs

Reference 29 - 0,03% Coverage

costs

Reference 30 - 0,03% Coverage

issue



Reference 31 - 0,07% Coverage

significant

Reference 32 - 0,04% Coverage

concern

Reference 33 - 0,05% Coverage

Concerns

Reference 34 - 0,04% Coverage

growth

Reference 35 - 0,04% Coverage

concern

Reference 36 - 0,05% Coverage

concerns

Reference 37 - 0,10% Coverage

economic impacts

Reference 38 - 0,06% Coverage

tightened

Reference 39 - 0,06% Coverage

reductions

Reference 40 - 0,10% Coverage

economic impacts

Reference 41 - 0,05% Coverage

negative

Reference 42 - 0,04% Coverage

growing

Reference 43 - 0,05% Coverage

concerns

Reference 44 - 0,05% Coverage

concerns

Reference 45 - 0,03% Coverage

issue

Reference 46 - 0,17% Coverage



product damage and spoilage

Reference 47 - 0,05% Coverage

Concerns

Reference 48 - 0,07% Coverage

continued to

Reference 49 - 0,06% Coverage

challenge

Reference 50 - 0,05% Coverage

Concerns

Reference 51 - 0,04% Coverage

issues

Reference 52 - 0,05% Coverage

critical

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Sustainability Report Hits
~A Plus~ Mark for Transparency - UPS Pressroom> - § 17 references coded  [1,70% Coverage]

Reference 1 - 0,09% Coverage

challenges

Reference 2 - 0,20% Coverage

auto accident frequency

Reference 3 - 0,16% Coverage

aircraft emissions

Reference 4 - 0,11% Coverage

jet fuel use

Reference 5 - 0,12% Coverage

CO2 emissions

Reference 6 - 0,09% Coverage

energy use

Reference 7 - 0,08% Coverage

emissions

Reference 8 - 0,13% Coverage

community needs



Reference 9 - 0,04% Coverage

risks

Reference 10 - 0,12% Coverage

uncertainties

Reference 11 - 0,06% Coverage

factors

Reference 12 - 0,09% Coverage

conditions

Reference 13 - 0,06% Coverage

strikes

Reference 14 - 0,12% Coverage

work stoppages

Reference 15 - 0,08% Coverage

slowdowns

Reference 16 - 0,04% Coverage

risks

Reference 17 - 0,10% Coverage

discussions

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - More Than 6,400 UPS Drivers
Prove There is Safety in Numbers - UPS Pressroom> - § 10 references coded  [0,91% Coverage]

Reference 1 - 0,08% Coverage

Accident

Reference 2 - 0,09% Coverage

accidents

Reference 3 - 0,08% Coverage

accident

Reference 4 - 0,08% Coverage

accident

Reference 5 - 0,08% Coverage

accident

Reference 6 - 0,08% Coverage



accident

Reference 7 - 0,12% Coverage

distractions

Reference 8 - 0,05% Coverage

cause

Reference 9 - 0,15% Coverage

traffic crashes

Reference 10 - 0,12% Coverage

distractions

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - NASCAR Gives UPS the Green
Flag in 2013 - UPS Pressroom> - § 9 references coded  [1,33% Coverage]

Reference 1 - 0,19% Coverage

environmental impacts

Reference 2 - 0,08% Coverage

emissions

Reference 3 - 0,07% Coverage

critical

Reference 4 - 0,18% Coverage

environmental impact

Reference 5 - 0,24% Coverage

exhaust particulate matter

Reference 6 - 0,12% Coverage

carbon impact

Reference 7 - 0,13% Coverage

climate impact

Reference 8 - 0,12% Coverage

CO2 emissions

Reference 9 - 0,18% Coverage

environmental impact

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - The UPS Foundation Donates
$7.6M To Champion Diversity And Support Veterans - UPS Pressroom> - § 5 references coded
[0,54% Coverage]



Reference 1 - 0,10% Coverage

under-served

Reference 2 - 0,14% Coverage

under-represented

Reference 3 - 0,07% Coverage

paralyzed

Reference 4 - 0,10% Coverage

disabilities

Reference 5 - 0,12% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - The UPS Foundation Donates
Over $7 Million To Community Safety Programs - UPS Pressroom> - § 12 references coded  [1,30%
Coverage]

Reference 1 - 0,07% Coverage

refugees

Reference 2 - 0,08% Coverage

displaced

Reference 3 - 0,06% Coverage

refuges

Reference 4 - 0,07% Coverage

refugees

Reference 5 - 0,17% Coverage

humanitarian crisis

Reference 6 - 0,08% Coverage

affecting

Reference 7 - 0,08% Coverage

displaced

Reference 8 - 0,12% Coverage

refugee camps

Reference 9 - 0,19% Coverage

disaster preparedness



Reference 10 - 0,11% Coverage

refugee camp

Reference 11 - 0,13% Coverage

human suffering

Reference 12 - 0,13% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS And State Of Mexico
Team Up To Build Healthcare Clinic - UPS Pressroom> - § 10 references coded  [1,04% Coverage]

Reference 1 - 0,13% Coverage

Underserved

Reference 2 - 0,07% Coverage

needed

Reference 3 - 0,08% Coverage

in need

Reference 4 - 0,23% Coverage

health care barriers

Reference 5 - 0,06% Coverage

needs

Reference 6 - 0,07% Coverage

needed

Reference 7 - 0,08% Coverage

victims

Reference 8 - 0,09% Coverage

flooding

Reference 9 - 0,11% Coverage

Hurricanes

Reference 10 - 0,13% Coverage

underserved

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Continues its Legacy of
Community Support with Robust Year of Contributions - UPS Pressroom> - § 13 references coded
[1,18% Coverage]

Reference 1 - 0,06% Coverage



Urgent

Reference 2 - 0,05% Coverage

Needs

Reference 3 - 0,05% Coverage

needs

Reference 4 - 0,06% Coverage

crisis

Reference 5 - 0,06% Coverage

urgent

Reference 6 - 0,06% Coverage

crisis

Reference 7 - 0,08% Coverage

impacted

Reference 8 - 0,17% Coverage

natural disasters

Reference 9 - 0,16% Coverage

Superstorm Sandy

Reference 10 - 0,15% Coverage

Hurricane Isaac

Reference 11 - 0,06% Coverage

crises

Reference 12 - 0,05% Coverage

needs

Reference 13 - 0,15% Coverage

community needs

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Healthcare
Network in Key Locations Across North America - UPS Pressroom> - § 6 references coded  [0,52%
Coverage]

Reference 1 - 0,05% Coverage

needs

Reference 2 - 0,06% Coverage

growing



Reference 3 - 0,04% Coverage

need

Reference 4 - 0,19% Coverage

temperature-sensitive

Reference 5 - 0,05% Coverage

demand

Reference 6 - 0,13% Coverage

customer needs

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Healthcare
Network in Key Locations Across North America (Canada) - UPS Pressroom> - § 8 references coded
[0,71% Coverage]

Reference 1 - 0,05% Coverage

needs

Reference 2 - 0,06% Coverage

complex

Reference 3 - 0,18% Coverage

regulatory oversight

Reference 4 - 0,04% Coverage

need

Reference 5 - 0,19% Coverage

temperature-sensitive

Reference 6 - 0,05% Coverage

needs

Reference 7 - 0,11% Coverage

requirements

Reference 8 - 0,05% Coverage

needs

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Renewable
Energy Output at New Jersey Facilities - UPS Pressroom> - § 9 references coded  [0,95% Coverage]

Reference 1 - 0,08% Coverage

rigorous

Reference 2 - 0,05% Coverage



costs

Reference 3 - 0,17% Coverage

energy price hikes

Reference 4 - 0,18% Coverage

peak demand periods

Reference 5 - 0,04% Coverage

need

Reference 6 - 0,08% Coverage

expensive

Reference 7 - 0,07% Coverage

distant

Reference 8 - 0,21% Coverage

peak periods of demand

Reference 9 - 0,08% Coverage

Footprint

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Hails Landmark Drug
Distribution Safety And Licensing Legislation - UPS Pressroom> - § 3 references coded  [0,56%
Coverage]

Reference 1 - 0,31% Coverage

regulatory complexity

Reference 2 - 0,09% Coverage

threat

Reference 3 - 0,16% Coverage

counterfeit

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Officially Opens Hangzhou
Healthcare Facility As Part Of Global Expansion - UPS Pressroom> - § 11 references coded  [0,67%
Coverage]

Reference 1 - 0,05% Coverage

issues

Reference 2 - 0,05% Coverage

crucial

Reference 3 - 0,04% Coverage



needs

Reference 4 - 0,04% Coverage

needs

Reference 5 - 0,04% Coverage

costs

Reference 6 - 0,03% Coverage

need

Reference 7 - 0,07% Coverage

demanding

Reference 8 - 0,06% Coverage

rigorous

Reference 9 - 0,07% Coverage

stringent

Reference 10 - 0,05% Coverage

complex

Reference 11 - 0,17% Coverage

regulatory requirements

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Pioneers Aviation Safety,
Implements New Fire-Resistant Shipping Containers - UPS Pressroom> - § 9 references coded
[0,88% Coverage]

Reference 1 - 0,08% Coverage

intense

Reference 2 - 0,06% Coverage

fires

Reference 3 - 0,05% Coverage

fire

Reference 4 - 0,19% Coverage

peak temperature

Reference 5 - 0,16% Coverage

in-flight fire

Reference 6 - 0,10% Coverage

fuel burn



Reference 7 - 0,12% Coverage

degreefire

Reference 8 - 0,06% Coverage

smoke

Reference 9 - 0,07% Coverage

matter

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS to Acquire Hungarian
Healthcare Logistics Company CEMELOG - UPS Pressroom> - § 3 references coded  [0,22%
Coverage]

Reference 1 - 0,05% Coverage

needs

Reference 2 - 0,10% Coverage

stringent

Reference 3 - 0,07% Coverage

complex

<Internals\\Press Releases\\Danish Companies\\A.P. Møller Mærsk\\2012\\2012 - Safety activist in
fight for lives> - § 8 references coded  [1,83% Coverage]

Reference 1 - 0,20% Coverage

crashes

Reference 2 - 0,28% Coverage

overloaded

Reference 3 - 0,20% Coverage

crushed

Reference 4 - 0,23% Coverage

downplay

Reference 5 - 0,14% Coverage

fatal

Reference 6 - 0,25% Coverage

accidents

Reference 7 - 0,28% Coverage

sugar-coat

Reference 8 - 0,25% Coverage



incidents

<Internals\\Press Releases\\Danish Companies\\Carlsberg\\2013\\2013 - Carlsberg Group - Carlsberg
Group consolidates position as the most efficient global brewer and sharpens focus on sustainable
packaging> - § 21 references coded  [2,05% Coverage]

Reference 1 - 0,12% Coverage

Energy consumption

Reference 2 - 0,11% Coverage

Water consumption

Reference 3 - 0,13% Coverage

environmental impact

Reference 4 - 0,12% Coverage

energy consumption

Reference 5 - 0,13% Coverage

environmental impact

Reference 6 - 0,12% Coverage

energy consumption

Reference 7 - 0,08% Coverage

energy usage

Reference 8 - 0,08% Coverage

CO2 emissions

Reference 9 - 0,04% Coverage

impact

Reference 10 - 0,13% Coverage

environmental impact

Reference 11 - 0,04% Coverage

impact

Reference 12 - 0,16% Coverage

household packaging waste

Reference 13 - 0,10% Coverage

waste packaging

Reference 14 - 0,18% Coverage



energy and water consumption

Reference 15 - 0,08% Coverage

CO2 emissions

Reference 16 - 0,05% Coverage

setting

Reference 17 - 0,06% Coverage

demanding

Reference 18 - 0,05% Coverage

targets

Reference 19 - 0,05% Coverage

achieved

Reference 20 - 0,20% Coverage

sustainable packaging programme

Reference 21 - 0,05% Coverage

momentum

<Internals\\Press Releases\\Danish Companies\\Falck\\2012\\2012 - Falck buys safety training
company in USA - Falck> - § 2 references coded  [0,49% Coverage]

Reference 1 - 0,25% Coverage

accidents

Reference 2 - 0,25% Coverage

accidents

<Internals\\Press Releases\\Danish Companies\\Falck\\2013\\2013 - Falck opens safety training centre
in Mexico - Falck> - § 2 references coded  [0,73% Coverage]

Reference 1 - 0,37% Coverage

accidents

Reference 2 - 0,37% Coverage

accidents

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - More sustainable than ever  ~
Grundfos> - § 7 references coded  [1,47% Coverage]

Reference 1 - 0,08% Coverage

CO2

Reference 2 - 0,23% Coverage



emitting

Reference 3 - 0,08% Coverage

CO2

Reference 4 - 0,25% Coverage

difficult

Reference 5 - 0,25% Coverage

challenge

Reference 6 - 0,37% Coverage

CO2 emissions

Reference 7 - 0,20% Coverage

poorest

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Samsung C&T and Grundfos
signing green cooperation agreement ~ Grundfos> - § 1 reference coded  [0,87% Coverage]

Reference 1 - 0,87% Coverage

environmental and energy challenges

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - South Korean state visit
strengthens green dialogue ~ Grundfos> - § 1 reference coded  [0,41% Coverage]

Reference 1 - 0,41% Coverage

climate challenges

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Super metal makes pumps
green ~ Grundfos> - § 2 references coded  [0,75% Coverage]

Reference 1 - 0,37% Coverage

energy consumption

Reference 2 - 0,37% Coverage

energy consumption

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Two CSR Awards for
Grundfos ~ Grundfos> - § 16 references coded  [2,07% Coverage]

Reference 1 - 0,12% Coverage

emission

Reference 2 - 0,15% Coverage

carbon gas

Reference 3 - 0,06% Coverage

emit



Reference 4 - 0,04% Coverage

CO2

Reference 5 - 0,15% Coverage

challenges

Reference 6 - 0,22% Coverage

climate changes

Reference 7 - 0,06% Coverage

emit

Reference 8 - 0,04% Coverage

CO2

Reference 9 - 0,27% Coverage

energy consumption

Reference 10 - 0,13% Coverage

challenge

Reference 11 - 0,27% Coverage

energy consumption

Reference 12 - 0,19% Coverage

CO2 emissions

Reference 13 - 0,06% Coverage

emit

Reference 14 - 0,04% Coverage

CO2

Reference 15 - 0,07% Coverage

limit

Reference 16 - 0,19% Coverage

special needs

<Internals\\Press Releases\\Danish Companies\\Lego\\2011\\2011 - LEGO Group actions to reduce
packaging materials’ impact on the environment> - § 7 references coded  [1,28% Coverage]

Reference 1 - 0,30% Coverage

environmental impact

Reference 2 - 0,09% Coverage



impact

Reference 3 - 0,13% Coverage

difficult

Reference 4 - 0,19% Coverage

deforestation

Reference 5 - 0,19% Coverage

deforestation

Reference 6 - 0,09% Coverage

impact

Reference 7 - 0,30% Coverage

environmental impact

<Internals\\Press Releases\\Danish Companies\\Lego\\2013\\2013 - Smaller LEGO® boxes easier on
the environment> - § 13 references coded  [1,88% Coverage]

Reference 1 - 0,11% Coverage

consumption

Reference 2 - 0,10% Coverage

CO2 impact

Reference 3 - 0,10% Coverage

CO2 impact

Reference 4 - 0,19% Coverage

environmental impact

Reference 5 - 0,15% Coverage

carbon emissions

Reference 6 - 0,17% Coverage

energy consumption

Reference 7 - 0,19% Coverage

environmental impact

Reference 8 - 0,17% Coverage

energy consumption

Reference 9 - 0,06% Coverage

power



Reference 10 - 0,10% Coverage

CO2 impact

Reference 11 - 0,31% Coverage

LOG IN REGISTER
consumption

Reference 12 - 0,10% Coverage

CO2 impact

Reference 13 - 0,15% Coverage

carbon emissions

<Internals\\Press Releases\\Danish Companies\\Novo Nordisk\\2011\\2011 - Company
Announcements, Press Releases and Online news - Novo Nordisk A~S> - § 2 references coded
[0,42% Coverage]

Reference 1 - 0,11% Coverage

smoking

Reference 2 - 0,31% Coverage

alcohol consumption



<Internals\\Annual Reports\\American Companies\\Amazon.com\\2011\\Annual Report 2011> - § 9
references coded  [0,03% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage

recommend

Reference 3 - 0,01% Coverage

Code of Business Conduct and Ethics

Reference 4 - 0,01% Coverage

compliance with

Reference 5 - 0,01% Coverage

Section 16(a) of the 1934 Act

Reference 6 - 0,01% Coverage

Nasdaq rules

Reference 7 - 0,01% Coverage

intend to

Reference 8 - 0,01% Coverage

Code of Business Conduct and Ethics

Reference 9 - 0,01% Coverage

Corporate Governance

<Internals\\Annual Reports\\American Companies\\Amazon.com\\2012\\Annual Report 2012> - § 9
references coded  [0,03% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage

recommend

Reference 3 - 0,01% Coverage

Code of Business Conduct and Ethics

Reference 4 - 0,01% Coverage

compliance with

Reference 5 - 0,01% Coverage

Section 16(a) of the 1934 Act



Reference 6 - 0,01% Coverage

Nasdaq rules

Reference 7 - 0,01% Coverage

intend to

Reference 8 - 0,01% Coverage

Code of Business Conduct and Ethics

Reference 9 - 0,01% Coverage

Corporate Governance

<Internals\\Annual Reports\\American Companies\\Amazon.com\\2013\\Annual Report 2013> - § 9
references coded  [0,03% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage

recommend

Reference 3 - 0,01% Coverage

Code of Business Conduct and Ethics

Reference 4 - 0,01% Coverage

compliance with

Reference 5 - 0,01% Coverage

Section 16(a) of the 1934 Act

Reference 6 - 0,01% Coverage

Nasdaq rules

Reference 7 - 0,01% Coverage

intend to

Reference 8 - 0,01% Coverage

Code of Business Conduct and Ethics

Reference 9 - 0,01% Coverage

Corporate Governance

<Internals\\Annual Reports\\American Companies\\General Mills\\2011\\Annual Report 2011> - § 85
references coded  [0,19% Coverage]

Reference 1 - 0,01% Coverage



Corporate Citizenship

Reference 2 - 0,01% Coverage

Contributions

Reference 3 - 0,01% Coverage

Contributions

Reference 4 - 0,01% Coverage

Donations

Reference 5 - 0,01% Coverage

Foundation Grants

Reference 6 - 0,01% Coverage

participate

Reference 7 - 0,01% Coverage

“Th ink Global, Volunteer Local” initiative

Reference 8 - 0,01% Coverage

improve

Reference 9 - 0,01% Coverage

volunteering e� orts

Reference 10 - 0,01% Coverage

corporate citizenship initiatives

Reference 11 - 0,01% Coverage

make the world a better place

Reference 12 - 0,01% Coverage

e� orts

Reference 13 - 0,01% Coverage

direct philanthropy

Reference 14 - 0,01% Coverage

brand philanthropy

Reference 15 - 0,01% Coverage

volunteering

Reference 16 - 0,01% Coverage

uniquely



Reference 17 - 0,01% Coverage

help

Reference 18 - 0,01% Coverage

contributed

Reference 19 - 0,01% Coverage

donations

Reference 20 - 0,01% Coverage

Feeding America®

Reference 21 - 0,01% Coverage

food banks

Reference 22 - 0,01% Coverage

hunger relief agencies

Reference 23 - 0,01% Coverage

contributing

Reference 24 - 0,01% Coverage

the Global Food Banking Network

Reference 25 - 0,01% Coverage

nonprofi t

Reference 26 - 0,01% Coverage

dedicated

Reference 27 - 0,01% Coverage

strengthening

Reference 28 - 0,01% Coverage

food bank net- works

Reference 29 - 0,01% Coverage

goal

Reference 30 - 0,01% Coverage

alleviate

Reference 31 - 0,01% Coverage

improve



Reference 32 - 0,01% Coverage

nutri- tional wellness

Reference 33 - 0,01% Coverage

improving

Reference 34 - 0,01% Coverage

foundation grants

Reference 35 - 0,01% Coverage

Champions for Healthy Kids program

Reference 36 - 0,01% Coverage

providing

Reference 37 - 0,01% Coverage

grants

Reference 38 - 0,01% Coverage

promote

Reference 39 - 0,01% Coverage

support

Reference 40 - 0,01% Coverage

healthy

Reference 41 - 0,01% Coverage

contributed

Reference 42 - 0,01% Coverage

fi tness programs

Reference 43 - 0,01% Coverage

Box Tops for Education program

Reference 44 - 0,01% Coverage

supports

Reference 45 - 0,01% Coverage

well-being

Reference 46 - 0,01% Coverage

program

Reference 47 - 0,01% Coverage



contributed

Reference 48 - 0,01% Coverage

e� orts

Reference 49 - 0,01% Coverage

reach

Reference 50 - 0,01% Coverage

Partners in Food Solutions

Reference 51 - 0,01% Coverage

part- nering

Reference 52 - 0,01% Coverage

high-quality

Reference 53 - 0,01% Coverage

nutritious

Reference 54 - 0,01% Coverage

a� ordable

Reference 55 - 0,01% Coverage

sustain

Reference 56 - 0,01% Coverage

the General Mills Foundation

Reference 57 - 0,01% Coverage

provided

Reference 58 - 0,01% Coverage

grants

Reference 59 - 0,01% Coverage

promote

Reference 60 - 0,01% Coverage

better

Reference 61 - 0,01% Coverage

health

Reference 62 - 0,01% Coverage



nutrition

Reference 63 - 0,01% Coverage

improved

Reference 64 - 0,01% Coverage

phil- anthropic e� orts

Reference 65 - 0,01% Coverage

successful

Reference 66 - 0,01% Coverage

vol- unteer

Reference 67 - 0,01% Coverage

“Th ink Global, Volunteer Local” initiative

Reference 68 - 0,01% Coverage

marshaled

Reference 69 - 0,01% Coverage

e� orts

Reference 70 - 0,01% Coverage

make a di� erence

Reference 71 - 0,01% Coverage

philosophy

Reference 72 - 0,01% Coverage

embrace

Reference 73 - 0,01% Coverage

strive to

Reference 74 - 0,01% Coverage

make the world a better place

Reference 75 - 0,01% Coverage

Sustainable

Reference 76 - 0,01% Coverage

business practices

Reference 77 - 0,01% Coverage

protecting



Reference 78 - 0,01% Coverage

improving

Reference 79 - 0,01% Coverage

initiatives

Reference 80 - 0,01% Coverage

water conservation

Reference 81 - 0,01% Coverage

protect

Reference 82 - 0,01% Coverage

natural resources

Reference 83 - 0,01% Coverage

decrease

Reference 84 - 0,01% Coverage

initiatives

Reference 85 - 0,01% Coverage

Corporate Social Responsibility Report

<Internals\\Annual Reports\\American Companies\\Intel\\2011\\Annual Report 2011> - § 30 references
coded  [0,04% Coverage]

Reference 1 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 2 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

Reference 3 - 0,01% Coverage

Corporate Governance

Reference 4 - 0,01% Coverage

The Intel Code of Conduct

Reference 5 - 0,01% Coverage

the Code

Reference 6 - 0,01% Coverage

code of ethics document

Reference 7 - 0,01% Coverage



independent

Reference 8 - 0,01% Coverage

activities

Reference 9 - 0,01% Coverage

The Code

Reference 10 - 0,01% Coverage

guidelines

Reference 11 - 0,01% Coverage

promote

Reference 12 - 0,01% Coverage

honest

Reference 13 - 0,01% Coverage

ethical

Reference 14 - 0,01% Coverage

compliance with

Reference 15 - 0,01% Coverage

The Code

Reference 16 - 0,01% Coverage

expectations

Reference 17 - 0,01% Coverage

enable

Reference 18 - 0,01% Coverage

provide

Reference 19 - 0,01% Coverage

accurate

Reference 20 - 0,01% Coverage

timely

Reference 21 - 0,01% Coverage

the Code

Reference 22 - 0,01% Coverage



guidelines

Reference 23 - 0,01% Coverage

complying with

Reference 24 - 0,01% Coverage

maintaining

Reference 25 - 0,01% Coverage

accountability

Reference 26 - 0,01% Coverage

adherence to

Reference 27 - 0,01% Coverage

the Code

Reference 28 - 0,01% Coverage

Code

Reference 29 - 0,01% Coverage

intend to

Reference 30 - 0,01% Coverage

Code

<Internals\\Annual Reports\\American Companies\\Intel\\2012\\Annual Report 2012> - § 30 references
coded  [0,04% Coverage]

Reference 1 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 2 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

Reference 3 - 0,01% Coverage

Corporate Governance

Reference 4 - 0,01% Coverage

The Intel Code of Conduct

Reference 5 - 0,01% Coverage

the Code

Reference 6 - 0,01% Coverage

code of ethics document



Reference 7 - 0,01% Coverage

independent

Reference 8 - 0,01% Coverage

activities

Reference 9 - 0,01% Coverage

The Code

Reference 10 - 0,01% Coverage

guidelines

Reference 11 - 0,01% Coverage

promote

Reference 12 - 0,01% Coverage

honest

Reference 13 - 0,01% Coverage

ethical

Reference 14 - 0,01% Coverage

compliance with

Reference 15 - 0,01% Coverage

The Code

Reference 16 - 0,01% Coverage

expectations

Reference 17 - 0,01% Coverage

enable

Reference 18 - 0,01% Coverage

provide

Reference 19 - 0,01% Coverage

accurate

Reference 20 - 0,01% Coverage

timely

Reference 21 - 0,01% Coverage

the Code

Reference 22 - 0,01% Coverage



guidelines

Reference 23 - 0,01% Coverage

complying with

Reference 24 - 0,01% Coverage

maintaining

Reference 25 - 0,01% Coverage

accountability

Reference 26 - 0,01% Coverage

adherence to

Reference 27 - 0,01% Coverage

the Code

Reference 28 - 0,01% Coverage

Code

Reference 29 - 0,01% Coverage

intend to

Reference 30 - 0,01% Coverage

Code

<Internals\\Annual Reports\\American Companies\\Intel\\2013\\Annual Report 2013> - § 30 references
coded  [0,04% Coverage]

Reference 1 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 2 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

Reference 3 - 0,01% Coverage

Corporate Governance

Reference 4 - 0,01% Coverage

The Intel Code of Conduct

Reference 5 - 0,01% Coverage

the Code

Reference 6 - 0,01% Coverage

code of ethics document



Reference 7 - 0,01% Coverage

independent

Reference 8 - 0,01% Coverage

activities

Reference 9 - 0,01% Coverage

The Code

Reference 10 - 0,01% Coverage

guidelines

Reference 11 - 0,01% Coverage

promote

Reference 12 - 0,01% Coverage

honest

Reference 13 - 0,01% Coverage

ethical

Reference 14 - 0,01% Coverage

compliance with

Reference 15 - 0,01% Coverage

The Code

Reference 16 - 0,01% Coverage

expectations

Reference 17 - 0,01% Coverage

enable

Reference 18 - 0,01% Coverage

provide

Reference 19 - 0,01% Coverage

accurate

Reference 20 - 0,01% Coverage

timely

Reference 21 - 0,01% Coverage

the Code



Reference 22 - 0,01% Coverage

guidelines

Reference 23 - 0,01% Coverage

complying with

Reference 24 - 0,01% Coverage

maintaining

Reference 25 - 0,01% Coverage

accountability

Reference 26 - 0,01% Coverage

adherence to

Reference 27 - 0,01% Coverage

the Code

Reference 28 - 0,01% Coverage

Code

Reference 29 - 0,01% Coverage

intend to

Reference 30 - 0,01% Coverage

Code

<Internals\\Annual Reports\\American Companies\\Johnson & Johnson\\2011\\Annual Report 2011> -
§ 87 references coded  [0,15% Coverage]

Reference 1 - 0,01% Coverage

CorporateGovernance

Reference 2 - 0,01% Coverage

Responsibility

Reference 3 - 0,01% Coverage

values

Reference 4 - 0,01% Coverage

inOur Credo

Reference 5 - 0,01% Coverage

principles

Reference 6 - 0,01% Coverage



continue to

Reference 7 - 0,01% Coverage

integrity

Reference 8 - 0,01% Coverage

committed to

Reference 9 - 0,01% Coverage

ethical principles

Reference 10 - 0,01% Coverage

inOur Credo

Reference 11 - 0,01% Coverage

principles

Reference 12 - 0,01% Coverage

beenwoven into the fabric

Reference 13 - 0,01% Coverage

values

Reference 14 - 0,01% Coverage

inOur Credo

Reference 15 - 0,01% Coverage

responsibilities

Reference 16 - 0,01% Coverage

responsible

Reference 17 - 0,01% Coverage

integrity

Reference 18 - 0,01% Coverage

objectivity

Reference 19 - 0,01% Coverage

responsi- ble

Reference 20 - 0,01% Coverage

ensuring

Reference 21 - 0,01% Coverage

accurately



Reference 22 - 0,01% Coverage

facilitates

Reference 23 - 0,01% Coverage

commitment to

Reference 24 - 0,01% Coverage

responsibility

Reference 25 - 0,01% Coverage

awell-designed

Reference 26 - 0,01% Coverage

encourage

Reference 27 - 0,01% Coverage

strong

Reference 28 - 0,01% Coverage

effective

Reference 29 - 0,01% Coverage

corporate governance

Reference 30 - 0,01% Coverage

continuously

Reference 31 - 0,01% Coverage

strategic

Reference 32 - 0,01% Coverage

focus on

Reference 33 - 0,01% Coverage

professionally

Reference 34 - 0,01% Coverage

trained

Reference 35 - 0,01% Coverage

reasonable

Reference 36 - 0,01% Coverage

safeguarded



Reference 37 - 0,01% Coverage

properly

Reference 38 - 0,01% Coverage

continued to

Reference 39 - 0,01% Coverage

invest

Reference 40 - 0,01% Coverage

significant

Reference 41 - 0,01% Coverage

ensure

Reference 42 - 0,01% Coverage

compliancewith

Reference 43 - 0,01% Coverage

Section 404 of the Sarbanes-OxleyAct of 2002

Reference 44 - 0,01% Coverage

effective

Reference 45 - 0,01% Coverage

compliance with

Reference 46 - 0,01% Coverage

Policy on Business Conduct

Reference 47 - 0,01% Coverage

sets forth

Reference 48 - 0,01% Coverage

commitment

Reference 49 - 0,01% Coverage

integrity

Reference 50 - 0,01% Coverage

complywith

Reference 51 - 0,01% Coverage

systematic

Reference 52 - 0,01% Coverage



ensure

Reference 53 - 0,01% Coverage

compliancewith

Reference 54 - 0,01% Coverage

policies

Reference 55 - 0,01% Coverage

policy

Reference 56 - 0,01% Coverage

Policy on Business Conduct

Reference 57 - 0,01% Coverage

engaged to

Reference 58 - 0,01% Coverage

TheAudit Committee

Reference 59 - 0,01% Coverage

independent

Reference 60 - 0,01% Coverage

experience

Reference 61 - 0,01% Coverage

appropriate

Reference 62 - 0,01% Coverage

theAudit Committee

Reference 63 - 0,01% Coverage

inde- pendent

Reference 64 - 0,01% Coverage

ourAudit Committee

Reference 65 - 0,01% Coverage

adequacy

Reference 66 - 0,01% Coverage

quality

Reference 67 - 0,01% Coverage



confirmation

Reference 68 - 0,01% Coverage

properly

Reference 69 - 0,01% Coverage

responsibilities

Reference 70 - 0,01% Coverage

continuously

Reference 71 - 0,01% Coverage

involved in

Reference 72 - 0,01% Coverage

developing

Reference 73 - 0,01% Coverage

strategies

Reference 74 - 0,01% Coverage

key initiatives

Reference 75 - 0,01% Coverage

long-termgrowth

Reference 76 - 0,01% Coverage

intent

Reference 77 - 0,01% Coverage

ensure

Reference 78 - 0,01% Coverage

objectivity

Reference 79 - 0,01% Coverage

constructively

Reference 80 - 0,01% Coverage

business opportunities

Reference 81 - 0,01% Coverage

in conformitywith

Reference 82 - 0,01% Coverage

commit- ted to



Reference 83 - 0,01% Coverage

clear

Reference 84 - 0,01% Coverage

transparentmanner

Reference 85 - 0,01% Coverage

timely

Reference 86 - 0,01% Coverage

comprehensive

Reference 87 - 0,01% Coverage

understandable

<Internals\\Annual Reports\\American Companies\\Kraft\\2012\\Annual Report 2012> - § 4 references
coded  [0,03% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage

Corporate Governance - Section 16(a) Beneficial Ownership Reporting Compliance

Reference 3 - 0,01% Coverage

Corporate Governance - Governance Guidelines and Codes of Conduct

Reference 4 - 0,01% Coverage

Audit Committee

<Internals\\Annual Reports\\American Companies\\Kraft\\2013\\Annual Report 2013> - § 11 references
coded  [0,04% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage

code of ethics

Reference 3 - 0,01% Coverage

code of ethics

Reference 4 - 0,01% Coverage

available

Reference 5 - 0,01% Coverage



code of ethics

Reference 6 - 0,01% Coverage

NASDAQ rules

Reference 7 - 0,01% Coverage

Corporate Governance

Reference 8 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

Reference 9 - 0,01% Coverage

Corporate Governance

Reference 10 - 0,01% Coverage

Governance Guidelines and Codes of Conduct

Reference 11 - 0,01% Coverage

Audit Committee

<Internals\\Annual Reports\\American Companies\\The Walt Disney Company\\2011\\Annual Report
2011> - § 6 references coded  [0,02% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage

Section 16(a) compliance

Reference 3 - 0,01% Coverage

the Audit Committee

Reference 4 - 0,01% Coverage

code of ethics

Reference 5 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

Reference 6 - 0,01% Coverage

Corporate Governance Guidelines and Code of Ethics

<Internals\\Annual Reports\\American Companies\\The Walt Disney Company\\2012\\Annual Report
2012> - § 6 references coded  [0,02% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage



compliance

Reference 3 - 0,01% Coverage

Audit Committee

Reference 4 - 0,01% Coverage

code of ethics

Reference 5 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

Reference 6 - 0,01% Coverage

Corporate Governance Guidelines and Code of Ethics

<Internals\\Annual Reports\\American Companies\\The Walt Disney Company\\2013\\Annual Report
2013> - § 5 references coded  [0,01% Coverage]

Reference 1 - 0,01% Coverage

Corporate Governance

Reference 2 - 0,01% Coverage

compliance

Reference 3 - 0,01% Coverage

Audit Committee

Reference 4 - 0,01% Coverage

code of ethics

Reference 5 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

<Internals\\Annual Reports\\American Companies\\UPS\\2011\\Annual Report 2011> - § 83 references
coded  [0,14% Coverage]

Reference 1 - 0,01% Coverage

Sustainability

Reference 2 - 0,01% Coverage

corporate responsibility strategies

Reference 3 - 0,01% Coverage

pursue

Reference 4 - 0,01% Coverage

interest



Reference 5 - 0,01% Coverage

increase

Reference 6 - 0,01% Coverage

vitality

Reference 7 - 0,01% Coverage

environmental sustainability

Reference 8 - 0,01% Coverage

highly efficient

Reference 9 - 0,01% Coverage

benefits

Reference 10 - 0,01% Coverage

business practices

Reference 11 - 0,01% Coverage

enabling

Reference 12 - 0,01% Coverage

service offerings

Reference 13 - 0,01% Coverage

help

Reference 14 - 0,01% Coverage

Sustainability highlights

Reference 15 - 0,01% Coverage

1st

Reference 16 - 0,01% Coverage

Social Responsibility

Reference 17 - 0,01% Coverage

Fortune Magazine’s

Reference 18 - 0,01% Coverage

World’s Most Admired

Reference 19 - 0,01% Coverage

Corporate Responsibility’s

Reference 20 - 0,01% Coverage



100 Best Corporate Citizens

Reference 21 - 0,01% Coverage

The Best Corporate Citizens in Government Contracting

Reference 22 - 0,01% Coverage

Recognized

Reference 23 - 0,01% Coverage

World’s Most Ethical Companies

Reference 24 - 0,01% Coverage

Best Global Brands

Reference 25 - 0,01% Coverage

Top 100

Reference 26 - 0,01% Coverage

Recognized

Reference 27 - 0,01% Coverage

Dow Jones Sustainability Index

Reference 28 - 0,01% Coverage

America’s Top Organizations for Multicultural Business Opportunities

Reference 29 - 0,01% Coverage

DiversityBusiness.com

Reference 30 - 0,01% Coverage

Achieved

Reference 31 - 0,01% Coverage

Carbon Disclosure Project

Reference 32 - 0,01% Coverage

Carbon Disclosure Leadership Index

Reference 33 - 0,01% Coverage

highest

Reference 34 - 0,01% Coverage

Recognized

Reference 35 - 0,01% Coverage



ClimateCounts.org

Reference 36 - 0,01% Coverage

best

Reference 37 - 0,01% Coverage

Sustainability

Reference 38 - 0,01% Coverage

strong

Reference 39 - 0,01% Coverage

vital

Reference 40 - 0,01% Coverage

success

Reference 41 - 0,01% Coverage

philanthropy

Reference 42 - 0,01% Coverage

volunteer time

Reference 43 - 0,01% Coverage

talents

Reference 44 - 0,01% Coverage

helps

Reference 45 - 0,01% Coverage

positive

Reference 46 - 0,01% Coverage

change

Reference 47 - 0,01% Coverage

corporate citizenship efforts

Reference 48 - 0,01% Coverage

non-profits

Reference 49 - 0,01% Coverage

received

Reference 50 - 0,01% Coverage

volunteer service



Reference 51 - 0,01% Coverage

participating

Reference 52 - 0,01% Coverage

Neighbor-to-Neighbor program

Reference 53 - 0,01% Coverage

The UPS Foundation

Reference 54 - 0,01% Coverage

charitable

Reference 55 - 0,01% Coverage

donations

Reference 56 - 0,01% Coverage

focus areas

Reference 57 - 0,01% Coverage

community safety

Reference 58 - 0,01% Coverage

environmental sustainability

Reference 59 - 0,01% Coverage

diversity

Reference 60 - 0,01% Coverage

volunteerism

Reference 61 - 0,01% Coverage

United Way donations

Reference 62 - 0,01% Coverage

donations

Reference 63 - 0,01% Coverage

United Way

Reference 64 - 0,01% Coverage

continued to

Reference 65 - 0,01% Coverage

help



Reference 66 - 0,01% Coverage

save lives

Reference 67 - 0,01% Coverage

UPS Humanitarian Relief program

Reference 68 - 0,01% Coverage

expertise

Reference 69 - 0,01% Coverage

resources

Reference 70 - 0,01% Coverage

aid

Reference 71 - 0,01% Coverage

participated

Reference 72 - 0,01% Coverage

UPS Road Code

Reference 73 - 0,01% Coverage

safety program

Reference 74 - 0,01% Coverage

instructors

Reference 75 - 0,01% Coverage

share

Reference 76 - 0,01% Coverage

safety tips

Reference 77 - 0,01% Coverage

safe

Reference 78 - 0,01% Coverage

Corporate Governance

Reference 79 - 0,01% Coverage

Audit Committee

Reference 80 - 0,01% Coverage

Audit Committee

Reference 81 - 0,01% Coverage



Code of Business Conduct

Reference 82 - 0,01% Coverage

compliance with

Reference 83 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

<Internals\\Annual Reports\\American Companies\\UPS\\2012\\Annual Report 2012> - § 100
references coded  [0,17% Coverage]

Reference 1 - 0,01% Coverage

Sustainability

Reference 2 - 0,01% Coverage

corporate responsibility strategies

Reference 3 - 0,01% Coverage

pursue

Reference 4 - 0,01% Coverage

interest

Reference 5 - 0,01% Coverage

increase

Reference 6 - 0,01% Coverage

vitality

Reference 7 - 0,01% Coverage

environmental sustainability

Reference 8 - 0,01% Coverage

highly efficient

Reference 9 - 0,01% Coverage

benefits

Reference 10 - 0,01% Coverage

ensuring

Reference 11 - 0,01% Coverage

strong

Reference 12 - 0,01% Coverage

efficient



Reference 13 - 0,01% Coverage

enabling

Reference 14 - 0,01% Coverage

carbon efficiency

Reference 15 - 0,01% Coverage

reduce

Reference 16 - 0,01% Coverage

pursue

Reference 17 - 0,01% Coverage

sustainable

Reference 18 - 0,01% Coverage

efficiency

Reference 19 - 0,01% Coverage

advances

Reference 20 - 0,01% Coverage

engineering projects

Reference 21 - 0,01% Coverage

service offerings

Reference 22 - 0,01% Coverage

help

Reference 23 - 0,01% Coverage

non-profit

Reference 24 - 0,01% Coverage

Business for Social Responsibility

Reference 25 - 0,01% Coverage

BSR

Reference 26 - 0,01% Coverage

develop

Reference 27 - 0,01% Coverage

aid



Reference 28 - 0,01% Coverage

prioritizing

Reference 29 - 0,01% Coverage

sustainability strategy

Reference 30 - 0,01% Coverage

available

Reference 31 - 0,01% Coverage

UPS Corporate Sustainability Report

Reference 32 - 0,01% Coverage

Sustainability highlights

Reference 33 - 0,01% Coverage

1st

Reference 34 - 0,01% Coverage

Fortune Magazine’s

Reference 35 - 0,01% Coverage

World’s Most Admired

Reference 36 - 0,01% Coverage

Corporate Responsibility’s

Reference 37 - 0,01% Coverage

100 Best Corporate Citizens

Reference 38 - 0,01% Coverage

The Best Corporate Citizens in Government Contracting

Reference 39 - 0,01% Coverage

Recognized

Reference 40 - 0,01% Coverage

World’s Most Ethical Companies

Reference 41 - 0,01% Coverage

Best Global Brands

Reference 42 - 0,01% Coverage

Top 100

Reference 43 - 0,01% Coverage



Recognized

Reference 44 - 0,01% Coverage

Dow Jones Sustainability Index

Reference 45 - 0,01% Coverage

America’s Top Organizations for Multicultural Business Opportunities

Reference 46 - 0,01% Coverage

DiversityBusiness.com

Reference 47 - 0,01% Coverage

Achieved

Reference 48 - 0,01% Coverage

Carbon Disclosure Project

Reference 49 - 0,01% Coverage

Carbon Disclosure Leadership Index

Reference 50 - 0,01% Coverage

highest

Reference 51 - 0,01% Coverage

Recognized

Reference 52 - 0,01% Coverage

ClimateCounts.org

Reference 53 - 0,01% Coverage

best

Reference 54 - 0,01% Coverage

Sustainability

Reference 55 - 0,01% Coverage

strong

Reference 56 - 0,01% Coverage

vital

Reference 57 - 0,01% Coverage

success

Reference 58 - 0,01% Coverage



philanthropy

Reference 59 - 0,01% Coverage

volunteer time

Reference 60 - 0,01% Coverage

talents

Reference 61 - 0,01% Coverage

helps

Reference 62 - 0,01% Coverage

positive

Reference 63 - 0,01% Coverage

corporate citizenship efforts

Reference 64 - 0,01% Coverage

non-profits

Reference 65 - 0,01% Coverage

volunteer service

Reference 66 - 0,01% Coverage

participating

Reference 67 - 0,01% Coverage

Neighbor-to-Neighbor program

Reference 68 - 0,01% Coverage

The UPS Foundation

Reference 69 - 0,01% Coverage

charitable

Reference 70 - 0,01% Coverage

donations

Reference 71 - 0,01% Coverage

focus areas

Reference 72 - 0,01% Coverage

community safety

Reference 73 - 0,01% Coverage

environmental sustainability



Reference 74 - 0,01% Coverage

diversity

Reference 75 - 0,01% Coverage

volunteerism

Reference 76 - 0,01% Coverage

contributed

Reference 77 - 0,01% Coverage

United Way

Reference 78 - 0,01% Coverage

corporate contribution

Reference 79 - 0,01% Coverage

campaign

Reference 80 - 0,01% Coverage

pledged

Reference 81 - 0,01% Coverage

continued to

Reference 82 - 0,01% Coverage

help

Reference 83 - 0,01% Coverage

save lives

Reference 84 - 0,01% Coverage

UPS Humanitarian Relief program

Reference 85 - 0,01% Coverage

providing

Reference 86 - 0,01% Coverage

expertise

Reference 87 - 0,01% Coverage

resources

Reference 88 - 0,01% Coverage

aid



Reference 89 - 0,01% Coverage

participated

Reference 90 - 0,01% Coverage

UPS Road Code

Reference 91 - 0,01% Coverage

safety program

Reference 92 - 0,01% Coverage

instructors

Reference 93 - 0,01% Coverage

safety tips

Reference 94 - 0,01% Coverage

safe

Reference 95 - 0,01% Coverage

Corporate Governance

Reference 96 - 0,01% Coverage

Audit Committee

Reference 97 - 0,01% Coverage

Audit Committee

Reference 98 - 0,01% Coverage

Code of Business Conduct

Reference 99 - 0,01% Coverage

compliance with

Reference 100 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

<Internals\\Annual Reports\\American Companies\\UPS\\2013\\Annual Report 2013> - § 116
references coded  [0,19% Coverage]

Reference 1 - 0,01% Coverage

Sustainability

Reference 2 - 0,01% Coverage

corporate responsibility strategies

Reference 3 - 0,01% Coverage



pursue

Reference 4 - 0,01% Coverage

interest

Reference 5 - 0,01% Coverage

increase

Reference 6 - 0,01% Coverage

vitality

Reference 7 - 0,01% Coverage

environmental sustainability

Reference 8 - 0,01% Coverage

highly efficient

Reference 9 - 0,01% Coverage

benefits

Reference 10 - 0,01% Coverage

ensuring

Reference 11 - 0,01% Coverage

strong

Reference 12 - 0,01% Coverage

efficient

Reference 13 - 0,01% Coverage

enabling

Reference 14 - 0,01% Coverage

carbon efficiency

Reference 15 - 0,01% Coverage

reduce

Reference 16 - 0,01% Coverage

pursue

Reference 17 - 0,01% Coverage

sustainable

Reference 18 - 0,01% Coverage

efficiency



Reference 19 - 0,01% Coverage

engineering projects

Reference 20 - 0,01% Coverage

service offerings

Reference 21 - 0,01% Coverage

help

Reference 22 - 0,01% Coverage

corporate materiality assessment

Reference 23 - 0,01% Coverage

non-profit

Reference 24 - 0,01% Coverage

Business for Social Responsibility

Reference 25 - 0,01% Coverage

BSR

Reference 26 - 0,01% Coverage

aid

Reference 27 - 0,01% Coverage

prioritizing

Reference 28 - 0,01% Coverage

sustainability strategy

Reference 29 - 0,01% Coverage

Sustainability highlights

Reference 30 - 0,01% Coverage

Recognized

Reference 31 - 0,01% Coverage

Fortune Magazine

Reference 32 - 0,01% Coverage

World’s Most Admired

Reference 33 - 0,01% Coverage

Corporate Responsibility’s



Reference 34 - 0,01% Coverage

100 Best Corporate Citizens

Reference 35 - 0,01% Coverage

Recognized

Reference 36 - 0,01% Coverage

World’s Most Ethical Companies

Reference 37 - 0,01% Coverage

Best Global Brands

Reference 38 - 0,01% Coverage

Top 100

Reference 39 - 0,01% Coverage

Recognized

Reference 40 - 0,01% Coverage

Dow Jones Sustainability North America Index

Reference 41 - 0,01% Coverage

Dow Jones Sustainability World Index

Reference 42 - 0,01% Coverage

Recognized

Reference 43 - 0,01% Coverage

NASDAQ OMX

Reference 44 - 0,01% Coverage

STOXX NASDAQ OMX Global Sustainability Index

Reference 45 - 0,01% Coverage

America’s Top Organizations for Multicultural Business Opportunities

Reference 46 - 0,01% Coverage

DiversityBusiness.com

Reference 47 - 0,01% Coverage

Achieved

Reference 48 - 0,01% Coverage

Carbon Disclosure Project

Reference 49 - 0,01% Coverage



available

Reference 50 - 0,01% Coverage

UPS Corporate Sustainability Report

Reference 51 - 0,01% Coverage

Sustainability

Reference 52 - 0,01% Coverage

strong

Reference 53 - 0,01% Coverage

vital

Reference 54 - 0,01% Coverage

success

Reference 55 - 0,01% Coverage

philanthropy

Reference 56 - 0,01% Coverage

volunteer time

Reference 57 - 0,01% Coverage

talents

Reference 58 - 0,01% Coverage

helps

Reference 59 - 0,01% Coverage

positive

Reference 60 - 0,01% Coverage

corporate citizenship efforts

Reference 61 - 0,01% Coverage

non-profits

Reference 62 - 0,01% Coverage

volunteer service

Reference 63 - 0,01% Coverage

participating

Reference 64 - 0,01% Coverage



Neighbor-to-Neighbor program

Reference 65 - 0,01% Coverage

The UPS Foundation

Reference 66 - 0,01% Coverage

corporate citizenship efforts

Reference 67 - 0,01% Coverage

donations

Reference 68 - 0,01% Coverage

focus areas

Reference 69 - 0,01% Coverage

community safety

Reference 70 - 0,01% Coverage

environmental sustainability

Reference 71 - 0,01% Coverage

diversity

Reference 72 - 0,01% Coverage

volunteerism

Reference 73 - 0,01% Coverage

contributed

Reference 74 - 0,01% Coverage

United Way

Reference 75 - 0,01% Coverage

corporate contribution

Reference 76 - 0,01% Coverage

The UPS Foundation

Reference 77 - 0,01% Coverage

opportunity

Reference 78 - 0,01% Coverage

support

Reference 79 - 0,01% Coverage

support



Reference 80 - 0,01% Coverage

clean water

Reference 81 - 0,01% Coverage

reduce

Reference 82 - 0,01% Coverage

help

Reference 83 - 0,01% Coverage

sustain

Reference 84 - 0,01% Coverage

planting of trees

Reference 85 - 0,01% Coverage

The UPS Global Tree Planting initiative

Reference 86 - 0,01% Coverage

signature program

Reference 87 - 0,01% Coverage

The UPS Foundation’s Environmental Focus area

Reference 88 - 0,01% Coverage

supported

Reference 89 - 0,01% Coverage

continued to

Reference 90 - 0,01% Coverage

aid

Reference 91 - 0,01% Coverage

UPS Humanitarian Relief program

Reference 92 - 0,01% Coverage

expertise

Reference 93 - 0,01% Coverage

skilled

Reference 94 - 0,01% Coverage

volunteers



Reference 95 - 0,01% Coverage

support

Reference 96 - 0,01% Coverage

coordinated

Reference 97 - 0,01% Coverage

humanitarian

Reference 98 - 0,01% Coverage

relief shipments

Reference 99 - 0,01% Coverage

funding

Reference 100 - 0,01% Coverage

logistics support

Reference 101 - 0,01% Coverage

strengthen

Reference 102 - 0,01% Coverage

long-term

Reference 103 - 0,01% Coverage

recovery

Reference 104 - 0,01% Coverage

efforts

Reference 105 - 0,01% Coverage

participated

Reference 106 - 0,01% Coverage

UPS Road Code

Reference 107 - 0,01% Coverage

safety program

Reference 108 - 0,01% Coverage

instructors

Reference 109 - 0,01% Coverage

safety tips

Reference 110 - 0,01% Coverage



safe

Reference 111 - 0,01% Coverage

Corporate Governance

Reference 112 - 0,01% Coverage

Audit Committee

Reference 113 - 0,01% Coverage

Audit Committee

Reference 114 - 0,01% Coverage

Code of Business Conduct

Reference 115 - 0,01% Coverage

compliance with

Reference 116 - 0,01% Coverage

Section 16(a) Beneficial Ownership Reporting Compliance

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2011\\Annual Report 2011> - § 77
references coded  [0,23% Coverage]

Reference 1 - 0,01% Coverage

Corporate governance

Reference 2 - 0,01% Coverage

Corporate governance

Reference 3 - 0,01% Coverage

activities

Reference 4 - 0,01% Coverage

RECOMMENDATIONS

Reference 5 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 6 - 0,01% Coverage

Recommendations for good corpo- rate governance

Reference 7 - 0,01% Coverage

Section 107b of the Danish Financial Statements Act

Reference 8 - 0,01% Coverage

recommendation



Reference 9 - 0,01% Coverage

diversity

Reference 10 - 0,01% Coverage

corporate governance

Reference 11 - 0,01% Coverage

Recommendations for corporate gov- ernance

Reference 12 - 0,01% Coverage

Remuneration Committee

Reference 13 - 0,01% Coverage

Audit Committee

Reference 14 - 0,01% Coverage

Internal Audit

Reference 15 - 0,01% Coverage

Sustainability

Reference 16 - 0,01% Coverage

vision

Reference 17 - 0,01% Coverage

sustainability

Reference 18 - 0,01% Coverage

responsible

Reference 19 - 0,01% Coverage

balancing

Reference 20 - 0,01% Coverage

social and environmental concerns

Reference 21 - 0,01% Coverage

benefit

Reference 22 - 0,01% Coverage

the United Nations Global Com- pact LEAD programme

Reference 23 - 0,01% Coverage

support



Reference 24 - 0,01% Coverage

efforts

Reference 25 - 0,01% Coverage

achieve

Reference 26 - 0,01% Coverage

higher levels

Reference 27 - 0,01% Coverage

corporate sustainability performance

Reference 28 - 0,01% Coverage

SAFETY

Reference 29 - 0,01% Coverage

safety

Reference 30 - 0,01% Coverage

security

Reference 31 - 0,01% Coverage

top priority

Reference 32 - 0,01% Coverage

safety strategy

Reference 33 - 0,01% Coverage

focus areas

Reference 34 - 0,01% Coverage

better practices

Reference 35 - 0,01% Coverage

improve

Reference 36 - 0,01% Coverage

safety standards

Reference 37 - 0,01% Coverage

agreed on

Reference 38 - 0,01% Coverage

climate change position

Reference 39 - 0,01% Coverage



strategy

Reference 40 - 0,01% Coverage

target

Reference 41 - 0,01% Coverage

limit

Reference 42 - 0,01% Coverage

strategy

Reference 43 - 0,01% Coverage

approach

Reference 44 - 0,01% Coverage

reducing

Reference 45 - 0,01% Coverage

target

Reference 46 - 0,01% Coverage

reduce

Reference 47 - 0,01% Coverage

FOCUS

Reference 48 - 0,01% Coverage

HUMAN RIGHTS

Reference 49 - 0,01% Coverage

Human rights

Reference 50 - 0,01% Coverage

programmes

Reference 51 - 0,01% Coverage

responsible

Reference 52 - 0,01% Coverage

global labour principles

Reference 53 - 0,01% Coverage

health

Reference 54 - 0,01% Coverage



safety.

Reference 55 - 0,01% Coverage

the UN Guiding Principles on Human Rights

Reference 56 - 0,01% Coverage

international stand- ard

Reference 57 - 0,01% Coverage

expectations

Reference 58 - 0,01% Coverage

action plan

Reference 59 - 0,01% Coverage

adherence to

Reference 60 - 0,01% Coverage

the Guiding Principles

Reference 61 - 0,01% Coverage

safety

Reference 62 - 0,01% Coverage

security

Reference 63 - 0,01% Coverage

top priority

Reference 64 - 0,01% Coverage

TRANSPARENCY

Reference 65 - 0,01% Coverage

INITIATIVE

Reference 66 - 0,01% Coverage

supporter

Reference 67 - 0,01% Coverage

Extractive Industries Transparency Initiative (EITI)

Reference 68 - 0,01% Coverage

EITI

Reference 69 - 0,01% Coverage

framework



Reference 70 - 0,01% Coverage

promotes

Reference 71 - 0,01% Coverage

environmental and social responsi- bility

Reference 72 - 0,01% Coverage

Sustainability Report

Reference 73 - 0,01% Coverage

comprehensive

Reference 74 - 0,01% Coverage

sustainability performance

Reference 75 - 0,01% Coverage

complies with

Reference 76 - 0,01% Coverage

the Danish Financial Statements Act

Reference 77 - 0,01% Coverage

corporate social responsibility reporting

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2012\\Annual Report 2012> - § 26
references coded  [0,07% Coverage]

Reference 1 - 0,01% Coverage

Protecting

Reference 2 - 0,01% Coverage

Minimising

Reference 3 - 0,01% Coverage

inclusion

Reference 4 - 0,01% Coverage

aspiration

Reference 5 - 0,01% Coverage

anti-corruption training programme

Reference 6 - 0,01% Coverage

Corporate governance

Reference 7 - 0,01% Coverage



Corporate governance

Reference 8 - 0,01% Coverage

continuously

Reference 9 - 0,01% Coverage

activities

Reference 10 - 0,01% Coverage

RECOMMENDATIONS

Reference 11 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 12 - 0,01% Coverage

observe

Reference 13 - 0,01% Coverage

Recommendations for corporate governance

Reference 14 - 0,01% Coverage

the Rules for issuers of shares

Reference 15 - 0,01% Coverage

Section 107b of the Danish Financial Statements Act

Reference 16 - 0,01% Coverage

corporate governance

Reference 17 - 0,01% Coverage

Recommendations for corporate governance

Reference 18 - 0,01% Coverage

internal control

Reference 19 - 0,01% Coverage

risk management systems

Reference 20 - 0,01% Coverage

two-tier management structure

Reference 21 - 0,01% Coverage

ensures

Reference 22 - 0,01% Coverage



proper

Reference 23 - 0,01% Coverage

strategy

Reference 24 - 0,01% Coverage

Remuneration Committee

Reference 25 - 0,01% Coverage

Audit Committee

Reference 26 - 0,01% Coverage

Internal Audit

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2013\\Annual Report 2013> - § 26
references coded  [0,08% Coverage]

Reference 1 - 0,01% Coverage

commitment

Reference 2 - 0,01% Coverage

safety

Reference 3 - 0,01% Coverage

sustainability

Reference 4 - 0,01% Coverage

Corporate governance

Reference 5 - 0,01% Coverage

Corporate governance

Reference 6 - 0,01% Coverage

continuously

Reference 7 - 0,01% Coverage

activities

Reference 8 - 0,01% Coverage

RECOMMENDATIONS

Reference 9 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 10 - 0,01% Coverage

comply with



Reference 11 - 0,01% Coverage

Rec- ommendations for Corporate Governance

Reference 12 - 0,01% Coverage

the Rules for issuers of shares

Reference 13 - 0,01% Coverage

Section 107b of the Danish Financial Statements Act

Reference 14 - 0,01% Coverage

corporate governance

Reference 15 - 0,01% Coverage

recommendations

Reference 16 - 0,01% Coverage

Recommendations for Corporate Governance

Reference 17 - 0,01% Coverage

internal control

Reference 18 - 0,01% Coverage

risk management systems

Reference 19 - 0,01% Coverage

two-tier management structure

Reference 20 - 0,01% Coverage

ensures

Reference 21 - 0,01% Coverage

proper

Reference 22 - 0,01% Coverage

strategy

Reference 23 - 0,01% Coverage

risk policies

Reference 24 - 0,01% Coverage

Remuneration Committee

Reference 25 - 0,01% Coverage

Audit Committee

Reference 26 - 0,01% Coverage



Internal Audit

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2011\\Annual Report 2011> - § 696
references coded  [0,87% Coverage]

Reference 1 - 0,01% Coverage

committed

Reference 2 - 0,01% Coverage

responsible

Reference 3 - 0,01% Coverage

ac- knowledge

Reference 4 - 0,01% Coverage

importance

Reference 5 - 0,01% Coverage

integrating

Reference 6 - 0,01% Coverage

corporate social responsibility

Reference 7 - 0,01% Coverage

create

Reference 8 - 0,01% Coverage

effi ciency opportunities

Reference 9 - 0,01% Coverage

positive

Reference 10 - 0,01% Coverage

impact

Reference 11 - 0,01% Coverage

innovative

Reference 12 - 0,01% Coverage

committed

Reference 13 - 0,01% Coverage

targets

Reference 14 - 0,01% Coverage

CSR areas



Reference 15 - 0,01% Coverage

achieved

Reference 16 - 0,01% Coverage

good

Reference 17 - 0,01% Coverage

progress

Reference 18 - 0,01% Coverage

reaching

Reference 19 - 0,01% Coverage

targets

Reference 20 - 0,01% Coverage

CSR areas

Reference 21 - 0,01% Coverage

aiming

Reference 22 - 0,01% Coverage

good

Reference 23 - 0,01% Coverage

performance

Reference 24 - 0,01% Coverage

increase

Reference 25 - 0,01% Coverage

efforts

Reference 26 - 0,01% Coverage

concentrated

Reference 27 - 0,01% Coverage

CSR polices

Reference 28 - 0,01% Coverage

sustainability

Reference 29 - 0,01% Coverage

develop



Reference 30 - 0,01% Coverage

priorities

Reference 31 - 0,01% Coverage

CSR efforts

Reference 32 - 0,01% Coverage

going forward

Reference 33 - 0,01% Coverage

CSR performance

Reference 34 - 0,01% Coverage

targets

Reference 35 - 0,01% Coverage

environ- mental achievements

Reference 36 - 0,01% Coverage

top 5

Reference 37 - 0,01% Coverage

environmental management

Reference 38 - 0,01% Coverage

CSR reporting

Reference 39 - 0,01% Coverage

continued

Reference 40 - 0,01% Coverage

improve

Reference 41 - 0,01% Coverage

systems

Reference 42 - 0,01% Coverage

procedures

Reference 43 - 0,01% Coverage

CSR areas

Reference 44 - 0,01% Coverage

health & safety

Reference 45 - 0,01% Coverage



community engagement

Reference 46 - 0,01% Coverage

labour & human rights

Reference 47 - 0,01% Coverage

business ethics

Reference 48 - 0,01% Coverage

measure

Reference 49 - 0,01% Coverage

performance

Reference 50 - 0,01% Coverage

targets

Reference 51 - 0,01% Coverage

improvement

Reference 52 - 0,01% Coverage

environmental per- formance

Reference 53 - 0,01% Coverage

KPMG Sustainability

Reference 54 - 0,01% Coverage

safety indicators

Reference 55 - 0,01% Coverage

independent

Reference 56 - 0,01% Coverage

develop

Reference 57 - 0,01% Coverage

performance measurements

Reference 58 - 0,01% Coverage

CSR areas

Reference 59 - 0,01% Coverage

progress

Reference 60 - 0,01% Coverage



improve

Reference 61 - 0,01% Coverage

performance

Reference 62 - 0,01% Coverage

Reducing

Reference 63 - 0,01% Coverage

ambitious

Reference 64 - 0,01% Coverage

targets

Reference 65 - 0,01% Coverage

improving

Reference 66 - 0,01% Coverage

effi ciency

Reference 67 - 0,01% Coverage

Group- wide Lean Utilities programme

Reference 68 - 0,01% Coverage

reduce

Reference 69 - 0,01% Coverage

signifi cant

Reference 70 - 0,01% Coverage

improve- ments

Reference 71 - 0,01% Coverage

water and energy effi ciency

Reference 72 - 0,01% Coverage

result

Reference 73 - 0,01% Coverage

strong

Reference 74 - 0,01% Coverage

per- formance

Reference 75 - 0,01% Coverage

results



Reference 76 - 0,01% Coverage

well on track

Reference 77 - 0,01% Coverage

reach

Reference 78 - 0,01% Coverage

targets

Reference 79 - 0,01% Coverage

strong

Reference 80 - 0,01% Coverage

improvements

Reference 81 - 0,01% Coverage

revised

Reference 82 - 0,01% Coverage

targets

Reference 83 - 0,01% Coverage

Addressing

Reference 84 - 0,01% Coverage

risk assessment

Reference 85 - 0,01% Coverage

develop

Reference 86 - 0,01% Coverage

local action plans

Reference 87 - 0,01% Coverage

address

Reference 88 - 0,01% Coverage

focus

Reference 89 - 0,01% Coverage

water initiatives

Reference 90 - 0,01% Coverage

sustainable



Reference 91 - 0,01% Coverage

strategy

Reference 92 - 0,01% Coverage

committed to

Reference 93 - 0,01% Coverage

innovative

Reference 94 - 0,01% Coverage

strategic approach

Reference 95 - 0,01% Coverage

sustain- ability

Reference 96 - 0,01% Coverage

United Nations Global Compact (UNGC)

Reference 97 - 0,01% Coverage

the United Nations Global Compact

Reference 98 - 0,01% Coverage

strategic pol - icy initiative

Reference 99 - 0,01% Coverage

committed

Reference 100 - 0,01% Coverage

aligning

Reference 101 - 0,01% Coverage

10 universally accepted principles

Reference 102 - 0,01% Coverage

human rights

Reference 103 - 0,01% Coverage

anti-corruption

Reference 104 - 0,01% Coverage

progress

Reference 105 - 0,01% Coverage

implementing

Reference 106 - 0,01% Coverage



UNGC principles

Reference 107 - 0,01% Coverage

commitment

Reference 108 - 0,01% Coverage

contributing to

Reference 109 - 0,01% Coverage

endorses

Reference 110 - 0,01% Coverage

CEO Water Mandate

Reference 111 - 0,01% Coverage

initiative

Reference 112 - 0,01% Coverage

the UN Global Compact

Reference 113 - 0,01% Coverage

seeks to

Reference 114 - 0,01% Coverage

advance

Reference 115 - 0,01% Coverage

sustainable

Reference 116 - 0,01% Coverage

corp- orate water management

Reference 117 - 0,01% Coverage

the CEO Water Mandate

Reference 118 - 0,01% Coverage

step

Reference 119 - 0,01% Coverage

development

Reference 120 - 0,01% Coverage

life cycle analysis (LCA) tool

Reference 121 - 0,01% Coverage



enabling

Reference 122 - 0,01% Coverage

evaluate

Reference 123 - 0,01% Coverage

approach

Reference 124 - 0,01% Coverage

sustainability

Reference 125 - 0,01% Coverage

initiated

Reference 126 - 0,01% Coverage

pilot project

Reference 127 - 0,01% Coverage

initiative

Reference 128 - 0,01% Coverage

seeking to

Reference 129 - 0,01% Coverage

dialogue

Reference 130 - 0,01% Coverage

sustainability

Reference 131 - 0,01% Coverage

Promoting

Reference 132 - 0,01% Coverage

responsible

Reference 133 - 0,01% Coverage

enjoy

Reference 134 - 0,01% Coverage

moderation

Reference 135 - 0,01% Coverage

healthy

Reference 136 - 0,01% Coverage

responsible



Reference 137 - 0,01% Coverage

committed

Reference 138 - 0,01% Coverage

fi ghting

Reference 139 - 0,01% Coverage

promot- ing

Reference 140 - 0,01% Coverage

responsible

Reference 141 - 0,01% Coverage

important

Reference 142 - 0,01% Coverage

protecting

Reference 143 - 0,01% Coverage

actively

Reference 144 - 0,01% Coverage

involved

Reference 145 - 0,01% Coverage

initiatives

Reference 146 - 0,01% Coverage

education

Reference 147 - 0,01% Coverage

responsible

Reference 148 - 0,01% Coverage

Engaging

Reference 149 - 0,01% Coverage

optimising

Reference 150 - 0,01% Coverage

reach

Reference 151 - 0,01% Coverage

impact



Reference 152 - 0,01% Coverage

responsible

Reference 153 - 0,01% Coverage

initiatives

Reference 154 - 0,01% Coverage

responsible

Reference 155 - 0,01% Coverage

initiatives

Reference 156 - 0,01% Coverage

prevent

Reference 157 - 0,01% Coverage

engagement

Reference 158 - 0,01% Coverage

responsible

Reference 159 - 0,01% Coverage

ambassadors

Reference 160 - 0,01% Coverage

educational

Reference 161 - 0,01% Coverage

objective

Reference 162 - 0,01% Coverage

combating

Reference 163 - 0,01% Coverage

promot- ing

Reference 164 - 0,01% Coverage

responsible

Reference 165 - 0,01% Coverage

expanded

Reference 166 - 0,01% Coverage

initiatives

Reference 167 - 0,01% Coverage



started up

Reference 168 - 0,01% Coverage

programme

Reference 169 - 0,01% Coverage

aim

Reference 170 - 0,01% Coverage

training

Reference 171 - 0,01% Coverage

promoting

Reference 172 - 0,01% Coverage

respon- sible

Reference 173 - 0,01% Coverage

serving as advocates

Reference 174 - 0,01% Coverage

appreciated

Reference 175 - 0,01% Coverage

in moderation

Reference 176 - 0,01% Coverage

engaging

Reference 177 - 0,01% Coverage

collaborates

Reference 178 - 0,01% Coverage

Initiatives

Reference 179 - 0,01% Coverage

development

Reference 180 - 0,01% Coverage

vol- untary

Reference 181 - 0,01% Coverage

self-regulation

Reference 182 - 0,01% Coverage



initiatives

Reference 183 - 0,01% Coverage

engagement

Reference 184 - 0,01% Coverage

support

Reference 185 - 0,01% Coverage

achieving

Reference 186 - 0,01% Coverage

objectives

Reference 187 - 0,01% Coverage

reducing

Reference 188 - 0,01% Coverage

Looking ahead

Reference 189 - 0,01% Coverage

committed to

Reference 190 - 0,01% Coverage

ambition

Reference 191 - 0,01% Coverage

responsibly

Reference 192 - 0,01% Coverage

prioritised

Reference 193 - 0,01% Coverage

CSR initiatives

Reference 194 - 0,01% Coverage

supported

Reference 195 - 0,01% Coverage

strong

Reference 196 - 0,01% Coverage

positive

Reference 197 - 0,01% Coverage

focus



Reference 198 - 0,01% Coverage

efforts

Reference 199 - 0,01% Coverage

opportunities

Reference 200 - 0,01% Coverage

Key priorities

Reference 201 - 0,01% Coverage

promoting

Reference 202 - 0,01% Coverage

responsible

Reference 203 - 0,01% Coverage

sustainable

Reference 204 - 0,01% Coverage

implemen- tation

Reference 205 - 0,01% Coverage

training

Reference 206 - 0,01% Coverage

the LCA tool

Reference 207 - 0,01% Coverage

Corporate social responsibility

Reference 208 - 0,01% Coverage

expertise

Reference 209 - 0,01% Coverage

signifi cant

Reference 210 - 0,01% Coverage

opportunities

Reference 211 - 0,01% Coverage

continuously

Reference 212 - 0,01% Coverage

improve



Reference 213 - 0,01% Coverage

development

Reference 214 - 0,01% Coverage

solutions

Reference 215 - 0,01% Coverage

alternative

Reference 216 - 0,01% Coverage

activities

Reference 217 - 0,01% Coverage

collaborations

Reference 218 - 0,01% Coverage

CSR activities

Reference 219 - 0,01% Coverage

aim

Reference 220 - 0,01% Coverage

ensure

Reference 221 - 0,01% Coverage

CSR standards

Reference 222 - 0,01% Coverage

reduce

Reference 223 - 0,01% Coverage

Responsible

Reference 224 - 0,01% Coverage

Pro- gramme

Reference 225 - 0,01% Coverage

increase

Reference 226 - 0,01% Coverage

the Carlsberg Group Supplier and Licencee Code of Conduct

Reference 227 - 0,01% Coverage

activities

Reference 228 - 0,01% Coverage



Increasing

Reference 229 - 0,01% Coverage

improving

Reference 230 - 0,01% Coverage

reducing

Reference 231 - 0,01% Coverage

AIM- Progress

Reference 232 - 0,01% Coverage

enable

Reference 233 - 0,01% Coverage

promote

Reference 234 - 0,01% Coverage

responsible

Reference 235 - 0,01% Coverage

reducing

Reference 236 - 0,01% Coverage

collaborate

Reference 237 - 0,01% Coverage

reduce

Reference 238 - 0,01% Coverage

initiative

Reference 239 - 0,01% Coverage

reducing

Reference 240 - 0,01% Coverage

intend to

Reference 241 - 0,01% Coverage

develop

Reference 242 - 0,01% Coverage

aim

Reference 243 - 0,01% Coverage



reduc- ing

Reference 244 - 0,01% Coverage

CSR performance

Reference 245 - 0,01% Coverage

optimisation pro- grammes

Reference 246 - 0,01% Coverage

save

Reference 247 - 0,01% Coverage

reduce

Reference 248 - 0,01% Coverage

effi ciency

Reference 249 - 0,01% Coverage

require- ments

Reference 250 - 0,01% Coverage

enforced

Reference 251 - 0,01% Coverage

safe

Reference 252 - 0,01% Coverage

activities

Reference 253 - 0,01% Coverage

decreased

Reference 254 - 0,01% Coverage

Lean Utilities programme

Reference 255 - 0,01% Coverage

aimed at

Reference 256 - 0,01% Coverage

achieving

Reference 257 - 0,01% Coverage

energy and water effi ciencies

Reference 258 - 0,01% Coverage

continue to



Reference 259 - 0,01% Coverage

implement

Reference 260 - 0,01% Coverage

Lean Utilities pro- gramme

Reference 261 - 0,01% Coverage

focus

Reference 262 - 0,01% Coverage

continue

Reference 263 - 0,01% Coverage

efforts

Reference 264 - 0,01% Coverage

reach

Reference 265 - 0,01% Coverage

targets

Reference 266 - 0,01% Coverage

water and energy effi ciency

Reference 267 - 0,01% Coverage

ambitious

Reference 268 - 0,01% Coverage

targets

Reference 269 - 0,01% Coverage

reducing

Reference 270 - 0,01% Coverage

develop- ing

Reference 271 - 0,01% Coverage

local community initiatives

Reference 272 - 0,01% Coverage

Opportunities

Reference 273 - 0,01% Coverage

increasing



Reference 274 - 0,01% Coverage

renewable energy

Reference 275 - 0,01% Coverage

achieving

Reference 276 - 0,01% Coverage

resource and cost savings

Reference 277 - 0,01% Coverage

optimising

Reference 278 - 0,01% Coverage

effi cient

Reference 279 - 0,01% Coverage

alternative means

Reference 280 - 0,01% Coverage

improved

Reference 281 - 0,01% Coverage

improve

Reference 282 - 0,01% Coverage

activities

Reference 283 - 0,01% Coverage

tool

Reference 284 - 0,01% Coverage

CO2-neutral

Reference 285 - 0,01% Coverage

reductions

Reference 286 - 0,01% Coverage

continue to

Reference 287 - 0,01% Coverage

pursue

Reference 288 - 0,01% Coverage

op- portunities

Reference 289 - 0,01% Coverage



optimising

Reference 290 - 0,01% Coverage

develop

Reference 291 - 0,01% Coverage

initiatives

Reference 292 - 0,01% Coverage

optimise

Reference 293 - 0,01% Coverage

opportunities

Reference 294 - 0,01% Coverage

sustainability criteria

Reference 295 - 0,01% Coverage

Opportunities

Reference 296 - 0,01% Coverage

striving to

Reference 297 - 0,01% Coverage

philosophy

Reference 298 - 0,01% Coverage

focusing

Reference 299 - 0,01% Coverage

strongly

Reference 300 - 0,01% Coverage

training

Reference 301 - 0,01% Coverage

activities

Reference 302 - 0,01% Coverage

training programme

Reference 303 - 0,01% Coverage

Training

Reference 304 - 0,01% Coverage



Development

Reference 305 - 0,01% Coverage

introduction

Reference 306 - 0,01% Coverage

CSR guidelines

Reference 307 - 0,01% Coverage

focus

Reference 308 - 0,01% Coverage

developing

Reference 309 - 0,01% Coverage

guidelines

Reference 310 - 0,01% Coverage

Training

Reference 311 - 0,01% Coverage

focus

Reference 312 - 0,01% Coverage

developing

Reference 313 - 0,01% Coverage

initia- tives

Reference 314 - 0,01% Coverage

promote

Reference 315 - 0,01% Coverage

responsible

Reference 316 - 0,01% Coverage

improve

Reference 317 - 0,01% Coverage

CSR efforts

Reference 318 - 0,01% Coverage

reduce

Reference 319 - 0,01% Coverage

sup- port



Reference 320 - 0,01% Coverage

community activities

Reference 321 - 0,01% Coverage

activities

Reference 322 - 0,01% Coverage

activities

Reference 323 - 0,01% Coverage

promote

Reference 324 - 0,01% Coverage

responsible

Reference 325 - 0,01% Coverage

Collaborative

Reference 326 - 0,01% Coverage

projects

Reference 327 - 0,01% Coverage

aimed

Reference 328 - 0,01% Coverage

reducing

Reference 329 - 0,01% Coverage

increase

Reference 330 - 0,01% Coverage

reach

Reference 331 - 0,01% Coverage

responsible

Reference 332 - 0,01% Coverage

activities

Reference 333 - 0,01% Coverage

targeted

Reference 334 - 0,01% Coverage

increase



Reference 335 - 0,01% Coverage

cooperation

Reference 336 - 0,01% Coverage

CSR areas

Reference 337 - 0,01% Coverage

strive to

Reference 338 - 0,01% Coverage

ensure

Reference 339 - 0,01% Coverage

appropriate

Reference 340 - 0,01% Coverage

satisfactorily

Reference 341 - 0,01% Coverage

procedures

Reference 342 - 0,01% Coverage

ensure

Reference 343 - 0,01% Coverage

reliable

Reference 344 - 0,01% Coverage

the Danish Companies Act

Reference 345 - 0,01% Coverage

the Danish Financial Statements Act

Reference 346 - 0,01% Coverage

IFRS

Reference 347 - 0,01% Coverage

the Danish Securities Trading Act

Reference 348 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S’s rules for issuers of shares

Reference 349 - 0,01% Coverage

Recommendations

Reference 350 - 0,01% Coverage



corporate governance

Reference 351 - 0,01% Coverage

recommendations

Reference 352 - 0,01% Coverage

the Danish Committee on Corporate Governance

Reference 353 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S’s rules for issuers of shares

Reference 354 - 0,01% Coverage

recommendations

Reference 355 - 0,01% Coverage

recom- mendations

Reference 356 - 0,01% Coverage

the corpor- ate governance recommendations

Reference 357 - 0,01% Coverage

optimise

Reference 358 - 0,01% Coverage

implemented

Reference 359 - 0,01% Coverage

increased

Reference 360 - 0,01% Coverage

transparency

Reference 361 - 0,01% Coverage

compliant

Reference 362 - 0,01% Coverage

recommendations

Reference 363 - 0,01% Coverage

recommendations

Reference 364 - 0,01% Coverage

independent

Reference 365 - 0,01% Coverage



recom- mendations

Reference 366 - 0,01% Coverage

ensures

Reference 367 - 0,01% Coverage

ensures

Reference 368 - 0,01% Coverage

appropriate

Reference 369 - 0,01% Coverage

ensure

Reference 370 - 0,01% Coverage

well-considered

Reference 371 - 0,01% Coverage

recommendations

Reference 372 - 0,01% Coverage

the Committee on Corporate Governance

Reference 373 - 0,01% Coverage

recommendation

Reference 374 - 0,01% Coverage

aims

Reference 375 - 0,01% Coverage

opportunities

Reference 376 - 0,01% Coverage

dialogue

Reference 377 - 0,01% Coverage

continuously

Reference 378 - 0,01% Coverage

updated

Reference 379 - 0,01% Coverage

fulfi ls

Reference 380 - 0,01% Coverage

interests



Reference 381 - 0,01% Coverage

goal

Reference 382 - 0,01% Coverage

ensure

Reference 383 - 0,01% Coverage

supports

Reference 384 - 0,01% Coverage

long-term

Reference 385 - 0,01% Coverage

profi table

Reference 386 - 0,01% Coverage

growth

Reference 387 - 0,01% Coverage

value creation

Reference 388 - 0,01% Coverage

advantageous

Reference 389 - 0,01% Coverage

supports

Reference 390 - 0,01% Coverage

long-term

Reference 391 - 0,01% Coverage

development

Reference 392 - 0,01% Coverage

aims

Reference 393 - 0,01% Coverage

develop

Reference 394 - 0,01% Coverage

maintain

Reference 395 - 0,01% Coverage

good



Reference 396 - 0,01% Coverage

important

Reference 397 - 0,01% Coverage

development

Reference 398 - 0,01% Coverage

policies

Reference 399 - 0,01% Coverage

key areas

Reference 400 - 0,01% Coverage

business ethics

Reference 401 - 0,01% Coverage

responsibility to customers and society

Reference 402 - 0,01% Coverage

ensure

Reference 403 - 0,01% Coverage

compliance with

Reference 404 - 0,01% Coverage

policies

Reference 405 - 0,01% Coverage

procedures

Reference 406 - 0,01% Coverage

ensure

Reference 407 - 0,01% Coverage

available

Reference 408 - 0,01% Coverage

dialogue

Reference 409 - 0,01% Coverage

programme

Reference 410 - 0,01% Coverage

activities

Reference 411 - 0,01% Coverage



complies with

Reference 412 - 0,01% Coverage

the rules of NASDAQ OMX Copenhagen A/S

Reference 413 - 0,01% Coverage

available

Reference 414 - 0,01% Coverage

rights

Reference 415 - 0,01% Coverage

ensures

Reference 416 - 0,01% Coverage

diversity

Reference 417 - 0,01% Coverage

breadth

Reference 418 - 0,01% Coverage

ensure

Reference 419 - 0,01% Coverage

well- considered

Reference 420 - 0,01% Coverage

skills

Reference 421 - 0,01% Coverage

recommendation

Reference 422 - 0,01% Coverage

the Nomination Committee

Reference 423 - 0,01% Coverage

skills

Reference 424 - 0,01% Coverage

the Specifi cation of Competencies

Reference 425 - 0,01% Coverage

The Nomination Committee

Reference 426 - 0,01% Coverage



skills

Reference 427 - 0,01% Coverage

recommending

Reference 428 - 0,01% Coverage

competences

Reference 429 - 0,01% Coverage

recommending

Reference 430 - 0,01% Coverage

the Nomination Committee

Reference 431 - 0,01% Coverage

competences

Reference 432 - 0,01% Coverage

responsibility

Reference 433 - 0,01% Coverage

recommendations

Reference 434 - 0,01% Coverage

competences

Reference 435 - 0,01% Coverage

Diversity

Reference 436 - 0,01% Coverage

objectives

Reference 437 - 0,01% Coverage

diversity

Reference 438 - 0,01% Coverage

competences

Reference 439 - 0,01% Coverage

benefi ts

Reference 440 - 0,01% Coverage

diverse

Reference 441 - 0,01% Coverage

experience



Reference 442 - 0,01% Coverage

experience

Reference 443 - 0,01% Coverage

objectives

Reference 444 - 0,01% Coverage

experience

Reference 445 - 0,01% Coverage

experience

Reference 446 - 0,01% Coverage

aim

Reference 447 - 0,01% Coverage

increasing

Reference 448 - 0,01% Coverage

prepare

Reference 449 - 0,01% Coverage

implement

Reference 450 - 0,01% Coverage

action plans

Reference 451 - 0,01% Coverage

objectives

Reference 452 - 0,01% Coverage

experience

Reference 453 - 0,01% Coverage

experience

Reference 454 - 0,01% Coverage

initiated

Reference 455 - 0,01% Coverage

actions

Reference 456 - 0,01% Coverage

attract



Reference 457 - 0,01% Coverage

competent

Reference 458 - 0,01% Coverage

focus area

Reference 459 - 0,01% Coverage

ensure

Reference 460 - 0,01% Coverage

qualifi ed

Reference 461 - 0,01% Coverage

the Nomination Committee

Reference 462 - 0,01% Coverage

ensure

Reference 463 - 0,01% Coverage

goals

Reference 464 - 0,01% Coverage

strate- gies

Reference 465 - 0,01% Coverage

perform- ance

Reference 466 - 0,01% Coverage

profi tability

Reference 467 - 0,01% Coverage

strategy seminar

Reference 468 - 0,01% Coverage

strategy session

Reference 469 - 0,01% Coverage

Rules of Procedure

Reference 470 - 0,01% Coverage

strategy meeting

Reference 471 - 0,01% Coverage

strategy

Reference 472 - 0,01% Coverage



long-term

Reference 473 - 0,01% Coverage

obligations

Reference 474 - 0,01% Coverage

policies

Reference 475 - 0,01% Coverage

risk management

Reference 476 - 0,01% Coverage

Rules of Proce- dure

Reference 477 - 0,01% Coverage

Rules of Procedure

Reference 478 - 0,01% Coverage

accomplishments

Reference 479 - 0,01% Coverage

dialogue

Reference 480 - 0,01% Coverage

procedure

Reference 481 - 0,01% Coverage

recommendation

Reference 482 - 0,01% Coverage

Nomination Committee

Reference 483 - 0,01% Coverage

cooperation

Reference 484 - 0,01% Coverage

accomplishments

Reference 485 - 0,01% Coverage

content with

Reference 486 - 0,01% Coverage

expertise

Reference 487 - 0,01% Coverage



strengthened

Reference 488 - 0,01% Coverage

Nomination Committee

Reference 489 - 0,01% Coverage

introduction programme

Reference 490 - 0,01% Coverage

courses

Reference 491 - 0,01% Coverage

The Audit Committee

Reference 492 - 0,01% Coverage

Audit Committee

Reference 493 - 0,01% Coverage

independent

Reference 494 - 0,01% Coverage

expertise

Reference 495 - 0,01% Coverage

The Audit Committee

Reference 496 - 0,01% Coverage

The Audit Committee

Reference 497 - 0,01% Coverage

increase

Reference 498 - 0,01% Coverage

effi ciency

Reference 499 - 0,01% Coverage

im- prove

Reference 500 - 0,01% Coverage

quality

Reference 501 - 0,01% Coverage

Group Internal Audit

Reference 502 - 0,01% Coverage

Group Internal Audit



Reference 503 - 0,01% Coverage

whistleblower system

Reference 504 - 0,01% Coverage

Audit Committee

Reference 505 - 0,01% Coverage

policies

Reference 506 - 0,01% Coverage

risk management systems

Reference 507 - 0,01% Coverage

effectiveness

Reference 508 - 0,01% Coverage

Audit Committee

Reference 509 - 0,01% Coverage

Group Internal Audit

Reference 510 - 0,01% Coverage

risk management

Reference 511 - 0,01% Coverage

risk management process

Reference 512 - 0,01% Coverage

Au- dit Committee

Reference 513 - 0,01% Coverage

Terms of Refer- ence

Reference 514 - 0,01% Coverage

Audit Committee

Reference 515 - 0,01% Coverage

Terms of Reference

Reference 516 - 0,01% Coverage

Audit Committee

Reference 517 - 0,01% Coverage

Terms of Reference



Reference 518 - 0,01% Coverage

Audit Committee

Reference 519 - 0,01% Coverage

Audit Committee

Reference 520 - 0,01% Coverage

Audit Committee’s

Reference 521 - 0,01% Coverage

focus

Reference 522 - 0,01% Coverage

focused on

Reference 523 - 0,01% Coverage

compliance

Reference 524 - 0,01% Coverage

Audit Committee

Reference 525 - 0,01% Coverage

effectiveness

Reference 526 - 0,01% Coverage

risk management systems

Reference 527 - 0,01% Coverage

internal audit function

Reference 528 - 0,01% Coverage

internal audit plans

Reference 529 - 0,01% Coverage

internal audit function

Reference 530 - 0,01% Coverage

competences

Reference 531 - 0,01% Coverage

independence

Reference 532 - 0,01% Coverage

Group Internal Audit

Reference 533 - 0,01% Coverage



Audit Committee

Reference 534 - 0,01% Coverage

tools

Reference 535 - 0,01% Coverage

Group Internal Audit

Reference 536 - 0,01% Coverage

risk management handbook

Reference 537 - 0,01% Coverage

supplier fraud investigation tool

Reference 538 - 0,01% Coverage

Group Internal Audit

Reference 539 - 0,01% Coverage

external audit

Reference 540 - 0,01% Coverage

ex- ternal audit

Reference 541 - 0,01% Coverage

Terms of Reference

Reference 542 - 0,01% Coverage

Audit Committee

Reference 543 - 0,01% Coverage

Terms of Reference

Reference 544 - 0,01% Coverage

internal and external auditors

Reference 545 - 0,01% Coverage

Audit Committee

Reference 546 - 0,01% Coverage

Audit Committee

Reference 547 - 0,01% Coverage

Audit Committee

Reference 548 - 0,01% Coverage



Audit Committee

Reference 549 - 0,01% Coverage

examines

Reference 550 - 0,01% Coverage

external auditors

Reference 551 - 0,01% Coverage

Group Internal Audit

Reference 552 - 0,01% Coverage

Audit Committee

Reference 553 - 0,01% Coverage

Audit Committee

Reference 554 - 0,01% Coverage

external auditors

Reference 555 - 0,01% Coverage

Group Internal Audit

Reference 556 - 0,01% Coverage

The Nomination Committee

Reference 557 - 0,01% Coverage

Nomination Com- mittee

Reference 558 - 0,01% Coverage

Nomination Committee

Reference 559 - 0,01% Coverage

independent

Reference 560 - 0,01% Coverage

recommendations

Reference 561 - 0,01% Coverage

Nomination Committee

Reference 562 - 0,01% Coverage

Terms of Reference

Reference 563 - 0,01% Coverage

The Terms of Reference



Reference 564 - 0,01% Coverage

recommendations

Reference 565 - 0,01% Coverage

Competencies

Reference 566 - 0,01% Coverage

recommendations

Reference 567 - 0,01% Coverage

objectives

Reference 568 - 0,01% Coverage

diversity

Reference 569 - 0,01% Coverage

Competencies

Reference 570 - 0,01% Coverage

commitment

Reference 571 - 0,01% Coverage

recommendations

Reference 572 - 0,01% Coverage

performance

Reference 573 - 0,01% Coverage

balance

Reference 574 - 0,01% Coverage

experience

Reference 575 - 0,01% Coverage

training

Reference 576 - 0,01% Coverage

updating

Reference 577 - 0,01% Coverage

skills

Reference 578 - 0,01% Coverage

Nomination Committee



Reference 579 - 0,01% Coverage

Nomination Committee

Reference 580 - 0,01% Coverage

advises

Reference 581 - 0,01% Coverage

recommendations

Reference 582 - 0,01% Coverage

The Remuneration Committee

Reference 583 - 0,01% Coverage

Remuneration Committee

Reference 584 - 0,01% Coverage

Remuneration Committee

Reference 585 - 0,01% Coverage

independent

Reference 586 - 0,01% Coverage

recom- mendations

Reference 587 - 0,01% Coverage

Remuneration Committee

Reference 588 - 0,01% Coverage

Terms of Reference

Reference 589 - 0,01% Coverage

rec- ommendation

Reference 590 - 0,01% Coverage

responsible

Reference 591 - 0,01% Coverage

strategic plans

Reference 592 - 0,01% Coverage

attract

Reference 593 - 0,01% Coverage

retain

Reference 594 - 0,01% Coverage



expertise

Reference 595 - 0,01% Coverage

short-term and long-term goals

Reference 596 - 0,01% Coverage

bonuses

Reference 597 - 0,01% Coverage

benefi ts

Reference 598 - 0,01% Coverage

guidelines

Reference 599 - 0,01% Coverage

policy

Reference 600 - 0,01% Coverage

guidelines

Reference 601 - 0,01% Coverage

bonus

Reference 602 - 0,01% Coverage

bonus

Reference 603 - 0,01% Coverage

completion

Reference 604 - 0,01% Coverage

bonus

Reference 605 - 0,01% Coverage

independent

Reference 606 - 0,01% Coverage

recommendation

Reference 607 - 0,01% Coverage

Audit Committee

Reference 608 - 0,01% Coverage

recommendation

Reference 609 - 0,01% Coverage



independence

Reference 610 - 0,01% Coverage

competence

Reference 611 - 0,01% Coverage

Audit Committee

Reference 612 - 0,01% Coverage

risk management

Reference 613 - 0,01% Coverage

responsibility

Reference 614 - 0,01% Coverage

Audit Committee

Reference 615 - 0,01% Coverage

responsible

Reference 616 - 0,01% Coverage

risk management systems

Reference 617 - 0,01% Coverage

risk manage- ment systems

Reference 618 - 0,01% Coverage

mitigate

Reference 619 - 0,01% Coverage

eliminate

Reference 620 - 0,01% Coverage

mitigate

Reference 621 - 0,01% Coverage

correct

Reference 622 - 0,01% Coverage

policies

Reference 623 - 0,01% Coverage

procedures

Reference 624 - 0,01% Coverage

the Risk Management Policy



Reference 625 - 0,01% Coverage

the Business Ethics Policy

Reference 626 - 0,01% Coverage

policies

Reference 627 - 0,01% Coverage

procedures

Reference 628 - 0,01% Coverage

requirements

Reference 629 - 0,01% Coverage

Risk assessment

Reference 630 - 0,01% Coverage

risk assessment process

Reference 631 - 0,01% Coverage

risk assessment process

Reference 632 - 0,01% Coverage

Audit Committee

Reference 633 - 0,01% Coverage

risk assessment

Reference 634 - 0,01% Coverage

requirements

Reference 635 - 0,01% Coverage

mitigate

Reference 636 - 0,01% Coverage

responsible

Reference 637 - 0,01% Coverage

en- suring

Reference 638 - 0,01% Coverage

compliance

Reference 639 - 0,01% Coverage

formalised fi nancial reporting process



Reference 640 - 0,01% Coverage

strategy process

Reference 641 - 0,01% Coverage

ensure

Reference 642 - 0,01% Coverage

compliance

Reference 643 - 0,01% Coverage

reducing

Reference 644 - 0,01% Coverage

risk management systems

Reference 645 - 0,01% Coverage

Group Internal Audit

Reference 646 - 0,01% Coverage

Audit Committee

Reference 647 - 0,01% Coverage

Audit Committee’s

Reference 648 - 0,01% Coverage

Terms of Refer- ence

Reference 649 - 0,01% Coverage

responsibilities

Reference 650 - 0,01% Coverage

supervision

Reference 651 - 0,01% Coverage

risk management systems

Reference 652 - 0,01% Coverage

internal and external audit

Reference 653 - 0,01% Coverage

Group Internal Audit

Reference 654 - 0,01% Coverage

The Internal Audit department

Reference 655 - 0,01% Coverage



ensures

Reference 656 - 0,01% Coverage

objective

Reference 657 - 0,01% Coverage

independent

Reference 658 - 0,01% Coverage

adequacy

Reference 659 - 0,01% Coverage

effi cacy

Reference 660 - 0,01% Coverage

quality

Reference 661 - 0,01% Coverage

Group Internal Audit

Reference 662 - 0,01% Coverage

Audit Committee

Reference 663 - 0,01% Coverage

Audit Committee

Reference 664 - 0,01% Coverage

Group Internal Audit

Reference 665 - 0,01% Coverage

Group Internal Audit

Reference 666 - 0,01% Coverage

Terms of Reference

Reference 667 - 0,01% Coverage

Audit Committee

Reference 668 - 0,01% Coverage

Group Internal Audit

Reference 669 - 0,01% Coverage

Audit Committee

Reference 670 - 0,01% Coverage



approved

Reference 671 - 0,01% Coverage

Audit Committee

Reference 672 - 0,01% Coverage

Group Internal Audit

Reference 673 - 0,01% Coverage

responsible

Reference 674 - 0,01% Coverage

Group Internal Audit

Reference 675 - 0,01% Coverage

policies

Reference 676 - 0,01% Coverage

procedures

Reference 677 - 0,01% Coverage

adequate

Reference 678 - 0,01% Coverage

satisfactory

Reference 679 - 0,01% Coverage

whistleblower system

Reference 680 - 0,01% Coverage

activities

Reference 681 - 0,01% Coverage

policies

Reference 682 - 0,01% Coverage

guidelines

Reference 683 - 0,01% Coverage

whistleblower system

Reference 684 - 0,01% Coverage

inde- pendent

Reference 685 - 0,01% Coverage

ensure



Reference 686 - 0,01% Coverage

security

Reference 687 - 0,01% Coverage

confi dentiality

Reference 688 - 0,01% Coverage

whistleblower system

Reference 689 - 0,01% Coverage

Group Internal Audit

Reference 690 - 0,01% Coverage

responsibility

Reference 691 - 0,01% Coverage

Group Internal Audit

Reference 692 - 0,01% Coverage

Audit Committee

Reference 693 - 0,01% Coverage

whistleblower system

Reference 694 - 0,01% Coverage

action

Reference 695 - 0,01% Coverage

whistleblower system

Reference 696 - 0,01% Coverage

Group policies
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Reference 1 - 0,01% Coverage

expertise

Reference 2 - 0,01% Coverage

signifi cant

Reference 3 - 0,01% Coverage

opportunities

Reference 4 - 0,01% Coverage



improve

Reference 5 - 0,01% Coverage

develop- ment

Reference 6 - 0,01% Coverage

solutions

Reference 7 - 0,01% Coverage

alternative raw materials

Reference 8 - 0,01% Coverage

interest

Reference 9 - 0,01% Coverage

supporting

Reference 10 - 0,01% Coverage

developing

Reference 11 - 0,01% Coverage

activities

Reference 12 - 0,01% Coverage

development

Reference 13 - 0,01% Coverage

improved

Reference 14 - 0,01% Coverage

energy savings

Reference 15 - 0,01% Coverage

assisting

Reference 16 - 0,01% Coverage

efforts

Reference 17 - 0,01% Coverage

improve

Reference 18 - 0,01% Coverage

quality

Reference 19 - 0,01% Coverage



increase

Reference 20 - 0,01% Coverage

effi ciency

Reference 21 - 0,01% Coverage

continue to

Reference 22 - 0,01% Coverage

develop

Reference 23 - 0,01% Coverage

ensure

Reference 24 - 0,01% Coverage

CSR standards

Reference 25 - 0,01% Coverage

reduce

Reference 26 - 0,01% Coverage

Responsible Sourcing Programme

Reference 27 - 0,01% Coverage

improve

Reference 28 - 0,01% Coverage

compli- ance

Reference 29 - 0,01% Coverage

the Carlsberg Group Supplier and Licensee Code of Conduct

Reference 30 - 0,01% Coverage

activities

Reference 31 - 0,01% Coverage

HFC-free

Reference 32 - 0,01% Coverage

responsible

Reference 33 - 0,01% Coverage

programme

Reference 34 - 0,01% Coverage

initiation



Reference 35 - 0,01% Coverage

cooperation

Reference 36 - 0,01% Coverage

support

Reference 37 - 0,01% Coverage

emission limits

Reference 38 - 0,01% Coverage

innovations

Reference 39 - 0,01% Coverage

reduce

Reference 40 - 0,01% Coverage

continue to

Reference 41 - 0,01% Coverage

the Supplier and Licensee Code of Conduct

Reference 42 - 0,01% Coverage

Saving

Reference 43 - 0,01% Coverage

reducing

Reference 44 - 0,01% Coverage

ensuring

Reference 45 - 0,01% Coverage

safe

Reference 46 - 0,01% Coverage

important

Reference 47 - 0,01% Coverage

CSR commitments

Reference 48 - 0,01% Coverage

effi ciency

Reference 49 - 0,01% Coverage

good



Reference 50 - 0,01% Coverage

safety targets

Reference 51 - 0,01% Coverage

activities

Reference 52 - 0,01% Coverage

Continued

Reference 53 - 0,01% Coverage

efforts

Reference 54 - 0,01% Coverage

reduce

Reference 55 - 0,01% Coverage

Continued

Reference 56 - 0,01% Coverage

efforts

Reference 57 - 0,01% Coverage

reduce

Reference 58 - 0,01% Coverage

minimise

Reference 59 - 0,01% Coverage

sustainable

Reference 60 - 0,01% Coverage

focus

Reference 61 - 0,01% Coverage

cleaner energy

Reference 62 - 0,01% Coverage

targets

Reference 63 - 0,01% Coverage

reducing

Reference 64 - 0,01% Coverage

safety

Reference 65 - 0,01% Coverage



targets

Reference 66 - 0,01% Coverage

sustainable

Reference 67 - 0,01% Coverage

increase

Reference 68 - 0,01% Coverage

effi cient

Reference 69 - 0,01% Coverage

cutting

Reference 70 - 0,01% Coverage

optimising

Reference 71 - 0,01% Coverage

Initiatives

Reference 72 - 0,01% Coverage

effi cient

Reference 73 - 0,01% Coverage

alternative

Reference 74 - 0,01% Coverage

improved

Reference 75 - 0,01% Coverage

improve

Reference 76 - 0,01% Coverage

activities

Reference 77 - 0,01% Coverage

training

Reference 78 - 0,01% Coverage

environmental considerations

Reference 79 - 0,01% Coverage

continue to

Reference 80 - 0,01% Coverage



pursue

Reference 81 - 0,01% Coverage

opportun- ities

Reference 82 - 0,01% Coverage

improve

Reference 83 - 0,01% Coverage

develop

Reference 84 - 0,01% Coverage

processes

Reference 85 - 0,01% Coverage

initiatives

Reference 86 - 0,01% Coverage

optimise

Reference 87 - 0,01% Coverage

develop

Reference 88 - 0,01% Coverage

implement

Reference 89 - 0,01% Coverage

environ- mental guidelines

Reference 90 - 0,01% Coverage

endeavour

Reference 91 - 0,01% Coverage

philosophy

Reference 92 - 0,01% Coverage

standard

Reference 93 - 0,01% Coverage

ensure

Reference 94 - 0,01% Coverage

policy guidelines

Reference 95 - 0,01% Coverage

activities



Reference 96 - 0,01% Coverage

responsible

Reference 97 - 0,01% Coverage

Continued

Reference 98 - 0,01% Coverage

roll-out

Reference 99 - 0,01% Coverage

Increase

Reference 100 - 0,01% Coverage

efforts

Reference 101 - 0,01% Coverage

follow up on

Reference 102 - 0,01% Coverage

ensure

Reference 103 - 0,01% Coverage

training materials

Reference 104 - 0,01% Coverage

trained

Reference 105 - 0,01% Coverage

develop

Reference 106 - 0,01% Coverage

local initiatives

Reference 107 - 0,01% Coverage

promote

Reference 108 - 0,01% Coverage

responsible

Reference 109 - 0,01% Coverage

improve

Reference 110 - 0,01% Coverage

CSR efforts



Reference 111 - 0,01% Coverage

reduce

Reference 112 - 0,01% Coverage

support

Reference 113 - 0,01% Coverage

activities

Reference 114 - 0,01% Coverage

activities

Reference 115 - 0,01% Coverage

commitment

Reference 116 - 0,01% Coverage

joint actions

Reference 117 - 0,01% Coverage

Collaborative

Reference 118 - 0,01% Coverage

projects

Reference 119 - 0,01% Coverage

reducing

Reference 120 - 0,01% Coverage

increasing

Reference 121 - 0,01% Coverage

reuse

Reference 122 - 0,01% Coverage

continue to

Reference 123 - 0,01% Coverage

responsible

Reference 124 - 0,01% Coverage

taking action

Reference 125 - 0,01% Coverage

commit- ments

Reference 126 - 0,01% Coverage



reduce

Reference 127 - 0,01% Coverage

increase

Reference 128 - 0,01% Coverage

cooper- ation

Reference 129 - 0,01% Coverage

encourage

Reference 130 - 0,01% Coverage

recycle

Reference 131 - 0,01% Coverage

sustainable

Reference 132 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 133 - 0,01% Coverage

STRIVE TO

Reference 134 - 0,01% Coverage

ENSURE

Reference 135 - 0,01% Coverage

APPROPRIATE

Reference 136 - 0,01% Coverage

SATISFACTORILY

Reference 137 - 0,01% Coverage

ENSURE

Reference 138 - 0,01% Coverage

RELIABLE

Reference 139 - 0,01% Coverage

PROFITABLE

Reference 140 - 0,01% Coverage

the Danish Companies Act

Reference 141 - 0,01% Coverage



the Danish Financial Statements Act

Reference 142 - 0,01% Coverage

IFRS

Reference 143 - 0,01% Coverage

the Danish Securities Trading Act

Reference 144 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S’s rules for issuers of shares

Reference 145 - 0,01% Coverage

Articles of Association

Reference 146 - 0,01% Coverage

Recommendations

Reference 147 - 0,01% Coverage

corporate governance

Reference 148 - 0,01% Coverage

recommendations

Reference 149 - 0,01% Coverage

the Danish Committee on Corporate Governance

Reference 150 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S’s rules for issuers of shares

Reference 151 - 0,01% Coverage

recommendations

Reference 152 - 0,01% Coverage

comply with

Reference 153 - 0,01% Coverage

recom- mendations

Reference 154 - 0,01% Coverage

actively

Reference 155 - 0,01% Coverage

corporate governance recommendations

Reference 156 - 0,01% Coverage

optimise



Reference 157 - 0,01% Coverage

complies with

Reference 158 - 0,01% Coverage

recommendations

Reference 159 - 0,01% Coverage

independent

Reference 160 - 0,01% Coverage

corporate governance

Reference 161 - 0,01% Coverage

recommendations

Reference 162 - 0,01% Coverage

the Committee on Corporate Governance

Reference 163 - 0,01% Coverage

recommendation

Reference 164 - 0,01% Coverage

aims to

Reference 165 - 0,01% Coverage

opportunities

Reference 166 - 0,01% Coverage

dialogue

Reference 167 - 0,01% Coverage

goal

Reference 168 - 0,01% Coverage

ensure

Reference 169 - 0,01% Coverage

long-term

Reference 170 - 0,01% Coverage

profi table

Reference 171 - 0,01% Coverage

growth



Reference 172 - 0,01% Coverage

value creation

Reference 173 - 0,01% Coverage

long-term

Reference 174 - 0,01% Coverage

development

Reference 175 - 0,01% Coverage

aims

Reference 176 - 0,01% Coverage

develop

Reference 177 - 0,01% Coverage

good

Reference 178 - 0,01% Coverage

important

Reference 179 - 0,01% Coverage

development

Reference 180 - 0,01% Coverage

policies

Reference 181 - 0,01% Coverage

key areas

Reference 182 - 0,01% Coverage

business ethics

Reference 183 - 0,01% Coverage

responsibility to customers and society in general

Reference 184 - 0,01% Coverage

ensure

Reference 185 - 0,01% Coverage

compliance

Reference 186 - 0,01% Coverage

policies

Reference 187 - 0,01% Coverage



procedures

Reference 188 - 0,01% Coverage

ensure

Reference 189 - 0,01% Coverage

importance

Reference 190 - 0,01% Coverage

dialogue

Reference 191 - 0,01% Coverage

comprehensive

Reference 192 - 0,01% Coverage

programme

Reference 193 - 0,01% Coverage

activities

Reference 194 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S

Reference 195 - 0,01% Coverage

active

Reference 196 - 0,01% Coverage

honest

Reference 197 - 0,01% Coverage

dialogue

Reference 198 - 0,01% Coverage

rights

Reference 199 - 0,01% Coverage

ensures

Reference 200 - 0,01% Coverage

appropriate

Reference 201 - 0,01% Coverage

diversity

Reference 202 - 0,01% Coverage



breadth

Reference 203 - 0,01% Coverage

ensure

Reference 204 - 0,01% Coverage

well considered

Reference 205 - 0,01% Coverage

recommendation

Reference 206 - 0,01% Coverage

Nomination Committee

Reference 207 - 0,01% Coverage

Specifi cation of Competencies

Reference 208 - 0,01% Coverage

Nomination Committee

Reference 209 - 0,01% Coverage

skills

Reference 210 - 0,01% Coverage

recommending

Reference 211 - 0,01% Coverage

competences

Reference 212 - 0,01% Coverage

recommending

Reference 213 - 0,01% Coverage

competences

Reference 214 - 0,01% Coverage

positions of responsibility

Reference 215 - 0,01% Coverage

recommendations

Reference 216 - 0,01% Coverage

competences

Reference 217 - 0,01% Coverage

Diversity



Reference 218 - 0,01% Coverage

objec- tives

Reference 219 - 0,01% Coverage

diversity

Reference 220 - 0,01% Coverage

experience

Reference 221 - 0,01% Coverage

objectives

Reference 222 - 0,01% Coverage

competences

Reference 223 - 0,01% Coverage

benefi ts

Reference 224 - 0,01% Coverage

experience

Reference 225 - 0,01% Coverage

experience

Reference 226 - 0,01% Coverage

objectives

Reference 227 - 0,01% Coverage

experience

Reference 228 - 0,01% Coverage

objective

Reference 229 - 0,01% Coverage

increase

Reference 230 - 0,01% Coverage

reach

Reference 231 - 0,01% Coverage

aim

Reference 232 - 0,01% Coverage

policy



Reference 233 - 0,01% Coverage

action plans

Reference 234 - 0,01% Coverage

experience

Reference 235 - 0,01% Coverage

objective

Reference 236 - 0,01% Coverage

experi- ence

Reference 237 - 0,01% Coverage

objective

Reference 238 - 0,01% Coverage

experience

Reference 239 - 0,01% Coverage

experi- ence

Reference 240 - 0,01% Coverage

objective

Reference 241 - 0,01% Coverage

gender diversity

Reference 242 - 0,01% Coverage

recommend

Reference 243 - 0,01% Coverage

initiated

Reference 244 - 0,01% Coverage

actions

Reference 245 - 0,01% Coverage

attract

Reference 246 - 0,01% Coverage

competent

Reference 247 - 0,01% Coverage

focus area

Reference 248 - 0,01% Coverage



ensure

Reference 249 - 0,01% Coverage

qualifi ed

Reference 250 - 0,01% Coverage

Nomination Committee

Reference 251 - 0,01% Coverage

ensure

Reference 252 - 0,01% Coverage

goals

Reference 253 - 0,01% Coverage

strat- egies

Reference 254 - 0,01% Coverage

business procedures

Reference 255 - 0,01% Coverage

profi tability

Reference 256 - 0,01% Coverage

strategy seminar

Reference 257 - 0,01% Coverage

strategy seminar

Reference 258 - 0,01% Coverage

Rules of Procedure

Reference 259 - 0,01% Coverage

strategy meeting

Reference 260 - 0,01% Coverage

strategy

Reference 261 - 0,01% Coverage

long-term

Reference 262 - 0,01% Coverage

obligations

Reference 263 - 0,01% Coverage



policies

Reference 264 - 0,01% Coverage

risk management

Reference 265 - 0,01% Coverage

Rules of Procedure

Reference 266 - 0,01% Coverage

procedures

Reference 267 - 0,01% Coverage

The Rules of Procedure

Reference 268 - 0,01% Coverage

cooperation

Reference 269 - 0,01% Coverage

the Rules of Procedure

Reference 270 - 0,01% Coverage

evaluation

Reference 271 - 0,01% Coverage

accomplishments

Reference 272 - 0,01% Coverage

dialogue

Reference 273 - 0,01% Coverage

evaluation

Reference 274 - 0,01% Coverage

procedure

Reference 275 - 0,01% Coverage

recommendation

Reference 276 - 0,01% Coverage

Nomination Committee

Reference 277 - 0,01% Coverage

evaluation

Reference 278 - 0,01% Coverage

evalua- tion



Reference 279 - 0,01% Coverage

cooperation

Reference 280 - 0,01% Coverage

accomplishments

Reference 281 - 0,01% Coverage

performance

Reference 282 - 0,01% Coverage

evalua-
tion process

Reference 283 - 0,01% Coverage

content

Reference 284 - 0,01% Coverage

quality

Reference 285 - 0,01% Coverage

content

Reference 286 - 0,01% Coverage

focus

Reference 287 - 0,01% Coverage

risk evaluation

Reference 288 - 0,01% Coverage

strategy

Reference 289 - 0,01% Coverage

direction-setting

Reference 290 - 0,01% Coverage

evaluation

Reference 291 - 0,01% Coverage

ideas

Reference 292 - 0,01% Coverage

ideas

Reference 293 - 0,01% Coverage

implemented



Reference 294 - 0,01% Coverage

expertise

Reference 295 - 0,01% Coverage

updated

Reference 296 - 0,01% Coverage

strengthened

Reference 297 - 0,01% Coverage

Nomination Committee

Reference 298 - 0,01% Coverage

introduction programme

Reference 299 - 0,01% Coverage

The Audit Committee

Reference 300 - 0,01% Coverage

Audit Committee

Reference 301 - 0,01% Coverage

The Audit Committee

Reference 302 - 0,01% Coverage

qualify

Reference 303 - 0,01% Coverage

inde- pendent

Reference 304 - 0,01% Coverage

expertise

Reference 305 - 0,01% Coverage

The Audit Committee

Reference 306 - 0,01% Coverage

Terms of Reference

Reference 307 - 0,01% Coverage

Terms of Reference

Reference 308 - 0,01% Coverage

Audit Committee



Reference 309 - 0,01% Coverage

The Terms of Reference

Reference 310 - 0,01% Coverage

Audit Committee

Reference 311 - 0,01% Coverage

Terms of Reference

Reference 312 - 0,01% Coverage

Audit Committee

Reference 313 - 0,01% Coverage

Audit Committee

Reference 314 - 0,01% Coverage

Audit Committee’s

Reference 315 - 0,01% Coverage

focus

Reference 316 - 0,01% Coverage

policies

Reference 317 - 0,01% Coverage

pro- cedures

Reference 318 - 0,01% Coverage

clarity

Reference 319 - 0,01% Coverage

focused

Reference 320 - 0,01% Coverage

compliance with

Reference 321 - 0,01% Coverage

standards

Reference 322 - 0,01% Coverage

Audit Committee

Reference 323 - 0,01% Coverage

effectiveness

Reference 324 - 0,01% Coverage



internal control and risk manage- ment systems

Reference 325 - 0,01% Coverage

Audit Commit- tee

Reference 326 - 0,01% Coverage

policies

Reference 327 - 0,01% Coverage

internal control and risk management systems

Reference 328 - 0,01% Coverage

effectiveness

Reference 329 - 0,01% Coverage

systems

Reference 330 - 0,01% Coverage

Au- dit Committee

Reference 331 - 0,01% Coverage

Group Internal Audit

Reference 332 - 0,01% Coverage

risk management

Reference 333 - 0,01% Coverage

risk management process

Reference 334 - 0,01% Coverage

internal audit function

Reference 335 - 0,01% Coverage

internal audit plans

Reference 336 - 0,01% Coverage

internal audit function

Reference 337 - 0,01% Coverage

competences

Reference 338 - 0,01% Coverage

independence

Reference 339 - 0,01% Coverage



Group Internal Audit

Reference 340 - 0,01% Coverage

Audit Committee

Reference 341 - 0,01% Coverage

tools

Reference 342 - 0,01% Coverage

Group Internal Audit

Reference 343 - 0,01% Coverage

internal audit function

Reference 344 - 0,01% Coverage

internal audit functions

Reference 345 - 0,01% Coverage

external audit

Reference 346 - 0,01% Coverage

external audit

Reference 347 - 0,01% Coverage

Terms of Reference

Reference 348 - 0,01% Coverage

Audit Committee

Reference 349 - 0,01% Coverage

approval

Reference 350 - 0,01% Coverage

Terms of Reference

Reference 351 - 0,01% Coverage

internal and external auditors

Reference 352 - 0,01% Coverage

Audit Committee

Reference 353 - 0,01% Coverage

key fi ndings

Reference 354 - 0,01% Coverage

conclusions



Reference 355 - 0,01% Coverage

Audit Committee

Reference 356 - 0,01% Coverage

Audit Committee

Reference 357 - 0,01% Coverage

Audit Committee

Reference 358 - 0,01% Coverage

external auditors

Reference 359 - 0,01% Coverage

Group Internal Audit

Reference 360 - 0,01% Coverage

Audit Committee

Reference 361 - 0,01% Coverage

Audit Committee

Reference 362 - 0,01% Coverage

external auditors

Reference 363 - 0,01% Coverage

Group Internal Audit

Reference 364 - 0,01% Coverage

The Nomination Committee

Reference 365 - 0,01% Coverage

Nomination Committee

Reference 366 - 0,01% Coverage

independent

Reference 367 - 0,01% Coverage

recommendations

Reference 368 - 0,01% Coverage

Nomination Committee

Reference 369 - 0,01% Coverage

Terms of Reference



Reference 370 - 0,01% Coverage

approved

Reference 371 - 0,01% Coverage

Terms of Reference

Reference 372 - 0,01% Coverage

rec- ommendations

Reference 373 - 0,01% Coverage

Specifi cation of Compe- tencies

Reference 374 - 0,01% Coverage

recommended

Reference 375 - 0,01% Coverage

objectives

Reference 376 - 0,01% Coverage

diversity

Reference 377 - 0,01% Coverage

commit- ment

Reference 378 - 0,01% Coverage

recommendations

Reference 379 - 0,01% Coverage

performance

Reference 380 - 0,01% Coverage

balance

Reference 381 - 0,01% Coverage

experience

Reference 382 - 0,01% Coverage

training

Reference 383 - 0,01% Coverage

updating

Reference 384 - 0,01% Coverage

skills

Reference 385 - 0,01% Coverage



Nomination Committee

Reference 386 - 0,01% Coverage

advises

Reference 387 - 0,01% Coverage

recom- mendations

Reference 388 - 0,01% Coverage

recommendation

Reference 389 - 0,01% Coverage

Nomination Committee

Reference 390 - 0,01% Coverage

recom- mended

Reference 391 - 0,01% Coverage

The Remuneration Committee

Reference 392 - 0,01% Coverage

The Remuneration Committee

Reference 393 - 0,01% Coverage

responsible

Reference 394 - 0,01% Coverage

implementation

Reference 395 - 0,01% Coverage

strategic plans

Reference 396 - 0,01% Coverage

safeguard

Reference 397 - 0,01% Coverage

independent auditor

Reference 398 - 0,01% Coverage

recommendation

Reference 399 - 0,01% Coverage

Audit Committee

Reference 400 - 0,01% Coverage



recommendation

Reference 401 - 0,01% Coverage

evaluation

Reference 402 - 0,01% Coverage

independence

Reference 403 - 0,01% Coverage

competence

Reference 404 - 0,01% Coverage

Audit Com- mittee

Reference 405 - 0,01% Coverage

Audit Committee

Reference 406 - 0,01% Coverage

risk management

Reference 407 - 0,01% Coverage

responsibility

Reference 408 - 0,01% Coverage

Audit Committee

Reference 409 - 0,01% Coverage

responsible

Reference 410 - 0,01% Coverage

internal control and risk management systems

Reference 411 - 0,01% Coverage

policies

Reference 412 - 0,01% Coverage

procedures

Reference 413 - 0,01% Coverage

the Risk Management Policy

Reference 414 - 0,01% Coverage

Business Ethics Policy

Reference 415 - 0,01% Coverage

policies



Reference 416 - 0,01% Coverage

procedures

Reference 417 - 0,01% Coverage

collaboration

Reference 418 - 0,01% Coverage

internal control and risk manage- ment systems

Reference 419 - 0,01% Coverage

mitigate

Reference 420 - 0,01% Coverage

mitigate

Reference 421 - 0,01% Coverage

Risk assessment

Reference 422 - 0,01% Coverage

risk assessment process

Reference 423 - 0,01% Coverage

Audit Committee

Reference 424 - 0,01% Coverage

goodwill

Reference 425 - 0,01% Coverage

Carlsberg’s fi nan- cial control framework

Reference 426 - 0,01% Coverage

formalised fi nancial reporting process

Reference 427 - 0,01% Coverage

strategy process

Reference 428 - 0,01% Coverage

specialists

Reference 429 - 0,01% Coverage

risk assessment

Reference 430 - 0,01% Coverage

mitigate



Reference 431 - 0,01% Coverage

ensure

Reference 432 - 0,01% Coverage

Carlsberg’s fi nancial control framework

Reference 433 - 0,01% Coverage

responsible

Reference 434 - 0,01% Coverage

ensuring

Reference 435 - 0,01% Coverage

compliance

Reference 436 - 0,01% Coverage

mitigate

Reference 437 - 0,01% Coverage

ensure

Reference 438 - 0,01% Coverage

Audit Committee’s

Reference 439 - 0,01% Coverage

internal control environ- ment

Reference 440 - 0,01% Coverage

internal control environment

Reference 441 - 0,01% Coverage

Carlsberg’s fi nancial control framework

Reference 442 - 0,01% Coverage

Group Internal Audit

Reference 443 - 0,01% Coverage

The Audit Committee’s

Reference 444 - 0,01% Coverage

Terms of Refer- ence

Reference 445 - 0,01% Coverage

responsibilities

Reference 446 - 0,01% Coverage



internal control and risk management systems

Reference 447 - 0,01% Coverage

internal and external audit

Reference 448 - 0,01% Coverage

Group Internal Audit

Reference 449 - 0,01% Coverage

ensures

Reference 450 - 0,01% Coverage

objective

Reference 451 - 0,01% Coverage

independent

Reference 452 - 0,01% Coverage

adequacy

Reference 453 - 0,01% Coverage

effectiveness

Reference 454 - 0,01% Coverage

qual- ity

Reference 455 - 0,01% Coverage

Group Internal Audit

Reference 456 - 0,01% Coverage

Audit Committee

Reference 457 - 0,01% Coverage

The Audit Committee

Reference 458 - 0,01% Coverage

approve

Reference 459 - 0,01% Coverage

Group Internal Audit

Reference 460 - 0,01% Coverage

Group Internal Audit

Reference 461 - 0,01% Coverage



Terms of Reference

Reference 462 - 0,01% Coverage

Audit Committee

Reference 463 - 0,01% Coverage

Group Internal Audit

Reference 464 - 0,01% Coverage

Audit Committee

Reference 465 - 0,01% Coverage

Audit Committee

Reference 466 - 0,01% Coverage

Group Internal Audit

Reference 467 - 0,01% Coverage

responsible

Reference 468 - 0,01% Coverage

improvements

Reference 469 - 0,01% Coverage

Group Internal Audit

Reference 470 - 0,01% Coverage

well-established

Reference 471 - 0,01% Coverage

policies

Reference 472 - 0,01% Coverage

procedures

Reference 473 - 0,01% Coverage

important

Reference 474 - 0,01% Coverage

adequate

Reference 475 - 0,01% Coverage

satisfactory

Reference 476 - 0,01% Coverage

whistleblower system



Reference 477 - 0,01% Coverage

enables

Reference 478 - 0,01% Coverage

whistleblower system

Reference 479 - 0,01% Coverage

inde- pendent

Reference 480 - 0,01% Coverage

ensure

Reference 481 - 0,01% Coverage

highest level

Reference 482 - 0,01% Coverage

security

Reference 483 - 0,01% Coverage

confi dentiality

Reference 484 - 0,01% Coverage

whistleblower system

Reference 485 - 0,01% Coverage

Group Internal Audit

Reference 486 - 0,01% Coverage

responsibility

Reference 487 - 0,01% Coverage

evaluating

Reference 488 - 0,01% Coverage

Group Internal Audit

Reference 489 - 0,01% Coverage

Audit Committee

Reference 490 - 0,01% Coverage

whistleblower system

Reference 491 - 0,01% Coverage

whistleblower system



Reference 492 - 0,01% Coverage

Group policies
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Reference 1 - 0,01% Coverage

TARGETS

Reference 2 - 0,01% Coverage

Targets

Reference 3 - 0,01% Coverage

strategy

Reference 4 - 0,01% Coverage

CSR

Reference 5 - 0,01% Coverage

key initiatives

Reference 6 - 0,01% Coverage

environmentally efficient

Reference 7 - 0,01% Coverage

sustainable

Reference 8 - 0,01% Coverage

promoting

Reference 9 - 0,01% Coverage

responsible

Reference 10 - 0,01% Coverage

improve

Reference 11 - 0,01% Coverage

targets

Reference 12 - 0,01% Coverage

priorities

Reference 13 - 0,01% Coverage

targets

Reference 14 - 0,01% Coverage



performance

Reference 15 - 0,01% Coverage

ensure

Reference 16 - 0,01% Coverage

continued

Reference 17 - 0,01% Coverage

progress

Reference 18 - 0,01% Coverage

targets

Reference 19 - 0,01% Coverage

expanded

Reference 20 - 0,01% Coverage

targets

Reference 21 - 0,01% Coverage

sustainable

Reference 22 - 0,01% Coverage

responsible

Reference 23 - 0,01% Coverage

target

Reference 24 - 0,01% Coverage

target

Reference 25 - 0,01% Coverage

reduces

Reference 26 - 0,01% Coverage

energy efficiency

Reference 27 - 0,01% Coverage

process optimisation

Reference 28 - 0,01% Coverage

target

Reference 29 - 0,01% Coverage

target



Reference 30 - 0,01% Coverage

ambitious

Reference 31 - 0,01% Coverage

target

Reference 32 - 0,01% Coverage

target

Reference 33 - 0,01% Coverage

Reduction

Reference 34 - 0,01% Coverage

less

Reference 35 - 0,01% Coverage

priority

Reference 36 - 0,01% Coverage

target

Reference 37 - 0,01% Coverage

target

Reference 38 - 0,01% Coverage

safety

Reference 39 - 0,01% Coverage

safety

Reference 40 - 0,01% Coverage

performance

Reference 41 - 0,01% Coverage

sustainable

Reference 42 - 0,01% Coverage

healthy

Reference 43 - 0,01% Coverage

SUSTAINABLE

Reference 44 - 0,01% Coverage

CCC



Reference 45 - 0,01% Coverage

The Carlsberg Circular Community (CCC)

Reference 46 - 0,01% Coverage

initiative

Reference 47 - 0,01% Coverage

cooperates

Reference 48 - 0,01% Coverage

optimised

Reference 49 - 0,01% Coverage

recycling

Reference 50 - 0,01% Coverage

reuse

Reference 51 - 0,01% Coverage

quality

Reference 52 - 0,01% Coverage

value

Reference 53 - 0,01% Coverage

increasingly

Reference 54 - 0,01% Coverage

upcycling

Reference 55 - 0,01% Coverage

aim

Reference 56 - 0,01% Coverage

cooperating

Reference 57 - 0,01% Coverage

certified

Reference 58 - 0,01% Coverage

RESPONSIBLE

Reference 59 - 0,01% Coverage

RESPONSIBLE

Reference 60 - 0,01% Coverage



promote

Reference 61 - 0,01% Coverage

responsible

Reference 62 - 0,01% Coverage

health

Reference 63 - 0,01% Coverage

aims

Reference 64 - 0,01% Coverage

appropriate

Reference 65 - 0,01% Coverage

corporate governance

Reference 66 - 0,01% Coverage

ensure

Reference 67 - 0,01% Coverage

active

Reference 68 - 0,01% Coverage

reliable

Reference 69 - 0,01% Coverage

profitable

Reference 70 - 0,01% Coverage

aims

Reference 71 - 0,01% Coverage

opportunities

Reference 72 - 0,01% Coverage

dialogue

Reference 73 - 0,01% Coverage

fulfils

Reference 74 - 0,01% Coverage

goal

Reference 75 - 0,01% Coverage



ensure

Reference 76 - 0,01% Coverage

supports

Reference 77 - 0,01% Coverage

long-term

Reference 78 - 0,01% Coverage

profitable

Reference 79 - 0,01% Coverage

growth

Reference 80 - 0,01% Coverage

value creation

Reference 81 - 0,01% Coverage

strive to

Reference 82 - 0,01% Coverage

ensure

Reference 83 - 0,01% Coverage

appropriate

Reference 84 - 0,01% Coverage

satisfac- torily

Reference 85 - 0,01% Coverage

developed

Reference 86 - 0,01% Coverage

ensure

Reference 87 - 0,01% Coverage

active

Reference 88 - 0,01% Coverage

reliable

Reference 89 - 0,01% Coverage

profitable

Reference 90 - 0,01% Coverage

corporate govern- ance



Reference 91 - 0,01% Coverage

the Danish Companies Act

Reference 92 - 0,01% Coverage

the Danish Financial Statements Act

Reference 93 - 0,01% Coverage

IFRS

Reference 94 - 0,01% Coverage

the Danish Securities Trading Act,

Reference 95 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S’s rules for issuers of shares

Reference 96 - 0,01% Coverage

Articles of Association

Reference 97 - 0,01% Coverage

RECOMMENDATIONS

Reference 98 - 0,01% Coverage

CORPORATE GOVERNANCE

Reference 99 - 0,01% Coverage

recommendations

Reference 100 - 0,01% Coverage

the Danish Com- mittee on Corporate Governance

Reference 101 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S’s

Reference 102 - 0,01% Coverage

recommendations

Reference 103 - 0,01% Coverage

comply with

Reference 104 - 0,01% Coverage

recommenda- tions

Reference 105 - 0,01% Coverage

actively



Reference 106 - 0,01% Coverage

corporate governance recommendations

Reference 107 - 0,01% Coverage

optimise

Reference 108 - 0,01% Coverage

complies with

Reference 109 - 0,01% Coverage

recommendations

Reference 110 - 0,01% Coverage

corporate governance

Reference 111 - 0,01% Coverage

recom- mendations

Reference 112 - 0,01% Coverage

Committee on Corporate Governance

Reference 113 - 0,01% Coverage

recommendation

Reference 114 - 0,01% Coverage

advantageous

Reference 115 - 0,01% Coverage

supports

Reference 116 - 0,01% Coverage

long-term

Reference 117 - 0,01% Coverage

development

Reference 118 - 0,01% Coverage

important

Reference 119 - 0,01% Coverage

adequate

Reference 120 - 0,01% Coverage

corporate governance

Reference 121 - 0,01% Coverage



recommendation

Reference 122 - 0,01% Coverage

Committee on Corporate
Governance

Reference 123 - 0,01% Coverage

Articles of Association

Reference 124 - 0,01% Coverage

successfully

Reference 125 - 0,01% Coverage

aims

Reference 126 - 0,01% Coverage

develop

Reference 127 - 0,01% Coverage

good

Reference 128 - 0,01% Coverage

important

Reference 129 - 0,01% Coverage

development

Reference 130 - 0,01% Coverage

policies

Reference 131 - 0,01% Coverage

key areas

Reference 132 - 0,01% Coverage

business ethics

Reference 133 - 0,01% Coverage

responsibility

Reference 134 - 0,01% Coverage

ensure

Reference 135 - 0,01% Coverage

compliance

Reference 136 - 0,01% Coverage



policies

Reference 137 - 0,01% Coverage

proce- dures

Reference 138 - 0,01% Coverage

ensure

Reference 139 - 0,01% Coverage

importance

Reference 140 - 0,01% Coverage

dialogue

Reference 141 - 0,01% Coverage

pro- gramme

Reference 142 - 0,01% Coverage

activities

Reference 143 - 0,01% Coverage

complies

Reference 144 - 0,01% Coverage

NASDAQ OMX Copenhagen A/S

Reference 145 - 0,01% Coverage

the Danish Companies Act

Reference 146 - 0,01% Coverage

rights

Reference 147 - 0,01% Coverage

ensures

Reference 148 - 0,01% Coverage

appro- priate

Reference 149 - 0,01% Coverage

diversity

Reference 150 - 0,01% Coverage

breadth

Reference 151 - 0,01% Coverage



helps

Reference 152 - 0,01% Coverage

ensure

Reference 153 - 0,01% Coverage

well considered

Reference 154 - 0,01% Coverage

Articles of Association

Reference 155 - 0,01% Coverage

possible

Reference 156 - 0,01% Coverage

skills

Reference 157 - 0,01% Coverage

recom- mendation

Reference 158 - 0,01% Coverage

Nomination Committee

Reference 159 - 0,01% Coverage

Specification of Competencies

Reference 160 - 0,01% Coverage

Nomination Commit- tee

Reference 161 - 0,01% Coverage

skills

Reference 162 - 0,01% Coverage

recommending

Reference 163 - 0,01% Coverage

competences

Reference 164 - 0,01% Coverage

recommending

Reference 165 - 0,01% Coverage

Nomi- nation Committee

Reference 166 - 0,01% Coverage

competences



Reference 167 - 0,01% Coverage

positions of responsibility

Reference 168 - 0,01% Coverage

recommendations

Reference 169 - 0,01% Coverage

Specifica- tion of Competencies

Reference 170 - 0,01% Coverage

DIVERSITY

Reference 171 - 0,01% Coverage

objectives

Reference 172 - 0,01% Coverage

diversity

Reference 173 - 0,01% Coverage

experience

Reference 174 - 0,01% Coverage

comply with

Reference 175 - 0,01% Coverage

objectives

Reference 176 - 0,01% Coverage

increase

Reference 177 - 0,01% Coverage

policy

Reference 178 - 0,01% Coverage

increase

Reference 179 - 0,01% Coverage

competences

Reference 180 - 0,01% Coverage

benefits

Reference 181 - 0,01% Coverage

diverse



Reference 182 - 0,01% Coverage

experience

Reference 183 - 0,01% Coverage

experience

Reference 184 - 0,01% Coverage

objectives

Reference 185 - 0,01% Coverage

experience

Reference 186 - 0,01% Coverage

objective

Reference 187 - 0,01% Coverage

increase

Reference 188 - 0,01% Coverage

reach

Reference 189 - 0,01% Coverage

aim

Reference 190 - 0,01% Coverage

increas- ing

Reference 191 - 0,01% Coverage

policy

Reference 192 - 0,01% Coverage

increase

Reference 193 - 0,01% Coverage

action points

Reference 194 - 0,01% Coverage

implement

Reference 195 - 0,01% Coverage

experience

Reference 196 - 0,01% Coverage

objective

Reference 197 - 0,01% Coverage



experience

Reference 198 - 0,01% Coverage

Objectives

Reference 199 - 0,01% Coverage

objective

Reference 200 - 0,01% Coverage

objectives

Reference 201 - 0,01% Coverage

objective

Reference 202 - 0,01% Coverage

gender diversity

Reference 203 - 0,01% Coverage

objective

Reference 204 - 0,01% Coverage

gender diversity

Reference 205 - 0,01% Coverage

fulfilled

Reference 206 - 0,01% Coverage

Policy

Reference 207 - 0,01% Coverage

increase

Reference 208 - 0,01% Coverage

responsibility

Reference 209 - 0,01% Coverage

recommendation

Reference 210 - 0,01% Coverage

Nomination Committee

Reference 211 - 0,01% Coverage

policy

Reference 212 - 0,01% Coverage



increase

Reference 213 - 0,01% Coverage

action items

Reference 214 - 0,01% Coverage

qualified

Reference 215 - 0,01% Coverage

incorporated

Reference 216 - 0,01% Coverage

Group Recruitment Policy

Reference 217 - 0,01% Coverage

initiative

Reference 218 - 0,01% Coverage

ALDP – Accelerated Leadership Development Programme

Reference 219 - 0,01% Coverage

qual- ified

Reference 220 - 0,01% Coverage

target

Reference 221 - 0,01% Coverage

ensure

Reference 222 - 0,01% Coverage

programme

Reference 223 - 0,01% Coverage

increase

Reference 224 - 0,01% Coverage

strong

Reference 225 - 0,01% Coverage

performance

Reference 226 - 0,01% Coverage

qualifies

Reference 227 - 0,01% Coverage

mentor



Reference 228 - 0,01% Coverage

mentor

Reference 229 - 0,01% Coverage

encourage

Reference 230 - 0,01% Coverage

strong-performing

Reference 231 - 0,01% Coverage

continue to

Reference 232 - 0,01% Coverage

develop

Reference 233 - 0,01% Coverage

competences

Reference 234 - 0,01% Coverage

career opportunities

Reference 235 - 0,01% Coverage

promotions

Reference 236 - 0,01% Coverage

strong

Reference 237 - 0,01% Coverage

mentor

Reference 238 - 0,01% Coverage

mentors

Reference 239 - 0,01% Coverage

qualifying

Reference 240 - 0,01% Coverage

guideline

Reference 241 - 0,01% Coverage

mentor

Reference 242 - 0,01% Coverage

mentor



Reference 243 - 0,01% Coverage

aim

Reference 244 - 0,01% Coverage

encourage

Reference 245 - 0,01% Coverage

develop

Reference 246 - 0,01% Coverage

skills

Reference 247 - 0,01% Coverage

opportunities

Reference 248 - 0,01% Coverage

promotions

Reference 249 - 0,01% Coverage

mentor programme

Reference 250 - 0,01% Coverage

increase

Reference 251 - 0,01% Coverage

programme

Reference 252 - 0,01% Coverage

attractive

Reference 253 - 0,01% Coverage

equal

Reference 254 - 0,01% Coverage

fair

Reference 255 - 0,01% Coverage

opportunities

Reference 256 - 0,01% Coverage

promo- tion

Reference 257 - 0,01% Coverage

competences

Reference 258 - 0,01% Coverage



best

Reference 259 - 0,01% Coverage

possible

Reference 260 - 0,01% Coverage

experience

Reference 261 - 0,01% Coverage

objective

Reference 262 - 0,01% Coverage

experience

Reference 263 - 0,01% Coverage

experience

Reference 264 - 0,01% Coverage

able to

Reference 265 - 0,01% Coverage

ensure

Reference 266 - 0,01% Coverage

goals

Reference 267 - 0,01% Coverage

strate- gies

Reference 268 - 0,01% Coverage

profitability

Reference 269 - 0,01% Coverage

strategy seminar

Reference 270 - 0,01% Coverage

strategy seminar

Reference 271 - 0,01% Coverage

Rules of Procedure

Reference 272 - 0,01% Coverage

strategy meeting

Reference 273 - 0,01% Coverage



strategy

Reference 274 - 0,01% Coverage

policies

Reference 275 - 0,01% Coverage

risk management

Reference 276 - 0,01% Coverage

Rules of Procedure

Reference 277 - 0,01% Coverage

procedures

Reference 278 - 0,01% Coverage

Rules of Procedure

Reference 279 - 0,01% Coverage

cooperation

Reference 280 - 0,01% Coverage

Rules of Procedure

Reference 281 - 0,01% Coverage

accomplishments

Reference 282 - 0,01% Coverage

dialogue

Reference 283 - 0,01% Coverage

procedure

Reference 284 - 0,01% Coverage

recommendation

Reference 285 - 0,01% Coverage

Nomination Committee

Reference 286 - 0,01% Coverage

cooperation

Reference 287 - 0,01% Coverage

accomplishments

Reference 288 - 0,01% Coverage

performance



Reference 289 - 0,01% Coverage

evaluated

Reference 290 - 0,01% Coverage

evaluation process

Reference 291 - 0,01% Coverage

content

Reference 292 - 0,01% Coverage

risk evaluation

Reference 293 - 0,01% Coverage

strategy

Reference 294 - 0,01% Coverage

direction-setting

Reference 295 - 0,01% Coverage

evaluation process

Reference 296 - 0,01% Coverage

ideas

Reference 297 - 0,01% Coverage

ideas

Reference 298 - 0,01% Coverage

incorporated

Reference 299 - 0,01% Coverage

expertise

Reference 300 - 0,01% Coverage

strengthened

Reference 301 - 0,01% Coverage

Nomination Committee

Reference 302 - 0,01% Coverage

evaluation process

Reference 303 - 0,01% Coverage

introduction programme



Reference 304 - 0,01% Coverage

courses

Reference 305 - 0,01% Coverage

The Audit Committee

Reference 306 - 0,01% Coverage

Audit Committee

Reference 307 - 0,01% Coverage

qualify

Reference 308 - 0,01% Coverage

independent

Reference 309 - 0,01% Coverage

expertise

Reference 310 - 0,01% Coverage

The Audit Committee

Reference 311 - 0,01% Coverage

The Audit Committee

Reference 312 - 0,01% Coverage

Terms of Reference

Reference 313 - 0,01% Coverage

approved

Reference 314 - 0,01% Coverage

approved

Reference 315 - 0,01% Coverage

approved

Reference 316 - 0,01% Coverage

Terms of Refer- ence

Reference 317 - 0,01% Coverage

the Audit Committee

Reference 318 - 0,01% Coverage

Terms of Refer- ence

Reference 319 - 0,01% Coverage



the Audit Committee

Reference 320 - 0,01% Coverage

Terms of Reference

Reference 321 - 0,01% Coverage

Audit Committee

Reference 322 - 0,01% Coverage

Audit Committee

Reference 323 - 0,01% Coverage

Audit Committee’s

Reference 324 - 0,01% Coverage

focus

Reference 325 - 0,01% Coverage

policies

Reference 326 - 0,01% Coverage

procedures

Reference 327 - 0,01% Coverage

clarity

Reference 328 - 0,01% Coverage

focused

Reference 329 - 0,01% Coverage

compliance with

Reference 330 - 0,01% Coverage

Audit Committee

Reference 331 - 0,01% Coverage

Audit Committee

Reference 332 - 0,01% Coverage

effectiveness

Reference 333 - 0,01% Coverage

internal control and risk management systems

Reference 334 - 0,01% Coverage



The Audit Committee

Reference 335 - 0,01% Coverage

policies

Reference 336 - 0,01% Coverage

internal control and risk management systems

Reference 337 - 0,01% Coverage

effectiveness

Reference 338 - 0,01% Coverage

systems

Reference 339 - 0,01% Coverage

The Audit Committee

Reference 340 - 0,01% Coverage

Group Internal Audit

Reference 341 - 0,01% Coverage

risk management

Reference 342 - 0,01% Coverage

risk management process

Reference 343 - 0,01% Coverage

Audit Committee

Reference 344 - 0,01% Coverage

internal audit function

Reference 345 - 0,01% Coverage

approval

Reference 346 - 0,01% Coverage

internal audit plans

Reference 347 - 0,01% Coverage

The Audit Com- mittee

Reference 348 - 0,01% Coverage

tools

Reference 349 - 0,01% Coverage

Group Internal Audit



Reference 350 - 0,01% Coverage

tools

Reference 351 - 0,01% Coverage

mitigate

Reference 352 - 0,01% Coverage

external audit

Reference 353 - 0,01% Coverage

independence

Reference 354 - 0,01% Coverage

external audit

Reference 355 - 0,01% Coverage

Terms of Reference

Reference 356 - 0,01% Coverage

Audit Committee

Reference 357 - 0,01% Coverage

approval

Reference 358 - 0,01% Coverage

Terms of Reference

Reference 359 - 0,01% Coverage

The Audit Committee

Reference 360 - 0,01% Coverage

Audit Committee

Reference 361 - 0,01% Coverage

Audit Committee

Reference 362 - 0,01% Coverage

the Audit Committee

Reference 363 - 0,01% Coverage

Group Internal Audit

Reference 364 - 0,01% Coverage

Audit Committee



Reference 365 - 0,01% Coverage

Audit Committee

Reference 366 - 0,01% Coverage

external auditors

Reference 367 - 0,01% Coverage

Group Internal Audit

Reference 368 - 0,01% Coverage

The Nomination Committee

Reference 369 - 0,01% Coverage

Nomination Committee

Reference 370 - 0,01% Coverage

independent

Reference 371 - 0,01% Coverage

recommendations

Reference 372 - 0,01% Coverage

Nomination Committee

Reference 373 - 0,01% Coverage

Terms of Reference

Reference 374 - 0,01% Coverage

approved

Reference 375 - 0,01% Coverage

Terms of Reference

Reference 376 - 0,01% Coverage

recommendations

Reference 377 - 0,01% Coverage

safeguard

Reference 378 - 0,01% Coverage

independent

Reference 379 - 0,01% Coverage

recommendation

Reference 380 - 0,01% Coverage



Audit Committee

Reference 381 - 0,01% Coverage

recommendation

Reference 382 - 0,01% Coverage

evaluation

Reference 383 - 0,01% Coverage

independence

Reference 384 - 0,01% Coverage

competence

Reference 385 - 0,01% Coverage

Specification of Competencies

Reference 386 - 0,01% Coverage

recommend- ed

Reference 387 - 0,01% Coverage

objectives

Reference 388 - 0,01% Coverage

diversity

Reference 389 - 0,01% Coverage

recommendations

Reference 390 - 0,01% Coverage

Nomination Committee

Reference 391 - 0,01% Coverage

advised

Reference 392 - 0,01% Coverage

recommendations

Reference 393 - 0,01% Coverage

recommendation

Reference 394 - 0,01% Coverage

Nomination Committee

Reference 395 - 0,01% Coverage



recom- mended

Reference 396 - 0,01% Coverage

The Remuneration Committee

Reference 397 - 0,01% Coverage

The Remuneration Committee

Reference 398 - 0,01% Coverage

responsible

Reference 399 - 0,01% Coverage

imple- mentation

Reference 400 - 0,01% Coverage

strategic plans

Reference 401 - 0,01% Coverage

Audit Committee

Reference 402 - 0,01% Coverage

Audit Committee

Reference 403 - 0,01% Coverage

INTERNAL CONTROL AND RISK MANAGEMENT

Reference 404 - 0,01% Coverage

responsibility

Reference 405 - 0,01% Coverage

Audit Com- mittee

Reference 406 - 0,01% Coverage

responsible

Reference 407 - 0,01% Coverage

internal control and risk management systems

Reference 408 - 0,01% Coverage

policies

Reference 409 - 0,01% Coverage

procedures

Reference 410 - 0,01% Coverage

key areas



Reference 411 - 0,01% Coverage

Risk Management Policy

Reference 412 - 0,01% Coverage

Business Ethics Policy

Reference 413 - 0,01% Coverage

policies

Reference 414 - 0,01% Coverage

procedures

Reference 415 - 0,01% Coverage

collabor- ation

Reference 416 - 0,01% Coverage

internal control and risk management systems

Reference 417 - 0,01% Coverage

mitigate

Reference 418 - 0,01% Coverage

mitigate

Reference 419 - 0,01% Coverage

correct

Reference 420 - 0,01% Coverage

Carlsberg’s financial control framework

Reference 421 - 0,01% Coverage

Risk assessment

Reference 422 - 0,01% Coverage

The risk assessment process

Reference 423 - 0,01% Coverage

Audit Committee

Reference 424 - 0,01% Coverage

goodwill

Reference 425 - 0,01% Coverage

formalised financial reporting process



Reference 426 - 0,01% Coverage

strategy process

Reference 427 - 0,01% Coverage

performance

Reference 428 - 0,01% Coverage

special- ists

Reference 429 - 0,01% Coverage

insight

Reference 430 - 0,01% Coverage

risk assessment

Reference 431 - 0,01% Coverage

activities

Reference 432 - 0,01% Coverage

mitigate

Reference 433 - 0,01% Coverage

Carls- berg’s financial control framework

Reference 434 - 0,01% Coverage

ensure

Reference 435 - 0,01% Coverage

Carlsberg’s financial control framework

Reference 436 - 0,01% Coverage

responsible

Reference 437 - 0,01% Coverage

ensuring

Reference 438 - 0,01% Coverage

internal control activities

Reference 439 - 0,01% Coverage

compliance

Reference 440 - 0,01% Coverage

mitigate

Reference 441 - 0,01% Coverage



implementation

Reference 442 - 0,01% Coverage

imple- mentation

Reference 443 - 0,01% Coverage

increased

Reference 444 - 0,01% Coverage

implement

Reference 445 - 0,01% Coverage

ensure

Reference 446 - 0,01% Coverage

compliance

Reference 447 - 0,01% Coverage

implemented

Reference 448 - 0,01% Coverage

Audit Committee’s

Reference 449 - 0,01% Coverage

Carlsberg’s financial control framework

Reference 450 - 0,01% Coverage

Group Internal Audit

Reference 451 - 0,01% Coverage

The Audit Committee’s

Reference 452 - 0,01% Coverage

Terms of Reference

Reference 453 - 0,01% Coverage

responsibilities

Reference 454 - 0,01% Coverage

internal con- trol and risk management systems

Reference 455 - 0,01% Coverage

internal and external audit

Reference 456 - 0,01% Coverage



GROUP INTERNAL AUDIT

Reference 457 - 0,01% Coverage

The Internal Audit department

Reference 458 - 0,01% Coverage

ensures

Reference 459 - 0,01% Coverage

objective

Reference 460 - 0,01% Coverage

independent

Reference 461 - 0,01% Coverage

adequacy

Reference 462 - 0,01% Coverage

effectiveness

Reference 463 - 0,01% Coverage

quality

Reference 464 - 0,01% Coverage

Group Internal Audit

Reference 465 - 0,01% Coverage

Audit Committee

Reference 466 - 0,01% Coverage

Audit Committee

Reference 467 - 0,01% Coverage

approve

Reference 468 - 0,01% Coverage

appointment

Reference 469 - 0,01% Coverage

Group Internal Audit

Reference 470 - 0,01% Coverage

Group Internal Audit

Reference 471 - 0,01% Coverage

Terms of Reference



Reference 472 - 0,01% Coverage

approved

Reference 473 - 0,01% Coverage

Audit Committee

Reference 474 - 0,01% Coverage

Group Internal Audit

Reference 475 - 0,01% Coverage

Audit Committee

Reference 476 - 0,01% Coverage

Audit Committee

Reference 477 - 0,01% Coverage

Group Internal Audit

Reference 478 - 0,01% Coverage

responsible

Reference 479 - 0,01% Coverage

improvements

Reference 480 - 0,01% Coverage

Group Internal Audit

Reference 481 - 0,01% Coverage

policies

Reference 482 - 0,01% Coverage

procedures

Reference 483 - 0,01% Coverage

adequate

Reference 484 - 0,01% Coverage

internal control procedures

Reference 485 - 0,01% Coverage

satisfactory

Reference 486 - 0,01% Coverage

comply with



Reference 487 - 0,01% Coverage

whistleblower system

Reference 488 - 0,01% Coverage

enables

Reference 489 - 0,01% Coverage

policies

Reference 490 - 0,01% Coverage

guidelines

Reference 491 - 0,01% Coverage

whistleblower system

Reference 492 - 0,01% Coverage

independent

Reference 493 - 0,01% Coverage

ensure

Reference 494 - 0,01% Coverage

highest level

Reference 495 - 0,01% Coverage

secu- rity

Reference 496 - 0,01% Coverage

confidentiality

Reference 497 - 0,01% Coverage

whistleblower system

Reference 498 - 0,01% Coverage

Group Internal Audit

Reference 499 - 0,01% Coverage

responsibility

Reference 500 - 0,01% Coverage

Group Internal Audit

Reference 501 - 0,01% Coverage

Audit Committee

Reference 502 - 0,01% Coverage



whistleblower system

Reference 503 - 0,01% Coverage

action

Reference 504 - 0,01% Coverage

whistle- blower system

Reference 505 - 0,01% Coverage

Group policies

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2011\\Annual Report 2011> - § 490
references coded  [1,04% Coverage]

Reference 1 - 0,01% Coverage

CLIMATE

Reference 2 - 0,01% Coverage

ENVIRONMENT

Reference 3 - 0,01% Coverage

target

Reference 4 - 0,01% Coverage

target

Reference 5 - 0,01% Coverage

SOCIAL

Reference 6 - 0,01% Coverage

RESPONSIBILITY

Reference 7 - 0,01% Coverage

Code of Conduct

Reference 8 - 0,01% Coverage

Code of Conduct

Reference 9 - 0,01% Coverage

Code of Conduct

Reference 10 - 0,01% Coverage

courses

Reference 11 - 0,01% Coverage

activities



Reference 12 - 0,01% Coverage

experience

Reference 13 - 0,01% Coverage

focusing

Reference 14 - 0,01% Coverage

profitable

Reference 15 - 0,01% Coverage

experience

Reference 16 - 0,01% Coverage

courses and

Reference 17 - 0,01% Coverage

activities

Reference 18 - 0,01% Coverage

courses

Reference 19 - 0,01% Coverage

activities

Reference 20 - 0,01% Coverage

experience

Reference 21 - 0,01% Coverage

experience

Reference 22 - 0,01% Coverage

experience

Reference 23 - 0,01% Coverage

Qualifications

Reference 24 - 0,01% Coverage

experience

Reference 25 - 0,01% Coverage

Corporate governance

Reference 26 - 0,01% Coverage

key concepts



Reference 27 - 0,01% Coverage

responsibility

Reference 28 - 0,01% Coverage

integrity

Reference 29 - 0,01% Coverage

Transparency

Reference 30 - 0,01% Coverage

activities

Reference 31 - 0,01% Coverage

essential

Reference 32 - 0,01% Coverage

Corpo- rate governance

Reference 33 - 0,01% Coverage

principles

Reference 34 - 0,01% Coverage

structures

Reference 35 - 0,01% Coverage

two-tier management system

Reference 36 - 0,01% Coverage

Articles of Association

Reference 37 - 0,01% Coverage

values

Reference 38 - 0,01% Coverage

corporate governance

Reference 39 - 0,01% Coverage

corporate governance

Reference 40 - 0,01% Coverage

rules

Reference 41 - 0,01% Coverage

corporate governance rules

Reference 42 - 0,01% Coverage



the American Sarbanes-Oxley Act

Reference 43 - 0,01% Coverage

corporate governance

Reference 44 - 0,01% Coverage

competencies

Reference 45 - 0,01% Coverage

focus

Reference 46 - 0,01% Coverage

global perspective

Reference 47 - 0,01% Coverage

ensure

Reference 48 - 0,01% Coverage

competencies

Reference 49 - 0,01% Coverage

development

Reference 50 - 0,01% Coverage

independent

Reference 51 - 0,01% Coverage

audit committee

Reference 52 - 0,01% Coverage

audit committee

Reference 53 - 0,01% Coverage

independent

Reference 54 - 0,01% Coverage

audit committee

Reference 55 - 0,01% Coverage

activities

Reference 56 - 0,01% Coverage

tasks

Reference 57 - 0,01% Coverage



rules of procedures

Reference 58 - 0,01% Coverage
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ensure
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good
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ensuring
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growth
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Reference 1 - 0,01% Coverage

ENERGY

Reference 2 - 0,01% Coverage

CLIMATE
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Code of Conduct Suppliers in medium-risk countries
Hereof suppliers having signed Code of Conduct Suppliers in low-risk countries



Hereof suppliers having signed Code of Conduct
SOCIAL RESPONSIBILITY Dismissals due to unethical behavior
376
Hereof suppliers having signed Code of Conduct Suppliers in medium-risk countries
2,819 Hereof suppliers having signed Code of Conduct
SOCIAL RESPONSIBILITY Dismissals due to unethical behavior
All figures are excluding Sauer-Danfoss All figures are excluding Sauer-Danfoss 64 55,804
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16.9 184 12.8 14
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16.9 184 12.8 14
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Reference 163 - 0,01% Coverage

offers

Reference 164 - 0,01% Coverage

interdis- ciplinary treatment

Reference 165 - 0,01% Coverage

reduce

Reference 166 - 0,01% Coverage

considered

Reference 167 - 0,01% Coverage

regularly

Reference 168 - 0,01% Coverage

project

Reference 169 - 0,01% Coverage

ensure

Reference 170 - 0,01% Coverage

opportunity

Reference 171 - 0,01% Coverage

participate in

Reference 172 - 0,01% Coverage

In addition to

Reference 173 - 0,01% Coverage

substantial resources

Reference 174 - 0,01% Coverage

invested in

Reference 175 - 0,01% Coverage

ensuring

Reference 176 - 0,01% Coverage

supplementary training

Reference 177 - 0,01% Coverage



training

Reference 178 - 0,01% Coverage

maintain

Reference 179 - 0,01% Coverage

skill level

Reference 180 - 0,01% Coverage

ensures

Reference 181 - 0,01% Coverage

con- tinuing development

Reference 182 - 0,01% Coverage

growing focus

Reference 183 - 0,01% Coverage

opportunity

Reference 184 - 0,01% Coverage

initiatives

Reference 185 - 0,01% Coverage

improve

Reference 186 - 0,01% Coverage

job satisfaction

Reference 187 - 0,01% Coverage

better chance

Reference 188 - 0,01% Coverage

results in

Reference 189 - 0,01% Coverage

low level of

Reference 190 - 0,01% Coverage

corporate social responsibility

Reference 191 - 0,01% Coverage

important part

Reference 192 - 0,01% Coverage

policy



Reference 193 - 0,01% Coverage

comply with

Reference 194 - 0,01% Coverage

all environmental requirements

Reference 195 - 0,01% Coverage

reduce

Reference 196 - 0,01% Coverage

Corporate governance

Reference 197 - 0,01% Coverage

corporate governance

Reference 198 - 0,01% Coverage

ensure

Reference 199 - 0,01% Coverage

consistent with

Reference 200 - 0,01% Coverage

corporate mis- sion

Reference 201 - 0,01% Coverage

matches

Reference 202 - 0,01% Coverage

expectations

Reference 203 - 0,01% Coverage

Corporate governance

Reference 204 - 0,01% Coverage

corporate governance

Reference 205 - 0,01% Coverage

natural

Reference 206 - 0,01% Coverage

crucial

Reference 207 - 0,01% Coverage

achievement



Reference 208 - 0,01% Coverage

goals

Reference 209 - 0,01% Coverage

strategy

Reference 210 - 0,01% Coverage

complies

Reference 211 - 0,01% Coverage

to a great extent

Reference 212 - 0,01% Coverage

corporate governance rec- ommendations

Reference 213 - 0,01% Coverage

NASDAQ OMX Copenhagen stock exchange

Reference 214 - 0,01% Coverage

recom- mendations

Reference 215 - 0,01% Coverage

a two-tier manage- ment system

Reference 216 - 0,01% Coverage

supervise

Reference 217 - 0,01% Coverage

activities

Reference 218 - 0,01% Coverage

development

Reference 219 - 0,01% Coverage

responsible

Reference 220 - 0,01% Coverage

developments

Reference 221 - 0,01% Coverage

independent

Reference 222 - 0,01% Coverage

in compliance with

Reference 223 - 0,01% Coverage



the Group strategy

Reference 224 - 0,01% Coverage

independent

Reference 225 - 0,01% Coverage

Audit Committee

Reference 226 - 0,01% Coverage

Audit Committee

Reference 227 - 0,01% Coverage

effectiveness

Reference 228 - 0,01% Coverage

internal control and risk management systems

Reference 229 - 0,01% Coverage

rec- ommendations

Reference 230 - 0,01% Coverage

implementa- tion

Reference 231 - 0,01% Coverage

initiatives

Reference 232 - 0,01% Coverage

initiated

Reference 233 - 0,01% Coverage

Audit Committee

Reference 234 - 0,01% Coverage

Audit Com- mittee

Reference 235 - 0,01% Coverage

Audit Committee

Reference 236 - 0,01% Coverage

responsible

Reference 237 - 0,01% Coverage

development

Reference 238 - 0,01% Coverage



primary

Reference 239 - 0,01% Coverage

focus

Reference 240 - 0,01% Coverage

developing

Reference 241 - 0,01% Coverage

implementing

Reference 242 - 0,01% Coverage

strategies

Reference 243 - 0,01% Coverage

initiatives

Reference 244 - 0,01% Coverage

approved

Reference 245 - 0,01% Coverage

responsible

Reference 246 - 0,01% Coverage

ensuring

Reference 247 - 0,01% Coverage

attract

Reference 248 - 0,01% Coverage

retain

Reference 249 - 0,01% Coverage

com- petencies

Reference 250 - 0,01% Coverage

value

Reference 251 - 0,01% Coverage

create

Reference 252 - 0,01% Coverage

ensure

Reference 253 - 0,01% Coverage

substantial



Reference 254 - 0,01% Coverage

opportunity

Reference 255 - 0,01% Coverage

Risk management

Reference 256 - 0,01% Coverage

risk management

Reference 257 - 0,01% Coverage

important

Reference 258 - 0,01% Coverage

natu- ral

Reference 259 - 0,01% Coverage

realise

Reference 260 - 0,01% Coverage

goals

Reference 261 - 0,01% Coverage

strategy

Reference 262 - 0,01% Coverage

implementation

Reference 263 - 0,01% Coverage

strategy

Reference 264 - 0,01% Coverage

continuous

Reference 265 - 0,01% Coverage

business opportunities

Reference 266 - 0,01% Coverage

natural

Reference 267 - 0,01% Coverage

integral

Reference 268 - 0,01% Coverage

ensuring



Reference 269 - 0,01% Coverage

stable

Reference 270 - 0,01% Coverage

reliable

Reference 271 - 0,01% Coverage

growth

Reference 272 - 0,01% Coverage

continuously

Reference 273 - 0,01% Coverage

best

Reference 274 - 0,01% Coverage

ensure

Reference 275 - 0,01% Coverage

risk man- agement

Reference 276 - 0,01% Coverage

efficient

Reference 277 - 0,01% Coverage

responsible

Reference 278 - 0,01% Coverage

establishing

Reference 279 - 0,01% Coverage

developing

Reference 280 - 0,01% Coverage

adequate

Reference 281 - 0,01% Coverage

risk management

Reference 282 - 0,01% Coverage

sound

Reference 283 - 0,01% Coverage

sufficient

Reference 284 - 0,01% Coverage



responsible

Reference 285 - 0,01% Coverage

handling

Reference 286 - 0,01% Coverage

Group Risk Management Department

Reference 287 - 0,01% Coverage

ensuring

Reference 288 - 0,01% Coverage

continuing

Reference 289 - 0,01% Coverage

improve- ment

Reference 290 - 0,01% Coverage

transparency

Reference 291 - 0,01% Coverage

risk management

Reference 292 - 0,01% Coverage

standard

Reference 293 - 0,01% Coverage

business procedures

Reference 294 - 0,01% Coverage

activity

Reference 295 - 0,01% Coverage

ensures

Reference 296 - 0,01% Coverage

true

Reference 297 - 0,01% Coverage

fair

Reference 298 - 0,01% Coverage

Business procedures

Reference 299 - 0,01% Coverage



segregation

Reference 300 - 0,01% Coverage

areas of responsibility

Reference 301 - 0,01% Coverage

procedures

Reference 302 - 0,01% Coverage

ensured

Reference 303 - 0,01% Coverage

consistently

Reference 304 - 0,01% Coverage

specialists

Reference 305 - 0,01% Coverage

specialists

Reference 306 - 0,01% Coverage

professional

Reference 307 - 0,01% Coverage

activity

Reference 308 - 0,01% Coverage

performance

Reference 309 - 0,01% Coverage

dialogue

Reference 310 - 0,01% Coverage

ensure

Reference 311 - 0,01% Coverage

business procedures

Reference 312 - 0,01% Coverage

ensure

Reference 313 - 0,01% Coverage

true

Reference 314 - 0,01% Coverage

fair



Reference 315 - 0,01% Coverage

ensured

Reference 316 - 0,01% Coverage

improvements

Reference 317 - 0,01% Coverage

implemented

Reference 318 - 0,01% Coverage

Audit Committee

Reference 319 - 0,01% Coverage

areas of focus
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coded  [1,10% Coverage]

Reference 1 - 0,01% Coverage

corporate social responsibility

Reference 2 - 0,01% Coverage

Corporate social responsibility

Reference 3 - 0,01% Coverage

business practices

Reference 4 - 0,01% Coverage

improve

Reference 5 - 0,01% Coverage

ben- efit

Reference 6 - 0,01% Coverage

beyond

Reference 7 - 0,01% Coverage

CSR

Reference 8 - 0,01% Coverage

at the heart of

Reference 9 - 0,01% Coverage

social and environmental considerations

Reference 10 - 0,01% Coverage



deeply rooted in

Reference 11 - 0,01% Coverage

integrated into

Reference 12 - 0,01% Coverage

endeavour

Reference 13 - 0,01% Coverage

The Falck Code of Conduct

Reference 14 - 0,01% Coverage

requires

Reference 15 - 0,01% Coverage

comply with

Reference 16 - 0,01% Coverage

legal requirements

Reference 17 - 0,01% Coverage

Code of Conduct

Reference 18 - 0,01% Coverage

The Falck Code of Conduct

Reference 19 - 0,01% Coverage

the United Nations Global Compact

Reference 20 - 0,01% Coverage

areas

Reference 21 - 0,01% Coverage

Human rights

Reference 22 - 0,01% Coverage

support

Reference 23 - 0,01% Coverage

respect

Reference 24 - 0,01% Coverage

the protection of

Reference 25 - 0,01% Coverage



internationally proclaimed human rights

Reference 26 - 0,01% Coverage

make sure

Reference 27 - 0,01% Coverage

Environment

Reference 28 - 0,01% Coverage

support

Reference 29 - 0,01% Coverage

precautionary approach

Reference 30 - 0,01% Coverage

take steps to

Reference 31 - 0,01% Coverage

promote

Reference 32 - 0,01% Coverage

environmental responsibility

Reference 33 - 0,01% Coverage

encourage

Reference 34 - 0,01% Coverage

development

Reference 35 - 0,01% Coverage

diffusion of

Reference 36 - 0,01% Coverage

environmentally friendly technologies

Reference 37 - 0,01% Coverage

promote

Reference 38 - 0,01% Coverage

health

Reference 39 - 0,01% Coverage

safety

Reference 40 - 0,01% Coverage

improvement



Reference 41 - 0,01% Coverage

social standards

Reference 42 - 0,01% Coverage

mission

Reference 43 - 0,01% Coverage

actively

Reference 44 - 0,01% Coverage

prevent

Reference 45 - 0,01% Coverage

rescue

Reference 46 - 0,01% Coverage

assist

Reference 47 - 0,01% Coverage

quickly

Reference 48 - 0,01% Coverage

competently

Reference 49 - 0,01% Coverage

rehabilitate

Reference 50 - 0,01% Coverage

‘Corporate Social Responsibility’

Reference 51 - 0,01% Coverage

Labour standards

Reference 52 - 0,01% Coverage

uphold

Reference 53 - 0,01% Coverage

the freedom of association

Reference 54 - 0,01% Coverage

effective recognition

Reference 55 - 0,01% Coverage

the right to collective bargaining



Reference 56 - 0,01% Coverage

support

Reference 57 - 0,01% Coverage

elimination of

Reference 58 - 0,01% Coverage

support

Reference 59 - 0,01% Coverage

effective abolition

Reference 60 - 0,01% Coverage

support

Reference 61 - 0,01% Coverage

elimination of

Reference 62 - 0,01% Coverage

Anti-corruption

Reference 63 - 0,01% Coverage

work to counter

Reference 64 - 0,01% Coverage

complying with

Reference 65 - 0,01% Coverage

the Falck Group’s Code of Conduct

Reference 66 - 0,01% Coverage

supplementary policies

Reference 67 - 0,01% Coverage

‘Corporate Social Responsibility’

Reference 68 - 0,01% Coverage

Code of Conduct

Reference 69 - 0,01% Coverage

Occupational health and safety

Reference 70 - 0,01% Coverage

Environment

Reference 71 - 0,01% Coverage



Business ethics

Reference 72 - 0,01% Coverage

social responsibility

Reference 73 - 0,01% Coverage

the right thing to do

Reference 74 - 0,01% Coverage

ability

Reference 75 - 0,01% Coverage

opportunity

Reference 76 - 0,01% Coverage

actively

Reference 77 - 0,01% Coverage

participating

Reference 78 - 0,01% Coverage

corporate values

Reference 79 - 0,01% Coverage

improve

Reference 80 - 0,01% Coverage

develop

Reference 81 - 0,01% Coverage

society

Reference 82 - 0,01% Coverage

health

Reference 83 - 0,01% Coverage

ac- cessible

Reference 84 - 0,01% Coverage

reliable

Reference 85 - 0,01% Coverage

fast,

Reference 86 - 0,01% Coverage



efficient,

Reference 87 - 0,01% Coverage

helpful

Reference 88 - 0,01% Coverage

competent.

Reference 89 - 0,01% Coverage

seek to

Reference 90 - 0,01% Coverage

make a difference

Reference 91 - 0,01% Coverage

works to

Reference 92 - 0,01% Coverage

solutions

Reference 93 - 0,01% Coverage

generate

Reference 94 - 0,01% Coverage

contribute

Reference 95 - 0,01% Coverage

value creation

Reference 96 - 0,01% Coverage

collaborates

Reference 97 - 0,01% Coverage

employee training

Reference 98 - 0,01% Coverage

development of

Reference 99 - 0,01% Coverage

new

Reference 100 - 0,01% Coverage

better

Reference 101 - 0,01% Coverage

health



Reference 102 - 0,01% Coverage

safety

Reference 103 - 0,01% Coverage

security

Reference 104 - 0,01% Coverage

upgrade

Reference 105 - 0,01% Coverage

skills

Reference 106 - 0,01% Coverage

on-the-job training

Reference 107 - 0,01% Coverage

courses

Reference 108 - 0,01% Coverage

self-motivated

Reference 109 - 0,01% Coverage

development

Reference 110 - 0,01% Coverage

create

Reference 111 - 0,01% Coverage

job satisfaction

Reference 112 - 0,01% Coverage

results

Reference 113 - 0,01% Coverage

committed to

Reference 114 - 0,01% Coverage

continually

Reference 115 - 0,01% Coverage

improve

Reference 116 - 0,01% Coverage

job satisfaction



Reference 117 - 0,01% Coverage

health

Reference 118 - 0,01% Coverage

commitment

Reference 119 - 0,01% Coverage

initiatives

Reference 120 - 0,01% Coverage

initiatives

Reference 121 - 0,01% Coverage

large-scale

Reference 122 - 0,01% Coverage

employee-satis- faction survey

Reference 123 - 0,01% Coverage

implemented

Reference 124 - 0,01% Coverage

resulting in

Reference 125 - 0,01% Coverage

improvement

Reference 126 - 0,01% Coverage

system

Reference 127 - 0,01% Coverage

improvements

Reference 128 - 0,01% Coverage

in- house newsletters

Reference 129 - 0,01% Coverage

opinions.

Reference 130 - 0,01% Coverage

special focus

Reference 131 - 0,01% Coverage

preventing

Reference 132 - 0,01% Coverage



treatment

Reference 133 - 0,01% Coverage

specialists.

Reference 134 - 0,01% Coverage

special duty

Reference 135 - 0,01% Coverage

contribute to

Reference 136 - 0,01% Coverage

in- clusive

Reference 137 - 0,01% Coverage

helps

Reference 138 - 0,01% Coverage

facilitate

Reference 139 - 0,01% Coverage

flexible jobs

Reference 140 - 0,01% Coverage

work test programmes

Reference 141 - 0,01% Coverage

networking opportunities

Reference 142 - 0,01% Coverage

experience exchange session

Reference 143 - 0,01% Coverage

training programmes

Reference 144 - 0,01% Coverage

senior schemes

Reference 145 - 0,01% Coverage

opportunity to

Reference 146 - 0,01% Coverage

the best possible way

Reference 147 - 0,01% Coverage



goals

Reference 148 - 0,01% Coverage

initiatives

Reference 149 - 0,01% Coverage

reduce

Reference 150 - 0,01% Coverage

reduce

Reference 151 - 0,01% Coverage

increase

Reference 152 - 0,01% Coverage

employee satisfaction

Reference 153 - 0,01% Coverage

improve

Reference 154 - 0,01% Coverage

leadership quality

Reference 155 - 0,01% Coverage

Environment

Reference 156 - 0,01% Coverage

global environmental policy

Reference 157 - 0,01% Coverage

obliges

Reference 158 - 0,01% Coverage

prevent

Reference 159 - 0,01% Coverage

to the greatest possible extent

Reference 160 - 0,01% Coverage

reduce

Reference 161 - 0,01% Coverage

as much as possible

Reference 162 - 0,01% Coverage

focused



Reference 163 - 0,01% Coverage

greener solutions,

Reference 164 - 0,01% Coverage

environmentally friendlier

Reference 165 - 0,01% Coverage

lower

Reference 166 - 0,01% Coverage

less

Reference 167 - 0,01% Coverage

developed

Reference 168 - 0,01% Coverage

saves

Reference 169 - 0,01% Coverage

environmentally friendlier

Reference 170 - 0,01% Coverage

solution

Reference 171 - 0,01% Coverage

im- proves

Reference 172 - 0,01% Coverage

quality

Reference 173 - 0,01% Coverage

initiatives

Reference 174 - 0,01% Coverage

special focus

Reference 175 - 0,01% Coverage

environmentally friendly

Reference 176 - 0,01% Coverage

waste sorting

Reference 177 - 0,01% Coverage

replanting



Reference 178 - 0,01% Coverage

green areas

Reference 179 - 0,01% Coverage

goals

Reference 180 - 0,01% Coverage

initiatives

Reference 181 - 0,01% Coverage

reduce

Reference 182 - 0,01% Coverage

reduce

Reference 183 - 0,01% Coverage

environmentally friendly

Reference 184 - 0,01% Coverage

aim for

Reference 185 - 0,01% Coverage

a high rate of

Reference 186 - 0,01% Coverage

recycling

Reference 187 - 0,01% Coverage

the lowest possible

Reference 188 - 0,01% Coverage

efforts

Reference 189 - 0,01% Coverage

protect

Reference 190 - 0,01% Coverage

the environment

Reference 191 - 0,01% Coverage

natural resources

Reference 192 - 0,01% Coverage

as well as possible

Reference 193 - 0,01% Coverage



environmental data

Reference 194 - 0,01% Coverage

fuel economy

Reference 195 - 0,01% Coverage

Business ethics

Reference 196 - 0,01% Coverage

zero-tolerance policy

Reference 197 - 0,01% Coverage

implementation of

Reference 198 - 0,01% Coverage

whistleblower system

Reference 199 - 0,01% Coverage

continued to

Reference 200 - 0,01% Coverage

policy

Reference 201 - 0,01% Coverage

detailed descriptions

Reference 202 - 0,01% Coverage

attitude to- wards

Reference 203 - 0,01% Coverage

clear guidelines

Reference 204 - 0,01% Coverage

Further efforts

Reference 205 - 0,01% Coverage

increase

Reference 206 - 0,01% Coverage

awareness

Reference 207 - 0,01% Coverage

in-house training

Reference 208 - 0,01% Coverage



planned

Reference 209 - 0,01% Coverage

implementation of

Reference 210 - 0,01% Coverage

whistleblower system

Reference 211 - 0,01% Coverage

Falck’s zero-tolerance policy

Reference 212 - 0,01% Coverage

not accept

Reference 213 - 0,01% Coverage

ensure

Reference 214 - 0,01% Coverage

implementation

Reference 215 - 0,01% Coverage

additional

Reference 216 - 0,01% Coverage

initiatives

Reference 217 - 0,01% Coverage

business ethics

Reference 218 - 0,01% Coverage

wish

Reference 219 - 0,01% Coverage

make a difference

Reference 220 - 0,01% Coverage

deeply anchored

Reference 221 - 0,01% Coverage

corporate values

Reference 222 - 0,01% Coverage

participate

Reference 223 - 0,01% Coverage

actively



Reference 224 - 0,01% Coverage

set up

Reference 225 - 0,01% Coverage

outdoor fitness centres

Reference 226 - 0,01% Coverage

participated

Reference 227 - 0,01% Coverage

actively

Reference 228 - 0,01% Coverage

raise money

Reference 229 - 0,01% Coverage

to fight cancer

Reference 230 - 0,01% Coverage

vaccinated

Reference 231 - 0,01% Coverage

free of charge

Reference 232 - 0,01% Coverage

provides

Reference 233 - 0,01% Coverage

assistance

Reference 234 - 0,01% Coverage

staff resources

Reference 235 - 0,01% Coverage

taking part

Reference 236 - 0,01% Coverage

charity events

Reference 237 - 0,01% Coverage

sponsorships,

Reference 238 - 0,01% Coverage

donation of ambulances, fire engines and other equipment



Reference 239 - 0,01% Coverage

di- rect financial aid

Reference 240 - 0,01% Coverage

helps

Reference 241 - 0,01% Coverage

provides

Reference 242 - 0,01% Coverage

training

Reference 243 - 0,01% Coverage

first aid

Reference 244 - 0,01% Coverage

provides

Reference 245 - 0,01% Coverage

emergency services

Reference 246 - 0,01% Coverage

goals

Reference 247 - 0,01% Coverage

initiatives

Reference 248 - 0,01% Coverage

support

Reference 249 - 0,01% Coverage

health

Reference 250 - 0,01% Coverage

education

Reference 251 - 0,01% Coverage

welfare

Reference 252 - 0,01% Coverage

contribute to

Reference 253 - 0,01% Coverage

economic development

Reference 254 - 0,01% Coverage



support

Reference 255 - 0,01% Coverage

wel- fare

Reference 256 - 0,01% Coverage

deliver on

Reference 257 - 0,01% Coverage

promises

Reference 258 - 0,01% Coverage

contribute to

Reference 259 - 0,01% Coverage

economic development

Reference 260 - 0,01% Coverage

increase

Reference 261 - 0,01% Coverage

the awareness of health and safety

Reference 262 - 0,01% Coverage

promote

Reference 263 - 0,01% Coverage

a healthier and safer society

Reference 264 - 0,01% Coverage

wISH

Reference 265 - 0,01% Coverage

MAKE A DIFFERENCE

Reference 266 - 0,01% Coverage

DEEPLy ANCHORED

Reference 267 - 0,01% Coverage

CORPORATE vALUES

Reference 268 - 0,01% Coverage

Occupational health and safety

Reference 269 - 0,01% Coverage



Health

Reference 270 - 0,01% Coverage

safety

Reference 271 - 0,01% Coverage

natural part

Reference 272 - 0,01% Coverage

The safety of employees and customers

Reference 273 - 0,01% Coverage

crucial

Reference 274 - 0,01% Coverage

a top priority

Reference 275 - 0,01% Coverage

maintains

Reference 276 - 0,01% Coverage

constant focus

Reference 277 - 0,01% Coverage

safety

Reference 278 - 0,01% Coverage

develop

Reference 279 - 0,01% Coverage

global standard

Reference 280 - 0,01% Coverage

continue

Reference 281 - 0,01% Coverage

the best and most realistic training

Reference 282 - 0,01% Coverage

ensure

Reference 283 - 0,01% Coverage

as realistic as possible

Reference 284 - 0,01% Coverage

special systems



Reference 285 - 0,01% Coverage

to control and reduce this risk

Reference 286 - 0,01% Coverage

developed

Reference 287 - 0,01% Coverage

handle

Reference 288 - 0,01% Coverage

investing resources

Reference 289 - 0,01% Coverage

ensuring

Reference 290 - 0,01% Coverage

supplementary training

Reference 291 - 0,01% Coverage

refresher courses

Reference 292 - 0,01% Coverage

efforts

Reference 293 - 0,01% Coverage

target

Reference 294 - 0,01% Coverage

improve

Reference 295 - 0,01% Coverage

quality of its services

Reference 296 - 0,01% Coverage

regularly

Reference 297 - 0,01% Coverage

change

Reference 298 - 0,01% Coverage

reduce

Reference 299 - 0,01% Coverage

worked



Reference 300 - 0,01% Coverage

actively

Reference 301 - 0,01% Coverage

involve

Reference 302 - 0,01% Coverage

reviews of

Reference 303 - 0,01% Coverage

health and safety processes

Reference 304 - 0,01% Coverage

special focus

Reference 305 - 0,01% Coverage

development

Reference 306 - 0,01% Coverage

em- ployee competencies

Reference 307 - 0,01% Coverage

health and safety conditions

Reference 308 - 0,01% Coverage

specific workplace assessments

Reference 309 - 0,01% Coverage

safety assess- ments

Reference 310 - 0,01% Coverage

goals

Reference 311 - 0,01% Coverage

initiatives

Reference 312 - 0,01% Coverage

reduce

Reference 313 - 0,01% Coverage

reduce

Reference 314 - 0,01% Coverage

the safest and most reliable provider of these ser- vices.

Reference 315 - 0,01% Coverage



involve

Reference 316 - 0,01% Coverage

maintaining

Reference 317 - 0,01% Coverage

high safety and working environment standards.

Reference 318 - 0,01% Coverage

continue

Reference 319 - 0,01% Coverage

work on reducing

Reference 320 - 0,01% Coverage

policy

Reference 321 - 0,01% Coverage

continuously promoting

Reference 322 - 0,01% Coverage

greatest possible safety in the workplace

Reference 323 - 0,01% Coverage

Corporate governance

Reference 324 - 0,01% Coverage

corporate governance

Reference 325 - 0,01% Coverage

ensure

Reference 326 - 0,01% Coverage

corporate mis- sion

Reference 327 - 0,01% Coverage

matches

Reference 328 - 0,01% Coverage

expectations

Reference 329 - 0,01% Coverage

Corporate governance

Reference 330 - 0,01% Coverage



corporate governance

Reference 331 - 0,01% Coverage

natural

Reference 332 - 0,01% Coverage

crucial

Reference 333 - 0,01% Coverage

achievement

Reference 334 - 0,01% Coverage

goals

Reference 335 - 0,01% Coverage

strategy

Reference 336 - 0,01% Coverage

complies

Reference 337 - 0,01% Coverage

to a great extent

Reference 338 - 0,01% Coverage

corporate governance recommendations

Reference 339 - 0,01% Coverage

NASDAQ OMX Copenhagen stock exchange

Reference 340 - 0,01% Coverage

recommendations

Reference 341 - 0,01% Coverage

relevant

Reference 342 - 0,01% Coverage

a two-tier management system

Reference 343 - 0,01% Coverage

supervise

Reference 344 - 0,01% Coverage

activities

Reference 345 - 0,01% Coverage

development



Reference 346 - 0,01% Coverage

responsible

Reference 347 - 0,01% Coverage

development

Reference 348 - 0,01% Coverage

independent

Reference 349 - 0,01% Coverage

in compliance with

Reference 350 - 0,01% Coverage

participate

Reference 351 - 0,01% Coverage

independent

Reference 352 - 0,01% Coverage

Audit Committee

Reference 353 - 0,01% Coverage

The Audit Committee

Reference 354 - 0,01% Coverage

effectiveness

Reference 355 - 0,01% Coverage

internal control and risk management systems

Reference 356 - 0,01% Coverage

recommendations

Reference 357 - 0,01% Coverage

implementation

Reference 358 - 0,01% Coverage

initiatives

Reference 359 - 0,01% Coverage

initiated

Reference 360 - 0,01% Coverage

Audit Committee



Reference 361 - 0,01% Coverage

Audit Committee

Reference 362 - 0,01% Coverage

The Audit Committee

Reference 363 - 0,01% Coverage

responsible

Reference 364 - 0,01% Coverage

development

Reference 365 - 0,01% Coverage

primary

Reference 366 - 0,01% Coverage

focus

Reference 367 - 0,01% Coverage

developing

Reference 368 - 0,01% Coverage

implementing

Reference 369 - 0,01% Coverage

strategies

Reference 370 - 0,01% Coverage

initiatives

Reference 371 - 0,01% Coverage

approved

Reference 372 - 0,01% Coverage

responsible

Reference 373 - 0,01% Coverage

ensuring

Reference 374 - 0,01% Coverage

attract

Reference 375 - 0,01% Coverage

retain

Reference 376 - 0,01% Coverage



com- petencies

Reference 377 - 0,01% Coverage

value

Reference 378 - 0,01% Coverage

create

Reference 379 - 0,01% Coverage

ensure

Reference 380 - 0,01% Coverage

opportunity

Reference 381 - 0,01% Coverage

advantage

Reference 382 - 0,01% Coverage

opportu- nity

Reference 383 - 0,01% Coverage

Risk management

Reference 384 - 0,01% Coverage

risk management

Reference 385 - 0,01% Coverage

important

Reference 386 - 0,01% Coverage

natural

Reference 387 - 0,01% Coverage

realise

Reference 388 - 0,01% Coverage

goals

Reference 389 - 0,01% Coverage

strategy

Reference 390 - 0,01% Coverage

activities

Reference 391 - 0,01% Coverage



implement- ing

Reference 392 - 0,01% Coverage

strategy

Reference 393 - 0,01% Coverage

business opportu- nities

Reference 394 - 0,01% Coverage

natural

Reference 395 - 0,01% Coverage

integral

Reference 396 - 0,01% Coverage

ensuring

Reference 397 - 0,01% Coverage

stable

Reference 398 - 0,01% Coverage

reliable

Reference 399 - 0,01% Coverage

growth

Reference 400 - 0,01% Coverage

continuously

Reference 401 - 0,01% Coverage

best

Reference 402 - 0,01% Coverage

ensure

Reference 403 - 0,01% Coverage

risk management

Reference 404 - 0,01% Coverage

efficient

Reference 405 - 0,01% Coverage

responsible

Reference 406 - 0,01% Coverage

establishing



Reference 407 - 0,01% Coverage

developing

Reference 408 - 0,01% Coverage

relevant

Reference 409 - 0,01% Coverage

risk management

Reference 410 - 0,01% Coverage

sound

Reference 411 - 0,01% Coverage

sufficient

Reference 412 - 0,01% Coverage

responsible

Reference 413 - 0,01% Coverage

handling

Reference 414 - 0,01% Coverage

Group Risk Management Department

Reference 415 - 0,01% Coverage

ensuring

Reference 416 - 0,01% Coverage

continuing

Reference 417 - 0,01% Coverage

improve- ment

Reference 418 - 0,01% Coverage

transparency

Reference 419 - 0,01% Coverage

risk management

Reference 420 - 0,01% Coverage

high

Reference 421 - 0,01% Coverage

standard



Reference 422 - 0,01% Coverage

business procedures

Reference 423 - 0,01% Coverage

activity

Reference 424 - 0,01% Coverage

ensures

Reference 425 - 0,01% Coverage

true

Reference 426 - 0,01% Coverage

fair

Reference 427 - 0,01% Coverage

Business procedures

Reference 428 - 0,01% Coverage

segregation

Reference 429 - 0,01% Coverage

areas of responsibility

Reference 430 - 0,01% Coverage

procedures

Reference 431 - 0,01% Coverage

relevant

Reference 432 - 0,01% Coverage

ensuring

Reference 433 - 0,01% Coverage

activity performance

Reference 434 - 0,01% Coverage

specialists

Reference 435 - 0,01% Coverage

specialists

Reference 436 - 0,01% Coverage

profes- sional background

Reference 437 - 0,01% Coverage



activity

Reference 438 - 0,01% Coverage

performance

Reference 439 - 0,01% Coverage

dialogue

Reference 440 - 0,01% Coverage

performance

Reference 441 - 0,01% Coverage

ensure

Reference 442 - 0,01% Coverage

business procedures

Reference 443 - 0,01% Coverage

activities

Reference 444 - 0,01% Coverage

ensure

Reference 445 - 0,01% Coverage

true

Reference 446 - 0,01% Coverage

fair

Reference 447 - 0,01% Coverage

ensured

Reference 448 - 0,01% Coverage

improvements

Reference 449 - 0,01% Coverage

implemented

Reference 450 - 0,01% Coverage

Audit Committee

Reference 451 - 0,01% Coverage

areas of focus
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Reference 1 - 0,01% Coverage

corporate social responsibility

Reference 2 - 0,01% Coverage

Corporate social responsibility

Reference 3 - 0,01% Coverage

business practices

Reference 4 - 0,01% Coverage

improve

Reference 5 - 0,01% Coverage

ben- efit

Reference 6 - 0,01% Coverage

beyond

Reference 7 - 0,01% Coverage

CSR

Reference 8 - 0,01% Coverage

at the heart of

Reference 9 - 0,01% Coverage

social and environmental considerations

Reference 10 - 0,01% Coverage

deeply rooted in

Reference 11 - 0,01% Coverage

in- tegrated into

Reference 12 - 0,01% Coverage

endeavour

Reference 13 - 0,01% Coverage

promote

Reference 14 - 0,01% Coverage

health

Reference 15 - 0,01% Coverage

safety



Reference 16 - 0,01% Coverage

improvement

Reference 17 - 0,01% Coverage

social standards

Reference 18 - 0,01% Coverage

mission

Reference 19 - 0,01% Coverage

actively

Reference 20 - 0,01% Coverage

prevent

Reference 21 - 0,01% Coverage

rescue

Reference 22 - 0,01% Coverage

assist

Reference 23 - 0,01% Coverage

quickly

Reference 24 - 0,01% Coverage

competently

Reference 25 - 0,01% Coverage

rehabilitate

Reference 26 - 0,01% Coverage

system- atised

Reference 27 - 0,01% Coverage

social corporate responsibility

Reference 28 - 0,01% Coverage

improving

Reference 29 - 0,01% Coverage

health

Reference 30 - 0,01% Coverage

safety

Reference 31 - 0,01% Coverage



international certifica- tions

Reference 32 - 0,01% Coverage

plans

Reference 33 - 0,01% Coverage

collaborate

Reference 34 - 0,01% Coverage

further develop

Reference 35 - 0,01% Coverage

competencies

Reference 36 - 0,01% Coverage

offer

Reference 37 - 0,01% Coverage

safety levels

Reference 38 - 0,01% Coverage

assuming

Reference 39 - 0,01% Coverage

social responsibility

Reference 40 - 0,01% Coverage

to do what is not re- quired or expected

Reference 41 - 0,01% Coverage

the right thing

Reference 42 - 0,01% Coverage

ability

Reference 43 - 0,01% Coverage

opportunity

Reference 44 - 0,01% Coverage

The Falck Code of Conduct

Reference 45 - 0,01% Coverage

requires

Reference 46 - 0,01% Coverage



comply with

Reference 47 - 0,01% Coverage

applicable legal requirements

Reference 48 - 0,01% Coverage

Code of Conduct.

Reference 49 - 0,01% Coverage

The Falck Code of Conduct

Reference 50 - 0,01% Coverage

the United Nations Global Compact

Reference 51 - 0,01% Coverage

Human rights

Reference 52 - 0,01% Coverage

support

Reference 53 - 0,01% Coverage

respect

Reference 54 - 0,01% Coverage

protection of

Reference 55 - 0,01% Coverage

internationally proclaimed human rights

Reference 56 - 0,01% Coverage

make sure

Reference 57 - 0,01% Coverage

Labour standards

Reference 58 - 0,01% Coverage

uphold

Reference 59 - 0,01% Coverage

the freedom of association

Reference 60 - 0,01% Coverage

effective

Reference 61 - 0,01% Coverage

recognition



Reference 62 - 0,01% Coverage

the right to collective bargaining

Reference 63 - 0,01% Coverage

support

Reference 64 - 0,01% Coverage

elimination

Reference 65 - 0,01% Coverage

forced and compulsory labour

Reference 66 - 0,01% Coverage

support

Reference 67 - 0,01% Coverage

effective

Reference 68 - 0,01% Coverage

abolition

Reference 69 - 0,01% Coverage

support

Reference 70 - 0,01% Coverage

elimination

Reference 71 - 0,01% Coverage

Environment

Reference 72 - 0,01% Coverage

support

Reference 73 - 0,01% Coverage

precautionary approach

Reference 74 - 0,01% Coverage

take steps

Reference 75 - 0,01% Coverage

promote

Reference 76 - 0,01% Coverage

greater environmental responsibility



Reference 77 - 0,01% Coverage

encourage

Reference 78 - 0,01% Coverage

development

Reference 79 - 0,01% Coverage

diffusion of

Reference 80 - 0,01% Coverage

environmentally friendly technologies

Reference 81 - 0,01% Coverage

Anti-corruption

Reference 82 - 0,01% Coverage

work to counter

Reference 83 - 0,01% Coverage

policies

Reference 84 - 0,01% Coverage

corporate social responsibility

Reference 85 - 0,01% Coverage

Compliance

Reference 86 - 0,01% Coverage

the Falck Group’s Code og Conduct

Reference 87 - 0,01% Coverage

specific

Reference 88 - 0,01% Coverage

policy

Reference 89 - 0,01% Coverage

integral part

Reference 90 - 0,01% Coverage

policies

Reference 91 - 0,01% Coverage

Code of Conduct

Reference 92 - 0,01% Coverage



Occupational health and safety

Reference 93 - 0,01% Coverage

Environment

Reference 94 - 0,01% Coverage

Business ethics

Reference 95 - 0,01% Coverage

contribution

Reference 96 - 0,01% Coverage

ensuring

Reference 97 - 0,01% Coverage

long-term relationships

Reference 98 - 0,01% Coverage

Occupational health and safety

Reference 99 - 0,01% Coverage

contribution

Reference 100 - 0,01% Coverage

en- suring

Reference 101 - 0,01% Coverage

good

Reference 102 - 0,01% Coverage

physical and mental working environment

Reference 103 - 0,01% Coverage

contribution

Reference 104 - 0,01% Coverage

sustainable environ- ment

Reference 105 - 0,01% Coverage

Business ethics

Reference 106 - 0,01% Coverage

insistence

Reference 107 - 0,01% Coverage



zero tolerance

Reference 108 - 0,01% Coverage

contribution

Reference 109 - 0,01% Coverage

development

Reference 110 - 0,01% Coverage

health

Reference 111 - 0,01% Coverage

well-being

Reference 112 - 0,01% Coverage

continued

Reference 113 - 0,01% Coverage

integrated

Reference 114 - 0,01% Coverage

commit- ted

Reference 115 - 0,01% Coverage

social responsibility

Reference 116 - 0,01% Coverage

strategy,

Reference 117 - 0,01% Coverage

continuing

Reference 118 - 0,01% Coverage

anchoring

Reference 119 - 0,01% Coverage

CSR policies

Reference 120 - 0,01% Coverage

focusing

Reference 121 - 0,01% Coverage

operationalising

Reference 122 - 0,01% Coverage

CSR policies



Reference 123 - 0,01% Coverage

further

Reference 124 - 0,01% Coverage

important

Reference 125 - 0,01% Coverage

corporate values

Reference 126 - 0,01% Coverage

accessible

Reference 127 - 0,01% Coverage

competent

Reference 128 - 0,01% Coverage

efficient

Reference 129 - 0,01% Coverage

fast

Reference 130 - 0,01% Coverage

helpful

Reference 131 - 0,01% Coverage

reliable

Reference 132 - 0,01% Coverage

take root

Reference 133 - 0,01% Coverage

aware

Reference 134 - 0,01% Coverage

competent

Reference 135 - 0,01% Coverage

dedicated

Reference 136 - 0,01% Coverage

assistance

Reference 137 - 0,01% Coverage

aware



Reference 138 - 0,01% Coverage

competent

Reference 139 - 0,01% Coverage

enthusiastic

Reference 140 - 0,01% Coverage

keys

Reference 141 - 0,01% Coverage

success.

Reference 142 - 0,01% Coverage

fundamental belief

Reference 143 - 0,01% Coverage

ability

Reference 144 - 0,01% Coverage

desire

Reference 145 - 0,01% Coverage

the right choices

Reference 146 - 0,01% Coverage

goals

Reference 147 - 0,01% Coverage

policy

Reference 148 - 0,01% Coverage

employee relations

Reference 149 - 0,01% Coverage

long-term relationship

Reference 150 - 0,01% Coverage

goals

Reference 151 - 0,01% Coverage

initiatives

Reference 152 - 0,01% Coverage

reduce

Reference 153 - 0,01% Coverage



reduce

Reference 154 - 0,01% Coverage

increase

Reference 155 - 0,01% Coverage

employee satisfaction

Reference 156 - 0,01% Coverage

improve

Reference 157 - 0,01% Coverage

leadership quality

Reference 158 - 0,01% Coverage

starting point

Reference 159 - 0,01% Coverage

implemented

Reference 160 - 0,01% Coverage

specific measures

Reference 161 - 0,01% Coverage

improve

Reference 162 - 0,01% Coverage

expand

Reference 163 - 0,01% Coverage

employee competencies

Reference 164 - 0,01% Coverage

job satisfaction

Reference 165 - 0,01% Coverage

ongoing process

Reference 166 - 0,01% Coverage

continued

Reference 167 - 0,01% Coverage

roll out

Reference 168 - 0,01% Coverage



Falck Debriefing programme

Reference 169 - 0,01% Coverage

preventing

Reference 170 - 0,01% Coverage

reducing

Reference 171 - 0,01% Coverage

Falck Debriefing

Reference 172 - 0,01% Coverage

programme

Reference 173 - 0,01% Coverage

reinforces

Reference 174 - 0,01% Coverage

ability

Reference 175 - 0,01% Coverage

programme

Reference 176 - 0,01% Coverage

rolled out

Reference 177 - 0,01% Coverage

programme

Reference 178 - 0,01% Coverage

training

Reference 179 - 0,01% Coverage

supporting

Reference 180 - 0,01% Coverage

quali- fied

Reference 181 - 0,01% Coverage

trained

Reference 182 - 0,01% Coverage

Occupational health and safety

Reference 183 - 0,01% Coverage

policy



Reference 184 - 0,01% Coverage

occupational safety

Reference 185 - 0,01% Coverage

reduce

Reference 186 - 0,01% Coverage

good management

Reference 187 - 0,01% Coverage

occupational health and safety

Reference 188 - 0,01% Coverage

transparent allocation

Reference 189 - 0,01% Coverage

appropriate provision

Reference 190 - 0,01% Coverage

training

Reference 191 - 0,01% Coverage

information.

Reference 192 - 0,01% Coverage

good working environment

Reference 193 - 0,01% Coverage

prerequisite

Reference 194 - 0,01% Coverage

attracting

Reference 195 - 0,01% Coverage

retaining

Reference 196 - 0,01% Coverage

good and competent employees

Reference 197 - 0,01% Coverage

rolled out

Reference 198 - 0,01% Coverage

additional measures



Reference 199 - 0,01% Coverage

protect

Reference 200 - 0,01% Coverage

instructions

Reference 201 - 0,01% Coverage

introducing

Reference 202 - 0,01% Coverage

concept

Reference 203 - 0,01% Coverage

reminding

Reference 204 - 0,01% Coverage

personal protection equipment

Reference 205 - 0,01% Coverage

im- plementing

Reference 206 - 0,01% Coverage

initiatives

Reference 207 - 0,01% Coverage

handling

Reference 208 - 0,01% Coverage

seeks to

Reference 209 - 0,01% Coverage

prevent

Reference 210 - 0,01% Coverage

physical training

Reference 211 - 0,01% Coverage

instruc- tion

Reference 212 - 0,01% Coverage

e-learning programmes

Reference 213 - 0,01% Coverage

management focus

Reference 214 - 0,01% Coverage



assistive de- vices

Reference 215 - 0,01% Coverage

measures

Reference 216 - 0,01% Coverage

reduced

Reference 217 - 0,01% Coverage

preventive work

Reference 218 - 0,01% Coverage

exchanged

Reference 219 - 0,01% Coverage

provides

Reference 220 - 0,01% Coverage

courses

Reference 221 - 0,01% Coverage

training

Reference 222 - 0,01% Coverage

occupa- tional health and safety.

Reference 223 - 0,01% Coverage

sustainable

Reference 224 - 0,01% Coverage

knowledge

Reference 225 - 0,01% Coverage

experience

Reference 226 - 0,01% Coverage

passed on

Reference 227 - 0,01% Coverage

occupational health and safety

Reference 228 - 0,01% Coverage

counselling

Reference 229 - 0,01% Coverage



training

Reference 230 - 0,01% Coverage

provide

Reference 231 - 0,01% Coverage

services

Reference 232 - 0,01% Coverage

special- ise

Reference 233 - 0,01% Coverage

travel safety and security

Reference 234 - 0,01% Coverage

goals

Reference 235 - 0,01% Coverage

initiatives

Reference 236 - 0,01% Coverage

reduce

Reference 237 - 0,01% Coverage

reduce

Reference 238 - 0,01% Coverage

safest

Reference 239 - 0,01% Coverage

most reliable

Reference 240 - 0,01% Coverage

involve

Reference 241 - 0,01% Coverage

maintaining

Reference 242 - 0,01% Coverage

safety and working environment standards

Reference 243 - 0,01% Coverage

Environment

Reference 244 - 0,01% Coverage

focusing



Reference 245 - 0,01% Coverage

intensively

Reference 246 - 0,01% Coverage

initiatives

Reference 247 - 0,01% Coverage

benefit

Reference 248 - 0,01% Coverage

oc- cupational health and safety

Reference 249 - 0,01% Coverage

environment

Reference 250 - 0,01% Coverage

obligated

Reference 251 - 0,01% Coverage

environmentally responsible manner

Reference 252 - 0,01% Coverage

reduce

Reference 253 - 0,01% Coverage

environment

Reference 254 - 0,01% Coverage

Environmental responsibility

Reference 255 - 0,01% Coverage

sustainable conduct

Reference 256 - 0,01% Coverage

part of the job

Reference 257 - 0,01% Coverage

goals

Reference 258 - 0,01% Coverage

initiatives

Reference 259 - 0,01% Coverage

reduce



Reference 260 - 0,01% Coverage

reduce

Reference 261 - 0,01% Coverage

environmentally friendly technologies, work pro- cesses, substances and materials

Reference 262 - 0,01% Coverage

aim for

Reference 263 - 0,01% Coverage

a high rate of

Reference 264 - 0,01% Coverage

recycling

Reference 265 - 0,01% Coverage

lowest possible

Reference 266 - 0,01% Coverage

refurbished

Reference 267 - 0,01% Coverage

increase

Reference 268 - 0,01% Coverage

reuse

Reference 269 - 0,01% Coverage

collecting

Reference 270 - 0,01% Coverage

recir- culating

Reference 271 - 0,01% Coverage

purification.

Reference 272 - 0,01% Coverage

reliability

Reference 273 - 0,01% Coverage

lowered

Reference 274 - 0,01% Coverage

reduced

Reference 275 - 0,01% Coverage



continuously

Reference 276 - 0,01% Coverage

seeks to

Reference 277 - 0,01% Coverage

reduce

Reference 278 - 0,01% Coverage

large-scale

Reference 279 - 0,01% Coverage

eco- drive project

Reference 280 - 0,01% Coverage

enable

Reference 281 - 0,01% Coverage

systematic

Reference 282 - 0,01% Coverage

follow-up

Reference 283 - 0,01% Coverage

training

Reference 284 - 0,01% Coverage

environmentally friend- ly

Reference 285 - 0,01% Coverage

follow- up

Reference 286 - 0,01% Coverage

possible

Reference 287 - 0,01% Coverage

reduce

Reference 288 - 0,01% Coverage

measures

Reference 289 - 0,01% Coverage

implemented

Reference 290 - 0,01% Coverage



reduce

Reference 291 - 0,01% Coverage

measurable

Reference 292 - 0,01% Coverage

strives to

Reference 293 - 0,01% Coverage

reuse

Reference 294 - 0,01% Coverage

waste management procedures

Reference 295 - 0,01% Coverage

effort

Reference 296 - 0,01% Coverage

opti- mise

Reference 297 - 0,01% Coverage

simplify

Reference 298 - 0,01% Coverage

collaboration

Reference 299 - 0,01% Coverage

objective

Reference 300 - 0,01% Coverage

reduce

Reference 301 - 0,01% Coverage

uniform

Reference 302 - 0,01% Coverage

procedures

Reference 303 - 0,01% Coverage

guidelines

Reference 304 - 0,01% Coverage

support

Reference 305 - 0,01% Coverage

increased



Reference 306 - 0,01% Coverage

reuse

Reference 307 - 0,01% Coverage

sorting

Reference 308 - 0,01% Coverage

seeks to

Reference 309 - 0,01% Coverage

utilise

Reference 310 - 0,01% Coverage

experience

Reference 311 - 0,01% Coverage

training courses

Reference 312 - 0,01% Coverage

course

Reference 313 - 0,01% Coverage

safe

Reference 314 - 0,01% Coverage

training course

Reference 315 - 0,01% Coverage

be able to

Reference 316 - 0,01% Coverage

ensure

Reference 317 - 0,01% Coverage

correct

Reference 318 - 0,01% Coverage

precautions

Reference 319 - 0,01% Coverage

personal safety

Reference 320 - 0,01% Coverage

policy



Reference 321 - 0,01% Coverage

encourage

Reference 322 - 0,01% Coverage

sustainable

Reference 323 - 0,01% Coverage

implemented

Reference 324 - 0,01% Coverage

updated

Reference 325 - 0,01% Coverage

policy

Reference 326 - 0,01% Coverage

policy

Reference 327 - 0,01% Coverage

sustainable

Reference 328 - 0,01% Coverage

environmen- tal

Reference 329 - 0,01% Coverage

procedures

Reference 330 - 0,01% Coverage

support

Reference 331 - 0,01% Coverage

development

Reference 332 - 0,01% Coverage

dissemina- tion

Reference 333 - 0,01% Coverage

environmentally friendly

Reference 334 - 0,01% Coverage

priority

Reference 335 - 0,01% Coverage

Business ethics

Reference 336 - 0,01% Coverage



business ethics

Reference 337 - 0,01% Coverage

values

Reference 338 - 0,01% Coverage

activities

Reference 339 - 0,01% Coverage

ethical

Reference 340 - 0,01% Coverage

activities

Reference 341 - 0,01% Coverage

Business ethics

Reference 342 - 0,01% Coverage

values

Reference 343 - 0,01% Coverage

accessible

Reference 344 - 0,01% Coverage

competent

Reference 345 - 0,01% Coverage

efficient

Reference 346 - 0,01% Coverage

fast

Reference 347 - 0,01% Coverage

helpful

Reference 348 - 0,01% Coverage

reliable

Reference 349 - 0,01% Coverage

values

Reference 350 - 0,01% Coverage

emphasise

Reference 351 - 0,01% Coverage



saving

Reference 352 - 0,01% Coverage

comes first

Reference 353 - 0,01% Coverage

activities

Reference 354 - 0,01% Coverage

saves

Reference 355 - 0,01% Coverage

ethical approach

Reference 356 - 0,01% Coverage

culture

Reference 357 - 0,01% Coverage

collabora- tion

Reference 358 - 0,01% Coverage

firefighters

Reference 359 - 0,01% Coverage

healthcare staff

Reference 360 - 0,01% Coverage

helping

Reference 361 - 0,01% Coverage

rescue officers

Reference 362 - 0,01% Coverage

providing

Reference 363 - 0,01% Coverage

teaching

Reference 364 - 0,01% Coverage

help

Reference 365 - 0,01% Coverage

characteristic

Reference 366 - 0,01% Coverage

provides



Reference 367 - 0,01% Coverage

efforts

Reference 368 - 0,01% Coverage

be able to

Reference 369 - 0,01% Coverage

rely on

Reference 370 - 0,01% Coverage

agreed

Reference 371 - 0,01% Coverage

trained

Reference 372 - 0,01% Coverage

compromise

Reference 373 - 0,01% Coverage

training

Reference 374 - 0,01% Coverage

safety procedures

Reference 375 - 0,01% Coverage

protect

Reference 376 - 0,01% Coverage

important

Reference 377 - 0,01% Coverage

rely on

Reference 378 - 0,01% Coverage

Providing

Reference 379 - 0,01% Coverage

care

Reference 380 - 0,01% Coverage

fast

Reference 381 - 0,01% Coverage

efficiently



Reference 382 - 0,01% Coverage

important

Reference 383 - 0,01% Coverage

value

Reference 384 - 0,01% Coverage

mission

Reference 385 - 0,01% Coverage

rescuing

Reference 386 - 0,01% Coverage

services

Reference 387 - 0,01% Coverage

quality

Reference 388 - 0,01% Coverage

matching

Reference 389 - 0,01% Coverage

exceeding

Reference 390 - 0,01% Coverage

expectations

Reference 391 - 0,01% Coverage

values

Reference 392 - 0,01% Coverage

natural

Reference 393 - 0,01% Coverage

corporate values

Reference 394 - 0,01% Coverage

policy

Reference 395 - 0,01% Coverage

zero tolerance

Reference 396 - 0,01% Coverage

ethical

Reference 397 - 0,01% Coverage



personal integ- rity

Reference 398 - 0,01% Coverage

continued

Reference 399 - 0,01% Coverage

efforts

Reference 400 - 0,01% Coverage

policies

Reference 401 - 0,01% Coverage

focus

Reference 402 - 0,01% Coverage

internal training programmes

Reference 403 - 0,01% Coverage

implementation

Reference 404 - 0,01% Coverage

whistle- blower programme

Reference 405 - 0,01% Coverage

corruption ban

Reference 406 - 0,01% Coverage

rescue service

Reference 407 - 0,01% Coverage

desire

Reference 408 - 0,01% Coverage

make a difference

Reference 409 - 0,01% Coverage

deeply rooted

Reference 410 - 0,01% Coverage

corporate values

Reference 411 - 0,01% Coverage

integral

Reference 412 - 0,01% Coverage



development

Reference 413 - 0,01% Coverage

serve

Reference 414 - 0,01% Coverage

philosophy

Reference 415 - 0,01% Coverage

helping

Reference 416 - 0,01% Coverage

fixes

Reference 417 - 0,01% Coverage

trains

Reference 418 - 0,01% Coverage

care

Reference 419 - 0,01% Coverage

prevents

Reference 420 - 0,01% Coverage

remedies

Reference 421 - 0,01% Coverage

Empathy

Reference 422 - 0,01% Coverage

power

Reference 423 - 0,01% Coverage

hearts

Reference 424 - 0,01% Coverage

natural

Reference 425 - 0,01% Coverage

participate

Reference 426 - 0,01% Coverage

actively

Reference 427 - 0,01% Coverage

social projects



Reference 428 - 0,01% Coverage

initiatives

Reference 429 - 0,01% Coverage

implemented

Reference 430 - 0,01% Coverage

help

Reference 431 - 0,01% Coverage

projects

Reference 432 - 0,01% Coverage

organ- ised

Reference 433 - 0,01% Coverage

mentoring schemes

Reference 434 - 0,01% Coverage

trainee placement

Reference 435 - 0,01% Coverage

homework assistance

Reference 436 - 0,01% Coverage

adult-friend programmes

Reference 437 - 0,01% Coverage

nationwide

Reference 438 - 0,01% Coverage

initiatives

Reference 439 - 0,01% Coverage

assistant rescue officer training programme

Reference 440 - 0,01% Coverage

access to

Reference 441 - 0,01% Coverage

vocational training programme

Reference 442 - 0,01% Coverage

objective



Reference 443 - 0,01% Coverage

programme

Reference 444 - 0,01% Coverage

ensure

Reference 445 - 0,01% Coverage

complete

Reference 446 - 0,01% Coverage

training programme

Reference 447 - 0,01% Coverage

help

Reference 448 - 0,01% Coverage

supports

Reference 449 - 0,01% Coverage

the Dutch Burns Founda- tion

Reference 450 - 0,01% Coverage

helps

Reference 451 - 0,01% Coverage

the Ropa race

Reference 452 - 0,01% Coverage

raise

Reference 453 - 0,01% Coverage

fight

Reference 454 - 0,01% Coverage

a helping hand

Reference 455 - 0,01% Coverage

Heart Week

Reference 456 - 0,01% Coverage

offering

Reference 457 - 0,01% Coverage

free

Reference 458 - 0,01% Coverage



heart check-ups

Reference 459 - 0,01% Coverage

continues to

Reference 460 - 0,01% Coverage

donate

Reference 461 - 0,01% Coverage

contributing to

Reference 462 - 0,01% Coverage

charities

Reference 463 - 0,01% Coverage

effort

Reference 464 - 0,01% Coverage

ensure

Reference 465 - 0,01% Coverage

focusing

Reference 466 - 0,01% Coverage

implementing

Reference 467 - 0,01% Coverage

improving

Reference 468 - 0,01% Coverage

pre- hospital services

Reference 469 - 0,01% Coverage

establishing

Reference 470 - 0,01% Coverage

supporting

Reference 471 - 0,01% Coverage

the Falck Foundation

Reference 472 - 0,01% Coverage

support

Reference 473 - 0,01% Coverage



research

Reference 474 - 0,01% Coverage

pre-hospital medical treat- ment

Reference 475 - 0,01% Coverage

attention

Reference 476 - 0,01% Coverage

developments

Reference 477 - 0,01% Coverage

activities

Reference 478 - 0,01% Coverage

the Falck Foundation

Reference 479 - 0,01% Coverage

the Medical Advisory Board

Reference 480 - 0,01% Coverage

reputed

Reference 481 - 0,01% Coverage

scientists

Reference 482 - 0,01% Coverage

professors

Reference 483 - 0,01% Coverage

pre-hospital medical treatment

Reference 484 - 0,01% Coverage

goals

Reference 485 - 0,01% Coverage

initiatives

Reference 486 - 0,01% Coverage

support

Reference 487 - 0,01% Coverage

health

Reference 488 - 0,01% Coverage

education



Reference 489 - 0,01% Coverage

welfare

Reference 490 - 0,01% Coverage

ef- forts

Reference 491 - 0,01% Coverage

business opportunities

Reference 492 - 0,01% Coverage

contribute

Reference 493 - 0,01% Coverage

economic development

Reference 494 - 0,01% Coverage

support

Reference 495 - 0,01% Coverage

wel- fare

Reference 496 - 0,01% Coverage

investing

Reference 497 - 0,01% Coverage

contribute

Reference 498 - 0,01% Coverage

economic development

Reference 499 - 0,01% Coverage

increase

Reference 500 - 0,01% Coverage

awareness

Reference 501 - 0,01% Coverage

health

Reference 502 - 0,01% Coverage

safety

Reference 503 - 0,01% Coverage

promote



Reference 504 - 0,01% Coverage

healthier

Reference 505 - 0,01% Coverage

safer

Reference 506 - 0,01% Coverage

activities

Reference 507 - 0,01% Coverage

corporate values

Reference 508 - 0,01% Coverage

results

Reference 509 - 0,01% Coverage

achive

Reference 510 - 0,01% Coverage

goals

Reference 511 - 0,01% Coverage

goal

Reference 512 - 0,01% Coverage

ensure

Reference 513 - 0,01% Coverage

diversity

Reference 514 - 0,01% Coverage

recruitment potential

Reference 515 - 0,01% Coverage

aims

Reference 516 - 0,01% Coverage

gender-equal

Reference 517 - 0,01% Coverage

opportunities

Reference 518 - 0,01% Coverage

gender distribution

Reference 519 - 0,01% Coverage



gender distribution

Reference 520 - 0,01% Coverage

ensure

Reference 521 - 0,01% Coverage

policy

Reference 522 - 0,01% Coverage

initiatives

Reference 523 - 0,01% Coverage

resolved

Reference 524 - 0,01% Coverage

resolved

Reference 525 - 0,01% Coverage

evaluate

Reference 526 - 0,01% Coverage

gender distribution

Reference 527 - 0,01% Coverage

skills

Reference 528 - 0,01% Coverage

ensure

Reference 529 - 0,01% Coverage

seek to

Reference 530 - 0,01% Coverage

target figure

Reference 531 - 0,01% Coverage

CSR

Reference 532 - 0,01% Coverage

AT THE HEART OF

Reference 533 - 0,01% Coverage

SOCIAL AND ENVIRONMENTAL CONSIDERATIONS

Reference 534 - 0,01% Coverage



DEEPLY ROOTED

Reference 535 - 0,01% Coverage

ENDEAVOUR

Reference 536 - 0,01% Coverage

PROMOTE

Reference 537 - 0,01% Coverage

HEALTH

Reference 538 - 0,01% Coverage

SAFETY

Reference 539 - 0,01% Coverage

IMPROVEMENT

Reference 540 - 0,01% Coverage

PROVIDE

Reference 541 - 0,01% Coverage

SERVICES

Reference 542 - 0,01% Coverage

Corporate governance

Reference 543 - 0,01% Coverage

corporate governance

Reference 544 - 0,01% Coverage

regular

Reference 545 - 0,01% Coverage

ensure

Reference 546 - 0,01% Coverage

consistent

Reference 547 - 0,01% Coverage

in line with

Reference 548 - 0,01% Coverage

corporate mis- sion

Reference 549 - 0,01% Coverage

matches



Reference 550 - 0,01% Coverage

expectations

Reference 551 - 0,01% Coverage

Corporate governance

Reference 552 - 0,01% Coverage

corporate governance

Reference 553 - 0,01% Coverage

natural

Reference 554 - 0,01% Coverage

crucial

Reference 555 - 0,01% Coverage

achievement

Reference 556 - 0,01% Coverage

goals

Reference 557 - 0,01% Coverage

strategy

Reference 558 - 0,01% Coverage

complies

Reference 559 - 0,01% Coverage

to a great extent

Reference 560 - 0,01% Coverage

corporate governance recommendations

Reference 561 - 0,01% Coverage

NASDAQ OMX Copenhagen stock exchange

Reference 562 - 0,01% Coverage

recommendations

Reference 563 - 0,01% Coverage

a two-tier manage- ment system

Reference 564 - 0,01% Coverage

supervise



Reference 565 - 0,01% Coverage

activities

Reference 566 - 0,01% Coverage

development

Reference 567 - 0,01% Coverage

responsible

Reference 568 - 0,01% Coverage

development

Reference 569 - 0,01% Coverage

independent

Reference 570 - 0,01% Coverage

in compliance with

Reference 571 - 0,01% Coverage

strategy

Reference 572 - 0,01% Coverage

participate

Reference 573 - 0,01% Coverage

partici- pate

Reference 574 - 0,01% Coverage

independent

Reference 575 - 0,01% Coverage

Audit Committee

Reference 576 - 0,01% Coverage

The Audit Committee

Reference 577 - 0,01% Coverage

effectiveness

Reference 578 - 0,01% Coverage

internal control and risk management systems

Reference 579 - 0,01% Coverage

recommendations

Reference 580 - 0,01% Coverage



follows up

Reference 581 - 0,01% Coverage

implementation

Reference 582 - 0,01% Coverage

initiatives

Reference 583 - 0,01% Coverage

Audit Committee

Reference 584 - 0,01% Coverage

Audit Committee

Reference 585 - 0,01% Coverage

The Audit Committee

Reference 586 - 0,01% Coverage

responsible

Reference 587 - 0,01% Coverage

development

Reference 588 - 0,01% Coverage

primary

Reference 589 - 0,01% Coverage

fo- cus

Reference 590 - 0,01% Coverage

developing

Reference 591 - 0,01% Coverage

implementing

Reference 592 - 0,01% Coverage

strategies

Reference 593 - 0,01% Coverage

significant

Reference 594 - 0,01% Coverage

initiatives

Reference 595 - 0,01% Coverage



approved

Reference 596 - 0,01% Coverage

responsible

Reference 597 - 0,01% Coverage

ensuring

Reference 598 - 0,01% Coverage

attract

Reference 599 - 0,01% Coverage

retain

Reference 600 - 0,01% Coverage

com- petencies

Reference 601 - 0,01% Coverage

value

Reference 602 - 0,01% Coverage

ensure

Reference 603 - 0,01% Coverage

opportunity

Reference 604 - 0,01% Coverage

take advantage of

Reference 605 - 0,01% Coverage

opportu- nity

Reference 606 - 0,01% Coverage

Risk management

Reference 607 - 0,01% Coverage

risk management

Reference 608 - 0,01% Coverage

important

Reference 609 - 0,01% Coverage

natural

Reference 610 - 0,01% Coverage

realise



Reference 611 - 0,01% Coverage

goals

Reference 612 - 0,01% Coverage

strategy

Reference 613 - 0,01% Coverage

implement- ing

Reference 614 - 0,01% Coverage

strategy

Reference 615 - 0,01% Coverage

exploiting

Reference 616 - 0,01% Coverage

business opportu- nities

Reference 617 - 0,01% Coverage

natural

Reference 618 - 0,01% Coverage

integral

Reference 619 - 0,01% Coverage

ensuring

Reference 620 - 0,01% Coverage

stable

Reference 621 - 0,01% Coverage

reliable

Reference 622 - 0,01% Coverage

continuously

Reference 623 - 0,01% Coverage

best

Reference 624 - 0,01% Coverage

ensure

Reference 625 - 0,01% Coverage

risk management



Reference 626 - 0,01% Coverage

efficient

Reference 627 - 0,01% Coverage

responsible

Reference 628 - 0,01% Coverage

establishing

Reference 629 - 0,01% Coverage

developing

Reference 630 - 0,01% Coverage

risk management

Reference 631 - 0,01% Coverage

sound

Reference 632 - 0,01% Coverage

sufficient

Reference 633 - 0,01% Coverage

responsible

Reference 634 - 0,01% Coverage

handling

Reference 635 - 0,01% Coverage

Group Risk Management Department

Reference 636 - 0,01% Coverage

ensuring

Reference 637 - 0,01% Coverage

continuing

Reference 638 - 0,01% Coverage

improve- ment

Reference 639 - 0,01% Coverage

transparency

Reference 640 - 0,01% Coverage

risk management

Reference 641 - 0,01% Coverage



high standard

Reference 642 - 0,01% Coverage

business procedures

Reference 643 - 0,01% Coverage

activity

Reference 644 - 0,01% Coverage

ensures

Reference 645 - 0,01% Coverage

true

Reference 646 - 0,01% Coverage

fair

Reference 647 - 0,01% Coverage

Business procedures

Reference 648 - 0,01% Coverage

segregation

Reference 649 - 0,01% Coverage

areas of responsibility

Reference 650 - 0,01% Coverage

procedures

Reference 651 - 0,01% Coverage

ensuring

Reference 652 - 0,01% Coverage

activity performance

Reference 653 - 0,01% Coverage

specialists

Reference 654 - 0,01% Coverage

specialists

Reference 655 - 0,01% Coverage

profes- sional background

Reference 656 - 0,01% Coverage



activity

Reference 657 - 0,01% Coverage

performance

Reference 658 - 0,01% Coverage

sup- plement

Reference 659 - 0,01% Coverage

dialogue

Reference 660 - 0,01% Coverage

ensure

Reference 661 - 0,01% Coverage

business procedures

Reference 662 - 0,01% Coverage

activities

Reference 663 - 0,01% Coverage

ensure

Reference 664 - 0,01% Coverage

true

Reference 665 - 0,01% Coverage

fair

Reference 666 - 0,01% Coverage

ensured

Reference 667 - 0,01% Coverage

improve- ments

Reference 668 - 0,01% Coverage

implemented

Reference 669 - 0,01% Coverage

Audit Committee

Reference 670 - 0,01% Coverage

areas of focus
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references coded  [1,74% Coverage]



Reference 1 - 0,01% Coverage

Sustainability

Reference 2 - 0,01% Coverage

focusing

Reference 3 - 0,01% Coverage

strategy

Reference 4 - 0,01% Coverage

clear priorities

Reference 5 - 0,01% Coverage

sustainability

Reference 6 - 0,01% Coverage

sustain- ability

Reference 7 - 0,01% Coverage

integral part

Reference 8 - 0,01% Coverage

objective

Reference 9 - 0,01% Coverage

values

Reference 10 - 0,01% Coverage

sustain- ability

Reference 11 - 0,01% Coverage

essential part

Reference 12 - 0,01% Coverage

focus

Reference 13 - 0,01% Coverage

sustainability

Reference 14 - 0,01% Coverage

minimising risks

Reference 15 - 0,01% Coverage

re- ducing costs

Reference 16 - 0,01% Coverage



direction

Reference 17 - 0,01% Coverage

wish

Reference 18 - 0,01% Coverage

develop

Reference 19 - 0,01% Coverage

number one

Reference 20 - 0,01% Coverage

focus area

Reference 21 - 0,01% Coverage

reducing our own footprint

Reference 22 - 0,01% Coverage

Climate White Paper

Reference 23 - 0,01% Coverage

ambitious targets

Reference 24 - 0,02% Coverage

keeping our CO� emissions unchanged.

Reference 25 - 0,01% Coverage

sustainability strat- egy

Reference 26 - 0,01% Coverage

six essential focus areas

Reference 27 - 0,01% Coverage

Sustainable product solutions

Reference 28 - 0,01% Coverage

People competences

Reference 29 - 0,01% Coverage

Responsible business conduct

Reference 30 - 0,01% Coverage

Group pol icies

Reference 31 - 0,01% Coverage



management tools

Reference 32 - 0,01% Coverage

the sustainability tive

Reference 33 - 0,01% Coverage

strategy

Reference 34 - 0,01% Coverage

focus areas

Reference 35 - 0,01% Coverage

strat- egy

Reference 36 - 0,01% Coverage

maintain a common focus

Reference 37 - 0,02% Coverage

clearly determine our priorities

Reference 38 - 0,01% Coverage

focus on

Reference 39 - 0,02% Coverage

putting the strategy into practice

Reference 40 - 0,01% Coverage

e�ort

Reference 41 - 0,01% Coverage

the most important indicators

Reference 42 - 0,02% Coverage

an even more sustainable Grundfos.

Reference 43 - 0,01% Coverage

Sustainability

Reference 44 - 0,01% Coverage

commit

Reference 45 - 0,01% Coverage

focus areas

Reference 46 - 0,01% Coverage

reduce



Reference 47 - 0,01% Coverage

Climate White Paper

Reference 48 - 0,01% Coverage

ambitious target

Reference 49 - 0,01% Coverage

clear ambi- tion

Reference 50 - 0,01% Coverage

achieve

Reference 51 - 0,01% Coverage

ambition

Reference 52 - 0,01% Coverage

achieving

Reference 53 - 0,01% Coverage

decreased

Reference 54 - 0,01% Coverage

concrete targets

Reference 55 - 0,01% Coverage

follow-up activities

Reference 56 - 0,01% Coverage

focused

Reference 57 - 0,01% Coverage

targets

Reference 58 - 0,01% Coverage

initiative

Reference 59 - 0,01% Coverage

follow-up activities

Reference 60 - 0,01% Coverage

enabling

Reference 61 - 0,01% Coverage

Focus



Reference 62 - 0,01% Coverage

focus

Reference 63 - 0,01% Coverage

halve

Reference 64 - 0,01% Coverage

strong focus

Reference 65 - 0,01% Coverage

minimising

Reference 66 - 0,01% Coverage

EuP ready products

Reference 67 - 0,01% Coverage

future EuP rules

Reference 68 - 0,01% Coverage

development activities

Reference 69 - 0,01% Coverage

plays a role

Reference 70 - 0,01% Coverage

controlling

Reference 71 - 0,01% Coverage

surveilling

Reference 72 - 0,01% Coverage

attract

Reference 73 - 0,01% Coverage

retain

Reference 74 - 0,01% Coverage

develop

Reference 75 - 0,01% Coverage

world- class

Reference 76 - 0,01% Coverage

sustainability agenda

Reference 77 - 0,01% Coverage



central strategic theme

Reference 78 - 0,01% Coverage

focus

Reference 79 - 0,01% Coverage

concentrated on

Reference 80 - 0,01% Coverage

talent development

Reference 81 - 0,01% Coverage

employee development

Reference 82 - 0,01% Coverage

diversity

Reference 83 - 0,01% Coverage

mobility

Reference 84 - 0,01% Coverage

focus

Reference 85 - 0,01% Coverage

revital ising

Reference 86 - 0,01% Coverage

values

Reference 87 - 0,01% Coverage

Certification

Reference 88 - 0,01% Coverage

require

Reference 89 - 0,01% Coverage

certified

Reference 90 - 0,01% Coverage

ISO 14001

Reference 91 - 0,01% Coverage

OHSAS 18001

Reference 92 - 0,01% Coverage



certifications

Reference 93 - 0,01% Coverage

obtain

Reference 94 - 0,01% Coverage

certi- fication

Reference 95 - 0,01% Coverage

Sustainable product solutions

Reference 96 - 0,01% Coverage

raise the bar

Reference 97 - 0,01% Coverage

sustainable prod- uct solutions

Reference 98 - 0,01% Coverage

energy e�ciency

Reference 99 - 0,01% Coverage

focusing

Reference 100 - 0,01% Coverage

sustainability

Reference 101 - 0,01% Coverage

continue to

Reference 102 - 0,01% Coverage

in- tensify

Reference 103 - 0,01% Coverage

e�orts

Reference 104 - 0,01% Coverage

Grundfos values

Reference 105 - 0,01% Coverage

values

Reference 106 - 0,01% Coverage

strong foundation

Reference 107 - 0,01% Coverage

val- ues



Reference 108 - 0,01% Coverage

core

Reference 109 - 0,01% Coverage

identity

Reference 110 - 0,01% Coverage

val- ues

Reference 111 - 0,01% Coverage

values

Reference 112 - 0,01% Coverage

revitalised

Reference 113 - 0,01% Coverage

values

Reference 114 - 0,01% Coverage

sustainable

Reference 115 - 0,01% Coverage

open

Reference 116 - 0,01% Coverage

trust- worthy

Reference 117 - 0,01% Coverage

people in focus

Reference 118 - 0,01% Coverage

relentlessly ambitious

Reference 119 - 0,01% Coverage

Talent development

Reference 120 - 0,01% Coverage

Talent Management Programme

Reference 121 - 0,01% Coverage

talents

Reference 122 - 0,01% Coverage

talents



Reference 123 - 0,01% Coverage

talents

Reference 124 - 0,01% Coverage

Competence development

Reference 125 - 0,01% Coverage

e�ort

Reference 126 - 0,01% Coverage

training

Reference 127 - 0,01% Coverage

online training

Reference 128 - 0,01% Coverage

training sessions

Reference 129 - 0,01% Coverage

doubled

Reference 130 - 0,01% Coverage

increased

Reference 131 - 0,01% Coverage

promote

Reference 132 - 0,01% Coverage

diverse

Reference 133 - 0,01% Coverage

safe

Reference 134 - 0,01% Coverage

healthy

Reference 135 - 0,01% Coverage

foster

Reference 136 - 0,01% Coverage

inclusive culture

Reference 137 - 0,01% Coverage

important

Reference 138 - 0,01% Coverage



the best possible

Reference 139 - 0,01% Coverage

health

Reference 140 - 0,01% Coverage

safety

Reference 141 - 0,01% Coverage

concentrated

Reference 142 - 0,01% Coverage

pre- venting

Reference 143 - 0,01% Coverage

focus

Reference 144 - 0,01% Coverage

network

Reference 145 - 0,01% Coverage

ensure

Reference 146 - 0,01% Coverage

e�cient

Reference 147 - 0,01% Coverage

knowledge sharing

Reference 148 - 0,01% Coverage

create

Reference 149 - 0,01% Coverage

proactive

Reference 150 - 0,01% Coverage

safety culture

Reference 151 - 0,01% Coverage

Diversity

Reference 152 - 0,01% Coverage

innovation

Reference 153 - 0,01% Coverage



contribute to

Reference 154 - 0,01% Coverage

global sustainability

Reference 155 - 0,01% Coverage

the full potential

Reference 156 - 0,01% Coverage

obtain

Reference 157 - 0,01% Coverage

increase

Reference 158 - 0,01% Coverage

best

Reference 159 - 0,01% Coverage

widest

Reference 160 - 0,01% Coverage

strive

Reference 161 - 0,01% Coverage

ensure

Reference 162 - 0,01% Coverage

diversity

Reference 163 - 0,01% Coverage

target

Reference 164 - 0,01% Coverage

objective

Reference 165 - 0,01% Coverage

increase

Reference 166 - 0,01% Coverage

increase

Reference 167 - 0,01% Coverage

long-standing tradition

Reference 168 - 0,01% Coverage

so- cially responsible



Reference 169 - 0,01% Coverage

objective

Reference 170 - 0,01% Coverage

positive impact

Reference 171 - 0,01% Coverage

partnerships

Reference 172 - 0,01% Coverage

positive di�erence

Reference 173 - 0,01% Coverage

tradition

Reference 174 - 0,01% Coverage

in- volved

Reference 175 - 0,01% Coverage

partnerships

Reference 176 - 0,01% Coverage

training programmes

Reference 177 - 0,01% Coverage

high priority

Reference 178 - 0,01% Coverage

value

Reference 179 - 0,01% Coverage

consideration

Reference 180 - 0,01% Coverage

acknowledge

Reference 181 - 0,01% Coverage

local awareness

Reference 182 - 0,01% Coverage

Water2Life

Reference 183 - 0,01% Coverage

em- ployee programme



Reference 184 - 0,01% Coverage

gained access to

Reference 185 - 0,01% Coverage

clean water

Reference 186 - 0,01% Coverage

Grundfos LIFELINK water systems

Reference 187 - 0,01% Coverage

donations

Reference 188 - 0,01% Coverage

employee contributions

Reference 189 - 0,01% Coverage

collaboration

Reference 190 - 0,01% Coverage

the Red Cross

Reference 191 - 0,01% Coverage

hygiene

Reference 192 - 0,01% Coverage

sani- tation training

Reference 193 - 0,01% Coverage

Responsible business conduct

Reference 194 - 0,01% Coverage

ensure

Reference 195 - 0,01% Coverage

live up

Reference 196 - 0,01% Coverage

voluntary commitments

Reference 197 - 0,01% Coverage

Grundfos Code of Conduct

Reference 198 - 0,01% Coverage

Code of Conduct

Reference 199 - 0,01% Coverage



business ethics

Reference 200 - 0,01% Coverage

concentrates

Reference 201 - 0,01% Coverage

“Code of Conduct”

Reference 202 - 0,01% Coverage

focuses

Reference 203 - 0,01% Coverage

fair competi- tion

Reference 204 - 0,01% Coverage

human rights

Reference 205 - 0,01% Coverage

employee rights

Reference 206 - 0,01% Coverage

environment

Reference 207 - 0,01% Coverage

political contributions

Reference 208 - 0,01% Coverage

ac- ceptable accounting

Reference 209 - 0,01% Coverage

confidentiality

Reference 210 - 0,01% Coverage

Code of Conduct handbook

Reference 211 - 0,01% Coverage

handbook

Reference 212 - 0,01% Coverage

hand- book

Reference 213 - 0,01% Coverage

rolled out

Reference 214 - 0,01% Coverage



Supplier Code of Conduct

Reference 215 - 0,01% Coverage

Code of Conduct

Reference 216 - 0,01% Coverage

Supplier Code of Conduct

Reference 217 - 0,01% Coverage

communicate

Reference 218 - 0,01% Coverage

expectations

Reference 219 - 0,01% Coverage

sustainability

Reference 220 - 0,01% Coverage

prin- ciples

Reference 221 - 0,01% Coverage

UN Global Compact

Reference 222 - 0,01% Coverage

decided

Reference 223 - 0,01% Coverage

to perform

Reference 224 - 0,01% Coverage

CSR audits

Reference 225 - 0,01% Coverage

supplement

Reference 226 - 0,01% Coverage

audits

Reference 227 - 0,01% Coverage

CSR audits

Reference 228 - 0,01% Coverage

CSR audits

Reference 229 - 0,01% Coverage

sus- tainability report



Reference 230 - 0,01% Coverage

clearer con- nection

Reference 231 - 0,01% Coverage

visions

Reference 232 - 0,01% Coverage

sustainability agenda

Reference 233 - 0,01% Coverage

stricter requirements

Reference 234 - 0,02% Coverage

environmental and so- cial bottom line

Reference 235 - 0,01% Coverage

guidelines

Reference 236 - 0,01% Coverage

obligations

Reference 237 - 0,01% Coverage

supporting

Reference 238 - 0,01% Coverage

UN Global Compact

Reference 239 - 0,02% Coverage

the world's most comprehensive initiative

Reference 240 - 0,01% Coverage

social responsibility

Reference 241 - 0,01% Coverage

the Global Compact

Reference 242 - 0,01% Coverage

involve

Reference 243 - 0,01% Coverage

solving

Reference 244 - 0,01% Coverage

support



Reference 245 - 0,01% Coverage

engage

Reference 246 - 0,01% Coverage

activities

Reference 247 - 0,01% Coverage

10 prin- ciples

Reference 248 - 0,01% Coverage

human rights

Reference 249 - 0,01% Coverage

employee rights

Reference 250 - 0,01% Coverage

environment

Reference 251 - 0,01% Coverage

anti- corruption

Reference 252 - 0,01% Coverage

supports

Reference 253 - 0,01% Coverage

Caring for Climate

Reference 254 - 0,01% Coverage

voluntary

Reference 255 - 0,01% Coverage

supplement

Reference 256 - 0,01% Coverage

the Global Compact

Reference 257 - 0,01% Coverage

to take a lead

Reference 258 - 0,01% Coverage

e�ort

Reference 259 - 0,01% Coverage

Focus

Reference 260 - 0,01% Coverage



pro- moting

Reference 261 - 0,01% Coverage

solutions

Reference 262 - 0,01% Coverage

reduce

Reference 263 - 0,01% Coverage

joined

Reference 264 - 0,02% Coverage

UN Global Compact CEO Water Mandate

Reference 265 - 0,01% Coverage

responsible

Reference 266 - 0,01% Coverage

con- tributing to

Reference 267 - 0,01% Coverage

solve

Reference 268 - 0,01% Coverage

collaboration

Reference 269 - 0,01% Coverage

sustainabil- ity strategy

Reference 270 - 0,01% Coverage

CO� reductions

Reference 271 - 0,02% Coverage

social and environmental indicators

Reference 272 - 0,01% Coverage

work accident prevention
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references coded  [1,28% Coverage]

Reference 1 - 0,01% Coverage

SOCIAL RESPONSIBILITY

Reference 2 - 0,01% Coverage

Sustainabi lity



Reference 3 - 0,01% Coverage

engaging in

Reference 4 - 0,01% Coverage

the interests of

Reference 5 - 0,01% Coverage

environment

Reference 6 - 0,01% Coverage

sound

Reference 7 - 0,01% Coverage

balanced

Reference 8 - 0,01% Coverage

creates

Reference 9 - 0,01% Coverage

solutions

Reference 10 - 0,02% Coverage

global sustain- abi lity strategy

Reference 11 - 0,01% Coverage

strategy

Reference 12 - 0,01% Coverage

focus areas

Reference 13 - 0,01% Coverage

Sustainable

Reference 14 - 0,01% Coverage

People competences

Reference 15 - 0,01% Coverage

Responsible

Reference 16 - 0,01% Coverage

supporting

Reference 17 - 0,01% Coverage

UN Global Compact



Reference 18 - 0,01% Coverage

Sustainable

Reference 19 - 0,01% Coverage

raise the bar

Reference 20 - 0,01% Coverage

sustainable

Reference 21 - 0,01% Coverage

energy effi- ciency

Reference 22 - 0,01% Coverage

focusing

Reference 23 - 0,01% Coverage

outstanding

Reference 24 - 0,01% Coverage

focus on

Reference 25 - 0,01% Coverage

sustainabi lity

Reference 26 - 0,01% Coverage

continued focus

Reference 27 - 0,01% Coverage

sustainable

Reference 28 - 0,01% Coverage

solutions

Reference 29 - 0,01% Coverage

energy-efficient

Reference 30 - 0,01% Coverage

water purification technologies

Reference 31 - 0,01% Coverage

attract

Reference 32 - 0,01% Coverage

retain

Reference 33 - 0,01% Coverage



develop

Reference 34 - 0,01% Coverage

world-class

Reference 35 - 0,01% Coverage

sus- tainabi lity agenda

Reference 36 - 0,01% Coverage

reduce

Reference 37 - 0,01% Coverage

focused on

Reference 38 - 0,01% Coverage

minimising

Reference 39 - 0,01% Coverage

activities

Reference 40 - 0,02% Coverage

UN Global Compact´s CEO Water Man- date

Reference 41 - 0,01% Coverage

Caring for Climate

Reference 42 - 0,01% Coverage

ambitious

Reference 43 - 0,01% Coverage

target

Reference 44 - 0,01% Coverage

wish to

Reference 45 - 0,01% Coverage

lower

Reference 46 - 0,01% Coverage

increase

Reference 47 - 0,01% Coverage

ensure

Reference 48 - 0,01% Coverage



optimum

Reference 49 - 0,01% Coverage

performance

Reference 50 - 0,01% Coverage

aims to

Reference 51 - 0,01% Coverage

ensure

Reference 52 - 0,01% Coverage

the highest possible

Reference 53 - 0,01% Coverage

employee competence

Reference 54 - 0,01% Coverage

competence

Reference 55 - 0,01% Coverage

sustainabi lity

Reference 56 - 0,02% Coverage

stra- tegic competence requirements

Reference 57 - 0,01% Coverage

initi- ated

Reference 58 - 0,01% Coverage

competence development

Reference 59 - 0,01% Coverage

Competent

Reference 60 - 0,01% Coverage

decisive

Reference 61 - 0,01% Coverage

suc- cess

Reference 62 - 0,01% Coverage

leadership principles

Reference 63 - 0,01% Coverage

developed



Reference 64 - 0,01% Coverage

live up to

Reference 65 - 0,01% Coverage

focus area

Reference 66 - 0,01% Coverage

talent development

Reference 67 - 0,01% Coverage

ensure

Reference 68 - 0,01% Coverage

competences

Reference 69 - 0,01% Coverage

business strategies

Reference 70 - 0,01% Coverage

sustainabi lity strategy

Reference 71 - 0,01% Coverage

talents

Reference 72 - 0,01% Coverage

global water strategy

Reference 73 - 0,01% Coverage

positive

Reference 74 - 0,01% Coverage

experience

Reference 75 - 0,01% Coverage

CO2 strategy

Reference 76 - 0,01% Coverage

Ambitious

Reference 77 - 0,01% Coverage

Group targets

Reference 78 - 0,01% Coverage

systematical ly



Reference 79 - 0,01% Coverage

fol lowed up

Reference 80 - 0,01% Coverage

objec- tive

Reference 81 - 0,01% Coverage

reduce

Reference 82 - 0,01% Coverage

reduction

Reference 83 - 0,01% Coverage

promote

Reference 84 - 0,01% Coverage

diverse

Reference 85 - 0,01% Coverage

safe

Reference 86 - 0,01% Coverage

healthy

Reference 87 - 0,01% Coverage

foster

Reference 88 - 0,01% Coverage

inclusive

Reference 89 - 0,01% Coverage

ambition

Reference 90 - 0,01% Coverage

policy

Reference 91 - 0,01% Coverage

activities

Reference 92 - 0,01% Coverage

activities

Reference 93 - 0,01% Coverage

objective

Reference 94 - 0,01% Coverage



important

Reference 95 - 0,01% Coverage

to offer

Reference 96 - 0,01% Coverage

good

Reference 97 - 0,01% Coverage

safe

Reference 98 - 0,01% Coverage

objective

Reference 99 - 0,01% Coverage

"Zero accidents"

Reference 100 - 0,01% Coverage

effort

Reference 101 - 0,01% Coverage

reduction

Reference 102 - 0,01% Coverage

positive

Reference 103 - 0,01% Coverage

impact

Reference 104 - 0,01% Coverage

estab- lish

Reference 105 - 0,01% Coverage

focus area

Reference 106 - 0,01% Coverage

the Grundfos values

Reference 107 - 0,01% Coverage

value

Reference 108 - 0,01% Coverage

engaging into

Reference 109 - 0,01% Coverage



close relationship

Reference 110 - 0,01% Coverage

activ- ities

Reference 111 - 0,01% Coverage

in order of priority

Reference 112 - 0,01% Coverage

knowledge

Reference 113 - 0,01% Coverage

local partnerships

Reference 114 - 0,01% Coverage

focus

Reference 115 - 0,01% Coverage

activities

Reference 116 - 0,01% Coverage

helping

Reference 117 - 0,01% Coverage

Christmas

Reference 118 - 0,01% Coverage

raising funds

Reference 119 - 0,01% Coverage

activities

Reference 120 - 0,01% Coverage

chi ldren's hospitals

Reference 121 - 0,01% Coverage

Water2Life

Reference 122 - 0,01% Coverage

clean water

Reference 123 - 0,01% Coverage

sani- tary instal lations

Reference 124 - 0,01% Coverage

human right



Reference 125 - 0,01% Coverage

supports

Reference 126 - 0,01% Coverage

Water2Life employee programme

Reference 127 - 0,01% Coverage

motivated to

Reference 128 - 0,01% Coverage

help

Reference 129 - 0,01% Coverage

a better place

Reference 130 - 0,01% Coverage

take action

Reference 131 - 0,01% Coverage

col lecting

Reference 132 - 0,01% Coverage

clean water

Reference 133 - 0,01% Coverage

Water2Life

Reference 134 - 0,01% Coverage

positive

Reference 135 - 0,01% Coverage

develop- ment

Reference 136 - 0,01% Coverage

funds

Reference 137 - 0,01% Coverage

col- lected

Reference 138 - 0,01% Coverage

solar-driven

Reference 139 - 0,01% Coverage

systems



Reference 140 - 0,01% Coverage

collecting

Reference 141 - 0,01% Coverage

donations

Reference 142 - 0,01% Coverage

Grundfos LIFE- LINK

Reference 143 - 0,01% Coverage

establish

Reference 144 - 0,01% Coverage

water systems

Reference 145 - 0,01% Coverage

easier access to

Reference 146 - 0,01% Coverage

clean water

Reference 147 - 0,01% Coverage

the Red Cross

Reference 148 - 0,01% Coverage

hygiene

Reference 149 - 0,01% Coverage

sanitary training

Reference 150 - 0,01% Coverage

project

Reference 151 - 0,01% Coverage

in col laboration with

Reference 152 - 0,01% Coverage

World Vision

Reference 153 - 0,01% Coverage

Responsible

Reference 154 - 0,01% Coverage

live up to

Reference 155 - 0,01% Coverage



voluntary commitments

Reference 156 - 0,01% Coverage

Code of Conduct

Reference 157 - 0,01% Coverage

Code of Con- duct handbook

Reference 158 - 0,01% Coverage

handbook

Reference 159 - 0,01% Coverage

focuses

Reference 160 - 0,01% Coverage

Code of Conduct

Reference 161 - 0,01% Coverage

handbook

Reference 162 - 0,01% Coverage

guiding principles

Reference 163 - 0,01% Coverage

Fair and lawful competition

Reference 164 - 0,01% Coverage

Acceptable accounting

Reference 165 - 0,01% Coverage

Labour rights

Reference 166 - 0,01% Coverage

Human rights

Reference 167 - 0,01% Coverage

Environment

Reference 168 - 0,01% Coverage

principles

Reference 169 - 0,01% Coverage

good

Reference 170 - 0,02% Coverage



Code of Conduct and Compliance workshops

Reference 171 - 0,01% Coverage

Labour rights

Reference 172 - 0,01% Coverage

employee rights

Reference 173 - 0,01% Coverage

supports

Reference 174 - 0,01% Coverage

respects

Reference 175 - 0,02% Coverage

international ly pro- claimed Labour rights

Reference 176 - 0,03% Coverage

the ILO Declaration on Fundamental Principles and Rights at Work

Reference 177 - 0,01% Coverage

the Grundfos Code of Conduct

Reference 178 - 0,01% Coverage

Code of Conduct handbook

Reference 179 - 0,01% Coverage

Labour rights

Reference 180 - 0,01% Coverage

employee rights

Reference 181 - 0,01% Coverage

activities

Reference 182 - 0,01% Coverage

sustainable supplier management

Reference 183 - 0,01% Coverage

rights

Reference 184 - 0,01% Coverage

supplier screening activities

Reference 185 - 0,01% Coverage

general audit of suppliers



Reference 186 - 0,01% Coverage

social audits

Reference 187 - 0,01% Coverage

a supplement to

Reference 188 - 0,01% Coverage

audits

Reference 189 - 0,01% Coverage

concrete

Reference 190 - 0,01% Coverage

action plans

Reference 191 - 0,01% Coverage

Supplier Code of Conduct

Reference 192 - 0,02% Coverage

the UN Global Compact principles

Reference 193 - 0,02% Coverage

international human rights con- ventions

Reference 194 - 0,03% Coverage

the ILO Declaration on Funda- mental Principles and Rights at Work

Reference 195 - 0,01% Coverage

clarified

Reference 196 - 0,01% Coverage

expectations

Reference 197 - 0,01% Coverage

sustainabi lity
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references coded  [1,32% Coverage]

Reference 1 - 0,01% Coverage

sustainability

Reference 2 - 0,01% Coverage

pos- sibility

Reference 3 - 0,01% Coverage



solving

Reference 4 - 0,01% Coverage

choose

Reference 5 - 0,01% Coverage

take steps

Reference 6 - 0,01% Coverage

care for

Reference 7 - 0,01% Coverage

take part in

Reference 8 - 0,01% Coverage

better

Reference 9 - 0,01% Coverage

joint

Reference 10 - 0,01% Coverage

effort

Reference 11 - 0,01% Coverage

core promise

Reference 12 - 0,01% Coverage

responsible

Reference 13 - 0,01% Coverage

think ahead

Reference 14 - 0,01% Coverage

inno- vate

Reference 15 - 0,01% Coverage

sup- ported

Reference 16 - 0,01% Coverage

the UN Global Compact

Reference 17 - 0,02% Coverage

The Grundfos Sustainability Strategy 2012- 2017

Reference 18 - 0,01% Coverage



direction

Reference 19 - 0,01% Coverage

sustainabil- ity effort

Reference 20 - 0,01% Coverage

focus areas

Reference 21 - 0,01% Coverage

Sustainable

Reference 22 - 0,01% Coverage

People competences

Reference 23 - 0,01% Coverage

Responsible

Reference 24 - 0,01% Coverage

Focus

Reference 25 - 0,01% Coverage

implementing

Reference 26 - 0,02% Coverage

the Grundfos Sustainability Strategy

Reference 27 - 0,01% Coverage

visions

Reference 28 - 0,01% Coverage

actions

Reference 29 - 0,01% Coverage

pro- gress

Reference 30 - 0,01% Coverage

Sustainable

Reference 31 - 0,01% Coverage

aim

Reference 32 - 0,01% Coverage

focus

Reference 33 - 0,01% Coverage

energy efficiency



Reference 34 - 0,01% Coverage

Focus

Reference 35 - 0,01% Coverage

systematic process integration

Reference 36 - 0,01% Coverage

mandatory

Reference 37 - 0,01% Coverage

integrated

Reference 38 - 0,01% Coverage

ensure

Reference 39 - 0,01% Coverage

pillars of sustainability

Reference 40 - 0,01% Coverage

basic structures

Reference 41 - 0,01% Coverage

Sustainable

Reference 42 - 0,02% Coverage

Envi- ronmental and social considerations

Reference 43 - 0,01% Coverage

sustainable

Reference 44 - 0,01% Coverage

facilitate

Reference 45 - 0,01% Coverage

adaptable

Reference 46 - 0,01% Coverage

flexibility

Reference 47 - 0,01% Coverage

improvement

Reference 48 - 0,01% Coverage

verified



Reference 49 - 0,01% Coverage

enhanced

Reference 50 - 0,01% Coverage

collabora- tion

Reference 51 - 0,01% Coverage

experts

Reference 52 - 0,01% Coverage

verify- ing

Reference 53 - 0,01% Coverage

Implementation

Reference 54 - 0,01% Coverage

experts

Reference 55 - 0,01% Coverage

People competences

Reference 56 - 0,01% Coverage

Developing

Reference 57 - 0,01% Coverage

talents

Reference 58 - 0,01% Coverage

talents

Reference 59 - 0,01% Coverage

talent programme

Reference 60 - 0,01% Coverage

accelerates

Reference 61 - 0,01% Coverage

talent’s

Reference 62 - 0,01% Coverage

Key success indicator

Reference 63 - 0,01% Coverage

talents

Reference 64 - 0,01% Coverage



greater responsibility

Reference 65 - 0,01% Coverage

capitalise on

Reference 66 - 0,01% Coverage

top talents

Reference 67 - 0,01% Coverage

Employee Motivation Surveys

Reference 68 - 0,01% Coverage

talents

Reference 69 - 0,01% Coverage

moti- vated

Reference 70 - 0,01% Coverage

loyal

Reference 71 - 0,01% Coverage

initiatives

Reference 72 - 0,01% Coverage

The global graduate programme

Reference 73 - 0,01% Coverage

completed

Reference 74 - 0,01% Coverage

Developing

Reference 75 - 0,01% Coverage

Inspired

Reference 76 - 0,02% Coverage

the five Grundfos Leadership Principles

Reference 77 - 0,01% Coverage

systematic training programmes

Reference 78 - 0,01% Coverage

initiated

Reference 79 - 0,01% Coverage



focus

Reference 80 - 0,01% Coverage

focused on

Reference 81 - 0,01% Coverage

reducing

Reference 82 - 0,01% Coverage

Initiatives

Reference 83 - 0,01% Coverage

UN Global Compact’s

Reference 84 - 0,01% Coverage

“CEO Water Mandate”

Reference 85 - 0,01% Coverage

“Caring for Cli- mate”

Reference 86 - 0,01% Coverage

sup- portive

Reference 87 - 0,01% Coverage

ambition

Reference 88 - 0,01% Coverage

successfully

Reference 89 - 0,01% Coverage

reducing

Reference 90 - 0,01% Coverage

reduced

Reference 91 - 0,01% Coverage

committed

Reference 92 - 0,01% Coverage

reduce

Reference 93 - 0,01% Coverage

improving

Reference 94 - 0,01% Coverage

water quality



Reference 95 - 0,01% Coverage

reduced

Reference 96 - 0,01% Coverage

impor- tant step

Reference 97 - 0,01% Coverage

reaching

Reference 98 - 0,01% Coverage

the 2025 goal

Reference 99 - 0,01% Coverage

reduced

Reference 100 - 0,01% Coverage

Activities

Reference 101 - 0,01% Coverage

contributing

Reference 102 - 0,01% Coverage

replacing

Reference 103 - 0,01% Coverage

energy efficient

Reference 104 - 0,01% Coverage

The Green Lean concept

Reference 105 - 0,01% Coverage

Analysis

Reference 106 - 0,01% Coverage

minimize

Reference 107 - 0,02% Coverage

Grundfos Focus List of Chem- icals

Reference 108 - 0,01% Coverage

analysing

Reference 109 - 0,01% Coverage

ambition



Reference 110 - 0,01% Coverage

Activities

Reference 111 - 0,01% Coverage

supporting

Reference 112 - 0,01% Coverage

”Female frontrunners”

Reference 113 - 0,01% Coverage

attract- ing

Reference 114 - 0,01% Coverage

activities

Reference 115 - 0,01% Coverage

mentoring

Reference 116 - 0,01% Coverage

diversity committee

Reference 117 - 0,01% Coverage

initiate

Reference 118 - 0,01% Coverage

activities

Reference 119 - 0,01% Coverage

promoting

Reference 120 - 0,01% Coverage

diversity

Reference 121 - 0,01% Coverage

objective

Reference 122 - 0,01% Coverage

strives to

Reference 123 - 0,01% Coverage

safe

Reference 124 - 0,01% Coverage

healthy

Reference 125 - 0,01% Coverage



result

Reference 126 - 0,01% Coverage

reduced

Reference 127 - 0,01% Coverage

health and safety professionals

Reference 128 - 0,01% Coverage

focus

Reference 129 - 0,02% Coverage

a global health and safety strategy

Reference 130 - 0,01% Coverage

integrate

Reference 131 - 0,01% Coverage

an active role

Reference 132 - 0,01% Coverage

pos- itive impact

Reference 133 - 0,01% Coverage

establish

Reference 134 - 0,01% Coverage

Water2Life

Reference 135 - 0,01% Coverage

Water2Life

Reference 136 - 0,01% Coverage

supports

Reference 137 - 0,01% Coverage

access to

Reference 138 - 0,01% Coverage

clean water

Reference 139 - 0,01% Coverage

human right

Reference 140 - 0,01% Coverage



active

Reference 141 - 0,01% Coverage

promoting

Reference 142 - 0,01% Coverage

action

Reference 143 - 0,01% Coverage

a better world

Reference 144 - 0,01% Coverage

campaigns

Reference 145 - 0,01% Coverage

fun-and-information activities

Reference 146 - 0,01% Coverage

solar driven

Reference 147 - 0,02% Coverage

Grund- fos Lifelink water system

Reference 148 - 0,01% Coverage

project

Reference 149 - 0,01% Coverage

collaboration

Reference 150 - 0,01% Coverage

the NGO East Meets West

Reference 151 - 0,01% Coverage

help

Reference 152 - 0,01% Coverage

pro- vide

Reference 153 - 0,01% Coverage

solar driven

Reference 154 - 0,01% Coverage

dosing and disinfection system

Reference 155 - 0,01% Coverage

purifying



Reference 156 - 0,01% Coverage

Funds

Reference 157 - 0,01% Coverage

water sys- tems

Reference 158 - 0,01% Coverage

Water2Life

Reference 159 - 0,01% Coverage

took action

Reference 160 - 0,01% Coverage

provide

Reference 161 - 0,01% Coverage

financial aid

Reference 162 - 0,01% Coverage

Responsible

Reference 163 - 0,01% Coverage

Code of Conduct

Reference 164 - 0,01% Coverage

implemented

Reference 165 - 0,01% Coverage

the Code of Conduct

Reference 166 - 0,01% Coverage

the Grundfos Ethics Commit- tee

Reference 167 - 0,01% Coverage

the Code of Conduct Handbook

Reference 168 - 0,01% Coverage

the Ethics Committee

Reference 169 - 0,01% Coverage

the Grundfos Code of Conduct

Reference 170 - 0,01% Coverage

Labour rights



Reference 171 - 0,01% Coverage

employee rights

Reference 172 - 0,01% Coverage

supports

Reference 173 - 0,01% Coverage

respects

Reference 174 - 0,01% Coverage

internationally proclaimed

Reference 175 - 0,01% Coverage

Labour rights

Reference 176 - 0,03% Coverage

the ILO Declaration on Fundamental Principles and Rights at Work

Reference 177 - 0,01% Coverage

stressed

Reference 178 - 0,01% Coverage

the Grundfos Code of Conduct

Reference 179 - 0,01% Coverage

policy

Reference 180 - 0,01% Coverage

human rights

Reference 181 - 0,01% Coverage

activities

Reference 182 - 0,01% Coverage

Labour rights

Reference 183 - 0,01% Coverage

employee rights

Reference 184 - 0,01% Coverage

activities

Reference 185 - 0,01% Coverage

sustainable

Reference 186 - 0,01% Coverage



Supplier Code of Conduct

Reference 187 - 0,02% Coverage

the UN Global Compact principles

Reference 188 - 0,02% Coverage

international human rights con- ventions

Reference 189 - 0,03% Coverage

the ILO Declaration on Fun- damental Principles and Rights at Work

Reference 190 - 0,01% Coverage

supplier screening activities

Reference 191 - 0,01% Coverage

general audit of suppliers

Reference 192 - 0,01% Coverage

perform

Reference 193 - 0,01% Coverage

social audits

Reference 194 - 0,01% Coverage

supplement

Reference 195 - 0,01% Coverage

audits

Reference 196 - 0,01% Coverage

perform

Reference 197 - 0,01% Coverage

followed up

Reference 198 - 0,01% Coverage

concrete action plans
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references coded  [0,73% Coverage]

Reference 1 - 0,01% Coverage

Triple Bottom Line

Reference 2 - 0,01% Coverage

aim



Reference 3 - 0,01% Coverage

responsible

Reference 4 - 0,01% Coverage

healthy

Reference 5 - 0,01% Coverage

social

Reference 6 - 0,01% Coverage

environmental

Reference 7 - 0,01% Coverage

the Triple Bottom Line principle

Reference 8 - 0,01% Coverage

lens

Reference 9 - 0,01% Coverage

supports

Reference 10 - 0,01% Coverage

shared value

Reference 11 - 0,01% Coverage

Triple Bottom Line business principle

Reference 12 - 0,01% Coverage

anchored in

Reference 13 - 0,01% Coverage

company bylaws

Reference 14 - 0,01% Coverage

the Articles of Association

Reference 15 - 0,01% Coverage

the Novo Nordisk Way

Reference 16 - 0,01% Coverage

social and environmental performance

Reference 17 - 0,01% Coverage

diligence



Reference 18 - 0,01% Coverage

focus

Reference 19 - 0,01% Coverage

responsible

Reference 20 - 0,01% Coverage

monitoring

Reference 21 - 0,01% Coverage

reporting

Reference 22 - 0,01% Coverage

long-term goals

Reference 23 - 0,01% Coverage

targets

Reference 24 - 0,01% Coverage

encouraged to

Reference 25 - 0,01% Coverage

initiatives

Reference 26 - 0,01% Coverage

extend beyond

Reference 27 - 0,01% Coverage

Helping

Reference 28 - 0,01% Coverage

live better lives

Reference 29 - 0,01% Coverage

at the core

Reference 30 - 0,01% Coverage

priorities

Reference 31 - 0,01% Coverage

initiatives

Reference 32 - 0,01% Coverage

in support of

Reference 33 - 0,01% Coverage



sustainability goals

Reference 34 - 0,01% Coverage

main con- tributions

Reference 35 - 0,01% Coverage

expanding

Reference 36 - 0,01% Coverage

access to

Reference 37 - 0,01% Coverage

healthcare

Reference 38 - 0,01% Coverage

promotion of

Reference 39 - 0,01% Coverage

healthy lifestyles

Reference 40 - 0,01% Coverage

inclusive, healthy and engaging working environment

Reference 41 - 0,01% Coverage

carbon reduction

Reference 42 - 0,01% Coverage

climate advocacy

Reference 43 - 0,01% Coverage

pursuing

Reference 44 - 0,01% Coverage

resource efficiency

Reference 45 - 0,01% Coverage

combating

Reference 46 - 0,01% Coverage

ensuring

Reference 47 - 0,01% Coverage

responsible

Reference 48 - 0,01% Coverage



good

Reference 49 - 0,01% Coverage

strengthened

Reference 50 - 0,01% Coverage

sustainability efforts

Reference 51 - 0,01% Coverage

made progress in

Reference 52 - 0,01% Coverage

embedding

Reference 53 - 0,01% Coverage

the Triple Bottom Line

Reference 54 - 0,01% Coverage

The Sustainability Committee

Reference 55 - 0,01% Coverage

responsibility

Reference 56 - 0,01% Coverage

setting direction

Reference 57 - 0,01% Coverage

strategic

Reference 58 - 0,01% Coverage

proactive

Reference 59 - 0,01% Coverage

the sus- tainability agenda

Reference 60 - 0,01% Coverage

implementation of

Reference 61 - 0,01% Coverage

initiatives

Reference 62 - 0,01% Coverage

in support of

Reference 63 - 0,01% Coverage

sustainable



Reference 64 - 0,01% Coverage

the UN Global Compact

Reference 65 - 0,01% Coverage

voluntary commitments

Reference 66 - 0,01% Coverage

social

Reference 67 - 0,01% Coverage

environmental

Reference 68 - 0,01% Coverage

priorities

Reference 69 - 0,01% Coverage

Growing

Reference 70 - 0,01% Coverage

competitive

Reference 71 - 0,01% Coverage

help

Reference 72 - 0,01% Coverage

live better lives

Reference 73 - 0,01% Coverage

attractive

Reference 74 - 0,01% Coverage

contribute to

Reference 75 - 0,01% Coverage

targets

Reference 76 - 0,01% Coverage

profit margin

Reference 77 - 0,01% Coverage

profit growth

Reference 78 - 0,01% Coverage

operating profit



Reference 79 - 0,01% Coverage

a guide

Reference 80 - 0,01% Coverage

growth

Reference 81 - 0,01% Coverage

profitability

Reference 82 - 0,01% Coverage

aspire

Reference 83 - 0,01% Coverage

targets

Reference 84 - 0,01% Coverage

help

Reference 85 - 0,01% Coverage

a balance

Reference 86 - 0,01% Coverage

profitably

Reference 87 - 0,01% Coverage

investments

Reference 88 - 0,01% Coverage

growth

Reference 89 - 0,01% Coverage

investments

Reference 90 - 0,01% Coverage

clinical development

Reference 91 - 0,01% Coverage

improved therapies

Reference 92 - 0,01% Coverage

growth target

Reference 93 - 0,01% Coverage

operating profit

Reference 94 - 0,01% Coverage



cornerstone

Reference 95 - 0,01% Coverage

target

Reference 96 - 0,01% Coverage

targets

Reference 97 - 0,01% Coverage

business opportunities

Reference 98 - 0,01% Coverage

continued improvement

Reference 99 - 0,01% Coverage

efficiencies

Reference 100 - 0,01% Coverage

supports

Reference 101 - 0,01% Coverage

improvements

Reference 102 - 0,01% Coverage

improvement

Reference 103 - 0,01% Coverage

helps

Reference 104 - 0,01% Coverage

ensure

Reference 105 - 0,01% Coverage

attractive

Reference 106 - 0,01% Coverage

Offer

Reference 107 - 0,01% Coverage

healthy

Reference 108 - 0,01% Coverage

engaging

Reference 109 - 0,01% Coverage



believe

Reference 110 - 0,01% Coverage

healthy

Reference 111 - 0,01% Coverage

engaging

Reference 112 - 0,01% Coverage

helps

Reference 113 - 0,01% Coverage

attract

Reference 114 - 0,01% Coverage

motivate

Reference 115 - 0,01% Coverage

retain

Reference 116 - 0,01% Coverage

growth

Reference 117 - 0,01% Coverage

positive

Reference 118 - 0,01% Coverage

contributions

Reference 119 - 0,01% Coverage

healthy

Reference 120 - 0,01% Coverage

improved

Reference 121 - 0,01% Coverage

prevention

Reference 122 - 0,01% Coverage

treatment of

Reference 123 - 0,01% Coverage

patient support activities

Reference 124 - 0,01% Coverage

voluntary
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initiatives

Reference 126 - 0,01% Coverage

engaged

Reference 127 - 0,01% Coverage

activities

Reference 128 - 0,01% Coverage

raise

Reference 129 - 0,01% Coverage

awareness

Reference 130 - 0,01% Coverage

target

Reference 131 - 0,01% Coverage

maintain

Reference 132 - 0,01% Coverage

high level of

Reference 133 - 0,01% Coverage

employee engagement

Reference 134 - 0,01% Coverage

values

Reference 135 - 0,01% Coverage

increasingly

Reference 136 - 0,01% Coverage

important

Reference 137 - 0,01% Coverage

embrace

Reference 138 - 0,01% Coverage

diversity

Reference 139 - 0,01% Coverage

embody



Reference 140 - 0,01% Coverage

diverse

Reference 141 - 0,01% Coverage

best

Reference 142 - 0,01% Coverage

foster

Reference 143 - 0,01% Coverage

innovative

Reference 144 - 0,01% Coverage

nurture

Reference 145 - 0,01% Coverage

collaboration

Reference 146 - 0,01% Coverage

aim to

Reference 147 - 0,01% Coverage

increase

Reference 148 - 0,01% Coverage

diversity

Reference 149 - 0,01% Coverage

competitive advantage

Reference 150 - 0,01% Coverage

development programmes

Reference 151 - 0,01% Coverage

emphasise

Reference 152 - 0,01% Coverage

respect for

Reference 153 - 0,01% Coverage

balances

Reference 154 - 0,01% Coverage

considerations

Reference 155 - 0,01% Coverage



Helping

Reference 156 - 0,01% Coverage

live better lives

Reference 157 - 0,01% Coverage

Helping

Reference 158 - 0,01% Coverage

live better lives

Reference 159 - 0,01% Coverage

at the core of

Reference 160 - 0,01% Coverage

act on

Reference 161 - 0,01% Coverage

premise

Reference 162 - 0,01% Coverage

right to

Reference 163 - 0,01% Coverage

health

Reference 164 - 0,01% Coverage

Access to

Reference 165 - 0,01% Coverage

care

Reference 166 - 0,01% Coverage

seek to

Reference 167 - 0,01% Coverage

reach out to

Reference 168 - 0,01% Coverage

treated

Reference 169 - 0,01% Coverage

Novo Nordisk diabetes care products

Reference 170 - 0,01% Coverage



addressing

Reference 171 - 0,01% Coverage

health

Reference 172 - 0,01% Coverage

a preferential pricing policy

Reference 173 - 0,01% Coverage

launching

Reference 174 - 0,01% Coverage

dedicated

Reference 175 - 0,01% Coverage

programmes

Reference 176 - 0,01% Coverage

advocating

Reference 177 - 0,01% Coverage

Changing Diabetes®

Reference 178 - 0,01% Coverage

Possibilities in Haemophilia®
and Changing

Reference 179 - 0,01% Coverage

progress

Reference 180 - 0,01% Coverage

approach

Reference 181 - 0,01% Coverage

increase

Reference 182 - 0,01% Coverage

health

Reference 183 - 0,01% Coverage

higher priority

Reference 184 - 0,01% Coverage

the political agenda

Reference 185 - 0,01% Coverage



announced

Reference 186 - 0,01% Coverage

approach

Reference 187 - 0,01% Coverage

access to

Reference 188 - 0,01% Coverage

health

Reference 189 - 0,01% Coverage

dialogues

Reference 190 - 0,01% Coverage

engagements

Reference 191 - 0,01% Coverage

reaffirmed

Reference 192 - 0,01% Coverage

low-priced

Reference 193 - 0,01% Coverage

success

Reference 194 - 0,01% Coverage

acting together

Reference 195 - 0,01% Coverage

deliver

Reference 196 - 0,01% Coverage

sustainable

Reference 197 - 0,01% Coverage

effective

Reference 198 - 0,01% Coverage

to forge

Reference 199 - 0,01% Coverage

potential

Reference 200 - 0,01% Coverage

transformational



Reference 201 - 0,01% Coverage

Promoting

Reference 202 - 0,01% Coverage

responsible

Reference 203 - 0,01% Coverage

quality

Reference 204 - 0,01% Coverage

business ethics
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geared up

Reference 206 - 0,01% Coverage

significant

Reference 207 - 0,01% Coverage

efforts

Reference 208 - 0,01% Coverage

invested in

Reference 209 - 0,01% Coverage

expanding

Reference 210 - 0,01% Coverage

the business ethics compliance programme

Reference 211 - 0,01% Coverage

policies

Reference 212 - 0,01% Coverage

procedures

Reference 213 - 0,01% Coverage

training

Reference 214 - 0,01% Coverage

audits

Reference 215 - 0,01% Coverage

required to



Reference 216 - 0,01% Coverage

trained

Reference 217 - 0,01% Coverage

business ethics guidelines

Reference 218 - 0,01% Coverage

train

Reference 219 - 0,01% Coverage

understanding of

Reference 220 - 0,01% Coverage

compliance requirements

Reference 221 - 0,01% Coverage

Novo Nordisk’s ethical standards

Reference 222 - 0,01% Coverage

improved

Reference 223 - 0,01% Coverage

healthcare providers

Reference 224 - 0,01% Coverage

drive

Reference 225 - 0,01% Coverage

progress

Reference 226 - 0,01% Coverage

systematic

Reference 227 - 0,01% Coverage

seeking to

Reference 228 - 0,01% Coverage

opportunities

Reference 229 - 0,01% Coverage

responsible

Reference 230 - 0,01% Coverage

profitable

Reference 231 - 0,01% Coverage



vigilantly
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adapting

Reference 233 - 0,01% Coverage

focused on

Reference 234 - 0,01% Coverage

mitigating

Reference 235 - 0,01% Coverage

reinforcing

Reference 236 - 0,01% Coverage

strong

Reference 237 - 0,01% Coverage

ethical

Reference 238 - 0,01% Coverage

Expectations
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integrity

Reference 240 - 0,01% Coverage

embedded in
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internal audit processes

Reference 242 - 0,01% Coverage

voluntary

Reference 243 - 0,01% Coverage

guidelines

Reference 244 - 0,01% Coverage

participation in

Reference 245 - 0,01% Coverage

dialogues

Reference 246 - 0,01% Coverage



helps

Reference 247 - 0,01% Coverage

prepare for
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the United Nations Guiding Principles on Business and Human Rights

Reference 249 - 0,01% Coverage

actively

Reference 250 - 0,01% Coverage

engaged

Reference 251 - 0,01% Coverage

agenda

Reference 252 - 0,01% Coverage

responsibility

Reference 253 - 0,01% Coverage

respect

Reference 254 - 0,01% Coverage

human rights

Reference 255 - 0,01% Coverage

steps
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live up to

Reference 257 - 0,01% Coverage

guidelines

Reference 258 - 0,01% Coverage

responsible Socially
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reduce

Reference 260 - 0,01% Coverage

reducing

Reference 261 - 0,01% Coverage

approach
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focuses
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contributing to
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solving
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the ability to

Reference 266 - 0,01% Coverage

expanded

Reference 267 - 0,01% Coverage

environmental

Reference 268 - 0,01% Coverage

focus on

Reference 269 - 0,01% Coverage

resource productivity optimisation

Reference 270 - 0,01% Coverage

sustainability aspirations
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contribution to

Reference 272 - 0,01% Coverage

Contributing to

Reference 273 - 0,01% Coverage

sustainable

Reference 274 - 0,01% Coverage

benefits

Reference 275 - 0,01% Coverage

cost savings

Reference 276 - 0,01% Coverage

healthcare systems
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productivity gains
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resulting in
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sustainable
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societal value

Reference 281 - 0,01% Coverage

Blueprint for Change programme
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shared value creation

Reference 283 - 0,01% Coverage

potential for

Reference 284 - 0,01% Coverage

enhanced value
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concerted
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efforts
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improve
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prevention
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detection of
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improve
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quality of life

Reference 292 - 0,01% Coverage



reduce
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competitive edge
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strong

Reference 295 - 0,01% Coverage

relations with
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engaged

Reference 297 - 0,01% Coverage

recognition

Reference 298 - 0,01% Coverage

great
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Triple Bottom Line
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responsible
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Environmentally responsible
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Corporate governance
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seeks to
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create
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sustainable
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value
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corporate governance
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support
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corporate governance
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complies with
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The Novo Nordisk Way
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values-based
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values

Reference 314 - 0,01% Coverage

consistent with

Reference 315 - 0,01% Coverage

good

Reference 316 - 0,01% Coverage

governance
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corporate governance

Reference 318 - 0,01% Coverage

principles

Reference 319 - 0,01% Coverage

compliance with

Reference 320 - 0,01% Coverage

corporate governance standards

Reference 321 - 0,01% Coverage

the Danish Corporate Governance Recommendations

Reference 322 - 0,01% Coverage

values
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the Novo Nordisk Way
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shared values
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corporate governance

Reference 326 - 0,01% Coverage

supports
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sustainable
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value creation
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adheres to
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strategic

Reference 331 - 0,01% Coverage

accountable
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seek to

Reference 333 - 0,01% Coverage

enhance

Reference 334 - 0,01% Coverage

accuracy

Reference 335 - 0,01% Coverage

completeness

Reference 336 - 0,01% Coverage

reliability

Reference 337 - 0,01% Coverage

internal controls
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independent audits

Reference 339 - 0,01% Coverage

increase

Reference 340 - 0,01% Coverage

ultimate

Reference 341 - 0,01% Coverage

approve

Reference 342 - 0,01% Coverage

right
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two-tier board structure
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separate
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strategy

Reference 346 - 0,01% Coverage

actively

Reference 347 - 0,01% Coverage

contributes
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focused
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sustainable
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supervises
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majority
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competences

Reference 353 - 0,01% Coverage



self-assessment process
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facilitated
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assessment process
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participates

Reference 357 - 0,01% Coverage

actively

Reference 358 - 0,01% Coverage

contributes

Reference 359 - 0,01% Coverage

independent
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self-assessment
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competence profile
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competence profile

Reference 363 - 0,01% Coverage

special competences

Reference 364 - 0,01% Coverage

diversity
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ensure
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diverse
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self-assessment
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enhancements

Reference 369 - 0,01% Coverage

preparedness
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improve- ments
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support
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fulfilment

Reference 373 - 0,01% Coverage

the Novo Nordisk Way
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integrity

Reference 375 - 0,01% Coverage

accountability

Reference 376 - 0,01% Coverage

financial literacy
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desire
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experience
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competence profile
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entitled to
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rights
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responsibilities
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ensure
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adequately

Reference 386 - 0,01% Coverage

provide

Reference 387 - 0,01% Coverage

regular

Reference 388 - 0,01% Coverage

feedback

Reference 389 - 0,01% Coverage

insight

Reference 390 - 0,01% Coverage

ensure

Reference 391 - 0,01% Coverage

balance
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strategy setting
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recommending
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responsibilities
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nomination committee
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remuneration committee
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committees

Reference 398 - 0,01% Coverage

opportunity
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contribute
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actively

Reference 401 - 0,01% Coverage

Ad hoc nomination team
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enhance
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focus
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ad hoc nomination team
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committee
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Audit Committee
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Audit Committee
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qualify

Reference 409 - 0,01% Coverage

experts
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the US Securities and Exchange Commission (SEC)
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qualify

Reference 412 - 0,01% Coverage

experts

Reference 413 - 0,01% Coverage

qualify

Reference 414 - 0,01% Coverage



independent
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Audit Committee

Reference 416 - 0,01% Coverage

The Audit Committee

Reference 417 - 0,01% Coverage

external auditors

Reference 418 - 0,01% Coverage

internal audit function

Reference 419 - 0,01% Coverage

Audit Committee
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self-assessment
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participates
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actively

Reference 423 - 0,01% Coverage

contributes

Reference 424 - 0,01% Coverage

independent
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Audit Committee

Reference 426 - 0,01% Coverage

the global compliance hotline

Reference 427 - 0,01% Coverage

business ethics

Reference 428 - 0,01% Coverage

the Novo Nordisk Way

Reference 429 - 0,01% Coverage



the global compliance hotline

Reference 430 - 0,01% Coverage

the compliance hotline

Reference 431 - 0,01% Coverage

the Audit Committee Secretariat

Reference 432 - 0,01% Coverage

Complaint handling
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the Audit Committee
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hotline

Reference 435 - 0,01% Coverage

independently
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The compliance hotline
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accessible

Reference 438 - 0,01% Coverage

Novo Nordisk’s risk management
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effectively
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in compliance with
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US Sarbanes–Oxley Act section 404

Reference 443 - 0,01% Coverage

adequate

Reference 444 - 0,01% Coverage

ensure



Reference 445 - 0,01% Coverage

US Securities and Exchange Commission
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responsibility

Reference 447 - 0,01% Coverage

responsible

Reference 448 - 0,01% Coverage

determination

Reference 449 - 0,01% Coverage

implemen- tation

Reference 450 - 0,01% Coverage

strategies

Reference 451 - 0,01% Coverage

policies

Reference 452 - 0,01% Coverage

direction-setting

Reference 453 - 0,01% Coverage

ensuring

Reference 454 - 0,01% Coverage

timely

Reference 455 - 0,01% Coverage

External audit
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external auditor
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the Audit Committee
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commitment

Reference 459 - 0,01% Coverage

financial, social and environmental responsibility
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voluntarily

Reference 461 - 0,01% Coverage

verifies

Reference 462 - 0,01% Coverage

Corporate governance

Reference 463 - 0,01% Coverage

Novo
Nordisk Way

Reference 464 - 0,01% Coverage

compliance

Reference 465 - 0,01% Coverage

In accordance with

Reference 466 - 0,01% Coverage

Section 107b of the Danish Financial Statements Act

Reference 467 - 0,01% Coverage

the Danish Corporate Governance Recommendations

Reference 468 - 0,01% Coverage

remuneration committee

Reference 469 - 0,01% Coverage

organisational audit

Reference 470 - 0,01% Coverage

nomination committee

Reference 471 - 0,01% Coverage

the Danish Corporate Governance Recommendations

Reference 472 - 0,01% Coverage

recommendations

Reference 473 - 0,01% Coverage

Quality audit

Reference 474 - 0,01% Coverage

in compliance with



Reference 475 - 0,01% Coverage

corporate governance standards

Reference 476 - 0,01% Coverage

Internal audit

Reference 477 - 0,01% Coverage

internal audit function

Reference 478 - 0,01% Coverage

Group Internal Audit

Reference 479 - 0,01% Coverage

the Audit Committee

Reference 480 - 0,01% Coverage

internal audit function

Reference 481 - 0,01% Coverage

independent

Reference 482 - 0,01% Coverage

objective

Reference 483 - 0,01% Coverage

business ethics

Reference 484 - 0,01% Coverage

ensure

Reference 485 - 0,01% Coverage

internal financial audit function
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independently
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the Audit Committee

Reference 488 - 0,01% Coverage

The Audit Committee

Reference 489 - 0,01% Coverage

internal audit function

Reference 490 - 0,01% Coverage



quality audits

Reference 491 - 0,01% Coverage

organisational audits

Reference 492 - 0,01% Coverage

values audits

Reference 493 - 0,01% Coverage

ensure

Reference 494 - 0,01% Coverage

high quality

Reference 495 - 0,01% Coverage

the Novo Nordisk Way
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Reference 1 - 0,01% Coverage

Sustainable

Reference 2 - 0,01% Coverage

most sustainable

Reference 3 - 0,01% Coverage

prestigious

Reference 4 - 0,01% Coverage

hard-earned

Reference 5 - 0,01% Coverage

win

Reference 6 - 0,01% Coverage

possible

Reference 7 - 0,01% Coverage

sustainable

Reference 8 - 0,01% Coverage

sustainability aspirations

Reference 9 - 0,01% Coverage

expand



Reference 10 - 0,01% Coverage

access to

Reference 11 - 0,01% Coverage

care

Reference 12 - 0,01% Coverage

healthcare’s

Reference 13 - 0,01% Coverage

healthcare services

Reference 14 - 0,01% Coverage

sustainable

Reference 15 - 0,01% Coverage

possible

Reference 16 - 0,01% Coverage

Sustainability

Reference 17 - 0,01% Coverage

development

Reference 18 - 0,01% Coverage

spearheaded

Reference 19 - 0,01% Coverage

Novo Nordisk’s Triple Bottom Line business principle

Reference 20 - 0,01% Coverage

interesting

Reference 21 - 0,01% Coverage

centre-stage

Reference 22 - 0,01% Coverage

beacon

Reference 23 - 0,01% Coverage

sustainable

Reference 24 - 0,01% Coverage

sustainably



Reference 25 - 0,01% Coverage

ability to

Reference 26 - 0,01% Coverage

sustainable

Reference 27 - 0,01% Coverage

value

Reference 28 - 0,01% Coverage

The Triple Bottom Line business principle

Reference 29 - 0,01% Coverage

ensure

Reference 30 - 0,01% Coverage

balanced

Reference 31 - 0,01% Coverage

broad perspective

Reference 32 - 0,01% Coverage

societal interests

Reference 33 - 0,01% Coverage

Lean

Reference 34 - 0,01% Coverage

green

Reference 35 - 0,01% Coverage

Eco-productivity

Reference 36 - 0,01% Coverage

the top of

Reference 37 - 0,01% Coverage

the Global 100 Index

Reference 38 - 0,01% Coverage

The World’s most sustainable company’

Reference 39 - 0,01% Coverage

leading

Reference 40 - 0,01% Coverage



key performance indicators

Reference 41 - 0,01% Coverage

all three bottom lines

Reference 42 - 0,01% Coverage

aims to

Reference 43 - 0,01% Coverage

proactive

Reference 44 - 0,01% Coverage

environmental, social and corporate governance issues

Reference 45 - 0,01% Coverage

the winner

Reference 46 - 0,01% Coverage

decrease

Reference 47 - 0,01% Coverage

goal

Reference 48 - 0,01% Coverage

to continue to

Reference 49 - 0,01% Coverage

target

Reference 50 - 0,01% Coverage

reduce

Reference 51 - 0,01% Coverage

goal

Reference 52 - 0,01% Coverage

creatively

Reference 53 - 0,01% Coverage

opportunities

Reference 54 - 0,01% Coverage

energy savings

Reference 55 - 0,01% Coverage



sustainability leadership

Reference 56 - 0,01% Coverage

access to

Reference 57 - 0,01% Coverage

care

Reference 58 - 0,01% Coverage

opportunities

Reference 59 - 0,01% Coverage

listening

Reference 60 - 0,01% Coverage

respect

Reference 61 - 0,01% Coverage

essentials

Reference 62 - 0,01% Coverage

the Novo Nordisk Way

Reference 63 - 0,01% Coverage

importance

Reference 64 - 0,01% Coverage

good

Reference 65 - 0,01% Coverage

relations

Reference 66 - 0,01% Coverage

trust

Reference 67 - 0,01% Coverage

respect

Reference 68 - 0,01% Coverage

respected

Reference 69 - 0,01% Coverage

putting patients first

Reference 70 - 0,01% Coverage

leading



Reference 71 - 0,01% Coverage

sustainability

Reference 72 - 0,01% Coverage

outstanding

Reference 73 - 0,01% Coverage

excellent

Reference 74 - 0,01% Coverage

sustainable

Reference 75 - 0,01% Coverage

attracts

Reference 76 - 0,01% Coverage

attention

Reference 77 - 0,01% Coverage

Accountable

Reference 78 - 0,01% Coverage

transparent

Reference 79 - 0,01% Coverage

important

Reference 80 - 0,01% Coverage

trust

Reference 81 - 0,01% Coverage

walk the talk

Reference 82 - 0,01% Coverage

compliance

Reference 83 - 0,01% Coverage

rules

Reference 84 - 0,01% Coverage

regulations

Reference 85 - 0,01% Coverage
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Reference 93 - 0,01% Coverage

Nomination Committee

Reference 94 - 0,01% Coverage

Nomination Committee’s

Reference 95 - 0,01% Coverage

activities

Reference 96 - 0,01% Coverage

delegated

Reference 97 - 0,01% Coverage

responsibility

Reference 98 - 0,01% Coverage

responsible

Reference 99 - 0,01% Coverage

allocation of

Reference 100 - 0,01% Coverage

determination

Reference 101 - 0,01% Coverage



implementation of

Reference 102 - 0,01% Coverage

strategies

Reference 103 - 0,01% Coverage

policies

Reference 104 - 0,01% Coverage

direction-setting

Reference 105 - 0,01% Coverage

ensuring

Reference 106 - 0,01% Coverage

audited

Reference 107 - 0,01% Coverage

independent

Reference 108 - 0,01% Coverage

in the interest of

Reference 109 - 0,01% Coverage

Audit Committee

Reference 110 - 0,01% Coverage

commitment

Reference 111 - 0,01% Coverage

social and environmental responsibility

Reference 112 - 0,01% Coverage

voluntarily

Reference 113 - 0,01% Coverage

assurance report

Reference 114 - 0,01% Coverage

social and environmental reporting

Reference 115 - 0,01% Coverage

social and environmental performance

Reference 116 - 0,01% Coverage



verifies

Reference 117 - 0,01% Coverage

internal audit function

Reference 118 - 0,01% Coverage

independent

Reference 119 - 0,01% Coverage

objective

Reference 120 - 0,01% Coverage

assurance

Reference 121 - 0,01% Coverage

business ethics

Reference 122 - 0,01% Coverage

ensure

Reference 123 - 0,01% Coverage

internal financial
audit function

Reference 124 - 0,01% Coverage

independently

Reference 125 - 0,01% Coverage

audit plan

Reference 126 - 0,01% Coverage

Audit Committee

Reference 127 - 0,01% Coverage

Audit Committee

Reference 128 - 0,01% Coverage

internal audit function

Reference 129 - 0,01% Coverage

quality audits

Reference 130 - 0,01% Coverage

organisational audits

Reference 131 - 0,01% Coverage



values audits

Reference 132 - 0,01% Coverage

ensure

Reference 133 - 0,01% Coverage

high-quality

Reference 134 - 0,01% Coverage

standards

Reference 135 - 0,01% Coverage

the Novo Nordisk Way

Reference 136 - 0,01% Coverage

discloses

Reference 137 - 0,01% Coverage

Danish corporate
governance recommendations

Reference 138 - 0,01% Coverage

adheres to

Reference 139 - 0,01% Coverage

Corporate
governance standards

Reference 140 - 0,01% Coverage

Audit Committee

Reference 141 - 0,01% Coverage

Quality audit

Reference 142 - 0,01% Coverage

Novo Nordisk Way

Reference 143 - 0,01% Coverage

Nomination Committee

Reference 144 - 0,01% Coverage

Nomination Committee’s

Reference 145 - 0,01% Coverage

Nomination Committee

Reference 146 - 0,01% Coverage



allows

Reference 147 - 0,01% Coverage

Nomination Committee

Reference 148 - 0,01% Coverage

complies with

Reference 149 - 0,01% Coverage

corporate governance standards

Reference 150 - 0,01% Coverage

comply with

Reference 151 - 0,01% Coverage

standards

Reference 152 - 0,01% Coverage

permitted to

Reference 153 - 0,01% Coverage

home country practice

Reference 154 - 0,01% Coverage

audit committee

Reference 155 - 0,01% Coverage

code of business conduct and ethics

Reference 156 - 0,01% Coverage

The Novo Nordisk Way

Reference 157 - 0,01% Coverage

ambitions

Reference 158 - 0,01% Coverage

values

Reference 159 - 0,01% Coverage

characterise

Reference 160 - 0,01% Coverage

sets the direction

Reference 161 - 0,01% Coverage



the Charter for Companies in the Novo Group

Reference 162 - 0,01% Coverage

strategic

Reference 163 - 0,01% Coverage

Audit

Reference 164 - 0,01% Coverage

social
and environmental data

Reference 165 - 0,01% Coverage

audit

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills> - § 75
references coded  [9,19% Coverage]

Reference 1 - 0,07% Coverage

achieves

Reference 2 - 0,20% Coverage

LEED Gold certification

Reference 3 - 0,23% Coverage

U.S. Green Building Council

Reference 4 - 0,15% Coverage

LEED Gold building

Reference 5 - 0,06% Coverage

awarded

Reference 6 - 0,20% Coverage

LEED Gold certification

Reference 7 - 0,23% Coverage

U.S. Green Building Council

Reference 8 - 0,06% Coverage

achieve

Reference 9 - 0,20% Coverage

LEED Gold certification

Reference 10 - 0,14% Coverage

take great pride



Reference 11 - 0,09% Coverage

incredible

Reference 12 - 0,13% Coverage

environmentally

Reference 13 - 0,09% Coverage

sustainable

Reference 14 - 0,20% Coverage

LEED Gold certification

Reference 15 - 0,03% Coverage

goal

Reference 16 - 0,06% Coverage

pleased

Reference 17 - 0,21% Coverage

LEED certified buildings

Reference 18 - 0,20% Coverage

efficiency technologies

Reference 19 - 0,34% Coverage

environmentally friendly design elements

Reference 20 - 0,05% Coverage

reduce

Reference 21 - 0,05% Coverage

reduce

Reference 22 - 0,14% Coverage

Energy efficient

Reference 23 - 0,12% Coverage

high efficient

Reference 24 - 0,14% Coverage

energy efficient

Reference 25 - 0,07% Coverage

Superior



Reference 26 - 0,06% Coverage

exceeds

Reference 27 - 0,07% Coverage

obtained

Reference 28 - 0,20% Coverage

LEED Gold certification

Reference 29 - 0,21% Coverage

environmentally-conscious

Reference 30 - 0,09% Coverage

appropriate

Reference 31 - 0,15% Coverage

recycling centers

Reference 32 - 0,04% Coverage

reuse

Reference 33 - 0,21% Coverage

Green Power Certificates

Reference 34 - 0,09% Coverage

investment

Reference 35 - 0,26% Coverage

non-fossil fuel energy sources

Reference 36 - 0,41% Coverage

centralized computer-based transportation system

Reference 37 - 0,08% Coverage

efficient

Reference 38 - 0,08% Coverage

efficient

Reference 39 - 0,08% Coverage

desirable

Reference 40 - 0,10% Coverage

hard-working

Reference 41 - 0,08% Coverage



dedicated

Reference 42 - 0,06% Coverage

excited

Reference 43 - 0,08% Coverage

completed

Reference 44 - 0,04% Coverage

proud

Reference 45 - 0,08% Coverage

developed

Reference 46 - 0,08% Coverage

completed

Reference 47 - 0,08% Coverage

LEED Gold

Reference 48 - 0,09% Coverage

dedication

Reference 49 - 0,12% Coverage

sustainability

Reference 50 - 0,12% Coverage

sensitivity to

Reference 51 - 0,04% Coverage

proud

Reference 52 - 0,10% Coverage

world- class

Reference 53 - 0,06% Coverage

success

Reference 54 - 0,12% Coverage

LEED Certified

Reference 55 - 0,12% Coverage

LEED Certified

Reference 56 - 0,06% Coverage



awarded

Reference 57 - 0,08% Coverage

LEED Gold

Reference 58 - 0,06% Coverage

achieve

Reference 59 - 0,15% Coverage

LEED certification

Reference 60 - 0,06% Coverage

receive

Reference 61 - 0,23% Coverage

LEED Platinum certification

Reference 62 - 0,06% Coverage

awarded

Reference 63 - 0,08% Coverage

LEED Gold

Reference 64 - 0,06% Coverage

receive

Reference 65 - 0,15% Coverage

LEED certification

Reference 66 - 0,03% Coverage

LEED

Reference 67 - 0,38% Coverage

Leadership in Energy and Environmental Design

Reference 68 - 0,22% Coverage

internationally recognized

Reference 69 - 0,07% Coverage

provides

Reference 70 - 0,24% Coverage

environmental sustainability

Reference 71 - 0,21% Coverage

environmental achievement



Reference 72 - 0,07% Coverage

Platinum

Reference 73 - 0,03% Coverage

Gold

Reference 74 - 0,05% Coverage

Silver

Reference 75 - 0,08% Coverage

Certified

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
AmericasMostAdmired> - § 124 references coded  [15,70% Coverage]

Reference 1 - 0,22% Coverage

General Mills Foundation

Reference 2 - 0,09% Coverage

celebrates

Reference 3 - 0,24% Coverage

Champions for Healthy Kids'

Reference 4 - 0,05% Coverage

awards

Reference 5 - 0,23% Coverage

'best of the best' grants

Reference 6 - 0,25% Coverage

The General Mills Foundation

Reference 7 - 0,12% Coverage

collaboration

Reference 8 - 0,23% Coverage

Champions for Healthy Kids

Reference 9 - 0,05% Coverage

grants

Reference 10 - 0,08% Coverage

program’s

Reference 11 - 0,28% Coverage



‘best of the best’ legacy award

Reference 12 - 0,32% Coverage

Champions for Healthy Kids grantees

Reference 13 - 0,06% Coverage

awarded

Reference 14 - 0,07% Coverage

continue

Reference 15 - 0,06% Coverage

improve

Reference 16 - 0,08% Coverage

nutrition

Reference 17 - 0,23% Coverage

Champions for Healthy Kids

Reference 18 - 0,05% Coverage

grants

Reference 19 - 0,09% Coverage

nonprofits

Reference 20 - 0,23% Coverage

community
organizations

Reference 21 - 0,06% Coverage

develop

Reference 22 - 0,07% Coverage

creative

Reference 23 - 0,04% Coverage

good

Reference 24 - 0,08% Coverage

nutrition

Reference 25 - 0,23% Coverage

Champions for Healthy Kids

Reference 26 - 0,25% Coverage



the General Mills Foundation

Reference 27 - 0,11% Coverage

key insights

Reference 28 - 0,09% Coverage

successful

Reference 29 - 0,18% Coverage

Parental involvement

Reference 30 - 0,25% Coverage

Organizational collaboration

Reference 31 - 0,09% Coverage

engagement

Reference 32 - 0,12% Coverage

collaboration

Reference 33 - 0,21% Coverage

community professionals

Reference 34 - 0,12% Coverage

Communication

Reference 35 - 0,08% Coverage

nutrition

Reference 36 - 0,23% Coverage

Champions for Healthy Kids

Reference 37 - 0,16% Coverage

grassroots efforts

Reference 38 - 0,06% Coverage

develop

Reference 39 - 0,07% Coverage

creative

Reference 40 - 0,07% Coverage

balanced

Reference 41 - 0,23% Coverage



General Mills Foundation’s

Reference 42 - 0,33% Coverage

Champions for Healthy Kids initiative

Reference 43 - 0,06% Coverage

awarded

Reference 44 - 0,05% Coverage

grants

Reference 45 - 0,18% Coverage

annual grant program

Reference 46 - 0,08% Coverage

nutrition

Reference 47 - 0,06% Coverage

serving

Reference 48 - 0,25% Coverage

the General Mills Foundation

Reference 49 - 0,21% Coverage

nonprofit organizations

Reference 50 - 0,07% Coverage

increase

Reference 51 - 0,04% Coverage

good

Reference 52 - 0,08% Coverage

nutrition

Reference 53 - 0,25% Coverage

the General Mills Foundation

Reference 54 - 0,06% Coverage

excited

Reference 55 - 0,07% Coverage

insights

Reference 56 - 0,21% Coverage

community organizations



Reference 57 - 0,05% Coverage

better

Reference 58 - 0,23% Coverage

childhood obesity efforts

Reference 59 - 0,11% Coverage

even greater

Reference 60 - 0,05% Coverage

impact

Reference 61 - 0,04% Coverage

goal

Reference 62 - 0,23% Coverage

Champions for Healthy Kids

Reference 63 - 0,05% Coverage

grants

Reference 64 - 0,08% Coverage

encourage

Reference 65 - 0,06% Coverage

improve

Reference 66 - 0,05% Coverage

Grants

Reference 67 - 0,06% Coverage

awarded

Reference 68 - 0,21% Coverage

nonprofit organizations

Reference 69 - 0,10% Coverage

sustainable

Reference 70 - 0,08% Coverage

nutrition

Reference 71 - 0,09% Coverage

innovative



Reference 72 - 0,07% Coverage

programs

Reference 73 - 0,10% Coverage

partnership

Reference 74 - 0,25% Coverage

the General Mills Foundation

Reference 75 - 0,10% Coverage

significant

Reference 76 - 0,14% Coverage

accomplishments

Reference 77 - 0,08% Coverage

improving

Reference 78 - 0,05% Coverage

health

Reference 79 - 0,31% Coverage

Champions for Healthy Kids program

Reference 80 - 0,08% Coverage

forefront

Reference 81 - 0,08% Coverage

improving

Reference 82 - 0,05% Coverage

health

Reference 83 - 0,06% Coverage

excited

Reference 84 - 0,07% Coverage

momentum

Reference 85 - 0,10% Coverage

continue to

Reference 86 - 0,07% Coverage

progress

Reference 87 - 0,25% Coverage



The General Mills Foundation

Reference 88 - 0,06% Coverage

awarded

Reference 89 - 0,23% Coverage

Champions for Healthy Kids

Reference 90 - 0,05% Coverage

grants

Reference 91 - 0,12% Coverage

grant winners

Reference 92 - 0,10% Coverage

continue to

Reference 93 - 0,17% Coverage

nutrition education

Reference 94 - 0,32% Coverage

Champions for Healthy Kids programs

Reference 95 - 0,10% Coverage

continue to

Reference 96 - 0,06% Coverage

provide

Reference 97 - 0,17% Coverage

nutrition education

Reference 98 - 0,10% Coverage

continue to

Reference 99 - 0,05% Coverage

offer

Reference 100 - 0,23% Coverage

Champions for Healthy Kids

Reference 101 - 0,25% Coverage

the General Mills Foundation

Reference 102 - 0,06% Coverage



mission

Reference 103 - 0,25% Coverage

the General Mills Foundation

Reference 104 - 0,10% Coverage

celebrating

Reference 105 - 0,05% Coverage

giving

Reference 106 - 0,06% Coverage

nourish

Reference 107 - 0,09% Coverage

Continuing

Reference 108 - 0,08% Coverage

tradition

Reference 109 - 0,07% Coverage

generous

Reference 110 - 0,05% Coverage

giving

Reference 111 - 0,15% Coverage

community support

Reference 112 - 0,10% Coverage

contributed

Reference 113 - 0,15% Coverage

charitable causes

Reference 114 - 0,13% Coverage

The Foundation

Reference 115 - 0,06% Coverage

invests

Reference 116 - 0,11% Coverage

collaborates

Reference 117 - 0,21% Coverage

community organizations



Reference 118 - 0,07% Coverage

programs

Reference 119 - 0,08% Coverage

nutrition

Reference 120 - 0,06% Coverage

healthy

Reference 121 - 0,08% Coverage

volunteer

Reference 122 - 0,08% Coverage

nourishes

Reference 123 - 0,11% Coverage

philanthropy

Reference 124 - 0,18% Coverage

community engagement

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
CommunitiesofColor> - § 131 references coded  [14,28% Coverage]

Reference 1 - 0,08% Coverage

celebrates

Reference 2 - 0,16% Coverage

annual grant program

Reference 3 - 0,20% Coverage

General Mills Foundation

Reference 4 - 0,05% Coverage

awards

Reference 5 - 0,05% Coverage

grants

Reference 6 - 0,23% Coverage

The General Mills Foundation

Reference 7 - 0,05% Coverage

grants

Reference 8 - 0,19% Coverage



nonprofit organizations

Reference 9 - 0,07% Coverage

programs

Reference 10 - 0,06% Coverage

improve

Reference 11 - 0,13% Coverage

grant recipients

Reference 12 - 0,08% Coverage

innovative

Reference 13 - 0,07% Coverage

services

Reference 14 - 0,06% Coverage

provide

Reference 15 - 0,07% Coverage

resources

Reference 16 - 0,14% Coverage

community gardens

Reference 17 - 0,28% Coverage

early childhood care and education

Reference 18 - 0,21% Coverage

programs for at-risk youth

Reference 19 - 0,38% Coverage

Celebrating Communities of Color grant program

Reference 20 - 0,23% Coverage

the General Mills Foundation

Reference 21 - 0,04% Coverage

proud

Reference 22 - 0,06% Coverage

support

Reference 23 - 0,08% Coverage



innovative

Reference 24 - 0,07% Coverage

programs

Reference 25 - 0,23% Coverage

the General Mills Foundation

Reference 26 - 0,38% Coverage

Celebrating Communities of Color grant program

Reference 27 - 0,07% Coverage

impacted

Reference 28 - 0,25% Coverage

community- based organizations

Reference 29 - 0,06% Coverage

excited

Reference 30 - 0,07% Coverage

continue

Reference 31 - 0,06% Coverage

support

Reference 32 - 0,19% Coverage

nonprofit organizations

Reference 33 - 0,06% Coverage

provide

Reference 34 - 0,04% Coverage

vital

Reference 35 - 0,07% Coverage

services

Reference 36 - 0,38% Coverage

Celebrating Communities of Color grant program

Reference 37 - 0,07% Coverage

provided

Reference 38 - 0,05% Coverage

grants



Reference 39 - 0,08% Coverage

nonprofits

Reference 40 - 0,07% Coverage

receiving

Reference 41 - 0,31% Coverage

Celebrating Communities of Color grant

Reference 42 - 0,40% Coverage

Celebrating Communities of Color grant recipients

Reference 43 - 0,13% Coverage

grant recipients

Reference 44 - 0,32% Coverage

Sports and Leadership Education Program

Reference 45 - 0,29% Coverage

The Sports and Leadership Education

Reference 46 - 0,16% Coverage

after-school program

Reference 47 - 0,04% Coverage

helps

Reference 48 - 0,06% Coverage

develop

Reference 49 - 0,06% Coverage

healthy

Reference 50 - 0,02% Coverage

fun

Reference 51 - 0,11% Coverage

sportsmanship

Reference 52 - 0,06% Coverage

program

Reference 53 - 0,06% Coverage

focused



Reference 54 - 0,08% Coverage

developing

Reference 55 - 0,07% Coverage

positive

Reference 56 - 0,08% Coverage

principles

Reference 57 - 0,06% Coverage

empower

Reference 58 - 0,05% Coverage

engage

Reference 59 - 0,07% Coverage

pursuing

Reference 60 - 0,06% Coverage

passion

Reference 61 - 0,12% Coverage

purpose in life

Reference 62 - 0,06% Coverage

prepare

Reference 63 - 0,07% Coverage

pursuing

Reference 64 - 0,06% Coverage

partner

Reference 65 - 0,05% Coverage

mentor

Reference 66 - 0,07% Coverage

interests

Reference 67 - 0,16% Coverage

enrichment programs

Reference 68 - 0,08% Coverage

strengthen

Reference 69 - 0,05% Coverage



health

Reference 70 - 0,09% Coverage

life skills

Reference 71 - 0,19% Coverage

personal responsibility

Reference 72 - 0,32% Coverage

Healthy Gardens/Farmers’ Market Project

Reference 73 - 0,06% Coverage

empower

Reference 74 - 0,14% Coverage

community leaders

Reference 75 - 0,07% Coverage

access to

Reference 76 - 0,08% Coverage

affordable

Reference 77 - 0,06% Coverage

healthy

Reference 78 - 0,04% Coverage

fresh

Reference 79 - 0,16% Coverage

culturally suitable

Reference 80 - 0,06% Coverage

project

Reference 81 - 0,06% Coverage

empower

Reference 82 - 0,06% Coverage

project

Reference 83 - 0,05% Coverage

impact

Reference 84 - 0,04% Coverage



fresh

Reference 85 - 0,14% Coverage

produce donations

Reference 86 - 0,08% Coverage

empowering

Reference 87 - 0,07% Coverage

nutrition

Reference 88 - 0,08% Coverage

initiative

Reference 89 - 0,10% Coverage

far-reaching

Reference 90 - 0,07% Coverage

long-term

Reference 91 - 0,06% Coverage

impacts

Reference 92 - 0,06% Coverage

program

Reference 93 - 0,06% Coverage

engages

Reference 94 - 0,08% Coverage

addressing

Reference 95 - 0,07% Coverage

available

Reference 96 - 0,13% Coverage

homeless shelter

Reference 97 - 0,07% Coverage

food bank

Reference 98 - 0,07% Coverage

available

Reference 99 - 0,11% Coverage

collaboration



Reference 100 - 0,07% Coverage

outreach

Reference 101 - 0,06% Coverage

provide

Reference 102 - 0,07% Coverage

resources

Reference 103 - 0,07% Coverage

encourage

Reference 104 - 0,11% Coverage

organizations

Reference 105 - 0,07% Coverage

resources

Reference 106 - 0,07% Coverage

available

Reference 107 - 0,04% Coverage

serve

Reference 108 - 0,06% Coverage

promote

Reference 109 - 0,06% Coverage

program

Reference 110 - 0,50% Coverage

the General Mills Celebrating Communities of Color initiative

Reference 111 - 0,23% Coverage

the General Mills Foundation

Reference 112 - 0,06% Coverage

mission

Reference 113 - 0,23% Coverage

the General Mills Foundation

Reference 114 - 0,05% Coverage

giving



Reference 115 - 0,06% Coverage

nourish

Reference 116 - 0,07% Coverage

tradition

Reference 117 - 0,07% Coverage

generous

Reference 118 - 0,05% Coverage

giving

Reference 119 - 0,14% Coverage

community support

Reference 120 - 0,09% Coverage

contributed

Reference 121 - 0,08% Coverage

charitable

Reference 122 - 0,07% Coverage

invest in

Reference 123 - 0,09% Coverage

collaborate

Reference 124 - 0,19% Coverage

community organizations

Reference 125 - 0,07% Coverage

programs

Reference 126 - 0,07% Coverage

nutrition

Reference 127 - 0,06% Coverage

healthy

Reference 128 - 0,07% Coverage

volunteer

Reference 129 - 0,07% Coverage

nourishes

Reference 130 - 0,10% Coverage



philanthropy

Reference 131 - 0,16% Coverage

community engagement

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
CSRReport> - § 80 references coded  [12,55% Coverage]

Reference 1 - 0,32% Coverage

Global Responsibility Report

Reference 2 - 0,36% Coverage

corporate social responsibility

Reference 3 - 0,16% Coverage

at the core of

Reference 4 - 0,28% Coverage

Nourishing Lives mission

Reference 5 - 0,08% Coverage

culture

Reference 6 - 0,20% Coverage

business strategy

Reference 7 - 0,32% Coverage

Global Responsibility Report

Reference 8 - 0,09% Coverage

progress

Reference 9 - 0,07% Coverage

health

Reference 10 - 0,24% Coverage

global responsibility

Reference 11 - 0,17% Coverage

straightforward

Reference 12 - 0,07% Coverage

values

Reference 13 - 0,07% Coverage

values



Reference 14 - 0,17% Coverage

personal values

Reference 15 - 0,05% Coverage

good

Reference 16 - 0,05% Coverage

hope

Reference 17 - 0,07% Coverage

values

Reference 18 - 0,13% Coverage

performance

Reference 19 - 0,08% Coverage

efforts

Reference 20 - 0,08% Coverage

nourish

Reference 21 - 0,09% Coverage

Reaching

Reference 22 - 0,10% Coverage

achieving

Reference 23 - 0,31% Coverage

global sustainability goals

Reference 24 - 0,10% Coverage

achieving

Reference 25 - 0,10% Coverage

reduction

Reference 26 - 0,10% Coverage

reduction

Reference 27 - 0,09% Coverage

improved

Reference 28 - 0,05% Coverage

goal



Reference 29 - 0,12% Coverage

Continuous

Reference 30 - 0,13% Coverage

Improvement

Reference 31 - 0,10% Coverage

efficient

Reference 32 - 0,28% Coverage

environmentally friendly

Reference 33 - 0,13% Coverage

eliminating

Reference 34 - 0,13% Coverage

focusing on

Reference 35 - 0,07% Coverage

helped

Reference 36 - 0,09% Coverage

minimize

Reference 37 - 0,07% Coverage

reduce

Reference 38 - 0,29% Coverage

environmental performance

Reference 39 - 0,08% Coverage

helping

Reference 40 - 0,12% Coverage

affordable

Reference 41 - 0,10% Coverage

Achieving

Reference 42 - 0,07% Coverage

record

Reference 43 - 0,10% Coverage

improving

Reference 44 - 0,09% Coverage



improved

Reference 45 - 0,25% Coverage

nutritionally improved

Reference 46 - 0,13% Coverage

whole grain

Reference 47 - 0,06% Coverage

fiber

Reference 48 - 0,09% Coverage

vitamins

Reference 49 - 0,09% Coverage

reducing

Reference 50 - 0,22% Coverage

health enhancements

Reference 51 - 0,13% Coverage

whole grain

Reference 52 - 0,13% Coverage

Whole grain

Reference 53 - 0,13% Coverage

whole grain

Reference 54 - 0,10% Coverage

Expanding

Reference 55 - 0,12% Coverage

commitment

Reference 56 - 0,06% Coverage

fight

Reference 57 - 0,12% Coverage

championed

Reference 58 - 0,24% Coverage

hunger relief efforts

Reference 59 - 0,13% Coverage



contributed

Reference 60 - 0,20% Coverage

product donations

Reference 61 - 0,12% Coverage

food banks

Reference 62 - 0,10% Coverage

increased

Reference 63 - 0,42% Coverage

hunger and nutrition wellness grants

Reference 64 - 0,10% Coverage

Extending

Reference 65 - 0,30% Coverage

Partners in Food Solutions

Reference 66 - 0,17% Coverage

hunger-fighting

Reference 67 - 0,25% Coverage

nonprofit organization

Reference 68 - 0,10% Coverage

expertise

Reference 69 - 0,15% Coverage

philanthropic

Reference 70 - 0,07% Coverage

giving

Reference 71 - 0,32% Coverage

The General Mills Foundation

Reference 72 - 0,12% Coverage

charitable

Reference 73 - 0,17% Coverage

record-breaking

Reference 74 - 0,09% Coverage

donation



Reference 75 - 0,32% Coverage

Global Responsibility Report

Reference 76 - 0,56% Coverage

the Global Reporting Initiative (GRI) guidelines

Reference 77 - 0,22% Coverage

globally recognized

Reference 78 - 0,14% Coverage

standardized

Reference 79 - 0,56% Coverage

environmental, social and governance performance

Reference 80 - 0,08% Coverage

leading

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
DiversityInc> - § 30 references coded  [11,98% Coverage]

Reference 1 - 0,27% Coverage

recognized

Reference 2 - 0,27% Coverage

commitment

Reference 3 - 0,24% Coverage

diversity

Reference 4 - 1,36% Coverage

DiversityInc’s Top 50 Companies for Diversity list

Reference 5 - 1,33% Coverage

DiversityInc. Top 50 Companies for Diversity list

Reference 6 - 0,30% Coverage

prestigious

Reference 7 - 0,19% Coverage

ranking

Reference 8 - 0,87% Coverage

diversity and inclusion programs

Reference 9 - 0,14% Coverage



ranks

Reference 10 - 0,22% Coverage

thrilled

Reference 11 - 0,27% Coverage

recognized

Reference 12 - 0,35% Coverage

DiversityInc.

Reference 13 - 0,22% Coverage

on-going

Reference 14 - 0,27% Coverage

commitment

Reference 15 - 0,90% Coverage

workplace diversity and inclusion

Reference 16 - 0,82% Coverage

global diversity and inclusion

Reference 17 - 0,24% Coverage

diversity

Reference 18 - 0,14% Coverage

value

Reference 19 - 0,46% Coverage

business strategy

Reference 20 - 0,24% Coverage

Embracing

Reference 21 - 0,24% Coverage

diversity

Reference 22 - 0,14% Coverage

helps

Reference 23 - 0,19% Coverage

attract

Reference 24 - 0,16% Coverage



retain

Reference 25 - 0,27% Coverage

top talent

Reference 26 - 0,27% Coverage

innovation

Reference 27 - 0,52% Coverage

consumer engagement

Reference 28 - 0,38% Coverage

CEO Commitment

Reference 29 - 0,49% Coverage

Supplier Diversity

Reference 30 - 0,19% Coverage

leading

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
LocalLegends> - § 28 references coded  [8,31% Coverage]

Reference 1 - 0,43% Coverage

community volunteers

Reference 2 - 0,69% Coverage

Local and Emerging Legend awards

Reference 3 - 0,13% Coverage

Awards

Reference 4 - 0,24% Coverage

nominations

Reference 5 - 1,01% Coverage

Local Legend and Emerging Legend awards program

Reference 6 - 0,13% Coverage

honors

Reference 7 - 0,17% Coverage

actively

Reference 8 - 0,17% Coverage

involved



Reference 9 - 0,22% Coverage

dedication

Reference 10 - 0,22% Coverage

nonviolent

Reference 11 - 0,47% Coverage

The Local Legend award

Reference 12 - 0,13% Coverage

honors

Reference 13 - 0,37% Coverage

legacy of service

Reference 14 - 0,54% Coverage

The Emerging Legend award

Reference 15 - 0,11% Coverage

honor

Reference 16 - 0,24% Coverage

outstanding

Reference 17 - 0,41% Coverage

community volunteer

Reference 18 - 0,19% Coverage

Education

Reference 19 - 0,15% Coverage

Winners

Reference 20 - 0,15% Coverage

receive

Reference 21 - 0,28% Coverage

complimentary

Reference 22 - 0,24% Coverage

recognition

Reference 23 - 0,17% Coverage

valuable

Reference 24 - 0,15% Coverage



service

Reference 25 - 0,06% Coverage

win

Reference 26 - 0,50% Coverage

Children’s Defense Fund

Reference 27 - 0,60% Coverage

the General Mills Foundation

Reference 28 - 0,15% Coverage

leading

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
MLK_2012> - § 108 references coded  [10,44% Coverage]

Reference 1 - 0,06% Coverage

inspires

Reference 2 - 0,06% Coverage

beloved

Reference 3 - 0,09% Coverage

celebration

Reference 4 - 0,05% Coverage

legacy

Reference 5 - 0,10% Coverage

human rights

Reference 6 - 0,04% Coverage

gifts

Reference 7 - 0,06% Coverage

improve

Reference 8 - 0,04% Coverage

gifts

Reference 9 - 0,05% Coverage

enrich

Reference 10 - 0,05% Coverage

soften



Reference 11 - 0,06% Coverage

uniquely

Reference 12 - 0,04% Coverage

Peace

Reference 13 - 0,04% Coverage

Unity

Reference 14 - 0,06% Coverage

justice

Reference 15 - 0,07% Coverage

the dream

Reference 16 - 0,09% Coverage

possibility

Reference 17 - 0,06% Coverage

beloved

Reference 18 - 0,04% Coverage

dream

Reference 19 - 0,03% Coverage

goal

Reference 20 - 0,08% Coverage

commitment

Reference 21 - 0,07% Coverage

education

Reference 22 - 0,07% Coverage

tradition

Reference 23 - 0,06% Coverage

inspired

Reference 24 - 0,49% Coverage

the Local Legend and Emerging Legend community service awards

Reference 25 - 0,18% Coverage

Emerging Legend winner



Reference 26 - 0,07% Coverage

awareness

Reference 27 - 0,17% Coverage

homelessness programs

Reference 28 - 0,19% Coverage

The Local Legend winners

Reference 29 - 0,11% Coverage

philanthropist

Reference 30 - 0,03% Coverage

free

Reference 31 - 0,23% Coverage

the General Mills Foundation

Reference 32 - 0,17% Coverage

community celebration

Reference 33 - 0,04% Coverage

honor

Reference 34 - 0,05% Coverage

legacy

Reference 35 - 0,08% Coverage

encouraged

Reference 36 - 0,07% Coverage

commit to

Reference 37 - 0,07% Coverage

volunteer

Reference 38 - 0,14% Coverage

in the
spirit of

Reference 39 - 0,09% Coverage

take action

Reference 40 - 0,19% Coverage

service commitment card



Reference 41 - 0,13% Coverage

Commitment cards

Reference 42 - 0,10% Coverage

participated

Reference 43 - 0,19% Coverage

volunteer opportunities

Reference 44 - 0,07% Coverage

volunteer

Reference 45 - 0,19% Coverage

Join My Village program

Reference 46 - 0,05% Coverage

donate

Reference 47 - 0,03% Coverage

CARE

Reference 48 - 0,12% Coverage

Join My Village

Reference 49 - 0,08% Coverage

innovative

Reference 50 - 0,19% Coverage

social change initiative

Reference 51 - 0,09% Coverage

facilitated

Reference 52 - 0,20% Coverage

humanitarian organization

Reference 53 - 0,03% Coverage

CARE

Reference 54 - 0,14% Coverage

financial support

Reference 55 - 0,06% Coverage

seeks to

Reference 56 - 0,06% Coverage



empower

Reference 57 - 0,08% Coverage

ambassador

Reference 58 - 0,12% Coverage

Join My Village

Reference 59 - 0,07% Coverage

effective

Reference 60 - 0,25% Coverage

minority education organization

Reference 61 - 0,04% Coverage

serve

Reference 62 - 0,06% Coverage

supports

Reference 63 - 0,07% Coverage

education

Reference 64 - 0,09% Coverage

development

Reference 65 - 0,10% Coverage

scholarships

Reference 66 - 0,06% Coverage

programs

Reference 67 - 0,09% Coverage

strengthens

Reference 68 - 0,07% Coverage

advocates

Reference 69 - 0,08% Coverage

importance

Reference 70 - 0,14% Coverage

minority education

Reference 71 - 0,07% Coverage



effective

Reference 72 - 0,06% Coverage

awarding

Reference 73 - 0,06% Coverage

programs

Reference 74 - 0,09% Coverage

scholarship

Reference 75 - 0,08% Coverage

internship

Reference 76 - 0,08% Coverage

fellowship

Reference 77 - 0,07% Coverage

mentoring

Reference 78 - 0,14% Coverage

summer enrichment

Reference 79 - 0,35% Coverage

curriculum and faculty development programs

Reference 80 - 0,06% Coverage

supports

Reference 81 - 0,08% Coverage

leadership

Reference 82 - 0,07% Coverage

education

Reference 83 - 0,08% Coverage

recognized

Reference 84 - 0,23% Coverage

THE GENERAL MILLS FOUNDATION

Reference 85 - 0,06% Coverage

mission

Reference 86 - 0,23% Coverage

the General Mills Foundation



Reference 87 - 0,09% Coverage

celebrating

Reference 88 - 0,05% Coverage

giving

Reference 89 - 0,06% Coverage

nourish

Reference 90 - 0,08% Coverage

Continuing

Reference 91 - 0,07% Coverage

tradition

Reference 92 - 0,06% Coverage

generous

Reference 93 - 0,05% Coverage

giving

Reference 94 - 0,14% Coverage

community support

Reference 95 - 0,09% Coverage

contributed

Reference 96 - 0,14% Coverage

charitable causes

Reference 97 - 0,05% Coverage

invest

Reference 98 - 0,09% Coverage

collaborate

Reference 99 - 0,19% Coverage

community organizations

Reference 100 - 0,06% Coverage

programs

Reference 101 - 0,04% Coverage

power



Reference 102 - 0,07% Coverage

nutrition

Reference 103 - 0,06% Coverage

healthy

Reference 104 - 0,05% Coverage

active

Reference 105 - 0,07% Coverage

volunteer

Reference 106 - 0,07% Coverage

nourishes

Reference 107 - 0,10% Coverage

philanthropy

Reference 108 - 0,16% Coverage

community engagement

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~ USAID
honors General Mills with global citizenship recognition> - § 121 references coded  [13,47% Coverage]

Reference 1 - 0,05% Coverage

USAID

Reference 2 - 0,06% Coverage

honors

Reference 3 - 0,28% Coverage

global citizenship recognition

Reference 4 - 0,09% Coverage

recognizes

Reference 5 - 0,11% Coverage

philanthropy

Reference 6 - 0,46% Coverage

U.S. Agency for International Development (USAID)

Reference 7 - 0,09% Coverage

recognize

Reference 8 - 0,09% Coverage



volunteers

Reference 9 - 0,10% Coverage

citizenship

Reference 10 - 0,10% Coverage

recognition

Reference 11 - 0,14% Coverage

hunger-fighting

Reference 12 - 0,09% Coverage

nonprofit

Reference 13 - 0,25% Coverage

Partners in Food Solutions

Reference 14 - 0,07% Coverage

thanked

Reference 15 - 0,18% Coverage

employee volunteers

Reference 16 - 0,06% Coverage

unique

Reference 17 - 0,30% Coverage

technical and business expertise

Reference 18 - 0,04% Coverage

help

Reference 19 - 0,12% Coverage

high- quality

Reference 20 - 0,09% Coverage

nutritious

Reference 21 - 0,04% Coverage

safe

Reference 22 - 0,09% Coverage

affordable

Reference 23 - 0,09% Coverage

increasing



Reference 24 - 0,08% Coverage

supports

Reference 25 - 0,07% Coverage

USAID’s

Reference 26 - 0,33% Coverage

hunger and food security initiative

Reference 27 - 0,14% Coverage

Feed the Future

Reference 28 - 0,05% Coverage

USAID

Reference 29 - 0,07% Coverage

pivotal

Reference 30 - 0,07% Coverage

partner

Reference 31 - 0,05% Coverage

helps

Reference 32 - 0,05% Coverage

guide

Reference 33 - 0,10% Coverage

partnership

Reference 34 - 0,08% Coverage

accepted

Reference 35 - 0,07% Coverage

USAID’s

Reference 36 - 0,28% Coverage

Global Citizenship recognition

Reference 37 - 0,18% Coverage

employee volunteers

Reference 38 - 0,06% Coverage

impact



Reference 39 - 0,07% Coverage

sharing

Reference 40 - 0,09% Coverage

expertise

Reference 41 - 0,07% Coverage

honored

Reference 42 - 0,06% Coverage

accept

Reference 43 - 0,23% Coverage

Global Citizenship Award

Reference 44 - 0,09% Coverage

volunteers

Reference 45 - 0,09% Coverage

stepped up

Reference 46 - 0,06% Coverage

effort

Reference 47 - 0,09% Coverage

meaningful

Reference 48 - 0,07% Coverage

support

Reference 49 - 0,08% Coverage

partners

Reference 50 - 0,09% Coverage

measurable

Reference 51 - 0,07% Coverage

passion

Reference 52 - 0,18% Coverage

employee volunteers

Reference 53 - 0,09% Coverage

excitement

Reference 54 - 0,07% Coverage



thanked

Reference 55 - 0,09% Coverage

engagement

Reference 56 - 0,08% Coverage

fighting

Reference 57 - 0,09% Coverage

addressing

Reference 58 - 0,08% Coverage

projects

Reference 59 - 0,07% Coverage

able to

Reference 60 - 0,06% Coverage

access

Reference 61 - 0,06% Coverage

better

Reference 62 - 0,11% Coverage

medical care

Reference 63 - 0,07% Coverage

thanked

Reference 64 - 0,11% Coverage

collectively

Reference 65 - 0,05% Coverage

USAID

Reference 66 - 0,05% Coverage

fight

Reference 67 - 0,08% Coverage

partners

Reference 68 - 0,06% Coverage

helped

Reference 69 - 0,06% Coverage



expand

Reference 70 - 0,10% Coverage

nonprofit’s

Reference 71 - 0,05% Coverage

reach

Reference 72 - 0,18% Coverage

technical expertise

Reference 73 - 0,09% Coverage

nonprofit

Reference 74 - 0,05% Coverage

helps

Reference 75 - 0,09% Coverage

facilitate

Reference 76 - 0,06% Coverage

manage

Reference 77 - 0,08% Coverage

projects

Reference 78 - 0,25% Coverage

Partners in Food Solutions

Reference 79 - 0,30% Coverage

Partners in Food Solutions (PFS)

Reference 80 - 0,09% Coverage

nonprofit

Reference 81 - 0,30% Coverage

technical and business expertise

Reference 82 - 0,09% Coverage

volunteer

Reference 83 - 0,05% Coverage

goals

Reference 84 - 0,07% Coverage

improve



Reference 85 - 0,07% Coverage

ability

Reference 86 - 0,07% Coverage

produce

Reference 87 - 0,11% Coverage

high-quality

Reference 88 - 0,09% Coverage

nutritious

Reference 89 - 0,04% Coverage

safe

Reference 90 - 0,09% Coverage

affordable

Reference 91 - 0,08% Coverage

increase

Reference 92 - 0,08% Coverage

partners

Reference 93 - 0,46% Coverage

U.S. Agency for International Development (USAID)

Reference 94 - 0,08% Coverage

in-depth

Reference 95 - 0,09% Coverage

knowledge

Reference 96 - 0,05% Coverage

helps

Reference 97 - 0,09% Coverage

successful

Reference 98 - 0,21% Coverage

program implementation

Reference 99 - 0,50% Coverage

the U.S. Agency for International Development (USAID)



Reference 100 - 0,05% Coverage

helps

Reference 101 - 0,05% Coverage

guide

Reference 102 - 0,07% Coverage

sharing

Reference 103 - 0,09% Coverage

strengths

Reference 104 - 0,09% Coverage

resources

Reference 105 - 0,10% Coverage

partnership

Reference 106 - 0,25% Coverage

Partners in Food Solutions

Reference 107 - 0,07% Coverage

leading

Reference 108 - 0,05% Coverage

USAID

Reference 109 - 0,59% Coverage

the United States Agency for International Development (USAID)

Reference 110 - 0,06% Coverage

extend

Reference 111 - 0,09% Coverage

assistance

Reference 112 - 0,08% Coverage

engaging

Reference 113 - 0,09% Coverage

democratic

Reference 114 - 0,09% Coverage

promoting

Reference 115 - 0,13% Coverage



human progress

Reference 116 - 0,07% Coverage

expands

Reference 117 - 0,06% Coverage

stable

Reference 118 - 0,04% Coverage

free

Reference 119 - 0,07% Coverage

creates

Reference 120 - 0,07% Coverage

fosters

Reference 121 - 0,09% Coverage

good will

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills commits to sustainably source 10 priority ingredients by 2020> - § 163 references coded
[10,33% Coverage]

Reference 1 - 0,04% Coverage

commits

Reference 2 - 0,06% Coverage

sustainably

Reference 3 - 0,06% Coverage

Commitment

Reference 4 - 0,06% Coverage

emphasizes

Reference 5 - 0,06% Coverage

dedication

Reference 6 - 0,06% Coverage

sustainable

Reference 7 - 0,07% Coverage

environmental

Reference 8 - 0,06% Coverage



stewardship

Reference 9 - 0,06% Coverage

commitment

Reference 10 - 0,06% Coverage

sustainably

Reference 11 - 0,06% Coverage

commitment

Reference 12 - 0,12% Coverage

sustainability mission

Reference 13 - 0,05% Coverage

conserve

Reference 14 - 0,04% Coverage

protect

Reference 15 - 0,06% Coverage

commitment

Reference 16 - 0,05% Coverage

long-term

Reference 17 - 0,06% Coverage

sustainable

Reference 18 - 0,05% Coverage

committed

Reference 19 - 0,05% Coverage

creating

Reference 20 - 0,05% Coverage

long-term

Reference 21 - 0,03% Coverage

value

Reference 22 - 0,06% Coverage

innovation

Reference 23 - 0,06% Coverage

dedication



Reference 24 - 0,04% Coverage

careful

Reference 25 - 0,05% Coverage

attention

Reference 26 - 0,07% Coverage

opportunities

Reference 27 - 0,03% Coverage

unique

Reference 28 - 0,03% Coverage

pursue

Reference 29 - 0,06% Coverage

sustainable

Reference 30 - 0,07% Coverage

certification

Reference 31 - 0,07% Coverage

verification

Reference 32 - 0,06% Coverage

continuous

Reference 33 - 0,06% Coverage

improvement

Reference 34 - 0,06% Coverage

investment

Reference 35 - 0,05% Coverage

vitality

Reference 36 - 0,05% Coverage

access to

Reference 37 - 0,07% Coverage

high-quality

Reference 38 - 0,16% Coverage

chief sustainability officer



Reference 39 - 0,05% Coverage

greatest

Reference 40 - 0,03% Coverage

impact

Reference 41 - 0,07% Coverage

environmental

Reference 42 - 0,06% Coverage

sustainable

Reference 43 - 0,05% Coverage

long-term

Reference 44 - 0,17% Coverage

environmental and social value

Reference 45 - 0,05% Coverage

Improving

Reference 46 - 0,08% Coverage

sustainability

Reference 47 - 0,06% Coverage

continuing

Reference 48 - 0,04% Coverage

process

Reference 49 - 0,05% Coverage

greatest

Reference 50 - 0,03% Coverage

impact

Reference 51 - 0,05% Coverage

solutions

Reference 52 - 0,07% Coverage

prioritizing

Reference 53 - 0,05% Coverage

greatest

Reference 54 - 0,03% Coverage



impact

Reference 55 - 0,06% Coverage

committing

Reference 56 - 0,06% Coverage

sustainable

Reference 57 - 0,06% Coverage

significant

Reference 58 - 0,03% Coverage

impact

Reference 59 - 0,06% Coverage

opportunity

Reference 60 - 0,04% Coverage

leading

Reference 61 - 0,06% Coverage

sustainable

Reference 62 - 0,09% Coverage

ecosystem health

Reference 63 - 0,08% Coverage

sustainability

Reference 64 - 0,30% Coverage

The Alliance for Sustainable Agriculture and Bonsucro

Reference 65 - 0,12% Coverage

The Nature Conservancy

Reference 66 - 0,02% Coverage

CARE

Reference 67 - 0,06% Coverage

commitments

Reference 68 - 0,06% Coverage

continuous

Reference 69 - 0,06% Coverage



improvement

Reference 70 - 0,12% Coverage

environmental metrics

Reference 71 - 0,06% Coverage

continuous

Reference 72 - 0,06% Coverage

improvement

Reference 73 - 0,12% Coverage

environmental metrics

Reference 74 - 0,06% Coverage

continuous

Reference 75 - 0,06% Coverage

improvement

Reference 76 - 0,12% Coverage

environmental metrics

Reference 77 - 0,06% Coverage

continuous

Reference 78 - 0,06% Coverage

improvement

Reference 79 - 0,19% Coverage

the Dairy Sustainability Framework

Reference 80 - 0,12% Coverage

environmental metrics

Reference 81 - 0,05% Coverage

verified

Reference 82 - 0,06% Coverage

investment

Reference 83 - 0,04% Coverage

improve

Reference 84 - 0,04% Coverage

quality



Reference 85 - 0,06% Coverage

investment

Reference 86 - 0,04% Coverage

improve

Reference 87 - 0,04% Coverage

quality

Reference 88 - 0,06% Coverage

responsible

Reference 89 - 0,06% Coverage

sustainable

Reference 90 - 0,06% Coverage

responsible

Reference 91 - 0,06% Coverage

sustainable

Reference 92 - 0,06% Coverage

continuous

Reference 93 - 0,06% Coverage

improvement

Reference 94 - 0,12% Coverage

environmental metrics

Reference 95 - 0,06% Coverage

sustainable

Reference 96 - 0,06% Coverage

commitment

Reference 97 - 0,06% Coverage

continue to

Reference 98 - 0,04% Coverage

support

Reference 99 - 0,03% Coverage

humane



Reference 100 - 0,04% Coverage

enforce

Reference 101 - 0,12% Coverage

animal welfare policy

Reference 102 - 0,04% Coverage

achieve

Reference 103 - 0,02% Coverage

goal

Reference 104 - 0,06% Coverage

continue to

Reference 105 - 0,15% Coverage

sustainable sourcing model

Reference 106 - 0,07% Coverage

comprehensive

Reference 107 - 0,06% Coverage

prioritized

Reference 108 - 0,07% Coverage

human rights

Reference 109 - 0,13% Coverage

economic sustainability

Reference 110 - 0,07% Coverage

water quality

Reference 111 - 0,05% Coverage

priority

Reference 112 - 0,05% Coverage

greatest

Reference 113 - 0,03% Coverage

impact

Reference 114 - 0,05% Coverage

focus on

Reference 115 - 0,06% Coverage



developing

Reference 116 - 0,06% Coverage

sustainably

Reference 117 - 0,03% Coverage

leads

Reference 118 - 0,07% Coverage

participates

Reference 119 - 0,08% Coverage

pilot projects

Reference 120 - 0,06% Coverage

continue to

Reference 121 - 0,03% Coverage

refine

Reference 122 - 0,08% Coverage

taken the lead

Reference 123 - 0,05% Coverage

pursuing

Reference 124 - 0,06% Coverage

sustainable

Reference 125 - 0,05% Coverage

solutions

Reference 126 - 0,04% Coverage

efforts

Reference 127 - 0,05% Coverage

evaluate

Reference 128 - 0,11% Coverage

third-party auditors

Reference 129 - 0,04% Coverage

measure

Reference 130 - 0,04% Coverage



analyze

Reference 131 - 0,06% Coverage

Strengthens

Reference 132 - 0,06% Coverage

Commitment

Reference 133 - 0,04% Coverage

promote

Reference 134 - 0,06% Coverage

sustainable

Reference 135 - 0,18% Coverage

Holistic Value Creation strategy

Reference 136 - 0,06% Coverage

focused on

Reference 137 - 0,05% Coverage

improves

Reference 138 - 0,06% Coverage

livelihoods

Reference 139 - 0,04% Coverage

ensures

Reference 140 - 0,06% Coverage

sustainable

Reference 141 - 0,16% Coverage

the General Mills Foundation

Reference 142 - 0,04% Coverage

program

Reference 143 - 0,03% Coverage

foster

Reference 144 - 0,05% Coverage

improved

Reference 145 - 0,07% Coverage

profitability



Reference 146 - 0,03% Coverage

ensure

Reference 147 - 0,07% Coverage

availability

Reference 148 - 0,04% Coverage

program

Reference 149 - 0,05% Coverage

initiated

Reference 150 - 0,03% Coverage

foster

Reference 151 - 0,04% Coverage

greater

Reference 152 - 0,10% Coverage

economic vitality

Reference 153 - 0,03% Coverage

ensure

Reference 154 - 0,07% Coverage

availability

Reference 155 - 0,07% Coverage

high quality

Reference 156 - 0,07% Coverage

dedicated to

Reference 157 - 0,07% Coverage

ripple effect

Reference 158 - 0,06% Coverage

investment

Reference 159 - 0,07% Coverage

strengthening

Reference 160 - 0,05% Coverage

increase



Reference 161 - 0,07% Coverage

partnerships

Reference 162 - 0,04% Coverage

mission

Reference 163 - 0,06% Coverage

nourishing

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills launches $1.1 million sustainable sourcing program in Peru> - § 178 references coded  [10,92%
Coverage]

Reference 1 - 0,07% Coverage

sustainable

Reference 2 - 0,05% Coverage

program

Reference 3 - 0,08% Coverage

collaboration

Reference 4 - 0,05% Coverage

program

Reference 5 - 0,05% Coverage

increase

Reference 6 - 0,05% Coverage

improve

Reference 7 - 0,08% Coverage

profitability

Reference 8 - 0,06% Coverage

long term

Reference 9 - 0,07% Coverage

sustainable

Reference 10 - 0,05% Coverage

program

Reference 11 - 0,06% Coverage

Foundation

Reference 12 - 0,06% Coverage



commitment

Reference 13 - 0,03% Coverage

help

Reference 14 - 0,05% Coverage

increase

Reference 15 - 0,05% Coverage

improve

Reference 16 - 0,08% Coverage

profitability

Reference 17 - 0,05% Coverage

program

Reference 18 - 0,05% Coverage

Provide

Reference 19 - 0,05% Coverage

training

Reference 20 - 0,05% Coverage

Provide

Reference 21 - 0,03% Coverage

Offer

Reference 22 - 0,05% Coverage

in-depth

Reference 23 - 0,05% Coverage

training

Reference 24 - 0,05% Coverage

Provide

Reference 25 - 0,18% Coverage

financial planning education

Reference 26 - 0,09% Coverage

business plans

Reference 27 - 0,04% Coverage



devote

Reference 28 - 0,05% Coverage

increase

Reference 29 - 0,06% Coverage

Foundation

Reference 30 - 0,06% Coverage

partnering

Reference 31 - 0,16% Coverage

humanitarian organization

Reference 32 - 0,03% Coverage

CARE

Reference 33 - 0,05% Coverage

program

Reference 34 - 0,04% Coverage

unique

Reference 35 - 0,06% Coverage

strengths

Reference 36 - 0,06% Coverage

extensive

Reference 37 - 0,06% Coverage

knowledge

Reference 38 - 0,06% Coverage

providing

Reference 39 - 0,06% Coverage

experience

Reference 40 - 0,05% Coverage

provide

Reference 41 - 0,05% Coverage

support

Reference 42 - 0,06% Coverage

assistance



Reference 43 - 0,03% Coverage

CARE

Reference 44 - 0,06% Coverage

expertise

Reference 45 - 0,08% Coverage

facilitating

Reference 46 - 0,13% Coverage

community governance

Reference 47 - 0,05% Coverage

provide

Reference 48 - 0,11% Coverage

training elements

Reference 49 - 0,12% Coverage

project objectives

Reference 50 - 0,08% Coverage

high-quality

Reference 51 - 0,06% Coverage

celebrates

Reference 52 - 0,05% Coverage

promote

Reference 53 - 0,07% Coverage

sustainable

Reference 54 - 0,18% Coverage

chief sustainability officer

Reference 55 - 0,05% Coverage

continue

Reference 56 - 0,06% Coverage

tradition

Reference 57 - 0,06% Coverage

increased



Reference 58 - 0,05% Coverage

focus on

Reference 59 - 0,06% Coverage

improving

Reference 60 - 0,07% Coverage

sustainable

Reference 61 - 0,07% Coverage

investments

Reference 62 - 0,05% Coverage

improve

Reference 63 - 0,03% Coverage

CARE

Reference 64 - 0,05% Coverage

positive

Reference 65 - 0,06% Coverage

long-term

Reference 66 - 0,03% Coverage

ideal

Reference 67 - 0,03% Coverage

rich

Reference 68 - 0,06% Coverage

consistent

Reference 69 - 0,05% Coverage

optimal

Reference 70 - 0,06% Coverage

commitment

Reference 71 - 0,04% Coverage

obtain

Reference 72 - 0,05% Coverage

reliable

Reference 73 - 0,05% Coverage



savings

Reference 74 - 0,04% Coverage

secure

Reference 75 - 0,05% Coverage

program

Reference 76 - 0,06% Coverage

providing

Reference 77 - 0,13% Coverage

technical assistance

Reference 78 - 0,11% Coverage

knowledge sharing

Reference 79 - 0,11% Coverage

financial support

Reference 80 - 0,07% Coverage

focusing on

Reference 81 - 0,03% Coverage

rich

Reference 82 - 0,05% Coverage

fosters

Reference 83 - 0,08% Coverage

world- class

Reference 84 - 0,03% Coverage

value

Reference 85 - 0,02% Coverage

aim

Reference 86 - 0,04% Coverage

create

Reference 87 - 0,05% Coverage

positive

Reference 88 - 0,05% Coverage



sharing

Reference 89 - 0,06% Coverage

experience

Reference 90 - 0,05% Coverage

insights

Reference 91 - 0,07% Coverage

sustainable

Reference 92 - 0,06% Coverage

profitable

Reference 93 - 0,03% Coverage

CARE

Reference 94 - 0,05% Coverage

thrilled

Reference 95 - 0,08% Coverage

long-standing

Reference 96 - 0,07% Coverage

partnership

Reference 97 - 0,18% Coverage

the General Mills Foundation

Reference 98 - 0,03% Coverage

CARE

Reference 99 - 0,03% Coverage

CARE

Reference 100 - 0,05% Coverage

empower

Reference 101 - 0,05% Coverage

improve

Reference 102 - 0,04% Coverage

create

Reference 103 - 0,06% Coverage

effective



Reference 104 - 0,07% Coverage

sustainable

Reference 105 - 0,05% Coverage

improve

Reference 106 - 0,05% Coverage

project

Reference 107 - 0,06% Coverage

innovative

Reference 108 - 0,08% Coverage

partnerships

Reference 109 - 0,05% Coverage

ability

Reference 110 - 0,04% Coverage

create

Reference 111 - 0,07% Coverage

opportunity

Reference 112 - 0,06% Coverage

Commitment

Reference 113 - 0,05% Coverage

promote

Reference 114 - 0,07% Coverage

sustainable

Reference 115 - 0,05% Coverage

reduced

Reference 116 - 0,12% Coverage

disease resistance

Reference 117 - 0,03% Coverage

best

Reference 118 - 0,04% Coverage

shared



Reference 119 - 0,05% Coverage

advanced

Reference 120 - 0,05% Coverage

programs

Reference 121 - 0,06% Coverage

benefiting

Reference 122 - 0,18% Coverage

the General Mills Foundation

Reference 123 - 0,05% Coverage

program

Reference 124 - 0,04% Coverage

foster

Reference 125 - 0,05% Coverage

greater

Reference 126 - 0,11% Coverage

economic vitality

Reference 127 - 0,04% Coverage

ensure

Reference 128 - 0,08% Coverage

availability

Reference 129 - 0,08% Coverage

high quality

Reference 130 - 0,05% Coverage

project

Reference 131 - 0,03% Coverage

great

Reference 132 - 0,04% Coverage

strong

Reference 133 - 0,10% Coverage

coming together

Reference 134 - 0,03% Coverage



goal

Reference 135 - 0,05% Coverage

improve

Reference 136 - 0,09% Coverage

sustainability

Reference 137 - 0,04% Coverage

better

Reference 138 - 0,05% Coverage

stronger

Reference 139 - 0,08% Coverage

strengthened

Reference 140 - 0,07% Coverage

continue to

Reference 141 - 0,07% Coverage

responsible

Reference 142 - 0,11% Coverage

corporate steward

Reference 143 - 0,06% Coverage

resources

Reference 144 - 0,03% Coverage

help

Reference 145 - 0,05% Coverage

improve

Reference 146 - 0,05% Coverage

leading

Reference 147 - 0,03% Coverage

CARE

Reference 148 - 0,05% Coverage

creation

Reference 149 - 0,10% Coverage



the CARE Package

Reference 150 - 0,03% Coverage

CARE

Reference 151 - 0,05% Coverage

leading

Reference 152 - 0,16% Coverage

humanitarian organization

Reference 153 - 0,05% Coverage

fighting

Reference 154 - 0,03% Coverage

CARE

Reference 155 - 0,03% Coverage

focus

Reference 156 - 0,04% Coverage

proper

Reference 157 - 0,06% Coverage

resources

Reference 158 - 0,03% Coverage

power

Reference 159 - 0,06% Coverage

long-term

Reference 160 - 0,08% Coverage

relationships

Reference 161 - 0,08% Coverage

high quality

Reference 162 - 0,05% Coverage

premium

Reference 163 - 0,06% Coverage

certified

Reference 164 - 0,18% Coverage

the General Mills Foundation



Reference 165 - 0,05% Coverage

mission

Reference 166 - 0,18% Coverage

the General Mills Foundation

Reference 167 - 0,07% Coverage

celebrating

Reference 168 - 0,04% Coverage

giving

Reference 169 - 0,05% Coverage

nourish

Reference 170 - 0,06% Coverage

Foundation

Reference 171 - 0,05% Coverage

awarded

Reference 172 - 0,06% Coverage

Foundation

Reference 173 - 0,07% Coverage

contributed

Reference 174 - 0,04% Coverage

grants

Reference 175 - 0,06% Coverage

nutrition

Reference 176 - 0,05% Coverage

wellness

Reference 177 - 0,06% Coverage

education

Reference 178 - 0,06% Coverage

volunteer

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills named to esteemed Dow Jones Sustainability Index> - § 74 references coded  [13,09%
Coverage]



Reference 1 - 0,11% Coverage

esteemed

Reference 2 - 0,42% Coverage

Dow Jones Sustainability Index

Reference 3 - 0,14% Coverage

recognized

Reference 4 - 0,10% Coverage

leading

Reference 5 - 0,29% Coverage

sustainability-driven

Reference 6 - 0,61% Coverage

Dow Jones Sustainability North America Index

Reference 7 - 0,29% Coverage

S&P Dow Jones Indices

Reference 8 - 0,10% Coverage

largest

Reference 9 - 0,10% Coverage

focused

Reference 10 - 0,15% Coverage

exclusively

Reference 11 - 0,33% Coverage

Sustainability Investing

Reference 12 - 0,44% Coverage

Dow Jones Sustainability Indices

Reference 13 - 0,18% Coverage

best-in-class

Reference 14 - 0,15% Coverage

performance

Reference 15 - 0,31% Coverage

sustainability metrics

Reference 16 - 0,47% Coverage



environmental and social practices

Reference 17 - 0,14% Coverage

innovation

Reference 18 - 0,22% Coverage

climate strategy

Reference 19 - 0,31% Coverage

stakeholder engagement

Reference 20 - 0,11% Coverage

focus on

Reference 21 - 0,18% Coverage

opportunities

Reference 22 - 0,07% Coverage

goals

Reference 23 - 0,28% Coverage

socially responsible

Reference 24 - 0,39% Coverage

chief sustainability officer

Reference 25 - 0,10% Coverage

honored

Reference 26 - 0,14% Coverage

recognized

Reference 27 - 0,25% Coverage

sustainably-driven

Reference 28 - 0,10% Coverage

affirms

Reference 29 - 0,08% Coverage

strong

Reference 30 - 0,11% Coverage

emphasis

Reference 31 - 0,07% Coverage



trust

Reference 32 - 0,15% Coverage

exceptional

Reference 33 - 0,61% Coverage

economic, environmental and social practices

Reference 34 - 0,31% Coverage

sustainability mission

Reference 35 - 0,14% Coverage

conserving

Reference 36 - 0,14% Coverage

protecting

Reference 37 - 0,12% Coverage

resources

Reference 38 - 0,10% Coverage

achieve

Reference 39 - 0,10% Coverage

mission

Reference 40 - 0,14% Coverage

focuses on

Reference 41 - 0,11% Coverage

reducing

Reference 42 - 0,14% Coverage

increasing

Reference 43 - 0,15% Coverage

sustainable

Reference 44 - 0,15% Coverage

sustainably

Reference 45 - 0,14% Coverage

supporting

Reference 46 - 0,12% Coverage

long term



Reference 47 - 0,15% Coverage

sustainable

Reference 48 - 0,11% Coverage

strategy

Reference 49 - 0,14% Coverage

focuses on

Reference 50 - 0,10% Coverage

largest

Reference 51 - 0,08% Coverage

impact

Reference 52 - 0,10% Coverage

helping

Reference 53 - 0,15% Coverage

sustainable

Reference 54 - 0,12% Coverage

solutions

Reference 55 - 0,17% Coverage

continuously

Reference 56 - 0,11% Coverage

striving

Reference 57 - 0,12% Coverage

healthier

Reference 58 - 0,08% Coverage

easier

Reference 59 - 0,08% Coverage

richer

Reference 60 - 0,18% Coverage

philanthropic

Reference 61 - 0,14% Coverage

Nourishing



Reference 62 - 0,10% Coverage

mission

Reference 63 - 0,14% Coverage

innovative

Reference 64 - 0,10% Coverage

harness

Reference 65 - 0,14% Coverage

collective

Reference 66 - 0,08% Coverage

impact

Reference 67 - 0,22% Coverage

key target areas

Reference 68 - 0,11% Coverage

engaging

Reference 69 - 0,17% Coverage

skills-based

Reference 70 - 0,17% Coverage

volunteerism

Reference 71 - 0,19% Coverage

responsibility

Reference 72 - 0,10% Coverage

leading

Reference 73 - 0,29% Coverage

sustainability-driven

Reference 74 - 0,10% Coverage

leading

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills ranks #26 on DiversityInc's Top 50 Companies for Diversity list.> - § 58 references coded
[15,63% Coverage]

Reference 1 - 0,14% Coverage

advances

Reference 2 - 0,25% Coverage



DiversityInc’s

Reference 3 - 0,62% Coverage

Top 50 Companies for Diversity list

Reference 4 - 0,18% Coverage

recognized

Reference 5 - 0,18% Coverage

commitment

Reference 6 - 0,16% Coverage

diversity

Reference 7 - 0,16% Coverage

inclusion

Reference 8 - 0,14% Coverage

advanced

Reference 9 - 0,14% Coverage

rankings

Reference 10 - 0,25% Coverage

DiversityInc's

Reference 11 - 0,62% Coverage

Top 50 Companies for Diversity list

Reference 12 - 0,69% Coverage

The Top 50 Companies for Diversity list

Reference 13 - 0,11% Coverage

honors

Reference 14 - 0,12% Coverage

leading

Reference 15 - 0,99% Coverage

corporate diversity and inclusion programs and practices

Reference 16 - 0,11% Coverage

earned

Reference 17 - 0,69% Coverage



the Top 50 Companies for Diversity list

Reference 18 - 0,09% Coverage

honor

Reference 19 - 0,18% Coverage

consistent

Reference 20 - 0,18% Coverage

commitment

Reference 21 - 0,58% Coverage

workplace diversity and inclusion

Reference 22 - 0,85% Coverage

vice president of global diversity and inclusion

Reference 23 - 0,11% Coverage

unique

Reference 24 - 0,21% Coverage

perspectives

Reference 25 - 0,12% Coverage

success

Reference 26 - 0,18% Coverage

leveraging

Reference 27 - 0,16% Coverage

diversity

Reference 28 - 0,14% Coverage

creating

Reference 29 - 0,16% Coverage

inclusive

Reference 30 - 0,12% Coverage

culture

Reference 31 - 0,18% Coverage

innovation

Reference 32 - 0,18% Coverage

engagement



Reference 33 - 0,21% Coverage

DiversityInc

Reference 34 - 0,30% Coverage

employee networks

Reference 35 - 0,32% Coverage

talent development

Reference 36 - 0,32% Coverage

mentoring programs

Reference 37 - 0,35% Coverage

diversity scorecards

Reference 38 - 0,19% Coverage

committment

Reference 39 - 0,23% Coverage

multicultural

Reference 40 - 0,21% Coverage

philanthropy

Reference 41 - 0,21% Coverage

decades-long

Reference 42 - 0,18% Coverage

commitment

Reference 43 - 0,16% Coverage

inclusive

Reference 44 - 0,30% Coverage

workplace culture

Reference 45 - 0,14% Coverage

programs

Reference 46 - 0,16% Coverage

Diversity

Reference 47 - 0,16% Coverage

Inclusion



Reference 48 - 0,21% Coverage

DiversityInc

Reference 49 - 0,62% Coverage

Top 50 Companies for Diversity list

Reference 50 - 0,21% Coverage

DiversityInc

Reference 51 - 0,28% Coverage

The DiversityInc

Reference 52 - 0,53% Coverage

Top 50 Companies for Diversity

Reference 53 - 0,25% Coverage

CEO Commitment

Reference 54 - 0,23% Coverage

Human Capital

Reference 55 - 0,32% Coverage

Supplier Diversity

Reference 56 - 0,21% Coverage

DiversityInc

Reference 57 - 0,25% Coverage

DiversityInc’s

Reference 58 - 0,12% Coverage

leading

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills reports progress on global responsibility efforts> - § 147 references coded  [11,51% Coverage]

Reference 1 - 0,05% Coverage

progress

Reference 2 - 0,15% Coverage

responsibility efforts

Reference 3 - 0,07% Coverage

commitment

Reference 4 - 0,07% Coverage



sustainable

Reference 5 - 0,19% Coverage

Global Responsibility Report

Reference 6 - 0,05% Coverage

progress

Reference 7 - 0,07% Coverage

commitments

Reference 8 - 0,04% Coverage

health

Reference 9 - 0,23% Coverage

workplace and community engagement

Reference 10 - 0,08% Coverage

continuously

Reference 11 - 0,05% Coverage

striving

Reference 12 - 0,06% Coverage

healthier

Reference 13 - 0,04% Coverage

easier

Reference 14 - 0,04% Coverage

richer

Reference 15 - 0,07% Coverage

responsibly

Reference 16 - 0,05% Coverage

conserve

Reference 17 - 0,11% Coverage

natural resources

Reference 18 - 0,07% Coverage

strengthen

Reference 19 - 0,07% Coverage

sustainable



Reference 20 - 0,07% Coverage

commitment

Reference 21 - 0,05% Coverage

improve

Reference 22 - 0,07% Coverage

commitment

Reference 23 - 0,15% Coverage

sustainability mission

Reference 24 - 0,07% Coverage

conserving

Reference 25 - 0,07% Coverage

protecting

Reference 26 - 0,11% Coverage

natural resources

Reference 27 - 0,05% Coverage

progress

Reference 28 - 0,07% Coverage

strategies

Reference 29 - 0,04% Coverage

expert

Reference 30 - 0,09% Coverage

environmental

Reference 31 - 0,11% Coverage

natural resources

Reference 32 - 0,07% Coverage

reinforced

Reference 33 - 0,07% Coverage

importance

Reference 34 - 0,07% Coverage

sustainable



Reference 35 - 0,07% Coverage

commitment

Reference 36 - 0,05% Coverage

progress

Reference 37 - 0,07% Coverage

strategies

Reference 38 - 0,06% Coverage

forefront

Reference 39 - 0,07% Coverage

sustainable

Reference 40 - 0,05% Coverage

efforts

Reference 41 - 0,07% Coverage

partnership

Reference 42 - 0,06% Coverage

completed

Reference 43 - 0,09% Coverage

pilot project

Reference 44 - 0,06% Coverage

certified

Reference 45 - 0,07% Coverage

sustainable

Reference 46 - 0,17% Coverage

putting words into action

Reference 47 - 0,03% Coverage

goal

Reference 48 - 0,07% Coverage

responsible

Reference 49 - 0,07% Coverage

sustainable

Reference 50 - 0,07% Coverage



Responsible

Reference 51 - 0,05% Coverage

interest

Reference 52 - 0,06% Coverage

advancing

Reference 53 - 0,07% Coverage

sustainable

Reference 54 - 0,19% Coverage

Chief Sustainability Officer

Reference 55 - 0,05% Coverage

conserve

Reference 56 - 0,04% Coverage

impact

Reference 57 - 0,05% Coverage

sourcing

Reference 58 - 0,07% Coverage

responsibly

Reference 59 - 0,07% Coverage

sustainable

Reference 60 - 0,07% Coverage

strategies

Reference 61 - 0,05% Coverage

advanced

Reference 62 - 0,05% Coverage

mission

Reference 63 - 0,07% Coverage

Nourishing

Reference 64 - 0,05% Coverage

Offering

Reference 65 - 0,08% Coverage



increasingly

Reference 66 - 0,05% Coverage

healthy

Reference 67 - 0,06% Coverage

providing

Reference 68 - 0,07% Coverage

convenient

Reference 69 - 0,07% Coverage

affordable

Reference 70 - 0,07% Coverage

nutritious

Reference 71 - 0,03% Coverage

help

Reference 72 - 0,24% Coverage

health and nutrition recommendations

Reference 73 - 0,05% Coverage

improved

Reference 74 - 0,08% Coverage

Improvements

Reference 75 - 0,08% Coverage

whole grains

Reference 76 - 0,03% Coverage

fiber

Reference 77 - 0,05% Coverage

reducing

Reference 78 - 0,05% Coverage

improved

Reference 79 - 0,05% Coverage

Reducing

Reference 80 - 0,08% Coverage

continues to



Reference 81 - 0,03% Coverage

goal

Reference 82 - 0,06% Coverage

achieving

Reference 83 - 0,07% Coverage

significant

Reference 84 - 0,07% Coverage

measurable

Reference 85 - 0,07% Coverage

reductions

Reference 86 - 0,15% Coverage

sustainability metrics

Reference 87 - 0,05% Coverage

improved

Reference 88 - 0,05% Coverage

exceeded

Reference 89 - 0,11% Coverage

improvement goal

Reference 90 - 0,03% Coverage

goal

Reference 91 - 0,07% Coverage

performance

Reference 92 - 0,06% Coverage

Fostering

Reference 93 - 0,03% Coverage

safe

Reference 94 - 0,05% Coverage

ethical

Reference 95 - 0,06% Coverage

inclusive



Reference 96 - 0,05% Coverage

received

Reference 97 - 0,11% Coverage

workplace awards

Reference 98 - 0,28% Coverage

one of the World’s Most Admired Companies

Reference 99 - 0,11% Coverage

Fortune magazine

Reference 100 - 0,06% Coverage

alleviate

Reference 101 - 0,05% Coverage

promote

Reference 102 - 0,12% Coverage

nutrition wellness

Reference 103 - 0,05% Coverage

donated

Reference 104 - 0,07% Coverage

initiatives

Reference 105 - 0,05% Coverage

support

Reference 106 - 0,11% Coverage

product donations

Reference 107 - 0,18% Coverage

hunger relief organizations

Reference 108 - 0,05% Coverage

advance

Reference 109 - 0,12% Coverage

nutrition wellness

Reference 110 - 0,18% Coverage

Champions for Healthy Kids

Reference 111 - 0,04% Coverage



grants

Reference 112 - 0,13% Coverage

responsibility goals

Reference 113 - 0,06% Coverage

achieving

Reference 114 - 0,07% Coverage

Increasing

Reference 115 - 0,03% Coverage

goal

Reference 116 - 0,05% Coverage

improved

Reference 117 - 0,05% Coverage

reached

Reference 118 - 0,06% Coverage

milestone

Reference 119 - 0,05% Coverage

improved

Reference 120 - 0,07% Coverage

improvement

Reference 121 - 0,05% Coverage

Reducing

Reference 122 - 0,15% Coverage

sodium reduction effort

Reference 123 - 0,07% Coverage

encompasses

Reference 124 - 0,07% Coverage

significant

Reference 125 - 0,05% Coverage

Reducing

Reference 126 - 0,05% Coverage



achieved

Reference 127 - 0,06% Coverage

reduction

Reference 128 - 0,03% Coverage

goal

Reference 129 - 0,05% Coverage

Reducing

Reference 130 - 0,05% Coverage

achieved

Reference 131 - 0,06% Coverage

reduction

Reference 132 - 0,03% Coverage

goal

Reference 133 - 0,19% Coverage

Global Responsibility Report

Reference 134 - 0,09% Coverage

opportunities

Reference 135 - 0,07% Coverage

collaborate

Reference 136 - 0,06% Coverage

important

Reference 137 - 0,06% Coverage

solutions

Reference 138 - 0,03% Coverage

proud

Reference 139 - 0,05% Coverage

progress

Reference 140 - 0,06% Coverage

committed

Reference 141 - 0,06% Coverage

continued



Reference 142 - 0,05% Coverage

progress

Reference 143 - 0,14% Coverage

responsibility report

Reference 144 - 0,29% Coverage

Global Reporting Initiative (GRI) framework

Reference 145 - 0,07% Coverage

recognized

Reference 146 - 0,32% Coverage

environmental, social and governance performance

Reference 147 - 0,05% Coverage

leading

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills updates community on soil vapor testing in Minneapolis neighborhood> - § 55 references coded
[5,95% Coverage]

Reference 1 - 0,07% Coverage

Progress

Reference 2 - 0,09% Coverage

appreciate

Reference 3 - 0,10% Coverage

cooperation

Reference 4 - 0,07% Coverage

received

Reference 5 - 0,06% Coverage

pleased

Reference 6 - 0,07% Coverage

progress

Reference 7 - 0,23% Coverage

vapor ventilation systems

Reference 8 - 0,05% Coverage

agreed



Reference 9 - 0,06% Coverage

offered

Reference 10 - 0,22% Coverage

vapor ventilation system

Reference 11 - 0,22% Coverage

radon mitigation systems

Reference 12 - 0,05% Coverage

proven

Reference 13 - 0,07% Coverage

solution

Reference 14 - 0,05% Coverage

Health

Reference 15 - 0,08% Coverage

completed

Reference 16 - 0,15% Coverage

access agreements

Reference 17 - 0,05% Coverage

shared

Reference 18 - 0,10% Coverage

independent

Reference 19 - 0,06% Coverage

offered

Reference 20 - 0,23% Coverage

vapor ventilation systems

Reference 21 - 0,07% Coverage

licensed

Reference 22 - 0,22% Coverage

vapor ventilation system

Reference 23 - 0,25% Coverage

no vapor ventilation system

Reference 24 - 0,10% Coverage



independent

Reference 25 - 0,08% Coverage

extensive

Reference 26 - 0,17% Coverage

clean-up activities

Reference 27 - 0,08% Coverage

excavated

Reference 28 - 0,09% Coverage

Extraction

Reference 29 - 0,08% Coverage

treatment

Reference 30 - 0,08% Coverage

stabilize

Reference 31 - 0,06% Coverage

contain

Reference 32 - 0,08% Coverage

continued

Reference 33 - 0,08% Coverage

extensive

Reference 34 - 0,07% Coverage

declined

Reference 35 - 0,07% Coverage

approval

Reference 36 - 0,39% Coverage

shallow-level groundwater treatment systems

Reference 37 - 0,16% Coverage

Soil vapor testing

Reference 38 - 0,09% Coverage

addressing

Reference 39 - 0,09% Coverage



mitigating

Reference 40 - 0,06% Coverage

offered

Reference 41 - 0,23% Coverage

vapor ventilation systems

Reference 42 - 0,13% Coverage

fully paid for

Reference 43 - 0,05% Coverage

proven

Reference 44 - 0,07% Coverage

solution

Reference 45 - 0,07% Coverage

progress

Reference 46 - 0,08% Coverage

encourage

Reference 47 - 0,15% Coverage

access agreement

Reference 48 - 0,05% Coverage

allow

Reference 49 - 0,10% Coverage

continue to

Reference 50 - 0,04% Coverage

hope

Reference 51 - 0,05% Coverage

allow

Reference 52 - 0,22% Coverage

vapor ventilation system

Reference 53 - 0,05% Coverage

right

Reference 54 - 0,10% Coverage

continue to



Reference 55 - 0,06% Coverage

provide

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~
Häagen-Dazs and General Mills to help smallholder farmers increase yields and improve sustainability
practices in Madagascar> - § 202 references coded  [10,44% Coverage]

Reference 1 - 0,02% Coverage

help

Reference 2 - 0,04% Coverage

increase

Reference 3 - 0,04% Coverage

improve

Reference 4 - 0,12% Coverage

sustainability practices

Reference 5 - 0,04% Coverage

program

Reference 6 - 0,05% Coverage

commitment

Reference 7 - 0,05% Coverage

improving

Reference 8 - 0,05% Coverage

initiative

Reference 9 - 0,03% Coverage

foster

Reference 10 - 0,04% Coverage

greater

Reference 11 - 0,09% Coverage

economic vitality

Reference 12 - 0,03% Coverage

ensure

Reference 13 - 0,06% Coverage

availability



Reference 14 - 0,06% Coverage

high quality

Reference 15 - 0,04% Coverage

leading

Reference 16 - 0,07% Coverage

super-premium

Reference 17 - 0,15% Coverage

the General Mills Foundation

Reference 18 - 0,03% Coverage

invest

Reference 19 - 0,04% Coverage

benefit

Reference 20 - 0,08% Coverage

highest quality

Reference 21 - 0,05% Coverage

commitment

Reference 22 - 0,07% Coverage

century- long

Reference 23 - 0,04% Coverage

promote

Reference 24 - 0,06% Coverage

sustainable

Reference 25 - 0,04% Coverage

program

Reference 26 - 0,04% Coverage

leverage

Reference 27 - 0,05% Coverage

strengths

Reference 28 - 0,02% Coverage

help

Reference 29 - 0,04% Coverage



promote

Reference 30 - 0,06% Coverage

sustainable

Reference 31 - 0,04% Coverage

leverage

Reference 32 - 0,05% Coverage

extensive

Reference 33 - 0,05% Coverage

knowledge

Reference 34 - 0,04% Coverage

leverage

Reference 35 - 0,07% Coverage

understanding

Reference 36 - 0,13% Coverage

humanitarian organization

Reference 37 - 0,02% Coverage

CARE

Reference 38 - 0,04% Coverage

leverage

Reference 39 - 0,05% Coverage

extensive

Reference 40 - 0,05% Coverage

expertise

Reference 41 - 0,04% Coverage

fighting

Reference 42 - 0,04% Coverage

mission

Reference 43 - 0,05% Coverage

Nourishing

Reference 44 - 0,15% Coverage



chief sustainability officer

Reference 45 - 0,04% Coverage

improve

Reference 46 - 0,04% Coverage

helping

Reference 47 - 0,03% Coverage

accrue

Reference 48 - 0,04% Coverage

greater

Reference 49 - 0,04% Coverage

benefit

Reference 50 - 0,02% Coverage

help

Reference 51 - 0,03% Coverage

ensure

Reference 52 - 0,06% Coverage

sustainable

Reference 53 - 0,04% Coverage

quality

Reference 54 - 0,06% Coverage

sustainable

Reference 55 - 0,04% Coverage

program

Reference 56 - 0,07% Coverage

comprehensive

Reference 57 - 0,06% Coverage

sustainable

Reference 58 - 0,02% Coverage

plan

Reference 59 - 0,04% Coverage

advanced



Reference 60 - 0,05% Coverage

completed

Reference 61 - 0,05% Coverage

extensive

Reference 62 - 0,05% Coverage

developing

Reference 63 - 0,06% Coverage

sustainable

Reference 64 - 0,06% Coverage

prioritized

Reference 65 - 0,06% Coverage

sustainably

Reference 66 - 0,05% Coverage

advancing

Reference 67 - 0,05% Coverage

strategies

Reference 68 - 0,04% Coverage

greatest

Reference 69 - 0,03% Coverage

impact

Reference 70 - 0,04% Coverage

achieved

Reference 71 - 0,04% Coverage

Program

Reference 72 - 0,17% Coverage

social and environmental benefits

Reference 73 - 0,04% Coverage

program

Reference 74 - 0,04% Coverage

provide



Reference 75 - 0,04% Coverage

training

Reference 76 - 0,05% Coverage

education

Reference 77 - 0,05% Coverage

focused on

Reference 78 - 0,06% Coverage

sustainable

Reference 79 - 0,07% Coverage

higher quality

Reference 80 - 0,04% Coverage

training

Reference 81 - 0,06% Coverage

value-added

Reference 82 - 0,05% Coverage

techniques

Reference 83 - 0,06% Coverage

improvement

Reference 84 - 0,03% Coverage

value

Reference 85 - 0,07% Coverage

significantly

Reference 86 - 0,04% Coverage

increase

Reference 87 - 0,04% Coverage

benefit

Reference 88 - 0,04% Coverage

program

Reference 89 - 0,04% Coverage

focus on

Reference 90 - 0,03% Coverage



prides

Reference 91 - 0,03% Coverage

finest

Reference 92 - 0,08% Coverage

highest quality

Reference 93 - 0,07% Coverage

super-premium

Reference 94 - 0,06% Coverage

sustainably

Reference 95 - 0,05% Coverage

ethically

Reference 96 - 0,05% Coverage

commitment

Reference 97 - 0,04% Coverage

quality

Reference 98 - 0,07% Coverage

super-premium

Reference 99 - 0,04% Coverage

leading

Reference 100 - 0,06% Coverage

responsible

Reference 101 - 0,05% Coverage

relies on

Reference 102 - 0,06% Coverage

high quality

Reference 103 - 0,06% Coverage

Contributing

Reference 104 - 0,05% Coverage

viability

Reference 105 - 0,07% Coverage



sustainability

Reference 106 - 0,06% Coverage

significant

Reference 107 - 0,03% Coverage

impact

Reference 108 - 0,18% Coverage

director of sourcing sustainability

Reference 109 - 0,05% Coverage

knowledge

Reference 110 - 0,05% Coverage

understand

Reference 111 - 0,04% Coverage

ability

Reference 112 - 0,05% Coverage

expertise

Reference 113 - 0,05% Coverage

leveraging

Reference 114 - 0,02% Coverage

help

Reference 115 - 0,03% Coverage

create

Reference 116 - 0,03% Coverage

better

Reference 117 - 0,04% Coverage

stronger

Reference 118 - 0,06% Coverage

sustainable

Reference 119 - 0,06% Coverage

high quality

Reference 120 - 0,04% Coverage

raising



Reference 121 - 0,05% Coverage

important

Reference 122 - 0,02% Coverage

help

Reference 123 - 0,04% Coverage

benefit

Reference 124 - 0,04% Coverage

funding

Reference 125 - 0,06% Coverage

cutting-edge

Reference 126 - 0,07% Coverage

unprecedented

Reference 127 - 0,02% Coverage

help

Reference 128 - 0,06% Coverage

improvements

Reference 129 - 0,04% Coverage

increase

Reference 130 - 0,05% Coverage

strengthen

Reference 131 - 0,09% Coverage

disease resistance

Reference 132 - 0,04% Coverage

enhance

Reference 133 - 0,03% Coverage

effort

Reference 134 - 0,05% Coverage

Commitment

Reference 135 - 0,05% Coverage

initiative



Reference 136 - 0,04% Coverage

programs

Reference 137 - 0,06% Coverage

benefitting

Reference 138 - 0,05% Coverage

encourage

Reference 139 - 0,13% Coverage

drip irrigation practices

Reference 140 - 0,07% Coverage

significantly

Reference 141 - 0,03% Coverage

reduce

Reference 142 - 0,05% Coverage

providing

Reference 143 - 0,13% Coverage

drip irrigation equipment

Reference 144 - 0,06% Coverage

accelerated

Reference 145 - 0,08% Coverage

drip irrigation

Reference 146 - 0,03% Coverage

saved

Reference 147 - 0,05% Coverage

increased

Reference 148 - 0,03% Coverage

unique

Reference 149 - 0,05% Coverage

guarantees

Reference 150 - 0,04% Coverage

promise

Reference 151 - 0,05% Coverage



initiative

Reference 152 - 0,05% Coverage

prominent

Reference 153 - 0,04% Coverage

improved

Reference 154 - 0,05% Coverage

nonprofit

Reference 155 - 0,07% Coverage

Food Solutions

Reference 156 - 0,04% Coverage

projects

Reference 157 - 0,04% Coverage

improve

Reference 158 - 0,04% Coverage

increase

Reference 159 - 0,04% Coverage

able to

Reference 160 - 0,03% Coverage

better

Reference 161 - 0,06% Coverage

medical care

Reference 162 - 0,05% Coverage

partnering

Reference 163 - 0,09% Coverage

CARE International

Reference 164 - 0,04% Coverage

fighting

Reference 165 - 0,05% Coverage

empowering

Reference 166 - 0,04% Coverage



program

Reference 167 - 0,05% Coverage

program’s

Reference 168 - 0,05% Coverage

positively

Reference 169 - 0,05% Coverage

impacting

Reference 170 - 0,04% Coverage

efforts

Reference 171 - 0,06% Coverage

sustainably

Reference 172 - 0,05% Coverage

ethically

Reference 173 - 0,05% Coverage

recognized

Reference 174 - 0,03% Coverage

Forbes

Reference 175 - 0,17% Coverage

Corporate Responsibility magazine

Reference 176 - 0,06% Coverage

acknowledged

Reference 177 - 0,05% Coverage

initiative

Reference 178 - 0,03% Coverage

remain

Reference 179 - 0,04% Coverage

diligent

Reference 180 - 0,05% Coverage

committed

Reference 181 - 0,05% Coverage

elevating



Reference 182 - 0,11% Coverage

sustainability efforts

Reference 183 - 0,04% Coverage

leading

Reference 184 - 0,02% Coverage

CARE

Reference 185 - 0,08% Coverage

the CARE Package

Reference 186 - 0,02% Coverage

CARE

Reference 187 - 0,04% Coverage

leading

Reference 188 - 0,13% Coverage

humanitarian organization

Reference 189 - 0,04% Coverage

fighting

Reference 190 - 0,02% Coverage

CARE

Reference 191 - 0,04% Coverage

focus on

Reference 192 - 0,03% Coverage

proper

Reference 193 - 0,05% Coverage

resources

Reference 194 - 0,03% Coverage

power

Reference 195 - 0,02% Coverage

CARE

Reference 196 - 0,04% Coverage

reached



Reference 197 - 0,05% Coverage

recognized

Reference 198 - 0,08% Coverage

highest quality

Reference 199 - 0,04% Coverage

leading

Reference 200 - 0,04% Coverage

actively

Reference 201 - 0,04% Coverage

pioneer

Reference 202 - 0,14% Coverage

sustainability initiatives

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - CEA Hands Sustainability Props
to Intel> - § 12 references coded  [5,28% Coverage]

Reference 1 - 0,32% Coverage

Sustainability

Reference 2 - 0,48% Coverage

Sustainability Report

Reference 3 - 1,06% Coverage

environmental and social leadership activities

Reference 4 - 0,21% Coverage

commended

Reference 5 - 0,32% Coverage

The Green Grid

Reference 6 - 0,16% Coverage

develop

Reference 7 - 0,69% Coverage

data center efficiency metrics

Reference 8 - 0,69% Coverage

data center efficiency program

Reference 9 - 0,16% Coverage



reduced

Reference 10 - 0,55% Coverage

the Intel® Teach program

Reference 11 - 0,12% Coverage

helps

Reference 12 - 0,51% Coverage

responsibility efforts

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Cheers to Good Health> - § 7
references coded  [0,95% Coverage]

Reference 1 - 0,10% Coverage

Good

Reference 2 - 0,15% Coverage

Health

Reference 3 - 0,18% Coverage

healthy

Reference 4 - 0,13% Coverage

helps

Reference 5 - 0,15% Coverage

easily

Reference 6 - 0,13% Coverage

helps

Reference 7 - 0,10% Coverage

free

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Connecting a World of
Opportunity through the ‘1Mx15’ Health Program> - § 83 references coded  [12,17% Coverage]

Reference 1 - 0,11% Coverage

Opportunity

Reference 2 - 0,25% Coverage

the ‘1Mx15’ Health Program

Reference 3 - 0,15% Coverage

Health Education

Reference 4 - 0,15% Coverage



Learning Program

Reference 5 - 0,06% Coverage

Enable

Reference 6 - 0,23% Coverage

Technology Accessibility

Reference 7 - 0,17% Coverage

Healthcare Workers

Reference 8 - 0,19% Coverage

1Mx15 Health Program

Reference 9 - 0,18% Coverage

technology training

Reference 10 - 0,17% Coverage

healthcare workers

Reference 11 - 0,46% Coverage

the Intel Skoool™ Healthcare Education Platforms

Reference 12 - 0,19% Coverage

1MX15 Health Program

Reference 13 - 0,41% Coverage

Intel Skoool™ Healthcare Education Platform

Reference 14 - 0,19% Coverage

1Mx15 Health Program

Reference 15 - 0,12% Coverage

ICT training

Reference 16 - 0,17% Coverage

healthcare workers

Reference 17 - 0,07% Coverage

program

Reference 18 - 0,06% Coverage

enable

Reference 19 - 0,17% Coverage



healthcare workers

Reference 20 - 0,14% Coverage

education tools

Reference 21 - 0,06% Coverage

skills

Reference 22 - 0,04% Coverage

help

Reference 23 - 0,10% Coverage

accelerate

Reference 24 - 0,08% Coverage

progress

Reference 25 - 0,06% Coverage

better

Reference 26 - 0,20% Coverage

In collaboration with

Reference 27 - 0,07% Coverage

program

Reference 28 - 0,18% Coverage

country initiatives

Reference 29 - 0,08% Coverage

increase

Reference 30 - 0,12% Coverage

availability

Reference 31 - 0,13% Coverage

affordability

Reference 32 - 0,07% Coverage

program

Reference 33 - 0,45% Coverage

The Intel Skoool™ Healthcare Education Platform

Reference 34 - 0,08% Coverage

provides



Reference 35 - 0,04% Coverage

help

Reference 36 - 0,15% Coverage

health education

Reference 37 - 0,16% Coverage

capacity building

Reference 38 - 0,19% Coverage

healthcare workforce

Reference 39 - 0,18% Coverage

open access license

Reference 40 - 0,45% Coverage

the Intel Skoool™ Healthcare Education Platform

Reference 41 - 0,17% Coverage

healthcare workers

Reference 42 - 0,06% Coverage

unique

Reference 43 - 0,05% Coverage

steps

Reference 44 - 0,07% Coverage

emulate

Reference 45 - 0,08% Coverage

projects

Reference 46 - 0,18% Coverage

collaborations with

Reference 47 - 0,22% Coverage

the World Ahead Program

Reference 48 - 0,07% Coverage

excited

Reference 49 - 0,07% Coverage

support



Reference 50 - 0,34% Coverage

Every Woman, Every Child Initiative

Reference 51 - 0,19% Coverage

1Mx15 Health Program

Reference 52 - 0,45% Coverage

the Intel Skoool™ Healthcare Education Platform

Reference 53 - 0,04% Coverage

help

Reference 54 - 0,19% Coverage

healthcare workforce

Reference 55 - 0,12% Coverage

well-trained

Reference 56 - 0,19% Coverage

healthcare workforce

Reference 57 - 0,06% Coverage

enable

Reference 58 - 0,06% Coverage

better

Reference 59 - 0,17% Coverage

quality healthcare

Reference 60 - 0,11% Coverage

World Ahead

Reference 61 - 0,28% Coverage

The Intel World Ahead Program

Reference 62 - 0,08% Coverage

promotes

Reference 63 - 0,05% Coverage

helps

Reference 64 - 0,06% Coverage

enrich

Reference 65 - 0,09% Coverage



stimulate

Reference 66 - 0,19% Coverage

economic opportunity

Reference 67 - 0,07% Coverage

helpful

Reference 68 - 0,36% Coverage

education and healthcare improvements

Reference 69 - 0,05% Coverage

helps

Reference 70 - 0,07% Coverage

achieve

Reference 71 - 0,11% Coverage

sustainable

Reference 72 - 0,24% Coverage

social and economic gains

Reference 73 - 0,12% Coverage

Key programs

Reference 74 - 0,05% Coverage

focus

Reference 75 - 0,10% Coverage

increasing

Reference 76 - 0,11% Coverage

best suited

Reference 77 - 0,09% Coverage

education

Reference 78 - 0,08% Coverage

prepares

Reference 79 - 0,07% Coverage

improve

Reference 80 - 0,22% Coverage



healthcare improvements

Reference 81 - 0,12% Coverage

world leader

Reference 82 - 0,10% Coverage

innovation

Reference 83 - 0,09% Coverage

essential

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - First Intel Capital Investment in
Latin American Healthcare IT> - § 17 references coded  [3,71% Coverage]

Reference 1 - 0,21% Coverage

Investment

Reference 2 - 0,21% Coverage

Healthcare

Reference 3 - 0,21% Coverage

healthcare

Reference 4 - 0,21% Coverage

investment

Reference 5 - 0,17% Coverage

solution

Reference 6 - 0,24% Coverage

significant

Reference 7 - 0,26% Coverage

cost savings

Reference 8 - 0,13% Coverage

better

Reference 9 - 0,21% Coverage

investment

Reference 10 - 0,17% Coverage

supports

Reference 11 - 0,51% Coverage

healthcare IT innovation



Reference 12 - 0,17% Coverage

enabling

Reference 13 - 0,13% Coverage

strong

Reference 14 - 0,19% Coverage

investors

Reference 15 - 0,21% Coverage

experience

Reference 16 - 0,24% Coverage

investments

Reference 17 - 0,21% Coverage

investment

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Games to “Go Green”> - § 12
references coded  [3,39% Coverage]

Reference 1 - 0,13% Coverage

Green

Reference 2 - 0,23% Coverage

Earth Day

Reference 3 - 0,13% Coverage

green

Reference 4 - 0,35% Coverage

Build It Green

Reference 5 - 0,61% Coverage

environmentally friendly

Reference 6 - 0,43% Coverage

alternative fuels

Reference 7 - 0,41% Coverage

green technology

Reference 8 - 0,33% Coverage

Plan it Green

Reference 9 - 0,18% Coverage



promise

Reference 10 - 0,35% Coverage

bringing about

Reference 11 - 0,13% Coverage

green

Reference 12 - 0,13% Coverage

green

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - GE and Intel's Telehealth and
Independent Living Company is Operational Today> - § 61 references coded  [5,71% Coverage]

Reference 1 - 0,07% Coverage

Telehealth

Reference 2 - 0,11% Coverage

CARE INNOVATIONS’

Reference 3 - 0,34% Coverage

Intel-GE Care Innovations LLC ("Care Innovations")

Reference 4 - 0,07% Coverage

healthcare

Reference 5 - 0,11% Coverage

Care Innovations

Reference 6 - 0,08% Coverage

technologies

Reference 7 - 0,05% Coverage

support

Reference 8 - 0,05% Coverage

healthy

Reference 9 - 0,05% Coverage

support

Reference 10 - 0,04% Coverage

growth

Reference 11 - 0,11% Coverage

Care Innovations



Reference 12 - 0,05% Coverage

success

Reference 13 - 0,13% Coverage

healthcare alliance

Reference 14 - 0,11% Coverage

Care Innovations

Reference 15 - 0,08% Coverage

expert teams

Reference 16 - 0,24% Coverage

GE Healthcare's Home Health division

Reference 17 - 0,19% Coverage

Intel's Digital Health Group

Reference 18 - 0,14% Coverage

regulatory clearances

Reference 19 - 0,11% Coverage

fully operational

Reference 20 - 0,03% Coverage

focus

Reference 21 - 0,03% Coverage

help

Reference 22 - 0,07% Coverage

telehealth

Reference 23 - 0,15% Coverage

home health monitoring

Reference 24 - 0,04% Coverage

vision

Reference 25 - 0,05% Coverage

exciting

Reference 26 - 0,12% Coverage

Care Innovationsto

Reference 27 - 0,07% Coverage



positively

Reference 28 - 0,07% Coverage

innovative

Reference 29 - 0,05% Coverage

services

Reference 30 - 0,04% Coverage

enable

Reference 31 - 0,03% Coverage

care

Reference 32 - 0,11% Coverage

Care Innovations

Reference 33 - 0,07% Coverage

passionate

Reference 34 - 0,03% Coverage

help

Reference 35 - 0,11% Coverage

business strategy

Reference 36 - 0,05% Coverage

improve

Reference 37 - 0,10% Coverage

quality of care

Reference 38 - 0,13% Coverage

patient empowerment

Reference 39 - 0,05% Coverage

helping

Reference 40 - 0,04% Coverage

reduce

Reference 41 - 0,07% Coverage

experienced

Reference 42 - 0,13% Coverage



breadth of knowledge

Reference 43 - 0,07% Coverage

healthcare

Reference 44 - 0,11% Coverage

business strategy

Reference 45 - 0,11% Coverage

core focus areas

Reference 46 - 0,12% Coverage

disease management

Reference 47 - 0,15% Coverage

assistive technologies

Reference 48 - 0,11% Coverage

Care Innovations

Reference 49 - 0,14% Coverage

GE Healthcare Systems

Reference 50 - 0,11% Coverage

Care Innovations

Reference 51 - 0,17% Coverage

remote patient monitoring

Reference 52 - 0,06% Coverage

assistive

Reference 53 - 0,13% Coverage

Intel® Health Guide

Reference 54 - 0,09% Coverage

GE QuietCare®

Reference 55 - 0,05% Coverage

develop

Reference 56 - 0,17% Coverage

healthcare IT innovations

Reference 57 - 0,03% Coverage

help



Reference 58 - 0,04% Coverage

enable

Reference 59 - 0,07% Coverage

healthcare

Reference 60 - 0,15% Coverage

higher quality of life

Reference 61 - 0,09% Coverage

GE Healthcare

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Glimpse of the Future of
Healthcare at Intel Healthcare Innovation Virtual Summit> - § 8 references coded  [3,94% Coverage]

Reference 1 - 0,22% Coverage

Healthcare

Reference 2 - 0,93% Coverage

Intel Healthcare Innovation Virtual Summit

Reference 3 - 0,22% Coverage

innovation

Reference 4 - 0,22% Coverage

healthcare

Reference 5 - 0,71% Coverage

healthcare technology innovation

Reference 6 - 0,42% Coverage

healthcare delivery

Reference 7 - 0,24% Coverage

opportunity

Reference 8 - 0,97% Coverage

U.S. Department of Health and Human Services

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Handy Apps to Track Your
Health> - § 9 references coded  [1,48% Coverage]

Reference 1 - 0,12% Coverage

Handy

Reference 2 - 0,15% Coverage



Health

Reference 3 - 0,19% Coverage

promised

Reference 4 - 0,19% Coverage

on track

Reference 5 - 0,12% Coverage

helps

Reference 6 - 0,12% Coverage

ideal

Reference 7 - 0,29% Coverage

ideal weight

Reference 8 - 0,19% Coverage

progress

Reference 9 - 0,10% Coverage

goal

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Aims Tablets at Enterprise,
Retail and Healthcare> - § 21 references coded  [3,30% Coverage]

Reference 1 - 0,06% Coverage

Aims

Reference 2 - 0,16% Coverage

Healthcare

Reference 3 - 0,06% Coverage

grow

Reference 4 - 0,10% Coverage

evolve

Reference 5 - 0,39% Coverage

address the requirements

Reference 6 - 0,08% Coverage

ideal

Reference 7 - 0,11% Coverage

balance



Reference 8 - 0,16% Coverage

acceptance

Reference 9 - 0,16% Coverage

healthcare

Reference 10 - 0,10% Coverage

secure

Reference 11 - 0,21% Coverage

collaboration

Reference 12 - 0,13% Coverage

mobility

Reference 13 - 0,19% Coverage

capabilities

Reference 14 - 0,21% Coverage

comprehensive

Reference 15 - 0,21% Coverage

collaboration

Reference 16 - 0,16% Coverage

increasing

Reference 17 - 0,19% Coverage

productivity

Reference 18 - 0,11% Coverage

quickly

Reference 19 - 0,11% Coverage

service

Reference 20 - 0,19% Coverage

availability

Reference 21 - 0,18% Coverage

specialists

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Among Top 100 Most
Sustainable Corporations (2)> - § 7 references coded  [2,59% Coverage]

Reference 1 - 0,18% Coverage



Top 100

Reference 2 - 0,28% Coverage

Sustainable

Reference 3 - 1,03% Coverage

Global 100 Most Sustainable Corporations

Reference 4 - 0,10% Coverage

aims

Reference 5 - 0,23% Coverage

proactive

Reference 6 - 0,21% Coverage

managing

Reference 7 - 0,56% Coverage

sustainability efforts

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Capital Invests in
Healthcare IT Company CareCloud> - § 17 references coded  [4,64% Coverage]

Reference 1 - 0,21% Coverage

Healthcare

Reference 2 - 0,21% Coverage

healthcare

Reference 3 - 0,19% Coverage

utilizing

Reference 4 - 0,25% Coverage

capabilities

Reference 5 - 0,25% Coverage

efficiencies

Reference 6 - 0,42% Coverage

healthcare providers

Reference 7 - 0,17% Coverage

offering

Reference 8 - 0,13% Coverage

awards



Reference 9 - 0,13% Coverage

winner

Reference 10 - 0,64% Coverage

IBM’s SmartCamp Silicon Valley

Reference 11 - 0,19% Coverage

runner-up

Reference 12 - 0,55% Coverage

IBM SmartCamp World Finals

Reference 13 - 0,55% Coverage

the SmartCamp competitions

Reference 14 - 0,15% Coverage

funding

Reference 15 - 0,13% Coverage

enable

Reference 16 - 0,13% Coverage

expand

Reference 17 - 0,34% Coverage

service offering

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Doesn't Just Make Green,
We Grow it Too> - § 4 references coded  [0,82% Coverage]

Reference 1 - 0,13% Coverage

Green

Reference 2 - 0,18% Coverage

harness

Reference 3 - 0,33% Coverage

clean-burning

Reference 4 - 0,18% Coverage

biofuel

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Employees Champion
Corporate Responsibility> - § 131 references coded  [11,58% Coverage]

Reference 1 - 0,05% Coverage

Champion



Reference 2 - 0,15% Coverage

Corporate Responsibility

Reference 3 - 0,19% Coverage

Corporate Responsibility Report

Reference 4 - 0,05% Coverage

Education

Reference 5 - 0,04% Coverage

trained

Reference 6 - 0,12% Coverage

Intel® Teach Program

Reference 7 - 0,05% Coverage

voluntary

Reference 8 - 0,05% Coverage

renewable

Reference 9 - 0,05% Coverage

completed

Reference 10 - 0,17% Coverage

solar electric installations

Reference 11 - 0,03% Coverage

saved

Reference 12 - 0,04% Coverage

donated

Reference 13 - 0,04% Coverage

service

Reference 14 - 0,14% Coverage

nonprofit organizations

Reference 15 - 0,16% Coverage

Supply Chain Responsibility

Reference 16 - 0,05% Coverage

increased



Reference 17 - 0,12% Coverage

supplier assessment

Reference 18 - 0,10% Coverage

audit activities

Reference 19 - 0,07% Coverage

take actions

Reference 20 - 0,19% Coverage

Corporate Responsibility Report

Reference 21 - 0,03% Coverage

focus

Reference 22 - 0,04% Coverage

talents

Reference 23 - 0,05% Coverage

education

Reference 24 - 0,10% Coverage

technology access

Reference 25 - 0,04% Coverage

improve

Reference 26 - 0,25% Coverage

economic and environmental sustainability

Reference 27 - 0,04% Coverage

actions

Reference 28 - 0,15% Coverage

corporate responsibility

Reference 29 - 0,04% Coverage

culture

Reference 30 - 0,04% Coverage

funding

Reference 31 - 0,06% Coverage

innovative

Reference 32 - 0,20% Coverage



employee sustainability projects

Reference 33 - 0,08% Coverage

environmental

Reference 34 - 0,03% Coverage

goals

Reference 35 - 0,15% Coverage

corporate responsibility

Reference 36 - 0,05% Coverage

strategy

Reference 37 - 0,15% Coverage

corporate responsibility

Reference 38 - 0,04% Coverage

Caring

Reference 39 - 0,05% Coverage

inspiring

Reference 40 - 0,18% Coverage

corporate strategic objective

Reference 41 - 0,05% Coverage

achieved

Reference 42 - 0,04% Coverage

efforts

Reference 43 - 0,05% Coverage

Education

Reference 44 - 0,04% Coverage

trained

Reference 45 - 0,12% Coverage

Intel® Teach Program

Reference 46 - 0,07% Coverage

professional

Reference 47 - 0,07% Coverage



development

Reference 48 - 0,04% Coverage

helping

Reference 49 - 0,18% Coverage

"Educate to Innovate" campaign

Reference 50 - 0,06% Coverage

commitment

Reference 51 - 0,04% Coverage

advance

Reference 52 - 0,05% Coverage

education

Reference 53 - 0,12% Coverage

the Intel Foundation

Reference 54 - 0,05% Coverage

invested

Reference 55 - 0,04% Coverage

improve

Reference 56 - 0,05% Coverage

education

Reference 57 - 0,06% Coverage

partnering

Reference 58 - 0,05% Coverage

educators

Reference 59 - 0,04% Coverage

develop

Reference 60 - 0,14% Coverage

transformative programs

Reference 61 - 0,12% Coverage

technology solutions

Reference 62 - 0,05% Coverage

voluntary



Reference 63 - 0,05% Coverage

renewable

Reference 64 - 0,17% Coverage

solar electric installations

Reference 65 - 0,03% Coverage

clean

Reference 66 - 0,26% Coverage

Leadership in Energy & Environmental Design

Reference 67 - 0,10% Coverage

(LEED)-certified

Reference 68 - 0,14% Coverage

LEED Gold certification

Reference 69 - 0,05% Coverage

achieved

Reference 70 - 0,11% Coverage

LEED certification

Reference 71 - 0,04% Coverage

obtain

Reference 72 - 0,08% Coverage

certification

Reference 73 - 0,05% Coverage

achieved

Reference 74 - 0,04% Coverage

result

Reference 75 - 0,12% Coverage

conservation efforts

Reference 76 - 0,03% Coverage

saved

Reference 77 - 0,05% Coverage

completed



Reference 78 - 0,15% Coverage

water footprint analysis

Reference 79 - 0,08% Coverage

collaboration

Reference 80 - 0,23% Coverage

Intel Environmental Excellence Awards

Reference 81 - 0,07% Coverage

recognizing

Reference 82 - 0,04% Coverage

helped

Reference 83 - 0,04% Coverage

reduce

Reference 84 - 0,10% Coverage

employee projects

Reference 85 - 0,07% Coverage

cost savings

Reference 86 - 0,26% Coverage

the Sustainability in Action Grant program

Reference 87 - 0,04% Coverage

funding

Reference 88 - 0,10% Coverage

employee projects

Reference 89 - 0,07% Coverage

well-suited

Reference 90 - 0,08% Coverage

clean-burning

Reference 91 - 0,04% Coverage

biofuel

Reference 92 - 0,04% Coverage

donated

Reference 93 - 0,04% Coverage



service

Reference 94 - 0,12% Coverage

the Intel Foundation

Reference 95 - 0,04% Coverage

grants

Reference 96 - 0,06% Coverage

nonprofits

Reference 97 - 0,07% Coverage

volunteered

Reference 98 - 0,04% Coverage

values

Reference 99 - 0,13% Coverage

"Great Place to Work,"

Reference 100 - 0,06% Coverage

reinforces

Reference 101 - 0,05% Coverage

positive

Reference 102 - 0,08% Coverage

key component

Reference 103 - 0,04% Coverage

success

Reference 104 - 0,08% Coverage

in support of

Reference 105 - 0,03% Coverage

value

Reference 106 - 0,05% Coverage

Fortune's

Reference 107 - 0,23% Coverage

"100 Best Companies to Work for" list

Reference 108 - 0,04% Coverage



invest

Reference 109 - 0,13% Coverage

diversity initiatives

Reference 110 - 0,06% Coverage

support of

Reference 111 - 0,15% Coverage

chartered employee groups

Reference 112 - 0,16% Coverage

the Women at Intel Network

Reference 113 - 0,05% Coverage

achieved

Reference 114 - 0,05% Coverage

increase

Reference 115 - 0,16% Coverage

Supply Chain Responsibility

Reference 116 - 0,05% Coverage

completed

Reference 117 - 0,09% Coverage

on-site reviews

Reference 118 - 0,16% Coverage

third-party industry audits

Reference 119 - 0,05% Coverage

improved

Reference 120 - 0,07% Coverage

transparency

Reference 121 - 0,18% Coverage

suppler responsibility actions

Reference 122 - 0,05% Coverage

increased

Reference 123 - 0,07% Coverage

assessments



Reference 124 - 0,04% Coverage

audits

Reference 125 - 0,27% Coverage

environmental, health and safety performance

Reference 126 - 0,19% Coverage

Corporate Responsibility Report

Reference 127 - 0,20% Coverage

corporate responsibility programs

Reference 128 - 0,07% Coverage

world leader

Reference 129 - 0,06% Coverage

innovation

Reference 130 - 0,05% Coverage

essential

Reference 131 - 0,05% Coverage

renewable

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Increases Renewable
Energy Credit Purchase to 2.5 Billion Kilowatt Hours> - § 123 references coded  [11,08% Coverage]

Reference 1 - 0,05% Coverage

Increases

Reference 2 - 0,05% Coverage

Renewable

Reference 3 - 0,05% Coverage

increased

Reference 4 - 0,05% Coverage

renewable

Reference 5 - 0,05% Coverage

increase

Reference 6 - 0,06% Coverage

commitment

Reference 7 - 0,05% Coverage



completed

Reference 8 - 0,16% Coverage

solar electric installations

Reference 9 - 0,03% Coverage

clean

Reference 10 - 0,07% Coverage

solar energy

Reference 11 - 0,05% Coverage

renewable

Reference 12 - 0,05% Coverage

voluntary

Reference 13 - 0,03% Coverage

green

Reference 14 - 0,04% Coverage

support

Reference 15 - 0,16% Coverage

renewable energy generation

Reference 16 - 0,05% Coverage

renewable

Reference 17 - 0,06% Coverage

commitment

Reference 18 - 0,05% Coverage

increase

Reference 19 - 0,06% Coverage

commitment

Reference 20 - 0,05% Coverage

completed

Reference 21 - 0,16% Coverage

solar electric installations

Reference 22 - 0,03% Coverage



clean

Reference 23 - 0,07% Coverage

solar energy

Reference 24 - 0,05% Coverage

completed

Reference 25 - 0,16% Coverage

solar electric installations

Reference 26 - 0,03% Coverage

clean

Reference 27 - 0,07% Coverage

solar energy

Reference 28 - 0,14% Coverage

renewable energy efforts

Reference 29 - 0,06% Coverage

renewables

Reference 30 - 0,04% Coverage

cheaper

Reference 31 - 0,09% Coverage

more accessible

Reference 32 - 0,04% Coverage

helping

Reference 33 - 0,04% Coverage

reduce

Reference 34 - 0,04% Coverage

support

Reference 35 - 0,11% Coverage

solar installations

Reference 36 - 0,03% Coverage

clean

Reference 37 - 0,11% Coverage

energy investments



Reference 38 - 0,06% Coverage

continue to

Reference 39 - 0,06% Coverage

priorities

Reference 40 - 0,06% Coverage

search for

Reference 41 - 0,05% Coverage

effective

Reference 42 - 0,16% Coverage

sustainability opportunities

Reference 43 - 0,05% Coverage

renewable

Reference 44 - 0,03% Coverage

green

Reference 45 - 0,06% Coverage

commitment

Reference 46 - 0,05% Coverage

continued

Reference 47 - 0,06% Coverage

commitment

Reference 48 - 0,20% Coverage

the Environmental Protection Agency

Reference 49 - 0,08% Coverage

at the top of

Reference 50 - 0,14% Coverage

Green Power Partner List

Reference 51 - 0,05% Coverage

voluntary

Reference 52 - 0,03% Coverage

green



Reference 53 - 0,04% Coverage

honored

Reference 54 - 0,22% Coverage

the EPA’s Green Power Leadership Award

Reference 55 - 0,03% Coverage

plans

Reference 56 - 0,08% Coverage

solar projects

Reference 57 - 0,13% Coverage

solar electric project

Reference 58 - 0,05% Coverage

projects

Reference 59 - 0,05% Coverage

complete

Reference 60 - 0,03% Coverage

clean

Reference 61 - 0,05% Coverage

projects

Reference 62 - 0,06% Coverage

solar field

Reference 63 - 0,14% Coverage

solar support structures

Reference 64 - 0,05% Coverage

completed

Reference 65 - 0,11% Coverage

solar installations

Reference 66 - 0,04% Coverage

support

Reference 67 - 0,06% Coverage

commitment

Reference 68 - 0,16% Coverage



solar electric installations

Reference 69 - 0,09% Coverage

energy portfolio

Reference 70 - 0,39% Coverage

wind, solar, geo-thermal, small hydro-electric and biomass sources

Reference 71 - 0,05% Coverage

invested

Reference 72 - 0,05% Coverage

completed

Reference 73 - 0,05% Coverage

projects

Reference 74 - 0,04% Coverage

improve

Reference 75 - 0,10% Coverage

energy efficiency

Reference 76 - 0,12% Coverage

resource conservation

Reference 77 - 0,04% Coverage

saving

Reference 78 - 0,06% Coverage

Investments

Reference 79 - 0,07% Coverage

dedicated to

Reference 80 - 0,25% Coverage

clean technology innovation and development

Reference 81 - 0,05% Coverage

objective

Reference 82 - 0,05% Coverage

renewable

Reference 83 - 0,13% Coverage



home energy management

Reference 84 - 0,10% Coverage

energy efficiency

Reference 85 - 0,05% Coverage

invested

Reference 86 - 0,03% Coverage

clean

Reference 87 - 0,07% Coverage

continues to

Reference 88 - 0,05% Coverage

renewable

Reference 89 - 0,18% Coverage

energy efficiency opportunities

Reference 90 - 0,44% Coverage

Leadership in Energy and Environmental Design (LEED) Gold certified building

Reference 91 - 0,05% Coverage

achieved

Reference 92 - 0,11% Coverage

LEED certification

Reference 93 - 0,13% Coverage

strategic improvements

Reference 94 - 0,11% Coverage

Employee Engagement

Reference 95 - 0,20% Coverage

employee engagement and empowerment

Reference 96 - 0,05% Coverage

objective

Reference 97 - 0,08% Coverage

sustainability

Reference 98 - 0,06% Coverage

achievement



Reference 99 - 0,21% Coverage

environmental sustainability metrics

Reference 100 - 0,10% Coverage

energy efficiency

Reference 101 - 0,06% Coverage

reductions

Reference 102 - 0,07% Coverage

improvements

Reference 103 - 0,25% Coverage

environmental leadership reputation metrics

Reference 104 - 0,06% Coverage

key element

Reference 105 - 0,11% Coverage

solar installations

Reference 106 - 0,09% Coverage

awareness kiosks

Reference 107 - 0,04% Coverage

educate

Reference 108 - 0,04% Coverage

engage

Reference 109 - 0,08% Coverage

energy efforts

Reference 110 - 0,05% Coverage

renewable

Reference 111 - 0,10% Coverage

energy efficiency

Reference 112 - 0,12% Coverage

low- carbon solutions

Reference 113 - 0,05% Coverage

certified



Reference 114 - 0,36% Coverage

the non-profit Center for Resource Solutions' Green-e® program

Reference 115 - 0,05% Coverage

certifies

Reference 116 - 0,05% Coverage

verifies

Reference 117 - 0,12% Coverage

green power products

Reference 118 - 0,22% Coverage

the EPA Green Power Purchasing Program

Reference 119 - 0,07% Coverage

world leader

Reference 120 - 0,06% Coverage

innovation

Reference 121 - 0,05% Coverage

essential

Reference 122 - 0,22% Coverage

EPA Green Power Equivalency Calculator

Reference 123 - 0,22% Coverage

EPA Green Power Equivalency Calculator

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Paves the Way in Green
Power> - § 10 references coded  [5,51% Coverage]

Reference 1 - 0,33% Coverage

Paves the Way

Reference 2 - 0,13% Coverage

Green

Reference 3 - 0,89% Coverage

The Environmental Protection Agency

Reference 4 - 0,79% Coverage

Green Power Partner of the Year

Reference 5 - 0,74% Coverage



Green Power Leadership Awards

Reference 6 - 0,59% Coverage

EPA Green Power Partner

Reference 7 - 0,38% Coverage

EPA recognition

Reference 8 - 0,36% Coverage

paving the way

Reference 9 - 0,59% Coverage

clean energy leadership

Reference 10 - 0,71% Coverage

Intel’s Eco-Smart Technology

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Renewable Energy Powers
Up!> - § 9 references coded  [3,20% Coverage]

Reference 1 - 0,21% Coverage

Renewable

Reference 2 - 0,21% Coverage

renewable

Reference 3 - 0,19% Coverage

increase

Reference 4 - 0,23% Coverage

commitment

Reference 5 - 0,21% Coverage

completed

Reference 6 - 0,44% Coverage

solar installations

Reference 7 - 0,23% Coverage

recognized

Reference 8 - 0,81% Coverage

the Environmental Protection Agency

Reference 9 - 0,67% Coverage

the top green power purchaser



<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Selected for
Computerworld's 2011 Top Green IT Vendor List> - § 9 references coded  [3,12% Coverage]

Reference 1 - 0,12% Coverage

Green

Reference 2 - 0,45% Coverage

Top-Green-IT Vendor

Reference 3 - 0,19% Coverage

reducing

Reference 4 - 0,19% Coverage

conserve

Reference 5 - 0,12% Coverage

lower

Reference 6 - 0,21% Coverage

impactful

Reference 7 - 0,61% Coverage

sustainability initiatives

Reference 8 - 0,33% Coverage

2011 Earth day

Reference 9 - 0,90% Coverage

Intel IT’s Strategy for Sustainability

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Speaks about Internet
Safety for Children> - § 8 references coded  [3,34% Coverage]

Reference 1 - 0,14% Coverage

Safety

Reference 2 - 0,85% Coverage

the Education Markets Platform Group

Reference 3 - 0,55% Coverage

internet safety experts

Reference 4 - 0,78% Coverage

NYC Internet Safety Symposium 3.0

Reference 5 - 0,21% Coverage

solutions



Reference 6 - 0,62% Coverage

the Intel® Learning Series

Reference 7 - 0,09% Coverage

help

Reference 8 - 0,09% Coverage

safe

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel’s Rosalind Hudnell Named
a Top Executive in Diversity> - § 15 references coded  [4,83% Coverage]

Reference 1 - 0,20% Coverage

Diversity

Reference 2 - 0,22% Coverage

recognized

Reference 3 - 0,60% Coverage

Top Executives in Diversity

Reference 4 - 0,25% Coverage

recognition

Reference 5 - 0,25% Coverage

elite group

Reference 6 - 0,40% Coverage

diversity officers

Reference 7 - 0,34% Coverage

highest-ranking

Reference 8 - 0,25% Coverage

influential

Reference 9 - 0,69% Coverage

corporate diversity initiatives

Reference 10 - 0,51% Coverage

Chief Diversity Officer

Reference 11 - 0,40% Coverage

strategic approach

Reference 12 - 0,25% Coverage



development

Reference 13 - 0,16% Coverage

diverse

Reference 14 - 0,11% Coverage

image

Reference 15 - 0,20% Coverage

diversity

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel's High-Tech Gym Shows
Improvement in Employee Health> - § 16 references coded  [3,21% Coverage]

Reference 1 - 0,22% Coverage

Improvement

Reference 2 - 0,30% Coverage

Employee Health

Reference 3 - 0,12% Coverage

unique

Reference 4 - 0,22% Coverage

opportunity

Reference 5 - 0,14% Coverage

enhance

Reference 6 - 0,12% Coverage

health

Reference 7 - 0,44% Coverage

wellness pilot program

Reference 8 - 0,32% Coverage

Core Performance

Reference 9 - 0,34% Coverage

personal trainers

Reference 10 - 0,14% Coverage

perfect

Reference 11 - 0,08% Coverage

goal



Reference 12 - 0,28% Coverage

individualized

Reference 13 - 0,14% Coverage

ensured

Reference 14 - 0,10% Coverage

goals

Reference 15 - 0,14% Coverage

reduced

Reference 16 - 0,14% Coverage

program

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Lucky #13. Intel Again Named
to Dow Jones Sustainability Index> - § 6 references coded  [3,65% Coverage]

Reference 1 - 0,13% Coverage

Lucky

Reference 2 - 0,77% Coverage

Dow Jones Sustainability Index

Reference 3 - 0,82% Coverage

Dow Jones Sustainability Indexes

Reference 4 - 1,17% Coverage

economic, environmental and social performance

Reference 5 - 0,18% Coverage

leading

Reference 6 - 0,59% Coverage

environment initiatives

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - EPA Awards Intel for Sustained
Excellence in Green Power> - § 18 references coded  [6,82% Coverage]

Reference 1 - 0,13% Coverage

Awards

Reference 2 - 0,44% Coverage

Sustained Excellence

Reference 3 - 0,24% Coverage



Green Power

Reference 4 - 0,96% Coverage

"Sustained Excellence in Green Power" award

Reference 5 - 1,02% Coverage

the U.S. Environmental Protection Agency (EPA)

Reference 6 - 0,69% Coverage

"Green Power Leadership" awards

Reference 7 - 0,07% Coverage

EPA

Reference 8 - 0,22% Coverage

recognized

Reference 9 - 0,20% Coverage

continued

Reference 10 - 0,22% Coverage

commitment

Reference 11 - 0,20% Coverage

renewable

Reference 12 - 0,20% Coverage

voluntary

Reference 13 - 0,24% Coverage

green power

Reference 14 - 0,07% Coverage

EPA

Reference 15 - 0,62% Coverage

"Partner of the Year" awards

Reference 16 - 0,07% Coverage

EPA

Reference 17 - 0,64% Coverage

"Green Power Purchaser" award

Reference 18 - 0,58% Coverage

sustainability initiatives



<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Green500 List Names Intel®
Xeon Phi™ Coprocessor-based System ~Beacon~ the World's Most Energy-efficient Supercomputer>
- § 11 references coded  [2,78% Coverage]

Reference 1 - 0,17% Coverage

Green500

Reference 2 - 0,33% Coverage

Energy-efficient

Reference 3 - 0,27% Coverage

Supercomputer

Reference 4 - 0,17% Coverage

Green500

Reference 5 - 0,33% Coverage

energy-efficient

Reference 6 - 0,27% Coverage

supercomputer

Reference 7 - 0,23% Coverage

achievement

Reference 8 - 0,23% Coverage

significant

Reference 9 - 0,19% Coverage

milestone

Reference 10 - 0,33% Coverage

energy-efficient

Reference 11 - 0,27% Coverage

supercomputer

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Health and Wellness Go
Mobile> - § 15 references coded  [3,71% Coverage]

Reference 1 - 0,12% Coverage

Health

Reference 2 - 0,16% Coverage

Wellness

Reference 3 - 0,21% Coverage



healthcare

Reference 4 - 0,52% Coverage

Electronic health records

Reference 5 - 0,56% Coverage

consumer health informatics

Reference 6 - 0,25% Coverage

telemedicine

Reference 7 - 0,14% Coverage

enabled

Reference 8 - 0,43% Coverage

medical professionals

Reference 9 - 0,16% Coverage

improved

Reference 10 - 0,25% Coverage

patient care

Reference 11 - 0,23% Coverage

Rock Health

Reference 12 - 0,19% Coverage

access to

Reference 13 - 0,21% Coverage

healthcare

Reference 14 - 0,12% Coverage

unique

Reference 15 - 0,16% Coverage

mobility

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Abuzz with Sustainability
Bee Project> - § 13 references coded  [3,85% Coverage]

Reference 1 - 0,57% Coverage

Sustainability Bee Project

Reference 2 - 0,09% Coverage

help



Reference 3 - 0,13% Coverage

revive

Reference 4 - 0,22% Coverage

initiative

Reference 5 - 0,13% Coverage

funded

Reference 6 - 1,01% Coverage

Intel’s Sustainability in Action grant program

Reference 7 - 0,29% Coverage

project ideas

Reference 8 - 0,13% Coverage

foster

Reference 9 - 0,29% Coverage

environmental

Reference 10 - 0,31% Coverage

sustainability

Reference 11 - 0,15% Coverage

funding

Reference 12 - 0,37% Coverage

employee projects

Reference 13 - 0,15% Coverage

project

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel and the Futures Group
Collaborate to Transform Healthcare in Africa> - § 18 references coded  [5,31% Coverage]

Reference 1 - 0,24% Coverage

Collaborate

Reference 2 - 0,22% Coverage

Healthcare

Reference 3 - 0,22% Coverage

healthcare

Reference 4 - 0,37% Coverage



mHealth solutions

Reference 5 - 0,19% Coverage

eLearning

Reference 6 - 0,09% Coverage

help

Reference 7 - 0,13% Coverage

robust

Reference 8 - 0,73% Coverage

electronic medical records package

Reference 9 - 0,19% Coverage

essential

Reference 10 - 0,56% Coverage

patient health information

Reference 11 - 0,17% Coverage

workshop

Reference 12 - 0,32% Coverage

brings together

Reference 13 - 0,13% Coverage

donors

Reference 14 - 0,84% Coverage

the international development community

Reference 15 - 0,35% Coverage

eHealth projects

Reference 16 - 0,22% Coverage

strategies

Reference 17 - 0,15% Coverage

eHEALTH

Reference 18 - 0,19% Coverage

eLEARNING

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel and United Nations
Population Fund Committed To Boost Health Workers' Skills Around the World> - § 122 references



coded  [12,41% Coverage]

Reference 1 - 0,32% Coverage

United Nations Population Fund Committed

Reference 2 - 0,18% Coverage

 Health Workers' Skills

Reference 3 - 0,10% Coverage

Collaboration

Reference 4 - 0,04% Coverage

Train

Reference 5 - 0,11% Coverage

Health Workers

Reference 6 - 0,24% Coverage

United Nations Population Fund

Reference 7 - 0,13% Coverage

working together

Reference 8 - 0,06% Coverage

advance

Reference 9 - 0,12% Coverage

quality of care

Reference 10 - 0,10% Coverage

strengthening

Reference 11 - 0,05% Coverage

skills

Reference 12 - 0,14% Coverage

healthcare workers

Reference 13 - 0,06% Coverage

program

Reference 14 - 0,26% Coverage

software and technical assistance

Reference 15 - 0,13% Coverage

training content



Reference 16 - 0,10% Coverage

collaboration

Reference 17 - 0,04% Coverage

focus

Reference 18 - 0,27% Coverage

the United Nations Population Fund

Reference 19 - 0,05% Coverage

effort

Reference 20 - 0,05% Coverage

combat

Reference 21 - 0,08% Coverage

commitment

Reference 22 - 0,08% Coverage

strengthen

Reference 23 - 0,05% Coverage

skills

Reference 24 - 0,19% Coverage

community health workers

Reference 25 - 0,14% Coverage

training materials

Reference 26 - 0,08% Coverage

initiative

Reference 27 - 0,06% Coverage

increase

Reference 28 - 0,11% Coverage

health workers

Reference 29 - 0,26% Coverage

software and technical assistance

Reference 30 - 0,10% Coverage

availability



Reference 31 - 0,11% Coverage

higher-quality

Reference 32 - 0,07% Coverage

education

Reference 33 - 0,06% Coverage

training

Reference 34 - 0,06% Coverage

Boosting

Reference 35 - 0,05% Coverage

skills

Reference 36 - 0,15% Coverage

quality of services

Reference 37 - 0,11% Coverage

health workers

Reference 38 - 0,03% Coverage

goal

Reference 39 - 0,05% Coverage

effort

Reference 40 - 0,08% Coverage

commitment

Reference 41 - 0,30% Coverage

"Every Woman, Every Child" initiative

Reference 42 - 0,03% Coverage

help

Reference 43 - 0,04% Coverage

train

Reference 44 - 0,14% Coverage

healthcare workers

Reference 45 - 0,26% Coverage

the Intel 1Mx15 Health initiative

Reference 46 - 0,07% Coverage



access to

Reference 47 - 0,06% Coverage

properly

Reference 48 - 0,06% Coverage

trained

Reference 49 - 0,11% Coverage

health workers

Reference 50 - 0,08% Coverage

initiative

Reference 51 - 0,38% Coverage

the Intel skoool™ Healthcare Education Platform

Reference 52 - 0,32% Coverage

open access multi-media content delivery

Reference 53 - 0,35% Coverage

The content delivery and assessment platform

Reference 54 - 0,06% Coverage

educate

Reference 55 - 0,04% Coverage

train

Reference 56 - 0,14% Coverage

healthcare workers

Reference 57 - 0,07% Coverage

work with

Reference 58 - 0,03% Coverage

help

Reference 59 - 0,06% Coverage

increase

Reference 60 - 0,10% Coverage

availability

Reference 61 - 0,10% Coverage



affordability

Reference 62 - 0,05% Coverage

enable

Reference 63 - 0,06% Coverage

healthy

Reference 64 - 0,10% Coverage

dedicated to

Reference 65 - 0,07% Coverage

improving

Reference 66 - 0,12% Coverage

maternal health

Reference 67 - 0,06% Coverage

develop

Reference 68 - 0,06% Coverage

training

Reference 69 - 0,11% Coverage

health workers

Reference 70 - 0,06% Coverage

relevant

Reference 71 - 0,10% Coverage

professional

Reference 72 - 0,05% Coverage

engage

Reference 73 - 0,05% Coverage

ensure

Reference 74 - 0,11% Coverage

sustainability

Reference 75 - 0,14% Coverage

multiplier effect

Reference 76 - 0,06% Coverage

program



Reference 77 - 0,14% Coverage

looking forward to

Reference 78 - 0,10% Coverage

working with

Reference 79 - 0,06% Coverage

improve

Reference 80 - 0,06% Coverage

training

Reference 81 - 0,14% Coverage

healthcare workers

Reference 82 - 0,07% Coverage

education

Reference 83 - 0,08% Coverage

healthcare

Reference 84 - 0,18% Coverage

the World Ahead Program

Reference 85 - 0,08% Coverage

increasing

Reference 86 - 0,10% Coverage

accessibility

Reference 87 - 0,10% Coverage

affordability

Reference 88 - 0,08% Coverage

be able to

Reference 89 - 0,04% Coverage

equip

Reference 90 - 0,06% Coverage

correct

Reference 91 - 0,04% Coverage

tools



Reference 92 - 0,06% Coverage

improve

Reference 93 - 0,05% Coverage

health

Reference 94 - 0,10% Coverage

collaboration

Reference 95 - 0,06% Coverage

training

Reference 96 - 0,08% Coverage

innovative

Reference 97 - 0,10% Coverage

collaboration

Reference 98 - 0,10% Coverage

game-changing

Reference 99 - 0,13% Coverage

saving the lives

Reference 100 - 0,06% Coverage

inspired

Reference 101 - 0,08% Coverage

commitment

Reference 102 - 0,12% Coverage

look forward to

Reference 103 - 0,10% Coverage

strengthening

Reference 104 - 0,03% Coverage

safe

Reference 105 - 0,10% Coverage

world leader

Reference 106 - 0,08% Coverage

innovation

Reference 107 - 0,07% Coverage



essential

Reference 108 - 0,27% Coverage

the United Nations Population Fund

Reference 109 - 0,14% Coverage

development agency

Reference 110 - 0,06% Coverage

promotes

Reference 111 - 0,04% Coverage

right

Reference 112 - 0,04% Coverage

enjoy

Reference 113 - 0,05% Coverage

health

Reference 114 - 0,14% Coverage

equal opportunity

Reference 115 - 0,06% Coverage

supports

Reference 116 - 0,06% Coverage

policies

Reference 117 - 0,08% Coverage

programmes

Reference 118 - 0,05% Coverage

reduce

Reference 119 - 0,05% Coverage

ensure

Reference 120 - 0,03% Coverage

safe

Reference 121 - 0,06% Coverage

dignity

Reference 122 - 0,06% Coverage



respect

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Announces Creation of
Institute for Sustainable Connected Cities in London> - § 22 references coded  [5,31% Coverage]

Reference 1 - 0,76% Coverage

Institute for Sustainable Connected Cities

Reference 2 - 0,49% Coverage

Memorandum of Understanding

Reference 3 - 0,76% Coverage

Institute for Sustainable Connected Cities

Reference 4 - 0,18% Coverage

collective

Reference 5 - 0,07% Coverage

goal

Reference 6 - 0,24% Coverage

collaborative

Reference 7 - 0,13% Coverage

focused

Reference 8 - 0,24% Coverage

understanding

Reference 9 - 0,16% Coverage

enhancing

Reference 10 - 0,25% Coverage

sustainability

Reference 11 - 0,27% Coverage

quality of life

Reference 12 - 0,22% Coverage

hard at work

Reference 13 - 0,11% Coverage

robust

Reference 14 - 0,09% Coverage

plans



Reference 15 - 0,11% Coverage

engage

Reference 16 - 0,20% Coverage

sustainable

Reference 17 - 0,24% Coverage

collaborating

Reference 18 - 0,09% Coverage

offer

Reference 19 - 0,15% Coverage

uniquely

Reference 20 - 0,16% Coverage

expertise

Reference 21 - 0,24% Coverage

world-leading

Reference 22 - 0,15% Coverage

projects

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel is Founding Partner in
mPowering Frontline Health Workers> - § 20 references coded  [6,01% Coverage]

Reference 1 - 0,30% Coverage

Health Workers

Reference 2 - 0,11% Coverage

proud

Reference 3 - 0,72% Coverage

mPowering Frontline Health Workers

Reference 4 - 0,23% Coverage

partnership

Reference 5 - 1,06% Coverage

United States Agency for International Development

Reference 6 - 0,34% Coverage

mHealth Alliance

Reference 7 - 0,23% Coverage



partnership

Reference 8 - 0,21% Coverage

innovative

Reference 9 - 0,17% Coverage

increase

Reference 10 - 0,30% Coverage

health workers

Reference 11 - 0,08% Coverage

tool

Reference 12 - 0,30% Coverage

child survival

Reference 13 - 0,15% Coverage

support

Reference 14 - 0,21% Coverage

initiative

Reference 15 - 0,17% Coverage

supports

Reference 16 - 0,61% Coverage

the Intel World Ahead Program

Reference 17 - 0,17% Coverage

promotes

Reference 18 - 0,19% Coverage

access to

Reference 19 - 0,25% Coverage

connectivity

Reference 20 - 0,21% Coverage

healthcare

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Ranks as One of the
Greenest Companies> - § 12 references coded  [3,22% Coverage]

Reference 1 - 0,12% Coverage

Ranks



Reference 2 - 0,19% Coverage

Greenest

Reference 3 - 0,19% Coverage

unveiled

Reference 4 - 0,34% Coverage

Green Rankings

Reference 5 - 0,14% Coverage

ranked

Reference 6 - 0,41% Coverage

the U.S. 500 list

Reference 7 - 0,46% Coverage

the Global 500 list

Reference 8 - 0,24% Coverage

recognized

Reference 9 - 0,41% Coverage

green initiatives

Reference 10 - 0,12% Coverage

green

Reference 11 - 0,19% Coverage

reducing

Reference 12 - 0,41% Coverage

green performance

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Recognized for
Environmental, Social Responsibility Performance> - § 9 references coded  [4,91% Coverage]

Reference 1 - 0,25% Coverage

Recognized

Reference 2 - 1,21% Coverage

Environmental, Social Responsibility Performance

Reference 3 - 0,23% Coverage

commended

Reference 4 - 0,23% Coverage



FTSE4Good

Reference 5 - 0,83% Coverage

Sir Mervyn Pedelty Award ceremony

Reference 6 - 0,23% Coverage

FTSE4Good

Reference 7 - 1,36% Coverage

ESG (Environmental, Social and Governance) performance

Reference 8 - 0,35% Coverage

Intel CSR blog

Reference 9 - 0,23% Coverage

FTSE4Good

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Sets 2020 Environmental
Goals> - § 109 references coded  [10,93% Coverage]

Reference 1 - 0,08% Coverage

Environmental

Reference 2 - 0,03% Coverage

Goals

Reference 3 - 0,18% Coverage

Corporate Responsibility Report

Reference 4 - 0,18% Coverage

Corporate Responsibility Report

Reference 5 - 0,08% Coverage

environmental

Reference 6 - 0,03% Coverage

goals

Reference 7 - 0,04% Coverage

extend

Reference 8 - 0,06% Coverage

innovation

Reference 9 - 0,08% Coverage

environmental



Reference 10 - 0,08% Coverage

responsibility

Reference 11 - 0,21% Coverage

corporate responsibility performance

Reference 12 - 0,08% Coverage

business value

Reference 13 - 0,05% Coverage

increased

Reference 14 - 0,12% Coverage

supplier assessments

Reference 15 - 0,09% Coverage

renewable power

Reference 16 - 0,16% Coverage

energy efficiency successes

Reference 17 - 0,11% Coverage

employee engagement

Reference 18 - 0,03% Coverage

green

Reference 19 - 0,08% Coverage

environmental

Reference 20 - 0,06% Coverage

commitments

Reference 21 - 0,18% Coverage

Corporate Responsibility Report

Reference 22 - 0,08% Coverage

environmental

Reference 23 - 0,03% Coverage

goals

Reference 24 - 0,06% Coverage

continuous

Reference 25 - 0,06% Coverage



improvement

Reference 26 - 0,10% Coverage

energy efficiency

Reference 27 - 0,08% Coverage

environmental

Reference 28 - 0,03% Coverage

goals

Reference 29 - 0,04% Coverage

Reduce

Reference 30 - 0,43% Coverage

Leadership in Energy and Environmental Design (LEED) Silver Certification

Reference 31 - 0,05% Coverage

Increase

Reference 32 - 0,10% Coverage

energy efficiency

Reference 33 - 0,04% Coverage

Achieve

Reference 34 - 0,08% Coverage

energy savings

Reference 35 - 0,16% Coverage

energy conservation targets

Reference 36 - 0,04% Coverage

Reduce

Reference 37 - 0,04% Coverage

Achieve

Reference 38 - 0,14% Coverage

corporate responsibility

Reference 39 - 0,14% Coverage

corporate responsibility

Reference 40 - 0,14% Coverage



corporate responsibility

Reference 41 - 0,04% Coverage

greater

Reference 42 - 0,09% Coverage

more influential

Reference 43 - 0,16% Coverage

Supply Chain Responsibility

Reference 44 - 0,06% Coverage

recognized

Reference 45 - 0,19% Coverage

Gartner Supply Chain Top 25 list

Reference 46 - 0,06% Coverage

excellence

Reference 47 - 0,04% Coverage

ranking

Reference 48 - 0,11% Coverage

third-party audits

Reference 49 - 0,02% Coverage

goal

Reference 50 - 0,05% Coverage

validated

Reference 51 - 0,08% Coverage

conflict-free

Reference 52 - 0,09% Coverage

fully validated

Reference 53 - 0,08% Coverage

conflict-free

Reference 54 - 0,09% Coverage

Renewable Power

Reference 55 - 0,06% Coverage

recognized



Reference 56 - 0,05% Coverage

voluntary

Reference 57 - 0,03% Coverage

green

Reference 58 - 0,43% Coverage

the U.S. Environmental Protection Agency's Green Power Partnership program

Reference 59 - 0,07% Coverage

collaborated

Reference 60 - 0,05% Coverage

complete

Reference 61 - 0,16% Coverage

solar electric installations

Reference 62 - 0,07% Coverage

clean energy

Reference 63 - 0,05% Coverage

invested

Reference 64 - 0,29% Coverage

energy conservation and energy efficiency projects

Reference 65 - 0,04% Coverage

saving

Reference 66 - 0,06% Coverage

investments

Reference 67 - 0,04% Coverage

enabled

Reference 68 - 0,04% Coverage

reduce

Reference 69 - 0,11% Coverage

Employee Engagement

Reference 70 - 0,21% Coverage

environmental sustainability metrics



Reference 71 - 0,23% Coverage

Intel's Environmental Excellence Awards

Reference 72 - 0,05% Coverage

nominated

Reference 73 - 0,04% Coverage

helped

Reference 74 - 0,04% Coverage

reduce

Reference 75 - 0,07% Coverage

cost savings

Reference 76 - 0,04% Coverage

winning

Reference 77 - 0,04% Coverage

funding

Reference 78 - 0,10% Coverage

employee projects

Reference 79 - 0,22% Coverage

Sustainability in Action grant program

Reference 80 - 0,16% Coverage

rainwater harvesting project

Reference 81 - 0,36% Coverage

a zero-emissions heating and cooling control and supply system

Reference 82 - 0,04% Coverage

donated

Reference 83 - 0,04% Coverage

service

Reference 84 - 0,21% Coverage

the Intel Involved volunteer program

Reference 85 - 0,13% Coverage

nonprofit organizations

Reference 86 - 0,03% Coverage



Green

Reference 87 - 0,11% Coverage

LEED Certification

Reference 88 - 0,05% Coverage

achieved

Reference 89 - 0,15% Coverage

LEED Silver Certification

Reference 90 - 0,05% Coverage

Education

Reference 91 - 0,04% Coverage

reached

Reference 92 - 0,02% Coverage

goal

Reference 93 - 0,14% Coverage

professional development

Reference 94 - 0,04% Coverage

program

Reference 95 - 0,05% Coverage

She Will

Reference 96 - 0,05% Coverage

campaign

Reference 97 - 0,04% Coverage

educate

Reference 98 - 0,04% Coverage

empower

Reference 99 - 0,05% Coverage

fostering

Reference 100 - 0,26% Coverage

equal economic and educational opportunities

Reference 101 - 0,05% Coverage



provided

Reference 102 - 0,26% Coverage

environmental, health and safety performance

Reference 103 - 0,18% Coverage

Corporate Responsibility Report

Reference 104 - 0,19% Coverage

corporate responsibility programs

Reference 105 - 0,07% Coverage

world leader

Reference 106 - 0,05% Coverage

essential

Reference 107 - 0,17% Coverage

Data center energy efficiency

Reference 108 - 0,14% Coverage

server energy efficiency

Reference 109 - 0,20% Coverage

Notebook computer energy efficiency

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Tops Green and
Sustainable Rankings> - § 17 references coded  [5,30% Coverage]

Reference 1 - 0,09% Coverage

Tops

Reference 2 - 0,12% Coverage

Green

Reference 3 - 0,26% Coverage

Sustainable

Reference 4 - 0,19% Coverage

Rankings

Reference 5 - 0,14% Coverage

ranked

Reference 6 - 0,96% Coverage

“Top 50 Green Power Partnership” Rankings



Reference 7 - 0,28% Coverage

EPA rankings

Reference 8 - 0,12% Coverage

honor

Reference 9 - 0,26% Coverage

voluntarily

Reference 10 - 0,12% Coverage

clean

Reference 11 - 0,21% Coverage

renewable

Reference 12 - 0,40% Coverage

natural resources

Reference 13 - 0,14% Coverage

ranked

Reference 14 - 0,19% Coverage

top five

Reference 15 - 0,16% Coverage

honored

Reference 16 - 0,87% Coverage

Maplecroft Climate Innovation Indexes

Reference 17 - 0,80% Coverage

Intel’s sustainability initiatives

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Unveils 2011 Corporate
Responsibility Report, Launches 2020 Goals> - § 14 references coded  [5,05% Coverage]

Reference 1 - 0,72% Coverage

Corporate Responsibility Report

Reference 2 - 0,12% Coverage

Goals

Reference 3 - 0,72% Coverage

Corporate Responsibility Report

Reference 4 - 0,30% Coverage



environmental

Reference 5 - 0,12% Coverage

goals

Reference 6 - 0,28% Coverage

achievements

Reference 7 - 0,35% Coverage

renewable power

Reference 8 - 0,44% Coverage

employee engagement

Reference 9 - 0,12% Coverage

green

Reference 10 - 0,21% Coverage

education

Reference 11 - 0,12% Coverage

goals

Reference 12 - 0,21% Coverage

increases

Reference 13 - 1,16% Coverage

notebook and data center product energy efficiency

Reference 14 - 0,21% Coverage

reduction

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel's Corporate Citizenship
Thrives> - § 15 references coded  [6,39% Coverage]

Reference 1 - 0,48% Coverage

Corporate Citizenship

Reference 2 - 0,16% Coverage

Thrives

Reference 3 - 0,14% Coverage

ranked

Reference 4 - 0,55% Coverage

Corporate Responsibility



Reference 5 - 0,77% Coverage

"100 Best Corporate Citizens 2012"

Reference 6 - 0,27% Coverage

transparency

Reference 7 - 0,82% Coverage

corporate sustainability initiatives

Reference 8 - 0,30% Coverage

environmental

Reference 9 - 0,16% Coverage

efforts

Reference 10 - 0,41% Coverage

employee relations

Reference 11 - 0,89% Coverage

Intel’s Corporate Responsibility Office

Reference 12 - 0,43% Coverage

strategic objective

Reference 13 - 0,09% Coverage

care

Reference 14 - 0,16% Coverage

inspire

Reference 15 - 0,77% Coverage

Intel’s sustainability initiatives

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Student Entrepreneurs from
India Win Intel Award for Green Innovation> - § 72 references coded  [5,71% Coverage]

Reference 1 - 0,02% Coverage

Win

Reference 2 - 0,09% Coverage

Intel Award

Reference 3 - 0,04% Coverage

Green

Reference 4 - 0,08% Coverage



Innovation

Reference 5 - 0,12% Coverage

Intel Foundation

Reference 6 - 0,05% Coverage

Awards

Reference 7 - 0,12% Coverage

Intel Foundation

Reference 8 - 0,07% Coverage

efficient

Reference 9 - 0,10% Coverage

biomass-based

Reference 10 - 0,07% Coverage

increases

Reference 11 - 0,12% Coverage

fuel efficiency

Reference 12 - 0,09% Coverage

top-placing

Reference 13 - 0,08% Coverage

protective

Reference 14 - 0,08% Coverage

eliminates

Reference 15 - 0,09% Coverage

sustainable

Reference 16 - 0,06% Coverage

enhanced

Reference 17 - 0,16% Coverage

efficiency fertilizer

Reference 18 - 0,02% Coverage

won

Reference 19 - 0,08% Coverage

encourages



Reference 20 - 0,05% Coverage

rewards

Reference 21 - 0,08% Coverage

innovative

Reference 22 - 0,06% Coverage

positive

Reference 23 - 0,05% Coverage

winning

Reference 24 - 0,07% Coverage

efficient

Reference 25 - 0,10% Coverage

biomass-based

Reference 26 - 0,05% Coverage

unique

Reference 27 - 0,14% Coverage

air-flow generator

Reference 28 - 0,04% Coverage

saves

Reference 29 - 0,05% Coverage

reduces

Reference 30 - 0,27% Coverage

waste heat-to-electricity converter

Reference 31 - 0,08% Coverage

impressive

Reference 32 - 0,09% Coverage

innovations

Reference 33 - 0,08% Coverage

healthcare

Reference 34 - 0,15% Coverage

energy conservation



Reference 35 - 0,15% Coverage

the Intel Foundation

Reference 36 - 0,06% Coverage

improved

Reference 37 - 0,09% Coverage

reliability

Reference 38 - 0,09% Coverage

inexpensive

Reference 39 - 0,07% Coverage

efficient

Reference 40 - 0,09% Coverage

solar cells

Reference 41 - 0,15% Coverage

The Intel Foundation

Reference 42 - 0,05% Coverage

awarded

Reference 43 - 0,09% Coverage

cash prizes

Reference 44 - 0,15% Coverage

grand prize-winning

Reference 45 - 0,05% Coverage

winning

Reference 46 - 0,05% Coverage

prizes

Reference 47 - 0,05% Coverage

awarded

Reference 48 - 0,05% Coverage

winning

Reference 49 - 0,09% Coverage

cash prizes

Reference 50 - 0,05% Coverage



winning

Reference 51 - 0,08% Coverage

invaluable

Reference 52 - 0,07% Coverage

mentoring

Reference 53 - 0,06% Coverage

feedback

Reference 54 - 0,05% Coverage

leading

Reference 55 - 0,09% Coverage

Innovations

Reference 56 - 0,05% Coverage

winners

Reference 57 - 0,08% Coverage

healthcare

Reference 58 - 0,08% Coverage

protective

Reference 59 - 0,08% Coverage

eliminates

Reference 60 - 0,06% Coverage

allowing

Reference 61 - 0,09% Coverage

sustainable

Reference 62 - 0,07% Coverage

increases

Reference 63 - 0,08% Coverage

efficiency

Reference 64 - 0,06% Coverage

motivate

Reference 65 - 0,05% Coverage



develop

Reference 66 - 0,08% Coverage

innovative

Reference 67 - 0,04% Coverage

solve

Reference 68 - 0,06% Coverage

invested

Reference 69 - 0,05% Coverage

donated

Reference 70 - 0,07% Coverage

improving

Reference 71 - 0,09% Coverage

world leader

Reference 72 - 0,07% Coverage

essential

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Why They Matter> - § 12
references coded  [2,72% Coverage]

Reference 1 - 0,12% Coverage

Green

Reference 2 - 0,21% Coverage

improving

Reference 3 - 0,18% Coverage

increase

Reference 4 - 0,23% Coverage

efficiency

Reference 5 - 0,28% Coverage

increasingly

Reference 6 - 0,21% Coverage

important

Reference 7 - 0,23% Coverage

innovative



Reference 8 - 0,35% Coverage

environmentally

Reference 9 - 0,21% Coverage

conscious

Reference 10 - 0,32% Coverage

eco-technology

Reference 11 - 0,28% Coverage

significance

Reference 12 - 0,12% Coverage

green

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - At Intel, ~We Recycle~ for
World Environment Day> - § 13 references coded  [3,31% Coverage]

Reference 1 - 0,16% Coverage

Recycle

Reference 2 - 0,49% Coverage

World Environment Day

Reference 3 - 0,49% Coverage

World Environment Day

Reference 4 - 0,25% Coverage

celebrating

Reference 5 - 0,42% Coverage

We Recycle program

Reference 6 - 0,23% Coverage

We Recycle

Reference 7 - 0,09% Coverage

aims

Reference 8 - 0,14% Coverage

engage

Reference 9 - 0,21% Coverage

recycling

Reference 10 - 0,30% Coverage



Participating

Reference 11 - 0,21% Coverage

recycling

Reference 12 - 0,19% Coverage

reusable

Reference 13 - 0,14% Coverage

reduce

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Dow Jones Sustainability
Indexes Recognize Intel for 15th Year> - § 10 references coded  [4,72% Coverage]

Reference 1 - 0,74% Coverage

Dow Jones Sustainability Indexes

Reference 2 - 0,21% Coverage

Recognize

Reference 3 - 0,74% Coverage

Dow Jones Sustainability Indexes

Reference 4 - 0,16% Coverage

leading

Reference 5 - 0,49% Coverage

sustainability-driven

Reference 6 - 0,26% Coverage

recognition

Reference 7 - 0,60% Coverage

sustainability initiatives

Reference 8 - 0,74% Coverage

Carbon Disclosure Project report

Reference 9 - 0,42% Coverage

FTSE4Good rankings

Reference 10 - 0,35% Coverage

eco recognition

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Employee Engagement and
Sustainability Thrive at Intel> - § 113 references coded  [13,04% Coverage]

Reference 1 - 0,13% Coverage



Employee Engagement

Reference 2 - 0,10% Coverage

Sustainability

Reference 3 - 0,04% Coverage

Thrive

Reference 4 - 0,21% Coverage

Corporate Responsibility Report

Reference 5 - 0,13% Coverage

Employee Engagement

Reference 6 - 0,14% Coverage

sustainability goals

Reference 7 - 0,05% Coverage

focusing

Reference 8 - 0,18% Coverage

carbon emission reductions

Reference 9 - 0,10% Coverage

waste recycling

Reference 10 - 0,07% Coverage

increasing

Reference 11 - 0,14% Coverage

green power purchases

Reference 12 - 0,18% Coverage

Supply Chain Responsibility

Reference 13 - 0,05% Coverage

achieved

Reference 14 - 0,03% Coverage

goal

Reference 15 - 0,09% Coverage

conflict-free

Reference 16 - 0,06% Coverage



Education

Reference 17 - 0,06% Coverage

partnered

Reference 18 - 0,07% Coverage

Girl Rising

Reference 19 - 0,19% Coverage

10x10 social action campaign

Reference 20 - 0,07% Coverage

importance

Reference 21 - 0,08% Coverage

investing in

Reference 22 - 0,06% Coverage

education

Reference 23 - 0,25% Coverage

2012 Corporate Responsibility Report

Reference 24 - 0,07% Coverage

performance

Reference 25 - 0,13% Coverage

employee engagement

Reference 26 - 0,19% Coverage

environmental sustainability

Reference 27 - 0,06% Coverage

education

Reference 28 - 0,05% Coverage

progress

Reference 29 - 0,16% Coverage

2020 environmental goals

Reference 30 - 0,02% Coverage

aim

Reference 31 - 0,07% Coverage

continuous



Reference 32 - 0,07% Coverage

improvement

Reference 33 - 0,12% Coverage

energy efficiency

Reference 34 - 0,21% Coverage

Corporate Responsibility Report

Reference 35 - 0,05% Coverage

progress

Reference 36 - 0,03% Coverage

goals

Reference 37 - 0,18% Coverage

supply chain responsibility

Reference 38 - 0,10% Coverage

K-12 education

Reference 39 - 0,16% Coverage

corporate responsibility

Reference 40 - 0,16% Coverage

corporate responsibility

Reference 41 - 0,04% Coverage

vision

Reference 42 - 0,05% Coverage

strategy

Reference 43 - 0,03% Coverage

value

Reference 44 - 0,07% Coverage

continuing

Reference 45 - 0,05% Coverage

promote

Reference 46 - 0,08% Coverage

transparency



Reference 47 - 0,13% Coverage

Employee Engagement

Reference 48 - 0,13% Coverage

environmental goals

Reference 49 - 0,05% Coverage

focusing

Reference 50 - 0,18% Coverage

carbon emission reductions

Reference 51 - 0,14% Coverage

solid waste recycling

Reference 52 - 0,10% Coverage

Intel Involved

Reference 53 - 0,05% Coverage

donated

Reference 54 - 0,16% Coverage

nonprofit organizations

Reference 55 - 0,05% Coverage

donated

Reference 56 - 0,25% Coverage

Intel Environmental Excellence Awards

Reference 57 - 0,16% Coverage

sustainability projects

Reference 58 - 0,05% Coverage

savings

Reference 59 - 0,05% Coverage

savings

Reference 60 - 0,31% Coverage

Intel's Sustainability in Action grant program

Reference 61 - 0,04% Coverage

grants

Reference 62 - 0,15% Coverage



environmental projects

Reference 63 - 0,07% Coverage

developing

Reference 64 - 0,17% Coverage

water purification system

Reference 65 - 0,06% Coverage

Renewable

Reference 66 - 0,27% Coverage

the U.S. Environmental Protection Agency

Reference 67 - 0,07% Coverage

recognized

Reference 68 - 0,06% Coverage

voluntary

Reference 69 - 0,07% Coverage

green power

Reference 70 - 0,05% Coverage

increase

Reference 71 - 0,14% Coverage

green power purchases

Reference 72 - 0,06% Coverage

partnered

Reference 73 - 0,05% Coverage

complete

Reference 74 - 0,13% Coverage

solar installations

Reference 75 - 0,03% Coverage

Green

Reference 76 - 0,12% Coverage

LEED Certification

Reference 77 - 0,05% Coverage



achieved

Reference 78 - 0,45% Coverage

Leadership in Energy and Environmental Design (LEED) certification

Reference 79 - 0,18% Coverage

Supply Chain Responsibility

Reference 80 - 0,05% Coverage

achieved

Reference 81 - 0,03% Coverage

goal

Reference 82 - 0,05% Coverage

verified

Reference 83 - 0,09% Coverage

conflict-free

Reference 84 - 0,18% Coverage

Gartner Supply Chain Top 25

Reference 85 - 0,07% Coverage

excellence

Reference 86 - 0,28% Coverage

Supplier Sustainability Leadership Summit

Reference 87 - 0,05% Coverage

advance

Reference 88 - 0,24% Coverage

supplier responsibility performance

Reference 89 - 0,27% Coverage

Global Reporting Initiative-based report

Reference 90 - 0,05% Coverage

promote

Reference 91 - 0,05% Coverage

greater

Reference 92 - 0,08% Coverage

transparency



Reference 93 - 0,06% Coverage

Education

Reference 94 - 0,14% Coverage

the Intel Foundation

Reference 95 - 0,04% Coverage

invest

Reference 96 - 0,12% Coverage

education programs

Reference 97 - 0,21% Coverage

the Intel Science Talent Search

Reference 98 - 0,35% Coverage

the Intel International Science and Engineering Fair

Reference 99 - 0,05% Coverage

programs

Reference 100 - 0,23% Coverage

Society for Science and the Public

Reference 101 - 0,06% Coverage

partnered

Reference 102 - 0,07% Coverage

Girl Rising

Reference 103 - 0,19% Coverage

10x10 social action campaign

Reference 104 - 0,07% Coverage

importance

Reference 105 - 0,06% Coverage

investing

Reference 106 - 0,06% Coverage

education

Reference 107 - 0,30% Coverage

environmental, health and safety performance



Reference 108 - 0,21% Coverage

Corporate Responsibility Report

Reference 109 - 0,22% Coverage

corporate responsibility programs

Reference 110 - 0,08% Coverage

world leader

Reference 111 - 0,06% Coverage

essential

Reference 112 - 0,03% Coverage

serve

Reference 113 - 0,16% Coverage

Renewable Energy Credits

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - EPA Recognizes Intel in
Sustained Green Leadership> - § 10 references coded  [4,82% Coverage]

Reference 1 - 0,25% Coverage

Recognizes

Reference 2 - 0,65% Coverage

Sustained Green Leadership

Reference 3 - 1,14% Coverage

the U.S. Environmental Protection Agency (EPA)

Reference 4 - 0,72% Coverage

Green Power Leadership Awards

Reference 5 - 0,25% Coverage

recognized

Reference 6 - 0,87% Coverage

Sustained Excellence in Green Power

Reference 7 - 0,22% Coverage

voluntary

Reference 8 - 0,27% Coverage

green power

Reference 9 - 0,22% Coverage



increased

Reference 10 - 0,22% Coverage

renewable

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel Among Top 100 Most
Sustainable Corporations> - § 12 references coded  [4,30% Coverage]

Reference 1 - 0,26% Coverage

Sustainable

Reference 2 - 0,14% Coverage

earned

Reference 3 - 1,24% Coverage

Global 100 Most Sustainable Corporations in the World

Reference 4 - 0,09% Coverage

aims

Reference 5 - 0,21% Coverage

proactive

Reference 6 - 0,19% Coverage

managing

Reference 7 - 0,33% Coverage

The Global 100

Reference 8 - 0,23% Coverage

well-known

Reference 9 - 0,19% Coverage

credible

Reference 10 - 0,75% Coverage

corporate sustainability ranking

Reference 11 - 0,16% Coverage

top 100

Reference 12 - 0,51% Coverage

sustainability efforts

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel and Oregon Health &
Science University Join to Fight Cancer with HPC> - § 17 references coded  [5,05% Coverage]

Reference 1 - 0,66% Coverage



Oregon Health & Science University

Reference 2 - 0,23% Coverage

Fight Cancer

Reference 3 - 0,66% Coverage

Oregon Health & Science University

Reference 4 - 0,18% Coverage

strategic

Reference 5 - 0,25% Coverage

collaboration

Reference 6 - 0,31% Coverage

high-performance

Reference 7 - 0,29% Coverage

fighting cancer

Reference 8 - 0,31% Coverage

cancer treatment

Reference 9 - 0,68% Coverage

Health Strategy and Solutions group

Reference 10 - 0,25% Coverage

collaboration

Reference 11 - 0,14% Coverage

precise

Reference 12 - 0,33% Coverage

cancer treatments

Reference 13 - 0,08% Coverage

help

Reference 14 - 0,18% Coverage

solutions

Reference 15 - 0,23% Coverage

personalized

Reference 16 - 0,16% Coverage



medicine

Reference 17 - 0,10% Coverage

treat

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel Matches 100 Percent U.S.
Electricity Use with Green Power> - § 10 references coded  [3,51% Coverage]

Reference 1 - 0,12% Coverage

Green

Reference 2 - 0,92% Coverage

the U.S. Environmental Protection Agency

Reference 3 - 0,74% Coverage

Green Power Partnership rankings

Reference 4 - 0,25% Coverage

recognizing

Reference 5 - 0,12% Coverage

green

Reference 6 - 0,12% Coverage

green

Reference 7 - 0,14% Coverage

topped

Reference 8 - 0,21% Coverage

voluntary

Reference 9 - 0,12% Coverage

green

Reference 10 - 0,79% Coverage

Intel’s sustainability initiatives

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel Receives U.S. Green
Building Council Leadership Award> - § 11 references coded  [7,02% Coverage]

Reference 1 - 1,00% Coverage

U.S. Green Building Council Leadership Award

Reference 2 - 1,23% Coverage

the inaugural Ray Anderson Radical Industrialism Award

Reference 3 - 0,80% Coverage



U.S. Green Building Council (USGBC)

Reference 4 - 1,00% Coverage

Greenbuild International Conference and Expo

Reference 5 - 0,25% Coverage

recognition

Reference 6 - 0,68% Coverage

USGBC’s 2013 Leadership Awards

Reference 7 - 0,21% Coverage

celebrate

Reference 8 - 0,21% Coverage

committed

Reference 9 - 0,11% Coverage

green

Reference 10 - 0,18% Coverage

achieved

Reference 11 - 1,35% Coverage

Leadership in Energy and Environmental Design certification

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel Shines On Best Corporate
Citizens Ranking> - § 9 references coded  [4,86% Coverage]

Reference 1 - 0,15% Coverage

Shines

Reference 2 - 0,79% Coverage

Best Corporate Citizens Ranking

Reference 3 - 0,61% Coverage

Corporate Responsibility

Reference 4 - 0,99% Coverage

"100 Best Corporate Citizens 2013" list

Reference 5 - 0,15% Coverage

strong

Reference 6 - 0,53% Coverage

corporate citizenship



Reference 7 - 0,46% Coverage

employee relations

Reference 8 - 0,31% Coverage

philanthropy

Reference 9 - 0,86% Coverage

Intel’s sustainability initiatives

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel to Drive Sustainability with
Society of Cable Telecommunications Engineers Standards Program> - § 11 references coded
[3,41% Coverage]

Reference 1 - 0,33% Coverage

Sustainability

Reference 2 - 0,90% Coverage

Sustainability Management Subcommittee

Reference 3 - 0,09% Coverage

help

Reference 4 - 0,21% Coverage

solutions

Reference 5 - 0,14% Coverage

reduce

Reference 6 - 0,19% Coverage

increase

Reference 7 - 0,47% Coverage

service availability

Reference 8 - 0,14% Coverage

extend

Reference 9 - 0,52% Coverage

equipment service life

Reference 10 - 0,19% Coverage

optimize

Reference 11 - 0,21% Coverage

available



<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel's 2012 CSR Report Shows
Strengths in Employee Engagement and Sustainability> - § 19 references coded  [5,33% Coverage]

Reference 1 - 0,22% Coverage

CSR Report

Reference 2 - 0,20% Coverage

Strengths

Reference 3 - 0,41% Coverage

Employee Engagement

Reference 4 - 0,30% Coverage

Sustainability

Reference 5 - 0,67% Coverage

Corporate Responsibility Report

Reference 6 - 0,17% Coverage

strongly

Reference 7 - 0,41% Coverage

employee engagement

Reference 8 - 0,28% Coverage

environmental

Reference 9 - 0,30% Coverage

sustainability

Reference 10 - 0,20% Coverage

education

Reference 11 - 0,17% Coverage

progress

Reference 12 - 0,28% Coverage

environmental

Reference 13 - 0,11% Coverage

goals

Reference 14 - 0,07% Coverage

aim

Reference 15 - 0,13% Coverage



reduce

Reference 16 - 0,74% Coverage

corporate responsibility reporting

Reference 17 - 0,15% Coverage

promote

Reference 18 - 0,26% Coverage

transparency

Reference 19 - 0,24% Coverage

performance

<Internals\\Press Releases\\American Companies\\John Deere\\2013\\2013 - John Deere Adds Array
of Environmental Sensors to Field Connect> - § 27 references coded  [3,85% Coverage]

Reference 1 - 0,18% Coverage

Environmental

Reference 2 - 0,32% Coverage

Water management system

Reference 3 - 0,18% Coverage

environmental

Reference 4 - 0,18% Coverage

environmental

Reference 5 - 0,18% Coverage

environmental

Reference 6 - 0,18% Coverage

environmental

Reference 7 - 0,10% Coverage

able to

Reference 8 - 0,15% Coverage

efficiently

Reference 9 - 0,10% Coverage

utilize

Reference 10 - 0,18% Coverage

environmental



Reference 11 - 0,12% Coverage

efficient

Reference 12 - 0,18% Coverage

environmental

Reference 13 - 0,08% Coverage

secure

Reference 14 - 0,14% Coverage

customized

Reference 15 - 0,14% Coverage

objectives

Reference 16 - 0,15% Coverage

effectively

Reference 17 - 0,11% Coverage

optimize

Reference 18 - 0,08% Coverage

better

Reference 19 - 0,12% Coverage

encourage

Reference 20 - 0,16% Coverage

world leader

Reference 21 - 0,11% Coverage

advanced

Reference 22 - 0,16% Coverage

committed to

Reference 23 - 0,10% Coverage

success

Reference 24 - 0,14% Coverage

innovative

Reference 25 - 0,11% Coverage

superior

Reference 26 - 0,10% Coverage



quality

Reference 27 - 0,12% Coverage

integrity

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - “Healthy
Vision™ With Dr. Val Jones” Radio Show Highlights the Importance of Good Vision to Children’s
Performance in School, Sports, and Life ~ Johnson & Johnson> - § 43 references coded  [4,37%
Coverage]

Reference 1 - 0,08% Coverage

Healthy

Reference 2 - 0,12% Coverage

Importance

Reference 3 - 0,05% Coverage

Good

Reference 4 - 0,13% Coverage

Performance

Reference 5 - 0,12% Coverage

devoted to

Reference 6 - 0,11% Coverage

improving

Reference 7 - 0,07% Coverage

health

Reference 8 - 0,13% Coverage

opportunity

Reference 9 - 0,05% Coverage

help

Reference 10 - 0,12% Coverage

successful

Reference 11 - 0,08% Coverage

Healthy

Reference 12 - 0,08% Coverage

experts

Reference 13 - 0,20% Coverage



vision correction

Reference 14 - 0,07% Coverage

impact

Reference 15 - 0,12% Coverage

confidence

Reference 16 - 0,13% Coverage

performance

Reference 17 - 0,10% Coverage

priority

Reference 18 - 0,10% Coverage

benefits

Reference 19 - 0,20% Coverage

vision correction

Reference 20 - 0,06% Coverage

offer

Reference 21 - 0,07% Coverage

advice

Reference 22 - 0,08% Coverage

ability

Reference 23 - 0,10% Coverage

overcame

Reference 24 - 0,07% Coverage

offers

Reference 25 - 0,07% Coverage

advice

Reference 26 - 0,08% Coverage

improve

Reference 27 - 0,13% Coverage

self esteem

Reference 28 - 0,08% Coverage



Healthy

Reference 29 - 0,12% Coverage

devoted to

Reference 30 - 0,11% Coverage

educating

Reference 31 - 0,11% Coverage

improving

Reference 32 - 0,07% Coverage

health

Reference 33 - 0,11% Coverage

supported

Reference 34 - 0,16% Coverage

Better Health

Reference 35 - 0,08% Coverage

popular

Reference 36 - 0,07% Coverage

health

Reference 37 - 0,37% Coverage

The Best New Medical Blog award

Reference 38 - 0,08% Coverage

Healthy

Reference 39 - 0,05% Coverage

best

Reference 40 - 0,05% Coverage

Care

Reference 41 - 0,08% Coverage

Healthy

Reference 42 - 0,05% Coverage

Care

Reference 43 - 0,05% Coverage

Care



<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - ASP Launches
GLOSAIR™ Healthcare Environmental Decontamination at The 2011 APIC Conference To Protect
Against The Risk Of Deadly Infections In Healthcare Facilities ~ Johnson & Johnson> - § 159
references coded  [13,01% Coverage]

Reference 1 - 0,28% Coverage

GLOSAIR™ Healthcare Environmental Decontamination

Reference 2 - 0,51% Coverage

APIC Conference To Protect Against The Risk Of Deadly Infections In Healthcare Facilities

Reference 3 - 0,06% Coverage

Healthcare

Reference 4 - 0,06% Coverage

innovative

Reference 5 - 0,18% Coverage

infection prevention technology

Reference 6 - 0,28% Coverage

GLOSAIR™ Healthcare Environmental Decontamination

Reference 7 - 0,05% Coverage

provides

Reference 8 - 0,05% Coverage

effective

Reference 9 - 0,02% Coverage

safe

Reference 10 - 0,05% Coverage

thorough

Reference 11 - 0,03% Coverage

reduce

Reference 12 - 0,04% Coverage

growing

Reference 13 - 0,06% Coverage

scientific

Reference 14 - 0,05% Coverage

consensus



Reference 15 - 0,12% Coverage

healthcare facilities

Reference 16 - 0,05% Coverage

effective

Reference 17 - 0,05% Coverage

reduction

Reference 18 - 0,13% Coverage

healthcare facilities’

Reference 19 - 0,04% Coverage

efforts

Reference 20 - 0,05% Coverage

properly

Reference 21 - 0,03% Coverage

expert

Reference 22 - 0,15% Coverage

HAI control and prevention

Reference 23 - 0,02% Coverage

good

Reference 24 - 0,06% Coverage

healthcare

Reference 25 - 0,06% Coverage

preventable

Reference 26 - 0,15% Coverage

infection prevention tools

Reference 27 - 0,03% Coverage

safely

Reference 28 - 0,06% Coverage

effectively

Reference 29 - 0,02% Coverage

help



Reference 30 - 0,02% Coverage

safe

Reference 31 - 0,28% Coverage

GLOSAIR™ Healthcare Environmental Decontamination

Reference 32 - 0,06% Coverage

technology

Reference 33 - 0,05% Coverage

available

Reference 34 - 0,02% Coverage

help

Reference 35 - 0,12% Coverage

healthcare facilities

Reference 36 - 0,04% Coverage

improve

Reference 37 - 0,08% Coverage

patient safety

Reference 38 - 0,03% Coverage

focus

Reference 39 - 0,06% Coverage

educational

Reference 40 - 0,07% Coverage

Professionals

Reference 41 - 0,10% Coverage

Infection Control

Reference 42 - 0,05% Coverage

Improved

Reference 43 - 0,23% Coverage

Healthcare Environmental Decontamination

Reference 44 - 0,04% Coverage

educate

Reference 45 - 0,14% Coverage



healthcare professionals

Reference 46 - 0,17% Coverage

environmental decontamination

Reference 47 - 0,06% Coverage

technology

Reference 48 - 0,06% Coverage

encouraged

Reference 49 - 0,02% Coverage

join

Reference 50 - 0,05% Coverage

important

Reference 51 - 0,12% Coverage

Healthcare facilities

Reference 52 - 0,03% Coverage

reduce

Reference 53 - 0,06% Coverage

introducing

Reference 54 - 0,05% Coverage

enhanced

Reference 55 - 0,02% Coverage

deep

Reference 56 - 0,20% Coverage

cleaning and disinfection protocols

Reference 57 - 0,27% Coverage

hydrogen peroxide vapor decontamination devices

Reference 58 - 0,05% Coverage

effective

Reference 59 - 0,05% Coverage

reducing

Reference 60 - 0,05% Coverage



reduction

Reference 61 - 0,06% Coverage

innovative

Reference 62 - 0,05% Coverage

solution

Reference 63 - 0,02% Coverage

help

Reference 64 - 0,03% Coverage

reduce

Reference 65 - 0,05% Coverage

developed

Reference 66 - 0,06% Coverage

healthcare

Reference 67 - 0,05% Coverage

thorough

Reference 68 - 0,02% Coverage

safe

Reference 69 - 0,09% Coverage

healthcare staff

Reference 70 - 0,10% Coverage

medical equipment

Reference 71 - 0,05% Coverage

enabling

Reference 72 - 0,07% Coverage

differentiate

Reference 73 - 0,05% Coverage

offering

Reference 74 - 0,04% Coverage

optimal

Reference 75 - 0,10% Coverage

patient experience



Reference 76 - 0,05% Coverage

available

Reference 77 - 0,03% Coverage

loved

Reference 78 - 0,07% Coverage

medical care

Reference 79 - 0,06% Coverage

comfortable

Reference 80 - 0,05% Coverage

providing

Reference 81 - 0,07% Coverage

higher level

Reference 82 - 0,11% Coverage

infection protection

Reference 83 - 0,27% Coverage

Healthcare Environmental Decontamination Options

Reference 84 - 0,12% Coverage

healthcare facilities

Reference 85 - 0,06% Coverage

interested

Reference 86 - 0,05% Coverage

improving

Reference 87 - 0,11% Coverage

cleaning procedures

Reference 88 - 0,33% Coverage

GLOSAIR™ Healthcare Environmental Decontamination Systems

Reference 89 - 0,04% Coverage

provide

Reference 90 - 0,06% Coverage

customized



Reference 91 - 0,03% Coverage

easily

Reference 92 - 0,06% Coverage

accessible

Reference 93 - 0,06% Coverage

affordable

Reference 94 - 0,05% Coverage

solutions

Reference 95 - 0,03% Coverage

offers

Reference 96 - 0,03% Coverage

right

Reference 97 - 0,04% Coverage

balance

Reference 98 - 0,03% Coverage

safety

Reference 99 - 0,05% Coverage

efficacy

Reference 100 - 0,06% Coverage

convenient

Reference 101 - 0,06% Coverage

complement

Reference 102 - 0,10% Coverage

cleaning processes

Reference 103 - 0,05% Coverage

provides

Reference 104 - 0,06% Coverage

integrated

Reference 105 - 0,05% Coverage

solution

Reference 106 - 0,04% Coverage



augment

Reference 107 - 0,02% Coverage

help

Reference 108 - 0,12% Coverage

healthcare facilities

Reference 109 - 0,32% Coverage

GLOSAIR™ Healthcare Environmental Decontamination System

Reference 110 - 0,04% Coverage

develop

Reference 111 - 0,06% Coverage

techniques

Reference 112 - 0,05% Coverage

processes

Reference 113 - 0,05% Coverage

schedules

Reference 114 - 0,07% Coverage

productivity

Reference 115 - 0,28% Coverage

GLOSAIR™ Healthcare Environmental Decontamination

Reference 116 - 0,06% Coverage

experience

Reference 117 - 0,05% Coverage

providing

Reference 118 - 0,17% Coverage

hydrogen peroxide technologies

Reference 119 - 0,12% Coverage

healthcare facilities

Reference 120 - 0,33% Coverage

GLOSAIR™ Healthcare Environmental Decontamination provides

Reference 121 - 0,05% Coverage



effective

Reference 122 - 0,02% Coverage

safe

Reference 123 - 0,05% Coverage

thorough

Reference 124 - 0,06% Coverage

healthcare

Reference 125 - 0,04% Coverage

augment

Reference 126 - 0,04% Coverage

provide

Reference 127 - 0,12% Coverage

healthcare facilities

Reference 128 - 0,05% Coverage

increased

Reference 129 - 0,06% Coverage

confidence

Reference 130 - 0,06% Coverage

thoroughly

Reference 131 - 0,05% Coverage

properly

Reference 132 - 0,21% Coverage

Advanced Sterilization Products (ASP)

Reference 133 - 0,21% Coverage

Advanced Sterilization Products (ASP)

Reference 134 - 0,04% Coverage

leading

Reference 135 - 0,05% Coverage

developer

Reference 136 - 0,06% Coverage

innovative



Reference 137 - 0,19% Coverage

infection prevention technologies

Reference 138 - 0,07% Coverage

dedicated to

Reference 139 - 0,06% Coverage

protecting

Reference 140 - 0,10% Coverage

healthcare workers

Reference 141 - 0,03% Coverage

focus

Reference 142 - 0,03% Coverage

safety

Reference 143 - 0,05% Coverage

efficacy

Reference 144 - 0,11% Coverage

cost- effectiveness

Reference 145 - 0,05% Coverage

advanced

Reference 146 - 0,07% Coverage

technologies

Reference 147 - 0,02% Coverage

help

Reference 148 - 0,04% Coverage

promote

Reference 149 - 0,05% Coverage

positive

Reference 150 - 0,06% Coverage

controlling

Reference 151 - 0,06% Coverage

increasing



Reference 152 - 0,07% Coverage

productivity

Reference 153 - 0,05% Coverage

enhancing

Reference 154 - 0,03% Coverage

safety

Reference 155 - 0,05% Coverage

important

Reference 156 - 0,10% Coverage

safety information

Reference 157 - 0,18% Coverage

Advanced Sterilization Products

Reference 158 - 0,05% Coverage

important

Reference 159 - 0,10% Coverage

safety information

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Harnessing
Mobile Phone Technology to Improve Maternal and Child Health ~Mobile Alliance for Maternal Action~
Partnership Established ~ Johnson & Johnson> - § 111 references coded  [9,63% Coverage]

Reference 1 - 0,09% Coverage

Harnessing

Reference 2 - 0,06% Coverage

Improve

Reference 3 - 0,22% Coverage

Maternal and Child Health

Reference 4 - 0,10% Coverage

partnership

Reference 5 - 0,06% Coverage

harness

Reference 6 - 0,04% Coverage

power

Reference 7 - 0,04% Coverage



vital

Reference 8 - 0,05% Coverage

health

Reference 9 - 0,10% Coverage

partnership

Reference 10 - 0,08% Coverage

resources

Reference 11 - 0,47% Coverage

the U.S. Agency for International Development (USAID)

Reference 12 - 0,06% Coverage

support

Reference 13 - 0,10% Coverage

partnership

Reference 14 - 0,08% Coverage

developed

Reference 15 - 0,12% Coverage

collaboration

Reference 16 - 0,06% Coverage

quickly

Reference 17 - 0,05% Coverage

easily

Reference 18 - 0,04% Coverage

care

Reference 19 - 0,13% Coverage

health services

Reference 20 - 0,08% Coverage

reinforce

Reference 21 - 0,06% Coverage

explain

Reference 22 - 0,07% Coverage



benefits

Reference 23 - 0,07% Coverage

aware of

Reference 24 - 0,04% Coverage

best

Reference 25 - 0,04% Coverage

care

Reference 26 - 0,10% Coverage

partnership

Reference 27 - 0,07% Coverage

mobilize

Reference 28 - 0,04% Coverage

help

Reference 29 - 0,09% Coverage

coordinate

Reference 30 - 0,07% Coverage

increase

Reference 31 - 0,13% Coverage

health programs

Reference 32 - 0,06% Coverage

provide

Reference 33 - 0,08% Coverage

resources

Reference 34 - 0,18% Coverage

technical assistance

Reference 35 - 0,08% Coverage

promising

Reference 36 - 0,08% Coverage

effective

Reference 37 - 0,09% Coverage

technology



Reference 38 - 0,06% Coverage

improve

Reference 39 - 0,13% Coverage

maternal health

Reference 40 - 0,10% Coverage

initiatives

Reference 41 - 0,10% Coverage

coordinated

Reference 42 - 0,10% Coverage

partnership

Reference 43 - 0,05% Coverage

foster

Reference 44 - 0,12% Coverage

collaboration

Reference 45 - 0,10% Coverage

initiatives

Reference 46 - 0,09% Coverage

accelerate

Reference 47 - 0,06% Coverage

efforts

Reference 48 - 0,06% Coverage

improve

Reference 49 - 0,12% Coverage

public health

Reference 50 - 0,08% Coverage

solutions

Reference 51 - 0,09% Coverage

focused on

Reference 52 - 0,16% Coverage

health information



Reference 53 - 0,04% Coverage

USAID

Reference 54 - 0,10% Coverage

partnership

Reference 55 - 0,06% Coverage

harness

Reference 56 - 0,04% Coverage

power

Reference 57 - 0,09% Coverage

technology

Reference 58 - 0,06% Coverage

provide

Reference 59 - 0,09% Coverage

empowering

Reference 60 - 0,06% Coverage

healthy

Reference 61 - 0,05% Coverage

Better

Reference 62 - 0,05% Coverage

health

Reference 63 - 0,05% Coverage

better

Reference 64 - 0,05% Coverage

health

Reference 65 - 0,10% Coverage

partnership

Reference 66 - 0,08% Coverage

extending

Reference 67 - 0,09% Coverage

commitment

Reference 68 - 0,09% Coverage



fulfilling

Reference 69 - 0,09% Coverage

commitment

Reference 70 - 0,06% Coverage

advance

Reference 71 - 0,29% Coverage

the Millennium Development Goals

Reference 72 - 0,05% Coverage

health

Reference 73 - 0,07% Coverage

benefits

Reference 74 - 0,10% Coverage

Partnership

Reference 75 - 0,09% Coverage

initiative

Reference 76 - 0,05% Coverage

vision

Reference 77 - 0,05% Coverage

action

Reference 78 - 0,07% Coverage

exciting

Reference 79 - 0,21% Coverage

technological innovation

Reference 80 - 0,06% Coverage

growing

Reference 81 - 0,24% Coverage

health information programs

Reference 82 - 0,05% Coverage

deepen

Reference 83 - 0,04% Coverage



best

Reference 84 - 0,06% Coverage

improve

Reference 85 - 0,05% Coverage

health

Reference 86 - 0,05% Coverage

unique

Reference 87 - 0,10% Coverage

partnership

Reference 88 - 0,07% Coverage

partners

Reference 89 - 0,04% Coverage

USAID

Reference 90 - 0,06% Coverage

provide

Reference 91 - 0,06% Coverage

funding

Reference 92 - 0,08% Coverage

strategic

Reference 93 - 0,09% Coverage

Supporting

Reference 94 - 0,07% Coverage

partners

Reference 95 - 0,08% Coverage

expertise

Reference 96 - 0,08% Coverage

resources

Reference 97 - 0,08% Coverage

knowledge

Reference 98 - 0,04% Coverage

best



Reference 99 - 0,08% Coverage

practices

Reference 100 - 0,06% Coverage

support

Reference 101 - 0,04% Coverage

reach

Reference 102 - 0,08% Coverage

promising

Reference 103 - 0,10% Coverage

initiatives

Reference 104 - 0,10% Coverage

partnership

Reference 105 - 0,07% Coverage

supports

Reference 106 - 0,10% Coverage

Development

Reference 107 - 0,21% Coverage

Global Health Initiative

Reference 108 - 0,07% Coverage

Strategy

Reference 109 - 0,05% Coverage

Health

Reference 110 - 0,10% Coverage

partnership

Reference 111 - 0,04% Coverage

USAID

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Janssen
Pharmaceutical Companies Launch Healthy Minds Initiative to Spur Neuroscience Collaboration and
Support Millions Suffering from Brain Disorders ~ Johnson & Johnson> - § 160 references coded
[12,29% Coverage]

Reference 1 - 0,17% Coverage

Healthy Minds Initiative



Reference 2 - 0,03% Coverage

Spur

Reference 3 - 0,09% Coverage

Collaboration

Reference 4 - 0,05% Coverage

Support

Reference 5 - 0,09% Coverage

Healthy Minds

Reference 6 - 0,11% Coverage

Brings Together

Reference 7 - 0,04% Coverage

Solve

Reference 8 - 0,05% Coverage

Commits

Reference 9 - 0,15% Coverage

Key Research Programs

Reference 10 - 0,09% Coverage

Healthy Minds

Reference 11 - 0,09% Coverage

comprehensive

Reference 12 - 0,07% Coverage

initiative

Reference 13 - 0,07% Coverage

accelerate

Reference 14 - 0,06% Coverage

progress

Reference 15 - 0,09% Coverage

Healthy Minds

Reference 16 - 0,08% Coverage

significant



Reference 17 - 0,07% Coverage

commitment

Reference 18 - 0,09% Coverage

contributions

Reference 19 - 0,38% Coverage

the International Mental Health Research Organization

Reference 20 - 0,05% Coverage

support

Reference 21 - 0,15% Coverage

One Mind for Research

Reference 22 - 0,05% Coverage

program

Reference 23 - 0,05% Coverage

fosters

Reference 24 - 0,06% Coverage

education

Reference 25 - 0,13% Coverage

awareness-building

Reference 26 - 0,06% Coverage

programs

Reference 27 - 0,09% Coverage

Healthy Minds

Reference 28 - 0,05% Coverage

efforts

Reference 29 - 0,05% Coverage

partner

Reference 30 - 0,05% Coverage

support

Reference 31 - 0,21% Coverage

One Mind for Research program

Reference 32 - 0,07% Coverage



contribute

Reference 33 - 0,21% Coverage

One Mind for Research program

Reference 34 - 0,04% Coverage

funds

Reference 35 - 0,06% Coverage

donations

Reference 36 - 0,21% Coverage

One Mind for Research program

Reference 37 - 0,06% Coverage

partners

Reference 38 - 0,08% Coverage

participate

Reference 39 - 0,06% Coverage

program’s

Reference 40 - 0,05% Coverage

efforts

Reference 41 - 0,04% Coverage

create

Reference 42 - 0,09% Coverage

collaborative

Reference 43 - 0,06% Coverage

programs

Reference 44 - 0,05% Coverage

enhance

Reference 45 - 0,06% Coverage

discovery

Reference 46 - 0,15% Coverage

One Mind for Research

Reference 47 - 0,05% Coverage



develop

Reference 48 - 0,12% Coverage

research programs

Reference 49 - 0,07% Coverage

focused on

Reference 50 - 0,07% Coverage

break down

Reference 51 - 0,03% Coverage

help

Reference 52 - 0,04% Coverage

combat
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address



Reference 218 - 0,03% Coverage

efforts

Reference 219 - 0,03% Coverage

combat

Reference 220 - 0,06% Coverage

interventions

Reference 221 - 0,05% Coverage

QuitNowTXT

Reference 222 - 0,05% Coverage

partnership

Reference 223 - 0,22% Coverage

the U.S. Department of Health & Human Services

Reference 224 - 0,02% Coverage

help

Reference 225 - 0,05% Coverage

QuitNowTXT

Reference 226 - 0,06% Coverage

intervention

Reference 227 - 0,03% Coverage

offers

Reference 228 - 0,05% Coverage

motivation

Reference 229 - 0,06% Coverage

encouragement

Reference 230 - 0,04% Coverage

developed

Reference 231 - 0,17% Coverage

the National Cancer Institute (NCI)

Reference 232 - 0,18% Coverage

the U.S. National Institutes of Health



Reference 233 - 0,05% Coverage

initiative

Reference 234 - 0,26% Coverage

George Washington University’s Center for Global Health

Reference 235 - 0,04% Coverage

Campaign

Reference 236 - 0,06% Coverage

Tobacco-Free

Reference 237 - 0,05% Coverage

Smoke-free

Reference 238 - 0,05% Coverage

Initiative

Reference 239 - 0,05% Coverage

commitment

Reference 240 - 0,04% Coverage

encourage

Reference 241 - 0,03% Coverage

expand

Reference 242 - 0,06% Coverage

availability

Reference 243 - 0,05% Coverage

smoke-free

Reference 244 - 0,04% Coverage

provided

Reference 245 - 0,03% Coverage

grants

Reference 246 - 0,04% Coverage

donations

Reference 247 - 0,05% Coverage

assistance

Reference 248 - 0,05% Coverage



commitments

Reference 249 - 0,19% Coverage

the Millennium Development Goals (MDGs)

Reference 250 - 0,03% Coverage

Caring

Reference 251 - 0,04% Coverage

inspires

Reference 252 - 0,03% Coverage

unites

Reference 253 - 0,03% Coverage

embrace

Reference 254 - 0,05% Coverage

innovative

Reference 255 - 0,04% Coverage

services

Reference 256 - 0,03% Coverage

advance

Reference 257 - 0,03% Coverage

health

Reference 258 - 0,05% Coverage

well-being

Reference 259 - 0,04% Coverage

partners

Reference 260 - 0,05% Coverage

health care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson to Participate in Bank of America Merrill Lynch 2011 Health Care Conference ~ Johnson &
Johnson> - § 7 references coded  [2,60% Coverage]

Reference 1 - 0,30% Coverage

Participate

Reference 2 - 0,61% Coverage



Health Care Conference

Reference 3 - 0,30% Coverage

participate

Reference 4 - 0,61% Coverage

Health Care Conference

Reference 5 - 0,25% Coverage

available

Reference 6 - 0,28% Coverage

interested

Reference 7 - 0,25% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson to Participate in Deutsche Bank 36th Annual Health Care Conference ~ Johnson & Johnson>
- § 8 references coded  [2,94% Coverage]

Reference 1 - 0,31% Coverage

Participate

Reference 2 - 0,62% Coverage

Health Care Conference

Reference 3 - 0,31% Coverage

participate

Reference 4 - 0,62% Coverage

Health Care Conference

Reference 5 - 0,31% Coverage

participate

Reference 6 - 0,25% Coverage

available

Reference 7 - 0,28% Coverage

interested

Reference 8 - 0,25% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson To Participate In Morgan Stanley Global Health Care Conference ~ Johnson & Johnson (3)>
- § 7 references coded  [2,52% Coverage]



Reference 1 - 0,30% Coverage

Participate

Reference 2 - 0,59% Coverage

Health Care Conference

Reference 3 - 0,30% Coverage

participate

Reference 4 - 0,59% Coverage

Health Care Conference

Reference 5 - 0,24% Coverage

available

Reference 6 - 0,27% Coverage

interested

Reference 7 - 0,24% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson to Participate in the Piper Jaffray 23rd Annual Health Care Conference ~ Johnson &
Johnson> - § 7 references coded  [2,73% Coverage]

Reference 1 - 0,32% Coverage

Participate

Reference 2 - 0,64% Coverage

Health Care Conference

Reference 3 - 0,32% Coverage

participate

Reference 4 - 0,64% Coverage

Health Care Conference

Reference 5 - 0,26% Coverage

available

Reference 6 - 0,29% Coverage

interested

Reference 7 - 0,26% Coverage

available



<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson to Participate in the Piper Jaffray 23rd Annual Health Care Conference ~ Johnson & Johnson
(2)> - § 7 references coded  [2,74% Coverage]

Reference 1 - 0,32% Coverage

Participate

Reference 2 - 0,64% Coverage

Health Care Conference

Reference 3 - 0,32% Coverage

participate

Reference 4 - 0,64% Coverage

Health Care Conference

Reference 5 - 0,26% Coverage

available

Reference 6 - 0,29% Coverage

interested

Reference 7 - 0,26% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - JOHNSON'S
Launches Campaign to Help Ensure Families Across the Country Can 'Treasure the Joy' of a Healthy
Baby ~ Johnson & Johnson> - § 111 references coded  [7,68% Coverage]

Reference 1 - 0,07% Coverage

Campaign

Reference 2 - 0,03% Coverage

Help

Reference 3 - 0,05% Coverage

Ensure

Reference 4 - 0,07% Coverage

'Treasure

Reference 5 - 0,03% Coverage

Joy'

Reference 6 - 0,06% Coverage

Healthy

Reference 7 - 0,07% Coverage



Campaign

Reference 8 - 0,07% Coverage

supported

Reference 9 - 0,09% Coverage

In honor of

Reference 10 - 0,08% Coverage

integrated

Reference 11 - 0,07% Coverage

campaign

Reference 12 - 0,24% Coverage

TREASURING EVERYDAY
®
JOY

Reference 13 - 0,06% Coverage

charity

Reference 14 - 0,08% Coverage

initiative

Reference 15 - 0,06% Coverage

benefit

Reference 16 - 0,04% Coverage

share

Reference 17 - 0,07% Coverage

exclusive

Reference 18 - 0,04% Coverage

'joy'

Reference 19 - 0,06% Coverage

helping

Reference 20 - 0,08% Coverage

experience

Reference 21 - 0,02% Coverage

joy



Reference 22 - 0,06% Coverage

healthy

Reference 23 - 0,09% Coverage

partnership

Reference 24 - 0,07% Coverage

campaign

Reference 25 - 0,07% Coverage

designed

Reference 26 - 0,07% Coverage

encourage

Reference 27 - 0,06% Coverage

reflect

Reference 28 - 0,06% Coverage

promise

Reference 29 - 0,07% Coverage

celebrate

Reference 30 - 0,02% Coverage

joy

Reference 31 - 0,06% Coverage

ongoing

Reference 32 - 0,08% Coverage

commitment

Reference 33 - 0,06% Coverage

promise

Reference 34 - 0,05% Coverage

donate

Reference 35 - 0,06% Coverage

helping

Reference 36 - 0,07% Coverage

treasure

Reference 37 - 0,02% Coverage



joy

Reference 38 - 0,06% Coverage

healthy

Reference 39 - 0,07% Coverage

important

Reference 40 - 0,07% Coverage

treasure

Reference 41 - 0,06% Coverage

giggles

Reference 42 - 0,04% Coverage

value

Reference 43 - 0,07% Coverage

adventure

Reference 44 - 0,07% Coverage

dedicated

Reference 45 - 0,06% Coverage

trusted

Reference 46 - 0,06% Coverage

partner

Reference 47 - 0,07% Coverage

providing

Reference 48 - 0,03% Coverage

safe

Reference 49 - 0,14% Coverage

clinically proven

Reference 50 - 0,03% Coverage

mild

Reference 51 - 0,05% Coverage

gentle

Reference 52 - 0,07% Coverage



campaign

Reference 53 - 0,06% Coverage

mission

Reference 54 - 0,07% Coverage

baby care

Reference 55 - 0,09% Coverage

encouraging

Reference 56 - 0,07% Coverage

'promise'

Reference 57 - 0,06% Coverage

support

Reference 58 - 0,06% Coverage

partner

Reference 59 - 0,04% Coverage

thank

Reference 60 - 0,06% Coverage

ongoing

Reference 61 - 0,08% Coverage

commitment

Reference 62 - 0,06% Coverage

healthy

Reference 63 - 0,09% Coverage

development

Reference 64 - 0,06% Coverage

helping

Reference 65 - 0,04% Coverage

funds

Reference 66 - 0,07% Coverage

important

Reference 67 - 0,03% Coverage

help



Reference 68 - 0,05% Coverage

health

Reference 69 - 0,09% Coverage

Celebration

Reference 70 - 0,21% Coverage

theTREASURING EVERYDAY JOY

Reference 71 - 0,07% Coverage

campaign

Reference 72 - 0,09% Coverage

celebrating

Reference 73 - 0,02% Coverage

joy

Reference 74 - 0,07% Coverage

treasured

Reference 75 - 0,05% Coverage

joyful

Reference 76 - 0,06% Coverage

hosting

Reference 77 - 0,06% Coverage

winners

Reference 78 - 0,02% Coverage

win

Reference 79 - 0,06% Coverage

winners

Reference 80 - 0,12% Coverage

be eligible to

Reference 81 - 0,02% Coverage

win

Reference 82 - 0,12% Coverage

the Grand Prize



Reference 83 - 0,16% Coverage

college scholarship

Reference 84 - 0,06% Coverage

leading

Reference 85 - 0,07% Coverage

nonprofit

Reference 86 - 0,05% Coverage

health

Reference 87 - 0,06% Coverage

improve

Reference 88 - 0,05% Coverage

health

Reference 89 - 0,08% Coverage

preventing

Reference 90 - 0,07% Coverage

resources

Reference 91 - 0,07% Coverage

tradition

Reference 92 - 0,07% Coverage

providing

Reference 93 - 0,03% Coverage

pure

Reference 94 - 0,03% Coverage

mild

Reference 95 - 0,05% Coverage

gentle

Reference 96 - 0,14% Coverage

clinically-proven

Reference 97 - 0,06% Coverage

trusted

Reference 98 - 0,07% Coverage



baby care

Reference 99 - 0,16% Coverage

clinical assessment

Reference 100 - 0,05% Coverage

ensure

Reference 101 - 0,07% Coverage

rigorous

Reference 102 - 0,07% Coverage

standards

Reference 103 - 0,04% Coverage

pride

Reference 104 - 0,11% Coverage

continuing to

Reference 105 - 0,05% Coverage

create

Reference 106 - 0,20% Coverage

healthcare professionals

Reference 107 - 0,03% Coverage

best

Reference 108 - 0,08% Coverage

essentials

Reference 109 - 0,09% Coverage

innovations

Reference 110 - 0,07% Coverage

baby care

Reference 111 - 0,07% Coverage

offerings

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Neutrogena®
Wave for Change™ Donates Over a Quarter of Million Dollars to Benefit Disaster Relief, Education &
Environmental Charities ~ Johnson & Johnson> - § 109 references coded  [11,48% Coverage]

Reference 1 - 0,16% Coverage



Wave for Change

Reference 2 - 0,07% Coverage

Donates

Reference 3 - 0,07% Coverage

Benefit

Reference 4 - 0,16% Coverage

Disaster Relief

Reference 5 - 0,09% Coverage

Education

Reference 6 - 0,13% Coverage

Environmental

Reference 7 - 0,09% Coverage

Charities

Reference 8 - 0,05% Coverage

Power

Reference 9 - 0,06% Coverage

Affect

Reference 10 - 0,06% Coverage

Impact

Reference 11 - 0,26% Coverage

dermatologist-recommended

Reference 12 - 0,10% Coverage

successful

Reference 13 - 0,16% Coverage

Wave for Change

Reference 14 - 0,08% Coverage

Campaign

Reference 15 - 0,10% Coverage

charitable

Reference 16 - 0,07% Coverage

program



Reference 17 - 0,04% Coverage

easy

Reference 18 - 0,07% Coverage

program

Reference 19 - 0,19% Coverage

be put to good use

Reference 20 - 0,07% Coverage

helping

Reference 21 - 0,09% Coverage

education

Reference 22 - 0,07% Coverage

helping

Reference 23 - 0,07% Coverage

protect

Reference 24 - 0,10% Coverage

rebuilding

Reference 25 - 0,07% Coverage

donated

Reference 26 - 0,11% Coverage

opportunity

Reference 27 - 0,08% Coverage

learning

Reference 28 - 0,06% Coverage

voting

Reference 29 - 0,08% Coverage

favorite

Reference 30 - 0,09% Coverage

charities

Reference 31 - 0,09% Coverage

Education



Reference 32 - 0,18% Coverage

Disaster Recovery

Reference 33 - 0,07% Coverage

winning

Reference 34 - 0,09% Coverage

charities

Reference 35 - 0,08% Coverage

programs

Reference 36 - 0,09% Coverage

Education

Reference 37 - 0,07% Coverage

Protect

Reference 38 - 0,07% Coverage

Greater

Reference 39 - 0,10% Coverage

Foundation

Reference 40 - 0,16% Coverage

Disaster Relief

Reference 41 - 0,16% Coverage

Wave for Change

Reference 42 - 0,08% Coverage

donation

Reference 43 - 0,13% Coverage

Global Giving

Reference 44 - 0,06% Coverage

causes

Reference 45 - 0,12% Coverage

appreciation

Reference 46 - 0,13% Coverage

participation

Reference 47 - 0,11% Coverage



in honor of

Reference 48 - 0,09% Coverage

inspiring

Reference 49 - 0,42% Coverage

Junior Achievement of Southern California

Reference 50 - 0,17% Coverage

School on Wheels

Reference 51 - 0,09% Coverage

Education

Reference 52 - 0,30% Coverage

Friends of the Columbia Gorge

Reference 53 - 0,09% Coverage

TanzSolar

Reference 54 - 0,18% Coverage

Save the Children

Reference 55 - 0,14% Coverage

Living Dreams’

Reference 56 - 0,07% Coverage

Project

Reference 57 - 0,16% Coverage

Disaster Relief

Reference 58 - 0,16% Coverage

Wave for Change

Reference 59 - 0,07% Coverage

donated

Reference 60 - 0,12% Coverage

GlobalGiving

Reference 61 - 0,07% Coverage

amazing

Reference 62 - 0,06% Coverage



causes

Reference 63 - 0,10% Coverage

incredible

Reference 64 - 0,13% Coverage

come together

Reference 65 - 0,08% Coverage

campaign

Reference 66 - 0,06% Coverage

bigger

Reference 67 - 0,12% Coverage

participated

Reference 68 - 0,07% Coverage

program

Reference 69 - 0,16% Coverage

Wave for Change

Reference 70 - 0,09% Coverage

available

Reference 71 - 0,11% Coverage

exclusively

Reference 72 - 0,09% Coverage

extremely

Reference 73 - 0,07% Coverage

popular

Reference 74 - 0,08% Coverage

designed

Reference 75 - 0,06% Coverage

causes

Reference 76 - 0,16% Coverage

Disaster Relief

Reference 77 - 0,09% Coverage

Education



Reference 78 - 0,07% Coverage

program

Reference 79 - 0,06% Coverage

impact

Reference 80 - 0,06% Coverage

leader

Reference 81 - 0,07% Coverage

premium

Reference 82 - 0,26% Coverage

dermatologist-recommended

Reference 83 - 0,09% Coverage

providing

Reference 84 - 0,06% Coverage

health

Reference 85 - 0,06% Coverage

beauty

Reference 86 - 0,12% Coverage

improvements

Reference 87 - 0,04% Coverage

care

Reference 88 - 0,13% Coverage

comprehensive

Reference 89 - 0,21% Coverage

health care products

Reference 90 - 0,12% Coverage

GlobalGiving

Reference 91 - 0,12% Coverage

GlobalGiving

Reference 92 - 0,07% Coverage

leading



Reference 93 - 0,12% Coverage

philanthropy

Reference 94 - 0,07% Coverage

mission

Reference 95 - 0,04% Coverage

good

Reference 96 - 0,06% Coverage

donors

Reference 97 - 0,06% Coverage

causes

Reference 98 - 0,04% Coverage

care

Reference 99 - 0,12% Coverage

GlobalGiving

Reference 100 - 0,08% Coverage

maximize

Reference 101 - 0,06% Coverage

impact

Reference 102 - 0,11% Coverage

efficiently

Reference 103 - 0,13% Coverage

transparently

Reference 104 - 0,09% Coverage

donations

Reference 105 - 0,08% Coverage

projects

Reference 106 - 0,12% Coverage

GlobalGiving

Reference 107 - 0,06% Coverage

helped

Reference 108 - 0,06% Coverage



donors

Reference 109 - 0,08% Coverage

projects

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Dermatologist,
Optometrist Share Important Information About Complete UV Protection On New Edition Of Healthy
Vision™ With Dr. Val Jones ~ Johnson & Johnson> - § 40 references coded  [3,41% Coverage]

Reference 1 - 0,10% Coverage

Important

Reference 2 - 0,09% Coverage

Complete

Reference 3 - 0,14% Coverage

UV Protection

Reference 4 - 0,08% Coverage

Healthy

Reference 5 - 0,03% Coverage

sun

Reference 6 - 0,06% Coverage

summer

Reference 7 - 0,08% Coverage

Healthy

Reference 8 - 0,11% Coverage

importance

Reference 9 - 0,11% Coverage

protecting

Reference 10 - 0,05% Coverage

sun’s

Reference 11 - 0,03% Coverage

sun

Reference 12 - 0,03% Coverage

sun

Reference 13 - 0,10% Coverage



important

Reference 14 - 0,08% Coverage

maximum

Reference 15 - 0,11% Coverage

protection

Reference 16 - 0,03% Coverage

sun

Reference 17 - 0,04% Coverage

nice

Reference 18 - 0,08% Coverage

protect

Reference 19 - 0,16% Coverage

recommendations

Reference 20 - 0,23% Coverage

eye care professional

Reference 21 - 0,09% Coverage

eye exam

Reference 22 - 0,08% Coverage

Healthy

Reference 23 - 0,11% Coverage

devoted to

Reference 24 - 0,10% Coverage

educating

Reference 25 - 0,10% Coverage

improving

Reference 26 - 0,06% Coverage

health

Reference 27 - 0,08% Coverage

program

Reference 28 - 0,14% Coverage

Better Health



Reference 29 - 0,08% Coverage

popular

Reference 30 - 0,06% Coverage

health

Reference 31 - 0,03% Coverage

won

Reference 32 - 0,33% Coverage

The Best New Medical Blog award

Reference 33 - 0,06% Coverage

health

Reference 34 - 0,04% Coverage

Free

Reference 35 - 0,08% Coverage

Healthy

Reference 36 - 0,04% Coverage

best

Reference 37 - 0,04% Coverage

Care

Reference 38 - 0,04% Coverage

Care

Reference 39 - 0,08% Coverage

Healthy

Reference 40 - 0,04% Coverage

Care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Ethicon
Endo-Surgery Highlights Commitment to Nurse Education, Patient Safety and Key Product Innovations
at the Association for Perioperative Registered Nurses (AORN) Conference ~ Johnson & Johnson> - §
135 references coded  [10,49% Coverage]

Reference 1 - 0,07% Coverage

Commitment

Reference 2 - 0,06% Coverage

Education



Reference 3 - 0,10% Coverage

Patient Safety

Reference 4 - 0,17% Coverage

Key Product Innovations

Reference 5 - 0,04% Coverage

guides

Reference 6 - 0,18% Coverage

hands-on product training

Reference 7 - 0,06% Coverage

dedicated

Reference 8 - 0,17% Coverage

online education portal

Reference 9 - 0,05% Coverage

advance

Reference 10 - 0,06% Coverage

knowledge

Reference 11 - 0,07% Coverage

procedures

Reference 12 - 0,09% Coverage

technologies

Reference 13 - 0,04% Coverage

ensure

Reference 14 - 0,03% Coverage

best

Reference 15 - 0,03% Coverage

care

Reference 16 - 0,04% Coverage

safety

Reference 17 - 0,07% Coverage

commitment



Reference 18 - 0,06% Coverage

providing

Reference 19 - 0,06% Coverage

training

Reference 20 - 0,09% Coverage

advancements

Reference 21 - 0,07% Coverage

procedures

Reference 22 - 0,07% Coverage

technology

Reference 23 - 0,04% Coverage

offer

Reference 24 - 0,27% Coverage

Continuing Education (CE) study guides

Reference 25 - 0,18% Coverage

hands-on product training

Reference 26 - 0,14% Coverage

surgical innovations

Reference 27 - 0,06% Coverage

access to

Reference 28 - 0,06% Coverage

dedicated

Reference 29 - 0,06% Coverage

education

Reference 30 - 0,09% Coverage

Study Guides

Reference 31 - 0,09% Coverage

study guides

Reference 32 - 0,09% Coverage

Efficiencies

Reference 33 - 0,04% Coverage



Better

Reference 34 - 0,04% Coverage

Legend

Reference 35 - 0,07% Coverage

completing

Reference 36 - 0,09% Coverage

study guides

Reference 37 - 0,12% Coverage

self-study guides

Reference 38 - 0,08% Coverage

participate

Reference 39 - 0,12% Coverage

hands-on training

Reference 40 - 0,14% Coverage

surgical innovations

Reference 41 - 0,08% Coverage

innovations

Reference 42 - 0,06% Coverage

enhanced

Reference 43 - 0,06% Coverage

stability

Reference 44 - 0,06% Coverage

Developed

Reference 45 - 0,09% Coverage

collaboration

Reference 46 - 0,05% Coverage

greater

Reference 47 - 0,06% Coverage

stability

Reference 48 - 0,06% Coverage



reduction

Reference 49 - 0,06% Coverage

advanced

Reference 50 - 0,06% Coverage

achieving

Reference 51 - 0,04% Coverage

strong

Reference 52 - 0,04% Coverage

gentle

Reference 53 - 0,06% Coverage

improved

Reference 54 - 0,05% Coverage

improve

Reference 55 - 0,05% Coverage

advance

Reference 56 - 0,06% Coverage

allowing

Reference 57 - 0,06% Coverage

focus on

Reference 58 - 0,07% Coverage

Convenient

Reference 59 - 0,06% Coverage

Education

Reference 60 - 0,05% Coverage

ability

Reference 61 - 0,06% Coverage

complete

Reference 62 - 0,12% Coverage

first-of-its-kind

Reference 63 - 0,03% Coverage

tool



Reference 64 - 0,05% Coverage

enables

Reference 65 - 0,14% Coverage

healthcare providers

Reference 66 - 0,06% Coverage

customize

Reference 67 - 0,12% Coverage

learning journey

Reference 68 - 0,06% Coverage

allowing

Reference 69 - 0,17% Coverage

educational environment

Reference 70 - 0,03% Coverage

best

Reference 71 - 0,07% Coverage

objectives

Reference 72 - 0,17% Coverage

healthcare professionals

Reference 73 - 0,07% Coverage

customized

Reference 74 - 0,06% Coverage

awareness

Reference 75 - 0,06% Coverage

knowledge

Reference 76 - 0,04% Coverage

skills

Reference 77 - 0,07% Coverage

confidence

Reference 78 - 0,06% Coverage

effective



Reference 79 - 0,09% Coverage

technologies

Reference 80 - 0,07% Coverage

procedures

Reference 81 - 0,04% Coverage

offers

Reference 82 - 0,07% Coverage

activities

Reference 83 - 0,09% Coverage

comprehensive

Reference 84 - 0,14% Coverage

education materials

Reference 85 - 0,03% Coverage

rich

Reference 86 - 0,06% Coverage

exercises

Reference 87 - 0,06% Coverage

provides

Reference 88 - 0,13% Coverage

learning resources

Reference 89 - 0,05% Coverage

focused

Reference 90 - 0,15% Coverage

surgical technologies

Reference 91 - 0,03% Coverage

best

Reference 92 - 0,06% Coverage

practices

Reference 93 - 0,05% Coverage

enables

Reference 94 - 0,06% Coverage



progress

Reference 95 - 0,10% Coverage

learning goals

Reference 96 - 0,08% Coverage

incorporate

Reference 97 - 0,14% Coverage

educational courses

Reference 98 - 0,07% Coverage

convenient

Reference 99 - 0,06% Coverage

Education

Reference 100 - 0,06% Coverage

available

Reference 101 - 0,04% Coverage

assist

Reference 102 - 0,03% Coverage

help

Reference 103 - 0,04% Coverage

tailor

Reference 104 - 0,12% Coverage

learning journey

Reference 105 - 0,06% Coverage

interests

Reference 106 - 0,08% Coverage

specialties

Reference 107 - 0,14% Coverage

education objectives

Reference 108 - 0,06% Coverage

evolving

Reference 109 - 0,06% Coverage



targeted

Reference 110 - 0,07% Coverage

convenient

Reference 111 - 0,13% Coverage

learning resources

Reference 112 - 0,04% Coverage

ensure

Reference 113 - 0,08% Coverage

continue to

Reference 114 - 0,04% Coverage

serve

Reference 115 - 0,03% Coverage

best

Reference 116 - 0,06% Coverage

advocates

Reference 117 - 0,09% Coverage

Professional

Reference 118 - 0,06% Coverage

Education

Reference 119 - 0,09% Coverage

committed to

Reference 120 - 0,07% Coverage

fulfilling

Reference 121 - 0,05% Coverage

serving

Reference 122 - 0,12% Coverage

education leader

Reference 123 - 0,06% Coverage

Sponsored

Reference 124 - 0,07% Coverage

Activities



Reference 125 - 0,05% Coverage

Sponsor

Reference 126 - 0,05% Coverage

Sponsor

Reference 127 - 0,14% Coverage

Amazing Nurses Award

Reference 128 - 0,14% Coverage

Amazing Nurses Award

Reference 129 - 0,06% Coverage

develops

Reference 130 - 0,06% Coverage

advanced

Reference 131 - 0,08% Coverage

focusing on

Reference 132 - 0,13% Coverage

procedure-enabling

Reference 133 - 0,06% Coverage

diagnosis

Reference 134 - 0,06% Coverage

treatment

Reference 135 - 0,04% Coverage

health

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Future impact of
environmental scorecards, hospital global purchasing guidelines revealed in new report at 2012
CleanMed Europe Conference ~ Johnson & Johnson> - § 145 references coded  [10,24% Coverage]

Reference 1 - 0,15% Coverage

environmental scorecards

Reference 2 - 0,06% Coverage

guidelines

Reference 3 - 0,04% Coverage

greener



Reference 4 - 0,04% Coverage

mission

Reference 5 - 0,04% Coverage

healing

Reference 6 - 0,06% Coverage

long-term

Reference 7 - 0,09% Coverage

sustainability

Reference 8 - 0,16% Coverage

health care organizations

Reference 9 - 0,06% Coverage

increased

Reference 10 - 0,07% Coverage

sustainable

Reference 11 - 0,07% Coverage

health care

Reference 12 - 0,04% Coverage

greener

Reference 13 - 0,06% Coverage

guidelines

Reference 14 - 0,15% Coverage

health care institutions

Reference 15 - 0,17% Coverage

health care industry leaders

Reference 16 - 0,08% Coverage

environmental

Reference 17 - 0,04% Coverage

health

Reference 18 - 0,04% Coverage

safety

Reference 19 - 0,09% Coverage



sustainability

Reference 20 - 0,03% Coverage

clear

Reference 21 - 0,12% Coverage

health care industry

Reference 22 - 0,06% Coverage

embracing

Reference 23 - 0,09% Coverage

sustainability

Reference 24 - 0,09% Coverage

driving factor

Reference 25 - 0,04% Coverage

greener

Reference 26 - 0,05% Coverage

improved

Reference 27 - 0,07% Coverage

health care

Reference 28 - 0,03% Coverage

lower

Reference 29 - 0,04% Coverage

greener

Reference 30 - 0,09% Coverage

sustainability

Reference 31 - 0,12% Coverage

health care industry

Reference 32 - 0,12% Coverage

health care experts

Reference 33 - 0,09% Coverage

thought leaders

Reference 34 - 0,07% Coverage



Sustainable

Reference 35 - 0,12% Coverage

Health Care Industry

Reference 36 - 0,03% Coverage

probe

Reference 37 - 0,04% Coverage

offered

Reference 38 - 0,07% Coverage

eye-opening

Reference 39 - 0,03% Coverage

green

Reference 40 - 0,06% Coverage

important

Reference 41 - 0,06% Coverage

solutions

Reference 42 - 0,11% Coverage

energy efficiency

Reference 43 - 0,06% Coverage

important

Reference 44 - 0,03% Coverage

green

Reference 45 - 0,07% Coverage

sustainable

Reference 46 - 0,04% Coverage

expect

Reference 47 - 0,03% Coverage

green

Reference 48 - 0,05% Coverage

interest

Reference 49 - 0,06% Coverage

guidelines



Reference 50 - 0,04% Coverage

greener

Reference 51 - 0,11% Coverage

expert interviews

Reference 52 - 0,12% Coverage

health care leaders

Reference 53 - 0,16% Coverage

sustainability scorecards

Reference 54 - 0,04% Coverage

provide

Reference 55 - 0,08% Coverage

environmental

Reference 56 - 0,32% Coverage

Environmentally Preferred Purchasing (EPP) programs

Reference 57 - 0,04% Coverage

achieve

Reference 58 - 0,03% Coverage

goals

Reference 59 - 0,06% Coverage

important

Reference 60 - 0,06% Coverage

interested

Reference 61 - 0,07% Coverage

sustainable

Reference 62 - 0,12% Coverage

health care products

Reference 63 - 0,07% Coverage

transparency

Reference 64 - 0,06% Coverage

important



Reference 65 - 0,15% Coverage

Health Care Without Harm

Reference 66 - 0,06% Coverage

coalition

Reference 67 - 0,07% Coverage

sustainable

Reference 68 - 0,13% Coverage

health care advocates

Reference 69 - 0,02% Coverage

care

Reference 70 - 0,04% Coverage

experts

Reference 71 - 0,08% Coverage

proliferation

Reference 72 - 0,09% Coverage

sustainability

Reference 73 - 0,14% Coverage

health care purchasing

Reference 74 - 0,12% Coverage

Practice Greenhealth

Reference 75 - 0,09% Coverage

not-for-profit

Reference 76 - 0,06% Coverage

encourages

Reference 77 - 0,08% Coverage

environmental

Reference 78 - 0,09% Coverage

best practices

Reference 79 - 0,07% Coverage

health care

Reference 80 - 0,07% Coverage



sustainable

Reference 81 - 0,11% Coverage

energy- efficiency

Reference 82 - 0,07% Coverage

sustainable

Reference 83 - 0,09% Coverage

waste reduction

Reference 84 - 0,03% Coverage

local

Reference 85 - 0,06% Coverage

healthier

Reference 86 - 0,04% Coverage

Experts

Reference 87 - 0,04% Coverage

greener

Reference 88 - 0,05% Coverage

balanced

Reference 89 - 0,04% Coverage

strong

Reference 90 - 0,05% Coverage

focus on

Reference 91 - 0,04% Coverage

mission

Reference 92 - 0,04% Coverage

caring

Reference 93 - 0,07% Coverage

well- being

Reference 94 - 0,04% Coverage

safety

Reference 95 - 0,04% Coverage



secure

Reference 96 - 0,07% Coverage

endorsement

Reference 97 - 0,07% Coverage

human health

Reference 98 - 0,06% Coverage

recognized

Reference 99 - 0,04% Coverage

growing

Reference 100 - 0,04% Coverage

desire

Reference 101 - 0,04% Coverage

greener

Reference 102 - 0,09% Coverage

sustainability

Reference 103 - 0,06% Coverage

commitment

Reference 104 - 0,06% Coverage

supported

Reference 105 - 0,08% Coverage

comprehensive

Reference 106 - 0,21% Coverage

environmental management structure

Reference 107 - 0,07% Coverage

recognition

Reference 108 - 0,12% Coverage

assessment processes

Reference 109 - 0,09% Coverage

accountability

Reference 110 - 0,05% Coverage

progress



Reference 111 - 0,16% Coverage

Healthy Future 2015 Goals

Reference 112 - 0,02% Coverage

help

Reference 113 - 0,03% Coverage

goals

Reference 114 - 0,07% Coverage

established

Reference 115 - 0,06% Coverage

developing

Reference 116 - 0,04% Coverage

greener

Reference 117 - 0,02% Coverage

goal

Reference 118 - 0,06% Coverage

developing

Reference 119 - 0,07% Coverage

recognizing

Reference 120 - 0,06% Coverage

recognized

Reference 121 - 0,04% Coverage

reduce

Reference 122 - 0,05% Coverage

striving

Reference 123 - 0,07% Coverage

performance

Reference 124 - 0,07% Coverage

comply with

Reference 125 - 0,05% Coverage

protects



Reference 126 - 0,05% Coverage

nurtures

Reference 127 - 0,04% Coverage

beauty

Reference 128 - 0,05% Coverage

achieved

Reference 129 - 0,06% Coverage

reduction

Reference 130 - 0,04% Coverage

aiming

Reference 131 - 0,07% Coverage

sustainable

Reference 132 - 0,12% Coverage

health care industry

Reference 133 - 0,16% Coverage

health care professionals

Reference 134 - 0,06% Coverage

completed

Reference 135 - 0,06% Coverage

completed

Reference 136 - 0,06% Coverage

completed

Reference 137 - 0,04% Coverage

Caring

Reference 138 - 0,05% Coverage

inspires

Reference 139 - 0,04% Coverage

unites

Reference 140 - 0,04% Coverage

embrace

Reference 141 - 0,06% Coverage



innovative

Reference 142 - 0,04% Coverage

advance

Reference 143 - 0,04% Coverage

health

Reference 144 - 0,06% Coverage

well-being

Reference 145 - 0,07% Coverage

health care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Janssen
Connected Health Challenge Europe 2012 Launching To Spur Healthcare Innovation ~ Johnson &
Johnson> - § 115 references coded  [15,60% Coverage]

Reference 1 - 0,38% Coverage

Janssen Connected Health Challenge

Reference 2 - 0,11% Coverage

Healthcare

Reference 3 - 0,11% Coverage

Innovation

Reference 4 - 0,38% Coverage

Janssen Connected Health Challenge

Reference 5 - 0,18% Coverage

transformational

Reference 6 - 0,04% Coverage

care

Reference 7 - 0,07% Coverage

offers

Reference 8 - 0,07% Coverage

awards

Reference 9 - 0,08% Coverage

develop

Reference 10 - 0,08% Coverage



winning

Reference 11 - 0,10% Coverage

solutions

Reference 12 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 13 - 0,38% Coverage

Janssen Connected Health Challenge

Reference 14 - 0,12% Coverage

partnership

Reference 15 - 0,43% Coverage

The Janssen Connected Health Challenge

Reference 16 - 0,22% Coverage

technology solutions

Reference 17 - 0,08% Coverage

improve

Reference 18 - 0,04% Coverage

care

Reference 19 - 0,09% Coverage

Enabling

Reference 20 - 0,29% Coverage

personal health management

Reference 21 - 0,11% Coverage

technology

Reference 22 - 0,08% Coverage

quality

Reference 23 - 0,04% Coverage

care

Reference 24 - 0,12% Coverage

Maintaining

Reference 25 - 0,13% Coverage

adherence to



Reference 26 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 27 - 0,06% Coverage

award

Reference 28 - 0,08% Coverage

support

Reference 29 - 0,12% Coverage

development

Reference 30 - 0,04% Coverage

best

Reference 31 - 0,08% Coverage

benefit

Reference 32 - 0,08% Coverage

funding

Reference 33 - 0,11% Coverage

mentorship

Reference 34 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 35 - 0,04% Coverage

help

Reference 36 - 0,08% Coverage

advance

Reference 37 - 0,12% Coverage

development

Reference 38 - 0,08% Coverage

experts

Reference 39 - 0,08% Coverage

able to

Reference 40 - 0,10% Coverage

expertise



Reference 41 - 0,13% Coverage

capabilities

Reference 42 - 0,10% Coverage

resources

Reference 43 - 0,09% Coverage

advances

Reference 44 - 0,10% Coverage

solutions

Reference 45 - 0,11% Coverage

healthcare

Reference 46 - 0,08% Coverage

winners

Reference 47 - 0,10% Coverage

solutions

Reference 48 - 0,11% Coverage

visibility

Reference 49 - 0,11% Coverage

mentorship

Reference 50 - 0,04% Coverage

free

Reference 51 - 0,11% Coverage

pursuit of

Reference 52 - 0,08% Coverage

rewards

Reference 53 - 0,11% Coverage

mentorship

Reference 54 - 0,06% Coverage

offer

Reference 55 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 56 - 0,17% Coverage



look forward to

Reference 57 - 0,09% Coverage

creative

Reference 58 - 0,10% Coverage

solutions

Reference 59 - 0,10% Coverage

providing

Reference 60 - 0,08% Coverage

support

Reference 61 - 0,09% Coverage

greatest

Reference 62 - 0,10% Coverage

potential

Reference 63 - 0,06% Coverage

solve

Reference 64 - 0,08% Coverage

improve

Reference 65 - 0,04% Coverage

care

Reference 66 - 0,08% Coverage

ongoing

Reference 67 - 0,11% Coverage

commitment

Reference 68 - 0,10% Coverage

enhancing

Reference 69 - 0,08% Coverage

quality

Reference 70 - 0,10% Coverage

access to

Reference 71 - 0,04% Coverage



care

Reference 72 - 0,11% Coverage

continuous

Reference 73 - 0,13% Coverage

improvements

Reference 74 - 0,18% Coverage

transformational

Reference 75 - 0,11% Coverage

innovation

Reference 76 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 77 - 0,15% Coverage

opportunities

Reference 78 - 0,12% Coverage

significant

Reference 79 - 0,12% Coverage

improvement

Reference 80 - 0,29% Coverage

Connected Health Challenge

Reference 81 - 0,07% Coverage

reward

Reference 82 - 0,04% Coverage

best

Reference 83 - 0,10% Coverage

solutions

Reference 84 - 0,20% Coverage

innovation-focused

Reference 85 - 0,09% Coverage

benefits

Reference 86 - 0,13% Coverage

reaching out



Reference 87 - 0,16% Coverage

market-leading

Reference 88 - 0,13% Coverage

capabilities

Reference 89 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 90 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 91 - 0,16% Coverage

collaborations

Reference 92 - 0,33% Coverage

Janssen Healthcare Innovation

Reference 93 - 0,11% Coverage

developing

Reference 94 - 0,09% Coverage

services

Reference 95 - 0,13% Coverage

high quality

Reference 96 - 0,16% Coverage

cost effective

Reference 97 - 0,11% Coverage

healthcare

Reference 98 - 0,12% Coverage

initiatives

Reference 99 - 0,10% Coverage

solutions

Reference 100 - 0,11% Coverage

healthcare

Reference 101 - 0,11% Coverage

optimizing



Reference 102 - 0,11% Coverage

healthcare

Reference 103 - 0,12% Coverage

maintenance

Reference 104 - 0,07% Coverage

health

Reference 105 - 0,11% Coverage

innovative

Reference 106 - 0,10% Coverage

financing

Reference 107 - 0,11% Coverage

healthcare

Reference 108 - 0,09% Coverage

projects

Reference 109 - 0,08% Coverage

enhance

Reference 110 - 0,10% Coverage

improving

Reference 111 - 0,13% Coverage

adherence to

Reference 112 - 0,12% Coverage

development

Reference 113 - 0,12% Coverage

modernising

Reference 114 - 0,43% Coverage

the Janssen Connected Health Challenge

Reference 115 - 0,33% Coverage

Janssen Healthcare Innovation

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Janssen
Healthcare Innovation Announces JANSSEN CONNECTED CARE CHALLENGE to Spur Innovation in
Patient Care ~ Johnson & Johnson> - § 192 references coded  [17,04% Coverage]

Reference 1 - 0,19% Coverage



Janssen Healthcare Innovation

Reference 2 - 0,21% Coverage

JANSSEN CONNECTED CARE CHALLENGE

Reference 3 - 0,07% Coverage

Innovation

Reference 4 - 0,08% Coverage

Patient Care

Reference 5 - 0,21% Coverage

Janssen Connected Care Challenge

Reference 6 - 0,03% Coverage

care

Reference 7 - 0,04% Coverage

offers

Reference 8 - 0,04% Coverage

awards

Reference 9 - 0,05% Coverage

develop

Reference 10 - 0,05% Coverage

winning

Reference 11 - 0,06% Coverage

solutions

Reference 12 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 13 - 0,24% Coverage

the Janssen Connected Care Challenge

Reference 14 - 0,20% Coverage

Health Care Innovations Summit

Reference 15 - 0,24% Coverage

The Janssen Connected Care Challenge

Reference 16 - 0,13% Coverage



technology solutions

Reference 17 - 0,05% Coverage

improve

Reference 18 - 0,08% Coverage

coordination

Reference 19 - 0,03% Coverage

care

Reference 20 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 21 - 0,03% Coverage

award

Reference 22 - 0,05% Coverage

support

Reference 23 - 0,07% Coverage

development

Reference 24 - 0,05% Coverage

improve

Reference 25 - 0,07% Coverage

healthcare

Reference 26 - 0,06% Coverage

finalists

Reference 27 - 0,05% Coverage

benefit

Reference 28 - 0,05% Coverage

funding

Reference 29 - 0,04% Coverage

expert

Reference 30 - 0,09% Coverage

collaboration

Reference 31 - 0,06% Coverage

retaining



Reference 32 - 0,08% Coverage

independence

Reference 33 - 0,05% Coverage

experts

Reference 34 - 0,05% Coverage

able to

Reference 35 - 0,06% Coverage

expertise

Reference 36 - 0,08% Coverage

capabilities

Reference 37 - 0,06% Coverage

resources

Reference 38 - 0,05% Coverage

advances

Reference 39 - 0,06% Coverage

solutions

Reference 40 - 0,07% Coverage

healthcare

Reference 41 - 0,05% Coverage

support

Reference 42 - 0,07% Coverage

continuous

Reference 43 - 0,07% Coverage

innovation

Reference 44 - 0,05% Coverage

develop

Reference 45 - 0,03% Coverage

tools

Reference 46 - 0,07% Coverage

frameworks



Reference 47 - 0,06% Coverage

standards

Reference 48 - 0,06% Coverage

transform

Reference 49 - 0,07% Coverage

healthcare

Reference 50 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 51 - 0,03% Coverage

hope

Reference 52 - 0,24% Coverage

the Janssen Connected Care Challenge

Reference 53 - 0,05% Coverage

inspire

Reference 54 - 0,03% Coverage

best

Reference 55 - 0,06% Coverage

brightest

Reference 56 - 0,05% Coverage

develop

Reference 57 - 0,06% Coverage

effective

Reference 58 - 0,06% Coverage

solutions

Reference 59 - 0,05% Coverage

deployed

Reference 60 - 0,07% Coverage

meaningful

Reference 61 - 0,04% Coverage

impact

Reference 62 - 0,19% Coverage



Janssen Healthcare Innovation

Reference 63 - 0,07% Coverage

improvement

Reference 64 - 0,24% Coverage

the Janssen Connected Care Challenge

Reference 65 - 0,04% Coverage

effort

Reference 66 - 0,03% Coverage

best

Reference 67 - 0,03% Coverage

goal

Reference 68 - 0,05% Coverage

improve

Reference 69 - 0,07% Coverage

technology

Reference 70 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 71 - 0,09% Coverage

collaborating

Reference 72 - 0,33% Coverage

the National Transitions of Care Coalition (NTOCC)

Reference 73 - 0,06% Coverage

providing

Reference 74 - 0,05% Coverage

experts

Reference 75 - 0,07% Coverage

participate

Reference 76 - 0,28% Coverage

The National Transitions of Care Coalition

Reference 77 - 0,03% Coverage



proud

Reference 78 - 0,05% Coverage

support

Reference 79 - 0,06% Coverage

important

Reference 80 - 0,07% Coverage

initiative

Reference 81 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 82 - 0,05% Coverage

believe

Reference 83 - 0,24% Coverage

the Janssen Connected Care Challenge

Reference 84 - 0,07% Coverage

healthcare

Reference 85 - 0,06% Coverage

improving

Reference 86 - 0,03% Coverage

care

Reference 87 - 0,07% Coverage

reinforces

Reference 88 - 0,06% Coverage

essential

Reference 89 - 0,05% Coverage

improved

Reference 90 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 91 - 0,15% Coverage

Care Innovations Summit

Reference 92 - 0,30% Coverage

the Center for Medicare & Medicaid Innovation



Reference 93 - 0,23% Coverage

The West Wireless Health Institute

Reference 94 - 0,09% Coverage

Health Affairs

Reference 95 - 0,09% Coverage

collaboration

Reference 96 - 0,34% Coverage

the National Coordinator at Health & Human Services

Reference 97 - 0,05% Coverage

invited

Reference 98 - 0,09% Coverage

collaborators

Reference 99 - 0,07% Coverage

participate

Reference 100 - 0,05% Coverage

designed

Reference 101 - 0,07% Coverage

facilitate

Reference 102 - 0,05% Coverage

dialogue

Reference 103 - 0,04% Coverage

action

Reference 104 - 0,04% Coverage

better

Reference 105 - 0,03% Coverage

care

Reference 106 - 0,04% Coverage

better

Reference 107 - 0,04% Coverage

health



Reference 108 - 0,03% Coverage

lower

Reference 109 - 0,07% Coverage

continuous

Reference 110 - 0,07% Coverage

improvement

Reference 111 - 0,06% Coverage

available

Reference 112 - 0,03% Coverage

best

Reference 113 - 0,04% Coverage

create

Reference 114 - 0,04% Coverage

better

Reference 115 - 0,11% Coverage

healthcare system

Reference 116 - 0,05% Coverage

exciting

Reference 117 - 0,06% Coverage

solutions

Reference 118 - 0,03% Coverage

help

Reference 119 - 0,24% Coverage

the Janssen Connected Care Challenge

Reference 120 - 0,05% Coverage

awarded

Reference 121 - 0,07% Coverage

opportunity

Reference 122 - 0,12% Coverage

healthcare experts

Reference 123 - 0,04% Coverage



refine

Reference 124 - 0,05% Coverage

solution

Reference 125 - 0,04% Coverage

winner

Reference 126 - 0,05% Coverage

awarded

Reference 127 - 0,03% Coverage

help

Reference 128 - 0,05% Coverage

develop

Reference 129 - 0,18% Coverage

the Care Innovations Summit

Reference 130 - 0,29% Coverage

the Department of Health and Human Services

Reference 131 - 0,29% Coverage

the Centers for Medicare & Medicaid Services

Reference 132 - 0,09% Coverage

Health Affairs

Reference 133 - 0,23% Coverage

the West Wireless Health Institute

Reference 134 - 0,18% Coverage

the Care Innovations Summit

Reference 135 - 0,10% Coverage

brings together

Reference 136 - 0,12% Coverage

healthcare leaders

Reference 137 - 0,07% Coverage

innovators

Reference 138 - 0,05% Coverage



experts

Reference 139 - 0,06% Coverage

stimulate

Reference 140 - 0,07% Coverage

investment

Reference 141 - 0,08% Coverage

high-quality

Reference 142 - 0,07% Coverage

sustainable

Reference 143 - 0,11% Coverage

healthcare system

Reference 144 - 0,15% Coverage

the Affordable Care Act

Reference 145 - 0,07% Coverage

commitment

Reference 146 - 0,07% Coverage

opportunity

Reference 147 - 0,09% Coverage

work together

Reference 148 - 0,03% Coverage

help

Reference 149 - 0,03% Coverage

spur

Reference 150 - 0,07% Coverage

innovation

Reference 151 - 0,05% Coverage

improve

Reference 152 - 0,12% Coverage

healthcare quality

Reference 153 - 0,03% Coverage

lower



Reference 154 - 0,07% Coverage

improvement

Reference 155 - 0,25% Coverage

National Transitions of Care Coalition

Reference 156 - 0,28% Coverage

The National Transitions of Care Coalition

Reference 157 - 0,06% Coverage

dedicated

Reference 158 - 0,05% Coverage

serious

Reference 159 - 0,03% Coverage

care

Reference 160 - 0,03% Coverage

care

Reference 161 - 0,03% Coverage

care

Reference 162 - 0,05% Coverage

skilled

Reference 163 - 0,06% Coverage

developed

Reference 164 - 0,03% Coverage

tools

Reference 165 - 0,06% Coverage

resources

Reference 166 - 0,06% Coverage

available

Reference 167 - 0,07% Coverage

health care

Reference 168 - 0,19% Coverage

Janssen Healthcare Innovation



Reference 169 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 170 - 0,09% Coverage

collaborations

Reference 171 - 0,19% Coverage

Janssen Healthcare Innovation

Reference 172 - 0,07% Coverage

developing

Reference 173 - 0,08% Coverage

high-quality

Reference 174 - 0,09% Coverage

cost-effective

Reference 175 - 0,07% Coverage

healthcare

Reference 176 - 0,07% Coverage

initiatives

Reference 177 - 0,06% Coverage

solutions

Reference 178 - 0,07% Coverage

healthcare

Reference 179 - 0,07% Coverage

optimizing

Reference 180 - 0,07% Coverage

healthcare

Reference 181 - 0,07% Coverage

maintenance

Reference 182 - 0,04% Coverage

health

Reference 183 - 0,07% Coverage

innovative

Reference 184 - 0,06% Coverage



financing

Reference 185 - 0,07% Coverage

healthcare

Reference 186 - 0,05% Coverage

projects

Reference 187 - 0,05% Coverage

enhance

Reference 188 - 0,06% Coverage

improving

Reference 189 - 0,08% Coverage

adherence to

Reference 190 - 0,07% Coverage

development

Reference 191 - 0,07% Coverage

modernizing

Reference 192 - 0,24% Coverage

the Janssen Connected Care Challenge

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Janssen
Presents Sustainable Health Care Programs at CleanMed Europe Conference, Malmo, Sweden ~
Johnson & Johnson> - § 94 references coded  [11,11% Coverage]

Reference 1 - 0,11% Coverage

Sustainable

Reference 2 - 0,20% Coverage

Health Care Programs

Reference 3 - 0,41% Coverage

environmental and sustainability programs

Reference 4 - 0,11% Coverage

focusing on

Reference 5 - 0,11% Coverage

sustainable

Reference 6 - 0,11% Coverage



health care

Reference 7 - 0,09% Coverage

addresses

Reference 8 - 0,11% Coverage

health care

Reference 9 - 0,10% Coverage

complement

Reference 10 - 0,10% Coverage

Importance

Reference 11 - 0,11% Coverage

Sustainable

Reference 12 - 0,20% Coverage

Health Care Industry

Reference 13 - 0,14% Coverage

sustainability

Reference 14 - 0,11% Coverage

health care

Reference 15 - 0,11% Coverage

health care

Reference 16 - 0,11% Coverage

sustainable

Reference 17 - 0,10% Coverage

healthcare

Reference 18 - 0,12% Coverage

committed to

Reference 19 - 0,10% Coverage

protecting

Reference 20 - 0,10% Coverage

strives to

Reference 21 - 0,06% Coverage

reduce



Reference 22 - 0,10% Coverage

integrates

Reference 23 - 0,13% Coverage

environmental

Reference 24 - 0,11% Coverage

stewardship

Reference 25 - 0,07% Coverage

solving

Reference 26 - 0,09% Coverage

important

Reference 27 - 0,13% Coverage

environmental

Reference 28 - 0,14% Coverage

sustainability

Reference 29 - 0,08% Coverage

programs

Reference 30 - 0,10% Coverage

EARTHWARDS

Reference 31 - 0,07% Coverage

greener

Reference 32 - 0,24% Coverage

renewable energy sources

Reference 33 - 0,18% Coverage

EARTHWARDS process

Reference 34 - 0,08% Coverage

designed

Reference 35 - 0,07% Coverage

develop

Reference 36 - 0,12% Coverage

improvements



Reference 37 - 0,04% Coverage

help

Reference 38 - 0,10% Coverage

EARTHWARDS

Reference 39 - 0,11% Coverage

recognition

Reference 40 - 0,18% Coverage

EARTHWARDS program

Reference 41 - 0,10% Coverage

developing

Reference 42 - 0,07% Coverage

greener

Reference 43 - 0,55% Coverage

Senior Director Worldwide Environment, Health and Safety

Reference 44 - 0,16% Coverage

development team

Reference 45 - 0,05% Coverage

green

Reference 46 - 0,07% Coverage

results

Reference 47 - 0,11% Coverage

outstanding

Reference 48 - 0,09% Coverage

reduction

Reference 49 - 0,04% Coverage

less

Reference 50 - 0,04% Coverage

less

Reference 51 - 0,05% Coverage

green

Reference 52 - 0,13% Coverage



environmental

Reference 53 - 0,08% Coverage

programs

Reference 54 - 0,09% Coverage

important

Reference 55 - 0,08% Coverage

advances

Reference 56 - 0,17% Coverage

energy efficiency

Reference 57 - 0,11% Coverage

development

Reference 58 - 0,41% Coverage

renewable and alternate sources of energy

Reference 59 - 0,11% Coverage

solar power

Reference 60 - 0,05% Coverage

goals

Reference 61 - 0,08% Coverage

increase

Reference 62 - 0,05% Coverage

clean

Reference 63 - 0,12% Coverage

solar panels

Reference 64 - 0,07% Coverage

helping

Reference 65 - 0,08% Coverage

increase

Reference 66 - 0,20% Coverage

solar power capacity

Reference 67 - 0,10% Coverage



EARTHWARDS

Reference 68 - 0,10% Coverage

EARTHWARDS

Reference 69 - 0,10% Coverage

recognized

Reference 70 - 0,07% Coverage

achieve

Reference 71 - 0,07% Coverage

greater

Reference 72 - 0,11% Coverage

improvement

Reference 73 - 0,04% Coverage

goal

Reference 74 - 0,10% Coverage

innovation

Reference 75 - 0,18% Coverage

EARTHWARDS process

Reference 76 - 0,22% Coverage

sustainability experts

Reference 77 - 0,13% Coverage

environmental

Reference 78 - 0,14% Coverage

UL Environment

Reference 79 - 0,06% Coverage

ensure

Reference 80 - 0,18% Coverage

process guidelines

Reference 81 - 0,12% Coverage

dedicated to

Reference 82 - 0,10% Coverage

addressing



Reference 83 - 0,07% Coverage

solving

Reference 84 - 0,09% Coverage

important

Reference 85 - 0,13% Coverage

commitment to

Reference 86 - 0,07% Coverage

develop

Reference 87 - 0,10% Coverage

innovative

Reference 88 - 0,08% Coverage

services

Reference 89 - 0,20% Coverage

healthcare solutions

Reference 90 - 0,04% Coverage

help

Reference 91 - 0,14% Coverage

Sustainability

Reference 92 - 0,09% Coverage

Improving

Reference 93 - 0,17% Coverage

Energy Efficiency

Reference 94 - 0,21% Coverage

Healthcare Facilities

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson to Participate In 2012 Deutsche Bank Securities, Inc. 37th Annual Health Care Conference ~
Johnson & Johnson> - § 7 references coded  [2,62% Coverage]

Reference 1 - 0,31% Coverage

Participate

Reference 2 - 0,61% Coverage

Health Care Conference



Reference 3 - 0,31% Coverage

participate

Reference 4 - 0,61% Coverage

Health Care Conference

Reference 5 - 0,25% Coverage

available

Reference 6 - 0,28% Coverage

interested

Reference 7 - 0,25% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson to Participate in 2012 Leerink Swann Global Health Care Conference ~ Johnson & Johnson>
- § 7 references coded  [2,69% Coverage]

Reference 1 - 0,32% Coverage

Participate

Reference 2 - 0,63% Coverage

Health Care Conference

Reference 3 - 0,32% Coverage

participate

Reference 4 - 0,63% Coverage

Health Care Conference

Reference 5 - 0,26% Coverage

available

Reference 6 - 0,29% Coverage

interested

Reference 7 - 0,26% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson To Participate In Cowen And Company 32nd Annual Health Care Conference ~ Johnson &
Johnson> - § 7 references coded  [2,69% Coverage]

Reference 1 - 0,31% Coverage

Participate

Reference 2 - 0,63% Coverage



Health Care Conference

Reference 3 - 0,31% Coverage

participate

Reference 4 - 0,63% Coverage

Health Care Conference

Reference 5 - 0,26% Coverage

available

Reference 6 - 0,29% Coverage

interested

Reference 7 - 0,26% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson to Participate in Credit Suisse 2012 Healthcare Conference ~ Johnson & Johnson> - § 7
references coded  [2,52% Coverage]

Reference 1 - 0,30% Coverage

Participate

Reference 2 - 0,57% Coverage

Healthcare Conference

Reference 3 - 0,30% Coverage

participate

Reference 4 - 0,57% Coverage

Healthcare Conference

Reference 5 - 0,25% Coverage

available

Reference 6 - 0,27% Coverage

interested

Reference 7 - 0,25% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson to Participate in Morgan Stanley Global Health Care Conference ~ Johnson & Johnson (2)> -
§ 7 references coded  [2,59% Coverage]

Reference 1 - 0,30% Coverage



Participate

Reference 2 - 0,61% Coverage

Health Care Conference

Reference 3 - 0,30% Coverage

participate

Reference 4 - 0,61% Coverage

Health Care Conference

Reference 5 - 0,25% Coverage

available

Reference 6 - 0,28% Coverage

interested

Reference 7 - 0,25% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson’s Wellness & Prevention, Inc. and Lake Nona Institute Join Forces to Create Measurable
Health and Wellness Community Program ~ Johnson & Johnson> - § 173 references coded  [16,97%
Coverage]

Reference 1 - 0,22% Coverage

Wellness & Prevention, Inc.

Reference 2 - 0,09% Coverage

Join Forces

Reference 3 - 0,05% Coverage

Create

Reference 4 - 0,08% Coverage

Measurable

Reference 5 - 0,31% Coverage

Health and Wellness Community Program

Reference 6 - 0,22% Coverage

Wellness & Prevention, Inc.

Reference 7 - 0,06% Coverage

pleased

Reference 8 - 0,11% Coverage



collaboration

Reference 9 - 0,06% Coverage

address

Reference 10 - 0,08% Coverage

non-profit

Reference 11 - 0,08% Coverage

developing

Reference 12 - 0,28% Coverage

health and sustainability programs

Reference 13 - 0,22% Coverage

Wellness & Prevention plans

Reference 14 - 0,14% Coverage

first-of-its-kind

Reference 15 - 0,07% Coverage

transform

Reference 16 - 0,07% Coverage

exploring

Reference 17 - 0,06% Coverage

testing

Reference 18 - 0,09% Coverage

initiatives

Reference 19 - 0,08% Coverage

measurable

Reference 20 - 0,05% Coverage

impact

Reference 21 - 0,05% Coverage

health

Reference 22 - 0,07% Coverage

wellness

Reference 23 - 0,06% Coverage

project



Reference 24 - 0,07% Coverage

evaluate

Reference 25 - 0,05% Coverage

health

Reference 26 - 0,07% Coverage

wellness

Reference 27 - 0,11% Coverage

participating

Reference 28 - 0,09% Coverage

focusing on

Reference 29 - 0,05% Coverage

health

Reference 30 - 0,07% Coverage

wellness

Reference 31 - 0,07% Coverage

longevity

Reference 32 - 0,12% Coverage

quality of life

Reference 33 - 0,06% Coverage

results

Reference 34 - 0,05% Coverage

create

Reference 35 - 0,05% Coverage

health

Reference 36 - 0,03% Coverage

spur

Reference 37 - 0,07% Coverage

projects

Reference 38 - 0,05% Coverage

health



Reference 39 - 0,08% Coverage

well-being

Reference 40 - 0,09% Coverage

sustainable

Reference 41 - 0,07% Coverage

wellness

Reference 42 - 0,22% Coverage

Wellness & Prevention, Inc.

Reference 43 - 0,05% Coverage

unique

Reference 44 - 0,09% Coverage

opportunity

Reference 45 - 0,04% Coverage

unite

Reference 46 - 0,05% Coverage

chance

Reference 47 - 0,07% Coverage

wellness

Reference 48 - 0,10% Coverage

larger scale

Reference 49 - 0,03% Coverage

care

Reference 50 - 0,22% Coverage

personal health assessments

Reference 51 - 0,17% Coverage

Wellness & Prevention

Reference 52 - 0,06% Coverage

address

Reference 53 - 0,05% Coverage

health

Reference 54 - 0,14% Coverage



human performance

Reference 55 - 0,08% Coverage

well-being

Reference 56 - 0,05% Coverage

ensure

Reference 57 - 0,07% Coverage

immediate

Reference 58 - 0,05% Coverage

action

Reference 59 - 0,15% Coverage

health improvement

Reference 60 - 0,17% Coverage

Wellness & Prevention

Reference 61 - 0,06% Coverage

provide

Reference 62 - 0,07% Coverage

access to

Reference 63 - 0,27% Coverage

Digital Health Coaching programs

Reference 64 - 0,07% Coverage

advanced

Reference 65 - 0,08% Coverage

technology

Reference 66 - 0,05% Coverage

strong

Reference 67 - 0,02% Coverage

aid

Reference 68 - 0,05% Coverage

better

Reference 69 - 0,05% Coverage



health

Reference 70 - 0,07% Coverage

programs

Reference 71 - 0,07% Coverage

designed

Reference 72 - 0,20% Coverage

health coaching sessions

Reference 73 - 0,05% Coverage

highly

Reference 74 - 0,10% Coverage

personalized

Reference 75 - 0,10% Coverage

confidential

Reference 76 - 0,07% Coverage

available

Reference 77 - 0,03% Coverage

24/7

Reference 78 - 0,07% Coverage

extremely

Reference 79 - 0,06% Coverage

excited

Reference 80 - 0,06% Coverage

partner

Reference 81 - 0,17% Coverage

Wellness & Prevention

Reference 82 - 0,05% Coverage

offers

Reference 83 - 0,05% Coverage

unique

Reference 84 - 0,09% Coverage

opportunity



Reference 85 - 0,05% Coverage

design

Reference 86 - 0,07% Coverage

implement

Reference 87 - 0,05% Coverage

health

Reference 88 - 0,07% Coverage

wellness

Reference 89 - 0,07% Coverage

solutions

Reference 90 - 0,12% Coverage

look forward to

Reference 91 - 0,07% Coverage

partners

Reference 92 - 0,22% Coverage

Wellness & Prevention, Inc.

Reference 93 - 0,32% Coverage

health and wellness solutions provider

Reference 94 - 0,10% Coverage

health plans

Reference 95 - 0,17% Coverage

Wellness & Prevention

Reference 96 - 0,07% Coverage

scalable

Reference 97 - 0,11% Coverage

science-based

Reference 98 - 0,07% Coverage

tailored

Reference 99 - 0,07% Coverage

solutions



Reference 100 - 0,24% Coverage

workforce wellness experience

Reference 101 - 0,07% Coverage

Deploying

Reference 102 - 0,15% Coverage

specially designed

Reference 103 - 0,07% Coverage

programs

Reference 104 - 0,22% Coverage

energy management solutions

Reference 105 - 0,17% Coverage

Wellness & Prevention

Reference 106 - 0,02% Coverage

aim

Reference 107 - 0,06% Coverage

examine

Reference 108 - 0,04% Coverage

renew

Reference 109 - 0,05% Coverage

health

Reference 110 - 0,09% Coverage

performance

Reference 111 - 0,17% Coverage

Wellness & Prevention

Reference 112 - 0,06% Coverage

sponsor

Reference 113 - 0,09% Coverage

recognition

Reference 114 - 0,08% Coverage

commitment

Reference 115 - 0,06% Coverage



pioneer

Reference 116 - 0,24% Coverage

health and wellness ecosystem

Reference 117 - 0,11% Coverage

collaboration

Reference 118 - 0,10% Coverage

strengthened

Reference 119 - 0,06% Coverage

support

Reference 120 - 0,07% Coverage

partners

Reference 121 - 0,04% Coverage

serve

Reference 122 - 0,14% Coverage

population health

Reference 123 - 0,08% Coverage

healthcare

Reference 124 - 0,17% Coverage

Wellness & Prevention

Reference 125 - 0,04% Coverage

proud

Reference 126 - 0,06% Coverage

sponsor

Reference 127 - 0,23% Coverage

thought leadership gathering

Reference 128 - 0,08% Coverage

healthcare

Reference 129 - 0,07% Coverage

generate

Reference 130 - 0,07% Coverage



exchange

Reference 131 - 0,08% Coverage

accelerate

Reference 132 - 0,05% Coverage

impact

Reference 133 - 0,14% Coverage

health innovation

Reference 134 - 0,22% Coverage

Wellness & Prevention, Inc.

Reference 135 - 0,04% Coverage

helps

Reference 136 - 0,04% Coverage

renew

Reference 137 - 0,05% Coverage

health

Reference 138 - 0,09% Coverage

performance

Reference 139 - 0,05% Coverage

offers

Reference 140 - 0,08% Coverage

integrated

Reference 141 - 0,07% Coverage

solutions

Reference 142 - 0,14% Coverage

population health

Reference 143 - 0,07% Coverage

wellness

Reference 144 - 0,08% Coverage

prevention

Reference 145 - 0,14% Coverage

behavioral health



Reference 146 - 0,19% Coverage

chronic disease support

Reference 147 - 0,07% Coverage

solutions

Reference 148 - 0,26% Coverage

health assessments and programs

Reference 149 - 0,14% Coverage

health screenings

Reference 150 - 0,26% Coverage

Energy for Performance training

Reference 151 - 0,19% Coverage

health risk assessments

Reference 152 - 0,07% Coverage

incentive

Reference 153 - 0,07% Coverage

solutions

Reference 154 - 0,19% Coverage

Digital Health Coaching

Reference 155 - 0,07% Coverage

coaching

Reference 156 - 0,12% Coverage

health coaching

Reference 157 - 0,11% Coverage

participation

Reference 158 - 0,08% Coverage

engagement

Reference 159 - 0,08% Coverage

strategies

Reference 160 - 0,07% Coverage

programs



Reference 161 - 0,17% Coverage

Wellness & Prevention

Reference 162 - 0,07% Coverage

solutions

Reference 163 - 0,07% Coverage

supported

Reference 164 - 0,05% Coverage

unique

Reference 165 - 0,08% Coverage

integrated

Reference 166 - 0,07% Coverage

scalable

Reference 167 - 0,07% Coverage

designed

Reference 168 - 0,03% Coverage

help

Reference 169 - 0,04% Coverage

lower

Reference 170 - 0,09% Coverage

performance

Reference 171 - 0,06% Coverage

enhance

Reference 172 - 0,17% Coverage

employee satisfaction

Reference 173 - 0,06% Coverage

success

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - JOHNSON’S®
Baby Launches New Charitable Platform JOHNSON’S® BABY CARES To Support Maternal And
Baby Health ~ Johnson & Johnson> - § 162 references coded  [10,49% Coverage]

Reference 1 - 0,07% Coverage

Charitable

Reference 2 - 0,05% Coverage



Support

Reference 3 - 0,04% Coverage

Health

Reference 4 - 0,06% Coverage

Campaign

Reference 5 - 0,05% Coverage

Support

Reference 6 - 0,07% Coverage

Initiative

Reference 7 - 0,08% Coverage

Humanitarian

Reference 8 - 0,12% Coverage

Save the Children

Reference 9 - 0,04% Coverage

ensure

Reference 10 - 0,05% Coverage

healthy

Reference 11 - 0,04% Coverage

happy

Reference 12 - 0,07% Coverage

charitable

Reference 13 - 0,05% Coverage

program

Reference 14 - 0,05% Coverage

support

Reference 15 - 0,05% Coverage

healthy

Reference 16 - 0,08% Coverage

development

Reference 17 - 0,07% Coverage



addressing

Reference 18 - 0,08% Coverage

educational

Reference 19 - 0,08% Coverage

initiatives

Reference 20 - 0,06% Coverage

donations

Reference 21 - 0,07% Coverage

assistance

Reference 22 - 0,08% Coverage

partnership

Reference 23 - 0,08% Coverage

humanitarian

Reference 24 - 0,12% Coverage

Save the Children

Reference 25 - 0,06% Coverage

campaign

Reference 26 - 0,07% Coverage

leveraging

Reference 27 - 0,05% Coverage

support

Reference 28 - 0,06% Coverage

Care Kits

Reference 29 - 0,07% Coverage

encouraged

Reference 30 - 0,05% Coverage

support

Reference 31 - 0,07% Coverage

charitable

Reference 32 - 0,12% Coverage

Save the Children



Reference 33 - 0,06% Coverage

launching

Reference 34 - 0,07% Coverage

charitable

Reference 35 - 0,05% Coverage

provide

Reference 36 - 0,07% Coverage

caregivers

Reference 37 - 0,06% Coverage

essential

Reference 38 - 0,11% Coverage

basic resources

Reference 39 - 0,04% Coverage

tools

Reference 40 - 0,05% Coverage

support

Reference 41 - 0,04% Coverage

assist

Reference 42 - 0,12% Coverage

Save the Children

Reference 43 - 0,03% Coverage

help

Reference 44 - 0,04% Coverage

create

Reference 45 - 0,11% Coverage

key initiatives

Reference 46 - 0,06% Coverage

donation

Reference 47 - 0,06% Coverage

Care Kits



Reference 48 - 0,06% Coverage

providing

Reference 49 - 0,11% Coverage

care essentials

Reference 50 - 0,07% Coverage

commitment

Reference 51 - 0,06% Coverage

extension

Reference 52 - 0,06% Coverage

donation

Reference 53 - 0,05% Coverage

efforts

Reference 54 - 0,04% Coverage

aimed

Reference 55 - 0,05% Coverage

Funding

Reference 56 - 0,05% Coverage

enables

Reference 57 - 0,12% Coverage

Save the Children

Reference 58 - 0,15% Coverage

Child Friendly Spaces

Reference 59 - 0,03% Coverage

safe

Reference 60 - 0,05% Coverage

recover

Reference 61 - 0,03% Coverage

play

Reference 62 - 0,07% Coverage

experience

Reference 63 - 0,02% Coverage



joy

Reference 64 - 0,04% Coverage

Vital

Reference 65 - 0,06% Coverage

training

Reference 66 - 0,10% Coverage

health workers

Reference 67 - 0,25% Coverage

the “Helping Babies Breathe” program

Reference 68 - 0,05% Coverage

teaches

Reference 69 - 0,05% Coverage

prevent

Reference 70 - 0,04% Coverage

saving

Reference 71 - 0,06% Coverage

inspired

Reference 72 - 0,04% Coverage

worthy

Reference 73 - 0,03% Coverage

aims

Reference 74 - 0,04% Coverage

chance

Reference 75 - 0,07% Coverage

experience

Reference 76 - 0,02% Coverage

joy

Reference 77 - 0,05% Coverage

healthy

Reference 78 - 0,08% Coverage



opportunity

Reference 79 - 0,06% Coverage

normalcy

Reference 80 - 0,07% Coverage

appreciate

Reference 81 - 0,08% Coverage

opportunity

Reference 82 - 0,03% Coverage

join

Reference 83 - 0,12% Coverage

Save the Children

Reference 84 - 0,04% Coverage

offer

Reference 85 - 0,10% Coverage

a helping hand

Reference 86 - 0,12% Coverage

make a difference

Reference 87 - 0,05% Coverage

support

Reference 88 - 0,06% Coverage

campaign

Reference 89 - 0,06% Coverage

redeeming

Reference 90 - 0,05% Coverage

donated

Reference 91 - 0,12% Coverage

Save the Children

Reference 92 - 0,06% Coverage

involved

Reference 93 - 0,03% Coverage

help



Reference 94 - 0,05% Coverage

support

Reference 95 - 0,12% Coverage

Save the Children

Reference 96 - 0,05% Coverage

trusted

Reference 97 - 0,05% Coverage

partner

Reference 98 - 0,06% Coverage

providing

Reference 99 - 0,03% Coverage

pure

Reference 100 - 0,03% Coverage

mild

Reference 101 - 0,04% Coverage

gentle

Reference 102 - 0,08% Coverage

committed to

Reference 103 - 0,05% Coverage

crucial

Reference 104 - 0,04% Coverage

health

Reference 105 - 0,07% Coverage

well-being

Reference 106 - 0,04% Coverage

proud

Reference 107 - 0,05% Coverage

partner

Reference 108 - 0,12% Coverage

Save the Children



Reference 109 - 0,03% Coverage

help

Reference 110 - 0,12% Coverage

Save the Children

Reference 111 - 0,06% Coverage

generous

Reference 112 - 0,05% Coverage

support

Reference 113 - 0,03% Coverage

help

Reference 114 - 0,10% Coverage

meet the needs

Reference 115 - 0,06% Coverage

tradition

Reference 116 - 0,06% Coverage

providing

Reference 117 - 0,03% Coverage

pure

Reference 118 - 0,03% Coverage

mild

Reference 119 - 0,04% Coverage

gentle

Reference 120 - 0,12% Coverage

clinically-proven

Reference 121 - 0,05% Coverage

trusted

Reference 122 - 0,13% Coverage

clinical assessment

Reference 123 - 0,04% Coverage

ensure

Reference 124 - 0,06% Coverage



standards

Reference 125 - 0,10% Coverage

takes pride in

Reference 126 - 0,09% Coverage

continuing to

Reference 127 - 0,04% Coverage

create

Reference 128 - 0,04% Coverage

supply

Reference 129 - 0,17% Coverage

healthcare professionals

Reference 130 - 0,03% Coverage

best

Reference 131 - 0,07% Coverage

essentials

Reference 132 - 0,08% Coverage

innovations

Reference 133 - 0,06% Coverage

baby care

Reference 134 - 0,06% Coverage

offerings

Reference 135 - 0,04% Coverage

Caring

Reference 136 - 0,06% Coverage

inspires

Reference 137 - 0,04% Coverage

unites

Reference 138 - 0,05% Coverage

embrace

Reference 139 - 0,07% Coverage



innovative

Reference 140 - 0,06% Coverage

services

Reference 141 - 0,05% Coverage

advance

Reference 142 - 0,04% Coverage

health

Reference 143 - 0,07% Coverage

well-being

Reference 144 - 0,06% Coverage

partners

Reference 145 - 0,08% Coverage

health care

Reference 146 - 0,12% Coverage

Save the Children

Reference 147 - 0,12% Coverage

Save the Children

Reference 148 - 0,05% Coverage

leading

Reference 149 - 0,08% Coverage

independent

Reference 150 - 0,06% Coverage

programs

Reference 151 - 0,02% Coverage

aim

Reference 152 - 0,05% Coverage

inspire

Reference 153 - 0,09% Coverage

breakthroughs

Reference 154 - 0,05% Coverage

achieve



Reference 155 - 0,06% Coverage

improving

Reference 156 - 0,04% Coverage

health

Reference 157 - 0,06% Coverage

education

Reference 158 - 0,15% Coverage

economic opportunities

Reference 159 - 0,04% Coverage

rapid

Reference 160 - 0,07% Coverage

assistance

Reference 161 - 0,03% Coverage

help

Reference 162 - 0,05% Coverage

recover

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - New Edition Of
Healthy Visiontm With Dr. Val Jones Kicks Off Sports Eye Safety Month With Information and Advice
on Eye Protection and Protective Eyewear ~ Johnson & Johnson> - § 44 references coded  [4,59%
Coverage]

Reference 1 - 0,19% Coverage

Healthy Visiontm

Reference 2 - 0,07% Coverage

Safety

Reference 3 - 0,07% Coverage

Advice

Reference 4 - 0,12% Coverage

Protection

Reference 5 - 0,12% Coverage

Protective

Reference 6 - 0,16% Coverage

Healthy Vision



Reference 7 - 0,08% Coverage

Joining

Reference 8 - 0,12% Coverage

importance

Reference 9 - 0,16% Coverage

eye protection

Reference 10 - 0,12% Coverage

protective

Reference 11 - 0,13% Coverage

appropriate

Reference 12 - 0,16% Coverage

eye protection

Reference 13 - 0,07% Coverage

reduce

Reference 14 - 0,16% Coverage

eye protection

Reference 15 - 0,20% Coverage

impact resistance

Reference 16 - 0,09% Coverage

designed

Reference 17 - 0,09% Coverage

designed

Reference 18 - 0,08% Coverage

protect

Reference 19 - 0,07% Coverage

proper

Reference 20 - 0,12% Coverage

protection

Reference 21 - 0,07% Coverage

served



Reference 22 - 0,08% Coverage

protect

Reference 23 - 0,08% Coverage

advises

Reference 24 - 0,17% Coverage

eye care doctor

Reference 25 - 0,16% Coverage

Healthy Vision

Reference 26 - 0,08% Coverage

devoted

Reference 27 - 0,10% Coverage

educating

Reference 28 - 0,10% Coverage

improving

Reference 29 - 0,12% Coverage

eye health

Reference 30 - 0,08% Coverage

program

Reference 31 - 0,10% Coverage

supported

Reference 32 - 0,15% Coverage

Better Health

Reference 33 - 0,08% Coverage

popular

Reference 34 - 0,07% Coverage

health

Reference 35 - 0,03% Coverage

won

Reference 36 - 0,05% Coverage

Best

Reference 37 - 0,16% Coverage



Healthy Vision

Reference 38 - 0,05% Coverage

best

Reference 39 - 0,07% Coverage

Health

Reference 40 - 0,12% Coverage

consultant

Reference 41 - 0,05% Coverage

Care

Reference 42 - 0,16% Coverage

Healthy Vision

Reference 43 - 0,05% Coverage

Care

Reference 44 - 0,05% Coverage

Care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - New Patient
Guidebook, “Live Healthier – Weight Loss Options for Treating Obesity,” Now Offered by the American
College of Physicians Foundation ~ Johnson & Johnson> - § 69 references coded  [9,36% Coverage]

Reference 1 - 0,10% Coverage

Guidebook

Reference 2 - 0,10% Coverage

Healthier

Reference 3 - 0,12% Coverage

Weight Loss

Reference 4 - 0,09% Coverage

Treating

Reference 5 - 0,08% Coverage

Offered

Reference 6 - 0,10% Coverage

Guidebook

Reference 7 - 0,04% Coverage



Help

Reference 8 - 0,06% Coverage

Learn

Reference 9 - 0,10% Coverage

Available

Reference 10 - 0,19% Coverage

Treatment Options

Reference 11 - 0,28% Coverage

Health care professionals

Reference 12 - 0,12% Coverage

willingness

Reference 13 - 0,19% Coverage

treatment options

Reference 14 - 0,04% Coverage

help

Reference 15 - 0,08% Coverage

address

Reference 16 - 0,10% Coverage

developed

Reference 17 - 0,40% Coverage

Patient Centered Education guidebook

Reference 18 - 0,10% Coverage

Healthier

Reference 19 - 0,21% Coverage

Weight Loss Options

Reference 20 - 0,09% Coverage

Treating

Reference 21 - 0,04% Coverage

tool

Reference 22 - 0,10% Coverage

supported



Reference 23 - 0,08% Coverage

funding

Reference 24 - 0,07% Coverage

leader

Reference 25 - 0,47% Coverage

bariatric and metabolic surgical solutions

Reference 26 - 0,10% Coverage

guidebook

Reference 27 - 0,10% Coverage

available

Reference 28 - 0,04% Coverage

help

Reference 29 - 0,06% Coverage

learn

Reference 30 - 0,28% Coverage

obesity treatment options

Reference 31 - 0,26% Coverage

Primary care physicians

Reference 32 - 0,06% Coverage

vital

Reference 33 - 0,04% Coverage

role

Reference 34 - 0,12% Coverage

weight loss

Reference 35 - 0,10% Coverage

available

Reference 36 - 0,19% Coverage

treatment options

Reference 37 - 0,21% Coverage

weight loss surgery



Reference 38 - 0,10% Coverage

long-term

Reference 39 - 0,08% Coverage

success

Reference 40 - 0,21% Coverage

weight-loss options

Reference 41 - 0,19% Coverage

Treatment options

Reference 42 - 0,04% Coverage

tips

Reference 43 - 0,08% Coverage

healthy

Reference 44 - 0,11% Coverage

importance

Reference 45 - 0,09% Coverage

lifelong

Reference 46 - 0,11% Coverage

commitment

Reference 47 - 0,08% Coverage

healthy

Reference 48 - 0,18% Coverage

weight loss plan

Reference 49 - 0,21% Coverage

weight loss surgery

Reference 50 - 0,10% Coverage

guidebook

Reference 51 - 0,10% Coverage

available

Reference 52 - 0,19% Coverage

treatment options

Reference 53 - 0,12% Coverage



educational

Reference 54 - 0,08% Coverage

leading

Reference 55 - 0,08% Coverage

experts

Reference 56 - 0,10% Coverage

Nutrition

Reference 57 - 0,08% Coverage

Weight

Reference 58 - 0,34% Coverage

Metabolic and Bariatric Surgery

Reference 59 - 0,11% Coverage

Healthcare

Reference 60 - 0,09% Coverage

Solution

Reference 61 - 0,34% Coverage

bariatric and metabolic surgery

Reference 62 - 0,09% Coverage

develops

Reference 63 - 0,09% Coverage

advanced

Reference 64 - 0,20% Coverage

minimally invasive

Reference 65 - 0,12% Coverage

focusing on

Reference 66 - 0,20% Coverage

procedure-enabling

Reference 67 - 0,10% Coverage

treatment

Reference 68 - 0,19% Coverage



bariatric surgery

Reference 69 - 0,26% Coverage

gastrointestinal health

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - OneTouch®
Teams With Celebrity Chef Sam Talbot To Teach Healthy Eating For People with Diabetes ~ Johnson
& Johnson> - § 67 references coded  [6,31% Coverage]

Reference 1 - 0,06% Coverage

Teach

Reference 2 - 0,08% Coverage

Healthy

Reference 3 - 0,08% Coverage

Healthy

Reference 4 - 0,07% Coverage

Offers

Reference 5 - 0,08% Coverage

healthy

Reference 6 - 0,17% Coverage

favorite dishes

Reference 7 - 0,06% Coverage

truth

Reference 8 - 0,14% Coverage

Fan Favorite

Reference 9 - 0,12% Coverage

partnering

Reference 10 - 0,08% Coverage

leading

Reference 11 - 0,08% Coverage

Healthy

Reference 12 - 0,09% Coverage

Designed

Reference 13 - 0,08% Coverage

healthy



Reference 14 - 0,05% Coverage

easy

Reference 15 - 0,10% Coverage

delicious

Reference 16 - 0,05% Coverage

fans

Reference 17 - 0,08% Coverage

healthy

Reference 18 - 0,06% Coverage

Sweet

Reference 19 - 0,09% Coverage

Diabetes

Reference 20 - 0,05% Coverage

fans

Reference 21 - 0,09% Coverage

favorite

Reference 22 - 0,07% Coverage

chance

Reference 23 - 0,03% Coverage

win

Reference 24 - 0,13% Coverage

Grand Prize

Reference 25 - 0,07% Coverage

winner

Reference 26 - 0,09% Coverage

winner’s

Reference 27 - 0,07% Coverage

winner

Reference 28 - 0,10% Coverage

delicious



Reference 29 - 0,08% Coverage

healthy

Reference 30 - 0,08% Coverage

awarded

Reference 31 - 0,08% Coverage

excited

Reference 32 - 0,05% Coverage

goal

Reference 33 - 0,06% Coverage

raise

Reference 34 - 0,10% Coverage

awareness

Reference 35 - 0,12% Coverage

importance

Reference 36 - 0,08% Coverage

healthy

Reference 37 - 0,09% Coverage

enjoying

Reference 38 - 0,05% Coverage

love

Reference 39 - 0,05% Coverage

help

Reference 40 - 0,09% Coverage

discover

Reference 41 - 0,07% Coverage

simple

Reference 42 - 0,09% Coverage

enjoying

Reference 43 - 0,10% Coverage

delicious

Reference 44 - 0,08% Coverage



healthy

Reference 45 - 0,08% Coverage

Healthy

Reference 46 - 0,15% Coverage

Diabetes Care

Reference 47 - 0,15% Coverage

Diabetes Care

Reference 48 - 0,07% Coverage

vision

Reference 49 - 0,09% Coverage

Creating

Reference 50 - 0,10% Coverage

Providing

Reference 51 - 0,09% Coverage

advanced

Reference 52 - 0,09% Coverage

services

Reference 53 - 0,14% Coverage

professional

Reference 54 - 0,10% Coverage

education

Reference 55 - 0,09% Coverage

advocacy

Reference 56 - 0,08% Coverage

support

Reference 57 - 0,14% Coverage

world leader

Reference 58 - 0,12% Coverage

innovative

Reference 59 - 0,09% Coverage



offering

Reference 60 - 0,08% Coverage

support

Reference 61 - 0,10% Coverage

education

Reference 62 - 0,09% Coverage

empowers

Reference 63 - 0,28% Coverage

healthcare professionals

Reference 64 - 0,10% Coverage

education

Reference 65 - 0,20% Coverage

training programs

Reference 66 - 0,08% Coverage

improve

Reference 67 - 0,17% Coverage

quality of life

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Steering Drivers
In The Right Direction, “Healthy Vision™ With Dr. Val Jones” Radio Show Offers Information, Advice
About Driving In The Dark ~ Johnson & Johnson> - § 53 references coded  [4,26% Coverage]

Reference 1 - 0,17% Coverage

The Right Direction

Reference 2 - 0,12% Coverage

Healthy Vision

Reference 3 - 0,05% Coverage

Offers

Reference 4 - 0,05% Coverage

Advice

Reference 5 - 0,06% Coverage

Experts

Reference 6 - 0,12% Coverage

Healthy Vision



Reference 7 - 0,06% Coverage

experts

Reference 8 - 0,04% Coverage

join

Reference 9 - 0,05% Coverage

better

Reference 10 - 0,04% Coverage

care

Reference 11 - 0,06% Coverage

improve

Reference 12 - 0,04% Coverage

Care

Reference 13 - 0,06% Coverage

advises

Reference 14 - 0,09% Coverage

correcting

Reference 15 - 0,06% Coverage

improve

Reference 16 - 0,19% Coverage

eye care professional

Reference 17 - 0,09% Coverage

treatments

Reference 18 - 0,06% Coverage

improve

Reference 19 - 0,09% Coverage

encourages

Reference 20 - 0,19% Coverage

eye care professional

Reference 21 - 0,22% Coverage

vision correction options



Reference 22 - 0,08% Coverage

available

Reference 23 - 0,08% Coverage

Strategic

Reference 24 - 0,10% Coverage

Initiatives

Reference 25 - 0,21% Coverage

National Safety Council

Reference 26 - 0,06% Coverage

advises

Reference 27 - 0,06% Coverage

checked

Reference 28 - 0,07% Coverage

provides

Reference 29 - 0,06% Coverage

helpful

Reference 30 - 0,05% Coverage

advice

Reference 31 - 0,04% Coverage

help

Reference 32 - 0,05% Coverage

better

Reference 33 - 0,07% Coverage

explains

Reference 34 - 0,04% Coverage

help

Reference 35 - 0,05% Coverage

better

Reference 36 - 0,07% Coverage

provides

Reference 37 - 0,04% Coverage



tips

Reference 38 - 0,04% Coverage

safe

Reference 39 - 0,12% Coverage

Healthy Vision

Reference 40 - 0,09% Coverage

devoted to

Reference 41 - 0,08% Coverage

educating

Reference 42 - 0,08% Coverage

improving

Reference 43 - 0,09% Coverage

eye health

Reference 44 - 0,06% Coverage

program

Reference 45 - 0,08% Coverage

supported

Reference 46 - 0,06% Coverage

popular

Reference 47 - 0,05% Coverage

health

Reference 48 - 0,12% Coverage

Healthy Vision

Reference 49 - 0,09% Coverage

consultant

Reference 50 - 0,04% Coverage

Care

Reference 51 - 0,12% Coverage

Healthy Vision

Reference 52 - 0,04% Coverage



Care

Reference 53 - 0,04% Coverage

Care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Three-Year
Data Demonstrates Sustained Improvements in Health Related Quality of Life in Patients with
Superficial Femoral Artery Disease Treated with the S.M.A.R.T.® Stent ~ Johnson & Johnson> - § 96
references coded  [7,05% Coverage]

Reference 1 - 0,06% Coverage

Sustained

Reference 2 - 0,09% Coverage

Improvements

Reference 3 - 0,04% Coverage

Health

Reference 4 - 0,11% Coverage

Quality of Life

Reference 5 - 0,05% Coverage

Treated

Reference 6 - 0,04% Coverage

health

Reference 7 - 0,11% Coverage

Quality of Life

Reference 8 - 0,05% Coverage

Results

Reference 9 - 0,11% Coverage

Quality of Life

Reference 10 - 0,08% Coverage

experienced

Reference 11 - 0,07% Coverage

meaningful

Reference 12 - 0,09% Coverage

improvements

Reference 13 - 0,11% Coverage



Quality of Life

Reference 14 - 0,05% Coverage

reduced

Reference 15 - 0,06% Coverage

improved

Reference 16 - 0,06% Coverage

increased

Reference 17 - 0,07% Coverage

maintained

Reference 18 - 0,04% Coverage

vital

Reference 19 - 0,11% Coverage

Quality of Life

Reference 20 - 0,04% Coverage

safety

Reference 21 - 0,06% Coverage

efficacy

Reference 22 - 0,05% Coverage

treated

Reference 23 - 0,11% Coverage

quality of life

Reference 24 - 0,05% Coverage

benefit

Reference 25 - 0,06% Coverage

sustained

Reference 26 - 0,05% Coverage

treated

Reference 27 - 0,04% Coverage

impact

Reference 28 - 0,07% Coverage

durability



Reference 29 - 0,07% Coverage

treatments

Reference 30 - 0,06% Coverage

outcomes

Reference 31 - 0,07% Coverage

noteworthy

Reference 32 - 0,12% Coverage

treatment options

Reference 33 - 0,09% Coverage

health status

Reference 34 - 0,11% Coverage

quality of life

Reference 35 - 0,06% Coverage

validated

Reference 36 - 0,15% Coverage

generic health status

Reference 37 - 0,11% Coverage

Quality of life

Reference 38 - 0,08% Coverage

significant

Reference 39 - 0,08% Coverage

improvement

Reference 40 - 0,06% Coverage

important

Reference 41 - 0,08% Coverage

significant

Reference 42 - 0,08% Coverage

improvement

Reference 43 - 0,06% Coverage

positive



Reference 44 - 0,05% Coverage

minimal

Reference 45 - 0,09% Coverage

no recurrence

Reference 46 - 0,05% Coverage

treated

Reference 47 - 0,07% Coverage

impressive

Reference 48 - 0,05% Coverage

results

Reference 49 - 0,06% Coverage

validate

Reference 50 - 0,06% Coverage

treatment

Reference 51 - 0,08% Coverage

continue to

Reference 52 - 0,04% Coverage

robust

Reference 53 - 0,06% Coverage

available

Reference 54 - 0,06% Coverage

provides

Reference 55 - 0,06% Coverage

unmatched

Reference 56 - 0,05% Coverage

balance

Reference 57 - 0,09% Coverage

radial force

Reference 58 - 0,09% Coverage

longitudinal

Reference 59 - 0,06% Coverage



stability

Reference 60 - 0,09% Coverage

continues to

Reference 61 - 0,04% Coverage

legacy

Reference 62 - 0,07% Coverage

innovation

Reference 63 - 0,06% Coverage

designed

Reference 64 - 0,06% Coverage

optimize

Reference 65 - 0,08% Coverage

flexibility

Reference 66 - 0,14% Coverage

fracture resistance

Reference 67 - 0,08% Coverage

predictable

Reference 68 - 0,11% Coverage

radial strength

Reference 69 - 0,06% Coverage

treatment

Reference 70 - 0,06% Coverage

received

Reference 71 - 0,06% Coverage

clearance

Reference 72 - 0,14% Coverage

palliative treatment

Reference 73 - 0,06% Coverage

long-term

Reference 74 - 0,11% Coverage



quality of life

Reference 75 - 0,06% Coverage

benefits

Reference 76 - 0,06% Coverage

treatment

Reference 77 - 0,07% Coverage

compelling

Reference 78 - 0,06% Coverage

continue

Reference 79 - 0,07% Coverage

attributes

Reference 80 - 0,04% Coverage

design

Reference 81 - 0,11% Coverage

next-generation

Reference 82 - 0,06% Coverage

important

Reference 83 - 0,09% Coverage

committed to

Reference 84 - 0,07% Coverage

addressing

Reference 85 - 0,08% Coverage

development

Reference 86 - 0,09% Coverage

less invasive

Reference 87 - 0,14% Coverage

therapeutic options

Reference 88 - 0,04% Coverage

leader

Reference 89 - 0,08% Coverage

development



Reference 90 - 0,07% Coverage

technology

Reference 91 - 0,07% Coverage

innovation

Reference 92 - 0,08% Coverage

development

Reference 93 - 0,06% Coverage

partners

Reference 94 - 0,06% Coverage

provides

Reference 95 - 0,07% Coverage

consulting

Reference 96 - 0,06% Coverage

services

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - “Healthy
Vision™ With Dr. Val Jones” Show Highlights The Impact Of Nutrition On Vision And Eye Health ~
Johnson & Johnson> - § 56 references coded  [5,30% Coverage]

Reference 1 - 0,08% Coverage

Healthy

Reference 2 - 0,11% Coverage

Nutrition

Reference 3 - 0,07% Coverage

Health

Reference 4 - 0,06% Coverage

right

Reference 5 - 0,08% Coverage

Healthy

Reference 6 - 0,08% Coverage

leading

Reference 7 - 0,11% Coverage

nutrition



Reference 8 - 0,11% Coverage

nutrition

Reference 9 - 0,07% Coverage

health

Reference 10 - 0,07% Coverage

Advice

Reference 11 - 0,11% Coverage

nutrition

Reference 12 - 0,07% Coverage

health

Reference 13 - 0,05% Coverage

good

Reference 14 - 0,07% Coverage

health

Reference 15 - 0,11% Coverage

nutrients

Reference 16 - 0,05% Coverage

good

Reference 17 - 0,05% Coverage

good

Reference 18 - 0,07% Coverage

health

Reference 19 - 0,25% Coverage

antioxidant nutrients

Reference 20 - 0,11% Coverage

important

Reference 21 - 0,08% Coverage

experts

Reference 22 - 0,11% Coverage

nutrients

Reference 23 - 0,11% Coverage



important

Reference 24 - 0,11% Coverage

important

Reference 25 - 0,07% Coverage

advice

Reference 26 - 0,09% Coverage

vitamins

Reference 27 - 0,27% Coverage

nutritional supplements

Reference 28 - 0,06% Coverage

right

Reference 29 - 0,08% Coverage

provide

Reference 30 - 0,11% Coverage

resources

Reference 31 - 0,09% Coverage

guidance

Reference 32 - 0,11% Coverage

nutrients

Reference 33 - 0,12% Coverage

non-profit

Reference 34 - 0,26% Coverage

eye care professionals

Reference 35 - 0,11% Coverage

dedicated

Reference 36 - 0,11% Coverage

nutrition

Reference 37 - 0,05% Coverage

help

Reference 38 - 0,06% Coverage



clear

Reference 39 - 0,08% Coverage

healthy

Reference 40 - 0,07% Coverage

offers

Reference 41 - 0,19% Coverage

nutritional care

Reference 42 - 0,07% Coverage

health

Reference 43 - 0,08% Coverage

Healthy

Reference 44 - 0,08% Coverage

devoted

Reference 45 - 0,11% Coverage

educating

Reference 46 - 0,11% Coverage

improving

Reference 47 - 0,07% Coverage

health

Reference 48 - 0,11% Coverage

supported

Reference 49 - 0,15% Coverage

Better Health

Reference 50 - 0,07% Coverage

health

Reference 51 - 0,08% Coverage

Healthy

Reference 52 - 0,05% Coverage

Care

Reference 53 - 0,05% Coverage

Care



Reference 54 - 0,08% Coverage

Healthy

Reference 55 - 0,05% Coverage

Care

Reference 56 - 0,05% Coverage

Care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - “Healthy
Vision™ With Dr. Val Jones” Show Now Available On All About Vision® ~ Johnson & Johnson> - § 55
references coded  [5,79% Coverage]

Reference 1 - 0,09% Coverage

Healthy

Reference 2 - 0,11% Coverage

Available

Reference 3 - 0,05% Coverage

Care

Reference 4 - 0,09% Coverage

Healthy

Reference 5 - 0,11% Coverage

available

Reference 6 - 0,13% Coverage

devoted to

Reference 7 - 0,11% Coverage

educating

Reference 8 - 0,11% Coverage

improving

Reference 9 - 0,08% Coverage

health

Reference 10 - 0,09% Coverage

Healthy

Reference 11 - 0,10% Coverage

provides



Reference 12 - 0,08% Coverage

timely

Reference 13 - 0,09% Coverage

helpful

Reference 14 - 0,11% Coverage

resources

Reference 15 - 0,05% Coverage

help

Reference 16 - 0,08% Coverage

health

Reference 17 - 0,11% Coverage

supported

Reference 18 - 0,16% Coverage

Better Health

Reference 19 - 0,08% Coverage

health

Reference 20 - 0,16% Coverage

comprehensive

Reference 21 - 0,13% Coverage

up-to-date

Reference 22 - 0,08% Coverage

health

Reference 23 - 0,21% Coverage

vision correction

Reference 24 - 0,09% Coverage

Healthy

Reference 25 - 0,10% Coverage

valuable

Reference 26 - 0,09% Coverage

leading

Reference 27 - 0,09% Coverage



experts

Reference 28 - 0,06% Coverage

vital

Reference 29 - 0,08% Coverage

health

Reference 30 - 0,10% Coverage

wellness

Reference 31 - 0,11% Coverage

nutrition

Reference 32 - 0,09% Coverage

helpful

Reference 33 - 0,09% Coverage

address

Reference 34 - 0,10% Coverage

achieved

Reference 35 - 0,06% Coverage

rapid

Reference 36 - 0,13% Coverage

consistent

Reference 37 - 0,08% Coverage

unique

Reference 38 - 0,11% Coverage

developed

Reference 39 - 0,18% Coverage

advisory board

Reference 40 - 0,14% Coverage

continually

Reference 41 - 0,09% Coverage

updated

Reference 42 - 0,13% Coverage



experience

Reference 43 - 0,05% Coverage

care

Reference 44 - 0,18% Coverage

advisory board

Reference 45 - 0,11% Coverage

certified

Reference 46 - 0,19% Coverage

trustworthiness

Reference 47 - 0,40% Coverage

the Health on the Net Foundation

Reference 48 - 0,13% Coverage

healthcare

Reference 49 - 0,09% Coverage

eyecare

Reference 50 - 0,09% Coverage

Healthy

Reference 51 - 0,05% Coverage

Care

Reference 52 - 0,05% Coverage

Care

Reference 53 - 0,09% Coverage

Healthy

Reference 54 - 0,05% Coverage

Care

Reference 55 - 0,05% Coverage

Care

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Dr. Fikry Isaac
Awarded Leadership in Health Care Award by U.S. Chamber of Commerce ~ Johnson & Johnson> - §
78 references coded  [15,13% Coverage]

Reference 1 - 0,10% Coverage

Awarded



Reference 2 - 0,43% Coverage

Leadership in Health Care Award

Reference 3 - 0,31% Coverage

Global Health Services

Reference 4 - 0,29% Coverage

Chief Medical Officer

Reference 5 - 0,38% Coverage

Wellness & Prevention, Inc.

Reference 6 - 0,10% Coverage

awarded

Reference 7 - 0,49% Coverage

the Leadership in Health Care Award

Reference 8 - 0,25% Coverage

Health Care Summit

Reference 9 - 0,49% Coverage

The Leadership in Health Care Award

Reference 10 - 0,10% Coverage

awarded

Reference 11 - 0,15% Coverage

exemplifies

Reference 12 - 0,14% Coverage

innovation

Reference 13 - 0,14% Coverage

strengthen

Reference 14 - 0,31% Coverage

the U.S. health system

Reference 15 - 0,10% Coverage

improve

Reference 16 - 0,21% Coverage

health outcomes



Reference 17 - 0,07% Coverage

award

Reference 18 - 0,14% Coverage

focused on

Reference 19 - 0,10% Coverage

efforts

Reference 20 - 0,17% Coverage

efficiencies

Reference 21 - 0,18% Coverage

drive forward

Reference 22 - 0,11% Coverage

positive

Reference 23 - 0,25% Coverage

health care reform

Reference 24 - 0,25% Coverage

thought leadership

Reference 25 - 0,19% Coverage

quintessential

Reference 26 - 0,14% Coverage

innovative

Reference 27 - 0,13% Coverage

solutions

Reference 28 - 0,13% Coverage

pioneered

Reference 29 - 0,07% Coverage

vital

Reference 30 - 0,13% Coverage

advancing

Reference 31 - 0,18% Coverage

comprehensive

Reference 32 - 0,14% Coverage



meaningful

Reference 33 - 0,38% Coverage

the U.S. health care system

Reference 34 - 0,07% Coverage

award

Reference 35 - 0,25% Coverage

Health Care Summit

Reference 36 - 0,14% Coverage

strategies

Reference 37 - 0,11% Coverage

utilized

Reference 38 - 0,11% Coverage

increase

Reference 39 - 0,07% Coverage

value

Reference 40 - 0,10% Coverage

improve

Reference 41 - 0,21% Coverage

health outcomes

Reference 42 - 0,38% Coverage

the U.S. health care system

Reference 43 - 0,38% Coverage

Wellness & Prevention, Inc.

Reference 44 - 0,38% Coverage

Wellness & Prevention, Inc.

Reference 45 - 0,07% Coverage

helps

Reference 46 - 0,07% Coverage

renew

Reference 47 - 0,08% Coverage



health

Reference 48 - 0,08% Coverage

energy

Reference 49 - 0,15% Coverage

performance

Reference 50 - 0,08% Coverage

offers

Reference 51 - 0,14% Coverage

integrated

Reference 52 - 0,13% Coverage

solutions

Reference 53 - 0,24% Coverage

population health

Reference 54 - 0,11% Coverage

wellness

Reference 55 - 0,14% Coverage

prevention

Reference 56 - 0,24% Coverage

behavioral health

Reference 57 - 0,32% Coverage

chronic disease support

Reference 58 - 0,13% Coverage

solutions

Reference 59 - 0,43% Coverage

health assessments and programs

Reference 60 - 0,24% Coverage

health screenings

Reference 61 - 0,32% Coverage

health risk assessments

Reference 62 - 0,13% Coverage

solutions



Reference 63 - 0,32% Coverage

Digital Health Coaching

Reference 64 - 0,26% Coverage

telephonic coaching

Reference 65 - 0,32% Coverage

on-site health coaching

Reference 66 - 0,54% Coverage

participation and engagement strategies

Reference 67 - 0,11% Coverage

programs

Reference 68 - 0,43% Coverage

Wellness & Prevention solutions

Reference 69 - 0,13% Coverage

supported

Reference 70 - 0,08% Coverage

unique

Reference 71 - 0,14% Coverage

integrated

Reference 72 - 0,11% Coverage

scalable

Reference 73 - 0,06% Coverage

help

Reference 74 - 0,07% Coverage

lower

Reference 75 - 0,07% Coverage

drive

Reference 76 - 0,10% Coverage

enhance

Reference 77 - 0,29% Coverage

employee satisfaction



Reference 78 - 0,10% Coverage

success

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Janssen
Healthcare Innovation Launches Care4Today™ Mobile Health Manager 2.0 ~ Johnson & Johnson> - §
115 references coded  [9,54% Coverage]

Reference 1 - 0,22% Coverage

Janssen Healthcare Innovation

Reference 2 - 0,08% Coverage

Care4Today

Reference 3 - 0,16% Coverage

Mobile Health Manager

Reference 4 - 0,03% Coverage

Free

Reference 5 - 0,05% Coverage

secure

Reference 6 - 0,09% Coverage

Care4Charity

Reference 7 - 0,08% Coverage

Care4Family

Reference 8 - 0,06% Coverage

motivate

Reference 9 - 0,05% Coverage

support

Reference 10 - 0,08% Coverage

caregivers

Reference 11 - 0,22% Coverage

Janssen Healthcare Innovation

Reference 12 - 0,06% Coverage

focusing

Reference 13 - 0,08% Coverage

optimizing

Reference 14 - 0,08% Coverage



healthcare

Reference 15 - 0,08% Coverage

Care4Today

Reference 16 - 0,16% Coverage

Mobile Health Manager

Reference 17 - 0,06% Coverage

designed

Reference 18 - 0,03% Coverage

help

Reference 19 - 0,08% Coverage

Care4Family

Reference 20 - 0,09% Coverage

Care4Charity

Reference 21 - 0,05% Coverage

support

Reference 22 - 0,06% Coverage

motivate

Reference 23 - 0,08% Coverage

Care4Today

Reference 24 - 0,16% Coverage

Mobile Health Manager

Reference 25 - 0,06% Coverage

activity

Reference 26 - 0,05% Coverage

secure

Reference 27 - 0,07% Coverage

adherence

Reference 28 - 0,08% Coverage

healthcare

Reference 29 - 0,07% Coverage



caretaker

Reference 30 - 0,09% Coverage

Care4Charity

Reference 31 - 0,03% Coverage

care

Reference 32 - 0,05% Coverage

health

Reference 33 - 0,08% Coverage

opportunity

Reference 34 - 0,06% Coverage

positive

Reference 35 - 0,08% Coverage

Care4Today

Reference 36 - 0,16% Coverage

Mobile Health Manager

Reference 37 - 0,05% Coverage

charity

Reference 38 - 0,06% Coverage

donation

Reference 39 - 0,22% Coverage

Janssen Healthcare Innovation

Reference 40 - 0,07% Coverage

charities

Reference 41 - 0,22% Coverage

Janssen Healthcare Innovation

Reference 42 - 0,07% Coverage

committed

Reference 43 - 0,06% Coverage

donation

Reference 44 - 0,05% Coverage

charity



Reference 45 - 0,06% Coverage

donation

Reference 46 - 0,07% Coverage

charities

Reference 47 - 0,06% Coverage

donation

Reference 48 - 0,09% Coverage

Care4Charity

Reference 49 - 0,08% Coverage

Care4Family

Reference 50 - 0,08% Coverage

caregivers

Reference 51 - 0,05% Coverage

enables

Reference 52 - 0,07% Coverage

adherence

Reference 53 - 0,04% Coverage

loved

Reference 54 - 0,08% Coverage

Care4Today

Reference 55 - 0,16% Coverage

Mobile Health Manager

Reference 56 - 0,04% Coverage

loved

Reference 57 - 0,04% Coverage

loved

Reference 58 - 0,05% Coverage

caring

Reference 59 - 0,08% Coverage

Care4Family



Reference 60 - 0,05% Coverage

provide

Reference 61 - 0,10% Coverage

encouragement

Reference 62 - 0,08% Coverage

Care4Today

Reference 63 - 0,16% Coverage

Mobile Health Manager

Reference 64 - 0,05% Coverage

ongoing

Reference 65 - 0,08% Coverage

commitment

Reference 66 - 0,05% Coverage

serving

Reference 67 - 0,07% Coverage

providing

Reference 68 - 0,03% Coverage

free

Reference 69 - 0,04% Coverage

tools

Reference 70 - 0,05% Coverage

support

Reference 71 - 0,06% Coverage

motivate

Reference 72 - 0,22% Coverage

Janssen Healthcare Innovation

Reference 73 - 0,17% Coverage

family support program

Reference 74 - 0,08% Coverage

charitable

Reference 75 - 0,07% Coverage



donations

Reference 76 - 0,07% Coverage

adherence

Reference 77 - 0,08% Coverage

opportunity

Reference 78 - 0,03% Coverage

help

Reference 79 - 0,08% Coverage

Care4Today

Reference 80 - 0,16% Coverage

Mobile Health Manager

Reference 81 - 0,06% Coverage

designed

Reference 82 - 0,03% Coverage

help

Reference 83 - 0,03% Coverage

free

Reference 84 - 0,22% Coverage

Janssen Healthcare Innovation

Reference 85 - 0,22% Coverage

Janssen Healthcare Innovation

Reference 86 - 0,07% Coverage

dedicated

Reference 87 - 0,08% Coverage

optimizing

Reference 88 - 0,08% Coverage

healthcare

Reference 89 - 0,06% Coverage

creating

Reference 90 - 0,07% Coverage



solutions

Reference 91 - 0,07% Coverage

modernize

Reference 92 - 0,07% Coverage

transform

Reference 93 - 0,08% Coverage

healthcare

Reference 94 - 0,03% Coverage

care

Reference 95 - 0,08% Coverage

Care4Today

Reference 96 - 0,05% Coverage

harness

Reference 97 - 0,09% Coverage

capabilities

Reference 98 - 0,03% Coverage

care

Reference 99 - 0,08% Coverage

coordinate

Reference 100 - 0,03% Coverage

care

Reference 101 - 0,05% Coverage

improve

Reference 102 - 0,05% Coverage

health

Reference 103 - 0,04% Coverage

lower

Reference 104 - 0,08% Coverage

developing

Reference 105 - 0,06% Coverage

enabling



Reference 106 - 0,04% Coverage

tools

Reference 107 - 0,08% Coverage

technology

Reference 108 - 0,06% Coverage

increase

Reference 109 - 0,08% Coverage

efficiency

Reference 110 - 0,10% Coverage

effectiveness

Reference 111 - 0,09% Coverage

coordination

Reference 112 - 0,10% Coverage

communication

Reference 113 - 0,09% Coverage

connectivity

Reference 114 - 0,19% Coverage

World Health Organization

Reference 115 - 0,24% Coverage

Center for Health Transformation

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Janssen
Neuroscientists and Colleagues Challenge Healthcare Industry to Create Integrated Approaches to
Healthcare Innovation in Newly Published Article ~ Johnson & Johnson> - § 148 references coded
[9,49% Coverage]

Reference 1 - 0,13% Coverage

Healthcare Industry

Reference 2 - 0,04% Coverage

Create

Reference 3 - 0,07% Coverage

Integrated

Reference 4 - 0,14% Coverage

Healthcare Innovation



Reference 5 - 0,03% Coverage

care

Reference 6 - 0,03% Coverage

tools

Reference 7 - 0,05% Coverage

services

Reference 8 - 0,07% Coverage

integrated

Reference 9 - 0,13% Coverage

healthcare solutions

Reference 10 - 0,13% Coverage

healthcare industry

Reference 11 - 0,04% Coverage

expand

Reference 12 - 0,03% Coverage

magic

Reference 13 - 0,07% Coverage

integrated

Reference 14 - 0,08% Coverage

patient care

Reference 15 - 0,03% Coverage

tools

Reference 16 - 0,05% Coverage

services

Reference 17 - 0,03% Coverage

help

Reference 18 - 0,05% Coverage

progress

Reference 19 - 0,03% Coverage

magic



Reference 20 - 0,07% Coverage

innovation

Reference 21 - 0,07% Coverage

health care

Reference 22 - 0,06% Coverage

available

Reference 23 - 0,07% Coverage

revolution

Reference 24 - 0,05% Coverage

Advances

Reference 25 - 0,05% Coverage

yielding

Reference 26 - 0,09% Coverage

differentiate

Reference 27 - 0,07% Coverage

innovation

Reference 28 - 0,03% Coverage

clear

Reference 29 - 0,08% Coverage

implementing

Reference 30 - 0,07% Coverage

strategies

Reference 31 - 0,07% Coverage

bring forth

Reference 32 - 0,07% Coverage

innovative

Reference 33 - 0,07% Coverage

meaningful

Reference 34 - 0,07% Coverage

measurable

Reference 35 - 0,07% Coverage



caregivers

Reference 36 - 0,06% Coverage

solutions

Reference 37 - 0,07% Coverage

healthcare

Reference 38 - 0,05% Coverage

ability

Reference 39 - 0,05% Coverage

engaged

Reference 40 - 0,07% Coverage

integrated

Reference 41 - 0,07% Coverage

care model

Reference 42 - 0,05% Coverage

ongoing

Reference 43 - 0,06% Coverage

potential

Reference 44 - 0,05% Coverage

advance

Reference 45 - 0,12% Coverage

disease management

Reference 46 - 0,12% Coverage

treatment efficacy

Reference 47 - 0,08% Coverage

technologies

Reference 48 - 0,05% Coverage

advances

Reference 49 - 0,06% Coverage

developed

Reference 50 - 0,11% Coverage



in collaboration

Reference 51 - 0,07% Coverage

appropriate

Reference 52 - 0,06% Coverage

education

Reference 53 - 0,05% Coverage

consent

Reference 54 - 0,07% Coverage

caregivers

Reference 55 - 0,05% Coverage

leverage

Reference 56 - 0,05% Coverage

combined

Reference 57 - 0,05% Coverage

benefits

Reference 58 - 0,05% Coverage

programs

Reference 59 - 0,05% Coverage

support

Reference 60 - 0,06% Coverage

adherence

Reference 61 - 0,06% Coverage

access to

Reference 62 - 0,05% Coverage

services

Reference 63 - 0,06% Coverage

keep pace

Reference 64 - 0,05% Coverage

supports

Reference 65 - 0,07% Coverage

integrated



Reference 66 - 0,03% Coverage

care

Reference 67 - 0,05% Coverage

holistic

Reference 68 - 0,08% Coverage

care program

Reference 69 - 0,06% Coverage

adherence

Reference 70 - 0,05% Coverage

provide

Reference 71 - 0,05% Coverage

decrease

Reference 72 - 0,07% Coverage

significant

Reference 73 - 0,07% Coverage

reductions

Reference 74 - 0,05% Coverage

achieved

Reference 75 - 0,07% Coverage

care models

Reference 76 - 0,05% Coverage

programs

Reference 77 - 0,07% Coverage

contribute

Reference 78 - 0,05% Coverage

improved

Reference 79 - 0,10% Coverage

quality of care

Reference 80 - 0,04% Coverage

better



Reference 81 - 0,06% Coverage

adherence

Reference 82 - 0,07% Coverage

Integrated

Reference 83 - 0,04% Coverage

models

Reference 84 - 0,06% Coverage

potential

Reference 85 - 0,06% Coverage

radically

Reference 86 - 0,08% Coverage

patient care

Reference 87 - 0,06% Coverage

sensitive

Reference 88 - 0,07% Coverage

caregivers

Reference 89 - 0,05% Coverage

advance

Reference 90 - 0,13% Coverage

healthcare ecosystem

Reference 91 - 0,05% Coverage

improve

Reference 92 - 0,14% Coverage

Healthy Minds Program

Reference 93 - 0,06% Coverage

interests

Reference 94 - 0,07% Coverage

integrated

Reference 95 - 0,03% Coverage

care

Reference 96 - 0,14% Coverage



Healthy Minds program

Reference 97 - 0,06% Coverage

encourage

Reference 98 - 0,09% Coverage

collaboration

Reference 99 - 0,07% Coverage

accelerate

Reference 100 - 0,14% Coverage

therapeutic solutions

Reference 101 - 0,09% Coverage

Healthy Minds

Reference 102 - 0,08% Coverage

longstanding

Reference 103 - 0,04% Coverage

legacy

Reference 104 - 0,07% Coverage

achievement

Reference 105 - 0,06% Coverage

advancing

Reference 106 - 0,06% Coverage

discovery

Reference 107 - 0,07% Coverage

development

Reference 108 - 0,08% Coverage

breakthrough

Reference 109 - 0,04% Coverage

gifted

Reference 110 - 0,07% Coverage

passionate

Reference 111 - 0,07% Coverage



discovered

Reference 112 - 0,06% Coverage

developed

Reference 113 - 0,07% Coverage

innovative

Reference 114 - 0,04% Coverage

firmly

Reference 115 - 0,06% Coverage

committed

Reference 116 - 0,05% Coverage

commits

Reference 117 - 0,06% Coverage

education

Reference 118 - 0,08% Coverage

sponsorships

Reference 119 - 0,08% Coverage

philanthropy

Reference 120 - 0,09% Coverage

mental health

Reference 121 - 0,04% Coverage

united

Reference 122 - 0,06% Coverage

energized

Reference 123 - 0,05% Coverage

mission

Reference 124 - 0,05% Coverage

discover

Reference 125 - 0,05% Coverage

develop

Reference 126 - 0,07% Coverage

innovative



Reference 127 - 0,03% Coverage

ease

Reference 128 - 0,03% Coverage

solve

Reference 129 - 0,06% Coverage

important

Reference 130 - 0,05% Coverage

strategy

Reference 131 - 0,03% Coverage

best

Reference 132 - 0,06% Coverage

solutions

Reference 133 - 0,05% Coverage

leverage

Reference 134 - 0,07% Coverage

world-class

Reference 135 - 0,06% Coverage

discovery

Reference 136 - 0,07% Coverage

development

Reference 137 - 0,06% Coverage

expertise

Reference 138 - 0,15% Coverage

operational excellence

Reference 139 - 0,07% Coverage

innovative

Reference 140 - 0,06% Coverage

effective

Reference 141 - 0,06% Coverage

dedicated



Reference 142 - 0,07% Coverage

addressing

Reference 143 - 0,05% Coverage

solving

Reference 144 - 0,06% Coverage

important

Reference 145 - 0,07% Coverage

commitment

Reference 146 - 0,09% Coverage

work together

Reference 147 - 0,07% Coverage

innovative

Reference 148 - 0,06% Coverage

solutions

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Janssen
Pharmaceutica NV Extends Commitment to Global Mental Health Scholarships as Part of Its Healthy
Minds Programme ~ Johnson & Johnson> - § 166 references coded  [11,20% Coverage]

Reference 1 - 0,04% Coverage

Extends

Reference 2 - 0,06% Coverage

Commitment

Reference 3 - 0,20% Coverage

Global Mental Health Scholarships

Reference 4 - 0,14% Coverage

Healthy Minds Programme

Reference 5 - 0,04% Coverage

Funding

Reference 6 - 0,05% Coverage

continues

Reference 7 - 0,06% Coverage

meaningful

Reference 8 - 0,02% Coverage



aid

Reference 9 - 0,13% Coverage

mental health research

Reference 10 - 0,10% Coverage

educational grant

Reference 11 - 0,12% Coverage

Global Mental Health

Reference 12 - 0,05% Coverage

programme

Reference 13 - 0,05% Coverage

ensuring

Reference 14 - 0,07% Coverage

advancement

Reference 15 - 0,22% Coverage

Global Mental Health Scholarship Fund

Reference 16 - 0,14% Coverage

Healthy Minds programme

Reference 17 - 0,03% Coverage

grant

Reference 18 - 0,04% Coverage

support

Reference 19 - 0,07% Coverage

scholarships

Reference 20 - 0,05% Coverage

training

Reference 21 - 0,08% Coverage

mental health

Reference 22 - 0,05% Coverage

supported

Reference 23 - 0,07% Coverage



scholarships

Reference 24 - 0,05% Coverage

the Fund

Reference 25 - 0,03% Coverage

grant

Reference 26 - 0,08% Coverage

contributions

Reference 27 - 0,05% Coverage

the Fund

Reference 28 - 0,04% Coverage

honours

Reference 29 - 0,05% Coverage

programme

Reference 30 - 0,08% Coverage

mental health

Reference 31 - 0,05% Coverage

designed

Reference 32 - 0,04% Coverage

prepare

Reference 33 - 0,08% Coverage

mental health

Reference 34 - 0,08% Coverage

mental health

Reference 35 - 0,08% Coverage

mental health

Reference 36 - 0,05% Coverage

advisors

Reference 37 - 0,05% Coverage

advocates

Reference 38 - 0,07% Coverage

aid agencies



Reference 39 - 0,18% Coverage

non-governmental organisations

Reference 40 - 0,07% Coverage

scholarships

Reference 41 - 0,11% Coverage

mental health care

Reference 42 - 0,07% Coverage

scholarship

Reference 43 - 0,04% Coverage

winners

Reference 44 - 0,06% Coverage

Addressing

Reference 45 - 0,04% Coverage

access

Reference 46 - 0,05% Coverage

adequate

Reference 47 - 0,05% Coverage

important

Reference 48 - 0,05% Coverage

effective

Reference 49 - 0,06% Coverage

strategies

Reference 50 - 0,07% Coverage

implemented

Reference 51 - 0,07% Coverage

committed to

Reference 52 - 0,04% Coverage

success

Reference 53 - 0,05% Coverage

programme



Reference 54 - 0,05% Coverage

solutions

Reference 55 - 0,08% Coverage

professionals

Reference 56 - 0,05% Coverage

knowledge

Reference 57 - 0,03% Coverage

tools

Reference 58 - 0,02% Coverage

gain

Reference 59 - 0,22% Coverage

Global Mental Health Scholarship Fund

Reference 60 - 0,18% Coverage

Global Mental Health programme

Reference 61 - 0,08% Coverage

world-renowned

Reference 62 - 0,11% Coverage

mental health care

Reference 63 - 0,02% Coverage

care

Reference 64 - 0,05% Coverage

effective

Reference 65 - 0,05% Coverage

low-cost

Reference 66 - 0,12% Coverage

Global Mental Health

Reference 67 - 0,04% Coverage

trains

Reference 68 - 0,08% Coverage

mental health

Reference 69 - 0,04% Coverage



improve

Reference 70 - 0,05% Coverage

access to

Reference 71 - 0,02% Coverage

care

Reference 72 - 0,05% Coverage

delighted

Reference 73 - 0,12% Coverage

pioneering programme

Reference 74 - 0,12% Coverage

Global Mental Health

Reference 75 - 0,05% Coverage

training

Reference 76 - 0,14% Coverage

mental health programmes

Reference 77 - 0,03% Coverage

learn

Reference 78 - 0,04% Coverage

devise

Reference 79 - 0,07% Coverage

appropriate

Reference 80 - 0,05% Coverage

feasible

Reference 81 - 0,06% Coverage

strategies

Reference 82 - 0,04% Coverage

reduce

Reference 83 - 0,08% Coverage

health policy

Reference 84 - 0,05% Coverage



programme

Reference 85 - 0,04% Coverage

funding

Reference 86 - 0,08% Coverage

commitment to

Reference 87 - 0,04% Coverage

foster

Reference 88 - 0,06% Coverage

programmes

Reference 89 - 0,07% Coverage

targeted at

Reference 90 - 0,05% Coverage

designing

Reference 91 - 0,05% Coverage

effective

Reference 92 - 0,14% Coverage

mental health treatment

Reference 93 - 0,05% Coverage

improving

Reference 94 - 0,05% Coverage

access to

Reference 95 - 0,03% Coverage

eager

Reference 96 - 0,04% Coverage

create

Reference 97 - 0,05% Coverage

implement

Reference 98 - 0,05% Coverage

handling

Reference 99 - 0,05% Coverage

programme



Reference 100 - 0,02% Coverage

Fund

Reference 101 - 0,05% Coverage

expertise

Reference 102 - 0,05% Coverage

greatest

Reference 103 - 0,04% Coverage

impact

Reference 104 - 0,03% Coverage

thank

Reference 105 - 0,04% Coverage

donors

Reference 106 - 0,23% Coverage

the Global Mental Health MSc programme

Reference 107 - 0,05% Coverage

celebrate

Reference 108 - 0,21% Coverage

the Centre for Global Mental Health

Reference 109 - 0,05% Coverage

honoured

Reference 110 - 0,05% Coverage

supporter

Reference 111 - 0,05% Coverage

programme

Reference 112 - 0,08% Coverage

philanthropic

Reference 113 - 0,06% Coverage

supporters

Reference 114 - 0,05% Coverage

education



Reference 115 - 0,04% Coverage

health

Reference 116 - 0,04% Coverage

mission

Reference 117 - 0,04% Coverage

improve

Reference 118 - 0,04% Coverage

health

Reference 119 - 0,08% Coverage

health equity

Reference 120 - 0,07% Coverage

partnership

Reference 121 - 0,04% Coverage

achieve

Reference 122 - 0,06% Coverage

excellence

Reference 123 - 0,09% Coverage

health research

Reference 124 - 0,05% Coverage

education

Reference 125 - 0,05% Coverage

knowledge

Reference 126 - 0,04% Coverage

policy

Reference 127 - 0,14% Coverage

Healthy Minds Programme

Reference 128 - 0,05% Coverage

interests

Reference 129 - 0,06% Coverage

integrated

Reference 130 - 0,02% Coverage



care

Reference 131 - 0,14% Coverage

Healthy Minds programme

Reference 132 - 0,05% Coverage

encourage

Reference 133 - 0,08% Coverage

collaboration

Reference 134 - 0,06% Coverage

accelerate

Reference 135 - 0,05% Coverage

solutions

Reference 136 - 0,17% Coverage

neurologic and brain diseases

Reference 137 - 0,08% Coverage

Healthy Minds

Reference 138 - 0,07% Coverage

longstanding

Reference 139 - 0,04% Coverage

legacy

Reference 140 - 0,07% Coverage

achievement

Reference 141 - 0,05% Coverage

advancing

Reference 142 - 0,05% Coverage

discovery

Reference 143 - 0,07% Coverage

development

Reference 144 - 0,07% Coverage

breakthrough

Reference 145 - 0,06% Coverage



treatments

Reference 146 - 0,04% Coverage

gifted

Reference 147 - 0,06% Coverage

passionate

Reference 148 - 0,06% Coverage

discovered

Reference 149 - 0,05% Coverage

developed

Reference 150 - 0,06% Coverage

innovative

Reference 151 - 0,05% Coverage

committed

Reference 152 - 0,05% Coverage

supports

Reference 153 - 0,07% Coverage

professional

Reference 154 - 0,05% Coverage

education

Reference 155 - 0,03% Coverage

funds

Reference 156 - 0,07% Coverage

sponsorships

Reference 157 - 0,07% Coverage

philanthropy

Reference 158 - 0,08% Coverage

mental health

Reference 159 - 0,06% Coverage

focuses on

Reference 160 - 0,05% Coverage

discovery



Reference 161 - 0,07% Coverage

development

Reference 162 - 0,06% Coverage

innovative

Reference 163 - 0,04% Coverage

benefit

Reference 164 - 0,15% Coverage

health care professionals

Reference 165 - 0,07% Coverage

concentrates

Reference 166 - 0,04% Coverage

efforts

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson Makes an Impact on TEDMED Great Challenges of Health and Medicine ~ Johnson &
Johnson> - § 230 references coded  [10,51% Coverage]

Reference 1 - 0,03% Coverage

Impact

Reference 2 - 0,03% Coverage

Health

Reference 3 - 0,03% Coverage

Purpose

Reference 4 - 0,05% Coverage

Innovation

Reference 5 - 0,03% Coverage

Caring

Reference 6 - 0,04% Coverage

inspires

Reference 7 - 0,03% Coverage

unites

Reference 8 - 0,03% Coverage

embrace



Reference 9 - 0,05% Coverage

innovative

Reference 10 - 0,04% Coverage

services

Reference 11 - 0,03% Coverage

advance

Reference 12 - 0,03% Coverage

health

Reference 13 - 0,05% Coverage

well-being

Reference 14 - 0,03% Coverage

Health

Reference 15 - 0,03% Coverage

health

Reference 16 - 0,05% Coverage

well-being

Reference 17 - 0,05% Coverage

continually

Reference 18 - 0,04% Coverage

striving

Reference 19 - 0,03% Coverage

address

Reference 20 - 0,02% Coverage

help

Reference 21 - 0,04% Coverage

healthier

Reference 22 - 0,03% Coverage

happier

Reference 23 - 0,05% Coverage

innovations

Reference 24 - 0,06% Coverage



Mental health

Reference 25 - 0,04% Coverage

Preparing

Reference 26 - 0,03% Coverage

prepare

Reference 27 - 0,06% Coverage

dedicated to

Reference 28 - 0,02% Coverage

cures

Reference 29 - 0,05% Coverage

focused on

Reference 30 - 0,02% Coverage

power

Reference 31 - 0,02% Coverage

value

Reference 32 - 0,05% Coverage

integrated

Reference 33 - 0,04% Coverage

holistic

Reference 34 - 0,02% Coverage

care

Reference 35 - 0,02% Coverage

help

Reference 36 - 0,03% Coverage

achieve

Reference 37 - 0,03% Coverage

Healthy

Reference 38 - 0,06% Coverage

committed to

Reference 39 - 0,05% Coverage



discovering

Reference 40 - 0,05% Coverage

innovative

Reference 41 - 0,04% Coverage

solutions

Reference 42 - 0,05% Coverage

Fortunately

Reference 43 - 0,03% Coverage

learned

Reference 44 - 0,04% Coverage

flourish

Reference 45 - 0,05% Coverage

addressing

Reference 46 - 0,05% Coverage

Addressing

Reference 47 - 0,06% Coverage

Patient Care

Reference 48 - 0,07% Coverage

top priorities

Reference 49 - 0,05% Coverage

addressing

Reference 50 - 0,06% Coverage

patient care

Reference 51 - 0,04% Coverage

tackling

Reference 52 - 0,04% Coverage

solution

Reference 53 - 0,03% Coverage

develop

Reference 54 - 0,06% Coverage

understanding



Reference 55 - 0,05% Coverage

partnership

Reference 56 - 0,09% Coverage

Second Wind Dreams

Reference 57 - 0,04% Coverage

Dementia

Reference 58 - 0,02% Coverage

helps

Reference 59 - 0,03% Coverage

greater

Reference 60 - 0,06% Coverage

understanding

Reference 61 - 0,02% Coverage

tools

Reference 62 - 0,03% Coverage

enables

Reference 63 - 0,05% Coverage

caregivers

Reference 64 - 0,06% Coverage

professionals

Reference 65 - 0,05% Coverage

experience

Reference 66 - 0,04% Coverage

firsthand

Reference 67 - 0,05% Coverage

experienced

Reference 68 - 0,04% Coverage

Reducing

Reference 69 - 0,03% Coverage

address



Reference 70 - 0,03% Coverage

Healthy

Reference 71 - 0,03% Coverage

Healthy

Reference 72 - 0,05% Coverage

addressing

Reference 73 - 0,03% Coverage

program

Reference 74 - 0,04% Coverage

designed

Reference 75 - 0,02% Coverage

help

Reference 76 - 0,03% Coverage

active

Reference 77 - 0,04% Coverage

healthier

Reference 78 - 0,04% Coverage

greatest

Reference 79 - 0,07% Coverage

success stories

Reference 80 - 0,02% Coverage

great

Reference 81 - 0,04% Coverage

advocate

Reference 82 - 0,03% Coverage

program

Reference 83 - 0,03% Coverage

Healthy

Reference 84 - 0,03% Coverage

program

Reference 85 - 0,04% Coverage



addresses

Reference 86 - 0,05% Coverage

pre-emptive

Reference 87 - 0,03% Coverage

active

Reference 88 - 0,02% Coverage

avoid

Reference 89 - 0,05% Coverage

introduced

Reference 90 - 0,02% Coverage

help

Reference 91 - 0,03% Coverage

Achieve

Reference 92 - 0,05% Coverage

Innovation

Reference 93 - 0,05% Coverage

Affordably

Reference 94 - 0,05% Coverage

understand

Reference 95 - 0,03% Coverage

expect

Reference 96 - 0,03% Coverage

latest

Reference 97 - 0,02% Coverage

best

Reference 98 - 0,04% Coverage

services

Reference 99 - 0,14% Coverage

Janssen Healthcare Innovation

Reference 100 - 0,06% Coverage



committed to

Reference 101 - 0,04% Coverage

reducing

Reference 102 - 0,05% Coverage

increasing

Reference 103 - 0,06% Coverage

accessibility

Reference 104 - 0,03% Coverage

able to

Reference 105 - 0,02% Coverage

share

Reference 106 - 0,05% Coverage

innovations

Reference 107 - 0,09% Coverage

mobile health tools

Reference 108 - 0,06% Coverage

partnerships

Reference 109 - 0,03% Coverage

Healthy

Reference 110 - 0,03% Coverage

Program

Reference 111 - 0,06% Coverage

dedication to

Reference 112 - 0,05% Coverage

healthcare

Reference 113 - 0,05% Coverage

Prevention

Reference 114 - 0,03% Coverage

Popular

Reference 115 - 0,05% Coverage

Profitable



Reference 116 - 0,02% Coverage

lower

Reference 117 - 0,03% Coverage

greater

Reference 118 - 0,06% Coverage

participation

Reference 119 - 0,03% Coverage

healthy

Reference 120 - 0,03% Coverage

giving

Reference 121 - 0,02% Coverage

tools

Reference 122 - 0,03% Coverage

healthy

Reference 123 - 0,04% Coverage

important

Reference 124 - 0,03% Coverage

helping

Reference 125 - 0,11% Coverage

Global Health Services

Reference 126 - 0,05% Coverage

incentives

Reference 127 - 0,04% Coverage

important

Reference 128 - 0,04% Coverage

promoting

Reference 129 - 0,02% Coverage

good

Reference 130 - 0,03% Coverage

health



Reference 131 - 0,05% Coverage

encouraging

Reference 132 - 0,03% Coverage

actions

Reference 133 - 0,03% Coverage

people

Reference 134 - 0,03% Coverage

healthy

Reference 135 - 0,03% Coverage

offered

Reference 136 - 0,13% Coverage

employee wellness programs

Reference 137 - 0,07% Coverage

cost reductions

Reference 138 - 0,06% Coverage

improvements

Reference 139 - 0,07% Coverage

employee health

Reference 140 - 0,06% Coverage

accessibility

Reference 141 - 0,05% Coverage

popularity

Reference 142 - 0,04% Coverage

Promoting

Reference 143 - 0,03% Coverage

Active

Reference 144 - 0,06% Coverage

committed to

Reference 145 - 0,04% Coverage

promoting

Reference 146 - 0,03% Coverage



active

Reference 147 - 0,03% Coverage

healthy

Reference 148 - 0,06% Coverage

partnerships

Reference 149 - 0,03% Coverage

Healthy

Reference 150 - 0,04% Coverage

promotes

Reference 151 - 0,03% Coverage

active

Reference 152 - 0,05% Coverage

recognizing

Reference 153 - 0,04% Coverage

benefits

Reference 154 - 0,04% Coverage

Inventing

Reference 155 - 0,08% Coverage

Wellness Programs

Reference 156 - 0,03% Coverage

pioneer

Reference 157 - 0,04% Coverage

programs

Reference 158 - 0,02% Coverage

offer

Reference 159 - 0,04% Coverage

heritage

Reference 160 - 0,05% Coverage

developing

Reference 161 - 0,05% Coverage



successful

Reference 162 - 0,13% Coverage

corporate wellness programs

Reference 163 - 0,02% Coverage

help

Reference 164 - 0,03% Coverage

prevent

Reference 165 - 0,03% Coverage

enhance

Reference 166 - 0,04% Coverage

wellness

Reference 167 - 0,02% Coverage

offer

Reference 168 - 0,09% Coverage

fitness facilities

Reference 169 - 0,04% Coverage

organize

Reference 170 - 0,11% Coverage

corporate sports teams

Reference 171 - 0,04% Coverage

focus on

Reference 172 - 0,04% Coverage

developed

Reference 173 - 0,14% Coverage

employee athletic association

Reference 174 - 0,03% Coverage

offered

Reference 175 - 0,06% Coverage

continues to

Reference 176 - 0,06% Coverage

raise the bar



Reference 177 - 0,04% Coverage

programs

Reference 178 - 0,04% Coverage

designed

Reference 179 - 0,03% Coverage

healthy

Reference 180 - 0,03% Coverage

active

Reference 181 - 0,05% Coverage

technology

Reference 182 - 0,02% Coverage

vital

Reference 183 - 0,05% Coverage

innovating

Reference 184 - 0,05% Coverage

technology

Reference 185 - 0,05% Coverage

innovation

Reference 186 - 0,03% Coverage

evolve

Reference 187 - 0,06% Coverage

increasingly

Reference 188 - 0,02% Coverage

rapid

Reference 189 - 0,04% Coverage

education

Reference 190 - 0,03% Coverage

crucial

Reference 191 - 0,01% Coverage

aim



Reference 192 - 0,04% Coverage

forefront

Reference 193 - 0,05% Coverage

technology

Reference 194 - 0,03% Coverage

forged

Reference 195 - 0,06% Coverage

partnerships

Reference 196 - 0,04% Coverage

developed

Reference 197 - 0,09% Coverage

mobile health tools

Reference 198 - 0,02% Coverage

help

Reference 199 - 0,03% Coverage

health

Reference 200 - 0,03% Coverage

better

Reference 201 - 0,03% Coverage

ensure

Reference 202 - 0,02% Coverage

best

Reference 203 - 0,06% Coverage

personalized

Reference 204 - 0,02% Coverage

care

Reference 205 - 0,04% Coverage

possible

Reference 206 - 0,09% Coverage

mobile health tools

Reference 207 - 0,05% Coverage



Care4Today

Reference 208 - 0,10% Coverage

Mobile Health Manager

Reference 209 - 0,13% Coverage

Energy Management Training

Reference 210 - 0,03% Coverage

Caring

Reference 211 - 0,04% Coverage

inspires

Reference 212 - 0,03% Coverage

unites

Reference 213 - 0,03% Coverage

embrace

Reference 214 - 0,05% Coverage

innovative

Reference 215 - 0,04% Coverage

services

Reference 216 - 0,03% Coverage

advance

Reference 217 - 0,03% Coverage

health

Reference 218 - 0,05% Coverage

well-being

Reference 219 - 0,04% Coverage

partners

Reference 220 - 0,05% Coverage

health care

Reference 221 - 0,05% Coverage

independent

Reference 222 - 0,03% Coverage



license

Reference 223 - 0,04% Coverage

nonprofit

Reference 224 - 0,06% Coverage

TED-licensed

Reference 225 - 0,03% Coverage

focused

Reference 226 - 0,05% Coverage

innovation

Reference 227 - 0,06% Coverage

breakthrough

Reference 228 - 0,03% Coverage

health

Reference 229 - 0,03% Coverage

health

Reference 230 - 0,05% Coverage

technology

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson to Participate in 2013 Citi Global Health Care Conference ~ Johnson & Johnson> - § 8
references coded  [3,05% Coverage]

Reference 1 - 0,31% Coverage

Participate

Reference 2 - 0,62% Coverage

Health Care Conference

Reference 3 - 0,31% Coverage

participate

Reference 4 - 0,62% Coverage

Health Care Conference

Reference 5 - 0,42% Coverage

keynote speaker

Reference 6 - 0,25% Coverage

available



Reference 7 - 0,28% Coverage

interested

Reference 8 - 0,25% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson to Participate in 2013 Leerink Swann Global Health Care Conference ~ Johnson & Johnson>
- § 7 references coded  [2,68% Coverage]

Reference 1 - 0,31% Coverage

Participate

Reference 2 - 0,63% Coverage

Health Care Conference

Reference 3 - 0,31% Coverage

participate

Reference 4 - 0,63% Coverage

Health Care Conference

Reference 5 - 0,26% Coverage

available

Reference 6 - 0,29% Coverage

interested

Reference 7 - 0,26% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson to Participate in Credit Suisse 2013 Health Care Conference ~ Johnson & Johnson> - § 7
references coded  [2,72% Coverage]

Reference 1 - 0,32% Coverage

Participate

Reference 2 - 0,64% Coverage

Health Care Conference

Reference 3 - 0,32% Coverage

participate

Reference 4 - 0,64% Coverage

Health Care Conference



Reference 5 - 0,26% Coverage

available

Reference 6 - 0,29% Coverage

interested

Reference 7 - 0,26% Coverage

available

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson to Participate in Morgan Stanley Global Health Care Conference ~ Johnson & Johnson> - § 7
references coded  [2,64% Coverage]

Reference 1 - 0,31% Coverage

Participate

Reference 2 - 0,62% Coverage

Health Care Conference

Reference 3 - 0,31% Coverage

participate

Reference 4 - 0,62% Coverage

Health Care Conference

Reference 5 - 0,25% Coverage

available

Reference 6 - 0,28% Coverage

interested

Reference 7 - 0,25% Coverage

available

<Internals\\Press Releases\\American Companies\\Kraft\\2013\\2013 - Press Release - Kraft News
Center> - § 44 references coded  [5,94% Coverage]

Reference 1 - 0,13% Coverage

PARADISE

Reference 2 - 0,06% Coverage

HELP

Reference 3 - 0,08% Coverage

ALIVE

Reference 4 - 0,11% Coverage



Beloved

Reference 5 - 0,13% Coverage

awarding

Reference 6 - 0,11% Coverage

prizing

Reference 7 - 0,16% Coverage

recognized

Reference 8 - 0,14% Coverage

organized

Reference 9 - 0,14% Coverage

organized

Reference 10 - 0,13% Coverage

welcomes

Reference 11 - 0,06% Coverage

free

Reference 12 - 0,14% Coverage

celebrate

Reference 13 - 0,16% Coverage

importance

Reference 14 - 0,11% Coverage

funding

Reference 15 - 0,13% Coverage

majority

Reference 16 - 0,08% Coverage

agree

Reference 17 - 0,24% Coverage

at the heart of

Reference 18 - 0,13% Coverage

precious

Reference 19 - 0,13% Coverage

repaired



Reference 20 - 0,13% Coverage

restored

Reference 21 - 0,11% Coverage

engages

Reference 22 - 0,13% Coverage

preserve

Reference 23 - 0,09% Coverage

spirit

Reference 24 - 0,11% Coverage

passion

Reference 25 - 0,11% Coverage

passion

Reference 26 - 0,09% Coverage

legend

Reference 27 - 0,09% Coverage

agrees

Reference 28 - 0,35% Coverage

a huge part of my life

Reference 29 - 0,09% Coverage

legend

Reference 30 - 0,08% Coverage

helps

Reference 31 - 0,30% Coverage

keeps things afloat

Reference 32 - 0,08% Coverage

helps

Reference 33 - 0,28% Coverage

community oriented

Reference 34 - 0,17% Coverage

even bigger



Reference 35 - 0,17% Coverage

opportunity

Reference 36 - 0,17% Coverage

partnership

Reference 37 - 0,25% Coverage

bigger than ever

Reference 38 - 0,13% Coverage

awarding

Reference 39 - 0,11% Coverage

prizing

Reference 40 - 0,17% Coverage

grand prize

Reference 41 - 0,08% Coverage

prize

Reference 42 - 0,09% Coverage

prizes

Reference 43 - 0,09% Coverage

prizes

Reference 44 - 0,11% Coverage

invited

<Internals\\Press Releases\\American Companies\\Kraft\\2013\\2013 - Press Release - Kraft News
Center (2)> - § 61 references coded  [12,36% Coverage]

Reference 1 - 0,18% Coverage

CELEBRATION

Reference 2 - 0,28% Coverage

COMMUNITY SERVICE

Reference 3 - 0,23% Coverage

Make an Impact

Reference 4 - 0,10% Coverage

unites

Reference 5 - 0,32% Coverage



employee volunteers

Reference 6 - 0,08% Coverage

fight

Reference 7 - 0,12% Coverage

promote

Reference 8 - 0,12% Coverage

healthy

Reference 9 - 0,15% Coverage

continues

Reference 10 - 0,10% Coverage

legacy

Reference 11 - 0,28% Coverage

community service

Reference 12 - 0,23% Coverage

Make an Impact

Reference 13 - 0,25% Coverage

volunteer event

Reference 14 - 0,35% Coverage

roll up their sleeves

Reference 15 - 0,30% Coverage

volunteer projects

Reference 16 - 0,12% Coverage

support

Reference 17 - 0,53% Coverage

community involvement priorities

Reference 18 - 0,13% Coverage

fighting

Reference 19 - 0,15% Coverage

promoting

Reference 20 - 0,12% Coverage

healthy



Reference 21 - 0,33% Coverage

Volunteer activities

Reference 22 - 0,28% Coverage

community gardens

Reference 23 - 0,12% Coverage

donated

Reference 24 - 0,12% Coverage

leading

Reference 25 - 0,17% Coverage

activities

Reference 26 - 0,12% Coverage

support

Reference 27 - 0,15% Coverage

nutrition

Reference 28 - 0,15% Coverage

education

Reference 29 - 0,10% Coverage

active

Reference 30 - 0,23% Coverage

Make an Impact

Reference 31 - 0,10% Coverage

chance

Reference 32 - 0,22% Coverage

change makers

Reference 33 - 0,55% Coverage

Diversity & Community Involvement

Reference 34 - 0,12% Coverage

helping

Reference 35 - 0,10% Coverage

better



Reference 36 - 0,15% Coverage

volunteer

Reference 37 - 0,17% Coverage

non-profit

Reference 38 - 0,38% Coverage

National Volunteer Week

Reference 39 - 0,18% Coverage

celebration

Reference 40 - 0,55% Coverage

Kraft’s Northshore Day of Service

Reference 41 - 0,15% Coverage

volunteer

Reference 42 - 0,18% Coverage

celebration

Reference 43 - 0,27% Coverage

Making an Impact

Reference 44 - 0,10% Coverage

talent

Reference 45 - 0,15% Coverage

resources

Reference 46 - 0,38% Coverage

community organizations

Reference 47 - 0,15% Coverage

completed

Reference 48 - 0,12% Coverage

service

Reference 49 - 0,17% Coverage

foundation

Reference 50 - 0,13% Coverage

provided

Reference 51 - 0,38% Coverage



cash and food donations

Reference 52 - 0,13% Coverage

provides

Reference 53 - 0,27% Coverage

humanitarian aid

Reference 54 - 0,10% Coverage

spirit

Reference 55 - 0,07% Coverage

soul

Reference 56 - 0,17% Coverage

powerhouse

Reference 57 - 0,15% Coverage

unrivaled

Reference 58 - 0,12% Coverage

passion

Reference 59 - 0,07% Coverage

love

Reference 60 - 0,35% Coverage

Standard & Poor’s 500

Reference 61 - 0,30% Coverage

NASDAQ-100 indices

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - DISNEY
CRUISE LINE KICKS OFF EARTH MONTH BY HONORING YOUNG ENVIRONMENTAL
CHAMPIONS IN DISNEY'S PLANET CHALLENGE ~ The Walt Disney Company> - § 107 references
coded  [9,52% Coverage]

Reference 1 - 0,08% Coverage

EARTH MONTH

Reference 2 - 0,06% Coverage

HONORING

Reference 3 - 0,10% Coverage

ENVIRONMENTAL

Reference 4 - 0,07% Coverage



CHAMPIONS

Reference 5 - 0,08% Coverage

CELEBRATION

Reference 6 - 0,05% Coverage

honored

Reference 7 - 0,05% Coverage

winning

Reference 8 - 0,05% Coverage

program

Reference 9 - 0,06% Coverage

aimed at

Reference 10 - 0,07% Coverage

inspiring

Reference 11 - 0,03% Coverage

good

Reference 12 - 0,06% Coverage

stewards

Reference 13 - 0,08% Coverage

empowering

Reference 14 - 0,15% Coverage

to make a difference

Reference 15 - 0,13% Coverage

education program

Reference 16 - 0,07% Coverage

inspiring

Reference 17 - 0,06% Coverage

positive

Reference 18 - 0,05% Coverage

action

Reference 19 - 0,08% Coverage



minimizing

Reference 20 - 0,02% Coverage

fun

Reference 21 - 0,06% Coverage

engaging

Reference 22 - 0,07% Coverage

encourage

Reference 23 - 0,08% Coverage

take action

Reference 24 - 0,07% Coverage

Inspiring

Reference 25 - 0,06% Coverage

positive

Reference 26 - 0,10% Coverage

environmental

Reference 27 - 0,08% Coverage

stewardship

Reference 28 - 0,12% Coverage

company culture

Reference 29 - 0,08% Coverage

activities

Reference 30 - 0,05% Coverage

winners

Reference 31 - 0,08% Coverage

opportunity

Reference 32 - 0,08% Coverage

recognized

Reference 33 - 0,08% Coverage

protecting

Reference 34 - 0,10% Coverage

raising funds



Reference 35 - 0,07% Coverage

awareness

Reference 36 - 0,05% Coverage

focused

Reference 37 - 0,05% Coverage

efforts

Reference 38 - 0,12% Coverage

in an effort to

Reference 39 - 0,31% Coverage

Disney's Planet Challenge awards ceremony

Reference 40 - 0,04% Coverage

medal

Reference 41 - 0,05% Coverage

efforts

Reference 42 - 0,05% Coverage

enjoyed

Reference 43 - 0,14% Coverage

Community outreach

Reference 44 - 0,15% Coverage

educational programs

Reference 45 - 0,05% Coverage

ongoing

Reference 46 - 0,08% Coverage

commitment

Reference 47 - 0,05% Coverage

efforts

Reference 48 - 0,09% Coverage

dedicated to

Reference 49 - 0,08% Coverage

minimizing



Reference 50 - 0,07% Coverage

utilizing

Reference 51 - 0,08% Coverage

increasing

Reference 52 - 0,12% Coverage

fuel efficiency

Reference 53 - 0,08% Coverage

minimizing

Reference 54 - 0,08% Coverage

supporting

Reference 55 - 0,15% Coverage

marine conservation

Reference 56 - 0,08% Coverage

initiatives

Reference 57 - 0,19% Coverage

Environmental Initiatives

Reference 58 - 0,18% Coverage

Environmental leadership

Reference 59 - 0,08% Coverage

commitment

Reference 60 - 0,17% Coverage

Environmental Officers

Reference 61 - 0,08% Coverage

experience

Reference 62 - 0,15% Coverage

specialized training

Reference 63 - 0,28% Coverage

environmental regulations and systems

Reference 64 - 0,05% Coverage

focused

Reference 65 - 0,12% Coverage



fuel efficiency

Reference 66 - 0,08% Coverage

minimizing

Reference 67 - 0,07% Coverage

promoting

Reference 68 - 0,34% Coverage

conservation of water, ecosystems and energy

Reference 69 - 0,08% Coverage

monitoring

Reference 70 - 0,08% Coverage

Innovative

Reference 71 - 0,07% Coverage

non-toxic

Reference 72 - 0,05% Coverage

reduces

Reference 73 - 0,08% Coverage

Minimizing

Reference 74 - 0,07% Coverage

Recycling

Reference 75 - 0,06% Coverage

recycled

Reference 76 - 0,07% Coverage

Utilizing

Reference 77 - 0,06% Coverage

accurate

Reference 78 - 0,13% Coverage

energy management

Reference 79 - 0,06% Coverage

maximize

Reference 80 - 0,08% Coverage



self-adjust

Reference 81 - 0,05% Coverage

desired

Reference 82 - 0,05% Coverage

ability

Reference 83 - 0,07% Coverage

utilizing

Reference 84 - 0,05% Coverage

reduce

Reference 85 - 0,08% Coverage

engaged in

Reference 86 - 0,05% Coverage

project

Reference 87 - 0,05% Coverage

focused

Reference 88 - 0,07% Coverage

restoring

Reference 89 - 0,14% Coverage

Community Outreach

Reference 90 - 0,05% Coverage

donated

Reference 91 - 0,08% Coverage

nonprofits

Reference 92 - 0,04% Coverage

raise

Reference 93 - 0,04% Coverage

funds

Reference 94 - 0,07% Coverage

awareness

Reference 95 - 0,16% Coverage

conservation programs



Reference 96 - 0,11% Coverage

shore cleanups

Reference 97 - 0,27% Coverage

Disney Cruise Line Community Report

Reference 98 - 0,12% Coverage

Community Report

Reference 99 - 0,05% Coverage

efforts

Reference 100 - 0,14% Coverage

community outreach

Reference 101 - 0,10% Coverage

environmental

Reference 102 - 0,08% Coverage

stewardship

Reference 103 - 0,06% Coverage

positive

Reference 104 - 0,05% Coverage

program

Reference 105 - 0,10% Coverage

environmental

Reference 106 - 0,05% Coverage

pledge

Reference 107 - 0,07% Coverage

sponsored

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 -
SEVENTH GRADE CLASS IN ILLINOIS SELECTED AS WINNER OF INAUGURAL DISNEY'S
PLANET CHALLENGE MIDDLE SCHOOL ENVIRONMENTAL COMPETITION ~ The Walt Disney
Company> - § 55 references coded  [6,94% Coverage]

Reference 1 - 0,06% Coverage

WINNER

Reference 2 - 0,14% Coverage

ENVIRONMENTAL



Reference 3 - 0,06% Coverage

winner

Reference 4 - 0,14% Coverage

environmental

Reference 5 - 0,07% Coverage

program

Reference 6 - 0,29% Coverage

Disney's Friends For Change

Reference 7 - 0,11% Coverage

initiative

Reference 8 - 0,07% Coverage

focuses

Reference 9 - 0,10% Coverage

inspiring

Reference 10 - 0,04% Coverage

help

Reference 11 - 0,07% Coverage

winning

Reference 12 - 0,07% Coverage

focused

Reference 13 - 0,07% Coverage

project

Reference 14 - 0,10% Coverage

restoring

Reference 15 - 0,13% Coverage

reaching out

Reference 16 - 0,19% Coverage

awareness campaign

Reference 17 - 0,10% Coverage

celebrate



Reference 18 - 0,16% Coverage

accomplishments

Reference 19 - 0,12% Coverage

celebration

Reference 20 - 0,14% Coverage

environmental

Reference 21 - 0,07% Coverage

program

Reference 22 - 0,09% Coverage

empowers

Reference 23 - 0,21% Coverage

to make a difference

Reference 24 - 0,14% Coverage

environmental

Reference 25 - 0,06% Coverage

demand

Reference 26 - 0,15% Coverage

collaborations

Reference 27 - 0,61% Coverage

the U.S. and California Environmental Protection Agencies

Reference 28 - 0,41% Coverage

the U.S. Department of Fish & Wildlife

Reference 29 - 0,06% Coverage

ensure

Reference 30 - 0,14% Coverage

environmental

Reference 31 - 0,11% Coverage

excellence

Reference 32 - 0,19% Coverage

Friends For Change

Reference 33 - 0,29% Coverage



Disney's Friends For Change

Reference 34 - 0,11% Coverage

initiative

Reference 35 - 0,05% Coverage

helps

Reference 36 - 0,07% Coverage

inspire

Reference 37 - 0,14% Coverage

join together

Reference 38 - 0,09% Coverage

positive

Reference 39 - 0,10% Coverage

tool-kits

Reference 40 - 0,07% Coverage

program

Reference 41 - 0,04% Coverage

aims

Reference 42 - 0,06% Coverage

useful

Reference 43 - 0,04% Coverage

help

Reference 44 - 0,07% Coverage

program

Reference 45 - 0,07% Coverage

donates

Reference 46 - 0,04% Coverage

fund

Reference 47 - 0,09% Coverage

projects

Reference 48 - 0,06% Coverage



funded

Reference 49 - 0,09% Coverage

projects

Reference 50 - 0,04% Coverage

help

Reference 51 - 0,12% Coverage

educational

Reference 52 - 0,19% Coverage

community programs

Reference 53 - 0,32% Coverage

species and habitat protection

Reference 54 - 0,19% Coverage

Friends For Change

Reference 55 - 0,07% Coverage

actions

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - THE
WALT DISNEY COMPANY ISSUES 2010 CORPORATE CITIZENSHIP REPORT ~ The Walt Disney
Company> - § 62 references coded  [9,43% Coverage]

Reference 1 - 0,34% Coverage

CORPORATE CITIZENSHIP REPORT

Reference 2 - 0,34% Coverage

Corporate Citizenship report

Reference 3 - 0,10% Coverage

progress

Reference 4 - 0,16% Coverage

comprehensive

Reference 5 - 0,40% Coverage

citizenship commitments and goals

Reference 6 - 0,18% Coverage

core principles

Reference 7 - 0,09% Coverage

ethical



Reference 8 - 0,10% Coverage

consider

Reference 9 - 0,10% Coverage

Champion

Reference 10 - 0,11% Coverage

happiness

Reference 11 - 0,12% Coverage

well-being

Reference 12 - 0,11% Coverage

endeavors

Reference 13 - 0,09% Coverage

Inspire

Reference 14 - 0,09% Coverage

lasting

Reference 15 - 0,10% Coverage

positive

Reference 16 - 0,11% Coverage

respected

Reference 17 - 0,07% Coverage

growth

Reference 18 - 0,09% Coverage

success

Reference 19 - 0,05% Coverage

step

Reference 20 - 0,10% Coverage

programs

Reference 21 - 0,13% Coverage

initiatives

Reference 22 - 0,12% Coverage

clarifying



Reference 23 - 0,13% Coverage

commitments

Reference 24 - 0,11% Coverage

expanding

Reference 25 - 0,09% Coverage

efforts

Reference 26 - 0,10% Coverage

progress

Reference 27 - 0,16% Coverage

comprehensive

Reference 28 - 0,13% Coverage

commitments

Reference 29 - 0,09% Coverage

metrics

Reference 30 - 0,16% Coverage

opportunities

Reference 31 - 0,11% Coverage

expansion

Reference 32 - 0,10% Coverage

programs

Reference 33 - 0,06% Coverage

aimed

Reference 34 - 0,11% Coverage

inspiring

Reference 35 - 0,21% Coverage

make a difference

Reference 36 - 0,31% Coverage

Disney Friends for Change

Reference 37 - 0,09% Coverage

pledges

Reference 38 - 0,37% Coverage



Disney Magic of Healthy Living

Reference 39 - 0,10% Coverage

partners

Reference 40 - 0,09% Coverage

healthy

Reference 41 - 0,07% Coverage

simple

Reference 42 - 0,04% Coverage

fun

Reference 43 - 0,12% Coverage

Investment

Reference 44 - 0,27% Coverage

carbon offset projects

Reference 45 - 0,38% Coverage

Disney's Climate Solutions Fund

Reference 46 - 0,38% Coverage

internal carbon pricing program

Reference 47 - 0,46% Coverage

Disney's Human Rights Policy Statement

Reference 48 - 0,04% Coverage

aim

Reference 49 - 0,09% Coverage

clearly

Reference 50 - 0,12% Coverage

commitment

Reference 51 - 0,12% Coverage

respecting

Reference 52 - 0,15% Coverage

human rights

Reference 53 - 0,12% Coverage



charitable

Reference 54 - 0,16% Coverage

contributions

Reference 55 - 0,22% Coverage

VoluntEARS service

Reference 56 - 0,13% Coverage

contributed

Reference 57 - 0,11% Coverage

key areas

Reference 58 - 0,11% Coverage

inspiring

Reference 59 - 0,23% Coverage

nature conservation

Reference 60 - 0,15% Coverage

human rights

Reference 61 - 0,12% Coverage

activities

Reference 62 - 0,27% Coverage

The citizenship report

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - THIRD
GRADE COMBINATION CLASS IN LOUISIANA SELECTED AS WINNERS OF DISNEY'S PLANET
CHALLENGE ELEMENTARY ENVIRONMENTAL COMPETITION ~ The Walt Disney Company> - §
89 references coded  [8,11% Coverage]

Reference 1 - 0,05% Coverage

WINNERS

Reference 2 - 0,10% Coverage

ENVIRONMENTAL

Reference 3 - 0,05% Coverage

winner

Reference 4 - 0,10% Coverage

environmental

Reference 5 - 0,05% Coverage



winner

Reference 6 - 0,21% Coverage

Disney's Friends for Change

Reference 7 - 0,08% Coverage

initiative

Reference 8 - 0,05% Coverage

focuses

Reference 9 - 0,07% Coverage

inspiring

Reference 10 - 0,04% Coverage

steps

Reference 11 - 0,03% Coverage

help

Reference 12 - 0,08% Coverage

tremendous

Reference 13 - 0,15% Coverage

cafeteria composting

Reference 14 - 0,06% Coverage

clean-up

Reference 15 - 0,06% Coverage

improved

Reference 16 - 0,10% Coverage

environmental

Reference 17 - 0,07% Coverage

solutions

Reference 18 - 0,05% Coverage

engage

Reference 19 - 0,05% Coverage

Winners

Reference 20 - 0,16% Coverage

environmental experts



Reference 21 - 0,05% Coverage

winners

Reference 22 - 0,06% Coverage

Fighting

Reference 23 - 0,03% Coverage

Save

Reference 24 - 0,13% Coverage

environmentalists

Reference 25 - 0,05% Coverage

raising

Reference 26 - 0,05% Coverage

winning

Reference 27 - 0,05% Coverage

effort

Reference 28 - 0,05% Coverage
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ecological balance

Reference 25 - 0,24% Coverage
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technology
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efficiently

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Expanding UPS Green Fleet
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fuel savings

Reference 30 - 0,07% Coverage
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teaches

Reference 34 - 0,14% Coverage
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effective
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advance
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Reference 56 - 0,13% Coverage
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Reference 24 - 0,08% Coverage

durable
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development
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non-profit

Reference 39 - 0,08% Coverage
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betterment
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Reference 43 - 0,11% Coverage

commitment
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improve
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help
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support
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efforts
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supporting
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programs
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care

Reference 81 - 0,06% Coverage
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affect
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legacy

Reference 90 - 0,06% Coverage

caring

Reference 91 - 0,12% Coverage
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corporate citizen
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supporting
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Reference 80 - 0,09% Coverage

facilities

Reference 81 - 0,10% Coverage

exceptional

Reference 82 - 0,09% Coverage

standards

Reference 83 - 0,07% Coverage

quality

Reference 84 - 0,04% Coverage

care



Reference 85 - 0,09% Coverage

compliant

Reference 86 - 0,18% Coverage

healthcare services

Reference 87 - 0,06% Coverage

leader

Reference 88 - 0,08% Coverage

offering

Reference 89 - 0,09% Coverage

solutions

Reference 90 - 0,11% Coverage

facilitation

Reference 91 - 0,08% Coverage

advanced

Reference 92 - 0,09% Coverage

technology

Reference 93 - 0,10% Coverage

efficiently

Reference 94 - 0,06% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Foundation Donating to
Humanitarian Relief, Road Safety Initiatives - UPS Pressroom> - § 155 references coded  [20,31%
Coverage]

Reference 1 - 0,14% Coverage

UPS Foundation

Reference 2 - 0,08% Coverage

Donating

Reference 3 - 0,19% Coverage

Humanitarian Relief

Reference 4 - 0,11% Coverage

Road Safety



Reference 5 - 0,11% Coverage

Initiatives

Reference 6 - 0,06% Coverage

Grants

Reference 7 - 0,07% Coverage

Awarded

Reference 8 - 0,05% Coverage

award

Reference 9 - 0,06% Coverage

grants

Reference 10 - 0,18% Coverage

The UPS Foundation

Reference 11 - 0,10% Coverage

non-profit

Reference 12 - 0,07% Coverage

promote

Reference 13 - 0,16% Coverage

community safety

Reference 14 - 0,27% Coverage

humanitarian relief efforts

Reference 15 - 0,23% Coverage

road safety initiatives

Reference 16 - 0,18% Coverage

The UPS Foundation

Reference 17 - 0,13% Coverage

philanthropic

Reference 18 - 0,05% Coverage

leads

Reference 19 - 0,29% Coverage

corporate citizenship efforts

Reference 20 - 0,09% Coverage



extensive

Reference 21 - 0,09% Coverage

knowledge

Reference 22 - 0,07% Coverage

support

Reference 23 - 0,06% Coverage

grants

Reference 24 - 0,18% Coverage

The UPS Foundation

Reference 25 - 0,11% Coverage

non-profits

Reference 26 - 0,19% Coverage

humanitarian relief

Reference 27 - 0,07% Coverage

enhance

Reference 28 - 0,07% Coverage

ability

Reference 29 - 0,07% Coverage

prepare

Reference 30 - 0,07% Coverage

respond

Reference 31 - 0,18% Coverage

The UPS Foundation

Reference 32 - 0,07% Coverage

creates

Reference 33 - 0,10% Coverage

innovative

Reference 34 - 0,16% Coverage

community safety

Reference 35 - 0,12% Coverage



partnerships

Reference 36 - 0,12% Coverage

non- profits

Reference 37 - 0,08% Coverage

champion

Reference 38 - 0,11% Coverage

road safety

Reference 39 - 0,09% Coverage

expanding

Reference 40 - 0,21% Coverage

safe driving program,

Reference 41 - 0,17% Coverage

UPS Road
CodeTM

Reference 42 - 0,09% Coverage

leverages

Reference 43 - 0,14% Coverage

UPS volunteers

Reference 44 - 0,08% Coverage

instruct

Reference 45 - 0,23% Coverage

safe driving techniques

Reference 46 - 0,18% Coverage

The UPS Foundation

Reference 47 - 0,12% Coverage

committed to

Reference 48 - 0,09% Coverage

promoting

Reference 49 - 0,06% Coverage

safety

Reference 50 - 0,10% Coverage



prosperity

Reference 51 - 0,10% Coverage

supporting

Reference 52 - 0,08% Coverage

champion

Reference 53 - 0,28% Coverage

community safety initiatives

Reference 54 - 0,18% Coverage

The UPS Foundation

Reference 55 - 0,07% Coverage

honored

Reference 56 - 0,09% Coverage

knowledge

Reference 57 - 0,04% Coverage

help

Reference 58 - 0,07% Coverage

prepare

Reference 59 - 0,06% Coverage

create

Reference 60 - 0,05% Coverage

safer

Reference 61 - 0,16% Coverage

The Foundation's

Reference 62 - 0,26% Coverage

humanitarian relief grants

Reference 63 - 0,07% Coverage

support

Reference 64 - 0,22% Coverage

The American Red Cross

Reference 65 - 0,08% Coverage

allocate



Reference 66 - 0,05% Coverage

grant

Reference 67 - 0,30% Coverage

Annual Disaster Giving Program

Reference 68 - 0,07% Coverage

support

Reference 69 - 0,14% Coverage

relief efforts

Reference 70 - 0,08% Coverage

CARE USA

Reference 71 - 0,06% Coverage

grants

Reference 72 - 0,07% Coverage

support

Reference 73 - 0,09% Coverage

continued

Reference 74 - 0,14% Coverage

implementation

Reference 75 - 0,24% Coverage

emergency relief efforts

Reference 76 - 0,18% Coverage

The Salvation Army

Reference 77 - 0,05% Coverage

grant

Reference 78 - 0,08% Coverage

provided

Reference 79 - 0,04% Coverage

fund

Reference 80 - 0,07% Coverage

project



Reference 81 - 0,23% Coverage

Emergency Response Fund

Reference 82 - 0,08% Coverage

UNICEF's

Reference 83 - 0,05% Coverage

grant

Reference 84 - 0,14% Coverage

emergency fund

Reference 85 - 0,32% Coverage

Supply Chain Stock Replenishment

Reference 86 - 0,20% Coverage

Enhancement Program,

Reference 87 - 0,11% Coverage

initiatives

Reference 88 - 0,72% Coverage

United States Association for United Nations High Commission on Refugees

Reference 89 - 0,06% Coverage

grants

Reference 90 - 0,20% Coverage

technology solutions

Reference 91 - 0,06% Coverage

assist

Reference 92 - 0,09% Coverage

equitable

Reference 93 - 0,07% Coverage

project

Reference 94 - 0,14% Coverage

Emergency Fund

Reference 95 - 0,24% Coverage

The World Food Programme

Reference 96 - 0,06% Coverage



grants

Reference 97 - 0,07% Coverage

support

Reference 98 - 0,11% Coverage

initiatives

Reference 99 - 0,38% Coverage

Logistics Response Team (LRT) training

Reference 100 - 0,29% Coverage

Purchase for Progress program

Reference 101 - 0,06% Coverage

effort

Reference 102 - 0,09% Coverage

leverages

Reference 103 - 0,16% Coverage

purchasing power

Reference 104 - 0,09% Coverage

expertise

Reference 105 - 0,12% Coverage

food quality

Reference 106 - 0,05% Coverage

offer

Reference 107 - 0,13% Coverage

opportunities

Reference 108 - 0,06% Coverage

access

Reference 109 - 0,09% Coverage

supported

Reference 110 - 0,18% Coverage

road safety grants

Reference 111 - 0,32% Coverage



The Boys & Girls Clubs of Canada

Reference 112 - 0,06% Coverage

grants

Reference 113 - 0,07% Coverage

support

Reference 114 - 0,09% Coverage

expansion

Reference 115 - 0,21% Coverage

UPS Road Code program

Reference 116 - 0,28% Coverage

Johanniter-Unfall-Hilfe e.V.

Reference 117 - 0,05% Coverage

funds

Reference 118 - 0,04% Coverage

help

Reference 119 - 0,09% Coverage

establish

Reference 120 - 0,21% Coverage

UPS Road Code program

Reference 121 - 0,35% Coverage

The United Nations Decade of Action

Reference 122 - 0,11% Coverage

grant award

Reference 123 - 0,07% Coverage

support

Reference 124 - 0,56% Coverage

Fleet Forum Fleet Safety Modular Driver Training program

Reference 125 - 0,11% Coverage

implemented

Reference 126 - 0,08% Coverage

UK Youth



Reference 127 - 0,08% Coverage

leverage

Reference 128 - 0,06% Coverage

grants

Reference 129 - 0,06% Coverage

expand

Reference 130 - 0,21% Coverage

UPS Road Code program

Reference 131 - 0,18% Coverage

The UPS Foundation

Reference 132 - 0,06% Coverage

leader

Reference 133 - 0,08% Coverage

offering

Reference 134 - 0,09% Coverage

solutions

Reference 135 - 0,12% Coverage

facilitation

Reference 136 - 0,08% Coverage

advanced

Reference 137 - 0,10% Coverage

technology

Reference 138 - 0,11% Coverage

efficiently

Reference 139 - 0,06% Coverage

legacy

Reference 140 - 0,06% Coverage

caring

Reference 141 - 0,11% Coverage

responsible



Reference 142 - 0,17% Coverage

corporate citizen

Reference 143 - 0,10% Coverage

supporting

Reference 144 - 0,08% Coverage

programs

Reference 145 - 0,07% Coverage

provide

Reference 146 - 0,09% Coverage

long-term

Reference 147 - 0,09% Coverage

solutions

Reference 148 - 0,18% Coverage

The UPS Foundation

Reference 149 - 0,11% Coverage

responsible

Reference 150 - 0,07% Coverage

leading

Reference 151 - 0,12% Coverage

philanthropy

Reference 152 - 0,29% Coverage

corporate citizenship efforts

Reference 153 - 0,08% Coverage

invested

Reference 154 - 0,17% Coverage

charitable giving

Reference 155 - 0,18% Coverage

The UPS Foundation

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Strengthens China's
Supply Chain and Healthcare Logistics Offering with New Appointment - UPS Pressroom> - § 80
references coded  [8,85% Coverage]

Reference 1 - 0,12% Coverage



Strengthens

Reference 2 - 0,21% Coverage

Healthcare Logistics

Reference 3 - 0,09% Coverage

Offering

Reference 4 - 0,08% Coverage

Support

Reference 5 - 0,21% Coverage

Healthcare Logistics

Reference 6 - 0,09% Coverage

strategy

Reference 7 - 0,11% Coverage

strengthen

Reference 8 - 0,20% Coverage

healthcare practice

Reference 9 - 0,06% Coverage

create

Reference 10 - 0,21% Coverage

healthcare logistics

Reference 11 - 0,09% Coverage

promoted

Reference 12 - 0,10% Coverage

appointed

Reference 13 - 0,21% Coverage

Healthcare Logistics

Reference 14 - 0,08% Coverage

support

Reference 15 - 0,24% Coverage

supply chain solutions

Reference 16 - 0,12% Coverage



development

Reference 17 - 0,23% Coverage

implementations teams

Reference 18 - 0,21% Coverage

Healthcare Logistics

Reference 19 - 0,10% Coverage

dedicated

Reference 20 - 0,13% Coverage

professional

Reference 21 - 0,10% Coverage

resources

Reference 22 - 0,08% Coverage

support

Reference 23 - 0,21% Coverage

healthcare logistics

Reference 24 - 0,10% Coverage

solutions

Reference 25 - 0,16% Coverage

implementations

Reference 26 - 0,13% Coverage

strengthened

Reference 27 - 0,10% Coverage

solutions

Reference 28 - 0,09% Coverage

strength

Reference 29 - 0,12% Coverage

solutioning

Reference 30 - 0,13% Coverage

capabilities

Reference 31 - 0,09% Coverage

enhances



Reference 32 - 0,08% Coverage

ability

Reference 33 - 0,05% Coverage

offer

Reference 34 - 0,10% Coverage

expertise

Reference 35 - 0,09% Coverage

insights

Reference 36 - 0,08% Coverage

benefit

Reference 37 - 0,08% Coverage

greater

Reference 38 - 0,11% Coverage

visibility

Reference 39 - 0,08% Coverage

support

Reference 40 - 0,06% Coverage

growth

Reference 41 - 0,13% Coverage

efficiencies

Reference 42 - 0,13% Coverage

continues to

Reference 43 - 0,10% Coverage

resources

Reference 44 - 0,13% Coverage

capabilities

Reference 45 - 0,21% Coverage

healthcare logistics

Reference 46 - 0,14% Coverage

strengthening



Reference 47 - 0,20% Coverage

healthcare practice

Reference 48 - 0,08% Coverage

ability

Reference 49 - 0,11% Coverage

visibility

Reference 50 - 0,08% Coverage

control

Reference 51 - 0,10% Coverage

resources

Reference 52 - 0,08% Coverage

support

Reference 53 - 0,06% Coverage

expand

Reference 54 - 0,10% Coverage

continued

Reference 55 - 0,10% Coverage

extension

Reference 56 - 0,08% Coverage

support

Reference 57 - 0,11% Coverage

successful

Reference 58 - 0,12% Coverage

experienced

Reference 59 - 0,12% Coverage

well versed

Reference 60 - 0,10% Coverage

connected

Reference 61 - 0,13% Coverage

professional

Reference 62 - 0,10% Coverage



solutions

Reference 63 - 0,10% Coverage

resources

Reference 64 - 0,06% Coverage

ensure

Reference 65 - 0,10% Coverage

solutions

Reference 66 - 0,06% Coverage

exceed

Reference 67 - 0,13% Coverage

expectations

Reference 68 - 0,06% Coverage

ensure

Reference 69 - 0,05% Coverage

value

Reference 70 - 0,04% Coverage

glad

Reference 71 - 0,08% Coverage

promote

Reference 72 - 0,08% Coverage

created

Reference 73 - 0,06% Coverage

leader

Reference 74 - 0,09% Coverage

offering

Reference 75 - 0,10% Coverage

solutions

Reference 76 - 0,13% Coverage

facilitation

Reference 77 - 0,09% Coverage



advanced

Reference 78 - 0,11% Coverage

technology

Reference 79 - 0,12% Coverage

efficiently

Reference 80 - 0,06% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Survey~ Healthcare Execs
in Asia Concerned About Increasing Competition - UPS Pressroom> - § 59 references coded  [6,76%
Coverage]

Reference 1 - 0,11% Coverage

Healthcare

Reference 2 - 0,21% Coverage

Healthcare Expansion

Reference 3 - 0,11% Coverage

healthcare

Reference 4 - 0,11% Coverage

healthcare

Reference 5 - 0,11% Coverage

healthcare

Reference 6 - 0,11% Coverage

healthcare

Reference 7 - 0,20% Coverage

Healthcare Strategy

Reference 8 - 0,08% Coverage

innovate

Reference 9 - 0,05% Coverage

adapt

Reference 10 - 0,15% Coverage

market leaders

Reference 11 - 0,09% Coverage

essential



Reference 12 - 0,05% Coverage

helps

Reference 13 - 0,11% Coverage

healthcare

Reference 14 - 0,08% Coverage

leverage

Reference 15 - 0,12% Coverage

competitive

Reference 16 - 0,09% Coverage

advantage

Reference 17 - 0,11% Coverage

healthcare

Reference 18 - 0,08% Coverage

provided

Reference 19 - 0,12% Coverage

significant

Reference 20 - 0,11% Coverage

importance

Reference 21 - 0,11% Coverage

healthcare

Reference 22 - 0,21% Coverage

Healthcare Expansion

Reference 23 - 0,11% Coverage

focused on

Reference 24 - 0,09% Coverage

expansion

Reference 25 - 0,22% Coverage

investment strategies

Reference 26 - 0,11% Coverage

increasing



Reference 27 - 0,13% Coverage

technologies

Reference 28 - 0,23% Coverage

technology investments

Reference 29 - 0,08% Coverage

planning

Reference 30 - 0,06% Coverage

invest

Reference 31 - 0,07% Coverage

systems

Reference 32 - 0,08% Coverage

planning

Reference 33 - 0,06% Coverage

invest

Reference 34 - 0,13% Coverage

technologies

Reference 35 - 0,09% Coverage

expansion

Reference 36 - 0,11% Coverage

healthcare

Reference 37 - 0,20% Coverage

healthcare strategy

Reference 38 - 0,23% Coverage

healthcare opportunity

Reference 39 - 0,07% Coverage

fastest

Reference 40 - 0,07% Coverage

growing

Reference 41 - 0,11% Coverage

healthcare

Reference 42 - 0,11% Coverage



healthcare

Reference 43 - 0,09% Coverage

dedicated

Reference 44 - 0,20% Coverage

healthcare facility

Reference 45 - 0,11% Coverage

healthcare

Reference 46 - 0,22% Coverage

regulatory compliance

Reference 47 - 0,17% Coverage

product security

Reference 48 - 0,07% Coverage

results

Reference 49 - 0,08% Coverage

in-depth

Reference 50 - 0,11% Coverage

healthcare

Reference 51 - 0,12% Coverage

responsible

Reference 52 - 0,06% Coverage

leader

Reference 53 - 0,08% Coverage

offering

Reference 54 - 0,09% Coverage

solutions

Reference 55 - 0,13% Coverage

facilitation

Reference 56 - 0,08% Coverage

advanced

Reference 57 - 0,11% Coverage



technology

Reference 58 - 0,12% Coverage

efficiently

Reference 59 - 0,06% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Survey~ Product
Protection Rises as a Top Supply Chain Concern Among Healthcare Execs - UPS Pressroom> - § 121
references coded  [8,64% Coverage]

Reference 1 - 0,11% Coverage

Product Protection

Reference 2 - 0,06% Coverage

Healthcare

Reference 3 - 0,06% Coverage

Healthcare

Reference 4 - 0,05% Coverage

Continue

Reference 5 - 0,06% Coverage

Expansion

Reference 6 - 0,07% Coverage

Investments

Reference 7 - 0,06% Coverage

Healthcare

Reference 8 - 0,06% Coverage

investing

Reference 9 - 0,04% Coverage

prepare

Reference 10 - 0,06% Coverage

continued

Reference 11 - 0,04% Coverage

growth

Reference 12 - 0,06% Coverage

healthcare



Reference 13 - 0,04% Coverage

planned

Reference 14 - 0,07% Coverage

investments

Reference 15 - 0,06% Coverage

healthcare

Reference 16 - 0,07% Coverage

investing in

Reference 17 - 0,07% Coverage

technologies

Reference 18 - 0,02% Coverage

plan

Reference 19 - 0,04% Coverage

employ

Reference 20 - 0,06% Coverage

strategies

Reference 21 - 0,05% Coverage

increase

Reference 22 - 0,09% Coverage

competitiveness

Reference 23 - 0,05% Coverage

maintain

Reference 24 - 0,10% Coverage

product integrity

Reference 25 - 0,07% Coverage

efficiencies

Reference 26 - 0,03% Coverage

focus

Reference 27 - 0,10% Coverage

expansion efforts



Reference 28 - 0,05% Coverage

planning

Reference 29 - 0,07% Coverage

investments

Reference 30 - 0,06% Coverage

healthcare

Reference 31 - 0,05% Coverage

cautious

Reference 32 - 0,04% Coverage

reduce

Reference 33 - 0,06% Coverage

healthcare

Reference 34 - 0,06% Coverage

investing

Reference 35 - 0,06% Coverage

expansion

Reference 36 - 0,06% Coverage

expansion

Reference 37 - 0,20% Coverage

intellectual property protection

Reference 38 - 0,17% Coverage

product quality and security

Reference 39 - 0,06% Coverage

Healthcare

Reference 40 - 0,04% Coverage

expand

Reference 41 - 0,04% Coverage

growth

Reference 42 - 0,05% Coverage

ensuring

Reference 43 - 0,06% Coverage



compliance

Reference 44 - 0,05% Coverage

strategy

Reference 45 - 0,15% Coverage

UPS Healthcare Logistics

Reference 46 - 0,07% Coverage

flexibility

Reference 47 - 0,07% Coverage

integration

Reference 48 - 0,09% Coverage

transformation

Reference 49 - 0,06% Coverage

healthcare

Reference 50 - 0,06% Coverage

healthcare

Reference 51 - 0,10% Coverage

healthcare reform

Reference 52 - 0,20% Coverage

Intellectual property protection

Reference 53 - 0,03% Coverage

ranks

Reference 54 - 0,20% Coverage

intellectual property protection

Reference 55 - 0,13% Coverage

regulatory compliance

Reference 56 - 0,09% Coverage

Cost management

Reference 57 - 0,04% Coverage

success

Reference 58 - 0,13% Coverage



regulatory compliance

Reference 59 - 0,10% Coverage

product security

Reference 60 - 0,10% Coverage

product integrity

Reference 61 - 0,13% Coverage

regulatory compliance

Reference 62 - 0,09% Coverage

cost management

Reference 63 - 0,06% Coverage

healthcare

Reference 64 - 0,10% Coverage

product security

Reference 65 - 0,11% Coverage

product protection

Reference 66 - 0,06% Coverage

Healthcare

Reference 67 - 0,03% Coverage

focus

Reference 68 - 0,06% Coverage

healthcare

Reference 69 - 0,06% Coverage

experience

Reference 70 - 0,05% Coverage

positive

Reference 71 - 0,04% Coverage

impact

Reference 72 - 0,06% Coverage

strategies

Reference 73 - 0,06% Coverage

increased



Reference 74 - 0,08% Coverage

collaboration

Reference 75 - 0,06% Coverage

leveraging

Reference 76 - 0,06% Coverage

innovative

Reference 77 - 0,07% Coverage

technologies

Reference 78 - 0,06% Coverage

healthcare

Reference 79 - 0,06% Coverage

Healthcare

Reference 80 - 0,06% Coverage

optimistic

Reference 81 - 0,06% Coverage

healthcare

Reference 82 - 0,03% Coverage

goals

Reference 83 - 0,06% Coverage

optimistic

Reference 84 - 0,05% Coverage

progress

Reference 85 - 0,06% Coverage

healthcare

Reference 86 - 0,06% Coverage

increasing

Reference 87 - 0,04% Coverage

growth

Reference 88 - 0,06% Coverage

expansion



Reference 89 - 0,06% Coverage

healthcare

Reference 90 - 0,11% Coverage

product protection

Reference 91 - 0,20% Coverage

intellectual property protection

Reference 92 - 0,11% Coverage

Product protection

Reference 93 - 0,10% Coverage

product security

Reference 94 - 0,20% Coverage

intellectual property protection

Reference 95 - 0,06% Coverage

healthcare

Reference 96 - 0,09% Coverage

cost management

Reference 97 - 0,13% Coverage

regulatory compliance

Reference 98 - 0,06% Coverage

underscore

Reference 99 - 0,06% Coverage

healthcare

Reference 100 - 0,04% Coverage

leaders

Reference 101 - 0,06% Coverage

healthcare

Reference 102 - 0,08% Coverage

collaborative

Reference 103 - 0,04% Coverage

provide

Reference 104 - 0,06% Coverage



integrated

Reference 105 - 0,06% Coverage

solutions

Reference 106 - 0,04% Coverage

address

Reference 107 - 0,04% Coverage

success

Reference 108 - 0,04% Coverage

leader

Reference 109 - 0,12% Coverage

healthcare logistics

Reference 110 - 0,05% Coverage

in-depth

Reference 111 - 0,06% Coverage

healthcare

Reference 112 - 0,06% Coverage

Qualified

Reference 113 - 0,07% Coverage

responsible

Reference 114 - 0,04% Coverage

leader

Reference 115 - 0,05% Coverage

offering

Reference 116 - 0,06% Coverage

solutions

Reference 117 - 0,07% Coverage

facilitation

Reference 118 - 0,05% Coverage

advanced

Reference 119 - 0,06% Coverage



technology

Reference 120 - 0,07% Coverage

efficiently

Reference 121 - 0,04% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Sustainability Report Hits
~A Plus~ Mark for Transparency - UPS Pressroom> - § 98 references coded  [10,82% Coverage]

Reference 1 - 0,19% Coverage

Sustainability Report

Reference 2 - 0,05% Coverage

A Plus

Reference 3 - 0,11% Coverage

Transparency

Reference 4 - 0,20% Coverage

Sustainability Report,

Reference 5 - 0,33% Coverage

the Global Reporting Initiative (GRI)

Reference 6 - 0,07% Coverage

achieved

Reference 7 - 0,02% Coverage

A+

Reference 8 - 0,07% Coverage

superior

Reference 9 - 0,11% Coverage

transparency

Reference 10 - 0,20% Coverage

sustainability efforts

Reference 11 - 0,07% Coverage

received

Reference 12 - 0,02% Coverage

A+



Reference 13 - 0,17% Coverage

reporting standards

Reference 14 - 0,08% Coverage

receiving

Reference 15 - 0,14% Coverage

assurance review

Reference 16 - 0,16% Coverage

guiding principles

Reference 17 - 0,20% Coverage

sustainability strategy

Reference 18 - 0,12% Coverage

commitment to

Reference 19 - 0,11% Coverage

transparency

Reference 20 - 0,09% Coverage

disclosing

Reference 21 - 0,07% Coverage

progress

Reference 22 - 0,08% Coverage

successes

Reference 23 - 0,06% Coverage

focused

Reference 24 - 0,21% Coverage

sustainability reporting

Reference 25 - 0,07% Coverage

valuable

Reference 26 - 0,04% Coverage

tool

Reference 27 - 0,07% Coverage

evaluate

Reference 28 - 0,10% Coverage



performance

Reference 29 - 0,09% Coverage

commitment

Reference 30 - 0,04% Coverage

truly

Reference 31 - 0,10% Coverage

sustainable

Reference 32 - 0,08% Coverage

discloses

Reference 33 - 0,07% Coverage

exceeded

Reference 34 - 0,21% Coverage

key sustainability goals

Reference 35 - 0,04% Coverage

goals

Reference 36 - 0,13% Coverage

employee safety

Reference 37 - 0,25% Coverage

full-time employee retention

Reference 38 - 0,08% Coverage

discloses

Reference 39 - 0,07% Coverage

progress

Reference 40 - 0,04% Coverage

goals

Reference 41 - 0,09% Coverage

efficiency

Reference 42 - 0,19% Coverage

employee satisfaction

Reference 43 - 0,21% Coverage



charitable contributions

Reference 44 - 0,25% Coverage

Chief Sustainability Officer

Reference 45 - 0,11% Coverage

achievements

Reference 46 - 0,07% Coverage

advanced

Reference 47 - 0,09% Coverage

technology

Reference 48 - 0,05% Coverage

saving

Reference 49 - 0,08% Coverage

expanding

Reference 50 - 0,19% Coverage

telematics technology

Reference 51 - 0,07% Coverage

achieved

Reference 52 - 0,08% Coverage

reduction

Reference 53 - 0,09% Coverage

facilities

Reference 54 - 0,05% Coverage

earned

Reference 55 - 0,22% Coverage

Carbon Disclosure Project

Reference 56 - 0,08% Coverage

top score

Reference 57 - 0,07% Coverage

declined

Reference 58 - 0,06% Coverage

pledges



Reference 59 - 0,24% Coverage

environmentally responsible

Reference 60 - 0,09% Coverage

introduced

Reference 61 - 0,16% Coverage

materiality matrix

Reference 62 - 0,08% Coverage

interests

Reference 63 - 0,04% Coverage

guide

Reference 64 - 0,22% Coverage

sustainability priorities

Reference 65 - 0,07% Coverage

provides

Reference 66 - 0,13% Coverage

economic impact

Reference 67 - 0,30% Coverage

Employee compensation and benefits

Reference 68 - 0,08% Coverage

Education

Reference 69 - 0,07% Coverage

provided

Reference 70 - 0,13% Coverage

tuition support

Reference 71 - 0,19% Coverage
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facilitation

Reference 104 - 0,08% Coverage

advanced

Reference 105 - 0,09% Coverage

technology

Reference 106 - 0,10% Coverage



efficiently

Reference 107 - 0,06% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Hails Landmark Drug
Distribution Safety And Licensing Legislation - UPS Pressroom> - § 67 references coded  [11,76%
Coverage]

Reference 1 - 0,07% Coverage

Hails

Reference 2 - 0,74% Coverage

Drug Distribution Safety And Licensing Legislation

Reference 3 - 0,12% Coverage

Protects

Reference 4 - 0,15% Coverage

Healthcare

Reference 5 - 0,16% Coverage

Establishes

Reference 6 - 0,13% Coverage

Standards

Reference 7 - 0,15% Coverage

Strengthen

Reference 8 - 0,12% Coverage

applauds

Reference 9 - 0,10% Coverage

enhance

Reference 10 - 0,09% Coverage

safety

Reference 11 - 0,78% Coverage

healthcare supply chain and drug distribution network

Reference 12 - 0,16% Coverage

expected to

Reference 13 - 0,16% Coverage



establishes

Reference 14 - 0,15% Coverage

first-ever

Reference 15 - 0,13% Coverage

standards

Reference 16 - 0,18% Coverage

requirements

Reference 17 - 0,13% Coverage

providers

Reference 18 - 0,49% Coverage

The Drug Quality and Security Act

Reference 19 - 0,07% Coverage

giant

Reference 20 - 0,18% Coverage

step forward

Reference 21 - 0,09% Coverage

safety

Reference 22 - 0,12% Coverage

creation

Reference 23 - 0,10% Coverage

uniform

Reference 24 - 0,13% Coverage

standards

Reference 25 - 0,09% Coverage

reduce

Reference 26 - 0,18% Coverage

transparency

Reference 27 - 0,21% Coverage

accountability

Reference 28 - 0,12% Coverage

protects



Reference 29 - 0,07% Coverage

thank

Reference 30 - 0,19% Coverage

comprehensive

Reference 31 - 0,15% Coverage

bipartisan

Reference 32 - 0,12% Coverage

solution

Reference 33 - 0,07% Coverage

proof

Reference 34 - 0,15% Coverage

accomplish

Reference 35 - 0,18% Coverage

great things

Reference 36 - 0,12% Coverage

stronger

Reference 37 - 0,07% Coverage

safer

Reference 38 - 0,13% Coverage

thanks to

Reference 39 - 0,12% Coverage

sponsors

Reference 40 - 0,71% Coverage

Health, Education, Labor, and Pensions Committee

Reference 41 - 0,40% Coverage

Energy & Commerce Committee

Reference 42 - 0,25% Coverage

Energy & Commerce

Reference 43 - 0,10% Coverage

leading



Reference 44 - 0,16% Coverage

championing

Reference 45 - 0,83% Coverage

the Pharmaceutical Distribution Security Alliance (PDSA)

Reference 46 - 0,13% Coverage

coalition

Reference 47 - 0,15% Coverage

pushed for

Reference 48 - 0,06% Coverage

high

Reference 49 - 0,13% Coverage

standards

Reference 50 - 0,10% Coverage

enhance

Reference 51 - 0,09% Coverage

safety

Reference 52 - 0,12% Coverage

leverage

Reference 53 - 0,15% Coverage

technology

Reference 54 - 0,09% Coverage

modern

Reference 55 - 0,07% Coverage

proud

Reference 56 - 0,12% Coverage

historic

Reference 57 - 0,09% Coverage

effort

Reference 58 - 0,21% Coverage

raised the bar

Reference 59 - 0,09% Coverage



safety

Reference 60 - 0,09% Coverage

leader

Reference 61 - 0,12% Coverage

offering

Reference 62 - 0,13% Coverage

solutions

Reference 63 - 0,18% Coverage

facilitating

Reference 64 - 0,12% Coverage

advanced

Reference 65 - 0,15% Coverage

technology

Reference 66 - 0,16% Coverage

efficiently

Reference 67 - 0,09% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Officially Opens Hangzhou
Healthcare Facility As Part Of Global Expansion - UPS Pressroom> - § 157 references coded
[14,25% Coverage]

Reference 1 - 0,14% Coverage

Healthcare Facility

Reference 2 - 0,07% Coverage

Expansion

Reference 3 - 0,11% Coverage

Best Practices

Reference 4 - 0,12% Coverage

Industry-leading

Reference 5 - 0,09% Coverage

Technologies

Reference 6 - 0,08% Coverage



Innovative

Reference 7 - 0,07% Coverage

Solutions

Reference 8 - 0,07% Coverage

Expertise

Reference 9 - 0,14% Coverage

healthcare facility

Reference 10 - 0,08% Coverage

significant

Reference 11 - 0,07% Coverage

expansion

Reference 12 - 0,24% Coverage

healthcare distribution network

Reference 13 - 0,12% Coverage

state-of-the-art

Reference 14 - 0,06% Coverage

facility

Reference 15 - 0,12% Coverage

industry-leading

Reference 16 - 0,08% Coverage

technology

Reference 17 - 0,11% Coverage

product safety

Reference 18 - 0,07% Coverage

integrity

Reference 19 - 0,06% Coverage

designed

Reference 20 - 0,04% Coverage

offer

Reference 21 - 0,06% Coverage

seamless



Reference 22 - 0,07% Coverage

solutions

Reference 23 - 0,08% Coverage

healthcare

Reference 24 - 0,05% Coverage

expand

Reference 25 - 0,17% Coverage

expansion opportunities

Reference 26 - 0,08% Coverage

healthcare

Reference 27 - 0,06% Coverage

provides

Reference 28 - 0,06% Coverage

insights

Reference 29 - 0,10% Coverage

opportunities

Reference 30 - 0,07% Coverage

important

Reference 31 - 0,05% Coverage

growth

Reference 32 - 0,08% Coverage

healthcare

Reference 33 - 0,06% Coverage

increase

Reference 34 - 0,09% Coverage

investing in

Reference 35 - 0,10% Coverage

best-in-class

Reference 36 - 0,07% Coverage

solutions



Reference 37 - 0,07% Coverage

partnered

Reference 38 - 0,05% Coverage

closely

Reference 39 - 0,05% Coverage

develop

Reference 40 - 0,18% Coverage

information technologies

Reference 41 - 0,29% Coverage

product integrity, safety and security

Reference 42 - 0,08% Coverage

healthcare

Reference 43 - 0,07% Coverage

access to

Reference 44 - 0,06% Coverage

provides

Reference 45 - 0,14% Coverage

product visibility

Reference 46 - 0,07% Coverage

high-tech

Reference 47 - 0,06% Coverage

facility

Reference 48 - 0,07% Coverage

dedicated

Reference 49 - 0,08% Coverage

healthcare

Reference 50 - 0,06% Coverage

designed

Reference 51 - 0,07% Coverage

dedicated

Reference 52 - 0,17% Coverage



Quality Assurance team

Reference 53 - 0,06% Coverage

boasting

Reference 54 - 0,12% Coverage

fully- automated

Reference 55 - 0,06% Coverage

facility

Reference 56 - 0,06% Coverage

provides

Reference 57 - 0,08% Coverage

innovative

Reference 58 - 0,09% Coverage

customizable

Reference 59 - 0,07% Coverage

solutions

Reference 60 - 0,06% Coverage

specific

Reference 61 - 0,06% Coverage

facility

Reference 62 - 0,03% Coverage

aims

Reference 63 - 0,07% Coverage

introduce

Reference 64 - 0,07% Coverage

efficient

Reference 65 - 0,06% Coverage

designed

Reference 66 - 0,05% Coverage

reduce

Reference 67 - 0,06% Coverage



negating

Reference 68 - 0,08% Coverage

healthcare

Reference 69 - 0,07% Coverage

invest in

Reference 70 - 0,08% Coverage

healthcare

Reference 71 - 0,07% Coverage

solutions

Reference 72 - 0,08% Coverage

increasing

Reference 73 - 0,10% Coverage

opportunities

Reference 74 - 0,06% Coverage

facility

Reference 75 - 0,06% Coverage

facility

Reference 76 - 0,04% Coverage

speed

Reference 77 - 0,08% Coverage

underscores

Reference 78 - 0,10% Coverage

commitment to

Reference 79 - 0,10% Coverage

strengthening

Reference 80 - 0,12% Coverage

opening ceremony

Reference 81 - 0,13% Coverage

healthcare leader

Reference 82 - 0,07% Coverage

innovator



Reference 83 - 0,08% Coverage

healthcare

Reference 84 - 0,14% Coverage

Healthcare Facility

Reference 85 - 0,09% Coverage

establishing

Reference 86 - 0,05% Coverage

pleased

Reference 87 - 0,04% Coverage

raise

Reference 88 - 0,07% Coverage

standards

Reference 89 - 0,08% Coverage

healthcare

Reference 90 - 0,07% Coverage

expertise

Reference 91 - 0,07% Coverage

certainly

Reference 92 - 0,04% Coverage

helps

Reference 93 - 0,08% Coverage

strengthen

Reference 94 - 0,04% Coverage

major

Reference 95 - 0,08% Coverage

healthcare

Reference 96 - 0,05% Coverage

awarded

Reference 97 - 0,73% Coverage

the International Standardization Organization (ISO) 13485:2003 and ISO 9001:2008 certifications



Reference 98 - 0,08% Coverage

recognizing

Reference 99 - 0,19% Coverage

quality management system

Reference 100 - 0,21% Coverage

healthcare logistics network

Reference 101 - 0,05% Coverage

The ISO

Reference 102 - 0,11% Coverage

specifications

Reference 103 - 0,07% Coverage

effective

Reference 104 - 0,07% Coverage

efficient

Reference 105 - 0,08% Coverage

beneficial

Reference 106 - 0,08% Coverage

healthcare

Reference 107 - 0,05% Coverage

ensure

Reference 108 - 0,24% Coverage

quality management best practice

Reference 109 - 0,13% Coverage

ISO certification

Reference 110 - 0,10% Coverage

substantiates

Reference 111 - 0,10% Coverage

commitment to

Reference 112 - 0,05% Coverage

quality

Reference 113 - 0,15% Coverage



healthcare logistics

Reference 114 - 0,07% Coverage

dedicated

Reference 115 - 0,16% Coverage

healthcare facilities

Reference 116 - 0,05% Coverage

enable

Reference 117 - 0,10% Coverage

comprehensive

Reference 118 - 0,07% Coverage

compliant

Reference 119 - 0,06% Coverage

services

Reference 120 - 0,06% Coverage

facility

Reference 121 - 0,22% Coverage

healthcare expansion strategy

Reference 122 - 0,14% Coverage

healthcare facility

Reference 123 - 0,05% Coverage

rapidly

Reference 124 - 0,08% Coverage

facilities

Reference 125 - 0,07% Coverage

intent to

Reference 126 - 0,08% Coverage

healthcare

Reference 127 - 0,06% Coverage

expanded

Reference 128 - 0,08% Coverage



facilities

Reference 129 - 0,06% Coverage

delivers

Reference 130 - 0,04% Coverage

value

Reference 131 - 0,08% Coverage

healthcare

Reference 132 - 0,08% Coverage

specialized

Reference 133 - 0,14% Coverage

healthcare network

Reference 134 - 0,07% Coverage

dedicated

Reference 135 - 0,16% Coverage

healthcare facilities

Reference 136 - 0,09% Coverage

encompassing

Reference 137 - 0,05% Coverage

offers

Reference 138 - 0,06% Coverage

services

Reference 139 - 0,23% Coverage

temperature-sensitive handling

Reference 140 - 0,31% Coverage

geographic-specific regulatory compliance

Reference 141 - 0,08% Coverage

monitoring

Reference 142 - 0,06% Coverage

security

Reference 143 - 0,04% Coverage

helps



Reference 144 - 0,08% Coverage

healthcare

Reference 145 - 0,06% Coverage

provides

Reference 146 - 0,08% Coverage

flexibility

Reference 147 - 0,06% Coverage

reliably

Reference 148 - 0,05% Coverage

serves

Reference 149 - 0,14% Coverage

healthcare services

Reference 150 - 0,05% Coverage

leader

Reference 151 - 0,06% Coverage

offering

Reference 152 - 0,07% Coverage

solutions

Reference 153 - 0,09% Coverage

facilitation

Reference 154 - 0,06% Coverage

advanced

Reference 155 - 0,08% Coverage

technology

Reference 156 - 0,08% Coverage

efficiently

Reference 157 - 0,05% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Pioneers Aviation Safety,
Implements New Fire-Resistant Shipping Containers - UPS Pressroom> - § 71 references coded
[10,15% Coverage]



Reference 1 - 0,09% Coverage

Pioneers

Reference 2 - 0,07% Coverage

Safety

Reference 3 - 0,12% Coverage

Implements

Reference 4 - 0,16% Coverage

Fire-Resistant

Reference 5 - 0,19% Coverage

Industry-Leading

Reference 6 - 0,08% Coverage

Able to

Reference 7 - 0,16% Coverage

industry-first

Reference 8 - 0,17% Coverage

fire- resistant

Reference 9 - 0,16% Coverage

implementation

Reference 10 - 0,10% Coverage

milestone

Reference 11 - 0,09% Coverage

offering

Reference 12 - 0,15% Coverage

unprecedented

Reference 13 - 0,12% Coverage

protection

Reference 14 - 0,13% Coverage

expected to

Reference 15 - 0,09% Coverage

complete

Reference 16 - 0,14% Coverage



game changer

Reference 17 - 0,14% Coverage

quantum leap

Reference 18 - 0,07% Coverage

safety

Reference 19 - 0,08% Coverage

highest

Reference 20 - 0,09% Coverage

emphasis

Reference 21 - 0,47% Coverage

the National Transportation Safety Board

Reference 22 - 0,08% Coverage

commend

Reference 23 - 0,14% Coverage

implementing

Reference 24 - 0,12% Coverage

real-world

Reference 25 - 0,09% Coverage

solution

Reference 26 - 0,10% Coverage

addresses

Reference 27 - 0,17% Coverage

recommendations

Reference 28 - 0,15% Coverage

revolutionary

Reference 29 - 0,14% Coverage

Burn testing

Reference 30 - 0,48% Coverage

the Federal Aviation Administration (FAA)

Reference 31 - 0,06% Coverage



ample

Reference 32 - 0,07% Coverage

safely

Reference 33 - 0,07% Coverage

tested

Reference 34 - 0,08% Coverage

enhance

Reference 35 - 0,07% Coverage

safety

Reference 36 - 0,09% Coverage

increase

Reference 37 - 0,12% Coverage

durability

Reference 38 - 0,08% Coverage

lighter

Reference 39 - 0,07% Coverage

reduce

Reference 40 - 0,09% Coverage

supports

Reference 41 - 0,08% Coverage

ongoing

Reference 42 - 0,26% Coverage

sustainability efforts

Reference 43 - 0,08% Coverage

visible

Reference 44 - 0,28% Coverage

fire safety enhancements

Reference 45 - 0,13% Coverage

recommended

Reference 46 - 0,42% Coverage

Pilots Association Safety Task Force



Reference 47 - 0,13% Coverage

implemented

Reference 48 - 0,22% Coverage

safety enhancements

Reference 49 - 0,27% Coverage

Fire containment covers

Reference 50 - 0,14% Coverage

oxygen masks

Reference 51 - 0,64% Coverage

The Emergency Vision Assurance System (EVAS) for pilots

Reference 52 - 0,10% Coverage

completed

Reference 53 - 0,14% Coverage

installation

Reference 54 - 0,15% Coverage

vision system

Reference 55 - 0,07% Coverage

system

Reference 56 - 0,08% Coverage

enables

Reference 57 - 0,13% Coverage

Fire safety

Reference 58 - 0,21% Coverage

Director of Safety

Reference 59 - 0,06% Coverage

proud

Reference 60 - 0,07% Coverage

devise

Reference 61 - 0,10% Coverage

solutions



Reference 62 - 0,09% Coverage

standard

Reference 63 - 0,33% Coverage

UPS fire safety advancements

Reference 64 - 0,07% Coverage

leader

Reference 65 - 0,09% Coverage

offering

Reference 66 - 0,10% Coverage

solutions

Reference 67 - 0,14% Coverage

facilitation

Reference 68 - 0,09% Coverage

advanced

Reference 69 - 0,12% Coverage

technology

Reference 70 - 0,13% Coverage

efficiently

Reference 71 - 0,07% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Ranks as a Global Leader
in Global Sustainability and Technology - UPS Pressroom> - § 48 references coded  [11,27%
Coverage]

Reference 1 - 0,09% Coverage

Ranks

Reference 2 - 0,11% Coverage

Leader

Reference 3 - 0,25% Coverage

Sustainability

Reference 4 - 0,18% Coverage

Technology

Reference 5 - 0,18% Coverage



recognized

Reference 6 - 0,18% Coverage

leadership

Reference 7 - 0,25% Coverage

sustainability

Reference 8 - 0,18% Coverage

technology

Reference 9 - 0,12% Coverage

secured

Reference 10 - 0,21% Coverage

top position

Reference 11 - 0,09% Coverage

CDP's

Reference 12 - 0,74% Coverage

Climate Disclosure Leadership Index (CDLI)

Reference 13 - 0,11% Coverage

ranked

Reference 14 - 0,14% Coverage

top five

Reference 15 - 0,07% Coverage

CDP,

Reference 16 - 0,51% Coverage

the Carbon Disclosure Project

Reference 17 - 0,44% Coverage

environmental information

Reference 18 - 0,18% Coverage

recognized

Reference 19 - 0,19% Coverage

achievement

Reference 20 - 0,23% Coverage



The Dow Jones

Reference 21 - 0,63% Coverage

Dow Jones Sustainability World Index

Reference 22 - 0,44% Coverage

sustainability performers

Reference 23 - 0,79% Coverage

the Dow Jones Global Total Stock Market Index

Reference 24 - 0,23% Coverage

comprehensive

Reference 25 - 0,18% Coverage

assessment

Reference 26 - 0,16% Coverage

long-term

Reference 27 - 0,76% Coverage

economic, environmental and social criteria

Reference 28 - 0,37% Coverage

sustainability trends

Reference 29 - 0,40% Coverage

the North America Index

Reference 30 - 0,12% Coverage

ranking

Reference 31 - 0,18% Coverage

innovative

Reference 32 - 0,11% Coverage

ranked

Reference 33 - 0,12% Coverage

ranking

Reference 34 - 0,18% Coverage

innovative

Reference 35 - 0,16% Coverage

providing



Reference 36 - 0,19% Coverage

opportunity

Reference 37 - 0,18% Coverage

understand

Reference 38 - 0,12% Coverage

examine

Reference 39 - 0,11% Coverage

leader

Reference 40 - 0,14% Coverage

offering

Reference 41 - 0,16% Coverage

solutions

Reference 42 - 0,18% Coverage

innovative

Reference 43 - 0,12% Coverage

options

Reference 44 - 0,21% Coverage

facilitation

Reference 45 - 0,14% Coverage

advanced

Reference 46 - 0,18% Coverage

technology

Reference 47 - 0,19% Coverage

efficiently

Reference 48 - 0,11% Coverage

serves

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS to Acquire Hungarian
Healthcare Logistics Company CEMELOG - UPS Pressroom> - § 99 references coded  [10,93%
Coverage]

Reference 1 - 0,07% Coverage

Acquire



Reference 2 - 0,21% Coverage

Healthcare Logistics

Reference 3 - 0,12% Coverage

Acquisition

Reference 4 - 0,08% Coverage

Enhances

Reference 5 - 0,07% Coverage

Growing

Reference 6 - 0,19% Coverage

Healthcare Network

Reference 7 - 0,32% Coverage

growth and investment strategy

Reference 8 - 0,12% Coverage

strengthens

Reference 9 - 0,17% Coverage

healthcare reach

Reference 10 - 0,10% Coverage

expertise

Reference 11 - 0,08% Coverage

enabling

Reference 12 - 0,14% Coverage

comprehensive

Reference 13 - 0,10% Coverage

compliant

Reference 14 - 0,08% Coverage

services

Reference 15 - 0,13% Coverage

increasingly

Reference 16 - 0,10% Coverage

important

Reference 17 - 0,07% Coverage



expects

Reference 18 - 0,08% Coverage

complete

Reference 19 - 0,15% Coverage

company policy

Reference 20 - 0,10% Coverage

disclosed

Reference 21 - 0,07% Coverage

offered

Reference 22 - 0,12% Coverage

tailor-made

Reference 23 - 0,32% Coverage

healthcare logistics solutions

Reference 24 - 0,06% Coverage

strong

Reference 25 - 0,07% Coverage

network

Reference 26 - 0,08% Coverage

advanced

Reference 27 - 0,07% Coverage

systems

Reference 28 - 0,13% Coverage

full quality

Reference 29 - 0,19% Coverage

assurance services

Reference 30 - 0,12% Coverage

experienced

Reference 31 - 0,05% Coverage

helps

Reference 32 - 0,11% Coverage



healthcare

Reference 33 - 0,08% Coverage

maximize

Reference 34 - 0,13% Coverage

efficiencies

Reference 35 - 0,08% Coverage

reliably

Reference 36 - 0,08% Coverage

securely

Reference 37 - 0,11% Coverage

recognized

Reference 38 - 0,11% Coverage

healthcare

Reference 39 - 0,12% Coverage

acquisition

Reference 40 - 0,13% Coverage

continuation

Reference 41 - 0,07% Coverage

ongoing

Reference 42 - 0,16% Coverage

growth strategy

Reference 43 - 0,06% Coverage

create

Reference 44 - 0,11% Coverage

innovative

Reference 45 - 0,10% Coverage

solutions

Reference 46 - 0,08% Coverage

leverage

Reference 47 - 0,04% Coverage

well



Reference 48 - 0,11% Coverage

healthcare

Reference 49 - 0,10% Coverage

strive to

Reference 50 - 0,08% Coverage

increase

Reference 51 - 0,13% Coverage

efficiencies

Reference 52 - 0,11% Coverage

tremendous

Reference 53 - 0,12% Coverage

development

Reference 54 - 0,06% Coverage

serves

Reference 55 - 0,04% Coverage

best

Reference 56 - 0,13% Coverage

interests of

Reference 57 - 0,07% Coverage

enables

Reference 58 - 0,07% Coverage

premier

Reference 59 - 0,06% Coverage

leader

Reference 60 - 0,21% Coverage

healthcare logistics

Reference 61 - 0,11% Coverage

facilities

Reference 62 - 0,11% Coverage

healthcare



Reference 63 - 0,10% Coverage

dedicated

Reference 64 - 0,22% Coverage

healthcare facilities

Reference 65 - 0,10% Coverage

expansion

Reference 66 - 0,11% Coverage

facilities

Reference 67 - 0,10% Coverage

dedicated

Reference 68 - 0,11% Coverage

healthcare

Reference 69 - 0,11% Coverage

facilities

Reference 70 - 0,07% Coverage

advisor

Reference 71 - 0,05% Coverage

value

Reference 72 - 0,11% Coverage

healthcare

Reference 73 - 0,12% Coverage

specialized

Reference 74 - 0,08% Coverage

services

Reference 75 - 0,19% Coverage

healthcare network

Reference 76 - 0,06% Coverage

offers

Reference 77 - 0,08% Coverage

services

Reference 78 - 0,32% Coverage



temperature-sensitive handling

Reference 79 - 0,22% Coverage

regulatory compliance

Reference 80 - 0,11% Coverage

monitoring

Reference 81 - 0,08% Coverage

security

Reference 82 - 0,08% Coverage

Services

Reference 83 - 0,11% Coverage

accessible

Reference 84 - 0,05% Coverage

helps

Reference 85 - 0,11% Coverage

healthcare

Reference 86 - 0,08% Coverage

provides

Reference 87 - 0,12% Coverage

flexibility

Reference 88 - 0,08% Coverage

reliably

Reference 89 - 0,06% Coverage

serves

Reference 90 - 0,21% Coverage

healthcare logistics

Reference 91 - 0,13% Coverage

capabilities

Reference 92 - 0,06% Coverage

leader

Reference 93 - 0,08% Coverage



offering

Reference 94 - 0,10% Coverage

solutions

Reference 95 - 0,13% Coverage

facilitation

Reference 96 - 0,08% Coverage

advanced

Reference 97 - 0,11% Coverage

technology

Reference 98 - 0,12% Coverage

efficiently

Reference 99 - 0,06% Coverage

serves

<Internals\\Press Releases\\Danish Companies\\A.P. Møller Mærsk\\2012\\2012 - Safety activist in
fight for lives> - § 13 references coded  [4,06% Coverage]

Reference 1 - 0,17% Coverage

Safety

Reference 2 - 0,37% Coverage

extraordinary

Reference 3 - 0,42% Coverage

safety activist

Reference 4 - 0,14% Coverage

frank

Reference 5 - 0,31% Coverage

transparent

Reference 6 - 0,31% Coverage

credibility

Reference 7 - 0,14% Coverage

right

Reference 8 - 0,37% Coverage

investigating



Reference 9 - 0,31% Coverage

simplifying

Reference 10 - 0,79% Coverage

health and safety procedures

Reference 11 - 0,31% Coverage

safety page

Reference 12 - 0,25% Coverage

committed

Reference 13 - 0,17% Coverage

safety

<Internals\\Press Releases\\Danish Companies\\Carlsberg\\2013\\2013 - Carlsberg Group - Carlsberg
Group consolidates position as the most efficient global brewer and sharpens focus on sustainable
packaging> - § 142 references coded  [10,10% Coverage]

Reference 1 - 0,08% Coverage

environmental

Reference 2 - 0,06% Coverage

decreased

Reference 3 - 0,04% Coverage

biogas

Reference 4 - 0,20% Coverage

wastewater treatment operations

Reference 5 - 0,12% Coverage

ISO 14001-certified

Reference 6 - 0,08% Coverage

environmental

Reference 7 - 0,05% Coverage

projects

Reference 8 - 0,05% Coverage

strategy

Reference 9 - 0,07% Coverage

sustainable

Reference 10 - 0,04% Coverage



agreed

Reference 11 - 0,08% Coverage

continued to

Reference 12 - 0,06% Coverage

excellent

Reference 13 - 0,05% Coverage

progress

Reference 14 - 0,06% Coverage

ambitious

Reference 15 - 0,08% Coverage

environmental

Reference 16 - 0,05% Coverage

targets

Reference 17 - 0,20% Coverage

Corporate Social Responsibility

Reference 18 - 0,05% Coverage

healthy

Reference 19 - 0,06% Coverage

targetedly

Reference 20 - 0,03% Coverage

limit

Reference 21 - 0,04% Coverage

search

Reference 22 - 0,08% Coverage

opportunities

Reference 23 - 0,05% Coverage

ongoing

Reference 24 - 0,05% Coverage

research

Reference 25 - 0,07% Coverage



development

Reference 26 - 0,09% Coverage

ever-improving

Reference 27 - 0,06% Coverage

efficiency

Reference 28 - 0,08% Coverage

opportunities

Reference 29 - 0,15% Coverage

environmentally friendly

Reference 30 - 0,03% Coverage

good

Reference 31 - 0,04% Coverage

reduce

Reference 32 - 0,06% Coverage

necessary

Reference 33 - 0,03% Coverage

steps

Reference 34 - 0,05% Coverage

reverse

Reference 35 - 0,04% Coverage

biogas

Reference 36 - 0,17% Coverage

wastewater treatment plant

Reference 37 - 0,04% Coverage

helped

Reference 38 - 0,04% Coverage

reduce

Reference 39 - 0,05% Coverage

reduced

Reference 40 - 0,07% Coverage

initiatives



Reference 41 - 0,12% Coverage

renewable resources

Reference 42 - 0,06% Coverage

important

Reference 43 - 0,06% Coverage

milestone

Reference 44 - 0,05% Coverage

focus on

Reference 45 - 0,07% Coverage

sustainable

Reference 46 - 0,06% Coverage

exploring

Reference 47 - 0,06% Coverage

solutions

Reference 48 - 0,04% Coverage

ensure

Reference 49 - 0,04% Coverage

reduce

Reference 50 - 0,06% Coverage

important

Reference 51 - 0,03% Coverage

step

Reference 52 - 0,06% Coverage

introduced

Reference 53 - 0,15% Coverage

Life Cycle Analysis tool

Reference 54 - 0,05% Coverage

trained

Reference 55 - 0,08% Coverage

appropriately



Reference 56 - 0,06% Coverage

understand

Reference 57 - 0,06% Coverage

fact-based

Reference 58 - 0,06% Coverage

rethinking

Reference 59 - 0,10% Coverage

core principles

Reference 60 - 0,04% Coverage

reduce

Reference 61 - 0,03% Coverage

reuse

Reference 62 - 0,05% Coverage

recycle

Reference 63 - 0,05% Coverage

rethink

Reference 64 - 0,09% Coverage

responsibility

Reference 65 - 0,09% Coverage

go well beyond

Reference 66 - 0,05% Coverage

engaging

Reference 67 - 0,06% Coverage

alongside

Reference 68 - 0,07% Coverage

significant

Reference 69 - 0,10% Coverage

CSR improvement

Reference 70 - 0,05% Coverage

increase

Reference 71 - 0,05% Coverage



positive

Reference 72 - 0,04% Coverage

impact

Reference 73 - 0,06% Coverage

cooperated

Reference 74 - 0,15% Coverage

waste collection scheme

Reference 75 - 0,07% Coverage

encouraging

Reference 76 - 0,10% Coverage

plant seedlings

Reference 77 - 0,05% Coverage

results

Reference 78 - 0,06% Coverage

impressive

Reference 79 - 0,08% Coverage

collaboration

Reference 80 - 0,05% Coverage

project

Reference 81 - 0,06% Coverage

increased

Reference 82 - 0,05% Coverage

raising

Reference 83 - 0,06% Coverage

awareness

Reference 84 - 0,05% Coverage

improved

Reference 85 - 0,11% Coverage

waste segregation

Reference 86 - 0,06% Coverage



recycling

Reference 87 - 0,06% Coverage

promotion

Reference 88 - 0,06% Coverage

returnable

Reference 89 - 0,06% Coverage

agreement

Reference 90 - 0,04% Coverage

invest

Reference 91 - 0,07% Coverage

partnership

Reference 92 - 0,35% Coverage

the United Nations Industrial Development Organisation

Reference 93 - 0,06% Coverage

cooperate

Reference 94 - 0,05% Coverage

closely

Reference 95 - 0,05% Coverage

jointly

Reference 96 - 0,05% Coverage

develop

Reference 97 - 0,05% Coverage

projects

Reference 98 - 0,10% Coverage

environmentally

Reference 99 - 0,07% Coverage

sustainable

Reference 100 - 0,07% Coverage

partnership

Reference 101 - 0,08% Coverage

environmental



Reference 102 - 0,09% Coverage

sustainability

Reference 103 - 0,06% Coverage

satisfied

Reference 104 - 0,05% Coverage

achieved

Reference 105 - 0,06% Coverage

recognise

Reference 106 - 0,06% Coverage

more to do

Reference 107 - 0,05% Coverage

targets

Reference 108 - 0,05% Coverage

reducing

Reference 109 - 0,05% Coverage

CSR work

Reference 110 - 0,08% Coverage

environmental

Reference 111 - 0,09% Coverage

CSR activities

Reference 112 - 0,06% Coverage

CSR Report

Reference 113 - 0,02% Coverage

CSR

Reference 114 - 0,08% Coverage

CSR strategy

Reference 115 - 0,07% Coverage

integration

Reference 116 - 0,15% Coverage

corporate responsibility



Reference 117 - 0,06% Coverage

Embedding

Reference 118 - 0,02% Coverage

CSR

Reference 119 - 0,06% Coverage

developing

Reference 120 - 0,05% Coverage

policies

Reference 121 - 0,04% Coverage

ensure

Reference 122 - 0,06% Coverage

standards

Reference 123 - 0,05% Coverage

targets

Reference 124 - 0,05% Coverage

improve

Reference 125 - 0,10% Coverage

CSR performance

Reference 126 - 0,07% Coverage

cornerstone

Reference 127 - 0,11% Coverage

CSR progress data

Reference 128 - 0,06% Coverage

CSR areas

Reference 129 - 0,10% Coverage

Health & Safety

Reference 130 - 0,14% Coverage

Labour & Human Rights

Reference 131 - 0,10% Coverage

Business Ethics

Reference 132 - 0,13% Coverage



Community Engagement

Reference 133 - 0,07% Coverage

Responsible

Reference 134 - 0,07% Coverage

Responsible

Reference 135 - 0,14% Coverage

the UN Global Compact

Reference 136 - 0,06% Coverage

committed

Reference 137 - 0,06% Coverage

supporting

Reference 138 - 0,06% Coverage

advancing

Reference 139 - 0,06% Coverage

principles

Reference 140 - 0,14% Coverage

the UN Global Compact

Reference 141 - 0,06% Coverage

influence

Reference 142 - 0,15% Coverage

the UN Global Compact's

<Internals\\Press Releases\\Danish Companies\\Falck\\2012\\2012 - Falck buys safety training
company in USA - Falck> - § 33 references coded  [12,21% Coverage]

Reference 1 - 0,16% Coverage

safety

Reference 2 - 0,77% Coverage

Occupational Safety Training

Reference 3 - 0,49% Coverage

safety technicians

Reference 4 - 0,44% Coverage

training centers



Reference 5 - 0,77% Coverage

Occupational Safety Training

Reference 6 - 1,34% Coverage

Offshore Petroleum Industry Training Organisation

Reference 7 - 0,22% Coverage

approval

Reference 8 - 0,19% Coverage

trained

Reference 9 - 0,14% Coverage

learn

Reference 10 - 0,16% Coverage

safely

Reference 11 - 0,27% Coverage

lifesaving

Reference 12 - 0,25% Coverage

first aid

Reference 13 - 0,77% Coverage

Occupational Safety Training

Reference 14 - 0,44% Coverage

training centers

Reference 15 - 0,44% Coverage

training centers

Reference 16 - 0,14% Coverage

train

Reference 17 - 0,38% Coverage

taking care of

Reference 18 - 0,63% Coverage

international standards

Reference 19 - 0,33% Coverage

logical step



Reference 20 - 0,25% Coverage

integrate

Reference 21 - 0,41% Coverage

safety services

Reference 22 - 0,16% Coverage

create

Reference 23 - 0,19% Coverage

greater

Reference 24 - 0,19% Coverage

variety

Reference 25 - 0,66% Coverage

safety training business

Reference 26 - 0,22% Coverage

provides

Reference 27 - 0,41% Coverage

safety services

Reference 28 - 0,44% Coverage

training centers

Reference 29 - 0,14% Coverage

learn

Reference 30 - 0,25% Coverage

correctly

Reference 31 - 0,19% Coverage

trained

Reference 32 - 0,19% Coverage

expects

Reference 33 - 0,19% Coverage

surpass

<Internals\\Press Releases\\Danish Companies\\Falck\\2013\\2013 - Falck opens safety training centre
in Mexico - Falck> - § 11 references coded  [6,00% Coverage]

Reference 1 - 0,90% Coverage



safety training centre

Reference 2 - 1,27% Coverage

Falck Safety Services de Mexico

Reference 3 - 0,20% Coverage

great

Reference 4 - 0,37% Coverage

protected

Reference 5 - 0,24% Coverage

secure

Reference 6 - 0,90% Coverage

safety training centre

Reference 7 - 0,20% Coverage

learn

Reference 8 - 0,37% Coverage

correctly

Reference 9 - 0,61% Coverage

safety services

Reference 10 - 0,65% Coverage

training centers

Reference 11 - 0,29% Coverage

trained

<Internals\\Press Releases\\Danish Companies\\Falck\\2013\\2013 - Falck Safety Services will be
represented in Canada - Falck> - § 37 references coded  [12,52% Coverage]

Reference 1 - 0,52% Coverage

Falck Safety Services

Reference 2 - 0,52% Coverage

Falck Safety Services

Reference 3 - 0,27% Coverage

interesting

Reference 4 - 0,17% Coverage

want to



Reference 5 - 0,37% Coverage

look forward to

Reference 6 - 0,30% Coverage

professional

Reference 7 - 0,17% Coverage

provide

Reference 8 - 0,10% Coverage

best

Reference 9 - 0,17% Coverage

service

Reference 10 - 0,20% Coverage

possible

Reference 11 - 0,52% Coverage

Falck Safety Services

Reference 12 - 0,52% Coverage

Falck Safety Services

Reference 13 - 0,20% Coverage

boosting

Reference 14 - 0,22% Coverage

agreement

Reference 15 - 0,37% Coverage

safety training

Reference 16 - 0,52% Coverage

Falck Safety Services

Reference 17 - 0,52% Coverage

Falck Safety Services

Reference 18 - 0,20% Coverage

training

Reference 19 - 0,65% Coverage

safety training regulation

Reference 20 - 0,55% Coverage



Falck Safety Services’

Reference 21 - 0,17% Coverage

mission

Reference 22 - 0,30% Coverage

high quality

Reference 23 - 0,20% Coverage

training

Reference 24 - 0,30% Coverage

high quality

Reference 25 - 0,20% Coverage

services

Reference 26 - 0,15% Coverage

strong

Reference 27 - 0,22% Coverage

expansion

Reference 28 - 0,17% Coverage

team up

Reference 29 - 0,52% Coverage

Falck Safety Services

Reference 30 - 0,70% Coverage

Falck Safety Services entity

Reference 31 - 0,37% Coverage

growth platform

Reference 32 - 0,27% Coverage

partnership

Reference 33 - 0,15% Coverage

enable

Reference 34 - 0,37% Coverage

safety training

Reference 35 - 0,65% Coverage



Major Emergency Management

Reference 36 - 0,47% Coverage

wind turbine safety

Reference 37 - 0,22% Coverage

completed

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - More sustainable than ever  ~
Grundfos> - § 34 references coded  [11,65% Coverage]

Reference 1 - 0,28% Coverage

activities

Reference 2 - 0,31% Coverage

results for

Reference 3 - 0,39% Coverage

sustainability

Reference 4 - 0,14% Coverage

proud

Reference 5 - 0,39% Coverage

CO2 reductions

Reference 6 - 0,45% Coverage

employee program

Reference 7 - 0,73% Coverage

Grundfos Brings Water2Life

Reference 8 - 0,20% Coverage

results

Reference 9 - 0,59% Coverage

sustainability report

Reference 10 - 0,39% Coverage

Sustainability

Reference 11 - 0,28% Coverage

Reductions

Reference 12 - 0,23% Coverage

ambition



Reference 13 - 0,23% Coverage

ambition

Reference 14 - 0,23% Coverage

greatest

Reference 15 - 0,23% Coverage

increase

Reference 16 - 0,25% Coverage

reduction

Reference 17 - 0,14% Coverage

great

Reference 18 - 0,31% Coverage

achievement

Reference 19 - 0,20% Coverage

project

Reference 20 - 0,14% Coverage

proud

Reference 21 - 0,51% Coverage

employee programme

Reference 22 - 0,73% Coverage

Grundfos Brings Water2Life

Reference 23 - 0,68% Coverage

sustainability programme

Reference 24 - 0,56% Coverage

employee involvement

Reference 25 - 0,25% Coverage

access to

Reference 26 - 0,31% Coverage

sustainable

Reference 27 - 0,20% Coverage

support

Reference 28 - 0,28% Coverage



enthusiasm

Reference 29 - 0,34% Coverage

overwhelming

Reference 30 - 0,20% Coverage

donated

Reference 31 - 0,31% Coverage

contributes

Reference 32 - 0,20% Coverage

donated

Reference 33 - 0,34% Coverage

solarpowered

Reference 34 - 0,62% Coverage

LIFELINK water systems

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - New Perspectives in green
Energy ~ Grundfos> - § 39 references coded  [7,94% Coverage]

Reference 1 - 0,11% Coverage

green

Reference 2 - 0,26% Coverage

solar driven

Reference 3 - 0,11% Coverage

green

Reference 4 - 0,19% Coverage

solutions

Reference 5 - 0,22% Coverage

attractive

Reference 6 - 0,19% Coverage

benefited

Reference 7 - 0,26% Coverage

solar driven

Reference 8 - 0,26% Coverage

solar driven



Reference 9 - 0,52% Coverage

environmentally friendly

Reference 10 - 0,35% Coverage

renewable energy

Reference 11 - 0,13% Coverage

CRFlex

Reference 12 - 0,09% Coverage

goal

Reference 13 - 0,13% Coverage

CRFlex

Reference 14 - 0,13% Coverage

SQFlex

Reference 15 - 0,26% Coverage

solar energy

Reference 16 - 0,13% Coverage

SQFlex

Reference 17 - 0,11% Coverage

offer

Reference 18 - 0,26% Coverage

solar driven

Reference 19 - 0,26% Coverage

solar driven

Reference 20 - 0,22% Coverage

be able to

Reference 21 - 0,11% Coverage

offer

Reference 22 - 0,26% Coverage

alternatives

Reference 23 - 0,19% Coverage

access to



Reference 24 - 0,11% Coverage

green

Reference 25 - 0,09% Coverage

save

Reference 26 - 0,17% Coverage

Low-cost

Reference 27 - 0,26% Coverage

solar energy

Reference 28 - 0,13% Coverage

option

Reference 29 - 0,17% Coverage

speed up

Reference 30 - 0,26% Coverage

solar driven

Reference 31 - 0,24% Coverage

alternative

Reference 32 - 0,26% Coverage

solar panels

Reference 33 - 0,26% Coverage

solar panels

Reference 34 - 0,15% Coverage

cheaper

Reference 35 - 0,26% Coverage

solar panels

Reference 36 - 0,15% Coverage

quality

Reference 37 - 0,24% Coverage

alternative

Reference 38 - 0,26% Coverage

solar driven

Reference 39 - 0,22% Coverage



be able to

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Samsung C&T and Grundfos
signing green cooperation agreement ~ Grundfos> - § 36 references coded  [8,17% Coverage]

Reference 1 - 0,12% Coverage

green

Reference 2 - 0,27% Coverage

cooperation

Reference 3 - 0,22% Coverage

agreement

Reference 4 - 0,22% Coverage

agreement

Reference 5 - 0,12% Coverage

green

Reference 6 - 0,27% Coverage

cooperation

Reference 7 - 0,22% Coverage

agreement

Reference 8 - 0,15% Coverage

extend

Reference 9 - 0,20% Coverage

initiate

Reference 10 - 0,27% Coverage

development

Reference 11 - 0,27% Coverage

sustainable

Reference 12 - 0,25% Coverage

innovative

Reference 13 - 0,22% Coverage

solutions

Reference 14 - 0,22% Coverage

tradition



Reference 15 - 0,25% Coverage

innovative

Reference 16 - 0,25% Coverage

strengthen

Reference 17 - 0,20% Coverage

research

Reference 18 - 0,42% Coverage

knowledge sharing

Reference 19 - 0,15% Coverage

ensure

Reference 20 - 0,12% Coverage

green

Reference 21 - 0,22% Coverage

solutions

Reference 22 - 0,22% Coverage

agreement

Reference 23 - 0,12% Coverage

great

Reference 24 - 0,47% Coverage

global perspectives

Reference 25 - 0,12% Coverage

green

Reference 26 - 0,22% Coverage

essential

Reference 27 - 0,22% Coverage

agreement

Reference 28 - 0,15% Coverage

aiming

Reference 29 - 0,25% Coverage

be able to



Reference 30 - 0,12% Coverage

offer

Reference 31 - 0,22% Coverage

solutions

Reference 32 - 0,22% Coverage

agreement

Reference 33 - 0,22% Coverage

agreement

Reference 34 - 0,62% Coverage

Global Green Growth Forum

Reference 35 - 0,17% Coverage

promote

Reference 36 - 0,12% Coverage

green

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - South Korean state visit
strengthens green dialogue ~ Grundfos> - § 26 references coded  [5,97% Coverage]

Reference 1 - 0,25% Coverage

strengthens

Reference 2 - 0,11% Coverage

green

Reference 3 - 0,18% Coverage

dialogue

Reference 4 - 0,25% Coverage

opportunity

Reference 5 - 0,11% Coverage

green

Reference 6 - 0,28% Coverage

galla dinner

Reference 7 - 0,30% Coverage

strengthening

Reference 8 - 0,21% Coverage



important

Reference 9 - 0,18% Coverage

focusing

Reference 10 - 0,23% Coverage

innovation

Reference 11 - 0,11% Coverage

green

Reference 12 - 0,21% Coverage

ambitions

Reference 13 - 0,14% Coverage

spirit

Reference 14 - 0,39% Coverage

Innovation Intent

Reference 15 - 0,41% Coverage

looking forward to

Reference 16 - 0,21% Coverage

expanding

Reference 17 - 0,14% Coverage

strong

Reference 18 - 0,25% Coverage

cooperation

Reference 19 - 0,23% Coverage

activities

Reference 20 - 0,30% Coverage

strengthening

Reference 21 - 0,23% Coverage

importance

Reference 22 - 0,18% Coverage

solution

Reference 23 - 0,16% Coverage

pleased



Reference 24 - 0,21% Coverage

strategic

Reference 25 - 0,25% Coverage

partnership

Reference 26 - 0,44% Coverage

play an active part

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Super metal makes pumps
green ~ Grundfos> - § 32 references coded  [6,04% Coverage]

Reference 1 - 0,10% Coverage

green

Reference 2 - 0,33% Coverage

energy efficient

Reference 3 - 0,10% Coverage

Green

Reference 4 - 0,23% Coverage

development

Reference 5 - 0,10% Coverage

green

Reference 6 - 0,25% Coverage

technologies

Reference 7 - 0,19% Coverage

important

Reference 8 - 0,25% Coverage

in the front

Reference 9 - 0,23% Coverage

development

Reference 10 - 0,17% Coverage

stronger

Reference 11 - 0,15% Coverage

quality

Reference 12 - 0,10% Coverage



great

Reference 13 - 0,19% Coverage

potential

Reference 14 - 0,27% Coverage

great success

Reference 15 - 0,17% Coverage

stronger

Reference 16 - 0,19% Coverage

important

Reference 17 - 0,08% Coverage

less

Reference 18 - 0,10% Coverage

great

Reference 19 - 0,19% Coverage

potential

Reference 20 - 0,23% Coverage

continue to

Reference 21 - 0,25% Coverage

in the front

Reference 22 - 0,17% Coverage

reducing

Reference 23 - 0,21% Coverage

technology

Reference 24 - 0,12% Coverage

Strong

Reference 25 - 0,23% Coverage

partnership

Reference 26 - 0,33% Coverage

energy efficient

Reference 27 - 0,25% Coverage



co-operation

Reference 28 - 0,10% Coverage

great

Reference 29 - 0,19% Coverage

expertise

Reference 30 - 0,21% Coverage

innovative

Reference 31 - 0,19% Coverage

developed

Reference 32 - 0,19% Coverage

solutions

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Sustainable production is
headline of the Grundfos Prize ~ Grundfos> - § 38 references coded  [10,29% Coverage]

Reference 1 - 0,28% Coverage

Sustainable

Reference 2 - 0,46% Coverage

the Grundfos Prize

Reference 3 - 0,18% Coverage

success

Reference 4 - 0,28% Coverage

sustainable

Reference 5 - 0,33% Coverage

environmental

Reference 6 - 0,25% Coverage

technology

Reference 7 - 0,33% Coverage

opportunities

Reference 8 - 0,25% Coverage

interested

Reference 9 - 0,23% Coverage

inspiring



Reference 10 - 0,20% Coverage

dialogue

Reference 11 - 0,28% Coverage

sustainable

Reference 12 - 0,31% Coverage

technologies

Reference 13 - 0,13% Coverage

offer

Reference 14 - 0,28% Coverage

opportunity

Reference 15 - 0,18% Coverage

network

Reference 16 - 0,13% Coverage

ideas

Reference 17 - 0,18% Coverage

studies

Reference 18 - 0,20% Coverage

research

Reference 19 - 0,23% Coverage

prominent

Reference 20 - 0,31% Coverage

solar panels

Reference 21 - 0,23% Coverage

initiator

Reference 22 - 0,46% Coverage

green energy steps

Reference 23 - 0,25% Coverage

attracting

Reference 24 - 0,13% Coverage

great

Reference 25 - 0,23% Coverage



attention

Reference 26 - 0,76% Coverage

the Poul Due Jensen Foundation

Reference 27 - 0,46% Coverage

the Grundfos Prize

Reference 28 - 0,13% Coverage

prize

Reference 29 - 0,76% Coverage

the Poul Due Jensen Foundation

Reference 30 - 0,18% Coverage

promote

Reference 31 - 0,28% Coverage

acknowledge

Reference 32 - 0,18% Coverage

support

Reference 33 - 0,20% Coverage

research

Reference 34 - 0,25% Coverage

innovative

Reference 35 - 0,28% Coverage

foresighted

Reference 36 - 0,23% Coverage

solutions

Reference 37 - 0,13% Coverage

prize

Reference 38 - 0,13% Coverage

event

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Two CSR Awards for
Grundfos ~ Grundfos> - § 76 references coded  [11,04% Coverage]

Reference 1 - 0,15% Coverage

CSR Awards



Reference 2 - 0,04% Coverage

win

Reference 3 - 0,09% Coverage

awards

Reference 4 - 0,30% Coverage

the CSR Foundation’s

Reference 5 - 0,21% Coverage

award ceremony

Reference 6 - 0,07% Coverage

award

Reference 7 - 0,19% Coverage

CO2 reduction

Reference 8 - 0,25% Coverage

CSR communication

Reference 9 - 0,40% Coverage

The CSR CO2 Reduction Award

Reference 10 - 0,12% Coverage

concrete

Reference 11 - 0,07% Coverage

goals

Reference 12 - 0,15% Coverage

reductions

Reference 13 - 0,13% Coverage

long-term

Reference 14 - 0,06% Coverage

goal

Reference 15 - 0,16% Coverage

CO2 neutral

Reference 16 - 0,18% Coverage

contribution



Reference 17 - 0,24% Coverage

speech of thanks

Reference 18 - 0,12% Coverage

solution

Reference 19 - 0,18% Coverage

considerable

Reference 20 - 0,12% Coverage

solution

Reference 21 - 0,24% Coverage

energy reduction

Reference 22 - 0,13% Coverage

recognise

Reference 23 - 0,21% Coverage

responsibility

Reference 24 - 0,12% Coverage

ambition

Reference 25 - 0,10% Coverage

reduced

Reference 26 - 0,12% Coverage

possible

Reference 27 - 0,18% Coverage

contribution

Reference 28 - 0,07% Coverage

thank

Reference 29 - 0,13% Coverage

Thank you

Reference 30 - 0,07% Coverage

award

Reference 31 - 0,15% Coverage

motivation

Reference 32 - 0,12% Coverage



reducing

Reference 33 - 0,16% Coverage

continue to

Reference 34 - 0,13% Coverage

knowledge

Reference 35 - 0,09% Coverage

obtain

Reference 36 - 0,24% Coverage

energy reduction

Reference 37 - 0,07% Coverage

award

Reference 38 - 0,18% Coverage

well-merited

Reference 39 - 0,16% Coverage

achievement

Reference 40 - 0,41% Coverage

Group Environment Department

Reference 41 - 0,19% Coverage

CO2 reduction

Reference 42 - 0,10% Coverage

amazing

Reference 43 - 0,09% Coverage

reduce

Reference 44 - 0,12% Coverage

possible

Reference 45 - 0,10% Coverage

clearly

Reference 46 - 0,12% Coverage

ambition

Reference 47 - 0,12% Coverage



accepted

Reference 48 - 0,07% Coverage

Award

Reference 49 - 0,40% Coverage

Award for CSR Communication

Reference 50 - 0,16% Coverage

sustainable

Reference 51 - 0,13% Coverage

long-term

Reference 52 - 0,06% Coverage

goal

Reference 53 - 0,16% Coverage

CO2 neutral

Reference 54 - 0,07% Coverage

award

Reference 55 - 0,10% Coverage

success

Reference 56 - 0,12% Coverage

LIFELINK

Reference 57 - 0,10% Coverage

ability

Reference 58 - 0,13% Coverage

eminently

Reference 59 - 0,10% Coverage

process

Reference 60 - 0,10% Coverage

results

Reference 61 - 0,10% Coverage

perfect

Reference 62 - 0,38% Coverage

Director of Sustainability



Reference 63 - 0,07% Coverage

award

Reference 64 - 0,16% Coverage

achievement

Reference 65 - 0,16% Coverage

contributed

Reference 66 - 0,10% Coverage

serious

Reference 67 - 0,09% Coverage

honest

Reference 68 - 0,13% Coverage

CSR field

Reference 69 - 0,06% Coverage

good

Reference 70 - 0,19% Coverage

CO2 reduction

Reference 71 - 0,13% Coverage

inclusive

Reference 72 - 0,18% Coverage

take care of

Reference 73 - 0,09% Coverage

openly

Reference 74 - 0,07% Coverage

value

Reference 75 - 0,06% Coverage

Open

Reference 76 - 0,16% Coverage

trustworthy

<Internals\\Press Releases\\Danish Companies\\Lego\\2011\\2011 - LEGO Group actions to reduce
packaging materials’ impact on the environment> - § 33 references coded  [5,30% Coverage]

Reference 1 - 0,07% Coverage



steps

Reference 2 - 0,09% Coverage

reduce

Reference 3 - 0,13% Coverage

key areas

Reference 4 - 0,12% Coverage

reducing

Reference 5 - 0,58% Coverage

Corporate Governance and Sustainability

Reference 6 - 0,13% Coverage

ambitious

Reference 7 - 0,06% Coverage

goal

Reference 8 - 0,09% Coverage

reduce

Reference 9 - 0,12% Coverage

actively

Reference 10 - 0,12% Coverage

recycled

Reference 11 - 0,21% Coverage

product safety

Reference 12 - 0,12% Coverage

recycled

Reference 13 - 0,12% Coverage

recycled

Reference 14 - 0,09% Coverage

ensure

Reference 15 - 0,16% Coverage

sustainable

Reference 16 - 0,18% Coverage



taken action

Reference 17 - 0,09% Coverage

ensure

Reference 18 - 0,30% Coverage

FSC certified fibers

Reference 19 - 0,15% Coverage

developing

Reference 20 - 0,13% Coverage

ambitious

Reference 21 - 0,28% Coverage

implementation plan

Reference 22 - 0,15% Coverage

objectives

Reference 23 - 0,21% Coverage

well under way

Reference 24 - 0,30% Coverage

FSC certified fibers

Reference 25 - 0,30% Coverage

FSC certified fibers

Reference 26 - 0,09% Coverage

intent

Reference 27 - 0,07% Coverage

plans

Reference 28 - 0,12% Coverage

continue

Reference 29 - 0,22% Coverage

regular updates

Reference 30 - 0,28% Coverage

sustainability area

Reference 31 - 0,09% Coverage

reduce



Reference 32 - 0,07% Coverage

steps

Reference 33 - 0,09% Coverage

reduce

<Internals\\Press Releases\\Danish Companies\\Lego\\2013\\2013 - Smaller LEGO® boxes easier on
the environment> - § 55 references coded  [5,13% Coverage]

Reference 1 - 0,23% Coverage

environmentally friendly

Reference 2 - 0,06% Coverage

reduce

Reference 3 - 0,16% Coverage

FSC certification

Reference 4 - 0,03% Coverage

FSC

Reference 5 - 0,25% Coverage

Forest Stewardship Council

Reference 6 - 0,11% Coverage

certificate

Reference 7 - 0,11% Coverage

guaranteeing

Reference 8 - 0,11% Coverage

sustainable

Reference 9 - 0,11% Coverage

introducing

Reference 10 - 0,12% Coverage

environmental

Reference 11 - 0,04% Coverage

hope

Reference 12 - 0,07% Coverage

welcome

Reference 13 - 0,08% Coverage



reducing

Reference 14 - 0,11% Coverage

makes sense

Reference 15 - 0,08% Coverage

ambition

Reference 16 - 0,05% Coverage

exert

Reference 17 - 0,08% Coverage

positive

Reference 18 - 0,06% Coverage

effect

Reference 19 - 0,13% Coverage

responsibility

Reference 20 - 0,06% Coverage

reduce

Reference 21 - 0,08% Coverage

possible

Reference 22 - 0,04% Coverage

save

Reference 23 - 0,07% Coverage

benefit

Reference 24 - 0,05% Coverage

focus

Reference 25 - 0,08% Coverage

reducing

Reference 26 - 0,09% Coverage

good news

Reference 27 - 0,06% Coverage

easier

Reference 28 - 0,16% Coverage



win win situation

Reference 29 - 0,08% Coverage

Benefits

Reference 30 - 0,11% Coverage

improvements

Reference 31 - 0,07% Coverage

engaged

Reference 32 - 0,11% Coverage

initiatives

Reference 33 - 0,05% Coverage

major

Reference 34 - 0,06% Coverage

effect

Reference 35 - 0,07% Coverage

Efforts

Reference 36 - 0,11% Coverage

efficiently

Reference 37 - 0,08% Coverage

improved

Reference 38 - 0,16% Coverage

energy efficiency

Reference 39 - 0,08% Coverage

Reducing

Reference 40 - 0,16% Coverage

make a difference

Reference 41 - 0,11% Coverage

wind energy

Reference 42 - 0,05% Coverage

focus

Reference 43 - 0,09% Coverage

wind park



Reference 44 - 0,08% Coverage

proud of

Reference 45 - 0,15% Coverage

renewable energy

Reference 46 - 0,17% Coverage

sustainable energy

Reference 47 - 0,09% Coverage

wind farm

Reference 48 - 0,09% Coverage

easier on

Reference 49 - 0,08% Coverage

ambition

Reference 50 - 0,06% Coverage

reduce

Reference 51 - 0,05% Coverage

lower

Reference 52 - 0,10% Coverage

activities

Reference 53 - 0,07% Coverage

results

Reference 54 - 0,13% Coverage

sustainability

Reference 55 - 0,09% Coverage

Recycling

<Internals\\Press Releases\\Danish Companies\\Novo Nordisk\\2011\\2011 - Company
Announcements, Press Releases and Online news - Novo Nordisk A~S> - § 40 references coded
[7,08% Coverage]

Reference 1 - 0,24% Coverage

employee health

Reference 2 - 0,16% Coverage

introduced



Reference 3 - 0,44% Coverage

Workplace Wellness Alliance

Reference 4 - 0,19% Coverage

partnered up

Reference 5 - 0,11% Coverage

improve

Reference 6 - 0,10% Coverage

health

Reference 7 - 0,19% Coverage

productivity

Reference 8 - 0,13% Coverage

wellness

Reference 9 - 0,13% Coverage

priority

Reference 10 - 0,26% Coverage

workplace health

Reference 11 - 0,19% Coverage

contributing

Reference 12 - 0,15% Coverage

increased

Reference 13 - 0,19% Coverage

productivity

Reference 14 - 0,10% Coverage

better

Reference 15 - 0,10% Coverage

health

Reference 16 - 0,16% Coverage

prevention

Reference 17 - 0,15% Coverage

strive to

Reference 18 - 0,10% Coverage



create

Reference 19 - 0,13% Coverage

promotes

Reference 20 - 0,13% Coverage

supports

Reference 21 - 0,11% Coverage

healthy

Reference 22 - 0,41% Coverage

employee health programme

Reference 23 - 0,16% Coverage

NovoHealth

Reference 24 - 0,11% Coverage

focuses

Reference 25 - 0,15% Coverage

key areas

Reference 26 - 0,11% Coverage

healthy

Reference 27 - 0,28% Coverage

physical activity

Reference 28 - 0,16% Coverage

smoke-free

Reference 29 - 0,21% Coverage

health checks

Reference 30 - 0,11% Coverage

inspire

Reference 31 - 0,15% Coverage

healthier

Reference 32 - 0,11% Coverage

happier

Reference 33 - 0,31% Coverage



wellness programmes

Reference 34 - 0,11% Coverage

offered

Reference 35 - 0,10% Coverage

by far

Reference 36 - 0,15% Coverage

healthier

Reference 37 - 0,44% Coverage

Workplace Wellness Alliance

Reference 38 - 0,13% Coverage

progress

Reference 39 - 0,13% Coverage

standard

Reference 40 - 0,29% Coverage

workplace wellness



<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2011\\Annual Report 2011> - § 3
references coded  [0,09% Coverage]

Reference 1 - 0,04% Coverage

The A.P. Moller - Maersk Group’s vision for sustainability is to be a responsible and profitable
company balancing economic, social and environmental concerns to the benefit of the Group and the
global community.

Reference 2 - 0,02% Coverage

The new target for 2020 is to reduce the CO2 intensity of the Group's operations by 10% using 2010
as a baseline.

Reference 3 - 0,03% Coverage

An action plan for 2012-13 has been developed with the intention of
closing the gaps in the Group’s adherence to the require- ments of the Guiding Principles.

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2012\\Annual Report 2012> - § 11
references coded  [0,11% Coverage]

Reference 1 - 0,01% Coverage

Protecting employees

Reference 2 - 0,01% Coverage

Minimising environmental impact

Reference 3 - 0,01% Coverage

Fitting bulbous bows optimised for reduced fuel consumption

Reference 4 - 0,01% Coverage

Burns low quality gas, which might otherwise be wasted

Reference 5 - 0,01% Coverage

Transforms generated heat into electric power

Reference 6 - 0,01% Coverage

Has pure water as a by-product; a valuable resource in dry areas

Reference 7 - 0,01% Coverage

Creates CO2 which can be pumped into mature oil
fields to improve oil recovery.

Reference 8 - 0,01% Coverage

The Group continued its focus on diversity and inclusion during 2012

Reference 9 - 0,01% Coverage

The aspiration is to be a world-recognised inclusive employer

Reference 10 - 0,02% Coverage



The Groupʼs sustainability strategy focuses on integrat- ing sustainable practices into the activities in
each of the operating businesses

Reference 11 - 0,02% Coverage

The safety of employees is a key priority, and the Group continuously monitors performance and
pushes for im- provements

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2011\\Annual Report 2011> - § 15
references coded  [0,16% Coverage]

Reference 1 - 0,01% Coverage

The Carlsberg Group is committed to con - ducting its operations in a socially and environmentally
responsible way

Reference 2 - 0,01% Coverage

Carlsberg is committed to innovative management of packaging and packag- ing waste.

Reference 3 - 0,01% Coverage

As a responsible brewer, we are committed to fi ghting the harmful consumption of beer and promot-
ing responsible drinking to our consumers.

Reference 4 - 0,01% Coverage

Carlsberg remains committed to our ambition to grow responsibly.

Reference 5 - 0,01% Coverage

we will focus our efforts on addressing specifi c sus- tainability risks and opportunities related to our
production and value chain

Reference 6 - 0,01% Coverage

We will continue the successful roll-out of null-LOX malt to pro- duce the Carlsberg brand.

Reference 7 - 0,01% Coverage

We will work towards reducing the weight or thickness of packaging materials and collaborate with our
suppliers to reduce our carbon footprint

Reference 8 - 0,01% Coverage

We will continue to implement our global Lean Utilities pro- gramme with particular focus on Asia.

Reference 9 - 0,01% Coverage

We will continue our efforts to reach our targets for water and energy effi ciency

Reference 10 - 0,01% Coverage

We will follow up on the results of our water risk assessment by develop- ing local community
initiatives.

Reference 11 - 0,01% Coverage

Opportunities for increasing the share of renewable energy will be further explored

Reference 12 - 0,01% Coverage



We will continue to pursue op- portunities for further optimising our logistics network.

Reference 13 - 0,01% Coverage

we will develop new processes and initiatives to optimise logistics operations.

Reference 14 - 0,01% Coverage

We will evaluate opportunities for implementing sustainability criteria in our purchasing process for
distribution materials related to warehouses.

Reference 15 - 0,01% Coverage

We will focus on developing additional tools to help integrate the principles of the Marketing
Communication Policy into daily operations

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2012\\Annual Report 2012> - § 14
references coded  [0,16% Coverage]

Reference 1 - 0,01% Coverage

We will continue to develop and roll out null-LOX and related types of malt

Reference 2 - 0,01% Coverage

Research into new raw materials resistant to varying weather conditions will also continue.

Reference 3 - 0,02% Coverage

We will work more closely with our suppliers to identify innovations that can reduce environmental
impact, and continue to include the Supplier and Licensee Code of Conduct in our contracts.

Reference 4 - 0,02% Coverage

We will continue to focus on cleaner energy at our Asian breweries and on meeting our targets for
reducing CO2 emissions and safety incidents in pro- duction.

Reference 5 - 0,01% Coverage

We will develop new targets for energy and water consumption and emissions in the years ahead.

Reference 6 - 0,01% Coverage

We will roll out our sustainable packaging programme and increase cooperation with suppliers in this
area.

Reference 7 - 0,01% Coverage

We will continue to pursue opportun- ities to improve our logistics network further still.

Reference 8 - 0,01% Coverage

we will develop new processes and initiatives to optimise logistics operations,

Reference 9 - 0,01% Coverage

we will develop and implement environ- mental guidelines for our warehouses.

Reference 10 - 0,01% Coverage



We ensure that all Carlsberg employ- ees and external partners involved in developing communication
material receive our policy guidelines.

Reference 11 - 0,01% Coverage

We will follow up on cases of non- compliance.

Reference 12 - 0,02% Coverage

We will ensure that training materials are updated to keep them relevant in a changing environ- ment
and that all relevant employees are trained in the Marketing Commu- nication Policy every two years.

Reference 13 - 0,02% Coverage

We will continue to incorporate responsible drinking messages into our communications and begin
taking action regarding the global commit- ments to reduce the harmful use of alcohol.

Reference 14 - 0,01% Coverage

We will increase cooper- ation with customers and encourage consumers to recycle through our
sustainable packaging programme.

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2011\\Annual Report 2011> - § 4 references
coded  [0,12% Coverage]

Reference 1 - 0,03% Coverage

Danfoss will extend the training to include approx. 1,500 additional managers who will receive the
training and take the test, which is available in eight languages.

Reference 2 - 0,03% Coverage

Danfoss is entering into a dialogue with the suppliers in question to rectify matters and will follow up to
make sure that the agreed amendments are implemented.

Reference 3 - 0,03% Coverage

Danfoss aims to reduce CO2
emissions by 25% by 2025 and increase the share
of renewable energy by 25% compared to the group level in 2007.

Reference 4 - 0,03% Coverage

Danfoss is working to continuously reduce the use of harmful substances, and the Group has taken
further measures in 2011 to reduce use of the same substances among its suppliers.

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2012\\Annual Report 2012> - § 2 references
coded  [0,04% Coverage]

Reference 1 - 0,01% Coverage

Danfoss expects to launch analyses in the remaining 8 factories in 2013.

Reference 2 - 0,03% Coverage

Danfoss is committed to creating a safe working environment and limiting the number of work-related
accidents, which has been declining since 1999.

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2013\\Annual Report 2013> - § 3 references
coded  [0,07% Coverage]



Reference 1 - 0,02% Coverage

Danfoss is continuing its systematic e�orts to bring down the number of work-related accidents.

Reference 2 - 0,02% Coverage

Danfoss aims for the composition of its top governing body to reflect the diversity of the rest of the
Group, where women are underrepresented.

Reference 3 - 0,02% Coverage

At its annual meeting in 2017, Danfoss will attempt to raise the number of women serving on the
Board to at least one of the six members.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2011\\Annual Report 2011> - § 2 references
coded  [0,05% Coverage]

Reference 1 - 0,02% Coverage

In addition, Falck undertakes to continuously work to improve the working conditions, including safety
at work.

Reference 2 - 0,03% Coverage

As part of our increased internationalisation, we will be increas- ing our focus on laying down
anti-corruption guidelines in the coming year.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2012\\Annual Report 2012> - § 5 references
coded  [0,12% Coverage]

Reference 1 - 0,04% Coverage

On the basis of the corporate values, both management and employees at Falck work to improve and
develop society and health in ways that are ac- cessible, reliable, fast, efficient, helpful and competent

Reference 2 - 0,02% Coverage

On this basis, Falck is committed to continually improve job satisfaction and health in the work- place

Reference 3 - 0,02% Coverage

Falck provides assistance and staff resources in connection with extreme events such as natural
disasters.

Reference 4 - 0,02% Coverage

the work to develop a global standard for the entire Group will continue in 2013.

Reference 5 - 0,03% Coverage

The Group will continue to work on reducing this level as part of the policy of continuously promoting
the greatest possible safety in the workplace.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2013\\Annual Report 2013> - § 1 reference
coded  [0,03% Coverage]

Reference 1 - 0,03% Coverage

With this as a starting point, we implemented a number of specific measures in 2013 which will
improve and expand employee competencies and job satisfaction in an ongoing process.



<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2011\\Annual Report 2011> - § 15
references coded  [0,84% Coverage]

Reference 1 - 0,05% Coverage

Now, even more than before, we are focusing on following a new strategy and making clear priorities.

Reference 2 - 0,06% Coverage

Sustainability means that we commit ourselves to our employees and the interests of the envir-
onment and local community.

Reference 3 - 0,05% Coverage

We will reduce our environmental foot- print throughout the entire value chain, including at suppliers.

Reference 4 - 0,06% Coverage

As part of publishing the Climate White Paper, we set ourselves an ambitious target to never emit
more CO� than in 2008

Reference 5 - 0,04% Coverage

Thus, it is our clear ambi- tion to break the link between growth and CO� emissions.

Reference 6 - 0,04% Coverage

We will attract, retain and develop world- class people to take on the sustainability agenda

Reference 7 - 0,07% Coverage

We require all manufactur- ing companies to be certified according to both ISO 14001 (environment)
and OHSAS 18001 (working environment).

Reference 8 - 0,06% Coverage

We will raise the bar for sustainable prod- uct solutions within energy e�ciency and water, focusing on
the entire product life cycle.

Reference 9 - 0,05% Coverage

We will promote a diverse work force with- in a safe and healthy work environment to foster an
inclusive culture.

Reference 10 - 0,06% Coverage

we strive to ensure that, as a minimum, one woman or non-Dane is among the candidates for key
positions in the organisation.

Reference 11 - 0,06% Coverage

It is our objective to increase the num- ber of female managers from the cur- rent 17 per cent to a
minimum of 25 per cent in 2017.

Reference 12 - 0,05% Coverage

Grundfos' objective is for a minimum of 3 per cent of our workforce to be employed on spe- cial terms

Reference 13 - 0,05% Coverage

We will make a positive impact in our sur- rounding communities and establish local partnerships.



Reference 14 - 0,07% Coverage

We will ensure that we live up to all applic- able laws, rules, regulations and voluntary commitments,
e.g. through our work with Grundfos Code of Conduct.

Reference 15 - 0,07% Coverage

In the coming years, the annual report will contain more key figures that focus on measuring the
environmental and so- cial bottom line too.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2012\\Annual Report 2012> - § 7
references coded  [0,37% Coverage]

Reference 1 - 0,07% Coverage

We wi ll raise the bar for sustainable product solutions within energy effi- ciency and water, focusing
on the entire product life cycle.

Reference 2 - 0,04% Coverage

Also, we wi l l provide outstanding service with focus on sustainabi lity.

Reference 3 - 0,05% Coverage

We wi ll attract, retain and develop world-class people to take on the sus- tainabi lity agenda.

Reference 4 - 0,05% Coverage

We wi ll reduce our environmental footprint throughout the entire value chain, including at suppliers.

Reference 5 - 0,05% Coverage

We wi ll promote a diverse work force within a safe and healthy work envir- onment to foster an
inclusive culture.

Reference 6 - 0,05% Coverage

We wi ll make a positive impact in our surrounding communities and estab- lish local partnerships.

Reference 7 - 0,07% Coverage

We wi ll ensure that we live up to al l applicable laws, rules, regulations and voluntary commitments,
e.g. through our work with our Code of Conduct.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2013\\Annual Report 2013> - § 2
references coded  [0,11% Coverage]

Reference 1 - 0,03% Coverage

Our ambition is never to emit more CO2 than in 2008 in absolute numbers.

Reference 2 - 0,07% Coverage

We have committed ourselves to reduce our total water consumption by 50 per cent before 2025
compared with 2008 – as well as improving the water quality.

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2011\\Annual Report 2011> - § 1
reference coded  [0,01% Coverage]

Reference 1 - 0,01% Coverage



We aim to increase diversity because we believe doing so offers a competitive advantage.

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2012\\Annual Report 2012> - § 1
reference coded  [0,02% Coverage]

Reference 1 - 0,02% Coverage

We will continue to provide free insulin and support children with type 1 diabetes, their families and
their caregivers through our Changing Diabetes in Children®
programme.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills commits to sustainably source 10 priority ingredients by 2020> - § 1 reference coded  [0,57%
Coverage]

Reference 1 - 0,57% Coverage

To achieve its 2020 goal, General Mills will continue to follow a four-step sustainable sourcing model

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills launches $1.1 million sustainable sourcing program in Peru> - § 1 reference coded  [1,27%
Coverage]

Reference 1 - 1,27% Coverage

Although it’s just one example, we must continue to be a responsible corporate steward and use our
resources to help improve the lives and communities of smallholder farmers in developing countries.

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel and United Nations
Population Fund Committed To Boost Health Workers' Skills Around the World> - § 1 reference coded
 [1,57% Coverage]

Reference 1 - 1,57% Coverage

Intel will build on its commitment to the United Nations "Every Woman, Every Child" initiative to help
train 1 million frontline healthcare workers by 2015 under the Intel 1Mx15 Health initiative.

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson Makes Strong Progress in First Year of Initiative to Improve Health of Millions of Women and
Children in the Developing World ~ Johnson & Johnson> - § 1 reference coded  [0,56% Coverage]

Reference 1 - 0,56% Coverage

The Company will announce new efforts to combat smoking and tobacco use via mobile phones and
workplace interventions.

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson Makes an Impact on TEDMED Great Challenges of Health and Medicine ~ Johnson &
Johnson> - § 3 references coded  [1,81% Coverage]

Reference 1 - 0,67% Coverage

We are committed to discovering innovative therapeutic solutions for people with dementia – as well
as other brain disorders and pain.

Reference 2 - 0,47% Coverage

Johnson & Johnson is committed to reducing healthcare disparities and increasing accessibility.

Reference 3 - 0,67% Coverage



We are committed to promoting active lifestyles no matter ones age, but we realize that healthy habits
need to be formed early in life

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS and Live Nation
Entertainment Form Green Sponsorship Alliance - UPS Pressroom> - § 1 reference coded  [2,18%
Coverage]

Reference 1 - 2,18% Coverage

UPS will provide participating artists with an accurate, verified measurement of their existing
transportation carbon footprint; develop customized plans that leverage UPS's integrated, multi-modal
network to reduce emissions, then mitigate any remaining CO2 output by purchasing and retiring
certified carbon offsets.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Foundation Grants
$58,000 to Child Welfare and Environmental Organizations - UPS Pressroom> - § 1 reference coded
[0,83% Coverage]

Reference 1 - 0,83% Coverage

UPS will continue to support the community in various means.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Expands Global
Healthcare Network with Three New Facilities in Asia Pacific Region - UPS Pressroom> - § 1
reference coded  [2,19% Coverage]

Reference 1 - 2,19% Coverage

Healthcare is a major focus area for UPS, and we are committed to continuing investments in Asia
and other parts of the world timed with - and often ahead of - market demand to support our clients'
growth strategies in key regions.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Foundation Donating to
Humanitarian Relief, Road Safety Initiatives - UPS Pressroom> - § 1 reference coded  [1,60%
Coverage]

Reference 1 - 1,60% Coverage

UPS and The UPS Foundation are committed to promoting safety and prosperity by supporting
organizations that champion a variety of community safety initiatives

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - NASCAR Gives UPS the Green
Flag in 2013 - UPS Pressroom> - § 1 reference coded  [2,39% Coverage]

Reference 1 - 2,39% Coverage

As part of its ongoing sustainability efforts, UPS also will continue to provide its NASCAR customers
the ability to offset the climate impact of the CO2 emissions that result from their shipments through
the company's popular carbon neutral shipping service.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Healthcare
Network in Key Locations Across North America - UPS Pressroom> - § 1 reference coded  [1,39%
Coverage]

Reference 1 - 1,39% Coverage

UPS is committed to investing in our global network and supporting industry demand to meet
customer needs for increased speed, flexibility and efficiency

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Healthcare



Network in Key Locations Across North America (Canada) - UPS Pressroom> - § 1 reference coded
[1,38% Coverage]

Reference 1 - 1,38% Coverage

UPS is committed to investing in our global network and supporting industry demand to meet
customer needs for increased speed, flexibility and efficiency

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Super metal makes pumps
green ~ Grundfos> - § 1 reference coded  [4,61% Coverage]

Reference 1 - 4,61% Coverage

We shall continue to be in the front when it comes to reducing the energy consumption of pumps, and
the use of super metals is one of the options we shall be using in the future, as we already have the
required technology.

<Internals\\Press Releases\\Danish Companies\\Lego\\2011\\2011 - LEGO Group actions to reduce
packaging materials’ impact on the environment> - § 1 reference coded  [1,59% Coverage]

Reference 1 - 1,59% Coverage

Secondly we will always use recycled fiber when it is possible from a chemical product safety point of
view.



<Internals\\Annual Reports\\American Companies\\General Mills\\2011\\Annual Report 2011> - § 1
reference coded  [0,01% Coverage]

Reference 1 - 0,01% Coverage

Our e� orts have international reach, too.

<Internals\\Annual Reports\\American Companies\\Johnson & Johnson\\2011\\Annual Report 2011> -
§ 2 references coded  [0,07% Coverage]

Reference 1 - 0,04% Coverage

These principles have guided us over the years and continue to set the tone of integrity for the entire
Company.At all levels, the employees of Johnson&Johnson are committed to the ethical principles
embod- ied inOur Credo and these principles have beenwoven into the fabric of the Company.

Reference 2 - 0,03% Coverage

We are commit- ted to present and discuss results of operations in a clear and transparentmanner in
order to provide timely, comprehensive and understandable information to our shareholders.

<Internals\\Annual Reports\\American Companies\\UPS\\2011\\Annual Report 2011> - § 3 references
coded  [0,05% Coverage]

Reference 1 - 0,03% Coverage

UPS’s business and corporate responsibility strategies pursue a common interest to increase the
vitality and
environmental sustainability of the global economy by aggregating the shipping activity of millions of
businesses and individuals worldwide into a single, highly efficient logistics network.

Reference 2 - 0,01% Coverage

We believe that strong communities are vital to the success of our company.

Reference 3 - 0,01% Coverage

UPS helps drive positive change for organizations and communities in need across the globe.

<Internals\\Annual Reports\\American Companies\\UPS\\2012\\Annual Report 2012> - § 3 references
coded  [0,05% Coverage]

Reference 1 - 0,03% Coverage

UPS’s business and corporate responsibility strategies pursue a common interest to increase the
vitality and environmental sustainability of the global economy by aggregating the shipping activity of
millions of businesses and individuals worldwide into a single, highly efficient logistics network.

Reference 2 - 0,01% Coverage

We believe that strong communities are vital to the success of our company.

Reference 3 - 0,01% Coverage

UPS helps drive positive change for organizations and communities in need across the globe.

<Internals\\Annual Reports\\American Companies\\UPS\\2013\\Annual Report 2013> - § 4 references
coded  [0,08% Coverage]

Reference 1 - 0,03% Coverage



UPS’s business and corporate responsibility strategies pursue a common interest to increase the
vitality and environmental sustainability of the global economy by aggregating the shipping activity of
millions of businesses and individuals worldwide into a single, highly efficient logistics network.

Reference 2 - 0,01% Coverage

We believe that strong communities are vital to the success of our company.

Reference 3 - 0,02% Coverage

By combining our philanthropy with the volunteer time and talents of our employees, UPS helps drive
positive change for organizations and communities in need across the globe.

Reference 4 - 0,02% Coverage

Through The UPS Foundation we have the opportunity to support our global communities to offset
carbon, support clean water, reduce poverty and help individuals sustain their lives through the
planting of trees.

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2011\\Annual Report 2011> - § 1
reference coded  [0,02% Coverage]

Reference 1 - 0,02% Coverage

The safety and security
of the Group’s people and assets continues to be a top priority.

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2012\\Annual Report 2012> - § 1
reference coded  [0,01% Coverage]

Reference 1 - 0,01% Coverage

As the demand for energy and oil increases, the poten- tial for TriGen Technology is huge

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2011\\Annual Report 2011> - § 12
references coded  [0,18% Coverage]

Reference 1 - 0,01% Coverage

In 2011, we made good progress towards reaching these targets for most of our CSR areas

Reference 2 - 0,01% Coverage

we continued to improve systems and procedures used to measure perform- ance data for our CSR
areas:

Reference 3 - 0,01% Coverage

The Group has set ambitious targets for reducing our environmental impact and improving effi ciency
by 2013

Reference 4 - 0,02% Coverage

While the vast majority of consumers enjoy beer in moderation as part of a healthy lifestyle, we
recognise that a min- ority of consumers may have a harmful drinking pattern leading to unwanted
health and social effects.

Reference 5 - 0,01% Coverage

An important aspect of protecting com- mercial freedom involves marketing beer in a way that refl ects
society’s concerns about alcohol abuse.



Reference 6 - 0,01% Coverage

Engaging with local external stakeholders is funda- mental in optimising the reach and impact of
responsible drinking initiatives.

Reference 7 - 0,02% Coverage

Our prioritised CSR initiatives are supported by strong business cases, either in terms of a positive
return on investment or in secur- ing our licence to operate

Reference 8 - 0,02% Coverage

Our strong expertise in research provides signifi cant opportunities to continuously improve the
Group’s environmental impact through the development of new solutions and the use of alternative
raw materials and new processes and products.

Reference 9 - 0,02% Coverage

We are achieving resource and cost savings by optimising logistics, including more effi cient distribu-
tion, the introduction of alternative means of transport and improved warehouses.

Reference 10 - 0,01% Coverage

Our global Marketing Communication Policy applies across all markets and sets the standard for how
all marketing materials are developed.

Reference 11 - 0,02% Coverage

We are developing local initia- tives and partnering with relevant stakeholders to promote responsible
drinking to our consumers and address issues related to alcohol misuse.

Reference 12 - 0,01% Coverage

Carlsberg aims to develop and maintain a good relationship with its stakeholders as this is important
for the Company’s development.

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2012\\Annual Report 2012> - § 3
references coded  [0,05% Coverage]

Reference 1 - 0,02% Coverage

Our vast research expertise provides signifi cant opportunities to continu- ously improve the Group’s
environ- mental impact through the develop- ment of new solutions and the use of alternative raw
materials and new processes and products.

Reference 2 - 0,01% Coverage

We are making more effi cient use of resources and cutting costs by optimising logistics.

Reference 3 - 0,01% Coverage

Our global Marketing Communication Policy ap- plies across all markets and sets the standard for how
all brands and trade marketing materials are developed.

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2013\\Annual Report 2013> - § 4
references coded  [0,04% Coverage]

Reference 1 - 0,01% Coverage

In 2013, we delivered on our three-year targets within energy, CO2



and lost-
time accidents in production.

Reference 2 - 0,01% Coverage

Reductions in CO2 emissions
is a primary measure of how the Group is progressing on the ambitious targets for reducing its
environmental impact.

Reference 3 - 0,01% Coverage

Making more beer with less water is a high priority for Carlsberg’s breweries around the world.

Reference 4 - 0,01% Coverage

A strong safety performance is a prerequisite for a sustainable and healthy workplace for our
employees.

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2011\\Annual Report 2011> - § 3 references
coded  [0,07% Coverage]

Reference 1 - 0,02% Coverage

Danfoss considers e�cient risk management a prerequisite for running a business and responding
rapidly and flexibly when conditions change.

Reference 2 - 0,02% Coverage

It is Danfoss’ view that there are no isolated risks capable of threatening the survival of the Group.

Reference 3 - 0,02% Coverage

For Danfoss, a healthy and safe work environment is one of the prerequisites of running a sound and
well- performing company.

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2012\\Annual Report 2012> - § 2 references
coded  [0,05% Coverage]

Reference 1 - 0,02% Coverage

Danfoss has a long-standing tradition for reporting on corporate social re- sponsibility

Reference 2 - 0,03% Coverage

Danfoss sees growing interest and requirements from customers and authori- ties for statements on
the overall environmental footprint of individual products.

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2013\\Annual Report 2013> - § 5 references
coded  [0,13% Coverage]

Reference 1 - 0,04% Coverage

This is how Danfoss ensures that Group compa- nies are not complicit in human rights abuses, and it
enables the Group to build knowledge about methods so that it can later apply them to its supply
chain.

Reference 2 - 0,02% Coverage

The plant is a power- ful symbol of Danfoss leading by example in the transition to sustainable energy.

Reference 3 - 0,03% Coverage



Danfoss considers diversity among its employees to be an asset that brings with it competitive benefits
as well as added creativity and innovation.

Reference 4 - 0,02% Coverage

If two or more candidates are equally qualified, Danfoss will aim towards diversity among its em-
ployees in the final selection process.

Reference 5 - 0,03% Coverage

Maintaining e�cient risk management is a cornerstone at Danfoss as well as a prereq- uisite for
running a business and respond- ing rapidly and flexibly when conditions change.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2011\\Annual Report 2011> - § 13 references
coded  [0,34% Coverage]

Reference 1 - 0,03% Coverage

At Falck, corporate social responsibility is at the very heart of our business and thus deeply integrated
into our business models and operations.

Reference 2 - 0,03% Coverage

It naturally follows that we contribute substantially to the development of the social and healthcare
infrastructure of the societies our organisation is a part of.

Reference 3 - 0,01% Coverage

Falck’s approach is to raise the

Reference 4 - 0,01% Coverage

 with the resources available.

Reference 5 - 0,03% Coverage

This raises the level of health, safety and security in these local communities while also contributing to
our business opportu- nities.

Reference 6 - 0,07% Coverage

Corporate social responsibility is at the heart of Falck’s business, and both social and environmental
considerations are deeply rooted in and integrated into Falck’s business models and operations when
we interact with our local communities, our business partners, our customers and our other
stakeholders in our endeavours to meet social, healthcare and safety needs.

Reference 7 - 0,01% Coverage

This approach applies to all Falck’s business areas.

Reference 8 - 0,04% Coverage

In the training of offshore employees, we are also working towards higher standards, and this makes
for a higher level of safety in the oil and gas industry while also bringing in more people to attend
courses at Falck training centres.

Reference 9 - 0,03% Coverage

Falck Health- care provides a range of services which ensure that fewer peo- ple get ill and that
people on sick leave can recover and return to their jobs



Reference 10 - 0,01% Coverage

Falck is people who help people.

Reference 11 - 0,03% Coverage

Falck’s employees can only provide optimal assistance to the people around them – and thus con-
tribute to Falck’s business – if they receive support from their employer.

Reference 12 - 0,02% Coverage

The initiatives described above help improve job satisfaction and give people a better chance of
handling a job.

Reference 13 - 0,03% Coverage

We see corporate social responsibility as an important part of interacting with our business partners
and customers in both the public and private sectors.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2012\\Annual Report 2012> - § 4 references
coded  [0,07% Coverage]

Reference 1 - 0,02% Coverage

To Falck, CSR is also actively participating in the community the organisation is part of.

Reference 2 - 0,02% Coverage

Falck, also feels it has a special duty to contribute to an in- clusive labour market.

Reference 3 - 0,02% Coverage

Falck has a zero-tolerance policy with respect to corruption, which includes extortion, fraud and
bribery.

Reference 4 - 0,02% Coverage

In Falck, risk management is considered an important and natural part of the work to realise Falck’s
goals and strategy.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2013\\Annual Report 2013> - § 5 references
coded  [0,15% Coverage]

Reference 1 - 0,02% Coverage

In 2013, we continued to work with integrated and commit- ted social responsibility in the Group’s
business activities and strategy,

Reference 2 - 0,03% Coverage

As a result, Falck is obligated to operate in an environmentally responsible manner – and reduce the
harmful effects its activities may have on the environment and the community in general.

Reference 3 - 0,06% Coverage

Falck’s ethical approach is rooted in the culture and collabora- tion among firefighters and ambulance
staff at the scene of an incident, healthcare staff helping a patient, rescue officers providing roadside
assistance and helping drivers continue on their journey, and instructors teaching people how to look
after themselves and help others in a crisis situation.



Reference 4 - 0,01% Coverage

The Group aims to provide gender-equal opportunities at all management levels.

Reference 5 - 0,03% Coverage

CSR IS AT THE HEART OF FALCK’S BUSINESS, AND BOTH SOCIAL AND ENVIRONMENTAL
CONSIDERATIONS ARE DEEPLY ROOTED IN AND INTEGRATED INTO FALCK’S BUSINESS
MODELS AND OPERATIONS.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2011\\Annual Report 2011> - § 11
references coded  [0,61% Coverage]

Reference 1 - 0,09% Coverage

Firstly, sustainability has been part of Grundfos' DNA from the time the com- pany was set up, and
therefore, sustain- ability remains an integral part of our objective and values.

Reference 2 - 0,03% Coverage

Secondly, sustain- ability is an essential part of our busi- ness.

Reference 3 - 0,06% Coverage

And thirdly, focus on sustainability is also a way of minimising risks and re- ducing costs throughout
the value chain

Reference 4 - 0,05% Coverage

With this, we set ourselves ambitious targets to grow while at the same time keeping our CO�
emissions unchanged.

Reference 5 - 0,06% Coverage

In 2011, we prepared a sustainability strat- egy which identifies six essential focus areas to ourselves
and interested parties

Reference 6 - 0,07% Coverage

At present, a large number of Group pol icies, management tools etc. in- corporate the sustainability
tive to varying degrees.
perspec-

Reference 7 - 0,02% Coverage

our em- ployees have embraced the challenge

Reference 8 - 0,04% Coverage

It is important for us to o�er the best possible health and safety at work.

Reference 9 - 0,05% Coverage

Grundfos is a global Group, which uses innovation to contribute to global sustainability through our
busi- ness

Reference 10 - 0,05% Coverage

We want to make a positive di�erence – also in the communities where we manu- facture and sell our
products.



Reference 11 - 0,09% Coverage

As a company, we are responsible for con- tributing to solve the global water chal- lenge in
collaboration with governments, UN organisations, NGOs and other inter- ested parties.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2012\\Annual Report 2012> - § 4
references coded  [0,17% Coverage]

Reference 1 - 0,05% Coverage

Sustainabi lity in Grundfos means engaging in the interests of our people, the environment and society
as a whole.

Reference 2 - 0,05% Coverage

In 2012, our continued focus on sustainable solutions led to the introduction of two new
energy-efficient products

Reference 3 - 0,04% Coverage

Grundfos has set an ambitious target to never emit more CO2 than in 2008.

Reference 4 - 0,03% Coverage

We wish to break the link between growth and CO2 emissions.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2013\\Annual Report 2013> - § 2
references coded  [0,08% Coverage]

Reference 1 - 0,05% Coverage

We believe that every day holds the pos- sibility of solving the urgent challenges of the world.

Reference 2 - 0,03% Coverage

Grundfos strives to provide a safe and healthy work environ- ment.

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2011\\Annual Report 2011> - § 7
references coded  [0,08% Coverage]

Reference 1 - 0,01% Coverage

We aim to grow our business in ways that are both profitable and responsible.

Reference 2 - 0,01% Coverage

Helping people live better lives is at the core of our business.

Reference 3 - 0,02% Coverage

We believe that having a healthy and engaging working environment helps attract, motivate and retain
employees and that this is critical to sustaining our company’s growth and positive contributions to
society.

Reference 4 - 0,02% Coverage

We believe that diverse management teams are best suited to drive performance, foster innovative
thinking and nurture collaboration between people with different perspec- tives.

Reference 5 - 0,01% Coverage



Helping people live better lives is at the core of our business.

Reference 6 - 0,01% Coverage

Our corporate governance framework supports sustainable value creation.

Reference 7 - 0,01% Coverage

Possible business ethics misconduct may be raised through the global compliance hotline.

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2012\\Annual Report 2012> - § 5
references coded  [0,06% Coverage]

Reference 1 - 0,02% Coverage

We want to be respected for putting patients first, leading in sustainability, being an outstanding
workplace and having an excellent reputation,

Reference 2 - 0,01% Coverage

With our products, global presence and strong partnerships we believe we can change diabetes
sustainably.

Reference 3 - 0,01% Coverage

For Novo Nordisk, it also marked the start of the company’s commitment to sustainable development.

Reference 4 - 0,01% Coverage

This is an interesting and fresh perspective that we think will inspire other companies to embrace
sustainability more strategically.

Reference 5 - 0,01% Coverage

In our approach to business we strive to create long-term, sustainable value in a bigger picture
perspective.

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
CSRReport> - § 1 reference coded  [0,65% Coverage]

Reference 1 - 0,65% Coverage

Our approach to global responsibility is straightforward

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills commits to sustainably source 10 priority ingredients by 2020> - § 1 reference coded  [0,34%
Coverage]

Reference 1 - 0,34% Coverage

We are dedicated to working directly with smallholder farmers

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills launches $1.1 million sustainable sourcing program in Peru> - § 3 references coded  [2,64%
Coverage]

Reference 1 - 0,71% Coverage

Working closely with great organizations like CARE and AgroMantaro, we can create positive,
long-term changes.



Reference 2 - 1,24% Coverage

By focusing on the farmers, we created a rich business model that fosters world- class value
throughout the entire supply chain - for the farmers, our company, our clients and the end consumers

Reference 3 - 0,69% Coverage

Business is better and stronger if the farmers and vendors who supply us are strengthened at the
same time.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills named to esteemed Dow Jones Sustainability Index> - § 3 references coded  [6,49% Coverage]

Reference 1 - 1,53% Coverage

At General Mills, one of our goals is to stand among the most socially responsible food companies in
the world

Reference 2 - 3,19% Coverage

The DJSI review affirms that General Mills places a strong emphasis on earning the trust of our
consumers, customers, employees and other key stakeholders every day through exceptional
economic, environmental and social practices.

Reference 3 - 1,78% Coverage

In addition, through its products, General Mills is continuously striving to make consumers’ lives
healthier, easier and richer.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills ranks #26 on DiversityInc's Top 50 Companies for Diversity list.> - § 3 references coded  [5,69%
Coverage]

Reference 1 - 1,82% Coverage

This honor is a reflection of General Mills’ consistent commitment to workplace diversity and inclusion

Reference 2 - 1,45% Coverage

General Mills employees and their unique perspectives are critical to our success.

Reference 3 - 2,42% Coverage

By leveraging diversity and creating an inclusive culture, we drive innovation, engagement and growth
in our businesses around the world.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~
Häagen-Dazs and General Mills to help smallholder farmers increase yields and improve sustainability
practices in Madagascar> - § 2 references coded  [2,01% Coverage]

Reference 1 - 1,12% Coverage

Working to improve the lives of smallholder farmers by helping them accrue a greater share of the
benefit from the crops they produce will also help ensure a sustainable and quality supply of vanilla for
the future.

Reference 2 - 0,89% Coverage

Contributing to the viability and sustainability of vanilla farming could have a significant impact on the
lives of Malagasy growers, their communities, and the environment



<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Connecting a World of
Opportunity through the ‘1Mx15’ Health Program> - § 5 references coded  [11,17% Coverage]

Reference 1 - 4,02% Coverage

The program will enable healthcare workers with technology, education tools and 21 century ICT skills
to help accelerate progress toward better health primarily for women and children. In collaboration with
governments, private industry, development communities and academia the program will establish
various country initiatives to increase the availability, affordability and usage of computers, and
broadband.
st

Reference 2 - 2,46% Coverage

We are very excited to support the UN Nation's Every Woman, Every Child Initiative and believe that
our 1Mx15 Health Program and the Intel Skoool™ Healthcare Education Platform will help
governments address the training needs of their healthcare workforce.

Reference 3 - 1,14% Coverage

We believe a well-trained healthcare workforce will enable better access to quality healthcare for
women and children.

Reference 4 - 1,46% Coverage

The Intel World Ahead Program promotes access to technology to the next billion people that helps
enrich their lives and stimulate economic opportunity.

Reference 5 - 2,09% Coverage

Millions of people each year are getting access to helpful technology, high-speed connectivity,
education and healthcare improvements, and digital content that helps them achieve sustainable
social and economic gains.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Employees Champion
Corporate Responsibility> - § 2 references coded  [2,25% Coverage]

Reference 1 - 0,65% Coverage

At Intel, we don't separate corporate responsibility from our business - it is part of our global strategy,

Reference 2 - 1,60% Coverage

Caring for our people, our planet and inspiring the next generation is a corporate strategic objective
that will be achieved through the concerted efforts of our employees, whether they work in a factory,
design products or interface with customers or suppliers.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Increases Renewable
Energy Credit Purchase to 2.5 Billion Kilowatt Hours> - § 1 reference coded  [0,84% Coverage]

Reference 1 - 0,84% Coverage

Intel believes that employee engagement and empowerment are critical to its objective of embedding
sustainability more deeply into the business.

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Sets 2020 Environmental
Goals> - § 1 reference coded  [0,56% Coverage]

Reference 1 - 0,56% Coverage

At Intel, corporate responsibility is a crucial component to the overall growth of our business



<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Employee Engagement and
Sustainability Thrive at Intel> - § 1 reference coded  [1,17% Coverage]

Reference 1 - 1,17% Coverage

Embedding corporate responsibility into our vision, strategy and management systems creates value
for us, as well as our stockholders, customers and our global communities.

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson Launches “Healthy Future 2015,” Its Citizenship And Sustainability Goals ~ Johnson &
Johnson> - § 5 references coded  [5,50% Coverage]

Reference 1 - 0,91% Coverage

Healthy Future 2015 encompasses the broadest and boldest goals to date for Johnson & Johnson in
both environmental and non-environmental areas.

Reference 2 - 1,11% Coverage

Whether it’s the private, public or nonprofit sector, we must all play a role, preferably in collaboration,
to ensure a sustainable and healthy future for generations to come.

Reference 3 - 2,16% Coverage

Healthy Future 2015 extends the Company’s commitment to help address global health needs with
goals ranging from targeting affordable access to HIV and TB therapies for populations in some of the
least-developed countries of the world, to donating medicines for treating intestinal worms in more
than 30 countries where prevalence is high.

Reference 4 - 0,72% Coverage

The launch of Healthy Future 2015 marks the next step forward in the sustainability journey of
Johnson & Johnson.

Reference 5 - 0,60% Coverage

Caring for the world, one person at a time…inspires and unites the people of Johnson & Johnson.

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson Makes Strong Progress in First Year of Initiative to Improve Health of Millions of Women and
Children in the Developing World ~ Johnson & Johnson> - § 3 references coded  [1,61% Coverage]

Reference 1 - 0,68% Coverage

Our results should be measured in terms of lives saved over the five years of our commitment, not just
in terms of effort or dollars contributed

Reference 2 - 0,53% Coverage

Johnson & Johnson expects to positively affect the lives of millions of women and children through this
effort.

Reference 3 - 0,40% Coverage

We want to understand more than just the numbers of women and children that we reach

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - Johnson &
Johnson’s Wellness & Prevention, Inc. and Lake Nona Institute Join Forces to Create Measurable
Health and Wellness Community Program ~ Johnson & Johnson> - § 1 reference coded  [0,49%
Coverage]



Reference 1 - 0,49% Coverage

Everyone is looking for a sustainable model around wellness

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson Makes an Impact on TEDMED Great Challenges of Health and Medicine ~ Johnson &
Johnson> - § 5 references coded  [3,46% Coverage]

Reference 1 - 0,77% Coverage

One of our top priorities in terms of addressing whole patient care is tackling the stigma that often
comes with diseases such as Alzheimer’s and Dementia

Reference 2 - 0,80% Coverage

We understand that patients expect and demand the latest, best medical products and services and
do not want – and often cannot – wait for the costs to come down

Reference 3 - 0,53% Coverage

We believe that giving people the tools to stay healthy is as important as helping them when they are
sick

Reference 4 - 0,71% Coverage

Johnson & Johnson has a deep heritage in developing successful corporate wellness programs to
help people prevent illness and enhance wellness

Reference 5 - 0,65% Coverage

We embrace research and science - bringing innovative ideas, products and services to advance the
health and well-being of people.

<Internals\\Press Releases\\American Companies\\Kraft\\2013\\2013 - Press Release - Kraft News
Center (2)> - § 2 references coded  [2,29% Coverage]

Reference 1 - 1,09% Coverage

Make an Impact is our chance to be change makers in our hometowns

Reference 2 - 1,20% Coverage

We’re helping organizations that make our communities better for us all.

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - DISNEY
CRUISE LINE KICKS OFF EARTH MONTH BY HONORING YOUNG ENVIRONMENTAL
CHAMPIONS IN DISNEY'S PLANET CHALLENGE ~ The Walt Disney Company> - § 3 references
coded  [3,94% Coverage]

Reference 1 - 1,07% Coverage

The education program is just one of the ways that Disney Cruise Line is inspiring positive action and
minimizing its environmental impact.

Reference 2 - 1,32% Coverage

Inspiring positive environmental stewardship in our cast and crew members is part of our company
culture and is clearly evident in our activities both on and off our ships.

Reference 3 - 1,55% Coverage



Disney Cruise Line is dedicated to minimizing its impact on the environment through utilizing new
technologies, increasing fuel efficiency, minimizing waste and supporting marine conservation
worldwide.

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 -
SEVENTH GRADE CLASS IN ILLINOIS SELECTED AS WINNER OF INAUGURAL DISNEY'S
PLANET CHALLENGE MIDDLE SCHOOL ENVIRONMENTAL COMPETITION ~ The Walt Disney
Company> - § 1 reference coded  [2,14% Coverage]

Reference 1 - 2,14% Coverage

Disney's Friends For Change is a multi-platform initiative that helps inspire kids and families to join
together and make a positive impact on their world (and the people and animals that live there).

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - THE
WALT DISNEY COMPANY ISSUES 2010 CORPORATE CITIZENSHIP REPORT ~ The Walt Disney
Company> - § 1 reference coded  [2,01% Coverage]

Reference 1 - 2,01% Coverage

Being a respected global citizen isn't just good for our employees and the communities in which we
operate, it is critical to the growth and success of our business,

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2012\\2012 - DISNEY
FRIENDS FOR CHANGE AMBASSADORS PROGRAM LAUNCHES ~ The Walt Disney Company> -
§ 6 references coded  [3,86% Coverage]

Reference 1 - 1,25% Coverage

Through the leadership and encouragement of our Disney Friends for Change Ambassadors, we hope
to inspire millions of more kids to take action and change their worlds

Reference 2 - 2,36% Coverage

The bond our viewers have with our talent is deep and powerful. As ambassadors of Friends for
Change, our talent can serve as a megaphone for the importance of pro-active community
involvement, motivating kids and their families to discover the many rewarding ways we can all make
our world a better place to live

Reference 3 - 0,07% Coverage

extending

Reference 4 - 0,04% Coverage

value

Reference 5 - 0,08% Coverage

initiative

Reference 6 - 0,07% Coverage

exemplary

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Le Café Goes Green with Help
from Brown - UPS Pressroom> - § 1 reference coded  [1,83% Coverage]

Reference 1 - 1,83% Coverage



Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - The UPS Foundation Donates
$7 Million to Diversity Programs - UPS Pressroom> - § 1 reference coded  [1,37% Coverage]

Reference 1 - 1,37% Coverage

UPS's commitment to developing women and minorities is a pledge that extends beyond philanthropy
and into UPS's approach to business

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Foundation Grants
$58,000 to Child Welfare and Environmental Organizations - UPS Pressroom> - § 1 reference coded
[2,36% Coverage]

Reference 1 - 2,36% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Manager in Omaha
Honored for Outstanding Community Service - UPS Pressroom> - § 1 reference coded  [1,23%
Coverage]

Reference 1 - 1,23% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Names Scott Wicker First
Chief Sustainability Officer - UPS Pressroom> - § 12 references coded  [7,08% Coverage]

Reference 1 - 1,54% Coverage

"The creation of the new post recognizes the expanding scope of UPS's sustainability actions, as well
as its strategic importance

Reference 2 - 1,59% Coverage

The long-term success of our company absolutely requires a balance of the environmental, economic
and social aspects of the business.

Reference 3 - 0,55% Coverage

Sustainability encompasses all of those areas.

Reference 4 - 1,56% Coverage

The discipline and systematic analytics we use in engineering are extremely valuable when devising
internal sustainability programs

Reference 5 - 0,14% Coverage

taken a lead

Reference 6 - 0,11% Coverage

advancing

Reference 7 - 0,14% Coverage



standardized

Reference 8 - 0,24% Coverage

reporting guidelines

Reference 9 - 0,14% Coverage

engaged with

Reference 10 - 0,35% Coverage

the Carbon Disclosure Project

Reference 11 - 0,35% Coverage

the World Resources Institute

Reference 12 - 0,37% Coverage

The Global Reporting Initiative

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Partners with Feed the
Children to Deliver Community Support in Cebu - UPS Pressroom> - § 1 reference coded  [1,24%
Coverage]

Reference 1 - 1,24% Coverage

Since its founding in 1907, UPS has built a legacy as a responsible corporate citizen.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Supports Canadian
Communities with Grants Totalling More Than US$200,000 - UPS Pressroom> - § 1 reference coded
[1,21% Coverage]

Reference 1 - 1,21% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - Blue and Brown Make Green -
UPS Pressroom> - § 1 reference coded  [0,74% Coverage]

Reference 1 - 0,74% Coverage

This collaboration to reduce the carbon footprint of our respective supply chains is the sustainability
wave of the future

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - The UPS Foundation Donates
to Groups Cultivating Diversity - UPS Pressroom> - § 1 reference coded  [1,92% Coverage]

Reference 1 - 1,92% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Employees Focus on
Communities, Environmental Sustainability During Annual Global Volunteer Event - UPS Pressroom> -
§ 1 reference coded  [1,01% Coverage]

Reference 1 - 1,01% Coverage



Since its founding in 1907, UPS (NYSE: UPS) has established a strong legacy of support to the
communities it serves.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Foundation Donating to
Humanitarian Relief, Road Safety Initiatives - UPS Pressroom> - § 2 references coded  [3,12%
Coverage]

Reference 1 - 1,41% Coverage

We are honored to apply our knowledge and command of logistics to help others prepare for the
unknown and create safer roads and communities

Reference 2 - 1,71% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - NASCAR Gives UPS the Green
Flag in 2013 - UPS Pressroom> - § 1 reference coded  [1,85% Coverage]

Reference 1 - 1,85% Coverage

NASCAR's millions of fans are now 100% more likely than nonfans to view their household as very
green and always looking for ways to positively impact the environment, up from 70% more likely in
2011.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - The UPS Foundation Donates
$7.6M To Champion Diversity And Support Veterans - UPS Pressroom> - § 3 references coded
[4,12% Coverage]

Reference 1 - 1,62% Coverage

UPS’s dedication to the PVA’s PAVE program, and its mission to assist paralyzed veterans in their
search for good jobs and meaningful careers, complements the company’s veterans hiring initiative.

Reference 2 - 1,08% Coverage

Supporting the PVA PAVE program is just one way UPS continues to recognize and support our
military men and women for their service

Reference 3 - 1,41% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - The UPS Foundation Donates
Over $7 Million To Community Safety Programs - UPS Pressroom> - § 1 reference coded  [1,53%
Coverage]

Reference 1 - 1,53% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS And State Of Mexico
Team Up To Build Healthcare Clinic - UPS Pressroom> - § 1 reference coded  [1,61% Coverage]

Reference 1 - 1,61% Coverage

Whether we are delivering packages or helping a community in need, UPS's passion for service and
giving back is a cornerstone of our culture



<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Continues its Legacy of
Community Support with Robust Year of Contributions - UPS Pressroom> - § 1 reference coded
[1,73% Coverage]

Reference 1 - 1,73% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Hails Landmark Drug
Distribution Safety And Licensing Legislation - UPS Pressroom> - § 1 reference coded  [0,84%
Coverage]

Reference 1 - 0,84% Coverage

Together, we've raised the bar for safety in every state.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS to Acquire Hungarian
Healthcare Logistics Company CEMELOG - UPS Pressroom> - § 1 reference coded  [1,60%
Coverage]

Reference 1 - 1,60% Coverage

UPS delivers value to healthcare companies through a broad portfolio of specialized freight and small
package transportation and distribution services.

<Internals\\Press Releases\\Danish Companies\\Carlsberg\\2013\\2013 - Carlsberg Group - Carlsberg
Group consolidates position as the most efficient global brewer and sharpens focus on sustainable
packaging> - § 1 reference coded  [0,46% Coverage]

Reference 1 - 0,46% Coverage

Carlsberg’s responsibility and impact go well beyond the brewery gates.

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Samsung C&T and Grundfos
signing green cooperation agreement ~ Grundfos> - § 1 reference coded  [3,77% Coverage]

Reference 1 - 3,77% Coverage

But with the agreement we are aiming even further, expecting that in the future we shall be able to
offer completely new solutions on the global market.

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - South Korean state visit
strengthens green dialogue ~ Grundfos> - § 1 reference coded  [1,81% Coverage]

Reference 1 - 1,81% Coverage

This is in line with our own ambitions and the spirit of our Innovation Intent.

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Sustainable production is
headline of the Grundfos Prize ~ Grundfos> - § 1 reference coded  [3,08% Coverage]

Reference 1 - 3,08% Coverage

Grundfos believes that sustainable production and environmental technology are prerequisites and
opportunities of growth.

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Two CSR Awards for
Grundfos ~ Grundfos> - § 2 references coded  [1,73% Coverage]



Reference 1 - 0,65% Coverage

In Grundfos we recognise our responsibility.

Reference 2 - 1,08% Coverage

This was only possible because everybody in Grundfos made a contribution.

<Internals\\Press Releases\\Danish Companies\\Lego\\2011\\2011 - LEGO Group actions to reduce
packaging materials’ impact on the environment> - § 2 references coded  [3,44% Coverage]

Reference 1 - 1,27% Coverage

The first and most ambitious goal is to reduce the amount of packaging materials used.

Reference 2 - 2,17% Coverage

The LEGO Group plans to continue with regular updates to stakeholders about the implementation of
this and other aspects of the sustainability area

<Internals\\Press Releases\\Danish Companies\\Lego\\2013\\2013 - Smaller LEGO® boxes easier on
the environment> - § 3 references coded  [2,76% Coverage]

Reference 1 - 1,05% Coverage

We believe we share responsibility for our planet, the wider community, and the generations who will
follow us

Reference 2 - 0,39% Coverage

So it’s a win win situation for everybody

Reference 3 - 1,32% Coverage

Reducing energy consumption by that much really does make a difference to the environment – even
though it may not be visible to shoppers.

<Internals\\Press Releases\\Danish Companies\\Novo Nordisk\\2011\\2011 - Company
Announcements, Press Releases and Online news - Novo Nordisk A~S> - § 2 references coded
[3,16% Coverage]

Reference 1 - 1,73% Coverage

At Novo Nordisk we strive to create a culture which promotes and supports healthy living for all
employees.

Reference 2 - 1,43% Coverage

Ultimately, we want to inspire our employees to live longer, healthier and happier lives



<Internals\\Annual Reports\\American Companies\\General Mills\\2011\\Annual Report 2011> - § 4
references coded  [0,07% Coverage]

Reference 1 - 0,01% Coverage

we work to make the world a better place.

Reference 2 - 0,03% Coverage

In 2011, we contributed $28 million in product donations to Feeding America®
, the nation’s largest
network of food banks, and other hunger relief agencies.

Reference 3 - 0,03% Coverage

We also began contributing to the Global Food Banking Network, a nonprofi t organi- zation dedicated
to creating, supplying and strengthening food bank net- works around the world.

Reference 4 - 0,01% Coverage

We’re also improving communi- ties through foundation grants.

<Internals\\Annual Reports\\American Companies\\Johnson & Johnson\\2011\\Annual Report 2011> -
§ 2 references coded  [0,07% Coverage]

Reference 1 - 0,04% Coverage

We require the management teams of our operating compa-
nies to certify their compliance with our Policy on Business Conduct, which sets forth the Company’s
commitment to conduct its busi- ness affairswith integrity and complywith the governing laws and
regulations.

Reference 2 - 0,03% Coverage

We are commit- ted to present and discuss results of operations in a clear and transparentmanner in
order to provide timely, comprehensive and understandable information to our shareholders.

<Internals\\Annual Reports\\American Companies\\UPS\\2011\\Annual Report 2011> - § 4 references
coded  [0,06% Coverage]

Reference 1 - 0,02% Coverage

We pursue sustainable business practices worldwide through operational efficiency, fleet advances,
facility
engineering projects and conservation enabling technology and service offerings.

Reference 2 - 0,01% Coverage

We help our customers to do the same.

Reference 3 - 0,02% Coverage

UPS led all U.S. companies in United Way donations last year with more than $55 million, and
surpassed $1 billion in cumulative donations to United Way.

Reference 4 - 0,02% Coverage

UPS continued to help save lives through our UPS Humanitarian Relief program by providing our
logistics expertise and resources to aid the famine-stricken Horn of Africa and areas impacted by the
Japan earthquake.



<Internals\\Annual Reports\\American Companies\\UPS\\2012\\Annual Report 2012> - § 5 references
coded  [0,10% Coverage]

Reference 1 - 0,02% Coverage

We pursue sustainable business practices worldwide through operational efficiency, fleet advances,
facility engineering projects, and conservation-enabling technology and service offerings.

Reference 2 - 0,01% Coverage

We help our customers to do the same.

Reference 3 - 0,03% Coverage

We worked with the non-profit organization Business for Social Responsibility ("BSR") to evaluate
significant sustainability issues (Economic, Environmental and Social), and ranked each issue by
importance based on multiple stakeholder feedback.

Reference 4 - 0,02% Coverage

We then worked with BSR to develop a materiality matrix by mapping the issues on a grid with two
axes: “Importance to Stakeholder” and “Influence on Business Success”.

Reference 5 - 0,03% Coverage

UPS continued to help save lives through our UPS Humanitarian Relief program by providing our
logistics expertise and resources to aid the drought-stricken Sahel region of Africa and areas impacted
by Hurricanes Isaac and Sandy.

<Internals\\Annual Reports\\American Companies\\UPS\\2013\\Annual Report 2013> - § 7 references
coded  [0,14% Coverage]

Reference 1 - 0,02% Coverage

We pursue sustainable business practices worldwide through operational efficiency, fleet advances,
facility engineering projects, and conservation-enabling technology and service offerings.

Reference 2 - 0,01% Coverage

We help our customers to do the same.

Reference 3 - 0,01% Coverage

In 2013, we conducted our second corporate materiality assessment.

Reference 4 - 0,03% Coverage

We once again worked with the non-profit
organization Business for Social Responsibility ("BSR") to evaluate significant sustainability issues
(economic, environmental and social), and ranked each issue by importance based on multiple
stakeholder feedback.

Reference 5 - 0,02% Coverage

We then worked with BSR to update our materiality matrix by mapping the issues on a grid with two
axes: “Importance to Stakeholder” and “Influence on Business Success”.

Reference 6 - 0,02% Coverage

UPS continued to aid communities impacted by disasters through our UPS Humanitarian Relief
program, by providing our logistics expertise, skilled volunteers, capacity building support and in-kind



services.

Reference 7 - 0,04% Coverage

In 2013, UPS coordinated more than 250 humanitarian relief shipments across 46 countries and
provided funding and logistics support to strengthen long-term recovery efforts of communities
impacted by Hurricane Sandy, the Oklahoma Tornados, Typhoon Haiyan in the Philippines, flooding in
Colorado, Mexico and India as well as families displaced by the Syrian Refugee Crisis.

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2011\\Annual Report 2011> - § 3
references coded  [0,05% Coverage]

Reference 1 - 0,01% Coverage

In 2011, the Group joined the United Nations Global Com- pact LEAD programme

Reference 2 - 0,01% Coverage

The Group agreed on a climate change position, strategy and target during 2011

Reference 3 - 0,02% Coverage

In 2011, Maersk Oil became a supporter of Extractive Industries Transparency Initiative (EITI).

<Internals\\Annual Reports\\Danish Companies\\A.P. Møller Mærsk\\2012\\Annual Report 2012> - § 3
references coded  [0,04% Coverage]

Reference 1 - 0,01% Coverage

The Group has achieved an 8% improvement in CO2 e�-

Reference 2 - 0,01% Coverage

In 2012, the Group raised its relative CO2
duction target from 10% to 20% from 2010 to 2020.

Reference 3 - 0,02% Coverage

A.P. Møller - Mærsk A/S has a two-tier management structure consisting of the Board of Directors and
the Ex- ecutive Board, as illustrated.

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2011\\Annual Report 2011> - § 33
references coded  [0,48% Coverage]

Reference 1 - 0,01% Coverage

The Carlsberg Group is committed to con - ducting its operations in a socially and environmentally
responsible way.

Reference 2 - 0,03% Coverage

We ac- knowledge the importance of integrating corporate social responsibility (CSR) into our
business functions in order to maintain our licence to operate, address risks, create new commercial
and effi ciency opportunities, and make a positive impact on the societies in which we operate.

Reference 3 - 0,01% Coverage

The Group has committed itself to targets for each of its CSR areas to be achieved by the end of
2013.

Reference 4 - 0,01% Coverage



We will be aiming to keep up our good performance and increase our efforts where needed.

Reference 5 - 0,01% Coverage

we concentrated on the planned continued implementation of our CSR polices in business functions
and local companies.

Reference 6 - 0,01% Coverage

we carried out a de- tailed risk and opportunity analysis in four increasingly important areas for the
future sustainability of the Group

Reference 7 - 0,01% Coverage

we continued to improve systems and procedures used to measure perform- ance data for our CSR
areas

Reference 8 - 0,02% Coverage

We have also worked with KPMG to develop new performance measurements and indicators within all
CSR areas in order to better track our progress and improve performance

Reference 9 - 0,01% Coverage

The Group has set ambitious targets for reducing our environmental impact and improving effi ciency
by 2013

Reference 10 - 0,01% Coverage

we continued the implementation of a Group- wide Lean Utilities programme to reduce energy and
water consumption in our breweries.

Reference 11 - 0,01% Coverage

the Group is developing a new strategic approach to packaging sustain- ability.

Reference 12 - 0,03% Coverage

Since 2008, Carlsberg has been a signatory to the United Nations Global Compact, a strategic pol - icy
initiative for businesses that are committed to aligning their operations and strategies with 10
universally accepted principles in the areas of human rights, labour, environment and anti-corruption.

Reference 13 - 0,02% Coverage

To underline our commitment to contributing to addressing global water challenges, the Group
endorses the CEO Water Mandate, an initiative of the UN Global Compact which seeks to advance
more sustainable corp- orate water management.

Reference 14 - 0,01% Coverage

In 2011, the Carlsberg Group hosted the annual meeting of the CEO Water Mandate in Copenhagen.

Reference 15 - 0,01% Coverage

Carlsberg has initiated a pilot project in the UK on upstream and downstream engagement in the
product value chain.

Reference 16 - 0,01% Coverage

As a responsible brewer, we are committed to fi ghting the harmful consumption of beer and promot-



ing responsible drinking to our consumers.

Reference 17 - 0,02% Coverage

Our local businesses are actively involved in initiatives related to issues such as under-age drinking,
drinking and driving, and general education about responsible beer consumption.

Reference 18 - 0,01% Coverage

In 2011, we executed responsible drinking initiatives targeted at consumers in many of our markets.

Reference 19 - 0,01% Coverage

Carlsberg also collaborates with various international organisations and with our peers from the
brewing industry.

Reference 20 - 0,01% Coverage

we will focus our efforts on addressing specifi c sus- tainability risks and opportunities related to our
production and value chain

Reference 21 - 0,02% Coverage

we work with our suppliers with the aim to ensure that our CSR standards are adhered to and to
reduce the social and envi- ronmental impact of the products and services purchased.

Reference 22 - 0,01% Coverage

We are running optimisation pro- grammes at our breweries to save energy and water resources and
reduce costs.

Reference 23 - 0,01% Coverage

We have set more ambitious targets for reducing CO2
emissions and safety
incidents in production

Reference 24 - 0,01% Coverage

We are also working with our suppliers to improve the materials and equipment used in our logistics
operations.

Reference 25 - 0,02% Coverage

We are focusing strongly on the training of marketing managers as well as on-trade and off-trade
sales employees to make sure everyone applies the Marketing Communication Policy in their
day-to-day work.

Reference 26 - 0,02% Coverage

We are developing local initia- tives and partnering with relevant stakeholders to promote responsible
drinking to our consumers and address issues related to alcohol misuse.

Reference 27 - 0,01% Coverage

We are working with our customers to improve the impact of our CSR efforts and reduce our
environmen- tal footprint.

Reference 28 - 0,01% Coverage

Carlsberg Group companies sup- port the local societies in which we operate through a wide variety of



community activities.

Reference 29 - 0,02% Coverage

Carlsberg is generally compliant with all the recommendations with one exception, namely that a
majority of the Supervisory Board members elected by the General Meeting are not independent as
defi ned in the recommendations

Reference 30 - 0,01% Coverage

Carlsberg aims to develop and maintain a good relationship with its stakeholders as this is important
for the Company’s development.

Reference 31 - 0,01% Coverage

Carlsberg has initiated actions to try to identify ways to attract competent women to relevant
management positions in the Company.

Reference 32 - 0,02% Coverage

Carlsberg has also given a general instruction to the search fi rms it
uses requiring them to ensure presentation of qualifi ed female candidates for senior management
positions in Carlsberg.

Reference 33 - 0,02% Coverage

The Carlsberg Group has a whistleblower system which enables employees to report activities which
may involve criminal con- duct or violations of the Carlsberg Group’s policies and guidelines.

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2012\\Annual Report 2012> - § 9
references coded  [0,14% Coverage]

Reference 1 - 0,02% Coverage

We work with our suppliers to ensure that our CSR standards are adhered to, and to reduce the social
and environmental impact of products and services purchased by the Carlsberg Group

Reference 2 - 0,01% Coverage

We are making more effi cient use of resources and cutting costs by optimising logistics

Reference 3 - 0,01% Coverage

We are also working with suppliers to improve the materials and equipment used in our logistics
operations.

Reference 4 - 0,02% Coverage

We develop local initiatives and partner with relevant stakeholders to promote responsible drinking to
our consumers and to address issues related to alcohol misuse.

Reference 5 - 0,02% Coverage

We work with our customers to improve the impact of our CSR efforts and reduce our environmental
footprint and we support local communities in the regions where we operate through a wide variety of
activities.

Reference 6 - 0,01% Coverage

Carlsberg has initiated actions to try to identify ways to attract competent women to relevant
management positions in the Company.



Reference 7 - 0,02% Coverage

Carlsberg has also given a gen-
eral instruction to the search fi rms it uses, requiring them to ensure presentation of qualifi ed female
candidates for senior management positions in Carlsberg.

Reference 8 - 0,02% Coverage

The Group has established information and communication systems to ensure that accounting and
internal control compliance are established, including a fi nance manual, a controller manual and
internal control requirements.

Reference 9 - 0,02% Coverage

Besides this, the Group has implemented a formalised reporting process for reporting monthly,
quarterly, budget and estimate fi gures from all countries and functions.

<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2013\\Annual Report 2013> - § 18
references coded  [0,16% Coverage]

Reference 1 - 0,01% Coverage

Reduction

Reference 2 - 0,01% Coverage

The Carlsberg Group reduces energy consumption through individual breweries’ energy efficiency
projects and process optimisation.

Reference 3 - 0,01% Coverage

Reduction

Reference 4 - 0,01% Coverage

Reductions

Reference 5 - 0,01% Coverage

progressing

Reference 6 - 0,01% Coverage

ambitious

Reference 7 - 0,01% Coverage

targets

Reference 8 - 0,01% Coverage

reducing

Reference 9 - 0,01% Coverage

environmental

Reference 10 - 0,02% Coverage

Carlsberg aims to provide information and opportunities for dialogue to its shareholders through



regular publication of news, interim reports and annual reports, and at General Meetings.

Reference 11 - 0,01% Coverage

and Carlsberg complies with all recommendations.

Reference 12 - 0,01% Coverage

Carlsberg aims to develop and maintain a good relationship with its stakeholders as this is important
for the Company’s development.

Reference 13 - 0,02% Coverage

Therefore, the Company has formulated policies for a number of key areas, such as communications,
human resources, envi- ronment, business ethics, competition law, marketing communication and
responsibility to customers and society in general.

Reference 14 - 0,01% Coverage

The Company has a number of policies and procedures in key areas of financial
reporting,

Reference 15 - 0,02% Coverage

The Group has implemented a formalised financial reporting process for the strategy process, budget
process, quarterly estimates and monthly reporting on actual performance.

Reference 16 - 0,02% Coverage

The Group has established information and communication systems to ensure that ac- counting and
internal control compliance are established, including a Finance Manual, a Controller Manual and
internal control requirements.

Reference 17 - 0,02% Coverage

Besides this, the Group has implemented a formalised reporting process for reporting monthly,
quarterly, budget and estimate figures from all countries and functions.

Reference 18 - 0,02% Coverage

The Carlsberg Group has a whistleblower system that enables employees to report activities that may
involve criminal conduct or violations of the Carlsberg Group’s policies and guidelines.

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2011\\Annual Report 2011> - § 33
references coded  [0,72% Coverage]

Reference 1 - 0,02% Coverage

Danfoss has a two-tier management system consisting of the Board of Directors and the Executive
Committee.

Reference 2 - 0,03% Coverage

Danfoss works systematically with identifying and controlling risks according to a model inspired by the
enterprise risk management approach.

Reference 3 - 0,03% Coverage

Where possible, Danfoss strives to make the management of specific risks measurable, or, as a
minimum, to make sure that the e�ect can be verified in an objective manner.



Reference 4 - 0,01% Coverage

Danfoss has set up a risk management structure

Reference 5 - 0,02% Coverage

Danfoss wishes to maintain and continuously improve its reputation as a decent and respectable
company.

Reference 6 - 0,03% Coverage

In 2011, Danfoss intensified its e�orts to comply with legislation and rules through the establishment
and restructuring of a number of bodies and functions.

Reference 7 - 0,02% Coverage

In 2011, the Group had active compliance programs regarding anti-corruption, competition law, export
control, code of conduct and ethics.

Reference 8 - 0,02% Coverage

In addition, in December 2011, Danfoss launched a new ethics training program aimed at people
managers in the Group.

Reference 9 - 0,03% Coverage

Danfoss is continuously working to make it more di�cult to counterfeit products and brand names, and
Danfoss has activities to track and prosecute illegal producers.

Reference 10 - 0,02% Coverage

The group and the employees strive at all times to monitor and comply with current laws.

Reference 11 - 0,02% Coverage

Moreover, Danfoss has set up ethical guidelines which in some areas go beyond what is required by
law.

Reference 12 - 0,02% Coverage

The group controls the risk through fixed-interest loans, floating rate loans and derivative interest
products.

Reference 13 - 0,02% Coverage

Danfoss controls this type of risk primarily through fixed price agreements with suppliers and
regulation clauses with major customers.

Reference 14 - 0,02% Coverage

Danfoss has set up a global insurance program which is compulsory for all subsidiaries.

Reference 15 - 0,02% Coverage

Danfoss has pension obligations in the form of defined benefit plans at subsidiaries in a few countries.

Reference 16 - 0,03% Coverage

Danfoss takes steps to minimize the related risks, among other, the existing schemes have been
closed to new members and additional schemes are not created.



Reference 17 - 0,05% Coverage

Danfoss has identified a range of important focus areas for the Group itself and its stakeholders
including free and fair competition, anti-corruption, employee conditions, local communities, supplier
management, employees, climate change and natural resources.

Reference 18 - 0,02% Coverage

Danfoss intensified its e�orts to secure ethical business conduct following the competition case
regarding household compressors

Reference 19 - 0,02% Coverage

Danfoss strengthened its internal control mechanisms and functions and introduced compulsory ethics
training for all people managers.

Reference 20 - 0,02% Coverage

In 2011 Danfoss dismissed 26 employees for violations of the Group’s ethical guidelines

Reference 21 - 0,03% Coverage

Danfoss specifically followed up on cases relating to overtime work which was reported to have taken
place at three of the Group’s plants in 2010.

Reference 22 - 0,01% Coverage

Danfoss took steps to revise its HR procedures in China

Reference 23 - 0,03% Coverage

Danfoss supports the local communities in which the Danfoss Group is operating through the Danfoss
Employee Foundation and the Fabrikant Mads Clausen Foundation.

Reference 24 - 0,03% Coverage

Danfoss has maintained a Code of Conduct towards its direct suppliers, outlining how they should act
so as to be socially and environmen- tally responsible.

Reference 25 - 0,01% Coverage

Danfoss maintained special focus on the auditing of Chinese suppliers,

Reference 26 - 0,03% Coverage

Danfoss aims to make sure that the employees remain valuable and attractive so that the individual
employee has the best possible foundation for adapting to the development of Danfoss.

Reference 27 - 0,03% Coverage

Danfoss extended the internal, global training academy, DBS Academy, to cover more employees with
the introduction of the e-learning platform called Danfoss Learning Platform

Reference 28 - 0,02% Coverage

Danfoss continued e�orts within leadership development through revised evaluation and feedback
processes.

Reference 29 - 0,03% Coverage

Danfoss also intensified activities relating to the development of leadership talents, for example



through the internal intensive development programs.

Reference 30 - 0,01% Coverage

Danfoss doubled the number of participants Post Graduate Program

Reference 31 - 0,02% Coverage

Danfoss reduced CO2
emissions by approx. 5% despite the increasing
activity and net sales level

Reference 32 - 0,02% Coverage

In 2011 Danfoss recorded 11 cases of violations of the working environment legislation

Reference 33 - 0,01% Coverage

Danfoss recorded 29 violations in 2011 of the environmental regulations

<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2012\\Annual Report 2012> - § 32
references coded  [0,87% Coverage]

Reference 1 - 0,02% Coverage

Danfoss has a two-tier management system consisting of the Board of Directors and the Executive
Committee.

Reference 2 - 0,01% Coverage

Danfoss has had an audit committee since 2010.

Reference 3 - 0,03% Coverage

Furthermore, Danfoss set up an internal audit function in 2011 with powers to present its conclusions
directly to the Board's audit committee.

Reference 4 - 0,03% Coverage

Danfoss considers e�cient risk management a prerequisite for running a business and responding
rapidly and flexibly when assumptions change.

Reference 5 - 0,03% Coverage

Danfoss works systematically with identifying and controlling risk according to a model based on the
enterprise risk management approach.

Reference 6 - 0,03% Coverage

Where possible, Danfoss strives to make the management of specific risks measurable, or, as a
minimum, to make sure that the e�ect can be verified objectively.

Reference 7 - 0,01% Coverage

Danfoss has set up a risk management structure

Reference 8 - 0,02% Coverage

Danfoss has identified five important strategic and operational risk areas for the Group in 2013.

Reference 9 - 0,02% Coverage



Danfoss has adopted ethical guidelines and compliance programs, includ- ing an ethics program and
an anti-corruption program.

Reference 10 - 0,02% Coverage

Danfoss follows up on compliance with the ethical guidelines by conducting internal inspec- tions and
other measures.

Reference 11 - 0,03% Coverage

Danfoss also operates an Ethics Hotline, where employees can report suspected breaches of internal
guidelines and legisla- tion anonymously.

Reference 12 - 0,03% Coverage

Danfoss works systematically to register and defend patents and trademarks, and the Group has a
number of security and control procedures in place to prevent industrial espionage.

Reference 13 - 0,02% Coverage

In addition, Danfoss continually improves the labeling of its products to make it di�cult and expensive
to copy them.

Reference 14 - 0,04% Coverage

Danfoss continuously expands its product development capacity in new growth regions such as China
and India, systematically involving customers in development projects in order to stay abreast of
customer requirements.

Reference 15 - 0,03% Coverage

Furthermore, Danfoss makes an ongoing e�ort to maintain competitive cost levels by having
production close to its markets and by continually imple- menting productivity enhancements.

Reference 16 - 0,02% Coverage

Danfoss uses financial instruments and active adjustment of prices to hedge significant raw materials
risk.

Reference 17 - 0,03% Coverage

In addition, Danfoss seeks to increase the reliability of its supplies by concentrating its purchasing
volume with fewer, strategic suppliers.

Reference 18 - 0,03% Coverage

In the context of product development projects, Danfoss is also looking for alternatives to scarce
materials in order to increase reliability of supply and reduce cyclicality.

Reference 19 - 0,02% Coverage

Danfoss minimizes risk through a balanced global presence with strong positions in several regional
markets.

Reference 20 - 0,04% Coverage

At the same time, Danfoss conti- nuously seeks to make its business more versatile and adaptable by
increasing the use of sub-suppliers, minimizing inventories, reducing lead times for individual products,
among other initiatives.



Reference 21 - 0,02% Coverage

Danfoss has a long-standing tradition for reporting on corporate social re- sponsibility

Reference 22 - 0,02% Coverage

The Group introduced a CSR policy in 2003 and has since reported under the UN Global Compact
principles

Reference 23 - 0,06% Coverage

Danfoss set out to define a new sustainability strategy in 2012 intended to help clarify priorities for the
Group's sustainability e�orts based on corporate strategic priorities for climate and energy solutions
and solutions to the chal- lenges of globalization, including the growing urbanization of the new global
growth centers.

Reference 24 - 0,03% Coverage

Danfoss continued its e�orts in 2012 to comply with the principles specified by the Global Compact for
human rights, labor rights, the environment and anti-corruption.

Reference 25 - 0,03% Coverage

Danfoss continued in 2012 the e�ort to reduce energy consumption in the 15 largest factories in order
to reduce it by 20% before 2015.

Reference 26 - 0,01% Coverage

Danfoss conducted 7 analyses and initiated 2 new projects.

Reference 27 - 0,04% Coverage

In 2012, Danfoss therefore designed a uniform approach to presenting Environmental Product
Declarations (EPD) documenting the environmental impact over a product's lifetime, including energy
and materials consump- tion.

Reference 28 - 0,03% Coverage

Danfoss is committed to creating a safe working environment and limiting the number of work-related
accidents, which has been declining since 1999.

Reference 29 - 0,02% Coverage

Danfoss recorded 136 accidents resulting in at least one day's absence in 2012 against 146 in 2011.

Reference 30 - 0,04% Coverage

Danfoss works systematically to enhance standards in its supplier chain and in 2012 maintained the
particular focus on suppliers of goods used in Danfoss' production processes or directly in the
products.

Reference 31 - 0,02% Coverage

Danfoss prioritizes this
e�ort based on a risk assessment which includes the supplier's place of production

Reference 32 - 0,03% Coverage

In 2012, Danfoss performed 201 audits at suppliers, including 106 initial audits and 95 follow-up audits
to verify compliance with the Danfoss guidelines.



<Internals\\Annual Reports\\Danish Companies\\Danfoss\\2013\\Annual Report 2013> - § 23
references coded  [0,51% Coverage]

Reference 1 - 0,02% Coverage

Danfoss has a two-tier management system consisting of its Board of Directors and the Executive
Committee.

Reference 2 - 0,01% Coverage

Danfoss continued its e�orts to promote sustainability in 2013.

Reference 3 - 0,02% Coverage

The Group is now pursuing a new and updated sustainability strategy that focuses on a number of
priority fields.

Reference 4 - 0,02% Coverage

Danfoss prepares an annual corporate citizenship report that also doubles as the Communication on
Progress report it submits to the UN.

Reference 5 - 0,02% Coverage

In 2013, Danfoss drafted a new sustainability strategy that combined its current and proposed
sustainability initiatives

Reference 6 - 0,02% Coverage

Danfoss conducted a due diligence process in 2013 for the purpose of identifying, remedying and
preventing possible violations.

Reference 7 - 0,01% Coverage

In 2013, Danfoss continued its e�orts to reduce the Group’s energy consumption.

Reference 8 - 0,02% Coverage

Danfoss in- stalled a 2.1 MW solar power plant in an area next to the corporate headquarters at
Nordborg in Denmark.

Reference 9 - 0,02% Coverage

Danfoss is continuing its systematic e�orts to bring down the number of work-related accidents.

Reference 10 - 0,01% Coverage

In 2013, Danfoss recorded 173 accidents resulting in at least one day's absence,

Reference 11 - 0,02% Coverage

Danfoss performs regular supplier audits to verify compliance and ensure that any non-compliance is
addressed.

Reference 12 - 0,03% Coverage

Danfoss has revised its supplier management model in order to ensure that the compliance
verification e�orts prioritize suppliers in areas with the biggest risk of non-compliance.

Reference 13 - 0,03% Coverage



Danfoss considers diversity among its employees to be an asset that brings with it competitive benefits
as well as added creativity and innovation.

Reference 14 - 0,01% Coverage

In particular, Danfoss emphasizes diversity in its recruit- ment policy

Reference 15 - 0,03% Coverage

As part of its e�orts to obtain diversity, Danfoss is also making a dedicated e�ort to raise the numbers
of managers throughout the Group who are women.

Reference 16 - 0,02% Coverage

Danfoss aims for the composition of its top governing body to reflect the diversity of the rest of the
Group, where women are underrepresented.

Reference 17 - 0,02% Coverage

Danfoss takes a systematic ap- proach to managing risk, applying a model inspired by enterprise risk
management thinking.

Reference 18 - 0,03% Coverage

As a global enterprise, Danfoss supports the growing international focus on regulation and legislation
in areas such as corruption, fair competition and good business ethics.

Reference 19 - 0,04% Coverage

For this reason, Danfoss is strongly focused on compliance with current rules and legisla- tion, and the
Group has established inter- nal programs and control mechanisms to minimize the risk of rule
violations.

Reference 20 - 0,01% Coverage

The Group has compliance programs in a number of areas.

Reference 21 - 0,02% Coverage

Also, the Group strengthened its compli- ance program in competition law in 2013 by updating its
global manual on competi- tion compliance.

Reference 22 - 0,03% Coverage

Danfoss aims to balance this cyclical exposure partly by cultivat- ing new markets in several di�erent
regions, other segments and other sectors and by having an adaptable and flexible supply chain.

Reference 23 - 0,04% Coverage

Danfoss is addressing this risk by closely monitoring the mar- kets and focusing on the development
of new high-quality products while also advising its collaborative partners on the consequences of the
technological change.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2011\\Annual Report 2011> - § 11 references
coded  [0,29% Coverage]

Reference 1 - 0,04% Coverage

Moreover, we collaborate with autho- rities, professionals, business partners and other stakeholders in
an endeavour to improve quality and efficiency and invest in training of employees and the
development of technology.



Reference 2 - 0,02% Coverage

Falck has defined policies regarding employment and working conditions as well as health and safety
at work.

Reference 3 - 0,02% Coverage

In addition, Falck undertakes to continuously work to improve the working conditions, including safety
at work.

Reference 4 - 0,02% Coverage

Falck has a zero-tolerance policy with respect to corruption, which comprises extortion, fraud and
bribery.

Reference 5 - 0,02% Coverage

In addition, we have initiated a process aimed at implementing a formalised whistleblower system.

Reference 6 - 0,01% Coverage

The Group therefore focuses its CSR activities on that area.

Reference 7 - 0,03% Coverage

For this reason, we have taken a number of steps, adapted to local customs, to contribute to
employee welfare that goes beyond what is required by law.

Reference 8 - 0,03% Coverage

To prevent this type of injury, Falck offers interdis- ciplinary treatment to employees who experience
musculoskel- etal problems as a result of work-related tasks.

Reference 9 - 0,05% Coverage

In 2011, we started a project to ensure that all Falck Group employees have the opportunity to
participate in debriefing sessions with a psychologist at the same level as has been provided in
countries where Falck has had operations for a number of years.

Reference 10 - 0,03% Coverage

the Group complies to a great extent with the corporate governance rec- ommendations applicable to
companies listed on the NASDAQ OMX Copenhagen stock exchange.

Reference 11 - 0,03% Coverage

Pursuant to Danish legislation, Falck has a two-tier manage- ment system consisting of a Board of
Directors and an Executive Management Board.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2012\\Annual Report 2012> - § 16 references
coded  [0,48% Coverage]

Reference 1 - 0,03% Coverage

As a minimum, Falck requires all its business entities to comply with applicable legal requirements in
their countries of operation and with the Group’s Code of Conduct.

Reference 2 - 0,02% Coverage

Falck has defined a number of supplementary policies which are material to Falck’s ‘Corporate Social



Responsibility’ and business.

Reference 3 - 0,04% Coverage

On the basis of the corporate values, both management and employees at Falck work to improve and
develop society and health in ways that are ac- cessible, reliable, fast, efficient, helpful and competent

Reference 4 - 0,05% Coverage

The organisation collaborates with authorities, experts, business partners and other stakeholders to
improve the quality and efficiency of Falck’s services and to invest in employee training and the
development of new and better technology to boost people’s health, safety and security.

Reference 5 - 0,06% Coverage

Falck’s organisation in Denmark helps facilitate jobs for people who find it difficult to get or hold down
a job on normal terms by offering them flexible jobs, work test programmes, and networking
opportunities, as well as experience exchange session for ethnic minorities and training programmes
for young people with special difficul- ties.

Reference 6 - 0,02% Coverage

Falck has also be- gun the implementation of a whistleblower system, which is expected to be in place
sometime in 2013.

Reference 7 - 0,03% Coverage

In 2012, the Group continued to develop its policy in this field, including preparing detailed descriptions
of its attitude to- wards corruption and business practices in general.

Reference 8 - 0,03% Coverage

Falck is working on the implementation of additional initiatives in business ethics, so a method for
measuring progress has not yet been fixed.

Reference 9 - 0,04% Coverage

As an example, Falck set up two outdoor fitness centres in Montevideo, the capital of Uruguay in
2012, where custom- ers, employees and members of the local community can exercise, thereby
reducing their risk of cardiovascular disease.

Reference 10 - 0,02% Coverage

Falck in the Netherlands also participated actively in the Ropa- run to raise money to fight cancer

Reference 11 - 0,02% Coverage

Falck nurses in Venezuela vaccinated close to 2,000 children and adults free of charge.

Reference 12 - 0,02% Coverage

Falck provides assistance and staff resources in connection with extreme events such as natural
disasters.

Reference 13 - 0,02% Coverage

the Group’s US ambulance division made staff and ambulances available for free as part of the
general emergency taskforce.

Reference 14 - 0,02% Coverage



Falck also helps make people aware of and provides training in first aid in the countries where the
Group provides emergency services.

Reference 15 - 0,03% Coverage

Falck TravelCare developed a new product in 2012 to handle safety and security risks in connection
with travel to high-risk desti- nations

Reference 16 - 0,02% Coverage

Falck has a two-tier management system consisting of a Board of Directors and an Executive Man-
agement Board.

<Internals\\Annual Reports\\Danish Companies\\Falck\\2013\\Annual Report 2013> - § 20 references
coded  [0,48% Coverage]

Reference 1 - 0,02% Coverage

Falck acquired Australian-based HES in 2013, a company that offers its customers assistance in
improving health and safety in the mining industry

Reference 2 - 0,03% Coverage

Falck plans to collaborate with HES to further develop these competencies and offer them to
customers in countries with high levels of mining ac- tivity and lower safety levels than Australia has.

Reference 3 - 0,02% Coverage

Falck requires all its business entities to comply with applicable legal requirements in their countries of
operation and with the Group’s Code of Conduct.

Reference 4 - 0,02% Coverage

Falck has defined a number of policies within the areas below which are material to Falck´s corporate
social responsibility and business.

Reference 5 - 0,03% Coverage

With this as a starting point, we implemented a number of specific measures in 2013 which will
improve and expand employee competencies and job satisfaction in an ongoing process.

Reference 6 - 0,02% Coverage

As an example, we continued to roll out the Falck Debriefing programme in 2013 with a view to
preventing injuries and reducing sickness absence.

Reference 7 - 0,02% Coverage

Falck has rolled out additional measures to protect employ- ees against potential carcinogens when
fighting fires:

Reference 8 - 0,04% Coverage

Falck seeks to prevent back injuries and other lifting-related problems through physical training and
instruc- tion in transfer techniques, including e-learning programmes, a management focus on the
topic, and the use of assistive de- vices.

Reference 9 - 0,01% Coverage

Falck Safety Services provides courses and training in occupa- tional health and safety.



Reference 10 - 0,02% Coverage

Falck is focusing intensively on initiatives that benefit both oc- cupational health and safety and the
environment in general.

Reference 11 - 0,03% Coverage

Falck continuously seeks to reduce fuel consumption for the operation of its fleet, also by rolling out a
large-scale eco- drive project in its ambulance business in 2013.

Reference 12 - 0,03% Coverage

Falck also strives to reuse more in connection with its waste management procedures, also by making
an effort to opti- mise and simplify its collaboration with the suppliers involved.

Reference 13 - 0,03% Coverage

Falck also seeks to utilise the experience in environmentally hazardous materials gained from its
training courses for the offshore industry and other industries.

Reference 14 - 0,03% Coverage

Falck responds when there is a fire; fixes the car when it has broken down; trains people to take care
of themselves and others; and Falck prevents and remedies injuries to both the body and mind.

Reference 15 - 0,01% Coverage

Falck takes part in social projects in many of the Group’s coun- tries of operation.

Reference 16 - 0,03% Coverage

In Denmark, Falck continues to donate ambulances, fire-fight- ing vehicles and other equipment to a
number of developing countries, while also contributing to a number of charities.

Reference 17 - 0,02% Coverage

Moreover, Falck makes an extra effort to ensure that people with challenges become and remain part
of the labour market.

Reference 18 - 0,02% Coverage

Falck is also focusing on implementing and improving pre- hospital services on a global basis, also by
establishing and supporting the Falck Foundation.

Reference 19 - 0,01% Coverage

The Group aims to provide gender-equal opportunities at all management levels.

Reference 20 - 0,02% Coverage

To ensure that this happens, Falck laid down a policy for this area in 2013 and plans to roll out a
number of initiatives.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2011\\Annual Report 2011> - § 21
references coded  [1,23% Coverage]

Reference 1 - 0,12% Coverage

In 2012, we will focus on putting the strategy into practice – and as an important part of this e�ort
discuss the most important indicators for following and driving our continued de- velopment towards
being an even more sustainable Grundfos.



Reference 2 - 0,06% Coverage

Sustainability means that we commit ourselves to our employees and the interests of the envir-
onment and local community.

Reference 3 - 0,05% Coverage

We will reduce our environmental foot- print throughout the entire value chain, including at suppliers.

Reference 4 - 0,04% Coverage

Thus, it is our clear ambi- tion to break the link between growth and CO� emissions.

Reference 5 - 0,02% Coverage

In 2011, too, we man- aged to achieve that ambition

Reference 6 - 0,04% Coverage

We still have a strong focus on minimising the energy consumption of our products.

Reference 7 - 0,11% Coverage

We have already launched the first EuP ready products, and 2012 will be the year in which we will
launch a completely new range of circulator pumps that will be the first ones to live up to future EuP
rules for this type of products.

Reference 8 - 0,04% Coverage

We will attract, retain and develop world- class people to take on the sustainability agenda

Reference 9 - 0,07% Coverage

We require all manufactur- ing companies to be certified according to both ISO 14001 (environment)
and OHSAS 18001 (working environment).

Reference 10 - 0,06% Coverage

We will raise the bar for sustainable prod- uct solutions within energy e�ciency and water, focusing on
the entire product life cycle.

Reference 11 - 0,04% Coverage

Also, we will provide outstanding ser- vice with focus on sustainability.

Reference 12 - 0,08% Coverage

We now act out our revitalised values in our everyday activities – sustainable, open and trust- worthy,
people in focus, independent, partnership and relentlessly ambitious.

Reference 13 - 0,05% Coverage

We will promote a diverse work force with- in a safe and healthy work environment to foster an
inclusive culture.

Reference 14 - 0,04% Coverage

Over a number of years, we have therefore concentrated on pre- venting work accidents.

Reference 15 - 0,07% Coverage



in order to obtain the
we initially want to increase the number of non-Danes and women in manage- ment positions
best and widest recruitment platform.

Reference 16 - 0,06% Coverage

we strive to ensure that, as a minimum, one woman or non-Dane is among the candidates for key
positions in the organisation.

Reference 17 - 0,05% Coverage

We will make a positive impact in our sur- rounding communities and establish local partnerships

Reference 18 - 0,02% Coverage

Grundfos pays half of each system

Reference 19 - 0,07% Coverage

We will ensure that we live up to all applic- able laws, rules, regulations and voluntary commitments,
e.g. through our work with Grundfos Code of Conduct.

Reference 20 - 0,05% Coverage

we also decided to perform special CSR audits as a supplement to the other audits that are
completed.

Reference 21 - 0,08% Coverage

Grundfos supports Caring for Climate – a voluntary supplement to those members of the Global
Compact who wish to take a lead in the e�ort against climate change.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2012\\Annual Report 2012> - § 12
references coded  [0,57% Coverage]

Reference 1 - 0,03% Coverage

Grundfos has been supporting the UN Global Compact since 2002.

Reference 2 - 0,03% Coverage

we have focused on minimising our environmental footprint.

Reference 3 - 0,04% Coverage

we have adopted the ”UN Global Compact´s CEO Water Man- date” and ”Caring for Climate".

Reference 4 - 0,03% Coverage

We wish to break the link between growth and CO2 emissions.

Reference 5 - 0,08% Coverage

Grundfos aims to ensure the highest possible connection between employee competence and busi-
ness requirements, including competence relating to sustainabi lity.

Reference 6 - 0,03% Coverage

In 2011, Grundfos launched five "leadership principles" internal ly.



Reference 7 - 0,05% Coverage

In 2012, Grundfos adopted a global water strategy based on the positive experience gained from the
CO2 strategy.

Reference 8 - 0,07% Coverage

All over the world, Grundfos companies list their activ- ities in order of priority based on their local
knowledge of where the need is the greatest

Reference 9 - 0,06% Coverage

Access to clean water and sani- tary instal lations is a human right which Grundfos supports with our
Water2Life employee programme.

Reference 10 - 0,02% Coverage

Grundfos then pays a simi- lar amount. Subsequently

Reference 11 - 0,07% Coverage

Grundfos supports and respects international ly pro- claimed Labour rights as well as the ILO
Declaration on Fundamental Principles and Rights at Work.

Reference 12 - 0,04% Coverage

In addition, we perform special social audits as a supplement to the other audits we perform.

<Internals\\Annual Reports\\Danish Companies\\Grundfos\\2013\\Annual Report 2013> - § 12
references coded  [0,69% Coverage]

Reference 1 - 0,04% Coverage

Every day we choose to take steps to care for our people, our planet and our business.

Reference 2 - 0,04% Coverage

Since 2002 we have sup- ported the UN Global Compact and con- tinue doing so.

Reference 3 - 0,06% Coverage

For a number of years, we have focused on reducing our environmental footprint on water and energy
in the entire value chain.

Reference 4 - 0,05% Coverage

We have continued successfully on this path in 2013, by reducing our CO2 emissions by 2per cent
compared to 2012.

Reference 5 - 0,05% Coverage

Grundfos has an objective to employ a minimum of 3 per cent of our workforce on special terms.

Reference 6 - 0,03% Coverage

Grundfos strives to provide a safe and healthy work environ- ment.

Reference 7 - 0,08% Coverage

All over the world, Grundfos companies take an active role in the society that sur- rounds them, and
we want to have a pos- itive impact and establish local partner- ships.



Reference 8 - 0,08% Coverage

Employees in 54 Grund- fos companies were active in promoting action for a better world through
campaigns and fun-and-information activities in their respective companies.

Reference 9 - 0,07% Coverage

Our employees help pro- vide ground water through solar driven Grundfos pumps with our own dosing
and disinfection system for purifying the water.

Reference 10 - 0,06% Coverage

Water2Life also took action to provide financial aid to the Philippines in the wake of typhoon Haiyan in
November.

Reference 11 - 0,05% Coverage

We have implemented a new governance structure for the Code of Conduct and the Grundfos Ethics
Commit- tee.

Reference 12 - 0,07% Coverage

Grund- fos supports and respects internationally proclaimed Labour rights as well as the ILO
Declaration on Fundamental Principles and Rights at Work.

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2011\\Annual Report 2011> - § 22
references coded  [0,33% Coverage]

Reference 1 - 0,01% Coverage

We aim to grow our business in ways that are both profitable and responsible.

Reference 2 - 0,01% Coverage

We apply the Triple Bottom Line principle as a lens for decision making.

Reference 3 - 0,01% Coverage

We drive our social and environmental performance with the same diligence and focus as our financial
performance.

Reference 4 - 0,02% Coverage

In 2011, we strengthened internal governance and oversight of our corporate sustainability efforts and
made progress in embedding the Triple Bottom Line more firmly across the organisation.

Reference 5 - 0,02% Coverage

We have a long-term target to maintain a high level of employee engagement, which is assessed
through the annual company- wide survey, eVoice.

Reference 6 - 0,01% Coverage

We aim to increase diversity because we believe doing so offers a competitive advantage.

Reference 7 - 0,01% Coverage

We act on the premise that everyone has a right to health.

Reference 8 - 0,04% Coverage



A decade ago we began addressing the issues of inadequate access to health, introducing a
preferential pricing policy in all of the least developed countries, launching dedicated programmes for
underprivileged populations, including women and children, and advocating the need for Changing
Diabetes® Possibilities in Haemophilia®
and Changing .

Reference 9 - 0,02% Coverage

In 2011, we announced a new approach to access to health, informed by candid stakeholder
dialogues and high-level engagements with policymakers.

Reference 10 - 0,01% Coverage

We have also reaffirmed that low-priced insulin will remain in the company’s portfolio in low-income
countries.

Reference 11 - 0,01% Coverage

In 2011, Novo Nordisk worked on several fronts to forge partnerships that have the potential to be
transformational over time.

Reference 12 - 0,01% Coverage

We never compromise on quality and business ethics.

Reference 13 - 0,02% Coverage

In a business environment in which compliance requirements constantly increase, Novo Nordisk has
further geared up to manage developments.

Reference 14 - 0,01% Coverage

We have also now improved tracking and disclosure of financial interactions with healthcare providers.

Reference 15 - 0,01% Coverage

We drive progress through systematic management and oversight.

Reference 16 - 0,02% Coverage

From this platform, focused on mitigating risks, we are reinforcing a strong ethical mindset in every
aspect of the way we do business.

Reference 17 - 0,02% Coverage

Prior to the adoption of the United Nations Guiding Principles on Business and Human Rights, Novo
Nordisk has been actively engaged in shaping the agenda for businesses’ responsibility to respect
human rights

Reference 18 - 0,02% Coverage

and in 2011 we commis- sioned an analysis to assess which additional steps will be necessary to take
in order to live up to the guidelines.

Reference 19 - 0,02% Coverage

While growing our business and increasing sales, we seek to reduce the consumption of natural
resources and manufactured inputs, such as packaging, generated by our business activities and
supply chain.



Reference 20 - 0,01% Coverage

Over the past decade, we have demonstrated the ability to decouple resource consumption and
emissions from sales growth.

Reference 21 - 0,03% Coverage

In 2011, we expanded our environmental management from a focus on resource productivity
optimisation related to production to include sustainability aspirations across the entire value chain for
our customer footprint and our contribution to communities.

Reference 22 - 0,01% Coverage

Novo Nordisk adheres to the Charter for Companies in the Novo Group, which is available online at
novo.dk.

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2012\\Annual Report 2012> - § 22
references coded  [0,32% Coverage]

Reference 1 - 0,01% Coverage

Novo Nordisk has given itself the challenge to demonstrate that sustainable growth is possible.

Reference 2 - 0,02% Coverage

Over the past 10 years, Novo Nordisk
has more than doubled sales and yet managed to decrease the use of energy and water as well as
CO2
emissions.

Reference 3 - 0,02% Coverage

We have decided to accelerate our reach, in particular towards people with diabetes living in low- and
middle-income countries, and have now set an ambitious long-term target – Changing Diabetes®

Reference 4 - 0,01% Coverage

by 2020, Novo
Nordisk wants to provide medical treatment for an estimated 40 million people with diabetes
worldwide.

Reference 5 - 0,01% Coverage

We’re focusing on eight strategic markets in International Operations with the biggest need and
potential:

Reference 6 - 0,02% Coverage

We will also scale up our efforts in the countries selected by Novo Nordisk as
our ‘NextSix’ markets: Columbia, Egypt, Indonesia, Malaysia, Vietnam and Ukraine.

Reference 7 - 0,03% Coverage

For the past 10 years we’ve been working
with our partners to overcome the barriers to access to diabetes care in the world’s poorest countries,
through our donations to the World Diabetes Foundation, our differential pricing policy,
awareness-raising and education targeting healthcare professionals and patients.

Reference 8 - 0,01% Coverage

We have also realised that we must scale up to maximise our impact.



Reference 9 - 0,01% Coverage

Novo Nordisk is therefore piloting a new approach to building a business model at the base of the
economic pyramid.

Reference 10 - 0,02% Coverage

Twenty years ago Novo Nordisk hosted its first meeting with critical stakeholders at the table to learn
how to meet their expectations without compromising business objectives.

Reference 11 - 0,02% Coverage

Novo Nordisk co-hosted an event that dealt with one of the
new challenges: Next Generation Living – the links between healthy living and sustainability.

Reference 12 - 0,01% Coverage

Finally, the company will put focus on
the next generation.

Reference 13 - 0,02% Coverage

We will continue to provide free insulin and support children with type 1 diabetes, their families and
their caregivers through our Changing Diabetes in Children®
programme.

Reference 14 - 0,01% Coverage

We also
focus on diabetes during pregnancy,

Reference 15 - 0,01% Coverage

We work to improve diagnosis, care and follow-up of women with gestational diabetes in Nicaragua,
India and Colombia.

Reference 16 - 0,02% Coverage

In 2012 we completed the two largest global studies conducted to date looking into the psychosocial
aspects of life with diabetes and haemophilia.

Reference 17 - 0,01% Coverage

Over the past decade we have been
focused on nurturing a diverse and inclusive working environment.

Reference 18 - 0,02% Coverage

We
will scale up our efforts to be a sustainable business, and through the Blueprint for Change
programme we will document how these activities create value for our business, society and patients,

Reference 19 - 0,01% Coverage

In our approach to business we strive to create long-term, sustainable value in a bigger picture
perspective.

Reference 20 - 0,01% Coverage

Novo Nordisk adheres to the majority



of the Danish Corporate Governance Recommendations

Reference 21 - 0,02% Coverage

Novo Nordisk is a foreign listed private
issuer and is in compliance with the corporate governance standards of the New York Stock Exchange
applicable to foreign listed private issuers.

Reference 22 - 0,02% Coverage

Novo Nordisk is part of the Novo Group
(see p 44) and adheres to the Charter for Companies in the Novo Group, which is available online at
novo.dk.

<Internals\\Annual Reports\\Danish Companies\\Novo Nordisk\\2013\\Annual Report 2013> - § 1
reference coded  [0,01% Coverage]

Reference 1 - 0,01% Coverage

Novo Nordisk complies with the
corporate governance standards of NYSE applicable to foreign listed private issuers.

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
CommunitiesofColor> - § 2 references coded  [3,06% Coverage]

Reference 1 - 1,01% Coverage

General Mills contributed nearly $120 million to charitable causes in fiscal year 2011—up 18 percent
from the previous year.

Reference 2 - 2,05% Coverage

We invest in and collaborate with community organizations and programs that unleash the power of
food across a spectrum of social issues, including hunger, nutrition and healthy, active lifestyles. In
addition, 83 percent of U.S. employees volunteer.

<Internals\\Press Releases\\American Companies\\General Mills\\2012\\2012 - General Mills~
CSRReport> - § 4 references coded  [7,07% Coverage]

Reference 1 - 1,50% Coverage

The company improved the health profile of products representing nearly 25 percent of its U.S Retail
product sales in fiscal 2011.

Reference 2 - 1,01% Coverage

General Mills championed hunger relief efforts from Minnesota to Malawi in fiscal 2011.

Reference 3 - 1,82% Coverage

The company contributed nearly $30 million in product donations to food banks and increased its
hunger and nutrition wellness grants by more than 25 percent.

Reference 4 - 2,74% Coverage

Extending its global reach, General Mills launched Partners in Food Solutions, a hunger-fighting
nonprofit organization that links the technical expertise of General Mills employees with small- and
medium-sized food processors in Africa.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills commits to sustainably source 10 priority ingredients by 2020> - § 6 references coded  [5,81%



Coverage]

Reference 1 - 0,65% Coverage

General Mills announced today a commitment to sustainably source 100 percent of its 10 priority
ingredients by 2020.

Reference 2 - 0,50% Coverage

General Mills is committed to creating long-term value for our business, and our society

Reference 3 - 1,30% Coverage

General Mills identified the priority raw materials where it can have the greatest impact from a sourcing
standpoint: wheat, oats, palm oil, vanilla, cocoa, corn, dairy, eggs, fiber packaging and sugar (sugar
beets and sugar cane).

Reference 4 - 1,01% Coverage

Through its work with outside partners, General Mills leads and participates in pilot projects, sharing
the results so others in the industry can continue to refine their approach.

Reference 5 - 0,75% Coverage

Since the early 1900’s, General Mills has worked closely with smallholder farmers around the world to
promote sustainable agriculture.

Reference 6 - 1,59% Coverage

Most recently, General Mills, the General Mills Foundation and Green Giant launched a program in
Peru to foster improved profitability for smallholder, primarily female, artichoke farmers to ensure the
availability of premium artichokes for consumers in France and throughout Europe.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills launches $1.1 million sustainable sourcing program in Peru> - § 2 references coded  [1,63%
Coverage]

Reference 1 - 0,85% Coverage

General Mills and its Foundation are partnering with supplier AgroMantaro and global humanitarian
organization CARE on this program.

Reference 2 - 0,78% Coverage

General Mills will share its extensive supply chain and agronomic knowledge in addition to providing
financial assistance

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills named to esteemed Dow Jones Sustainability Index> - § 1 reference coded  [3,01% Coverage]

Reference 1 - 3,01% Coverage

General Mills works in innovative ways with partners at the global, national and local levels to harness
its collective impact in key target areas, while engaging employees through skills-based and other
volunteerism.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills ranks #26 on DiversityInc's Top 50 Companies for Diversity list.> - § 1 reference coded  [2,19%
Coverage]

Reference 1 - 2,19% Coverage



General Mills earned the 26th spot on the Top 50 Companies for Diversity list out of a total of 893
participating companies.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills reports progress on global responsibility efforts> - § 9 references coded  [8,87% Coverage]

Reference 1 - 1,95% Coverage

In fiscal year 2012, General Mills worked with data expert Trucost to study its environmental
dependence on natural resources across the value chain from farm to fork – including agriculture,
ingredient production, packaging supply chain, product production, distribution and consumer use.

Reference 2 - 0,61% Coverage

Further, the company is now purchasing sizable quantities of certified sustainable palm oil

Reference 3 - 0,74% Coverage

General Mills has improved the health profile of nearly 70 percent of its U.S. Retail sales volume since
2005.

Reference 4 - 1,58% Coverage

General Mills continues to work toward its fiscal 2015 goal of achieving significant, measurable
reductions in
Report
2014 report on our progress (pdf)
energy usage, GHG emissions, water usage and on other sustainability metrics.

Reference 5 - 1,00% Coverage

In fiscal 2012, General Mills donated more than $143 million (nearly $3 million a week) to key
initiatives that support communities around the globe.

Reference 6 - 1,29% Coverage

In 2012, General Mills reached a milestone with 52 percent of its packaging volume improved from the
fiscal 2009 baseline – exceeding the 2015 goal of 40 percent improvement three years early.

Reference 7 - 0,59% Coverage

General Mills has already achieved a 40 percent reduction towards this multi-year goal.

Reference 8 - 0,51% Coverage

General Mills has already achieved a 17 percent reduction towards its goal.

Reference 9 - 0,60% Coverage

The company aligned its 2013 report with the Global Reporting Initiative (GRI) framework.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~
Häagen-Dazs and General Mills to help smallholder farmers increase yields and improve sustainability
practices in Madagascar> - § 4 references coded  [3,57% Coverage]

Reference 1 - 0,86% Coverage

In 2011, General Mills completed an extensive global assessment of the ingredients and materials it
sources, developing an overall global sustainable sourcing model.



Reference 2 - 0,77% Coverage

General Mills also has worked to deepen the world’s understanding of the vanilla plant, which should
additionally help benefit growers in Madagascar.

Reference 3 - 1,06% Coverage

General Mills is providing interest-free loans to farmers for the purchase of drip irrigation equipment in
the Irapauto region of Mexico, which has accelerated the adoption of drip irrigation in the area.

Reference 4 - 0,88% Coverage

General Mills is also partnering with CARE International and Merck in fighting poverty and empowering
women and girls in Africa through a program called Join My Village.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Connecting a World of
Opportunity through the ‘1Mx15’ Health Program> - § 2 references coded  [3,11% Coverage]

Reference 1 - 1,43% Coverage

Intel® announced the 1Mx15 Health Program which will bring ICT training to one million healthcare
workers in developing countries by the end of 2015.

Reference 2 - 1,68% Coverage

As part of this program, Intel created The Intel Skoool™ Healthcare Education Platform that provides
an anytime anywhere multi-media content delivery and assessment platform.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Glimpse of the Future of
Healthcare at Intel Healthcare Innovation Virtual Summit> - § 1 reference coded  [2,88% Coverage]

Reference 1 - 2,88% Coverage

Intel is bringing its trademark innovation and game-changing technologies to the challenges facing
healthcare in the 21st century.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Aims Tablets at Enterprise,
Retail and Healthcare> - § 1 reference coded  [2,76% Coverage]

Reference 1 - 2,76% Coverage

As the tablet market continues to grow and evolve, Intel is working closely with a range of customers
to address the requirements of varied industries and market segments.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Among Top 100 Most
Sustainable Corporations (2)> - § 1 reference coded  [6,08% Coverage]

Reference 1 - 6,08% Coverage

For the 7th year in a row, Intel has been named to the list of the Global 100 Most Sustainable
Corporations, which aims to highlight the global corporations that are most proactive in managing
environmental, social and governance issues.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Employees Champion
Corporate Responsibility> - § 9 references coded  [10,66% Coverage]

Reference 1 - 1,40% Coverage

Intel maintained its position as the largest voluntary purchaser of renewable energy credits in the
United States, according to the EPA, and completed nine solar electric installations at locations in four
U.S. states and Israel.



Reference 2 - 0,91% Coverage

Intel increased supplier assessment and audit activities and continued to take actions to address the
issue of conflict minerals in the supply chain.

Reference 3 - 0,99% Coverage

In conjunction with U.S. President Barack Obama's "Educate to Innovate" campaign, Intel announced
a $200 million commitment to advance math and science education.

Reference 4 - 1,52% Coverage

Over the past decade, Intel and the Intel Foundation have invested more than $1 billion to improve
education globally, partnering with educators, governments and other companies to develop a range of
transformative programs and technology solutions.

Reference 5 - 2,06% Coverage

Intel maintained its position as the largest voluntary purchaser of renewable energy credits in the
United States, according to the EPA, and worked with third parties to complete nine solar electric
installations at Intel locations in four U.S. states and Israel, which collectively generate 3.8 million
kilowatts of clean power per year.

Reference 6 - 0,88% Coverage

Intel submitted an application to obtain certification for its entire Ocotillo manufacturing campus in
Arizona, which was achieved in March 2011.

Reference 7 - 0,93% Coverage

Intel also completed a new water footprint analysis in collaboration with a third-party and expanded
disclosure on water use in this report as a result.

Reference 8 - 0,88% Coverage

Intel continued to invest in a range of diversity initiatives, including support of chartered employee
groups such as the Women at Intel Network.

Reference 9 - 1,09% Coverage

Intel improved transparency of its suppler responsibility actions, providing increased detail on the
findings of assessments and audits, and publishing its top 75 suppliers list.

<Internals\\Press Releases\\American Companies\\Intel\\2011\\2011 - Intel Increases Renewable
Energy Credit Purchase to 2.5 Billion Kilowatt Hours> - § 6 references coded  [7,42% Coverage]

Reference 1 - 0,77% Coverage

Intel increased its renewable energy credit purchase to 2.5 billion kilowatt hours, a 75 percent increase
over its 2010 commitment.

Reference 2 - 1,17% Coverage

Intel has completed nine solar electric installations at Intel locations in four U.S. states and Israel,
collectively generating approximately 3.8 million kilowatt hours per year of clean solar energy.

Reference 3 - 1,36% Coverage

In addition, Intel has completed nine solar electric installations at Intel locations in Arizona, California,
New Mexico, Oregon and Israel, collectively generating more than 3.8 million kilowatt hours per year of



clean solar energy.

Reference 4 - 0,60% Coverage

In January 2010, Intel first announced its plans to construct eight solar projects across four states.

Reference 5 - 1,55% Coverage

Since 2001, Intel has invested over $45 million and completed approximately 1,500 projects to
improve energy efficiency and resource conservation, saving roughly 790 million kilowatt hours of
energy -- enough to power nearly 69,000 average American homes for a year.

Reference 6 - 1,97% Coverage

Since 2008, Intel has linked a portion of every employee’s variable compensation — from front-line
employees to the CEO — to the achievement of environmental sustainability metrics in three areas:
energy efficiency of products, reductions in carbon footprint and energy use and improvements in
environmental leadership reputation metrics.

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - EPA Awards Intel for Sustained
Excellence in Green Power> - § 1 reference coded  [3,04% Coverage]

Reference 1 - 3,04% Coverage

This week, Intel received the first-ever "Sustained Excellence in Green Power" award from the U.S.
Environmental Protection Agency (EPA).

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel and the Futures Group
Collaborate to Transform Healthcare in Africa> - § 2 references coded  [8,25% Coverage]

Reference 1 - 2,31% Coverage

Intel and the Futures Group are transforming healthcare in Africa through mHealth solutions with
eLearning.

Reference 2 - 5,94% Coverage

On August 2, in Nairobi, Intel and the Futures Group will be hosting a workshop that brings together
government, the private sector, donors and the international development community to review current
eHealth projects and national strategies in Kenya, Nairobi, and Tanzania.

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel and United Nations
Population Fund Committed To Boost Health Workers' Skills Around the World> - § 5 references
coded  [7,83% Coverage]

Reference 1 - 1,87% Coverage

Intel and the United Nations Population Fund (UNFPA), are working together to advance the quality of
care provided to women and newborns by strengthening the skills of midwives and other frontline
healthcare workers using technology.

Reference 2 - 2,13% Coverage

In an effort to combat that statistic, Intel and the United Nations agency, also known as UNFPA, today
announced a joint commitment to strengthen the skills of midwives and community health workers
through technology and training materials from the two organizations

Reference 3 - 1,57% Coverage

Intel will build on its commitment to the United Nations "Every Woman, Every Child" initiative to help
train 1 million frontline healthcare workers by 2015 under the Intel 1Mx15 Health initiative.



Reference 4 - 1,29% Coverage

Additionally, Intel will work with various governments to help increase the availability, affordability and
usage of technology in order to enable healthy lives.

Reference 5 - 0,96% Coverage

We are looking forward to working with UNFPA to improve training for healthcare workers through
technology and education

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Announces Creation of
Institute for Sustainable Connected Cities in London> - § 2 references coded  [11,48% Coverage]

Reference 1 - 7,82% Coverage

Intel Corporation Login Register Communications Filter News Archive
By author: ---
By date: ---
PreviousNext
By tag: 2nd_generation_core appup appup_center atom computing consumer core core_i5 core_i7
announced the signing of a Memorandum of Understanding (MoU) with Imperial College London (ICL)
and
University College London (UCL) for the creation of an Institute for Sustainable Connected Cities
research in London.

Reference 2 - 3,66% Coverage

Intel and the two universities are already hard at work defining a robust research agenda including
plans to engage the communities in and around London in defining the future of sustainable city life.

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Sets 2020 Environmental
Goals> - § 6 references coded  [6,42% Coverage]

Reference 1 - 1,11% Coverage

To address the issue of conflict minerals, through the end of 2011, Intel had identified 98 smelter sites
and visited 48 of them in 16 countries to lay the groundwork for third-party audits.

Reference 2 - 1,09% Coverage

Since 2009, Intel has collaborated with third parties to complete 15 solar electric installations across
nine Intel campuses in Arizona, California, New Mexico, Oregon, Israel and Vietnam

Reference 3 - 1,65% Coverage

Since 2001, Intel has invested more than $58 million and completed over 1,563 energy conservation
and energy efficiency projects, saving more than 825 million kWh of energy, or the approximate CO2
emissions from the electricity use of more than 70,933 average U.S. homes for 1 year.

Reference 4 - 0,68% Coverage

In 2011, Intel provided $125,000 in funding for nine employee projects via its Sustainability in Action
grant program

Reference 5 - 0,93% Coverage

In 2011, Intel launched She Will, a campaign to educate and empower girls and women around the
world by fostering equal economic and educational opportunities.

Reference 6 - 0,95% Coverage



Intel has provided public reports on its environmental, health and safety performance since 1994 and
produced an annual Corporate Responsibility Report since 2001.

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Intel Unveils 2011 Corporate
Responsibility Report, Launches 2020 Goals> - § 1 reference coded  [3,08% Coverage]

Reference 1 - 3,08% Coverage

Today, Intel released its 2011 Corporate Responsibility Report, which includes highlights from 2011
and new 2020 environmental goals.

<Internals\\Press Releases\\American Companies\\Intel\\2012\\2012 - Student Entrepreneurs from
India Win Intel Award for Green Innovation> - § 1 reference coded  [1,38% Coverage]

Reference 1 - 1,38% Coverage

Over the past decade alone, Intel has invested more than $1 billion, and its employees have donated
close to 3 million hours toward improving education in more than 60 countries.

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Dow Jones Sustainability
Indexes Recognize Intel for 15th Year> - § 2 references coded  [5,44% Coverage]

Reference 1 - 2,07% Coverage

Within its industry, Intel ranked highest in product quality and supply chain management.

Reference 2 - 3,37% Coverage

Intel has also received recent recognition for its sustainability initiatives in the Carbon Disclosure
Project report and the FTSE4Good rankings.

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Employee Engagement and
Sustainability Thrive at Intel> - § 16 references coded  [17,93% Coverage]

Reference 1 - 1,06% Coverage

Intel links a portion of every employee's compensation to sustainability goals, focusing on carbon
emission reductions in 2012 and waste recycling in 2013.

Reference 2 - 0,93% Coverage

In 2013, Intel is increasing its green power purchases to equal 100 percent of the company's projected
U.S. electricity use for the year.

Reference 3 - 0,71% Coverage

Intel achieved its goal to manufacture a "conflict-free" microprocessor for the metal tantalum.news
news

Reference 4 - 1,04% Coverage

Intel partnered on the "Girl Rising" film and 10x10 social action campaign, highlighting the importance
of investing in the education of girls and women.

Reference 5 - 1,49% Coverage

Intel Corporation today released its 2012 Corporate Responsibility Report, highlighting the company's
performance in areas including employee engagement, environmental sustainability, supply chain
systems and education.



Reference 6 - 0,51% Coverage

Intel is continuing to promote transparency in its performance and actions.

Reference 7 - 1,21% Coverage

Since 2008, Intel has linked a portion of every employee's compensation to environmental goals,
focusing on carbon emission reductions in 2012 and solid waste recycling in 2013.

Reference 8 - 1,76% Coverage

In 2013, Intel will increase its green power purchases to nearly 3.1 billion kilowatt-hours (kWh),
equivalent to 100 percent of the company's projected U.S. electricity use for the year and equal to the
annual electricity use of more than 320,000 U.S. homes.

Reference 9 - 1,40% Coverage

Since 2009, Intel has partnered with third parties to complete 18 solar installations on nine Intel
campuses in the United States, Israel and Vietnam, generating more than 10 million kWh of energy
per year.

Reference 10 - 1,39% Coverage

As of April 2013, Intel has achieved Leadership in Energy and Environmental Design (LEED)
certification for 29 new and existing buildings, with a total of more than 7.5 million square feet of floor
space.

Reference 11 - 0,89% Coverage

In 2012, Intel achieved its goal to manufacture a microprocessor that has been verified as
"conflict-free" for the metal tantalum.

Reference 12 - 1,02% Coverage

Intel ranked seventh on the 2012 "Gartner Supply Chain Top 25" list for excellence in supply chain
management, up from 16th in 2011 and 18th in 2010.

Reference 13 - 0,84% Coverage

Intel convened its first Supplier Sustainability Leadership Summit in China to advance supplier
responsibility performance.

Reference 14 - 1,39% Coverage

Intel and the Intel Foundation invest approximately $100 million annually in education programs
globally, including the Intel Science Talent Search and the Intel International Science and Engineering
Fair

Reference 15 - 1,18% Coverage

In 2012, Intel partnered on the launch of the "Girl Rising" film and 10x10 social action campaign, which
highlights the importance of investing in girls and women education.

Reference 16 - 1,11% Coverage

Intel has provided public reports on its environmental, health and safety performance since 1994 and
produced an annual Corporate Responsibility Report since 2001.

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - EPA Recognizes Intel in
Sustained Green Leadership> - § 1 reference coded  [2,53% Coverage]



Reference 1 - 2,53% Coverage

In 2013, Intel increased its purchases of renewable energy to meet 100 percent of its electricity use.

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel Among Top 100 Most
Sustainable Corporations> - § 1 reference coded  [10,43% Coverage]

Reference 1 - 10,43% Coverage

For the 9 consecutive year, Intel has earned a spot among the Global 100 Most Sustainable
Corporations in the World, which aims to highlight the global corporations that are most proactive in
managing environmental, social and governance issues. The Global 100 is the world’s most
well-known and credible corporate sustainability ranking, selecting the top 100 from more than 4,000
companies. Learn more about Intel's sustainability efforts.
th

<Internals\\Press Releases\\American Companies\\Intel\\2013\\2013 - Intel and Oregon Health &
Science University Join to Fight Cancer with HPC> - § 1 reference coded  [3,14% Coverage]

Reference 1 - 3,14% Coverage

Today, Intel and Oregon Health & Science University (OHSU) announced a strategic collaboration to
use high-performance computing technologies in fighting cancer.

<Internals\\Press Releases\\American Companies\\John Deere\\2013\\2013 - John Deere Adds Array
of Environmental Sensors to Field Connect> - § 1 reference coded  [0,86% Coverage]

Reference 1 - 0,86% Coverage

John Deere Adds Array of Environmental Sensors to Field Connect

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson Launches “Healthy Future 2015,” Its Citizenship And Sustainability Goals ~ Johnson &
Johnson> - § 1 reference coded  [0,83% Coverage]

Reference 1 - 0,83% Coverage

We embrace research and science -- bringing innovative ideas, products and services to advance the
health and well-being of people.

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2011\\2011 - Johnson &
Johnson Makes Strong Progress in First Year of Initiative to Improve Health of Millions of Women and
Children in the Developing World ~ Johnson & Johnson> - § 12 references coded  [14,25% Coverage]

Reference 1 - 1,12% Coverage

Johnson & Johnson today announced important progress made in the inaugural year of the
Company’s comprehensive effort designed to improve the health of as many as 120 million women
and children each year in developing countries by 2015.

Reference 2 - 2,83% Coverage

Since its launch last September, Johnson & Johnson has laid a strong foundation for measurable
impact in several areas toward Every Woman, Every Child, the United Nations’ Global Strategy for
Women’s and Children’s Health to reduce mortality in women and children by 2015, including:
expanding health information for mothers over mobile phones, helping to increase the number of safe
births, doubling donations of treatments for intestinal worms in children, helping to ensure that no child
is born with HIV, and furthering research and development of new medicines for HIV and tuberculosis
(TB).

Reference 3 - 1,27% Coverage



In the first year of this work, Johnson & Johnson created new alliances while strengthening existing
ones with many organizations, including non- governmental and community groups, governments,
academia and multilateral groups to scale-up proven health interventions.

Reference 4 - 2,25% Coverage

Johnson & Johnson became the first private sector organization to support the United Nations’ Health
4+, the joint action platform established by the United Nations Children’s Fund (UNICEF), the World
Health Organization (WHO), the United Nations Population Fund (UNFPA), the World Bank and the
Joint United Nations Program on HIV/AIDS (UNAIDS) to coordinate implementation of the UN
Secretary-General’s Global Strategy on Women’s and Children’s Health at the country level.

Reference 5 - 1,08% Coverage

Johnson & Johnson more than doubled its donation of mebendazole, a treatment for intestinal worms
in children, through its Children Without Worms program, up from 36 million doses in 2010 to 80
million doses by the end of 2011.

Reference 6 - 0,64% Coverage

Since 2003, Johnson & Johnson has implemented programs that help eliminate transmission of HIV
from infected mothers to their infants.

Reference 7 - 0,80% Coverage

J&J has pledged additional support over the next four years, as part of the new UN Global Plan to
eliminate mother-to-child HIV transmission and help keep mothers alive.

Reference 8 - 0,65% Coverage

Johnson & Johnson continues to develop new treatments for HIV and TB and enhance access to
these treatments for patients around the world.

Reference 9 - 0,72% Coverage

Johnson & Johnson is working to help its partner organizations expand the capacity to measure
tangible improvements in the lives of women and children.

Reference 10 - 1,25% Coverage

Beyond our enduring commitment to women’s and children’s health, Johnson & Johnson is building
alliances in prevention, aligning with the United Nations Secretary General’s call-to-action to address
the major causes of chronic, non-communicable diseases globally.

Reference 11 - 1,03% Coverage

Since 2000, Johnson & Johnson and its operating companies have provided nearly $5 billion in grants,
product donations and patient assistance that have touched the lives of men, women and children
throughout the world.

Reference 12 - 0,62% Coverage

We embrace research and science -- bringing innovative ideas, products and services to advance the
health and well-being of people.

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2012\\2012 - JOHNSON’S®
Baby Launches New Charitable Platform JOHNSON’S® BABY CARES To Support Maternal And
Baby Health ~ Johnson & Johnson> - § 1 reference coded  [0,91% Coverage]

Reference 1 - 0,91% Coverage



We embrace research and science - bringing innovative ideas, products and services to advance the
health and well-being of people.

<Internals\\Press Releases\\American Companies\\Johnson & Johnson\\2013\\2013 - Johnson &
Johnson Makes an Impact on TEDMED Great Challenges of Health and Medicine ~ Johnson &
Johnson> - § 4 references coded  [3,06% Coverage]

Reference 1 - 0,65% Coverage

We embrace research and science - bringing innovative ideas, products and services to advance the
health and well-being of people.

Reference 2 - 0,56% Coverage

We are dedicated to research of the whole brain to determine causes, as well as potential cures for
this epidemic

Reference 3 - 0,47% Coverage

Johnson & Johnson is committed to reducing healthcare disparities and increasing accessibility.

Reference 4 - 1,37% Coverage

We aim to be at the forefront of technology and have forged partnerships with Microsoft and
developed mobile health tools to help consumers take charge of their health and better work with their
doctors to ensure they are getting the best and most personalized care possible.

<Internals\\Press Releases\\American Companies\\Kraft\\2013\\2013 - Press Release - Kraft News
Center (2)> - § 4 references coded  [11,69% Coverage]

Reference 1 - 2,96% Coverage

Kraft continues its legacy of community service as it kicks off Make an Impact 2013, its first
company-wide volunteer event since becoming a newly independent company last year.

Reference 2 - 5,18% Coverage

The Kraft team will volunteer with non-profit organizations in communities across North America,
including Irvine, Calif.; Madison, Wis.; Avon, N.Y.; and Toronto. During National Volunteer Week (April
21-27), the celebration will culminate with Kraft’s Northshore Day of Service near its hometown
headquarters.

Reference 3 - 2,27% Coverage

Kraft and its foundation have provided nearly $1 billion in cash and food donations to a number of
organizations over the past 25 years.

Reference 4 - 1,29% Coverage

Kraft also provides humanitarian aid to communities facing natural disasters.

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 -
SEVENTH GRADE CLASS IN ILLINOIS SELECTED AS WINNER OF INAUGURAL DISNEY'S
PLANET CHALLENGE MIDDLE SCHOOL ENVIRONMENTAL COMPETITION ~ The Walt Disney
Company> - § 1 reference coded  [5,68% Coverage]

Reference 1 - 5,68% Coverage

As part of the program, Disney donates $1 million dollars annually to fund projects all around the globe
and has funded over 41 projects that help the planet, ranging



October 14, 2014 DISNEY ACCELERATOR SHOWCASES 10 START-UPS AT DEMO DAY
(http://thewaltdisneycompany.com/disney- news/press-releases/2014/10/disney-accelerator-
showcases-10-start-ups-demo-day)
All Disney Press Releases
(http://thewaltdisneycompany.com/disney- news/press-releases)
from educational and community programs to species and habitat protection.

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2011\\2011 - THIRD
GRADE COMBINATION CLASS IN LOUISIANA SELECTED AS WINNERS OF DISNEY'S PLANET
CHALLENGE ELEMENTARY ENVIRONMENTAL COMPETITION ~ The Walt Disney Company> - § 1
reference coded  [1,81% Coverage]

Reference 1 - 1,81% Coverage

As part of the program, Disney donates $1 million dollars annually to fund projects all around the globe
and has funded over 41 projects that help the planet ranging from educational & community programs
to species & habitat protection.

<Internals\\Press Releases\\American Companies\\The Walt Disney Company\\2012\\2012 - DISNEY
PUBLISHES TARGETS TO TRACK CITIZENSHIP PERFORMANCE ~ The Walt Disney Company> -
§ 1 reference coded  [2,40% Coverage]

Reference 1 - 2,40% Coverage

Disney today published a series of time-bound, measurable targets to track its citizenship
performance.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Advocating a Low-carbon,
Environmentally-friendly and Green Lifestyle - UPS Pressroom> - § 5 references coded  [9,14%
Coverage]

Reference 1 - 1,48% Coverage

UPS (NYSE: UPS) made low-carbon and adopting a green lifestyle the theme of its 2011 "UPS Global
Volunteer Month"

Reference 2 - 1,30% Coverage

Since it was founded in 1907, UPS has built a legacy as a caring and responsible corporate citizen.

Reference 3 - 2,25% Coverage

UPS has established Community Involvement Committees in every country within their business
network to support programs that provide long-term solutions to community needs.

Reference 4 - 2,23% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

Reference 5 - 1,89% Coverage

UPS promotes community involvement through its ongoing volunteerism and grant programs,
environmental sustainability and corporate philanthropy.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Expanding UPS Green Fleet
Travels 200 Million Miles - UPS Pressroom> - § 6 references coded  [10,60% Coverage]

Reference 1 - 1,07% Coverage

UPS operates AFVs in the United States, Canada, France, Germany, Brazil, the UK and Hong Kong



Reference 2 - 1,15% Coverage

In addition, UPS has purchased 14 cutting-edge Modec electric vehicles for its operations in London.

Reference 3 - 1,84% Coverage

To date, UPS has explored eight different alternative fuel technologies, starting with Compressed
Natural Gas (CNG) and propane technologies in the late 1980s.

Reference 4 - 1,48% Coverage

UPS uses Liquefied Petroleum Gas trucks in Korea and has experimented with hydraulic-hybrid and
hydrogen fuel cell technologies.

Reference 5 - 1,43% Coverage

UPS operates one of the largest private fleets of alternative fuel and technology vehicles in its industry
- 1,914 in total.

Reference 6 - 3,63% Coverage

While operating its current alternative fuel and technology vehicles, UPS is also working with
manufacturers, government agencies and non-profit organizations to advance new fuel technologies
and find cheaper, cleaner-burning fuels that are better for the environment and more sustainable than
conventional diesel.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - Le Café Goes Green with Help
from Brown - UPS Pressroom> - § 2 references coded  [2,66% Coverage]

Reference 1 - 1,12% Coverage

UPS has had a long-standing commitment to supporting our communities and partnering with local
charities

Reference 2 - 1,55% Coverage

UPS promotes community involvement through its ongoing volunteerism and grant programs,
environmental sustainability and corporate philanthropy.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - The UPS Foundation Donates
$7 Million to Diversity Programs - UPS Pressroom> - § 2 references coded  [5,18% Coverage]

Reference 1 - 3,30% Coverage

UPS not only provides career opportunities to people of varying ethnicities, religions, ages, genders,
mental and physical disabilities and sexual orientations, but also supports its workforce through
targeted development programs like its Women's Leadership Development and Diversity Leadership
Development initiatives

Reference 2 - 1,88% Coverage

Since its founding in 1907, UPS (NYSE: UPS) has built a legacy as a caring and responsible corporate
citizen, supporting programs that provide long-term solutions to community needs.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS and Live Nation
Entertainment Form Green Sponsorship Alliance - UPS Pressroom> - § 4 references coded  [6,15%
Coverage]

Reference 1 - 1,69% Coverage



As part of the alliance, UPS also is launching an innovative new sustainability program created
exclusively for the live music industry to help eco-conscious musical artists reduce the CO2 output
generated by the transport of their concert tours.

Reference 2 - 1,79% Coverage

Over the last decade, UPS has expanded its capabilities far beyond small package delivery, giving it
the ability to handle the most complex logistical challenges through the widest range of package,
freight and supply chain management services in the industry.

Reference 3 - 1,68% Coverage

UPS also provides solutions many people don't naturally associate with the company, such as
inventory management, product repairs and returns, order fulfillment, international trade consulting
and even online printing and other retail services.

Reference 4 - 1,00% Coverage

Beyond the sponsorship's sustainability initiatives, UPS will promote its brand across Live Nation
Entertainment's diverse entertainment platforms

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Expands Healthcare
Capabilities to Asia with Two Cold Chain Offerings - UPS Pressroom> - § 2 references coded  [2,43%
Coverage]

Reference 1 - 1,34% Coverage

We ensure that every care is taken throughout the journey to ensure the vaccines, biologics and other
temperature-sensitive healthcare shipments arrive at their destination without compromise

Reference 2 - 1,09% Coverage

Through planning, controls and a strong global logistics network, we minimize one of the highest
healthcare cost elements, wastage due to product spoilage.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Expands Healthcare
Network with New Facilities in Asia, Europe, U.S. and Canada - UPS Pressroom> - § 1 reference
coded  [1,44% Coverage]

Reference 1 - 1,44% Coverage

We have a robust pipeline of healthcare business and are continuing to invest in this industry to meet
the fast-evolving needs of our global healthcare customers.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Expands UK Green Fleet
Ahead of London 2012 Games - UPS Pressroom> - § 5 references coded  [10,73% Coverage]

Reference 1 - 1,69% Coverage

UPS More Than Trebles Number of Electric Vehicles Deployed In London; Fleet To Serve Key London
2012 Games Venues

Reference 2 - 2,53% Coverage

With the London 2012 Olympic and Paralympic Games only eighteen months away, we are very
focused on reducing the carbon footprint of our delivery network in the capital.

Reference 3 - 2,67% Coverage

Over the past few years, we have invested in technological improvements allowing us to expand our
electric fleet, such as installing extra charging units at our London facilities



Reference 4 - 1,23% Coverage

Globally, UPS has been utilising alternative fuel vehicles for more than 70 years.

Reference 5 - 2,61% Coverage

UPS pursues a wide range of socially responsible and sustainable business practices designed to
reduce its impact on the environment and improve communities around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Foundation Grants
$58,000 to Child Welfare and Environmental Organizations - UPS Pressroom> - § 7 references coded
[7,13% Coverage]

Reference 1 - 0,19% Coverage

UPS Foundation

Reference 2 - 0,08% Coverage

Grants

Reference 3 - 0,18% Coverage

Child Welfare

Reference 4 - 0,37% Coverage

Environmental Organizations

Reference 5 - 2,27% Coverage

In addition to the donations, UPS has also supported both organizations with volunteer activities -
Kodomo no Sato since 2006 and Nihon no Take Fan Club since 2008.

Reference 6 - 2,36% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

Reference 7 - 1,68% Coverage

In 2010, UPS and its employees, active and retired, invested more than $95 million in charitable giving
around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Manager in Omaha
Honored for Outstanding Community Service - UPS Pressroom> - § 3 references coded  [2,71%
Coverage]

Reference 1 - 0,60% Coverage

UPS has awarded Terry Brown of Omaha, Neb., the Jim Casey Community Service Award,

Reference 2 - 1,23% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

Reference 3 - 0,88% Coverage

In 2010, UPS and its employees, active and retired, invested more than $95 million in charitable giving



around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Names Scott Wicker First
Chief Sustainability Officer - UPS Pressroom> - § 3 references coded  [6,54% Coverage]

Reference 1 - 1,36% Coverage

UPS has taken a lead in advancing standardized reporting guidelines for the logistics and
transportation industry.

Reference 2 - 3,02% Coverage

UPS also has set aggressive goals in reducing carbon emissions in its air and ground fleet, promoting
fuel and energy conservation, investing in alternative fuels and technology and leveraging technology
to reduce the miles the company flies and drives.

Reference 3 - 2,16% Coverage

UPS also leads the industry in philanthropy, with charitable contributions of more than $97 million
annually and employee volunteerism totaling more than 1.2 million hours annually.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Partners with Feed the
Children to Deliver Community Support in Cebu - UPS Pressroom> - § 2 references coded  [5,32%
Coverage]

Reference 1 - 1,24% Coverage

Since its founding in 1907, UPS has built a legacy as a responsible corporate citizen.

Reference 2 - 4,08% Coverage

Whether through involvement with The UPS Foundation, United Way, or volunteerism, UPS provides
support to programs that address social and community issues, including economic and global
literacy, environmental sustainability, nonprofit effectiveness, diversity and community safety.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Supports Canadian
Communities with Grants Totalling More Than US$200,000 - UPS Pressroom> - § 2 references coded
 [2,24% Coverage]

Reference 1 - 1,21% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

Reference 2 - 1,03% Coverage

UPS promotes community involvement through its ongoing volunteerism and grant programs,
environmental sustainability and corporate philanthropy.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS Survey~ Global
Healthcare Execs Face Risks with Complex Changes Ahead - UPS Pressroom> - § 1 reference coded
 [1,51% Coverage]

Reference 1 - 1,51% Coverage

UPS helps healthcare companies leverage logistics to do things such as expand into new markets
faster, implement greater supply chain efficiencies and improve the customer experience, leading to
competitive advantages.

<Internals\\Press Releases\\American Companies\\UPS\\2011\\2011 - UPS to Become First Global
Carrier to Add EVAS Safety Gear - UPS Pressroom> - § 1 reference coded  [2,12% Coverage]



Reference 1 - 2,12% Coverage

UPS today announced it would equip its air fleet with the Emergency Vision Assurance System™
(EVAS), becoming the first international air carrier to take such a step.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Drivers Establish
~Remarkable~ Safety Record - UPS Pressroom> - § 2 references coded  [2,96% Coverage]

Reference 1 - 1,33% Coverage

UPS and these remarkable drivers are setting a great example for everyone on our roadways by
making public safety and safe driving a priority

Reference 2 - 1,63% Coverage

UPS extends its safe driving expertise to the communities it serves through Road Code, a teen safe
driving program available in the United States and now expanding globally.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Employees Focus on
Communities, Environmental Sustainability During Annual Global Volunteer Event - UPS Pressroom> -
§ 5 references coded  [8,36% Coverage]

Reference 1 - 2,12% Coverage

This year, which marks the 10th anniversary of Global Volunteer Month, UPS is encouraging its nearly
400,000 employees to pledge 195,000 volunteer hours during the month with a focus on making their
communities more environmentally sustainable.

Reference 2 - 1,03% Coverage

In support of this goal, UPS is awarding $2.2 million in grants to a variety of environmentally-focused
organizations.

Reference 3 - 1,45% Coverage

In 2011, UPS launched a new environmental initiative with funding to help plant, protect, and preserve
trees in urban and rural areas in the U.S. and around the world.

Reference 4 - 1,48% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

Reference 5 - 2,29% Coverage

In 2011, UPS and its employees, active
Media Center Related Content
Learn More Read a blog post about this year's Global Volunteer Month
Media Global Volunteer Month 2012
and retired, invested more than $93.5 million in charitable giving around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Expands Global
Healthcare Network with Three New Facilities in Asia Pacific Region - UPS Pressroom> - § 1
reference coded  [2,25% Coverage]

Reference 1 - 2,25% Coverage

UPS adopts a consistent approach in our global healthcare strategy and all of our facilities worldwide
are built with the same exceptional standards of quality care that are compliant with the requirements
of the local regulatory bodies.



<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Foundation Donating to
Humanitarian Relief, Road Safety Initiatives - UPS Pressroom> - § 4 references coded  [6,39%
Coverage]

Reference 1 - 1,86% Coverage

UPS is currently expanding it's safe driving program, UPS Road
CodeTM, which leverages UPS volunteers around the world to instruct teens and novice drivers on
safe driving techniques.

Reference 2 - 1,60% Coverage

UPS and The UPS Foundation are committed to promoting safety and prosperity by supporting
organizations that champion a variety of community safety initiatives

Reference 3 - 1,71% Coverage

Since its founding in 1907, UPS has built a legacy as a caring and responsible corporate citizen,
supporting programs that provide long-term solutions to community needs.

Reference 4 - 1,22% Coverage

In 2011, UPS and its employees, active and retired, invested more than $93 million in charitable giving
around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Strengthens China's
Supply Chain and Healthcare Logistics Offering with New Appointment - UPS Pressroom> - § 11
references coded  [7,14% Coverage]

Reference 1 - 2,77% Coverage

As part of its strategy to strengthen UPS's supply chain and healthcare practice in China and around
the Asia Region, UPS today announced it will create a new position to oversee all aspects of the
supply chain and healthcare logistics product line in China.

Reference 2 - 1,95% Coverage

In addition to Jiang's appointment, UPS has added additional dedicated professional resources to
support supply chain and healthcare logistics solutions and implementations in China.

Reference 3 - 1,58% Coverage

UPS continues to build resources and capabilities in our supply chain and healthcare logistics practice
both globally and within Asia specifically.

Reference 4 - 0,10% Coverage

solutions

Reference 5 - 0,11% Coverage

specialist

Reference 6 - 0,05% Coverage

ranks

Reference 7 - 0,09% Coverage

promoted



Reference 8 - 0,09% Coverage

promoted

Reference 9 - 0,09% Coverage

promoted

Reference 10 - 0,12% Coverage

continue to

Reference 11 - 0,21% Coverage

healthcare logistics

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Survey~ Healthcare Execs
in Asia Concerned About Increasing Competition - UPS Pressroom> - § 1 reference coded  [1,44%
Coverage]

Reference 1 - 1,44% Coverage

UPS helps healthcare companies leverage logistics for their evolving needs, and a nimble supply
chain gives them a competitive advantage.

<Internals\\Press Releases\\American Companies\\UPS\\2012\\2012 - UPS Sustainability Report Hits
~A Plus~ Mark for Transparency - UPS Pressroom> - § 6 references coded  [5,86% Coverage]

Reference 1 - 0,40% Coverage

We are disclosing more information than ever.

Reference 2 - 0,83% Coverage

We have reported our five-year progress, successes and challenges. Now, we are focused ahead.

Reference 3 - 1,40% Coverage

Using advanced route-planning technology, UPS avoided driving 85 million miles, saving 8.4 million
gallons of fuel and 83,000 metric tonnes of CO2 emissions.

Reference 4 - 0,67% Coverage

UPS achieved a net reduction in U.S. domestic energy use at its facilities.

Reference 5 - 1,23% Coverage

UPS earned the highest Carbon Disclosure Project score among all U.S. companies and tied with
three others for the top score in the world.

Reference 6 - 1,34% Coverage

For the first time, UPS also introduced a "materiality matrix" that maps how the company's interests
match or differ from those of other stakeholders.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - More Than 6,400 UPS Drivers
Prove There is Safety in Numbers - UPS Pressroom> - § 2 references coded  [3,37% Coverage]

Reference 1 - 1,61% Coverage



In 2010, UPS implemented a ban within its organization on text and e-mail messaging while behind the
wheel, distractions that are a proven cause of traffic crashes.

Reference 2 - 1,76% Coverage

UPS extends its safe driving expertise to the communities it serves through UPS Road CodeSM, a
teen safe driving program available in the United States and now expanding globally.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - NASCAR Gives UPS the Green
Flag in 2013 - UPS Pressroom> - § 4 references coded  [7,62% Coverage]

Reference 1 - 2,28% Coverage

Throughout the 2012 season, UPS began developing plans to further reduce the environmental impact
of its Trackside Services operation that serve as an example of improved efficiency to drive superior
environmental performance throughout the sport.

Reference 2 - 1,54% Coverage

UPS is leveraging its knowledge of alternative fuel and advanced fleet technology, renewable energy
and carbon mitigation to reduce our carbon impact at sports venues.

Reference 3 - 2,39% Coverage

As part of its ongoing sustainability efforts, UPS also will continue to provide its NASCAR customers
the ability to offset the climate impact of the CO2 emissions that result from their shipments through
the company's popular carbon neutral shipping service.

Reference 4 - 1,40% Coverage

UPS is always looking for new ways to apply our sustainability-focused expertise and experience to
everything we do, including our sponsorship programs

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - The UPS Foundation Donates
$7.6M To Champion Diversity And Support Veterans - UPS Pressroom> - § 1 reference coded
[1,02% Coverage]

Reference 1 - 1,02% Coverage

In 2012, UPS and its employees, active and retired, invested more than $97.5 million in charitable
giving around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS And State Of Mexico
Team Up To Build Healthcare Clinic - UPS Pressroom> - § 1 reference coded  [2,03% Coverage]

Reference 1 - 2,03% Coverage

UPS dedicated a "Centro de Salud," to the State of Mexico that will provide needed access to basic
and preventative health services and medicines to the community of Bosencheve.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Continues its Legacy of
Community Support with Robust Year of Contributions - UPS Pressroom> - § 3 references coded
[5,22% Coverage]

Reference 1 - 2,29% Coverage

As the world's largest package delivery company and one of the leading global providers of specialized
transportation and logistics services, UPS has also supported more than 200 humanitarian relief
programs in 35 countries.

Reference 2 - 1,68% Coverage



Through a combination of in-kind shipments, technical and expertise sharing and funding of relief
organizations, UPS contributed in excess of $6.5 million last year.

Reference 3 - 1,26% Coverage

In 2012, UPS and its employees, active and retired, invested more than $97.5 million in charitable
giving around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Healthcare
Network in Key Locations Across North America - UPS Pressroom> - § 1 reference coded  [1,39%
Coverage]

Reference 1 - 1,39% Coverage

UPS is committed to investing in our global network and supporting industry demand to meet
customer needs for increased speed, flexibility and efficiency

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Healthcare
Network in Key Locations Across North America (Canada) - UPS Pressroom> - § 1 reference coded
[1,38% Coverage]

Reference 1 - 1,38% Coverage

UPS is committed to investing in our global network and supporting industry demand to meet
customer needs for increased speed, flexibility and efficiency

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Expands Renewable
Energy Output at New Jersey Facilities - UPS Pressroom> - § 5 references coded  [9,99% Coverage]

Reference 1 - 3,10% Coverage

Building on its commitment to increase the use of renewable energy resources in the U.S. and
throughout the world, UPS (NYSE: UPS) has invested in two solar power projects at its distribution
facilities in Parsippany and Secaucus, New Jersey that showcase the business benefits of owning and
operating sustainable energy systems.

Reference 2 - 1,42% Coverage

UPS has created a viable business model by developing, engineering, purchasing, overseeing
construction, and operating the solar panel arrays in-house.

Reference 3 - 1,54% Coverage

By utilizing a direct ownership approach, UPS has uncovered valuable best practices to produce a
strong return on its investment in current and future developments.

Reference 4 - 1,94% Coverage

UPS decided to finance and build its own solar projects following a drop in solar panel installation
costs, continued improvements in the technology and the availability of supportive government
incentives.

Reference 5 - 1,99% Coverage

We develop, engineer, own and operate our solar capacity, which is a departure from contracted
power-purchase agreements in which a company pays a solar power provider for a set price of
electricity for 20 years.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Hails Landmark Drug
Distribution Safety And Licensing Legislation - UPS Pressroom> - § 1 reference coded  [4,32%



Coverage]

Reference 1 - 4,32% Coverage

As a member of the Pharmaceutical Distribution Security Alliance (PDSA), a coalition of more than 25
stakeholders spanning the pharmaceutical supply chain, UPS pushed for high national standards to
enhance safety and leverage technology that can adapt to the pace of modern delivery networks.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Officially Opens Hangzhou
Healthcare Facility As Part Of Global Expansion - UPS Pressroom> - § 6 references coded  [6,78%
Coverage]

Reference 1 - 1,37% Coverage

UPS officially opened its new healthcare facility in Hangzhou, Zhejiang Province, China, a move that
represents a significant expansion of its Asia healthcare distribution network.

Reference 2 - 1,29% Coverage

To capture this growth of consumer demand in healthcare, as well as increase presence in China, we
are investing in bringing the best-in-class solutions to our customers.

Reference 3 - 0,99% Coverage

UPS partnered closely with local governments to develop information technologies crucial to product
integrity, safety and security.

Reference 4 - 0,77% Coverage

With this facility, UPS aims to introduce a new and efficient business model into the Chinese market.

Reference 5 - 0,99% Coverage

This year, UPS announced its intent to acquire a European healthcare company, and expanded five
existing North American facilities.

Reference 6 - 1,37% Coverage

UPS delivers value to healthcare companies through a broad portfolio of specialized freight and small
package transportation and distribution services in Asia and around the world.

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS Ranks as a Global Leader
in Global Sustainability and Technology - UPS Pressroom> - § 1 reference coded  [2,10% Coverage]

Reference 1 - 2,10% Coverage

For the third year in a row, UPS secured a top position on the CDP's global Climate Disclosure
Leadership Index (CDLI).

<Internals\\Press Releases\\American Companies\\UPS\\2013\\2013 - UPS to Acquire Hungarian
Healthcare Logistics Company CEMELOG - UPS Pressroom> - § 2 references coded  [3,78%
Coverage]

Reference 1 - 1,60% Coverage

UPS delivers value to healthcare companies through a broad portfolio of specialized freight and small
package transportation and distribution services.

Reference 2 - 2,19% Coverage

UPS helps healthcare manufacturers meet stringent and often complex regulatory requirements,



provides flexibility for a changing business environment and reliably serves an increasingly global
customer base.

<Internals\\Press Releases\\Danish Companies\\Carlsberg\\2013\\2013 - Carlsberg Group - Carlsberg
Group consolidates position as the most efficient global brewer and sharpens focus on sustainable
packaging> - § 7 references coded  [8,38% Coverage]

Reference 1 - 1,74% Coverage

We search for opportunities at every point in our value chain, be it ongoing research and development
into our raw materials, ever-improving efficiency opportunities at our production sites, or more
environmentally friendly ways of storing and transporting our products.

Reference 2 - 1,46% Coverage

As an important first step, we have introduced a Life Cycle Analysis tool and trained our people
appropriately so that we can both measure and understand the environmental impact of our packaging
and make fact-based decisions.

Reference 3 - 1,44% Coverage

We're considering all aspects of the packaging chain, from cradle to cradle, and rethinking the way
that the Group and its suppliers approach packaging, based around four core principles – reduce,
reuse, recycle and rethink.

Reference 4 - 0,89% Coverage

At the end of 2013, we'll be setting ourselves new three-year targets for further reducing energy and
water consumption and CO2 emissions.

Reference 5 - 0,88% Coverage

We'll also be setting ourselves demanding targets in terms of what can be achieved as our sustainable
packaging programme gains momentum.

Reference 6 - 0,73% Coverage

The Carlsberg Group publishes annual CSR progress data which can be found at:
www.carlsberggroup.com/csr/reports.

Reference 7 - 1,24% Coverage

We work with eight CSR areas: Environment, Health & Safety, Labour & Human Rights, Business
Ethics, Marketing Communication, Community Engagement, Responsible Drinking and Responsible
Sourcing.

<Internals\\Press Releases\\Danish Companies\\Falck\\2012\\2012 - Falck buys safety training
company in USA - Falck> - § 5 references coded  [10,43% Coverage]

Reference 1 - 1,12% Coverage

Falck buys safety training company in USA

Reference 2 - 3,12% Coverage

Falck has acquired the company Occupational Safety Training which has two training centers in
Louisiana and Texas.

Reference 3 - 1,59% Coverage

Falck already runs four training centers in the two states



Reference 4 - 3,07% Coverage

Falck now provides offshore safety services at 28 training centers in 15 different countries on five
continents.

Reference 5 - 1,53% Coverage

Last year Falck trained 204,000 people on these centers.

<Internals\\Press Releases\\Danish Companies\\Falck\\2013\\2013 - Falck opens safety training centre
in Mexico - Falck> - § 3 references coded  [10,16% Coverage]

Reference 1 - 3,47% Coverage

Falck has opened a new safety training centre in Port of Ciudad del Carmen in Mexico.

Reference 2 - 4,41% Coverage

Falck provides offshore safety services at 29 training centers in 15 different countries on five
continents.

Reference 3 - 2,29% Coverage

Last year Falck trained 225,509 people on these centers.

<Internals\\Press Releases\\Danish Companies\\Falck\\2013\\2013 - Falck Safety Services will be
represented in Canada - Falck> - § 1 reference coded  [6,11% Coverage]

Reference 1 - 6,11% Coverage

Falck Safety Services is boosting its presence in North America even further by signing an agreement
to acquire 55% of the Canadian safety training provider Survival Systems Integrated Services (”SSIS”)
which will be called Falck Safety Services.

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - More sustainable than ever  ~
Grundfos> - § 1 reference coded  [5,08% Coverage]

Reference 1 - 5,08% Coverage

The Grundfos Group contributes with a similar amount and with this enough money has been donated
to finance four solarpowered LIFELINK water systems for small villages in Kenya.

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - New Perspectives in green
Energy ~ Grundfos> - § 1 reference coded  [1,83% Coverage]

Reference 1 - 1,83% Coverage

We are even planning to present more and larger solar driven pumps in the near future

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Sustainable production is
headline of the Grundfos Prize ~ Grundfos> - § 1 reference coded  [4,81% Coverage]

Reference 1 - 4,81% Coverage

We are now gathering interested students, researchers, business people, public servants and
politicians for an inspiring dialogue about sustainable technologies as a prerequisite of growth.

<Internals\\Press Releases\\Danish Companies\\Grundfos\\2011\\2011 - Two CSR Awards for
Grundfos ~ Grundfos> - § 5 references coded  [8,71% Coverage]



Reference 1 - 2,31% Coverage

Grundfos was the only company to win two of 12 awards during the CSR Foundation’s award
ceremony at Alsion in Sønderborg, Denmark, on Thursday 29 September:

Reference 2 - 0,65% Coverage

In Grundfos we recognise our responsibility.

Reference 3 - 1,49% Coverage

We shall continue to share our knowledge of how to obtain energy reduction with the rest of the world

Reference 4 - 2,50% Coverage

We don’t limit our selves to telling the good stories of our CO2 reduction and how we as an inclusive
company take care of all staff, including those with special needs.

Reference 5 - 1,76% Coverage

We also talk openly about the things that don’t go so well, in accordance with our value of being ”Open
and trustworthy

<Internals\\Press Releases\\Danish Companies\\Lego\\2011\\2011 - LEGO Group actions to reduce
packaging materials’ impact on the environment> - § 4 references coded  [8,33% Coverage]

Reference 1 - 1,92% Coverage

The LEGO Group has taken several steps to reduce the environmental impact of packaging materials
and paper used in LEGO® products.

Reference 2 - 2,24% Coverage

The LEGO Group has taken action to ensure this, as decision is made to use only FSC certified fibers
in packaging materials for LEGO products in future.

Reference 3 - 2,24% Coverage

We have been working towards this for several months, and are currently developing an ambitious
implementation plan to meet our objectives in this area.

Reference 4 - 1,92% Coverage

The LEGO Group has taken several steps to reduce the environmental impact of packaging materials
and paper used in LEGO® products.

<Internals\\Press Releases\\Danish Companies\\Lego\\2013\\2013 - Smaller LEGO® boxes easier on
the environment> - § 6 references coded  [7,89% Coverage]

Reference 1 - 1,35% Coverage

In 2013 the LEGO Group will introduce a new series of environmentally friendly, smaller LEGO boxes
containing the same number of LEGO bricks.

Reference 2 - 1,29% Coverage

We are introducing the new boxes as an environmental measure, and hope at the same time that
consumers will welcome the visible change.

Reference 3 - 1,89% Coverage



We’re reducing the size of our boxes because we think it makes sense for shoppers, customers and
for our business – and because we harbour an ambition to exert a positive effect on our surroundings.

Reference 4 - 1,70% Coverage

The LEGO Group is currently engaged in a number of other initiatives which may not be as visible to
the consumer but nevertheless have a major effect on the environmental impact.

Reference 5 - 0,65% Coverage

In 2012 we improved the energy efficiency of our production by 4.1%.

Reference 6 - 1,00% Coverage

In 2012 the LEGO Group – via its parent company – invested in an offshore wind park off northern
Germany.



<Internals\\Annual Reports\\Danish Companies\\Carlsberg\\2011\\Annual Report 2011> - § 2
references coded  [0,03% Coverage]

Reference 1 - 0,01% Coverage

In 2011, we were recognised for our environ- mental achievements by the Newsweek Green Ranking.

Reference 2 - 0,02% Coverage

The Carlsberg Group was included in the top 5 of the “food, beverage and tobacco” category and
scored highest among global beer companies when com- paring actual environmental footprints and
environmental management.

<Internals\\Press Releases\\American Companies\\General Mills\\2013\\2013 - General Mills~ General
Mills named to esteemed Dow Jones Sustainability Index> - § 1 reference coded  [1,46% Coverage]

Reference 1 - 1,46% Coverage

General Mills has been named to the Dow Jones Sustainability North America Index by S&P Dow
Jones Indices



Negative connotations

Sources References Sources References Sources References Sources References
American Annual Reports 4 16 2 11 2 19 8 46
American Press Releases 40 442 41 487 38 397 119 1326
Total 44 458 43 498 40 416 127 1372

Sources References Sources References Sources References Sources References
Danish Annual Reports 6 393 5 414 6 292 17 1099
Danish Press Releases 7 36 2 10 3 36 12 82
Total 13 429 7 424 9 328 29 1182

Positive connotations 

Sources References Sources References Sources References Sources References
American Annual Reports 6 300 5 149 5 171 16 620
American Press Releases 55 3663 56 3973 46 3538 157 11174
Total 61 3963 61 4122 51 3709 173 11794

Sources References Sources References Sources References Sources References
Danish Annual Reports 6 2349 6 2105 6 2028 18 6482
Danish Press Releases 9 354 2 46 4 245 15 645
Total 15 2703 8 2161 10 2273 33 7127

2011 2012 2013 Total

2011 2012 2013 Total

2011 2012 2013 Total

2011 2012 2013 Total



Negative connotations
2011 2011 2011 2012 2012 2012 2013 2013 2013 Total 

Sources Ref. Average Sources Ref. Average Sources Ref. Average Sources Ref. Average
American Annual Reports 4 16 4 2 11 6 2 19 10 8 46 6
American Press Releases 40 442 11 41 487 12 38 397 10 119 1326 11
Danish Annual Reports 6 393 66 5 414 83 6 292 49 17 1099 65
Danish Press Releases 7 36 5 2 10 5 3 36 12 12 82 7

Positive connotations 
2011 2011 2011 2012 2012 2012 2013 2013 2013 Total

Sources Ref. Average Sources Ref. Average Sources Ref. Average Sources Ref. Average
American Annual Reports 6 300 50 5 149 30 5 171 34 16 620 39
American Press Releases 55 3663 67 56 3973 71 46 3538 77 157 11174 71
Danish Annual Reports 6 2349 392 6 2105 351 6 2028 338 18 6482 360
Danish Press Releases 9 354 39 2 46 23 4 245 61 15 645 43

Total

Total
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Commissives

Sources References Sources References Sources References Sources References
American Annual Reports 0 0 0 0 0 0 0 0
American Press Releases 3 3 3 3 6 8 12 14
Total 3 3 3 3 6 8 12 14

Sources References Sources References Sources References Sources References
Danish Annual Reports 6 40 6 40 3 6 15 86
Danish Press Releases 2 2 0 0 0 0 2 2
Total 8 42 6 40 3 6 12 14

Representatives

Sources References Sources References Sources References Sources References
American Annual Reports 3 6 1 3 1 4 5 13
American Press Releases 15 39 8 14 15 29 38 82
Total 18 45 9 17 16 33 43 95

Sources References Sources References Sources References Sources References
Danish Annual Reports 6 47 6 19 4 16 16 82
Danish Press Releases 6 9 0 0 2 4 8 13
Total 12 56 6 19 6 20 24 95

2011 2012 2013 Total

2011 2012 2013 Total

2011 2012 2013 Total

2011 2012 2013 Total



Commissives
2011 2011 2011 2012 2012 2012 2013 2013 2013 Total

Sources Ref. Average Sources Ref. Average Sources Ref. Average Sources Ref. Average
American Annual Reports 0 0 0 0 0 0 0 0 0 0 0 0
American Press Releases 3 3 1 3 3 1 6 8 1 12 14 1
Danish Annual Reports 6 40 7 6 40 7 3 6 2 15 86 6
Danish Press Releases 2 2 1 0 0 0 0 0 0 2 2 1

Representatives
2011 2011 2011 2012 2012 2012 2013 2013 2013 Total

Sources Ref. Average Sources Ref. Average Sources Ref. Average Sources Ref. Average
American Annual Reports 3 6 2 1 3 3 1 4 4 5 13 3
American Press Releases 15 39 3 8 14 2 15 29 2 38 82 2
Danish Annual Reports 6 47 8 6 19 3 4 16 4 16 82 5
Danish Press Releases 6 9 2 0 0 0 2 4 2 8 13 2

Total

Total
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Active sentence

Sources References Sources References Sources References Sources References
American Annual Reports 3 10 1 5 1 7 5 22
American Press Releases 25 81 18 56 26 81 69 218
Total 28 91 19 61 27 88 74 240

Sources References Sources References Sources References Sources References
Danish Annual Reports 6 123 6 94 5 74 17 291
Danish Press Releases 5 12 1 5 4 17 10 34
Total 11 135 7 99 9 91 27 325

Passive sentence

Sources References Sources References Sources References Sources References
American Annual Reports 0 0 0 0 0 0 0 0
American Press Releases 0 0 0 0 1 1 1 1
Total 0 0 0 0 1 1 1 1

Sources References Sources References Sources References Sources References
Danish Annual Reports 1 2 0 0 0 0 1 2
Danish Press Releases 0 0 0 0 0 0 0 0
Total 1 2 0 0 0 0 1 2

2011 2012 2013 Total

2011 2012 2013 Total

2011 2012 2013 Total

2011 2012 2013 Total



Active sentence
2011 2011 2011 2012 2012 2012 2013 2013 2013 Total

Sources Ref. Average Sources Ref. Average Sources Ref. Average Sources Ref. Average
American Annual Reports 3 10 3 1 5 5 1 7 7 5 22 4
American Press Releases 25 81 3 18 56 3 26 81 3 69 218 3
Danish Annual Reports 6 123 21 6 94 16 5 74 15 17 291 17
Danish Press Releases 5 12 2 1 5 5 4 17 4 10 34 3

Passive sentence
2011 2011 2011 2012 2012 2012 2013 2013 2013 Total

Sources Ref. Average Sources Ref. Average Sources Ref. Average Sources Ref. Average
American Annual Reports 0 0 0 0 0 0 0 0 0 0 0 0
American Press Releases 0 0 0 0 0 0 1 1 1 1 1 1
Danish Annual Reports 1 2 2 0 0 0 0 0 0 1 2 2
Danish Press Releases 0 0 0 0 0 0 0 0 0 0 0 0

Total

Total
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Total 

American Communication References Sources Average

Positive Connotations 11794
Negative Connotations 1372
Commisives 14
Representatives 95
Active Sentences 240
Passive Sentences 1

Total 13516 180 75

Danish Communication References Sources Average

Positive Connotations 7127
Negative Connotations 1182
Commisives 14
Representatives 95
Active Sentences 325
Passive Sentences 2

Total 8745 39 224
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